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Mr.  Kerr,  from  the  Committee  on  Finance,  submitted  the  following 

REPORT 

together  with 

INDIVIDUAL,  ADDITIONAL,  DISSENTING,  SUPPLE¬ 
MENTAL  AND  MINORITY  VIEWS 

[To  accompany  H.R.  10650] 

The  Committee  on  Finance,  to  whom  was  referred  the  bill  (H.R. 
10650)  to  amend  the  Internal  Revenue  Code  of  1954  to  provide  a 
credit  for  investment  in  certain  depreciable  property,  to  eliminate 
certain  defects  and  inequities,  and  for  other  purposes,  having  con¬ 
sidered  the  same,  report  favorably  thereon  with  amendments  and 
recommend  that  the  bill  as  amended  do  pass. 

I.  GENERAL  STATEMENT 

This  bill,  H.R.  10650,  represents  a  major  revision  and  reform  of  our 
Federal  tax  system.  This  is  a  matter  which  has  been  under  consid¬ 
eration  by  Congress  since  April  20,  1961,  when  the  President  sent  up 
his  tax  message.  Most  of  his  recommendations,  modified  as  the 
House  and  your  committee  believe  desirable,  are  incoi’porated  in  the 
amended  bill  reported  by  your  committee. 

The  bill  contains  three  principal  groupings  of  tax  revision  measures. 
The  central  element  in  the  bill  is  the  investment  credit.  This  allows 
a  7-percent  credit  against  tax  for  most  taxpayers  for  their  purchases 
of  machinery  and  equipment  and  certain  other  property  (not  includ¬ 
ing  buildings).  This  investment  credit,  coupled  with  the  deprecia¬ 
tion  guidelines  recently  liberalized  by  the  administration,  by  stimu¬ 
lating  capital  formation  will  provide  growth  in  the  economy  consistent 
with  the  principles  of  a  free  economy.  This  investment  credit,  by 
encouraging  the  modernization  and  expanded  use  of  capital  equipment, 
will  improve  our  competitive  position  abroad  and  thus  aid  in  meeting 
the  balance-of-payments  problem.  Moreover,  the  capital  formation 
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induced  by  this  credit  will  both  aid  in  providing  the  longrun  growth 
needed  by  our  domestic  economy  and  be  of  major  assistance  in  our 

more  immediate  problem  of  economic  recovery. 

The  remaining  provisions  in  the  bill  are  concerned  primarily  with 
improving  tax  equity  and  eliminating  tax  evasion  or  avoidance,  either 
in  the  domestic  economy  or  with  respect  to  income  earned  abroad  by 
American  interests.  In  the  latter  case,  the  primary  concern  of  your 
committee  has  been  with  the  removal  of  special  tax  advantages 
accruing  to  “tax  havens.” 

One  of  the  measures  in  the  House  bill,  designed  to  decrease  tax 
evasion  (whether  or  not  deliberate)  was  a  provision  for  withholding 
on  dividends,  interest,  and  patronage  dividends.  Because  of  both 
the  burden  of  such  a  provision  on  individuals  owing  little  or  no  tax 
and  its  many  complexities,  your  committee  has  deleted  it,  but  has 
added  a  requirement  for  the  reporting  of  payments  of  dividends,  in¬ 
terest,  and  patronage  dividends  exceeding  $10  annually  per  recipient, 
both  to  the  Government  and  to  the  recipient.  Your  committee 
believes  that  in  the  long  run  this  will  have  at  least  as  great  an  impact 
on  tax  evasion  as  a  withholding  system. 

Both  the  bill  as  passed  by  the  House  and  as  amended  by  your 
committee  reduce  tax  avoidance  by  providing  ordinary  income 
treatment  for  gains  from  the  sale  of  depreciable  property  to  the  extent 
of  depreciation  taken.  Moreover,  by  preventing  the  conversion  of 
ordinary  income  into  capital  gains  this  has  been  an  important  factor 
in  making  the  new  liberalized  depreciation  guidelines  feasible. 

Among  the  more  publicized  and  troublesome  problems  with  which 
the  bill  is  concerned  is  the  deduction  for  entertainment  expenses. 
Your  committee  believes  that  its  version  of  this  provision  provides 
a  balanced  approach  which  neither  prevents  deductions  for  legitimate 
entertainment  expenditures  nor  permits  them  for  the  continuation  of 
abuse  situations. 

Your  committee’s  bill  also  is  concerned  with  competitive  advantages 
of  specific  groups  of  taxpayers.  In  this  regard  your  committee,  in 
general  agreement  with  the  House,  concluded  that  the  reserve  deduc¬ 
tions  of  mutual  savings  banks  and  savings  and  loan  associations  are 
too  large  and  should  be  reduced,  that  mutual  insurance  companies 
should  be  taxed  not  only  on  investment  income  but  on  their  under¬ 
writing  gains  as  well,  and  that  in  the  case  of  cooperatives  a  full  tax 
should  be  paid  currently  at  either  the  level  of  the  cooperative  or  at 
that  of  the  patron. 

In  the  case  of  foreign  income,  your  committee  has  been  primarily 
concerned  with  ending  tax  haven  abuses;  namely,  devices  to  avoid 
either  the  United  States  or  foreign  taxes  which  could  be  expected  to 
be  imposed  under  normal  business  operating  conditions.  To  achieve 
this  goal  the  bill  ends  the  deferral  of  the  U.S.  tax  in  the  case  of  certain 
forms  of  income  arising  from  insurance  abroad  of  U.S.  risks,  from 
passive  investments,  from  sales  and  service  subsidiaries  separately 
incorporated  from  the  producing  companies,  and  from  funds  which 
are  brought  back  to  this  country  without  the  payment  of  U.S.  tax. 
A  number  of  other  measures  dealing  with  foreign  income  or  property 
are  also  included.  Provision  is  made  for  the  payment  of  a  full  52- 

Emt  tax  through  a  “gross-up”  procedure  when  income  is  brought 
to  the  United  States  from  a  foreign  subsidiary;  for  the  taxation 
of  income  at  ordinary  income  tax  rates  when  controlled  foreign  corpo- 
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rations  are  liquidated  or  the  stock  interests  sold;  and  for  the  full 
taxation  by  the  United  States  of  income  distributed  to  American 
beneficiaries  by  foreign  trusts  set  up  by  American  grantors.  In  addi¬ 
tion,  a  ceiling  has  been  placed  on  the  earned  income  exclusion  for 
Americans  who  are  residents  abroad;  and  foreign  real  property  hold¬ 
ings  are  to  be  included  in  the  estate  tax  base  of  U.S.  citizens. 

Your  committee  began  hearings  on  this  bill  on  April  2  of  this  year. 
These  hearings  extended  until  July  3  and  included  29  days  on  which 
testimony  was  heard.  This  material  is  contained  in  12  volumes  of 
nearly  5, 000  printed  pages.  In  addition,  your  committee  has  consid¬ 
ered  this  bill  in  executive  session  for  a  period  of  several  weeks.  The 
bill,  therefore,  represents  decisions  reached  by  your  committee  after 
careful  deliberation  over  an  extended  period  of  time. 

A.  Summary 

The  provisions  contained  in  the  bill  as  amended  by  your  committee 
can  be  summarized  by  section  numbers  as  follows: 

(1)  The  act  is  to  be  cited  as  the  “Revenue  Act  of  1962.” 

(2)  An  investment  credit  against  tax  liability  is  provided.  Gen¬ 
erally  it  is  7  percent  of  investments  in  new  tangible  personal  property 
and  certain  other  depreciable  property,  excluding  buildings.  A  credit 
also  is  available  for  limited  amounts  of  investments  in  used  property. 
The  taxpayer’s  depreciation  base  for  tax  purposes  is  to  be  reduced  by 
the  amount  of  the  investment  credit. 

(3)  A  deduction  is  provided  for  expenses  relating  to  appearances 
before,  and  communications  with,  a  legislative  body,  a  legislative 
committee  or  individual  legislator,  if  the  expenses  are  otherwise 
ordinary  and  necessary  business  expenses.  Also  included  are  expenses 
of  communications  between  an  organization  and  its  members .  and 
between  a  business  and  its  employees  or  stockholders.  This  provision 
does  not  cover  advertising  expenses  or  those  concerned  with  political 
campaigns. 

(4)  Deductible  expenses  for  entertainment,  amusement  or  recrea¬ 
tion  generally  are  limited  to  those  directly  related  to,  or  associated 
with,  the  active  conduct  of  a  trade  or  business.  In  the  case  of  expenses 
related  to  facilities,  to  be  deductible  they  must  also  be  used _ primarily 
for  the  furtherance  of  the  taxpayer’s  trade  or  business.  Limitations 
are  provided  in  the  case  of  traveling  expenses  and  business  gifts. 
In  addition,  rules  are  set  forth  providing  that  deduction  of  entertain¬ 
ment,  etc.,  expenses  will  be  denied  unless  substantiated. 

(5)  Distributions  in  kind  from  foreign  corporations .  to  corporate 
stockholders  are  treated  as  having  a  value  equal  to  their  fair  market 
value  (rather  than  the  adjusted  basis  of  the  property),  and  the  foreign 
tax  credit  available  likewise  is  based  on  the  fair  market  value  of  the 

property.  ,  .  ,  ,  .  , 

(6)  The  present  tax  treatment  of  mutual  savings  banks,  savings  and 
loan  associations,  etc.,  is  revised  so  that  their  additions  to  bad  debt 
reserves  generally  may  not  exceed  60  percent  of  their  taxable  income 
(before  this  deduction)  or,  if  larger,  an  amount  bringing  their  reserves 
up  to  3  percent  of  loans  on  real  property.  Certain  other  limitations 
are  also  provided,  and  in  the  case  of  stock  savings  and  loan  associations 
the  deduction  is  to  be  50  percent  instead  of  60  percent  of  taxable 
income.  In  addition,  a  new  definition  of  domestic  savings  and  loan 
associations  is  provided  and  certain  excise  tax  exemptions  these 
organizations  presently  enjoy  are  removed. 
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(7)  Distributions  of  accumulated  income  by  foreign  trusts,  to  the 
extent  the  trust  was  established  or  added  to  by  American  grantors, 
are  to  be  taxed  to  the  U.S.  beneficiaries  in  substantially  the  same 
manner  as  if  they  had  received  this  income  directly  instead  of  through 
the  intermediary  of  a  foreign  trust. 

(8)  Mutual  fire  and  casualty  insurance  companies  are  to  be  taxed 
on  their  “total”  income  less  a  deduction  for  loss  reserves  equal  to 
one-fourth  of  their  underwriting  gain  plus  1  percent  of  their  insurance 
claims.  Most  of  this  reserve,  to  the  extent  not  used  to  offset  losses, 
at  the  end  of  5  years  is  to  be  brought  back  into  the  company’s  tax 
base.  Exemptions  are  provided  for  small  companies  whose  total 
receipts  do  not  exceed  $150,000,  while  those  whose  total  receipts  are 
between  $150,000  and  $600,000  are  taxed  on  investment  income  but 
not  underwriting  gain.  The  bill  also  deals  with  the  special  problems 
of  reciprocal  underwriters  and  interinsurers,  of  factory  mutual  insur¬ 
ance  companies,  of  mutual  marine  insurance  companies,  and  of 
companies  whose  risks  such  as  windstorm,  hail,  or  flood  insurance 
are  concentrated  in  a  relatively  small  geographical  area. 

(9)  Where  a  domestic  corporation  receives  dividends  from  a  foreign 
corporation,  the  amount  included  in  its  tax  base,  if  it  elects  the  foreign 
tax  credit,  is  to  be  not  only  the  dividend  itself,  but  also  the  tax  paid 
by  the  foreign  corporation  as  well.  This  provision  is  not  to  apply 
with  respect  to  dividends  received  from  “less  developed  country  cor¬ 
porations”  or  from  certain  holding  companies  for  such  corporations. 

(10)  The  foreign  tax  credit  limitation  for  certain  interest  income 
is  to  be  computed  separately  from  the  limitation  for  other  types  of 
income.  The  interest  income  referred  to  here  does  not  include  that 
derived  from  the  active  conduct  of  a  trade  or  business,  from  a  banking 
or  similar  business,  or  from  a  corporation  in  which  the  taxpayer  has 
a  10-percent  voting  interest. 

(11)  The  unlimited  exclusion  from  U.S.  tax  for  income  earned 
abroad  by  U.S.  citizens  who  are  bona  fide  foreign  residents  is  reduced 
to  $35,000  ($20,000  for  the  first  3  years).  However,  in  applying  this 
ceiling,  certain  fringe  benefits  will  be  gradually  taken  into  account  for 
purposes  of  this  limitation  over  a  4-year  period.  In  addition,  the 
contributions  which  employers  make  hereafter  toward  employee  pen¬ 
sion  plans,  based  on  foreign  employment,  will  be  taxable  to  the  em¬ 
ployee  when  received. 

(12)  Shareholders  of  controlled  foreign  corporations  are  to  report 
for  tax  purposes  the  undistributed  earnings  of  these  corporations  to 
the  extent  they  represent  income  from  insuring  U.S.  risks,  increases 
in  earnings  invested  in  U.S.  property  (generally  not  related  to  foreign 
business),  passive  investment  income,  and  income  from  sales  or 
service  subsidiaries  involving  transactions  with  related  persons  outside 
of  the  country  of  incorporation  of  the  subsidiary.  Dividend  and 
interest  income  derived  from  10-percent-related  corporations  actively 
doing  business  in  less  developed  countries  and  reinvested  in  such 
countries,  however,  is  excluded  from  the  amount  taxed  to  the  U.S. 
shareholders.  The  bill  also  provides  that  if  certain  minimum  amounts 
of  income  are  distributed  (which  vary  in  accordance  with  effective 
foreign  tax  rates)  the  shareholders  are  not  to  be  taxed  on  the  undis¬ 
tributed  income.  In  addition,  export  trade  income  of  “export  trade 
corporations”  within  certain  limits  is  not  to  be  taxed  to  U.S.  share¬ 
holders  in  the  case  of  most  of  the  categories  of  income  described  above. 
Other  relief  provisions  are  also  provided. 
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(13)  Any  gain  after  1962  on  the  sale  of  personal  property  and  most 
other  tangible  property,  other  than  buildings  and  structural  com¬ 
ponents,  to  the  extent  of  depreciation  taken  in  1962  and  subsequent 
years,  is  to  be  treated  as  ordinary  income  for  tax  purposes. 

(14)  When  stock  in  foreign  investment  companies  is  sold,  the  gain 
realized  by  U.S.  shareholders  is  to  be  ordinary  income  to  the  extent 
of  the  earnings  and  profits  accumulated  since  1962.  The  companies 
and  shareholders  can  avoid  this  treatment  if  the  companies  distribute 
currently  90  percent  or  more  of  their  taxable  income,  other  than  capital 
gains,  and  the  shareholders  report  the  capital  gains,  whether  distrib¬ 
uted  or  not.  In  addition,  until  January  1,  1964,  where  certain  condi¬ 
tions  are  met,  these  corporations  are  permitted  to  reincorporate  as 
domestic  corporations  on  a  tax-free  basis  without  obtaining  prior 
clearance  for  the  reorganization  from  the  Internal  Revenue  Service. 

(15)  Where  stock  in  a  controlled  foreign  corporation  is  redeemed, 
such  a  corporation  is  liquidated,  or  the  stock  of  such  a  corporation  is 
sold,  any  gain  realized  which  represents  earnings  and  profits  accu¬ 


mulated  after  1962  is  to  be  taxec 
ordinary  income.  If  the  shareho 


to  10-percent-U.S. -shareholders  as 
der  is  an  individual,  his  tax  on  this 


income  is  to  be  no  greater  than  if  the  foreign  corporation  were  a 
domestic  corporation  which  paid  the  52-percent  U.S.  tax  (offset  by 
any  foreign  tax  credits)  and  then  made  a  distribution  of  the  balance 
to  the  U.S.  shareholder  who  then  is  subject  to  a  capital  gains  tax. 
(The  combined  tax  in  this  case  cannot  exceed  64  percent.)  Alter¬ 
natively,  the  individual  shareholder  will  not  have  to  pay  a  total  tax 
greater  than  the  sum  of  the  taxes  he  would  have  paid  had  he  received 
the  earnings  and  profits  in  the  years  actually  earned. 

(16)  Gain  from  the  sale  or  exchange  after  1962  of  a  patent,  inven¬ 

tion,  model  or  design,  copyright,  secret  formula  or  process,  or  other 
similar  property  by  a  U.S.  person  to  a  foreign  corporation  which  it 
controls  is  to  be  treated  as  ordinary  income  rather  than  capital  gain. 
This  does  not  apply  where  the  transfer  is  to  a  controlled  foreign 
corporation  for  use  in  its  own  manufacturing  operations.  \ 

(17)  Cooperatives  are  to  receive  a  deduction  for  patronage  divi¬ 
dends  paid  to  the  patrons  in  cash  or  by  allocations  if  the  patron  has 
the  option  to  redeem  the  allocations  in  cash  during  a  90-day  period 
after  issuance,  or  consents  to  treating  this  income  as  constructively 
received  and  reinvested  in  the  cooperative.  The  patron  may  give  his 
consent  individually  in  writing,  the  cooperative  may  by  its  bylaws 
require  members  to  give  this  consent,  or  patrons  may  give  their  consent 
by  endorsing  a  check  representing  at  least  20  percent  of  the  total 
patronage  dividend.  For  any  allocation  to  be  deductible  to  the 
cooperative,  however,  at  least  20  percent  of  the  patronage  dividend 
must  be  paid  in  cash.  Any  of  these  amounts  which  are  deductible  to 
the  cooperative  must  be  included  in  the  income  of  the  patron  for  tax 
purposes  when  received  if  the  amounts  arise  from  business  activity  of 
the  patron. 

(18)  Real  estate  located  outside  the  United  States,  in  the  case  of 
citizens  or  residents  of  the  United  States,  is  to  be  included  in  their 
tax  base  for  purposes  of  the  estate  tax  imposed  at  the  time  of  death. 

(19)  Payors  of  interest,  dividends,  and  patronage  dividends  of  more 
than  $10  per  year  per  person  must  report  these  payments  to  the  Gov¬ 
ernment  on  an  annual  basis  and  also  send  a  statement  to  the  dividend, 
patronage  dividend,  or  interest  recipient  indicating  the  annual  amount 
so  reported.  Civil  penalties  of  $10  per  statement  or  information  re- 
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turn  are  specified  for  each  failure,  other  than  for  reasonable  cause,  to 
send  the  statement  or  information  return  to  the  recipient  or  to  the 
Government.  However,  the  aggregate  penalty  per  payor  is  not  to 
exceed  $25,000  per  year  with  respect  to  returns  to  the  Government  or 
$25,000  with  respect  to  statements  to  recipients. 

(20)  A  number  of  changes  are  made  in  the  annual  information  re¬ 
turn  which  domestic  corporations  presently  are  required  to  file  with 
respect  to  foreign  corporations  which  they  control.  In  addition,  a 
number  of  changes  have  been  made  in  the  return  which  must  be  filed 
by  U.S.  citizens  or  residents  who  are  officers  or  directors  of  a  foreign 
corporation  and  also  by  5-percent  shareholders  of  such  corporations. 
Not  only  is  information  required  to  be  submitted  by  those  who  are 
officers,  directors,  or  5-percent  U.S.  shareholders  within  60  days  of  the 
organization  or  reorganization  of  the  corporation  but  also  those  who 
presently  are,  or  subsequently  become,  officers  or  directors  or  5-percent 
U.S.  shareholders.  In  the  case  of  officers  or  directors,  the  only 
information  required  to  be  furnished  is  the  names  and  addresses  of 
5-percent  U.S.  shareholders. 

(21)  In  the  case  of  farmers,  expenditures  incurred  in  the  clearing 
of  land  may  be  deducted  to  the  extent  of  $5,000  or  25  percent  of  the 
taxable  income  from  farming  for  the  year,  whichever  is  the  lesser. 

(22)  When  an  individual  is  entitled  in  effect  to  spread  his  income 
for  tax  purposes  back  over  the  years  to  which  it  is  attributable,  he 
may  also  elect  to  apply  the  20-  or  30-percent  limitation  on  charitable 
contributions  before  the  income  is  spread. 

(23)  The  provision  in  present  law  which  treats  a  husband  and  wife 
as  one  shareholder  in  the  case  of  community  property  and  property 
held  as  joint  tenants,  tenants  by  the  entirety,  or  tenants  in  common 
for  purposes  of  the  election  for  certain  small  business  corporations  to 
have  their  income  taxed  directly  to  their  shareholders  is  to  be  made 
effective,  if  the  taxpayers  so  elect,  with  respect  to  taxable  years 
beginning  after  December  31,  1957,  instead  of  1959. 

(24)  Net  operating  losses  incurred  in  1953  and  1954  by  a  street 
railway  company  in  converting  from  streetcar  to  bus  service,  which 
are  not  absorbed  in  the  normal  carryover  period,  are  to  be  treated  as 
a  net  loss  occurring  in  1959.  This  permits  these  losses  to  be  carried 
forward  to  the  years  1960  through  1964. 

(25)  The  union-negotiated  pension  plan  of  Local  Union  No.  435  of 
the  International  Hod  Carriers'  Building  and  Common  Laborers’ 
Union  of  America  is  to  be  treated  as  a  qualified  tax-exempt  trust  for 
the  period  from  May  1,  1960,  to  April  20,  1961,  if  the  trust  was  not 
operated  during  this  period  in  a  manner  to  jeopardize  the  interests  of 
its  beneficiaries.  This  also  permits  employers  to  deduct  contributions 
made  to  the  trust  in  this  period. 

(26)  The  1939  code  is  amended  to  provide  that  where  one  partner 
in  a  two-man  partnership  dies,  the  partnership  year  for  the  surviving 
partner  is  not  to  close  prior  to  the  time  the  partnership  year  would 
have  closed  had  neither  partner  died  or  otherwise  disposed  of  his 
interest. 

(27)  No  provision  in  the  bill  is  to  apply  in  any  case  where  its 
application  would  be  contrary  to  any  treaty  obligation  of  the  United 
States. 
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B.  Revenue  estimates 

1.  Estimates  oj  the  Joint  Committee  Stajf.- — As  indicated  in  the  tables 
below,  the  staff  of  the  Joint  Committee  on  Internal  Revenue  Taxation 
has  estimated  your  committee’s  bill  will  result  in  a  revenue  loss  of 
$555  million  on  a  full-year  basis,  based  upon  income  levels  for  the 
calendar  year  1962. 1  This  can  be  compared  with  an  estimated  loss 
of  $285  million  under  the  House  bill  on  a  full-year  basis. 

For  the  fiscal  year  1963  (July  1,  1962,  to  June  30,  1963,  inclusive), 
the  staff  estimates  that  your  committee’s  bill  will  result  in  a  revenue 
loss  of  $630  million  as  contrasted  to  a  loss  under  the  House  bill  for 
that  year  of  $1,090  million.  None  of  these  estimates  takes  into  ac¬ 
count  any  possible  effect  of  the  provisions  on  economic  conditions. 
Table  1  shows  the  details  of  the  staff’s  estimates  of  the  effect  of  your 
committee’s  amendments  as  compared  with  the  House  bill  on  a  full- 
year  basis.  Table  2  shows  the  details  of  the  estimates  for  the  fiscal 
year  1963. 

As  indicated  in  table  1 ,  the  version  of  the  investment  credit  provided 
by  your  committee’s  amendments  is  expected  by  the  staff  to  result  in 
a  full-year  revenue  loss  of  $1,340  million.  The  other  provisions  of  the 
bill,  on  a  full-year  basis,  are  expected  to  raise  revenues  by  $785  million, 
resulting  in  the  net  loss  of  $555  million.  Under  the  House  bill  the  full- 
year  loss  from  the  investment  credit  was  $55  million  more  than 
under  your  committee’s  action.  However,  the  additional  revenue 
derived  from  the  other  provisions  under  the  House  bill  would  have 
amounted  to  $1,110  million,  which  accounts  for  the  smaller  revenue 
loss.  Most  of  the  revenue  difference  in  these  other  provisions  between 
your  committee’s  and  the  House  version  of  the  bill  is  attributable  to 
the  substitution  of  reporting  for  withholding  on  dividend  and  interest 
payments.  Other  differences  are  the  revenue  gain  from  mutual  sav¬ 
ings  banks,  etc.,  under  your  committee’s  bill  (largely  as  a  result  of  the 
amendment  affecting  stock  companies),  the  decreases  in  revenue 
resulting  from  changes  made  by  your  committee  in  the  provisions 
relating  to  entertainment,  ordinary  income  on  depreciable  property, 
and  the  “gross-up”  of  dividends  received  from  foreign  corporations. 
The  entertainment  provisions  are  somewhat  less  restrictive  under 
your  committee’s  bill  than  under  the  House  bill.  In  the  case  of  the 
provision  relating  to  ordinary  income  on  depreciable  property  the 
revenue  loss  is  attributable  to  the  change  for  mining  companies  made 
in  the  method  of  computing  “taxable  income  from  the  property”  in 
the  case  of  depreciable  property.  In  the  case  of  the  “gross-up” 
provision,  the  lesser  revenue  under  your  committee’s  action  can  be 
attributed  to  the  fact  that  this  provision  is  made  inapplicable  to  income 
from  less  developed  country  corporations.  Other  provisions  added 
by  your  committee  also  are  expected  to  result  in  a  $5  million  revenue 
loss.  The  most  significant  item  here  is  the  deduction  allowed  farmers 
for  clearing  land.  There  are,  of  course,  also  differences  within  the 
various  other  provisions  but  the  losses  and  gains  involved  approxi¬ 
mately  offset  each  other. 

>  The  various  provisions,  of  course,  will  not  have  uniform  effect  in  future  years.  In  the  case  of  mutual 
fire  and  casualty  insurance  companies,  for  example,  the  full  year  revenue  effect  will  not  be  reached  until 
after  an  elapse  of  5  years  when  most  of  what  remains  in  the  protection  against  loss  account  begins  to  be 
restored  to  taxable  Income.  On  the  other  hand,  the  method  of  charging  losses  in  the  case  of  dividend¬ 
paying  companies  may  reduce  tax  liability  in  the  fourth  or  fifth  year  by  as  much  as  $5  million  but  this  will 
be  largely  offset  in  later  years  when  the  amounts  added  to  this  account  are  restored  to  Income. 
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As  indicated  in  table  2,  your  committee’s  action  according  to  the 
staff’s  estimates  results  in  a  revenue  loss  of  $630  million  in  the  fiscal 
year  as  contrasted  to  the  $1,090  million  under  the  House  bill.  Most 
of  this  difference  is  attributable  to  your  committee’s  action  in  making 
the  investment  credit  effective  only  with  respect  to  acquisitions  or 
construction  after  June  30,  1962,  instead  of  January  1,  1962,  as  pro¬ 
vided  by  the  House  bill.  Other  differences  with  respect  to  the  fiscal 
year  1963  estimates  between  your  committee’s  action  and  the  House 
bill  are  largely  attributable  to  the  fact  that  the  reporting  of  dividends 
and  interest  is  not  expected  to  have  a  revenue  effect  until  after  the 
end  of  the  fiscal  year  1963,  while  part  of  the  revenue  impact  from 
withholding  would  have  been  felt  during  the  last  half  of  the  fiscal 
year  1963.  The  remaining  difference  between  the  two  versions  of  the  ! 
bill  is  attributable  to  the  fact  that  the  House  bill  would  have  made 
the  entertainment  provisions  effective  as  of  July  1,  1962,  while  under 
your  committee’s  action  these  are  not  effective  until  January  1,  1963. 

Table  1.— Estimated  full-year  revenue  effect  of  H.R.  10650  1  as  passed  by  the  House 
and  as  amended  by  the  Senate  Committee  on  Finance 


[Millions  of  dollars] 


As  passed 
by  the 
House 

As  amended 
by  the 
Committee 
on  Finance 

Investment  tax  credit _ _ _ _ _ _ 

—1, 395 
+550 

—1,340 

Withholding  on  dividends  and  interest . . . . 

Reporting  of  dividend  and  interest  payments _ _ 

+275 
3  +180 
+85 
+105 
3  +25 
+30 

+50 

+15 

+25 

-5 

Mutual  banks  and  savings  and  loan  associations _ _ 

3  +170 
+125 
+110 

3  +25 
+30 

+50 

+25 

+25 

Entertainment,  etc.,  expenses _ _ 

Capital  gains  on  depreciable  property  _ _ _ 

Mutual  fire  and  casualty  companies _ _ 

Cooperatives _ _ _ 

Foreign  items: 

Controlled  foreign  corporations _ 

Oross-up  of  dividends _ _ _ 

All  other  foreign  items _ _ _ _ 

Other  (secs.  21-26  of  Senate  Finance  Committee  bill) _ 

Total . . . . . . . 

-285 

-555 

1  At  levels  of  income  and  investment  estimated  for  the  calendar  year  1962,  without  taking  into  account 
effect  of  provisions  on  the  economy;  estimates  are  rounded  to  nearest  $5,000,000. 

3  The  level  of  income  for  these  thrift  institutions  in  1962  has  been  revised  upward  since  the  preparation  of 
the  revenue  estimates  for  the  House  bill. 

3  Revenue  gain  which  would  result  if  this  provision  were  in  effect  for  1962  and  had  been  in  effect  for  the 
5  preceding  years,  so  that  amounts  added  to  the  protection  against  loss  account  in  the  first  year-  and  not 
offset  by  losses  would  be  brought  into  taxable  income  in  1962. 

Source:  Staff  of  the  Joint  Committee  on  Internal  Revenue  Taxation. 
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Table  2. — Estimated  revenue  effect  of  H.R.  10650  for  the  fiscal  year  1963  as  passed 
by  the  House  and  as  amended  by  the  Senate  Committee  on  Finance 


[Millions  of  dollars] 


As  passed 
by  the 
House  1 

As  amended 
by  the 
Committee 
on  Finance  1 

Investment  tax  credit _ 

-1,340 

+170 

-650 

Withholding  on  dividends  and  interest _ _ _ _ 

Reporting  of  dividend  and  interest  payments _ 

o 

Mutual  banks  and  savings  and  loan  associations _ 

+10 

+60 

0 

+10 
+  « 
0 

Capital  gains  on  depreciable  property _ _ _ _ 

0 

0 

0 

o 

Foreign  items: 

Controlled  foreign  corporations _ 

0 

0 

0 

o 

+10 

+10 

-(») 

Other  (secs.  21-26  of  Senate  Finance  Committee  bill) _ _ _ 

Total _ 

-1,090 

-630 

1  Estimates  are  rounded  to  nearest  $5,000,000. 

2  Less  than  $2,500,000. 

Source:  Staff  of  the  Joint  Committee  on  Internal  Revenue  Taxation. 


2.  Estimates  of  the  Treasury  Department. — As  shown  in  table  3,  the 
Treasury  Department  has  estimated  that  your  committee’s  bill  will 
result  in  a  revenue  loss  of  $210  million  on  a  full-year  basis,  if  no  effect 
is  given  to  the  stimulative  effect  of  the  bill.  With  this  effect  taken 
into  account  the  loss  is  expected  to  be  only  $15  million.  These 
estimates  can  be  compared  with  the  Treasury  Department’s  full-year 
estimates  for  the  House  bill,  which  show  an  increase  in  revenues  of 
$325  million  without  taking  into  account  the  stimulative  effect  of  the 
bill  and  $430  million  if  account  is  taken  of  this  factor. 

Table  3  also  shows  the  Treasury  Department’s  esthnate  of  the 
effect  of  the  bill  in  the  fiscal  year  1963.  In  that  year  the  estimate  is 
expected  to  result  in  a  revenue  decrease  of  $485  million  without 
taking  into  account  the  stimulative  effect  of  the  bill  and  $210  million 
decrease  with  this  effect.  Under  the  House  bill  the  estimated  effect 
in  the  fiscal  year  1963  would  be  a  $325  million  increase  in  revenues 
without  the  stimulative  effect  and  $430  million  increase  with  this 
effect. 

The  stimulative  effect  of  the  investment  credit  under  the  Treasury 
Department’s  estimates  is  based  upon  statistical  relationships  in  past 
years  between  investment  and  gradual  changes  in  the  cost  of  capital 
goods  (profit  ability)  and  cash  flow.  This  does  not  take  into  account 
the  especially  favorable  impact  on  businessmen’s  decisions  to  invest 
or  the  sudden  improvement  in  these  factors  resulting  from  the  enact¬ 
ment  of  the  credit. 
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Table  3. — Estimated  revenue  effect  of  H.R.  10650  as  amended  by  the  Senate  Finance 

Committee 

[In  millions  of  dollars] 


As  passed  by  House  of  Repre¬ 
sentatives 


As  amended  by  Senate  Finance 
Committee 


Full  year 


Gross  Net 


Fiscal  year  1963 


Gross  Net 


Full  year 


Gross  Net 


Fiscal  year  1963 


Gross  Net 


Investment  tax  credit 1 . . —1, 106 

C  apital  gainson  depreciable  property.  +100 

W ithholding  on  dividends  and  inter- 


-555 

+50 


-1,040 


-525 


-1,020 

+100 


-580 

+50 


-520 


-235 


est . . . . . 

Expense  accounts _ _ 

Mutual  savings  banks  and  savings 

and  loan  associations _ 

Mutual  fire  and  casualty  companies. . 

Cooperatives _ 

Foreign  items: 

Controlled  foreign  corporations. . 

Gross-up  of  dividends . . 

All  other  foreign  items _ 

Miscellaneous  provisions _ 


+780 

+125 

+200 

+40 

+35 

+85 

+35 

+30 


+520  +245 

+80  +65 


+235 

+40 


+135 

+25 

+25 


+85 

+35 

+30 


+5 


+5 


2+240 

+60 

+205 

+35 

+35 


+85 

+25 

+30 

-5 


2+155 

+40 


+30 


+20 


+140 

+20 

+25 


+85 

+25 

+30 

-5 


+5 

0 


+5 

0 


Total. 


+325 


+430 


-725 


-245 


-210 


-15 


-485 


-210 


1  At  levels  of  income  and  investment  estimated  for  1962;  modified  from  published  estimates  because  of 
current  results  of  the  Commerce-SEC  survey  of  planned  capital  expenditures.  In  estimating  the  net 
revenue  cost  of  the  investment  credit,  its  favorable  effects  on  the  level  of  investment  were  computed  from 
statistical  relationships  in  the  past  years  between  investment  and  gradual  changes  in  the  cost  of  capital 
goods  (profitability)  and  cash  flow.  This  procedure  thus  does  not  take  into  account  the  especially  favorable 
impact  on  businessmen’s  decisions  to  invest,  of  the  sudden  major  improvements  in  these  factors  resulting 
from  the  enactment  of  the  credit.  Taking  this  into  account  should  produce  more  favorable  effects  than 
those  shown  in  the  table. 

2  Estimated  gain  from  increased  compliance  because  of  reporting  requirements. 

Source:  Office  of  the  Secretary  of  the  Treasury,  Office  of  Tax  Analysis,  Aug.  13, 1962. 


II.  INVESTMENT  CREDIT 

(Sec.  2  of  the  bill  and  secs.  38,  46-48,  and  181  of  the  code) 

A.  Reasons  for  provision 

The  Secretary  of  the  Treasury  in  his  appearance  before  your  com¬ 
mittee  stated: 

The  central  element  in  the  bill  is  the  tax  credit  for  in¬ 
vestment  in  depreciable  machinery  and  equipment. 

At  another  point  he  said,  with  respect  to  the  investment  credit: 

This  matter  has  top  priority  in  the  agenda  for  tax  reform. 

As  chief  financial  officer  of  the  Nation,  I  do  not  lightly 
regard  tax  abatements  on  the  scale  proposed  here.  I  urge 
this  legislation  because  it  will  make  a  real  addition  to  growth 
consistent  with  the  principles  of  a  free  economy;  because 
it  will  provide  substantial  help  in  alleviating  our  balance- 
of-payments  problem,  both  b}?  substantially  increasing  the 
relative  attractiveness  of  domestic  as  compared  with  for¬ 
eign  investment  and  by  helping  to  improve  the  competitive 
position  of  American  industry  in  markets  at  home  and 
abroad;  and  because,  far  from  adding  to  the  forces  re¬ 
sponsible  for  alternative  recessions  and  recoveries,  it  will 
be  of  major  assistance  in  strengthening  our  present  re¬ 
covery  and  enabling  us  to  attain  a  higher  rate  of  growth 
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and  sustained  full  employment.  Early  action  will  resolve 
uncertainty  or  hesitancy  and  begin  at  once  a  strong  and 
lasting  incentive  for  modernization  of  the  productive  facili¬ 
ties  of  our  national  economy. 

The  Secretary  pointed  out  that  American  industry  today  must 
compete  in  a  world  of  diminishing  trade  barriers  in  which  the  advan¬ 
tages  of  a  vast  market,  so  long  enjoyed  here  in  the  United  States,  are 
now  being,  or  are  about  to  be,  realized  by  many  of  our  foreign  competi¬ 
tors.  An  increase  in  efficiency  and  productivity  at  a  rate  at  least 
equal  to  that  of  other  leading  industrial  nations  is  in  the  long  run 
necessary,  therefore,  both  from  the  standpoint  of  the  U.S.  balance-of- 
payments  position  and  to  continue  to  improve  our  standard  of  living 
The  investment  credit  as  a  form  of  investment  stimulation  already  is 
in  use  by  the  United  Kingom,  Belgium,  and  the  Netherlands,  and  is 
in  the  process  of  being  enacted  by  the  Australian  Parliment. 

To  achieve  an  increased  rate  of  capital  formation,  a  two-pronged 
course  of  action  is  being  followed  in  the  area  of  capital  formation. 
First,  the  Treasury  Department  has  recently  announced  a  series  of 
depreciation  revisions.  The  objective  of  these  revisions  is  to  provide 
realistic  tax  lives  in  light  of  past  actual  practices  and  present  and 
foreseeable  technological  innovations  and  other  factors  affecting  obso¬ 
lescence.  The  new  guideline  lives  are  expected  initially  to  result  in 
an  annual  revenue  reduction  of  $1.5  billion  and  to  reduce  depreciable 
lives  in  the  case  of  corporations  surveyed  by  21  percent.  Another 
facet  of  this  objective  is  to  achieve  a  more  simple  and  flexible  system 
of  depreciation  through  the  use  of  guideline  lives  for  broad  classes  of 
assets  used  by  each  of  the  industries  in  our  economy. 

Realistic  depreciation  alone,  however,  is  not  enough  to  provide  the 
essential  economic  growth.  In  addition,  a  specific  incentive  must  be 
provided  if  a  higher  rate  of  growth  is  to  be  achieved.  The  investment 
credit  will  stimulate  investment,  first  by  reducing  the  net  cost  of 
acquiring  depreciable  assets,  which  in  turn  increases  the  rate  of 
return  after  taxes  arising  from  their  acquisition.  Second,  investment 
decisions  are  also  influenced  by  the  availability  of  funds.  The  credit 
by  increasing  the  flow  of  cash  available  for  investment,  will  stimulate 
investment.  The  increased  cash  flow  will  be  particularly  impoitant 
for  new  and  smaller  firms  which  do  not  have  ready  access  to  the  capital 
markets.  Third,  the  credit  can  be  expected  to  stimulate  investments 
through  a  reduction  in  the  “payoff”  period  for  investment  in  a  par¬ 
ticular  asset.  This  reduction  in  risk,  coupled  with  the  higher  rate  ol 
profitability  and  increased  cash  flow,  will  lower  the  level  at  which  de¬ 
cisions  to  invest  are  made  and  will  help  to  restore  to  past  levels  the 
proportion  of  the  annual  national  output  devoted,  through  investment 
in  machinery  and  equipment,  to  capital  formation. 

The  objective  of  the  investment  credit  is  to  encourage  moderniza¬ 
tion  and  expansion  of  the  Nation’s  productive  facilities  and  thereby 
improve  the  economic  potential  of  the  country,  with  a  resultant  in¬ 
crease  in  job  opportunities  and  betterment  of  our  competitive  position 
in  the  world  economy.  The  objective  of  the  credit  is  to  reduce  the 
net  cost  of  acquiring  new  equipment;  tnis  will  have  the  effect  oi  in¬ 
creasing  the  earnings  of  new  facilities  over  their  productive  lives  and 
increasing  the  profitability  of  productive  investment.  It  is  your  com- 
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mittee’s  intent  that  the  financial  assistance  represented  by  the  credit 
should  itself  be  used  for  new  investment,  thereby  further  advancing 
the  economy.  Only  in  this  way  will  the  investment  credit  fully  serve 
the  overall  national  interest  in  greater  productivity,  a  healthy  and 
sustained  economic  growth,  and  a  better  balance  in  international 
payments. 

Some  have  suggested  that  tax  changes  designed  to  add  to  consumer 
demand  are  the  appropriate  way  to  raise  the  level  of  investment. 
However,  to  rely  only  on  such  an  approach  suggests  primarily  expan¬ 
sion  of  existing  kinds  of  equipment  and  techniques,  rather  than  more 
efficient  and  larger  quantities  of  capital  per  worker  and  therefore 
greater  productivity.  The  credit  adds  to  the  quantity  and  quality  of 
capital  available  per  worker,  and  increases  the  relative  attractiveness 
of  investment  at  home  compared  with  investment  abroad. 

Finally,  the  statement  sometimes  made  that  the  credit  is  a  subsidy 
overlooks  the  fact  that  other  alternatives,  such  as  faster  depreciation, 
for  example,  share  the  same  characteristics  of  giving  the  investor  in 
equipment  a  monetary  reward  beyond  what  he  would  receive  on  the 
basis  of  realistic  accounting.  The  credit,  however,  is  preferable  to 
higher  depreciation  charges  because  the  latter  tend  to  distort  income 
accounting  and  produce  higher  costs  for  book  purposes,  which  fre¬ 
quently  could  be  expected  to  be  reflected  in  higher  product  prices. 

B.  Comparison  of  committee  amendments  with  House  provision 

Your  committee  has  retained  the  basic  House  provision  on  the 
investment  credit.  As  in  the  House  bill,  the  credit  generally  allow¬ 
able  is  7  percent  of  the  investment  (3  percent  in  the  case  of  certain 
public  utilities)  and  this  amount  may  be  offset  in  full  against  tax 
liability  up  to  $25,000,  and  against  one-quarter  of  the  tax  liability 
above  this  level.  Again,  as  in  the  House  bill,  property  with  an  esti¬ 
mated  useful  life  of  8  years  or  more  is  fully  taken  into  account  in  com¬ 
puting  the  credit,  property  with  an  estimated  life  from  6  to  8  years  is 
taken  into  account  at  two-thirds  of  its  basis,  while  property  with  an 
estimated  life  from  4  years  up  to  6  years  is  taken  into  account  at  one- 
third  of  its  basis.  In  addition,  as  provided  by  the  House  bill,  machin¬ 
ery  and  equipment  are  the  principal  types  of  investments  eligible  for 
the  credit. 

Despite  the  substantial  similarity  of  your  committee’s  and  the 
House  versions  of  the  investment  credit,  there  are  important  differ¬ 
ences.  The  most  important  of  these  is  the  reduction  of  the  amount 
on  which  depreciation  may  be  taken,  in  the  case  of  assets  eligible  for 
the  investment  credit,  by  the  amount  of  the  investment  credit  allow¬ 
able.  Your  committee  believes  that  where  a  taxpayer  purchases  a 
$100  asset,  for  example,  if  $7  of  this  purchase  price  is  to  be  allowed 
as  a  direct  reduction  in  his  tax  in  the  form  of  a  credit,  this  same 
amount  should  not  be  allowed  to  him  again  as  a  depreciation  deduc¬ 
tion  in  computing  income  subject  to  tax.  In  such  a  case  the  tax¬ 
payer’s  real  contribution  toward  the  purchase  of  the  $100  property 
is  limited  to  $93  and  therefore  it  seemed  appropriate  to  your  com¬ 
mittee  to  limit  the  depreciation  recovery  to  this  same  $93. 

A  second  change  made  by  your  committee  provides  that  where  prop¬ 
erty  is  lost  or  destroyed  as  a  result  of  a  casualty  or  is  stolen  and  is 
insured,  reinvestment  of  the  insurance  proceeds  in  replacement  prop¬ 
erty  is  not  to  be  eligible  for  an  investment  credit.  This  eliminates  the 
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allowance  of  a  credit  in  such  cases,  where  the  taxpayer  has  not  made 
a  contribution  of  additional  funds  toward  the  acquisition  of  new 
property. 

A  third  change  made  by  your  committee  provides  that  the  invest¬ 
ment  credit  is  to  be  available  only  with  respect  to  property  acquired  or 
constructed  after  June  30,  1962,  rather  than  on  or  after  January  1, 
1962.  Your  committee  concluded  that  taxpayers  had  no  basis  for 
assuming  that  an  investment  credit  would  be  provided  by  Congress 
during  the  first  half  of  1962  when,  for  most  of  this  period,  the  pro¬ 
vision  had  not  yet  been  even  considered  by  the  Senate  or  your  com¬ 
mittee.  The  allowance  of  the  investment  credit  for  this  period,  there¬ 
fore,  would  represent  a  windfall  for  the  taxpayers  involved. 

A  fourth  change  made  provides  that  livestock  (including  race 
horses)  are  not  to  be  eligible  for  the  investment  credit  since  they  are 
not  included  in  the  category  of  property  resulting  in  ordinary  income 
(to  the  extent  of  depreciation  deductions)  at  the  time  of  sale. 

A  fifth  change  made  in  the  investment  credit  by  your  committee 
was  to  provide  a  3-year  carryback  of  unused  investment  credits.  As 
pointed  out  above,  the  investment  credit,  in  the  case  of  a  taxpayer 
with  a  tax  liability  of  more  than  $25,000,  could  offset  only  one- 
quarter  of  the  tax  liability  in  excess  of  $25,000.  Under  the  House 
bill  any  “unused”  investment  credit  remaining  could  only  be  carried 
forward  and  used  in  any  of  the  5  succeeding  years,  again  subject  to  the 
applicable  limitations  for  those  years.  Testimony  before  your  com¬ 
mittee  pointed  out  that  the  absence  of  a  carryback  of  an  unused  credit 
in  such  cases  would  tend  to  encourage  investment  in  prosperous 
periods  and  discourage  it  in  depressed  periods,  when  tax  liability  was 
relatively  low.  To  offset  this  effect,  your  committee’s  bill  provides 
for  a  3-year  carryback  of  any  unused  investment  credit  (but  not  to 
a  period  before  June  30,  1962). 

In  a  sixth  and  final  change,  your  committee  has  deleted  the  require¬ 
ment  that  one  electing  to  treat  a  lessee  of  property  as  a  purchaser 
must  be  engaged  in  the  business  of  leasing  property.  Under  your 
committee’s  change,  any  lessor  of  property  meeting  the  other  require¬ 
ments  may  make  the  election. 

C.  General  explanation  of  provision 

1.  The  general  pattern  of  the  credit. — The  bill  provides  a  credit  (in 
code  sec.  38),  which  may  be  offset  directly  against  income  tax  liability. 
The  credit  generally  is  an  amount  equal  to  7  percent  of  “qualified 
investment”  which  includes  both  purchases  of  new  equipment,  and 
also,  to  a  limited  extent,  purchases  of  used  equipment.  In  the  case  of 
property  with  an  expected  useful  life  of  4  up  to  8  years,  the  investment 
taken  into  account  in  computing  the  7  percent  credit  is  graduated 
from  one-third  in  the  case  of  the  4-year  assets  up  to  100  percent  in 
the  case  of  property  with  a  useful  life  of  8  years  or  more.  In  the  case 
of  most  public  utilities,  however,  only  what  amounts  to  a  3-percent 
investment  credit  is  allowed.  Under  your  committee’s  amendments 
the  depreciation  base  of  the  assets  involved  is  reduced  (except  for 
purposes  of  computing  the  credit)  by  the  amount  of  the  investment 
credit  involved. 

The  types  of  property,  whether  new  or  used,  which  are  included 
in  qualified  investment  are  described  as  “section  38  property.”  This 
property  includes  most  tangible  personal  property.  It  also  includes 
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certain  real  property,  other  than  buildings  (or  structural  components) 
if  the  property  is  used  directly  in  manufacturing,  production,  trans¬ 
portation,  etc. 

Once  the  amount  of  the  7-percent  credit  against  tax  is  determined, 
the  amount  which  may  be  claimed  in  any  one  year  is  limited  to  the 
tax  liability,  or  if  this  tax  liability  exceeds  $25,000,  the  credit  (to  the 
extent  it  exceeds  this  amount)  is  limited  to  25  percent  of  the  tax 
liability.  However,  a  3-year  carryback  and  a  5-year  carryforward 
are  provided  for  any  of  these  credits  which  because  of  this  limitation 
are  unused.  The  bill  also  provides  that  where  the  property  is  dis¬ 
posed  of  (within  8  years)  before  the  end  of  its  life  as  estimated  for  the 
credit  the  credit  is  reduced  to  the  amount  which  would  have  been 
allowed  initially  had  the  useful  life  of  the  asset  been  correctly  esti¬ 
mated. 

These  provisions  are  described  briefly  below. 

2.  Qualified  investment. — Investment  which  is  eligible  for  the 
7-percent  investment  credit  is  referred  to  in  the  bill  as  “qualified 
investment”  (sec.  46(c)).  Qualified  investment  includes  both  new 
property  and  a  limited  amount  of  used  property.  Property  qualifies 
for  the  investment  credit  in  the  year  it  is  placed  in  service  by  the 
taxpayer,  even  though  under  the  depreciation  convention  used  by  the 
taxpayer,  he  may  not  be  eligible  to  start  depreciation  on  the  property 
until  the  coming  year. 

The  percentage  of  investment  which  the  taxpayer  may  take  into 
account  as  qualified  investment  varies  to  some  degree  with  the  ex¬ 
pected  useful  life  of  the  property  in  his  business.  No  part  of  the 
investment  in  property  with  an  expected  useful  life  of  less  than  4 
years  is  taken  into  account.  Property  with  an  expected  useful  life  of 
4  years  and  up  to  (but  not  including)  6  years  is  taken  into  account 
at  one-third  of  the  amount  of  the  investment  actually  made;  property 
with  an  expected  useful  life  of  6  years  and  up  to  (but  not  including) 
8  years  is  taken  into  account  on  the  basis  of  two-thirds  of  the  invest¬ 
ment  made;  and  property  with  a  longer  life  is  taken  into  account  at 
the  full  amount  of  the  investment. 

Public  utility  property  is  taken  into  account  as  qualified  investment 
at  three-sevenths  of  the  amount  otherwise  allowable.  Thus,  in  the 
case  of  4-  or  5-year  public  utility  property,  one-seventh  of  the  invest¬ 
ment  is  taken  into  account;  in  the  case  of  6-  or  7-year  property,  two- 
sevenths  of  the  investment  is  taken  into  account;  in  the  case  of 
property  with  a  life  of  8  years  or  more,  three-sevenths  is  taken  into 
account.  This  means  that  in  the  case  of  public  utility  property  with 
an  expected  useful  life  of  8  years  or  more,  in  effect  a  3-percent  credit 
is  allowed.  Public  utility  property  for  this  purpose  means  property 
used  predominantly  in  an  electrical  energy,  water  or  sewage  disposal 
business,  a  local  gas  distribution  business,  a  telephone  business,  or  a 
domestic  telegraph  business,  but  only  if  the  rates  involved  in  all  of 
these  cases  are  subject  to  regulation  by  a  governmental  agency  or 
commission. 

Your  committee’s  amendments  provide  that  “qualified  investment” 
is  to  be  reduced  in  the  case  of  property  which  is  a  replacement  for 
other  property  destroyed  or  damaged  by  fire,  storm,  shipwreck,  or 
other  casualty  or  stolen,  where  this  latter  property  was  insured  (or 
compensation  was  otherwise  received).  In  such  cases  the  amount 
treated  as  qualified  investment  in  the  case  of  the  property  acquired  as 
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a  replacement  is  reduced  by  the  amount  of  the  insurance  (or  other 
compensation)  or  by  the  amount  of  the  basis  of  the  replaced  property 
if  lesser.  This  prevents  a  taxpayer  from  obtaining  an  investment 
credit  windfall  from  insurance  proceeds  where  the  taxpayer  neither 
puts  up  new  funds  nor  expands  his  business.  (This  provision  applies 
only  when  it  results  in  a  larger  cutback  in  qualified  investment 
allowable  than  the  recapture  rule  described  subsequently.) 

3.  New  and  used  property. — The  new  property  taken  into  account 
as  qualified  investment  (sec.  48(b)),  under  your  committee’s  amend¬ 
ments  must  be  purchased  or  otherwise  acquired  after  June  30,  1962, 
and  its  first  use  commenced  by  the  taxpayer  after  that  date.  Other 
new  property  eligible  for  the  credit  also  includes  property  constructed, 
reconstructed,  or  erected  by  the  taxpayer  after  that  date.  These  are 
the  same  rules  which  applied  with  respect  to  the  new  forms  of  deprecia¬ 
tion  provided  in  1954. 

Used  property  (sec.  48(c)),  eligible  for  the  credit,  also  must  be 
purchased  after  June  30,  1962,  but,  of  course,  is  not  property  which 
is  new  in  use  with  the  taxpayer.  To  prevent  abuse,  however,  there 
has  been  omitted  from  the  term  “used  property,”  available  for  the 
credit  that  which  (after  acquisition  by  the  taxpayer)  is  used  by  a 
person  who  used  the  property  before  such  acquisition  (and  also  that 
which  is  so  used  by  a  person  who  is  related  to  a  person  who  used  the 
property  before  its  present  acquisition). 

The  cost  of  any  used  property  which  may  be  taken  into  account 
is  limited  to  $50,000  a  year.  Where  used  property  with  varying 
useful  lives  is  acquired  the  taxpayer  may  select  the  property  to  be 
taken  into  account  for  the  investment  credit.  Presumably  he  will 
select  assets  with  lives  of  8  years  or  more  since  there  is  no  one-third 
or  two-thirds  reduction  in  such  cases. 

In  the  case  of  a  husband  and  wife  filing  separate  returns,  the  amount 
of  used  property  which  may  be  taken  into  account  by  each  is  $25,000 
instead  of  $50,000,  unless  one  of  the  two  has  not  purchased  any  used 
section  38  property,  in  which  case  the  other  spouse  may  claim  the 
entire  amount  up  to  $50,000.  This  prevents  any  double  allowance 
for  married  couples.  In  the  case  of  affiliated  groups  of  corporations 
(with  a  50-percent  test  of  common  ownership  instead  of  the  80  percent 
usually  applied),  there  is  to  be  one  $50,000  used  property  allowance 
for  the  group  and  it  is  to  be  apportioned  among  the  members  of  the 
group  in  accordance  with  their  purchases  of  this  property.  In  the 
case  of  partnerships,  this  limitation  applies  both  at  the  partnership 
level  and  also  with  respect  to  each  partner.  Thus,  $50,000  is  the 
limit  with  respect  to  used  property  which  may  be  qualified  for  any 
partnership,  and  then  there  is  a  further  $50,000  limit  at  the  partner 
level.  This  latter  limit  may  further  restrict  the  used  property  eligible 
for  the  credit  where  a  partner,  in  addition  to  his  share  of  investment 
in  one  partnership,  has,  either  from  another  partnership  or  as  a  sole 
proprietor,  additional  used  property  investment  for  which  he  may 
receive  a  credit.  The  total  of  these  which  qualify  for  the  credit  may 
not  exceed  $50,000.  _  . 

To  prevent  a  double  allowance  where  used  property  is  traded  in  on 
used  property,  or  where  used  property  is  disposed  of  (otherwise  than 
by  casualty  or  theft)  and  other  used  property  “similar  or  related  in 
service  or  use”  is  acquired  as  a  replacement,  the  cost  otherwise  allow¬ 
able  for  the  used  property  acquired  is  reduced  by  the  adjusted  basis 
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of  the  pi’operty  disposed  of  in  both  of  these  types  of  cases.  However, 
this  “replacement”  reduction  in  the  credit  is  not  to  apply  where  there 
otherwise  is  a  reduction  in  the  credit  for  the  property  disposed  of 
because  of  its  disposal  within  8  years  and  before  the  end  of  what  had 
been  its  estimated  useful  life.  (See  heading  6  below.) 

4-  “ Section  38”  'property—  Section  38  property  (defined  in  sec. 
48(a)),  is  the  only  property  (either  new  or  used)  which  is  treated  as 
“qualified  investment.”  Except  for  the  exclusions  noted  below,  all 
tangible  personal  property  qualifies  as  section  38  property.  Except 
for  buildings  and  their  structural  components,  real  property  which  is 
used  as  an  integral  part  of  manufacturing,  production  or  extraction 
or  of  furnishing  transportation,  communications,  electrical  energy, 
gas,  water  or  sewage  disposal  services  also  qualifies  as  section  38 
property.  This  is  also  true  of  real  property  (other  than  buildings  and 
structural  components)  used  for  research  or  storage  facilities  with 
respect  to  any  of  the  above  categories.  Tangible  personal  property  is 
not  intended  to  be  defined  narrowly  here,  nor  to  necessarily  follow 
the  rules  of  State  law.  It  is  intended  that  assets  accessory  to  a 
business  such  as  grocery  store  counters,  printing  presses,  individual 
air-conditioning  units,  etc.,  even  though  fixtures  under  local  law,  are 
to  qualify  for  the  credit.  Similarly,  assets  of  a  mechanical  nature, 
even  though  located  outside  a  building,  such  as  gasoline  pumps,  are 
to  qualify  for  the  credit.  Real  property  (other  than  buildings  and 
structural  components)  which  qualifies  as  integral  parts  of  categories 
referred  to  above  includes  such  assets  as  blast  furnaces,  oil  and  gas 
pipelines,  railroad  track  and  signals,  and  fences  used  in  connection 
with  raising  cattle. 

Section  38  property  must  be  depreciable  property  and  have  a 
useful  life  of  4  years  or  more.  As  indicated  elsewhere  property  with 
estimated  useful  lives  of  from  4  to  8  years  is  only  partially  taken 
into  account  for  purposes  of  the  investment  credit. 

There  also  are  certain  categories  of  property  which  are  excluded 
from  the  definition  of  section  38  property  and,  therefore,  cannot 
qualify  for  the  credit.  These  exclusions  are: 

(1)  Property  used  predominantly  to  furnish  lodging  or  in 
connection  with  the  furnishing  of  lodging.  However,  there  are 
two  exceptions  to  this  exclusion.  First,  property  used  in  non¬ 
lodging  commercial  facilities  (such  as  a  restaurant)  located  in 
lodging  facilities  (such  as  a  hotel)  may  qualify  for  the  credit  if  the 
nonlodging  commercial  facilities  are  available  for  use  by  the 
general  public  on  the  same  basis  as  for  the  lodgers.  Second, 
property  used  in  a  hotel  or  motel  which  primarily  serves  transient 
guests  may  qualify  for  the  credit.  The  first  of  these  two  rules  is 
essential  to  place  nonlodging  commercial  facilities  located  in  an 
apartment  building,  etc.,  on  an  equal  competitive  basis  with 
similar  facilities  located  elsewhere.  Property  necessary  for  the 
operation  of  a  hotel  or  motel  also  is  used  in  a  regular  commercial 
venture  and,  therefore,  it  was  believed  that  it  too  should  be 
eligible  for  the  investment  credit. 

(2)  Property  used  by  a  tax-exempt  organization  (other  than  in 
a  business  to  which  the  unrelated  business  income  tax  applies). 
The  limitation  on  the  allowance  of  the  credit  in  this  case  is 
designed  to  prevent  an  investment  for  use  in  connection  with  an 
exempt  function  from  decreasing  any  tax  on  an  unrelated  trade 
or  business. 
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(3)  Property  used  by  (or  leased  to  or  by)  governmental  units. 
Property  leased  to  governmental  units  is  omitted  since  allowing 
the  lessor  in  such  cases  an  investment  credit  would  not  be  ex¬ 
pected  to  increase  the  use  of  such  property  by  the  governmental 
units. 

(4)  Property  used  predominantly  outside  of  the  United  States. 
However,  there  are  certain  exceptions  where  this  type  of  property 
is  eligible  for  the  credit,  namely,  in  the  case  of  domestically  owned 
aircraft,  rolling  stock  of  railroads,  vessels  and  motor  vehicles, 
where  the  use  is  partially  within  and  partially  without  the  United 
States.  Similarly,  an  exception  is  made  for  domestically  owned 
containers  which  are  used  in  the  transportation  of  property  to  or 
from  the  United  States.  A  further  exception  is  made  for  clomes- 
tically  owned  property  used  in  exploring  for,  developing,  remov¬ 
ing,  or  transporting  natural  resources  from  the  outer  Continental 
Shelf  of  the  United  States.  Property  used  predominantly 
outside  of  the  United  States  (with  the  exceptions  noted)  is 
omitted,  since  the  primary  purpose  of  the  credit  is  to  encourage 
investment  within  the  United  States. 

(5)  Livestock  (including  racehorses). 

5.  Limitation  on  tax  credit. — The  tax  credit,  under  the  bill,  as 
amended  by  your  committee  (sec.  46(a)(2))  may  not  exceed  the  tax 
liability,  or  if  the  tax  liability  is  in  excess  of  $25,000,  may  not  exceed 
$25,000  plus  25  percent  of  the  tax  liability  over  this  amount.  This 
limitation,  while  leaving  substantial  leew'ay  for  utilizing  the  credit,  is 
designed  to  prevent  it  (in  combination  with  other  tax  benefits)  from 
relieving  the  taxpayer  from  any  substantial  tax  contribution.  How¬ 
ever,  in  recognition  of  the  problems  of  small  business,  the  bill  does  not 
impose  this  limitation  with  respect  to  the  first  $25,000  of  any  tax 
liability. 

Although  this  limitation  with  respect  to  the  allowance  of  the  in¬ 
vestment  credit  is  imposed  for  the  year  in  which  the  investment  is 
made,  nevertheless,  any  investment  credit  which,  because  of  this 
limitation,  cannot  be  used  in  the  current  year  may  be  cai’ried  to  other 
years  by  the  taxpayer.  Under  your  committee’s  amendments  the  tax¬ 
payer  may  first  carry  an  unused  credit  back  to  the  3  prior  years  (but 
not  before  June  30,  1962)  and  then  forward  to  any  of  the  succeeding 
5  years  using  the  credit  in  any  of  these  years  to  the  extent  it  is  less 
than  the  applicable  tax  limitation. 

Tax  liability  for  purposes  of  this  limitation  is  computed  without 
regard  to  the  accumulated  earnings  tax  or  personal  holding  company 
tax  liability,  but  after  the  application  of  the  foreign  tax  credit,  the 
4-percent  dividends-received  credit,  the  credit  for  partially  tax- 
exempt  interest  and  the  retirement  income  credit.  In  order  ito  pre¬ 
vent  a  full  allowance  with  respect  to  $50,000  of  tax  liability  (instead 
of  $25,000)  in  the  case  of  a  married  couple,  the  bill  provides  that  for 
a  married  individual  filing  a  separate  return  the  tax  liability  limitation 
is  $12,500  instead  of  $25,000.  However,  if  either  the  husband  or  the 
wife  has  no  qualified  investment  (or  unused  credit  carryback  or  carry¬ 
over),  the  one  having  the  investment  or  carryover  may  make  use  of 
the  entire  $25,000.  In  the  case  of  an  affiliated  group  there  is  one 
$25,000  of  tax  liability  which  can  be  fully  offset  by  an  investment 
credit  and  this  is  by  regulations  to  be  apportioned  among  the  members 
of  the  affiliated  group. 
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6.  Recapture  rule— To  guard  against  a  quick  turnover  of  assets 
by  those  seeking  multiple  credit — the  bill  provides  (in  sec.  47)  a  special 
adjustment  or  recapture.  Under  this  provision  if  property  is  dis¬ 
posed  of,  or  otherwise  ceases  to  be  section  38  property,  the  tax  for  the 
current  year  is  to  be  increased  by  the  reductions  in  investment  credits 
(which  would  have  resulted  in  the  prior  years)  had  the  investment 
credits  allowable  been  determined  on  the  basis  of  the  actual  useful 
life  of  the  property  rather  than  its  estimated  useful  life.  This  means, 
for  example,  that  if  an  asset  which  had  previously  been  estimated  to 
have  a  useful  life  in  the  business  of  8  years  or  more  actually  is  used 
by  the  taxpayer  only  for  6  years,  the  investment  credit  for  the  year  in 
which  the  investment  was  originally  made  will  be  recomputed  on  the 
basis  of  two-thirds  the  investment  made.  Had  this  asset  been  sold 
after  4  or  5  years’  use,  the  allowable  investment  would  have  been 
recomputed  on  the  basis  of  one-third  of  the  actual  investment  and 
had  it  been  sold  after  a  still  shorter  period,  the  credit  would  have 
been  eliminated. 

Although  the  credit  is  recomputed  for  the  earlier  year  in  which  the 
investment  was  made,  the  actual  adjustment  in  tax  occurs  in  the  cur¬ 
rent  year,  namely,  the  year  in  which  the  asset  is  disposed  of  (or  other¬ 
wise  ceases  to  be  sec.  38  property).  This  makes  it  unnecessary  actu¬ 
ally  to  recompute  taxes  in  the  prior  years,  or  to  extend  the  statutory 
periods  of  limitations.  An  adjustment  is  also  made  in  any  carrybacks 
and  carryovers  of  unused  credits  so  that  they  too  will  reflect  the 
reduced  amount  of  investment  to  be  taken  into  account. 

Although  disposal  of  assets  (where  this  is  less  than  8  years)  within 
a  shorter  period  of  time  than  their  estimated  useful  life  usually 
will  be  the  factor  resulting  in  downward  adjustments  in  the  credit 
allowed,  the  credit  must  also  be  adjusted  if  property  ceases  to  qualify 
as  section  38  property;  where,  for  example,  it  is  converted  to  use 
predominantly  outside  of  the  United  States.  A  downward  adjust¬ 
ment  in  the  credit  also  is  required  where  property  is  converted  to 
public  utility  property  for  which  only  a  reduced  credit  is  available. 
As  indicated  previously,  a  credit  is  allowed  for  certain  types  of  public 
utility  property  equal  only  to  three-sevenths  of  the  credit  generally 
allowable.  Where  property  is  converted  to  such  use  (again,  before 
the  end  of  its  estimated  useful  life  and  within  the  8-year  period)  a 
downward  adjustment  must  be  made.  In  this  case,  however,  instead 
of  disqualifying  one-third,  two-thirds,  or  all  of  the  property,  depend¬ 
ing  upon  the  period  of  time  involved  before  the  conversion  to  public 
utility  use  is  made,  four-sevenths  of  such  an  adjustment  is  made, 
since  the  public  utility  property  itself  qualifies  for  the  credit  for  the 
remaining  period  of  time  but  on  a  reduced  basis. 

Few  exceptions  are  made  to  the  adjustment  rule  described  above 
because  in  no  case  does  this  result  in  a  lesser  credit  than  would  be 
available  had  the  useful  life  of  the  property  been  estimated  accurately. 
Moreover,  since  the  tax  increase  occurs  in  the  current  year,  and  not 
with  respect  to  the  prior  year  in  which  the  investment  occurred,  no 
interest  is  charged  with  respect  to  the  increase  in  tax  resulting  from 
the  reduction  in  credit.  As  a  result,  your  committee  believed  that 
it  was  necessary  to  forego  the  application  of  the  adjustment  rule  only 
in  the  case  of  the  transfer  of  property  by  reason  of  the  death  of  the 
taxpayer  or  in  the  case  of  corporations  where  a  successor  corporation 
“stands  in  the  shoes”  of  the  predecessor  corporation.  The  successor 
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corporation  in  such  a  case,  of  course,  must  continue  to  hold  the 
property  for  the  appropriate  period  of  time,  or  an  increase  will  be 
made  in  its  tax  because  of  the  disposition  of  the  property  prior  to 
the  end  of  its  estimated  useful  life.  In  addition,  the  recapture  rule 
is  not  to  apply  where  the  replacement  rule,  applicable  where  insurance 
proceeds  are  received  for  casualty  losses  or  thefts,  results  in  a  revenue 
reduction  in  qualified  investment.  (See  No.  2  above.)  _ 

7.  Downward,  adjustment  in  basis  of  property. — The  bill  as  amended 
by  your  committee  provides  (sec.  48  (g))  that  the  cost  or  other  basis 
of  “section  38  property”  is  to  be  reduced  by  7  percent  of  the  qualified 
investment  except  for  purposes  of  computing  the  credit  itself.  As 
previously  indicated,  this  downward  adjustment  is  provided  because 
your  committee  believes  that  there  is  no  reason  to  allow  the  taxpayer 
depreciation  with  respect  to  the  portion  of  the  investment  in  effect 
paid  for  by  the  Government. 

The  bill  provides  that  the  basis  of  all  qualified  investments  is  to  be 
reduced  by  7  percent.  Since  “qualified  investment”  is  after  adjust¬ 
ment  for  different  estimated  lives  (and  also  after  the  special  adjust¬ 
ment  where  the  property  involved  is  public  utility  property)  the 
uniform  7-percent  downward  adjustment  provides  the  appropriate 
result  in  most  cases.  However,  there  are  cases  where  this  adjustment 
may  be  too  large.  This  is  true,  for  example,  where  because  of  the 
limitation  to  25  percent  of  tax  liability,  not  all  of  the  credit  is  used  in 
the  taxable  year,  3  years  to  which  the  credit  may  be  carried  back  and 
5  years  to  which  it  may  be  carried  forward.  To  compensate  for  this 
over  adjustment  the  bill  provides  taxpayers  with  a  special  deduction 
in  computing  taxable  income  in  the  first  year  after  all  carryforwards 
for  a  credit  have  expired,  equal  in  amount  to  any  unused  portion  of 
the  credit.  If  the  taxpayer  dies  or  ceases  to  exist  prior  to  that  time 
this  special  deduction  (or  appropriate  portion  of  it)  is  allowed  the 
taxpayer  in  his  last  year. 

A  second  circumstance  under  which  the  downward  adjustment 
referred  to  here  may  be  too  great  is  that  where  a  property  is  disposed 
of  before  its  full  estimated  fife  has  expired  and  in  less  than  8  years. 
In  such  cases  the  investment  credit  is  cut  back  under  the  recapture 
rule  explained  in  the  prior  section  with  the  result  that  the  original 
adjustment  to  the  basis  of  the  property  was  too  large.  To  the  extent 
of  this  cutback  in  the  investment  credit,  the  bill  provides  for  an 
increase  in  the  basis  of  the  property  at  the  time  just  preceding  its 
disposition. 

8.  Election  for  leased  property. — The  bill  provides  (m  sec.  48(d)) 
that  a  lessor  may  elect  with  respect  to  new  property  to  treat  the 
investment  as  if  made  by  the  lessee  instead  of  the  lessor.  This  election 
applies  only  with  respect  to  new  property  and  is  not  available  for  used 
property.  Permitting  the  investment  credit  to  be  passed  on  to  the 
lessee  in  these  cases  is  believed  to  be  desirable  since,  as  a  result  of  this 
provision,  it  is  possible  for  the  lessor  to  pass  the  benefit  of  the  invest¬ 
ment  credit  on  to  the  party  actually  generating  the  demand  for  the 

investment.  . 

If  the  lessor  makes  this  election,  then  the  lessee  is  treated  for 
purposes  of  this  provision  as  if  he  had  acquired  the  property  himself, 
that  is,  generally  he  will  be  treated  as  if  he  had  acquired  the  property 
for  the  lessor’s  cost  or  other  basis  for  the  property.  However,  if  the 
lessor  constructed  the  property  (or  a  corporation  controlled  by  or 


20 


REVENUE  ACT  OF  196  2 


which  controlled  the  lessor  did  so)  the  lessee  is  treated  as  having 
acquired  the  property  for  its  fair  market  value.  The  useful  life  of 
the  property  in  the  hands  of  the  lessee  in  such  cases  is  to  be  its  useful 
life  in  the  hands  of  the  lessor  for  purposes  of  computing  the  size  of 
the  credit  available.  This  is  true  whether  or  not  the  lease  itself  is 
for  a  shorter  period  of  tune.  Of  course,  in  such  cases  if  the  lessee  does 
not  renew  the  lease  and  hold  the  property  for  the  estimated  useful 
life  of  the  property  in  the  hands  of  the  lessor,  then  a  downward 
adjustment  will  be  made  in  his  investment  credit. 

Where  the  lessee  is  allowed  the  investment  credit  there  is  no  adjust¬ 
ment  of  the  lessor’s  basis  for  depreciation  (as  discussed  in  No.  7  above) 
but  a  reduction  of  the  lessee’s  deduction  for  rent  is  provided. 

9.  Special  classes  of  taxpayers. — A  number  of  special  categories  of 
taxpayers  receive  special  tax  treatment  under  the  Internal  Revenue 
Code  which  makes  it  inappropriate  in  their  cases  to  allow  the  full 
investment  credit.  For  other  taxpayers,  the  code  provides  that  in-  ! 
come  may  be  taxed  in  part  to  the  organization  and  in  part  to  its  share¬ 
holders  or  beneficiaries.  In  these  situations  your  committee’s  bill  s 
either  cuts  down  the  allowance  of  the  tax  credit  in  proportion  to  the 
special  benefit  received,  or  provides  for  the  apportioning  of  the  in¬ 
vestment  credit  between  the  organization  and  its  shareholders  or 
beneficiaries  in  accordance  with  their  sharing  of  income  for  tax  pur¬ 
poses.  Similar  adjustments  are  also  provided  in  the  $25,000  tax  > 
liability  limitation. 

In  the  case  of  mutual  savings  banks,  building  and  loan  associations 
and  cooperative  banks,  the  investment  credit  allowable  is  reduced  by 
50  percent  (largely  offsetting  the  60  or  50  percent  special  deductions 
they  are  allowed).  The  $25,000  tax  liability  limitation  is  also  similarly 
reduced  for  these  organizations. 

In  tbe  case  of  regulated  investment  companies  and  real  estate 
investment  trusts,  the  qualified  investment  allowed  them  and  the 
applicable  $25,000  tax  liability  limitation  are  reduced  in  the  same 
proportion  in  which  their  taxable  income  is  reduced  by  dividends 
paid  to  shareholders  or  beneficiaries.  Similarly,  in  the  case  of  co¬ 
operatives,  the  qualified  investment  and  $25,000  tax  liability  limita¬ 
tion  to  be  taken  into  account  are  reduced  in  the  same  proportion  in 
which  their  taxable  income  is  reduced  for  patronage  dividends  (and 
in  the  case  of  exempt  cooperatives  its  deductions  for  dividend  pay¬ 
ments  on  capital  stock,  patronage  distributions  with  respect  to  U.S. 
business  and  income  distributed  to  patrons  from  sources  other  than 
patronage). 

In  the  case  of  subchapter  S  corporations,  i.e.,  corporations  treated 
in  a  manner  similar  to  that  of  partnerships,  since  it  is  the  shareholders, 
rather  than  the  corporation,  who  are  taxed  on  the  income  of  the 
corporation,  the  bill  (sec.  48(e))  divides  the  qualified  investment  for 
each  year  on  a  pro  rata  basis  among  the  shareholders  of  the  corporation 
at  the  end  of  the  year.  In  this  case  since  the  shareholders  are  treated 
as  the  taxpayer,  the  investment  maintains  its  character  as  new  or 
used  section  38  property  in  their  hands.  Similarly,  the  bill  (in  sec. 
48(f))  provides  that  qualified  investment  in  the  case  of  estates  or 
trusts  is  to  be  apportioned  between  the  estate  or  trust  on  one  hand  and 
the  beneficiaries  on  the  other  on  the  basis  of  the  income  of  the  estate 
or  trust  allocable  to  each.  As  in  the  case  of  the  subchapter  S  corpora¬ 
tions,  the  beneficiary  is  treated  as  the  taxpayer  with  respect  to  the 
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investment  apportioned  to  him  and  therefore  the  investment  retains 
its  character  in  his  hands  as  new  or  used  section  38  property.  The 
$25,000  tax  liability  limitation  in  the  case  of  the  estate  or  trust  is 
reduced  in  proportion  to  the  total  income  allocated  to  other  than  the 
estate  or  trust. 

10.  Carryovers  in  the  case  of  certain  corporate  acquisitions. — Generally, 
in  the  case  of  certain  tax-free  acquisitions  of  assets  of  one  corporation 
by  another,  present  law  provides  that  certain  items  of  the  first  cor¬ 
poration  are  to  be  carried  over  and  attributed  to  the  second.  This 
includes  such  items  as  net  operating  loss  carryovers,  earnings  and 
profits,  methods  of  accounting,  methods  of  computing  depreciation 
allowance,  etc.  The  bill  adds  to  this  list  (sec.  381(c)  (23))  a  carryover 
to  the  acquiring  corporation  in  the  case  of  these  tax-free  reorganiza¬ 
tions  of  the  status  of  the  prior  corporation  with  respect  to  items 
required  to  be  taken  into  account  for  purposes  of  the  investment 
credit.  This  mainly  is  concerned  with  (1)  the  carryover  of  the 
possibility  of  adjustment  with  respect  to  the  investment  credit  where 
an  asset  is  held  for  less  than  the  full  period  of  its  estimated  useful 
life  and  (2)  the  carryover  of  any  unused  investment  credit  in  the 
prior  5  years. 

11.  Effective  date. — The  bill  provides  that  the  investment  credit  is 
to  apply  to  taxable  years  ending  after  June  30,  1962.  However, 
in  the  definition  of  new  section  38  property  and  also  used  section  38 
property  (the  only  types  of  property  eligible  for  the  credit)  it  is  pro¬ 
vided  that  a  credit  is  to  be  available  only  with  respect  to  acquisitions 
after  June  30,  1962,  or  in  the  case  of  property  newly  constructed, 
reconstructed  or  erected  by  the  taxpayer,  only  with  respect  to  the 
portion  of  the  property  which  is  constructed,  reconstructed  or  erected 
after  that  date.  The  combination  of  the  effective  date  and  these 
definitions  of  new  and  used  section  38  property  in  effect  provide  that 
the  investment  credit  is  to  be  available  only  with  respect  to  property 
acquired  (also  property  constructed,  reconstructed,  or  erected  by  the 
taxpayer)  after  June  30,  1962,  with  respect  to  taxable  years  ending 
after  that  date. 

III.  APPEARANCES,  ETC.,  WITH  RESPECT  TO  LEGISLATION 

(Sec.  3  of  the  bill  and  sec.  162(e)  of  the  code) 

A.  Reasons  for  provision 

Present  law  allows  deductions  for  income  tax  purposes  for  ordinary 
and  necessary  expenses  paid  or  incurred  in  carrying  on  a  trade  or 
business.  No  mention,  however,  is  made  in  the  statute  of  expenses 
incurred  in  making  appearances,  submitting  material,  or  communi¬ 
cating  with  respect  to  legislative  matters.  However,  Treasury  regu¬ 
lations  in  effect  prior  to  the  enactment  of  the  1954  Code  disallowed 
deductions  for  expenditures  for  such  purposes  (regulations  118,  secs. 
39.23 (o)-l(f)  and  39.23 (q)-l (a)). 

In  1959,  the  Supreme  Court  handed  down  two  companion  decisions 
upholding  the  validity  of  these  regulations,  Cammarano  v.  U.S.  and 
F.  Straus  A  Sons,  Inc.  v.  U.S.  (358  U.S.  498  (1959)).  The  Court 
held  that  although  the  amounts  expended  for  legislative  matters  were 
“ordinary  and  necessary” — in  fact  essential  to  the  very  survival  of  the 
taxpayer’s  business — nevertheless  they  were  not  deductible  because 
the  regulations  barred  the  deduction  of  this  particular  type  of  expense. 
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The  Court  recognized  that  the  statute  contained  no  provisions  spe¬ 
cifically  supporting  the  regulations,  but  stated  that  they  had  acquired 
the  force  of  law  by  reason  of  congressional  reenactment  of  the  under¬ 
lying  statute. 

Following  the  Cammarano  decision,  the  Treasury  Department 
promulgated  new  regulations  relating  to  deductions  incurred  with 
respect  to  legislative  matters.  These  regulations,  while  following  the 
general  rules  set  forth  in  the  earlier  regulations,  for  the  first  time  stated 
specifically  that  several  different  classes  of  expenditures  are  to  be 
disallowed  as  deductions.  For  example,  the  new  regulations  require 
the  disallowance  of  a  deduction  for  the  portion  of  dues  and  other 
payments  to  any  organization,  a  “substantial  part”  of  the  activities 
of  which  consist  of  lobbying  to  the  extent  that  such  amounts  are 
“attributable  to”  these  activities.  Similarly,  the  regulations  now 
state  that  expenditures  for  the  promotion  or  defeat  of  legislation 
include  expenditures  for  the  purpose  of  attempting  to  influence 
members  of  a  legislative  body,  directly  or  indirectly,  by  urging  or 
encouraging  the  public  to  contact  the  members. 

The  regulations  issued  by  the  Treasury  Department  in  1959  brought 
to  a  head  many  administrative  and  enforcement  problems  and  un¬ 
certainties  which  have  plagued  both  the  Government  and  taxpayers. 
The  difficulty  in  allowing  trade  or  business  expenses  generally,  but 
isolating  expenses  relating  to  legislative  matters  and  denying  deduc¬ 
tions  for  them,  stems  in  part  from  the  difficulty  in  segregating  and 
classifying  such  expenses.  This  is  a  form  of  detailed  recordkeeping  to 
which  taxpayers  are  not  accustomed.  Moreover,  in  the  case  of  many 
expenses  which  may  primarily  be  incurred  to  inform  the  business  itself 
as  to  the  application  of  certain  proposed  legislation,  when  such 
information  is  also  made  available  to  legislators  it  is  difficult  to 
determine  how  an  allocation  of  the  expense  should  be  made  between 
legislation  and  mere  planning  of  the  company.  Moreover,  in  the  case 
of  an  organization,  a  determination  must  also  be  made  as  to  whether 
the  expenses  of  this  type  are  substantial — a  term  which  involves  a 
difficult  line  of  demarkation. 

Adore  important  than  the  administrative  and  enforcement  problems, 
however,  are  the  policy  considerations  involved  in  denjdng  expenses 
with  respect  to  legislative  matters.  It  appears  anomalous,  for  ex¬ 
ample,  that  expenses  incurred  in  appearing  before  legislative  bodies 
or  before  legislators  are  not  deductible  while  appearances  before  execu¬ 
tive  or  administrative  officials  with  respect  to  administrative  matters, 
or  before  the  courts  with  respect  to  judicial  matters,  are  deductible 
where  the  expenses  otherwise  qualify  as  trade  or  business  expenses. 
1  our  committee  believes  that  the  present  bar  on  deductions  with  re¬ 
spect  to  legislative  matters  must  be  modified  to  place  presentations 
to  the  legislative  branch  of  Government  on  substantially  the  same 
footing  in  this  respect  as  that  which  obtains  in  the  other  Gvo  coordi¬ 
nate  branches  of  Government. 

It  also  is  desirable  that  taxpayers  who  have  information  bearing  on 
the  impact  of  present  laws,  or  proposed  legislation,  on  their  trades  or 
businesses  not  be  discouraged  in  making  this  information  available 
to  the  Members  of  Congress  or  legislators  at  other  levels  of  Govern¬ 
ment.  The  presentation  of  such  information  to  the  legislators  is 
necessary  to  a  proper  evaluation  on  their  part  of  the  impact  of  present 
or  proposed  legislation.  The  deduction  of  such  expenditures  on  the 
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part  of  business  also  is  necessary  to  arrive  at  a  true  reflection  of  their 
real  income  for  tax  purposes.  In  many  cases  making  sure  that  legis¬ 
lators  are  aware  of  the  effect  of  proposed  legislation  may  be  essential 
to  the  very  existence  of  a  business.  The  deduction  of  legislative  ex¬ 
penses  for  those  who  incur  them  for  personal  reasons  is  not  proposed 
here,  since  personal  expenses  generally  are  not  deductible  with  respect 
to  administrative  or  judicial  presentations  and  have  no  bearing  on  the 
determination  of  true  taxable  income  of  a  business. 

B.  Comparison  of  committee  amendment  with  House  provision 

Your  committee  has  retained  the  House  provision  relating  to 
appearances,  etc.,  with  respect  to  legislation.  The  only  change  made 
is  the  addition  of  one  category  of  deductible  expenses.  Your  com¬ 
mittee’s  amendment  provides,  in  addition  to  the  categories  specified 
in  the  House  bill,  for  the  deduction  of  expenses  incurred  by  a  taxpayer 
in  carrying  on  a  trade  or  business  if  the  expenses  are  in  direct  connec¬ 
tion  with  the  communication  of  information  between  the  taxpayer 
and  employees  or  stockholders  with  respect  to  legislation,  or  proposed 
legislation,'  of  direct  interest  to  the  taxpayer.  As  in  the  case  of  the 
categories  referred  to  in  the  House  bill,  expenses  of  this  type,  in  order 
to  be  deductible,  may  not  be  for  participation  or  intervention  in 
political  campaigns  on  behalf  of  candidates  for  public  office  or  in 
connection  with  attempts  to  influence  the  general  public  (or  segments 
thereof)  with  respect  to  legislative  matters,  etc. 

C.  General  explanation  oj  provision 

The  bill  adds  a  new  subsection  (sec.  162(e))  to  the  provision  of 
present  law  relating  to  the  deduction  of  trade  or  business  expenses. 
It  provides  that  certain  types  of  expenses  incurred  with  respect  to 
legislative  matters  are  to  be  deductible  if  in  all  other  respects  they 
qualify  as  trade  or  business  expenses. 

The  expenses  which  may  be  deducted  are  divided  into  three  cate¬ 
gories.  The  first  category  relates  to  expenses  in  direct  connection 
with  appearances,  submission  of  statements  or  sending  of  communi¬ 
cations.  These  appearances,  statements  or  communications  may  be 
presented  either  to  committees  or  individual  Members  of  Congress 
or  to  committees  or  individual  members  of  State  or  local  govern¬ 
mental  legislatures.  The  second  category  of  expenses  which  may  be 
deducted  are  those  in  direct  connection  with  the  communication  of 
information  between  the  taxpayer  and  an  organization  of  which  he  is 
a  member.  The  third  category  of  expenses  which  may  be  deducted 
are  those  in  direct  connection  with  the  communication  of  information 
between  the  taxpayer  and  an  employee  or  stockholder.  This  com¬ 
munication  of  information  may  be  either  from  the  organization,  em¬ 
ployee  or  stockholder  to  the  taxpayer  or  vice  versa.  In  the  case  of 
all  three  categories  of  expenses  referred  to  above,  in  order  for  the 
expense  item  to  be  deductible,  it  must  be  concerned  with  legislation 
or  proposed  legislation  of  direct  interest  to  the  taxpayer  (and  to  the 
organization  in  the  second  case).  Thus,  the  expenses  may  not  be  in 
connection  with  legislative  matters  such  as  nominations,  etc.,  but 
rather  must  be  in  connection  with  specific  legislation  or  proposals  for 
legislation. 

The  bill  also  provides  that  where  a  taxpayer  is  a  member  of  an 
organization  and  the  organization  pays  or  incurs  the  expenses  of  the 
types  referred  to  above  on  behalf  of  its  members,  the  dues  which  the 
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taxpayer  pays  to  the  organization  in  carrying  on  his  trade  or  business 
are  to  be  deductible  to  the  extent  they  are  used  for  such  purposes. 
The  remainder  of  the  dues  is  likely  already  to  be  deductible  as  an 
ordinary  and  necessary  business  expense.  Of  course,  the  dues  to  an 
organization  may  be  deductible  although  not  all  of  the  organization’s 
legislative  activity  is  connected  with  each  specific  member’s  trade  or 
business.  It  is  sufficient  if  all  of  the  organization’s  legislative  activity 
is  related  to  the  trade  or  business  of  a  significant  number  of  the  mem¬ 
bers. 

The  bill  provides  two  limitations  on  the  deductions  of  the  above- 
specified  expenses  for  the  specified  types  of  legislative  activity.  It  is 
not  intended  by  your  committee  that  any  deduction  be  allowed  for 
an  amount  paid  or  incurred  for  participation  or  intervention  in  any 
political  campaign  for  any  candidate.  Of  course,  this  includes 
participation  or  intervention  in  political  campaigns  in  opposition  to 
a  candidate  as  well. 

Your  committee’s  bill  further  provides  that  no  expense  deduction 
is  to  be  allowed  for  expenditures  to  influence  the  general  public,  or 
segments  thereof,  with  respect  to  legislative  matters,  elections,  or 
referendums.  Thus,  except  to  the  extent  allowed  by  existing  law,  no 
deduction  is  intended  to  be  allowed  for  expenses  incurred  in  connec¬ 
tion  with  what  is  usually  called  “grassroot”  campaigns  intended  to 
develop  a  point  of  view  among  the  public  generally  which  in  turn  is 
directed  toward  the  legislators.  However,  your  committee  does  not 
intend  that  this  limitation  should  have  any  effect  upon  the  deducti¬ 
bility  of  dues,  contributions  or  other  payments  to  organizations  whose 
activities  consist  primarily  of  gathering  and  disseminating  factual  in¬ 
formation,  data  and  statistics.  For  example,  a  nonprofit  organization 
would  not  be  affected  by  the  limitation  if  it  were  organized  and  oper¬ 
ated  for  the  propose  of  studying  governmental  affairs,  Federal,  State, 
or  local  (which  might  include  analysis  of  legislation  or  proposed  legis¬ 
lation)  and  of  publishing  and  distributing  to  its  members  and  the  pub¬ 
lic  factual  reports  and  information  on  such  governmental  affairs. 
Such  factual  reports  might  contain  data  which  could  be  used  by  sub¬ 
scribers  and  others  to  promote  or  defeat  legislation,  but  so  long  as  the 
organization  itself  did  not  engage  in  lobbying  activities  to  promote  or 
defeat  legislation,  payments  to  such  organization  will  continue  to  be 
deductible  to  the  same  extent  as  under  existing  law. 

Nothing  in  this  provision  is  intended  to  permit  the  deduction  of  enter¬ 
tainment  expenses.  Such  amounts,  if  deductible  at  all,  must  meet  the 
tests  set  forth  in  section  4  of  the  bill,  explained  below,  without  regard 
to  this  provision. 

This  provision  is  to  be  effective  with  respect  to  taxable  years 
beginning  after  December  31,  1962. 

IV.  DISALLOWANCE  OF  CERTAIN  ENTERTAINMENT,  ETC., 

EXPENSES 

(Sec,  4  of  the  bill  and  sec.  274  of  the  code) 

A.  Reasons  jor  provision 

The  Treasury  brought  to  the  attention  of  Congress  that  widespread 
abuses  have  developed  through  the  use  of  the  expense  account.  In 
his  tax  message  to  the  Congress  last  year,  the  President  stated  his 
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conviction  that  entertainment  and  related  expenses,  even  though 
having  a  connection  with  the  needs  of  business,  confer  substantial 
tax-free  personal  benefits  on  the  recipients,  and  that  in  many  instances 
deductions  are  obtained  by  disguising  personal  expenses  as  business 
expenses.  He  recommended  that  the  cost  of  such  business  enter¬ 
tainment  and  the  maintenance  of  entertainment  facilities  be  disallowed 
in  full  as  a  tax  deduction  and  that  restrictions  be  imposed  on  the 
deductibility  of  business  gifts  and  travel  expenses. 

Much  of  the  abuse  described  by  the  President  can  be  traced  to  the 
broad  judicial  and  administrative  interpretation  given  to  the  term 
‘‘ordinary  and  necessary”  which  has  resulted  in  many  entertainment 
expenses  being  allowed  as  deductions  where  their  connection  with  a 
trade  or  business  is  quite  remote.  Under  present  law,  where  a  business 
purpose,  however  slight,  exists,  then  the  enteitainment  expenses 
generally  are  fully  deductible  if  they  are  “ordinary  and  necessary” 
business  expenses. 

After  careful  consideration  of  the  proposal,  your  committee  has 
concluded  that  deductions  for  entertainment  and  traveling  expenses 
and  business  gifts  should  be  restricted  to  prevent  abuses.  The  com¬ 
mittee  agrees  that  this  abuse  of  the  tax  law  should  not  be  condoned, 
but  on  the  other  hand  it  does  not  believe  that  complete  disallowance 
as  recommended  by  the  President  is  the  proper  solution  to  the  problem. 
Rather,  your  committee  is  convinced  that  expenses  incurred  for  valid 
business  purposes  should  not  be  discouraged  since  such  expenses  serve 
to  increase  business  income,  which  in  turn  produces  additional  tax 
revenues  for  the  Treasury.  If  valid  business  expenses  were  to  be  dis¬ 
allowed  as  a  deduction  (particularly  expenses  associated  with  selling 
functions),  there  might  be  a  substantial  loss  of  revenue  where  business 
transactions  are  discouraged,  or  where  they  fail  to  be  consummated. 
Moreover,  the  entertainment  industry  employs  large  numbers  of 
service  personnel,  most  of  whom  are  unskilled  workers  who  would  find 
it  difficult  to  obtain  new  employment  in  other  fields  if  the  disallowance 
of  entertainment  expenses  created  considerable  unemployment  in  the 
entertainment  industry.  In  such  cases,  taxes  now  paid  by  these 
workers  would  be  lost  to  the  Treasury. 

B.  Comparison  oj  committee  amendment  with  House  provision 

The  House  bill  provides  rules  which  in  general  would:  (1)  disallow 
a  deduction  with  respect  to  entertainment  activities,  except  to  the 
extent  that  the  expense  is  directly  related  to  the  active  conduct  of  a 
trade  or  business ;  (2)  disallow  a  deduction  with  respect  to  entertain¬ 
ment  facilities,  unless  the  facility  is  used  primarily  for  the  furtherance 
of  the  taxpayer’s  trade  or  business  and  the  expense  is  directly  related 
to  the  active  conduct  of  the  trade  or  business ;  (3)  abolish  the  Cohan 
rule  by  requiring  the  taxpayer  to  substantiate,  by  adequate  records 
or  by  sufficient  evidence  corroborating  his  own  statement,  all  expendi¬ 
tures  for  entertainment  and  related  facilities,  and  for  travel  and  gifts; 
and  (4)  limit  the  deduction  for  gifts  to  $25  per  year  per  recipient. 

Your  committee’s  bill  to  a  considerable  degree  retains  the  basic 
structure  of  the  House  bill.  However,  the  effect  of  the  principal  pro¬ 
vision  (the  disallowing  of  a  deduction  for  certain  entertainment  ex¬ 
penses)  has  been  modified  to  permit  the  deduction  of  expenses  for 
goodwill  where  a  close  association  is  established  between  the  expense 
and  the  active  conduct  of  a  trade  or  business. 
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The  report  of  the  Committee  on  Ways  and  Means  made  it  clear 
that  the  House  bill  was  not  designed  to  disallow  completely  deductions 
for  entertainment,  amusement  or  recreation  expenses,  but  rather  it 
was  intended  to  eliminate  abuses.  Under  the  general  rule,  no  deduc¬ 
tion  would  be  allowed  for  any  such  expenses  except  to  the  extent  that 
such  expenses  are  directly  related  to  the  active  conduct  of  a  trade  or 
business.  Despite  the  clear  language  of  the  House  bill  and  the  stated 
intent  of  the  provision,  considerable  uncertainty  and  confusion  as  to 
the  actual  effect  of  the  House  draft  has  been  created  by  the  interpreta¬ 
tion  given  this  language  in  the  House  committee  report.  It  in  effect 
interprets  the  proposed  statutory  language  to  disallow  a  deduction  for 
any  expense  for  entertainment,  amusement,  or  recreation  unless  the  ex¬ 
pense  is  described  in  one  of  a  series  of  specific  exceptions  to  the  general 
rule.  Where  the  expense  is  covered  by  an  exception,  the  rules  of 
existing  law  would  continue  to  govern  the  deductibility  of  the  expense. 

To  eliminate  the  harshness  resulting  from  the  House  report,  amend¬ 
ment  of  the  language  of  the  House  bill  is  necessary.  Despite  amend¬ 
ment  of  the  House  bill  your  committee  has  made  certain  that  enter¬ 
tainment  expense  abuses  are  eliminated.  By  your  committee’s  amend¬ 
ment  an  alternative  rule  is  added  to  the  House  bill  under  which 
expenses  for  entertainment,  amusement,  or  recreation  (with  respect 
to  both  activities  and  facilities)  also  will  be  deductible  to  the  extent 
that  such  expenses  are  associated  with  the  active  conduct  of  a  trade  or 
business.  This  new  language  will  permit  deduction  of  expenses  for 
entertainment,  amusement,  or  recreation  incurred  for  the  creation  or 
maintenance  of  business  goodwill  without  regard  to  whether  a  par¬ 
ticular  exception  applies.  However,  this  new  language  will  apply  only 
if  the  taxpayer  demonstrates  a  clear  business  purpose  and  shows  a  . 
reasonable  expectation  of  deriving  some  income  or  other  benefit  to 
his  business  as  a  result  of  the  expenditure.  If  he  meets  this  test,  the 
expenditure  will  be  considered  to  be  associated  with  the  active  conduct 
of  his  trade  or  business;  otherwise,  the  expense  will  be  disallowed 
under  your  committee’s  amendment.  _  J 

With  respect  to  disallowance  of  a  deduction  for  gifts  in  excess  of 
$25,  your  committee  has  adopted  the  rule  of  the  House  bill  but  has 
modified  the  definition  of  “gift”  for  purposes  of  applying  the  limita¬ 
tion.  Under  the  modified  definition :  (a)  certain  specialty  advertising 
gifts,  ( b )  advertising  material  for  use  in  connection  with  the  recipient’s 
business,  and  ( c )  certain  awards  to  employees  costing  not  more  than 
$100,  will  not  be  taken  into  account  in  determining  whether  the  $25 
limitation  has  been  exceeded. 

The  requirements  of  the  House  bill  regarding  substantiation  of 
claimed  deductions  for  entertainment,  amusement,  or  recreation  ex¬ 
penses,  gifts,  and  traveling  expenses,  have  been  approved  without 
change.  _  j 

The  provision  of  the  House  bill  which  provided  that  expenses  for 
meals  and  lodging  included  in  the  term  “traveling  expenses”  were  to 
be  deductible  only  if  “reasonable”  has  been  clarified  to  assure  that 
“traveling  expenses”  are  not  to  include  expenses  for  meals  and  lodging 
which  are  lavish  or  extravagant.  In  addition,  your  committee  has 
added  to  the  House-passed  bill  a  new  rule  for  the  allocation  of  travel¬ 
ing  expenses  where  the  trip  involves  both  business  and  pleasure. 
Under  this  rule,  which  would  eliminate  abuses  involving  tax  deduction 
for  vacation  trips,  if  the  trip  is  for  more  than  1  week  and  the  personal 
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portion  of  the  travel  time  is  in  excess  of  25  percent  of  the  total  time 
away  from  home,  the  traveling  expenses  (including  meals  and  lodging) 
must  be  allocated  between  business  and  pleasure  and  only  the  portion 
allocated  to  business  will  be  deductible. 

As  amended  by  your  committee,  the  provisions  of  this  section  of 
the  bill  are  to  apply  to  taxable  years  ending  after  December  31,  1962, 
but  only  with  respect  to  expenditures  incurred  after  that  date. 

C.  General  explanation  oj  provision 

Your  committee’s  bill  adds  a  new  provision  to  the  code  (sec.  274), 
which  disallows,  in  whole,  or  in  part,  certain  expenses  which  would  be 
fully  deductible  under  present  law.  The  requirements  imposed  by 
this  bill  are  in  addition  to  the  requirements  for  deductibility  imposed 
by  other  provisions  of  existing  law,  which  must  be  met  by  the  tax¬ 
payer  before  this  new  provision  becomes  operative.  Hence,  if  an  ex¬ 
penditure  is  claimed  as  a  business  expense  deduction  under  section  162, 
the  taxpayer  must  first  establish  that  it  constitutes  an  ordinary  and 
necessary  expense  incurred  in  carrying  on  a  trade  or  business,  before 
the  new  provisions  of  this  bill  become  applicable. 

Since  the  only  purpose  of  this  section  is  to  disallow  deductions,  it 
will  not  make  deductible  any  expense  which  is  disallowed  under  the 
“ordinary  and  necessary”  test  of  present  law.  Moreover,  this  section 
does  not  affect  the  question  of  the  includibility  or  excludibility  of 
an  item  in  income  of  any  individual.  The  rides  presently  applicable 
under  present  law  will  continue  to  govern  in  this  respect. 

1.  Disallowance  oj  expenses  jor  entertainment  activities. — The  first 
part  of  the  provision  provides  that  no  deduction  is  to  be  allowed  for  any 
expense  with  respect  to  an  activity  which  is  of  a  type  generally  consid¬ 
ered  to  constitute  entertainment,  amusement,  or  recreation,  except  to 
the  extent  that  the  taxpayer  establishes  that  the  expense  was  directly 
related  to  the  active  conduct  of  his  trade  or  business,  or  that  the 
expense  was  associated  with  the  active  conduct  of  his  trade  or  business. 
Certain  exceptions  to  this  rule  are  provided,  however,  for  expenses 
not  required  to  meet  the  new  tests.  They  are  discussed  in  No.  6 
below. 

Entertaining  guests  at  night  clubs,  country  clubs,  theaters,  football 
games,  and  prizefights,  and  on  hunting,  fishing,  vacation  and  similar 
trips  are  examples  of  activities  that  constitute  “entertainment,  amuse¬ 
ment,  and  recreation.”  In  addition,  “entertainment”  includes  any 
business  expense  incurred  in  the  furnishing  of  food  and  beverages, 
a  hotel  suite,  a  vacation  cottage,  or  an  automobile  either  to  a  customer 
(present  or  potential)  or  to  any  member  of  such  a  customer’s  family. 
If  deduction  is  claimed  for  any  expense  for  “entertainment,  amuse¬ 
ment,  or  recreation”  the  facts  and  circumstances  of  each  particular 
case  will  determine  the  extent  to  which  the  expenses  will  be  disallowed. 

The  trade  or  business  of  the  taxpayer  will  determine  whether  an 
activity  is  of  a  type  generally  considered  to  constitute  entertainment, 
amusement,  or  recreation.  For  example,  with  respect  to  a  taxpayer 
who  is  a  professional  hunter,  a  hunting  trip  would  not  generally  be 
considered  a  recreation- type  activity.  On  the  other  hand,  with 
respect  to  a  taxpayer  whose  trade  or  business  consists  of  selling 
machine  tools  or  manufacturing  clothing,  a  hunting  trip  generally 
would  be  considered  a  recreation-type  activity.  Similarly,  attending 
a  theatrical  performance  would  generally  be  considered  an  entertain- 
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ment-type  activity,  but  in  the  case  of  a  professional  theater  critic, 
attending  a  theatrical  performance  would  not  constitute  an  entertain¬ 
ment  activity. 

An  objective  standard  also  will  overrule  arguments  such  as  the 
one  which  prevailed  in  Sanitary  Farms  Dairy,  Inc.  (25  TC  463  (1955)) 
that  a  particular  item  was  incurred,  not  for  entertainment,  but  for 
advertising  purposes.  That  case  involved  a  big-game  safari  to  Africa. 
The  taxpayer  argued  successfully  before  the  Tax  Court  that  the 
expense  of  the  hunt  (including  costs  of  making  motion  pictures 
which  were  later  shown  to  customers  and  potential  customers)  were 
incurred  solely  for  advertising  purposes.  Under  the  bill,  if  the 
activity  typically  is  considered  to  be  entertainment,  amusement,  or 
recreation,  it  will  be  so  treated  under  this  provision  regardless  of 
whether  the  activity  can  also  be  described  in  some  other  category  of 
deductible  items.  This  will  be  so  even  where  the  expense  relates  to 
the  taxpayer  alone. 

Many  entertainment  expenses  which  have  a  business  connection 
nevertheless  will  not  be  deductible.  To  justify  their  deduction, 
a  taxpayer  must  establish  that  the  incurring  of  the  expenses  relating 
to  the  entertainment  activities  was  directly  related  to  or  associated 
with  his  effort  to  obtain  new  business  or  to  encourage  the  continua¬ 
tion  of  an  existing  business  relationship.  This  means  that  he  must 
show  a  greater  degree  of  proximate  relation  between  the  expenditure 
and  his  trade  or  business  than  is  required  under  present  law.  To 
illustrate  this  principle,  assume  a  taxpayer  entertains  a  buyer  and  the 
buyer’s  family  at  lunch  and  the  theater.  Under  existing  law,  he  claims  a 
deduction  for  the  entire  expense;  under  your  committee’s  bill  no  de¬ 
duction  would  be  allowed  for  any  portion  of  the  expense  attributable 
to  the  buyer’s  family  since  as  to  them  he  is  unable  to  show  a  sufficiently 
close  relationship  between  the  expense  and  his  trade  or  business. 

It  will  not  be  sufficient  that  the  entertainment  expense  is  vaguely 
or  remotely  connected  with  a  business  motive;  it  must  be  demonstrated 
that  the  predominant  purpose  of  the  expense  is  to  further  the  trade 
or  business  of  the  taxpayer.  Where  goodwill  generated  by  the  ex¬ 
pense  is  vague  or  where  the  possibility  of  the  expenditure  resulting  in 
the  production  of  income  is  remote,  no  deduction  will  be  permitted. 
For  instance,  under  present  law  a  taxpayer  may  deduct  expenses  of 
entertaining  buyers  and  others  associated  with  his  trade  or  business 
even  though  at  the  time  he  does  the  entertaining  he  already  has  more 
business  than  he  can  handle.  Under  your  committee’s  amendment, 
however,  no  deduction  will  be  allowed  because,  with  a  large  backlog 
of  unfilled  orders,  such  entertainment  ordinarily  cannot  be  regarded 
as  being  associated  with  efforts  to  produce  income. 

Under  the  bill,  although  deduction  for  entertainment  expenses  is 
restricted,  such  expenses  will  not  be  disallowed  merely  because  they 
are  incurred  for  the  purpose  of  generating  business  goodwill.  Good¬ 
will  has  long  been  recognized  as  a  legitimate  objective  of  business 
entertaining  and  where  the  purpose  of  the  expense  and  its  clear 
relationship  to  a  business  is  firmly  established,  the  expense  ordinarily 
will  continue  to  be  deductible.  However,  nothing  in  your  committee’s 
bill  is  to  be  construed  as  allowing  a  deduction  for  any  expense  which  is 
against  public  policy  or  which  violates  the  public  conscience.  De¬ 
ducting  an  expense  incurred  for  such  purpose  under  the  guise  of  gen¬ 
erating  “business  goodwill”  will  not  be  condoned  and  under  your 
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committee’s  amendment  is  not  deductible.  Thus,  the  cost  ol  liquor 
purchased  for  the  entertainment  of  customers  and  the  promotion  of 
o-oodwill  (which  under  existing  law  has  been  held  deductible)  will  be 
disallowed  if  the  serving  of  liquor  violates  the  public  morals  ol  the 
community  as  expressed  in  local  law.  Another  example  of  expenses 
for  unmoral  purposes  which  have  been  claimed  on  tax  returns  undei 
existing  law  involves  expenditures  to  provide  “call  girls  lor  the 
purpose  of  entertaining  clients.  Under  your  committee’s  amend¬ 
ment  no  deduction  whatsoever  is  to  be  allowed  for  expenditures  ol 
this  nature.  In  no  legitimate  sense  are  they  “directly  related  to  or 
associated  with  the  active  conduct”  of  a  trade  or  business. 

On  the  other  hand,  the  following  examples  are  indicative  ol  cir¬ 
cumstances  under  which  entertainment  expenses  ordinarily  will  not 
be  disallowed.  Where  the  taxpayer  conducts  lengthy  negotiations 
with  a  group  of  business  associates  and  that  evening  the  group  goes 
to  a  night  club,  theater,  or  sporting  event  for  relaxation,  such  enter- 
tainment  expenses  are  regarded  as  directly  related  to  tlie  active  conduct 
of  business.  Moreover,  if  a  group  of  business  associates  with  whom 
the  taxpayer  is  conducting  business  meetings  comes  from  out  of  town 
to  the  taxpayer’s  place  of  business  to  hold  substantial  business  dis¬ 
cussions,  the  entertainment  of  such  business  guests  prior  to  the  busi- 
ness  discussions  also  is  directly  related  to  the  conduct  of  the  business. 
Similarly,  if  in  between  business  meetings  at  a  convention  the  tax¬ 
payer  entertains  his  business  associates  attending  such  meetings,  such 
expenses  will  be  allowable. 

Although  your  committee’s  bill  permits  entertainment  expenses  to 
continue  to  be  deducted  where  a  business  purpose  is  shown,  deduction 
will  be  limited  to  the  portion  of  the  expense  which  is  directly  related 

to  or  associated  with  business.  . 

Objective  standards  will  be  employed  to  determine  the  apportion¬ 
ment  between  the  part  of  the  expense  which  meets  eithei  of  these 
tests  and  the  part  which  does  not.  Expenses  not  so  related  may 
not  be  deducted.  Under  this  rule,  if  a  taxpayer  entertains  a  gioup 
of  10  individuals,  3  of  whom  are  business  prospects  and  7  of  whom 
are  social  guests,  deduction  will  be  allowed  undei  the  bill  only  for 
three-tenths  of  expenses  incurred.  Since  the  taxpayer’s  motive  is  not 
relevant  to  this  determination,  it  would  make  no  difference  that  the 
taxpayer  in  the  above  example  would  not  have  done  the  entertaining 
but  for  the  attendance  of  the  three  business-related  guests.  This  rule 
would  disallow  deductions  for  expenses  in  the  following  cases  which, 
under  existing  law,  are  fully  deductible: 

A.  Officer-shareholder  and  wife  accompanied  customer  and 
wife  to  Las  Vegas  for  12-day  vacation.  Taxpayer  paid  the 
expenses  for  the  four  individuals.  Officer-shareholder  asserted 
that  he  would  not  have  made  the  trip  except  for  business  purposes 
and  that  his  wife’s  presence  was  required  by  the  customer  and 

B.  Officer-shareholder  and  his  wife  traveled  to  Alaska  with 
customer  and  wife.  Expense  of  wife  was  allowed  based  on 
representation  that  customer  would  not  go  without  his  wife  and 
his  wife  would  not  go  without  such  shareholder’s  wife. 

C.  Expenses  for  tractor  demonstration  attended  by  corporate 
taxpayer’s  principal  officer-shareholder  and  his  wife.  A  pm-ported 
business  reason  for  tbe  wife^  travel  was  established  based  on 
allowance  of  expenses  for  similar  travel  in  the  past. 
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In  example  A,  no  deduction  would  be  allowed  under  your  com¬ 
mittee’s  bill  because  a  vacation  trip  for  a  customer  and  his  wife  is 
not  “directly  related  to  the  active  conduct  of  the  taxpayer’s  trade  or 
business.”  In  example  B,  deduction  will  be  disallowed  for  expenses 
attributable  to  the  taxpayer’s  wife  and  the  customer’s  wife.  In 
example  C,  no  deduction  would  be  allowed  for  expenses  attributable  to 
the  taxpayer’s  wife. 

D.  Customers  and  their  wives  are  entertained  by  taxpayer  at 
Pel by  parties  such  as  breakfasts  and  luncheons,  etc.j  by  furnish- 
ing  box  seats  and  tickets  for  the  Kentucky  Derby;  and  entertain¬ 
ment  at  the  Derby. 

Under  existing  law,  the  entire  amount  expended  was  claimed  as  a 
deduction  and  was  allowed.  Under  your  committee’s  amendment,  no 
deduction  is  permitted  for  expenses  attributable  to  customers’  wives 
because  their  connection  with  the  taxpayer’s  trade  or  business  is 
remote. 

No  deduction  will  be  allowable  under  this  provision  for  any  “enter¬ 
tainment,  amusement,  or  recreation”  expenses  which  under  the  cir¬ 
cumstances  in  which  they  are  incurred  are  lavish  or  extravagant, 
this  will  be  so  even  where  a  direct  business  purpose  is  firmly  estab¬ 
lished^  The  application  of  this  rule  can  be  demonstrated  by  the 
following  example: 

E.  The  taxpayer,  which  is  located  in  the  midwest,  asserted 
that  lavish  entertainment  is  essential  in  obtaining  business  and 
it  established  a  Miami  Beach  residence  for  this  purpose.  The 
two  principal  officers  and  their  wives  are  usually  present  at  the 
residence  when  entertaining  customers.  Deductions  allowed  in¬ 
cluded  depreciation  on  residence,  food,  liquor,  boat  expense  and 
salaries  of  service  employees  and  entertainment.  Disallowance 
was  made  for  amounts  deemed  to  be  personal  expense. 

^  Under the  bill,  no  deduction  would  be  allowed  for  any  expenses 
attributable  to  the  wives  of  either  the  principal  officers  or  their 
customers  (present  or  potential),  or  for  any  portion  of  the  expenses 
incurred  in  example  E  which  are  lavish  or  extravagant  (The  ex¬ 
penses  ol  maintaining  the  residence  are  treated  as  expenses  with 
respect  to  a  facility,  discussed  in  No.  2  below.) 

Expenses  for  entertainment,  amusement,  and  recreation  should 
be  identified  by  the  taxpayer  on  his  return  and  treated  under  the  new 
rules  ol  this  bill.  It  will  not  be  appropriate  to  include  these  expense 
items  m  other  categories  of  business  deductions,  where  their  character 
will  not  be  apparent,  such  as  advertising,  public  relations,  cost  of 
goods  sold  reimbursed  expenses,  etc.  Failure  to  substantiate  the 
c  aimed  entertainment  expenses  by  adequate  records  or  other  sufficient 
6  a  GnC-e  *77^  resu  1  *n  complet,e  disallowance  of  the  deduction 
.f;  Dw allowance  of  expenses  for  entertainment  facilities.— Your  com¬ 
mittee  s  bill  (sec.  274(a))  also  limits  the  deduction  for  expenditures 
mcuned  with  respect  to  facilities  used  for  entertaining.  As  in  the 
case  ol  expenses  with  respect  to  activities  the  new  rules  of  this  pro¬ 
vision  apply  only  if  the  expenses  with  respect  to  facilities  qualify  under 
existmg  law  for  deduction  of  business  expenses.  Moreover,  these  new 
lules  establish  additional  tests  which  must  be  satisfied  (in  addition 

un!  ordmfy  an^  necessary”  test  of  present  law)  in  determining 
whether  any  deduction  is  to  be  allowed  for  expenses  with  respect  to 
1  acuities.  Under  the  bill,  no  deduction  is  to  be  allowed  with  respect  to 
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expenses  relating  to  facilities  unless  the  taxpayer  establishes  (1)  that 
the  facility  was  used  primarily  for  the  furtherance  of  his  trade  or 
business  and  (2)  that  the  expenditure  was  directly  related  to  the  active 
conduct  of  his  trade  or  business,  or  that  it  was  associated  with  the 
active  conduct  of  his  trade  or  business.  In  no  event  can  the  deduction 
exceed  the  portion  of  the  expense  which  is  directly  related  to  (or  associ¬ 
ated  with)  the  active  conduct  of  the  taxpayer’s  trade  or  business. 
Certain  exceptions  to  this  rule  are  provided,  however,  for  expenses  not 
required  to  meet  the  new  tests.  They  are  discussed  in  No.  6  below. 

The  term  “facility”  includes  any  item  of  personal  or  real  property 
owned  or  rented  by  the  taxpayer,  such  as  a  yacht,  hunting  lodge, 
fishing  camp,  swimming  pool,  tennis  court,  bowling  alley,  automobile, 
airplane,  apartment,  hotel  suite,  home  in  vacation  resort,  dining 
room,  and  cafeteria.  In  addition  to  items  commonly  regarded  as 
expenses  “with  respect  to  a  facility,”  such  as  expenditures  for  the 
maintenance,  preservation,  or  protection  of  the  facility,  this  provision 
also  relates  to  depreciation  and  losses  realized  on  certain  sales  of 
entertainment  facilities. 

Under  the  bill,  if  a  facility  is  used  more  than  one-half  for  business 
entertaining,  so  that  more  than  one-hall  of  the  entertainment  expense 
with  respect  to  such  facility  would  be  deductible  as  a  business  expense 
under  present  law,  that  portion  would  continue  to  be  deductible  to 
the  extent  it  meets  the  test  of  being  directly  related  to  (or  associated 
with)  the  active  conduct  of  the  taxpayer’s  trade  or  business.  If  less 
than  one-half  of  such  entertainment  expense  would  be  deductible 
under  present  law,  no  deduction  would  be  allowed.  For  example,  if 
the  taxpayer  acquires  a  fishing  camp  which  he  uses  almost  exclusively 
for  entertaining  business  guests,  deduction  of  the  expenses  ol  the  camp 
will  be  disallowed  only  to  the  extent  that  it  was  used  for  personal  or 
other  nonbusiness  purposes.  On  the  other  hand,  if  he  uses  it  almost 
exclusively  for  personal  purposes,  but  occasionally  takes  business 
guests  to  the  camp,  no  deduction  is  to  be  allowed.  A  further  illus¬ 
tration  of  this  rule  is  as  follows: 

A.  The  taxpayer  corporation  claims  the  purpose  of  maintaining 
a  resort  residence  is  to  have  a  place  available  for  business  con¬ 
ferences.  The  resort  residence  has  facilities  for  boating,  fishing, 
and  entertainment.  It  was  established  that  the  personal  con¬ 
venience,  pleasure,  and  health  of  the  chairman  of  the  board  of 
the  taxpayer  corporation  was  the  principal  reason  for  maintaining 
the  residence.  However,  the  evidence  did  indicate  that  there  w  as 
some  entertainment  expense  incurred  for  business  purposes  and 
a  portion  of  the  expense  was  therefore  allowed. 

Under  the  bill  no  deduction  would  be  allowed  in  the  foregoing 
example  because  the  facts  established  that  the  primaix  use  of  the 
resort  residence  was  not  in  furtherance  of  the  taxpayer’s  trade  or 
business 

Under  this  provision  the  facility  must  actually  be  used  in  further¬ 
ance  of  the  taxpayer’s  trade  or  business;  it  is  not  sufficient  that  the 
facility  is  merely  “available”  for  business  use.  And  where  the  facdity 
is  one  which  is  likely  to  serve  the  personal  purposes  of  the  taxpayer, 
it  will  be  presumed  that  the  facility  was  primarily  used  by  the  taxpayer 
for  his  personal  purposes.  To  justify  a  deduction  under  such  circum¬ 
stances  the  taxpayer  will  have  to  clearly  establish  that  the  primary 
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use  of  the  facility  was  not  for  his  personal  purposes  but  was  directly 
related  to  or  associated  with  the  active  conduct  of  his  trade  or  business. 
The  following  example  illustrates  the  operation  of  this  rule: 

B.  Closely  held  corporate  taxpayer  located  in  midwest  main¬ 
tains  a  summer  home  in  Maine.  Principal  stockholder  and  wife 
spend  2 % months  each  summer  at  the  Maine  home  and  entert  ained 
^  high  officials  (and  wives)  of  customers. 

Under  existing  law  the  taxpayer  in  this  case  established  that  the 
summer  home  was  used  partly  for  business  entertainment  and  was 
permitted  to  deduct  a  portion  of  the  expenses  attributable  to  the 
summer  home.  Under  the  bill,  however,  because  the  personal  pur¬ 
poses  of  the  principal  stockholder  are  served  by  use  of  the  corpora¬ 
tion  s  summer  home,  it  will  be  presumed  that  his  personal  purposes 
were  primarily  served  by  such  use. 

These  rules  will  prevent  tax  abuses  involving  the  use  of  luxury 
facilities  for  entertainment,  amusement,  or  recreational  purposes. 
Under  these  rules  a  taxpayer  who  lives  in  a  luxurious  apartment  and 
who  presently  deducts  a  portion  of  its  rent  on  the  ground  that  the 
apartment  is  used  for  occasional  entertaining  of  business  guests 
(and  thus  has  a  business  purpose),  no  longer  will  be  able  to  deduct 
any  portion  of  the  rent  because  the  principal  purpose  of  the  apartment 
is  personal,  rather  than  business.  Moreover,  a  swimming  pool  con¬ 
structed  at  the  taxpayer’s  residence  may  not  be  charged  off  for  tax 
purposes  as  an  ordinary  and  necessary  business  expense  because  such 
a  facility  is  presumed  to  be  used  primarily  for  personal,  family  or 
living  purposes  unless  the  taxpayer  can  establish  by  a  preponderance 
of  the  evidence  that  it  was  used  principally  in  connection  with  his 
trade  or  business. 

As  in  the  case  of  activities  described  above,  no  deduction  will  be 
permitted  for  lavish  or  extravagant  expenses  incurred  with  respect  to 
facilities.  This  means  that  luxurious  resort  facilities  maintained  for 
the  purpose  of  entertaining  will  no  longer  be  fully  deductible.  This 
rule  is  illustrated  as  follows: 

C.  Taxpayer,  a  domestic  manufacturing  corporation  owns 
luxurious  facilities  on  a  subtropical  island.  The  principal  use 
of  the  property  is  for  entertainment  of  executives  and  key  per¬ 
sonnel  of  customer  firms.  Fishing  cruisers  are  maintained  and 
air  transportation  furnished  guests.  The  chairman  of  the  board 
who  is  the  controlling  stockholder,  and  other  officers  and  key 
employees  accompanied  by  their  families  spent  considerable 
time  at  the  island. 

Under  existing  law  the  entire  amount  expended  for  maintenance  of 
the  fesort  and  the  airplanes  (other  than  adjustments  for  amounts 
considered  personal  expenses  of  officers  and  employees)  is  deductible, 
^der  the  bill  no  deduction  would  be  allowed  for  any  expense  which 
under  the.  circumstances  is  either  lavish  or  extravagant.  Moreover 
no  deduction  will  be  allowed  with  respect  to  expenses  attributable  to 
a  member  ol  the  customer’s  (present  or  potential)  family  but  the  fam¬ 
ily  s  use  of  the  facility  will  be  considered  in  determining  whether  the 
use  of  the  facility  is  primarily  for  personal  purposes.  In  addition,  as 
indicated  in  the  portion  of  this  report  describing  the  deductibility  of 
expenses  for  entertainment  activities,  expenses  for  vacations  for  cus¬ 
tomers  may  not  be  deducted.  Where  the  expenses  with  respect  to  the 
facility  are  for  vacations,”  they  will  be  disallowed  under  your  com¬ 
mittee  s  bill.  J 
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Club  dues  and  fees  paid  to  any  social,  athletic  or  sporting  club  or 
organization  are  treated  by  the  bill  as  an  expense  with  respect  to  a 
facility  used  for  entertainment  and  therefore  will  not  be  deductible 
where  the  primary  use  of  the  club  facilities  is  personal.  If  membership 
entitles  the  member’s  entire  family  to  use  the  facilities  of  the  club, 
their  use  as  well  as  his  will  be  considered  in  determining  whether  busi¬ 
ness  use  of  the  club  exceeds  personal  use.  Where  the  primary  use  of 
the  club  facilities  is  in  furtherance  of  a  trade  or  business  the  cost  of 
the  club  dues  or  fees  will  be  deductible  to  the  extent  of  the  use  directly 
related  to  (or  associated  with)  the  active  conduct  of  business.  Thus, 
if  membership  in  a  club  costs  $100  per  year  and  the  club  is  used  for 
such  clear  business  purposes  three-fourths  of  the  time,  $75  will  be 
deductible.  As  in  the  case  of  other  facilities,  it  is  the  actual  use  of 
the  club  which  establishes  the  deductibility  of  the  club  dues,  not  its 
availability  for  use,  and  not  the  taxpayer’s  principal  purpose  for  join¬ 
ing  the  club.  However,  this  does  not  mean  that  out-of-pocket  business 
entertainment  expenses  incurred  at  a  club  will  not  be  deductible  where 
the  required  relationship  between  the  entertainment  and  the  tax¬ 
payer’s  trade  or  business  is  shown  to  exist.  Such  expenses  will  be 
deductible  under  the  rules  applicable  to  entertainment  activities 
without  regard  to  the  tax  treatment  of  club  dues. 

Club  dues  for  this  purpose  do  not  include  dues  or  fees  paid  for 
membership  in  such  civic  organizations  as  Kiwanis,  Lions  Club, 
Rotary,  Civitan,  and  similar  groups  because  these  organizations  are 
not  social,  athletic  or  sporting  clubs.  Similarly,  professional  associa¬ 
tions  such  as  bar  associations  and  medical  associations  are  not  con¬ 
sidered  social,  athletic  or  sporting  clubs.  Deductibility  of  these  dues 
will  not  be  affected  by  the  new  rules  of  this  bill,  but  will  continue  to 
be  governed  by  the  rules  of  existing  law. 

8.  Business  gifts— Under  the  bill,  deduction  for  business  gifts  will 
be  disallowed  to  the  extent  that  the  total  gifts  during  the  year  exceed 
$25  with  respect  to  any  person.  Where  gifts  are  made  to  the  wife 
of  a  man  who  has  a  business  contact  with  the  donor,  these  gifts  are 
considered  as  made  indirectly  to  the  husband  (for  purposes  of  the 
limitation). 

However,  your  committee  has  modified  the  definition  of  “gift” 
contained  in  the  House  provision  so  that  items  of  a  clear  advertising 
nature  which  cost  $4  or  less  will  not  be  required  to  be  taken  into 
account  in  applying  the  $25  limitation.  The  purpose  of  this  modifica¬ 
tion  is  to  assure  that  businessmen  who  advertise  their  products  or 
services  by  means  of  gifts  of  small  value,  commonly  described  as 
specialty  advertising,  may  continue  to  do  so  without  being  burdened 
with  the  maintenance  of  detailed  records  of  the  amount  of  specialty 
advertising  used  with  respect  to  each  business  prospect.  This 
exception  which  includes  such  items  as  pens,  desk  sets,  and  plastic 
bags  and  cases,  will  apply  only  if  the  donor’s  name  is  clearly  and 
permanently  imprinted  on  the  article. 

Another  modification  of  the  definition  of  “gift”  involves  items  such 
as  signs,  display  racks,  or  other  promotional  material  donated  to  a 
retailer  by  a  producer  or  wholesaler  for  use  on  the  business  premises 
of  the  retailer.  This  material,  generally  referred  to  as  point-of- 
purchase  advertising,  is  not  a  gift;  it  is  simply  a  form  of  advertising 
used  right  in  the  store  to  aid  in  the  marketing  process.  As  in  the 
case  of  specialty  advertising  referred  to  in  the  preceding  paragraph, 
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this  exception  for  point-of-purchase  promotional  devices  used  in 
normal  business  operations  will  eliminate  the  necessity  of  manu¬ 
facturers  or  wholesalers  (who  donate  the  promotional  material  to 
retailers)  maintaining  detailed  records  and  accumulating  costs  of 
promotional  material  with  respect  to  each  donee. 

The  third  modification  of  the  definition  of  “gift”  excludes  items  of 
tangible  personal  property  which  have  a  cost  to  the  taxpayer  of  $100 
or  less  if  the  item  is  awarded  to  employees  by  reason  of  length  of 
service  or  for  safety  achievement.  It  is  a  common  practice  of  many 
employers  to  give  such  items  as  pins  or  watches  to  employees  upon 
their  completion  of  a  specified  number  of  years  of  satisfactory  em¬ 
ployment  or  in  recognition  of  some  safety  achievement.  Your 
committee  felt  that  gifts  for  these  purposes  which  serve  to  strengthen 
the  relationship  between  business  and  its  employees  should  not  be 
discouraged  by  the  tax  law.  This  exception  will  permit  the  practice 
to  continue  under  the  rules  of  existing  law. 

There  is  the  possibility  of  overlapping  application  of  the  entertain¬ 
ment  expense  and  gift  provisions  in  this  new  section.  An  item  which 
might  be  held  to  be  a  gift  might  also  be  held  to  be  an  entertainment 
expense.  For  example,  tickets  to  a  theater  might  fall  in  either  cate¬ 
gory.  Since  different  rules  will  apply  depending  upon  the  category  in 
which  the  expense  item  falls,  specific  regulatory  authority  is  given  to 
the  Secretary  of  the  Treasury  or  his  delegate  to  prescribe,  in  cases 
where  both  provisions  would  otherwise  apply,  which  provision  is  to 
govern.  Thus,  a  “gift”  of  theater  tickets  probably  would  be  classified 
as  coming  under  the  entertainment  provision,  while  a  book  probably 
would  be  classified  as  coming  under  the  gift  provision. 

4-  Allocation  of  traveling  expenses. — Your  committee  has  added  to 
the  House  bill  a  provision  which  will  require  taxpayers  to  allocate 
traveling  expenses  (including  meals  and  lodging)  between  the  portion 
of  a  trip  which  is  for  a  business  purpose  and  the  portion  which  is  for 
pleasure.  This  new  rule  will  eliminate,  in  many  cases,  the  “but  for” 
rule  of  existing  law  under  which  a  taxpayer  is  permitted  to  deduct 
his  entire  traveling  expenses  (even  where  a  substantial  portion  of  the 
time  away  from  home  is  for  purely  personal  purposes)  if  he  is  able  to 
establish  that  the  primary  purpose  of  the  trip  was  connected  with  a 
trade  or  business.  This  amendment  will  eliminate  abuses  whereby 
taxpayers  often  arrange  vacations  to  coincide  with  a  business  trip 
so  that  they  thereby,  in  effect,  obtain  a  deduction  for  the  vacation 
travel.  However,  to  insure  that  this  new  rule  will  not  impose  un¬ 
reasonable  burdens  on  taxpayers  to  allocate  trips  between  business 
and  personal  purposes  where  the  duration  of  travel  is  only  for  a  short 
period,  your  committee  has  provided  that  the  allocation  rule  is  not 
to  apply  where  the  period  the  taxpayer  is  away  from  home  does  not 
exceed  1  week,  or  where  the  time  spent  on  the  personal  portion  of 
the  trip  is  less  than  25  percent  of  the  entire  period  the  taxpayer  is 
away  from  home  on  the  trip.  Where  no  allocation  is  required  to  be 
made,  deduction  of  traveling  expenses  will  continue  to  be  governed 
by  the  primary  purpose  test  of  existing  law. 

5.  Disallowance  of  expenditures  not  substantiated. — Under  the  bill, 
taxpayers  will  be  required  to  substantiate  their  entertainment  and  re¬ 
lated  expenses,  their  traveling  expenses  and  gift  expenses.  The  bill 
provides  that  the  taxpayer  must  substantiate  by  adequate  records  or 
by  other  sufficient  evidence  corroborating  his  own  statement:  the 
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amount  of  such  expense  or  other  item;  the  tune  and  place  of  the  travel, 
entertainment,  amusement,  recreation,  or  use  of  the  facility,  or  the 
date  and  description  of  the  gift;  the  business  purpose  of  the  expense; 
and  the  business  relationship  to  the  taxpayer  of  the  person  enter¬ 
tained,  using  the  facility,  or  receiving  the  gift. 

This  provision  is  intended  to  overrule,  with  respect  to  such  expenses 
the  so-called  Cohan  rule.  In  the  case  of  Cohan  v.  Commissioner, 
39  F.  2d  540  (C.A.  2d,  1930),  it  was  held  that  where  the  evidence 
indicated  that  a  taxpayer  had  incurred  deductible  expenses  but  their 
exact  amount  could  not  be  determined,  the  court  must  make  ‘‘as 
close  an  approximation  as  it  can”  rather  than  disallow  the  deduction 
entirely.  Under  your  committee’s  bill,  the  entertainment,  etc., 
expenses  in  such  a  case  would  be  disallowed  entirely. 

The  requirement  that  the  taxpayer’s  statements  be  corroborated 
will  insure  that  no  deduction  is  allowed  solely  on  the  basis  of  his  own 
unsupported,  self-serving  testimony.  However,  the  degree  of  cor¬ 
roboration  required  to  support  a  claimed  deduction  will  vary  as 
respects  the  business  relationship  and  purpose,  the  time  and  place, 
and  the  amount  of  the  expense.  Thus,  oral  testimony  of  the  taxpayer 
together  with  circumstantial  evidence  available,  may  be  considered 
“sufficient  evidence”  for  the  purpose  of  establishing  the  business 
purpose  required  under  the  new  provision.  However,  oral  testimony 
of  the  taxpayer  plus  more  specific  evidence  would  be  required  to  be 
“sufficient  evidence”  as  to  the  amount  of  an  expense. 

Generally,  the  substantiation  requirements  of  the  bill  contemplate 
more  detailed  recordkeeping  than  is  common  today  in  business 
expense  diaries.  However,  a  clear,  contemporaneously  kept  diary 
or  account  book  containing  information  with  respect  to  the  date, 
amount,  nature  and  business  purpose  of  the  expense  may  constitute 
an  adequate  record  under  this  provision.  Moreover,  expenditures 
merely  incidental  to  entertainment,  travel,  etc.  (such  as  taxicab  fares, 
tips,  and  similar  payments)  will  be  deductible  if  they  are  substantiated 
by  such  a  diary,  account  book,  or  similar  record. 

The  following  example  illustrates  the  operation  of  the  requirements 
of  this  provision:  Taxpayer  establishes  that  he  traveled  from  California 
to  New  York  on  business.  He  should  retain  receipts  for  his  trans¬ 
portation  and  hotel  expenses  while  in  New  York.  However,  expenses 
incidental  to  that  trip  such  as  taxicab  fares,  tips,  business  luncheons, 
etc.  could  be  substantiated  by  entries  in  a  diary. 

Your  committee  does  not  intend  by  this  substantiation  requirement 
to  deny  a  taxpayer  deductions  for  entertainment,  etc.,  expenses  where 
he  has  no  records  if  it  can  be  shown  that  the  failure  to  produce  sub¬ 
stantiating  records  was  due  to  circumstances  beyond  his  control, 
such  as  destruction  of  his  records  by  fire  or  flood.  In  such  a  case, 
the  taxpayer  will  be  permitted  to  reconstruct  the  business  entertain¬ 
ment,  travel,  or  gift  expenses  incurred  by  him  in  the  taxable  year.. 

Under  the  bill,  the  Secretary  or  his  delegate  may,  by  regulation, 
prescribe  certain  situations  in  which  the  substantiation  requirements 
will  not  be  applied.  For  example,  it  may  be  provided  that  substantia¬ 
tion  will  not  be  required  for  traveling  expenses,  where  such  expenses 
(including  the  cost  of  meals  and  lodging)  do  not  exceed  prescribed 
minimum  amounts.  This  will  be  of  special  benefit  to  employees 
whose  per  diem  allowance  while  traveling  is  within,  limits  established 
by  the  Secretary  under  this  provision.  Thus,  if  regulations  are 
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issued  under  which  substantiation  will  not  be  required  for  traveling 
or  entertainment  expenses  where  per  diem  allowances  do  not  exceed 
125  percent  of  per  diem  allowed  a  Government  employee  in  the  same 
locality,  it  would  be  sufficient  evidence  for  purposes  of  the  substantia¬ 
tion  ride  to  establish  only  the  amount  of  the  allowance  and  the  fact 
that  the  business  travel  occurred. 

6.  Exceptions  where  disallowance  provisions  will  not  apply. — The  bill 
contains  nine  exceptions  to  the  general  disallowance  provision  de¬ 
scribed  above  under  heading  1  or  2.  Where  an  expense  falls  within 
one  of  the  enumerated  exceptions,  the  item  will  continue  to  be  deduc¬ 
tible  to  the  same  extent  as  allowed  by  existing  law.  However,  the 
new  substantiation  requirements  (discussed  under  heading  5)  will  have 
to  be  satisfied  with  respect  to  any  such  expense.  The  exceptions  are 
as  follows: 

(a)  Expenses  for  food  and  beverages  furnished  under  circum¬ 
stances  which  are  of  a  type  generally  considered  to  be  conducive 
to  a  business  discussion.  The  question  as  to  whether  the  cir¬ 
cumstances  are  conducive  to  a  business  discussion  are  to  be  tested 
by  such  standards  as :  First,  the  surroundings  in  which  the  meal 
or  beverage  was  furnished;  second,  the  taxpayer’s  trade  or  busi¬ 
ness  or  income-producing  activity;  and  third,  the  relationship 
to  such  trade,  business,  or  activity  of  the  persons  to  whom  the 
food  and  beverages  were  furnished.  Under  this  exception,  the 
general  custom  of  entertaining  business  guests  at  meals  in 
restaurants  and  hotels  would  not  be  disallowed  if  they  meet  the 
ordinary  and  necessary  test  of  existing  law.  This  should  leave 
undisturbed  the  most  significant  portion  of  goodwill  entertain¬ 
ment  conducted  in  this  country.  However,  under  this  exception, 
it  will  not  be  possible  to  deduct  luncheon  expenses  of  a  so-called 
reciprocity  luncheon  group  under  which  a  group  of  businessmen 
frequently  lunch  together  and  alternate  in  paying  the  check  (and 
claiming  it  as  a  business  expense  deduction).  This  practice  is 
not  connected  with  a  trade  or  business  but  is  a  personal  or  social 
expenditure  which  is  not  deductible  under  existing  law. 

(b)  Expenses  for  food  and  beverages  (and  facilities  used  in 
connection  with  them)  furnished  on  the  business  premises  of  the 
taxpayer  primarily  for  his  employees.  This  is  intended  to  exclude 
fiom  the  disallowance  provision  such  facilities  as  a  company 
cafeteria  or  an  executives’  dining  room.  This  exception  would 
continue  to  apply  even  though  guests  are  occasionally  served  in 
the  cafeteria  or  dining  room. 

(c)  Goods,  services  and  facilities  to  the  extent  that  the  enter¬ 
tainment,  amusement,  or  recreation  (or  use  of  the  facility)  is 
treated  on  the  taxpayer’s  return  with  respect  to  the  recipient  of 
the  entertainment  as  compensation  paid  to  an  employee  and 
from  which  income  tax  is  withheld.  For  example,  if  the  taxpayer 
permitted  an  employee  to  use  a  yacht  for  a  vacation  and  treated 
the  expenses  for  its  use  as  compensation  paid  to  the  employee  for 
purposes  of  the  withholding  tax  and  for  purposes  of  the  taxpayer’s 
tax  return,  maintenance  and  crew  costs  attributable  to  such  use 
would  be  deductible  in  full  because  of  this  exception.  On  the 
other  hand,  where  a  yacht  was  used  exclusively  for  business  enter¬ 
taining  the  salaries  paid  to  the  captain  and  crew,  even  though 
they  were  treated  as  compensation  and  withheld  on,  would  not 
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come  within  this  exception  because  they  are  not  the  recipients 
of  the  entertainment.  Rather,  the  deductibility  of  the  salaries 
would  be  determined  under  the  general  rule  of  the  provision  as 
an  expense  with  respect  to  an  entertainment-type  facility. 

(d)  Expenses  paid  or  incurred  by  the  taxpayer  where  he  pays 
or  incurs  the  expenses  for  his  employer  or  a  client,  customer,  etc., 
and  where  he  is  reimbursed  by  the  employer  or  client,  etc.  This 
is  designed  to  prevent  the  double  disallowance  of  a  single  expendi¬ 
ture,  once  to  the  employee  or  practitioner,  etc.,  and  a  second  time 
to  the  employer  or  client,  etc.  This  provision  will  not  apply, 
however,  in  the  case  of  an  employee  where  the  employer  treats 
the  amount  paid  to  him  as  compensation.  It  also  will  not  apply 
in  the  case  of  a  practitioner,  etc.,  unless  he  accounts  to  the  client, 
etc.,  for  the  expenses  incurred.  The  accounting  must  represent 
sufficient  substantiation  to  meet  the  tests  set  out  under  heading 
No.  5.  Thus,  if  a  lawyer  enters  into  a  fee  arrangement  under 
which  his  client  agrees  to  reimburse  him  for  expenses  (including 
entertainment  expenses)  the  exception  will  not  apply  unless  he 
accounts  to  his  client  sufficiently  to  enable  the  client  to  sub¬ 
stantiate  the  expenses  as  required  by  the  bill. 

( e )  Expenses  incurred  for  recreation,  social,  or  similar  activities 
(including  facilities)  primarily  for  the  benefit  of  employees.  The 
employees  referred  to  in  this  case  are  those,  other  than  officers, 
shareholders,  or  highly  compensated  employees.  An  individual 
would  be  considered  a  shareholder  only  if  he  (taking  into  account 
holdings  of  members  of  his  family)  holds  an  interest  in  the  corpo¬ 
ration  of  10  percent  or  more.  This  category  is  intended  to  per¬ 
tain  to  the  usual  employee  fringe  benefit  programs,  such  as 
expenses  of  operating  a  company  swimming  pool  or  baseball 
diamond,  as  well  as  the  expenses  of  the  annual  company  picnic  or 
Christmas  office  party. 

(/)  Expenses  directly  related  to  business  meetings  of  the  tax¬ 
payer’s  employees,  stockholders,  agents,  or  directors.  While  this 
category  will  apply  to  business  meetings  where  some  social  ac¬ 
tivities  are  provided,  it  is  not  intended  to  apply  to  gatherings 
which  are  primarily  for  social  purposes  rather  than  for  the  trans¬ 
action  of  the  employer’s  or  company’s  business. 

( g )  Expenses  directly  related  and*  necessary  to  attendance  at  a 
business  meeting  of  an  organization,  such  as  a  trade  association, 
chamber  of  commerce,  real-estate  board,  etc.,  described  in  sec¬ 
tion  501(c)(6)  of  the  code. 

(h)  Expenses  for  goods,  services,  and  facilities  made  available 
to  the  general  public  by  the  taxpayer.  This  pertains  to  expenses 
for  the  entertainment  of  the  general  public  by  means  of  television, 
radio,  newspapers,  and  the  like.  It  also  permits  deductions  for 
expenses  for  parks,  etc.,  maintained  by  companies  where  the 
general  public  may  attend.  Expenses  of  distributing  samples  to 
the  general  public  would  also  come  within  this  exception. 

(i)  Expenses  for  goods  or  services  (including  the  use  of  facili¬ 
ties)  which  are  sold  by  the  taxpayer  in  a  bona  fide  transaction  for 
an  adequate  and  full  consideration  in  money  or  money’s  worth. 
This  exception  is  designed  to  insure  that  a  taxpayer  who  sells 
entertainment  to  others  will  be  allowed  to  deduct  expenses  of 
producing  that  entertainment.  Thus  salaries  paid  to  employees 
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of  nightclubs  and  amounts  paid  to  performers  other  than  em¬ 
ployees  will  continue  to  be  deductible  by  the  operator.  More¬ 
over,  since  this  type  of  expense  is  not  considered  to  be  “enter¬ 
tainment”  the  detailed  substantiation  requirements  prescribed 
in  this  bill  will  not  apply. 

7.  Interest,  taxes,  casualty  losses—  The  restrictions  provided  by  the 
bill  are  not  to  apply  with  respect  to  items  which  are  deductible  under 
specific  provisions  of  law  which  apply  both  to  business  and  nonbusiness 
taxpayers.  Thus,  deduction  for  interest  paid  on  a  loan  to  acquire  an 
entertainment  facility  or  property  taxes  paid  with  respect  to  it  would 
continue  to  be  allowed  as  a  deduction,  whether  or  not  the  entertain¬ 
ment  facilities  meet  the  tests  of  the  new  provision. 

8.  Treatment  of  entertainment-type  facilities. — Under  the  bill,  if 
deductions  with  respect  to  entertainment-type  facilities  are  dis¬ 
allowed,  the  disallowed  portion  is  to  be  treated  as  an  asset  which  is 
used  for  personal,  living,  and  family  purposes,  rather  than  as  an  asset 
used  in  the  trade  or  business.  Under  this  provision  the  basis  of  such 
an  entertainment-type  facility  will  be  adjusted  for  purposes  of  com¬ 
puting  depreciation  deductions  and  determining  gain  or  loss  on  the 
sale  of  such  facility  in  the  same  manner  as  other  property  (for  example, 
a  residence)  which  is  regarded  as  used  partly  for  business  and  partly 
for  personal  purposes.  Thus,  if  a  taxpayer  has  a  yacht  which  is 
used  three-fourths  for  direct  business  entertainment  purposes,  and  he 
ordinarily  would  be  entitled  to  $1,000  for  depreciation  with  respect  to 
the  yacht  (if  it  were  used  entirely  for  business),  $250  of  this  amount 
would  be  disallowed  as  a  depreciation  deduction  and  would  be  included 
as  a  part  of  the  basis  of  an  asset  not  used  in  the  taxpayer’s  business. 

9.  Meals  and  lodging  while  in  travel  status. — The  bill,  as  amended 
by  your  committee  makes  clear  that  the  deduction  provided  for 
traveling  expenses  by  section  162(a)(2)  of  present  law  is  not  to  include 
expenses  for  meals  and  lodging  which  are  lavish  or  extravagant  under 
the  circumstances. 

10.  Effective  date. — The  amendments  made  by  this  provision  are  to 
apply  with  respect  to  taxable  years  ending  after  December  31,  1962, 
but  only  in  respect  of  periods  after  that  date. 

V.  DISTRIBUTIONS  IN  KIND  BY  FOREIGN  CORPORATIONS 

(Sec.  5  of  the  bill  and  sec.  301  of  the  code) 

A.  Reasons  for  provision 

Under  present  law,  when  a  distribution  in  kind  is  made  by  a  corpora¬ 
tion  to  a  shareholder  which  is  also  a  corporation,  the  amount  which  is 
treated  as  a  distribution  is  the  fair  market  value  of  the  property  re¬ 
ceived  or,  if  lower,  the  adjusted  basis  of  the  property  in  the  hands  of 
the  distributing  corporation.  Where  both  the  distributing  corpora¬ 
tion  and  its  corporate  shareholder  are  domestic  corporations,  taking 
into  account  the  adjusted  basis  when  it  is  lower  than  the  fair  market 
value  of  the  property  may  be  justified  on  the  grounds  that  the  appreci¬ 
ated  property  is  still  owned  by  a  corporation  and,  in  fact,  very  little 
has  happened.  Furthermore,  if  the  distributee  corporation  sells  the 
property,  the  same  amount  of  gain  will  be  realized  and  taxed  as  if  the 
distributor  corporation  had  sold  it.  Where  the  distributing  cor¬ 
poration  is  a  foreign  corporation,  however,  the  device  of  distributing 
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to  its  U.S.  corporate  shareholder  property  which  has  appreciated  in 
value  can  be  used  as  a  device  to  permit  the  U.S.  corporation  to  realize 
on  the  earnings  and  profits  of  the  foreign  corporation  at  minimum 
U.S.  tax.  Assume,  for  example,  that  an  American  parent  has  a  100- 
percent  owned  foreign  subsidiary.  This  foreign  subsidiary  has 
$100,000  in  accumulated  earnings  and  profits  resulting  from  foreign 
earnings,  all  of  which  enjoyed  complete  deferral  from  U.S.  tax. 
Assume  further  that  the  foreign  subsidiary  is  in  a  position  to  dis¬ 
tribute  to  its  American  parent  either  $50,000  in  cash  or  a  property 
having  a  fair  market  value  of  $50,000  but  an  adjusted  basis  of  only 
$20,000.  Under  existing  law,  the  dividend  income  to  the  American 
parent  is  $50,000  if  the  cash  is  distributed  but  is  only  $20,000  if  the 
property  is  distributed.  Under  the  amendment  provided  by  this  bill, 
however,  the  dividend  income  to  the  parent  is  the  same  amount 
($50,000)  whether  the  cash  or  the  property  is  distributed.  This 
result  is  believed  appropriate  since  the  increase  in  value  of  the  parent  s 
assets  is  the  same  whether  it  receives  the  cash  or  the  property. 

B.  Comparison  oj  committee  amendment  with  House  provision 

Your  committee  has  retained  the  House  provision  with  one  modifi¬ 
cation.  It  has  deleted  the  subsection  in  the  House  bill  which,  only 
for  purposes  of  computing  the  allowable  foreign  tax  credit,  treats 
as  the  amount  of  the  distribution  the  adjusted  basis  of  the  property 
which  is  distributed  (where  this  is  less  than  its  fair  market  value). 
Your  committee  believes  that  since  the  distribution  itself  is  to  be  taken 
into  account  at  its  fair  market  value,  it  would  only  be  appropriate 
for  purposes  of  determining  the  foreign  tax  credit,  allowable  with 
respect  to  this  same  distribution,  to  treat  this  distribution  as  sharing 
in  the  creditable  foreign  taxes  in  proportion  to  the  fair  market  value 
of  the  distribution,  rather  than  in  proportion  to  its  adjusted  basis  as 
under  the  House  bill.  T  his  will  maintain  the  current  practice  with 
respect  to  the  valuation  of  the  distribution,  for  purposes  of  allowing 
a  foreign  tax  credit,  in  the  case  of  those  distributions  in  kind  which 
under  existing  law  already  are  taxed  to  the  corporate  recipients  only 
at  their  fair  market  value. 

C.  General  explanation  oj  provision 

This  provision  amends  existing  law  (sec.  301(b)(1)(C))  to  provide 
that  where  there  is  a  distribution  in  kind  from  a  foreign  corporation 
and  the  shareholder  is  a  corporation,  then  the  amount  of  the  distribu¬ 
tion  for  dividend  purposes  is  to  be  the  fair  market  value  of  the  property 
distributed,  and  not  its  adjusted  basis  in  the  hands  of  the  distributor 

where  that  is  lower.  . 

An  exception  to  the  rule  described  above  is  provided  where  the 
distributing  corporation,  although  a  foreign  corporation,  during  the  3 
years  ending  with  the  close  of  the  corporation’s  taxable  year  derived 
more  than  50  percent  of  its  income  from  sources  within  the  United 
States.  In  such  cases,  to  the  extent  that  the  income  is  subject  to  U.S. 
tax,  the  corporation  receiving  the  dividend  can  continue  to  apply  the 
rule  generally  available  for  domestic  corporations.  Thus,  to  the  ex¬ 
tent  the  dividend  is  treated  as  eligible  for  the  85-percent  dividends 
received  deduction,  the  amount  of  distribution  will  be  the  adjusted 
basis  of  the  property  to  the  distributing  corporation  where  this  is 
lower  than  its  fair  market  value. 
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Your  committee’s  amendment  differs  from  the  House  bill  in  that, 
in  computing  the  foreign  tax  credit  allowable  with  respect  to  the 
distribution  in  kind,  the  distribution  is  to  share  in  the  creditable  for¬ 
eign  taxes  on  the  basis  of  its  fair  market  value  rather  than  in  propor¬ 
tion  to  its  adjusted  basis,  where  this  is  lower.  This  continues  the 
rule  in  present  law  which  is  that  the  amount  considered  to  be  a  divi¬ 
dend  also  is  the  amount  taken  into  account  for  purposes  of  allowing  a 
foreign  tax  credit. 

The  bill  also  makes  appropriate  basis  adjustments  to  take  into 
account  the  changed  rules  with  respect  to  dividend  distributions. 

The  amendments  made  by  this  provision  are  to  apply  to  distribu¬ 
tions  made  after  December  31,  1962. 

VI.  MUTUAL  SAVINGS  BANKS,  ETC. 

(Sec.  6  of  bill  and  secs.  593,  595,  and  7701(a)  of  code) 

A.  Reasons  jor  provision 

Until  1952  mutual  savings  banks,  domestic  building  and  loan 
associations,  and  certain  cooperative  banks  (hereinafter  referred  to  as 
mutual  savings  institutions)  were  exempt  from  Federal  income  tax. 
This  exemption  had  initially  been  based  upon  the  premise  that  the 
members’  money  in  the  case  of  these  institutions  was  being  used  for 
loans  to  members,  or  that  the  institutions  were  in  effect  doing  business 
with  themselves  and  that  since  the  earnings  of  the  institutions  belonged 
to  the  depositors  rather  than  to  them,  there  could  be  no  profit  "on 
which  to  impose  an  income  tax. 

In  1951,  however,  Congress  repealed  the  exemption  of  these  mutual 
savings  institutions  and  subjected  them  to  the  regular  corporate  in¬ 
come  tax.  At  the  same  time,  however,  these  institutions  were  allowed 
a  special  deduction  for  additions  to  bad  debt  reserves  which  proved  to 
be  so  large  that  they  have  remained  virtually  tax  exempt  since  1951. 
The  1951  legislation  provided  that  deductions  could  be  made  for 
additions  to  a  reserve  for  bad  debts  in  whatever  amount  the  institution 
deemed  appropriate  so  long  as  (1)  the  amount  set  aside  each  year 
did  not  exceed  the  taxable  income  (before  this  deduction)  of  the 
institution  for  the  year,  or  (2)  its  total  reserves  and  surplus  did  not 
exceed  12  percent  of  its  deposits  or  withdrawable  accounts  at  the 
close  of  the  year. 

The  President,  in  his  tax  message  of  April  20,  1961,  observed  that — 

Some  of  the  most  important  types  of  private  savings  and 
lending  institutions  in  the  country  are  accorded  tax  de¬ 
ductible  reserve  provisions  which  substantially  reduce  or 
eliminate  their  Federal  tax  liability. 

He  further  stated  that — 

These  provisions  should  be  reviewed  with  the  aim  of  insuring 
nondiscriminatory  treatment. 

The  Secretary  of  the  Treasury  in  his  appearance  before  your 
committee  stated : 

Under  present  law,  mutual  savings  banks  and  savings  and 
loan  associations  can  deduct  from  their  income  amounts 
added  to  a  reserve  for  bad  debts  until  reserves,  surplus,  and 
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undivided  profits  equal  12  percent  of  deposits  or  withdraw¬ 
able  accounts.  As  a  result,  during  the  entire  decade,  1952- 
61,  all  mutual  savings  banks  and  sa  vings  and  loan  associations 
paid  total  Federal  income  taxes  of  less  than  $70  million,  while 
at  the  same  time  they  retained  $5.5  billion  as  additions  to 
reserves,  surplus,  and  undivided  profits.  From  an  economic 
and  accounting  point  of  view  a  large  part  of  the  untaxed 
additions  to  bad  debt  reserves  constitutes  net  income  which, 
were  it  earned  by  competing  financial  institutions,  would  be 
subject  to  corporate  income  tax. 

Your  committee  has  reviewed  the  tax  treatment  of  the  mutual 
savings  institutions.  It  agrees  with  the  House  that  the  present  bad 
debt  reserve  provisions  are  unduly  generous  and  that  they  require 
revision. 

B.  Comparison  oj  committee  amendments  with  House  provision 

Your  committee  has  retained  the  basic  House  provisions  relating  to 
deductible  reserves  for  these  mutual  savings  institutions  but  has 
reduced  the  reserve  deduction  for  stock  companies  and  has  made  a 
number  of  relatively  minor  modifications  in  the  generally  applicable 
reserve  provisions  which  in  large  part  are  designed  to  restrict  the 
reserves  available.  In  addition,  it  has  provided  a  new  definition  of 
domestic  savings  and  loan  associations,  has  removed  certain  excise 
tax  exemptions  presently  available  to  these  institutions,  and  made 
another  amendment  relating  to  the  deduction  of  dividends  paid  to 
depositors. 

The  House  bill  amends  the  special  bad  debt  provisions  of  existing 
law  which  are  applicable  to  these  mutual  savings  institutions  to  pro¬ 
vide  that  they  may  add  to  these  reserves  for  bad  debts  each  year 
whichever  of  the  following  is  the  greatest: 

(1)  60  percent  of  taxable  income  for  the  year  computed  before 
a  bad-debt  deduction, 

(2)  An  amount  sufficient  to  bring  the  balance  of  the  reserve 
for  losses  on  qualifying  real  property  loans  to  3  percent  of  such 
loans  outstanding  at  the  close  of  the  taxable  year,  plus  an  amount 
sufficient  to  bring  the  balance  of  the  reserve  for  losses  on  other 
loans  to  a  reasonable  amount,  or 

(3)  If  an  institution  demonstrates  a  need  for  a  reserve  greater 
than  is  permissible  under  (1)  or  (2),  an  amount  sufficient  to  bring 
the  overall  balance  of  its  reserves  to  a  “reasonable”  amount. 

Your  committee  has  amended  the  60  percent  of  taxable  income  re¬ 
serve  addition  referred  to  in  No.  (1),  above,  to  provide  that  the 
the  amounts  added  to  the  reserve  under  this  provision  may  not  in¬ 
crease  the  reserve  for  losses  on  qualified  real  property  loans  to  more 
than  6  percent  of  these  loans.  This  amount,  which  is  double  the  3 
percent  referred  to  in  No.  (2),  above,  in  your  committee’s  estimation 
should  provide  an  adequate  protection  against  losses.  Therefore,  the 
deduction  of  any  amount  in  excess  of  this  is  believed  inappropriate. 

Your  committee  also  has  adopted  an  amendment  to  provide  that 
the  deduction  allowable  under  any  of  the  three  alternatives  referred 
to  above  is  not  to  be  allowed  to  the  extent  it  would  increase  the  re¬ 
serve  for  losses  on  qualifying  real  property  loans  together  with  the 
reserve  for  losses  on  nonqualifying  loans  and  surplus,  undivided  profits, 
and  reserves  attributable  to  years  beginning  both  before  and  after 
December  31,  1951,  to  more  than  12  percent  of  total  deposits  or 
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withdrawable  accounts.  This  12-percent  limitation  is  substantially 
the  same  as  the  restriction  in  existing  law  and  has  been  added  by  your 
committee  to  give  assurance  that  these  mutual  savings  institutions 
will  in  no  event  receive  deductions  for  building  up  reserves  in  excess 
of  those  allowable  before  the  enactment  of  this  bill. 

The  House  bill  provided  that  the  reserve  for  losses  on  qualified  real 
property  loans  at  the  end  of  1962  was  to  be  established  out  of  existing 
reserves  up  to  a  level  of  3  percent  of  the  qualifying  loans  outstanding 
at  that  time.  For  this  purpose  only  those  reserves  were  to  be  taken 
into  account  which  were  attributable  to  years  beginning  after  De¬ 
cember  31,  1951,  the  year  when  these  savings  institutions  first  became 
taxable  institutions.  Your  committee  has  concluded,  however,  that 
it  is  appropriate  to  take  into  account  pre-1952  reserves  to  the  extent 
necessary  to  obtain  a  3-percent  beginning  reserve.  In  this  regard  it 
should  be  noted  that  Congress  when  it  first  made  these  institutions 
taxable  in  1952  specified  that  the  reserves  then  set  up  were  to  be 
made  with  “due  regard”  to  the  pre-1952  reserves.  Your  committee’s 
amendments  likewise  provide  that  these  reserves  are  to  be  taken  into 
account  for  purposes  of  establishing  the  3-percent  reserve.  However, 
recognizing  that  these  amounts  are  attributable  to  periods  before 
these  institutions  were  taxable,  your  committee’s  amendments  provide 
that  these  pre-1952  reserves  are  to  be  taken  into  account  only  in 
determining  the  balance  in  the  reserve.  Thus,  if  the  institution 
believes  that  the  reserves  it  needs  are  less  than  this  3  percent  then,  to 
the  extent  pre-1952  reserves  were  taken  into  account,  these  funds 
may  be  distributed  to  depositors  or  used  for  other  purposes  without 
tax  effect.  However,  in  applying  the  3-percent  limitation  (in  deter¬ 
mining  whether  deductions  are  allowable)  such  amounts  will  be 
treated  as  if  they  were  still  in  the  reserve. 

Your  committee,  recognizing  the  greater  hazards  of  a  new  business, 
concluded  that  the  3-percent  level  of  reserves,  previously  referred  to, 
should  appropriately  be  increased  to  5  percent  with  respect  to  the 
first  $4  million  of  loans  (a  maximum  increase  in  the  reserves  of 
$80,000)  during  the  first  10  years  of  mutual  savings  institutions’ 
existence.  This  amount  is  not  to  be  available  to  stock  savings  and 
loan  associations. 

Your  committee  has  also  considered  the  fact  that  stock  savings  and 
loan  institutions,  although  having  many  of  the  same  characteristics 
as  the  mutual  savings  and  loan  associations  are,  nevertheless,  com¬ 
mercial  enterprises  more  nearly  comparable  to  banking  institutions 
than  are  the  mutual  associations  generally.  For  that  reason,  although 
these  associations  are  generally  allowed  the  same  treatment  as  the 
mutual  savings  institutions,  your  committee  concluded  that  it  was 
appropriate  to  provide  a  somewhat  lower  maximum  addition  to  re¬ 
serves  in  the  case  of  the  stock  companies.  For  that  reason,  it  is  pro¬ 
vided  that  50  percent  of  taxable  income  instead  of  60  percent  is  the 
maximum  addition  to  reserves  that  such  companies  may  make  under 
alternative  No.  (1)  referred  to  above. 

Your  committee  also  has  provided  a  new  definition  of  domestic 
building  and  loan  associations.  The  definition  appearing  in  the 
House  bill  in  general  provided  that  substantially  all  of  the  business 
of  the  institution  must  consist  of  accepting  savings  and  investing  the 
proceeds  in  loans  seeped  by  residential  real  property  and  other  loans 
to  the  extent  authorized  to  be  made  by  a  Federal  savings  and  loan 
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association  under  the  Home  Owners  Loan  Act.  Your  committee  was 
concerned  with  the  application  of  this  definition  because  of  the  un¬ 
certainty  as  to  what  might  be  considered  investing  substantially  all 
of  the  proceeds  in  residential  real  property.  It  also  doubted  the  desira¬ 
bility  of  permitting  the  tax  status  of  these  institutions  to  turn,  in 
part  at  least,  upon  the  types  of  investments  allowed  them  under  the 
Home  Owners  Loan  Act,  which  has  different  standards  for  determining 
allowable  investment.  In  view  of  these  considerations  your  com¬ 
mittee  has  provided  a  more  specific  definition  which,  nevertheless, 
continues  to  require  these  institutions  to  devote  most  of  their  proceeds 
to  home  loans. 

The  definition  provided  by  your  committee  in  general  provides  that 
90  percent  of  the  total  assets  of  the  institution  must  be  invested  in 
loans  secured  by  an  interest  in  real  property  (or  for  certain  other 
closely  associated  uses).  It  further  provided  that  of  this  90  percent 
of  total  assets,  at  least  80  percent  (72  percent  of  total  assets)  must  be 
invested  in  residential  real  property.  Furthermore,  70  percent  of 
this  90  percent  (63  percent  of  total  assets)  must  be  invested  in  resi¬ 
dential  real  property  containing  four  or  fewer  family  units.  It  is 
recognized  that  an  institution  may  under  special  circumstances  not 
be  able  to  obtain  loans  on  real  property,  residential  real  property 
or  1-  to  4-family  unit  residential  real  property.  Therefore,  the  new 
definition  provides  that  cash  and  Government  obligations  to  a  limited 
extent  may  also  qualify  under  any  of  the  percentage  requirements 
specified  above.  It  is  not  intended,  however,  that  cash  or  Govern¬ 
ment  obligations  be  used  as  a  means  of  expanding  nonresidential  loans 
beyond  the  difference  between  the  72  percent  of  total  assets  and  the 
90  percent  of  total  assets  (except  to  the  extent  cash  and  Government 
bonds  are  less  than  10  percent  of  total  assets)  nor  is  it  intended  to 
permit  the  expansion  of  other  than  1-  to  4-unit  residential  loans 
beyond  the  difference  between  the  63  percent  of  total  assets  and  the 
90  percent  of  total  assets  (again  except  to  the  extent  that  the  cash  and 
Government  obligations  are  less  than  10  percent  of  total  assets). 
Therefore,  although  the  cash  and  Government  obligations  may  be 
taken  into  account  in  determining  qualification  under  the  72  percent 
or  63  percent  limitations,  this  cannot  be  done  in  a  manner  which  per¬ 
mits  the  expansion  of  the  otherwise  nonallowable  loans  above  the 
difference  between  the  72  percent  and  90  percent  (namely,  18  percent 
of  total  assets  for  other  than  residential  loans  and  cash  and  govern¬ 
ment  obligations)  or  the  difference  between  the  63  percent  and  90 
percent  (namely,  27  percent  of  total  assets  for  other  than  for  1-  to  4- 
family  residential  unit  loans  and  cash  and  Government  obligations), 
except  to  the  extent  that  the  cash  and  Government  obligations  are 
less  than  10  percent.  Also  included  are  tract  loans  where  the  pro¬ 
ceeds  of  the  loan  will  be  used  for  any  of  the  categories  specified,  inter¬ 
ests  in  such  loans  and  improvements  loans  which  are  concerned  with 
such  property.  In  addition,  your  committee  has  provided  that  gen¬ 
erally  none  of  the  assets  of  one  of  these  savings  institutions  may  be 
invested  in  the  stock  of  any  corporation  other  than  that  of  an  instru¬ 
mentality  of  the  United  States  or  of  a  State  or  its  political  subdivision. 

The  House  bill  repealed  exemptions  granted  Federal  savings  and 
loan  associations  from  excise  taxes  on  communications,  and  on  trans¬ 
portation  of  persons.  Your  committee  is  in  accord  with  the  repeal  of 
these  exemptions  but  in  addition  has  provided  for  the  repeal  of 
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exemptions  from  documentary  stamp  taxes  provided  for  these  savings 
institutions.  However,  it  is  made  clear  that  the  documentary  stamp 
tax  on  the  insurance  or  transfer  of  shares  of  stock  is  not  to  apply  in  the 
case  of  shares  or  certificates  representing  deposits  or  withdrawable 
accounts,  which  are  comparable  to  bank  accounts  where  no  docu¬ 
mentary  stamp  tax  is  applicable. 

The  final  amendment  made  by  your  committee  provides  that  divi¬ 
dends  and  interest  paid  by  savings  institutions  which  are  chartered 
and  supervised  as  savings  and  loan  or  similar  associations  under 
Federal  or  State  law  are  to  be  deductible  to  the  institution  in  com¬ 
puting  its  income  subject  to  tax  in  the  same  way  as  interest  on  deposits 
is  deductible  to  commercial  banks.  This  is  to  be  true  whether  or  not 
the  savings  institution  meets  the  definition  provided  by  the  tax  law 
of  a  “domestic  building  and  loan  association.” 

C.  General  explanation  of  provision 

1 .  Additions  to  reserves  for  losses  on  loans. — In  the  case  of  mutual 
savings  institutions  the  bill  provides  new  rules  for  calculating  the 
deduction  allowable  for  additions  to  bad-debt  reserves,  or  “reserves  for 
losses  on  loans”  as  they  are  referred  to  in  the  bill.  Beginning  in  1963, 
these  institutions  will  maintain  two  accounts  to  which  additions  will 
be  made  in  the  future  with  respect  to  reserves  for  bad  debts.1  One  of 
the  two  accounts  is  a  reserve  for  “losses  on  qualifying  real  property 
loans,”  the  additions  to  which  can  be  determined  by  the  taxpayer 
under  rules  set  forth  in  the  bill.  The  other  is  a  reserve  for  “losses  on 
nonqualifying  loans.” 

Additions  to  this  latter  account  are  required  to  be  “reasonable 
additions,”  which  means  that,  as  in  the  case  of  other  taxpayers,  addi¬ 
tions  to  these  reserves  will  be  determined  upon  the  basis  of  the  past 
experience  and  other  appropriate  factors. 

In  the  case  of  the  reserve  for  losses  on  qualifying  real  property 
loans,  the  addition  to  be  made  each  year  to  this  reserve  is  to  be 
determined  by  the  taxpayer  but  may  not  exceed  whichever  of  the 
following  is  the  largest: 

(a)  60  percent  of  the  institution’s  taxable  income  for  the  year 
computed  before  this  deduction  (minus  the  amount  added  to  the 
reserve  for  losses  on  nonqualifying  loans) .  This  may  not  exceed 
an  amount  necessary  to  increase  the  balance  of  the  reserve  for 
losses  on  qualifying  real  property  loans  to  6  percent  of  these  loans. 
Also,  in  the  case  of  stock  savings  and  loan  associations,  the  deduc¬ 
tion,  instead  of  being  60  percent  of  taxable  income,  is  to  be  50 
percent  of  this  income; 

(b)  the  amount  necessary  to  increase  the  balance  in  the  re¬ 
serve  for  losses  on  qualifying  real  property  loans  to  3  percent  of 
such  loans  outstanding  at  the  close  of  the  taxable  year.  For  new 
mutual  (but  not  stock)  companies  (in  then1  first  10  years  of 
existence)  this  3  percent  is  increased  by  2  percent,  but  only  with 
respect  to  loans  not  in  excess  of  $4  million  (a  maximum  special 
reserve  addition  of  $80,000); 

(c)  if  the  institution  demonstrates  the  need  for  greater  re¬ 
serves  than  are  permitted  under  (a)  or  ( b )  above,  an  amount 
which  would  be  permitted  to  be  added  to  the  reserve  for  losses 


1  They  may  also  have  a  supplemental  reserve  which  will  represent  certan  reserves  built  up  in  the  period 
from  1952  through  1962.  This  supplemental  reserve  is  explained  below. 
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on  qualifying  real  property  loans  without  regard  to  the  special 
provision  for  mutual  savings  institutions. 

Your  committee’s  amendments  provide  that  the  total  amount 
added  to  the  reserve  for  losses  on  qualifying  real  property  loans 
(determined  under  (a),  (b),  or  (c)  above)  plus  the  amount  added  to 
the  reserve  for  losses  on  nonqualifying  loans  may  not  exceed  the 
amount  which  brings  the  combined  balance  of  these  reserves  and 
surplus,  undivided  profits  and  reserves  (whether  accumulated  before 
or  after  December  31,  1951),  to  an  amount  equal  to  12  percent  of  total 
deposits  (or  withdrawable  accounts). 

When  losses  on  loans  are  realized  they  will  be  charged  to  the  appro¬ 
priate  account  within  the  general  reserve  for  bad  debts.  That  is, 
losses  on  loans  with  respect  to  qualifying  real  property  will  be  charged 
to  the  reserve  for  such  loans  and  losses  on  nonqualifying  loans  will  be 
charged  to  the  reserve  for  losses  on  such  loans.2 

The  reserves  which  are  required  by  the  bill  to  be  established — that 
is,  the  reserve  for  losses  on  qualifying  real  property  loans,  the  reserve 
for  losses  on  nonqualifying  loans,  and  the  supplemental  reserve  for 
losses  on  loans — are  required  to  be  treated  as  bad-debt  reserves  for  all 
tax  purposes  (except  that  no  deduction  is  allowed  for  any  addition  to 
the  supplemental  reserve) .  Thus,  although  these  reserves  are  termed 
reserves  for  “loans,”  they  are  reserves  for  bad  debts;  and  any  charge 
to  any  such  reserve  for  an  item  other  than  a  bad  debt  will  result  in 
the  inclusion  in  gross  income  of  an  amount  equal  to  such  charge. 

For  purposes  of  determining  annual  additions  to  the  reserve  for 
losses  on  qualifying  real  property  loans,  mutual  savings  institutions 
are  to  take  into  account  all  loans  secured  by  improved  real  property 
(whether  such  loans  are  insured  or  uninsured)  except  Government 
bonds,  certain  corporate  obligations  and  certain  loans  between  banks 
and  related  parties.  Under  this  provision,  both  federally  insured 
FHA  and  guaranteed  VA  home  loans,  as  well  as  conventional  loans, 
may  be  taken  into  account  in  determining  the  amount  of  additions 
to  the  reserve  for  losses  on  qualifying  real  property  loans.  Loans  on 
improved  real  property  are  intended  for  this  purpose  to  include  loans 
obtained  for  the  construction  of  improvements  on  real  property,  even 
though  at  the  time  the  loan  is  made  no  improvements  may  exist  on 
the  property. 

The  following  examples  illustrate  the  operation  of  the  alternative 
choices  for  additions  to  reserves  for  bad  debts: 

Example  1 :  At  the  close  of  its  taxable  year,  X,  a  mutual  building 
association  in  existence  for  more  than  10  years,  has  improved  real 
property  loans  outstanding  of  $2,000  and  nonqualified  loans  of  $200. 
Its  taxable  income  before  any  addition  to  a  reserve  for  bad  debts  is 
$50.  The  balance  in  its  reserve  for  losses  on  improved  real  property 
loans  is  $51  and  the  balance  in  its  reserve  for  losses  on  nonqualifying 
loans  is  $1.  (Its  experience  indicates  the  need  for  a  reserve  for  losses 
on  nonqualifying  loans  of  1  percent  of  such  loans,  and  a  reserve  for 
losses  on  improved  real  property  loans  of  2.5  percent  of  such  loans.) 

For  this  year  X  would  be  permitted  to  add  to  its  reserves  $30  (60 
percent  times  $50).  (Under  the  3-percent  method  only  $10  could 
have  been  added,  $1  to  the  nonqualifying  loan  reserve  and  $9  to  the 
qualifying  loan  reserve.)  Of  this  amount,  $1  would  be  added  to  the 

a  At  the  election  of  the  taxpayer,  losses  on  any  loan  Instead  of  being  charged  to  the  reserve  referred  to 
above  may  be  charged  in  whole  or  in  part  to  the  supplemental  reserve  for  losses  on  loans  referred  to  below. 
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reserve  for  losses  on  nonqualifying  loans  (making  the  balance  in  that 
account  $2)  and  $29  would  be  added  to  the  reserve  for  losses  on  im¬ 
proved  real  property  loans  (making  the  balance  in  that  account  $80). 
Taxable  income  for  this  year  would  then  be  $20. 

Example  2:  Assume  the  same  facts,  except  that  taxable  income 
before  any  addition  to  reserve  for  bad  debts  is  $15.  X  would  be 
permitted  to  add  to  its  reserves  $10.  This  is  the  amount  necessary 
to  bring  the  balance  of  the  reserve  for  losses  on  nonqualifying  loans 
to  $2  (1  percent  times  $200)  plus  the  amount  necessary  to  bring  the 
balance  of  the  reserve  for  losses  on  improved  real  property  loans  to 
$60  (3  percent  times  $2,000).  (Under  the  60-percent  method  the 
addition  would  have  been  only  $9.)  Taxable  income  would  then  be 
$5  ($15  minus  $10). 

2.  Treatment  of  pre-1968  reserves. — At  the  present  time  bad-debt 
reserves,  etc.,  of  mutual  savings  banks  on  the  average  are  about  10 
percent  of  their  deposits,  while  similar  reserves  of  domestic  building 
and  loan  associations  average  about  8  percent  of  deposits.  This  means 
that  existing  reserves  of  these  mutual  savings  institutions  in  most 
cases  will  exceed  3  percent  of  qualifying  real  property  loans,  plus  a 
reasonable  reserve  for  other  loans. 

The  bill  makes  special  provision  for  the  treatment  of  existing  bad- 
debt  reserves  of  mutual  savings  institutions.  If  the  entire  amount  of 
such  reserves  (called  “pre-1963  reserves”  in  the  bill)  were  required  to 
be  allocated  to  the  reserve  for  losses  on  qualifying  real  property  loans 
and  to  the  reserve  for  losses  on  nonqualifying  loans,  the  balances  of 
those  reserves  would  in  many  cases  be  so  large  that  many  mutual 
savings  institutions  would  be  denied  a  deduction  for  additions  to 
bad-debt  reserves  for  many  years.  In  order  to  mitigate  this  effect, 
your  committee’s  bill  provides  that  only  a  portion  of  such  pre-1963 
reserves  is  to  be  allocated  to  the  reserve  for  losses  on  qualifying  real 
property  loans  and  to  the  reserve  for  losses  on  nonqualifying  loans, 
under  the  following  rules : 

(a)  First,  there  is  credited  to  the  reserve  for  nonqualifying 
loans  whatever  portion  of  these  pre-1963  reserves  is  necessary  to 
bring  the  balance  of  this  reserve  to  an  amount  which  would  be 
reasonable  on  the  basis  of  nonqualifying  loans  outstanding  as  of 
December  31,  1962; 

( b )  Next,  there  is  credited  to  the  reserve  for  losses  on  qualifying 
real  property  loans  whatever  remaining  portion  of  the  pre-1963 
reserves  is  necessary  to  bring  the  balance  of  this  reserve  up  to 
3  percent  of  loans  on  improved  real  property  outstanding  as  of 
December  31,  1962,  or  to  a  greater  amount  if  the  experience  of. 
the  institution  as  of  December  31,  1962,  indicates  a  need  for  a 
greater  reserve;  and 

(c)  Finally,  any  remaining  pre-1963  reserves  are  credited  to  the 
supplemental  reserve  for  losses  on  loans. 

Amounts  credited  to  the  supplemental  reserve  for  losses  on  loans  can 
be  used  only  to  offset  losses  on  loans  (if  the  institution  chooses  to 
charge  losses  to  this  reserve).  Any  other  use  of  this  reserve  will 
result  in  the  inclusion  in  gross  income  of  the  charge.  In  determining 
the  amount  of  these  pre-1963  reserves  the  House  bill  provided  that 
accumulations  in  reserves  were  to  be  taken  into  account  only  for  years 
after  December  31,  1951.  Your  committee’s  amendments  provide 
that  pre-1952  reserves  also  are  to  be  taken  into  account  in  establishing 
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the  3-percent  opening  balance  in  the  reserve  for  qualifying  real  prop¬ 
erty  loans,  but  that  the  amount  added  to  the  reserves  attributable  to 
this  pre-1952  period  may  be  distributed  to  depositors  or  otherwise 
used  by  the  institution  so  long  as  this  amount  continues  to  be  taken 
into  account  in  determining  the  balance  at  any  time  in  this  fund. 

3.  Distributions  to  shareholders.- — Some  of  the  savings  and  loan  asso¬ 
ciations  to  which  this  provision  is  applicable  have  shares  of  stock  out¬ 
standing  (which  are  not  withdrawable  shares).  The  bill  provides  that 
in  the  case  of  distributions  to  these  stockholders,  the  amounts  are  to 
be  considered  as  paid  out  of  the  following  funds  of  the  institution: 

(а)  First,  out  of  earnings  and  profits  accumulated  in  taxable 
years  beginning  after  December  31,  1951; 

(б)  Then  out  of  the  reserve  for  losses  on  qualifying  real  prop¬ 
erty  loans  (but  only  to  the  extent  the  balance  in  this  reserve 
exceeds  the  amount  which  would  have  been  allowed  the  institu¬ 
tion  in  the  absence  of  the  special  reserve  provision); 

(c)  Next  out  of  the  supplemental  reserve  for  losses  on  loans; 
and 

(< d )  Finally,  out  of  other  amounts. 

Before  distributions  can  be  made  out  of  either  the  reserve  for  losses 
on  qualifying  real  property  loans  or  out  of  the  supplemental  reserve, 
the  amount  required  to  be  charged  by  the  stock  institution  must  be 
included  in  its  gross  income  for  tax  purposes.  The  amount  required 
to  be  charged  to  either  of  these  reserves  and  included  in  income  is  the 
amount  of  the  distribution  to  the  stockholder  “grossed-up”  by  the 
appropriate  amount  of  tax.  These  special  rules  will  insure  that  any 
amount  distributed  to  stockholders  out  of  amounts  charged  to  these 
reserves  which  was  not  previously  taxed  will  be  subjected  to  the  regu¬ 
lar  corporate  income  tax  at  the  time  of  distribution. 

4-  Foreclosures  on  property  securing  loans. — The  bill  also  adds  a 
new  provision  to  the  code  containing  rules  to  govern  the  tax  con¬ 
sequences  of  mortgage  foreclosures  (or  other  similar  proceedings)  in 
which  a  mutual  savings  institution  takes  over  property  which  was 
security  for  its  loan.  Under  existing  law  the  foreclosure  event  is 
considered  a  taxable  transaction.  This  has  been  interpreted  to  mean 
that  a  bad -debt  deduction  may  or  may  not  arise  at  that  time,  depend¬ 
ing  upon  the  relation  of  the  bid  price  of  the  property  to  the  amount 
of  the  loan  outstanding.  Where  the  foreclosed  property  is  bid  in 
for  the  amount  of  the  loan  a  bad  debt  deduction  may  not  be  taken 
under  present  law;  however,  a  gain  or  loss  may  result  at  the  time  of 
foreclosure  if  the  fair  market  value  of  property  foreclosed  is  different 
from  the  price  at  which  it  was  bid  in.  When  the  property  is  subse¬ 
quently  sold  by  the  mutual  savings  institution,  it  may  realize  a  further 
gain  or  loss  on  such  disposition.  Whether  the  gains  and  losses  at  the 
time  of  foreclosure  and  at  the  time  of  ultimate  disposition  are  capital 
or  ordinary  gains  and  losses  depends  on  the  nature  of  the  activities  of 
the  institution  at  each  such  time. 

The  bill  seeks  to  avoid  these  erratic  results  by  providing  that  in 
the  future  a  foreclosure  is  not  to  be  treated  as  a  taxable  event,  and 
that  amounts  received  by  the  mutual  savings  institution  subsequent  to 
the  foreclosure  are  to  be  treated  as  payments  on  the  indebtedness. 
This  would  be  accomplished  under  the  bill  by  treating  the  property 
received  in  a  foreclosure  (or  other  proceeding)  as  having  the  same 
characteristics  as  the  debt  for  which  it  was  security.  Thus,  for  bad- 
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debt  (or  loss)  purposes  the  act  of  foreclosure  will  not  create  a  taxable 
occasion;  however,  if  the  property  has  depreciated  in  value,  the 
decline  may  be  charged  against  the  bad-debt  reserve  as  a  partially 
worthless  debt.  If  it  continues  to  decline  in  value,  additional  charges 
may  be  made  against  the  reserve.  When  the  property  is  ultimately 
sold  or  disposed  of,  the  difference  between  any  amount  realized  and 
the  original  or  previously  reduced  debt,  is  to  be  treated  as  ordinary 
loss  or  income  and  is  to  be  charged,  or  credited,  as  the  case  may  be, 
against  the  reserve  for  losses  on  qualifying  real  property  loans. 
Because  the  foreclosed  property  is  to  have  the  same  characteristics 
as  the  indebtedness,  where  property  is  rented  by  the  mutual  thrift 
institution  after  foreclosure,  no  depreciation  deduction  is  to  be  per¬ 
mitted.  However,  as  explained  above,  if  the  property  actually 
depreciates  in  worth  (as  contrasted  to  a  mere  decline  in  book  value), 
a  charge  may  be  made  against  the  reserves. 

5.  Definition  oj  domestic  building  and  loan  association. — Under 
present  law  "domestic  building  and  loan  association”  is  defined  to 
mean  a — 

domestic  building  and  loan  association,  a  domestic  savings 
and  loan  association,  and  a  Federal  savings  and  loan  associa¬ 
tion,  substantially  all  of  the  business  of  which  is  confined 
to  making  loans  to  members. 

Problems  have  arisen  with  this  definition  because  loans  in  many 
cases  now  are  in  substance  not  loans  made  to  members.  It  is  under¬ 
stood  that  technical  conformance  has  been  maintained  with  the 
membership  requirement  of  present  law  by  making  borrowers  of 
funds  members  of  the  institutions.  However,  questions  have  arisen 
as  to  the  substance  of  such  provisions. 

As  a  result,  your  committee  has  concluded  that  the  definition  of  a 
domestic  building  and  loan  association,  eligible  for  the  tax  treatment 
described  above,  should  be  brought  more  nearly  into  conformance 
with  actual  practice.  At  the  same  time  it  was  deemed  desirable  to 
restrict  this  tax  treatment  to  those  primarily  engaged  in  making 
residential  real  estate  loans,  with  special  emphasis  on  1-  to  4-family 
units,  and  omitting  from  the  definition  cases  such  as  those  where 
these  institutions  have  been  used  for  speculative  purposes. 

In  view  of  these  considerations,  your  committee  has  redefined  a 
domestic  building  and  loan  association  to  mean  a  building  or  savings 
and  loan  association  which  is  an  insured  institution  within  the  meaning 
of  section  401(a)  of  the  National  Housing  Act  or  one  which  is  subject 
by  law  to  supervision  and  examination  by  State  or  Federal  authority 
having  supervision  over  such  associations.  In  addition,  however, 
the  bill  provides  that  an  institution  in  either  of  these  groups  qualifies 
only  if  substantially  all  of  its  business  consists  of  accepting  savings 
and  investing  in  loans  secured  by  or  for  the  improvement  of  real 
property  of  the  type  described  below.  This  restriction  will,  of  course, 
prevent  such  a  savings  institution  from  carrying  on  the  business  of 
brokering  mortgage  paper  if  this  represents  any  substantial  part  of 
its  business.  It  is  not  intended,  however,  that  this  prevent  necessary 
borrowings  from  Government  agencies  such  as  HOLC. 

A  third  restriction  on  qualified  domestic  building  and  loan  associa¬ 
tions  requires  them  to  invest  at  least  90  percent  of  their  assets  in — 
(a)  Cash, 
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( b )  Obligations  of  the  United  States  or  of  a  State  or  local 
government  and  stock  or  obligations  of  a  corporate  instrumen¬ 
tality  of  the  United  States  or  of  a  State  or  local  governmental  unit, 

(c)  Loans  secured  by  an  interest  in  real  property  including  so- 
called  improvement  loans, 

(d)  Loans  secured  by  a  deposit  (or  share)  of  a  member,  and 

(e)  Property  acquired  through  default  of  real  property  loans. 
Of  the  90  percent  of  total  assets  referred  to  above,  at  least  80  percent 
(72  percent  of  total  assets)  must  be  invested  in  residential  real  prop¬ 
erty  loans  (including  improvement  loans  for  such  property  and  tract 
loans  which  will  be  used  for  such  property)  or  in  cash  or  Government 
obligations  (referred  to  in  (a)  and  (6)  above).  In  addition,  at  least 
70  percent  of  this  90  percent  of  total  assets  (63  percent  of  total  assets) 
must  be  invested  in  residential  real  property  representing  1-  to  4- 
family  units  (or  loans  made  for  the  improvement  of  such  property  or 
tract  loans  on  such  property)  or  in  cash  or  Government  obligations 
(as  referred  to  in  (a)  and  ( b )  above).  The  bill  also  provides  that  no 
more  than  18  percent  of  the  total  assets  of  an  association  may  be 
invested  in  other  than  residential  real  property  loans,  cash,  and  Gov¬ 
ernment  obligations  except  to  the  extent  that  cash  and  governmental 
obligations  are  less  than  10  percent  of  total  assets.  Similarly  the  bill 
provides  that  no  more  than  27  percent  of  the  total  assets  may  be 
invested  in  other  than  1-  to  4-family-unit  residential  real  property 
loans,  cash,  and  Government  obligations,  again  except  to  the  extent 
that  cash  and  Government  obligations  are  less  than  10  percent  of  total 
assets.  One  further  requirement  provides  that  none  of  the  assets  of 
the  association  may  be  invested  in  stock  of  any  corporation  other  than 
stock  of  a  corporate  instrumentality  of  the  United  States,  a  State  or 
local  governmental  unit,  or  stock  acquired  through  defaults. 

6.  Repeal  of  certain  excise  tax  exemptions. — Under  present  law, 
Federal  savings  and  loan  associations  are  exempt  from  the  excise  taxes 
on  communications  and  the  excise  tax  on  transportation  of  persons. 
These  exemptions  were  granted  by  the  Home  Owners’  Loan  Act  of 
1933.  Your  committee’s  version  of  the  bill  repeals  these  exemptions 
effective  as  of  December  31,  1962.  In  addition,  the  amendments 
made  by  your  committee  delete  the  exemptions  from  the  documen¬ 
tary  stamp  taxes  on  stocks  and  certificates  of  indebtedness  under 
existing  law  in  the  case  of  domestic  building  and  loan  associations, 
savings  and  loans  associations,  cooperative  banks,  and  homestead 
associations.  The  exemption  from  the  stock  issuance  or  transfer  taxes 
is  continued,  however,  in  the  case  of  domestic  building  and  loan  asso¬ 
ciations  and  cooperative  banks  insofar  as  these  taxes  relate  to  stock 
representing  deposits  or  withdrawable  accounts. 

7.  Deduction  for  dividends  paid  on  deposits. — Your  committee  has 
also  provided  for  a  deduction  for  dividends  or  interest  paid  by  savings 
institutions  chartered  and  supervised  as  savings  and  loan  or  similar 
associations  under  Federal  or  State  law  even  though  t h ey  do  not  come 
within  the  definition  of  domestic  building  and  loan  associations.  This 
deduction  is  available  only  in  the  case  of  amounts  paid  to  depositors 
or  those  having  withdrawable  accounts. 

8.  Effective  date.- — The  new  rules  provided  by  the  bill  for  additions 
to  reserves  for  bad  debts  are  to  apply  to  taxable  years  ending  after 
December  31,  1962.  However,  the  bill  provides  a  special  rule  to  deal 
with  fiscal  years  where  a  taxpayer  has  a  year  which  begins  in  1962 
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and  ends  in  1963.  The  effect  of  this  special  rule  is  to  continue  the 
rules  under  existing  law  up  to  the  end  of  December  1962,  and  to 
apply  the  new  rules  as  of  January  1,  1963. 

The  tax  treatment  provided  for  property  acquired  in  mortgage 
foreclosure  proceedings  is  to  apply  to  transactions  occurring  after 
December  31,  1962,  in  taxable  years  ending  after  that  date.  The  new 
definition  of  domestic,  building  and  loan  associations  is  to  be  effective 
for  taxable  years  beginning  after  the  date  of  the  enactment  of  the  bill. 
The  repeal  of  the  exemptions  from  excise  taxes  on  communications 
and  on  transportation  of  persons  in  general  is  made  effective  as  of 
January  1,  1963. 

VII.  DISTRIBUTIONS  BY  FOREIGN  TRUSTS 

(Sec.  7  of  bill  and  secs.  643,  665,  666,  668,  669,  6047,  6677,  and  7701 

of  code) 

A.  Reasons  for  provision 

Certain  tax  avoidance  possibilities  exist  under  present  law  in  con¬ 
nection  with  foreign  accumulation  trusts  created  by  U.S.  citizens  or 
residents.  The  avoidance  device  involves  the  establishment  of  trusts 
for  the  benefit  of  U.S.  beneficiaries  by  a  U.S.  grantor  (or  settlor)  in 
a  foreign  country  where  the  income  of  such  trust  is  subject  to  little  or 
no  tax.  The  trust  corpus  may  consist  of  foreign  securities  so  that  the 
income  can  be  accumulated  in  the  trust  free  of  any  U.S.  tax  for  any 
number  of  years.  In  addition  since  these  trusts  are  formed  in  coun¬ 
tries  which  impose  little  or  no  tax  on  such  income,  no  tax  at  all  is 
likely  to  be  paid.  When  the  trust  terminates  and  distributes  the 
accumulated  income  and  corpus  to  the  U.S.  beneficiaries,  such  dis¬ 
tributions  may  be  subject  to  no  U.S.  tax,  or  be  subject  to  tax  on 
only  a  small  portion  of  the  distributions. 

Under  present  law,  where  a  domestic  trust  is  established  for  the 
purpose  of  accumulating  income  for  a  period  of  years  the  trustee 
pays  a  tax  currently  on  the  income  accumulated  at  the  same  rates 
applicable  to  individuals.  In  general,  when  a  beneficiary  receives  a 
distribution  from  the  trust,  in  excess  of  the  currently  distributable 
net  income  (if  the  amount  exceeds  $2,000),  it  is  taxed  to  him  to  the 
extent  it  represents  income  accumulated  by  the  trust  in  any  of  the 
preceding  5  years.  The  tax  on  such  amounts  is  payable  currently, 
but  is  computed  as  if  the  beneficiary  had  received  a  distribution  of 
this  income  in  each  of  these  5  prior  years  in  which  the  income  was 
earned,  with  a  credit  being  allowed  for  the  taxes  paid  by  the  trust 
with  respect  to  such  income. 

The  above  rule,  known  as  the  “5-year  throwback  rule”,  is  also  ap¬ 
plicable  to  distributions  made  by  foreign  trusts  to  U.S.  beneficiaries. 
However,  it  frequently  does  not  result  in  a  tax  on  the  distributions. 
First  of  all,  it  does  not  in  any  case  apply  to  any  income  accumulated 
for  more  than  5  years.  In  addition,  there  are  a  number  of  exceptions 
making  distributions  nontaxable  to  the  beneficiaries  even  where  they 
are  attributable  to  the  5  immediately  preceding  years.  For  example, 
the  5-year  throwback  rule  does  not  apply  to  accumulations  for  the 
benefit  of  a  minor  beneficiary;  accumulations  distributed  to  a  benefici¬ 
ary  upon  reaching  a  specified  age  if  not  more  than  four  such  distribu¬ 
tions  can  be  made  or  the  distributions  are  at  least  4  years  apart;  and 
distributions  to  a  beneficiary  where  a  trust  terminates  and  makes  a 
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final  distribution  which  occurs  more  than  9  years  after  the  date  of  the 
last  transfer  to  the  trust.  As  a  result  of  these  exceptions,  and  the  5- 
year  limitation,  it  is  relatively  easy  for  U.S.  grantors  or  settlors  to 
establish  foreign  trusts  in  such  a  way  that  they  pay  little  or  no  tax  on 
trust  income  and  which  upon  termination  make  distributions  to  Ameri¬ 
can  beneficiaries  with  little  or  no  U.S.  tax  being  paid. 

In  the  last  Congress,  a  bill  (H.R.  9662)  which  was  passed  by  the 
House,  but  on  which  action  was  not  completed  by  the  Senate,  con¬ 
tained  an  amendment  added  by  your  committee  designed  to  dis¬ 
courage  the  creation  of  foreign  trusts  for  the  purpose  of  avoiding  U.S. 
tax.  In  addition,  the  Secretary  of  the  Treasury  in  testimony  last 
year  recommended  that  with  respect  to  existing  trusts  the  law  be 
modified  so  that  distributions  to  a  U.S.  beneficiary  from  a  foreign 
trust  would  be  subject  to  tax  in  the  year  of  distribution  in  an  amount 
equal  to  the  tax  which  would  have  been  imposed  had  the  income  been 
distributed  currently.  This  is  in  effect  an  extension  of  the  existing 
5-year  throwback  rule. 

In  view  of  the  existing  avoidance  possibilities  with  respect  to  these 
foreign  trusts,  your  committee  agrees  with  the  House  that  American 
beneficiaries  of  foreign  trusts  created  by  U.S.  grantors,  settlors  or 
transferrors  should  be  taxed  in  substantially  the  same  manner  as  if 
the  income  had  been  distributed  to  the  beneficiary  currently  as  earned 
(although  a  “shortcut”  method  of  computation  may  be  elected  by 
the  taxpayer  in  place  of  this  more  “exact”  method).  This  provision 
is  not  viewed  by  your  committee  as  imposing  a  penalty  but  rather  as 
a  method  for  placing  U.S.  beneficiaries  of  foreign  accumulation  trusts 
created,  or  added  to,  by  Americans  in  substantially  the  same  way  as 
the  beneficiaries  of  domestic  trusts  distributing  their  income  cur¬ 
rently. 

B.  Comparison  of  committee  amendments  with  House  provision 

With  the  exception  of  the  two  relatively  minor  amendments  de¬ 
scribed  below,  your  committee’s  bill  retains  the  provision  of  the  House 
bill  without  change. 

The  attention  of  your  committee  was  called  to  the  fact  that  under 
the  House  bill  where  there  was  a  foreign  trust  to  which  both  U.S. 
persons  and  foreign  persons  contributed  money  or  property,  a  U.S. 
beneficiary  receiving  a  distribution  from  such  a  trust  would  be  taxable 
on  the  entire  amount  of  the  accumulated  income.  It  is  believed  that 
the  purpose  of  the  provision  was  to  subject  to  taxation  distributions 
from  foreign  trusts  only  to  the  extent  that  the  corpus  was  contributed 
by  U.S.  persons.  Accordingly,  your  committee’s  bill  amends  the 
definition  of  the  term  “foreign  trusts  created  by  a  U.S.  person”,  so 
that  it  will  apply  only  to  the  extent  that  money  or  property  is  trans¬ 
ferred  (directly  or  indirectly)  by  a  U.S.  person,  or  under  the  will  of  a 
decedent  who  was  a  U.S.  citizen  or  resident  at  the  time  of  his  death. 
Hence,  where  a  foreign  trust  is  created  to  which  U.S.  persons  and 
foreign  persons  both  contributed  money  or  property,  the  U.S.  bene¬ 
ficiary  will  be  taxed  only  to  the  extent  the  distribution  is  attributable 
to  money  or  property  (including  earnings  thereon)  contributed  by  the 
U.S.  person. 

Under  the  House  bill,  the  new  provisions  would  apply  with  respect 
to  distributions  made  in  taxable  years  of  trusts  beginning  after  the 
date  of  enactment  of  this  bill.  In  the  case  of  a  calendar  year  foreign 
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trust,  the  new  rules  would  not  be  applicable  to  distributions  made 
prior  to  the  end  of  the  current  year,  whereas  they  may  apply  sooner 
to  foreign  trusts  operating  on  a  fiscal  year  basis.  In  order  to  equalize 
the  tax  consequences  with  respect  to  all  foreign  trusts,  your  committee 
amended  the  effective  date  provision  to  make  the  new  rules  applicable 
with  respect  to  all  distributions  made  after  the  date  of  enactment 
of  the  bill. 

C.  General  explanation  of  provision 

The  bill,  as  amended  by  your  committee,  provides  for  taxing  Amer¬ 
ican  beneficiaries  on  distributions  received  from  foreign  trusts  which 
are  created  by  U.S.  grantors,  settlors,  or  transferors  in  substantially 
the  same  manner  as  if  the  income  had  been  distributed  to  the  bene¬ 
ficiary  currently  as  earned,  instead  of  being  accumulated  in  the  trust. 
The  bill,  in  effect,  eliminates  the  5-year  limitation  and  all  the  exceptions 
applicable  to  domestic  trusts,  and  provides  an  unlimited  throwback 
rule  with  respect  to  distributions  from  foreign  trusts.  However,  only 
distributions  of  income  accumulated  after  the  effective  date  of  the 
1954  Code  will  be  subject  to  the  new  provisions. 

The  new  provision  applies  to  foreign  trusts  to  the  extent  money  or 
property  has  been  transferred,  directly  or  indirectly,  by  U.S.  persons 
or  under  the  will  of  a  decedent  who  was  a  U.S.  citizen  or  resident. 
A  foreign  trust  for  this  purpose  is  one  the  income  of  which  from 
sources  without  the  United  States  is  not  includible  in  gross  income 
for  U.S.  tax  purposes.  The  term  “U.S.  persons”  as  used  here  includes 
U.S.  citizens  or  residents,  domestic  partnerships  and  corporations,  and 
estates  and  trusts. 

In  the  case  of  these  foreign  trusts,  all  of  their  accumulated  income, 
other  than  income  distributable  currently,  upon  distribution  to  a 
U.S.  citizen  or  resident  is  to  be  taxed  to  him.  The  amounts  dis¬ 
tributed  to  the  U.S.  beneficiary  are  treated  as  if  they  had  been  dis¬ 
tributed  in  the  preceding  years  in  which  income  was  accumulated, 
but  are  includible  in  income  of  the  beneficiary  for  the  current  year. 
However,  under  the  bill  the  tax  on  such  amounts  may  be  computed, 
at  the  election  of  the  beneficiary  in  either  of  two  ways.  One  method, 
referred  to  here  as  the  “exact”  method,  is  substantially  the  same  as 
the  method  provided  under  present  law  in  the  case  of  distributions 
subject  to  the  “5-year  throwback  rule.”  The  other  is  a  “shortcut” 
method  which  the  beneficiary  may  elect  if  he  does  not  desire  to  go 
through  the  more  extensive  computations  required  by  the  exact 
method. 

Under  the  exact  method  of  computation,  the  tax  on  the  amounts 
distributed  cannot  exceed  the  aggregate  of  the  taxes  that  would  have 
been  payable  if  the  distributions  had  actually  been  made  in  the  prior 
years.  This  method  requires  complete  trust  and  beneficiary  records 
lor  all  past  years,  so  that  the  distributable  net  income  of  the  trust 
can  be  determined  for  each  year,  as  well  as  the  years  in  which  trust 
income  was  accumulated.  The  beneficiary’s  own  tax  then  is  recom¬ 
puted  for  these  years,  including  in  his  income  the  appropriate  amount 
of  trust  income  for  each  of  the  years  (including  his  share  of  any  tax 
paid  by  the  trust).  Against  the  additional  tax  computed  in  this 
manner  the  beneficiary  is  allowed  a  credit  for  his  share  of  the  taxes 
paid  by  the  trust,  including  a  foreign  tax  credit  for  income  taxes  paid 
foreign  countries.  Any  remaining  tax  then  is  due  and  payable  as  a 
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part  of  the  tax  for  the  current  year  in  which  the  distribution  was 
received. 

The  so-called  short-cut  method  in  effect  averages  the  tax  attrib¬ 
utable  to  the  distribution  over  a  number  of  years,  equal  to  the  number 
in  which  the  income  was  earned  by  the  trust.  This  is  accomplished 
by  including,  for  purposes  of  tentative  computations,  a  fraction  of  the 
income  received  from  the  trust  in  the  beneficiary’s  income  for  the 
current  year  and  each  of  the  2  immediately  prior  years.1  The  fraction 
of  the  income  included  in  each  of  these  years  is  the  same  as  the  number 
of  years  in  which  the  income  was  accumulated  by  the  trust.  Thus  if 
the  accumulated  income  is  attributable  to  10  different  years  (although 
the  trust  may  have  been  in  existence  over  longer  than  a  10-year 
period,  however),  then  one-tenth  of  the  amount  distributed  would 
be  included  in  the  income  of  the  current  year  and  one-tenth  in  each 
of  the  2  prior  years.  The  additional  tax  is  then  computed  with  respect 
to  these  3  years  and  the  average  additional  tax  for  the  3  years  deter¬ 
mined.  This  average  is  then  multiplied  by  the  number  of  years  to 
which  the  trust  income  relates,  namely  10  in  the  example  used  here. 
The  tax  so  computed  may  be  offset  by  a  foreign  tax  credit  for  any 
foreign  taxes  paid  by  the  trust  and  any  remaining  tax  liability  is  due 
and  payable  in  the  same  year  as  the  tax  on  the  beneficiary’s  other 
income  in  the  year  of  the  distribution. 

The  bill  provides  certain  exceptions  from  the  two  computation 
methods  outlined  above.  First,  if  the  shortcut  method  is  used  and 
the  number  of  trust  years  to  which  the  income  relates  is  less  than  3, 
then  the  average  is  determined  on  the  basis  of  any  smaller  number  of 
years  to  which  the  distribution  actually  relates.  Second,  if  the  bene¬ 
ficiary  was  not  yet  born,  with  respect  to  a  year  to  which  part  of  the 
trust  income  which  is  distributed  relates,  the  so-called  exact  method 
of  computation  is  not  to  be  used.  Similarly,  where  the  beneficiary 
was  not  alive  for  the  full  3-year  period  in  which  the  shortcut  aver¬ 
aging  device  is  applied,  then  this  averaging  device  is  to  be  computed 
on  the  basis  of  the  shorter  period  in  which  the  beneficiary  was  in  exist¬ 
ence.  Third,  the  bill  specifies  how  prior  distributions  from  foreign 
trusts  to  the  beneficiary  are  to  be  treated  in  making  these  computa¬ 
tions.  Where  a  taxpayer  with  respect  to  an  earlier  distribution  has 
used  the  shortcut  method  and  subsequently  uses  the  exact  method  for 
another  distribution,  for  purposes  of  this  exact  computation  any 
income  received  from  the  trust  in  the  earlier  distribution  must  be 
included  in  his  income  for  any  year  to  which  the  second  distribution 
relates.  However,  where  in  the  current  distribution  the  taxpayer  is 
using  the  so-called  shortcut  method,  he  is  not  required  to  take  into 
account  prior  distributions  from  a  foreign  trust,  whether  the  exact 
or  shortcut  method  of  taxation  was  used  in  the  prior  computations. 

As  under  present  law,  the  methods  of  tax  computation  outlined 
above  are  substitutes  for  including  and  taxing  the  entire  amount  of 
the  distribution  in  the  year  actually  received.  To  take  advantage  of 
either  method  the  beneficiary  at  the  time  of  making  the  election  must 
supply  such  information  with  respect  to  the  operation  and  accounts 
of  the  trust  for  each  of  the  years  in  which  an  amount  is  considered 
distributed  as  the  Secretary  or  his  delegate  may  by  regulation  pre- 


1  The  2  prior  years  are  included  for  this  purpose  only  to  prevent  the  current  year,  in  whicht  here  may  b  e 
special  circumstances,  from  having  too  great  an  influence  on  the  averaging  device  used. 
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scribe.  This  information  is  necessary  in  order  to  give  assurance  that 
the  computation  is  made  correctly. 

So  that  the  Internal  Revenue  Service  will  be  aware  of  the  existence 
of  foreign  trusts  created  by  American  grantors,  settlors  or  transferors, 
the  bill  provides  that  the  grantor  of  an  inter  vivos  trust  or  the  fiduciary 
of  an  estate  in  the  case  of  a  testamentary  trust,  or  the  transferor  is  to 
make  a  return  within  90  days  after  the  creation  of  the  foreign  trust  or 
the  transfer  of  money  or  property  to  it  by  an  American  person,  setting 
forth  such  information  with  respect  to  the  foreign  trust  as  the  Secre¬ 
tary  or  his  delegate  prescribes  by  regulation  as  necessary  to  carry  out 
the  provisions  of  the  income  tax  laws.  Failure  to  supply  the  infor¬ 
mation,  unless  it  can  be  shown  that  this  failure  is  due  to  reasonable 
cause,  is  to  result  in  a  civil  penalty  (in  addition  to  any  criminal 
penalty  presently  provided  by  law)  equal  to  5  percent  of  the  amount 
transferred  to  the  trust  but  not  to  exceed  $1,000.  A  similar  penalty 
applies  with  respect  to  a  return  which  does  not  show  the  information 
required,  even  though  the  return  itself  is  filed. 

Generally,  these  provisions  relating  to  foreign  trusts  are  to  apply 
to  distributions  made  after  the  date  of  enactment  of  this  bill.  The 
provisions  relating  to  returns  with  respect  to  the  creation  of,  or  trans¬ 
fers  to,  a  foreign  trust,  the  civil  penalties  relating  to  these  returns,  and 
the  definitions  of  U.S.  persons  and  foreign  estates  and  trusts  are  to 
be  effective  on  the  date  of  enactment  of  the  bill. 

VIII.  MUTUAL  FIRE  AND  CASUALTY  INSURANCE  COMPANIES, 

ETC. 

(Sec.  8  of  the  bill  and  secs.  821-826,  831,  and  832  of  code) 

A.  Reasons  jor  provision 

Stock  fire  and  casualty  insurance  companies  have  long  been  taxed 
at  ordinary  corporate  income  tax  rates  on  both  investment  income  and 
underwriting  income.  Mutual  fire  and  casualty  insurance  companies, 
on  the  other  hand,  since  1941  have  paid  tax  under  special  formulas 
which  do  not  take  into  account  their  underwriting  income  or  loss. 
Generally,  these  mutual  companies  presently  are  taxed  under  which¬ 
ever  of  two  formulas  results  in  the  higher  tax.  Under  one  formula, 
they  are  taxed  at  ordinary  coi’porate  income  tax  rates  on  investment 
income  only.  Under  the  other,  they  pay  a  tax  of  1  percent  on  their 
gross  investment  income  plus  their  premium  income  after  policy¬ 
holder  dividends.  Reciprocal  underwriters  and  interinsurers  are  taxed 
only  on  their  investment  income  and  they  have  a  vanishing  $50,000 
exemption.  Mutual  companies  with  total  receipts  of  not  more  than 
$75,000  are  tax  exempt. 

The  President  recommended  that  stock  and  mutual  fire  and  casualty 
insurance  companies  be  taxed  on  the  same  basis.  He  proposed  that 
mutual  companies  pay  tax  on  their  underwriting  profits,  as  wrell  as 
on  their  investment  income,  substantially  in  the  same  manner  as 
stock  companies. 

This  bill  to  a  considerable  degree  achieves  the  result  sought  by  the 
President.  Under  it,  mutual  fire  and  casualty  insurance  companies 
are  taxed  under  a  modified  total  income  formula.  The  modifications 
are  required  because  of  the  special  circumstances  of  the  mutual 
companies. 
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While  a  stock  insurance  company  can  pay  extraordinary  losses 
not  only  out  of  its  accumulated  profits  but  out  of  its  paid-in  capital' 
a  mutual  insurance  company  can  pay  extraordinary  losses  only  out 
of  retained  underwriting  income.  As  a  result,  a  mutual  ordinarily 
retains  a  portion  of  its  underwriting  income  each  year  for  this  purpose; 
the  remainder  is  paid  to  its  policyholders  as  policy  dividends.  This 
accumulated  underwriting  income  constitutes  its  reserve  out  of  which 
insurance  losses  can  be  paid,  and  the  existence  of  such  reserves  is  an 
important  protection  to  the  mutual  policyholders. 

Under  the  law  up  to  this  time,  no  income  taxes  have  been  paid  on 
this  retained  underwriting  income,  except  (since  1941)  to  the  extent 
the  excess  of  the  alternative  1-percent  tax  over  the  tax  on  investment 
income  in  effect  taxed  part  (all,  or  more  than  all)  of  the  underwriting 
income.  Similarly,  underwriting  losses  may  not  reduce  the  tax  on 
investment  income.  Under  the  President’s  proposal,  underwriting 
gains  would  have  been  fully  taxed  as  realized.  Under  the  provisions 
of  this  bill,  however,  these  mutual  fire  and  casualty  companies  will 
be  permitted  to  set  aside  a  portion  of  each  year’s  underwriting  gain 
in  a  special  account  for  protection  against  losses.  This  amount 
will  be  available  to  meet  certain  losses  for  5  years,  after  which  most 
of  any  remaining  portion  will  be  included  in  taxable  income  of  the 
sixth  year.  A  small  portion,  however,  will  still  be  retained  in  the 
special  account  to  take  care  of  extraordinary  losses.  Eventually, 
these  companies  will  pay  tax  on  their  total  income,  but  the  tax  deferral 
formula  of  the  bill  gives  recognition  to  the  mutuals’  lack  of  access 
to  the  capital  market  for  funds  with  which  to  pay  losses.  Under 
the  bill  underwriting  losses,  other  than  losses  created  by  the  special 
protection  against  loss  deduction,  will  reduce  the  tax  on  investment 
income. 

Under  the  bill  mutual  companies  which  have  substantial  under¬ 
writing  gains  will  pay  larger  taxes  than  under  present  law.  However, 
the  full  impact  of  taxing  their  underwriting  income  will  be  delayed 
until  1968.  Thus,  for  a  5-year  period  only  a  portion  of  underwriting 
income  of  the  mutual  fire  and  casualty  industry  will  be  exposed  to  the 
Federal  income  tax.  Thereafter,  most  of  the  amounts  in  the  account 
which  are  not  used  for  the  payment  of  losses  within  5  years  will  be 
taxed,  but  this  will  be  offset — or  more  than  offset  if  the  company  is 
growing  and  its  underwriting  income  is  increasing — by  the  portion  of 
the  income  of  the  sixth  and  subsequent  years  which  is  set  aside  in  the 
protection  against  loss  account. 

On  the  other  hand,  mutual  fire  and  casualty  companies  having 
underwriting  losses  will,  for  the  first  time,  be  permitted  to  deduct 
these  losses  in  full.  For  such  companies  the  tax  under  the  bill  will 
be  less  than  under  present  law  which  taxes  the  investment  income  of 
a  mutual  company  at  full  corporate  rates  even  though  there  is  an 
underwriting  loss.  On  the  other  hand,  a  stock  company  is  taxed 
only  on  the  net  amount  after  deducting  an  underwriting  loss  against 
investment  income.  This  inequality  of  treatment  should  not  con¬ 
tinue.  Under  this  bill  an  underwriting  loss  would,  depending  on  the 
circumstances,  be  offset  against  either  investment  income  or  the  pro¬ 
tection  against  loss  account,  or  both,  and  any  loss  not  so  absorbed 
would  be  carried  back  (though  not  to  a  year  before  1963)  or  carried 
forward,  as  in  the  case  of  corporations  generally. 
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B.  Comparison  of  committee  amendments  with  House  provision 

Your  committee  has  approved  the  basic  provisions  of  the  House 
bill  taxing  mutual  fire  and  casualty  insurance  companies  on  their 
underwriting  profits.  Under  both  the  House  bill  and  your  com¬ 
mittee’s  bill,  a  portion  of  underwriting  income  is  permitted  to  be  set 
aside  for  a  5-year  period  for  the  purpose  of  offsetting  insurance  losses. 
The  remainder  will  be  currently  taxed. 

However,  your  committee  modified  the  House  bill  to  eliminate  a 
discrimination  in  the  manner  in  which  losses  are  to  be  charged  by 
mutual  companies.  Under  the  House  bill,  a  mutual  fire  or  casualty 
insurance  company  operating  on  a  “deviated  premium”  basis  (under 
which,  in  effect,  policyholder  dividends  are  deducted  in  advance  of  the 
policy  period  and  only  the  net  amount  is  charged  for  a  policy)  was  per¬ 
mitted  to  charge  all  its  underwriting  losses  (other  than  those  created  by 
the  protection  against  loss  deduction)  directly  against  investment 
income.  A  dividend-paying  mutual,  on  the  other  hand,  even  though 
its  net  premium  at  the  end  of  the  year  (after  payment  of  policyholder 
dividend)  was  identical  to  that  charged  by  the  deviating  company, 
would  have  been  compelled  to  reduce  the  underwriting  loss  chargeable 
to  investment  income  by  the  amount  of  the  policyholder  dividends. 

The  effect  of  this  discrimination  was  that  in  loss  years  the  deviat¬ 
ing  company  could  charge  larger  amounts  of  underwriting  loss  to  in¬ 
vestment  income  and  retain  its  protection  against  loss  account,  while 
a  dividend-paying  company  was  permitted  to  charge  lesser  amounts 
of  underwriting  loss  to  investment  income  and  was  required  to  de¬ 
plete  its  protection  against  loss  account  more  rapidly  by  charging  to 
it  not  only  losses  created  by  the  protection  against  loss  deduction  but 
also  losses  created  by  the  payment  of  policyholder  dividends.  Since 
these  dividends  are  viewed  solely  as  price  adjustments  in  the  cost  of 
insurance,  your  committee  feels  the  tax  consequences  should  be  the 
same  regardless  of  whether  the  price  of  the  policy  is  adjusted  at  the 
time  the  policy  is  sold  (by  means  of  a  deviated  premium)  or  at  the 
end  of  the  policy  period  (by  means  of  a  policy  dividend). 

To  eliminate  this  discrimination  and  to  place  mutual  companies 
on  a  basis  more  comparable  to  stock  companies  (which  are  permitted 
under  existing  law  to  charge  underwriting  losses  created  by  dividends 
directly  against  investment  income),  your  committee’s  bill  permits 
underwriting  losses  arising  from  the  payment  of  policy  dividends  (price 
adjustments)  to  be  charged  first  to  investment  income  with  any  re¬ 
maining  unused  losses  then  being  charged  to  the  protection  against  loss 
account. 

Some  mutual  insurance  companies  specialize  in  insurance  against 
limited  risks  such  as  windstorm,  hail,  or  flood,  in  relatively  small  geo¬ 
graphical  areas.  Because  their  operations  cover  a  small  area,  few 
storms  or  floods  may  occur  in  some  years  and  the  company  will  then 
have  relatively  large  underwriting  gains;  in  other  years,  storms  may 
cause  heavy  damage  in  the  area  of  operations  and  the  company  will 
have  relatively  large  underwriting  losses.  To  compensate  for  this 
uneven  experience  both  the  House  and  your  committee’s  bills  permit 
these  concentrated  risk  companies  to  defer,  in  the  protection  against 
loss  account,  a  greater  proportion  of  underwriting  income  than  is  per¬ 
mitted  for  ordinary  companies.  This  is  to  protect  them  against 
unusually  large  losses  if,  and  when,  such  losses  occur. 
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lour  committee  has  amended  the  House  provision  relating  to  the 
concentrated  risk  companies  in  two  respects.  Both  are  concerned 
with  the  qualification  of  companies  for  the  additional  protection 
against  loss  deduction.  Under  the  House  bill,  a  concentrated  risk 
company  was  one  which  derived  more  than  50  percent  of  its  premium 
income  from  insuring  in  one  State  against  losses  arising  from  wind, 
hail,  floods,  etc.  Your  committee  believes  that  a  company  which  has 
40  percent  of  its  premium  income  from  such  risks  assumed  in  a  limited 
area  should  also  qualify  as  a  concentrated  risk  company.  Accordingly, 
the  percentage  test  has  been  reduced  to  40  percent.  In  addition,  in 
recognition  that  storms  and  similar  hazards  are  not  restricted  by  State 
boundaries,  your  committee  has  added  an  alternative  area  test  to  the 
one-State  test  of  the  House  bill.  Under  this  alternative  test,  if  more 
than  40  percent  of  its  premium  income  is  from  the  specified  risks  aris¬ 
ing  within  a  circle  having  a  200-mile  radius  (a  400-mile  diameter),  the 
company  will  qualify. 

Under  existing  law,  very  small  mutual  companies,  that  is,  com- 
i  panies  whose  total  receipts  from  all  sources  (including  premiums)  do 
I  not  exceed  $75,000,  are  exempt  from  tax.  The  House  bill  did  not 
alter  this  exemption.  Your  committee,  however,  has  concluded  that 
the  $75,000  limitation  on  the  exemption,  which  was  provided  in  1942, 
is  totally  inadequate  by  today’s  standards.  To  bring  this  exemption 
into  line  with  current  conditions,  your  committee’s  bill  increases  the 
limitation  on  the  small  company  exemption  to  $150,000. 

The  House  bill  provided  a  special  tax  treatment  for  mutual  com¬ 
panies  with  total  receipts  between  $75,000  and  $300,000.  Companies 
in  this  category  would  have  been  treated  much  as  they  are  under 
existing  law;  i.e.,  these  companies  would  pay  tax  on  their  investment 
income  only  (however,  the  alternative  1-percent  tax  of  present  law 
would  no  longer  apply). 

Your  committee  has  approved  this  provision  of  the  House  bill,  but 
has  amended  the  limitations.  First,  the  minimum  limit  has  been 
increased  to  $150,000  to  coincide  with  the  new  limitation  on  exemption 
for  the  very  small  companies.  The  maximum  limitation  has  been 
increased  to  $600,000  (from  $300,000  in  the  House  bill).  This  treat¬ 
ment  is  justified  because  these  small  companies  often  are  of  the 
assessment  type  and  are  not  required  to  compute  and  report  their 
|  underwriting  income  on  approved  forms  for  State  insurance  commis¬ 
sion  purposes.  The  bill  makes  it  unnecessary  for  them  to  compute 
their  underwriting  income  in  the  future.  Moreover,  this  amendment 
will  enable  these  small,  often  new,  companies  to  maintain  sufficient 
reserves  so  that  they  can  obtain  reinsurance  at  reasonable  rates. 
Small  companies  with  total  receipts  between  $600,000  and  $1,200,000 
($300,000  and  $900,000  in  the  House  bill)  will  be  taxed  both  on  their 
investment  income  and  on  their  underwriting  income.  However,  to 
provide  for  a  gradual  transition  to  the  new  tax  on  their  underwriting 
income,  like  the  House  bill  your  committee’s  bill  provides  a  special 
deduction  of  $6,000  which  decreases  as  total  receipts  of  the  company 
increase  above  $600,000.  This  means  that  at  $1,200,000  there  is  no 
special  deduction. 

Reciprocal  underwriters  and  interinsurers  differ  from  ordinary 
mutual  insurance  companies  in  that  their  business  is  conducted  by 
two  entities  rather  than  one.  An  ordinary  mutual  insurance  company 
receives  all  of  the  premium  income  from  insurance  and  not  only 
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pays  losses  but  conducts  directly  the  operation  and  management  of 
the  insurance  activities.  The  reciprocal  underwriter  or  interinsurer, 
on  the  other  hand,  pays  its  insurance  losses,  but  an  “attorney-in- 
fact”  performs  all,  or  most,  of  the  insurance  functions-- writing 
policies,  collecting  premiums,  settling  claims,  keeping  records,  etc. — 
and  pays  the  related  expenses,  for  a  portion  of  the  premium  income 
of  the  reciprocal.  Profits  realized  by  the  attorney-in-fact  from  con¬ 
ducting  these  insurance  operations  are  taxed  as  ordinary  income. 
However,  if  that  income  were  earned  by  a  mutual  insurance  company 
which  performed  these  operations  itself,  under  existing  law  it  would 
constitute  underwriting  income  and  would  not  be  taxed.  Moreover, 
under  present  law  reciprocal  underwriters  and  interinsurers  are  not 
taxed  in  the  same  way  as  ordinary  mutuals  since  they  are  not  subject 
to  the  alternative  1 -percent  tax  and  have  a  special  exemption.  The 
House  bill  taxes  reciprocal  underwriters  and  interinsurers  under  the 
same  rules  that  apply  to  ordinary  mutuals ;  but  in  recognition  of  their 
unique  form  of  operation  it  permits  them  in  effect  to  combine  the 
underwriting  income  of  the  attorney-in-fact  with  their  own  for  the 
purpose  of  offsetting  certain  losses.  This  provision  has  been  approved 
with  a  change  which  permits  the  reciprocal  to  use  the  combined 
underwriting  income  as  the  basis  for  setting  aside  25  percent  of  under¬ 
writing  income  in  the  protection  against  loss  account;  thus,  in  effect, 
increasing  the  amount  of  its  own  underwriting  income  upon  which 
tax  may  be  deferred. 

Under  present  law,  factory  mutual  insurance  companies  are  taxed 
under  the  same  formulas  as  other  mutuals;  that  is,  they  pay  tax  on 
investment  income  only  (with  no  deduction  for  underwriting  losses) 
or  under  the  alternative  1-percent  formula.  However,  because  of  the 
very  large  premium  deposits  required  of  their  policyholders  (typically 
up  to  10  times  the  amount  of  an  ordinary  premium)  the  investment  in¬ 
come  of  such  companies  is  very  large.  As  a  result  in  practice  they 
never  become  subject  to  the  alternative  1-percent  tax.  As  in  the  case 
of  other  mutuals,  these  companies  are  not  permitted  to  deduct  their 
underwriting  losses.  This  has  been  a  handicap  to  these  companies  in 
years  in  which  they  have  losses,  because  the  industrial  risks  which  they 
insure  generally  are  quite  large.  The  House  provision,  approved  with¬ 
out  change  by  your  committee,  taxes  factory  mutual  companies  as  if 
they  were  stock  companies,  thus  permitting  them  to  deduct  under¬ 
writing  losses  when  they  occur.  However,  since  a  large  portion  of  each 
premium  is  in  effect  a  deposit  (which  may  be  returned  to  the  policy¬ 
holder),  in  computing  their  underwriting  profits  these  companies  are 
to  be  permitted  to  determine  their  premium  income  on  the  basis  of  their 
schedules  of  absorbed  premium  deposits.  The  amount  so  determined 
will  be  increased  by  2  percent  for  income  tax  purposes  to  offset  the 
advantage  of  the  temporary  use  of  deposits  which  would  ordinarily 
be  viewed  as  premiums  received. 

Your  committee  added  two  new  provisions  to  the  House  bill. 
One  of  these  deals  with  mutual  flood  insurance  companies.  It  was 
brought  to  the  committee’s  attention  that  some  mutual  flood  insurance 
companies  (including  reciprocal  exchanges)  operate  on  a  premium 
deposit  system  quite  similar  to  that  employed  by  factory  mutual  fire 
insurance  companies.  Because  of  the  similarity  of  their  method  of 
operation,  your  committee  has  concluded  that  these  companies  should 
be  taxed  in  the  same  manner  as  factory  mutual  fire  insurance  com- 
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panies.  Accordingly,  your  committee  has  amended  the  House  bill 
to  provide  that  mutual  flood  insurance  companies  are  to  be  taxed 
under  the  rules  also  made  applicable  by  this  bill  to  factory  mutual 
fire  insurance  companies.  Under  these  rules  these  flood  insurance 
companies  are  to  determine  their  underwriting  income  on  the  basis  of 
their  schedule  of  premium  absorptions.  Of  course,  these  companies 
will  also  be  required  to  increase  the  amount  of  their  absorbed  premiums 
by  2  percent  of  the  amount  actually  absorbed. 

The  second  amendment  provides  that  a  mutual  company  which 
experienced  underwriting  losses  in  each  of  5  out  of  the  6  years  imme¬ 
diately  preceding  1963  is  to  be  provided  a  special  5-year  carryover 
of  the  excess  of  underwriting  losses  over  underwriting  gains  during 
the  6-year  period.  This  exception  to  the  general  rule  of  the  bill  that 
underwriting  losses  may  not  be  carried  over  from  a  year  prior  to 
1963  will  prevent  a  company  with  a  long  history  of  unusual  loss  experi¬ 
ence  from  being  penalized  in  years  when  it  is  retaining  unusual 
amounts  of  underwriting  income  to  restore  its  reserves  to  their  normal 
level,  particularly  when  the  underwriting  losses  were  not  permitted 
to  be  taken  into  account  in  computing  taxable  income  in  the  6-year 
period.  In  cases  cited  to  the  committee,  to  which  this  provision 
applies,  some  mutual  insurance  companies  actually  paid  taxes  for  the 
6-year  period  in  excess  of  total  income  for  that  period. 

G.  General  explanation  of  provision 

Under  present  law  the  tax  on  a  mutual  fire  and  casualty  insurance 
company  is,  in  general,  the  greater  of  (1)  a  tax  at  the  ordinary  corpo¬ 
ration  rates  on  the  company’s  net  income  from  investments,  or  (2)  a 
tax  of  1  percent  of  its  gross  income  from  both  investments  and  pre¬ 
miums  less  dividends  to  policyholders.  Under  the  provisions  of  this 
bill  the  1-percent  alternative  tax  is  eliminated,  and  the  tax  is  computed 
at  the  ordinary  corporation  rates  on  the  company’s  total  income 
(investment  income  and  underwriting  income)  less  amounts  tempo¬ 
rarily  set  aside  in  a  protection  against  loss  account.  Underwriting 
income  of  these  insurance  companies  is  the  excess  of  earned  premiums 
over  insurance  losses  and  expenses  incurred  and  dividends  paid  to 

policyholders.  . 

There  are  special  provisions  for  companies  with  concentrated  risks, 
for  small  companies,  and  for  reciprocals  or  interinsurers.  The  bill 
also  removes  the  factory  mutuals  from  the  treatment  accorded  mutual 
casualty  companies  generally,  and  treats  them  as  if  they  were  stock 
companies,  with  special  provisions  for  determining  what  portion  of 
their  premium  deposits  is  to  be  viewed  as  earned  premiums. 

1.  Ordinary  mutual  fire  and  casualty  insurance  companies. — Under 
the  bill  taxable  income  of  mutual  insurance  companies  will  consist  of 
taxable  investment  income,  statutory  underwriting  income,  and 
certain  amounts  previously  set  aside  for  protection  against  losses. 
Statutory  underwriting  income,  as  used  in  the  bill,  is  underwriting 
income  after  a  special  deduction  for  protection  against  losses  of  an 
amount  equal  to  1  percent  of  insurance  losses  incurred  during  the 
year  and  25  percent  of  the  ordinary  underwriting  income. 

An  amount  equal  to  the  special  deduction  is  to  be  set  aside  for  5 
years  in  a  “protection  against  loss”  account  where  it  can  be  used 
only  for  offsetting  losses.  After  the  fifth  year,  if  the  amount  credited 
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to  the  protection  against  loss  account  has  not  been  absorbed  by  losses, 
the  portion  attributable  to  the  1  percent  of  losses  and  one-half  of  the 
portion  attributable  to  the  25  percent  of  underwriting  income  will  be 
withdrawn  from  the  account  and  included  in  taxable  income.  The 
other  one-half  of  the  amount  representing  the  25  percent  of  under¬ 
writing  income  is  retained  in  the  account  for  a  longer  period  as  a  cush¬ 
ion  against  extraordinary  losses. 

The  bill  limits  the  amount  which  may  be  accumulated  in  this 
account,  however.  The  amount  in  this  account  may  not  be  increased 
above  an  amount  which  at  the  end  of  any  year  is  more  than  10  percent 
of  the  earned  premiums  less  dividends  to  policyholders  for  that  year. 
If  a  greater  amount  were  already  in  the  account  at  the  beginning  of 
the  year,  the  account  would  not  be  reduced  (because  of  the  ceiling) 
below  this  amount. 

If  in  any  year  there  is  a  loss  from  underwriting  instead  of  a  gain, 
the  part  of  the  loss  resulting  from  the  payment  of  insurance  claims  and 
expenses  and  policy  dividends  would  be  offset  directly  against  taxable 
investment  income.  Any  amount  not  so  offset  and  other  losses  (those 
resulting  from  the  special  protection  against  loss  deduction)  would 
be  charged  against  the  protection  against  loss  account  on  a  first-in, 
first-out  basis.  Losses  charged  against  the  account  would  be  applied 
proportionately  to  amounts  representing  the  1  percent  of  losses 
incurred  and  the  25  percent  of  underwriting  income. 

If  in  any  year  there  is  an  extraordinary  underwriting  loss — more 
than  the  investment  income  for  that  year  and  the  entire  amount  in  the 
protection  against  loss  account — the  excess  will  be  treated  much  like 
an  ordinary  net  operating  loss,  to  be  carried  back  against  the  taxable 
income  of  the  3  preceding  years  or  carried  forward  (first  against 
amounts  added  to  the  protection  against  loss  account  and  then  against 
otherwise  taxable  income)  to  the  succeeding  5  years,  as  in  the  case 
with  any  corporation. 

In  computing  their  taxable  income,  mutual  companies  are  to  be 
allowed  an  unlimited  deduction  for  dividends  paid  to  policyholders, 
just  as  stock  companies  may  take  unlimited  deductions  for  their 
policy  dividends. 

Under  present  law,  mutual  insurance  companies  which  are  not  sub¬ 
ject  to  the  1-percent  alternative  tax  are  allowed  a  special  exemption 
of  $3,000,  with  the  tax  on  taxable  incomes  between  $3,000  and  $6,000 
gradually  increasing  until  the  exemption  completely  vanishes  when 
taxable  income  reaches  $6,000.  The  bill  increases  this  special  exemp¬ 
tion  (applicable  to  the  new  total  of  investment  and  underwriting 
income)  to  $6,000  in  the  case  of  mutual  companies  taxable  under  the 
general  rules  of  the  bill.  There  also  is  a  gradually  increasing  tax  on 
taxable  incomes  between  $6,000  and  $12,000,  so  the  exemption 
vanishes  when  taxable  income  reaches  $12,000. 

Example.— The  computation  of  taxable  income,  statutory  under¬ 
writing  gain  and  the  protection  against  loss  account  for  a  6-year 
period  with  successive  underwriting  gains,  may  be  illustrated  as 
follows,  assuming  the  simplified  facts  as  shown  in  the  following  table: 
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Year 

Taxable 

investment 

income 

Underwrit¬ 
ing  income 

Insurance 

losses 

incurred 

Additions  to 
protection 
against  loss 
account 

$10 

$12 

$700 

$7+$3  ($10) 

11 

16 

800 

8+  4  (12) 

12 

12 

600 

6+  3  (9) 

13 

20 

600 

6+  5  (11) 

14 

24 

900 

9+  6  (15) 

15 

20 

1,000 

10+  5  (15) 

For  1963  the  statutory  underwriting  income  would  be  $2,  the  under¬ 
writing  income  of  $12  minus  the  1  percent  of  incurred  losses  ($7)  and 
the  25  percent  of  the  underwriting  income  ($3)  credited  to  the  pro- 
tection  against  loss  account.  The  taxable  income  would  be  $12,  the 
sum  of  the  taxable  investment  income  and  the  statutory  underwriting 
income  For  1964  the  statutory  underwriting  income  would  be  $4  and 
the  taxable  income  $15;  for  1965  corresponding  figures  would  be 
$3  and  $15;  for  1966,  $9  and  $22;  and  for  1967,  $9  and  $23. 

For  1968  the  statutory  underwriting  income  would  be  $5  ($-U 
minus  $10  minus  $5),  but  there  would  be  included  in  taxable  income 
an  amount  equal  to  the  first  item  added  to  the  protection  against  loss 
account  in  1963  ($7),  and  half  of  the  second  item  ($1.5),  so  that  for 
1968  the  taxable  income  would  be  $28.5,  the  sum  of  the  taxable 
investment  income  ($15),  the  statutory  underwriting  income  ($5), 
and  the  $8.5  withdrawn  from  the  protection  against  loss  account 

At  the  end  of  1968,  therefore,  the  total  amount  m  the  protection 
aoainst  loss  account  would  be  $63.5 — amounts  totaling  $62  added  for 
1964  and  the  4  following  years  which  wall  be  available  to  onset  losses 
occurring  during  the  next  5  years,  and  a  residual  $1.5  from  1963  to 
offset  any  loss  which  exceeded  the  entire  amount  m  the  account  other 

If  in  the  preceding  example,  for  1966  there  had  been  an  underwrit¬ 
ing  loss  of  $30  (excluding  the  protection  against  loss  deduction)  and 
insurance  losses  incurred  had  still  been  $600  the  deduction  added  to 
the  protection  against  loss  account  would  thus  have  been  1  percent 
of  $600  or  $6  and  the  statutory  underwriting  loss  would  be  $3b.  in 
that  case  the  portion  of  the  loss  not  resulting  from  the  protection 
against  loss  deduction  ($30)  would  be  offset  agamst  the  taxable  in¬ 
vestment  income  of  $13,  the  taxable  income  for  1966  thus  being  zero. 
The  remaining  portion  of  the  loss  ($23)  would  be  charged  agamst  the 
protection  agamst  loss  account,  the  $10  added  to  that  account  m ^  1963 
and  the  $12  added  in  1964  being  eliminated,  and  of  the  1965  addition 
there  would  remain  $5.33  and  $2.67.  In  that  case  there  would  be 
nothing  from  the  protection  against  loss  account  to  be  mcluded  m 
taxable  income  for  1968  or  1969. 

Under  the  bill,  as  passed  by  the  House  and  approved  by  your 
committee,  the  rules  applicable  to  mutual  fire  and  casualty  companies 
accruing  market  discount  on  bonds  are  changed.  Lnder  present  law- 
all  mutual  fire  and  casualty  companies  (and  life  insurance  companies) 
are  required  to  accrue  each  year  a  ratable  portion  of  market  discoun 
on  bonds  and  pay  tax  thereon  at  ordinary  income  tax  rates  (Kev.  Kul. 
60-210-  1960-1  CB  38).  Stock  fire  and  casualty  insurance  companies, 
on  the  other  hand,  are  not  required  to  accrue  such  discount  but  when 
the  bond  is  sold  or  redeemed  they  are  required  to  pay  tax  on  tne 
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amount  of  gain  resulting  from  market  discount  at  capital  gains  rates 
(if  the  bond  is  held  for  more  than  6  months).  Since  under  the  gen¬ 
eral  rule  of  the  bill  the  starting  point  in  computing  “mutual  insurance 
company  taxable  income”  is  the  gross  income  computed  as  if  the  tax¬ 
payer  were  a  stock  company,  the  effect  is  to  treat  market  discount  on 
bonds  for  mutual  companies,  other  than  the  small  companies  taxable 
on  investment  income  only)  as  it  is  treated  by  the  stock  companies. 

3.  Casualty  companies  with  concentrated  windstorm,  etc.,  risks. — As 
stated  above,  most  mutual  insurance  companies  will  report  and  pay 
a  tax  currently  on  the  underwriting  income  remaining  after  transfer¬ 
ring  to  the  protection  against  loss  account  25  percent  of  underwriting 
income  plus  1  percent  of  incurred  losses.  With  respect  to  certain 
insurance  companies  whose  risks  are  primarily  from  losses  from  wind¬ 
storm,  hail,  flood,  earthquake,  or  similar  natural  hazard,  and  are 
concentrated  in  one  State,  or  within  200  miles  of  any  point  selected 
annually  by  the  taxpayer,  the  bill  permits  deferral  of  more  than  25 
percent  of  underwriting  income.  The  percentage  of  underwriting 
income  which  can  be  credited  to  the  account  in  such  a  case  is  deter¬ 
mined  by  dividing  the  premiums  earned  on  insurance  contracts  covering 
the  risks  in  the  designated  area  by  total  premiums  earned  by  the  insur¬ 
ance  company.  If  this  does  not  exceed  40  percent,  the  regular  rule 
is  used.  If  it  does,  the  normal  deduction  of  25  percent  of  underwrit¬ 
ing  income  is  increased  by  the  excess  percentage  points  over  40  per¬ 
cent.  Thus,  under  this  rifle,  a  company  which  has  80  percent  of  its 
windstorm,  etc.,  risks  insured  in  one  State  (or  in  a  circle  having  a  400- 
mile  diameter)  would  be  permitted  to  transfer  65  percent  (the  regular 
25  percent  plus  40  percent)  of  its  underwriting  income  to  the  protec¬ 
tion  against  loss  account.  (However,  concentration  of  risks  will  not 
serve  to  permit  a  larger  percentage  of  incurred  losses  to  be  credited  to 
the  protection  against  loss  account.) 

The  overall  limitation  on  the  protection  against  loss  account  of  10 
percent  of  premiums  less  policy  dividends  for  the  year  is  not  to  applv 
to  the  amount  of  underwriting  income  in  excess  of  25  percent  which 
these  concentrated  risk  companies  add  to  their  protection  against  loss 
account.  If  it  did  apply  it  would  defeat  the  objective  of  allowing  a 
greater  portion  of  underwriting  income  to  be  set  aside.  In  applying 
the  ceiling  the  concentrated  risk  company  is  to  be  treated  as  if  it  had 
transferred  only  25  percent  of  its  underwriting  income  to  the  account. 

4-  Small  companies. — Under  the  bill,  small  mutual  fire  and  casualty 
insurance  companies  (those  whose  total  receipts — gross  investment 
income,  excluding  capital  gains,  plus  premiums — exceed  $150,000  but 
do  not  exceed  $600,000)  are  not  taxed  on  underwriting  income.  As 
under  present  law,  these  companies  will  continue  to  pay  tax  on  in¬ 
vestment  income  only  (with  no  deduction  for  underwriting  losses) 
but  the  alternative  1 -percent  tax  will  no  longer  apply.  The  special 
exemption  of  $3,000,  with  the  “notch”  rates  applying  to  taxable 
incomes  between  $3,000  and  $6,000,  also  will  continue  in  effect. 

Despite  the  treatment  for  these  small  companies  described  above, 
the  bill  permits  them  to  elect  to  be  taxed  on  total  income,  including 
underwriting  income,  in  the  same  manner  as  other  mutual  companies, 
and  such  an  electing  company  will  similarly  be  allowed  to  deduct 
underwriting  losses.  Presumably  the  existence,  or  expectation,  of 
underwriting  losses  would  be  the  primary  reason  for  making  this  elec¬ 
tion.  The  election,  once  made,  cannot  be  changed  without  the  consent 
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of  the  Treasury  Department.  On  the  other  hand,  a  small  mutual 
company  which  becomes  taxable  under  the  general  rules  because  its 
gross  investment  income  plus  premiums  exceed  $600,000  in  a  taxable 
year,  again  will  be  taxed  as  a  small  company  if  its  income  falls  below 
this  level,  if  one  condition  is  met.  If,  while  it  was  taxed  under  the 
regular  formula  it  was  required  to  credit  a  portion  of  its  underwriting 
income  to  the  protection  against  loss  account,  this  amount  must  be 
taken  into  income  and  a  tax  paid  on  it  before  the  small  company 
treatment  will  again  apply.  To  provide  consistent  tax  treatment  for 
these  small  companies,  the  bill  does  not  permit  loss  carrybacks  or 
carryovers  to  be  carried  to,  from,  or  over  a  year  in  which  the  company 
was  taxable  as  a  small  company. 

In  the  case  of  mutual  fire  or  casualty  insurance  companies  whose 
total  receipts  are  between  $600,000  and  $1,200,000,  the  bill  provides 
a  special  vanishing  deduction  which  is  to  apply  to  underwriting 
income  only.  For  a  company  whose  total  receipts  are  $600,000, 
the  special  deduction  will  be  $6,000.  As  total  receipts  increase,  the 
$6,000  deduction  decreases  and  finally  vanishes  when  total  receipts 
of  the  company  equal  $1,200,000. 

5.  Reciprocal  underwriters  and  interinsurers. — Under  the  bill,  recip¬ 
rocal  underwriters  and  interinsurers  are  in  general  taxed  in  the  same 
way  as  ordinary  mutuals,  with  two  important  exceptions. 

First,  reciprocal  underwriters  and  interinsurers  may  elect  to  take 
into  account  the  income  of  the  attorney-in-fact  which  is  attributable 
to  the  insurance  business  of  the  reciprocal.  It  accomplishes  this  by 
not  deducting  that  part  of  the  fee  paid  to  the  attorney-in-fact  which 
is  equivalent  to  the  attorney-in-fact’s  profit  from  the  insurance 
operation.  This  election  may  be  made,  however,  only  if  the  attorney- 
in-fact  is  a  corporation  which  keeps  its  records  on  the  same  basis  as 
the  reciprocal  and  certain  other  requirements  are  met. 

An  election  by  a  reciprocal  is  never  to  reduce  income  taxes  of  the 
attorney-in-fact.  The  attorney-in-fact  will  continue  to  determine 
its  tax  just  as  it  does  under  present  law  except  that  it  must  identify 
income  and  expense  items  attributable  to  the  insurance  business  of 
the  reciprocal. 

An  electing  reciprocal  will  compute  its  tax  liability  on  the  com¬ 
bined  income,  under  your  committee’s  amendments,  by  applying  the 
formula  of  this  bill  to  the  combined  underwriting  income.  As  an 
offset  to  the  increased  tax  due  to  the  inclusion  of  the  income  of  the 
attorney-in-fact,  the  reciprocal  may  take  tax  credit  for  the  tax  paid 
by  the  attorney-in-fact  with  respect  to  its  income  from  insurance 
operations.  (Under  certain  circumstances  this  may  result  in  a  refund 
to  the  reciprocal.) 

If  the  combined  underwriting  account  of  the  reciprocal  and  its 
attorney-in-fact  shows  a  loss  the  ordinary  rules  of  the  bill  for  charging 
it  are  to  apply.  Thus,  the  loss  would  be  charged  first  to  investment 
income  if  it  is  from  the  payment  of  claims,  policy  dividends  or  expenses, 
or  to  the  protection  against  loss  account  of  the  reciprocal  if  it  is  a  loss 
created  by  the  special  loss  protection  deduction. 

The  inclusion  of  the  income  of  the  attorney-in-fact  in  the  income 
of  the  reciprocal  permits  the  reciprocal  to  set  aside  a  larger  portion 
of  income  in  the  protection  against  loss  account  than  it  otherwise 
could,  since  25  percent  of  the  combined  income  is  thus  set  aside. 
Your  committee  believes  this  amendment  is  necessary  to  give  policy- 
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holders  of  a  reciprocal  company  much  the  same  protection  as  that 
given  to  the  policyholders  of  an  ordinary  mutual  company.  However, 
a  reciprocal,  under  your  committee’s  amendment,  must  after  5  years 
restore  to  income  all  of  the  amount  added  to  the  protection  against 
loss  account  which  was  attributable  to  the  income  of  the  attorney-in- 
fact  which  has  not  in  the  interval  been  absorbed  by  losses. 

The  second  special  feature  of  the  bill  relating  to  reciprocal  under¬ 
writers  or  interinsurers  permits  them  to  deduct  savings  credited  to 
individual  subscribers’  accounts  (in  the  same  manner  as  policyholder 
dividends  paid  in  cash)  if  the  company  is  obligated  to  pay  those 
amounts  promptly  to  the  subscriber  if  he  terminates  his  contract. 
This  is  provided  because  the  “pure,”  or  “classical,”  reciprocal  or 
interinsurer  typically  credits  the  account  of  each  policyholder  with 
savings  attributable  to  his  contract  and  because  the  policyholder  has 
a  legal  right  to  receive  the  amount  so  credited  if  he  withdraws  from 
the  exchange.  Because  amounts  credited  to  the  account  of  an  indi¬ 
vidual  subscriber  represent  reductions  to  him  in  the  cost  of  insurance, 
the  bill  provides  that  for  income  tax  purposes  the  subscriber  must 
reflect  this  reduction  when  the  credit  is  made. 

This  deduction  for  credited  savings,  as  stated  above,  is  to  be  avail¬ 
able  only  in  case  of  so-called  “pure”  or  “classical”  reciprocals  or 
interinsurers  where  the  credits,  as  a  matter  of  actual  practice,  are 
paid  to  policyholder  subscribers  who  terminate  their  contracts.  An 
ordinary  reciprocal  which  may  nominally  meet  the  requirement  of 
the  statute  would  not  be  entitled  to  this  deduction  where  savings 
credited  to  subscribers  are  not  in  fact  returned  to  them  when  they 
terminate  their  policies. 

6.  Factory  mutual  insurance  companies. — The  bill  amends  the  law 
with  respect  to  factory  mutual  insurance  companies  in  two  important 
respects.  First,  commencing  in  1963,  these  companies  will  be  treated 
for  tax  purposes  as  if  they  were  stock  companies.  This  means  that 
they  will  report  their  underwriting  income  in  full  in  the  year  earned, 
and  their  underwriting  losses  after  1962  will  be  deductible  in  full. 

Secondly,  the  method  of  computing  premium  income  of  factory 
mutuals  is  modified  to  conform  more  closely  to  the  actual  operation 
of  these  companies.  This  is  accomplished  by  permitting  them  to 
determine  their  premium  income  on  the  basis  of  their  schedule  of 
absorbed  premium  deposits.  The  amount  thus  determined  is  then  to 
be  increased  under  the  bill  by  2  percent  of  absorbed  premiums  for 
income  tax  purposes.  For  example,  a  factory  mutual  might  require 
a  premium  deposit  of  $1,000  and  its  experience  indicates  it  will  absorb 
12  percent  of  the  premium  deposit  each  year  during  the  term  of  the 
policy.  Under  existing  law,  in  the  case  of  a  3-year  policy,  the  factory 
mutual  would  realize  earned  premiums  of  $333.33  each  year  (one- 
third  of  the  premium  deposit)  and  would  deduct  returns  to  policy¬ 
holders  as  if  they  were  dividends.  Actually,  however,  the  factory 
mutual  absorbs  only  12  percent  of  the  premium  deposit,  or  $120  each 
year.  Under  the  bill,  this  factory  mutual  will  report  for  income  tax 
purposes  $122.40  ($120  plus  2  percent  of  $120).  This  bill  also  provides 
for  an  adjustment  in  the  unearned  premium  account  of  the  factory 
mutual  for  returns  of  unabsorbed  premium  deposits  to  policyholders 
upon  termination  of  their  policies.  This  return  of  unabsorbed 
premium  deposit  is  viewed  as  analogous  to  a  dividend  or  a  payment 
similar  to  a  dividend. 
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7.  Mutual  marine  insurance  companies. — Mutual  marine  insurance 
companies  have  been  taxed  as  stock  insurance  companies  for  many 
years  and  your  committee’s  bill  continues  this  treatment  for  them. 
However,  a  question  has  arisen  as  to  whether  such  a  company,  if 
previously  taxed  as  a  mutual  marine  company,  should  continue  to  be 
so  taxed.  Your  committee  believes  that  under  existing  law  a  taxpayer 
which  has  always  filed  its  returns  as  a  mutual  marine  company  should 
be  treated  as  such  for  all  years  without  regard  to  whether  marine 
premiums  still  constitute  its  predominant  source  of  premium  income. 
In  order  to  clarify  the  law,  and  foreclose  the  possibility  that  a  mutual 
company  may  be  taxed  under  different  sections  in  different  years,  in 
lieu  of  a  definition,  your  committee’s  bill  provides  that  any  mutual 
marine  insurance  company  which  was  taxed  as  a  stock  company  for 
a  period  of  at  least  5  years  may  elect  to  continue  to  be  so  taxed.  The 
phrase  "whether  or  not  marine  insurance  is  its  predominant  source  of 
premium  income”  is  intended  to  make  clear  that  a  company  which  has 
been  taxed  as  a  mutual  marine  company,  and  which  has  always  filed  its 
returns  as  a  mutual  marine  company,  may  be  treated  as  a  stock  com¬ 
pany  for  all  such  years,  even  though  marine  insurance  is  no  longer 
its  predominant  source  of  premium  income. 

8.  Special  transitional  loss  deduction. — -Your  committee  has  added 
a  new  provision  to  the  House  bill  under  which  mutual  insurance 
companies  which  have  experienced  a  long  and  unusual  period  of 
underwriting  losses  will  be  permitted  to  take  those  losses  into  account 
in  determining  their  taxable  income.  Companies  qualifying  foi  this 
treatment  are  those  who  have  incurred  underwriting  losses  in  at  least 
5  out  of  the  6  taxable  years  preceding  1963.  Companies  which 
qualify  for  this  treatment  may  deduct  the  excess  of  their  underwriting 
losses  over  underwriting  gains  for  the  6-year  period  in  the  years  1963 
through  1967.  This  5-year  period  is  the  same  as  the  5-year  carry¬ 
forward  provision  of  present  law  which  applies  in  the  case  of  net 
operating  losses,  ^iour  committee  felt  that  this  treatment  is  justified 
because  "companies  with  long  unfortunate  loss  experience  must  of 
necessity  retain  additional  amounts  of  underwriting  income  to  rebuild 
their  reserves  to  a  safe  level.  In  the  absence  of  this  provision,  these 
companies  would  be  subjected  to  tax  on  an  unusually  high  proportion 

of  underwriting  income.  _  . 

9.  Exemption  jor  small  mutual  insurance  companies—  xour  com¬ 

mittee  also  has  added  a  new  provision  to  the  House  bill  which  increases 
the  limitation  on  tax  exemption  for  small  mutual  insurance  companies 
from  $75,000  to  $150,000.  Increasing  this  limitation  will  provide 
complete  tax  exemption  for  approximately  160  additional  small 
mutual  insurance  companies,  many  of  which  are  of  the  pure  assess¬ 
ment  type.  .  .  .  , ,  , 

10.  Mutual  flood  insurance  companies— Another  provision  added 
to  the  House  bill  by  your  committee  requires  mutual  flood  insurance 
companies  to  be  taxed  under  the  stock  formula  in  the  same  manner 
as  mutual  fire  insurance  companies  issuing  policies  for  which  the 
premium  deposits  are  the  same  regardless  of  the  length  of  the  term 
for  which  the  policies  are  issued  if  the  unabsorbed  portion  of  the 
premium  is  returned  to  the  insured  upon  termination  of  the  policy. 
This  same  rule  (as  explained  in  par.  6,  above)  applies  also  to  factory 
mutual  insurance  companies. 
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11.  Effective  dates.- — -The  amendments  made  by  this  section  are  to 
apply  with  respect  to  taxable  years  beginning  after  December  31,  1962, 
except  that  the  amendment  relating  to  mutual  marine  insurance 
companies  is  to  apply  to  taxable  years  beginning  after  December  31, 
1961. 

IX.  DOMESTIC  CORPORATIONS  RECEIVING  DIVIDENDS 
FROM  FOREIGN  CORPORATIONS 

(Sec.  9  of  the  bill  and  secs.  902  and  78  of  code) 

A.  Reasons  for  provision 

The  Secretary  of  the  Treasury  in  his  appearance  before  your  com¬ 
mittee  stated  that  foreign  income  received  by  domestic  corporations 
in  the  form  of  dividends — 

is,  in  effect,  deducted  from  taxable  profits  in  computing  the  U.S.  tax,  but  a  good 
share  of  it  is  also  allowed  as  a  credit  against  the  U.S.  tax  liability. 

He  termed  this  an  unjustified  tax  advantage  and  recommended  that, 
as  provided  in  the  House  bill,  it  be  eliminated. 

The  problem  arises  when  the  foreign  tax  rate  is  below  the  U.S.  tax 
rate  and  results  from  the  fact  that  the  amount  paid  in  foreign  taxes 
not  only  is  allowed  in  part  as  a  credit  in  computing  the  U.S.  tax  of  the 
corporation  receiving  the  dividend,  but  also  is  in  effect  allowed  as  a 
deduction  (since  the  dividends  can  only  be  paid  out  of  income  remaining 
after  payment  of  the  foreign  tax). 

The  problem  can  be  illustrated  by  assuming  that  a  foreign  govern¬ 
ment  imposes  a  30-percent  tax  with  respect  to  $1,000  of  income  of  a 
corporation.  This  would  leave  $700  of  the  $1,000  out  of  which  a 
dividend  could  be  paid  to  a  U.S.  parent  corporation.  If  the  ap¬ 
plicable  U.S.  tax  rate  is  52  percent,  the  American  tax  on  this  $700 
before  the  allowance  of  any  foreign  tax  credit  would  be  $364.  On  the 
other  hand,  if  the  $1,000  of  income  had  been  earned  by  a  branch  of 
the  U.S.  corporation,  the  entire  $1,000  would  be  subject  to  U.S.  tax 
before  allowance  of  any  foreign  tax  credit.  Thus,  in  this  case  the 
tentative  U.S.  tax  would  be  $520,  or  $156  more  than  in  the  case  of  the 
foreign  subsidiary. 

In  the  case  of  the  foreign  subsidiary,  the  foreign  tax  allowed  as  a 
credit  is  limited  to  the  same  proportion  of  the  tax  which  the  income 
included  in  the  American  tax  base  is  of  the  total  income.1  Thus,  the 
allowable  credit  in  the  case  of  the  foreign  subsidiary  is  limited  to 
seven-tenths  of  the  $300  or  $210.  As  a  result  the  final  U.S.  tax 
on  the  dividend  is  $154  ($364  minus  $210).  This  U.S.  tax  of  $154, 
plus  the  foreign  tax  of  $300,  results  in  a  total  tax  of  $454,  which  is 
$66  less  than  the  full  $520  tax  which  would  be  paid  bv  a  domestic 
corporation  operating  in  this  country,  or  operating  abroad  through  a 
branch.2  This  example  is  summarized  in  table  4  below. 

1  This  is  the  result  of  the  decision  in  American  Chide  Company  v.  U.S.,  316  U.S.  450  (1942). 

2  As  indicated  above,  the  U.S.  tax  before  credit  in  the  case  of  the  branch  would  be  $520.  After  allowing 
the  $300  foreign  tax  credit  in  this  case,  the  final  U.S.  tax  would  be  $220  which,  with  the  $300  of  foreign  tax 
means  a  total  tax  of  $520. 
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Table  4. —  The  computation  of  corporate  taxes  on  foreign  income 


Existing 

law 

Proposed 

law 

Dollars 

100.0 

Dollars 

100 

30.0 

30 

70.0 

70 

30 

36.4 

52 

21.0 

30 

15.4 

22 

45.4 

52 

The  size  of  this  tax  differential  which  exists  in  the  case  of  dividends 
from  foreign  subsidiaries  at  the  present  time  varies  with  the  size  of 
the  foreign  tax  rate.  As  shown  in  table  5,  the  tax  differential  dis¬ 
appears  either  when  the  foreign  tax  rate  equals  or  exceeds  the  U.S. 
tax  or  when  there  is  no  foreign  tax  imposed  at  all.  The  maximum 
tax  differential,  given  a  52-percent  U.S.  tax  rate,  occurs  when  the 
foreign  tax  rate  is  half  that,  or  26  percent.  The  differential  at  this 
point  is  6.7  percentage  points.3  Where  dividends  are  received  bv  a 
domestic  corporation  from  its  foreign  subsidiary,  which  in  turn  lias 
received  its  income  from  another  foreign  subsidiary,  the  maximum 
tax  differential  (given  the  52-percent  U.S.  tax  rate)  amounts  to  11.93 
percentage  points. 


Table  5. — Rate  differential  enjoyed  with  respect  to  dividends  from  foreign  subsidiaries 
with  various  selected  foreign  income  tax  rates  and  present  52-percent  U.S.  rate 


Income  before 
tax 

Foreign 

tax 

Income 
available 
for  divi¬ 
dend 

U.S. tax 
before 
credit 

Credit 
against 
U.S.  tax 

U.S.  tax 

Total  tax 

Rate  dif¬ 
ferential 
enjoyed  by 
foreign 
subsidiary 

$100  _ 

0 

$100 

$52. 00 

0 

$52.00 

$52.00 

Percentage 

points 

0 

$100 

$5 

95 

49.40 

$4.75 

44. 65 

49. 65 

2. 35 

$100 

10 

90 

46.80 

9.00 

37.80 

47.80 

4.20 

$100 

20 

80 

41.60 

16.00 

25.60 

45.  60 

6.  40 

$100 

26 

74 

38.48 

19. 24 

19.24 

45.24 

6. 76 

$100 _ 

$100 

30 

70 

36.40 

21.00 

15.40 

45.40 

6.60 

40 

60 

31.20 

24.00 

7.20 

47.20 

4.  80 

$100 

50 

50 

26.00 

25.00 

1.00 

51.00 

1.00 

$100 . . 

52 

48 

24.96 

24.96 

0 

52.00 

0 

Two  relatively  minor  technical  corrections  recommended  by  the 
administration  are  also  included  in  the  House  bill.  One  ol  these 
involves  the  repeal  of  a  subsection  (sec.  902(d))  of  one  of  the  foreign 
tax  credit  provisions,  which  makes  the  foreign  tax  credit  available  in 
limited  cases  with  respect  to  royalty  income  received  from  a  foreign 
subsidiary.  This  royalty  income  is  entitled  to  this  foreign  tax  credit 
only  where  the  domestic  corporation  owns  all  of  the  stock  of  the  sub¬ 
sidiary.  The  provision  granting  this  treatment  in  the  case  of  royalty 
income  was  adopted  in  1954  in  order  to  grant  relief  in  a  case  where, 
because  of  currency  exchange  restrictions,  a  corporation  was  pro¬ 
hibited  from  distributing  its  earnings.  The  retention  of  this  provision 
would  have  the  effect  of  allowing  a  foreign  tax  credit  before  actual 
dividend  distributions  have  been  made. 

3  The  tax  differential  represents  the  difference  between  the  U.S.  and  foreign  tax  rates,  multiplied  by  the 
income  omitted  from  the  U.S.  tax  base. 
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Second,  the  House  bill  also  follows  a  recommendation  of  the  admin¬ 
istration  relating  to  the  interrelationship  of  the  foreign  tax  credit  and 
the  intercorporate  dividends  received  deduction.  The  problem  arises 
here  where  a  foreign  corporation  derives  50  percent  or  more  of  its 
income  from  sources  within  the  United  States.  In  such  a  case  a 
domestic  corporation  receiving  dividends  from  it  is  eligible  for  the  85- 
percent  intercorporate  dividends  received  deduction  with  respect  to 
the  proportion  of  the  income  determined  to  be  from  sources  within  the 
United  States.  However,  all  of  the  remaining  income  is  treated  as 
income  from  sources  without  the  United  States  for  which  a  foreign 
tax  credit  is  available,  including  the  15-percent  amount  remaining 
after  the  allowance  of  the  intercorporate  dividends  received  deduction 
which,  for  that  purpose,  was  treated  as  income  from  sources  within 
the  United  States.  The  House  bill  provides  that  this  15  percent  of 
domestic  source  income,  remaining  after  the  dividend  received  deduc¬ 
tion  is  allowed,  retains  its  domestic  source  character  rather  than  being 
reclassified  as  foreign  source  income  for  purposes  of  the  foreign  tax 
credit. 

B.  Comparison  of  committee  amendments  with  House  provision 

Your  committee  agrees  with  the  House  that,  as  a  result  of  including 
only  dividend  income  in  the  tax  base  and  at  the  same  time  allowing  a 
foreign  tax  credit,  the  full  U.S.  tax  is  not  paid  on  most  dividend  income 
received  by  domestic  corporations  from  foreign  corporations.  Your 
committee  agrees  with  the  House  that  in  the  case  of  dividend  income 
received  from  developed  countries,  there  is  no  reason  for  this  tax 
differential.  Therefore,  except  in  the  case  of  income  received  from 
“less  developed  country  corporations”  it  has  provided,  as  does  the 
House  bill,  that  where  a  taxpayer  elects  the  foreign  tax  credit  he  must 
increase,  or  “gross-up,”  his  U.S.  tax  base  by  including  in  it  the  amount 
of  foreign  income  paid  in  taxes  to  the  extent  related  to  the  dividend 
received.  Thus,  in  the  example  cited  in  part  A,  above,  the  tentative 
U.S.  tax  would  be  computed  on  the  basis  of  $1,000,  instead  of  $700,  and 
then  the  full  $300  of  foreign  tax  would  be  allowed  as  a  foreign  tax 
credit  in  the  same  way  as  in  the  case  of  branches  of  U.S.  corporations. 

In  the  case  of  corporations  deriving  most  of  their  income  from  less 
developed  countries,  however,  your  committee  concluded  that  it  would 
be  inappropriate  at  this  time  to  raise  the  effective  rate  of  combined 
American-foreign  tax  since  this  would  discourage  new  investments  in 
such  countries.  1  our  committee  believes  that  to  discourage  such 
investments  at  this  time  would  be  contrary  to  our  national  policy. 

The  term  “less  developed  country  corporation”  for  purposes  of  this 
provision  has  the  same  definition  as  in  section  12,  but  here  also  is 
defined  to  include  certain  holding  companies  not  included  in  the  defi¬ 
nition  in  section  12.  In  general  terms,  a  less  developed  country  cor¬ 
poration  is  a  corporation  organized  under  the  laws  of  a  less  developed 
county,  which  is  engaged  in  the  active  conduct  of  a  trade  or  business, 
which  derives  80  percent  of  its  gross  income  from  sources  within  less 
developed  countries,  and  which  has  80  percent  in  value  of  its  assets 
invested  in  a  trade  or  business  in  a  less  developed  country  and  certain 
other  assets  consistent  with  the  carrying  on  of  this  trade  or  business. 
Certain  shipping  and  aircraft  corporations  also  qualify.  A  third  cate¬ 
gory  of  corporations  which  for  purposes  of  this  one  provision  also 
qualify  as  less  developed  country  corporations  consist  of  foreign  hold- 
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ing  companies  (wherever  incorporated)  which  own  10  percent  or  more 
of  the  stock  in  less  developed  country  corporations  and  which  receive 
80  percent  or  more  of  their  gross  income  from  sources  within  less 
developed  countries  and  have  80  percent  or  more  in  value  of  their 
assets  invested  in  the  same  manner  as  other  less  developed  country 
corporations. 

Your  committee  has  accepted  the  other  two  amendments  made  by 
the  House  bill  without  change;  namely,  that  relating  to  the  deletion 
of  the  provision  treating  royalty  income  in  certain  cases  as  dividends 
from  a  foreign  subsidiary  and  that  treating  all  income  eligible  for 
the  domestic  intercorporate  dividends  received  deduction  as  domestic 
rather  than  foreign  income  for  purposes  of  the  foreign  tax  credit. 

C.  General  explanation  of  provision 

1.  Provision  for  “gross-up”  except  in  the  case  of  less  developed  country 
corporations.— Your  committee’s  amendments  provide  that,  except 
in  the  case  of  less  developed  country  corporations,  if  a  domestic  corpo¬ 
ration  elects  to  take  a  foreign  tax  credit  (rather  than  a  deduction  for 
foreign  taxes),  it  must  include  in  its  gross  income  an  amount  equal  to 
the  taxes  of  its  subsidiary  (or  an  amount  equal  to  the  taxes  of  its 
subsidiary’s  subsidiary)  which  it  is  considered,  or  deemed,  to  have 
paid,  for  purposes  of  the  foreign  tax  credit  provision,  with  respect  to 
the  dividend  income  received  (or  treated  as  having  been  received 
under  sec.  12  below).  Thus,  for  a  domestic  corporation  to  claim  a 
foreign  tax  credit  for  foreign  taxes  paid  by  its  subsidiary  which  is  not 
a  less  developed  country  corporation,  or  a  subsidiary  of  that  sub¬ 
sidiary,  it  must  "gross-up”  its  dividend  income  received  by  the  amount 
of  the  foreign  income,  etc.,  taxes  attributable  to  it. 

Your  committee’s  bill  also  rewrites  the  rules  of  present  law  which 
determine  the  portion  of  the  foreign  taxes  which  are  treated  as  being 
attributable  to  dividend  income  received  from  a  10-percent-owned 
subsidiary  which  is  not  a  less  developed  country  corporation  and  from 
one  which  is  a  less  developed  country  corporation. 

In  the  case  of  a  subsidiary  which  is  not  a  less  developed  country 
corporation,  all  of  the  foreign  income,  etc.,  taxes  can  be  allowed  as  a 
credit  since  in  this  case  the  entire  earnings  before  tax  are  taken  into 
account  by  the  domestic  corporation.  In  the  case  of  dividends  re¬ 
ceived  from  less  developed  country  corporations  only  the  portion  of  the 
foreign  income,  etc.,  taxes  attributable  to  the  accumulated  earnings 
and  profits  after  foreign  taxes  can  be  allowed  as  a  credit  since  only 
these  earnings  and  profits  are  taken  into  income  by  the  domestic 
corporation.  This  continues  the  principles  laid  down  by  the  Supreme 
Court  in  American  Chicle  Co.  v.  United  States,  316  U.S.  450  (1942). 

As  imder  present  law,  if  a  10-percent-owned  foreign  corporation 
owns  50  percent  or  more  of  another  foreign  corporation,  a  foreign 
tax  credit  is  allowed  with  respect  to  foreign  taxes  paid  by  the  second 
tier  foreign  corporation  to  the  extent  the  dividends  received  by  the 
domestic  corporation  are  attributable  to  those  paid  by  the  second 
tier  corporation.  Under  your  committee’s  amendments  dividends 
received  by  a  domestic  corporation  are  either  “grossed  up”  or  not 
“grossed  up”  in  such  cases  on  the  basis  of  the  status  of  the  first  tier 
foreign  corporation.  Thus,  if  the  first  tier  foreign  corporation  is  a 
less  developed  country  corporation,  the  status  of  the  second  tier 
foreign  corporation  in  this  respect  is  immaterial  (except  insofar  as 
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the  distributions  by  it  to  the  first  tier  corporation  aid  or  hinder  the 
first  tier  foreign  corporation  in  qualifying  as  a  less  developed  country 
corporation).  Where  there  is  to  be  no  “gross-up”  at  the  second  tier 
level,  the  foreign  taxes  allocated  to  the  dividend  are  allocated  under 
rules  consistent  with  the  principles  set  forth  in  the  court  decision 
American  Chicle  Co.  v.  United  States. 

For  purposes  of  this  provision,  three  different  categories  of  corpora¬ 
tions  are  treated  as  “less  developed  country  corporations.”  The 
first  two  of  these  are  the  same  as  the  definition  of  a  less  developed 
country  corporation  for  purposes  of  section  12  below.  The  third 
category,  which  essentially  is  a  holding  company  for  one  or  more  less 
developed  country  corporations  is  an  additional  category  that  applies 
only  for  purposes  of  this  one  provision. 

A  less  developed  country  corporation  in  the  first  category  is  a  cor¬ 
poration  organized  under  the  laws  of  a  less  developed  country,  which 
is  engaged  in  the  active  conduct  of  a  trade  or  business,  derives  80 
percent  or  more  of  its  gross  income  from  sources  within  less  developed 
countries,  and  has  80  percent  or  more  of  its  assets  (in  terms  of  value) 
invested  in  a  manner  consistent  with  carrying  on  a  trade  or  business 
in  a  less  developed  country.  Thus,  this  80  percent  of  its  assets  must 
consist  of — 

(1)  Property  used  by  it  in  its  trade  or  business  in  less  developed 
countries; 

(2)  Money  and  bank  accounts; 

(3)  Stock  and  obligations  (having  a  maturity  of  5  years  or 
more  at  time  of  acquisition)  of  less  developed  country 
corporations  ; 

(4)  An  obligation  of  a  less  developed  country; 

(5)  Investments  required  because  of  restrictions  imposed  by 
less  developed  countries;  and 

(6)  Certain  U.S.  property,  such  as  U.S.  Government  bonds, 
money,  property  purchased  in  the  United  States  for  export,  etc., 
which,  although  having  a  U.S.  situs,  for  purposes  of  section  12 
below  are  excluded  from  the  definition  of  “U.S.  property.” 

The  second  category  of  corporation  classified  as  a  “less  developed 
country  corporation”  consists  of  certain  shipping  or  aircraft  companies. 
These  corporations  must  be  foreign  corporations  80  percent  or  more  of 
the  gross  income  of  which  arises  from — 

(1)  The  use  (or  hiring  or  leasing  for  use)  in  foreign  commerce  of 
aircraft  or  vessels  registered  under  the  laws  of  a  less  developed 
country; 

(2)  From  the  performance  of  services  directly  related  to  these 
aircraft  or  vessels; 

(3)  From  the  sale  or  exchange  of  such  vessels  or  aircraft; 

(4)  Dividends  and  interest  received  from  foreign  corporations 
which  are  themselves  less  developed  country  corporations  under 
the  definition  contained  in  this  category  and  in  which  the  corpo¬ 
ration  in  question  has  at  least  a  10-percent  stock  interest;  and 

(5)  Gain  from  the  sale  or  exchange  of  stock  or  obligations  of 
foreign  corporations  which  are  less  developed  country  corpo¬ 
rations. 

In  addition,  to  qualify  as  less  developed  country  corporations,  these 
shipping  or  aircraft  companies  must  have  80  percent  or  more  of  their 
assets  either  used  for  the  production  of  the  income  described  above, 
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or  consisting  of  property  which  although  having  a  situs  in  the  United 
States  is  not  considered  as  “U.S.  property”  under  the  exceptions  set 
forth  in  section  12. 

The  third  category  of  corporations  qualifies  as  less  developed 
country  corporations  only  for  purposes  ol  this  ‘‘gross-up”  provision. 
These  corporations  are  foreign  corporations  (which  may  or  may  not 
be  organized  under  the  laws  of  a  less  developed  country)  which  have 
at  least  a  10-percent  stock  interest  in  another  foreign  corporation 
which  is  a  less  developed  country  corporation  within  the  meaning  of 
the  first  category  specified  above.  In  addition,  the  foreign  corpora¬ 
tion  must  derive  80  percent  of  its  gross  income  from  sources  within 
less  developed  countries  and  80  percent  in  value  of  its  assets  must 
be  of  the  type  specified  in  category  No.  1,  above. 

2.  Dividends  from  U.S.  sources. — The  bill  amends  the  rules  used  in 
determining  whether  income  is  from  within  or  without  the  United 
States  in  the  case  of  a  foreign  corporation  which  has  received  50  per¬ 
cent  or  more  of  its  gross  income  for  the  3  prior  years  from  sources  with¬ 
in  the  United  States.  In  such  a  case,  the  85-percent  intercorporate 
dividends  received  deduction  is  available  with  respect  to  the  propor¬ 
tion  of  its  income  which  its  income  derived  from  sources  within  the 
United  States  bears  to  its  income  from  all  sources.  However,  under 
present  law  all  of  such  a  corporation’s  income,  to  the  extent  it  exceeds 
the  85-percent  deduction  allowed  for  intercorporate  dividends  re¬ 
ceived,  is  treated  (for  purposes  of  the  foreign  tax  credit)  as  income 
from  sources  without  the  United  States.  Thus,  the  15  percent  for 
which  no  intercorporate  dividends  received  deduction  is  allowed, 
although  for  purposes  of  the  prior  computation  treated  as  from  sources 
within  the  United  States,  is  for  this  purpose  treated  as  foreign  source 
income.  The  bill  corrects  this  technical  deficiency  by  providing  that 
the  amount  treated  as  foreign  source  income  in  such  a  case  is  only 
the  remaining  income  in  excess  ot  this  15  percent. 

8.  Royalty  income  eligible  for  foreign  tax  credit. — The  bill  eliminates 
the  provision  of  present  law  (sec.  902(d))  which  treats  as  a  distribu¬ 
tion  (and,  therefore,  eligible  for  the  foreign  tax  credit)  royalty  pay¬ 
ments  received  by  a  domestic  corporation  from  a  100-percent  owned 
subsidiary  engaged  in  manufacturing,  production,  or  mining. 

J+.  Effective  date. — The  provisions  referred  to  above  are  applicable 
to  all  dividends  received  by  a  domestic  corporation  after  December 
31,  1964.  They  also  are  to  apply  to  certain  dividends  received  by  the 
domestic  corporation  in  the  period  before  January  1,  1965,  but  only 
in  its  taxable  years  beginning  after  December  31,  1962.  (For  a  calendar 
year  corporation  this  latter  category  includes  certain  dividends  re¬ 
ceived  in  the  calendar  years  1963  and  1964.)  In  the  case  of  dividends 
received  in  these  years^the  “gross-up”  and  other  changes  made  by  this 
provision  are  to  apply  only  to  the  extent  that  the  dividends  aie 
treated  for  tax  purposes  as  made  out  of  the  accumulated  profits  of  the 
foreign  corporation  for  taxable  years  beginning  after  December  31, 
1962.  Dividends  received  by  a  foreign  corporation  from  its  subsidiary 
before  January  1,  1965,  which  are  paid  out  of  the  subsidiary’s  profits 
from  before  i963  are  to  be  treated  as  paid  out  of  the  first  foreign 
corporation’s  profits  from  before  1963  if  it  in  turn  pays  the  dividends 
to  the  domestic  corporation  before  January  1,  1965. 
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X.  SEPARATE  LIMITATIONS  ON  FOREIGN  TAX  CREDIT 
WITH  RESPECT  TO  CERTAIN  INTEREST  INCOME 

(Sec.  10  of  the  bill  and  sec.  904(f)  of  the  code) 

A.  Reasons  for  provision 

The  Secretary  of  the  Treasury  in  his  appearance  before  your  com¬ 
mittee  pointed  out  that  last  summer  Canada  revised  its  tax  laws  to 
provide  a  57%-percent  effective  rate  of  Canadian  tax  on  income  going 
to  U.S.  corporations  operating  in  branch  or  subsidiary  form  in  Canada. 
He  stated  that  this  Canadian  tax,  in  excess  of  the  U.S.  52-percent  rate, 
has  highlighted  a  procedure  of  using  the  foreign  tax  credit  as  an 
artificial  enducement  to  the  outflow  of  short-term  U.S.  capital.  The 
Secretary  stated  that  this  was  harmful  to  our  monetary  stability  and 
balance-of-payments  position. 

Under  existing  law,  a  U.S.  corporation  deriving  income  from 
business  abroad  through  a  branch  or  a  subsidiary  can  be  expected  to 
have  an  unused  foreign  tax  credit  if  the  foreign  tax  rate  exceeds  the 
U.S.  rate.  However,  if  additional  foreign  source  income,  such  as 
interest,  can  be  earned  which  is  subject  to  a  foreign  tax  rate  which  is 
lower  than  the  U.S.  rate,  then  the  two  types  of  income  can  be  combined 
under  the  existing  foreign  tax  credit  rules.  In  this  way  the  U.S.  tax 
on  the  investment  funds,  which  the  foreign  country  taxes  at  a  rate  at 
much  less  than  the  U.S.  rate,  can  be  reduced  or  completely  eliminated 
by  being  offset  against  the  excess  credit  from  the  tax  on  the  business 
income.  For  example,  if  U.S. -owned  business  operations  are  taxed 
in  Canada  at  a  57%-percent  effective  rate,  this  leaves  an  excess  credit 
of  5%  percentage  points  over  and  above  the  tax  which  can  be  credited 
against  the  U.S.  52-percent  tax.  The  Canadian  rate  of  tax  on  interest 
income,  however,  is  only  15  percent.  As  a  result,  the  U.S.  company 
involved  may  transfer  to  Canada  short-term  funds,  such  as  bank 
deposits,  which  would  ordinarily  be  held  in  the  United  States.  The 
excess  credit  from  the  business  income  in  this  case  eliminates  the 
U.S.  tax  on  all,  or  a  part,  of  the  interest  income,  with  the  result 
that  the  interest  income  in  effect  is  taxed  at  only  a  15-percent  Canadian 
rate  as  compared  with  the  52-percent  U.S.  rate  which  would  apply  if 
the  funds  were  held  here. 

Ihe  Secretary  of  the  Treasury  stated  that  the  existence  of  this 
situation  has  served  as  an  artificial  enducement  to  the  movement  of 
U.S.  capital  abroad.  He  recommended  that  the  foreign  tax  credit  for 
certain  investment  income  be  computed  apart  from  the  foreign  tax 
credit  for  all  other  foreign  income,  in  order  to  end  the  use  of  this 
device.  A  our  committee  is  in  accord  with  the  Secretary  on  this  pro¬ 
vision,  except  that  it  has  limited  the  separate  computation  to  interest 
income  which  is  unrelated  to  the  foreign  trade  or  business. 

B.  Comparison  of  committee  amendments  with  House  provision 

The  House  bill  does  not  contain  this  provision. 

C.  General  explanation  of  provision 

Under  present  law  the  foreign  tax  credit  which  may  be  taken  with 
respect  to  any  foreign  income  is  limited  to  the  same  proportion  of  the 
United  States  tax  (computed  without  the  credit)  which  the  taxpayer’s 
taxable  income  from  sources  within  a  foreign  country,  or  all  foreign 
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countries,  is  of  his  entire  taxable  income.  This  limitation,  at  the 
option  of  the  taxpayer,  can  be  applied  either  separately,  i.e.,  on  a  per 
country  basis,  with  respect  to  the  income  from  each  foreign  countiy, 
or  on  an  aggregate,  or  overall,  basis  with  respect  to  all  income  received 

from  all  foreign  countries.  ...... 

Your  committee’s  amendments  provide  that  this  limitation  on  the 
foreign  tax  credit  is  to  be  applied  separately  with  respect  to  a  certain 
type°of  interest  income.  It  also  provides  that  the  limitation  always 
is  to  be  applied  on  a  “per  country”  basis  with  respect  to  the  specified 
interest  income.  Thus,  if  the  taxpayer  has  been  using  the  overall 
limitation,  this  limitation  will  continue  to  apply  with  respect  to  all 
income,  other  than  the  special  interest  income,,  from  all  foreign 
countries.  However,  the  limitation  will  be  applied  separately  for 
the  special  interest  income  derived  from  each  foreign  country.  If 
the  taxpayer  is  using  the  per  country  limitation,  he  will  be  permitted 
to  continue  on  this  basis  but  will  have  to  apply  the  limitation  sep¬ 
arately  with  respect  to  the  special  interest  income  and  other  income 

derived  from  each  country.  . 

The  interest  income  for  which  the  separate  computation  ot  tne 
limitation  on  foreign  tax  credit  is  to  be  made  is  all  interest  income, 

other  than  interest—  .  .  .  ,  ,  , 

(1)  Derived  from  any  transaction  which  is  directly  related  to 

the  active  conduct  of  a  trade  or  business  in  a  foreign  country  or 
possession  (such  as  interest  income  on  accounts  receivable,  by  a 
foreign  business  arising  from  its  ordinary  business  transactions) ; 

(2)  Income  derived  from  the  conduct  of  a  banking,  financing 

or  similar  business ;  or  . 

(3)  Income  received  from  a  corporation  in  which  the  taxpayer 
has  at  least  a  10-percent  voting  stock  interest.  . 

The  first  exception  above  includes  interest  income  derived  from  obli¬ 
gations  received  where  it  was  necessary  to  dispose  of  an  active  trade 
or  business  carried  on  in  a  foreign  country  or  U.S.  possession  or  ot 
securities  in  a  foreign  subsidiary  corporation  in  which  the  taxpayer 

has  at  least  a  10  percent  interest.  , 

The  bill  also  provides  transitional  rules  for  applying  carrybacks  ot 
unused  credits  from  years  before  the  separate  computation  for  interest 
was  required  to  years  after  such  separate  computation  is  required,  and 
also  for  carryovers  from  years  before  such  separate  computation  was 
required  to  years  after  such  computation  was  required.  _  These  rules 
are  intended  to  be  applied  both  where  the  taxpayer  is  on  a  per 
country  basis”  and  where  he  is  on  an  “overall  basis  I  he  bill  pro¬ 

vides  that  where  amounts  are  carried  back  to  years  before  this  separate 
computation  was  required,  the  new  provision  can  be  ignored  for  t  e 
purpose  of  these  carrybacks.  Where  all  of  these  carrybacks  are  not 
used  in  these  prior  years,  however,  and  therefore  are  carried  forward  to 
future  years,  then  separate  carryforwards  are  to  be  provided,  deter¬ 
mined  upon  the  ratios  of  the  special  interest  income  and  other  income 
to  total  income  in  the  year  in  which  the  unused  credit  arose.  Where 
an  unused  foreign  tax  credit  is  carried  forward  from  a  year  m  which  no 
separate  computation  was  required  to  a  year  in  which  such  a  separate 
computation  is  required,  the  carryforwards  are  to  be  divided  between 
the  special  interest  income  and  other  income  in  accordance  with  the 
ratio  of  each  to  the  total  income  in  the  current  year. 
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This  provision  is  to  apply  with  respect  to  taxable  years  beginning 
after  the  date  of  enactment  of  this  bill  but  only  with  respect  to  interest 
resulting  from  transactions  consummated  after  April  2,  1962.  This 
date  was  selected  because  it  represents  the  date  on  which  the  Secretary 
of  the  Treasury  appeared  before  your  committee  and  requested  action 
on  this  provision. 

XI.  EARNED  INCOME  FROM  SOURCES  OUTSIDE  THE 

UNITED  STATES 

(Sec.  11  of  the  bill  and  secs.  911  and  72(f)  of  the  code) 

A.  Reasons  for  'provision 

Under  present  law  an  individual  citizen  of  the  United  States  who 
is  a  bona  fide  resident  of  a  foreign  country  may  exclude  from  his  U.S. 
tax  base  his  entire  earned  income  from  sources  outside  of  the  United 
States.  In  addition,  an  individual  who  goes  abroad,  but  does  not 
establish  a  foreign  residence,  may  exclude  from  his  U.S.  tax  base  his 
earned  income  up  to  $20,000  a  year  if  he  remains  abroad  for  a  period 
of  17  out  of  18  consecutive  months. 

The  President  recommended  that  in  the  case  of  citizens  living  abroad 
in  developed  countries  there  be  no  exclusion  for  income  earned  abroad. 
In  the  case  of  less  developed  countries  he  would  keep  the  present 
exclusion  of  up  to  $20,000  a  year  in  the  case  of  those  who  are  abroad 
17  out  of  18  months,  and  also  provide  the  same  $20,000  ceiling  with 
respect  to  those  who  are  bona  fide  residents  of  a  foreign  country. 

The  House  bill  provides  a  ceiling  on  the  exclusion  for  income 
earned  abroad.  However,  it  does  not  attempt  to  distinguish  between 
U.S.  citizens  residing  or  present  in  developed  and  those  in  less  de¬ 
veloped  countries.  As  a  result,  it  retained  the  17-out-of-l 8-month 
provision  of  present  law  without  any  major  change  in  the  presently 
applicable  $20,000  ceiling.  In  the  case  of  a  bona  fide  resident  of  a 
foreign  country  the  House  bill  also  provides  the  same  $20,000  limita¬ 
tion  for  the  first  3  years  the  individual  resides  abroad.  However,  if 
the  individual  resides  abroad  for  an  uninterrupted  period  of  more 
than  3  consecutive  years  a  higher  ceiling  of  $35,000  is  provided. 
Thus,  during  the  first  3  years  an  individual  is  abroad  the  exclusion 
will  be  the  same,  whether  the  individual  is  a  bona  fide  resident  of  the 
foreign  country  or  merely  there  for  17  out  of  18  months.  However, 
in  recognition  of  the  fact  that  those  who  are  abroad  for  longer  periods 
of  time  are  more  dependent  on  the  foreign  economy,  and  less  upon 
the  U.S.  economy,  the  higher  ceiling  of  $35,000  is' provided  in  the 
case  of  these  longer  stays. 

A  second  recommendation  of  the  administration  in  this  area  relates 
to  pensions  and  deferred  compensation  paid  to  U.S.  citizens,  after  they 
have  ceased  to  earn  income  abroad,  but  with  respect  to  periods  of 
time  during  which  they  did  earn  income  abroad. 

In  the  case  of  pensions  generally,  an  employee  receives  back  over 
his  period  of  life  expectancy  (or  in  some  cases  in  the  first  3  years)  the 
amount  he  paid  toward  his  pension.  The  remainder  of  the  pension 
payments  he  receives,  consisting  of  contributions  by  the  employer  and 
interest  on  the  funds  while  they  were  accumulating,  is  taxable  to  him 
as  the  pension  or  annuity  payments  are  received. 

In  the  case  of  a  citizen  who  has  been  a  bona  fide  resident  of  a  foreign 
country,  or  been  in  a  foreign  country  for  a  period  of  17  out  of  18 
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months  or  more,  the  employer’s  contributions  toward  the  pension 
fund  with  respect  to  him,  during  the  period  the  employee  was  abroad 
are  treated  in  the  same  manner  as  his  own  contributions  and,  there¬ 
fore  are  not  taxable  to  him  when  he  draws  his  pension  or  annuity 
upon  retirement.  This  is  true  even  though  he  may  be  living  in  the 
United  States  next  to  someone  who  has  worked  for  the  same  employer 
in  the  United  States  and  is  fully  taxable  on  contributions  made  by  the 

same  employer.  ,  ,  ,,  ,  ,  • 

To  remove  this  discrimination  the  House  bill  provides  that  conti  1- 
butions  by  an  employer  will,  to  the  extent  that  they  relate  to  future 
employment,  be  fully  taxable  to  the  employee  when  he  receives  the 
pension  payments  reflecting  these  contributions.  Thus,  for  the  future 
even  though  employer  contributions  are  attributable  to  a  period  when 
the  employee  was  earning  income  abroad  after  1962,  these  contribu¬ 
tions  by  the  employer  will  be  taxable  to  him  in  the  same  manner  as 
in  the  case  of  a  domestic  worker  also  receiving  a  pension,  this  wifi 
be  true  whether  the  employee  is  living  in  the  United  States,  or  abroad, 
at  the  time  of  the  receipt  of  the  pension  payment.  ,  .  , 

Also  under  the  House  bill  where  an  individual  receives  deterred 
compensation  after  the  end  of  the  taxable  year  following  the  year  m 
which  the  services  were  performed  this  compensation  is  not  to  be 
eligible  for  the  exclusion  for  income  earned  abroad.  The  purpose  of 
the  exclusion  is  to  provide  a  special  inducement  for  American  citizens 
or  residents  to  hold  employment  abroad.  However,  there  does  not 
appear  to  be  any  reason  to  provide  this  special  inducement  long  alter 
the  period  in  which  the  employment  occurred.  Moreover,  this  will 
treat  deferred  compensation  under  the  exclusion  the  same  as  qualified 
pensions. 

B.  Comparison  of  committee  amendments  with  House  provision 

Your  committee  has  retained  the  House  provision  with  respect  to 
the  limitations  on  the  exclusion  of  income  earned  abroad  with  but  two 
relatively  minor  modifications.  Your  committee  also  has  accepted 
the  House  bill’s  treatment  of  contributions  to  a  pension  plan  and  of 
deferred  compensation  arrangements  without  change. 

One  of  the  changes  made  by  your  committee  m  the  exclusion  tor 
income  earned  abroad  is  to  deny  any  exclusion  to  an  individual  as  a 
“bona  fide  resident  of  a  foreign  country”  if  the  individual:  (1)  has 
earned  income  from  sources  within  that  foreign  country;  (2)  nas  me 
a  statement  with  the  authorities  of  that  country  that  he  is  not  a 
resident  of  it;  and  (3)  has  been  held  not  subject  to  income  tax  as  a 
resident  of  that  country.  This  is  intended  to  prevent  an  individual 
from  avoiding  income  tax  in  the  United  States  and  the  foreign  country 
by  taking  inconsistent  positions  with  respect  to  residence  m  the  two 

C°The1second  change  also  relates  to  the  exclusion  for  income  earned 
abroad  by  bona  fide  residents  of  a  foreign  country.  The  attention  ot 
your  committee  was  called  to  the  fact  that  some  residents  o  1  a  oreign 
country  have  for  a  long  time  received  certain  fringe  benefits,  wtncfi 
in  the  past  there  was  no  need  to  value  because  of  the  unlimited  ex¬ 
clusion.  The  type  of  fringe  benefits  referred  to  are  noncash  com¬ 
pensation,  such  as  provision  for  a  home  or  a  car.  It  lias  been  suggested 
that  it  may  take  some  time  to  properly  value  these  benefits,  in 
addition,  it  has  been  suggested  that  the  inclusion  of  such  fringe  benefi 
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in  the  U.S.  tax  base  will  present  an  adjustment  problem  for  these 
individuals.  To  give  such  individuals  time  to  properly  value  these 
benefits  and  adjust  to  their  new  tax  status,  your  committee’s  amend¬ 
ments  provide  that  these  fringe  benefits  will  be  entirely  excluded  from 
taxable  income  for  a  taxable  year  ending  in  1963,  will  be  excluded  to 
the  extent  of  two-thirds  for  years  ending  in  1964,  and  will  be  excluded 
to  the  extent  of  one-third  for  years  ending  in  1965.  Thereafter,  these 
amounts  will  be  taxable  to  the  extent  that  they,  together  with  any 
cash  (or  other)  income  earned  by  the  individual  from  foreign  sources 
exceed  the  $20,000  or  $35,000  limitation,  whichever  is  applicable. 

C.  General  explanation  of  provision 

1.  Ceiling  on  earned  income  exclusion. — The  bill  places  a  ceiling  on 
the  amount  which  may  be  excluded  from  income  in  the  case  of  a 
citizen  of  the  United  States  who  is  a  bona  fide  resident  of  a  foreign 
country  or  countries.  The  bill  provides  that  the  total  amount  which 
may  be  excluded  with  respect  to  the  first  3  years  an  individual  is 
abroad  as  a  bona  fide  resident  is  $20,000  a  year.  This  is  the  same 
ceiling  which  presently  is  applicable  in  the  case  of  citizens  or  residents 
of  the  United  States  who  are  abroad  for  a  period  of  17  out  of  18  months. 
However,  in  the  case  of  the  U.S.  citizen  who  has  been  a  bona  fide 
resident  of  a  foreign  country  or  countries  for  more  than  3  years,  the 
total  amount  which  may  be  excluded  under  the  bill  in  this  case  (except 
for  the  fringe  benefits  referred  to  below)  is  to  be  $35,000  per  year 
instead  of  $20,000.  This  higher  ceiling  is  to  apply  with  respect  to 
any  portion  of  a  taxable  year  remaining  after  the  individual  has  been 
a  bona  fide  resident  of  a  foreign  country  or  countries  for  the  uninter- 
tupted  3-year  period.  Where  at  the  time  of  the  passage  of  this 
legislation  the  individual  already  has  been  a  bona  fide  resident  for 
3  years  or  more,  this  higher  ceiling  will,  of  course,  become  applicable 
immediately. 

In  applying  either  the  $20,000  or  $35,000  ceiling  under  community 
property  laws  the  total  community  income  excludable  may  not 
exceed  the  amount  which  would  be  excludable  if  this  income  were  not 
community  income.  Thus,  one  $20,000  or  $35,000  ceiling  will  apply 
with  respect  to  the  husband’s  earnings  abroad  even  though  under 
community  property  law,  half  of  this  income  is  the  income  of  the  wife. 
However,  if  both  husband  and  wife  are  abroad  and  earn  income, 
separate  ceilings  will  be  applied  with  respect  to  the  earnings  attribut¬ 
able  to  the  services  of  each. 

The  $20,000  or  $35,000  limitation  applicable  to  a  bona  fide  resident 
of  a  foreign  country  is  not  to  apply  to  certain  fringe  benefits  during 
a  transitional  period.  The  fringe  benefits  referred  to  are  the  right 
to  use  property  or  facilities,  such  as  a  home  or  a  car.  No  part  of 
such  compensation  received  from  sources  without  the  United  States 
(unless  paid  by  the  U.S.  Government)  is  to  be  taken  into  account,  and 
only  other  earned  income  in  excess  of  $20,000  or  $35,000  will  be  taxed 
for  taxable  years  ending  in  1963.  For  taxable  years  ending  in  1964, 
one-third  of  the  value  of  this  type  compensation  is  to  be  taken  into 
account  and  for  taxable  years  ending  in  1965,  two-thirds  of  the 
value  is  to  be  taken  into  account.  Thereafter,  such  compensation 
will  be  fully  taxable,  subject  to  the  $20,000  or  $35,000  limitation,  in  the 
same  manner  as  any  other  compensation. 

The  bona  fide  resident  rule  has  also  been  modified  to  provide  that 
an  individual  is  not  to  be  treated  as  a  bona  fide  resident  of  a  foreign 
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country  if  he  has  earned  income  in  the  foreign  country,  has  made  a 
statement  to  the  authorities  of  that  country  that  he  is  not  a  resident 
of  it,  and  has  been  held  not  subject  as  a  resident  of  that  country  to  its 
income  tax.  This  does  not  prevent  an  individual  from  qualifying 
under  the  exclusion  for  presence  in  a  foreign  country  or  countries  for 
17  out  of  18  months.  It  also  does  not  deny  an  individual  an  exclusion 
as  a  bona  fide  resident  if,  under  wholly  consistent  positions  with 
respect  to  residence  in  the  United  States  and  a  foreign  country,  he  is 
held  by  both  countries  to  be  a  nonresident. 

2.  Deferred  compensation.— Under  present  law  the  bona  fide  resident 
rule  and  the  17-  out  of  18-month  rule  work  somewhat  differently  in 
determining  the  year  to  which  the  exclusion  relates.  The  bona  fide 
resident  rule  at  present  provides  an  exclusion  without  limit  for 
amounts  received  from  sources  without  the  United  States  which  are 
“attributable”  to  the  period  when  the  U.S.  citizen  was  a  bona  fide 
resident  of  a  foreign  country.  This  means  that  deferred  compensa¬ 
tion  attributable  to  a  period  of  foreign  service  is  excludable  even 
though  received  many  years  after  the  period  of  service. 

The  17-  out  of  18-month  rule,  however,  because  of  the  $20,000 
ceiling,  has  been  interpreted  as  limiting  the  exclusion  which  an 
individual  may  receive  to  the  proportion  of  the  taxable  year,  during 
which  the  payment  was  received ,  in  which  the  individual  was  abroad. 
Thus,  where  the  individual  receives  deferred  compensation  after  he 
has  been  back  in  the  United  States  for  an  entire  taxable  year,  no  exclu¬ 
sion  is  available.  Moreover,  in  this  latter  case,  hardship  situations 
have  occurred  where  an  individual,  who  has  returned  to  the  United 
States  early  in  a  year,  has  received  payments  attributable  to  service  in 
the  prior  year,  but  because  the  individual  is  in  the  United  States  most, 
or  all,  of  the  year  little,  or  no,  exclusion  is  available  with  respect  to 
this  income. 

The  bill  eliminates  the  problems  referred  to  above  by  attributing 
the  income,  for  purposes  of  applying  the  dollar  limitation  on  the  exclu¬ 
sion,  to  the  year  in  which  the  service  is  performed.  This  means  that 
the  exclusion,  merely  because  the  individual  has  returned  to  the 
United  States  before  receiving  the  payment,  will  not  be  denied.  How¬ 
ever,  most  deferred  compensation  is  made  ineligible  for  the  exclusion 
by  providing  that  no  exclusion  will  be  allowed  for  amounts  received 
more  than  1  year  after  the  close  of  the  taxable  year  in  which  the  serv¬ 
ices  are  performed. 

3.  Pension  income— The  provision  of  present  law  dealing  with 
annuities  (sec.  72(f))  provides  that  in  determining  what  the  employee 
or  annuitant  paid  for  an  annuity  contract,  there  is  to  be  included 
contributions  of  the  employer,  if,  had  these  contributions  been  paid 
to  the  employee  in  the  first  instance,  they  would  not  have  been  taxable 
to  him.  This  provision  generally  has  the  effect  of  excluding  employer 
contributions  to  a  pension  plan  from  tax  (in  the  year  the  pension  pay¬ 
ment  is  received)  where  the  employee  is  abroad  and  qualifies  for  the 
exclusion. 

The  bill  nullifies  this  section  by  providing  that  the  exclusion  for 
income  earned  abroad  is  not  to  be  available  in  the  case  of  amounts 
contributed  after  December  31,  1962,  and  subsequently  received  as 
pensions  or  annuities  or  amounts  which  otherwise  would  be  included 
in  gross  income  in  the  case  of  beneficiaries  of  tax-exempt  trusts  (sec. 
402(b)),  beneficiaries  under  nonqualified  annuities  (sec.  403(c)),  or 


78 


REVENUE  ACT  OF  1962 


beneficiaries  under  certain  forfeitable  contracts  purchased  by  exempt 
organizations  (sec.  403(d)). 

The  bill  also  makes  it  clear  that  the  tax-free  status  of  employer 
contributions  will  be  continued  in  the  case  of  contributions  made 
after  December  31,  1962,  to  the  extent  that  they  provide  pension  or 
annuity  credits  where  these  credits  are  attributable  to  services  per¬ 
formed  on  or  before  that  date  if  the  pension  or  annuity  plan  provisions 
were  in  existence  on  March  12,  1962. 

4-  Effective  date. — The  changes  made  by  this  provision  (except  for 
the  fringe  benefits  exclusion)  are  to  apply  to  amounts  received  after 
December  31,  1962,  but  only  to  the  extent  that  these  amounts  are 
attributable  to  services  performed  after  that  date  or  services  per¬ 
formed  on  or  before  that  date,  where  on  March  12,  1962,  there  did 
not  exist  a  right  to  receive  these  amounts. 

XII.  CONTROLLED  FOREIGN  CORPORATIONS 

(Sec.  12  of  bill  and  secs.  951-972  of  code) 

A.  Reasons  for  provision 

Under  present  law  foreign  corporations,  even  though  they  may  be 
American  controlled,  are  not  subject  to  U.S.  tax  laws  on  foreign  source 
income.  As  a  result  no  U.S.  tax  is  imposed  with  respect  to  the  foreign 
source  earnings  of  these  corporations  where  they  are  controlled  by 
Americans  until  dividends  paid  by  the  foreign  corporations  are 
received  by  their  American  parent  corporations  or  their  other  Ameri¬ 
can  shareholders.  The  tax  at  that  time  is  imposed  on  the  American 
shareholder  with  respect  to  the  dividend  income  received,  and  if  this 
shareholder  is  a  corporation  it  is  eligible  for  a  foreign  tax  credit  with 
respect  to  the  taxes  paid  by  the  foreign  subsidiary.  In  the  case  of 
foreign  subsidiaries,  therefore,  this  means  that  foreign  income  taxes 
are  paid  currently,  to  the  extent  of  the  applicable  foreign  income  tax, 
and  not  until  distributions  are  made  will  an  additional  U.S.  tax  be 
imposed,  to  the  extent  the  U.S.  rate  is  above  that  applicable  in  the 
foreign  country.  This  latter  tax  effect  has  been  referred  to  as  “tax 
deferral.” 

The  President  in  his  tax  message  last  year  questioned  the  desirability 
of  providing  tax  deferral  with  respect  to  earnings  of  U.S. -controlled 
companies  except  in  the  case  of  investments  in  less  developed  coun¬ 
tries.  In  this  respect  he  emphasized  removing  tax  deferral  in  the 
case  of  what  have  been  called  “tax  havens.”  Thus  he  stated: 

The  undesirability  of  continuing  deferral  is  underscored 
where  deferral  has  served  as  a  shelter  for  tax  escape  through 
the  unjustifiable  use  of  tax  havens  such  as  Switzerland. 
Recently  more  and  more  enterprises  organized  abroad  by 
American  firms  have  arranged  then-  corporate  structures — 
aided  by  artificial  arrangements  between  parent  and  sub¬ 
sidiary  regarding  intercompany  pricing,  the  transfer  of 
patent  licensing  rights,  the  shifting  of  management  fees,  and 
similar  practices  which  maximize  the  accumulation  of  profits 
in  the  tax  haven — so  as  to  exploit  the  multiplicity  of  foreign 
tax  systems  and  international  agreements  in  order  to  reduce 
sharply  or  eliminate  completely  their  tax  liabilities  both  at 
home  and  abroad. 
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In  this  area  the  President  recommended  the  : 

*  *  *  elimination  of  the  tax  haven  device  anywhere  in  the 
world,  even  in  the  underdeveloped  countries,  through  the 
elimination  of  tax  deferral  privileges  for  those  forms  ot 
activities,  such  as  trading,  licensing,  insurance,  and  others, 
that  typically  seek  out  tax  haven  methods  of  operation 
There  is  no  valid  reason  to  permit  their  remaining  untaxed 
regardless  of  the  country  in  which  they  are  located. 

The  House  bill  did  not  go  as  far  as  the  President  recommended.  It 
did  not  eliminate  tax  deferral  generally,  but  instead  was  concerned 
primarily  with  what  had  been  referred  to  as  “tax  haven  devices  1  o 
accomplish  this  result  the  House  bill  in  general  sought  to  end  tax 
deferral  for  income  derived  by  U.S.  controlled  foreign  corporations 
from  insurance  abroad  of  U.S.  risks;  for  certain  foreign  investment 
income  of  these  corporations;  for  their  income  from  foreign  sales  sub¬ 
sidiaries  which  are  separately  incorporated  from  their  manufacturing 
operations;  and  income  invested  in  “nonqualified  property,  that  is, 
generally,  earnings  not  needed  in  the  same  trade  or  business  01  tunas 
indirectly  brought  back  to  the  United  States  without  full  payment  ol 
U  S  tax.  In  most  of  the  categories  described  above  deferral  of  the 
tax  was  not  denied  where  earnings  were  reinvested  in  a  less  developed 
country.  In  addition,  under  the  House  bill  (sec.  6)  a  special  rule 
was  added  which  in  general  provided  that  in  the  case  of  sales  between 
a  domestic  corporation  and  a  foreign  controlled  corporation  the  income 
arising  from  the  transaction  was  to  be  divided  between  the  corpora¬ 
tions  involved  on  the  basis  of  payroll,  assets,  and  sales  or  promotional 
expenses  attributable  to  the  United  States  or  the  foreign  country  or 
countries. 

B.  Comparison  of  committee  amendments  with  House  provision 

Your  committee  has  substituted  a  provision  for  the  House  bill 
sections  6  and  13  which  differs  in  several  important  respects  from  the 
House  bill  sections.  However,  your  committee’s  amendments,  like 
the  House  bill,  also  are  designed  to  end  tax  deferral  on  tax  haven 
operations  by  U.S.  controlled  corporations. 

In  the  area  of  income  arising  from  insurance  of  U.S.  risks,  income 
from  passive  investments,  and  income  from  sales  subsidiary  opera¬ 
tions,  your  committee’s  provision  is  much  the  same  as  the  House  bill. 
In  these  areas  among  the  more  significant  changes  are  provision  for 
inclusion  of  passive  investment  and  sales  subsidiary  income  in  the 
tax  base  of  U.S.  shareholders  only  if  it  represents  30  instead  ot  20 
percent  of  gross  income,  and  the  expansion  of  the  taxable  categories 
to  include  service  income  performed  for  related  persons.  Also  impor¬ 
tant  are  the  changes  relating  to  exclusions  from  the  tax  base  tor 
reinvestments  of  income.  Under  your  committee’s  amendments  rein¬ 
vestments  which  reduce  the  tax  base  are  limited  to  reinvestments  o 
dividends  and  interest  (or  gains  on  the  sale  of  investments)  and  these 
income  items  must  not  only  be  reinvested  in  less  developed  countries 
but  also  must  be  derived  from  such  countries  as  well.  However,  tne 
qualifying  reinvestments  are  not  limited  to  those  in  a  corporation  in 
a  less  developed  country  in  which  the  taxpayer  and  no  more  than  four 
other  Americans  have  an  interest  of  more  than  50  percent,  as  was 
provided  by  the  House  bill. 
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Your  committee’s  amendments  differ  considerably  from  the  House 
provision  in  that  they  are  no  longer  concerned  with  the  reinvestment 
of  earnings  arising  from  the  active  conduct  of  a  trade  or  business, 
except  to  be  sure  that  these  earnings  are  not  indirectly  brought  back 
to  the  United  States  in  a  manner  which  avoids  the  U.S.  tax.  Thus, 
there  is  no  requirement  that  such  earnings  be  reinvested  in  the  same 
trade  or  business  in  which  the  taxpayer  has  been  engaged  in  the  last 
5-year  period  or  before  December  31,  1962. 

A  second  area  in  which  your  committee’s  amendments  differ  from 
the  House  provision  is  in  the  treatment  of  patents,  copyrights, 
formulas,  and  processes,  etc.,  developed  or  acquired  in  the  United 
States.  Under  the  House  bill  tax  deferral  in  the  case  of  controlled 
foreign  corporations  having  such  patents,  copyrights,  etc.,  was  to  be 
denied  and  the  income  either  actually  or  constructively  attributable 
to  such  items  was  to  be  taxed  to  the  U.S.  shareholders.  Your  com¬ 
mittee’s  bill,  in  a  separate  section  (sec.  16),  provides  for  gains  from  any 
such  patents,  copyrights,  etc.,  to  be  taxed  as  ordinary  gain  in  most 
cases  at  the  time  of  transfer  of  the  patent  or  other  rights  from  the 
domestic  corporation  to  the  foreign  controlled  subsidiary. 

A  third  important  change  in  your  committee’s  amendments  is  the 
deletion  of  the  income  allocation  rule  provided  by  section  6  of  the 
House  bill. 

Your  committee’s  amendments  also  differ  substantially  from  the 
House  provision  in  that  they  provide  two  major  relief  provisions, 
or  “escape  valves,”  which  may  be  used  by  taxpayers  to  make  section 
12  inoperative  in  their  case.  One  of  these  is  designed  to  make  section 
12  inoperative  where  the  overall  foreign  and  U.S.  taxes  paid  with 
respect  to  the  foreign  operations  is  not  substantially  below  what 
the  U.S.  taxes  would  be  on  the  income.  Thus,  your  committee’s 
amendments  provide  a  schedule  of  effective  foreign  tax  rates  and 
corresponding  percentages  of  distribution  which  if  complied  with 
make  section  12  inoperative.  The  second  major  relief  provision 
is  the  export  trade  corporation  provision.  This  provides,  in  general, 
that  where  the  products  sold  are  those  produced  or  grown  in  the 
United  States,  and  where  the  profit  attributable  to  these  operations 
complies  with  certain  specified  limitations,  then  this  “export- trade  in¬ 
come”  is  not  to  be  subject  to  section  12  if  the  earnings  are  reinvested 
in  an  export  trade  business. 

I  our  committee’s  amendments  are  described  briefly  below. 

C.  General  explanation  of  provision 

1 .  The  general  pattern  of  the  provisions . — The  bill  provides  that 
certain  types  of  income  of  controlled  foreign  corporations,  even  though 
undistributed,  are  to  be  included  in  the  income  of  U.S.  shareholders 
in  the  year  the  income  is  earned  by  the  foreign  corporation.  In  these 
cases  the  shareholders  are  permitted  to  take  foreign  tax  credits  to  the 
same  extent  as  if  actual  distributions  had  been  made.  Under  the 
bill  only  U.S.  shareholders  are  taxed  on  the  undistributed  income.1 
The  U.S.  shareholders  to  be  so  taxed  must,  either  actually  or  con¬ 
structively,  have  at  least  a  10-percent  interest  in  the  voting  power  of 
all  classes  of  voting  stock  of  a  controlled  foreign  corporation.  A 

1  U.S.  shareholders  are  defined  in  the  bill  as  “U.S.  persons”  with  the  10-percent  stockholding.  U.S. 
persons,  in  general,  are  U.S.  citizens  and  residents  and  domestic  corporations,  partnerships,  and  estates  or 
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foreign  corporation  is  a  “controlled  foreign  corporation”  for  this 
purpose  only  if  more  than  50  percent  of  the  combined  voting  power  of 
all  classes  of  stock  is  owned  directly  or  constructively  by  these  U.S. 
shareholders  having  a  10  percent  or  greater  stock  interest.2 

There  are  two  categories  of  undistributed  income  which  under  your 
committee’s  amendments  are  taxed  to  the  U.S.  shareholders  of  con¬ 
trolled  foreign  corporations.  The  first  of  these  categories  is  referred 
to  as  income  derived  from  insurance  or  reinsurance  of  U.S.  risks. 
The  second  category  is  referred  to  as  foreign  base  company  income. 
This  foreign  base  company  income  can  in  turn  be  broken  down  into 
base  company  personal  holding  company  income,  base  company  sales 
income,  and  base  company  service  income.  Collectively,  the  income 
derived  from  insurance  or  reinsurance  of  U.S.  risks  and  foreign  base 
company  income  is  referred  to  in  the  bill  as  “subpart  F  income.” 
The  amount  of  this  which  may  be  taxed  in  any  year  is  limited  to  the 
earnings  and  profits  of  the  controlled  foreign  corporation  for  the  tax¬ 
able  year  less  deficits  not  otherwise  offset  since  1959. 

In  addition  to  certain  types  of  undistributed  earnings  being  treated 
as  if  they  were  distributed  and  taxed  to  the  U.S.  shareholders  of 
controlled  foreign  corporations,  the  bill  also  provides  that  earnings 
invested  in  U.S.  property  (with  certain  exceptions)  are  to  be  taxed  to 
the  U.S.  shareholders.  In  general  terms,  U.S.  property  is  property 
located  in  the  United  States  or  having  a  situs  in  the  United  States 
unless  used  in  the  foreign  trade  or  business.  Earnings  invested  in 
U.S.  property  are  treated  first  as  arising  out  of  subpart  F  income 
which  means  that  to  the  extent  that  subpart  F  income  is  taxed  to 
U.S.  shareholders,  the  income  of  the  corporation  will  not  again  be 
taxed  to  the  U.S.  shareholders  because  of  investments  in  U.S.  property. 
Similarly,  actual  dividend  distributions  are  treated  first  as  being  paid 
out  of  earnings  invested  in  U.S.  property,  then  out  of  subpart  F 
income,  and  only  finally,  if  any  balance  remains,  out  of  the  accu¬ 
mulated  earnings  and  profits  of  the  corporation  which  have  not 
already  been  taxed  to  the  shareholders.  Only  when  actual  dividends 
are  treated  as  paid  out  of  this  latter  category  do  they  represent 
taxable  dividends  to  the  shareholders. 

The  earnings  of  a  corporation  classified  as  subpart  F  income  or  as 
investments  in  U.S.  property,  give  rise  to  taxable  income  to  the  U.S. 
shareholders  only  for  the  portion  of  the  earnings  represented  by  the 
portion  of  the  year  in  which  the  corporation  was  a  controlled  foreign 
corporation.  Moreover,  the  shareholders  are  taxed  only  on  their 
allocable  share  of  the  earnings  with  the  result  that  any  holdings  by 
foreigners  or  by  Americans  having  less  than  a  10-percent  interest  are 
not  taxed  to  any  shareholders  under  this  provision. 

2.  Income  derived,  from  insurance  of  U.S.  risks. — Since  the  passage 
of  the  Life  Insurance  Company  Income  Tax  Act  of  1959,  which  for 
the  first  time  in  many  years  imposed  a  tax  on  underwriting  gains 
of  these  companies,  it  is  understood  that  a  number  of  the  companies 
involved  have  attempted  to  avoid  tax  on  the  gains  by  reinsuring 
their  policies  abroad.  In  other  cases  the  tax  has  been  avoided  by 
placing  the  initial  policy  with  a  foreign  insurance  company  either 
controlled  by  an  American  insurance  company  or  controlled  by  other 
American  businesses. 


a  The  10-percent  holding  may  be  on  any  day  of  the  taxable  year  of  the  corporation  A  special  additional 
test  of  control  provided  in  the  case  of  insurance  is  discussed  under  the  heading  of  insurance. 
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To  meet  this  problem  the  bill  provides  that  where  a  controlled 
foreign  corporation  receives  premiums  or  other  consideration  for  re¬ 
insurance  or  the  issuing  of  insurance  or  annuity  contracts  on  property 
in,  or  residents  of,  the  United  States  the  income  attributable  to  this 
is  to  be  taxed  to  the  U.S.  shareholders  as  a  part  of  subpart  F  income. 
This  provision  does  not  apply,  however,  unless  the  controlled  foreign 
corporation  receives  premiums  or  other  consideration  for  reinsurance 
or  the  issuing  of  insurance  or  annuity  contracts  representing  U.S. 
risks  which  are  in  excess  of  5  percent  of  their  total  premiums  and 
other  consideration. 

The  bill  also  covers  the  type  of  situation  where  the  controlled  foreign 
corporation  does  not  hold  the  policies  involving  U.S.  risks  but  instead 
holds  other  policies  which,  by  arrangement  with  another  corporation, 
it  has  received  instead  of  the  insurance  involving  the  U.S.  risks,  while 
the  other  corporation  holds  the  policies  involving  the  insurance  on 
property  in,  or  residents  of,  the  United  States. 

In  the  case  of  insurance  there  also  is  an  alternative  definition  of  a 
controlled  foreign  corporation.  Under  the  alternative  if  U.S.  persons 
hold  from  25  to  50  percent  of  the  stock,  any  income  from  insurance  or 
reinsurance  on  U.S.  risks  is  included  in  income  taxed  as  subpart  F 
income  where  the  U.S.  risks  represent  75  percent  of  the  gross  amount 
of  all  premiums  and  other  considerations  received  with  respect  to  risks 
held  by  the  company.  This  alternative  rule  for  control  is  designed 
to  cover  cases  where  the  principal  business  is  the  U.S.  risks  but  the 
control  is  decreased  in  order  to  avoid  the  application  of  this  provision. 

The  income  subject  to  tax  in  the  hands  of  the  shareholders  in  the 
case  of  life  insurance  companies  is  total  gain  from  operations  to  the 
extent  attributable  to  U.S.  risks.  In  effect  this  represents  all  (not  50 
percent)  of  the  underwriting  income  as  well  as  net  investment  income. 

3.  Foreign  base  company  income. — The  second  component  of  the 
subpart  F  income  which  will  be  taxed  to  the  U.S.  shareholders  in  the 
case  of  controlled  foreign  corporations  is  foreign  base  company  income. 
This  consists  of  foreign  personal  holding  company  income,  foreign 
base  company  sales  income  and  foreign  base  company  services  income, 
which  are  discussed  below  under  paragraph  headings  a,  b,  and  c. 
Excluded  from  this  foreign  base  company  income  is  dividend  and  in¬ 
terest  income  from  10-percent-related  persons  (and  gains  from  the  sale 
or  exchange  of  the  underlying  investments)  which  are  attributable  to 
certain  investments  in  less  developed  countries.  Also  excluded  is  cer¬ 
tain  income  from  shipping.  In  addition,  special  rules  apply  where  the 
foreign  base  company  income  represents  less  than  30  percent  or  more 
than  70  percent  of  the  controlled  foreign  corporation’s  gross  income. 
A  further  exception  is  provided  for  foreign  corporations  where  it  is 
established  to  the  satisfaction  of  the  Treasury  Department  that  the 
foreign  corporations  are  not  availed  of  to  reduce  taxes.  These 
exclusions  and  special  rules  are  discussed  under  paragraph  heading 
d.  below. 

a.  Foreign  personal  holding  company  income. — The  income  referred 
to  here  is  income  which  under  other  provisions  of  the  code  already  is 
defined  as  “foreign  personal  holding  company  income.”  Generally 
speaking,  this  is  income  which  is  passive  in  character.  It  includes 
income  from  dividends,  interest,  most  royalties,  annuities,  etc.  Three 
modifications  made  in  this  definition  of  “foreign  personal  holding 
company  income”  for  purposes  of  this  provision  are  noted  below. 
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Your  committee,  while  recognizing  the  need  to  maintain  active 
American  business  operations  abroad  on  an  equal  competitive  footing 
with  other  operating  businesses  in  the  same  countries,  nevertheless 
sees  no  need  to  maintain  the  deferral  of  U.S.  tax  where  the  investments 
are  portfolio  tvpes  of  investments,  or  where  the  company  is  merely 
passively  receiving  investment  income.  In  such  cases  there  is  no 
competitive  problem  justifying  postponement  of  the  tax  until  the 
income  is  repatriated. 

The  section  adopts  the  definition  of  “foreign  personal  holding  com¬ 
pany  income”  appearing  elsewhere  in  the  code  (sec.  553)  with  various 
modifications  and  adjustments. 

First,  all  rental  income  is  included  in  foreign  personal  holding  com¬ 
pany  income  for  purposes  of  this  provision.  (Under  sec.  553,  rent 
income  is  only  included  as  foreign  personal  holding  company  income 
if  it  constitutes  less  than  50  percent  of  the  gross  income  of  the 
corporation.) 

The  second  important  modification  provides  that  certain  income 
otherwise  defined  as  foreign  personal  holding  company  income  is  not 
foreign  personal  holding  company  income  for  purposes  of  this  new 
provision  when  it  arises  in  connection  with  certain  actual  business 
activities.  Specifically,  it  is  provided  that  rents  and  royalties  received 
from  an  unrelated  person  and  derived  from  the  active  conduct  of  a 
trade  or  business  will  not  be  considered  foreign  personal  holding  com¬ 
pany  income.  It  is  also  provided  that  dividends,  interest  and  gains 
from  the  sale  or  exchange  of  stock  or  securities  derived  in  the  conduct 
of  a  banking,  financing  or  similar  business  will  not  be  considered 
foreign  personal  holding  company  income.  Another  exception  is  made 
for  dividends,  interest  and  gains  from  the  sale  of  stock  or  securities 
derived  from  the  investments  made  by  an  insurance  company  of  its 
unearned  premiums  or  reserves  necessary  for  the  proper  conduct  of 

its  insurance  business.  . 

Finally,  certain  exceptions  are  made  for  income  received  from 
related  parties.  Your  committee  saw  no  reason  for  taxing  the  U.S. 
shareholders  on  dividends  received  by  a  controlled  foreign  corporation 
from  a  related  party  where  the  U.S.  shareholder  would  not  have  been 
taxed  if  he  had  owned  the  stock  of  the  related  party  directly.  For 
this  reason,  dividends  and  interest  received  from  a  related  corporation 
which  is  organized  under  the  laws  of  the  same  foreign  country  as  the 
controlled  foreign  corporation  and  has  a  substantial  part  of  its  assets 
used  in  its  trade  or  business  located  in  that  foreign  country,  are  not 
included  in  foreign  personal  holding  company  income.  Rents, 
royalties,  and  similar  amounts  received  from  a  related  party  (whether 
or  not  incorporated  in  the  same  jurisdiction)  are  also  excluded  from 
foreign  personal  holding  company  income  if  these  amounts  are 
received  for  the  use  of  property  within  the  country  in  which  the 
controlled  foreign  corporation  is  incorporated.  Also  excluded  from 
the  definition  of  foreign  personal  holding  company  income  is  interest 
received  by  a  banking  or  financial  business  firm  from  a  related  person 
also  engaged  in  the  banking  or  financing  business,  if  the  business  of 
each  is  predominantly  with  unrelated  persons.  This  means  that  the 
foreign  personal  holding  company  income  will  not  arise  merely  because 
of  normal  business  transactions  between  two  or  more  related  financial 
institutions. 
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b.  Foreign  base  company  sales  income. — Foreign  base  company 
sales  income  is  income  derived  from  the  purchase  and  sale  of  personal 
property  if  the  property  is  either  purchased  from  a  related  person  or 
sold  to  a  related  person.  However,  this  applies  only  where  the  prop¬ 
erty  purchased  is  manufactured,  produced,  grown,  or  extracted  out¬ 
side  of  the  country  where  the  controlled  foreign  corporation  is  or¬ 
ganized  and  the  property  also  is  sold  for  use,  consumption  or  use  out¬ 
side  of  that  country.  The  provision  also  covers  similar  cases  where 
the  controlled  foreign  corporation  does  not  take  title  to  the  property 
but  acts  on  a  fee  or  commission  basis. 

The  “foreign  base  company  sales  income”  referred  to  here  means 
income  from  the  purchase  and  sale  of  property,  without  any  appre¬ 
ciable  value  being  added  to  the  product  by  the  selling  corporation. 
This  does  not,  for  example,  include  cases  where  any  significant  amount 
of  manufacturing,  major  assembling,  or  construction  activity  is 
carried  on  with  respect  to  the  product  by  the  selling  corporation. 
On  the  other  hand,  activity  such  as  minor  assembling,  packaging, 
repackaging  or  labeling  will  not  be  sufficient  to  exclude  the  profits 
from  this  definition. 

The  sales  income  with  which  your  committee  is  primarily  concerned 
is  income  of  a  selling  subsidiary  (whether  acting  as  principal  or  agent) 
which  has  been  separated  from  manufacturing  activities  of  a  related 
corporation  merely  to  obtain  a  lower  rate  of  tax  for  the  sales  income. 
This  accounts  for  the  fact  that  this  provision  is  restricted  to  sales 
of  property,  to  a  related  person,  or  to  purchases  of  property  from  a 
related  person.  Moreover,  the  fact  that  a  lower  rate  of  tax  for  such  a 
company  is  likely  to  be  obtained  only  through  purchases  and  sales 
outside  of  the  country  in  which  it  is  incorporated,  accounts  for  the 
fact  that  the  provision  is  made  inapplicable  to  the  extent  the  property 
is  manufactured,  produced,  grown,  or  extracted  in  the  country  where 
the  corporation  is  organized  or  where  it  is  sold  for  use,  consumption, 
or  disposition  in  that  country.  Mere  passage  of  title  or  the  place 
of  the  sale  are  not  relevant  in  this  connection. 

Also  included  in  foreign  base  company  sales  income  are  operations 
handled  through  a  branch  (rather  than  a  corporate  subsidiary)  operat¬ 
ing  outside  of  the  country  in  which  the  controlled  foreign  corporation 
is  incorporated,  if  the  combined  effect  of  the  tax  treatment  accorded 
the  branch,  by  the  country  of  incorporation  of  the  controlled  foreign 
corporation  and  the  country  of  operation  of  the  branch,  is  to  treat 
the  branch  substantially  the  same  as  if  it  were  a  subsidiary  corpora¬ 
tion  organized  in  the  country  in  which  it  carries  on  its  trade  or  business. 

c.  Foreign  base  company  services  income. — Foreign  base  company 
services  income  is  income  derived  from  the  performance  of  technical, 
managerial,  engineering,  architectural,  scientific,  skilled,  industrial, 
commercial,  or  similar  services,  but  only  where  they  are  performed 
for  a  related  person  and  are  performed  outside  the  country  in  which 
the  controlled  foreign  corporation  is  organized. 

As  in  the  case  of  sales  income,  the  purpose  here  is  to  deny  tax 
deferral  where  a  service  subsidiary  is  separated  from  manufacturing 
or  similar  activities  of  a  related  corporation  and  organized  in  another 
country  primarily  to  obtain  a  lower  rate  of  tax  for  the  service  income. 

d.  Exclusions  and  special  rules  for  foreign  base  company  income. — 
The  three  categories  of  income  described  above  which  are  called  foreign 
base  company  income  are  to  be  taxed  to  the  U.S.  shareholders  of  a 
foreign  controlled  corporation  only  if  this  foreign  base  company 
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income  represents  at  least  30  percent  of  the  gross  income  of  the 
corporation.  On  the  other  hand,  if  the  foreign  base  company  income 
exceeds  70  percent  of  gross  income,  the  entire  gross  income  (reduced 
by  deductions)  of  the  corporation  is  to  be  treated  as  foreign  base 
company  income  and  treated  as  if  it  were  distributed  pro  rata  to  the 
U.S.  shareholders.  Thus,  where  this  foreign  base  company  income 
is  relatively  minor,  the  shareholders  will  not  be  taxed  on  any  of  it; 
where  it  is  a  major  factor,  they  are  to  be  taxed  on  the  entire  income 
of  the  corporation.  Otherwise,  only  the  actual  foreign  base  company 
income  is  to  be  taken  into  account. 

The  bill  provides  that  although  otherwise  classified  as  foreign  base 
company  income,  certain  categories  of  income  may,  nevertheless,  not 
be  taxable  to  the  U.S.  shareholders  of  the  controlled  foreign  corpora¬ 
tion.  The  amounts  which  may  not  be  taxed  to  these  shareholders 
are  dividend  and  interest  income  and  gains  from  the  sale  or  exchange 
of  investments,  but  only  if  this  income  or  these  gains  arose  from 
qualified  investments  in  less  developed  countries  and  only  to  the 
extent  that  these  amounts  are  reinvested  in  qualified  investments  in 
less  developed  countries.  What  constitutes  qualified  investments 
in  these  less  developed  countries  is  discussed  under  paragraph  heading 
(4)  below.  If  a  reduction  in  foreign  base  company  income  is  granted 
for  an  increase  in  qualified  investments  in  a  less  developed  country 
and  then  at  a  later  time  these  investments  are  decreased,  then  to  the 
extent  of  any  foreign  base  company  income  previously  omitted  from 
the  tax  base  of  the  U.S.  shareholders,  there  is  to  be  an  increase  in  the 
income  of  the  controlled  foreign  corporation  taxable  to  its  U.S. 
shareholders.  ... 

This  exception  for  interest  and  dividend  income  (and  certain  gains) 
from  less  developed  countries  is  intended  to  make  it  possible  for  a  con¬ 
trolled  foreign  corporation,  which  is  at  least  in  part  a  holding  company, 
to  reinvest  dividends  and  interest  obtained  from  a  subsidiary  in  a  less 
developed  country  in  another  subsidiary  in  a  less  developed  country, 
without  its  shareholders  being  taxed  on  this  income. 

Another  exception  from  the  application  of  the  foreign  base  company 
income  is  provided  for  income  derived  from  the  use  (including  the 
hiring  or  leasing)  of  aircraft  or  vessels  used  in  foreign  commerce  or 
services  directly  related  to  the  use  of  the  aircraft  or  vessel.  This 
exception  was  provided  by  your  committee  primarily  in  the  interests 
of  national  defense.  In  thkf  regard  it  was  believed  desirable  to  encour¬ 
age  a  U.S. -owned  maritime  fleet  and  U.S. -owned  airlines  operating 
abroad. 

A  final  exception  provided  from  the  foreign  base  company  income 
is  for  any  income  received  by  a  controlled  foreign  corporation,  if  it  is 
established  to  the  satisfaction  of  the  Treasury  Department  that  with 
respect  to  this  income  the  controlled  foreign  corporation  has  not  ef¬ 
fected  a  substantial  reduction  of  income  or  similar  taxes. 

4.  Less  developed  country  corporations.— As  indicated  above,  interest 
and  dividend  income  received  from  10  percent  related  persons  (and 
gains  on  the  sale  of  the  underlying  investments)  may  be  deducted 
from  the  subpart  F  income  which  is  taxable  to  the  U.S.  shareholders  of 
a  controlled  foreign  corporation  only  if  the  income  was  attributable  to 
qualified  investments  in  a  less  developed  country  and  was  reinvested 
in  qualified  investments  in  less  developed  countries.3  Provision  is 


»  The  bill  provides  for  a  reduction  in  subpart 
from  less  developed  countries  or  the  increase  in 


F  income  to  the  extent  of  this  dividend  and  interest  income 
investments  in  these  countries,  whichever  is  the  lesser. 
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also  made  for  an  increase  in  the  income  taxable  to  the  U.S.  share¬ 
holders  whenever  there  is  a  decrease  in  qualified  investments  in  a  less 
developed  country,  to  the  extent  they  were  initially  attributable  to 
dividends  or  interest  of  the  type  referred  to  above.  The  concept  of 
less  developed  country  corporations  is  also  used  under  section  9  of  this 
bill  in  determining  when  the  “gross-up”  of  dividend  income  is  not  to 
be  applied.  In  addition,  section  15  of  the  bill  makes  use  of  the 
concept  of  less  developed  country  corporations,  since  the  ordinary 
income  treatment  provided  under  that  provision  in  the  case  of  certain 
corporate  liquidations  and  stock  sales  does  not  apply  where  the  cor¬ 
poration  involved  is  a  less  developed  country  corporation  the  stock 
of  which  was  held  for  more  than  10  years. 

Qualified  investments  in  less  developed  countries  under  this  pro¬ 
vision  consist  of  stock  of  a  “less  developed  country  corporation”  and 
obligations  of  such  corporations  which  at  their  time  of  acquisition  by 
the  controlled  foreign  corporation  had  a  maturity  of  5  years  or  more. 
However,  for  either  the  stock  or  obligations  to  qualify  the  controlled 
foreign  corporation  must  own  10  percent  or  more  of  the  voting  power 
of  all  classes  of  stock  of  the  less  developed  country  corporation.  In 
addition,  qualified  investments  also  include  obligations  of  a  less 
developed  country. 

“Less  developed  country  corporations”  consist  of  two  categories. 
First,  they  include  foreign  corporations  incorporated  in  a  less  de¬ 
veloped  country,  which  are  engaged  in  the  active  conduct  of  a  trade 
or  business,  which  derive  80  percent  or  more  of  their  income  from 
sources  within  less  developed  countries  and  which  have  80  percent 
or  more  (in  value)  of  their  assets  in  property  generally  used  in  a  trade 
or  business  in  a  less  developed  country  or  in  certain  other  specified 
types  of  associated  property.  The  specific  assets  in  which  this  80 
percent  of  the  assets  must  be  invested  are — 

(1)  Property  used  by  it  in  its  trade  or  business  in  less  developed 
countries; 

(2)  Money  and  bank  accounts; 

(3)  Stock  and  obligations  (having  a  maturity  of  5  years  or 
more  at  time  of  acquisition)  of  less  developed  country  corpora¬ 
tions; 

(4)  An  obligation  of  a  less  developed  country; 

(5)  Investments  required  because  of  restrictions  imposed  by 
less  developed  countries; 

(6)  Certain  U.S.  property,  such  as  U.S.  Government  bonds, 
money,  property  purchased  in  the  United  States  for  export,  etc., 
which  although  having  a  U.S.  situs,  are  excluded  from  the  defi¬ 
nition  of  “U.S.  property.”  (For  a  more  specific  listing  of  the 
U.S.  property  exceptions,  see  par.  (5)  below.) 

The  second  category  of  corporation  classified  as  a  less  developed 
country  corporation  are  certain  shipping  or  aircraft  companies.  These 
corporations  must  be  foreign  corporations  (not  necessarily  incorporated 
in  a  less  developed  country)  receiving  80  percent  or  more  of  their  gross 
income  from : 

(1)  The  use  (or  hiring  or  leasing  for  use)  in  foreign  commerce 
of  aircraft  or  vessels  registered  under  the  laws  of  a  less  developed 
country ; 

(2)  From  the  performance  of  services  directly  related  to  these 
aircraft  or  vessels; 
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(3)  From  the  sale  or  exchange  of  such  vessels  or  aircraft; 

(4)  Dividends  and  interest  received  from  foreign  corporations 
which  are  themselves  less  developed  country  corporations  under  the 
definition  contained  in  this  category  and  in  which  the  corporation 
in  question  had  at  least  a  10  percent  stock  interest  ;  and 

(5)  Gain  from  the  sale  or  exchange  of  stock  or  obligations  of 
foreign  corporations  which  are  less  developed  country  corpo¬ 
rations. 

In  addition,  for  these  shipping  or  aircraft  companies  to  qualify  as 
less  developed  country  corporations  they  must  have  80  percent  or 
more  of  their  assets  invested  in  assets  used  for  the  production  of 
the  income  described  above  and  in  property  which  although  having 
a  situs  in  the  United  States  is  not  considered  as  “U.S.  property” 
(see  exceptions  listed  in  par  (5)  below). 

Less  developed  countries  under  the  bill  are  defined  as  foreign 
countries  (other  than  areas  within  the  Sino-Soviet  bloc)  or  possessions 
of  the  United  States  where  the  President  of  the  United  States  has 
designated  such  a  country  or  possession  as  economically  less  de¬ 
veloped.4  However,  the  following  countries  are  in  no  event  to  be 
considered  as  less  developed  countries: 


Australia 

Austria 

Belgium 

Canada 

Denmark 

France 

Germany  (Federal  Republic) 

Hong  Kong 

Italy 

Japan 

Liechtenstein 


Luxembourg 
Monaco 
Netherlands 
New  Zealand 
Norway 

Union  of  South  Africa 
San  Marino 
Sweden 
Switzerland 
United  Kingdom 


Once  a  country  has  been  designated  as  a  less  developed  country, 
the  President  is  not  to  terminate  that  designation  without  giving  30 
days  prior  notice  to  the  Senate  and  House  of  Representatives  of  his 
intention  to  do  so.  Moreover,  if  at  the  time  of  acquisition,  property 
was  qualified  investment  in  a  less  developed  country,  this  property  is 
to  continue  to  qualify  thereafter  even  though  the  country  ceases  to 
be  a  less  developed  country. 

5.  Investment  of  earnings  in  U.S.  'property .—  In  addition  to  the 
income  from  insurance  of  U.S.  risks  and  foreign  base  company  income, 
U.S.  shareholders  of  controlled  foreign  corporations  also  are  to  be 
taxed  on  other  earnings  of  the  corporation  to  the  extent  of  the  cor¬ 
poration’s  investments  in  U.S.  property.  For  this  purpose  U.S. 
property  is  that  acquired  after  December  31,  1962,  which  is — - 

(1)  Tangible  property  located  in  the  United  States; 

(2)  Stock  of  a  domestic  corporation; 

(3)  An  obligation  of  an  U.S.  person;  or 

(4)  Anv  right  to  use  in  the  United  States  a  patent  or  copy¬ 
right,  an  invention,  model,  or  design  whether  or  not  patented,  a 
secret  formula  or  process,  or  any  other  similar  property  right, 
but  only  if  any  of  the  foregoing  is  acquired  or  developed  by  the 
controlled  foreign  corporation  for  use  in  the  United  States. 


«  Oversea  territories,  departments,  provinces,  or  possessions  for  this  purpose  may  be  treated  as  separate 
countries.  Thus,  even  though  the  “home”  country  may  be  classified  as  developed,  the  oversea  area  may 
be  considered  less  developed. 
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Certain  exceptions,  however,  are  made  to  the  above  categories  with 
the  result  that  the  term  “U.S.  property”  does  not  include — - 

(1)  Investments  in  U.S.  bonds,  money,  or  bank  accounts; 

(2)  Property  purchased  in  the  United  States  for  export  to, 
or  for  use  in,  foreign  countries ; 

(3)  Loans  arising  in  connection  with  the  sale  or  processing  of 
property  where  the  amount  of  the  loan  would  be  considered  ordi¬ 
nary  and  necessary  to  carry  on  the  trade  or  business  of  both  the 
lending  and  borrowing  corporation  had  the  sale  been  made 
between  unrelated  persons,  or  in  the  case  of  processing,  would 
have  been  required  of  the  lending  corporation  had  the  transaction 
involving  such  processing  occurred  between  unrelated  persons; 

(4)  Aircraft,  railroad  rolling  stock,  vessels,  motor  vehicles,  or 
containers  used  in  the  transportation  of  persons  or  property  in 
foreign  commerce  predominantly  outside  the  United  States; 

(5)  Assets  of  an  insurance  company  representing  reserves 
attributable  to  contracts  which  do  not  involve  U.S.  risks;  and 

(6)  Assets  of  the  controlled  corporation  equal  to  the  earnings 
and  profits  accumulated  after  December  31,  1962,  and  taxed  as 
income  from  sources  within  the  United  States,  of  a  foreign 
corporation  engaged  in  trade  or  business  here. 

Generally,  earnings  brought  back  to  the  United  States  are  taxed  to 
the  shareholders  on  the  grounds  that  this  is  substantially  the  equivalent 
of  a  dividend  being  paid  to  them.  The  exceptions  noted  above,  how¬ 
ever,  are  believed  to  be  normal  commercial  transactions  without 
intention  to  permit  the  funds  to  remain  in  the  United  States  indefi¬ 
nitely  (except  in  the  case  of  the  last  category  where  full  U.S.  cor¬ 
porate  tax  is  being  paid). 

6.  Minimum  distribution  to  domestic  corporation. — A  major  relief 
provision  under  your  committee’s  amendments  is  that  which  provides 
that  subpart  F  income  (income  from  insurance  of  U.S.  risks  plus 
foreign  base  company  income)  is  not  to  be  taxed  to  the  U.S.  corporate 
shareholders  if  a  schedule  of  minimum  distributions  is  met.  The 
minimum  distribution  required  varies  with  the  effective  foreign  tax- 
rate  and  is  as  follows: 


If  the  effective  foreign  tax  rate  is  (percentage) — 

Under  10 _ 

10  or  over  but  less  than  20 _ 

20  or  over  but  less  than  30 _ 

30  or  over  but  less  than  40 _ 

40  or  over  but  less  than  42 _ 

42  or  over  but  less  than  44 _ 

44  or  over  but  less  than  46 _ 

46  or  over  but  not  more  than  47 _ 

Over  47 _ 


The  required  minimum 
distribution  of  earn¬ 
ings  and  profits  after 
foreign  taxes  is  (per¬ 
centage) — 

90 

80 

70 

60 

50 

38 

26 

14 

0 


The  purpose  of  this  provision  is  to  forego  any  tax  on  the  U.S. 
shareholders  with  respect  to  undistributed  income  of  controlled 
foreign  corporations  in  those  cases  where  the  combined  foreign  tax 
and  United  States  (to  the  extent  the  latter  is  paid  on  the  distributed 
income)  is  not  substantially  below  the  U.S.  corporate  tax  rate.  The 
lower  the  foreign  tax  rate  is,  of  course,  the  greater  the  distribution 
must  be,  and  the  greater  the  proportion  of  the  total  which  must  be 
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subject  to  U.S.  tax,  if  the  aggregate  tax  is  not  to  be  substantially 
below  the  U.S.  corporate  tax  rate.  Table  2  below  shows  the  combined 
U.S.  and  foreign  taxes  implicit  in  the  schedule  set  forth  in  this  provi¬ 
sion.  This  is  shown  both  on  the  assumption  that  the  “gross-up” 
provision  in  section  9  applies  and  that  it  does  not  apply.5  The  table 
also  shows  the  range  of  combined  taxes  in  each  bracket,  assuming  the 
application  of  both  the  minimum  and  the  maximum  effective  foreign 
tax  rate  is  applied  in  each  bracket.  It  will  be  noted  that  the  combined 
effective  tax  rates  range  from  42.4  to  47  percent  where  the  “gross-up” 
provision  applies  and  from  37.9  to  47  percent  where  it  does  not.  For 
the  most  part,  however,  the  combined  tax  is  around  46  percent  where 
the  “gross-up”  applies  and  44  percent  where  it  does  not. 


Table  2. —  Total  U.S.  and  foreign  tax  burden  resulting  from  minimum  distribution 
schedule  applied  to  $100  of  earnings  of  a  controlled  foreign  corporation 


Assumed  effective  foreign  tax  rate 

Percent 

distribution 

Combined  U.S.  and  foreign 
tax  if  dividend  is — 

required  by 
schedule 

“Grossed 

up” 

Not  “grossed 
up” 

90 

$47.  70 

$44. 22 

80 

43.60 

40.24 

80 

45.40 

40.38 

70 

42. 40 

37.92 

70 

45. 10 

40. 43 

60 

43.20 

39. 24 

60 

46. 80 

43. 76 

60 

46. 00 

43. 60 

60 

46.50 

44. 25 

38 

45.80 

44.  20 

38 

46.42 

44. 95 

26 

46. 08 

45. 16 

26 

46.82 

46.00 

14 

46. 84 

46.  45 

0 

47.00 

47.00 

Taxpayers  are  permitted  to  apply  the  minimum  distribution 
schedule — 

(1)  separately  for  each  controlled  foreign  corporation, 

(2)  for  each  chain  of  controlled  foreign  corporations, 

(3)  for  all  controlled  foreign  corporations,  or 

(4)  for  all  controlled  foreign  corporations  other  than  less  de¬ 
veloped  country  corporations. 

In  addition,  taxpayers  for  purposes  of  this  minimum  distribution 
schedule  may  treat  branches  as  if  they  were  wholly  owned  foreign  sub¬ 
sidiaries  distributing  100  percent  of  their  earnings.  For  this  purpose 
branches  maintained  in  Puerto  Rico  or  a  possession  of  the  United 
States  are  taken  into  account,  if  they  would  be  controlled  foreign 
corporations  if  incorporated  under  the  laws  of  Puerto  Rico  or  the 
possession,  and  the  gross  income  of  the  U.S.  shareholder  includes  in¬ 
come  derived  from  sources  within  Puerto  Rico  or  the  possession. 

A  taxpayer  in  computing  the  minimum  distribution  may  omit  in¬ 
come  from  a  foreign  corporation  if  it  is  established  to  the  satisfaction 
of  the  Treasury  Department  that  its  earnings  were  blocked  because  of 


»  The  method  of  computing  the  combined  tax  can  be  illustrated  by  the  case  of  the  10  percent  foreign  tax, 
80  percent  distribution  and  no  “gross-up"  of  the  dividend.  The  foreign  tax  on  the  $100  in  this  case  is  $10, 
leaving  $90  after  foreign  tax.  Of  this  amount  80  percent  or  $72  is  distributed.  A  52  percent  U.S.  tax  on  this 
is  $37.44.  The  credit  allowed  for  foreign  taxes  paid  is  $7.20  (7^iooX$10),  leaving  a  net  U.S.  tax  of  $30.24. 
This  plus  the  $10  foreign  tax  gives  a  combined  tax  of  $40.24. 


90 


REVENUE  ACT  OF  196  2 


currency  or  other  restrictions  imposed  by  the  laws  of  a  foreign  coun¬ 
try.  The  minimum  distributions  referred  to  above  may  be  computed 
if  the  taxpayers  so  elect  for  an  affiliated  group  of  coi'porations  (eligible 
to  fde  a  consolidated  return)  in  the  same  manner  as  if  they  were  a  single 
U.S.  corporation. 

The  effective  foreign  tax  rate  referred  to  in  the  minimum  distri¬ 
bution  is  determined  by  expressing  the  income,  war  profits,  or  excess 
profits  taxes  paid  or  accrued  to  the  foreign  countries  or  possessions 
■of  the  United  States  by  the  foreign  corporation  (or  corporations) 
involved  as  a  percent  of  the  earnings  and  profits  of  the  foreign  cor¬ 
poration  (or  corporations)  plus  the  foreign  taxes  themselves.  The 
earnings  and  profits  referred  to  here  are  to  be  determined  according 
to  rules  substantially  similar  to  those  applicable  to  domestic  corpora¬ 
tions.  Taxpayers,  however,  will,  by  regulations,  be  permitted  to  de¬ 
part  from  the  U.S.  rules  where  their  books  are  kept  on  a  different 
basis  and  the  variations  in  computations  are  not  important.  A  dis¬ 
tribution  may  be  treated  as  being  made  in  a  year  if  paid  within  60 
days  after  the  end  of  that  year  or  in  such  longer  period  as  the  Treasury 
Department  by  regulations  prescribes.  In  addition,  if  a  U.S.  share¬ 
holder  in  making  its  return  applies  for  the  minimum  distribution 
schedule  and  subsequently  it  is  found  that,  for  reasonable  cause,  it  has 
not  met  the  minimum  schedule,  then  subsequent  distributions  may 
be  made  by  the  controlled  foreign  corporation  (in  a  manner  prescribed 
under  regulations)  and  be  treated  as  if  they  had  been  made  in  the 
earlier  qualifying  period. 

7.  Export  trade  corporation. — A  second  major  relief  provision  pro¬ 
vided  by  the  bill  is  the  exception  for  “export  trade  corporations.” 
The  bill  provides  that  foreign  base  company  income  (i.e.,  foreign  per¬ 
sonal  holding  company  income,  base  company  sales  income  and  base 
company  service  income)  in  the  case  of  export  trade  corporations  is 
to  be  reduced  by  the  amount  of  their  foreign  base  company  income 
which  consists  of  “export  trade  income.”  Thus,  the  U.S.  shareholders 
of  controlled  foreign  corporations  will  not  be  taxed  on  undistributed 
income  of  these  corporations  (to  the  extent  that  it  represents  foreign 
base  company  income)  if  these  controlled  foreign  corporations  are 
export  trade  corporations  having  “export  trade  income.”  However, 
the  exclusion  for  foreign  base  company  income  representing  export 
trade  income  may  not  exceed  the  lesser  of — 

(1)  1 times  “export  promotion  expenses,”  (attributable  to 
the  otherwise  excluded  income)  or 

(2)  10  percent  of  gross  receipts  of  the  export  trade  corporation 
from  the  sale,  installation,  operation,  maintenance  or  use  of  the 
property  from  which  it  derives  the  income  which  otherwise  is 
excluded.  (In  the  case  of  commissions  or  fees,  this  10  percent 
is  measui'ed  on  the  same  basis  on  which  the  commissions  or  fees 
are  based.) 

With  the  limitations  it  is  not  expected  that  the  allocation  rule  in 
present  law  (sec.  482)  will  be  needed  in  many  cases  involving  export 
trade  corporations. 

dhe  export  trade  income  which  is  to  be  deferred  also  is  limited  to 
the  portion  of  this  income  which  is  invested  by  the  export  trade  cor¬ 
poration  in  “export  trade  assets”  (or,  more  specifically,  by  the  portion 
of  the  increase  in  investments  in  such  assets  which  is  attributable  to 
export  trade  income  which  constitutes  foreign  base  company  income). 
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Any  amount  of  export  trade  income  where  U.S.  taxation  has  been 
deferred  because  of  such  investments,  will  subsequently  be  taxed  if 
there  is  a  decrease  in  export  trade  assets. 

This  provision  is  intended  to  continue  tax  deferral  in  the  case  of 
corporations  engaged  in  export  trade  who  are  selling  abroad  products 
produced,  grown,  or  extracted  in  the  United  States.  This  is  intended 
as  an  encouragement  to  export  trade.  Nevertheless,  limitations  are 
imposed  to  provide  that  the  income  attributed  to  the  export  trade 
corporation  is  in  line  with  the  income  actually  generated  by  such  activ¬ 
ity.  This  is  the  function  of  limiting  the  export  trade  income  to  1% 
times  export  promotion  expenses  or  10  percent  of  gross  receipts  from 
the  property,  whichever  is  the  lesser.  Also,  the  provision  is  inten¬ 
tionally  limited  to  the  extent  to  which  the  export  trade  income  re¬ 
ceiving  the  special  treatment  is  used  for  the  expansion  of  the  export 
trade  business,  itself. 

An  “export  trade  corporation”  for  this  purpose  is  defined  as  a 
controlled  foreign  corporation  which  derives  90  percent  of  its  gross 
income  (for  the  prior  3-year  period)  from  sources  without  the  United 
States  and  one  which  derives  75  percent  or  more  of  its  gross  income 
(for  the  same  3-year  period)  from  export  trade  income.  However, 
if  50  percent  or  more  of  the  gross  income  of  the  controlled  foreign 
corporation  (for  the  same  3-year  period)  is  derived  from  income  from 
agricultural  products  grown  in  the  United  States,  this  75-percent  re¬ 
quirement  is  not  to  apply. 

The  “export  trade  income”  is  an  element  in  the  definition  of  an 
export  trade  corporation  and  also,  to  the  extent  included  in  foreign 
base  company  income,  represents  the  maximum  amount  of  subpart  F 
income  upon  which  tax  deferral  may  be  granted.  Export  trade  income 
is  net  income  from — 

(1)  the  sale  to  an  unrelated  person  (where  there  is  less  than 
50-percent  common  control)  for  use,  consumption,  or  disposition 
outside  the  United  States  of  export  property.  Export  property 
is  property  manufactured,  produced,  grown,  or  extracted  in  the 
United  States.  (In  addition  to  the  sale  of  export  trade  property, 
there  also  is  included  commissions,  fees,  etc.,  from  the  performance 
of  services  with  respect  to  these  sales  or  with  respect  to  the 
installation  or  maintenance  of  export  property) ; 

(2)  commissions,  fees,  and  other  income  from  commercial, 
industrial,  or  other  services  performed  by  an  unrelated  person 
outside  of  the  United  States  in  connection  with  patents,  copy¬ 
rights,  secret  processes  and  formulas,  goodwill,  trademarks,  trade 
brands,  franchises,  etc.,  acquired  or  developed  and  owned  by 
the  domestic  corporation  involved; 

(3)  commissions,  fees,  rentals  or  other  income  for  the  use  of 
export  property  by  an  unrelated  person  or  attributable  to  the 
use  of  export  property  in  rendering  technical,  scientific,  or  engi¬ 
neering  services  to  an  unrelated  person ;  and 

(4)  interest  from  certain  obligations  which  are  export  trade 
assets. 

“Export  trade  assets”  are  the  type  of  property  in  which  export 
trade  income  must  be  reinvested  if  its  taxation  is  to  be  deferred. 
Export  trade  assets  are — 

(1)  working  capital  reasonably  necessary  for  the  production  of 
the  export  trade  income; 

87490— 62 - 7 
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(2)  inventory  of  export  property,  i.e.,  property  manufactured, 
produced,  grown,  or  extracted  in  the  United  States,  held  for  use, 
consumption,  or  disposition  outside  of  the  United  States; 

(3)  facilities  located  outside  of  the  United  States  for  the  storage, 
handling,  transportation,  packaging  or  servicing  of  export  prop¬ 
erty;  or 

(4)  evidences  of  indebtedness  executed  by  unrelated  persons  in 
connection  with  the  payment  for  purchases  of  export  property  or 
services. 

As  indicated  previously,  the  export  trade  income  (to  the  extent  enter¬ 
ing  into  foreign  base  company  income)  which  may  be  deferred  is 
limited  to  1%  times  "export  promotion  expenses”  or  10  percent  of 
gross  receipts  from  the  property  from  which  the  export  trade  arises, 
whichever  is  the  lesser.  "Export  promotion  expenses”  are  the  follow¬ 
ing  expenses  paid  or  incurred  in  connection  with  the  export  trade 
income — 

(1)  a  reasonable  allowance  for  salaries  or  other  compensation 
for  personal  services, 

(2)  rentals  or  other  payments  for  the  use  of  property, 

(3)  a  reasonable  allowance  for  the  exhaustion,  wear  and  tear 
of  property,  and 

(4)  any  other  ordinary  and  necessary  expenses  to  the  extent 
reasonably  allocable  to  the  export  trade  income. 

No  expense  incurred  in  the  United  States  is  to  be  treated  as  an  export 
promotion  expense  unless  at  least  90  percent  of  each  category  of  ex¬ 
pense  is  incurred  outside  the  United  States. 

8.  Other  relief  provisions. —  In  addition  to  the  minimum  distribu¬ 
tion  schedule  and  export  trade  corporation  provision  which  may  ex¬ 
clude  from  the  tax  base  of  U.S.  shareholders  undistributed  income  of 
controlled  foreign  corporations,  the  bill  provides  two  other  important 
relief  measures.  First,  it  provides  that  a  U.S.  shareholder  who  is  an 
individual  may  elect  to  be  taxed  upon  any  undistributed  income  of  a 
controlled  foreign  corporation  attributed  to  him  as  if  he  were  a  corpo¬ 
ration  rather  than  an  individual.  If  he  makes  this  election  this 
means  that  he  will  be  subject  to  a  30-percent  tax  on  the  first  $25,000 
of  undistributed  income  allocated  to  him  and  a  52-percent  tax  on  all 
income  allocated  above  this  level.  Against  this  52-percent  or  30- 
percent  tax  rate,  credits  will  be  allowed  for  income  and  other  creditable 
taxes  paid  by  the  controlled  foreign  corporation  to  foreign  countries  in 
the  same  manner  as  if  the  individual  were  a  domestic  corporation. 

The  purpose  of  this  provision  is  to  avoid  what  might  otherwise  be 
a  hardship  in  taxing  a  U.S.  individual  at  high  bracket  rates  with  re¬ 
spect  to  earnings  in  a  foreign  corporation  which  he  does  not  receive. 
This  provision  gives  such  individuals  assurance  that  then*  tax  burdens, 
with  respect  to  these  undistributed  foreign  earnings,  will  be  no  heavier 
than  they  would  have  been  had  they  invested  in  an  American  cor¬ 
poration  doing  business  abroad. 

If  an  individual  has  elected  with  respect  to  the  earnings  of  a  con¬ 
trolled  foreign  corporation  to  be  treated  as  if  he  were  a  domestic 
corporation,  and  then  subsequently  an  actual  distribution  is  made, 
the  bill  provides  that  he  then  is  to  be  taxed  only  on  the  excess  of  the 
amount  received  over  the  amount  of  taxes  he  previously  paid  with 
respect  to  the  undistributed  income.  Therefore,  if  the  individual 
were  to  be  taxed  on  $100  of  undistributed  income  at  a  52-percent  tax 
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rate,  and  then  subsequently  the  $100  was  paid  to  him  as  a  dividend, 
he  would  be  taxed  at  individual  income  tax  rates  only  on  $48,  namely, 
the  excess  of  the  amount  distributed  to  him  over  the  taxes  he  pre¬ 
viously  paid,  assuming  the  foreign  country  involved  had  no  income 
taxes. 

Another  relief  provision  is  provided  with  respect  to  any  undistrib¬ 
uted  income  representing  “foreign  base  company  income.”  The  bill 
provides  that  such  income  is  not  to  be  taxed  to  the  U.S.  shareholder  if 
it  is  established  to  the  satisfaction  of  the  Secretary  of  the  Treasury 
or  his  delegate  that  the  incorporation  of  the  controlled  foreign  cor¬ 
poration  in  the  particular  foreign  country  involved  does  not  have  the 
effect  of  substantially  reducing  income,  excess  profits  or  similar  taxes. 

9.  Treatment  provided  in  the  case  of  Puerto  Rico  and  U.S.  posses¬ 
sions. — The  bill  provides  that  a  controlled  foreign  corporation  does 
not  include  a  corporation  incorporated  in  Puerto  Rico  or  a  possession 
of  the  United  States  if  80  percent  or  more  of  the  gross  income  of  the 
corporation  (for  the  prior  3-year  period)  is  derived  from  sources 
within  Puerto  Rico  or  a  possession  of  the  United  States,  and  if  50 
percent  or  more  of  the  gross  income  was  derived  from  the  active  con¬ 
duct  within  Puerto  Rico  or  a  possession  of  the  United  States  of 
specified  trades  or  businesses.  The  trades  or  businesses  qualifying 
are  the  following: 

(1)  manufacturing  and  processing  of  goods  or  other  tangible 
personal  property, 

(2)  the  processing  of  agricultural  or  horticultural  products 
(including  livestock,  poultry,  or  fur-bearing  animals) 

(3)  the  catching  of  fish  (whether  or  not  on  the  high  seas)  or 
extraction  of  natural  resources,  or  the  manufacturing  or  process¬ 
ing  of  commodities  obtained  from  such  activities,  or 

(4)  the  ownership  or  operation  of  hotels. 

Your  committee  lias  excluded  Puerto  Rico  and  U.S.  possession 
corporations  from  the  operation  of  section  12  in  recognition  of  their 
special  status  and  our  special  interest  in  encouraging  investments  in 
such  areas.  The  definition  of  the  excluded  corporations  parallels 
(except  for  the  reference  to  the  specific  trades  or  businesses)  the 
provision  in  existing  law  which  excludes  from  U.S.  tax  qualifying 
businesses  carried  on  in  the  possessions. 

In  addition  to  excluding  these  Puerto  Rican  or  U.S.  possessions 
corporations  from  the  application  of  section  12,  your  committee 
has  also  provided  that  the  term  “U.S.  person”  (and,  therefore,  the 
term  U.S.  shareholder)  does  not  include  in  the  case  of  a  corporation 
organized  under  the  laws  of  Puerto  Rico  an  individual  who  is  a  bona 
fide  resident  of  Puerto  Rico  (within  the  meaning  of  sec.  933(1)); 
with  respect  to  a  corporation  organized  under  the  laws  of  the  Virgin 
Islands  does  not  include  an  individual  who  is  a  bona  fide  resident  of 
the  Virgin  Islands  and  whose  income  tax  obligation  is  satisfied  by 
paying  tax  on  income  derived  from  all  sources  into  the  treasury  of 
the  Virgin  Islands  and  in  the  case  of  a  corporation  organized  under 
the  laws  of  any  other  possession,  does  not  include  a  bona  fide  resident 
of  that  possession  (qualifying  under  sec.  932(a)  of  the  code). 

The  effect  of  not  treating  these  bona  fide  residents  as  U.S.  persons 
is  to  provide  that  they  do  not  qualify  as  U.S.  shareholders  in  deter¬ 
mining  whether  or  not  more  than  50  percent  of  a  foreign  corporation 
is  controlled  by  10-percent  U.S.  shareholders. 


94 


REVENUE  ACT  OE  1962 


10.  Miscellaneous  provisions. — 

a.  Foreign  tax  credit.— U.S.  shareholders  who  are  taxed  on  subpart 
F  income,  on  a  decrease  in  investments  in  less  developed  countries, 
or  on  the  increase  of  earnings  invested  in  U.S.  property,  can  ob¬ 
tain  a  foreign  tax  credit  for  foreign  income,  etc.,  taxes  paid  by  the 
foreign  corporation,  if  the  shareholder  is  a  person  to  whom  such 
a  foreign  credit  would  be  allowed  in  the  case  of  an  actual  distribution. 
That  means  that  foreign  tax  credits  will  be  allowed  where  the  share¬ 
holder  is  a  domestic  corporation  (or  an  individual  electing  to  be 
treated  as  a  domestic  corporation)  holding  the  stock  of  a  foreign 
corporation  and  has  at  least  a  10-percent  voting  stock  interest. 
Similarly,  where  a  domestic  corporation  has  at  least  a  10-percent 
interest  in  a  foreign  corporation  which  in  turn  has  at  least  a  50- 
percent  voting  stock  interest  in  a  subsidiary,  then  a  foreign  tax  credit 
will  be  allowed  the  U.S.  shareholder  with  respect  to  the  earnings  of 
this  subsidiary  when  undistributed  earnings  of  the  subsidiary  are  taxed 
to  the  U.S.  corporate  shareholder.  Taxes  so  allowed  as  credits  will 
not  again  be  allowed  as  credits  when  actual  distributions  are  made. 

Where  the  foreign  country  imposes  a  tax  directly  on  dividend 
distributions,  such  a  tax  would  not,  of  course,  initially  be  taken  into 
account  when  the  shareholder  at  an  earlier  date  was  taxed  on  un¬ 
distributed  earnings  of  a  controlled  foreign  corporation.  These  taxes 
on  actual  dividend  payments,  however,  will  be  allowed  as  credits  in 
the.  year  in  which  the  actual  dividends  are  paid,  even  though  these 
dividends  are  not  taxable  to  the  domestic  corporation  receiving  them 
because  of  an  earlier  inclusion  by  it  of  these  amounts  in  its  income. 
Adjustments  are  made  in  the  overall  and  per  country  limitations  to 
keep  these  limitations  from  reducing  the  creditable  taxes  in  such 
cases  below  what  could  be  credited  if  the  income  taxed  and  taxes 
attributable  to  this  income  had  been  taken  into  account  in  the  same 
year.  Moreover,  if  the  taxpayer  has  insufficient  U.S.  income  tax 
against  which  to  offset  such  credits  in  the  year  of  the  actual  distribu¬ 
tion,  then  refunds  are  allowed. 

b.  Adjustments  to  basis  oj  stock. — It  is  necessary  where  amounts 
not  actually  distributed  to  the  taxpayer  are  nevertheless  taxed  to  him, 
to  increase  his  basis  for  the  stock  in  the  controlled  corporation  by  the 
amount  so  taxed  to  him.  However,  if  subsequently  actual  distribu¬ 
tions  are  made  which  do  not  result  in  any  tax  to  the  shareholder 
because  of  the  prior  tax  payment  by  him,  then  the  basis  of  the  stock 
needs  to  again  be  reduced.  The  bill  makes  provision  for  these 
adjustments. 

c.  Other  provisions. — The  bill  provides  that  earnings  and  profits  of 
a  foreign  corporation  for  purposes  of  this  provision  are  to  be  deter¬ 
mined  according  to  rules  substantially  similar  to  those  applicable  to 
domestic  corporations  under  regulations  prescribed  by  the  Secretary 
or  his  delegate.  The  bill  provides  that  earnings  and  profits  of  a  con¬ 
trolled  foreign  corporation  are  not  to  be  taxable  to  the  U.S.  share¬ 
holder  when  it  is  established  to  the  satisfaction  of  the  Secretary  or  his 
delegate  that  such  earnings  are  blocked  because  of  currency  or  other 
restrictions  or  limitations  imposed  by  the  laws  of  any  foreign  country. 

11.  Effective  date. — This  provision  applies  to  taxable  years  of 
foreign  corporations  beginning  after  December  31,  1962,  and  to  taxable 
years  of  U.S.  shareholders  within  or  with  which  these  taxable  years  of 
the  foreign  corporations  end. 
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XIII.  GAIN  FROM  DISPOSITION  OF  CERTAIN  DEPRECIABLE 

PROPERTY 

(Sec.  13  of  bill  and  secs.  1245,  167(f),  170(e),  453(d)  and  613(a)  of  code) 

A.  Reasons  jor  provision 

Under  present  law,  in  the  case  of  depreciable  property  the  tax¬ 
payer  may  write  off  the  cost  or  other  basis  of  the  property  over  the 
period  of  the  useful  life  of  the  asset  in  his  hands.  This  cost  or  other 
basis  can  be  written  off  evenly  (i.e.,  in  a  “straight  line”  over  the  asset’s 
life),  under  the  declining  balance  method,  under  the  sum-of-the-year’s 
digits  method,  or  under  any  other  consistent  method  which  does  not 
during  the  first  two-thirds  of  the  useful  life  of  the  property  exceed  the 
allowances  which  would  have  been  allowed  under  the  declining  balance 
method.  The  depreciation  deduction  is  a  deduction  against  ordinary 
income.  If  either  the  useful  life  of  the  asset  is  too  short,  or  the 
particular  method  of  depreciation  allows  too  much  depreciation  in 
the  early  years,  the  decline  in  value  of  the  asset  resulting  from  these 
depreciation  deductions  may  exceed  the  actual  decline.  Wherever 
the  depreciation  deductions  reduce  the  basis  of  the  property  faster 
than  the  actual  decline  in  its  value,  then  when  it  is  sold  there  will  be 
a  gain.  Under  present  law  this  gain  is  taxed  as  a  capital  gam,  even 
though  the  depreciation  deductions  reduced  ordinary  income.  The 
taxpayer  who  has  taken  excessive  depreciation  deductions  and  then 
sells  an  asset,  therefore,  has  in  effect  converted  ordinary  income  into 
a  capital  gain. 

The  President  stated  that  our  capital  gains  concept  should  not 
encompass  this  kind  of  income.  He  indicated  that  this  inequity 
should  be  eliminated,  especially  in  view  of  the  proposed  investment 
credit  for  newly  acquired  property.  He  states  that  we  should  not 
encourage  the  further  acquisition  of  such  property  through  tax  in¬ 
centives  as  long  as  the  loophole  remains. 

This  problem  also  is  of  major  significance  in  connectoin  with  the  recent 
depreciation  liberalization  announced  by  the  Treasury  Department. 
Under  this  new  approach,  many  taxpayers  will  be  permitted  to  de¬ 
preciate  assets  faster  for  tax  purposes  than  has  previously  been  the 
case.  Therefore,  additional  ordinary  income  would  be  converted 
into  capital  gain  if  this  were  not  dealt  with  in  this  provision. 

B.  Comparison  of  committee  amendments  with  House  provision 

Both  the  House  bill  and  your  committee’s  amendments  treat  as 
ordinary  income  any  gain  on  the  sale  or  other  disposition  of  certain 
depreciable  property  to  the  extent  of  the  depreciation  deductions 
taken.  However,  this  treatment  will  apply  to  property  subject  to 
the  allowance  for  depreciation  which  is  either  (1)  personal  property 
or  (2)  certain  other  tangible  property  but  not  including  a  building  or 
its  structural  components.  The  bill  as  passed  by  the  House  did  not 
apply  this  treatment  to  buildings  or  structural  components  thereof, 
and  your  committee  has  not  changed  this  feature  of  the  House-passed 
bill. 

The  House  bill  applied  to  property  disposed  of  after  the  date  of 
enactment  of  this  bill  and  provided  that  the  only  gain  which  was  to 
be  treated  as  ordinary  income  was  to  be  depreciation  occurring  in 
1962  and  subsequent  years.  The  bill,  as  amended  by  your  committee, 
will  only  apply  to  sales,  exchanges,  or  other  dispositions  occurring 
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during  taxable  years  beginning  after  December  31,  1962.  However, 
as  under  the  House  bill,  in  such  dispositions,  depreciation  occurring 
in  1962  and  subsequent  years  will  result  in  ordinary  income. 

Your  committee  concurs  with  the  House  in  believing  that  the  new 
treatment  of  gain  on  sale  will  make  it  possible  to  be  more  lenient  in 
determining  salvage  value.  The  bill  as  passed  by  the  House  provided 
that  the  salvage  value  for  depreciation  purposes  of  an  asset  may  be 
reduced  by  up  to  10  percent  of  its  cost  or  other  basis,  and  if  this  value 
is  less  than  10  percent  of  basis  it  may  be  disregarded  altogether. 

The  bill  as  passed  by  the  House  provides  that  for  a  period  of  time 
after  the  new  ordinary  income  treatment  becomes  applicable,  tax¬ 
payers  will  have  a  new  election  to  change  their  method  of  depreciation 
from  any  declining  balance  or  sum-of-the-years  digits  method  to  the 
straight-line  method.  This  provision  has  been  retained  by  your 
committee. 

The  above  description  has  been  in  terms  of  the  sale  or  exchange 
of  a  depreciable  asset.  There  are,  of  course,  other  methods  of  dis¬ 
posing  of  an  asset  which  also  are  dealt  with  in  this  provision.  In 
the  case  of  a  gift  or  a  transfer  at  death  no  gain  is  recognized  at  the 
time  of  the  disposition  of  the  asset.  In  the  case  of  a  gift,  however,  the 
ordinary  income  potential  of  the  depreciation  deductions  carries  over 
into  the  hands  of  the  donee.  In  the  case  of  gifts  to  charity,  although 
no  ordinary  income  is  recognized  at  the  time  of  the  gift,  the  charitable 
contribution  is  reduced  by  the  amount  which  would  be  recognized  as 
ordinary  income  if  the  property  were  sold.  Generally,  in  other  cases 
any  gain  which  under  present  law  would  be  recognized  at  the  time  of 
the  disposition  of  an  asset  will  be  treated  as  ordinary  income  to  the 
extent  of  any  depreciation  deductions  taken.  In  certain  cases,  how¬ 
ever,  in  order  to  prevent  tax  avoidance  the  bill  provides  for  the 
recognition  of  ordinary  income  on  the  disposition  of  an  asset  even 
though  gain  might  not  otherwise  be  recognized.  This  is  true  in  cer¬ 
tain  cases  where  a  distribution  is  made  by  a  corporation  or  partner¬ 
ship.  These  provisions  have  been  accepted  by  your  committee. 

Your  committee  has,  however,  added  a  new  provision  providing  for 
an  appropriate  adjustment  in  computing  the  “taxable  income  from 
the  property”  for  purposes  of  the  limitation  on  percentage  depletion 
in  the  case  of  mining.  This  provision  is  explained  below. 

C.  General  explanation  of  provision 

1.  General  rule. — The  general  rule  (in  sec.  1245)  provides  that  ordi¬ 
nary  income  is  to  be  recognized  in  the  case  of  sales  or  exchanges  to  the 
extent  the  so-called  recomputed  basis,  or  the  amount  realized  in  the 
sale  or  exchange,  whichever  is  lesser,  exceeds  the  basis  of  the  property 
in  the  hands  of  the  person  making  the  sale  or  exchange.  “Recomputed 
basis”  is  defined  generally  as  equaling  the  adjusted  basis  plus  the 
depreciation  deductions  previously  taken.  The  excess  of  the  amount 
realized  over  the  adjusted  basis  is,  of  course,  the  amount  presently 
recognized  as  capital  gain.  Since  the  rule  requires  that  the  smaller 
of  these  two  amounts  be  treated  as  ordinary  income,  this  in  effect 
means  that  the  ordinary  income  in  the  usual  case  is  to  be  the  gain 
realized  or  the  sum  of  the  depreciation  deductions  taken,  which¬ 
ever  is  the  smaller.  Where  there  is  a  disposition  of  an  asset  without 
a  sale  or  exchange,  gain  is  determined  by  reference  to  the  fair  market 
value  of  the  asset. 
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Since  this  provision  is  to  have  prospective  application  only,  in  com¬ 
puting  depreciation  for  this  purpose  only  depreciation  deductions 
occurring  after  December  31,  1961,  are  to  be  taken  into  account. 
Depreciation  deductions  for  this  purpose  include  not  only  regular 
depreciation  deductions  but  also  the  special  initial  allowance  deduc¬ 
tion  and  any  deduction  for  the  amortization  of  emergency  facilities. 
The  special  reduction  in  basis  of  property  provided  in  connection  with 
the  investment  credit  (sec.  2  of  this  bill)  is  not,  however,  treated  as 
a  depreciation  deduction  for  this  purpose.  Therefore,  any  gain  on 
sale  attributable  to  this  basis  adjustment  will  still  result  in  capital 
gain  (if  gain  from  the  property  otherwise  would  be  capital  gain).  The 
depreciation  deductions  taken  into  account  are  not  limited  to  those 
taken  by  the  taxpayer,  but  also  include  deductions  taken  by  others 
from  whom  the  taxpayer  acquired  the  property,  if  the  basis  of  the 
property  was  carried  over  from  the  transferor.  This  would  not  be 
true  where  the  taxpayer  acquired  the  property  from  another  by  reason 
of  the  latter’s  death,  since  in  this  case  the  property  receives  a  new 
basis  at  death  and  this  provision  does  not  apply.  The  general  rule  is 
that  the  depreciation  deduction  taken  into  account  for  each  year  is 
the  amount  allowed  or  allowable  whichever  is  greater.  However,  a 
special  rule  provides  that  the  depreciation  deductions  taken  into 
account  as  to  any  year  will  be  the  amount  “allowed”  rather  than  the 
amount  “allowable”  if  the  former  is  smaller  and  the  taxpayer  can 
establish  what  the  amount  was. 

The  type  of  property  receiving  the  ordinary  income  treatment  de¬ 
scribed  above  is  (1)  personal  property  (other  than  livestock),  includ¬ 
ing  intangible  personal  property,  and  (2)  other  property  which  is 
tangible,  not  including  a  building  or  its  structural  components,  which 
is  an  integral  part  of  certain  specified  business  activities  or  which  con¬ 
stitutes  research  or  storage  facilities  used  in  connection  with  these 
activities.  The  activities  specified  are  manufacturing,  production,  or 
extraction,  or  of  furnishing  transportation,  communications,  electrical 
energy,  gas,  water,  or  sewage  disposal  services. 

The  ordinary  income  treatment  provided  by  this  section  will  be 
applied  upon  the  sale  of  all  property  the  acquisition  of  which  could 
have  resulted  in  an  investment  credit  (sec.  38  of  the  code  as  added  by 
this  bill).  However,  the  ordinary  income  treatment  may  also  apply 
to  the  disposition  of  property  even  though  the  acquisition  of  this 
specific  property  did  not  result  in  an  investment  credit.  For  ex¬ 
ample,  no  investment  credit  may  have  been  allowed  upon  the  acquisi¬ 
tion  of  the  property  because  (1)  its  expected  useful  life  was  less  than 
4  years;  (2)  it  was  to  be  used  outside  of  the  United  States;  (3)  it  was 
to  be  used  by  tax-exempt  organizations  or  governmental  units ;  or  (4) 
it  was  not  new  when  acquired  (and  was  over  the  $50,000  limit),  etc. 

3.  Exceptions.— Except  as  specifically  provided  in  the  bill,  the  ordi¬ 
nary  income  treatment  applies  at  any  time  property  is  disposed  of. 
The  bill,  however  provides  six  general  categories  of  exceptions  to  this 
rule.  The  first  exception  is  for  gifts.  As  pointed  out  above,  however, 
the  depreciation  deductions  of  the  donor  must  be  taken  into  account 
by  the  donee,  and  may  result  in  ordinary  income  to  him  if  lie  sells 
the  property.  In  the  case  of  depreciable  property  which  is  given  to 
a  charitable  organization,  although  no  income  is  realized  by  the  donor 
at  the  time  of  the  gift,  the  amount  of  the  charitable  contribution  de¬ 
duction  he  may  receive  is  reduced  by  the  amount  which  would  have 
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been  treated  as  ordinary  income  had  the  property  been  sold  at  its  fair 
market  value  (an  amendment  adding  a  new  sec.  170(e)). 

A  second  exception  to  the  realization  of  ordinary  income  upon  the 
disposition  of  depreciable  personal  property  is  provided  in  the  case 
of  transfers  at  death  (except  where  the  sale  has  occurred  before  death 
and  the  income  is  treated  as  income  in  respect  of  a  decedent  under 
sec.  691).  In  this  case,  however,  there  is  not  a  carryover  of  the 
income  potential  in  the  depreciation  deductions  to  the  decedent's 
legatee  or  heir. 

A  third  category  of  exceptions  to  the  realization  of  ordinary  income 
is  provided  in  the  case  of  a  series  of  transactions  which  generally  are 
tax  free  and  in  which  the  basis  is  carried  over.  However,  in  these 
transactions  where  there  is  any  gain  recognized,  because  the  exchange 
is  accompanied  by  “boot”  (i.e.,  money  or  its  equivalent)  then  to  the 
extent  of  this  gain,  ordinary  income  may  be  realized  (unless  the  de¬ 
preciation  deductions  are  smaller).  The  tax-free  transactions  referred 
to  relate  to  those  occurring  upon  the  complete  liquidation  of  a  sub¬ 
sidiary  (sec.  332);  in  the  case  of  a  transfer  for  stock  or  securities  to  a 
corporation  controlled  by  the  transferor  (sec.  351);  in  the  case  of  a 
transfer  by  a  corporation  which  is  a  party  to  a  reorganization  of  prop¬ 
erty  in  pursuance  of  a  plan  of  a  reorganization  solely  for  stock  or 
securities  in  another  corporation  also  a  party  to  the  reorganization 
(sec.  361);  and  in  the  case  of  reorganizations  in  certain  receivership 
and  bankruptcy  proceedings  (sec.  371  (a)  and  sec.  374).  Also  included 
in  the  same  category  are  contributions  of  property  to  a  partnership  in 
exchange  for  an  interest  in  the  partnership,  and  distributions  by  a 
partnership  in  partial  or  complete  liquidation  of  an  interest  (but  in 
this  respect  see  the  special  partnership  treatment  described  below). 
Despite  the  above  rule  there  would  be  a  recognition  of  ordinary  in¬ 
come  where  there  is  a  contribution  of  depreciable  property  to  a  tax- 
exempt  organization  (other  than  a  tax-exempt  farm  cooperative)  in 
exchange  for  stock  or  securities  in  the  exempt  organization.  Recogni¬ 
tion  of  ordinary  income  in  this  case  is  provided  because  a  disposition 
of  the  property  by  the  exempt  organization  would  not  ordinarily 
give  rise  to  the  realization  of  ordinary  income  with  respect  to  the  de¬ 
preciation  deductions. 

Another  exception  is  provided  in  the  case  of  so-called  like  kind 
exchanges  of  property  used  for  production  or  investment,  and  for 
involuntary  conversions.  In  exchanges  of  these  types,  the  ordinary 
income  realized  is  not  limited  to  any  gain  recognized,  but  also  includes 
gain  taking  into  account  the  fair  market  value  of  nondepreciable  or 
other  nonqualifying  property  acquired  in  exchange  for  depreciable 
property.  The  realization  of  ordinary  income  (to  the  extent  of 
the  depreciation  deductions)  is  necessary  in  such  cases  since  in  the 
case  of  property,  other  than  depreciable  personal  property,  there  is 
no  opportunity  for  subsequent  recovery  of  the  ordinary  income 
element.  A  similar  exception  is  provided  in  the  case  of  the  exchange 
or  sale  of  property  in  obedience  to  Federal  Communications  Com¬ 
mission  orders  or  orders  of  the  Securities  and  Exchange  Commission 
(secs.  1071  and  1081).  In  these  cases  also,  the  ordinary  income  real¬ 
ized  is  not  limited  to  the  gain  recognized,  but  also  includes  any  un- 
recovered  depreciation  charges  with  respect  to  exchanges  of  depreciable 
personal  property  for  other  types  of  property. 
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Special  rules  are  also  provided  in  the  case  of  distributions  of  de¬ 
preciable  personal  property  by  a  partnership  to  a  partner.  A  dis¬ 
tribution  of  depreciable  personal  property  by  a  partnership  to  a 
partner,  to  the  extent  that  the  distribution  accounts  for  the  partner’s 
share  of  gain  attributable  to  this  property,  is  not  to  result  in  ordinary 
income  to  the  distributee  partner  at  the  time  of  the  distribution. 
However,  the  ordinary  income  potential  of  depreciation  deductions 
taken  by  the  partnership  (or  by  any  earlier  transferee  from  whom  the 
partnership  acquired  property  without  realization  of  gain)  will  be 
carried  over  to  the  distributee  partner.  When  he  disposes  of  this 
property,  the  ordinary  income  potential  of  these  partnership  (or  pre- 
partnership)  depreciation  deductions  will  be  taken  into  account  in  a 
manner  substantially  the  same  as  that  applying  where  the  taxpayer 
himself  took  the  depreciation  deductions.  The  property  distributed 
is  given  a  “recomputed  basis”  to  the  partner  equal  to  the  basis  of  the 
property  in  the  hands  of  the  partner  plus  any  ordinary  income  gain  on 
which  the  partnership  would  have  been  taxed  had  the  property  been 
sold  by  it  (at  its  fair  market  value)  immediately  before  the  distribution. 

The  rule  described  above  applies  only  to  the  extent  a  partner  is 
considered  as  receiving  his  share  of  the  property  representing  ordinary 
income  gain.  An  amendment  made  elsewhere  to  the  code  (sec.  751(c)) 
provides  that  in  other  cases  the  ordinary  income  element  in  depreciable 
property  is  to  be  considered  as  an  “unrealized  receivable.”  Thus,  to 
the  extent  of  depreciation  deductions  taken  (or  potential  gain  if 
smaller)  ordinary  income  will  be  realized  in  the  case  of  the  sale  of  a 
partnership  interest,  in  the  case  of  a  distribution  to  a  retiring  or 
deceased  partner,  and  in  the  case  of  distributions  to  a  partner  where  he 
receives  either  more  or  less  than  his  proportionate  share  of  property 
reflecting  this  type  of  gain.  .  . 

S.  Dispositions  resulting  in  ordinary  income  where  no  gain  is  presently 
recognized. — In  a  series  of  situations  your  committee  found  it  necessary 
to  recognize  ordinary  income  even  though  capital  gain  in  such  situa¬ 
tions  is  not  recognized  under  existing  law.  This  was  done  primarily 
in  those  cases  where  the  transferee  receives  another  basis  lor  the 
property  than  that  of  the  transferor.  A  his  treatment  is  provided  in 
three  types  of  cases  where  a  distribution  is  made  by  a  corporation 
without  the  payment  of  a  tax  at  the  corporate  level  on  unrealized 
appreciation  in  value:  namely,  where  the  property  is  distributed  as 
a  dividend  (under  sec.  311),  where  the  property  is  distributed  in  a 
partial  or  complete  liquidation  by  a  corporation  (sec.  336),  and 
where  in  a  plan  of  complete  liquidation  a  corporation  sells  the  de¬ 
preciable  personal  property  (and  perhaps  other  assets)  and  within  a 
12-month  period  completes  the  liquidation  of  the  corporation  (sec. 
337).  Similarly,  if  the  property  is  first  sold  by  a  corporation  for 
installment  notes  and  the  gain  which  would  be  realized  on  such 
sale  is  delayed  because  of  the  installment  method  of  reporting,  a 
distribution  of  these  notes  to  the  shareholders  in  a  liquidation  under 
section  337  (12  months’  liquidation)  results  in  the  recognition  of 
the  same  amount  of  ordinary  income  to  the  corporation  as  would 
have  been  realized  on  a  cash  sale  of  such  notes.  I  he  same  rule  is 
applied  whenever  similar  installment  notes  are  distributed  by  a 
corporation  in  a  liquidation  in  which  the  basis  of  the  property  to  the 
receiving  shareholder  is  determined  under  section  334(b)(2)  (purchase 
of  80  percent  of  the  stock  of  one  corporation  by  another  followed  by 
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the  immediate  liquidation  of  the  corporation  acquired).  The  other 
situations  where  ordinary  income  may  be  realized  under  this  provision, 
although  capital  gain  would  not  otherwise  occur,  include  the  case 
where  a  distribution  is  made  by  a  partnership  and  the  partner  gives 
up,  or  acquires,  more  than  his  proportionate  share  of  this  property. 
Other  cases  involve  the  provisions  relating  to  the  exchange  of  “like 
kind”  property,  involuntary  conversions,  sales  or  exchanges  to  effectu¬ 
ate  FCC  policy,  and  exchanges  in  obedience  to  orders  of  the  SEC. 
In  all  of  these  cases  where  the  property  received  in  exchange  for  de¬ 
preciable  personal  property  is  not  itself  depreciable  personal  property, 
then  ordinary  income  is  recognized. 

f.  Computation  of  taxable  income  for  purpose  of  limitation  on  per¬ 
centage  depletion  deduction. — The  attention  of  your  committee  was 
called  to  the  fact  that  the  House  bill  worked  a  hardship  on  certain 
mining  properties.  At  the  time  the  depreciation  deductions  were 
initially  taken  they  reduced  the.  “taxable  income  from  the  (mining) 
property.”  Because  percentage  depletion  deductions  are  limited  to 
50  percent  of  the  taxpayer’s  taxable  income  from  the  mining  property, 
in  many  cases  this  meant  smaller  deductions  for  percentage  depletion. 
Under  the  House  bill  part  of  these  depreciation  deductions  were 
recouped  as  ordinary  income  at  the  time  of  the  sale  of  the  depreciable 
property  but  no  comparable  upward  adjustment  was  made  to  the 
taxable  income  from  the  mining  property  for  purposes  of  percentage 
depletion. 

Your  committee  lias  removed  this  discrimination  against  mining 
properties  by  amending  the  percentage  depletion  provision  of  existing 
law  (sec.  613(a))  to  provide  that  for  purposes  of  the  limitation  restrict¬ 
ing  the  percentage  depletion  deduction  to  50  percent  of  taxable 
income,  this  income,  in  case  of  mining,  in  effect  is  to  be  increased  by 
the  amount  of  gain  taxed  as  ordinary  income  (under  sec.  1245)  which 
is  allocable  to  the  property.  This  increase  in  taxable  income,  how¬ 
ever,  is  made  only  for  purposes  of  computing  taxable  income  from  the 
property  for  the  50-percent  limitation,  and  for  no  other  purpose. 
The  amendment  is  accomplished  by  reducing  the  deductions  taken 
into  account  with  respect  to  the  expenses  of  mining,  used  in  computing 
the  taxable  income  from  the  property,  by  the  portion  of  any  gain 
treated  as  ordinary  income.  This  avoids  any  effect  on  the  computa¬ 
tion  of  “gross  income  from  property”  (as  defined  in  sec.  613(c)). 
No  change  is  made  in  existing  law  with  regard  to  the  treatment  of 
losses  resulting  from  the  sale  of  depreciable  personal  property  used 
in  exploiting  a  mineral  property. 

5.  Salvage  value. — The  bill  also  amends  the  code  (a  new  subsec.  (f) 
in  sec.  167)  to  provide  that  in  computing  the  basis  on  which  deprecia¬ 
tion  may  be  taken  for  personal  property,  salvage  value  may  be  ignored 
to  the  extent  of  an  amount  equal  to  10  percent  of  the  cost  or  other 
basis  for  the  propertj^.  Thus,  if  the  expected  salvage  value  equals 
8  percent  of  the  basis  of  the  property,  the  entire  basis  may  be  written 
off  in  depreciation  charges  by  the  taxpayer.  If  the  expected  salvage 
value  is  12  percent,  all  but  2  percent  of  the  basis  of  the  property  can 
be  taken  into  account  in  computing  depreciation  charges.  The  pro¬ 
vision  applies  to  depreciable  personal  property  (other  than  livestock) 
with  a  useful  life  of  3  years  or  more  acquired  after  the  date  of  en¬ 
actment. 
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6.  Change  in  method  of  depreciation. — Your  committee  recognized 
that  some  taxpayers  who  have  been  following  liberal  depreciation 
policies  may  desire  to  follow  more  conservative  policies  in  order  to 
avoid  the  possibility  of  ordinary  income  treatment  at  the  time  of  sale, 
as  provided  by  the  bill.  Therefore,  the  bill  provides  that  a  taxpayer 
may  elect  to  change  his  method  of  depreciation  with  respect  to  depre¬ 
ciable  personal  property  from  any  declining  balance  or  sum  of  the 
years  digit  method  to  the  straight-line  method.  The  right  to  make 
this  election  will  be  available  on  or  before  the  date  for  filing  the  re¬ 
turn  (including  extensions  of  time)  for  the  first  taxable  year  beginning 
after  December  31,  1962. 

7.  Effective  date. — This  provision  is  to  apply  with  respect  to  depre¬ 
ciation'"  attributable  to  periods  after  December  31,  1961,  and  as  to 
dispositions  of  property  during  taxable  years  beginning  after  Decem¬ 
ber  31,  1962.  However,  the  provision  relating  to  salvage  value  gen¬ 
erally  is  effective  for  taxable  years  beginning  after  1961. 

XIV.  FOREIGN  INVESTMENT  COMPANIES 

(Sec.  14  of  the  bill  and  secs.  312(1),  1246  and  1247  of  code) 

A.  Reasons  for  provision 

For  the  small  investor  who  desires  to  diversify  his  shareholdings 
through  the  use  of  domestic  mutual  funds,  or  regulated  investment 
companies,  present  law  provides  that  if  a  series  of  conditions .  are 
met,  including  the  distribution  of  at  least  90  percent  of  the  earnings 
of  the  regulated  investment  company,  no  tax  is  imposed  on  the  in¬ 
vestment  company  to  the  extent  it  distributes  its  earnings.  Thus, 
if  a  domestic  company  distributes  its  income  currently,  present  law 
provides  for  the  imposition  of  a  single,  rather  than  a  double,  tax,  and 
that  one  is  imposed  on  the  investor  rather  than  the  company. 

Increasingly  in  recent  years,  however,  some  taxpayers  have  sought 
to  avoid  this  tax  by  investing  in  foreign  investment  companies 
rather  than  domestic  companies.  Under  present  law  a  foreign  in¬ 
vestment  company  usually  pays  no  U.S.  income  tax,  since  U.S.  tax  is 
imposed  only  on  income  derived  from  sources  within  the  United  States 
and  such  companies  generally  have  no  U.S.  securities  and,  therefore, 
have  no  income  from  U.S.  sources.  The  U.S.  shareholders  ol  one  of 
these  investment  companies  are  likely  to  pay  a  U.S.  tax  with  respect 
to  such  investments  only  w'hen  they  sell  the  stock  and  then,  of  course, 
this  gain  is  taxed  as  a  capital  gain  rather  than  ordinary  income.  The 
U.S.  shareholder  would,  of  course,  pay  tax  on  any  dividend  income 
received  from  such  a  company,  but  most  of  these  companies  follow 
the  announced  policy  of  reinvesting  all  of  their  income  in  stocks  or 
bonds  in  order  to  prevent  the  imposition  of  any  such  dividend  tax 
by  the  United  States. 

The  tax  avoidance  occurring  in  the  case  of  these  foreign  investment 
companies  is  a  matter  to  which  study  has  been  given  since  1956. 
Since  that  time  the  seriousness  of  this  problem  has  increased  sub¬ 
stantially.  The  Secretary  of  the  Treasury  in  his  testimony  before 
your  committee  stated: 

There  are  currently  13  of  such  companies,  most  of  them 
Canadian,  registered  with  the  Securities  and  Exchange  Com¬ 
mission,  having  total  assets  of  $422  million.  In  addition, 
there  are  apparently  man)  more  companies  not  so  registered. 
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It  was  proposed  by  the  administration  that  the  preferential  treat¬ 
ment  for  investments  in  these  foreign  investment  companies  be 
eliminated  by  requiring  U.S.  shareholders  in  such  companies  to  pay 
tax  currently  on  their  share  of  the  income  derived  from  the  foreign 
investment  company.  The  provisions  included  in  the  House  bill 
achieve  much  the  same  result  but  without  attempting  to  look  through 
the  foreign  corporation  to  the  American  shareholders. 

The  House  bill  in  general  terms  provides  that  American  share¬ 
holders  in  these  foreign  investment  companies,  when  they  sell  or 
redeem  their  stock,  are  to  be  taxed  at  ordinary  income  rates  on 
their  share  of  any  earnings  and  profits  accumulated  in  the  foreign 
investment  company  since  December  31,  1962,  or  since  the  date  they 
acquired  the  stock,  whichever  occurred  more  recently.  However,  it 
also  provides  that  this  treatment  can  be  avoided  at  the  election  of 
the  foreign  investment  company  if  it  distributes  90  percent  of  its 
taxable  income  other  than  net  long-term  capital  gains  currently  and 
if  it  informs  the  U.S.  shareholders  of  their  share  of  any  net  long-term 
capital  gains.  However,  for  this  treatment  to  apply,  the  U.S.  share¬ 
holders  must  also  include  in  income  their  share  of  capital  gains  whether 
or  not  distributed.  The  distributions  of  ordinary  income  in  this 
case,  since  they  are  actual  distributions,  would,  of  course,  in  any  case 
be  reported  for  tax  purposes  by  the  U.S.  shareholders. 

B.  Comparison  of  committee  amendments  with  House  provision 

Your  committee  has  retained  the  House  provision  on  foreign  invest¬ 
ment  companies  with  three  relatively  minor  modifications. 

Your  committee  recognized  that  with  the  removal  of  the  tax 
advantages  for  these  corporations  in  being  foreign  corporations,  many 
of  them  may  desire  to  become  domestic  corporations  treated  as 
regulated  investment  companies.  However,  under  present  law  when 
a  foreign  corporation  is  a  party  to  a  reorganization  in  which  all  of  its 
properties  are  acquired  by  a  domestic  corporation,  clearance  must  be 
obtained  from  the  Internal  Revenue  Service  to  the  effect  that  the 
reorganization  is  not  in  pursuance  of  a  plan  having  as  one  of  its 
principal  purposes  the  avoidance  of  Federal  income  taxes.  Failure 
to  obtain  such  a  clearance  results  in  the  imposition  of  capital  gains 
tax  on  any  appreciation  of  value.  Since  your  committee  has  allowed 
a  foreign  investment  company  which  has  been  registered  with  the 
SEC  the  right  to  elect  to  have  its  shareholders  treated  in  a  manner 
substantially  similar  to  that  accorded  to  domestic  regulated  invest¬ 
ment  companies,  it  does  not  believe  that  there  is  tax  avoidance  if 
such  a  company  is  a  party  to  a  reorganization  in  which  all  of  its 
properties  are  acquired  by  a  domestic  regulated  investment  company. 
Moreover,  it  believes  that  the  conversion  of  these  companies  to 
domestic  companies  simplifies  the  operation  of  the  tax  laws  in  the 
case  of  their  shareholders.  For  these  reasons,  it  is  provided  that  this 
clearance  from  the  Internal  Revenue  Service  under  section  367  need 
not  be  obtained  in  the  case  of  one  of  these  foreign  investment  com¬ 
panies  registered  with  the  SEC  if  it  is  a  party  to  a  reorganization  in 
which  all  of  its  properties  are  acquired  by  a  domestic  regulated 
investment  company  before  January  1,  1964.  However,  this  treat¬ 
ment  is  to  be  available  only  if,  for  the  year  1963,  the  corporation 
elected  to  distribute  at  least  90  percent  of  its  ordinary  income  to  its 
shareholders  and  either  distribute,  or  treat  as  distributed,  the  excess 
of  its  net  long-term  capital  gain  over  its  net  short-term  capital  loss. 
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The  election  provided  foreign  investment  companies  by  the  House 
bill,  to  distribute  most  of  their  ordinary  income  currently  and  to 
require  their  shareholders  to  report  their  share  of  the  company’s 
capital  gains  (whether  distributed  or  not),  provides  tax  treatment 
for  these  foreign  investment  companies  which  is  substantially  similar 
to  that  now  applicable  to  domestic  regulated  investment  companies. 
However,  where  domestic  regulated  investment  companies  have  more 
than  50  percent  of  their  assets  invested  in  securities  in  foreign  corpora¬ 
tions,  present  law  permits  the  foreign  tax  credit,  for  which  the  regulated 
investment  company  itself  would  otherwise  be  eligible,  to  be  passed 
on  down  to  the  shareholders.  Your  committee’s  amendments,  in 
the  interest  of  conforming  the  treatment  for  these  foreign  investment 
companies  to  that  provided  for  the  domestic  regulated  investment 
companies,  provides  a  similar  option  in  their  case  to  pass  down  through 
to  the  shareholders  their  foreign  tax  credits. 

Your  committee  has  also  extended  from  30  to  45  days  the  period 
of  time  elapsing  after  the  end  of  the  taxable  year  before  the  investment 
companies  must  report  to  their  shareholders  their  share  of  the  undis¬ 
tributed  capital  gains  which  they  must  take  into  account  for  tax 
purposes.  Other  technical  changes  are  also  made. 

C.  General  expla  nation  of  provision 

As  indicated  above,  the  bill  provides  alternative  tax  treatment  for 
shareholders  of  foreign  investment  companies.  Unless  an  election  is 
made  to  the  contrary,  ordinary  income  treatment,  to  a  limited  degree, 
is  provided  at  the  time  an  investor  in  a  foreign  investment  company 
either  sells  iiis  stock  or  it  is  redeemed.  However,  if  the  company 
has  elected  to  distribute  most  of  its  taxable  income  and  the  share¬ 
holders  report  capital  gain,  whether  or  not  distributed,  then  at  their 
election  the  ordinary  income  treatment  at  the  time  of  the  sale  of  the 
stock  is  not  to  apply.  These  two  alternative  provisions  are  discussed 
below. 

1.  Ordinary  income  treatment  on  sale  oj  stock. — The  bill  provides 
that  on  the  sale  or  exchange  of  stock  in  a  foreign  investment  company 
after  December  31,  1962,  any  gain  realized  is  to  be  treated  as  ordinary 
income,  rather  than  a  capital  gain,  to  the  extent  of  the  taxpayer’s 
share  of  the  company’s  earnings  and  profits  accumulated  in  years 
beginning  after  December  31,  1962.  For  this  purpose  the  taxpayer’s 
share  of  these  earnings  and  profits  is  limited  to  those  attributable  to 
his  stock  which  have  been  accumulated  during  the  period  he  has  held 
the  stock  (excluding  any  earnings  taxed  to  him  when  the  company 
was  a  foreign  personal  holding  company  or  a  controlled  foreign  cor¬ 
poration).  "Had  the  company  been  a  domestic  company,  currently 
distributing  most  or  all  of  its  earnings,  these  same  earnings  would 
have  been  taxable  to  him.  Thus,  this  provision  is  not  designed  as 
a  penalty  tax,  but  merely  to  accord,  to  the  extent  practicable,  the 
same  tax  treatment  as  that  provided  for  domestic  regulated  invest¬ 
ment  companies. 

To  give  assurances  that  this  ordinary  income  will  not  escape  tax 
where  the  shareholder  holds  the  stock  until  death,  the  bill  provides 
that  the  step-up  in  basis,  or  increase  in  value,  which  would  otherwise 
occur  at  date  of  death  is  not  to  occur  with  respect  to  the  amount  which 
would  be  ordinary  income  to  the  decedent  had  he  sold  the  stock  just 
before  death.  Thus,  when  the  estate,  heir,  or  legatee  sells  the  stock, 
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the  same  amount  (assuming  the  stock  has  not  gone  down  in  value)  will 
still  result  in  ordinary  income  and  will  be  subject  to  U.S.  tax  at  that 
time.  However,  the  estate,  heir,  or  legatee  in  such  a  case  can  treat 
this  as  “income  in  respect  of  a  decedent.”  Thus,  in  computing  his 
ordinary  income  tax  he  will  be  allowed  a  deduction  for  any  estate  tax 
attributable  to  inclusion  in  the  decedent’s  estate  tax  base  of  the  amount 
taxed  as  ordinary  income. 

Without  regard  to  this  provision,  where  a  shareholder  sells  or 
exchanges  stock  in  one  of  these  foreign  investment  companies  after 
holding  it  for  not  more  than  6  months,  the  gain  is  short-term  capital 
gain.  Since  this  type  of  gain  is  treated  much  like  ordinary  income 
for  tax  purposes,  the  bill  provides  that  if  stock  in  a  foreign  investment 
company  is  held  for  6  months  or  less  the  provision  is  not  to  apply. 

A  foreign  investment  company,  for  purposes  of  this  provision,  is  de¬ 
fined  as  a  foreign  corporation,  either  registered  under  the  Investment 
Company  Act  of  1940  as  a  management  or  unit  investment  trust,  or 
any  other  corporation  engaged  primarily  in  the  business  of  investing, 
reinvesting,  or  trading  in  securities  where  more  than  50  percent  of  the 
voting  stock  (and  total  value  of  all  shares)  is  held  directly  or  indi¬ 
rectly  by  U.S.  persons.  “United  States  persons,”  a  definition  added 
to  the  code  by  the  foreign  trust  provision  in  this  bill  (sec.  7),  means  a 
citizen  or  resident  of  the  United  States,  a  domestic  partnership,  a  do¬ 
mestic  corporation,  and  a  domestic  estate  or  trust. 

To  prevent  avoidance  of  this  ordinary  income  tax  treatment  through 
the  use  of  tax-free  (or  partially  tax-free)  exchanges  in  which  stock  in 
a  foreign  investment  company  is  exchanged  for  other  stock  (in  a 
tax-free  incorporation  or  contribution  to  capital  under  sec.  351),  the 
bill  provides  that  the  substituted  stock  in  such  a  case  (where  its  basis 
is  determined  by  reference  to  the  basis  of  stock  in  a  foreign  invest¬ 
ment  company)  is  to  be  treated  substantially  as  if  it  were  the  foreign 
investment  company  stock.  Thus,  upon  its  sale,  any  gain  to  the  ex¬ 
tent  of  the  appropriate  share  of  the  foreign  investment  company’s 
earnings  and  profits  during  the  period  it  and  the  substituted  stock 
was  held  is  to  be  treated  as  ordinary  income. 

The  bill  also  contains  several  other  provisions  similarly  designed  to 
prevent  the  avoidance  of  the  ordinary  income  treatment  through 
indirect  ownership  of  the  foreign  investment  company  stock  through 
certificates  in  a  trust,  through  stock  in  a  domestic  corporation,  or 
through  a  partnership.  In  this  respect  it  is  provided  first  that  a  share 
of  stock  in  a  domestic  corporation  or  a  trust  certificate  is  to  be  treated 
as  foreign  investment  company  stock  to  the  extent  it  represents  such 
stock.  Secondly,  it  is  provided  that  if  a  company  is  a  member  of  an 
affiliated  group  (with  a  50-percent  rather  than  an  80-percent  stock- 
ownership  requirement),  then  the  earnings  and  profits  of  the  entire 
group  are  to  be  allocated  under  regulations  prescribed  by  the  Treasury 
Department  in  a  manner  to  carry  out  the  purposes  of  the  bill.  Thus, 
where  a  foreign  corporation  is  a  holding  company  in  the  sense  that  it 
holds  the  stock  of  one  or  more  foreign  investment  companies,  the  share¬ 
holders  of  the  holding  company  will  not  be  permitted  to  avoid  ordinary 
income  on  the  sale  of  the  foreign  holding  company  stock  merely 
because  the  earnings  and  profits  of  the  investment  company  (or  com¬ 
panies)  have  not  been  distributed  to  the  holding  company.  Thirdly, 
the  bill  provides  that  the  ordinary  income  treatment  is  to  apply  to 
redemptions  of  stock  by  a  foreign  investment  company  which  would 
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otherwise  be  treated  as  sale  transactions  because  of  section  302(a) 
(disproportionate  buy-out  of  a  shareholder)  or  because  of  section  303 
(a  redemption  of  stock  to  pay  death  taxes).  Finally,  the  bill  deals 
with  the  sale  or  exchange  of  and  also  certain  distributions  with  respect 
to  partnership  interests.  The  bill  provides  that  if  any  of  the  property 
of  the  partnership  is  stock  in  a  foreign  investment  company  and 
would  have  resulted  in  ordinary  income  had  it  been  sold  by  the  partner¬ 
ship  itself,  then  this  amount  is  to  be  treated  as  an  inventory  item. 
Thus,  the  sale  of  the  partnership  interest  (and  distributions  in  certain 
cases)  will  generally  result  in  the  incurring  of  ordinary  income  treat¬ 
ment  with  respect  to  the  foreign  investment  company  stock  underlying 
the  partnership  interest. 

The  bill  provides  that  the  shareholder  upon  sale  of  the  stock  must 
establish  the  amount  of  the  accumulated  earnings  and  profits  of  the 
foreign  investment  company  and  his  share  of  these  earnings  during  the 
period  of  his  investment.  If  he  does  not  do  so,  the  entire  gain  will  be 
treated  as  ordinary  income.  This  information,  of  course,  is  necessary 
to  determine  the  amount  subject  to  ordinary  income  tax.  In  addition, 
the  bill  provides  that  every  U.S.  person  owning  5  percent  or  more  in 
stock  of  a  foreign  investment  company  is  to  furnish  with  respect  to 
such  a  company  such  information  as  the  Secretary  of  the  Treasury 
deems  necessary  in  order  to  properly  enforce  the  tax  provisions 
applicable  to  shareholders  of  these  companies. 

Your  committee’s  amendments  also  provide  that  the  clearance  of  the 
Internal  Revenue  Service,  required  by  section  367  of  the  code,  need 
not  be  obtained  where  a  foreign  investment  company  registered  under 
the  Investment  Company  Act  of  1940  is  a  party  to  a  reorganization 
in  which  all  of  its  properties  are  acquired  before  January  1,  1964,  by  a 
domestic  regulated  investment  company.  However,  for  this  clearance 
not  to  be  required  in  such  cases  the  foreign  investment  company  must 
have  elected  to  distribute  most  of  its  income  currently  (as  provided 
under  sec.  1247)  for  its  taxable  years  beginning  after  December  31, 
1962. 

2.  Election  to  distribute  income  currently. — Foreign  investment  com¬ 
panies  which  are  registered  with  the  SEC  to  sell  stock  in  this  country 
can  elect  to  make  the  provision  described  above  inapplicable  under 
certain  conditions.  Any  such  election  must  be  made  before  Decem¬ 
ber  31,  1962. 

For  the  provision  referred  to  above  to  be  inapplicable  the  electing 
foreign  investment  company  must  agree  with  respect  to  the  current 
and  all  subsequent  years  to — • 

(1)  distribute  90  percent  of  its  taxable  income  to  its  share¬ 
holders.  This  is  exclusive  of  capital  gains.1  Also,  such  a  corpo¬ 
ration  can  elect  to  treat  as  distributed  during  the  year  distribu¬ 
tions  made  in  the  first  2)4  months  after  the  end  of  the  year. 

(2)  designate  in  written  notices  mailed  to  its  shareholders  their 
shares  of  the  excess  of  net  long-term  capital  gains  over  net  short¬ 
term  capital  losses,  and  the  portion,  if  any,  which  the  corporation 
has  distributed.  These  notices  must  be  mailed  to  the  share¬ 
holders  within  45  days  after  the  close  of  the  taxable  year. 

(3)  provide  such  information  as  the  Treasury  Department  con¬ 
siders  necessary  to  carry  out  the  purposes  of  this  provision. 

■  For  this  purpose,  as  in  the  ease  of  domestic  regulated  investment  companies,  no  net  operating  loss  carry¬ 
over  is  allowed  and  no  organizational  expense  deduction  is  allowed. 
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In  addition  to  the  corporation’s  fulfilling  these  requirements, 
however,  the  shareholder  (who  is  a  U.S.  person),  if  he  is  to  avoid 
the  ordinary  income  treatment  upon  the  sale  of  his  stock,  also  must 
include  in  his  income  for  tax  purposes  the  excess  of  the  net  long-term 
capital  gain  over  the  net  short-term  capital  loss,  which  the  company 
in  its  notice  to  him  designated  as  being  his  share  of  the  company’s 
capital  gains.  If  the  shareholder  does  not  do  so  for  an}^  year,  unless 
this  failure  was  due  to  reasonable  cause  and  not  to  willful  neglect,  the 
election  provided  by  this  provision  will  not  apply  when  he  sells  or 
otherwise  disposes  of  his  stock.  Thus,  although  other  shareholders 
might  continue  to  qualify  in  such  a  case,  the  shareholder  who  did  not 
report  this  capital  gain  income,  upon  his  sale  of  the  stock  will  have 
ordinary  income  (limited  as  indicated  above).  It  is  not  made  a  condi¬ 
tion  of  qualification  that  the  shareholder  in  such  a  case  report  his  share 
of  the  ordinary  income  of  the  corporation.  However,  since  at  least 
90  percent  of  his  share  of  this  income  will  actually  be  distributed  to 
him,  it  must  in  fact  be  reported  by  him,  in  the  same  manner  as  any 
other  dividend  income  which  he  may  receive  from  foreign  sources. 

The  bill  provides  that  qualified  shareholders  are  to  include  in 
computing  their  long-term  capital  gains  both  the  distributed  and  the 
undistributed  portions  of  the  excess  of  net  long-term  capital  gains 
over  net  short-term  capital  gains. 

The  bill  further  provides  that  the  capital  gains,  reported  by  the 
shareholders,  which  are  not  actually  distributed,  are  to  result  in  a 
decrease  in  earnings  and  profits  of  the  corporation  for  the  shareholders 
who  report  them  and  also  that  the  basis  that  they  had  for  the  foreign 
investment  company  stock  is  to  be  increased  by  this  amount. 

The  bill  also  provides  that  if  a  foreign  investment  company  has 
more  than  50  percent  of  the  value  of  its  assets  invested  in  securities 
of  foreign  corporations  and  it  is  registered  under  the  Investment 
Company  Act,  it  may  elect  to  itself  forego  any  foreign  tax  credits 
and  instead  pass  these  credits  on  to  its  shareholders  on  a  pro  rata 
basis.  In  such  eases  the  shareholder  takes  both  the  dividends  and 
his  share  of  the  taxes  into  his  income  and  then  claims  a  credit  against 
tentative  tax  for  the  foreign  taxes,  subject  to  the  same  limitations  as 
if  he  had  paid  them  directly. 

The  election  to  distribute  income  currently  with  respect  to  the 
foreign  investment  company  continues  until  the  company  fails  to 
comply  with  the  three  conditions  set  forth  above,  unless  the  company 
becomes  a  foreign  personal  holding  company,  or  no  longer  is  a  foreign 
investment  company. 

To  prevent  the  use  of  the  capital  gains  designating  provision  as  a 
means  of  obtaining  short-term  capital  losses  which  may  be  short-term 
capital  gains  or  under  certain  circumstances  ordinary  income,  merely 
at  the  cost  or  reporting  a  capital  gain  under  this  provision,  the  bill 
provides  that  if  the  shareholder  has  held  the  stock  for  less  than 
6  months,  then  any  loss  realized  on  the  sale  of  the  stock  within  that 
6-month  period  is  to  be  treated  as  if  it  were  a  long-term  rather  than 
short-term  capital  loss. 

3.  Effective  date. — The  amendments  made  by  this  provision  apply 
to  taxable  years  beginning  after  December  31,  1962. 
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XV.  GAIN  FROM  CERTAIN  SALES  OR  EXCHANGES  OF  STOCK 
IN  CERTAIN  FOREIGN  CORPORATIONS 

(Sec.  15  of  bill  and  sec.  1248  of  code) 

A.  Reasons  for  provision 

Under  existing  law,  through  an  ordinary  taxable  liquidation  or  sale 
or  exchange,  it  is  possible  to  bring  earnings  accumulated  by  a  foreign 
corporation  back  to  this  country  merely  by  paying  a  capital  gains 
tax  on  such  earnings  included  in  the  gain.  Theoretically  it  is  also 
possible  to  bring  earnings  accumulated  by  a  foreign  corporation  back 
to  the  United  States  without  payment  of  income  tax  through  the  use 
of  a  tax-free  reorganization  (under  sec.  368)  or  through  the  use  of  a 
tax-free  liquidation  (under  sec.  332).  However,  to  do^  so  the  Com¬ 
missioner  of  Internal  Revenue  must  give  clearance  bv  determining  in 
advance  that  the  transaction  “is  not  in  pursuance  of  a  plan  having  as 
one  of  its  principal  purposes  the  avoidance  of  Federal  income  taxes.” 
Generally  the  Commissioner  has  been  unwilling  to  grant  such  approval 
where  there  is  an  appreciable  amount  of  earnings  and  profits  accumu¬ 
lated  in  a  foreign  corporation. 

The  bill  has  as  one  of  its  objectives  in  the  foreign  income  area  the 
imposition  of  the  full  U.S.  tax  when  income  earned  abroad  is  repatri¬ 
ated.  Full  U.S.  taxation  will  occur  in  the  case  of  the  ordinary  taxable 
liquidations  or  sales  or  exchanges  only  if  the  earnings  and  profits 
are  in  effect  taxed  as  dividends  (to  the  extent  of  any  gain)  at  the  time 
the  funds  are  brought  back  to  the  United  States.  This  objective  is 
accomplished  by  this  section  of  the  bill. 

B.  Comparison  of  committee  amendments  with  House  provision 

Your  committee  has  retained  the  basic  structure  of  the  House  bill 
but  has  made  a  number  of  important  modifications  in  it,  which  are 
discussed  below. 

Under  the  bill  as  passed  by  the  House,  amounts  (to  the  extent  ot 
undistributed  earnings)  received  by  an  individual  or  corporate  stock¬ 
holder  on  the  sale  of  the  stock  (as  distinguished  from  a  redemption) 
were  treated  as  ordinary  income  and  not  as  dividends.  Under  your 
committee’s  amendments,  the  appropriate  portion  of  the  gain  on  a  sale 
is  also  treated  as  a  dividend. 

Under  the  bill  as  passed  by  the  House,  no  special  treatment  was 
provided  for  individual  shareholders  of  controlled  foreign  corporations. 
They  were  required  to  take  into  their  tax  base  as  ordinary  income  the 
entire  gain  in  the  year  recognized.  This  meant  the  income  might, 
because  of  “bunching,”  be  taxed  at  unusually  high  rates.  Moreover, 
the  individual  might  be  treated  much  worse  than  if  the  corporation 
had  been  a  domestic  corporation  subject  to  the  U.S.  corporate  tax, 
against  which  foreign  tax  credits  could  be  taken,  and  then  the  balance 
distributed  and  taxed  to  the  individual  at  capital  gains  rates.  Under 
your  committee’s  amendments,  if  the  shareholder  is  an  individual 
his  tax  (on  either  a  redemption  or  sale)  is  to  be  no  greater  than  that 
provided  under  the  lower  of  two  ceilings.  The  first  ceiling  provides 
that  the  individual’s  tax  is  to  be  no  greater  than  if  the  foreign  corpora¬ 
tion  had  been  a  domestic  corporation  paying  the  regular  U.S.  corporate 
tax  (offset  by  foreign  tax  credits  allowable  to  a  corporation)  which 
then  made  a  liquidating  distribution  of  the  balance  to  the  U.S.  share- 
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holder  and  this  balance  was  subjected  to  capital  gains  tax.  In  other 
words,  this  ceiling  would  provide  a  U.S.  tax  of  no  more  than  52 
percent  against  which  foreign  tax  credits  are  taken,  plus  a  capital 
gains  tax  on  the  remaining  48  percent  at  not  more  than  25  percent. 
Thus,  the  aggregate  maximum  tax  could  never  be  more  than  64 
percent  (52  percent  plus  25  percent  of  48  percent).  The  second 
ceiling  is  an  averaging  device.  It  provides  that  the  tax  is  not 
to  exceed  the  amount  which  would  have  resulted  had  the  earnings 
and  profits  been  distributed  to  the  shareholder  in  the  years  they  were 
earned. 

Your  committee  has  also  amended  the  House  bill  to  provide  that 
earnings  and  profits  are  not  to  include  profits  on  sales  made  during  a 
liquidation  if  the  corporation  could  have  qualified  for  tax-free  sales &on 
liquidation  if  it  had  been  a  domestic  corporation. 

In  addition,  your  committee  has  amended  the  section  to  provide 
that  it  is  not  to  apply  to  earnings  and  profits  accumulated  by  a 
foreign  corporation  while  it  was  a  less  developed  corporation  if  the 
stock  sold  or  exchanged  was  owned  for  at  least  10  years  before  the 
date  of  sale  or  exchange  by  the  U.S.  shareholder. 

^  our  committee  has  also  amended  the  House  bill  to  provide  that 
the  ordinary  income  treatment  provided  by  this  section  is  in  no  case 
to  apply  to  earnings  and  profits  accumulated  in  taxable  years  beginning 
before  January  1,  1963.  Under  the  House  bill  the  ordinary  income 
treatment  could  apply  to  earnings  and  profits  accumulated  since 
February  28,  1913. 

C.  General  explanation  o  f  provision 

The  provision  as  amended  by  your  committee  applies  to  any  share¬ 
holder  who  owned  10  percent  or  more  of  the  total  combined  voting 
power  of  the  stock  of  a  foreign  corporation  at  any  time  during  the 
5-year  period  ending  on  the  date  of  exchange  but  only  if  the  corpora¬ 
tion  was  a  controlled  foreign  corporation  at  any  time  during  the  period 
the  stock  was  owned  by  the  shareholder.  (The  10-percent  ownership 
is  determined  under  the  constructive  stock  ownership  rules  in  sec. 
958(a)  as  added  by  this  bill.) 

The  section  applies  to  any  sale  or  exchange  or  to  any  surrender  of 
stock  to  the  corporation  for  redemption  in  a  transaction  which  would 
be  treated  as  a  sale  or  exchange  under  section  302  or  section  331  (a 
buy-out  or  a  total  or  partial  liquidation).  If  such  a  sale,  exchange  or 
redemption  occurs,  and  there  is  a  gain  on  the  transaction,  there  is 
included  m  the  gross  income  of  the  person  surrendering  the  stock,  as 
a  dn  idend,  the  portion  ol  such  gain  attributable  to  the  earnings  and 
profits  of  the  foreign  corporation  allocable  to  the  stock  surrendered, 
accumulated  while  the  shareholder  held  the  stock  during  a  period  in 
which  the  corporation  was  a  controlled  foreign  corporation,  in  taxable 
years  beginning  after  December  31,  1962. 

If  the  shareholder  surrendering  the  stock  is  a  corporation,  it  is 
entitled  to  a  credit  for  foreign  taxes  paid  by  the  foreign  corporation 
in  the  same  manner  and  to  the  same  extent  as  it  would  be  entitled  to 
such  credit  in  the  case  of  an}r  other  dividend  received  from  a  foreign 
corporation. 

If  the  shareholder  is  an  individual,  the  tax  to  be  paid  by  him  shall 
not  be  greater  than  either  the  "domestic  corporation  limitation”  or  the 
annual  distribution  limitation,”  whichever  is  the  lesser. 
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The  “domestic  corporation  limitation”  is  the  sum  of— 

(1)  the  excess  of  the  U.S.  income  taxes  which  would  have 
been  paid  by  the  foreign  corporation  with  respect  to  its  income 
if  it  had  been  a  domestic  corporation  over  the  foreign  income 
taxes  actually  paid  by  such  corporation,  and 

(2)  the  amount  of  capital  gains  tax  which  would  have  resulted 
to  the  shareholder  on  the  surrender  of  his  stock,  if  the  amount 
actually  received  by  him  on  such  surrender  were  diminished  by 
the  amount  described  in  (1)  above. 

The  “annual  distribution  limitation”  is  the  amount  equal  to  the 
aggregate  of  taxes  which  would  have  been  attributable  to  the  amount 
treated  as  a  dividend  had  it  been  distributed  to  the  shareholder  as  a 
dividend  in  the  year  or  years  in  which  it  was  earned. 

The  earnings  and  profits  for  purposes  of  this  section  do  not  include 
any  amount  attributable  to  gains  on  sales  made  in  the  course  of  a 
liquidation  if  these  sales  would  have  been  treated  as  tax-free  sales  on 
liquidation  (under  sec.  337(a))  had  the  foreign  corporation  been  a 
domestic  corporation. 

This  section  does  not  apply  to  earnings  and  profits  accumulated  by 
a  foreign  corporation  while  it  was  a  less  developed  country  corpora¬ 
tion  fas  defined  in  sec.  955(c),  as  added  by  the  bill),  if  the  stock  sold  or 
exchanged  was  owned  for  at  least  10  years  by  the  U.S.  persons  before 
the  date  of  the  sale  or  exchange.  A  transfer  of  stock  by  death  is 
viewed  as  not  interrupting  the  continuous  ownership. 

This  section  also  provides  that  any  item  of  gross  income  of  the 
foreign  corporation  treated  as  income  derived  from  sources  within  the 
United  States  is  not  to  be  included  in  the  earnings  and  profits  to  be 
taken  into  account. 

This  section  also  contains  provisions  providing  that  earnings  taxed 
once  under  other  sections  (secs.  951  and  1247)  will  not  be  taxed  a 
second  time  by  virtue  of  this  section. 

This  provision  does  not  apply  to  distributions  to  pay  death  taxes 
(sec.  303)  or  to  gain  realized  because  of  “boot”  on  a  reorganization 
exchange  (sec.  356).  It  likewise  does  not  apply  to  any  amount  which 
is  treated  as  a  dividend,  as  a  gain  from  the  sale  of  an  asset  which  is 
not  a  capital  asset,  or  as  a  short-term  gain  under  any  other  section 
of  the  code. 

This  section  provides  that  unless  the  taxpayer  establishes  the 
amount  of  the  earnings  and  profits  of  the  foreign  corporation  to  be 
taken  into  account,  the  entire  gain  from  the  sale  or  exchange  is  to  be 
considered  a  dividend. 

This  section  will  apply  to  sales  or  exchanges  made  after  December 
31,  1962,  with  regard  to  earnings  and  profits  accumulated  in  taxable 
years  beginning  after  that  date. 

XVI.  SALES  AND  EXCHANGES  OF  PATENTS,  ETC.,  TO 
CERTAIN  FOREIGN  CORPORATIONS 

(Sec.  16  of  bill  and  sec.  1249  of  code) 

A.  Reasons  for  provision 

The  House  bill  in  section  13  (now  sec.  12  in  your  committee’s 
amendments)  contained  a  provision  which  included  in  the  income  of 
10-percent  shareholders  of  controlled  foreign  corporations,  income  of 
those  corporations  which  arose  from  patents,  copyrights,  and  exclusive 
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formulas  and  processes  which  have  been  substantially  developed, 
created,  or  produced  in  the  United  States  or  acquired  "from  related 
U.S.  persons.  The  House  provision  taxed  this  income  to  the  U.S. 
shareholders  not  only  when  it  represented  a  royalty  or  similar  pay¬ 
ment  received  by  the  controlled  foreign  corporation,  but  also  where 
this  corporation  itself  used  the  patent,  etc.  in  the  manufacture  of  goods 
and  derived  income  from  the  sale  of  the  manufactured  articles.  In 
this  latter  case  it  would  have  been  necessary  to  have  constructed  the 
income  attributable  to  the  patent,  etc. 

A  considerable  body  of  testimony  before  your  committee  indicated 
that  it  was  impractical  to  attempt  to  determine  this  constructive 
income.  Problems  also  arose,  even  in  the  case  of  royalty  payments, 
in  determining  how  much  of  the  income  was  due  to  the  patent,  copy¬ 
right,  etc.,  and  how  much  might  be  due  to  services  rendered  in  con¬ 
nection  with  the  use  of  such  a  patent,  etc. 

Therefore,  your  committee  has  deleted  the  part  of  the  House  pro¬ 
vision  attributing  back  to  U.S.  shareholders  income  from  patents  and 
related  rights,  and  substituted  a  new  provision  which  merely  provides 
that  when  a  patent,  invention,  etc.,  is  transferred  to  a  foreign  cor¬ 
poration  by  a  U.S.  person  controlling  such  corporation,  that  any  gain 
otherwise  recognized  is  to  be  ordinary  income  rather  than  a  capital 
gain.  An  exception  to  this  rule  is  provided  where  the  transfer  is  to 
enable  the  foreign  corporation  to  use  the  property  in  its  own  manu¬ 
facturing  operations.  Gain  coming  under  this  exception  will  continue 
to  be  treated  as  capital  gain.  This  amendment  applies  only  in  the 
case  of  transfers  in  taxable  years  beginning  after  December  31,  1962. 

Your  committee  recognizes  that  the  transfer  of  U.S.  developed 
patent  and  similar  rights  by  a  U.S.  corporation  to  a  controlled  foreign 
corporation  causes  a  diversion  of  income  from  U.S.  sources.  It 
believes  that  taxing  any  gain  on  such  transfer  as  ordinary  income 
will,  however,  correct  this  situation  as  to  such  transfers  in  the  future. 

B.  Comparison  of  committee  amendments  with  House  provision 

As  indicated  above,  section  13  of  the  House  bill  (sec.  12  under  your 
committee’s  amendments)  would  have  taxed  income  attributable  to 
patents,  copyrights,  and  exclusive  formulas  and  processes  substan¬ 
tially  developed,  created  or  produced  in  the  United  States  or  acquired 
from  related  U.S.  persons  as  giving  rise  to  income  which,  whether 
distributed  or  not,  was  to  be  taxable  to  U.S.  shareholders  of  controlled 
foreign  corporations.  Your  committee  has  deleted  this  provision  and 
substituted  the  new  provision  which  treats  gains  from  the  sale  of 
patents,  copyrights,  etc.,  as  ordinary  income  rather  than  capital 
gain  when  transferred  by  a  U.S.  person  to  a  foreign  corporation  which 
it  controls. 

C.  General  explanation  oj  provision 

Your  committee’s  amendments  added  a  new  section  to  the  code 
providing  that  gain  from  the  sale  or  exchange  after  December  31, 
1962,  of  certain  property  rights  to  a  foreign  corporation  by  a  U.s! 
pemon  controlling  that  corporation  is  to  be  treated  as  ordinary 
income  rather  than  as  capital  gain.  The  type  of  property,  the  trans¬ 
fer  of  which  will  lead  to  this  ordinary  income  treatment,  is — 

(1)  a  patent, 

(2)  an  invention, 

(3)  a  model  or  design  (whether  or  not  patented), 
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(4)  a  copyright, 

(5)  a  secret  formula  or  process,  or 

(6)  any  other  similar  property  right. 

This  ordinary  income  treatment,  however,  is  not  to  apply  in  the 
case  of  gain  realized  from  the  sale  or  exchange  for  stock  or  contribution 
to  capital  of  such  property  if  it  is  established  to  the  satisfaction  of  the 
Secretary  of  the  Treasury  or  his  delegate  that  the  principal  purpose  of 
the  transfer  was  to  enable  the  foreign  corporation  to  use  the  property 
in  its  own  manufacturing  operations. 

For  purposes  of  this  provision,  a  U.S.  person  will  be  considered 
as  controlling  a  foreign  corporation  if  it  owns  directly  or  indirectly 
the  stock  possessing  more  than  50  percent  of  the  voting  power  of  all 
■classes  of  stock  entitled  to  vote.  In  determining  the  indirect  owner¬ 
ship,  certain  constructive  ownership  rules  (those  in  sec.  958)  will  be 
applied. 

This  provision  is  to  apply  to  taxable  years  beginning  after  Decem¬ 
ber  31,  1962. 

XVII.  TAX  TREATMENT  OF  COOPERATIVES  AND  PATRONS 

(Sec.  17  of  the  bill  and  secs.  1381  to  1388  of  the'code) 

A.  Reasons  for 'provision  __ 

In  1951  Congress  passed  legislation  which,  taken  together  with  prior 
Treasury  rulings,  it  generally  was  thought  insured  that  earnings  of 
cooperatives  would  be  currently  taxable  (to  the  extent  they  reflected 
business  activity)  either  to  the  cooperatives  or  to  the  patrons.  How¬ 
ever,  certain  court  decisions,  notably  the  Long  Poultry  Farm  and  B.  A. 
Carpenter  cases,  held  that  noncash  allocations  of  patronage  dividends 
generally  were  not  taxable  to  the  patron,  although  they  were  deduct¬ 
ible  by  the  cooperative. 

The  President  recommended  that  what  was  thought  to  be  the  law 
in  1951  be  provided  specifically  in  the  statute.  Under  the  recom¬ 
mendation  cooperatives  would  be  allowed  to  deduct  amounts  allocated 
in  cash  or  scrip  as  patronage  dividends  and  patrons  would  be  currently 
taxable  on  the  patronage  dividends  allocated  to  them  arising  out  of 
business  activities. 

The  House  bill  adopts  an  approach  which  in  substance  is  substan¬ 
tially  the  same  as  that  recommended  by  the  President.  It  provides 
that  the  cooperative  is  not  required  to  take  patronage  dividends  paid  in 
money,  qualified  allocations,  or  other  property,  except  nonqualified 
allocations,  into  account  in  determining  taxable  income.  A  deduction 
is  also  provided  for  the  nonqualified  allocations  when  they  are  re¬ 
deemed.  For  the  patron,  the  bill  provides  that  these  same  amounts 
(to  the  extent  not  attributable  to  purchases  for  personal  living  ex¬ 
penses  or  capital  items)  are  to  be  included  in  income  for  tax  purposes 
in  the  year  received  (or  in  the  case  of  a  nonqualified  allocation,  when 
redeemed) . 

Qualified  allocations  for  this  purpose  are  defined  by  the  House  bill 
as  including  first,  allocations  which  the  patron  can  redeem  in  cash  at 
their  stated  dollar  amount  at  any  time  in  the  first  90  days  after  they 
are  issued  and  second,  qualified  allocations  which  the  patron  has  con¬ 
sented  to  take  into  account  at  their  face  amount  as  income  (unless 
the  patronage  was  with  respect  to  personal  living  expenses  or  capital 
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items).  In  the  case  of  members,  consent  may  be  given  by  being  a 
member  of  the  cooperative  if  there  is  a  provision  in  the  bylaws  requir¬ 
ing  all  members  to  agree  to  take  the  allocations  into  account.  In  the 
case  of  nonmembers  (and  members  if  the  cooperative  prefers)  this 
consent  can  be  provided  by  the  patron  signing  an  agreement  to  do  so. 
(As  explained  subsequently  your  committee  also  provides  another 
manner  of  obtaining  the  consent  of  the  patrons.)  Your  committee 
agrees  with  the  House  that,  since  in  the  case  of  either  the  90-day  or 
consent  allocation  the  patrons  have  constructively  received  the  divi¬ 
dend  and  reinvested  it,  it  should  constitute  income  to  the  patron 
(where  the  patronage  dividend  arises  from  business  activity)  and 
should  be  taxable  to  him. 

The  House  provision  is  effective  for  taxable  years  beginning  after 
December  31,  1962,  in  the  case  of  the  cooperatives  and  in  the  case  of 
patrons  is  effective  with  respect  to  amounts  paid  by  the  cooperatives 
in  taxable  years  of  the  cooperative  beginning  after  that  date.  Exist¬ 
ing  law  will  continue  to  apply  with  respect  to  allocations  (including 
their  redemption  after  the  specified  date)  issued  with  respect  to  patron¬ 
age  in  earlier  taxable  years  to  which  the  new  provisions  do  not  apply. 

B.  Comparison  of  committee  amendments  with  House  provision 

Your  committee  has  accepted  the  tax  treatment  outlined  in  the 
House  bill  for  cooperatives  and  their  patrons  with  two  modifications. 
First,  it  is  provided  that  at  least  20  percent  of  patronage  dividends 
must  be  paid  in  cash  for  the  cooperative  to  receive  any  deduction  with 
respect  to  their  patronage  dividends.  Likewise,  a,  20-percent  cash 
payment  must  be  made  for  exempt  cooperatives  to  receive  a  deduc¬ 
tion  for  distributions  out  of  nonpatronage  earnings.  Second,  a  new 
form  of  consent  is  provided,  namely,  the  qualified  check,  which  the 
cooperative  may  use. 

The  House  bill  provided  for  withholding  on  interest,  dividends,  and 
patronage  dividends  at  the  rate  of  20  percent.  Your  committee’s 
bill  has  substituted  for  the  withholding  provision  a  reporting  system 
for  dividends,  interest,  and  patronage  dividends.  However,  in  the 
case  of  patronage  dividends,  withholding  also  served  the  purpose  of 
providing  the  patron  with  at  least  enough  funds  to  pay  the  full  first 
bracket  tax  on  any  qualified  allocations  taxable  to  him.  Your  com¬ 
mittee  believes  that  it  would  be  unfortunate  to  require  the  patrons  to 
report  these  qualified  allocations  for  tax  purposes  without  being  sure 
that  the  cooperative  made  available  to  the  patrons  enough  cash  to  pay 
at  least  the  first  bracket  income  tax.  To  give  assurance  that  the  co¬ 
operative  provides  the  patron  with  at  least  enough  money  to  pay  this 
first  bracket  tax.  your  committee  has  provided  that  cooperatives  must 
pay  at  least  20  percent  of  their  patronage  dividends  (and  in  the  case 
of  tax-exempt  cooperative^  other  income  distributed  on  a  patronage 
basis)  in  cash  if  the  cooperatives  are  to  receive  any  deductions  for 
allocations  (and  the  patrons  are  to  be  required  to  include  any  such 
amounts  in  their  income). 

Under  the  House  bill  a  patron  could  give  his  consent  to  being  taxed 
on  a  noncash  patronage  dividend  (as  having  been  constructively  paid 
to  him  and  then  reinvested)  either  by  providing  such  consent  in  writ¬ 
ing,  or  by  being  a  member  of  the  cooperative  during  the  period  in 
which  its  bylaws  provided  that  membership  constituted  such  consent. 
Your  committee,  in  addition  to  these  two  procedures,  has  provided 
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that  consent  may  also  be  supplied  by  endorsing  and  cashing  a  qualified 
check.  The  check  must  indicate,  however,  that  by  endorsing  and 
cashing  it  the  patron  is  consenting  to  taking  the  remainder  of  the 
patronage  dividend  into  account  in  computing  his  taxable  income. 
This  may  be  a  convenient  way  of  obtaining  consent  for  some  coopera¬ 
tives,  particularly  from  nonmembers,  who  it  may  be  difficult  for  the 
cooperative  to  contact  directly.  For  a  cooperative  to  omit  a  patron¬ 
age  dividend  under  this  procedure  in  computing  its  taxable  income 
for  the  year  the  patronage  occurs,  the  qualified  check  must  be  endorsed 
and  cashed  within  90  days  after  the  end  of  the  payment  period  for  the 
cooperative,  namely,  within  90  days  after  months  after  the  close 
of  the  cooperative’s  taxable  year.  A  qualified  check  endorsed  and 
cashed  after  that  time  will  be  deductible  by  the  cooperative  when  the 
endorsing  and  cashing  occurs,  as  a  redemption  at  that  time  of  a 
nonqualified  allocation. 

C.  General  explanation  oj  provision 

This  provision  deals  both  with  the  tax  treatment  of  cooperatives 
and  the  tax  treatment  of  patrons. 

1.  Cooperatives  covered  by  provision. — The  tax  treatment  outlined 
here  applies  to  the  so-called  tax-exempt  farmers’  cooperatives,  to 
other  farm  cooperatives,  to  consumer  cooperatives,  and  also  to  other 
corporations  operating  on  a  cooperative  basis.  The  provision  does 
not,  however,  apply  to  exempt  mutual  ditch,  irrigation,  or  REA 
cooperatives,  to  mutual  savings  banks,  building  and  loan  associations, 
etc.,  or  to  mutual  insurance  companies.  It  also  does  not  apply  to 
presently  taxable  organizations  which  are  engaged  in  furnishing  elec¬ 
tric  energy,  or  providing  telephone  service,  to  persons  in  rural  areas. 
These  will  continue  to  be  treated  the  same  as  under  present  law. 

2.  Patronage  dividends. — The  bill  provides  that  in  determining  the 
taxable  income  of  a  cooperative  there  is  not  to  be  taken  into  account 
patronage  dividends  which  are  paid  in  money,  qualified  allocations, 
or  other  propei’ty  (except  nonqualified  allocations).1  A  deduction  also 
is  allowed  for  nonqualified  allocations  when  they  are  redeemed  in 
cash  or  other  property  (except  allocations).  If  there  is  no  taxable 
income  in  the  year  of  the  redemption  against  which  to  take  this  deduc¬ 
tion  for  redeemed  nonqualified  allocations,  the  cooperative  may  obtain 
a  credit  or  refund  of  the  tax  it  paid  in  the  prior  year  on  the  earnings 
represented  by  the  allocations.  This  gives  the  cooperative  assurance 
that  the  deduction  for  the  redeemed  patronage  dividend  will  not  be 
wasted. 

Under  present  law  patronage  dividends  paid  by  taxable  cooperatives 
result  in  a  reduction  in  the  cooperative’s  taxable  income  only  if  they 
are  paid  during  the  taxable  year  in  which  the  patronage  occurred, 
or  within  the  period  in  the  next  year  elapsing  before  the  prior  year’s 
income  tax  return  is  required  to  be  filed  (including  any  extensions 
of  time  granted).  This  is  generally  a  2^-month  period.  In  the  case 
of  exempt  farmers’  cooperatives,  these  patronage  dividends  presently 
are  taken  into  account  as  a  reduction  in  taxable  income  if  paid  at 
any  time  before  the  15th  day  of  the  9th  month  following  the  close 
of  the  year,  but  there  is  no  requirement  that  the  patronage  must 
have  occuiTed  in  that  year.  The  bill  extends  the  time  period  in 


i  For  purposes  of  the  internal  revenue  laws  these  patronage  dividends  are  treated  in  the  same  manner 
as  items  of  gross  income  for  which  deductions  were  allowed. 
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which  taxable  cooperatives  can  pay  patronage  dividends,  and  still 
take  them  into  account  in  reducing  taxable  income,  until  this  15th 
day  of  the  9th  month  after  the  end  of  the  year  in  question.  This  con¬ 
forms  the  treatment  to  that  already  accorded  exempt  cooperatives. 
This  period  of  time  is  also  made  available  to  both  “taxable”  and 
“exempt”  cooperatives  for  payment  of  the  other  deductible  amoimts 
described  below.  In  addition,  exempt  cooperatives  are  now  required 
to  pay  the  patronage  dividends  within  8)2  months  after  the  year  when 
the  patronage  occurred.  In  the  case  of  pooling  arrangements  extend¬ 
ing  over  more  than  1  year,  the  patronage  is  considered  as  occurring 
in  the  year  in  which  the  pool  closes. 

3.  Qualified  allocation. — Allocations,  or  more  exactly  written  notices 
of  allocation,  must  be  in  the  form  of  capital  stock,  revolving  fund 
certificates,  certificates  of  indebtedness,  or  other  written  notice  which 
indicates  to  the  recipient  the  dollar  amount  allocated  to  him  by  the 
cooperative.  For  the  allocation  to  be  a  qualified  allocation,  20  per¬ 
cent  of  the  patronage  dividend  involved  must  be  paid  in  money  (or 
in  a  “qualified  check”  referred  to  below).2  In  addition,  for  the 
allocation  to  be  qualified  one  of  two  other  conditions  must  be  met. 
The  patron  must  either  have  the  opportunity  to  take  down  the  alloca¬ 
tion  in  cash  for  a  limited  period  of  time,  or,  in  one  of  three  specified 
forms,  must  have  given  his  consent  to  having  the  allocation  treated 
as  constructively  distributed  to  him  and  reinvested  by  him  in  the 
cooperative.  With  respect  to  the  first  of  these  requirements,  the  bill 
provides  that  the  patron  must  be  able  to  convert  the  allocation  into 
cash  at  any  time  during  at  least  the  first  90  days  after  the  allocation 
is  made.  In  addition,  the  patron  must  receive  a  written  notice  of  the 
right  of  redemption  at  the  same  time  he  is  notified  of  the  allocation. 

In  lieu  of  the  right  to  convert  an  allocation  into  cash,  an  allocation 
may  be  qualified  where  the  patron  gives  his  consent  to  bave  it  treated 
as  a  distribution  made  to  him  which  he  agrees  to  take  into  his  income 
for  tax  purposes  (if  the  patronage  arises  from  business  activity). 
Under  your  committee’s  amendments  this  consent  may  take  any 
one  of  three  forms.  For  members  of  the  cooperative  this  consent 
may  be  given  merely  by  becoming,  or  continuing,  as  a  member  after 
the  cooperative  has  adopted  (after  the  enactment  of  this  bill)  a  provi¬ 
sion  in  its  bylaws  providing  that  membership  in  the  cooperative 
constitutes  such  consent.  In  this  case,  however,  the  member  (or 
prospective  member)  must  be  furnished  with  a  written  notice  that 
the  bylaws  contain  such  a  provision  and  must  be  furnished  a  copy 
of  this  provision.  Such  a  consent  cannot  be  revoked  as  long  as  the 
patron  is  a  member. 

A  second  form  of  consent,  which  may  be  used  either  for  members 
of  the  cooperative,  nonmembers  or  both,  is  a  written  statement  signed 
by  the  patron  in  which  he  gives  the  consent  referred  to  above.  This 
form  of  consent  must  originally  be  given  by  the  patron  to  the  cooper¬ 
ative  before  the  end  of  the  year  in  which  the  patronage  occurs  and 
applies  to  all  patronage  in  that  year  and  subsequent  taxable  years 
until  the  consent  is  revoked.  A  revocation  of  this  consent  must  be 
in  writing  and  can  be  made  at  any  time  but  becomes  effective  only 
for  the  first  of  the  next  year.3 

3  The  20-percent  cash  payment  is  also  required  in  the  case  of  exempt  cooperatives  for  amounts  paid  on  a 
patronage  basis  with  respect  to  earnings  derived  from  business  done  for  the  United  States  (or  any  of  its  agen¬ 
cies)  or  from  sources  other  than  patronage. 

s  In  the  case  of  pooling  arrangements,  a  revocation  is  effective  only  with  respect  to  new  pools. 
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A  third  form  of  consent,  provided  by  your  committee’s  amendments 
involves  the  use  of  a  qualified  check.  This  may  apply  either  to  mem¬ 
bers,  nonmembers,  or  both,  but  applies  only  if  neither  of  the  other 
two  forms  of  consent  had  been  obtained  with  respect  to  a  patron. 
Under  this  form  of  consent  the  cooperative  gives  the  patron  a  check 
representing  a  portion  of  the  patronage  dividend.4  This  check  (which 
also  includes  a  similar  instrument  redeemable  in  money)  must  have 
clearly  imprinted  on  it  a  statement  that  its  endorsement  and  cashing 
constitutes  consent  of  the  patron  to  include  the  full  stated  dollar 
amount  of  the  allocation,  referred  to  in  the  check,  in  his  income,  to  the 
extent  provided  by  the  Federal  tax  laws.  To  treat,  the  noncash 
allocation  accompanying  the  qualified  check  as  a  qualified  allocation, 
the  check  itself  must  be  cashed  not  later  than  90  days  after  the  pay¬ 
ment  date  of  the  cooperative  for  patronage  dividends  (that  is,  90  days 
after  September  15  in  the  case  of  a  calendar  year  cooperative).  This 
is  not  intended  to  deny  the  cooperative  the  right,  however,  to  issue 
the  qualified  checks  substantially  before  the  payment  date  and  require 
cashing  within  a  90-day  period  thereafter.  In  this  manner,  if  the 
cooperative  wants  to,  it  may  require  any  cashing  of  the  checks  before 
its  payment  date. 

By  any  of  the  three  forms  of  consent  described  above  the  patron  has 
in  effect  acknowledged  constructive  receipt  of  the  entire  amount  of 
the  patronage  dividend  and  has  voluntarily  reinvested  the  amount 
of  the  allocation  in  the  cooperative. 

If  an  allocation  is  not  a  qualified  allocation  because  one  of  the 
conditions  set  forth  above  has  not  been  met,  it  must  be  included 
in  the  income  of  the  cooperative  in  the  year  issued,  with  a  deduction 
being  taken  for  this  amount  by  the  cooperative  only  when  the  non¬ 
qualified  allocation  is  finally  redeemed  in  cash  or  merchandise.  If 
at  that  time  the  cooperative  is  not  able  to  make  use  of  a  deduction,  a 
refund  may  be  obtained  with  respect  to  the  taxes  paid  on  this 
amount  in  the  year  the  allocation  was  issued. 

4..  Additional  deduction  for  “exempt”  farmers’  cooperative— In  ad¬ 
dition  to  reducing  taxable  income  for  qualifying  patronage  dividends, 
the  bill,  permits  the  so-called  exempt  farmers’  cooperative,  as  under 
present  law  a  deduction  for  amounts  paid  out  as  dividends  on  its  capi¬ 
tal  stock.  Such  cooperatives  also  receive  deductions  for  amounts 
paid  in  money,  qualified  allocations,  or  other  property  (except  non¬ 
qualified  allocations)  to  their  patrons  on  a  patronage  basis  where  the 
earnings  involved  are  derived  from  business  done  for  or  with  the  U.S. 
Government  or  from  sources  other  than  patronage  (such  as  investment 
income). 

This  deduction  is  the  same  as  that  provided  by  existing  law  except 
that  the  deduction  is  limited  to  qualified  allocations  and  must  be 
paid  within  8 %  months  after  the  year  in  which  the  earnings  were 
derived.  Amounts  paid  in  the  redemption  of  nonqualified  allocations 
also  are  available  to  these  exempt  cooperatives  as  deductions  under 
the  bill  in  the  year  of  the  redemption. 

5.  Treatment  of  patron—  With  the  exceptions  referred  to  below, 
under  the  bill  the  patron  is  required  to  take  into  income  the  patronage 
dividends  (and  the  nonpatronage  distributions  described  above)  paid 


4  The  check  may  also  be  used  as  part  of  a  distribution  of  any  amounts  paid  on  a  patronage  basis  with 
respect  to  earnings  derived  from  business  done  with  the  United  States  (or  any  of  its  agencies)  or  from  sources 
other  than  patronage. 
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in  money,  qualified  allocations,  or  other  property,  and  the  amount  he 
is  required  to  take  into  his  income  is  the  same  as  that  which  may  be 
currently  deductible  or  excluded  by  the  cooperative;  namely,  in  the 
case  of  qualified  allocations,  there  stated  face  amount,  and  in  the  case 
of  other  property  (except  nonqualified  allocations)  its  fair  market 
value.  The  patron  also  is  required  to  take  into  income  any  nonquali¬ 
fied  allocations  which  are  redeemed.  These  amounts  are  taken  into 
the  patron’s  income  in  the  year  in  which  they  are  received  by  him, 
or  in  the  latter  case  in  the  year  in  which  the  redemption  occurs. 

Generally,  the  effect  of  the  treatment  specified  above  for  patrons 
taken  together  with  that  also  outlined  above  for  cooperatives  is  to 
obtain  a  single  current  tax  with  respect  to  the  income  of  the  coopera¬ 
tive,  either  at  the  level  of  the  cooperative  or  at  the  level  of  the  patron. 
However,  this  rule  will  not  apply  in  the  case  of  patronage  dividends 
paid  with  respect  to  purchases  of  personal,  living,  or  family  items, 
with  respect  to  the  patronage  dividends  even  though  they  are  not 
In  such  cases  there  is  to  be  no  inclusion  in  the  income  of  the  patron 
taken  into  account  by  the  cooperative.  This  is  in  accord  with  the  con¬ 
cept  that  patronage  dividends  represent  price  adjustments.  There¬ 
fore,  the  patronage  dividends  in  these  cases  represent  downward  price 
adjustments  of  personal,  living,  or  family  items  and  should  no  more 
lead  to  taxable  income  than  bargain  purchases  of  such  items  elsewhere. 

An  exception  to  the  rule  for  inclusion  of  the  patronage  dividends 
in  income  is  also  made  for  patronage  dividends  attributable  to  pur¬ 
chases  of  depreciable  property  or  capital  assets.  In  such  cases  the 
patron  is  not  required  to  take  the  dividend  into  income  since  it  in 
effect  represents  an  adjustment  in  the  price  paid  for  these  articles 
and  therefore  is  reflected  in  their  basis.  However,  the  lower  basis 
for  the  property  in  the  case  of  depreciable  property  will  mean  smaller 
depreciation  deductions  or  in  the  case  of  capital  assets  (and  depreciable 
assets)  will  result  in  a  larger  gain  upon  sale. 

6.  Returns  of  cooperatives. — -Because  tax-exempt  cooperatives  under 
present  law  are  given  until  <S)(  months  after  the  end  of  the  year  to 
allocate,  or  pay,  patronage  dividends,  they  also  have  been  given  the 
same  period  of  time  in  which  to  file  their  tax  returns.  This  additional 
time  is  necessary  since  whether  or  not  there  is  an  allocation  or  pay¬ 
ment  of  the  dividends,  determines  the  size  of  the  taxable  income  of 
the  cooperative. 

Allowing  taxable  cooperatives  this  same  time  in  which  to  make  cash 
and  qualified  allocations  of  patronage  dividend  distributions,  and  to 
redeem  nonqualified  allocations,  has  presented  the  same  filing  problem 
in  the  case  of  their  returns  as  well.  Therefore,  the  bill  provides  that 
the  tax  return  filing  date  for  cooperatives  generally  is  to  be  8 )'i  months 
after  the  end  of  their  taxable  year.  However,  to  prevent  an  organ¬ 
ization  allocating  relatively  little  of  its  income  on  a  patronage  basis 
from  obtaining  this  postponement  in  the  filing  date  for  its  return,  the 
bill  limits  this  postponement  to  those  organizations  which  are  either 
exempt  cooperatives  or  (1)  are  under  an  obligation  to  allocate,  or  pay, 
at  least  50  percent  of  their  net.  patronage  earnings  in  patronage  divi¬ 
dends  or  (2)  actually  allocated,  or  paid,  at  least  that  percentage  of 
their  earnings  in  patronage  dividends  during  the  last  year  in  which 
they  had  any  such  earnings. 

7.  Effective  date. — Generally,  the  bill  applies  to  taxable  years  of  the 
cooperatives  beginning  after  December  31,  1962.  For  the  patrons 
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these  provisions  are  to  apply  with  respect  to  amounts  paid  by  the  coop¬ 
erative  during  a  taxable  year  which,  at  the  cooperative  level,  is  also 
subject  to  the" new  rules.  Existing  law  continues  to  apply  with  respect 
to  patronage  dividends  paid  before  the  date  specified  above  (or  after 
that  date  with  respect  to  patronage  in  a  prior  year)  and  also  with 
respect  to  redemptions  of  patronage  dividends  after  that  date  if  the 
scrip  involved  was  actually  issued  with  respect  to  an  earlier  period. 

XVIII.  INCLUSION  OF  FOREIGN  REAL  PROPERTY  IN  BASE 
FOR  ESTATE  TAX  PURPOSES 

(Sec.  18  of  bill  and  secs.  2031,  2033-2038,  2040  and  2041  of  the  code) 

A.  Reasons  for  provision 

Under  present  law  real  estate  situated  outside  of  the  United  States 
is  excluded  from  the  gross  estate  and  therefore  exempt  from  the 
estate  tax.  This  is  an  exception  to  the  general  rule  that  the  gross 
estate  of  decedents  who  are  citizens  or  residents  of  the  United  States 
include  their  entire  property  wherever  situated.  The  exclusion  of 
real  property  located  outside  of  the  United  States  from  the  estate  tax 
base  has  been  specifically  provided  for  in  the  code  since  1934.  Before 
that  time  the  exclusion  was  granted  under  an  opinion  of  the  Attorney 
General  issued  in  1918. 

In  1951  Congress  adopted  legislation  providing  a  credit  for  estate 
and  inheritance  taxes  paid  to  foreign  countries.  Before  that  time 
the  exclusion  of  real  property  from  the  estate  tax  base  could  be 
justified  on  the  grounds  that  the  foreign  country  was  likely  to  impose 
a  tax  on  real  property  located  within  its  jurisdiction  upon  the  death 
of  a  foreign  owner.  However,  with  the  provision  for  the  tax  credit 
in  1951,  the  possibility  of  double  taxation  was  removed.. 

The  President  in  his  tax  program  recommended  that  this  exemption 
be  eliminated  on  the  grounds  that  in  recent  years  this  has  been  a 
subject  of  abuse.  It  was  stated  that  primarily  because  of  this  tax 
advantage,  U.S.  citizens  and  residents  have  been  induced  to  make 
investments  in  foreign  real  estate  in  countries  with  either  no,  or  very 
low,  estate  or  inheritance  tax  rates. 

In  view  of  these  considerations  the  House  bill  requires  the  inclu¬ 
sion  of  real  property  located  outside  of  the  United  States  in  the 
estate  tax  base. 

B.  Comparison  of  committee  amendments  with  House  provision 

Your  committee  has  made  no  change  in  the  House  provision  other 
than  to  advance  bv  1 }{  years  the  effective  date  of  the  provision.  Thus, 
under  your  committee’s  action  the  provision  will  generally  become 
effective  for  decedents  dying  on  or  after  January  1,  1963,  rather  than 
July  1,  1964.  As  under  the  House  bill  the  provision  becomes  effective 
for  decedents  dying  after  the  date  of  enactment  of  the  bill  in  the  case 
of  property  acquired  on  or  after  February  1,  1962. 

C.  General  explanation  of  provision 

Under  present  law,  real  property  situated  outside  the  United  States 
is  excluded  in  determining  the  value  of  a  decedent’s  gross  estate  for 
estate  tax  purposes.  This  section  of  the  bill  amends  various  sections 
of  the  code  specifically  to  include  such  real  property  in  the  gross  estate 
of  decedents  who  are  citizens  or  residents  of  the  United  States,  lhe 
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property  is  included  at  its  fair  market  value  either  at  the  date  of  death 
or  at  the  optional  valuation  date. 

In  the  case  of  decedents  dying  after  January  1,  1963,  the  bill  provides 
that  all  real  property  located  outside  of  the  United  States  is  to  be 
included  in  the  gross  estate.  However,  some  real  property  may  also 
be  included  in  a  decedent’s  gross  estate  under  the  bill  in  the  case  of 
those  who  die  after  the  date  of  enactment  of  the  bill  but  before  Janu¬ 
ary  1,  1963.  For  decedents  dying  in  this  period,  real  property  located 
outside  of  the  United  States  is  to  be  included  in  the  gross  estate  if 
it  was  acquired  on  or  after  February  1,  1962,  the  date  the  House 
Committee  on  Ways  and  Means  announced  its  action  on  this  pro¬ 
vision. 

Capital  additions  or  improvements  to  real  property,  to  the  extent 
they  materially  increase  the  value  of  the  property  and  to  the  extent 
they  are  attributable  to  construction,  reconstruction  or  erection  on  or 
after  February  1,  1962,  are  treated  in  the  same  manner  as  real  property 
acquired  after  that  date.  Tims,  they  are  included  in  the  gross  estates 
of  decedents  dying  after  the  date  of  enactment  of  the  bill 

XIX.  REPORTING  OF  INTEREST,  DIVIDENDS  AND  PATRON¬ 
AGE  DIVIDENDS  OF  $10  OR  MORE  A  YEAR 

(Sec.  19  of  the  bill  and  secs.  6042,  6044,  6048,  6652  and  6678  of  the 

code) 

A.  Reasons  j or  provision 

The  House  bill  would  have  provided  a  20-percent  withholding  tax 
applicable  to  most  interest,  dividend  and  patronage  dividend  pay¬ 
ments.  In  recognition  of  the  hardship  that  a  universal  withholding 
system  would  provide,  the  House  bill  provided  for  an  annual  exemption 
certificate  system  for  individuals  expecting  to  have  no  tax  liability. 
In  addition,  it  provided  for  quarterly  refunds  of  overwithholding 
to  be  made  to  individuals  expecting  to  have  tax  liability,  but  with 
incomes  of  less  than  $5,000  in  the  case  of  single  persons  or  $10,000 
in  the  case  of  married  couples.  The  refunds  in  this  case  were  intended 
to  be  made  on  a  quarterly  basis  during  the  year  in  which  the  with¬ 
holding  occurred  in  order  to  relieve  the  hardship  with  respect  to  the 
individuals  being  overwithheld  upon.  In  addition,  under  certain 
circumstances,  exemption  certificates,  intra-annual  refunds  and  credits 
and  offsets  would  have  been  available  under  the  House  bill  in  the  case 
of  governments,  tax-exempt  organizations,  or  corporations. 

Torn-  committee  has  studied  at  length  the  system  provided  by  the 
House  bill  for  withholding  on  dividends,  interest,  and  patronage 
dividends.  In  addition,  it  has  considered  numerous  alternative  with¬ 
holding  provisions.  It  is  convinced  after  this  analysis,  however,  that 
the  provision  in  the  House  bill,  as  wrell  as  the  alternatives,  are  neither 
simple  in  operation  nor  free  of  substantial  hardship  for  broad  groups 
of  taxpayers.  Furthermore,  it  represents  a  heavy  administrative 
burden  for  the  businesses  -which  would  have  to  perform  the  withhold¬ 
ing  and  collecting  functions  for  the  Government.  It  also  appears 
that  there  are  numerous  tax  avoidance  possibilities  in  a  system  pro¬ 
viding  exemption  certificates  and  intra-annual  refunds.  The  exemp¬ 
tion  certificate  procedure  under  the  House  bill  was  available  only  to 
those  who  expected  to  have  no  tax  liability  whatsoever  (unless  the 
persons  involved  were  under  age  18).  Thus,  many  individuals,  who 
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coulcl  expect  to  have  a  small  tax  liability,  but  be  faced  with  substantial 
overwithholding  on  dividends  and  interest,  would  receive  no  relief 
under  this  exemption  certificate  system.  Such  individuals  instead 
would  have  had  to  rely  upon  the  quarterly  refund  system  to  recoup 
them  overwithholding.  Those  who  filed  these  claims  could  expect  a 
delay  of  at  least  3  or  4  weeks  and  perhaps  as  much  as  3  or  4  months 
before  the  withheld  amounts  were  returned.  This  would  deprive 
them  of  the  use  of  these  funds  for  living  expenses  or  as  sources  of  in¬ 
vestment  during  the  interval.  Moreover,  the  quarterly  refund  claims 
which  would  have  had  to  be  made  four  times  a  year  involved  a  com¬ 
plex  procedure. 

While  the  exemption  certificate  and  quarterly  refund  procedures  of 
the  House  bill  did  not  resolve  the  hardship  problems  for  the  share¬ 
holder  or  depositor,  they  nevertheless  presented  many  compliance 
problems  for  the  corporate  and  bank  payors  of  the  dividends  and 
interest.  Especially  difficult  from  their  standpoint  would  be  the 
processing  of  the  exemption  certificates,  which  not  only  must  be  filed 
each  year  but  also  might  be  subject  to  change  during  the  year  as  the 
individual’s  expectations  with  respect  to  his  prospect  of  having  a  tax 
liability  changed. 

In  addition,  the  House  bill  would  have  presented  serious  adminis¬ 
trative  problems  for  the  Internal  Revenue  Service.  The  use  of  the 
exemption  certificates,  for  example,  in  practice  might  not  have  been 
limited  to  those  who  “reasonably  expect  no  tax  liability.”  Moreover, 
since  the  individual,  when  he  filed  his  quarterly  refund  claim,  need 
submit  no  proof  of  the  receipt  of  dividend  or  interest  payments,  here 
also  there  would  seem  to  be  a  chance  of  fraud  as  well  as  unintentional 
mistakes.  Nor  is  it  clear  that  the  ordinary  recipients  of  dividends 
and  interest  would  understand  the  so-called  “gross-up”  system  which 
the  House  bill  required  them  to  follow  in  reporting  dividends  arid 
most  interest  on  their  tax  returns. 

Despite  the  shortcomings  of  a  system  for  withholding  on  dividends, 
interest,  and  patronage  dividends,  your  committee  strongly  endorses 
the  concept  that  everyone  must  pay  his  full  share  of  the  income  tax 
liability.  Moreover,  it  recognizes  that  the  underreporting  of  dividends 
and  interest  on  tax  returns  is  a  serious  problem  which  needs  correction. 
However,  it  has  concluded  that  an  improved  reporting  system  is 
preferable  to  provision  for  withholding. 

Your  committee  believes  that  the  matching  of  information  returns 
and  tax  returns  by  the  Government  can  provide  essentially  the  same 
check  on  dividend  and  interest  reporting  as  a  withholding  system, 
■except  that  the  effectiveness  of  the  information  returns  is  not  limited 
to  collecting  the  tax  at  the  first  bracket  rate.  While  it  may  be 
difficult  initially  to  provide  a  full  matching  of  information  and  tax 
returns,  the  extended  use  of  automatic  data  processing,  together  with 
the  accounting  number  system  provided  for  in  legislation  enacted  last 
year,  should  quite  soon  make  it  possible  to  provide  for  a  full  matching 
of  these  information  and  tax  returns. 

It  is  recognized  that  improving  the  collection  of  tax  with  respect 
to  dividend,  interest,  and  patronage  dividend  payments  by  an  ex¬ 
panded  use  of  information  returns  may  involve  some  increase  in  the 
personnel  of  the  Internal  Revenue  Service.  It  is  believed,  however, 
that  this  is  preferable  to  the  complications  and  hardships  which  would 
be  involved  under  a  withholding  system. 
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As  a  result,  your  committee,  in  lieu  of  the  withholding  provisions 
of  the  House  bill,  provides  that  payors  of  dividends,  interest,  and 
patronage  dividends  are  to  report  annually  to  the  Federal  Government 
all  such  payments  aggregating  $10  or  more  per  person.  In  addition, 
they  are  to  send  the  recipients  of  these  dividends,  interest  payments, 
or  patronage  dividends  an  annual  statement  indicating  the  total  of 
such  payments. 

B.  Comparison  of  committee  amendments  with  House  provision 

As  indicated  above,  the  House  bill  made  provision  for  withholding 
at  a  rate  of  20  percent  with  respect  to  most  interest,  dividend,  and 
patronage  dividend  payments.  In  this  system  jR'Ovision  was  made 
for  the  use  of  exemption  certificates  for  individuals  expecting  to  have 
no  tax  liability  and  a  system  of  quarterly  refunds  for  those  having 
a  tax  liability  but  subject  to  overwithholding.  Your  committee’s 
amendments  in  lieu  of  this  provide  for  the  submission  by  payors  of 
information  returns  to  the  Government  for  interest,  dividends,  and 
patronage  dividends  of  $10  or  more  per  person  per  year.  Essentially 
the  same  information  must  also  be  submitted  by  these  payors  to  the 
recipients  of  interest,  dividends,  or  patronage  dividends.  The  re¬ 
porting  system  provided  is  described  more  fully  below. 

C.  General  explanation  of  provision 

1.  Reporting  requirements. — The  bill  provides  that  dividend,  interest 
or  patronage  dividend  payors  who  make  payments  during  the  year  ag¬ 
gregating  $10  or  more  to  any  person  are  to  file  annual  returns  with  the 
Internal  Revenue  Service  reporting  such  payments.  (The  term  “pay¬ 
ments”  is  intended  to  include  not  only  actual  payments  in  cash  or  its 
equivalent  but  also  credits  to  the  account  of  the  payee  which  he  may 
withdraw  at  any  time  without  restriction.)  The  return  must  show 
the  aggregate  amount  of  the  payments  to  the  person  involved  and  give 
the  name  and  address  of  the  person  to  whom  the  payments  are  made. 
The  bill  also  provides  that  nominees,  who  receive  payments  of  divi¬ 
dends  or  interest  and  make  payments  of  $10  or  more  to  other  persons, 
also  are  to  make  a  return  to  the  Government  with  respect  to  annual 
payments  of  $10  or  more  per  person.  This  category  includes  such 
payments  as  those  made  by  stockbrokers  to  individuals  where  the 
stock  is  registered  in  the  street  name  of  the  broker.  In  the  case  of 
patronage  dividends,  only  cooperatives  to  which  the  new  provisions  of 
this  bill  apply  (sec.  17)  must  file  these  returns  with  x’espect  to  patron¬ 
age  dividends. 

Existing  law  in  the  case  of  dividend  payments  provides  for  the  sub¬ 
mission  of  information  returns  by  every  cooperation  “when  required 
by  the  Secretary  or  his  delegate.”  Under  regulations  (sec.  1.6042-1) 
the  Treasury  Department  has  required  information  return  reporting- 
by  those  making  dividend  payments  during  the  calendar  year  of  $10 
or  more.  In  the  case  of  interest  payments,  present  law  requires  the 
submission  of  information  returns  with  respect  to  payments  of  $600 
or  more,  as  is  true  in  the  case  of  numerous  other  types  of  payments 
made  in  the  course  of  a  trade  or  business.  In  addition,  present  law 
provides  that  payments  of  interest  by  corporations,  regardless  of 
amount,  “when  required  by  regulations  of  the  Secretary  or  his  dele¬ 
gate”  must  be  reported  to  the  Internal  Revenue  Service.  In  the  case 
of  interest,  however,  the  Secretary  lias  not  by  regulations  provided  for 
reporting  with  respect  to  payments  of  less  than  $600.  In  the  case  of 


REVENUE  ACT  OF  1962 


121 


patronage  dividends,  present  law  requires  reporting  to  the  Internal 
Revenue  Service  with  respect  to  amounts  of  $100  or  more.  It  also 
authorizes  the  Secretary  to  require  reporting  with  respect  to  lesser 
amounts.  The  Secretary  has  not,  however,  exercised  this  authority. 

Your  committee’s  amendments,  in  addition  to  making  mandatory 
the  reporting  of  dividends,  interest,  and  patronage  dividends  of 
more  than  $10  per  year  per  person,  also  continue  the  provisions  of 
present  law  permitting  the  Secretary  at  his  discretion  to  require 
reporting  with  respect  to  smaller  amounts. 

In  addition  to  the  reporting  to  the  Internal  Revenue  Service,  your 
committee’s  amendments  also  require  that  annual  statements  be 
submitted  to  all  recipients  of  dividend,  interest,  and  patronage  divi¬ 
dend  payments  of  more  than  $10  a  year.  These  statements  must 
show  the  amount  of  the  payment  reported  to  the  Government  and  the 
name  and  address  of  the  payor.  No  such  statements  are  required, 
however,  to  be  furnished  to  any  person  if  the  aggregate  of  these 
dividend,  interest,  or  patronage  dividend  payments  is  less  than  $10 
a  year. 

2.  Penalty  provisions. — Your  committee,  in  the  interest  of  being 

sure  that  the  information  returns  are  supplied  the  Government, 
and  also  that  the  statements  are  submitted  to  the  dividend,  interest, 
or  patronage  dividend  recipients,  has  provided  civil  penalties  which 
apply  in  the  case  of  noncompliance.  ' 

These  new  penalties  apply  with  respect  to  the  failure  to  supply  the 
information  statements  to  those  receiving  $10  or  more  a  year  and 
also  to  failures  to  supply  information  returns  to  the  Internal  Revenue 
Service  with  respect  to  dividend,  interest,  and  patronage  dividend 
pavments  of  $10  or  more  a  year  per  person.  The  penalty  provided 
in  these  cases,  for  failing  to  provide  either  a  statement  to  the  recipient, 
or  an  information  return  to  the  Government,  with  respect  to  each 
person  to  whom  $10  or  more  a  year  was  paid,  is  $10  for  each  statement 
or  return  not  so  filed,  but  not  to  exceed  $25,000  for  failures  to  file  re¬ 
turns  with  the  Government  and  $25,000  for  failures  to  submit  state¬ 
ments  to  payees,  with  respect  to  the  payor  in  any  calendar  year. 

Existing  penalties  (in  general  $1  per  statement  but  not  more  than 
$1,000  per  payor)  will  continue  to  apply  with  respect  to  the  reporting 
which  the  Secretary  of  the  Treasury  may  require  “for  payments 
aggregating  less  than  $10  a  year.” 

3.  Defnitions. — In  defining  dividend,  interest,  and  patronage  divi¬ 
dend  payments  subject  to  the  reporting  requirements  your  committee 
has  followed,  quite  closely  the  definitions  contained  in  the  House  bill 
for  purposes  of  withholding. 

Dividends  are  defined  as  distributions  by  a  corporation  which,  for 
purposes  of  the  Internal  Revenue  Code,  generally  are  classified  as  a 
dividend.  The  definition  of  dividends  for  this  purpose  also  includes 
payments  made  by  stockbrokers  to  any  person  as  a  substitute  for  a 
dividend.  This  is  primarily  concerned  with  payments  made  by 
brokers  to  persons  whose  stock  has  been  borrowed  to  cover  short 
sales  but  who  are  due  “dividend”  payments. 

Excluded  from  the  definition  of  dividends  for  purposes  of  these 
reporting  requirements  are:  (1)  to  the  extent  provided  by  regulations, 
any  distribution  or  payment  by  a  foreign  corporation  or  to  a  foreign 
corporation,  nonresident  alien,  or  foreign  partnership;  and  (2)  un¬ 
distributed  taxable  income  of  small  business  corporations  electing  to 
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have  their  income  taxed  to  their  shareholders.  In  any  case  where  a 
payor  is  unable  to  determine  whether  a  payment  is  a  dividend,  he  is 
to  include  the  entire  amount  as  a  dividend  for  reporting  purposes. 

Interest  for  purposes  of  the  reporting  requirements  is  defined  as — 

(1)  interest  on  evidences  of  indebtedness  (such  as  bonds, 
debentures,  notes,  and  certificates)  issued  by  a  corporation  in 
registered  form.  In  addition,  to  the  extent  provided  in  regula¬ 
tions,  interest  on  other  evidences  of  indebtedness  issued  by  a 
corporation  of  a  type  offered  by  corporations  to  the  public; 

(2)  interest  on  bank  accounts; 

(3)  interest,  or  other  amounts,  paid  by  mutual  savings  banks, 
savings  and  loan  associations,  or  similar  organizations  with  respect 
to  deposits  or  similar  funds  left  with  such  institutions; 

(4)  interest  on  amounts  held  by  insurance  companies  under  an 
agreement  to  pay  interest;  and 

(5)  interest  on  deposits  with  stockbrokers  and  dealers  in 
securities. 

For  reporting  purposes  the  term  “interest”  does  not  include  (1) 
interest  on  tax-exempt  State  and  local  government  obligations,  (2) 
to  the  extent  provided  by  regulations,  interest  paid  by  or  to  foreign 
corporations,  nonresident  aliens,  or  foreign  partnerships,  and  (3) 
interest  on  tax-free  covenant  bonds.  These  categories  for  which 
reporting  in  the  case  of  interest  payments  is  required  to  include 
practically  no  interest  payments  by  individuals. 

In  the  case  of  patronage  dividends,  reporting  is  to  apply  to  patron¬ 
age  dividends  paid  in  money,  qualified  allocations  or  other  property 
except  nonqualified  allocations,  amounts  paid  by  tax-exempt  coopera¬ 
tives  with  respect  to  earnings  from  business  done  with  the  U.S. 
Government  or  attributable  to  other  than  patronage  and  nonqualified 
allocations  which  are  redeemed. 

The  exceptions  where  the  reporting  does  not  apply  in  the  case  of 
patronage  dividends  include,  to  the  extent  provided  by  regulations, 
payments  made  by  a  foreign  corporation,  to  a  foreign  corporation,  to 
a  nonresident  alien  or  to  a  foreign  partnership.  In  addition  if  a 
cooperative  applies  to  the  Secretary  or  his  delegate  for  exemption 
from  the  reporting  requirement  on  the  grounds  that  the  cooperative 
is  primarily  engaged  in  selling  at  retail  goods  or  services  of  a  type 
generally  for  personal,  living  or  family  use,  and  the  Secretary  deter¬ 
mines  this  is  true,  no  reporting  shall  be  required  with  respect  to  such 
cooperative. 

4-  Inspection  of  books. — Present  law  (sec.  7605(b))  provides  certain 
procedures  which  must  be  followed  if  the  Internal  Revenue  Service 
needs  to  make  an  additional  inspection  of  a  taxpayer’s  books  of  account 
after  it  has  once  done  so.  Under  this  section,"  the  Secretary  or  his 
delegate  may  not  make  an  additional  inspection  before  (1)  an  investi¬ 
gation  which  shows  necessity  for  the  additional  inspection  and  (2) 
notification  of  the  taxpayer  in  writing  that  the  inspection  is  necessary. 
At  present  there  are  relatively  few  cases  where  it  is  necessary  for  the 
Service  to  reopen  a  taxpayer’s  return  which  has  been  audited.  How¬ 
ever,  with  the  expanded  information  reporting  provided  by  your 
committee,  it  is  expected  that  the  Service  will  follow  up  discrepancies 
each  year  with  respect  to  many  taxpayers.  There  are  difficulties  in 
coordinating  these  inquiries  as  to  discrepancies  disclosed  by  informa- 
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tion  returns  with  general  audits  of  tax  returns  selected  for  examina¬ 
tion.  Such  inquiries  will  be  made  as  a  routine  follow-up  of  machine 
operations,  and  in  most  instances  will  be  carried  out  independently 
of  regular  audit  procedures. 

Your  committee  wishes  to  make  it  clear  that  an  Internal  .Revenue 
Service  contact  with  a  taxpayer  solely  for  the  purpose  of  verifying 
the  correct  amount  of  interest,  dividends,  and  patronage  dividends 
to  be  reported  in  cases  of  discrepancy  between  information  returns 
and  a  tax  return  should  not  be  considered  as  an  inspection  of  a  tax¬ 
payer’s  books  of  account  (within  the  meaning  of  sec.  7605(b)).  Thus, 
such  an  inquiry  will  not  require  an  investigation  and  notification  to 
the  taxpayer  in  cases  in  which  a  prior  audit  has  been  conducted,  nor 
will  a  subsequent  audit  require  the  investigation  and  notification 
merely  because  there  has  previously  been  an  inquiry  limited  to  deter¬ 
mining  the  correct  reporting  by  the  taxpayer  of  items  of  gross  income 
subject  to  reporting  on  information  returns  by  the  payors  thereof. 

XX.  INFORMATION  WITH  RESPECT  TO  FOREIGN 
ORGANIZATIONS 

(Sec.  20  of  the  bill  and  secs.  6038,  6046,  and  6678  of  the  code) 

A.  Reasons  for  'provision 

The  administration  has  asked  for  the  right  to  obtain  more  informa¬ 
tion  with  respect  to  operations  of  Americans  abroad,  hirst,  with 
respect  to  the  annual  information  return,  now  required  of  domestic 
corporations  controlling  foreign  corporations,  it  was  requested  that 
this  return  also  be  required  of  individual  citizens  or  residents  of  the 
United  States  controlling  foreign  corporations.  Second,  in  addition 
to  the  various  specified  types  of  information  now  reqmred  to  be  sub¬ 
mitted,  it  was  also  requested  that  the  Treasury  Department  be  per¬ 
mitted  to  require  the  furnishing  of  other  information  which  is  similar 
or  related  in  nature  to  that  specified  in  the  existing  provision  Third, 
existing  law  requires  the  supplying  of  this  information  with  respect 
to  a  foreign  subsidiary,  or  a  subsidiary  of  such  a  subsidiary.  It  was 
desired  that  this  information  also  be  required  of  any  other  controlled 
foreign  corporation.  Fourth,  it  was  requested  that  the  definition  of 
“control”  be  broadened  to  include  most  of  the  constructive  ownership 
rules  generally  applied  elsewhere  in  the  code. 

The  administration  also  requested  that  the  information  return  now 
required  of  officers,  directors,  and  significant  shareholders  of  foreign 
corporations  upon  the  creation,  organization,  or  reorganization  of  such 
corporations  also  be  required  of  persons  who  are  now,  or  when  they 
become,  officers,  directors,  or  important  shareholders. 

In  addition,  the  administration  requested  that  a  civil  penalty  be 
provided  for  those  failing  to  file  the  returns  as  to  organization,  reorgan¬ 
ization,  etc.,  of  foreign  corporations.  The  penalty  m  this  case  is  to  be 
$1,000  unless  it  can  be  shown  that  the  failure  is  due  to  reasonable 

^The  House  bill  provided  for  the  submission  of  this  additional 
information. 
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B.  Comparison  of  committee  amendments  with  House  provision 

Your  committee  has  accepted  the  House  provision  for  expansion  of 
the  information  to  be  required  with  respect  to  foreign  organizations, 
with  four  modifications.  Two  of  these  relate  to  the  annual  informa¬ 
tion  return.  First,  with  respect  to  the  annual  information  return  it 
has  provided  a  “ceiling”  on  the  penalty  which  may  be  imposed  in 
those  cases  where  this  information  is  not  supplied.  The  penalty 
under  present  law  in  general  terms  provides  that  failure  to  supply  the 
required  information  will  result  in  a  decrease  of  10  percent  in  the 
foreign  tax  credit  allowed  to  a  domestic  corporation,  plus  an  additional 
5  percent  for  each  additional  3-month  period  during  which  the  failure 
to  furnish  the  information  continues.  Your  committee’s  amendments 
provide  that  in  no  event  shall  this  penalty  exceed  $10,000  or  the  income 
of  the  foreign  corporation  with  respect  to  which  the  failure  occurred, 
whichever  is  the  greater.  Second,  in  the  case  of  the  annual  informa¬ 
tion  return,  in  determining  whether  or  not  50-percent  control  exists, 
your  committee  has  narrowed  somewhat  the  constructive  ownership 
rules  applied  under  the  House  bill. 

In  the  case  of  the  information  required  with  respect  to  organizations, 
reorganizations,  etc..,  your  committee  also  has  made  two  amendments. 
First,  it  provided  that  officers  or  directors  who  are  U.S.  citizens  need 
supply  information  only  if  there  are  5-percent  U.S.  shareholders,  and 
that  the  information  they  submit  be  only  the  names  and  addresses 
of  such  shareholders.  Second,  it  has  added  a  provision  that  no 
information  is  to  be  required  to  be  furnished  with  respect  to  a  foreign 
corporation  unless  that  information  was  required  under  regulations 
in  effect  90  days  prior  (30  days  prior  at  the  beginning  of  the  first  year) 
to  the  date  on  which  the  U.S.  persons  become  liable  to  file  the  return 
with  respect  to  the  information. 

C.  General  explanation  of  provision 

1.  Annual  information  return. — In  1960  Congress  enacted  legislation 
(Public  Law  86-780)  providing  that  domestic  corporations  must 
furnish  with  respect  to  foreigu  corporations  which  they  control  and 
also  with  respect  to  foreign  subsidiaries  of  any  such  foreign  corporations 
information  specifying — 

(1)  The  name,  place,  and  nature  of  business  of  the  foreign 
corporation  and  country  of  incorporation; 

(2)  The  accumulated  profits  of  the  foreign  corporation  or 
subsidiary,  including  items  of  income,  deduction,  and  other  items 
taken  into  account  in  computing  these  accumulated  pi’ofits; 

(3)  A  balance  sheet  of  the  foreign  corporation  or  foreign 
subsidiary ; 

(4)  Transactions  between  the  foreign  corporation  or  foreign 
subsidiary  and  (a)  other  foreign  corporations  or  foreign  subsidi¬ 
aries  controlled  by  the  domestic  corporation,  ( b )  the  domestic 
corporation  or  (c)  any  shareholder  owning  at  least  10  percent  of 
the  stock  of  the  domestic  corporation ;  and 

(5)  A  description  of  the  various  classes  of  stock  outstanding 
and  name  and  address  and  number  of  shares  held  by  each  citizen 
or  resident  of  the  United  States  and  domestic  corporation  holding 
5  percent  or  more  of  the  stock  of  the  foreign  corporation  or 
foreign  subsidiary. 


REVENUE  ACT  OF  1962 


125 


Corporations  failing  to  supply  any  of  the  information  required  on  the 
due  date  receive  a  10-percent  reduction  in  their  foreign  tax  credit 
otherwise  available  with  respect  to  the  income  derived  from  all  the 
foreign  corporations  or  their  subsidiaries.  If  the  failure  to  supply  the 
information  continues  for  more  than  90  days,  after  notification  of  this 
failure,  then  for  each  3  months  of  additional  time  qxr  fraction)  the 
reduction  in  the  credit  is  increased  by  5  percent. 

The  House  bill  amends  this  information  provision  in  several  respects. 
First,  it  requires  U.S.  citizens  or  residents,  domestic  partnerships  and1 
domestic  estates  or  trusts  as  well  as  domestic  corporations  controlling 
the  foreign  corporations  to  supply  the  information  specified.  Second, 
“control”  is  redefined  b}"  adding  most  of  the  constructive  ownership 
rules  of  the  existing  section  318(a).  Third,  the  House  bill  also 
extends  somewhat  the  type  of  foreign  corporation  with  respect  to 
which  information  must  be  supplied.  Existing  law  applied  to  foreign 
corporations  controlled  by  Americans  and  subsidiaries  which  they 
control.  In  other  words,  it  applies  to  two  levels  of  ownership  of 
foreign  corporations.  The  bill  extends  the  requirement  to  apply  to 
any  number  of  levels  of  ownership  so  long  as  there  is  control  of  the 
corporations  involved.  Fourth,  in  addition  to  the  listed  types  of 
information,  the  Treasury  Department  may  also  require  the  furnishing 
of  any  other  information  which  is  similar  or  related  in  nature  to  that 
specified. 

Your  committee  has  accepted  the  House  amendments  with  a  modi¬ 
fication  of  the  constructive  ownership  rules  referred  to  above  and 
with  the  addition  of  a  “ceiling”  on  the  penalty  provided  by  present 
law  for  the  failure  to  supply  the  information  required.  In  the  case 
of  the  constructive  ownership  rules  it  has  provided  that  stock  owned 
by  a  partner,  an  estate,  a  trust,  or  a  corporation  will  not  be  treated 
as  being  owned  by  the  partnership,  estate,  trust  or  corporation  if 
this  treats  a  U.S.  person  as  owning  stock  owned  by  a  person  who 
actually  is  not  a  U.S.  person.  Your  committee’s  amendments  also 
provide  that  a  person  is  not  to  be  considered  as  owning  his  pro  rata 
share  of  stock  held  by  a  corporation  if  his  stock  interest  is  not  more 
than  10  percent. 

As  indicated  above,  if  a  domestic  corporation  fails  to  supply 
information  with  respect  to  a  subsidiary,  it  may  lose  anywhere  from 
10  to  100  percent  of  its  foreign  tax  credit,  even  though  only  a  small 
proportion,  or  none,  of  this  credit  may  be  attributable  to  the  subsidiary 
with  respect  to  which  the  information  is  not  supplied.  Your  com¬ 
mittee’s  amendments  limit  the  credit  which  may  be  denied  in  such  a 
case  to  $10,000  or  the  amount  of  income  of  the  foreign  subsidiary 
with  respect  to  which  the  failure  occurs,  whichever  is  the  greater. 

2.  Information  with  respect  to  organization,  reorganization,  etc. — 
Present  law  also  requires  U.S.  citizens  or  residents  who  are  officers  or 
directors  of  a  foreign  corporation  within  60  days  of  its  creation,  organi¬ 
zation  or  reorganization,  and  also  U.S.  persons  who  within  the  same 
60-day  period  own  5  percent  or  more  of  the  value  of  the  stock  of  the 
corporation,  to  supply  information  with  respect  to  this  corporation. 
The  return  is  required  to  contain  such  information  as  the  Secretary 
of  the  Treasury  or  his  delegate  prescribes  by  forms  or  regulation  as 
necessary  to  carry  out  the  provisions  of  the  income  tax  laws. 

Under  existing  law  it  is  possible  to  avoid  this  information  require¬ 
ment  where  the  U.S.  citizen  or  resident  first  becomes  an  officer,  direc- 
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tor,  or  owner  of  5  percent  or  more  of  the  value  of  the  stock  of  the  cor¬ 
poration  after  the  60-day  period.  To  prevent  this  avoidance  of  the 
information  requirement  the  bill  extends  the  requirement  for  supplying 
the  information  so  that  it  applies  to  those  U.S.  citizens  or  residents 
who  are  officers,  directors,  or  shareholders  with  more  than  a  5-percent 
interest  on  January  1,  1963,  or  who  acquire  such  positions  after  that 
date.  This  information  also  is  to  be  supplied  by  shareholders  whose 
holdings  after  that  date  are  increased  to  5  percent  (or  where  they 
acquire  an  additional  5  percent  of  the  stock  of  the  corporation) .  This 
reporting  requirement  in  the  case  of  U.S.  citizens  or  residents  who  are 
officers  or  directors,  however,  under  your  committee’s  amendments 
applies  only  if  there  is  a  U.S.  person  who  holds  5  percent  or  more  of 
the  stock  of  the  corporation.  Moreover,  only  the  names  and  addresses 
of  the  5-percent  shareholders  who  are  U.S.  persons  are  required  to  be 
reported. 

Your  committee  has  also  added  an  amendment  to  provide  that  no 
information  is  to  be  required  of  a  foreign  corporation  unless  that  infor¬ 
mation  was  required  under  regulations  in  effect  90  days  (30  days  at 
the  beginning  of  first  year)  prior  to  the  time  the  liability  to  file  a 
return  under  this  provision  arises. 

The  bill  also  adds  a  new  section  to  the  code  providing  a  civil 
penalty  in  the  case  of  any  person  required  to  file  the  return  referred  to 
here  who  fails  to  do  so  at  the  time  required,  or  who  files  a  return  which 
does  not  show  the  information  required.  The  penalty  in  this  case  is 
to  be  $1,000  unless  it  is  shown  that  the  failure  is  due  to  reasonable 
cause. 

3.  Effective  dates.- — The  amendments  with  respect  to  the  annual 
information  return  apply  with  respect  to  annual  accounting  periods  of 
the  foreign  corporations  beginning  after  December  31,  1962.  The 
amendments  relating  to  the  filing  of  returns  as  to  organization,  reorgan¬ 
ization,  etc.,  of  foreign  corporations  takes  effect  on  January  1,  1963. 

XXL  CLEARING  OF  LAND 

(Sec.  21  of  the  bill  and  sec.  182  of  the  code) 

A.  Reasons  for  provision 

Under  existing  law  expenses  incurred  in  carrying  on  a  trade  or 
business  of  farming  are  deductible  in  determining  taxable  income. 
In  1954  Congress  amended  the  statute  to  include  in  the  deductible 
category  expenses  for  soil  and  water  conservation. 

This  new  provision  deals  with  a  problem  quite  similar  to  that  which 
resulted  in  the  enactment  of  the  soil  and  water  conservation  provision. 
At  the  present  time,  expenditures  made  during  the  preparatory  period 
in  extending  a  farm  may  not  be  deducted  since  they  are  not  expenses 
incurred  in  the  business  of  farming.  Examples  of  expenditures  of 
this  nature  which,  under  existing  law,  must  be  capitalized  are  expendi¬ 
tures  (including  material  and  labor)  incurred  in:  (1)  Clearing  brush, 
trees,  and  stumps,  (2)  leveling  and  conditioning  land,  and  (3)  straight¬ 
ening  creek  beds.  Because  expenditures  for  these  purposes,  when 
incurred  in  order  to  make  the  land  suitable  for  farming  (like  expenses 
for  soil  conservation),  also  are  closely  associated  with  the  trade  or 
business  of  farming,  your  committee  believes  that  it  would  be  proper 
to  allow  then*  deduction  to  a  limited  extent. 


REVENUE  ACT  OF  1962 


127 


B.  Comparison  of  committee  amendment  with  House  provision 

There  was  no  comparable  provision  in  the  House  bill. 

C.  General  explanation  of  provision 

This  provision  permits  taxpayers  engaged  in  the  business  of  farming 
to  deduct,  in  computing  their  Federal  income  tax,  expenditures 
incurred  by  them  in  clearing  land  to  make  it  suitable  for  farming. 
Activities  included  in  clearing  and  preparing  land  to  make  it  suitable 
for  farming  include  the  clearing  of  brush,  trees,  stumps,  and  boulders, 
the  leveling  and  conditioning  of  the  land,  and  the  diversion  of  streams. 

Under  the  bill,  deduction  of  expenditures  in  any  taxable  year  for 
these  purposes  may  not  exceed  $5,000,  or,  if  lesser,  25  percent  of  the 
taxpayer’s  taxable  income  from  farming.  In  determining  the  amount 
which  may  be  deducted  within  these  limitations,  the  farmer  is  per¬ 
mitted  to  include  a  reasonable  allowance  for  depreciation  with  respect 
to  tractors  and  other  items  subject  to  the  allowance  for  depreciation 
which  are  ordinarily  used  by  him  in  his  farming  activities  but  which 
actually  may  have  been  used  also  in  the  clearing  of  land. 

This  provision  is  to  apply  for  taxable  years  beginning  after  De¬ 
cember  31,  1962. 

XXII.  CHARITABLE  CONTRIBUTIONS  MADE  FROM  INCOME 
ATTRIBUTABLE  TO  SEVERAL  TAXABLE  YEARS 

(Sec.  22  of  the  bill  and  sec.  1307  of  code) 

A.  Reasons  for  provision 

In  the  case  of  individuals  who  receive  compensation  in  1  year  for 
services  performed  over  a  period  of  more  than  3  years,  or  who  receive 
a  lump  sum  of  income  from  an  invention  or  artistic  work  (or  from 
certain  other  specified  sources)  present  law  provides  that  the  tax  on 
this  income  is  not  to  be  greater  than  the  tax  which  would  have  resulted 
if  the  bunched  income  had  been  received  ratably  over  the  period  to 
which  it  is  attributable.  The  effect  of  this  is  to  permit  income  to 
be  averaged  for  tax  purposes  in  the  specified  situations. 

In  applying  this  provision,  the  Internal  Revenue  Service  has  ruled 
that  deductions  based  upon  adjusted  gross  income  (such  as  charitable 
contributions  and  medical  expenses)  must  be  recomputed  each  time 
a  different  amount  is  taken  to  represent  adjusted  gross  income  in  de¬ 
termining  tax  under  the  averaging  provisions  (IR-Mim.  43,  1952- 
2CB  112).  It  has  come  to  the  attention  of  your  committee  that  be¬ 
cause  of  this  recomputation  some  individuals  who  make  substantial 
charitable  contributions  in  years  in  which  they  receive  “bunched  in¬ 
come”  are  unable  to  take  full  advantage  of  the  deduction  for  such 
contributions.  This  occurs  because,  although  the  bunched  income  in 
effect  may  be  spread  over  the  years  to  which  it  is  attributable,  con¬ 
tributions  may  be  deducted  only  in  the  year  in  which  they  are  made. 
Thus,  while  the  charitable  contribution  may  have  been  fully  deducti¬ 
ble  if  the  individual’s  adjusted  gross  income  for  the  year  were  deter¬ 
mined  before  the  spreading,  once  the  spreading  provisions  are  applied 
adjusted  gross  income  for  the  year  in  which  the  contribution  is  made 
must  be  reduced,  thereby  limiting  the  amount  of  the  charitable  con¬ 
tribution  which  may  be  deducted. 
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To  prevent  this  wastage  of  charitable  contribution  deductions  your 
committee  has  added  to  the  House  bill  a  provision  which  permits  the 
individual  an  election  to  apply  the  charitable  contribution  limitations 
to  the  adjusted  gross  income  before  the  bunched  income  in  effect  is 
spread  over  the  years  to  which  it  is  attributable. 

S.  Comparison  of  committee  amendments  with  House  provision 

There  is  no  comparable  provision  in  the  House  bill. 

C.  General  explanation  of  provision 

This  provision  adds  to  the  statute  a  special  rule  for  determining  the 
amount  of  charitable  contributions  deductible  by  an  individual  when 
his  “bunched  income”  is  to  be  spread  under  the  special  “averaging” 
provisions  of  the  tax  law.  Under  this  rule  the  limitation  on  charitable 
contributions  (20  or  30  percent  of  adjusted  gross  income)  made  in  the 
year  in  which  the  bunched  income  is  received  may  be  applied  before 
the  income  is  spread  over  the  years  to  which  it  is  attributable.  Only 
the  net  amount  of  bunched  income  remaining  after  the  charitable 
contribution  has  been  deducted  will  in  effect  be  spread  back  over  the 
years  to  which  attributable.  If  the  individual  elects  to  deduct 
charitable’  contributions  in  this  manner,  he  cannot  include  again  any 
portion  of  the  bunched  income  in  determining  the  limitation  on  chari¬ 
table  contributions  for  the  year  in  which  the  bunched  income  is  re¬ 
ceived  after  the  income  is  spread  over  the  years  to  which  it  is 
attributable. 

This  provision  is  to  apply  with  respect  to  taxable  years  beginning 
after  December  31,  1962. 

XXIII.  EFFECTIVE  DATE  OF  SECTION  1371(c)  OF 
THE  INTERNAL  REVENUE  CODE  OF  1954 

(Sec.  23  of  bill  and  sec.  1371(c)  of  code) 

A.  Reasons  for  provision 

Under  existing  law  certain  small  business  corporations  may  elect 
to  have  income  taxed  directly  to  their  shareholders,  thereby  elim¬ 
inating  tax  at  the  corporate  level.  For  such  an  election  to  be  valid, 
however,  the  corporation  must  have  no  more  than  10  shareholders 
and  each  shareholder  must  give  his  consent  to  the  election. 

Previously  a  problem  existed  as  to  the  proper  method  of  deter¬ 
mining  the  number  of  shareholders  of  a  corporation  in  community 
property  States  or  where  the  stock  of  a  corporation  was  held  jointly 
by  husband  and  wife.  In  1959  Congress  removed  this  problem  by 
specifically  providing  how  the  number  of  shareholders  was  to  be  deter¬ 
mined  where  husband  and  wife  resided  in  community  property  States 
or  where  they  held  stock  jointly.  Congress  provided  in  such  cases 
that  the  spouses  would  be  treated  as  one  shareholder  (Public  Law 
86-376,  approved  September  23,  1959).  This  provision  was  made 
effective  with  respect  to  taxable  years  of  small  business  corporations 
beginning  after  December  31,  1959.  However,  cases  have  come  to  the 
attention  of  your  committee  in  which  small  business  corporations 
were  prevented  from  making  (or  continuing)  an  election  to  have  their 
income  of  1958  and  1959  taxed  to  their  shareholders  because  hus¬ 
bands  and  wives  in  community  property  States  or  who  held  stock 
jointly  have  each  been  counted  as  a  separate  shareholder  for  those 
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years.  The  first  year  with  respect  to  which  such  an  election  could 
be  made  was  1958. 

Your  committee  does  not  believe  that  the  rule  enacted  by  Public 
Law  86-376  for  determining  the  number  of  shareholders  of  a  small 
business  corporation  should  be  limited  to  years  after  1959,  but  should 
apply  to  all  years  for  which  such  an  election  may  be  made.  This  will 
insure  the  application  of  the  same  rules  in  applying  the  10-shareholder 
limitation  for  all  years  in  qualifying  a  small  business  corporation  for 
such  an  election.  Accordingly,  this  provision  of  the  bill  makes  that 
rule  of  Public  Law  86-376  apply  also  to  years  1958  and  1959. 

B.  Comparison  oj  committee  amendments  with  House  provision 

There  is  no  comparable  provision  in  the  House  bill. 

C.  General  explanation  oj  provision 

This  bill  provides  that  with  respect  to  the  years  1958  and  1959,  in 
determining  the  number  of  shareholders  of  a  small  business  corporation 
for  purposes  of  the  election  provided  by  subchapter  S  of  the  Internal 
Revenue  Code  (under  which  shareholders  are  taxed  directly  on  the 
corporate  earnings),  spouses  who  hold  stock  of  such  a  corporation 
jointly  or  under  the  community  property  laws  of  a  State  are  to  be 
treated  as  one  shareholder;  that  is,  section  1371(c)  of  the  code  will 
now  be  applicable  to  such  years. 

In  order  to  insure  that  a  small  business  corporation  whose  status 
may  be  affected  by  this  provision  will  have  an  opportunity  to  qualify 
for  treatment  under  subchapter  S,  the  bill  provides  a  special  1-year 
period  within  which  a  special  election  may  be  made  to  have  the  earlier 
effective  date  of  section  1371(c)  apply.  For  the  special  election  to 
be  valid,  however,  a  corporation  must  have  met  the  statutory  require¬ 
ments  of  subchapter  S  in  1958  and  1959,  and  must  have  filed  a  timely 
election  to  be  subject  to  subchapter  S  for  those  years.  Furthermore, 
each  person  who  is  a  shareholder  at  the  time  of  the  special  election 
must  give  his  consent  and  each  person  who  was  a  shareholder  for  any 
taxable  year  ending  before  the  year  in  which  the  special  election  is 
made  also  must  give  his  consent.  Finally,  where  an  election  (and 
the  requisite  consents)  has  been  made,  the  statute  of  limitations  for 
assessing  additional  tax  against  the  corporation  or  its  shareholders  is 
to  remain  open,  or  be  opened,  lor  1  year  following  the  date  of  the 
election.  Tax  assessed  or  credit  or  refunds  granted  within  this  special 
period  of  limitations  must  relate  only  to  changes  resulting  directly 
from  the  election. 

XXIV.  CERTAIN  LOSSES  SUSTAINED  IN  CONVERTING  FROM 
STREET  RAILWAY  TO  BUS  OPERATIONS 

(Sec.  24  of  the  bill) 

A.  Reasons  for  provision 

Present  law  provides  that  business  losses  incurred  in  one  year  can 
be  carried  back  to  the  3  prior  years  and  then,  to  the  extent  not  ab¬ 
sorbed  by  income  in  those  years,  carried  forward  to  the  5  succeeding 
years  after  the  year  in  which  the  losses  occurred.  For  most  companies 
which  again  earn  income  such  a  period  is  long  enough  to  absorb  all 
of  their  losses  against  income. 
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Rapid  transit  companies  in  recent  years  have  had  a  special  problem 
in  connection  with  the  very  large  losses  they  have  incurred  in  convert¬ 
ing  from  streetcar  to  bus  operations.  Because  of  the  size  of  these 
losses,  most  transit  companies  have  spread  their  conversion  to  buses 
over  many  years — some  over  as  many  as  15  years — so  that  a  sufficient 
period  will  be  available  to  absorb  the  losses  against  income.  How¬ 
ever,  a  situation  has  come  to  the  attention  of  your  committee  in 
which  the  conversion  from  streetcars  to  buses  was  completed  in  an 
18-month  period.  It  appears  that  the  conversion  was  made  in  such 
a  short  period  because  of  fraud  on  the  part  of  the  then  existing  manage¬ 
ment.  Moreover,  evidence  is  available  that  the  then  existing  manage¬ 
ment  made  this  conversion  in  the  18-month  period  despite  the  fact 
that  it  was  pointed  out  to  them  by  their  financial  experts  that  such 
losses  could  not  be  absorbed  within  the  period  of  the  5-year  carry¬ 
forward. 

After  the  mismanagement  was  discovered,  the  company  was  reor¬ 
ganized  and  new  officers  and  a  new  board  of  directors  elected.  How¬ 
ever,  the  conversion  from  streetcars  to  buses  in  the  18-month  period 
could  not  be  undone.  As  a  result  of  this  conversion  the  company 
sustained  a  loss  of  approximately  $10,200,000.  At  the  end  of  the 
5-year  carryforward  period  about  $5,200,000  of  this  loss  remained 
unused.  While  the  company  has  recently  been  making  a  small  profit, 
it  appears  that  rate  increases  may  have  to  be  requested  if  this  remain¬ 
ing  loss  cannot  be  offset  against  the  income  of  future  years. 

Your  committee  believes  that  since  ordinary  prudent,  honest  man¬ 
agement  would  have  spread  the  conversion  over  a  number  of  years,  a 
longer  carryforward  of  the  unused  loss  should  be  permitted.  This 
is  a  particularly  serious  problem  because  of  the  present  inadequacy  of 
our  mass  transportation  system  and  the  fact  that  a  rapid  transit 
system  is  involved  here.  Moreover,  in  this  case  it  is  likely  that  in  the 
long  run  it  will  be  the  users  of  the  transportation  who  will  suffer  if 
the  company  is  not  permitted  to  utilize  the  benefit  of  this  loss. 

B.  Comparison  of  committee  amendments  with  House  provision. 

There  was  no  comparable  provision  in  the  House  bill. 

C.  General  explanation  of  provision 

The  bill  provides  that  in  the  case  of  net  operating  losses  incurred  in 
the  calendar  years  1953  and  1954,  principally  as  a  result  of  the  conver¬ 
sion  from  streetcar  to  bus  operations,  an  additional  5  years  is  to  be 
allowed  to  offset  such  losses  against  income.  The  bill  achieves  this 
result  by  providing  that  such  losses  are  to  be  known  as  “unused  con¬ 
version  losses”  to  the  extent  they  still  remain  unused  after  the  end  of 
the  normal  5-year  carryforward  period.  The  bill  provided  that  such  an 
unused  conversion  loss  from  these  2  years  is  to  be  considered  a  net 
operating  loss  sustained  in  1959  and  therefore  available  as  a  net  oper¬ 
ating  loss  carryforward  to  the  calendar  year  1960  and  four  subsequent 
taxable  years. 

The  treatment  described  above  is  to  apply  only  for  years  in  which 
the  taxpayer  is  engaged  in  the  furnishing  or  sale  of  transportation  on 
a  local  electric  railroad,  trackless  trolley  system,  or  bus  system. 
The  rates  for  the  transportation  in  such  cases  must  have  been  estab¬ 
lished  or  approved  by  a  governmental  unit,  by  a  public  service  or 
public  utility  commission  or  similar  body. 
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In  the  case  brought  to  your  committee’s  attention  there  is  an 
unused  loss  of  approximately  $5,200,000  from  the  years  1953  and 
1954,  and  it  is  estimated,  based  upon  anticipated  revenues,  that  from 
$2  to  $3  million  of  this  loss  can  be  offset  against  income  in  the  addi¬ 
tional  5-year  period  allowed  by  this  bill. 

XXV.  PENSION  PLAN  OF  LOCAL  UNION  NO.  435,  INTERNA¬ 
TIONAL  HOD  CARRIERS’  BUILDING  AND  COMMON  LABOR¬ 
ERS’  UNION  OF  AMERICA 

(Sec.  25  of  the  bill) 

A.  Reasons  for  the  'provision 

Under  present  law,  a  pension  trust  is  qualified  for  income  tax  exemp¬ 
tion  only  if  it  meets  certain  requirements  relating  to  coverage  of^em- 
ployees  and  nondiscrimination  of  contributions  or  benefits.  Where 
the  pension  trust  is  properly  qualified,  not  only  is  it  exempt  from 
Federal  taxation  with  respect  to  its  income,  but  contributions  paid  to 
it  by  an  employer  on  behalf  of  his  employees  are  deductible  for  Federal 
income  tax  purposes.  Thus,  there  is  considerable  incentive  for  a 
pension  trust  to  meet  the  requirements  of  the  Internal  Revenue  Code 
and  thereby  become  a  qualified  trust. 

Occasionally,  however,  it  is  difficult  for  a  pension  trust  to  achieve 
qualified  status  before  employer  contributions  are  received  by  it. 
This  is  particularly  true  in  the  case  of  pension  plans  negotiated  under 
collective-bargaining  agreements  with  many  employers,  both  large  and 
small.  Often,  considerable  time  is  required  to  obtain  sufficient  factual 
data  upon  which  to  insure  the  actuarial  soundness  of  the  plan.  Some¬ 
times  a  formality  is  not  properly  performed. 

In  such  cases,  where  the  pension  plan  operates  for  some  period  as  a 
nonqualified  plan  prior  to  securing  qualification  under  the  Internal 
Revenue  Code,  any  income  it  may  earn  during  such  period  is  subject 
to  income  tax,  thereby  reducing  amounts  which  would  otherwise 
serve  to  provide  employee  benefits  under  the  plan.  In  addition, 
employer  contributions  are  not  allowed  as  deductions  unless  the 
employee  is  given  immediate  vested  rights  to  the  contribution. 

Your  committee  believes  these  are  rather  severe  consequences, 
particularly  where  failure  to  meet  the  conditions  of  the  statute  for 
qualification  is  due  to  the  fact  that,  because  the  plan  involved  many 
employers,  the  arrangements  could  not  be  worked  quickly  although 
it  was  the  initial  intention  of  both  the  employers  and  the  unions  to 
meet  those  conditions.  If  the  pension  trust  has  never  been  operated 
in  a  manner  which  would  jeopardize  the  interest  of  its  beneficiaries, 
and  if,  when  completed,  the  pension  plan  of  which  the  trust  is  a  part 
conforms  with  the  Internal  Revenue  Code  and  has  received  the 
approval  of  the  Internal  Revenue  Service,  your  committee  believes 
it  is  just,  under  such  circumstances,  to  provide  that  the  pension  plan 
be  treated  as  a  qualified  trust  during  the  intervening  period  between 
its  inception  and  the  time  it  actually  qualified  for  tax  exemption. 

B.  Comparison  of  committee  amendments  with  House  provision 
There  is  no  comparable  provision  in  the  House  bill. 
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C.  General  explanation  oj  provision 

This  section  of  the  bill  provides  that  the  pension  plan  of  Local 
Union  No.  435,  International  Hod  Carriers’  Building  and  Common 
Laborers’  Union  of  America,  established  pursuant  to  negotiations 
between  the  union  and  the  Building  Trades  Employers’  Association 
of  Rochester,  which  is  a  qualified  trust  under  section  401(a)  of  the 
Internal  Revenue  Code,  is  to  be  treated  as  having  been  a  qualified 
trust  and  to  have  been  exempt  from  taxation  for  the  period  beginning 
May  1,  1960,  and  ending  April  20,  1961.  For  this  provision  to  apply 
however,  it  must  be  shown  to  the  satisfaction  of  the  Secretary  of  the 
Treasury  or  his  delegate  that  the  trust  has  not  in  the  period  designated 
been  operated  in  a  manner  which  would  jeopardize  the  interests  of  its 
beneficiaries. 

Under  the  bill  not  only  will  the  income  of  the  pension  plan  during 
the  specified  period  be  exempt  from  tax  but  also  contributions  made 
under  the  plan  within  such  period  by  employers  generally  will  be 
deductible  by  them  in  determining  their  Federal  income  tax  liability. 

XXVI.  CONTINUATION  OF  PARTNERSHIP  YEAR  FOR  SUR¬ 
VIVING  PARTNER  IN  A  TWO-MAN  PARTNERSHIP  WHERE 
ONE  DIES 


(Sec.  26  of  bill  and  sec.  188(of  1939  code) 

A.  Reasons  for  provision 

The  attention  of  your  committee  has  been  called  to  a  case  where 
the  partnership  provisions  of  the  1939  Code  worked  a  substantial 
hardship.  The  case  brought  to  your  committee’s  attention  involves 
a  two-man  partnership  with  a  partnership  year  ending  on  January  31. 
The  1939  Code  provides  that  income  of  partnerships  is  to  be  reported 
by  the  partners  for  tax  purposes  in  their  year  in  which,  or  with  which, 
the  partnership  year  ends.  Thus,  income  from  the  partnership  year 
ending  on  January  31,  1946,  for  example,  would  be  reported  by  part¬ 
ners  on  a  calendar  year  basis  in  their  calendar  year  1946.  However, 
where  one  of  the  partners  dies,  for  example,  before  the  end  of  Decem¬ 
ber,  1946,  the  partnership  income  in  that  year,  which  ordinarily  would 
be  reported  for  tax  purposes  by  the  partners  in  1947,  must  then  be 
reported  by  the  partners,  or  their  estate,  in  the  calendar  year  1946. 
This  can  result  in  a  bunching  of  income,  and  therefore  application  of 
the  higher  surtax  rates,  since  income  of  a  partner  for  as  long  as  23 
months  may,  in  this  manner,  have  to  be  reported  in  a  single  year. 

At  the  time  of  the  passage  of  the  1954  Code,  the  law  was  changed 
to  provide  that  the  partnership  year  was  not  to  close  upon  the  death 
of  a  partner  but  instead  was  to  run  to  its  normal  conclusion.  In  this 
regard  the  report  of  your  committee  on  the  1954  Code  stated  as  follows: 

Under  present  law  there  has  been  the  contention  that  the 
death  of  a  partner  closes  the  partnership  year  and  [in]  the 
bunching  of  more  than  a  year’s  income  in  the  decedent’s 
last  year.  Where  the  partnership  and  the  partners  are  on 
different  taxable  years,  this  would  have  the  effect  of  con¬ 
centrating  as  much  as  23  months’  income  in  the  final  return 
of  the  deceased  partner,  that  is,  the  income  for  the  partner- 
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ship  year  ending  within  his  taxable  year  and  the  income 
for  the  taxable  year  closed  by  the  partner’s  death. 

The  problem  presented  in  the  case  called  to  your  committee’s 
attention  occurred  before  the  1954  Code  provision  became  applicable. 
Moreover,  here  the  bunching  occurs  not  only  with  respect  to  the 
deceased  partner,  but  with  respect  to  the  surviving  partner  as  well, 
since  a  partnership  was  held  to  no  longer  exist  upon  the  death  ot 
one  of  two  partners. 

B.  Comparison  of  committee  amendments  with  House  provision 
There  is  no  comparable  provision  in  the  House  bill. 

C.  General  explanation  of  provision 

The  bill  adds  a  provision  to  the  1939  Internal  Revenue  Code  to 
provide  that  the  death  of  a  partner  in  a  two-man  partnership  is  not 
to  result  in  the  termination  of  the  partnership,  or  the  closing  ot  the 
taxable  year  of  the  partnership  with  respect  to  the  surviving  partner, 
prior  to  the  time  the  partnership  year  would  have  closed  it  neither 
partner  had  died  nor  disposed  of  his  interest.  Thus,  m  the  case  ot  a 
partner  dying  in  1946  where  the  partnership  year  does  not  end  until 
January  31,  1947,  the  partnership  year  would  contmue  to  that  date 
and  the  income  for  such  year  would  be  reported  by  the  surviving  part¬ 
ner  on  his  tax  return  for  1947.  This  provision  is  to  apply  only  it  the 
surviving  partner  so  elects  within  1  year  after  the  date  ol  enactment  ol 

this  provision.  . 

This  amendment  applies  to  taxable  years  of  a  partnership  beginning 
after  December  31,  1946,  to  which  the  Internal  Revenue  Code  ol  1939 
applies  Generally  the  1939  Code  applied  to  partnership  taxable 
year  beginning  before  January  1,  1955.  The  bill  also  provides  that 
if  refund  or  credit  for  an  overpayment  resulting  from  the  application 
of  this  provision  is  prevented  by  the  operation  of  any  law  or  rule 
of  law  (other  than  those  relating  to  closing  agreements  or  compro¬ 
mises)  the  refund  or  credit  of  the  overpayment  may  nevertheless  be 
made  if  the  claim  is  filed  within  1  year  after  the  date  of  enactment  ol 
this  bill. 

XXVII.  TREATIES 

(Sec.  27  of  bill) 

Section  7852(d)  of  the  code  provides  that  no  provision  of  the 
internal  revenue  title  is  to  apply  where  its  application  would  be 
contrary  to  any  treaty  obligation  of  the  United  States  in  effect  on  the 
date  of  the  enactment  of  the  Internal  Revenue  Code. 

The  House  bill  provided  that  section  7852(d)  of  the  code  was  not 
to  apply  to  any  provision  contained  in  this  bill  and  that  if  any  pro¬ 
vision  in  this  bill  would  contravene  any  existing  tax  treaty,  then  the 
new  statutory  law  was  to  have  precedence  over  the  prior  treaty 

obligation.  , 

Numerous  witnesses  before  your  committee  have  expressed  tne 
view  that  provisions  in  the  bill  would  be  contrary  to  tax  treaty  obli¬ 
gations  of  the  United  States.  Your  committee  has  no  desire  to 
abrogate  any  provision  in  any  treaty.  For  that  reason,  it  has  sub¬ 
stituted  for  the  provision  in  the  House  bill,  language  which  provides 
that  no  provision  of  this  bill  is  to  apply  in  any  case  where  its  appii- 
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cation  would  be  contrary  to  any  treaty  obligation  of  the  United 
btates.  The  Secretary  of  the  Treasury  in  his  appearance  before  your 
committee  has  indicated  that  he  is  in  agreement  with  the  adding  of 
this  provision. 

XXVIII.  NEW  ELECTION  TO  FILE  SEPARATE  RETURNS 
WHERE  CONSOLIDATED  RETURN  HAD  BEEN  FILED 

The  Internal  Revenue  Code  leaves  to  regulations  issued  by  the 
Treasury  Department  requirements  as  to  the  filing  of  consolidated 
returns  by  an  affiliated  group  and  the  requirements  for  changing  from 
a  consolidated  return  to  separate  returns.  Generally  it  has  been  held 
that  a  consolidated  return  once  filed  must  be  continued  in  subsequent 
years  unless  there  is  a  significant  change  in  the  tax  laws.  Your  com¬ 
mittee  agrees  with  the  House  that  enactment  of  this  bill  constitutes 
a  significant  change  in  the  tax  laws  and  that  a  new  election  to  file 
separate  returns  where  a  consolidated  return  has  previously  been  filed 
should  be  available  for  the  first  taxable  year  ending  after  ‘the  date  of 
enactment  of  this  bill. 
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TECHNICAL  EXPLANATION  OF  THE  BILL 

SECTION  1.  SHOUT  TITLE,  ETC. 

(a)  Short  title. — Section  1(a)  of  the  bill  provides  that  the  bill  may 

be  cited  as  the  “Revenue  Act  of  1962.”  ,  ,,  , 

(b)  Table  oj  contents.— Section  1(b)  of  the  bdl  consists  of  a  table  ol 

contents  for  the  bill.  .  . 

(c)  Amendment  oj  1954  Code.— Section  1(c)  of  the  bill  provides  that, 
except  as  otherwise  expressly  provided,  whenever  in  the  bill  an 
amendment  or  repeal  is  expressed  in  terms  of  an  amendment  to  (oi 
repeal  of)  a  section  or  other  provision,  the  reference  is  to  be  considered 
to  be  made  to  a  section  or  other  provision  of  the  Internal  Revenue 
Code  of  1954. 

SECTION  2.  CREDIT  FOR  INVESTMENT  IN  CERTAIN 
DEPRECIABLE  PROPERTY 


(a)  Allowance  oj  credit. — Section  2(a)  of  the  bill  redesignates 
section  38  of  the  code  as  section  39  and  inserts  a  new  section  38  in 
part  IV  of  subchapter  A  of  chapter  1  (relating  to  credits  against  tax). 

Subsection  (a)  of  the  new  section  38  provides  that  there  is  to  be 
allowed,  as  a  credit  against  the  tax  imposed  by  chapter  1  ol  the  code, 
the  amount  determined  under  the  new  subpart  B,  added  bv  section 
2(b)  of  the  bill.  Subsection  (b)  of  the  new  section  38  requires  the 
Secretary  of  the  Treasury  or  his  delegate  to  prescribe  such  regulations 
as  may  be  necessary  to  carry  out  the  purposes  of  the  new  section  38 

and  the  new  subpart  B.  .  „  s  ,  ...  ,  , 

(b)  Rules  jor  computing  credit. — Section  2(b)  of  the  bill  adds  a  new 
subpart  B  to  part  IV  of  subchapter  A  of  chapter  1  of  the  code  I  he 
new  subpart  consists  of  three  sections  (secs.  46-48)  which  are  explained 

below. 

SECTION  46.  AMOUNT  OF  CREDIT 

(a)  Determination  oj  amount—  Paragraph  (1)  of  section  46(a) 
provides  in  general  that  the  credit  allowed  for  the  taxable  year  is  to 
be  an  amount  equal  to  7  percent  of  the  qualified  investment  as  defined 
in  subsection  (c)  of  section  46.  Under  paragraph  (2)  of  section  46(a) 
the  amount  of  the  credit  may  not  exceed  so  much  of  the  liability  lor 
tax  for  the  taxable  year  as  does  not  exceed  $25,000  plus  -5  percent  of 
so  much  of  such  liability  as  exceeds  $25,000.  However,  the  $25,000 
amount  provided  by  section  46(a)(2)  is  reduced  in  the  case  of  certain 
married  individuals  filing  separate  returns  (see  sec.  46 cor¬ 
porations  which  are  members  of  affiliated  groups  (see  sec.  46(a)(5)), 
trusts  and  estates  (see  sec.  48(f)(3)),  and  certain  other  special  types  of 

taxpayers  referred  to  in  section  46(d).  ,  ,, 

Under  paragraph  (3)  of  section  46(a),  the  liability  for  tax  for  the 
taxable  year  is  defined  as  the  tax  imposed  by  chapter  1  (including  the 
2-percent  tax  on  consolidated  taxable  income)  reduced  by  the  sum 
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of  the  credits  against  the  income  tax  allowed  by  sections  33,  34,  35,  and 
37.  For  purposes  of  determining  the  liability  for  tax,  the  taxes 
imposed  by  sections  531  and  541  (relating,  respectively,  to  the  accumu¬ 
lated  earnings  tax  and  the  personal  holding  company  tax)  are  not 
considered  taxes  imposed  by  chapter  1.  Thus,  the  liability  for  tax 
as  defined  in  section  46(a)(3)  and  the  credit  allowable  for  the  taxable 
year  under  section  38  are  determined  before  computing  any  tax 
imposed  by  section  531  or  541. 

Paragraph  (4)  of  section  46(a)  provides  generally  that,  in  the  case 
of  separate  returns  filed  by  a  husband  and  wife,  the  credit  allowed  to 
each  may  not  exceed  so  much  of  the  liability  for  tax  for  the  taxable 
year  as  does  not  exceed  $12,500  plus  25  percent  of  so  much  of  such 
liability  as  exceeds  $12,500.  However,  this  reduction  in  the  limitation 
applies  only  if  the  taxpayer’s  spouse  is  entitled  to  an  investment 
credit  for  the  taxable  year  of  such  spouse  which  ends  with,  or  within, 
the  taxpayer’s  taxable  year.  Such  spouse  may  be  entitled  to  an  in¬ 
vestment  credit  either  because  of  qualified  investment  made  in  such 
taxable  year  for  (whether  directly  made  or  whether  allocated  to  such 
spouse  by,  for  example,  a  subch.  S  corporation  or  a  partnership),  or 
because  of  an  unused  credit  carryback  or  carryover  to,  such  taxable 
year. 

Paragraph  (5)  of  section  46(a)  provides  generally  that  the  $25,000 
amount  specified  in  subparagraphs  (A)  and  (B)  of  section  46(a)(2)  is  to 
be  reduced  for  each  corporation  which  is  a  member  of  an  affiliated 
group  by  apportioning  $25,000  among  the  members  of  such  group  in 
the  manner  prescribed  by  regulations  of  the  Secretary  of  the  Treasury 
or  his  delegate.  An  affiliated  group  within  the  meaning  of  section 
46(a)(5)  is  one  described  in  section  1504(a),  except  that  any  corpora¬ 
tion  may  be  treated  as  a  member  of  an  affiliated  group.  Thus,  an 
affiliated  group  for  purposes  of  section  46(a)(5)  may  include  any  of 
the  corporations  excluded  by  section  1504(b)  from  being  a  member 
of  an  affiliated  group  for  purposes  of  filing  a  consolidated  return. 
For  example,  an  affiliated  group  within  the  meaning  of  section  46(a)(5) 
could  include  a  corporation  exempt  from  taxation  under  section  501 
or  a  foreign  corporation. 

The  application  of  the  limitation  provisions  of  section  46(a)  may 
be  illustrated  by  the  following  example: 

The  qualified  investment  of  an  unmarried  taxpayer  is  $2,050,000. 
His  liability  for  tax  for  the  taxable  year  is  $185,000.  The  credit 
computed  without  regard  to  the  limitation  in  section  46(a)(2)  is 
$143,500  (7  percent  of  $2,050,000).  The  allowable  credit  for  the 
taxable  year  is  $65,000  ($25,000  plus  25  percent  of  $160,000). 

(b)  Carryback  and  carryover  of  unused  credits. — Section  46(b) 
as  passed  by  the  House  provided  a  5-year  canyover  for  unused  credits. 
Your  committee  has  added  a  3-year  carryback  for  unused  credits. 

Paragraph  (1)  of  section  46(b)  provides  for  a  3-year  carryback  and 
a  5-year  carryover  of  any  unused  credit.  Under  this  provision,  if 
the  credit  earned  during  the  taxable  year  exceeds  the  limitation  under 
section  46(a)(2)  for  that  jTear  (hereinafter  referred  to  as  “unused 
credit  year”),  the  excess  (the  credit  earned  but  not  used  to  reduce 
tax  for  that  year)  is  a  carryback  to  each  of  the  3  preceding  taxable 
years,  and  a  carryover  to  each  of  the  5  succeeding  taxable  years  and, 
subject  to  the  limitation  of  paragraph  (2)  of  section  46(b),  is  to  be 
added  to  the  amount  allowable  as  an  investment  credit  for  those 
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years  Such  excess,  however,  may  be  a  carryback  only  to  taxable 
years' ending  after  June  30,  1962.  The  entire  amount  of  the  excess 
(the  unused  credit  for  any  unused  credit  year)  must  be  carried  hist 
to  the  earliest  of  the  8  taxable  years  to  which  section  46(b)  permits 
it  to  be  carried.  It  may  then  be  carried  to  each  of  the  other  /  taxable 
years  (in  order  of  time)  to  the  extent  that,  because  of  the  limitation 
provided  in  paragraph  (2)  of  section  46(b),  it  could  not  be  added  lor 

a  Paragraph1' (i^of  section  46(b)  provides  that  the  amount  of  the 
unused  credit  from  an  unused  credit  year  that  may  be  added  to  the 
amount  allowable  as  an  investment  credit  lor  any  of  the  3  preceding 
or  5  succeeding  taxable  years  is  not  to  exceed  the  amount  bv  which 
the  limitation  ^(determined  under  sec.  46(a)(2))  for  such  preceding  or 
succeeding  taxable  year  exceeds  the  sum  of  (1)  the  investment  credit 
allowable  for  such  year  by  reason  of  investment  made \/pea,r’ 
and  (2)  other  allowable  unused  credits  which  are  attributable  to 
years  prior  to  the  taxable  year  in  which  the  unused  credit  originated. 
Thus  before  an  investment  credit  carryback  or  carryover  from  an 
unused  credit  year  may  be  taken  into  account  m  any  preceding  oi 
succeeding  taxable  year,  the  credit  allowable  for  such  preceding  or 
succeeding  taxable  year  (determined  without  regard  to  carrybacks 
or  carryovers  of  unused  credits  to  that  year)  will  first  be  applied 
Unused  credits  originating  from  taxable  years  prior  to  the  unused 
credit  year  will  be  applied  next.  To  the  extent  that  the  investment 
credit  carryback  or  carryover  from  an  unused  credit  year  cannot  be 
used  in  a  particular  preceding  or  succeeding  taxable  year  because  the 
sum  of  the  credit  earned  and  allowable  in  that  year  and  the  carrybacks 
and  carryovers  to  that  year  from  taxable  years  preceding  the  unused 
credit  year  exceed  the  limitation  on  allowable  credit  for  such  year, 
the  carryback  or  carryover  will  be  carried  forward  to  the  next  suc¬ 
ceeding  taxable  year. 

Effect  of  net  operating  loss  carryback 

Paragraph  (3)  of  section  46(b)  provides  that  to  the  extent  that  an 
unused  credit  arises  by  reason  of  a  net  operating  loss  can vback, 
subparagraph  (A)  of  section  46(b)(1)  will  not  apply.  Although  no 
investment  credit  carryback  of  an  unused 

the  extent  that  the  unused  credit  arises  from  the  application  of  a  e 
operating  loss  carryback,  the  full  amount  of  the  unused  credit  so 
arising  will  be  available  for  use  as  an  investment  credit  carryover 
Thus,  assume  a  taxpayer’s  credit  based  on  investments  m  U6o 
826  000  and  such  credit  is  allowable  m  full  for  that  year,  bubse 
quently  ”ch taxpayer  has  a  net  operating  loss  that  he  carries  back 
to  1965  which  eliminates  the  taxpayer’s  liability  for  tax  foi  that  year. 
The  $25  000  credit  (no  longer  allowable  for  the  year  196o)  is  an  mves  - 
ment  credit  carryover  that  may  be  carried  forward  to  the  Succeeding 
taxable  years  but  is  not  to  be  treated  as  an  investment  credit  carry 

back. 

Taxable  years  beginning  before  July  1 ,  1962  _ 

Paragraph  (4)  of  section  46(b)  provides  a  transition  rule  relating 
to  the  amount  of  an  investment  credit  carryback  that  may  be  added 
under  section  46(b)(1)  for  a  taxable  year  beginning  before  July  1, 
1962,  and  ending  after  June  30,  1962  For  purposes  of 
the  amount  that  may  be  carried  back  to  such  a  taxable  yea  , 
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amount  of  the  limitation  provided  by  section  46(a)(2)  will  be  con¬ 
sidered  to  be  an  amount  which  bears  the  same  ratio  to  such  limitation 
as  the  number  of  days  in  such  year  after  June  30,  1962,  bears  to  the 
total  number  of  days  in  such  year. 

The  application  of  the  carryback  and  carryover  of  the  unused 
credit  provided  for  in  subsection  (b)  of  section  46  may  be  illustrated 
by  the  following  examples: 

Example  1. — A  new  taxpayer’s  credit  based  on  his  investment 
for  the  taxable  year  1963  amounts  to  $120,000,  and  the  limitation 
under  section  46(a)(2)  is  $110,000.  The  taxpayer’s  unused  credit 
for  1963  amounts  to  $10,000  ($120,000  minus  $110,000),  which  he 
may  carry  forward  to  1964  and  the  4  succeeding  taxable  years  (there 
is  no  carryback  because  1963  is  the  taxpayer’s  first  taxable  year). 
The  credit  based  on  his  investment  for  1964  is  $135,000,  and  the 
limitation  under  section  46(a)(2)  is  $120,000.  Since  the  taxpayer 
is  limited  to  a  credit  of  $120,000  for  1964,  his  total  unused  credits 
to  be  carried  forward  to  1965  amount  to  $25,000,  $10,000  from  1963 
and  $15,000  from  1964.  There  is  no  carryback  to  1963  of  the  $15,000 
unused  credit  from  1964  because  the  credit  based  on  investment  for 
1963  already  exceeds  the  limitation.  The  credit  based  on  the  tax¬ 
payer’s  investment  for  1965  is  $135,000,  and  the  limitation  under 
section  46(a)(2)  is  $140,000.  The  taxpayer  first  applies  the  $135,000 
for  1965  against  the  $140,000  limitation.  He  next  applies  any  unused 
credit  carried  forward  from  1963  against  the  remaining  $5,000  allow¬ 
able.  Since  the  $10,000  credit  carried  forward  from  1963  is  in  excess 
of  the  $5,000  remaining  amount  allowable  for  1965,  he  has  unused 
credits  to  carry  over  to  1966  of  $20,000,  $5,000  from  1963  and  $15,000 
from  1964. 

Example  2. — X  files  his  tax  return  on  the  basis  of  a  calendar  year. 
X’s  credit  based  on  his  investment,  and  the  limitation  under  section 
46(a)(2)  for  each  of  the  taxable  years  1962  through  1968  is  as  follows: 


Credit 

Limitation 

1962 . 

$75, 000 
250, 000 
200, 000 
210, 000 
220,000 
260, 000 
270, 000 

$200, 000 
160, 000 
210, 000 
230,000 
260,000 
220,  000 
280,000 

1963 . . . . .  . 

1964 . . . 

1965 .  . . 

1966 . . . .  . . 

1967 .  '  . . . 

1968 . .  . 

X’s  credit  for  1962  (for  investment  in  property  acquired  after  June  30, 
1962)  is  allowable  in  full  since  it  is  less  than  the  limitation  for  that 
year.  His  credit  for  1963  of  $250,000  is  limited  by  section  46(a)(2) 
to  $160,000.  The  unused  credit  for  that  year  of  $90,000  is  an  invest¬ 
ment  credit  carryback  to  1962,  and  an  investment  credit  carryover 
to  1964  through  1968.  The  amount  of  the  1963  unused  credit  that 
may  be  added  for  1962  is  limited  to  $25,822  ($200,000X184/365,  less 
$75,000)  by  reason  of  the  application  of  section  46(b)(4).  The  balance 
of  the  1963  unused  credit,  $64,178  ($90,000  less  $25,822)  is  carried 
forward  to  1964;  $10,000  of  the  1963  unused  credit  may  be  added 
to  the  amount  of  the  credit  allowable  in  1964  since  the  limitation 
on  the  credit  for  1964  exceeds  the  credit  earned  for  that  year  bv 
$10,000  ($210,000  less  $200,000).  The  $54,178  balance  of  the  1963 
unused  credit  ($64,178  less  $10,000)  is  then  carried  forward  to  1965;. 
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$20,000  of  the  1963  unused  credit  may  be  added  to  1965  since  the 
limitation  on  the  credit  for  1965  exceeds  the  credit  earned  for  that 
year  by  $20,000  ($230,000  less  $210,000).  The  remaining  balance  of 
the  1963  unused  credit,  $34,178,  is  carried  to  1966  and  may  be  added 
in  full  to  the  amount  of  the  credit  allowable  in  1966  since  the  limita¬ 
tion  for  that  year  exceeds  the  credit  earned  for  that  year  by  more  than 
the  amount  of  the  carryover.  The  unused  credit  from  1967  of  $40,000 
($260,000  credit  earned  less  $220,000  limitation  on  credit)  is  an  invest¬ 
ment  credit  carryback  to  1964,  1965,  and  1966,  and  a  carryover  to 
1968  and  the  4  succeeding  taxable  years.  None  of  the  1967  unused 
credit  may  be  added  for  1964  or  1965  because  for  each  of  those  years 
the  sum  of  the  credit  earned  and  allowable  and  the  additions  on 
account  of  unused  credits  from  prior  unused  credit  years  exceeds  the 
limitation  for  such  years;  $5,822  of  the  1967  unused  credit  may  be 
added  for  1966  since  the  limitation  for  that  year  ($260,000)  exceeds 
by  $5,822  the  sum  of  the  credit  earned  and  allowable  for  that  year 
($220,000)  and  the  additions  on  account  of  the  1963  unused  ci’edit 
($34,178);  $10,000  of  the  1967  unused  credit  may  be  added  for  1968, 
and  the  balance  ($24,178)  may  be  carried  forward  to  the  4  succeeding 
years. 

(c)  Qualified  investment.— Paragraph  (1)  of  section  46(c)  defines 
“qualified  investment”  to  mean,  with  respect  to  any  taxable  year, 
the  aggregate  of  the  applicable  percentage  of  the  basis  of  each  new 
section  38  property  placed  in  service  by  the  taxpayer  during  such 
taxable  year,  plus  the  aggregate  of  the  applicable  percentage  of  the 
cost  of  each  used  section  38  property  placed  in  service  by  the  taxpayer 
during  such  taxable  year.  Under  paragraph  (2)  of  section  46(c),  the 
applicable  percentage  to  be  applied  to  the  basis  (or  cost)  is  (1)  33% 
percent  if  the  estimated  useful  life  is  4  years  or  more  but  less  than  6 
years,  (2)  66%  percent  if  the  estimated  useful  life  is  6  years  or  more 
but  less  than  8  years,  and  (3)  100  percent  if  the  estimated  useful 
life  is  8  years  or  more. 

The  basis  of  “new  section  38  property”  is  to  be  determined  under 
the  general  rules  for  determining  the  basis  of  property.  Thus,  the 
basis  of  property  purchased  or  constructed  would  generally  be  its  cost. 
If  property  is  acquired  in  a  nontaxable  exchange  to  which  section  1031 
applies  by  trading  in  old  property  and  paying  a  cash  difference,  the 
basis  of  the  newly  acquired  property  would  be  equal  to  the  adjusted 
basis  of  the  old  property,  plus  the  cash  paid.  However,  the  basis 
adjustment  required  by  section  48(g)  is  to  be  disregarded  for  purooses 
of  computing  the  credit. 

The  cost  of  each  “used  section  38  property”  is  to  be  determined  in 
accordance  with  section  48(c)(3)(B)  and  with  regard  to  section  48(g). 
However,  the  aggregate  cost  of  used  section  38  property  which  may 
be  taken  into  account  in  any  taxable  year  in  computing  qualified  in¬ 
vestment  cannot  exceed  $50,000.  (See  sec.  48(c)(2).) 

The  credit  will  apply  to  new  and  used  property  only  for  the  first 
taxable  year  such  property  is  placed  in  service  by  the  taxpayer.  The 
date  on  which  property  is  placed  in  service  is  the  first  date  depreciation 
would  be  allowable  to  the  taxpayer  if  he  computed  his  depreciation 
deduction  on  a  daily  basis.  Thus,  in  determining  the  date  an  asset  is 
placed  in  service,  the  fact  that  the  taxpayer,  in  computing  his  depre¬ 
ciation  allowance,  uses  an  assumed  timing  of  additions  under  one  of 
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the  “averaging  conventions”  is  to  be  disregarded,  but  only  for  the 
purposes  of  the  investment  credit. 

The  estimated  useful  life  of  any  property  is  to  be  determined  as  of 
the  time  such  property  is  placed  in  service  by  the  taxpayer,  and  with 
reference  to  the  useful  life  in  the  hands  of  the  taxpayer.  Thus,  if  a 
taxpayer  acquires  used  section  38  property  with  a  remaining  useful 
life  of  3  years  in  his  hands,  such  property  will  not  qualify  regardless 
of  the  original  estimated  useful  life  to  the  previous  owner.  See 
section  48(d)  for  the  useful  life  to  be  used  by  certain  lessees.  The 
estimate  of  the  useful  life  is  to  be  based  on  the  facts  and  circumstances 
known  on  the  date  the  asset  is  placed  in  service. 

An  estimated  useful  life  must  be  assigned  to  each  separate  property. 
Thus,  if  a  taxpayer  is  using  a  multiple-asset  account,  he  must  assign 
a  useful  life  to  each  asset  in  such  account  for  the  purpose  of  computing 
his  qualified  investment.  If  a  taxpayer  is  using  a  method  of  deprecia¬ 
tion,  such  as  the  units  of  production  method,  which  does  not  measure 
useful  life  in  terms  of  years,  he  must  estimate  useful  life  in  years  in 
order  to  compute  his  qualified  investment. 

The  provisions  of  paragraphs  (1)  and  (2)  of  section  46(c)  may  be 
illustrated  by  the  following  examples: 

Example  1. — Corporation  Y  acquires  and  places  in  service  during 
1963  the  following  new  and  used  section  38  assets: 


Property 

Estimated 
useful  life 
(years) 

Basis  or  cost 

A  (new) _ 

5 

$60,  000 
90,000 
150, 000 
30,000 

B  (new) _ _ _ _ 

10 

C  (new) _ _ _ 

6 

D  (used) _ _ _ _ _ _ _ 

4 

Corporation  Y’s  qualified  investment  for  1963  is  $220,000  determined 
in  the  following  manner: 


Property 

Basis  or  cost  times  applicable  percentage 

Qualified 

investment 

A . . . 

$20,000 
90.000 
100.  000 
10, 000 

B . . 

C . . . 

$150,000  X  66%  percent 

D . . 

$30,000X33%  percent 

Total . 

220,000 

Example  2. — Mr.  X,  unmarried,  owns  and  operates  a  business  as 
a  sole  proprietorship  and  reports  income  on  a  calendar-year  basis. 
He  is  also  a  member  of  the  XYZ  partnership,  which  is  also  on  a  calendar- 
year  basis.  During  1963  Mr.  X  acquires  and  places  in  service  in  his 
sole  proprietorship  a  new  section  38  property  having  an  estimated 
useful  life  of  9  years  and  a  basis  of  $25,000.  Also  during  1963  the 
X4Z  partnership  acquires  and  places  in  service  a  new  section  38 
property  having  an  estimated  useful  life  of  4  years  to  the  partnership 
and  a  basis  of  $18,000. 

X’s  share  of  the  basis  of  the  new  section  38  property  acquired  by 
partnership  XYZ  is  $6,000.  X’s  qualified  investment  for  1963  is 
$27,000,  composed  of  $25,000  from  his  sole  proprietorship  (basis  of 
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$25,000  times  applicable  percentage,  100  percent),  and  $2,000  attrib¬ 
utable  to  the  property  of  the  XYZ  partnership  (basis  of  $6,000  times 
applicable  percentage,  33 %  percent). 

Public  utility  property 

Paragraph  (3)  (A)  of  section  46(c)  provides  that  in  the  case  of  section 
38  property  which  is  public  utility  property,  the  amount  of  the 
qualified  investment  is  to  be  three-sevenths  of  the  amount  ascertained 
under  section  46(c)(1)  with  respect  to  such  property. 

Paragraph  (3)(B)  of  section  46(c)  defines  “public  utility  property" 
as  property  used  predominantly  in  the  trade  or  business  of  the  furnish¬ 
ing  or  sale  of  (i)  electrical  energy,  water,  or  sewage  disposal  services, 
(ii)  gas  through  a  local  distribution  system,  (iii)  telephone  service, 
or  (iv)  telegraph  service  by  means  of  domestic  telegraph  operations 
(as  defined  in  sec.  222(a)(5)  of  the  Communications  Act  of  1934,  as 
amended;  47  U.S.C.,  sec.  222(a)(5)),  if  the  rates  for  such  furnishing 
or  sale  have  been  established  or  approved  by  a  State  (as  defined  in 
sec.  7701  (a)  (10)  of  the  code)  or  political  subdivision  thereof,  by  an 
agency  or  instrumentality  of  the  United  States,  or  by  a  public  service 
or  public  utility  commission  or  other  similar  body  of  any  State  or 
political  subdivision  thereof.  The  term  “established  or  approved” 
by  a  State,  etc.,  includes  the  filing  of  a  schedule  of  rates  with  any  of 
the  named  bodies  having  the  power  to  approve  such  rates,  even  though 
such  body  has  taken  no  action  on  the  filed  schedule. 

If  a  taxpayer  is  engaged  in  one  or  more  regulated  activities  enumer¬ 
ated  in  section  46  (c)  (3)  (B)  (hereinafter  referred  to  as  a  utility  activ¬ 
ity)  and  is  also  engaged  in  a  separate  trade  or  business  that  is  not  con¬ 
sidered  a  utility  activity,  property  used  in  the  latter  trade  or  business 
is  not  subject  to  the  reduction  contained  in  paragraph  (3)  (A)  of  section 
46(c).  If  property  is  used  by  a  taxpayer  both  in  a  utility  activity  and 
a  nonutility  activity,  the  characterization  of  such  property  is  to  be 
based  on  the  predominant  use  of  such  property  during  the  taxable 
year  the  property  is  placed  in  service.  Once  property  is  characterized 
as  public  utility  property,  the  fact  that  in  any  subsequent  year  such 
property  is  used  predominantly  in  the  nonutility  business  is  to  be 
disregarded. 

“Public  utility  property”  includes  property  leased  to  a  taxpayer 
which  uses  such  property  predominantly  in  a  utility  activity.  Thus, 
property  leased  to  a  taxpayer  which  uses  the  property  predominantly 
in  a  utility  activity  during  a  taxable  year  is  to  be  treated  as  public 
utility  property  for  purposes  of  computing  the  lessor’s  credit.  “Public 
utility  property”  also  includes  property  which  is  leased  to  others  by 
a  taxpayer  where  the  leasing  of  such  property  is  part  of  its  utility 
activity. 

Section  38  property  which  is  not  public  utility  property  is  not 
subject  to  the  three-sevenths  reduction  contained  in  section  46(c)(3) 
(A).  Thus,  for  example,  in  the  case  of  property  which  is  used  pre¬ 
dominantly  in  international  telegraph  operations,  which  is  not  used 
predominantly  outside  the  United  States,  and  which  otherwise  quali¬ 
fies  as  section  38  property,  the  qualified  investment  is  to  be  deter¬ 
mined  without  reduction  by  reason  of  section  46(c)(3)(A). 

The  provisions  of  section  46(c)(3)  may  be  illustrated  by  the  follow¬ 
ing  example: 

Corporation  X  is  engaged  in  a  trade  or  business  of  furnishing  tele¬ 
phone  services,  the  rates  of  which  have  been  established  by  a  public 
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utility  commission.  Corporation  X  is  also  engaged  in  a  separate 
nonutility  trade  or  business.  During  1963  corporation  X  acquires 
and  places  in  service  two  new  section  38  properties,  each  with  a  basis 
of  $30,000  and  an  estimated  useful  life  of  7  years.  One  of  these 
properties  is  used  exclusively  in  the  utility  activity.  The  other  prop¬ 
erty  is  also  used  at  times  in  the  utility  activity,  but  is  used  in  the 
separate  nonutility  trade  or  business  more  than  50  percent  of  the 
time  during  the  taxable  year  1963.  Corporation  X’s  qualified  invest¬ 
ment  is  $28,571  which  includes  $20,000  attributable  to  nonutility 
property  ($30,000  basis  times  applicable  percentage,  66%  percent)  plus 
$8,571  attributable  to  public  utility  property  (three-sevenths  times 
($30,000  basis  times  applicable  percentage,  66%  percent)). 

Certain  replacement  property 

Paragraph  (4)  of  section  46(c)  is  a  new  provision  added  by  your 
committee.  This  new  paragraph  provides  that,  for  purposes  of  section 
46(c),  if  section  38  property  is  placed  in  service  by  the  taxpayer  to 
replace  property  which  was  destroyed  or  damaged  by  fire,  storm, 
shipwreck,  or  other  casualty,  or  was  stolen,  the  basis  (or  cost  in  the 
case  of  used  property)  of  such  section  38  property  which  (but  for  this 
paragraph)  would  be  taken  into  account  under  section  46(c)(1)  as 
qualified  investment,  shall  be  reduced  by  an  amount  equal  to  the 
amount  received  by  the  taxpayer  as  compensation,  or  otherwise,  for 
such  property  so  destroyed,  etc.,  or  by  an  amount  equal  to  the  ad¬ 
justed  basis  of  such  property  so  destroyed,  etc.,  whichever  is  the 
lesser.  However,  the  above  rule  shall  not  apply  in  any  case  in  which 
the  reduction  in  qualified  investment  attributable  to  the  substitution 
required  by  section  47(a)(1)  with  respect  to  the  property  so  destroyed, 
damaged,  or  stolen  (determined  without  regard  to  section  47(a)(4)), 
is  greater  than  the  reduction  in  basis  (or  cost)  described  in  the  preced¬ 
ing  sentence.  In  order  to  constitute  replacement  property,  the  newly 
acquired  section  38  property  need  not  be  placed  in  service  within  the 
same  taxable  year  of  the  destruction,  etc.,  of  the  replaced  property. 

The  provisions  of  paragraph  (4)  of  section  46(c)  may  be  illustrated 
by  the  following  examples: 

Example  1. — On  January  1,  1964,  corporation  X  acquires  and 
places  in  service  a  new  section  38  asset  with  a  basis  of  $30,000  and  a 
useful  life  of  6  years.  The  qualified  investment  with  respect  to  such 
asset  is  $20,000  ($30,000  basis  X  66%  percent,  applicable  percentage). 
On  January  1,  1965,  such  asset  is  destroyed  by  fire.  X  receives 
$23,000  in  insurance  proceeds  as  compensation  for  the  destroyed  prop¬ 
erty  and  on  December  15,  1965,  purchases  for  $35,000  an  asset  to 
replace  the  asset  that  was  destroyed.  The  adjusted  basis  of  the  de¬ 
stroyed  asset  on  January  1,  1965  is  $24,500.  The  basis  of  the  replace¬ 
ment  asset  must  be  reduced  for  purposes  of  the  new  subpart  B  by 
$23,000,  since  that  sum  is  less  than  the  adjusted  basis  of  the  destroyed 
property  on  January  1,  1965  ($24,500),  and  is  greater  than  the  reduc¬ 
tion  in  qualified  investment  ($20,000)  which  would  have  been  required 
had  section  47(a)(1)  been  applicable.  Since  section  46(c)(4)  applies, 
section  47(a)(1)  does  not  apply.  (See  sec.  47(a)(4).) 

Example  2. — Assume  the  same  facts  as  in  example  1,  except  that 
the  insurance  proceeds  are  $17,000.  In  such  case,  no  reduction  in  the 
basis  of  the  replacement  asset  is  required  since  the  reduction  in  quali¬ 
fied  investment  under  section  47(a)(1)  ($20,000)  is  greater  than  the 
reduction  in  basis  ($17,000)  which  would  have  been  required  under 
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section  46(c)(4).  Since  section  46(c)(4)  is  not  applicable,  the  credit 
attributable  to  the  asset  replaced  will  be  recomputed  by  applying 
section  47(a)(1).  .  _  ,  ..  ...  , 

( d )  Limitations  with  respect  to  certain  persons.  Subsection  (d)  01 
section  46  limits  the  applicability  of  the  credit  with  respect  to  certain 
persons.  Paragraph  (1)  of  section  46(d)  provides  that  both  the 
qualified  investment  and  the  $25,000  amount  specified  under  sub- 
paragraphs  (A)  and  (B)  of  section  46(a)(2)  are  to  be  equal  to  a  ratable 
share  of  such  items  in  the  case  of  the  following  organizations: 

(1)  mutual  savings  banks,  cooperative  banks,  and  domestic 
building  and  loan  associations,  to  which  section  593  applies; 

(2)  regulated  investment  companies  and  real  estate  investment 
trusts  subject  to  tax  under  subchapter  M;  and 

(3)  cooperative  organizations  described  in  section  1381(a). 
Under  paragraph  (2)  (A)  of  section  46(d),  in  the  case  of  a  mutual 

savings  bank,  etc.,  its  ratable  share  of  the  qualified  investment  and 
the  $25,000  amount  specified  in  subparagraphs  (A)  and  (B)  of  section 
46(a)(2)  is  equal  to  50  percent  of  such  items. 

Under  paragraph  (2)(B)  of  section  46(d),  in  the  case  of  a  regulated 
investment  company  or  a  real  estate  investment  trust,  the  qualified 
investment  and  the  $25,000  amount  specified  in  subparagraphs  (A) 
and  (B)  of  section  46(a)(2)  are  to  be  taken  into  account  in  the  same 
proportion  as  its  taxable  income  (as  defined  in  sec.  852(b)(2)  or  sec. 
857(b)(2),  respectively)  bears  to  such  taxable  income  computed 
without  regard  to  the  deduction  for  dividends  paid  (as  defined  in  sec. 
852  (b)  (2)  (D)  or  857  (b)  (2)  (C) ,  respectively) . 

Under  paragraph  (2)(C)  of  section  46(d),  a  cooperative  organiza¬ 
tion  described  in  section  1381(a)  is  to  take  into  account  its  qualified 
investment  and  the  $25,000  amount  specified  in  subparagraphs  (A) 
and  (B)  of  section  46(a)(2)  in  the  same  proportion  as  its  taxable 
income  bears  to  its  taxable  income  increased  by  amounts  to  which 
section  1382  (b)  or  (c)  applies  and  similar  amounts  the  tax  treatment 
of  which  is  determined  without  regard  to  subchapter  T  (sec.  1381 
and  following).  Thus,  in  the  case  of  a  taxable  year  of  a  cooperative 
organization  beginning  before  January  1,  1963,  the  denominator  of 
the  proportion  for  such  organization  is  determined  by  adding  to  its 
taxable  income  any  patronage  dividends  which  are  excluded  or  de¬ 
ducted  and  any  nonpatronage  distributions  which  are  deducted 
under  section  522(b)(1).  In  the  case  of  any  taxable  year  of  the 
organization  beginning  after  December  31,  1962,  the  denominator  is 
determined  by  adding  to  taxable  income  (in  addition  to  amounts  to 
which  sec.  1382  (b)  or  (c)  applies)  any  amounts  of  the  type  described 
in  the  preceding  sentence  which  are  excluded  or  deducted  without 
regard  to  section  1382  (b)  or  (c)  because  they  are  attributable  to 
patronage  occurring  before  1963. 

If  any  of  these  special  taxpayers  to  which  section  46(d)  applies 
are  members  of  an  affiliated  group  as  defined  in  section  46(a)(5),  the 
$25,000  amount  specified  in  subparagraphs  (A)  and  (B)  of  section 
46  fa)  (2)  is  to  be  reduced  in  accordance  with  section  46(a)(5)  before 
determining  the  ratable  share  of  such  item  under  section  46(d). 

The  provisions  of  section  46(d)  may  be  illustrated  by  the  following 
example: 

The  total  qualified  investment  of  a  regulated  investment  company 
is  $150,000,  and  its  investment  company  taxable  income  is  $50,000 
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after  taking  into  account  the  deduction  for  dividends  paid  provided 
by  section  852(b)(2)(D),  and  $1  million  without  regard  to  such 
deduction.  Such  organization’s  qualified  investment  would  be  $7,500 

^$150,000X^0^ qqQ)-  Similarly,  the  $25,000  amount  specified  in 

subparagraphs  (A)  and  (B)  of  section  46(a)(2)  would  be  reduced  to 

$1,250  ^$25,000X<m  000  OOo)’  anc^  25-percent  limitation  of  section 
46(a)(2)(B)  would  apply  to  the  tax  liability  in  excess  of  $1,250. 

SECTION  47.  CERTAIN  DISPOSITIONS,  ETC.,  OF  SECTION  38  PROPERTY 

(a)  In  general.-'  Section  47  provides,  in  general,  for  an  adjustment 
of  prior  credits  (including  credit  carrybacks  and  carryovers)  and  an 
increase  in  the  tax  imposed  by  chapter  1  if  property  (1)  is  disposed 
of  or  otherwise  ceases  to  be  section  38  property  with  respect  to  the 
taxpayer  before  the  close  of  the  useful  life  which  was  taken  into 
account  with  respect  to  such  property  in  computing  the  credit,  or 
(2)  becomes  public  utility  property.  Subsection  (a)  of  section  47 
provides  that  adjustments  due  to  the  application  of  section  47  and 
increases  in  tax  resulting  from  such  adjustments  are  to  be  determined 
under  regulations  prescribed  by  the  Secretary  of  the  Treasury  or  his 
delegate. 

Early  disposition,  etc. 

Under  paragraph  (1)  of  section  47(a),  the  tax  for  a  taxable  year  in 
which  property  is  disposed  of  or  otherwise  ceases  to  be  section  38 
property  before  the  close  of  the  useful  life  which  was  taken  into  account 
in  computing  the  credit  is  to  be  increased  by  the  amount  by  which 
the  credits  allowed  under  section  38  for  all  prior  taxable  years  would 
have  been  decreased  by  reason  of  adjustments  of  the  credits  for  such 
taxable  years.  Such  adjustment  is  to  be  made  by  recomputing 
qualified  investment  for  the  year  in  which  the  basis  (or  cost)  of  the 
property  that  ceases  to  be  section  38  property  was  included  in  quali¬ 
fied  investment  and  by  recomputing  the  credit  (and  credit  carrybacks 
and  carryovers)  accordingly.  Qualified  investment  is  to  be  recom¬ 
puted  by  substituting,  in  lieu  of  the  estimated  useful  life  of  the 
property  that  was  originally  taken  into  account  in  applying  the 
applicable  percentage,  the  period  beginning  with  the  time  such 
property  was  placed  in  service  by  the  taxpayer  and  ending  with  the 
time  such  property  ceased  to  be  section  38  property.  This  period  is 
hereinafter  lelerred  to  as  the  actual  period  of  use.  In  determining 
the  amount  of  the  aggregate  decrease  in  the  credits  allowed  for  ail 
prior  taxable  years,  due  regard  is  to  be  accorded  any  previous  recom¬ 
putations  of  qualified  investment,  credits,  and  credit  carrybacks  and 
carryovers  resulting  from  a  prior  application  of  section  47.  Of 
course,  if  the  actual  period  of  use  would  have  no  effect  on  the  ap- 
propriate  applicable  percentage  to  be  applied,  no  adjustment  is 
necessary.  Thus,  for  example,  if  the  estimated  useful  life  is  10  years, 
and  a  disposition  occurs  resulting  in  an  actual  period  of  use  of  8  years, 
no  adjustment  results,  since  the  applicable  percentage  remains  100 
percent  in  either  case. 

Except  as  provided  in  section  47(b),  whenever  section  38  property 
is  disposed  of,  such  property  ceases  to  be  section  38  property  with 
respect  to  the  taxpayer.  In  general,  property  will  be  considered  dis- 
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posed  of  whenever  it  is  sold,  exchanged,  transferred,  distributed, 
involuntarily  converted,  or  disposed  of  by  gift,  ^hus,  a  cessation  will 
occur  when  property  is  contributed  to  a  partnership  or  to  a  corpora¬ 
tion.  (However,  see  sec.  47(b)  for  an  exception  where  the  contribu¬ 
tion  of  property  constitutes  a  mere  change  in  the  form  of  operating 
the  trade  or  business.)  Generally,  the  lease  of  property  is  not  con¬ 
sidered  to  be  a  disposition  for  purposes  of  applying  section  47.  How¬ 
ever,  if  a  taxpayer  leases  out  property  which  he  would  ordinarily 
dispose  of  by  sale  or  exchange  and  it  appears  that  a  purpose  of  the 
lease  is  to  avoid  the  application  of  section  47,  then  such  lease  will  be 

considered  a  disposition.  ,  . 

Additional  examples  of  property  ceasing  to  be  section  38  property 
include  (1)  property  (or  a  portion  thereof)  which  is  no  longer  subject 
to  depreciation  with  respect  to  the  taxpayer  because,  tor  example,  it 
is  shifted  from  a  business  to  a  personal  use,  and  (2)  property  which  is 
used  in  any  taxable  year  predominantly  outside  the  United  States,  by  a 
governmental  unit,  etc.  Similarly,  property  of  a  partnership  (or 
subch.  S  corporation  or  estate  or  trust)  ceases  to  be  section  38  prop¬ 
erty  with  respect  to  the  taxpayer  (partner,  shareholder,  or  beneficiary) 
when  such  taxpayer  sells  his  interest  in  the  partnership  (or  shares  of 
stock  or  beneficial  interest).  Furthermore,  when  section  38  property 
is  leased,  and  the  lessor  elects  to  treat  the  lessee  as  the  purchaser  of 
the  property  under  section  48(d),  a  termination  of  the  lease  will  result 
in  the  application  of  section  47  with  respect  to  the  lessee,  unless 
the  property  does  not  cease  to  be  section  38  property  with  respect  to 
tliB  lessee. 

The  provisions  of  section  47(a)(1)  may  be  illustrated  by  the  follow¬ 


ing  example:  .  , .  OD  , 

Corporation  X  acquires  and  places  in  service  a  new  section  38  asset 
on  January  1,  1963.  Such  asset  has  a  basis  of  $30,000  (determined 
without  regard  to  sec.  48(g))  and  an  estimated  useful  life  of  8  years. 
Assuming  this  is  the  only  section  38  asset  corporation  X  places  in 
service  during  its  taxable  year  ending  December  31,  1963,  X  s  quali¬ 
fied  investment  is  $30,000  ($30,000  basis  times  applicable  percentage 
100  percent).  Such  investment  entitles  X  to  a  credit  of  $2,100 
(7  percent  times  $30,000).  Corporation  X’s  liability  for  tax  for  1963 
is  $100,000,  and  X  reduces  its  tax  liability  by  the  full  $2,100.  Un 
January  1,  1968,  corporation  X  sells  such  asset.  There  will  be  added 
to  the  taxes  imposed  by  chapter  1  for  X’s  taxable  year  ended  Decem¬ 
ber  31  1968,  $1,400  which  is  the  aggregate  decrease  m  credits  allowed 
resulting  solely  from  substituting  a  5-year  life  for  such  asset  in  com¬ 
puting  qualified  investment  in  1963.  The  sum  of  $1,400  is  arrived 
at  by  first  applying  an  applicable  percentage  of  33/j 'p“nL5j 
basis  resulting  m  an  adjusted  qualified  investment  of  $10,000  ($30, OUU 
basis’times  33%  percent,  the  applicable  percentage  based  on  the  actual 
period  of  use  of  5  years).  Since  the  recomputed  qualified  investment 
results  in  an  adjusted  credit  of  $700  (7  percent  times  $10,000),  the 
aggregate  decrease  in  credits  is  $1,400  ($2,100  credit  allowed  minus 
$700  adjusted  credit). 

Property  becomes  public  utility  property 

Section  47(a)(2)  provides  that  the  credit  is  to  be  adjusted  if  during 
any  taxable  year  any  property  previously  taken  into  account  in 
determining  qualified  investment  as  nonutility  property  becomes 
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public  utility  property.  Property  becomes  public  utility  property 
if  in  any  1  taxable  year  the  property  is  used  predominantly  in  a 
trade  or  business  described  in  section  46(c)(3)(B)  by  the  taxpayer 
or  by  a  person  leasing  such  property  from  the  taxpayer.  Once  such 
property  becomes  public  utility  property  in  the  hands  of  the  taxpayer, 
the  fact  that  in  any  subsequent  year  such  property  is  used  by  such 
taxpayer  predominantly  in  a  nonutility  activity  is  to  be  disregarded. 
(See  sec.  46(c)(3)(B)  for  the  definition  of  public  utility  property.) 

In  such  a  case,  the  tax  liability  for  the  taxable  year  in  which  the 
property  becomes  public  utility  property  is  to  be  increased  by  the 
amount  that  the  credits  allowed  under  section  38  for  all  prior  taxable 
years  is  decreased  by  the  adjustment.  The  adjustment  is  to  be 
made  by  treating  the  property  as  public  utility  property  beginning 
with  the  year  the  property  was  placed  in  service,  but  with  due  regard 
to  the  use  of  the  property  as  nonutility  property  before  such  change  in 
use.  For  purposes  of  the  adjustment,  it  is  assumed  that  the  property 
will  continue  to  be  used  as  section  38  public  utility  property  for  the 
estimated  useful  life  of  the  property  which  was  taken  into  account  in 
computing  the  credit  in  the  year  the  property  was  placed  in  service. 

If  property  becomes  public  utility  property  before  the  close  of  the 
useful  life  which  was  taken  into  account  in  computing  the  credit  under 
section  38,  the  proper  applicable  percentage  to  be  used  in  recomputing 
qualified  investment  is  determined  by  adding  (1)  the  applicable  per¬ 
centage  (either  0,  33%,  or  66%  percent)  earned  by  the  property  as  non¬ 
public  utility  property  prior  to  the  change  in  use,  and  (2)  three- 
sevenths  times  the  difference  between  the  applicable  percentage 
originally  taken  into  account  in  computing  the  credit  in  the  year  the 
taxpayer  placed  the  property  in  service  and  the  applicable  percentage 
determined  in  (1).  Thus,  if  property  with  an  original  estimated 
useful  life  of  10  years  is  used  predominantly  as  public  utility  property 
after  use  as  nonutility  property  for  5  years,  the  applicable  percentage 
to  be  used  in  recomputing  qualified  investment  is  61.9  percent.  This 
percentage  is  arrived  at  by  adding  33%  percent  (the  applicable  per¬ 
centage  earned  by  the  property  as  nonpublic  utility  property)  plus 
three-sevenths  of  66%  percent  (100  percent  original  applicable  per¬ 
centage,  less  33%  percent,  applicable  percentage  earned  as  nonutility 
property). 

If  property  becomes  public  utility  property  and  section  47(a)(2) 
applies,  and  if  such  property  is  subsequently  disposed  of  or  used  in  a 
manner  causing  section  47(a)(1)  to  apply,  proper  adjustment  for  the 
fact  that  section  47(a)(2)  has  previously  applied  is  to  be  made  in 
applying  section  47(a)(1). 

Carrybacks  and  carryovers  adjusted 

Section  47  (a)  (3)  provides  that  carrybacks  and  carryovers  of  un¬ 
used  credits  under  section  46(b)  are  to  be  adjusted  by  reason  of  a 
disposition  or  other  cessation  described  in  section  47(a)(1),  or  by 
reason  of  a  change  in  use  described  in  section  47(a)(2).  Thus,  even 
if  the  recomputation  of  qualified  investment  required  by  section 
47(a)(1)  does  not  result  in  a  decrease  in  the  credits  allowed,  credit 
carrybacks  and  carryovers  are  to  be  adjusted. 

The  provisions  of  section  47 (a)  (3)  may  be  illustrated  by  the  following 
example: 

In  1963,  corporation  X,  a  new  taxpayer,  acquired  and  placed  in 
service  a  number  of  section  38  assets.  One  of  these  was  asset  A  which 


REVENUE  ACT  OF  1962 


151 


has  a  basis  of  $300,000  and  an  estimated  useful  life  of  8  years.  X’s 
qualified  investment  and  liability  for  tax  for  such  year  were  $2,- 
300,000  and  $525,000  respectively.  In  1963,  X’s  tentative  credit 
was  $161,000  (7  percent  times  $2,300,000),  but  because  of  the  limita¬ 
tion  contained  in  section  46(a)(2)  the  credit  allowed  for  such  year  was 
$150,000  ($25,000  plus  25  percent  of  $500,000).  Therefore,  an  $11,000 
credit  carryover  was  available  for  1964  and  succeeding  years.  On 
January  1,  1970,  X  trades  in  asset  A  in  exchange  for  a  new  asset. 
Under  these  facts,  corporation  X  must  adjust  its  credit  for  1963  by  re¬ 
computing  the  qualified  investment  attributable  to  asset  A.  The 
original  qualified  investment  with  respect  to  asset  A  was  $300,000 
($300,000  basis  times  applicable  percentage,  100  percent);  the  recom¬ 
puted  qualified  investment  is  $200,000  ($300,000  basis  times  applicable 
percentage,  66%  percent  based  on  the  actual  period  of  use  of  asset  A). 
Therefore,  the  total  recomputed  qualified  investment  is  $2,200,000 
($2,300,000  minus  $100,000).  In  this  case,  the  adjustment  of  the 
credit  for  1963  will  not  affect  the  credit  allowed  in  1963  but  will  reduce 
the  credit  allowable  as  a  carryover  to  1964  and  succeeding  years.  This 
is  because  in  recomputing  the  credit,  X’s  credit  is  reduced  to  $154,000 
(7  percent  times  $2,200,000).  Since  X’s  adjusted  credit  is  still  in 
excess  of  the  limitation  of  $150,000  for  1963,  there  is  no  decrease  in 
credits  allowed  in  1963,  and  hence  no  increase  in  X’s  liability  for  tax  for 
1970  attributable  to  credits  allowed  in  1963.  Thus,  only  the  $11,000 
unused  credit  carryover  from  1963  is  affected  by  the  recomputation. 
Such  carryover  as  adjusted  is  $4,000  ($154,000  adjusted  credit  for 
1963  minus  $150,000  credit  used  in  1963).  To  the  extent  more  than 
$4,000  of  the  original  carryover  from  1963  has  been  used  by  the  tax¬ 
payer  as  a  credit  against  tax  for  1964  or  any  succeeding  year,  such 
credits  shall  be  adjusted  and  the  decrease  attributable  thereto  will  be 
added  to  X’s  1970  tax. 

Property  destroyed  by  casualty,  etc. 

Paragraph  (4)  of  section  47  (a)  was  added  to  the  bill  by  your  commit¬ 
tee.  Paragraph  (4)  provides  an  exception  to  section  47(a)(1).  If 
(1)  any  property  is  disposed  of,  or  otherwise  ceases  to  be  section  38 
property  with  respect  to  the  taxpayer,  on  account  of  its  destruction 
or  damage  by  fire,  storm,  shipwreck,  or  other  casualty,  or  by  reason 
of  its  theft,  and  (2)  section  38  property  is  placed  in  service  by  the 
taxpayer  to  replace  the  property  described  in  (1),  and  (3)  the  reduc¬ 
tion  in  basis  (or  cost)  of  the  replacement  property  resulting  from  the 
application  of  the  first  sentence  of  section  46(c)(4)  is  greater  than  P  e 
reduction  in  qualified  investment  which  (but  for  this  paragraph)  would 
be  made  by  reason  of  the  substitution  required  by  section  47  (a)  (1)  with 
respect  to  the  destroyed,  etc.,  property,  then,  no  increase  in  tax  shall 
be  made  under  section  47(a)(1)  and  no  adjustment  in  unused  credit 
carryovers  will  be  made  under  section  47(a)(3).  (See  the  discussion 
of  sec.  46(c)(4)  in  this  report  for  examples  which  illustrate  the  appli¬ 
cation  of  this  provision.) 

(b)  Section  not  to  apply  in  certain  cases. — Subsection  (b)  of  section 
47  provides  additional  exceptions  to  the  adjustments  required  by 
section  47(a). 

The  first  exception  provides  that  section  47(a)  will  have  no  appli¬ 
cation  to  the  transfer  of  property  which  arises  by  reason  of  an  indi¬ 
vidual  taxpayer’s  death.  Thus,  on  the  death  oi  an  individual  tax- 
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payer,  the  transfer  of  the  decedent’s  property  interests  to  his  personal 
representative  or  heirs  will  be  disregarded.  Nor  will  section  47(a) 
apply  to  the  transfer  of  a  deceased  taxpayer’s  interest  held  in  joint 
tenancy  (either  as  a  joint  tenant,  or  a  tenant  by  the  entirety)  to  the 
surviving  owners  of  the  property.  The  effect  of  this  provision  is  that 
all  properties  held  by  a  decedent  at  the  time  of  his  death  for  which  the 
credit  has  been  granted  will  be  deemed  held  by  the  decedent  for  the 
useful  life  estimated  by  the  decedent  in  computing  his  credits. 

Another  exception  provided  by  subsection  (b)  of  section  47  is  that 
section  47(a)  will  not  apply  to  the  transfer  of  property  to  the  acquiring 
corporation  in  a  transaction  to  which  section  381(a)  applies.  (See 
sec.  38 1(c)  (23)  for  the  treatment  to  be  accorded  the  acquiring  corpora¬ 
tion  with  respect  to  the  credits  of  the  acquired  corporation,  including 
the  sec.  47  adjustments  with  respect  to  dispositions  by  the  acquiring 
corporation  of  property  transferred  by  the  acquired  corporation.! 

In  addition,  subsection  (b)  of  section  47  provides,  in  effect,  a  sus¬ 
pension  of  the  application  of  section  47(a)  where  there  has  been  a 
mere  change  in  the  form  of  conducting  a  trade  or  business  so  long  as 
(1)  the  property  is  retained  in  such  trade  or  business  as  section  38 
property,  and  (2)  the  taxpayer  retains  a  substantial  interest  in  such 
trade  or  business.  On  the  occurrence  of  any  event  which  results  in 
a  failure  to  meet  either  of  the  conditions  described  above,  the  property 
will  be  deemed  to  cease  to  be  section  38  property  when  such  event 
occurs.  Thus,  in  determining  whether  the  property  ceases  to  be 
section  38  property  before  the  close  of  its  estimated  useful  life,  the  pe¬ 
riod  the  property  was  held  as  section  38  property  before  the  mere 
change  in  form  of  conducting  the  trade  or  business  will  be  tacked  on 
to  the  period  beginning  with  the  change  in  form  and  ending  with  the 
occurrence  of  the  event  which  results  in  a  failure  to  meet  either  of  the 
conditions  specified  in  the  first  sentence  of  this  paragraph. 

The  phrase  “a  mere  change  in  the  form  of  conducting  the  trade  or 
business”  (whether  through  incorporation,  the  formation  of  a  partner¬ 
ship,  or  otherwise)  applies  only  to  cases  where  the  properties  of  a 
trade  or  business  are  transferred.  Thus,  the  transfer  of  section  38 
assets  to  a  newly  formed  corporation  in  a  transaction  to  which  section 
351  applies  will  not  fall  within  the  scope  of  the  exception  unless  the 
transaction  involves  the  transfer  of  the  trade  or  business  in  which 
such  assets  were  used. 

The  determination  of  whether  the  taxpayer  has  retained  a  substan¬ 
tial  interest  in  the  trade  or  business  is  to  be  made  immediately  after  the 
change  in  form  of  conducting  the  business,  as  well  as  after  each  time 
the  taxpayer  disposes  of  a  portion  of  his  interest  in  the  new  enter¬ 
prise.  However,  in  any  case  where  a  taxpayer’s  interest  in  the  business 
of  the  new  enterprise  remains  constant  in  relation  to  his  former 
interest,  the  taxpayer  will  be  considered  as  having  retained  a  sub¬ 
stantial  interest  in  the  trade  or  business.  Thus,  where  a  taxpayer 
owns  a  5-percent  interest  in  a  partnership,  and  after  the  incorporation 
of  that  partnership  the  taxpayer  retains  a  5-percent  interest  in  the 
corporation,  the  taxpayer  will  be  considered  as  having  retained  a 
substantial  interest  in  the  trade  or  business  as  of  the  date  of  the 
change  in  form. 

The  provisions  of  section  47  (b)  may  be  illustrated  by  the  following 
examples : 

Example  1. — On  July  1,  1962,  the  XYZ  partnership  acquires  and 
places  in  service  asset  A,  a  new  section  38  asset,  with  a  basis  of  $30,000 
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and  an  estimated  useful  life  of  8  years.  One-third  of  the  basis  of 
such  asset  is  taken  into  account  by  each  of  the  three  partners  of  the 
XYZ  partnership  in  computing  their  individual  credits.  On  January 
1,  1964,  the  XYZ  partnership  transfers  all  of  its  assets  to  the  XYZ 
corporation,  a  newly  formed  corporation,  in  exchange  for  all  of  the 
stock  of  XYZ  corporation.  Such  stock  is  then  transferred  pro  rata 
to  the  partners.  The  XYZ  corporation  continues  to  operate  the  same 
trade  or  business  formerly  conducted  as  a  partnership.  On  September 
1,  1970,  the  XYZ  corporation  sells  asset  A.  Assuming  all  the  partners 
have  continuously  retained  a  substantial  interest  in  the  XYZ  corpo¬ 
ration  and  asset  A  was  used  in  the  business  as  a  section  38  asset  until 
September  1,  1970,  no  adjustment  is  required  under  section  47  since 
the  total  holding  period  of  asset  A  for  each  partner  exceeds  8  years 
(18  months  while  used  by  the  XYZ  partnership  and  80  months  while 
used  by  the  XYZ  corporation  or  a  total  of  8  years  and  2  months). 

Example  2. — On  January  1,  1963,  the  X  corporation  acquires  and 
places  in  service  a  new  section  38  property  ('with  an  estimated  useful 
life  of  6  years)  which  it  takes  into  account  in  computing  a  credit. 
Such  property  is  used  in  X’s  manufacturing  business.  X  corporation 
is  also  engaged  in  a  separate  personal  service  business.  In  1964,  the 
X  corporation  transfers  the  assets  of  the  manufacturing  business 
(including  the  sec.  38  property  upon  which  the  X  corporation  took  a 
credit)  to  a  newly  formed  corporation,  the  Y  corporation.  X  corpo¬ 
ration  then  transfers  to  its  shareholders  all  of  the  stock  of  the  Y 
corporation.  Since  the  X  corporation  does  not  retain  a  substantial 
interest  in  the  manufacturing  business,  section  47  (a)  will  apply  to  the 
transfer  of  the  assets  to  Y  corporation. 

(c)  Special  rule. — Subsection  (c)  of  section  47  provides  a  special  rule 
for  treating  the  increase  in  tax  resulting  from  the  adjustment  of  the 
credit.  In  general,  such  increase  in  tax  will  be  treated  as  a  tax  im¬ 
posed  by  chapter  1.  However,  it  will  not  be  so  treated  for  purposes 
of  determining  the  amount  of  the  credits  under  section  33  (relating  to 
tax  of  foreign  countries  and  possessions  of  the  United  States),  section 
34  (relating  to  dividends  received  by  individuals),  section  35  (relating 
to  partially  tax-exempt  interest  received  by  individuals) , _  section  37 
(relating  to  retirement  income),  and  section  38  (relating  to  investment 
in  certain  depreciable  property).  Thus,  the  increase  in  tax  is  not  to 
be  taken  into  account  in  determining  a  taxpayer’s  liability  for  tax  as 
defined  in  section  46(a)  (3),  and  hence  will  have  no  effect  on  the  limita¬ 
tion  contained  in  section  46  (a)  (2) .  However,  all  adjustments  to  credit 
carryovers  to  the  current  taxable  year  resulting  from  a  cessation  or 
change  in  use  during  such  taxable  year  are  to  be  taken  into  account 
in  determining  the  amount  of  credit  carryovers  which  may  be  used  for 
such  year. 

SECTION  48.  DEFINITIONS;  SPECIAL  RULES 

(a)  Section  38  property. — -Section  48  contains  various  definitions  and 
special  rules  necessary  to  the  application  of  the  investment  credit. 
Section  48(a)  defines*  the  type  of  property  investment  which  will 
qualify  for  the  credit. 

In  general 

The  term  "section  38  property”  is  defined  by  section  48(a)(1)  as 
property  which  is  tangible  personal  property,  or  which  is  other 
tangible  property  (not  including  a  building  and  its  structural  com- 
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ponents)  but  only  if  such  other  property  is  used  as  an  integral  part 
of  manufacturing,  production,  or  extraction,  or  of  furnishing  transpor¬ 
tation,  communications,  electrical  energy,  gas,  water,  or  sewage  dis¬ 
posal  services,  or  is  a  research  or  storage  facility  used  in  connection 
with  any  of  the  foregoing  activities.  The  property  described  above, 
however,  must  be  property  with  respect  to  which  depreciation  (or 
amortization  in  lieu  of  depreciation)  is  allowable,  and  such  property 
must  have  a  useful  life  of  4  years  or  more  (determined  as  of  the  time 
such  property  is  placed  in  service).  (See  the  discussion  of  useful  life 
in  this  report  under  sec.  46(c),  relating  to  qualified  investment.) 

If  an  asset  is  in  part  subject  to  an  allowance  for  depreciation  and 
in  part  nondepreciable,  only  the  proportionate  part  of  the  asset 
which  is  subject  to  depreciation  will  qualify  as  section  38  property. 
Thus,  if  an  asset  is  used  80  percent  of  the  time  in  a  trade  or  business 
and  is  used  20  percent  of  the  time  for  personal  purposes,  only  80 
percent  of  such  property  will  qualify  as  section  38  property  subject 
to  depreciation.  Further,  property  does  not  qualify  to  the  extent 
it  is  treated  as  property  which  is  used  for  personal,  living,  and  family 
purposes  under  section  274  (relating  to  disallowance  of  certain 
entertainment,  etc.,  expenses). 

Property  may  qualify  as  section  38  property  if  amortization  is 
allowable  with  respect  to  such  property  in  lieu  of  depreciation. 
Amortization  in  lieu  of  depreciation  is  allowable,  for  example,  if  a 
lessee  makes  improvements  on  leased  property  which  have  a  longer 
estimated  useful  life  than  the  remaining  term  of  the  lease  and  amortizes 
the  cost  of  such  improvements  over  the  remaining  term  of  the  lease. 

Tangible  personal  property  may  qualify  as  section  38  property 
irrespective  of  whether  it  is  used  as  an  integral  part  of  manufactur¬ 
ing,  production,  or  extraction  or  of  the  furnishing  of  transportation, 
communications,  electrical  energy,  gas,  water,  or  sewage  disposal 
services.  Local  law  definitions  will  not  be  controlling  for  purposes 
of  determining  the  meaning  of  the  term  “tangible  personal  property.” 
For  purposes  of  section  48,  the  term  “tangible  personal  property” 
includes  any  tangible  property  except  land,  and  improvements  there¬ 
to,  such  as  buildings  or  other  inherently  permanent  structures  thereon 
(including  items  which  are  structural  components  of  such  buildings 
or  structures).  Assets  accessory  to  the  operation  of  a  business,  such 
as  machinery,  printing  presses,  transportation  or  office  equipment, 
refrigerators,  individual  air-conditioning  units,  grocery  counters,  test¬ 
ing  equipment,  display  racks  and  shelves,  etc.,  generally  constitute 
tangible  personal  property  for  purposes  of  section  48,  even  though 
such  assets  may  be  termed  fixtures  under  local  law.  Further,  assets 
in  the  nature  of  machinery  will  be  considered  “tangible  personal 
property”  for  purposes  of  section  48  whether  they  are  placed  within 
or  without  a  building  or  other  structure.  Thus,  for  example,  a  gaso¬ 
line  pump,  or  a  hydraulic  car  lift,  although  not  within  any  structure, 
will  nevertheless  be  considered  “tangible  personal  property.”  Intan¬ 
gible  property,  such  as  patents  and  copyrights,  does  not  qualify  as 
section  38  property. 

Buildings  and  structural  components  thereof  are  not  eligible  for 
the  credit.  The  term  “building”  is  to  be  given  its  commonly  accepted 
meaning,  that  is,  a  structure  or  edifice  enclosing  a  space  within  its 
walls,  and  usually  covered  by  a  roof.  It  is  the  basic  structure  of  an 
improvement  to  land  the  purpose  of  which  is,  for  example,  to  provide 
shelter  or  housing  or  to  provide  working,  office,  display,  or  sales  space. 
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The  term  would  include,  for  example,  the  basic  structure  used  as  a 
factory,  office  building,  warehouse,  theater,  railway  or  bus  station, 
gymnasium,  or  clubhouse.  The  term  “structural  components”  of  a 
building  includes  such  parts  of  the  building  as  central  air-conditioning 
and  heating  systems,  plumbing,  and  electric  wiring  and  lighting 
fixtures,  relating  to  the  operation  and  maintenance  of  the  building. 

In  addition  to  tangible  personal  property,  other  tangible  property 
(not  including  a  building  and  its  structural  components)  used  as  an 
integral  part  of  the  manufacturing,  production,  or  extraction  process 
or  as  an  integral  part  of  a  system  of  furnishing  transportation,  commu¬ 
nications,  electrical  energy,  gas,  water,  or  sewage  disposal  services  may 
qualify  for  the  credit.  Property  is  to  be  considered  as  being  used  as  an 
integral  part  of  a  system  of  furnishing  transportation,  communica¬ 
tions,  electrical  energy,  gas,  water,  or  sewage  disposal  services  only 
if  such  property  is  used  by  one  engaged  in  the  trade  or  business  of 
furnishing  such  services.  Thus,  if  a  manufacturing  firm  constructs 
an  airstrip  for  use  by  airplanes  operated  for  the  convenience  of  its 
officers  and  employees,  such  airstrip  would  not  qualify  as  section  38 
property  since  the  manufacturing  firm  is  not  engaged  in  the  trans¬ 
portation  business. 

The  terms  “manufacturing,”  “production,”  “extraction,”  and  the 
businesses  of  furnishing  “transportation,”  “communications,”  “elec¬ 
trical  energy,”  “gas,”  “water,”  or  “sewage  disposal”  services  are  to 
be  given  their  commonly  accepted  meaning.  Thus,  for  example, 
manufacturing  or  production  includes  the  construction,  reconstruction, 
or  making  of  property  from  or  with  scrap,  salvage,  or  junk  material, 
as  well  as  from  new  or  raw  material,  (1)  by  processing,  manipulating, 
refining,  or  changing  the  form  of  an  article,  or  (2)  by  combining  or 
assembling  two  or  more  articles,  and  includes  the  cultivation  of  the 
soil  and  the  raising  of  livestock  and  other  farm  produce.  Section  38 
property  would  include,  for  example,  property  used  as  an  integral 
part  of  the  extraction,  processing,  refining,  and  fabrication  of  minerals 
or  mineral  products;  the  growing,  raising,  processing,  and  packing  or 
packaging  of  foodstuffs;  the  operation  of  sawmills  and  the  production 
of  lumber  and  lumber  products  and  other  building  materials;  and  the 
manufacture,  treatment,  and  packaging  of  textiles,  paper,  leather 
goods,  glass,  etc.  Examples  of  transportation  businesses  would  be 
railroads  and  airlines.  Examples  of  communications  businesses  would 
include  businesses  furnishing  telephone  and  telegraph  services  or  radio 
or  television  broadcasting  stations. 

In  order  to  qualify  for  the  credit,  property  (other  than  tangible 
personal  property  and  research  or  storage  facilities  used  in  connection 
with  the  specified  activities)  must  be  used  as  an  integral  part  of  one  or 
more  of  the  specified  activities.  Thus,  for  example,  section  38  prop¬ 
erty  would  ordinarily  not  include  such  assets  as  pavements,  parking 
areas,  advertising  displays,  outdoor  lighting  facilities,  or  swimming 
pools  which,  although  used  as  a  part  of  the  overall  business  operation, 
are  not  used  directly  in  the  specified  activities.  Specific  examples  of 
qualifying  property  which  normally  would  be  used  as  an  integral 
part  of  one  of  the  specified  activities  are  blast  furnaces,  oil  and  gas 
pipelines,  and  railroad  tracks  and  signals.  Fences  will  qualify  as 
section  38  property  where  used  as  an  integral  part  of  a  specified 
activity  as,  for  example,  where  used  in  connection  with  the  raising  of 
livestock. 
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Research  or  storage  facilities  (other  than  buildings)  are  eligible  for 
the  credit  if  used  in  connection  with  any  of  the  specified  activities, 
although  such  property  is  not  an  integral  part  of  the  activity! 
Examples  of  such  facilities  include  wind  tunnels  and  test  stands. 

Property  used  outside  the  United  States 

Subparagraph  (A)  of  section  48(a)(2)  provides  that,  subject  to  cer¬ 
tain  exceptions  contained  in  subparagraph  (B)  of  that  section,  the 
term  “section  38  property”  does  not  include  property  used  predomi¬ 
nantly  outside  the  United  States  (as  defined  in  sec.  7701(a)(9)).  The 
term  “predominantly  outside  the  United  States”  means  that  the 
property  must  be  physically  located  outside  the  United  States  more 
than  50  percent  of  the  time  during  any  one  taxable  year.  Thus,  if 
property  is  originally  placed  in  service  in  the  United  States  and  a 
credit  is  received  on  such  property,  but  such  property  is  thereafter  in 
any  one  year  used  predominantly  outside  the  United  States,  such 
property  ceases  to  be  section  38  property  with  respect  to  the  taxpayer 
who  obtained  the  credit,  regardless  of  the  fact  that  the  property  is 
later  returned  to  the  United  States.  Furthermore,  if  property  is 
originally  placed  in  service  by  the  taxpayer  outside  the  United  States 
and  is  used  predominantly  outside  the  United  States  during  the  tax¬ 
able  year  originally  placed  in  service,  such  property  cannot  qualify 
as  section  38  property  with  respect  to  such  taxpayer. 

Subparagraph  (B)(i)  of  section  48(a)(2)  provides  that  any  aircraft 
which  is  registered  by  the  Administrator  of  the  Federal  Aviation 
Agency  and  which  is  operated,  whether  on  a  scheduled  or  nonscheduled 
basis,  to  and  from  the  United  States  may  be  section  38  property  even 
though  it  is  used  predominantly  outside  the  United  States.  The 
term  “to  and  from”  the  United  States  is  not  intended  to  exclude  an 
aircraft  which  makes  flights  from  one  point  in  a  foreign  country  to 
another  such  point,  as  long  as  such  aircraft  returns  to  the  United 
States  with  some  degree  of  frequency. 

Subparagraph  (B)  (ii)  provides  that  rolling  stock  of  a  domestic 
railroad  corporation  subject  to  part  I  of  the  Interstate  Commerce 
Act  which  is  used  within  and  without  the  United  States  does  not  lose 
its  eligibility  lor  the  credit  even  though  it  is  used  predominantly 
outside  the  United  States.  For  the  purposes  of  subparagraph  (B)  (ii) 
the  term  rolling  stock”  means  locomotives,  freight  and  passenger 
train  cars,  floating  equipment,  and  miscellaneous  transportation 
equipment  on  wheels,  the  expenditures  for  which  are  chargeable  to  the 
equipment  investment  accounts  in  the  uniform  system  of  accounts 
for  railroad  companies  prescribed  by  the  Interstate  Commerce 
Commission. 

Subparagraph  (B)(iii)  provides  that  any  vessel  which  is  documented 
under  the  laws  of  the  United  States  and  which  is  operated  in  the 
foreign  or  domestic  commerce  of  the  United  States  may  qualify  as 
section  38  property. 

Subparagraph  (B)(iv)  provides  that  any  motor  vehicle  of  a  U  S 
person  (as  defined  in  sec.  7701  (a)  (30))  which  is  operated  to  and  from 
the  United  States  with  some  degree  of  frequency  may  be  section  38 
property  even  though  predominantly  used  outside  the  United  States. 

Subparagraph  (B)  (v)  provides  that  any  container  of  a  U.S.  person 
which  is  used  in  the  transportation  of  property  to  and  from  the  United 
States  may  be  section  38  property  even  though  used  predominantly 
outside  the  United  States. 
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Subparagraph  (B)(vi)  provides  that  property  (other  than  vessels  or 
aircraft)  of  a  U.S'.  person  which  is  used  for  the  purposes  of  exploring 
for,  developing,  removing,  or  transporting  resources  from  the  outer 
Continental  Shelf  of  the  United  States  (within  the  meaning  of  sec.  2 
of  the  Outer  Continental  Shelf  Lands  Act,  as  amended  and  supple¬ 
mented  ;  43  U.S.C.,  sec.  1331)  may  be  section  38  property.  Thus,  for 
example,  the  credit  may  be  allowed  for  offshore  drilling  equipment. 

Property  used  jor  lodging 

The  first  sentence  of  paragraph  (3)  of  section  48(a)  provides  that 
the  term  “section  38  property”  does  not  include  property  which  is 
used  predominantly  to  furnish  lodging  or  is  used  predominantly  in 
connection  with  the  furnishing  of  lodging.  Thus,  if  property  is  used 
predominantly  to  furnish  lodging  in  the  year  it  is  placed  in  service, 
it  does  not  qualify  as  section  38  property.  If  property  on  which  a 
credit  has  been  allowed  is  used  predominantly  to  furnish  lodging  in 
any  subsequent  year,  such  property  will  cease  to  be  section  38  prop¬ 
erty.  Property  which  is  generally  considered  to  be  used  to  furnish 
lodging  includes  beds  and  other  furniture  and  fixtures  used  in  the 
accommodations  for  lodging. 

The  second  sentence  of  section  48(a)(3)  provides  two  exceptions 
to  the  rule  excluding  from  the  credit  property  used  for  lodging  or  in 
connection  with  the  furnishing  of  lodging.  Subparagraph  (A)  of  such 
second  sentence  provides  that  nonlodging  commercial  facilities  which 
are  available  to  persons  not  using  the  lodging  facilities  on  the  same 
basis  that  they  are  available  to  persons  using  the  lodging  facilities 
may  qualify  for  the  credit.  For  example,  tangible  personal  property 
used  in  a  restaurant  or  pharmacy  may  qualify  as  section  38  property 
notwithstanding  the  fact  that  the  restaurant  or  pharmacy  is  operated 
in  connection  with  lodging  facilities  such  as  an  apartment  house. 
However,  the  furniture  and  fixtures,  rugs,  draperies,  etc.,  used,  for 
example,  in  the  lobby  cf  an  apartment  house  would  be  excluded  since 
they  are  furnished  in  connection  with  the  furnishing  of  lodging  and 
since  the  lobby  of  an  apartment  house  is  not  a  nonlodging  commercial 
facility. 

Subparagraph  (B)  of  the  second  sentence  of  section  48(a)(3)  pro¬ 
vides  that  property  used  by  a  hotel  or  motel  in  connection  with  the 
trade  or  business  of  furnishing  lodging  may  qualify  for  the  credit 
where  the  predominant  portion  of  the  accommodations  is  used  by 
transients.  Thus,  if  more  than  half  of  the  rooms  used  to  accommo¬ 
date  guests  of  a  hotel  or  motel  are  normally  used  on  a  transient  basis, 
the  property  used  in  such  hotel  or  motel  may  qualify  for.  the  credit 
even  though  it  is  used  in  connection  with  furnishing  lodging.  Con¬ 
versely,  if  less  than  half  of  the  accommodations  are  normally  used  on 
a  transient  basis,  none  of  the  property  used  in  the  hotel  or  motel  may 
qualify  for  the  credit  except  for  property  used  in  connection  with  a 
nonlodging  commercial  facility. 

Property  used  by  tax-exempt  organizations 

Paragraph  (4)  of  section  48(a)  provides  that  property  used  by  an 
organization  (other  than  a  cooperative  described  in  sec.  521)  which 
is  exempt  from  the  tax  imposed  by  chapter  1  of  the  code  shall  be 
treated  as  section  38  property  only  if  such  property  is  used  predomi¬ 
nantly  in  an  unrelated  trade  or  business  the  income  of  which  is  sub¬ 
ject  to  tax  under  section  511.  The  term  “property  used  by”  an 
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organization  exempt  from  tax  includes  property  leased  to  such  an 
organization,  as  well  as  property  leased  by  such  an  organization  to 
another  person.  Thus,  if  property  does  not  qualify  under  section 
48(a)(4)  because  it  is  leased  to  an  organization  exempt  from  tax,  no 
credit  is  allowable  to  the  lessor  with  respect  to  such  property. 

Property  used  by  governmental  units 

Paragraph  (5)  of  section  48(a)  also  excludes  from  the  term  “sec¬ 
tion  38  property”  property  used  by  the  United  States,  any  State  (as 
defined  in  sec.  7701  (a)  (10)  of  the  code)  or  political  subdivision  thereof, 
any  international  organization  (as  defined  in  sec.  7701  (a)  (18)  of  the 
code),  or  any  agency  or  instrumentality  of  any  of  the  foregoing. 

Livestock 

Paragraph  (6)  of  section  48(a)  which  was  added  by  your  committee 
provides  that  livestock  will  not  be  treated  as  section  38  property. 
The  term  “livestock”  includes  horses,  cattle,  poultry,  and  fur-bearing 
animals,  irrespective  of  the  use  to  which  they  are  put  or  the  purpose 
for  which  they  are  held. 

(b)  New  section  88  property. — Subsection  (b)  of  section  48  provides 
that,  for  purposes  of  the  credit,  “new  section  38  property”  means  only 
section  38  property,  the  construction,  reconstruction,  or  erection  of 
which  is  completed  by  the  taxpayer  after  June  30,  1962,  or  acquired  by 
the  taxpayer  after  that  date,  provided  the  original  use  of  such  property 
commences  with  the  taxpayer  and  commences  after  such  date.  In 
the  case  of  property  constructed,  reconstructed,  or  erected  by  the 
taxpayer,  there  is  to  be  taken  into  account  in  determining  the  basis 
of  such  property  only  that  portion  of  the  basis  which  is  properly  at¬ 
tributable  to  construction,  reconstruction,  or  erection  after  June  30, 
1962.  The  principles  applicable  under  section  167(c)  of  the  code  are 
to  be  applied  under  section  48(b)  in  determining,  for  example,  when 
the  property  is  acquired  by  the  taxpayer,  whether  the  original  use  of 
the  property  commences  with  the  taxpayer,  and  the  portion  of  the 
basis  of  property  completed  after  June  30,  1962,  which  is  attributable 
to  construction,  reconstruction,  or  erection  after  that  date. 

(c)  Used  section  88  property. — Paragraph  (1)  of  section  48(c)  de¬ 
fines  the  term  “used  section  38  property”  as  section  38  property  ac¬ 
quired  by  purchase  after  June  30,  1962,  which  is  not  new  section  38 
property. 

Used  section  38  property  does  not  include  property  which,  after  its 
acquisition  by  the  taxpayer,  is  used  by  a  person  who  used  such  prop- 
6i*ty  b  el  cue  such  acquisition.  This  rule  also  applies  where  the  prop- 
erty  after  acquisition  by  the  taxpayer  is  used  by  a  person  who  is 
related  to  a  person  who  used  the  property  before  acquisition.  Such 
person  will  be  considered  as  related  if  the  relationship  is  one  described 
m  section  179(d)(2)  (A)  or  (B)  (as,  for  example,  where  the  parties  are 
members  of  an  affiliated  group,  as  defined  in  sec.  48(c)(3)(C)).  Thus, 
if  property  were  sold  under  a  sale  and  leaseback  arrangement,  such 
property  in  the  hands  of  the  purchaser-lessor  would  not  be  used  sec¬ 
tion  38  property  since  the  property,  after  its  acquisition,  is  being  used 
by  the  same  person  who  used  it  before  the  acquisition.  Similarly 
where  a  taxpayer  has  been  leasing  property,  and  subsequently  pur¬ 
chases  such  property  (whether  or  not  the  lease  contained  a  purchase 
option  feature),  such  property  is.  not.  used  section  38  property  with 
respect  to  such  taxpayer,  since  it  isUeing  used  by  the  person  who  used 
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such  property  before  its  acquisition.  In  addition,  if  property  owned 
by  a  lessor  is  sold  subject  to  a  lease  or  is  sold  upon  the  termination  of  a 
lease,  the  property  will  not  qualify  as  used  section  38  property  with 
respect  to  the  purchaser,  if  thereafter  the  property  is  used  by  a  lessee 
who  used  the  property  before  the  acquisition.  For  purposes  of  apply¬ 
ing  the  rule  contained  in  section  48(c)(1),  property  will  be  considered 
used  by  a  person  only  if  a  substantial  use  is  made.  Thus,  property 
would  not  be  disqualified  as  used  section  38  property  merely  because  a 
person  using  the  property  after  acquisition  had  also  made  some  casual 
use  of  it  before  acquisition. 

Dollar  limitation 

Under  subparagraph  (A)  of  section  48(c)(2),  the  cost  of  used 
section  38  property  which  may  be  taken  into  account  under  section 
46(c)(1)(B)  in  computing  qualified  investment  for  any  taxable  year 
is  not  to  exceed  $50,000.  If  the  total  cost  of  used  section  38  property 
placed  in  service  during  the  taxable  year  exceeds  $50,000,  the  taxpayer 
must  select  the  particular  assets  he  wishes  to  be  taken  into  account 
I  in  computing  qualified  investment  (but  not  to  exceed  an  aggregate 
cost  of  $50,000).  The  selection  of  the  specific  assets  to  be  taken  into 
account  is  to  be  made  at  the  time  and  in  the  manner  prescribed  by 
regulations.  Such  selection  may  be  changed  only  in  the  manner 
and  to  the  extent  provided  by  the  regulations.  Thus,  if  a  taxpayer 
has  a  cost  of  used  section  38  property  of  $25,000  acquired  in  con¬ 
nection  with  the  operation  of  a  sole  proprietorship,  $30,000  allocated 
to  him  from  a  subchapter  S  corporation,  and  $20,000  which  is  his 
share  of  the  cost  of  used  section  38  property  acquired  by  a  partnership 
of  which  he  is  a  member,  he  may  select  from  the  total  of  $75,000  the 
particular  assets  which  he  wishes  to  take  into  account  for  purposes  of 
computing  qualified  investment.  If  the  assets  selected  all  have  useful 
lives  of  between  4  and  6  years,  the  maximum  qualified  investment 
in  used  section  38  property  will  be  $16,667.  If  the  assets  selected 
all  have  useful  lives  in  excess  of  8  years,  qualified  investment  in  used 
section  38  property  would  be  $50,000. 

Subparagraph  (B)  of  section  48(c)(2)  provides  that  in  the  case  of  a 
husband  or  wife  filing  a  separate  return,  the  cost  of  used  section  38 
property  that  may  be  taken  into  account  is  not  to  exceed  $25,000. 
If  this  subparagraph  applies,  and  such  cost  exceeds  $25,000,  the 
husband  or  wife  may  select,  under  regulations  prescribed  by  the  Secre¬ 
tary  of  the  Treasury  or  his  delegate,  the  assets  to  be  taken  into  account, 
but  only  to  the  extent  of  an  aggregate  cost  of  $25,000.  Subparagraph 
(B)  shall  apply,  however,  only  if  the  spouse  of  the  taxpayer  has  pur¬ 
chased  (or  has  been  allocated)  used  section  38  property  which  may  be 
taken  into  account  in  qualified  investment  for  the  taxable  year  of 
such  spouse  which  ends  within  or  with  the  taxpayer’s  taxable  year. 
Thus,  if  both  husband  and  wife  have  purchased  (or  have  been  allo¬ 
cated)  any  used  section  38  assets  for  the  taxable  year  (as  described 
above)  and  they  file  separate  returns,  the  maximum  costmf  used  section 
38  property  which  may  be  taken  into  account  by  each  is  $25,000;  but 
if  only  one  spouse  has  purchased  (or  has  been  allocated)  any  used 
section  38  assets,  such  spouse  may  take  into  account  $50,000  of  the 
cost  of  used  section  38  property. 

Subparagraph  (C)  of  section  48(c)(2)  provides  that  in  the  case  of  an 
affiliated  group,  the  $50,000  limitation  is  to  be  reduced  for  each 
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member  of  the  group  by  apportioning  the  $50,000  limitation  among 
the  members  of  the  affiliated  group  in  accordance  with  their  respective 
amounts  of  used  section  38  property  which  may  be  taken  into  account. 
The  phrase,  "their  respective  amounts  of  used  section  38  property 
which  may  be  taken  into  account”,  has  reference  to  the  total  cost  of 
used  section  38  property  without  regard  to  the  $50,000  limitation  or 
the  applicable  percentages  to  be  applied  in  computing  qualified 
investment.  An  affiliated  group  is  one  defined  in  section  1504(a) 
except  that  the  phrase  “more  than  50  percent”  is  to  be  substituted  for 
the  phrase  "at  least  80  percent”  each  place  it  appears  in  section  1504 
(a),  and  all  corporations  are  to  be  treated  as  includible  corporations. 
Thus,  even  if  a  corporation  is  excluded  under  section  1504(b)  from 
being  a  member  of  an  affiliated  group  for  purposes  of  filing  a  consoli¬ 
dated  return,  it  nevertheless  will  be  treated  as  an  includible  corporation 
for  purposes  of  section  48(c). 

Subparagraph  (D)  of  section  48(c)(2)  provides  that,  in  the  case  of 
partnerships,  the  limitation  on  the  amount  of  used  section  38  property 
which  may  be  taken  into  account  is  to  apply  both  with  respect  to  the 
partnership  and  with  respect  to  each  partner.  Thus,  a  partnership 
will  be  limited  to  used  section  38  property  having  a  cost  of  $50,000 
regardless  of  the  number  of  partners. 

If  the  aggregate  cost  of  used  section  38  property  purchased  by  the 
partnership  during  a  taxable  year  exceeds  $50,000,  the  partnership, 
under  regulations  prescribed  by  the  Secretary  of  the  Treasury  or  his 
delegate,  is  to  select  the  properties,  the  cost  of  which  is  to  be  taken  into 
account  by  the  partners.  Each  partner  will  then  combine  his  share 
of  the  cost  of  the  used  section  38  property  selected  by  the  partnership 
with  the  cost  of  any  other  used  section  38  property  to  which  he  may  be 
entitled.  This  combined  amount  may  not  exceed  $50,000  (or  $25,000 
in  the  case  of  certain  married  individuals  under  section  48(c)(2)(B)). 
If  such  amount  exceeds  $50,000,  the  taxpayer  will  then  select  the 
properties  to  which  the  applicable  percentages  are  to  be  applied  in 
computing  his  qualified  investment. 

Definitions 

Subparagraph  (A)  of  section  48(c)(3)  provides  that  the  principles 
of  section  179(d)(2)  of  the  code  are  to  be  applied  in  determining 
whether  the  property  has  been  acquired  by  purchase.  Thus,  for 
example,  used  section  38  property  is  not  acquired  by  purchase  if  it  is 
acquired  from  a  person  whose  relationship  to  the  person  acquiring  it 
would  result  in  the  disallowance  of  a  loss  under  section  267  or  707(b) 
(except  that  in  applying  sec.  267  (b)  and  (c),  the  family  of  an  indi¬ 
vidual  includes  only  his  spouse,  ancestors,  and  lineal  descendants, 
and  not  his  brothers  and  sisters).  Furthermore,  the  term  "purchase” 
does  not  include  the  acquisition  of  property  by  one  member  of  an 
affiliated  group  (as  defined  in  sec.  48(c)(3)(C))  from  another  member 
of  the  same  affiliated  group,  or  the  acquisition  of  property  the  basis 
of  which  is  determined  in  whole  or  in  part  by  reference  to  the  adjusted 
basis  in  the  hands  of  person  from  whom  acquired,  or  under  1014(a) 
(relating  to  property  acquired  from  a  decedent). 

Subparagraph  (B)  of  section  48(c)(3)  provides  that  the  cost  of  used 
section  38  property  does  not  include  so  much  of  the  basis  of  such 
property  as  is  determined  by  reference  to  the  adjusted  basis  of  other 
property  held  at  any  time  by  the  person  acquiring  such  property. 
Thus,  for  example,  if  the  basis  of  used  section  38  property  acquired  is 
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determined  under  section  1031  (relating  to  certain  nontaxable  ex¬ 
changes),  the  preceding  rule  applies.  In  addition,  if  property  is 
disposed  of  (other  than  by  reason  of  its  destruction  or  damage  by  fire, 
storm,  shipwreck,  or  other  casualty,  or  its  theft)  and  used  section  38 
propertj1'  which  is  similar  or  related  in  service  or  use  is  acquired  as  a 
replacement  therefor  (whether  before  or  alter  the  disposition),  in  a 
transaction  fo  which  the  preceding  rule  does  not  apply,  the  cost  of  the 
used  section  38  propert}7'  acquired  is  the  basis  of  such  property, 
reduced  by  the  adjusted'  basis  of  the  property  replaced.  In  such  a 
case,  if  the  basis  of  the  replacement  asset  is  $2,000  and  the  adjusted 
basis  of  the  replaced  asset  is  $1,200  at  the  time  of  its  disposition,  the 
cost  of  used  section  38  property  would  be  $800.  Notwithstanding  the 
rules  described  in  this  paragraph,  the  cost  of  used  section  38  property 
is  not  to  be  reduced  by  the  adjusted  basis  of  any  property  disposed  of 
if  by  reason  of  section  47  the  disposition  of  such  property  gives  rise 
to  an  increase  of  tax  or  a  reduction  of  unused  credit  carrybacks  or 
carryovers.  The  cost  of  used  section  38  property  acquired  as  a  replace¬ 
ment  for  property  which  is  destroyed  or  damaged  by  fire,  storm,  ship¬ 
wreck,  or  other  casualty,  or  which  is  stolen,  shall  be  determined  under 
section  46(c)(4). 

(d)  Certain  leased  property.- — Subsection  (d)  of  section  48  provides 
that  in  certain  cases  where  property  is  leased,  the  lessor  may  elect  to 
treat  the  lessee  as  having  acquired  such  property.  This  rule  applies 
only  with  respect  to  property  which  is  new  section  38  property  in  the 
hands  of  the  lessor.  Thus,  for  example,  the  election  may  not  be  made 
with  respect  to  property  owned  by  an  organization  exempt  from  tax 
unless  the  property  is  used  predominantly  in  an  unrelated  trade  or 
business,  the  income  of  which  is  subject  to  tax  under  section  511. 

In  addition,  the  election  may  be  made  only  with  respect  to  the  first 
lessee  of  such  new  section  38  property,  and  only  if  such  property  would 
constitute  new  section  38  property  if  such  lessee  had  actually  acquired 
the  property.  Thus,  for  example,  the  election  cannot  be  made  if  the 
first  lessee  uses  the  property  predominantly  outside  the  United  States. 

Also,  for  purposes  of  determining  whether  such  property  would  con¬ 
stitute  new  section  38  property  if  purchased  by  the  lessee,  the  original 
use  of  the  property  will  be  deemed  to  commence  with  the  first  lessee 
if  he  is  the  first  person  to  use  such  property  for  its  intended  function. 
Thus,  the  fact  that  the  lessor  may  have,  for  example,  tested,  stored, 
or  attempted  to  lease  the  property  to  other  persons  will  not  preclude 
the  lessee  from  being  deemed  the  original  user  as  long  as  neither  the 
lessor  nor  any  other  person  has  physically  used  the  property  for  its 
intended  function  before  its  use  by  the  lessee.  Moreover,  in  deter¬ 
mining  whether  the  property  qualifies  as  new  section  38  property  to 
the  lessee  and  in  determining  the  amount  of  his  qualified  investment 
with  respect  to  such  property,  the  estimated  useful  life  of  the  property 
to  the  lessee  will  be  deemed  to  be  the  estimated  useful  life  in  the  hands 
of  the  lessor.  The  election  is  not  available  if  the  lessor  is  a  person 
referred  to  in  section  46(d);  i.e.,  a  mutual  savings  bank,  cooperative 
bank,  or  domestic  building  and  loan  association  to  which  section  593 
applies;  a  regulated  investment  company  or  real  estate  investment 
trust  subject  to  taxation  under  subchapter  M;  or  a  cooperative  organ¬ 
ization  described  in  section  1381(a). 

If  the  election  is  made,  the  lessee  will  be  treated  for  all  purposes  of 
subpart  B  as  though  ho  had  acquired  the  property.  Thus,  if  the  leased 
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property  is  disposed  of  by  the  lessee,  or  if  it  otherwise  ceases  to  be 
section  38  property  to  him,  such  property  will  be  subject  to  the  provi¬ 
sions  of  section  4 7  applicable  to  such  cessations.  Also,  if  the  first 
lessee  of  property  is  treated  as  having  acquired  such  property,  the 
lessor  is  thereafter  precluded  from  obtaining  a  credit  as  to  such  prop¬ 
erty.  The  election  under  section  48(d)  will  be  made  at  such  time,  in 
such  manner,  and  subject  to  such  conditions  as  may  be  provided  in 
regulations  prescribed  by  the  Secretary  of  the  Treasury  or  his  delegate. 

In  any  case  in  which  the  lessee  is  treated  as  having  acquired  the 
property,  the  lessee’s  investment  is  deemed  to  be  equal  to  the  fair 
market  value  of  the  property  if  such  property  is  constructed  by  the 
lessor  or  by  a  corporation  which  controls  or  is  controlled  by  the  lessor 
within  the  meaning  of  section  368(c).  In  any  other  case  the  lessee’s 
investment  is  the  basis  of  the  property  in  the  hands  of  the  lessor. 

A  new  sentence  has  been  added  to  the  provisions  of  section  48(d)  as 
contained  in  the  House  bill.  This  sentence  provides  that  if  a  lessor 
makes  the  election  under  section  48(d)  in  respect  of  any  property,  then 
under  regulations  prescribed  by  the  Secretary  of  the  Treasury  or  his 
delegate,  section  48(g)  shall  not  apply  with  respect  to  such  property, 
and  the  deductions  otherwise  allowable  to  the  lessee  for  amounts  paid 
to  the  lessor  under  the  lease  will  be  adjusted  in  a  manner  consistent 
with  the  provisions  of  section  48(g).  Thus,  rather  than  the  lessor 
being  required  to  reduce  the  basis  of  the  property  in  respect  of  which 
he  has  elected  to  treat  the  lessee  as  a  purchaser,  the  lessee  will  be 
required  to  reduce  the  amount  of  his  deductions  for  rental  payments 
(over  a  period  of  time,  as  provided  by  regulations)  by  an  amount 
equal  to  the  credit  (determined  without  regard  to  the  limitation 
contained  in  sec.  46(a)(2)). 

If,  because  of  a  credit  or  unused  credit,  a  lessee’s  rental  deductions 
have  been  reduced,  and  such  credit  or  unused  credit  is  later  reduced 
because  of  the  application  of  section  47(a),  then  an  adjustment  to 
the  lessee’s  rental  deductions  shall  be  made  (in  a  manner  consistent 
with  sec.  48(g)(2)  and  under  regulations  prescribed  by  the  Secretary  of 
the  Treasury  or  his  delegate)  to  the  extent  of  the  prior  diminution  of 
rental  deductions  attributable  to  such  credit  or  unused  credit. 

The  provisions  of  section  48(d)  may  be  illustrated  by  the  following 
example : 

X  corporation  is  engaged  in  the  business  of  manufacturing  and 
leasing  new  and  reconditioned  equipment  which  in  its  hands  has  an 
estimated  useful  life  of  8  years.  After  December  31,  1962,  X  corpora¬ 
tion  constructs  machine  No.  1,  having  a  fair  market  value  of  $15,000 
and  a  cost  of  $10,000,  and  reconditions  machine  No.  2  at  a  cost  of 
$5,000.  Y  corporation  leases  both  machines  from  X  immediately 
after  their  construction  and  reconditioning  and  before  X  has  made 
any  other  use  of  such  machines.  As  to  machine  No.  1,  if  X  elects  to 
treat  the  property  as  being  acquired  by  Y,  such  machine  will  have 
a  basis  of  $15,000  in  Y’s  hands,  and  an  estimated  useful  life  of  8  years, 
for  purposes  of  determining  qualified  investment  (assuming  the  prop¬ 
erty  otherwise  qualifies  as  new  sec.  38  property  in  Y’s  hands).  Y’s 
rental  deductions  will  be  reduced  (in  the  manner  prescribed  by  regula¬ 
tions)  by  an  aggregate  amount  equal  to  the  credit  attributable  to 
such  property,  $1,050  (7  percent  times  basis  of  $15,000).  The  election 
is  not  available  with  respect  to  machine  No.  2,  since  a  reconditioned 
machine  would  not  constitute  new  section  38  property  if  the  lessee 
had  purchased  it.  In  such  a  case,  while  X  corporation  cannot  make 
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the  election  to  let  the  Y  corporation  take  the  credit,  X  corporation 
would  be  entitled  to  a  credit  based  on  its  expenditure  of  $5,000  as  an 
investment  in  new  section  38  property,  the  reconstruction  of  which  is 
completed  after  December  31,  1962. 

(e)  Subchapter  S  corporations. — Subsection  (e)  of  section  48  provides 
for  the  application  of  the  credit  in  the  case  of  an  electing  small  business 
corporation  under  subchapter  S.  The  qualified  investment  of  the  sub¬ 
chapter  S  corporation  is  allocated  pro  rata  among  the  persons  who  are 
shareholders  on  the  last  day  of  the  corporation’s  taxable  year.  The 
qualified  investment  is  ascertained  at  the  corporate  level,  and  thus  the 
aggregate  cost  of  used  section  38  property  that  may  be  allocated  to  the 
shareholders  is  limited  to  $50,000.  If  the  cost  of  used  section  38  prop¬ 
erty  purchased  by  the  subchapter  S  corporation  exceeds  $50,000  in  any 
one  taxable  year,  the  corporation  is  to  select,  under  regulations  pre¬ 
scribed  by  the  Secretary  of  the  Treasury  or  his  delegate,  the  properties 
the  cost  of  which  may  be  taken  into  account  by  its  shareholders. 

Any  person  to  whom  an  investment  is  apportioned  under  subsec¬ 
tion  (e)  of  section  48  is  to  be  treated  as  the  taxpayer  with  respect  to 
such  investment,  and  such  investment  will  not  (by  reason  of  such 
apportionment)  lose  its  character  in  his  hands  as  an  investment  in 
either  new  or  used  section  38  property.  Thus,  each  shareholder  will 
take  into  account,  in  determining  his  own  qualified  investment,  his 
allocated  share  of  the  corporation’s  qualified  investment  in  new  sec¬ 
tion  38  property.  He  will  also  take  into  account  his  allocated  share 
of  the  corporation’s  investment  in  used  section  38  property.  Of 
course,  since  only  $50,000  cost  of  used  section  38  property  may  be 
taken  into  account,  if  a  shareholder’s  combined  cost  of  used  section 
38  property  exceeds  $50,000,  he  must  select  the  properties  to  be  taken 
into  account  hi  computing  liis  qualified  investment. 

If  a  shareholder  includes  in  his  qualified  investment  any  portion 
of  the  basis  or  cost  of  property  acquired  by  the  subchapter  S  corpora¬ 
tion  and  the  corporation  subsequently  disposes  of  such  property,  or 
if  the  shareholder  disposes  of  his  stock  in  such  corporation,  the  share¬ 
holder  will  be  subject  to  the  provisions  of  section  47  with  respect  to 

such  property.  . 

(f)  Estates  and  trusts. — Subsection  (f)  of  section  48  provides  rules 
for  applying  the  investment  credit  to  estates  and  trusts.  Paragraph 
(1)  of  section  48(f)  provides  that  the  qualified  investment  for  any 
taxable  year  is  to  be  apportioned  between  the  estate  or  trust  and  the 
beneficiaries  on  the  basis  of  the  income  of  the  estate  or  trust  allocable 
to  each.  The  qualified  investment  is  ascertained  at  the  trust  or  estate 
level,  and  thus  the  aggregate  cost  of  used  section  38  property,  that 
may  be  apportioned  between  the  estate  or  trust  and  the  beneficiaries 
is  limited  to  $50,000.  If  the  cost  of  used  section  38  property  pui- 
chased  by  the  estate  or  trust  exceeds  $50,000  in  any  one  taxable  year, 
the  estate  or  trust  is  to  select,,  under  regulations  prescribed  by  the 
Secretary  of  the  Treasury  or  his  delegate,  the  properties  the  cost  of 
which  may  be  taken  into  account.  . 

Paragraph  (2)  of  section  48(f)  provides  that  any  beneficiary  to 
whom  the  investment  is  apportioned  is  to  be  treated  as  the  taxpayer 
with  respect  to  such  investment,  and  such  investment  will  not  (by 
reason  of  such  apportionment)  lose  its  character  as  an  investment  in 
either  new  or  used  section  38  property.  If  the  combined  cost  of 
used  section  38  property  available  from  all  sources  to  any  beneficiary 
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exceeds  $50,000,  sucli  beneficiary  must  select  the  properties  the  cost 
of  which  is  to  be  taken  into  account  in  computing  his  qualified  invest¬ 
ment.  The  term  "beneficiaries”  as  used  in  section  48(f)  includes 
heirs,  legatees,  and  devisees. 

Paragraph  (3)  of  section  48(f)  provides  that  the  $25,000  amount 
specified  under  subparagraphs  (A)  and  (B)  of  section  46(a)(2)  applica¬ 
ble  to  such  estate  or  trust  is  to  be  reduced  to  an  amount  which  bears 
the  same  ratio  to  $25,000  as  the  amount  of  the  qualified  investment 
allocated  to  the  estate  or  trust  under  paragraph  (1)  of  section  48(f) 
bears  to  the  entire  amount  of  the  qualified  investment.  Thus,  in  a 
case  where  the  qualified  investment  of  the  estate  or  trust  is  $1  million, 
and  $250,000  of  such  amount  is  allocated  to  the  estate  or  trust 
because  25  percent  of  the  income  is  allocable  to  the  estate  or  trust, 
the  $25,000  amount  in  the  case  of  such  estate  or  trust  is  reduced  to 
$6,250. 

(g)  Adjustments  to  basis  of  property. — Subsection  (g)  of  section  48 
was  added  to  the  bill  by  your  committee.  Paragraph  (1)  of  section 
48(g)  provides  the  general  rule  that  the  basis  of  any  section  38  property 
shall  (for  purposes  of  subtitle  A,  relating  to  income  tax,  other  than 
for  purposes  of  new  subpart  B  of  pt.  IV  of  subch.  A  of  ch.  1)  be  reduced 
by  an  amount  equal  to  7  percent  of  the  qualified  investment  of  such 
property  as  determined  under  section  46(c).  Thus,  an  adjustment  to 
basis  must  be  made  even  though  the  limitation  under  section  46(a)(2) 
reduces  the  amount  of  the  credit  the  taxpayer  may  take  into  account. 
Such  reduction  in  basis  shall  be  made  before  any  depreciation  deduc¬ 
tions  are  computed.  It  shall  also  be  taken  into  account  for  purposes 
of  determining  gain  or  loss  on  the  sale  or  disposition  of  the  property, 
and  for  any  other  purpose  for  which  the  determination  of  basis  is 
relevant,  except  that  such  adjustment  shall  be  disregarded  for  pur¬ 
poses  of  computing  (or  recomputing)  the  credit  under  section  38. 
No  adjustment  to  basis  shall  be  made  in  the  case  of  property  with 
respect  to  which  an  election  under  section  48(d)  (election  of  lessor  to 
treat  lessee  as  having  acquired  the  property)  has  been  made.  (See 
sec.  48(d).)  If  the  cost  of  used  section  38  property  for  any  taxable 
year  exceeds  $50,000,  the  basis  of  only  those  assets  selected  to  be 
taken  into  account  under  section  46(c)(1)(B)  shall  be  adjusted. 

Paragraph  (2)  of  section  48(g)  provides  that  if  the  tax  under  chapter 
1  ol  the  code  is  increased  for  any  taxable  year  under  paragraphs  (1) 
or  (2)  of  section  47(a)  (relating  to  certain  dispositions,  etc.,  of  sec.  38 
property)  or  an  adjustment  in  carrybacks  or  carryovers  is  made  under 
paragraph  (3)  of  such  section,  the  basis  of  the  property  described  in 
section  47(a)  (1)  or  (2)  shall  be  increased  by  an  amount  equal  to  the 
portion  of  the  increase  in  tax  and  adjustments  to  carrybacks  or  carry¬ 
overs  attributable  to  such  property.  Whenever  the  preceding 
sentence  applies,  the  increase  in  the  basis  of  the  property  shall  be 
made  immediately  before  the  event  causing  the  application  of  section 
47(a)  (1)  or  (2).  Thus,  the  adjustment  will  be  taken  into  account 
for  purposes  of  determining  gain  or  loss  on  a  disposition  of  the 
property.  (In  the  case  of  property  subject  to  an  election  under  sec¬ 
tion  48(d),  see  sec.  48(d).) 

The  provisions  of  paragraphs  (1)  and  (2)  of  section  48(g)  may  be 
illustrated  by  the  following  example: 

Corporation  X  acquires  and  places  in  service  a  new  section  38  asset 
on  January  1,  1964,  the  first  day  of  its  first  taxable  year.  Such  asset 
has  a  basis  of  $60,000  and  an  estimated  useful  life  of  10  years.  Cor- 
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poration  X’s  credit  is  $4,200  (7  percent  times  $60,000,  qualified 
investment),  but  since  X’s  liability  for  tax  (as  defined  in  sec.  46(a)(3)) 
is  only  $4,000,  X  can  only  take  into  account  $4,000  of  its  credit.  X 
will  have  an  unused  credit  carryover  of  $200.  However,  X  must 
reduce  the  $60,000  basis  of  its  section  38  asset  by  the  full  $4,200  credit. 
The  basis  of  such  section  38  asset  for  purposes  of  computing  a  depre¬ 
ciation  allowance  for  the  year  ending  December  31,  1964,  is  $55,800 
($60,000  basis  less  $4,200  credit  determined  without  regard  to  the 
limitation  of  sec.  46(a)(2)).  On  June  30,  1965,  corporation  X  sells 
such  asset.  There  will  be  added  to  the  taxes  imposed  by  chapter  1 
for  X’s  taxable  year  ending  December  31,  1965,  $4,000  (the  aggregate 
decrease  in  the  credits  allowed  resulting  solely  from  substituting  a 
lK-year  life  for  such  asset  in  recomputing  qualified  investment  for 
1964).  The  unused  credit  carryover  to  1965  is  reduced  from  $200  to 
zero.  (See  sec.  47(a)(3).)  The  basis  of  such  asset  immediately  prior 
to  the  sale  on  June  30  shall  be  increased  bjr  $1,200  ($4,000,  the  increase 
in  tax,  plus  $200,  the  adjustment  in  carryovers,  attributable  to  the 

property).  .  . 

(c)  Deduction  jor  unused  credit. — -Subsection  (c)  of  section  2  ot  the 
bill  was  added  by  your  committee.  It  adds  new  section  181  to  part 
VI  of  subchapter  B  of  chapter  1  (relating  to  itemized  deductions  for 
individuals  and  corporations).  Section  181  provides  that  if  the 
amount  of  the  credit  earned  (after  taking  into  account  any  reductions 
in  credit  and  credit  carryovers  resulting  from  the  application  of  sec. 
47(a))  exceeds  the  limitation  provided  by  section  46(a)(2)  for  any 
taxable  year,  and  if  any  portion  of  such  excess  credit  has  not,  a(  ter 
the  application  of  section  46(b)  (relating  to  a  3-year  carryback  and  a 
5-year  carryover  of  unused  credits),  been  allowed  to  the  taxpayer  as 
a  credit  under  section  38  for  any  taxable  year,  then  an  amount 
equal  to  such  portion  shall  be  allowed  to  the  taxpayer  as  a  deduction 
for  the  first  taxable  year  following  the  last  taxable  year  in  which  such 
portion  could  under  section  46(b)  have  been  allowed  as  a  credit.  In 
the  case  of  property  with  respect  to  which  an  election  under  section 
48(d)  has  been  made,  the  lessee  of  such  property  is  the  taxpayer  and 
will  be  entitled  to  such  deduction. 

However,  if  a  taxpayer  dies  or  ceases  to  exist  prior  to  the  first 
taxable  year  following  the  normal  expiration  of  an  unused  credit 
carryover  (5  years),  an  amount  equal  to  the  unused  credit,  or  an 
amount  equal  to  the  proper  portion  thereof,  shall,  under  regulations 
prescribed  by  the  Secretary  of  the  Treasury  or  his  delegate,  l)e  allowt  d 
to  the  taxpayer  as  a  deduction  for  the  taxable  year  in  which  such 
death  or  cessation  occurs.  The  preceding  rule  shall  not  apply  to  a 
corporate  acquisition  to  which  new  paragraph  (23)  of  section  381(c) 
applies.  A  “proper  portion”  of  the  unused  credit  carryover  means 
that  a  deduction  shall  be  allowed  only  to  the  extent  that  the  reduction 
in  basis  under  section  48(g)  (or  reduction  in  lease  payments  under 
sec.  48(d))  has  caused  a  diminution  of  prior  depreciation  allowances 
(or  rental  payments) .  . 

The  provisions  of  section  181  may  be  illustrated  by  the  following 
examples: 

Example  1. — Y  corporation’s  credit  based  on  its  investment  for  the 
calendar  year  ending  December  31,  1964,  its  first  taxable  year, 
amounts  to  $100,000,  and  the  limitation  under  section  46(a)(2)  is 
$60,000.  Y’s  unused  credit  for  1964  is  $40,000  ($100,000  minus 
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$60,000),  which  it  may  carry  forward  to  1965,  and  the  4  succeeding 
taxable  years.  However,  because  of  successive  net  operating  losses 
through  1969,  Y  is  unable  to  use  any  portion  of  the  $40,000  as  a  credit 
against  tax;  nor  has  the  $40,000  unused  credit  carryover  been  adjusted 
under  section  47(a)(3).  For  the  taxable  year  ending  December  31, 
1970,  Y,  in  computing  its  taxable  income,  may  take  a  deduction  for 
$40,000  under  the  new  section  181. 

Example  2. — Corporation  X  acquires  and  places  in  service  a  new 
section  38  asset,  asset  A,  on  January  1,  1964,  the  first  day  of  its  first 
taxable  year.  Asset  A  has  an  estimated  useful  life  of  4  years.  The 
credit  with  respect  to  such  asset  is  $50,000,  but  because  of  the  limita¬ 
tion  based  on  tax,  only  $30,000  is  taken  into  account  as  a  credit  in 
1964.  X  has  an  unused  credit  carryover  of  $20,000  which  may  be 
carried  forward  through  1969.  Because  of  substantial  purchases  of 
section  38  property  in  1965,  1966,  1967,  and  1968,  X  is  unable  to  use 
any  portion  of  the  $20,000  credit  carryover  as  a  credit  against  tax. 
By  1968,  asset  A  has  been  fully  depreciated.  On  December  31, 
1968,  X  distributes  all  of  its  assets  in  complete  liquidation  and  dis¬ 
solves.  The  transaction  is  not  one  to  which  section  381(c)  applies, 
and  section  48(g)(2)  does  not  apply  to  the  transfer  of  asset  A. 
For  the  taxable  year  ending  December  31,  1968,  X,  in  computing  its 
taxable  income,  may  take  a  deduction  for  $20,000  under  section  181. 

(d)  Certain  corporate  acquisitions. — Subsection  (d)  of  section  2  of 
the  bill,  which  corresponds  to  subsection  (c)  of  section  2  of  the  bill  as 
passed  by  the  House,  provides  an  amendment  to  section  381(c)  of  the 
1954  Code  (relating  to  the  carryover  of  tax  attributes  in  the  case  of 
certain  corporate  acquisitions)  by  adding  paragraph  (23)  thereto.  Sec¬ 
tion  381(c)  (23)  provides  that  the  acquiring  corporation  is  to  take  into 
account  (to  the  extent  proper  to  carry  out  the  purposes  of  sec.  381 
and  sec.  38,  and  under  such  regulations  as  may  be  prescribed  by  the 
Secretary  of  the  Treasury  or  his  delegate)  the  items  required  to  be 
taken  into  account  for  purposes  of  section  38  in  respect  of  the  dis¬ 
tributor  or  transferor  corporation.  Thus,  for  example,  the  regulations 
under  section  381(c)  (23)  will  provide  rules  for  the  carryover  of  any 
unused  credit  carryovers  of  the  distributor  or  transferor  corporation, 
for  the  application  of  new  section  181,  and  for  the  application  of 
section  47  to  dispositions  by  the  acquiring  corporation  of  property 
acquired  from  the  distributor  or  transferor  corporation. 

(e)  Statutes  of  limitations  and  interest  relating  to  investment  credit 
carrybacks . — Subsection  (e)  of  section  2  of  the  bill,  which  was  added  to 
the  bill  by  your  committee,  amends  certain  provisions  of  the  code 
relating  to  statutes  of  limitations  and  interest.  These  amendments 
were  made  necessary  by  the  adoption  of  the  provision  allowing  a 
3-year  carryback  of  any  unused  investment  credit. 

Paragraph  (1)  of  section  2(e)  of  the  bill  amends  section  6501,  re¬ 
lating  to  limitations  on  assessment  and  collection,  to  provide  that  in 
the  case  of  a  deficiency  attributable  to  the  application  of  an  invest¬ 
ment  credit  carryback,  the  deficiency  may  be  assessed  at  any  time 
before  the  expiration  of  the  period  within  which  a  deficiency  may  be 
assessed  for  the  taxable  year  in  which  the  unused  investment  credit 
arose  (i.e.,_  the  unused  credit  year)  which  results  in  such  carryback. 
This  provision  in  effect  suspends  the  statute  of  limitations  on  the 
assessment  of  a  deficiency  on  account  of  the  disallowance  of  an  erro¬ 
neous  or  improper  investment  credit  carryback  until  the  expiration  of 
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the  statutory  period  of  limitation  on  assessments  attributable  to  the 
taxable  year  from  which  the  investment  credit  carryback  arose. 

Paragraph  (2)  of  section  2(e)  of  the  bill  amends  subsection  (d)  of 
section  6511,  relating  to  limitations  on  credit  or  refund,  by  adding  a 
new  paragraph  (4)  thereto,  entitled  “Special  period  of  limitation  with 
respect  to  investment  credit  carrybacks.”  Subparagraph  (A)  of  new 
paragraph  (4)  provides  that  a  claim  for  credit  or  refund  relating  to 
an  investment  credit  carryback  may  be  filed  at  any  time  before  the 
15th  day  of  the  40th  month  (or  39th  month,  in  the  case  of  a  corpora¬ 
tion)  following  the  end  of  the  taxable  year  of  the  unused  investment 
credit  which  gave  rise  to  the  carryback,  or  within  the  period  pre¬ 
scribed  in  section  6511(c)  in  respect  of  such  year  (relating  to  special 
rules  applicable  in  case  of  extension  of  time  by  agreement),  whichever 
expires  later.  Subparagraph  (A)  of  new  paragraph  (4)  also  provides 
that  in  the  case  of  such  a  claim,  the. amount  of  the  credit  or  refund 
may  exceed  the  portion  of  the  tax  paid  within  the  period  provided  in 
section  6511  (b)(2)  or  (c),  depending  on  whichever  is  applicable,  to 
the  extent  of  the  amount  of  the  overpayment  which  is  attributable  to 
the  carryback. 

Subparagraph  (B)  of  new  paragraph  (4)  of  section  6511(d)  provides 
rules  for  the  application  of  the  special  period  of  limitation  with  respect 
to  the  investment  credit  carryback.  Subparagraph  (B)  provides  that 
if  the  allowance  of  a  credit  or  refund  of  an  overpayment  of  tax  attrib¬ 
utable  to  an  investment  credit  carryback  is  otherwise  prevented  by 
operation  of  any  law  or  rule  of  law  other  than  section  7122,  relating  to 
compromises,  such  credit  or  refund  may  be  allowed  or  made,  if  a 
claim  therefore  is  filed  within  the  period  provided  in  section  6511(d)  (4) 
(A) .  In  the  case  of  any  such  claim  for  credit  or  refund,  the  determina¬ 
tion  by  any  court,  including  the  Tax  Court,  in  any  proceeding  in 
which  the  decision  of  the  court  has  become  final,  shall  not  be  conclusive 
with  respect  to  the  investment  credit,  and  the  effect  of  such  credit,  to 
the  extent  that  such  credit  is  affected  by  a  carryback  which  was  not 
an  issue  in  such  proceedings. 

Paragraph  (3)  of  section  2(e)  of  the  bill  amends  subsection  (e)  of 
sectiont6601  (relating  to  interest  on  underpayment,  nonpayment,  or 
extensions  of  time  for  payment  of  tax)  to  provide  that  if  the  credit 
allowed  by  section  38  for  any  taxable  year  is  increased  by  reason  of 
an  investment  credit  carryback,  the  increase  shall  not  affect  the  com¬ 
putation  of  interest  under  section  6601  for  the  period  ending  with  the 
last  day  of  the  taxable  year  in  which  the  investment  credit  carryback 
arises  (the  unused  credit  year). 

Paragraph  (4)  of  section  2(e)  of  the  bill  amends  subsection  (f)  of 
section  6611,  relating  to  interest  on  overpayments,  to  provide  that  for 
purposes  of  the  payment  of  interest  on  an  overpayment  of  tax  result¬ 
ing  from  an  investment  credit  carryback,  such  overpayment  will  be 
deemed  not  to  have  been  made  prior  to  the  close  of  the  taxable  year 
in  which  the  investment  credit  carryback  arises.  Thus,  it  an  unused 
investment  credit  for  the  calendar  year  1968  is  carried  back  to  1965, 
and  an  overpayment  of  tax  for  the  year  1965  results,  no  interest  will 
be  allowed  or  paid  in  respect  of  such  overpayment  for  any  period 
prior  to  December  31,  1968. 

(f)  Technical  amendment. — Subsection  (f)  of  section  2  of  the  bill, 
which  was  added  by  your  committee,  amends  section  1016(a)  of  the 
1954  Code,  relating  to  adjustments  to  basis,  by  adding  a  new  para- 
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graph  19  thereto.  Under  the  new  section  1016(a) (19),  an  adjustment 
must  be  made  to  the  basis  of  property  which  is  or  has  been  section  38 
property,  to  the  extent  provided  in  section  48(g). 

(g)  Clerical  amendments. — Subsection  (g)  of  section  2  of  the  bill, 
provides  a  clerical  amendment  to  part  IV  of  of  subchapter  A  and  part 
VI  of  subchapter  B  of  chapter  1  of  the  1954  Code. 

(h)  Effective  date. — Subsection  (h)  of  section  2  of  the  bill  provides 
that  the  amendments  made  by  section  2  of  the  bill  are  to  apply  with 
respect  to  taxable  years  ending  after  June  30,  1962. 

SECTION  3.  APPEARANCES,  ETC.,  WITH  RESPECT  TO 

LEGISLATION 

Except  for  the  addition  by  your  committee  of  a  provision  relating 
to  stockholders  and  employees,  this  section  is  identical  to  section  3 
of  the  bill  as  passed  by  the  House.  Subsection  (a)  of  section  3  amends 
section  162  (relating  to  trade  or  business  expenses)  by  redesignating 
subsection  (e)  as  subsection  (f)  and  by  inserting  after  subsection  (d)  a 
new  subsection  (e)  relating  to  appearances,  etc.,  with  respect  to 
legislation. 

Paragraph  (1)  of  the  new  subsection  (e)  provides  that  the  deduction 
allowed  by  subsection  (a)  of  section  162  is  to  include  all  of  the  fol¬ 
lowing  ordinary  and  necessary  expenses  paid  or  incurred  during  the 
taxable  year  in  carrying  on  any  trade  or  business:  (1)  expenses  in 
direct  connection  with  appearances  before,  submission  of  statements 
to,  or  sending  communications  to,  the  committees,  or  individual 
members,  of  Federal,  State,  or  local  legislative  bodies  with  respect  to 
legislation  or  proposed  legislation  of  direct  interest  to  the  taxpayer, 
(2)  expenses  in  direct  connection  with  communication  of  information 
between  the  taxpayer  and  an  organization  of  which  he  is  a  member 
with  respect  to  legislation  or  proposed  legislation  of  direct  interest  to 
the  taxpayer  and  to  such  organization,  (3)  that  portion  of  dues 
with  respect  to  any  organization  of  whicb  the  taxpayer  is  a  member 
which  is  attributable  to  the  expenses  of  the  activities  above  described 
in  this  paragraph  which  are  carried  on  by  such  organization,  and 
(4)  expenses  in  direct  connection  with  communication  of  information 
between  the  taxpayer  and  an  employee  or  stockholder  with  respect 
to  legislation  or  proposed  legislation  of  direct  interest  to  the  taxpayer. 
Paragraph  (1)  also  provides  that  the  expenses  referred  to  therein  are  to 
include,  but  not  be  limited  to,  the  cost  of  preparing  testimony  and 
traveling  expenses  described  in  subsection  (a)(2)  of  section  162. 

Paragraph  (2)  of  the  new  subsection  (e)  provides  that  the  provisions 
of  paragraph  (1)  are  not  to  be  construed  as  allowing  the  deduction  of 
any  amount  paid  or  incurred  (whether  by  way  of  contribution,  gift, 
or  otherwise) — - 

(1)  for  participation  in,  or  intervention  in,  any  political  cam¬ 
paign  on  behalf  of  any  candidate  for  public  office,  or 

(2)  in  connection  with  any  attempt  to  influence  the  general 
public,  or  segments  thereof,  with  respect  to  legislative  matters, 
elections,  or  referendums. 

Subsection  (b)  of  this  section  of  the  bill  provides  that  the  amend¬ 
ments  made  by  subsection  (a)  are  to  apply  to  taxable  years  beginning 
after  December  31,  1962. 
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SECTION  4.  DISALLOWANCE  OF  CERTAIN  ENTERTAIN¬ 
MENT,  ETC.,  EXPENSES 

(a)  Denial  of  deduction. — Subsection  (a)  of  section  4  of  the  bill 
adds  to  part  IX  of  subchapter  B  of  chapter  1  of  the  code  (relating  to 
items  not  deductible  in  computing  taxable  income)  a  new  section  274. 

SECTION  274.  DISALLOWANCE  OF  CERTAIN  ENTERTAINMENT,  ETC., 

EXPENSES 

Section  274  provides  generally  that  certain  expenses  deductible  in 
full  under  present  law  will  be  partially  or  completely  disallowed  for 
purposes  of  chapter  1  of  subtitle  A.  Since  section  274  is  a  disallow¬ 
ance  provision  exclusively,  no  expense  would  become  deductible  by 
reason  of  its  enactment.  In  other  words,  the  tests  for  deductibility 
under  provisions  of  existing  law  (such  as  secs.  162,  165,  167,  and  212) 
must  first  be  met  before  the  provisions  of  section  274  become  operative. 
In  addition,  subsection  (d)  (relating  to  substantiation)  of  the  new 
)  section  274  must  be  applied  before  determining  the  extent  to  which 
an  expense  or  other  item  is  disallowed  under  subsection  (a),  (b),  or  (c) 
of  section  274. 

(a)  Entertainment,  amusement,  or  recreation. — 

Activity. — Paragraph  (1)(A)  of  subsection  (a)  of  new  section  274 
provides  that  no  deduction  otherwise  allowable  under  chapter  1  of 
the  1954  Code  is  to  be  allowed  for  any  item  with  respect  to  an  activity 
which  is  of  a  type  generally  considered  to  constitute  entertainment, 
amusement,  or  recreation,  unless  the  taxpayer  establishes  that  the 
item  was  directly  related  to  or  associated  with  the  active  conduct  of 
his  trade  or  business.  Such  deduction  in  no  event  is  to  exceed  the 
portion  of  such  item  directly  related  to  or  associated  with  the  active 
conduct  of  the  taxpayer’s  trade  or  business. 

Examples  of  “entertainment,  amusement,  or  recreation”  are  enter¬ 
taining  guests  at  nightclubs,  country  clubs,  theaters,  football  games, 
and  prizefights,  and  on  hunting,  fishing,  vacation,  and  similar  trips. 
In  addition,  “entertainment”  includes  satisfying  the  personal,  living, 
or  family  needs  of  any  individual  (which  would  otherwise  constitute 
a  business  expense  to  the  taxpayer)  such  as  the  furnishing  of  food  and 
beverages,  a  hotel  suite,  or  an  automobile.  By  referring  to  an  activity 
which  “is  of  a  type  generally  considered  to  constitute”  entertainment, 
amusement,  or  recreation,  the  subsection  provides  an  objective  test 
for  determining  whether  an  activity  is  to  be  treated  under  this  new 
provision. 

Facilities. — Paragraph  (1)(B)  of  subsection  (a)  of  new  section  274 
provides  that  no  deduction  otherwise  allowable  under  chapter  1  of  the 
code  is  to  be  allowed  for  any  item  with  respect  to  a  facility  used  in 
connection  with  an  activity  generally  considered  to  constitute  enter¬ 
tainment,  amusement,  or  recreation,  unless  the  taxpayer  establishes 
that  the  facility  was  used  primarily  for  the  furtherance  of  his  trade  or 
business,  and  that  the  item  was  directly  related  to  or  associated  with 
the  active  conduct  of  his  trade  or  business.  Such  deduction  in  no 
event  is  to  exceed  the  portion  of  such  item  directly  related  to  or 
associated  with  the  active  conduct  of  the  taxpayer’s  trade  or  business. 
The  same  tests  for  determining  whether  an  item  is  directly  related  to 
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or  associated  with  the  active  conduct  of  a  trade  or  business  apply  as  in 
the  case  of  an  item  under  paragraph  (1)(A). 

The  term  “facility”  includes  any  item  of  personal  or  real  property 
owned  or  rented  by  the  taxpayer,  such  as  a  yacht,  hunting  lodge,  fish¬ 
ing  camp,  swimming  pool,  tennis  court,  bowling  alley,  automobile, 
airplane,  apartment,  hotel  suite,  dining  room,  and  cafeteria.  In  addi¬ 
tion  to  the  items  more  commonly  regarded  as  “expenses”  for  enter¬ 
taining,  discussed  above,  paragraph  (1)(B)  also  relates  to  other  items, 
such  as  depreciation  and  losses  realized  on  certain  sales.  {  * 

Under  paragraph  (1)(B),  in  addition  to  the  requirement  that  the 
item  be  directly  related  to  or  associated  with  the  active  conduct  of  the 
taxpayer’s  trade  or  business,  the  facility  must  be  used  primarily  for 
the  furtherance  of  the  taxpayer’s  trade  or  business.  Thus,  if  a  facility 
is  used  more  than  one-half  for  business  entertaining,  so  that  more  than 
one-lialf  of  the  entertainment  expense  with  respect  to  such  facility 
would  be  deductible  as  a  business  expense  under  present  law,  that 
portion  is  still  to  be  deductible  to  the  extent  it  meets  the  test  of  being 
directly  related  to  or  associated  with  the  active  conduct  of  the  tax¬ 
payer’s  trade  or  business.  If  less  than  one-half  of  such  entertainment 
expense  would  be  deductible  under  present  law,  no  deduction  is  to  be 
allowed. 

Paragraph  (2)  of  subsection  (a)  of  new  section  274  prescribes  two 
special  rules  for  purposes  of  applying  paragraph  (1).  All  dues  and 
fees  paid  to  any  social,  athletic,  or  sporting  club  or  organization  will 
be  treated  as  items  with  respect  to  a  facility  used  for  entertaining. 
Thus,  only  if  the  taxpayer  uses  a  country  club  to  which  he  belongs 
primarily  for  the  furtherance  of  his  business  will  a  deduction  be 
allowed  tor  dues  or  fees  paid  to  such  club,  and  then  only  to  the  extent 
that  such  use  is  directly  related  to  or  associated  with  the  active  con¬ 
duct  of  his  business.  In  addition,  in  applying  paragraph  (1)  an 
activity  described  in  section  212  (relating  to  expenses  for  the  produc¬ 
tion  of  income)  is  to  be  treated  as  a  trade  or  business. 

(b)  Gifts. — -Subsection  (b)(1)  of  new  section  274  is  the  same  as 
passed  by  the  House  except  that  your  committee  has  added  three 
exceptions  to  the  term  “gift.”  Generally,  subsection  (b)(1)  disallows 
all  expenses  for  gifts  to  individuals  in  excess  of  a  cumulative  total  of 
$25  per  year  per  recipient.  The  reference  to  “indirect”  gifts  in  this 
subsection  includes  situations  where  the  gift  is  intended  for  the  even¬ 
tual  use  or  benefit  of  an  individual  but  is  made  initially  to  his  corpora¬ 
tion  or  to  some  member  of  his  family.  The  term  “gift”,  for  purposes 
of  section  274,  has,  in  general,  the  same  meaning  as  it  does  under 
section  102  of  the  code  (relating  to  the  exclusion  of  gifts  and  inheri¬ 
tances  from  gross  income). 

Any  item  which  is  excludable  from  gross  income  under  a  provision 
of  chapter  1  of  the  code  other  than  section  102  is  not  a  “gift”  within 
the  meaning  o(  subsection  (b)(1).  To  illustrate  the  applicability  of 
subsection  (b)(1),  a  payment  by  an  employer  to  a  deceased  employee’s 
widow  which  is  excludable  from  her  income  by  reason  of  the  gift  ex¬ 
clusion  provision,  section  102,  will  not  be  deductible  by  the  employer 
in  excess  of  $25,  whereas  the  treatment  by  an  employer  of  a  payment 
to  a  deceased  employee’s  widow  which  is  not  a  gift  but  which  con¬ 
stitutes  an  employee’s  death  benefit  excludable  by  the  recipient  under 
section  101(b)  of  the  code  will  not  be  affected  by  this  provision.  As 
another  example,  amounts  paid  to  an  individual  as  a  scholarship 
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which  are  excludable  from  the  individual’s  gross  income  under  section 
117  of  the  code  are  not  “gifts”  within  the  meaning  of  this  subsection. 
Similarly,  those  prizes  and  awards  which  are  excludable  from  a 
recipient’s  gross  income  under  section  74(b)  of  the  code  are  not 
“gifts”  within  the  meaning  of  this  subsection. 

Subparagraph  (A)  sets  forth  the  first  exception  to  the  term  “gift” 
added  by  your  committee.  It  provides  that  the  term  “gift”  does  not 
include  an  item  which  cost  the  taxpayer  not  more  than  $4  on  which 
the  name  of  the  taxpayer  is  clearly  and  permanently  imprinted  and 
which  is  one  of  a  number  of  identical  items  distributed  generally  by 
the  taxpayer.  Thus,  the  deductibility  of  the  cost  of  any  such  item 
will  not  be  affected  by  section  274(b)  and  the  taxpayer  will  not  have 
to  take  such  items  into  account  in  connection  with  the  $25  limitation 
in  such  section. 

The  second  exception,  in  subparagraph  (B),  excludes  from  the  term 
“gift”  any  sign,  display  rack,  or  other  promotional  material  to  be  used 
on  the  business  premises  of  the  recipient.  Such  items  are  sometimes 
referred  to  as  “point-of-purchase”  advertising  materials. 

Subparagraph  (C)  contains  the  third  exception  to  the  term  “gift” 
added  by  your  committee.  It  provides  that  “gift”  does  not  include 
an  item  of  tangible  personal  property,  such  as  a  watch,  which  costs 
the  taxpayer  not  more  than  $100  and  which  the  taxpayer  awarded 
to  an  employee  because  of  his  length  of  service  or  for  his  safety 
achievement.  This  exception  relates  only  to  deductibility  by  the  em¬ 
ployer.  It  is  not  intended  to  have  any  effect  in  determining  whether 
the  employee  who  receives  the  award  is  to  be  taxed  on  its  value. 

Since  the  question  in  subsection  (b)(1)  is  what  portion  of  the  tax¬ 
payer’s  expense  will  be  disallowed,  the  $25  amount  necessarily  relates 
to  the  taxpayer’s  cost  rather  than  to  the  value  of  the  property  to 
the  donee.  However,  certain  incidental  costs,  such  as  packaging, 
insurance,  and  mailing  or  other  delivery,  will  be  disregarded  in  deter¬ 
mining  whether  the  $25  limit  has  been  exceeded. 

There  is  a  possibility  of  overlapping  application  of  subsections  (a) 
and  (b),  since  some  items  can  reasonably  be  classified  both  as  gifts 
and  as  entertainment.  Different  rules  under  section  274  apply  de¬ 
pending  on  the  classification  of  the  item.  As  described  in  greater 
detail  below,  the  express  authority  given  to  the  Secretary  of  the 
Treasury  or  his  delegate  to  prescribe  regulations  will  be  used  to  solve 
these  problems  of  classification  so  as  to  clarify  and  make  more  certain 
the  application  of  section  274. 

Subsection  (b)(2)  prescribes  two  special  rules  for  applying  subsec¬ 
tion  (b)(1).  Under  subsection  (b)(2)(A),  in  the  case  of  a  gift  by  a 
partnership  (including  a  gift  made  by  a  partner  with  respect  to  the 
business  of  the  partnership),  the  $25  limitation  will  be  applied  at  the 
partnership  level,  as  well  as  at  the  level  of  the  individual  partner. 
Thus,  deductions  for  gifts  made  with  respect  to  partnership  business 
will  not  exceed  $25  per  recipient,  regardless  of  the  number  of  partners. 

Under  subsection  (b)(2)(B),  a  husband  and  wife  are  for  purposes 
of  subsection  (b)(1)  treated  as  one  “taxpayer”.  Thus,  in  the  case  of 
a  gift  by  a  husband  and  wife,  the  spouses  will  be  treated  as  one  donor. 
However,  since  “taxpayer”  in  subsection  (b)(1)  refers  only  to  the 
donor  of  a  gift,  this  special  rule  does  not  pertain  to  gifts,  for  example, 
made  by  an  individual  to  a  husband  and  wife  who  are  partners  in 
a  business. 
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(c)  Traveling. — This  is  a  new  subsection  adopted  by  your  commit¬ 
tee.  Under  present  law  if  a  taxpayer  travels  to  a  destination  and 
while  at  such  destination  engages  in  both  business  activities  (or  activ¬ 
ities  described  in  section  212)  and  personal  activities,  traveling  ex¬ 
penses  to  and  from  such  destination  are  deductible  only  if  the  trip  is 
related  primarily  to  the  taxpayer’s  trade  or  business.  If  the  primary 
purpose  is  business  the  entire  amount  of  such  traveling  expenses  is 
deductible.  If  the  trip  is  primarily  personal  in  nature  no  part  of  the 
traveling  expenses  to  and  from  the  destination  is  deductible  even 
though  the  taxpayer  engages  in  business  activities  while  at  such  des¬ 
tination.  However,  expenses  while  at  the  destination  which  are  prop¬ 
erly  allocable  to  the  taxpayer’s  trade  or  business  are  deductible  even 
though  the  traveling  expenses  to  and  from  the  destination  are  not 
deductible. 

The  new  subsection  (c)  which  your  committee  has  added  to  section 
274  provides  that  in  the  case  of  any  individual  who  is  traveling  away 
from  home  in  pursuit  of  a  trade  or  business  or  in  pursuit  of  an  activity 
described  in  section  212,  no  deduction  shall  be  allowed  under  section 
162  or  section  212  for  that  portion  of  the  expenses  of  such  travel 
otherwise  allowable  under  such  section  which,  under  regulations  pre¬ 
scribed  by  the  Secretary  of  the  Treasury  or  his  delegate,  is  not  allocable 
to  such  trade  or  business  or  to  such  activity.  Under  this  provision 
a  taxpayer  must  meet  two  tests  before  he  becomes  entitled  to  deduct 
traveling  expenses.  First,  the  expenditure  must  be  deductible  under 
the  rules  of  section  162  or  212.  If  it  is  not  deductible  under  those 
sections  the  taxpayer  gets  no  deduction  and  no  reference  to  the  rules 
of  section  274(c)  is  necessary.  However,  if  an  expenditure  is  deducti¬ 
ble  under  section  162  or  212  then  the  expenditure  must  be  subjected 
to  the  allocation  rules  of  section  274(c)  to  determine  the  extent  to 
which  the  expenditure  is  ultimately  deductible. 

To  avoid  the  application  of  section  274(c)  in  cases  where  the  possi¬ 
bilities  of  abuse  are  relatively  small  your  committee’s  amendment 
provides  that  the  provision  shall  not  apply  to  the  expenses  of  any  travel 
away  from  home  which  does  not  exceed  1  week  or  where  the  portion  of 
the  time  away  from  home  which  is  not  attributable  to  the  pursuit  of  the 
taxpayer’s  trade  or  business  or  an  activity  described  in  section  212 
is  less  than  25  percent  of  the  total  time  away  from  home  on  such  travel. 

The  operation  of  subsection  (c)  may  be  illustrated  by  the  following 
examples  : 

Example  1. — Taxpayer  A  flew  from  New  York  to  London  where  he 
conducted  business  for  2  days.  A  then  flew  to  Stockholm  for  a  14-day 
vacation  after  which  he  flew  back  to  New  York  from  Stockholm. 
The  trip  took  18  days,  2  of  which  were  attributable  to  the  flight  to 
London  and  return.  A  would  not  have  made  the  trip  except  for 
the  business  he  had  to  conduct  in  London.  Under  present  law  A 
could  deduct  the  entire  cost  attributable  to  transportation  and  food 
to  and  from  London  and  the  food  and  lodging  during  the  2  days  spent 
on  business  in  London.  The  traveling  expenses  attributable  to  the 
vacation  part  of  his  trip  including  transportation,  food,  and  lodging 
would  not  be  deductible  under  present  law.  Such  personal  expendi¬ 
tures  would  also  not  be  deductible  under  section  274(c)  in  the  bill. 
In  addition  under  such  section,  since  the  travel  away  from  home 
exceeded  a  week  and  the  time  devoted  to  personal  activities  was  not 
less  than  25  percent  of  the  total  time  away  from  home,  it  is  contem- 
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plated  that  the  regulations  will  provide  that  fourteen-eighteenths  (14 
da  vs  devoted  to  personal  activities  out  of  a  total  of  18  days  away 
from  home  on  the  trip)  of  the  costs  attributable  to  transportation  and 
food  to  and  from  London  are  to  be  disallowed.  1  he  deductibility  ot 
cost  of  the  food  and  lodging  during  the  2  days  spent  on  business  in 
London  would  be  determined  under  section  162(a)(2),  as  amended 
by  the  bill. 

"Example  2. — Taxpayer  B  dew  from  New  York  to  Paris  where  he 
conducted  business  for  1  day.  He  spent  the  next  2  days  sightseeing  in 
Paris  and  then  dew  back  to  New  York.  The  entire  trip,  including 
2  days  dying  to  and  from  Paris,  took  5  days.  B  would  not  have  made 
the  trip  except  for  the  business  he  had  to  conduct  in  Paris.  Under 
present  law  B  can  deduct  the  entire  cost  of  his  transportation  and  food 
to  and  from  Paris,  and  the  food  and  lodging  attributable  to  the  1 
business  day  in  Paris  but  not  the  food  and  lodging  attributable  to  the 
2  days  spent  on  sightseeing.  Since  the  trip  did  not  exceed  1  week, 
the  allocation  rules  of  section  274(c)  would  not  apply. 

Example  8. — Taxpayer  C  dew  from  New  York  to  Brussels  where  he 
spent  14  days  on  business  and  5  days  on  personal  matters  and  then  dew 
back  to  New  York.  The  entire  trip,  including  2  dying  days,  took 
21  days.  C  would  not  have  made  the  trip  except  for  the  business 
he  had  to  transact  in  Brussels.  Under  present  law  C  could  deduct 
the  entire  cost  attributable  to  transportation  and  food  to  and  from 
Brussels  and  the  food  and  lodging  during  the  14  days  spent  on  busi¬ 
ness  but  not  the  food  and  lodging  attributable  to  the  5  days  spent  on 
personal  matters.  Although  the  trip  exceeded  a  week  the  time  away 
from  home  attributable  to  nonbusiness  activities  (5  days  out  of  21)  was 
less  than  25  percent  of  the  total  time  away  from  home  during  the 
trip.  Therefore  the  allocation  rule  of  section  274(c)  does  not  apply. 

(d)  Substantiation  required—  This  subsection,  except  for  a  clerical 
change,  is  identical  to  subsection  (c)  of  section  274  of  the  bill  as  passed 
by  the  House.  It  imposes  another  limitation  on  traveling  expenses 
deductible  under  section  162(a)(2)  or  212,  on  items  with  respect  to 
activities  described  in  subsection  (a)  as  entertainment,  amusement, 
or  recreation,  or  with  respect  to  facilities  used  in  connection  therewith 
(whether  or  not  excepted  from  the  application  of  subsec.  (a)  of 
sec.  274  by  subsec.  (e)),  and  on  expenses  for  gifts.  Subsection 
(d)  overrules  with  respect  to  the  described  expenditures  the  case 
of  Cohan  v.  Commissioner ,  39  F.  2d  540  (C.A.  2d  1930).  That 
case  held  that  where  evidence  indicates  that  a  taxpayer  has  in¬ 
curred  deductible  travel  or  entertainment  expenses  but  their  exact 
amount  cannot  be  determined,  the  court  must  make  ‘‘as  close  an 
approximation  as  it  can”  and  not  disallow  the  deduction  entirely. 
Under  subsection  (d)  approximations  of  the  type  which  under  the 
Cohan  doctrine  have  been  sufficient  to  entitle  the  taxpayer  to  a 
deduction  will  no  longer  have  that  effect.  In  other  words,  if  the 
taxpayer  fails  to  substantiate  an  item  as  required  by  subsection  (d) 
and  the  regulations  thereunder,  the  item  will  be  completely  disallowed. 

Subsection  (d)  provides  that  no  deduction  is  to  be  allowed  for  the 
above-described  items  unless  the  taxpayer  substantiates  by  adequate 
records  or  by  sufficient  evidence  corroborating  his  own  statement  the 
following:  the  amount  of  such  expense  or  other  item;  the  time  and 
place  of  the  travel,  entertainment,  amusement,  recreation,  or  use  of  the 
facility,  or  the  date  and  description  of  the  gift;  the  business  purpose 
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of  the  expense  or  other  item;  and  the  business  relationship  to  the 
taxpayer  of  the  persons  entertained,  using  the  facility,  or  receiving 
the  gift.  The  taxpayer’s  records  or  corroborating  evidence,  must 
pertain  to  separate  expenses  or  other  items  of  deduction,  not  to  ag¬ 
gregate  amounts. 

Generally,  a  clear,  contemporaneously  kept  diary,  account  book,  or 
similar  record  containing  the  information  specified  in  subsection  (d) 
will  be  an  adequate  record  within  the  meaning  of  this  subsection. 
However,  receipts,  canceled  checks,  paid  bills,  stubs,  or  other  similar 
records  may  be  required  in  certain  cases,  as,  for  example,  to  substanti¬ 
ate  the  amount  expended  for  lodging  and  transportation  while  travel¬ 
ing  on  business.  Thus,  the  taxpayer  may  be  required  to  preserve 
hotel  bills  or  transportation  receipts  to  substantiate  such  items  by 
adequate  records.  In  order  to  avoid  hardship,  a  reasonable  recon¬ 
struction  of  expenditures  will  be  accepted  in  those  cases  where  the 
absence  of  records  is  due  to  circumstances  beyond  the  taxpayer’s 
control,  such  as  destruction  by  fire,  flood,  or  other  casualty. 

Where  the  taxpayer  fails  to  maintain  adequate  records  with  respect 
to  any  of  the  described  aspects  of  an  expense,  that  aspect  must  be 
substantiated  by  the  taxpayer’s  own  statement  corroborated  by  suf¬ 
ficient  evidence.  The  taxpayer’s  own  uncorroborated  statement  will 
not  constitute  substantiation  with  respect  to  any  such  aspect.  The 
evidence  required  may  vary  with  respect  to  each  aspect  of  an  item 
claimed  as  a  deduction.  Thus,  circumstantial  evidence,  such  as  the 
nature  of  the  business  activities  of  the  taxpayer  and  of  the  person 
entertained,  may  be  sufficient  to  corroborate  the  taxpayer’s  statement 
regarding  business  purpose  and  business  relationship,  whereas  more 
direct  evidence,  such  as  the  testimony  of  witnesses,  will  be  required 
to  substantiate  amount,  time,  place,  date,  and  description. 

Under  subsection  (d),  the  Secretary  of  the  Treasury  or  his  delegate 
is  authorized  to  provide  by  regulations  that  some  or  all  of  the  require¬ 
ments  of  subsection  (d)  are  not  to  apply  in  the  case  of  an  expense 
which  does  not  exceed  an  amount  determined  under  such  regulations. 
Thus,  the  regulations  could  provide  that  a  fixed  scale  of  allowance 
for  mileage  or  per  diem  in  lieu  of  subsistence,  based  upon  reasonable 
business  practices,  will  be  acceptable  in  lieu  of  detailed  substantia¬ 
tion.  Similarly,  the  regulations  could  prescribe  an  exception  for 
de-minimis  expenses. 

(e)  Exceptions  to  application  of  subsection  (a). — Subsection  (e)  of 
the  new  section  274  is  identical  to  subsection  (d)  of  the  bill  as  passed 
by  the  House  except  for  clerical  changes  and  an  amendment  to  para¬ 
graph  (6)  discussed  below.  Subsection  (e)  contains  nine  exceptions 
to  the  general  rule  of  section  274(a).  These  exceptions  are  to  the 
disallowance  provision  of  subsection  (a)  exclusively.  The  fact  that 
an  item  is  not  covered  by  one  of  the  nine  exceptions  does  not  mean 
that  ipso  facto  it  will  be  disallowed  under  subsection  (a).  It  is  to  be 
emphasized  that  the  new  section  274(e)  in  no  way  changes  existing 
law  with  respect  to  the  disallowance  of  expenses  by  reason  of  failure 
to  meet  the  “ordinary  and  necessary”  test  in  section  162  or  212  of  the 
code.  Furthermore,  the  substantiation  requirements  of  subsection  (d) 
also  must  be  fulfilled  with  respect  to  the  items  covered  by  these 
exceptions. 

Paragraph  (1)  excepts  from  the  disallowance  prescribed  in  subsec¬ 
tion  (a)(1)  expenses  for  food  and  beverages  furnished  under  circum- 
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stances  which  are  of  a  type  generally  considered  to  be  conducive  to  a 
business  discussion,  taking  into  account  the  surroundings  in  which 
furnished,  the  taxpayer’s  trade,  business,  or  income-producing  activity, 
the  relationship  to  such  trade,  business,  or  activity  of  the  persons  to 
whom  the  food  and  beverages  are  furnished,  and  any  other  relevant 
facts.  There  is  no  requirement  in  this  exception  that  business  actually 
be  discussed.  Thus,  if  the  described  circumstances  are  established, 
and  if  the  amounts  are  deductible  under  section  162  or  212  and  are 
substantiated  as  required  under  section  274(d),  the  expenses  lor  food 
and  beverages  will  be  deductible  without  reference  to  the  “directly 
related  to  or  associated  with”  tests  of  subsection  (a)(1).  Of  course, 
“trade  or  business”  is  not  restricted  to  commercial  activities  but 
includes  other  activities  such  as  teaching,  the  practice  of  law  or 

medicine,  etc.  .  . 

Paragraph  (2)  relates  to  food  and  beverages  furnished  on  the  tax¬ 
payer’s  business  premises.  By  reason  of  this  exception,  no  expense  for 
food  and  beverages  furnished  on  the  business  premises  primarily  to 
employees  of  the  taxpayer  will  be  disallowed  under  section  2 /4(a). 
In  addition,  expenses  for  food  and  beverages  furnished  to  nonemployee 
business  guests  will  be  deductible  if  furnished  in  a  dining  room  which 
is  primarily  for  the  taxpayer’s  employees  and  is  located  on  the  tax¬ 
payer’s  business  premises.  Paragraph  (2)  also  excepts  from  disallow¬ 
ance  expenses  for  facilities  to  the  extent  they  are  used  in  connection 
with  furnishing  the  above-described  food  and  beverages..  The  excep¬ 
tion  provided  by  paragraph  (2)  applies  to  both  the  typical  company 
cafeteria  and  meals  furnished  to  employees  because  their  presence  on 
the  job  at  all  times  is  essential. 

The  exception  in  paragraph  (3)  applies  to  expenses  . lor  goods, 
services  and  facilities  to  the  extent  that  the  expense  is  propel  ly 
treated  by  the  taxpayer,  with  respect  to  the  recipient  of  the  enter¬ 
tainment,  amusement,  or  recreation,  as  compensation  paid  to  an  em¬ 
ployee  on  the  taxpayer’s  income  tax  return  and  as  “wages”  for  pur¬ 
poses  of  withholding.  Thus,  a  taxpayer  rewarding  a  key  employee 
with  a  vacation  trip  would  not  be  disallowed  the  expenses  under 
section  274(a)  if  the  taxpayer  treated  the  expenses  as  wages  for 
withholding  purposes  and  deducted  them  on  his  income  tax  return 
as  compensation  paid  to  the  key  employee.  Salary  paid  to  the 
captain  of  a  yacht  used  for  business  entertaining  does  not  come  within 

this  exception.  ....  .  .  . 

If  an  expense  properly  constitutes  a  dividend  to  a  shareholder,  or 
if  it  constitutes  unreasonable  compensation  to  an  officer  or  employee, 
the  exception  in  paragraph  (3)  will  not  prevent  its  disallowance. 

Paragraph  (4)  excepts  from  disallowance  with  respect  to  the  tax¬ 
payer  certain  expenses  paid  or  incurred  by  the  taxpayer  in  connection 
with  the  performances  by  him  of  services  for  another  person  (whether 
or  not  such  other  person  is  the  taxpayer’s  employer)  for  which  the 
taxpayer  is  reimbursed  by  such  other  person  under  a  reimbursement 
or  other  allowance  arrangement.  This  exception  prevents  the  double 
disallowance  of  a  single  expenditure,  once  with  respect  to  the  person 
who  actually  bears  the  expense  and  benefits  from  it  and  once  with  re¬ 
spect  to  the  person  who  pays  the  expense  on  behalf  of  the  first  person 
and  is  reimbursed  therefor.  However,  two  qualifications  are  provided 
which  insure  that  a  described  expense  will  be  disallowed  at  one  level. 
If  the  services  are  performed  by  a  taxpayer,  who  is  an  employee,  for  his 
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employer,  and  if  the  employer  treats  the  expense  as  compensation  paid 
to  the  employee  and  it  falis  within  the  scope  of  the  subsection  (e)(3) 
exception,  the  subsection  (e)(4)  exception  does  not  apply.  If  the 
services  are  performed  by  the  taxpayer  for  a  person  who  is  not  the  tax¬ 
payer’s  employer,  the  subsection  (e)(4)  exception  does  not  apply  unless 
the  taxpayer  accounts  to  such  other  person  by  means  of  records  or 
other  sufficient  evidence  which  would  satisfy  the  substantiation  re¬ 
quirement  of  subsection  (d).  The  term  “reimbursement  or  other 
expense  allowance  arrangement”  is  derived  from  section  62  (2)  (A)  of 
the  code  and  has  the  same  meaning  in  section  274(e)  (without  regard 
to  whether  the  taxpayer  is  the  employee  of  the  person  for  whom  services 
are  performed)  as  it  does  in  that  section. 

Paragraph  (5)  provides  an  exception  for  expenses  for  recreational, 
social,  or  similar  activities  which  are  primarily  for  the  benefit  of  the 
employees  of  the  taxpayer.  This  exception  applies  to  the  usual 
employee  fringe  benefit  programs.  For  example,  the  expenses  of 
operating  a  company  bowling  alley  or  swimming  pool  which  is  avail¬ 
able  to  all  employees  generally  will  be  deductible.  Similarly,  the 
costs  of  the  office  Christmas  party  or  summer  outing  generally  will  be 
deductible. 

In  order  to  exclude  from  this  exception  benefits  primarily  for 
executives  and  owners  of  closely  held  businesses,  the  exception  applies 
only  with  respect  to  activities  which  are  primarily  for  employees  other 
than  employees  who  are  officers,  shareholders  or  other  owners  who 
own  a  10  percent  or  greater  interest  in  the  business,  or  highly  com¬ 
pensated  employees.  In  determining  whether  an  employee  owns  a 
10  percent  or  greater  interest  in  the  business,  the  employee  is  to  be 
treated  as  owning  any  interest  owned  by  a  member  of  his  family 
(within  the  meaning  of  sec.  267(c)(4)). 

Paragraph  (6)  provides  an  exception  for  expenses  incurred  by  a 
taxpayer  which  are  directly  related  to  business  meetings  of  his  em¬ 
ployees,  stockholders,  agents,  or  directors.  This  paragraph  is  sub¬ 
stantially  the  same  as  paragraph  (6)  of  subsection  (d)  of  section  274 
in  the  bill  as  passed  by  the  House  except  that  whereas  the  bill  as  passed 
by  the  House  was  limited  to  meetings  of  employees  and  stockholders, 
your  committee’s  amendment  also  includes  meetings  of  agents  and 
directors  of  the  taxpayer.  This  exception  pertains  only  to  meetings 
which  are  principally  for  the  discussion  of  business.  To  illustrate,  a 
meeting  of  employees  for  the  principal  purpose  of  introducing  them 
to  and  instructing  them  with  respect  to  a  new  procedure  for  conducting 
the  employer’s  business  would  be  considered  a  business  meeting. 
Similarly,  a  regular  annual  meeting  of  stockholders  for  the  election  of 
directors  and  discussion  of  corporate  affairs  would  be  considered  a 
business  meeting.  A  convention  of  employees  for  the  principal  purpose 
of  rewarding  them  for  their  outstanding  performance  of  services  for 
their  employer  would  not  be  considered  a  business  meeting.  However, 
such  a  convention  might  come  within  the  scope  of  paragraph  (3)  or  (5). 

Paragraph  (7)  pertains  to  expenses  directly  related  and  necessary 
to  attendance  at  business  meetings  or  conventions  of  exempt  section 
501(c)(6)  organizations.  It  is  similar  to  the  exception  in  paragraph 
(6),  except  that  it  relates  only  to  attendance  at  meetings,  or  conven¬ 
tions  of  business  leagues,  chambers  of  commerce,  real  estate  boards, 
or  boards  of  trade  which  are  exempt  from  tax  under  section  501(a). 
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Paragraph  (8)  pertains  to  goods  and  services  (including  the  use  of 
facilities)  which  are  made  available  by  the  taxpayer  to  the  general 
public.  By  reason  of  this  exception,  expenses  for  entertainment  of 
the  general  public  by  means  of  television,  radio,  newspapers,  and  the 
like  will  continue  to  be  deductible  under  section  162.  Similarly,  a 
deduction  may  still  be  claimed  under  section  162  for  the  expense  of 
maintaining  private  parks,  golf  courses,  and  similar  facilities,  to  the 
extent  that  they  are  available  for  public  use.  For  example,  if  a  cor¬ 
poration  maintained  a  swimming  pool  for  the  use  of  its  executive 
officers  and  their  guests,  but  during  the  summer  months  made  the  pool 
available  for  a  period  of  time  each  week  to  the  children  participating 
in  the  local  public  recreation  program,  the  portion  of  the  expenses 
relating  to  such  public  use  of  the  pool  would  come  within  this  exception. 

Paragraph  (9)  is  designed  to  insure  that  no  expense  will  he  dis¬ 
allowed  under  subsection  (a)  if  it  is  for  goods  or  services  which  are 
sold  by  the  taxpayer  in  a  bona  fide  transaction  for  an  adequate  and 
full  consideration  in  money  or  money’s  worth.  Thus,  the  cost  of 
producing  nightclub  entertainment  for  sale  to  customers  will  not  be 
disallowed.  Similarly,  the  cost  of  operating  a  pleasure  cruise  ship  as 
a  business  will  not  be  disallowed. 

The  last  sentence  in  subsection  (e)  makes  it  clear  that  the  "expenses” 
to  which  paragraphs  (1)  through  (9)  relate  include  such  items  as 
depreciation  and  losses. 

(f)  Interest,  taxes,  casualty  losses,  etc. — -This  subsection,  except  for 
a  clerical  change,  is  identical  to  subsection  _(e)  of  new  section  274  of 
the  bill  as  passed  by  the  House.  Subsection  (f)  excepts  from  the 
provisions  of  section  274  items  which  would  constitute  allowable 
deductions  for  an  individual  taxpayer  regardless  of  whether  he  was 
engaged  in  any  trade  or  business.  Examples  of  such  items  are  interest, 
taxes  such  as  real  property  taxes,  and  casualty  losses.  Thus,  if  a  tax¬ 
payer  owned  a  fishing  camp,  he  could  still  deduct  mortgage  interest 
and  real  property  taxes  in  full  even  if  its  use  was  not  primarily  for 
the  furtherance  of  the  taxpayer’s  trade  or  business. 

(g)  Treatment  of  entertainment,  etc.,  type  facility. — This  subsection, 
except  for  a  clerical  change,  is  identical  to  subsection  (f)  of  new  section 
274  of  the  bill  as  passed  by  the  House.  This  subsection  prescribes 
the  treatment  to  be  accorded  facilities  coming  within  the  purview  of 
subsection  (a)(1)(B),  for  purposes  of  chapter  1  generally.  To  the 
extent  that  expenses  and  other  items  with  respect  to  a  facility  are 
disallowed  under  subsection  (a),  that  portion  of  the  facility  is  to  be 
accorded  the  treatment  provided  under  present  law  to  an  asset  used 
exclusively  for  personal,  living,  and  family  purposes.  Thus,  the  por¬ 
tion  of  a  facility  so  treated  will  not  be  subject  to  depreciation,  and 
losses  incurred  on  the  sale  of  such  portion  will  not  be  deductible. 

(h)  Regulatory  authority. — This  subsection,  except  for  a  clerical 
change,  is  identical  to  subsection  (g)  of  new  section  274  of  the  bill  as 
passed  by  the  House.  Subsection  (h)  authorizes  the  Secretary  of  the 
Treasury  or  his  delegate  to  prescribe  such  regulations  as  he  deems 
necessary  to  carry  out  the  purposes  of  section  274.  For  example, 
under  this  authorization  rules  will  be  prescribed  for  determining 
whether  subsection  (a)  or  subsection  (b)  applies  to  an  expenditure  to 
which  both  subsections  might  be  considered  to  apply.  Items  are  to 
be  given  the  character  ascribed  to  them  by  the  public  generally  and 
without  regard  to  the  revenue  consequences  of  the  characterization. 
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In  addition,  the  Secretary  of  the  Treasury  or  his  delegate  is  required 
to  prescribe  rules  for  determining  whether  section  274  (a)  or  (b) 
applies  with  respect  to  an  expenditure  which  could  also  be  described 
as  falling  solely  within  the  purview  of  some  other  section.  This  over¬ 
lap  problem  will  be  resolved  by  ascribing  to  the  expenditure  a  character 
which  carries  out  the  purposes  of  section  274.  If  the  item  confers  a 
personal  benefit  in  the  form  of  entertainment,  amusement,  recreation, 
or  a  personal,  living,  or  family  need  of  the  individual  it  will  be  treated 
as  a  section  274  item. 

The  problem  of  the  overlap  of  subsections  (a)  and  (b)  of  section 
274  can  be  illustrated  by  a  case  where  a  taxpayer  provides  one  of 
his  customers  with  tickets  to  an  amusement  event.  Here  both  the 
entertainment  and  gift  provisions  might  apply.  Under  the  regulations 
the  entertainment  provision  always  will  apply  with  respect  to  such 
theater  tickets  regardless  of  whether  the  taxpayer  accompanies  the 
customer  to  the  theater  or  sends  him  the  tickets.  On  the  other  hand, 
gifts  of  a  chattel  such  as  a  book  or  a  toy  will  be  classified  as  a  gift, 
coining  within  the  purview  of  subsection  (b),  even  though  the  use  of 
the  item  results  in  the  entertainment  of  the  recipient.  Packaged  food 
and  beverages  will  be  treated  as  gifts,  while  food  and  beverages  con¬ 
sumed  at  meals  will  be  considered  entertainment. 

The  problem  of  properly  characterizing  an  expenditure  for  purposes 
of  determining  whether  section  274  is  applicable,  or  whether  the  ex¬ 
penditure  is  to  be  treated  solely  under  some  other  section,  can  be 
illustrated  by  a  case  where  a  taxpayer  distributes  to  each  of  his  cus¬ 
tomers  a  valuable  gift  which  is  inscribed  with  the  taxpayer’s  name. 
Expenditures  for  such  items  might  be  characterized  as  advertising 
expenses  or  as  expenses  for  gifts.  Under  the  regulations,  expenditures 
for  such  items  will  be  characterized  as  gifts. 

SECTION  4.  DISALLOWANCE  OF.:  CERTAIN  ENTERTAIN¬ 
MENT,  ETC.,  EXPENSES  (Continued) 

(b)  Traveling  expenses. — The  House  bill  amended  section  162(a)(2) 
of  the  1954  Code  (relating  to  traveling  expenses  while  away  from 
home)  by  striking  out  the  existing  provision  under  which  the  “entire” 
amount  expended  for  meals  and  lodging  is  included  in  the  allowable 
deduction  and  would  have  substituted  therefor  a  provision  under 
which  there  is  to  be  included  a  “reasonable”  allowance  expended  for 
meals  and  lodging.  In  lieu  of  the  House  provision  your  committee’s 
amendment  provides  that  the  allowable  deduction  is  to  include 
amounts  expended  for  meals  and  lodging  other  than  amounts  which 
are  lavish  or  extravagant  under  the  circumstances. 

(c)  Effective  date. — The  House  bill  provided  that  the  amendments 
made  by  section  4  are  to  apply  with  respect  to  taxable  years  ending 
after  June  30,  1962,  but  only  with  respect  to  periods  after  such  date. 
Your  committee’s  action  makes  this  provision  effective  with  respect 
to  taxable  years  ending  after  December  31,  1962,  but  only  with 
respect  to  periods  after  such  date. 
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SECTION  5.  AMOUNT  OF  DISTRIBUTION  WHERE  CERTAIN 
FOREIGN  CORPORATIONS  DISTRIBUTE  PROPERTY  IN 
KIND 

(a)  Amount  distributed. — Subsection  (a)  of  section  5  of  the  bill 
amends  section  301(b)(1)  (relating  to  amount  distributed  to  corporate 
distributees)  of  the  1954  Code  by  adding  at  the  end  thereof  a  new 
subparagraph  (C).  The  general  rule  in  new  subparagraph  (C)  pro¬ 
vides  that  for  purposes  of  section  301  the  amount  of  a  distribution  of 
property  (other  than  money)  received  by  a  corporate  shareholder  from 
a  foreign  corporation  will  be  the  fair  market  value  of  such  property. 

An  exception  to  the  general  rule  is  provided  in  cases  where  a  divi¬ 
dends  received  deduction  is  allowable  under  section  245  with  respect 
to  such  a  distribution.  In  such  a  case,  to  the  extent  the  distribution 
of  such  property  is  out  of  earnings  and  profits  described  in  section 
245(a)  (1)  and  (2),  the  amount  to  be  taken  into  account  (for  purposes  of 
sec.  301  of  the  code)  with  respect  to  property  other  than  money  is  the 
sum,  determined  under  regulations  prescribed  by  the  Secretary  of  the 
Treasury  or  his  delegate,  of  the  amounts  computed  under  subpara¬ 
graphs  (C)(i)  and  (C)(ii).  The  amount  under  subparagraph  (C)(i) 
is  that  proportion  of  the  lesser  of — 

(1)  the  fair  market  value  of  such  property,  or 

(2)  the  adjusted  basis  (in  the  hands  of  the  distributing  cor¬ 
poration  immediately  before  the  distribution)  of  such  property, 

which  is  properly  attributable  to  gross  income  from  sources  within 
the  United  States.  The  amount  under  subparagraph  (C)(ii)  is  that 
proportion  of  the  fair  market  value  of  such  property  which  is  properly 
attributable  to  gross  income  from  sources  without  the  United  States. 

The  application  of  subparagraph  (C)  may  be  illustrated  by  the 
following  example  involving  corporation  X,  a  domestic  corporation 
which  owns  100  percent  of  the  outstanding  stock  of  corporation  Y,  a 
foreign  corporation.  Corporation  Y,  which  makes  its  return  on  the 
basis  of  the  calendar  year,  has  earnings  and  profits  of  $200,000  for  1963 
and  derives  60  percent  of  its  gross  income  from  sources  within  the 
United  States  during  1963.  For  an  uninterrupted  period  of  36  months 
ending  with  the  close  of  1963,  corporation  Y  has  been  engaged  in 
trade  or  business  within  the  United  States  and  has  derived  50  percent 
or  more  of  its  gross  income  from  sources  within  the  United  States. 
Assume  that  the  only  distribution  made  by  corporation  Y  during  1963 
is  a  distribution  of  property  which  has  a  fair  market  value  of  $100,000 
and  an  adjusted  basis  (in  the  hands  of  the  distributing  corporation 
immediately  before  the  distribution)  of  $40,000.  The  amount  of  the 
distribution  of  such  property  as  determined  under  section  301  (b)  (1)  (C) 
is  $64,000,  computed  as  follows: 
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(1)  Amount  computed  under  section  301  (b)  (1)  (C)  (i) :  That  proportion 
of  the  adjusted  basis  of  such  property  (sinco  it  is  less  than  the  fair 
market  value)  which  is  properly  attributable  to  gross  income  from 
sources  within  the  United  States,  that  is,  adjusted  basis  multiplied 
by  the  ratio  which  gross  income  from  sources  within  the  United 
States  bears  to  gross  income  from  all  sources.  $40,OOOX  60  per¬ 


cent _ $24,  000 

(2)  Amount  computed  under  section  301  (b)  (1)  (C)  (ii) :  That  proportion 
of  the  fair  market  value  of  such  property  which  is  properly  attrib¬ 
utable  to  gross  income  from  sources  without  the  United  States,  that 
is,  fair  market  value  multiplied  by  the  ratio  which  gross  income 
from  sources  without  the  United  States  bears  to  gross  income  from 
all  sources.  $100, 000X  40  percent _  40,000 


(3)  Amount  of  distribution  of  property  for  purposes  of  section  301._  64,  000 


(b)  Basis. — Subsection  (b)  of  section  5  of  the  bill  amends  section 
301(d)  of  the  code  (relating  to  basis  of  property)  by  adding  a  new  para¬ 
graph  (3).  The  new  paragraph  (3)  provides  that  where  the  amount  of 
a  distribution  of  property  other  than  money  is  determined  in  accord¬ 
ance  with  the  provisions  of  subparagraph  (C)  of  section  301(b)(1),  the 
basis  of  such  property  shall  be  the  amount  of  the  property  distribution. 
Thus,  in  the  above  example  the  property  distributed  would  have  a 
basis  in  the  hands  of  corporation  X,  the  distributee,  of  $64,000,  the 
amount  of  the  distribution. 

(c)  Dividends  received  from  certain  foreign  corporations. — Para¬ 
graph  (1)  of  subsection  (c)  of  section  5  of  the  bill  amends  section  245 
of  the  1954  Code  (relating  to  dividends  received  from  certain  foreign 
corporations)  by  adding  a  new  subsection  (b).  The  new  subsec¬ 
tion  (b)  provides  that  for  purposes  of  computing  the  dividends  re¬ 
ceived  deduction  under  section  245(a)  the  amount  of  any  distribution 
of  property  other  than  money  shall  be  determined  under  section  301 
(b)(1)(B).  Under  section  301(b)(1)(B)  the  amount  of  a  distribution 
of  property  to  a  corporate  shareholder  is  the  lesser  of  (1)  the  fair 
market  value  of  such  property,  or  (2)  the  adjusted  basis  of  such 
property  (in  the  hands  of  the  distributing  corporation  immediately 
before  the  distribution).  Thus,  for  purposes  of  section  245,  the 
amount  of  the  dividend  in  the  above  example  would  be  $40,000,  rather 
than  $64,000,  and  the  amount  allowed  as  a  deduction  under  section  245 
would  be  $20,400  ($40,000X60  percent X 85  percent). 

Paragraph  (2)  of  subsection  (c)  of  section  5  of  the  bill  amends  sec¬ 
tion  245  of  the  1954  Code  so  as  to  designate  the  existing  text  as  sub¬ 
section  (a)  of  section  245. 

Subsection  (d)  of  section  5  of  the  House  bill,  which  provides  that 
the  section  301(b)(1)(B)  amount  of  a  distribution  of  property  other 
than  money  is  to  be  used  in  computing  the  credit  for  foreign 
taxes  under  section  902,  has  been  deleted.  Therefore,  the  section 
301(b)(1)(C)  amount  will  be  used  in  this  respect. 

(d)  Effective  date. — Subsection  (d)  of  section  5  of  the  bill,  identical 
with  subsection  (e)  of  such  section  of  the  bill  as  passed  by  the  House, 
provides  that  the  amendments  made  by  section  5  of  the  bill  shall 
apply  to  distributions  made  after  December  31,  1962. 

SECTION  6.  MUTUAL  SAVINGS  BANKS,  ETC. 

(a)  In  general. — Subsection  (a)  of  section  6  of  the  bill  as  reported, 
which  corresponds  to  section  8  of  the  bill  as  passed  by  the  House, 
amends  section  593  of  the  1954  Code  to  provide  a  new  method  for 
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calculating  the  deduction  for  additions  to  bad  debt  reserves  allowable 
to  the  mutual  savings  banks,  domestic  building  and  loan  associations, 
and  cooperative  banks,  referred  to  in  section  593(a)  (all  of  which  are 
hereinafter  referred  to  as  mutual  savings  institutions). 

SECTION  593.  RESERVES  FOR  LOSSES  ON  LOANS 

(a)  Organizations  to  which  section  applies. — Subsection  (a)  of  section 
593,  as  amended  by  the  bill,  provides  that  section  593  is  to  apply  to 
any  mutual  savings  bank  not  having  capital  stock  represented  by 
shares,  domestic  building  and  loan  association,  or  cooperative  bank 
without  capital  stock  organized  and  operated  for  mutual  purposes 
and  without  profit.  This  description  of  the  organizations  to  which 
the  amended  section  593  applies  is  substantially  the  same  as  that 
contained  in  section  593  of  existing  law,  and  no  substantive  change 
is  made  by  this  change  in  description.  As  is  noted  below,  however, 
section  7701  (a)  (19)  (definition  of  domestic  building  and  loan  associa¬ 
tion)  was  amended  by  section  8(c)  of  the  bill  as  passed  by  the  House, 
and  section  6(c)  of  the  bill  as  reported  by  your  committee  further 
amends  such  section. 

(b)  Additions  to  reserves  for  bad  debts. — Subsection  (b)(1)  prescribes 
the  method  for  determining  the  reasonable  addition  for  the  taxable 
year  to  the  reserve  for  bad  debts  under  section  166(c),  and  also  specifies 
the  reserves  to  which  such  additions  shall  be  made.  Such  reasonable 
addition  is  the  sum  of  two  amounts — (1)  the  amount  added  to  the 
reserve  for  losses  on  nonqualifying  loans,  and  (2)  the  amount  added 
to  the  reserve  for  losses  on  qualifying  real  property  loans. 

The  first  amount  is  that  determined  under  section  166(c)  to  be  a 
reasonable  addition  to  the  reserve  for  losses  on  nonqualifying  loans. 
Nonqualifying  loans  are  defined  in  subsection  (e)(2),  and  (with  cer¬ 
tain  exceptions)  are  loans  other  than  loans  secured  by  an  interest  in 
improved  real  property. 

The  second  amount  is  the  amount  determined  by  the  taxpayer  to 
be  a  reasonable  addition  to  the  reserve  for  losses  on  qualifying  real 
property  loans.  Qualifying  real  property  loans  are  defined  in  sub¬ 
section  (e)(1)  and  (with  certain  exceptions)  are  loans  secured  by  an 
interest  in  improved  real  property.  Under  the  bill  as  passed  by  the 
House,  the  amount  of  the  reasonable  addition  to  the  reserve  for  losses 
on  such  loans  could  not  exceed  the  amount  determined  under  one  of 
three  different  methods  described  in  paragraphs  (2),  (3),  and  (4)  of 
subsection  (b),  whichever  method  produced  the  largest  amount. 

Your  committee  has  amended  subsection  (b)(1)  to  provide  that  the 
amount  of  the  addition  for  a  taxable  year  to  the  reserve  for  losses  on 
qualifying  real  property  loans,  when  added  to  the  amount  of  the 
addition  to  the  reserve  for  losses  on  nonqualifying  loans,  shall  in  no 
case  be  greater  than  the  amount  by  which  12  percent  of  the  total 
deposits  or  withdrawable  accounts  of  depositors  of  the  taxpayer  at 
the  close  of  such  year  exceeds  the  sum  of  its  surplus,  undivided  profits, 
and  reserves  at  the  beginning  of  such  year  (taking  into  account  any 
portion  thereof  attributable  to  the  period  before  the  first  taxable  year 
beginning  after  December  31,  1951). 
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This  method  is  described  in  subsection  (b)(2).  Under  the  bill  as 
passed  by  the  House  the  amount  of  the  reasonable  addition  to  the  re¬ 
serve  for  losses  on  qualifying  real  property  loans  for  a  taxable  year  was 
limited  to  the  excess  of  an  amount  equal  to  60  percent  of  the  tax¬ 
able  income  for  such  year  over  the  amount  determined  under  section 
166(c)  to  be  a  reasonable  addition  to  the  reserve  for  losses  on  non¬ 
qualifying  loans.  For  purposes  of  this  method,  taxable  income  is 
determined  without  regard  to  any  deduction  under  section  166(c)  for 
any  additions  to  the  reserves  for  bad  debts,  and  also  by  excluding 
from  gross  income  any  amount  included  therein  by  reason  of  subsec¬ 
tion  (1)  (relating  to  the  treatment  of  certain  distributions  of  property 
to  stockholders  by  a  domestic  building  and  loan  association). 

Your  committee  has  made  two  amendments  to  subsection  (b)(2). 
The  first  amends  subparagraph  (A)  of  subsection  (b)  (2)  to  provide  that 
the  amount  computed  under  that  subparagraph  shall  be  an  amount 
equal  to  50  percent  of  taxable  income  for  the  taxable  year  (rather 
than  60  percent)  in  the  case  of  a  taxpayer  which  is  a  domestic  building 
and  loan  association  having  capital  stock  with  respect  to  which  any 
distribution  of  property  (as  defined  in  sec.  317(a))  is  not  allowable 
as  a  deduction  under  section  591.  In  the  case  of  a  mutual  savings 
institution  other  than  one  described  in  the  preceding  sentence  the 
percentage  figure  remains  at  60  percent. 

Your  committee’s  second  amendment  to  subsection  (b)(2)  pro¬ 
vides  that  the  amount  of  the  addition  determined  thereunder  shall 
not  exceed  such  amount  as  is  necessary  to  increase  the  balance  (as 
of  the  close  of  the  taxable  year)  of  the  reserve  for  losses  on  qualifying 
real  property  loans  to  6  percent  of  such  loans  outstanding  at  such  time. 

Percentage  oj  real  property  loans  method 

Under  this  method,  which  is  described  in  subsection  (b)(3)  and 
which  has  been  amended  by  your  committee  to  provide  a  special  de¬ 
duction  for  certain  new  companies,  the  amount  of  the  reasonable 
addition  to  the  reserve  for  losses  on  qualifying  real  property  loans  is 
limited  to  the  amount  necessary  to  increase  the  balance  (as  of  the  close 
of  the  taxable  year)  of  such  reserve  to  an  amount  equal  to  the  amount 
described  in  subparagraph  (A)  or  equal  to  the  sum  of  two  amounts 
which  are  described  in  subparagraphs  (A)  and  (B)  of  such  subsection. 
The  first  amount,  which  applies  in  the  case  of  all  mutual  savings  in¬ 
stitutions,  is  an  amount  equal  to  3  percent  of  qualifying  real  property 
loans  outstanding  at  the  close  of  the  taxable  year.  The  second 
amount  applies  only  to  a  mutual  savings  institution  which  is  a  “new 
company”  and  which  does  not  have  capital  stock  with  respect  to 
which  distributions  of  property  (as  defined  in  sec.  317(a))  are  not  allow¬ 
able  as  a  deduction  under  section  591.  In  the  case  of  such  an  institu¬ 
tion,  such  second  amount  is  equal  to  (i)  2  percent  of  such  loans  out¬ 
standing,  or  2  percent  of  $4  million,  whichever  is  the  lesser,  reduced 
(but  not  below  zero)  by  (ii)  the  amount,  if  any,  of  the  balance  (as  of  the 
close  of  the  year)  of  the  taxpayer’s  supplemental  reserve  for  losses  on 
loans.  For  purposes  of  computing  such  second  amount,  a  mutual 
savings  institution  qualifies  as  a  “new  company”  for  any  taxable  year 
only  if  such  taxable  year  begins  not  more  than  10  years  after  the  first 
day  on  which  it  (or  any  predecessor)  was  authorized  to  do  business 
as  an  organization  described  in  section  593(a). 
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Experience  method 

Under  this  method,  described  in  subsection  (b)(4),  the  amount  of 
the  reasonable  addition  to  the  reserve  for  qualifying  real  property 
loans  is  limited  to  the  amount  determined  under  section  166(c) 
(without  regard  to  sec.  593(b))  to  be  a  reasonable  addition  to  such 
reserve. 

(c)  Treatment  of  reserves  for  bad  debts. — Subsection  (c)(1)  of  section 
593  as  amended  provides  that  each  mutual  savings  institution  which 
uses  the  reserve  method  of  accounting  for  bad  debts  is  to  establish 
and  maintain  a  reserve  for  losses  on  qualifying  real  property  loans,  a 
reserve  for  losses  on  nonqualifying  loans,  and  a  supplemental  reserve 
for  losses  on  loans.  Except  as  provided  in  the  last  sentence  of  para¬ 
graph  (5)  of  this  subsection,  which  is  a  new  paragraph  added  by  your 
committee,  such  reserves  are  to  be  treated  for  all  purposes  as  reserves 
for  bad  debts.  Thus,  although  these  reserves  are  termed  reserves 
for  “losses,”  they  are  reserves  for  bad  debts;  and  any  charge  to  any 
such  reserve  for  an  item  other  than  a  bad  debt  will  result  in  the 
\  inclusion  in  gross  income  of  an  amount  equal  to  such  charge.  As  is 
indicated  below,  however,  any  portion  of  the  reserve  for  losses  on 
qualifying  real  property  loans  which  represents  amounts  allocated 
thereto  pursuant  to  subsection  (c)(5)  shall  not  be  treated  as  a  reserve 
for  bad  debts  for  any  purpose  other  than  the  determination  of  the 
amount  deductible  under  subsection  (b). 

Allocation  of  pre-1963  reserves 

Paragraphs  (2)  and  (3)  of  subsection  (c)  prescribe  rules  governing 
the  method  of  allocating  pre-1963  reserves  among  the  three  reserves 
described  above.  The  term  “pre-1963  reserves”  is  defined  by  para¬ 
graph  (4)  to  mean  the  net  amount,  determined  as  of  the  close  of 
December  31,  1962  (after  applying  the  provisions  of  subsec.  (d)(1) 
relating  to  taxable  years  beginning  in  1962  and  ending  in  1963), 
accumulated  in  the  reserve  for  bad  debts  pursuant  to  section  166(c) 
(or  the  corresponding  provisions  of  prior  revenue  laws),  whether  or 
not  determined  with  reference  to  section  593,  for  taxable  years  begin¬ 
ning  after  December  31,  1951. 

Paragraph  (2)  of  subsection  (c)  provides  that  such  pre-1963  reserves 
shall,  as  of  the  close  of  December  31,  1962,  be  allocated  to,  and  con¬ 
stitute  the  opening  balances  of,  the  reserve  for  losses  on  nonqualifying 
loans,  the  reserve  for  losses  on  qualifying  real  property  loans,  and  the 
supplemental  reserve  for  losses  on  loans. 

Paragraph  (3)  of  subsection  (c)  provides  that  the  pre-1963  reserves 
shall  be  allocated  first  to  the  reserve  for  losses  on  nonqualifying  loans 
to  the  extent  that  such  reserve  is  not  increased  above  the  amount 
which  would  constitute  a  reasonable  addition  under  section  166(c) 
for  a  period  in  which  such  nonqualifying  loans  increased  from  zero  to 
the  amount  thereof  outstanding  at  the  close  of  December  31,  1962. 
Thus,  the  pire-1963  reserves  will  be  allocated  to  the  reserve  for  losses 
on  nonqualifying  loans  in  an  amount  not  in  excess  of  the  maximum 
amount  (determined  without  regard  to  any  annual  limitation  which 
might  be  imposed  under  sec.  166(c)  on  building  such  reserve  to  its 
full  amount)  which  could  have  been  added,  as  of  the  close  of  1962, 
to  such  reserve  under  subsection  (b)(1)(A)  if  the  balance  of  such  re¬ 
serve  immediately  prior  to  such  addition  had  been  zero.  The  remain¬ 
ing  portion  of  the  pre-1963  reserves  is  then  allocated  to  the  reserve  for 
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losses  on  qualifying  real  property  loans  to  the  extent  such  reserve  is 
not  increased  above  the  larger  of  two  amounts.  The  first  amount  is  the 
amount  which  would  be  determined  under  paragraph  (3)  (A)  of  sub¬ 
section  (b)  as  being  necessary  to  increase  the  balance  of  the  reserve 
from  zero  to  3  percent  of  qualifying  real  property  loans  outstanding 
at  the  close  of  December  31,  1962.  The  second  amount  is  the  amount 
which  would  be  determined  under  section  166(c)  (without  regard  to 
sec.  593)  to  be  a  reasonable  addition  to  the  reserve  for  losses  on 
qualifying  real  property  loans  for  a  period  in  which  such  loans  in¬ 
creased  from  zero  to  the  amount  thereof  outstanding  at  the  close  of 
December  31,  1962.  Any  remaining  balance  of  the  pre-1963  reserves 
is  allocated  to  the  supplemental  reserve  for  losses  on  loans. 

Paragraph  (5)  of  subsection  (c)  is  a  new  provision  which  your  com¬ 
mittee  lias  added  to  the  bill.  This  paragraph  provides  that  if,  after 
the  allocation  of  pre-1963  reserves  to  the  reserves  for  losses  on  non¬ 
qualifying  loans  and  for  losses  on  qualifying  real  property  loans,  the 
opening  balance  of  the  reserve  for  losses  on  qualifying  real  property 
loans  is  less  than  the  maximum  amount  prescribed  by  paragraph 
(3)(B),  then,  for  purposes  of  subsection  (c),  the  term  “pre-1963 
reserves”  shall  also  include  so  much  of  the  taxpayer’s  “pre-1952 
surplus”  as  does  not  exceed  the  amount  by  which  such  opening  balance 
is  less  than  the  amount  described  in  such  paragraph  (3)(B).  As  used 
in  the  preceding  sentence  the  term  “pre-1952  surplus”  refers  to  the 
taxpayer’s  surplus,  undivided  profits,  and  bad  debt  reserves  deter¬ 
mined  as  of  December  31,  1962,  and  attributable  to  the  period  before 
the  first  taxable  year  beginning  after  December  31,  1951,  but  does  not 
include  any  portion  thereof  attributable  to  interest  which  would  have 
been  excludable  from  gross  income  under  section  22(b)(4)  of  the 
Internal  Revenue  Code  of  1939  (relating  to  interest  on  governmental 
obligations)  or  the  corresponding  provisions  of  prior  revenue  laws. 

Paragraph  (5)  also  provides  that,  notwithstanding  the  second 
sentence  of  paragraph  (1)  (which  requires  that  the  three  reserves 
established  pursuant  to  subsec.  (c)  shall  be  treated  as  reserves  for 
bad  debts),  any  portion  of  the  pre-1952  surplus  included  in  the  reserve 
for  losses  on  qualifying  real  property  loans  shall  not  be  treated  as  a 
reserve  for  bad  debts  for  any  purpose  other  than  determining  the 
amount  of  the  addition  to  the  reserve  for  losses  on  qualifying  real 
property  loans,  and  for  such  purpose  such  portion  shall  be  treated  as 
remaining  in  such  reserve.  Thus,  such  portion  of  the  pre-1952 
surplus  as  is  included  in  the  reserve  for  losses  on  qualifying  real 
property  loans  as  of  the  close  of  December  31,  1962,  shall  be  deemed  to 
be  included  in  the  balance  of  such  reserve  as  of  the  close  of  each  taxable 
year  to  which  the  amended  section  593  applies,  but  only  for  the  limited 
purpose  of  determining  the  maximum  permissible  addition  to  such 
reserve  under  subsection  (b).  For  all  other  purposes  such  portion  of 
the  pre-1952  surplus  will  retain  the  character  that  it  has  under  existing 
law.  The  effect  of  your  committee’s  addition  of  paragraph  (5) 
to  subsection  (c)  is  to  place  an  institution  which  accumulated  most 
of  its  reserves  and  surplus  prior  to  1952  on  the  same  basis,  for  purposes 
of  computing  future  additions  to  reserves,  as  an  institution  which 
accumulated  most  of  its  reserves  after  1951 . 

Subsection  (c)(6),  which  is  identical  to  subsection  (c)(5)  of  section 
593  in  the  bill  as  passed  by  the  House,  provides  that  any  debt  be¬ 
coming  worthless  or  partially  worthless  in  respect  of  a  qualifying  real 
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property  loan  shall  be  charged  to  the  reserve  for  losses  on  such  loans, 
and  any  debt  becoming  worthless  or  partially  worthless  in  respect  of 
a  nonqualifying  loan  shall  be  charged  to  the  reserve  for  losses  on  non¬ 
qualifying  loans;  except  that  any  such  debt  may,  at  the  election  of  the 
taxpayer,  be  charged  in  whole  or  in  part  to  the  supplemental  reserve 
for  losses  on  loans. 

(d)  Taxable  years  beginning  in  1962  and  ending  in  1968. — Subsection 
(d)  of  the  amended  section  593  contains  provisions  for  the  computa¬ 
tion  of  taxable  income  in  the  case  of  a  taxable  year  which  is  a  fiscal 
year  beginning  in  1962  and  ending  in  1963.  With  certain  exceptions, 
the  general  effective  date  provision  in  section  6(g)(1)  of  the  bill  makes 
the  amended  section  593  applicable  with  respect  to  taxable  years  end¬ 
ing  after  December  31,  1962.  However,  subsection  (d)  makes  section 
593  take  effect  with  respect  to  fiscal  year  taxpayers  as  of  January  1, 
1963.  Subsection  (d)  apportions  taxable  income  for  the  entire  taxable 
year  (determined  without  regard  to  any  deduction  under  sec.  166(c)) 
between  the  part  of  the  taxable  year  which  falls  in  1962  and  the 
part  which  falls  in  1963.  Such  taxable  income  is  allocated  to  each 
part  year  on  the  basis  of  the  ratio  which  the  number  of  days  in  each 
such  part  year  bears  to  the  number  of  days  in  the  entire  taxable  year. 
The  portion  of  such  taxable  income  allocable  to  the  part  of  the  year 
occurring  before  January  1,  1963,  is  then  reduced  under  subsection 
(d)(1)  by  an  amount  equal  to  the  deduction  which  would  have  been 
allowable  under  section  166(c)  for  an  addition  to  the  reserve  for  bad 
debts  as  if  such  part  year  constituted  a  taxable  year  and  as  if  section 
593,  as  in  effect  before  the  amendments  made  by  section  6  of  the  bill, 
applied.  The  portion  of  such  taxable  income  allocable  to  the  part  of 
the  taxable  year  occurring  after  December  31,  1962,  is  reduced,  under 
subsection  (d)(2),  by  an  amount  equal  to  the  deduction  for  an  addi¬ 
tion  to  a  reserve  for  bad  debts  which  would  be  allowed  under  section 
166(c)  (taking  into  account  the  amendments  made  by  sec.  6  of  the 
bill)  if  such  part  year  constituted  a  taxable  year.  The  amounts  of 
taxable  income  thus  obtained  for  each  part  year  are  then  added  to 
obtain  the  taxable  income  for  the  entire  taxable  year. 

The  amount  of  the  deduction  allowable  for  the  pre-1963  part  year 
to  a  mutual  savings  institution  under  subsection  (d)(1)  is  limited,  by 
reason  of  section  593(2)  of  existing  law,  to  the  amount  by  which 
12  percent  of  the  total  deposits  or  withdrawable  accounts  of  its 
depositors  at  the  close  of  such  part  year  (Dec.  31,  1962)  exceeds  the 
sum  of  its  surplus,  undivided  profits,  and  reserves  at  the  beginning 
of  the  taxable  year.  In  addition,  by  reason  of  section  593(1)  of 
existing  law,  the  deduction  allowable  under  subsection  (d)(1)  for  the 
pre-1963  part  year  to  a  mutual  savings  institution  cannot  exceed  the 
amount  of  its  taxable  income  (determined  without  regard  to  any 
deduction  under  sec.  166)  allocable  to  the  pre-1963  part  year.  Al¬ 
though  the  amount  of  the  deduction  allowable  for  the  pre-1963 
part  year  under  subsection  (d)(1)  cannot  be  determined  until  the 
close  of  the  entire  taxable  year  (by  reason  of  the  taxable  income 
limitation  and  because  the  amount  must  be  reflected  on  the  institu¬ 
tion’s  regular  books  of  account),  this  amount  is  added  to  the  insti¬ 
tution’s  pre-1963  reserves.  The  pre-1963  reserves  are  then  allocated 
under  the  rules  of  subsection  (c),  as  of  the  close  of  December  31,  1962, 
by  reference  to  the  amount  of  nonqualifying  loans  and  qualifying  real 
property  loans  outstanding  at  that  time. 
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The  deduction  referred  to  in  subsection  (d)(2)  for  the  post-1962 
part  year  is  determined  under  subsection  (b)  and  is  equal  to  the  sum 
of  the  amount  of  an  addition  to  the  reserve  for  losses  on  nonqualifying 
loans  plus  the  amount  of  an  addition  to  the  reserve  for  qualifying 
real  property  loans.  The  amount  of  the  addition  to  the  reserve  for 
nonqualifying  loans  is  computed  by  reference  to  the  amount  of  such 
loans  outstanding  at  the  close  of  the  taxable  year  in  relation  to  the 
balance  in  the  reserve  for  such  loans  at  that  time.  The  amount  of 
the  addition  to  the  reserve  for  qualifying  real  property  loans,  if 
determined  under  the  percentage  of  taxable  income  method,  would 
be  equal  to  the  excess  of  an  amount  equal  to  60  percent  (or  50  percent, 
as  the  case  may  be)  of  the  taxable  income  (determined  under  subsec. 
(b)(2))  which  is  allocable  to  the  post-1962  part  year  over  the  amount 
of  the  reasonable  addition  to  the  reserve  for  nonqualifying  loans.  If 
the  addition  to  the  reserve  for  qualifying  real  property  loans  is  deter¬ 
mined  under  the  percentage  of  real  property  loans  method  or  the 
experience  method,  it  would  be  computed  by  reference  to  the  amount 
of  such  loans  outstanding  at  the  close  of  the  taxable  year  in  relation 
to  the  balance  in  the  reserve  for  such  loans  at  that  time. 

(e)  Loans  defined. — Subsection  (e)  of  the  amended  section  593 
defines,  for  purposes  of  that  section,  the  terms  “qualifying  (real 
property  loans”,  “nonqualifying  loans”,  and  “loans”. 

The  term  “loan”  is  defined  to  mean  debt,  as  the  term  “debt” 
is  used  in  section  166.  Since  subsection  (e)  of  section  166  is  made 
inapplicable  by  section  582(a)  in  the  case  of  a  mutual  savings  insti¬ 
tution,  the  term  “loan”  includes  a  debt  evidenced  by  a  security  as 
defined  in  section  165(g)(2)(C).  For  purposes  of  subsection  (e),  a 
taxpayer  will  be  considered  to  have  made  a  loan  to  the  extent  of  his 
participation  in  the  loan,  whether  the  loan  was  made  by  him  or  by 
another  person. 

Under  paragraph  (1)  of  subsection  (e),  a  “qualifying  real  property 
loan”  is  defined  to  mean  any  loan  of  the  taxpayer  which  is  secured  by 
an  interest  in  improved  real  property  unless  such  loan  is  described  in 
subparagraph  (A),  (B),  (C),  or  (D)  of  such  paragraph.  The  loans 
described  in  these  subparagraphs  are:  (A)  any  loan  evidenced  by  a 
security  (as  defined  in  sec.  165(g)(2)(C));  (B)  any  loan,  whether 
or  not  evidenced  by  a  security  as  defined  in  section  165(g)(2)(C), 
the  primary  obligor  on  which  is  a  government  or  political  subdivision 
or  instrumentality  thereof,  a  bank  as  defined  in  section  581,  or  another 
member  of  the  same  affiliated  group ;  (C)  any  loan  to  the  extent  secured 
by  a  deposit  in  or  share  of  the  taxpayer;  and  (D)  any  loan  which, 
within  a  60-day  pei’iod  beginning  in  one  taxable  year  of  the  creditor 
and  ending  in  its  next  taxable  year,  is  made  or  acquired  and  then 
repaid  or  disposed  of,  unless  the  transactions  by  which  such  loan  was 
made  or  acquired  and  then  repaid  or  disposed  of,  are  established  by 
the  taxpayer  to  be  for  bona  fide  business  purposes. 

The  term  “affiliated  group”  is  defined  as  having  the  meaning 
assigned  to  such  term  by  section  1504(a)  of  existing  law;  except  that 
(1)  the  phrase  “more  than  50%”  shall  be  substituted  for  the  phrase 
“at  least  80%”  each  place  it  appears  in  section  1504(a),  and  (2)  all 
corporations  shall  be  treated  as  includible  corporations  (without  any 
exclusion  under  sec.  1504(b)). 

Paragraph  (2)  of  subsection  (e)  defines  the  term  “nonqualifying 
loan”  as  any  loan  of  the  taxpayer  which  is  not  a  qualifying  real  prop¬ 
erty  loan  as  defined  by  the  bill.  Thus,  a  loan  which  is,  for  example, 
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evidenced  by  a  security  as  defined  in  section  165(g)(2)(C),  is  treated 
as  a  nonqualifying  loan  irrespective  of  the  fact  that  it  may  be  secured 
by  improved  real  property. 

(f)  Distributions  to  shareholders. — Subsection  (f)  of  the  amended 
section  593  prescribes  rules  governing  certain  distributions  of  property 
(as  defined  in  sec.  317(a))  by  a  domestic  building  and  loan  association 
to  a  shareholder  with  respect  to  its  stock,  if  such  distribution  is  not 
allowable  as  a  deduction  under  section  591.  The  term  “distribution” 
is  defined  to  include  any  distribution  in  redemption  of  stock  or  in 
partial  or  complete  liquidation  of  the  association,  as  well  as  dividend 
distributions  as  defined  in  section  316(a). 

Paragraph  (1)  of  subsection  (f)  provides,  in  general,  that  a  distribu¬ 
tion  with  respect  to  its  capital  stock  is  to  be  treated  as  made,  first,  out 
of  the  association’s  earnings  and  profits  accumulated  in  taxable  years 
beginning  after  December  31,  1951  (to  the  extent  thereof);  second,  out 
of  the  reserve  for  losses  on  qualifying  real  property  loans,  to  the  extent 
the  additions  to  such  reserve  exceed  the  additions  which  would  have 
been  allowed  under  the  experience  method  described  in  subsection 
(b)(4);  third,  out  of  the  supplemental  reserve  for  losses  on  loans  (to  the 
extent  thereof);  and,  finally,  out  of  such  other  accounts  as  may  be 
proper.  The  foregoing  order  of  charging  applies  to  all  subsection  (f) 
distributions  other  than  those  in  redemption  of  stock  or  in  partial  or 
complete  liquidation  of  the  association.  In  these  latter  situations  the 
distribution  is  treated  as  made,  first,  out  of  the  reserve  for  losses  on 
qualifying  real  property  loans  to  the  extent  the  additions  to  such  reserve 
exceed  the  additions  which  would  have  been  allowed  under  the  experi¬ 
ence  method  described  in  subsection  (b)(4);  second,  out  of  the  supple¬ 
mental  reserve  (to  the  extent  thereof) ;  third,  out  of  earnings  and  profits 
accumulated  in  taxable  years  beginning  after  December  31,  1951  (to 
the  extent  thereof);  and,  finally,  out  of  other  appropriate  accounts. 
In  determining  the  portion  of  the  reserve  for  losses  on  qualifying  real 
property  loans  out  of  which  a  distribution  described  in  subsection 
(f)(1)  is  treated  as  made,  the  word  “additions,”  as  used  in  subpara¬ 
graph  (B)  of  subsection  (f)(1),  includes  both  the  additions  made  to 
such  reserve  under  subsection  (b)(1)(B)  and  the  amount  of  the  pre- 
1963  reserves  allocated  thereto  pursuant  to  subsection  (c)(3).  In 
computing  the  amount  of  the  additions  which  would  have  been 
allowed  under  the  experience  method,  the  amount  of  the  pre-1963 
reserves  initially  allocated,  and  the  subsequent  additions,  to  the  reserve 
for  losses  on  qualifying  real  property  loans  shall  be  computed  solely 
by  reference  to  the  experience  method. 

Paragraph  (2)  of  subsection  (f)  provides  that,  if  a  distribution 
described  in  paragraph  (1)  is  treated  as  having  been  made  out  of  the 
reserve  for  losses  on  qualifying  real  property  loans  or  out  of  the  sup¬ 
plemental  reserve  for  losses  on  loans,  the  amount  charged  against 
such  reserve  shall  be  the  amount  which,  when  reduced  by  the  amount 
of  Federal  income  tax  attributable  to  the  inclusion  of  such  amount 
in  gross  income,  is  equal  to  the  amount  of  such  distribution.  Any 
amount  so  charged  against  such  reserve  shall  be  included  in  the  gross 
income  of  the  distributor  association.  Since  the  amount  so  included 
in  gross  income  is  also  included  in  earnings  and  profits,  the  effect  of 
subsection  (f)  is  to  treat  such  amount  as  having  been  first  transferred 
from  the  reserves  to  earnings  and  profits  and  then  charged  to  earnings 
and  profits.  Thus,  this  rule  will  normally  insure  that  there  will  be 
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earnings  and  profits  sufficient  to  make  distributions  which  are  in 
reality  dividends  taxable  as  such,  even  though  the  association  has 
previously  deducted,  in  computing  its  earnings  and  profits,  the 
amount  of  additions  to  its  bad  debt  reserves.  However,  apart  from 
the  consequences  which  flow  from  the  fact  that  earnings  and  profits 
will  be  created  by  such  charges  to  the  reserves,  income  tax  conse¬ 
quences  to  stockholders  are  not  otherwise  affected  by  subsection  (f). 

Paragraph  (3)  of  subsection  (f)  provides  special  rules.  Subpara¬ 
graph  (A)  provides  that,  for  purposes  of  treating  a  distribution  as 
liaving  been  made  out  of  the  reserve  for  losses  on  qualifying  real 
property  loans,  additions  to  such  reserve  for  the  taxable  year  in  which 
the  distribution  occurs  shall  be  taken  into  account.  Thus,  the 
amount  of  such  reserve  will  be  augmented  by  the  addition  to  such 
reserve  computed  under  subsection  (b)  before  the  reserve  is  reduced  by 
reason  of  treating  a  distribution  as  having  been  made  out  of  the 
reserve.  Subparagraph  (B)  provides  that,  for  purposes  of  computing 
(under  sec.  593,  as  amended  by  the  bill)  the  amount  of  a  reasonable 
addition  to  the  reserve  for  losses  on  qualifying  real  property  loans 
for  any  taxable  year,  any  amount  charged  during  any  year  to  such 
reserve  pursuant  to  the  provisions  of  paragraph  (2)  of  subsection  (f) 
shall  not  be  taken  into  account.  Thus,  the  amount  by  which  such 
reserve  is  reduced  by  reason  of  distributions  to  stockholders  cannot 
serve  as  the  basis  for  subsequent  deductible  additions  to  such  reserve. 

SECTION  6.  MUTUAL  SAVINGS  BANKS,  ETC.  (Continued) 

(b)  Foreclosure  on  property  securing  loans. — Subsection  (b)  of  section 
6  adds  a  new  section  595  to  the  code.  The  section  applies  only  to  a 
creditor  which  is  a  mutual  savings  institution  described  in  the  amended 
section  593(a). 

Nonrecognition  of  gain  or  loss  as  a  result  of  foreclosure 

Subsection  (a)  of  the  new  section  595  provides  that  in  the  case  of  a 
creditor  which  is  an  organization  described  in  section  593(a),  no  gain 
or  loss  shall  be  recognized,  and  no  debt  shall  be  considered  as  becom¬ 
ing  wortldess  or  partially  worthless,  as  the  result  of  such  organization 
having  bid  in  at  foreclosure,  or  having  otherwise  reduced  to  ownership 
or  possession  by  agreement  or  process  of  law,  any  property  which  was 
security  for  the  payment  of  any  indebtedness. 

Character  of  property 

Subsection  (b)  of  the  new  section  595  provides  that,  for  purposes  of 
sections  166  (relating  to  the  deduction  for  bad  debts)  and  1221  (relat¬ 
ing  to  the  definition  of  a  capital  asset),  any  property  acquired  in  a 
transaction  with  respect  to  which  gain  or  loss  was  not  recognized  to  the 
creditor  by  reason  of  subsection  (a)  shall  be  considered  as  property 
having  the  same  characteristics  as  the  indebtedness  for  which  such 
property  was  security.  The  subsection  further  provides  that  any 
amount  realized  by  such  creditor  with  respect  to  such  property  shall 
be  treated  (for  purposes  of  ch.  1  of  the  code)  as  a  payment  on 
account  of  such  indebtedness,  and  that  any  loss  with  respect  to  such 
property  shall  be  treated  as  a  bad  debt  to  which  the  provisions  of 
section  166  apply. 
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Basis 

Subsection  (c)  of  the  new  section  595  provides  that  the  basis  of  any 
property  acquired  in  a  transaction  to  which  subsection  (a)  applies 
shall  be  the  basis  of  the  indebtedness  for  which  such  property  was 
security,  determined  as  of  the  date  of  the  acquisition  of  such  property, 
properly  increased  for  any  costs  of  acquisition. 

Regulatory  authority 

Subsection  (d)  of  the  new  section  595  provides  that  the  Secretary 
of  the  Treasury  or  his  delegate  shall  prescribe  such  regulations  as  he 
may  deem  necessary  to  carry  out  the  purposes  of  this  section. 

(c)  Definition  oj  a  domestic  building  and  loan  association. — Subsec¬ 
tion  (c)  of  section  6  amends  section  7701  (a)  (19)  of  the  code  to  provide 
a  new  definition  of  the  term  “domestic  building  and  loan  association.” 
As  amended  by  your  committee,  paragraph  (19)  of  section  7701(a) 
defines  this  term  to  mean  any  domestic  building  and  loan  association, 
domestic  savings  and  loan  association,  or  Federal  savings  and  loan 
association,  which  meets  each  of  the  requirements  prescribed  by  sub- 
paragraphs  (A)  through  (E)  of  such  paragraph.  For  purposes  of 
convenience,  such  associations  are  hereinafter  referred  to  as  “domestic 
savings  associations.” 

Subparagraph  (A)  of  paragraph  (19)  provides  that  the  domestic 
savings  association  must  be  either  an  insured  institution  within  the 
meaning  of  section  401(a)  of  the  National  Housing  Act  (12  U.S.C., 
sec.  1724(a)),  or  subject  by  law  to  supervision  or  examination  by 
State  or  Federal  authority  having  supervision  over  such  associations. 
The  “insured  institutions”  referred  to  are  those  the  accounts  of  which 
are  insured  by  the  Federal  Savings  and  Loan  Insurance  Corporation. 

Subparagraph  (B)  thereof  requires  that  substantially  all  the  busi¬ 
ness  of  the  domestic  savings  association  consist  of  acquiring  the 
savings  of  the  public  and  investing  in  loans  described  in  subparagraph 
(C).  Thus,  even  though  such  an  association  otherwise  meets  the 
asset  requirements  imposed  by  subparagraphs  (C),  (D),  (E),  and  (F)  of 
paragraph  (19),  it  will  nevertheless  not  qualify  as  a  domestic  building 
and  loan  association  if  more  than  an  insubstantial  portion  of  its 
business  consists  of,  for  example,  mortgage  or  insurance  brokerage 
activities. 

Subparagraph  (C)  of  paragraph  (19)  requires  that  at  least  90 
percent  of  the  amount  of  the  total  assets  of  a  domestic  savings  as¬ 
sociation  must  consist  of  (i)  cash  (including  time  or  demand  deposits 
with,  or  withdrawable  accounts  in,  other  financial  institutions),  (ii) 
obligations  of  the  United  States  or  of  a  State  or  political  subdivision 
thereof,  and  stock  or  obligations  of  a  corporation  which  is  an  in¬ 
strumentality  of  the  United  States,  or  of  a  State  or  political  subdivi¬ 
sion  thereof,  (iii)  loans  secured  by  an  interest  in  real  property  and 
loans  made  for  the  improvement  of  real  property,  (iv)  loans  secured 
by  a  deposit  or  share  of  a  member  of  such  association,  and  (v)  prop¬ 
erty  acquired  through  the  liquidation  of  defaulted  loans  which  are 
secured  by  an  interest  in  real  property  or  which  are  made  for  the 
improvement  of  such  property.  In  determining  whether  the  per¬ 
centage  requirements  imposed  by  paragraph  (19)  are  met,  the  amount 
of  each  item  included  in  the  amount  of  total  assets  of  a  domestic 
savings  association  shall  be  measured  by  the  adjusted  basis  of  such 
item,  as  determined  under  section  1011  (relating  to  the  adjusted  basis 
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for  determining  gain  or  loss),  or  by  such  other  method  as  is  in  accord¬ 
ance  with  sound  accounting  principles. 

Subparagraph  (D)  of  paragraph  (19)  provides  that,  of  the  assets 
which  are  taken  into  account  by  the  taxpayer  under  subparagraph  (C) 
as  assets  constituting  the  90  percent  of  total  assets,  at  least  80  percent 
of  such  90  percent  must  consist  of  (1)  cash  and  governmental  obliga¬ 
tions  described  in  clauses  (i)  and  (ii)  of  subparagraph  (C),  and  (2) 
loans  secured  by  an  interest  in  real  property  which  is  (or,  from  the 

f>roceeds  of  the  loan,  will  become)  residential  real  property,  or  of 
oans  which  are  made  for  the  improvement  of  such  residential  real 
property.  Subparagraph  (D)  further  provides  that  at  least  70  per¬ 
cent  of  such  90  percent  must  consist  of  (1)  cash  and  governmental 
obligations  described  in  clauses  (i)  and  (ii)  of  subparagraph  (C),  and 
(2)  loans  secured  by  an  interest  in  real  property  which  is  (or,  from 
the  proceeds  of  the  loan,  will  become)  residential  real  property  con¬ 
taining  four  or  fewer  family  units,  or  of  loans  made  for  the  improve¬ 
ment  of  residential  real  property  containing  four  of  fewer  family  units. 

Subparagraph  (E)  of  paragraph  (19)  provides  that  not  more  than 
18  percent  of  the  total  assets  of  the  taxpayer  may  consist  of  assets 
other  than  those  described  in  clause  (i)  of  subparagraph  (D)  (cash, 
certain  Government  obligations,  and  loans  secured  by  an  interest  in 
improved  residential  real  property);  and  not  more  than  27  percent 
of  the  total  assets  of  the  taxpayer  may  consist  of  assets  other  than 
those  described  in  clause  (ii)  of  subparagraph  (D)  (cash,  certain 
Government  obligations,  and  loans  secured  by  one-  to  four-family 
residential  real  property).  However,  the  18-  and  27-percent  limitations 
contained  in  this  subparagraph  shall  be  increased  by  the  number,  if 
any,  of  percentage  points  (including  any  fraction  of  a  percentage 
point)  by  which  10  percent  exceeds  the  percentage  of  the  total  assets 
consisting  of  assets  described  in  clauses  (i)  and  (ii)  of  subparagraph 
(C)  (cash  and  certain  governmental  obligations).  Thus,  a  mutual 
savings  institution  may  not  have  more  than  18  percent  of  its  total 
assets  in  commercial  loans,  nor  more  than  27  percent  of  its  total 
assets  in  commercial  loans  and  loans  secured  by  apartment  buildings, 
except  to  the  extent  its  cash  and  governmental  obligations  constitute 
less  than  10  percent  of  its  assets. 

Subparagraph  (F)  of  paragraph  (19)  provides  that  none  of  the 
assets  of  a  domestic  savings  association  may  be  invested  in  the  stock 
of  any  corporation,  other  than  stock  of  a  corporation  which  is  an  in¬ 
strumentality  of  the  United  States  or  of  a  State  or  political  subdivision 
thereof,  stock  acquired  through  the  liquidation  of  a  defaulted  loan 
which  was  secured  by  an  interest  in  real  property  or  made  for  the 
improvement  of  real  property,  or  stock  representing  a  withdrawable 
account  in  another  financial  institution. 

(d)  Clerical  amendments. — Subsection  (d)  of  section  6  contains 
clerical  amendments. 

(e)  Repeal  of  exemption  from  certain  excise  taxes. — Under  section 
5(h)  of  the  Home  Owner’s  Loan  Act  of  1933  (48  Stat.  132;  12  U.S.C., 
sec.  1464(h)),  Federal  savings  and  loan  associations  are  exempted 
from  Federal  taxes  other  than  payroll  taxes  and  income,  war  profits, 
and  excess  profits  taxes,  the  legal  incidence  of  which  would  fall  upon 
such  associations.  Thus,  under  existing  law  Federal  savings  and  loan 
associations  are  not  subject  to  the  excise  taxes  which  sections  4251 
and  4261  of  the  code  impose,  respectively,  on  communications  and 
the  transportation  of  persons.  Subsection  (d)  of  this  section  of  the 
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bill  as  passed  by  the  House  eliminated  the  exemption  which  section 
5(h)  of  the  Home  Owner’s  Loan  Act  accorded  those  associations  with 
respect  to  the  taxes  imposed  by  sections  4251  and  4261.  Paragraph 
(1)  of  subsection  (e)  of  this  section  of  the  bill,  as  reported  by  your 
committee,  amends  section  5(h)  of  the  Home  Owner’s  Loan  Act  so 
as  to  eliminate  entirely  the  exemption  from  Federal  taxes  which  that 
section  now  provides  in  the  case  of  Federal  savings  and  loan  asso¬ 
ciations. 

Under  section  4382(a)(2)  of  the  code,  capital  stock  and  certificates 
of  indebtedness  issued  by  domestic  building  and  loan  associations  (as 
defined  in  sec.  7701  (a)  (19))  and  cooperative  banks  are  exempt  from 
the  documentary  stamp  taxes  imposed  by  chapter  34  of  the  code. 
Your  committee  has  added  a  new  paragraph  (2)  to  section  6(e)  of  the 
bill  which  eliminates  this  exemption  insofar  as  it  extends  (i)  to  all 
certificates  of  indebtedness  (as  defined  in  sec.  4381(a))  issued  by.  a 
domestic  building  and  loan  association  or  cooperative  bank,  and  (ii) 
to  shares  or  certificates  of  stock  issued  by  such  a  domestic  building 
and  loan  association  or  cooperative  bank  with  respect  to  which  any 
distribution  of  property  (as  defined  in  sec.  317(a))  is  not  allowable  as 
a  deduction  under  section  591.  Thus,  your  committee’s  amendment 
of  section  4382(a)(2)  continues  the  exemption  which  that  section  pro¬ 
vides  in  the  case  of  shares  or  certificates  of  stock  issued  by  such 
associations  or  banks  and  representing  deposits  or  withdrawable  ac¬ 
counts,  as  well  as  the  exemption  which  it  provides  in  the  case  of  all 
shares  or  certificates  of  stock  and  certificates  of  indebtedness  issued 
by  mutual  ditch  or  irrigation  companies.  As  used  in  section  6(e)(2) 
of  the  bill,  the  term  “domestic  building  and  loan  association”  includes 
homestead  associations  which  qualify  under  the  amended  definition 
of  domestic  building  and  loan  associations  contained  in  section  6(c) 
of  the  bill. 

(f)  Deduction  for  dividends  or  interest  paid  on  deposits. — Subsection 
(f)  of  section  6  of  the  bill,  which  has  been  added  by  your  committee, 
amends  section  591  of  existing  law  by  providing  that— in  addition  to 
mutual  savings  banks,  cooperative  banks,  and  domestic  building  and 
loan  associations — savings  institutions  chartered  and  supervised  as 
savings  and  loan  associations  or  similar  associations  under  Federal  or 
State  law  shall  be  allowed  as  a  deduction  in  computing  taxable  income 
amounts  paid  to,  or  credited  to  the  accounts  of,  depositors  or  holders 
of  accounts  as  dividends  or  interest  on  their  deposits  or  withdrawable 
accounts,  if  such  amounts  paid  or  credited  are  withdrawable  on  demand 
subject  only  to  customary  notice  of  intention  to  withdraw.  Thus, 
even  though  an  association  chartered  and  supervised  as  a  savings  and 
loan  or  similar  association  under  Federal  or  State  law  may  not  qualify 
as  a  domestic  building  and  loan  association  as  defined  in  section  7701 
(a) (19),  as  amended,  your  committee’s  amendment  mil  insure  the 
deductibility  of  dividends  or  interest  paid  on  such  withdrawable 
accounts  or  deposits. 

(g)  Effective  dates. — Subsection  (g)  o!  section  6  ol  the  bill  provides 
effective  dates  for  subsections  (a),  (b),  (c),  and  (e)  of  section  6  of  the 

bill. 

Paragraph  (1)  of  section  6(g)  of  the  bill  provides  that  the  amend¬ 
ments  made  by  section  6(a)  of  the  bill  (which  amends  sec.  593  of  exist¬ 
ing  law)  shall  apply  to  taxable  years  ending  after  December  31,  1962, 
except  that  section~593(f)  of  the  code  shall  apply  to  distributions  made 
after  December  31,  1962,  in  taxable  years  ending  after  such  date. 
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Paragraph  (2)  of  section  6(g)  of  the  bill  provides  that  the  amend¬ 
ments  made  by  section  6(b)  of  the  hill  (which  adds  a  new  sec.  595) 
shall  apply  to  transactions  described  in  section  595(a)  of  the  code 
occurring  after  December  31,  1962,  in  taxable  years  ending  after  such 
date. 

Paragraph  (3)  of  section  6(g)  of  the  bill  provides  that  the  amend¬ 
ment  made  by  section  6(c)  of  the  bill  (which  amends  section  7701(a) 
(19)  of  existing  law)  shall  apply  to  taxable  years  beginning  after  the 
date  of  the  enactment  of  the  bill. 

Paragraph  (4)  of  section  6(g)  of  the  bill,  as  amended  by  your 
committee,  provides  that  subsection  (e)  of  the  bill  shall  become 
effective  on  January  1,  1963,  except  that,  in  the  case  of  the  tax  im¬ 
posed  by  section  4251  of  the  code,  subsection  (e)  shall  apply  only  with 
respect  to  amounts  paid  pursuant  to  bills  rendered  after  December  31, 
1962;  and,  in  the  case  of  the  tax  imposed  by  section  4261  of  the  code, 
subsection  (e)  shall  apply  only  with  respect  to  transportation  be¬ 
ginning  after  December  31,  1962. 

SECTION  7.  DISTRIBUTIONS  BY  FOREIGN  TRUSTS 

This  section  is  the  same  as  section  9  of  the  bill  as  passed  by  the 
House,  with  two  exceptions.  First,  your  committee  has  changed  the 
definition  of  the  term  “foreign  trust  created  by  a  U.S.  person”  so  that 
a  foreign  trust  will  come  within  the  definition  only  to  the  extent  of 
money  or  property  (including  accumulated  earnings  therefrom)  trans¬ 
ferred  to  the  trust  by  a  U.S.  person  or  under  the  will  of  a  U.S.  citizen 
or  resident.  Second,  a  change  has  also  been  made  in  the  effective  date 
provision  to  provide  that  the  amendments  made  by  the  bill  shall  apply 
to  distributions  made  after  the  date  of  enactment  of  the  bill. 

(a)  Definitions. — Section  7(a)  of  the  bill  amends  section  643  of  the 
1954  Code  (definitions  relating  to  the  income  of  estates  and  trusts) 
in  the  following  respects : 

Modification  of  distributable  net  income. — Section  7(a)(1)  of  the  bill 
amends  section  643(a)  (relating  to  modifications  taken  into  account 
in  computing  distributable  net  income)  in  two  respects.  First,  a  new 
subparagraph  (B)  is  added  to  section  643(a)(6)  to  provide  that  the 
gross  income  of  a  foreign  trust  from  sources  within  the  United  States 
is  to  be  determined  without  regard  to  section  894  (relating  to  income 
exempt  under  treaty).  A  further  amendment  is  made  to  section 
643(a)(6)  by  the  addition  of  a  new  subparagraph  (C).  The  new 
section  643(a)(6)(C)  provides  that  section  643(a)(3)  (relating  to 
capital  gains  and  losses)  is  not  to  apply  to  a  “foreign  trust  created  by 
a  U.S.  person,”  as  defined  in  section  643(d).  In  lieu  of  the  rules  pro¬ 
vided  by  section  643(a)(3),  the  new  subparagraph  (C)  provides  that 
there  is  to  be  included  in  distributable  net  income  gams  from  the  sale 
or  exchange  of  capital  assets,  reduced  by  losses  from  such  sales  or 
exchanges  to  the  extent  such  losses  do  not  exceed  gains  from  such  sales 
or  exchanges.  The  new  subparagraph  (C)  also  provides  that  the 
deduction  under  section  1202  (relating  to  deduction  for  excess  of 
capital  gains  over  capital  losses)  is  not  to  be  taken  into  account. 
Existing  section  643(a)(3)  will  continue  to  apply  to  trusts  other  than 
foreign  trusts  created  by  U.S.  persons. 
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Foreign  trusts  created  by  U.S.  persons 

Section  7(a)(2)  of  the  bill  adds  a  new  subsection  (d)  to  section  643 
of  the  1954  Code.  The  new  section  643(d)  provides  that,  for  purposes 
of  part  I  of  subcbapter  J  (relating  to  estates,  trusts,  and  beneficiaries), 
the  term  "foreign  trust  created  by  a  U.S.  person”  means  tlie  portion 
of  a  foreign  trust  (as  defined  in  sec.  7701(a)(31))  attributable  to  money 
or  property  transferred  to  it  directly  or  indirectly  by  a  U  .S.  person 
(as  defined  in  sec.  7701  (a) (30)),  or  under  the  will  ol  a  decedent  who 
at  the  date  of  bis  death  was  a  U.S.  citizen  or  resident,  and  including 
all  accumulated  earnings,  profits,  or  gains  attributable  to  such  money 
or  property.  A  foreign  trust,  created  by  a  person  who  is  not  a  U.S. 
person,  to  which  a  U.S.  person  transfers  money  or  property  would 
under  this  definition  be  in  part  a  foreign  trust  created  by  a  U.S.  person. 

(b),  (c),  and  (d)  Modification  oj  throwback. — Subsections  (b) 

through  (d)  of  section  7  of  the  bill  make  various  amendments  designed 
to  modify  the  so-called  throwback  provisions  of  the  code  in  their  ap¬ 
plication  to  certain  foreign  trusts. 

Existing  law 

Under  existing  law  the  so-called  throwback  provisions  of  sub- 
chapter  J  operate  substantially  as  follows:  When  a  beneficiary 
receives  as  a  distribution  an  amount  in  excess  of  current  distributable 
net  income,  and  the  distribution  exceeds  $2,000,  it  is  called  an  accumu¬ 
lation  distribution.  The  beneficiary  is  taxed  on  this  amount  to  the 
extent  there  was  undistributed  net  income  of  the  trust  in  any  of  the 
preceding  5  years,  the  undistributed  net  income  of  such  prior  years 
being  taken  into  account  in  inverse  order.  Undistributed  net  income 
consists  of  undistributed  distributable  net  income  lor  a  taxable  year, 
minus  the  taxes  on  the  trust  attributable  to  such  undistributed 
amount.  The  beneficiary  is  also  required  to  include  in  gross  income 
an  appropriate  portion  of  the  U.S.  income  taxes,  if  any,  imposed  on 
the  trust  with  respect  to  the  undistributed  net  income,  but  he  receives 
a  tax  credit  based  on  the  taxes  the  trust  would  not  ha\e  had  to  pay 
if  the  undistributed  distributable  net  income  had  actually  been  paid 

to  the  beneficiary.  .  .  . ,  ,, 

Although  under  section  668(a)  the  beneficiary  is  taxable  currently 
on  the  entire  distribution,  as  well  as  on  the  taxes  on  the  trust  allocable 
to  that  amount,  the  tax  attributable  to  the  distribution  cannot 
exceed  the  tax  he  would  have  paid  had  the  distribution  been  paid  to 
him  on  the  last  day  of  each  of  the  preceding  taxable  years  to  the  extent 
the  undistributed  net  income  of  each  ol  those  years  is  considered 
absorbed  by  the  distribution.  The  taxes  deemed  distributed  to  him 

are  similarly  spread  back.  , 

Under  existing  law,  however,  as  noted,  the  throwback  rule  does  not 
operate  with  respect  to  distributions  made  out  of  accumulations  lor 
taxable  years  before  the  fifth  year  preceding  the  taxable  year.  n 
addition)  there  are  certain  exceptions  to  what  may  be  taken  into  ac¬ 
count  in  determining  whether  there  has  been  an  accumulation  distri¬ 
bution  e.g.,  a  distribution  out  of  accumulations  for  a  minor,  or  a  final 
distribution  of  the  trust  made  to  a  beneficiary  more  than  9  years  after 
the  date  of  the  last  transfer  to  the  trust. 

Modification  oj  accumulation  distribution 

Section  7(b)(1)  of  the  bill  amends  section  665(b)  (relating  to  the 
definition  of  accumulation  distribution)  to  limit  the  application  ol 
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such  definition  to  trusts  other  than  foreign  trusts  created  by  U.S. 
persons.  A  new  section  665(c),  added  by  section  7(b)(2)  of  the  bill, 
provides  a  definition  of  accumulation  distribution  for  foreign  trusts 
created  by  U.S.  persons.  Under  this  new  definition,  a  distribution 
in  excess  of  current  distributable  net  income  constitutes  an  accumula¬ 
tion  distribution  whether  or  not  the  distribution  exceeds  $2,000.  In 
addition,  there  are  no  exceptions  to  what  is  taken  into  account  in 
determining  whether  there  has  been  an  accumulation  distribution. 
Thus,  any  distribution  in  excess  of  current  distributable  net  income 
will,  under  the  new  section  665(c),  be  an  accumulation  distribution. 

The  last  sentence  of  section  665(c)  provides  that  any  amount  paid 
to  a  U.S.  person  which  is  from  a  payor  who  is  not  a  U.S.  person,  and 
which  is  derived  directly  or  indirectly  from  a  foreign  trust  created  by 
a  U.S.  person,  is  to  be  deemed  in  the  year  of  payment  to  have  been 
directly  paid  by  the  foreign  trust.  Thus,  if  a  nonresident  alien 
receives  a  distribution  from  a  foreign  trust  created  by  a  U.S.  person 
and  he  then  pays  the  amount  of  the  distribution  over  to  a  U.S.  person, 
the  payment  of  such  amount  to  the  U.S.  person  represents  an  accumu¬ 
lation  distribution  to  the  U.S.  person  from  such  trust,  to  the  extent 
that  the  amount  received  would  have  been  an  accumulation  distribu¬ 
tion  had  the  trust  paid  the  amount  directly  to  the  U.S.  person.  An 
example  of  a  payment  indirectly  derived  by  a  nonresident  alien  from 
such  a  foreign  trust  would  be  where  the  trust  distributes  to  a  foreign 
trust  which  was  not  created  by  a  U.S.  person,  and  which  latter  foreign 
trust  makes  a  distribution  to  the  nonresident  alien.  In  this  case,  the 
payment  over  to  a  U.S.  person  is  considered  to  have  been  made  from 
the  initial  and  not  from  the  intervening  trust.  The  same  result 
would  obtain  if  the  intervening  trust  were  a  foreign  trust  created  by 
a  U.S.  person.  However,  even  if  a  payment  is  made  to  a  U.S.  person 
by  a  person  who  is  not  a  U.S.  person  and  who  directly  or  indirectly 
derived  the  amount  paid  from  a  foreign  trust  created  by  a  U.S.  person, 
the  receipt  of  the  amount  by  the  U.S.  person  is  not  considered  the 
receipt  of  an  accumulation  distribution  from  a  trust  if  the  amount  is 
received  under  circumstances  indicating  lack  of  intent  on  the  part  of 
the  parties  to  circumvent  the  purposes  of  section  7  of  the  bill. 

Other  modifications  of  the  throwback  rule 

The  restriction  of  the  throwback  rule  to  the  5  preceding  taxable 
years  of  the  trust  is  removed  by  section  7  (c)  (2)  of  the  bill  for  foreign 
trusts  created  by  a  U.S.  person.  However,  this  unlimited  throwback 
will  operate  only  for  years  governed  by  the  1954  Code. 

Section  7(d)  of  the  bill  adds  a  new  sentence  to  section  668(a)  (relat¬ 
ing  to  amounts  treated  as  received  in  prior  taxable  years).  In  the 
case  of  a  U.S.  person  who  is  a  beneficiary  of  a  foreign  trust  created 
by  a  U.S.  person,  this  sentence  conditions  the  availability  of  the 
limitation  on  tax  provided  by  section  668(a)  on  a  beneficiary’s  meeting 
the  information  requirements  of  new  section  669(b),  added  by  section 
7(e)  of  the  bill. 

The  provisions  of  subchapter  J  which  remain  unchanged  by  the  bill 
will  continue  to  apply  as  under  existing  law.  Thus,  the  credit  allowed 
to  a  beneficiary  by  section  668(b)  for  U.S.  income  taxes  paid  by  the 
trust,  and  the  credit  against  tax  for  taxes  imposed  by  foreign  countries 
will  continue  to  be  available. 
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(e)  Limitation  on  tax.-— Section  7  (e)  of  the  bill  adds  a  new  section  669 
to  subpart  D  of  part  1  of  subcbapter  J  of  chapter  1  (relating  to  treat¬ 
ment  of  excess  distributions  by  trusts). 

SECTION  669.  SPECIAL  RULES  APPLICABLE  TO  CERTAIN  FOREIGN 

TRUSTS 

Section  669  provides  that  a  beneficiary  who  is  a  U.S.  person  and 
who  satisfies  certain  additional  requirements  may  elect  between  two 
methods  of  computing  the  limitation  on  tax  attributable  to  an  ac¬ 
cumulation  distribution  received  from  a  foreign  trust  created  by  a 
U.S.  person.  These  two  methods  are  in  addition  to  the  method  avail¬ 
able  to  the  beneficiary  of  computing  bis  tax  in  the  ordinary  way  by 
including  in  income  the  entire  amount  of  an  accumulation  distribution 
when  it  is  paid,  credited,  or  required  to  be  distributed.  The  addi¬ 
tional  requirements  referred  to  which  must  be  satisfied  by  the  bene¬ 
ficiary  are  those  provided  in  section  669(b),  relating  to  the  furnishing 
of  certain  information  by  the  beneficiary  with  respect  to  the  operation 
and  accounts  of  the  trust.  Information  may  be  required  to  be  fur¬ 
nished  for  each  taxable  year  of  the  trust  on  the  last  day  of  which  an 
amount  is  deemed  distributed  by  the  trust  under  section  666(a)  .  The 
nature  and  extent  of  the  information  required  is  to  be  determined  by 
regulations  prescribed  by  the  Secretary  of  the  Treasury  or  his  delegate. 

First  method  of  limiting  tax 

As  noted  above,  section  669(a)  provides  for  an  election  by  the 
beneficiary  as  between  two  methods  of  computing  the  limitation  on 
tax  attributable  to  the  receipt  of  an  accumulation  distribution.  The 
first  method  is  the  one  provided  by  existing  law,  and  which  is  now 
contained  in  the  next  to  the  last  sentence  of  section  668(a).  How¬ 
ever,  section  669(a)(2)(B)  provides  that  this  method  may  not  be 
elected  if  the  beneficiary  was  not  alive  on  the  last  day  of  each  pre¬ 
ceding  taxable  year  of  the  trust  with  respect  to  which  a  distribution 
is  deemed  made  under  section  666(a).  Thus,  if  a  portion  of  an 
amount  received  as  an  accumulation  distribution  was  accumulated  by 
the  trust  during  years  when  the  beneficiary  was  unborn,  the  benefi¬ 
ciary  is  not  permitted  to  elect  the  limitation  on  tax  provided  by 
section  669(a)(1)(A). 

Second  method  of  limiting  tax 

The  second  method  of  limiting  tax  is  provided  by  section  669(a) 
(1)(B).  Under  this  method  the  beneficiary’s  gross  income  for  the 
taxable  year  in  which  the  accumulation  distribution  is  paid,  credited, 
or  required  to  be  distributed  to  him  (determined  without  regard  to  the 
inclusion  in  income  required  by  section  668(a)  of  any  amount  other 
than  pursuant  to  section  669(a)(1)(B))  and  for  each  of  bis  2  taxable 
years  immediately  preceding  such  year  is  recomputed  solely  for  pur¬ 
poses  of  determining  the  limitation  on  the  beneficiary’s  tax  for  the 
current  year.  The  income  for  each  of  such  3  years  is  recomputed  by 
adding  thereto  an  amount  determined  by  dividing  the  amount  re¬ 
quired  to  be  included  in  income  under  section  668(a)  by  the  number 
of  preceding  taxable  years  of  the  trust  on  the  last  day  of  each  of  which 
an  amount  is  deemed  under  section  666(a)  to  have  been  distributed. 
There  is  then  computed  the  increase  in  tax  for  each  of  such  3  years 
attributable  to  the  increased  amount  of  gross  income.  The  aggregate 
of  the  increases  in  tax  for  such  3  years  is  divided  by  3  to  arrive  at  an 
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average  increase  in  tax  for  such  3  years.  This  average  increase  in  tax,, 
multiplied  by  the  number  of  preceding  taxable  years  of  the  trust 
from  the  income  of  which  the  distribution  is  made,  is  the  limitation  on 
the  beneficiary’s  tax  liability  (before  the  application  of  any  credit  for 
taxes  paid  by  the  trust  allowed  by  sec.  668(b))  with  respect  to  the 
accumulation  distribution. 

The  computation  made  under  the  alternate  election  provided  by 
section  669(a)(1)(B)  is  modified  in  two  cases.  When  an  accumula¬ 
tion  distribution  is  deemed  under  section  666(a)  to  have  been  dis¬ 
tributed  on  the  last  day  of  less  than  3  taxable  years  of  the  trust,  the 
taxable  years  of  the  beneficiary  for  which  a  recomputation  is  made 
under  section  669(a)(1)(B)  is  limited  to  the  number  of  years  to 
which  section  666(a)  applies,  commencing  with  the  most  recent 
taxable  year  of  the  beneficiary.  Also,  no  recomputation  of  gross 
income  is  to  be  made  for  a  beneficiary  for  a  taxable  year  for  which 
he  was  not  alive  on  the  last  day  thereof ;  and  if  the  beneficiary  has  no 
preceding  taxable  year,  the  recomputation  of  gross  income  is  made 
on  the  basis  of  his  taxable  year  without  regard  to  the  inclusion  in 
income  required  by  section  668(a)  of  any  amount  other  than  pursuant 
to  section  669(a)(1)(B). 

The  application  of  the  preceding  paragraph  may  be  illustrated  by 
the  following  examples:  Assume  that  a  foreign  trust  created  by  a 
U.S.  person  accumulates  $3,000  of  income  for  one  year  and  $7,000  for 
a  second  year  and  then  distributes  the  accumulated  income  on  Jan¬ 
uary  1,  1965,  to  a  beneficiary  who  is  a  U.S.  person.  The  limitation 
on  tax  computed  under  section  669(a)(1)(B)  would  be  determined  by 
recomputing  the  beneficiary’s  gross  income  for  1964  and  1965  by 
adding  $5,000  to  each  year.  If  the  same  distribution  were  made  to 
an  infant  who  was  born  in  1965,  the  limitation  on  tax  would  be 
computed  by  adding  $5,000  to  his  gross  income  for  such  year.  The 
resulting  increase  in  tax  would  be  multiplied  by  2  to  arrive  at  the 
limitation  on  the  increase  in  his  tax  for  1965  attributable  to  such 
distribution. 

Effect  of  prior  election 

Section  669(a)(3)  provides  special  rules  which  have  application 
when  a  beneficiary  who  is  a  U.S.  person  receives  a  second  or  succeeding 
accumulation  distribution  from  a  foreign  trust  created  by  a  U.S. 
person. 

If  a  beneficiary  has  elected  the  limitation  on  tax  provided  by  section 
669(a)(1)(B)  (the  second  method  described  herein)  with  respect  to  an 
accumulation  distribution,  and  with  respect  to  a  subsequent  accumu¬ 
lation  distribution  he  desires  to  elect  the  limitation  on  tax  provided 
by  section  669(a)(1)(A)  (the  method  provided  by  existing  law),  for 
purposes  of  computing  the  limitation  on  tax  with  respect  to  the 
subsequent  accumulation  distribution  the  income  of  any  year  with 
respect  to  which  an  amount  is  deemed  distributed  to  a  beneficiary 
under  section  666(a)  is  to  include  amounts  previously  deemed  distrib¬ 
uted  to  such  beneficiary  for  such  year  as  a  result  of  an  accumulation 
distribution  with  respect  to  which  an  election  under  section 
669(a)(1)(B)  was  made.  The  result  of  this  rule  is  to  require  that  for 
the  purposes  of  computing  the  limitation  on  tax  under  section 
669(a)(1)(A)  with  respect  to  an  accumulation  distribution,  all  previous 
elections  are  considered  to  have  been  made  under  section  669(a)(1)(A). 
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A  special  rule  is  also  provided  by  section  669(a)(3)  regardless  of  the 
limitation  on  tax  elected  with  respect  to  a  prior  accumulation  distri¬ 
bution  when,  with  respect  to  a  subsequent  accumulation  distribution, 
the  limitation  on  tax  provided  by  section  669(a)(1)(B)  is  elected  by 
the  beneficiary.  When  this  occurs  the  number  of  preceding  taxable 
years  of  the  trust  with  respect  to  which  an  amount  is  deemed  distrib¬ 
uted  to  a  beneficiary  under  section  666(a)  is  to  be  determined  without 
regard  to  any  such  year  with  respect  to  which  an  amount  was  pre¬ 
viously  deemed  distributed  to  such  beneficiary. 

(f)  Requirement  of  information  return. — Section  7(f)  of  the  bill 
amends  subpart  B  of  part  III  of  subchapter  A  of  chapter  61  (relating 
to  information  concerning  transactions  with  other  persons)  by  adding 
a  new  section  6047. 

SECTION  6047.  RETURNS  AS  TO  CREATION  OF  OR  TRANSFERS  TO  CERTAIN 

FOREIGN  TRUSTS 

Section  6047  provides  for  the  filing  of  an  information  return  on  or 
before  the  90th  day  after  the  creation  of  any  foreign  trust  by  a  U.S. 
person  or  after  the  transfer  of  any  money  or  property  to  a  foreign 
trust  by  a  U.S.  person.  The  return  is  to  be  in  such  form  and  is  to 
set  forth,  in  respect  of  the  foreign  trust,  such  information  as  the 
Secretary  of  the  Treasury  or  his  delegate  prescribes  by  regulation  as 
necessary  for  carrying  out  the  provisions  of  the  income  tax  laws. 
The  return  is  required  to  be  filed  by  the  grantor  in  the  case  of  an 
inter  vivos  trust,  the  fiduciary  of  an  estate  in  the  case  of  a  testamen¬ 
tary  trust,  or  by  the  transferor  to  a  foreign  trust,  as  the  case  may  be. 

(g)  Penalty  for  failure  to  file  return. — Section  7(g)  of  the  bill  amends 
subchapter  B  of  chapter  68  (relating  to  assessable  penalties)  by  adding 
a  new  section  6677. 

SECTION  6677.  FAILURE  TO  FILE  INFORMATION  RETURNS  WITH  RESPECT 

TO  CERTAIN  FOREIGN  TRUSTS 

Section  6677(a)  provides  that,  in  addition  to  any  criminal  penalty 
provided  by  law  (such  as  the  penalty  provided  by  sec.  7203  for  willful 
failure  to  file  a  return),  any  person  required  to  file  a  return  under  sec¬ 
tion  6047  who  fails  to  file  such  return  at  the  time  provided  in  such 
section,  or  who  files  a  return  which  does  not  show  the  information 
required  pursuant  to  such  section,  is  to  pay  a  penalty  equal  to  5  per¬ 
cent  of  the  amount  transferred  to  a  trust,  but  not  more  than  $1,000, 
unless  it  is  shown  that  such  failure  is  due  to  reasonable  cause. 

Section  6677(b)  provides  that  the  assessment  or  collection  of  any 
penalty  imposed  by  section  6677(a)  is  not  to  be  subject  to  the  defi¬ 
ciency  procedures  provided  by  subchapter  B  of  chapter  63  of  the  code. 

(h)  Definitions. — Section  7(h)  of  the  bill  amends  section  7701(a) 
(relating  to  definitions)  by  adding  paragraphs  (30)  and  (31).  Para¬ 
graph  (30)  defines  the  term  “U.S.  person”  to  mean  an  individual  who 
is  a  citizen  or  resident  of  the  United  States;  a  domestic  partnership;  a 
domestic  corporation;  and  any  estate  or  trust  (other  than  a  foreign 
estate  or  foreign  trust,  within  the  meaning  of  sec.  7701  (a)  (31)). 
Paragraph  (31)  defines  the  terms  “foreign  estate”  and  “foreign  trust” 
to  mean  an  estate  or  trust,  as  the  case  may  be,  the  income  of  which 
from  sources  without  the  United  States  is  not  includible  in  gross 
income  under  subtitle  A  of  the  code  (relating  to  income  taxes). 
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(i)  Technical  amendments. — Section  7(i)  of  the  bill  amends  the 
tables  of  sections  where  necessary  to  reflect  the  addition  of  the  new 
sections  added  by  the  bill. 

(j)  Effective  date. — The  amendments  made  by  section  7  of  the  bill 
(other  than  by  subsecs.  (f),  (g),  and  (h))  are  to  apply  with  respect  to 
distributions  made  after  the  date  of  the  enactment  of  the  bill.  The 
amendments  made  by  subsections  (f),  (g),  and  (h)  will  take  effect  on 
such  date  of  enactment. 

SECTION  8.  MUTUAL  INSURANCE  COMPANIES  (OTHER 
THAN  LIFE,  MARINE,  AND  CERTAIN  FIRE  OR  FLOOD 
INSURANCE  COMPANIES),  ETC. 

(a)  Imposition  oj  tax.— Subsection  (a)  of  section  8  of  the  bill, 
which  corresponds  to  subsection  (a)  of  section  10  of  the  bill  as  passed 
by  the  House,  amends  the  heading  and  table  of  sections  for  part  II 
of  subchapter  L  of  chapter  1  of  the  1954  Code  to  conform  them  to  the 
substantive  changes  made  by  the  bill.  In  addition,  subsection  (a)  in 
effect  strikes  out  existing  section  821  of  the  code  and  substitutes  a 
new  section  821,  relating  to  the  tax  on  mutual  insurance  companies  to 
which  part  II  applies. 

SECTION  821.  TAX  ON  MUTUAL  INSURANCE  COMPANIES  TO  WHICH  PART  II 

APPLIES 

(a)  Imposition  of  tax. — Subsection  (a)  of  the  new  section  821 
provides  the  general  rule  for  taxing  mutual  insurance  companies 
(including  interinsurers  and  reciprocal  underwriters).  The  tax 
will  not  apply  to  a  mutual  life  insurance  company,  or  to  a  mutual 
marine  or  mutual  fire  or  flood  insurance  company  subject  to  the  tax 
imposed  by  section  831  of  the  1954  Code.  In  addition,  the  tax  will 
not  apply  if  the  alternative  tax  imposed  by  the  new  section  821(c) 
(relating  to  alternative  tax  for  certain  small  companies)  applies. 
Also,  imder  subsection  (d)  of  section  8  of  the  bill  as  amended  by  your 
committee,  mutual  insurance  companies  (other  than  life  or  marine) 
whose  gross  receipts  (not  including  capital  gains)  for  the  taxable  year 
do  not  exceed  $150,000  will  be  exempt  from  tax  under  section  501(c) 
(15)  of  the  1954  Code. 

The  tax  imposed  by  the  new  section  821(a)  applies  to  each  taxable 
year  beginning  after  December  31,  1962.  The  tax  is  to  consist  of — 

(1)  a  normal  tax — 

(A)  in  the  case  of  taxable  years  beginning  before  July  1, 
1963,  of  30  percent  of  the  mutual  insurance  company  taxable 
income,  or  60  percent  of  the  amount  by  which  such  taxable 
income  exceeds  $6,000,  whichever  is  the  lesser;  and 

(B)  in  the  case  of  taxable  years  beginning  after  June  30, 
1963,  of  25  percent  of  the  mutual  insurance  company  taxable 
income,  or  50  percent  of  the  amount  by  which  such  taxable 
income  exceeds  $6,000,  whichever  is  the  lesser;  plus 

(2)  a  surtax  of  22  percent  of  the  mutual  insurance  company 
taxable  income  (computed  without  regard  to  the  deduction 
provided  in  section  242  for  partiallv  tax-exempt  interest)  in  excess 
of  $25,000. 

Under  existing  law  a  mutual  insurance  company  which  is  subject  to 
the  tax  on  investment  income  only  is  exempt  from  tax  if  its  mutual 
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insurance  company  taxable  income  does  not  exceed  $3,000.  Simi¬ 
larly,  existing  law  provides  special  notch  relief  if  such  a  company  has 
mutual  insurance  company  taxable  income  between  $3,000  and  $6,000. 
Under  the  bill,  companies  having  mutual  insurance  company  taxable 
income  (as  defined  in  the  new  sec.  821(b))  which  does  not  exceed 
$6,000  will  be  exempt  from  tax,  and  the  special  notch  provision  will 
apply  if  the  company  has  mutual  insurance  company  taxable  income 
between  $6,000  and  $12,000. 

(b)  Mutual  insurance  company  taxable  income  defined.- — -Subsection 
(b)  of  the  new  section  821  defines  the  term  “mutual  insurance  company 
taxable  income”  for  purposes  of  part  II  of  subchapter  L.  Under  this 
definition,  mutual  insurance  company  taxable  income  means  the 
amount  by  which — 

(1)  the  sum  of — 

(A)  the  taxable  investment  income  (as  defined  in  sec. 

822(a) (i)),  .  .  a  c  J  . 

(B)  the  statutory  underwriting  income  (as  defined  in 
sec.  823(a)(1)),  and 

(C)  the  amounts  required  by  section  824(d)  to  be  sub¬ 
tracted  from  the  protection  against  loss  account,  exceeds 

(2)  the  sum  of— 

(A)  the  investment  loss  (as  defined  in  sec.  822(a)(2)),  if 
any, 

(B)  the  statutory  underwriting  loss  (as  defined  in  sec. 
823(a)(2)),  if  any,  and 

(C)  the  unused  loss  deduction  provided  by  section  825(a). 
If  for  any  taxable  year  the  amount  determined  under  paragraph  (2)  of 
the  new  section  821(b)  exceeds  the  amount  determined  under  para¬ 
graph  (1)  of  the  new  section  821(b),  the  mutual  insurance  company 
taxable  income  shall  be  zero. 

(c)  Alternative  tax  for  certain  small  companies . — Paragraph  (1)  of 
the  new  section  821(c)  provides  an  alternative  tax  which  is  in  lieu  of 
the  tax  imposed  by  section  821(a)  for  taxable  years  beginning  after 
December  31,  1962.  Except  as  provided  in  section  821(c)(3)(B), 
this  tax  applies  in  the  case  of  every  mutual  insurance  company 
described  in  section  821(c)(3)(A)  and  consists  of — 

(1)  a  normal  tax — 

(A)  in  the  case  of  taxable  years  beginning  before  July  1, 
1963,  of  30  percent  of  the  taxable  investment  income,  or  60 
percent  of  the  amount  by  which  such  taxable  income  exceeds 
$3,000,  whichever  is  the  lesser;  and 

(B)  in  the  case  of  taxable  years  beginning  after  June  30, 
1963,  of  25  percent  of  the  taxable  investment  income,  or  50 
percent  of  the  amount  by  which  such  taxable  income  exceeds 
$3,000,  whichever  is  the  lesser;  plus 

(2)  a  surtax  of  22  percent  of  the  taxable  investment  income 
(computed  without  regard  to  the  deduction  provided  in  sec.  242 
for  partially  tax-exempt  interest)  in  excess  of  $25,000. 

Thus,  paragraph  (1)  of  the  new  section  821(c)  provides,  in  effect,  that 
certain  small  mutual  insurance  companies  shall  be  taxed  at  regular 
corporate  rates  on  taxable  investment  income  only.  Under  the  bill, 
such  companies  will  continue  to  be  taxed  the  same  as  under  present 
law,  except  that  the  alternative  1-percent  tax  will  not  apply.  Accord¬ 
ingly,  if  such  a  company  has  taxable  investment  income  of  less  than 
$3,000,  it  is  not  subject  to  tax,  and  if  the  taxable  investment  income 
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is  between  $3,000  and  $6,000,  it  is  entitled  to  special  notch  relief. 
Unless  such  a  company  makes  an  election  to  be  taxed  under  section 
821(a),  its  underwriting  gains  or  losses  will  not  be  taken  into  account 
for  purposes  of  determining  its  tax  liability. 

Paragraph  (2)  of  the  new  section  821(c),'  like  section  821(c)  of  exist¬ 
ing  law,  provides  a  special  tax  reduction  for  companies  subject  to  tax 
under  section  821.  Your  committee’s  amendments,  however,  provide 
for  larger  dollar  amounts.  Thus,  if  the  gross  amount  received  during 
the  taxable  year  from  the  items  described  in  section  822(b)  (other 
than  par.  (1)(D)  thereof)  and  premiums  (including  deposits  and 
assessments)  is  over  $150,000  but  less  than  $250,000,  the  tax  other¬ 
wise  computed  under  paragraph  (1)  of  section  821(c)  is  reduced  to  an 
amount  which  bears  the  same  proportion  to  such  tax  as  the  excess 
over  $150,000  bears  to  $100,000.  Under  the  bill  as  passed  by  the 
House,  if  the  gross  amount  received  during  the  taxable  year  from  items 
described  in  section  822(b)  (other  than  par.  (1)(D)  thereof)  and  pre¬ 
miums  (including  deposits  and  assessments)  was  over  $75,000  but  less 
than  $125,000,  the  tax  otherwise  computed  under  paragraph  (1)  of 
section  821(c)  was  reduced  to  an  amount  which  bore  the  same  propor¬ 
tion  to  such  tax  as  the  excess  over  $75,000  bore  to  $50,000.  However, 
this  special  relief  provision  is  to  apply  only  to  companies  which  are 
subject  to  the  tax  imposed  by  the  new  section  821(c)  and  is  not  to 
apply  in  the  case  of  companies  which  are  subject  to  the  tax  imposed 
by  the  new  section  821(a). 

Subparagraph  (A)  of  the  new  section  821(c)(3)  provides  that,  except 
as  provided  by  section  821(c)(3)(B),  every  mutual  insurance  company 
(other  than  a  life  insurance  company  and  other  than  a  fire  or  flood  or 
marine  insurance  company  subject  to  the  tax  imposed  by  sec.  831)  is 
to  be  subject  to  the  tax  imposed  by  section  821(c)  if  the  gross  amount 
received  during  the  taxable  year  from  the  items  described  in  section 
822(b)  (other  than  par.  (lj(D)  thereof)  and  premiums  (including 
deposits  and  assessments)  exceeds  $150,000  but  does  not  exceed 
$600,000.  The  $150,000  and  $600,000  are  amounts  increased  by  your 
committee’s  amendments  from  amounts  of  $75,000  and  $30(b000, 
respectively,  in  the  bill  as  passed  by  the  House. 

Subparagraph  (B)  of  the  new  section  821(c)(3)  provides  that  a 
mutual  insurance  company  described  in  section  821(c)(3)(A)  shall 
not  be  subject  to  the  alternative  tax  imposed  by  section  821(c)(1) 
for  the  taxable  year  if  there  is  in  effect  for  the  taxable  year  an 
election  made  by  such  company  under  section  821(d)  to  be  taxable 
under  section  821  (a),  of  if  there  is  any  amount  in  the  protection  against 
loss  account  of  such  company  at  the  beginning  of  the  taxable  year. 
Where  the  alternative  tax  treatment  for  certain  small  companies  does 
not  apply  by  reason  of  there  being  an  amount  in  the  protection  against 
loss  account  at  the  beginning  of  the  taxable  year,  the  bill  provides 
that  an  election  may  be  made  to  subtract  such  amount  from  the 
protection  against  loss  account  as  of  the  close  of  the  preceding  taxable 
year.  (See  sec.  824(d)(5).) 

(d)  Election  to  include  statutory  underwriting  income  or  loss. — Para¬ 
graph  (1)  of  the  new  section  821(d)  provides  that  any  mutual  insurance 
company  which  is  subject  to  the  tax  imposed  by  section  821(c)  may 
elect  to  be  subject  to  the  tax  imposed  by  section  821(a).  Paragraph 
(2)  provides  that  if  the  company  makes  such  an  election  it  shall  be 
subject  to  the  tax  imposed  by  section  821(a)  for  the  first  taxable  year 
for  which  the  election  is  made  and  for  all  taxable  years  thereafter 
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•unless  the  Secretary  of  the  Treasury  or  his  delegate  consents  to  a 
revocation  of  such  election.  Under  the  bill,  it  is  not  intended  to  per¬ 
mit  such  companies  an  annual  election  to  be  taxed  either  under  sub¬ 
jection  (a)  or  (c)  of  the  new  section  821.  However,  there  may  be 
some  situations  where  because  of  a  substantial  change  in  the  character 
•of  the  taxpayer’s  operations  there  would  be  an  undue  burden  or  mate¬ 
rial  hardship  if  such  taxpayer  were  not  permitted  to  revoke  its  prior 
•election.  Under  such  circumstances,  the  bill  provides  that  the  election 
may  be  revoked  with  the  consent  of  the  Secretary  of  the  Treasury  or 
his  delegate.  If,  however,  for  any  taxable  year  for  which  the  election 
would  otherwise  apply,  the  gross  amount  received  by  the  company 
•during  the  taxable  year  from  the  items  described  in  section  822(b) 
(other  than  par.  (1)(D)  thereof)  and  premiums  (including  deposits 
and  assessments)  does  not  exceed  $150,000,  such  election  will  ter¬ 
minate  automatically.  rIhus,  if  lor  any  taxable  yeai  after  such  a 
termination  such  a  company  has  gross  receipts  from  such  sources  of 
•over  $150,000  but  not  more  than  $600,000,  it  shall  be  subject  to  tax 
under  section  821(c)  unless  it  makes  a  new  election  to  be  taxed  under 

section  821(a).  .  .  ,  , 

(e)  No  U.S.  insurance  business. — Subsection  (e)  of  the  new  section 

821  is  identical  with  section  821(d)  of  existing  law  and  provides  that 
foreign  mutual  insurance  companies  (other  than  a  life  insurance 
company  and  other  than  a  fire,  flood,  or  marine  insurance  company 
subject  to  the  tax  imposed  by  sec.  831)  not  carrying  on  an  insurance 
business  within  the  United  States  are  not  to  be  subject  to  tax  undei 
part  II  of  subchapter  L  but  shall  be  taxable  as  other  foreign  corpo¬ 
rations.  (See  sec.  881  of  the  code.).  ,  ,  . 

(f)  Special  transitional  underwriting  loss. — Paragraph  (1)  of  this 
subsection,  for  which  there  is  no  corresponding  provision  m  the 
bill  as  passed  by  the  House,  provides  a  special  transitional  rule  for 
determining  the  mutual  insurance  company  taxable  income  of  every 
mutual  insurance  company  which  has  been  subject  to  the  tax  imposed 
by  this  section  (as  in  effect  before  enactment  of  this  subsection)  for 
the  6  taxable  years  immediately  preceding  January  1,  1963,  and  which 
has  incurred  an  underwriting  loss  for  at  least  5  of  such  6  taxable  years. 

Paragraph  (2)  of  the  new  section  821(f)  provides,  for  purposes  of 
this  part,  that  the  mutual  insurance  company  taxable  income  for  the 
taxable  year  of  a  company  described  in  paragraph  (1)  shall  be  the 
mutual  insurance  company  taxable  income  for  the  taxable  yeai  (de¬ 
termined  without  regard  to  this  subsection)  reduced  by  the  amount 

by  which —  .  .  ,  ,  * 

(A)  the  sum  of  the  underwriting  losses  of  such  company  lor 
the  6  taxable  years  prior  to  January  1,  1963,  reduced  by  the 
underwriting  gain  during  such  years,  exceeds 

(B)  the  total  amount  by  which  the  mutual  insurance  company 
taxable  income  was  reduced  by  reason  of  this  subsection  in  prior 
taxable  years. 

Paragraph  (3)  of  the  new  section  821(f)  provides  that  for  purposes 
■of  this  subsection  the  term  “underwriting  loss”  means  the  statutory 
underwriting  loss,  computed  without  any  deduction  undei  section 
824(a),  and  that  the  term  “underwriting  gain”  means  statutory 
underwriting  income,  computed  without  any  deduction  undei  section 
823(c)  or  any  deduction  under  section  824 (a). 

Paragraph  (4)  of  the  new  section  821(f)  provides  that  this  subsection 
shall  only  apply  with  respect  to  taxable  years  beginning  after  Decern- 
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ber  31,  1962,  and  before  January  1,  1968,  for  which  the  taxpayer  is 
subject  to  the  tax  imposed  by  section  821(a). 

(g)  Cross-references. — Subsection  (g)  of  the  new  section  821, 
corresponding  to  subsection  (f)  of  the  bill  as  passed  by  the  House,  con¬ 
tains  cross-references  to  section  501(c)  (15)  of  the  code  (relating  to 
exemption  from  tax  of  certain  mutual  insurance  companies)  and 
section  1201(a)  (relating  to  alternative  tax  in  case  of  capital  gains). 

SECTION  8.  MUTUAL  INSURANCE  COMPANIES  (OTHER 
THAN  LIFE,  MARINE,  AND  CERTAIN  FIRE  OR  FLOOD 
INSURANCE  COMPANIES),  ETC.  (Continued) 

(b)  Taxable  investment  income. — Subsection  (b)  of  section  8  of  the 
bill,  which  corresponds  to  subsection  (b)  of  section  10  of  the  bill  as 
passed  by  the  House,  contains  technical  amendments  to  sections  822 
and  823  of  the  code.  These  amendments,  in  effect,  retain  the  existing 
substantive  provisions  of  section  822  but  change  the  designation  of  the 
excess  of  gross  investment  income  (as  defined  in  sec.  822(b))  over  gross 
investment  deductions  (as  provided  in  sec.  822(c))  from  “mutual 
insurance  company  taxable  income”  to  “taxable  investment  income.” 

Subsection  (b)(1)  of  section  8  of  the.  bill  changes  the  heading  of 
section  822  to  refer  to  taxable  investment  income  and  amends  sec¬ 
tion  822(a)  to  define  the  terms  “taxable  investment  income”  and 
“investment  loss”  for  purposes  of  part  II  of  subchapter  L.  The  in¬ 
vestment  loss  is  the  excess  of  gross  investment  deductions  over  gross 
investment  income. 

Subsection  (b)(2)  of  section  8  of  the  bill  amends  section  822(c) 
of  the  code  (relating  to  deductions)  and  section  822(e)  of  the  code 
(relating  to  foreign  mutual  insurance  companies)  by  striking  out  the 
term  “mutual  insurance  company  taxable  income”  each  place  it 
appears  and  inserting  in  lieu  thereof  the  term  “taxable  investment 
income”.  This  amendment  conforms  to  the  amendment  to  section 
822(a). 

Subsection  (b)  (3)  of  section  8  of  the  bill  amends  section  822(c)(7) 
of  the  code  (relating  to  special  deductions)  and  provides  that  for 
purposes  of  paragraph  (7)  of  section  822(c),  in  applying  section  246(b) 
(relating  to  limitation  on  aggregate  amount  of  deductions  for  dividends 
received),  the  reference  in  section  246(b)  to  “taxable  income”  is  to  be 
treated  as  a  reference  to  “taxable  investment  income.” 

Subsection  (b)(4)  of  section  8  of  the  bill  redesignates  section  823 
of  the  code  (relating  to  other  definitions)  as  subsection  (f)  of  the  new 
section  822. 

(c)  Statutory  underwriting  income  or  loss. — Subsection  (c)  of  section 
8  of  the  bill,  which  corresponds  to  subsection  (c)  of  section  10  of  the 
bill  as  passed  by  the  House,  adds  (after  sec.  822(f),  as  redesignated  by 
subsec.  (b)(4)  of  sec.  8  of  the  bill)  a  new  section  823,  relating  to  deter¬ 
mination  of  statutory  underwriting  income  or  loss,  and  a  new  section 
824,  relating  to  adjustments  to  provide  protection  against  losses. 

SECTION  823.  DETERMINATION  OF  STATUTORY  UNDERWRITING  INCOME. 

OR  LOSS 

(a)  In  general. — -Paragraph  (1)  of  the  new  section  823(a)  defines 
the  term  “statutory  underwriting  income”  for  purposes  of  part  II 
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of  subchapter  L.  Under  this  definition,  statutory  underwriting  in¬ 
come  is  the  amount  by  which — 

(1)  the  gross  income  which  would  be  taken  into  account  in 
computing  taxable  income  under  section  832  if  the  taxpayer 
were  subject  to  the  tax  imposed  by  section  831,  reduced  by  the 
gross  investment  income  (as  determined  under  sec.  822(b)), 
exceeds 

(2)  the  sum  of — 

(A)  the  deductions  which  would  be  taken  into  account  in 
computing  taxable  income  if  the  taxpayer  were  subject  to 
the  tax  imposed  by  section  831,  reduced  by  the  deductions 
provided  in  section  822(c)  (relating  to  deductions  in  com¬ 
puting  taxable  investment  income),  plus 

(B)  the  deductions  provided  in  subsection  (c)  of  the  new 
section  823  (relating  to  special  deduction  for  small  company 
having  gross  amount  of  less  than  $1,200,000)  and  in  section 
824(a)  (relating  to  deduction  to  provide  protection  against 
losses) . 

Thus,  generally,  the  income  of  a  company  subject  to  tax  under  section 
821(a)  will  be  derived  from  the  income  as  computed  if  it  were  subject 
to  tax  under  section  831.  For  example,  under  existing  law,  mutual 
fire  and  casualty  insurance  companies  must  annually  accrue  all  market 
discount  attributable  to  the  taxable  year  on  bonds  or  securities  which 
they  hold.  (See  sec.  822(d)(2).)  For  purposes  of  computing  taxable 
investment  income  this  rule  will  continue  to  apply.  However,  since 
in  computing  statutory  underwriting  income,  taxable  investment 
income  is  subtracted  from  income  determined  as  if  the  company  were 
subject  to  tax  under  section  831,  and  since  market  discount  is  not 
required  to  be  annually  accrued  by  companies  subject  to  the  tax 
imposed  by  section  831,  the  effect  is  to  understate  what  would  other¬ 
wise  be  the  statutory  underwriting  income  by  an  amount  equal  to 
the  amount  of  such  accrual.  Accordingly,  the  net  effect  under  the 
bill,  is  that  mutual  fire  and  casualty  insurance  companies  subject 
to  the  tax  imposed  under  section  821(a)  will  treat  market  discount  in 
the  same  manner  as  such  item  is  presently  treated  in  the  case  of  a 
company  subject  to  tax  under  section  831.  In  the  case  of  a  company 
subject  to  tax  under  section  831,  any  income  attributable  to  market 
discount  is  subject  to  capital  gains  treatment  at  such  time  as  the  bond 
is  sold  or  redeemed. 

Paragraph  (2)  of  the  new  section  823(a)  provides  that,  for  purposes 
of  part  II  of  subchapter  L,  the  term  “statutory  underwriting  loss” 
means  the  amount  by  which  the  amount  referred  to  in  paragraph 
(1)(B)  of  the  new  section  823(a)  exceeds  the  amount  referred  to  in 
paragraph  (1)(A)  of  the  new  section  823(a). 

Paragraphs  (1)  and  (2)  of  the  new  section  823(a)  provide,  in  effect, 
that  for  purposes  of  determining  statutory  underwriting  income  or 
loss  for  the  taxable  year  a  mutual  insurance  company  subject  to  the 
tax  imposed  by  section  821(a)  must  first  take  into  account  the  same 
gross  income  and  deduction  items  (except  as  modified  by  sec.  823(b)) 
as  a  taxpayer  subject  to  tax  under  section  831  would  take  into  account 
for  purposes  of  determining  its  taxable  income  under  section  832. 
These  items  are  then  reduced  to  the  extent  that  they  include  amounts 
which  are  included  in  determining  taxable  investment  income  under 
section  822(a).  In  addition,  the  taxpayer  is  allowed  a  deduction  for 
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the  amount  determined  under  section  824(a)  (relating  to  deduction  to 
provide  protection  against  losses)  and,  in  the  case  of  a  company  having 
gross  receipts  of  less  than  $1,200,000,  an  additional  deduction  equal  to 
the  amount  determined  under  section  823(c)(1),  after  the  application 
of  the  limitation  provided  in  section  823(c)(2). 

(b)  Modifications. — Subsection  (b)  of  the  new  section  823  provides 
certain  modifications  to  the  general  rule  for  determining  statutory 
underwriting  income  or  loss  contained  in  section  823(a).  Paragraph 
(1)  of  section  823(b)  provides  that  for  purposes  of  applying  section 
823(a),  the  deduction  for  net  operating  losses  provided  by  section  172 
is  not  to  be  allowed.  (However,  a  company  is  allowed  an  unused 
loss  deduction  under  the  provisions  of  sec.  825.)  Paragraph  (2)  of 
the  new  section  823(b)  provides  a  special  rule  which  applies  in  the 
case  of  an  interinsurer  or  reciprocal  underwriter  which  is  subject  to 
the  tax  imposed  by  section  821(a).  This  rule  provides  that  if  such 
a  company,  before  the  16th  day  of  the  3d  month  following  the  close 
of  the  taxable  year,  credits  the  individual  account  of  each  of  its  sub¬ 
scribers  with  an  amount,  representing  savings  to  subscribers  for  the 
taxable  year,  which  it  would  be  obligated  to  pay  promptly  to  such 
subscriber  if  lie  terminated  his  contract  at  the  close  of  the  company’s 
taxable  year,  then — 

(1)  there  is  to  be  allowed  as  a  deduction  the  increase  for  the 
taxable  year  in  savings  credited  to  subscriber  accounts,  or 

(2)  there  is  to  be  included  as  an  item  of  gross  income  the 
decrease  for  the  taxable  year  in  savings  credited  to  subscriber 
accounts. 

Any  amount  representing  savings  credited  to  his  account  for  the 
taxable  year  is  to  be  treated  by  the  subscriber  as  a  dividend  paid  or 
declared  for  purposes  of  his  taxable  income.  Thus,  the  amount  of  any 
savings  credited  to  a  subscriber  within  the  meaning  of  this  section 
shall  be  taken  into  account  bjr  him  in  computing  his  income  to  the 
extent  that  the  cost  of  the  insurance  with  respect  to  which  the  savings 
are  credited  constitutes  a  business  expense. 

(c)  Special  deduction  for  small  company  having  gross  amount  of  less 
than  $1 ,200,000. — Subsection  (c)  of  the  new  section  823  is  identical  to 
the  bill  as  passed  by  the  House,  except  for  the  increase  in  the  gross 
amount  provided  by  your  committee’s  bill  and  relates  to  the  special 
deduction  for  certain  small  companies  having  gross  receipts  of  less  than 
$1,200,000.  Paragraph  (1)  of  the  new  section  823(c)  provides  that  if 
the  gross  amount  received  during  the  taxable  year  from  the  items 
described  in  section  822(b)  (other  than  par.  (1)(D)  thereof)  and  net 
premiums  (including  deposits  and  assessments)  is  less  than  $1,200,000, 
then,  subject  to  the  limitation  provided  in  paragraph  (2)  of  the  new 
section  823(c)  there  shall  be  allowed  an  additional  deduction  for  pur¬ 
poses  of  determining  statutory  underwriting  income  or  loss  (under 
subsec.  (a)  of  the  new  sec.  823)  for  the  taxable  year.  This  additional 
deduction  is  $6,000;  except  that  if  the  gross  amount  exceeds  $600,000, 
the  additional  deduction  is  limited  to  an  amount  equal  to  1  percent 
of  the  amount  by  which  $1,200,000  exceeds  such  gross  amount.  The 
special  deduction  provided  by  paragraph  (1)  does  not  apply  if  the  tax¬ 
payer  is  either  subject  to  the  tax  imposed  by  section  821(c)  (relating 
to  alternative  tax  for  certain  small  companies)  or  has  gross  amounts 
of  $1,200,000  or  more. 
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Paragraph  (2)  of  the  new  section  823(e)  provides  that  the  amount 
of  the  deduction  allowed  under  paragraph  (1)  of  the  new  section  823(c) 
is  not  to  exceed  the  statutory  underwriting  income  (as  defined  in  sec. 
823(a)(1))  for  the  taxable  year,  computed  without  regard  to  the 
deduction  under  paragraph  (1)  or  the  deduction  allowed  under  section 
824(a)  (relating  to  deduction  for  protection  against  losses). 

Example:  The  application  of  section  823(c)  may  be  illustrated  by 
the  following  example: 

Company  M,  a  mutual  insurance  company  subject  to  the  tax 
imposed  by  section  821(a),  has  the  following  items  for  the  taxable 
year  1963: 


Gross  amount  for  purposes  of  sec.  823(c)(1)------ - 

Gross  investment  income  (including  capital  gains) - 

Capital  gains - 

Gross  income  under  sec.  832 - 

Deductions  under  sec.  822(c) - ------ 

Deductions  under  sec.  832  (as  modified  by  sec.  823(b)) 


$800,  000 
150,  000 
100,  000 
900,  000 
142,  000 
866,  000 


Under  the  provisions  of  section  823(c), 
company  deduction  for  the  taxable  year 
puted  as  follows: 

Gross  amount  for  purposes  of  sec.  823(c)(1) 
Amount  by  which  $1,200,000  exceeds  item 


company  M’s  special  small 
1963  would  be  $4,000,  com- 


(1) 

(2) 

(3) 

(4) 

<5) 


(1)  ($1,200,000  minus 


$800,  000 


$800,000) _  4°0-  000 

1  percent  of  item  (2),  not  to  exceed  $6,000--- -  4,  000 

Gross  income  under  sec.  832,  reduced  by  gross  investment 

income  ($900,000  minus  $150,000) - - -  $750,  000 

Deductions  under  sec.  832  (as  modified  by  sec.  823  (b)) ,  re¬ 
duced  by  deductions  under  sec.  822(c)  ($866,000  minus 

$142,000) _  724>  00° 


(6)  Limitation  on  deduction  under  sec.  823(c)(1)  (excess,  if  any,  of 

item  (4)  over  item  (5)) - - - - - - - 777 '-“rri; - 

(7)  Deduction  under  sec.  823(c)(1)  (item  (3)  or  item  (6),  whichever 

is  the  lesser) - 


SECTION’  824.  ADJUSTMENTS  TO  PROVIDE  PROTECTION  AGAINST  LOSSES 

(a)  Allowance  of  deduction. — Paragraph  (1)  of  the  new  section 
824(a)  provides  that  for  purposes  of  determining  the  statutory  under¬ 
writing  income  or  loss  (as  defined  in  sec.  823(a))  for  any  taxable  year 
there  is  to  be  allowed  as  a  deduction  to  provide  protection  against 

losses  the  sum  of —  .  ,  .  , 

(1)  1  percent  of  the  losses  incurred  during  the  taxable  year  (as 

determined  under  sec.  832(b)(5));  plus 

(2)  25  percent  of  the  underwriting  gain  for  the  taxable  year; 

plus 

(3)  if  the  concentrated  windstorm,  etc.,  premium  percentage 
for  the  taxable  year  (as  defined  in  par.  (2)  of  the  new  sec.  824(a)) 
exceeds  40  percent,  the  amount  determined  by  applying  so  much 
of  the  concentrated  windstorm,  etc.,  premium  percentage  as  ex¬ 
cels  40  percent  to  the  underwriting  gain  for  the  taxable  year. 

This  paragraph  is  the  same  as  the  corresponding  provision  under  the 
bill  as  passed  by  the  House,  except  that  under  your  committee  s 
amendments  the  excess  of  the  premium  percentage  over  40  percent, 
instead  of  50  percent,  is  used  in  determining  that  part  of  the  protection 
against  loss  deduction  provided  by  subparagraph  (C). 

"For  purposes  of  paragraph  (1)  of  the  new  section  824(a),  the  term 
-'underwriting  gain”  means  the  statutory  underwriting  income  com- 
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puted  under  section  823(a)  without  regard  to  the  deduction  provided 
by  paragraph  (1)  of  the  new  section  824(a). 

Subparagraph  (C)  of  the  new  section  824(a)(1)  permits  an  addi¬ 
tional  deduction  for  protection  against  losses  in  the  case  of  certain 
companies  having  concentrated  windstorm,  etc.,  risks.  For  example, 
assume  that  for  the  taxable  year  1963,  W,  a  mutual  insurance  company 
subject  to  the  tax  imposed  by  section  821(a),  has  an  underwriting  gain 
(for  purposes  of  sec.  824(a))  of  $100.  Assume  further  that  W’s 
concentrated  windstorm,  etc.,  premium  percentage  (as  determined 
under  sec.  824(a)(2))  for  the  taxable  year  is  70  percent,  and  losses 
incurred  during  the  taxable  year  are  $1,000.  Under  the  provisions  of 
section  824(a),  W’s  deduction  for  protection  against  losses  for  1963 
would  be  $65.  Of  this  amount,  $10  (1  percent  of  losses  incurred,  or  1 
percent  of  $1,000)  is  due  to  the  application  of  section  824(a)(1)(A),  $25 
(25  percent  of  underwriting  gain,  or  25  percent  of  $100)  is  due  to  the 
application  of  section  824(a)(1)(B),  and  $30 — the  amount  determined 
by  multiplying  the  underwriting  gain  by  so  much  of  the  concentrated 
windstorm,  etc.,  premium  percentage  as  exceeds  40  percent,  or  30 
percent  (70  percent  minus  40  percent)  times  $100 — is  due  to  the 
application  of  section  824(a)(1)(C). 

Paragraph  (2)  of  the  new  section  824(a)  defines  the  term  “concen¬ 
trated  windstorm,  etc.,  premium  percentage.”  This  definition  is 
changed  from  that  of  the  bill  as  passed  by  the  House  only  by  the  addi¬ 
tion  in  the  bill  as  reported  of  a  provision  for  losses  arising  within  a 
200-mile  radius  of  any  point  selected  by  the  taxpayer.  Thus,  for  any 
taxable  year  the  percentage  is  obtained  by  dividing — - 

(1)  the  amount  of  the  premiums  earned  on  insurance  contracts 
during  the  taxable  year  (as  defined  in  sec.  832(b)(4)),  to  the 
extent  attributable  to  insurance  against  losses  arising  either  in 
any  one  State  or  within  200  miles  of  any  fixed  point  selected  by 
the  taxpayer  from  windstorm,  hail,  flood,  earthquake,  or  similar 
hazards,  by 

(2)  the  total  amount  of  the  premiums  earned  on  insurance 
contracts  during  the  taxable  year  (as  defined  in  sec.  832(b)(4)). 

The  taxpayer  may  annually  select,  within  the  period  of  limitation 
allowed,  any  geographical  area  permitted  by  this  paragraph.  For  ex¬ 
ample,  a  company  located  in  Springfield,  ill.,  may  in  one  year  use  as 
the  numerator  of  the  fraction  the  amount  of  premiums  attributable  to 
special  insurance  risks  located  within  the  State  of  Illinois;  in  the  second 
year  the  amount  of  premiums  attributable  to  such  insurance  risks 
located  within  200  miles  of  Peoria;  and  in  the  third  year  the  amount  of 
premiums  attributable  to  such  insurance  risks  located  within  200  miles 
of  Cedar  Rapids,  Iowa.  For  purposes  of  this  paragraph,  the  term 
“similar  hazards”  includes  tornadoes,  cyclones,  and  similar  natural 
phenomena  but  does  not  include  insurance  against  fires,  explosions, 
or  riots.  In  the  case  of  a  company  which  issues  contracts  insuring 
against  a  combination  of  risks,  some  of  which  are  included  under  this 
paragraph  and  some  of  which  are  not  included  under  this  paragraph, 
a  reasonable  allocation  of  the  premiums  earned  for  the  taxable  year 
with  respect  to  such  contracts  will  be  made  for  purposes  of  deter¬ 
mining  such  company’s  concentrated  windstorm,  etc.,  premium  per¬ 
centage  for  the  taxable  year. 

(b)  Protection  against  loss  account. — Subsection  (b)  of  the  new  sec¬ 
tion  824  requires  every  insurance  company  subject  to  the  tax  imposed 
by  section  821(a)  for  any  taxable  year  to  establish  and  maintain  a 
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protection  against  loss  account.  This  account  is  to  be  established  for 
taxable  years  beginning  after  December  31,  1962,  and  the  beginning 
or  opening  balance  of  such  account  is  to  be  zero. 

(c)  Additions  to  account. — Subsection  (c)  of  the  new  section  824 
relates  to  the  amount  which  is  to  be  added  to  the  protection  against 
loss  account  for  each  taxable  year  for  which  the  taxpayer  is  subject 
to  the  tax  under  section  821(a).  Subsection  (c)  of  the  new  section 
824  provides  that  the  amount  to  be  added  to  the  protection  against 
loss  account  is  to  be  an  amount  equal  to  the  deduction  for  protection 
against  kisses  provided  by  section  824(a)(1). 

(d)  Subtractions . — Paragraphs  (1),  (4),  and  (5)  of  the  new  section 
824(d)  sets  forth  the  amounts  which  are  to  be  subtracted  from  the 
protection  against  loss  account.  The  amount  which  is  required  to  be 
subtracted  under  section  824(d)  is  taken  into  account  under  section 
821(b)(1)(C)  for  purposes  of  determining  mutual  insurance  company 
taxable  income.  Except  for  the  amendments  described  bellow,  the 
subtractions  required  under  your  committee’s  bill  are  identical  with 
those  provided  in  the  bill  as  passed  by  the  House. 

Paragraph  (1)  of  the  new  section  824(d)  provides  that,  after  making 
the  additions  required  by  section  824(c)  for  the  taxable  year,  there 
shall  be  subtracted  from  the  protection  against  loss  account — 

(A)  first,  an  amount  equal  to  the  excess  (if  any)  of  the  protec¬ 
tion  against  loss  deduction  allowed  under  section  824(a)  for  the 
taxable  year  over  the  underwriting  gain  (as  defined  in  sec.  824(a) 
(1))  for  the  taxable  year, 

(BO  then,  the  amount  (if  any)  by  which— 

(i)  the  sum  of  the  investment  loss  for  such  year  and  the 
statutory  underwriting  loss  (reduced  bv  the  amount  referred 
to  in  subpar.  (A))  for  such  year,  exceeds  _ 

(ii)  the  sum  of  the  statutory  underwriting  income  and  the 
taxable  investment  income  for  such  taxable  year, 

(C)  next  (in  the  order  in  which  the  losses  occurred),  amounts 
equal  to  the  unused  loss  carryovers  to  such  taxable  year, 

(D)  next,  any  amount  remaining  which  was  added  to  the 
account  for  the  fifth  preceding  taxable  year,  minus  one-half 
of  underwriting  gain  remaining  in  the  account  for  such  taxable 
year  which  was  added  under  subsection  (a)(1)(B),  and 

(E)  finally,  the  amount  by  which  the  total  amount  in  the 
account  exceeds  whichever  of  the  following  is  the  greater: 

(i)  10  percent  of  premiums  earned  on  insurance  contracts 
during  the  taxable  year  (as  defined  in  sec.  832(b)(4))  less 
dividends  to  policyholders  (as  defined  in  sec.  832(c) (11)),  or 

(ii)  the  total  amount  in  the  account  at  the  close  of  the 
preceding  taxable  year. 

Under  the  bill  as  passed  by  the  House,  subparagraph  (A)  of  the 
new  section  824(d)(1)  provided  that  the  first  subtraction  from  the 
protection  against  loss  account  was  to  have  been  made  for  so  muck  of 
the  statutory  underwriting  loss  as  was  generated  either  by  the  deduc¬ 
tion  for  dividends  to  policyholders  (as  defined  in  sec.  832(c)  (11))  or 
by  the  deduction  provided  in  section  824(a)  for  protection  against 
losses.  Thus,  under  the  bill  as  passed  by  the  House,  any  underwriting 
loss  which  was  attributable  to  the  payment  of  policy  dividends  could 
not  be  applied  against  taxable  investment  income  unless  tbe  balance 
in  the  protection  against  loss  account  had  first  been  reduced  to  zero. 
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Your  committee  has  amended  subparagraphs  (A)  and  (B)  to  provide 
in  effect  that  any  portion  of  the  statutory  underwriting  loss  which  is 
attributable  to  the  deduction  for  dividends  to  policyholders  may  first 
be  applied  against  taxable  investment  income.  Under  your  commit¬ 
tee’s  amendments,  however,  no  portion  of  the  statutory  underwriting 
loss  which  is  attributable  to  the  deduction  for  protection  against  losses 
provided  in  section  824(a)  may  be  applied  against  taxable  investment 
income  since  it  is  applied  against  the  balance  in  the  protection  against 
loss  account. 

Under  subparagraph  (B)  of  the  new  section  824(d)(1),  the  statutory 
underwriting  loss  is  subtracted  from  the  protection  against  loss  account 
but  only  to  the  extent  that  such  loss  exceeds  the  taxable  investment 
income  and  the  amount  determined  under  subparagraph  (A)  for  the 
taxable  year.  The  adjustment  for  the  amount  subtracted  under 
subparagraph  (A)  is  required  by  reason  of  your  committee’s  amend¬ 
ment  to  subparagraph  (A),  and  prevents  the  same  item  from  being 
subtracted  from  the  protection  against  loss  account  more  than  once. 
In  addition,  subparagraph  (B)  provides  that  where  there  is  an  invest¬ 
ment  loss  for  the  taxable  year  such  loss  must  first  be  applied  against 
statutory  underwriting  income  and  then  any  remaining  amount  must 
be  applied  against  any  balance  in  the  protection  against  loss  account. 
Or,  if  there  is  both  a  statutory  underwriting  loss  after  the  reduction 
referred  to  in  subparagraph  (A)  and  an  investment  loss,  the  sum  of 
these  losses  must  be  so  applied.  Only  then  may  any  remaining  amount 
give  rise  to  an  unused  loss. 

Subparagraph  (D)  of  the  new  section  824(d)(1)  provides  for  the 
subtraction  of  certain  amounts  added  to  the  protection  against  loss 
account  for  any  taxable  year  under  section  824(c)  if  such  amounts 
remain  in  the  account  for  5  taxable  years.  Under  subparagraph  (D) 
of  the  new  section  824(d),  the  entire  amount  remaining  in  the  account 
from  the  fifth  preceding  taxable  year  which  was  added  by  reason  of 
section  824(a)(1)(A)  (relating  to  deduction  for  1  percent  of  losses  in¬ 
curred  during  the  taxable  year)  or  section  824(a)(1)(C)  (relating  to 
additional  deduction  for  certain  companies  having  concentrated  wind¬ 
storm,  etc. ,  risks)  is  to  be  subtracted  from  the  protection  against  loss 
account.  There  is  also  to  be  subtracted  under  subparagraph  (D)  of 
the  new  section  824(d)(1)  an  amount  representing  one-half  of  the 
amount  remaining  in  the  account  with  respect  to  such  fifth  preceding 
taxable  year  which  was  added  by  reason  of  section  824(a)(1)(B)  (relat¬ 
ing  to  deduction  for  25  percent  of  underwriting  gain  for  the  taxable 
year).  (For  a  special  rule  with  respect  to  a  reciprocal  making  the 
election  provided  in  sec.  826(a),  see  sec.  826(d).) 

Subparagraph  (E)  of  the  new  section  824(d)(1)  provides  (taking  into 
account  the  priority  rule  in  sec.  824(d)(3)(B)),  in  effect,  a  ceiling  on  the 
amount  which  can  be  added  to  and  remain  in  the  protection  against 
loss  account  for  the  taxable  year  for  which  the  amount  is  added.  Sub- 
paragraph  (E)  provides  that  if  the  total  amount  in  the  account  (as 
determined  under  sec.  824(d)(2))  exceeds  the  greater  of  (1)  10  per¬ 
cent  of  premiums  earned  on  insurance  contracts  during  the  taxable 
year  (as  defined  in  sec.  832(b)(4))  less  dividends  to  policyholders  (as 
defined  in  sec.  832(c)  (11)),  or  (2)  the  total  amount  in  the  account  at 
the  close  of  the  preceding  taxable  year,  then  the  amount  of  such  excess 
shall  be  subtracted  from  the  protection  against  loss  account. 

Paragraph  (2)  of  the  new  section  824(d)  contains  rules  for  determin¬ 
ing  the  ceiling  on  the  protection  against  loss  account.  It  provides 
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that  for  purposes  of  paragraph  (1)(E)  of  the  new  section  824(d),  the 
total  amount  in  the  account  is  to  be  determined— 

(1)  after  the  application  of  section  824(d)  without  regard  to 

paragraph  (1)(E)  thereof,  and  . 

(2)  without  regard  to  amounts  remaining  in  the  account  which 
were  added,  with  respect  to  all  taxable  years,  under  section 
824(a)(1)(C)  (relating  to  additional  deduction  to  provide  pro¬ 
tection  against  losses  for  certain  companies  having  concentrated 
windstorm,  etc.,  risks). 

Under  paragraph  (2)  of  the  new  section  824(d),  for  purposes  of  deter¬ 
mining  the  ceiling  on  the  protection  against  loss  account  in  the  case  ol 
a  company  having  concentrated  windstorm,  etc.,  risks,  any  amount 
added  to  the  account  by  reason  of  the  application  ol  section  824(a)(1) 
(C)  is  not  to  be  taken  into  account. 

Paragraph  (3)  of  the  new  section  824(d)  provides  rules  relating  to 
the  priority  in  which  the  subtractions  from  the  protection  against  loss 
account  are  to  be  made.  Under  paragraph  (3)  (A)  of  the  new  section 
824(d)  the  amounts  required  to  be  subtracted  from  the  protection 
against  loss  account  under  section  824(d)(1)  (A),  (B),  and  (C),  are  to 

be  made — ■  . 

(1)  first  (on  a  first-in,  first-out  basis)  from  amounts  in  the 
account  with  respect  to  the  5  preceding  taxable  years  and  the 
taxable  year,  and 

(2)  then  from  amounts  in  the  account  with  respect  to  earlier 
years. 

Under  paragraph  (3)(B)  of  die  new  section  824(d),  the  amounts  re- 
quired  to  be  subtracted  from  the  protection  against  loss  account 
under  section  824(d)(1)(E)  are  to  be  subtracted  only  from  amounts 
in  the  account  with  respect  to  the  taxable  year. 

Under  paragraph  (3)(C)  of  the  new  section  824(d),  if  the  amount 
to  be  subtracted  from  the  total  amounts  in  the  account  with  respect 
to  any  taxable  year  is  less  than  such  total,  the  amount  required  to 
be  subtracted  from  the  protection  against  loss  account  under  section 
824(d)(1)  (A),  (B),  (C),  and  (E)  is  to  be  subtracted  from  each  of  the 
amounts  referred  to  in  section  824(a)(1)  in  the  account  with  respect 
to  such  year  in  the  proportion  which  each  bears  to  the  total  amount 
in  the  account  with  respect  to  such  year,  tor  example,  assume  that 
for  the  taxable  year  1966,  N,  a  mutual  insurance  company  subject  to 
the  tax  imposed  by  section  821(a),  is  required  to  subtract  $60  from 
its  protection  against  loss  account  under  section  824(d)  (1)  (other  than 
under  subpar.  (E)).  Assume  that  the  total  amount  in  the  account 
for  1963  (the  first  preceding  taxable  year  for  which  additions  to  the 
account  were  made)  is  $100.  Assume  further  that  ol  this  $100  bal¬ 
ance,  $30  is  due  to  the  application  of  section  824(a)(1)(A),  $50  is  due 
to  the  application  of  section  824(a)(1)(B),  and  $20  is  due  to  the 
application  of  section  824(a)  (1)  (C) .  Under  paragraph  (3)  (C)  ol  the 
new  section  824(d),  since  the  amount  to  be  subtracted  from  the  bal¬ 
ance  in  the  account  with  respect  to  1963  is  less  than  such  balance, 
the  amount  to  be  subtracted  from  each  of  the  amounts  in  the  account 
with  respect  to  such  taxable  year  shall  be  in  the  proportion  which 
each  bears  to  such  total.  Accordingly,  the  amount  in  the  account 
by  reason  of  the  application  of  section  824(a)(1)(A)  shall  be  reduced 
by  $18  (30/100XS60).  The  amount  in  the  account  with  respect  to- 
the  application  of  section  824(a)(1)(B)  shall  be  reduced  by  $30 
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(50/1 00 X  $60).  The  amount  in  the  account  with  respect  to  the  appli¬ 
cation  of  section  824(a)(1)(C)  shall  be  reduced  by  $12  (20/100X$60). 

Paragraph  (4)  of  the  new  section  824(d)  provides  that  if  the  taxpayer 
is  not  subject  to  tax  under  part  II  of  subchapter  L  for  any  taxable 
year,  the  entire  amount  in  the  protection  against  loss  account  at  the 
close  of  the  preceding  taxable  year  is  to  be  subtracted  from  the  account 
in  such  preceding  taxable  year  and  included  in  mutual  insurance 
company  taxable  income  (as  defined  in  sec.  821(b))  for  such  preceding 
taxable  year. 

Paragraph  (5)  of  the  new  section  824(d)  provides  that  for  apy  tax¬ 
able  year  for  which  the  company  is  subject  to  the  tax  imposed  by 
section  821(a),  it  may  elect  to  subtract  from  its  protection  against 
loss  account  any  amount  which,  except  for  the  application  of  this 
election,  would  be  in  such  account  as  of  the  close  of  such  taxable  year. 
The  amount  elected  to  be  subtracted  from  the  protection  against 
loss  account  is  to  be  included  in  mutual  insurance  company  taxable 
income  (as  defined  in  sec.  821(b))  for  the  taxable  year.  The  election 
must  be  made  after  the  close  of  the  taxable  year  for  which  it  is  to 
apply  and  not  later  than  the  time  prescribed  by  law  for  filing  the 
return  (including  extensions  thereof)  for  the  taxable  year  following 
such  taxable  year,  and  in  such  manner  and  form  as  the  Secretary  of 
the  Treasury  or  his  delegate  may  by  regulations  prescribe.  The 
election  is  to  apply  only  with  respect  to  the  taxable  year  for  which  it 
is  made  and  once  such  an  election  has  been  made  it  may  not  subse¬ 
quently  be  revoked. 

Examples. — The  application  of  new  section  824(d)  may  be  illus¬ 
trated  by  the  following  examples: 

Example  1. — For  the  taxable  year  1969,  X,  a  mutual  insurance 
company  subject  to  the  tax  imposed  by  section  821(a),  has  taxable 
investment  income  of  25  and  a  statutory  underwriting  loss  of  22  (in¬ 
cluding  a  protection  against  loss  deduction  of  7  which  is  entirely  attrib¬ 
utable  to  the  application  of  sec.  824(a)(1)(A)).  The  following  table 
shows  the  protection  against  loss  account  of  X  before  and  after  the 
application  of  section  824(d)  for  the  taxable  year  1969: 


1963 

1964 

1965 

1966 

1967 

1968 

1969 

Protection  against  loss  account:  Balance  remaining  in  ac¬ 
count  with  respect  to  each  taxable  year  (before  applica¬ 
tion  of  sec.  824(d)) . . . . 

3 

1 

1 

1 

2 

1 

7 

Balance  remaining  in  account  with  respect  to  each  taxable 
year  (after  application  of  sec.  824(d)) . 

3 

0 

0 

0 

0 

0 

6 

Under  the  provisions  of  section  824(d)(1)(A),  for  the  taxable  year 
1969,  X  would  subtract  7  from  its  protection  against  loss  account 
(the  amount  by  which  the  protection  against  loss  deduction  allowed 
under  sec.  824(a)  for  the  taxable  year  exceeds  the  underwriting 
gain  for  the  taxable  year,  or  7  minus  0).  Under  the  provisions  of 
section  824(d)(3)(A),  since  the  subtractions  are  to  be  made  with 
respect  to  amounts  in  the  account  for  the  5  preceding  taxable  years 
and  the  taxable  year  on  a  first-in,  first-out  basis,  X  would  first  apply 
the  amount  to  be  subtracted  to  the  amount  in  the  account  with 
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respect  to  1964,  1965,  1966,  1967,  and  1968,  in  that  order.  This 
would  reduce  the  total  amount  in  the  account  with  respect  to  such 
taxable  years  by  6,  and  the  balance  in  the  account  with  respect  to 
each  of  the  taxable  years  1964  through  1968  would  be  reduced  to 
zero.  The  remaining  amount  required  to  be  subtracted  under  sec¬ 
tion  824(d)(1)(A),  1  (7  minus  6),  would  then  be  subtracted  from  the 
amount  added  to  the  account  for  the  taxable  year,  7  (an  amount 
equal  to  the  protection  against  loss  deduction  for  the  taxable  year 
1969),  leaving  a  balance  of  6  (7  minus  1)  in  the  account  with  respect 
to  1969.  No  proration  of  the  subtraction  from  the  amount  in  the 
account  for  1969  is  required  under  section  824(d)(3)(C)  since  the 
entire  amount  added  to  the  account  in  1969  was  added  by  reason  of 
section  824(a)(1)(A). 

Example  2. — Assume  the  facts  are  the  same  as  in  example  1,  except 
that.  X  has  taxable  investment  income  of  7  (instead  of  25)  for  the 
taxable  year  1969.  After  the  application  of  section  824(d)  for  the 
taxable  year  1969,  the  results  would  be  as  follows: 


Protection  against  loss  account 


1963 

1964 

1965 

1966 

1967 

1968 

1969 

Balance  remaining  in  account  with  respect  to  each  taxable 

1 

0 

0 

0 

0 

0 

ft 

Under  the  provisions  of  section  824(d)(1),  for  the  taxable  year  1969,. 
X  would  subtract  15  from  its  protection  against  loss  account.  Of  this 
amount,  7  would  be  attributable  to  the  application  of  section  824(d) 
(1)(A)  (i.e.,  the  amount  by  which  the  protection  against  loss  deduc¬ 
tion  allowed  under  sec.  824(a)  for  the  taxable  year  exceeds  the  under¬ 
writing  gain  for  the  taxable  year,  or  7  minus  0),  and  8  would  be  at¬ 
tributable  to  the  application  of  section  824(d)(1)(B)  (i.e.,  the  amount 
by  which  the  statutory  underwriting  loss  for  the  taxable  year,  reduced 
by  the  amount  determined  under  sec.  824(d)(1)(A),  exceeds  the  tax¬ 
able  investment  income  for  the  taxable  year,  or  the  amount  by  which 
15  (22  minus  7)  exceeds  7).  Under  section  824  (d)(3)  (A)  (i),  this  sub¬ 
traction  would  be  made  (on  a  first-in,  first-out  basis)  from  amounts  in 
the  account  with  respect  to  1964,  1965,  1966,  1967,  1968,  and  1969,  in 
that  order.  This  would  reduce  the  total  amount  in  the  account  with 
respect  to  such  taxable  years  by  13,  and  the  balance  in  the  account 
with  respect  to  each  of  the  taxable  years  1964  through  1969  would  be 
reduced  to  zero.  Under  the  provisions  of  section  824(d)  (3)  (A)  (ii) ,  the 
remaining  amount  required  to  be  subtracted  under  section  824(d)  (A),  2 
(15  minus  13),  would  then  be  subtracted  from  the  amount  in  the  ac¬ 
count.  with  respect  to  1963  (i.e,,  the  amount  representing  one-half  of 
the  amount  added  by  reason  of  sec.  824(a)(1)(B)  which  wras  not  re¬ 
quired  to  be  subtracted  from  the  protection  against  loss  account  under 
sec.  824(d)(1)(D)  in  1968).  Thus,  the  amount  in  the  account  with 
respect  to  1963  would  be  reduced  to  1  (3  minus  2). 

Example  3. — Assume  that  Y,  a  mutual  insurance  company  subject 
to  tax  under  section  821(a),  has  a  protection  against  loss  account 
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which  reflects  the  following  items  for  the  taxable  years  1963  through 
Additions  to  protection  against  loss  account 


1963 

1964 

1965 

1966 

1967 

1968 

Additions: 

1  percent  of  losses  incurred _ _ 

15 

20 

60 

60 

60 

60 

25  percent  of  underwriting  gain _ 

60 

20 

40 

50 

45 

45 

Additional  deduction  for  concentrated  risks _ 

0 

0 

5 

5 

0 

0 

Total.. _ _ 

75 

40 

105 

115 

105 

105 

Y,  in  computing  mutual  insurance  company  taxable  income  for  1968, 
is  required  to  subtract  from  the  account  with  respect  to  1963  the 
entire  amount  of  the  1  percent  of  losses  incurred  added  for  1963  (15) 
and  one-half  of  the  underwriting  gain  (30)  added  for  such  year.  Upon 
taking  into  account  these  subtractions,  the  balance  in  the  protection 
against  loss  account  with  respect  to  1963  is  30  (the  one-half  remaining 
in  the  account  after  the  application  of  par.  (1)(D)  of  sec.  824(d)). 

Assume,  further,  that  for  the  taxable  year  1969,  Y  has  taxable  in¬ 
vestment  income  of  50,  underwriting  gain  of  80,  resulting  because  of 
incurred  losses  of  4,000,  expenses  of  1,000,  and  premiums  earned  less 
dividends  to  policyholders  of  5,080.  Under  section  824(a),  the  pro¬ 
tection  against  loss  deduction  for  1969  is  60.  After  applying  section 
824(c),  but  before  applying  section  824(d)  for  1969,  the  protection 
against  loss  account  as  of  the  close  of  1969  (after  subtracting  in  1968 
the  45  amount  with  respect  to  1963)  would  be  as  follows: 


Protection  against  loss  account 


1963 

1964 

1965 

1966 

1967 

1968 

1969 

Additions: 

1  percent  of  loss  incurred  .  . 

0 

20 

60 

60 

60 

60 

40 

25  percent  of  underwriting  gain.. 

30 

20 

40 

50 

45 

45 

20 

Additional  deduction  for  concentrated 

risks _ _ 

0 

0 

5 

5 

0 

0 

0 

Total  with  respect  to  taxable  year _ 

30 

40 

105 

115 

105 

105 

60 

Total  (as  of  end  of  each  year  before 
1969  subtractions) _ 

30 

70 

175 

290 

395 

500 

560 

After  making  the  addition  to  the  protection  against  loss  account  for 
1969  and  obtaining  the  results  shown  in  the  table  above,  Y  is  required 
to  make  the  subtractions  for  1969  from  the  account.  These  subtrac¬ 
tions  may  be  summarized  as  follows: 


Subtractions  under  section  82J+{d)  for  1969 


Taxable  year  with  respect  to  which  amount 
is  subtracted 

1963 

1964 

1965 

1966 

1967 

1908 

1969 

Par.  (1) (A)  subtraction . . . 

0 

0 

0 

o 

o 

o 

Par.  (1)  ( B)  subtraction _ _ 

0 

0 

0 

o 

o 

o 

Par.  (1) (C)  subtraction . . 

0 

0 

0 

o 

o 

o 

Par.  (1)(D)  subtraction _ 

0 

1  30 

o 

o 

o 

Par.  (1)(E)  subtraction _ 

0 

0 

0 

o 

o 

o 

Pars.  (4)  and  (5)  subtraction _ 

0 

o 

0 

0 

0 

0 

0 

1  20  represents  the  amount  added  for  1964  with  reference  to  incurred  losses;  10  represents  one-half  of  the 
amount  added  for  1964  with  reference  to  underwriting  gain. 
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After  determining  the  subtractions  with  respect  to  years  before 
1969,  the  next  step  is  to  determine  whether  any  subtraction  is  required 
for  the  taxable  year  1969  under  section  824(d)(1)(E).  Since  the  total 
balance  in  the  account  after  the  application  of  section  824(d)  (other 
than  par.  (1)(E)  thereof),  520  (560  minus  30,  and  excluding  10  added 
to  the  account  by  reason  of  the  additional  deduction  for  protection 
against  losses  for  concentrated  windstorm,  etc.,  companies  provided 
by  sec.  824(a)(1)(C)),  exceeds  10  percent  of  premiums  earned  on 
insurance  contracts  during  the  taxable  year  less  dividends  to  policy¬ 
holders,  508  (10  percent  of  5,080),  Y  would  be  subject  to  the  ceiling 
on  the  protection  against  loss  account  for  the  taxable  year  1969  and 
would  be  required  to  subtract  12  (the  excess  of  520  over  508)  from  the 
account  under  section  824(d)(1)(E).  Under  the  provisions  of  section 
824(d)(3)(B)  this  subtraction  would  be  made  only  from  amounts  in 
the  account  with  respect  to  the  taxable  year  1969.  Under  the  provi¬ 
sions  of  section  824(d)(3)(C),  however,  since  the  amount  to  be  sub¬ 
tracted,  12,  is  less  than  the  total  amount  added  to  the  account  for  the 
taxable  year,  60  (40  plus  20),  the  subtractions  under  section  824 
(d)(1)(E)  would  be  applied  ratably  against  each  of  the  amounts  added 
to  the  account  for  the  taxable  year.  Thus,  the  amount  remaining  in 
the  account  with  respect  to  section  824(a)(1)(A)  for  the  taxable  year 
1969,  would  be  32  (40  minus  40/60X12,  or  40  minus  8),  and  the 
amount  remaining  in  the  account  with  respect  to  section  824(a)(1)(B) 
for  the  taxable  year  1969,  would  be  16  (20  minus  20/60X12,  or  20 
minus  4). 

Based  on  these  facts,  Y’s  mutual  insurance  company  taxable  income 
for  1969  would  be  112  (the  sum  of  taxable  investment  income  of  50, 
plus  statutory  underwriting  income  of  20  (underwriting  gain  minus 
protection  against  loss  deduction,  or  80  minus  60),  plus  subtractions 
from  the  protection  against  loss  account  under  sec.  824(d)  of  42). 

SECTION  825.  UNUSED  LOSS  DEDUCTION 

(a)  Amount  oj  deduction. — Subsection  (a)  of  the  new  section  825 
provides  that,  for  purposes  of  part  II  of  subchapter  L,  the  unused 
loss  deduction  (used  in  the  determination  of  mutual  insurance  company 
taxable  income  under  sec.  821(b))  shall  be  an  amount  equal  to  the 
unused  loss  carryovers  and  carrybacks  to  the  taxable  year. 

(b)  Unused  loss  defined. — Subsection  (b)  of  the  new  section  825 
defines  the  term  “unused  loss,”  for  purposes  of  part  II  of  subchapter  L, 
as  the  amount  by  which — 

(1)  the  sum  of  the  statutory  underwriting  loss  (as  defined  in 
sec.  823(a)(2))  and  the  investment  loss  (as  defined  in  sec. 
822(a)(2)),  exceeds- — - 

(2)  the  sum  of — 

(A)  the  taxable  investment  income  (as  defined  in  sec. 
822(a)(1)), 

(B)  the  statutory  underwriting  income  (as  defined  in  sec. 
823(a)(1)),  and 

(C)  the  amounts  required  to  be  subtracted  from  the  pro¬ 
tection  against  loss  account  under  section  824(d). 

If  the  sum  of  the  items  under  (1)  does  not  exceed  the  sum  of  items 
under  (2),  the  unused  loss  is  zero. 
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(c)  Loss  year  defined. — Subsection  (c)  of  the  new  section  825  defines 
as  the  loss  year,  for  purposes  of  part  II  of  subchapter  L,  any  taxable 
year  in  which  a  company  subject  to  the  tax  imposed  by  section  821(a) 
has  an  unused  loss  which  is  more  than  zero. 

(d)  Years  to  which  carried. — Subsection  (d)  provides  that  the  unused 
loss  for  any  loss  year  is  to  be  an  unused  loss  carryback  to  each  of  the 
3  taxable  years  preceding  the  loss  year  and  an  unused  loss  carryover 
to  each  of  the  5  taxable  years  following  the  loss  year'.  (For  certain 
taxable  years  to  or  from  which  an  unused  loss  may  not  be  carried,  see 
section  825(g).) 

(e)  Amount  oj  carrybacks  and  carryovers. — Subsection  (e)  of  the  new 
section  825  provides  that  for  any  loss  year,  the  entire  amount  of  the 
unused  loss,  determined  under  the  provisions  of  section  825(b),  shall 
be  carried  to  the  earliest  of  taxable  vears  to  which  such  loss  mav  be 
carried  under  section  825(d)  (subject  to  the  limitations  of  sec.  825(g)). 
The  amount  of  the  unused  loss  carried  to  each  of  the  other  taxable 
year  (permitted  under  section  825(d)),  following  the  earliest  taxable 
year  shall  be  the  excess  of  such  loss  over  the  sum  of  the  offsets  for  each 
taxable  year  preceding  the  taxable  year  to  which  the  loss  is  carried. 

(f)  Ofifset  defined. — Subsection  (f)  of  the  new  section  825  defines  the 
term  “offset,”  for  purposes  of  section  824(e)  and  provides  that  the 
taxable  year  to  which  an  unused  loss  is  carried  is  to  be  referred  to  as  the 
“offset  year.”  “Offset”  is  defined  as  the  mutual  insurance  company 
taxable  income  for  the  offset  year  in  the  case  of  an  unused  loss  carry¬ 
back  from  the  loss  year  to  the  offset  year.  In  the  case  of  an  unused 
loss  carryover  from  the  loss  year  to  the  offset  year,  the  offset  is  the 
sum  of  the  amount  required  to  be  subtracted  from  the  protection 
against  loss  account  under  section  824(d)(1)(C)  for  the  offset  year  and 
the  mutual  insurance  company  taxable  income  for  the  offset  year. 
For  pui’poses  of  computing  the  offset,  the  mutual  insurance  company 
taxable  income  for  the  offset  year  (as  defined  in  sec.  821(b))  shall  be 
determined  without  regard  to  any  loss  carryback  or  carryover  to  the 
offset  year  from  the  loss  year,  or  any  year  thereafter. 

Example:  The  application  of  section  825  may  be  illustrated  by  the 
following  example : 

for  the  taxable  year  1967,  F,  a  mutual  insurance  company  subject 
to  the  tax  imposed  by  section  821(a),  has  the  following  items: 


Taxable  investment  income _  _  1 

Underwriting  loss _ " " _ ~ ” _ ’ _ ""II  59 

Addition  to  protection  against  loss  account _  g 

Statutory  underwriting  loss _ I__I _  67 


As  explained  below,  the  subtractions  from  protection  against  loss 
account  are  as  follows: 

Amount  subtracted  from  amounts  in  account  with  respect  to  taxable  vears 

1963  through  1966 _  jg 

Amount  subtracted  from  amounts  in  account  with  respect  to  taxable  year 

1967 -  o 


Total  subtractions  from  protection  against  loss  account  under  sec. 

824(d) -  26 
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The  application  of  section  825  in  this  case  may  be  illustrated  by  the 
facts  and  results  shown  in  the  following  table  and  explained  below. 


Taxable  year— 

1963 

1964 

| 

1965  j 

1966 

1967 

1968 

Protection  against  loss  account: 

6 

2 

3 

7 

S 

7 

Subtraction  from  account  during  taxable  year..... 
Protection  against  loss  account  (at  end  of  year). 
Protection  against  loss  account  (at  end  of  tax- 

0 

6 

0 

0 

2 

0 

0 

3 

0 

0 

7 

0 

8 

0 

0 

7 

0 

0 

0 

0 

0 

0 

0 

40 

35 

25 

0 

0 

0 

0 

0 

40 

35 

25 

0 

Mutual  insurance  company  taxable  mcome  (com- 

13 

6 

10 

7 

0 

2 

Mutual  insurance  company  taxable  mcome  (com- 

13 

0 

0 

0 

0 

0 

9 

0 

6 

10 

7 

0 

0 

5 

16 

22 

- * - 

1967:  Under  the  provisions  of  section  825(b),  F’s  unused  loss  for 
1967  is  40,  the  amount  by  which  the  sum  of  the  statutory  under¬ 
writing  loss  and  the  investment  loss,  67  (67  plus  0),  exceeds  the  sum 
of  the  taxable  investment  income,  the  statutory  underwriting  incom  , 
and  the  amounts  required  to  be  subtracted  from  the  protection  against 
loss  account  under  section  824(d)  for  the  taxable  year,  27  (the  sum  of 

l’  1 967  ^carrybadc^to^l 964 •  Under  the  provisions  of  section  825(e), 
thfentounted  loss  (or  be?  of  40  is  carried  back  to  1964  the  eartat 
year  to  which  the  loss  may  be  earned  under  section  825(d).  bince 
there  are  no  other  amounts  carried  to  1964,  the  unused  loss  deduc¬ 
tion  for  1964  is  40.  Thus,  after  taking  the  unused  loss  deduction 
into  account,  the  mutual  insurance  company  taxable  mcome  lor  1964 
is  zero,  and  the  offset  for  1964  is  5  (the  mutual  insurance  company 
taxable  income  for  1964  determined  without  regard  to  the  unused 
loss  carryback  from  1967  or  any  year  thereafter).  inft7 

1967  carryback  to  1966:  The  portion  of  the  nnused  loss  for  1967 
which  is  earned  back  to  1965  is  35  (40  minus  5,  the  offset  for  1964) 
After  taking  the  underwriting  loss  deduction  into  account  the  mu  u 
insurance  rampany  taxable  income  for  1965  is  zero.  The  offset  for 
1965  is  10,  the  mutual  insurance  company  taxable  income  for  1965 
determined  without  regard  to  any  unused  loss  carryback  or  carryover 

from  1967  or  any  year  thereafter.  1QR7 

1967  carryback  to  1966:  The  portion  of  the  unused  loss1^r  ,U  ^ 
which  is  carried  back  to  1966  is  25.  This  amount  is  the  excess  of  the 
underwriting  loss  for  1967  of  40  over  the  sum  of  the  offset  for  1965  (5) 
and  the  offset  for  1966  (10).  Thus,  as  a  result  of  the  unused  joss  for 
1967,  the  mutual  insurance  company  taxable  income  lor  lv 

reduced  to  zero.  The  offset  for  1966  is  7.  ooK/yn  fi1P 

1967  carryover  to  1968:  Under  the  provisions  of  section  825(d)  the 
portion  of  the  unused  loss  for  1967  which  is  earned  forward  to  1968  is 
18  (40  minus  the  sum  of  10,  5,  and  7,  the  offsets  for  1964,  1965,  and 
1966  respectively).  Under  section  825(f)(2),  this  amount  is  las 
applied  against  any  amounts  in  the  protection  against  loss  account  at 
the  end  of  1968,  and  is  then  applied  against  the  mutual  msmance 
■company  taxable  income  for  1968.  Thus,  assuming  that  there  are 
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no  other  subtractions  from  its  protection  against  loss  account  under 
section  824(d)  for  1968,  F’s  protection  against  loss  account  of  7  is 
reduced  to  zero  by  reason  of  the  subtraction  under  section  824  (d)  (1)  (C) . 
The  remaining  portion  of  the  unused  loss  for  1967  which  is  carried 
to  1968,  11  fl8  minus  7,  the  amount  of  the  unused  loss  carryover  to 
1968  which  is  subtracted  from  the  protection  against  loss  account 
under  sec.  824(d)(1)(C)),  is  then  applied  against  the  mutual  insurance 
company  taxable  income  for  1968.  Thus,  after  the  application  of  the 
unused  loss  deduction  for  1968,  the  mutual  insurance  company  taxable 
income  for  1968  is  zero.  The  offset  for  1968  is  9,  the  sum  of  the 
amount  required  to  be  subtracted  from  the  protection  against  loss 
account  under  section  824(d)(1)(C)  for  1968  (7),  plus  the  mutual 
insurance  company  taxable  income  for  1968,  determined  without  re¬ 
gard  to  the  unused  loss  carryover  from  1967  or  any  unused  loss  carry¬ 
back  from  1967  or  any  year  thereafter  (2).  The  remaining  9  of  the 
unused  loss  for  1967  (40  minus  the  sum  of  10,  5,  7,  and  9,  the  offsets 
for  1964,  1965,  1966,  and  1968,  respectively),  is  carried  forward  to 
1969,  and  to  the  extent  not  used  in  that  year  or  any  year  thereafter, 
may  be  carried  forward  to  1970,  1971,  and  1972,  in  that  order. 

(g)  Limitations. — Subsection  (g)  of  the  new  section  825  provides 
that,  for  purposes  of  part  II  of  subchapter  L,  an  unused  loss  (as  defined 
in  sec.  825(b))  may  not  be  carried — 

(1)  to  or  from  any  taxable  year  beginning  before  January  1, 
1963; 

(2)  to  or  from  any  taxable  year  for  which  the  insurance  com¬ 
pany  is  not  subject  to  tax  imposed  by  section  821(a) ;  nor 

(3)  to  any  taxable  year  if,  between  the  loss  year  and  such 
taxable  year,  there  is  an  intervening  taxable  year  for  which  the 
insurance  company  was  not  subject  to  the  tax  imposed  by  section 
821(a). 

Examples. — The  application  of  section  825(g)  may  be  illustrated  by 
the  following: 

Example  1. — For  the  taxable  year  1963,  M,  a  mutual  insurance 
company  subject  to  tax  imposed  by  section  821(a),  has  an  unused 
loss  (as  defined  in  sec.  825(b))  of  $65,000.  The  loss  may  not  be 
carried  back  to  any  taxable  year  beginning  before  1963.  However, 
the  loss  may  be  carried  forward  to  each  of  the  5  taxable  years  following 
1963  provided  that  for  each  of  such  succeeding  taxable  years  M  is 
subject  to  the  tax  imposed  by  section  821(a). 

Example  2. — Assume  the  facts  are  the  same  as  in  example  1 ,  except 
that  for  the  taxable  year  1964,  the  gross  amount  received  by  M  from 
the  items  described  in  section  822(b)  (other  than  par.  (1)(D)  thereof) 
and  premiums  (including  deposits  and  assessments)  exceeds  $150,000 
but  does  not  exceed  $600,000.  If  M  does  not  make  the  election  under 
section  821(d)  (relating  to  election  to  be  taxed  under  sec.  821(a)  for 
1964),  the  loss  will  not  be  allowed  as  an  unused  loss  carryover  since, 
by  reason  of  section  825(g)(3),  the  unused  loss  may  not  be  carried  to 
any  taxable  year  if,  between  the  loss  year  and  such  taxable  year, 
there  is  an  intervening  taxable  year  for  which  the  insurance  company 
was  not  subject  to  the  tax  imposed  by  section  821(a),  and  by  reason 
of  section  825(g)(1),  the  unused  loss  may  not  be  carried  to  any  taxable 
year  beginning  before  1963. 
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SECTION  826.  ELECTION  BY  RECIPROCAL 

(a)  In  general. — Subsection  (a)  of  the  new  section  826  provides  that 
except  as  provided  in  section  826(c),  any  insurance  company  which 
is  an  interinsurer  or  reciprocal  underwriter  (referred  to  m  sec.  826 
as  a  “reciprocal”)  subject  to  the  tax  imposed  by  section  821(a),may 
elect  to  be  subject  to  the  limitation  provided  m  subsection  (b)  oi  the 
new  section  826.  Such  election  shall  be  made,  under  regulations 
prescribed  by  the  Secretary  of  the  Treasury  or  Ins  delegate,  not  later 
than  the  time  prescribed  by  law  (including  extensions  theieo  ) 
for  filing  th  >  return  for  the  year  for  which  such  election  is  first  to  apply. 
The  cl'ction  is  to  apply  for  the  taxable  year  for  which  made  and  loi 
all  succeeding  taxable  years  and  may  not.  be  revoked  without  the  con¬ 
sent  of  the  Secretary  of  the  Treasury  or  his  delegate.  The  effect  ot 
such  election  is  to  increase  the  income  of  the  reciprocal  by  the 
income  of  its  attorney-in-fact  attributable  to  the  reciprocal  lor  pur¬ 
poses  of  computing  the  taxes  imposed  by  section  821(a)  and  to  allov 
such  reciprocal  a  credit  for  the  taxes  paid  by  the  attorney-m-fact  with 
respect  to  the  income  attributed  to  the  reciprocal.  . 

(b)  Limitation. — Subsection  (b)  of  the  new  section  826  provides 

that  a  reciprocal  making  the  election  provided  under  section  S  b  a) 
shall  limit  the  deduction  for  amounts  paid  or  incurred  m  the  taxable 
vear  to  the  attorney-in-fact  to  such  amounts  as  are  deductible  by  the 
attorney-in-fact  in  respect  of  the  income  received  by  the  attomey-  n- 
fact  from  the  reciprocal.  In  no  case  may  such  deduction  of  the  recip¬ 
rocal  be  increased  by  the  deductions  of  the  attorney-m-fact  alloc  a  fie 
to  the  income  received  from  the  reciprocal.  , 

(c)  Exception.See.tion  826(c)  provides  that  no  election  jmde. 
section  826(a)  may  be  made  by  a  reciprocal  unless  its  attorney 

(1)  is  a  corporation  subject  to  the  taxes  imposed  by  section 

11  lb)  and  (c)  of  subtitle  A;  .  , 

(2)  consents  to  make  available  such  information  as  may  be 
required  during  the  period  in  which  an  election  made  under  sub- 

section ^(a) ^m  effec  from  tpe  reciprocal  and  deductions 

allocable  thereto  under  the  same  method  ot  accounting  used  bv 
the  reciprocal  in  reporting  deductions  for  amounts  paid  oi  in¬ 
curred  to  the  attorney-in-fact;  and 

(4)  files  its  return  on  a  calendar-year  basis 

(d)  Special  rule.— Under  the  bill  as  passed  by  the  House  the 
limitation  under  section  826(b)  would  not  have  be^ Jt^en  into  ac¬ 
count  by  any  reciprocal  electing  under  section  826(a)  either  to 
purposes  of  computing  the  protection  against  loss  deduction  provide 
in  section  824(a)  or  for  purposes  of  computmg  the  addition^  ^ 
protection  against  loss  account  provided  m  section  824(c).  Inus, ,m 
effect  a  reciprocal  making  the  election  would  not  have  included  any  ol  the 
2 a«orney-in-fact  in  computing  its  protection  against  loss 
deduction.  Your  committee  has  amended  this  section  to  provide  that 
the  protection  against  loss  deduction,  and  the  amount  added  to  the 
protection  against  loss  account,  for  the  taxable  year,  may  be  in- 
increased  to '’reflect  any  amounts  attributable  to  the  consolidation 
permitted  under  this  subsection.  However  your  oo—tee  has 
provided  a  special  rule  that  in  applying  section  824(d)(1)(D)  any 
amount  which  was  added  to  the  protection  against  loss  account  by 
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reason  of  such  an  election  shall  be  treated  as  having  been  added 
by  reason  of  section  824(a)(1)(A).  The  effect  of  this  special  rule  is 
that  no  portion  of  the  amount  added  to  the  protection  against  loss 
account  by  reason  of  the  election  under  section  826(a)  (i.e.,  the  amount 
by  which  25  percent  of  consolidated  underwriting  income  exceeds  25 
percent  of  underwriting  income  determined  prior  to  consolidation), 
may  be  deferred  for  more  than  5  years. 

(e)  Credit. — Subsection  (e)  of  the  new  section  826  provides  that 
any  reciprocal  electing  to  be  subject  to  the  limitation  provided  in 
subsection  (b)  shall  be  credited  with  the  tax  paid  by  its  attorney-in- 
fact  with  respect  to  the  income  of  the  reciprocal  in  such  taxable  year. 

(f)  Surtax  exemption  denied. — Subsection  (f)  of  the  new  section  826 
provides  that  any  tax  imposed  upon  the  increase  in  the  income  of  the 
reciprocal  attributable  to  the  limitation  under  subsection  (b)  shall 
be  computed  without  regard  to  the  $25,000  surtax  exemption  provided 
in  section  821(a)(2). 

(g)  Adjustment  for  refund. — Subsection  (g)  of  the  new  section  826 
provides  that  if  for  any  taxable  year  an  attorney-in-fact  is  allowed  a 
credit  or  refund  for  taxes  paid  with  respect  to  which  a  reciprocal  was 
allowed  a  credit  or  refund  as  a  result  of  the  application  of  subsection 
(e)  of  the  new  section  826,  the  taxes  of  the  reciprocal  for  the  year  in 
which  such  credit  or  refund  is  allowed  shall  be  properly  adjusted 
under  regulations  prescribed  by  the  Secretary  of  the  Treasury  or  his 
delegate.  This  adjustment  prevents  the  reciprocal  and  the  attorney- 
in-fact  from  obtaining  a  credit  or  refund  with  respect  to  the  same  tax. 

For  example,  assume  that  a  reciprocal  has  elected  in  1963  to  be 
subject  to  the  limitation  provided  in  section  826(b)  and  such  election 
is  still  in  effect  in  taxable  year  1966.  Assume  further  that  in  taxable 
year  1969  its  attorney-in-fact  receives  a  refund  or  credit  with  respect 
to  taxable  year  1966.  In  such  case,  the  taxes  of  the  reciprocal  in 
taxable  year  1969  shall  be  properly  adjusted  under  regulations  pre¬ 
scribed  by  the  Secretary  of  the  Treasury  or  his  delegate. 

(h)  Taxes  of  attorney-in-fact  unaffected. — Subsection  (h)  of  the  new 
section  826  provides  that  nothing  in  section  826  shall  either  increase 
or  decrease  the  taxes  imposed  by  chapter  1  on  the  income  of  the 
attorney-in-fact. 

Example. — The  application  of  section  826  may  be  illustrated  by  the 
following  example: 

For  the  taxable  year  1963,  R,  a  reciprocal  underwriter  subject  to 
the  taxes  imposed  by  section  821(a),  has  the  following  items  (deter¬ 
mined  before  applying  any  election  under  sec.  826): 


Gross  income  under  sec.  832 _  $578 

Gross  investment  income _ ’  59 


Deductions  under  sec.  832  (as  modified  by  sec.  823(b)): 

Deduction  for  amounts  paid  by  R  to  attorney-in-fact  A _  $100 

All  other  deductions _  500 


Total  deductions  under  sec.  832 _  600 

Deductions  under  sec.  822(c) _ I I _  40 

Incurred  losses _ IIIIIIIII  400 

Protection  against  loss  deduction _ 31  4 

Underwriting  gain _ III-IIIIIIIII  0 

Mutual  insurance  company  taxable  income _  0 

Unused  loss _ IIIIIIIIIII  22 

Credit  or  refund  for  taxes  paid _ 1. 1 II”  0 
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Assume  that  the  deductions  of  attorney-in-fact  A  allocable  to  the 
income  received  by  A  from  R  are  60  and  the  tax  paid  by  A  allocable 
to  the  income  received  from  R  is  16.  If  R  elects  to  be  subject  to  the 
limitation  provided  in  section  826(b),  the  results  for  1963  would  be 
as  follows: 

Gross  income  under  sec.  832 -  578 

Gross  investment  income -  50 


Deductions  under  sec.  832  (as  modified  by  sec.  823(b)): 

Deduction  for  amounts  paid  by  R  to  attorney-in-fact  A 
All  other  deductions - 


Total  deductions  under  sec.  832 - 

Deductions  under  sec.  822(c) - 

Incurred  losses - - - 

Protection  against  loss  deduction - 

Underwriting  gain - - - 

Mutual  insurance  company  taxable  income 

Unused  loss _ * - 

Credit  or  refund  for  taxes  paid - 


40 

400 

6 

8 

12 

0 

16 


Under  the  provisions  of  section  826(b),  R’s  deduction  for  amounts 
paid  or  incurred  to  the  attorney-in-fact  in  the  taxable  year  1963  would 
be  limited  to  the  deductions  of  A  allocable  to  the  income  received  by 
A  from  R.  Thus,  R’s  deductions  under  section  832  (as  modified  by 
sec.  823(b))  for  1963  would  be  60  (the  deductions  of  A  which  are 
allocable  to  the  income  received  by  A  from  R).  As  a  result  of  making 
the  election  under  section  826(a)  for  the  taxable  year  1963,  R’s  under¬ 
writing  gain  would  be  8,  and  its  statutory  underwriting  income  would 
be  2  (the  underwriting  gain  of  8  minus  the  protection  against  loss 
deduction  of  6 — of  which  4  represents  the  amount  determined  under 
sec.  824(a)(1)(A)  and  2  represents  the  amount  determined  under  sec. 
824(a)(1)(B)— or  8  minus  6).  Accordingly,  R’s  mutual  insurance 
company  taxable  income  for  1963  would  be  12.  This  amount  consists 
of  the  taxable  investment  income  of  10  (gross  investment  income 
minus  deductions  under  sec.  822(c),  or  50  minus  40)  plus  the  statutory 
underwriting  income  of  2.  Since  all  of  R’s  mutual  insurance  company 
taxable  income  of  12  is  attributable  to  the  limitation  under  section 
826(b),  the  entire  amount  is  subject  to  the  surtax  under  section  821  (a) 
(2)  without  regard  to  the  $25,000  surtax  exemption.  _  The  credit  of  16, 
representing  that  part  of  the  taxes  paid  by  A  which  is  allocable  to  the 
income  received  by  A  from  R,  may  be  applied  by  R  against  its  taxes 
with  respect  to  its  mutual  insurance  company  taxable  income  of  12 
for  1963,  and  R  would  be  entitled  to  a  refund  of  any  excess  of  the 
amount  of  such  credit  over  its  tax  liability  for  1963. 

Under  the  provisions  of  section  826(d),  no  portion  of  the  amount 
added  to  such  account  in  1963  by  reason  of  the  election  under  section 
826(a),  2  (25  percent  of  the  amount  by  which  the  consolidated  under¬ 
writing  gain  exceeds  25  percent  of  the  underwriting  gain  determined 
without  regard  to  the  election  under  sec.  826(a),  or  the  amount  by 
which  25  percent  of  8  exceeds  25  percent  of  0),  may  be  permitted  to 
continue  to  remain  in  the  protection  against  loss  accounts  beyond  the 
taxable  year  1968. 

(d)  Exemption  from  tax— The  bill  as  reported  by  your  committee 
adds  an  amendment  to  section  501(c)  (15)  (relating  to  exemption  from 
tax  of  certain  mutual  insurance  companies)  by  striking  out  “$75,000 
and  inserting  in  lieu  thereof  “$150,000”.  Thus,  the  $75,000  exemption 
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for  certain  mutual  insurance  companies  under  existing  law  is  increased 
to  $150,000,  in  accordance  with  the  changes  made  in  section  821  by 
your  committee. 

SECTION  8.  MUTUAL  INSURANCE  COMPANIES  (OTHER 
THAN  LIFE,  MARINE,  AND  CERTAIN  FIRE  OR  FLOOD 
INSURANCE  COMPANIES),  ETC.  (Continued) 

(e)  Mutual  fire  insurance  companies  operating  on  basis  of  premium 
deposits. — Subsection  (e)  of  section  8  of  the  bill,  which  corresponds  to 
subsection  (d)  of  section  10  of  the  bill  as  passed  by  the  House,  amends 
section  831(a)  of  the  1954  Code  to  include  mutual  fire  insurance 
companies  operating  on  the  basis  of  premium  deposits  among  the 
companies  which  are  subject  to  the  tax  imposed  by  part  III  of  sub¬ 
chapter  L  of  chapter  1  of  the  code.  Your  committee’s  amendment 
adds  mutual  flood  insurance  companies  to  this  group. 

(1)  Application  of  section  831(a).— Subsection  (e)(1)  of  section  8  of 
the  bill  amends  section  831(a)  of  the  code  (which  imposes  a  tax  on 
certain  mutual  marine  and  mutual  fire  insurance  companies  and  on 
stock  insurance  companies  which  are  not  life  insurance  companies)  to 
provide  that,  for  taxable  years  beginning  after  December  31,  1962, 
mutual  fire  or  flood  insurance  companies  operating  on  the  basis  of 
premium  deposits  are  to  be  subject  to  tax  under  part  III  of  sub- 
chapter  L.  Under  existing  law,  mutual  fire  insurance  companies 
operating  on  the  basis  of  premium  deposits  (the  so-called  factory 
mutual  insurance  companies)  are  taxed  in  the  same  manner  as  any' 
other  mutual  insurance  company  (other  than  a  life  or  marine  or  fire 
insurance  company  issuing  perpetual  policies) ;  thus,  these  companies 
are  subject  to  the  tax  imposed  by  section  821.  (See  Philadelphia 
Manufacturers  Mutual  Insurance  Company  v.  Commissioner  (1959), 
33  T.C.  490,  aff’d  (C.A.  3d  1960)  284  F.  2d  296.)  Under  the  bill,  every 
mutual  fire  or  flood  insurance  company  whose  principal  business  is  the 
issuance  of  policies  for  which  the  premium  deposits  are  the  same, 
regardless  of  the  length  of  the  term  for  which  the  policies  are  written, 
will  be  subject  to  the  tax  imposed  by  section  831(a)  if  the  unabsorbed 
portion  of  such  premium  deposits  not  required  for  losses,  expenses,  or 
establishment  of  reserves  is  returned  or  credited  to  the  policyholder 
on  cancellation  or  expiration  of  the  policy.  For  purposes  of  this 
subsection,  in  the  case  of  a  mutual  flood  insurance  company,  the 
premium  deposits  will  be  considered  to  be  the  same  if  the  payment 
of  a  premium  increases  the  total  insurance  under  the  policy  in  an 
amount  equal  to  the  amount  of  such  premium,  and  the  omission  of 
any  annual  premium  does  not  result  in  the  reduction  or  suspension 
of  coverage  under  the  policy. 

(2)  Treatment  of  unabsorbed  premium  deposits. — Subsection  (e)(2) 
of  section  8  of  the  bill  amends  section  832(b)(4)  of  the  code  (relating 
to  definition  of  premiums  earned)  to  provide  that  for  purposes  of 
determining  the  premiums  earned  on  insurance  contracts  during  the 
taxable  year  in  the  case  of  a  mutual  fire  or  flood  insurance  company 
operating  on  the  basis  of  premium  deposits,  the  term  “unearned  premi¬ 
ums”  means  (with  respect  to  the  policies  described  in  sec.  S31  (a)(3)(B)) 
the  amount  of  unabsorbed  premium  deposits  which  the  company 
would  be  obligated  to  return  to  its  policyholders  at  the  close  of  the 
company’s  taxable  year  if  all  of  such  policies  were  terminated  at  such 
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time.  This  paragraph  further  provides  that  for  purposes  of  deter¬ 
mining  the  amount  which  such  company  would  be  obligated  to  return 
to  its  policyholders  at  the  close  of  any  taxable  year,  the  company 
must  use  its  own  schedule  of  unabsorbed  premium  deposit  returns 
then  in  effect. 

(3)  Conforming  amendments. — Subparagraph  (e)(3).  of  section  8  of 
the  bill  amends  section  832(b)(1)(C)  of  the  code  (relating  to  definition 
of  gross  income)  to  conform  to  the  amendment  to  section  831(a). 

(4)  Adjustment  of  premium  deposit. — Subparagraph  (e)(4)  of  section 
8  of  the  bill  amends  section  832(c)  (11)  of  the  code  (relating  to  deduc¬ 
tion  for  dividends  to  policyholders)  to  provide  that  the  term  “dividends 
and  similar  distributions”  includes  amounts  returned  or  credited  to 
policyholders  on  cancellation  or  expiration  of  factory  mutual  policies 
described  in  the  new  section  831(a)(3)(B). 

(5)  Additional  item  of  income. — Subparagraph  (e)(5)  of  section  8  of 
the  bill  amends  section  832(b)(1)  of  the  code  (relating  to  the  definition 
of  gross  income)  to  provide  that,  in  the  case  of  a  mutual  fire  or  flood 
insurance  company  operating  on  the  basis  of  premium  deposits,  gross 
income  includes  an  amount  which  is  equal  to  2  percent  of  premiums 
earned  on  insurance  contracts  during  the  taxable  year  with  respect  to 
policies  described  in  section  831(a)(3)(B)  after  deduction  of  premium 
deposits  returned  or  credited  during  the  same  taxable  year.  The  term 
“premiums  earned  on  insurance  contracts  during  the  taxable  year”,  for 
purposes  of  this  section,  means  theabsorbed  premiums  for  the  taxable 
year  determined  in  accordance  with  the  schedule  of  unabsorbed 
premium  deposits  in  effect  at  the  end  of  the  taxable  year. 

(f)  Election  of  certain  mutual  companies  to  be  taxed  on  total  income. — 
Subsection  (f)  of  section  8  of  the  bill,  which  corresponds  to  subsection 
(e)  of  section  10  of  the  bill  as  passed  by  the  House,  amends  section 
831  of  the  code  (relating  to  tax  on  insurance  companies  (other  than 
life  or  mutual),  mutual  marine  insurance  companies,  and  mutual  fire 
insurance  companies  issuing  perpetual  policies)  by  redesignating 
subsection  (c)  as  subsection  (d)  and  adding  a  new  subsection  (c). 
The  new  section  831(c)  provides  that  any  mutual  insurance  company 
engaged  in  writing  marine,  fire,  and  casualty  insurance  which  for  any 
5-year  period  beginning  after  December  31,  1941,  and  ending  before 
January  1,  1962,  was  subject  to  the  tax  imposed  by  section  831  (or 
the  tax  imposed  by  corresponding  provisions  of  prior  law)  may  elect 
to  be  subject  to  the  tax  imposed  by  section  831,  whether  or  not 
marine  insurance  is  its  predominant  source  of  premium  income.  If 
such  election  is  made,  the  electing  company  shall  be  subject  to  the 
tax  imposed  by  section  831,  for  years  beginning  after  December  31, 
1961,  rather  than  subject  to  the  tax  imposed  by  section  821.  Such 
election  shall  not  be  revoked  except  with  the  consent  of  the  Secretary 
of  the  Treasury  or  his  delegate. 

(g)  Technical  amendments ,  etc. — This  subsection,  which  corresponds 
to  subsection  (f)  of  the  bill  as  passed  by  the  House,  makes  certain 
technical  changes  to  provisions  of  the  1954  Code  outside  of  parts 
II  or  III  of  subchapter  L  to  conform  those  provisions  to  the  changes 
in  subchapter  L  made  by  section  8  of  the  bill. 

( 1 )  Credit  for  foreign  taxes. — Subsection  (g)(1)  amends  section  841 
of  the  code  (providing  for  the  allowance  to  an  insurance  company  of 
the  foreign  tax  credit  provided  in  sec.  901)  so  as  to  define  the  term 
“taxable  income,”  as  used  in  section  904,  to  mean  the  .mutual  insurance 
company  taxable  income  (as  defined  in  sec.  821(b))  in  the  case  of  the 
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tax  imposed  by  section  821(a),  and  the  taxable  investment  income 
(as  defined  in  sec.  822(a)(1))  in  the  case  of  the  tax  imposed  by 
section  821(c). 

(2)  Adjustments  to  basis  for  depreciation  sustained. — Subsection 
(g)(2)  amends  section  1016(a)(3)  of  the  code  (relating  to  adjustments 
to  basis  for  depreciation,  etc.,  sustained)  to  provide,  in  effect,  that  any 
exhaustion,  wear  and  tear,  obsolescence,  amortization,  and  deprecia¬ 
tion,  to  the  extent  sustained  (and  to  the  extent  sec.  1016(a)(2)  does 
not  apply),  on  property  held  in  respect  of  any  period  since  February 
28,  1913,  by  a  person  subject  to  tax  under  part  II  of  subchapter  L 
(or  the  corresponding  provisions  of  prior  income  tax  laws),  must  be 
taken  into  account  in  determining  the  adjusted  basis  of  such  property. 

(3)  Alternative  tax  on  capital  gains. — -Subsection  (g)(3)  amends 
section  1201(a)  of  the  code  (relating  to  alternative  tax  on  capital 
gains)  to  conform  to  the  amendment  to  section  821. 

(4)  Clerical  amendments. — Subsection  (g)(4)  makes  clerical  con¬ 
forming  changes. 

(h)  Effective  date. — Subsection  (h)  of  section  8  of  the  bill  provides 
that  the  amendments  made  by  section  8  of  the  bill  (other  than  by 
subsec.  (f))  shall  apply  only  with  respect  to  taxable  years  beginning 
after  December  31,  1962.  Section  831(c)  of  the  code,  as  added  by 
subsection  (f)  of  section  8,  is  applicable  for  taxable  years  beginning 
after  December  31,  1961. 

SECTION  9.  DOMESTIC  CORPORATIONS  RECEIVING 
DIVIDENDS  FROM  FOREIGN  CORPORATIONS 

Section  9  of  the  bill,  corresponding  to  section  11  of  the  bill  as 
parsed  by  the  House,  deals  with  the  method  to  be  used  for  deter¬ 
mining  the  amount  of  foreign  income  tax  deemed  to  have  been  paid 
by  domestic  corporations  with  respect  to  dividends  received  from 
foreign  corporations  for  purposes  of  allowance  of  a  foreign  tax  credit 
under  section  902  of  the  code.  Section  9  of  the  bill  revises  section 
902  of  the  code,  and  requires  (under  a  new  sec.  78)  the  inclusion  of 
certain  taxes  deemed  paid  in  income  as  a  dividend  from  corporations 
other  than  certain  less  developed  country  corporations  (the  bill  as 
passed  by  the  House  applied  such  rule  to  dividends  from  all  foreign 
corporations).  The  new  section  902  omits  the  present  subsection 
(d),  which  provides  a  special  rule  for  allowance  of  a  foreign  tax  credit 
with  respect  to  royalty  or  compensation  payments  made  by  certain 
wholly  owned  foreign  subsidiaries  to  domestic  parents  in  lieu  of 
dividends.  Section  9  also  changes  the  source  of  income  rule  of  section 
861(a)(2)(B)  with  respect  to  dividend  income  received  from  a  foreign 
corporation  which  derived  income  from  sources  within  the  United 
States  and  for  which  a  dividends  received  deduction  was  allowed  under 
section  245. 

(a)  Entire  amount  of  foreign  tax  to  be  taken  into  account. — Subsection 
(a)  of  the  new  section  9  revises  section  902.  Paragraph  (1)  of  sub¬ 
sections  (a)  and  (b)  of  section  902  as  revised,  and  subparagraph  (A) 
of  subsection  (c)  (1),  provide  a  new  formula  for  determining  the  amount 
of  foreign  income  tax  deemed  to  have  been  paid  by  a  domestic  corpo¬ 
ration  with  respect  to  dividends  received  from  a  foreign  corporation 
other  than  a  less  developed  country  corporation.  Paragraph  (2)  of 
subsections  (a)  and  (b),  and  subparagraph  (B)  of  subsection  (c)(1), 
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of  section  902  as  revised  continue  existing  law  for  determining  the 
amount  of  foreign  income  tax  deemed  to  have  been  paid  by  a  do¬ 
mestic  corporation  with  respect  to  dividends  from  less  developed 
country  corporations.  Subsections  (b)(1)  and  (c)(1)(A)  apply  only 
if  subsection  (a)(1)  applies,  and  subsections  (b)(2)  and  (c)(1)(B)  apply 
only  if  subsection  (a)  (2)  applies.  The  first  clause  of  section  902(c)  (1) 
of  existing  law  defines  accumulated  profits  as  gains,  profits,  or  income 
reduced  by  the  amount  of  taxes  with  respect  thereto.  Under  subsec¬ 
tion  (c)(1)(A)  of  section  902  as  revised,  however,  accumulated  profits 
are  defined  as  gains,  profits,  or  income  computed  without  reduction 
by  the  amount  of  the  income,  war  profits,  and  excess  profits  taxes 
imposed  by  a  foreign  country  or  possession  of  the  United  States  on 
or  with  respect  to  such  profits  or  income.  Taxes  imposed  by  the 
United  States  will,  however,  continue  to  reduce  such  accumulated 
profits. 

The  redefinition  of  accumulated  profits  increases  the  amount 
of  taxes  to  be  taken  into  account  in  applying  the  proportions  provided 
in  section  902  (a)(1)  and  (b)(1)  of  the  code.  Under  existing  law, 
a  credit  is  allowed  to  a  domestic  corporation  for  all  or  a  part  of  the 
foreign  taxes  paid  on  or  with  respect  to  the  accumulated  profits  of 
the  foreign  corporation  making  a  distribution.  However,  by  the 
existing  definition,  accumulated  profits  are  total  profits  less  taxes 
thereon.  The  Supreme  Court,  in  American  Chicle  Co.  v.  United  States, 
316  U.S.  450  (1942),  has  held  that  the  amount  of  tax  paid  on  or  with 
respect  to  a  foreign  corporation’s  accumulated  profits  is  the  same 
proportion  of  total  taxes  on  profits  as  accumulated  profits  is  of  total 
profits.  Thus,  if  a  corporation  had  total  profits  of  $100,  foreign 
taxes  of  $40,  and  therefore  accumulated  profits  of  $60,  the  amount 
of  taxes  paid  on  or  with  respect  to  accumulated  profits  would  be 
$24  ($40  X  $60/100).  If  the  accumulated  profits  of  $60  were  paid 
as  a  dividend,  no  more  than  $24  could  be  allowed  as  a  credit  as  deemed 
paid  under  section  902  of  existing  law. 

As  amended,  the  section  902(c)(1)(A)  definition  will  permit  the 
taking  into  account  of  a  stated  proportion  of  total  taxes  under  sec¬ 
tion  902(a)(1)  and  902(b)(1).  For  such  purpose  it  is  no  longer  neces¬ 
sary  to  apply  the  American  Chicle  rule.  Since  accumulated  profits 
would  be  total  profits  without  reduction  for  taxes  paid  thereon,  the 
amount  of  taxes  paid  on  or  with  respect  to  accumulated  profits  would, 
in  the  above  example,  be  $40  rather  than  $24. 

Subsections  (a)(1)  and  (b)(1)  of  section  902  as  revised  provide  for 
the  use  of  the  proportion  which  distributed  dividends  bear  to  the 
accumulated  profits  in  excess  of  foreign  taxes.  The  result  is  to  con¬ 
tinue  under  such  subsections  the  use  of  the  ratios  under  existing 
law,  but  because  of  section  902(c)(1)(A)  the  amount  against  which 
the  ratios  operate  is  increased. 

The  application  of  these  changes  in  a  section  902(a)(1)  computation 
may  be  illustrated  by  the  following  example  involving  corporation  P, 
a  domestic  corporation  which  owns  100  percent  of  the  voting  stock 
of  corporation  FC,  a  foreign  corporation  not  a  less  developed  country 
corporation.  It  is  assumed  that  all  transactions  have  taken  place 
within,  and  are  related  to,  the  same  taxable  year. 
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Example  1 


(i)  Gains,  profits,  and  income  of  corporation  FC _  $100 

(ii)  Foreign  tax  paid  by  corporation  FC  with  respect  to  such  gains,  profits, 

and  income _  30 

(iii)  Accumulated  profits  of  corporation  FC  computed  without  reduction 

for  foreign  taxes  (sec.  902(c)) _  100 

(iv)  Accumulated  profits  of  corporation  FC  reduced  by  foreign  taxes  (sec. 

902(a)) _ ! _ ....  70 

(v)  Dividends  paid  by  corporation  FC  to  corporation  P _  35 

(vi)  Corporation  P  is  deemed  to  have  paid  the  same  proportion  of  the  total 

tax  paid  by  corporation  FC  as  dividends,  determined  without  regard 
to  section  78,  bear  to  accumulated  profits  in  excess  of  taxes:  $30  X 
35/70 _  15 


Example  1  will  apply  to  all  dividends  received  by  a  domestic  corpo¬ 
ration  after  December  31,  1964,  from  a  foreign  corporation  (not  a  less 
developed  country  corporation),  regardless  of  the  year  in  which  the 
profits  from  which  such  dividends  were  paid  were  accumulated. 
Example  1  will  also  apply  with  respect  to  dividends  received  by  a  do¬ 
mestic  corporation  from  such  a  foreign  corporation  in  its  taxable  years 
beginning  after  December  31,  1962,  so  long  as  the  dividends  from  the 
foreign  corporation  are  attributable  to  accumulated  profits  of  the 
foreign  corporation  for  its  taxable  years  beginning  after  December  31, 
1962.  However,  for  periods  before  January  1,  1965,  the  American 
Chicle  rule  and  the  present  section  902(a)  treatment  will  continue  to 
apply  where  the  dividends  from  such  a  foreign  corporation  are  at¬ 
tributable  to  accumulated  profits  for  taxable  years  beginning  before 
January  1,  1963.  Following  the  established  rule,  a  foreign  corpora¬ 
tion  is  considered  to  be  making  a  distribution  first  from  its  accumulated 
profits  for  its  current  taxable  year  and  then  from  its  accumulated 
profits  of  its  immediately  preceding  year,  etc. 

The  following  example  illustrates  the  above  rules  where  a  dividend 
is  distributed  out  of  both  accumulated  profits  for  taxable  years  begin¬ 
ning  after  December  31,  1962,  and  accumulated  profits  for  taxable 
years  beginning  before  January  1,  1963.  The  facts  are  the  same  as 
in  example  1  except  for  the  noted  differences: 


Example  2 

(i)  Gains,  profits,  and  income  of  corporation  FC  in  1963- . _  $100 

(ii)  Foreign  tax  paid  by  corporation  FC  with  respect  thereto _  40 

(iii)  1962  accumulated  profits  and  foreign  tax: 

Accumulated  profits  (existing  sec.  902(c)) _  60 

Foreign  tax _  40 

(iv)  Dividends  paid  by  corporation  FC  to  corporation  P  in  1963  and  the 

year  to  which  such  dividends  are  attributable: 

1963 -  $60 

1962 _  30 

-  90 

(v)  Corporation  P  is  deemed  to  have  paid  a  foreign  tax  with  respect  to  the 

1963  accumulated  profits  of  corporation  FC  computed  in  the  same 
manner  as  in  example  1  ($40X60/60) _  40 

(vi)  Corporation  P  is  deemed  to  have  paid  a  foreign  tax  with  respect  to  the 

1962  accumulated  profits  of  corporation  FC  in  the  same  manner  as 
existing  rules  ($40X60/100X30/60) _  12 

(vii)  Total  foreign  tax  corporation  P  is  deemed  to  have  paid  ((v)  +  (vi)) _  52 


The  new  subsections  (a)(1),  (b)(1),  and  (c)(1)(A),  when  applied  to 
dividends  received  after  December  31,  1964,  will  not  be  affected  by 
the  fact  that  there  may  have  been  in  an  earlier  year  a  partial  distri¬ 
bution  of  accumulated  profits  to  which  the  Chicle  rule  applied.  For 
example,  if  a  wholly  owned  foreign  subsidiary  (not  a  less  developed 
country  corporation)  of  a  domestic  corporation  had  total  profits  of 
$100,  upon  which  foreign  taxes  of  $40  had  been  paid,  accumulated 
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profits  under  existing  law  would  be  $60.  Under  the  Chicle  rule  the 
taxes  paid  with  respect  to  the  accumulated  profits  would  be  $24 
($40  X  $60/100).  Upon  a  distribution  of  one-half  ($30)  of  such  accu¬ 
mulated  profits  the  domestic  parent  would  be  entitled  under  existing 
section  902(a)  to  a  maximum  credit  of  $12.  However,  if  at  any  time 
after  1964,  the  subsidiary  distributes  another  dividend,  $30,  with  re¬ 
spect  to  the  accumulated  profits  of  such  earlier  year,  and  taxes  deemed 
paid,  determined  in  accordance  with  new  section  902(a)(1),  will  be  the 
same  proportion  of  total  taxes  as  the  dividend  bears  to  accumulated 
profits  in  excess  of  foreign  taxes.  Thus,  the  total  tax  of  $40  would 
be  multiplied  by  the  fraction  30/60  and  the  parent  would  be  entitled 
under  section  902(a),  as  amended,  to  a  credit  of  $20.  No  account  is 
to  be  taken  of  the  foreign  tax  of  $8  which,  because  of  the  Chicle  rule, 
was  not  taken  into  account  in  the  earlier  dividend  year. 

If  a  dividend  from  a  foreign  corporation  (not  a  less  developed 
country  coi’poration)  is  distributed  out  of  its  accumulated  profits  for 
a  taxable  year  beginning  after  1962,  and  such  accumulated  profits  are 
composed  in  whole  or  in  part  of  dividends  which  were  received  from 
accumulated  profits  of  a  foreign  subsidiary  of  the  foreign  corporation 
accumulated  in  taxable  years  beginning  after  1962,  both  subsections 

(a) (1)  and  (b)(1)  applies.  After  1964  the  new  subsections  (a)(1)  and 

(b) (1)  of  section  902  will  apply  whether  the  distributions  are  from 
accumulated  profits  of  the  foreign  corporation  and  its  foreign  sub¬ 
sidiary  for  their  taxable  years  beginning  after  1962  or  before  1963. 
The  computation  involving  these  rules  may  be  illustrated  by  the 
following  example  involving  corporation  P,  a  domestic  corporation 
which  owns  100  percent  of  the  voting  stock  of  foreign  corporation 
FC  (not  a  less  developed  country  corporation)  which  in  turn  owns 
100  percent  of  the  voting  stock  of  foreign  subsidiary  FS.  It  is  assumed 
that  all  transactions  have  taken  place  and  are  related  to  the  taxable 
year  1963. 


Example  8 

(A)  Application  of  section  902(b)(1)  to  determine  tax  deemed  to  be 
paid  by  corporation  FS: 


(i)  Gains,  profits,  and  income  of  corporation  FS - - - --- 

(ii)  Foreign  tax  paid  by  corporation  FS  with  respect  to  such  gains,  profits, 

and  income - - — 

(iii)  Accumulated  profits  in  excess  of  taxes  of  corporation  Fb:  8100  less 

$20 _ _ _ 

(iv)  Dividends  paid  by  corporation  FS  to  corporation  FC - ---- 

(v)  Corporation  FS  foreign  tax  which  is  deemed  paid  by  corporation  FC: 

$20X40/80 _ 


$100 

20 

80 

40 

10 


(B)  Application  of  amended  section  902(a)(1)  to  determine  tax 
deemed  to  be  paid  by  corporation  P: 

(i)  Gains,  profits,  and  income  of  corporation  FC: 

Business  profits - 5,1  an 

Dividends  from  corporation  FS -  4U 


140 


(ii)  Foreign  tax  paid  by  corporation  FC  with  respect  to  its  gains,  profits, 

and  income - - — --------- 

(iii)  Accumulated  profits  in  excess  of  taxes  paid  by  corporation  hC:  $140 

less  $40 _ r---- - 

(iv)  Dividend  paid  by  corporation  FC  to  corporation  1 - —  --- —  - 

(v)  Foreign  tax  paid  ($40)  and  deemed  paid  ($10)  by  corporation  r  C - 

(vi)  Foreign  taxes  paid  and  deemed  paid  by  corporation  FC  which  are 

deemed  paid  by  corporation  P:  $50X80/100 - 


40 

100 

80 

50 

40 
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Where  a  dividend  from  a  foreign  corporation  (not  a  less  developed 
country  corporation)  before  1965  is  attributable  to  its  accumulated 
profits  for  a  taxable  year  beginning  after  1962,  but  which  profits  are 
composed  in  part  of  a  dividend  received  by  such  foreign  corporation 
from  the  accumulated  profits  of  its  foreign  subsidiary  for  a  taxable 
year  or  years  of  the  subsidiary  beginning  before  1963,  for  purposes  of 
computing  the  foreign  tax  credit  a  pro  rata  amount  of  the  dividend 
received  from  the  foreign  corporation  will  be  deemed  to  consist  of  ac¬ 
cumulated  profits  of  its  foreign  subsidiary  attributable  to  the  period 
before  1963.  Existing  law  will  apply  to  that  portion  of  the  foreign 
tax  paid  or  accrued  or  deemed  paid  by  the  foreign  corporation  with 
respect  to  such  pro  rata  amount  of  the  dividend  considered  attribut¬ 
able  to  the  accumulated  profits  of  its  subsidiary  for  taxable  years 
before  1963  and  the  amendment  made  by  section  9  of  the  bill  will 
apply  to  the  balance  of  such  tax. 

The  new  subsections  (a)(1),  (b)(1),  and  (c)(1)(A)  apply  to  the  ex¬ 
tent  that  a  domestic  corporation  receives  dividends  from  the  accumu¬ 
lated  profits  of  a  foreign  corporation  for  a  taxable  year  for  which  it  is 
not  a  less  developed  country  corporation,  and  shall  apply  although 
such  accumulated  profits  include  dividends  from  accumulated  profits 
of  another  foreign  corporation  for  a  taxable  year  for  which  such  other 
foreign  corporation  is  a  less  developed  country  corporation.  Such 
provisions  do  not  apply  if  the  dividend  is  from  accumulated  profits 
of  a  corporation  for  a  taxable  year  for  which  it  is  a  less  developed 
country  corporation  even  though  such  accumulated  profits  includes 
dividends  fiom  accumulated  profits  of  another  foreign  corporation  for 
a  taxable  year  for  which  such  other  corporation  is  not  a  less  developed 
country  corporation. 

The  new  subsection  (d)  of  section  902  as  revised  defines  a  less  de¬ 
veloped  country  corporation  for  the  purpose  of  section  902  as  a  foreign 
corporation — 

(1)  which,  for  its  taxable  year,  is  a  less  developed  country 
corporation  under  section  955(c)  (1)  or  (2),  or 

(2)  which  owns  at  least  10  percent  of  all  classes  of  stock  en¬ 
titled  to  vote  of  a  less  developed  country  corporation  under 
section  955(c)(1),  derives  at  least  80  percent  of  its  gross  income 
for  its  taxable  year  from  sources  within  less  developed  countries 
under  section  955(c)(1)(A),  and  at  least  80  percent  in  value  of 
its  assets  on  each  day  of  such  year  consists  of  property  described 
in  section  955(c)(1)(B). 

A  ioreign  corporation  which  is  a  less  developed  country  corporation 
for  its  first  taxable  year  beginning  after  December  31,  1962,  is  to  be 
treated  as  such  for  each  of  its  prior  taxable  years.  Thus,  if,  after 
December  31,  1964,  a  domestic  corporation  receives  a  dividend  from 
a  foreign  corporation  from  its  accumulated  profits  for  a  taxable  year 
beginning  before  December  31,  1962,  the  rules  of  existing  law  apply 
if  such  foreign  corporation  is  a  less  developed  country  corporation 
for  its  first  taxable  year  beginning  after  December  31,  1962,  without 
regard  to  its  earlier  status. 

(b)  Inclusion  in  gross  income  of  amount  equal  to  taxes  deemed  paid  — 
Subsection  (b)  of  section  9  of  the  bill  amends  part  II  of  subchapter  B 
of  chapter  1  (relating  to  items  specifically  included  in  income)  by  add¬ 
ing  at  the  end  thereof  a  new  section  78.  Section  78  requires  a  domestic 
corporation  to  include  in  gross  income  as  a  dividend  an  amount  equal 
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to  the  taxes  deemed,  as  a  result  of  section  902  (a)(1),  (b)(1),  and 
(c)(1)(A)  of  the  code,  as  added  by  subsection  (a)  of  section  9  of  the 
bill,  or  as  a  result  of  section  960(a)(1)(C)  (relating  to  taxes  paid  by 
foreign  corporation),  as  added  by  section  12  of  the  bill,  to.  have  been 
paid  by  the  domestic  corporation,  if  the  domestic  corporation  chooses 
the  benefits  of  the  foreign  tax  credit.  Section  78  does  not  apply 
where  the  taxes  attributable  to  a  particular  distribution  are  computed 
under  present  law.  Thus,  in  the  preceding  example  1  corporation  P 
will  include  $15  in  gross  income  as  a  dividend.  In  example  2  corpora¬ 
tion  P  will  include  only  $40  in  gross  income  since  $12  of  foreign  tax 
deemed  to  be  paid  by  corporation  P  is  computed  under  existing  rules. 
In  example  3  corporation  P  will  include  $40  in  gross  income.  . 

The  amount  included  in  gross  income  by  operation  of  section  78  is 
treated  as  a  dividend  in  the  same  manner  as  a.  dividend  actually  re¬ 
ceived  by  the  domestic  corporation  from  a  foreign  corporation.  For 
example, \a  section  78  dividend  is  included  in  gross  income  under  section 
61(a)(7);  is  personal  holding  company  income  for  purposes  of  section 
543(a)(1);  and  may  be  a  portion  of  accumulated  taxable  income  for 
purposes  of  section  535.  However,  a  section  78  dividend  is  not  a 
dividend  for  purposes  of  section  245  of  the  code  (relating  to  deduction 
for  dividends  received  from  certain  foreign  corporations). 

(c)  Determination  of  source  of  dividends  received  f  rom  certain  foreign 
corporations. — Subsection  (c)  of  section  9  of  the  bill  amends  section 
861(a)(2)(B)  of  the  code  by  striking  out  “to  the  extent  exceeding 
the  amount  of  the  deduction  allowable  under  section  245  in  respect 
of  such  dividends”  and  inserting  in  lieu  thereof  “to  the  extent  exceed¬ 
ing  the  amount  which  is  100/85ths  of  the  amount  of  the  deduction 
allowable  under  section  245  in  respect  of  such  dividends.”  This 
restores  the  rule  contained  in  section  119(a)(2)(B)  of  the  1939  Code, 
as  added  by  the  Revenue  Act  of  1951.  The  effect  of  the  change  is 
to  establish  a  closer  correlation  between  the  operation  of  sections 
245  and  861(a)(2)(B)  than  existing  law  provides. 

Under  present  section  861(a)(2)(B),  the  excess  of  the  amount  of  a 
dividend  taken  into  account  in  determining  the  dividends  received 
deduction  under  section  245  over  the  amount  allowed  as  a  deduction, 
is  determined  to  be  income  from  sources  without  the  United  States  for 
purposes  of  the  foreign  tax  credit  provisions.  As  a  result,  15  percent 
of  that  portion  of  the  dividend  considered  as  derived  from  sources 
within  the  United  States  within  the  meaning  of  section  245  is  treated 
as  income  from  sources  within  the  United  States  for  purposes  of  that 
section,  but,  conversely,  is  treated  as  income  from  sources  without 
the  United  States  under  section  861(a)(2)(B)  for  foreign  tax  credit 
purposes.  Subsection  (c)  removes  this  inconsistency  by  treating  as 
income  from  sources  without  the  United  States  for  foreign  tax  credit 
purposes  only  the  amount  of  the  dividend  in  excess  of  one  hundred 
eighty-fifths  of  the  dividends  received  deduction.  . 

(d)  Technical  amendments. — Subsection  (d)  of  section  9  of  the  bill 
conforms  the  table  of  sections  for  part  II  of  subchapter  B  of  chapter  1 
of  the  code  to  the  addition  of  the  new  section  78  and  adds  a  cross- 
reference  to  section  901  of  the  code.  In  addition  it  makes  technical 
changes  in  section  535(b)(1)  and  545(b)(1)  to  prevent  the  amendments 
made  by  section  9  of  the  bill  from  changing  “accumulated  taxable 
income”  for  purposes  of  the  accumulated  earnings  tax  and  “undis¬ 
tributed  personal  holding  company  income”  for  purposes  of  the 
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personal  holding  company  tax  and  to  offset  the  effects  of  section  78 
whereby  these  incomes  are  increased  by  reason  of  the  taxes  deemed 
to  have  been  paid  under  section  902  (a)(1),  (b)(1),  and  (c)(1)(A). 
These  technical  changes  will  allow  as  a  deduction  the  taxes  deemed 
to  have  been  paid  under  section  902  (a)(1),  (b)(1),  and  (c)(1)(A). 

(e)  Effective  date. — Subsection  (e)  of  section  9  of  the  bill  provides 
that  the  amendments  made  by  section  9  are  to  be  applicable  to 
dividends  which  are  received  by  domestic  corporate  taxpayers  in  their 
taxable  years  beginning  after  December  31,  1962,  but  only  to  the  ex¬ 
tent  that  such  distributions  are  made  out  of  the  accumulated  profits  of 
foreign  corporations  for  their  taxable  years  beginning  after  December 
31,  1962.  However,  the  amendments  made  by  section  9  of  the  bill 
will  be  applicable  to  all  dividends  received  by  domestic  corporate 
taxpayers  from  foreign  corporations  after  December  31,  1964,  regard¬ 
less  of  the  year  to  which  the  accumulated  profits  are  attributable. 

If,  before  1965,  the  distribution  from  a  foreign  corporation  for  its 
taxable  year  beginning  after  December  31,  1962,  is  out  of  profits  which 
are  attributable  to  a  distribution  received  by  such  foreign  corporation 
from  its  foreign  subsidiary,  the  effectiveness  of  the  amendments 
depends  on  the  taxable  year  to  which  the  subsidiary’s  distribution  is 
attributable.  If  the  distribution  is  out  of  the  subsidiary’s  accumu¬ 
lated  profits  for  taxable  years  beginning  after  December  31,  1962,  the 
amendments  will  be  applicable.  However,  if  the  distribution  is  at¬ 
tributable  to  the  subsidiary’s  accumulated  profits  for  taxable  years 
beginning  before  January  1,  1963,  the  present  law  will  continue  in 
effect. 

.Tim  amendments  are  not  applicable  to  a  domestic  corporation  re¬ 
ceiving  a  distribution  from  a  foreign  corporation  prior  to  January  1, 
1965,  unless  such  distribution  (1)  is  made  out  of  profits  of  a  foreign 
corporation  accumulated  in  a  taxable  year  beginning  after  December 
31,  1962,  and  (2)  is  received  by  the  domestic  corporation  in  a  taxable 
year  beginning  after  December  31,  1962.  Therefore,  if  for  example,  a 
foreign  corporation  is  on  a  calendar-year  basis  and  it  makes  a  distribu¬ 
tion  on  November  15,  1963,  out  of  its  accumulated  profits  for  1963  to  a 
domestic  corporation  whose  taxable  year  began  on  December  1  1962 
the  present  law  would  be  applicable. 

SECTION  10.  SEPARATE  LIMITATION  ON  FOREIGN  TAX 
CREDIT  WITH  RESPECT  TO  CERTAIN  INTEREST  IN¬ 
COME 

.  Section  10  of  the  bill,  for  which  there  is  no  corresponding  provision 
in  the  bill  as  passed  by  the  House,  amends  section  904  (relating  to 
limitations  on  the  foreign  tax  credit)  by  redesignating  subsection  (f) 
mSU  i  6-C^°n  ^  ar)d  inserting  after  subsection  (e)  a  new  subsection 
(f)  relating  to  special  rules  in  case  of  certain  interest  income. 

Existing  law 

Under  section  904(a).  of  existing  law  a  taxpayer  may  elect  between 
two  alternative  limitations  on  the  amount  of  the  foreign  tax  credit: 

(1)  The  per  country  limitation  limits  the  credit  for  tax  paid 
or  accrued  to  any  one  foreign  country  (or  U.S.  possession)  to  the 
proportion  of  U.S.  tax  before  credit  which  taxable  income  from 
sources  within  such  country  (or  possession)  bears  to  the  entire 
taxable  income; 
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(2)  The  overall  limitation  limits  the  total  credit  for  taxes  paid 
or  accrued  to  all  foreign  countries  or  U.S.  possessions  to  the 
proportion  of  U.S.  tax  before  credit  which  taxable  income  from 
all  sources  without  the  United  States  bears  to  the  entire  taxable 
income. 

Separate  limitation  for  interest  income. — -Paragraph  (1)  of  new  sub¬ 
section  (f)  requires  a  taxpayer  to  apply  subsection  (a)  of  section  904 
(and  the  related  rules  of  subsecs,  (c),  (d),  and  (e))  with  respect 
to  interest  described  in  paragraph  (2)  separately  from  all  other  in¬ 
come. 

Paragraph  (2)  defines  the  interest  income  to  which  paragraph  (1) 
applies  as  taxable  income  from  interest  other  than  interest — - 

(A)  derived  from  transactions  directly  related  to  the  active 
conduct  of  a  trade  or  business  in  a  foreign  country  or  U.S. 

possession,  .  . 

(B)  derived  in  the  conduct  of  a  banking,  financing,  or  similar 

business  or 

(C)  received  from  a  corporation  in  which  the  taxpayer  owns 
at  least  10  percent  of  the  voting  stock. 

Paragraph  (3)  provides  that  the  overall  limitation  does  not  apply 
to  interest  described  in  paragraph  (2)  and  that  the  Secretary  of  the 
Treasury  or  his  delegate  shall  by  regulations  prescribe  the  manner  of 
application  of  the  foreign  tax  credit  carrybacks  and  carryovers  where 
the  taxpayer  elects  the  overall  limitation  as  to  other  income. 

Paragraph  (4)  provides  transitional  rules  for  foreign  tax  credit 
carrybacks  and  carryovers.  Under  subparagraph  (A),  carrybacks  of 
taxes  paid  or  accrued  in  taxable  years  beginning  after  the  date  of 
enactment  of  the  bill  carried  to  taxable  years  beginning  on  or  before 
such  date  are  determined  without  regard  to  new  subsection  (f) .  Where 
such  taxes  are  carried  back  to  taxable  years  beginning  on  or  before 
such  date  of  enactment  and  are  partially  deemed  paid  or  accrued  in 
such  taxable  years,  the  excess,  if  any,  when  carried  forward  is  deemed 
paid  or  accrued  in  a  taxable  year  beginning  after  the  date  of  enact¬ 
ment,  with  respect  to —  _  . 

(i)  interest  (described  in  par.  (2))  in  the  ratio  that  taxes  paid 
or  accrued  with  respect  to  such  interest  to  a  foreign  country  or 
possession  in  the  year  in  which  the  tax  was  actually  paid  or 
accrued  (in  excess  of  the  applicable  limitation  for  such  year) 
bears  to  the  total  tax  paid  or  accrued  to  such  country  or  posses¬ 
sion  in  such  year  (in  excess  of  the  applicable  limitation  for  such 
year) ;  and 

(ii)  other  income  in  the  ratio  that  taxes  paid  or  accrued  with 
respect  to  such  other  income  to  a  foreign  country  or  possession  in 
the  year  in  which  the  tax  was  actually  paid  or  accrued  (in  excess 
of  the  applicable  limitation  for  such  year)  bears  to  the  total  taxes 
paid  or  accrued  to  such  country  or  possession  for  such  year  (in 
excess  of  the  applicable  limitation  for  such  year). 

Under  subparagraph  (B)  taxes,  paid  or  accrued  in  a  taxable  year 
beginning  on  or  before  the  date  of  enactment,  are  when  carried  forward 
deemed  paid  or  accrued  in  a  taxable  year  beginning  after  such  date 

with  respect  to —  .  . 

(i)  interest  (described  in  par.  (2))  in  the  ratio  that  taxes  paid 
or  accrued  to  a  foreign  country  or  possession  in  the  later  year  with 
respect  to  such  interest  bears  to  the  total  taxes  paid  or  accrued  in 
such  year  to  such  country  or  possession ;  and 


230 


REVENUE  ACT  OF  1962 


(n)  other  income  in  the  ratio  that  taxes  paid  or  accrued  to  a 
foreign  country  or  possession  in  the  later  year  with  respect  to  such 
other  income  bears  to  the  total  taxes  paid  or  accrued  in  such 
year  to  such  country  or  possession. 

If  the  taxpayer  uses  the  overall  limitation  provided  in  section  902 
(a)(2)  with  respect  to  income  other  than  the  interest  income  to  which 
paragraph  (2)  applies,  the  computation  under  subparagraphs  (A) 
and  (B)  of  paragraph  (4)  will,  under  the  provisions  of  paragraph  (3), 
be  computed,  with  respect  to  such  other  income,  on  the  basis  of  the 
overall  limitation. 

Example  1.  Corporation  M,  to  which  the  per  country  limitation 
applies,  has  for  the  taxable  year  1963  $50,000  of  taxable  income 
described  in  paragraph  (2)  from  sources  within  country  X,  $100,000 
of  other  taxable  income  from  sources  within  that  country,  and  $150*000 
of  taxable  income  (none  of  which  is  interest  income)  from  sources 
within  country  Y.  M  has  no  other  income  (or  losses)  from  sources 
without  the  United  fc>t&tes  in  1963  find  has  total  taxable  income  from 
all  sources  (including  countries  X  and  Y)  of  $2  million.  It  pays  or 
accrues  income  tax  for  1963  to  country  X  of  $15,000  with  respect  to 
income  described  in  paragraph  (2),  and  $60,000  with  respect  to  other 
income,  and  it  pays  or  accrues  $75,000  income  tax  to  country  Y  M’s 
U.S.  tax  (before  credit)  is  $1,040,000.  M’s  country  X  foreign  tax 
credit  limitation  with  respect  to  interest  described  in  paragraph  (2), 

13  sl'04°'000X$l|S)'  or  $26,000,  so  that  the  full  amount  of  the 

$15,000  of  country  X  tax  is  allowed  as  a  credit  for  1963.  M’s  country 
X  limitation  on  credit  for  taxes  with  respect  to  other  income  is 

$1,040,000X^1qqq°qq0>  or  $52,000  so  that  $52,000  of  the  $60,000  of 

country  X  tax  with  respect  to  such  other  income  is  allowed  as  a  credit 


for  1963.  M’s  country  Y  limitation,  $  1,040, 000 or 

$78,000,  is  unaffected  by  the  new  subsection  (f)  since  M  has  no  taxable 
income  described  in  paragraph  (2)  from  sources  within  country  Y. 
Ms  total  foreign  tax  credit  is  therefore  $142,000  ($15,000  +  $52,000  + 
$75,000) . 

Example  2.  Assume  the  same  facts  as  in  example  1  except  that 
J\1  has  elected  the  overall  limitation.  The  limitation  on  the  credit 
lor  foreign  tax  paid  or  accrued  to  country  X  with  respect  to  the 

income  described  in  paragraph  (2)  is  $1,040, 000X^|^^,  or  $26,000, 

the  same  as  in  example  1,  and  would  not  change’even  if  M  also  had 
taxable  income  described  in  paragraph  (2)  from  sources  within  some 
other  foreign  country,  since  the  overall  limitation  is  unavailable  with 
respect  to  income  described  in  paragraph  (2).  M’s  overall  limitation 
with  respect  to  foreign  tax  on  all  other  income  is  $1,040  000 
w$  100,000+ $150,000  „ 

X  $2,000,000 - ’  0r  $130>000;  so  that  of  the  $135,000  ($60,000 

+$75,000)  foreign  taxes  paid  or  accrued  with  respect  to  income  other 
than  income  described  in  paragraph  (2),  $130,000  is  allowed  as  a  credit. 
M  s  total  credit  is  therefore  $145,000  ($130,000  +  $15,000). 

Example  3.~ Corporation  O,  which  does  not  elect  the  overall 
limitation,  paid  or  accrued  to  country  X  for  the  taxable  year  1962 
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$100  of  foreign  tax  in  excess  of  the  section  904  limitation.  Corpora¬ 
tion  O  has  no  income  from  sources  within  any  other  country.  For 
1963,  O  pays  or  accrues  to  country  X  $20  in  tax  on  income  described 
in  paragraph  (2)  and  $80  in  tax  on  other  income.  The  section  904 
limitation  for  1963  is  $50  with  respect  to  income  described  in  para¬ 
graph  (2)  and  $80  with  respect  to  other  income.  With  respect  to  the 
$100  carryover  from  1962,  corporation  O  is  deemed  to  have  paid  or 

$20 

accrued  in  1963  $20,  i.e.,  ^qX$100.  The  remaining  $80  of  the 

carryover  may  be  carried  to  1964,  and  assuming  the  same  amount  of 
taxes  are  paid  or  accrued  in  1964  as  in  1963  and  the  same  limitations 
are  applicable,  O  is  deemed  to  have  paid  or  accrued  in  1964  $16,  i.e., 


$20 

$100 


X$80. 


Example  J+. — Assume  the  same  facts  as  in  example  3  except  that 
the  limitation  under  section  904  for  1962  exceeds  the  tax  paid  or  ac¬ 
crued  for  that  year  by  $10,  and  the  limitation  for  1964  with  respect 
to  income  other  than  that  described  in  paragraph  (2)  is  $50.  Under 
these  facts,  the  excess  of  the  $80  tax  paid  or  accrued  for  1964  with 
respect  to  other  income  over  the  limitation  of  $50,  or  $30,  is  carried 
back  first  to  1962,  and  $10  will  be  deemed  paid  or  accrued  for  that 
year.  The  remaining  $20  is  carried  to  1963,  but  no  amount  will  be 
deemed  paid  or  accrued  in  1963  since  the  tax  being  carried  back  was 
paid  or  accrued  with  respect  to  income  other  than  that  described  in 
paragraph  (2)  and  the  limitation  for  1963  with  respect  to  such  income 
does  not  exceed  the  tax  actually  paid  or  accrued  for  such  year  with 
respect  to  such  income. 

Example  5. — Assume  the  same  facts  as  in  example  4  except  that 
the  limitation  for  1964  with  respect  to  income  described  in  paragraph 
(2)  is  $10.  The  excess  of  the  $20  tax  paid  or  accrued  for  1964  with 
respect  to  income  described  in  paragraph  (2)  over  the  limitation  of  $10, 
or  $10,  is  aggregated  with  the  excess  tax  of  $30  paid  in  1964  with  respect 
to  other  income,  making  a  total  of  $40.  Of  this  aggregate  amount,  $10 
will  be  deemed  paid  or  accrued  in  1962  as  in  example  4.  Of  the 


remaining 


$30,  $7.50  (J|[jjx$30  j  will  be  deemed  paid  or  accrued  in 

1963  with  respect  to  interest  income  described  in  paragraph  (2).  No 
amount  will  be  deemed  paid  or  accrued  in  1963  with  respect  to  other 
income  because  the  limitation  for  that  year  with  respect  to  other 
income  ($80)  does  not  exceed  the  tax  actually  paid  or  accrued  for  that 
year  with  respect  to  such  other  income  ($80). 

Effective  date. — The  new  subsection  applies  with  respect  to  taxable 
years  beginning  after  the  date  of  enactment  of  the  bill  but  only  with 
respect  to  interest  resulting  from  transactions  consummated  after 
April  2,  1962. 


SECTION  11.  EARNED  INCOME  FROM  SOURCES  WITHOUT 

THE  UNITED  STATES 


This  section  is  the  same  as  section  12  of  the  bill  as  passed  by  the 
House  except  for  the  addition  of  a  presumption  in  certain  circum¬ 
stances  with  respect  to  bona  fide  residence  and  a  temporary  exemption 
for  certain  noncash  remuneration. 
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(a)  Limitation  on  amount  and  type  of  income  excluded. — Subsection 
(a)  of  section  11  of  the  bill  amends  section  911  of  the  1954  Code. 
This  amendment  retains  tlie  provisions  of  section  911  which  require, 
under  certain  circumstances,  the  exclusion  of  earned  income  from 
gross  income  of  an  individual  who  has  been  a  bona  fide  resident, 
or  is  physically  present,  in  a  foreign  country.  However,  under  the 
amendment  there  will  be  dollar  limitations  on  the  amounts  which 
may  be  excluded  under  section  911  by  any  individual.  The  amend¬ 
ment  also  imposes  a  requirement  as  to  time  of  receipt  and,  for  some 
purposes,  attributes  amounts  received  to  the  taxable  year  in  which  the 
services  to  which  the  amounts  are  attributable  were  performed.  The 
amendment  also  provides  that  no  amount  received  as  a  pension  or 
annuity  is  excludable  under  section  911.  Your  committee  has  added 
amendments  which  provide  a  presumption  in  certain  circumstances 
with  respect  to  bona  fide  residence  and  a  temporary  exemption  for 
certain  noncash  remuneration. 

SECTION  911.  EARNED  INCOME  FROM  SOURCES  WITHOUT  THE  UNITED 

STATES 

(a)  General  rule—  Subsection  (a)  of  section  911,  as  amended  by 
section  11  of  the  bill,  is  the  same  as  existing  law  in  that  it  provides 
that  in  the  case  of  an  individual  citizen  of  the  United  States — • 

(1)  who  has  been  a  bona  fide  resident  of  a  foreign  country  or 
countries  for  an  uninterrupted  period  which  includes  an  entire 
taxable  year,  or 

(2)  who  during  any  period  of  18  consecutive  months  is  present 
in  a  foreign  country  or  countries  during  at  least  510  full  days  in 
such  period, 

amounts  received  from  sources  without  the  United  States  (except 
amounts  paid  by  the  United  States  or  any  agency  thereof)  which 
constitute  earned  income  attributable  to  services  performed  during 
the  uninterrupted  period  or  during  an  18-month  period,  whichever 
applies,  may  be  excluded  from  gross  income.  However,  the  amended 
section  911(a)  contains  a  new  provision  to  the  effect  that  the  amount 
excluded  under  that  provision  will  be  computed  by  applying  special 
rules  contained  in  subsection  (c).  The  new  provision  referring  to 
the  special  rules  in  subsection  (c)  is  in  lieu  of  the  unlimited  exclusion 
provided  by  existing  law  with  respect  to  bona  fide  foreign  residence, 
and  the  $20,000  limitation  with  respect  to  physical  presence  in  a 
foreign  country  provided  by  existing  law.  Subsection  (a)  also  retains 
the  provision  of  existing  law  that  no  deductions  (other  than  the  de¬ 
ductions  allowed  by  sec.  151,  relating  to  personal  exemptions)  will  be 
allowed  to  the  extent  such  deductions  are  properly  allocable  to  or 
chargeable  against  amounts  excluded  from  gross  income  under  such 
subsection. 

(b)  Definition  of  earned  income. — Subsection  (b)  of  the  amended 
section  911  continues,  without  change,  the  existing  definition  of 
“earned  income.” 

(c )  Special  rules. — Subsection  (c)  of  section  911,  as  amended  by 
the  bill,  provides  rules  for  purposes  of  computing  the  amount  ex¬ 
cludable  from  gross  income  of  an  individual  under  section  911(a). 

Paragraph  (1)  of  section  911(c)  contains  the  limitations  on  the 
amount  excludable  under  section  911(a).  It  provides,  as  a  general 
rule,  that  the  amount  excluded  for  any  taxable  year  is  not  to  exceed 
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an  amount  which  is  to  be  computed  on  a  daily  basis  at  an  annual  rate 
of  $20,000.  However,  the  annual  rate  is  to  be  $35,000  in  the  case  of 
an  individual  who  qualifies  as  a  bona  fide  resident  of  a  foreign  country 
or  countries  under  section  911(a)(1),  but  only  with  respect  to  taxable 
years  (or  a  portion  of  a  taxable  year)  occurring  immediately  after 
such  individual  has  been  a  bona  fide  foreign  resident  for  any  uninter¬ 
rupted  period  of  3  consecutive  years  (36  consecutive  months).  The 
amount  excludable  accrues  on  a  daily  basis  throughout  the  taxable 
year.  The  number  of  days  to  be  used  in  making  the  computation 
on  a  daily  basis  is  the  number  of  days  in  the  taxable  year  for  which 
the  exclusion  is  claimed. 

The  manner  of  computing  the  amount  excludable  under  section 
911  (a)  on  a  daily  basis  at  the  prescribed  annual  rates  may  be  illustrated 
by  the  following  example: 

Example. — -A,  a  U.S.  citizen,  who  files  his  returns  on  a  calendar 
year  basis,  is  privately  employed,  and  is  a  bona  fide  resident  of 
France  for  the  period  April  1,  1963,  through  June  30,  1968.  the 
amounts  excludable  from  his  gross  income  for  the  various  calendar 
years  under  the  provisions  of  section  911(a)  which  are  computed  by 
applying  the  special  rules  contained  in  section  911(c)  are  not  to  exceed 
the  "following  amounts:  For  the  year  1963,  $15,068.49  (275/365 X 
$20  000);  for  the  year  1964,  $20,000  (366/366X$20,000) ;  for  the  year 
1965,  $20,000  (365/365X820,000);  for  the  year  1966,  $31,301.37 
(90/365X820,000  plus  275/365X835,000);  for  the  year  1967,  835,000; 
and,  for  the  year  1968,  817,404.37  (182/366X835,000). 

An  individual  who,  on  January  1,  1963,  has  been  a  bona  fide  foreign 
resident  for  an  uninterrupted  period  in  excess  of  3  consecutive  years 
is  immediately  entitled  to  the  benefits  of  the  annual  rate  of  835,000. 
An  individual  who  returns  and  takes  up  residence  in  the  United  States 
is  upon  resuming  bona  fide  foreign  residence,  only  entitled  to  the  bene¬ 
fits  of  the  annual  rate  of  820,000  until  such  individual  completes 
another  uninterrupted  period  of  3  consecutive  years  of  bona  fade 

foreign  residence.  . ,  .  , 

Paragraph  (2)  of  section  911  (c)  provides  that,  for  purposes  of  apply¬ 
ing  the°limitation  in  paragraph  (1),  amounts  received  are  to  be  con¬ 
sidered  received  in  the  taxable  year  in  which  the  services  to  which 
the  amounts  are  attributable  are  performed..  For  example,  amounts 
received  during  the  taxable  vear  1965  attributable  to  services  per¬ 
formed  during  the  taxable  year  1964  will,  for  purposes  of  applying  the 
limitation  in  section  911(c)(1),  be  considered  received  m  the  taxable 
year  1964.  Thus,  if  I  (to  whom  the  820,000  limitation  applies)  re¬ 
ceives  $16,000  in  1964  and  $7,000  in  1965,  both  amounts  being  at¬ 
tributable  to  his  1964  services,  $3,000  of  the  $7,000  received  m  1965 
would  be  includible  in  his  gross  income  for  1965.  . 

Paragraph  (3)  of  section  911(c)  provides  in  effect  that  in  applying 
the  rules  of  paragraph  (1),  the  amount  excludable  under  section  911(a) 
is  to  be  neither  increased  nor  decreased  solely  by  operation  of  commu¬ 
nity  property  law.  .  , 

The  application  of  the  rule  contained  in  section  911(c)(3)  may  be 

illustrated  by  the  following  examples:  nii/N 

Example  1. — H,  a  U.S.  citizen,  qualifies  under  section  911(a) 
and  receives  $40,000  during  a  taxable  year  for  services  performed 
abroad  during  such  taxable  year.  He  has  been  abroad  for  less  than 
3  consecutive  years.  W,  the  wife  of  H,  earns  no  income  of  her 
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own  and  continues  to  live  in  a  community  property  State  in  the 
United  States.  .  The  marital  domicile  also  continues  in  such  State. 
H  and  W  file  a  joint  return.  The.  aggregate  amount  excludable  from 
gross  income  under  section  911  is  $20,000.  If  H  and  W  had  filed 
separate  returns,  the  aggregate  amount  excludable  under  section  911 
would  be  $20,000. 

Example  2.  The  facts  are  the  same  as  in  example  1,  except 
that  W  also  resides  abroad.  Whether  H  and  W  file  their  returns 
separately  or  jointly,  the  aggregate  amount  excludable  under  section 
911  is  $20,000.  If  W  also  qualifies  under  section  911(a)  and  receives 
$10,000  during  the  taxable  year  for  services  she  performed  abroad 
during  such  taxable  year,  the  aggregate  amount  excludable  under 
section  911  is  $30,000  (whether  a  joint  return  or  separate  returns  are 
hied). 

Similarly,  in  a  noncommunity  property  jurisdiction,  if  H  and  W 
both  qualify  under  section  911(a)  and  receive  $40,000  and  $10,000, 
respectively,  for  services  performed  abroad  during  the  taxable  year’ 
the  aggregate  amount  excludable  under  section  911  is  $30,000. 

Paragraph  (4)  of  section  911(c)  establishes  a  requirement  as  to 
tune  of  receipt  by  providing  that  no  amount  received  after  the  close 
of  the  taxable  year  following  the  taxable  year  in  which  the  services 
to  which  the  amounts  are  attributable  are  performed  may  be  ex¬ 
cluded  under  section  911(a).  For  example,  an  amount  received 
on  or  before  the  close  of  the  taxable  year  1965  which  is  attributable 
to  services  performed  during  the  taxable  year  1964  will  satisfy  the 
requirement  as  to  receipt  of  section  911(c)(4).  However,  an  amount 
received  after  the  close  of  the  taxable  year  1965  which  is  attributable 
to  services  performed  during  the  taxable  year  1964  will  not  satisfy 
the  requirement  as  to  receipt  of  section  911(c)(4)  and,  therefore,  will 
in  no  event  be  excludable  under  section  911(a). 

Subparagraph  (A)  of  section  911(c)(5)  provides  that  no  amount 
received  as  a  pension  or  annuity  may  be.excluded  under  section  911(a). 
1  he  result  is  the  same  whether  the  recipient  of  such  pension  or  annuity 
is  a  resident  or  a  nonresident  of  the  United  States.  Subparagraph  (B) 
provides  that  no  amount  included  in  gross  income  by  reason  of  section 
402(b)  (relating  to  taxability  of  beneficiary  of  nonexempt  trust) 
section  403(c)  (relating  to  taxability  of  beneficiary  under  a  non¬ 
qualified  annuity),  or  section  403(d)  (relating  to  taxability  of  bene¬ 
ficiary  under  certain  forfeitable  contracts  purchased  by  exempt 
oigamzations)  may  be  excluded  under  section  911(a).  Thus,  amounts 
contributed  by  an  employer  to  certain  plans  which  do  not  qualify 
under  section  401  and  in  which  an  individual  has  nonforfeitable 
lights,  must  be  included  in  such  individual's  gross  income  currently, 
lim  amounts  of  such  contributions  are  not  excludable  under  section 
911(a). 

Your  committee  has  added  a  new  paragraph  (6)  to  section  911(c) 
which  piovides  that  a  statement  by  an  individual  who  has  earned 
income  from  sources  within  a  foreign  country  that  he  is  not  a  resident 
of  such  country,  if  he  is  held  not  subject  as  a  resident  of  that  country 
to  the  income  tax  of  that  country  by  its  authorities  with  respect  to 
such  earnings,  shall  be  conclusive  evidence  that  he  is  not  a  bona  fide 
resident  of  that  country  for  purposes  of  section  911(a)(1). 

niU°Vr  Ci°-nim^ttee- lias  a^so  i^ded  a  new  paragraph  (7)  to  section 
911(c)  which  provides  that  if  an  individual  receives  compensation 
from  sources  without  the  United  States  (except  from  the  United 
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States  or  any  agency  thereof)  in  the  form  of  a  right  to  use  property  or 
facilities,  the  limitation  under  section  911(c)(1)  applicable  with 
respect  to  such  individual,  (A)  for  a  taxable  year  ending  in  1963, 
shall  be  increased  by  an  amount  equal  to  the  amount  of  such  com¬ 
pensation  so  received  during  such  year;  (B)  for  a  taxable  year  ending 
in  1964,  shall  be  increased  by  an  amount  equal  to  two-thirds  of  such 
compensation  so  received  during  such  year;  and  (C)  for  a  taxable 
year  ending  in  1965,  shall  be  increased  by  an  amount  equal  to  one- 
third  of  such  compensation  so  received  during  such  year. 

Example  1. — X,  a  U.S.  citizen  who  files  his  returns  for  the  calendar 
year,  qualifies  under  section  911(a)  and  has  been  abroad  for  less  than 
3  consecutive  years.  During  the  taxable  years  ending  December  31, 
1963,  1964,  1965,  and  1966,  X  receives  compensation  in  the  form  of  a 
right  to  use  a  residence,  such  use  having  a  fair  market  value  of  $6,000 
per  year.  Under  the  provisions  of  section  911(c)(7),  the  applicable 
limitation  under  section  911(c)(1)  will  be  increased  in  the  following 
amounts : 


Taxable  year  ending: 
Dec.  31,  1963... 
Dec.  31,  1964... 
Dec.  31,  1965... 
Dec.  31,  1966... 


Amount 
$6,  000 
4,  000 
2,  000 
0 


Example  2. — The  facts  are  the  same  as  in  example  10  except  that  X 
returns  and  takes  up  residence  in  the  United  States  on  July  1,  1965. 
X  will  be  entitled  to  increase  the  applicable  limitation  under  section 
911(c)(1)  for  the  taxable  year  ending  December  31,  1965,  in  an  amount 
limited  to  one-half  of  $2,000,  or  $1,000.  __  _ 

(b)  Computation  oj  employees’  contributions. — Existing  section  72 
(f)(2)  of  the  code  provides  that,  in  the  case  of  employees’  annuities, 
employees’  contributions  include  amounts  contributed  by  the  employer 
if  such  amounts  would  have  been  exempt  from  tax  had  they  been  paid 
to  the  employee  directly.  Existing  law  continues  to  apply  to  amounts 
contributed  on  or  before  December  31,  1962,  for  services  performed 
on  or  before  such  date. 

Subsection  (b)  of  section  11  of  the  bill  amends  paragraph  (2)  of  sec¬ 
tion  72(f)  of  the  code  by  providing,  in  general,  that  such  paragraph  is 
not  to  apply  to  amounts  which  were  contributed  by  the  employer  alter 
December  31,  1962,  and  which  would  have  been  exempt  from  tax  by 
reason  of  section  911  had  they  been  paid  to  the  employee  directly. 
However,  the  preceding  sentence  does  not  apply  to  amounts  which 
were  contributed  by  the  employer  to  provide  pension  or  annuity 
credits,  to  the  extent  such  credits  are  attributable  to  services  per¬ 
formed  before  January  1,  1963,  and  are  provided  pursuant  to  pension 
or  annuity  plan  provisions  in  existence  on  March  12,  1962,  and  on  that, 
date  applicable  to  such  services.  Thus,  in  effect,  the  first,  sentence  of 
the  amendment  contained  in  section  11(b)  of  the  bill  provides  that  an 
employee’s  basis  will  not  be  increased  by  reason  of  foreign  seivice 
contributions  made  by  an  employer  after  December  31,  1962,  and 
which  would  have  been  exempt  from  tax  by  reason  of  section  911  had 
they  been  paid  to  the  employee  directly.  However,  existing  law 
would  continue  to  apply  to  contributions  made  after  December  31, 
1962,  to  provide  benefits  attributable  to  services  performed  before 
January  1,  1963,  to  the  extent  that  (1)  such  benefits  are  provided  by 
a  plan  which  is  in  existence  on  March  12,  1962,  and  (2)  such  con- 
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tributions  are  required  to  provide  the  benefits  set  forth  in  the  plan  on 
March  12,  1962.  Thus,  certain  amounts  attributable  to  services  per¬ 
formed  before  January  1,  1963,  and  contributed  after  December  31, 
1962,  to  fund  current  or  past  service  credits  may  be  added  to  an  em¬ 
ployee’s  basis.  However,  to  the  extent  benefits  are  initially  pro¬ 
vided  after  March  12,  1962,  or  to  the  extent  existing  benefits  are  in¬ 
creased  after  such  date,  amounts  attributable  to  the  new  or  increased 
benefits  may  not  be  added  to  an  employee’s  basis  even  though  the  new 
or  increased  benefits  are  attributable  to  services  performed  before 
January  1,  1963. 

(c)  Effective  date.— Subsection  (c)  of  section  11  of  the  bill  contains 
the  effective  date  provisions  applicable  to  the  amendments  to  sections 
911  and  72(f)  of  the  code. 

Paragraph  (1)  of  section  11(c)  of  the  bill  provides  that,  except  as 
provided  in  paragraph  (2),  the  amendments  made  by  section  11  of 
the  bill  are  to  apply  to  taxable  years  ending  after  December  31,  1962. 
Paragraph  (2)  provides  that,  with  respect  to  the  changes  in  section 
911  of  the  code,  the  amendment  made  by  section  11(a)  of  the  bill  is 
to  apply  only  with  respect  to  amounts  received  after  December  31, 
1962,  and  which  are  attributable  either,  as  provided  in  subparagraph 
(A),  to  services  performed  after  such  date,  or,  as  provided  in  sub- 
paragraph  (B),  to  services  performed  on  or  before  such  date,  but  only 
if  on  March  12,  1962,  there  existed  no  right  (whether  forfeitable  or 
nonforfeitable)  to  receive  such  amounts.  Thus,  in  effect,  the  effec¬ 
tive  date  provision,  with  respect  to  the  amendment  to  section  911, 
applies  existing  law  to  amounts  received  after  December  31,  1962, 
which  are  attributable  to  services  performed  before  January  1,  1963, 
if  on  March  12,  1962,  a  right  existed  (whether  forfeitable  or  nonfor¬ 
feitable)  to  receive  such  amounts.  On  the  other  hand,  if  amounts 
are  received  after  December  31,  1962,  which  are  attributable  to  serv¬ 
ices  performed  before  January  1,  1963,  to  which  the  recipient  did  not 
haxe  a  right  in  existence  on  March  12,  1962,  section  911,  as  amended 
by  section  11  of  the  bill,  'will  apply  to  such  amounts.  In  the  event  a 
right  to  receive  an  amount  attributable  to  services  performed  before 
January  1,  1963,  existed  as  of  March  12,  1962,  and  thereafter  such 
amount  is  increased,  section  911,  as  amended  by  section  11  of  the  bill, 
will  apply  to  such  increase. 

The  application  of  the  provisions  of  section  1 1  (c)  (2)  of  the  bill  may 
be  illustrated  by  the  following  examples: 

Example  1. — A,  a  U.S.  citizen  who  files  his  returns  on  a  calendar- 
year  basis,  is  privately  employed  and  a  bona  fide  resident  of  Italy  for 
the  period  January  1,  1961,  through  December  31,  1963.  He  is  com¬ 
pensated  at  a  rate  of  $25,000  per  year  and  receives  such  compensation 
in  the  year  it  is  earned.  The  amounts  excludable  from  gross  income 
for  the  various  calendar  years  and  the  applicable  provisions  of  section 
911  of  the  code  are  as  follows:  for  the  years  1961  and  1962,  $25,000 
under  section  911  before  amendment  by  section  11  of  the  bill;  for  the 
year  1963,  $20,000  under  section  911,  as  amended  by  the  bill. 

Example  2. — A,  the  taxpayer  described  in  example  1,  receives  on 
May  1,  1963,  $5,000  as  a  supplementary  salary  payment  for  services 
performed  during  the  taxable  year  1962.  Such  amount  is  received 
pursuant  to  an  agreement  in  existence  on  March  12,  1962.  Under 
section  11(c)(2)(B)  of  the  bill,  such  amount  will  be  subject  to  section 
911  of  the  code  before  amendment.  The  entire  supplementary  salary 
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payment  will  be  excludable  from  gross  income  under  section  911(a)(1) 

(before  amendment).  .  .  .  ,  ,, 

Example  8. — The  facts  are  the  same  as  m  example  2,  except  that 
no  right  to  receive  the  $5,000  supplementary  salary  payment  is  m 
existence  on  March  12,  1962.  Under  section  11(c)(2)(B)  of  the  bill, 
such  amount  is  to  be  subject  to  the  provisions  of  section  911,  as 
amended  by  the  bill.  Under  section  911,  as  amended,  the  amount 
excludable  “is  to  be  computed  under  section  911(c).  Under  section 
911(c)(2),  the  supplementary  salary  payment  is  to  be  considered  re¬ 
ceived  in  1962.  Under  section  91 1  (c)  (1) ,  that  portion  of  the  amount 
received  which,  when  added  to  other  qualifying  amounts  received  dur¬ 
ing  the  taxable  year  1962,  does  not  exceed  an  amount  computed  on 
a  daily  basis  at  an  annual  rate  of  $20,000  will  be  excludable.  Since, 
under  the  facts  set  forth  in  example  1,  A  received  excludable  amounts 
in  excess  of  $20,000  during  the  taxable  year  1962,  no  part  oi  the 
supplementary  salary  payment  is  to  be  excludable  from  gross  income. 

SECTION  12.  CONTROLLED  FOREIGN  CORPORATIONS 

(a)  Tax  on  United,  States  shareholders . — Subsection  (a)  of  section  12 
of  the  bill,  corresponding  to  section  13  of  the  bill  as  passed  by  the 
House,  adds  a  new  subpart  F  (secs.  951-964)  and  a  new  subpart  G 
(secs.  970-972)  to  part  III  of  subchapter  N  of  the  Internal  Revenue 
Code  of  1954. 

SECTION  951.  AMOUNTS  INCLUDED  IN  GROSS  INCOME  OF  UNITED  STATES 

PERSONS 


(a)  Amounts  included. — Subsection  (a)  provides  that,  if  a  foreign 
corporation  is  a  controlled  foreign  corporation  for  an  uninterrupted 
period  of  30  days  or  more  during  its  taxable  year,  then  any  United 
States  person  who  is  a  United  States  shareholder  (as  defined  in  sub¬ 
section  (b))  and  who  owns  (within  the  meaning  of  section  95S(a)) 
stock  in  such  corporation,  on  the  last  day  of  such  taxable  year  on 
which  it  was  a  controlled  foreign  corporation  must  include  in  gross 
income  for  his  taxable  year  (in  which  or  with  which  ends  the  taxable 
year  of  the  controlled  foreign  corporation)  the  sum  _  of  (except  as 
provided  by  section  963,  relating  to  the  receipt  of  mmimum  distribu¬ 
tions).  ^.g  rata  skar3  0f  the  corporation’s  subpart  F  income 
for  its  taxable  year,  and  his  pro  rata  share  of  the  corporation  s 
previously  excluded  subpart  F  income  withdrawn  from  invest¬ 
ment  in  less  developed  countries  lor  such  year,  and 

(2)  his  pro  rata  share  of  the  corporation’s  increase  in  earnings 
invested  in  United  States  property  for  its  taxable  year  which  is 
not  excluded  from  gross  income  under  section  959(a)  (2). 

The  pro  rata  shares  are  included  in  the  income  of  the  United  Suites 
shareholder  even  though  there  may  be  intervening  entities  m  a  chain 
between  the  controlled  foreign  corporation  and  such  shareholder,  lu0 
pro  rata  share  to  be  included  by  the  United  States  shareholder  (it  the 
corporation  is  a  controlled  foreign  corporation  for  its  entire  taxable 
year)  is  that  amount  which  would  have  been  distributed  with  respect 
to  the  ownership  interest  of  such  person  if  the  corporation  had  dis¬ 
tributed  the  total  amount  of  its  subpart  F  income,  the  total  ol  its 
previously  excluded  subpart  F  income  withdrawn  from  investment  m 
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less  developed  country  corporations,  and  the  total  of  the  increase  in  its 
earnings  invested  in  United  States  property  on  the  last  day  of  its 
taxable  year.  If  the  corporation  is  a  controlled  foreign  corporation 
for  only  part  of  its  taxable  year,  paragraphs  (2),  (3),  and  (4)  of 
section  951(a)  provide  that  the  pro  rata  share  is  that  which  would 
have  been  distributed  (on  the  last  day  of  the  corporation’s  taxable  year 
on  which  it  was  a  controlled  foreign  corporation)  if  the  controlled 
foreign  corporation  had  distributed  pro  rata  an  amount  which  bears  to 
such  total  amount  the  same  ratio  that  the  part  of  the  year  during  which 
the  corporation  was  a  controlled  foreign  corporation  bears  to  the  entire 
taxable  year. 

Example  ( 1 ). — X,  a  United  States  shareholder,  wholly  owns  through¬ 
out  1965  Y,  a  controlled  foreign  corporation,  which  has  $50  of  subpart 
F  income,  $50  of  previously  excluded  subpart  F  income  withdrawn 
from  investment  in  less  developed  countries,  and  $100  of  earnings 
and  profits  for  its  taxable  year  1965.  Both  X  and  Y  use  a  calendar 
year  as  their  taxable  year.  X,  for  taxable  year  1965,  must  include  $100 
($50 +  $50)  in  gross  income  as  if  such  amount  had  been  distributed  on 
December  31,  1965. 

Example  {2).— -X  and  T,  United  States  shareholders  with  the  cal¬ 
endar  year  as  a  taxable  year,  each  acquire  on  July  1,  1963,  30  percent 
of  the  voting  stock  of  Y,  a  foreign  corporation  (having  only  one  class 
of  stock)  which  became,  as  of  that  day,  a  controlled  foreign  corpora¬ 
tion.  Y  has  no  subpart  F  income  or  previously  excluded  subpart  F 
income  withdrawn  from  investment  in  less  developed  countries, 
has  $100  of  earnings  and  profits,  and  has  a  $100  increase  in  earnings 
invested  in  United  States  property,  for  its  1963  taxable  year  (also 
a  calendar  year).  For  their  1963  taxable  year,  X  and  T  each  must 
include  in  gross  income  $15,  the  amount  which  would  have  been 
distributed  with  respect  to  their  stock  if  Y  had  distributed  pro  rata 
%  of  $100,  or  $50  on  December  31,  1963. 

An  increase  in  earnings  invested  in  United  States  property  is  in¬ 
cluded  in  gross  income  only  to  the  extent  that  it  exceeds  the  subpart 
F  income  for  the  current  taxable  year  and  previous  taxable  years,  but 
only  if  such  subpart  F  income  (here  used  to  include  subpart  F  income 
previously  excluded  because  of  qualified  investment  in  less  developed 
countries  but  now  withdrawn  from  such  investment)  has  not  already 
been  so  used  as  an  offset  or  has  not  been  actually  distributed  in  a 
previous  taxable  year.  Distributions  from  subpart  F  income  and 
from  amounts  taxed  under  section  951(a)(1)(B)  as  increases  in 
earnings  invested  in  United  States  property  are  excluded  from  gross 
income  under  section  959.  Rules  for  allocation  of  distributions  to 
subpart  F  income,  increases  in  earnings  invested  in  United  States 
property,  or  other  earnings  and  profits  are  made  under  the  rules  of 
section  959(c). 

In  a  case  in  which  stock  of  a  controlled  foreign  corporation  is 
transferred  by  any  person  to  a  United  States  shareholder  during 
a  taxable  year,  if  the  transferor  receives  a  distribution  with  respect 
to  such  stock,  the  acquiring  shareholder,  under  section  951(a)(2)(B), 
may  reduce  the  amount  he  would  otherwise  be  required  to  include 
in  gross  income  under  section  95 1(a)(1)  (A)  (i)  by  the  amount  of  such 
dividend.  The  corresponding  provision  of  the  bill  as  passed  by  the 
House  applied  only  to  transfers  among  United  States  persons.  Section 
951(a)(2)(B)  also  provides  a  limitation  (not  contained  in  the  till  as 
passed  by  the  House)  that  the  reduction  is  only  to  the  extent  the 
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amount  of  the  distribution  with  respect  to  stock  by  the  corporation 
does  not  exceed  the  distribution  which  would  have  been  distributed 
with  respect  to  such  stock  if  the  corporation  had  distributed  an 
amount  which  bears  the  same  ratio  to  subpart  F  income  of  the  corpo¬ 
ration  for  the  taxable  year  as  the  part  of  such  year  during  which 
such  shareholder  did  not  own  (within  the  meaning  of  section  958(a)) 
such  stock  bears  to  the  entire  year.  The  exclusion  applies  only  where 
the  dividend  is  paid  to  a  person  outside  the  chain  of  ownership 
described  in  section  958(a)(2)  since  otherwise  the  United  States 
person  is  a  United  States  shareholder  both  before  and  after  the  transfer. 

Example  (1). — Assume  that  A,  a  United  States  shareholder,  owns 
20  percent  of  the  one  class  of  stock  in  Z,  a  controlled  foreign  corpora¬ 
tion,  and  that  on  July  1,  1963,  immediately  after  receiving  a  $12 
dividend,  A  transfers  the  stock  to  B,  a  United  States  shareholder. 

A  B,  and  Z  use  the  calendar  year  as  the  taxable  year.  Z’s  entire 
earnings  and  profits  for  1963  consists  of  $100  all  of  which  is  subpart  F 
income.  A  must  include  in  gross  income  the  $12  dividend.  B  must 
include  in  his  gross  income  for  1963,  $10,  computed  as  follows: 

(а)  The  amount  distributed  by  the  controlled  foreign  corporation  ($12-^20 

percent) _ 

(б)  Limitation  on  the  distribution  (SIOOX/B) -  ^0 

(c)  Limitation  on  the  reduction  (20  percent  of  $50).  ------------------  10 

(d)  Amount  included  in  gross  income  under  section  951(a) (l)(A)(i)  ($20 

minus  $10) _  lo 

Example  (2). — A,  a  United  States  shareholder,  owns  all  the  one 
class  of  stock  of  Y,  a  foreign  corporation,  which  in  turn  owns  all  the 
one  class  of  stock  in  Z  which  for  its  taxable  year  has  $100  subpart  F 
income.  A,  Y,  and  Z,  each  uses  the  calendar  year  as  the  taxable 
year.  On  July  1,  Z  distributes  $100  to  Y.  A  must  include  in  gross 
income  $100  of  Z’s  subpart  F  income,  unreduced  under  section 
951(a)(2)(B)  by  the  distribution  by  Z  since  A  is  the  owner  of  the  Z 
stock  within  the  meaning  of  section  958(a)  for  the  entire  year. 

Example  (3). — The  facts  are  the  same  as  in  example  (2)  except  that 
A  acquired  the  stock  in  Y  from  B  (not  in  the  chain  of  ownership  de¬ 
scribed  in  section  958(a)(2))  on  July  1,  and  that  Z,  immediately  before 
the  transfer,  distributed  $50  to  B.  Under  section  95 1(a)(2)(B)  the 
$100  otherwise  required  to  be  included  in  X’s  gross  income  is  reduced 

^(b)  United  States  shareholder  defined. — Subsection  (b)  defines 
“United  States  shareholder”  with  respect  to  any  foreign  corporation 
to  mean  a  United  States  person  (as  defined  in  section  957(d))  who 
owns  under  section  958(a),  or  is  considered  as  owning  under  section 
958(b),  10  percent  or  more  of  the  total  combined  voting  power  of  all 
classes  of  stock  entitled  to  vote  of  such  foreign  corporation.  Only 
a  United  States  shareholder  as  thus  defined  is  taxable  under  section 
951  or  is  taken  into  account  in  determining  whether  there  exists  the 
United  States  ownership  of  a  foreign  corporation  required  to  consti¬ 
tute  it  a  controlled  foreign  corporation.  The  bill  as  passed  by  the 
House,  in  determining  whether  a  corporation  is  a  controlled  foreign 
corporation,  took  into  account  any  U.S.  person  who  under  the  pro¬ 
visions  corresponding  to  section  958(b)  owned  stock  in  the  foreign 
corporation  even  though  such  person  owned  (under  section  958(b)) 
less  than  10  percent  of  the  total  combined  voting  power  of  all  classes 
of  stock  entitled  to  vote  in  the  corporation.  Also,  once  a  foreign 
corporation  was  classed  as  a  controlled  foreign  corporation,  the  bill  as 
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passed  by  the  House  taxed  a  United  States  person  who  owned  10  per¬ 
cent  of  the  value  of  the  stock  in  the  corporation,  notwithstanding  that 
his  stock  entailed  no  voting  power. 

Example. — H  owns  (under  section  958(a))  5  percent  of  the  one  class 
of  stock  of  X,  a  controlled  foreign  corporation,  and  his  wife,  W,  owns 
(under  section  958(a))  10  percent  of  the  stock  of  such  corporation. 
Under  the  rules  of  section  958(b),  H  is  considered  to  own  15  percent 
of  the  stock  of  X  and  will  be  required  to  include  in  gross  income 
amounts  attributable  to  his  5  percent  interest  as  determined  under 
section  958(a).  W  will  be  required  to  include  in  gross  income  amounts 
attributable  to  her  10  percent  of  the  stock  of  such  corporation. 

_  (c)  Coordination  with  election  oj  a  foreign  investment  company  to 
distribute  income. — Subsection  (c)  provides  that  a  United  States 
person  who,  for  his  taxable  year,  is  a  qualified  shareholder,  within 
the  meaning  of  section  1247(c),  of  a  foreign  investment  company 
with  respect  to  which  an  election  under  section  1247  is  in  effect  is  not 
required  to  include  in  gross  income  under  subsection  (a)  for  such 
year  any  income  of  such  company.  The  corresponding  provision  of 
the  bill  as  passed  by  the  House  applied  only  to  subpart  F  income. 

(d)  Coordination  with  foreign  personal  holding  company  provisions. — 
Subsection  (d)  provides  that  a  United  States  shareholder  who,  for  a 
taxable  year,  is  subject  to  tax  under  section  551(b)  (relating  to  foreign 
personal  holding  company  income  included  in  gross  income  of  United 
States  shareholders)  on  income  of  a  controlled  foreign  corporation  is 
not  required  to  include  in  gross  income,  for  such  taxable  year,  any 
amount  under  subsection  (a)  with  respect  to  such  company.  The 
corresponding  provision  of  the  bill  as  passed  by  the  House  (sec. 
13(b)(1))  amended  section  551(b)  to  provide  that  the  amount  of 
undistributed  foreign  personal  holding  company  income  otherwise 
required  under  section  551(b)  to  be  included  in  gross  income  of  a 
United  States  person  is  reduced  by  his  proportionate  share  of  undis¬ 
tributed  foreign  personal  holding  company  income  included  in  gross 
income  under  section  951(a)  for  the  taxable  year  as  his  proportionate 
share  of  subpart  F  income  of  such  controlled  foreign  corporation. 

SECTION  952.  SUBPART  F  INCOME  DEFINED 

Section  952  defines  the  two  types  of  income  of  a  controlled  foreign 
corporation  which  constitute  “subpart  F  income”  and  may  be  in¬ 
cludible  in  the  gross  income  of  United  States  shareholders  under 
section  951(a)(1)(A). 

(a)  In  general. — Paragraph  (1)  of  section  952(a)  provides  that  the 
subpart  F  income  of  a  controlled  foreign  corporation,  for  purposes  of 
section  951(a)(1)(A),  is  the  sum  of  (1)  the  income  of  the  controlled 
foreign  corporation  derived  from  insurance  of  United  States  risks  as 
determined  under  section  953;  and  (2)  the  foreign  base  company 
income  of  a  controlled  foreign  corporation,  as  determined  under 
section  954.  The  provision  in  the  bill  as  passed  by  the  House  which 
included  in  subpart  F  income  the  income  of  the  controlled  foreign 
corporation  from  United  States  patents,  copyrights,  and  exclusive 
formulas  and  processes  has  been  deleted  from  subpart  F;  but  see 
section  16  of  the  bill  as  reported  by  your  committee  for  provisions 
relating  to  the  transfer  of  such  rights  to  a  controlled  foreign  corpora¬ 
tion. 


REVENUE  ACT  OF  19  62 


241 


(b)  Exclusion  oj  United  States  income. — Subsection  (b)  excludes, 
from  subpart  F  income,  amounts  includible  in  gross  income  under 
chapter  1  of  the  code  (other  than  the  new  subpart  F)  where  the  con¬ 
trolled  foreign  corporation  is  engaged  in  trade  or  business  in  the 
United  States  and  such  income  is  treated  as  income  from  sources 
within  the  United  States.  This  subsection  will  not  permit  an  exclu¬ 
sion  from  subpart  F  income  in  the  case  of  United  States  source  income 
of  a  controlled  foreign  corporation  having  no  permanent  establish¬ 
ment  in  the  United  States  in  situations  (involving  tax  treaties)  in 
which  such  permanent  establishment  is  a  requisite  to  imposition  of 
United  States  tax,  since  in  such  a  situation  no  amount  will  have  been 
included  in  gross  income  for  purposes  of  this  section. 

(c)  Limitation. — Section  952(c),  corresponding  to  section  952  (a)(3) 
of  the  bill  as  passed  by  the  House,  provides  that  the  subpart  F  income 
of  a  controlled  foreign  corporation  for  any  taxable  year  of  such  cor¬ 
poration  may  not  exceed  the  earnings  and  profits  of  the  controlled 
foreign  corporation  for  that  year  but  with  a  reduction  not  provided 
for  by  the  bill  as  passed  by  the  House.  The  reduction  is  the  amount 

(if  any)  by  winch —  .  . 

(1)  the  sum  of  the  deficits  in  earnings  and  profits  tor  prior 
taxable  years  beginning  after  December  31,  1959  (reduced  by 
any  earnings  and  profits  for  taxable  years  beginning  al  ter  Decem¬ 
ber  31,  1959,  and  before  January  1,  1963),  exceeds 

(2)  an  amount  equal  to  the  earnings  and  profits  described  in 
section  959(c)(3)  accumulated  for  taxable  years  beginning  after 
December  31,  1962,  determined  as  of  the  close  of  the  preceding 
taxable  year. 

For  such  purpose  a  deficit  for  a  prior  taxable  year  is  taken  into  account 
only  to  the  extent  it  has  not  been  taken  into  account  for  any  preceding 

taxable  year.  .  „ 

Example  (7).— M,  a  controlled  foreign  corporation,  has  subpart  r 
income  for  taxable  year  1963,  before  applying  subsection  (c),  of  $100. 
Deductions  not  allocable  to  such  income  exceed  gross  income  (other 
than  gross  income  giving  rise  to  subpart  F  income)  by  $25  with  the 
result  that  earnings  and  profits  for  the  year  are  $100  minus  $25,  or 
$75.  M’s  subpart  F  income  for  1963  as  limited  by  subsection  (c)  is  $7 5. 

Example  (#).— In  1963  a  controlled  foreign  corporation  has  earnings 
and  profits  of  $90,000,  consisting  of  $40,000  of  subpart  F  income  and 
$50,000  of  other  income.  For  taxable  year  1964,  the  corporation  lias 
a  deficit  in  earnings  and  profits  of  $400,000.  In  1965  it  has  earnings 
and  profits  of  $380,000,  consisting  of  subpart  F  income  of  $300,000 
and  other  income  of  $80,000.  It  makes  no  distributions  during  1963, 
1964,  or  1965.  Under  subsection  (c),  the  limitation  for  1965  is  $30,000 
computed  as  follows: 


Earnings  and  profits  for  1965 - 

Reduced  by  deficit  for  1964 - 

Less: 

Earnings  and  profits  described  in  sec.  959(c)(3)  accumu¬ 
lated  as  of  close  of  1964  (without  reduction  by  the 
1964  deficit) _ 


$400,  000 

50,  000 


$380,  000 


350,  000 


Limitation  under  subsection  (c) 


30,  000 


242 


REVENUE  ACT  OF  196  2 


_  (d)  Special  rule  in  case  of  indirect  ownership. — Subsection  (d)  pro¬ 
vides  a  special  rule  that,  for  purposes  of  the  limitation  in  subsection 
(c),  the  earnings  and  profits  of  a  controlled  foreign  corporation  for  a 
taxable  year  are  reduced  not  only  by  the  deficits  of  such  controlled 
foreign  corporation  as  provided  in  subsection  (c),  but  also  by  the 
deficits  of  certain  other  foreign  corporations.  The  special  rule  is 
that  if  a  United  States  shareholder  owns  (within  the  meaning  of 
section  958(a))  stock  of  a  foreign  corporation  and  by  reason  of  such 
ownership  owns  (within  the  meaning  of  such  section)  stock  of  any 
other  foreign  corporation,  and  any  of  such  foreign  corporations  has  a 
deficit  in  earnings  and  profits  for  the  taxable  year,  then  earnings  and 
profits  of  each  such  foreign  corporation  which  is  a  controlled  foreign 
corporation  is,  with  respect  to  such  shareholder,  reduced  to  take 
account  of  such  deficit  in  such  manner  as  the  Secretary  of  the  Treasury 
or  his  delegate  may  prescribe  by  regulations. 

SECTION  953.  INCOME  FROM  INSURANCE  OF  UNITED  STATES  RISKS 

Section  953,  corresponding  to  section  952(b)  of  the  bill  as  passed  by 
the  House,  defines  the  term  “income  derived  from  insurance  of  United 
States  risks”  referred  to  in  section  952(a)(1)  as  one  item  included  in 
subpart  F  income. 

(a)  General  rule. — Subsection  (a)  provides  that  income  derived 
frorn  the  insurance  of  United  States  risks  is  that  income  which  would 
(subject  to  certain  modifications)  be  taxed  under  subchapter  L  of 
chapter  1  if  the  controlled  foreign  corporation  were  a  domestic  insur¬ 
ance  corporation.  Such  income  is  included  in  subpart  F  income, 
however,  only  if  attributable  to  the  reinsurance  or  the  issuing  of  any 
insurance  or  annuity  contract  (A)  in  connection  with  property  in  or 
liability  arising  out  of  activity  in,  or  in  connection  with  the  lives  or 
health  of,  residents  of  the  United  States,  or  (B)  in  connection  with 
risks  which  are  not  included  in  subparagraph  (A)  because  of  an  ar¬ 
rangement  whereby  another  corporation  receives  a  substantially 
equal  amount  of  premiums  or  other  consideration  in  respect  of  reinsur¬ 
ance  or  the  issuing  of  any  insurance  or  annuity  contract  in  connection 
with  property  in  or  liability  arising  out  of  activitv  in,  or  in  connection 
with  the  lives  or  health  of,  residents  of  the  United  States.  The  defini¬ 
tion  is  the  same  as  that  in  the  bill  as  passed  by  the  House  except  for 
changes  which  are  clerical  and  which  make  clear  that  the  contract 
must  be  in  connection  with  property  in  or  liability  arising  out  of 
activity  in  the  United  States  or  in  connection  with  the  life  or  health 
of  residents  of  the  United  States.  Your  committee  has  added  a  new 
sentence  at  the  end  of  subsection  (a)  which  provides  that  section  953 
applies  only  in  the  case  of  a  controlled  foreign  corporation  which 
receives,  during  any  taxable  year,  premiums  or  other  consideration  in 
respect  of  contracts  described  above  in  excess  of  5  percent  of  the  total 
premiums  and  other  consideration  received  during  the  taxable  year 
in  respect  of  all  reinsurance  and  issuing  of  insurance  and  annuity 
contracts. 

(b)  Special  rules. — Subsection  (b),  which  is  the  same,  except  for 
conforming  changes,  as  section  952(b)(2)  of  the  bill  as  passed  by  the 
House,  provides  special  rules  which  modify  the  application  of  sub¬ 
chapter  L  for  purposes  of  subsection  (a). 

Under  paragraph  (1),  respecting  the  application  of  part  I  of  sub¬ 
chapter  L,  life  insurance  company  taxable  income  is  defined  solely  as 


REVENUE  ACT  OF  1962 


243 


the  gain  from  operations  under  section  809  (b)  despite  the  provisions 
of  section  802(b). 

Under  paragraph  (2),  the  taxable  income  of  all  insurance  companies 
other  than  life  insurance  companies,  that  is,  both  mutual  and  stock 
insurance  companies  which  are  ordinarily  subject  to  the  provisions  of 
part  II  or  part  III  of  subchapter  L,  respectively,  is  to  be  determined 
under  part  III  of  subchapter  L. 

Paragraph  (3)  disallows  certain  deductions  from  income  for  purposes 
of  this  subsection.  These  deductions  are: 

(A)  Section  809(d)(4)  (operations  loss  deduction), 

(B)  Section  809(d)(5)  (certain  nonparticipating  contracts), 

(C)  Section  809(d)(6)  (group  life,  accident,  and  health  insur¬ 
ance),  . 

(D)  Section  809(d) (10)  (small  business  deduction), 

(E)  Section  817(b)  (gain  on  property  held  on  December  31, 
1958,  and  certain  substituted  property  acquired  after  1958),  and 

(F)  Section  832(b)(5)  (certain  capital  losses). 

Under  paragraph  (4)  “gross  amount”  (in  section  809(c)(1)),  net 
decrease  in  reserves  (in  section  809(c)(2)),  “increases  in  certain  re¬ 
serves”  (defined  in  section  809(d)(2)),  and  premiums  earned  (defined 
in  section  832(b)(4))  are  taken  into  account  only  to  the  extent  in 
respect  of  any  reinsurance  or  the  issuing  of  any  insurance  or  annuity 
contract  described  in  subsection  (a)(1)  of  section  953.  . 

Under  paragraph  (5),  all  other  items  of  income,  that  is  items  othei 
than  those  taken  into  account  under  paragraph  (4),  as  well  as  all 
items  of  expenses,  losses,  and  deductions  shall  be  properly  allocated 
under  regulations  prescribed  by  the  Secretary  of  the  Treasuiy  oi  his 
delegate. 

SECTION  954.  FOREIGN  BASE  COMPANY  INCOME 

(a)  Foreign  base  company  income. — Subsection  (a),  corresponding 
to  section  952(e)  of  the  bill  as  passed  by  the  House,  defines  foreign 
base  company  income  as  the  sum  of  three  items,  each  reduced  by 
deductions  properly  allocable  to  such  items:  (1)  foreign  personal  hold¬ 
ing  company  income,  (2)  foreign  base  company  sales  income,  and  (3) 
foreign  base  company  services  income.  The  bill  as  passed  by  the 
House  contained  no  provision  corresponding  to  item  (3). 

(b)  Exclusions  and  special  rules. — Paragraph  (1)  provides  an  exclu¬ 
sion  from  foreign  base  company  income  for  (A)  dividends  and  interest 
received  during  the  taxable  year  from  investments  which  at  the  time 
of  receipt  are  qualified  investments  in  less  developed  countries,  or  (B) 
gains  from  the  sale  or  exchange  during  the  taxable  year  of  investments 
which  at  the  time  of  sale  or  exchange  are  qualified  investments  in  less 
developed  countries  to  the  extent  that  gains  from  such  sales  or  ex¬ 
changes  exceed  the  losses  from  such  sales  or  exchanges.  The  pre¬ 
ceding  exclusion  is  limited  to  the  increase  for  the  taxable  yeai  in 
qualified  investments  in  less  developed  countries.  The  bill  as  passed 
by  the  House  contained  a  provision  for  the  reduction  of  foreign  base 
company  income  by  the  amount  of  any  increase  in  qualified  invest¬ 
ments  in  less  developed  countries,  with  different  terms  of  qualifica¬ 
tion  discussed  under  section  955(b). 

Example—  O,  a  controlled  foreign  corporation,  has  for  taxable 
year  1965  subpart  F  income  of  $100  which  includes  $50  of  foreign 
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base  company  income  of  which  $40  consists  of  dividends  from  qualified 
investments  in  less  developed  countries.  O’s  increase  for  the  taxable 
year  in  qualified  investments  in  less  developed  countries  is  $30.  O 
may  exclude  from  foreign  base  company  income  $30  under  section 
954(b)(1)  and  will,  accordingly,  include  in  gross  income  foreign  base 
company  income  of  only  $20. 

Paragraph  (2)  of  section  954(b)  provides  that  foreign  base  com¬ 
pany  income  does  not  include  income  derived  from,  or  in  connection 
with,  the  use  (or  hiring  or  leasing  for  use)  of  any  aircraft  or  vessel  in 
foreign  commerce,  or  the  performance  of  services  directly  related  to 
the  use  of  any  such  aircraft  or  vessel. 

Paragraph  (3),  corresponding  to  paragraph  (6)  of  section  952(e) 
ol  the  bill  as  passed  by  the  House,  provides  that,  if  the  foreign  base 
company  income  for  the  taxable  year  is  less  than  30  percent  of  gross 
income,  no  part  of  the  income  is  to  be  treated  as  foreign  base  com¬ 
pany  income,  but  if  foreign  base  company  income  for  the  taxable  year 
exceeds  70  percent  of  gross  income,  the  entire  gross  income  is,  subject 
to  the  provisions  of  paragraphs  (1),  (2),  (4),  and  (5)  of  section  954(b), 
to  be  treated  as  foreign  base  company  income.  The  corresponding 
percentages  in  the  bill  as  passed  by  the  House  were  20  percent  and  80 
percent,  respectively.  The  reduction  of  subpart  F  income  provided 
by  subpart  G  (Export  Trade  Corporations)  does  not  affect  the  de¬ 
terminations  of  the  30  and  70  percent  lines. 

Paragraph  (4)  provides  that  foreign  base  company  income  does  not 
include  any  item  of  income  with  respect  to  which  it  is  established  to 
the  satisfaction  of  the  Secretary  of  the  Treasury  or  his  delegate  that 
the  creation  or  organization  of  the  controlled  foreign  corporation  re¬ 
ceiving  such  item  under  the  laws  of  the  country  in  which  it  is  incorpo¬ 
rated  does  not  have  the  effect  of  substantial  reduction  of  income,  war 
profits,  or  excess  profits  taxes  or  similar  taxes. 

The  determination  of  whether  the  creation  or  organization  of  a 
controlled  foreign  corporation  has  the  effect  of  substantially  reducing 
income,  war  profits,  excess  profits  taxes  or  similar  taxes  depends  upon 
all  the  facts  and  circumstances  including  the  effective  rate  of  tax  and 
the  extent  to  which  it  has  been  reduced. 

Paragraph  (5),  corresponding  to  section  952(e)(7)  of  the  bill  as 
passed  by  the  House,  provides  that  the  foreign  personal  holding  com¬ 
pany  income,  the  foreign  base  company  sales  income,  and  the  foreign 
base  company  services  income  are  reduced,  under  regulations  pre¬ 
scribed  by  the  Secretary  of  the  Treasury  or  his  delegate,  so  as  to  take 
into  account  deductions  (including  taxes)  properly  allocable  to  such 
income. 

(c)  Foreign  personal  holding  company  income. — Subsection  (c)  is 
similar  to  section  952(e)  of  the  bill  as  passed  by  the  House,  and  defines 
foreign  personal  holding  company  income,  for  purposes  of  section 
954(a)(1),  as  foreign  personal  holding  company  income  (as  defined 
in  section  553)  with  the  modifications  and  adjustments  provided  in 
paragraphs  (2),  (3),  and  (4)  of  section  954(c). 

Paragraph  (2)  provides  that  all  rents  are  included  in  foreign  personal 
holding  company  income  without  regard  to  whether  or  not  such 
rents  constitute  50  percent  or  more  of  gross  income.  Section  553 
already  achieves  such  a  result  as  to  royalties. 

Paragraph  (3)  excludes  from  personal  holding  company  income  (A) 
rents  and  royalties  derived  in  the  active  conduct  of  a  trade  or  business, 
(B)  or  dividends,  interest  and  gains  from  the  sale  or  exchange  of  stock 
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or  securities  derived  in  the  conduct  of  a  banking,  financing,  or  similar 
business,  or  derived  from  the  investments  by  an  insurance  company 
of  its  unearned  premiums  or  reserves  ordinary  and  necessary  for  the 
proper  conduct  of  its  insurance  business.  The  exclusion  applies, 
however,  only  to  amounts  received  from  a  person  other  than  a  related 

^Paragraph  (4)  excludes  certain  income  received  from  related  persons: 

(A)  dividends  and  interest  from  a  related  person  which  (l)  is 
organized  under  the  laws  of  the  same  foreign  country  under  the 
laws  of  which  the  controlled  foreign  corporation  is  created  or 
organized  and  (ii)  has  a  substantial  part  of  its  assets  used  in 
its&trade  or  business  located  in  such  same  foreign  country; 

(B)  interest  received  in  the  conduct  of  a  banking,  financ¬ 
ing,  or  similar  business  from  a  related  person  engaged  in  the 
same  type  of  business  provided  the  business  of  the  payor  and 
the  recipient  are  predominantly  with  persons  other  than  related 

persons;  and  . 

(C)  rents,  royalties,  and  similar  amounts  received  trom  a 

related  person  for  the  use  of,  or  privilege  of  using,  property 
within  the  country  under  the  laws  of  which  the  controlled  foreign 
corporation  is  created  or  organized.  , 

(d)  Foreign  base  company  sales  income. — Paragraph  (1)  of  subsection 
(d)  corresponds  to  section  952(e)(2)  of  the  bill  as  passed  by  the  House 
and  defines  foreign  base  company  sales  income  as  income  (whether  m 
the  form  of  profits,  commissions,  fees,  or  otherwise)  derived  m  con¬ 
nection  with:  .  ,  j 

(1)  the  purchase  of  personal  property  from  a  related  person 

and  its  sale  to  any  person,  ,  . 

(2)  the  sale  of  personal  property  to  any  person  on  behall  ot  a 

related  person,  , 

(3)  the  purchase  of  personal  property  from  any  person  and 

its  sale  to  a  related  person,  or 

(4)  the  purchase  of  personal  property  from  any  person  on 

behalf  of  a  related  person,  .  , 

where  (A)  the  property  which  is  purchased  (or  m  the  case  of  property 
sold  on  behalf  of  a  related  person,  the  property  which  is  sold)  is  manu¬ 
factured,  produced,  grown,  or  extracted  outside  the  country  under 
the  laws  of  which  the  controlled  foreign  corporation  is  created  or 
organized,  and  (B)  the  property  is  sold  for  use,  consumption,  or  dis¬ 
position  outside  such  foreign  country,  or,  in  the  case  of  property 
purchased  on  behalf  of  a  related  personals  purchased  for  use,  con¬ 
sumption,  or  disposition  outside  such  foreign  countiy. 

The  definition  does  not  apply  to  income  of  a  controlled  foreign 
corporation  from  the  sale  of  a  product  which  it  manufactures,  in  a 
case  in  which  a  controlled  foreign  corporation  purchases  parts  or 
materials  which  it  then  transforms  or  incorporates  into  a  final  product, 
income  from  the  sale  of  the  final  product  would  not  be  foreign  base 
company  sales  income  if  the  corporation  substantially,  transforms  the 
parts  or  materials,  so  that,  in  effect,  the  final  product  is  not  the  prop¬ 
erty  purchased.  Manufacturing  and  construction  activities  (and 
production,  processing,  or  assembling  activities. which  are  substantial 
in  nature)  would  generally  involve  substantial  transformation  of 

purchased  parts  or  materials.  ,  A 

Where  the  definition  of  foreign  base  company  sales  income  depends 
on  whether  property  is  sold  for  use,  consumption,  or  disposition  out- 
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side  the  country  under  the  laws  of  which  the  controlled  foreign  corpo¬ 
ration  is  created  or  organized,  a  destination  test  applies.  Generally 
property  will  be  considered  to  be  used,  consumed,  or  disposed  of  in 
the  country  to  which  it  is  delivered  unless  circumstances  indicate  that 
the  property  is  to  be  exported  after  it  is  so  delivered. 

Paragraph  (2)  of  section  954(d)  provides  that  in  situations  in  which 
the  carrying  on  of  activities  by  a  controlled  foreign  corporation  through 
a  branch  or  similar  establishment  outside  the  country  of  incorporation 
of  the  controlled  foreign  corporation  has  substantially  the  same  effect 
as  if  such  branch  or  similar  establishment  were  a  wholly  owned  sub- 
sidiary  corporation  deriving  such  income,  then,  under  regulations  pre- 
scribed  by  the  Secretary  of  the  Treasury  or  his  delegate,  the  income 
attributable  to  the  carrying  on  of  such  activities  of  such  branch  or 
similar  establishment  shall  be  treated  as  income  derived  by  a  wholly 
owned  subsidiary  of  the  controlled  foreign  corporation  and  shall  con¬ 
stitute  foreign  base  company  sales  income  of  the  controlled  foreign 
corporation.  Determinations,  such  as  those  required  under  section 
954  (b)(3)  and  (d)(1)  (A)  and  (B),  as  to  such  branch  income  shall  be 
made  as  though  such  branch  were  a  separate  controlled  foreign 
corporation. 

Paragraph  (3),  corresponding  to  the  last  sentence  of  section  952(e)  (2) 
of  the  bill  as  passed  by  the  House,  provides  that  a  person  is  a  related 
person  with  respect  to  a  controlled  foreign  corporation,  if  such  a 
person  is — 

(A)  an  individual,  trust,  or  estate  which  controls  such  corpo¬ 
ration  ; 

(B)  a  corporation  which  controls,  or  is  controlled  by,  the  con¬ 
trolled  foreign  corporation; 

(C)  a  corporation  which  is  controlled  by  the  same  person  or 
persons  which  control  the  controlled  foreign  corporation. 

For  piu'poses  of  such  paragraph,  control  means  the  ownership,  directly 
oi  mdnectly,  of  stock  (determined  under  section  958)  possessing  more 
than  50  poicGnt  of  tho  total  combined  voting  power  of  all  classes  of 
stock  entitled  to  vote. 

The  bill  as  passed  by  the  House  provided  in  section  952(e)(2)  that 
foreign  base  company  income  included  foreign  base  company  sales 
income  if,  for  the  taxable  year,  such  income  was  equal  to  at  least  20 
percent  of  the  gross  income  of  the  foreign  corporation.  Your  com¬ 
mittee’s  amendment  provides  no  comparable  limitation  with  respect 
to  foreign  base  company  sales  income  but,  as  discussed  above,  it 
provides  in  section  954(a)  (2)  a  30-percent  limitation  which  is  applicable 
to  total  foreign  base  company  income. 

(e)  Foreign  base  company  services  income—  Subsection  (e)  defines 
foreign  base  company  services  income  as  that  income  (whether  in  the 
form  of  condensation,  commissions,  fees,  or  otherwise)  derived  in  con¬ 
nection  with  technical,  managerial,  engineering,  architectural,  scien- 
tme,  skilled,  industrial,  commercial,  or  like  services  which  are 
performed — 

(1)  for  or  on  behalf  of  a  related  person,  and 

(2)  outside  the  country  under  the  laws  of  which  the  controlled 
foreign  corporation  is  created  or  organized. 

Such  lule,  however,  does  not  apply  to  income  derived  from  services 
which  are  directly  related  to  the  sale  or  exchange  of  property  manu¬ 
factured,  produced,  grown,  or  extracted  by  the  controlled  foreign 
coipoiation  and  which  are  performed  before  the  sale  or  exchange,  or 
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derived  from  services  directly  related  to  an  offer  or  effort  to  sell  or 
exchange  such  property. 

(f)  Increase  in  qualified  investments  in  less  developed  countries. — 
Subsection  (f)  provides  the  rule  for  determining  the  increase  for  a  tax¬ 
able  year  in  qualified  investments  in  less  developed  countries.  This 
amount  constitutes  a  limitation  on  the  exclusion  of  dividends,  interest, 
and  gains  from  qualified  investments  in  less  developed  countries  and 
requires,  in  effect,  that  such  dividends,  interest,  and  gains  be  rein¬ 
vested  in  qualified  investments  in  less  developed  countries.  The  in¬ 
crease  for  a  taxable  year  is  the  amount  by  which  a  controlled  foreign 
corporation’s  qualified  investment  in  less  developed  countries  at  the 
close  of  its  taxable  year  exceeds  such  investments  at  the  close  of  the 
preceding  taxable  year. 


SECTION  955.  WITHDRAWAL  OF  PREVIOUSLY  EXCLUDED  SUBPART  F 
INCOME  FROM  QUALIFIED  INVESTMENT 


(a)  In  general. — Subsection  (a)  provides  rules  relating  to  previously 
excluded  subpart  F  income  withdrawn  from  investment  in  less  devel¬ 
oped  countries  which  is  includible  in  gross  income  of  a  United  States 
shareholder  under  section  951  (a)(1) (A) (ii). 

Paragraphs  (1)  and  (2)  of  section  955(a)  define  the  amount  of 
subpart  F  income  withdrawn  from  investment  in  less  developed 
countries  and  set  forth  the  limitations  on  including  such  amount  in 
gross  income.  The  amount  withdrawn  is  an  amount  equal  to  the 
decrease  in  qualified  investments  in  less  developed  countries  for  the 
taxable  year  provided  such  decrease  does  not  exceed  the  sum  of  the 
amounts  excluded  from  foreign  base  company  income  under  section 
954(b)(1)  for  all  prior  taxable  years  reduced  by  the  sum  of  amounts  of 
previously  excluded  subpart  F  income  withdrawn  from  investments 
in  less  developed  countries  for  all  prior  taxable  years.  Further,  such 
decrease  must  be  reduced  by  the  amount  (if  any)  by  which  losses 
exceed  gains  on  dispositions  of  qualified  investments  in  less  developed 
countries  and,  after  application  of  such  losses,  such  decrease  may  not 
exceed  the  sum  of  earnings  and  profits  for  the  current  year  and  all 
prior  taxable  years  beginning  after  December  31,  1962. 

Example  (1). — X,  a  United  States  shareholder  and  sole  owner  of  M, 
a  controlled  foreign  corporation,  determines  the  amount  includible  in 
gross  income  under  section  951  (a)(1)  (A)  (ii)  for  the  taxable  year 
as  follows: 


(1)  Decrease  in  qualified  investments  in  less  developed  countries  for  the 

taxable  year - - - -r - - - — 

(2)  Excess  of  losses  over  gains  on  dispositions  of  qualified  investments  in  less 

developed  countries  during  the  taxable  year - 

(3)  Earnings  and  profits  for  the  current  taxable  year  and  all  prior  taxable 

years  beginning  after  December  31,  1962 - 

(4)  Section  955(a)(1)  (A)  and  (B)  limitation:  Amounts  excluded 

from  foreign  base  company  income  under  section  954(b)(1) 

for  all  prior  taxable  years _ ■_ - ; —  75 

Less:  amounts  of  previously  excluded  subpart  F  income  with¬ 
drawn  from  qualified  investments  in  less  developed  countries 
for  all  prior  taxable  years -  25 


50 

10 

45 


50 


(5)  Amount  includible  in  gross  income  under  section  951  (a)(1)  (A)  (ii)  for 
the  taxable  year  (item  1  reduced  by  item  2  to  the  extent  not  in  ex¬ 
cess  of  the  lesser  of  items  3  or  4) - 
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Example  (2).- — The  facts  are  the  same  as  in  example  (1)  except  that 
earnings  and  profits  for  the  current  taxable  year  and  all  prior  taxable 
years  are  35  instead  of  45.  The  amount  includible  in  gross  income 
under  section  95 1(a)(1)  (A)  (ii)  for  the  taxable  year  is  35  (item  1 
reduced  by  item  2  and  limited  by  item  3  to  the  extent  not  in  excess  of 
item  4). 

Example  (3). — 1 The  facts  are  the  same  as  in  example  (1)  except  the 
section  955(a)(1)  (A)  and  (B)  limitation  (item  4)  is  30  instead  of 
50.  The  amount  includible  in  gross  income  under  section  951(a)(1) 

(A)(ii)  for  the  taxable  year  is  30  (item  1  reduced  by  item  2  limited  by 
item  4  and  not  in  excess  of  item  3). 

Paragraph  (3)  provides  that  a  United  States  shareholder’s  pro  rata 
share  of  the  amount  of  previously  excluded  subpart  F  income  of  a  con¬ 
trolled  foreign  corporation  withdrawn  from  investment  in  less  de¬ 
veloped  countries  for  a  taxable  year  is  his  pro  rata  share  of  the 
amount  determined  under  paragraph  (1). 

(b)  Qualified  investments  in  less  developed  countries.- — -Subsection  (b) 
defines  qualified  investments  in  less  developed  countries  as  property 
which  is— 

(A)  stock  of  a  less  developed  country  corporation  but  only  if 
the  controlled  foreign  corporation  owns  10  percent  or  more  of  the 
total  combined  voting  power  of  such  less  developed  country 
corporation ; 

(B)  an  obligation  of  a  less  developed  country  corporation 
which  at  the  time  of  its  acquisition  by  the  controlled  foreign  cor¬ 
poration  has  a  maturity  of  5  years  or  more,  but  only  if  the  con¬ 
trolled  foreign  corporation  owns  10  percent  or  more  of  the  total 
combined  voting  power  of  all  classes  of  stock  of  such  less  developed 
country  corporation ;  or 

(C)  an  obligation  of  a  less  developed  country. 

For  purposes  of  this  section,  an  obligation  of  a  less  developed  country 
includes,  wherever  appropriate,  obligations  issued  or  guaranteed  by 
the  government  of  a  less  developed  country  or  a  political  subdivision 
thereof  and  obligations  of  an  agency,  instrumentality  or  other  “alter 
ego”  of  a  government  of  a  less  developed  country.  Because  of  the 
variety  of  legal  forms  that  may  be  involved,  the  provision  refers  only 
to  the  essential  condition  that  a  less  developed  country  be  financially 
committed  in  the  obligation. 

Paragraph  (2)  provides  that  property  wdfich  would  be  a  qualified 
investment  in  less  developed  countries  but  for  the  fact  that  the 
foreign  country,  after  the  property  was  acquired,  ceased  to  be  a  less 
developed  country  shall  be  treated  as  a  qualified  investment  in  less 
developed  countries. 

Paragraph  (3)  provides  that  a  controlled  foreign  corporation  may, 
under  regulations  prescribed  by  the  Secretary  of  the  Treasury  or  his 
delegate,  elect  to  treat  qualified  investments  in  a  less  developed 
country  as  acquired  during  the  taxable  year  although  actually  ac¬ 
quired  during  the  following  taxable  year  or  on  or  before  such  day 
after  the  close  of  the  following  taxable  year  as  such  regulations  may 
prescribe. 

Paragraph  (4)  provides  that  the  amount  taken  into  account  with 
respect  to  property  described  in  paragraph  (1)  or  (2)  shall  be  its  ad¬ 
justed  basis,  reduced  by  any  liability  to  which  such  property  is 
subject. 
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(c)  Less  developed  country  corporations. — Subsection  (c)  defines  a 
less  developed  country  corporation  as  a  foreign  corporation  which  is 
created  or  organized  under  the  laws  of  a  less  developed  country  and 
which  during  the  taxable  year  is  engaged  in  the  active  conduct  of  one 
or  more  trades  or  businesses  and— 

(A)  at  least  80  percent  of  whose  gross  income  for  such  year  is 
derived  from  sources  within  less  developed  countries,  and 

(B)  at  least  80  percent  in  the  value  of  whose  assets  on  each 
day  of  the  taxable  year  consists  of — 

(i)  property  used  in  such  trades  or  businesses  and  located 
in  less  developed  countries, 

(ii)  money,  and  deposits  with  persons  carrying  on  the 

banking  business,  . 

(iii)  stock,  and  obligations  which,  at  the  time  of  their 
acquisition,  have  at  least  a  5-year  maturity,  of  any  other 
less  developed  country  corporation, 

(iv)  obligations  of  a  less  developed  country, 

(v)  an  investment  required  because  of  restrictions  imposed 
by  a  less  developed  country,  and 

(vi)  property  described  in  section  956(b)(2)  relating  to 
exceptions  from  the  term  United  States  property. 

For  purposes  of  section  955(c)(1)(A),  whether  income  is  derived  from 
sources  within  less  developed  countries  shall  be  determined  under 
regulations  prescribed  by  the  Secretary  of  the  Treasury  or  his  delegate. 

The  source  rules  prescribed  under  such  regulations,  to  be  used  in 
determining  whether  income  is  derived  from  sources  within  one 
foreign  country  or  another,  need  not  be  analagous  to  the  rules  used 
in  determining  whether  or  not  income  is  derived  from  sources  within 
the  United  States. 

Paragraph  (2)  provides  that  the  term  “less  developed  country  cor¬ 
poration”  also  includes  a  foreign  corporation  80  percent  or  more  of 
the  assets  of  which  on  each  day  of  the  taxable  year  consists  ol  assets 
used,  or  held  for  use,  for  or  in  connection  with  production  of  income 
described  below  and  property  described  in  section  956(b)(2),  relating 
to  exceptions  from  the  term  United  States  property,  and  80  percent 
or  more  of  the  gross  income  of  which  consists  of: 

(A)  gross  income  derived  from,  or  in  connection  with,  the  using 
(or  hiring  or  leasing  for  use)  in  foreign  commerce  of  aircraft  or 
vessels  registered  under  the  laws  of  a  less  developed  country,  or 
from,  or  in  connection  with,  the  performance  of  services  directly 
related  to  use  of  such  aircraft  or  vessels,  or  from  the  sale  or 
exchange  of  such  aircraft  or  vessels,  or 

(B)  dividends  and  interest  received  from  foreign  corporations 
which  are  less  developed  country  corporations  within  the  meaning 
of  this  paragraph  and  10  percent  or  more  of  the  total  combined 
voting  power  of  all  classes  of  stock  of  which  are  owned  by  the 
foreign  corporation,  and  gain  from  the  sale  or  exchange  of  stock  or 
obligations  of  foreign  corporations  which  are  such  less  developed 

country  corporations.  . 

The  80-percent  gross  income  requirement  can  be  satisfied  by  a  com¬ 
bination  of  the  amounts  described  in  subparagraphs  (A)  and  (B) 
Paragraph  (3),  which  is  identical  to  section  953(b)(5)  of  the  bill  as 
passed  by  the  House,  except  for  one  new  rule,  defines  less  developed 
country.  Except  for  certain  countries  and  areas  specified  in  the 
paragraph  which  may  not  be  designated  as  less  developed  countiies, 
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the  designation  of  which  countries  are  less  developed  is  left  to  Execu¬ 
tive  order.  The  new  rule  is  that  termination  of  a  designation  of  a 
country  as  a  less  developed  country  may  not  be  made  until  30  days 
after  notice  by  the  President  to  the  Senate  and  the  House  of  Repre¬ 
sentatives  of  his  intention  to  make  the  termination. 

SECTION  956.  INVESTMENT  OF  EARNINGS  IN  UNITED  STATES  PROPERTY 

Section  956  provides  rules  for  determining  the  amount  includible 
in  gross  income  under  section  951(a)(1)(B)  as  a  United  States  share¬ 
holder’s  pro  rata  share  of  the  controlled  foreign  corporation’s  increase 
in  earnings  invested  in  United  States  property.  A  similar  provision 
of  the  bill  as  passed  by  the  House,  section  953,  applied  to  investments 
in  nonqualified  property  which  included  not  only  United  States 
property  but  also  property  other  than  that  ordinary  and  necessary 
for  the  active  conduct  of  an  existing  trade  or  business  and  other  than 
certain  investments  in  corporations  incorporated  in  less  developed 
countries  and  actively  carrying  on  a  trade  or  business  almost  wholly 
within  such  countries. 

(a)  Determination  of  the  amount  of  the  investment. — Paragraph  (1) 
of  section  956(a)  provides  that  the  amount  of  earnings  of  a  controlled 
foreign  corporation  invested  in  United  States  property  at  the  end 
of  any  taxable  year  is  the  aggregate  amount  of  such  property  held 
at  the  close  of  the  taxable  year,  to  the  extent  such  amount  would  have 
constituted  a  dividend  if  it  had  been  distributed.  For  such  purpose, 
however,  earnings  and  profits  does  not  include  amounts  attributable 
to  previously  excluded  subpart  F  income  withdrawn  from  less 
developed  countries  during  the  taxable  year. 

Paragraph  (2)  of  section  956(a)  provides  that  the  increase  for  any 
taxable  year  of  a  United  States  shareholder’s  pro  rata  share  of  the 
earnings  of  a  controlled  foreign  corporation  invested  in  United  States 
property  is  the  amount  determined  by  subtracting,  from  his  pro  rata 
share  of  the  amount  determined  under  paragraph  (1)  for  the  close  of 
the  taxable  year,  his  pro  rata  share  of  the  amount  determined  under 
paragraph  (1)  for  the  close  of  the  preceding  taxable  year,  reduced  by 
amounts  distributed  during  such  preceding  taxable  year  to  which 
section  959(c)(1)  applies,  that  is,  reduced  by  distributed  amounts 
which  have  been  excluded  from  gross  income  because  they  are  earnings 
and  profits  previously  taxed  as  increases  in  earnings  invested  in 
United  States  property.  Such  determination  is  made  on  the  basis  of 
stock  owned  under  section  958(a)  on  the  last  day  during  the  taxable 
year  on  which  the  foreign  corporation  is  a  controlled  foreign 
corporation. 

Example.— X  is  a  United  States  shareholder  and  100-percent  owner 
of  controlled  foreign  corporation  M.  M’s  investment  in  United  States 
property  determined  under  section  956(a)(1)  at  the  close  of  the  tax¬ 
able  year  1964  was  $150  and  its  accumulated  earnings  and  profits  at 
the  beginning  of  the  taxable  year  1965  was  $175,  $100  of  which  were 
described  in  section  959(c)(1),  $50  of  which  were  described  in  section 
959(c)(2),  and  $25  of  which  were  described  in  section  959(c)(3).  Dur¬ 
ing  the  taxable  year  1965,  M  had  earnings  and  profits  of  $50,  $35  of 
which  were  subpart  F  income  and  M  withdrew  $10  of  previously  ex¬ 
cluded  subpart  F  income  from  qualified  investments  in  less  developed 
countries.  M  distributed  $50  to  which  section  959(c)(1)  applies  dur¬ 
ing  the  preceding  taxable  year  1964.  The  total  United  States  prop- 
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erty  held  by  M  at  the  close  of  the  taxable  year  1965  is  $250. 
termines  the  amount  includible  in  his  gross  income  under 
951(a)(1)(B)  as  follows: 

Amount  of  United  States  property  held  at  the  close  of  the  taxable 

year  1965 _ — --'rr --r 

Amount  of  item  (1)  which  would  have  constituted  a  dividend  it 
distributed  (item  (1)  to  extent  not  in  excess  of  earnings  and 
profits  at  December  31,  1965  of  $225) - - - 

(3)  Determination  of  pro  rata  increase  in  investment  in  United  States 
property  for  the  taxable  year  1965: 

Amount  determined  under  section  956(a)(1)  at  close  of  taxable 


(1) 

(2) 


X  de¬ 
section 


$250 


225 


year  1965. 


$225 


Amount  determined  under  section  956(a)(1)  at  close  of  preced¬ 
ing  taxable  year,  reduced  by  amounts  paid  to  which  section 
959(c)(1)  applies  during  such  preceding  taxable  year  ($150 
minus  $50) _ _ _  100 
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(4)  Amount  includible  in  gross  income  under  section  951(a)(1)(B): 

Pro  rata  increase  in  investment  in  United  States  property - 

Less:  Previously  taxed  subpart  F  income  ($50  in  prior  yearn 
and  $35  in  current  year)  and  previously  excluded  subpart  F 
income  withdrawn  from  qualified  investments  ($10) - 


Paragraph  (3)  of  section  956(a)  provides  that  the  amount  taken 
into  account  under  paragraphs  (1)  or  (2)  with  respect  to  any  property 
is  to  be  its  adjusted  basis,  reduced  by  any  liability  to  which  the 
property  is  subject. 

(b)  United  States  property  defined. — -Paragraph  (1)  of  subsection 
956(b)  provides  the  general  rule  that  United  States  property  means 
property  acquired  after  December  31,  1962,  which  is  tangible  piop- 
ertv  located  in  the  United  States;  stock  of  a  domestic  corporation,  an 
obligation  of  a  United  States  person;  any  right  to  the  use  in  the  United 
States  of  a  patent  or  copyright,  an  invention,  model,  or  design  (whether 
or  not  patented),  a  secret  formula  or  process,  or  any  similar  property 
right,  which  is  acquired  or  developed  by  the  controlled  foreign  corpo¬ 
ration  for  use  in  the  United  States.  t 

Paragraph  (2)  excepts  property  from  United  States  property  if  it  is 
referred  to  in  subparagraphs  (A)  through  (F).  Subparagraph  (A) 
refers  to  obligations  of  the  United  States,  money,  or  depocits  with 
persons  carrying  on  the  banking  business.  Subparagraph  (B)  refers 
to  property  located  in  the  United  States  purchased  in  the  L  nited 
States  for  export  to,  or  for  use  in,  foreign  countries.  Subparagraph 
(C)  refers  to  any  obligation  of  a  United  States  person  arising  m  con¬ 
nection  with  the  sale  or  processing  of  property,  if  the  amount  of  such 
obligation  outstanding  at  no  time  during  the  taxable  year  exceeds 
the  amount  which  would  be  ordinary  and  necessary  to  carry  on  the 
trade  or  business  of  both  the  other  party  to  such  sale  or  processing 
transaction  and  the  United  States  person  had  such  transaction  been 
made  between  unrelated  persons. 

Subparagraph  (D)  refers  to  aircraft,  railroad  rolling  stock,  vesseis, 
motor  vehicles,  or  containers,  used  in  the  transportation  of  persons  or 
property  in  foreign  commerce  and  used  predominantly  outside  the 
United  States.  Subparagraph  (E)  refers  to  insurance  company  assets 
equivalent  to  the  unearned  premiums  or  reserves  ordinary  and  neces¬ 
sary  for  the  proper  conduct  of  its  insurance  business  with  respect  to 
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contracts  not  described  in  section  953(a)(1).  Subparagraph  (F) 
refers  to  an  amount  of  assets  of  the  controlled  foreign  corporation 
equal  to  the  earnings  and  profits  accumulated  after  December  31,  1962, 
and  excluded  from  gross  income  under  section  952(b),  relating  to  the 
exclusion  of  certain  United  States  income. 

(c)  Pledges  and  guarantees. — Subsection  (c)  provides  that  a  con¬ 
trolled  foreign  corporation,  under  regulations  by  the  Secretary  of  the 
Treasury  or  his  delegate,  is  considered  to  hold  an  obligation  of  a 
United  States  person  if  it  is  a  pledgor  or  guarantor  of  such  obligation. 

SECTION  957.  CONTROLLED  FOREIGN  CORPORATIONS; 

UNITED  STATES  PERSONS 

(a)  Controlled  foreign  corporations  defined. — Subsection  (a),  cor¬ 
responding  to  section  954(a)  of  the  bill  as  passed  by  the  House,  defines 
controlled  foreign  corporation  for  purposes  of  the  new  subpart  F,  as  a 
foreign  corporation  of  which  more  than  50  percent  of  the  total  com¬ 
bined  voting  power  of  all  classes  of  stock  entitled  to  vote  is  owned 
by  United  States  shareholders  (defined  in  section  951(b)  to  include 
only  United  States  persons  owning  or  considered  as  owning  10  percent 
or  more  of  such  stock)  on  any  day  during  the  taxable  year  of  the 
corporation.  In  this  connection,  constructive  rules  of  ownership 
provided  in  section  958  apply.  The  bill  as  passed  by  the  House,  to 
determine  whether  ownership  of  more  than  50  percent  exists  in  the 
United  States,  took  account  of  any  stock  interest  (even  if  less  than 
10  percent)  owned  by  a  United  States  person. 

(b)  Special  rule  for  insurance. — Subsection  (b),  corresponding  to  sec¬ 
tion  954(b)  of  the  bill  as  passed  by  the  House,  provides  a  special  defini¬ 
tion  of  controlled  foreign  corporations  solely  for  the  purpose  of  includ¬ 
ing  the  income  derived  from  insurance  of  United  States  risks,  referred 
to  in  section  953(a),  in  the  gross  income  of  a  United  States  shareholder. 
Under  the  special  definition  “controlled  foreign  corporation”  includes 
not  only  a  foreign  corporation  satisfying  subsection  (a)  but  also  one  of 
which  more  than  25  percent  of  the  total  combined  voting  power  of  all 
classes  of  stock  is  owned  under  section  958  by  United  States  share¬ 
holders,  on  any  day  during  the  taxable  year  of  a  corporation,  if  the 
gross  amount  of  premiums  or  other  consideration  in  respect  of  any 
reinsurance  or  issuing  of  insurance  or  annuity  contracts  described  in 
section  953(a)(1),  exceeds  75  percent  of  the  gross  amount  of  all  pre¬ 
miums  or  other  consideration  in  respect  of  all  risks.  Only  the  subpart 
F  income  consisting  of  income  from  insurance  of  United  States  risks 
is  required  to  be  included  in  the  gross  income  of  a  United  States  person 
owning  stock  in  a  corporation  satisfying  subsection  (b)  but  not 
subsection  (a). 

(c)  Corporations  organized  in  United  States  possessions. — Subsection 
(c)  excepts  from  the  definition  of  “controlled  foreign  corporation”  a 
corporation  created  or  organized  in  Puerto  Rico  or  a  United  States  pos¬ 
session.  In  order  to  qualify  for  the  exception,  the  corporation  must 
derive  at  least  80  percent  of  its  gross  income  for  the  3-year  period 
immediately  preceding  the  close  of  the  taxable  year  (or  for  such  part 
of  such  period  immediately  before  the  end  of  such  taxable  year  as 
may  be  applicable)  from  sources  within  Puerto  Rico  or  a  United  States 
possession.  In  addition,  50  percent  of  its  gross  income  for  such  period 
(or  part  thereof)  must  be  derived  from  the  active  conduct  within 
Puerto  Rico  or  a  United  States  possession  of  certain  specified  trades  or 
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businesses.  The  statutory  language  for  this  requirement  is  adapted 
from  Puerto  Rican  economic  incentive  law  and  does  not  necessarily 
indicate  that  the  activities  described  constitute  substantial  transforma¬ 
tion  for  purposes  of  the  foreign  base  company  sales  income  rule.  The 
trades  or  businesses  constituting  manufacturing  or  processing  referred 
to  in  section  957(c)(2)  will  include,  for  example,  the  manufacture  in 
the  Commonwealth  of  Puerto  Rico  of  tabulating  cards,  paper  tablets 
or  pads,  facial  tissues,  and  paper  napkins  from  jumbo  rolls  of  paper; 
the  manufacture  of  such  household  products  as  liquid  starch  by  mixing 
large  quantities  of  the  ingredients  which  are  used  to  produce  liquid 
starch;  or  the  manufacture  of  fruit  nectar  juices  and  drinks  from  lruit 


concentrates.  .  ,  . 

Subsection  (c)  in  effect  leaves  the  corporations  covered  there  subject 
to  the  rules  of  existing  law.  In  order  to  insure  that  such  corporations 
will  not  be  availed  of  for  tax  haven  activities,  however,  the  Secretary 
of  the  Treasurv  or  his  delegate  is  given  the  power  under  the  last 
sentence  of  section  957(c)  to  prescribe  regulations  as  to  whether  the 
source  of  income  is  in  the  Commonwealth  of  Puerto  Rico  or  a  United 
States  possession,  or  whether  income  is  derived  from  the  active  con¬ 
duct  of  a  described  trade  or  business  in  such  Commonwealth  or  United 
States  possession.  However,  such  regulations  will  not  change  exist¬ 
ing  law  governing  the  source  of  income  which  is  derived  irom  the 
“manufacture  or  processing”  of  goods,  wares,  merchandise  or  other 
tangible  personal  property  in  the  Commonwealth  of  Puerto  Rico. 

(d)  US.  person  defined. — Subsection  (d),  for  winch  there  was  no 
corresponding  provision  in  the  House  bill,  provides  that,  lor  purposes 
of  subpart  F,  the  term  “United  States  person”  has  the  meaning  as¬ 
signed  to  it  in  section  7701  (a)  (30)  except  that— 

(1)  with  respect  to  a  corporation  organized  under  the  laws  ot 
Puerto  Rico,  such  term  does  not  include  an  individual  who  is  a 
resident  of  Puerto  Rico,  if  a  dividend  received  by  him  during 
the  taxable  year  from  such  corporation  would,  for  purposes  of 
section  933(1),  be  treated  as  income  derived  from  sources  within 

PU(2)^°with°respect  to  a  corporation  organized  under  the  laws  of 
the  Virgin  Islands,  such  term  does  not  include  an  individual  who 
is  a  resident  of  the  Virgin  Islands  and  whose  income  tax  obligation 
under  subtitle  A  for  the  taxable  year  is  satisfied  pursuant  to 
section  28(a)  of  the  Revised  Organic  Act  of  the  Virgin  Islands, 
approved  July  22,  1954  (48  U.S.C.  1642),  by  paying  tax  on 
income  derived  from  all  sources  into  the  treasury  of  the  Virgin 

ISl(3)d  with  respect  to  a  corporation  organized  under  the  laws  of 
any  other  possession  of  the  United  States,  such  term  does  not 
include  an  individual  who  is  a  resident  of  any  such  other  posses¬ 
sion  and  whose  income  derived  from  sources  within  possessions 
of  the  United  States  is  not,  by  reason  of  section  931(a),  includible 
in  gross  income  under  subtitle  A  for  the  taxable  year.  .  ,. 

The  effect  of  paragraphs  (1),  (2),  and  (3),  above,  is  to  exclude  indi¬ 
viduals  who  qualify  thereunder  in  determining  whether  a  foreign 
corporation  incorporated  in  Puerto  Rico,  the  Virgin  Islands,  or  another 
possession  of  the  United  States,  as  the  case  may  be  is  a  controlled 
foreign  corporation  by  reason  of  the  ownership  of  more  than  u0  peice 
of  its  stock  by  United  States  shareholders  (i.e.,  shareholders  who  are 
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United  States  persons)  each  of  whom  owns  10  percent  or  more  of  the 
stock  of  such  foreign  corporation.  This  determination  of  whether  a 
foreign  corporation  is  a  controlled  foreign  corporation  is  made  not 
only  for  purposes  of  subpart  F,  but  also  for  purposes  of  section  1248 
of  the  code,  as  added  by  section  15  of  the  bill,  as  reported  by  your 
committee.  The  application  of  sections  931(a)  and  933(1)  of  the 
code  and  of  section  28  of  the  Revised  Organic  Act  of  the  Virgin  Islands 
is  not  affected  by  the  bill. 

SECTION  958.  RULES  FOR  DETERMINING  STOCK  OWNERSHIP 

Section  958  is  the  same  as  section  955  of  the  bill  as  passed  by  the 
House  except  for  conforming  and  clarifying  changes  and  the  addition 
of  certain  modifications  to  the  constructive  ownership  rules  of  section 
318(a)  of  the  Code  for  purposes  of  this  section. 

Section  958  provides,  in  subsection  (a),  a  limited  rule  of  stock 
ownership  for  determining  the  amount  taxable  to  a  United  States 
shareholder,  and,  in  subsection  (b),  a  broader  set  of  constructive  rules 
of  ownership  for  determining  whether  the  requisite  ownership  by 
United  States  shareholders  exists  so  as  to  make  a  corporation  a  con¬ 
trolled  foreign  corporation  or  a  United  States  shareholder  has  the 
requisite  ownership  to  be  liable  for  tax  under  section  951(a). 

(a)  In  general. — For  purposes  of  subpart  F  (other  than  sections 
955(a)(1)  (A)  and  (B),  955(c)(2)(A)(ii),  and  960(a)(1)),  a  United 
States  shareholder  owns  the  stock  which  he  owns  directly  in  a  foreign 
corporation  and  also  that  which  he  owns  through  certain  foreign  enti¬ 
ties  as  follows:  stock  owned,  directly  or  indirectly,  by  or  for  a  foreign 
corporation,  foreign  partnership,  or  a  foreign  trust  or  foreign  estate 
(within  the  meaning  of  section  7701(a) (31))  is  considered  as  propor¬ 
tionately  owned  by  the  shareholders,  partners,  or  beneficiaries.  Stock 
owned  by  such  a  foreign  entity  with  the  application  of  such  rule  is  con¬ 
sidered  as  actually  owned  by  such  foreign  entity  for  again  applying  the 
rule.  The  rule  in  effect  gives  rise  to  a  chain  of  ownership  and,  since  the 
rule  operates  only  on  stock  owned  by  a  foreign  entity,  attribution  under 
the  rule  stops  with  the  first  United  States  shareholder  in  the  chain  of 
ownership  running  from  the  controlled  foreign  corporation  to  such  per¬ 
son.  For  example,  W,  a  domestic  corporation,  owns  SO  percent  of  the 
one  class  of  stock  of  X,  a  foreign  corporation,  which  in  turn  owns  80 
percent  of  the  one  class  of  stock  of  Y,  another  foreign  corporation, 
which  in  turn  owns  90  percent  of  the  one  class  of  stock  in  Z.  Under 
the  rule,  X  is  considered  as  owning  80  percent  of  the  90  percent  which 
Y  owns  in  Z,  or  72  percent.  80  percent  of  such  72  percent,  or  57.6 
percent  of  the  stock  in  Z,  is  considered  as  owned  by  W.  Since  W  is  a 
domestic  corporation  which  is  a  United  States  shareholder,  W  is  the 
person  taxed  even  though  W  is  wholly  owned  by  U,  another  domestic 
corporation.  Tf  Z  has  $100  of  subpart  F  income,  then  W  is  required  to 
include  $57.60  in  gross  income  under  section  951(a). 

Paragraph  (3)  of  subsection  (a)  provides,  for  the  sole  purpose  of 
taxing  United  States  shareholders  on  a  foreign  mutual  insurance 
company’s  income  derived  from  insurance  of  United  States  risks,  that 
that  term  “stock”  includes  any  certificate  entitling  the  holder  to 
voting  power  in  the  corporation. 

(b)  Other  provisions. — Subsection  (b)  provides  constructive  rules  of 
ownership  based,  with  certain  specified  exceptions,  on  section  318. 
The  principle  to  be  followed  in  applying  such  rules  is  that  they  are  to 
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be  applied  so  that  the  effect  is  to  subject  a  United  States  shareholder 
to  the  requirement  of  section  951(a),  to  treat  a  person  as  a  related 
person  under  section  954(d)(3)  with  respect  to  a  controlled  foreign 
corporation,  or  to  make  a  corporation  a  controlled  foreign  corporation 
under  section  957. 

The  specified  exceptions  to  the  rules  of  section  318  are  as  follows: 

(1)  No  attribution  of  ownership  from  a  nonresident  alien 

individual  (other  than  a  foreign  estate  or  trust)  to  a  citizen  or 
resident  of  the  United  States  can  occur  under  section  318 
(a.)  (i)  (A) ;  . 

(2)  In  considering  stock  owned  by  a  partnership,  estate, 
trust,  or  corporation,  as  owned  by  the  partners,  beneficiaries, 
or  shareholders,  a  partnership,  estate,  trust,  or  corporation  which 
owns  more  than  50  percent  of  the  total  combined  voting  power 
of  all  classes  of  stock  entitled  to  vote,  is  to  be  considered  as 
owning  all  the  voting  power  of  all  such  classes  of  stock; 

(3)  Stock  of  a  partner,  beneficiary,  or  shareholder  which  is 
attributed  to  the  partnership,  estate,  trust,  or  corporation  will 
not  be  attributed  to  another  partner,  beneficiary,  or  shareholder; 

(4)  In  applying  the  rule  which  requires  ownership  of  50  percent 
of  the  stock  of  a  corporation  before  stock  owned  by  such  corpora¬ 
tion  can  be  attributed  to  its  stockholders,  the  bill  as  passed  by 
the  House  substituted  a  zero  limitation  for  the  50-percent  limita¬ 
tion;  your  committee’s  amendment  provides  that  a  10-percent 
limitation  will  be  substituted  for  the  50-percent  limitation  in 
the  application  of  clause  (i)  of  section  318(a)(2)(C); 

(5)  Your  committee  has  also  added  a  provision  that  the  rule 
that  stock  owned  by  or  for  a  partner  or  a  beneficiary  or  a  share¬ 
holder  of  an  estate  or  trust  or  corporation  shall  be  considered  as 
owned  by  the  partnership,  estate,  or  trust  or  corporation  will  not 
be  applied  so  as  to  consider  a  United  States  person  as  owning 
stock  which  is  owned  by  a  person  who  is  not  a  United  States 
person,  nor  will  a  corporation  be  considered  as  owning  stock 
owned  by  or  for  a  50  percent  or  more  shareholder  where  the 
effect  is  to  consider  a  United  States  person  as  owning  stock  which 
is  owned  by  a  person  who  is  not  a  United  States  person. 

Example  ( 1 ). — -M,  N,  and  O,  all  United  States  persons,  each  own 
20  percent  of  the  stock  in  X,  a  foreign  corporation  having  only  one 
class  of  stock,  which  in  turn  owns  60  percent  of  the  stock  in  5 ,  also  a 
foreign  corporation  having  only  one  class  of  stock.  For  the  purpose 
of  attributing  the  stock  owned  by  X  in  5  to  M,  N,  and  O,  X  is  con¬ 
sidered  as  owning  all  of  the  stock  of  Y  with  t lie  result  that  M,  N,  and 
O  are  considered  as  each  owning  20  percent  of  the  stock  of  5  . 

Example  (2). — A,  an  owner  of  50  percent  of  the  one  class  of  stock  in 
Y,  owns  8  percent  of  the  one  class  of  stock  in  Z,  a  controlled  foreign 
corporation;  B  (not  related  to  A),  the  owner  of  the  other  50  percent 
of  the  stock  in  Y,  owns  45  percent  of  the  one  class  of  stock  of  Z.  A  is 
considered  as  owning  no  part  of  the  stock  in  Z  which  is  owned  by  B. 
Thus,  A  does  not  own  10  percent  or  more  of  the  stock  of  Z  so  as  to  be 
required  under  section  951(a)  to  include  in  gross  income  any  amount 
of  income  of  Z. 

Example  ( 3 ). — M,  N,  and  O,  all  United  States  persons,  each  own 
30  percent  of  the  stock  in  X,  a  foreign  corporation  having  only  one 
class  of  stock,  which  in  turn  owns  40  percent  of  the  stock  in  Y,  also  a 
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foreign  corporation  having  only  one  class  of  stock.  Under  the  pro¬ 
visions  of  section  958(b)(4),  M,  N,  and  O  are  each  considered  as  own¬ 
ing  12  percent  of  the  stock  of  Y. 

1 1  j  j  i  f>,r ,  ,  , 

SECTION  959.  EXCLUSION  FROM  GROSS  INCOME  OF  PREVIOUSLY  TAXED 

EARNINGS  AND  PROFITS 

Section  959,  except  for  conforming  changes,  is  the  same  as  section 
956  of  the  bill  as  passed  by  the  House. 

(a)  Exclusion  from  gross  income  of  United  States  'persons. — Subsec¬ 
tion  (a)  provides  that  earnings  and  profits  of  a  foreign  corporation 
attributable  to  amounts  once  included  in  gross  income  under  section 
951(a)  are  not  again  included  in  gross  income  when  actually  distrib¬ 
uted.  The  exclusion  is  applicable  whether  the  income  included  in 
gross  income  under  section  951  was  required  to  be  included  by  reason 
of  direct  ownership  of  stock  in  a  controlled  foreign  corporation  or 
ownership  through  a  chain  of  ownership  described  in  section  958(a). 
Further,  the  exclusion  applies  with  respect  to  the  United  States  share¬ 
holder  who  owned  stock  in  a  foreign  corporation  at  the  time  it  was 
included  in  gross  income  under  section  951(a),  or  with  respect  to  a 
successor  in  interest  who  can  at  the  time  of  the  actual  distribution 
provide  such  proof  as  the  Secretary  of  the  Treasury  or  his  delegate  by 
regulations  require  that  he  holds  the  interest  of  the  United  States 
shareholder  who  previouslly  included  in  gross  income  the  earnings 
and  profits  being  distributed. 

Example. — On  December  31,  1963,  X,  a  United  States  shareholder, 
owns  20  shares  of  the  100  shares  of  the  only  class  of  stock  in  Z,  a 
controlled  foreign  corporation,  and  by  reason  of  such  ownership 
includes  $20  in  gross  income  under  section  951  (his  proportionate 
share  of  Z’s  $100  of  subpart  F  income  which  constituted  Z’s  entire 
earnings  and  profits  for  its  1963  taxable  year).  On  January  31,  1964, 
X  transfers  9  shares  of  his  stock  in  Z  to  Y.  On  June  1,  1964,  X  re¬ 
ceives  an  $11,  and  Y  a  $9,  distribution  from  Z.  Neither  the  $11 
received  by  X  nor  the  $9  received  by  Y  is  includible  in  gross  income. 

Subsection  (a)  in  conjunction  with  section  951(a)(1)(B)  also  pre¬ 
vents  including  in  gross  income  under  section  951(a)(1)(B)  any 
increase  in  earnings  invested  in  United  States  property  to  the  extent 
such  increase  can  be  considered  as  attributable  income  taxable  under 
section  951(a)(1)(A).  Subpart  F  income  thus  provides  an  offset  to 
prevent  the  inclusion  in  gross  income  of  amounts  otherwise  includible 
as  an  increase  in  earnings  invested  in  United  States  property.  For 
example,  Z,  a  controlled  foreign  corporation  wholly  owned  by  X,  a 
domestic  corporation,  has  $40  subpart  F  income,  and  a  $50  increase 
in  earnings  invested  in  United  States  property;  X  includes  in  gross 
income  only  $10  of  the  $50  because  $40  of  such  $50  is  offset  by  the 
$40  of  subpart  F  income  included  in  X’s  gross  income. 

(b)  Exclusion  from  gross  income  of  certain  foreign  subsidiaries. — 
Subsection  (b)  provides  that,  for  purposes  of  section  951(a),  income  of 
a  controlled  foreign  corporation  once  included  in  gross  income  of  a 
United  States  shareholder  is  not,  when  distributed  to  another  con¬ 
trolled  foreign  corporation,  included  in  any  of  such  other  foreign 
corporation’s  income  which  must  be  taxed  to  such  United  States 
shareholder  or  his  successor  in  interest.  For  example,  X,  a  domestic 
corporation,  wholly  owns  Y,  a  controlled  foreign  corporation  which  in 
turn  wholly  owns  Z,  another  controlled  foreign  corporation.  In  1970, 
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Y  has  no  income  except  that  which  is  received  from  Z,  which  has 
$100  of  income  which  X  is  required  to  include  in  gross  income  under 
section  951.  Such  $100,  although  paid  to  Y  as  a  dividend  in  1970,  is 
not  included  in  the  income  of  Y  which  must  be  included  in  the  gross 
income  of  X,  even  though  such  a  dividend  would  ordinarily  constitute 
subpart  F  income.  The  same  result  follows  whether  the  dividend  is 
paid  in  1970  or  a  later  year  so  long  as  under  the  rules  of  subsection 
(c)  it  is  allocated  to  earnings  and  profits  under  paragraphs  (1)  and 
(2)  which  were  once  included  in  X’s  gross  income  under  section  951. 

(c)  Allocation  of  distributions.  — ■Subsection  (c)  provides  rules  for 
the  allocation  of  distributions  to  earnings  and  profits.  Amounts  in¬ 
cluded  in  gross  income  of  a  shareholder  under  section  951(a)  do  not 
constitute  distributions  for  purposes  of  reducing  the  earnings  and 
profits  of  the  controlled  foreign  corporation.  Accordingly,  when  the 
controlled  foreign  corporation  makes  an  actual  distribution,  thereby 
reducing  its  earnings  and  profits,  it  is  necessary  at  the  shareholder 
level  to  identify  whether  the  distribution  is  from  earnings  and  profits 
attributable  to  amounts  already  included  in  gross  income  of  the  share¬ 
holder  under  section  951(a)  (in  which  case  the  distribution  is  not 
taxable  as  a  dividend)  or  is  from  earnings  and  profits  which  are  at¬ 
tributable  to  amounts  not  so  taxed  (in  which  case  the  distribution  is 
taxable  as  a  dividend).  Under  subsection  (c),  earnings  and  profits 
attributable  to  amounts  once  taxed  (described  in  paragraphs  (1)  and 
(2))  are  to  be  considered  to  be  distributed  until  they  are  exhausted 
(first  from  the  current  year  and  next  from  past  years).  Subsequent 
distributions,  after  the  earnings  and  profits  described  in  paragraphs 
(1)  and  (2)  have  been  received  by  a  shareholder,  are  taxable  as  divi¬ 
dends  to  the  extent  of  the  remaining  earnings  and  profits. 

A  shareholder  is  not  taxable  on  a  distribution  which  is  out  of  earn¬ 
ings  and  profits  described  in  paragraph  (1)  (relating  to  earnings  in¬ 
vested  in  United  States  property)  or  paragraph  (2)  (relating  to  subpart 
F  income)  The  separate  classification  of  earnings  and  profits  under 
paragraphs  (1)  and  (2)  is  for  purposes  of  computing  a  United  States 
shareholder’s  pro  rata  share  of  the  increase  in  earnings  m  United  States 
property  under  section  956.  For  purposes  of  section  956(a)(2)(A), 
the  amount  of  earnings  invested  in  United  States  property  for ^  a  tax- 
able  year  is  reduced  by  earnings  so  invested  which  were  actually  dis¬ 
tributed.  For  this  purpose,  paragraph  (1)  of  section  959(c)  provides 
that  earnings  and  profits  attributable  to  investment  in  united  States 
property  are  the  first  earnings  and  profits  considered  as  distributed 
to  a  shareholder. 

In  this  connection,  although  amounts  taxed  once  under  section  951 
(a)(1)(A)  may  offset  amounts  representing  an  increase  in  earnmgs  in 
United  States  property  under  section  951(a)(1)(B)  (so  as  to  avoid 
taxing  the  same  earnings  twice)  such  offset  does  not  affect  the  amount 
of  earnings  and  profits  attributable  to  amounts  representing  t.ie  in¬ 
crease  in  earnings  in  United  States  property  for  purposes  of  paragraph 
(1).  The  amount  of  earnings  and  profits  under  paragraph  (1)  includes 
earnings  and  profits  attributable  to  amounts  includible  in  gross  income 
under  section  951(a)(1)(B)  as  well  as  earnings  and  profits  attributable 
to  amounts  which  would  have  been  included  under  such  section  except 
for  the  availability  of  the  offset  by  reason  of  the  inclusion  of  amounts 
under  section  951  (a)(1)(A).  Earnings  and  profits  attributable  to 
amounts  included  in  income  under  section  951(a)(1)(A),  but  used  to 
offset  an  increase  in  earnings  invested  in  United  States  property  are 
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not,  however,  included  in  paragraph  (2)  since  they  are  already  in¬ 
cluded  in  paragraph  (1).  Thus,  there  is  no  duplication  in  the  amounts 
attributable  to  paragraphs  (1)  and  (2),  and,  from  the  standpoint  of 
the  shareholder,  the  amount  of  earnings  and  profits  allocable  to  him 
under  paragraphs  (1)  and  (2)  is  always  equal  to  the  amount  of  income 
he  has  been  taxable  on  under  section  951(a)  (and  for  which  he  has  not 
received  an  actual  distribution). 

Example. — M,  a  controlled  foreign  corporation,  is  organized  on 
January  1,  1963,  and  is  solely  owned  by  X,  a  United  States  shareholder. 
Both  M  and  X  use  the  calendar  year  as  a  taxable  year.  M’s  earn¬ 
ings  and  profits  for  1963  are  $200,  $100  of  which  is  subpart  F  in¬ 
come.  (M’s  income  included  $25  excluded  under  section  954(b)(1) 
as  dividends,  interest,  and  gains  invested  in  qualified  investments  in 
less  developed  countries.)  M’s  total  United  States  property  at  the 
end  of  1963  is  $50  and  M  makes  a  distribution  during  1963  of  $20. 
The  division  of  M’s  earnings  and  profits  account  at  December  31, 
1963,  for  the  purpose  of  determining  the  tax  on  X,  is  as  follows: 

Sec.  959(c)  (1)  amounts  ($50  increase  in  U.S.  property  less  $20  distribution).  $30 
Sec.  959(c)  (2)  amounts  ($100  subpart  F  income  less  $50  used  as  offset  to  in¬ 
crease  in  investment  in  U.S.  property  and  reclassified  as  a  sec.  959(c)(1) 

amount) _  50 

Sec.  959(c)(3)  amounts  (the  remaining  earnings  and  profits  after  reduction 
for  sec.  959(c)  (1)  and  (2)  amounts — $200  minus  $20  (actual  distribu¬ 
tion)  minus  $30  (U.S.  property)  minus  $50  (subpart  F  income)) _  100 

Total  earnings  and  profits  at  Dec.  31,  1963 _  ISO 

X  is  required  to  include  $100  in  gross  income  under  section 
951  (a)(1)  (A)  (i)  and  he  would  have  been  required  to  include  $50  in 
gross  income  under  section  951(a)(1)(B)  but  for  section  959(a)(2) 
which  allows  the  offset,  of  previously  taxed  subpart  F  income  (whether 
in  the  current  year  or  in  prior  years)  against  increases  in  investments 
in  United  States  property.  X  may  exclude  the  $20  distribution 
from  gross  income  under  section  959(a)(1)  since  under  section  959(c) 
such  distribution  is  considered  to  be  out  of  amounts  described  in 
section  959(c)(1). 

In  1964,  M’s  earnings  and  profits  are  $300,  $75  of  which  is  subpart 
F  income.  M  has  no  change  in  investments  in  United  States  property 
and  withdraws  $15  of  previously  excluded  subpart  F  income  from 
qualified  investments  in  less  developed  countries.  M  makes  a 
distribution  of  $250  during  1964. 

M’s  earnings  and  profits  account,  at  December  31,  1964,  for  purposes 
of  section  959(c)  is  as  follows: 

Sec.  959(c)(1)  amounts  ($30  accumulation  from  prior  years  less  distribu¬ 
tions  but  not  in  excess  of  total  current  and  accumulated  sec.  959(c)(1) 

amounts  or  $30) _  0 

Sec.  959(c)(2)  amounts  ($50  accumulation  from  prior  years  plus  current 
subpart  F  income  of  $75  and  withdrawals  of  previously  excluded  sub¬ 
part  F  income  from  qualified  investments  of  $15  less  distributions  but 
not  in  excess  of  total  current  and  accumulated  sec.  959(c)(2)  amounts 

^  or  $140) _  0 

Sec.  959(c)(3)  amounts  ($100  accumulation  from  prior  years,  plus  current 
earnings  and  profits  not  classified  under  sec.  959(c)  (1)  or  (2)  of  $225, 
less  withdrawals  of  previously  excluded  subpart  F  income  from  quali¬ 
fied  investments  of  $15,  less  distributions  not  out  of  sec.  959(c)  (1)  and 


(2)  amounts  of  $80) _  $230 

Total  earnings  and  profits  at  Dec.  31,  1964 _  230 
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X  is  required  to  include  $75  in  gross  income  under  section 
951  (a)(1)  (A)  (i)  and  $15  under  section  95 1(a)(1)  (A)  (ii).  X  may 
exclude  $170  of  the  $250  distribution  from  gross  income  under  the 
provisions  of  section  959(a)(1);  $80  is  includible  in  gross  income  as 
a  dividend. 

(d)  Distributions  excluded  from  cross  income  not  to  be  treated  as 
dividends. — Except  for  deeming  foreign  taxes  paid  by  foreign  cor- 
porations  as  being  paid  by  a  domestic  corporation  in  special  cases 
discussed  below,  a  distribution  excluded  from  gross  income  under 
section  959  is  treated  as  a  distribution  which  is  not  a  dividend. 

SECTION  960.  SPECIAL  RULES  FOR  FOREIGN  TAX  CREDIT 

A  domestic  corporation  owning  stock  in  a  controlled  foreign  corpo¬ 
ration  is  required  to  include  in  its  gross  income,  under  the  pio\  isions 
of  subpart  F,  income  of  such  foreign  corporation,  whether  or  not  the 
foreign  corporation  is  one  or  more  links  removed  in  a  chain  of  owner¬ 
ship.  Therefore,  section  902  (relating  to  credit  for  corporate  stock¬ 
holder  in  foreign  corporation)  which  depends  on  actual  distributions 
would  not  operate  to  give  the  domestic  corporation  a  credit  for  foreign 
taxes  paid  by  the  controlled  foreign  corporation.  Section  960  pro¬ 
vides  rules,  consistent  with  section  902,  for  treating  foreign  taxes  paid 
by  controlled  foreign  corporations  on  income  which  is  included  in  the 
o-ross  income  of  domestic  corporations  under  section  951(a)  as  having 
been  paid  by  such  domestic  corporations.  Section  960  corresponds 
to  section  957  of  the  bill  as  passed  by  the  House.  . 

(a)  Taxes  paid  by  a  foreign  corporation. — Subsection  (a)  applies,  to 
a  domestic  corporation  which  includes  in  gross  income  under  section 
951(a)  an  amount  attributable  to  earnings  and  profits  of  a  foreign 
corporation  at  least  10  percent  of  the  voting  stock  of  which  is  directly 
owned  by  such  domestic  corporation,  or  of  a  foreign  corporation  at 
least  50  percent  of  the  voting  stock  of  which  is  owned  by  a  foreign 
corporation  at  least  10  percent  of  the  voting  stock  of  which  in  turn 
is  directly  owned  by  the  domestic  corporation.  If  the  directly  owned 
corporation  is  a  less  developed  country  corporation  as  defined  in  sec¬ 
tion  902(d),  then  the  domestic  corporation  is  deemed  to  have  paid 
the  same  proportion  of  the  income,  war  profits,  and  excess  profits 
taxes  paid  (or  deemed  paid)  by  the  controlled  foreign  corporation  to 
a  foreign  country  or  possession  of  the  United  States  for  the  taxable 
year  which  the  amount  of  the  earnings  and  profits  of  the  loreign  coi- 
poration  so  included  in  gross  income  of  the  domestic  corporation  bears 
to  the  sum  of  the  entire  earnings  and  profits  of  such  foreign  corpora¬ 
tion  for  such  taxable  year  and  the  total  amount  of  such  income,  war 
profits,  and  excess  profits  taxes  paid  by  such  foreign  corporation. 

Example  U— X,  a  domestic  corporation,  wholly  owns.Y,  a  foreign 
corporation,  which  is  a  less  developed  country  corporation,  which  in 
turn  wholly  owns  Z,  another  foreign  corporation.  X,  i ,  and  Z  each 
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use  the  calendar  year  as  a  taxable  year.  For  1963,  X  is  deemed  to 
have  paid  taxes  actually  paid  by  Y  and  Z  as  follows: 


X 

Y 

Z 

Earnings  and  profits  plus  foreign  taxes. . . . . . . 

100 

100 

Earnings  and  profits _ 

60 

80 

Foreign  taxes . . . . . . . 

40 

20 

Subpart  F  income _ _ _ _ _ _ 

30 

50 

Gross  income  under  sec.  951  (30+501 _ _ _ _ 

80.00 

Foreign  taxes  deemed  paid  by  X  under  sec.  960  (a): 

f^X4o)._._ . . . . . 

12.00 

f^rX20) . . . . 

10.00 

\100  /  . . . — 

If  the  directly  owned  corporation  is  not  a  less  developed  country 
corporation,  then  the  domestic  corporation  is  deemed  to  have  paid  the 
same  proportion  of  the  total  income,  war  profits,  and  excess  profits 
taxes  paid  by  the  controlled  foreign  corporation  to  a  foreign  country 
or  possession  of  the  United  States  for  its  taxable  year  which  the 
amount  of  the  earnings  and  profits  of  the  foreign  corporation  included 
in  gross  income  of  the  domestic  corporation  bears  to  the  entire  earn¬ 
ings  and  jirofits  of  such  foreign  corporation  for  such  taxable  year. 
The  taxes  so  deemed  paid  by  the  domestic  corporation  under  section 
960(a)(1)(C)  if  the  directly  owned  corporation  is  not  a  less  developed 
country  corporation  are  included  in  the  gross  income  of  the  domestic 
corporation  under  section  78  of  the  code  (as  added  by  sec.  9  of  the 

bin;. 

Example  ( 2 ) . — X,  a  domestic  corporation,  wholly  owns  Y,  a  foreign 
corporation  not  a  less  developed  country  corporation,  which  in  turn 
wholly  owns  Z,  another  foreign  corporation.  X,  Y,  and  Z  each  use 
the  calendar  year  as  a  taxable  year.  For  1963,  X  is  deemed  to  have 
paid  taxes  actually  paid  by  Y  and  Z  as  follows: 


X 

Y 

Z 

Earnings  and  profits _ 

60 

40 

30 

80 

20 

60 

Foreign  taxes _ _ 

Subpart  F  income . . . . 

Gross  income  under  sec.  951  (30+50).. . 

80.00 

20.00 

12.50 

Foreign  taxes  deemed  paid  by  X  under  sec.  960(a)(1)(C)  and  included^n 
gross  income  under  sec.  78: 

(1X40) . . . 

(|X20) . . . 

\80  ) 

If  a  domestic  corporation  receives  a  distribution  any  part  of  which 
is  excluded  from  gross  income  under  section  959,  the  foreign  taxes 
which  are  deemed  to  have  been  paid  under  section  960(a)  are  not 
again  deemed  paid  under  section  902.  Other  foreign  taxes  which  are 
not  deemed  paid  under  section  960  because  paid,  for  instance,  by  a 
first-tier  corporation,  through  which  profits  of  a  second-tier  corpora¬ 
tion  are  distributed  (after  having  been  taxed  for  a  prior  year  under 
section  951  to  a  United  States  shareholder  which  is  a  corporation), 
will  still  be  deemed  paid  under  section  902  when  an  actual  distribu¬ 
tion  is  made.  A  distribution  of  such  profits,  although  excluded  under 
section  959(a),  is  treated  by  the  domestic  corporation  as  a  dividend 
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solely  for  taking  into  account  under  section  902  suck  foreign  taxes  as 
were  not  deemed  paid  under  section  960. 

Example  (3).— Suppose  that  the  $50  of  subpart  F  income  ot  Z. 
taxed  to  X  in  1963  in  examples  (1)  and  (2)  above  was  m  1970  dis¬ 
tributed  to  Y  who  received  no  other  income  for  such  year,  and  that  Y 
paid  a  tax  of  $20  for  1970  and  distributed  the  remaining  $30  to  X 
before  the  end  of  1970.  In  such  case,  although  such  $30  is  excluded 
from  gross  income  under  section  959(a),  it  is  treated  as  a  dividend 
under  section  902  so  that  for  1970,  X  is  deemed  to  have  paid  $12  in 
foreign  taxes  under  example  (1),  or  $20,  under  example  (2). 

If  income  of  a  first-tier  foreign  corporation  required  to  be  included 
in  the  gross  income  of  a  domestic  corporation  under  section  951(a) 
includes  a  dividend  from  a  second-tier  foreign  corporation  to  the  first- 
tier  corporation,  then  section  902(b)  applies  to  foreign  taxes  paid  by 
the  second-tier  corporation  and  not  already  allowed  as  a  credit  in 
order  to  deem  them  paid  by  the  first-tier  foreign  corporation  so  that 
under  section  960(a)  they  will  be  deemed  paid  by  the  domestic 

corporation.  . 

Example  (fi). — M,  a  domestic  corporation,  wholly  owns  JN ,  a 
controlled  foreign  corporation,  which  is  a  less  developed  country 
corporation,  which  in  turn  wholly  owns  O,  also  a  controlled  foreign 
corporation  but  which  has  no  income  required  to  be  included  in  any 
United  States  shareholder’s  gross  income.  For  taxable  year  1970, 
O  pays  $40  in  foreign  taxes.  O  pays  to  N  as  a  dividend  its  total 
earnings  and  profits  of  $60  for  such  taxable  year,  which  dividend  is 
N’s  only  income  and  which  in  N’s  hands  is  foreign  base  company 
income  required  to  be  included  in  IVI  s  gross  income  undei  section 
951(a)  N  has  no  deductions  and  pays  no  foreign  taxes.  Applying 
section  902(b)  N  is  deemed  to  have  paid  $24  in  foreign  taxes  and  M 
is  in  turn  deemed  to  have  paid  $24  under  section  960.  If  N  were  not 
a  less  developed  country  corporation,  N  and  in  turn  M,  would  be 

deemed  to  have  paid  $40.  ,  ,  , 

(b)  Special  rules  for  foreign  tax  credit  on  receipt  of  previously  taxed 
earnings  and  profits. — Where  a  taxpayer  receives  a  distribution  which 
is  excluded  from  income  under  section  959  because  it  was  once  taxed 
as  income  included  in  gross  income  of  a  United  States  shareholder 
under  section  951(a),  the  section  904  limitation  is  increased  in  the  year 
of  actual  distribution  so  that  a  credit  will  be  allowed  for  foreign  taxes 
imposed  on  the  income  distributed  after  it  was  included  m  gross 
income  under  section  951.  The  taxpayer,  however,  must  have  either 
chosen  the  foreign  tax  credit  in  the  taxable  year  in  which  such  income 
was  included  in  gross  income  under  section  951(a),  or  have  paid  or 
accrued  in  such  year  no  income,  war  profits,  or  excess  profits  taxes  to 
axiy  foreign  country  or  possession  of  the  United  States.  He  must  also 
choose  the  foreign  tax  credit  in  the  year  of  the  receipt  of  the  excluded 

distribution.  . 

The  amount  of  the  increase  in  the  section  904  limitation  is  an 
amount  equal  to  the  increase  in  such  limitation  which  occurred  m  the 
^  'W  tqe  year  of  the  inclusion  of  the  income  under  section  951(a) 
dbieiy  bv  reason  of  such  inclusion.  Such  amount  is  then  reduced  by 
the  foreign  taxes  which  were  allowed  as  a  credit  in  such  year  of  the 
inclusion  but  which  would  not  have  been  allowable  but  for  such  in¬ 
clusion.  The  increase  in  the  section  904  limitation  may  not  exceed  the 
income,  war  profits,  or  excess  profits  taxes  paid,  or  deemed  paid,  or 
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accrued  with  respect  to  the  distribution  in  the  taxable  year  such 
distribution  is  received. 

Under  paragraph  (3)  of  section  960(b),  a  taxpayer  who  chose  to 
take  a  foreign  tax  credit  in  the  taxable  year  in  which  he  was  required 
to  include  income  in  gross  income  under  section  951(a),  but  does  not 
choose  to  take  a  foreign  tax  credit  in  the  taxable  year  in  which  such 
income  is  actually  received,  may  not  deduct  under  section  164  any 
income,  war  profits,  or  excess  profits  taxes  paid  or  accrued  on  such 
income. 

Under  paragraph  (4)  of  section  960(b),  if  the  increase  in  limitation 
exceeds  the  U.S.  tax  for  the  taxable  year,  the  excess  is  deemed  an 
overpayment  of  tax  for  such  year. 

SECTION  961.  ADJUSTMENTS  TO  BASIS  OF  STOCK  IN  CONTROLLED  FOREIGN 
CORPORATION  AND  OF  OTHER  PROPERTY 

Section  961  is  the  same  as  section  958  of  the  bill  as  passed  by  the 
House  except  for  the  changes  made  necessary  by  the  addition  of  sec¬ 
tion  962,  relating  to  an  election  by  individuals  to  be  subject  to  tax  at 
corporate  rates. 

(a)  Increase  in  basis. — Subsection  (a)  provides  that  the  basis  of  a 
United  States  shareholder’s  stock  in  a  controlled  foreign  corporation, 
and  of  property  by  reason  of  which  he  is  treated  as  owning  such  stock 
in  determining  the  amount  which  he  must  include  in  gross  income 
under  section  951,  is  increased  by  the  amount  included  in  gross  income 
under  section  951.  Your  committee  has  added  a  provision  to  sub¬ 
section  (a)  that  in  the  case  of  a  United  States  shareholder  who  has 
made  an  election  under  section  962  for  the  taxable  year,  the  increase 
in  basis  shall  not  exceed  an  amount  equal  to  the  amount  of  tax  paid 
under  chapter  1  with  respect  to  the  amounts  required  to  be  included 
in  his  gross  income  under  section  951(a). 

Example  ( 1 ). — X,  who  owns  stock  in  corporation  M  with  a  basis  of 
$1,000,  includes  $50  of  M’s  income  in  gross  income  as  required  under 
section  951(a).  The  basis  of  X’s  stock  in  M  is  increased  to  $1,050. 

Example  (2). — The  facts  are  the  same  as  in  example  (1)  except  that 
X  is  also  required  under  section  951(a)  to  include  in  gross  income  $60 
of  the  income  of  corporation  N,  a  controlled  foreign  corporation  wholly 
owned  by  M.  In  such  case  the  basis  of  X’s  stock  in  M  is  increased  to 
$1,110. 

Example  ( 3 ). — Y,  an  individual  United  States  shareholder  who 
owns  stock  in  corporation  O  with  a  basis  of  $1,000,  and  who  would 
have  included  $70  in  gross  income  under  section  951(a),  makes  an 
election  under  section  962,  and  pays  $15  in  U.S.  tax  under  chapter  1 
of  the  code.  The  basis  of  Y’s  stock  in  corporation  O  is  increased  to 
$1,015. 

(b)  Reduction  m  basis. — Subsection  (b)  provides  that  the  basis  of 
stock  or  other  property  with  respect  to  which  a  United  States  share¬ 
holder  receives  an  amount  which  is  excluded  from  gross  income  under 
section  959(a)  is  reduced  by  such  amount.  Your  committee  has  a '  '^d 
a  provision  to  subsection  (b)  that  in  the  case  of  a  United  States^-^3- 
holder  who  has  made  an  election  under  section  962  for  any  prior  taxable 
year,  the  reduction  in  basis  shall  not  exceed  an  amount  equal  to  the 
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amount  received  which  is  excluded  from  gross  income  under  section 
959(a),  relating  to  the  exclusion  of  previously  taxed  earnings  and 
profits,  after  the  application  of  section  962(d),  relating  to  actual  dis¬ 
tributions  of  earnings  and  profits  attributable  to  amounts  with  respect 
to  which  an  election  was  made  under  section  962.  Thus,  if  X,  in 
example  (2)  above,  received  a  distribution  of  $110  which  was  excluded 
from  gross  income  under  section  959(a)  as  the  income  previously  taxed 
in  such  example,  the  basis  of  X’s  stock  in  Y  would  be  reduced  again 
to  $1,000.  If  Y,  in  example  (3)  above,  received  a  distribution  of  $70, 
his  basis  in  the  stock  of  corporation  O  would  be  reduced  by  $15,  that 
is,  the  amount  excluded  from  gross  income  under  section  959(a)  after 
the  application  of  section  962(d). 

Subsection  (b)(2)  provides  that  to  the  extent  that  an  amount  ex¬ 
cluded  from  gross  income  under  section  959(a)  exceeds  the  adjusted 
basis  of  stock  or  other  property  with  respect  to  which  it  is  received, 
such  excess  shall  be  treated  as  gain  from  the  sale  or  exchange  of  the 
property. 

*  SECTION  962.  ELECTION  BY  INDIVIDUALS  TO  BE  SUBJECT  TO  TAX  AT 

CORPORATE  RATES 

Section  962  provides  an  election  for  an  individual  United  States 
shareholder  to  be  subject  to  tax  at  corporate  rates  instead  of  individual 
rates  with  respect  to  amounts  included  in  his  gross  income  under 
section  951(a). 

(a)  General  rule. — Subsection  (a)  provides  that  in  the  case  of  a 
United  States  shareholder  who  is  an  individual  and  who  elects  to 
have  the  provisions  of  section  962  apply  for  the  taxable  year,  the  tax 
imposed  under  chapter  1  of  the  Code  on  amounts  included  in  gross 
income  under  section  951(a),  relating  to  amounts  included  in  gross 
income  of  United  States  shareholders,  shall  be  an  amount  equal  to  the 
tax  which  would  be  imposed  under  section  1 1  of  the  Code,  relating  to 
tax  imposed  on  corporations,  if  such  amounts  were  received  by  a 
domestic  corporation.  Subsection  (a)  further  provides  that,  for 
purposes  of  applying  the  provisions  of  section  960,  relating  to  foreign 
tax  credit,  the  amounts  included  in  gross  income  under  section  951(a) 
with  respect  to  which  an  election  is  made  under  section  962,  shall  be 
treated  as  if  they  were  received  by  a  domestic  corporation. 

Example. — X,  an  individual  and  sole  shareholder  of  controlled 
foreign  corporation  M  (not  a  less  developed  country  corporation),  is 
required  to  include  $70,000  (the  entire  earnings  and  profits  of  M 
Corporation  for  the  taxable  year)  in  gross  income  under  section  951(a) 
and  makes  an  election  under  section  962  to  be  subject  to  tax  at  cor¬ 
porate  rates.  (M  Corporation  is  the  only  controlled  foreign  corpora¬ 
tion  in  which  X  is  a  United  States  shareholder.)  Both  X  and  M  use 
the  calendar  year  as  a  taxable  year.  M  Corporation  paid  $30,000  of 
foreign  tax  in  connection  with  earning  the  $70,000  of  income  referred 
to  above.  The  limitation  on  tax  under  section  962(a)  is  equal  to  the 
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corporate  tax  less  any  foreign  tax  credit  to  which  a  corporation  would 
be  entitled.  Thus,  the  tax  would  be  computed  as  follows: 


Income  included  in  gross  income  under  sec.  951(a)  with  respect  to  which 

election  under  sec.  962  is  made - 

Foreign  tax  deemed  paid  under  sec.  960(a)  (included  in  gross  income 

under  new  sec.  78)  qqqX  $30, 000 J - 

Taxable  income  under  sec.  11  of  code - 

Tax  at  52  percent _ - - - 

Less  tax  attributable  to  surtax  exemption - 


$70,  000 


30,  000 


100,  000 
52,  000 
5,  500 


Tax _ _ _ , _ _ _  46,500 

Less  foreign  tax  credit _  30,  000 


U.S.  tax  liability  (limitation  under  sec.  962(a)) -  16,  500 

(b)  Election. — Subsection  (b)  provides  that  an  election  to  have  the 
provisions  of  section  962  apply  for  any  taxable  year  shall  be  made  by 
a  United  States  shareholder  at  such  time  and  in  such  manner  as  the 
Secretary  of  the  Treasury  or  his  delegate  shall  prescribe  by  regulations 
and  that  an  election  made  for  any  taxable  year  may  not  be  revoked 
except  with  the  consent  of  the  Secretary  of  the  Treasury  or  his  delegate. 

(c)  Surtax  exemption. — -Subsection  (c)  provides  that,  for  purposes 
of  applying  subsection  (a)(1),  the  surtax  exemption  provided  by  sec¬ 
tion  11(c)  of  the  Code  shall  not  exceed  an  amount  which  bears  the 
same  ratio  to  $25,000  as  the  amounts  included  in  a  United  States 
shareholder’s  gross  income  under  section  951(a)  for  the  taxable  year 
bears  to  his  pro  rata  share  of  the  earnings  and  profits  for  the  taxable 
year  of  all  controlled  foreign  corporations  with  respect  to  which  he 
included  any  amount  in  gross  income  under  section  951(a). 

Example. — X,  an  individual  United  States  shareholder  owning. 60 
percent  of  controlled  foreign  corporations  N  and  O,  makes  an  election 
under  section  962  for  the  taxable  year  and  includes  in  gross  income 
for  such  year  under  section  951(a)  $20,000  with  respect  to  corporation 
N  and  $10,000  with  respect  to  corporation  O.  Corporation  M  has 
$100,000  and  corporation  N  has  $50,000  earnings  and  profits  for  the 
taxable  year.  X’s  surtax  exemption  is  computed  as  follows : 


20,000  +  10,000 

60,000  +  30,000 


X25, 000  =  8, 333.33 


(d)  Special  rules  j or  actual  distributions. — Paragraph  (1)  of  section 
962(d)  provides  that  the  earnings  and  profits  of  a  foreign  corporation 
attributable  to  amounts  which  were  included  in  the  gross  income  of  a 
United  States  shareholder  under  section  951(a)  and  with  respect  to 
which  an  election  under  section  962  applied  shall,  when  such  earnings 
and  profits  are  distributed,  notwithstanding  the  provisions  of  section 
959(a)(1),  relating  to  the  exclusion  from  gross  income  of  actual  dis¬ 
tributions  of  previously  taxed  earnings  and  profits,  be  included  in 
gross  income  to  the  extent  that  such  earnings  and  profits  so  dis¬ 
tributed  exceed  the  amount  of  tax  paid  on  the  amounts  to  which  such 
election  applied. 

Example. — X,  an  individual  and  sole  shareholder  of  controlled  for¬ 
eign  corporation  M  (not  a  less  developed  country  corporation),  was 
required  to  include  $70,000  (the  entire  earnings  and  profits  of  M  Cor¬ 
poration  for  the  taxable  year)  in  gross  income  under  section  951(a) 
for  the  taxable  year  1963,  and  $30,000  (the  amount  of  foreign  taxes 
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paid  by  M  Corporation  for  such  year),  and  made  an  election  under 
section  962  to  be  subject  to  tax  at  corporate  rates.  X  paid  $16,500 
in  U.S.  tax  on  such  amount  with  the  application  of  section  962(a). 
In  1964,  X  received  an  actual  distribution  of  the  $35,000  from  M 
Corporation.  Notwithstanding  the  provisions  of  section  959(a)(1), 
X  is  required  to  include  $26,750  in  gorss  income  for  the  taxable  year 
1964  ($35,000  minus  $8,250). 

SECTION  963.  RECEIPT  OF  MINIMUM  DISTRIBUTIONS  BY 
DOMESTIC  CORPORATIONS 

This  section  provides  that  if  a  given  percentage,  termed  a  mini¬ 
mum  distribution,  of  the  earnings  and  profits  of  a  controlled  foreign 
corporation  is  received  by  a  domestic  corporate  shareholder  of  such 
foreign  corporation,  the  domestic  corporation  may  elect  to  exclude 
from  its  gross  income  for  such  taxable  year  the  amount  of  subpart  F 
income  of  such  foreign  corporation  otherwise  includible  in  gross  in- 
k\  come  of  the  domestic  corporation  under  section  951  (a)(1)  (A)  (i).  In 

P  addition  to  the  elective  treatment  accorded  domestic  corporate  share¬ 
holders  with  respect  to  subpart  F  income  of  controlled  foreign  cor¬ 
porations  in  which  stock  is  owned  directly,  domestic  corporate  share¬ 
holders  may  elect  with  respect  to  foreign  corporations  in  a  chain  of 
corporations  or  with  respect  to  all  controlled  foreign  corporations  in 
which  the  domestic  corporate  shareholder  owns  stock  directly  or  stock 
owned  indirectly  through  interests  in  foreign  corporations,  foieign 
partnerships,  foreign  trusts  or  foreign^  estates.  The  required  mini¬ 
mum  distribution  of  earnings  and  profits  by  a  foreign  corporation  is 
inversely  proportional  to  the  effective  foreign  tax  rate  of  the  controlled 
foreign  corporation  with  respect  to  which  an  election  is  made,  or  the 
consolidated  earnings  and  profits  and  consolidated  effective  foreign 
tax  rate  of  a  chain  of  foreign  corporations,  or  a  group  of  controlled 
foreign  corporations,  with  respect  to  which  an  election  is  made.  _  Thus, 
as  the  effective  foreign  tax  rate  increases,  the  required  minimum 
distribution  of  earnings  and  profits  decreases.  The  inverse  propor¬ 
tion  is  intended  to  result  in  a  distribution  which  will  give  rise  to 
sufficient  United  States  tax  to  make  the  overall  taxes  of  the  recipient 
roughly  approximate  the  United  States  rate. 

(a)  General  rule. — Subsection  (a)  of  section  963  sets  forth  the  general 
rule  that  subpart  F  income  of  a  controlled  foreign  corporation  will  not 
be  included  in  the  gross  income  of  a  United  States  shareholder,  as  de¬ 
fined  in  section  951(b),  if  (1)  the  United  States  shareholder  is  a  domes¬ 
tic  corporation;  (2)  the  domestic  corporate  shareholder  (A)  receives  a 
minimum  distribution,  as  defined  in  section  963(b),  of  the  earnings 
and  profits  for  the  taxable  year  from  a  controlled  loreign  corporation 
in  which  stock  is  owned  directly,  within  the  meaning  of  section 
958(a)(1)(A);  or,  (B)  to  the  extent  the  domestic  corporate  shareholder 
elects,  receives  a  minimum  distribution  with  respect  to  the  consoli¬ 
dated  earnings  and  profits  for  the  taxable  year  of  foreign  corporations 
in  a  chain  of  corporations  as  described  in  section  963(c)(2);  or,  (G) 
the  domestic  corporate  shareholder  receives  a  minimum  distribution, 
as  defined  in  section  963(b),  with  respect  to  a  group  of  foreign  cor¬ 
porations  as  described  in  section  963(c)(3);  and  (3)  the  domestic 
corporate  shareholder  consents  to  all  the  regulations  prescribed  by 
the  Secretary  of  the  Treasury  or  his  delegate  under  section  963  prior 
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to  the  last  day  prescribed  by  section  6072  for  filing  its  income  tax 
return.  The  exclusion  from  gross  income  under  this  section  is  limited 
to  subpart  F  income  of  controlled  foreign  corporations,  as  defined  in 
section  952,  which  would  otherwise  be  includible  in  gross  income 
under  section  951(a)(l)(A)(i).  This  section  (which  is  concerned  with 
current  earnings  and  profits)  does  not  apply  to  previously  excluded 
subpart  F  income  withdrawn  from  investment  in  less  developed 
country  corporations  includible  in  gross  income  under  section  951 
(a)(l)(A)(ii)  or  increase  in  earnings  invested  in  United  States  prop¬ 
erty  includible  in  gross  income  under  section  951(a)(1)(B)  (both  of 
which  are  measured  by  current  and  certain  accumulated  earnings  and 
profits). 

(b)  Minimum  distributions. — -Subsection  (b)  of  section  963  estab¬ 
lishes  a  schedule  of  required  minimum  distributions  of  earnings  and 
profits  as  a  percentage  of  total  earnings  and  profits.  If  a  domestic 
corporate  shareholder  elects  to  apply  this  section  to  a  single  controlled 
foreign  corporation  as  provided  in  subsection  (a)(1),  the  required 
minimum  distribution  is  determined  by  the  effective  foreign  tax  rate, 
determined  in  accordance  with  the  provisions  of  subsection  (d),  of 
the  controlled  foreign  corporation.  Thus,  if  the  controlled  foreign 
corporation  was  subject  to  an  effective  foreign  tax  rate  of  15  percent, 
for  this  elective  section  to  apply,  the  controlled  foreign  corporation 
would  be  required  to  distribute,  as  a  dividend,  an  amount  equal  to 
80  percent  of  its  earnings  and  profits  for  the  taxable  year  of  the  foreign 
corporation  ending  with  or  within  the  taxable  year  of  the  electing 
domestic  corporate  shareholder.  If  a  domestic  corporate  shareholder 
elects  to  apply  this  section  to  a  chain  of  foreign  corporations  as  pro¬ 
vided  in  subsection  (a)(2),  the  required  minimum  distribution  is 
determined  as  a  percentage  of  the  consolidated  earnings  and  profits 
of  foreign  corporations  in  the  chain,  to  the  extent  elected,  and  the  effec¬ 
tive  foreign  tax  rate  is  determined,  in  accordance  with  the  provisions 
of  subsection  (d)(2),  for  all  foreign  corporations  for  which  the  election 
is  applicable.  In  like  manner,  if  a  domestic  corporate  shareholder 
elects  to  have  this  section  apply  to  all  controlled  foreign  corporations 
as  provided  in  subsection  (a)(3),  the  required  minimum  distribution 
of  earnings  and  profits  for  the  taxable  year  is  determined  as  a  percent¬ 
age  of  the  consolidated  earnings  and  profits  of  all  such  controlled 
foreign  corporations,  and  all  foreign  corporations  through  which, 
within  the  meaning  of  section  958(a)(2),  the  domestic  corporate 
shareholder  is  considered  to  own  stock  in  a  controlled  foreign  cor¬ 
poration,  and  the  effective  foreign  tax  rate  is  determined,  in  accord¬ 
ance  with  the  provisions  of  subsection  (d)(2),  for  all  foreign  corpora¬ 
tions  for  which  the  election  is  applicable. 

(c. )  Amounts  to  which  section  applies. — Subsection  (c)  of  section  963 
describes  the  controlled  foreign  corporation,  or  combination  of  con¬ 
trolled  foreign  corporations,  in  a  corporate  organization  for  which 
a  minimum  distribution  of  earnings  and  profits  for  a  taxable  year  will 
permit  a  domestic  corporate  shareholder  to  elect  to  exclude  from  gross 
income  the  subpart  F  income  of  such  controlled  foreign  corporation 
or  corporations.  Paragraphs  (1),  (2),  (3),  and  (4)  of  section  963(c) 
provide  for  alternative  applications  of  this  section  of  the  bill. 

Paragraph  (1)  of  section  963(c)  provides  that  subsection  (a)  may 
apply  in  the  case  of  a  controlled  foreign  corporation  in  which  a 
domestic  corporate  shareholder  owns  stock  directly.  Thus,  applica¬ 
tion  of  section  963  ma}r  be  limited  to  a  single  first-tier  controlled 
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foreign  corporation,  to  two  or  more  first-tier  controlled  foreign  cor¬ 
porations,  or  to  all  first-tier  controlled  foreign  corporations  in  which  a 
domestic  corporation  is  a  United  States  shai ('holder. 

Paragraph  (2)  of  section  963(c)  provides  that  subsection  (a)  may 
apply  to  a  controlled  foreign  corporation  in  which  a  domestic  cor¬ 
poration  owns  stock  directly  and  to  a  controlled  foreign  corporation 
in  which  the  domestic  corporation,  within  the  meaning  of  section 
958(a)U)  is  considered  to  be  the  owner  ot  stock  through  a  toieign 
corporation,  foreign  partnership,  or  a  foreign  trust  or  foreign  estate. 
However,  if  a  domestic  corporate  shareholder  elects  with  respect  to  a 
controlled  foreign  corporation  below  the  first  tier  ol  ioreign  corpora¬ 
tions  the  earnings  and  profits  of  each  foreign  corporation  through 
which  the  domestic  corporate  shareholder  is  considered  to  be  the 
owner  of  stock  in  the  controlled  foreign  corporation  must  be  taken 
into  account  in  determining  if  a  required  minimum  distribution  of 
consolidated  earnings  and  profits  had  been  made,  whether  or  not  such 
intermediate  foreign  corporations  are  controlled  foreign  corporations. 

Paragraph  (3)  of  section  963(c)  provides  that  subsection  (a)  may 
apply  to  all  controlled  foreign  corporations  in  which  the  domestic 
shareholder  owns  stock  directly  or  is  considered  to  own  stock  within 
the  meaning  of  section  958(a)(2).  Consistent  with  paragraph  (2), 
the  earnings  and  profits  of  all  foreign  corporations  througn  which  the 
domestic  corporate  shareholder  is  considered  to  own  stock  m  conti  oiled 
foreign  corporations  is  taken  into  account  in  determining  it  a  required 
minimum  distribution  had  been  made  whether  or  not  such  mtei- 
mediate  foreign  corporation  is  a  controlled  foreign  corporation. 

Subparagraph  (A)  of  section  963(c)(4)  provides  for  the  exception 
of  earnings  and  profits  of  certain  less  developed  country  corporations 
in  determining  if  the  required  minimum  distribution  of  subsection  (b) 
has  been  made.  The  less  developed  country  corporations  which  may 
be  excluded  are  all  such  less  developed  country  corporations  other  than 
those  through  which  the  United  States  shareholder  is  considered  to 
own  stock  of  other  foreign  corporations  which  are  not  less  developed 
country  corporations.  If  the  election  is  made  all  less  developed  coun¬ 
try  corporations  described  in  the  preceding  sentence  must  be  excluded 

from  the  determination.  .  , 

Subparagraph  (B)  of  section  963(c)  (4)  provides  that  foreign  branches 
of  a  domestic  corporate  shareholder  may,  at  the  election  of  such  share¬ 
holder,  be  treated,  under  regulations  prescribed  by  the  Secretary  ot  the 
Treasury  or  his  delegate,  as  100-percent  owned  controlled  foreign  cor¬ 
porations,  which,  for  purposes  of  this  section,  will  be  considered  to  have 
distributed  to  the  electing  domestic  corporate  shareholder  all  ol  the 
earnings  and  profits  attributable  to  such  foreign  branches  lor  pur¬ 
poses  of  this  subparagraph,  a  branch  of  a  domestic  corporation  will  be 
considered  a  foreign  branch  if  it  is  located  in  a  foreign  country  or  in 
the  Commonwealth  of  Puerto  Rico  or  a  possession  of  the  United  states. 
However,  a  branch  located  in  Puerto  Rico  or  a  possession  of  the  United 
States  will  be  taken  into  account  under  subparagraph  (B)  only  it  fij 
such  branch  would  be  considered  a  controlled  foreign  corporation,  it 
it  were  incorporated  under  the  laws  of  Puerto  Rico  or  such  possession 
of  the  United  States,  as  the  case  may  be,  and  (2)  the  gross  income  of 
the  electing  domestic  corporate  shareholder,  for  the  year  of  election, 
includes  gross  income  derived  from  sources  within  Puerto  Rico  and 
possessions  of  the  United  States.  Except  as  provided  in  the  preced- 
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ing  sentence,  an  election  to  have  subparagraph  (B)  apply  may  be  made 
by  a  domestic  corporation  only  with  respect  to  all  its  foreign  branches. 

Generally  spealdng,  a  foreign  branch  is  a  permanent  organization 
maintained  in  a  foreign  country  to  engage  in  the  active  conduct  of  a 
trade  or  business.  The  income  of  a  branch  is  that  produced  by  the 
business  activities  separately  conducted  by  it. 

Subparagraph  (C)  of  section  963(c)(4)  provides  that,  if  a  domestic 
corporate  shareholder  which  is  a  United  States  shareholder  so  elects, 
the  consolidated  earnings  and  profits  of  controlled  foreign  corpora¬ 
tions  as  provided  in  subsection  (a)(3)  shall  not  include  any  amount 
with  respect  to  the  earnings  and  profits  of  any  controlled  foreign 
corporation  if  it  is  established  to  the  satisfaction  of  the  Secretary  of 
the  Treasury  or  his  delegate  that  the  earnings  and  profits  of  such  con¬ 
trolled  foreign  corporation  could  not  have  been  distributed  to  United 
States  shareholders  who  own  stock,  directly  or  through  foreign  corpo¬ 
rations,  foreign  partnerships,  or  foreign  estates  or  trusts,  in  such  con¬ 
trolled  foreign  corporation  because  of  currency  or  other  restrictions  or 
limitations  imposed  under  the  laws  of  anv  foreign  country. 

The  application  of  the  provisions  of  section  963(c)  may  be  illustrated 
by  the  following  example: 

Example. — Domestic  corporation  M  owns  5  percent  of  the  voting 
stock  of  foreign  corporation  A,  and  100  percent  of  the  voting  stock 
of  foreign  corporations  B  and  C  respectively.  Foreign  corporation 
C  owns  100  percent  of  the  voting  stock  of  foreign  corporation  D, 
which  owns  50  percent  of  the  voting  stock  of  foreign  corporation 
E.  The  voting  stock  of  foreign  corporation  F  is  owned  50  percent  by 
foreign  corporation  E  and  30  percent  by  foreign  corporation  B.  None 
of  the  foreign  corporations  are  less  developed  country  corporations  as 
defined  in  section  955(c).  Assume  that  all  corporations  use  the 
calendar  year  as  a  taxable  year.  Corporations  A  and  E  are  not 
controlled  foreign  corporations. 

Under  section  963(a)(1),  corporation  M  may  elect  to  determine  if  a 
minimum  distribution  of  earnings  and  profits  has  been  made  with 
respect  to  the  earnings  and  profits  of  corporation  B,  corporation  C, 
or  both  corporations  B  and  C;  and  thereby  exclude  from  gross  income 
subpart  F  income  of  corporation  B,  corporation  C,  or  both  corpora¬ 
tions  B  and  C,  as  the  case  may  be,  if  a  minimum  distribution  had  been 
received.  Corporation  M  would  be  required  to  include  in  gross  in¬ 
come  its  pro  rata  share  of  the  subpart  F  income  of  controlled  foreign 
corporations  D  and  F. 

In  the  alternative,  corporation  M  may  elect  under  section  963(a)(2) 
to  consolidate  the  earnings  and  profits  of  corporations  C  and  D,  or 
corporations  B,  C,  D,  E,  and  F;  and,  if  the  required  minimum  dis¬ 
tribution  is  received  from  corporation  C  with  respect  to  the  consoli¬ 
dated  earnings  and  profits  of  corporations  C  and  D,  or  from  corpora¬ 
tions  B  and  C  with  respect  to  the  consolidated  earnings  and  profits  of 
corporations  B,  C,  D,  E,  and  F,  corporation  M  may  exclude  from  gross 
income  subpart  F  income  of  corporations  C  and  D  or  corporations 
B,  C,  D,  and  F,  as  the  case  may  be. 

As  another  alternative,  corporation  M  may  elect  under  section  963 
(a)(3)  to  determine  if  a  minimum  distribution  of  earnings  and  profits 
has  been  made  with  respect  to  the  earnings  and  profits  of  corporations 
B,  C,  D,  E,  and  F.  If  the  required  minimum  distribution  is  received 
from  corporations  B  and  C  with  respect  to  tfie  consolidated  earnings 
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and  profits  of  corporations  B,  C,  D,  E,  and  F  corporation  M  may 
exclude  from  gross  income  subpart  F  income  of  corporations  B,  U, 

D’(d ^Effective foreign  tax  rate— Subsection  (d)  of  section  963  defines 
the  term  “effective  foreign  tax  rate”  as  used  m  section  963(b). 

Paragraph  (1)  of  section  963(d)  establi  hes  the  rule  for  determining 
the  effective  foreign  tax  rate  of  a  single  controUed  foreign  corporation 
in  determining  if  a  minimum  distribution  has  been  received  by  a 
domestic  corporate  shareholder  as  required  m  the  case  °f  a  distribution 
from  a  controlled  foreign  corporation  to  which  section  963(a)(1) 
applies  In  such  a  case,  the  effective  foreign  tax  rate  is  the  percentage 
that  income,  war  profits,  or  excess  profits  taxes  paid  or  acc™ed  ti> 
forpio-n  countries  by  the  controlled  foreign  corporation  on  or  with 
respect  to  the  earnings  and  profits  of  such  corporat  on  for  the  taxable 
year  of  such  corporation  ending  in  or  with  the  taxable  year  of  the 
electing  domestic  corporate  shareholder,  bears  to  the  sum  of  the 
earnings  and  profits  of  such  corporation  for  such  period  and  the  income 
war  profits,  and  excess  profits  taxes  paid  or  accrued  with  respect  to 
such  earnings  and  profits  For  example,  if  a  controlled  foreign i  coipo- 
ration  had  profits  before  foreign  income  taxes  of  $100,000,  and  paid 
foreign  income  taxes  of  $20,000,  the  effective  tax  rate  would  be  20 
percent  ($20,000/$100,000).  In  cases  where  the  amount ;  of 
come  taxes  payable  by  the  corporation  varies  depending  upon  whether 
or'not  profits  are  distributed  by  the  foreign  corporation  the  effective 
foreign  tax  rate  is  determined  without  regard  to  distributions  made  by 
the  controlled  foreign  corporation.  For  example,  assume  foreign 
corporation  A  is  incorporated  in  country  X  and  derives  all  its  income 
from  within  country  X.  Assume  also,  that  country  X  levies  a 
income  tax  of  50  percent  on  undistributed  profits  and  15  percent 
on  distributed  profits.  Assume  further  that  corporation  A  derived 
before  tax  income  of  $100,000,  distributed  $50,000,  and  paid  foreign 
income  tax  of  $32,500  (50  percent  of  $50,000  undistributed  income 
and  15  percent  of  $50,000  distributed  income).  Although  corpora¬ 
tion  A  only  paid  an  effective  tax  rate  of  32}j  percent,  it  will  be  deemed 
to  have  paid  an  effective  foreign  tax  rate  of  50  percent  foi  purposes  of 
section  9P63  If  country  X  had  levied  a  tax  of  25  percent  on  undis¬ 
tributed  profits  and  an  additional  15-percent  withholding  taxon  c  i 

*?£££$  "  twooriTr? 
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Tn  such  cases  the  effective  foreign  tax  rate  is  the  percentage  that 
income  war  profits,  or  excess  profits  taxes  paid  or  accrued  to  any 
foreign’  country  by  the  foreign  corporations  whose  earnings  and 
profits  are  consolidated  with  respect  to  the  total  earnings  and  pr 
of  such  corporations  for  taxable  years  of  such  corporations  ending  l 
of  wUhCtheP  taxable  year  of  the  electing  domestic 
liolder  bears  to  the  sum  of  the  earnings  and  profits  of  such  coi  po 
tions  for  such  periods  and  the  income,  war  profits,  and  excess  profits 
taxes  paid  or  accrued  with  respect  to  such  earnings  and  profits  to  any 
foreign  country. 
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(e)  Special  rules. — Paragraph  (1)  of  section  963(e)  provides  that 
distributions  made  by  a  foreign  corporation  in  the  first  60  days  of 
any  taxable  year  shall  be  treated  as  having  been  paid  from  the  earn¬ 
ings  and  profits  of  the  preceding  taxable  year  or  years  of  the  foreign 
corporation.  In  addition,  the  Secretary  of  the  Treasury  or  his 
delegate  may  by  regulations  provide  a  period  in  excess  of  60  days  in 
lieu  of  such  60-day  period. 

Paragraph  (2)  of  section  963(e)  permits  a  domestic  corporate  share¬ 
holder  of  a  controlled  foreign  corporation  who  elects  the  provisions 
of  this  section  to  treat  the  receipt  of  a  subsequent  distribution  with 
respect  to  the  foreign  corporation  or  foreign  corporations  to  which 
the  election  applies  as  having  been  made  for,  and  received  in,  the  tax¬ 
able  year  of  the  United  States  shareholder  for  which  the  domestic 
corporate  shareholder  applied  the  provisions  of  this  section  of  the  bill. 
For  example,  if  a  domestic  shareholder  received  a  distribution  of  50 
percent  of  the  earnings  and  profits  of  controlled  foreign  corporation 
A  for  taxable  year  1963  (the  required  minimum  distribution  of  earn¬ 
ings  and  profits  if  the  effective  foreign  tax  rate  was  40  percent),  and 
it  was  determined  in  1965  that  the  effective  foreign  tax  rate  was  30 
percent,  subsequent  distributions  equal  to  an  additional  10  percent  of 
1963  earnings  and  profits  (the  required  minimum  distribution  of  earn¬ 
ings  and  profits  is  60  percent  if  the  effective  foreign  tax  rate  is  30 
percent)  may,  if  made  at  a  time  and  in  a  manner  prescribed  b}7  the 
Secretary  of  the  Treasury  or  his  delegate,  be  treated,  for  purposes  of 
chapter  1,  as  having  been  made  by  the  foreign  corporation  in  taxable 
year  1963  and  as  having  been  received  by  the  electing  domestic  cor¬ 
porate  shareholder  in  its  taxable  year  with  or  in  which  the  1963 
taxable  year  of  the  controlled  foreign  corporation  ended.  The  distri¬ 
bution  will  result  in  additional  tax  owing  in  1963  and  interest  will  be 
payable  on  that  additional  tax  for  the  time  it  has  been  owing. 

1  aragraph  (3)  oi  section  963(e)  provides  that  an  affiliated  group  of 
corporations  which  are  eligible  to  make  a  consolidated  return  under 
section  1501  for  the  taxable  year  may  elect  to  be  treated  as  a  single 
United  States  shareholder  for  purposes  of  section  963. 

The  application  of  this  provision  of  your  committee  bill  may  be 
illustrated  by  the  following  example  involving  domestic  corporations 
M  and  N  and  foreign  corporations  A  and  B.  Corporation  A  is  a 
wholly  owned  subsidiary  of  corporation  M  and  corporation  B  is  a 
wholly  owned  subsidiary  of  corporation  N.  Corporation  A  had  earn¬ 
ings  and  profits  for  taxable  year  1963  of  $100,  none  of  which  was  sub¬ 
part  F  income,  after  payment  of  foreign  income  tax  of  $120  (an 
effective  foreign  tax  rate  of  55  percent).  Corporation  B  had  earnings 
and  profits  for  taxable  year  1963  of  $100,  all  of  which  was  subpart  F 
income,  after  payment  of  foreign  income  tax  of  $15  (an  effective 
foreign  tax  rate  of  13  percent).  Corporation  M  received  a  distribution 
of  $40  irom  corporation  A  and  corporation  N  received  a  distribution 
of  $60  from  corporation  B.  Corporations  M  and  N  file  a  consolidated 
return  with  respect  to  income  tax  imposed  by  chapter  1.  Corpora¬ 
tions  M  and  N  elected,  under  the  provisions  of  section  963(e)(3),  to  be 
treated  as  a  single  United  States  person  for  purposes  of  determining 
if  a  minimum  distribution  of  the  consolidated  earnings  and  profits  of 
corporations  A  and  B  had  been  received.  Since  the  consolidated 
effective  foreign  tax  rate  of  corporations  A  and  B  was  40  percent 
(the  percentage  that  foreign  tax  paid  ($135)  bears  to  the  sum  of 
earnings  and  profits  ($200),  and  foreign  taxes  paid  ($135)),  and  corpo- 
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rations  M  and  N,  treated  as  a  single  shareholder,  received  50  percent 
of  the  consolidated  earnings  and  profits  of  corporations  A  and  B 
($100  distributed  out  of  consolidated  earnings  and  profits  of  $200), 
the  subpart  F  income  of  corporation  B  is  excluded  from  the  consoli¬ 
dated  gross  income  of  corporations  M  and  N. 

(f)  Regulations. — Subsection  (f)  of  section  963  provides  that  the 
Secretary  of  the  Treasury  or  his  delegate  shall  prescribe  such  regula¬ 
tions  as  the  Secretary  of  the  Treasury  may  deem  necessary  to  carry 
out  the  provisions  of  this  section  of  the  bill.  Such  regulations  may 
include,  among  other  provisions,  the  establishment  of  special  rules 
for  the  determination  of  the  amount  of  foreign  tax  credit  allowable 
an  electing  domestic  corporate  shareholder  in  the  case  of  distributions 
with  respect  to  the  earnings  and  profits  of  two  or  more  foreign  corpo¬ 
rations.  .  . 

Thus,  special  rules  for  the  determination  of  the  amount  ot  foreign 
tax  credit  allowable  an  electing  domestic  corporate  shareholder  (in¬ 
cluding  an  affiliated  group  of  corporations  electing  to  be  treated  as  a 
single  U.S.  shareholder)  in  the  case  of  distributions  with  respect  to  the 
earnings  and  profits  of  a  chain  of  foreign  corporations  or  of  brother- 
sister  controlled  foreign  corporations,  may  be  established  under  regula¬ 
tions  prescribed  by  the  Secretary  of  the  Treasury  or  his  delegate. 
The  application  of  the  provisions  of  this  subsection  may  be  illustrated 
by  the  following  examples: 

Example  (1).—  Assume  domestic  corporation  M  owns  100  per¬ 
cent  of  the  stock  of  controlled  foreign  corporation  A,  which  owns 
100  percent  of  the  stock  of  controlled  foreign  corporation  B.  All 
corporations  use  the  calendar  year  as  a  taxable  year.  In  1 9 6 . > 
corporation  A  had  earnings  and  profits  of  $75  after  payment  of 
foreign  income  tax  of  $75  (a  50-percent  rate).  Corporation  B,  for 
taxable  year  1963,  had  earnings  and  profits  of  $120  after  payment  ol 
foreign  income  tax  of  $30  (a  20-percent  rate).  The  consolidated 
effective  foreign  tax  rate  of  corporations  A  and  B  was  35  percent 
(total  tax  paid  over  consolidated  earnings  and  profits  plus  total  tax 
paid — 105/300)  and  required  a  minimum  distribution  of  60  percent 
of  the  consolidated  earnings  and  profits  of  corporations  A  and  B — $117 
($195X60%).  Corporation  M  received  a  distribution  of  $117  from 
corporation  A,  which  amount  was  includible  in  gross  income  as  a 
dividend.  Corporation  M  elects  to  consolidate  under  section  963  (c)(2). 
Corporation  M’s  tax  liability  under  this  chapter  is  determined  as 
follows: 


Amount  includible  in  gross  income  as  a  dividend - - - ------ 

Amount  included  in  gross  income  under  sec.  78  (foreign  tax  paid  with 
respect  to  $117  based  upon  the  consolidated  effective  foreign  tax  rate 

of  corporations  A  and  B  (117/195X105)) - 

Total  amount  included  in  gross  income - 

Tentative  U.S.  tax  (at  52-percent  rate) - r--- - ---- 

Foreign  tax  credit  based  upon  consolidated  effective  foreign  tax  rate  ot 

35  percent  (117/195X105) - 

Net  U.S.  tax - 


$117.  00 


63.  00 
180.  00 
93.  60 

63.  00 
30.  60 


Example  (2). — Domestic  corporation  M  owns  100  percent  of  the 
stock  of  foreign  corporations  A  and  B.  All  corporations  use  the 
calendar  year  as  a  taxable  year.  In  1963  corporation  A  had  earnings 
and  profits  of  $80  after  payment  of  foreign  income  tax  of  $120  (a 
60-percent  rate).  Corporation  B,  for  taxable  year  1963,  had  earnings 
and  profits  of  $100  with  respect  to  which  no  foreign  income  tax  had 
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been  paid.  The  consolidated  effective  foreign  tax  rate  of  corporations 
A  and  B  was  40  percent  (total  tax  paid  over  consolidated  earnings 
and  profits  plus  total  tax  paid — -120/300)  and  required  a  minimum 
distribution  of  $90  ($180X50  percent).  Corporation  M  received  a 
distribution  of  $80  from  corporation  A  and  $10  from  corporation  B, 
which  amounts  w^ere  includible  in  gross  income  as  a  dividend.  Cor¬ 
poration  M  elects  to  consolidate  under  section  963(c)(3).  Corpora¬ 
tion  M’s  tax  liability  under  this  chapter  is  determined  as  follows: 


Amount  includible  in  gross  income  as  a  dividend - $90 

Amount  included  in  gross  income  under  sec.  78  (foreign  tax  paid  with  respect 
to  $90  based  upon  the  consolidated  effective  foreign  tax  rate  of  corporations 
A  and  B  (90/180X120)) _  60 


Total  amount  included  in  gross  income _  150 


Tentative  U.S.  tax  (at  52-percent  rate) _  78 

Foreign  tax  credit  based  upon  consolidated  effective  foreign  tax  rate  of  40 
percent  (90/180X 120) _  60 


Net  U.S.  tax _  18 


SECTION  964.  MISCELLANEOUS  PROVISIONS 

Section  964  provides  the  regulatory  authority  necessary  for  the 
administration  of  subpart  F  and  subpart  G. 

(a)  Earnings  and  profits. — Under  subsection  (a),  the  earnings  and 
profits  of  a  foreign  corporation  and  the  deficit  in  earnings  and  profits 
for  a  taxable  year  shall  be  determined  according  to  rules  substantially 
similar  to  those  applicable  to  domestic  corporations  under  regulations 
prescribed  by  the  Secretary  of  the  Treasury  or  his  delegate. 

(b)  Blocked  foreign  income. — Subsection  (b)  provides  that  under 
regulations  prescribed  by  the  Secretary  of  the  Treasury  or  his  delegate 
no  part  of  earnings  and  profits  shall  be  included  in  earnings  and 
profits  under  sections  952,  955,  and  956,  if  it  is  established  to  the 
satisfaction  of  the  Secretary  of  the  Treasury  or  his  delegate  that  such 
part  could  not  be  distributed  by  the  controlled  foreign  corporation 
to  United  States  shareholders  because  of  currency  restrictions  or 
limitations  imposed  under  the  laws  of  a  foreign  country.  Such  rule 
applies  in  either  a  case  where  the  United  States  shareholder  directly 
owns  (see  sec.  958(a)(1)(A))  the  stock,  or  in  case  he  indirectly  owns 
(see  sec.  958(a)(1)(B))  the  stock  and  the  restrictions  apply  at  some 
point  in  the  chain  of  ownership. 

(c)  Records  and  accounts  of  United  States  shareholders. — Subsection 
(c)  provides  that  the  Secretary  of  the  Treasury  or  his  delegate  may 
by  regulations  require  a  United  States  shareholder  or  a  person  who 
has  been  a  United  States  shareholder  to  maintain  such  records  and 
accounts  as  such  regulations  prescribe  as  necessary  to  carry  out  the 
provisions  of  subpart  F  and  subpart  G.  Such  regulations  may 
provide  that  the  maintenance  and  furnishing  of  such  records  and 
accounts  by  one  person  may  satisfy  the  requirement  as  to  all  United 
States  shareholders  otherwise  required  to  furnish  records  and  accounts 
with  respect  to  a  controlled  foreign  corporation. 
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Subpart  G. — Export  Trade  Corporations 

This  subpart,  for  which  there  is  no  corresponding  provision  in  the 
bill  as  passed  by  the.  House,  provides  generally  that  the  export  trade 
income,  as  defined  in  section  971(b),  constituting  foreign  base  com¬ 
pany  income  of  a  controlled  foreign  corporation  which  is  an  export 
trade  corporation,  as  defined  in  section  97 1  (a) ,  shall  reduce  the  subpart 
F  income  of  such  corporation  to  the  extent  of  such  corporation’s 
increase  in  investment  in  export  trade  assets,  as  defined  in  section 
971(c).  Limitations  on  this  reduction  are  provided  in  section  970(a), 
based  on  the  relationship  of  the  export  trade  income  to  export  pro¬ 
motion  expenses  or  on  the  gross  receipts  from  export  trade  income 
of  the  corporation.  Section  970(b)  provides  for  an  inclusion  in  gross 
income  of  amounts  by  which  subpart  F  income  was  previously  reduced 
to  the  extent  of  a  decrease  in  investment  in  export  trade  assets. 
Section  972  provides  for  the  consolidation  of  groups  of  export  trade 
corporations.  Nothing  in  the  new  subpart  G  affects  the  authority 
of  the  Secretary  of  the  Treasury  or  his  delegate  to  apply  the  provisions 
of  section  4S2  relating  to  allocation  of  income  and  deductions  among 
taxpayers. 

SEC.  970.  REDUCTION  OF  SUBPART  F  INCOME  OF  EXPORT  TRADE 

CORPORATIONS 

(a)  Export  trade  income  constituting  foreign  base  company  income. — 
Subsection  (a)  of  section  970  provides  that  the  subpart  F  income  of  a 
controlled  foreign  corporation,  as  defined  in  section  957,  which  for 
the  taxable  year  is  an  export  trade  corporation,  as  defined  in  section 
971(a),  shall  be  reduced  by  an  amount  equal  to  so  much  of  the  export 
trade  income,  as  defined  in  section  971(b),  of  such  corporation  for 
such  year  as  constitutes  foreign  base  company  income,  as  defined  m 
section  954.  However,  the  amount  by  which  subpart  F  income  is 
reduced  is  limited  to  the  lesser  of  (1)  an  amount  provided  in  sub- 
paragraph  (A)  of  section  970(a)(1);  (2)  an  amount  provided  m  sub- 
paragraph  (B)  of  section  970(a)(1);  or  (3)  an  amount  provided  m 
paragraph  (2)  of  section  970(a).  Paragraph  (1)  of  section  970(a)  also 
provides  that  subpart  F  income  of  a  controlled  foreign  corporation  is 
to  be  determined  without  regard  to  subpart  G.  Thus,  the  amount  of 
foreign  base  company  income  of  a  controlled  foreign  corporation,  for 
purposes  of  section  954(b)(3),  is  determined  without  regard  to  the 
amount  by  which  subpart  F  income  is  reduced  under  section  970. 

Subparagraph  (A)  of  section  970  provides  that  the  amount  by 
which  subpart  F  income  may  be  reduced  under  section  970  may  not 
exceed  an  amount  equal  to  1 times  so  much  of  the  export  promotion 
expenses,  as  defined  in  section  971(d),  of  the  export  trade  corpoiation 
for  the  year  as  is  properly  allocable  to  the  export  trade  income  of 
such  corporation  which  constitutes  foreign  base  company  income  for 

■  such  year.  s  . 

Subparagraph  (B)  of  section  970(a)(1)  provides,  as  an  alternative 

limitation,  that  the  amount  by  which  subpart  F  income  may  be 
reduced  under  section  970  may  not  exceed  an  amount  equal  to  10 
percent  of  so  much  of  the  gross  receipts  for  the  taxable  year  accruing 
to  the  export  trade  corporation  from  the  sale,  installation,  operation, 
maintenance,  or  use  of  property  in  respect  of  which  the  export  ti  ad e 
corporation  derived  export  trade  income  which  is  properly  allocable 
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to  export  trade  income  which  constituted  foreign  base  company 
income  for  such  year.  If  the  gross  receipts  attributable  to  the  sale, 
installation,  operation,  maintenance,  or  use  of  export  property  arises 
from  commissions,  fees,  or  other  compensation  received  by  an  export 
trade  corporation  for  its  services,  the  amount  upon  which  the  10- 
percent  limitation  applies  is  the  amount  upon  which  the  commission, 
fee,  or  other  compensation  is  computed. 

The  allocations  with  respect  to  export  trade  income  which  consti¬ 
tute  foreign  base  company  income  under  subparagraphs  (A)  and  (B) 
shall  be  made  under  regulations  prescribed  by  the  Secretary  of  the 
Treasury  or  his  delegate. 

In  addition  to  the  alternative  limitations  provided  in  paragraph  (1) 
of  section  970(a),  paragraph  (2)  of  section  970(a)  establishes  an  overall 
limitation  that  provides  that  the  reduction  under  paragraph  (1)  for 
any  taxable  year  shall  not  exceed  an  amount  which  bears  the  same 
ratio  to  the  increase  in  the  investments  in  export  trade  assets  of  an 
export  trade  corporation  for  its  taxable  year  as  the  export  trade  in¬ 
come  which  constitutes  foreign  base  company  income  of  the  export 
trade  corporation  for  the  taxable  year  bears  to  the  entire  export  trade 
income  of  such  corporation  for  such  year. 

The  application  of  the  provisions  of  this  subsection  may  be  illus¬ 
trated  by  the  following  examples: 

Example  ( 1 ).- — Corporation  A,  a  100-percent  owned  subsidiary  of 
domestic  corporation  M,  purchased  products  manufactured  by  corpo¬ 
ration  M  in  the  United  States  from  corporation  M  and  resold  such 
products  to  unrelated  persons  for  use  outside  the  foreign  country  in 
which  corporation  A  was  incorporated.  For  taxable  year  1963,  the 
entire  operations  of  corporation  A  consisted  of  this  activity.  In  such 
year,  it  purchased  goods  from  corporation  M  for  $1,000  and  sold  the 
goods  for  $2,000.  Corporation  A  derived  gross  income  of  $1,000, 
incurred  export  promotion  expenses  of  $300  with  respect  to  such 
sales,  paid  foreign  income  taxes  of  $50,  and  derived  export  trade 
income  of  $650,  all  of  which  constituted  foreign  base  company  income. 
Corporation  A,  in  1963,  had  an  increase  in  investment  in  export  trade 
assets  of  $100.  The  limitation  on  the  amount  by  which  subpart  F 
income  is  reduced  with  respect  to  export  trade  income  which  consti¬ 
tutes  foreign  base  company  income  as  provided  in  section  970(a),  is 
$100,  the  lesser  of  (1)  the  export  trade  income  which  constitutes 
foreign  base  company  income  ($650);  (2)  1  %  times  the  export  promo¬ 
tion  expenses  properly  allocable  to  export  trade  income  which  consti¬ 
tutes  foreign  base  company  income  ($450  (150  percent  of  $300));  (3) 
10  percent  of  gross  receipts  from  the  sale  of  property  from  which  cor¬ 
poration  A  derived  export  trade  income  which  is  properly  allocable 
to  export  trade  income  which  constitutes  foreign  base  company  income 
($200  (10  percent  of  $2,000));  or  (4)  the  increase  in  investment  in 
export  trade  assets  ($100).  Corporation  M  would  include  $550  of 
subpart  F  income  of  corporation  A  in  gross  income  in  accordance 
with  the  provisions  of  section  951  (a)(1) (A) (i). 

Example  (2). — Controlled  foreign  corporation  A,  a  100-percent 
owned  subsidiary  of  domestic  corporation  M,  in  taxable  year  1965  had 
net  income  of  $100  and  qualified  as  an  export  trade  corporation. 
Corporation  A  derived  export  trade  income  of  $75,  of  which  $60  was 
foreign  base  company  income.  The  remaining  $25  of  net  income, 
which  was  not  export  trade  income,  was  subpart  F  income.  The 
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$60  of  export  trade  income  which  constituted  foreign  base  company 
income  was  less  than  V/2  times  the  export  promotion  expenses  of  $100  of 
corporation  A  for  the  taxable  year  properly  allocable  to  such  income 
and  less  than  10  percent  of  gross  receipts  of  $1,000  from  the  sale, 
installation,  operation,  maintenance,  or  use  of  property  in  respect  of 
which  corporation  A  derived  export  trade  income  which  constituted 
foreign  base  company  income.  The  total  increase  in  investment  in 
export  trade  assets  was  $40.  Corporation  M  is  required  to  include 
$53  subpart  F  income  of  corporation  A  in  gross  income  for  taxable 
year  1963,  which  amount  is  computed  as  follows: 


(i)  Tentative  subpart  F  income  of  corporation  A  ($60  which  is  also  ex¬ 

port  trade  income  plus  $25  which  is  not  export  trade  income)  — 

(ii)  Amount  bv  which  subpart  F  income  is  reduced  under  sec.  970(a) : 

(a)  Export  trade  income  which  reduces  subpart  F  income 

before  application  of  the  sec.  9/0(a)(2)  limitation 
(item  (1),  (2),  or  (3),  whichever  is  the  lesser): 

(1)  Export  trade  income  which  is  foreign  base  com¬ 

pany  income _ 

(2)  150  percent  of  export  promotion  expenses  prop¬ 

erly  allocable  to  the  amount  described  in  (1) 
(sec.  970(a)  (1)  (A)) -------------- - 

(3)  10  percent  of  gross  receipts  from  the  sale  of  prop¬ 

erty  from  which  the  amount  described  in  (1) 
was  derived  (sec.  970(a)(2)(B)) - 

(b)  Section  970(a)(2)  limitation:  _  . 

The  percentage  of  the  increase  in  investment  in  export 
trade  assets  which  export  trade  income  which  con¬ 
stitutes  foreign  base  company  income  bears  to  total 


$85 


export  trade  income 

$40X§=?= _ _ _  32 

*p7  o  , 

Amount  of  export  trade  income  which  reduces  sub¬ 
part  F  income  (item  (a)  or  (b)  whichever  is  lesser) -  32 


(iii)  Subpart  F  income  includible  in  gross  income  of  corporation  M  (item 

(i)  minus  item  (ii)) -  0,1 

(b)  Inclusion  of  certain  previously  excluded  amounts.  -Subsection  (b) 
of  section  970  provides  that  each  United  States  shareholder,  as  denned 
in  section  951(b),  who  is  a  shareholder  in  a  controlled  foreign  corpora¬ 
tion  that  was  an  export  trade  corporation  in  any  prior  taxable  year, 
must  include  in  his  gross  income,  under  section  951  (a)(1)  (A)  (n),  as 
an  amount  to  which  section  955  applies,  an  amount  equal  to  his  pro 
rata  share  of  the  decrease  in  investments  in  export  trade  assets  ol  the 
controlled  foreign  corporation  for  such  year.  The  U nited  States  share¬ 
holder’s  pro  rata  share  of  a  decrease  is  includible  in  gross  income 
under  section  970(b),  however,  only  to  the  extent  of 

(1)  the  excess  of  the  United  States  shareholder’s  pro  rata  share 
of  the  sum  of  the  reductions  for  all  previous  years  in  subpart  F 
income  by  reason  of  section  970(a)  and  section  972  (relating  to 
the  treatment  of  two  or  more  corporations  as  a  single  corporation), 

V(2)  all  inclusions  in  his  gross  income  under  section  951(a)  (1)  (A) 
(ii)  with  the  application  of  section  970(b)  for  all  previous  years. 

Example— Assume  that  for  1963  Z,  a  controlled  foreign  corporation, 
having  $100  in  export  trade  income  of  which  $40  is  subpart  F  income, 
has  an  increase  in  investment  in  export  trade  assets  ol  $100  and 
reduces  its  subpart  F  income  by  $40  under  section  970(a)  (with  the 
application  of  the  sec.  970(a)(2)'  overall  limitation  which  is  also  $40). 
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Assume  that  for  1964  Z  has  a  $50  decrease  in  investment  in  export 
trade  assets.  Y,  a  United  States  shareholder,  who  wholly  owns  Z, 
must  include  $40  in  gross  income  under  subsection  (b)  as  his  pro  rata 
share  of  the  decrease  in  investments  in  export  trade  assets. 

(c)  Investments  in  export  trade  assets. — Subsection  (c)  of  section  970 
establishes  the  rules  for  determining  if,  for  a  taxable  year  of  a  con¬ 
trolled  foreign  corporation,  there  has  been  an  increase  in  investments 
in  export  trade  assets  for  purposes  of  section  970(a),  or  a  decrease  in 
investments  in  export  trade  assets  for  purposes  of  section  970(b). 

Paragraph  (1)  of  section  970(c)  provides  that  the  amount  taken 
into  account  with  respect  to  any  export  trade  asset  will  be  its  adjusted 
basis,  reduced  by  any  liability  to  which  the  asset  is  subject. 

Paragraph  (2)  of  section  970(c)  provides  that  the  amount  of  increase 
in  investments  in  export  trade  assets  of  a  controlled  foreign  corpora¬ 
tion  for  any  taxable  year,  for  purposes  of  section  970(a),  is  the  amount 
by  which  the  amount  of  such  investments  at  the  close  of  the  taxable 
year  exceeds  the  amount  of  such  investments  at  the  close  of  the  pre¬ 
ceding  taxable  year. 

Paragraph  (3)  of  section  970(c)  provides  that  the  amount  of  decrease 
in  investments  in  export  trade  assets  of  a  controlled  foreign  corporation 
for  any  taxable  year,  for  purposes  of  section  970(b),  is  the  amount 
by  which  the  amount  of  such  investments  at  the  close  of  the  preceding 
taxable  year,  reduced  by  an  amount  equal  to  the  amount  of  the  net 
loss  sustained  during  the  taxable  year  with  respect  to  export  trade 
assets,  exceeds  the  amount  of  such  investments  at  the  close  of  the  tax¬ 
able  year. 

Paragraph  (4)  of  section  970(c)  provides  that  a  United  States  share¬ 
holder  of  an  export  trade  corporation  may,  under  regulations  pre¬ 
scribed  by  the  Secretary  of  the  Treasury  or  his  delegate,  make  the 
determinations  under  paragraphs  (2)  and  (3)  of  section  970(c)  as  of 
the  close  of  the  75th  day  after  the  close  of  the  years  referred  to  in 
such  paragraphs  in  lieu  of  on  the  last  day  of  such  years.  It  is  also 
provided  that  such  an  election  made  for  any  taxable  year  shall  apply 
to  such  year  and  to  all  succeeding  taxable  years  unless  the  Secretary 
of  the  Treasury  or  his  delegate  consents  to  the  revocation  of  such 
election. 

SECTION  971.  DEFINITIONS 

Section  971  defines  the  terms  export  trade  corporation,  export  trade 
income,  export  trade  assets,  export  promotion  expenses,  export  prop¬ 
erty,  and  unrelated  person  for  purposes  of  subpart  G  of  subchapter 
N  of  chapter  1. 

(a)  Export  trade  corporation. — Subsection  (a)  of  section  971  defines 
the  term  “export  trade  corporation”  for  purposes  of  subpart  G. 

Paragraph  (1)  of  section  971(a)  establishes  the  general  rule  that  a 
controlled  foreign  corporation,  as  defined  in  section  957,  is  an  export 
trade  corporation  if  for  the  three  calendar  year  period  immediately 
preceding  the  close  of  the  taxable  year  of  such  corporation,  the  cor¬ 
poration  (1)  derived  90  percent  or  more  of  its  gross  income  from  sources 
without  the  United  States,  as  determined  in  accordance  with  the 
provisions  of  sections  861  through  863,  and  (2)  75  percent  or  more  of 
the  gross  income  of  such  corporation  constituted  income  in  respect  of 
which  the  controlled  foreign  corporation  derived  export  trade  income, 
as  defined  in  section  971(b).  However,  for  taxable  years  of  a  con¬ 
trolled  foreign  corporation  ending  less  than  three  calendar  years  after 
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taxable  years  of  such  corporation  beginning  after  December  31,  1962, 
90  percent  or  more  of  the  gross  income  of  such  corporation  must  be 
derived  from  sources  without  the  United  States,  and  75  percent  or 
more  of  the  gross  income  of  such  corporation  must  have  constituted 
income  in  respect  of  which  the  controlled  foreign  corporation  derived 
export  trade  income,  for  taxable  years  of  the  corporation  beginning 
after  December  31,  1962. 

Paragraph  (2)  of  section  971(a)  provides  a  special  rule  in  the  case 
of  controlled  foreign  corporations  if  50  percent  or  more  of  the  gross 
income  of  such  a  corporation,  for  the  period  specified  in  section 
971(a)(1)(A),  constituted  income  in  respect  of  which  the  controlled 
foreign  corporation  derived  export  trade  income  in  respect  of  agricul- 
turaf products  grown  in  the  United  States.  In  such  cases,  a  controlled 
foreign  corporation  is  considered  an  export  trade  corporation  without 
regard  to  the  fact  75  percent  or  more  of  the  gross  income  of  such  cor¬ 
poration  does  not  constitute  income  in  respect  of  which  the  controlled 
foreign  corporation  derived  export  trade  income. 

(b)  Export  trade  income. — Subsection  (b)  of  section  971  defines  the 
term  “export  trade  income”  for  purposes  of  subpart  G. 

Paragraph  (1)  of  section  971(b)  includes  within  the  definition  of 
export  trade  income,  net  income  of  a  controlled  foreign  corpoiation 
derived  from  the  sale  of  export  property,  as  defined  in  section  971(e), 
by  the  controlled  foreign  corporation  to  an  unrelated  person,  as 
defined  in  section  971(f),  for  use,  consumption,  or  disposition  outside 
the  United  States.  The  export  trade  income  derived  from  the  sale 
of  export  property  may  consist  of  other  than  foreign  base  company 
sales  income,  as  defined  in  section  954(d).  For  example,  goods  may 
be  purchased  by  the  export  trade  corporation  from  an  unrelated 
person  and  sold  to  an  unrelated  person,  or  if  purchased  from  a  related 
person,  the  goods  may  be  sold  to  an  unrelated  person  for  use,  con¬ 
sumption,  or  disposition  within  the  country  in  which  the  export 
trade  corporation  is  incorporated.  In  addition  to  net  income  derived 
from  the  purchase  and  resale  of  property  manufactured,  produced, 
grown,  or  extracted  in  the  United  States,  export  trade  income  includes 
net  income  from  commissions,  fees,  compensation,  or  other  income  of 
a  controlled  foreign  corporation  (1)  derived  from  the  performance  of 
commercial,  industrial,  financial,  technical,  scientific,  managerial, 
engineering,  architectural,  skilled,  or  other  services  in  connection 
with  the  sale  of  export  property  to  an  unrelated  person  for  use,  con¬ 
sumption,  or  disposition  outside  the  United  States  or  12)  derived  in 
connection  with  the  installation  or  maintenance  of  such  property. 

Paragraph  (2)  of  section  971(b)  includes  within  the  definition  ot 
export  "trade  income,  net  income  of  a  controlled  foreign  corporation 
derived  from  commercial,  industrial,  financial,  technical,  scientific, 
managerial,  engineering,  architectural,  skilled, or  other  services  pei- 
-  formed  bv  the  controlled  foreign  corporation  in  connection  with  the 
use  by  an  unrelated  person  outside  the  United  States  of  patents, 
copyrights,  secret  processes  and  formulas,  goodwill,  trademarks,  trade 
brands,  franchises,  and  other  like  property  acquired  or  developed  and 
owned  by  the  United  States  manufacturer,  producer,  grower,  or 
extractor  of  export  property,  but  only  if  the  controlled  foreign  cor¬ 
poration  derived  export  trade  income  (as  definedhn  sec.  971(b)  (1))  Irom 

the  sale  of  such  property.  .  ,  ,  „  .  ~  ...  , 

Paragraph  (3)  of  section  971(b)  includes  within  the  definition  ol 
export  "trade  income,  net  income  of  a  controlled  foreign  corporation 
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derived  from  the  furnishing  of  technical,  scientific,  or  engineering 
services  to  unrelated  persons  to  the  extent  income  from  such  services 
is  attributable  to  the  use  of  export  property  in  the  rendition  of  the 
services.  If  income  from  the  rendition  of  technical,  scientific,  or 
engineering  services  is  not  solely  attributable  to  the  use  of  export 
property,  and  the  amount  attributable  to  export  property  cannot  be 
established  by  reference  to  transactions  between  unrelated  persons,  the 
amount  of  export  trade  income  will  be  deemed  to  be  that  percentage  of 
total  gross  income  received  by  the  controlled  foreign  corporation  from 
such  services  as  the  cost  of  the  export  property  consumed  in  the 
rendition  of  such  services,  including  a  reasonable  allowance  for 
depreciation,  bears  to  the  total  cost  attributable  to  such  service 
income.  For  example,  assume  a  machine  produced  in  the  United 
States  was  sold  to  a  customer  in  German}7.  Controlled  foreign 
corporation  A  contracted  to  furnish  technical  services  to  the  German 
user  with  respect  to  the  United  States  manufactured  machine  and  a 
similar  machine  manufactured  in  Germany.  The  entire  commission 
allocable  to  servicing  the  United  States  manufactured  machine  would 
be  export  trade  income.  If  corporation  A  used  replacement  parts  manu¬ 
factured  in  the  United  States  in  servicing  the  German  manufactured 
machine,  corporation  A  would  derive  export  trade  income  in  the 
percentage  of  the  commission  allocable  to  servicing  the  German 
machine  as  the  cost  of  the  United  States  replacement  parts  used  in 
furnishing  the  service  bears  to  total  cost  and  expenses  of  furnishing 
the  services. 

Paragraph  (4)  of  section  971(b)  includes  within  the  definition  of 
export  trade  income,  interest  income  received  by  a  controlled  foreign 
corporation  on  evidences  of  indebtedness  executed  by  unrelated  per¬ 
sons  in  connection  with  payment  for  purchases  of  export  property 
for  use,  consumption,  or  disposition  outside  the  United  States,  or  in 
connection  with  the  payment  for  services  described  in  sections  971(b) 
(2)  and  (3). 

(c )  Export  trade  assets. — Subsection  (c)  of  section  971  defines  the 
term  “export  trade  assets”  for  purposes  of  subpart  G  to  include  (1) 
working  capital  reasonably  necessary  for  the  production  of  export 
trade  income;  (2)  inventory  of  export  property  held  for  use,  consump¬ 
tion,  or  disposition  outside  the  United  States;  (3)  facilities  located 
outside  the  United  States  for  the  storage,  handling,  transportation, 
packaging,  or  servicing  of  export  property;  and  (4)  evidences  of  in¬ 
debtedness  executed  by  unrelated  persons  in  connection  with  pay¬ 
ment  for  purchases  of  export  property  for  use,  consumption,  or 
disposition  outside  the  United  States,  or  in  connection  with  services 
described  in  section  971(b)  (2)  and  (3).  For  purposes  of  paragraph  (2) 
of  section  971(c),  inventory  of  an  export  trade  corporation  will  con¬ 
stitute  export  property  held  for  use,  consumption,  or  disposition  out¬ 
side  the  United  States,  even  if  such  property  is  in  the  United  States 
pending  shipment.  For  purposes  of  paragraph  (3)  of  section  971(c)  a 
facility  used  for  the  manufacture  or  production  of  property  will  not  be 
considered  to  be  used  for  the  purpose  of  handling  export  property, 
even  though  export  property  may  be  used  or  consumed  in  production 
or  become  a  component  part  of  a  manufactured  article. 

(d)  Export  promotion  expenses—  Subsection  (d)  of  section  971  de¬ 
fines  the  term  “export  promotion  expenses,”  as  used  in  section 
970(a)(1),  to  include  all  ordinary  and  necessary  expenses  paid  or  in- 
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curred  by  a  controlled  foreign  corporation  which  are  reasonably  allo¬ 
cable  to  the  receipt  or  production  of  export  trade  income.  Expenses  so 
allocable  include,  but  are  not  limited  to,  a  reasonable  allowance  for 
salaries  or  other  compensation  for  personal  services  actually  rendered 
for  the  purpose  of  producing  export  trade  income,  rentals  or  other  pay¬ 
ments  for  the  use  of  property  actually  used  for  the  purpose  of  producing 
export  trade  income,  and  a  reasonable  allowance  for  the  exhaustion, 
wear,  and  tear  of  property  actually  used  for  the  purpose  of  producing 
export  trade  income.  However,  no  expense  incurred  within  the 
United  States  will  be  treated  as  an  export  promotion  expense  unless 
at  least  90  percent  of  all  salaries  incurred  for  the  production  of  export 
trade  income,  90  percent  of  rents  and  other  payments  for  the  use  of 
property  used  for  producing  export  trade  income,  90  percent  of  depre¬ 
ciation  allowances  on  property  used  in  the  production  of  export  trade 
income,  and  90  percent  of  all  other  ordinary  and  necessary  expenses 
reasonably  allocable  to  the  production  of  export  trade  income,  are 
paid  or  incurred  outside  the  United  States.  For  this  purpose,  salary 
expenses  will  be  considered  paid  or  incurred  at  the  place  where  the 
employment  is  performed,  and  rents,  depreciation  and  other  expenses 
related  to  property  will  be  considered  incurred  at  the  place  where  the 
property  is  located. 

(e)  Export  property. — -Subsection  (e)  of  section  971  defines  the  term 
“export  property”  for  purposes  of  subpart  G  to  include  any  property 
manufactured,  produced,  grown,  or  extracted  in  the  United  States, 
or  any  interest  in  such  property. 

(f)  Unrelated  person. — Subsection  (f)  of  section  971  defines  the  term 
“unrelated  person”  for  purposes  of  subpart  G  to  mean  a  person  other 
than  a  related  person  as  defined  in  section  954(d)(3). 

SEC.  972.  CONSOLIDATION  OF  GROUP  OF  EXPORT  TRADE  CORPORATIONS 

Section  972  provides  that  a  United  States  shareholder,,  as  defined 
in  section  951(b),  of  a  controlled  foreign  corporation  which  is  an  export 
trade  corporation,  may,  under  regulations  prescribed  by  the  Secre¬ 
tary  of  the  Treasury  or  his  delegate,  treat  as  a  single  controlled 
foreign  corporation,  for  purposes  of  subparts  F  and  G  of  subchapter 
N,  (1)  such  controlled  foreign  corporation,  (2)  all  controlled  foreign 
corporations  which  are  export  trade  corporations  if  80  percent  or 
more  of  the  total  combined  voting  power  of  all  classes  of  stock  entitled 
to  vote  of  which  is  owned  by  such  controlled  foreign  corporation, 
and  (3)  all  controlled  foreign  corporations  which  are  export  trade 
corporations  if  80  percent  or  more  of  the  total  combined  voting  power 
of  all  classes  of  stock  entitled  to  vote  of  which  is  owned  by  controlled 
foreign  corporations  described  in  item  (2). 

(b)  Technical  and  clerical  amendments. — Subsection  (b)  of  section 
12  of  the  bill  makes  conforming  changes. 

(c)  Effective  date. — Subsection  (c)  of  section  12  of  the  bill  provides 
that  the  amendments  made  by  section  12  are  to  apply  with  respect  to 
taxable  years  of  foreign  corporations  beginning  after  December  31, 
1962,  and  to  taxable  years  of  United  States  shareholders  in  which 
or  with  which  such  taxable  years  of  such  corporations  end. 
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SECTION  13.  GAIN  FROM  DISPOSITIONS  OF  CERTAIN 
DEPRECIABLE  PROPERTY 

(a)  In  general. — -Paragraph  (1)  of  section  13(a)  of  the  bill  adds  a 
new  section  1245  to  the  1954  Code.  In  general,  the  new  section 
provides  for  the  inclusion  in  gross  income  (as  ordinary  income)  of  the 
gain  from  the  disposition  of  certain  depreciable  property,  to  the  extent 
of  depreciation  deductions  taken  in  periods  after  December  31,  1961, 
which  are  reflected  in  the  adjusted  basis  of  such  property. 

SECTION  1245.  GAIN  FROM  DISPOSITIONS  OF  CERTAIN 
DEPRECIABLE  PROPERTY 

(a)  General  rule. — Paragraph  (1)  of  section  1245(a)  provides  the 
general  rule  that  if  “section  1245  property”  is  disposed  of,  the  amount 
by  which  the  lower  of  “recomputed  basis”  or  the  amount  realized  (or 
the  fair  market  value  in  transactions  in  which  no  amount  is  realized) 
exceeds  the  adjusted  basis  of  the  property  is  to  be  treated  as  gain  from 
the  sale  or  exchange  of  property  which  is  neither  a  capital  asset  nor 
property  described  in  section  1231.  The  term  “disposed  of”  includes 
any  transfer  or  involuntary  conversion.  The  bill  as  passed  by  the 
House  provided  that  paragraph  (1)  applies  only  to  dispositions  after 
the  enactment  of  the  Revenue  Act  of  1962.  The  bill  as  reported  by 
your  committee  provides  that  paragraph  (1)  applies  only  to  disposi¬ 
tions  during  taxable  years  beginning  after  December  31,  1962. 

Paragraph  (2)  of  section  1245(a),  under  the  bill  as  passed  by  the 
House,  defined  “recomputed  basis”  as  the  adjusted  basis  of  the  prop¬ 
erty  recomputed  by  adding  thereto  all  adjustments,  for  taxable  years 
beginning  after  December  31,  1961,  reflected  in  such  adjusted  basis 
on  account  of  deductions  for  depreciation,  or  for  amortization  under 
section  168,  whether  in  respect  of  the  same  or  other  property  and 
whether  allowed  or  allowable  to  the  taxpayer  or  any  other  person. 
Your  committee  amendments  provide  that  such  adjustments  shall  be 
added  thereto  for  all  periods  after  December  31,  1961.  For  example, 
if  a  taxpayer,  who  reports  his  income  on  the  basis  of  a  fiscal  year 
ending  November  30,  purchases  section  1245  property  on  January  1, 
1962,  at  a  cost  of  $10,000  and  the  taxpayer  takes  depreciation  deduc¬ 
tions  of  $2,000  (the  amount  allowable)  before  making  a  gift  of  the 
property  to  his  son  on  October  31,  1962,  the  son’s  adjusted  basis  in 
the  property  for  purposes  of  determining  gain  would,  under  the  provi¬ 
sions  of  sections  1015  (relating  to  the  basis  of  property  acquired  by 
gift)  and  1016  (relating  to  adjustments  to  basis),  be  the  same  as  his 
father’s  adjusted  basis  ($8,000),  and  the  recomputed  basis  of  the 
property  in  the  son’s  hands  would  be  $10,000  since  the  $2,000  of 
depreciation  deductions  taken  by  the  father  are  reflected  in  the  son’s 
basis  in  the  property.  Thus,  if  the  son  later  sells  the  property, 
during  a  taxable  year  of  the  son  beginning  after  December  31,  1962, 
for  $i0,000,  he  would  have  $2,000  of  gain  to  which  section  1245(a) 
applies.  Moreover,  if  the  son  himself  takes  $1,000  in  depreciation 
deductions  (the  amount  allowable)  with  respect  to  the  property  and 
then  sells  it  for  $10,000,  he  would  have  $3,000  of  gain  to  which  section 
1245(a)  applies. 

While  recomputed  basis  is  determined  with  respect  to  adjustments 
to  basis  for  deductions  for  depreciation  (and  for  amortization  under 
sec.  168)  which  were  either  allowed  or  allowable,  if  the  taxpayer  can 
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establish  by  adequate  records  or  other  sufficient  evidence  that  the 
amount  allowed  for  any  taxable  year  was  less  than  the  amount  allow¬ 
able,  the  amount  to  be  added  for  such  taxable  year  is  the  amount 
allowed.  For  example,  assume  that  in  the  year  1967  it  becomes 
necessary  to  determine  the  recomputed  basis  of  property,  the  adjusted 
basis  of  which  reflects  an  adjustment  of  $1,000  with  respect  to  depre¬ 
ciation  deductions  allowable  for  the  calendar  year  1962.  If  the  tax¬ 
payer  can  establish  by  adequate  records  or  other  sufficient  evidence 
that  he  had  been  allowed  a  deduction  of  only  $800  for  1962,  then  in 
determining  the  recomputed  basis,  the  amount  added  to  adjusted 
basis  with  respect  to  the  $1,000  adjustment  to  basis  for  1962  will  be 

only  $800.  .  . 

Paragraph  (1)  of  section  1245(a)  further  provides  that  gain  is  to  be 
recognized  notwithstanding  any  other  provision  of  subtitle  A  of  the 
1954  Code.  Thus,  other  nonrecognition  sections  of  the  code  are  over¬ 
ridden  by  the  new  section.  For  example,  the  gain  under  such  para¬ 
graph  (1)  would  be  recognized  to  a  corporation  in  the  case  of  a  dis¬ 
tribution  of  section  1245  property  by  it  to  a  shareholder,  notwithstand¬ 
ing  the  provisions  of  section  311(a)  or  336.  Likewise,  gain  under 
such  paragraph  (1)  would  be  recognized  to  a  corporation  on  a  sale  or 
exchange  of  such  property,  notwithstanding  the  provisions  of  section 
337.  The  operation  of  section  1245  may,  however,  be  affected  by 
the  taxpayer’s  method  of  accounting.  For  example,  the  gain  from 
a  disposition  to  which  section  1245  applies  may  be  reported  by  the 
taxpayer  under  the  installment  method  if  such  method  is  otherwise 
available  under  section  453  of  the  code.  For  another  example, 
section  1245  does  not  require  recognition  of  gain  or  loss  upon  normal 
retirement  of  an  asset  in  a  multiple  asset  account  as  long  as  the  tax¬ 
payer’s  method  of  accounting,  in  accordance  with  Treasury  regula¬ 
tions,  does  not  require  recognition  of  such  gain  or  loss  and  clearly 
reflects  income 

In  the  case  of  a  disposition  of  section  1245  property  in  which  an 
amount  is  realized  (a  sale,  exchange,  or  involuntary  conversion),  the 
gain  to  which  section  1245(a)  applies  is  the  amount  by  which  the 
amount  realized  or  the  recomputed  basis,  whichever  is  lower,  exceeds 
the  adjusted  basis  of  the  property.  In  the  case  of  any  other  disposi¬ 
tion,  the  gain  to  which  section  1245(a)  applies  is  the  amount  by  which 
the  fair  market  value  of  the  property  on  the  date  of  disposition  or  its 
recomputed  basis,  whichever  is  lower,  exceeds  its  adjusted  basis.  For 
example,  if  section  1245  property  has  an  adjusted  basis  of  $2,000  and 
a  recomputed  basis  of  $3,300  and  is  sold  for  $2,900,  the  gain  to  which 
section  1245(a)  applies  is  $900  ($2,900  minus  $2,000).  If  the  property 
is  sold  for  $3,700,  the  gain  is  $1,700,  of  which  $1,300  ($3,300  minus 
$2,000)  is  gain  to  which  section  1245(a)  applies.  If,  on  the  other 
hand,  the  property  is  distributed  by  a  corporation  to  a  stockholder 
in  a  distribution  to  which  section  1245(a)  applies  and  at  a  time  when 
the  fair  market  value  of  the  property  is  $3,100,  the  gain  recognized 
to  the  corporation  upon  such  disposition  is  $1,100  ($3,100  minus 
$2,000) ;  if  the  fan-  market  value  is  $3,800  at  the  time  of  such  disposi¬ 
tion,  the  gain  to  which  section  1245(a)  applies  is  $1,300  ($3,300  minus 
$2,000). 

Paragraph  (3)  of  section  1245(a)  defines  “section  1245  property. 
Section  1245  property  is  any  property  (other  than  livestock)  of  a.  type 
described  in  subparagraph  (A)  or  (B)  of  such  paragraph  (3)  which  is 
or  has  been  property  of  a  character  subject  to  the  allowance  for  de- 
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preciation  provided  in  section  167.  Even  though  the  property  may 
not  be  subject  to  the  allowance  for  depreciation  in  the  hands  of  the 
taxpayer,  such  property  is  nevertheless  subject  to  the  provisions  of 
section  1245(a)  if  the  property  was  subject  to  the  allowance  for  depre¬ 
ciation  in  the  hands  of  any  prior  holder,  and  if  such  depreciation  is 
taken  into  account  in  determining  the  adjusted  basis  of  the  property 
in  the  hands  of  the  taxpayer. 

The  definition  of  “section  1245  property”  is  similar  in  certain  respects 
to  the  definition  of  “section  38  property”  contained  in  section  48(a) 
(relating  to  the  investment  credit).  However,  section  1245  property 
is  a  broader  concept  than  section  38  property,  since  (for  example) 
the  definition  of  section  1245  property  is  not  subject  to  the  minimum 
useful  life  provision  in  section  48(a)(1)  or  to  the  other  limitation  and 
exclusion  provisions  in  paragraphs  (2)  through  (5)  of  section  48(a). 
Moreover,  the  term  “personal  property”  in  subparagraph  (A)  of 
section  1245(a)(3)  is  intended  to  include  not  only  “tangible  personal 
property”  referred  to  in  section  48(a)(1)(A)  but  also  intangible 
personal  property. 

Subparagraph  (B)  of  section  1245(a)(3)  describes  other  property 
(not  including  a  building  or  its  structural  components)  if  such  other 
property  is  tangible  and  has  an  adjusted  basis  in  which  there  are  re¬ 
flected  adjustments  for  depreciation  or  amortization  under  section 
168  which  would  be  taken  into  account  in  determining  recomputed 
basis  for  a  period  in  which  such  property  (or  other  property)  either 

(i)  was  used  as  an  integral  part  of  manufacturing,  production,  or  ex¬ 
traction,  or  of  furnishing  transportation,  communications,  electrical 
energy,  gas,  water,  or  sewage  disposal  services,  or  (ii)  constituted 
research  or  storage  facilities  used  in  connection  with  any  such  activi¬ 
ties.  The  language  in  clauses  (i)  and  (ii)  in  section  1245(a)(3)(B)  is 
intended  to  have  the  same  meaning  as  when  used  in  clauses  (i)  and 

(ii)  in  section  48(a)(1)(B)  (relating  to  the  definition  of  sec.  38  property 
subject  to  the  investment  credit).  Even  though  the  property  is  not 
used  by  the  taxpayer  as  an  integral  part  of  an  activity  specified  in 
clause  (i),  or  does  not  constitute  research  or  storage  facilities  within 
the  meaning  of  clause  (ii),  such  property  in  certain  circumstances 
may,  nevertheless,  be  section  1245  property  under  subparagraph  (B). 
An  illustration  of  such  a  circumstance  is  when  the  adjusted  basis  of 
such  property  in  the  hands  of  the  taxpayer  reflects  adjustments  for 
depreciation  with  respect  to  such  property  taken  for  periods  after 
December  31,  1961,  at  a  tune  when  such  property  was  used  as  an 
integral  part  of  manufacturing  by  the  taxpayer  or  another  taxpayer. 
Another  illustration  is  when  the  adjusted  basis  of  such  property  in 
the  hands  of  the  taxpayer  reflects  adjustments  for  depreciation  with 
respect  to  other  property  (as,  for  example,  in  the  case  of  a  like  kind 
exchange  under  sec.  1031)  taken  for  periods  after  December  31,  1961, 
at  a  time  when  such  other  property  was  used  as  an  integral  part  of 
manufacturing  by  the  taxpayer. 

(b)  Exceptions  and  limitations. — Subsection  (b)  of  section  1245 
sets  forth  certain  exceptions  and  limitations  to  the  general  rule  pro¬ 
vided  in  subsection  (a).  Paragraph  (1)  provides  that  subsection  (a) 
will  not  apply  to  a  disposition  by  gift.  Paragraph  (2)  provides  that, 
except  as  provided  in  section  691,  subsection  (a)  will  not  apply  to 
a  transfer  at  death. 

Paragraph  (3)  of  section  1245(b)  provides  that  if  the  basis  of  prop¬ 
erty  in  the  hands  of  a  transferee  is  determined  by  reference  to  its  basis 
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in  the  hands  of  the  transferor  by  reason  of  the  application  of  certain 
sections  of  the  code  providing  for  nonrecognition  treatment,  then  the 
amount  of  gain  taken  into  account  by  the  transferor  under  subsection 
(a)(1)  is  to  be  limited  to  the  amount  of  gain  recognized  by  the  trans¬ 
feror  under  these  sections  (determined  without  regard  to  sec.  1245). 
These  nonrecognition  provisions  are:  Section  332  (relating  to  distribu¬ 
tions  in  liquidation  of  an  80  percent  or  more  controlled  subsidiary 
corporation);  section  351  (relating  to  transfers  to  a  corporation  con¬ 
trolled  by  the  transferor);  section  361  (relating  to  exchanges  pursuant 
to  certain  corporate  reorganizations);  section  371(a)  (relating  to  ex¬ 
changes  pursuant  to  certain  receivership  and  bankruptcy  proceed¬ 
ings);  section  374(a)  (relating  to  exchanges  pursuant  to  certain  rail¬ 
road  reorganizations);  section  721  (relating  to  transfers  to  a  partner¬ 
ship  in  exchange  for  a  partnership  interest);  and  section  731  (relating 
to  distributions  by  a  partnership  to  a  partner).  For  example,  assume 
that  a  taxpayer  transfers  section  1245  property  to  a  corporation  in 
exchange  for  cash  of  $1,000,  and  stock  in  the  corporation  worth 
$9,000,  in  a  transaction  qualifying  under  section  351.  The  property 
has  a  fair  market  value  of  $10,000,  a  recomputed  basis  of  $8,000,  and 
an  adjusted  basis  of  $4,000.  Since  under  section  351(b)  gain  in  the 
amount  of  $1,000  would  be  recognized  to  the  transferor  without  re¬ 
gard  to  the  new  section  1245,  subsection  (b)  (3)  limits  the  gain  taken 
into  account  by  the  transferor  under  section  1245(a)  to  $1,000.  The 
basis  of  the  property  in  the  hands  of  the  corporation  under  section 
362(a)  (relating  to  basis  to  corporations  of  property  acquired  by  issu¬ 
ance  of  stock,  etc.)  will  be  $5,000,  that  is,  the  adjusted  basis  of  the 
property  in  the  hands  of  the  transferor  ($4,000)  increased  by  the  gain 
recognized  to  the  transferor  on  the  transfer  ($1,000).  If  the  corpora¬ 
tion  later  sells  the  property  for  $10,000  without  having  taken  any 
deductions  with  respect  to  the  property,  the  gain  recognized  to  the 
corporation  under  subsection  (a)  will  be  $3,000,  the  excess  of  re¬ 
computed  basis  ($8,000)  over  adjusted  basis  ($5,000). 

Since  the  limitation  provided  in  subsection  (b)(3)  upon  the  gain 
recognized  under  subsection  (a)  is  confined  to  instances  of  “carryover 
basis/’  in  the  case  of  the  liquidation  of  an  80  percent  or  more  controlled 
subsidiary  the  limitation  is  not  applicable  if  the  basis  of  the  pi’operty 
in  the  hands  of  the  parent  corporation  is  determined  under  section 
334(b)(2).  Subsection  (b)(3)  does  not  apply  to  a  disposition  of  prop¬ 
erty  to  an  organization  (other  than  a  cooperative  described  in  sec.  521) 
exempt  from  taxation  under  chapter  1  of  the  code,  but  no  implication 
is  intended  as  to  whether  a  transfer  to  such  an  exempt  organization 
could  or  could  not  qualify  for  nonrecognition  under  the  sections  of  the 
code  set  forth  in  subsection  (b)(3). 

Paragraph  (4)  of  section  1245(b)  provides  that  if  property  is  dis¬ 
posed  of  and  gain  (determined  without  regard  to  sec.  1245)  is  not 
recognized  in  whole  or  in  part  under  section  1031  (relating  to  like  kind 
exchanges)  or  1033  (relating  to  involuntary  conversions),  then  the 
amount  of  gain  taken  into  account  under  section  1245(a)  is  not  to 
exceed  the  sum  of  the  amount  of  gain  recognized  on  such  disposition 
(determined  without  regard  to  sec.  1245)  plus  the  fair  market  value  of 
property  acquired  which  is  not  section  1245  property  and  which  is  not 
otherwise  taken  into  account  in  determining  the  gain  under  section 
1031  or  1033.  For  example,  assume  that  a  taxpayer  owns  sectionl245 
property  with  an  adjusted  basis  of  $100,000  and  a  recomputed  basis  of 
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$116,000.  The  property  is  destroyed  by  fire  and  the  taxpayer  receives 
$117,000  of  insurance  proceeds.  He  uses  $105,000  of  the  proceeds  to 
purchase  property  similar  or  related  in  service  or  use  to  the  property 
destroyed  in  an  acquisition  qualifying  under  section  1033(a)(3)(A), 
and  he  uses  $9,000  of  the  proceeds  to  purchase  stock  in  the  acquisition 
of  control  of  a  corporation  owning  property  similar  or  related  in  service 
or  use  to  the  converted  property,  which  acquisition  also  qualifies  under 
section  1033(a)(3)(A).  The  taxpayer  properly  elects  under  section 
1033(a)(3)(A)  and  the  regulations  thereunder  to  limit  recognition  of 
gain  to  the  amount  by  which  the  amount  realized  from  the  conversion 
exceeds  the  cost  of  the  stock  and  other  property  acquired  to  replace 
the  converted  property.  Since  $3,000  of  the  gain  is  recognized  (with¬ 
out  regard  to  sec.  1245)  under  section  1033(a)(3)  (that  is,  $117,000 
minus  $114,000),  and  since  the  stock  purchased  for  $9,000  is  not 
depreciable  property  and  was  not  taken  into  account  in  determining 
the  gain  under  section  1033,  the  amount  of  gain  to  be  taken  into 
account  under  section  1245(a)  may  not  exceed  $12,000.  Thus,  section 
1245(a)  applies  to  $12,000  of  the  $16,000  gain. 

Paragraph  (5)  of  section  1245(b)  empowers  the  Secretary  of  the 
Treasury  or  his  delegate  to  prescribe  regulations  setting  forth  rules 
consistent  with  paragraphs  (3)  and  (4)  in  the  case  of  transactions 
described  in  section  1071  (relating  to  gain  from  sale  or  exchange  to 
effectuate  policies  of  FCC)  or  section  1081  (relating  to  nonrecognition 
of  gain  or  loss  on  exchanges  or  distributions  in  obedience  to  orders  of 

SEC). 

Paragraph  (6)  (A)  provides  that,  for  purposes  of  section  1245,  the 
basis  of  section  1245  property  distributed  by  a  partnership  to  a  partner 
will  be  deemed  to  be  determined  by  reference  to  the  adjusted  basis 
of  such  property  to  the  partnership.  Paragraph  (6)  (B)  provides  that, 
for  purposes  of  computing  the  recomputed  basis  of  such  property,  the 
amount  of  the  adjustments  added  back  for  periods  before  the  distri¬ 
bution  is  the  amount  of  gain  to  which  section  1245(a)  would  have 
applied  if  such  property  had  been  sold  by  the  partnership  immediately 
before  the  distribution,  reduced  by  the  amount  of  such  gain  which 
resulted  from  the  application  of  section  751(b).  Thus,  since  the  basis 
of  section  1245  property  distributed  by  a  partnership  to  a  partner  is 
deemed  to  be  a  carryover  basis,  any  subsequent  disposition  of  the 
property  which  requires  a  computation  of  the  recomputed  basis  would 
have  to  take  into  account  adjustments  to  basis  for  depreciation 
deductions  taken  before  the  distribution.  However,  such  adjustments 
are  fixed  at  an  amount  equal  to  the  gain  to  which  section  1245(a) 
would  have  applied  if  the  partnership  had  sold  the  property  instead 
of  distributing  it,  assuming  no  gain  upon  distribution  arose  out  of  the 
application  of  section  751(b). 

The  application  of  this  provision  is  illustrated  as  follows:  A,  B,  and 
C  are  equal  partners  in  a  partnership  whose  assets  consist  of  three 
pieces  of  section  1245  property,  assets  X,  Y,  and  Z,  each  with  a  fair 
market  value  of  $100,000.  Asset  X  has  an  adjusted  basis  of  $60,000 
and  a  recomputed  basis  of  $85,000;  asset  Y  has  an  adjusted  basis  of 
$85,000  and  a  recomputed  basis  of  $110,000;  and  asset  Z  has  an 
adjusted  basis  of  $95,000  and  a  recomputed  basis  of  $100,000.  Asset 

Y  is  distributed  to  B  in  complete  liquidation  of  his  partnership  in¬ 
terest.  B’s  basis  in  his  partnership  interest  is  $75,000,  and  under 
section  732  this  basis  is  allocated  to  asset  Y.  If  B  later  sells  asset 

Y  for  $103,000  at  a  time  when  the  adjusted  basis  is  still  $75,000  and 


REVENUE  ACT  OF  1962 


285 


if  B  has  not  taken  any  depreciation  deductions  with  respect  to  asset 
Y  since  the  distribution,  the  gain  to  which  section  1245(a)  applies 
would  be  $15,000,  since  the  recomputed  basis  of  the  property  is  only 
$90,000,  that  is,  the  adjusted  basis  of  the  property  ($75,000)  increased 
by  the  amount  of  gain  ($15,000)  which  would  have  been  recognized 
to  the  partnership  if  the  asset  had  been  sold  for  its  fair  market  value 
at  the  time  of  distribution  ($100,000  minus  $85,000). 

(c)  Adjustments  to  basis. — Subsection  (c)  of  section  1245  provides 
that  the  Secretary  of  the  Treasury  or  his  delegate  is  to  prescribe  such 
regulations  as  he  may  deem  necessary  to  provide  for  adjustments  to 
the  basis  of  property  to  reflect  gain  to  which  section  1245(a)  applies. 
This  provision  is  necessary  to  prevent  the  same  amount  from  being 
subjected  to  taxation  more  than  once.  For  example,  under  existing 
law  if  a  corporation  distributes  section  1245  property  to  a  corporate 
shareholder,  generally  the  amount  of  the  distribution  and  the  basis  ol 
the  property  in  the  hands  of  the  corporate  distributee  is  the  fair 
market  value  of  the  property  or  its  adjusted  basis  in  the  hands  of  the 
distributing  corporation,  whichever  is  lower.  Under  section  1245, 
however,  the  distribution  may  result  in  gain  being  recognized  to  the 
distributing  corporation  and  unless  the  distributee  is  permitted  to 
increase  its  carryover  basis  by  the  amount  of  the  gain  recognized  to 
the  distributor,  the  same  gain  may  be  subjected  to  tax  when  the 
distributee  later  sells  the  property.  Therefore,  under  regulations 
prescribed  by  the  Secretary  of  the  Treasury  or  his  delegate,  adjustment 
will  be  made  to  the  basis  of  the  distributed  property  to  reflect  the  gain 
recognized  to  the  distributing  corporation. 

(d)  Application  of  section. — Subsection  (d)  of  section  1245  provides 
that  the  section  is  to  apply  notwithstanding  any  other  px*ovision  of 
subtitle  A  of  the  code.  Thus,  section  1245  overrides  any  nonrecog¬ 
nition  provision  of  subtitle  A  or  any  “income  characterizing”  provi¬ 
sion.  For  example,  the  gain  to  which  section  1245(a)  applies  might 
otherwise  be  considered  as  gain  from  the  sale  or  exchange  of  a  capital 
asset  under  section  1231  (relating  to  property  used  in  the  trade  or 
business  and  involuntary  conversions).  Since  section  1245  overrides 
section  1231,  the  gain  to  which  section  1245(a)  applies  will  be  treated 
as  ordinary  income,  and  only  the  remaining  gain,  if  any,  from  the 
property  may  be  considered  as  gain  from  the  sale  or  exchange  of  a 
capital  asset  if  section  1231  is  applicable.  For  example,  assume  that 
a  taxpayer  sells  for  $130  section  1245  property  with  an  adjusted  basis 
of  $40  and  a  recomputed  basis  of  $100.  The  excess  of  the  recomputed 
basis  over  adjusted  basis,  or  $60,  will  be  treated  as  gain  under  sec¬ 
tion  1245(a).  The  excess  of  the  selling  price  over  recomputed  basis, 
or  $30,  may  be  considered  under  section  1231  as  gain  from  the  sale 
of  a  capital  asset. 

Subsection  (d)  is  not  intended  to  prevent  gain  not  recognized  under 
section  1245  from  being  considered  as  gain  under  another  provision 
of  the  code.  For  example,  assume  that  a  taxpayer  purchases  section 
1245  property  for  $1,000  and  for  periods  before  December  31,  1961, 
he  takes  deductions  of  $500  under  section  168  (relating  to  amortization 
of  emergency  facilities).  Assume  that  if  section  168  had  not  applied 
the  taxpayer  would  instead  have  taken  depreciation  deductions  of 
$300.  For  periods  after  December  31,  1961,  the  taxpayer  takes 
additional  deductions  under  section  168  of  $400.  Under  these  facts, 
if  the  property  is  then  sold  for  $800,  section  1245(a)  would  recognize 
gain  to  the  extent  of  the  $400  in  deductions  taken  in  periods  after 
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December  31,  1961,  but  would  not  recognize  gain  to  the  extent  of  the 
deductions  taken  in  prior  periods.  Nothing  in  subsection  (d)  prevents 
$200  of  the  remaining  gain  from  being  taxed  under  section  1238 
(relating  to  amortization  in  excess  of  depreciation). 

SECTION  13.  GAIN  FROM  DISPOSITIONS  OF  CERTAIN 
DEPRECIABLE  PROPERTY  (Continued) 

(b)  Change  in  method  of  depreciation. — Subsection  (b)  of  section  13 
of  the  bill  amends  subsection  (e)  of  section  167  of  the  1954  Code 
(relating  to  depreciation).  Paragraph  (1)  of  section  167(e)  is  the  same 
in  substance  as  existing  section  167(e).  Under  paragraph  (2),  which 
is  new,  the  bill  as  passed  by  the  House  provided  that  any  taxpayer 
may,  within  such  period  after  the  date  of  the  enactment  of  the  Revenue 
Act  of  1962  and  in  such  manner  as  the  Secretary  of  the  Treasury  or  his 
delegate  shall  by  regulations  prescribe,  elect,  to  change  his  method  of 
depreciation  in  respect  of  section  1245  property  from  any  declining 
balance  or  sum  of  the  years-digits  method  to  the  straight-line  method. 
Your  committee’s  amendment  provides  that  the  taxpayer  may  make 
the  election  with  respect  to  taxable  years  beginning  after  December  31 , 
1962,  on  or  before  the  last  day  prescribed  by  law  (including  extensions 
thereof)  for  filing  his  return  for  such  first  taxable  year. 

(c)  Salvage  value  of  personal  property . — Subsection  (c)(1)  of  section 
13  of  the  bill  adds  a  new  subsection  (f)  to  section  167  of  the  code 
(relating  to  depreciation)  and  redesignates  subsections  (f),  (g),  and 
(h)  of  section  167  as  subsections  (g),  (h),  and  (i),  respectively. 

Paragraph  (1)  of  section  167(f)  provides  the  general  rule  that,  under 
regulations  prescribed  by  the  Secretary  of  the  Treasury  or  his  delegate, 
a  taxpayer  may,  for  purposes  of  computing  the  allowance  for  depre¬ 
ciation  with  respect  to  personal  property,  reduce  the  amount  taken 
into  account  as  salvage  value  by  an  amount  which  does  not  exceed  10 
percent  of  the  basis  of  such  property  (as  determined  under  sec.  167(g) 
as  of  the  time  as  of  which  such  salvage  value  is  required  to  be  deter¬ 
mined).  For  example,  a  taxpayer  purchases  depreciable  personal 
property  on  January  1,  1963,  for  $10,000.  The  estimated  useful  life 
of  the  property  is  10  years  and  the  estimated  salvage  value  if  $500. 
The  taxpayer  uses  the  straight-line  method  of  depreciation.  Under 
present  law  the  taxpayer  would  take  depreciation  deductions  of  $950 
in  each  of  the  10  years  of  the  useful  life  of  the  property.  However, 
under  section  167(f)  the  taxpayer  may  reduce  salvage  value,  for  pur¬ 
poses  of  computing  the  allowable  depreciation  deduction,  by  10 
percent  of  $10,000.  Since  this  amount,  $1,000,  is  greater  than  the 
estimated  salvage  value,  $500,  the  salvage  value  may  be  reduced  to 
zero  and  the  taxpayer  may  deduct  $1,000  in  each  year  of  the  useful 
life  of  the  property.  In  the  above  case,  if  the  taxpayer  had  taken 
into  account  salvage  value  of  only  $700  but  the  estimated  salvage 
value  had  actually  been  $1,500,  the  Internal  Revenue  Service  could 
not  adjust  the  amount  used  by  the  taxpayer  since  the  reduction  of 
salvage  value  by  8  percent  of  basis  would  be  within  the  privilege 
granted  by  the  new  section  167(f). 

Paragraph  (2)  of  section  167(f)  defines  “personal  property”  as 
depreciable  personal  property  (other  than  livestock)  with  a  useful 
life  of  3  years  or  more  acquired  after  the  date  of  the  enactment  of 
the  Revenue  Act  of  1962. 
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(d)  Special  rule  for  charitable  contributions  of  section  12  f 5  property  — 
Subsection  (d)  of  section  13  of  the  bill  adds  a  new  subsection  (e) 
to  section  170  of  the  code  (relating  to  deductions  for  charitable 
contributions).  Under  the  new  subsection,  the  amount  of  a  charitable 
contribution  of  section  1245  property  will  be  reduced  by  the  amount 
which  would  have  been  treated  as  gain  to  which  section  1245(a) 
applied  if  the  property  had  been  sold  at  its  fair  market  value  instead 
of  contributed  to  the  charity.  For  example,  a  taxpayer  owns  de¬ 
preciable  property  with  an  adjusted  basis  ol  $10,000,  a  recomputed 
basis  of  $14,000,  and  a  fair  market  value  of  $17,000.  If  the  property 
were  sold  for  $17,000,  gain  of  $4,000  under  section  1245(a)  wovdd 
result.  Assume  that  the  taxpayer  contributes  the  property  to  a 
qualifying  charitable  organization.  Under  the  new  section  170(e) 
the  amount  of  the  charitable  contribution  would  be  $13,000  ($17,000 

minus  $4,000).  . 

(e)  Computation  of  taxable  income  for  purposes  of  limitation  on 
percentage  depletion  deduction. — Subsection  (e)  of  section  13  ot  the  bill, 
which  has  no  corresponding  provision  in  the  bill  as  passed  by  the 
House,  inserts  a  new  sentence  after  the  second  sentence  in  section 
613(a)’  relating  to  the  general  rule  for  computing  percentage  deple¬ 
tion.  The  new  sentence,  which  does  not  affect  the  computation  ot 
the  gross  income  from  the  property  under  the  first  sentence  of  section 
613(a),  provides  that  the  allowable  deductions  taken  into  account 
with  respect  to  expenses  of  mining  in  computing  taxable  income  from 
the  property  shall,  for  purposes  of  the  50-percent  limitation  contained 
in  the  second  sentence  of  section  613(a),  be  decreased  by  the  gain 
recognized  under  section  1245(a)  which  is  properly  allocable  to  the 

property.  .  .  ...  .  , 

(f)  Technical  amendments. — This  subsection  ol  the  bill  is  identical 
to  subsection  (e)  of  the  bill  as  passed  by  the  House.  Paragraph  (1)  of 
section  13(f)  of  the  bill  amends  section  751(c)  of  the  code  to  provide 
that,  for  purposes  of  section  751  (relating  to  unrealized  receivables 
and  inventory  items),  section  731  (relating  to  extent  of  gain  or  loss  on 
distribution),  section  736  (relating  to  payments  to  a  retiring  partner 
or  a  deceased  partner’s  successor  in  interest),  and  section  741  (relating 
to  recognition  and  character  of  gain  or  loss  on  sale  or  exchange),  the 
term  “unrealized  receivables”  will  include  section  1245  property,  but 
only  to  the  extent  of  the  amount  which  would  be  treated  as  gain  to 
which  section  1245(a)  applied  if  the  property  were  sold  by  the  partner¬ 
ship  at  its  fair  market  value.  Thus,  the  rules  provided  in  section  751 
with  respect  to  unrealized  receivables  will  also  apply  with  respect  to 
section  1245  property,  to  the  extent  of  the  potential  section  1245(a) 
gain.  For  example,  if  a  partner  sold  his  interest  in  a  partnership  to 
a  third  party,  the  portion  of  the  amount  realized  on  such  sale  allocable 
to  the  partner’s  share  of  the  potential  section  1245(a)  gain  on  the  sec¬ 
tion  1245  property  of  the  partnership  will  be  recognized  to  the  partner. 

Paragraph  (2)  of  section  13(f)  of  the  bill  amends  section  301  (b) 
and  (d)  of  the  code  (relating  to  the  amount  distributed  and  basis  in 
a  corporate  distribution  of  property)  by  striking  out  “subsection  (b) 
or  (c)  of  section  311”  and  inserting  in  lieu  thereof  “subsection  (b)  or 
(c)  of  section  311  or  under  section  1245(a).” 

Paragraph  (3)  of  section  13(f)  of  the  bill  amends  section  312(c)(3) 
(relating  to  adjustments  to  earnings  and  profits)  by  striking  out 
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“subsection  (b)  or  (c)  of  section  311”  and  inserting  in  lieu  thereof 
“subsection  (b)  or  (c)  of  section  311  or  under  section  1245(a).” 

Paragraph  (4)  of  section  13(f)  of  the  bill  adds  a  new  paragraph 
(12)  to  section  341(e)  (relating  to  collapsible  corporations).  New 
paragraph  (12)  provides  that,  for  purposes  of  section  341(e),  the  de¬ 
termination  of  whether  gain  from  the  sale  or  exchange  of  property 
would  be  considered  as  gain  from  the  sale  or  exchange  of  property 
which  is  neither  a  capital  asset  nor  property  described  in  section 
1231(b)  is  to  be  made  without  regard  to  the  application  of  section 
1245(a). 

Paragraph  (5) (A)  of  section  13(f)  of  the  bill  adds  a  new  sentence 
at  the  end  of  section  453(d)(4)(A),  relating  to  distribution  of  install¬ 
ment  obligations  in  complete  liquidations  of  subsidiaries  under  sec¬ 
tion  332.  Section  453(d)(4)(A)  provides  that  if  an  installment 
obliga  tion  is  distributed  by  one  corporation  to  another  corporation  and 
if  under  section  332  no  gain  or  loss  is  recognized  to  the  recipient 
corporation  with  respect  to  the  receipt  of  such  obligation,  then  no 
gain  or  loss  with  respect  to  the  distribution  of  such  obligation  is 
recognized  to  the  distributing  corporation.  The  new  sentence  pro¬ 
vides  that  if  section  334(b)(2)  (relating  to  the  basis  of  property  re¬ 
ceived  in  certain  liquidations  to  which  sec.  332  applies)  applies  in 
respect  of  property  received  by  the  distributee  corporation,  then  the 
rule  of  existing  law  is  not  to  apply  to  the  extent  that  under  paragraph 
(1)  of  section  453(d)  gain  to  the  distributing  corporation  would  be 
considered  as  gain  to  which  section  1245(a)  applies.  For  example, 
assume  that  corporation  X  sells  section  1245  property  and  returns 
its  income  therefrom  on  the  installment  method  under  section  453. 
Corporation  Y  then  buys  all  the  outstanding  stock  of  X  and  within 
2  years  after  the  purchase  X  adopts  a  plan  of  complete  liquidation. 
If  an  installment  obligation  received  by  X  upon  the  sale  of  the  sec¬ 
tion  1245  property  is  distributed  to  Y  in  the  liquidation,  gain  will  be 
recognized  to  X  under  paragraph  (1)  of  section  453(d)  to  the  extent 
that  the  excess  of  the  fair  market  value  of  the  obligation  over  its 
basis  constitutes  gain  to  which  section  1245(a)  applies. 

Paragraph  (5)(B)  of  section  13(f)  of  the  bill  adds  a  new  sentence 
at  the  end  of  section  453(d)(4)(B),  relating  to  distribution  of  install¬ 
ment  obligations  in  liquidations  to  which  section  337  applies.  Section 
453(d)(4)(B)  provides  that  if  an  installment  obligation  is  distributed 
by  a  corporation  in  the  course  of  a  liquidation  and  if  under  section 
337  no  gain  or  loss  would  have  been  recognized  to  the  corporation 
if  the  corporation  had  sold  or  exchanged  such  obligation  on  the  day 
of  the  distribution,  then  no  gain  or  loss  is  recognized  to  the  corpora¬ 
tion  by  reason  of  the  distribution.  The  new  sentence  provides  that 
the  preceding  rule  is  not  to  apply  to  the  extent  that  under  paragraph 
(1)  of  section  453(d)  gain  to  the  distributing  corporation  would  be 
considered  as  gain  to  which  section  1245(a)  applies.  For  example, 
assume  that  corporation  X,  which  makes  its  return  on  the  basis  of  the 
fiscal  year  ending  June  30,  adopts  a  plan  of  complete  liquidation  on 
March  15.  On  June  15,  X  sells  section  1245  property  and  returns 
its  income  therefrom  on  the  installment  method  under  section  453. 
On  October  15,  X  distributes  all  of  its  property  (including  an  install¬ 
ment  obligation  received  in  respect  of  the  sale)  in  complete  liquidation. 
Gain  will  be  recognized  to  X  under  paragraph  (1)  of  section  453(d) 
to  the  extent  that  the  excess  of  the  fair  market  value  of  the  installment 


REVENUE  ACT  OF  1962 


289 


obligation  over  its  basis  constitutes  gain  to  which  section  1245(a) 

aPFc ^Effective  dates.— Subsection  (g)  corresponds  to  subsection  (f)  of 
the  bill  as  passed  by  the  House  which  provided  that  the  amendments 
made  by  this  section  of  the  bill  shall  apply  to  taxable  years  beginning 
after  December  31,  1961,  and  ending  after  the  date  of  the  enactment 
of  the  bill.  Your  committee’s  amendment  provides  that  tlie  amend¬ 
ments  made  by  this  section  shall  apply  to  taxable  years  beginning 
after  December  31,  1962,  except  that  subsection  (c)  of  this  section 
shall  apply  to  taxable  years  beginning  after  December  31,  1961,  and 
ending  after  the  date  of  enactment  of  the  bill. 

SECTION  14.  FOREIGN  INVESTMENT  COMPANIES 

(a)  Treatment  of  sale  of  stock  of  foreign  investment  companies - 
Section  14(a)  of  the  bill  adds  to  the  code  a  new  section  1246  (relating 
to  gain  on  foreign  investment  company  stock)  and  a  new  section  1  -4< 
(relating  to  election  by  foreign  investment  companies  to  distribute 
income  currently).  Section  1246  provides  for  the  inclusion  as  ordi¬ 
nary  income  of  certain  gains  from  the  sale  or  exchange  of  stock  m  a 
foreign  investment  company.  However,  section  1246  will  not  apply 
to  the  qualified  shareholders  of  a  registered  foreign  investment  com¬ 
pany  which  elects,  under  section  1247,  to  distribute  its  income 

°UThis  section  is  substantially  similar  to  section  15  of  the  bill  as  passed 
bv  the  House.  However,  your  committee  has  made  certain  claritying 
changes  and  has  added  a  provision  permitting  a  foreign  investment 
company  which  elects  to  distribute  its  income  currently  to  make  a 
further  election,  if  more  than  50  percent  of  the  value  of  its  assets  con¬ 
sists  of  stock  or  securities  in  foreign  corporations,  to  allow  its  share¬ 
holders  to  treat  as  paid  by  them  their  proportionate  shares  oi  the 
foreign  taxes  paid  by  the  investment  company.  Your  committee  has 
also  added  a  provision  allowing  registered  foreign  ^vestment  com- 
panies  the  opportunity  to  reincorporate  tax  free  m  the  United  btates 
without  obtaining  a  ruling  from  the  Commissioner  under  section  367. 

SECTION  1246.  GAIN  ON  FOREIGN  INVESTMENT  COMPANY  STOCK 

(a)  Treatment  of  gain  as  ordinary  income— Under  subsection  (a)(1) 
of  section  1246,  the  bill  as  passed  by  the  House  provided  that  any  gam 
from  the  sale  or  exchange  after  December  31,  1962  of  stock  to  which 
the  subsection  applies  is  to  be  treated  as  gain  from  the  sale  or  exchange 
of  property  which  is  not  a  capital  asset,  but  only  to  the  extent  oi  the 
taxpayer’s  ratable  share  of  the  earnings  and  profits  of  the  company 
accumulated  for  taxable  years  beginning  after  December  31,  196. 
Your  committee  has  amended  this  provision  to  make  it  clear  that 
any  gain  upon  a  distribution  which,  under  section  302  or  331, 
treated  as  a  sale  or  exchange  of  stock  shall  be  given  the  same 
treatment.  Any  additional  gain  or  any  loss  on  the  sale  or  exchange 
of  such  stock  will  remain  unaffected  by  these  provisions.  Subsection 
(a)(1)  applies  to  stock  in  a  foreign  corporation  which  was  a  foreign 
investment  company  at  any  time  during  the  period  during  which  the 
taxpayer  held  such  stock.  Thus  subsection  (a)(1)  applies  whether 
or  not  the  foreign  corporation  is  within  the  definition  of  a  foieigi 
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investment  company  at  the  time  of  the  sale  or  exchange.  However, 
since  under  section  14(c)  of  the  bill,  section  1246  applies  only  with 
respect  to  taxable  years  beginning  after  December  31,  1962,  the  cor¬ 
poration  must  have  been  a  foreign  investment  company  while  the 
taxpayer  held  the  stock  at  some  time  during  such  a  taxable  year. 

Subsection  (a)(2)  of  the  new  section  1246  provides  that  the  tax¬ 
payer’s  ratable  share  of  the  accumulated  earnings  and  profits  is  to  be 
determined  under  regulations  prescribed  by  the  Secretary  of  the 
Treasury  or  his  delegate.  Such  determination  is  to  include  only-  the 
taxpayer’s  ratable  share  of  the  earnings  and  profits  of  the  foreign 
corporation  accumulated  for  the  period  during  which  the  taxpayer 
held  stock  in  such  foreign  corporation  (excluding  any  portion  of  such 
period  occurring  in  a  taxable  year  of  the  corporation  beginning  before 
January  1,  1963).  The  bill  provides  that  such  determination  will 
exclude  the  taxpayer’s  share  of  undistributed  earnings  and  profits 
which  previously  had  been  taxed  to  him  under  section  951  (relating  to 
amounts  included  in  gross  income  of  U.S.  persons,  added  by  sec.  12 
of  the  bill)  or  under  section  551  (relating  to  foreign  personal  holding 
company  income  taxed  to  U.S.  shareholders).  Under  the  bill  as 
amended  by  your  committee  only  such  earnings  and  profits  attribut¬ 
able  to  any  amount  previously  included  in  the  gross  income  of  such 
taxpayer  under  section  951  will  be  excluded,  and  then  only  to  the 
extent  that  such  inclusion  under  section  951  did  not  result  in  an  ex¬ 
clusion  of  any  other  amount  from  gross  income  under  section  959. 
The  amount  of  the  accumulated  earnings  and  profits  for  any  period  is 
determined  after  applying  the  rules  of  the  code  that  distributions  are 
treated  as  made  out  of  the  most  recently  accumulated  earnings  and 
profits. 

Subsection  (a)(3)  of  the  new  section  1246  requires  the  taxpayer  to 
establish  the  amount  of  the  accumulated  earnings  and  profits  of  the 
foreign  corporation  and  his  ratable  share  of  such  amount.  He  must 
establish  this  information  for  the  period  during  which  he  held  such 
stock,  including  whatever  holding  period  is  required  by  other  sub¬ 
sections  of  section  1246.  Failure  to  establish  this  information  will 
result  in  all  the  gain  from  the  sale  or  exchange  of  such  stock  being 
considered  as  gain  from  the  sale  or  exchange  of  property  which  is  not 
a  capital  asset. 

Subsection  (a)(4)  of  the  new  section  1246  provides  that  section 
1246  is  not  to  apply  where  the  holding  period  of  the  stock  as  of  the 
date  of  the  sale  or  exchange  is  6  months  or  less. 

(b)  Definition  of  foreign  investment  company. — The  definition  of 
foreign  investment  company  in  subsection  (b)  of  section  1246  has 
been  amended  by  your  committee.  The  House  bill  defined  a  foreign 
investment  company  as  any  foreign  corporation  which  satisfied  one 
of  two  alternative  tests.  Your  committee  bill  provides  that  either  of 
these  two  tests  must  be  satisfied  for  any  taxable  year  beginning  after 
December  31,  1962,  in  order  for  a  foreign  corporation  to  be  a  foreign 
investment  company.  The  first  test  is  met  if  the  foreign  corporation 
is  registered  under  the  Investment  Company  Act  of  1940,  as  amended 
(15  U.S.C.  80a-l  to  80b-2),  either  as  a  management  company  or  as 
a  unit  investment  trust.  Under  the  Investment  Company  Act  of 
1940,  an  investment  company  organized  or  created  under  the  laws  of 
a  foreign  country  is  required  to  register  with  the  Securities  and 
Exchange  Commission  in  order  to  make  a  public  offering  of  its  securities 
in  the  United  States.  The  act  defines  an  investment  company,  in 
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general,  as  any  issuer  of  securities  which  is  or  holds  itself  out  as  being 
engaged  primarily  in  the  business  of  investing,  reinvesting,  or  trading 
in  securities.  Under  the  second  test  provided  by  the  new  section 
1246(b),  a  foreign  corporation,  even  though  it  does  not  make  a  public 
offering  of  its  securities  and  does  not  register  under  the  act,  is  a  foreign 
investment  company  if  it  satisfies  two  conditions.  The  first  condition 
under  the  House  bill  was  that  the  foreign  corporation  must  be  engaged 
(or  holding  itself  out  as  being  engaged)  primarily  in  the  business  of 
investing,  reinvesting,  or  trading  in  securities  (within  the  meaning  of 
sec.  3(a)(1)  of  the  act).  The  bill  as  amended  by  your  committee 
provides  that  section  3(a)(1)  of  the  act  would  be  limited  by  paragraphs 
(2)  through  (10)  (except  par.  (6)(C))  and  paragraphs  (12)  through  (15) 
of  section  3(c)  of  such  act  for  purposes  of  determining  if  the  first  con¬ 
dition  is  satisfied.  The  effect  of  your  committee’s  amendment  is  to 
exclude  from  foreign  investment  company  treatment  certain  foreign 
corporations  such  as,  for  example,  brokers,  banks,  and  small  loan  com¬ 
panies.  Under  the  second  condition,  the  first  condition  must  be  satis¬ 
fied  at  a  time  when  more  than  50  percent  of  the  total  combined  voting 
power  of  all  classes  of  stock  entitled  to  vote  or  more  than  50  percent 
of  the  total  value  of  shares  of  all  classes  of  stock,  was  held  directly  or 
indirectly  (within  the  meaning  of  sec.  958(a)  of  the  code,  added  by 
sec.  12  of  the  bill),  by  U.S.  persons  (as  defined  in  sec.  7701(a)(30)  of 
the  code,  added  by  sec.  7(h)  of  the  bill).  Under  the  Investment  Com¬ 
pany  Act  of  1940,  the  term  “security”  is  defined  broadly  and  includes 
among  others,  stock,  treasury  stock,  bond,  debenture,  any  evidence 
of  indebtedness,  certificate  of  interest  or  participation  in  any  profit- 
sharing  agreement,  collateral-trust  certificate,  certificate  of  deposit 
for  a  security,  or  a  fractional  undivided  interest  in  oil,  gas,  or  other 
mineral  rights.  .  .  . 

(c)  Stock  having  transferred  or  substituted  basis. — Subsection  (c)  of 
new  section  1246  provides  that  stock  in  a  foreign  corporation,  the 
basis  of  which  (in  the  hands  of  the  taxpayer  selling  or  exchanging 
such  stock)  is  determined  by  reference  to  the  basis  (in  such  taxpayer’s 
hands  or  any  other  person’s  hands)  of  stock  in  a  foreign  investment 
company,  will  to  the  extent  provided  in  regulations  prescribed  by  the 
Secretary  of  the  Treasury  or  his  delegate  be  treated  as  stock  of  a  foreign 
investment  company.  The  stock  which  is  so  treated  will  be  considered 
under  section  1223  (relating  to  holding  period  of  property)  to  be  held 
by  the  taxpayer  throughout  the  period  during  which  the  foreign 
investment  company  stock  was  held  in  addition  to  the  period  during 
which  the  stock  in  the  foreign  corporation  is  held.  Transactions  to 
which  subsection  (c)  applies  include  the  following: 

A  person  owning  stock  in  a  foreign  investment  company  transfers 
such  stock  to  foreign  corporation  F  which  he  controls  in  exchange  for 
stock  of  corporation  F  in  a  transaction  to  which  section  351  applies. 
Clearance  under  section  367  is  obtained.  The  stock  of  corporation 
F  received  in  exchange  for  the  foreign  investment  company  stock 
will  be  considered  stock  of  a  foreign  investment  company.  If  the 
stock  of  corporation  F  is  later  transferred  by  gift,  the  donee  will 
also  treat  such  stock  as  stock  of  the  foreign  divestment  company  and 
the  holding  period  of  the  donee  will  include  the  period  during  which 
the  donor  held  the  stock  in  the  foreign  investment  company  and 

corporation  F.  . 

(d)  Rules  relating  to  entities  holding  foreign  investment  stock.  - 
Subsection  (d)  of  the  new  section  1246  provides  that  to  the  extent 
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provided  in  regulations  prescribed  by  the  Secretary  of  the  Treasury 
or  his  delegate,  trust  certificates  of  a  trust  to  which  section  677 
(relating  to  income  for  benefit  of  grantor)  applies,  and  stock  in  a 
domestic  corporation,  will  be  treated  as  stock  of  a  foreign  investment 
company  to  the  extent  that  such  trust  or  corporation  lias  an  invest¬ 
ment  in  stock  in  a  foreign  investment  company.  As  a  result  of  this 
provision  the  taxpayer  is  deemed  to  be  holding  stock  of  the  foreign 
investment  company.  The  trust  certificates  or  stock  are  to  be  treated 
under  section  1223  as  held  by  the  taxpayer  throughout  the  holding 
period  for  which  the  trust  or  domestic  corporation  held  stock  in  a 
foreign  investment  company,  but  limited  to  the  period  during  which 
the  taxpayer  held  such  trust  certificates  or  stock  in  the  domestic 
corporation.  Such  stock  is  deemed  to  be  held  by  him  in  the  same 
proportion  that  the  actual  investment  in  stock  in  a  foreign  investment 
company  by  the  trust  or  domestic  corporation  bears  to  the  total 
assets  of  such  trust  or  domestic  corporation.  For  example,  if  a 
domestic  corporation  has  an  investment  of  $20,000  in  stock  of  a 
foreign  investment  company  and  total  assets  of  $100,000,  the  pro¬ 
portion  of  the  domestic  corporation’s  investment  is  20  percent. 
Therefore,  20  percent  of  each  share  of  stock  in  such  corporation  will 
be  deemed  to  be  foreign  investment  stock  and  20  percent  of  the  gain, 
if  any,  resulting  from  the  sale  or  exchange  thereof,  will  be  subjected 
to  section  1246  treatment. 

(e)  Rules  relating  to  stock  acquired  from  a  decedent. — Paragraph  (1) 
of  subsection  (e)  sets  forth  the  manner  for  computing  the  basis  of 
stock  in  a  foreign  investment  company  which  is  acquired  from  a 
decedent  dying  alter  December  31,  1962,  and  treats  the  holding  period 
by  the  heir  or  successor  in  the  manner  provided  for  in  subsection  (c). 
Under  paragraph  (1)  of  subsection  (e)  the  stock’s  basis  determined 
under  section  1014  will  be  reduced  by  the  decedent’s  ratable  share  of 
the  company’s  earnings  and  profits  accumulated  in  taxable  years 
beginning  after  December  31,  1962.  For  example,  if  the  stock  had 
an  adjusted  basis  of  $100,  a  fair  market  value  of  $150  on  the  date  of 
the  decedent’s  death,  and  $30  was  the  decedent’s  ratable  share  of  the 
accumulated  earnings  and  profits  during  the  period  he  held  such 
stock  after  December  31,  1962,  the  person  acquiring  the  stock  from 
the  decedent  would  have  a  basis  of  $120  ($150  — $30).  In  no  case  is  the 
basis  determined  under  section  1014  to  be  reduced  below  the  adjusted 
basis  of  the  stock  in  the  hands  of  the  decedent  immediately  before 
his  death,  regardless  of  the  decedent’s  ratable  share  of  such  earnings. 
Thus,  in  the  above  example,  the  basis  could  not  be  reduced  below 
$100. 

The  stock  so  acquired  from  a  decedent  shall  be  treated  as  if  it  were 
held  throughout  the  holding  period  of  the  decedent  in  addition  to  the 
holding  period  of  the  person  acquiring  the  stock.  Thus,  in  effect,  the 
holding  period  of  the  decedent  is  tacked  onto  that  of  the  person 
acquiring  the  stock.  If,  in  the  example  illustrated  in  the  preceding 
paragraph,  the  stock  were  sold  immediately  after  acquisition  at  its 
fair  market  value  of  $150,  the  gain  of  $30  ($150  — $120)  would  be 
treated  as  gain  from  the  sale  of  property  which  is  not  a  capital  asset. 
If,  after  acquisition  the  stock  further  increased  in  value,  upon  a  sale  or 
exchange,  $30  plus  the  portion  of  the  gain  which  is  equal  to  the  tax¬ 
payer’s  ratable  share  of  the  accumulated  earnings  and  profits  of  the 
corporation  for  the  period  during  which  he  held  such  stock  would  be 
treated  in  the  same  manner. 
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In  the  event  the  decedent’s  executor  decides  to  determine  the  gross 
estate  under  section  2032  (relating  to  alternate  valuation),  for  purposes 
of  section  1246(e),  the  date  the  stock  is  so  valued  will  be  considered 
the  date  of  the  decedent’s  death.  Therefore,  the  basis  determined  at 
such  later  date  will  be  reduced  by  the  decedent’s  ratable  share  of  the 
earnings  and  profits  accumulated  during  the  period  precedmg  the  date 
of  his  death  and  the  earnings  and  profits  accumulated  during  the 
period  between  such  date  and  the  date  of  alternate  valuation. 

Paragraph  (2)  of  section  1246(e)  provides  that  if  foreign  investment 
company  stock  acquired  from  a  decedent  is  sold  or  exchanged  at  a 
gain  which  gam  is  subject  to  ordinary  income  treatment  under  sub¬ 
section  (a)  of  section  1246,  the  taxpayer,  under  regulations  prescribed 
by  the  Secretary  of  the  Treasury  or  his  delegate,  is  to  be  allowed  a 
deduction  from  gross  income,  for  the  taxable  year  of  the  sale  or 
exchange,  equal  to  that  portion  of  the  decedent’s  estate  tax  deemed 
paid  which  is  attributable  to  the  excess  of  (A)  the  value  at  which  such 
stock  was  taken  into  account  for  purposes  of  determining  the  value 
of  the  decedent’s  gross  estate,  over  (B)  the  value  at  which  it  would 
have  been  so  taken  into  account  if  such  value  had  been  reduced  by 
the  amount  representing  the  reduction  in  basis  described  in  para¬ 
graph  (1).  The  value  determined  in  (B)  is  actually  the  taxpayer’s 
basis  of  the  stock  as  determined  under  section  1246(e)(1).  The  pro¬ 
vision  of  paragraph  (1)  may  be  illustrated  by  the  following  example. 

Example 

The  gross  estate  of  a  decedent  dying  in  1963  was  $125,000,  which 
included  foreign  investment  company  stock  valued  at  $5,000.  Assum¬ 
ing  deductions  of  $10,000  and  an  exemption  of  $60,000,  the  taxable 
estate  amounted  to  $55,000.  The  estate  tax  paid  on  this  amount  is 
$8  250.  Assuming  that  the  decedent’s  share  of  earnings  and  profits 
accumulated  after  December  31,  1962,  was  $500  the  heir’s  basis  for 
such  stock  determined  under  section  1246(e)(1)  would  be  $4,500. 
If  the  heir  sold  such  stock  in  1963,  he  is  allowed  to  deduct  the  follow¬ 
ing  amount  from  his  1963  gross  income: 

Estate  tax  actually  paid  (on  taxable  estate  of  $55,000) - -  $8’  250 

Less:  Estate  tax  computed  by  reducing  the  gross  estate  by  $500  (tax 

on  taxable  estate  of  $54,500) - 


Amount  deducted  from  the  heir’s  gross  income -  1^5 

If  in  1963,  the  heir  had  sold  only  one-half  of  the  stock,  then  only  $62.50 
(one-half  of  $125)  could  have  been  deducted  from  his  gross  income. 

(f)  Information  with  respect  to  certain  foreign  investment  companies.-— 
Subsection  (f)  of  section  1246  requires  certain  U.S.  shareholders  of  a 
foreign  investment  company  to  furnish  with  respect  to  such  company 
such  information  as  the  Secretary  of  the  Treasury  or  his  delegate  shall 
bv  regulations  prescribe.  The  requirement  is  applicable  only  to  those 
ll.S.  persons  who  on  the  last  day  of  the  taxable  year  of  a  foreign 
investment  company  beginning  after  December  31,  1962,  own  5  per¬ 
cent  or  more  in  value  of  the  stock  of  such  company. 

(g)  Nonapplication  of  section  867  in  certain  cases. — Your  committee 
has  redesignated  subsection  (g)  of  section  1246  in  the  bill  as  passed  by 
the  House  as  subsection  (h)  and  has  added  a  new  subsection  (g)  which 
has  no  corresponding  provision  in  the  bill  as  passed  by  the  House. 
The  new  subsection  (g)  provides  that  if  a  registered  foreign  investment 
company  described  in  subsection  (b)  (1)  has  made  an  effective  election 


294 


REVENUE  ACT  OF  1962 


to  distribute  income  currently  under  section  1247  with  respect  to  tax¬ 
able  years  beginning  after  December  31,  1962,  then  section  367  will  not 
apply  in  respect  of  such  foreign  investment  company  if  the  company  is 
a  party  to  a  reorganization  (within  the  meaning  of  sec.  368)  in  which  all 
of  its  properties  are  acquired  before  January  1,  1964,  by  a  domestic 
corporation  which  is  a  regulated  investment  company  under  section 
851  for  its  first  taxable  year  ending  after  the  reorganization. 

(h)  Cross-reforence. — -Subsection  (h)  of  section  1246,  which  corre¬ 
sponds  to  subsection  (g)  in  the  bill  as  passed  by  the  House,  is  a  cross- 
reference  to  section  312(1)  of  the  code  (relating  to  effect  on  earnings  and 
profits  of  foreign  investment  companies)  which  is  added  by  section 
14(b)(1)  of  the  bill. 

SECTION  1247.  ELECTION  BY  FOREIGN  INVESTMENT  COMPANIES  TO 
DISTRIBUTE  INCOME  CURRENTLY 

Section  1247,  which  is  added  to  the  code  by  section  14(a)  of  the 
bill,  provides  that  section  1246  will  not  apply  to  the  shareholders  of 
a  registered  foreign  investment  company  if  such  company  makes  the 
election  provided  for  by  section  1247,  and  if  the  shareholders  include 
in  their  income  their  pro  rata  share  of  the  excess  of  the  net  long-term 
capital  gain  over  the  net  short-term  capital  loss  of  the  company  for 
each  taxable  year. 

(a)  Election  by  foreign  investment  company. — Section  1247(a)(1)  pro¬ 
vides  that  if  a  foreign  investment  company  of  the  type  defined  in 
section  1246(b)(1)  (relating  to  registered  foreign  investment  com¬ 
panies)  makes  the  election  provided  by  section  1247,  section  1246 
will  not  apply  with  respect  to  its  qualified  shareholders  during  any 
taxable  year  of  the  company  to  which  the  election  is  effective.  Such 
election  must  be  made  on  or  before  December  31,  1962,  in  the  manner 
provided  in  regulations  prescribed  by  the  Secretary  of  the  Treasury 
or  his  delegate.  The  election  commits  the  company  to  fulfill  the 
requirements  provided  in  subparagraphs  (A),  (B),  and  (C)  of  sub¬ 
section  (a)  (1)  for  each  taxable  year  beginning  after  December  31,  1962. 

Under  subparagraph  (A),  the  company  elects  to  distribute  to  its 
shareholders  during  each  taxable  year  at  least  90  percent  of  its  tax¬ 
able  income  for  such  year.  For  this  purpose,  taxable  income  is  the 
amount  determined  as  if  such  company  were  a  domestic  corporation 
but  with  the  adjustments  provided  in  subparagraph  (A)  of  para¬ 
graph  (2). 

Under  subparagraph  (B),  the  bill  provided  that  the  company  elects 
to  designate,  in  a  written  notice  mailed  to  its  shareholders  at  any 
time  before  30  days  after  the  close  of  its  taxable  }rear,  the  pro  rata 
amount  of  the.  excess  of  the  net  long-term  capital  gain  over  the  net 
short-term  capital  loss  and  the  portion  thereof  which  is  being  distrib¬ 
uted.  The  bill  as  amended  by  your  committee  provides  that  the 
written  notice  shall  be  mailed  at  any  time  before  45  days  after  the  close 
of  such  taxable  year.  Such  determinations  are  to  be  made  as  if  such 
company  were  a  domestic  corporation. 

Under  subparagraph  (C) ,  the  company  elects  to  provide  such  infor¬ 
mation  as  the  Secretary  of  the  Treasury  or  his  delegate  deems  necessary 
to  carry  out  the  purposes  of  section  1247. 

Paragraph  (2)  (A)  of  subsection  (a)  provides  special  rules  for  com¬ 
puting  taxable  income  under  paragraph  (1)(A). 
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Subparagraph  (A)  states  that  such  taxable  income  will  be  deter¬ 
mined  without  regard  to — 

(i)  the  excess  of  the  net  long-term  capital  gain  over  net  short¬ 
term  capital  loss  for  the  taxable  year, 

(ii)  the  net  operating  loss  deduction  under  section  172,  and 

(iii)  the  deductions  provided  in  part  VIII  of  subchapter  B 
(relating  to  special  deductions  for  corporations),  other  than  the 
deduction  provided  in  section  248  (relating  to  organizational 
expenses) . 

Paragraph  (2)  (B)  provides  that  in  determining  the  amount  of  the 
distribution  made  under  paragraph  (1)(A),  a  distribution  made  after 
the  close  of  the  taxable  year  but  on  or  before  the  15th  day  of  the  third 
month  of  the  next  taxable  year  will  be  treated  by  the  company  (but 
not  by  its  shareholders)  as  distributed  during  the  earlier  year  to  the 
extent  elected  by  the  company  on  or  before  the  15th  day  of  such  third 
month.  Such  election  is  to  be  made  in  accordance  with  regulations 
prescribed  by  the  Secretary  of  the  Treasury  or  his  delegate. 

Subparagraph  (C)  of  paragraph  (2)  provides  that  for  purposes  of 
making  the  computations  under  paragraph  (1)(B),  any  capital  loss 
under  section  1212  incurred  prior  to  the  first  effective  year  of  the 
election  will  not  be  carried  forward  to  the  period  for  which  the  election 
is  effective. 

(b)  Years  to  which  election  applies.— Subsection  (b)  of  the  new  sec¬ 
tion  1247  provides  that  the  election  is  to  terminate  starting  with  the 
first  day  of  the  first  taxable  year  in  which — 

(1)  the  company  fails  (unless  it  is  shown  that  such  failure  is  due 
to  reasonable  cause  and  not  due  to  willful  neglect)  at  any  time  to 
comply  with  any  of  the  requirements  set  forth  in  subsection  (a)(1), 

(2)  the  company  is  a  foreign  personal  holding  company,  or 

(3)  the  company  is  not  a  registered  foreign  investment  com¬ 
pany  as  described  in  section  1246(b)(1). 

It  is  recognized  that  some  registered  foreign  investment  companies 
may  experience  difficulties  in  ascertaining  the  extent  to  which  dis¬ 
tributions  which  they  receive  on  investments  in  stocks  of  other  foreign 
corporations  represent  income  to  them  under  the  standards  of  the 
Internal  Revenue  Code;  for  example,  this  may  be  true  with  respect 
to  distributions  from  foreign  mining  companies.  The  bill  provides 
in  section  1247(b)(1)  that  the  company  will  not  be  disqualified  under 
section  1247  if  its  failure  to  distribute  90  percent  of  its  income  is  due 
to  reasonable  cause  and  not  due  to  willful  neglect.  If  in  determining 
its  income,  the  company  relies  in  good  faith  upon  estimates  and 
opinions  of  independent  certified  public  accountants  or  other  experts 
which  are  also  used  for  purposes  of  its  financial  statements  filed  with 
the  Securities  and  Exchange  Commission  under  the  Investment 
Company  Act  of  1940,  such  reliance  would  constitute  reasonable 
cause  for  this  purpose. 

(c)  Qualified  shareholders—  Paragraph  (1)  of  subsection  (c)  of  sec¬ 
tion  1247  defines  a  “qualified  shareholder”  to  mean  a  shareholder 
who  is  a  U.S.  person  (as  defined  in  sec.  7701(a)(30),  added  by  sec.  7 (h) 
of  the  bill)  other  than  a  shareholder  described  in  paragraph  (2). 

Paragraph  (2)  provides  that  a  U.S.  person  is  not  to  be  treated  as  a 
qualified  shareholder  for  his  taxable  year  if  for  such  taxable  year  (or 
for  any  prior  taxable  year)  he  fails  to  include  (in  computing  his  long¬ 
term  capital  gains  in  his  return  for  such  taxable  year)  the  amount 
designated  by  the  company  as  his  pro  rata  share  of  the  undistributed 
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portion  of  the  excess  of  the  net  long-term  capital  gain  over  the  net 
short-term  capital  loss  of  the  company  for  the  company’s  taxable  year 
ending  within  or  with  the  shareholder’s  taxable  year.  Once  a  taxpayer 
fails  to  comply  with  the  provisions  of  this  paragraph  in  determining  his 
status  as  a  qualified  shareholder,  he  loses  the  benefits  of  a  qualified 
shareholder  for  the  duration  of  the  election  and  section  1246  will  apply 
when  he  sells  or  exchanges  the  stock  of  the  foreign  investment  com¬ 
pany  at  a  gain.  However,  if  a  taxpayer  can  show  that  the  failure  to 
include  his  share  of  the  undistributed  capital  gains  in  his  return  was 
due  to  reasonable  cause  and  not  due  to  willful  neglect,  he  will  continue 
to  be  treated  as  a  qualified  shareholder. 

(d)  Treatment  of  distributed  and  undistributed  capital  gains  by 
qualified  shareholders. — -Your  committee  has  redesignated  subsection 
(d)  (relating  to  adjustments)  of  the  new  section  1247  as  subsection  (e) 
and  has  substituted  a  new  subsection  (d)  which  has  no  corresponding 
provision  in  the  bill  as  passed  by  the  House.  The  new  subsection  (d) 
provides  rules  for  the  treatment  at  the  shareholder  level  of  the  dis¬ 
tributed  and  undistributed  portions  of  certain  capital  gains  of  a 
foreign  investment  company.  Such  capital  gains  are  the  excess  of 
the  net  long-term  capital  gain  over  the  net  short-term  capital  loss  for 
each  taxable  year  of  a  foreign  investment  company  with  respect  to 
which  an  election  pursuant  to  subsection  (a)  is  in  effect.  These  rules 
for  the  treatment  of  such  gains  apply  only  to  shareholders  of  such 
company  who  are  qualified  shareholders  within  the  meaning  of 
subsection  (c) . 

Paragraph  (1)  of  subsection  (d)  provides  that  every  qualified 
shareholder  of  such  company  shall  include  his  pro  rata  share  of  the 
distributed  portion  of  such  capital  gains  of  such  company  in  com¬ 
puting  his  long-term  capital  gams  for  his  taxable  year  in  which  such 
distributed  portion  is  received.  Rules  of  existing  law  will  continue 
to  apply  with  respect  to  the  receipt  of  such  amounts  by  shareholders 
who  are  not  qualified  shareholders  within  the  meaning  of  subsec¬ 
tion  (c).  Accordingly,  an  unqualified  shareholder  would  treat  his 
pro  rata  share  of  the  distributed  portion  of  such  capital  gains  as 
dividend  income  taxable  at  ordinai'y  income  rates. 

Paragraph  (2)  of  subsection  (d)  provides  that  every  qualified 
shareholder  of  such  company,  in  computing  his  long-term  capital 
gains  for  his  taxable  year  in  which  or  with  which  the  taxable  year 
of  the  company  ends,  shall  include  his  pro  rata  share  of  the  undis¬ 
tributed  portion  of  such  capital  gains  for  the  taxable  year  of  the 
company. 

(e)  Adjustments. — -Subsection  (e)  of  the  new  section  1247,  which 
corresponds  to  subsection  (d)  ha  the  bill  as  passed  by  the  House, 
provides  that  proper  adjustment,  under  regulations  prescribed  by  the 
Secretary  of  the  Treasury  or  his  delegate,  shall  be  made  to  reflect  the 
inclusion  in  gross  income  of  a  qualified  shareholder  of  his  pro  rata  share 
of  the  undistributed  portion  of  such  capital  gains  under  subsection 

(d)(2). 

Under  paragraph  (1),  the  bill  as  passed  by  the  House  provided 
that  such  adjustment  shall  be  made  to  the  earnings  and  profits  of 
the  electing  foreign  ha  vestment  company.  The  bill  as  reported  provides 
in  addition  that  such  adjustment  shall  be  loaade  to  a  qualified 
shareholder’s  ratable  share  of  such  earnings  and  profits. 

Paragraph  (2),  provides  that  adjustment  shall  also  be  made  to  the 
adjusted  basis  of  stock  held  by  qualified  shareholders  of  the  company. 
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(f)  Election  by  -foreign  investment  company  with  respect  to  joreign  tax 
credit. — Subsection  (f)  of  the  new  section  1247,  for  which  there  is  no 
corresponding  provision  in  the  bill  as  passed  by  the  House,  provides 
that  certain  foreign  investment  companies  may  elect  to  be  treated  as 
conduits  for  the  purposes  of  income,  war  profits,  and  excess  profats 
taxes  described  in  section  901(b)(1)  which  such  companies  pay  to 
foreign  countries  and  possessions  of  the  United  States.  If  such  an 
election  is  made,  the  qualified  shareholders  may  apply  their  propor¬ 
tionate  shares  of  such  foreign  taxes  either  as  a  credit  under  section 
901  or  as  a  deduction  under  section  164(a)  to  the  same  extent  as  it 
they  had  paid  such  foreign  taxes.  The  election  may  be  made  by  a 
foreign  investment  company  for  any  taxable  year  with  respect  to 
which  an  election  pursuant  to  subsection  (a)  is  in  effect,  if  more  than 
50  percent  of  the  value  of  the  company’s  total  assets  at  the  close  of 
such  taxable  year  consists  of  stock  or  securities  in  f  oreign  corporations. 
The  conduit "  treatment  provided  in  this  subsection  is  not  available 
with  respect  to  taxes  deemed  to  have  been  paid  under  section  902 
(relating  to  the  credit  allowed  to  corporate  shareholders  of  a  foreign 

corporation  for  taxes  paid  by  such  foreign  corporation). 

If  a  foreign  investment  company  for  a  taxable  year  elects  the 
conduit  treatment  for  foreign  taxes  under  subsection  (f),  the  deter- 
mination  of  whether  the  election  under  subsection  (a)  is  in  effect  lor 
such  taxable  year  is  made  in  accordance  with  the  rules  provided  in 
paragraph  (1)  of  subsection  (f).  Under  these  rules,  taxable  income  of 
the  foreign  investment  company  is  computed  without  any  deductions 
for  income,  war  profits,  or  excess  profits  taxes  (which  are  described 
in  sec.  901(b)(1))  paid  to  foreign  countries  or  possessions  of  the 
United  States  and  the  amount  of  such  taxes  are  treated  as  distributed 
to  shareholders  for  purposes  of  satisfying  the  requirement  in  subsec¬ 
tion  (a)  (1)  (A)  that  at  least  90  percent  of  taxable  income  be  distributed. 

Under  paragraph  (2)  of  subsection  (f),  each  qualified  shaieholdei  of 
the  foreign  investment  company  making  the  election  under  this 
subsection  is  required  to  include  in  his  gross  income  and  treat  as  paid 
by  him  his  proportionate  share  of  foreign  taxes  described  in  subsection 
(f)(1)(A)  which  were  paid  by  the  foreign  investment  company  For 
purposes’ of  applying  the  foreign  tax  credit,  the  qualified  shareholder 
shall  treat  his  proportionate  share  of  such  taxes  as  having  been  paid  to 
the  country  in  which  the  foreign  investment  company  is  incorporated. 

(g)  Notice  to  shareholders . — Subsection  (g)  of  section  1247,  for  which 
there  is  no  corresponding  provision  in  the  bill  as  passed  by  the  House, 
provides  that  the  amounts  to  be  treated  by  a  qualified  shareholder,  lor 
purposes  of  subsection  (f)(2),  as  his  proportionate  shaie  of  taxes  de¬ 
scribed  in  subsection  (f)  (1)  (A)  paid  by  the  foreign  investment  company 
shall  not  exceed  the  amounts  designated  by  the  foreign  investment 
company  in  a  written  notice  mailed  to  its  shareholders  not  later  than 
45  days  after  the  close  of  its  taxable  year. 

(h)  Manner  of  making  election  and  notifying  shareholders.  1  fais  sub¬ 
section  which  has  no  corresponding  provision  in  the  bill  as  passed  by 
the  House,  provides  that  the  election  by  the  foreign  investment  com¬ 
pany  to  make  the  foreign  tax  credit  available  to  its  shareholders  under 
subsection  (f)  and  the  notice  to  its  shareholders  of  the  designation  of 
certain  amounts  under  subsection  (g)  shall  be  made  in  the  mannei  pio- 
vided  in  regulations  to  be  prescribed  by  the  Secretary  of  the  treasury 
or  his  delegate. 
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(i)  Loss  on  sale  or  exchange  oj  certain  stock  held  less  than  6  months. — 
Subsection  (i)  which  is  identical  to  subsection  (e)  of  section  1247  of 
the  bill  as  passed  by  the  House,  provides  that  if  a  share  of  stock  is  held 
by  a  qualified  shareholder  for  less  than  6  months  and  if  he  treats  any 
amount  designated  under  section  1247(a)(1)(B)  as  long-term  capital 
gain  with  respect  to  such  shares,  then  any  loss  on  the  sale  or  exchange 
of  such  share  (to  the  extent  of  the  amount  so  treated  as  long-term 
capital  gain)  shall  be  treated  as  loss  from  the  sale  or  exchange  of  a 
capital  asset  held  for  more  than  6  months.  For  example,  on  December 
20,  1963,  A  purchases  a  share  of  stock  in  corporation  F,  an  electing 
foreign  investment  company,  for  $50.  Corporation  F  (which  is  on  a 
calendar-year  basis)  designates  A’s  share  of  its  long-term  capital  gains 
for  the  year  1963  as  being  $5.  No  distribution  with  respect  to  capital 
gains  is  made.  A,  therefore,  includes  $5  in  computing  his  long-term 
capital  gains  in  his  return  for  1963.  On  January  10,  1964,  A  sells 
such  share  for  $49.  Since  A  has  a  basis  of  $55  (the  $50  original  cost 
plus  the  $5  capital  gain  included  in  income  but  not  distributed)  the 
sale  results  in  a  loss  of  $6.  Subsection  (e)  treats  $5  of  this  loss  as  a 
long-term  capital  loss. 

SECTION  14.  FOREIGN  INVESTMENT  COMPANIES 

(Continued) 

(b)  Conforming  amendments. — Paragraph  (1)  of  section  14(b)  of 
the  bill  amends  section  312  of  the  1954  Code  (relating  to  effect  on 
earnings  and  profits)  by  adding  after  subsection  (k)  thereof  a  new  sub¬ 
section  (1). 

Paragraph  (1)  of  subsection  (1)  provides  that  upon  the  sale  or  ex¬ 
change  oi  stock  in  a  foreign  investment  company  by  a  shareholder 
who  is  a  U.S.  person,  if  such  foreign  investment  company  is  a  member 
of  an  affiliated  group  (as  defined  in  par.  (2)),  then  the  accumulated 
earnings  and  profits  of  all  member  companies  are  to  be  allocated 
under  regulations  prescribed  by  the  Secretary  of  the  Treasury  or 
his  delegate,  in  such  a  manner  as  to  carry  out  the  purposes  of  section 
1246. 

Paragraph  (2)  of  subsection  (1)  defines  the  term  “affiliated  group” 
for  purposes  of  subsection  (1)(1)  to  have  the  same  meaning  as  such  term 
has  in  section  1504(a)  except  that  (A)  “more  than  50  percent”  is 
siibsti tuted  lor  “80  percent  or  more”  wherever  appearing  in  section 
1504(a),  and  (B)  all  corporations  are  treated  as  includible  corporations 
without  regard  to  section  1504(b). 

Paragraph  (3)  of  new  subsection  (1)  provides  a  rule  governing  the 
reduction  in  the  earnings  and  profits  of  a  foreign  investment  company 
as  a  result  of  amounts  distributed  by  a  foreign  investment  company 
in  a  partial  liquidation  or  in  redemptions  to  which  section  302(a)  or 
303  applies.  The  portion  of  the  distribution  which  is  chargeable  to 
earnings  and  profits  shall  be  an  amount  which  is  not  in  excess  of  the 
redeemed  stock’s  ratable  share  of  the  earnings  and  profits  of  the  com¬ 
pany  accumulated  after  February  28,  1913.  The  effect  of  this  pro¬ 
vision  is  to  allocate  to  each  share  of  stock  (whether  or  not  redeemed) 
an  equal  amount  ol  the  company’s  accumulated  earnings  and  profits 
at  the  time  ol  the  redemption.  Paragraph  (3)  of  subsection  (1)  applies 
only  to  such  distributions  made  after  December  31,  1962.  The  ap¬ 
plication  of  subsection  (1)(3)  of  section  312  may  be  illustrated  by  the 
following  example :  Corporation  F,  a  foreign  investment  company,  has 
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accumulated  earnings  and  profits  of  $10,000  on  December  31,  1963, 
on  which  date  corporation  F  redeems  shareholder  A’s  stock  for  cash 
in  the  amount  of  $4,000.  A  is  a  20-percent  shareholder.  Under  the 
amendment  the  earnings  and  profits  of  the  corporation  are  reduced  by 
only  $2,000  (20  percent  of  $10,000). 

Paragraph  (2)  of  section  14(b)  of  the  bill  amends  section  751(d)(2) 
of  the  code  (relating  to  inventory  items  of  a  partnership  which  have 
appreciated  substantially  in  value)  by  adding  new  subparagraphs  (C) 
and  (D)  which  provide  treatment  for  the  sale  or  exchange  oi  an  in¬ 
terest  in  a  partnership  which  holds  stock  in  a  foreign  investment 
company.  The  amendment  treats  foreign  investment  company  stock 
as  an  inventory  item  of  the  partnership  under  subsection  (d)(2)  of 
section  751.  If  an  interest  in  a  partnership,  holding  stock  in  a  foreign 
investment  company,  is  sold  or  exchanged,  and  if  section  1246(a) 
would  apply  to  the  gain  on  the  sale  or  exchange  of  such  stock  were 
such  stock  sold  or  exchanged  by  the  partnership,  the  amount  received 
for  such  interest  which  is  attributable  to  the  inventory  items  under 
section  751(d)(2)  (including  foreign  investment  company  stock)  will 
be  taxed  at  ordinary  income  rates,  provided  under  section  751(d)(1) 
the  substantial  appreciation  tests  for  inventory  items  of  the  partner¬ 
ship  are  satisfied. 

Paragraph  (3)  of  section  14(b)  of  the  bill  amends  section  1223  of 
the  code  (relating  to  holding  period  of  property)  by  redesignating 
paragraph  (10)  as  paragraph  (11)  and  adding  a  new  paragraph  (10). 
Paragraph  (10)  requires  a  taxpayer  in  determining  the  period  for 
which  he  held  certain  trust  certificates  to  which  section  1246(d) 
applies  (relating  to  entities  holding  foreign  investment  company 
stock),  or  the  period  for  which  he  held  stock  to  which  such  section 
applies,  to  include  the  period  for  which  the  trust  or  corporation  held 
the  stock  of  foreign  investment  companies. 

(c)  Effective  date—  Subsection  (c)  of  section  14  of  the  bill  provides 
that  the  amendments  made  by  section  14  are  to  apply  with  respect 
to  taxable  years  beginning  after  December  31,  1962. 

SECTION  15.  GAIN  FROM  CERTAIN  SALES  OR  EXCHANGES 
OF  STOCK  IN  CERTAIN  FOREIGN  CORPORATIONS 

(a)  Treatment  of  gain  from  the  redemption,  cancellation,  or  sale  of 
stock  in  certain  foreign  corporations. — -Subsection  (a)  of  section  1 5  of 
the  bill,  corresponding  to  section  16  of  the  bill  as  passed  by  the  House, 
amends  part  IV  of  subchapter  P  of  chapter  1  (relating  to  special  rules 
for  determining  capital  gains  and  losses)  by  adding  alter  section  1247 
(as  added  by  sec.  14  of  the  bill)  a  new'  section  1248. 

SECTION  1248.  GAIN  FROM  CERTAIN  SALES  OR  EXCHANGES  OF  STOCK  IN 
CERTAIN  FOREIGN  CORPORATIONS 

Section  1248  provides  that  gain  recognized  on  the  sale  or  exchange 
of  stock  by  a  U.S.  person  owning  10  percent  or  more  of  the  voting 
stock  of  a  foreign  corporation  shall  be  included  in  gross  income  of  such 
person  as  a  dividend  to  the  extent  of  the  earnings  and  profits  of  the 
foreign  corporation  attributable  to  the  period  the  stock  sold  or  ex¬ 
changed  was  held  by  such  person  while  the  foreign  corporation  was  a 
controlled  foreign  corporation.  Section  1248  also  provides  a  limita- 
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tion  on  the  amount  of  tax  payable  by  a  U.S.  person  who  is  an  indi¬ 
vidual,  as  defined  in  section  7701(a)  (30)  (A)  (added  by  sec.  7  of  the 
bill) ,  and  special  rules  for  determining  earnings  and  profits  of  a  foreign 
corporation  for  purposes  of  this  section. 

(a)  General  rule. — Subsection  (a)  of  section  1248  provides  two  pre¬ 
requisites  to  the  application  of  the  section.  First,  a  U.S.  person,  as 
defined  in  section  7701  (a)  (30),  must  sell  or  exchange  stock  in  a  foreign 
corporation.  For  this  purpose,  distributions  under  section  302, 
relating  to  distributions  in  redemption  of  stock,  or  section  331, 
relating  to  complete  or  partial  liquidations  of  a  corporation,  are  treated 
as  exchanges.  Second,  a  U.S.  person  must  have  owned  within  the 
meaning  of  section  958  (added  by  sec.  12  of  the  bill),  10  percent  or 
more  of  the  total  combined  voting  power  of  all  class  of  stock  entitled 
to  vote  of  the  foreign  corporation  at  any  time  during  the  5-year  period 
ending  on  the  date  of  sale  or  exchange,  and  the  foreign  corporation 
must  have  been  a  controlled  foreign  corporation,  as  defined  in  section 
957  (added  by  sec.  12  of  the  bill),  on  such  date.  If  these  conditions 
are  satisfied,  section  1248(a)  requires  that  if  a  gain  is  recognized  by 
the  U.S.  person  on  the  sale  or  exchange  of  the  stock  of  the  foreign 
corporation,  such  amount  of  the  gain  as  does  not  exceed  the  U.S. 
person’s  proportionate  share  of  the  earnings  and  profits  of  the  foreign 
corporation  attributable  (under  regulations  prescribed  by  the  Secre¬ 
tary  of  the  Treasury  or  his  delegate)  to  the  stock  sold  or  exchanged 
which  were  (1)  accumulated  in  taxable  years  of  the  foreign  corporation 
beginning  after  December  31,  1962,  (2)  during  the  period  or  periods 
the  stock  sold  or  exchanged  was  held  by  such  person,  and  (3)  while 
such  foreign  corporation  was  a  controlled  foreign  corporation,  shall 
be  included  in  gross  income  of  the  U.S.  person  as  a  dividend.  Section 
1248  will  not  apply  to  exchanges  in  which  gain  is  not  recognized,  for 
example,  exchanges  described  in  sections  332,  351,  354,  355,  or  361  of 
the  code,  if  before  such  exchange,  as  prescribed  in  section  367,  it  has 
been  established  to  the  satisfaction  of  the  Secretary  of  the  Treasury 
or  his  delegate  that  such  exchange  is  not  in  pursuance  of  a  plan  having 
as  one  of  its  principal  purposes  the  avoidance  of  Federal  income  taxes. 

To  the  extent  gain  is  included  in  gross  income  as  a  dividend,  the 
pertinent  rules  of  subpart  A  of  part  III  of  subchapter  N,  relating 
to  foreign  tax  credits,  apply.  Thus,  foreign-tax  credits  for  amounts 
allowed  under  section  901(b)  with  respect  to  taxes  paid,  and  section 
902  with  respect  to  taxes  deemed  to  be  paid,  are  allowable  if  the 
U.S.  person  chooses  to  have  the  benefits  of  such  sections.  That  part 
of  the  gain  in  excess  of  the  amount  included  in  gross  income  as  a 
dividend  under  section  1248  is  treated  as  provided  by  the  code  with¬ 
out  regard  to  new  section  1248  and  there  is  no  foreign  tax  credit  with 
respect  to  taxes  paid  by  the  foreign  corporation  as  to  the  portion  of 
the  gain  that  is  not  a  dividend. 

The  bill  as  passed  by  the  House  would  have  treated  as  a  dividend 
gain  attributable  to  earnings  and  profits  of  foreign  corporations  accu¬ 
mulated  after  February  28,  1913,  and  in  taxable  years  of  such  corpo¬ 
rations  ending  on  or  before  December  31,  1962,  or  gain  attributable 
to  earnings  and  profits  of  foreign  corporations  for  periods  during  which 
a  U.S.  person  was  a  shareholder  in  a  foreign  corporation  at  a  time 
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when  the  foreign  corporation  was  not  a  controlled  loreign  corporation. 
The  bill  as  passed  by  the  House  contained  no  provision  for  the  allow¬ 
ance  of  a  foreign  tax  credit  in  the  case  of  the  sale  or  exchange,  other 
than  in  redemption  or  liquidation,  of  stock  in  a  controlled  foreign 

C° The "applicatio n  of  this  subsection  may  be  illustrated  by  the  follow- 

°Example  1. — A,  an  individual  U.S.  person,  is,  and  always  has 
been,  the  sole  shareholder  of  foreign  corporation  X.  X  wm  >rgamzed 
on  January  1,  1961,  and  had  earnings  and  profits  of  $100  m  the  taxable 
vear  ending  December  31,  1961,  $200  m  taxable  year  1962,  and  $50 
in  taxable  vear  1963.  A  sold  all  liis  stock,  a  capital  asset,  i Jncorg;ta‘ 
tion  X  on  December  31,  1963,  and  realized  a  gam  of  $400.  bitty 
dollars  of  the  total  gain  (A’s  share  of  the  earnings  and  profits  ol  X  tor 
taxable  year  1963)  is  includible  in  gross  income  of  A  as  a  dividend  and 
$350  is  includible  in  gross  income  of  A  as  gain  from  the  sale  or  exchange 
of  a  capital  asset  held  for  more  than  6  months. 

Example  Assume  the  same  facts  as  m  example  1,  except  that 
A  sold  one-half  of  his  shares  in  corporation  X  on  December  31 
1963  rather  than  his  entire  stock  interest,  and  realized  a  gam  of  $150. 
Twenty-five  dollars  of  the  total  gain  is  includible  in  gross  income  of  A 
as  a  dividend  and  the  remaining  $125  of  gain  is  includible  in  gross  in¬ 
come  of  A  as  gain  from  the  sale  or  exchange  of  a  capital  asset  held  for 

more  than  6  months.  .  T 

Example  3. — U.S.  person  A,  a  domestic  corporation,  on  January  1, 

1963  owned  35  shares  of  stock  in  corporation  X,  a  foreign  corpora- 
tion 'which  was  not  a  less  developed  country  corporation  lbe 
remaining  shares  of  X  stock  were  held  byU.S  individual  B  10  shares, 
and  foreign  corporation  M,  55  shares.  On  January  1,  1964,  A  pu 
chased  10  shari  of  corporation  X  stock  from  M  and  on  January  1, 
1965,  A  purchased  10  shares  of  corporation  X  stock  from  13.  Dorpo 
ration  X  had  earnings  and  profits  of  $100  in  each  of  the  years  1963 

1964  and  1965  after  payment  of  foreign  income  tax  of  $25  in  eacli  sued 
year ’(20-percent  rate) .  A  sold  all  its  stock  in  corporation  X,  55  shares 
on  December  31,  1965,  and  realized  a  total  gain  of  $500  Of  the i  total 
gain  $100  (45  percent  of  the  earnings  and  profits  of  1964  and  55 
percent  of  the  earnings  and  profits  of  1965  (corporation  X  was  not  a 
controlled  foreign  corporation  in  1963))  is  includible  m  gross  income 
of  A  as  a  dividend  and  $400  is  includible  in  gross  income  of  A  as  gain 
from  the  sale  or  exchange  of  a  capital  asset  held  for  more  than 
months.  A,  being  a  domestic  corporation  and  owning  at  least  10 
percent  of  the  voting  stock  of  foreign  corporation  X,  could  choose 
the  foreign  tax  credit  benefits  of  the  code.  Therefore,  since  foieign 
corporation  X  had  paid  a  foreign  income  tax  of  25  percent  on ^the 
amount  includible  in  income  as  a  dividend,  the  inclusion  of  an  amo 
under  section  1248  would  result  m  a  net  additional  Federal income 
tax  of  32  percent  (assuming  an  effective  U.S.  tax  rate  of  52  peicen  ) 
of  the  grossed-up  amount  included  m  gross  income,  a  tax .  re 
equivalent  to  that  which  would  have  followed  a  distribution  of 
earnings  and  profits  to  A  by  the  controlled  foreign  corporation.  I  he 
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amount  of  tax  payable  under  this  chapter  would  be  computed  as 
lollows: 


Amount  includible  in  gross  income  as  a  dividend 

Amount  included  in  gross  income  under  sec.  78' 
1965:  $25X55/100.  . 

1964:  $25X45/100 _ """" 


$100.  00 


$13.  75 
11.  25 


Total  foreign  tax  paid  with  respect  to  $100 


25.  00 


Total  amount  included  in  gross  income 


125.  00 


Tentative  U.S.  tax  (at  52  percent  rate) 
Foreign  tax  credit  (sec.  902) _ 


65.  00 
25.  00 


Example  4  •  Assume  the  same  facts  as  in  example  3  except  that 
a  sold  30  shares  ol  corporation  X  stock,  rather  than  55  shares,  upon 
winch  A  realized  a  total  gain  of  $300.  The  shares  sold  represented  10 
shares  purchased  from  B  on  January  1,  1965,  10  shares  purchased 
from  corporation  M  on  January  1,  1964,  and  10  shares  owned  by  A  on 
January  1 ,  1963.  Of  the  total  gain,  $50  (20  percent  of  the  earnings 
and  profits  of  1964  ($20)  and  30  percent  of  the  earnings  and  profits  of 
1965  ($30))  is  includible  in  gross  income  of  A  as  a  dividend,  and  $250 
is  includible  as  gain  from  the  sale  or  exchange  of  a  capital  asset  held 
for  more  than  6  months. 


(bj  Limitation  of  tax  applicable  to  individuals. — Subsection  (b)  of 
section  1248,  for  which  there  is  no  corresponding  provision  in  the  bill 
as  passed  by  the  House,  provides  for  a  limitation  of  Federal  income 
tax  resulting  from  the  inclusion  in  gross  income  of  an  individual  U.S. 
person  of  an  amount  as  a  dividend  under  the  provisions  of  section 
1248(a). 

Paragraph  (1)  of  section  1248(b)  provides  that  the  tax  attributable 
to  an  amount  included  in  the  gross  income  of  a  U.S.  person  in  accord¬ 
ance  with  the  provisions  of  section  1248(a)  shall  not  be  greater  than 
an  amount  described  in  paragraph  (2)  or  paragraph  (3),  whichever 
is  lesser. 


Paragraph  (2)  of  section  1248(b)  applies  if  the  stock  sold  or 
exchanged,  including  distributions  treated  as  exchanges  under  sections 
302  oi  531,  is  a  capital  asset,  within  the  meaning  of  section  1221  and 
such  stock  has  been  held  by  the  U.S.  person  for  more  than  6  months 
if  these  conditions  are  met,  the  limitations  of  tax  applicable  to  an 
amount  includible  in  gross  income  of  an  individual  PCS.  person  under 
section  1248(a)  is  an  amount  equal  to  the  sum  of  the  amounts  deter¬ 
mined  under  subparagraphs  (A)  and  (B)  of  section  1248(b)(2),  if  such 
amount  is  less  than  the  amount  determined  under  paragraph  (3)  of 
section  1248(b).  v  ' 

Subparagraph  (A)  of  section  1248(b)(2)  provides  for  an  amount 
equal  to  a  pro  rata  share  of  the  excess  of  an  amount  determined  under 
the  provisions  of  clause  (i)  over  an  amount  determined  under  the 
provisions  of  clause  (ii). 

Clause  (i)  of  section  1248(b)(2)(A)  provides  for  an  amount  equal 
to  the  taxes  that  would  have  been  paid  by  the  foreign  corporation 
had  it  been  taxed  under  chapter  1  as  a  domestic  corporation  for 
tfie  penod  or  periods  the  stock  sold  or  exchanged  was  held  by  the 
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U.S.  person  while  the  foreign  corporation  was  a  controlled  foreign 
corporation  in  taxable  years  beginning  after  December  31,  1962. 
In  determining  the  amount  of  Federal  income  tax  the  foreign  corpora¬ 
tion  would  have  paid  as  a  domestic  corporation,  the  nature  and  amount 
of  income  of  the  foreign  corporation  will  be  determined  under  the 
provisions  of  the  code  as  it  relates  to  domestic  corporations.  Thus, 
gain  on  the  sale  of  a  capital  asset  held  for  more  than  6  months  is 
considered  long-term  capital  gain,  so  much  oi  taxable  income  as  does 
not  exceed  $25,000  is  exempt  from  surtax,  etc.  However,  no  deduc¬ 
tion  or  credit  will  be  allowable  from  gross  income  for  income,  war 
profits,  or  excess  profits  taxes  paid  by  the  foreign  corporation.  In¬ 
come,  deductions,  credits,  or  allowances  will  be  taken  into  account 
only  for  the  period  or  periods  the  stock  sold  or  exchanged  was  held 
by  the  U.S.  person  in  taxable  years  beginning  after  December  31, 
1962,  while  the  foreign  corporation  was  a  controlled  foreign  corpora¬ 
tion,’  adjusted  for  distributions  and  amounts  previously  included 
in  o' r oss  income  of  a  U.S.  shareholder  under  section  951. 

Clause  (ii)  of  section  1248(b)(2)(A)  provides  for  an  amount  equal 
to  the  income,  war  profits,  or  excess  profits  taxes  paid  by  the  foreign 
corporation  with  respect  to  income  included  in  gross  income  under 

section  1248(a).  , 

Subparagraph  (B)  of  section  124S  (b)(2)  provides  for  an  amount  equal 
to  a  tax  that  would  result  by  including  in  gross  income  of  the  individual 
U.S.  person,  as  gain  from  the  sale  or  exchange  of  a  capital  asset,  an 
amount  equal  to  the  amount  included  in  gross  income  in  accordance 
with  the  provisions  of  section  1248(a),  reduced  by  the  amount  de¬ 
termined  under  subparagraph  (A)  of  section  1248(b)(2). 

The  application  of  section  124S(b)(2)  may  be  illustrated  by  the 
following  example  involving  individual  U.S.  person  A  who  owns  100 
percent  of  the  stock  of  foreign  corporation  X.  A  purchased  the  stock 
of  corporation  X  on  January  1,  1963,  and  sold  the  stock  on  De¬ 
cember  31,  1963.  Corporation  X  files  its  income  tax  returns  on  a 
calendar  year  basis.  For  taxable  year  1963,  the  entire  income  of 
corporation  X  was  derived  from  the  purchase  and  sale  of  property 
held  for  sale  to  customers  in  the  ordinary  course  of  trade  or  business. 
The  profit  or  loss  statement  of  corporation  X  is  summarized  as  fol¬ 
lows: 


1968 

Gross  receipts - 

Cost  of  goods  sold - 


$300,  000 
125,  000 


Gross  income - 

Rent,  salaries,  utilities,  etc 


175,  000 
75,  000 


Taxable  income - 

Foreign  income  tax  (10  percent) 


100,  000 

10,  000 


Earnings  and  profits - - -  yu’  uuu 

A  realized  $120,000  gain  on  the  sale  of  the  stock  and  was  required, 
under  the  provisions  of  section  124S(a),  to  include  $90,000  in  gross 
income  as  a  dividend  and  $30,000  as  long-term  capital  gain.  Without 
the  application  of  section  1248(b),  the  tax  attributable  to  the  inclusion 
of  $90,000  in  gross  income  of  A  as  a  dividend  was  $63,000,  an  effective 
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tax  rate  of  70  percent.  The  limitation  of  section  1248(b)(2)  would  be 
computed  as  follows: 

(i)  An  amount  determined  under  section  1248(b)(2)(A): 

(a)  An  amount  determined  under  clause  (i)  of  section 
1248(b)(2)(A):  Taxable  income  of  corporation 
X  under  chapter  1  of  the  code,  $100,000,  upon 


which  corporation  X  would  have  paid  Federal 

income  tax  of _ $46,  500 

( b )  An  amount  determined  under  clause  (ii)  of  sec¬ 
tion  1248(b)(2)(A):  Income  tax  paid  by  corpo¬ 
ration  X _  10,  000 


(c)  The  amount  determined  under  subparagraph  (A)  is  the  ex¬ 
cess  of  the  amount  determined  under  clause  (i)  over  the 

amount  determined  under  clause  (ii)  ((a)  minus  ( b )) _ $36,  500 

(ii)  An  amount  determined  under  section  1248(b)(2)(B): 

(a)  The  amount  included  in  gross  income  under  sec¬ 

tion  1248(a) _  $90,  000 

( b )  The  amount  determined  under  subparagraph  (A) 

of  section  1248(b)(2) _  36,  500 


(c)  The  amount  treated  as  long-term  capital  gain  for 

purposes  of  subparagraph  (B)  ((a)  minus  (6))__  53,  500 

(d)  Tax  that  would  have  resulted  from  including  $53,500  in 

gross  income  as  a  long-term  capital  gain  (25  percent  of 

$53,500) _ _ _  13,375 

(iii)  The  limitation  of  tax  attributable  to  the  inclusion  of  $90,000  in  gross 
income  as  a  dividend  under  section  1248(b)(2)  is  (item  (i)  plus 
(ii)) - - -  49,875 

Paragraph  (3)  of  section  1248(b)  provides  for  an  alternative  limita¬ 
tion  of  tax  applicable  to  an  amount  includible  in  gross  income  of  an 
individual  U.S.  person  under  section  1248(a)  equal  to  the  aggregate 
additional  Federal  income  tax  which  would  have  been  paid  by  the 
individual  U.S.  person  had  he  included  in  gross  income  as  a  dividend 
his  pro  rata  share  of  the  undistributed  earnings  and  profits  of  the 
foreign  corporation  for  the  period  or  periods  the  stock  sold  or  ex¬ 
changed  was  held  by  such  person  while  such  foreign  corporation  was 
a  controlled  foreign  corporation  in  taxable  years  of  the  foreign  corpo¬ 
ration  beginning  after  December  31,  1962. 

(c)  Special  rules. — Subsection  (c)  of  section  1248  provides  that 
certain  amounts  included  in  earnings  and  profits  of  a  foreign  corpo¬ 
ration,  determined  in  accordance  with  rules  substantially  similar  to 
those  applicable  to  domestic  corporations,  will  be  excluded  from 
earnings  and  profits  of  the  foreign  corporation  for  purposes  of  section 
1248. 

Paragraph  (1)  of  section  1248(c)  correlates  section  1248  with  sec¬ 
tion  951  (added  by  sec.  12  of  the  bill)  by  reducing  the  amount  of  gain 
considered  a  dividend  under  subsection  (a)  by  the  U.S.  person’s  pro¬ 
portionate  share  of  earnings  and  profits  of  the  foreign  corporation, 
attributable  to  the  stock  sold  or  exchanged,  which  had  been  previ¬ 
ously  included  in  the  gross  income  of  the  U.S.  person  by  the  applica¬ 
tion  of  subpart  F  of  part  III  of  subchapter  N.  However,  such 
amounts  previously  included  in  the  gross  income  of  the  U.S.  person 
under  section  951  are  reduced  by  amounts,  attributable  to  the  stock 
sold  or  exchanged,  subsequently  distributed  by  the  foreign  corpora¬ 
tion  and  excluded  from  gross  income  of  the  U.S.  person  under  section 
959. 
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The  application  of  this  paragraph  may  be  illustrated  by  the  follow¬ 
ing  example  involving  U.S.  corporation  A  which  owns  100  percent  of 
the  stock  of  foreign  corporation  X.  A  purchased  the  stock  on  J anuary 
1  1964,  for  $100  and  sold  the  stock  on  January  1,  1966,  for  $115.  tor 
the  year  1964,  corporation  X  had  earnings  and  profits,  all  of  which 
was  subpart  F  income,  of  $10,  which  was  included  in  the  gross  income 
of  A  under  section  951.  Corporation  X  had  no  earnings  and  profats 
for  the  year  1965,  but  made  a  $5  distribution  out  of  1964  earnings  and 
profits  which  was  excludable  from  gross  income  of  A  under  section  959. 
For  the  year  1966,  A  is  required  to  include  $10  in  gross  income  as  a 
long-term  capital  gain,  which  amount  is  computed  as  follows. 

(i)  Amount  of  gain:  <», .  , 

(a)  Amount  realized - ^ 

(b)  Adjusted  basis: 

Cost  - _ _ _ _ 

Increase  by  amount  included  in  gross  income  under 
section  951  (sec.  961(a)) -  ^ 

110 

Reduced  by  amount  excluded  from  gross  income 
under  section  959  (sec.  961(b)) -  5 

Adjusted  basis - - 

(c)  Amount  of  gain  ((a)  minus  (6)) - •--- - --.-77 --7 -  10 

(ii)  Amount  of  gain  includible  in  gross  income  of  A  as  a  dividend 

(sec.  1248(a)):  .  , 

(a)  A’s  proportionate  share  of  earnings  and  profits  accumu¬ 

lated  during  the  period  the  stock  sold  was  held  by  A 
($10  of  earnings  and  profits  for  1964,  reduced  by  $5 
distributed  in  1965) - - ■-- - .---7-  ,;5 

(b)  A’s  proportionate  share  of  earnings  and  profits  previously 

included  in  the  gross  income  of  A  under  section  951 
($10)  reduced  by  distributions  excluded  from  the  gross 
income  of  A  under  sec.  959,  ($5) -  -------  _  5 

(c)  Amount  includible  in  gross  income  as  a  dividend  ((a)  minus 

- - - - 

(iii)  Amount  of  gain  from  the  sale  of  a  capital  asset  held  for  more  than 

6  months  (item  (i)  minus  item  (ii)) - - - - 

Paragraph  (2)  of  section  1248(c),  for  which  there  is  no  correspond- 
ing  provision  in  the  bill  as  passed  by  the  House,  provides  that  ii  a 
foreign  corporation  realizes  gain  from  the  sale  or  exchange  01  propel  t\ 
in  pursuance  of  a  plan  of  complete  liquidation  in  a  taxable  year  be¬ 
ginning  after  December  31,  1962,  and  if  section  337(a)  would  apply  if 
such  corporation  had  been  a  domestic  corporation,  the  earnings  ancl 
profits  attributable,  under  regulations  prescribed  by  the  Secretary 
of  the  Treasury  or  his  delegate,  to  any  net  gain  from  the  sale  or  ex¬ 
change  of  property,  as  defined  in  section  337(b),  will  be  excluded  from 
earnings  and  profits  of  the  foreign  corporation  for  purposes  ol  section 

1248 

The  application  of  paragraph  (2)  of  section  1248(c)  may  be  illus¬ 
trated  by  an  example  involving  foreign  corporation  X,  wholly  owned 
by  U.S.  person  A.  Corporation  X,  reporting  its  income  on  a  calendar- 
year  basis,  adopted  a  plan  of  complete  liquidation  on  January  1,  1963. 
During  1963,  it  sold  all  of  its  assets  to  M,  and  realized  a  gam  ol  $300. 
The  earnings  and  profits  of  corporation  X  for  taxable  year  1963  were 
$400  $100  attributable  to  operations  and  $300  attributable  to  the 
sale  of  all  of  its  assets  to  M.  Corporation  X  was  completely  liquidated 
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on  December  31,  1963,  at  which  time  all  of  its  assets  were  distributed 
to  A.  A  realized  a  gain  of  $500  on  the  exchange.  Corporation  X  was 
not  a  collapsible  corporation  and  section  332  did  not  apply  to  the 
liquidation:  $100  of  earnings  and  profits  attributable  to  1963  opera¬ 
tions  is  includible  in  the  gross  income  of  A  as  a  dividend  under  the 
provisions  of  section  1248(a),  and  $400  is  includible  in  gross  income 
of  A  as  gain  from  the  exchange  of  a  capital  asset. 

Paragraph  (3)  of  section  1248(c),  lor  which  there  is  no  corresponding 
provision  in  the  bill  as  passed  by  the  House,  provides  for  the  exclusion 
Irom  earnings  and  profits  of  a  foreign  corporation,  for  purposes  of 
section  1248,  of  earnings  and  profits"  accumulated  while  the  foreign 
corporation  was  a  less  developed  country  corporation,  as  defined  in 
section  955(c),  if  the  requirements  of  subparagraphs  (A)  and  (B)  are 
met. 

Subparagraph  (A)  of  section  1248(c)(3)  provides  that  the  foreign 
corporation  whose  stock  is  sold  or  exchanged  must  have  qualified  (1) 
as  a  less  developed  country  corporation,  as  defined  in  section  955(c)(1) 
(added  bv  sec.  13  ol  the  bill),  for  all  taxable  years  of  such  corporation 
beginning  after  December  31,  1962,  for  which  the  country  under  the 
laws  of  which  the  foreign  corporation  was  created  or  organized  was 
designated  a  less  developed  country  under  section  955(c)(3)  (added 
by  sec.  12  of  your  committee  bill)  or  (2)  as  a  less  developed  country 
corporation,  as  defined  in  section  955(c)(2),  for  all  taxable  years  of 
such  corporation  beginning  after  December  31,  1962,  for  which  the 
country  under  the  laws  ot  which  t lie*  aircraft  or  vessels  described  in 
section  955(c)(2)  were  registered  were  designated  less  developed 
countries  under  section  955(c)(3). 

The  application  of  subparagraph  (A)  of  section  1248(c)(3)  may  be 
illustrated  by  the  following  examples: 

Example  1. — A,  a  U.S.  person,  acquired  100  percent  of  the  stock 
of  M,  a  foreign  corporation  incorporated  under  the  laws  of  country  X, 
on  January  1,  1951,  and  sold  the  stock  on  December  31,  1965.  Cor¬ 
poration  M,  a  calendar  year  taxpayer,  had  earnings  and  profits  of 
$100  in  each  of  its  taxable  years  1951  through  1965.  A  realized  a 
gain  of  $1,900  on  the  sale  of  corporation  M  stock.  Country  X  was 
designated  a  less  developed  country  for  the  year  1963,  and  corpora¬ 
tion  M  qualified  as  a  less  developed  country  corporation  for  its  1963 
taxable  year.  A  is  required  to  include  $200  in  gross  income  as  a  divi¬ 
dend  under  the  provisions  of  section  1248(a)  ($100  attributable  to 
earnings  and  profits  of  taxable  year  1964  and  $100  attributable  to 
earnings  and  profits  of  taxable  year  1965).  $1,700  of  the  total  gain 
from  the  sale  of  M  stock  is  includible  in  gross  income  as  long-term 
capital  gain.  If  foreign  corporation  X  lurd  been  designated  a  less 
developed  country  for  taxable  years  1963  and  1964,  but  corporation 
M  qualified  as  a  less  developed  country  corooration  only  for  taxable 
year  1963,  $300  of  the  gain  would  be  includible  in  gross  income  of  A 
as  a  dividend  (all  post-1962  earnings  and  profits)  and  $1,600  would  be 
includible  in  gross  income  as  long-term  capital  gain. 

Example  2. — A,  a  U.S.  person,  owns  100  percent  of  the  stock  of 
foreign  corporation  M.  Corporation  M  owns  100  percent  of  the  stock 
of  foreign  corporation  N.  Corporation  N’s  only  asset  in  taxable  year 
1963  is  a  vessel  registered  under  the  laws  of  foreign  country  X.  For¬ 
eign  country  X  was  designated  a  less  developed  country  for  taxable 
year  1963  and  corporation  N  qualified  as  a  less  developed  country 
corporation  in  that  year.  Corporation  M’s  only  income  for  1963  was 
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dividend  income  from  corporation  N  and  corporation  N  stock  con¬ 
stituted  the  only  asset  of  corporation  M  for  taxable  year  1963.  Cor¬ 
poration  M  also  qualified  as  a  less  developed  country  corporation  for 
taxable  year  1963.  Corporation  N  sold  its  vessel  on  December  31, 
1963,  and  purchased  a  replacement  on  January  1,  1965.  Corpora¬ 
tions  M  and  N  were  not  less  developed  country  corporations  for  tax¬ 
able  year  1964  because  Corporation  N  could  not  meet  the  income  re¬ 
quirements  of  section  955(c)(2)(A)  for  such  taxable  year.  Corpora¬ 
tion  N  registered  the  vessel  acquired  January  1,  1965,  in  foreign 
country  Y  which  was  designated  a  less  developed  country  for  taxable 
year  1965.  Corporations  M  and  N  qualified  as  less  developed  country 
corporations  for  taxable  year  1965.  A  sold  the  stock  in  corporation 
M  on  December  31,  1965.  The  earnings  and  profits  of  corporation  M 
accumulated  in  taxable  years  1963  and  1965,  are  excluded  from  earn¬ 
ings  and  profits  for  purposes  of  section  1248  due  to  the  fact  the  vessels 
from  which  the  gross  income  described  in  section  955(c)(2)  was  derived 
were  registered  in  less  developed  countries  for  all  taxable  years  in 
which  corporation  N  owned  the  vessels. 

Subparagraph  (B)  of  section  1248(c)(3)  provides  that  a  U.S.  person 
who  sells  stock  in  a  foreign  corporation  described  in  section 
1248  (c)  (3)  ( A)  must  have  owned  the  stock  sold  or  exchanged  for  a 
continuous  period  of  at  least  10  years  ending  with  the  date  of  sale  or 
exchange.  If  stock  in  a  foreign  corporation  is  sold  by  a  U.S.  person, 
other  than  a  domestic  corporation,  such  U.S.  person  must  have  owned 
the  stock  for  the  entire  10-year  period.  However,  for  purposes  ot 
subparagraph  (B),  the  holding  period  of  a  U.S.  person  who  is  an 
individual,  estate,  or  trust  who  acquired  the  stock  sold  or  exchanged 
by  reason  of  the  death  of  an  individual,  shall  be  deemed  to  include 
the  period  the  stock  was  held  by  the  deceased  individual,  and  by  any 
other  predecessor  in  interest  if  between  such  individual,  estate,  or 
trust,  and  such  other  predecessor  in  interest  there  was  no  transfer 
other  than  by  reason  of  the  death  of  an  individual.  If  (1)  the  stock 
in  a  foreign  corporation  is  sold  by  a  U.S.  person  which  is  a  domestic 
corporation,  and  (2)  more  than  50  percent  of  the  total  combined 
voting  power  of  all  classes  of  stock  entitled  to  vote  of  the  domestic 
corporation  was  owned  at  any  time  during  the  10-year  period  ending 
on  the  date  of  sale  or  exchange  by  U.S.  persons  who  were  individuals, 
estates,  or  trusts,  then  section  1248(c)(3)  will  apply  only  if  the  same 
such  U.S.  persons  owned  more  than  50  percent  oi  the  total  combined 
voting  power  of  all  classes  of  stock  entitled  to  vote  of  the  domestic 
corporation  at  all  times  during  the  remainder  of  the  10-year  period 
ending  on  the  date  of  sale  or  exchange  of  the  stock.  However,  only 
U.S.  persons,  other  than  domestic  corporations,  who  own,  within 
the  meaning  of  section  958(a),  or  are  considered  as  owning,  by  applying 
the  rules  of  ownership  of  section  958(b),  10  percent  or  more  ol  the 
stock  in  the  domestic  corporation  which  sells  the  stock  in  the  foreign 
corporation  will  be  taken  into  account  in  determining  if  50  percent  or 
more  of  the  stock  of  the  domestic  corporation  was  owned  at  any  time 
within  the  10-year  period  ending  on  the  date  of  sale  or  exchange  by 
individuals,  estates,  or  trusts,  and  if  so  held,  has  been  held  continuously 
by  the  same  U.S.  persons  for  the  uninterrupted  period  ending  with  the 
date  of  sale  or  exchange. 

Paragraph  (4)  of  section  1248(c),  for  which  there  is  no  corresponding 
provision  in  the  bill  as  passed  by  the  House,  provides  that  the  earnings 
and  profits  of  a  foreign  corporation,  for  purposes  of  section  1248,  shall 
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be  determined  without  regard  to  any  item  includible  in  gross  income 
of  the  foreign  corporation  under  chapter  1  of  the  code  as  income 
derived  from  sources  within  the  United  States  for  the  period  or  periods 
the  foreign  corporation  was  engaged  in  trade  or  business  in  the  United 
States.  This  paragraph  will  not  permit  an  exclusion  in  the  case  of 
U.S.  source  income  of  a  controlled  foreign  corporation  having  no 
permanent  establishment  in  the  United  States  in  situations  (involving 
tax  treaties)  in  which  such  permanent  establishment  is  a  requisite  to 
imposition  of  U.S.  tax,  since  in  such  a  situation  no  amount  will  have 
been  included  in  gross  income  for  purposes  of  this  paragraph. 

Paragraph  (5)  of  section  1248(c),  for  which  there  is  no  corresponding 
provision  in  the  bill  as  passed  by  the  House,  correlates  section  1248 
with  section  1247  by  providing  that  the  earnings  and  profits  of  the 
foreign  corporation,  for  purposes  of  section  1248,  shall  exclude  earnings 
and  profits  of  the  foreign  corporation  for  any  taxable  year  of  such 
corporation  with  respect  to  which  an  election  under  section  1247(a) 
(added  by  sec.  14  of  the  bill)  was  in  effect  and  for  which  the  U.S. 
person  whose  stock  is  sold  or  exchanged  was  a  qualified  shareholder, 
as  defined  in  section  1247(c)  (added  by  sec.  14  of  the  bill). 

The  application  of  this  paragraph  may  be  illustrated  by  the  following 
examples : 

Exam, pie  1. — U.S.  person  X  acquired  10  percent  of  the  stock  of 
foreign  corporation  A  on  January  1,  1962,  and  sold  such  stock  on 
December  31,  1964.  Corporation  A,  a  calendar  year  taxpayer,  was 
both  a  controlled  foreign  corporation,  as  defined  in  section  957,  and  a 
foreign  investment  company,  as  defined  in  section  1246(b)(1),  but 
was  not  a  foreign  personal  holding  company,  as  defined  in  section  552, 
for  taxable  years  1962,  1963,  and  1964.  Corporation  A  had  dividend 
income  of  $1,000  and  an  excess  of  net  long-term  capital  gain  over  net 
short-term  capital  loss  of  $500  in  each  such  taxable  year  (1962,  1963, 
and  1964).  Corporation  A  made  an  election  in  accordance  with  the 
provisions  of  section  1247  (a)  with  respect  to  taxable  years  1963  and 
1964  and  distributed  $900  to  its  shareholders  in  both  such  taxable 
years.  X,  by  including  $140  in  gross  income  ($90  as  a  dividend  and 
$50  as  long-term  capital  gain)  in  taxable  years  1963  and  1964,  was  a 
qualified  shareholder,  as  defined  in  section  1247  (c),  for  both  such  years. 
X  realized  a  gain  of  $270  on  the  sale  of  his  stock.  Section  1246  does 
not  apply  to  the  sale;  but  section  1248(a)  does  apply.  However,  as 
applied  to  the  facts  of  this  case,  section  1248(c)(5)  provides  that  the 
earnings  and  profits,  for  purposes  of  section  1248,  for  taxable  years 
1963  and  1964  are  zero  and  the  entire  gain,  $270,  is  includible  in  gross 
income  of  X  as  long-term  capital  gain  from  the  sale  of  a  capital  asset. 

Example  2. — Assume  the  same  facts  as  in  example  1  above  except 
that  corporation  A  was  not  a  foreign  investment  company  as  defined  in 
section  1246(b)(1)  for  taxable  year  1964  and  X  did  not  include  in 
gross  income  any  amount  with  respect  to  the  income  of  corporation  A 
in  taxable  year  1964.  X’s  ratable  share  of  the  earnings  and  profits 
of  corporation  A,  as  provided  by  section  1246(a)(1),  is  includible  in 
gross  income  of  X  as  gain  from  the  sale  of  property  which  is  not  a 
capital  asset,  and  section  1248  does  not  apply  because  of  subsection 
(d)(3)(B)  of  section  1248. 

(d)  Exceptions. — Subsection  (d)  of  section  1248,  which  corresponds 
to  paragraphs  (4),  (5),  and  (6)  of  section  1248(c)  of  the  bill  as  passed 
bylthe  House,  provides  that  gain  on  the  sale  or  exchange  of  stock  in 
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a  foreign  corporation  shall  not  be  includible  in  the  gross  income  of 
the  U.S.  person  if  paragraph  (1),  (2),  or  (3)  applies. 

Paragraph  (1)  provides  that  section  1248  does  not  apply  to  a  dis¬ 
tribution  of  property  to  a  U.S.  person  by  a  foreign  corporation  in 
redemption  of  part  or  all  of  the  stock  of  such  corporation  to  which 
section  303,  relating  to  distributions  in  redemption  of  stock  to  pay 

death  taxes,  applies.  . 

Paragraph  (2)  provides  that  section  1248  does  not  apply  to  gain 
recognized  because  of  the  receipt  of  additional  consideration  on 

exchanges  to  which  section  356  applies. 

Paragraph  (3)  provides  that  the  amount  includible  in  gross  income 
as  a  dividend  under  section  1248(a)  shall  not  include  any  amount 
treated  as  a  dividend,  as  gain  from  the  sale  of  an  asset  which  is  not  a 
capital  asset,  or  as  gain  from  the  sale  of  an  asset  held  for  not  more  than 
6  months,  under  any  other  provision  of  the  code. 

(e)  Taxpayer  to  establish  earnings  and  profits—  Subsection  (e)  ot 
section  1248  is  the  same  as  section  1248(d)  of  the  bill  as  passed  by  the 
House,  except  for  conforming  and  clarifying  changes  and  the  addition 
of  a  rule  applicable  to  individuals  whose  Federal  income  tax  is  limited 
under  the  provisions  of  section  1248(b)(2) 

Subsection  (e)  of  section  1248  provides  that  the  U.S.  person  selling 
or  exchanging  stock  in  a  foreign  corporation  must  establish  the 
amount  of  earnings  and  profits  of  the  foreign  corporation  to  be  taken 
into  account  under  subsection  (a),  and  the  amount  of  foreign  tax 
paid  by  the  foreign  corporation  to  be  taken  into  account  under 
subsection  (b)(2).  If  the  U.S.  person  does  not  establish  the  amount 
of  earnings  and  profits  to  be  taken  into  account,  his  entire  gam  will 
be  treated  as  a  dividend  under  subsection  (a).  If  the  U.S.  person 
does  not  establish  the  amount  of  foreign  taxes  to  be  taken  into  account 
under  subsection  (b)(2),  the  limitation  of  tax  of  subsection  (b)(2) 

shall  not  apply.  .  1  ....  ,  ,, 

(b)  Clerical  amendment—  This  subsection  makes  an  addition  to  the 

table  of  contents  of  part  IV  of  subchapter  P  of  chapter  1. 

(c)  Effective  date. — This  subsection  provides  that  the  amendments 
made  by  section  15  shall  apply  with  respect  to  sales  or  exchanges 
occurring  after  December  31,  1962.  The  bill  as  passed  by  the  House 
provided  that  the  amendments  made  by  this  section  would  apply 
with  respect  to  sales  or  exchanges  occurring  after  the  date  ot  the 
enactment  of  the  bill. 

SECTION  16.  SALES  AND  EXCHANGES  OF  PATENTS,  ETC., 
TO  CERTAIN  FOREIGN  CORPORATIONS 

Section  16  of  the  bill,  for  which  there  is  no  corresponding  provision 
in  the  bill  as  passed  by  the  House,  adds  a  new  section  1249  to  part 
IV  of  subchapter  P  of  chapter  1  (relating  to  special  rules  tor  deter¬ 
mining  capital  gains  and  losses).  .  , 

(a)  Treatment  of  gain  as  ordinary  income—  Under  existing  law  cer¬ 
tain  exchanges  described  in  sections  351  and  361  by  a  taxpayer  ot  a 
patent  or  like  property  to  a  foreign  corporation  which  the  taxpayer 
controls  may  result  in  nonrecognition  of  gain  if,  before  the  exchange, 
under  section  367  it  has  been  established  to  the  satisfaction  ot  the 
Secretary  of  the  Treasury  or  his  delegate  that  the  exchange  is  not  in 
pursuance  of  a  plan  having  as  one  of  its  principal  purposes  the  avoid- 
ance  of  Federal  income  taxes.  However,  if  the  taxpayer  tails  to 
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establish  that  the  exchange  is  not  in  pursuance  of  such  a  plan,  or  if 
a  transfer  by  a  taxpayer  to  a  foreign  corporation  which  he  controls 
is  an  exchange  other  than  one  described  in  section  351  or  361,  or  is  a 
sale,  the  gain  recognized  may  constitute  capital  gain. 

Subsection  (a)  of  the  new  section  1249  applies  to  gain  recognized 
from  the  sale  or  exchange  after  December  31,  1962,  of  a  patent, 
invention,  model,  or  design  (whether  or  not  patented),  copyright’ 
secret  formula  or  process,  or  any  similar  property  right  bv  a  U.S. 
person  (as  defined  in  sec.  7701  (a)  (30))  to  a  foreign  corporation  which 
such  person  controls.  If  such  gain  (but  for  the  new  subsection) 
would  be  capital  gain  from  the  sale  or  exchange  of  a  capital  asset  or  of 
property  described  in  section  1231,  then  it  is  to  be  considered  as  gain 
from  the  sale  or  exchange  of  property  which  is  neither  a  capital  asset 
nor  property  described  in  section  1231. 

Subsection  (b)  defines  control  to  mean,  with  respect  to  a  foreign 
corporation,  ownership,  directly  or  indirectly,  of  stock  possessing  more 
than  50  percent  of  the  total  combined  voting  power  of  all  classes  of 
stock  entitled  to  vote.  The  ownership  rules  of  section  958  applv 
in  determining  whether  control  exists. 

Subsection  (c)  provides  that  subsection  (a)  does  not  apply  to  gain 
realized  from  the  sale  or  exchange  for  stock  or  contribution  to  capital 
of  property  where  it  is  established  to  the  satisfaction  of  the  Secretary 
of  the  Treasury  or  his  delegate  that  the  principal  purpose  of  the  trans¬ 
fer  is  to  enable  the  foreign  corporation  to  use  such  property  in  its 
own  manufacturing  operations. 

(b)  Clerical  amendment. — Subsection  (b)  of  section  16  of  the  bill 
makes  conforming  changes  to  the  table  of  sections  for  part  IV. 

(c)  Effective  date.- — Subsection  (c)  of  section  16  of  the  bill  provides 
that  section  1249  applies  to  taxable  years  beginning  after  December 


SECTION  17.  TAX  TREATMENT  OF  COOPERATIVES  AND 

PATRONS 

(a)  In  general. — Subsection  (a)  of  section  17  of  the  bill  amends  the 
Internal  Revenue  Code  of  1954  by  adding  to  chapter  1  a  new  sub¬ 
chapter  T  (relating  to  cooperatives  and  their  patrons)  consisting  of 
part  I,  tax  treatment  of  cooperatives,  part  II,  tax  treatment  by 
patrons  of  patronage  dividends,  and  part  III,  definitions  and  special 
rules. 

Part  I — Tax  Treatment  of  Cooperatives 

Part  I  of  subchapter  T  consists  of  section  1381,  organizations  to 
which  such  part  applies,  section  1382,  taxable  income  of  cooperatives, 
and  section  1383,  computation  of  tax  where  cooperative  redeems  non¬ 
qualified  written  notices  of  allocation. 

SECTION  1381.  ORGANIZATIONS  TO  WHICH  PART  APPLIES 

(a)  In  general. — Subsection  (a)  of  section  1381  provides  that  part  I 
of  subchapter  T  is  to  apply  to  any  organization  which  is  exempt  from 
tax  under  section  521  (relating  to  exemption  of  farmers’  cooperatives) 
and  to  any  corporation  operating  on  a  cooperative  basis.  Part  I  is 
not  applicable,  however,  to  any  organization  (1)  which  is  exempt  from 
income  taxes  (other  than  an  exempt  farmers’  cooperative  described  in 
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sec.  521) ;  (2)  which  is  subject  to  the  provisions  of  part  II  of  subchapter 
H  (relating  to  mutual  savings  banks,  etc.);  (3)  which  is  subject  to  the 
provisions  of  subchapter  L  (relating,  to  insurance  companies);  or  (4) 
which  is  engaged  in  furnishing  electric  energy,  or  providing  telephone 
service,  to  persons  in  rural  areas.  Thus,  part  I  of  the  new  subchapter 
T  does’  not  apply  to  any  cooperative  exempt  from  tax  under  section 
501.  Nor  does  it  apply1  to  a  cooperative  which  generates  or  transmits 
electricity  for  use  by  persons  living  in  rural  areas. 

(b)  Tax  on  certain  farmers'  cooperatives. — Subsection  (b)  of  section 
1381  provides  that  the  farmers’  cooperatives  described  in  section  521 
are  subject  to  corporate  income  taxes.  This  is  the  same  provision 
as  the  provision  presently  contained  in  section  522. 

SECTION  1382.  TAXABLE  INCOME  OF  COOPERATIVES 

(a)  Gross  income. — Subsection  (a)  of  section  1382  provides  that, 
except  as  provided  in  section  1382(b),  all  cooperatives  to  which  part 
I  of  the  new  subchapter  T  applies  must  compute  gross  income  without 

;  any  adjustment  (as  a  reduction  in  gross  receipts,  an  increase  in  cost 
of  goods  sold,  or  otherwise)  for  amounts  allocated  or  distributed  to 
patrons  out  of  net  earnings. 

(b)  Patronage  dividends. — Subsection  (b)(1),  applicable  to  both 
taxable  and  exempt  cooperatives,  provides  that  in  determining  the 
taxable  income  of  a  cooperative  there  are  not  to  be  taken  into  account 
certain  patronage  dividends  paid  in  money,  qualified  written  notices 
of  allocation,  or  other  property  (other  than  nonqualified  written 
notices  of  allocation).  Under  this  subsection,  the  pationage  divi¬ 
dends  which  are  not  to  be  taken  into  account  in  computing  taxable 
income  for  a  taxable  year  are  those  which  are  paid  during  the  pay¬ 
ment  period  for  that  taxable  year  (as  defined  in  sec.  1382(d))  with 
respect  to  patronage  occuring  during  such  taxable  year.  For  this 
purpose,  under  section  1382(d)  a  patronage  dividend  shall,  be 
treated  as  paid  in  money  during  the  payment  period  to  the  extent  it  is 
paid  by  a  qualified  check  (as  defined  in  sec.  1388(c)(4))  issued  during 
th.6  payment  period  and  endorsed  and  cashed  on  or  before  the  90th 

day  after  the  close  of  the  payment  period. 

Under  subsection  (b)(2),  also  applicable  to  both  taxable  and 
exempt  cooperatives,  certain  amounts  paid  in  money  or  other  property 
(except  written  notices  of  allocation)  in  redemption  of  nonqualified 
written  notices  of  allocation  are  not  to  be  taken  into  account  in 
determining  the  taxable  income  of  a  cooperative.  The  amounts 
described  in  subsection  (b)  (2)  which  are  not  to  be  taken  into  account 
for  a  taxable  year  are  those  which  are  paid  during  the  payment 
period  for  that  taxable  year  in  redemption  of  nonqualified  mitten 
notices  of  allocation  which  were  paid  as  patronage  dividends  during 
the  payment  period  for  the  taxable  year  during  which  the  patronage 
occurred. 

Subsection  (b)  also  provides  that  amounts,  described,  in  such  sub¬ 
section  which  are  not  taken  into  account  in  determining  taxable 
income  are  to  be  treated  for  purposes  of  the  1954  Code  in  the  same 
manner  as  items  of  gross  income  and  corresponding  deductions  there¬ 
from.  Thus,  for  example,  in  determining  the  amount  omitted  from 
gross  income  for  purposes  of  section  6501(e)  (relating  to  period  ol 
limitations  where  there  are  omissions  from  gross  income),  amounts 
paid  as  patronage  dividends  (though  not  required  to  be  taken  into 
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account  in  determining  taxable  income)  are  to  be  treated  as  amounts 
properly  includible  in  gross  income. 

(c)  Deduction  for  nonpatronage  distributions,  etc. — In  the  case  of  a 
farmers’  cooperative  which  is  exempt  under  section  521,  certain 
deductions  (in  addition  to  other  deductions  allowed  under  ch.  1)  are 
allowed  under  subsection  (c)  of  the  new  section  1382.  Subsection 
(c)(1)  allows  a  deduction  for  dividends  paid  by  such  a  cooperative 
during  the  taxable  year  on  its  capital  stock.  This  deduction  is  the 
same  in  substance  as  that  currently  allowed  under  section  522(b)  (1)  (A). 

Subsection  (c)(2)(A)  allows  a  deduction  for  amounts  paid  (or  treated 
as  paid  under  sec.  1382(d))  during  the  payment  period  for  a  taxable 
year,  on  a  patronage  basis,  out  of  earnings  of  that  taxable  year  de¬ 
rived  either  from  business  done  for  the  United  States  or  from  sources 
other  than  patronage.  A  deduction  is  allowed  by  subsection  (c)  (2)  (A), 
however,  only  for  amounts  paid  in  money,  qualified  written  notices 
of  allocation,  or  other  property  (except  nonqualified  written  notices 
of  allocation).  For  purposes  of  the  deduction  allowed  by  subsec¬ 
tion  (c)(2)(A),  amounts  are  considered  as  paid  on  a  patronage  basis 
if  they  are  paid  in  proportion,  insofar  as  is  practicable,  to  the  amount 
of  business  done  by  or  for  patrons  during  the  period  to  which  such 
amounts  are  attributable. 

In  addition  to  the  deductions  allowed  by  subsections  (c)(1)  and 
(c)(2)(A),  a  deduction  is  allowed  under  subsection  (c)(2)(B)  for 
amounts  paid  in  money  or  other  property  (except  written  notices  of 
allocation)  in  redemption  of  a  nonqualified  written  notice  of  allocation 
which  was  previously  paid  during  the  payment  period  for  a  taxable 
year  on  a  patronage  basis  to  a  patron  out  of  earnings  derived  during 
that  taxable  year  either  from  business  done  for  the  United  States  or 
from  sources  other  than  patronage.  A  deduction  under  subsection 

(c) (2)(B)  will  be  allowed  for  a  taxable  year  only  for  amounts  paid 
during  the  payment  period  for  that  taxable  year. 

For  purposes  of  the  new  subchapter  T,  a  written  notice  of  allocation 
is  considered  paid  when  it  is  issued  to  the  patron.  Amounts  paid  in 
redemption  of  a  nonqualified  written  notice  of  allocation  which  are  in 
excess  of  the  stated  dollar  amount  of  such  written  notice  of  allocation 
and  which  in  effect  constitute  interest  may  be  deducted  by  the  co¬ 
operative  as  interest.  These  excess  amounts  will  be  treated  by  the 
distributee  as  interest  and  not  as  a  patronage  dividend. 

(d)  Payment  period  for  each  taxable  year. — Subsection  (d)  of  section 
1382  contains  the  definition  of  the  “payment  period  for  each  taxable 
year.”  It  provides  that  the  payment  period  for  any  taxable  year  is 
the  period  beginning  with  the  1st  day  of  such  taxable  year  and  ending 
with  the  15th  day  of  the  9th  month  following  the  close  of  such  year. 
Thus,  a  cooperative  has  8 %  months  after  the  close  of  a  taxable  year  in 
which  to  pay  patronage  dividends  out  of  the  net  earnings  from  patron¬ 
age  occurring  during  that  taxable  year.  Any  patronage  dividend 
which  it  pays  after  that  time  must  be  taken  into  account  by  the 
cooperative  in  computing  its  taxable  income;  and  the  cooperative  will 
be  allowed  no  subsequent  adjustment  for  any  amount  it  pays  in  re¬ 
demption  of  a  written  notice  of  allocation  which  was  paid  as  a  part  of 
such  patronage  dividend.  The  same  general  rules  appU  with  respect 
to  nonpatronage  distributions  made  on  a  patronage  basis.  Subsection 

(d)  also  provides  that,  for  purposes  of  section  1382  (b)(1)  and  (c)(2)(A), 
a  qualified  check  shall  be  treated  as  an  amount  paid  in  money  during 
the  payment  period  for  a  taxable  year  if  it  is  issued  during  such 
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payment  period  and  is  endorsed  and  cashed  on  or  before  the  90th  day 
after  the  close  of  such  payment  period. 

(e)  Products  marketed  under  pooling  arrangements. — Subsection  (e) 
of  section  1382  provides  a  special  rule  for  determining,  for  purposes  ot 
section  1382(b),  when  the  patronage  is  considered  to  have  occurred  m 
the  case  of  a  pooling  arrangement  for  the  marketing  of  products. 
Under  this  rule,  the  patronage  will  (to  the  extent  provided  m  regula¬ 
tions  prescribed  by  the  Secretary  of  the  Treasury  or  his  delegate)  be 
treated  as  occurring  during  the  taxable  year  in  which  the  pool  closes^ 
For  example,  farmer  A  delivers  to  the  X  cooperative  100  bushels  of 
wheat  on  August  15,  1963,  at  which  time  he  receives  a  “per  bushel” 
advance.  On  October  15,  1963,  he  receives  an  additional  “per  bushel” 
payment.  The  pool  sells  some  of  its  wheat  in  1963  and  the  rest  in 
January  of  1964.  The  pool  is  closed  on  February  15,  1964.  Foi 
purposes  of  section  1382(b),  A’s  patronage  is  considered  as  occurring 

in  1964.  . 

Section  1382  has  no  effect  on,  and  is  not  intended  to  change,  existing 
rules  with  respect  to  the  time  at  which  items  are  taken  mto  account 
in  computing  the  cooperative’s  gross  income.  For  example,  a  tobacco 
stabilization  cooperative  may  be  required  by  the  Commodity  Credit 
Corporation  to  apply  a  portion  of  its  proceeds  from  the  sale  of  tobacco 
against  loans  on  other  crop  years.  In  a  letter  to  the  Department  of 
Agriculture  dated  October  11,  1955,  the  Internal  Revenue  Service  held 
that  this  portion  of  the  proceeds  was  not  includible  in  the  cooperative  s 
gross  income  until  the  cooperative  had  an  unrestricted  right  to  such 
portion.  Section  1382  will  in  no  way  change  this  holding.  Under 
section  1382(f),  the  Secretary  of  the  Treasury  or  his  delegate  may 
provide  by  regulations  that,  in  such  a  case,  the  patronage  to  which 
this  portion  of  the  proceeds  relates  is  to  be  considered  to  have  occurred 
during  the  taxable  year  when  the  cooperative  first  had  an  unrestricted 
rio-ht  to  such  portion.  This  will  permit  the  cooperative  to  pay  these 
proceeds  out  as  patronage  dividends  during  the  payment  period  for 
such  later  year.  If  the  conditions  of  section  1382(b)  are  met,  siich 
patronage  dividends  need  not  be  taken  into  account  in  determining 
the  taxable  income  of  the  cooperative  for  such  later  year.  Section 
1382(f)  permits  the  Secretary  of  the  Treasury  or  his  delegate  to  pro¬ 
vide  similar  rules  as  to  when  patronage  is  considered  to  have  occurred 
in  other  cases  when  earnings  are  includible  in  the  gross  income  of  a 
cooperative  for  a  taxable  year  after  the  patronage  occurred. 

SECTION  1383.  COMPUTATION  OF  TAX  WHERE  COOPERATIVE  REDEEMS 
NONQUALIFIED  WRITTEN  NOTICES  OF  ALLOCATION 

Section  1383  provides  a  special  rule  for  computing  a  cooperative’s 
tax  for  a  year  when  it  redeems  nonqualified  written  notices  of  alloca- 

(a)  General  rule. — Section  1383(a)  provides  that  if,  for  a  taxable 
year  a  cooperative  is  allowed  a  deduction  under  section  1382  (b)(2) 
or  (c)  (2)  (B)  for  amounts  it  pays  in  redemption  of  nonqualified  written 
notices  of  allocation,  then  its  tax  for  that  year  shall  be  whichever  ol 
the  following  is  the  smaller: 

(1)  The  tax  for  the  taxable  year  computed  with  the  deduction 
for  the  amounts  paid  in  redemption  of  the  nonqualified  written 
notices  of  allocation,  or 
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(2)  An  amount  equal  to — 

(A)  the  tax  for  the  taxable  year  computed  without  such 
deduction,  minus 

(B)  the  decrease  in  tax  under  chapter  1  for  the  prior 
taxable  year  (or  years)  which  would  result  solely  from  treat¬ 
ing  such  nonqualified  written  notices  of  allocation  as  qualified 
written  notices  of  allocation. 

(b)  Special  rules.- — Section  1383(b)  provides  three  special  rules  ap¬ 
plying  to  the  alternative  tax  computations  based  on  the  decrease  in 
tax  for  the  prior  taxable  years.  Under  section  1383(b)(1),  if  the 
decrease  in  tax  for  the  prior  taxable  year  (or  years)  exceeds  the  tax 
for  the  current  year  (computed  without  any  deduction  for  amounts 
paid  in  redemption  of  nonqualified  written  notices  of  allocation),  the 
excess  is  to  be  considered  to  be  a  payment  of  tax  on  the  last  day  pre¬ 
scribed  by  law  for  the  payment  of  tax  for  the  current  taxable  year, 
and  is  to  be  refunded  or  credited  in  the  same  manner  as  if  it  were  an 
overpayment  for  the  current  taxable  year. 

Section  1383(b)(2)  provides  that,  for  purposes  of  computing  the 
decrease  in  tax  for  the  prior  taxable  year,  the  nonqualified  written 
notices  of  allocation  which  are  treated  as  qualified  written  notices  of 
allocation  are  to  be  considered  to  have  a  stated  dollar  amount  equal 
to  the  amount  paid  in  redemption  of  such  written  notices  of  allocation 
to  the  extent  such  amount  is  allowable  as  a  deduction  under  section 
1382  (b)(2)  or  (c)(2)(B). 

Section  1383(b)(3)  provides  that  if  the  alternative  tax  computation 
provided  by  section  1383(a)(2)  is  used,  then  the  deduction  otherwise 
allowable  for  the  cui’rent  year  by  reason  of  the  redemption  of  non¬ 
qualified  written  notices  of  allocation  is  not  to  be  allowed  for  any 
purpose  under  the  1954  Code. 

The  application  of  section  1383  may  be  illustrated  by  the  following 
example: 

The  X  cooperative  (which  reports  its  income  on  a  calendar  year 
basis)  pays  patronage  dividends  of  $100  in  nonqualified  written 
notices  of  allocation  on  February  1,  1964,  with  respect  to  patronage 
occurring  in  1963.  Since  the  patronage  dividends  were  paid  in  non¬ 
qualified  written  notices  of  allocation,  the  X  cooperative  must  include 
the  $100  in  gross  income  and  is  not  allowed  a  deduction  for  that 
amount  for  1963.  On  December  1,  1966,  the  X  cooperative  redeems 
these  nonqualified  written  notices  of  allocation  for  $50.  Section 
1382(b)(2)  permits,  in  effect,  the  X  cooperative  to  deduct  that  $50 
from  gross  income  in  determining  its  taxable  income  for  1966.  How¬ 
ever,  if  the  X  cooperative  otherwise  has  a  loss  for  1966  and,  therefore, 
owes  no  tax  for  that  year,  it  may  make  the  computation  under  the 
alternative  method  provided  in  section  13S3(a)(2).  Under  this  alter¬ 
native,  it  would  be  permitted  a  credit  or  refund  of  the  decrease  in  tax 
for  1963  which  results  from  recomputing  the  1963  tax  liability  as  if 
patronage  dividends  of  $50  had  been  paid  for  1963  in  qualified  written 
notices  of  allocation.  If  this  alternative  is  used,  the  X  cooperative 
cannot  then  use  the  $50  deduction  otherwise  allowable  for  1966  to 
increase  its  net  operating  loss  carryback  or  carryforward.  If  the  X 
cooperative  also  redeems  on  December  1,  1966,  nonqualified  written 
notices  of  allocation  which  were  paid  as  patronage  dividends  on 
February  1,  1965,  with  respect  to  patronage  occurring  in  1964,  it 
would  be  allowed  a  credit  or  refund  for  the  decrease  in  tax  for  1964. 
It  could  not,  however,  apply  one  method  for  computing  the  tax  with 
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respect  to  the  redemption  in  1966  of  the  nonqualified  written  notices 
of  allocation  paid  in  1964  and  the  other  method  with  respect  to  the 
redemption  in  1966  of  the  nonqualified  written  notices  of  allocation 
paid  in  1965. 

Part  II — Tax  Treatment  by  Patrons  of  Patronage  Dividends 

Part  II  of  subchapter  T,  consisting  of  section  1385,  deals  with  the 
patron’s  tax  treatment  of  patronage  dividends  and  amounts  paid  by 
an  exempt  farmers’  cooperative  from  nonpatronage  earnings. 

SECTION  1386.  AMOUNTS  INCLUDIBLE  IN  PATRON’S  GROSS  INCOME 

(a)  General  rule. — Subsection  (a)(1)  requires  the  patron  to  include 
in  gross  income  the  amount  of  any  patronage  dividend  (other  than 
one  described  in  sec.  1385(b))  received  during  the  taxable  year  from 
a  taxable  or  an  exempt  cooperative  to  which  part  I  of  subchapter  T 
applies,  if  paid  in  money,  a  qualified  written  notice  of  allocation,  or 
other  property  (except  a  nonqualified  written  notice  of  allocation). 
Subsection  (a)(2)  requires  inclusion  in  the  gross  income  of  the  patron 
of  distributions  (other  than  those  paid  in  nonqualified  written  notices 
of  allocation)  paid  on  a  patronage  basis  by  a  farmers’  cooperative 
exempt  under  section  521  with  respect  to  earnings  derived  either  from 
business  done  for  the  United  States  or  from  sources  other  than  patron¬ 
age.  The  patron  must  include  patronage  dividends  in  gross  income 
for  the  taxable  year  during  which  they  are  received,  even  though  the 
adjustment  in  computing  taxable  income  of  the  cooperative  was 
made  for  its  preceding  taxable  year  because  they  were  paid  during 
the  payment  period  for  such  preceding  taxable  year.  Patronage 
dividends  are  includible  in  the  patron’s  gross  income  under  section 
1385  even  if  the  cooperative  is  not  permitted  any  adjustment  for  such 
patronage  dividends  because  they  were  not  paid  during  the  payment 
period  for  the  taxable  year  in  which  the  patronage  occurred.  _ 

(b)  Exclusion  jrom  gross  income. — Subsection  (b)(1)  of  section  1385 
excludes  from  gross  income  a  patronage  dividend,  or  an  amount  re¬ 
ceived  on  the  redemption,  sale,  or  other  disposition  of  a  nonqualified 
written  notice  of  allocation  which  wTas  previously  paid  as  a  patronage 
dividend,  which  is  properly  taken  into  account  as  an  adjustment  to 
basis  of  property.  For  example,  if  a  patronage  dividend  is  attribut¬ 
able  to  the  purchase  of  a  capital  asset  or  property  used  in  a  trade  or 
business,  such  patronage  dividend  will  not  be  included  in  the  distrib¬ 
utee’s  gross  income  but  will  reduce  the  basis  of  such  asset  or  property . 
Subsection  (b)(2)  provides  that-  a  patronage  dividend,  or  an  amount 
received  on  the  redemption,  sale,  or  other  disposition  of  a  nonoualified 
written  notice  of  allocation  which  was  previously  paid  as  a  patronage 
dividend,  which  is  paid  to  a  patron  with  respect  to  the  purchase  of  a 
personal,  rather  than  a  business,  expense  item,  is  not  includible  in 
gross  income.  These  provisions  are  to  be  applied  under  regulations 
prescribed  by  the  Secretary  of  the  Treasury  or  his  delegate. 

(c)  Treatment  of  certain  nonqualified  written  notices  of  allocation,.— 
Subsection  (c)(1)'  of  section  1385  describes  the  kind  of  nonqualified 
written  notices  of  allocation  to  which  section  1385(c)  applies.  This 
subsection  applies  to  a  nonqualified  written  notice  of  allocation  winch 
was  paid  as  a  patronage  dividend  by  a  taxable  or  an  exempt  coopera- 
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tive,  and  to  a  nonqualified  written  notice  of  allocation  which  was  paid 
on  a  patronage  basis  by  a  farmers’  cooperative  exempt  under  section 
521  out  of  earnings  derived  either  from  business  done  for  the  United 
States  or  from  sources  other  than  patronage. 

Subsection  (c)(2)(A)  of  section  1385  provides  that  such  a  non¬ 
qualified  written  notice  of  allocation  is  to  have  a  zero  basis  in  the 
hands  of  the  patron  to  whom  it  was  paid.  Subsection  (c)(2)(B)  of 
section  1385  provides  that  the  basis  of  a  nonqualified  written  notice  of 
allocation  described  in  subsection  (c)(1)  acquired  from  a  decedent  is  to 
be  its  basis  in  the  hands  of  the  decedent.  Any  amount  which  the 
beneficiary  is  required  to  report  as  ordinary  income  on  the  redemption, 
sale,  or  other  disposition  of  such  written  notice  of  allocation  is  income 
in  respect  of  a  decedent  under  section  691  of  the  code.  Subsection 
(c)(2)(C)  provides  that  any  gain  on  the  redemption,  sale,  or  other 
disposition  of  a  nonqualified  written  notice  of  allocation  described  in 
subsection  (c)(1)  is  to  be  ordinary  income  to  the  extent  that  its  stated 
dollar  amount  exceeds  its  basis.  This  is  true  whether  such  gain  is 
realized  by  the  patron  who  received  the  nonqualified  written  notice  of 
allocation  or  any  subsequent  holder.  For  example,  farmer  A  receives 
a  patronage  dividend  paid  in  the  form  of  a  nonqualified  written  notice 
of  allocation  which  is  attributable  to  the  sale  of  his  crop  to  the  X  co¬ 
operative.  The  stated  dollar  amount  of  the  nonqualified  written 
notice  of  allocation  is  $100.  The  basis  of  the  written  notice  of  alloca¬ 
tion  in  the  hands  of  farmer  A  is  zero  and  he  must  report  any  amount 
up  to  $100  received  by  him  on  its  redemption,  sale,  or  other  disposi¬ 
tion  as  ordinary  income.  If  farmer  A  gives  the  written  notice  of 
allocation  to  his  son  B,  B  takes  farmer  A’s  (the  donor’s)  basis  which  is 
zero,  and  any  gain  up  to  $100  which  B  later  realizes  on  its  redemption, 
sale,  or  other  disposition  is  ordinary  income.  Similarly,  if  A  dies 
before  realizing  any  gain  on  the  nonqualified  written  notice  of  alloca¬ 
tion,  B,  his  legatee,  has  a  zero  basis  for  such  written  notice  of  alloca¬ 
tion  and  any  gain  up  to  $100  which  he  then  realizes  on  its  redemption, 
sale,  or  other  disposition  is  also  ordinary  income.  Any  amounts 
realized  on  the  redemption,  sale,  or  other  disposition  of  such  nonquali¬ 
fied  written  notice  of  allocation  in  excess  of  $100  will  be  treated  under 
the  applicable  provisions  of  the  code.  These  provisions  in  section 
1385(c)(2)(C)  are  not  intended  to  reflect  in  any  way  on  how  gain  on 
the  redemption,  sale,  or  other  disposition  of  a  written  notice  of  allo¬ 
cation  would  be  treated  under  existing  law. 

Part  III — Definitions;  Special  Rules 

Part  III  of  subchapter  T,  consisting  of  section  1388,  defines  "patron¬ 
age  dividend,”  "written  notice  of  allocation,”  "qualified  written 
notice  of  allocation,”  "qualified  check,”  and  "nonqualified  written 
notice  of  allocation,”  and  provides  special  rules  for  determining 
amounts  paid  or  received. 

SECTION  1388.  DEFINITIONS;  SPECIAL  RULES 

(a)  Patronage  dividend. — Under  subsection  (a)  of  section  1388,  the 
term  "patronage  dividend”  means  an  amount  paid  to  a  patron  by  a 
cooperative  to  which  part  I  of  subchapter  T  applies  (1)  on  the  basis  of 
quantity  or  value  of  business  done  with  or  for  such  patron,  (2)  under 
an  obligation  to  pay  such  amount,  which  obligation  existed  before  the 
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cooperative  received  the  amount,  and  (3)  which  is  determined  by 
reference  to  the  net  earnings  of  the  cooperative  from  business  done 
with  or  for  its  patrons.  It  is  made  clear  that  there  are  not  to  be  in¬ 
cluded  as  patronage  dividends  any  amounts  which  are  out  of  earnings 
other  than  from  business  done  with  or  for  patrons,  or  any  amounts 
paid  to  patrons  which  are  attributable  to  the  patronage  of  other 
patrons  to  whom  no  amounts  are  paid,  or  to  whom  smaller  amounts 
are  paid,  with  respect  to  substantially  identical  transactions.  Thus, 
if  a  cooperative  does  not  pay  any  patronage  dividends  to  nonmembers, 
any  portion  of  the  amounts  paid  to  members  which  is  out  of  net  earn¬ 
ings  from  patronage  with  nonmembers,  and  which  would  have  been 
paid  to  the  nonmembers  if  all  patrons  were  treated  alike,  is  not  a 
patronage  dividend. 

(b)  Written  notice  oj  allocation. — The  term  “written  notice  of  alloca¬ 
tion”  is  defined  in  subsection  (b)  of  section  1388  to  mean  any  capital 
stock,  revolving  fund  certificate,  retain  certificate,  certificate  of  in¬ 
debtedness,  letter  of  advice,  or  other  written  notice,  which  discloses 
to  the  recipient  the  stated  dollar  amount  allocated  to  him,  and  the 
portion  thereof,  if  any,  which  constitutes  a  patronage  dividend. 

This  definition  is  applicable  both  to  written  notices  of  allocation 
paid  as  patronage  dividends  and  to  written  notices  of  allocation  paid 
with  respect  to  nonpatronage  earnings  or  earnings  from  business 
done  for  the  United  States. 

(c)  Qualified  written  notice  oj  allocation. — Subsection  (c)(1)  of 
section  1388  contains  the  definition  of  “qualified  written  notice  of 
allocation”.  Subsection  (c)(1)(A)  provides,  in  the  case  of  both 
taxable  and  exempt  cooperatives,  that  the  term  “qualified  written 
notice  of  allocation”  includes  a  written  notice  of  allocation  which  the 
patron  may  redeem  in  cash,  at  its  stated  dollar  amount,  at  any  time 
within  a  period  beginning  on  the  date  such  written  notice  of  allocation 
is  paid  and  ending  not  earlier  than  90  days  from  such  date.  The 
patron  must  be  notified  by  the  cooperative,  in  writing,  at  the  time  he 
receives  the  written  notice  of  allocation,  of  this  right  of  redemption. 
It  is  intended  that  this  notice  must  be  given  separately  to  each  patron 
and  not  in  the  form  of  a  notice  in  a  newspaper  or  posted  at  the  coopera¬ 
tive’s  headquarters.  If  the  patron  does  not  exercise  his  option  to 
redeem  the  written  notice  of  allocation,  he  must,  nevertheless,  take 
it  into  account,  at  its  stated  dollar  amount,  in  the  manner  provided  in 
section  1385(a). 

Subsection  (c)(1)(B)  of  section  1388,  also  applicable  to  both  taxable 
and  exempt  cooperatives,  provides  that  the  term  ‘  qualified  written 
notice  of  allocation”  also  includes  a  written  notice  of  allocation  which 
the  patron  has  consented  to  take  into  account  at  its  stated  dollar 
amount  in  the  manner  provided  in  section  1385(a).  This  consent 
must  be  made  in  the  manner  provided  in  subsection  (c)(2)  of  section 
1388 

Subsection  (c)(1)  provides,  however,  that  a  written  notice  of  alloca¬ 
tion  is  not  “qualified”  unless  at  least  20  percent  of  the  patronage 
dividend,  or  the  payment  with  respect  to  nonpatronage  earnings  or 
earnings  from  business  done  for  the  United  States,  of  which  it  is  a 
part,  is  paid  in  money  or  by  qualified  check  (as  defined  in  sec. 
1388(c)(4)).  Thus,  even  though  the  patron  has  consented  to  take 
the  face  amount  of  a  written  notice  of  allocation  paid  as  part  of  a 
patronage  dividend  into  account  as  provided  in  section  13S5(a),  or 
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such  allocation  is  redeemable  for  cash  at  any  time  within  a  period  of 
at  least  90  days,  such  written  notice  of  allocation  will  not  be  qualified 
unless  at  least  20  percent  of  the  patronage  dividend  is  paid  in  money 
or  by  qualified  check. 

Subsection  (c)(2)  of  section  1388  provides  the  three  different  ways 
in  which  the  consent  to  take  written  notices  of  allocation  into  account 
as  provided  in  section  1385  (a)  may  be  made.  The  first  way  is  to  make 
such  consent  in  writing.  (This  does  not  include  a  consent  made  by 
endorsing  and  cashing  a  qualified  check  which  is  described  in  sub¬ 
section  (c)(2)(C).)  The  written  consent  must  be  made  by  the  patron 
before  the  close  of  the  cooperative’s  taxable  year  during  which  the 
patronage  to  which  the  written  notice  of  allocation  is  attributable 
occurred.  Such  consent  is,  under  subsection  (c)(3)(A)(i),  effective 
with  respect  to  all  patronage  occurring  during  the  taxable  year  of  the 
cooperative  in  which  such  consent  is  made  and,  unless  revoked  as  pro¬ 
vided  in  subsection  (c)(3)(B)(i),  all  subsequent  taxable  years.  Sub¬ 
section  (c)(3)(B)(i)  provides  that  such  a  consent  may  be  revoked  by 
the  patron  at  any  time.  The  revocation  must  be  in  writing  and  filed 
with  the  cooperative.  Thus,  any  such  written  consent  which  is, 
by  its  terms,  irrevocable  is  not  a  consent  that  would  qualify  a  written 
notice  of  allocation  under  subsection  (c)(1)(B).  A  revocation  is  only 
effective  with  respect  to  patronage  occurring  after  the  close  of  the 
cooperative’s  taxable  year  during  which  the  revocation  is  filed  with 
it.  In  the  case  of  a  patron  participating  in  a  pooling  arrangement 
described  in  section  1382(e),  a  written  consent  may  be  made  at  any 
'time  before  the  close  of  the  cooperative’s  taxable  year  during  which 
the  pool  closes.  Any  subsequent  revocation  filed  by  the  patron, 
however,  would  not  be  effective  with  respect  to  that  pool. 

Subsection  (c)(2)(B)  describes  another  way  the  consent  can  be 
given  by  a  patron  who  is  a  member  (or  prospective  member)  of  the 
cooperative.  In  this  case,  the  consent  may  be  made  by  the  patron 
by  obtaining  or  retaining  membership  in  the  cooperative  after — 

(A)  the  cooperative  has  adopted  a  bylaw  providing  that  mem¬ 
bership  in  the  cooperative  constitutes  such  consent,  and 

(B)  he  has  received  a  written  notification  and  copy  of  such 
bylaw. 

The  bylaw  described  in  (A)  must  be  adopted  by  the  cooperative 
after  the  date  of  enactment  of  this  bill  (the  Revenue  Act  of  1962) 
and  must  contain  a  clear  statement  that  membership  in  the  coopera¬ 
tive  constitutes  the  prescribed  consent.  The  following  is  an  example 
of  a  bylaw  provision  which  would  meet  this  requirement: 

Each  person  who  hereafter  applies  for  and  is  accepted 
to  membership  in  this  cooperative  and  each  member  of  this 
cooperative  on  the  effective  date  of  this  bylaw  who  con¬ 
tinues  as  a  member  after  such  date  shall,  by  such  act  alone, 
consent  that  the  amount  of  any  distributions  with  respect  to 

his  patronage  occurring  after _ ,  which  are  made  in 

written  notices  of  allocation  (as  defined  in  26  U.S.C.  1388) 
and  which  are  received  by  him  from  the  cooperative,  will  be 
taken  into  account  by  him  at  their  stated  dollar  amounts  in 
the  manner  provided  in  26  U.S.C.  1385(a)  in  the  taxable  year 
in  which  such  written  notices  of  allocation  are  received  by 
him. 
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Before  a  patron  shall  be  considered  to  have  consented  under  this 
second  alternative,  he  must  receive  the  written  notification  and  the? 
copy  of  the  bylaw,  as  provided  in  (B)  above.  In  the  case  of  a  new 
member,  he  must  receive  the  notification  and  the  copy  of  the  bylaw; 
before  he  becomes  a  member.  The  written  notification  must  inform 
the  patron  that  this  bylaw  has  been  adopted  and  of  its  significance. 
It  is  intended  that  the  notification  and  copy  of  the  bylaw  must  be; 
given  to  each  individual  separately  and  not  in  the  form  of  a  notice, 
in  a  newspaper  or  posted  at  the  cooperative’s  headquarters.  #  - 

Under  subsection  (c)(3)(A)(ii)  of  section  1388,  this  alternative 
consent  will  be  effective  with  respect  to  all  patronage  of  the  member- 
patron  occurring  after  he  receives  the  notification  and  copy  of  the. 
bylaw  provision.  In  the  case  of  a  pooling  arrangement  described  in 
section  1382(e),  the  consent  will  only  be  effective  with  respect  to  the 
member’s  actual  patronage  occurring  after  he  receives  the  notification 
and  copy  of  the  bylaw  and  shall  not  be  effective  with  respect  to  any. 
of  his  patronage  under  the  pool  before  this  time.  Subsection 
(c)(3)(B)(ii)  provides  that  this  alternative  consent  will  not  apply  to 
any  patronage  of  the  patron  after  he  ceases  to  be  a  member  of  the 
cooperative  or  after  the  bylaw  provision  is  repealed  by  the  cooperative. 
In  the  case  of  a  pooling  arrangement,  this  refers  to  the  time  when  the 
patronage  actually  occurred.  Thus,  if  the  patron  resigns  his  member i 
ship  in  the  cooperative  during  the  period  a  pool  is  in  operation,  he 
will  not  be  considered  to  have  consented  with  respect  to  any  of  his 
patronage  under  the  pool  after  the  date  of  his  resignation. 

Subsection  (c)  (2)  (C)  describes  the  third  way  that  a  patron  may  con-, 
sent  to  take  a  written  notice  of  allocation  into  account  as  provided  in. 
section  1385(a).  Under  this  alternative,  the  consent  may  be  given  by 
endorsing  and  cashing  a  qualified  check  (as  defined  in  subsec.  (c)(4)) 
which  is  paid  as  part  of  the  same  patronage  dividend,  or  the  same  dis¬ 
tribution  with  respect  to  nonpatronage  earnings,  as  is  the  written 
notice  of  allocation. 

Subsection  (c)(4)  defines  a  qualified  check  to  mean  only  a  check,  or 
other  instrument  redeemable  in  money,  (1)  which  is  paid  as  a  part  of 
a  patronage  dividend,  or  as  a  part  of  a  payment  described  in  section 
1382(c)(2)(A),  to  a  patron  who  has  not  already  given  consent  in  the 
manner  provided  in  subsection  (c)  (2)  (A)  or  (B)  with  respect  to  such 
patronage  dividend  or  such  payment,  and  (2)  on  which  there  is  clearly 
imprinted  a  statement  that  the  endorsement  and  cashing  of  the  check 
(or  other  instrument)  constitutes  the  consent  of  the  payee  to  take  into 
account,  as  provided  in  the  Federal  income  tax  laws,  the  stated  dollar 
amount  of  any  written  notices  of  allocation  which  are  paid  as  a  part- 
of  the  patronage  dividend  or  payment  of  which  such  check  (or  other 
instrument)  is  also  a  part.  The  term  “qualified  check  does  not  in¬ 
clude  a  check  or  other  instrument  which  is  paid  as  part  of  a. patronage, 
dividend  or  payment  which  does  not  include  a  written  notice  of  allo¬ 
cation  (other  than  one  described  in  sec.  1388(c) (1)  (A)).  1  bus.  a  check 

which  is  paid  as  part  of  a  patronage  dividend  is  not  a  “qualified  check” 
(even  though  it  has  the  above-described  statement  imprinted  on  it) 
if  the  remaining  portion  of  such  patronage  dividend  is  paid  in  cash  or 
if  the  only  written  notices  of  allocation  included  in  the  distribution  are 
redeemable  allocations  which  are  considered  qualified  under  section 
1388(c)(1)(A).  Under  this  definition,  it  is  not  necessary  that  a  quali¬ 
fied  check  be  in  the  form  of  an  ordinary  check  which  is  payable  through. 
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the  banking  system.  It  may,  for  example,  be  in  the  form  of  an  instru¬ 
ment  which  may  be  redeemed  by  the  cooperative  for  money. 

In  order  to  constitute  consent,  a  qualified  check  must  be  cashed 
by  the  payee  on  or  before  the  90th  day  after  the  close  of  the  payment 
period  for  the  taxable  year  of  the  cooperative  for  which  the  patronage 
dividend,  or  the  distribution  with  respect  to  nonpatronage  earnings,  is 
paid.  Thus,  in  the  case  of  a  cooperative  on  a  calendar  year  basis, 
which  pays  patronage  dividends  for  1963  in  qualified  checks  and 
written  notices  of  allocation,  only  those  patrons  who  cash  their 
qualified  checks  on  or  before  December  14,  1964,  shall  be  considered 
to  have  consented  under  subsection  (c)(2)(C)  with  respect  to  the 
written  notices  of  allocation.  For  purposes  of  determining  whether 
or  not  the  cooperative  is  required  to  take  the  amount  of  a  qualified 
check  into  account  in  computing  its  taxable  income  under  section 
1382  (b)(1)  or  (c)(2)(A),  section  1382(d)  provides  that  those  quali¬ 
fied  checks  which  are  issued  during  the  payment  period  for  the  taxable 
year  and  which  are  endorsed  and  cashed  on  or  before  the  90th  day 
after  the  close  of  such  period  shall  be  treated  as  amounts  paid  in 
money  during  such  payment  period.  Thus,  in  the  above  example,  if 
the  qualified  checks  were  issued  on  or  before  September  15,  1964,  then 
the  amount  of  those  checks  which  are  cashed  on  or  before  December  14, 
1964,  shall  be  treated,  for  purposes  of  section  1382(b)(1),  as  patronage 
dividends  paid  in  money  during  the  payment  period  for  1963. 

Under  the  above  example,  in  the  case  of  a  patron  who  has  not  cashed 
his  qualified  check  by  December  14,  1964,  there  is  no  consent  and  both 
the  written  notice  of  allocation  and  the  qualified  check  constitute 
nonqualified  written  notices  of  allocation.  Therefore,  as  of  that  date, 
the  patron  is  not  required  to  include  any  amount  in  gross  income,  and 
the  cooperative  is  allowed  no  deduction,  with  respect  to  either  the 
qualified  check  or  the  written  notice  of  allocation.  If  the  payee 
cashes  his  check  on  January  2,  1965,  he  shall  treat  the  amount  received 
for  tax  purposes  as  an  amount  received  on  January  2,  1965,  in  redemp¬ 
tion  of  a  nonqualified  written  notice  of  allocation.  Likewise,  the 
cooperative  shall  treat  the  amount  of  the  check  as  an  amount  paid  on 
January  2,  1965,  in  redemption  of  a  nonqualified  written  notice  of 
allocation.  The  written  notice  of  allocation  itself  will  be  treated  in 
the  same  manner  as  any  other  nonqualified  written  notice  of  alloca¬ 
tion;  that  is,  nothing  will  be  includible  in  the  gross  income  of  the 
patron  and  no  deduction  will  be  allowed  the  cooperative  until  the 
written  notice  of  allocation  is  redeemed. 

Since  the  term  “qualified  check”  includes  only  checks  or  other 
instruments  issued  to  patrons  who  have  not  otherwise  consented  with 
respect  to  the  distribution  of  which  the  check  or  other  instrument  is 
a  pai’t,  the  endorsing  and  cashing  of  a  check  which  contains  a  state¬ 
ment  that  this  constitutes  consent  by  a  patron  of  a  cooperative  shall 
have  no  effect  as  a  consent  if  such  patron  is  already  considered  as 
having  consented  by  reason  of  subsection  (c)(2)  (A)  or  (B)  with  re¬ 
spect  to  the  distribution  of  which  such  check  is  a  part. 

Endorsing  and  cashing  a  qualified  check  shall  be  considered  a 
consent  only  with  respect  to  the  written  notices  of  allocation  which 
are  paid  as  part  of  the  same  distribution  as  is  the  qualified  check. 

(d)  Nonqualified  written  notice  of  allocation. — Subsection  (d)  of 
section  1388  defines  “nonqualified  written  notice  of  allocation”  to 
mean  (1)  a  written  notice  of  allocation  which  is  not  described  in  sub¬ 
section  (c)  and  (2)  a  qualified  check  which  is  not  cashed  on  or  before 
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the  close  of  the  90th  day  after  the  close  of  the  payment  period  for  the 
taxable  year  (of  the  cooperative)  for  which  the  distribution  of  which 

it  is  a  part  is  paid.  .  .  0  ,  ,  N  , 

(e)  Determination  of  amount  paid,  or  received. — Subsection  (e)  ol 
section  1388  provides  that,  for  purposes  of  the  new  subchapter  T,  in 
determining  amounts  paid  or  received:  (1)  Property,  other  than  a 
written  notice  of  allocation,  is  to  be  taken  into  account  at  its  lair 
market  value,  and  (2)  a  qualified  written  notice  of  allocation  is  to  be 
taken  into  account  at  its  stated  dollar  amount.  Thus,  if  a  cooperative 
pays  part  of  its  patronage  dividends  in  qualified  written  notices  of 
allocation,  and  the  requirements  of  section  1382  are  met,  the  coopera¬ 
tive  will  not  be  required  to  take  the  stated  dollar  amounts  ol  such 
written  notices  of  allocation  into  account  in  determining  its  taxable 
income.  Conversely,  the  patron  receiving  a  qualified  written  notice  of 
allocation  must  take  it  into  account,  as  provided  in  section  1385(a),  at 
its  stated  dollar  amount.  If  a  cooperative  pays  a  patronage  dividend 
in  nonqualified  written  notices  of  allocation,  it  is  required  to  include 
the  stated  dollar  amount  thereof  in  gross  income  and  is  allowed  no 
deduction  (and  the  patrons  are  not  required  to  include  such  amount  m 
gross  income)  at  the  time  such  written  notices  ol  allocation  are  paid 
(or  received). 

SECTION  17.  TAX  TREATMENT  OF  COOPERATIVES  AND 

PATRONS  (Continued) 

(b)  Technical  amendments.- — Subsection  (b)  of  section  17  ol  the  bill 
makes  certain  technical  amendments  to  reflect  the  provisions  of  the 

new  subchapter  T.  .  ,.  , 

Paragraph  (1)  amends  section  521(a)  (relating  to  exemption  of 
farmers’  cooperatives  from  tax)  to  insert  references  to  part  I  of  the 

new  subchapter  T.  .  ,  , 

Paragraph  (2)  repeals  section  522  (relating  to  tax  on  faimers 

cooperatives  exempt  under  sec.  521).  . 

Paragraph  (3)  amends  section  6072(d)  (relating  to  time  for  fifing 
income  tax  returns  of  exempt  cooperative  associations)  to  extend  the 
time  for  filing  income  tax  returns  of  certain  taxable  cooperatives. 
Under  this  amendment,  these  cooperatives  need  not  file  returns  for 
a  taxable  year  until  the  15th  day  of  the  9th  month  following  the  close 
of  such  taxable  year.  Under  existing  law,  these  nonexempt  coopera¬ 
tives  must  file  returns  for  a  taxable  year  on  or  before  the  15th  day  of 
the  3d  month  following  the  close  of  such  taxable  year.  The  taxable 
cooperatives  which  may  take  advantage  of  this  filing  date  pi  o vision 
are  those  described  in  section  1381(a)(2)  which  either  (1)  are  under 
an  obligation  to  pay  patronage  dividends  in  an  amount  equal  to  50 
percent  or  more  of  net  earnings  from  business  done  with  or  for  pations, 
or  (2)  actually  paid  patronage  dividends  in  such  an  amount  out  of 
net  earnings  from  business  done  with  or  for  patrons  during  the  most 
recent  taxable  year  for  which  they  had  such  net  earnings.  Under 
existing  law,  exempt  farmers’  cooperatives  are  not  required  to  file 
returns  for  a  taxable  year  until  the  15th  day  of  the  9th  month  following 
the  close  of  such  taxable  year,  and  this  rule  is  not  changed. 

(c)  Effective  dates. — Subsection  (c)  of  section  17  of  the  bill  pre¬ 
scribes  the  effective  dates  for  subsections  (a)  and  _(b). 

Paragraph  (1)  of  subsection  (c)  provides  that,  in  the  case  of  coop¬ 
eratives,  the  amendments  made  by  subsections  (a)  and  (b)  will,  ex- 
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cept  as  provided  in  paragraph  (3),  apply  to  taxable  years  of  organiza¬ 
tions  described  in  section  1381(a)  beginning  after  December  31,  1962. 

Paragraph  (2)  of  subsection  (c)  provides  that,  in  the  case  of  patrons, 
section  1385  will,  except  as  provided  in  paragraph  (3),  apply  with 
respect  to  any  amount  received  from  any  organization  described  in 
section  1381(a),  to  the  extent  that  such  amount  is  paid  by  such 
organization  in  a  taxable  year  of  such  organization  beginning  after 
December  31,  1962. 

Paragraph  (3)  of  subsection  (c)  provides  that,  in  the  case  of  any 
money,  written  notices  of  allocation,  or  other  property,  paid  by  any 
organization  described  in  section  1381(a)— 

(A)  before  the  first  day  of  the  first  taxable  year  of  such  organi¬ 
zation  beginning  after  December  31,  1962,  or 

(B)  on  or  after  such  first  day  with  respect  to  patronage 
occurring  before  such  first  day, 

the  tax  treatment  of  such  money,  written  notices  of  allocation,  or 
other  property  (including  the  tax  treatment  of  gain  or  loss  on  the 
redemption,  sale,  or  other  disposition  of  such  written  notices  of 
allocation)  by  any  cooperative  or  patron  is  to  be  made  under  the 
1954  Code  without  regard  to  the  new  subchapter  T.  For  example, 
if  a  cooperative  pays  a  patronage  dividend  during  its  taxable  year 
beginning  January  1,  1963,  out  of  net  earnings  for  its  taxable  year 
ending  on  December  31,  1962,  the  tax  treatment  of  such  a  patronage 
dividend  (including  the  determination  of  when  it  is  considered  paid) 
would  be  determined  under  existing  law.  Furthermore,  the  provisions 
of  section  1382  (b)(2)  and  (c)(2)(B)  (relating  to  deduction  for  amounts 
paid  in  redemption  of  certain  nonqualified  written  notices  of  alloca¬ 
tion)  and  section  1383  (relating  to  computation  of  tax  where  a 
cooperative  redeems  nonqualified  written  notices  of  allocation)  are 
not  applicable  to  amounts  paid  in  redemption  of  a  written  notice  of 
allocation  which  was  paid  (whether  before  or  after  January  1,  1963) 
with  respect  to  patronage  occurring  before  such  date. 

SECTION  18.  INCLUSION  OF  FOREIGN  REAL  PROPERTY 

IN  GROSS  ESTATE 

This  section  of  the  bill  is  the  same  as  section  18  of  the  bill  as  passed 
by  the  House,  except  that  the  special  provisions  discussed  below  in 
subsection  (b),  which  under  the  bill  as  passed  by  the  House  were 
applicable  in  the  case  of  decedents  dying  after  the  date  of  enactment 
and  before  July  1,  1964,  are  changed  by  your  committee  so  as  to  be 
applicable  in  the  case  of  decedents  dying  after  the  date  of  enactment 
and  before  January  1,  1963. 

(a)  Amendments  to  include  foreign  real  property. — Subsection  (a)  of 
section  18  of  the  bill  amends  sections  2031  (a), '2033,  2034,  2035(a) 
2036(a),  2037(a),  2038(a),  2040,  and  2041(a)  of  the  1954  Code  by 
striking  from  each  section  the  language  which  requires  the  exclusion 
from  the  gross  estate  of  real  property  situated  outside  of  the  United 
States.  The  result  of  these  amendments,  subject  to  the  effective 
date  provisions  of  subsection  (b)  of  section  18,  is  to  include  in  the 
gross  estate  of  decedents  who  are  citizens  or  residents  of  the  United 
States,  the  fair  market  value  of  their  interest  in  real  property  which 
is  situated  outside  of  the  United  States.  Under  existing  law  real 
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property  situated  outside  of  the  United  States  is  excluded  in  deter¬ 
mining  the  value  of  the  gross  estate.  . 

(b)  Effective  date.— Subsection  (b)  of  section  18  provides  that  the 
amendments  which  repeal  the  exclusion  for  real  property  situated  out¬ 
side  of  the  United  States  are  effective  with  respect  to  the  estates  ot 
decedents  dying  after  the  date  of  the  enactment  ol  the  bill.  How¬ 
ever,  special  provisions  apply  in  the  case  of  decedents  dying  after  such 
date  of  enactment  and  before  January  1,1963.  .  ,  , 

Under  one  of  these  provisions,  the  value  of  real  property  situated 
outside  of  the  United  States  is  not  included  in  the  gross  estate  ol  the 
decedent  under  section  2033,  2034,  2035(a),  2036(a),  2037(a),  or 
2038  (a)  to  the  extent  the  decedent’s  interest  in  it  was  acquired  beioi  e 
February  1,  1962.  Under  another  of  these  special  provisions,  the 
value  of  real  property  situated  outside  the  United  States  is  excluded 
from  the  gross  estate  of  a  decedent  who  dies  after  the  date  ol  the  en¬ 
actment  of  the  bill  and  before  January  1,  1963,  to  the  extent  the 
property  or  interest  therein  was  either  held  by  the  decedent  and  the 
surviving  tenant  in  a  joint  tenancy  or  tenancy  by  the  entirety  bet  ore 
Februarv  1,  1962,  or,  even  though  the  joint  tenancy  or  tenancy  by  the 
entirety  was  created  on  or  after  February  1  1962,  to  the  extent  the 
property  or  interest  therein  was  acquired  by  the  decedent  belore 
February  1,  1962.  Under  still  another  of  these  special  provisions,  m 
the  case  of  decedents  dying  after  the  date  of  the  enactment  of  the  bill 
and  before  January  1,  1963,  the  value  of  real  property  situated  outside 
the  United  States  is  excluded  from  the  gross  estate  to  the  extent  that 
before  February  1,  1962,  it  was  subject  to  a  general  power  ol  appoint¬ 
ment  possessed  by  the  decedent.  .  .  ,  , 

For  purposes  of  applying  these  three  special  provisions,  the  real 
property,  interests  therein,  and  general  powers  of  appointment  to 
which  these  special  provisions  apply,  which  are  acquired  by  the 
decedent  after  January  31,  1962,  by  gift  within  the  meaning  ol  sec¬ 
tion  2511,  or  from  a  prior  decedent  by  devise  or  inheritance,  or  by 
reason  of  death,  form  of  ownership,  or  other  conditions  (including  the 
exercise  or  nonexercise  of  a  power  of  appointment),  are  treated  as 
acquired  before  February  1,  1962,  if  the  donor  or  prior  decedent 
acquired  the  property,  his  interest  therein,  or  a  power  of  appointment 
(whether  or  not  a  general  power)  in  respect  thereof,  belore  that  date. 
For  example,  assume  that  A,  who  bought  foreign  real  property  on 
December  1,  1961,  dies  on  March  1,  1962,  and  by  will  leaves  the  Prop¬ 
erty  to  B  who  dies  after  the  date  of  the  enactment  of  the  bill  and  belore 
January  1,  1963.  In  this  example  B  will  be  treated  as  having  acquired 
the  property  before  February  1,  1962,  since  A  the  prior  decedent  from 
whom  B  acquired  the  property,  had  acquired  it  before  February  1, 

19For  purposes  of  the  amendments  made  by  section  18(b)  of  the  bill, 
substantial  capital  additions  and  improvements  to  real  property  made 
after  January  31,  1962,  are  to  be  treated  as  separate  properties,  capi¬ 
tal  additions  or  improvements  to  either  commercial  or  residential 
property  which  do  not  materially  increase  the  value  of  the  property 
are  to  be  disregarded. 
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SECTION  19.  REPORTING  OF  INTEREST,  DIVIDEND,  AND 
PATRONAGE  DIVIDEND  PAYMENTS  OF  $10  OR  MORE 
DURING  A  YEAR 

Section  19  of  the  bill  as  passed  by  the  House  provided  a  system  for 
the  withholding  of  tax  at  the  source  on  interest,  dividends,  and  patron¬ 
age  dividends.  Your  committee  has  struck  out  those  provisions  and 
has  inserted  provisions  which  would  require  annual  information  re¬ 
porting  of  certain  dividend,  interest,  or  patronage  dividend  payments. 
Such  reporting  is  to  be  required  with  respect  to  payments  to  any  per¬ 
son  when  they  aggregate  $10  or  more  in  amount  to  such  person  in  any 
calendar  year.  In  addition,  your  committee  has  added  provisions 
requiring  that  payers  of  interest,  dividends,  or  patronage  dividends 
furnish  to  the  recipients  of  these  amounts  annual  statements  showing 
the  amounts  paid  to  them  as  reported  on  the  information  returns  filed 
with  the  Government.  New  penalty  provisions  are  provided  by  your 
committee  for  failure  to  file  information  returns  with  respect  to  pay¬ 
ments  of  interest,  dividends,  or  patronage  dividends  and  for  failure 
to  furnish  to  a  recipient  of  such  payments  an  annual  statement  of 
such  payments. 

(a)  Returns  regarding  paymevt  of  dividends  and  corporate  earnings 
and  profits. — Subsection  (a)  of  the  new  section  19  completely  revises 
section  6042  of  the  1954  Code  (relating  to  returns  regarding  corporate 
dividends,  earnings,  and  profits).  Under  existing  section  6042  of  the 
code  the  Secretary  of  the  Treasury  or  bis  delegate  has  discretionary 
authority  to  require  corporations  to  make  information  returns,  with 
respect  to  their  payments  of  dividends,  showing  the  name  and  address 
of,  the  number  of  shares  owned  by,  and  the  amount  of  dividends  paid 
to,  each  shareholder.  In  addition,  the  Secretary  of  the  Treasury  or 
his  delegate  may  require  corporations  to  furnish  other  specified  infor¬ 
mation,  such  as  statements  of  accumulated  earnings  and  profits,  the 
names  and  addresses  of  shareholders  who  would  be  entitled  to  such 
earnings  and  profits  if  they  were  distributed,  and  the  amounts  that 
would  be  payable  to  each. 

SECTION  6042.  RETURNS  REGARDING  PAYMENT  OF  DIVIDENDS  AND 
CORPORATE  EARNINGS  AND  PROFITS 

(a)  Requirement  of  reporting. — Subsection  (a)(1)  of  the  new  section 
6042  requires  every  person  making  payments  of  dividends  aggregating 
$10  or  more  to  any  other  person  during  any  calendar  year  to  file  an 
information  return  with  respect  to  such  payments.  In  addition, 
such  new  subsection  requires  persons  receiving  payments  of  dividends 
in  the  capacity  of  nominee  to  report  payments  by  them  aggregating 
$10  or  more  during  any  calendar  year  to  any  other  person  with 
respect  to  the  dividends  so  received.  Thus,  if  an  individual  has  his 
stock  registered  in  the  name  of  his  stockbroker,  the  stockbroker  must 
file  an  information  return  showing  the  name  and  address  of  the 
individual  and  the  amount  of  dividends  he  received  and  paid  over  to, 
or  credited  to  the  account  of,  such  individual  during  the  calendar 
year  if  they  amount  to  $10  or  more.  The  return  to  be  filed  under 
section  6042(a)(1)  is  to  be  made  according  to  the  forms  or  regulations 
prescribed  by  the  Secretary  of  the  Treasury  or  his  delegate  and  is 
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to  set  forth  the  name  and  address  of  the  person  to  whom  the  pay¬ 
ments  were  made  and  the  aggregate  amount  of  such  payments. 

Section  6042  only  requires  reporting  with  respect  to  dividends  paid 
by  one  “person”  to  another  “person.”  For  purposes  of  this  section 
(and  secs.  6044,  as  amended  by  the  bill,  and  6048,  as  added  by  the 
bill)  the  term  “person”  has  the  meaning  assigned  to  it  by  section 
7701(a)(1)  of  the  code.  Under  that  section  the  term  “person”  does 
not  include  the  United  States,  a  State,  a  foreign  government,  a 
political  subdivision  of  a  State  or  foreign  government,  or  an  iuter- 
national  organization.  Therefore,  dividends  (and  patronage  divi¬ 
dends  and  interest)  paid  by  or  to  one  of  these  entities  need  not  be 
reported.  The  person  required  to  report  under  subsection  (a)(1) 
is  the  person  on  whose  capital  stock  the  dividends  are  paid.  The 
term  “payment”  includes  constructive  payment.  Thus,  dividends 
which  are  credited  to  the  account  of  a  shareholder  by  a  mutual 
fund  must  be  reported  by  the  fund  if  they  aggregate  $10  or  more 
during  the  calendar  year.  The  term  “nominee”  does  not  include 
a  partner  acting  with  respect  to  property  of  a  partnership  of  which 
he  is  a  member  or  a  person  who,  acting  in  the  capacity  of  trustee, 
holds  record  title  to  trust  property.  .  The  general  rules  discussed  m 
this  paragraph  are  also  applicable  with  respect  to  the  new  repoitmg 
requirements  for  interest  and  patronage  dividends. 

Subsection  (a)(2)  of  the  new  section  6042  gives  the  Secretary  of  the 
Treasury  or  his  delegate  discretion  to  require  information  returns  to 
be  filed  with  respect  to  dividend  payments  aggregating  less  than  $10 

during  a  calendar  year.  . 

(b)  Dividend  defined. — Subsection  (b)(1)  of  the.  new  section  60-2 
defines  the  term  “dividend”  for  purposes  of  section  6042  to  mean: 
(A)  any  distribution  by  a  corporation  which  is  a  dividend  as  defined 
in  section  316  of  the  code;  and  (B)  any  payment  made  by  a  stock¬ 
broker  to  any  person  as  a  substitute  for  a  dividend  (as  so  defined). 
Reporting  is  required  whether  a  dividend  is  paid  in  cash  or  in  other 
property.  A  dividend  paid  by  an  insurance  company  to  a  policy¬ 
holder,  other  than  a  dividend  upon  the  capital  stock  of  such  insurance 
company,  is  not  a  dividend  within  the  meaning  of  section  6042(b)  (1). 

Subsection  (b)  (2)  of  the  new  section  6042  provides  that  the  term 
“dividend,”  for  purposes  of  section  6042,  does  not  include:  (A)  to  the 
extent  provided  in  regulations  prescribed  by  the  Secretary  of  the 
Treasury  or  his  delegate,  any  distribution  or  payment  (i)  by  a  foreign 
corporation,  or  (ii)  to  a  foreign  corporation,  a  nonresident  alien,  or  a 
partnership  not  engaged  in  trade  or  business  in  the  United  States  and 
composed  in  whole  or  in  part  of  nonresident  aliens;  or  (B)  any  amount 
described  in  section  1373  of  the  code  (relating  to  undistributed  taxable 
income  of  electing  small  business  corporations). 

Subsection  (b)  (3)  provides  that  if  the  person  making  any  payment 
described  in  subsection  (a)  (1)  is  unable  to  determine  the  portion  of 
the  payment  which  is  a  dividend  or  is  paid  with  respect  to  a  dividend, 
the  total  amount  of  the  payment  is  to  be  treated  as  a  dividend  for 
purposes  of  information  reporting  required  by  subsection  (a)(1). 
Thus,  if  a  corporation  is  unable  to  determine  what  portion  ot  its 
distributions  to  its  shareholders  during  the  calendar  year  is  paid  out 
of  earnings  and  profits,  the  total  amount  of  the  distributions  must  be 
treated  as  a  dividend. 
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(c)  Statements  to  be  furnished  to  persons  with  respect  to  whom  infor¬ 
mation  is  furnished. — Subsection  (c)  of  the  new  section  6042  requires 
!every  person  making  a  return  under  subsection  (a)(1)  of  section  6042 
to  furnish  to  each  person  whose  name  is  set  forth  in  such  return  a 
written  statement  showing  (1)  the  name  and  address  of  the  person 
making  the  return,  and  (2)  the  aggregate  amount  paid  to  the  person 
as  shown  on  the  return.  Such  written  statement  is  to  be  furnished 
to  the  person  on  or  before  January  31  of  the  year  following  the  cal¬ 
endar  year  for  which  the  return  was  made.  However,  no  statement 
is  required  to  be  furnished  to  any  person  under  this  subsection  if  the 
aggregate  amount  of  payments  to  the  person  as  shown  on  the  return 
made  under  subsection  (a)(1)  is  less  than  $10. 

(d)  Statements  to  be  furnished  by  corporations  to  Secretary. — Subsec¬ 
tion  (d)  of  the  new  section  6042  provides  that  every  corporation  shall, 
when  required  by  the  Secretary  of  the  Treasury  or  his  delegate — 

(1)  furnish  to  the  Secretary  of  the  Treasury  or  his  delegate  a 
statement  stating  the  name  and  address  of  each  shareholder,  and 
the  number  of  shares  owned  by  each  shareholder; 

(2)  furnish  to  the  Secretary  of  the  Treasury  or  his  delegate  a 
statement  of  such  facts  as  will  enable  him  to  determine  the 
portion  of  the  earnings  and  profits  of  the  corporation  (including 
gains,  profits,  and  income  not  taxed)  accumulated  during  such 
periods  as  the  Secretary  of  the  Treasury  or  his  delegate  may 
specify,  which  have  been  distributed  or  ordered  to  be  distributed, 
respectively,  to  its  shareholders  during  such  taxable  years  as  the 
Secretary  of  the  Treasury  or  his  delegate  may  specify;  and 

(3)  furnish  to  the  Secretary  of  the  Treasury  or  his  delegate  a 
statement  of  its  accumulated  earnings  and  profits  and  the  names 
and  addresses  of  the  individuals  or  shareholders  who  would  be 
entitled  to  such  accumulated  earnings  and  profits  if  divided  or 
distributed,  and  of  the  amounts  that  would  be  payable  to  each. 

These  provisions  are  substantially  the  same  as  provisions  contained 
in  the  present  section  6042. 

SECTION  19.  REPORTING  OF  INTEREST,  DIVIDEND,  AND 
PATRONAGE  DIVIDEND  PAYMENTS  OF  $10  OR  MORE 

DURING  A  YEAR  (Continued) 

(b)  Returns  regarding  payments  of  patronage  dividends. — Subsection 
(b)  of  the  new  section  19  amends  section  6044  of  the  1954  Code,  to 
revise  the  provisions  relating  to  information  returns  which  must  be 
filed  by  cooperatives. 

Under  existing  law,  a  cooperative  must  file  an  information  return 
with  respect  to  patronage  dividends  which  it  pays  to  a  patron  during  a 
calendar  year  if  the  aggregate  is  $100  or  more.  Existing  law  also  gives 
the  Secretary  of  the  Treasury  or  his  delegate  authority  to  require 
such  information  returns  with  regard  to  all  patronage  dividends 
regardless  of  amounts.  The  revised  section  6044  requires  reporting 
with  respect  to  all  payments  of  $10  or  more  during  the  calendar  year 
and,  in  addition,  reflects  the  provisions  of  the  new  subchapter  T  of 
chapter  1  (relating  to  the  tax  treatment  of  cooperatives  and  patrons) 
which  is  added  to  the  code  by  section  17  of  the  bill. 
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SECTION  6044.  RETURNS  REGARDING  PATRONAGE  DIVIDENDS 

(a)  Requirement  of  reporting. — Subsection  (a)  (1)  provides  that,* 

except  as  otherwise  provided  in  section  6044,  every  cooperative  ta 
which  part  I  of  subchapter  T  of  chapter  1  applies,  which  makes* 
payments  of  amounts  described  in  subsection  (b)  aggregating  $10 
or  more  to  any  person  during  any  calendar  year,  is  to  file  an  infor¬ 
mation  return  with  respect  to  such  payments.  Such  return  is  to  be 
made  according  to  the  forms  or  regulations  prescribed  by  the  Secretary* 
of  the  Treasury  or  his  delegate  and  is  to  set  forth  the  aggregate  amount* 
of  the  payments  and  the  name  and  address  of  the  person  to  whom 
paid.  1 

Subsection  (a)(2)  provides  that  the  Secretary  of  the  Treasury  or 
his  delegate  may  require  information  returns  regarding  payments  of 
amounts  described  in  subsection  (b)  where  such  payments  aggregate 
less  than  $10  to  any  person  during  any  calendar  year. 

(b)  Amounts  subject  to  reporting. — Subsection  (b)(1)  provides  that 
the  amounts  with  respect  to  which  reporting  is  required  by  subsection 
(a)  are  (except  as  otherwise  provided  by  sec.  6044):  (A)  Patronage, 
dividends  paid  in  cash,  qualified  written  notices  of  allocation,  or  other 
property  (except  nonqualified  written  notices  of  allocation) ;  (B)  in 
the  case  of  an  exempt  farmers’  cooperative,  amounts  described  in 
section  1382(c)(2)(A)  (relating  to  amounts  paid  with  respect  to  non¬ 
patronage  earnings)  which  are  paid  in  money,  qualified  written  notices 
of  allocation,  or  other  property  (except  nonqualified  written  notices  of 
allocation);  (C)  amounts  described  in  section  1382(b)(2)  paid  in 
redemption  of  nonqualified  written  notices  of  allocation  which  were 
previously  paid  as  patronage  dividends;  and  (D)  amounts  described 
in  section  1382(c)(2)(B)  paid  by  an  exempt  farmers’  cooperative  in 
redemption  of  nonqualified  written  notices  of  allocation  previously 
paid  with  respect  to  nonpatronage  earnings.  The  cooperative  is, 
required  to  report  these  amounts  even  though  it  must  pay  tax  with 
respect  to  them  because  they  were  not  paid  within  the  prescribed 
time  limits. 

Subsection  (b)(2)  provides  that  information  reporting  shall  not  be 
required,  to  the  extent  provided  in  regulations  prescribed  by  the 
Secretary  of  the  Treasury  or  his  delegate,  with  respect  to  any  payment 
(A)  by  a  foreign  corporation,  or  (B)  to  a  foreign  corporation,  a  non-l 
resident  alien,  or  a  partnership  not  engaged  in  trade  or  business  in  the 
United  States  and  composed  in  whole  or  in  part  of  nonresident  aliens.' 

(c)  Exemption  for  certain  consumer  cooperatives.— -Subsection  (c)' 
of  the  new  section  6044  provides  that  a  cooperative  which  the  Secretary 
of  the  Treasury  or  his  delegate  determines  is  primarily  engaged  in 
selling  at  retail  goods  or  services  of  a  type  that  are  generally  for 
personal,  living,  or  family  use  is  to  be  granted  exemption  from  the  re¬ 
quirements  of  information  reporting  imposed  by  subsection  (a)  upon 
application  for  such  exemption  to  the  Secretary  of  the  Treasury  or 
his  delegate.  The  application  for  exemption  is  to  be  made  in  ac¬ 
cordance  with  regulations  prescribed  by  the  Secretary  of  the  Treasury* 
or  his  delegate. 

(d)  Determination  of  amount  paid. — Subsection  (d)  provides  that  for. 
purposes  of  section  6044,  in  determining  the  amount  of  any  payment',, 
property  (other  than  a  written  notice  of  allocation)  is  to  be  taken  into 
account  at  its  fair  market  value,  and  a  qualified  written  notice  of 
allocation  is  to  be  taken  into  account  at  its  stated  dollar  amount.  ! 
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(e)  Statements  to  be  furnished  to  persons  with  respect  to  whom  informa¬ 
tion  is  furnished. — Subsection  (e)  provides  that  every  cooperative 
making  a  return  under  subsection  (a)(1)  shall  furnish  to  each  person 
whose  name  is  set  forth  in  such  return  a  written  statement  showing  (1) 
the  name  and  address  of  the  cooperative  making  the  return,  and  (2)  the 
aggregate  amount  of  payments  to  the  person  as  shown  on  the  return. 
This  written  statement  is  to  be  furnished  to  the  person  on  or  before 
January  31  of  the  year  following  the  calendar  year  for  which  the 
return  under  subsection  (a)(1)  was  made.  However,  no  statement  is 
required  to  be  furnished  to  any  person  under  this  subsection  if  the 
aggregate  amount  of  payments  to  the  person  as  shown  on  the  return 
made  under  subsection  (a)(1)  is  less  than  $10. 

SECTION  19.  REPORTING  OF  INTEREST,  DIVIDEND,  AND 
PATRONAGE  DIVIDEND  PAYMENTS  OF  $10  OR  MORE 

DURING  A  YEAR  (Continued) 

(c)  Returns  regarding  payments  of  interest. — Subsection  (c)  of  the 
new  section  19  amends  subpart  B  of  part  III  of  subchapter  A  of 
chapter  61  of  the  code  (relating  to  information  concerning  transactions 
with  other  persons)  by  adding  a  new  section  6048  to  such  subpart  B. 

SECTION  6048.  RETURNS  REGARDING  PAYMENTS  OF  INTEREST 

(a)  Requirement  of  reporting. — Paragraph  (1)  of  new  section  6048(a) 
requires  every  person  making  payments  of  interest  (as  defined  in  sub¬ 
sec.  (b))  aggregating  $10  or  more  to  any  other  person  during  any 
calendar  year  to  report  such  payments.  In  addition,  paragraph  (1) 
requires  persons  receiving  payments  of  interest  (as  defined  in  subsec. 
(b))  in  the  capacity  of  nominee  to  report  payments  by  them  aggre¬ 
gating  $10  or  more  during  any  calendar  year  to  any  other  person  with 
respect  to  such  interest  so  received.  The  return  to  be  filed  under 
paragraph  (1)  is  to  be  made  according  to  the  forms  or  regulations 
prescribed  by  the  Secretary  of  the  Treasury  or  his  delegate  and  is  to 
set  forth  the  name  and  address  of  the  person  to  whom  the  payments 
were  made  and  the  aggregate  amount  of  such  payments. 

Paragraphs  (2)  and  (3)  restate,  in  general,  provisions  of  existing 
law  (sec.  6041(c)).  Paragraph  (2)  provides  that,  when  required  by 
the  Secretary  of  the  Treasury  or  his  delegate,  every  person  who  makes 
payments  of  interest  (as  defined  in  subsec.  (b))  aggregating  less  than 
$10  to  any  other  person  during  any  calendar  year  is  to  make  a  return 
setting  forth  the  aggregate  amount  of  such  payments  and  the  name 
and  address  of  the  person  to  whom  paid.  Under  existing  law  the 
Secretary  of  the  Treasury  or  his  delegate  has  discretionary  authority 
to  require  every  corporation  making  payments  of  interest,  regardless 
of  amounts,  to  report  the  amounts  so  paid.  Paragraph  (2)  limits  the 
discretionary  authority  of  the  Secretary  of  the  Treasury  or  his  dele¬ 
gate  to  require  information  returns,  with  respect  to  payments  of 
interest  defined  in  subsection  (b),  to  such  payments  to  another  person 
aggregating  less  than  $10  during  a  calendar  year.  Payments  aggre¬ 
gating  $10  or  more  during  the  year  must  be  reported  under  subsec¬ 
tion  (a)(1). 

Paragraph  (3)  provides  that,  when  required  by  the  Secretary  of  the 
Treasury  or  his  delegate,  every  corporation  making  payments,  regard¬ 
less  of  amounts,  of  interest  other  than  interest  as  defined  in  subsection 
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(b),  is  to  make  a  return  according  to  the  forms  or  regulations  pre¬ 
scribed  by  the  Secretary  of  the  Treasury  or  his  delegate,  setting  forth 
the  amount  paid  and  the  name  and  address  of  the  recipient  of  each 

such  payment.  . 

(b)  Interest  defined—  Subsection  (b)(1)  of  the  new  section  6048 
defines  the  term  “interest”  for  purposes  of  subsections  (a)  (1)  and  (2) 

of  such  section  to  mean:  # 

(A)  Interest  on  evidences  of  indebtedness  (including  bonds, 
debentures,  notes,  and  certificates)  issued  by  a  corporation  in 
registered  form,  and  to  the  extent  provided  in  regulations  pre¬ 
scribed  by  the  Secretary  of  the  Treasury  or  his  delegate,  interest 
on  other  evidences  of  indebtedness  issued  by  a  corporation  of  a 
type  offered  by  corporations  to  the  public.  For  this  purpose, 
an  instrument  is  in  registered  form  if  its  transfer  must  be  effected 
by  the  surrender  of  the  old  instrument  and  either  the  reissuance 
of  the  old  instrument  by  the  corporation  to  the  new  holder  or  the 
issuance  by  the  corporation  of  a  new  instrument  to  the  new 
holder.  If  an  instrument  can  be  transferred  by  endorsement  it 
is  not  in  registered  form  even  though  a  list  is  maintained  by  the 
corporation  of  such  instruments  issued  by  it. 

As  used  in  subsection  (b)(1)  the  term  “of  a  type  oflered  by 
corporations  to  the  public”  refers  to  a  type  of  instrument.  In 
determining  whether  a  particular  instrument  comes  within  the 
scope  of  the  term  it  is  immaterial  whether  the  particular  instru¬ 
ment  (or  any  instrument  of  the  issue  of  which  it  is  a  part)  actually 
was  offered  to  the  public  so  long  as  it  is  of  a  type  which  is  offered 
by  corporations  to  the  public.  Therefore,  in  a  case  where  an 
entire  issue  is  offered  by  a  corporation  only  to  its  shareholders, 
the  instruments  come  within  the  scope  of  the  term  if  they  are  of 
a  type  offered  by  corporations  to  the  public.  The  term  does  not 
have  reference  to  instruments  of  a  type  offered  by  corporations 
only  to  other  corporations.  Coupon  bonds  issued  by  a  corpora¬ 
tion  are  an  example  of  an  evidence  of  indebtedness  with  respect 
to  which  the  Secretary  of  the  Treasury  or  his  delegate  may  require 
information  reporting  under  subsections  (a)  (1)  and  (2). 

(B)  Interest  on  deposits  with  persons  carrying  on  the  banking 
business.  This  includes  interest  paid  or  credited  by  any  individual 
or  organization  carrying  on  the  banking  business. 

(C)  Amounts  (whether  or  not  designated  as  interest)  paid  or 
credited  by  a  mutual  savings  bank,  savings  and  loan  association, 
building  and  loan  association,  cooperative  bank,  homestead  asso¬ 
ciation  ,  credit  union,  or  similar  organization,  in  respect  of  deposits, 
investment  certificates,  or  withdrawable  or  repurchasable  shares. 
This  includes  interest  paid  with  respect  to  face  amount  certificates. 

(D)  Interest  on  amounts  held  by  an  insurance  company  under 
an  agreement  to  pay  interest  thereon.  .This  subparagraph  in¬ 
cludes  interest  paid  with  respect  to  policy  dividends  held  by 
an  insurance  company,  and  interest  on  the  proceeds  of  an  insur- 
ance  policy  held  by  an  insurer  under  an  agreement  to  pay  interest 
thereon.  This  paragraph  does  not  apply  to  amounts  which 
represent  the  so-called  “interest  element”  in  the  case  of  annuity 
or  installment  payments  under  a  life  insurance  or  endowment 

contract.  .  . 

(E)  Interest  on  deposits  with  stockbrokers  and  dealers  #  in 
securities.  This  subparagraph  includes  interest  on  deposits  with 
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stockbrokers,  bondbrokers,  and  other  persons  engaged  in  the 
business  of  dealing  in  securities. 

Subsection  (b)(2)  provides  that,  for  purposes  of  subsection  (a)  (1) 
and  (2),  the  term  “interest”  does  not  include: 

(A)  Interest  on  obligations  described  in  section  103(a)  (1)  or 
(3)  of  the  code  (relating  to  obligations  of  a  State,  etc.) ; 

(B)  To  the  extent  provided  in  regulations  prescribed  by  the 
Secretary  of  the  Treasury  or  his  delegate,  any  amount  paid  by  or 
to  a  foreign  corporation,  a  nonresident  alien,  or  a  partnership  not 
engaged  in  trade  or  business  in  the  United  States  and  composed 
in  whole  or  in  part  of  nonresident  aliens ;  and 

(C)  Any  amount  on  which  the  person  making  payment  is 
required  to  deduct  and  withhold  a  tax  under  section  1451  (relat¬ 
ing  to  tax-free  covenant  bonds)  or  would  be  so  required  but  for 
section  1451(d)  (relating  to  benefit  of  personal  exemptions). 
Thus,  the  payment  of  interest  on  a  tax-free  covenant  bond 
issued  before  January  1,  1934,  is  not  required  to  be  reported 
under  subsection  (a)  (1)  and  (2).  The  fact  that  the  person 
entitled  to  receive  such  interest  files  with  the  payer  a  signed 
notice  in  writing,  as  provided  in  section  1451(d)  of  the  1954 
Code,  claiming  benefit  of  the  deduction  for  personal  exemptions 
provided  in  section  151  of  the  code,  thereby  relieving  the  payer 
of  the  duty  to  withhold  a  tax  under  section  1451(a),  does  not 
abrogate  the  exception  provided  by  this  subparagraph. 

(c)  Statements  to  be  furnished  to  persons  vrith  respect  to  whom  informa¬ 
tion  is  furnished. — -Subsection  (c)  of  the  new  section  6042  requires 
every  person  making  a  return  under  subsection  (a)(1)  to  furnish  to 
each  person  whose  name  is  set  forth  in  such  return  a  written  statement 
showing  (1)  the  name  and  address  of  the  person  making  the  return,  and 
(2^  the  aggregate  amount  paid  to  the  person  as  shown  on  the  return. 
Such  written  statement  is  to  be  furnished  to  the  person  on  or  before 
January  31  of  the  year  following  the  calendar  year  for  which  the 
return  under  subsection  (a)(1)  was  made.  However,  no  statement 
is  required  to  be  furnished  to  any  person  under  this  subsection  if  the 
aggregate  amount  of  payments  to  the  person  as  shown  on  the  return 
made  under  subsection  (a)(1)  is  less  than  $10. 

SECTION  19.  REPORTING  OF  INTEREST,  DIVIDEND,  AND 
PATRONAGE  DIVIDEND  PAYMENTS  OF  $10  OR  MORE 
DURING  A  YEAR  (Continued) 

(d)  Penalties  for  failure  to  file  information  returns. — Subsection  (d) 
of  section  19  of  the  bill  amends  section  6652  of  the  1954  Code  (relating 
to  failure  to  file  information  returns)  to  provide  a  new  civil  penalty 
for  failure  to  file  an  information  return  with  respect  to  payments 
aggregating  $10  or  more,  respectively,  of  dividends,  interest,  or 
patronage  dividends  as  required  by  the  amendments  made  to  the 
code  by  subsections  (a),  (b),  and  (c)  of  the  new  section  19,  and  to 
reflect  the  other  amendments  with  respect  to  information  reporting 
made  by  such  subsections. 
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SECTION  6652.  FAILURE  TO  FILE  CERTAIN  INFORMATION  RETURNS 

(a)  Returns  relating  to  payments  of  dividends ,  interest,  and  patronage 

dividends. — Subsection  (a)  provides  a  new  penalty  of  $10  per  state¬ 
ment  for  each  failure  to  file  a  statement  of  the  aggregate  amount  of 
payments  to  another  person,  as  required  by  section  6042(a)(1)  (relat¬ 
ing  to  payments  of  dividends  aggregating  $10  or  more),  section 
6044(a)(1)  (relating  to  payments  of  patronage  dividends  aggregating 
$10  or  more),  or  section  6048(a)(1)  (relating  to  payments  of  interest 
aggregating  $10  or  more),  on  the  date  prescribed  therefor  (determined 
with  regard  to  any  extension  of  time  for  filing).  No  penalty  is  to  be 
imposed  however,  with  respect  to  a  failure  to  file  a  statement,  it  it  is 
shown  by  the  payer  that  the  failure  was  due  to  reasonable  cause  and 
not  to  willful  neglect.  The  penalty  is  to  be  paid,  upon  notice  and 
demand  by  the  Secretary  of  the  Treasury  or  his  delegate  and  in  the 
same  manner  as  tax,  by  the  person  fading  to  so  file  the  statement. 
The  total  amount  imposed  on  the  delinquent  person  for  ail  such  t all¬ 
ures  during  any  calendar  year  shall  not  exceed  $25,000.  . ,  , 

(b)  Other  returns. — Subsection  (b)  retains  the  penalty  piovidec 
under  existing  section  6652  for  failures  to  file  information  returns  not 
covered  by  the  new  $10  penalty  in  subsection  (a).  Subsection  (b)  pro¬ 
vides  a  penalty  of  $1  for  each  failure  to  file  a  statement,  at  the  proper 
time,  of  a  payment  to  another  person  required  under  authority  ol 
section  6041  (relating  to  certain  information  at  source),  section 
6042(a)(2)  (relating  to  payments  of  dividends  aggregatmg  less  than 
$10),  section  6044(a)(2)  (relating  to  payments  of  patronage  dividends 
aggregating  less  than  $10),  section  6048(a)(2)  (relating  to  payments  of 
interest  aggregating  less  than  $10),  section  6048(a)(3)  (relatmg  to 
other  payments  of  interest  by  corporations),  or  section  6051(d)  (relat¬ 
ino-  to  information  returns  with  respect  to  income  tax  withheld).  I  he 
penalty  is  to  be  imposed,  with  respect  to  each  failure,  unless  it  is  shown 
that  the  fadure  was  due  to  reasonable  cause  and  not  to  willful  neglect. 
The  penalty  is  to  be  paid,  upon  notice  and  demand  by  the  Secretary 
of  the  Treasury  or  his  delegate  and  in  the  same  manner  as  tax,  by  the 
person  failing  to  so  file  the  statement.  The  total  amount  imposed  on 
the  delinquent  person  for  all  such  failures  durmg  the  calendai  year 
shall  not  exceed  $1,000. 

SECTION  19.  REPORTING  OF  INTEREST,  DIVIDEND,  AND 
PATRONAGE  DIVIDEND  PAYMENTS  OF  $10  OR  MORE 
DURING  A  YEAR  (Continued) 

(e)  Penalty  for  failure  to  furnish  statements  to  persons  with  respect 
to  whom  returns  are  filed.— Subsection  (e)  of  the  new  section  19  amends 
subchapter  B  of  chapter  68  (relating  to  assessable  penalties)  by 
adding  to  such  subchapter  a  new  section  6678  to  provide  civil  penalties 
for  failure  to  furnish  statements  to  persons  to  whom  dividends,  patron¬ 
age  dividends,  or  interest  are  paid  as  required  by  the  amendments 
made  to  the  code  by  subsections  (a),  (b),  and  (c)  of  the  new  section  19. 

SECTION  6678.  FAILURE  TO  FURNISH  CERTAIN  STATEMENTS 

Section  6678  provides  a  penalty  of  $10  for  each  failure  to  furnish  a 
statement  under  section  6042(c),  6044(e),  or  6048(c)  on  the  date 
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prescribed  therefor  to  a  person  with  respect  to  whom  an  information 
return  has  been  made  under  section  6042(a)(1),  6044(a)(1),  or  6048(a) 
(1),  respectively.  The  penalty  is  to  be  imposed  unless  it  is  shown  that 
such  failure  was  due  to  reasonable  cause  and  not  to  willful  neglect. 
The  penalty  is  to  be  paid,  upon  notice  and  demand  by  the  Secretary 
of  the  Treasury  or  his  delegate  and  in  the  same  manner  as  tax,  by  the 
person  failing  to  so  furnish  the  statement.  The  total  amount  imposed 
on  the  delinquent  person  for  all  such  failures  during  any  calendar 
year  shall  not  exceed  $25,000. 

(f)  Technical  amendments. — Subsection  (f)  of  the  new  section  19 
amends  section  6041  of  the  code,  relating  to  information  at  source,  to 
reflect  the  amendments  made  to  the  code  by  subsections  (a),  (b),  and 
(c)  of  the  new  section  19. 

Paragraph  (1)  amends  section  6041(a)  of  the  code  (relating  to 
information  returns  with  respect  to  payments  of  $600  or  more)  in 
order  to  exclude  from  the  application  of  such  section  payments  of 
dividends,  patronage  dividends,  and  interest  aggregating,  respec¬ 
tively,  $10  or  more  during  any  calendar  year  to  another  person,  and 
to  exclude  from  such  application  other  payments  of  dividends, 
patronage  dividends,  and  interest  with  respect  to  which  the  Secretary 
of  the  Treasury  or  his  delegate  requires  information  returns  under  the 
authority  of  sections  6042(a)(2),  6044(a)(2),  6045,  6048(a)(2),  and 
6048(a)(3)  as  amended,  or  added  to  the  code,  by  your  committee’s 
amendment. 

Paragraph  (2)  further  amends  section  6041  of  the  code  by  striking 
out  subsection  (c)  thereof  (relating  to  payments  of  interest  by  cor¬ 
porations)  since  the  provisions  of  such  subsection  are  contained  in  the 
new  section  6048  added  to  the  code  by  subsection  (c)  of  section  19  of 
the  bill. 

(g)  Clerical  amendments— Subsection  (g)  of  section  19  of  the  bill 
bill  makes  certain  clerical  amendments  to  the  code  to  reflect  the  other 
amendments  made  to  such  code  by  section  19  of  the  bill. 

(h)  Effective  date. — Subsection  (h)  of  section  19  of  the  bill  provides 
effective  dates  for  the  application  of  the  provisions  of  such  section  19 
with  respect  to  payments  of  dividends,  interest,  and  patronage 
dividends. 

Paragraph  (1)  provides  that,  except  as  provided  in  paragraph  (2), 
the  provisions  of  section  19  of  the  bill  are  to  apply  with  respect  to 
payments  of  dividends  and  interest  on  or  after  January  1,  1963. 

Paragraph  (2)  provides  that  the  provisions  of  section  19  of  the  bill 
are  to  apply  with  respect  to  payments  of  amounts  described  in  sec¬ 
tion  6044(b)  of  the  code  (relating  to  returns  regarding  patronage 
dividends)  on  or  after  January  1,  1963,  with  respect  to  patronage 
occurring  on  or  after  the  first  day  of  the  first  taxable  year  of  the 
cooperative  beginning  on  or  after  January  1,  1963. 

SECTION  20.  INFORMATION  WITH  RESPECT  TO  CERTAIN 

FOREIGN  ENTITIES 

This  section  is  the  same  as  section  20  of  the  bill  as  passed  by  the 
House  except  for  certain  changes  in  the  constructive  ownership  rules 
and  in  the  penalty  provision  under  section  6038  of  the  code,  as  amended 
by  the  bill  (relating  to  information  to  be  furnished  with  respect  to 
certain  foreign  corporations),  and  except  for  certain  changes  in  section 


REVENUE  ACT  OF  196  2 


333 


6046  of  the  code,  as  amended  by  the  bill  (relating  to  information  as 
to  the  organization  or  reorganization  of  foreign  corporations  and  as 
to  acquisitions  of  their  stock).  The  changes  in  section  6046  are,  m 
general,  as  follows:  (1)  Officers  or  directors  need  not  file  returns  unless 
there  are  one  or  more  U.S.  persons  owning  5  percent  or  more  in  value 
of  the  stock  of  their  foreign  corporation;  (2)  the  information  required 
of  officers  and  directors  is  limited  to  the  names  and  addresses  ol  U.S. 
persons  who  are  5  percent  or  more  shareholders;  and  (3)  infoimation 
need  not  be  furnished  unless  such  information  was  required  under 
regulations  in  effect  90  days  prior  to  the  date  on  which  a  person  be- 
comes  liable  to  file  a  return. 

(a)  Information  to  be  furnished  by  individuals,  domestic  corporations , 
etc.  with  respect  to  certain  foreign  corporations. — Subsection  (a)  _  of 
section  20  of  the  bill  amends  section  6038  of  the  1954  Code.  Section 
6038(a)(1)  requires  every  U.S.  person  to  furnish  the  information  re¬ 
quired  by  such  section  with  respect  to  any  foreign  corporation  which 
such  person  controls  (as  defined  in  sec.  6038(d),  as  amended  by  the 
bill).  Under  existing  law,  the  obligation  to  furnish  information  is 
imposed  only  on  domestic  corporations  and  only  with  respect  to  con¬ 
trolled  foreign  corporations  and  foreign  subsidiaries  of  such  controlled 

foreign  corporations.  .  .  . 

The  requirements  as  to  the  information  to  be  furnished  are  not 
changed  except  that  (1)  because  of  the  redefinition  of  “control” 
including  the  addition  of  most  of  the  constructive  ownership  rules  of 
section  318(a)  of  the  1954  Code,  there  will  be  an  increase  in  the 
number  of  persons  whose  transactions  with  controlled  corporations 
must  be  reported,  and  (2)  the  Secretary  of  the  Treasury  or  his  delegate 
is  authorized  to  require  the  furnishing  of  any  other  information  which 
is  similar  or  related  in  nature  to  that  specified  in  paragraph  (1)  of 
section  6038(a)  as  amended  by  the  bill.  .  . 

Under  the  amendment  made  by  section  20(a)  of  the  bill,  the  period 
for  which  information  is  to  be  furnished  under  section  6038(a)(2)  is 
modified  to  provide  that,  in  all  cases,  such  period  is  that  ending  with 
or  within  the  U.S.  person’s  taxable  year.  The  amendment  does  not 
change  the  period  with  respect  to  a  first-tier  foreign  corporation. 
However,  with  respect  to  a  foreign  subsidiary  of  such  corporation, 
the  period  is  changed  from  that  ending  with  or  within  the  first-tier 
corporation’s  annual  accounting  period  to  that  ending  with  oi  within 
the  U  S.  person’s  taxable  year.  Thus,  the  effect  of  the  amendment 
will  be  to  obtain  information  which  is  more  current  from  the  sub¬ 
subsidiary.  ,  .  .  ... 

Section  6038(a)(3),  as  amended  by  the  bill,  is  the  same  as  existing 
law  It  provides  that  no  information  will  be  required  to  be  furnished 
under  section  6038(a)  with  respect  to  any  foreign  corporation  for  any 
annual  accounting  period  unless  such  information  was  required  to 
be  furnished  under  regulations  in  effect  on  the  first  day  of  such  annual 

accounting  period.  .  ,  ,  ,  „  „  M 

Section  6038(b),  which  sets  forth  the  penalty  for  failure  to  file  the 
required  information  within  the  prescribed  time,  is  amended  to  provide 
that  the  reduction  in  foreign  taxes  paid  or  deemed  paid  now  provided 
by  section  6038(b)  will  occur  in  applying  section  901  as  well  as  section 
902  although  it  will  not  occur  under  both  sections  with  respect  to  the 
same  tax.  In  addition,  the  reduction  is  to  apply  in  respect  of  taxes 
deemed  paid  under  section  960  of  the  code  (added  by  sec.  12(a)  of 
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the  bill).  Also,  the  penalty  provided  by  section  6038(b),  as  amended 
by  the  bill,  is  extended  to  other  than  corporate  taxpayers.  Your 
committee  has  added  a  limitation  on  the  penalty  provided  by  section 
6038(b)  to  the  effect  that  the  amount  of  the  reduction  in  foreign  tax 
credit  under  section  6038(b)(1)  for  each  failure  to  furnish  information 
with  respect  to  a  foreign  corporation  required  under  section  6038(a)(1) 
will  not  exceed  the  greater  of  (1)  $10,000,  or  (2)  the  income  of  the 
foreign  corporation  for  its  annual  accounting  period  with  respect  to 
which  the  failure  occurs. 

The  reduction  in  foreign  taxes  paid  or  deemed  paid  for  failure  to 
file  the  required  information  within  the  prescribed  time  is  not  to  apply, 
however,  in  computing  accumulated  profits  in  excess  of  income,  war 
profits,  and  excess  profits  taxes  under  section  902  (a)  and  (b)  of  the 
code  (relating  to  foreign  tax  credit  for  a  corporate  stockholder  of  a 
foreign  corporation)  or  under  section  960(a)  of  the  code  (added  by 
sec.  12(a)  of  the  bill). 

Section  6038(c),  as  amended  by  the  bill,  provides  that  where  two 
or  more  persons  are  required  to  furnish  information  with  respect  to 
the  same  controlled  foreign  corporation  for  the  same  period,  the  Secre¬ 
tary  of  the  Treasurv  or  his  delegate  may  prescribe  that  such  informa¬ 
tion  will  be  required  only  from  one  person.  To  the  extent  practicable, 
the  Secretary’s  determination  is  to  be  based  on  actual  ownership  of 
stock  (as  distinguished  from  constructive  ownership). 

Section  6038(d)  defines  “control”  as  the  possession  of  more  than 
50  percent  of  the  combined  voting  power,  or  of  the  value,  of  all  classes 
of  stock.  A  person  in  control  of  a  corporation  which,  in  turn,  owns 
more  than  50  percent  of  the  combined  voting  power,  or  of  the  value, 
of  all  classes  of  stock  of  another  corporation  is  also  treated  as  in  con¬ 
trol  of  such  other  corporation.  Thus,  for  example,  in  the  case  of  a 
chain  of  corporations  consisting  of  corporation  M,  owning  51  percent 
of  the  voting  stock  in  corporation  N,  owning,  in  turn,  51  percent  of 
the  voting  stock  in  corporation  O,  owning,  in  turn,  51  percent  of  the 
voting  stock  in  corporation  P;  corporation  P  is  controlled  by  corpo¬ 
ration  M.  The  bill  as  passed  by  the  House  provided  that  the  rules 
of  section  318(a)  apply  in  determining  stock  ownership,  except  that 
the  rule  which  requires  ownership  of  50  percent  of  the  stock  of  a 
corporation  before  stock  owned  by  such  corporation  is  attributed  to 
its  stockholders  applies  without  regard  to  the  50-percent  limitation. 
The  constructive  ownership  rules  apply  in  determining  control  of 
domestic  and  foreign  corporations  but  not  in  determining,  under  sec¬ 
tion  6038(a)(l)(D)(iii),  whether  a  transaction  is  with  a  corporation 
10  percent  or  more  of  the  value  of  any  class  of  stock  of  which  is  owned 
by  a  U.S.  person. 

With  respect  to  their  application  under  section  6038,  the  bill,  as 
amended  by  your  committee,  makes  the  following  changes  in  the  rules 
of  section  318(a)  as  modified  by  the  bill  as  passed  by  the  House: 

(1)  The  rules  that  stock  owned  by  or  for  a  partner  or  a  bene¬ 
ficiary  of  an  estate  or  trust  shall  be  considered  as  owned  by  the 
partnership,  estate,  or  trust  will  not  be  applied  so  as  to  consider 
a  U.S.  person  as  owning  stock  owned  by  a  person  who  is  not 
a  U.S.  person,  nor  will  a  corporation  be  considered  as  owning 
stock  owned  by  or  for  a  50  percent  or  more  shareholder  where 
the  effect  is  to  consider  a  U.S.  person  as  owning  stock  which  is 
owned  by  a  person  who  is  not  a  U.S.  person. 
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(2)  The  rule  that  requires  ownership  of  50  percent  (the  bill  as 
passed  by  the  House  removed  this  limitation)  of  the  stock  of  a 
corporation  before  stock  owned  by  such  corporation  is  attributed 
to  its  stockholders  has  been  modified  by  substituting  the  phrase 
‘TO  percent”  for  the  phrase  “50  percent.” 

(3)  The  rule  that  attributes  to  a  corporation  stock  owned  by 
or  for  persons  owning  the  stock  of  such  corporation  will  not 
apply. 

The  amended  section  6038(d)  defines  the  “annual  accounting  pe¬ 
riod”  of  a  foreign  corporation  as  the  annual  period  on  the  basis  of 
which  such  corporation  regularly  computes  its  income  in  keeping  its 


Section  6038(e)  provides  cross-references  to  sections  7203  and 
7701  (a)  (30),  respectively,  for  provisions  relating  to  penalties  lor  vio¬ 
lations  of  section  6038,  and  tor  the  definition  ol  the  term  U.S. 

person.”  .  ,  , 

(b)  Information  as  to  organization  or  reorganization  oj  foreign  corpo¬ 
rations  and  as  to  acquisitions  of  their  stock. — Subsection  (b)  of  section 
20  of  the  bill  amends  section  6046  of  the  1954  Code. 

Paragraph  (1)  of  section  6046(a),  as  amended  by  the  bill  as  passed 
by  the  House,  required  an  information  return  from  each  U.S.  citizen 
or  resident  who,  on  January  1,  1963,  was  an  officer  or  director  of  a 
foreign  corporation  or  who  became  such  an  officer  or  director  at  any 
time  after  that  date.  In  lieu  of  this  provision,  the  bill,  as  amended 
by  your  committee,  requires  an  information  return  from  each  U.S. 
citizen  or  resident  who  is  on  January  1,  1963,  an  officer  or  director  of  a 
foreign  corporation,  5  percent  or  more  in  value  of  the  stock  of  which  is 
owned  by  a  U.S.  person,  or  who  becomes  such  an  officer  or  director 
at  any  time  after  such  date. 

Paragraph  (2)  of  section  6046(a)  requires  each  U.S.  person  to  hie 
an  information  return  under  any  of  the  following  circumstances: 

(1)  He  owns  5  percent  or  more  in  value  of  the  stock  of  a  foreign 
corporation  on  January  1,  1963. 

(2)  He  owns  stock  of  a  foreign  corporation  on  January  1,  19b3, 

which  has  a  value  of  less  than  5  percent  of  the  value  of  the  stock  of 
such  corporation,  or  owns  no  stock  on  January  1,  1963,  and  thereafter 
acquires  stock  which,  when  added  to  the  stock  held  on  Januaiy  1, 
1963,  if  any,  has  a  value  equal  to  5  percent  or  more  of  the  value  of  the 
stock  of  such  fo’eign  corporation.  . 

(3)  He  acquires  an  additional  5  percent  or  more  in  value  ot  the 

stock  of  a  foreign  corporation. 

Paragraph  (3)  of  section  6046(a)  requires  each  person  who  becomes 
a  U  S  person  after  Januarv  1,  1963,  while  owning  5  percent  or  more  in 
value  of  the  stock  of  a  foreign  corporation  to  file  an  information  return. 

Example.— A,  a  U.S.  person,  who  on  January  1,  1963,  owns  2  per¬ 
cent  in  value  of  the  stock  of  foreign  corporation  M,  is  not  required  to 
file  an  information  return  under  section  6046.  However,  when  he 
acquires,  on  April  1,  1963,  an  additional  block  of  stock  consisting  ol  4 
percent  in  value  of  the  stock  of  such  corporation,  he  is  required  by 
subparagraph  (A)  of  section  6046(a)(2)  to  make  an  information  leturo 
with  respect  to  corporation  M.  If,  on  December  31,  1964,  he  acquires 
a  6-percent  block  of  stock  in  addition  to  that  already  owned,  heis 
required  to  file  a  return  under  subparagraph  (B)  of  section  6046(a)(2). 
He  is  not  required  to  report  when,  on  May  1,  1965,  he  acquires  an 
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additional  3-percent  block  of  stock,  but  he  is  required  to  report  under 
subparagraph  (B)  when,  on  November  30,  1965,  he  acquires  a  4-percent 
block  of  stock  because  the  last  two  blocks  of  stock  total  more  than 
5  percent. 

Subsection  (b)  of  section  6046,  as  amended  by  the  bill  as  passed  by 
the  House,  was  the  same  as  existing  law.  It  provided  that  the  in¬ 
formation  returns  required  by  subsection  (a)  of  section  6046  shall  be 
in  such  form  and  shall  set  forth,  in  respect  of  the  foreign  corporation, 
such  information  as  the  Secretary  of  the  Treasury  or  his  delegate 
prescribes  by  forms  or  regulations  as  necessary  for  carrying  out  the 
provisions  of  the  income  tax  laws.  Your  committee  has  added  a  pro¬ 
vision  which  limits  the  information  which  may  be  required  of  persons 
described  in  subsection  (a)(1)  to  the  names  and  addresses  of  persons 
described  in  subsection  (a)  (2) . 

Subsection  (c)  of  section  6046  is  amended  by  omitting  the  definition 
of  “U.S.  shareholder”.  The  term  “U.S.  person”,  as  used  in  sections 
6038  and  6046,  as  amended  by  the  bill,  has  the  same  substantive 
meaning  as  the  term  “U.S.  shareholder”  in  existing  section  6046. 

Subsection  (d)  of  section  6046,  as  amended  by  the  bill,  provides  a 
limitation  on  the  time  for  filing  a  return  required  by  subsection  (a) 
of  such  section.  Such  return  must  be  filed  on  or  before  the  90th  day 
after  the  day  on  which,  under  any  provision  of  section  6046(a),  the 
U.S.  citizen,  resident,  or  person  becomes  liable  to  file  such  return. 

Your  committee  has  redesignated  subsection  (e)  of  section  6046  (as 
amended  by  the  bill  as  passed  by  the  House)  as  subsection  (f)  and 
added  a  new  subsection  (e)  which  provides  that  no  information  shall 
be  required  to  be  furnished  under  section  6046  with  respect  to  any 
foreign  corporation,  if  the  liability  of  the  U.S.  citizen,  resident,  or 
person  to  file  a  return  under  subsection  (a)  arises  on  or  after  January  1, 
1963,  and  before  March  1,  1963,  unless  such  information  was  required 
to  be  furnished  under  regulations  which  have  been  in  effect  since 
January  1,  1963  (but  only  if  such  regulations  were  prescribed  before 
December  1,  1962);  or,  if  the  liability  of  the  U.S.  citizen,  resident,  or 
person  to  file  a  return  under  subsection  (a)  arises  on  or  after  March  1, 
1963,  unless  such  information  was  required  to  be  furnished  under 
regulations  which  have  been  in  effect  for  at  least  90  days. 

Subsection  (f)  of  section  6046,  as  amended  by  the  bill,  is  a  cross- 
reference  to  section  7203,  relating  to  willful  failure  to  file  a  return, 
supply  information,  or  pay  tax. 

(c)  Civil  penalty  for  failure  to  file  return. — Subsection  (c)  of  section 
20  of  the  bill  amends  subchapter  B  of  chapter  68  (relating  to  assessable 
penalties)  by  adding  new  section  6679. 

Subsection  (a)  of  section  6679,  similar  in  purpose  to  section  6677 
(relating  to  failure  to  file  information  returns  with  respect  to  certain 
foreign  trusts)  as  added  by  section  7(g)  of  the  bill,  provides  that  in 
addition  to  any  criminal  penalty  provided  by  law,  any  person  required 
to  file  a  return  under  section  6046  who  fails  to  file  such  return  at  the 
time  provided  in  section  6046,  or  who  files  a  return  which  does  not 
show  the  information  required  pursuant  to  such  section,  must  pay  a 
penalty  of  $1,000,  unless  it  is  shown  that  such  failure  is  due  to  reason¬ 
able  cause. 

Subsection  (b)  of  section  6679  provides  that  subchapter  B  of  chap¬ 
ter  63  (relating  to  deficiency  procedure  for  income,  estate,  and  gift 
taxes)  is  inapplicable  in  respect  of  the  assessment  or  collection  of  any 
penalty  imposed  by  subsection  (a) . 
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(d)  Technical  amendments. — Subsection  (d)  of  section  20  of  the  bill 

contains  technical  amendments  adding  a  cross-reference  to  section  318 
of  the  code  and  conforming  the  appropriate  table  of  sections  to  the 
change  in  the  heading  of  section  6046.  _ 

(e)  Effective  date. — Under  subsection  (e)  of  section  20  of  the  bill, 
section  6038  of  the  code  as  amended  by  the  bill  is  to  apply  with  respect 
to  annual  accounting  periods  of  foreign  corporations  beginning  after 
December  31,  1962,  and  section  6046  of  the  code  as  amended  by  the 
bill  is  to  take  effect  on  January  1,  1963.  Under  subsection  (e)(1), 
existing  section  6038  will  continue  to  apply  in  respect  of  a  foreign 
corporation  or  foreign  subsidiary  whose  annual  accounting  period 
begins  before  January  1,  1963.  For  example,  assume  that  D,  a  do¬ 
mestic  corporation,  has  a  taxable  year  beginning  July  1,  1963,  and 
ending  June  30,  1964.  F,  a  foreign  corporation  controlled  by  D,  has 
an  annual  accounting  period  beginning  January  1,  1963,  and  ending 
December  31,  1963.  FS,  a  foreign  subsidiary  of  F,  has  an  annual 
accounting  period  beginning  April  1,  1962,  and  ending  March  31, 
1963.  Under  the  effective  date  provision,  information  with  respect 
to  FS’s  annual  accounting  period  beginning  April  1,  1962,  and  ending 
March  31,  1963,  is  to  be  furnished  under  existing  law,  and  information 
with  respect  to  F’s  annual  accounting  period  beginning  January  1, 
1963,  and  ending  December  31,  1963,  is  to  be  furnished  under  section 
6038  as  amended  by  the  bill. 

SECTION  21.  EXPENDITURES  BY  FARMERS  FOR 
CLEARING  LAND 

Section  21  of  the  bill,  which  is  a  new  section  added  to  the  bill  as 
passed  by  the  House,  amends  the  Internal  Revenue  Code  of  1954 
by  adding  a  new  section  182,  relating  to  the  tax  treatment  of  expendi¬ 
tures  by  farmers  for  clearing  land. 

Subsection  (a)  of  section  182  permits  farmers  to  elect  to  treat  as 
deductible  expenses,  rather  than  as  nondeductible  improvements  to 
property,  expenditures  for  clearing  land  if  such  expenditures  are  for 
the  purpose  of  making  the  land  suitable  for  use  in  farming. 

Subsection  (b)  of  section  182  limits  the  deduction  under  subsection 
(a)  for  any  taxable  year  to  $5,000,  or  to  25  percent  of  the  taxable 
income  derived  from  farming  during  the  taxable  year,  whichever 
amount  is  the  lesser.  For  purposes  of  such  25-percent  limitation,  the 
term  “taxable  income  derived  from  farming”  means  the  gross  income 
of  the  taxpayer  derived  from  farming  during  the  taxable  year,  that 
is,  the  gross  income  of  the  taxpayer  from  the  production  ol  crops, 
fruits,  or  other  agricultural  products  or  from  livestock,  reduced  by 
the  allowable  deductions  which  are  attributable  to  the  business  of 
farming  other  than  the  deduction  allowed  by  section  182.  Thus,  all 
of  the  ordinary  and  necessary  expenses  paid  or  incurred  in  the  busi¬ 
ness  of  farming,  including  amounts  allowed  as  deductions  by  sections 
175  and  180  for  soil  and  water  conservation  expenditures  and  tor 
lime  and  fertilizer  expenditures,  respectively,  but  not  including  the 
amount  allowed  as  a  deduction  by  section  182  for  expenditures  for 
clearing  land,  should  be  deducted  from  gross  income  derived  from 
farming  in  computing  the  taxable  income  derived  from  farming  tor 
purposes  of  applying  the  25-percent  limitation  on  the  amount  deduct¬ 
ible  as  an  expenditure  for  clearing  farm  land. 
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The  term  “clearing  of  land”  is  defined  in  subsection  (c)(1)  of  section 
182  to  include,  but  is  not  limited  to,  the  eradication  of  trees,  stumps, 
and  brush,  the  treatment  or  moving  of  earth,  and  the  diversion  of 
streams  and  watercourses.  Your  committee’s  amendment  has  appli¬ 
cation  only  in  respect  of  expenditures  paid  or  incurred  in  the  clearing 
of  land  for  the  purpose  of  making  such  land  suitable  for  use  in  farming. 
The  term  “land  suitable  for  use  in  farming”  means  land  which  as  a 
result  of  the  clearing  of  land,  as  described  above,  is  suitable  for  use 
by  the  taxpayer  or  his  tenant  for  the  production  of  crops,  fruits,  or 
other  agricultural  products  or  for  the  sustenance  of  livestock. 

Subsection  (d)(1)  of  section  182  provides  that  the  expenditures  to 
which  section  182(a)  applies  do  not  include  expenditures  for  the 
purchase,  construction,  installation,  or  improvement  of  structures, 
appliances,  or  facilities  which  are  of  a  character  which  is  subject  to 
the  allowance  for  depreciation.  In  addition,  such  expenditures  do  not 
include  any  expense  which  is  deductible  under  any  other  section  of 
the  code. 

Subsection  (d)(2)  of  section  182  provides  that  expenditures  to 
which  section  182(a)  applies  shall  include  a  reasonable  allowance  for 
depreciation  with  respect  to  property  which  is  used  in  the  clearing  of 
land  for  the  purpose  of  making  such  land  suitable  for  use  in  farming 
and  which  if  used  in  a  trade  or  business,  would  be  property  subject 
to  the  allowance  for  depreciation.  Under  present  law  such  deprecia¬ 
tion  must  be  capitalized.  Such  subsection  (d)(2)  further  provides 
that  to  the  extent  an  amount  representing  a  reasonable  allowance 
for  depreciation  with  respect  to  property  used  in  clearing  land  is 
treated  as  an  expenditure  to  which  subsection  (a)  applies,  such  expend¬ 
iture  shall,  for  purposes  of  chapter  1  of  the  1954  Code,  be  treated  as 
amount  allowed  under  section  167  for  depreciation  of  such  property. 
Under  this  provision,  proper  adjustment  to  the  basis  of  such  property 
would  be  made  under  section  1016(a)  of  the  1954  Code. 

Subsection  (e)  of  section  182  provides  that  the  taxpayer  shall  make 
the  election  to  deduct  his  expenditures  for  clearing  his  land  within  the 
time  prescribed  by  law  (including  extensions  thereof)  for  filing  his 
return  for  any  taxable  year  in  which  he  pays  or  incurs  such  expendi¬ 
tures,  and  that  such  election  shall  be  made  in  such  manner  as  the 
Secretary  of  the  Treasury  or  his  delegate  may  by  regulations  prescribe. 
Once  the  election  is  made  for  any  taxable  year  such  election  may  not 
be  revoked  without  the  consent  of  the  Secretary  of  the  Treasury  or 
his  delegate. 

SECTION  22.  CHARITABLE  CONTRIBUTIONS  MADE  FROM 
INCOME  ATTRIBUTABLE  TO  SEVERAL  TAXABLE  YEARS 

Section  22  of  the  bill,  which  is  a  new  section  added  to  the  bill  as 
passed  by  the  House,  amends  section  1307  of  the  Internal  Revenue 
Code  of  1954  by  adding  a  new  subsection  (e)  thereto.  Section  1307 
relates  to  rules  applicable  to  part  I  of  subchapter  Q  of  such  code  which 
part  relates  to  income  attributable  to  several  taxable  years. 

Part  I  of  subchapter  Q  provides  a  limitation  with  respect  to  the 
tax  imposed  on  certain  amounts  received  or  accrued  by  an  individual 
taxpayer  during  a  taxable  year.  The  tax  attributable  to  any  such 
amount  for  the  taxable  year  in  which  it  is  received  or  accrued  is,  in  gen¬ 
eral,  not  to  be  greater  than  the  aggregate  increases  in  taxes  which 
would  have  resulted  if  the  amount  had  been  included  in  the  taxpayer’s 
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income,  on  an  allocated  basis,  over  the  period  specified  in  tlie  appli¬ 
cable  section  of  such  part  I. 

It  is  the  present  position  of  the  Internal  Revenue  bervice  that  in 
computing  tax  in  accordance  with  part  I  of  subchapter  Q  the  adjusted 
gross  income  for  the  taxable  year  in  which  the  amount  was  received 
or  accrued  shall  be  computed  without  regard  to  that  portion  of  such 
amount  which  is  allocated  to  other  taxable  years,  (bee,  Internal 
Revenue  Mimeograph  43,  1952-2  C.B.  112.)  The  amounts  allowable 
as  deductions  under  section  170,  relating  to  charitable,  etc.,  contribu¬ 
tions  and  gifts,  and  under  section  213,  relating  to  medical,  dental,  etc., 
expenses,  are  based  upon  percentages  of  adjusted  gross  income.  The 
computation  of  adjusted  gross  income  without  including  that  portion 
of  the  amount  received  or  accrued  which  is  allocated  to  other  taxable 
years  results  in  a  determination  of  adjusted  gross  income  which  is  less 
than  would  be  the  case  if  adjusted  gross  income  for  the  taxable  year  m 
which  the  amount  was  received  or  accrued  were  computed  without  re¬ 
gard  to  part  I  of  subchapter  Q.  A  lower  adjusted  gross  income  figure 
for  the  taxable  year  decreases  the  allowable  deduction  for  charitable 
contributions  and  increases  the  allowable  medical  deduction. 

New  subsection  (e)  provides  that  an  individual  who  receives  or 
accrues  in  a  taxable  year  an  amount  to  which  part  I  of  subchapter 
Q  applies  may  elect  (in  such  manner  and  at  such  time  as  the  Secre¬ 
tary  of  the  Treasury  or  his  delegate  prescribes  by  regulations)  to  apply 
the  provisions  of  subsection  (e)  in  computing  his  tax  liability  under 
such  part.  If  the  taxpayer  so  elects,  the  amount  received  or  accrued 
shall  be  reduced,  for  the  purposes  of  computing  his  tax  liability  under 
such  part  I  with  respect  to  such  amount,  by  an  amount  (1)  which 
bears  the  same  ratio  to  the  amount  of  his  allowable  charitable  deduc¬ 
tion  for  the  taxable  year  in  which  the  amount  was  received  or  accrued 
(computed  without  regard  to  pt.  I  of  subch.  Q)  as  (2)  the  amount 
received  or  accrued  during  the  taxable  year  to  which  part  I  applies 
bears  to  the  adjusted  gross  income  for  such  year  (computed  without 

regard  to  pt.  I  of  subch.  Q).  . 

The  last  sentence  of  new  subsection  (e)  provides  that  no  portion 
of  the  amount  received  or  accrued  to  which  part  I  of  subchapter  Q 
applies  shall  (for  purposes  of  computing  the  limitation  on  tax  under 
such  part)  be  taken  into  account  for  purposes  of  computing  the  limita¬ 
tion  under  section  170(b)(1)  of  the  code  for  the  taxable  year  m  which 
the  amount  to  which  such  part  applies  is  received  or  accrued. 

Example. — Assume  the  following  facts  with  respect  to  individual  I 
(who  elects  to  have  the  new  subsection  (e)  apply)  for  the  taxable  year 
1963: 


(1)  Amount  received  or  accrued  to  which  pt.  I  of  subch.  Q  applies 

(2)  Adjusted  gross  income  (determined  without  regard  to  pt.  I  of  subch. 

(3)  Deductibie’charitabfe  contributions  (determined  without  regard  to 

pt.  I  of  subch.  Q) - 


$12,  000 
16,  000 
1,  600 


Assume  further  that,  for  purposes  of  computing  the  limitation  on 
tax  under  part  I  of  subchapter  Q,  the  $12,000  amount  is  to  be  pro¬ 
rated  in  equal  amounts  to  the  taxable  years  1960,  1961,  1962,  and 

1963.  .  .  .  ,  , 

Under  the  first  sentence  of  the  new  subsection  (e),  for  purposes  ot 
computing  the  tax  liability  of  the  taxpayer  under  part  I,  the  $12,000 
is  reduced  by  $1,200  (that  portion  of  the  $1,600  deductible  charitable 
contributions  which  $12,000  is  of  $16,000).  The  remainder,  $10,800, 
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is  then  prorated  at  the  rate  of  $2,700  per  year  to  1960,  1961,  1962, 
and  1963. 

Under  the  last  sentence  of  the  new  subsection  (e),  for  purposes  of 
computing  the  limitation  on  tax  under  part  I,  the  $12,000  amount 
is  not  to  be  taken  into  account  for  1963  for  purposes  of  computing 
the  limitation  under  section  170(b)(1)  on  the  amount  deductible  for 
charitable  contributions  during  1963.  Thus,  for  this  purpose,  the 
adjusted  gross  income  is  to  be  treated  as  being  $4,000  (the  amount 
remaining  after  excluding  $12,000  from  $16,000). 

SECTION  23.  EFFECTIVE  DATE  OF  SECTION  1371(c) 

OF  THE  INTERNAL  REVENUE  CODE  OF  1954 

Section  23  of  the  bill,  which  is  a  new  section  added  to  the  bill  as 
passed  by  the  House,  relates  to  the  effective  date  of  section  1371(c) 
of  the  Internal  Revenue  Code  of  1954. 

(a)  In  general. — Subsection  (a)  of  section  23  of  the  bill  provides 
that  section  1371(c)  of  the  code,  which  was  added  by  section  2(a)  of 
the  Act  of  September  23,  1959  (Public  Law  86-376),  shall  (notwith¬ 
standing  the  provisions  of  the  first  sentence  of  sec.  2(d)  of  such  Act) 
also  apply  to  taxable  years  beginning  after  December  31,  1957,  and 
before  January  1,  1960.  Section  1371(c)  provides  that  stock  which 
is  community  property  of  a  husband  and  wife  (or  the  income  from 
which  is  community  income)  under  the  applicable  community  property 
law  of  a  State,  or  is  held  by  a  husband  and  wife  as  joint  tenants, 
tenants  by  the  entirety,  or  tenants  in  common,  shall  be  treated  as 
owned  by  one  shareholder.  The  first  sentence  of  section  2(d)  of 
Public  Law  86-376  provides  that  section  1371(c)  is  to  apply  to  taxable 
years  beginning  after  December  31,  1959.  Under  your  committee 
amendment,  if  the  provisions  of  subsections  (b)  and  (c)  of  section  23 
of  the  bill  are  met,  section  1371  (c)  will  now  be  applicable  for  all  taxable 
years  for  which  a  corporation  may  elect  to  be  taxed  as  an  electing 
small  business  corporation  under  subchapter  S  (secs.  1371-1377)  of 
the  code. 

The  enactment  of  this  new  effective  date  for  section  1371(c)  does 
not  relax  or  otherwise  change  the  requirements  of  any  of  the  provisions 
of  subchapter  S.  Thus,  in  order  to  be  eligible  to  be  treated  as  an 
electing  small  business  corporation  for  years  beginning  after  December 
31,  1957,  and  before  January  1,  1960,  a  “small  business  corporation” 
must  have  filed  a  timely  election  for  such  year  in  accordance  with 
section  1372  and  in  the  manner  prescribed  by  the  Secretary  of  the 
Treasury  or  his  delegate  by  regulations.  Such  election  must  have  been 
valid  in  all  respects  except  that  by  reason  of  counting  a  husband  and 
wife  owning  stock  of  a  corporation  in  the  specified  joint  forms  or  as 
community  property  as  two  shareholders,  the  corporation  failed  to 
meet  the  requirement  that  a  small  business  corporation  must  have  10  or 
fewer  shareholders.  Furthermore,  shareholder  consents  to  such  elec¬ 
tions  must  have  been  filed  in  the  prescribed  time  and  manner.  How¬ 
ever,  the  Commissioner  has  announced  that  he  will  consider,  upon 
request,  the  granting  of  extensions  of  time  for  the  filing  of  consents  in 
certain  cases  under  section  1.9100-1  of  the  Income  Tax  Regulations. 

If  all  the  requirements,  except  the  10-or-f ewer-shareholder  require¬ 
ment,  had  been  met  for  taxable  years  beginning  after  December  31, 
1957,  and  before  January  1,  1960,  and  the  effect  of  applying  the  new 
effective  date  of  section  1371(c)  is  to  reduce  the  number  of  shareholders 
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to  10  or  fewer,  the  election  shall  be  treated  as  a  valid  election,  and  the 
•corporation  shall  be  treated  as  an  electing  small  business  corporation 
for  the  year  of  the  election  and  all  succeeding  years  (unless,  even 
though  sec.  1371(c)  is  applicable,  the  election  has  been  terminated 
for  any  reason)  if  the  corporation  and  the  shareholders  meet  the  re¬ 
quirements  of  subsections  (b)  and  (c)  ol  section  23  oJ  the  bill.  The 
earlier  effective  date  provided  in  subsection  (a)  is  also  available  in 
those  situations  where  the  initial  election  was  valid,  but  where  a  ter¬ 
mination  in  a  subsequent  taxable  year  beginning  before  January  1, 
1960,  is  attributable  solely  to  the  fact  that,  by  counting  a  husband 
and  wife  owning  stock  in  joint  form  or  as  community  property  as  two 
shareholders,  the  corporation  had  more  than  10  shareholders  and  thus 
failed  to  meet  the  definition  of  a  small  business  corporation.  In  such 
a  case  if  the  corporation  and  shareholders  elect  and  consent  as  pio- 
vided  in  subsections  (b)  and  (c)  of  section  23  of  the  bill,  such  termina¬ 
tion  shall  be  disregarded,  and  such  corporation  shall  be  treated  as  an 
electing  small  business  corporation  for  the  year  of  the  termination 
and  all  succeeding  years  (unless,  even  though  sec.  1371(c)  is  applicable, 
the  election  has  been  terminated  for  any  reason). 

(b)  Election  and  consent  by  corporations;  consent  by  shareholders.—- 
Subsection  (b)  of  section  23  of  the  bill  prescribes  rules  which  must  be 
•complied  with  if  the  earlier  effective  date  provided  in  subsection  (a) 
is  to  apply  with  respect  to  any  electing  small  business  corporation 

and  its  shareholders.  .  ,  ,  ,. 

Subsection  (b)(1)  provides  that  the  earlier  effective  date  for  section 
1371(c)  shall  not  apply  unless  the  corporation  elects,  within  1  year 
after  the  date  of  the  enactment  of  the  bill,  to  have  the  earlier  effective 
date  apply  and  consents  to  the  application  of  subsection  (c)  (relating 
to  tolling  of  statutes  of  limitations).  Both  the  election  to  have  the 
provisions  of  subsection  (a)  apply  and  the  consent  to  the  application 
of  subsection  (c)  are  to  be  made  in  such  manner  as  the  Secretary  ot 
the  Treasury  or  his  delegate  prescribes  by  regulations. 

Under  subsection  (b)(2),  each  shareholder  of  the  corporation  must 
consent  to  the  corporation’s  election,  and  must  also  consent  to  the 
application  of  subsection  (c),  within  1  year  after  the  date  of  the 
enactment  of  the  bill.  These  consents,  which  must  be  filed  m  such 
manner  and  at  such  time  as  the  Secretary  of  the  Treasury  or  his  dele¬ 
gate  prescribes  by  regulations,  are  required  of  each  person  who  is  a 
shareholder  of  the  corporation  on  the  date  the  corporation  makes 
the  election  under  subsection  (b)(1),  and  of  each  person  who  was  a 
shareholder  of  the  corporation  at  any  time  during  any  taxable  year 
of  the  corporation  beginning  after  December  31,  1957,  and  ending 
before  the  date  of  such  election.  It  is  contemplated  that  the  election 
and  consent  by  the  corporation  under  subsection  (b)  (1)  and  the  con¬ 
sents  by  its  shareholders  under  subsection  (b)  (2)  will  be  filed  together. 

(c)  Tollinq  of  statutes  oj  limitations.— Subsection  (c)  of  section  23 
of  the  bill  provides  for  a  tolling  of  the  statutes  of  limitations  with 
respect  to  (1)  the  assessment  of  deficiencies,  and  (2)  the  credit  or 
refund  of  overpayments,  which  are  attributable  to  the  application  o 
the  earlier  effective  date  provided  in  subsection  (a). 

Subsection  (c)(1)  provides  that  if  the  assessment  of  any  deficiency 
against  the  corporation  making  such  election,  or  against  any  share¬ 
holder  of  such  corporation  who  consents  to  such  election,  for  any  tax¬ 
able  year  is  prevented,  at  any  time  on  or  before  the  expiration  ol  1 
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year  after  the  date  of  such  election,  by  the  operation  of  any  law  or  rule 
of  law,  assessment  of  such  deficiency  may,  nevertheless,  be  made,  to 
the  extent  such  deficiency  is  attributable  to  the  application  of  sub¬ 
section  (a),  at  any  time  on  or  before  the  expiration  of  such  1-year 
period. 

Subsection  (c)(2)  provides  that  if  credit  or  refund  of  any  overpay¬ 
ment  of  tax  by  the  corporation  making  such  election,  or  by  any  share¬ 
holder  of  such  corporation  who  consents  to  such  election,  for  any  tax¬ 
able  year  is  prevented,  at  any  time  on  or  before  the  expiration  of  1 
year  after  the  date  of  such  election,  by  the  operation  of  any  law  or  rule 
of  law,  credit  or  refund  of  such  overpayment  may,  nevertheless,  be 
allowed  or  made,  to  the  extent  such  overpayment  is  attributable  to  the 
application  of  subsection  (a),  if  claim  therefor  is  filed  on  or  before  the 
expiration  of  such  1-year  period. 

SECTION  24.  CERTAIN  LOSSE  SUSTAINED  IN  CONVERT¬ 
ING  FROM  STREET  RAILWAY  TO  BUS  OPERATIONS 

Section  24  of  the  bill,  which  is  a  new  section  added  to  the  bill  as 
passed  by  the  House,  relates  to  certain  losses  sustained  in  converting 
from  street  railway  to  bus  operations. 

(a)  In  general. — Subsection  (a)  of  section  24  of  the  bill  provides 
that  if  a  corporation  has  a  net  operating  loss  for  the  taxable  year 
ending  December  31,  1953,  or  the  taxable  year  ending  December  31, 
1954,  principally  as  the  result  of  conversion  from  street  railway  to 
bus  operations  with  respect  to  part  or  all  of  the  company’s  operations, 
then  its  unused  conversion  loss  (as  defined  in  subsec.  (b))  will  be 
subject  to  the  treatment  provided  in  subsection  (c). 

(b)  Unused  conversion  loss  defined. — Subsection  (b)  of  section  24  of 
the  bill  defines  an  “unused  conversion  loss”  as  the  aggregate  of  the 
net  operating  losses  for  the  taxable  years  ending  December  31,  1953 
and  1954,  reduced  to  the  extent  that  they  have  been  used  as  net 
operating  loss  carryovers  or  carrybacks  to  reduce  taxable  income  for 
any  taxable  year  beginning  before  January  1,  1960. 

(c)  Treatment  oj  unused  conversion  loss. — Subsection  (c)  of  section 
24  of  the  bill  provides  that  if  a  taxpayer  has  an  unused  conversion 
loss,  it  shall  be  treated  by  such  taxpayer  as  a  net  operating  loss  for  the 
taxable  year  ending  December  31,  1959,  in  determining  the  amount 
of  the  net  operating  loss  carryover  from  such  taxable  year  to  each  of 
the  5  taxable  years  following  such  taxable  year.  Subsection  (c) 
applies,  however,  only  for  years  in  which  the  taxpayer  is  engaged  in 
the  furnishing  or  sale  of  transportation  (as  defined  in  sec.  1503(c)  (1)  (A) 
of  the  1954  Code). 

(d)  Regulations.— Subsection  (d)  of  section  24  of  the  bill  authorizes 
the  Secretary  of  the  Treasury  or  his  delegate  to  prescribe  bjr  regulation 
such  rules  as  may  be  necessary  to  carry  out  the  purposes  of  this 
section. 
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SECTION  25.  PENSION  PLAN  OF  LOCAL  UNION  NO.  435, 
INTERNATIONAL  HOD  CARRIERS’  BUILDING  AND 
COMMON  LABORERS’  UNION  OF  AMERICA 

Section  25  of  the  bill,  which  is  a  new  section  added  to  the  bill  as 
passed  by  the  House,  provides  that  the  pension  plan  of  Local  Union 
No.  435  of  the  International  Hod  Carriers’  Building  and  Common 
Laborers’  Union  of  America,  which  was  negotiated  to  take  effect  May 
1,  1960,  pursuant  to  an  agreement  between  such  union  and  the  Build¬ 
ing  Trades  Employers  Association  of  Rochester,  N.Y.,  shall  be  held 
and  considered  to  have  been  a  qualified  trust  under  section  401(a)  of 
the  Internal  Revenue  Code  of  1954,  and  to  have  been  exempt  from 
taxation  under  section  501(a)  of  such  code,  for  the  period  beginning 
May  1,  1960,  and  ending  April  20,  1961,  but  only  if  it  is  shown  to  the 
satisfaction  of  the  Secretary  of  the  Treasury  or  his  delegate  that  the 
trust  has  not  in  this  period  been  operated  in  a  manner  which  would 
jeopardize  the  interests  of  its  beneficiaries. 

SECTION  26.  CONTINUATION  OF  A  PARTNERSHIP  YEAR 
FOR  SURVIVING  PARTNER  IN  A  TWO-MAN  PARTNER¬ 
SHIP  WHERE  ONE  DIES 

(a)  Close  of  taxable  year  of  two-man  partnership  when  one  partner 
dies. — Paragraph  (1)  of  subsection  (a)  of  section  26  of  the  bill  is  a 
clerical  amendment  the  effect  of  which  is  to  designate  the  text  of 
section  188  of  the  Internal  Revenue  Code  of  1939  as  subsection  (a) 

of  section  188.  . 

Paragraph  (2)  of  subsection  (a)  of  section  26  of  the  bill  amends 
section  188  of  the  Internal  Revenue  Code  of  1939  (relating  to  different 
taxable  years  of  partner  and  partnership)  by  adding  a  new  subsection 
(b).  The  new  subsection  (b)  provides  that  for  purposes  of  chapter  1 
of  the  1939  Code,  if  the  surviving  partner  so  elects  within  1  year  after 
the  date  of  enactment  of  this  bill,  the  death  of  one  of  the  partners  of 
a  partnership  consisting  of  two  members  shall  not  result  in  the 
termination  of  the  partnership  or  in  the  closing  of  the  taxable  year  of 
the  partnership  with  respect  to  the  surviving  partner  prior  to  the 
time  the  partnership  year  would  have  closed  if  neither  partner  had 
died  or  disposed  of  his  interest. 

(b)  Effective  date,  etc— Subsection  (b)  of  section  26  of  the  bill  pro¬ 
vides  that  the  amendments  made  by  section  26  of  the  bill  are  to  apply 
with  respect  to  taxable  years  of  a  partnership  beginning  after  Decem¬ 
ber  31,  1946,  to  which  the  Internal  Revenue  Code  of  1939  applies. 
Subsection  (b)  further  provides  that  if  refund  or  credit  of  any  over- 
payment  resulting  from  the  application  of  the  amendment  made  by 
new  section  188(b)  (including  interest,  additions  to  the  tax,  and  a3di- 
tional  amounts),  is  prevented  on  the  date  of  enactment  of  this  bill, 
or  within  1  year  from  such  date,  by  the  operation  of  any  law  or  rule 
of  law  (other  than  sec.  3760  of  the  Internal  Revenue  Code  of  1939  or 
sec.  7121  of  the  Internal  Revenue  Code  of  1954,  relating  to  closing 
agreements,  and  other  than  sec.  3761  of  the  Internal  Revenue  Code 
of  1939  or  sec.  7122  of  the  Internal  Revenue  Code  of  1954,  relating  to 
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compromises),  such  refund  or  credit  or  such  overpayment,  may-,, 
nevertheless,  be  made  or  allowed  if  claim  therefor  is  filed  within  1 
year  after  the  date  of  enactment  of  this  bill.  Furthermore,  no  in¬ 
terest  shall  be  allowed  or  paid  on  any  overpayment  resulting  from 
the  enactment  of  this  section. 

SECTION  27.  TREATIES 

Section  7852(d)  of  the  1954  Code  provides  that  no  provision  of  the- 
1954  Code  shall  apply  in  any  case  where  its  application  would  be 
contrary  to  any  treaty  obligation  of  the  United  States  in  effect  on. 
August  16,  1954.  The  bill  as  passed  by  the  House  provided  that  sec¬ 
tion  7852(d)  would  not  apply  in  respect  of  any  amendment  made  by 
the  bill,  thus  providing  that  in  the  event  there  was  any  conflict  with 
any  treaty  provision  (whether  or  not  such  provision  was  in  effect  on 
August  16,  1954)  the  provisions  of  the  bill  would  govern.  Your  com¬ 
mittee  has  stricken  this  provision  and  substituted  for  it  an  amend¬ 
ment  providing  that  no  provision  of  the  bill  shall  apply  in  any  case- 
where  its  application  would  be  contrary  to  any  treaty  obligation  of  the-. 
United  States. 


CHANGES  IN  EXISTING  LAW 

In  the  opinion  of  the  committee,  it  is  necessary,  in  order  to  expedite- 
the  business  of  the  Senate,  to  dispense  with  the  requirements  of 
subsection  4  of  rule  XXIX  of  the  Standing  Rules  of  the  Senate  (re¬ 
lating  to  the  showing  of  changes  in  existing  law  made  by  the  bill,  as. 
reported). 
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INDIVIDUAL  VIEWS  OF  SENATORS  HARRY  F.  BYRD, 
ALBERT  GORE,  JOHN  J.  WILLIAMS,  AND  CARL  T. 
CURTIS  ON  SECTION  2  OF  H.R.  10650 

We  oppose  section  2  of  the  1962  revenue  bill  (H.R.  10650)  which 
would  give  a  7-percent  tax  credit  to  segments  of  business  for  invest¬ 
ment  in  new  machinery  and  equipment..  ,  , 

Our  opposition  to  this  section  of  the  bill  is  based  on  firm  convictions 
after  full  consideration  of  views  expressed  by  competent  witnesses  in 
exhaustive  hearings,  and  those  expressed  in  voluminous  correspond¬ 
ence  from  the  general  public.  . 

We  have  given  closest  possible  study  to  statements  m  behalf  of  the 
administration’s  recommendations  made  before  the  Senate  Finance 
Committee  which,  in  some  respects,  are  at  variance  with  provisions 

now  in  the  section.  .  . 

Before  adopting  the  “investment  credit”  (sec.  2)  provisions  as  re¬ 
ported,  the  Senate  must  consider  the  fact  that  the  Internal  Revenue 
Service  on  July  11,  1962,  substantially  revised  its  regulations  to 
accelerate  regular  depreciation.  . 

Our  position  is  in  accord  with  views  of  a  vast  number  of  citizens, 
including  those  representing  industry,  business,  labor,  and  agriculture 
throughout  the  Nation,  who  have  testified  and  counseled  for  rejection 
of  the  provisions  of  section  2. 

Hearings  on  the  pending  bill  were  held  over  a  period  of  4  months, 
and  a  substantial  portion  of  the  testimony  taken  was  directed  to 
section  2.  Generally,  our  conclusions  may  be  summarized,  but  the 
detail  must  be  considered,  too.  . 

In  summary,  we  oppose  “investment  credit”  as  it  would  be  provided 
by  section  2  for  numerous  reasons  including  the  facts  that 

(1)  It  would  be  a  subsidy  in  the  nature  of  a  windfall  to  be 
given  to  businesses  which  comply  with  a  Government  policy. 

^  (2)  It  would  be  discriminatory  in  its  application  among  various 

businesses,  even  among  those  similar  in  kind. 

(3)  Its  value  and  its  need  as  a  stimulant  to  so-called  “economic 
growth”  are  both  questionable  and  doubtful. 

(4)  Its  continuing  cost  would  be  heavy  and  it  would  increase 
the  Federal  deficit  in  the  current  fiscal  year. 

WOULD  INCREASE  DEFICIT 

There  was  a  Federal  deficit  of  $6.3  billion  in  fiscal  year  1962  which 
ended  June  30.  There  will  be  another  deficit  in  the  current  fiscal  year 
which  started  July  1.  The  “investment  credit”  provisions  in  H.R. 
10650  would  increase  the  1963  deficit  by  $630  million  (net). 

The  staff  of  the  Joint  Committee  on  Internal  Revenue  Taxation, 
using  officially  budgeted  expenditures,  estimates  that — 

(1)  The  Federal  deficit  in  the  current  fiscal  year  1963  will  be 
more  than  $3.9  billion,  excluding  the  effect  of  this  bill. 
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(2)  This  Federal  deficit  would  be  increased  by  a  total  of  more 
than  $1  billion  if  H.R.  10650,  as  passed  by  the  House  of  Represent¬ 
atives,  were  enacted;  and 

(3)  The  Federal  deficit  estimate  would  have  to  be  increased  by 
a  total  of  $630  million  (net)  if  the  bill,  as  reported  by  the  Senate 
Finance  Committee,  were  enacted. 

If  H.R.  10650— in  either  the  House  or  the  Senate  committee  ver¬ 
sion — were  enacted,  a  substantial  portion  of  the  estimated  increase  in 
the  Federal  deficit  would  be  directly  attributable  to  the  effect  of  the 
“investment  credit”  provisions  alone,  Jhe  Joint  Committee  staff 

estimates  that — ■  . 

(1)  Under  the  House-passed  version  of  the  “investment  credit 
provisions,  revenue  in  fiscal  year  1963  would  be  reduced  by  $1.3 

billion;  and  . 

(2)  Under  the  Senate  committee  version  of  the  investment 

credit”  provisions,  revenue  in  fiscal  year  1963  would  be  reduced 
by  $650  million  (gross).  _  .  .  . 

If  the  “investment  credit”  provisions  of  section  2  remain  in  this 
bill  and  the  measure  is  enacted,  they  will  become  permanent  in  the 
law.  For  this  reason  it  is  appropriate  for  the  Senate  at  this  time  to 
examine  the  long-range  budgetary  effects. 

When  this  is  done,  the  enormity  of  the  revenue  loss  becomes  even 
more  clear,  and  the  budgetary  effect  becomes  even  more  significant. 
Extending  application  of  the  “investment  credit”  provisions  over  an 
11-year  period  (1962—72),  the  Joint  Committee  staff  finds  that  _ 

(1)  Business  tax  liabilities  would  be  reduced  during  that  period 
by  $21  billion  under  the  House-passed  version;  and 

(2)  Business  tax  liabilities  would  be  reduced  during  that  period 
by  $15.6  billion  under  the  Senate  committee  version. 

Revenue  loss  resulting  from  application  of  the  new  depreciation 
guidelines  made  effective  by  the  Treasury  Department  on  July  11, 
1962,  would  be  in  addition  to  revenue  loss  resulting  from  the  “invest¬ 
ment  credit”  provisions  in  this  bill  if  they  were  enacted. 

The  Treasury  has  estimated  that  in  their  first  year  of  operation  the 
recent  revisions  in  Internal  Revenue  Service  rules  on  depreciationwill 
result  in  a  reduction  in  business  tax  liabilities  of  $1.5  billion.  Esti¬ 
mates  for  subsequent  years  have  not  been  made. 

WRONG  IN  PRINCIPLE 

The  “investment  credit”  proposed  in  section  2  of  this  bill  is  wrong  in 
principle.  It  would  be  discriminatory  in  its  application.  It  would  do 
harm  to  our  tax  structure.  It  would  not  achieve  so-called  giovth 
in  investment.  It  is  not  needed  under  existing  conditions. 

Under  terms  of  the  bill,  those  complying  with  the  “investment 
credit”  provisions  would  be  entitled  to  a  tax  credit  which  could  be 
offset  directly  against  income  tax  liability.  Coupled  with  deprecia¬ 
tion,  “investment  credit”  would  return  to  the  investor  more  than  he 

paid  for  the  asset.  ,  .  _  .  e  ,, 

It  should  be  made  clear  for  the  record  and  the  information  of  tne 
Senate  that  the  tax  “credit”  would  not  be  included  in  taxable  income. 
If  a  corporate  tax  rate  of  about  50  percent  were  assumed,  an  invest¬ 
ment  credit”  of  $7  would  be  equal  to  $14  of  additional  income  before 
taxes  in  the  year. 

23 
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Under  existing  law  and  Internal  Revenue  Service  regulations  the 
cost  of  plant,  machinery,  and  equipment  generally  may  be  depreciated 
100  percent  over  specified  periods;  and  depreciation  has  been  acceler¬ 
ated  under  the  new  rules  now  in  force. 

Under  the  current  administration  proposal  and  House  bill  provisions 
“investment  credit”  for  new  machinery  and  equipment  would  be  in 
addition  to  100-percent  depreciation.  Under  the  Senate  committee 
version  of  the  bill  the  “investment  credit”  would  be  in  addition  to 
93-percent  depreciation. 

The  administration  proposed  an  8-percent  “investment  credit” 
(with  public  utilities  excluded)  on  new  machinery  and  equipment  in 
addition  to  100-percent  depreciation.  The  effect" of  this  would  be  to 
give  investors  generally  116  percent  of  what  they  paid  for  the  asset. 

The  House  bill  generally  would  give  a  7-percent  “investment  credit” 
for  new  machinery  and  equipment,  with  a  3-percent  “credit”  for  public 
utilities,  in  addition  to  100-percent  depreciation.  This  would  allow 
investors  up  to  114  percent  of  what  they  paid  for  the  asset. 

The  Senate  committee  bill  generally  would  give  a  7-percent  “invest¬ 
ment,  credit”  for  new  machinery  and  equipment,  with  3  percent  for  \ 
public  utilities,  in  addition  to  93  and  97  percent  depreciation  respec¬ 
tively.  This  would  allow  investors  up  to  107  percent  of  what  they 
paid  for  the  asset. 

Evidence  given  in  hearings  on  this  bill  clearly  shows  that  “invest¬ 
ment  credit”  is  both  wrong  in  principle  and  unnecessary.  Numerous 
witnesses,  including  those  representing  four  major  segments  of  the 
economy,  opposed  the  principle  involved. 

In  view  of  the  testimony  in  the  published  record  on  this  proposal, 
it  is  difficult  to  understand  the  persistence  of  the  “investment  credit” 
advocates.  Leaders  of  industry,  business,  labor,  and  agriculture  all 
have  appeared  before  the  Senate  Finance  Committee  to  oppose  it. 

Stanley  H.  Ruttenberg,  research  director,  AFL-CIO,  urged  the 
committee  to  “delete  this  provision  from  the  bill,”  because  those  he 
represented  thought: 

It  is  a  mul tibillion-dollar  windfall  that  will  not  really 
contribute  anything  to  our  national  goals  and  will  not  relieve 
our  balance-of-payments  problems  as  it  is  claimed. 

Walter  Slowinski,  appearing  in  behalf  of  the  U.S.  Chamber  of 
Commerce,  with  respect  to  the  “investment  credit”  provisions,  said: 

The  chamber  again  recommends  against  the  adoption  of 
this  novel  and  untried  preferential  tax  credit  subsidy  for 
business.  It  is  also  unnecessarily  complex,  and  it  will  be 
difficult  to  administer. 

Harold  H.  Scaff,  chairman,  Tax  Committee,  National  Association 
of  Manufacturers,  said  “investment  credit” — 

would  simply  provide  reduction  in  effective  tax  rates  for 
taxpayers  who  use  their  income  and  other  funds  as  the 
Government  thinks  is  best  for  the  economy  at  a  particular 
time. 

There  has  been  a  tendency  to  promote  and  discuss  the 
investment  tax  credit  apart  irom  the  price  which  it  would 
exact  in  terms  of  other  changes  in  the  tax  law.  Even  with¬ 
out  the  exaction  of  such  a  price,  we  would  oppose  the  credit 
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for  the  reasons  set  forth  in  the  appendix  attached  hereto. 

Very  simply,  we  believe  that  tax  reductions  should  be 
afforded  by  direct  means.  We  would  take  this  position 
even  if,  in  our  opinion,  all  of  the  other  provisions  of  H.R. 

10650  constituted  sound  tax  policy. 

Charles  B.  Shuman,  president,  American  Farm  Bureau  Federation, 
took  the  position  that — 

these  provisions  are  both  unsound  and  likely  to  have  a 
number  of  undesirable  effects.  It  would  be  lar  better  to 
liberalize  the  treatment  of  depreciation  and  work  toward  a 
general  reduction  in  income  tax  rates. 

The  proposed  investment  credit  is  a  selective  form  of  tax 
relief— in  reality  a  subsidy.  *  *  *  The  result  would  be  to 
give  some  taxpayers  a  competitive  advantage  at  the  expense 
of  others. 

Although  the  Farmers  Union  did  not  send  a  representative  to  testify 
directly  before  the  Finance  Committee,  a*  communication  signed  by 
James  G.  Patton,  president,  National  Farmers  Union,  published  in 
the  congressional  record  of  March  29,  1962  (p.  4984),  said: 

Urge  your  influence  to  delete  provision  giving  huge  private 
corporations  operating  at  less  than  full  capacity  over  $1)4 
billion  and  private  electrical  power  monopoly  over  $100 
million  in  tax  subsidies  which  would  result  in  the  flight  of 
capital  overseas  and  further  aggravate  the  dollar  crisis. 

The  “investment  credit”  proposal  would  be  discriminatory  in 
obvious  respects.  It  would  discriminate  against  companies  which 
were  recently  modernized,  against  poorer  companies,  and  against 
companies  needing  new  buildings  with  or  without  new  machinery 
and  equipment. 

The  very  fact  that  “investment  credit”  would  give  special  tax 
reduction  only  to  those  companies  able  and  willing  to  invest  in  new 
machinery  and  equipment  means  that  those  who  for  any  reason  were 
unable  to  make  such  investments  would  be  subjected  to  discrimination. 

Struggling  small  companies  unable  to  provide  the  lunds  lor  qualify¬ 
ing  investments  would  not  be  eligible  for  the  “credit,”  but  their  more 
prosperous  competitors  could  reap  a  windfall  lrom  the  Federal 
Government  through  special  tax  treatment. 

None  of  the  proposals — administration,  House  bill,  or  Senate 
committee  bill — would  give  “investment  credit  for  new  buildings 
or  structural  components.  It  is  difficult  to  imagine  installing  expen¬ 
sive  modern  machinery  and  equipment  in  an  old,  outmoded  building. 


INEFFECTIVE  AND  QUESTIONABLE 

Plans  for  new  facilities  contemplated  by  advocates  of  the  credit 
are  formulated  far  in  advance.  Many  of  those  who  would  benefit 
from  the  proposal  would  have  developed  their  improvements  without 
the  incentive  of  “investment  credit.” 

In  such  cases  the  “credit”  would  be  of  questionable  value  as  a 
stimulant  to  “economic  growth.”  On  the  other  hand,  the  proposal 
offers  neither  incentive  nor  immediate  means  of  expansion  for  com¬ 
panies  which  are  hard  pressed  for  capital. 
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A  recent  McGraw-Hill  survey  developed  the  consensus  that  this 
“investment  credit”  proposal  would  increase  1962  investments  by 
only  about  $300  million,  or  1  percent.  This  raises  the  question  of  the 
effectiveness  of  section  2  as  a  stimulant  for  increased  investment. 

Witnesses  before  the  Finance  Committee  also  raised  the  question 
as  to  the  effectiveness  of  “investment  credit”  in  this  respect.  For 
example,  Augustus  W.  Kelley,  representing  the  Proprietary  Associa¬ 
tion  said: 

The  theory  of  the  tax  incentive  in  our  opinion  is  based  on 
the  false  premise  that  business  investments  are  motivated 
substantially  by  tax  considerations.  In  our  industry,  and 
we  believe  it  is  typical  of  others,  the  decision  whether  or  not 
to  invest  in  new  machinery  and  equipment  is  based  primarily 
on  pure  business  consideration.  Simply  stated,  we  are  not 
going  to  spend  $1  just  because  the  Government  gives  us 
7  cents. 

Otis  H.  Ellis,  speaking  for  the  National  Jobbers  Council,  said: 

This  tax  credit  will  not  be  enough  to  induce  a  single  jobber 
to  buy  one  item  more  than  what  he  would  otherwise  have 
purchased. 

The  McGraw-Hill  survey,  previously  referred  to,  indicates  that 
without  the  “investment  credit”  business  investments  in  plant  and 
equipment  this  year  may  be  expected  to  reach  some  $38  billion.  This 
would  be  $1  billion  more  than  the  previous  record  set  in  1957. 

If  $38  billion  is  spent  in  new  plant  and  equipment  this  year,  it  will 
exceed  such  investments  of  last  year  by  $3.5  billion  or  11  percent; 
and  the  same  survey  finds  reason  to  expect  continuing  high  level  of 
investment  for  the  period  of  1963-65. 

We  believe  the  sound  way  to  achieve  a  reduction  in  taxes  is  first 
to  cut  unnecessary  Federal  expenditures  as  a  means  of  putting  the 
Nation  on  a  sound  financial  basis. 

We  do  not  believe  that  tax  reductions  should  be  discriminatory  by 
favoring  some  taxpayers  over  others  in  the  manner  inherent  in  the 
“investment  credit”  proposal  or  otherwise. 

We  believe  that  revisions  in  the  Federal  revenue  structure  should 
not  create  new  discriminatory  and  artificial  distinctions  among  tax¬ 
payers  such  as  this  proposal  would  establish  in  the  law. 

We  believe  our  attention  should  be  directed  toward  reducing  rather 
than  increasing  such  inequities. 

Harry  F.  Byrd. 

Albert  Gore. 

John  J.  Williams. 

Carl  T.  Curtis. 


ADDITIONAL  VIEWS  OF  SENATOR  EUGENE  J.  McCARTHY 

ON  H.R.  10650 

In  my  opinion,  neither  section  2  of  this  bill,  on  the  investment 
credit,  or  section  12,  on  controlled  foreign  corporations,  provides  an 
adequate  solution  to  what  are  admittedly  two  important  problems, 
and  neither  of  these  two  sections  is  defensible  in  terms  of  equity  or  of 
administrative  simplicity  which  should  characterize  our  tax  system. 

INVESTMENT  CREDIT 

The  tax  credit  for  “qualified  investment”  is  designed  to  stimulate 
what  has  been  termed  “a  sluggish  economy.”  I  have  no  argument 
with  the  fact  that  our  economy  would  profit  from  modernization  of 
plant  and  equipment  and  from  the  expansion  of  certain  productive 
facilities — even  though  we  have  substantial  underutilization  of  pro¬ 
ductive  capacity  in  many  areas — but  I  question  whether  a  selective 
and  hence  discriminatory  tax  credit  is  the  cure  for  the  Nation’s 
investment  maladies  or  economic  problems.  In  my  opinion,  com¬ 
prehensive  business  tax  relief  in  the  form  of  a  general  reduction  in 
the  corporation  income  tax,  together  with  an  across-the-board  reduc¬ 
tion  in  personal  income  tax  rates,  will  better  meet  these  needs  by 
freeing  money  both  for  new  investment  and  for  consumption  without 
binding  business  decisions  to  Government  decisions  and  without 
creating  the  problem  of  distinguishing  between  qualified  investment 
and  nonqualified  investment. 

The  investment  credit  as  it  stands  in  this  bill  today  is  but  a  pale 
representation  of  the  original  administration  proposal.  In  his  testi¬ 
mony  before  the  Committee  on  Ways  and  Means  in  May  1961, 
Secretary  Dillon  said: 

*  *  *  the  purpose  of  the  investment  credit  is  not  to  pro¬ 
vide  general  tax  reduction  for  recipients  of  profit  income. 
Rather  it  is  to  stimulate  investment  in  the  most  efficient 
manner.  The  credit,  therefore,  should  be  focused  on  invest¬ 
ment  which  would  not  have  been  undertaken  without  this 
inducement,  and  which  will  be  most  responsive  to  the 
stimulus  which  it  provides. 

Originally  the  administration  recommended  a  15-percent  tax  credit, 
most  of  which  would  have  been  available  only  for  plant  and  equip¬ 
ment  expenditures  in  excess  of  current  depreciation  allowances.  A 
6-percent  credit  was  provided  for  certain  investment  below  the  level 
of  these  allowances,  and  a  10-percent  credit  on  the  first  $5,000  ol 
investment  was  provided  whether  it  was  more  or  less  than  deprecia¬ 
tion  allowances.  The  credit  was  not  to  be  limited  to  tangible  personal 
property,  but  also  was  to  be  available  for  most  buildings  and  their 
structural  components  as  well.  The  credit  also  was  not  to  exceed 
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30  percent  of  a  firm’s  tax  liability.  A  5-year  carryforward  of  i  nused 
tax  credits  was  provided. 

The  investment  credit  which  passed  the  House  in  March  cf  this 
year  contained  the  following  major  changes:  (1)  A  tax  credit  of  7  per¬ 
cent  was  granted  on  all  new  investment  in  eligible  property,  regardless 
of  current  depreciation  allowances;  (2)  public  utilities,  excluded  from 
any  credit  under  the  administration  plan,  were  allowed  a  3-percent 
credit;  (3)  the  full  credit  was  made  available  for  assets  with  a  useful 
life  of  8  years  or  more  and  scaled  down  for  assets  with  a  useful  life  of 
4  to  8  years;  (4)  the  credit  was  limited  to  $25,000  plus  25  percent  of  a 
company’s  tax  liability  over  this  amount;  (5)  the  property  eligible  for 
the  credit  excluded  buildings  and  structural  components  as  well  as 
certain  other  property. 

The  Senate  Finance  Committee  has  made  further  changes,  adding 
a  3-year  carryback  for  unused  tax  credits,  changing  the  effective  date 
of  the  credit  from  January  1,  1962,  to  July  1,  1962,  and  stipulating 
that  the  depreciable  base  of  property  eligible  for  the  credit  shall  be 
reduced  by  the  amount  of  the  credit. 

The  result  of  most  of  these  changes  has  been  to  reduce  the  impact 
of  the  investment  credit.  Section  2  is  now  little  more  than  a  tax-relief 
measure,  but  the  relief  is  restricted  in  its  application  to  certain  firms 
investing  in  certain  types  of  property. 

What  is  wrong  with  the  investment  credit  provided  in  this  section? 
In  the  first  place  it  is  highly  selective  as  to  the  type  of  investment 
which  may  qualify  and  as  to  the  time  when  this  investment  must 
have  been  made.  Individual  air-conditioning  units  qualify  but 
central  air-conditioning  systems  do  not;  transient  hotels  qualify  but 
residential  hotels  do  not;  cattle  fences  qualify  but  the  cattle  themselves 
do  not.  How  are  we  to  make  sense  out  of  a  provision  which  substi¬ 
tutes  the  Federal  Government’s  wisdom  for  that  of  the  private  sector 
in  ascertaining  what  type  of  investment  is  required  for  the  economic 
health  of  individual  business  enterprises?  Not  only  does  the  section 
differentiate  between  types  of  assets,  but  it  also  makes  an  arbitrary 
determination,  based  on  the  expected  life  of  the  asset,  as  to  how  much, 
if  any,  credit  will  be  allowed. 

Furthermore,  the  credit  discriminates  between  investment  under¬ 
taken  before  and  after  July  1,  1962,  in  effect  rewarding  those  business 
concerns  which  have  for  one  reason  or  another  failed  to  modernize 
and  to  expand  prior  to  the  effective  date  of  this  section.  How  can  we 
justify  a  plan  which  announces  to  one  group  of  businesses  that  they 
invested  too  early  and  are,  therefore,  not  eligible  for  the  7-percent 
credit  while  telling  another  that  they  have  waited  until  the  proper 
time,  that  they  have  waited  until  the  Government  can  step  in  with 
a  special  inducement  for  technological  developments? 

Secondly,  the  credit  would  be  granted  for  qualified  investment 
irrespective  of  the  plans  or  obligations  of  a  particular  business.  This 
is  most  obvious  in  the  case  of  public  utilities  but  applies  also  to  any 
firm  which  has  faith  in  the  dynamism  of  the  American  economy  and 
in  the  stability  of  our  political  and  social  institutions.  Many  busi¬ 
nessmen  have  commented  that  the  tax  credit  would  have  slight,  if 
any,  effect  on  their  investment  plans.  Considered  in  this  light, 
section  2  is,  in  a  sense,  a  windfall  which  would  benefit  some  of  our 
industrial  giants,  leaving  smaller  and  depressed  businesses  in  the  same 
cash-shy  position  as  before.  In  the  final  analysis  new  investment  is 
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dependent  not  upon  a  taxsaving  of  perhaps  1  or  2  percent  of  a  com¬ 
pany’s  estimated  income  tax,  but  upon  the  company’s  expectations 
of  profits  through  the  marketing  of  its  goods  or  services.  Business¬ 
men  invest  because  they  have  reason  to  believe  that  they  will  sell. 
Most  business  witnesses  indicated  preference  for  accelerated  deprecia¬ 
tion,  together  with  straight  tax  reduction. 

The  Treasury’s  new  depreciation  schedule  which  went  into  effect 
in  July  of  this  year  is  a  step  in  the  right  direction  and,  in  my  opinion, 
should  be  carried  even  further. 

There  is  near  unanimity  among  leaders  of  both  labor  and  manage¬ 
ment  that  the  investment  credit  is  unsound  and  ill-suited  to  the 
problem  which  it  seeks  to  solve. 

CONTROLLED  FOREIGN  CORPORATIONS 

Provisions  of  this  bill  for  taxation  of  controlled  foreign  corporations 
threaten  to  upset  established  business  practices  both  at  home  and 
abroad  at  a  time  when  economic  conditions  throughout  the  world  are 
changing  rapidly  and  when  nations  are  attempting  to  reevaluate  and 
redfine  their  trade  positions.  Testimony  before  the  Finance  Com¬ 
mittee  indicated  that  the  competitive  position  of  many  American 
firms  operating  in  foreign  countries  may  be  seriously  jeopardized 
because  of  the  uncertainty  and  because  of  the  penalties  in  this  section. 

Many  American  corporations  have  established  subsidiaries  abroad 
in  order  to  take  advantage  of  business  opportunities  in  an  expanding 
international  economy.  Subsidiaries  have  been  set  up  to  protect  old 
markets  and  to  penetrate  new  ones.  These  actions  have  increased  the 
domestic  business  of  the  companies,  have  created  jobs  for  U.S.  workers, 
and  in  the  case  of  most  firms  have  resulted  in  a  dollar  return  to  the 
United  States  from  the  oversea  business  in  excess  of  the  amount 

invested  abroad.  , 

Many  changes  have  been  made  in  this  section  of  the  bill  since  the 
administration’s  initial  recommendation  of  last  year.  The  original 
proposal  was  to  eliminate  tax  deferral  for  all  controlled  foreign 
corporations  except  operating  subsidiaries  in  developed  countries. . 

The  House-passed  bill  eliminated  deferral  for  the  so-called  foreign- 
base  company  income  of  tax  havens  unless  it  was  reinvested  in  less- 
developed  countries,  and  for  operating  subsidiaries  unless  their  income 
was  reinvested  in  the  same  business  outside  of  the  United  States  or  in 
a  less-developed  country.  Now  the  Finance  Committee  has  adopted 
amendments  which  would  leave  the  tax  deferral  for  manufacturing 
subsidiaries  intact  while  continuing  tax  deferral  for  foreign-base 
company  income  only  if  it  is  earned,  as  well  as  reinvested,  in  less- 
developed  countries.  The  committee  also  voted  to  include  income 
from  services  within  the  definition  of  foreign-base  company  income 
and  to  permit  deferral  if  certain  minimum  distributions  are  made  to 
U.S.  shareholders,  according  to  a  formula  which  takes  into  account 
the  effective  tax  rate  of  the  foreign  country  in  which  the  subsidiary 
is  located.  Finally,  tax  deferral  has  been  continued  for  companies 
which  qualify  as  export  trade  corporations. 

In  addition  to  these  fundamental  changes,  there  have  been  a  num¬ 
ber  of  other  modifications.  The  definition  of  controlled  foreign  cor¬ 
porations  affected  by  section  12  has  changed;  the  tax  treatment  ot 
patents  sold  or  transferred  to  foreign  subsidiaries  has  changed;  cor- 
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porations  organized  in  Puerto  Rico  or  possessions  of  the  United  States 
have  been  exempted;  greater  recognition  of  the  losses  of  foreign  sub¬ 
sidiaries  has  been  provided;  and  there  have  been  many  other  changes. 

These  changes  improved  the  bill,  but  are  of  limited  good  and  do 
not  eliminate  the  basic  difficulties  which  would  result  from  the  pass¬ 
age  of  this  section. 

Many  American  firms  would  suffer  in  trying  to  compete  with  for¬ 
eign  competitors  which  enjoy  the  tax  advantages  while  locating  where 
they  will.  Companies  with  contractual  commitments  or  indebted¬ 
ness  abroad  would  face  an  uncertain  future,  as  would  companies  which 
can  sell  abroad  only  through  sales  subsidiaries  because  their  volume 
is  insufficient  to  justify  expenses  of  establishing  and  operating  a  plant. 
This  section  would,  in  fact,  serve  as  an  invitation  to  foreign  countries 
to  increase  their  taxes  on  American  subsidiaries,  as  such  taxes  can  be 
credited  against  the  U.S.  taxes. 

In  a  broader  sense,  the  controlled  foreign  corporations  provision 
erects  a  barrier  to  the  achievement  of  vital  national  objectives,  namely 
the  expansion  of  trade  and  an  improvement  in  our  balance-of-pay- 
ments  position.  We  cannot  promote  either  of  these  related  objec¬ 
tives  through  a  restrictive  policy  which,  in  the  hope  of  correcting  tax 
abuses,  slashes  with  a  broad  sword  at  America’s  oversea  subsidiaries. 

In  addition,  section  12  raises  certain  constitutional  questions. 
Can  the  United  States  tax  a  corporation’s  income  to  the  shareholder 
before  it  is  realized  by  the  latter?  Does  the  bill  discriminate  between 
different  classes  of  shareholders  in  contravention  of  the  fifth  amend¬ 
ment?  Would  the  United  States  be  acting  in  violation  of  treaty 
obligations  with  foreign  nations? 

There  are  controlled  corporations  which  have  been  established  in 
foreign  countries  primarily,  if  not  solely,  for  purposes  of  tax  avoid¬ 
ance  here  in  the  United  States.  It  is  also  true  that  some  of  these 
subsidiaries  probably  serve  no  real  purpose  as  far  as  the  interests  of 
the  United  States  are  concerned.  We  should  not  throw  the  baby  out 
with  the  bath  water  but  should  reconsider  the  means  by  which  we 
undertake  to  correct  abuses. 

The  fact  that  this  section  as  originally  proposed  by  the  Treasury 
has  been  changed  drastically  in  the  House  and  Senate  suggests  strongly 
that  this  approach  to  oversea  income  is  far  too  complex  in  its  adminis¬ 
tration,  far  too  selective  in  its  application,  and  far  too  uncertain  in 
its  effects. 

WITHHOLDING 

The  Senate  Finance  Committee  eliminated  the  section  which  im¬ 
posed  withholding  tax  on  interest  and  dividend  income.  This  section 
had  been  proposed  as  a  means  of  collecting  a  substantial  portion  of 
the  estimated  $850  million  per  year  of  taxes  on  interest  and  dividend 
income  which,  either  because  of  ignorance  of  the  law  or  dishonesty, 
is  not  paid.  On  the  proposition  that  every  person  should  pay  his 
just  taxes  there  can  be  no  disagreement.  The  proposition,  on  the 
other  hand,  that  to  achieve  this  objective  we  should  shift  the  burden 
of  collection  from  the  Government  to  the  private  sector  of  the  econ¬ 
omy  and  create  unprecedented  administrative  complexities  is,  I  believe, 
open  to  serious  challenge. 

Withholding  on  wages  cannot  be  compared  directly  with  withholding 
on  interest  and  dividends.  The  former  is  imposed  on  the  principal 
source  of  income  for  the  vast  majority  of  Americans.  In  most  cases 


REVENUE  ACT  OF  196  2 


355 


an  individual  derives  his  wages  or  salary  from  a  single  source  rather 
than  from  several  sources  as  in  the  case  of  many  taxpayers  who  i  eceiv  e 
interest  and  dividends.  Even  though  our  law  provides  for  withholding 
from  zero  to  18  percent  on  wages  and  salaries,  according  to  income 
and  exemptions  claimed,  there  has  been  overwithholding  on  as  many 
as  40  million  returns  in  a  single  year.  In  the  case  of  interest  and 
dividends,  where  a  flat  20  percent  would  be  withheld,  we  could 
expect  overwithholding,  in  proportion  to  the  number  of  returns 
with  taxable  income  from  these  sources,  to  be  considerably  higher 
than  overwithholding  on  wages  and  salaries.  The  quarterly  refund 
and  exemption  certificate  procedures  included  in  the  House  bill 
would  not  alleviate  the  hardship  and  inconvenience  created  for  many 
taxpaying  citizens  and  institutions,  and  would,  of  couise,  complicate 
still  further  an  already  difficult  administrative  task. 

One  of  the  time-honored  criteria  of  a  good  tax  system  is  adminis¬ 
trative  simplicity  and  ease  of  compliance.  The  proposed  withholding 
tax  with  its  exceptions  and  complications,  would  burden  payors, 
recipients,  and  the  Government  itself.  The  collection  of  withholding 
on  interest  payments  would  be  especially  difficult  because  of  the  laige 
number  of  small  accounts,  but  similar  difficulty  exists  with  reference 
to  dividend  payments.  Estimating  tax  liability  and  determining 
the  exempt  or  nonexempt  status  of  each  interest  and  dividend 
recipient,  knowing  when  an  individual’s  status  may  change  and 
adjusting  his  records  accordingly,  learning  which  types  of  payments 
are  exempt,  applying  credits  for  individuals,  governmental  units, 
and  tax-exempt  organizations — these  are  among  the  many  problems 
which  would  arise.  Plans  to  apply  the  withholding  tax  more  selec¬ 
tively,  either  by  exempting  persons  with  annual  incomes  of  $5,000 
or  less  or  by  exempting  payments  of  $10  or  less  per  year  on  any  one 
account,  would  introduce  additional  complexities. 

It  appears  that  attempts  to  introduce  equity  into  withholding  only 
complicate  its  administration,  while  attempts  to  ease  administrative 
problems  would  only  result  in  serious  inequities. 

There  is  good  reason,  I  believe,  to  expect  much  improved  com- 
pliance  in  the  future  with  existing  tax  laws,  partly  because  of  a  public, 
information  program  on  the  part  of  business  and  Government. 
Automatic  data  processing  will  soon  be  in  operation  and  should  help 
the  Government  to  enforce  tax  laws  while  standing  as  a  modern, 
mechanical  reminder  to  taxpayers  of  their  obligations.  Section  19 
of  this  bill  now  requires  interest  and  dividend  payors  to  report  to  the 
Government  all  payments  of  $10  or  more  during  the  year  and  to 
furnish  each  such  recipient  with  a  statement  of  his  aggregate  amount  ot 
payments.  The  Federal  Government  has  required  that  every  person 
who  files  a  tax  return  be  assigned  an  identification  number  which  shall 
appear  on  all  of  his  tax  documents.  Perhaps  the  Internal  Revenue 
Service  may  even  devise  an  improved  tax  form  which  would  give 
greater  prominence  to  interest  and  dividend  income. 

Together,  all  of  these  should  add  up  to  much  improved  reporting 
of  interest  and  dividends  and  improved  collections.  Certainly  lor 
the  sake  of  the  taxpayer,  businessmen,  and  the  Internal  Revenue  Serv¬ 
ice,  these  methods  should  be  tried  more  thoroughly.  Only  “ 
efforts  and  methods  prove  inadequate  after  fair  and  lull  trial,  should 
withholding  methods  be  applied. 

Eugene  J.  McCarthy. 


DISSENTING  VIEWS  OF  SENATORS  FRANK  CARLSON, 
WALLACE  F.  BENNETT,  JOHN  MARSHALL  BUTLER,’ 
CARL  T.  CURTIS,  AND  THRUSTON  B.  MORTON  ON 
SECTION  11— FOREIGN  SOURCE  INCOME,  H.R.  10650, 
AS  AMENDED  BY  SENATE  FINANCE  COMMITTEE 

The  provisions  lor  the  taxation  of  foreign  source  income  as  set 
forth  in  sections  11  and  15  of  H.R.  10650  as  reported  to  the  Senate 
are  truly  amazing.  Eleven  volumes  of  hearings  by  the  Committee 
on  Finance  have  been  published  since  April  2,  1962.  They  include 
the  testimony  of  200  witnesses  and  statements  by  300  additional 
taxpayers.  In  spite  of  virtually  unanimous  opposition  by  witnesses 
from  industry,  agriculture,  the  accounting  and  legal  professions,  and 
distinguished  academicians  and  economists,  these  amendments  are 
now  before  the  Senate.  The  enactment  of  these  provisions  will 
produce  no  appreciable  revenue,  will  have  an  ultimate  adverse  effect 
on  our  balance  ol  payments,  will  discourage  LhS.  foreign  investments, 
will  hamper  our  export  trade,  and  will  invite  retaliation  and  generate 
friction  with  our  friends  and  allies.  If  the  provisions  of  these  sections 
are  enacted  into  law,  normal  trade  relations  will  be  seriously  disturbed. 

There  is  a  serious  question  as  to  the  constitutionality  of  the  basic 
concept  of  taxing  the  earnings  of  foreign  subsidiaries  which  have  not 
been  constructively  received  by  U.S.  taxpayers. 

Section  11  proposes  that  a  tax  be  imposed  on  increase  in  net  worth 
which  has  long  been  held  unconstitutional.  If  such  a  theory  is 
accepted  as  proper,  there  is  no  reason  why  every  stockholder  would 
not  be  assessed  a  tax  on  the  increase  in  the  value  of  his  security  during 
any  given  period  of  time,  whether  such  an  increase  has  been  a  taxable 
gain  or  not. 

Section  11  completely  disregards  corporate  legal  entities,  legitimate 
in  purpose  or  otherwise.  It  disregards  the  spirit,  if  not  the  letter,  of 
existing  tax  treaties  and  conventions  which  have  taken  years  to  nego¬ 
tiate  by  both  Republican  and  Democrat  administrations.  It  provides 
for  a  tax  on  imputed  income.  If  a  U.S.  domestic  taxpayer  has  not 
received  funds  to  pay  this  tax,  it  must  be  paid  by  reducing  the  avail¬ 
ability  of  funds  for  employment  or  investment  in  this  country. 

It  encourages  U.S.  direct  investment  in  foreign  securities  rather 
than  in  U.S.  owned  and  operated  foreign  subsidiaries.  Clearly  such 
investments  will  reduce  America’s  competitive  position  in  world  mar¬ 
kets  and  in  all  likelihood  will  have  an  additional  adverse  effect  on  our 
short  and  long  term  balance  of  payments  position. 

It  imposes  an  unfair  competitive  burden  on  foreign  subsidiaries  of 
U.S.  corporations,  since  no  foreign  government  imposes  similar  taxes 
on  local  competitive  enterprises.  It  establishes  undue  hardships 
resulting  from  differences  in  accounting  practices  employed  by  foreign 
versus  U.S.  companies.  Section  11  provides  that  the  accounting 
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practices  applicable  to  domestic  corporations  shall  govern  the  deter¬ 
mination  of  foreign  source  income  on  which  a  tax  is  to  be  levied. 
Necessarily,  in  most  instances  this  will  require  the  maintenance  of 
two  sets  of  books  and  accounts — one  to  meet  the  needs  of  the  foreign 
operation  and  the  second  to  determine  U.S.  tax  liabilities.  This  pro¬ 
cedure  will  impose  unwarranted  costs  on  many  small  enterprises. 
Furthermore,  if  a  subsidiary  has  a  substantial  foreign  minority  inter¬ 
est,  the  entire  cost  of  duplicate  records  will  have  to  be  borne  by  the 
domestic,  parent  corporation,  thus  reducing  its  income  and  tax  liability 
to  the  Federal  Government.  It  would  create  a  powerful  incentive  to 
the  governments  of  foreign  countries  to  levy  special  taxes  on  the  in¬ 
come  of  subsidiaries  of  U.S.  companies.  . 

Necessarily  the  determination  of  subpart  F  “income .  includes  the 
conversion  of  foreign  earnings  into  dollars  at  the  existing  rate  of 
exchange  which  may  be  favorable  or  unfavorable  at  the  time.  If  a 
tax  is  p^id  to  the  Federal  Government  by  the  U.S.  parent  corporation 
and  at  a  subsequent  date  the  exchange  rate  between  the  dollar  and 
the  foreign  currency  is  changed,  there  is  no  recourse  by  the  U.S. 
parent  corporation  for  the  unjust  enrichment  to  the  U.S.  Government. 

Furthermore,  the  language  contains  unprecedented  delegation  to 
the  Secretary  of  the  Treasury  or  his  delegate  to  prescribe  by  regulation 
concepts  which  should  be  embodied  in  substantive  legislation  itseli. 
The  delegations  leave  so  much  to  administrative  fiat  that  they  repre¬ 
sent  an  abdication  of  congressional  authority  over  taxation.  By  their 
terms,  they  warn  business  that  the  tax  burden  is  subject  to  change  by 
administrative  decree.  This  fact  alone  inhibits  orderly  planning  and 
makes  the  risks  of  capital  investment  abroad  very  uncertain. 

There  is  also  the  possibility  that  in  some  instances  American  inter¬ 
ests  in  foreign  operations  will  be  transferred  to  foreign  firms  because 
of  their  inability  to  finance  the  payment  of  these  additional  taxes. 
Such  an  eventuality  would  greatly  weaken  the  U.S.  competitive 

position  in  world  markets.  _ 

Section  15  “Sales  and  Exchange  of  Patents  to  Certain  Foreign 
Corporations”  as  reported  to  the  Senate  once  again  abandons  long 
established  practices  and  discriminates  against  American  corporations 
doing  business  abroad.  It  would  tax  the  sale  and  exchange  ot  capital 
assets  in  a  different  manner  than  they  are  taxed  in  domestic  transac¬ 
tions.  Since  the  proponents  of  this  legislation  have  stressed  the 
need  for  neutrality  of  taxation  on  foreign  and  domestic  activities, 
these  discriminatory  provisions  clearly  show  that  neutrality  is  not 
provided  in  this  proposed  legislation.  _ 

The  enactment  of  these  provisions  will  be  bewildering  to  American 
business  and  to  the  Internal  Revenue  Service  itself.  They  will  foster 
serious  litigation  and  demand  court  interpretation  before  tne  true 
meaning  of  the  language  reported  by  the  committee  can  be  applied  to 
actual  business  transactions. 

THE  ADMINISTRATION’S  OBJECTIVES 

President  Kennedy  first  presented  his  tax  recommendations  to  the 
Congress  cn  April  20,  1961.  They  included  basic  changes  m  the 
concepts  for  the  taxation  of  foreign  source  income.  His  message 
suggested  that  existing  law  which  does  not  tax  the  unrepatriated 
earnings  of  foreign  subsidiaries  had  played  an  important  role  m 
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recent  years  but  that  it  should  now  be  abandoned.  The  President 
stated  that: 

Changing  economic  conditions  at  home  and  abroad,  the 
desire  to  achieve  greater  equity  in  taxation,  and  the  strains 
which  have  developed  in  our  balance  of  payments  position 
in  the  last  few  years,  compel  us  to  examine  critically  cer¬ 
tain  features  of  our  tax  system  which,  in  conjunction  with 
the  tax  system  of  other  countries,  consistently  favor  U.S. 
private  investment  abroad  compared  with  investment  in 
our  own  economy. 

"  *  *  Many  American  investors  properly  made  use  of  this 
deferral  in  the  conduct  of  their  foreign  investment.  Though 
changing  conditions  now  make  continuance  of  the  privilege 
undesirable,  such  change  of  policy  implies  no  criticism  of 
the  investors  who  so  utilize  this  privilege.1 

It  should  be  noted  that  the  President  clearly  stated  that  he  did  not 
regard  the  so-called  principle  of  deferral  as  an  improper  practice  or 
a  form  of  tax  evasion.  However,  there  is  an  implication  that  so- 
called  deferral  represents  a  privilege,  and  is  a  relatively  new  concept 
in  our  tax  laws  and  perhaps  was  enacted  in  order  to  promote  the  aims 
of  the  European  recovery  program  under  the  Marshall  plan.  This 
is  not  a  fact,  as  the  basic  concepts  of  taxation  applicable  to  foreign- 
source  income  have  been  included  in  the  Internal  Revenue  Code 
since  its  inception  in  1913.  Furthermore,  they  are  found  in  the  tax 
laws  of  every  other  country. 

Secretary  Dillon,  in  his  appearance  before  the  House  Ways  and 
Means  Committee,  in  May  1961,  advocated  the  elimination  of  deferral 
in  developed  countries  as  he  believed  such  action  would  further  several 
desirable  objectives.  They  included  the  improvement  of  our  balance- 
of-payment  position,  increased  U.S.  tax  revenues,  the  achievement 
ol  "tax  neutrality,”  which,  in  turn,  he  suggested,  would  result  in 
additional  domestic  employment  by  the  promotion  of  added  exports 
and  encouragement  for  additional  investment  in  the  less-developed 
countries  of  the  world. 

Extensive  hearings  were  conducted  by  the  Ways  and  Means  Com¬ 
mittee,  and  representatives  of  every  sector  of  the  business  com¬ 
munity  appeared  in  opposition  to  this  marked  change  in  the  concept 
of  taxation.  Their  testimony  clearly  showed  that  the  operation  of 
foreign  subsidiaries  promoted  our  exports,  and  that  the  balance-of- 
payments  position  had  been  favorably  affected  by  the  existence  of 
direct  foreign  U.S.  investments.  In  fact,  Secretary  Dillon  conceded 
that  after  a  period  of  approximately  17  years,  our  balance-of-pay- 
ments  position  would  be  damaged  by  discouraging  any  further  direct 
U.S.  foreign  investment  as  the  administration  recommended.  When 
such  changes  are  proposed,  there  must  be  compelling  and  convincing 
reasons. 

U.S.  direct  foreign  investments  total  more  than  $50  billion.  They 
constitute  one  of  the  Nation’s  most  valued  assets.  If,  as  a  result  of 
the  enactment  of  this  measure,  foreign  investments  by  American  firms 
are  discouraged,  the  economy  of  this  country  will  be  adversely  affected. 

The  testimony  presented  before  the  House  Ways  and  Means 
Committee  clearly  showed  that  over  the  15-year  period  ending  in  1960, 

'President's  i961  Tax  Recommendations,  hearings  before  the  Committee  on  Ways  and  Means,  House 
of  Representatives,  87th  Cong.,  1st  scss.,  vol.  1,  p.  8.  ’  UUSK 
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receipts  from  direct  investment  exceeded  current  outflows  by  nearly 
$10  billion.  Certainty  this  data  does  not  support  the  contention  that 
foreign  direct  investments  adversely  affect  our  balance  of  payments. 

The  testimony  also  showed  that  the  taxes  levied  on  the  remittance 
of  dividends  to  U.S.  parent  corporations  on  their  direct  oversea 
investments  have  been  a  substantial  source  of  income  to  our  Govern¬ 
ment.  The  witnesses  who  appeared  showed  that  it  was  impossible  to 
accomplish  “tax  neutrality”  in  the  sense  advanced  by  the  administra¬ 
tion.  True  neutrality  must  respect  the  business  facts  of  life  and  insure 
that  competition  may  take  place  on  a  basis  of  neutrality  in  the  market¬ 
place. 

The  Congress  of  the  United  States  cannot  determine  the  tax  laws 
that  will  be  applicable  in  other  countries,  not  only  with  respect  to 
their  own  nationals  but  to  those  of  other  countries  as  well. 

Furthermore,  the  hearings  before  the  Ways  and  Means  Committee 
clearly  showed  that  there  was  no  basis  to  support  the  contention  that 
by  restricting  investments  overseas,  additional  investment  would 
occur  in  the  United  States — -thus  providing  employment  opportunities 
for  our  people  and  increased  exports.  On  the  contrary,  the  testimony 
indicated  that  virtually  every  U.S.  firm  would  prefer  to  operate 
entirety  within  the  jurisdiction  of  the  United  States,  and  export  its 
production  to  world  markets.  However,  a  multitude  of  reasons  have 
necessitated  the  establishment  of  foreign  operations  if  the  United 
States  is  to  enjoy  its  share  of  participation  in  foreign  markets.  U.S. 
firms  are  confronted  with  a  choice  of  either  abandoning  these  markets 
or  of  establishing  appropriate  facilities  to  meet  the  competition 
already  present  or  which  is  expected  to  be  established  to  penetrate 
such  markets. 

The  concepts  originally  advanced  by  the  administration  in  1961, 
with  modifications  to  meet  the  more  obvious  discriminations,  are  the 
basis  for  H.R.  10650  as  reported  by  the  Committee  on  Finance.  While 
this  measure  is  still  supported  as  a  means  of  providing  what  the  admin¬ 
istration  chooses  to  call  “tax  neutrality,”  it  is  quite  apparent  that  no 
enactment  by  the  Congress  could  achieve  this  result. 

Our  citizens  should  be  in  a  position  to  compete  in  any  country  of 
the  world  with  the  nationals  of  other  developed  nations.  Such  com¬ 
petition  may  take  the  form  of  exports  from  the  United  States,  licensing 
of  patents  and  processes  to  a  foreign  firm,  or  the  operation  of  manu¬ 
facturing  and  distribution  facilities  in  foreign  countries.  The  decision 
as  to  the  best  combination  of  business  activities  must  be  determined 
on  the  basis  of  all  of  the  factors  involved  in  a  given  market  as  well  as 
whether  firms  established  in  other  nations  are  free  to  make  what,  to 
them,  appears  the  most  desirable  economic  choice.  It  is  a  disservice 
to  place  American  firms  in  a  position  where  their  freedom  to  compete 
is  restricted. 

Contrary  to  the  views  advanced  by  the  administration,  American 
business  does  not  go  abroad  because  of  a  more  favorable  tax  climate, 
but  because  on  the  basis  of  business  judgment,  it  appears  that  a  profit 
can  be  achieved  by  establishing  a  foreign  operation.  Business  is  rarely 
confronted  with  a  choice  of  exporting  or  operating  abroad.  It  is 
rather  the  choice  of  whether  to  abandon  a  market  entirety  or  to  seek 
a  competitive  position  therein.  In  spite  of  the  refutation  of  the  argu¬ 
ments  advanced  by  the  administration,  the  House  of  Representatives 
passed  H.R.  10650. 
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The  preponderance  of  the  evidence  presented  to  the  House  Ways 
and  Means  Committee  and  to  the  Committee  on  Finance  clearly  shows 
that  none  of  the  objectives  the  administration  is  seeking  to  achieve 
would  be  furthered  through  the  enactment  of  its  proposals  with  respect 
to  the  taxation  of  foreign-source  income. 

HEARINGS  BY  THE  COMMITTEE  ON  FINANCE 

Section  13  of  H.R.  10650,  as  passed  by  the  House  of  Representatives, 
did  not  completely  eliminate  the  administration’s  so-called  tax- 
deferral  privilege.  Accordingly  when  the  Committee  on  Finance 
started  its  hearings  on  April  2,  the  administration  once  again  urged 
that  its  original  proposals  for  complete  deferral  be  accomplished  by 
amendments  to  H.R.  10650.  Secretary  Dillion  stated  that: 

H.R.  10650,  as  passed  by  the  House  of  Representatives, 
apart  from  tax  havens,  deals  only  peripherally  with  tax 
deferral  for  foreign  income,  another  important  tax  preference 
now  accorded  foreign,  as  compared  with  domestic,  corporate 
income.  It  responds  to  the  President’s  recommendation  in 
thjp  area  only  insofar  as  it  specifies  that  the  undistributed 
foreign  income  of  U.S.  subsidiaries  operating  abroad  will  be 
subject  to  U.S.  tax,  as  it  is  earned,  unless  it  is  reinvested  in 
substantially  the  same  trade  or  business  already  conducted 
by  the  firm  in  question,  or  in  a  less-developed  country. 

By  not  treating  the  tax-deferral  issue  fully  and  directly,  the 
bill  still  retains  a  substantial  tax  advantage  for  investment 
abroad  rather  than  at  home.  The  privilege  of  deferring 
U.S.  taxes  until  income  is  repatriated  as  dividends  should 
simply  be  eliminated  for  our  subsidiaries  in  advanced  indus¬ 
trial  countries,  as  the  President  has  requested.  The  deferral 
privilege  should  be  retained,  for  income  earned  in  less- 
developed  countries,  in  line  with  our  general  foreign  policy 
objectives.2 

The  Secretary  endeavored  to  develop  the  need  for  this  legislation. 
He  stressed  that  it  would  serve  two  purposes:  The  first,  an  improve¬ 
ment  of  our  balance-of-payments  position,  and  second,  it  would 
contribute  to  Federal  revenues.  However,  as  the  hearings  proceeded, 
several  major  inconsistencies  in  the  administration’s  position  were 
developed. 

The  testimony  which  had  been  presented  before  the  House  Com¬ 
mittee  on  Ways  and  Means  clearly  established  that  U.S.  direct  invest¬ 
ments  had  generated  a  return  flow  of  capital  over  the  past  15  years 
that  was  a  major  factor  in  preventing  a  serious  balance-of-payments 
crisis.  Nevertheless,  Secretary  Dillon  advanced  a  new  concept  by 
conceding  that  while  the  overall  balance  of  payments  on  all  U.S. 
direct  investments  abroad  was  favorable,  the  return  flow  on  new 
investments  was  insufficient  in  comparison  with  the  current  outflow. 
He  testified  as  follows: 

Now,  certainly,  we  agree  that  if  the  divestment  is  profita¬ 
ble,  if  it  works  well  over  the  long  term,  it  should  begin  to 
return  funds  back  home  and  should  return  enough  to  offset 

*  Revenue  Act  of  1962,  Hearings  Before  the  Committee  on  Finance,  U.S.  Senate,  87th  Cong.,  2d  sess.. 
on  H.R.  10650,  pt.  I,  p.  99. 
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the  outflow,  and  should  be  an  asset.  That  is  why  we  believe 
in  foreign  investment,  and  it  should  be  made  in  years  when 
you  have  substantial  surpluses,  and  it  should  be  there  to 
help  you  in  years  when  you  have  deficits  in  your  balance  of 
payments.  *  *  * 

Now,  many  of  the  statements  that  were  made  last  summer 
before  the  Ways  and  Means  Committee,  which  were  made 
after  our  original  presentation,  did  make  it  appear  that  this 
investment  was  profitable  for  balance-of-payments  purposes 
sooner  than  we  think  is  the  case.  But  the  big  problem  there 
was  that  they  always  compare,  every  time  that  I  have  seen 
it,  the  income  that  is  received  from  investments  that  have 
been  made  over  the  past  10,  15,  or  20  years,  with  the  imme¬ 
diate  dollar  that  goes  overseas,  and  actually  that  is  not  a 
relevant  comparison. 

At  the  moment,  the  facts  are  that  we  have  a  total  invest¬ 
ment  overseas  of  about  $50  billion,  and  we  are  getting  a  net 
return  out  of  the  investment — compared  to  the  net  against 
the  new  investment  that  has  gone  overseas — a  net  return  of 
about  $200  million,  and  that  is  much  too  small  at  this  time. 

We  think  this  is  a  time  when  we  should  be  getting  some 
net  benefits  in  our  balance  of  payments  from  our  investments 
overseas.3 

A  number  of  observations  are  in  order  with  respect  to  these  state¬ 
ments.  The  formation  of  the  European  Economic  Community  has 
built  a  common  external  tariff  barrier  around  a  rapidly  expanding 
market.  This  has  forced  U.S.  firms  to  establish  new  operations  within 
the  Community.  This  single  fact  accounts  for  the  large  outflows  to 
Western  Europe  during  recent  years.  A  single  transaction  involving 
the  purchase  of  a  foreign  interest  in  the  subsidiary  of  a  U.S.  firm  ac¬ 
counted  for  a  very  large  portion  of  the  total  outflow  to  Western 
Europe  during  1960.  It  is  idle  to  suggest  that  any  new  investment 
could  possibly  generate  a  return  comparable  to  the  investment  itself 
within  a  few  years  after  its  establishment. 

It  appears  strange  that  the  administration  would  jeopardize  the 
long-term  benefits  in  order  to  provide  a  temporary  correction  of  the 
short-term  imbalance.  The  mere  fact  that  the  Secretary  of  the  Treas¬ 
ury  concedes  that  within  a  comparatively  few  years,  new  investments 
will  make  substantial  contributions  to  our  balance  of  payments, 
makes  his  position  untenable.  If  the  $50  billion  of  foreign  invest¬ 
ments  overseas  were  not  in  existence,  our  present  balance-of-payments 
problem  would  be  acute.  If  the  policies  of  taxation  advanced  by  this 
administration  had  been  adopted  by  the  Congress  a  few  years  ago, 
this  national  asset  would  not  be  in  existence.  Should  the  Congress 
follow  the  Secretary’s  proposal,  it  will  certainly  not  continue  to  grow 
and  provide  a  greater  positive  factor  in  our  overall  balance-of-pay¬ 
ments  picture. 

It  appears  likely  at  this  time  that  for  many  years  to  come,  perhaps 
for  a  generation,  there  will  be  a  continuing  need  lor  foreign  assistance 
and  the  military  support  of  our  allies  to  prevent  further  Communist 
aggression.  In  this  context,  the  long-term  needs  of  our  economy 
extend  far  beyond  the  period  that  would  be  benefited  by  an  immediate 


>  Ibid.,  pp.  447-448. 
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improvement  in  our  balance  of  payments.  However,  the  inconsistency 
in  the  Secretary’s  position  with  respect  to  the  effectiveness  of  his 
proposal  to  eliminate  tax  deferral  as  a  means  toward  the  correction 
of  an  adverse  balance  of  payments  is  shown  in  his  statement  before 
the  committee  on  April  2.  He  said: 

*  *  *  Insofar  as  taxation  is  concerned,  our  foreign  sub¬ 
sidiaries  at  most  would  feel  the  effect  of  elimination  of  the 
deferral  privilege  only  through  a  reduction  in  retained  earn¬ 
ings.  If  this  portion  of  the  retained  earnings  is  needed  in  the 
business,  the  parent  can  pay  the  U.S.  tax  or  supply  the  addi¬ 
tional  needed  capital  in  other  ways.* 4 

If  the  U.S.  parent  pays  the  tax  from  domestic  sources,  there  will  be 
no  effect  on  our  balance-of-payments  position.  But  capital  which 
would  otherwise  be  available  to  expand  domestic  investment  in  the 
private  sector  of  our  economy  would  be  diverted  to  the  public  sector. 
Clearly  the  improvement  of  our  balance-of-payments  position  cannot 
justify  the  enactment  of  section  11  with  the  many  serious  conse¬ 
quences  to  our  overall  world  trading  position  it  would  entail. 

The  Secretary  of  the  Treasury  in  his  first  appearance  before  the 
Committee  on  Finance  on  April  2  continued  to  stress  the  need  to  enact 
legislation  to  provide  additional  revenues.  Yet  the  real  impact  of  the 
administration  proposals  with  respect  to  the  taxation  of  foreign  source 
income  is  revealed  in  the  following  colloquy  between  Senator  Carlson 
of  Kansas  and  the  Secretary  of  the  Treasury: 

Senator  Carlson.  I  know  you  expressed  your  concern 
about  our  balance  of  payments.  Is  it  not  reasonable  to 
assume  that  this  legislation  we  are  considering  today  is  most 
important  in  our  balance  of  payments  rather  than  in  the 
collection  of  taxes? 

Secretary  Dillon.  I  think  that  of  the  two  elements  in¬ 
volved  here  in  the  foreign  field,  that  the  most  important  one 
probably — it  is  difficult  to  say  which  is  the  most  important 
one — but  vitally  important  is,  first,  the  balance  of  payments, 
as  you  say;  and  the  other  thing  that  is  vitally  important  is  the 
general  principle  of  tax  equity,  with  respect  to  the  abuse  of 
these  foreign  tax  havens  which  has  become  a  scandalous 
thing.  It  is  not  that  everybody  who  uses  them  should  be 
stigmatized  that  way,  but  they  have  been  very  seriously 
abused,  and  that  is  the  second  major  reason  they  should  be 
prohibited. 

The  third  reason  only  is  the  extra  revenue  that  will  be 
obtained  for  the  Government  from  that.  I  do  not  think  it  is 
tremendous  compared  to  our  overall  revenues.6 

It  has  long  been  the  accepted  view  that  the  primary  concern  of  the 
Congress  in  lev}dng  taxes  is  to  provide  funds  for  the  operation  of  the 
Federal  Government.  If  a  complex  measure  which  will  impose  bur¬ 
dens  on  most  business  enterprises  with  oversea  activities  and  which 
will  also  complicate  our  international  relations  will  not  make  a  tre¬ 
mendous  contribution  to  our  overall  revenues,  it  is  strange  that  the 
administration  would  seek  to  secure  the  enactment  of  such  provisions 
under  these  circumstances. 


4  Ibid.,  p.  102. 

4  Ibid.,  p.  449. 
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In  short,  the  hearings  before  the  Committee  on  Finance  developed 
the  same  philosophy  and  facts  as  had  been  presented  a  year  before  to 
the  House  Committee  on  Ways  and  Means.  No  convincing  evidence 
was  presented  to  substantiate  the  view  that  the  administration  s 
proposals  could  either  ultimately  improve  our  balance-of-payments 
position  or  contribute  substantially  to  the  Federal  revenue.  Never¬ 
theless,  the  administration  has  continued  to  seek  approval  of  a  new 
concept  to  impose  a  tax  on  the  unremitted  earnings  of  foreign  corpo¬ 
rations  to  American  shareholders. 

In  order  to  secure  the  acceptance  of  this  principle,  the  amendments 
incorporated  in  the  present  version  of  section  11  do  not  deal  with  tax 
deferral  as  stringently  as  section  13  of  the  bill  which  passed  the_  House 
of  Representatives.  The  administration  has  abandoned  its  efforts  to 
seek  the  complete  elimination  of  tax  deferral  as  proposed  by  the 
Secretary  of  the  Treasury  on  April  2.  It  is  now  prepared  to  accept 
a  measure  which  permits  deferral  on  operations  conducted  within  a 
given  country  and  even  on  a  portion  of  what  were  considered  base 
company  earnings  such  as  sales  and  management  activities.  Clearly, 
the  issue  before  the  Senate  is  not  the  correction  of  our  balance-of- 
payments  position  nor  the  provision  of  revenues,  but  rather  the 
acceptance  or  rejection  of  an  unsound  and  unwise  principle  of  taxa¬ 
tion,  which  if  adopted  in  the  pending  bill  will  establish  a  precedent 
for  the  extension  of  such  a  principle  into  countless  other  areas.  This 
measure  could  have  no  significant  impact  on  either  our  revenue  nor 
our  balance-of-payments  position.  It  cannot  promote  exports  nor 
contribute  to  the  attainment  of  any  of  the  objectives  outlined  by  the 
administration  in  its  original  message  on  taxation  to  the  Congress  m 
1961.  On  the  contrary,  the  uncertainty  and  confusion  which  even 
the  discussion  of  these  proposals  has  engendered, _  deterred  some 
worthy  foreign  investments.  Insofar  as  direct  foreign  investments 
support  exports,  the  continued  efforts  to  secure  the  enactment  of 
this  legislation  are  a  disservice  to  our  citizens  whether  they  be  in¬ 
vestors  or  employees  seeking  broader  opportunities.  Our  farmers  and 
miners,  whose  economic  position  is  directly  effected  by  the  strength 
of  our  overall  efforts  in  world  markets  also  have  a  vital  stake  m  this 
matter.  It  is  apparent  that  many  of  our  citizens  are  confused  with 
respect  to  the  impact  of  the  proposed  legislation  on  our  domestic 
economy.  Nevertheless,  the  testimony  from  every  sector  of  the 
business  community  clearly  shows  that  if  these  concepts  are  enacted 
into  law,  the  welfare  of  our  own  citizens  who  may  not  realize  they 
have  a  stake  in  direct  foreign  investments  will  be  adversely  effected. 

COMPLEXITIES  OF  SECTION  11 

The  language  proposed  by  the  Committee  on  Finance  m  section  11 
“Controlled  Foreign  Corporations”  is  unnecessarily  complex  and  con¬ 
fusing.  The  attempt  to  impute  an  amount  to  be  included  in  the 
gross  income  of  U.S.  shareholders  based  on  the  earnings  o i  conti oiled 
foreign  corporations  necessarily  presents  difficulties  that  repeated 
amendments  have  been  unable  to  clarify.  The  Congress  undei  the 
Constitution  is  responsible  for  the  enactment  of  legislation  which 
clearly  defines  the  tax  obligations  of  our  citizens.  The  substantive 
determination  of  tax  liabilities  should  not  be  delegated  to  the  executive 
branch  of  the  Government. 
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Section  11  provides  that  many  substantive  matters  are  to  be  deter¬ 
mined  by  the  Secretary  of  the  Treasury  or  his  delegate.  The  number 
of  instances  in  which  the  Congress  would  abdicate  its  constitutional 
responsibilities  by  this  delegation  of  power  suggests  that  the  concepts 
underlying  this  proposed  new  section  of  the  Internal  Revenue  Code 
have  not  been  clearly  defined  and  perhaps  can  never  be  so  defined. 
The  requirement  that  the  determination  of  the  earnings  of  controlled 
foreign  corporations  follow  the  concepts  of  the  U.S.  tax  laws  is  unreal¬ 
istic,  since  these  corporations  operate  under  the  laws  of  other  nations 
and  the  tax  credits,  the  rules  for  depreciation,  and  numerous  other 
basic  concepts  differ  widely  from  the  U.S.  law  and  the  rules  and 
regulations  for  its  implementation  prescribed  by  the  Secretary  of  the 
Treasury.  Furthermore,  earnings  are  computed  in  foreign  currencies 
and  the  apportionment  of  the  U.S.  parent  corporation’s  share  of  such 
earnings  requires  their  conversion  into  dollars  at  an  arbitrary  value. 
The  language  in  the  proposed  amendment  does  not  provide  for  the 
return  to  the  taxpayer  of  any  taxes  that  were  paid  on  unrepatriated 
earnings  that  subsequently  could  not  be  realized  in  equivalent  dollars 
because  of  currency  devaluation  or  other  factors  operative  after  the 
assessment  ol  the  U.S.  tax.  The  language  in  section  964,  subsection 
b,  “Blocked  Foreign  Income,”  provides: 

(b)  Blocked  Foreign  Income. — Under  regulations  pre¬ 
scribed  by  the  Secretary  or  his  delegate,  no  part  of  the  earn¬ 
ings  and  profits  of  a  controlled  foreign  corporation  for  any 
taxable  year  shall  be  included  in  earnings  and  profits  for 
purposes  of  Sections  952,  955  and  956,  if  it  is  established  to 
the  satisfaction  of  the  Secretary  or  his  delegate  that  such 
part  could  not  have  been  distributed  by  the  controlled  for¬ 
eign  corporation  to  United  States  shareholders  who  own 
(within  the  meaning  of  section  958(a))  stock  of  such  controlled 
foreign  corporation  because  of  currency  or  other  restrictions 
or  limitations  imposed  under  the  laws  of  any  foreign  coun¬ 
try.6 

However,  it  fails  to  grant  relief  for  taxes  paid  prior  to  the  time  that 
earnings  could  not  be  transferred.  Furthermore,  the  assessment  of 
a  tax  unrepatriated  earnings  insures  that  the  U.S.  Government 
derived  revenue  even  though  such  earnings  are  based  on  accounting 
procedures  which  anticipate  levels  of  activity  for  future  income  which 
may  not  be  attained. 

The  burden  of  maintaining  the  records  and  accounts  provided  in 
subsection  C  of  section  964  will  impose  additional  costs  on  domestic 
parent  corporations,  as  in  almost  every  instance  it  will  be  necessary 
to  maintain  duplicate  sets  of  records  and  accounts — one,  to  conform 
with  the  accounting  procedures  of  the  foreign  country  in  which  the 
operation  takes  place,  and  the  second,  for  the  computation  of  U.S. 
tax  liabilities. 

These  activities  do  not  contribute  to  the  productivity  and  growth 
of  our  economy.  They  are  a  luxury  that  we  cannot  afford  at  this 
critical  juncture  in  world  history. 

The  committee  received  testimony  on  behalf  of  a  distinguished 
group  of  New  4  ork  attorneys  who  are  specialists  in  matters  involving 
taxation. 


1  H.R.  10650,  87th  Cong.,  2d  sess.,  sec.  964,  subsec.  b. 
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Mr.  Robert  J.  McDonald,  a  member  of  the  group  testified  that: 

We  believe,  however,  that  the  present  bill  does  not  effec¬ 
tively  distinguish  between  avoidance  devices  and  legitimate 
business  operations  conducted  outside  of  the  United  States. 

Further,  we  believe  the  foreign  income  provisions  are  un¬ 
workable,  are  unduly  penal  in  their  impact  on  the  foreign 
business  of  the  U.S.  persons,  and  may  have  many  con¬ 
sequences  that  are  clearly  adverse  to  the  interests  of  the 
United  States. 

The  foreign  income  provisions  are  unworkable  because  they 
are  so  complex  that  they  cannot  reasonably  be  understood  or 
administered,  and  because  their  application  depends  upon 
detailed  historical  and  current  information  that  will  often 
be  impossible  or  impractical  to  obtain. 

They  are  unduly  harsh  and,  in  many  cases,  penal  in  effect  in 
imposing  burdens  of  taxation  and  of  administrative  com¬ 
pliance  that  are  much  more  extensive  than  in  the  case  of 
domestic  operations,  particularly  in  their  impact  on  the 
individual  foreign  investor.  Moreover,  no  opportunity  is 
provided  to  adjust  legitimate  business  arrangements  estab¬ 
lished  in  reliance  upon  existing  law  and,  indeed,  at  the 
urging  of  our  Government. 

These  provisions  would  have  numerous  consequences  that 
are  clearly  undesirable  and  often  unintended,  d  he  sub¬ 
stantially  favor  foreign  competitors  who  are  not  subject  to 
similar  burdens,  even  though  the  committee  report  notes 
that  one  of  its  guiding  policies  is  to  avoid  weakening  the 
competitive  power  of  American  business  abroad. 

Now,  in  determining  the  pro  rata  share  of  a  corporation’s 
increase  in  earnings  invested  in  nonqualified  property,  not 
only  must  there  be  a  determination  of  the  earnings  and 
profits  for  the  year  and  the  earnings  and  profits  accumulated 
since  December  31,  1962,  but  there  must  also  be  a  review  of 
the  financing  business  needs  and  underlying  nature  of  the 
business  of  the  foreign  corporation  and  of  any  changes  made 
therein. 

To  make  these  determinations  requires  the  application  of 
a  series  of  imprecise  concepts,  and  the  availability  of  in¬ 
formation  extremely  difficult  to  obtain. 

The  determination  of  earnings  and  profits  for  the  year  or 
for  the  period  since  December  31,  1962,  of  foreign  corpora¬ 
tions  presents  problems  which  will  be  insurmountable  in  a 
substantial  number  of  cases. 

These  determinations  are  dependent  not  only  on  U.S. 
concepts  of  tax  accrual,  tax  deferments,  tax  elections,  basis, 
tax  exempt  income,  amortization  and  depreciation,  and 
numerous  other  items  completely  alien  to  the  foreign  cor¬ 
porations  and  foreign  accountants,  but  it  is  also  affected  by 
reorganizations,  liquidations,  exchanges,  and  distributions 
in  kind  which  may  or  may  not  be  tax  free  by  American 
standards. 
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There  are  no  provisions  whatsoever  under  the  bill  for 
making  these  determinations  or  provisions  establishing  the 
machinery  therefor.7 

The  statement  presented  to  the  committee  on  behalf  of  these  attor¬ 
neys  by  Mr.  McDonald  included  numerous  examples  to  show  the 
possible  undesired  consequences  of  enactment  of  the  administration’s 
proposals.  The  statement  included  a  section  on  the  unworkability 
of  the  bill  which  suggest  that  the  Internal  Revenue  Service  will  be 
confronted  with  the  same  difficulties  that  were  perceived  by  these 
attorneys  in  their  examination  of  these  provisions.  Mr.  McDonald 
stated: 

The  bill’s  provisions  in  respect  of  foreign  income  are  so  com¬ 
plex,  overlapping,  and  replete  with  unprecedented  tests  that 
it  is  difficult  to  analyze  them.  The  members  of  this  group 
submitting  this  report  are  experienced  in  matters  of  tax  law; 
they  have  spent  over  40  hours  in  group  discussion  and 
countless  hours  of  individual  study  reviewing  the  contents 
of  the  aforementioned  sections.  Despite  this,  the  practical 
problems  of  working  with  the  proposed  legislation  are  so 
immense  that  the  group  has  found  it  difficult  to  understand 
the  bill  and  impossible  to  measure  its  full  impact.  So  many 
new  concepts  are  included  in  the  bill  that  a  definite  technical 
analysis  by  tax  practitioners  has  been  virtually  impossible. 

The  complexity  of  its  provisions  can  only  cause  uneven  and 
arbitrary  enforcement  and  administration  of  the  bill. 
Skilled  tax  practitioners  will  undoubtedly  find  technical 
loopholes.  On  the  other  hand,  many  U.S.  entrepreneurs  wall 
by  chance  find  themselves  caught  by  extremely  harsh  provi¬ 
sions  of  the  bill  which  by  proper  planning  could  have  been 
avoided.  Revenue  agents  cannot  be  reasonably  expected  to 
understand  the  provisions  or  to  enforce  them  uniformly. 
Thus,  the  impact  of  the  bill  will  be  haphazard.8 

In  view  of  the  fact  that  the  enactment  of  section  11  will  make  no 
significant  contribution  to  Federal  revenues  nor  will  it  improve  our 
balance-of-payments  position,  it  is  inconceivable  that  the  Congress 
would  enact  legislation  which  contains  so  many  ill-defined,  complex, 
and  conflicting  provisions. 

ADVERSE  EFFECTS 

Many  witnesses  who  appeared  before  the  Committee  on  Finance 
expressed  concern  at  the  serious  and  unintended  adverse  effects 
which  the  enactment  of  this  legislation  would  produce. 

Mr.  Leslie  Mills,  chairman  of  the  Committee  on  Federal  Taxation 
of  the  American  Institute  of  Certified  Public  Accountants,  testified 
that: 

Not  the  least  of  the  evils  which  would  plague  business  if 
these  sections  are  enacted  is  the  authority  given  to  the 
Treasury  Department  to  make  unilateral  determinations 
affecting  the  tax  burden  of  the  domestic  corporation.  In 

7  Revenue  Act  of  1962,  Hearings  Before  the  Committee  on  Finance,  U.S.  Senate,  87th  Cong.,  2d  sess.  on 
H.R.  10650,  pt.  7,  pp.  3137,  3139. 

>  Ibid.,  pp.  3147,  3148. 
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many  provisions  authority  is  given  to  the  administration, 
including  the  Treasury  Department,  to  make  unilateral 
determinations,  from  which  no  appeal  appears  possible. 
As  one  example,  a  formula  is  provided  for  allocating  income 
under  certain  circumstances,  with  a  further  provision  that 
intercompany  prices  may  be  determined  on  an  arm’s- 
length  basis.  However,  determination  of  the  arm’s-length 
character  of  transactions  is  subject  to  rather  rigid  rules 
which  may  not  give  effect  in  every  case  to  all  of  the  pertinent 
factors.  Moreover,  if  such  arm’s-length  determinations  by 
the  taxpayer  are  not  satisfactory  to  the  Treasury  Depart¬ 
ment,  that  Department  through  its  agents  can  determine 
the  allocations  which  in  its  sole  judgment  are  proper, 
without  any  opportunity  for  an  impartial  appraisal.  This, 
and  similar  approaches  to  these  most  difficult  problems 
leave  American  business  operating  abroad  entirel}'  at  the 
mercy  of  our  bureaucracy.  This  uncertainty  alone  will 
surely  cause  American  business  to  restrict  operations  abroad. 
It  certainly  creates  no  climate  for  new  expansion.  *  *  * 

I  have  endeavored  to  point  out  that  the  complexities  in 
this  area,  and  in  other  parts  of  the  bill,  are  by  themselves 
serious.  The  very  existence  of  uncertainties  hampers  busi¬ 
ness.  Adding  these  complexities  to  the  already  complicated 
problems  of  doing  business  abroad  will  have  the  effect  of  dis¬ 
couraging  many  small  businesses  from  expanding  into  the 
international  trade  area.  The  legislative  history  of  the  bill 
in  the  foreign  income  area  emphasizes  this  important  prob¬ 
lem.  Business  enterprises  have  been  forced  to  consider  a 
regular  series  of  proposals  in  the  foreign  area  throughout  the 
past  year,  and  each  one  has  required  the  immediate  initiation 
of  planning  to  avoid  the  severe  and  haphazard  penalties 
which  would  be  incurred  under  their  present  organization  and 
manner  of  doing  business.  The  latest  proposals  are  only 
a  few  weeks  old,  and  it  cannot  be  expected  that  the  picture 
is  at  all  clear  for  the  many  organizations,  large  and  small, 
which  will  be  vitally  affected.  Yet  the  most  basic  provision, 
with  respect  to  income  of  controlled  foreign  corporations, 
would  become  effective  less  than  9  months  from  now,  and 
presumably  just  a  few  months  after  the  final  form  of  the 
provisions  are  known  if  they  are  approved  by  the  Congress. 
The  far-reaching  provisions  concerning  liquidation  and  sale 
of  stock  would  become  effective  upon  enactment.  At  the 
very  least,  therefore,  businesses  should  have  more  time  to 
turn  around  and  reorganize  their  activities  to  avoid  possible 
destruction  of  their  interests.  It  seems  particularly  inappro¬ 
priate  to  legislate  such  far-reaching,  new,  and  untried 
concepts  in  our  tax  structure  at  the  very  time  when  the 
Treasury  Department  is  on  record  as  preparing  to  release 
in  the  near  future  proposals  for  a  basic  reform  of  the  tax 
structure.9 


9  Revenue  Act  of  1962,  hearings  before  the  Committee  on  Finance,  U.S.  Senate,  87th  Cong.,  2d  sess.  on 
H.R.  10650,  pt.  2,  pp.  546,  547. 


368 


REVENUE  ACT  OF  1962 


Another  witness,  Mr.  Tyrone  Gillespie,  assistant  to  the  president 
of  the  Dow  Chemical  Co.,  in  his  testimony  stated: 

If  the  foreign  income  concepts  are  enacted  into  law,  our 
company  and  all  other  companies  similarly  situated  will  be 
faced  with  the  severe  problem  of  trying  to  determine  whether 
the  accounting  principles  and  methods  of  our  foreign  sub¬ 
sidiaries  are  compatible  with  those  in  the  United  States, 
and  whether  in  those  cases  where  we  have  less  than  100 
percent  ownership,  it  would  be  possible  to  do  so  in  fairness, 
or  at  all,  without  full  concurrence  of  other  stockholders. 

In  any  case,  it  would  be  necessary  to  maintain  two  sets  of 
records,  one  to  comply  with  foreign  law  and  one  with  U.S. 
law,  and  there  is  a  question  as  to  where  such  records  should 
be  kept. 

In  order  to  comply  with  U.S.  law,  much  of  the  information 
will  have  to  be  estimated  because  data  are  not  available 
under  foreign  accounting  systems,  and  certainly  companies 
will  have  a  built-in  and  continuing  argument  with  the 
Treasury  Department  as  to  whether  their  estimates  are 
proper  or  improper.  We  are  certain  that  the  committee 
is  cognizant  of  the  vast  enforcement  costs  which  will  be 
entailed  for  worldwide  policing  most  of  which  will  gain 
little  revenue  so  we  will  not  elaborate  on  this  point. 

Another  question  which  gives  us  concern  is  our  company’s 
position  if  we  disclose  certain  data  and  economic  information 
of  a  company  in  a  foreign  country  in  which  we  are  a  part 
owner,  where  the  laws  of  the  country  prohibit  such  disclosure. 

Does  this  U.S.  law  force  us  to  commit  economic  espionage 
and  thereby  render  us  liable  under  the  laws  of  our  host 
country?  10 

The  uncertainty  alluded  to  by  the  two  witnesses  just  cited  presents 
a  serious  problem  not  only  for  the  business  community  but  for  the 
Congress,  as  indecision  by  responsible  management  at  this  time  can 
result  in  a  slackening  in  our  economy  growth  and  a  failure  to  provide 
adequate  job  opportunities  for  our  growing  labor  force. 

Furthermore,  such  uncertainty  will  not  only  adversely  affect  the 
earnings  of  business  enterprises  but  will  result  'in  a  decline  in  Federal 
tax  revenues.  Dr.  Dan  Throop  Smith,  professor  of  finance  at  the 
Harvard  Graduate  School  of  Business  Administration  and  a  former 
Assistant  Secretary  ol  the  Treasury,  posed  a  number  of  problems 
which  may  beset  American  business  should  this  legislation  be  enacted. 
He  informed  the  committee  that  he  was  undertaking  a  study  of  all 
the  possible  consequences  of  the  pending  tax  legislation.  He  sum¬ 
marized  his  observations  as  follows: 

Many  considerations  are  relevant  to  a  decision  on  the  tax¬ 
ation  of  foreign  income.  I  know  of  no  single  area  where  it  is 
so  difficult  to  balance  the  conflicting  objectives  of  policy. 

I  have  already  written  a  fair  amount  on  the  subject,  but 
in  recent  months  have  become  increasingly  interested  and 
concerned  with  it.  I  have  recently  returned  from  a  trip  to 
Western  Europe  which  I  took,  in  connection  with  current 
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research  activities,  to  determine  attitudes  and  practices  re¬ 
garding  the  taxation  of  fore;gn  income  in  some  of  the  indus¬ 
trial  countries  there.  I  shall  try  to  state  here  as  concisely 
as  possible  what  seem  to  be  the  most  significant  points,  pend¬ 
ing  preparation  of  a  longer  article  on  the  subject. 

Foreign  operating  subsidiaries  are  in  no  sense  artificial  or 
unnatural  legal  entities.  Contrary  to  many  foreign  holding 
companies,  foreign  operating  companies  are  used  as  the 
natural  and  normal  means  of  participating  in  a  foreign 
economy. 

They  were  used  long  before  we  ever  had  an  income  tax;  in 
some  instances  they  are  required  by  foreign  governments. 
They  are  necessary  when  joint  ventures  are  developed  with 
local  capital.  It  is  a  misconception  to  think  that  they  are 
established  primarily  for  tax  advantages. 

Furthermore,  operating  subsidiaries  abroad  are  in  competi¬ 
tion  with  other  companies  located  abroad.  American  parent 
companies  usually  establish  foreign  subsidiaries  to  maintain 
a  position  in  foreign  markets  or  to  secure  a  position  in  new 
markets. 

They  do  not  establish  foreign  operating  subsidiaries  as  an 
alternative  to  expansion  at  home  for  production  of  export 
commodities.  When  foreign  markets  become  large  enough 
and  foreign  conditions  for  production  good  enough,  produc¬ 
tion  is  going  to  take  place  abroad. 

There  are  plenty  of  local  companies  able  and  anxious  to 
expand  to  meet  domestic  requirements  in  foreign  countries, 
and  plenty  of  large  corporations  in  other  major  industrial 
countries  able  and  anxious  to  set  up  their  own  foreign  sub¬ 
sidiaries,  and  active  in  doing  so. 

If  our  country  is  to  get  its  rightful  competitive  share  in  the 
expanding  income  of  the  world,  our  business  firms  must  be 
free  to  compete  where  production  is  taking  place. 

This  point  cannot  be  overemphasized.  Someone  is  going 
to  produce  abroad;  it  is  the  very  essence  of  economic  develop¬ 
ment  abroad  that  production  will  take  place  there.  It  is  a 
serious  misconception  to  believe  that  if  American  firms 
cannot  produce  abroad,  no  one  will  do  so  and  that  loreign 
demands  will  remain  unsatisfied  until  filled  by  American 
exports.11 

He  further  stated: 

As  markets  grow  with  the  rapidly  expanding  standards  of 
living  in  the  Common  Market,  it  is  important  to  be  in  on 
the  ground  floor,  as  it  were,  to  have  brand  names  known,  to 
establish  distribution  channels,  and  to  act  promptly  in  im¬ 
proving  products  and  processes. 

If  a  company  falls  behind,  it  can  catch  up,  if  at  all,  only 
with  increased  outlays.  If  it  tries  belatedly  to  secure  entry 
into  an  established  market,  it  can  probably  do  so,  if  at  all, 
only  at  greatly  increased  cost. 


11  Revenue  Act  of  1962,  hearings  before  the  Committee  on  Finance,  U.S.  Senate,  87th  Cong.,  2d  sess.,  on 
H.R.  10650,  pt.  7,  p.  3089. 
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These  are  familiar  facts  of  business  which  I  shall  not 
elaborate,  but  they  should  not  be  overlooked  if  an  argument 
is  made  that  we  need  only  temporarily  to  restrain  invest¬ 
ment,  or  that  old  investment  is  good  but  new  investment  is 
bad,  because  it  is  not  immediately  recouped  in  repatriated 
profits. 

Business  investment  must  be  a  continuing  dynamic  proc¬ 
ess;  it  it  is  not  continued  as  required,  the  value  of  old 
investments,  and  the  possibility  of  continued  repatriated 
income  from  them,  will  wither  away. 

To  the  best  of  my  knowledge,  and  I  have  inquired  care¬ 
fully,  no  other  country  in  any  way  taxes  their  own  companies 
on  the  basis  of  undistributed  income  of  foreign  subsidiaries. 

Furthermore,  on  the  basis  of  extensive  inquiries  in  Europe 
in  recent  weeks,  there  is  no  indication  whatsoever  that  other 
countries  would  follow  our  example.  There  is  some  concern 
abroad  about  pricing  on  transactions  between  parent  com¬ 
panies  and  foreign  subsidiaries — the  sort  of  problem  covered 
by  section  482 — and  in  some  instances  about  foreign  per¬ 
sonal  holding  companies. 

But  I  found  no  indication  that  there  was  any  concern 
about  the  undistributed  income  of  foreign  subsidiary  operat¬ 
ing  companies  or  any  likelihood  that  other  countries  would 
impose  taxes  on  their  own  companies  similar  to  those  pro¬ 
posed  here. 

Nor  does  there  seem  to  be  any  political  controversy  or 
even  thought  to  the  contrary  on  this  subject.  In  one  place 
when  I  asked  if  there  were  arguments  to  the  effect  that  for¬ 
eign  subsidiaries  might  lead  to  a  loss  of  domestic  employment 
the  answer  was  “No;  it  is  recognized  that  we  must  have 
worldwide  activities  to  support  the  cost  of  research  and 
development  to  meet  intense  international  competition. 
The  ability  to  spread  costs  over  the  business  of  foreign 
subsidiaries  helps  assure  continued  domestic  employment.” 

This  reflects  the  same  high  degree  of  sophistication 
found  in  most  ofthe  European  labor  groups  which  support, 
instead  of  opposing,  liberal  depreciation  as  a  basis  for 
increased  productivity,  which  in  turn  leads  to  higher  stand¬ 
ards  of  living  and  increased  employment. 

But  though  other  countries  will  not  follow  our  example  in 
taxing  their  own  corporations  on  the  basis  of  undistributed 
income  of  their  foreign  operating  subsidiaries,  it  seems  very 
likely  that  they  will  be  tempted  to  impose  their  own  special 
taxes  on  the  U.S. -owned  subsidiaries  located  in  their  countries. 

Does  it  not  seem  probable  that  on  practical  grounds  if 
there  is  to  be  any  extra  tax  on  undistributed  income  of  U.S.- 
owned  subsidiaries,  the  countries  where  the  subsidiaries  are 
incorporated  and  where  the  earnings  are  located  will  want  to 
exercise  their  primary  right  to  tax  them? 

I  was  asked  more  than  once  in  my  recent  trip,  by  Europeans 
if  I  did  not  think  that  the  countries  where  the  subsidiaries 
were  located  would  adopt  their  own  laws  to  secure  for  them¬ 
selves  the  revenue  to  be  derived  by  new  tax  burdens  imposed 
by  the  United  States  on  undistributed  income  of  foreign 
subsidiaries. 
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And,  of  course,  I  had  to  admit  that  I  supposed  they 
would. 

The  actions  of  many  of  our  States  in  imposing  soak-up 
estate  taxes  to  absorb  the  credit  allowed  in  the  Federal 
estate  tax  is  a  perfect  precedent.  The  adoption  of  anything 
like  section  13  will  invite  foreign  countries  to  impose  their 
own  taxes  and  it  seems  likely  that  many  of  them  will  accept 
the  invitation. 

To  the  extent  that  foreign  countries  do  impose  their  own 
soak-up  taxes,  any  expected  revenue  to  the  U.S.  Treasury 
will  disappear.  Increased  taxes  imposed  by  our  Congress 
would  end  up  in  foreign  treasuries,  not  in  the  U.S.  Treas¬ 
ury.12 

The  possibility  of  the  imposition  of  new  retaliatory  taxes  by  foregin 
governments  would  completely  destroy  the  efforts  that  have  been 
constantly  pursued  to  eliminate  double  taxation  and  other  hardships 
which  restrict  the  flow  of  commerce.  It  is  difficult  to  reconcile  the 
announced  goals  of  the  administration  in  the  Trade  Expansion  Act  of 
1962  (H.R.11970)  with  the  isolationist  views  toward  foreign  invest¬ 
ment  encompassed  in  H.R.  10650. 

A  further  possible  adverse  effect  which  is  clearly  unintended  by  the 
administration  is  the  possible  disposal  of  a  sufficient  interest  in  a 
presently  controlled  foreign  corporation  to  the  nationals  of  other 
countries  so  as  to  relieve  the  American  parent  of  the  burdens  imposed 
by  section  11.  This  would  jeopardize  U.S.  control  over  many  im¬ 
portant  trading  and  manufacturing  activities  which  support  our  ex¬ 
ports  and  employment  in  this  country. 

Again  a  colloquy  between  Mr.  Robert  J.  McDonald,  a  New  lork 
attorney  representing  a  group  of  tax  lawyers,  and  Senator  Kerr,  of 
Oklahoma,  is  significant: 

Mr.  McDonald.  They  encourage  U.S.  persons  to  take 
minority  rather  than  controlling  interests  in  foreign  busi¬ 
nesses,  with  the  possible  consequences,  among  others,  of  loss 
of  a  favored  position  with  respect  to  the  sale  to  such  busi¬ 
nesses  of  domestic  products. 

Senator  Kerr.  Let  me  interrupt  you  there. 

Mr.  McDonald.  They  encourage - 

Senator  Kerr.  I  say,  let  me  interrupt  you. 

Mr.  McDonald.  I  am  sorry. 

Senator  Kerr.  You  have  just  said  that,  in  your  judgment, 
this  bill  would  encourage  American  investors  to  take  minority 
positions  in  foreign  corporations  rather  than  American  cor¬ 
porations  creating  subsidiaries  in  foreign  areas. 

Mr.  McDonald.  We  believe  it  might  have  that  tendency. 

Senator  Kerr.  That  was  one  of  the  points  that  Dr.  Dan 
Throop  Smith  made  with  reference  to  the  investment  com¬ 
pany  which  asked  for  the  conference  with  him  and  discussed 
the  probability  of  then’  increasing  foreign  stocks  in  then- 
portfolios  of  investments,  although  they  are  American  invest¬ 
ment  companies,  I  believe. 

Mr.  McDonald.  Generally  speaking,  an  American  invest¬ 
ment  company,  assuming  it  is  an  investment  company  with 
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wide  distribution  of  its  stock,  would  tend  not  to  have  a  con¬ 
trolling  position,  and  when  I  say  controlling  I  mean  more 
than  a  50-percent  interest  in  the  foreign  corporation. 

Senator  Kerr.  And  to  the  extent  that  it  encouraged 
investment  in  minority  positions  in  foreign  corporations,  it 
would  adversely  affect  our  balance  of  gold  payments  rather 
than  favorably  affect  them. 

Mr.  McDonald.  It  may  or  may  not.  I  think  that  is  a 
complicated  question.  I  think  that - 

Senator  Kerr.  If  a  situation  arose  whereby  Americans 
took  American  dollars  and  bought  stocks  from  foreign 
owners  and  paid  for  them  in  American  dollars  that  went  over 
there,  that  would  be  adverse  in  our  balance  of  payments, 
would  it  not? 

Mr.  McDonald.  Temporarily  it  might. 

Senator  Kerr.  Well,  the  only  way  that  those  dollars 
could  come  back  would  be  for  those  sellers  to  send  them 
back. 

Mr.  McDonald.  That  is  correct.  And  if  you  did  not  have 
controlling  positions  in  those  companies  there  would  be  less 
tendency  for  them  to  find  their  way  back. 

Senator  Kerr.  It  would  seem  to  me  you  were  making  a 
point  which,  I  think,  is  of  some  significance,  and  I  was 
asking  you  the  questions  only  to  let  the  record  clearly  reflect 
that  as  your  judgment,  if  that  is  your  judgment. 

Mr.  McDonald.  I  believe  it  is.13 

During  the  course  of  the  interrogation  of  Mr.  Charles  W.  Stewart, 
who  appeared  in  opposition  to  the  administration’s  foreign  tax 
proposals  on  behalf  of  the  Machinery  and  Allied  Products  Institute, 
Senator  Morton,  of  Kentucky,  presented  a  hypothetical  question 
which  is  a  further  cause  for  concern  in  connection  with  the  Senate’s 
consideration  of  this  legislation.  The  colloquy  between  Senator 
Morton  and  Mr.  Stewart  follows: 

Senator  Morton.  Now,  you  talked  to  the  point  of  con¬ 
stitutionality  which  we  have  dealt  with  in  a  rather  cursory 
manner  this  morning. 

I  happen  to  be  one  of  those  rare  Members  of  this  body  who 
is  a,  businessman  and  not  a  lawyer.  Sometimes  I  think  the 
United  States  would  be  better  off  if  we  were  more  of  us  and 
fewer  lawyers  here. 

As  I  see  the  situation  in  my  lay  mind,  it  is  comparable  to 
this:  Let  us  suppose  that  a  trucking  company  in  Kentucky 
had  10  stockholders.  Five  lived  in  Tennessee  and  five  in 
Kentucky. 

Let  us  assume  that  they  made  $100,000  after  taxes  in 
1  year.  They  decided  they  would  pay  $25,000  in  dividends, 
that  they  would  retain  $75,000  in  the  business  for  the  purpose 
of  buying  new  trucks  and  expanding  their  operations. 

The  State  of  Tennessee  has  an  income  tax  law.  The  State 
of  Tennessee  would  say  to  those  five  Tennessee  stockholders 
“but  you  must  pay  an  income  tax  based  on  the  earnings  of 
this  Kentucky  corporation  in  which  you  own  stock  in  the 


11  Op.  cit.,  Revenue  Act  of  1962,  pt.  2,  p.  678. 
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amount  of  four  times  what  you  paid  because  they  earned 
$100,000  and  they  only  paid  $25,000  in  dividends.” 

Admitting  that  is  an  oversimplification,  is  that  not  to  a  lay 
point  of  view  somewhat  analogous  to  this  constitutional 
question? 

Mr.  Stewart.  I  think  you  are  a  much  better  lawyer  than 
you  admit,  sir. 

I  would  say  that  you  draw  a  point  here  that  worries  me  be¬ 
yond  the  scope  of  this  bill. 

It  seems  to  me  we  are  breaking  new  ground  if  we  go  to  the 
full  route  of  these  provisions  in  terms  of  applying  the  same 
principle  to  our  domestic  tax  policy.  I  am  quite  concerned 
about  it,  and  your  example  is  ecompletely  on  the  beam  in 
that  respect.14 

There  would  be  no  difficulty  in  continuing  to  review  other  adverse 
situations  which  could  be  most  damaging  to  our  economy  that  were 
presented  to  the  Committee  on  Finance  by  witnesses  experienced  in 
every  sector  of  the  American  economy. 

Friendly  foreign  countries  are  already  concerned  with  the  admin- 
istration’s  proposal,  and  the  record  of  the  hearings  includes  a  press 
account  to  the  effect  that  President  Chiari  of  Panama  has  advised 
President  Kennedy  that  the  administration’s  tax  proposal  represents 
“undue  interference  in  the  internal  affairs  of  Panama.”15 

President  Chiari  also  declared  that  the  taxation  of  the  earnings  of 
Panamanian  corporations  on  profits  which  have  been  unremitted  is 
“almost  equivalent  to  economic  aggression.”16 

The  Swiss  too  have  expressed  similar  concerns. 

The  vagueness  of  the  administration’s  concepts  are  illustrated  by 
a  colloquy  between  the  Secretary  of  the  Treasury  and  Senator  Curtis 
of  Nebraska. 


Senator  Curtis.  *  *  *  Will  you  define  a  tax  haven  com¬ 
pany? 

Senator  Dillon.  What  we  have  done  is  not  to  define  a  tax 
haven  company  specifically,  but  to  define  in  effect  a  tax 
haven  transaction.  For  example,  a  tax  haven  transaction 
is  one  where  a  company  incorporated  in  country  A  purchases 
from  country  B  and  resells  in  country  C.  , 

So  in  this  situation  there  have  to  be  three  countries  in¬ 
volved  and  the  use  of  the  words  “tax  haven  company”  is 
just  a  short  description  of  companies  which  operate  in  this 
way.  We  do  not  have  a  definition  of  a  company  as  a  tax 
haven  company. 

Senator  Curtis.  I  understand  it  is  not  in  the  proposal, 
but  this  is  presented  to  the  country  and  to  this  committee 
as  reference  to  a  tax  haven  company,  and  there  are  people 
in  Congress  and  out  that  are  concerned  about  tax  haven 
companies. 

So,  I  would  like  to  have  a  definition  of  the  company  you 
are  speaking  about  when  you  use  this  term,  not  the  name 
of  the  company  but  what  constitutes  a  tax  haven  company. 


is  Revenue ^L^onoe^heartags^efore  the  Committee  on  Finance,  U.S.  Senate,  87th  Cong.,  2d  sess., 


H.R.  10650,  pt.  1,  p.  653. 
Ibid. 


374 


REVENUE  ACT  OF  19  62 


Secretary  Dillon.  Well,  I  have  already  given  a  definition 
to  the  Senator.  It  means  companies  that  operate  in  the 
way  I  have  described,  that  are  domiciled  in  a  country,  gen¬ 
erally  a  very  low-tax  country;  that  do  business  in  two  other 
countries.  We  can  give  you  a  list  of  names  of  these  countries 
if  you  desire. 

Senator  Curtis.  Now,  a  tax  haven  company  is  one  that 
does  business  with  two  other  companies  in  two  other  countries, 
countries. 

Secretary  Dillon.  What  I  have  said  is  that  in  a  tax  haven 
transaction  where  there  are  two  other  countries  involved,  and 
one  of  them  may  be  the  United  States. 

It  is  also  a  transaction  where  income  for  a  service,  a  com¬ 
mission  for  an  item  sold,  a  royalty  for  a  patent,  anything 
you  wish,  is  received  from  one  country  by  a  corporation  in¬ 
corporated  in  another  country. 

Senator  Curtis.  Now,  are  all  such  operations  that  you 
have  described  tax  haven  transactions? 

Secretary  Dillon.  Not  all  such  operations  are  necessarily 
tax  haven  transactions,  and  that  is  the  specific  reason  why  I 
requested  in  the  statement  I  made  yesterday  that  the  Secre¬ 
tary  of  the  Treasury  be  given  authority  to  exempt  specific 
transactions,  specific  operations  that  are  not  entered  into 
for  the  purpose  of  tax  avoidance. 

I  would  say  that  three-quarters  or  90  percent  of  the 
transactions  that  I  have  described  are  for  the  purpose  of 
reducing  taxes  and  would  be  tax  haven  transactions. 

But  there  are  some,  and  I  can  give  you  examples,  which 
are  not. 

Senator  Curtis.  Give  me  an  example  of  one  that  is. 

Secretary  Dillon.  One  that  is? 

Senator  Curtis.  Yes. 

Secretary  Dillon.  A  classic  example  of  one  that  is,  is  a 
U.S.  loreign  subsidiary  which  has  a  manufacturing  plant  in 
England  to  make  anything,  condiments,  if  you  will.  It  sells 
all  its  condiments  that  it  sells  on  the  Continent  first  to  a 
U.S. -controlled  Swiss  sales  corporation.  They  never  go  to 
Switzerland,  but  they  are  marketed  in  France,  Germany, 
Belgium,  everywhere  else  as  the  property  of  the  Swiss  sales 
corporation.  The  entire  profit  is  lodged  in  Switzerland. 

The  manufacturing  company  in  Great  Britain  is  paid  a  very 
small  figure  for  the  wholesale  value  and  makes  a  minor  profit. 

I  hat  is  the  type  of  operation  that  clearly  is  a  tax  haven 
operation. 

Senator  Curtis.  Where  does  the  U.S.  Government  come 
into  the  transaction  you  described? 

Secretary  Dillon.  Where  the  United  States  comes  in,  in 
that  transaction,  is  that  these  would  be  controlled  foreign 
corporations  the  control  of  which  is  in  the  U.S.  parent 
corporation.17 

I.he  complexities  of  transferring  available  funds  from  developed 
nations  to  investments  in  less  developed  countries  will  frustrate  our 
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foreign  policy  objectives  of  encouraging  private  investment  to  assume 
a  larger  role  in  economic  development — thus  relieving  the  taxpayers 
of  a  portion  of  this  burden. 

The  Secretary  of  the  Treasury  in  his  appearance  before  the  Finance 
Committee  on  "April  2  expressed  the  view  that  tax  haven  operations 
constitute  a  serious  abuse,  and  he  urged  the  committee  to  amend  the 
bill  as  passed  by  the  House  of  Representatives  to  completely  eliminate 
tax  deferral  on  the  undistributed  foreign  income  of  U.S.  subsidiaries 
operating  abroad.  Shortly  thereafter,  the  Secretary  addressed  the 
Ninth  Annual  Monetary  Conference  of  the  American  Bankers  Associa¬ 
tion  in  Rome,  Italy,  on  Friday,  May  18.  He  expressed  a  somewhat 
different  view  as  to  the  nature  of  American  oversea  investments  in 
his  discussion  of  this  subject  before  a  foreign  audience.  He  stated: 

The  United  States  has  consistently  favored  free  capital 
movement  the  ability  of  individuals  or  companies  to  invest 
their  funds  where  they  will.  There  has  been  no  change  in 
that  view.  We  are,  however,  asking  our  Congress  to  end 
the  tax  inducements  to  American  investment  in  other  indus¬ 
trialized  countries,  particularly  the  inducements  which  flow 
from  the  mushrooming  use  of  so-called  tax  havens.  The 
object  is  not  to  discourage  capital  from  going  abroad  in 
search  of  higher  gross  return.  That  sort  of  investment  will, 
in  the  long  run,  serve  the  investor,  the  United  States,  and 
the  recipient  country  alike.  We  recognize  that  the  great 
bulk  of  our  foreign  investment  is  of  this  type  and  is  not  tax 
induced.  We  do,  however,  want  to  make  sure  that  our  tax 
system  does  not  unwittingly — and  artificially — spur  this 
outflow.  We  wish  only  to  eliminate  marginal  foreign  invest¬ 
ment  that  is  induced  primarily  by  tax  considerations.  While 
there  is  no  expectation  that  such  action  will  dramatically 
reduce  the  outflow  of  direct  investment  funds  from  the  United 
States,  it  will  be  of  some  help — and  every  bit  counts  in  the 
effort  to  eliminate  our  payments  deficit.18 

The  Secreta^’s  statement  shows  that  there  is  no  need  to  risk  the 
adverse  effects  that  the  passage  of  this  legislation  might  entail, 
since  he  finds  that  the  great  bulk  of  our  foreign  investments  is  not 
tax  induced  and  in  the  long  run  serves  the  investor,  the  United  States, 
and  the  recipient  country  alike. 

If  the  only  concern  of  the  Congress  is  to  eliminate  marginal  foreign 
investment  that  is  induced  primarily  by  a  tax  consideration,  then 
section  11  does  not  appear  as  an  appropriate  instrument  to  accom¬ 
plish  this  end.  Furthermore,  the  Secretary  of  the  Treasury  is  on 
record  at  Rome  that  there  is  no  expectation  that  the  enactment  of 
additional  legislation  will  dramatically  reduce  the  outflow  of  direct 
investment  funds  from  the  United  States. 

CONSTITUTIONALITY 

Section  1 1  imposes  a  tax  on  U.S.  shareholders  of  foreign  corpora¬ 
tions  based  on  the  earnings  of  such  corporations  even  though  there 
has  been  no  constructive  receipt  of  funds  with  which  to  pay  the  tax. 


is  Remarks  of  the  Honorable  Douglas  Dillon,  Secretary  of  the  Treasury,  Ninth  Annual  Monetary  Confer¬ 
ence  of  the  American  Bankers  Association,  Rome,  Italy,  May  18,  iy62,  p.  10. 
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The  establishment  ot  tax  liabilities  in  this  manner  is  a  reversal  of 
existing  concepts  which  have  been  established  for  almost  50  years. 
It  completely  disregards  corporate  legal  entities  wholly  legitimate 
in  their  business  purposes. 

The  proponents  of  this  theory  of  taxation  attempt  to  justify  it 
under  the  philosophy  of  the  foreign  personal  holding  company  pro¬ 
visions.  A  colloquy  between  the  Secretary  of  the  Treasury,  Mr. 
Dillon,  and  Senator  Curtis  of  Nebraska  is  significant: 

Secretary  Dillon.  Under  the  philosophy  of  the  foreign 
personal  holding  company  provisions,  the  Congress  has 
decided  and  the  courts  have  upheld  that  where  transactions 
are  entered  into  for  the  purpose  of  avoiding  U.S.  taxes, 
the  income  can  be  imputed  to  the  U.S.  stockholders  and 
that  in  effect  is  what  is  happening  here. 

Senator  Curtis.  That  is  a  personal  holding  company? 

Secretary  Dillon.  That  is  what  it  is  by  definition. 

Senator  Curtis.  I  thought  you  were  describing  an  actual 
operation  of  manufacturing  and  sale  of  goods  throughout 
Europe. 

Secretary  Dillon.  There  is  no  legal  constitutional  differ¬ 
ence  and  we  are  following  the  exact  same  procedure  here. 

We  apply  the  same  procedure  to  these  other  operations 
as  has  been  applied  for  many  years  to  foreign  personal 
holding  companies. 

Senator  Curtis.  But  suppose  that  the  parent  company 
in  the  United  States  is  a  publicly  held  corporation  and  not 
at  all  in  the  category  of  a  personal  holding  company,  and  it 
has  many  stockholders,  is  income  either  to  the — is  income 
to  the  subsidiary  income  to  the  stockholders  of  the  parent 
corporation. 

Secretary  Dillon.  We  look  on  a  parent  corporation  as  a 
U.S.  person  under  the  law,  and  the  income  is  imputed  to  the 
U.S.  person  who  controls  the  foreign  subsidiary,  and  that 
person  would  be  the  U.S.  parent  corporation. 

Senator  Curtis.  Now  suppose  this  company  in  this  hypo¬ 
thetical  case  you  describe  was  set  up  for  the  purpose  not  of 
evading  taxes  on  income  earned  under  the  American  flag  but 
was  for  the  purpose  of  finding  a  market,  developing  a  market 
that  could  not  be  developed  by  the  parent  company  located 
in  the  United  States. 

Would  that  change  the  situation? 

Secretary  Dillon.  I  certainly  recognize  that  there  are 
markets  that  can  best  be  developed  by  investment  abroad. 

But  we  do  not  feel  that  it  is  necessary  to  have  as  an  added 
inducement  and  an  added  factor  in  that  development  the 
tax  inducement  of  partial  or  complete  tax  exemption  that 
flows  from  the  use  of  tax  havens.  We  think  that  the  same 
markets  could  be  developed  by  paying  a  reasonable  tax. 

Senator  Curtis.  They  do  pay  a  tax  when  the  money  is 
brought  back,  do  they  not? 

Secretary  Dillon.  A  tax  is  paid  when  the  money  is  re¬ 
patriated  to  the  United  States;  that  is  correct. 

Senator  Curtis.  Now,  speaking  of  operating  companies 
that  actually  engaged  in  manufacturing,  processing,  selling, 
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all  of  that  activity  is  outside  the  United  States,  isn’t  it 
true  that  heretofore  we  have  adhered  to  a  jurisdictional 
principle  that  a  tax  so  earned  outside  of  the  United  States — • 
the  U.S.  tax  on  income  earned  outside  the  United  States — 
is  due  when  it  is  remitted  to  this  country? 

Secretary  Dillon.  That  has  been  the  principle  in  the 
law,  except  for  the  foreign  personal  holding  company  law. 

Senator  Curtis.  And  this  proposal  would  greatly  change 
that  wouldn’t  it? 

Secretary  Dillon.  This  proposal  would  very  considera- 
ably  modify  that  principle.  That  is  the  purpose  of  it. 

Senator  Curtis.  Now,  you  referred  a  moment  ago  to 
suggestions  made  yesterday  to  grant  to  the  Treasury  De¬ 
partment  authority  to  by  regulation — although  you  didn’t 
use  that  word — except  certain  transactions  or  make  a  finding 
that  they  were  not  tax-haven  transactions? 

Now- - 

Secretary  Dillon.  That  is  correct. 

Senator  Curtis.  How  is  the  business  concern  going  to 
know  what  the  rule  of  the  Treasury  would  be  5  years  from 
now? 

Secretary  Dillon.  By  coming  in  and  asking. 

Senator  Curtis.  When?  Now? 

Secretary  Dillon.  Now. 

Senator  Curtis.  Would  that  answer  be  binding  upon  the 
Treasury  5  years  from  now? 

Secretary  Dillon.  We  would  be  prepared  to  give  rulings 
on  this  sort  of  thing  very  generously  ahead  of  time  because 
we  do  not  want  to  upset  business  and  we  don’t  want  to  have 
uncertainty  here.  We  would  be  very  glad  for  any  business 
that  thought  it  had  a  case  to  come  in  and  talk  to  the  Internal 
Revenue  and  we  would  give  them  a  ruling  in  a  proper 
situation. 

Senator  Curtis.  Well,  I  am  glad  you  share  the  view  that 
this  is  a  decided  change  in  the  tax  policy  of  the  country. 

One  of  the  things  I  had  in  mind  late  yesterday  afternoon 
when  I  requested  that  a  new  bill  be  drafted  and  printed  as 
a  study  bill,  study  copy,  was  so  that  it  could  be  examined, 
and  to  see  what  the  proposal  is  made  in  our  basic  tax  philoso¬ 
phy  and  practice  in  the  light  of  your  modified  recommenda¬ 
tions  of  your  statement  yesterday.19 

It  is  inconceivable  that  the  Secretary  of  the  Treasury  would  suggest 
that  exceptions  to  the  law  should  be  made  on  the  basis  of  Treasury 
rulings  so  as  not  to  disturb  legitimate  transactions. 

The  Foreign  Personal  Holding  Company  Act  deals  with  passive 
investments  that  have  no  connection  with  the  carrying  on  of  an  active 
trade  or  business. 

The  personal  holding  company  tax  was  never  conceived  by  the 
Congress  as  being  applicable  to  the  unremitted  earnings  of  active 
overseas  subsidiaries  of  U.S.  business  firms  with  widespread  stock¬ 
holdings. 

it  “Revenue  Act  of  1962,”  hearings  before  the  Committee  on  Finance,  U.S.  Senate,  87th  Cong.,  2d  sess.  on 
H.R.  10650,  pt.  10,  pp.  4311-4312. 
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The  National  Foreign  Trade  Council  was  organized  in  1914  to 
promote  and  protect  American  trade  and  investment.  Its  member¬ 
ship  is  comprised  of  manufacturers,  merchants,  exporters,  importers, 
transportation  interests,  bankers,  insurance  underwriters,  and  many 
others  interested  in  the  expansion  of  the  Nation’s  foreign  commerce. 

Mr.  Joseph  B.  Brady,  vice  president  of  the  National  Foreign  Trade 
Council,  presented  an  extended  legal  brief  to  the  House  Committee 
on  Ways  and  Means  on  June  5,  1961.  It  showed  that  the  character¬ 
ization  of  tax  deferral  as  a  privilege  is  a  misleading  one.  It  developed 
the  history  underlying  the  present  U.S.  tax  laws,  and  it  showed  that 
the  proposal  to  tax  unremitted  earnings  is  completely  contrary  to 
our  established  tax  policies.  It  presents  a  serious  question  of  the 
constitutionality  of  the  administration’s  foreign  tax  proposals. 

Section  13  of  H.R.  10650  as  it  was  referred  to  the  Committee  on 
Finance  was  based  on  the  concepts  to  which  the  National  Foreign 
Trade  Council  took  exception  in  June  of  1961.  This  organization 
again  appeared  before  the  Committee  on  Finance  on  April  25,  1962, 
and  Air.  Brady  again  presented  the  legal  reasons  for  the  rejection  of 
section  13  in  the  House  measure.  This  section  has  been  amended 
by  the  Committee  on  Finance  and  is  now  section  11  of  H.R.  10650 
as  amended.  The  amendments  adopted  by  the  committee  do  not 
alter  the  underlying  principles  with  respect  to  the  taxation  of  unre¬ 
mitted  earnings  nor  do  they  remove  the  constitutional  doubts  which 
were  raised  in  the  original  brief  presented  to  the  House  Ways  and 
Means  Committee.  The  legal  reasons  to  reject  any  proposal  to  tax 
U.S.  shareholders  on  the  undistributed  profits  of  foreign  corporations 
contained  in  the  statement  presented  to  the  Committee  on  Finance 
by  Mr.  Brady  are  worthy  of  the  considered  judgment  of  the  Senate 
in  its  further  deliberation  on  section  11  of  H.R.  10650.  These  salient 
points  with  respect  to  legal  and  constitutional  questions  of  this  pro¬ 
posal  follow: 

The  legal  reasons  for  rejecting  the  proposal  to  tax  to  the 
U.S.  shareholder  undistributed  profits  of  foreign  corporations, 
as  provided  by  section  13,  are  discussed  below. 

(a)  History  and  reasons  for  present  law 

The  basic  provisions  of  U.S.  law,  relating  to  taxation  of 
income  from  foreign  sources,  have  been  in  existence  for 
nearly  50  years.  All  U.S.  foreign  investments  have  been 
made  with  these  provisions  as  a  background.  In  addition, 
important  foreign  investments  have  been  made,  under  an  an¬ 
nounced  policy  of  the  U.S.  Government,  to  encourage  such 
investment. 

Under  the  1913  act,  income  received  by  foreign  corpora¬ 
tions  from  sources  outside  the  United  States  are  not  taxed. 

U.S.  shareholders  were  taxed  only  on  the  dividends  from 
such  corporations.  These  basic  provisions  have  been  re¬ 
tained  in  all  subsequent  reenactments  of  the  income  tax  law, 
including  the  1939  and  1954  versions.  Contrary  to  the  im¬ 
pressions  of  some  persons,  no  provisions  were  introduced  into 
U.S.  tax  law  after  World  War  II  to  encourage  investment 
and  trade  in  Europe  by  U.S.  companies. 

Like  most  features  of  tax  law,  these  provisions  reflect  both 
theoretical  and  practical  considerations.  These  considera- 


REVENUE  ACT  OF  1962 


379 


tions  generally  fall  either  within  the  fiscal  area,  or  the  com¬ 
bined  area,  of  public  policy  and  trade.  The  recognition  of 
the  importance  of  foreign  trade  and  investment,  a  recogni¬ 
tion  that  income  from  foreign  source  is  initially  subject  to 
tax  in  the  foreign  country,  and  the  need  for  revenue,  all  form 
a  part  of  the  background  for  the  enactment  of  our  tax  laws 
on  income  from  foreign  trade  and  investment. 

The  concept  that  a  corporation  is  an  entity,  separate  from 
its  shareholders,  has  always  been  recognized  as  a  funda¬ 
mental  in  every  phase  of  the  law.  The  principle  of  the  non¬ 
taxability  of  the  shareholder  on  the  undistributed  income  of 
a  corporation  has  been  one  of  the  pillars  on  which  our  tax 
system  has  been  constructed.  In  addition,  considerations 
of  international  law  and  comity,  as  well  as  U.S.  constitu¬ 
tional  and  administrative  problems,  are  among  the  wide 
variety  of  factors  that  have  affected  the  formulation  of  the 
basic  U.S.  tax  provisions. 

(b)  Proposal  is  contrary  to  basic  U.S.  tax  policy 

It  is  a  fundamental  principle  of  all  aspects  of  American 
and  international  law  that  a  corporation  is  regarded  as  an 
entity  separate  from  its  shareholders.  Thus  the  shareholder 
is  not  obligated  by  the  contract  of  the  corporation,  and  is 
not  responsible  for  its  wrongful  acts.  This  principle  has 
been  incorporated  in  the  Federal  income  tax  law.  A  cor¬ 
poration  is  taxed  on  its  income,  and  the  shareholders  are 
taxed  only  on  dividends  distributed  to  them.  Any  proposal 
to  tax  the  U.S.  shareholders  on  the  income  of  the  corpora¬ 
tion  would  be  an  exception  to  this  basic  principle,  which  has 
been  followed  consistently  by  Congress,  the  Treasury  De¬ 
partment,  and  the  Supreme  Court.  The  basic  principle  has 
been  reflected  in  U.S.  tax  treaties  and  in  the  claims  of  tax 
jurisdiction  which  the  United  States  has  made  in  the  ab¬ 
sence  of  tax  treaties. 

Both  in  the  domestic  and  foreign  field,  taxpayers  are  only 
subject  to  tax  on  income  actually  realized.  Corporations 
and  individuals  owning  shares  of  stock  are  not  taxable 
because  of  accumulated  earnings  of  the  companies  issuing 
the  shares,  nor  are  they  taxable  in  respect  of  increases  in  the 
quoted  market  prices  of  those  shares.  Holders  of  corporate 
securities  are  not  entitled  to  deduct,  from  their  taxable 
income,  any  decreases  in  quoted  market  price  or  generally 
any  operating  losses  of  the  companies  which  may  dissipate 
their  surplus  or  even  impair  their  capital.  The  U.S.  income 
tax  system  recognizes  fully  the  corporate  entity.  A  U.S. 
parent  corporation  is  taxed  upon  the  dollar  dividend  received 
from  a  foreign  subsidiary,  because  that  is  the  correct  measure 
of  its  realized  income. 

The  principle  that  income  must  be  realized  before^  it  is 
taxable  has  frequently  been  upheld  by  the  Supreme  Court. 
In  1918,  the  Supreme  Court  drew  a  distinction  between  cor¬ 
porate  accumulations  and  distributions,  treating  only  the 
latter  as  taxable  income.  The  Court  stated:  “It  is  evident 
that  Congress  intended  to  draw,  and  did  draw,  a  distinction 
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between  a  stockholder’s  undivided  share  or  interest  in  the 
gains  and  profits  of  a  corporation,  prior  to  the  declaration  of 
a  dividend,  and  his  participation  in  the  dividends  declared 
and  paid treating  the  latter  in  ordinary  circumstances,  as  a 
part  of  his  income  for  the  purpose  of  the  surtax,  and  not 
regarding  the  former  as  taxable  income  unless  fraudulently 
accumulated  for  the  purpose  of  evading  the  tax.”  ( Lynch  v. 
Hornby  (247  U.S.  339  at  p.  343)).  The  fact  that  income 
must  be  “realized”  is  clearly  set  forth  in  Eisner  v.  Macomber 
(252  U.S.  189,  40  Sup.  Ct.  189  (1920))  and  has  never  been 
reversed. 

The  Treasury  Department  has  followed  the  concept  that 
income  must  be  realized  in  order  to  be  taxable;  e.g.,  Regula¬ 
tions  1.61-1  provides  in  part:  Gross  income  includes  income 
realized  in  any  form.  [Italic  added.] 

Furthermore,  the  treatment  of  a  foreign  corporation  as  an 
entity,  distinct  from  its  shareholders,  is  recognized  as  a 
fundamental  principle  in  21  tax  treaties,  affecting  some  44 
foreign  jurisdictions,  to  which  the  United  States  is  a  party. 
Even  in  the  absence  of  tax  treaties,  the  United  States  has 
recognized  the  foreign  corporation  as  a  separate  entity  and 
has  never  claimed  tax  jurisdiction  over  them,  because  it  was 
owned  in  whole  or  in  part  by  U.S.  shareholders. 

Since  the  enactment  of  the  1913  act,  the  United  States  has 
claimed  jurisdiction  to  tax  on  the  basis  of  (1)  citizenship  and 
residence,  and  (2)  source  of  income  in  the  United  States. 

To  expand  this  jurisdictional  claim,  so  as  to  tax,  directly, 
the  income  of  foreign  corporations,  because  of  American 
ownership  of  shares  in  such  corporations,  would  run  counter 
to  all  U.S.  jurisdictional  claims  and  might  well  bring  about 
conflicts  with  the  jurisdictional  claims  of  foreign  govern¬ 
ments.  It  is  undesirable,  if  not  improper,  for  the  United 
States  to  tax  foreign  corporations  directly  on  their  foreign 
income.  These  same  considerations  should  apply  to  taxing 
the  foreign  corporation  indirectly  by  taxing  the  shareholders. 

The  jurisdictional  claims  of  the  United  States  reflect  the 
recognition  that  other  sovereign  nations  have  rightful  claims 
to  the  primary  jurisdiction  of  income  earned  by  their  corpo¬ 
rations  in  their  home  country  and  in  all  countries  other  than 
the  United  States.  The  jurisdictional  concepts  of  the  United 
States  are  formally  reflected  in  tax  treaties  between  the 
United  States  and  foreign  countries  which  are  discussed 
below. 

The  Secretary’s  explanation  of  his  proposal  states  that 
“precedent  for  this  tax  treatment  may  be  found  in  the  pro¬ 
visions  of  existing  law  dealing  with  U.S.  shareholders  of  for¬ 
eign  personal  holding  companies.”  These  provisions  are  not 
an  adequate  precedent  for  such  a  broad  departure  from  estab¬ 
lished  tax  policy.  The  provisions  were  enacted  on  the 
assumption  that  foreign  personal  holding  companies  were 
created  with  the  sole  purpose  of  avoiding  or  evading  the 
imposition  of  the  surtax  on  their  shareholders”  and  the  legis¬ 
lation  was  intended  “to  encourage  the  prompt  dissolution  of 
existing  companies  of  this  type,”  which  were  regarded  as 
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“spurious”  (report  of  the  Joint  Committee  on  Tax  Evasion 
and  Avoidance,  Aug.  5,  1937,  75th  Cong.,  1st  sess.,  H.  Doc. 
337,  pp.  21  and  22).  However,  these  provisions  were  never 
intended  to,  and  do  not,  by  the  definition  of  foreign  personal 
holding  companies  in  the  Internal  Revenue  Code,  affect  bona 
fide  foreign  business  companies. 

The  foreign  personal  holding  company  _  provisions  are 
strictly  limited  to  the  case  where  the  foreign  company  is 
controlled  by  not  more  than  five  U.S.  citizens  or  residents 
and  derives  50  percent  or  more  of  its  gross  income  from 
certain  categories  of  income,  such  as  dividends,  interest,  and 
capital  gains  (secs.  551-557,  I.R.C.).  The  proposed  recom¬ 
mendation  by  the  Secretary  is  addressed  to  a  situation 
which  is  quite  different  from  that  of  the  foreign  personal 
holding  company.  With  relatively  few  exceptions  the  foreign 
subsidiaries  which  will  be  affected  are  operating  companies 
that  would  not  be  within  the  purview  of  the  foreign  personal 
holding  company  provisions.  These  foreign  corporations 
have  not  been  “created  with  the  sole  purpose  of  avoiding  or 
evading  the  imposition  of  (a  tax)  on  their  shareholders.” 
Rather  these  subsidiaries  were  formed  to  carry  on  U.S. 
trade  and  business  in  a  part  of  the  world  most  important 
from  the  viewpoint  of  national  as  well  as  business  considera¬ 
tions.  Further,  it  is  not  believed  that  “the  prompt  dissolu¬ 
tion  of  existing  companies  of  this  type”  is  intended  even  by 
the  Treasury.  Therefore,  it  is  urged  that  the  foreign  personal 
holding  company  provisions  should  not  be  regarded  as 
precedent  for  the  proposed  legislation.  An  additional  point 
which  should  be  considered  is  that  the  foreign  personal 
holding  company  provisions  are  primarily  an  extension  to 
foreign  companies  of  a  punitive  provision  which  previously 
was  in  effect  domestically;  namely,  the  personal  holding 
company  provisions. 

The  proposal  to  tax  a  shareholder  on  unrealized  profits  is, 
in  effect,  taxation  by  indirection  of  the  current  earnings  of  the 
foreign  corporation  and  is  designed  to  tax  indirectly  what 
could  not  be  taxed  directly.  This  policy  of  taxing  by  indirec¬ 
tion  is  at  least  questionable  from  the  standpoint  not  only  of 
domestic  tax  policy  but  also  of  international  comity. 
Probably  any  attempt  by  the  United  States  to  tax  directly 
or  indirectly  foreign  corporations  on  income  not  earned  in 
the  United  States  would  be  objected  to  by  foreign  countries. 
In  the  past,  foreign  countries  have  objected  to  the  extra¬ 
territorial  effect  of  other  U.S.  laws,  for  example,  the  exten¬ 
sion  of  the  antitrust  and  export  control  laws. 

The  proposals  of  the  Secretary  to  impose  taxes  on  U.S. 
shareholders  of  foreign  corporations  measured  by  the  earn¬ 
ings  of  the  foreign  corporations  as  they  accrue  will  result  in  a 
nullification  of  tax  incentive  programs  designed  by  foreign 
countries  to  attract  investment  and  reinvestment  by 
foreign  corporations.  It  would  defeat  the  purpose  of  pro¬ 
visions  under  foreign  tax  laws,  such  as  investment  allow¬ 
ances,  accelerated  depreciation,  and  tax  exemptions  designed 
to  promote  economic  development  in  the  foreign  country.  It 
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would  also  ignore  requirements  of  the  foreign  country  that 
legal  and  statutory  reserves  be  set  aside  before  dividends  can 
be  paid.  It  would  be  contrary  to  the  practice  in  some  coun¬ 
tries  which  impose  through  private  agreement  restrictions 
on  dividend  distributions. 

Foreign  competitors  of  U.S.  business  would  still  enjoy  the 
benefit  of  these  incentives.  Where  American  investments 
are  an  important  factor  the  foreign  country  might  revise  its 
incentives  program,  and  attempt  to  bring  its  tax  rates  up  as 
high  as  52  percent  in  order  that  it  may  obtain  taxes  which 
otherwise  would  redound  to  the  benefit  of  the  United  States. 

The  proposal  will  have  an  adverse  effect  both  on  the  corpo¬ 
rations  and  shareholders.  In  many  instances,  shareholders 
may  not  have  funds  available  from  other  sources  to  pay  the 
taxes..  This,  of  course,  will  place  pressure  on  the  foreign  cor¬ 
poration  to  remit  income  to  pay  such  taxes.  Where  local  na¬ 
tionals  are  also  shareholders  and  have  a  controlling  voice  in 
the  company  this  pressure  to  distribute  funds  which  otherwise 
would  not  be  distributed  in  order  to  pay  U.S.  tax  will  be 
resisted.  From  a  long-range  point  of  view,  it  may  deter 
local  participation  in  companies  in  which  American  capital  is 
invested.  Furthermore,  the  individual  shareholder  who  in 
most  instances  would  have  no  control  over  the  foreign  cor- 
portation  whatsoever  could  receive  no  foreign  tax  credit  and 
would  be  required  to  pay  such  income  tax  out  of  his  capital. 
Many  foreign  incorporated  subsidiaries  have  incurred  long¬ 
term  financial  commitments  on  the  reasonable  assumption 
that  neither  the  subsidiary  nor  the  shareholder  would  be  sub¬ 
ject  to  U.S.  tax  on  the  undistributed  income  of  such  sub¬ 
sidiaries.  The  proposed  imposition  of  U.S.  tax  on  U.S.  share¬ 
holders  might  affect  drastically  the  ability  of  the  subsidiary 
to  meet  the  financial  obligations. 

The  proposal  to  tax  the  U.S.  shareholder  of  a  foreign 
corporation  on  the  undistributed  income  of  such  corporation 
is  contrarty  to  basic  tax  principles  which  have  been  followed 
since  1913.  A  departure  from  these  principles  would  consti¬ 
tute  a  drastic  change  in  this  fundamental  area  of  tax  policy. 
It  would  constitute  a  deviation  from  the  recognition  of  the 
separate  entity  of  the  corporation  without  which  concept  it 
would  be  impossible  to  conduct  much  of  modern  business. 
It  would  raise  serious  questions  in  the  international  field. 
Possibly  one  of  the  most  important  questions  that  should  be 
considered  would  be  the  precedent  that  enactment  of  sucli 
proposal  might  constitute  for  taxing  U.S.  shareholders  on  the 
undistributed  income  of  U.S.  corporations. 

(c)  Constitutionality 

I  nder  the  pioposal,  American  shareholders  of  foreign 
corpoiations  would  be  taxed  on  their  share  of  the  income  of 
those  corporations,  even  though  it  is  not  distributed. 
It  has  been  held  to  be  a  violation  of  the  due  process  clause 
of  the  14th  amendment  to  the  Constitution  for  a  state 
to  measur e  the  tax  on  one  person’s  income  by  the  income 
of  another.  Hoeper  v.  Tax  Commission  ((1931)  284  U.S. 
206).  It  would  seem  equally  a  violation  of  the  due  pro- 
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cess  clause  of  the  5th  amendment  for  the  Federal  Government 
to  measure  the  proposed  tax  on  the  American  shareholder 
by  the  income  of  another  person,  the  foreign  corporation. 

'Under  the  16th  amendment  Congress  may  tax  incomes, 
from  whatever  source  derived,  without  apportionment.  It 
should  be  noted,  however,  that  the  16th  amendment  is 
applicable  only  to  true  income  taxes  and  that  a  tax  cannot 
be  brought  within  the  scope  of  that  amendment  merely  by 
calling  it  an  income  tax. 

Eisner  v.  Macomber  ((1920)  252  U.S.  189,  206),  held  that 
income  consists  not  in  a  growth  or  increment  in  value  of  an 
investment,  but  something  of  exchangeable  value  proceed¬ 
ing  from  the  property,  severed  from  the  capital  and  coming 
into,  or  received  by,  the  taxpayer,  and  that  a  stock  dividend 
was  not  income  within  that  definition  because  it  did  not  ac¬ 
complish  an  actual  distribution  of  corporate  earnings.  The 
Court  refused  (p.  214)  to  “indulge  the  fiction”  that  the  stock¬ 
holders  “have  received  and  realized  a  share  of  the  profits  of 
the  company  which  in  truth  they  have  neither  received  nor 
realized”  and  held  that  the  corporation  must  be  treated  as  a 
substantial  entity  separate  from  the  stockholder.  It  went 
on  to  say  that  “enrichment  through  increases  in  value  of 
capital  investment  is  not  income  in  any  proper  meaning  of 
the  term”  and  (p.  217)  that  to  tax  the  shareholders  upon 
their  property  interest  in  the  stock  of  the  corporation  would 
be  taxation  of  property  because  of  ownership,  and  would  re¬ 
quire  apportionment  under  article  I  of  the  Constitution. 

The  Court  expressly  stated  (p.  219)  that  “what  is  called  the 
stockholder’s  share  in  the  accumulated  profits  of  the  com¬ 
pany  is  capital,  not  income.”  It  follows  from  the  holding 
in  this  case  that  the  proposed  tax  on  American  shareholders 
of  foreign  corporations,  measured  by  their  shares  of  the  un¬ 
distributed  income  of  those  corporations,  which  they  have 
not  received  as  dividends,  would  be  a  direct  tax  on  the 
shareholders  because  of  ownership  of  shares  and  would  not 
be  a  tax  on  income  within  the  meaning  of  the  16th  amend¬ 
ment.  Under  article  I  of  the  Constitution  direct  taxes  must 
be  apportioned  among  the  States  according  to  population. 

In  Pollock  v.  Farmer’s  Loan  &  Trust  Co.  ((1895)  158  U.S. 

601)  it  was  held  that  taxes  on  personal  property,  or  on  the 
income  of  personal  property,  are  direct  taxes.20 

An  eminent  student  of  taxation,  Dr.  Dan  Throop  Smith,  professor 
of  finance  at  the  Harvard  Graduate  School  of  Business  Adminis¬ 
tration  and  a  former  Assistant  Secretary  of  the  Treasury,  inlhis 
appearance  before  the  Committee  on  Finance  on  April  27.  in  referring 
to  section  13  21  of  the  act  H.R.  10650  as  passed  by  the  House  said: 

Section  13,  I  believe,  is  extremely  bad.  It  seems  to  be 
based  on  a  misconception,  in  fact  on  several  misconceptions. 

The  attempt  to  extend  our  tax  jurisdiction  over  the  undis¬ 
tributed  income  of  foreign  operating  subsidiaries  is,  I  submit, 
unsound  in  principle,  extremely  difficult  in  application,  and 


20  Revenue  Act  of  1962,  hearings  before  the  Committee  on  Finance,  U.S.  Senate,  87th  Cong.,  2d  session 
H.R.  10650,  pt.  6,  pp.  2686-2693. 

21  Sec.  13  was  amended  and  is  now  sec.  11. 
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very  much  against  the  longrun  national  interest  if  the  United 
States  is  to  participate  freely  in  the  world’s  trade  and 
income.22 

Further  problems  involving  our  treaty  obligations  are  presented 
in  section  11.  While  the  language  technically  does  not  violate  our 
tax  treaties,  the  consequences  of  the  enactment  of  the  legislation 
would  definitely  be  contrary  to  the  spirit  and  intent  of  these  treaties 
and  conventions.  Again,  the  effect  of  these  considerations  was  set 
forth  by  Mr.  Brady,  and  the  pertinent  portions  of  this  statement 
follow: 

The  proposal  to  tax  shareholders  on  the  undistributed 
income  of  foreign  incorporated  companies  which  is  earned 
outside  of  the  United  States  is  a  principle  which  has  no 
counterpart  in  the  tax  systems  of  the  major  industrialized 
countries  of  the  world.  An  analysis  by  local  fiscal  experts 
of  the  tax  systems  of  Australia,  Belgium,  Canada,  Denmark, 
France,  Germany,  Italy,  Japan,  Netherlands,  Norway, 
Sweden,  and  the  United  Kingdom  indicates  that  none  of  them 
applies  such  a  principle.  In  1939  the  German  Government 
enacted  a  provision  under  which  a  foreign  subsidiary  which 
is  dominated  by  a  German  company  may  be  regarded  as 
resident  in  Germany  and  taxed  on  all  its  income.  Such 
tax  would  be  imposed  on  the  subsidiary  and  not  on  the 
shareholder.  It  is  understood  that  this  provision  has  been 
rarely  applied  in  the  past  and  that  it  is  not  anticipated  that 
it  will  be  enforced  in  the  future.  The  United  Kingdom  and 
Japan  also  have  in  exceptional  cases  treated  a  foreign 
corporation  as  a  resident  for  tax  purposes  if  its  mind  and 
management  are  within  the  country,  but  this  means  that 
the  corporation  itself  becomes  liable  for  tax  and  not  its  share¬ 
holders.  Under  present  practice  the  mind  and  management 
of  a  company  will  not  be  located  in  the  country  if  the  ad¬ 
ministrative  office,  directors’  meetings  and  general  mana¬ 
gerial  functions  are  conducted  outside  the  country. 

The  proposal  attempts  to  expand  the  jurisdiction  of  the 
United  States,  beyond  that  normally  considered  by  any  other 
country,  so  as  to  tax  the  shareholder,  solely  by  reason  of  his 
ownership  on  his  share  of  the  earnings  of  a  foreign  corporation 
before  such  earnings  are  distributed.  Inasmuch  as  such  a 
policy,  if  adopted  by  United  States,  would  add  a  new  principle 
in  the  international  tax  field  we  do  not  believe  that  the 
Congress  will  wish  to  attempt  to  expand  its  taxing  juris¬ 
dictions  to  such  extremes. 

In  his  appearance  before  the  Committee  on  Ways  and 
Means  the  Secretary  of  the  Treasury  stated  in  discussing  the 
proposal  to  tax  to  the  U.S.  shareholder  the  undistributed 
income  of  foreign  corporations: 

“This  method  of  taxing  would  eliminate  possible  conflicts 
with  U.S.  treaty  obligations,  which  might  occur  if  the  tax 
were  imposed  directly  on  the  income  of  foreign  corporations.” 

Pie  considers  that  treaty  obligations  would  not  be  violated 
if  the  domestic  shareholders  were  required  to  “include  in 
gross  income  each  year  that  portion  of  the  undistributed 


a  Ibid.,  pp.  3088-3089. 
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earnings  and  profits  of  the  foreign  corporation  which  they 
would  "have  included  in  gross  income  had  the  foreign  cor¬ 
poration  distributed  its  entire  profits  for  the  year.”  Never¬ 
theless,  the  tax  is  levied  on  the  basis  of  income  that  belongs 
to  the  foreign  corporation  and  not  to  the  shareholders. 

Treaties  are  founded  on  respect  by  one  party  for  the  laws 
of  the  other,  except  insofar  as  the  treaty  limits  their  respec¬ 
tive  jurisdiction  to  avoid  double  taxation.  1  hey  respect 
the  principle  that  the  corporations  of  the  other  country 
may  conduct  their  affairs  in  accordance  with  the  laws  of  the 
other  contracting  party.  Treaties  are  founded  on  reciprocity 
and  if  the  United  States  invades  in  effect  the  jurisdiction  of 
the  other  party  to  levy  a  tax,  even  if  it  collects  the  tax  from 
its  own  resident  shareholders,  the  United  States  could  not 
object  if  the  other  foreign  government  levied  a  reciprocal 
tax  based  on  the  undistributed  income  of  U.S.  corporations. 
This  initiation  on  a  wholesale  basis  of  extraterritorial  taxa¬ 
tion  of  the  type  could  seriously  damage  international  invest- 
ment  and  business  relations  conducted  through  subsidiaries 
and  would  certainly  violate  the  intent,  spirit  and  basic 
principles  of  the  21  tax  treaties  which  are  in  effect  vis-a-vis 
some  44  foreign  governments. 

The  principle  that  a  tax  can  be  levied  generally  on  the 
basis  of  a  foreign  corporation’s  income  or  a  portion  thereot, 
but  collected  from  the  shareholder  is  absolutely  contrary  to 
long-established  principles  of  international  tax  treaty  law 
as  well  as  American  jurisprudence.  It  has  been  argued  that, 
under  the  treaties,  the  United  States,  in  determining  its 
taxes  in  the  case  of  its  citizens,  residents  or  corporations,  may 
regardless  of  any  other  provision  of  the  treaties,  include  in 
the  basis  upon  which  such  taxes  are  imposed  all  items  of 
income  taxable  under  the  revenue  laws  of  the  United  States 
as  if  the  treaties  had  not  come  into  effect.  _  This  is  the  so- 
called  saving  clause.  However,  the  doctrine  of  Eisner  v. 
Macomber,  that  the  income  tax  is  imposed  on  realized  income, 
pervaded  at  the  time  of  entering  into  the  treaties  and  since 
that  time  in  U.S.  tax  law.  This  doctrine  must  be  considered 
as  reflected  in  the  meaning  of  the  treaty  provisions.  I  he 
saving  clause  should  therefore  be  read  to  refer  only  to  items 
of  realized  income,  including  dividends  from  a  corporation 
of  the  treaty  country,  and  not  to  unrealized  income. 

Our  first  tax  treaty  was  entered  into  with  France  lhe 
primary  objective  of  the  treaty  was  to  prevail  upon  France 
to  give  up  its  tax  on  dividends  distributed  by  U.S.  corpora¬ 
tions  which  were  deemed  to  be  paid  out  of  income  from 
French  sources.  Because  of  this  tax  the  United  States 
adopted  the  provision  for  a  retaliatory  tax  against  dis¬ 
criminatory  or  extraterritorial  taxation  now  found  in  section 
891,  I.R.C.  The  French  agreed  to  waive  their  extra¬ 
territorial  dividend  tax  in  consideration  of  a  treaty  provision 
authorizing  the  French  Government  to  collect  tax  fiom  the 
French  company  on  any  income  shown  to  have  been  diverted 
from  it  to  an  American  corporation.  However,  when  this 
convention  with  France  and  each  subsequent  convention 
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was  negotiated,  no  other  country  sought  to  tax  shareholders 
resident  in  its  territory  on  undistributed  income  of  a  foreign 
corporation  because  of  control  or  ownership. 

It  will  be  observed  that  the  United  States  reacted  sharply 
to  an  extraterritorial  imposition  of  tax  by  France.  In  effect 
the  Treasury  proposal  would  tax  income  of  foreign  corpora¬ 
tions  derived  from  foreign  sources.  The  treaties  specifically 
limit  the  jurisdiction  of  the  United  States  over  a  foreign 
corporation  to  income  from  sources  within  the  United  States, 
and  therefore  the  United  States  is  obligated  not  to  tax  the 
income  of  a  foreign  corporation  from  sources  without  the 
United  States.  Would  it  be  too  much  to  expect  that  foreign 
countries  in  general,  and  treaty  countries  in  particular,  would 
react  sharply  by  similar  retaliatory  taxes  to  U.S.  taxation  of 
the  income  of  their  corporations  before  it  is  paid  out  in  divi¬ 
dends? 

Congress  has,  through  the  enactment  of  two  provisions 
in  the  code,  clearly  expressed  its  policy  to  be  against  the 
violation  of  tax  treaty  obligations.  Section  894  requires 
that  income  of  any  kind,  to  the  extent  required  by  any  treaty 
obligation  of  the.  United  States,  shall  not  be  included  in  gross 
income  and  shall  be  exempt  from  tax  under  this  subtitle. 
This  should  include  the  foreign  income  of  a  foreign  corpora¬ 
tion  to  the  extent  it  is  not  distributed  to  U.S.  shareholders. 

Section  7852(d)  provides  that  no  provision  of  this  title 
shall  apply  in  any  case  where  its  application  would  be  con¬ 
trary  to  any  treaty  obligation  of  the  United  States  in  effect 
on  the  date  of  enactment  of  this  title,  and  respect  for  inter¬ 
national  comity  would  require  a  similar  provision  be  incor¬ 
porated  in  any  future  tax  legislation  with  international  impli¬ 
cations. 

There  is  another  provision  in  a  number  of  tax  conventions 
and  executive  agreements  that  would  also  be  violated  by 
the  proposed  amendment;  namely,  the  provision  for  exemp¬ 
tion  from  U.S.  tax,  on  condition  of  reciprocity,  of 
income  derived  in  the  United  States  from  the  operation  of 
ships  and  aircraft  which  provides  that  such  income  shall 
not  be  included  in  the  gross  income  of  a  foreign  corporation 
and  shall  be  exempt  from  taxation.  Yet,  if  the  foreign  cor- 
portion  which  benefits  from  this  exemption  happened  to  be 
within  a  developed  country  or  to  be  classified  as  a  tax-haven 
corporation,  the  recommendation  would  tax  the  income  that 
is  thus  not  includible  in  the  gross  income  of  the  foreign  cor- 
portion. 

The  Supreme  Court  has  declared:  “The  principles  which 
should  control  the  diplomatic  relations  of  nations  and  the 
good  faith  of  treaties  as  well,  require  that  their  obligations 
should  be  liberally  construed  so  as  to  effect  the  apparent 
intention  of  the  parties  to  secure  equality  and  reciprocity 
between  them”  ( Jordan  v.  Tashiro,  278  U.S.  123).  Obvi¬ 
ously,  all  our  tax  treaties  were  concluded  with  reference  to 
to  the  United  States  and  foreign-  laws  in  effect  when  the 
treaties  were  negotiated,  and  it  was  not  contemplated  that 
the  United  States  might  someday  tax  U.S.  shareholders  on 
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the  profits  of  foreign  corporations  before  they  are  distributed. 

This,  it  is  believed,  violates  the  spirit  and  intent  of  tax 
treaties.23 

The  many  amendments  adopted  during  the  course  of  the  commit¬ 
tee’s  consideration  of  this  measure  do  not  alter  the  basic  principles 
of  levying  a  tax  on  U.S.  shareholders  of  so-called  "controlled  foreign 
corporations”  based  on  their  unremitted  earnings. 

The  amendments  adopted  by  the  committee  have  lessened,  the 
impact  of  the  added  tax  burden,  but  they  do  not  deal  with  the  funda¬ 
mental  problem  of  a  basic  change  in  the  concepts  which  have  guided 
the  Congress  for  almost  50  years  in  the  enactment  of  all  tax  legislation. 

Should  section  11  be  enacted  into  law,  retaliatory  measures  may  be 
adopted  in  other  countries.  In  any  event,  it  will  most  probably  be 
difficult  to  negotiate  new  tax  treaties  that  further  the  commerce  and 
interests  of  our  Government  and  its  citizens. 


SUMMARY  AND  CONCLUSIONS 

These  views  have  set  forth  the  many  reasons  why  the  objectives 
the  administration  seeks  cannot  be  achieved  through  the  enactment 
of  section  11  of  H.R.  10650  as  reported  by  the  Committee  on  Finance. 
The  objectives  are  desirable,  but  the  means  that  have  been  recom¬ 
mended  for  their  accomplishment  are  impractical  and  unworkable 
The  administration  has  long  been  on  record  that  it  will  recommend 
additional  basic  reforms  in  our  tax  structure  for  the  consideration  of 
the  Congress  next  year  to  become  effective  January  1,  1963. 

Section  11  of  H.R.  10650  also  provides  that  it  shall  be  effective  with 
respect  to  the  taxable  years  beginning  after  December  31,  1962  It 
thus  appears  that  if  section  11  were  enacted  into  law  by  the  87th 
Congress,  the  Secretary  of  the  Treasury  would  have  only  4  months 
in  which  to  establish  the  rules  and  regulations  for  its  implementation. 
Of  necessity  rulings  would  conform  to  the  present  basic  tax  laws.  II 
the  88th  Congress  enacts  a  broad  program  of  tax  reform,  then  it  will 
be  necessary  for  the  Secretary  of  the  Treasury  to  redraft  completely 
the  rules  promulgated  under  section  1 1  of  the  pending  bill  to  make  it 
conform  to  a  new  tax  code  which  also  will  be  effective  January  1,  1963. 
Such  a  procedure  will  entail  expense  and  difficulties  for  the  Internal 
Revenue  Service  to  say  nothing  of  the  confusion  and  cost  of  compliance 

that  will  confront  taxpayers.  .  . , 

It  would  appear  that  the  Internal  Revenue  Service  should  concen¬ 
trate  on  more  effective  enforcement  of  existing  law  rather  than  apply 
itself  to  the  promulgation  of  rules  and  regulations  which  will  require 

revision  within  a  matter  of  months. 

When  the  Congress  considers  the  broad  issues  of  tax  reform,  it 
should  give  consideration  to  necessary  amendments  to  existing  law 
to  prevent  evasion  and  simplify  the  burden  of  reporting  for  both  the 
taxpayers  and  the  Internal  Revenue  Service  on  all  phases  ot  foreign 

source  income.  ,  ,  . 

The  administration’s  objections  will  not  be  achieved  by  the  enact- 
ment  of  section  11  of  the  bill  as  reported  by  the  Committee  on  Finance 
at  this  time.  The  testimony  that  has  been  considered  by  both  the 
House  Ways  and  Means  Committee  and  the  Committee  on  Finance 


ss  Ibid.,  pp.  2694-2698. 


388 


REVENUE  ACT  OF  1962 


during  the  87th  Congress  should  supply  information  that  will  be  of 
assistance  to  the  administration  and  the  Congress  in  developing  a 
workable  program  for  the  collection  of  proper  taxes  on  foreign  in¬ 
vestments  without  establishing  practices  which  may  be  unconstitu¬ 
tional,  as  they  impose  taxes  on  earnings  that  have  not  been  construc¬ 
tively  received  by  the  taxpayer.  The  enactment  of  section  11  at  this 
time  can  only  result  in  years  of  costly  litigation.  Many  taxpayers 
will  not  know  their  true  tax  liabilities,  and  the  Treasury  will  be 
unable  to  properly  estimate  the  tax  revenues  to  which  it  is  entitled 
until  the  Supreme  Court  has  interpreted  this  legislation. 

The  only  recommendation  that  can  be  made  to  the  Senate  on  the 
basis  of  a  careful  and  deliberate  consideration  of  the  entire  record  is 
to  postpone  action  on  section  11  and  reconsider  this  entire  subject 
in  conjunction  with  the  administration’s  basic  tax  reform  program 
when  it  is  presented  to  the  88th  Congress. 

Frank  Carlson. 

Wallace  F.  Bennett. 

John  Marshall  Butler. 

Carl  T.  Curtis. 

Thruston  B.  Morton. 


SUPPLEMENTAL  AND  MINORITY  VIEWS  OF  SENATORS 
PAUL  DOUGLAS  AND  ALBERT  GORE 

Introduction 

When  the  administration  proposed  this  bill  a  year  and  a  half  ago, 
it  was  intended  to  close  a  few  of  the  loopholes  which  disgrace  our 
tax  system  and  cause  grave  injustices  and  irregularities  in  the  applica¬ 
tion  of  our  tax  laws.  The  total  amount  of  revenue  which  would  have 
been  saved  to  the  Treasury  and  hence  to  the  people  was,  by  the  terms 
of  the  President’s  original  proposal,  approximately  $2.3  billion.  A 
brief  description  of  these  reforms  and  the  amounts  expected  to  be 
realized  during  the  first  full  year  of  their  operation  will  be  found  in 
the  first  two  columns  of  table  I. 

To  “sweeten”  the  proposals  for  tax  reform  and  make  them  more 
acceptable  to  those  who  had  been  avoiding  the  just  payment  of  taxes 
on  certain  income  in  the  past,  a  tax  reduction  was  offered  consisting 
of  a  generous  tax  credit  on  most  forms  of  net  business  investment  in 
depreciable  property.  It  was  estimated  that  on  an  annual  basis, 
this  would  lose  $1.7  billion  in  revenue. 

The  original  plans  of  the  administration  thus  provided  for  an  overall 
annual  increase  in  revenues  of  about  $600  million.  But  it  is  probably 
fair  to  conclude  that  knowing  the  tendency  for  tax  reform  proposals 
to  be  whittled  away  and  indeed  to  evaporate  as  they  move  through 
Congress,  the  administration  really  would  have  been  satished  it  the 
“loophole”  closing  and  the  investment  credit  finally  offset  each  other 
so  that  there  would  have  been  little  or  no  net  revenue  gain  or  loss. 
The  basic  orginal  aim  of  the  bill  was  therefore  (1)  to  effect  minor  and, 
it  was  believed,  less  controversial  changes  in  the  field  of  tax  reform, 
and  (2)  to  balance  this  with  an  approximately  equal  reduction  m  the 
taxes  paid  by  business  and  industry.  This  latter  was  framed  m  sue 
a  way  that  it  was  hoped  it  would  stimulate  new  investment  and  the 
modernization  of  machinery  and  equipment. 

In  the  long-drawn-out  process  of  nearly  a  year  and  a  halt  during 
which  this  bill  has  moved  slowly  through  the  other  body  and  through 
the  Finance  Committee,  it  has  been  disfigured  almost  beyond 

recognition. ©sal  ^  repeaj  the  1954  dividend  credit  of  4  percent  and 
exclusion  of  $50  which  would  have  reclaimed  $450  million  a  year  for  the 
Treasury  and  the  people  was  thrown  overboard  early. 

The  main  feature  on  the  loophole  closing  side,  namely,  the  with¬ 
holding  at  the  source  on  dividends  and  interest  income  paid  by  insti¬ 
tutions,  was  eliminated  by  a  lopsided  vote  in  our  committee.  It  is 
estimated  that,  in  itself,  this  would  lose  about  $900  million  in  revenues 
from  taxes  which  are  owed  but  not  paid.  This  step  was  taken  by  the 
committee  to  the  accompaniment  of  a  tornado  of  mail  stimulated  by 
building  and  loan  associations,  banks,  and  savings  institutions.  Une 
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of  the  signers  of  this  minority  report  received  no  less  than  75,000 
letters  from  his  constituents  demanding  that  withholding  be  eliminated 
from  the  bill.  These  letters  portrayed  gross  misconceptions  of  what 
the  withholding  method  really  was.  Thus,  (1)  from  a  third  to  a  half 
of  the  correspondents  thought  that  it  was  a  new  tax;  of  course,  it  was 
no  such  thing.  Interest  and  dividends  are  income  just  as  much  as 
wages  and  salaries  and  as  such  are  equally  taxable.  The  fact  that  so 
many  thought  it  would  be  a  new  tax  strongly  suggests  that  many  of 
these  people  have  not  been  paying  these  taxes  in  the  past.  (2)  It 
was  charged  that  this  was  a  tax  on  capital,  whereas  it  would  only  be 
a  method  to  collect  the  tax  already  owed  on  the  interest  or  dividend 
income  earned.  (3)  The  administrative  difficulties  as  we  shall  see 
were  also  grossly  exaggerated. 

Under  heavy  battering  from  American  corporations  doing  business 
abroad,  the  proposed  levies  on  them  based  on  earnings  of  their  foreign 
subsidiaries  were  progressively  softened. 

On  the  other  side  of  the  balance  sheet  there  was  some  reduction  in 
the  amounts  granted  for  the  investment  credit.  But  the  overall 
result  is  that,  if  the  present  bill  is  enacted,  there  will  be  a  net  revenue 
loss  of  at  least  $550  million,  and,  in  our  judgment,  nearer  $700  million 
a  year. 

What  was  originally  a  bill  in  which  the  revenue  losses  would  at  least 
be  balanced  by  the  revenue  gains  has  now  become  a  bill  in  which  the 
revenue  losses  greatly  exceed  the  revenue  gains. 

What  was  originally  a  bill  in  which  a  few  of  the  most  glaring  and, 
on  the  whole,  less  controversial  loopholes  were  to  be  closed  has,  in  its 
present  form,  turned  into  a  bill  in  which  a  few  minor  loopholes  are 
closed  but  in  which  some  new  major  loopholes  and  truckholes  are 
opened. 

What  was  originally  a  bill  to  stimulate  new  marginal  net  investment 
has  now  become  a  bill  in  which  a  tax  favor  is  granted  even  for  less  in¬ 
vestment  than  in  the  past. 

What  was  originally  a  bill  to  close  some  of  the  most  glaring  loop¬ 
holes  with  respect  to  business  expense  account  deductions  has  now 
become  a  bill  in  which  business  groups  will  be  given  new  deductions 
for  lobbying  on  behalf  of  their  own  selfish  interests. 

In  other  words,  in  its  present  form,  what  was  on  balance  a  tax  loop¬ 
hole  closing  bill  has,  on  balance,  become  a  tax  loophole  opening  bill. 

Unless  major  changes  are  made  in  this  bill  either  on  the  floor  of  the 
Senate  or  in  conference,  we  must  vote  against  it. 


LOOPHOLE  CLOSERS 
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396  REVENUE  ACT  OF  1962 

The  Investment  Credit — The  Opening  of  Another  Loophole 

i 

WHAT  THE  INVESTMENT  CREDIT  IS 

1.  The  bill  in  its  present  form  provides  a  tax  credit  of  7  percent  on 
amounts  invested  in  new  tangible  depreciable  property,  other  than 
buildings,  which  is  subject  to  a  depreciation  life  of  more  than  8  years. 
There  are  certain  limitations  which  can  be  briefly  stated:  (a)  If  the 
life  of  the  property  is  less  than  4  years,  no  credit  will  be  granted;  ( b ) 
if  the  life  is  from  4  to  6  years,  only  one-third  of  the  credit  ( 2}i  percent) 
will  be  granted;  (c)  if  the  life  is  from  6  to  8  years,  then  two-thirds  of 
the  credit  (4 %  percent)  will  be  granted.  The  credit  for  used  property 
is  limited  to  the  first  $50,000  of  investment. 

2.  The  bill  also  provides  a  3-percent  credit  for  regulated  private 
utilities  such  as  telephone  and  domestic  telegraph,  gas  and  electric 
companies. 

3.  The  investment  credit  can  be  offset  dollar  for  dollar  against  taxes 
owed  up  to  $25,000  but  above  that  amount  may  not  reduce  tax  liabil-  | 
ity  by  more  than  25  percent. 

4.  The  Long  amendment  adopted  by  the  Finance  Committee 
slightly  reduces  the  effect  of  these  tax  credits  in  later  years  by  pro¬ 
viding  that  the  basis  cost  of  the  asset  shall  not  exceed  the  value  of  the 
asset  minus  the  investment  credit.  Thus,  depreciation  is  limited  to 
93  percent  of  the  original  cost  of  the  asset  (97  percent  for  utilities) . 

The  Department  of  Commerce  estimates  that  the  production  of 
durable  equipment  in  1961  amounted  to  $25.5  billion.  A  7-percent 
reduction  in  this  would  amount  to  $1%  billion  annually.  This  would 
be  reduced  in  practice  by  the  lower  rate  for  the  private  utilities,  the 
exceptions  listed  above,  and  the  Long  amendment. 

It  is  probably  safe  to  estimate  the  initial  loss  of  revenue  from  this 
feature  of  the  bill  at  somewhere  between  $1.1  billion  to  $1.4  billion. 

We  personally  believe  it  will  amount  to  not  far  from  $1.3  billion. 

This  measure  is  advocated  by  the  majority  as  a  means  of  stimulat¬ 
ing  industry  to  improve  its  plant  and  machinery,  reduce  its  costs,  and 
by  stimulating  investment  to  expand  employment  and  reduce  un¬ 
employment. 

Here  it  should  be  noted  that  the  tax  credit  originally  proposed  by 
the  administration  was  on  net  additional  investment,  or  the  amount 
invested  in  industry  over  and  above  that  allowed  for  depreciation. 
There  would  have  been  strong  grounds  for  supporting  such  a  proposal 
or  one  which  would  have  given  the  credit  to  increases  in  investment 
over  the  average  for  a  previous  3-  or  5-year  period.  But  during  its 
consideration  by  the  House  Ways  and  Means  Committee,  this  pro¬ 
posal  was  vulgarized  almost  beyond  recognition.  Instead  of  being  a 
bonus  for  net  additional  investment  or  for  increased  investment,  it 
was  transformed  into  a  credit  for  all  investment  (aside  from  buildings) 
or  what  may  be  termed  gross  investment.  Thus,  if  a  company  in¬ 
vests  less  than  the  physical  depreciation  of  its  machinery  and  equip¬ 
ment,  it  will  still  get  a  7-percent  credit,  or  a  14-percent  tax  deduction 
on  this  gross  investment.  To  repeat,  an  actual  decrease  in  invest¬ 
ment  as  compared  with  the  years  prior  to  July  1,  1962,  will  be 
rewarded. 
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ii 

WOULD  THE  INVESTMENT  CREDIT  APPRECIABLY  STIMULATE 

INVESTMENT? 

In  other  words,  by  giving  the  rewards  on  average  gross  investment 
rather  than  on  marginal  net  investment  any  possible  stimulus  to  added 
investment  is  greatly  reduced  and  in  our  judgment  is  very  slight  in¬ 
deed  We  are  confirmed  in  this  opinion  by  the  results  of  the  McGraw- 
Hill  survey  in  the  spring  of  1962.  The  question  asked  by  McGraw- 
Hill  was  as  follows: 

If  the  administration’s  program  of  tax  incentives  for 
investment  were  enacted,  how  much  would  this  increase  your 
capital  expenditures  in  1962? 

In  reply  to  this,  business  as  a  whole  indicated  that  it  would  raise  its 
1962  plans  by  only  about  1  percent,  or  about  $300  million.  Nine  out 
of  every  ten  companies  which  replied  stated  that  they  would  not  use 

such  a  program  in  1962.  ^  . 

Since  the  bonus  under  the  proposed  investment  credit  will  amount 
to  about  $1.1  to  $1.4  billion,  this  would  mean  that,  out  of  every  dollar 
which  the  Government  will  lose  in  taxes,  less  than  30  cents  will  find  its 
way  into  increased  investment  in  American  industry.  I  his  is  a  very 
high  price  to  pay  for  a  little  stimulus.  . 

The  National  Industrial  Conference  Board  made  a  special  survey 
in  late  March  and  early  April  1962  of  the  1,000  largest  manufacturing 
corporations  in  the  United  States  to  determine  what  effect  the  7- 
percent  investment  credit  would  have  upon  their  capital  investment. 
While  the  influence  of  the  credit  on  the  plans  of  the  companies  varied 
somewhat  from  industry  to  industry,  the  results  were  that  only  8 
percent  of  those  responding  said  they  would  revise  their  capital  spend¬ 
ing  for  the  balance  of  1962  if  the  credit  were  enacted  by  mid-1962. 
Seventeen  percent  of  the  reporting  companies  said  they  would  increase 
their  investments  in  1963  if  the  credit  were  enacted  by  the  end  of  the 
current  session  of  Congress.  But  the  prospective  change  in  the  dollar 
volume  of  capital  spending  in  1963  as  a  result  of  the  credit  would  be 

as  small  as  1  percent. 

As  the  report  of  the  survey  states: 

Overall,  *  *  *  the  increase  in  1963  outlays  expected  on 
account  of  the  investment  tax  credit  may  be,  small  in  relation 
to  its  potential.  In  more  than  half  of  the  industries  covered, 
moreover,  the  imputed  difference  was  less  than  1  percent. 

There  are  already  more  than  adequate  funds  available  for  invest¬ 
ment  on  the  part  of  corporations  which  they  are  refusing  to  use  for  this 
purpose.  Thus  the  July  1962  Survey  of  Current  Business,  issued  by 
the  Department  of  Commerce  (p.  24),  shows  that  in  1961  American 
corporations  had  acquired  $43.1  billion  oi  corporate  funds  but 
invested  only  $31.3  billion  in  equipment  and  inventories.  In  this 
one  year,  therefore,  they  piled  up  nearly  $12  billion  m  liquid  assets. 

i  Thp  Record  National  Industrial  Conference  Board,  August  1962,  p.  19.  ,  .  ^ 

^Made  up ™  S  (in  bSs  of  dollars):  Retained  profits,  $7.3;  depreciation,  $24.8;  sale  of  stocks. 

4  j5Made<up>o°$29.«5biilion  in  plant  and  equipment  and  $1.8  billion  in  inventories. 
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There  were  also  very  large  accumulations  of  liquid  assets  in  preceding 
years,  amounting  to  about  $5  billion  in  1960  and  an  equal  amount  in 
1959. 4  If  business  conditions  did  not  cause  American  corporations 
to  invest  these  huge  sums  in  past  years,  there  is  little  prospect  that 
the  extra  bonus  of  $1.3  billion  will  be  translated  into  investment.. 
What  is  more  likely  to  happen  is  that  the  overwhelming  proportion 
will  also  pass  into  the  cash  reserves  and  swell  them  still  further. 
There  would  seem  to  be  little  prospect  that  the  investment  credit 
will  have  any  real  stimulative  effect.  It  will  increase  the  power 
and  wealth  of  the  already  powerful  and  wealthy. 

We  should  also  realize  that  a  very  large  percentage  of  plant  and 
equipment  now  lies  idle  and  unutilized  primarily  because  there  is  not 
adequate  demand  for  the  goods  which  could  be  produced  at  the  prices 
charged. 

The  McGraw-Hill  index  of  plant  utilization  is  now  at  approximately 
85  percent.  Even  though  the  15  percent  which  now  lies  idle  is 
partially  composed  of  a  “standby”  reserve  or  is  markedly  obsolete, 
it  is  still  true  that  the  percentage  of  plant  utilized  is  5  or  6  percent 
short  of  what  would  be  used  under  full  employment.  Can  it  be 
maintained  that,  if  good  machinery  and  equipment  is  thus  allowed  to 
he  idle  because  of  a  shortage  in  effective  demand  relative  to  prices, 
a  bonus  on  investment  would  stimulate  a  still  further  increase  in 
machinery  and  equipment?  For  would  not  this  still  further  increase 
the  already  high  percentage  of  idle  equipment? 

In  addition,  it  should  be  realized  that,  while  the  purpose  of  the 
investment  credit  is  to  stimulate  economic  growth  and  to  help  busi¬ 
ness  to  compete  more  effectively  in  foreign  markets,  it  would  in  fact 
be  given  all  the  way  across  the  board  without  regard  to  the  quality 
or  social  need  for  the  investment.  Thus,  the  credit  would  be  availa¬ 
ble  for  such  investments  as  a  new  ski-lift  at  Sun  Valley  or  in  Vermont, 
an  escalator  in  a  department  store,  new  farm  machinery  to  spread 
fertilizer  on  lands  which  are  already  overproducing,  Klieg  lights 
in  a  burlesque  house,  and  martini-mixing  machines  in  a  bar.  Other 
investments  of  an  even  more  questionable  nature  would  receive  the 
bonus. 

It  is  hard  to  see  how  this  increases  our  efficiency  as  compared  with 
other  countries  or  whether  this  serves  meaningful  economic  growth. 

The  3-percent  credit  which  is  to  go  to  utilities  would  be  completely 
wasted  and  is  wholly  unnecessary. 

The  rate  of  return  of  the  private  utilities  is  regulated  by  both 
State  and  Federal  bodies.  If  regulation  is  properly  carried  out,  then 
any  favorable  tax  consequences  of  the  credit  would  be  offset  by 
reductions  in  the  rates  charged  to  consumers. 

If  not  property  carried  out,  it  would  be  an  outright  gift  to  the 
private  utilities,  for  it  would  merely  increase  their  rate  of  return 
above  that  set  by  the  regulatory  bodies. 

In  addition,  the  3-percent  credit  for  utilities  has  nothing  to  do  with 
other  stated  purposes  of  the  credit,  namely,  to  help  modernize  in¬ 
dustry  or  to  make  it  more  competitive  in  world  markets. 


4  John  K.  Landrum  seems  to  come  to  the  same  general  conclusion,  although  with  somewhat  smaller  in¬ 
creases  in  liquid  funds.  See  his  Corporate  Profits  and  Cash  Flow  supplement  to  testimony  before  Joint 
Economic  Committee,  Aug.  10,  1962,  p.  1. 
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iii 

WHO  HAS  BEEN  GETTING  THE  TAX  CUTS? 

Let  us  also  note  the  way  in  which  tax  benefits  and  reductions  have 
been  made  during  these  last  8  years.  In  1954,  accelerated  deprecia¬ 
tion,  with  the  double  declining  balance  and  the  sum  of  the  digits 
methods,  was  authorized  by  Congress.  This  amounted  to  an  initial 
loss  of  revenue  to  the  Government  of  at  least  $2  billion  a  year,  this 
went  to  the  industrial  corporations  and  to  the  industrialists.  At  the 
same  time  the  $50  dividend  exclusion  and  the  4  percent  credit  were 
passed  in  1954  which  gave  $400  million  a  year  more  to  the  owners  of 
common  stocks.  This  summer  the  Treasury  has  issued  a  new  Bulletin 
F,  permitting  machinery  and  equipment  to  be  depreciated  much  more 
rapidly.  It  is  estimated  that  this  will  reduce  business  taxes  by  ap¬ 
proximately  $1.5  billion  a  year.  All  of  these  taken  together  come  to 
just  short  of  $4  billion  a  year. 

Now  we  have  this  provision  for  the  investment  credit  which  will 
give  the  investors  in  machinery  and  equipment  at  least  another 
$1.3  billion  annually.  Thus,  in  8  years  we  have  decreased  the  annual 
tax  burden  on  industry  by  over  $5  billion  a  year.  This,  of  course, 
goes  to  the  upper  income  groups  in  society  who  own  the  overwhelming 
proportion  of  the  stock  of  American  corporations. 

During  this  period  the  low-  and  middle-income  groups  have  received 
virtually  nothing  in  the  way  of  tax  cuts.  It  is  about  time  that  the 
United  States  was  less  partial  in  its  distribution  of  favors.  This  is 
true  both  on  economic  and  ethical  grounds. 

IV 

INVESTMENT  CREDIT  A  FORM  OF  THE  TRICKLE-DOWN  THEORY 

The  basic  way  in  which  investment  is  stimulated  and  the  economy 
moved  forward  is  not  by  granting  incentives  for  increased  capital 
expenditures  at  a  time  when  the  existing  plant  and  equipment  is  not 
fully  used,  but  by  increasing  the  demand  for  the  products  which  the 
existing  plant  and  equipment  can  produce  which,  in  turn,  will  stimulate 
investment.  In  other  words,  the  investment  credit  proposed  is 
really  a  form  of  the  trickle-down  theory  of  economics  which  has  largely 
been  shown  to  be  ineffective  in  the  past.  We  believe  instead  in  the 
theory  that  purchasing  power  should  be  built  from  the  bottom  up. 

v 

INVESTMENT  CREDIT  OPENS  UP  ANOTHER  LOOPHOLE 

Finally,  the  investment  credit  would  open  up  more  tax  loopholes 
and  would  be  quickly  extended  to  other  fields. 

As  nearly  as  possible  a  proper  tax  system  should  be  neutral  in  the 
way  it  treats  both  income  and  expenditures.  If  we  could  have  an 
absolutely  just  tax  system  it  would  probably  make  no  distinctions  as 
to  the  amount  of  tax  to  be  paid  on  income  or  deductions  for  expendi¬ 
tures,  no  matter  where  the  funds  were  derived  or  for  what  they  were 
spent.  It  is  the  failure  to  carry  out  this  principle  which  has  so  eroded 
our  present  tax  system  and  which  has  made  it  so  unjust. 
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For  example,  income  from  a  wage  or  salary,  in  general,  is  taxed  at 
the  full  rate,  but  income  from  oil,  or  from  stock  ^options,  or  from  the 
cutting  of  timber,  or  from  dividends,  or  from  gains  on  the  stock 
market,  or  from  the  sale  of  real  property,  among  others,  is  taxed  at 
lower  rates  and  has  special  privileges  not  afforded  to  income  from  a 
wage  or  salary. 

On  the  expenditure  side,  money  spent  for  entertainment  expenses,, 
for  business  expense  accounts,  including  yachts,  club  dues,  and  so 
forth,  are  deductible  from  taxable  income,  while  the  expenses  of  an 
ordinary  person  driving  to  and  from  work,  or  the  payment  of  rent,  or 
expenditures  for  the  recreation  or  education  of  one’s  children  are  not 
deductible.  These  privileges  for  deductions  and  allowances  go  almost 
entirely  to  the  strong,  the  powerful,  and  the  well-to-do,  and  favor 
high  income  groups  and  unearned  income  as  opposed  to  low  income 
groups  and  earned  income. 

The  main  purpose  of  tax  reform  is  to  try  to  modify  or  to  do  away 
with  some  of  these  inequities  and  privileges  in  the  tax  laws. 

What  the  investment  credit  does  is  to  say  that  for  social  purposes  we 
should  give  a  special  tax  privilege  for  funds  used  to  buy  most  kinds  of  ^ 
depreciable  property.  At  least  as  good  a  case  can  be  made  that 
society  would  be  as  wise  to  allow  deductions  for  money  spent  for  the 
education  of  children,  for  a  future  pension,  or  for  preventive  medicine 
rather  than  for  capital  investment. 

Every  legislator  is  pressed  almost  daily  by  some  constituent  or 
interest  group  to  vote  for  a  tax  deduction  for  their  particular  interest. 
Once  we  start  on  this  road  it  is  almost  impossible  to  stop.  For  this 
reason  alone  it  is  very  unwise  to  give  a  special  deduction  for  funds 
which  are  spent  in  this  particular  way;  namely,  for  capital  investment. 

It  would  be  equally  unwise  to  give  deductions  for  most  of  these  other 
proposals. 

If  the  7-percent  tax  credit  is  allowed  on  machinery  and  equipment, 
it  will  be  only  a  short  time  before  it  will  be  granted  on  plant  and  build¬ 
ings,  and  this  will  amount  to  another  revenue  loss  of  not  far  from  $1.5 
billion.  Indeed,  proposals  to  this  effect  have  already  been  made. 
Residential  construction  would  not  be  left  behind  for  long  and  this 
would  take  another  $1.5  billion  away  from  our  revenue.  It  would  also 
be  inevitable  that  the  principle  of  H.R.  10  would  find  its  way  into 
enactment,  and  moneys  devoted  to  purchasing  voluntary  retirement 
plans  would  be  exempted  from  taxation.  So  would  expenditures  to 
educate  children  in  college. 

The  final  result  would  be  that  only  income  spent  for  current 
consumption  would  be  taxed.  This  would  be  a  kind  of  sales  tax  which 
would  be  highly  regressive  in  nature  and  would  weigh  proportionately 
far  more  heavily  upon  those  with  lower  or  middle  incomes  than  upon 
those  with  large  resources.  State  and  local  taxation  is  already  highly 
regressive.  This  is  only  made  bearable  by  the  fact  that  Federal 
taxation  is  progressive  and  hence  introduces  a  kind  of  rough  pro¬ 
portionality  over  the  range  of  most  incomes.  To  make  Federal  taxa¬ 
tion  also  regressive  or  less  progressive  would  in  our  opinion  be  grossly 
unjust.  And  yet  that  is  precisely  the  end  result  toward  which  the 
opening  of  these  loopholes  would  tend.  We  cannot  acquiesce  in  these 
tendencies  however  well  intentioned  they  may  be. 
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The  Deletion  of  Withholding  on  Dividends  and  Interest 

i 


GENERAL  statement 


By  striking  out  of  H.R.  10650  the  plan  for  withholding  tax  from 
dividend  and  interest  payments,  this  committee  is,  m  effect,  indicat¬ 
ing  that  it  condones  the  intolerable  gap  in  the  payment  of  taxes  on 
dividends  and  interest,  in  many  cases  the  result  of  outright  and  willful 
evasion.  The  Secretary  of  the  Treasury  estimates  that  in  1963  the 
gap  between  the  dividends  and  interest  that  should  be  included  on 
tax  returns,  and  those  that  actually  are,  will  exceed  $3.7  billion.  This 
will  mean  a  revenue  loss  to  the  Government  of  almost  $1.1  billion — 
$440  million  of  taxes  owed  on  dividends,  and  $650  million  of  taxes 
owed  on  interest.  Withholding  would  collect  $880  million  of  this  $1.1 
billion.  Withholding  combined  with  the  other  collection  and  enforce¬ 
ment  procedures  available  to  the  Internal  Revenue  Service  would  close 
nearly  the  entire  gap.  Without  withholding,  less  than  one-fourth  of 
the  o-ap  can  be  closed.  But  even  this  cannot  be  accomplished  until 
the  Internal  Revenue  Service’s  new  automatic  data-processing  system 
becomes  fully  operational  in  1967. 

Why  must  we  forego  hundreds  of  millions  of  dollars  oi  additional 
revenue  each  year  which  is  rightfully  owed  the  Government?  Why 
must  the  millions  of  honest  taxpayers  who  conscientously  report  their 
dividends  and  interest  continue  to  pay  more  than  their  fair  share  of 
taxes  in  order  to  make  up  the  $880  million  of  lost  revenue  that  could 

be  collected  through  withholding. 

Why  must  we  continue  to  tolerate  a  tax  system  under  which  millions 
of  wao-e  earners  pay  their  full  share  of  taxes  while  many  oi  those  more 
fortunate  individuals  who  have  capital  to  invest  are  allowed  to  escape 
more  than  a  billion  dollars  of  taxes  every  year  on  their  dividends  and 
interest?  Just  look  at  the  facts.  As  a  result  of  the  wage  withho  ding 
plan,  which  has  been  in  operation  since  1942,  only  3  percent  ol  the 
taxes  due  on  wages  go  unpaid.  On  the  other  hand,  in  1960,  moie  than 
11  percent  of  the  dividends  that  should  have  been  reported  on  tax 
returns  of  individuals  were  not  so  reported.  The  situation  is  even 
more  intolerable  for  interest  where  more  than  one-third  (34  percent) 
is  omitted  from  tax  returns.6  Who  are  the  people  who  do  not  pay 
their  taxes  on  interest  and  dividends?  Of  the  nonreported  dividends, 
according  to  a  sample  of  from  6,000  to  8,000  returns,  about  70  percent 
were  received  by  individuals  with  more  than  $10,000  ol  income.  Ol 


-  The  dividend  and  interest  underreporting  gaps  are  estimated  from  aggregate  figures  ol :  the iamoonte of 
onrh  navments  to  individuals  and  of  the  amounts  reported  by  individuals  on  their  tax  retunis. 
method  has  also  been  used  by  the  New  York  Stock  Exchange  and  independent  tax  experts  whose  esti- 

“C3  dhdden^^the  estimate’is  tased^n^ash  distributions  to  stockholders  by  domestic  corporations  ® 
renorted'in  the  internal  Revenue  Service  Statistics  of  Income,  and  adjustments  are  made  to  add  foreign 
dividends  received  bv  individuals,  and  to  exclude  dividend  payments  to  corporations  ’ tax-exempt  •  °tgani- 
rations  and  Persons  not  required  to  file  tax  returns  and  to  exclude  distributions  which  are  not  taxable  or 
are  capital  gates.  The  balance  presumably  should  appear  on  individual  tax  returns  if  there  were  comp  ete 

C°TheiteteresttmdCTreporiing  gap  has  at  times  been  estimated  starting  from  the  Commerce. Department’s 
estirruitp  of  interest  receipts  by  individuals,  unincorporated  businesses,  and  nonprofit  institutions  The 
(temmeree  Department  sconcept  of  personal  interest  income  includes  about  $10  billion  of  imputed  in¬ 
terest  (largely  teterest  assumed  to  be  earned  on  bank  deposits,  which  is  not  Depict- 

cnrhGfi  hv  thp  hank  in  lieu  of  service  charges).  The  large  adjustments  involved  in  the  Commerce  P  , 
ment  concept  cast  a  good  deal  of  doubt  upon  such  a  gap  estimate.  In  consequence,  the  Treasury  has  used 
a  different  approach0  namely,  estimating  directly  amounts  of  interest  payments  to  individuals  and  then 
deducting  certain  relatively  small  amounts  of  interest  received  by  sole  proprietors  as  business  income,  by 
individuals  not  required  to  file  tax  returns,  and  by  tax-exempt  organizations. 
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the  nonreported  interest,  only  about  30  percent  was  received  by  people 
with  less  than  $5,000  of  income,  while  approximately  30  percent  was 
received  by  those  with  incomes  of  more  than  $10,000.  If  a  with¬ 
holding  system  is  appropriate  for  the  lower  income  wage  earners,  to 
make  sure  they  pay  their  taxes,  then  what  possible  excuse  can  there 
be  for  not  applying  it  to  help  collect  the  taxes  on  dividends  and  interest 
from  the  many  higher  income  individuals  who  escape  those  taxes 
today? 

The  answer  that  is  given  is  that  withholding  would  be  too  burden¬ 
some  and  that  it  would  hurt  too  many  people.  In  addition,  we  are 
told  that  the  committee’s  substitute,  an  expanded  information-report¬ 
ing  system,  will  give  the  Internal  Revenue  Service  all  it  needs  to 
collect  most  of  the  unpaid  taxes.  Neither  of  these  propositions 
can  be  supported. 

n 

INFORMATION  RETURNS  NOT  A  SUBSTITUTE  FOR  WITHHOLDING 

The  Commissioner  of  Internal  Revenue,  the  man  who  actually  1 
does  the  job  of  collecting  our  taxes,  has  carefully  studied  both  the 
withholding  plan  and  the  expanded  information-reporting  program  and 
has  concluded  that  information  reporting,  even  when  coupled  with  the 
Service’s  new  automatic  data-processing  system,  cannot  be  an 
alternative  to  withholding.  This  is  because  an  ADP  information 
return  system  in  itself  will  not  collect  one  penny  in  taxes.  All  it  can 
do  is  identify  possible  discrepancies  which  then  must  be  followed  up 
through  the  ordinary  collection  and  enforcement  procedures  available 
to  the  Internal  Revenue  Service. 

The  figures  6  tell  the  story  themselves  : 

Of  the  $850-million  gap  in  the  reporting  of  taxes  on  dividends  and 
interest,  withholding  alone  would  recover  $650  million  at  a  cost  of 
approximately  $19  million.  The  remaining  $200  million  could  be 
recovered  in  large  part  by  the  ADP  system,  combined  with  a  reason¬ 
able  enforcement  effort  for  an  estimated  additional  cost  of  $29  million. 

In  other  words,  the  entire  gap  could  be  closed  through  a  combination 
of  withholding  and  enforcement  for  a  cost  of  only  $48  million. 

To  close  the  entire  gap  without  withholding  would  be  physically 
impossible  and  economically  unfeasible.  It  would  mean  contacting  , 
12  million  people  for  the  purpose  of  checking  discrepancies  in  their 
dividend-and-interest  reporting  turned  up  by  ADP.  This  is  three 
times  as  many  people  as  the  Service  contacts  today  in  its  total  en¬ 
forcement  program.  It  would  cost  $400  million  to  collect  the  $850 
million  by  this  method,  more  than  eight  times  the  cost  if  withholding 
were  used. 

Even  if  we  were  to  collect  all  of  the  $650  million  (the  dollar  equiva¬ 
lent  to  the  results  under  withholding),  it  would  cost  $200  million  to 
collect  this  amount,  or  more  than  10  times  what  it  would  cost  under 
withholding.  In  addition,  the  Internal  Revenue  Service’s  present 
enforcement  staff,  which  through  its  activities  collects  about  $3.5 
billion  annually,  would  almost  have  to  be  doubled  to  collect  the  addi¬ 
tional  $650  million.  The  resulting  imbalance  in  enforcement  effort 
is  one  that  cannot  be  reconciled  with  any  sound  concept  of  tax 
administration. 

«  These  figures  are  based  on  the  1959  revenue  gap  estimate  of  $850  million.  It  is  estimated  that  this  gap  will 
<nse  to  $1.1  billion  in  1963. 
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To  look  at  the  matter  realistically,  and  within  the  concept  of  a 
sensible  and  effective  use  of  equipment  and  enforcement  manpower, 
based  on  1959  data,  the  information-reporting  system  adopted  by  the 
committee  can  be  expected  to  recover  only  $200  million. 

These  figures,  which  were  compiled  by  the  Commissioner  and  his 
staff  after  careful  study  of  the  matter,  conclusively  prove  that  the 
information-reporting  system  adopted  by  this  committee  is  not  a 
substitute  for  withholding. 

Even  apart  from  its  complete  ineffectiveness  as  a  tool  for  closing 
the  more  than  $1  billion  gap  in  the  reporting  of  taxes  on  dividends 
and  interest,  the  information-reporting  plan  adopted  by  the  committee 
is  at  best  a  clumsy  and  burdensome  substitute  for  the  relatively  simple 
withholding  plan  adopted  by  the  House.  Under  withholding,  a  payer 
of  dividends  or  interest  would  merely  be  required  to  deduct  a  flat  20 
percent  from  its  payments  to  persons  who  have  not  filed  exemption 
certificates  and  then  make  one  lump-sum  payment  to  the  Government 
each  quarter.  The  payers  will  not  have  to  make  out  individual  with¬ 
holding  receipts  for  each  recipient  nor  will  they  be  required  to  submit 
any  detailed  records  to  the  Government. 

The  burdens  under  the  information-reporting  plan  will  be  substan¬ 
tial  when  compared  to  this.  At  the  end  of  the  year,  each  payer  will 
be  required  to  add.  up  till  tbe  dividend  or  interest  payments  it  has 
made  to  a  person  during  the  year  and,  if  they  equal  or  exceed  $10  in 
the  aggregate,  make  out  an  information  return  showing  the  name  and 
address  of  that  person  and  how  much  was  paid  to  him  during  the 
year.  Then  this  information  must  be  filed  with  the  Government  and 
a  copy  given  to  the  recipient.  This  means  that  the  payer  must  make 
a  reasonable  effort  to  obtain  the  current  address  and  account  number 
for  each  of  its  depositors  or  stockholders.  Translated  into  numbers, 
payers  of  dividends  and  interest  will  be  required  to  complete  and  file 
with  the  Government  100  million  pieces  of  paper  each  year  and  then 
distribute  an  additional  100  million  copies  to  their  depositors  or 

stockholders.  . 

The  savings  and  loan  industry  has  admitted  that  this  information 
reporting  plan  will  involve  heavier  administrative  costs  for  them 
than  withholding. 

hi 


WITHHOLDING  IS  AN  EFFICIENT  AND  EFFECTIVE  METHOD  TO  CLOSE 

THE  GAP 

The  withholding  plan  included  in  H.R.  10650  as  passed  by  the  House 
of  Representatives  has  been  grossly  misrepresented  and  distorted  by 
its  opponents.  They  have  fostered  widespread  misunderstandmg  of 
the  plan  and  aroused  baseless  fears. 

Basically,  the  plan  is  very  simple.  The  institution  which  pays  inter¬ 
est,  dividends,  or  patronage  dividends  would  be  required  to  deduct 
a  flat  20  percent  from  these  payments  and  remit  the  total  amount  to 
the  Government  once  a.  quarter.  The  plan  includes  several  relief 
provisions  which  would  insure  that  individuals  and  other  taxpayers 
who  owe  little  or  no  tax  on  their  dividend  and  interest  income  will 
not  be  unduly  harmed  by  withholding.  These  three  basic  objections 
have  been  made  to  the  plan:  it  would  hurt  many  people  with  low  in¬ 
comes  who  depend  on  their  dividend  and  interest  income  for  living 
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expenses ;  it  would  result  in  a  maze  of  paperwork  and  confusion  for 
the  taxpayer;  and  it  would  impose  heavy  burdens  on  the  paying  in¬ 
stitutions.  We  have  already  pointed  out  that  withholding  would  be 
far  less  burdensome  to  the  payers  than  the  new  information  reporting 
plan.  The  other  two  objections  are  equally  groundless. 

1.  Withholding  would  not  hurt  low-income  individuals 

There  have  been  repeated  accusations  that  withholding  will  un¬ 
fairly  deprive  low-income  people  of  funds  which  they  need  to  meet 
their  living  expenses.  This  is  just  not  true.  Those  with  such  low 
incomes  that  they  do  not  owe  any  taxes  could  completely  avoid  with¬ 
holding  in  most  every  case  merely  by  filing  simple  exemption  certif¬ 
icates  with  the  paying  institutions.  Children  under  age  18  would 
be  exempt  from  withholding  regardless  of  their  tax  status.  There  can 
be  no  hardship  for  these  people  since  withholding  will  not  even  apply. 

It  is  true  that  there  would  be  some  people  who,  although  they 
owe  some  tax,  would  be  subject  to  overwithholding.  These  people, 
however,  can  obtain  quarterly  refunds  of  the  overwithheld  tax  merely 
by  filing  a  simple  refund. claim.  Under  the  ordinary  procedures,  the 
refund  would  be  paid  within  3  to  4  weeks  after  the  claim  is  filed. 
The  Internal  Revenue  Service  has  developed  a  system  whereby  an 
individual  who  claims  a  refund  for  the  first  quarter  will  automatically 
be  mailed  claims  for  the  next  two  quarters  to  insure  that  he  does  not 
forget  to  claim  his  refund.  What  is  the  hardship  to  these  people? 
It  is  merely  the  loss  of  the  interest  that  could  be  earned  on  the  over¬ 
withholding  for  the  first  quarter,  since  the  quarterly  refund  for  the 
fiist  quarter  would  offset  the  overwithholding  in  the  next  quarter  and 
so  on  indefinitely. 

The  efficiency  of  these  provisions  in  preventing  hardship  can  best 
be  shown  by  an  illustration.  Under  the  present  law,  which  gives 
people  over  65  a  double  exemption  and  also  a  tax  credit  on  retirement 
income,  an  elderly  couple  (where  it  is  claimed  hardship  will  be  most 
common)  can  have  as  much  as  $5,377  in  income  each  year  from  social 
security  and  interest  and  yet  be  liable  for  no  tax  and,  consequently, 
no  withholding.  Such  a  couple  would  be  receiving  the  maximum  social 
security  benefit  of  $2,178  and  interest  income  of  $3,199.  This  amount 
of  interest  represents  a  savings  account  of  about  $80,000  earning 
interest  at  4  percent.7 

An  elderly  couple  receiving  the  maximum  social  security  benefit 
and  $4,199,  rather  than  $3,199,  of  interest  would  fall  into  the  over¬ 
withholding  category.  The  withholding  each  quarter  would  be  $210 — 
$160  more  than  their  tax  liability.  Under  the  quarterly  refund  pro¬ 
cedure,  this  couple  would  never  be  out  of  pocket  more  than  the  $160 
of  overwithholding  for  the  first  quarter.  Even  if  the  $160  must  be 
withdrawn  from  the  couple’s  savings  account,  it  would  mean  a  loss  of 

7  The  following  is  a  schedule  showing  the  tax  computation  for  the  couple  in  the  example: 

Total  income _  _  $5  377 

Less  social  security  benefits _ IIIIIIIIIIIIIIIIIIIIIIH IIIIIIII  .  2  178 

Income  subject  to  tax _ _ _ _ _ _ _ _  3  ,qq 


Tax  before  retirement  income  credit  (computed  from  optional  table  on  the  basis  of  4  exemptions 

and  the  standard  deduction).. _ _ 

Retirement  income  credit _ _ _ _ ~II 


Tax  liability. 


Tho  example  assumes  that  H  of  the  social  security  benefits  are  received  by  the  husband  and  M  by  the 
wife,  which  is  typical  where  the  husband  has  been  the  wage  earner. 
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only  $6.40  for  an  entire  year,  representing  the  interest  on  $160  if  left 
in  their  savings  account  at  4  percent.  This  $6.40  loss  must  be  analyzed 
in  the  context  of  the  $105,000  savings  account  which  this  couple 
must  have  to  earn  $4,199  of  interest  for  the  year.8  Is  there  hardship 

111  When^ompared  to  wage  withholding,  the  overwithholdmg  involved 
in  dividend  and  interest  withholding  is  minimal.  About  37  million 
refunds  representing  overwithholding  on  wages  are  made  each  year 
with  little  or  no  complaint  on  the  part  of  the  taxpayers.  1ms  was 
about  60  percent  of  the  wage  returns  upon  which  taxes  were  paid. 
The  average  return  for  the  37  million  wage  refunds  amounts  to  about 
$142  Even  taking  into  account  the  fact  that  quarterly  refunds  will 
be  permitted,  only  about  one-fifth  as  many  refunds  will  need  to  be  made 
under  dividend  and  interest  withholding  as  under  wage  withholding. 
To  look  at  it  another  way,  14.3  percent  of  the  taxes  collected  by  wage 
withholding  must  be  refunded ;  the  comparable  figure  for  dividend 
and  interest  withholding  is  only  5.5  percent  and  most  of  this  will  be 

returned  quarterly.  ,  ,  * 

It  is  clear  that  hardship  to  low-income  individuals  cannot  be  used 
as  an  excuse  for  abandoning  withholding.  There  just  is  no  such 

hardship. 

2.  Withholding  will  be  a  simple  and  efficient  means  jor  an  individual  to 
pay  his  taxes  on  dividends  and  interest 

It  has  been  claimed  that  withholding  will  result  in  a  maze  of  confu¬ 
sion  for  the  American  taxpayers.  For  the  great  majority  ol  taxpayers, 
the  only  burden  caused  by  withholding  will  be  two  additional  compu¬ 
tations"  on  the  tax  return — those  involved  in  a  simple  schedule.  In 
addition  to  entering  the  amount  of  his  dividends  and  interest  on  the 
return  as  at  present,  the  taxpayer  will,  as  a  result  of  withholding,  be 
required  to  divide  this  amount  by  four  and  then  add  these  two  amounts 
together  to  determine  the  amount  of  his  dividends  and  interest  to  be 
reported  as  income  and  the  amount  of  credit  he  is  permitted  for  the 
withheld  tax.  This  is  the  extent  of  the  “maze  of  confusion  lor  the 

a  Fo/ many  taxpayers,  withholding  will  actually  reduce  their  paper¬ 
work,  by  eliminating  the  necessity  for  filing  quarterly  estimated  tax 
returns 

Those  who  raise  this  objection  completely  ignore  the  fact  that  most 
Americans  already  operate  under  a  much  more  complicated  withhold¬ 
ing  system  on  their  wages,  with  no  maze  of  confusion  It  is  to  ignore 
reality  to  say  that  they  will  not  be  able  to  adapt  to  the  much  simpler 
system  for  withholding  on  dividends  and  interest. 


iv 

WHO  WILL  BE  HURT  BY  WITHHOLDING? 

Withholding  will  definitely  hurt  a  sizable  group  of  individuals 
those  who  fail  to  pay  the  taxes  due  on  their  dividend  and  interest 
income  It  is  only  fair  to  the  millions  of  taxpayers  who  already  do 

involved. 
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this  that  these  individuals  be  required  to  do  the  same.  One  of  those 
who  signed  this  report  received  75,000  letters  on  withholding  and  a 
sampling  of  these  letters  showed  that  between  one-third  and  one-half 
of  them  were  from  people  who  thought  withholding  represented  a  new 
tax  on  dividends  and  interest.  Another  large  group  thought  with¬ 
holding  was  a  tax  on  capital. 

v 

SUMMARY 

Withholding  on  dividends  and  interest  is  uigently  needed — without 
it,  this  country  will  continue  to  forfeit  billions  of  dollars  in  revenue 
that  is  rightfully  owed  by  those  individuals  who  are  not  assuming 
their  fair  share  of  the  tax  burden.  Information  returns  and  ADP  are 
not  a  substitute  for  withholding. 

Expense  Accounts 

One  of  the  best  known  and  most  resented  special  privileges  in  the 
tax  law  today  is  the  deductible  expense  account.  President  Kennedy 
described  this  tax  giveaway  as  “a  matter  of  national  concern.”  The 
House  of  Representatives  agreed.  After  long  and  careful  considera¬ 
tion  it  passed  a  provision  which,  although  falling  short  of  the  Presi¬ 
dent’s  recommendations,  would  go  a  long  way  toward  a  fairer  set  of 
rules.  It  would  permit  deductions  for  entertainment  more  closely 
related  to  the  conduct  of  business  but  would  cut  out  deductions  for 
many  ol  the  highly  personal  expenditures  permitted  under  present 
law  when  the  taxpayer  can  make  a  showing  of  some  connection  be¬ 
tween  the  entertainment  and  the  taxpayer’s  trade  or  business. 

The  allowance  of  deductions  for  such  essentially  personal  enter¬ 
tainment  has  brought  the  integrity  of  the  entire  revenue  system  into 
disrepute.  The  expense  account  deduction  has  been  a  breeding  ground 
for  fraud  and  misrepresentation.  It  has  encouraged  disrespect  for 
honest  self-compliance  with  the  tax  laws  among  those  not  in  a  position 
to  claim  such  deductions,  but  who  have  watched  others  satisfv  their 
personal  amusement  at  the  taxpayers’  expense. 

What  has  the  Finance  Committee  done  with  the  House  bill?  It  has 
simply  pulled  the  teeth  from  the  proposal,  leaving  it  merely  with  a 
dangling  tongue—a  tongue  which  is  certain  to  confuse  taxpayer  and 
Government  official  alike  as  to  what  it  is  trying  to  say.  Certainly  the 
vague  and  almost  meaningless  standard  adopted  by  the  committee 
will  do  very  little,  if  anything,  to  change  the  style  of  operation  of  those 
who  have  been  living  high  on  their  expense  accounts  at  the  cost  of 
their  fellow  citizens. 

Let  us  be  more  specific. 

i 

THE  PROBLEM 

The  basic  problem  is  whether  this  countrv  can  continue  to  afford 
to  permit  a  small  group  of  taxpayers  to  take  tax  deductions  for  highly 
personal  items  such  as  nightclub  hopping,  fancy  yachts  and  swanky 
country  clubs  while  the  great  majority  of  their  fellow  taxpayers  can¬ 
not  take  such  deductions.  From  a  practical  point  of  view  the  concern 
of  the  Nation  is  not  only  the  basic  unfairness  of  this  situation  (in  itself 
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a  vital  consideration)  but  it  is  also  the  effect  that  this  legally  created 
unfairness  has  upon  those  who  are  discriminated  against.  It  makes 
them  resentful  of  the  law  which  permits  such  a  situation  to  exist  and 
encourages  them  toward  laxness  in  discharging  their  full  tax  obliga¬ 
tions.  It  is  quite  natural  to  feel:  “Why  should  I  help  keep  that  fellow 
on  the  gravy  train — paying  for  his  fancy  yacht  and  swanky  country 
club?”  An  expansion  of  this  type  of  thinking  could  eventually  de¬ 
stroy  our  tax  system,  the  keystone  of  which  is  its  voluntary  character. 
We  rely  on  each  taxpayer  to  be  his  own  tax  assessor.  The  essential 
honesty  of  our  citizens  and,  most  important  in  this  contex,  their 
respect  for  our  tax  laws,  has  enabled  this  system  of  voluntary  self- 
assessment  to  function  most  effectively.  However,  like  all  good 
things,  the  system  must  be  nurtured  and  protected. 

Expense  accoimt  abuses  have  become  a  real  threat  to  the  continued 
effectiveness  of  our  sell -assessing  system.  Much  taxpayer  distaste 
has  already  been  voiced  against  this  unwarranted  privilege.  The 
danger  signals  are  loud  and  clear.  In  his  testimony  before  the  House 
Ways  and  Means  Committee  and  the  Senate  Finance  Committee,  the 
Secretary  of  the  Treasury  documented  the  situation  in  great  detail 
with  numerous  case  studies  and  many  samples  of  editorial  comment 
from  all  over  the  country.  Let’s  examine  a  few  of  these. 

A  corporation  engaged  in  manufacturing  was  allowed  to  deduct 
$991,665  in  1959  for  yachts,  club  dues,  shipboard  conventions,  hunting 
and  fishing  trips  and  parties.  . 

A  taxpayer  engaged  in  the  insurance  business  was  allowed  to  deduct 
$97,500  for  meals,  lodging,  transportation,  entertainment,  tickets, 
books,  gifts,  et  cetera.  The  amount  covered  $6,000  for  an  apartment 
and  over  $30,000  for  food,  beverage,  and  other  entertainment. 

A  manufacturer  was  allowed  to  deduct  over  $34,000  spent  on  liquor, 
football  tickets,  parties,  and  a  speedboat,  The  expenses  for  liquor 


alone  totaled  $13,750.  . 

A  family-held  ship  repair  corporation  was  allowed  to  deduct  $23,758 

for  a  Christmas  dinner  and  party.  _  . 

An  enterprising  banker  effectively  combined  sentiment  with  business 
when  he  deducted,  as  present  law  permitted,  a  substantial  part  of  the 
cost  of  his  debutante  daughter’s  coming-out  party  on  the  ground  that 
some  of  the  guests  had  business  connections  with  him. 

In  another  case,  the  taxpayer  was  allowed  $115,000  for  entertain¬ 
ment  and  gifts.  His  expenses  included  $7,500  spent  at  a  resort  hotel, 
$5,400  for  food,  liquor,  and  cigars  for  his  office  and  farm;  and  $8,700 
in  cash  to  officers  of  his  closely  held  corporation  for  entertainment. 

A  beverage  manufacturer  claimed  and  was  allowed  $10,903  for 
entertaining  customers  at  the  Kentucky  Derby. 

Huge  sums  are  allowed  to  business  taxpayers  in  connection  with 
maintenance  and  operation  of  yachts  and  other  fancy  boats.  One 
manufacturer  was  allowed  to  deduct  $253,000  for  the  expense  ol  his 
yacht.  Another  was  permitted  to  deduct  $112,000  for  such  expenses 
(as  well  as  an  additional  amount  of  $362,000  for  a  ranch-hunting  lodge, 
nightclub,  and  other  similar  expenses).  A  company  in  the  business 
of  selling  fuel  was  allowed  $93,000  as  deductions  for  a  yacht,  a  fuel 
products  company  was  allowed  $23,000  and  an  auto  dealer  was 
allowed  yacht  expenses  of  $22,000. 

A  cake  and  cookie  bakery  was  allowed  $66,000  for  a  yacht  on  which 
to  entertain  supermarket  and  chainstore  buyers  and  branch  managers. 
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Despite  its  rather  sad  undercurrents,  both  from  the  viewpoint  of  the 
tax  system  as  well  as  otherwise,  one  of  the  most  interesting  cases  is 
that  in  which  a  mortuary  business  was  allowed  $26,495  for  yacht  ex¬ 
penses  to  entertain  visiting  morticians,  clergymen,  and  for  meetings  of 
employees. 

These  cases  could  be  multiplied  by  the  thousands.  Similar  large 
expenditures  are  constantly  being  made  on  hunting  and  fishing  lodges, 
on  elaborate  beach  resort  homes,  on  exotic  island  retreats,  on  extended 
hunting  trips,  including  plush  safaris  to  far  off  Africa  and  India. 
Indeed,  just  about  every  kind  of  human  activity  in  the  nature  of  fun 
and  frolic  is  being  well  subsidized  on  behalf  of  a  privileged  few  by  the 
average  taxpayer  who  does  not  happen  to  be  engaged  in  a  trade  or 
business  so  as  to  enable  him  to  join  in  this  Government-supported 
high  life.  Is  it  any  wonder,  then,  that  such  strong  taxpayer  resent¬ 
ment  has  developed  against  the  expense  account  privilege.  Clarence 
Randall,  former  chairman  of  the  board  of  one  of  America’s  largest 
steel  companies  has  vividly  expressed  this  taxpayer  resentment  in 
the  following  words: 

Gone  are  the  days  when  a  salesman  occasionally  wined 
and  dined  his  favorite  customer,  or  perhaps  gave  a  small 
theater  party.  Nowadays,  when  the  deal  gets  big  enough, 
the  company  yacht  weighs  anchor  and  moves  into  position, 
the  company  plane  takes  off  for  a  duckblind  in  Arkansas, 
or  the  best  hotel  in  Miami  throws  open  its  doors  to  expectant 
dealers  for  a  week  of  continuous  circus. 

The  distaff  side  is  cut  in,  too,  on  both  sides  of  the  deal. 

How  the  ladies  love  it.  With  jet  travel  what  it  is,  those 
who  were  getting  a  little  tired  of  White  Sulphur  may  now 
hope  to  look  in  on  Capri  or  the  Riviera. 

The  unseen  partner  in  all  this  largesse,  of  course,  the  man 
who  rides  the  afterdeck  of  the  company  yacht,  copilots  the 
duck  hunters’  plane,  sits  by  while  the  caviar  is  spooned  out 
and  the  crepes  suzettes  are  sizzling,  the  man  who  splits  the 
check  at  the  nightspot  and  hands  the  big  bill  to  the  head- 
waiter,  is  none  other  than  Uncle  Sam.  *  *  * 

But  who  are  the  silent  underwriters  of  this  frenetic 
spending?  You  and  I,  the  general  taxpayers.  It  is  we  who 
make  up  to  the  U.S.  Treasury  the  revenue  lost  through 
expense-account  deductions. 

The  important  point  to  be  derived  from  the  foregoing  is  that  all 
of  the  expenditures  described  were  deductible  under  the  broad  stand¬ 
ard  of  present  law  which  permits  the  deduction  of  “all  the  ordinary 
and  necessary  business  expenses”  of  the  taxpayer.  The  fact  that 
there  is  a  business  relationship,  actual  or  even  only  hoped  for,  be¬ 
tween  the  parties  does  not  prevent  them  from  enjoying  the  fancy 
resort  living,  the  cruise  on  the  expensive  yacht,  or  the  fancy  night¬ 
club. 

Suppose  company  A  sells  its  product  to  company  B.  If  a  sales- 
executive  of  company  A  invites  his  close  friend,  an  executive  of 
company  B,  to  join  him  for  a  cruise  on  his  yacht,  who  can  say  that 
the  executive  of  A  did  not  intend  to  promote  the  business  relationship 
between  the  two  companies?  The  fact  is  that  in  the  usual  ease  the 
businessman’s  friends  are  his  business  customers  or  prospects.  Under 
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the  test  of  present  law,  so  long  as  this  business  connection  exists 
between  entertainer  and  entertained,  the  parties  can  enjoy  tax  de¬ 
ductible  vacations  in  Bermuda,  cruises  on  yachts  and  evenings  in 
luxury  nightclubs  on  a  tax  deductible  basis.  This  can  be  done  on  a 
reciprocal  arrangement  of  “you  entertain  me  and  1 11  entertain  you, 
with  the  Treasury  paying  half  the  bill  for  each.  Business  does  not 
have  to  be  discussed  nor  need  the  entertainment  follow  or  precede 
business  discussion.  The  taxpayer  need  not  even  be  present  at  the 
entertainment.  Because  of  absence  of  restrictions,  taxpayers  are 
encouraged  to  ask  “Why  should  not  I  deduct  my  personal  pleasures 
and  entertainment,  if  everyone  else  can?”  Because  of  this  the  ex¬ 
pense  account  problem  has  grown  to  its  present  unmanageable  pro¬ 
portions. 

ii 

HOUSE  SOLUTION  TO  THE  PROBLEM 

The  test  adopted  by  the  House  of  Representatives  is  that  the 
expense  of  an  entertainment  activity  will  not  be  deductible  unless 
“directly  related  to  the  active  conduct  of  the  taxpayer  s  trade  or 
business.”  Where  an  expense  connected  with  a  facility  such  as  a 
yacht  or  a  hunting  lodge  is  involved,  the  taxpayer  must  also  show  that 
the  facility  “was  used  primarily  for  the  furtherance  of  the  taxpayer’s 
trade  or  business.”  On  its  face,  this  standard  seems  almost  as  broad 
as  present  law  and  would  appear  to  present  many  of  the  same  problems. 

However,  in  its  report  the  House  Ways  and  Means  Committee  has 
explained  its  test  in  a  way  which  provides  a  number  of  tangible, 
practical,  and  meaningful  guidelines:  The  report  states  that  under 
its  test  the  taxpayer — 

*  *  *  will  have  to  show  more  than  a  general  expectation 
of  deriving  some  income  at  some  indefinite  iuture  time  from 
the  making  of  the  entertainment-type  expenditure;  however 
he  will  not  be  required  to  show  that  income  actually  resulted 
from  each  and  every  expenditure  for  which  a  deduction  is 

claimed.  .  , 

If  the  expenditure  is  for  entertainment  which  occurs  under 
circumstances  where  there  is  little  or  no  possibility  of  con- 
ducting  business  affairs  or  carrying  on  negotiations  or  dis¬ 
cussions  relating  thereto,  the  expenditure  will  generally  be 
considered  not  to  have  been  directly  related  to  the  active 
conduct  of  business.  Thus,  the  absence  of  the  taxpayer 
or  his  representative  from  the  entertainment  activity  ordi¬ 
narily  indicates  that  the  entertainment  was  not  directly 
related  to  the  conduct  of  the  taxpayer’s  trade  or  business. 
Similarly,  if  the  group  of  persons  entertained  is  large  or  the 
distractions  substantial,  the  cost  of  the  entertainment  will 
not  be  deductible,  in  the  absence  of  a  clear  showing  of  a  direct 
relationship  to  the  active  conduct  of  the  trade  or  business. 

This  clear  statement  of  legislative  intent  coupled  with  the  statutory 
language  provides  a  workable  and  reasonable  solution  to  the  diffi¬ 
cult  expense  account  problem  and  should  go  a  long  way  toward 
reducing  the  abuses  outlined  above.  However,  critics  of  the  House 
proposal  attacked  this  crucial  committee  report  statement  on  the 
ground  that  it  had  no  support  in  the  statute. 


410 


REVENUE  ACT  OF  1962 


In  view  of  the  broad  language  of  the  statute,  requiring  explanatory 
implementation  to  make  it  useful,  this  contention  is  baseless.  The 
true  reason  for  the  complaint  is  the  fact  that  the  statute  as  inter¬ 
preted  by  the  Ways  and  Means  Committee  report  has  some  real 
teeth  in  it. 

Even  so,  we  are  not  asking  that  the  business  community  adopt 
Spartan  standards.  The  House  bill,  which  we  hope  will  be  restored, 
recognized  the  general  custom  of  business  entertaining  at  meals  in 
restaurants.  It  specifically  permits  the  deduction  of  entertainment 
presently  allowable  through  furnishing  food  and  drink  in  restaurants 
and  hotels  in  an  atmosphere  conducive  to  business  discussion.  No 
business  need  be  discussed.  It  thus  leaves  undisturbed  the  most 
significant  portion  of  goodwill  entertainment  conducted  in  this 
countrju  It  strikes  only  at  the  high,  wide,  and  fancy  living  and 
indulgence  in  personal  pleasures  which  all  taxpayers  ought  to  pay  for 
themselves  without  Government  subsidy. 

iii 

FINANCE  COMMITTEE  SOLUTION - FORMULA  FOR  CONFUSION 

The  only  change  in  the  pertinent  House  statutory  language  made 
by  the  Finance  Committee  is  the  addition  of  the  words  “or  associated 
with.”  Thus,  a  taxpayer  can  deduct  an  entertainment  expenditure 
which  is  only  “associated”  with  the  active  conduct  of  his  trade  or 
business,  as  well  as  one  which  is  directly  related  thereto.  Since  this 
statutory  language  is  quite  similar  to  that  of  the  House  bill  one  would 
reasonably  expect  again  to  find  a  helpful  explanation  as  to  what  the 
committee  intended  to  accomplish  by  its  additional  phrase  “or 
associated  with.” 

Unfortunately,  such  is  not  the  case.  Unlike  the  clear,  concise,  and 
workable  guidelines  set  forth  in  the  House  report  the  Finance  Com¬ 
mittee  report  is  a  mass  of  vague,  disconnected  statements  and  examples 
which  are  destined  to  spawn  controversies  more  numerous  and  in¬ 
tense  than  those  which  occur  with  such  disturbing  frequency  under 
present  law. 

Although  the  Senate  report  attempts  to  paint  a  picture  of  virtue 
and  righteousness,  even  a  casual  glance  beneath  the  surface  reveals 
that  the  virtuous  exterior  is  more  illusion  than  reality.  For  example, 
the  report  states : 

*  *  *  Nothing  in  your  committee’s  bill  is  to  be  construed 
a.s  allowing  a  deduction  for  any  expense  which  is  against  pub¬ 
lic  policy  or  which  violates  the  public  conscience.  Deduct¬ 
ing  an  expense  incurred  for  such  purpose  under  the  guise  of 
generating  “business  goodwill”  will  not  be  condoned  and  un¬ 
der  your  committee’s  amendment  is  not  deductible.  Thus, 
the  cost  of  liquor  purchased  for  the  entertainment  of  cus¬ 
tomers  and  the  promotion  of  goodwill  (which  under  existing 
law  has  been  held  deductible)  will  be  disallowed  if  the  serving 
of  liquor  violates  the  public  morals  of  the  community  as  ex¬ 
pressed  in  local  law.  Another  example  of  expenses  for 
immoral  purposes  which  have  been  claimed  on  tax  returns 
under  existing  law  involves  expenditures  to  provide  “call 
girls”  for  the  purpose  of  entertaining  clients.  Under  your 
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committee’s  amendment  no  deduction  whatsoever  is  to  be 
allowed  for  expenditures  of  this  nature.  In  no  legitimate 
sense  are  they  “directly  related  to  or  associated  with  the 
active  conduct”  of  a  trade  or  business. 

The  foregoing  suggests  that  the  committee’s  action  will  serve  as  a 
moral  broom  to  disallow  expenditures  where  liquor  is  illegal  under 
local  law,  and  where  “call  girls”  are  utilized  as  “business”  entertain¬ 
ment.  However,  expenditures  such  as  these,  which  violate  clearly 
defined  lines  of  public  policy,  are  not  deductible  under  present  law. 
See  Smith,  33  T.C.  861  (1960);  R.  E.  L.  Finley,  27  T.C.  406  (1956); 
U.S.  v.  Winters,  261  F.  2d  675  (1958).  What  then  will  be  accom¬ 
plished  under  the  committee’s  language?  Is  it  not  clear  that  this  is 
simply  a  smokescreen  thrown  up  to  suggest  that  abuses  are  being 
remedied  whereas  in  actuality  little,  if  anything,  is  being  accomplished 
beyond  present  law? 

The  Finance  Committee  report  stresses  the  desirability  and  wliole- 
someness  of  “goodwill”  entertainment.  It  states: 

Goodwill  has  long  been  recognized  as  a  legitimate  objective 
of  business  entertaining  and  wiiere  the  purpose  of  the  expense 
and  its  clear  relation  to  a  business  is  firmly  established,  the 
expense  ordinarily  will  continue  to  be  deductible.  [Emphasis 

added.] 

The  report  further  states: 

To  eliminate  the  harshness  resulting  from  the  House  report, 
amendment  of  the  language  of  the  House  bill  is  necessary. 

*  *  *  This  new  language  will  permit  deduction  of  expenses 
for  entertainment,  amusement,  or  recreation  incurred  for  the 
creation  or  maintenance  of  business  goodwill  without  regard 
to  whether  a  particular  exception  applies.  However,  this  new 
language  will  apply  only  if  the  taxpayer  demonstrates  a  clear 
business  purpose  and  shows  a  reasonable  expectation  of  deriv¬ 
ing  some  income  or  other  benefit  to  his  business  as  a  result  of 
the  expenditure.  If  he  meets  this  test,  the  expenditure  will 
be  considered  to  be  associated  with  the  active  conduct  of  his 
trade  or  business;  otherwise,  the  expense  will  be  disallowed 
under  your  committee’s  amendment. 

A  close  analysis  of  these  statements  makes  it  eminently  clear  that 
expenditures  for  goodwill  have  been  given  preferred  status.  In  these 
references  to  “goodwill,”  the  committee  has  presented  our  sophisti¬ 
cated  expense  account  society  with  a  blueprint  for  continued  high 
living  at  Government  expense.  These  statements  constitute  a  for¬ 
mula  which  will  leave  the  Internal  Revenue  Service  with  an  im¬ 
possible  enforcement  task,  for,  in  effect,  almost  all  entertainment 
expenditures,  both  for  the  creation  and  maintenance  of  business 
goodwill  are  declared  to  be  henceforth  deductible.  In  stating  that 
the  taxpayer  must  demonstrate  a  clear  business  purpose  and  show  a 
reasonable  expectation  of  deriving  some  income  or  other  benefit  to 
his  business  from  the  making  of  the  entertainment  expenditure,  the 
committee  report  has  added  nothing  to  the  requirements  of  present 
law.  The  taxpayer  must  meet  precisely  the  same  test  today,  but,  as 
hundreds  of  cases  illustrate,  such  vague  and  generalized  requirements 
at  present  are  so  easy  to  meet  as  to  be  practically  meaningless. 
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Furthermore,  although  the  committee  report  makes  numerous  ref¬ 
erences  to  goodwill,  it  gives  no  indication  as  to  what  is  encompassed 
by  this  term.  Nowhere  is  goodwill  defined.  How  does  a  business¬ 
man  go  about  creating  goodwill — whatever  goodwill  is?  It  seems 
clear  that  the  sky  is  the  limit.  If  a  businessman — in  his  judgment — 
thinks  a  big  yacht  may  be  helpful  in  developing  some  customers, 
doesn’t  this  committee  report  language  put  the  official  congressional 
stamp  of  approval  on  his  deduction  of  these  substantial  costs  of  main¬ 
taining  anc  operating  such  a  “business”  asset?  Is  not  a  revenue  agent 
foreclosed  from  effectively  examining  into  the  matter? 

In  the  light  of  all  the  foregoing  statements  respecting  good  will, 
very  little  is  salvaged  from  the  following  comment — particularly  in 
view  of  the  illustration  given  as  to  what  is  meant  by  “vague  good¬ 
will.” 


Where  good  will  generated  by  the  expense  is  vague  or  where 
the  possibility  of  the  expenditure  resulting  in  the  production 
of  income  is  remote,  no  deduction  will  be  permitted.  For 
instance,  under  present  law  a  taxpayer  may  deduct  expenses 
of  entertaining  buyers  and  others  associated  with  his  trade 
or  business  even  though  at  the  time  he  does  the  entertaining 
he  already  has  more  business  than  he  can  handle.  Under 
you  committee’s  amendment,  however,  no  deduction  will  be 
allowed  because,  with  a  large  backlog  of  unfilled  orders,  such 
entertainment  ordinarily  cannot  be  regarded  as  being 
associatedwith  efforts  to  produce  income. 


This  narrow  “exception”  to  the  basic  theme  of  the  Finance  Com¬ 
mittee  report  that,  all  good-will  entertainment  is  deductible  is  scant 
evidence  of  tightening  up  present  law.  Rare  indeed  is  the  case  where 
the  taxpayer  has  such  a  backlog  of  unfilled  orders  that  his  entertain¬ 
ment  activities  cannot  be  regarded  as  being  associated  with  efforts  to 
produce  income.  It  is  interesting  to  note  that  even  in  such  an  ex¬ 
treme  case  the  report  hedges  the  consequences  by  providing  that 
ordinarily”  the  deduction  will  not  be  allowed.  Moreover,  there  is 
a  good  possibility  that  entertainment  expenditures  in  such  a  unique 
case  are  not  deductible  under  present  law  because  they  are  in  the 
nature  of  capital  expenditures.  Cf.  James  Schulz  (16  T.C.  401). 
Here  again  the  committee  has  done  nothing  more  than  set  up  a  straw- 
man  to  give  the  illusion  that  a  cutback  on  existing  law  is  being 
effected.  In  reality  nothing  has  been  accomplished — except  that 
perhaps  another  arena  for  conflict  has  been  created. 

The  “harshness”  of  which  the  report  speaks  is  that  the  House  pro¬ 
vision,  as  explained  by  the  Ways  and  Means  Committee’s  report,  has 
some  effect  and  will  disallow  some  entertainment  expenditures  which 
are  deductible  under  present  law.  Presumably  that  is  the  purpose  of 
this  legislation.  However,  one  must  struggle  hard  to  tell  which  of  the 
above-described  cases  would  be  denied  deduction  under  the  Finance 
Committee  report.  How  much,  if  anything,  would  be  disallowed  to 
the  corporation  which  spent  and  deducted  almost  $1  million  in  1  year 
for  yachts,  club  dues,  shipboard  conventions,  hunting  and  fishing  trips, 
and  parties?  Does  not  a  corporation  make  such  expenditures  to  de¬ 
velop  good  will?  We  have  already  seen  that  good-will  expenditures 
are  clearly  deductible  under  the  Finance  Committee  report.  How 
about  the  banker  who  deducted  a  substantial  part  of  the  cost  of  his 
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daughter’s  coming-out  party  as  a  business  expense?  Wasn’t  he  also 
developing  customer  good  will?  Certainly  the  Government  is  not, 
under  the  Finance  Committee  report,  free  to  disallow  expenses  re¬ 
gardless  of  the  form  of  entertainment  the  taxpayer  may  adopt  to 
develop  good  will.  Similarly,  in  all  the  other  cases  set  forth  above, 
the  taxpayer  would  appear  to  be  able  to  continue  to  deduct  all  enter¬ 
tainment  expenditures. 

Under  the  Finance  Committee  report,  do  yachting  expenses  con¬ 
tinue  to  de  deductible?  If  not,  then  the  report  should  clearly  so  state. 
Does  the  cost  of  maintaining  hunting  lodges  for  entertainment  con¬ 
tinue  to  be  deductible?  If  not,  then  the  committee  report  should  so 
state.  Is  the  cost  of  wining  and  dining  at  nightclubs  deductible?  II 
not,  the  committee  report  should  clarify  the  situation.  Do  tickets 
at  $30  apiece  for  musical  comedies  continue  to  be  deductible?  If  not, 
the  committee  report  should  so  indicate  or  provide  some  standard  or 
guideline  by  which  the  answers  to  these  questions  can  be  determined 
by  the  taxpayers  and  revenue  agents  who  will  be  left  floundering  in 
*  their  attempts  to  know  what  the  rules  are. 

One  further  “red  herring”  in  the  Finance  Committee  report  should 

mentioned.  The  report  states  that  no  deduction  will  be  allowed 
for  entertainment  expenses  “which  under  the  circumstances  in  which 
they  are  incurred  are  lavish  or  extravagant.”  Here  again  no  stand¬ 
ards  or  guidelines  are  furnished.  What  is  lavish  or  extravagant 
under  the  circumstances?  If  the  circumstances  involve  a  taxpayer 
accustomed  to  entertaining  in  an  elaborate  and  expensive  style,  can 
they  be  held  to  be  “lavish”  under  the  circumstances?  When  does  a 
yacht  become  an  extravagant  expenditure?  When  it  is  60  feet  in 
length?  100  feet  in  length?  Would  these  criteria  vary  with  the  in¬ 
come  (or  expected  income)  of  the  taxpayer?  Would  a  resident  ol 
Miami  Beach,  Fla.,  be  entitled  to  a  bigger  and  more  expensive  yacht 
than  a  resident  of  Providence,  R.I.?  Would  a  beach  home  with  eight 
rooms  be  a  lavish  facility?  What  about  one  with  30  rooms?  Would 
a  corporate  president  be  entitled  to  drink  champagne  whereas  a  vice 
president  could  have  only  a  whisky  highball  and  a  proprietor  ot  a 
country  grocery  store  only  ordinary  corn  liquor? 

Is  it  not  abundantly  clear  that  the  so-called  “test”  produced  by  the 
Finance  Committee,  superimposed  upon  the  unsatisfactory  test  of 
present  law,  will  simply  compound  existing  difficulties?  TLhe  litiga¬ 
tion  and  controversy  which  would  follow  adoption  of  such  meaningless 
language  would  even  make  the  present  situation  seem  a  happ\  one. 
The  result  would  be  a  real  mess.  And  to  what  avail?  In  this  posture 
of  things,  it  seems  quite  proper  to  ask — -what  is  wrong  with  the  pro¬ 
posal  adopted  by  the  House  of  Representatives?  It  is  obviously  lar 
superior  to  the  "Finance  Committee’s  product.  We  urge  the  Senate 
to  approve  the  House  provision  or  the  President  s  original  proposal 
and  again,  as  it  did  in  1960,  produce  a  really  significant  legislative 
measure  to  deal  with  expense  account  abuses. 

The  Deduction  for  Certain  Lobbying  Expenses  of  Iaxp ayers 

With  Business  Income 

Section  3  would  permit  the  deduction  of  certain  lobbying  expenses 
by  taxpayers  with  business  income.  \  his  would  depart  irom  a  salu¬ 
tary  principle  which  has  been  part  of  the  income  tax  law  since  Woild 
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War  I.  It  would  provide  unwarranted  tax  reduction  where  it  is  least 
needed  for  reasons  which  are  specious.  It  would  introduce  novel  dis¬ 
tinctions  into  the  tax  law,  producing  new  requirements  difficult  for 
the  Internal  Revenue  Service  to  administer.  The  specific  language 
in  wffiich  the  deduction  is  cast  contains  ambiguities  which  will  create 
continuing  uncertainty  as  to  its  exact  meaning,  and,  most  important, 
the  relationship  of  this  provision  to  the  whole  process  by  which  our 
citizens  seek  to  influence  the  enactment  of  legislation  at  all  levels  of 
government  was  not  adequately  considered.  Section  3  should  be 
deleted  from  the  bill. 

Under  existing  law  the  costs  of  efforts  to  influence  legislation  are 
not  deductible,  a  rule  applicable  to  all  taxpayers.  Whatever  the  mo¬ 
tive  for  a  citizen’s  efforts  to  influence  legislation,  he  now  bears  the 
whole  cost  of  that  effort  himself.  No  part  of  the  expense  can  be 
passed  on  to  the  Federal  Government  through  an  income  tax  deduc¬ 
tion.  In  the  constant  competition  for  legislative  favor  and  results  at 
National,  State,  and  local  levels,  the  Federal  Treasury  stands  neutral — 
and  properly  so. 

Section  3  would  change  all  that.  It  would  amend  section  162  of  m 
the  Internal  Revenue  Code  of  1954,  the  section  creating  the  general 
authority  for  deduction  of  the  ordinary  and  necessary  expenses  of 
business  operation.  Section  3  would  add  a  new  subsection  specifically 
authorizing  deduction  of  lobbying  expenses  in  certain  categories  by 
taxpayers  with  business  income.  Only  those  taxpayers  with  business 
income  would  receive  any  benefit.  All  others  would  still  be  subject 
to  the  existing  rule  of  no  tax  benefits  for  lobbying,  a  result  which 
follows  necessarily  from  incorporation  of  the  amendment  in  section 
162  and  one  which  is  specifically  spelled  out  by  the  House  committee 
report. 

Some  specific  typical  examples  will  bring  this  into  sharper  focus. 
Suppose  a  measure  is  being  considered,  as  many  have  been,  involving 
a  proposed  change  in  the  standards  or  testing  procedures  for  food, 
drugs,  or  cosmetics.  The  costs  of  presenting  the  views  of  drug  man¬ 
ufacturers  and  distributors  would  be  deductible.  The  cost  of  presen¬ 
tations  on  behalf  of  consumers  or  of  disinterested  professional  or 
technical  advisers  would  not  be.  Or  suppose  that  a  State  legislature 
is  debating  a  measure  designed  to  decrease  stream  pollution.  Manu¬ 
facturers  who  would  be  adversely  affected  by  its  enactment  could  ^ 
deduct  the  cost  of  opposition.  Members  of  the  public  interested  in 
pure  water  for  drinking  or  for  recreational  uses  would  have  to  finance 
their  support  of  the  measure  entirely  from  their  own  pockets.  Or,  at 
the  local  level,  a  business  owner  of  a  piece  of  real  estate  could  seek 
advantageous  amendment  of  the  local  zoning  ordinance,  deducting  the 
cost  of  his  presentation  before  the  local  city  council.  The  owners  of 
nearby  residences  would  not  receive  this  help  from  the  Federal 
Treasury  in  preparing  the  exhibits  and  briefs  necessary  for  effective 
opposition. 

These  are  discriminations  impossible  to  justify.  Can  anyone  seri¬ 
ously  contend  that  consideration  of  legislative  proposals  affecting 
business  taxpayers  is  seriously  handicapped  by  absence  or  weakness 
of  expression  of  business  viewpoints?  Is  there  any  evidence  that 
business  taxpayers,  individually  or  collectively,  are  now  deterred  from 
expressing  themselves  on  these  subjects  by  the  present  rule  of  tax 
neutrality  which  permits  no  deduction  for  lobbying  expenses?  To 
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ask  these  questions  is  to  answer  them.  Of  all  viewpoints  on  legislative 
proposals,  those  of  business  are  consistently  the  most  ably  represented 
before  the  Congress  and  before  State  and  local  legislative  bodies. 
Why  then  should  the  cost  of  lobbying  activities  of  taxpayers  with 
business  income  be  singled  out  for  this  preferential  tax  reduction? 
No  adequate  reason  has  been  given. 

Any  discrimination  at  all  among  citizens  in  the  exercise  of  their 
constitutional  right  to  petition  their  representatives  is  patently 
undesirable.  Discrimination  by  preferential  tax  deduction  is  magni¬ 
fied  as  the  amounts  spent  for  these  purposes  increase.  Modern  efforts 
to  influence  legislation  cover  a  wide  range  of  techniques,  some  of 
which  are  very  costly.  One  can  send  a  letter  to  his  Senator  for  4 
cents.  However,  to  stimulate  tens  of  thousands  to  do  so  requires 
the  expenditure  of  large  amounts  running  sometimes  into  the  hundreds 
of  thousands,  even  millions,  of  dollars.  But  all  this  is  well  known. 
It  has  been  thoroughly  documented  many  times. 

The  application  of  section  3  would  not  be  confined  to  nominal 
V  amounts.  It  would  permit  the  deduction  of  some  very  large  sums. 

'  In  addition  to  provision  for  deduction  of  the  costs  involved  in  direct 
contacts  with  legislators  (personal  calls  and  visits,  appearances  before 
committees  or  statements  filed  with  them),  the  post  oi  efforts  to  influ¬ 
ence  legislation  indirectly  are  also  made  deductible  in  some  instances. 
The  costs  of  communications  to  organization  members  and  to  share¬ 
holders  and  employees  have  all  been  blanketed  in. 

When  section  3  is  applied  to  today’s  scene,  we  find  that  it  will 
authorize  giant  corporations  to  deduct  the  cost  of  communicating  the 
views  of  management  officials  to  hundreds  of  thousands,  even  millions, 
of  shareholders  and  employees,  for  the  purpose  of  influencing  them 
with  respect  to  current  controversial  legislative  proposals.  To  use  a 
painfully  familiar  example,  section  3  would  authorize  deduction  of  the 
cost  of  campaigns  designed  to  produce  a  flood  of  letters  opposing 
withholding  on  dividend  income. 

Under  existing  law  these  sums  are  not  properly  deductible — and 
never  have  been.  To  permit  deduction  now  would  shift  a  very  large 
proportion  of  these  heavy  costs  to  the  Federal  Treasury,  a  disguised 
subsidy  for  which  there  would  be  no  justification. 

The  effects  of  such  subsidized  efforts  to  influence  legislation  indi¬ 
rectly  would  not  be  confined  to  the  recipient  members,  shareholders, 
and  employees.  The  views  expressed  and  their  source  would  fre¬ 
quently  come  to  the  attention  of  families  and  friends  of  the  recipients, 
thereby  broadening  the  scope  of  the  influence  subsidized  by  the 
Federal  Treasury.  Of  course,  the  benefits  of  section  3  as  they  would 
apply  to  these  broadcast  efforts  to  influence  legislation  can  only 
benefit  very  large  organizations.  Small  business  taxpayers,  as  well 
as  nonbusiness  taxpayers,  would  have  little  or  no  use  for  it  and  could 
well  suffer  from  its  use  where  their  interests  on  legislative  matters  are 
opposed  to  those  who  could  take  advantage  of  it. 

True,  not  all  lobbying  costs  of  business  taxpayers  would  be  made 
deductible  by  section  3.  The  bill  purports  to  create  limitations 
which  will  restrict  the  kind  of  expenses  for  which  a  deduction  can  be 
claimed.  Thus,  to  qualify  for  the  deduction,  the  legislative  proposal 
must  be  of  “direct  interest”  to  the  taxpayer.  In  addition,  specific 
provisions  deny  deductions  for  political  campaign  expenses  or  for 
efforts  “to  influence  the  general  public,  or  segments  thereof.”  How- 
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ever,  a  close  inspection  raises  genuine  doubt  as  to  the  precise  meaning 
and  application  of  these  restrictions.  They  may,  in  fact,  prove 
largely  illusory. 

Thus,  one  might  ask,  What  subjects  are  not  of  “direct  interest”  to 
a  large  corporation?  Any  measure  involving  a  tax  or  a  change  in  the 
regulation  of  business  or  the  marketing  of  securities  or  foreign  trade 
or  the  terms  of  employment  or  labor  relations  or  the  monetary  system 
will  have  some  impact  on  every  substantial  business  enterprise.  Is  it 
intended  that  the  cost  of  testimony  or  statements  or  communications 
to  shareholders  or  employees  on  this  entire  range  of  subjects  is  to  be 
deductible?  Similarly,  can  the  prohibition  against  deductions  for 
political  campaign  purposes  be  really  effective?  Granted  that  the 
cost  of  a  folder  urging  shareholders  to  vote  for  Jim  Darkwater  will 
not  be  deductible,  what  of  the  cost  of  a  folder  urging  a  position  on  the 
principal  issue  dividing  Darkwater  from  his  opponent  Bob  Cleanriver? 
Can  issues  and  the  candidates  be  separated  so  easily?  It  is  doubtful. 
Section  3  thus  could  make  slightly  veiled  political  contributions  de¬ 
ductible.  The  benefit  would  not  be  universal  though.  To  return 
for  a  moment  to  the  anti-water-pollution  measure  used  as  an  example 
before,  suppose  Darkwater  is  against  it  and  Cleanriver  is  for  it.  The 
former’s  supporters  could  deduct  the  cost  of  their  literature  discussing 
the  antipollution  measure  (and  thus  their  support  of  Darkwater) ; 
supporters  of  Cleanriver  could  not. 

Obviously,  congressional  memories  are  very  short.  For  at  least  a 
century  Senators  and  Representatives  have  regularly  inveighed,  indi¬ 
vidually  and  collectively,  against  lobbyists  and  their  activities.  The 
need  for  substantial  disclosure  by  lobbyists,  particularly  in  financial 
respects,  has  long  been  recognized.  When  a  person  or  organization 
becomes  a  lobbyist,  he  is  required  to  register  as  such  and  thereafter  to 
report  quarterly  his  expenditures  for  these  purposes.  In  spite  of  these 
safeguards,  every  few  years  some  lobbyists  become  so  bold  and  their 
overreaching  so  bad  that  a  special  inquiry  is  required.  A  prime  ex¬ 
ample  was  the  creation  in  the  84th  Congress  of  the  Senate  Special 
Committee  To  Investigate  Political  Activities,  Lobbying,  and  Cam¬ 
paign  Contributions.  Its  report  states  graphically  the  kinds  of  abuses 
which  occur  and  the  large  sums  of  money  available  to  be  spent  on 
efforts  to  influence  legislation.  Sugar  quota  bills  attract  lobbyists 
like  flies  and,  like  flies,  their  activities  are  not  widely  admired.  The 
Senate  Foreign  Relations  Committee  is  currently  beginning  an  in¬ 
vestigation  of  another  group  of  lobbyists,  an  inquiry  which  has  grown 
in  large  part  out  of  concern  for  their  lucrative  financial  arrangements. 
Nor  are  problems  with  lobbyists  confined  to  Washington.  Their  in¬ 
fluence  on  State  legislators  and  their  sometimes  questionable  methods 
in  State  capitols  is  notorious. 

When  projected  against  all  this  experience,  section  3’s  proposed 
financial  bonanza  for  one  group  of  lobbyists  and  their  employers 
seems  ironic  in  the  extreme,  if  not  downright  cynical. 

There  is  no  challenge  here  to  lobbying  per  se.  It  is  unquestionably 
legitimate.  A  constitutionally  protected  right  of  our  citizens,  it 
often  supplies  useful  information  and  reactions  on  pending  legislation. 
However,  it  would  be  foolish  to  exalt  it  unduly  for  these  reasons.  At 
best,  lobbying  is  a  mixed  blessing  for  it  is  almost  always  exclusively 
concerned  with  self-interest  rather  than  the  broad  public  interest. 
Fortunately,  section  3  presents  only  a  narrow  problem,  viz.,  whether 
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or  not  tho  lobbying  done  by  one  segment  of  our  society — taxpayers 
with  business  income — should  be  entitled  to  support  from  the  Federal 
Treasury. 

A  number  of  arguments  are  made  in  favor  of  this  measure.  Some  of 
them  have  a  surface  plausibility,  but  on  close  analysis  none  of  them 
holds  water.  The  issue  is  actually  a  simple  one.  We  begin  with  a 
longstanding  rule  that  all  taxpayers,  business  and  nonbusiness,  who 
seek  to  influence  the  work  of  legislative  bodies,  National,  State,  or 
local,  pay  their  own  expenses  in  full  without  assistance  from  the 
Federal  tax  system.  This  neutral  posture  of  the  tax  law  is  a  healthy 
one  and  should  be  defended  and  strengthened.  Legislation  affects 
all  our  citizens.  It  is  entirely  suitable  that  all  who  seek  to  influence 
that  legislation,  directly  or  indirectly,  should  be  treated  alike.  The 
expenses  of  all  should  be  on  the  same  footing  as  far  as  the  Treasury 
of  the  United  States  is  concerned.  The  only  issue  here  is  whether  or 
not  to  depart  from  this  principle  of  neutrality  and  equality.  Plainly, 
the  case  for  such  a  change  has  not  been  and  cannot  be  proved. 

Foreign  Operations 

i 

GENERAL  STATEMENT 

Except  for  withholding  on  dividend  and  interest  income,  which 
was  defeated  outright,  no  major  aspect  of  the  President’s  recommenda¬ 
tions  for  tax  reform  contained  in  his  message  to  the  Congress  on 
April  20, 1961,  suffered  so  badly  at  the  hands  of  the  Finance  Committee 
as  did  those  recommendations  relating  to  the  taxation  of  income  and 
profits  earned  abroad  by  U.S.  persons. 

President  Kennedy  recommended  that  American  corporations,  as 
well  as  individual  U.S.  taxpayers  who  are  “shareholders  of  closely 
held”  foreign  corporations,  be  taxed  each  year  “on  their  current  share 
of  the  undistributed  profits”  of  foreign  corporations  in  which  they 
hold  stock  and  which  are  “organized  in  economically  advanced  coun¬ 
tries.”  At  the  same  time,  the  President  recommended  “elimination 
of  the  tax  haven  device  anywhere  in  the  world.” 

The  Ways  and  Means  Committee  and  the  House  of  Representatives 
moved  resolutely,  if  not  altogether  perfectly,  in  the  direction  indicated 
by  the  President. 

The  Finance  Committee,  on  the  other  hand,  in  executive  session, 
by  rollcall  vote,  refused  even  to  consider  the  President’s  major  recom¬ 
mendations  in  this  area.  Instead,  the  committee  proceeded  to  adopt 
a  watered  down  tax  haven  approach  to  this  problem,  and  then, 
amendment  by  amendment,  moved  further  to  weaken  even  that 
wholly  inadequate  approach — this,  despite  the  fact  that  the  Secretary 
of  the  Treasury  had  agreed,  in  testimony  before  the  committee,  that 
anything  short  of  removal  of  the  deferral  privilege,  whereby  U.S. 
taxation  of  profits  earned  abroad  may  be  indefinitely  postponed, 
would  be  but  “piddling”  with  the  problem. 

Though  the  committee  has  done  a  fairly  creditable  job  in  reviewing 
and  acting  on  many  provisions  in  the  foreign  area  contained  in  the 
House-passed  bill,  it  has  materially  weakened  the  grossup  provision, 
section  9,  and  section  11,  which  deals  with  earned  income  from  sources 
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outside  the  United  States.  These  provisions  badly  need  strengthen¬ 
ing.  By  far  the  most  important  provisions,  however,  are  contained 
in  section  12  dealing  with  controlled  foreign  corporations.  It  is  here 
the  Senate  must  surely  act  if  this  bill  is  to  come  even  close  to  imple¬ 
menting  the  President’s  recommendations. 

ii 

TAXATION  AND  CAPITAL  FLOWS 

One  of  the  most  startling  economic  phenomena  of  the  past  5  years  is 
the  large-scale  movement  of  American  capital  abroad.  Though  some 
of  the  economic  activity  represented  by  this  movement  may  be  de¬ 
sirable  and  may  serve  to  increase  exports,  much  of  it  directly  and 
materially  weakens  the  base  of  our  economy.  Some  of  this  capital  is 
drawn  abroad  for  legitimate  economic  reasons.  Much  of  it,  far  too 
much,  is  stimulated  to  move  abroad  because  of  faulty  United  States 
tax  provisions. 

Several  reasons  exist,  of  course,  for  this  unprecendented  movement 
of  capital  abroad.  International  barriers  of  all  sorts  are  being  broken 
down.  Convertibility  of  currency  exists  in  large  measure.  Electronic 
communications  insure  effective  control  of  economic  activities  any¬ 
where  in  the  world  from  one  central  office.  The  movement  of  persons 
and  goods  has  been  speeded  up  and  cheapened  to  a  point  where  dis¬ 
tance  makes  very  little  difference.  American  economic  style  and 
business  organization  have  made  American  know-how  welcome  in 
most  countries.  American  free  world  leadership  has  lent  prestige  to 
all  things  American. 

In  view  of  these  facts— facts  which  we  may  not  want  to  alter,  even  if 
we  could — it  is  most  inappropriate  to  set  up  additional  artificial 
stimuli  to  the  movement  of  American  capital  abroad,  particularly 
into  activities  and  in  amounts  which  are  contrary  to  the  national 
interest.  Existing  law  relating  to  the  taxation  of  economic  activities 
carried  out  by  American  interests  in  foreign  countries  constitutes 
just  such  an  artificial  stimulus  to  the  movement  of  capital  abroad 
into  areas  and  activities  which  pose  dangers  to  the  domestic  economy 
and  make  more  difficult  a  solution  of  the  balance-of-payments 
problem. 

As  our  tax  laws  now  stand,  they  constitute  a  positive  subsidy  to 
the  movement  of  American  capital  abroad.  There  are  numerous 
ways  in  which  the  taxation  of  profits  from  foreign  operations  can  be 
reduced  to  the  extent  that  it  may  be  more  profitable  to  expend 
American  capital  and  American  know-how  in  building  up  the  economy 
of  West  Germany  rather  than  the  economy  of  West  Virginia,  or  south 
Italy  rather  than  South  Carolina. 

The  existence  of  this  unhappy  circumstance  is  given  implicit  verifi¬ 
cation  by  virtue  of  the  fact  that  this  bill,  in  11  of  its  27  sections, 
deals  with  the  taxation  of  foreign  operations  of  U.S.  taxpayers] 
both  individual  and  corporate.  Unfortunately,  having  recognized 
the  existence  of  certain  problems,  the  bill  proceeds  toward  correction 
of  these  problems  in  a  most  timid  and  half-hearted  manner. 

Our  tax  laws  regarding  foreign  operations  are  hopelessly  out  of 
date,  I  or  the  most  part  they  stem  from  rules  laid  down  when  the 
income  tax  was  developed  prior  to  the  First  World  War.  Develop- 
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merits  in  communications,  transportation,  and  even  in  international 
politics  and  political  organization  have  made  some  of  these  laws 

obsolete.  .  ,  ., 

In  theory,  the  United  States  taxes  its  citizens  wherever  they  are 

and  from  whatever  source  their  income  is  derived.  Although  this 
would  seem  to  preclude  the  use  of  the  tax  laws  as  a  subsidy  to  draw 
economic  activitv  abroad,  in  practice  we  have  nullified  theory  to  a 
o-reat  extent  by,  first,  allowing  American  interests  to  operate  abroad 
m  subsidiary  form  without  the  imposition  of  any  U.S.  taxation  what¬ 
soever  on  the  profits  from  those  operations  until  those  profits  are 
remitted — often  in  a  form  which  can  take  a  capital  gains  rate  or  no 
rate  at  all— and,  second,  by  providing  for  a  credit  for  foreign  income 
taxes  paid  against  ultimate  U.S.  taxes  on  income  earned  abroad 
It  is  now  well  past  the  tune  when  we  should  have  examined  our 
basic  concepts  and  tax  laws  in  the  light  of  current  political  and 
economic  realities.  It  is  well  past  the  time  when  we  should  have 
o-iven  serious  consideration  to  the  need  for  continuing,  through 
domestic  tax  law,  the  subsidization  of  the  strengthening  ot  the  econ¬ 
omies  of  the  countries  of  Western  Europe,  Japan,  Canada,  and  othei 
countries  which  are,  at  least  for  the  moment,  our  political  allies  and 
friends,  but  which  are  now,  and  in  the  foreseeable  future  will  con¬ 
tinue  to  be,  our  fierce  economic  competitors. 

In  reexamining  our  tax  laws  relating  to  foreign  economic  activities, 
there  are  three  considerations  which  must,  in  the  light  ot  today  s 
conditions,  be  kept  in  mind.  These  are  (1)  equity,  always  im¬ 
portant  to  any  tax  system  but  doubly  so  m  a  voluntary  system  such 
as  ours  (2)  domestic  economic  health,  particularly  in  these  times  ot 
persistently  high  unemployment,  and  (3)  the  balance  ot  payments. 

hi 


TAX  EQUITY 

Equity  in  taxation  is  a  subject  to  which  lipservice  is  paid  from  tune 
to  time.  Everyone  claims  to  be  in  favor  ot  equity,  but  many  denne 
equity  in  strange  and  tortured  ways.  Generally  speaking,  i  a 
dollar  earned  by  a  particular  type  of  taxpayer  in  any  economic  activity 
in  any  geographical  area,  pays  the  same  tax  as  another  dollar  eainet 
under  other  circumstances  by  similar  types  of  taxpayers  we  can  say 

that  tax  equity  has  been  achieved. 

Of  course,  from  time  to  time  preferences  are  given  to  certain  types 
of  operations,  certain  areas,  and  certain  organizations,  but  when  this 
is  done  it  should  be  done  consciously,  and  deliberately,  in  the  lull 
knowledge  of  what  is  being  done,  and  with  the  accomplishment  oi 
definite  objectives  in  mind.  When  a  subsidy  is  voted— -and  a  subsit  v 
can  be  awarded  a  taxpayer  by  giving  him  a  tax  preference  just  as 
surelv  as  it  can  be  awarded  by  way  of  a  cash  payment— it  should  be 
voted  to  accomplish  a  proper  national  or  social  goal,  not  done  acci¬ 
dentally,  or  as  a  private  giveaway. 

For  example,  there  is  no  question  that  the  average  homeown 
receives  better  tax  treatment  than  the  average  renter  of  living  quarters. 
But  the  Congress  has  deliberately  provided  this  because  it  is  con¬ 
sidered  socially  desirable  to  foster  homeownership . 
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In  certain  other  instances  tax  advantages  are  given  inadvertently 
or  because  of  reasons  which  are  no  longer  valid.  Certain  of  our  laws 
dealing  with  the  taxation  of  the  profits  and  income  earned  abroad  bv 
American  taxpayers,  both  corporate  and  individual,  directly  and 
through  technically  foreign  subsidiaries,  fall  in  each  of  these  two 
categories. 

Business  decisions  today  are  often  made  on  the  basis  of  tax  conse¬ 
quences.  Many  decisions  as  to  what  operations  should  be  moved 
abroad  are  made  on.  the  basis  of  tax  consequences.  MAny  foreign 
operations  are  set  up  in  order  to  avoid  taxes,  in  a  virtual  maze  of  inter¬ 
locking  and  overlapping  organizations,  confusing  to  customers  and 
operators  alike.  This  is  hardly  in  keeping  with  concepts  of  equity  or 
even  good  business  management. 

The  best  way  to  achieve  tax  equity,  particularly  in  this  field,  is  to 
seek  tax  neutrality,  that  is,  to  seek  to  have  tax  laws  such  that  eco¬ 
nomic  decisions  are  made  on  the  basis  of  economic  criteria,  not  on  tax 
consequences.  Unfortunately,  the  bill  reported  by  the  Finance  Com¬ 
mittee,  although  it  recognizes  the  existence  of  inequity,  does  little  to 
deal  with  it  effectively.  Under  terms  of  this  bill,  operations  carried 
on  abroad  will  still  receive  favored  tax  treatment  as  compared  with 
the  same  type  of  operation  carried  on  here  at  home. 

IV 

DOMESTIC  ECONOMIC  HEALTH 

It  has  been  clearly  recognized  by  government  at  all  levels— Federal 
btate,  and  local— as  well  as  by  foreign  governments,  that  taxation  and 
tax  differentials  influence  economic  decisions.  For  that  reason  we 
have  seen  some  of  our  State  and  local  government  units  offer  various 
types  of  tax  concessions  when  negotiating  with  industries  to  relocate, 
borne  foreign  governments  have  made  concessions,  including  allowing 
new  concerns  to  operate  tax  free  for  a  specified  number  of  years. 

1  w[6SU  i  °  t-1S  stimulus  can  be  clearly  seen  in  Puerto  "Rico. 

When  the  United  States  arbitrarily  and  unilaterally  gives  tax 
concessions  to  domestic  industry,  provided  that  industry  will  move 
abroad  the  results  are  certainly  foreseeable— and  we  are  seeing  them 
now.  I  he  end  result  is  the  weakening  of  our  economy.  But  for 
some  reason,  many  seem  to  feel  that  loss  of  capital  and  productive 
facilities  is  good  lor  the  United  States,  although  bad  for  other  countries. 

the  tax  stimulus  to  the  movement  of  productive  facilities  abroad 
is  a  subject  which  has  been  widely  discussed  for  some  years.  For 
i'"n^niP  ja  stu<ly  made  by  the  American  Management  Association  in 
1960,  and  reported  in  Business  Week  for  December  31,  1960,  showed 
.at,  because  of  tax  differentials,  the  reinvestment  of  foreign  earn¬ 
ings  over  a  3-year  period  can  provide  ‘roughly  double  the  rate  of 
profit  accumulation  for  reinvestment  that  is  possible  under  domestic 
tax  schedules. ’  ” 

With  52  pei cent  domestic  corporate  tax  rate,  and  with  tax-haven 
countries  having  rates  running  down  almost  to  zero  in  some  instances 
on  sales,  seivice,  and  holding  company  income  originating  in  third 
countries,  the  temptation  to  move  facilities  abroad,  accumulate 
profits  for  reinvestment  for  a  period  of  years,  and  only  then  begin  to 
repatriate  dividends  on  which  an  inadequate  U.S.  tax  would  finally 
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be  paid,  could  hardly  be  resisted.  In  fact  it  has  not  been  resisted 
and  we  have  seen  a  rapid  acceleration  of  the  buildup  of  American 
direct  investment  abroad  during  the  past  5  years. 

Our  total  private  investment  abroad  now  exceeds  $50  billion,  and  is 
increasing  at  the  rate  of  about  $5  billion  per  year.  In  the  field  of 
direct  investment,  and  particularly  with  reference  to  tax-haven  devices 
it  is  noteworthy  that,  according  to  some  authorities,  two-tliirds  of 
our  tax-haven  companies  have  been  established  within  the  past 

5  years.  .  , 

The  movement  of  productive  facilities  abroad  has  already  reached 
serious  proportions,  but  even  more  alarming  is  the  increasing  tempo 
of  this  movement.  The  loss  of  jobs,  the  loss  ol  productive  facilities 
needed  for  defense  and  other  purposes,  cannot  be  taken  lightly.  It 
is  altogether  too  easy  for  a  manufacturer,  when  he  is  faced  with  a 
labor  problem  or  with  extensive  replacement  of  machinery,  to  pull  up 
stakes  and  move  a  large  part  of  his  production  to  a  foreign  country. 

In  this  country,  contrary  to  the  practice  everywhere  else  in  the 
world,  the  direct  regulation  of  the  outflow  of  capital  and  productive 
facilities  has  always  been  resisted.  Such  direct  regulation  may  be 
necessary  if  we  are  to  reach  a  real  solution.  But  at  the  \  er\  least, 
we  must  not  directly  and  positively  encourage  such  an  outflow  by 
giving  tax  concessions  to  those  who  operate  abroad  and  thereby  build 
up  the  economies  of  foreign  countries  while  tearing  down  our  own. 
At  the  very  least,  we  should  remove  the  tax  incentive  which  now 
exists  to  go  abroad. 

There  will  be,  even  with  the  enactment  of  the  tightest  possible  tax 
provisions,  a  continuing  flow  of  direct  investment  capital  and  p i  o - 
ductive  facilities  abroad  in  response  to  economic  stimuli.  This  will 
not  be  interfered  with  by  this,  or  any  other  similar  bill.  There  will 
also  be  a  continuation  of  the  outflow  of  other  forms  of  capital— poit- 
folio  and  short-term.  These  latter  outflows  have  been  troublesome 
during  the  past  few  years  and  require  direct  and  specific  regulation. 
This  bill  touches  only  direct  investment,  and  touches  that  ever  so 


tenderly.  ,,  , 

Criticism  has  been  leveled  at  those  who  wish  to  remove  the  tax- 
incentive  to  take  American  industry  and  productive  facilities  abroad. 
It  has  been  alleged  that  this  is  a  new  type  of  protectionism— a  new 
tvpe  of  isolationism. 

This  criticism  is  unwarranted,  and  represents  the  most  blatant  type 
of  reverse  doublethink.  There  is  no  thought,  insofar  as  this  legisla¬ 
tion  is  concerned,  of  doing  anything  more  than  removing  a  posit i\e 
stimulus  and  subsidy  for  American  plants  to  be  moved  abroad, 
course,  it  may  well  be  that  this  is  not  enough.  It  may  be  that  tax 
neutrality  may  not  be  sufficient  to  slow  to  a  tolerable  rate  this  wide¬ 
spread  movement  of  capital  abroad. 

Those  who  believe  in  freer  trade,  and  who  support  in  general  the 
President’s  recommendations  for  legislation  to  improve  our  reciprocal 
trade  system  which  has  served  us  so  well  for  the  past  28  years,  certainly 
cannot  legitimately  be  accused  of  economic  isolationism  merely  be¬ 
cause  they  wish  to  achieve  tax  neutrality,  and  terminate  a  hurtful 


subsidy7.  „  .  .  , 

The  most  cruel  competition  which  an  American  producer  can  be 

forced  to  undergo  is  competition  from  American-type  goods  with  well- 
known  American  brand  names,  produced  abroad  by  American-owned 
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subsidiaries  which  have  achieved  rapid  growth  because  of  the  ability 
to  dodge  U.S.  taxes  and  plow  back  practically  all  earnings,  with  these 
products  distributed  throughout  this  country  through  a  well-estab¬ 
lished  chain  of  wholesale  and  retail  outlets.  With  a  further  lowering 
of  tariffs  contemplated  by  the  trade  bill  now  before  the  Finance  Com¬ 
mittee,  it  is  certainly  most  inequitable  to  continue  to  give  these  foreign, 
but  American-owned,  producers  continued  tax  advantages  when  they 
are  competing  directly  with  U.S.  production,  either  in  American  or  in 
foreign  markets. 

v 

BALANCE  OF  PAYMENTS 

It  has  become  so  fashionable  to  discuss  any  problem  in  terms  of 
its  effect  on  the  balance  of  payments  that  one  might  properly  look 
with  suspicion  on  some  arguments  which  attempt  to  tie  balance-of- 
payments  considerations  to  any  possible  subject  matter.  This  has 
been  much  overdone.  In  the  case  of  legislation  directly  affecting  the 
flow  of  capital  funds  abroad,  however,  balance-of-payments  consider¬ 
ations  are  certainly  pertinent. 

The  balance-of-payments  problem  has  been  with  us  for  some  years, 
but  has  been  recognized  as  being  acute  by  the  general  public — and 
most  Government  officials — for  only  about  the  past  3  years.  Prior 
to  that  time,  many  still  talked  of  the  dollar  gap  and" of  means  of 
increasing  the  flow  of  capital  abroad. 

Although  the  balance-of-payments  problem  seems  likely  to  be 
brought  under  control  within  the  near  future — and  it  must  be" brought 
under  control  within  the  next  2  or  3  years  if  we  are  to  be  able  to  avoid 
the  use  of  rather  drastic  control  methods — the  problem  is  still  acute 
aud  must  be  attacked  from  all  quarters.  This  includes,  but  is  not 
limited  to,  a  close  examination  of  investments  made  abroad  by  U.S. 
taxpayers.  Those  sections  of  the  bill  dealing  with  the  taxation  of 
profits  gained  from  activities  carried  on  abroadlby  American  taxpayers 
will  affect  the  balance  of  payments  specifically  and  directly. 

There  are  three  principal  types  of  capital  outflows  which  are  of  con¬ 
cern  in  the  balance  of  payments  picture.  Only  one,  that  is,  direct  in¬ 
vestment  outflows,  will  be  affected  by  the  provisions  of  this  bill.  The 
other  two,  portfolio  investment  and  short-term  flows,  will  be  little 
affected  and  must  probably  be  dealt  with  in  ways  other  than  tax 
changes.  The  simplest  way  to  deal  with  all  three,  of  course,  is  by 
some  system  of  direct  licensing  of  capital  outflows.  Since  we  have 
traditionally  resisted  this  type  of  regulation,  however,  we  must  be 
doubly  sure  that  our  tax  laws  are  not  weighted  in  the  wrong  direction. 
This  bill  does  not  go  far  enough  in  that  regard.  It  does  not  subject 
income  and  profits  earned  abroad  to  as  heavv  an  income  tax  as  income 
and  profits  earned  in  the  United  States.  But  it  does  move,  though 
haltingly  and  timidly,  in  the  right  direction. 

There  can  be  no  question  as  to  the  effect  of  capital  outflows  on  the 
balance  of  payments  in  the  short  run.  There  can  be,  of  course,  some 
question  as  to  the  long-range  effects  of  capital  outflows,  particularlv 
direct  investment  flows. 

As  to  the  long-range  effect  of  direct  investment  outflows,  the  effect 
on  the  balance  of  payments  may  eventually  be  positive.  But,  with 
an  acute  situation  which  must  be  corrected  within  2  or  3  years,  it  is 
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not  advisable  to  wait  for  a  period  of  years,  perhaps  as  long  as  12  to  15 
years  according  to  Treasury  Department  analyses,  for  current  direct 
foreign  investment  to  assist  in  correcting  the  present  imbalance. 

Bearing  in  mind  that  direct  foreign  investment  is  accelerating,  and 
that  the  net  overall  balance  of  payments  deficit  this  year  is  expected 
to  be  in  the  neighborhood  of  $1.5  billion,  an  alteration  of  investment 
flows  in  the  order  of  a  few  hundred  million  dollars  would  be  significant. 

Reliable  estimates  indicate  that  the  complete  removal  of  the  deferral 
privilege  would,  by  slowing  down  direct  investment  outflows  anil  by 
speeding  up  repatriation  of  earnings,  decrease  the  balance-of -payments 
deficit  by  about  $400  million  annually.  This  bill,  of  course,  would  not 
be  nearly  so  beneficial.  In  its  present  from  it  would  be  of  little  assist¬ 
ance.  A  good,  tight,  tax  haven  bill  would  assist  in  the  balance  of 
payments  in  the  order  of  $200  to  $300  million. 

VI 

SPECIFIC  PROVISIONS 


The  best  and  indeed  the  only  sure  way  to  achieve  substantial 
equity,  guard  against  the  untoward  weakening  ol  American  industiy 
and  assist  in  the  solution  of  the  balance-of-payments  problem  through 
taxation  is  to  tax  American  taxpayers  annually  on  income  and  profits 
earned  anywhere  in  the  world.  1  his  would  restore  neutrality  as  to 
taxation,  allowing  economic  forces  to  play  their  proper  role  in  eco¬ 
nomic  decisions  relating  to  investment  choices  at  home  or  abioad. 
This  would  insure  that  the  corporation  which  helps  to  build  up  a 
depressed  area  in  the  United  States  would  be  treated  as  fairly  by  the 
Federal  Government  as  the  corporation  which  builds  up  the  economy 
of  Western  Europe.  The  most  important  section  of  the  subject  bill 
dealing  with  foreign  operations  has,  however,  been  drawm  up  on  the 
theory  that  the  partial  elimination  of  tax  haven  advantages  is 

sufficient.  .  .  ,  , 

There  is  no  question  that  the  complete  elimination  of  tax  haven 
operations  would  help  materially.  It  is  through  the  combination  oi  a 
sales  subsidiary,  a  service  subsidiary,  and  a  holding  company  located 
in  a  tax  haven  country,  Switzerland,  for  example,  that  the  U.S.-owned 
manufacturing  company  in  Germany — or  other  relatively  high-tax 
foreign  country — is  able  to  reduce  its  German  tax  to  a  rate  well  below 
the  stated  rate  of  51  percent.  If  tax  havens  are  made  less  profitable 
from  a  tax  standpoint,  the  manufacturing  operations  which  support 
them  will  have  to  be  justified  on  economic  grounds,  not  on  grounds  of 
tax  avoidance,  whether  the  taxes  avoided  are  United  States  or  foreign. 

The  Finance  Committee,  by  approving  even  these  imperfect  provi¬ 
sions,  does  recognize  that  certain  changes  in  existing  law  should  be 

made.  ...  t 

1.  It  is  recognized  that  numerous  abuses  exist  m  the  operation  ot 
certain  types  of  corporations  organized  in  certain  low-tax  countries. 
While  this  tax  haven  problem  is  recognized,  it  is  not'  completely 


corrected. 

2.  It  is  recognized  that  many  individual  U.S.  citizens  are  living 
abroad  for  the  purpose,  or  with  the  result,  of  escaping  proper  L  .S. 
taxation.  But  the  provisions  of  the  bill  are  insufficient  to  deal  with  the 
problem.  It  will  still  be  highly  profitable,  under  the  terms  of  this  bill, 
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for  a  U.S.  citizen  to  live  abroad  and  thereby  avoid  paying  his  fair  share 
of  the  cost  of  U.S.  and  free  world  defense  and  essential  Government 
services. 

3.  It  is  recognized  that  there  are  numerous  abuses  in  setting  up 
foreign  trusts  for  the  purpose  of  escaping  U.S.  taxation. 

4.  It  is  recognized  that  there  have  been  abuses  in  the  liquidation 
of  foreign  corporations,  with  the  result  that  accumulated  ordinary 
income  is  being  brought  into  the  country  in  a  form  which  allows  it  to 
be  taxed  at  the  low  capital  gains  rate,  if  at  all. 

5.  It  is  recognized  that  the  U.S.  estate  tax  has  been  avoided  by 
some  through  the  device  of  investing  in  foreign  real  estate,  even  in 
contemplation  of  death. 

6.  It  is  recognized  that  the  law  as  now  written  allows  both  a  partial 
credit  and  a  deduction  for  foreign  income  and  related  taxes.  For 
some  reason,  presumably  because  it  is  recognized  that  tax  reductions 
do  act  as  subsidies  to  draw  capital  investment  abroad,  the  committee 
allows  this  double  benefit  to  be  continued  in  less  developed  countries. 

7.  It  is  recognized  that  present  law  does  not  require  sufficiently 
stringent  reporting  of  foreign  economic  activities  of  American  in¬ 
terests. 

In  order  for  the  bill  to  be  really  meaningful  in  correcting  the  im¬ 
perfections  in  existing  law  which  have  been  recognized,  however, 
certain  minimum  changes  must  be  made. 

1 .  Section  12 - — Controlled  foreign  corporations 

(a)  This  entire  section,  embodying  as  it  does  the  tax  haven 

approach,  ought  to  be  deleted  and  have  substituted  therefor  the  com¬ 
plete  removal  of  the  deferral  privilege.  Language  to  accomplish  this 
objective  exists  in  amendment  6-19-62 - A  to  H.R.  10650,  previ¬ 

ously  offered. 

( b )  The  tax  haven  approach,  if  sufficiently  rigorous,  does  repre¬ 
sent  a  step  forward.  Should  the  Senate  decide  to  proceed  with  this 
approach,  this  section  should  be  amended  in  at  least  the  following 
ways : 

(1)  The  de  minimus  rule  should  be  restored  to  20  percent. 

(2)  The  exception  for  export  trade  income  of  “Export  Trade 
Corporations”  should  be  deleted. 

(3)  The  exception  for  dividend  and  interest  income  from  less 
developed  countries,  together  with  profits  realized  from  the  sale 
of  investments  in  less  developed  countries,  should  be  deleted. 

2.  Section  9 — The  gross-up 

This  provision  should  be  made  applicable  to  income  from  subsidiary 
corporations  operating  anywhere  in  the  world,  as  provided  by  the 
House-passed  bill.  There  is  no  equity  in  allowing  both  a  deduction 
and  a  partial  credit  for  income  taxes  paid  to  certain  countries.  The 
operation  of  existing  law  in  this  area  is  capricious  and  even  perverse, 
and  is  not  a  suitable  vehicle  for  a  subsidy,  should  it  be  felt  that  a 
subsidy  is  needed  or  desirable. 

3.  Section  1 1 — Income  earned,  abroad 

There  is  no  equity  in  allowing  individual  U.S.  citizens  living  abroad, 
either  temporarily  or  on  a  more  permanent  bona  fide  basis,  to  pay 
less  taxes  than  citizens  and  residents  here  at  home.  All  benefit  from 
services  rendered  by  both  the  U.S.  Government  and  the  government 
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of  their  host  countries.  All  should  contribute  toward  the  cost  of 
U.S.  and  free  world  protection.  It  is  particularly  inappropriate  to 
allow  a  phasing-in  of  taxes  on  fringe  benefits. 

Conclusions 


On  balance,  the  bill  as  reported  by  the  Finance  Committee  is  a 
poor  one.  Although  there  are  worthwhile  sections  in  the  bill  these 
are  hardly  sufficient  to  outweigh  those  sections  which  are,  either  in 
whole  or  in  part,  faulty. 

As  we  have  already  pointed  out,  many  of  the  President’s  major 
recommendations  have  been  ignored  or  watered  down.  The  com¬ 
mittee  has  chosen  to  strike  the  withholding  provision,  which  was 
passed  by  the  other  body.  It  has  failed  to  include  in  the  bill  such 
obviously  needed  reforms  as  the  repeal  of  the  dividend  credit  and 
exclusion  as  recommended  by  the  President.  In  almost  every 
instance,  expense  accounts  and  foreign  operations,  for  example,  where 
the  committee  did  approve  a  section  or  provision  recommended  by 
the  President  and  adopted  by  the  House,  that  provision  has  been 
materially  weakened. 

As  if  the  emasculation  of  many  of  the  President’s  major  recommenda¬ 
tions  were  not  enough,  the  Finance  Committee  has  added,  by  way 
of  afterthought,  several  rather  petty  addenda  to  the  bill.  Sections  21 
through  26  really  have  no  place  in  this  bill.  Some  of  these  additions 
are  really  private  bills  masquerading  as  general  legislation,  while 
others  are  of  such  minor  consequence  that  they  have  far  too  little 
stature  to  warrant  their  consideration  in  this  bill  when  so  many  more 
important  subjects  are  being  left  to  a  later,  more  general,  tax  reform 
bill.  Some  of  these  sections,  indeed,  standing  alone  are  hardly 
veto  proof. 

The  Senate  must  now  proceed  to  a  painstaking  examination  of  each 
provision  contained  in  this  bill.  We  would  hope  that  there  will  be 
full  and  free  debate  on  all  provisions  and  that  each  individual  Senator 
will  examine  all  provisions  and  all  amendments  which  will  be  offered 
with  care  and  join  in  an  earnest  endeavor  to  put  this  bill  in  a  form 
more  closely  resembling  the  President’s  recommendations. 

Should  the  Senate  or  the  conference  committee  fail  to  make  sub¬ 
stantial  improvements,  it  will  be  our  painful  duty,  despite  the  worth¬ 
while  provisions  which  are  contained  in  this  bill,  to  oppose  its  final 


passage. 


Paul  H.  Douglas. 
Albert  Gore. 
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87th  CONGRESS 
2d  Session 


Calendar  No.  1 843 

H.  R.  10650 

[Report  No.  1881] 

IN  THE  SENATE  OE  THE  UNITED  STATES 

April  2, 1962 

Read  twice  and  referred  to  the  Committee  on  Finance 

August  16  (legislative  day,  August  15),  1962 
Reported  by  Mr.  Kerr,  with  amendments 

[Omit  the  part  struck  through  or  enclosed  in  black  brackets  and  insert  the  part  printed 

in  italic] 


AN  ACT 

To  amend  the  Internal  Revenue  Code  of  1954  to  provide  a 
credit  for  investment  in  certain  depreciable  property,  to 
eliminate  certain  defects  and  inequities,  and  for  other 
purposes. 

1  Be  it  enacted  by  the  Senate  and  House  of  Representa- 

2  tives  of  the  United  States  of  America  in  Congress  assembled, 

3  SECTION  1.  SHORT  TITLE,  ETC. 

4  (a)  Short  Title.— This  Act  may  he  cited  as  the 

5  “Revenue  Act  of  1962”. 


I 


2 


1 


(b)  Table  of  Contents.— 


Seer  4t  Short  title;  eter 

-far)-  Short  titter 

-(h)-  Table  ©4  contents. 

fef  Amendment  ©4  1951  code; 

Seer  Or.  Credit  ter  investment  in  certain  depreciable  prop¬ 
erty.- 


-far)-  Allowance  ©4  ereditr 
fhf  Rides  tee  computing  ereditr 
-f e)-  Certain  corporate  acquisitions.- 
-fd-)-  Clerical  amendment.- 
fef  -Effective  date. 

Seer  dr  Appearances,  et©^  with  res-pcet  te 
-far)-  in  general. 
fh)-  Effective  deter 

Seer  4t  DieaHowanec  ©4  eer-tain  entertainment;  eterj  ex¬ 


penses. 

faf  Denial  ©4  deduction. 
fh)-  -Traveling  expenses.- 
fe)-  Effective  deter 

Seer  5r  Amount  ©4  distribution  where  certain  4©rcign  eer- 
porations  distribute  property  in  kind. 
fa)-  Amount  distribute  dr 
fhf  -Basis. 

fe)-  Dividends  received  from  eerta-in  4oreign 
corporations. 

fdf  Credit  4er  -foreign  taxes.- 
fe)-  -Effective  date. 

Seer  C  Amendment  ©4  seet-ion  48dr 
faf  4n  general. 
f-h)-  Cierieal  amendment. 
f ef  Effective  date. 

Seer  E  Distributions  ©4  -foreign  personal  holding  company 
income. 

fa)-  Definition  ©4  foreign  personal  holding 
company. 

fhf  Amount  ©4  undistributed  ineomc. 
fef  Effective  date. 

Seer  dr  Mutual  savings  banks,  eter 

faf  -Reserves  4©r  losses  ©n  loans. 
fhf  Foreclosure  ©n  property  securing  loans. 
fef  Definition  ©4  domestic  building  and  loan 
association. 

fdf  Clerical  amendments. 

fef  Repeal  ©4  exemption  4rem  communications 

and  transportation  ©4  persons  taxes. 
f-ff  -Effective  dates.- 
Seer  hr  Distributions  by  4orcign  trusts. 
faf  Definitions. 

fhf  Accumulation  distributions  ©4  foreign 
trusts; 
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(b)  Table  of  Contents— Continued 


Seer  0.  Distributions  fey  foreign  trusts: — Continued 

-(e)-  Allocation  of  accumulation  distributions 
to  preceding-  years? 

-(d)-  Amounts  treated  as  received  in  prior  years? 
-(e)-  Special  rules  for  foreign  trusts? 

-(fe).  Information  returns  with  respect  to  for¬ 
eign  trusts? 

-fg-)-  Failure  to  file  information  returns.- 
-(b)-  United  States  person  defined? 

-(i).  Tcclinieaf  amendmento.- 
•(y)-  Effective  date? 

gcc_  ip.  Mutual  insuraneo  companies  (other  than  life;  ffift- 
rinej  and  certain  fire  insurance  companies)-;  etc? 
-(n)-  Imposition  of  tax? 

-(fe)-  taxable  investment  income? 

-(o)-  Statutory  underwriting  income  or  loss? 

(fl)  Mutual  fire  insurance  companies  operating 
on  basis  of  premium  deposits.- 
-(e)-  Election  of  certain  mutual  companies  to  fee 
taxed  on  total  income? 

-(f)-  Technical  amendments;  ete? 

-(g)-  Effective  date? 

gCC-  M?  Domestic  corporations  receiving  dividends  from 
foreign  corporations.- 

-(a)-  Entire  amount  of  foreign  tax  to  fee  taken 

-(fe)-  Inclusion  in  gross  income  of  amount  equal 
to  taxes  deemed  paid? 

-(e)-  Determination  of  sou-ree  of  dividends  re¬ 
ceived  from  certain  foreign  corporations? 
-(d)-  Repeal  of  section  002(d)-. 

-(e)-  Technical  amendments? 

-(f)-  -Effective  date? 

gcc.  qo.  Earned  income  from  sources  without  the  United 
States? 

-(a)-  limitation  on  amount  and  type  of  income 
excluded? 

-(fe)-  Computation  of  employees2  contributions? 
-(e)-  Effective  date? 

gee?  Id?  Controlled  foreign  corporations? 

-(a)-  fn  general-? 

.(fe)-  Technical  and  clerical  amendments? 

-(e)-  Effective  date? 

gee,  fefe  Gain  from  dispositions  of  certain  depreciable  prop- 
vi vy • 

-(a)-  In  general? 

-(b)-  Change  in  method  of  depreciation? 

■(e)-  Salvage  value  of  personal  property.- 

section  -12 -to  property? 

-(c)-  -Technical  amendments? 

-(f)-  Effective  date? 
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(b)  Table  of  Contents. — Continued 

Seer  IE  -Foreign  investment  companies. 

-{*4  Treatment,  el  sale  el  stock  el  foreign  in¬ 
vestment  companies: 

-(b)-  Conforming  amendments: 

•(e)-  Effective  date.- 

Seer  Us  Gain  from  certain  sales  or  exchanges  el  stock  in 
certain  foreign  corporations. 

-fa)-  Treatment  el  gain  from  the  redemption,- 
eaneehatieftj  or  sale  el  stock  in  certain 
foreign  corporations. 

-(-h)-  Clerical  amendment. 

-(e)-  Effective  date. 

flee:  Vh  Tan  treatment  of  cooperatives  and  patrons.- 
-(a)-  In  general.- 
-(h)-  Technical  amendments. 

-(e)-  Effective  dates: 

Seer  ftf 


-(a)-  Amendments  to  include  foreign  real  prop¬ 
erty. 

-(h)-  -Effective  date.- 

See  Iff  Withholding  of  -income  tax  at  source  on  interest; 
dividends,-  and  patronage  dividends. 

-(a)-  In  general.- 

-(h)-  Credits  against  income  tax  for  tax  with¬ 
held: 

-(e)-  -Interest  and  dividends  paid  to  i 
aliens,-  etc: 


See  ST 


tionS: 

Other  technical  amendments 
Effective  dates.- 

unt  li  me  I , 

TV  1  LI  I  1  I'.J  |  JUJ  l  TT7  1 

to  he  furnished-  by  individ¬ 
uals,  domestic  corporations,  eter;  with  re- 
speet  to  certain  -foreign  corporations. 

ization  of  foreign  corporations  and  as  to 
acquisitions  of  their  stock.- 
-(e)-  Civil  penalty  for  failuro  to  hie : 

-(e)-  Eff-eet-i-vc  date? 

Treaties. 

Short  title ,  etc. 

(a)  Short  title. 

(b)  Table  of  contents. 

( c )  Amendment  of  1951).  code. 

Sec.  2.  Credit  for  investment  in  certain 

property. 

(a)  Allowance  of  credit. 

(b)  Rules  for  computing  credit. 

( c )  Deduction  for  unused  credit. 


Qop  0 1 

Sec.  1. 


depreciable 


5 


1  (b)  Table  of  Contents. — Continued 

Sec.  2.  Credit  for  investment — Continued 

{d)  Certain  cor  for  ate  acquisitions. 

(e)  Statutes  of  limitations  and  interest  relating 
to  investment  credit  carrybacks. 

(/)  Technical  amendment. 

( g )  Clerical  amendments. 

(A)  Effective  date. 

Sec.  3.  Affearances ,  etc.,  with  respect  to  legislation. 

(a)  In  general. 

( b )  Effective  date. 

Sec.  4.  Disallowance  of  certain  entertainment,  etc.,  ex¬ 
penses. 

(a)  Denial  of  deduction. 

(b)  Traveling  expenses. 

( c )  Effective  date. 

Sec.  5.  Amount  of  distribution  where  certain  foreign  cor¬ 
porations  distribute  property  in  kind. 

( a )  Amount  distributed. 

(b)  Basis. 

(c)  Dividends  received  from  certain  foreign 

corporations. 

(d)  Effective  date. 

Sec.  6.  Mutual  savings  banks,  etc. 

(a)  Reserves  for  losses  on  loans. 

(b)  Foreclosure  on  property  securing  loans. 

(c)  Definition  of  domestic  building  and  loan 

association. 

(d)  Clerical  amendments. 

(e)  Repeal  of  exemption  from  certain  excise 

taxes. 

(/)  Deduction  for  dividends  or  interest  paid 
on  deposits. 

(g)  Effective  dates. 

Sec.  7.  Distributions  by  foreign  trusts. 

(а)  Definitions. 

(б)  Accumulation  distributions  of  foreign 

trusts. 

(c)  Allocation  of  accumulation  distributions  to 

preceding  years. 

(d)  Amounts  treated  as  received  in  prior  years. 

(e)  Special  rules  for  foreign  trusts. 

(/)  Information  returns  with  respect  to  foreign 
trusts. 

(g)  Failure  to  file  information  returns. 

(A)  United  States  person  defined. 

( i )  Technical  amendments. 

( j )  Effective  date. 

Sec.  8.  Mutual  insurance  companies  ( other  than  life, 
marine,  and  certain  fire  or  flood  insurance  com¬ 
panies),  etc. 

(a)  Imposition  of  tax. 

( b )  Taxable  investment  income. 
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1  (b)  Table  of  Contents. — Continued 

Sec.  8.  Mutual  insurance  companies — Continued 

(c)  Statutory  underwriting  income  or  loss. 

( d )  Exemption  from  tax. 

( e )  Mutual  fire  insurance  companies  operating 

on  basis  of  premium  deposits. 

(/)  Election  of  certain  mutual  companies  to  be 
taxed  on  total  income. 

(g)  Technical  amendments ,  etc. 

(h)  Effective  date. 

Sec.  9.  Domestic  corporations  receiving  dividends  from 
foreign  corporations. 

( a )  Foreign  taxes  deemed  paid  by  domestic 

corporations. 

(b)  Inclusion  in  gross  income  of  amount  equal 
to  taxes  deemed  paid. 

( c )  Determination  of  source  of  dividends  re¬ 

ceived  from  certain  foreign  corporations. 

(d)  Technical  amendments. 

( e )  Effective  date. 

Sec.  10.  Separate  limitation  on  foreign  tax  credit  with  re¬ 
spect  to  certain  interest  income. 

(a)  Limitation  on  foreign  tax  credit. 

(b)  Effective  date. 

Sec.  11.  Earned  income  from  sources  without  the  United 
States. 

(a)  Limitation  on  amount  and  type  of  income 

excluded. 

(b)  Computation  of  employees ’  contributions. 

( c )  Effective  date. 

Sec.  12.  Controlled  foreign  corporations. 

(a)  In  general. 

( b )  Technical  and  clerical  amendments. 

(c)  Effective  date. 

Sec.  13.  Gain  from  dispositions  of  certain  depreciable  prop¬ 
erty. 

(a)  In  general. 

(b)  Change  in  method  of  depreciation. 

(c)  Salvage  value  of  personal  property. 

(d)  Special  rule  for  charitable  contributions  of 

section  12  f  5  property. 

( e )  Computation  of  taxable  income  for  pur¬ 

poses  of  limitation  on  percentage  deple¬ 
tion  deduction. 

(/)  Technical  amendments. 

( g )  Effective  dates. 

Sec.  Ilf..  Foreign  investment  companies. 

(a)  Treatment  of  sale  of  stock  of  foreign  in¬ 

vestment  companies. 

( b )  Conforming  amendments. 

( c )  Effective  date. 
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1  (b)  Table  of  Contents. — Continued 

Sec.  15.  Gain  from  certain  sales  or  exchanges  of  stock  in 
certain  foreign  corporations. 

(a)  Treatment  of  gain  from  the  redemption , 

cancellation ,  or  sale  of  stock  in  certain 
foreign  corporations. 

( b )  Clerical  amendment. 

( c )  Effective  date. 

Sec.  16.  Sales  and  exchanges  of  patents ,  etc.,  to  certain  for¬ 
eign  corporations. 

(a)  Treatment  of  gain  as  ordinary  income. 

(b)  Clerical  amendment. 

( c )  Effective  date. 

Sec.  17.  Tax  treatment  of  cooperatives  and  patrons. 

(a)  In  general. 

(b)  Technical  amendments. 

( c )  Effective  dates. 

Sec.  18.  Inclusion  of  foreign  real  property  in  gross  estate. 

{a)  Amendments  to  include  foreign  real 
property. 

(b)  Effective  date. 

Sec.  19.  Reporting  of  interest ,  dividend ,  and  patronage  divi¬ 
dend  payments  of  $10  or  more  during  a  year. 

(a)  Returns  regarding  payment  of  dividends. 

(b)  Returns  regarding  payment  of  patronage 

dividends. 

(c)  Returns  regarding  payment  of  interest. 

(d)  Penalties  for  failure  to  file  information 

returns. 

(, e )  Penalties  for  failure  to  furnish  statements 
to  persons  with  respect  to  whom  returns 
are  fled. 

(/)  Technical  amendments. 

(g)  Clerical  amendments. 

(h)  Effective  dates. 

Sec.  %0.  Information  with  respect  to  certain  foreign  entities. 

( a )  Information  to  be  furnished  by  individuals , 

domestic  corporations ,  etc.,  with  respect 
to  certain  foreign  corporations. 

( b )  Information  as  to  organization  or  re¬ 

organization  of  foreign  corporations  and 
as  to  acquisitions  of  their  stock. 

( c )  Civil  penalty  for  failure  to  fie  return. 

(d)  T echnical  amendments. 

( e )  Effective  date. 

Sec.  21.  Expenditures  by  farmers  for  clearing  land. 

(a)  Allowance  of  deduction. 

(b)  Clerical  amendment. 

(c)  Effective  date. 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 


8 


(b)  Table  of  Contents. — Continued 

Sec.  22.  Charitable  contributions  made  from  income  attrib¬ 
utable  to  several  taxable  years. 

( a )  T reatment  for  purposes  of  part  I  of  sub¬ 
chapter  Q. 

( b )  Effective  date. 

Sec.  23.  Effective  date  of  section  1371(c)  of  the  Internal 
Revenue  Code  of  1954. 

(a)  In  general. 

(b)  Election  and  consent  by  corporations / 

consents  by  shareholders. 

( c )  Tolling  of  statutes  of  limitations. 

Sec.  24.  Certain  losses  sustained  in  converting  from  street 
railway  to  bus  operations. 

(a)  In  general. 

(b)  Unused  conversion  loss  defined. 

(c)  Treatment  of  unused  conversion  loss. 

(d)  Regulations. 

Sec.  25.  Pension  plan  of  Local  Union  Numbered  435 ,  Inter¬ 
national  Hod  Carriers ’  Building  and  Common 
Laborers'1  Union  of  America. 

Sec.  26.  Continuation  of  a  partnership  year  for  surviving 
partner  in  a  two-man  partnership  where  one  dies. 

(a)  Close  of  taxable  year  of  two-man  partner¬ 

ship  when  one  partner  dies. 

(b)  Effective  date ,  etc. 

Sec.  27.  Treaties. 

(c)  Amendment  of  1954  Code. — Whenever  Except 
as  otherwise  expressly  provided,  whenever  in  this  Act  an 
amendment  or  repeal  is  expressed  in  terms  of  an  amendment 
to,  or  repeal  of,  a  section  or  other  provision,  the  reference 
shall  be  considered  to  be  made  to  a  section  or  other  provision 
of  the  Internal  Revenue  Code  of  1954. 

SEC.  2.  CREDIT  FOR  INVESTMENT  IN  CERTAIN  DEPRE¬ 
CIABLE  PROPERTY. 

(a)  Allowance  of  Credit— Part  IV  of  subchapter 
A  of  chapter  1  (relating  to  credits  against  tax)  is  amended 
by  redesignating  section  38  as  section  40  39  and  by  inserting 
after  section  37  the  following  new  section: 
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1  “SEC.  38.  INVESTMENT  IN  CERTAIN  DEPRECIABLE  PROP- 

2  ERTY. 

3  “  (a)  General  Rule. — There  shall  be  allowed,  as  a 

4  credit  against  the  tax  imposed  by  this  chapter,  the  amount 

5  determined  under  suhpart  B  of  this  part. 

6  “(b)  Regulations— The  Secretary  or  his  delegate 

7  shall  prescribe  such  regulations  as  may  he  necessary  to  carry 

8  out  the  purposes  of  this  section  and  subpart  B. 

9  (b)  Rules  for  Computing  Credit.— Part  IV  of  sub- 

10  chapter  A  of  chapter  1  is  amended  by  adding  at  the  end 

11  thereof  the  following  new  subpart: 

12  "Subpart  B — Rules  for  Computing  Credit  for  Investment 

13  in  Certain  Depreciable  Property 

"Sec.  46.  Amount  of  credit. 

"Sec.  47.  Certain  dispositions,  etc.,  of  section  38  property. 

“Sec.  48.  Definitions ;  special  rules. 

14  “SEC.  46.  AMOUNT  OF  CREDIT. 

15  “  (a)  Determination  of  Amount. — 

16  “  ( l )  General  rule. — The  amount  of  the  credit 

17  allowed  by  section  38  for  the  taxable  year  shall  he  equal 

18  to  7  percent  of  the  qualified  investment  (as  defined  m 

19  subsection  (c) ) . 

20  “(2)  Limitation  based  on  amount  of  tax. 

21  Notwithstanding  paragraph  (1),  the  credit  allowed  by 

22  section  38  for  the  taxable  year  shall  not  exceed— 
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“(A)  so  much  of  the  liability  for  tax  for  the 
taxable  year  as  does  not  exceed  $25,000,  plus 

“(B)  25  percent  of  so  much  of  the  liability 
for  tax  for  the  taxable  year  as  exceeds  $25,000. 
“(3)  Liability  fob  tax. — For  purposes  of  para¬ 
graph  (2) ,  the  liability  for  tax  for  the  taxable  year  shall 
be  the  tax  imposed  by  this  chapter  for  such  year, 
reduced  by  the  sum  of  the  credits  allowable  under — 

“(A)  section  33  (relating  to  foreign  tax 
credit) , 

“(B)  section  34  (relating  to  dividends  re¬ 
ceived  by  individuals) , 

“(C)  section  35  (relating  to  partially  tax- 
exempt  interest) ,  and 

“(D)  section  37  (relating  to  retirement  in¬ 
come)  . 

For  purposes  of  this  paragraph,  any  tax  imposed  for  the 
taxable  year  by  section  531  (relating  to  accumulated 
earnings  tax)  or  by  section  541  (relating  to  personal 
holding  company  tax)  shall  not  be  considered  tax 
imposed  by  this  chapter  for  such  year. 

“(4)  Mareied  individuals.— In  the  case  of  a 
husband  or  wife  who  files  a  separate  return,  the  amount 
specified  under  subparagraphs  (A)  and  (B)  of  para¬ 
graph  (2)  shall  be  $12,500  in  lieu  of  $25,000.  This 
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paragraph  shall  not  apply  if  the  spouse  of  the  taxpayer 
has  no  qualified  investment  for,  and  no  unused  credit 

carryback  or  carryover  to,  the  taxable  year  of  such 
spouse  which  ends  within  or  with  the  taxpayer’s  taxable 
year. 

“(5)  Affiliated  gkoups—  In  the  case  of  an 
affiliated  group,  the  $25,000  amount  specified  under 
subparagraphs  (A)  and  (B)  of  paragraph  (2)  shall  be 
reduced  for  each  member  of  the  group  by  apportioning 
$25,000  among  the  members  of  such  group  in  such 
manner  as  the  Secretary  or  his  delegate  shall  by  regula¬ 
tions  prescribe.  Bor  purposes  of  the  preceding  sentence, 
the  term  affiliated  group’  has  the  meaning  assigned  to 
such  term  by  section  1504  (a) ,  except  that  all  corpora¬ 
tions  shall  be  treated  as  includible  corporations  (with¬ 
out  any  exclusion  under  section  1504  (b)  ) . 

“  (bf  M^eae  Camiyovee  -of  4Jnuses  -€bebits, — 
Allowance  op  gbedit.-  -df  the  amount  of 
the  credit  determined  under  subsection  (a)  (4-)-  fer  any 
■taxable  year  exceeds  the  limitation  provided  hy  sebsee- 
1dm  for  seeb  taxable  year  -(hereinafter  in  this 

subsection  referred  to  as  -unused  credit  year  )  7  such 
excess  shah  he  added  to  the  amount  allowable  as  a  credit 
by  section  £8  for  each  of  the  6  succeeding  taxable  years 
to  the  extent  not  taken  into  account  for  taxable  years 
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intervening  between  the  unused  eredit  yea?  and  sueh 
succeeding  taxable  year. 

LiMiTArrox^ — dhe  amount  el  the  unused 
e-red  it  which  may  he  added  under  paragraph  -{Af-  f0*  a«y 
succeeding  taxable  year  shall  net  exceed  the  amount  by 
which  the  hmitatien  presided  by  subsection  -(a)  (£)-  for 
such  taxable  year  exceeds  the  sum  ef — 

-(A)-  the  erodlt  allowable  under  subsection 
-(a)  -(1 )  fee  sueh  taxable  ycarj  and 

-  (B)-  the  amounts  which,  by  reason  ef  this 
subsection,  are  added  te  the  amount  allowable  for 
such  taxable  year  and  attributable  te  taxable  years 
preceding  the  unused  credit  year. 

“(b)  Carryback  and  Carryover  of  Unused 
Credits. — 


“( 1)  Allowance  of  credit— If  the  amount  of 
the  credit  determined  under  subsection  (a)(1)  for 
any  taxable  year  exceeds  the  limitation  provided  by 
subsection  (a)(2)  for  such  taxable  year  (hereinafter 
in  this  subsection  referred  to  as  ‘unused  credit  year\), 
such  excess  shall  be — 

“(A)  an  investment  credit  carryback  to  each 
of  the  3  taxable  years  preceding  the  unused  credit 
year ,  and 
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“(B)  an  investment  credit  carryover  to  each, 
of  the  5  taxable  years  following  the  unused  credit 
year, 

and  shall  be  added  to  the  amount  alloivable  as  a  credit 
by  section  38  for  such  years,  except  that  such  excess 
may  be  a  carryback  only  to  a  taxable  year  ending  after 
June  30,  1962.  The  entire  amount  of  the  unused 
credit  for  an  unused  credit  year  shall  be  carried  to  the 
earliest  of  the  8  taxable  years  to  which  (by  reason  of 
subparagraphs  (A)  and  (B))  such  credit  may  be 
carried,  and  then  to  each  of  the  other  7  taxable  years 
to  the  extent  that,  because  of  the  limitation  contained 
in  paragraph  (2),  such  unused  credit  may  not  be  added 
for  a  prior  taxable  year  to  ivhich  such  unused  credit 
may  be  carried. 

“( 2)  Limitation. — The  amount  of  the  unused 
credit  which  may  be  added  under  paragraph  (1)  for 
any  preceding  or  succeeding  taxable  year  shall  not 
exceed  the  amount  by  which  the  limitation  provided 
by  subsection  (a)(2)  for  such  taxable  year  exceeds 
the  sum  of — 

“(A)  the  credit  allowable  under  subsection 
(a)(1)  for  such  taxable  year,  and 

“(B)  the  amounts  which,  by  reason  of  this  sub- 
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section,  are  added  to  the  amount  allowable  for  such 
taxable  year  and  attributable  to  taxable  years  'pre¬ 
ceding  the  unused  credit  year. 

“(3)  Effect  of  net  operating  loss  carry¬ 
back. — To  the  extent  that  the  excess  described  in  para¬ 
graph  (1 )  arises  by  reason  of  a  net  operating  loss  carry¬ 
back,  subparagraph  (A)  of  paragraph  (1)  shall  not 
apply. 

“(4)  Taxable  year  beginning  before  july 
1,  1962. — For  purposes  of  determining  the  amount  of  an 
investment  credit  carryback  that  may  be  added  under 
paragraph  (1)  for  a  taxable  year  beginning  before  J uly 
1,  1962,  and  ending  after  June  30,  1962,  the  amount 
of  the  limitation  provided  by  subsection  (a)(2)  is  the 
amount  which  bears  the  same  ratio  to  such  limitation  as 
the  number  of  days  in  such  year  after  June  30,  1962, 
bears  to  the  total  number  of  days  in  such  year. 

“(c)  Qualified  Investment  — 

“  ( 1 )  In  general. — For  purposes  of  this  subpart, 
the  term  ‘qualified  investment’  means,  with  respect  to 
any  taxable  year,  the  aggregate  of — 

“(A)  the  applicable  percentage  of  the  basis  of 
each  new  section  38  property  (as  defined  in  section 
48(b)  )  placed  in  service  by  the  taxpayer  during 
such  taxable  year,  plus 
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“(B)  the  applicable  percentage  of  the  cost  of 
each  used  section  38  property  (as  defined  in  section 
48  (c)  (1) )  placed  in  service  by  the  taxpayer  dur¬ 
ing  such  taxable  year. 

“  (2)  Applicable  peecentage. — For  purposes  of 
paragraph  ( 1 ) ,  the  applicable  percentage  for  any  prop¬ 
erty  shall  be  determined  under  the  following  table: 


“If  the  useful  life  is — 

The  applicable 
percentage  is — 

33y3 

66% 

100 

For  purposes  of  this  paragraph,  the  useful  life  of  any 
property  shall  be  determined  as  of  the  time  such  property 
is  placed  in  service  by  the  taxpayer. 

“  ( 3 )  Public  utility  peopeety. — 

“  (A)  In  the  case  of  section  38  property  which 
is  public  utility  property,  the  amount  of  the  qualified 
investment  shall  he  3/7  of  the  amount  determined 
under  paragraph  (1). 

“(B)  For  purposes  of  subparagraph  (A) ,  the 
term  ‘public  utility  property’  means  property  used 
predominantly  in  the  trade  or  business  of  the  fur¬ 
nishing  or  sale  of — 

“  (i)  electrical  energy,  water,  or  sewage 
disposal  services, 
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“  (ii)  gas  through  a  local  distribution  sys¬ 
tem, 

“  (iii)  telephone  service,  or 
“  (iv)  telegraph  service  by  means  of  do¬ 
mestic  telegraph  operations  (as  defined  in 
section  222  (a)  (5)  of  the  Communications  Act 
of  1934,  as  amended;  47  U.S.C.,  sec.  222  (a) 

(5)), 

if  the  rates  for  such  furnishing  or  sale,  as  the  case 
may  be,  have  been  established  or  approved  by  a 
State  or  political  subdivision  thereof,  by  an  agency 
or  instrumentality  of  the  United  States,  or  by  a 
public  service  or  public  utility  commission  or  other 
similar  body  of  any  State  or  political  subdivision 
thereof. 

“(4)  Certain  replacement  property. — For 
purposes  of  paragraph  (1),  if  section  38  property  is 
placed  in  service  by  the  taxpayer  to  replace  property 
which  was — 

“(A)  destroyed  or  damaged  by  fire,  storm,  ship¬ 
wreck,  or  other  casualty,  or 
“(B)  stolen, 

the  basis  of  such  section  38  property  (in  the  case  of 
new  section  38  property),  or  the  cost  of  such  section 
38  property  (in  the  case  of  used  section  38  property), 
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which  (hut  for  this  paragraph)  would  he  taken  into 
account  under  paragraph  (1)  shall  he  reduced  hy  an 
amount  equal  to  the  amount  received  hy  the  taxpayer  as 
compensation,  hy  insurance  or  otherwise,  for  the  property 
so  destroyed,  damaged,  or  stolen,  or  to  the  adjusted  basis 
of  such  property,  whichever  is  the  lesser.  No  reduction 
in  basis  or  cost  shall  he  made  under  the  preceding  sentence 
in  any  case  in  which  the  reduction  in  qualified  investment 
attributable  to  the  substitution  required  hy  section  47 ( a) 
a)  with  respect  to  the  property  so  destroyed,  damaged, 
or  stolen  (determined  without  regard  to  section  4/ (a) 
(4))  is  greater  than  the  reduction  described  in  the 
preceding  sentence. 

“(d)  Limitations  With  Respect  to  Certain  PER¬ 
SONS 

“  (1)  In  general. — In  the  case  of — 

“  (A)  an  organization  to  which  section  593 

applies, 

“(B)  a  regulated  investment  company  or  a 
real  estate  investment  trust  subject  to  taxation  un¬ 
der  subchapter  M  (sec.  851  and  following) ,  and 
“(C)  a  cooperative  organization  described  in 

section  1381  (a) , 

the  qualified  investment  and  the  $25,000  amount 
H.R.  10650 - 2 
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specified  under  subparagraphs  (A)  and  (B)  of  sub¬ 
section  (a)  (2)  shall  equal  such  person’s  ratable  share 
of  such  items. 

“(2)  Ratable  share. — For  purposes  of  para¬ 
graph  ( 1 ) ,  the  ratable  share  of  any  person  for  any 
taxable  year  of  the  items  described  therein  shall  be — 
“(A)  in  the  case  of  an  organization  referred 
to  in  paragraph  (1)  (A) ,  50  percent  thereof, 

“(B)  in  the  case  of  a  regulated  investment 
company  or  a  real  estate  investment  trust,  the  ratio 

(i)  the  numerator  of  which  is  its  taxable  income  and 

(ii)  the  denominator  of  which  is  its  taxable  income 
computed  without  regard  to  the  deduction  for  divi¬ 
dends  paid  provided  by  section  852(b)  (2)  (D)  or 
857  (b)  (2)  (C) ,  as  the  case  may  be,  and 

“(C)  in  the  case  of  a  cooperative  organization, 
the  ratio  (i)  the  numerator  of  which  is  its  taxable 
income  and  (ii)  the  denominator  of  which  is  its 
taxable  income  increased  by  amounts  to  which 
section  1382  (b)  or  (c)  applies  and  similar  amounts 
the  tax  treatment  of  which  is  determined  without 
regard  to  subchapter  T  (sec.  1381  and  following) . 
For  purposes  of  subparagraph  (B)  of  the  preceding 
sentence,  the  term  ‘taxable  income’  means  in  the  case  of 
a  regulated  investment  company  its  investment  company 
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1  taxable  income  (within  the  meaning  of  section 

2  852(b)  (2)  ),  and  in  the  case  of  a  real  estate  invest- 

3  ment  trust  its  real  estate  investment  trust  taxable  in- 

4  come  (within  the  meaning  of  section  857  (b)  (2)  ). 

5  “SEC.  47.  CERTAIN  DISPOSITIONS,  ETC.,  OF  SECTION  38 

6  PROPERTY. 

7  “  (a)  General  Rule.— Under  regulations  prescribed 

8  by  the  Secretary  or  his  delegate — 

9  “  ( 1 )  Early  disposition,  etc.— If  during  any  tax- 

19  able  year  any  property  is  disposed  of,  or  otherwise 

11  ceases  to  be  section  38  property  with  respect  to  the  tax- 

12  payer,  before  the  close  of  the  useful  life  which  was  taken 

13  into  account  in  computing  the  credit  under  section  38, 

14  then  the  tax  under  this  chapter  for  such  taxable  year 

15  shall  be  increased  by  an  amount  equal  to  the  aggregate 

Id  decrease  in  the  credits  allowed  under  section  38  for  all 

17  prior  taxable  years  which  would  have  resulted  solely 

18  from  substituting,  in  determining  qualified  investment, 

19  for  such  useful  life  the  period  beginning  with  the  time 

20  such  property  was  placed  in  service  by  the  taxpayer  and 

21  ending  with  the  time  such  property  ceased  to  be  section 

22  38  property. 

23  “  (2)  Property  becomes  public  utility  prop- 

24  erty. — If  during  any  taxable  year  any  property  taken 

25  into  account  in  determining  qualified  investment  becomes 
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public  utility  property  (within  the  meaning  of  section 
46(c)  (3)  (B)  ),  then  the  tax  under  this  chapter  for 
such  taxable  year  shall  be  increased  by  an  amount  equal 
to  the  aggregate  decrease  in  the  credits  allowed  under 
section  38  for  all  prior  taxable  years  which  would  have 
resulted  solely  from  treating  the  property,  for  purposes 
of  determining  qualified  investment,  as  public  utility 
property  (after  giving  due  regard  to  the  period  before 
such  change  in  use) .  If  the  application  of  this  paragraph 
to  any  property  is  followed  by  the  application  of  para¬ 
graph  ( 1 )  to  such  property,  proper  adjustment  shall  be 
made  in  applying  paragraph  ( 1 ) . 

“(3)  Carryovers  Carrybacks  and  carry¬ 
overs  adjusted. — In  the  case  of  any  cessation  de¬ 
scribed  in  paragraph  (1 )  or  any  change  in  use  described 
in  paragraph  (2) ,  the  carrybacks  and  carryovers  under 
section  46  (b)  shall  be  adjusted  by  reason  of  such  cessa¬ 
tion  (or  change  in  use) . 

“(4)  Property  destroyed  by  casualty, 
etc. — No  increase  shall  be  made  under  'paragraph  (1) 
and  no  adjustment  shall  be  made  under  paragraph  (3) 
in  any  case  in  which — 

“(A)  any  property  is  disposed  of,  or  otherwise 
ceases  to  be  section  38  property  with  respect  to  the 
taxpayer,  on  account  of  its  destruction  or  damage 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 


21 


by  fire,  storm,  shipwreck,  or  other  casualty,  or  by 
reason  of  its  theft, 

“(B)  section  38  property  is  placed  in  service 
by  the  taxpayer  to  replace  the  property  described 
in  subparagraph  (A),  and 

“(C)  the  reduction  in  basis  or  cost  of  such 
section  38  property  described  in  the  first  sentence  of 
section  46(c)(4)  is  greater  than  the  reduction  in 
qualified  investment  which  (but  for  this  paragraph) 
would  be  made  by  reason  of  the  substitution  required 
by  paragraph  (1)  with  respect  to  the  property 
described  in  subparagraph  (A). 

“(b)  Section  Not  To  Apply  in  Cektatn  Oases. — 
Subsection  (a)  shall  not  apply  to — 

“  ( 1 )  a  transfer  by  reason  of  death,  or 
“  (2)  a  transaction  to  which  section  381  (a)  applies. 
For  purposes  of  subsection  (a) ,  property  shall  not  be  treated 
as  ceasing  to  be  section  38  property  with  respect  to  the  tax¬ 
payer  by  reason  of  a  mere  change  in  the  form  of  conducting 
the  trade  or  business  so  long  as  the  property  is  retained  in 
such  trade  or  business  as  section  38  property  and  the  tax¬ 
payer  retains  a  substantial  interest  in  such  trade  or  business. 

“(c)  Special  Rule. — Any  increase  in  tax  under  sub¬ 
section  (a)  shall  not  be  treated  as  tax  imposed  by  this 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 


22 


chapter  for  purposes  of  determining  the  amount  of  any  credit 
allowable  under  subpart  A. 

“SEC.  48.  DEFINITIONS;  SPECIAL  RULES. 

“  (a)  Section  38  Property.— 

“  ( 1 )  In  general— Except  as  provided  in  this 
subsection,  the  term  ‘section  38  property’  means — 
“(A)  tangible  personal  property,  or 
“(B)  other  tangible  property  (not  including 
a  building  and  its  structural  components)  but  only 
if  such  property — 

“(i)  is  used  as  an  integral  part  of  manu¬ 
facturing,  production,  or  extraction  or  of  fur¬ 
nishing  transportation,  communications,  elec¬ 
trical  energy,  gas,  water,  or  sewage  disposal 
services,  or 

“  (ii)  constitutes  a  research  or  storage  fa¬ 
cility  used  in  connection  with  any  of  the  activi¬ 
ties  referred  to  in  clause  (i) . 

Such  term  includes  only  property  with  respect  to  which 
depreciation  (or  amortization  in  lieu  of  depreciation)  is 
allowable  and  having  a  useful  life  (determined  as  of 

i 

the  time  such  property  is  placed  in  service)  of  4  years 
or  more. 

“(2)  Property  used  outside  the  united 


states. — 
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“  (A)  In  general—  Except  as  provided  in 
subparagraph  (B),  the  term  ‘section  38  property’ 
does  not  include  property  which  is  used  predomi¬ 
nantly  outside  the  United  States. 

“(B)  Exceptions. — Subparagraph  (A)  shall 

not  apply  to — 

“(i)  an}7  aircraft  which  is  registered  hv 
the  Administrator  of  the  Federal  Aviation 
Agency  and  which  is  operated  to  and  from  the 
United  States; 

“  (ii)  rolling  stock,  of  a  domestic  railroad 
corporation  subject  to  part  I  of  the  Interstate 
Commerce  Act,  which  is  used  within  and  with¬ 
out  the  United  States; 

“  (iii)  any  vessel  documented  under  the 
laws  of  the  United  States  which  is  operated  in 
the  foreign  or  domestic  commerce  of  the  United 
States ; 

“  (iv)  any  motor  vehicle  of  a  United  States 
person  (as  defined  in  section  7701  (a)  (30)  ) 
which  is  operated  to  and  from  the  United 

States ; 

“(v)  any  container  of  a  United  States 
person  which  is  used  in  the  transportation  of 
property  to  and  from  the  United  States,  and 
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“  (vi)  any  property  (other  than  a  vessel 
or  an  aircraft)  of  a  United  States  person  which 
is  used  for  the  purpose  of  exploring  for,  de¬ 
veloping,  removing,  or  transporting  resources 
from  the  outer  Continental  Shelf  (within  the 
meaning  of  section  2  of  the  Outer  Continental 
Shelf  Lands  Act,  as  amended  and  supple¬ 
mented;  43  U.S.C.,  sec.  1331). 

“(3)  Property  used  for  lodging. — Property 
which  is  used  predominantly  to  furnish  lodging  or  in 
connection  with  the  furnishing  of  lodging  shall  not  be 
treated  as  section  38  property.  The  preceding  sentence 
shall  not  apply  to — 

“(A)  nonlodging  commercial  facilities  which 
are  available  to  persons  not  using  the  lodging  facili¬ 
ties  on  the  same  basis  as  they  are  available  to  per¬ 
sons  using  the  lodging  facilities,  and 

“  (B)  property  used  by  a  hotel  or  motel  in  con¬ 
nection  with  the  trade  or  business  of  furnishing 
lodging  where  the  predominant  portion  of  the  ac¬ 
commodations  is  used  by  transients. 

“  (4)  Property  used  by  certain  tax-exempt 
organizations. — Property  used  by  an  organization 
(other  than  a  cooperative  described  in  section  521) 
which  is  exempt  from  the  tax  imposed  by  this  chapter 
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1  shall  be  treated  as  section  38  property  only  if  such 

2  property  is  used  predominantly  in  an  unrelated  trade  or 

3  business  the  income  of  which  is  subject  to  tax  under 

4  section  511. 

5  “  (5)  Property  used  by  governmental 

6  units. — Property  used  by  the  United  States,  any  State 

7  or  political  subdivision  thereof,  any  international  organ- 

8  ization,  or  any  agency  or  instrumentality  of  any  of  the 

9  foregoing  shall  not  he  treated  as  section  38  property. 

10  “(6)  Livestock. — Livestock  shall  not  he  treated 

11  as  section  38  property. 

12  “  (b)  New  Section  38  Property— For  purposes  of 

13  this  subpart,  the  term  ‘new  section  38  property’  means  sec- 

14  tion  38  property — 

15  “(1)  the  construction,  reconstruction,  or  erection 

16  of  which  is  completed  by  the  taxpayer  after  December 

17  3U  4064  June  30, 1962,  or 

18  “(2)  acquired  after  December  64 -,  4064  June  30, 

19  1962,  if  the  original  use  of  such  property  commences 

20  with  the  taxpayer  and  commences  after  such  date. 

21  In  applying  section  46(c)  (1)  (A)  in  the  case  of  piopeity 

22  described  in  paragraph  ( 1 ) ,  there  shall  be  taken  into  account 

23  only  that  portion  of  the  basis  which  is  properly  attributable 

24  to  construction,  reconstruction,  or  erection  after  December 

25  Mr  4064  June  30,  1962. 
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“(c)  Used  Section  38  Property  — 

“  ( 1 )  In  general. — For  purposes  of  this  subpart, 
the  term  ‘used  section  38  property’  means  section  38 
property  acquired  by  purchase  after  December  -1064 
June  30,  1962,  which  is  not  new  section  38  property. 
Property  shall  not  be  treated  as  ‘used  section  38  prop¬ 
erty’  if,  after  its  acquisition  by  the  taxpayer,  it  is  used 
by  a  person  who  used  such  property  before  such  acquisi¬ 
tion  (or  by  a  person  who  bears  a  relationship  described 
in  section  179  (d)  (2)  (A)  or  (B)  to  a  person  who  used 
such  property  before  such  acquisition) . 

“(2)  Dollar  limitation. — 

“(A)  In  general. — The  cost  of  used  section 
38  property  taken  into  account  under  section  46 
(C)  (1)  (B)  for  any  taxable  year  shall  not  exceed 
$50,000.  If  such  cost  exceeds  $50,000,  the  tax¬ 
payer  shall  select  (at  such  time  and  in  such  manner 
as  the  Secretary  or  his  delegate  shall  by  regulations 
prescribe)  the  items  to  be  taken  into  account,  but 
only  to  the  extent  of  an  aggregate  cost  of  $50,000. 
Such  a  selection,  once  made,  may  be  changed  only 
in  the  manner,  and  to  the  extent,  provided  by  such 
regulations. 

“(B)  Married  individuals. — In  the  case  of 
a  husband  or  wife  who  files  a  separate  return,  the 
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limitation  under  subparagraph  (A)  shall  be 
$25,000  in  lieu  of  $50,000.  This  subparagraph 
shall  not  apply  if  the  spouse  of  the  taxpayer  has  no 
used  section  38  property  which  may  be  taken  into 
account  as  qualified  investment  for  the  taxable  year 
of  such  spouse  which  ends  within  or  with  the  tax¬ 
payer’s  taxable  year. 

‘‘(C)  Affiliated  groups— In  the  case  of  an 
affiliated  group,  the  $50,000  amount  specified  under 
subparagraph  (A)  shall  be  reduced  for  each  mem¬ 
ber  of  the  group  by  apportioning  $50,000  among 
the  members  of  such  group  in  accordance  with  their 
respective  amounts  of  used  section  38  property 
which  may  be  taken  into  account. 

“(D)  Partnerships. — In  the  case  of  a  part¬ 
nership,  the  limitation  contained  in  subparagraph 
(A)  shall  apply  with  respect  to  the  partnership  and 
with  respect  to  each  partner. 

“(3)  Definitions. — Por  purposes  of  this  sub¬ 
section — 

“(A)  Purchase.— The  term  ‘purchase’  has 
the  meaning  assigned  to  such  term  by  section 

179(d)  (2). 

“(B)  Cost— The  cost  of  used  section  38 
property  does  not  include  so  much  of  the  basis  of 
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such  property  as  is  determined  by  reference  to  the 
adjusted  basis  of  other  property  held  at  any  time  by 
the  person  acquiring  such  property.  If  property  is 
disposed  of  (other  than  by  reason  of  its  destruction 
or  damage  by  fire,  storm,  shipwreck,  or  other  casu¬ 
alty,  or  its  theft)  and  used  section  38  property  simi¬ 
lar  or  related  in  service  or  use  is  acquired  as  a  re¬ 
placement  therefor  in  a  transaction  to  which  the  pre¬ 
ceding  sentence  does  not  apply,  the  cost  of  the  used 
section  38  property  acquired  shall  be  its  basis  re¬ 
duced  by  the  adjusted  basis  of  the  property  re¬ 
placed.  The  cost  of  used  section  38  property  shall 
not  be  reduced  with  respect  to  the  adjusted  basis  of 
any  property  disposed  of  if,  by  reason  of  section  47, 
such  disposition  involved  an  increase  of  tax  or 
a  reduction  of  the  unused  credit  carrybacks  or  carry¬ 
overs  described  in  section  46  (b) . 

“(C)  Affiliated  geoup.— The  term  ‘affili¬ 
ated  group’  has  the  meaning  assigned  to  such  term 
by  section  1504  (a) ,  except  that — 

“  (i)  the  phrase  ‘more  than  50  percent’ 
shall  be  substituted  for  the  phrase  ‘at  least  80 
percent’  each  place  it  appears  in  section 
1504  (a) ,  and 

“  (ii)  all  corporations  shall  be  treated  as 
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1  includible  corporations  (without  any  exclusion 

2  under  section  1504  (b)  ) . 

3  “(d)  Certain  Leased  Property—  A  person  (other 

4  than  a  person  referred  to  in  section  46  (d)  )  engaged  in  the 

5  business  ef  leasing  property  who  is  a  lessor  of  property  may 

6  (at  such  time,  in  such  manner,  and  subject  to  such  conditions 

7  as  are  provided  by  regulations  prescribed  by  the  Secretary  or 

8  his  delegate)  elect  with  respect  to  any  new  section  38 

9  property  to  treat  the  lessee  as  having  acquired  such  property 

10  for  an  amount  equal  to — 

11  “  ( 1 )  if  such  property  was  constructed  by  the  lessor 

12  (or  by  a  corporation  which  controls  or  is  controlled  by 

13  the  lessor  within  the  meaning  of  section  368  (c)  ) ,  the 

14  fair  market  value  of  such  property,  or 

15  “(2)  if  paragraph  (1)  does  not  apply,  the  basis 

16  of  such  property  to  the  lessor. 

17  The  election  provided  by  the  preceding  sentence  may  be 

18  made  only  with  respect  to  property  which  would  be  new 

19  section  38  property  if  acquired  by  the  lessee.  Lor  purposes 

20  of  the  preceding  sentence  and  section  46  (c) ,  the  useful  life 

21  of  property  in  the  hands  of  the  lessee  is  the  useful  life  of  such 

22  property  in  the  hands  of  the  lessor.  If  a  lessor  makes  the 

23  election  provided  by  this  subsection  with  respect  to  any 

24  property,  the  lessee  shall  be  treated  for  all  purposes  of  this 

25  subpart  as  having  acquired  such  property.  If  a  lessor  makes 
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the  election  'provided  by  this  subsection  with  respect  to  any 
property,  then,  under  regulations  prescribed  by  the  Secre¬ 
tary  or  his  delegate,  subsection  (g)  shall  not  apply  with 
respect  to  such  property  and  the  deductions  otherwise  allow¬ 
able  under  section  162  to  the  lessee  for  amounts  paid  to  the 
lessor  under  the  lease  shall  be  adjusted  in  a  manner  consistent 
with  the  provisions  of  subsection  (g). 

“(e)  Subchaptee  S  Coepoeations. — In  the  case  of 
an  electing  small  business  corporation  (as  defined  in  section 
1371)  — 

“  ( 1 )  the  qualified  investment  for  each  taxable  year 
shall  be  apportioned  pro  rata  among  the  persons  who 
are  shareholders  of  such  corporation  on  the  last  day  of 
such  taxable  year;  and 

“(2)  any  person  to  whom  any  investment  has  been 
apportioned  under  paragraph  (1)  shall  be  treated  (for 
purposes  of  this  subpart)  as  the  taxpayer  with  respect 
to  such  investment,  and  such  investment  shall  not  (by 
reason  of  such  apportionment)  lose  its  character  as  an 
investment  in  new  section  38  property  or  used  section 
38  property,  as  the  case  may  be. 

“  (f)  Estates  and  Teusts. — In  the  case  of  an  estate 
or  trust — 

“  (1)  the  qualified  investment  for  any  taxable  year 
shall  he  apportioned  between  the  estate  or  trust  and  the 
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beneficiaries  on  the  basis  of  the  income  of  the  estate  or 
trust  allocable  to  each, 

“  (2)  any  beneficiary  to  whom  any  investment  has 
been  apportioned  under  paragraph  ( 1 )  shall  be  treated 
(for  purposes  of  this  subpart)  as  the  taxpayer  with  re¬ 
spect  to  such  investment,  and  such  investment  shall  not 
(by  reason  of  such  apportionment)  lose  its  character  as 
an  investment  in  new  section  38  property  or  used  section 
38  property,  as  the  case  may  be,  and 

“  (3)  the  $25,000  amount  specified  under  sub- 
paragraphs  (A)  and  (B)  of  section  46(a)  (2)  ap¬ 
plicable  to  such  estate  or  trust  shall  be  reduced  to  an 
amount  which  bears  the  same  ratio  to  $25,000  as  the 
amount  of  the  qualified  investment  allocated  to  the 
estate  or  trust  under  paragraph  (1)  bears  to  the  entire 
amount  of  the  qualified  investment. 

“(g)  Adjustments  to  Basis  of  Property. — 

“(1)  In  general. — The  basis  of  any  section  38 
property  shall  be  reduced,  for  purposes  of  this  subtitle 
other  than  this  subpart,  by  an  amount  equal  to  7  percent 
of  the  qualified  investment  as  determined  under  section 

46(c)  with  respect  to  such  property. 

“(2)  Certain  dispositions,  etc.— If  the  tax 

under  this  chapter  is  increased  for  any  taxable  year 
under  paragraph  (1)  or  (2)  of  section  47(a)  or  an 
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adjustment  in  carrybacks  or  carryovers  is  made  under 
paragraph  (3)  of  such  section,  the  basis  of  the  property 
described  in  such  paragraph  (1)  or  (2) ,  as  the  case  may 
be  (immediately  before  the  event  on  account  of  which 
such  paragraph  (1),  (2),  or  (3)  applies),  shall  be  in¬ 
creased  by  an  amount  equal  to  the  portion  of  such  in¬ 
crease  and  the  portion  of  such  adjustment  attributable  to 
such  property. 

“-(g)-  (h)  Cross  Reference. — 

“For  application  of  this  subpart  to  certain  acquiring 
corporations,  see  section  381(c)  (23).” 

(c)  Deduction  for  Unused  Credit. — Part  VI  of 
subchapter  B  of  chapter  1  (relating  to  itemized  deductions 
for  individuals  and  corporations)  is  amended  by  adding  at 
the  end  thereof  the  following  new  section: 

(<SEC.  181.  DEDUCTION  FOR  CERTAIN  UNUSED  INVESTMENT 
CREDIT . 

“If  the  amount  of  the  credit  determined  under  section 
46(a)(1)  for  any  taxable  year  exceeds  the  limitation  pro¬ 
vided  by  section  46(a)(2)  for  such  taxable  year  and  if  the 
amount  of  such  excess  has  not,  after  the  application  of  section 
46(b),  been  allowed  to  the  taxpayer  as  a  credit  under  section 
38  for  any  taxable  year,  then  an  amount  equal  to  the  amount 
of  such  excess  not  so  allowed  as  a  credit  shall  be  allowed  to 
the  taxpayer  as  a  deduction  for  the  first  taxable  year  follow¬ 
ing  the  last  taxable  year  in  which  such  excess  could  under 
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1  section  46(b)  have  been  allowed  as  a  credit.  If  a  taxpayer 

2  dies  or  ceases  to  exist  prior  to  the  first  taxable  year  following 

3  the  last  taxable  year  in  which  the  excess  described  in  the  pre- 

4  ceding  sentence  could  under  section  46(b)  have  been  allowed 

5  as  a  credit ,  the  amount  described  in  the  preceding  sentence, 

6  or  the  proper  portion  thereof,  shall,  under  regulations  pre- 

7  scribed  by  the  Secretary  or  his  delegate,  be  allowed  to  the 

8  taxpayer  as  a  deduction  for  the  taxable  year  in  which  such 

9  death  or  cessation  occurs 

10  -{e)-(d)  Certain  Corporate  Acquisitions— Sec- 

11  tion  381  (c)  (relating  to  items  taken  into  account  in  certain 

12  corporate  acquisitions)  is  amended  by  adding  at  tbe  end 

13  thereof  the  following  new  paragraph : 

14  “(23)  Credit  under  section  38  for  invest- 

15  MENT  IN  CERTAIN  DEPRECIABLE  PROPERTY. — The  aC- 

16  quiring  corporation  shall  take  into  account  (to  the  ex- 

17  tent  proper  to  carry  out  the  purposes  of  this  section  and 

18  section  38,  and  under  such  regulations  as  may  he  pre- 

19  scribed  by  the  Secretary  or  his  delegate)  the  items  re- 

20  quired  to  he  taken  into  account  for  purposes  of  section 

21  38  in  respect  of  the  distributor  or  transferor  corpora- 

22  tion.” 

23  (e)  Statutes  of  Limitations  and  Interest  Be- 

24  lating  to  Investment  Credit  Carrybacks. 

H.K.  10650 - 3 
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(1)  Assessment  and  collection. — Section 
6501  (relating  to  limitations  on  assessment  and  collec¬ 
tion)  is  amended  by  redesignating  subsection  (j)  as 
subsection  (k),  and  inserting  after  subsection  (i)  the 
following  new  subsection: 

“(j)  Investment  Credit  Carrybacks. — In  the  case 
of  a  deficiency  attributable  to  the  application  to  the  tax¬ 
payer  of  an  investment  credit  carryback ,  such  deficiency  may 
be  assessed  at  any  time  before  the  expiration  of  the  period 
within  which  a  deficiency  for  the  taxable  year  of  the  unused 
investment  credit  which  results  in  such  carryback  may  be 
assessed 

(2)  Credit  or  refund. — Subsection  (d)  of  sec¬ 
tion  6511  (relating  to  limitations  on  credit  or  refund)  is 
amended  by  adding  after  paragraph  (3)  thereof  the  fol¬ 
lowing  new  paragraph: 

“(4)  Special  period  of  limitation  with  re¬ 
spect  TO  INVESTMENT  CREDIT  CARRYBACKS. — 

“(A)  Period  of  limitation. — If  the  claim 
for  credit  or  refund  relates  to  an  overpayment  at¬ 
tributable  to  an  investment  credit  carryback,  in  lieu 
of  the  3-year  period  of  limitation  prescribed  in  sub¬ 
section  (a) ,  the  period  shall  be  that  period  which 
ends  with  the  expiration  of  the  15th  day  of  the 
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40th  month  (or  39th  month,  in  the  case  of  a  cor- 
poration)  following  the  end  of  the  taxable  year  of 
the  unused  investment  credit  which  results  in  such 
carryback,  or  the  period  prescribed  in  subsection  ( c) 
in  respect  of  such  taxable  year,  whichever  expires 
later.  In  the  case  of  such  a  claim,  the  amount  of 
the  credit  or  refund  may  exceed  the  portion  of  the 
tax  paid  within  the  period  provided  in  subsection 
(b)(2)  or  (c) ,  whichever  is  applicable,  to  the 
extent  of  the  amount  of  the  overpayment  attribut¬ 
able  to  such  carryback. 

“(B)  Applicable  rules. — If  the  allowance 
of  a  credit  or  refund  of  an  overpayment  of  tax 
attributable  to  an  investment  credit  carryback  is 
otherwise  prevented  by  the  operation  of  any  law 
or  rule  of  law  other  than  section  7122,  relating  to 
compromises,  such  credit  or  refund  may  be  allowed 
or  made,  if  claim  therefor  is  filed  within  the  period 
provided  in  subparagraph  (A)  of  this  paragraph. 
In  the  case  of  any  such  claim  for  credit  or  refund, 
the  determination  by  any  court,  including  the  Tax 
Court,  in  any  proceeding  in  which  the  decision  of 
the  court  has  become  final,  shall  not  be  conclusive 
with  respect  to  the  investment  credit,  and  the  effect 
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of  such  credit,  to  the  extent  that  such  credit  is 
affected  by  a  carryback  which  was  not  in  issue  in 
such  proceeding 

(3)  Interest  on  underpayments. — Section 
6601(e)  (relating  to  interest  on  underpayment,  nonpay¬ 
ment,  or  extensions  of  time  for  payment,  of  tax)  is 
amended  to  read  as  follows: 

“(e)  Income  Tax  Reduced  by  Carryback . — 
“(1)  Net  operating  loss  carryback. — If  the 
amount  of  any  tax  imposed  by  subtitle  A  is  reduced  by 
reason  of  a  carryback  of  a  net  operating  loss,  such  reduc¬ 
tion  in  tax  shall  not  affect  the  computation  of  interest 
under  this  section  for  the  period  ending  with,  the  last 
day  of  the  taxable  year  in  which  the  net  operating  loss 
arises. 

“(2)  Investment  credit  carryback .• — If  the 
credit  allowed  by  section  38  for  any  taxable  year  is  in¬ 
creased  by  reason  of  an  investment  credit  carryback,  such 
increase  shall  not  affect  the  computation  of  interest  under 
this  section  for  the  period  ending  with  the  last  day  of 
the  taxable  year  in  which  the  investment  credit  carry¬ 
back  arises 

(4)  Interest  on  overpayments. — Section  6611 
(f)  (relating  to  interest  on  overpayments)  is  amended  to 
read  as  follows: 
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1  “(f)  Refund  of  Income  Tax  Caused  by  Carry- 

2  back. — 

3  “( 1)  Net  operating  loss  carryback—  For 

4  purposes  of  subsection  (a),  if  any  overpayment  of  tax 

5  imposed  by  subtitle  A  results  from  a  carryback  of  a  net 

6  operating  loss,  such  overpayment  shall  be  deemed  not 

7  to  have  been  made  prior  to  the  close  of  the  taxable  year 

8  in  which  such  net  operating  loss  arises. 

9  “(2)  Investment  credit  carryback— For  pur- 

10  p0ses  0f  subsection  (a),  if  any  overpayment  of  tax  im- 

11  posed  by  subtitle  A  results  from  an  investment  credit 

12  carryback,  such  overpayment  shall  be  deemed  not  to 

13  have  been  made  prior  to  the  close  of  the  taxable  year 

14  in  which  such  investment  credit  carryback  arises.” 

15  (f)  Technical  Amendment —Section  1016(a)  (re- 

10  lating  to  adjustments  to  basis)  is  amended — 

17  (1)  by  striking  out  the  period  at  the  end  of  para- 

10  graph  (18 )  and  inserting  in  lieu  thereof  a  semicolon ;  and 

19  (2)  by  adding  after  paragraph  (18)  the  following 

20  new  paragraph : 

21  “( 19)  to  the  extent  provided  in  section  48(g)  in 

22  the  case  of  property  which  is  or  has  been  section  38 

23  property  (as  defined  in  section  48(a));”. 

24  -(4)-  Clerical  Amendment — Paa?fc  W  el  subchafte 
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A  of  chapter  -4  is  amended  by  inserting  alter  the  heading  and 
before  the  table  of  sections  the  following : 

(g)  Clerical  Amendments. — 

(1)  Part  IV  of  subchapter  A  of  chapter  1  is 
amended  by  inserting  after  the  heading  and  before  the 

table  of  sections  the  following: 

“Subpart  A.  Credits  allowable. 

“Subpart  B.  Rules  for  computing  credit  for  investment  in 
certain  depreciable  property. 

“Subpart  A — Credits  Allowable” 

(2)  The  table  of  sections  for  part  IV  of  subchapter 

A  of  chapter  1  is  amended  by  striking  out 

“Sec.  38.  Overpayments  of  tax.” 

and  inserting  in  lieu  thereof 

“Sec.  38.  Investment  in  certain  depreciable  property. 

“Sec.  39.  Overpayments  of  tax.” 

(3)  The  table  of  sections  for  part  VI  of  subchapter 
B  of  chapter  1  is  amended  by  adding  at  the  end  thereof 
the  following: 

“Sec.  181.  Deduction  for  certain  unused  investment  credit.” 

-(e)-  (h)  Effective  Date. — The  amendments  made  by 
this  section  shall  apply  with  respect  to  taxable  years  ending 
after  Bcecmbcr  dB  4-961  June  30,  1962. 

SEC.  3.  APPEARANCES,  ETC.,  WITH  RESPECT  TO  LEGIS¬ 
LATION. 

(a)  In  General. — -Section  162  (relating  to  trade  or 
business  expenses)  is  amended  by  redesignating  subsection 
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1  (e)  as  subsection  (f)  and  by  inserting  after  subsection  (d) 

2  the  following  new  subsection : 

3  “(e)  Appearances,  etc.,  With  Respect  to  Legis- 

4  lation. — 

5  “(1)  In  general. — The  deduction  allowed  by 

6  subsection  (a)  shall  include  all  the  ordinary  and  neces- 

7  sary  expenses  (including,  but  not  limited  to,  traveling 

8  expenses  described  in  subsection  (a)  (2)  and  the  cost 

9  of  preparing  testimony)  paid  or  incurred  during  the  tax- 

10  able  year  in  carrying  on  any  trade  or  business — 

11  “(A.)  in  direct  connection  with  appearances 

12  before,  submission  of  statements  to,  or  sending  com- 

13  munications  to,  the  committees,  or  individual  mem- 

14  bers,  of  Congress  or  of  any  legislative  body  of  a 

15  State,  a  possession  of  the  United  States,  or  a  politi- 

16  cal  subdivision  of  any  of  the  foregoing  with  respect 

17  to  legislation  or  proposed  legislation  of  direct  inter- 

18  est  to  the  taxpayer,  or 

19  “  (B)  in  direct  connection  with  communication 

20  of  information  between  the  taxpayer  and  an  organ- 

21  ization  of  which  he  is  a  member  with  respect  to 

22  legislation  or  proposed  legislation  of  direct  interest 

23  to  the  taxpayer  and  to  such  organization,  or 

24  “(C)  in  direct  connection  with  communication 

25  of  information  between  the  taxpayer  and  an  employee 
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or  stockholder  with  respect  to  legislation  or  proposed 
legislation  of  direct  interest  to  the  taxpayer, 
and  that  portion  of  the  dues  so  paid  or  incurred  with 
respect  to  any  organization  of  which  the  taxpayer  is  a 
member  which  is  attributable  to  the  expenses  of  the 
activities  described  in  subparagraphs  (A)  and  (B) 
earned  on  by  such  organization. 

“(2)  Limitation. — The  provisions  of  paragraph 
a)  shall  not  be  construed  as  allowing  the  deduction  of 
any  amount  paid  or  incurred  (whether  by  way  of  con¬ 
tribution,  gift,  or  otherwise)  — 

“(A)  for  participation  in,  or  intervention  in, 
any  political  campaign  on  behalf  of  any  candidate 
for  public  office,  or 

“(B)  in  connection  with  any  attempt  to  in¬ 
fluence  the  general  public,  or  segments  thereof,  with 
respect  to  legislative  matters,  elections,  or  referen- 
dums.” 

(b)  Effective  Date. — The  amendments  made  by  this 
section  shall  apply  to  taxable  years  beginning  after  Decem¬ 
ber  31,  1962. 
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1  SEC.  4.  DISALLOWANCE  OF  CERTAIN  ENTERTAINMENT, 

2  ETC.,  EXPENSES. 

3  (a)  Denial  of  Deduction. — 

4  (1)  Part  IX  of  subchapter  B  of  chapter  1  (relating 

5  to  items  not  deductible  in  computing  taxable  income)  is 

6  amended  by  adding  at  the  end  thereof  the  following  new 

7  section : 

8  “SEC.  274.  DISALLOWANCE  OF  CERTAIN  ENTERTAINMENT, 

9  ETC.,  EXPENSES. 

10  “  (a)  Entertainment,  Amusement,  or  Recrea- 

11  tion. — 

12  “  (i)  In  general. — No  deduction  otherwise  allow- 

13  able  under  this  chapter  shall  be  allowed  for  any  item 

14  “  (A)  Activity. — With  respect  to  an  activity 

15  which  is  of  a  type  generally  considered  to  consti- 

16  tute  entertainment,  amusement,  or  recreation,  unless 

17  the  taxpayer  establishes  that  the  item  was  directly 

18  related  to  or  associated  with  the  active  conduct  of 

19  the  taxpayer’s  trade  or  business,  or 

20  “(B)  Facility. — With  respect  to  a  facility 

21  used  in  connection  with  an  activity  referred  to  in 
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subparagraph  (A) ,  unless  the  taxpayer  establishes 
that  the  facility  was  used  primarily  for  the  further¬ 
ance  of  the  taxpayer’s  trade  or  business  and  that  the 
item  was  directly  related  to  or  associated  with  the 
active  conduct  of  such  trade  or  business, 
and  such  deduction  shall  in  no  event  exceed  the  portion 
of  such  item  directly  related  to  or  associated  with  the 
active  conduct  of  the  taxpayer’s  trade  or  business. 

“(2)  Special  eules. — For  purposes  of  applying 
paragraph  ( 1 )  — 

“(A)  Dues  or  fees  to  any  social,  athletic,  or 
sporting  club  or  organization  shall  be  treated  as 
items  with  respect  to  facilities. 

“(B)  An  activity  described  in  section  212 
shall  be  treated  as  a  trade  or  business. 

“(b)  Gifts. — 

“  (1)  Limitation. — No  deduction  shall  be  allowed 
under  section  162  or  section  212  for  any  expense  for 
gifts  made  directly  or  indirectly  to  any  individual  to  the 
extent  that  such  expense,  when  added  to  prior  expenses 
of  the  taxpayer  for  gifts  made  to  such  individual  during 
the  same  taxable  year,  exceeds  $25.  For  purposes  of 
this  section,  the  term  ‘gift’  means  any  item  excludable 
from  gross  income  of  the  recipient  under  section  102 
which  is  not  excludable  from  his  gross  income  under  any 
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other  provision  of  this  chapter?  chapter,  hut  such  term 
does  not  include — 

“(A)  an  item  having  a  cost  to  the  taxpayer  not 
in  excess  of  $4.00  on  which  the  name  of  the  taxpayer 
is  clearly  and  permanently  imprinted  and  which  is 
one  of  a  number  of  identical  items  distributed  gen¬ 
erally  by  the  taxpayer, 

“(B)  a  sign,  display  rack,  or  other  promotional 
material  to  be  used  on  the  business  premises  of  the 
recipient,  or 

“(C)  an  item  of  tangible  personal  property 
having  a  cost  to  the  taxpayer  not  in  excess  of  $100 
which  is  awarded  to  an  employee  by  reason  of  length 
of  service  or  for  safety  achievement. 

“(2)  Special  rules.— 

“  (A)  In  the  case  of  a  gift  by  a  partnership,  the 
limitation  contained  in  paragraph  (1)  shall  apply 
to  the  partnership  as  well  as  to  each  member 
thereof. 

“(B)  For  purposes  of  paragraph  (1),  a  hus¬ 
band  and  wife  shall  he  treated  as  one  taxpayei. 
“(c)  Traveling. — In  the  case  of  any  individual  who 
is  traveling  away  from  home  in  pursuit  of  a  trade  or  business 
or  in  pursuit  of  an  activity  described  in  section  212,  no  deduc¬ 
tion  shall  be  allowed  under  section  162  or  section  212  for 
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that  portion  of  the  expenses  of  such  travel  otherwise  allow¬ 
able  under  such  section  which,  under  regulations  prescribed 
by  the  Secretary  or  his  delegate,  is  not  allocable  to  such  trade 
or  business  or  to  such  activity.  This  subsection  shall  not 
apply  to  the  expenses  of  any  travel  away  from  home  which 
does  not  exceed  one  week  or  inhere  the  portion  of  the  time 
away  from  home  which  is  not  attributable  to  the  pursuit  of 
the  taxpayer's  trade  or  business  or  an  activity  described  in 
section  212  is  less  than  25  percent  of  the  total  time  away 
from  home  on  such  travel . 

“-(e)-  (d)  Substantiation  Required. — No  deduction 
shall  be  allowed — 

“(1)  under  section  162  or  212  for  any  traveling 
expense  (including  meals  and  lodging  while  away  from 
home) , 

“  (2)  for  any  item  with  respect  to  an  activity  which 
is  of  a  type  generally  considered  to  constitute  entertain¬ 
ment,  amusement,  or  recreation,  or  with  respect  to  a 
facility  used  in  connection  with  such  an  activity,  or 

“  (3)  for  any  expense  for  gifts, 

unless  the  taxpayer  substantiates  by  adequate  records  or  by 
sufficient  evidence  corroborating  his  own  statement  (A)  the 
amount  of  such  expense  or  other  item,  (B)  the  time  and 
place  of  the  travel,  entertainment,  amusement,  recreation,  or 
use  of  the  facility,  or  the  date  and  description  of  the  gift,  (C) 
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1  the  business  purpose  of  the  expense  or  other  item,  and  (D) 

2  the  business  relationship  to  the  taxpayer  of  persons  enter- 

3  tained,  using  the  facility,  or  receiving  the  gift.  The  Secre- 

4  tary  or  his  delegate  may  by  regulations  provide  that  some 

5  or  all  of  the  requirements  of  the  preceding  sentence  shall  not 

6  apply  in  the  case  of  an  expense  which  does  not  exceed  an 

7  amount  prescribed  pursuant  to  such  regulations. 

8  “-(4).  (e)  Specific  Exceptions  to  Application  of 

9  Subsection  (a)  .—Subsection  (a)  shall  not  apply  to — 

10  “  ( l )  Business  meals. — Expenses  for  food  and 

11  beverages  furnished  to  any  individual  under  circum- 

12  stances  which  (taking  into  account  the  surroundings  in 

13  which  furnished,  the  taxpayer's  trade,  business,  or  in- 

14  come-producing  activity  and  the  relationship  to  such 

15  trade,  business,  or  activity  of  the  persons  to  whom  the 

16  food  and  beverages  are  furnished)  are  of  a  type  gen- 

17  erally  considered  to  be  conducive  to  a  business  dis- 

18  cussion. 

19  “(2)  Food  and  beveeages  poe  employees. — 

20  Expenses  for  food  and  beverages  (and  facilities  used 

21  in  connection  therewith)  furnished  on  the  business 

22  premises  of  the  taxpayer  primarily  for  his  employees. 

23  “(3)  Expenses  teeated  as  compensation. — 

24  Expenses  for  goods,  services,  and  facilities,  to  the  ex- 

25  tent  that  the  expenses  are  treated  by  the  taxpayer,  with 
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respect  to  the  recipient  of  the  entertainment,  amusement, 
or  recreation,  as  compensation  to  an  employee  on  the 
taxpayer’s  return  of  tax  under  this  chapter  and  as  wages 
to  such  employee  for  purposes  of  chapter  24  (relating 
to  withholding  of  income  tax  at  source  on  wages) . 

“  (4)  Reimbursed  expenses. — Expenses  paid  or 
incurred  by  the  taxpayer,  in  connection  with  the  per¬ 
formance  by  him  of  services  for  another  person 
(whether  or  not  such  other  person  is  his  employer), 
under  a  reimbursement  or  other  expense  allowance 
arrangement  with  such  other  person,  but  this  para¬ 
graph  shall  apply — 

“(A)  where  the  services  are  performed  for 
an  employer,  only  if  the  employer  has  not  treated 
such  expenses  in  the  manner  provided  in  paragraph 
(3) ,  or 

“(B)  where  the  services  are  performed  for  a 
person  other  than  an  employer,  only  if  the  tax¬ 
payer  accounts  (to  the  extent  provided  by  sub¬ 
section  -fe)-  (d) )  to  such  person. 

“  (5)  Recreational,  etc.,  expenses  for  em¬ 
ployees. — Expenses  for  recreational,  social,  or  similar 
activities  (including  facilities  therefor)  primarily  for 
the  benefit  of  employees  (other  than  employees  who 
are  officers,  shareholders  or  other  owners,  or  highly 
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compensated  employees).  Tor  purposes  of  this  para¬ 
graph,  an  individual  owning  less  than  a  10-percent  in¬ 
terest  in  the  taxpayer’s  trade  or  business  shall  not  be 
considered  a  shareholder  or  other  owner,  and  for  such 
purposes  an  individual  shall  he  treated  as  owning  any 
interest  owned  by  a  member  of  his  family  (within  the 
meaning  of  section  267  (c)  (4)  ) . 

“  (0).  Employee  and  stockholder-  business 
meetings-; — Expenses  directly  related  to  business  meet¬ 
ings  of  employees  or  stockholders? 

“(6)  Employee,  stockholder,  etc.,  business 
meetings. — Expenses  incurred  by  a  taxpayer  which  are 
directly  related  to  business  meetings  of  his  employees, 
stockholders,  agents,  or  directors. 

“(7)  Meetings  oe  business  leagues,  etc. — 
Expenses  directly  related  and  necessary  to  attendance  at 
a  business  meeting  or  convention  of  any  organization 
described  in  section  501  (c)  (6)  (relating  to  business 
leagues,  chambers  of  commerce,  real  estate  boards,  and 
boards  of  trade)  and  exempt  from  taxation  under  section 


501  (a). 

“  (8)  Items  available  to  public.  Expenses 
for  goods,  services,  and  facilities  made  available  by  the 

taxpayer  to  the  general  public. 

“  (9)  Entertainment  sold  to  customers. 
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Expenses  for  goods  or  services  (including  the  use 
of  facilities)  which  are  sold  by  the  taxpayer  in  a  bona 
fide  transaction  for  an  adequate  and  full  consideration  in 
money  or  money’s  worth. 

For  purposes  of  this  subsection,  any  item  referred  to  in  sub¬ 
section  (a)  shall  he  treated  as  an  expense. 

“-(of  (f)  Interest,  Taxes,  Casualty  Losses,  etc. — 
This  section  shall  not  apply  to  any  deduction  allowable  to 
the  taxpayer  without  regard  to  its  connection  with  his  trade 
or  business  (or  with  his  income-producing  activity) .  In  the 
case  of  a  taxpayer  which  is  not  an  individual,  the  preceding 
sentence  shall  be  applied  as  if  it  were  an  individual. 

“ify(g)  Treatment  of  Entertainment,  etc.,  Type 
Facility. — For  purposes  of  this  chapter,  if  deductions  are 
disallowed  under  subsection  (a)  with  respect  to  any  portion 
of  a  facility,  such  portion  shall  be  treated  as  an  asset  which  is 
used  for  personal,  living,  and  family  purposes  (and  not  as 
an  asset  used  in  the  trade  or  business) . 

“fgf  (h)  Regulatory  Authority. — The  Secretary  or 
his  delegate  shall  prescribe  such  regulations  as  he  may  deem 
necessary  to  carry  out  the  purposes  of  this  section,  includ¬ 
ing  regulations  prescribing  whether  subsection  (a)  or  sub¬ 
section  (b)  applies  in  cases  where  both  such  subsections 
would  otherwise  apply.” 
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1  (2)  The  table  of  sections  for  such  part  IX  Is 

2  amended  by  adding  at  the  end  thereof  the  following : 

“Sec.  274.  Disallowance  of  certain  entertainment,  etc.,  ex¬ 
penses.” 

3  (b)  Traveling  Expenses— Section  162  (a)  (2)  (re- 

4  lating  to  traveling  expenses)  is  amended  by  striking  out 

5  “  (including  the  entire  amount  expended  for  meals  and  lodg- 

6  ing)  ”  and  inserting  in  lieu  thereof  “  (including  a  reasonable 

7  allowance  for  amounts  expended  for  meals  and  lodging 

8  amounts  expended  fov  meals  and  lodging  other  than  amounts 

9  which  are  lavish  or  extravagant  under  the  circumstances) 

10  (c)  Effective  Date. — The  amendments  made  by  this 

11  section  shall  apply  with  respect  to  taxable  years  ending  after 

12  June  4££3  December  31,  1962,  but  only  in  respect  of 

13  periods  after  such  date. 

14  SEC.  5.  AMOUNT  OF  DISTRIBUTION  WHERE  CERTAIN 

15  FOREIGN  CORPORATIONS  DISTRIBUTE  PROP- 

16  ERTY  IN  KIND. 

17  (a)  Amount  Distributed.— Section  301(b)(1) 

18  (relating  to  amount  distributed  to  corporate  distributees)  is 

19  amended  by  adding  at  the  end  thereof  the  following  new 

20  subparagraph : 

21  «(C)  Certain  corporate  distributees  of 

22  foreign  corporation. — Xot withstanding  subpara- 
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graph  (B),  if  the  shareholder  is  a  corporation  and 
the  distributing  corporation  is  a  foreign  corporation, 
the  amount  taken  into  account  with  respect  to 
property  (other  than  money)  shall  he  the  fair 
market  value  of  such  property;  except  that  if  any 
deduction  is  allowable  under  section  245  with  respect 
to  such  distribution,  then  the  amount  taken  into 
account  shall  be  the  sum  (determined  under  regu¬ 
lations  prescribed  by  the  Secretary  or  his  delegate) 
of — 

“(i)  the  proportion  of  the  adjusted  basis 
of  such  property  (or,  if  lower,  its  fair  market 
value)  properly  attributable  to  gross  income 
from  sources  within  the  United  States,  and 
“  (ii)  the  proportion  of  the  fair  market 
value  of  such  property  properly  attributable  to 
gross  income  from  sources  without  the  United 
States.” 

(b)  Basts. — Section  301  (d)  (relating  to  basis  of  prop¬ 
erty)  is  amended  by  adding  at  the  end  thereof  the  following 
new  paragraph: 

“  (3)  Certain  corporate  distributees  of  for¬ 
eign  corporation. — In  the  case  of  property  described 
in  subparagraph  (C)  of  subsection  (b)  (1),  the  basis 
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1  shall  be  determined  by  substituting  tbe  amount  deter- 

2  mined  under  such  subparagraph  (C)  for  tbe  amount 

3  described  in  paragraph  (2)  of  this  subsection/’ 

4  (c)  Dividends  Received  From  Certain  Foreign 

5  Corporations. — 

6  (1)  Section  245  (relating  to  dividends  received 

7  from  certain  foreign  corporations)  is  amended  by  add- 

8  ing  at  tbe  end  thereof  tbe  following  new  subsection: 

9  “(b)  Property  Distributions— For  purposes  of  sub- 

10  section  (a),  the  amount  of  any  distribution  of  property  other 

11  than  money  shall  be  the  amount  determined  by  applying 

12  section  301(b)  (1)  (B) .” 

13  (2)  Section  245  is  amended  by  striking  out  “In 

14  the  case  of”  and  inserting  in  lieu  thereof  “  (a)  General 

15  Rule. — In  the  case  of”. 

16  -fdf  Credit  tor  Foreign  Taxes.  -Seetion  902  (a-)- 

17  (relating  to  credit  for  foreign  taxes)-  is  amended  by  adding 

18  at  tbe  end  thereof  tbe  following  new  sentence -■  £iFor  pur- 

19  poses  of  this  subsection  and  subsection  -(h)-?  tbe  amount  of 

20  arty  distribution  in  property  other  than  money  shall  be  tbe 

21  amount  determined  by  applying  section  301  (b)  (1)  (B)F- 

22  -(e)-  (d }  Effective  Date. — Tbe  amendments  made  by 

23  this  section  shall  apply  to  distributions  made  after  Decem- 

24  her  31,  1962. 
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SE€v  &  AMENDMENT  ©E  SECTION  48& 


-fa)-  In  General- — Seelies  4&3-  (relating  to  allocation 
of  income  and  deductions  among  taxpayers)-  is  amended 
by  adding  at  the  end  thereof  the  following  new  subsection : 

4(b)-  Sales  an©  Purchases  Within  a  Related 
Group  Which  Includes  a  Eoreign  Organization. — 
- (4-)-  In  general. — In  applying  subsection  -(a)- 


to  sales  of  tangible  property  within  a  group  of 


tiens 


--(A)  owned  or  controlled  directly  or  indi¬ 
rectly  by  the  same  imerestsy  and 

“  (B)  at  least  one  of  which  is  a  domestic  or¬ 
ganization  and  at  least  one  of  which  is  a 


the  Secretary  or  his  delegate  may  allocate  the  taxable 
income  of  the  group  arising  from  such  sales  in  the 
manner  set  forth  in  paragraph  -(h)-.  4his  subscetion 
shall  not  apply  with  respect  to  any  sale  of  tangible 
property  for  which  the  taxpayer  can  establish  an  arm-s 
length  priee  -(within  the  meaning  of  paragraph  -(4) ) . 
--f&f  Methods  oh  allocation. — 

“  (A)  Consider a-tion  op  certain  fac¬ 
tors. — Except  as  provided  in  subparagraph  -(H)-? 
the  allocation  referred  to  in  paragraph  -(4)-  shah  be 
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made  ky  tke  Secretary  ©r  kis  delegate  by  taking  into 
consideration  tkat  portion  of  Ike  kdlexdng  faetors 
-wliieh  is  attributable  1©  tke  linked  States  and  tkat 
portion  thereof  xdnek  is  net  attributable  t©  tit© 

TT -i^ i f pif]  f pg — 

U  -111  11  11  tJUtlUviJ 

iL^.  ^sets  of  tke  group?  te  tke  extent  used 
in  tke  production?  distribution?  and  sale  ©1  tke 
property? 

^-(41)-  compensation  ©1  officers  and  effl- 
pleyees?  t©  tke  extent  attributable  t©  tke  pro¬ 
duction?  distribution?  and  sale  ©1  tke  property? 
and 

“  (iii -)-  advertising?  selling?  and  sales  proine- 
tien  expenses  -(meluding  tccknieal  and  serxie- 

propertyr 

Suek  method  ©1  aHeeatien  may  alse  gixe  eensidera- 
tien  t©  other  faetors?  ineluding  tke  speekd  risks  -(if 
any.),  of  tke  market  in  xffiiek  tke  property  is  sekk 
Alternative  methods^ — tf  tke  tax¬ 
payer  estabkskes  t©  tke  satisfaction  ©f  tke  Seeretary 
©r  kis  delegate  tkat  an  akematixe  method  ©f  akoern 
ti©n  clearly  refleets  tke  income  ©f  eaek  member  ©I 
Ae  group  xdtk  respeet  te  tke  property  referred  to  in 
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paragraph  sueh  alternate  method  shah  he 

used  -{in  lieu  of  the  method  provided  m  subpara  ■ 
grafh 

“■  (3 )  Special  iujItE&; — la  applying  the  method 
of  allocation  referred  to  in  paragraph  (2)  (A) ,  the 
following  rales  shall  he  applied : 

“  (A)  -Adje-sted  basis  -of  assets^ — The 
3S  to  he  a s signed  to  th e  assets  referred  to  in 
,6iT11  (-2)-(A-)-(-i)-  is  t-lieir  adjusted  basis  in  the 
hands  of  the  taxpayer  ary  if  saeh  basis  is  not  avail  - 
able  in  the  ease  of  a  foreign  organization?  then  their 
hook  values,-  adjusted  to 


their  adjusted 


h  n  £li  n 

■-(B-)-  Iecledibee  -assets-: — The  assets  re¬ 
ferred  to  in  paragraph  ■(£)  (A)-(-i)  include  real 
property  and  tangible  personal  property  -(whether 
owned  or  leased  by  a  member  of  the  groups  hat  do 
not  include  inventory  and  stock  in  trader 

Ab-m-’s  length  pb-ice  defined — Ear  pur¬ 
poses  of  this  subsection,  the  term  ‘arnds  length  priced 
means — 


(A)  the  price  at  which  tangible  property  sim¬ 
ilar  or  comparable  to  the  property  referred  to  in 
paragraph  -f4)-  generally  is  or  ean  he  sold  in  trans- 
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aetiens  in  Ike  same  areas  involving  unrelated  per¬ 
sons  and  made  under  similar  conditions  of  sale-?  and 
---(44)-  if  subparagraph  -(A)-  does  not  apply?  the 
price  at  winch  tangible  property  similar  or  com- 
parahle  to  the  property  referred  to  in  paragraph 
-(4)-  is  sold  in  the  same  or  other  areas  mi  (Id*  siiittl  Hi2 
circumstances  and  in  transactions  involving  unre¬ 
lated  persons?  with  adjustment  for  material  dhfer- 
ences  in  quantity?  marketing  conditions  (including 
customs  duties  and  transportation  costs)-?  and  other 
relevant  factors? 

Subparagraph  -(44)-  shall  apply  only  if  the  adjustment 
referred  to  therein  is  properly  detcrminabler 

4-(5)-  Sades  commissions. — 3he  Secretary  or  his 
delegate  shall  by  regulation  prescribe  rules  for  the  allo¬ 
cation  of  commissions  arising  from  sales  of  tangible 
property  within  a  group  of  organizations  described  in 
paragraph  -(4-)r  Suek  rules  shall  he  consistent  with  the 
principles  specified  in  the  other  paragrapf  is  of  tins 
sub  section? 


GltOSSEA  INADEQUATE  ASSETS?  ETC??  out¬ 
side  united  states? — 4n  allocating  taxable  income 
under  this  subsection?  no  amount  shall  be  allocated  to  a 
foreign  organization  whose  assets?  personnel?  and  office 
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and  other  facilities  which  are  not  attributable  to  the 
United  States  are  grossly  inadequate  for  its  activities 
outside  the  United  States.- 

“-(7-)-  Information  necessary  for  considera¬ 
tion  or  factors: — In  the  ease  of  any  transaction  to 
which  paragraph  (2)  -(-Af  applies^  if — 

■“-(A-)-  the  information  submitted  with  respeet 
to  the  group  of  organizations  is  insufficient  for  the 
proper  application  of  the  method  of  allocation  set 
forth  in  the  first  sentcnee  of  sueh  paragraph,-  and 
■“-(-34)  upon  request  of  the  Secretary  or  Ins 
delegate^  sueh  group  fails  to  furnish  sueh  additional 
information  with  respect  to  sueh  transaction  as  may 
lie  reasonably  supplier^ 

the  Secretary  or  his  delegate  may  estimate  the  taxable 
income  arising  from  sueh  transaction  and  may  ahoeate 
sueh  taxable  income  among  the  members  of  the  group 
or  to  any  single  member  thereof? 

“  (8)  Treatment  or  foreign  taxer. — 

“(A)  Uor  purposes  of  this  subsection,  taxable 
income  shall  be  determined  without  regard  to  any 
income,  war  profits7  or  excess  profits  taxes  paid  to 
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a**y  foreign  country  or  to  any  possession  of  the 
United  States: 

“  (B)-  Where  the  application  of  this  subseetion 
results  in  a  decrease  in  the  taxable  income  of  any 


foreign  organization  and  an  increase  in  the  taxable 
income  of  any  domestic  organization?  then  any  of 
the  taxes  referred  to  in  subparagraph  -fAf  paid  by 
soch  foreign  organization  and  attributable  to  the 
taxable  income  so  transferred  shah  he  treated  for 
purposes  of  this  chapter — 

^fif  as  paid  by  sueh  domestie  organiza¬ 
tion 7  and 

— (-iif  as  not  paid  by  sueh  foreign  organi¬ 
zation.— 

-(h)-  Ame^bment.  Section  4 m  is  amended 

by  striking  out  ‘An  any  ease  of  two  or  more  organizations— 
and  inserting  in  ben  thereof  the  followings 

“  (a)  Genebal  Rule- — In  the  ease  of  two  or  more 

organizations^ 

-(e)-  Effective  Date; — Abe  amendments  made  by 
this  seetion  shah  apply  with  respect  to  taxable  years  begin¬ 


ning  after  December  34?  1962; 
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&EG,  7,  DISTRIBUTIONS  OF  FOREIGN  PERSONAL  HOLDr' 

I 

ING  COMPANY  INCOME, 


Company. — So  much  el  subsection  -{ft}-  el  section  553  -{re¬ 
lating  te  definition  el  foreign  personal  holding  eompany)  as 
precedes  paragraph  -(3)-  is  amended  te  read  as  lollows-:- 
“-(a)  General  Buue-. — Dor  purposes  el  this  subtitle? 
the  term  'foreign  personal  holding  company’  for  a  taxable 
year  beginning  alter  December  1962,  means  any  lor- 
eign  corporation  n — 


AO  Grose  income  requirement. — At  least-  30 
percent  el  its  gross  income  -(as  defined  in  section  555 
-fa) )  for  the  taxable  year  is  foreign  personal  holding 
company  income  -fas  defined  in  section  553) .  Dor 
purposes  ol  this  paragraph  there  shall  be  included  in 
the  gross  income  the  amount  includible  therein  as  a 
dividend  by  reason  ol  the  application  ol  section  555(c)- 
-(3)  ;  and”. 

-fbf  Amount  oe  Bndistributed  Income. — Subscc 
tion  -fa}-  ol  seetion  556  -frelating  to  undistributed  foreign 
personal  holding  company  income)  is  amended  to  read  as 
follows-* 


—(a)  Definition. — Dor  purposes  ol  this  part — 

^-fl}  If  the  foreign  personal  holding  eompany  in¬ 
come  ol  a  foreign  personal  holding  eompany  exceeds 
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1  80  percent  of  its  gross  income, ■  the  -undistributed  for- 

2  eign  personal  holding  company  income-  of  sueh  com- 

3  pany  is  its  taxable  income  adjusted  in  the  manner 

4  provided  in  subscetion  -fb^  minus  the  dividends  paid 

5  deduction  -(as  defined  in  section  004^- 

6  ■“  (-2)-  If  the  foreign  personal  holding  company 

7  income  of  a  foreign  personal  holding  company  does  not 

8  exceed  80  percent  of  its  gross  meonng  the  ‘undistributed 

9  foreign  personal  holding  company  income-  of  sueh  eom- 

10  pany  is  that  amount  which  bears  the  same  ratio  to — 

11  “  (  A-)-  its  taxable  income  adjusted  in  the  man- 

12  ner  provided  in  subsection  dbf^  minus  the  dividends 

13  paid  deduction  -(as  defined  in  seetion  561)7  as 

14  “-(H)-  its  foreign  personal  holding  company  in- 

15  come  bears  to  its  gross  ineome-H 


16  -(e)-  Effective  Date- — The  amendments  made  by  this 

17  section  shah  apply  only  in  respect  of  taxable  years  of  foreign 

18  corporations  beginning  after  December  hTy  1962. 

19  SEC.  8  6.  MUTUAL  SAVINGS  BANKS,  ETC. 

20  (a)  Reserves  for  Losses  on  Loans.— Section  593 

21  is  amended  to  read  as  follows : 

22  “SEC.  593.  RESERVES  FOR  LOSSES  ON  LOANS. 

23  “  (a)  (Organizations  to  Which  Section  Applies.— 


24  This  section  shall  apply  to  any  mutual  savings  bank  not 

25  having  capital  stock  represented  by  shares,  domestic  building 
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and  loan  association,  or  cooperative  bank  without  capital 
stock  organized  and  operated  for  mutual  purposes  and  with¬ 
out  profit. 

“(b)  Addition  to  Resekves  for  Bad  Debts. — 

“(1)  In  general. — For  purposes  of  section  166 
(c) ,  the  reasonable  addition  for  the  taxable  year  to  the 
reserve  for  bad  debts  of  any  taxpayer  described  in  sub¬ 
section  (a)  shall  be  an  amount  equal  to  the  sum  of — 
“  (A)  the  amount  determined  under  section 
166(c)  to  be  a  reasonable  addition  to  the  reserve 
for  losses  on  nonqualifying  loans,  plus 

“(B)  the  amount  determined  by  the  taxpayer 
to  be  a  reasonable  addition  to  the  reserve  for  losses 
on  qualifying  real  property  loans,  but  such  amount 
shall  not  exceed  the  amount  determined  under  para¬ 
graph  (2),  (3),  or  (4),  whichever  amount  is  the 
largest,  but  the  amount  determined  under  this  sub- 
paragraph,  when  added  to  the  amount  determined 
under  subparagraph  (A),  shall  in  no  case  be  greater 
than  the  amount  by  which  12  percent  of  the  total 
deposits  or  withdrawable  accounts  of  depositors  of 
the  taxpayer  at  the  close  of  such  year  exceeds  the  sum 
of  its  surplus,  undivided  profits,  and  reserves  at  the 
beginning  of  such  year  (taking  into  account  any 
portion  thereof  attributable  to  the  period  before  the 
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first  taxable  year  beginning  after  December  31, 

1951). 

“  (2)  tm  percent*  Percentage  of  taxable 
income  method. — The  amount  determined  under  this 
paragraph  for  the  taxable  year  shall  be  the  excess  of — 
—  (A)  an  amount  equal  to  60  percent  ef  the 
taxable  income  for  such  yeary  oxer 
“(A)  an  amount — 

“(i)  in  the  case  of  a  taxpayer  oilier  than 
a  taxpayer  described  in  clause  (ii),  equal  to 
60  percent  of  the  taxable  income  for  such  year , 
or 

“  (ii)  in  the  case  of  a  domestic  building  and 
loan  association  having  capital  stock  with  respect 
to  which  any  distribution  of  property  ( as  de¬ 
fined  in  section  317(a))  is  not  allowable  as  a 
deduction  under  section  591,  equal  to  50  percent 
of  the  taxable  income  for  such  year,  over 
“(B)  the  amount  referred  to  in  paragraph 
(1)  (A)  for  such  year-  year, 
but  the  amount  determined  under  this  paragraph  shall 
not  exceed  the  amount  necessary  to  increase  the  balance 
(as  of  the  close  of  the  taxable  year)  of  the  reserve  for 
losses  on  qualifying  real  property  loans  to  6  percent  of 
such  loans  outstanding  at  such  time.  F or  purposes  of  this 
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paragraph,  taxable  income  shall  he  computed  (i)  by 
excluding  from  gross  income  any  amount  included 
therein  by  reason  of  subsection  (f),  and  (ii);  without 
regard  to  any  deduction  allowable  for  any  addition  to  the 
reserve  for  bad  debts. 

“  ( 3 )  d  -Peugeot  Percentage  of  eeal  peopeety 
loans  method. — The  amount  determined  under  this 
paragraph  for  the  taxable  year  shall  be  an  amount  equal 
to  the  amount  necessary  to  increase  the  balance  (as  of 
the  close  of  the  taxable  year)  of  the  reserve  for  losses  on 
qualifying  real  property  loans  to  d  percent  of  such  leans 
outstanding  at  sueh  time:  to  an  amount  equal  to — 

“(A)  3  percent  of  such  loans  outstanding  at 
such  time,  plus 

“(B)  in  the  case  of  a  taxpayer  which  is  a  new 
company  and  which  does  not  have  capital  stock  with 
respect  to  which  distributions  of  property  ( as  defined 
in  section  317(a) )  are  not  allowable  as  a  deduction 
under  section  591,  an  amount  equal  to — 

“(i)  2  percent  of  so  much  of  the  amount  of 
such  loans  outstanding  at  such  time  as  does  not 
exceed  $4,000,000,  reduced  (but  not  below 
zero)  by 

“(ii)  the  amount,  if  any,  of  the  balance  (as 
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of  the  dose  of  such  taxable  year)  of  the  tax¬ 
payer’s  supplemental  reserve  for  losses  on  loans. 
For  purposes  of  subparagraph  (B),  a  taxpayer  is  a 
new  company  for  any  taxable  year  only  if  such  taxable 
year  begins  not  more  than  10  years  after  the  first  day 
on  which  it  (or  any  predecessor)  was  authorized  to  do 
business  as  an  organization  described  in  subsection  (a). 

“(4)  Experience  method.— The  amount  deter¬ 
mined  under  this  paragraph  for  the  taxable  year  shall 
he  an  amount  equal  to  the  amount  determined  under 
section  166(c)  (without  regard  to  this  subsection)  to 
be  a  reasonable  addition  to  the  reserve  for  losses  on 
qualifying  real  property  loans. 

“(c)  Treatment  of  Reserves  for  Bad  Debts. — 
“  ( l )  Establishment  of  reserves. — Each  tax¬ 
payer  described  in  subsection  (a)  which  uses  the  reserve 
method  of  accounting  for  bad  debts  shall  establish  and 
maintain  a  reserve  for  losses  on  qualifying  real  property 
loans,  a  reserve  for  losses  on  nonqualifying  loans,  and  a 
supplemental  reserve  for  losses  on  loans.  Eor  purposes 
of  this  title,  such  reserves  shall  be  treated  as  reserves 
for  bad  debts,  but  no  deduction  shall  be  allowed  for  any 
addition  to  the  supplemental  reserve  for  losses  on  loans. 

“(2)  Allocation  of  pre-19  63  reserves— Eor 
purposes  of  this  section,  the  pre-1963  reseives  shall,  as 
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of  the  close  of  December  31,  1962,  be  allocated  to,  and 
constitute  the  opening  balance  of — 

“  (A)  the  reserve  for  losses  on  nonqualifying 
loans, 

“(B)  the  reserve  for  losses  on  qualifying  real 
property  loans,  and 

“(C)  the  supplemental  reserve  for  losses  on 
loans. 

“(3)  Method  of  allocation. — The  allocation 
provided  by  paragraph  (2)  shall  be  made — 

“(A)  first,  to  the  reserve  described  in  para¬ 
graph  (2)  (A),  to  the  extent  such  reserve  is  not 
increased  above  the  amount  which  would  be  a 
reasonable  addition  under  section  166  (c)  for  a 
period  in  which  the  nonqualifying  loans  increased 
from  zero  to  the  amount  thereof  outstanding  at  the 
close  of  December  31,  1962; 

“(B)  second,  to  the  reserve  described  in  para¬ 
graph  (2)  (B) ,  to  the  extent  such  reserve  is  not 
increased  above  the  amount  which  would  be  deter¬ 
mined  under  paragraph  (3)  (A)  or  (4)  of 
subsection  (b)  (whichever  such  amount  is  the 
larger)  for  a  period  in  which  the  qualifying  real 
property  loans  increased  from  zero  to  the  amount 
thereof  outstanding  at  the  close  of  December  31, 
1962; and 
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“(C)  then  to  the  supplemental  reserve  for 
losses  on  loans. 

“  (4)  Pee-1963  reserves  defined. — Eor  purposes 
of  this  subsection,  the  term  ‘pre-1963  reserves’  means 
the  net  amount,  determined  as  of  the  close  of  December 
31,  1962  (after  applying  subsection  (d)  (1)  ) ,  accumu¬ 
lated  in  the  reserve  for  bad  debts  pursuant  to  section 
166  (c)  (or  the  corresponding  provisions  of  prior  reve¬ 
nue  laws)  for  taxable  years  beginning  after  December 
31,  1951. 

“(5)  Certain  pre-1958  surplus —If  after  the 
application  of  paragraph  (3),  the  opening  balance  of  the 
reserve  described  in  paragraph  (2)(B)  is  less  than  the 
amount  described  in  paragraph  (3)(B),  then,  for  pur¬ 
poses  of  this  subsection,  the  term  ‘ pre-1963  reserves'  in¬ 
cludes  so  much  of  the  surplus,  undivided  profits,  and  bad 
debt  reserves  (determined  as  of  December  31,  1962) 
attributable  to  the  period  before  the  first  taxable  year 
beginning  after  December  31,  1951,  as  does  not  exceed 
the  amount  by  ivhich  such  opening  balance  is  less  than 
the  amount  described  in  paragraph  (3)(B).  For  pur¬ 
poses  of  the  preceding  sentence,  the  surplus,  undivided 
profits,  and  bad  debt  reserves  attributable  to  the  period 
before  the  first  taxable  year  beginning  after  December  31, 
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1951,  shall  be  reduced  by  the  amount  thereof  which  is 
attributable  to  interest  which  woidd  have  been  excludable 
from  gross  income  under  section  22(b)(4)  of  the  Inter¬ 
nal  Revenue  Code  of  1939  (relating  to  interest  on  gov¬ 
ernmental  obligations)  or  the  corresponding  provisions  of 
prior  laws.  Notwithstanding  the  second  sentence  of 
paragraph  (1 ) ,  any  amount  which,  by  reason  of  the  ap¬ 
plication  of  the  first  sentence  of  this  paragraph,  is  allocated 
to  the  reserve  described  in  paragraph  (2)  (B)  shall  not 
be  treated  as  a  reserve  for  bad,  debts  for  any  purpose 
other  than  determining  the  amount  referred  to  in  subsec¬ 
tion  (b)(1)(B),  and  for  such  purpose  such  amount 
shall  be  treated  as  remaining  in  such  reserve. 

“-f&f  (6 )  Charging  of  bad  debts  to  reserves. — 
Any  debt  becoming  worthless  or  partially  worthless 
in  respect  of  a  qualifying  real  property  loan  shall  be 
charged  to  the  reserve  for  losses  on  such  loans,  and  any 
debt  becoming  worthless  or  partially  worthless  in  re¬ 
spect  of  a  nonqualifying  loan  shall  be  charged  to  the 
reserve  for  losses  on  nonqualifying  loans;  except  that 
any  such  debt  may,  at  the  election  of  the  taxpayer,  be 
charged  in  whole  or  in  part  to  the  supplemental  reserve 
for  losses  on  loans. 

“(d)  Taxable  Years  Beginning  in  1962  and  End¬ 
ing  in  1963. — In  the  case  of  a  taxable  year  beginning  before 
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1  January  1,  1963,  and  ending  after  December  31,  1962,  of 

2  a  taxpayer  described  in  subsection  (a)  which  uses  the 

3  reserve  method  of  accounting  for  bad  debts,  the  taxable  in- 

4  come  shall  be  the  sum  of — 

5  “  ( 1 )  that  portion  of  the  taxable  income  allocable 

6  to  the  part  of  the  taxable  year  occurring  before  January 

7  1,  1963,  reduced  by  the  amount  of  the  deduction  for  an 

8  addition  to  a  reserve  for  bad  debts  which  would  be  allow- 

9  able  under  section  166(c)  (without  regard  to  the 

10  amendments  made  by  section  8  6  of  the  Revenue  Act  of 

11  1962)  if  such  part  year  constituted  a  taxable  year,  plus 

12  “  (2)  that  portion  of  the  taxable  income  allocable 

13  to  the  part  of  the  taxable  year  occurring  after  December 

"44  31,  1962,  reduced  by  the  amount  of  the  deduction  for 

45  an  addition  to  a  reserve  for  bad  debts  which  would  be 

10  allowed  under  section  166(c)  (taking  into  account  the 
17  amendments  made  by  section  8  6  of  the  Revenue  Act  of 

48  1962)  if  such  part  year  constituted  a  taxable  year. 

49  For  purposes  of  the  preceding  sentence,  the  taxable  income 

20  shall  be  determined  without  regard  to  any  deduction  under 

21  section  166(c),  and  the  portion  thereof  allocable  to  each 

22  part  year  shall  be  determined  on  the  basis  of  the  ratio  which 

23  the  number  of  days  in  such  part  year  bears  to  the  number 

24  of  days  in  the  entire  taxable  year. 

25  “(e)  Loans  Defined. — For  purposes  of  this  section— 
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“(1)  Qualifying  real  property  loans— The 
term  ‘qualifying  real  property  loan’  means  any  loan  se¬ 
cured  by  an  interest  in  improved  real  property  or  secured 
by  an  interest  in  real  property  which  is  to  be  improved 
out  of  the  proceeds  of  the  loan,  but  such  term  does  not 
include — 

“  (A)  any  loan  evidenced  by  a  security  (as  de¬ 
fined  in  section  165(g)  (2)  (C)  )  ; 

“(B)  any  loan,  whether  or  not  evidenced  by  a 
security  (as  defined  in  section  165(g)  (2)  (C)), 
the  primary  obligor  on  which  is — 

“  (i)  a  government  or  political  subdivision 
or  instrumentality  thereof; 

“  (ii)  a  bank  (as  defined  in  section  581)  ; 
or 

“  (iii)  another  member  of  the  same  affil¬ 
iated  group; 

“(C)  any  loan,  to  the  extent  secured  by  a 
deposit  in  or  share  of  the  taxpayer;  or 

“(D)  any  loan  which,  within  a  60-day  period 
beginning  in  one  taxable  year  of  the  creditor  and 
ending  in  its  next  taxable  year,  is  made  or  acquired 
and  then  repaid  or  disposed  of,  unless  the  trans- 
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actions  by  which  such  loan  was  made  or  acquired 
and  then  repaid  or  disposed  of  are  established  to  be 
for  bona  fide  business  purposes. 

For  purposes  of  subparagraph  (B)  (iii),  the  term 
‘affiliated  group’  has  the  meaning  assigned  to  such  term 
by  section  1504(a)  ;  except  that  (i)  the  phrase  ‘more 
than  50  percent’  shall  be  substituted  for  the  phrase  ‘at 
least  80  percent’  each  place  it  appears  in  section  1504 
(a),  and  (ii)  all  corporations  shall  be  treated  as 
includible  corporations  (without  any  exclusion  under 
section  1504  (b)  ) . 

“(2)  Nonqualifying  loans— The  term  ‘non¬ 
qualifying  loan'  means  any  loan  which  is  not  a  quali¬ 
fying  real  property  loan. 

“(3)  Loan. — The  term  ‘loan’  means  debt,  as  the 
term  ‘debt’  is  used  in  section  166. 

“  (f)  Distributions  to  Shareholders. — 

“(l)  In  general. — For  purposes  of  this  chapter, 
any  disribution  of  property  (as  defined  in  section  317 
(a)  )  by  a  domestic  building  and  loan  association  to  a 
shareholder  with  respect  to  its  stock,  if  such  distribution 
is  not  allowable  as  a  deduction  under  section  591,  shall 
be  treated  as  made— 
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“  (A)  first  out  of  its  earnings  and  profits  accu¬ 
mulated  in  taxable  years  beginning  after  December 
31,  1951,  to  the  extent  thereof, 

“(B)  then  out  of  the  reserve  for  losses  on  quali¬ 
fying  real  property  loans,  to  the  extent  additions 
to  sucli  reserve  exceed  tbe  additions  which  would 
have  been  allowed  under  subsection  (b)  (4) , 

“(C)  then  out  of  the  supplemental  reserve  for 
losses  on  loans,  to  the  extent  thereof, 

“(D)  then  out  of  such  other  accounts  as  may 
be  proper. 

This  paragraph  shall  apply  in  the  case  of  any  distribu¬ 
tion  in  redemption  of  stock  or  in  partial  or  complete 
liquidation  of  the  association,  except  that  any  such  distri¬ 
bution  shall  be  treated  as  made  first  out  of  the  amount 
referred  to  in  subparagraph  (B) ,  second  out  of  the 
amount  referred  to  in  subparagraph  (C),  third  out  of 
the  amount  referred  to  in  subparagraph  (A),  and  then 
out  of  such  other  accounts  as  may  be  proper. 

“(2)  Amounts  charged  to  reserve  accounts 
and  included  in  GROSS  income. — If  any  distribution 
is  treated  under  paragraph  (1)  as  having  been  made 
out  of  the  reserves  described  in  subparagraphs  (B)  and 
(C)  of  such  paragraph,  the  amount  charged  against 
such  reserve  shall  be  the  amount  which,  when  reduced 
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by  the  amount  of  tax  imposed  under  this  chapter  and 
attributable  to  the  inclusion  of  such  amount  in  gross 
income,  is  equal  to  the  amount  of  such  distribution;  and 
the  amount  so  charged  against  such  reserve  shall  be 
included  in  gross  income  of  the  taxpayer. 

“  (3)  Special  rules.— 

“(A)  For  purposes  of  paragraph  (1)  (B)*, 
additions  to  the  reserve  for  losses  on  qualifying  real 
property  loans  for  the  taxable  year  in  which  the 
distribution  occurs  shall  be  taken  into  account. 

“(B)  For  purposes  of  computing  under  this 
section  the  amount  of  a  reasonable  addition  to  the 
reserve  for  losses  on  qualifying  real  property  loans 
for  any  taxable  year,  any  amount  charged  during 
any  year  to  such  reserve  pursuant  to  the  provisions 
of  paragraph  (2)  shall  not  be  taken  into  account, 
(b)  Foreclosure  on  Peopeety  Secubing  Loans. — 
Part  II  of  subchapter  H  of  chapter  1  (relating  to  mutual 
savings  banks,  etc.)  is  amended  by  adding  at  the  end  theieof 
the  following  new  section : 

“SEC.  595.  FORECLOSURE  ON  PROPERTY  SECURING  LOANS. 

“  (a)  Nonrecognition  of  Gain  or  Loss  as  a  Result 
of  Foeeclosuee. — In  the  case  of  a  creditor  which  is  an 
organization  described  in  section  593  (a) ,  no  gain  or  loss 
shall  be  recognized,  and  no  debt  shall  be  considered  as  be- 
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coming  worthless  or  partially  worthless,  as  the  result  of  such 
organization  having  hid  in  at  foreclosure,  or  having  otherwise 
reduced  to  ownership  or  possession  by  agreement  or  process 
of  law,  any  property  which  was  security  for  the  payment  of 
any  indebtedness. 

“(b)  Character  of  Property. — Por  purposes  of 
sections  166  and  1221,  any  property  acquired  in  a  trans¬ 
action  with  respect  to  which  gain  or  loss  to  an  organization 
was  not  recognized  by  reason  of  subsection  (a)  shall  be 
considered  as  property  having  the  same  characteristics  as 
the  indebtedness  for  which  such  property  was  security.  Any 
amount  realized  by  such  organization  with  respect  to  such 
property  shall  be  treated  for  purposes  of  this  chapter  as  a 
payment  on  account  of  such  indebtedness,  and  any  loss  with 
respect  thereto  shall  he  treated  as  a  bad  debt  to  which  the 
provisions  of  section  166  (relating  to  allowance  of  a  deduc¬ 
tion  for  bad  debts)  apply. 

“  (c)  Basis. — The  basis  of  any  property  to  which  sub¬ 
section  (a)  applies  shall  he  the  basis  of  the  indebtedness  for 
which  such  property  was  security  ( determined  as  of  the  date 
of  the  acquisition  of  such  property)  properly  increased  for 
costs  of  acquisition. 

“(d)  Regulatory  Authority.— The  Secretary  or  his 
delegate  shall  prescribe  such  regulations  as  he  may  deem 
necessary  to  cany  out  the  purposes  of  this  section.” 
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(c)  Definition  of  Domestic  Building  and  Loan 
Association. — Paragraph  (19)  of  section  7701  (a)  (def¬ 
inition  of  domestic  building  and  loan  association)  is  amended 
to  read  as  follows : 


U 


-  (19)-  Domestic  building  and  loan 
tioNt — The  term  -domestic  building  and  lean  associa- 
tienr  means  a  domcstie  building  and  lean  association^  a 
domestie  savings  and  lean  association  and  a  Federal 
savings  and  lean  association  wbieb — 

-(-A)  is  an  insured  institution  (within  the 
ef  section  401-(a)-  of  the  ^National  Housing 
Aet  -(43  TJ.S.G.7  seer  1724  (a) )-  er 
^^-(B-)-  is  subject  by  law  to  s 
examination  by  State  or  Federal 
ever  sueb  assoeiatioesj 


savings  and  investing  the  proceeds  -(if  m  leans  secured 
by  an  interest  m  real  property  which  is  ferj  from  the 
proceeds  ef  the  lean  wib  become)-  residential  real 
property-  and  -(ii)-  in  other  leans7  to  the  extent  such 
ether  leans  would  he  authorized  to  he  made  hy  a  Federal 
savings  and  lean  association  under  seetien  bfef  of  the 
Home  Owners-  Loan  Aet7  as  amended  -(13  U.S.C.,  sec. 
1461  (e)-)^ 
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“(19)  Domestic  building  and  loan  associa- 
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TION. — The  term  ‘ domestic  building  and  loan  association 
means  a  domestic  building  and  loan  association,  a  domes¬ 
tic  savings  and  loan  association,  and  a  Federal  savings 
and  loan  association — 

“(A)  which  either  (i)  is  an  insured  institution 
( within  the  meaning  of  section  401  (a)  of  the  Na¬ 
tional  Housing  Act  (12  U.S.C.,  sec.  1724(a)),  or 
(ii)  is  subject  by  law  to  supervision  and  examination 
by  State  or  Federal  authority  having  supervision 
over  such  associations; 

“(B)  substantially  all  of  the  business  of  which 
consists  of  acquiring  the  savings  of  the  public  and 
investing  in  loans  described  in  subparagraph  ( C )  ; 

“(G)  at  least  90  percent  of  the  amount  of  the 
total  assets  of  which  (as  of  the  close  of  the  taxable 
year)  consists  of  (i)  cash,  (ii)  obligations  of  the 
United  States  or  of  a  State  or  political  subdivision 
thereof,  and  stock  or  obligations  of  a  corporation 
which  is  an  instrumentality  of  the  United  States  or 
of  a  State  or  political  subdivision  thereof,  (Hi)  loans 
secured  by  an  interest  in  real  property  and  loans 
made  for  the  improvement  of  real  property,  (iv) 
loans  secured  by  a  deposit  or  share  of  a  member, 
and  (v)  property  acquired  through  the  liquidation 
of  defaulted  loans  described  in  clause  (Hi); 
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“  (D)  of  the  assets  of  which  taken  into  account 
under  subparagraph  (C)  as  assets  constituting  the 
90  percent  of  total  assets — 

“(i)  at  least  80  percent  of  the  amount  of 
such  assets  consists  of  assets  described  in  clauses 
(i)  and  (ii)  of  such  subparagraph  and  of  loans 
secured  by  an  interest  in  real  property  which  is 
(or,  from  the  proceeds  of  the  loan,  will  become) 
residential  real  property  or  loans  made  for  the 
improvement  of  residential  real  property;  and 
“(ii)  at  least  70  percent  of  the  amount  of 
such  assets  consists  of  assets  described  in  clauses 
(i)  and  (ii)  of  such  subparagraph  and  of 
loans  secured  by  an  interest  in  real  property 
which  is  ( or,  from  the  proceeds  of  the  loan,  will 
become)  residential  real  property  containing  4 
or  fewer  family  units,  or  loans  made  for  the 
improvement  of  residential  real  property  con¬ 
taining  4  or  fewer  family  units; 

“(E)  not  more  than  18  percent  of  the  amount  of 
the  total  assets  of  which  ( as  of  the  close  of  the  taxable 
year)  consists  of  assets  other  than  those  described 
in  clause  (i)  of  subparagraph  (D),  and  not  more 
than  27  percent  of  the  amount  of  the  total  assets  of 
which  (as  of  the  close  of  the  taxable  year)  consists 
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of  assets  other  than  those  described  in  clause  (ii)  of 
subparagraph  (D),  except  that  the  18  percent  and 
27  percent  limitations  contained  in  this  subpara¬ 
graph  shall  be  increased  by  the  number ,  if  any,  of 
percentage  points  (including  any  fraction  of  a  per¬ 
centage  point)  by  which  10  percent  exceeds  the 
percentage  of  the  total  assets  consisting  of  assets 
described  in  clauses  (i )  and  (ii)  of  subparagraph 
(  C  )  ;  and 

“(F)  except  for  property  described  in  sub- 
paragraph  (C) ,  none  of  the  assets  of  which  consists 
of  stock  of  any  corporation 

(d)  Clerical  Amendments. — The  table  of  sections 
for  part  II  of  subchapter  II  of  chapter  1  is  amended — 

( 1 )  by  striking  out  the  third  item  and  inserting  in 

lieu  thereof  the  following : 

“Sec.  593.  Reserves  for  losses  on  loans.” 

and 

( 2 )  by  adding  at  the  end  thereof  the  following : 

“Sec.  595.  Foreclosure  on  property  securing  loans.” 

-(e)-  Repeal  op  -Exemption  From  Communica¬ 
tions  an©  Transportation  op  Persons  Taxest — Uet 
withstanding  any  other  provision  of  kw~  Federal  sawings 
and  loan  associations  shall  not  he  exempt  as  sneh  from  the 


77 


1 

2 

3 

4 

5 

6 

7 

8 
9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 
21 
22 
23 


section  425-1  -(-relating  to  exeise  tax  en 
anti  seetien  4261-  -(relating  to  excise  tax 
el  persons}  el  ttie  Internal  Revenue  Oocle 


el  40 OR 

(e)  Repeal  of  Exemption  From  Certain  Excise 


Taxes  — 

(1 )  Amendment  to  home  owners'  loan  act. — 
Section  5(h)  of  the  Home  Owners  Loan  Act,  as 
amended  (12  U.S.C.  sec.  1464(h)),  is  amended  to  read 
as  follows: 

“(h )  Exemption  From  Discriminatory  State  and 
Local  Taxation. — No  State,  county,  municipal,  or  local 
taxing  authority  shall  impose  any  tax  on  such  associations  or 
their  franchise,  capital,  reserves,  surplus,  loans,  or  income 
greater  than  that  imposed  by  such  authority  on  other  similar 
local  mutual  or  cooperative  thrift  and  home  financing  institu- 
tionsT 

(2 )  Certain  documentary  stamp  taxes— Sec¬ 
tion  4382(a)(2)  (relating  to  exemptions  from  docu¬ 
mentary  stamp  taxes)  is  amended  to  read  as  follows: 

“( 2)  Domestic  building  and  loan  associa¬ 
tions  AND  MUTUAL  DITCH  OR  IRRIGATION  COM¬ 
PANIES. — Shares  or  certificates  of  stock  issued  by  domes¬ 
tic  building  and  loan  associations  and  cooperative  banks, 
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to  the  extent  such  shares  or  certificates  represent  deposits 
or  withdrawable  accounts ;  or  shares  or  certificates  of 
stock  and  certificates  of  indebtedness  issued  by  mutual 
ditch  or  irrigation  companies 

(f)  Deduction  for  Dividends  or  Interest  Paid 
on  Deposits. — Section  591  ( relatmg  to  deduction  for  divi¬ 
dends  paid  on  deposits)  is  amended — 

(1)  by  striking  out  “and  domestic  building  and 
loan  associations ”  and  inserting  in  lieu  thereof  the  follow¬ 
ing:  “domestic  building  and  loan  associations,  and  other 
savings  institutions  chartered  and  supervised  as  savings 
and  loan  or  similar  associations  under  Federal  or  State 
laiv” ;  and 

(2)  by  inserting  after  “dividends”  the  following: 
“or  interest”. 

-(f)-  ( g)  Effective  Dates. — 

(1)  The  amendment  made  by  subsection  (a)  shall 
apply  to  taxable  years  ending  after  December  31,  1962, 
except  that  section  593  (f)  of  the  Internal  Revenue 
Code  of  1954  shall  apply  to  distributions  after  Decem¬ 
ber  31,  1962,  in  taxable  years  ending  after  such  date. 

(2)  The  amendment  made  by  subsection  (b)  shall 
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apply  to  transactions  described  in  section  595  (a)  of  the 
Internal  Revenue  Code  of  1954  occurring  after  Decem¬ 
ber  31,  1962,  in  taxable  years  ending  after  such  date. 

(3)  The  amendment  made  hy  subsection  (c)  shall 
apply  to  taxable  years  beginning  after  the  date  of  the 
enactmnt  of  this  Act. 

-{A)-  Subsection:  -fef  of  this  section  shah  apply — 
in  the  case  of  the  tax  imposed  hy  section 
4254  of  the  Internal  Revenue  Code  of  4954-7  with 
respect  to  amounts  paid  pursuant-  to  bills  rendered 
after  June  30j  1962  ;■  and 

-m-  in  the  case  of  the  tax  imposed  hy  section 
4264  of  such  Code?  with  respect  to  transportation 
beginning  after  June  JOy  1962. 

(4)  Subsection  (e)  of  this  section  shall  become  effec¬ 
tive  on  January  1,  1963,  except  that — 

(A)  in  the  case  of  the  tax  imposed  by  section 
4251  of  the  Internal  Revenue  Code  of  1954,  such 
subsection  shall  apply  only  with  respect  to  amounts 
paid  pursuant  to  bills  rendered  after  December  31, 
1962;  and 

(B)  in  the  case  of  the  tax  imposed  by  section 
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4261  of  such  Code,  such  subsection  shall  apply  only 
with  respect  to  transportation  beginning  after  De¬ 
cember  31,  1962. 

SEC.  9  7.  DISTRIBUTIONS  BY  FOREIGN  TRUSTS. 

(а)  Definitions. — 

(1)  Income  of  foreign  trust.— Section  643  (a) 

(б)  (relating  to  modifications  taken  into  account  in  com¬ 
puting  distributable  net  income)  is  amended  to  read  as 
follows : 

“  (6)  Income  of  foreign  trust. — In  the  case  of 
a  foreign  trust — 

“(A)  There  shall  be  included  the  amounts  of 
gross  income  from  sources  without  the  United  States, 
reduced  by  any  amounts  which  would  be  deductible 
in  respect  of  disbursements  allocable  to  such  income 
but  for  the  provisions  of  section  265(1)  (relating 
to  disallowance  of  certain  deductions) . 

“(B)  Gross  income  from  sources  within  the 
United  States  shall  be  determined  without  regard 
to  section  894  (relating  to  income  exempt  under 
treaty) . 

“  (C)  Subsection  (a)  (3)  of  this  seetion  Para¬ 
graph  (3)  shall  not  apply  to  a  foreign  trust  created 
by  a  United  States  person.  In  the  case  of  such  a 
trust,  (i)  there  shall  be  included  gains  from  the 
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sale  or  exchange  of  capital  assets,  reduced  by  losses 
from  such  sales  or  exchanges  to  the  extent  such 
losses  do  not  exceed  gains  from  such  sales  or  ex¬ 
changes,  and  (li)  the  deduction  under  section  1202 
(relating  to  deduction  for  excess  of  capital  gains 
over  capital  losses)  shall  not  be  taken  into  account.” 
(2)  Foreign  estates  ane  trusts— Section  643 
(relating  to  definitions)  is  amended  by  adding  at  the 
end  thereof  the  following  new  subsection: 

“  (d)  Foreign  Trusts  Created  by  United  States 
Persons. — For  purposes  of  this  part,  the  term  foreign  trust 
created  by  a  United  States  person’  means  a  foreign  trust  -fas 
defined  in  seetien  7701(a)  (31-)-)-  to  whiek  money  or  prop¬ 
erty  has  been  transferred  that  portion  of  a  foreign  trust  (as 
defined  in  section  7701(a)  (31))  attributable  to  money  or 
property  transferred  directly  or  indirectly  by  a  United  States 
person  (as  defined  in  section  7701  (a)  (30)  ) ,  or  under  the 
will  of  a  decedent  who  at  the  date  of  his  death  was  a  United 
States  citizen  or  resident.” 

(b)  Accumulation  Distributions  of  Foreign 
Trusts. — 

(1)  Section  665(b)  (relating  to  definitions 
applicable  to  subpart  D)  is  amended  by  striking  out 
“(b)  Accumulation  Distribution— For  purposes 
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of  this  subpart,”  and  inserting  in  lieu  thereof  the  fol¬ 
lowing  : 

“(b)  Accumulation  Distributions  of  Trusts 
Other  Than  Certain  Foreign  Trusts. — For  purposes  of 
this  subpart,  in  the  case  of  a  trust  (other  than  a  foreign  trust 
created  by  a  United  States  person) ,”. 

(2)  Section  665  is  amended  by  redesignating  sub¬ 
sections  (c)  and  (d)  as  (d)  and  (e),  respectively, 
and  by  inserting  after  subsection  (b)  the  following 
new  subsection: 

“(c)  Accumulation  Distribution  of  Certain 
Foreign  Trusts. — For  purposes  of  this  subpart,  in  the  case 
of  a  foreign  trust  created  bv  a  United  States  person,  the  term 
‘accumulation  distribution’  for  any  taxable  year  of  the  trust 
means  the  amount  b}^  which  the  amounts  specified  in  para¬ 
graph  (2)  of  section  661  (a)  for  such  taxable  year  exceed 
distributable  net  income,  reduced  by  the  amounts  specified 
in  paragraph  (1)  of  section  661  (a).  For  purposes  of  this 
subsection,  the  amount  specified  in  paragraph  (2)  of  section 
661  (a)  shall  be  determined  without  regard  to  section  666. 
Any  amount  paid  to  a  United  States  person  which  is  from 
a  payor  who  is  not  a  United  States  person  and  which  is 
derived  directly  or  indirectly  from  a  foreign  trust  created  by 
a  United  States  person  shall  be  deemed  in  the  year  of  pay¬ 
ment  to  have  been  directly  paid  by  the  foreign  trust.” 
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1  (c)  Allocation  of  Accumulation  Distributions 

2  to  Pbeceding  Years— Section  666(a)  (relating  to  ac- 

3  cumulation  distribution  allocated  to  5  preceding  years)  is 

4  amended — 

5  (1)  by  striking  out  “  (a)  Amount  Allocated.— 

6  In  tbe  case  of  a  trust”  and  inserting  in  lieu  thereof  the 

7  following : 

8  “  (a)  Amount  Allocated. — In  the  case  of  a  trust 

9  (other  than  a  foreign  trust  created  by  a  United  States 

10  person)”;  and 

11  (2)  by  adding  at  the  end  thereof  the  following 

12  new  sentence: 

13  “In  the  case  of  a  foreign  trust  created  by  a  United  States 

14  person,  this  subsection  shall  apply  to  the  preceding  tax- 

15  able  years  of  the  trust  without  regard  to  any  provision  of 

16  the  preceding  sentences  which  would  (but  for  this  sentence) 

17  limit  its  application  to  the  5  preceding  taxable  years.” 

18  (d)  Amounts  Treated  as  Deceived  in  Prior 

19  Years. — Section  668  (a)  (relating  to  amounts  treated  as 

20  received  in  prior  taxable  years)  is  amended  by  adding  at 

21  the  end  thereof  the  following  new  sentence:  “Except  as 

22  provided  in  section  669,  in  the  case  of  a  foreign  trust  created 

23  by  a  United  States  person  the  preceding  sentence  shall  not 

24  apply  to  any  beneficiary  who  is  a  United  States  person.’ 

25  (e)  Special  Rules  for  Foreign  Trusts— Subpart 
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D  of  part  I  of  subchapter  J  of  chapter  1  (relating  to  treat¬ 
ment  of  excess  distributions  by  trusts)  is  amended  by  adding 
at  the  end  thereof  the  following  new  section : 

“SEC.  669.  SPECIAL  RULES  APPLICABLE  TO  CERTAIN  FOR¬ 
EIGN  TRUSTS. 

“(a)  Limitation  on  Tax. — 

“(1)  General  rule. — At  the  election  of  a  bene¬ 
ficiary  who  is  a  United  States  person  (as  defined  in 
section  7701  (a)  (30))  and  who  satisfies  the  require¬ 
ments  of  subsection  (b),  the  tax  attributable  to  the 
amounts  treated  under  section  668(a)  as  having  been 
received  by  him  from  a  foreign  trust  created  by  a  United 
States  person  on  the  last  day  of  a  preceding  taxable 
year  of  the  trust  shall  not  be  greater  than — 

“  (A)  the  tax  determined  under  the  next  to  the 
last  sentence  of  section  668(a),  or 

“  (B)  the  tax  determined  by  multiplying  by 
the  number  of  preceding  taxable  years  of  the  trust, 
on  the  last  day  of  each  of  which  an  amount  is 
deemed  under  section  666  (a)  to  have  been  distrib¬ 
uted,  the  average  of  the  increase  in  tax  attributable 
to  recomputing  the  beneficiary’s  gross  income  for 
the  taxable  year  and  each  of  his  2  taxable  years  im¬ 
mediately  preceding  the  year  of  the  accumulation 
distribution  by  adding  to  the  income  of  each  of  such 
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years  an  amount  determined  by  dividing  the  amount 
required  to  be  included  in  income  under  section 
668  (a)  by  such  number  of  preceding  taxable  years 
of  the  trust.  The  recomputation  for  the  taxable  year 
shall  be  made  without  regard  to  the  inclusion  in 
income  required  by  section  668(a)  of  any  amount 
other  than  pursuant  to  this  paragraph. 

“(2)  Exceptions. — 

“  (A)  When  an  accumulation  distribution  is 
deemed  under  section  666(a)  to  have  been  distrib¬ 
uted  on  the  last  day  of  less  than  3  taxable  years 
of  the  trust,  the  taxable  years  of  the  beneficiary  for 
which  a  recomputation  is  made  under  subsection 
(a)  (1)  (B)  shall  equal  the  number  of  years  to 
which  section  666(a)  applies,  commencing  with 
the  most  recent  taxable  year  of  the  beneficiary. 

-(B)  If  a  1  leneficiary  was  not  alive  on  the  last 
day  of  each  preceding  taxable  year  of  the  trust 
with  respect  to  which  a  distribution  is  deemed  made 
under  section  666  (a) ,  paragraph  (1)  (A)  of  this 
subsection  shall  not  apply.  In  applying  paragraph 
(1)  (B)  of  this  subsection,  no  recomputation  shall 
be  made  for  a  beneficiary  for  a  taxable  year  for 
which  he  was  not  alive ;  if  he  has  no  preceding  tax¬ 
able  year,  the  recomputation  shall  be  made  on  the 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 


86 


basis  of  his  taxable  year  without  regard  to  the  in¬ 
clusion  in  income  required  by  section  668  (a)  of 
any  amount  other  than  pursuant  to  paragraph 

(1)  (B). 

“(3)  Effect  of  prior  election. — In  comput¬ 
ing  the  limitation  on  tax  under  paragraph  (1)  of  this 
subsection  for  any  beneficiary — 

“  (A)  Subsequent  election  under  para¬ 
graph  (i)(A). — If  an  election  has  been  made  under 
paragraph  (1)  (B)  of  this  subsection,  for  purposes 
of  a  subsequent  election  under  paragraph  (1)  (A) 
the  income  of  any  year  with  respect  to  which  an 
amount  is  deemed  distributed  to  a  beneficiary  under 
section  666  (a)  shall  include  amounts  previously 
deemed  distributed  to  such  beneficiary  for  such 
year  as  a  result  of  an  accumulation  distribution  with 
respect  to  which  an  election  under  paragraph  (1) 
(B)  was  made. 

“  (B)  Subsequent  election  under  para¬ 
graph  (i)(B). — If  with  respect  to  an  accumulation 
distribution  an  election  has  been  made  under  either 
paragraph  (1)  (A)  or  paragraph  (1)  (B)  of  this 
subsection,  or  the  next  to  the  last  sentence  of  section 
668  (a)  has  applied,  for  purposes  of  a  subsequent 
election  under  paragraph  (1)  (B)  the  number  of 
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preceding  taxable  years  of  the  trust  with  respect  to 
which  an  amount  is  deemed  distributed  to  a  benefi¬ 
ciary  under  section  666  (a)  shall  be  determined 
without  regard  to  any  such  year  with  respect  to 
which  an  amount  was  previously  deemed  distrib¬ 
uted  to  such  beneficiary. 

“(b)  Information  Requirement. — The  election  of 
a  beneficiary  to  apply  the  limitations  on  tax  provided  in  sub¬ 
section  (a)  of  this  section  shall  not  be  effective  unless  the 
beneficiary  at  the  time  of  making  the  election  supplies  such 
information  with  respect  to  the  operation  and  accounts  of  the 
trust,  for  each  taxable  year  on  the  last  day  of  which  an 
amount  is  deemed  distributed  under  section  666(a),  as  the 
Secretary  or  his  delegate  may  by  regulations  prescribe.” 

(f)  Information  Returns  With  Respect  to  For¬ 
eign  Trusts. — Subpart  B  of  part  III  of  subchapter  A  of 
chapter  61  (relating  to  information  concerning  transactions 
with  other  persons)  is  amended  by  adding  at  the  end  thereof 
the  following  new  section: 

“SEC.  6047.  RETURNS  AS  TO  CREATION  OF  OR  TRANSFERS 
TO  CERTAIN  FOREIGN  TRUSTS. 

“  (a)  General  Rule. — On  or  before  the  90th  day 
after — 

“  (1)  the  creation  of  any  foreign  trust  by  a  United 


States  person,  or 
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“(2)  the  transfer  of  any  money  or  property  to  a 
foreign  trust  by  a  United  States  person, 
the  grantor  in  the  case  of  an  inter  vivos  trust,  the  fiduciary 
of  an  estate  in  the  case  of  a  testamentary  trust,  or  the  trans¬ 
feror,  as  the  case  may  be,  shall  make  a  return  in  compliance 
with  the  provisions  of  subsection  (b) . 

“(b)  Form  and  Contents  of  Returns. — The  re¬ 
turns  required  by  subsection  (a)  shall  be  in  such  form  and 
shall  set  forth,  in  respect  of  the  foreign  trust,  such  informa¬ 
tion  as  the  Secretary  or  his  delegate  prescribes  by  regulation 
as  necessary  for  carrying  out  the  provisions  of  the  income 
tax  laws. 

“(c)  Cross  References. — 

“(1)  For  provisions  relating  to  penalties  for  violations 
of  this  section,  see  sections  6677  and  7203. 

“(2)  For  definition  of  the  term  ‘foreign  trust  created 
by  a  United  States  person’,  see  section  643(d).” 

(g)  Failure  To  File  Information  Returns  — 
Subchapter  B  of  chapter  68  (relating  to  assessable  penalties) 
is  amended  by  adding  at  the  end  thereof  the  following  new 
section : 

“SEC.  6677.  FAILURE  TO  FILE  INFORMATION  RETURNS 
WITH  RESPECT  TO  CERTAIN  FOREIGN 
TRUSTS. 

“  (a)  Civil  Penalty. — In  addition  to  any  criminal 
penalty  provided  by  law,  any  person  required  to  file  a  return 
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under  section  6047  who  fails  to  file  such  return  at  the  time 
provided  in  such  section,  or  who  files  a  return  which  does  not 
show  the  information  required  pursuant  to  such  section,  shall 
pay  a  penalty  equal  to  5  percent  of  the  amount  transferred 
to  a  trust,  but  not  more  than  $1,000,  unless  it  is  shown  that 
such  failure  is  due  to  reasonable  cause. 

“(b)  Deficiency  Procedures  Not  To  Apply. — 
Subchapter  B  of  chapter  63  (relating  to  deficiency  proce¬ 
dures  for  income,  estate,  and  gift  taxes)  shall  not  apply  in 
respect  of  the  assessment  or  collection  of  any  penalty 
imposed  by  subsection  (a).” 

(b)  United  States  Person  Defined. — Section 
7701  (a)  is  amended  by  adding  at  the  end  thereof  the 
following  new  paragraphs: 

“(30)  United  States  person. — The  term 

‘United  States  person’  means — 

“  (A)  a  citizen  or  resident  of  the  United  States, 
“(B)  a  domestic  partnership, 

“(C)  a  domestic  corporation,  and 
“(D)  any  estate  or  trust  (other  than  a  foreign 
estate  or  foreign  trust,  within  the  meaning  of  sec¬ 
tion  7701  (a)  (31)). 

“(31)  Foreign  estate  or  trust.— The  terms 
‘foreign  estate’  and  ‘foreign  trust’  mean  an  estate  or 
trust,  as  the  case  may  be,  the  income  of  which  from 
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sources  without  the  United  States  is  not  includible  in 
gross  income  under  subtitle  A.” 

(i)  Technical  Amendments. — 

(1)  The  table  of  sections  for  subpart  D  of  sub¬ 
chapter  J  of  chapter  1  (relating  to  treatment  of  excess 
distributions  by  trusts)  is  amended  by  adding  at  the  end 
thereof 

“Sec.  669.  Special  rules  applicable  to  certain  foreign  trusts.” 

(2)  The  table  of  sections  for  subpart  B  of  part  III 
of  subchapter  A  of  chapter  61  (relating  to  information 
concerning  transactions  with  other  persons)  is  amended 

by  adding  at  the  end  thereof 

“Sec.  6047.  Returns  as  to  creation  of  or  transfers  to  certain 
foreign  trusts.” 

(3)  The  table  of  sections  for  subchapter  B  of 
chapter  68  (relating  to  assessable  penalties)  is  amended 
by  adding  at  the  end  thereof 

“Sec.  6677.  Failure  to  file  information  returns  with  respect 
to  certain  foreign  trusts.” 

(j)  Effective  Date. — The  amendments  made  by  this 
section  (other  than  by  subsections  (f),  (g),and  (h)  )  shall 
apply  with  respect  to  distributions  made  m  taxable  years  of 
trusts  beginning  after  the  date  of  the  enactment  of  this  Act. 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 


91 


SEC.  10  8.  MUTUAL  INSURANCE  COMPANIES  (OTHER 
THAN  LIFE,  MARINE,  AND  CERTAIN  FIRE 
OR  FLOOD  INSURANCE  COMPANIES),  ETC. 

(a)  Imposition  of  Tax. — So  much  of  part  II  of  sub¬ 
chapter  L  (relating  to  mutual  insurance  companies,  other 
than  life  or  marine  or  fire  insurance  companies  issuing  per¬ 
petual  policies)  of  chapter  1  as  precedes  section  822  is 
amended  to  read  as  follows: 

“PART  II— MUTUAL  INSURANCE  COMPANIES 
(OTHER  THAN  LIFE  AND  CERTAIN 
MARINE  INSURANCE  COMPANIES 
AND  OTHER  THAN  FIRE  OR  FLOOD 
INSURANCE  COMPANIES  WHICH  OP¬ 
ERATE  ON  BASIS  OF  PERPETUAL 
POLICIES  OR  PREMIUM  DEPOSITS) 

“Sec.  821.  Tax  on  mutual  insurance  companies  to  which 
part  II  applies. 

“Sec.  822.  Determination  of  taxable  investment  income. 

“Sec.  823.  Determination  of  statutory  underwriting  income 
or  loss. 

“Sec.  824.  Adjustments  to  provide  protection  against  losses. 

“Sec.  825.  Unused  loss  deduction. 

“Sec.  826.  Election  by  reciprocal. 
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“SEC.  821.  TAX  ON  MUTUAL  INSURANCE  COMPANIES  TO 
WHICH  PART  II  APPLIES. 

“  (a)  Imposition  of  Tax. — A  tax  is  hereby  imposed 
for  each  taxable  year  beginning  after  December  31,  1962, 
on  the  mutual  insurance  company  taxable  income  of  every 
mutual  insurance  company  (other  than  a  life  insurance  com¬ 
pany  and  other  than  a  fee  fire,  flood,  or  marine  insurance 
company  subject  to  the  tax  imposed  by  section  831) .  Such 
tax  shall  consist  of — 

■“  (1)  xVOPMAP  tax — A  normal  tax  of  percent 
of  the  mutual  insurance  company  taxable  income^  or 
hO  percent  of  the  amount  by  which  such  taxable  income 
exceeds  whichever  is  the  lesser^  plus 

“(.  1)  Normal  tax  — 

“(A)  Taxable  years  beginning  before 
July  l,  1963. — In  the  case  of  taxable  years  beginning 
before  July  1,  1963,  a  normal  tax  of  30  percent  of 
the  mutual  insurance  company  taxable  income,  or  60 
percent  of  the  amount  by  which  such  taxable  income 
exceeds  $6,000,  whichever  is  the  lesser; 

“(B)  Taxable  years  beginning  after 
JUNE  30,  1963. — In  the  case  of  taxable  years  begin¬ 
ning  after  June  30,  1963,  a  normal  tax  of  25  per¬ 
cent  of  the  mutual  insurance  company  taxable 
income,  or  50  percent  of  the  amount  by  which  such 
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taxable  income  exceeds  $6,000,  whichever  is  the 
lesser;  plus 

“(2)  Surtax. — A  surtax  of  22  percent  of  the 
mutual  insurance  company  taxable  income  (computed 
without  regard  to  the  deduction  provided  in  section  242 
for  partially  tax-exempt  interest)  in  excess  of  $25,000. 
“(b)  Mutual  Insurance  Company  Taxable  In¬ 
come  Defined. — Tor  purposes  of  this  part,  the  term  ‘mutual 
insurance  company  taxable  income’  means,  with  respect  to 
any  taxable  year,  the  amount  by  which — 

‘  ( 1 )  the  sum  of — 

“(A)  the  taxable  investment  income  (as  de¬ 
fined  in  section  822  (a)  (1)  ) , 

“(B)  the  statutory  underwriting  income  (as 
defined  in  section  823  (a)  (l)  ) ,  and 

“(C)  the  amounts  required  by  section  824  (d) 
to  be  subtracted  from  the  protection  against  loss 
account,  exceeds 
“  (2)  the  sum  of — 

“(A)  the  investment  loss  (as  defined  in  sec¬ 
tion  822  (a)  (2)  ) , 

“(B)  the  statutory  underwriting  loss  (as  de¬ 
fined  in  section  823  (a)  (2)  ) ,  and 

“(C)  the  unused  loss  deduction  provided  by 
section  825  (a) . 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 


94 


“  (c)  Alternative  Tax  foe  Certain  Small  Com¬ 
panies — 

“  ( 1 )  Imposition  of  tax. — In  the  case  of  taxable 
years  beginning  after  December  31,  1962,  there  is  here¬ 
by  imposed  for  each  taxable  year  on  the  income  of  each 
mutual  insurance  company  to  which  this  subsection 
applies  a  tax  (which  shall  be  in  lieu  of  the  tax  imposed 
by  subsection  (a)  )  computed  as  follows: 

-(A)  Formal  tax; — A  normal  tax  of  2# 
percent  of  the  taxable  investment  ineomcj  or  §0 
pereent  of  the  amount  by  which  such  taxable  in¬ 
come  exceeds  $3tOOOj  whichever  is  the  lesser;  plus 
“(A)  Normal  tax. — 

“(i)  Taxable  years  beginning  before 
JULY  l,  1963. — In  the  case  of  taxable  years  be¬ 
ginning  before  July  1,  1963,  a  normal  tax  of 
30  percent  of  the  taxable  investment  income,  or 
60  percent  of  the  amount  by  which  such  taxable 
income  exceeds  $3,000,  whichever  is  the  lesser; 

“(ii)  Taxable  years  beginning  after 
JUNE  30,  1963. — In  the  case  of  taxable  years  be¬ 
ginning  after  June  30,  1963,  a  normal  tax  of 
25  percent  of  the  taxable  investment  income,  or 
50  percent  of  the  amount  by  which  such  taxable 
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income  exceeds  $3,000,  whichever  is  the  lesser; 
plus 

“(B)  Surtax. — A  surtax  of  22  percent  of  the 
taxable  investment  income  (computed  without  re¬ 
gard  to  the  deduction  provided  in  section  242  for 
partially  tax-exempt  interest)  in  excess  of  $25,000. 
“  (2)  Gross  amount  received,  over 
$150,000  BUT  LESS  THAN  $250,000. — If  the  gl'OSS 

amount  received  during  the  taxable  year  from  the  items 
described  in  section  822(b)  (other  than  paragraph 
(1)  (D)  thereof)  and  premiums  (including  deposits 
and  assessments)  is  over  $75y000  $150,000  but  less  than 
$125,000  $250,000,  the  tax  imposed  by  paragraph  ( 1 ) 
shall  be  reduced  to  an  amount  which  bears  the  same 
proportion  to  the  amount  of  the  tax  determined  under 
paragraph  (1)  as  the  excess  over  $7fo000  $150,000  of 
such  gross  amount  received  bears  to  $50,000  $100,000. 

“(3)  Companies  to  which  subsection  ap¬ 
plies.— 

“(A)  In  general. — Except  as  provided  in 
subparagraph  (B),  this  subsection  shall  apply  to 
eveiy  mutual  insurance  company  (other  than  a  life 
insurance  company  and  other  than  a  foe  fire,  flood, 
or  marine  insurance  company  subject  to  the  tax  im- 
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posed  by  section  831)  which  received  during  the 
taxable  year  from  the  items  described  in  section  822 
(b)  (other  than  paragraph  (1)  (D)  thereof)  and 
premiums  (including  deposits  and  assessments)  a 
gross  amount  in  excess  of  $75,000  $ 150,000  but  not 
in  excess  of  $300j000  $ 600,000 . 

“(B)  Exceptions. — This  subsection  shall  not 
apply  to  a  mutual  insurance  company  for  the  tax¬ 
able  year  if — 

“  (i)  there  is  in  effect  an  election  by  such 
company  made  under  subsection  (d)  to  be  tax¬ 
able  under  subsection  (a)  ;  or 

“  (ii)  there  is  any  amount  in  the  protection 
against  loss  account  at  the  beginning  of  the 
taxable  year. 

“(d)  Election  To  Include  Statutoey  Undee- 
wbiting  Income  oe  Loss. — 

“(1)  In  geneeal. — Any  mutual  insurance  com¬ 
pany  which  is  subject  to  the  tax  imposed  by  subsection 
(c)  may  elect,  in  such  manner  and  at  such  time  as  the 
Secretary  or  his  delegate  may  by  regulations  prescribe, 
to  be  subject  to  the  tax  imposed  by  subsection  (a) . 

“  (2)  Effect  of  election. — If  an  election  is  made 
under  paragraph  (1),  the  electing  company  shall  be 
subject  to  the  tax  imposed  hy  subsection  (a)  (and  shall 
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1  not  be  subject  to  the  tax  imposed  by  subsection  (c)  ) 

2  for  tbe  first  taxable  year  for  which  such  election  is  made 

3  and  for  all  taxable  years  thereafter  unless  the  Secretary 

4  or  his  delegate  consents  to  a  revocation  of  such  election. 

5  “(e)  No  United  States  Insurance  Business.— 

6  Foreign  mutual  insurance  companies  (other  than  a  life 

7  insurance  company  and  other  than  a  fee  fire,  flood,  or  marine 

8  insurance  company  subject  to  the  tax  imposed  by  section 

9  831)  not  carrying  on  an  insurance  business  within  the 

10  United  States  shall  not  he  subject  to  this  part  but  shall  be 

11  taxable  as  other  foreign  corporations. 

12  “(f)  Special  Transitional  Underwriting  Loss.— 

13  “( l)  Companies  to  which  subsection  ap- 

14  plies. — This  subsection  shall  apply  to  every  mutual 

15  insurance  company  which  has  been  subject  to  the  tax 

16  imposed  by  this  section  ( as  in  effect  before  the  enactment 

17  of  this  subsection)  for  the  6  taxable  years  immediately 

18  preceding  January  1,  1963,  and  has  incurred  anunder- 

19  writing  loss  for  at  least  5  of  such  6  taxable  years . 

20  “(2)  Reduction  of  mutual  insurance  com- 

21  PANY  TAXABLE  INCOME. — For  purposes  of  this  part, 

22  the  mutual  insurance  company  taxable  income  for  the 

23  taxable  year  with  respect  to  a  company  described  in  par- 

24  agraph  (1 )  shall  be  the  mutual  insurance  company  tax- 
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able  income  for  the  taxable  year  (determined  without 
regard  to  this  subsection)  reduced  by  the  amount  by 
which — 


“(A)  the  sum  of  the  underwriting  losses  of  such 
company  for  the  6  taxable  years  prior  to  January 
1 ,  1963,  reduced  by  the  underwriting  gain  for  such 
years,  exceeds 

“(B)  the  total  amount  by  which  the  mutual  in¬ 
surance  company  taxable  income  was  reduced  by 
reason  of  this  subsection  for  prior  taxable  years. 
“(3)  For  purposes  of  this  subsection — 

“(A)  The  te  rm  ‘ underwriting  loss’  means 
statutory  underwriting  loss,  computed  without  any 
deduction  under  section  824(a). 

“(B)  The  term  ‘under  ’ writing  gain  means 
statutory  underwriting  income,  computed  without 
any  deduction  under  section  823(c)  or  any 
deduction  under  section  824(a). 


“(4)  Ye  Aits  to  which  subsection  applies. — 
This  subsection  shad  apply  with  respect  to  any  taxable 
year  beginning  after  December  31,  1962,  and  before 
January  1,  1968,  for  which  the  taxpayer  is  subject  to  the 
tax  imposed  by  subsection  (a) . 
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(g)  Cross  References.— 

“(1)  For  exemption  from  tax  of  certain  mutual  insur¬ 
ance  companies,  see  section  501(c)  (15). 

“(2)  For  alternative  tax  in  case  of  capital  gains,  see 
section  1201(a).” 

<b)  Taxable  Investment  Income. — 

(1)  In  general. — Section  822  (relating  to  de¬ 
termination  of  mutual  insurance  company  taxable 
income)  is  amended  by  striking  out  the  beading  and  sub¬ 
section  (a)  and  inserting  in  lieu  thereof  the  following: 

“SEC.  822.  DETERMINATION  OF  TAXABLE  INVESTMENT 

INCOME. 

“  (a)  Definitions. — For  purposes  of  this  part — 

“  ( 1 )  The  tenn  ‘taxable  investment  income’  means 
the  gross  investment  income,  minus  the  deductions  pro¬ 
vided  in  subsection  (c) . 

“  (2)  The  term  ‘investment  loss’  means  the  amount 
by  which  the  deductions  provided  in  subsection  (c) 
exceed  the  gross  investment  income.” 

(2)  Conforming  amendments. — Subsections  (c) 
and  (e)  of  section  822  are  each  amended  by  striking 
out  “mutual  insurance  company  taxable  income”  each 
place  it  appears  and  inserting  in  lieu  thereof  “taxable 
investment  income”. 

(3)  Dividends  received  deduction— Section 
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822  (c)  (7)  (relating  to  special  deductions)  is  amended 
by  adding  at  the  end  thereof  the  following  new  sentence : 
“In  applying  section  246(b)  (relating  to  limitation  on 
aggregate  amount  of  deductions  for  dividends  received) 
for  purposes  of  this  paragraph,  the  reference  in  such 
section  to  ‘taxable  income’  shall  be  treated  as  a  reference 
to  ‘taxable  investment  income’.” 

(4)  Redesign  ation  of  section  82  3  — Part  II  of 
subchapter  L  of  chapter  1  is  amended  by  striking  out 
“SEC.  823.  OTHER  DEFINITIONS. 

“For  purposes  of  this  part — ”, 

and  inserting  in  lieu  thereof  (at  the  end  of  section  822) 
the  following: 

“(f)  Definitions. — For  purposes  of  this  part — ”. 

(c)  Statutory  Underwriting  Income  or  Loss- 
Part  II  of  subchapter  L  of  chapter  1  is  amended  by  adding 
after  section  822  (f)  (as  redesignated  by  subsection  (b)  (4) 
of  this  section)  the  following  new  sections: 

“SEC.  823.  DETERMINATION  OF  STATUTORY  UNDERWRIT¬ 
ING  INCOME  OR  LOSS. 

“(a)  In  General. — For  purposes  of  this  part — 

“(i)  The  term  ‘statutory  underwriting  income’ 
means  the  amount  by  which — 

“  (A)  the  gross  income  which  would  be  taken 
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into  account  in  computing  taxable  income  under 
section  832  if  the  taxpayer  were  subject  to  the  tax 
imposed  by  section  831,  reduced  by  the  gross  in¬ 
vestment  income,  exceeds 

“(B)  the  sum  of  (i)  the  deductions  which 
would  be  taken  into  account  in  computing  taxable 
income  if  the  taxpayer  were  subject  to  the  tax  im¬ 
posed  by  section  831,  reduced  by  the  deductions 
provided  in  section  822  (c) ,  plus  (ii)  the  deductions 
provided  in  subsection  (c)  and  section  824(a). 
“(2)  The  term  ‘statutory  underwriting  loss’  means 
the  excess  of  the  amount  referred  to  in  paragraph 
(1)  (B)  over  the  amount  referred  to  in  paragraph 

(1)  (A). 

“(b)  Modifications. — In  applying  subsection  (a)  — 
“  ( 1 )  Net  operating  loss  deduction.— The  de¬ 
duction  for  net  operating  losses  provided  in  section  172 
shall  not  be  allowed. 

“  (2)  Interinsurers. — In  the  case  of  a  mutual  in¬ 
surance  company  which  is  an  interinsurer  or  reciprocal 
underwriter — 

“  (A)  there  shall  be  allowed  as  a  deduction  the 
increase  for  the  taxable  year  in  savings  credited  to 


subscriber  accounts,  or 
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“  (B)  there  shall  be  included  as  an  item  of 
gross  income  the  decrease  for  the  taxable  year  in 
savings  credited  to  subscriber  accounts. 

For  purposes  of  the  preceding  sentence,  the  term  ‘sav¬ 
ings  credited  to  subscriber  accounts’  means  such  portion 
of  the  surplus  as  is  credited  to  the  individual  accounts 
of  subscribers  before  the  16th  day  of  the  third  month 
following  the  close  of  the  taxable  year,  but  only  if  the 
company  would  be  obligated  to  pay  such  amount 
promptly  to  such  subscriber  if  he  terminated  his  con¬ 
tract  at  the  close  of  the  company’s  taxable  year.  For 
purposes  of  determining  his  taxable  income,  the  sub¬ 
scriber  shall  treat  any  such  savings  credited  to  his  ac¬ 
count  as  a  dividend  paid  or  declared. 

“(c)  Special  Deduction  foe  Small  Company 
Having  Geoss  Amount  of  Less  Than  fgOOyGOO 
$1,200,000.— 

“(1)  In  geneeal. — If  the  gross  amount  received 
during  the  taxable  year  by  a  taxpayer  subject  to  the  tax 
imposed  by  section  821  (a)  from  the  items  described 
in  section  822  (b)  (other  than  paragraph  (1)  (D) 
thereof)  and  premiums  (including  deposits  and  assess¬ 
ments)  does  not  equal  or  exceed  $-9007090  $1,200,000, 
then  in  determining  the  statutory  underwriting  income 
or  loss  for  the  taxable  year  there  shall  be  allowed  an 
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additional  deduction  of  $6,000;  except  that  if  such  gross 
amount  exceeds  $300-, 000  $600,000,  such  additional 
deduction  shall  be  equal  to  1  percent  of  the  amount  by 
which  $090,000  $1,200,000  exceeds  such  gross  amount. 

“(2)  Limitation. — The  amount  of  the  deduction 
allowed  under  paragraph  (1)  shall  not  exceed  the 
statutory  underwriting  income  for  the  taxable  year, 
computed  without  regard  to  any  deduction  under  this 
subsection  or  section  824  (a) . 

“SEC.  824.  ADJUSTMENTS  TO  PROVIDE  PROTECTION 
AGAINST  LOSSES. 

“  (a)  Allowance  of  Deduction. — 

“(1)  In  general. — In  determining  the  statutory 
underwriting  income  or  loss  for  any  taxable  year  there 
shall  be  allowed  as  a  deduction  the  sum  of — 

“  (A)  an  amount  equal  to  1  percent  of  the  losses 
incurred  during  the  taxable  year  (as  determined 
under  section  832  (b)  (5)  ) ,  plus 

“  (B)  an  amount  equal  to  25  percent  of  the 
underwriting  gain  for  the  taxable  year,  plus 

“(C)  if  the  concentrated  windstorm,  etc.,  pre¬ 
mium  percentage  for  the  taxable  year  exceeds  59  40 
percent,  an  amount  determined  by  applying  so  much 
of  such  percentage  as  exceeds  59  40  percent  to  the 
underwriting  gain  for  the  taxable  year. 
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For  purposes  of  this  paragraph,  the  term  ‘under¬ 
writing  gain’  means  statutory  underwriting  income,  com¬ 
puted  without  any  deduction  under  this  subsection. 

“  (2)  Special  rule  for  companies  having  con¬ 
centrated  windstorm,  etc.,  risks. — For  purposes 
of  paragraph  (1)  (C) ,  the  term  ‘concentrated  wind¬ 
storm,  etc.,  premium  percentage’  means,  with  respect  to 
any  taxable  year,  the  percentage  obtained  by  dividing — 
“(A)  the  amount  of  the  premiums  earned 
on  insurance  contracts  during  the  taxable  year  (as 
defined  in  section  832  (b)  (4)),  to  the  extent  at¬ 
tributable  to  insuring  against  losses  arising  in  any 
one  State  arising,  either  in  any  one  State  or  within 
200  miles  of  any  fixed  point  selected  by  the  taxpayer, 
from  windstorm,  hail,  flood,  earthquake,  or  similar 
hazards,  by 

“(B)  the  amount  of  the  premiums  earned 
on  insurance  contracts  during  the  taxable  year  (as 
so  defined) . 

“(b)  Protection  Against  Loss  Account.— Each 
insurance  company  subject  to  the  tax  imposed  by  section 
821  (a)  for  any  taxable  year  shall,  for  purposes  of  this  part, 
establish  and  maintain  a  protection  against  loss  account. 

“(c)  Additions  to  Account.— There  shall  be  added 
to  the  protection  against  loss  accoimt  for  each  taxable  year 
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an  amount  equal  to  the  amount  allowable  as  a  deduction  for 
the  taxable  year  under  subsection  (a)  (l). 

“(d)  Subtractions  — 

“(1)  Annual  subtractions —After  applying 
subsection  (c) ,  there  shall  be  subtracted  for  the  taxable 
year  from  the  protection  against  loss  account — 

“-(-A)-  firsts  an  amount  equal  to  the  excess  of 
the  statutory  underwriting  loss  for  the  taxable  yea* 
over  the  underwriting  loss  -(as  defined  in  paragraph 
-(-6)-)-  for  the  taxable  year,- 

“( A)  first,  an  amount  equal  to  the  excess  (if 
any )  of  the  deduction  allowed  under  subsection  ( a) 
for  the  taxable  year  over  the  underwriting  gain 
(within  the  meaning  of  subsection  (a)(1))  for  the 
taxable  year , 

“(B)  then,  the  amount  (if  any)  by  wdiich — 
“(i)  the  sum  of  the  investment  loss  for 
such  year  and  the  underwriting  loss  statutory 
underwriting  loss  ( reduced  by  the  amount  re¬ 
ferred  to  in  subparagraph  (A))  for  such  year, 
exceeds 

“  (ii)  the  sum  of  the  statutory  underwrit¬ 
ing  income  for  such  taxable  year  and  the  taxable 
investment  income  for  such  taxable  year, 
“(C)  next  (in  the  order  in  which  the  losses 
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occurred) ,  amounts  equal  to  the  unused  loss  carry¬ 
overs  to  such  year, 

“(D)  next,  any  amount  remaining  which  was 
added  to  the  account  for  the  fifth  preceding  taxable 
year,  minus  one-half  of  the  amount  remaining  in  the 
account  for  such  taxable  year  which  was  added 
by  reason  of  subsection  (a)  (1)  (B),  and 

“(E)  finally,  the  amount  by  which  the  total 
amount  in  the  account  exceeds  whichever  of  the 
following  is  the  greater: 

“  (i)  10  percent  of  premiums  earned  on  in¬ 
surance  contracts  during  the  taxable  year  (as 
defined  in  section  832  (b)  (4)  )  less  dividends 
to  polic}diolders  (as  defined  in  section 
832  (c)  (11)  ) ,  or 

“(ii)  the  total  amount  in  the  account  at 
the  close  of  the  preceding  taxable  year. 

“(2)  Rules  FOR  CEILING  ON  PROTECTION 
against  loss  account. — Eor  purposes  of  paragraph 
(1)  (E),  the  total  amount  in  the  account  shall  be 
determined — 

“  (A)  after  the  application  of  this  section  with¬ 
out  regard  to  paragraph  (1)  (E) ,  and 

“(B)  without  taking  into  consideration 
amounts  remaining  in  the  account  which  were 
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added,  with  respect  to  all  taxable  years,  by  reason 
of  subsection  (a)  (1)  (C) . 

“  ( 3 )  Priorities. — The  amounts  required  to  be 
subtracted  from  the  protection  against  loss  account — 
“(A)  under  subparagraphs  (A),  (B),  and 
(0)  of  paragraph  (1)  shall  be  subtracted — 

“  (i)  first  (on  a  first-in,  first-out,  basis) 
from  amounts  in  the  account  with  respect  to 
the  five  preceding  taxable  years  and  the  taxable 
year,  and 

“  (ii)  then  from  amounts  in  the  account 
with  respect  to  earlier  years, 

"(B)  under  subparagraph  (E)  of  paragraph 
(1)  shall  be  subtracted  only  from  amounts  in  the 
account  with  respect  to  the  taxable  year,  and 

“(C)  under  paragraphs  (A),  (B),  (C),and 
(E)  of  paragraph  (1)  shall,  if  the  amount  to  be 
subtracted  from  the  total  amounts  in  the  account 
with  respect  to  any  taxable  year  is  less  than  such 
total,  be  subtracted  from  each  of  the  amounts  (re¬ 
ferred  to  in  subsection  (a)  (1)  )  in  the  account  with 
respect  to  such  year  in  the  proportion  which  each 
bears  to  such  total. 

“  (4)  Termination  of  taxability  under  sec¬ 
tion  821. — If  the  taxpayer  is  not  subject  to  tax  under 
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section  821  for  any  taxable  year,  the  entire  amount  in 
the  account  at  the  close  of  the  preceding  taxable  year 
shall  be  subtracted  from  the  account  in  such  preceding 
taxable  year. 

“(5)  Election  to  subtract  amount  from 

ACCOUNT. — 

“(A)  A  taxpayer  may  elect  for  any  taxable 
year  for  which  it  is  subject  to  tax  under  section 
821(a)  to  subtract  from  its  protection  against  loss 
account  any  amount  which,  but  for  the  application  of 
this  subparagraph,  would  be  in  such  account  as  of 
the  close  of  such  taxable  year. 

“  (B)  The  election  provided  by  subparagraph 
(A)  for  any  taxable  year  shall  be  made  (in  such 
manner  and  in  such  form  as  the  Secretary  or  his 
delegate  may  by  regulations  prescribe)  after  the 
close  of  such  taxable  year  and  not  later  than  the  time 
prescribed  by  law  for  filing  the  return  (including 
extensions  thereof)  for  the  taxable  year  following 
such  taxable  year.  Such  an  election,  once  made, 
may  not  be  revoked. 

--(€)■  Underwriting  toss  defined; — Eer  pur¬ 
poses  of  paragraph  -(4-)-  the  term  -underwriting  loss- 
means  the  amount  by  which — 

—  (A)-  the  deductions  whieh  would  be  taken 
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b*to  account  in  computing  taxable  income  unto  sec¬ 
tion  ggsi  if  the  taxpayer  were  sub-jeet  to  the  tax  im¬ 
posed  by  section  8^4^  reduced  by  the  sum  of  -(44- 
the  deductions  provided  in  section  822-(-c)~  and  -(ii)- 
the  deduction  for  dividends  to  policyholders  provided 
by  section  832  (c)  (1-1)  ,■  exceeds 

“(B)  the  amount  referred  to  in  section  82b 

(aim 


“SEC.  825.  UNUSED  LOSS  DEDUCTION. 

“  (a)  Amount  of  Deduction.— For  purposes  of  this 
part,  the  unused  loss  deduction  for  the  taxable  year  shall  be 
an  amount  equal  to  the  unused  loss  carryovers  or  carrybacks 
to  the  taxable  year. 

“  (b)  Unused  Loss  Defined.— For  purposes  of  this 
part,  the  term  ‘unused  loss’  means,  with  respect  to  any  tax¬ 
able  year,  the  amount  (if  any)  hy  which — 

“(1)  the  sum  of  the  statutory  underwriting  loss 

and  the  investment  loss,  exceeds 
“  (2)  the  sum  of — 

“  (A)  the  taxable  investment  income, 

“(B)  the  statutory  underwriting  income,  and 
“(C)  the  amounts  required  by  section  824  (d) 
to  be  subtracted  from  the  protection  against  loss 

account. 

“  (c)  Loss  Yeak  Defined— For  purposes  of  this  part 
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the  term  ‘loss  year’  means,  with  respect  to  any  company 
subject  to  the  tax  imposed  by  section  821  (a) ,  any  tax¬ 
able  year  in  which  the  unused  loss  (as  defined  in  subsection 
(b) )  of  such  taxpayer  is  more  than  zero. 

“ (d)  Years  to  Which  Carried— The  unused  loss 
for  any  loss  year  shall  be — 

“  ( 1 )  an  unused  loss  carryback  to  each  of  the  3 
taxable  years  preceding  the  loss  year,  and 

“(2)  an  unused  loss  carryover  to  each  of  the  5 
taxable  years  following  the  loss  year. 

“(e)  Amount  of  Carrybacks  and  Carryovers. — 
The  entire  amount  of  the  unused  loss  for  any  loss  year  shall 
be  carried  to  the  earliest  of  the  taxable  years  to  which  such 
loss  may  be  carried.  The  portion  of  such  loss  which  shall 
be  carried  to  each  of  the  other  taxable  years  shall  be  the 
excess  (if  any)  of  the  amount  of  such  loss  over  the  sum 
of  the  offsets  (as  defined  in  subsection  (f)  )  for  each  of  the 
prior  taxable  years  to  which  such  loss  may  be  carried. 

“(f)  Offset  Defined. — For  purposes  of  subsection 
(e) ,  the  term  ‘offset’  means  with  respect  to  any  taxable  year 
(hereinafter  referred  to  as  the  ‘offset  year’)  — 

“  (1)  in  the  case  of  an  unused  loss  carryback  from 
the  loss  year  to  the  offset  year,  the  mutual  insurance 
company  taxable  income  for  the  offset  year ;  or 

(2)  in  the  case  of  an  unused  loss  carryover  from 
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the  loss  year  to  the  offset  year,  an  amount  equal  to  the 
sum  of — 

“(A)  the  amount  required  to  he  subtracted 
from  the  protection  against  loss  account  under  sec¬ 
tion  824(d)  (1)  (C)  for  the  offset  year,  plus 

“(B)  the  mutual  insurance  company  taxable 
income  for  the  offset  year. 

For  purposes  of  paragraphs  (1)  and  (2)  (B),  the  mutual 
insurance  taxable  income  for  the  offset  year  shall  be  deter¬ 
mined  without  regard  to  any  unused  loss  carryback  or  carry¬ 
over  from  the  loss  year  or  any  taxable  year  thereafter. 

“(g)  Limitations. — For  purposes  of  this  part,  an  un¬ 
used  loss  shall  not  be  carried — 

“  ( 1 )  to  or  from  any  taxable  year  beginning  before 
January  1,  1963, 

“(2)  to  or  from  any  taxable  year  for  which  the 
insurance  company  is  not  subject  to  the  tax  imposed  by 
section  821  (a) ,  nor 

“  (3)  to  any  taxable  year  if,  between  the  loss  year 
and  such  taxable  year,  there  is  an  intervening  taxable 
year  for  which  the  insurance  company  was  not  subject 
to  the  tax  imposed  by  section  821  (a) . 

“SEC.  826.  ELECTION  BY  RECIPROCAL. 

“(a)  In  General. — Except  as  otherwise  provided  in 
this  section,  any  mutual  insurance  company  which  is  an 
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interinsurer  or  reciprocal  underwriter  (hereinafter  in  this 
section  referred  to  as  a  ‘reciprocal’)  subject  to  the  taxes  im¬ 
posed  by  section  821  (a)  may,  under  regulations  prescribed 
by  the  Secretary  or  bis  delegate,  elect  to  be  subject  to  the 
limitation  provided  in  subsection  (b) .  Such  election  shall 
be  effective  for  the  taxable  year  for  which  made  and  for  all 
succeeding  taxable  years,  and  shall  not  be  revoked  except 
with  the  consent  of  the  Secretary  or  bis  delegate. 

“(b)  Limitation. — The  deduction  for  amounts  paid  or 
incurred  in  the  taxable  year  to  the  attomey-in-fact  by  a 
reciprocal  making  the  election  provided  in  subsection  (a) 
shall  be  limited  to,  but  in  no  case  increased  by,  the  deduc¬ 
tions  of  the  attorney-in-fact  allocable,  in  accordance  with 
regulations  prescribed  by  the  Secretary  or  bis  delegate,  to  the 
income  received  by  the  attorney-in-fact  from  the  reciprocal. 

“  (c)  Exception. — An  election  may  not  be  made  by  a 
reciprocal  under  subsection  (a)  unless  the  attorney-in-fact 
of  such  reciprocal — 

“  (1)  is  subject  to  the  taxes  imposed  by  section  11 
(b)  and  (c) ; 

“(2)  consents  in  such  manner  as  the  Secretary  or 
bis  delegate  shall  prescribe  by  regulations  to  make 
available  such  information  as  may  be  required  during  the 
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period  in  which  the  election  provided  in  subsection  (a) 
is  in  effect,  under  regulations  prescribed  by  the  Secretary 
or  his  delegate ; 

“  (3)  reports  the  income  received  from  the  recipro¬ 
cal  and  the  deductions  allocable  thereto  under  the  same 
method  of  accounting  under  which  the  reciprocal  reports 
deductions  for  amounts  paid  to  the  attorney-in-fact;  and 
“(4)  files  its  return  on  the  calendar  year  basis. 

Specie  Rafmn — ¥or  purposes  of  computing  the 
deduction  provided  in  section  824  (a)  and  the  additions  to 
the  account  provided  by  section  8-24-(e)  with  respect  to  ary 
reciprocal  electing  to  he  subject  to  the  limitation  provided 
in  subseetien  -f-h-)^  such  limitation  shall  not  ho  taben  into 
aeeountr 

“(d)  Special  Rule. — In  applying  section  824(d)(1) 
(D),  any  amount  which  teas  added  to  the  protection  against 
loss  account  by  reason  of  an  election  under  this  section  shall 
be  treated  as  having  been  added  by  reason  of  section 
824(a)  (1)  (A). 

“(e)  Cbedit. — Any  reciprocal  electing  to  he  subject  to 
the  limitation  provided  in  subsection  (h)  shall  be  credited 
with  so  much  of  the  tax  paid  by  the  attomey-in-fact  as  is 
II.R.  10650 - 8 
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attributable,  under  regulations  prescribed  by  the  Secre¬ 
tary  or  his  delegate,  to  the  income  received  by  the  attorney- 
in-fact  from  the  reciprocal  in  such  taxable  year. 

“(f)  Surtax  Exemption  Denied. — Any  increase  in 
taxable  income  of  a  reciprocal  attributable  to  the  limitation 
provided  in  subsection  (b)  shall  be  taxed  without  regard 
to  the  surtax  exemption  provided  in  section  821  (a)  (2) . 

“(g)  Adjustment  for  Refund.— If  for  any  taxable 
year  an  attorney-in-fact  is  allowed  a  credit  or  refund  for 
taxes  paid  with  respect  to  which  a  reciprocal  was  allowed 
a  credit  credit  or  refund  to  the  reciprocal  resulted  under 
subsection  (e),  the  taxes  of  such  reciprocal  for  such  taxable 
year  shall  be  properly  adjusted  under  regulations  prescribed 
by  the  Secretaiy  or  his  delegate. 

“(h)  Taxes  of  Attoeney-in-Eact  Unaffected.— 
Nothing  in  this  section  shall  increase  or  decrease  the  taxes 
imposed  by  this  chapter  on  the  income  of  the  attomey-in- 
fact.” 

(d)  Exemption  From  Tax— Section  501(c)  (15) 
( relating  to  exemption  from  tax  of  certain  mutual  insurance 
companies)  is  amended  by  striking  out  “ $7 5, 000”  and  in 
lieu  thereof  inserting  “ $150,000” . 

-(d)-  (e)  Mutual  Eire  Insurance  Companies  Oper¬ 
ating  on  Basis  of  Premium  Deposits. — 

(1)  Application  of  section  8  31(a). — Section 
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831  (a)  (imposing  a  tax  on  certain  mutual  marine  and 
fire  insurance  companies  and  on  stock  insurance  com¬ 
panies  which  are  not  life  insurance  companies)  is 
amended  to  read  as  follows: 

“  (a)  Imposition  of  Tax. — Taxes  computed  as  pro¬ 
vided  in  section  1 1  shall  be  imposed  for  each  taxable  year  or 
the  taxable  income  of — 

“(i)  every  insurance  company  (other  than  a  life 
or  mutual  insurance  company ) , 

“  (2)  every  mutual  marine  insurance  company,  and 
“  ( 3 )  every  mutual  fire  or  flood  insurance  com¬ 
pany— 

“  (A)  exclusively  issuing  perpetual  policies,  or 
“(B)  whose  principal  business  is  the  issuance 
of  policies  for  which  the  premium  deposits  are  the 
same,  regardless  of  the  length  of  the  term  for  which 
the  policies  are  written,  if  the  unabsorbed  portion 
of  such  premium  deposits  not  required  for  losses, 
expenses,  or  establishment  of  reserves  is  returned  or 
credited  to  the  policyholder  on  cancellation  or  ex¬ 
piration  of  the  policy.” 

(2)  Treatment  of  unarsorbed  premium  de¬ 
posits— Section  832  (b)  (4)  (relating  to  definition  of 
premiums  earned)  is  amended  by  adding  at  the  end 
thereof  the  following  new  sentence:  ‘Tor  purposes  of 
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this  subsection,  unearned  premiums  of  mutual  fire  in¬ 
surance  companies  described  in  section  831  (a)  (3)  (B) 
means  (with  respect  to  the  policies  described  in  section 

831  (a)  (3)  (B)  )  the  amount  of  unabsorbed  premium 
deposits  which  the  company  would  be  obligated  to  re¬ 
turn  to  its  policyholders  at  the  close  of  the  taxable  year 
if  all  of  its  policies  were  terminated  at  such  time;  and 
the  determination  of  such  amount  shall  be  based  on  the 
schedule  of  unabsorbed  premium  deposit  returns  for  each 
such  company  then  in  effect.” 

(3)  Conforming  amendment. — Section  832  (b) 
(1)  (C)  is  amended  by  striking  out  “section  831  (a),” 
and  inserting  in  lieu  thereof  “section  831  (a)  (3)  (A) 

(4)  Adjustment  of  premium  deposit. — Section 

832  (c)  (11)  is  amended  to  read  as  follows: 

“(11)  dividends  and  similar  distributions  paid  or 
declared  to  policyholders  in  their  capacity  as  such,  ex¬ 
cept  in  the  case  of  a  mutual  fire  insurance  company  de¬ 
scribed  in  section  831(a)  (3)  (A).  For  purposes  of 
the  preceding  sentence,  the  term  ‘dividends  and  similar 
distributions’  includes  amounts  returned  or  credited  to 
policyholders  on  cancellation  or  expiration  of  policies 
described  in  section  831  (a)  (3)  (B).  For  purposes  of 
this  paragraph,  the  term  ‘paid  or  declared’  shall  be  con¬ 
strued  according  to  the  method  of  accounting  regularly 
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employed  in  keeping  the  books  of  the  insurance  com¬ 
pany;  and”. 

(5)  Additional  item  of  income. — Section 
832  (b)  (1)  is  amended  by  striking  out  “and”  at  the  end 
of  subparagraph  (B),  by  striking  out  the  period  at  the 
end  of  subparagraph  (C)  and  inserting  in  lieu  thereof 
“,  and”,  and  by  adding  at  the  end  thereof  the  following 
new  subparagraph : 

“(D)  in  the  case  of  a  mutual  fire  insurance 
company  described  in  section  831(a)  (3)  (B) ,  an 
amount  equal  to  2  percent  of  the  premiums  earned 
on  insurance  contracts  during  the  taxable  year  with 
respect  to  policies  described  in  section  831(a)  (3) 
(B)  after  deduction  of  premium  deposits  returned 
or  credited  during  the  same  taxable  year.” 

-(e)-  (f)  Election  of  Certain  Mutual  Companies 
To  Be  Taxed  on  Total  Income. — Section  831  is  amended 
by  redesignating  subsection  (c)  as  subsection  (d),  and  by 
inserting  after  subsection  (b)  the  following  new  subsection: 

“(c)  Election  for  Multiple  Line  Company  To  Be 
Taxed  on  Total  Income. — 

“(1)  In  general. — Any  mutual  insurance  com¬ 
pany  engaged  in  writing  marine,  fire,  and  casualty  insur¬ 
ance  which  for  any  5-year  period  beginning  after 
December  31,  1941,  and  ending  before  January  1,  1962, 
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was  subject  to  the  tax  imposed  by  section  831  (or  the 
tax  imposed  by  corresponding  provisions  of  prior  law) 
may  elect,  in  such  manner  and  at  such  time  as  the 
Secretary  or  his  delegate  may  by  regulations  prescribe, 
to  be  subject  to  the  tax  imposed  by  section  831,  whether 
or  not  marine  insurance  is  its  predominant  source  of 
premium  income. 

“(2)  Effect  of  election. — If  an  election  is 
made  under  paragraph  ( 1 ) ,  the  electing  company  shall 
(in  lieu  of  being  subject  to  the  tax  imposed  by  section 
821)  be  subject  to  the  tax  imposed  by  this  section  for 
taxable  years  beginning  after  December  31,  1961. 
Such  election  shall  not  be  revoked  except  with  the  con¬ 
sent  of  the  Secretary  or  his  delegate.” 

-(!)-  (g)  Technical  Amendments,  etc. — 

(1)  Credit  for  foreign  taxes.— Section  841 
(relating  to  credit  for  foreign  taxes)  is  amended 
by  striking  out  “and”  at  the  end  of  paragraph  ( 1 ) ,  by 
renumbering  paragraph  (2)  as  paragraph  (3),  and  by 
inserting  after  paragraph  (1)  the  following  new  para¬ 
graph  : 

“(2)  in  the  case  of  the  tax  imposed  by  section 
821  (a) ,  the  mutual  insurance  company  taxable  income 
(as  defined  in  section  821  (b)  )  ;  and  in  the  case  of  the 
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tax  imposed  by  section  821  (c) ,  the  taxable  investment 
income  (as  defined  in  section  822  (a)  ) ,  and”. 

(2)  Adjustments  to  basts  fob  depeeciation 
sustained. — Section  1016(a)  (3)  (relating  to  adjust¬ 
ments  to  basis  for  depreciation,  etc.,  sustained)  is 
amended  by  striking  out  “and”  at  the  end  of  subpara¬ 
graph  (B),  by  inserting  “and”  at  the  end  of  sub- 
paragraph  (C),  and  by  inserting  after  subparagraph 
(C)  the  following  new  subparagraph: 

“(D)  since  February  28,  1913,  during  which 
such  property  was  held  by  a  person  subject  to  tax 
under  part  II  of  subchapter  L  (or  the  corresponding 
provisions  of  prior  income  tax  laws) ,  to  the  extent 
that  paragraph  (2)  does  not  apply,”. 

(3)  Alteknative  tax  on  capital  gains. — 
Section  1201  (a)  (relating  to  alternative  tax  on  corpo¬ 
rations)  is  amended  by  striking  out  “821  (a)  (1)  or 
(b) ,”  and  inserting  in  lieu  thereof  “821  (a)  or  (c) ,”. 

-(-4)-  Clebjcal-  amendment^ — Fhe  table  of  parte 
for  subchapter  Ft  ie  amended  by  striking  out  the  portion 
referring  to  part  44  and  inserting  in  hen  thereof  the 
followings 

.“P-ft-y-fe  4U  Mutual  insurance  companies  (other  than-  H4e  an4 
eortnin  marine  insurance  companies  amt  other 
than  fire  insurance  companies  which  operate 
on  basis  ef  perpetual  policies  or  premium  de¬ 
posits).- 
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(4)  Clerical  amendments. — 

(A)  The  table  of  parts  for  subchapter  L  is 
amended  by  striking  out  the  portion  referring  to  part 

II  and  inserting  in  lieu  thereof  the  following: 

“ Part  II.  Mutual  insurance  companies  (other  than  life  and 
certain  marine  insurance  companies  and  other 
than  fire  or  flood  insurance  companies  which 
operate  on  basis  of  perpetual  policies  or  pre¬ 
mium  deposits  ).n 

(B)  The  heading  to  section  831  is  amended  to 
read  as  follows: 

“SEC.  831.  TAX  ON  INSURANCE  COMPANIES  ( OTHER  THAN 
LIFE  OR  MUTUAL),  MUTUAL  MARINE  INSURANCE 
COMPANIES,  AND  CERTAIN  MUTUAL  FIRE  OR 
FLOOD  INSURANCE  COMPANIES ” 

( C )  The  table  of  sectiotis  for  part  Ill  of  sub¬ 
chapter  L  is  amended  by  striking  out  the  portion 
referring  to  section  831  and  inserting  in  lieu 
thereof  the  following: 

“See.  831.  Tax  on  insurance  companies  ( other  than  life  or 
mutual ),  mutual  marine  insurance  companies , 
and  certain  mutual  fire  or  flood  insurance 
companies 


-{g)-(h)  Effective  Date. — The  amendments  made  by 
this  section  (other  than  by  subsection  shall  apply 

with  respect  to  taxable  years  beginning  after  December  31, 
1962. 
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SEC.  41  9.  DOMESTIC  CORPORATIONS  RECEIVING  DIVI¬ 


DENDS  FROM  FOREIGN  CORPORATIONS. 

-faf  Entire  Amount  of  Foreign  Tan  To  Ee  Taken 
Into  Account-; — 

-f4f  Definition  oe  accumulated  profits — So 
mnek  el  paragraph  -fT)-  el  section  k92-(c)  -(relating  le 
appkeakle  re  lea  ler  computing  credit  ler  corporate  stock¬ 
holder  in  foreign  eerperalien}-  as  precedes  Ike  sernieelen 


^7  wken  used  in 
g  means 


is  amended  le  read  aa  lekewsa 
^|4f  Tke  term  k 

ilka  scetien  in  rcfcreeee  le  a  foreign 
lire  amount  el  its  gaing  prektsj  er 
witkeirl  reduction  by  lire  amount  el  Ike  ineenug  war 
J)1  ofitSy  ftlld  exeeaa  prekts  taxes  imposed  err  er  wkk  re- 
apeel  le  arrek  prekts  er  income  by  any  lerergn  eermlry 
er  any  possession  el  lire  Erkled  States”? 

-(2)-  Conforming  amendments. — 

-(A)-  Scetien  9fo2-(a)-  ra  amended  by  striking 
enl  “wkick  Ike  anrennl  el  anek  dividends  bears  le 
Ike  ameiurt  el  anek  accumulated  prektfo-  and  insert- 
kuj  in  ken  tkcreel  -Svklek  Ike  amount  el  suelr 
dividends  ( determined  wilkenl  regard  le  section 
T8}-  bears  le  Ike  amount  el  anek  accumulated  prekts 
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in  cx'coss  of  sneh  income?  war  profits?  and  exeess 
profits  taxes  -(other  than  those  deemed  paid) 

-m-  Seetion  002-(b)-  is  amended  by  striking 
oat  -‘which  the  amount  of  such  dividends  bears  to 
the  amount  of  snob  accumulated  profits--  and  in¬ 
serting  in  fien  thereof  -which  the  amount  of  sueh 
dividends  hears  to  the  amount  of  sneh  aecnmulated 
profits  in  cxeess  of  sneh  income?  war  profits?  and 
exeess  profits  taxes’ % 

(a)  Foreign  Taxes  Deemed  Paid  by  Domestic 
Corporations. — Section  902  (relating  to  credit  for 
corporate  stockholder  in  foreign  corporations)  is  amended 
to  read  as  follows: 

“SEC.  902.  CREDIT  FOR  CORPORATE  STOCKHOLDER  IN  FOREIGN 
CORPORATION. 

“(a)  Treatment  of  Taxes  Paid  by  Foreign 
Corporation. — For  purposes  of  this  subpart,  a  domestic 
corporation  which  owns  at  least  10  percent  of  the  voting 
stock  of  a  foreign  corporation  from  which  it  receives 
dividends  in  any  taxable  year  shall — 

“( 1)  to  the  extent  such  dividends  are  paid  by  such 
foreign  corporation  out  of  accumulated  profits  ( as 
defined  in  subsection  (c)(1)(A))  of  a  year  for  which 
such  foreign  corporation  is  not  a  less  developed  country 
corporation,  be  deemed  to  have  paid  the  same  proportion 
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of  any  income,  war  profits,  or  excess  profits  taxes  paid 
or  deemed  to  be  paid  by  such  foreign  corporation  to  any 
foreign  country  or  to  any  possession  of  the  United 
States  on  or  with  respect  to  such  accumulated  profits, 
which  the  amount  of  such  dividends  (determined  with¬ 
out  regard  to  section  78)  bears  to  the  amount  of  such 
accumulated  profits  in  excess  of  such  income,  war  profits, 
and  excess  profits  taxes  (other  than  those  deemed  paid); 
and 

“( 2)  to  the  extent  such  dividends  are  paid  by  such 
foreign  corporation  out  of  accumulated  profits  ( as  defined 
in  subsection  (c)(1)(B))  of  a  year  for  which  such 
foreign  corporation  is  a  less  developed  country  corpora¬ 
tion,  be  deemed  to  have  paid  the  same  proportion  of  any 
income,  war  profits,  or  excess  profits  taxes  paid  or  deemed 
to  be  paid  by  such  foreign  corporation  to  any  foreign 
country  or  to  any  possession  of  the  United  States  on  or 
with  respect  to  such  accumulated  profits,  ivhich  the 
amount  of  such  dividends  bears  to  the  amount  of  such 
accumulated  profits. 

“(b)  Foreign  Subsidiary  of  Foreign  Corpora- 
Tl0N—lf  such  foreign  corporation  owns  50  percent  or  more 
of  the  voting  stock  of  another  foreign  corporation  from  which 
it  receives  dividends  in  any  taxable  year,  it  shall  be  deemed  to 
have  paid  the  same  proportion  of  any  income,  war  profits,  or 
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excess  profits  taxes  paid  by  such  other  foreign  corporation  to 
any  foreign  country  or  to  any  possession  of  the  United  States, 
on  or  with  respect  to  the  accumulated  profits  of  the  corpora¬ 
tion  from  which  such  dividends  were  paid  which — 

“(1)  for  purposes  of  applying  subsection  (a)(1), 
the  amount  of  such  dividends  bears  to  the  amount  of  the 
accumulated  profits  ( as  defined  in  subsection  (c)(1) 
(A))  of  such  other  foreign  corporation  from  which  such 
dividends  were  paid  in  excess  of  such  income,  war  profits, 
and  excess  profits  taxes,  or 

“( 2)  for  purposes  of  applying  subsection  (a) 
(2),  the  amount  of  such  dividends  bears  to  the  amount 
of  the  accumulated  profits  ( as  defined  in  subsection 
(c)(1)(B))  of  such  other  foreign  corporation  from 
which  such  dividends  were  paid. 

“(c)  Applicable  Rules. — 

“(1)  Accumulated  profits  defined. — For 
purposes  of  this  section,  the  term  ‘ accumulated  profits' 
means  with  respect  to  any  foreign  corporation — 

“(A)  for  purposes  of  subsections  (a)(1)  and 
(b)(1),  the  amount  of  its  gains,  profits,  or  income 
computed  without  reduction  by  the  amount  of  the 
income,  war  profits,  and  excess  profits  taxes  im- 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 


125 


posed  on  or  with  respect  to  such  profits  or  income 
by  any  foreign  country  or  any  possession  of  the 
United  States ;  and 

“(B)  for  purposes  of  subsections  (a)(2)  and 
(b)(2),  the  amount  of  its  gains,  profits,  or  income 
in  excess  of  the  income,  war  profits,  and  excess 
profits  taxes  imposed  on  or  with  respect  to  such 
profits  or  income. 

The  Secretary  or  his  delegate  shall  have  full  power 
to  determine  from  the  accumulated  profits  of  what  year 
or  years  such  dividends  were  paid,  treating  dividends 
paid  in  the  first  60  days  of  any  year  as  having  been 
paid  from  the  accumulated  profits  of  the  preceding  year 
or  years  (unless  to  his  satisfaction  shown  otherwise), 
and  in  other  respects  treating  dividends  as  having  been 
paid  from  the  most  recently  accumulated  gains,  profits, 
or  earnings. 

“(2)  Accounting  periods —In  the  case  of  a 
foreign  corporation,  the  income,  war  profits,  and  excess 
profits  taxes  of  which  are  determined  on  the  basis  of  an 
accounting  period  of  less  than  1  year,  the  word  year 
as  used  in  this  subsection  shall  be  construed  to  mean  such 
accounting  period. 
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“(d)  Less  Developed  Country  Corporation 
Defined. — For  purposes  of  this  section,  the  term  ‘less  de¬ 
veloped  country  corporation’  means — 

“(1)  a  foreign  corporation  which,  for  its  taxable 
year,  is  a  less  developed  country  corporation  within  the 
meaning  of  section  955(c)  (1)  or  (2),  and 

“(2)  a  foreign  corporation  which  owns  10  percent 
or  more  of  the  total  combined  voting  power  of  all  classes 
of  stock  entitled  to  vote  of  a  foreign  corporation  which  is 
a  less  developed  country  corporation  within  the  meaning 
of  section  955  (c)(1),  and — 

“(A)  80  percent  or  more  of  the  gross  income 
of  which  for  its  taxable  year  meets  the  requirement 
of  section  955 (c)(1)(A);  and 

“(B)  80  percent  or  more  in  value  of  the  assets 
of  which  on  each  day  of  such  year  consists  of  prop¬ 
erty  described  in  section  955  (c)  (1)  (B ) . 

A  foreign  corporation  which  is  a  less  developed  country 
corporation  for  its  first  taxable  year  beginning  after  December 
31,  1962,  shall,  for  purposes  of  this  section,  be  treated  as 
having  been  a  less  developed  country  corporation  for  each 
of  its  taxable  years  beginning  before  January  1,  1963. 
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1  “(e)  Cross  References  — 

“(1)  For  inclusion  in  gross  income  of  an  amount  equal 
to  taxes  deemed  paid  under  subsection  (a)(1),  see  sec¬ 
tion  78. 

“(2)  For  application  of  subsections  (a)  and  (b)  with 
respect  to  taxes  deemed  paid  in  a  prior  taxable  year  by 
a  United  States  shareholder  with  respect  to  a  controlled 
foreign  corporation,  see  section  960. 

“(3)  For  reduction  of  credit  with  respect  to  dividends 
paid  out  of  accumulated  profits  for  years  for  which  cer¬ 
tain  information  is  not  furnished,  see  section  6038.,, 

2  (b)  Inclusion  in  Gross  Income  of  Amount 

3  Equal  to  Taxes  Deemed  Paid— Part  II  of  subchapter  B 

4  of  chapter  1  (relating  to  items  specifically  included  in  gross 

5  income)  is  amended  by  adding  at  the  end  thereof  the  fol- 

6  lowing  new  section: 

7  “SEC.  78.  DIVIDENDS  RECEIVED  FROM  CERTAIN  FOREIGN 

8  CORPORATIONS  BY  DOMESTIC  CORPORATIONS 

9  CHOOSING  FOREIGN  TAX  CREDIT. 

10  “If  a  domestic  corporation  chooses  to  have  the  benefits 

11  of  subpart  A  of  part  III  of  subchapter  N  (relating  to  foreign 

12  tax  credit)  for  any  taxable  year,  an  amount  equal  to  the 

13  taxes  deemed  to  be  paid  by  such  corporation  under  section 

14  9Q2  902(a)(1)  (relating  to  credit  for  corporate  stockholder 

lb  in  foreign  corporation)  or  under  section  957- (-af  960(a)(1) 

16  (C)  (relating  to  taxes  paid  by  foreign  corporation)  for  such 

17  taxable  year  shah  be  treated  for  purposes  of  this  title  (other 
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than  section  245)  as  a  dividend  received  by  such  domestic 
corporation  from  the  foreign  corporation.” 

(c)  Determination  of  Source  of  Dividends  Re¬ 
ceived  From  Certain  Foreign  Corporations. — Section 
861  (a)  (2)  (B)  (relating  to  dividends  from  foreign  corpo¬ 
rations  treated  as  income  from  sources  within  the  United 
States)  is  amended  by  striking  out  “to  the  extent  exceeding 
the  amount  of  the  deduction  allowable  under  section  245  in 
respect  of  such  dividends”  and  inserting  in  lieu  thereof  “to 
the  extent  exceeding  the  amount  which  is  100/85ths  of  the 
amount  of  the  deduction  allowable  under  section  245  in 
respect  of  such  dividends”. 


fdf  Repeal  of  Section 


(relating  to  special  rules  for  certain  wholly  owned  foreign 
corporations)-  is  hereby  repealed-? 

-(of  (cl)  Technical  Amendments. — 

( 1 )  The  table  of  sections  for  part  II  of  subchapter 
B  of  chapter  1  is  amended  by  adding  at  the  end  thereof 
the  following : 

“Sec.  78.  Dividends  received  from  certain  foreign  corpora¬ 
tions  by  domestic  corporations  choosing  foreign 
tax  credit.” 


(2)  Section  535(b)  (1)  and  the  first  sentence  of 
section  545(b)  (1)  are  each  amended  by  striking  out 
“accrued  during  the  taxable  year,”  and  inserting  in  lieu 
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thereof  “accrued  during  the  taxable  year  or  deemed  to 
be  paid  by  a  domestic  corporation  under  section  902  902 
(a)(1)  or  960(a)  (1)  (C)  for  the  taxable  year,”. 

(3)  Section  901(d)  is  amended  by  adding  the 

following  new  paragraph : 

“(4)  For  reduction  of  credit  for  failure  of  a  United 
States  person  to  furnish  certain  information  with  re¬ 
spect  to  a  foreign  corporation  controlled  by  him,  see 
section  6038.” 

04-}-  Section  902  is  amended  by  striking  out  subsee- 
tien  -{ef  and  inserting  in  ben  thereof  the  followings 
(d)-  Gross  Eeeerer c-bs* — 

^f-1)  For  inclusion  in  gross  income  of  an  amount 
equal  to  taxes  deemed  paid  under  this  section*  see  see- 

f  1AM  *7Q 

TTv/lT  Tv7» 

^(3)-  For  reduction  of  credit  with  respect  to  divi¬ 
dends  paid  out  of  accumulated  profits  for  years  for 
whieh  certain  information  is  not  furnished*  see  section 

-(f)-  (e)  Effective  Date. — The  amendments  made  by 

this  section  shall  apply — 

(1)  in  respect  of  any  distribution  received  by  a 
domestic  corporation  after  December  31,  1964,  and 

(2)  in  respect  of  any  distribution  received  by  a 
domestic  corporation  before  January  1,  1965,  in  a  tax¬ 
able  year  of  such  corporation  beginning  after  December 
31,  1962,  but  only  to  the  extent  that  such  distribution 
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is  made  out  of  the  accumulated  profits  of  a  foreign 
corporation  for  a  taxable  year  (of  such  foreign  corpora¬ 
tion)  beginning  after  December  31,  1962. 

For  purposes  of  paragraph  (2) ,  a.  distribution  made  by  a 
foreign  corporation  out  of  its  profits  which  are  attributable 
to  a  distribution  received  from  a  foreign  subsidiary  to  which 
section  902  (b)  applies  shall  be  treated  as  made  out  of  the 
accumulated  profits  of  a  foreign  corporation  for  a  taxable 
year  beginning  before  January  1,  1963,  to  the  extent  that 
such  distribution  was  paid  out  of  the  accumulated  profits  of 
such  foreign  subsidiary  for  a  taxable  year  beginning  before 
January  1,  1963. 

SEC.  10.  SEPARATE  LIMITATION  ON  FOREIGN  TAX  CREDIT 
WITH  RESPECT  TO  CERTAIN  INTEREST  INCOME, 
(a)  Limitation  on  Foreign  Tax  C redit  —Section 
904  ( relating  to  limitations  on  foreign  tax  credit )  is  amended 
by  redesignating  subsection  (f)  as  subsection  (g)  and  by 
inserting  after  subsection  (e)  the  following  new  subsection: 

(f)  Application  of  Section  in  Case  of  Certain 
Interest  Income. — 

“(1)  IN  general . — The  provisions  of  subsections 
(a),  (c),  (d),  and  (e)  of  this  section  shall  be  applied 
separately  with  respect  to — 

“(A)  the  interest  income  described  in  paragraph 

(2),  and 
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“(B)  income  other  than  the  interest  income  de¬ 
scribed  in  paragraph  (2). 

“(2)  Interest  income  to  which  applicable. — 
For  purposes  of  this  subsection ,  the  interest  income  de¬ 
scribed  in  this  paragraph  is  interest  other  than  interest — 
“(A)  derived  from  any  transaction  which  is 
directly  related  to  the  active  conduct  of  a  trade  or 
business  in  a  foreign  country  or  a  possession  of  the 
United  States, 

“(B)  derived  in  the  conduct  of  a  banking, 
financing,  or  similar  business,  or 

“(C)  received  from  a  corporation  in  which  the 
taxpayer  owns  at  least  10  percent  of  the  voting 
stock. 

(3)  Overall  limitation  not  to  apply.— The 
limitation  provided  by  subsection  (a)(2)  shall  not  ap¬ 
ply  with  respect  to  the  interest  income  described  in  para¬ 
graph  (2).  The  Secretary  or  his  delegate  shall  by 
regulations  prescribe  the  manner  of  application  of  sub¬ 
section  (e)  with  respect  to  cases  in  which  the  limitation 
provided  by  subsection  (a)(2)  applies  with  respect 
to  income  other  than  the  interest  income  described  in  para¬ 
graph  (2). 

“(4)  Transitional  rules  for  carrybacks  and 


CARRYOVERS. — 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 


132 


“(A)  Carrybacks  to  years  prior  to  reve¬ 
nue  act  OF  1962. — Where,  under  the  provisions 
of  subsection  (d),  taxes  (i)  paid  or  accrued  to  any 
foreign  country  or  possession  of  the  United  States 
in  any  taxable  year  beginning  after  the  date  of  the 
enactment  of  the  Revenue  Act  of  1962  are  deemed 
(ii)  paid  or  accrued  in  one  or  more  taxable  years 
beginning  on  or  before  the  date  of  enactment  of  the 
Revenue  Act  of  1962,  the  amount  of  such  taxes 
deemed  paid  or  accrued  shall  be  determined  without 
regard  to  the  provisions  of  this  subsection.  To  the 
extent  the  taxes  paid  or  accrued  to  a  foreign  country 
or  possession  of  the  United,  States  in  any  taxable 
year  described  in  clause  (i)  are  not,  with  the  appli¬ 
cation  of  the  preceding  sentence,  deemed  paid  or 
accrued  in  any  taxable  year  described  in  clause  (ii), 
such  taxes  shall,  for  purposes  of  applying  subsection 
(d),  be  deemed  paid  or  accrued  in  a  taxable  year 
beginning  after  the  date  of  the  enactment  of  the 
Revenue  Act  of  1962,  with  respect  to  interest 
income  described  in  paragraph  (2),  and  with  re¬ 
spect  to  income  other  than  interest  income  described 
in  paragraph  (2),  in  the  same  ratios  as  the  amount 
of  such  taxes  paid  or  accrued  with  respect  to  inter¬ 
est  income  described  in  paragraph  (2),  and  the 
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amount  of  such  taxes  paid  or  accrued  with  respect  to 
income  other  than  interest  income  described  in 
paragraph  (2 ) ,  respectively,  bear  to  the  total 
amount  of  such  taxes  paid  or  accrued  to  such  foreign 
count)')/  or  possession  of  the  United  Slates. 

“(B)  Carryovers  to  years  after  reve¬ 
nue  act  OF  1062. — Where,  under  the  provisions  of 
subsection  (d),  taxes  (i)  paid  or  accrued  to  any  for¬ 
eign  country  or  possession  of  the  United  States  in 
any  taxable  year  beginning  on  or  before  the  date 
of  the  enactment,  of  the  Revenue  Act  of  1962  are 
deemed  ( ii)  paid  or  accrued  in  one  or  more  taxable 
years  beginning  after  the  date  of  the  enactment  of 
the  Revenue  Act  of  1962,  the  amount  of  such  taxes 
deemed  paid  or  accrued  in  any  year  described  in 
clause  (ii)  shall,  with  respect  to  interest  income 
described  in  paragraph  ( 2) ,  be  an  amount  which 
bears  the  same  ratio  to  the  amount  of  such  taxes 
deemed  paid  or  accrued  as  the  amount  of  the  taxes 
paid  or  accrued  to  such  foreign  country  or  possession 
for  such  year  with  respect  to  interest  income  de¬ 
scribed  in  paragraph  (2)  bears  to  the  total  amount 
of  the  taxes  paid  or  accrued  to  such  foreign  country 
or  possession  for  such  year ;  and  the  amount  of  such 
taxes  deemed  paid  or  accrued  in  any  year  described 
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in  clause  ( ii )  with  respect  to  income  other  than 
interest  income  described  in  paragraph  (2)  shall 
be  an  amount  which  bears  the  same  ratio  to  the 
amount  of  such  taxes  deemed  paid  or  accrued  for 
such  year  as  the  amount  of  taxes  paid  or  accrued 
to  such  foreign  country  or  possession  for  such  year 
with  respect  to  income  other  than  interest  income 
described  in  paragraph  (2)  bears  to  the  total 
amount  of  the  taxes  paid  or  accrued  to  such  for¬ 
eign  country  or  possession  for  such  year  .” 

(b)  Effective  Date. — The  amendments  made  by 
subsection  (a)  shall  apply  with  respect  to  taxable  years 
beginning  after  the  date  of  the  enactment  of  this  Act,  but 
only  ivith  respect  to  interest  resulting  from  transactions  con¬ 
summated  after  April  2,  1962. 

SEC.  12  11.  EARNED  INCOME  FROM  SOURCES  WITHOUT 
THE  UNITED  STATES. 

(a)  Limitation  on  Amount  and  Type  of  Income 
Excluded. — Section  911  (relating  to  earned  income  from 
sources  without  the  United  States)  is  amended  to  read  as 
follows : 

“SEC.  911.  EARNED  INCOME  FROM  SOURCES  WITHOUT 
THE  UNITED  STATES. 

“  (a)  General  Rule. — The  following  items  shall  not 
be  included  in  gross  income  and  shall  be  exempt  from  taxa¬ 
tion  under  this  subtitle: 
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“  ( i )  Bona  fide  resident  of  foreign  coun¬ 
try. — In  the  case  of  an  individual  citizen  of  the  United 
States  who  establishes  to  the  satisfaction  of  the  Secre¬ 
tary  or  his  delegate  that  he  has  been  a  bona  fide  resident 
of  a  foreign  country  or  countries  for  an  uninterrupted 
period  which  includes  an  entire  taxable  year,  amounts 
received  from  sources  without  the  United  States  (except 
amounts  paid  by  the  United  States  or  any  agency  there¬ 
of)  which  constitute  earned  income  attributable  to  serv¬ 
ices  performed  during  such  uninterrupted  period.  The 
amount  excluded  under  this  paragraph  for  any  taxable 
year  shall  he  computed  by  applying  the  special  rules 
contained  in  subsection  (c). 

“(2)  Presence  in  foreign  country  for  17 
months. — In  the  case  of  an  individual  citizen  of  the 
United  States  who  during  any  period  of  18  consecutive 
months  is  present  in  a  foreign  country  or  countries  dur¬ 
ing  at  least  510  full  days  in  such  period,  amounts  re¬ 
ceived  from  sources  without  the  United  States  (except 
amounts  paid  by  the  United  States  or  any  agency 
thereof)  which  constitute  earned  income  attributable  to 
services  performed  during  such  18-month  period.  The 
amount  excluded  under  this  paragraph  for  any  taxable 
year  shall  he  computed  by  applying  the  special  rules 
contained  in  subsection  (c) . 
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An  individual  shall  not  be  allowed,  as  a  deduction  from  his 
gross  income,  any  deductions  (other  than  those  allowed  by 
section  151,  relating  to  personal  exemptions)  properly  allo¬ 
cable  to  or  chargeable  against  amounts  excluded  from  gross 
income  under  this  subsection. 

“  (b)  Definition  of  Eaenfd  Income. — For  purposes 
of  this  section,  the  term  ‘earned  income’  means  wages,  sal¬ 
aries,  or  professional  fees,  and  other  amounts  received  as 
compensation  for  personal  services  actually  rendered,  but 
does  not  include  that  part  of  the  compensation  derived  by 
the  taxpayer  for  personal  services  rendered  by  him  to  a 
corporation  which  represents  a  distribution  of  earnings  or 
profits  rather  than  a  reasonable  allowance  as  compensation 
for  the  personal  services  actually  rendered.  In  the  case  of 
a  taxpayer  engaged  in  a  trade  or  business  in  which  both 
personal  services  and  capital  are  material  income-producing 
factors,  under  regulations  prescribed  by  the  Secretary  or  his 
delegate,  a  reasonable  allowance  as  compensation  for  the 
personal  services  rendered  by  the  taxpayer,  not  in  excess  of 
30  percent  of  his  share  of  the  net  profits  of  such  trade  or 
business,  shall  be  considered  as  earned  income. 

“  (c)  Special  Rules. — For  purposes  of  computing  the 
amount  excludable  under  subsection  (a) ,  the  following  rules 
shall  apply: 

“  (1)  Limitations  on  amount  of  exclusion. — 
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The  amount  excluded  from  the  gross  income  of  an 
individual  under  subsection  (a)  for  any  taxable  year 
shall  not  exceed  an  amount  which  shall  be  computed  on 
a  daily  basis  at  an  annual  rate  of — 

“(A)  except  as  provided  in  subparagraph  (B), 
$20,000  in  the  case  of  an  individual  who  qualifies 

under  subsection  (a) ,  or 

“(B)  $35,000  in  the  case  of  an  individual  who 
qualifies  under  subsection  (a)  (l),  hut  only  with 
respect  to  that  portion  of  such  taxable  year  occurring 
after  such  individual  has  been  a  bona  fide  resident 
of  a  foreign  country  or  countries  for  an  uninterrupted 
period  of  3  consecutive  years. 

“  (2)  Attribution  to  year  in  which  services 
are  performed. — For  purposes  of  applying  paragraph 
(1),  amounts  received  shall  be  considered  received  in 
the  taxable  year  in  which  the  services  to  which  the 
amounts  are  attributable  are  performed. 

“  (3)  Treatment  of  community  income.— In 
applying  paragraph  (1)  with  respect  to  amounts  re¬ 
ceived  for  services  performed  by  a  husband  or  wife 
which  are  community  income  under  community  prop¬ 
erty  laws  applicable  to  such  income,  the  aggregate 
amount  excludable  under  subsection  (a)  fiom  the  gioss 
income  of  such  husband  and  wife  shall  equal  the  amount 
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which  would  be  excludable  if  such  amounts  did  not  con¬ 
stitute  such  community  income. 

“  (4)  Requirement  as  to  time  of  receipt. — 
No  amount  received  after  the  close  of  the  taxable  year 
following  the  taxable  year  in  which  the  services  to  which 
the  amounts  are  attributable  are  performed  may  be  ex¬ 
cluded  under  subsection  (a) . 

“  (5)  Certain  amounts  not  excludable. — No 
amount — 

“  (A)  received  as  a  pension  or  annuity,  or 
“(B)  included  in  gross  income  by  reason  of 
section  402(b)  (relating  to  taxability  of  benefi¬ 
ciary  of  non-exempt  trust),  section  403  (c)  (relat¬ 
ing  to  taxability  of  beneficiary  under  a  non-quali- 
fied  annuity),  or  section  403(d)  (relating  to 
taxability  of  beneficiary  under  certain  forfeitable 
contracts  purchased  by  exempt  organizations), 
may  be  excluded  under  subsection  (a) . 

11  (6)  Test  of  bona  fide  residence— A  state¬ 
ment  by  an  individual  who  has  earned  income  from 
sources  within  a  foreign  country  to  the  authorities  of  that 
country  that  he  is  not  a  resident  of  that  country,  if  he  is 
held  not  subject  as  a  resident  of  that  country  to  the 
income  tax  of  that  country  by  its  authorities  with  respect 
to  such  earnings,  shall  be  conclusive  evidence  with  respect 
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to  such  earnings  that  he  is  not  a  bona  fide  resident  of  that 
country  for  purposes  of  subsection  (a)(1). 

“(7)  Certain  noncash  remuneration. — If  an 
individual  who  qualifies  under  subsection  (a)(1)  receives 
compensation  from  sources  without  the  United  States 
(except  from  the  United  States  or  any  agency  thereof)  in 
the  form  of  the  right  to  use  property  or  facilities,  the 
limitation  under  paragraph  (1)  applicable  with  respect 
to  such  individual — 

“(A)  for  a  taxable  year  ending  in  1963,  shall 
be  increased  by  an  amount  equal  to  the  amount  of 
such  compensation  so  received  during  such  taxable 
year; 

“(B)  for  a  taxable  year  ending  in  1964,  shall 
be  increased  by  an  amount  equal  to  two-thirds  of 
such  compensation  so  received  during  such  taxable 
year;  and 

“(C)  for  a  taxable  year  ending  in  1965,  shall 
be  increased  by  an  amount  equal  to  one-third  of  such 
compensation  so  received  during  such  taxable  year. 
“(d)  Cross  References. — 

“For  administrative  and  penal  provisions  relating  to 
the  exclusion  provided  for  in  this  section,  see  sections 
6001, 6011, 6012(c),  and  the  other  provisions  of  subtitle  F.” 

(b)  Computation  of  Employees’  Contribu¬ 
tions —Section  72  (f)  (relating  to  special  rules  for  compnt- 
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ing  employees’  contributions)  is  amended  by  adding  after 
paragraph  (2)  the  following  new  sentences: 

“Paragraph  (2)  shall  not  apply  to  amounts  which  were 
contributed  by  the  employer  after  December  31,  1962,  and 
which  would  not  have  been  includible  in  the  gross  income  of 
the  employee  by  reason  of  the  application  of  section  911  if 
such  amounts  had  been  raid  directly  to  the  employee  at  the 
time  of  contribution.  The  preceding  sentence  shall  not  apply 
to  amounts  which  were  contributed  by  the  employer,  as  de¬ 
termined  under  regulations  prescribed  by  the  Secretary  or  his 
delegate,  to  provide  pension  or  annuity  credits,  to  the  extent 
such  credits  are  attributable  to  services  performed  before 
January  1,  1963,  and  arc  provided  pursuant  to  pension  or 
annuity  plan  provisions  in  existence  on  March  12,  1962, 
and  on  that  date  applicable  to  such  services.” 

(c)  Effective  Date. — 

(1)  In  general. — Except  as  provided  in  para¬ 
graph  (2),  the  amendments  made  by  this  section  shall 
apply  to  taxable  years  ending  after  December  31,  1962. 

(2)  Amendments  to  section  911— The  amend¬ 
ment  made  by  subsection  (a)  shall  apply  only  with 
respect  to  amounts  received  after  December  31,  1962, 
and  which  are  attributable  either  to — 

(A)  services  performed  after  such  date,  or 

(B)  services  performed  on  or  before  such  date, 
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But  only  if  on  March  12,  1962,  there  existed 
no  right  (whether  forfeitable  or  nonforfeitable )  to 
receive  such  amounts. 

SEC;  U-.  CONTROEEE©  FOREIGN  CORPORATIONS. 

-(a)-  In  General. — Dart  HI  of  sabehapt-cr  hi  of  chapter 
I  (relating  to  income  from  sources  without  the  United 
States-)-  is  amended  by  adding  at  the  end  thereof  the  follow¬ 
ing  new  subpart-7 

“Sec.  OkC  -Amemds  included  in  gross  income  el  United 
States  persons; 

“See.-  ©elk  Subpart  E  income  defined; 

“-See;  ©tub  Invest m<mt  el  earnings  in  nonq-u-a-lified  property- 
“Seer  ©eC  Controlled  foreign  corporations; 

“See.-  ©dik  Rules  lei-  determining  sleek  ownership; 

--See;  ©eE  Exclusion  leem  gross  income  el  previously  taxed 
comings  end  profits; 

“See;  del;  Special  rules  ier  lorelgn  tax  credit.- 
“See.-  Adjustnumts  te  basis  el  stock  in  controlled  ler- 
eign  corporations  and  el  other  property. 


“SEC.-  9dE  AMOUNTS 


TTNTTED 

vd  i’ll  1  X-J 


IN  CROSS  INCOME  OE 


Rfaf  Amounts  Included — 

ikfp^-  Jxf  generaU; — 4f  a  foreign  corporation  is  a 
controlled  corporation  on  any  day  of  a  taxable  year  be¬ 
ginning  after  December  bU  I9iH7  every  United  States 
person  -fas  defined  in  section  7701  (a)  (30) )-  who  owns 
the  meaning  of  section  955  (a)  )■  stock  in  such 
on  the  last  day^  in  such  yeary  on  which  such 
corporation  is  a  controlled  foreign  corporation  shah  in- 
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elude  m  bis  gross  income,-  for  bis  taxable  year  m  wbieb 
or  with  wliicb  such  taxable  year  el  tbe  corporation 
ends — 


U 


Ajj 

ttlittvdl 

snbpart  1? 


-fA)-  bis  pro  rata  share 
(2-)-)-  el  tbe 
income  ler  sneb  yearj  and 

“  (B)  bis  pro  rata  share  (determined  under 
section  953-(aj  (2) )  el  tbe  corporation^  increase 

sneb  year  -(but  only  to  tbe  extent  net  excluded 
Irom  gross  income  under  section  950(a)  (A)-)-? 

“  (2)  dbee  BATA  SHARE  OP  SUBPART-  P  IFCO-ME: — 
dbe  pro  rata  share  rclerred  to  in  paragraph  (l-)-(-A-)- 
in  tbe  ease  el  any  455  ted  States  person  is  tbe  amount — 
-(A-)-  which  -would  ba-ve  been  distributed  with 
to  tbe  stock  wliicb  such  person  owns  -(-with¬ 
in  tbe  meaning  el  section  -955-fa) )-  in  such  cor¬ 
poration  il  on  tbe  last  dayj  in  its  taxable  yeary  on 


U 


peratien  it  bad  distributed  pro  rata  to  its 
holders  an  amount  -fif  which  bears  tbe  same  ratio 
to  its  snbpart  3?  income  lor  tbe  taxable  ycar7  as 
-fii)-  tbe  part  ol  sneb  year  during  wbieb  tbe  corpora¬ 
tion  is  a  controlled  foreign  corporation  bears  to  tbe 
entire  year,  reduced  by 
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U 


-(41)-  the  amount  ef  any  distribution  received 
by  any  other  4fnited  States  person  during  sueh 
year  as  a  dividend  with  respeet  to  sueh  stock? 

■“  LIMITATION  ON  AMOUNT  OP  PRO  RATA 

SHARE  OP  INVESTMENT-  IN  NONQUALIFIED  PROPERTY 
INCLUDED  IN  dross  INCOME. — Eor  purposes  of  para¬ 
graph  (1)  (B)7  the  pro  rata  share  oi  any  United  States 
person  in  the  increase  of  the  earnings  of  a  controlled 

shall  not  exceed  an  amount  -fAf  which  bears  the  same 
ratio  to  his  pro  rata  share  of  sueh  increase  -(as  deter¬ 
mined  under  section  053  (a)— (2)-)-  for  the  taxable 
year?  as  -(41)-  the  part  of  sueh  year  during  which  the 
corporation  is  a  controlled  foreign  corporation  bears  to 
the  entire  year? 

^(bf  hrESS  Than  10  Percent  Ownership.  -X-o  per¬ 
son  shall  be  repaired  to  include  any  amount  in  gross  income 
under  subsection  -(a)-  unless  he  can  be  considered^  by  apply¬ 
ing  the  rules  of  ownership  of  section  955  (b)-7  as  owning? 

e?  mdi^etly?  on  any  day  during  the  taxable  year 
of  the  corporation  on  which  it  was  a  controlled  foreign  cor 
p oration?  40  percent  or  more  of  the  total  combined  voting 
power  of  all  classes  of  stock-?  or  of  the  total  value  of  shares 
of  all  el  asses  of  stock-?  of  such  corporation. 

“  (c)-  Ooordin a tion  With  Election  op  a  Foreign 
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Investment  Gomtany  U)  Distbibute  Income. — A 
United  States  person  who7  ter  bis  taxable  yeary  is  a  qualified 
shareholder  (within  the  meaning  of  seetien  1217  (c) )  ef  a 
foreign  investment  company  with  respeet  to  whieh  an  elee- 
tien  under  seetien  -124-7-  is  in  effect  shall  net  he  repaired  te 
inefude  in  gross  inoomcy  ter  sneh  taxable  yeary  snbpart  U 
income  ef  sneh  company? 

^SEC,  952,  SU-BPART  F  INCOME  BEE1NED. 

^-fa)-  In  General — 

“■(1)  Items  taken  into  account. — her  purposes 
of  this  subparty  the  term  ‘subpart  ¥  income’  means,  in 
the  ease  of  any  controlled  foreign  corporation,-  the  sum 
of — 

xl  from  insurance  of  United 
under  subsection  (b)  ■) 
from  United  States 


copyrights,  and  exclusive  formulas  and 
-(as  determined  under  subsection  -(e) )  7  and 

-‘-(G)  the  net  foreign  base  company  income 
-(as  determined  under  subsection  (d) ) ,  except  that 
this  subparagraph  shall  apply  only  in  the  ease  of  a 
controlled  foreign  corporation  in  which  b  or  fewer 
United  States  persons  own,  by  applying  the  rules  of 
ownership  of  section  -9bo-(b) ,  more  than  bO  percent 
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of  Ike  total  combined  voting  power  el  ad  classes  el 
stock  entitled  te  voter 

“-(-2)-  Exclusion  op  united  states  income. — 
Subpart  ¥  income  dees  net  include  any  item  includible 
in  gross  income  under  tins  chapter  (other  than  this  sub- 

S tales  el  a  foreign  corporation  engaged  in  trade  or 
business  in  the  United  Stalest 

£fer  TO  EXCEED  EARXIX&S  AX©  EEOEITSt — 

tien  fe?  taxable  year  shall  net  exceed  the  earnings 
and  profits  el  such  corporation  for  seek  yea© 

“.(b)-  Income  Eeom  Insurance  oe  Unite©  States 
Rises. — 


“  (-1-)-  Generar  RULEt — If  a  controlled  foreign  cor¬ 
poration  receives  premiums  or  other  consideration  in 
respect  of  any  reinsurance  or  the  issuing  of  any  insurance 
or  annuity  contract — 

-(A)  in  connection  with  property  up-  or  res© 

dents  ofj  the  United  States,-  or 

(U)-  in  connection  with  property  not  bp  or 
nonresidents  ofj  the  United  States  as  the  result  of 
any  arrangement  whereby  another  corporation  ro¬ 
ll.  R.  10650 - 10 
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ccivcs  a  substantially  equal  amount  of  premiums  or 
otlic-r  consideration  in  respect  ol  any  reinsurance  or 
the  issuing  ol  any  insurance  or  annuity  contract  in 

United  States? 

then  lor  purposes  ol  subsection  -(a)  (1)  (A) ,  the  term 
fineeme  derived  Irom  the  insurance  ol  bJoitcd  States 
risks-  means  that  income  which  (subject  to  the  modifi 
cations  provided  hy  subparagraphs  -(A)  >  -(-hf?  and  -(G)- 
ol  paragraph  -(-2) )  wo-idd  be  taxed  under  subchapter  hi 
ol  this  chapter  il  such  corporation  were  a  domestic 


o> 


(2)-  Special  bu-les. — her  purposes  ol  paragraph 


40 


-  (  A)-  in  the  application  ol  part  I  ©1  s 
h?  hie  insurance  company  taxable  income  is  the 
gain  Irom  operations  as  defined  in  section  802(b) . 

--fhf  A  corporation  which  would,  il  it  were  a 
domestic  corporation?  be  taxable  under  part  if  ol 
subohaptcr  h  shall  apply  paragraph  -(4-)-  as  il  it 
were  taxable  under  part  hit  ol  subchaptcr  hr 

—  (C)  ihe  following  provisions  ol  subehaptcr  h 
shall  not  apply : 

--(f)-  Seetion  802(d)  (4)  (operations  loss 
deduction) . 
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ii 


-(it)-  Section  809- (<!)-(&)-  (ecrtain  nan- 
participating  eontracts)- 

Section  809-(b)-(0)-  -fetew p  hfe? 
accident?  and  health  insuraneefr 

ii(i^)-  Section  809  (d)--(40)-  (small  business 
deduction)- 

Seetien  847-fbf  -(gain  an  property 
bekl  aa  December  34?  19-§8?  and  ecrtain  sub- 
sthttted  property  acquired  after  1953)-.- 

— -(vi)-  Section  332  (b)  (5)-  (certain  capital 


-  ( D  y  bbrass  amannfi  ta  tbe  exteat  provided  ia 
section  809  (c)-  -(4)-  aad  -(fif?  less  hnerease  ia 
certain  reserves-  as  defined  ia  seetiaa  809-(d)--(-3)-7 
aad  ^premiums  earned1  as  defined  in  seetiaa  832-fb)- 
-(4)-  shall  be  taken  lata  aeeaant  aal y  ta  tbe  extent 
they  are  -in  respect  af  any  reinsurance  ar  tbe  issuing 
af  any  re-insn ranee  ar  tbe  issuing  af  any  insurance 
ar  annuity  eaatraet  described  in  paragraph  (1) . 

“(E)-  All  beats  af  income  (other  than  those 
taken  aecauat  under  subparagraph  -(D)-)-  and 
all  items  af  expenses?  lasses?  aad  deductions  shah 
be  properly  alleeated  ar  apportioned  under  regufar- 
tiens  prescribed  by  tbe  Secretary  ar  bis  delegate 
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U 


-(e)-  -Income-  -From  -Unite©  States  Patents?  Gory 
rights?  an©  Exiles  we  Formulas  an©  Processes. — 

“  ( 1)  Genera©  rule. — Per  purposes  el  subsection 
-(a)  -(-!-)  -fB-)-?  the  term  -Income  Irem  United  States 
patents,  copyrights?  and  exclusive  formulas  and  proc¬ 
esses^  means  the  amount  el  gross  rental©  royalties,  or 
other  income  derived  from  the  license,-  subheense?  sale? 
exchange?  use?  or  other  means  of  exploitation  of  patents? 
copyrights?  and  exclusive  formulas  and  processes — 

A  )■  substantially  developed?  ereated?  or  pro¬ 
duced  in  the  United  States?  or 

UP-}-  acquired  from  any  United 
which?  directly  or  indireetly?  owns  or 
is  owned  or  controlled  hy?  or  is 
ownership  or  control  with?  the  controlled  foreign 


less  the  eost  and 
graph 


e  allowance  defined  in  para- 


--f2f  Gobt  an©  expense  allowance^ — An  ah 
lowancc  shall  he  made?  in  accordance  with 
prescribed  by  the  Secretary  or  his  delegate?  for  ordh 


and  necessary  expenses 


1  ur  th  a  o/ 

fjy  t7llt7 


I  AVO  1  (Vll 

1U1  L'lgll 


eorporation  in  the  receipt  or  production  of  the  income 
described  in  paragraph  (h)-  including  taxes  and  any 
amortization  or  depreciation  of  the  eost  to  such  eorpo- 
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ration  of  such  property  or  rights  described  in  paragraph 
but  not  including  any  production?  manufacturing, 
or  similar  expenses  incurred  in  the  use  or  other  means 
of  exploitation  of  sneh  property  or  rights? 

“  (gj-  Determination  of  income  from  ese. — 
The  income  from  nse  or  other  means  of  exploitation  by 
the  controlled  foreign  corporation  of  the  property  or 
right  described  in  paragraph  -ftf  shall  he  the  amount 
which  would  he  obtained  as  a  gross  rent?  royalty-,-  or 
other  payment  in  an  arm’s  length  transaction  with  an 
unrelated  person  for  similar  nse  or  exploitation?  of  the 
property  or  right- 

“  (4)  X-e-¥  Foreign  Base  Company  Income- — For 
purposes  of  subsection  (a)  (1)  (G)-  the  term  diet  foreign 
base  company  income-  means — 

“  (1-)  the  foreign  base  company  ineome  for  the  tax¬ 
able  year,  determined  under  subscetion  -fef;  reduced 
by 

“  (2-)-  the  increase  in  investment  in  qualified  prop¬ 


erty  in  less  developed  countries  for  the  tax  aide  year? 

determined  under  subsection  -fffr 

“-(e)-  Foreign  Base  Company  Income?— 

_  (p)-  Ff  generaTt: — For  purposes  of  subscetion 
the  term  foreign  base  company  income1  means 
the  foreign  personal  holding  company  income  -(as  de- 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 


150 


fined  in  section  553-)  for  the  taxable  year? 
adjusted  as  provided  in  tbis  subsection. 

Certain  sales  income  included. — The 
term  foreign  base  company  income-  imdadcs  foreign 
base  company  sales  income  if?  for  tbe  taxable  year?  sueh 
ineomc  is  espial  to  at  least  20  percent  of  tbe  gross  income 
of  tbe  foreign  corporation  (not  including  for  tbis  purpose 
other  foreign  base  company  income  under  tbis  subscc 
tion)  t  Bor  purposes  of  tbis  paragraph,  tbe  term  ^foreign 
base  company  sales  income^  means  income  -(whether  in 
tbe  form  of  profits,  commissions?  fees?  or  otherwise) 
derived  in  connection  with  tbe  purchase  of  personal 
property  from  a  related  person  and  its  sale  to  any  per¬ 
son?  or  tbe  purchase  of  personal  property  from  any 
person  and  its  sale  to  a  related  person,  where — 


•“(A)  tbe  property  which  is  purchased  is  manu¬ 
factured,-  produced,  grown,  or  extracted  outside 
tbe  country  under  tbe  laws  of  which  tbe  controlled 
foreign  corporation  is  created  or  organized?  and 
-‘-(B)  tbe  property  is  sold  for  use?  consumption? 
or  disposition  outside  such  foreign  country.- 
Bor  purposes  of  tbe  preceding  sentence?  a  person  is  a 
elated  person  with  respect  to  tbe  controlled  foreign 
corporation  if  be?  directly-  or  indirectly?  owns  or  con¬ 
trols?  or  is  owned  or  controlled  by?  or  is  under  common 
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ownership  or  control  withy  the  controlled  foreign 
corporation: 

ReN-T-S  INCLUDED  WITHOUT  DEC  ABB  TO  NO- 
rEBCENT  limitation. — Ah  rente  shah  he  inclndcd  in 
foreign  base  company  income  without  regard  to  whether 
or  not  sueh  rents  constitute  more  than  §0  percent  of 


gross  incomer 

Insubanoe  and  patent  income  en- 
CLUDEDr — 5he  term  dereign  base  company  income^  does 
not  include  any  income  derived  from  insurance  of  hnited 
States  risks  -(us  determined  under  subsection-  -(b)-)-  or 
income  from  United  States  patents?  copyrights?  and  ex¬ 
clusive  formulas  and  processes  -(us  determined  under 


“  (5)  Income  oe  cebtain  banks  and  bank- 

CONTBOLLED  COBPOBATIONB  EXCLUDED: — bhe  term 


-foreign  base  company  income^  does  not  include 

“  (At)-  the  income  of  any  corporation  de¬ 
scribed  in  seetion  552(b)-  (relating  to  excep¬ 
tion  for  banks  and  exempt  corporations)-  or- 


ii-(B)-  the  income  of  any  foreign  corporation 
if  50  percent  or  more  of  the  fair  market  value  of 
its  outstanding  stock  is  owned  directly  or  indirectly 
by  a  domestic  corporation  whieh  is  either  organ¬ 
ized  under  section  -25  (a)-  of  the  -Federal  Reserve 
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Act  -(4-2  U.S-.-C  —  secs.-  @41  631),  or  -has  an  agree¬ 
ment  er  wi-derstanding  witd  tde  Beard  ef  Gover¬ 
nors  ef  tde  federal  deserve  System  wider  section 
2#  ef  tde  federal  deserve  Aet  -fid  B.S.G.y  sees? 
601  604) ,  if  ad  ef  tde  stock  -(except  qualifying 
■0^  tll0  {loiilt C  »S 1 1 0  corporation  is  owned  by  a 
er  State  dank  wdied  is  a  memder  ef  tde 
deserve  System. 

“  (6)  Special  rube  where  foreign  babe  com 

PANY  INCOME  IS  RE6S  THAN  AO  PERCENT  OR  MORE 
TITAN  -8-e  PERCENT  OF  GROSS  INCOME. — For 
ef  tdis  subsection — 

i4A-)-  4f  tde  foreign  dase  company  d 
-(determined  -without  regard  to  paragraph  -(7 )  ■)■■ 
is  less  than  20  percent  ef  gross  income  ,■  no  part  ef 
tde  gross  income  ef  tde  taxable  year  sdad  de 
treated  as  foreign  dase  company  income. 

—(B)  If  tde  foreign  dase  company  income 
-(determined  without  regard  to  paragraph  -(7) ) 
exceeds  80  percent  of  gross  income,-  tde  entire 
gross  income  of  tde  taxable  year  sdad  de  taken 
ffito  account  in  determining  foreign  base  company 
income. 

—(7)  Deductions  to  be  taken  into  ao- 
^atcnt-; — Fde  foreign  dase  company  income  for  tde  tax- 
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4  able  year  shad  fee  reduced  so  as  to  take  into  account 

2  deductions  (including  taxes)-  properly  adocablo  to  suefe 

3  incomer 

4  “  (1)-  Investment  in  Qualified  Property  m  Less 

5  Developed  Countries? — 
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(4-)-  General  rule? — For  purposes  of 
(d)  (2)  7  tfee  increase  in  investment  in  qualified  property 
in  leas  developed:  countries  for  any  taxable  year  is  tfee 
amount  fey  which — 

-  (A-)-  tfee  aggregate  amount  of  property  de¬ 
scribed  in  sections  953(b)  (-2)  -(G)-  and  -(Df  and 
property  (including  money)-  which  is  located  out¬ 
side  tfee  United  States  and  is  ordinary  and  neeessary 
for  tfee  active  conduct  of  a  quofefeeb  trade  or  business 
described  in  section  953(b)  (3-)  (A)-(-ii)-  held  at 
tfee  dose  of  tfee  taxable  year,  exceeds 

^-(E)-  tfee  aggregate  amount  of  property  de¬ 
scribed  in  subparagraph  (A)-  held  at  tfee  close  of 
tfee  preceding  taxable  year? 

—■(j>)  Investments  after  close  oe  year — 
Under  regulations  prescribed  by  tfee  Secretary  or  feis 
delegate^  a  controlled  foreign  corporation  may  elect  to 
make  tfee  determinations  under-  subparagraphs  (A) 
and  -(E)-  of  paragraph  -(4-)-  as  of  tfee  close  of  tfee  75th 
day  after  tfee  close  of  each  taxable  year? 
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U 


-ffi)-  Amount  attributable  to  property^ — 
fibe  amount  taken  into  account  under  paragraph  -ft)- 
v4th  respect  to  any  property  shall  he  its  adjusted  basisy 
reduced  hy  any  liability  to  which  the  property  is  subjeetr 
5fS£G,  853,  INVESTMENT  OF  EARNINGS  IN  NONQUALIFIED 


“-(o)-  General  RULE& — Ror  purposes  ol  this  suhpart — 
Amount  oe  investment. — ¥be  amount  of 
earnings  of  a  controlled  foreign  corporation  invested  in 
nonqualified  property  at  the  dose  of  any  taxable  year 
is  the  aggregate  amount  of  such  property  held  at  the 
close  of  the  taxable  year,-  to  the  extent  such  amount 
does  not  exceed  the  sum  of  -fA-)-  the  earnings  and  profits 
for  the  taxable  yea-iy  and  -fBj-  the  earnings  and  profits 
accumulated  for  prior  taxable  years  beginning  after 
fid 

-ffif  RrO  BATA  SHARE  OE  INURE ASE  EOR  YEAR. — 
In  the  case  of  any  United  States  person,  the  pro  rata 
share  of  the  increase  for  any  taxable  year  in  the  earn¬ 
ings  of  a  controlled  foreign  corporation  invested  in  a 
nonqualified  property  is  the  amount  determined  by  sub¬ 
tracting — 

-•d~A)-  his  pro  rata  share  of  the  amount  deter 
mined  under  paragraph  -(4-)-  for  the  dose  of  the 
preceding  taxable  year,  reduced  by  amounts  paid 


U 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 


155 


during  Ike  taxalde  yea*  to  whieh  section 
applies  from 

ii-(41)-  his  pee  rata  share  el  the  amount  deter¬ 
mined  unde*  paragraph  -(4)-  for  the  close  el  the 


taxable  yean¬ 
ling).  Amount  abtu-ibutabub  to  bbopebte — 
The  amount  taben  into  account  under  paragraph  -(4)-  e* 
-(A)-  with  respect  to  any  property  shah  be  its  adjusted 
basisy  reduced  by  any  babihty  to  which  the  property 


is  subjeeh 

li|bf  btON^UABtUiB©  pBOPEBTM  DeeTAEB, — Tor  pu* 


poses  ol  this  subpart — 

i i(p^  Genebab  bbbEt — The  term  hranquabfied 
property1  means  any  meney  or  other  property  -(tangible 
or  intangible)-  acquired  after  December  84^  TQbA 


whieh  is  not  qualified  property-.- 

“  (2-)-  Qualifbeb  pbopebt-e. — -The  term  h 


property1  means — 

“  ( A-f  Any  money  or  other  property  which  is 
located  outside  the  United  States  and  is  ordinary 
and  necessary  lor  the  aetrre  conduct  ol  a  qualified 
trade  or  business  -(as  determined  under  paragraph 
-(gf)-  carried  on  by  the  controlled  foreign  corpora- 


f  1  ATI  — 

uiuiir 


“  (B).  Property  whieh  would  qualify  under  sub 
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paragraph  -(A)  except  for  the  faet  that  it  is  located 
hi  the  hunted  States?  hat  only  if  sueh  property  is — 
iLfi}-  obligations  of  the  hunted  State  s,- 
monoy,  or  deposits  with  persons  carrying  on 
the  hanking  business ; 

“(h)-  property  purchased  in  the  hunted 
States  for  export  to?  or  for  use  in?  foreign 
countries^  or 

--(-in)-  any  loan  arising  in  connection  with 
the  sale  of  property  if  the  amount  of  such  loan 
at  no  time  during  the  taxable  year 
Is  the  amount  which  would  he  ordinary 
and  necessary  to  carry  on  the  trade  or  business 
of  both  the  lending  corporation  and  the  borrow- 
ing  hhiitcd  States  person  had  the  sale  been 
made  between  unrelated  person  St 
--(G)'  Steeh  owned  by  the  controlled  foreign 
in  another  controlled  foreign  corpora¬ 
tion  in  which  it  owns  at  least  40  percent  of  the  vet- 
mg  stock  and  40  percent  of  the  value  of  all  classes  of 
stock  and  in  which  it  together  with  four  or  fewer 
hunted  States  persons?  owns?  directly  or  indirectly, 
more  than  50  percent  of  the  voting  stock  -(unless 
under  the  laws  of  a  less  developed  country  such  per¬ 
centage  of  ownership  is  not  -permitted,  in  which 
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ease  sueh  lesser  percentage  os  is  permitted)-;  bet  this 
subparagraph  shah  apply  only  if — 

if-fi)-  substantially  ah  ef  the  property  ef 
sueh  other  controlled  foreign  corporation  is  or¬ 
dinary  and  necessary  for  the  active  conduct  of 
a  trade  or  business  engaged  in  by  it  almost 
wholly  within  a  less  developed  country  or 

“  (ii)  such  other  controlled  foreign  cor¬ 
poration  is  created  or  organised  under  the  lows 
of  one  of  sueh  countries  in  which  it  is  so  en- 
gagech 

“  (D)  Any  Investment  which  is  required 
beeause  of  restrictions  imposed  by  a  less  developed 
country-,-  and  any  investment  wliidp  when  made, 
was  so  required  and  which  would  result  in  substan¬ 
tial  losses  if  -withdrawn. 

--fa-)-  Qu-AtUFtm*  TMI)K  Otf  BUBBHSSfr — 

“  (A)  A  trade  or  business  is  a  qualified  trade  or 
business  if  sueh  trade  or  business  -for  substantially 
the  same  trade  or  business) — 

“  (i)  is  carried  on  by  the  controlled  foreign 
corporation  outside  the  United  States  and  has 


been  so  carried  on  by  sueh  corporation,  while 
controlled  by  substantially  the  same  -United 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 


158 


Stales  persons  since  -December  347  49627  or 
during  the  5  year  period  ending  with  tbe  close 
of  the  prcecding  taxable  ycarj  or 

is  earned  on  by  tbe  controlled  foreign 
corporation  almost  wholly  within  a  less  devel¬ 
oped  coimtry  or  eonntrics.- 
— -fD)-  A  trade  or  business  which  is  a  qualified 
trade  or  business  for  a  corporation  in  whieli  tbe 
controlled  fereign  corporation  owns  at  least  80  per¬ 
cent  of  tbe  total  combined  voting  power  of  all  classes 
of  stock  entitled  to  vote  and  at  least  80  percent  of 
tbe  total  value  of  all  classes  of  stock  shall  be  treated 
as  a  qualified  trade  or  business  for  tbe  controlled 


foreign  corporation  if  such  percentage  of  stock  was 

during  tbe  5-ycar  period  ending  with  tbe  close  of 
tbe  preceding  taxable  year. 

-  (4)  Situs  of  eBPTWi-x  rnoPER-T-i^ — Property 
wbieh  is  an  obligation  of-  or  pledges  and  guarantees 
made  witb  respect  to  obligations  ofy  PPnitcd  States  persons 
shall  be  considered  as  property  located  in  tbe  -Ibnited 
States? 


—(5)  -Less  developed  country  defined-. — Lbe 
term  4ess  developed  country^  means  -(in  respect  of  any 
foreign  corporation)  any  foreign  country  -(other  than 
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an  area  within  the  Sino-Soviot  bloc)  or  any 
of  tbe  United  States,  with  respect  to  wbieh  on  tbo  best 
day  of  tfeo  taxable  year,  there  is  in  effect  an  Executive 
order  by  tbe  President  of  the  United  States  designating 
such  country  or  -possession  as  an  economically  less  de¬ 
veloped  country  for  purposes  of  tins  subpartr  Per  pur¬ 
poses  of  tbe  preceding  scntcnceT  an  oversea  territory, 


or 

a  separate  country.  No 

tl~|  l  > j  T4Q  VO  Till  nil  til  tv 
till '5  llUl  cliii  tttlll  1  til  rt 

Australia 

Austria 
-Belgium 

Ganada 
-Denmark 

Prance 
Germany 
Kepublie)- 
■Hong  Kong 
Italy 
Japan 


may  be  treated  as 
shall  be  made  under 


te- 


■Luxcmbourg 

Monaco 
Netherlands 
New  Zealand 
Norway 
Union  of  South 
Ban  Marino 
Sweden 


United  Kingdom 


^vS-E€:  8S4  CONTROLLED  FOREIGN  CORPORATIONS. 

-(a-)-  Gbne-ra-l  Kij-rE. — Por  purposes  of  this  subpart, 
tbe  term  ‘controlled  foreign  corporation’  means  any  foreign 
corporation  of  which  more  than  §9  percent  of  tbe  total  com- 
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bfeted  voting  power  el  all 
ownedy  dircetly  er 
95-5  (b) ) fey  United  States 


el  stock  entitled  te  veto  is 

en  any  day  daring  tfee 


tasafe-lo  year  el  saefe  lorcign  eerp oration. 

li{fe)-  Special  Rule  for  4a-&ubance. — Der  purposes 
ealy  el  taking  inte  aeeonnt  ineemo  described  in  seetion 
9-52- (a)  (4) -(A)-  Relating  te  ineomc  derived  Irom  insurance 
el  United  States  risks) ,  tfee  term  ^controlled  lorcign  eerpera^ 
tien-  melades  net  enly  a  lorcign  corporation  as  defined  fey 
subsection  -(a)-  feat  alse  one  el  wliicfe  more  tfean  25  percent 
el  tfee  total  combined  voting  power  el  all  classes  el  stock  is 
owned,  directly  or  indirectly  -(witfein  tfee  meaning  el  see- 
tien  9-55-(fe) )  ?  fey  United  States  persons  on  any  day  dar¬ 
ing  tfee  taxable  year  el  saefe  corporation?  il  tfee  gross  amount 
el  premiums  or  etfeer  consideration  in  respect  el  reinsurance 
or  tfee  issuing  el  insurance  or  annuity  contracts  in  connec¬ 
tion  witfe  property  fey  or  residents  el?  tfee  United  Statesy  en- 
eeeds  75  percent  el  tfee  gross  amount  el  all  premiums  or 
etfeer  consideration  in  respect  el  all  risks. 

li-(e)-  Special  Rele  eor  Uerfaie  Dess  Developed 
Uo-E-ntries- — In  tfee  ease  el  any  foreign  corporation  te 
which  section  953-(fe)-(2)  (C)  appliesy  tfee  maximum  per¬ 
centage  el  ownership  permitted  under  tfee  laws  el  a  less 
developed  eountiy  shall  fee  considcrcdy  llCll  of  tilO  more 
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than  SO  percent  requirement  in  subsection  the  per¬ 

centage  required  under  subsection  -{ft}-  in  order  for  tbe  cor¬ 
poration  to  be  classified  as  a  controlled  foreign  corporation? 
95k  RULES  EOR  DETERMINING  STOCK  OWNERSHIP. 
^{4  Por  Purposes  or  Section  -951-fn)- — 


u 


(O 


rule-: — Per  purposes  of  section 
954- (a}7  stock  owned  means — 

(A)  stock  owned  directly^  and 


U 


—(B)  stoek  owned  witk  tbe  application  of  para¬ 
graph  (2) . 

S-TOOK  OWNERSHIP  THROUGH  FOREIGN  en¬ 
tities? — Per  purposes  of  subparagrapk  -(Rf  of  pa  no 
graph  -{4-} -  stock  owned,-  directly  or  indirectly,  by  or 
for  a  foreign  corporatkap  foreign  partnership^  or  foreign 
trust  or  foreign  estate  (within  tbe  meaning  of  section 
7701  (a)  (31) )  shall  be  considered  as  being  owned  pre- 

aries?  Stoek  considered  to  be  owned  by  a  person  by  rea- 

CAT!  oj~  f  T\T~ll  1  AO  f  1  AT)  /  >  f  t)i  A  ya>»a  A  A/1  1  T1  O*  C?  AT4  f  All  A  A  Q  ll  ft  1 1  TAji 

oUll  UI  til U  U 1  111 vj  1  '  '  v  U ill ^  bCll tUHvU  STictTIJ  lvl 

purposes  of  applying  such  sentenecy  be  treated  as  actually 
owned  by  such  person? 

—(-§■)■  Special  rule  for  mutual  insurance 
companies. — Por  purposes  of  applying  paragraph  -ft) 


H.R,  10650 - 11 
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ffi  the  ease  of  a  foreign  mutual  insurance  company,  Ike 
term  ‘stock-  shah  include  any  certificate  entitling  tke 
kolder  to  noting  power  in  tke  corporation. 

^^-fkf  Otiieu  — For  purposes  of  sections  ffkl 

-fh)-y  9k3  (a)  -fi)  (Qfc  and  ffkdy  section  318  (a)  -(relating  to 
constructive  ownerskip  of  stock)  skak  apply  to  tke  extent 
tkat  tke  effect  is  to  subject  a  United  States  person  to  tke 
requirement  of  section  9o4--fa  ) ,  to  treat  k  or  fewer  United 
States  persons  as  owning  more  tkan  kk  percent  of  all  classes 
of  stock  entitled  to  vote  of  a  controlled  foreign  corporation^ 
or  to  make  a  foreign  corporation  a  controlled  foreign  cor¬ 
poration  under  section  9k47  except — 

■ ‘-(1 )  applying  paragraph  (4-) -(-A)  of  section 
■3  IS  (a) ,  stock  owned  ky  a  nonresident  alien  individual 
-fotker  tkan  a  foreign  trust  or  foreign  estate)  shall  not 
ke  considered  as  owned  ky  a  citizen  or  ky  a  resident 

iLf2-)-  In  applying  tke  first  sentence  of  subpara¬ 
graphs  -fA-f  and  -(-Iffy  and  in  applying  clause  -fi)-  of 
subparagraph  (Cj-,-  of  section  31S(a)  (2) — 

-(-A)  if  a  partnership,  estate,  trust,  or  corpora- 
tion  ownsy  directly  or  indirectlyy  more  than  kO  per¬ 
cent  of  tke  total  combined  voting  power  of  all  classes 
of  stock  entitled  to  vote  of  a  corporation,  it  shall  ke 
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considered  as  owning  all  to  stack  entitled  to  vote? 
and 

--(B)  it  a  partnership?  estate?  trust,  or  eorpora- 
tion  owns?  directly  or  indirectly?  *oore  than  #6  per¬ 
cent  of  to  total  value  of  shares  of  all  dasscs  of  stoek 
of  a  corporation  it  shall  he  considered  as  owning 
the  total  value  of  all  of  the  outstanding  stock  of  sueh 
corporation  Bhe  application  of  this  subparagraph 
shall  not  have  the  effect  of  increasing  voting  power 
of  a  partner?  beneffeiary,-  or  shareholder,  for  pur¬ 
poses  of  subparagraph  (A)  - 
-f3f  Stock  owned  by  a  partnership?  estate?  trust? 
g  by  reason  of  the  application  of  the  second 
sentence  of  subparagraphs  -(A)-  and  -(B)-  and  the  appli¬ 
cation  of  clause  -(h)-  of  subparagraph  -(C) ,  of  section 
318  (a)  (2)-?  shall  not  he  considered  as  owned  by  such 
partnership?  estate?  trust?  or  corporation?  for  the  purposes 
of  applying  the  first  sentence  of  subparagraphs  (A)-  and 
■(B) ,  and  hi  applying  danse  -{if  of  subparagraph  fCf? 
of  section  318  (a)  (2) . 

“-(4)  In  applying  clause  fif  of  subparagraph  -fCf 
of  section  318  (a)  -{2f,-  the  f»0  percent  limitation  con¬ 
tained  in  subparagraph  fCf  shall  not  apply? 
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856,  EXCLUSION  FROM  GROSS  INCOME  OE  PREAI- 
OUSLY  TAXED  EARNINGS  AN©  PROFITS. 

-faf  Exclusion  -Erom  Gross  Income  of  United 
States  Persons. — Eea  purposes  el  tkis  ekaptor7  tke  earn¬ 
ings  and  profits  lea  a  taxalde  year  el  a  foreign  corporation 
attributable  te  amounts  winch  aae7  ea  knxe  been7  included  m 
Ike  gross  income  el  a  United  States  person  under  section 
951  (a)  shah  nek  when — 

-~fl)  seek  amounts  are  distributed  te7  ea 
LL{2)-  suck  aaneunts  would,  kat  lea  tkis  subsection-, 
ke  included  aadea  seetiea  951  (af- fl-f-fE)-  la  tke  grass 

1 1  IPATD  o  n£_ 

II  lUn  I I  I tj  v7Tj 


saek  person  -for  any  etkea  United  States  person  who  aeqnires 
Irem  any  person  any  portion  el  tke  interest  el  suek  United 
States  person  in  snek  foreign  corporation?  kat  only  to  tke  ex¬ 
tent  el  sack  peation7  and  subject  te  saek  prool  el  tke  Identity 
el  saek  interest  as  tke  Secretary  ea  kls  delegate  may  ky  aegu- 

1  O  li  QUO 
IcltltTllO 


b  ea  indirectly  tkroagk  a  ekain  el 
described  under  section  9#5-fa)-7  ke  again  included 
In  tke  gross  meerne  el  saek  United  States  person  -(ea  el  saek 
other  United  States  person) . 

Erom  Gross  Income  oe  Gee  tain 
purposes  el  section  951-(a) , 
tke  earnings  and  profits  lea  a  taxable  year  el  a  controlled 
foreign  eeap oration  attributable  te  amounts  wkiek  are?  ea 
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have  been-  included  in  the  gross  income  of  a  derated  States 
person  under  seetion  951-fa) ,  shall  net?  when  distributed 
tlirough  a  chain  el  ownership  described  under  section  9fi5 
-fafy  he  also  included  in  the  gross  income  el  another  con¬ 
trolled  foreign  corporation  in  such  ehain  for  purposes  of  the 
application  of  seetion  954-fa.)-  to  such  other  controlled  foreign 
corporation  with  respect  to  such  United  States  person  -for  to 
any  other  United  States  person  who  acquires  from  any  pen- 


son  any  portion  of  the  interest  of  such  United  States  person 
in  the  controlled  foreign  corporation,-  hut  only  to  the  extent  of 
such  portion-,-  and  subject  to  such  proof  of  identity  of  such 
interest  as  the  Secretary  or  his  delegate  may  prescribe  by 
regulations) . 

“-(e)  Allocations  of  IdmantncrieFfC — Uer  purposes 


of  subsections  -fa)-  and  -fb)-?  seetion  346  (a)-  shall  be  ap¬ 


plied  by  applying  paragraph  -f2)-  thereof?  and  then  para¬ 
graph  -f4)-  thereof — 

“-fp)-  first  to  earnings  and  profits  attributable  to 
amounts  included  in  gross  income  under  section  954 
-fa)  (1)  (B)  -for  which  would  have  been  included  except 

for  section  Ofdrfa)  (2) )  ? 

then  to  earnings  and  profits  attributable  to 
amounts  included  in  gross  ineome  under  section  954-fa)- 


24 


(1)  (A-j-  -(hut  reduced  by  amounts  not  included  under 
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section  05T-(a)  (4-) -(B)  because  ef  the  exclusion  is  sec¬ 
tion  956  (a)  (2)  )  y  and 

--(■3)-  then  to  other  earrings  and  profits.' 

-(d)-  Distributions  Excluded  From  Gross  In¬ 
come  Eer  To  Be  Treater  as  IB  arrears. — Except  as 
presided  in  seetion  954(a) -(8) ,  any  distribution  excluded 
hem  gross  income  under  subsection  -(a)-  shad  he  treated,  for 
purposes  of  this  ehaptcry  as  a  distribution  which  is  not  a 


*SE€,  95-7,  SPECIAL  RULES  COB  FOREIGN  TAX  CREDIT, 

~-(a)  Taxes  -Paid  ra  a  Foreign  Corporation^ — 
-■fT)-  General  rule. — For  purposes  of  subpart  A 
of  this  party  if  there  is  included,  under  section  -9-54-  (a) ,- 
in  the  gross  income  of  a  domestic  corporation  any 
attributable  to  earnings  and  profits — 


iL(A)-  of  a  foreign  corporation  at  least  40  per¬ 
cent  of  the  voting  stock  of  which  is  directly  owned 
by  such  domestic  eorporationy  or 

of  a  foreign  corporation  at  least  50  per¬ 
cent  of  the  voting  stock  of  winch  is  directly  owned 
hy  a  foreign  corporation  at  least  40  percent  of  the 
voting  stock  of  which  is  in  turn  directly  owned  by 
such  domestic  corporation^ 


theny  under 


by  the 


or 


his  delegate,  such  domestic  corporation  shad  be  deemed 
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to  haxe  paid  the  same  proportion  of  tire  total  n 
war  profits?  and  excess  profits  taxes  paid  -(or  deemed 
paid,  if?  paragraph  -f4f  applies)-  to  a  foreign  country 
or  possession  of  the  -T-nited  States  for  the  taxable  year 
which  the  amount  of  earnings  and  profits  of  sueh  foreign 
corporation  so  included  hr  gross  income  of  the  domestic 
corporation  bears  to  tin?  entire  amount  of  the  total  earn¬ 
ings  and  profits  of  such  foreign  corporation  for  such 
taxable  yearr 

-(h)  -Taxes  piie-v-iou-bdy  deemed  paid  ba  ©e- 
MEtme  coepopatiox: — If  a  domestic  corporation  re¬ 
ceives  a  distribution  from  a  foreign  corporation,  any 
portion  of  which  is  excluded  from  gross  income  under 
section  Ootb  the  income?  war  profits-,  and  excess 
taxes  paid  or  deemed  paid  by  such 
to  any  foreign  country  or  to  any  possession  of  the  United 


States  in  connection  with  the 


and  m 


of 


such 


UTS1 


corporation  from  which  such 


is  made  shah  not  he  taken  into  account  for 
of  section  902,  to  the  extent  such  taxes  were 
paid  by  such  domestic  corporation  under 
for  any  prior  taxable  yearr 

^-fg-)-  Taxes  pat©  da  fodbigx  cobporatiox  ax© 
XOA  PREVIOUSLY  DEEMED  PAID  BA  DOMES  TIG  OORPO 
ratiox. — Any  portion  of  a  distribution  from  a 
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corporatism  received  fey  a  domestic  corporation  wfeieli  is 
excluded  from  gross  income  under  section  956  (a)  shad 
fee  treated  fey  tfee  domestic  corporation  as  a  dividend, 
solely  for  purposes  el  taking  into  account  under  section 
90S  any  income,  war  profits,  or  excess  profits  taxes  paid 
to  any  foreign  country  or  to  any  possession  of  tfee  United 
States,  on  or  witfe  respect  to  tfee  accumulated  profits  of 
suefe  foreign  corporation  from  wfeieli  suefe  distrffeution  is 
madej  wfeieli  were  not  deemed  paid  fey  tfee  domestic 
corporation  under  paragraph  -ftf  for  any  prior  taxafele 
year? 

“-(4)  T-A-XES  PAID  fr¥  A  FCRRICX  SUBSIDIARY — If 
subparagrapli  (A)  of  paragraph  -(4-)-  applies  witfe  re¬ 
spect  to  an  amount  included  in  gross  Income  under  sec¬ 
tion  95-l-(a)  for  a  taxafele  yeap  then  suefe  amount  shall 
fee  considered  a  dividend  for  purpose  of  tfee  application 
of  section  OOfeffefr 

-f5)-  Inclusion  ix  cross  income. — 

—For  inclusion  in  gross  income  of  amount  equal  to 
taxes  deemed  paid  under  paragraph  ftp  see  section 

^■fe)  Special  Rules  for  Poreign  Pax  Greiht  in 
-Year  or  Receipt  op  Previously  Taxed  Earnings  and 
Profits. — 

-(fe)  Increase  ix  section  amt  limitation. — In 
the  case  of  any  taxpayer  who — 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 


169 


cither  -(a)-  chose  to  have  the  benefits  el 
subpart  A  el  this  part  ler  a  taxable  year  in  which 
he  was  required  under  section  951-(a)  to  include  in 
his  gross  income  an  amount  in  respect  el  a  con¬ 
trolled  foreign  corporation.,-  or  -(ii)-  did  not  pay  or 
accrue  lor  sueh  taxable  year  any  ineomc7  war  profits 


or  eseess 


taxes  to  any 


or  to 


O  T~>  XT 

any 


t/T  11  to  U  llil  UU  kJ IcitL'Sy  cl  1  111 

^44)-  chooses  to  have  the  benefits  ol 
A  ol  this  part  for  the  taxable  year  in  which  he  re- 

a/1 1  r<  truly  n  Ur  yyit  at  o.m  Airnf'  ~\tt1  iq  ava1ii/1  a/1 

ulo  t  JL  lUU  LAI/ 1.1  t/T  U111U  III  IT  v  >  111  vit  to  1  .V  v_T  1 1 1 1  111 


from  gross  income  under  section  906  (a)  and  which 
is  attributable  to  earnings  and  profits  of  the  con¬ 
trolled  foreign  corporation  which  was  included  in 
his  gross  income  for  the  taxable  year  referred  to  in 
subparagraph  -(A) ,  and 

-*■(£)  for  the  taxable  year  in  which  sueh  dis¬ 
tribution  or  amount  is  reeeived7  pays7  or  is  deemed 
to  have  paidj  or  accrues  income-,-  war  profit  s7  or  ex¬ 


cess  profits  taxes  to  a  foreign  country  or  to  any 
possession  of  the  -United  States  with  respect  to  sueh 
distribution  or  amount? 

fire  applicable  limitation  under  section  904  for  the  tax¬ 
able  year  hr  whieh  sueh  distribution  or  amount  is  re¬ 
ceived  shall  be  increased  as  provided  in  paragraph  -{S-}-? 
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but  such  increase  shall  net  cxccod  the  amount  of  sueb 
taxes  pahfj  or  deemed  paid-  or  aeemed  with  respect 
to  saeh  distribution  or  amoimh 

“-{2-)-  A-m-oex-t  oe  inchease^ — ¥he  amount  of  in¬ 
crease  of  fho  applicable  limitation  ander  s 


•f  A|'  til  A 

lUr  MlV 


year  in  which  the  distrihution  or  amoimt 


referred  to  in  paragraph  (4)  (B-)-  is  received  shall  he 
an  amount  equal  to — 

I'A'I  ■  tli6  ftiiiouii  t-  fey  which  the  applicable  lim¬ 
itation  under  section  904-fa)  for  the  taxable  year 
referred  to  in  paragraph  (1)  (A)  was  increased  by 
reason  of  the  inclusion  in  gross  income  under  section 
9b4-fa)-  of  the  amount  in  respect  of  the  controlled 
foreign  corporation,  reduced  by 

— (44)-  the  amount  of  any  ineome-j  war  profits, 
and  excess  profits  taxes  paid,-  or  deemed  paid,  or 
accrued  to  any  foreign  country  or  possession  of  the 
United  States  which  were  allowable  as  a  credit 
under  section  004  for  the  taxable  year  referred  to  in 
paragraph  (4)  -  (A)  and  which  wnuld  not  hare  been 
allowable  but  for  the  inclusion  in  gross  income  of  the 
amount  described  in  subparagraph  (A)-t 
“{-3)  Cases  ix  which  taxes  xot  to  be  ab- 
bowed  as  DEDECBioy-; — In  the  ease  of  any  taxpayer 
who — 
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ehese  te  have  the  benefits  of  subpart  A 
el  this  part  for  a  taxable  year  is  which  be  was  re¬ 
quired  under  section  951  (a)  te  iselsdc  is  his  gross 
income  as  amount  is  respeet  el  a  controlled  foreign 
corporation,'  and 

dees  set  choese  te  have  the  benefits  el 
subpart  A  el  this  part  for  the  taxable  year  is  which 
he  receives  a  distribution  or  amount  which  is  ex- 
eluded  from  gross  income  under  section  956  (a)  and 
which  is  attributable  te  earnings  and  profits  el  the 
controlled  foreign  corporation  which  was  included 
is  his  gross  income  for  die  taxable  year  referred  to 


no  deduction  shah  be  allowed  under 
taxable  vear  in  which  such 


~f  j  |av  illA 
TUT  Tt7r  tillJ 


for  any  ineemey  war  prefitsy  or 
taxes  paid  or  accrued  to  any  foreign  country  or  to  any 
possession  of  the  -United  States  on  or  with  respeet  to 
such  distribution  or  amountr 

I-xseeel€-ibxt  taxable  income. — If  an  in¬ 
crease  in  the  limitation  under  this  subsection  exceeds  the 
tax  imposed  by  this  chapter  for  such  year,-  the  amount 
of  such  excess  shah  be  deemed  as  overpayment  of  tax 
for  sueh  year.- 
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i‘SEC.-  m-.  ADJUSTMENTS  TO  BASIS  OF  STOCK  IN  CON¬ 
TROLLED  FOREION  CORPORATION  AND  OF 
OTHER  PROPERTY. 


U 


m  Ike  gross 


-(ft)-  Increase  in  Basis. — kinder  regulations  pre¬ 
scribed  by  Ike  Secretary  or  kis  delegate,  tke  basis  of  a  -United 
Btates  person’s  stock  in  a  controlled  foreign  corporation^-  and 
tke  basis  of  property  of  a  United  States  person  by  reason  of 
which  ke  is  considered  under  section  955(a)  (2)  as 
stock  of  a  controlled  foreign  corporation-^  skak  ke 
by  tke  amount  required  to  ke  included  in  kis  gross  income 
under  section  951  (a)  witk  respect  to  suek  stock  or  witk 
respect  to  suck  property,  as  tke  ease  may  ke7  but  only  to  tke 
extent  to  w-kiek  suek  amount  was 
m-eoine  of  suek  persom 

1Lfk)~  Bed-fc-tion  in  Basis. — 

“-(4)-  In  general? — Under  reg 
by  tke  Secretary  or  kis  delegate^  tke 
stoek  or  otker  property  witk  ros-pcet  to  wkiek  a 
States  person  receives  an  amount  wkiek  is  excluded  from 
gross  income  under  section  9k6-(a)-  skak  ke  reduced  by 
tke  amount  so  excluded. 

“  (3)  -Amount  in  excess  of  basis- — Bo  tke  ex¬ 
tent  tkat  an  amount  excluded  from  gross  income  under 
section  956-(a)  exceeds  tke  adjusted  basis  of  tke  stoek 
or  other  property  witk  respeet  to  wkiek  it  is 
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amount  shall  fee  treated  as  gain  from  the  sale  or 
exchange  ©I  property.” 

-ffef  T E6IINIO-AL  CbKRIOAL  AMENDMENTS. — 

-ffef  Scetion  551  (b)  (relating  to  foreign  personal 
holding  eonipany  ineomc  included  in  gross  income  of 
■United  States  shareholders)  is  amended  by  adding  at 
the  end  thereof  the  following  new  sentence :  —The  amount 
included  in  the  gross  ineome  of  any  United  States  share¬ 
holder  for  any  taxable  year  under  the  preceding  sen- 
tenee  shall  fee  reduced  fey  such  shareholder1©  proportion¬ 
ate  share  of  the  undistributed  personal  holding  company 
ineomc  whieh  is  included  Ifr  in*9  gross  income  under 
section  954- (a)  (l)-(-A)-  -(relating  to  amounts  included 
in  gross  income  of  United  States  persons)  for  such  tax¬ 
able  year  as  his  pro  rata  share  of  the  subpart  U  n 

a]~  tli  a 

t7T  l  Ill" 


-f2)-  Section  904  -(relating  to  foreign  tax  credit-)-  is 
amended  fey  striking  out  “section  90S11  and  inserting 
in  lieu  thereof  Sections  902  and  957—. 

-fo-)-  Scetion  902  (e)  is  amended  to  read  as  fehowss 
—  (e)  Cross  BeFEBENCBB; — 


£i(t4  Uor  application  of  subsections  00  ©»d  00  with 
respect  to  taxes  deemed  paid  in  a  prior  taxable  year  by 
a  United  States  person  with  respect  to  a  controlled 
foreign  corporation?  see  section  Oo'a 

Uor  reduction  of  credit  with  respect  to  dividends 
paid  eat  of  accumulated  profits  for  years  for  which 
certain  information  is  not  furnished,  see  seetion  6038.” 
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a 


-f4f  Beetien  004^)-  is 

(#)-  Gross  References— 


te  rea4  as  lehews-i 


i44)  For  increase  of  applicable  limitation  under  safes 
section  fal  for  taxes  paid  with  respeet  to  amounts  re¬ 
ceived  which  were  included  in  the  gross  income  of  the 
taxpayer  for  a  prior  taxable  year  as  a  United  States 
person  with  respect  to  a  controlled  foreign  corporation* 
see  section  957(b). 

££(31  For  special  rale  relating  to  the  application  of 
the  credit  provided  fey  section  991  in  the  case  of  affili¬ 
ated  groups  which  include  -Western  Hemisphere  trade 
corporations  for  years  in  which  the  limitation  provided 
fey  subsection  <a)<-2)  applies*  see  section 


-(#)-  4be  table  el  snbparts  ley  part  444  el  s 
el  ehapter  4  is  amen4e4  by  a44ing  at  the  en4  thereof 
tbe  followings 

4Subpart  Ft  Uentrollcd  foreign  eerporatk>no.’’ 

-(0)-  Beetien  4Q4G(a)  -(relating  te  a4jnstmcnts  te 

cn  c«  \  to 
lUlul  o  I  "  lo 


-f4f  by  striking  ent  tbe  perie4  at  tbe  en4  el 
ragrapb  -(48)-  awl  inserting  in  ben  tbcrcel 
a  semieeleitj  an4 

-(B)-  by  a44ing  alter  paragraph  -(48)-  tbe  leb 


new 


ii(40)-  te  tbe  extent  provkle4  in  seetien  048  in 
tbe  ease  el  stock  in  eentrollc4  lereign  eerporations  -(or 


lercign 


which  were  eentrollc4  lereign  eer- 
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porations)-  and  of  property  fey  reason  of  which  a  pew 
son  is  considered  as  owning  saeh  stock. 

-(e)-  Effective  Datb; — The  amendments  made  by  this 
section  shall  apply  with  respeet  to  taxable  years  of  foreign 
corporations  beginning  after  December  34j  4-962,  and  to 
taxable  years  of  United  States  persons  within  which  or 
with  which  sneb 
endr 


TTOfiVQ  on  r«1l  fAVCi  o,i  i 

y  vtll  o  \7x  olll  11  1UI  U 111  it 
t/  o 


SEC.  12.  com  ROLLED  FOREIGN  CORPORATIONS. 


( a)  In  General. — Part  Ill  of  subchapter  N  of  chap¬ 
ter  1  (relating  to  income  from  sources  without  the  United 
States)  is  amended  by  adding  at  the  end  thereof  the  follow¬ 
ing  new  subparts: 

44 Subpart  F — Controlled  Foreign  Corporations 

“Sec.  951.  Amounts  included  in  gross  income  of  United  States  share¬ 
holders. 

“Sec.  952.  Subpart  F  income  defined. 

uSec.  953.  Income  from  insurance  of  United  States  risks. 

“Sec.  95  f.  Foreign  base  company  income. 

“Sec.  955.  Withdrawal  of  previously  excluded  subpart  F  income  from 
qualified  investment. 

“Sec.  956.  Investment  of  earnings  in  United  States  property. 

“Sec.  957 .  C ontrolled  foreign  corporations ;  United  States  persons. 

“Sec.  958.  Rules  for  determining  stock  ownership. 

“Sec.  959.  Exclusion  from  gross  income  of  previously  taxed  earnings  and 
profits. 

“Sec.  960.  Special  rules  for  foreign  tax  credit. 

“Sec.  961.  Adjustments  to  basis  of  stock  in  controlled  foreign  corpora¬ 
tions  and  of  other  property. 

“Sec.  962.  Election  by  individuals  to  be  subject  to  tax  at  corporate  rates. 
“Sec.  963.  Receipt  of  minimum  distributions  by  domestic  corporations. 
“Sec.  96 f.  Miscellaneous  provisions. 
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“SEC.  951.  AMOUNTS  INCLUDED  IN  GROSS  INCOME  OF  UNITED 
STATES  SHAREHOLDERS. 

“(a)  Amounts  Included. — 

“(1)  In  general. — If  a  foreign  corporation  is  a 
controlled  foreign  corporation  for  an  uninterrupted  period 
of  30  days  or  more  during  any  taxable  year  beginning 
after  December  31,  1962,  every  person  who  is  a  United 
States  shareholder  (as  defined  in  subsection  (b) )  of 
such  corporation  and  who  owns  (within  the  meaning  of 
section  958(a))  stock  in  such  corporation  on  the  last 
day,  in  such  year,  on  which  such  corporation  is  a  con¬ 
trolled  foreign  corporation  shall  include  in  his  gross  in¬ 
come,  for  his  taxable  year  in  which  or  with  which  such 
taxable  year  of  the  corporation  ends — 

“(A)  the  sum  of — 

“(i)  except  as  provided  in  section  963,  his 
pro  rata  share  (determined  under  paragraph 
(2) )  of  the  corporation’ s  subpart  F  income  for 
such  year,  and 

“( H)  his  pro  rata  share  (determined  under 
section  955(a)(3))  of  the  corporations  pre¬ 
viously  excluded  subpart  F  income  withdrawn 
from  investment  in  less  developed  countries  for 
such  year;  and 

“(B)  his  pro  rata  share  (determined  under 
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section  956(a)(2)  )  of  the  corporation  s  increase  in 
earnings  invested  in  United  States  property  for  such 
year  (hut  only  to  the  extent  not  excluded  from  gross 
income  under  section  959  (a)(2)). 

“(2)  Pro  rata  share  of  subpart  F  income. — 
The  pro  rata  share  referred  to  in  paragraph  (1)  (A)  (i) 
in  the  case  of  any  United  States  shareholder  is  the 
amount — 

“(A)  which  would  have  been  distributed  with 
respect  to  the  stock  which  such  shareholder  owns 
(within  the  meaning  of  section  958(a))  in  such 
corporation  if  on  the  last  day,  in  its  taxable  year, 
on  which  the  corporation  is  a  controlled  foreign  cor¬ 
poration  it  had  distributed  pro  rata  to  its  share¬ 
holders  an  amount  (i)  which  bears  the  same  ratio 
to  its  subpart  F  income  for  the  taxable  year,  as 
(ii)  the  part  of  such  year  during  which  the  cor¬ 
poration  is  a  controlled  foreign  corporation  bears 
to  the  entire  year,  reduced  by 

“(B)  the  amount  of  distributions  received  by 
any  other  person  during  such  year  as  a  dividend 
with  respect  to  such  stock,  but  only  to  the  extent 
of  the  dividend  which  would  have  been  received  if 
the  distribution  by  the  corporation  had  been  the 
amount  (i)  which  bears  the  same  ratio  to  the  sub- 
H.R.  10650 - 12 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

1G 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 


178 


part  F  income  of  such  corporation  for  the  taxable 
year,  as  (ii)  the  part  of  such  year  during  which 
such  shareholder  did  not  own  ( within  the  meaning 
of  section  958(a))  such  stock  bears  to  the  entire 
year. 

“(3)  Limitation  on  pro  rata  share  of  pre¬ 


viously  EXCLUDED  SUBPART  F  INCOME  WITHDRAWN 
from  investment— For  purposes  of  paragraph  (1 ) 
(A)  (ii ) ,  the  pro  rata  share  of  any  United  States  share¬ 
holder  of  the  previously  excluded  subpart  F  income  of  a 
controlled  foreign  corporation  withdrawn  from  invest¬ 
ment  in  less  developed  countries  shall  not  exceed  an 
amount  (A)  which  bears  the  same  ratio  to  his  pro 
rata  share  of  such  income  withdrawn  ( as  determined 
under  section  955(a)(3))  for  the  taxable  year,  as  (B) 
the  part  of  such  year  during  which  the  corporation  is 


a  controlled  foreign  corporation  bears  to  the  entire  year. 


“(4 )  Limitation  on  pro  rata  share  of  in¬ 
vestment  in  united  states  property. — For  pur¬ 
poses  of  paragraph  (1)(B),  the  pro  rata  share  of  any 
United  States  shareholder  in  the  increase  of  the  earnings 


of  a  controlled  foreign  corporation  invested  in  United 
States  property  shall  not  exceed  an  amount  (A)  which 
bears  the  same  ratio  to  his  pro  rata  share  of  such  increase 
( as  determined  under  section  956  (a)(2))  for  the 
taxable  year,  as  (B)  the  part  of  such  year  during  which 
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the  corporation  is  a  controlled  foreign  corporation  hears 
to  the  entire  year. 

“(b)  United  States  Shareholder  Defined. — For 
purposes  of  this  subpart,  the  term  ‘United  States  share¬ 
holder  means,  with  respect  to  any  foreign  corporation,  a 
United  States  person  (as  defined  in  section  957(d)) 
who  owns  (within  the  meaning  of  section  958(a)),  or  is 
considered  as  owning  by  applying  the  rules  of  ownership  of 
section  958(b),  10  percent  or  more  of  the  total  combined 
voting  power  of  all  classes  of  stock  entitled  to  vote  of  such 
foreign  corporation. 

“(c)  Coordination  With  Election  of  a  Foreign 
Investment  Company  To  Distribute  Income. — A 
United  States  shareholder  who,  for  his  taxable  year,  is  a 
qualified  shareholder  (within  the  meaning  of  section 
1247(c))  of  a  foreign  investment  company  with  respect  to 
which  an  election  under  section  1247  is  in  effect  shall  not 
be  required  to  include  in  gross  income,  for  such  taxable 
year,  any  amount  under  subsection  (a)  with  respect  to  such 
company. 

“(d)  Coordination  With  Foreign  Personal 
Holding  Company  Provisions. — A  United  States  share¬ 
holder  who,  for  his  taxable  year,  is  subject  to  tax  under 
section  551(b)  (relating  to  foreign  personal  holding  com¬ 
pany  income  included  in  gross  income  of  United  States  share¬ 
holders)  on  income  of  a  controlled  foreign  corporation  shall 
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not  be  required  to  include  in  gross  income,  for  such  taxable 
year,  any  amount  under  subsection  (a)  with  respect  to 
such  company. 

“SEC.  952.  SUBPART  F  INCOME  DEFINED. 

“(a)  In  General. — For  purposes  of  this  subpart, 
the  term  ‘ subpart  F  income’  means,  in  the  case  of  any 
controlled  foreign  corporation,  the  sum  of — 

“  (1)  the  income  derived  from  the  insurance  of 
United  States  risks  (as  determined  under  section  953), 
and 

“( 2)  the  foreign  base  company  income  (as  deter¬ 
mined  under  section  954). 

“(b)  Exclusion  of  United  States  Income— Sub¬ 
part  F  income  does  not  include  any  item  includible  in  gross  in¬ 
come  under  this  chapter  ( other  than  this  subpart )  as  income 
derived  from  sources  within  the  United  States  of  a  foreign 
corporation  engaged  in  trade  or  business  in  the  United  States. 

“(c)  Limitation. — For  purposes  of  subsection  (a), 
the  subpart  F  income  of  any  controlled  foreign  corporation 
for  any  taxable  year  shall  not  exceed  the  earnings  and  profits 
of  such  corporation  for  such  year  reduced  by  the  amount 
(if  any)  by  which — 

“(1)  an  amount  equal  to — 

“(A)  the  sum  of  the  deficits  in  earnings  and 
profits  for  prior  taxable  years  beginning  after  De¬ 
cember  31, 1962 ,  plus 
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“(B)  the  sum  of  the  deficits  in  earnings  and 
profits  for  taxable  years  beginning  after  December 
31,  1959,  and  before  January  1,  1963  ( reduced 
by  the  sum  of  the  earnings  and  profits  for  such 
taxable  years)  ;  exceeds 

“(2)  an  amount  equal  to  the  sum  of  the  earnings 
and  profits  for  prior  taxable  years  beginning  after  De¬ 
cember  31,  1962,  allocated  to  other  earnings  and  profits 
under  section  959  (c)(3). 

For  purposes  of  the  preceding  sentence,  any  deficit  in  earn¬ 
ings  and  profits  for  any  prior  taxable  year  shall  be  taken  into 
account  under  paragraph  (1 )  for  any  taxable  year  only  to 
the  extent  it  has  not  been  taken  into  account  under  such 
paragraph  for  any  preceding  taxable  year  to  reduce  earn¬ 
ings  and  profits  of  such  preceding  year. 

“(d)  Special  Rule  in  Case  of  Indirect  Owner¬ 
ship. — For  purposes  of  subsection  (c),  if — 

“(i)  a  United  States  shareholder  owns  (within  the 
meaning  of  section  958(a) )  stock  of  a  foreign  corpora¬ 
tion,  and  by  reason  of  such  ownership  oivns  ( within  the 
meaning  of  such  section)  stock  of  any  other  foreign  cor¬ 
poration,  and 

“(2)  any  of  such  foreign  corporations  has  a  deficit 
in  earnings  and  profits  for  the  taxable  year, 
then  the  earnings  and  profits  for  the  taxable  year  of  each  such 
foreign  corporation  which  is  a  controlled  foreign  corpora- 
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tion  shall,  with  respect  to  such  United  States  shareholder,  he 
properly  reduced  to  take  into  account  any  deficit  described 
in  paragraph  (2)  in  such  manner  as  the  Secretary  or  his 
delegate  shall  prescribe  by  regulations. 

“SEC.  953.  INCOME  FROM  INSURANCE  OF  UNITED  STATES 
RISKS. 

“(a)  General  Rui,e. — For  purposes  of  section  952 
(a)(1).  the  term  1 income  derived  from  the  insurance  of 
United  States  risks’  means  that  income  which — 

“(1)  is  attributable  to  the  reinsurance  or  the  issuing 
of  any  insurance  or  annuity  contract — 

“(A)  in  connection  with  property  in,  or  liability 
arising  out  of  activity  in,  or  in  connection  with  the 
lives  or  health  of  residents  of,  the  United  States,  or 
“(B)  in  connection  with  risks  not  included  in 
subparagraph  (A)  as  the  result  of  any  arrange¬ 
ment  whereby  another  corporation  receives  a  sub¬ 
stantially  equal  amount  of  premiums  or  other  con¬ 
sideration  in  respect  to  any  reinsurance  or  the  issu¬ 
ing  of  any  insurance  or  annuity  contract  in  connec¬ 
tion  with  property  in,  or  liability  arising  out  of 
activity  in,  or  in  connection  with  the  lives  or  health 
of  residents  of,  the  United  States,  and 
“(2)  would  (subject  to  the  modifications  provided 
by  paragraphs  (1),  (2),  and  (3)  of  subsection  n>)> 
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be  taxed  under  subchapter  L  of  this  chapter  if  such 
income  were  the  income  of  a  domestic  insurance  corpo¬ 
ration. 

This  section  shall  apply  only  in  the  case  of  a  controlled 
foreign  corporation  which  receives,  during  any  taxable  year, 
premiums  or  other  consideration  in  respect  of  the  reinsurance, 
and  the  issuing,  of  insurance  and  annuity  contracts  described 
in  paragraph  (1)  in  excess  of  5  percent  of  the  toted 
of  premiums  and  other  consideration  received  during  such 
taxable  year  in  respect  of  all  reinsurance  and  issuing  of 
insurance  and  annuity  contracts. 

“(b)  Special  Bulls. — For  purposes  of  subsection 

(a)— 

“( 1)  In  the  application  of  part  I  of  subchapter  L, 
life  insurance  company  taxable  income  is  the  gain  from 
operations  as  defined  in  section  809(b). 

“(2)  A  corporation  which  would,  if  it  were  a 
domestic  insurance  corporation,  be  taxable  under  part  II 
of  subchapter  L  shall  apply  subsection  ( a)  as  if  it  were 
taxable  under  part  III  of  subchapter  L. 

“(3)  The  following  provisions  of  subchapter  L  shall 
not  apply: 

“(A)  Section  809  (d)(4)  ( operations  loss  de¬ 


duction). 
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“(B)  Section  809(d)(5)  (certain  nonpar¬ 
ticipating  contracts ) . 

“(C)  Section  809  (d)(6)  ( group  life,  accident, 
and  health  insurance) . 

“(D)  Section  809  (d)  (10)  ( small  business 

deduction) . 

“(E)  Section  817(b)  (gain  on  property 
held  on  December  31,  1958,  and  certain  substituted 
property  acquired  after  1958) . 

“(E)  Section  832  (b)(5)  ( certain  capital 

losses). 

“(4)  The  items  referred  to  in — 

“(A)  section  809  (c)  (1)  (relating  to  gross 
amount  of  premiums  and  other  considerations) , 
“(B)  section  809(c)(2)  (relating  to  net 

decrease  in  reserves), 

“(C)  section  809(d)(2)  (relating  to  net 

increase  in  reserves),  and 

“(D)  section  832(b)(4)  (relating  to  pre¬ 
miums  earned  on  insurance  contracts), 
shall  be  taken  into  account  only  to  the  extent  they  are  in 
respect  of  any  reinsurance  or  the  issuing  of  any  insurance 
or  annuity  contract  described  in  subsection  (a)(1). 

“(5)  All  items  of  income,  expenses,  losses,  and 
deductions  ( other  than  those  taken  into  account  under 
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paragraph  (4))  shall  he  properly  allocated  or  appor¬ 
tioned  under  regulations  prescribed  by  the  Secretary  or 
his  delegate. 

“SEC.  954.  FOREIGN  BASE  COMPANY  INCOME. 

“(a)  Foreign  Base  Company  Income. — For  pur¬ 
poses  of  section  952(a)(2),  the  term  ‘ foreign  base  com¬ 
pany  income ’  means  for  any  taxable  year  the  sum  of — 

“(1)  the  foreign  personal  holding  company  in¬ 
come  for  the  taxable  year  (determined  under  subsection 
(c)  and  reduced  as  provided  in  subsection  (b)(5)  ), 
“(2)  the  foreign  base  company  sales  income  for 
the  taxable  year  (determined  under  subsection  (d)  and 
reduced  as  provided  in  subsection  (b)(5)),  and 

“(3)  the  foreign  base  company  services  income 
for  the  taxable  year  (determined  under  subsection  (e) 
and  reduced  as  provided  in  subsection  (b)(5)  ) . 

“(b)  Exclusions  and  Special  Rules. — 

“(1)  Exclusion  of  certain  dividends,  in¬ 
terest,  AND  GAINS  FROM  QUALIFIED  INVESTMENTS 
in  less  developed  countries. — For  purposes  of  sub- 
section  (a),  foreign  base  company  income  does  not 
include — 

“(A)  dividends  and  interest  received  during 
the  taxable  year  from  investments  which  at  the 
time  of  receipt  are  qualified  investments  in  less  de- 
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veloped  countries  (as  defined  in  section  955(b)), 
or 

“(B)  if  the  gains  from  the  sale  or  exchange 
during  the  taxable  year  of  investments  which  at  the 
time  of  sale  or  exchange  are  qualified  investments 
in  less  developed  countries  exceed  the  losses  from 
the  sale  or  exchange  during  the  taxable  year  of 
such  qualified  investments,  the  amount  by  which 
such  gains  exceed  such  losses. 

The  preceding  sentence  shall  apply  only  to  the  extent 
that  the  sum  of  the  dividends  arid  interest  described  in 
subparagraph  (A)  and  the  amount  described  in  sub- 
paragraph  (B)  does  not  exceed  the  increase  for  the  tax¬ 
able  year  in  qualified  investments  in  less  developed 
countries  of  the  controlled  foreign  corporation  (as  deter¬ 
mined,  under  subsection  (f) ). 

“(2)  Exclusion  of  certain  shipping  in¬ 
come. — For  purposes  of  subsection  (a),  foreign  base 
company  income  does  not  include  income  derived  from, 
or  in  connection  with,  the  use  ( or  hiring  or  leasing  for 
use)  of  any  aircraft  or  vessel  in  foreign  commerce,  or 
the  performance  of  services  directly  related  to  the  use  of 
any  such  aircraft  or  vessel. 

“(3)  Special  rule  where  foreign  base  com¬ 
pany  IS  LESS  THAN  30  PERCENT  OR  MORE  THAN  70 
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percent  OF  GROSS  INCOME. — For  purposes  of  subsec¬ 
tion  (a) — 

“(A)  If  the  foreign  base  company  income 
( determined  without  regard  to  paragraphs  (1)  and 
(5)  )  is  less  than  30  percent  of  gross  income,  no  part 
of  the  gross  income  of  the  taxable  year  shall  be  treated 
as  foreign  base  company  income. 

“(B)  If  the  foreign  base  company  income 
( determined  without  regard  to  paragraphs  (1)  and 
(5) )  exceeds  70  percent  of  gross  income,  the  entire 
gross  income  of  the  taxable  year  shall,  subject  to  the 
provisions  of  paragraphs  (1) ,  (2),  (4) ,  and  (5)  ,be 
treated  as  foreign  base  company  income. 

“(4)  Exception  for  foreign  corporations 

NOT  AVAILED  OF  TO  REDUCE  TAXES. — For  purposes  of 
subsection  (a),  foreign  base  company  income  does  not 
include  any  item  of  income  received  by  a  controlled 
foreign  corporation  if  it  is  established  to  the  satisfaction 
of  the  Secretary  or  his  delegate  with  respect  to  such  item 
that  the  creation  or  organization  of  the  controlled  foreign 
corporation  receiving  such  item  under  the  laws  of  the 
foreign  country  in  which  it  is  incorporated  does  not  have 
the  effect  of  substantial  reduction  of  income,  war  profits, 
or  excess  profits  taxes  or  similar  taxes. 

“(5)  Deductions  to  be  taken  into  ac- 
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count. — For  purposes  of  subsection  (a),  the  foreign 
personal  holding  company  income,  the  foreign  base 
company  sales  income,  and  the  foreign  base  company 
services  income  shall  be  reduced,  under  regulations 
prescribed  by  the  Secretary  or  his  delegate,  so  as  to 
take  into  account  deductions  (including  taxes)  properly 
allocable  to  such  income. 

“(c)  Foreign  Personal  Holding  Company  In¬ 
come. — 

“(1)  In  general. — For  purposes  of  subsection 
(a)(1),  the  term  1 foreign  personal  holding  company 
income''  means  the  foreign  personal  holding  company 
income  ( as  defined  in  section  553 ) ,  modified  and  ad¬ 
justed  as  provided  in  paragraphs  (2),  (3),  and  (4). 

“(2)  Rents  included  without  regard  to  50 
percent  limitation. — For  purposes  of  paragraph 
(1),  all  rents  shall  be  included  in  foreign  personal  hold¬ 
ing  company  income  without  regard  to  whether  or  not 
such  rents  constitute  50  percent  or  more  of  gross  income. 

“(3)  Certain  income  derived  in  active  con¬ 
duct  of  trade  OR  business. — For  purposes  of  para¬ 
graph  (1),  foreign  personal  holding  company  income 
does  not  include — 

"(A)  rents  and  royalties  which  are  derived  in 
the  active  conduct  of  a  trade  or  business  and  which 
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are  received  from  a  person  other  than  a  related 
person  ( within  the  meaning  of  subsection  (d) 
(3)),  or 

“(B)  dividends,  interest,  and  gains  from  the 
sale  or  exchange  of  stock  or  securities  derived  in 
the  conduct  of  a  banking,  financing,  or  similar 
business,  or  derived  from  the  investments  made  by 
an  insurance  company  of  its  unearned  premiums  or 
reserves  ordinary  and  necessary  for  the  proper  con¬ 
duct  of  its  insurance  business,  and  ivhich  are  received 
from  a  person  other  than  a  related  person  (within 
the  meaning  of  subsection  (d)(3)). 

“(4)  Certain  income  received  from  related 
PERSONS. — For  purposes  of  paragraph  (1) ,  foreign  per¬ 
sonal  holding  company  incomes  does  not  include — 

“(A)  dividends  and  interest  received  from  a 
related  person  which  (i)  is  organized  under  the 
laws  of  the  same  foreign  country  under  the  laws  of 
which  the  controlled  foreign  corporation  is  created 
or  organized,  and  (ii)  has  a  substantial  part  of  its 
assets  used  in  its  trade  or  business  located  in  such 
same  foreign  country; 

“(B)  interest  received  in  the  conduct  of  a 
banking,  financing,  or  similar  business  from  a  re¬ 
lated  person  engaged  in  the  conduct  of  a  banking, 
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financing,  or  similar  business  if  the  businesses  of  the 
recipient  and  the  payor  are  predominantly  with  per¬ 
sons  other  than  related  persons;  and 

“(C)  rents,  royalties,  and  similar  amounts  re¬ 
ceived  from  a  related  person  for  the  use  of,  or  the 
privilege  of  using,  property  within  the  country  under 
the  laws  of  which  the  controlled  foreign  corporation 
is  created  or  organized. 

“(d)  Foreign  Base  Company  Sales  Income  — 
“( 1)  In  general. — For  purposes  of  subsection 
(a)(2),  the  term  ‘ foreign  base  company  sales  income’ 
means  income  ( whether  in  the  form  of  profits,  commis¬ 
sions,  fees,  or  otherwise)  derived  in  connection  with  the 
purchase  of  personal  property  from  a  related  person  and 
its  sale  to  any  person,  the  sale  of  personal  property  to 
any  person  on  behalf  of  a  related  person,  the  purchase 
of  personal  property  from  any  person  and  its  sale  to  a 
related  person,  or  the  purchase  of  personal  property 
f  rom  any  person  on  behalf  of  a  related  person  where — 
“(A)  the  property  which  is  purchased  (or  in 
the  case  of  property  sold  on  behalf  of  a  related  per¬ 
son,  the  property  which  is  sold)  is  manufactured, 
produced,  grown,  or  extracted  outside  the  country 
under  the  laws  of  which  the  controlled  foreign 
corporation  is  created  or  organized,  and 
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“(B)  the  property  is  sold  for  use,  consump¬ 
tion ,  or  disposition  outside  such  foreign  country,  or, 
in  the  case  of  property  purchased  on  behalf  of  a 
related  person,  is  purchased  for  use,  consumption, 
or  disposition  outside  such  foreign  country. 

“(2)  Certain  branch  income. — For  purposes 
of  determining  foreign  base  company  sales  income 
in  situations  in  which  the  carrying  on  of  activities  by  a 
controlled  foreign  corporation  through  a  branch  or  simi¬ 
lar  establishment  outside  the  country  of  incorporation  of 
the  controlled  foreign  corporation  has  substantially  the 
same  effect  as  if  such  branch  or  similar  establishment 
were  a  wholly  owned  subsidiary  corporation  deriving 
such  income,  under  regulations  prescribed  by  the  Secre¬ 
tary  or  his  delegate  the  income  attributable  to  the  carry¬ 
ing  on  of  such  activities  of  such  branch  or  similar  estab¬ 
lishment  shall  be  treated  as  income  derived  by  a  wholly 
owned  subsidiary  of  the  controlled  foreign  corporation 
and  shall  constitute  foreign  base  company  sales  income 
of  the  controlled  foreign  corporation. 

“(3)  Belated  person  defined. — For  purposes 
of  this  section,  a  person  is  a  related  person  with  respect 
to  a  controlled  foreign  corporation,  if — 

“(A)  such  person  is  an  individual,  partner- 
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ship,  trust,  or  estate  which  controls  the  controlled 
foreign  corporation; 

“(B)  such  person  is  a  corporation  which  con¬ 
trols,  or  is  controlled  by,  the  controlled  foreign  cor¬ 
poration;  or 

“(G)  such  person  is  a  corporation  which  is 
controlled  by  the  same  person  or  persons  which  con¬ 
trol  the  controlled  foreign  corporation. 

For  purposes  of  the  preceding  sentence,  control  means 
the  ownership,  directly  or  indirectly,  of  stock  possessing 
more  than  50  percent  of  the  total  combined  voting 
power  of  all  classes  of  stock  entitled  to  vote.  For  pur¬ 
poses  of  this  paragraph,  the  rules  for  determining  owner¬ 
ship  of  stock  prescribed  by  section  958  shall  apply. 
“(c)  Foreign  Base  Company  Services  Income. — 
For  purposes  of  subsection  (a)(3),  the  term  ‘ foreign  base 
company  services  income'  means  income  (whether  in  the 
form  of  compensation,  commissions,  fees,  or  otherwise)  de¬ 
rived  in  connection  with  the  performance  of  technical,  man¬ 
agerial,  engineering,  architectural,  scientific,  skilled,  indus¬ 
trial,  commercial,  or  like  services  which — 

“(1)  are  performed  for  or  on  behalf  of  any  related 
person  (within  the  meaning  of  subsection  (d)(3)),  and 
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“(2)  are  'performed  outside  the  country  under  the 
laws  of  which  the  controlled  foreign  corporation  is 
created  or  organized. 

The  preceding  sentence  shall  not  apply  to  income  derived 
in  connection  with  the  performance  of  services  which  are  di¬ 
rectly  related  to  the  sale  or  exchange  by  the  controlled  foreign 
corporation  of  property  manufactured,  produced,  grown,  or 
extracted  by  it  and  ivhich  are  performed  prior  to  the  time  of 
the  sale  or  exchange,  or  of  services  directly  related  to  an  offer 
or  effort  to  sell  or  exchange  such  property. 

“(f)  Increase  in  Qualified  Investments  in  Less 
Developed  Countries. — For  purposes  of  subsection  (b) 
a),  the  increase  for  any  taxable  year  in  qualified  invest¬ 
ments  in  less  developed  countries  of  any  controlled  foreign 
corporation  is  the  amount  by  which — 

“( 1)  the  qualified  investments  in  less  developed 
countries  (as  defined  in  section  955(b))  of  the  con¬ 
trolled  foreign  corporation  at  the  close  of  the  taxable 
year,  exceeds 

“(2)  the  qualified  investments  in  less  developed 
countries  (as  so  defined)  of  the  controlled  foreign 
corporation  at  the  close  of  the  preceding  taxable  year. 
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“SEC.  955.  WITHDRAWAL  OF  PREVIOUSLY  EXCLUDED  SUBPART 
F  INCOME  FROM  QUALIFIED  INVESTMENT. 

“(a)  General  Rules. — 

“( 1)  Amount  withdrawn. — For  'purposes  of 
this  subpart,  the  amount  of  previously  excluded  sub  part 
F  income  of  any  controlled  foreign  corporation  with¬ 
drawn  from  investment  in  less  developed  countries  for 
any  taxable  year  is  an  amount  equal  to  the  decrease  in 
the  amount  of  qualified  investments  in  less  developed 
countries  of  the  controlled  foreign  corporation  for  such 
year,  but  only  to  the  extent  that  the  amount  of  such 
decrease  does  not  exceed  an  amount  equal  to — 

“(A)  the  sinn  of  the  amounts  excluded  under 
section  954(b)(1)  from  the  foreign  base  company 
income  of  such  corporation  for  all  prior  taxable 
years,  reduced  by 

“(B)  the  sum  of  the  amounts  of  previously 
excluded  subpart  F  income  withdrawn  from  invest¬ 
ment  in  less  developed  countries  of  such  corporation 
determined,  under  this  subsection  for  all  prior  tax¬ 
able  years. 

“(2)  Decrease  in  qualified  investments. — 
For  purposes  of  paragraph  (1),  the  amount  of  the  de¬ 
crease  in  qualified  investments  in  less  developed  coun- 
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tries  of  any  controlled  foreign  corporation  for  any  tax¬ 
able  year  is  the  amount  by  which — 

“(A)  the  amount  of  qualified  investments  in 
less  developed  countries  of  the  controlled  foreign 
corporation  at  the  close  of  the  preceding  taxable 
year,  exceeds 

"(B)  the  amount  of  qualified  investments  in 
less  developed  countries  of  the  controlled  foreign 
corporation  at  the  close  of  the  taxable  year, 
to  the  extent  the  amount  of  such  decrease  does  not 
exceed  the  sum  of  the  earnings  and  profits  for  the  tax¬ 
able  year  and  the  earnings  and  profits  accumulated  for 
prior  taxable  years  beginning  after  December  31,  1962. 
For  purposes  of  this  paragraph,  if  qualified  investments 
in  less  developed  countries  are  disposed  of  by  the  con¬ 
trolled  foreign  corporation  during  the  taxable  year,  the 
amount  of  the  decrease  in  qualified  investments  in  less 
developed  countries  of  such  controlled  foreign  corpora¬ 
tion  for  such  year  shall  be  reduced  by  an  amount  equal 
to  the  amount  ( if  any )  by  which  the  losses  on  such 
dispositions  during  such  year  exceed  the  gains  on  such 
dispositions  during  such  year. 

“(3)  Pro  rata  share  of  amount  with¬ 
drawn. — In  the  case  of  any  United  States  shareholder, 
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the  pro  rata  share  of  the  amount  of  previously  excluded 
subpart  F  income  of  any  controlled  foreign  corporation 
withdrawn  from  investment  in  less  developed  countries 
for  any  taxable  year  is  his  pro  rata  share  of  the  amount 
determined  under  paragraph  (1). 

“(h)  Qualified  Investments  in  Less  Developed 
Countries. — 

“( 1)  In  general. — For  purposes  of  this  subpart, 
the  term  ‘qualified  investments  in  less  developed  coun¬ 
tries'  means  property  which  is — 

“(A)  stock  of  a  less  developed  country  corpo¬ 
ration  held  by  the  controlled  foreign  corporation, 
but  only  if  the  controlled  foreign  corporation  owns 
10  percent  or  more  of  the  total  combined  voting 
power  of  all  classes  of  stock  of  such  less  developed 
country  corporation ; 

“(B)  an  obligation  of  a  less  developed  country 
corporation  held  by  the  controlled  foreign  corpora¬ 
tion,  which,  at  the  time  of  its  acquisition  by  the  con¬ 
trolled  foreign  corporation,  has  a  maturity  of  5  years 
or  more,  but  only  if  the  controlled  foreign  corpora¬ 
tion  owns  10  percent  or  more  of  the  total  combined 
voting  power  of  all  classes  of  stock  of  such  less 
developed  country  corporation;  or 

“(C)  an  obligation  of  a  less  developed  country. 
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“(2)  Country  ceases  to  be  less  developed 
country. — For  purposes  of  this  subpart,  property  which 
would  be  a  qualified  investment  in  less  developed  coun¬ 
tries,  but  for  the  fact  that  a  foreign  country  has,  after 
the  acquisition  of  such  property  by  the  controlled  foreign 
corporation,  ceased  to  be  a  less  developed  country,  shall 
be  treated  as  a  qualified  investment  in  less  developed 
countries. 

“(3)  Investments  after  close  of  year. — 
For  purposes  of  this  subpart,  a  controlled  foreign  corpo¬ 
ration  may ,  under  regulations  prescribed  by  the  Secre¬ 
tary  or  his  delegate,  elect  to  treat  property  described  in 
paragraph  (1)  or  (2)  which  was  acquired  after  the  close 
of  the  taxable  year  and  on  or  before  the  close  of  the  follow¬ 
ing  taxable  year,  or  on  or  before  such  day  after  the 
close  of  the  following  taxable  year  as  such  regidations 
may  prescribe,  as  having  been  acquired  on  the  last  day 
of  the  taxable  year. 

“(4)  Amount  attributable  to  property. — 
The  amount  taken  into  account  under  this  subpart  with 
respect  to  any  property  described  in  paragraph  (1)  or 
(2)  shall  be  its  adjusted  basis,  reduced  by  any  liability 
to  which  such  property  is  subject. 

“(c)  Less  Developed  Country  Corporations.— 

u(  1)  In  general. — For  purposes  of  this  sub- 
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part,  the  term  ‘less  developed  country  corporation ' 
means  a  foreign  corporation  which  is  created  or  organized 
under  the  laws  of  a  less  developed  country  and  which 
during  the  taxable  year  is  engaged  in  the  active  conduct 
of  one  or  more  trades  or  businesses  and — 

“(A)  80  percent  or  more  of  the  gross  income 
of  which  for  the  taxable  year  is  derived  from  sources 
within  less  developed  countries;  and 

“(B)  80  percent  or  more  in  value  of  the 
assets  of  which  on  each  day  of  the  taxable  year 
consists  of — 

“( i)  property  used  in  such  trades  or  busi¬ 
nesses  and  located  in  less  developed  countries, 
“( ii)  money,  and  deposits  with  persons 
carrying  on  the  banking  business, 

“(Hi)  stock,  and  obligations  which,  at  the 
time  of  their  acquisition,  have  a  maturity  of  5 
years  or  more,  of  any  other  less  developed  coun¬ 
try  corporation, 

“  (iv)  an  obligation  of  a  less  developed 
country, 

“(v)  an  investment  which  is  required  be- 
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cause  of  restrictions  imposed  by  a  less  developed 
country,  and 

“( vi)  property  described  in  section  956 

(b)(2). 

For  purposes  of  subparagraph  (A),  the  determination 
as  to  whether  income  is  derived  from  sources  within  less 
developed  countries  shall  be  made  under  regulations 
prescribed  by  the  Secretary  or  his  delegate. 

“(2)  Shipping  companies. — For  purposes  of  this 
subpart,  the  term  ‘ less  developed  country  corporation’ 
also  means  a  foreign  corporation — 

“(A)  80  percent  or  more  of  the  gross  income  of 
which  for  the  taxable  year  consists  of — 

“(i)  gross  income  derived  from,  or  in  con¬ 
nection  with,  the  using  ( or  hiring  or  leasing 
for  use)  in  foreign  commerce  of  aircraft  or 
vessels  registered  under  the  laws  of  a  less  de¬ 
veloped  country,  or  from,  or  in  connection  with, 
the  performance  of  services  directly  related  to 
use  of  such  aircraft  or  vessels,  or  from  the  sale 
or  exchange  of  such  aircraft  or  vessels,  and 
“(H)  dividends  and  interest  received  from 
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foreign  corporations  which  are  less  developed 
country  corporations  within  the  meaning  of  this 
paragraph  and  10  percent  or  more  of  the  total 
combined  voting  power  of  all  classes  of  stock 
of  which  are  owned  by  the  foreign  corporation , 
and  gain  from  the  sale  or  exchange  of  stock  or 
obligations  of  foreign  corporations  which  are 
such  less  developed  country  corporations,  and 
“(B)  80  percent  or  more  of  the  assets  of  which 
on  each  day  of  the  taxable  year  consists  of  (i)  assets 
used,  or  held  for  use,  for  or  in  connection  with  the 
production  of  income  described  in  subparagraph 
<a),  and  (ii)  property  described  in  section 
956(b)  (2). 

“(3)  Less  developed  country  defined. — For 
purposes  of  this  subpart,  the  term  ‘less  developed  coun¬ 
try ’  means  (in  respect  of  any  foreign  corporation)  any 
foreign  country  (other  than  an  area  within  the  Sino- 
Soviet  bloc)  or  any  possession  of  the  United  States  with 
respect  to  which,  on  the  first  day  of  the  taxable  year,  there 
is  in  effect  an  Executive  order  by  the  President  of  the 
United  States  designating  such  country  or  possession  as 
an  economically  less  developed  country  for  purposes  of 
this  subpart.  For  purposes  of  the  preceding  sentence, 
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an  overseas  territory,  department,  province,  or  possession 
may  be  treated  as  a  separate  country.  No  designation 
shall  be  made  under  this  paragraph  with  respect  to — 


Australia 

Liechtenstein 

Austria 

Luxembourg 

Belgium 

Monaco 

Canada 

Netherlands 

Denmark 

New  Zealand 

France 

Norway 

Germany  (Federal 

Union  of  South  Africa 

Republic) 

San  Marino 

Hong  Kong 

Sweden 

Italy 

Switzerland 

Japan 

United  Kingdom 

After  the  President  has  designated  any  foreign  country  or 
any  possession  of  the  United  States  as  an  economically  less 
developed  country  for  purposes  of  this  subpart,  he  shall  not 
terminate  such  designation  (either  by  issuing  an  Executive 
order  for  that  purpose  or  by  issuing  an  Executive  order  under 
the  first  sentence  of  this  paragraph  which  has  the  effect  of 
terminating  such  designation)  unless,  at  least  30  days  prior 
to  such  termination,  he  has  notified  the  Senate  and  the  House 
of  Representatives  of  his  intention  to  terminate  such 

designation. 
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“SEC.  956.  INVESTMENT  OF  EARNINGS  IN  UNITED  STATES 
PROPERTY. 

11  (a)  General  Rules. — For  purposes  of  this  sub¬ 
part — 

“(i)  Amount  of  investment. — The  amount  of 
earnings  of  a  controlled  foreign  corporation  invested  in 
United  States  property  at  the  close  of  any  taxable  year 
is  the  aggregate  amount  of  such  property  held,  directly 
or  indirectly,  by  the  controlled,  foreign  corporation  at  the 
close  of  the  taxable  year,  to  the  extent  such  amount 
would  have  constituted  a  dividend  (determined  after  the 
application  of  section  955(a)  )  if  it  had  been  distributed. 

“(2)  Pro  rata  share  of  increase  for  year. — 
In  the  case  of  any  United  States  shareholder,  the  pro 
rata  share  of  the  increase  for  any  taxable  year  in  the 
earnings  of  a  controlled  foreign  corporation  invested  in 
United  States  property  is  the  amount  determined  by 
subtracting  his  pro  rata  share  of — 

“(A)  the  amount  determined  under  paragraph 
(1)  for  the  close  of  the  preceding  taxable  year,  re¬ 
duced  by  amounts  paid  during  such  preceding  taxable 
year  to  which  section  959(c)(1)  applies,  from 

“(B)  the  amount  determined  under  paragraph 
(1)  for  the  close  of  the  taxable  year. 

The  determinations  under  subparagraphs  (A)  and  (B) 
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shall  be  made  on  the  basis  of  stock  owned  (within  the 
meaning  of  section  958(a))  by  such  United  States 
shareholder  on  the  last  day  during  the  taxable  year  on 
which  the  foreign  corporation  is  a  controlled  foreign 
corporation. 

“( 3)  Amount  attributable  to  property  — 
The  amount  taken  into  account  under  paragraph  (1)  or 
(2)  with  respect  to  any  property  shall  be  its  adjusted 
basis,  reduced  by  any  liability  to  which  the  property  is 
subject. 

“(b)  United  States  Property  Defined.— 

“( 1)  In  general. — For  purposes  of  subsection 
(a),  the  term  ‘ United  States  property ’  means  any 
property  acquired  after  December  31,  1962,  which  is — 
“(A)  tangible  property  located  in  the  United 

States; 

“(B)  stock  of  a  domestic  corporation; 

“(C)  an  obligation  of  a  United  States  person; 

or 

“(D)  any  right  to  the  use  in  the  United  States 

of— 

“( i)  a  patent  or  copyright, 

“(ii)  an  invention,  model,  or  design 
(whether  or  not  patented), 

“(Hi)  a  secret  formula  or  process,  or 
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“(iv)  any  other  similar  property  right, 
which  is  acquired  or  developed  by  the  controlled 
foreign  corporation  for  use  in  the  United  States. 

“(. 2)  Exceptions. — For  purposes  of  subsection 
(a),  the  term  ‘ United  States  property  does  not  in¬ 
clude — 

“(A)  obligations  of  the  United  States,  money, 
or  deposits  with  persons  carrying  on  the  banking 
business; 

“(B)  property  located  in  the  United  States 
which  is  purchased  in  the  United  States  for  export 
to,  or  use  in,  foreign  countries; 

“(C)  any  obligation  of  a  United  States  per¬ 
son  arising  in  connection  with  the  sale  or  processing 
of  property  if  the  amount  of  such  obligation  out¬ 
standing  at  no  time  during  the  taxable  year  exceeds 
the  amount  which  would  be  ordinary  and  necessary 
to  carry  on  the  trade  or  business  of  both  the  other 
party  to  the  sale  or  processing  transaction  and  the 
United  States  person  had  the  sale  or  processing 
transaction  been  made  between  unrelated  persons; 

“(D)  any  aircraft,  railroad  rolling  stock,  ves¬ 
sel,  motor  vehicle,  or  container  used  in  the  trans¬ 
portation  of  persons  or  property  in  foreign  com- 
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merce  and  used  'predominantly  outside  the  United 
States; 

“(E)  an  amount  of  assets  of  an  insurance  com¬ 
pany  equivalent  to  the  unearned  premiums  or  re¬ 
serves  ordinary  and  necessary  for  the  proper  con¬ 
duct  of  its  insurance  business  attributable  to  contracts 
which  are  not  contracts  described  in  section 
953  (a)(1);  and 

“(F)  an  amount  of  assets  of  the  controlled  for¬ 
eign  corporation  equal  to  the  earnings  and  profits 
accumulated,  after  December  31,  1962,  and  excluded 
from  subpart  F  income  under  section  952(b). 

‘(c)  Pledges  and  Guarantees. — For  purposes  of 
subsection  (a),  a  controlled  foreign  corporation  shall,  under 
regulations  prescribed  by  the  Secretary  or  his  delegate,  be 
considered  as  holding  an  obligation  of  a  United  States  per¬ 
son  if  such  controlled  foreign  corporation  is  a  pledgor  or 
guarantor  of  such  obligation. 

“SEC.  957.  CONTROLLED  FOREIGN  CORPORATIONS;  UNITED 
STATES  PERSONS. 

“(a)  General  Pule. — For  purposes  of  this  sub¬ 
part,  the  term  1 controlled  foreign  corporation ’  means  any  for¬ 
eign  corporation  of  which  more  than  50  percent  of  the  total 
combined  voting  power  of  all  classes  of  stock  entitled  to  vote 
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is  owned,  (within  the  meaning  of  section  958(a)),  or  is 
considered  as  owned  by  applying  the  rides  of  ownership  of 
section  958(b),  by  United  States  shareholders  on  any  day 
during  the  taxable  year  of  such  foreign  corporation. 

“(b)  Special  Rule  for  Insurance. — For  purposes 
only  of  taking  into  account  income  described  in  section  953 
(a)  (relating  to  income  derived  from  insurance  of  United 
States  risks),  the  term  ‘controlled  foreign  corporation’  in¬ 
cludes  not  only  a  foreign  corporation  as  defined  by  subsec¬ 
tion  (a)  but  also  one  of  which  more  than  25  percent  of  the 
total  combined  voting  power  of  all  classes  of  stock  is  owned 
(within  the  meaning  of  section  958(a) ),  or  is  considered  as 
owned  by  applying  the  rules  of  ownership  of  section  958(b). 
by  United  States  shareholders  on  any  day  during  the  tax¬ 
able  year  of  such  corporation,  if  the  gross  amount  of  pre¬ 
miums  or  other  consideration  in  respect  of  the  reinsurance  or 
the  issuing  of  insurance  or  annuity  contracts  described  in  sec¬ 
tion  953  (a)(1)  exceeds  75  percent  of  the  gross  amount  of 
all  premiums  or  other  consideration  in  respect  of  all  risks. 

“(c)  Corporations  Organized  in  United  States 
Possessions. — For  purposes  of  this  subpart,  the  term  ‘ con¬ 
trolled  foreign  corporation ’  does  not  include  any  corporation 
created  or  organized  in  the  Commonwealth  of  Puerto  Rico  or 
a  possession  of  the  United  States  or  under  the  laws  of  the 
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1  Commonwealth  of  Puerto  Pico  or  a  possession  of  the  United 

2  States  if — 

3  “( 1)  80  percent  or  more  of  the  gross  income  of 

4  such  corporation  (computed  without  regard  to  section 

5  931 )  for  the  3 -year  period  immediately  preceding  the 

6  close  of  the  taxable  year  ( or  for  such  part  of  such  period 

7  immediately  preceding  the  close  of  such  taxable  year  as 

8  may  be  applicable)  was  derived  from  sources  within 

9  the  Commonwealth  of  Puerto  Pico  or  a  possession  of 

10  the  United  States;  and 

11  “(2)  50  percent  or  more  of  the  gross  income  of 

12  such  corporation  (computed  without  regard  to  section 

13  931 )  for  such  period,  or  for  such  part  thereof,  was 

14  derived  from  the  active  conduct  within  the  Common- 

15  wealth  of  Puerto  Pico  or  a  possession  of  the  United 

16  States  of  any  trades  or  businesses  constituting  the  manu- 

17  facture  or  processing  of  goods,  wares,  merchandise,  oi¬ 
ls  other  tangible  personal  property;  the  processing  of  agri- 

19  cultural  or  horticultural  products  or  commodities  (in- 

20  eluding  but  not  limited  to  livestock,  poultry,  or  fur- 

21  bearing  animals);  the  catching  or  taking  of  any  kind 

22  of  fish  or  the  mining  or  extraction  of  natural  resources, 
or  any  manufacturing  or  processing  of  any  products  or 
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1  commodities  obtained  from  such  activities;  or  the  owner- 

2  ship  or  operation  of  hotels. 

3  For  purposes  of  paragraphs  (1)  and  (2),  the  deter- 

4  mination  as  to  whether  income  was  derived  from  sources 

5  within  the  Commonwealth  of  Puerto  Rico  or  a  possession 

6  of  the  United  States  and  was  derived  from  the  active  conduct 

7  of  a  described  trade  or  business  within  the  Commonwealth 

8  of  Puerto  Rico  or  a  possession  of  the  United  States  shall 

9  be  made  under  regulations  prescribed  by  the  Secretary  or 

10  his  delegate. 

11  “(d)  United  States  Person. — For  purposes  of  this 

12  subpart,  the  term  ‘ United  States  person ’  has  the  meaning 

13  assigned  to  it  by  section  7701(a)  (30 )  except  that 

14  “( 1)  with  respect  to  a  corporation  organized  under 

15  the  laivs  of  the  Commonwealth  of  Puerto  Rico,  such  term 

16  does  not  include  an  individual  who  is  a  bona  fide  resident 

17  of  Puerto  Rico,  if  a  dividend  received  by  such  individual 

18  during  the  taxable  year  from  such  corporation  would, 

19  for  purposes  of  section  933  (1),  be  treated  as  income 

20  derived  from  sources  within  Puerto  Rico, 

21  “(2)  with  respect  to  a  corporation  organized  under 

22  the  laws  of  the  Virgin  Islands,  such  term  does  not  include 

23  an  individual  who  is  a  bona  fide  resident  of  the  Virgin 

24  Islands  and  whose  income  tax  obligation  under  this 
subtitle  for  the  taxable  year  is  satisfied  pursuant  to  sec- 
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tion  28(a)  of  the  Bevised  Organic  Act  of  the  Virgin 
Islands,  approved  July  22,  1954  (48  U.S.C.  1642), 
by  paying  tax  on  income  derived  from  all  sources  both 
within  and  outside  the  Virgin  Islands  into  the  treasury 
of  the  Virgin  Islands,  and 

“(3)  with  respect  to  a  corporation  organized  under 
the  laws  of  any  other  possession  of  the  United  States, 
such  term  does  not  include  an  individual  who  is  a  bona 
fide  resident  of  any  such  other  possession  and  whose 
income  derived  from  sources  within  possessions  of  the 
United  States  is  not,  by  reason  of  section  931(a),  in¬ 
cludible  in  gross  income  under  this  subtitle  for  the 
taxable  year. 

“SEC.  958.  RULES  FOR  DETERMINING  STOCK  OWNERSHIP. 

“(a)  Direct  and  Indirect  Ownership. — 

“(1)  General  rule. — For  purposes  of  this  sub¬ 
part  (other  than  sections  955(b)(1)  (A)  and  (B), 
955(c)  (2)  (A)  (ii) ,  and  960(a)(1)),  stock  owned 
means — 

“(A)  stock  owned  directly,  and 
“(B)  stock  owned  with  the  application  of  para¬ 
graph  (2). 

“(2)  Stock  ownership  through  foreign  en¬ 
tities. — For  purposes  of  subparagraph  (B)  of  para- 
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graph  ( 1 ) ,  stock  owned ,  directly  or  indirectly,  hy  or 
for  a  foreign  corporation,  foreign  partnership,  or  foreign 
trust  or  foreign  estate  ( within  the  meaning  of  section 
7701(a)  (31) )  shall  he  considered  as  being  owned  pro¬ 
portionately  hy  its  shareholders,  partners,  or  bene¬ 
ficiaries.  Stock  considered  to  be  owned  by  a  person  by 
reason  of  the  application  of  the  preceding  sentence  shall, 
for  purposes  of  applying  such  sentence,  be  treated  as 
actually  owned  by  such  person. 

“(3)  Special  rule  for  mutual  insurance 
companies. — For  purposes  of  applying  paragraph  (1 ) 
in  the  case  of  a  foreign  mutual  insurance  company,  the 
term  ‘stock'  shall  include  any  certificate  entitling  the 
holder  to  voting  power  in  the  corporation. 

“(b)  Constructive  Ownership. — For  purposes  of 
sections  951  (b),  954 (d)(3),  and  957,  section  318(a) 
(relating  to  constructive  ownership  of  stock)  shall  apply  to 
the  extent  that  the  effect  is  to  treat  any  United  States  per¬ 
son  as  a  United  States  shareholder  within  the  meaning  of 
section  951(b),  to  treat  a  person  as  a  related  person  within 
the  meaning  of  section  954(d)(3),  or  to  treat  a  foreign 
corporation  as  a  controlled  foreign  corporation  under  section 
957,  except  that — ■ 

“( 1)  In  applying  paragraph  (1)(A)  of  section 
318(a),  stock  owned  by  a  nonresident  alien  individual 
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(other  than  a  foreign  trust  or  foreign  estate)  shall  not 
be  considered  as  owned  by  a  citizen  or  by  a  resident 
alien  individual . 

“(2)  In  applying  the  first  sentence  of  subpara¬ 
graphs  (A)  and  (B ) ,  and  in  applying  clause  (i)  of 
subparagraph  (C),  of  section  318(a)(2),  if  a  partner¬ 
ship,  estate,  trust,  or  corporation  owns,  directly  or  in¬ 
directly,  more  than  50  percent  of  the  total  combined 
voting  poiver  of  all  classes  of  stock  entitled  to  vote  of  a 
corporation,  it  shall  be  considered  as  owning  all  the 
stock  entitled  to  vote. 

“( 3)  Stock  owned  by  a  partnership,  estate,  trust, 
or  corporation,  by  reason  of  the  application  of  the  second 
sentence  of  subparagraphs  (A)  and  (B),  and  the  ap¬ 
plication  of  clause  ( ii )  of  subparagraph  (C) ,  of  section 
318(a)(2),  shall  not  be  considered  as  owned  by  such 
partnership,  estate,  trust,  or  corporation,  for  purposes 
of  applying  the  first  sentence  of  subparagraphs  (A )  and 
(B),  and  in  applying  clause  (i)  of  subparagraph  (C), 
of  section  318(a)(2). 

“( 4)  In  applying  clause  (i)  of  subparagraph  (C) 
of  section  318(a)(2),  the  phrase  ‘10  percent’  shall  be 
substituted  for  the  phrase  ‘50  percent’  used  in  subpara¬ 
graph  (C). 

“(5)  The  second  sentence  of  subparagraphs  (A) 
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and  (B),  and  clause  (ii)  of  subparagraph  (C),  of 
section  318(a)(2)  shall  not  be  applied  so  as  to  consider 
a  United  States  person  as  owning  stock  which  is  owned 
by  a  person  who  is  not  a  United  States  person. 

“SEC.  959.  EXCLUSION  FROM  GROSS  INCOME  OF  PREVIOUSLY 
TAXED  EARNINGS  AND  PROFITS. 

“(a )  Exclusion  From  Gross  Income  of  United 
States  Persons. — For  purposes  of  this  chapter,  the  earn¬ 
ings  and  profits  for  a  taxable  year  of  a  foreign  corporation 
attributable  to  amounts  which  are,  or  have  been,  included  in 
the  gross  income  of  a  United  States  shareholder  under  sec¬ 
tion  951(a)  shall  not,  when — 

“(1)  such  amounts  are  distributed  to,  or 
“(2)  such  amounts  would,  but  for  this  subsection, 
be  included  under  section  951(a)  (1)  (B)  in  the  gross 
income  of, 

such  shareholder  (or  any  other  United  States  person  who 
acquires  from  any  person  any  portion  of  the  interest  of  such 
United  States  shareholder  in  such  foreign  corporation,  but 
only  to  the  extent  of  such  portion,  and  subject  to  such  proof 
of  the  identity  of  such  interest  as  the  Secretary  or  his  delegate 
may  by  regulations  prescribe)  directly,  or  indirectly  through 
a  chain  of  ownership  described  under  section  958  (a) ,  be 
again  included  in  the  gross  income  of  such  United  States 
shareholder  (or  of  such  other  United  States  person). 
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“(b)  Exclusion  From  Gross  Income  of  Certain 
Foreign  Subsidiaries. — For  purposes  of  section  951(a), 
the  earnings  and  profits  for  a  taxable  year  of  a  controlled 
foreign  corporation  attributable  to  amounts  which  are,  or 
have  been,  included  in  the  gross  income  of  a  United  States 
shareholder  under  section  951(a),  shall  not.  when  distributed 
through  a  chain  of  ownership  described  under  section 
958(a),  be  also  included  in  the  gross  income  of  another  con¬ 
trolled  foreign  corporation  in  such  chain  for  purposes  of  the 
application  of  section  951(a)  to  such  other  controlled  foreign 
corporation  with  respect  to  such  United  States  shareholder 
( or  to  any  other  United  States  shareholder  who  acquires 
from  any  person  any  portion  of  the  interest  of  such  United 
States  shareholder  in  the  controlled  foreign  corporation,  but 
only  to  the  extent  of  such  portion,  and  subject  to  such  proof 
of  identity  of  such  interest  as  the  Secretary  or  his  delegate 
may  prescribe  by  regulations) . 

“(c)  Allocation  of  Distributions. — For  pur¬ 
poses  of  subsections  (a)  and  (b),  section  316(a)  shall  be 
applied  by  applying  paragraph  (2)  thereof,  and  then  para¬ 
graph  (1)  thereof — 

“( 1)  first  to  earnings  and  profits  attributable  to 
amounts  included  in  gross  income  under  section  951 
(a)  (1)  (B )  (or  which  would  have  been  included  ex¬ 
cept  for  subsection  (a)(2)  of  this  section), 
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“(2)  then  to  earnings  and  profits  attributable  to 
amounts  included  in  gross  income  under  section  951 
(a)  (1)  (A)  (but  reduced  by  amounts  not  included  un¬ 
der  section  951(a)  (1)  (B)  because  of  the  exclusion  in 
subsection  (a)(2)  of  this  section),  and 
“  (3)  then  to  other  earnings  and  profits. 

“(d)  Distributions  Excluded  From  Gross  In¬ 
come  Not  To  Be  Treated  as  Dividends. — Except  as 
provided  in  section  960(a)(3),  any  distribution  excluded 
from  gross  income  under  subsection  (a)  shall  be  treated,  for 
purposes  of  this  chapter,  as  a  distribution  which  is  not  a 
dividend. 

“SEC.  960.  SPECIAL  RULES  FOR  FOREIGN  TAX  CREDIT. 

“(a)  Taxes  Paid  by  a  Foreign  Corporation  — 
“( 1)  General  rule. — For  purposes  of  subpart 
A  of  this  part,  if  there  is  included,  under  section  951  (a), 
in  the  gross  income  of  a  domestic  corporation  any  amount 
attributable  to  earnings  and  profits — 

“(A)  of  a  foreign  corporation  at  least  10  per¬ 
cent  of  the  voting  stock  of  which  is  owned  by  such 
domestic  corporation,  or 

“(B)  of  a  foreign  corporation  at  least  50  per¬ 
cent  of  the  voting  stock  of  which  is  owned  by  a  foreign 
corporation  at  least  10  percent  of  the  voting  stock  of 
which  is  in  turn  owned  by  such  domestic  corporation, 
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then,  under  regulations  prescribed  by  the  Secretary  or 
his  delegate,  such  domestic  corporation  shall  be  deemed 
to  have  paid  the  same  proportion  of  the  total  income, 
war  profits,  and  excess  profits  taxes  paid  (or  deemed, 
paid)  by  such  foreign  corporation  to  a  foreign  country  or 
possessio7i  of  the  United  States  for  the  taxable  year  on 
or  with  respect  to  the  earnings  and,  profits  of  such  foreign 
corporation  which  the  amount  of  earnings  and  profits 
of  such  foreign  corporation  so  included  in  gross  income 
of  the.  domestic  corporation  bears  to — 

“(C)  if  the  foreign  corporation  at  least  10 
percent  of  the  voting  stock  of  which  is  owned  by  such 
domestic  corporation  referred  to  in  subparagraph 
(A)  or  (B)  is  not  a  less  developed  country  cor¬ 
poration  (as  defined  in  section  902(d))  for  such 
taxable  year,  the  entire  amount  of  the  earnings  and 
profits  of  such  foreign  corporation  for  such  taxable 
year,  or 

“(D)  if  the  foreign  corporation  at  least  10 
percent  of  the  voting  stock  of  which  is  owned,  by 
such  domestic  corporation  referred  to  in  subpara¬ 
graph  (A)  or  (B)  is  a  less  developed  country  cor¬ 
poration  (as  defined  in  section,  902(d))  for  such 
taxable  year,  the  sum  of  the  entire  amount  of  the 
earnings  and  profits  of  such  foreign  corporation  for 
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such  taxable  year  and  the  total  income,  war  profits, 
and  excess  profits  taxes  paid  by  such  foreign  corpo¬ 
ration  to  foreign  countries  or  possessions  of  the 
United  States  for  such  taxable  year. 

“(2)  Taxes  previously  deemed  paid  by  do¬ 
mestic  corporation. — If  a  domestic  corporation  re¬ 
ceives  a  distribution  from  a  foreign  corporation,  any 
portion  of  which  is  excluded  from  gross  income  under 
section  959,  the  income,  war  profits,  and  excess  profits 
taxes  paid  or  deemed  paid  by  such  foreign  corporation  to 
any  foreign  country  or  to  any  possession  of  the  United 
States  in  connection  with  the  earnings  and  profits  of 
such  foreign  corporation  from  which  such  distribution  is 
made  shall  not  be  taken  into  account  for  purposes  of 
section  902,  to  the  extent  such  taxes  were  deemed  paid 
by  a  domestic  corporation  under  paragraph  (1)  for 
any  prior  taxable  year. 

“(3)  Taxes  paid  by  foreign  corporation  and 

NOT  PREVIOUSLY  DEEMED  PAID  BY  DOMESTIC  CORPO¬ 
RATION. — Any  portion  of  a  distribution  from  a  foreign 
corporation  received  by  a  domestic  corporation  which  is 
excluded  from  gross  income  under  section  959  (a)  shall 
be  treated  by  the  domestic  corporation  as  a  dividend, 
solely  for  purposes  of  taking  into  account  under  section 
,  902  any  income ,  war  profits,  or  excess  profits  taxes 
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paid  to  any  foreign  country  or  to  any  possession  of  the 
United  States ,  on  or  with  respect  to  the  accumulated 
profits  of  such  foreign  corporation  from  which  such 
distribution  is  made ,  which  were  not  deemed  paid  by 
the  domestic  corporation  under  paragraph  (1)  for  any 
prior  taxable  year. 

“(b)  Special  Rules  for  Foreign  Tax  Credit  in 
Year  of  Receipt  of  Previously  Taxed  Earnings 
and  Profits. — 

“(1)  Increase  in  section  90 4  limitation. — 
In  the  case  of  any  taxpayer  who — 

“(A)  either  (i)  chose  to  have  the  benefits  of 
subpart  A  of  this  part  for  a  taxable  year  in  which 
he  was  required  under  section  951  (a)  to  include  in 
his  gross  income  an  amount  in  respect  of  a  controlled 
foreign  corporation,  or  (ii)  did  not  pay  or  accrue 
for  such  taxable  year  any  income,  war  profits,  or 
excess  profits  taxes  to  any  foreign  country  or  to  any 
possession  of  the  United  States,  and 

“(B)  chooses  to  have  the  benefits  of  subpart 
A  of  this  part  for  the  taxable  year  in  which  he  re¬ 
ceives  a  distribution  or  amount  which  is  excluded 
from  gross  income  under  section  959(a)  and  which 
is  attributable  to  earnings  and  profits  of  the  con¬ 
trolled  foreign  corporation  which  was  included  in 
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his  gross  income  for  the  taxable  year  referred  to  in 
subparagraph  (A),  and 

“(C)  for  the  taxable  year  in  which  such  dis¬ 
tribution  or  amount  is  received,  pays,  or  is  deemed 
to  have  paid,  or  accrues  income,  war  profits,  or 
excess  profits  taxes  to  a  foreign  country  or  to  any 
possession  of  the  United  States  with  respect  to  such 
distribution  or  amount, 

the  applicable  limitation  under  section  904  for  the  tax¬ 
able  year  in  which  such  distribution  or  amount  is  re¬ 
ceived  shall  be  increased  as  provided  in  paragraph  (2), 
but  such  increase  shall  not  exceed  the  amount  of  such 
taxes  paid,  or  deemed  paid,  or  accrued  with  respect  to 
such  distribution  or  amount. 

“(2)  Amount  of  increase. — The  amount  of 
increase  of  the  applicable  limitation  under  section  904 
(a)  for  the  taxable  year  in  which  the  distribution  or 
amount  referred  to  in  paragraph  (1)(B)  is  received 

shall  be  an  amount  equal  to — 

“(A)  the  amount  by  which  the  applicable 
limitation  under  section  904(a)  for  the  taxable  year 
referred  to  in  paragraph  (1)  (A)  was  increased  by 
reason  of  the  inclusion  in  gross  income  under  section 
951(a)  of  the  amount  in  respect  of  the  controlled 
foreign  corporation,  reduced  by 
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“(B)  the  amount  of  any  income,  war  'profits, 
and  excess  profits  taxes  paid,  or  deemed  paid,  or 
accrued  to  any  foreign  country  or  possession  of  the 
United  States  which  were  allowable  as  a  credit 
under  section  901  for  the  taxable  year  referred  to  in 
paragraph  (1)(A)  and  which  would  not  have  been 
allowable  but  for  the  inclusion  in  gross  income  of 
the  amount  described  in  subparagraph  (A). 

“(3)  Cases  in  which  taxes  not  to  be  al¬ 
lowed  as  deduction. — In  the  case  of  any  taxpayer 
who — 

“(A)  chose  to  have  the  benefits  of  subpart  A  of 
this  part  for  a  taxable  year  in  which  he  was  re¬ 
quired  under  section  951  (a)  to  include  in  his  gross 
income  an  amount  in  respect  of  a  controlled  foreign 
corporation,  and 

“(B)  does  not  choose  to  have  the  benefits  of 
subpart  A  of  this  part  for  the  taxable  year  in  which 
he  receives  a  distribution  or  amount  which  is  ex¬ 
cluded  from  gross  income  under  section  959  (a)  and 
which  is  attributable  to  earnings  and  profits  of  the 
controlled  foreign  corporation  which  was  included 
in  his  gross  income  for  the  taxable  year  referred 
to  in  subparagraph  (A), 

no  deduction  shall  be  allowed  under  section  164  for  the 
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taxable  year  in  which  such  distribution  or  amount  is 
received  for  any  income,  war  profits,  or  excess  profits 
taxes  paid  or  accrued  to  any  foreign  country  or  to  any 
possession  of  the  United  States  on  or  with  respect  to  such 
distribution  or  amount. 

“(4)  Insufficient  taxable  income. — If  an 
increase  in  the  limitation  under  this  subsection  exceeds 
the  tax  imposed  by  this  chapter  for  such  year ,  the 
amount  of  such  excess  shall  be  deemed  an  overpayment 
of  tax  for  such  year. 

“SEC.  961.  ADJUSTMENTS  TO  BASIS  OF  STOCK  IN  CONTROLLED 
FOREIGN  CORPORATION  AND  OF  OTHER  PROP¬ 
ERTY. 

“(a)  Increase  in  Basis. — Under  regulations  pre¬ 
scribed  by  the  Secretary  or  his  delegate,  the  basis  of  a  United. 
States  shareholder’ s  stock  in  a  controlled  foreign  corporation , 
and  the  basis  of  property  of  a  United  States  shareholder  by 
reason  of  which  he  is  considered  under  section  958  (a)(2) 
as  owning  stock  of  a  controlled  foreign  corporation,  shall  be 
increased  by  the  amount  required  to  be  included  in  his  gross 
income  under  section  951  (a)  with  respect  to  such  stock  or 
with  respect  to  such  property,  as  the  case  may  be,  but  only 
to  the  extent  to  which  such  amount  was  included  in  the  gross 
income  of  such  United  States  shareholder.  In  the  case  of  a 
United  States  shareholder  who  has  made  an  election  under 
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section  962  for  the  taxable  year,  the  increase  in  basis  pro¬ 
vided,  by  this  subsection  shall  not  exceed  an  amount  equal  to 
the  amount  of  tax  paid  under  this  chapter  with  respect  to  the 
amounts  required  to  be  included  in  his  gross  income  under 
section  951(a). 

“(b)  Reduction  in  Basis. — 

“( 1)  In  general. — Under  regulatims  prescribed, 
by  the  Secretary  or  his  delegate,  the  adjusted  basis  of 
stock  or  other  property  with  respect  to  which  a  United 
States  shareholder  or  a  United  States  person  receives  an 
amount  which  is  excluded  from  gross  income  under  sec¬ 
tion  959(a)  shall  be  reduced  by  the  amount  so  excluded. 
In  the  case  of  a  United  States  shareholder  who  has  made 
an  election  under  section  962  for  any  prior  taxable  year, 
the  reduction  in  basis  provided  by  this  paragraph  shall 
not  exceed  an  amount  equal  to  the  amount  received 
which  is  excluded  from  gross  income  under  section 
959(a)  after  the  application  of  section  962(d). 

“(2)  Amount  in  excess  of  basis. — To  the  ex¬ 
tent  that  an  amount  excluded  from  gross  income  under 
section  959  (a)  exceeds  the  adjusted  basis  of  the  stock 
or  other  property  with  respect  to  which  it  is  received, 
the  amount  shall  be  treated  as  gain  from  the  sale  or  ex¬ 
change  of  property. 
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“SEC.  962.  ELECTION  BY  INDIVIDUALS  TO  BE  SUBJECT  TO  TAX 
AT  CORPORATE  RATES. 

“(a)  General  Rule. — Under  regulations  'prescribed 
by  the  Secretary  or  his  delegate,  in  the  case  of  a  United 
States  shareholder  who  is  an  individual  and  who  elects  to 
have  the  provisions  of  this  section  apply  for  the  taxable 
year — 

“(i)  the  tax  imposed  under  this  chapter  on 
amounts  which  are  included  in  his  gross  income  under 
section  951(a)  shall  (in  lieu  of  the  tax  determined 
under  section  1)  be  an  amount  equal  to  the  tax  which 
would  be  imposed  under  section  11  if  such  amounts 
were  received  by  a  domestic  corporation,  and 

“( 2)  for  purposes  of  applying  the  provisions  of 
section  960  (relating  to  foreign  tax  credit)  such  amounts 
shall  be  treated  as  if  they  ivere  received  by  a  domestic 
corporation. 

“(b)  Election. — An  election  to  have  the  provisions 
of  this  section  apply  for  any  taxable  year  shall  be  made 
by  a  United  States  shareholder  at  such  time  and  in  such 
manner  as  the  Secretary  or  his  delegate  shall  prescribe  by 
regulations.  An  election  made  for  any  taxable  year  may 
not  be  revoked  except  with  the  consent  of  the  Secretary 
or  his  delegate. 

“(c)  Surtax  Exemption. — E  or  purposes  of  applying 
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1  subsection  (a)(1),  the  surtax  exemption  provided  by  section 

2  11(c)  shall  not  exceed,  in  the  case  of  any  United  States  share- 

3  holder,  an  amount  which  bears  the  same  ratio  to  $25,000  as 

4  the  amounts  included  in  his  gross  income  under  section  951 

5  (a)  for  the  taxable  year  bears  to  his  pro  rata  share  of  the 

6  earnings  and  profits  for  the  taxable  year  of  all  controlled 
1  foreign  corporations  with  respect  to  which  such  United  States 

8  shareholder  includes  any  amount  in  gross  income  under 

9  section  951(a) . 

10  “(d)  Special  Rule  for  Actual  Distributions  — 

11  The  earnings  and  profits  of  a  foreign  corporation  attributable 

12  to  amounts  which  were  included  in  the  gross  income  of  a 

13  United  States  shareholder  under  section  951(a)  and  with 

14  respect  to  which  an  election  under  this  section  applied  shall, 

15  when  such  earnings  and  profits  are  distributed,  notwithstand- 

16  ing  the  provisions  of  section  959(a)  ( 1 ),  be  included  in  gross 

17  income  to  the  extent  that  such  earnings  and  profits  so  dis- 

18  tributed  exceed  the  amount  of  tax  paid  under  this  chapter  on 

19  the  amounts  to  which  such  election  applied. 

20  “SEC.  963.  RECEIPT  OF  MINIMUM  DISTRIBUTIONS  BY  DOMES- 

21  TIC  CORPORATIONS. 

22  “(a)  General  Rule. — In  the  case  of  a  United  States 

23  shareholder  which  is  a  domestic  corporation  and  which  con - 

24  sents  to  all  the  regulations  prescribed  by  the  Secretary  or  his 

25  delegate  under  this  section  prior  to  the  last  day  prescribed 
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by  law  for  filing  its  return  of  the  tax  imposed  by  this  chapter 
for  the  taxable  year,  no  amount  shall  be  included  in  gross 
income  under  section  951(a)  (1)  (A)  (i)  for  the  taxable 
year  with  respect  to  the  subpart  F  income  of  a  controlled 
foreign  corporation,  if — 

“W  in  the  case  of  a  controlled  foreign  corpora¬ 
tion  described  in  subsection  (c)(1),  the  United  States 
shareholder  receives  a  minimum  distribution  of  the  earn¬ 
ings  and  profits  for  the  taxable  year  of  such  controlled 
foreign  corporation; 

“(2)  in  the  case  of  controlled  foreign  corporations 
described  in  subsection  (c)(2),  the  United  States 

shareholder  receives  a  minimum  distribution  with  re¬ 
spect  to  the  consolidated  earnings  and  profits  for  the 
taxable  year  of  all  such  controlled  foreign  corporations; 
or 

“(3)  in  the  case  of  controlled  foreign  corporations 
described  in  subsection  (c)(3),  the  United  States 

shareholder  receives  a  minimum  distribution  of  the  con¬ 
solidated  earnings  and  profits  for  the  taxable  year  of 
all  such  controlled  foreign  corporations. 

“(b)  Minimum  Distributions. — For  purposes  of  this 
section,  a  minimum  distribution  with  respect  to  the  earnings 
and  profits  for  the  taxable  year  of  any  controlled  foreign 
corporation  or  corporations  shall,  in  the  case  of  any  United 
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States  shareholder,  he  its  pro  rata  share  of  an  amount  deter¬ 
mined  in  accordance  with  the  following  table: 


“ If  the  effective  foreign  tax 
rate  is  ( 'percentage) : 

Under  10 - 

10  or  over  hut  less  than  20 - 

20  or  over  hut  less  than  30 - 

30  or  over  hut  less  than  Ifi - 

JfO  or  over  hut  less  than  £2 - 

1$  or  over  hut  less  than  44 - 

44  or  over  hut  less  than  40 - 

40  or  over  hut  not  more  than  4? ■ 
Over  4 7 - 


The  required  minimum  dis¬ 
tribution  of  earnings  and 
profits  is  (percentage) : 

_  90 

_  80 

_  70 

_  60 

_  50 

_  38 

_  26 

_  14 

_  0 


“(c)  Amounts  to  Which  Section  Applies. — 


“(1 )  Foreign  subsidiaries. — Subsection  (a)(1) 
shall  apply  to  amounts  which  (but  for  the  provisions  of 
this  section)  would  be  included  in  the  gross  income  of  the 
United  States  shareholder  under  section  951  ( a)  (1)  ( A) 


(i)  by  reason  of  its  ownership,  within  the  meaning  of 
section  958(a)(1)(A),  of  stock  of  a  controlled  foreign 


corporation. 

“(2)  Chain  of  controlled  foreign  corpora¬ 
tions. — Subsection ( a)  (2)  shall  apply  to  amounts  which 
(but  for  the  provisions  of  this  section)  would  be  included 
in  the  gross  income  of  the  United  States  shareholder 

under  section  951(a)  (1)  (A)  (i) 

“(A)  by  reason  of  its  ownership,  within  the 

meaning  of  section  958(a)  (1)  (A) ,  of  stock  of  a 
controlled  foreign  corporation,  and 
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“(B)  to  the  extent  that  the  United  States  share¬ 
holder  so  elects,  by  reason  of  its  ownership,  within 
the  meaning  of  section  958(a)(2),  of  stock  of  any 
other  controlled  foreign  corporation  (on  account  ol 
its  ownership  of  the  stock  described  in  subparagraph 
(A)  or  of  stock  described  in  this  subparagraph) , 
but  only  if  there  is  taken  into  account  the  earnings 
and  profits  of  each  foreign  corporation,  whether  or 
not  a  controlled  foreign  corporation,  by  reason  of 
which  the  United  States  shareholder  owns,  within  the 
meaning  of  section  958(a)(2),  stock  of  such  con¬ 
trolled  foreign  corporation. 

“(3)  All  controlled  foreign  corpora¬ 
tions. — Except  as  provided  in  paragraph  (4),  subsec¬ 
tion  (a)(3)  shall  apply  to  amounts  which  (but  for  the 
provisions  of  this  section)  would  be  included  in  the  gross 
income  of  the  United  States  shareholder  under  section 
951(a)  (1)  (A)  (i) — 

“(A)  by  reason  of  its  ownership,  within  the 
meaning  of  section  958(a)  (1)  (A),  of  stock  of  all 
controlled  foreign  corporations  in  which  it  owns 
stock  within  the  meaning  of  such  section,  and 

“(B)  by  reason  of  its  ownership,  within  the 
meaning  of  section  958  (a)(2),  of  stock  of  all  con¬ 
trolled  foreign  corporations  in  which  it  owns  stock 
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within  the  meaning  of  such  section ,  hut  only  if  there 
is  taken  into  account  the  earnings  and  profits  of 
each  foreign  corporation,  whether  or  not  a  controlled 
foreign  corporation,  by  reason  of  which  the  United 
States  shareholder  owns,  within  the  meaning  of 
section  958(a),  stock  of  any  of  such  controlled 
foreign  corporations. 

“(4)  Exceptions  and  special  rules. — 

“(A)  Less  developed  country  corpora¬ 
tions. — If  the  United  States  shareholder  so  elects, 
subsection  (a)(3)  and  paragraph  (3)  of  this  sub¬ 
section  shall  not  apply  to  amounts  which  would  be 
included  in  the  gross  income  of  such  shareholder 
under  section  951  (a)  (1)  (A)  (i)  by  reason  of  its 
ownership,  within  the  meaning  of  section  958  (a) , 
of  stock  of  controlled  foreign  corporations  which  are 
less  developed  country  corporations  ( as  defined  in 
section  955  (c) ).  This  subparagraph  shall  not 
apply  with  respect  to  a  less  developed  country  corpo¬ 
ration  if,  by  reason  of  the  ownership  of  the  stock  of 
such  corporation,  the  United  States  shareholder 
owns,  within  the  meaning  of  section  958(a)(2), 
stock  of  any  other  controlled  foreign  corporation 
which  is  not  a  less  developed  country  corporation. 
Except  as  provided  in  the  preceding  sentence,  an 
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election  under  this  subparagraph  may  be  made  only 
with  respect  to  all  controlled  foreign  corporations 
which  are  less  developed  country  corporations  and, 
with  respect  to  which  the  domestic  corporation 
making  the  election  is  a  United  States  shareholder. 

“(B)  Foreign  branches. — In  applying  sub¬ 
section  (a)(3)  and  paragraph  (3)  of  this  subsec¬ 
tion,  if  a,  United  States  shareholder  so  elects,  all 
branches  maintained  by  such  shareholder  in  foreign 
countries,  the  Commonwealth  of  Puerto  Pico,  or 
possessions  of  the  United  States  shall,  under  regula¬ 
tions  prescribed  by  the  Secretary  or  his  delegate,  be 
treated  as  wholly  owned  subsidiary  corporations  of 
such  shareholder  organized  under  the  laws  of  such 
foreign  countries,  the  Commonwealth  of  Puerto 
Pico,  or  possessions  of  the  United  States,  as  the 
case  may  be.  Each  branch  so  treated  shall,  for 
purposes  of  this  section,  be  considered  to  have  distrib¬ 
uted  to  the  United  States  shareholder  all  of  its 
earnings  and  profits  for  the  taxable  year.  This 
subparagraph  shcdl  not  apply  to  a  branch  main¬ 
tained  by  a  United  States  shareholder  in  the  Com¬ 
monwealth  of  Puerto  Pico  or  a  possession  of  the 
United  States  unless — 

“(i)  such  branch  would  be  a  controlled 
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foreign  corporation  (as  defined  in  section  957) 
if  it  were  incorporated  under  the  laws  of  the 
Commonwealth  of  Puerto  Pico  or  the  possession 
of  the  United  States,  as  the  case  may  he,  and 
“(ii)  the  gross  income  of  the  United  States 
shareholder  for  the  taxable  year  includes  income 
derived  from  sources  within  the  Commonwealth 
of  Puerto  Pico  and  possessions  of  the  United 
States. 

“(C)  Blocked  foreign  income. — If  a 
United  States  shareholder  so  elects,  the  provisions 
of  subsection  (a)(3)  and  of  paragraph  (3)  of  this 
subsection  shall  not  apply  with  respect  to  any  for¬ 
eign  corporation,  if  it  is  established  to  the  satisfac¬ 
tion  of  the  Secretary  or  his  delegate  that  the 
earnings  and  profits  of  such  foreign  corporation 
could  not  have  been  distributed  to  United  States 
shareholders  who  own  (within  the  meaning  of  sec¬ 
tion  958  (a) )  stock  of  such  foreign  corporation 
because  of  currency  or  other  restrictions  or  limita¬ 
tions  imposed  under  the  laws  of  any  foreign  country. 
“(d)  Effective  Foreign  Tax  Pate. — For  purposes 
of  this  section,  the  term  ‘ effective  foreign  tax  rate ’  means — 
“( 1)  with  respect  to  a  single  controlled  foreign  cor¬ 
poration,  the  percentage  which — 
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“(A)  the  income,  war  profits,  or  excess  profits 
taxes  paid  or  accrued  to  foreign  countries  or  pos¬ 
sessions  of  the  United  States  hy  the  controlled  for¬ 
eign  corporation  for  the  taxable  year  on  or  with  re¬ 
spect  to  its  earnings  and  profits  for  the  taxable  year, 
is  of 

“(B)  the  sum  of  (i)  the  earnings  and  profits 
of  the  controlled  foreign  corporation  described  in 
subparagraph  (A)  and  (ii)  and  the  taxes  described 
in  subparagraph  (A)  ;  and 

“(2)  with  respect  to  two  or  more  foreign  corpora¬ 
tions,  the  percentage  which — 

“(A)  the  total  income,  war  profits,  or  excess 
profits  taxes  paid  or  accrued  to  foreign  countries 
or  possessions  of  the  United  States  by  such  foreign 
corporations  for  the  taxable  year  on  or  with  respect 
to  the  total  earnings  and  profits  of  such  foreign 
corporations  for  the  taxable  year,  is  of 

“(B)  the  sum  of  (i)  the  total  earnings  and 
profits  of  such  foreign  corporations  described  in 
subparagraph  (A)  and  (ii)  the  taxes  described  in 
subparagraph  (A). 

For  purposes  of  the  preceding  sentence,  in  the  case  of  any 
United  States  shareholder,  the  computation  of  the  effective 
foreign  tax  rate  applicable  with  respect  to  any  controlled 
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foreign  corporation  or  corporations  shall  he  made  without 
regard  to  distributions  made  by  such  controlled  foreign  corpo¬ 
ration  or  corporations  to  such  United  States  shareholder . 
“(e)  Special  Rules. — 

“( 1)  Year  from  which  distributions  are 
MADE. — For  purposes  of  this  section,  the  second  sentence 
of  section  902(c)  (1 )  shall  apply  in  determining  from  the 
earnings  and  profits  of  what  year  distributions  are  made 
by  any  foreign,  corporation ,  except  that  the  Secretary  or 
his  delegate  may  by  regulations  provide  a  period  in  excess 
of  60  days  in  lieu  of  the  60-day  period  prescribed  in 
such  section. 

“(2)  Insufficient  distributions. — 1  f — 

“(A)  a  United  States  shareholder,  in  moling  its 
return  of  the  tax  imposed  by  this  chapter  for  any 
taxable  year,  applies  the  provisions  of  this  section 
with  respect  to  any  controlled  foreign  corporation, 
“(B)  it  is  subsequently  determined  that  this 
section  did  not  apply  with  respect  to  such  controlled 
foreign  corporation  for  such  taxable  year  due  to  the 
failure  of  the  United  States  shareholder  to  receive  a 
minimum  distribution  with  respect  to  such  controlled 
foreign  corporation,  and 

“(C)  such  failure  is  due  to  reasonable  cause, 
then  a  subsequent  distribution  made  with  respect 
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to  such  controlled  foreign  corporation  may,  if  made 
at  a  time  and  in  a  manner  prescribed  by  the  Secretary 
or  his  delegate  by  regulations,  be  treated,  for  purposes  of 
this  chapter,  as  having  been  made  for,  and  received 
in,  the  taxable  year  of  the  United  States  shareholder 
for  which  such  shareholder  applied  the  provisions  of 
this  section. 

“(3)  Affiliated  groups  of  corporations. — 
An  affiliated  group  of  corporations  which  is  eligible  to 
make  a  consolidated  return  under  section  1501  for  the 
taxable  year,  may,  if  it  so  elects,  be  treated  as  a  single 
United  States  shareholder  for  purposes  of  applying  this 
section  for  the  taxable  year. 

“(f)  Regulations. — The  Secretary  or  his  delegate 
shall  prescribe  such  regulations  as  he  may  deem  necessary  to 
carry  out  the  provisions  of  this  section,  including  regulations 
for  the  determination  of  the  amount  of  foreign  tax  credit 
in  the  case  of  distributions  with  respect  to  the  earnings  and 
profits  of  two  or  more  foreign  corporations. 

“SEC.  964.  MISCELLANEOUS  PROVISIONS. 

“(a)  Earnings  and  Profits. — For  purposes  of  this 
subpart,  the  earnings  and  profits  of  any  foreign  corporation, 
and  the  deficit  in  earnings  and  profits  of  any  foreign  corpora¬ 
tion,  for  any  taxable  year  shall  be  determined  according  to 
rules  substantially  similar  to  those  applicable  to  domestic 
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corporations ,  under  regulations  prescribed  by  the  Secretary 
or  his  delegate. 

“(b)  Blocked  Foreign  Income. — Under  regulations 
prescribed  by  the  Secretary  or  his  delegate ,  no  part  of  the 
earnings  and  profits  of  a  controlled  foreign  corporation  for 
any  taxable  year  shall  be  included  in  earnings  and  profits  for 
purposes  of  sections  952,  955,  and  956,  if  it  is  established  to 
the  satisfaction  of  the  Secretary  or  his  delegate  that  such  part 
could  not  have  been  distributed  by  the  controlled  foreign 
corporation  to  United  States  shareholders  who  own  (within 
the  meaning  of  section  958(a) )  stock  of  such  controlled 
foreign  corporation  because  of  currency  or  other  restrictions 
or  limitations  imposed  under  the  laws  of  any  foreign  country. 
“(c)  Records  and  Accounts  of  United  States 

SlIA  REHOLDERS.— 

“(1)  Records  and  accounts  to  be  main¬ 
tained. — The  Secretary  or  his  delegate  may  by  regula¬ 
tions  require  each  person  who  is,  or  has  been,  a  United 
States  shareholder  of  a  controlled  foreign  corporation 
to  maintain  such  records  and  accounts  as  may  be  pre¬ 
scribed  by  such  regulations  as  necessary  to  carry  out 
the  provisions  of  this  subpart  and  subpart  G. 

“(2)  Two  OR  MORE  PERSONS  REQUIRED  TO 
MAINTAIN  OR  FURNISH  THE  SAME  RECORDS  AND 


ACCOUNTS  WITH  RESPECT  TO  THE  SAME  FOREIGN  COR- 
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poration. — Where,  but  for  this  paragraph,  two  or  more 
United  States  persons  would  be  required  to  maintain  or 
furnish  the  same  records  and  accounts  as  may  by  regula¬ 
tions  be  required  under  paragraph  (1)  with  respect  to 
the  same  controlled  foreign  corporation  for  the  same 
period,  the  Secretary  or  his  delegate  may  by  regulations 
provide  that  the  maintenance  or  furnishing  of  such 
records  and  accounts  by  only  one  such  person  shcdl  satisfy 
the  requirements  of  paragraph  (1)  for  such  other 
persons. 

“Subpart  G — Export  Trade  Corporations 

“Sec.  970.  Reduction  of  subpart  F  income  of  export  trade 
corporations. 

“Sec.  971.  Definitions. 

“Sec.  972.  Consolidation  of  group  of  export  trade  corpora¬ 
tions. 

“SEC.  970.  REDUCTION  OF  SUBPART  F  INCOME  OF  EXPORT 

TRADE  CORPORATIONS. 

“(a)  Export  Trade  Income  Constituting  For¬ 
eign  Base  Company  Income. — 

“( 1)  In  general. — In  the  case  of  a  controlled 
foreign  corporation  ( as  defined  in  section  957 )  which 
for  the  taxable  year  is  an  export  trade  corporation,  the 
subpart  F  income  ( determined  without  regard  to  this 
subpart)  of  such  corporation  for  such  year  shall  be 
reduced  by  an  amount  equal  to  so  much  of  the  export 
trade  income  (as  defined  in  section  971(b))  of  such 
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corporation  for  such  year  as  constitutes  foreign  base 
company  income  (as  defined  in  section  954),  but  only 
to  the  extent  that  such  amount  does  not  exceed  whichever 
of  the  following  amounts  is  the  lesser: 

“(A)  an  amount  equal  to  1 times  so  much  of 
the  export  promotion  expenses  ( as  defined  in  section 
971  (d) )  of  such  corporation  for  such  year  as  is 
properly  allocable  to  the  export  trade  income  which 
constitutes  foreign  base  company  income  of  such 
corporation  for  such  year,  or 

“(B )  an  amount  equal  to  10  percent  of  so  much 
of  the  gross  receipts  for  such  year  (or,  in  the  case 
of  gross  receipts  arising  from  commissions,  fees,  or 
other  compensation  for  its  services,  so  much  of  the 
gross  amount  upon  the  basis  of  which  such  commis¬ 
sions,  fees,  or  other  compensation  is  computed)  ac¬ 
cruing  to  such  export  trade  corporation  from  the  sale, 
installation,  operation,  maintenance,  or  use  of  prop¬ 
erty  in  respect  of  which  such  corporation  derives 
export  trade  income  as  is  properly  allocable  to  the 
export  trade  income  which  constitutes  foreign  base 
company  income  of  such  corporation  for  such  year. 
The  allocations  with  respect  to  export  trade  income  which 
constitutes  foreign  base  company  income  under  sub- 
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'paragraphs  (A)  and  (B  )  shall  be  made  under  regula¬ 
tions  prescribed  by  the  Secretary  or  his  delegate. 

“(2)  Overall  limitation. — The  reduction  under 
paragraph  (1)  for  any  taxable  year  shall  not  exceed 
an  amount  which  bears  the  same  ratio  to  the  increase 
in  the  investments  in  export  trade  assets  ( as  defined  in 
section  971(c))  of  such  corporation  for  such  year  as 
the  export  trade  income  which  constitutes  foreign  base 
company  income  of  such  corporation  for  such  year  bears 
to  the  entire  export  trade  income  of  such  corporation 
for  such  year. 

“(b)  Inclusion  of  Certain  Previously  Excluded 
Amounts. — Each  United  States  shareholder  of  a  controlled 
foreign  corporation  which  for  any  prior  taxable  year  was  an 
export  trade  corporation  shall  include  in  his  gross  income 
under  section  951  (a)  (1)  (A)  (ii),  as  an  amount  to  which  sec¬ 
tion  955  (relating  to  withdrawal  of  previously  excluded  sub¬ 
part  F  income  from  qualified  investment)  applies,  his  pro  rata 
share  of  the  amount  of  decrease  in  the  investments  in  export 
trade  assets  of  such  corporation  for  such  year,  but  only  to 
the  extent  that  his  pro  rata  share  of  such  amount  does  not 
exceed  an  amount  equal  to — 

“(i)  his  pro  rata  share  of  the  sum  of  (A )  the 
amounts  by  which  the  subpart  F  income  of  such  cor¬ 
poration  was  reduced  for  all  prior  taxable  years  under 
subsection  (a),  and  (B)  the  amounts  not  included  in 
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subpart  F  income  (determined  without  regard  to  this 
subpart)  for  all  prior  taxable  years  by  reason  of 
the  application  of  section  972,  reduced  by 

“(2)  the  sum  of  the  amounts  which  were  included  in 
his  gross  income  under  section  951  ( a)  (1)  (A)  (ii)  under 
the  provisions  of  this  subsection  for  all  prior  taxable 
years. 

“(c)  Investments  in  Export  Trade  Assets.— 
“(1)  Amount  of  investments. — For  purposes 
of  this  section,  the  amount  taken  into  account  with 
respect  to  any  export  trade  asset  shall  be  its  adjusted 
basis,  reduced  by  any  liability  to  which  the  asset  is 
subject. 

“(2)  Increase  in  investments  in  export 
trade  ASSETS. — For  purposes  of  subsection  (a),  the 
amount  of  increase  in  investments  in  export  trade  assets 
of  any  controlled  foreign  corporation  for  any  taxable 
year  is  the  amount  by  which — 

“(A)  the  amount  of  such  investments  at  the 

close  of  the  taxable  year,  exceeds 

“(B)  the  amount  of  such  investments  at  the 
close  of  the  preceding  taxable  year. 

“(3)  Decrease  in  investments  in  export 
trade  assets. — For  purposes  of  subsection  (b),  the 
amount  of  decrease  in  investments  in  export  trade  assets 
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of  any  controlled  foreign  corporation  for  any  taxable 
year  is  the  amount  by  which — 

“(A)  the  amount  of  such  investments  at  the 
close  of  the  preceding  taxable  year  (reduced  by  an 
amount  equal  to  the  amount  of  net  loss  sustained 
during  the  taxable  year  with  respect  to  export  trade 
assets),  exceeds 

“(B)  the  amount  of  such  investments  at  the 
close  of  the  taxable  year. 

“(4)  Special  rule —A  United  States  shareholder 
of  an  export  trade  corporation  may,  under  regulations 
prescribed  by  the  Secretary  or  his  delegate,  make  the 
determinations  under  paragraphs  (2)  and  (3)  as  of  the 
close  of  the  75th  day  after  the  close  of  the  years  referred 
to  in  such  paragraphs  in  lieu  of  on  the  last  day  of  such 
years.  An  election  under  this  paragraph  made  with 
respect  to  any  taxable  year  shall  apply  to  such  year  and 
to  all  succeeding  taxable  years  unless  the  Secretary  or 
his  delegate  consents  to  the  revocation  of  such  election. 
“SEC.  971.  DEFINITIONS. 

“(a)  Export  Trade  Corporation. — For  pur¬ 
poses  of  this  subpart,  the  term  ‘export  trade  corporation' 


means — 


“(1)  In  general. — A  controlled  foreign  corpora- 
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tion  (as  defined  in  section  957)  which  satisfies  the 
following  conditions : 

“( A)  90  'percent  or  more  of  the  gross  income  of 
such  corporation  for  the  3-year  period  immedi¬ 
ately  preceding  the  close  of  the  taxable  year  (or 
such  part  of  such  period  subsequent  to  the  effective 
date  of  this  subpart  during  which  the  corporation 
was  in  existence)  ivas  derived  from  sources  without 
the  United  States,  and 

“(B)  75  percent  or  more  of  the  gross  income 
of  such  corporation  for  such  pei'iod  constituted  gross 
income  in  respect  of  which  such  corporation  derived 
export  trade  income. 

“(2)  Special  rule. — If  50  percent  or  more  of  the. 
gross  income  of  a  controlled  foreign  corporation  in  the 
period,  specified,  in  subsection  (a)  (1)  (A)  is  gross  income 
in  respect  of  which  such  corporation  derived  export  trade 
income  in  respect  of  agricultural  products  grown  in  the 
the  United  States,  it  may  qualify  as  an  export  trade 
corporation  although  it  does  not  meet  the  requirements 
of  subsection  (a)(1)(B). 

“(b)  Export  Trade  Income. — For  the  purposes  of 
this  subpart,  the  term  ‘ export  trade  income’  means  net  income 
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“( 1)  the  sale  to  an  unrelated  person  for  use,  con¬ 
sumption,  or  disposition  outside  the  United  States  of 
export  property  ( as  defined  in  subsection  (e)  ) ,  or  from 
commissions,  fees,  compensation,  or  other  income  from 
the  performance  of  commercial,  industrial,  financial, 
technical,  scientific,  managerial,  engineering,  architec¬ 
tural,  skilled,  or  other  services  in  respect  of  such  sales 
or  in  respect  of  the  installation  or  maintenance  of  such 
export  property; 

“(2)  commissions,  fees,  compensation,  or  other 
income  from  commercial,  industrial,  financial,  technical, 
scientific,  managerial,  engineering,  architectural,  skilled, 
or  other  services  performed  in  connection  with  the  use 
by  an  unrelated  person  outside  the  United  States  of 
patents,  copyrights,  secret  processes  and  formulas,  good¬ 
will,  trademarks,  trade  brands,  franchises,  and  other  like 
property  acquired  or  developed  and  owned  by  the  manu¬ 
facturer,  producer,  grower,  or  extractor  of  export  prop¬ 
erty  in  respect  of  which  the  export  trade  corporation 
earns  export  trade  income  under  paragraph  (1)  ; 

“(3)  commissions,  fees,  rentals,  or  other  compensa¬ 
tion  or  income  attributable  to  the  use  of  export  property 
by  an  unrelated  person  or  attributable  to  the  use  of 
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export  property  in  the  rendition  of  technical,  scientific, 
or  engineering  services  to  an  unrelated  person;  and 

“(4)  interest  from  export  trade  assets  described  in 
subsection  (c)(4). 

For  purposes  of  paragraph  (3),  if  a  controlled  foreign  cor¬ 
poration  receives  income  from  an  unrelated  person  attribut¬ 
able  to  the  use  of  export  property  in  the  rendition  of  services 
to  such  unrelated  person  together  with  income  attributable 
to  the  rendition  of  other  services  to  such  unrelated  person, 
including  personal  services,  the  amount  of  such  aggregate 
income  which  shall  be  considered  to  be  attributable  to  the  use 
of  the  export  property  shall  (if  such  amount  cannot  be 
established  by  reference  to  transactions  between  unrelated 
persons)  be  that  part  of  such  aggregate  income  which  the 
cost  of  the  export  property  consumed  in  the  rendition  of  such 
services  (including  a  reasonable  allowance  for  depreciation) 
bears  to  the  total  costs  and  expenses  attributable  to  such  aggre¬ 
gate  income. 

“(c)  Export  Trade  Assets.— For  purposes  of 
this  subpart,  the  term  ‘ export  trade  assets’  means — 

“(1)  working  capital  reasonably  necessary  for  the 
production  of  export  trade  income, 

H.R.  10650 - 16 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 


242 


“(2)  inventory  of  export  property  held  for  use , 
consumption,  or  disposition  outside  the  United  States, 
“(3)  facilities  located  outside  the  United  States  for 
the  storage,  handling,  transportation,  packaging,  or 
servicing  of  export  property,  and 

“(4)  evidences  of  indebtedness  executed  by  persons, 
other  than  related  persons,  in  connection  with  payment 
for  purchases  of  export  property  for  use,  consumption,  or 
disposition  outside  the  United  States,  or  in  connection 
with  the  payment  for  services  described  in  subsections 
(b)  (2)  and  (3). 

“(d)  Export  Promotion  Expenses. — For  pur¬ 
poses  of  this  subpart,  the  term  ‘ export  promotion  expenses' 
means  the  following  expenses  paid  or  incurred  in  the  receipt 
or  production  of  export  trade  income — 

“(1)  a  reasonable  allowance  for  salaries  or  other 
compensation  for  personal  services  actually  rendered  for 
such  purpose, 

“(2)  rentals  or  other  payments  for  the  use  of  prop¬ 
erty  actually  used  for  such  purpose, 

“(3)  a  reasonable  allowance  for  the  exhaustion, 
wear  and  tear,  or  obsolescence  of  property  actually  used 
for  such  purpose,  and 

“(4)  any  other  ordinary  and  necessary  expenses  of 
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the  corporation  to  the  extent  reasonably  allocable  to  the 
receipt  or  production  of  export  trade  income. 

No  expense  incurred  within  the  United  States  shall  be  treated 
as  an  export  promotion  expense  within  the  meaning  of  the 
preceding  sentence,  unless  at  least  90  percent  of  each  cate¬ 
gory  of  expenses  described  in  such  sentence  is  incurred  out¬ 
side  the  United  States. 

“(e)  Export  Property. — For  purposes  of  this  sub- 
part,  the  term  ‘export  property  means  any  property  or  any 
interest  in  property  manufactured,  produced,  grown,  or  ex¬ 
tracted  in  the  United  States. 

“(f)  Unrelated  Person. — For  purposes  of  this  sub¬ 
part,  the  term  ‘unrelated  person  means  a  person  other  than  a 
related  person  as  defined  in  section  954  (d)(3). 

“SEC.  972.  CONSOLIDATION  OF  GROUP  OF  EXPORT  TRADE 
CORPORATIONS. 

“For  purposes  of  this  subpart  and  subpart  F  of  this 
part,  a  United  States  shareholder  of  a  controlled  foreign  cor¬ 
poration  which  is  an  export  trade  corporation  may,  under 
regulations  prescribed  by  the  Secretary  or  his  delegate,  treat 
as  a  single  controlled  foreign  corporation — 

“(1)  such  controlled  foreign  corporation, 

“(2)  all  controlled  foreign  corporations  which  are 
export  trade  corporations  and  80  percent  or  more  of 
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the  total  combined  voting  power  of  all  classes  of  stock 
entitled  to  vote  of  which  is  owned  by  such  controlled 
foreign  corporation;  and 

“(3)  all  controlled  foreign  corporations  which  are 
export  trade  corporations  and  80  percent  or  more  of 
the  total  combined  voting  power  of  all  classes  of  stock 
entitled  to  vote  of  which  is  owned  by  controlled  for¬ 
eign  corporations  described  in  paragraph  (2)  ” 

(b)  Technical  and  Clerical  Amendments. — 
a)  Section  901  (relating  to  foreign  tax  credit) 
is  amended  by  striking  out  “section  902”  and  inserting  in 
lieu  thereof  “sections  902  and  960” . 

(2)  Section  904(g)  (as  redesignated  by  section 
10(a)  of  this  Act)  is  amended  to  read  as  follows: 

“(g)  Cross  References — 

“( 1 )  For  increase  of  applicable  limitation  under  sub¬ 
section  (a)  for  taxes  paid  with  respect  to  amounts  re¬ 
ceived  which  were  included  in  the  gross  income  of  the 
taxpayer  for  a  prior  taxable  year  as  a  United  States 
shareholder  with  respect  to  a  controlled  foreign  corpora¬ 
tion,  see  section  960(b). 

“(2)  For  special  rule  relating  to  the  application  of  the 
credit  provided  by  section  901  in  the  case  of  affiliated 
groups  which  include  Western  Hemisphere  trade  corpo¬ 
rations  for  years  in  which  the  limitation  provided  by 
subsection  (a)(2)  applies,  see  section  1503(d) 
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(3)  The  table  of  subparts  for  part  Ill  of  sub¬ 
chapter  N  of  chapter  1  is  amended  by  adding  at  the  end 
thereof  the  following: 

“ Subpart  F .  C ontrolled  foreign  corf  orations. 

“ Subfart  G.  Ex  fort  trade  corf  orations 

(4)  Section  1016(a)  (relating  to  adjustments  to 
basis )  is  amended  by  adding  after  paragraph  (19)  (as 
added  by  section  2(f)  of  this  Act )  the  following  new 
paragraph : 

“(20)  to  the  extent  provided  in  section  961  in  the 
case  of  stock  in  controlled  foreign  corporations  ( or  for¬ 
eign  corporations  which  were  controlled  foreign  cor¬ 
porations)  and  of  property  by  reason  of  which  a  person 
is  considered  as  owning  such  stock.” 

(c)  Effective  Date. — The  amendments  made  by 
this  section  shall  apply  with  respect  to  taxable  years  of  foreign 
corporations  beginning  after  December  31,  1962,  and  to 
taxable  years  of  United  States  shareholders  within  which  or 
with  which  such  taxable  years  of  such  foreign  corporations 
end. 
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SEC.  14  13.  GAIN  FROM  DISPOSITIONS  OF  CERTAIN  DE¬ 
PRECIABLE  PROPERTY. 

(a)  In  General.— 

(1)  Part  IV  of  subcliapter  P  of  chapter  1  (relating 
to  special  rules  for  determining  capital  gains  and  losses) 
is  amended  by  adding  at  the  end  thereof  the  following 
new  section: 

“SEC.  1245.  GAIN  FROM  DISPOSITIONS  OF  CERTAIN  DE¬ 
PRECIABLE  PROPERTY. 

“  (a)  General  Rule. — 

“  ( 1 )  Ordinary  income.— Except  as  otherwise 
provided  in  this  section,  if  section  1245  property  is  dis¬ 
posed  of  after  the  date  of  the  enactment  of  the  Revenue 
Aet  of  1962  during  a  taxable  year  beginning  after 
December  31, 1962,  the  amount  by  which  the  lower  of — 
“  (A)  the  recomputed  basis  of  the  property,  or 
“(B)  (i)  in  the  case  of  a  sale,  exchange,  or 
involuntary  conversion,  the  amount  realized,  or 
“  (ii)  in  the  case  of  any  other  disposition,  the 
fair  market  value  of  such  property, 
exceeds  the  adjusted  basis  of  such  property  shall  be 
treated  as  gain  from  the  sale  or  exchange  of  property 
which  is  neither  a  capital  asset  nor  property  described  in 
section  1231.  Such  gain  shall  be  recognized  notwith¬ 
standing  any  other  provision  of  this  subtitle. 
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“(2)  Recomputed  basis. — For  purposes  of  tliis 
section,  the  term  'recomputed  basis’  means,  with  respect 
to  any  property,  its  adjusted  basis  recomputed  by  adding 
thereto  all  adjustments,  for  taxable  years  beginning 
attributable  to  periods  after  December  31,  1961,  reflected 
in  such  adjusted  basis  on  account  of  deductions  (whether 
in  respect  of  the  same  or  other  property)  allowed  or 
allowable  to  the  taxpayer  or  to  any  other  person  for 
depreciation,  or  for  amortization  under  section  168.  For 
purposes  of  the  preceding  sentence,  if  the  taxpayer  can 
establish  by  adequate  records  or  other  sufficient  evidence 
that  the  amount  allowed  for  depreciation,  or  for  amorti¬ 
zation  under  section  168,  for  any  taxable  year  period 
was  less  than  the  amount  allowable,  the  amount  added 
for  such  taxable  year  period  shall  he  the  amount  allowed. 

"(3)  Section  1245  property. — For  purposes 
of  this  section,  the  term  'section  1245  property’  means 
any  property  (other  than  livestock)  which  is  or  has 
been  property  of  a  character  subject  to  the  allowance 
for  depreciation  provided  in  section  167  and  is  either — 
"(A)  personal  property,  or 
"(B)  other  property  (not  including  a  building 
or  its  structural  components)  but  only  if  such  other 
property  is  tangible  and  has  an  adjusted  basis  in 
which  there  are  reflected  adjustments  described  in 
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paragraph  (2)  for  a  period  in  which  such  prop¬ 
erty  (or  other  property)  — 

“  (i)  was  used  as  an  integral  part  of  manu¬ 
facturing,  production,  or  extraction  or  of  fur¬ 
nishing  transportation,  communications,  electri¬ 
cal  energy,  gas,  water,  or  sewage  disposal  serv¬ 
ices,  or 

“  (ii)  constituted  research  or  storage  facili¬ 
ties  used  in  connection  with  any  of  the  activi¬ 
ties  referred  to  in  clause  (i) . 

“(b)  Exceptions  and  Limitations. — 

“(i)  Gifts. — Subsection  (a)  shall  not  apply  to  a 
disposition  by  gift. 

“(2)  Transfees  at  death. — Except  as  provided 
in  section  691  (relating  to  income  in  respect  of  a  de¬ 
cedent)  ,  subsection  (a)  shall  not  apply  to  a  transfer  at 
death. 

“(3)  Certain  tax-free  transactions.— If  the 
basis  of  property  in  the  hands  of  a  transferee  is  deter¬ 
mined  by  reference  to  its  basis  in  the  hands  of  the  trans¬ 
feror  by  reason  of  the  application  of  section  332,  351, 
361,  371  (a) ,  374  (a) ,  721,  or  731,  then  the  amount  of 
gain  taken  into  account  by  the  transferor  under  subsec¬ 
tion  (a)  (1)  shall  not  exceed  the  amount  of  gain  recog¬ 
nized  to  the  transferor  on  the  transfer  of  such  property 
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(determined  without  regard  to  this  section) .  This  para¬ 
graph  shall  not  apply  to  a  disposition  to  an  organization 
(other  than  a  cooperative  described  in  section  521) 
which  is  exempt  from  the  tax  imposed  by  this  chapter. 

“  (4)  Like  kind  exchanges;  involuntary  con¬ 
versions,  etc. — If  property  is  disposed  of  and  gain 
(determined  without  regard  to  this  section)  is  not  rec¬ 
ognized  in  whole  or  in  part  under  section  1031  or  1033, 
then  the  amount  of  gain  taken  into  account  by  the  trans¬ 
feror  under  subsection  (a)  (1)  shall  not  exceed  the 
sum  of — 

“(A)  the  amount  of  gain  recognized  on  such 
disposition  (determined  without  regard  to  this  sec¬ 
tion)  ,  plus 

“  (B)  the  fair  market  value  of  property  accpiired 
which  is  not  section  1245  property  and  which  is  not 
taken  into  account  under  subparagraph  (A) . 

“(5)  Section  1071  and  i08i  transactions. — 
Under  regulations  prescribed  by  the  Secretary  or  his 
delegate,  rules  consistent  with  paragraphs  (3)  and  (4) 
of  this  subsection  shall  apply  in  the  case  of  transactions 
described  in  section  1071  (relating  to  gain  from  sale 
or  exchange  to  effectuate  policies  of  UCC)  or  section 
1081  (relating  to  exchanges  in  obedience  to  SEC 
orders) . 
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“(6)  Property  distributed  by  a  partnership 
TO  A  PARTNER. — 

“  (A)  In  general. — For  purposes  of  this  sec¬ 
tion,  the  basis  of  section  1245  property  distributed 
by  a  partnership  to  a  partner  shall  be  deemed  to 
be  determined  by  reference  to  the  adjusted  basis  of 
such  property  to  the  partnership. 

“(B)  Adjustments  added  back. — In  the 
case  of  any  property  described  in  subparagraph 
(A),  for  purposes  of  computing  the  recomputed 
basis  of  such  property  the  amount  of  the  adjustments 
added  back  for  periods  before  the  distribution  by 
the  partnership  shall  be — 

“  (i)  the  amount  of  the  gain  to  which  sub¬ 
section  (a)  would  have  applied  if  such  property 
had  been  sold  by  the  partnership  immediately 
before  the  distribution  at  its  fair  market  value 
at  such  time,  reduced  by 

“  (ii)  the  amount  of  such  gain  to  which 
section  751  (b)  applied. 

“(c)  Adjustments  to  Basis.— The  Secretary  or  his 
delegate  shall  prescribe  such  regulations  as  he  may  deem 
necessary  to  provide  for  adjustments  to  the  basis  of  property 
to  reflect  gain  recognized  under  subsection  (a) . 
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“(d)  Application  of  Section. — This  section  shall 
apply  notwithstanding  any  other  provision  of  this  sub  title.” 

(2)  The  table  of  sections  for  such  part  IV  is 

amended  by  adding  at  the  end  thereof  the  following: 

“Sec.  1245.  Gain  from  dispositions  of  certain  depreciable 
property.” 

(b)  Change  in  Method  of  Depreciation. — Sub¬ 
section  (e)  of  section  167  (relating  to  depreciation)  is 
amended  to  read  as  follows: 

“(e)  Change  in  Method. — 

“  ( 1 )  Change  from  declining  balance 
method. — In  the  absence  of  an  agreement  under  sub¬ 
section  (d)  containing  a  provision  to  the  contrary,  a 
taxpayer  may  at  any  time  elect  in  accordance  with  regu¬ 
lations  prescribed  by  the  Secretary  or  his  delegate  to 
change  from  the  method  of  depreciation  described  in 
subsection  (b)  (2)  to  the  method  described  in  subsec¬ 
tion  (b)  ( 1) . 

“(2)  Change  with  respect  to  section  1245 
property. — A  taxpayer  may,  within  such  period  after 
the  date  of  the  enactment  of  the  Revenue  Aet  of  4963 
on  or  before  the  last  day  prescribed  by  law  (including 
extensions  thereof)  for  filing  his  return  for  his  first  tax¬ 
able  year  beginning  after  December  31,  1962,  and  in 
such  manner  as  the  Secretary  or  his  delegate  shall  by 
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regulations  prescribe,  elect  to  change  his  method  of 
depreciation  in  respect  of  section  1245  property  (as 
defined  in  section  1245(a)  (3))  from  any  declining 
balance  or  sum  of  the  years-digits  method  to  the 
straight  line  method.  An  election  may  be  made  under 
this  paragraph  notwithstanding  any  provision  to  the 
contrary  in  an  agreement  under  subsection  (d) 

(c)  Salvage  Value  of  Personal  Property.— 

(1)  Amount  taken  into  account. — Section 
167  (relating  to  depreciation)  is  amended  by  redesignat¬ 
ing  subsections  (f) ,  (g) ,  and  (h)  as  (g) ,  (h) ,  and 
(i),  respectively,  and  by  inserting  after  subsection  (e) 
the  following  new  subsection: 

“  (f)  Salvage  Value. — 

“  ( 1 )  General  rule. — Under  regulations  pre¬ 
scribed  by  the  Secretary  or  his  delegate,  a  taxpayer  may, 
for  purposes  of  computing  the  allowance  under  sub¬ 
section  (a)  with  respect  to  personal  property,  reduce 
the  amount  taken  into  account  as  salvage  value  by  an 
amount  which  does  not  exceed  10  percent  of  the  basis 
of  such  property  (as  determined  under  subsection  (g) 
as  of  the  time  as  of  which  such  salvage  value  is  required 
to  be  determined) . 

“(2)  Personal  property  defined. — For  pur- 
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poses  of  this  subsection,  the  term  ‘personal  property’ 
means  depreciable  personal  property  (other  than  live¬ 
stock)  with  a  useful  life  of  3  years  or  more  acquired  after 
the  date  of  the  enactment  of  the  Revenue  Act  of  1962.” 
(2)  Conforming  amendments. — 

(A)  Sections  179(d)  (5)  and  642(e)  are 
each  amended  by  striking  out  “167  (g)  ’  and  in¬ 
serting  in  lieu  thereof  “167  (li)  ’  . 

(B)  Section  179(d)  (8)  is  amended  by  strik¬ 
ing  out  “167  (f)  ”  and  inserting  in  lieu  thereof 
“167(g)”. 

(d)  Special  Rule  for  Charitable  Contributions 
of  Section  1245  Property— Section  170  (relating  to 
charitable,  etc.,  contributions  and  gifts)  is  amended  by  re¬ 
designating  subsections  (e)  and  (f)  as  (f)  and  (g) ,  re¬ 
spectively,  and  by  inserting  after  subsection  (d)  the  follow¬ 
ing  new  subsection: 

“(e)  Special  Rule  for  Charitable  Contribu¬ 
tions  of  Section  1245  Property— The  amount  of  any 
charitable  contribution  taken  into  account  under  this  section 
shall  be  reduced  by  the  amount  which  would  have  been 
treated  as  gain  to  which  section  1245  (a)  applies  if  the  piop- 
erty  contributed  had  been  sold  at  its  fair  market  value 
(determined  at  the  time  of  such  contribution) . 
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(e)  Computation  of  Taxable  Income  for  Pur¬ 
poses  of  Limitation  on  Percentage  Depletion 
Deduction. — Section  613(a)  (relating  to  percentage  deple¬ 
tion)  is  amended  by  inserting  after  the  second  sentence  thereof 
the  following  new  sentence:  “For  purposes  of  the  preceding 
sentence,  the  allowable  deductions  taken  into  account  with 
respect  to  expenses  of  mining  in  computing  the  taxable  in¬ 
come  from  the  property  shall  be  decreased  by  an  amount 
equal  to  so  much  of  any  gain  which  (1)  is  treated 
under  section  1245  (relating  to  gain  from  disposition 
of  certain  depreciable  property)  as  gain  from  the  sale  or  ex¬ 
change  of  property  which  is  neither  a  capital  asset  nor  prop¬ 
erty  described  in  section  1231,  and  (2)  is  properly  allocable 
to  the  property 

-fef-(f)  Technical  Amendments  — 

(i)  Special  eule  foe  paetneesiiips. — Section 
751  (c)  (relating  to  definition  of  “unrealized  receiv¬ 
ables”  for  purposes  of  subchapter  K)  is  amended  by 
adding  after  paragraph  (2)  the  following: 

‘Tor  purposes  of  this  section  and  sections  731,  736,  and 
741,  such  term  also  includes  section  1245  property  (as  de¬ 
fined  in  section  1245  (a)  (3)  ) ,  but  only  to  the  extent  of  the 
amount  which  would  be  treated  as  gain  to  which  section 
1245  (a)  would  apply  if  (at  the  time  of  the  transaction  de- 
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1  scribed  in  this  section  or  section  731,  736,  or  741,  as  the 

2  case  may  be)  such  property  had  been  sold  by  the  partner- 

3  ship  at  its  fair  market  value.” 

4  (2)  Corporate  distribution  of  property.— 

5  Subsections  (b)  and  (d)  of  section  301  (relating  to 

6  amount  distributed)  are  each  amended  by  striking  out 

7  “subsection  (b)  or  (c)  of  section  311”  and  inserting  in 

8  lieu  thereof  “subsection  (b)  or  (c)  of  section  311  or 

9  under  section  1245  (a)  ”. 

10  ( 3 )  Effect  on  earnings  and  profits. — Section 

11  312(c)  (3)  (relating  to  adjustments  of  earnings  and 

12  profits)  is  amended  by  striking  out  subsection  (b) 

13  or  (c)  of  section  311”  and  inserting  in  lieu  thereof 

14  “subsection  (b)  or  (c)  of  section  311  or  undei  sec- 

15  tion  1245  (a)  ”. 

16  (4)  Collapsible  corporations— Section  341 

17  (relating  to  collapsible  corporations)  is  amended 

18  })y  inserting  after  paragraph  (11)  the  following  new 

19  paragraph : 

20  “(12)  NON  APPLICATION  OF  SECTION  1245(a). — 

21  For  purposes  of  this  subsection,  the  determination  of 

22  whether  gain  from  the  sale  or  exchange  of  property 

23  would  under  any  provision  of  this  chapter  be  considered 

24  as  o-ain  from  the  sale  or  exchange  of  property  which  is 
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neither  a  capital  asset  nor  property  described  in  section 
1231  (b)  shall  be  made  without  regard  to  the  applica¬ 
tion  of  section  1245  (a) 

(5)  Installment  obligations  in  ceetain 

LIQUIDATIONS. — 

(A)  Section  453  (d)  (4)  (A)  (relating  to 
distribution  of  installment  obligations  in  section  332 
liquidations)  is  amended  by  adding  at  the  end  there¬ 
of  the  following  new  sentence  :  “If  the  basis  of  the 
property  of  the  liquidating  corporation  in  the  bands 
of  the  distributee  is  determined  under  section  334 
(b)  (2)  then  the  preceding  sentence  shall  not  apply 
to  the  extent  that  under  paragraph  ( 1 )  gain  to  the 
distributing  corporation  would  be  considered  as  gain 
to  which  section  1245  (a)  applies/’ 

(B)  Section  453  (d)  (4)  (B)  (relating  to  dis¬ 
tribution  of  installment  obligations  in  liquidations 
to  which  section  337  applies)  is  amended  by  adding 
at  the  end  thereof  the  following  new  sentence:  “The 
preceding  sentence  shall  not  apply  to  the  extent  that 
under  paragraph  (1)  gain  to  the  distributing  cor¬ 
poration  would  be  considered  as  gain  to  which  sec¬ 
tion  1245  (a)  applies.” 

-(f)-  Efeeotwe  Date. — The  amendments  made  by  this 
seetien  shah  ajsply  te  taxable  years  beginning  after  -December 
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2  34-y  196^7  an4  ending  after  the  date  of  the  cnaetmcnt  of 

2  tills  Aotr 

3  (g)  Effective  Bates. — The  amendments  made  by 

4  this  section  (other  than  the  amendments  made  by  subsection 

5  (c))  shall  apply  to  taxable  years  beginning  after  December 

6  31,  1962.  The  amendments  made  by  subsection  (c)  shall 

7  apply  to  taxable  years  beginning  after  December  31,  1961, 

8  and  ending  after  the  date  of  the  enactment  of  this  Act. 

9  SEC.  45  14.  FOREIGN  INVESTMENT  COMPANIES. 

10  (a)  Treatment  of  Sale  of  Stock  of  Foreign 

11  Investment  Companies. — 

12  (1)  In  general. — Part  IV  of  subchapter  P  of 

13  chapter  1  (relating  to  special  rules  for  determining 

Id  capital  gains  and  losses)  is  amended  by  adding  after 

15  section  1245  (as  added  by  section  44  13  of  this  Act)  the 

lb  following  new  sections : 

17  “SEC.  1246.  GAIN  ON  FOREIGN  INVESTMENT  COMPANY 

18  STOCK. 

19  “  (a)  Treatment  of  Gain  as  Ordinary  Income. — 

20  “  ( i )  General  rule. — In  the  case  of  a  sale  or 

21  exchange  ( or  a  distribution  which,  under  section  302  oi 

22  331 ,  is  treated  as  an  exchange  of  stock)  after  December 

23  31,  1962,  of  stock  in  a  foreign  corporation  which  was  a 

24  foreign  investment  company  (as  defined  in  subsection 

II.R.  10650 - 17 
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W  )  at  any  time  during  the  period  during  which 
the  taxpayer  held  such  stock,  any  gain  shall  be  treated 
as  gain  from  the  sale  or  exchange  of  property  which 
is  not  a  capital  asset,  to  the  extent  of  the  taxpayer’s 
ratable  share  of  the  earnings  and  profits  of  such 
corporation  accumulated  for  taxable  years  beginning 
after  December  31,  1962. 

“(2)  Ratable  shake. — For  purposes  of  this  sec¬ 
tion,  the  taxpayer’s  ratable  share  shall  he  determined 
under  regulations  prescribed  by  the  Secretary  or  his 
delegate,  but  shall  include  only  his  ratable  share  of  the 
accumulated  earnings  and  profits  of  such  corporation — 
“  (A)  for  the  period  during  which  the  taxpayer 
held  such  stock,  hut 

excluding  such  earnings  and  profits 
which  were  taxed  to  sueh  taxpayer  under  seetion 
954  or  under  section  551.- 

“(B)  excluding  such  earnings  and  profits  at¬ 
tributable  to  any  amount  previously  included  in  the 
gross  income  of  such  taxpayer  under  section  951 
(but  only  to  the  extent  the  inclusion  of  such  amount 
did  not  result  in  an  exclusion  of  any  other  amount 
from  gross  income  under  section  959). 

“(3)  Taxpayer  to  establish  earnings  and 
profits. — Unless  the  taxpayer  establishes  the  amount 
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of  the  accumulated  earnings  and  profits  of  the  foreign 
investment  company  and  the  ratable  share  thereof  for 
the  period  during  which  the  taxpayer  held  such  stock, 
all  the  gain  from  the  sale  or  exchange  of  stock  in  such 
company  shall  be  considered  as  gain  from  the  sale  or 
exchange  of  property  which  is  not  a  capital  asset. 

“(4)  Holding  period  of  stock  must  be  more 
than  6  months. — This  section  shall  not  apply  with 
respect  to  the  sale  or  exchange  of  stock  where  the  hold¬ 
ing  period  of  such  stock  as  of  the  date  of  such  sale  or 
exchange  is  6  months  or  less. 

“(b)  Definition  of  Foreign  Investment  Com¬ 
pany. — For  purposes  of  this  section,  the  term  ‘foreign  in¬ 
vestment  company’  means  any  foreign  corporation  which, 
for  any  taxable  year  beginning  after  December  31,  1,962, 
is — 

“(1)  registered  under  the  Investment  Company 
Act  of  1940,  as  amended  (15  U.S.C.  80a- 1  to  80b-2) , 
either  as  a  management  company  or  as  a  unit  invest¬ 
ment  trust,  or 

“(2)  engaged  (or  holding  itself  out  as  being 
engaged)  primarily  in  the  business  of  investing,  rein¬ 
vesting,  or  trading  in  securities  (within  the  meaning  of 
section  3  (a)  (1)  of  such  Act,  as  limited  by  paragraphs 
(2)  through  (10)  (except  paragraph  (6)(C))  and 
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paragraphs  (12)  through  (15)  of  section  3(c)  of  such 
Act)  at  a  time  when  more  than  50  percent  of  the  total 
combined  voting  power  of  all  classes  of  stock  entitled  to 
vote,  or  of  the  total  value  of  shares  of  all  classes  of  stock, 
was  held,  directly  or  indirectly'  (within  the  meaning  of 
section  0£5  958  (a) ) ,  by  United  States  persons  (as  de¬ 
fined  in  section  7701  (a)  (30)  ) . 

“(c)  Stock  Having  Transferred  or  Substituted 
Basis. — To  the  extent  provided  in  regulations  prescribed 
by  the  Secretary  or  his  delegate,  stock  in  a  foreign  corpora¬ 
tion,  the  basis  of  which  (in  the  hands  of  the  taxpayer  selling 
or  exchanging  such  stock)  is  determined  by  reference  to  the 
basis  (in  the  hands  of  such  taxpayer  or  any  other  person) 
of  stock  in  a  foreign  investment  company,  shall  be  treated 
as  stock  of  a  foreign  investment  company  and  held  by  the 
taxpayer  throughout  the  holding  period  for  such  stock  ( deter¬ 
mined  under  section  1223) . 

“(d)  Rules  Relating  to  Entities  Holding  For¬ 
eign  Investment  Company  Stock. — To  the  extent  pro¬ 
vided  in  regulations  prescribed  by  the  Secretary  or  his 
delegate — 

“(i)  trust  certificates  of  a  trust  to  which  section 
677  (relating  to  income  for  benefit  of  grantor)  applies, 
and 


“  (2)  stock  of  a  domestic  corporation, 
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1  shall  be  treated  as  stock  of  a  foreign  investment  company 

2  and  held  by  the  taxpayer  throughout  the  holding  period  for 

3  such  certificates  or  stock  (determined  under  section  1223) 

4  in  the  same  proportion  that  the  investment  in  stock  in  a  for- 

5  eign  investment  company  by  the  trust  or  domestic  corpora- 

6  tion  bears  to  the  total  assets  of  such  trust  or  corporation. 

7  “(e)  Rules  Relating  to  Stock  Acquibed  From  a 

8  Decedent.— 

9  “  ( 1 )  Basis.— In  the  case  of  stock  of  a  foreign 

10  investment  company  acquired  by  bequest,  devise,  or 

11  inheritance  (or  by  the  decedent’s  estate)  from  a  dece- 

12  dent  dying  after  December  31,  1962,  the  basis  deter- 

13  mined  under  section  1014  shall  be  reduced  (hut  not 

14  below  the  adjusted  basis  of  such  stock  in  the  hands  of 

15  the  decedent  immediately  before  his  death)  by  the 

16  amount  of  the  decedent’s  ratable  share  of  the  aeeumn- 

17  fated  earnings  and  profits  of  sack  company  earnings  and 

18  profits  of  such  company  accumulated  after  December  31, 

19  1962.  Any  stock  so  acquired  shall  he  treated  as  stock 

20  described  in  subsection  (c) . 

21  “  (2)  Deduction  for  estate  tax. — If  stock  to 

22  which  subsection  (a)  applies  is  acquired  from  a  dece- 

23  dent,  the  taxpayer  shall,  under  regulations  prescribed 

24  by  the  Secretary  or  his  delegate,  be  allowed  (for  the 

25  taxable  year  of  the  sale  or  exchange)  a  deduction  from 
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gross  income  equal  to  that  portion  of  the  decedent’s 
estate  tax  deemed  paid  which  is  attributable  to  the  excess 
of  (A)  the  value  at  which  such  stock  was  taken  into 
account  for  purposes  of  determining  the  value  of  the 
decedent’s  gross  estate,  over  (B)  the  value  at  which 
it  would  have  been  so  taken  into  account  if  such  value 
had  been  reduced  by  the  amount  described  in  para¬ 
graph  (1). 

“  (f)  Information  With  Respect  to  Certain 
Foreign  Investment  Investment  Companies. — Every 
United  States  person  who,  on  the  last  day  of  the  taxable 
year  of  a  foreign  investment  company  beginning  after 
December  31,  1962,  owns  5  percent  or  more  in  value  of  the 
stock  of  such  company  shall  furnish  with  respect  to  such 
company  such  information  as  the  Secretary  or  his  delegate 
shall  by  regulations  prescribe. 

“(g)  N  ON  APP  Lie  A  TION  OF  SECTION  367  IN  CERTAIN 
Cases. — Section  367  shall  not  apply  in  respect  of  a  foreign 
investment  company  described  in  paragraph  (1)  of  subsection 
(b)  which  is  a  party  to  a  reorganization  in  which  all  of  its 
properties  are  acquired  before  January  1,  1964,  by  a 
domestic  corporation  which  is  a  regulated  investment  company 
under  section  851  for  its  first  taxable  year  ending  after  the 
reorganization,  but  only  if  such  foreign  investment  company 
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made  the  election  described  in  section  1247  with  respect  to  its 
taxable  years  beginning  after  December  31,  1962. 

“-(g)-  (li)  Cross  Reference. — 

“For  special  rules  relating  to  the  earnings  and  profits 
of  foreign  investment  companies,  see  section  312(1). 

“SEC.  1247.  ELECTION  BY  FOREIGN  INVESTMENT  COM¬ 
PANIES  TO  DISTRIBUTE  INCOME  CUR¬ 
RENTLY. 

“  (a)  Election  by  Foreign  Investment  Com¬ 
pany— 

“(1)  In  general. — If  a  foreign  investment  com¬ 
pany  which  is  described  in  section  1246(b)  (1)  elects 
(in  the  manner  provided  in  regulations  prescribed  by 
the  Secretary  or  bis  delegate)  on  or  before  December 
31,  1962,  with  respect  to  each  taxable  year  beginning 
after  December  31,  1962,  to — 

"(A)  distribute  to  its  shareholders  90  percent 
or  more  of  what  its  taxable  income  would  be  if  it 
were  a  domestic  corporation; 

“(B)  designate  in  a  written  notice  mailed  to 
its  shareholders  at  any  time  before  the  expiration 
of  30  45  days  after  the  close  of  its  taxable  year  the 
pro  rata  amount  of  the  excess  ( determined  as  if  such 
corporation  were  a  domestic  corporation)  of  the  net 
long-term  capital  gains  gain  over  the  net  short-term 
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capital  losses  loss  of  the  taxable  year ;  and  the  portion 
thereof  which  is  being  distributed ;  and 

“  (C)  provide  such  information  as  the  Secre¬ 
tary  or  his  delegate  deems  necessary  to  carry  out  the 
purposes  of  this  section, 

then  section  1246  shall  not  apply  with  respect  to  the 
qualified  shareholders  of  such  company  during  any 
taxable  year  to  which  such  election  applies. 

“(2)  Special  rules. — 

“  (A)  Computation  of  taxable  income. — 
For  purposes  of  paragraph  (1)  (A),  the  taxable 
income  of  the  company  shall  be  computed  without 
regard  to — 

“  (i)  the  excess  of  capital  gams  over  losses 
the  net  long-term  capital  gain  over  the  net  short¬ 
term  capital  loss  referred  to  in  paragraph  (1) 

(B), 

“  (ii)  section  172  ( relating  to  net  operating 
losses) ,  and 

“  (iii)  any  deduction  provided  by  part  VIII 
of  subchapter  B  (other  than  the  deduction  pro¬ 
vided  by  section  248,  relating  to  organizational 
expenditures) . 

“(B)  Distributions  after  the  close  of 
the  taxable  year. — For  purposes  of  paragraph 
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(1)  (A),  a  distribution  made  after  the  close  of  the 
taxable  year  and  on  or  before  the  15tli  day  of  the 
third  month  of  the  next  taxable  year  shall  be  treated 
as  distributed  during  the  taxable  year  to  the  extent 
elected  by  the  company  (in  accordance  with  regu¬ 
lations  prescribed  by  the  Secretary  or  bis  delegate) 
on  or  before  the  15th  day  of  such  third  month.. 

“(C)  Carryover  of  capital  losses  from 
nonelection  years  denied. — In  computing  the 
excess  of  capital  ever  leasee  the  net  long-term 

capital  gain  over  the  net  short-term  capital  loss  re¬ 
ferred  to  in  paragraph  (1)  (B) ,  section  1212 
shall  not  apply  to  losses  incurred  in  or  with  re¬ 
spect  to  taxable  years  before  the  first  taxable  year 
to  which  the  election  applies. 

“(b)  Years  to  Which  Election  Applies. — The 
election  of  any  foreign  investment  company  under  this  sec¬ 
tion  shall  terminate  as  of  the  close  of  the  taxable  year  pre¬ 
ceding  its  first  taxable  year  in  which  any  of  the  following 
occurs : 

“(1)  the  company  fails  to  comply  with  the  provi¬ 
sions  of  subparagraph  (A),  (B) ,  or  (C)  of  subsection 
(a)  (1),  unless  it  is  shown  that  such  failure  is  due  to 
reasonable  cause  and  not  due  to  willful  neglect, 
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“(2)  the  company  is  a  foreign  personal  holding 
company,  or 

“  (3)  the  company  is  not  a  foreign  investment  com¬ 
pany  which  is  described  in  section  1246  (b)  (1) . 

“  (c)  Qualified  Shareholders. — For  purposes  of 
this  section — 

“(1)  In  general. — The  term  ‘qualified  share¬ 
holder’  means  any  shareholder  who  is  a  United  States 
person  (as  defined  in  section  7701(a)  (30)  ),  other  than 
a  shareholder  described  in  paragraph  (2) . 

“(2)  Certain  united  states  persons  ex¬ 
cluded  from  definition. — A  United  States  person 
shall  not  he  treated  as  a  qualified  shareholder  for  the 
taxable  year  if  for  such  taxable  year  (or  for  any  prior 
taxable  year)  he  did  not  include,  in  computing  his  long¬ 
term  capital  gains  in  his  return  for  such  taxable  year, 
the  amount  designated  by  such  company  pursuant  to 
subsection  (a)  (1)  (B)  as  his  share  of  the  undistributed 
capital  gains  of  such  company  for  its  taxable  year  end¬ 
ing  within  or  with  such  taxable  year  of  the  taxpayer. 
The  preceding  sentence  shall  not  apply  with  respect 
to  any  failure  by  the  taxpayer  to  treat  an  amount  as 
provided  therein  if  the  taxpayer  shows  that  such  failure 
was  due  to  reasonable  cause  and  not  due  to  willful 
neglect. 


267 


1  ^  Adjustments^ — Under  regulations  prescribed 

2  by  the  Secretary  or  bis  delegate?  proper  adjustment  shah  be 

3  made — 

4  “  (1 )  in  tbe  earnings  and  profits  of  tbe 

5  foreign  investment  company?  and 

6  ^  adjusted  basis  of  stock  of  snob 

7  bold  by  qualified  shareholders? 

8  to  reflect  tbe  inclusion  in  gross  ineome  by  such 

9  of  undistributed  capital  gains? 

10  “(cl)  Treatment  of  Distributed  and  Undis- 

11  tributed  Capital  Gains  by  a  Qualified  Share - 

12  holder. — Every  qualified  shareholder  of  a  foreign  invest- 

13  ment  company  for  any  taxable  year  of  such  company  with 

14  respect  to  which  an  election  pursuant  to  subsection  ( a)  is 

15  in  effect  shall  include,  in  computing  his  long-term  capital 
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gains — 

“(1)  for  his  taxable  year  in  which  received,  his  pro 
rata  share  of  the  distributed  portion  of  the  excess  of  the 
net  long-term  capital  gain  over  the  net  short-term  capital 
loss  for  such  taxable  year  of  such  company,  and 

“(2)  for  his  taxable  year  in  which  or  with  which 
the  taxable  year  of  such  company  ends,  his  pro  rata  share 
of  the  undistributed  portion  of  the  excess  of  the  net 
long-term  capital  gain  over  the  net  short-term  capital  loss 
for  such  taxable  year  of  such  company. 
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“(e)  Adjustments. — Under  regulations  'prescribed 
by  the  Secretary  or  his  delegate,  proper  adjustment  shall  be 
made — 

“(i)  in  the  earnings  and  profits  of  the  electing 
foreign  investment  company  and  a  qualified  shareholder’s 
ratable  share  thereof,  and 

“(2)  in  the  adjusted  basis  of  stock  of  such  company 
held  by  such  shareholder, 

to  reflect  such  shareholder  s  inclusion  in  gross  income  of 
undistributed  capital  gains. 

“(f)  Election  by  Foreign  Investment  Company 
With  Respect  to  Foreign  Tax  Credit. — A  foreign  in¬ 
vestment  company  with  respect  to  which  an  election  pur¬ 
suant  to  subsection  (a)  is  in  effect  and  more  than  50  per¬ 
cent  of  the  value  (as  defined  in  section  851(c)(4))  of 
whose  total  assets  at  the  close  of  the  taxable  year  consists 
of  stock  or  securities  in  foreign  corporations  may,  for  such 
taxable  year,  elect  the  application  of  this  subsection  with 
respect  to  income,  war  profits,  and  excess  profits  taxes 
described  in  section  901(b)(1)  which  are  paid  by  the  for¬ 
eign  investment  company  during  such  taxable  year  to  foreign 
countries  and  possessions  of  the  United  States.  If  such  elec¬ 
tion  is  made — 

“(1)  the  foreign  investment  company — 

“(A)  shall  compute  its  taxable  income,  for  pur- 
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poses  of  subsection  (a)  (1)  (A),  without  any  deduc¬ 
tions  for  income,  war  profits,  or  excess  profits  taxes 
paid  to  foreign  countries  or  possessions  of  the  United 
States,  and 

“(B)  shall  treat  the  amount  of  such  taxes,  for 
purposes  of  subsection  (a)  (1)  (A) ,  as  distributed 
to  its  shareholders ; 

“(2)  each  qualified  shareholder  of  such  foreign  in¬ 
vestment  company — 

“(A)  shall  include  in  gross  income  and  treat 
as  paid  by  him  his  proportionate  share  of  such  taxes, 
and 

“(B)  shall  treat,  for  purposes  of  applying  sub- 
part  A  of  part  III  of  subchapter  N,  his  proportion¬ 
ate  share  of  such  taxes  as  having  been  paid  to  the 
country  in  which  the  foreign  investment  company 
is  incorporated,  and 

“(C)  shall  treat  as  gross  income  from  sources 
within  the  country  in  which  the  foreign  investment 
company  is  incorporated,  for  purposes  of  applying 
subpart  A  of  part  III  of  subchapter  N,  the  sum  of 
his  proportionate  share  of  such  taxes  and  any 
dividend  paid  to  him  by  such  foreign  investment 
company. 

“(g)  Notice  to  Shareholders. — The  amounts  to  be 
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treated  by  qualified  shareholders,  for  purposes  of  subsection 
(f)(2),  as  their  proportionate  share  of  the  taxes  described  in 
subsection  (f)(1)(A)  paid  by  a  foreign  investment  company 
shall  not  exceed  the  amounts  so  designated  by  the  foreign 
investment  company  in  a  written  notice  mailed  to  its  share¬ 
holders  not  later  than  45  days  after  the  close  of  its  taxable 
year. 

“(h)  Manner  of  Making  Election  and  Notify¬ 
ing  Shareholders. — The  election  provided  in  subsection 
(f)  and.  the  notice  to  shareholders  required  by  subsection  (g) 
shall  be  made  in  such  manner  as  the  Secretary  or  his  delegate 
may  prescribe  by  regulations. 

(i)  Loss  on  Sale  oi?  Exchange  of  Certain 
Stock  Held  Less  Than  6  Months. — If — 

“  ( 1 )  under  this  section,  any  qualified  shareholder 
treats  any  amount  designated  under  subsection  (a)  (1) 
(B)  with  respect  to  a  share  of  stock  as  long-term  capital 
gain,  and 

"(2)  such  share  is  held  by  the  taxpayer  for  less 
than  6  months, 

then  any  loss  on  the  sale  or  exchange  of  such  share  shall, 
to  the  extent  of  the  amount  described  in  paragraph  ( 1 ) , 
he  treated  as  loss  from  the  sale  or  exchange  of  a  capital 
asset  held  for  more  than  6  months.” 
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(2)  The  table  of  sections  for  such  part  IV  is 
amended  by  adding  at  the  end  thereof  the  following: 

“Sec.  1246.  Gain  on  foreign  investment  company  stock. 

“Sec.  1247.  Election  by  foreign  investment  companies  to 
distribute  income  currently.” 

(b)  Conforming  Amendments.— 

(1)  Earnings  and  profits  of  foreign  in¬ 
vestment  companies. — Section  312  (relating  to 
effect  on  earnings  and  profits)  is  amended  by  adding 
after  subsection  (k)  the  following  new  subsection: 

“  (1)  Earnings  and  Profits  of  Foreign  Invest¬ 
ment  Companies. — 

“  ( 1 )  Allocation  within  affiliated  group. — 
In  the  case  of  a  sale  or  exchange  of  stock  in  a  foreign 
investment  company  (as  defined  in  section  1246(b)  ) 
by  a  United  States  person  (as  defined  in  section  7701 
(a)  (30)  ) ,  if  such  company  is  a  member  of  an  affiliated 
group,  then  the  accumulated  earnings  and  profits  of  all 
members  of  such  affiliated  group  shall  be  allocated,  under 
regulations  prescribed  by  the  Secretary  or  his  delegate, 
in  such  manner  as  is  proper  to  carry  out  the  purposes  of 
section  1246. 

“  (2)  Affiliated  group  defined. — For  purposes 
of  paragraphs  «***  paragraph  i1)  tllis  sub" 
section,  the  term  'affiliated  group’  has  the  meaning  as¬ 
signed  to  such  term  by  section  1504  (a)  ;  except  that 
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(A)  ‘more  than  50  percent’  shall  be  substituted  for 
‘80  percent  or  more’,  and  (B)  all  corporations  shall  be 
treated  as  includible  corporations  (without  regard  to  the 
provisions  of  section  1504(b)). 

“(3)  Partial  liquidations  and  redemp¬ 
tions. — 

“  (A)  In  general. — If  a  foreign  investment 
company  (as  defined  in  section  1246)  distributes 
amounts  in  partial  liquidation  or  in  a  redemption  to 
which  section  302  (a)  or  303  applies,  the  part  of 
such  distribution  which  is  properly  chargeable  to 
earnings  and  profits  shall  he  an  amount  which  is 
not  in  excess  of  the  ratable  share  of  the  earnings 
and  profits  of  the  company  accumulated  after 
February  28,  1913,  attributable  to  the  stock  so 
redeemed. 

“(B)  Effective  date.— Subparagraph  (A) 
shall  apply  only  with  respect  to  distributions  made 
after  December  31,  1962.” 

(2)  Sale  or  exchange  of  interest  in  part¬ 
nership. — Section  751  (d)  (2)  (relating  to  inventory 
items  which  have  appreciated  substantially  in  value)  is 
amended  by  striking  out  “and”  at  the  end  of  subpara¬ 
graph  (B),  and  by  striking  out  subparagraph  (C)  and 
inserting  in  lieu  thereof  the  following  new  subparagraphs: 
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“(C)  any  other  property  of  the  partnership 
which,  if  sold  or  exchanged  by  the  partnership, 
would  result  in  a  gain  taxable  under  subsection  (a) 
of  section  1246  (relating  to  gain  on  foreign  invest¬ 
ment  company  stock) ,  and 

“(D)  any  other  property  held  by  the  partner¬ 
ship  which,  if  held  by  the  sidling  or  distributee  part¬ 
ner,  would  be  considered  property  of  the  type 
described  in  subparagraph  (A),  (B),or  (C) 

(3)  Holding  period  of  property. — Section 
1223  (relating  to  holding  period  of  property)  is  amended 
by  redesignating  paragraph  (10)  as  paragraph  (11) 
and  inserting  after  paragraph  (9)  the  following  para¬ 
graph  : 

“(10)  In  determining  the  period  for  which  the 
taxpayer  has  held  trust  certificates  of  a  trust  to  which 
subsection  (d)  of  section  1246  applies,  or  the  period 
for  which  the  taxpayer  has  held  stock  in  a  corporation 
to  which  subsection  (d)  of  section  1246  applies,  there 
shall  be  included  the  period  for  which  the  trust  or  cor¬ 
poration  (as  the  case  may  be)  held  the  stock  of  foreign 
investment  companies.” 

(c)  Effective  Hate. — The  amendments  made  by 
H.B.  10650 - 18 
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this  section  shall  apply  with  respect  to  taxable  years  begin¬ 
ning  after  December  31,  1962. 

SEC.  U  15.  GAIN  FROM  CERTAIN  SALES  OR  EXCHANGES 
OF  STOCK  IN  CERTAIN  FOREIGN  CORPORA¬ 
TIONS. 

(a)  Treatment  of  Gain  From  tile  Redemption, 
Cancellation,  or  Sale  of  Stock  in  Certain  Foreign 
Corporations. — Part  IV  of  subchapter  P  of  chapter  1 
(relating  to  special  rules  for  determining  capital  gains  and 
losses)  is  amended  by  adding  after  section  1247  (as  added 
by  section  43  14  of  this  Act)  the  following  new  section: 
f£SEGJ  M  GAIN  FROM  CERTAIN  SALES  OR  EXCHANGES 
OF  STOCK  IN  CERTAIN  FOREIGN  CORPORA: 
TTQNS 

“■(a)  Redemptions  and  Di^fida-tions . — If  a  foreign 
corporation  redeems  its  stock  in  an  exchange  to  which  see- 
tien  303- (a)  applies  or  if  a  foreign  corporation  eanccls  its 
stock  in  a  complete  or  partial  liquidation  in  an  exchange  to 
which  section  334-  applies,  then  the  gain  of  a  United  States 
person  -(as  defined  in  section  7704  (a)  (-30)-)-  from  the  ex¬ 
change  of  sueh  stoek  shah  he  included  in  the  gross  income 
of  sueh  person  as  a  dividend?  to  the  extent  of  sueh  person-s 
proportionate  share  of  the  earnings  and  profits  of  the  foreign 
corporation  accumulated  after  February  38?  1913.- 

~(b)  Sales  and  Other  Exchanges. — If  a  United 
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States  person  -{as  defined  in  section  7701  (a)  (30) )  sells  or 
exchanges  stock  in  a  foreign  corporation?  then  the  gain 
on  the  sale  or  exchange  of  sneh  stock  shall  he 
as  gain  from  the  sale  or  exchange  of  property 
which  is  not  a  capital  asset?  to  the  ex-tent-  of  sneh  person’s 
proportionate  share  of  the  earnings  and  profits  of  the  foreign 

the  period  the  stock  sold  or 
was  held  by  sneh  person? 

^-(ef  htMTTWTTONB? — 

■“-{  1 )  Controlled  eoreton  corporations? — 
Snbseetions  -(a)-  and  -(h)-  shall  apply  only  if  the  foreign 
corporation  the  stock  of  which  is  sold  or  exchanged  (A) 
is  a  controlled  foreign  corporation  -(as  defined  in  section 
954)  at  the  time  of  the  sale  or  exchange,-  or  -(E)-  was 
sneh  a  controlled  foreign  corporation  at  any  time  daring 
the  5-  year  period  ending  on  the  date  of  the  sale  or 
exchange? 

■“-(-2-)-  10  TEBCENT  OWNERSHIP? — Subsections  -(a)- 
and  -(h)-  shall  apply  only  to  a  United  States  person  who 
can  be  considered;  by  applying  the  rales  of  constructive 
ownership  of  scetion  955  (b) as  being  the  owner? 
directly  or  indirect^,  of  49  percent  or  more  of  the  total 
combined  voting  power  of  all  classes  of  stoek  entitled 
to  vote  of  the  foreign  corporation  at  the  thee  of  the  sale 
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or  exchange?  or  at  any  time  during  the  fi-ycar  period 
ending  on  the  date  el  the  sale  or  exchange? 

“-(-3)  Elimination  from  earning  and  profits 
of  amounts  in  curbed  in  gross  income  under 

sidercd  a  dividend  under  suhseetion  -fa)-?  or  as  gain  Irena 
the  sale  or  exchange  ol  property  which  is  not  a  capital 
asset  under  suhseetion  -fhf?  the  United  States  person’s 
share  ol  earnings  and  profits  ol  the  lereign 
shah  he  reduced  hy  the  amount  previously 
included  in  the  gross  income  ol  such  person  under  scetion 
OM?  with  respect  to  the  stock  sold  or  exchanged?  hut 
only  to  the  extent  such  amount  did  not  result  in  an 
exclusion  Irom  gross  income  under  section  9fi6? 

■  ‘-f4f  Redemptions  to  pan  death  taxed. — Sub¬ 
sections  -faf  and  -fbf  shall  not  apply  to  distributions  to 
which  section  3041 


tion  ol  stock  to  pay  death  taxes)-  applies? 

-(-5)  Additional  consideration  in  certain 
reorganizations. — Subsection  -fb)-  shall  not  apply  to 
gain  recognized  on  exchanges  to  which  section  -(re¬ 
lating  to  receipt  ol  additional  consideration  in  certain 

It  /  \  v~>  o  \  Oi  T1T>1 1FO 
LTullo  I  U  V)  jjllc h • 

-(6)-  Treatment  of  amounts  whioii  are  orbu 

NARY  INCOME,  ETC.,  UNDER  OTHER  PROVISIONS. — Sub- 
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sections  -(ft)-  and  -(b)-  shall  not  apply  with  respect  to  any 
amount  to  the  extent  that  sueb  amount  isj  under  any 
other  provision  ol  this  title?  treated  as — 

•“  (A)  a  dividend, 

“-(B)  gain  from  the  sale  of  an  asset  which  is 

y>  a!  a.  por\ifol  n  -  Al* 

liUt  tt  vetw  It itl  tlooL  t  j  U1 

gain  from  the  sale  of  an  asset  held  for  not 
more  than  fi  months. - 

^d)-  Pastayer  he  Est-ar-hsee  Earrings  ax© 
Proe-i-tS: — Unless  the  taxpayer  establishes  the  amount  of 
the  earnings  and  profits  of  the  foreign  corporation  to  he  taken 
into  account  under  subsections  -(a)-  and  -(b)?  all  gain  from 
the  sale  or  exchange  shall  be  considered  a  dividend  under 
subsection  -(0)7  or  as  gain  from  the  sale  or  exchange  of 
property  which  is  not  a  capital  asset  under  subsection  -(b)? 
applies^ 


“SEC.  1248.  GAIN  FROM  CERTAIN  SALES  OR  EXCHANGES  OF 
STOCK  IN  CERTAIN  FOREIGN  CORPORATIONS, 
“(a)  General  Rule. — If — 

“(i)  a  United  States  person  sells  or  exchanges 
stock  in  a  foreign  corporation,  or  if  a  United  States  per¬ 
son  receives  a  distribution  from  a  foreign  corporation 
which,  under  section  302  or  331,  is  treated  as  an  ex¬ 
change  of  stock,  and 

“(2)  such  person  owns,  within  the  meaning  of  sec- 
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tion  958(a),  or  is  considered  as  owning  by  applying 
the  rules  of  ownership  of  section  958(b),  10  percent  or 
more  of  the  total  combined  voting  power  of  all  classes  of 
stock  entitled  to  vote  of  such  foreign  corporation  at  any 
time  during  the  5-year  period  ending  on  the  date  of  the 
sale  or  exchange  when  such  foreign  corporation  was  a  con¬ 
trolled  foreign  corporation  (as  defined  in  section  957), 
then  the  gain  recognized  on  the  sale  or  exchange  of  such 
stock  shall  be  included  in  the  gross  income  of  such  person  as 
a  dividend,  to  the  extent  of  the  earnings  and  profits  of  the 
foreign  corporation  attributable  ( under  regulations  prescribed 
by  the  Secretary  or  his  delegate)  to  such  stock  which  were 
accumulated  in  taxable  years  of  such  foreign  corporation 
beginning  after  December  31,  1962,  and  during  the  period 
or  periods  the  stock  sold  or  exchanged  was  held  by  such  person 
while  such  foreign  corporation  ivas  a  controlled  foreign 
corporation. 

“(b)  Limitation  on  Tax  Applicable  to  Individ¬ 
uals— 

“(1)  In  general. — In  the  case  of  an  individual, 
the  tax  attributable  to  an  amount  included  in  gross  in¬ 
come  as  a  dividend  under  subsection  (a)  shall  not  be 
greater  than  the  tax  described  in  paragraph  (2)  or  in 
paragraph  (3),  whichever  is  lesser. 

“(2)  Domestic  corporation  limitation. — 
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If  the  stock  sold  or  exchanged  is  a  capital  asset  (within 
the  meaning  of  section  1221)  and  has  been  held  for 
more  than  6  months,  a  tax  equal  to  the  sum  of — 

“(A)  a  pro  rata  share  of  the  excess  of — 

“(i)  the  taxes  that  would  have  been  paid 
by  the  foreign  corporation  with  respect  to  its 
income  had  it  been  taxed  under  this  chapter  as  a 
domestic  corporation  (but  without  allowance 
for  deduction  of,  or  credit  for,  taxes  described 
in  clause  ( ii ) ) ,  for  the  period  or  periods  the 
stock  sold  or  exchanged  teas  held  by  the  United 
States  person  in  taxable  years  beginning  after 
December  31,  1962,  while  the  foreign  cor¬ 
poration  was  a  controlled  foreign  corporation, 
adjusted  for  distributions  and  amounts  previ¬ 
ously  in-eluded  in  gross  income  of  a  United 
States  shareholder  under  section  951,  over 

“(ii)  the  income,  war  profits,  or  excess 
profits  taxes  paid  by  the  foreign  corporation  with 
respect  to  such  income;  and 
“(B)  an  amount  equal  to  a  tax  that  would  re¬ 
sult  by  including  in  gross  income  the  amount  de¬ 
scribed  in  subsection  (a),  reduced  by  the  excess  of 
the  taxes  described  in  paragraph  (A)(i)  over  the 
taxes  described  in  paragraph  (A)  (ii),  as  gain  from 
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the  sale  or  exchange  of  a  capital  asset  held  for  more 
than  6  months. 

“(3)  Annual  distribution  limitation. — A  tax 
equal  to  the  aggregate  of  the  taxes  which  would  have 
been  attributable  to  the  amount  described  in  subsection 
(a)  had  it  been  included  in  the  gross  income  of  the 
individual  as  a  dividend  in  the  year  or  years  in  which 
earned  by  the  foreign  corporation,  adjusted  for  losses  and 
distributions  as  provided  by  regulations  prescribed  by 
the  Secretary  or  his  delegate. 

“(c)  Special  Rules. — For  purposes  of  this  section,  the 
following  amounts  shall  be  excluded,  with  respect  to  any 
United  States  person,  from  the  earnings  and  profits  of  a 
foreign  corporation: 

“(1)  Amounts  included  in  gross  income 
under  section  951. — Earnings  and  profits  of  the  for¬ 
eign  corporation  attributable  to  any  amount  previously 
included  in  the  gross  income  of  such  person  under  section 
951,  with  respect  to  the  stock  sold  or  exchanged,  but  only 
to  the  extent  the  inclusion  of  such  amount  did  not  result 
in  an  exclusion  of  an  amount  from  gross  income  under 
section  959. 

“(2)  Gain  realized  from  tee  sale  or  ex¬ 
change  OF  PROPERTY  IN  PURSUANCE  OF  A  PLAN  OF 
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complete  liquidation. — If  a  foreign  corporation 
adopts  a  plan  of  complete  liquidation  in  a  taxable  year 
of  a  foreign  corporation  beginning  after  December  31, 
1962,  and  if  section  337(a)  would  apply  if  such  foreign 
corporation  were  a  domestic  corporation,  earnings  and 
profits  of  the  foreign  corporation  attributable  (under 
regulations  prescribed  by  the  Secretary  or  his  delegate) 
to  any  net  gain  from  the  sale  or  exchange  of  property. 

11  (3)  Less  developed  country  corpora¬ 
tions. — Earnings  and  profits  accumulated  by  a  foreign 
corporation  while  it  was  a  less  developed  country 
corporation  (as  defined  in  section  955(c)),  if — 

“(A)  the  foreign  corporation  qualified  as  a 
less  developed  country  corporation  for  all  taxable 
years  of  such  corporation  beginning  after  December 
31,  1962,  for  which  the  country  under  the  laws 
of  which  the  foreign  corporation  was  created  or 
organized  (or,  in  the  case  of  a  less  developed  country 
corporation  within  the  meaning  of  section  955(c) 
(2),  for  which  the  country  under  the  laws  of  which 
the  aircraft  or  vessels  described  therein  were 
registered )  was  designated  a  less  developed  country 
under  section  955  (c)(3);  and 

“(B)  the  stock  sold  or  exchanged  was  owned 
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for  a  continuous  period  of  at  least  10  years,  ending 
with  the  date  of  the  sale  or  exchange,  by  the  United 
States  person  who  sold  or  exchanged  such  stock. 

In  the  case  of  stock  sold  or  exchanged  by  a  corporation,  if 
United  States  persons  who  are  individuals,  estates,  or 
trusts  ( each  of  whom  owned  within  the  meaning  of  section 
958(a),  or  were  considered  as  owning  by  applying  the 
rules  of  ownership  of  section  958(b) ,  10  percent  or  more 
of  the  total  combined  voting  power  of  all  classes  of  stock 
entitled  to  vote  of  such  corporation)  owned,  or  were  con¬ 
sidered  as  owning,  at  any  time  during  the  10-year  period 
referred  to  in  subparagraph  (B)  more  than  50  percent 
of  the  total  combined  voting  power  of  all  classes  of  stock 
entitled  to  vote  of  such  corporation,  this  paragraph  shall 
apply  only  if  such  United  States  persons  owned,  or  were 
considered  as  owning,  at  all  times  during  the  remainder 
of  such  10-year  period  more  than  50  percent  of  the  total 
combined  voting  power  of  all  classes  of  stock  entitled  to 
vote  of  such  corporation.  For  purposes  of  this  para¬ 
graph,  stock  owned  by  a  United  States  person  who  is  an 
individual,  estate,  or  trust  which  was  acquired  by  reason 
of  the  death  of  the  predecessor  in  interest  of  such  United 
States  person  shall  be  considered  as  owned  by  such  United 
States  person  during  the  period  such  stock  was  owned  by 
such  predecessor  in  interest,  and  during  the  period  such 
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stock  was  owned  by  any  other  predecessor  in  interest  if 
between  such  United  States  person  and  such  other  prede¬ 
cessor  in  interest  there  was  no  transfer  other  than  by 
reason  of  the  death  of  an  individual. 

“(4)  United  States  income, — Any  item  includ¬ 
ible  in  gross  income  of  the  foreign  corporation  under  this 
chapter  as  income  derived  from  sources  within  the  United 
States  of  a  foreign  corporation  engaged  in  trade  or  busi¬ 
ness  in  the  United  States. 

“( 5)  Amounts  included  in  gross  income  un¬ 
der  section  lUlfl. — If  the  United  States  person  whose 
stock  is  sold  or  exchanged  was  a  qualified  shareholder 
(as  defined  in  section  1247(c)  )  of  a  foreign  corporation 
which  was  a  foreign  investment  company  ( as  described 
in  section  1246(b)(1)),  the  earnings  and  profits  of  the 
foreign  corporation  for  taxable  years  in  which  such  per¬ 
son  was  a  qualified  shareholder. 

“(d)  Exceptions. — This  section  shall  not  apply  to — 

“(1)  distributions  to  which  section  303  ( relating  to 
distributions  in  redemption  of  stock  to  pay  death  taxes) 
applies ; 

“(2)  gain  realized  on  exchanges  to  which  section 
356  (relating  to  receipt  of  additional  consideration  in 
certain  reorganizations)  applies ;  or 
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“(3)  any  amount  to  the  extent  that  such  amount 
is,  under  any  other  provision  of  this  title,  treated  as — 

“(A)  a  dividend, 

“(B)  gain  from  the  sale  of  an  asset  which  is 
not  a  capital  asset,  or 

“(C)  gain  from  the  sale  of  an  asset  held  for 
not  more  than  6  months. 

“(e)  Taxpayer  To  Establish  Earnings  and 
Profits. — Unless  the  taxpayer  establishes  the  amount  of  the 
earnings  and,  profits  of  the  foreign  corporation  to  he  taken 
into  account  under  subsection  (a),  all  gain  from  the  sale 
or  exchange  shall  he  considered  a  dividend  under  subsection 
(a),  and  unless  the  taxpayer  establishes  the  amount  of  for¬ 
eign  taxes  to  be  taken  into  account  under  subsection  (b) 
(2).  the  limitation  of  such  subsection  shall  not  apply. ” 

(b)  Clerical  Amendment.— The  table  of  sections  for 
such  part  IV  is  amended  by  adding  at  the  end  thereof  the 
following : 

“Sec.  1248.  Gain  from  certain  sales  or  exchanges  of  stock 
in  certain  foreign  corporations.” 

(c)  Effective  Date. — The  amendments  made  by  this 
section  shall  apply  with  respect  to  sales  or  exchanges  oc¬ 
curring  after  the  date  of  the  enactment  of  this  Aet  December 
31,  1962. 
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1  SEC.  16.  SALES  AND  EXCHANGES  OF  PATENTS,  ETC.,  TO  CER- 

2  TAIN  FOREIGN  CORPORATIONS. 

3  (a)  Treatment  of  Gain  as  Ordinary  Income.— 

4  Part  IV  of  subchapter  P  of  chapter  1  (relating  to  special 

5  rules  for  determining  capital  gains  and  losses)  is  amended 

6  by  adding  after  section  1248  ( as  added  by  section  15  of  this 

7  Act)  the  following  new  section: 

8  “SEC.  1249.  GAIN  FROM  CERTAIN  SALES  OR  EXCHANGES  OF 

9  PATENTS,  ETC.,  TO  FOREIGN  CORPORATIONS. 

10  “(a)  General  Pule. — Except  as  provided  in  subsec- 

11  tion  ( c ),  gain  from  the  sale  or  exchange  after  December  31, 

12  1962,  of  a  patent,  an  invention,  model,  or  design  (whether 

13  or  not  patented),  a  copyright,  a  secret  formula  or  process, 

14  or  any  other  similar  property  right  to  any  foreign  corporation 

15  by  any  United  States  person  (as  defined  in  section  7701(a) 

16  (30) )  which  controls  such  foreign  corporation  shall,  if  such 

17  gain  would  (but  for  the  provisions  of  this  subsection)  be 

18  gain  from  the  sale  or  exchange  of  a  capital  asset  or  of  prop- 

19  erty  described  in  section  1231,  be  considered  as  gain  from 

20  the  sale  or  exchange  of  property  which  is  neither  a  capital 

21  asset  nor  property  described  in  section  1231. 

22  “(b)  Control. — For  purposes  of  subsection  (a),  con- 
29,  trol  means,  with  respect  to  any  foreign  corporation,  the 
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ownership,  directly  or  indirectly,  of  stock  possessing  more 
than  50  percent  of  the  total  combined  voting  power  of  all 
classes  of  stock  entitled  to  vote .  For  purposes  of  this  sub¬ 
section,  the  rides  for  determining  ownership  of  stock  pre¬ 
scribed  by  section  958  shall  apply. 

“(c)  Exception. — This  section  shall  not  apply  to  gain 
realized  from  the  sale  or  exchange  for  stock  or  contribution 
to  capital  of  property  described  in  subsection  (a)  where  it 
is  established  to  the  satisfaction  of  the  Secretary  or  his  dele¬ 
gate  that  the  principal  purpose  of  the  transfer  is  to  enable 
the  foreign  corporation  to  use  such  property  in  its  own  manu¬ 
facturing  operations .” 

(b)  Clerical  Amendment. — The  table  of  sections  for 
such  part  IV  is  amended  by  adding  at  the  end  thereof  the 
following: 

uSec.  T2Jp9.  Gain  f  rom  certain  sales  or  exchanges  of  patents, 
etc.,  to  foreign  corporations?'1 

(c)  Effective  Date. — The  amendments  made  by  this 
section  shall  apply  to  taxable  years  beginning  after  December 
31,  1962. 

SEC.  17.  TAX  TREATMENT  OF  COOPERATIVES  AND  PA¬ 
TRONS. 

(a)  In  General. — Chapter  1  (relating  to  normal 
taxes  and  surtaxes)  is  amended  by  adding  at  the  end  thereof 
the  following  new  subchapter : 
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“Subchapter  T — Cooperatives  and  Their  Patrons 

“Part  I.  Tax  treatment  of  cooperatives. 

“Part  II.  Tax  treatment  by  patrons  of  patronage  dividends. 
“Part  III.  Definitions ;  special  rules. 

“PART  I— TAX  TREATMENT  OF  COOPERATIVES 

“Sec.  1381.  Organizations  to  which  part  applies. 

“Sec.  1382.  Taxable  income  of  cooperatives. 

“Sec.  1383.  Computation  of  tax  where  cooperative  redeems 
nonqualified  written  notices  of  allocation. 

“SEC.  1381.  ORGANIZATIONS  TO  WHICH  PART  APPLIES. 

“(a)  In  General. — This  part  shall  apply  to — 

(1 )  any  organization  exempt  from  tax  under  sec¬ 
tion  521  (relating  to  exemption  of  farmers’  cooperatives 
from  tax) ,  and 

“(2)  any  corporation  operating  on  a  cooperative 
basis  other  than  an  organization — 

“  (A)  which  is  exempt  from  tax  under  this 
chapter, 

“(B)  which  is  subject  to  the  provisions  of — 
“  (i)  part  II  of  subchapter  H  (relating 
to  mutual  savings  banks,  etc. ) ,  or 

“(ii)  subchapter  L  (relating  to  insurance 
companies) ,  or 

“(C)  which  is  engaged  in  furnishing  electric 
energy,  or  providing  telephone  service,  to  persons 
in  rural  areas. 

“(b)  Tax  on  Certain  Farmers’ Cooperatives.— 
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An  organization  described  in  subsection  (a)  (1)  shall  be 
subject  to  the  taxes  imposed  by  section  11  or  1201. 
“SEC.  1382.  TAXABLE  INCOME  OF  COOPERATIVES. 

“  (a)  Gross  Income. — Except  as  provided  in  subsec¬ 
tion  (b) ,  the  gross  income  of  any  organization  to  which  this 
part  applies  shall  be  determined  without  any  adjustment 
(as  a  reduction  in  gross  receipts,  an  increase  in  cost  of  goods 
sold,  or  otherwise)  by  reason  of  any  allocation  or  distribution 
to  a  patron  out  of  the  net  earnings  of  such  organization. 

“(b)  Patronage  Dividends. — In  determining  the 
taxable  income  of  an  organization  to  which  this  part  applies, 
there  shall  not  be  taken  into  account  amounts  paid  during 
the  payment  period  for  the  taxable  year — 

“(1)  as  patronage  dividends  (as  defined  in  section 
1388  (a)  ) ,  to  the  extent  paid  in  money,  qualified  writ¬ 
ten  notices  of  allocation  (as  defined  in  section  1388 
(c)),  or  other  property  (except  nonqualified  written 
notices  of  allocation  (as  defined  in  section  1388  (d)  )  ) 
with  respect  to  patronage  occurring  during  such  taxable 
year;  or 

“(2)  in  money  or  other  property  (except  written 
notices  of  allocation)  in  redemption  of  a  nonqualified 
written  notice  of  allocation  which  was  paid  as  a  patron¬ 
age  dividend  during  the  payment  period  for  the  taxable 
year  during  which  the  patronage  occurred. 
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1  For  purposes  of  this  title,  any  amount  not  taken  into  ac- 

2  count  under  the  preceding  sentence  shall  be  treated  in  the 

3  same  manner  as  an  item  of  gross  income  and  as  a  deduction 

4  therefrom. 

5  “(c)  Deduction  foe  Nonpateonage  Disteibu- 

6  tions,  etc. — In  determining  the  taxable  income  of  an  or- 

7  ganization  described  in  section  1381(a)  (l),  there  shall  be 

8  allowed  as  a  deduction  (in  addition  to  other  deductions  al- 

9  lowable  under  this  chapter)  — 

10  “  (1)  amounts  paid  during  the  taxable  year  as  divi- 

11  dends  on  its  capital  stock ;  and 

12  “(2)  amounts  paid  during  the  payment  period  for 

13  the  taxable  year — 

14  “(A)  in  money,  qualified  written  notices  of 

15  allocation,  or  other  property  (except  nonqualified 

16  written  notices  of  allocation)  on  a  patronage  basis 

17  to  patrons  with  respect  to  its  earnings  during  such 

18  taxable  year  which  are  derived  from  business  done 

19  for  the  United  States  or  any  of  its  agencies  or  from 

20  sources  other  than  patronage,  or 

21  “(B)  in  money  or  other  property  (except  writ- 

22  ten  notices  of  allocation)  in  redemption  of  a  non- 

23  qualified  written  notice  of  allocation  which  was  paid, 

24  during  the  payment  period  for  the  taxable  year  dur- 
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mg  which  the  earnings  were  derived,  on  a  patron¬ 
age  basis  to  a  patron  with  respect  to  earnings  de¬ 
rived  from  business  or  sources  described  in  subpara¬ 
graph  ( A) . 

“(d)  Payment  Period  for  Each  Taxable  Year. — 
For  purposes  of  subsections  (b)  and  (c)  (2),  the  payment 
period  for  any  taxable  year  is  the  period  beginning  with  the 
first  day  of  such  taxable  year  and  ending  with  the  fifteenth 
day  of  the  ninth  month  following  the  close  of  such  year. 
For  purposes  of  subsections  (b)(1)  and  (c)(2)(A),  a 
qualified  check  issued  during  the  payment  period  shall  be 
treated  as  an  amount  paid  in  money  during  such  period  if 
endorsed  and  cashed  on  or  before  the  90th  day  after  the 
close  of  such  period. 

“(e)  Products  Marketed  Under  Pooling  Ar¬ 
rangements. — For  purposes  of  subsection  (b) ,  in  the  case 
of  a  pooling  arrangement  for  the  marketing  of  products,  the 
patronage  shall  (to  the  extent  provided  in  regulations  pre¬ 
scribed  by  the  Secretary  or  his  delegate)  be  treated  as 
patronage  occurring  during  the  taxable  year  in  which  the 
pool  closes. 

“  (f)  Treatment  of  Earnings  Received  After 
Patronage  Occurred. — If  any  portion  of  the  earnings 
from  business  done  with  or  for  patrons  is  includible  in  the 
organization’s  gross  income  for  a  taxable  year  after  the 
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taxable  year  dining  which  the  patronage  occurred,  then  for 
purposes  of  applying  subsection  (h)  to  such  portion  the 
patronage  shall,  to  the  extent  provided  in  regulations  pre¬ 
scribed  by  the  Secretary  or  his  delegate,  he  considered  to 
have  occurred  during  the  taxable  year  of  the  organization 
during  which  such  earnings  are  includible  in  gross  income. 
“SEC.  1383.  COMPUTATION  OF  TAX  WHERE  COOPERATIVE 
REDEEMS  NONQUALIFIED  WRITTEN  NO¬ 
TICES  OF  ALLOCATION. 

“  (a)  General  Kule. — If,  under  section  1382  (b)  (2) 
or  (c)  (2)  (B),  a  deduction  is  allowable  to  an  organization 
for  the  taxable  year  for  amounts  paid  in  redemption  of  non¬ 
qualified  written  notices  of  allocation,  then  the  tax  imposed 
by  this  chapter  on  such  organization  for  the  taxable  year 
shall  be  the  lesser  of  the  following: 

“(i)  the  tax  for  the  taxable  year  computed  with 
such  deduction;  or 

“  (2)  an  amount  equal  to — 

“  (A)  the  tax  for  the  taxable  year  computed 
without  such  deduction,  minus 

“(B)  the  decrease  in  tax  under  this  chapter 
for  any  prior  taxable  year  (or  years)  which  would 
result  solely  from  treating  such  nonqualified  written 
notices  of  allocation  as  qualified  written  notices  of 
allocation. 
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“(b)  Special  Rules.— 

“  ( 1 )  If  the  decrease  in  tax  ascertained  under  sub¬ 
section  (a)  (2)  (B)  exceeds  the  tax  for  the  taxable  year 
(computed  without  the  deduction  described  in  subsection 
(a)  )  such  excess  shall  be  considered  to  be  a  payment 
of  tax  on  the  last  day  prescribed  by  law  for  the  payment 
of  tax  for  the  taxable  year,  and  shall  be  refunded  or 
credited  in  the  same  manner  as  if  it  were  an  overpay¬ 
ment  for  such  taxable  year. 

“(2)  For  purposes  of  determining  the  decrease  in 
tax  under  subsection  (a)  (2)  (B),  the  stated  dollar 
amount  of  any  nonqualified  written  notice  of  allocation 
which  is  to  be  treated  under  such  subsection  as  a  quali¬ 
fied  written  notice  of  allocation  shall  be  the  amount  paid 
in  redemption  of  such  written  notice  of  allocation  which 
is  allowable  as  a  deduction  under  section  1382  (b)  (2) 
or  (c)  (2)  (B)  for  the  taxable  year. 

“  (3)  If  the  tax  imposed  hy  this  chapter  for  the  tax¬ 
able  year  is  the  amount  determined  under  subsection 
(a)  (2) ,  then  the  deduction  described  in  subsection  (a) 
shall  not  he  taken  into  account  for  any  purpose  of  this 
subtitle  other  than  for  purposes  of  this  section. 
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1  “PART  II— TAX  TREATMENT  BY  PATRONS  OF 

2  PATRONAGE  DIVIDENDS 

“Sec.  1385.  Amounts  includible  in  patron’s  gross  income. 

3  “SEC.  1385.  AMOUNTS  INCLUDIBLE  IN  PATRON’S  GROSS 

4  INCOME. 

5  “  (a)  General  Rule. — Except  as  otherwise  provided 

6  in  subsection  (b) ,  each  person  shall  include  in  gross 

7  income — 
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(1)  the  amount  of  any  patronage  dividend  which 
is  paid  in  money,  a  qualified  written  notice  of  allocation, 
or  other  property  (except  a  nonqualified  written  notice 
of  allocation) ,  and  which  is  received  by  him  during  the 
taxable  year  from  an  organization  described  in  section 
1381  (a) ,  and 

“  (2)  any  amount,  described  in  section  1382  (c)  (2) 
(A)  (relating  to  certain  nonpatronage  distributions  by 
tax-exempt  farmers’  cooperatives) ,  which  is  paid  in 
money,  a  qualified  written  notice  of  allocation,  or  other 
property  (except  a  nonqualified  written  notice  of  alloca¬ 
tion)  ,  and  which  is  received  by  him  during  the  taxable 
year  from  an  organization  described  in  section  1381  (a) 
(1). 
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u  (b)  Exclusion  Ekom  Gross  Income. — Under  regu¬ 
lations  prescribed  by  the  Secretary  or  bis  delegate,  the 
amount  of  any  patronage  dividend,  and  any  amount  re¬ 
ceived  on  the  redemption,  sale,  or  other  disposition  of  a  non¬ 
qualified  written  notice  of  allocation  which  was  paid  as  a 
patronage  dividend,  shall  not  be  included  in  gross  income  to 
the  extent  that  such  amount — 

( 1 )  is  properly  taken  into  account  as  an  adjust¬ 
ment  to  basis  of  property,  or 

“(2)  is  attributable  to  personal,  living,  or  family 
items. 

“  (<*)  Treatment  of  Certain  Nonqualified  Writ¬ 
ten  Notices  of  Allocation. — 

“(1)  Application  of  subsection. — This  sub¬ 
section  shall  apply  to  any  nonqualified  written  notice  of 
allocation  which — 

"(A)  was  paid  as  a  patronage  dividend,  or 
“(B)  was  paid  by  an  organization  described  in 
section  1381  (a)  (1)  on  a  patronage  basis  with  re¬ 
spect  to  earnings  derived  from  business  or  sources 
described  in  section  1382  (c)  (2)  (A). 

“(2)  Basis;  amount  of  gain— In  the  case  of 
any  nonqualified  written  notice  of  allocation  to  which 
this  subsection  applies,  for  purposes  of  this  chapter — 

(A)  the  basis  of  such  written  notice  of  alloca- 
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tion  in  the  hands  of  the  patron  to  whom  such  written 
notice  of  allocation  was  paid  shall  be  zero, 

“  (B)  the  basis  of  such  written  notice  of  alloca¬ 
tion  which  was  acquired  from  a  decedent  shall  be 
its  basis  in  the  hands  of  the  decedent,  and 

“(C)  gain  on  the  redemption,  sale,  or  other 
disposition  of  such  written  notice  of  allocation  by 
any  person  shall,  to  the  extent  that  the  stated  dollar 
amount  of  such  written  notice  of  allocation  exceeds 
its  basis,  be  considered  as  gain  from  the  sale  or 
exchange  of  property  which  is  not  a  capital  asset. 
“PART  III— DEFINITIONS;  SPECIAL  RULES 

“Sec.  1388.  Definitions ;  special  rules. 

“SEC.  1388.  DEFINITIONS;  SPECIAL  RULES. 

“  (a)  Patronage  Dividend. — For  purposes  of  this  sub¬ 
chapter,  the  term  ‘patronage  dividend’  means  an  amount  paid 
to  a  patron  by  an  organization  to  which  part  I  of  this  sub¬ 
chapter  applies — 

“  ( 1 )  on  the  basis  of  quantity  or  value  of  business 
done  with  or  for  such  patron, 

“  ( 2 )  under  an  obligation  of  such  organization  to 
pay  such  amount,  which  obligation  existed  before  the 
organization  received  the  amount  so  paid,  and 

“(3)  which  is  determined  by  reference  to  the  net 
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earnings  of  the  organization  from  business  done  with  or 
for  its  patrons. 

Such  term  does  not  include  any  amount  paid  to  a  patron  to 
the  extent  that  (A)  such  amount  is  out  of  earnings  other 
than  from  business  done  with  or  for  patrons,  or  (B) 
such  amount  is  out  of  earnings  from  business  done  with  or 
for  other  patrons  to  whom  no  amounts  are  paid,  or  to  whom 
smaller  amounts  are  paid,  with  respect  to  substantially 
identical  transactions. 

“(b)  Written  Notice  of  Allocation. — For  pur¬ 
poses  of  this  subchapter,  the  term  ‘written  notice  of  alloca¬ 
tion’  means  any  capital  stock,  revolving  fund  certificate, 
retain  certificate,  certificate  of  indebtedness,  letter  of  advice, 
or  other  written  notice,  which  discloses  to  the  recipient  the 
stated  dollar  amount  allocated  to  him  by  the  organization 
and  the  portion  thereof,  if  any,  which  constitutes  a  patronage 
dividend. 

“  (c)  Qualified  Written  Notice  of  Allocation. — 
“(1)  Defined. — For  purposes  of  this  subchapter, 
the  term  ‘qualified  written  notice  of  allocation’  means — 
“  (A)  a  written  notice  of  allocation  which  may 
be  redeemed  in  cash  at  its  stated  dollar  amount  at 
any  time  within  a  period  beginning  on  the  date  such 
written  notice  of  allocation  is  paid  and  ending  not 
earlier  than  90  days  from  such  date,  but  only  if  the 
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distributee  receives  written  notice  of  the  right  of 
redemption  at  the  time  he  receives  such  written 
notice  of  allocation ;  and 

“(B)  a  written  notice  of  allocation  which  the 
distributee  has  consented,  in  the  manner  provided 
in  paragraph  (2),  to  take  into  account  at  its  stated 
dollar  amount  as  provided  in  section  1385  (a) . 
Such  term  does  not  include  any  written  notice  of  alloca¬ 
tion  which  is  paid  as  part  of  a  patronage  dividend  or  as 
part  of  a  payment  described  in  section  1382 ( c)  (2)  (A) , 
unless  20  percent  or  more  of  the  amount  of  such  patron¬ 
age  dividend,  or  such  payment,  is  paid  in  money 
or  by  qualified  check. 

“(2)  Mannek  of  obtaining  consent. — A  dis¬ 
tributee  shall  consent  to  take  a  written  notice  of  alloca¬ 
tion  into  account  as  provided  in  paragraph  (1)  (B) 
only  by— 

“  (A)  making  such  consent  in  writing,  or 
“(B)  obtaining  or  retaining  membership  in  the 
organization  after — 

“  (i)  such  organization  has  adopted  (after 
the  date  of  the  enactment  of  the  Revenue  Act 
of  1962)  a  bylaw  providing  that  membership 
in  the  organization  constitutes  such  consent,  and 
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“  (ii)  he  has  received  a  written  notifica¬ 
tion  and  copy  of  such  bylaw,  bylaw,  or 
“(C)  if  neither  subparagraph  (A)  nor  (B) 
applies,  endorsing  and  cashing  a  qualified  check, 
paid  as  a  part  of  the  patronage  dividend  or  pay¬ 
ment  of  which  such  written  notice  of  allocation  is 
also  a  part,  on  or  before  the  90th  day  after  the  close 
of  the  payment  period  for  the  taxable  year  of  the 
organization  for  which  such  patronage  dividend  or 
payment  is  paid. 

“(3)  Period  for  which  consent  is  effec¬ 
tive. — 

“  (A)  General  rule. — Except  as  provided  in 
subparagraph  ( B )  — 

“(i)  a  consent  described  in  paragraph 
(2)  (A)  shall  be  a  consent  with  respect  to  all 
patronage  of  the  distributee  with  the  organiza¬ 
tion  occurring  (determined  with  the  application 
of  section  1382  (e)  )  during  the  taxable  year  of 
the  organization  during  which  such  consent  is 
made  and  all  subsequent  taxable  years  of  the 
organization ;  and 

“  (ii)  a  consent  described  in  paragraph 
(2)  (B)  shall  be  a  consent  with  respect  to  all 
patronage  of  the  distributee  with  the  organ iza- 
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tion  occurring  (determined  without  the  applica¬ 
tion  of  section  1382  (e)  )  after  he  received  the 
notification  and  copy  described  in  paragraph 

(2)  (B)  (ii). 

“(B)  Revocation,  etc. — 

“  (i)  Any  consent  described  in  paragraph 
(2)  (A)  may  be  revoked  (in  writing)  by  the 
distributee  at  any  time.  Any  such  revocation 
shall  be  effective  with  respect  to  patronage 
occurring  on  or  after  the  first  day  of  the  first 
taxable  year  of  the  organization  beginning  after 
the  revocation  is  filed  with  such  organization; 
except  that  in  the  case  of  a  pooling  arrangement 
described  in  section  1382  (e) ,  a  revocation  made 
by  a  distributee  shall  not  be  effective  as  to  any 
pool  with  respect  to  which  the  distributee  has 
been  a  patron  before  such  revocation. 

“(ii)  Any  consent  described  in  paragraph 
(2)  (B)  shall  not  be  effective  with  respect  to 
any  patronage  occurring  (determined  without 
the  application  of  section  1382  (e)  )  after  the 
distributee  ceases  to  be  a  member  of  the  organ¬ 
ization  or  after  the  bylaws  of  the  organization 
cease  to  contain  the  provision  described  in 
paragraph  (2)  (B)  (i) . 
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“(4)  Qualified  check. — For  purposes  of  this 
subchapter,  the  term  ‘ qualified  check ’  means  only  a  check 
( or  other  instrument  which  is  redeemable  in  money ) 
which  is  paid  as  a  part  of  a  patronage  dividend,  or  as  a 
part  of  a  payment  described  in  section  1382 (c)(2)(A), 
to  a  distributee  who  has  not  given  consent  as  provided 
in  paragraph  (2)  (A)  or  (B )  with  respect  to  such 
patronage  dividend  or  payment,  and  on  which  there  is 
clearly  imprinted  a  statement  that  the  endorsement  and 
cashing  of  the  check  ( or  other  instrument )  constitutes  the 
consent  of  the  payee  to  include  in  his  gross  income,  as 
provided  in  the  Federal  income  tax  laws,  the  stated  dollar 
amount  of  the  written  notice  of  allocation  which  is  a  part 
of  the  patronage  dividend  or  payment  of  which  such 
qualified  check  is  also  a  part.  Such  term  does  not 
include  any  check  (or  other  instrument)  which  is  paid 
as  part  of  a  patronage  dividend  or  payment  which  does 
not  include  a  written  notice  of  allocation  (other  than 
a  written  notice  of  allocation  described  in  paragraph 

<1)(A)). 

“(d)  Nonqualified  Written  Notice  of  Alloca¬ 
tion. — For  purposes  of  this  subchapter,  the  term  ‘nonquali¬ 
fied  written  notice  of  allocation’  means  a  written  notice  of 
allocation  which  is  not  described  in  subsection  (c)  or  a  quali¬ 
fied  check  which  is  not  cashed  on  or  before  the  90th  day  after 
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the  close  of  the  'payment  period  for  the  taxable  year  for  which 
the  distribution  of  ivhich  it  is  a  part  is  paid. 

“(e)  Determination  of  Amount  Paid  or  De¬ 
ceived. — For  purposes  of  this  subchapter,  in  determining 
amounts  paid  or  received — 

“  (1)  property  (other  than  a  written  notice  of  allo¬ 
cation)  shall  he  taken  into  account  at  its  fair  market 
value,  and 

“(2)  a  qualified  written  notice  of  allocation  shall 
be  taken  into  account  at  its  stated  dollar  amount.” 

(b)  Technical  Amendments.— 

( 1 )  Section  521  (a)  (relating  to  exemption  of  farm¬ 
ers’  cooperatives  from  tax)  is  amended  by  striking  out 
“section  522”  each  place  it  appears  therein  and  inserting 
in  lieu  thereof  “part  I  of  subchapter  T  (sec.  1381  and 
following) 

(2)  Section  522  (relating  to  tax  on  farmers’  coop¬ 
eratives)  is  hereby  repealed. 


patronage  dividends)-  is  amended  to  read  as  follows-; 

“SEC,  604L  RETURNS  RECARDING  PATRONAGE  DIVIe 
BENDS, 


chapter  4 
plies  which  pays 


to  which  part  -I  of  subchapter  T  of 
to  tax  treatment  of  cooperatives)-  ap- 
s  described  in  section  4382  (b) ,  or 
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/  « f T-)  r\  f  \ f  on 

1111  111  U  vtlov  Ul  nil 

-(ur)-(4-)-)-  amounts 
when  re* 


in  section  4384 
in  section  138-2  (c) -(g) ,-  shal^ 
of  the  Secretary  or  his  delegate, 


mate  a  return  showing 


“-(4)-  the  name  and  address  of  eaeh  patron  to  whom 
it  has  made  such  payments  during  the  calendar  -yearg  and 
-‘-(-2)-  the  amount  of  sneh  payments  to  eaeh  patron-A 
-(4)-  (3 )  Section  6072  (d)  (relating  to  time  for  filing 
income  tax  returns  of  exempt  cooperative  associations) 
is  amended  to  read  as  follows: 

“(d)  Returns  of  Cooperative  Associations. — In 
the  case  of  an  income  tax  return  of — 

“  ( 1 )  an  exempt  cooperative  association  described 
in  section  1381  (a)  (1) ,  or 

“(2)  an  organization  described  in  section  1381 
(a)  (2)  which  is  under  an  obligation  to  pay  patronage 
dividends  (as  defined  in  section  1388  (a)  )  in  an 
amount  equal  to  at  least  50  percent  of  its  net  earnings 
from  business  done  with  or  for  its  patrons,  or  which 
paid  patronage  dividends  in  such  an  amount  out  of  the 
net  earnings  from  business  done  with  or  for  patrons  dur¬ 
ing  the  most  recent  taxable  year  for  which  it  had  such 
net  earnings, 

a  return  made  on  the  basis  of  a  calendar  year  shall  be  filed 
on  or  before  the  15th  day  of  September  following  the  close 
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of  the  calendar  year,  and  a  return  made  on  the  basis  of  a 
fiscal  year  shall  he  filed  on  or  before  the  15th  day  of  the  9th 
month  following  the  close  of  the  fiscal  year.” 

-f&f  (4)  The  table  of  subchapters  for  chapter  1  is 

amended  by  adding  at  the  end  thereof  the  following: 

“Sttbchapter  T.  Cooperatives  and  their  patrons.” 

-(#)-  (5)  The  table  of  sections  for  part  III  of  sub¬ 
chapter  E  of  chapter  1  is  amended  by  striking  out  the 
last  line  thereof. 

(c)  Effective  Dates. — 

( 1 )  Eon  the  cooperatives. — Except  as  provided 
in  paragraph  (3) ,  the  amendments  made  by  subsections 
(a)  and  (b)  shall  apply  to  taxable  years  of  organiza¬ 
tions  described  in  section  1381  (a)  of  the  Internal  lteve- 
nue  Code  of  1954  (as  added  by  subsection  (a)  )  begin¬ 
ning  after  December  31,  1962. 

(2)  Eor  the  patrons. — Except  as  provided  in 
paragraph  (3),  section  1385  of  the  Internal  Kevenue 
Code  of  1954  (as  added  by  subsection  (a)  )  shall 
apply  with  respect  to  any  amount  received  from  any 
organization  described  in  section  1381  (a)  of  such  Code, 
to  the  extent  that  such  amount  is  paid  by  such  organiza¬ 
tion  in  a  taxable  year  of  such  organization  beginning 
after  December  31,  1962. 
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( 3 )  Application  op  existing  law.— In  the  case 
of  any  money,  written  notice  of  allocation,  or  other  prop¬ 
erty  paid  by  any  organization  described  in  section 
1381  (a)  — 

(A)  before  the  first  day  of  the  first  taxable 
year  of  such  organization  beginning  after  December 
31,  1962,  or 

(B)  on  or  after  such  first  day  with  respect  to 
patronage  occurring  before  such  first  day, 

the  tax  treatment  of  such  money,  written  notice  of  allo¬ 
cation,  or  other  property  (including  the  tax  treatment  of 
gain  or  loss  on  the  redemption,  sale,  or  other  disposition 
of  such  written  notice  of  allocation)  by  any  person  shall 
be  made  under  the  Internal  Be  venue  Code  of  1954  with¬ 
out  regard  to  subchapter  T  of  chapter  1  of  such  Code. 
SEC.  18.  INCLUSION  OF  FOREIGN  REAL  PROPERTY  IN 

GROSS  ESTATE. 

(a)  Amendments  To  Include  Foreign  Beal  Prop¬ 
erty. — 

(1)  Section  2031  (a)  (relating  to  definition  of  gross 
estate)  is  amended  b  ystriking  out  “,  except  real  prop¬ 
erty  situated  outside  of  the  United  States”. 

(2)  The  following  provisions  of  chapter  11  (impos¬ 
ing  an  estate  tax)  are  amended  by  striking  out  “  (except 
real  property  situated  outside  of  the  United  States) 
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(A)  section  2033  (relating  to  property  in 
which  the  decedent  had  an  interest) , 

(B)  section  2034  (relating  to  dowrer  or  curtesy 
interests) , 

(C)  section  2035  (a)  (relating  to  transactions 
in  contemplation  of  death) , 

(D)  section  2036  (a)  (relating  to  transfers 
with  retained  life  estate) , 

(E)  section  2037  (a)  (relating  to  transfers 
taking  effect  at  death) , 

(F)  section  2038  (a)  (relating  to  revocable 
transfers) , 

(G)  section  2040  (relating  to  joint  interests) , 

and 

(H)  section  2041  (a)  (relating  to  powers  of 
appointment) . 

(b)  Effective  Date. — 

( 1 )  Except  as  provided  in  paragraph  ( 2 ) ,  the 
amendments  made  by  subsection  (a)  shall  apply  to  the 
estates  of  decedents  dying  after  the  date  of  the  enactment 
of  this  Act. 

(2)  In  the  case  of  a  decedent  dying  after  the  date 
of  the  enactment  of  this  Act  and  before  July  47  4064 
January  1,  1963,  the  value  of  real  property  situated 

H.K.  10650 - 20 
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outside  of  the  United  States  shall  not  he  included  in  the 
gross  estate  (as  defined  in  section  2031  (a))  of  the 
decedent — 

(A)  under  section  2033,  2034,  2035(a), 
2036  (a) ,  2037  (a) ,  or  2038  (a)  to  the  extent  the 
real  property,  or  the  decedent’s  interest  in  it,  was 
acquired  by  the  decedent  before  February  1,  1962; 

(B)  under  section  2040  to  the  extent  such 
property  or  interest  was  acquired  by  the  decedent 
before  February  1,  1962,  or  was  held  by  the  dece¬ 
dent  and  the  survivor  in  a  joint  tenancy  or  tenancy 
by  the  entirety  before  February  1,  1962;  or 

(C)  under  section  2041  (a)  to  the  extent  that 
before  February  1,  1962,  such  property  or  interest 
was  subject  to  a  general  power  of  appointment  (as 
defined  in  section  2041)  possessed  by  the  decedent. 

In  the  case  of  real  property,  or  an  interest  therein,  sit¬ 
uated  outside  of  the  United  States  (including  a  general 
power  of  appointment  in  respect  of  such  property  or 
interest,  and  including  property  held  by  the  decedent 
and  the  survivor  in  a  joint  tenancy  or  tenancy  by  the 
entirety)  which  was  acquired  bjr  the  decedent  after 
January  31,  1962,  by  gift  within  the  meaning  of  sec¬ 
tion  2511,  or  from  a  prior  decedent  by  devise  or  inherit¬ 
ance,  or  by  reason  of  death,  form  of  ownership,  or  other 
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conditions  (including  the  exercise  or  nonexercise  of  a 
power  of  appointment) ,  for  purposes  of  this  paragraph 
such  property  or  interest  therein  shall  be  deemed  to  have 
been  acquired  by  the  decedent  before  February  1,  1962, 
if  before  that  date  the  donor  or  prior  decedent  had 
acquired  the  property  or  his  interest  therein  or  had 
possessed  a  power  of  appointment  in  respect  of  the  prop¬ 
erty  or  interest. 

SEC.  m  WITHHOLDING  OF  INCOME  TAX  AT  SOURCE  ON 


AN©  PATRONAGE  ©FFfc 


©ENOS: 

-(a)-  In  General-: — 

-(4)-  Amendment  of  subtitle  G-. — Subtitle  G  -(re¬ 
lating  tu  employment  taxes  and  collection  of  income  tax 


mg  new  chapter-? 


CHAPTER  25— COEEECTION  OE  INCOME  TAX 
AT  SOURCE  ON  INTEREST,  DIATDENOS, 
ANO  PATRONAGE  


“SmcHAPTEn  At  Intcrest.- 


-■Sudciiapter  ©r  Dividends. 


“Sudciiapter  Or  Patronage  dividends? 


©r  General  provisions. 


“Sec.  3151.  Income  tax  eolleeted  at  source  on  interest.- 


“Sec.  3152.  Interest  defined.- 
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“SE€=  345E  INCOME  TAX  COLLECTED  AT  SOURCE  OX 


INTEREST 

Requirement  of  WmmoEDixeh — Exeept  as 
otherwise  provided  in  this  chapter?  every  person  who  pays 
interest  shah  (led net  and  withhold  on  sneh  interest  a  tax 
espial  to  SO  percent  of  the  amount  thereof; 

i^h)-  Payee  Unknown. — 41  the  -withholding  agent  is 
enable  to  determine  the  person  to  whom  the  interest  is  pay- 
nhhy  the  tax  under  this  scetion  shall  he  dedneted  and  with¬ 
held  at  the  time  payment  of  the  interest  week!  he  made  if 
sneh  person  were  knowm 

i^ef  Cross  References; — 

For  credit;  against  income  tax  of  the  recipient 
of  the  income,  of  amounts  deducted  and  withheld 
under  this  section;  see  section  39= 

E434  For  speeial  rules  as  to  credit  or  refund  of  sueh 
amounts,  see  sections  3484,  3485,  3486;  3487,  and  3505.- 
*434  For  exemption  from  requirement  of  deducting 
and  withholding  on  certain  interest  paid  to  certain 
persons,  see  seetion  3483. 


“SE€=  3452=  INTEREST 

-(a)-  Uenerae  RurE; — Eor  pnrposos  of  this  chapter, - 
the  term  ‘interest’  moans — 


“  (4-)  interest  on  evidences  of  indebtedness  (inclnd- 
ing  bondsy  debentnresy  notesy  and  certificates-)-  issued  hy 
a  corporation  with  interest  coapons  or  in  registered 
form,  andy  to  the  extent  provided  in  regnlations  pro- 
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scribed  by  the  Secretary  or  bis  delegate,  interest  on 
ether  evidences  el  indebtedness  issued  by  a  corporation 
of  a  type  offered  by  corporations  te  the  public-? 

“(-2)  interest  en  deposits  with  persons  carrying  en 
the  banking  business ; 

“-(3)-  amounts  -(whether  er  net  designated  as  in¬ 
terest)-  paid  by  a  mutual  savings  bank?  savings  and  lean 
association?  building  and  lean  association?  cooperative 
bank?  homestead  association,  credit  union?  or  s 


organization?  in  respect  of  deposits?  investment  certifi¬ 
cates?  or  withdrawable  or  repurehasahle  shares-? 

■ (4)  interest  on  amounts  held  by  an  insurance  com¬ 


pany  under  an  agreement  to  pay  interest  thereon? 
—(■£-)-  interest  on  deposits  with  stockbrokers ; 

-(b)  interest  on  obligations  of  the  United  States; 

orirl 

tctrtt 

-(7-)  in  the  ease  of  a  noninterest-bearing  obliga- 
tion  of  the  United  States — 

“  (A)  issued  on  a  discount  basis?  and 
— (-B)  having  a  maturity  date  more  than  one 


year  from  the  date  of  issue? 

the  amount  by  which  the  amount  paid  on  surrender  or 
redemption  exceeds  the  issue  price? 

-(b)  Exceptions. — Uor  purposes  of  this  chapter?  the 
term  ‘interest’  does  not  include — 
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interest  on  obligations  described:  in  section 
er  -(b)-  (relating  to  interest  on  certain 
governmental  obligations)  -? 

--(2  )  any  amount  paid  by — 

“■(A)  a  foreign  government  or 


a  foreign  corporation  not 
trade  or  business  within  the  -U-nited  States? 


m 


--  (-G)  a  nonresident  alien  individual  not  en¬ 
gaged  in  trade  or  business  witlnn  the  United  States; 
or 


“  (D)-  a  partnership  not  engaged  in  trade  or 
business  within  the  United  States  and  composed  in 
whole  or  in  part  ol  nonresident  aliens? 

“  (3)  interest  on  deposits  with  persons  carrying  on 
the  banking  business  paid  to  a  person  described  in  para- 
graph  -(Sf  -fkfy  -(Oh  er  -(Ufi 

“  (4)  any  amount  paid  by  one  corporation  to  an¬ 
other  corporation?  if  both  corporations  are  members  of 
the  same  affiliated  group  which  hied  a  consolidated  re¬ 
turn  for  the  preceding  taxable  year  of  the  affiliated 
group? 

—  (A)-  interest  subject  to  withholding  under  sub eliap 
ter  A  of  chapter  b  (seeT  1141  and  following,  relating  to 
withholding  of  tax  on  nonresident  aliens  and  foreign  cor- 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 


311 


g  llttl  lit 


poratiofts-)-  by  tbe  pereeft  paying  mek  interest,  er  wbieb 
would  bo  so  subject  to  withhokling  by  sueh  person,  bnt 
for  the  feel  that  it  is  net  treated  as  income  from 
within  the  United  States-;- 

--(!>)  any  amonnt  on  -wbieb  the  wfthhol 
is  required  to  dednet  and  witbbeid  a  tax  nnder  section 
14-51  -{relating  to  tax-free'  covenant  bondsky  or  wonkl  be 
so  rcqnired  bnt  for  section  1451 (d)  (relating  to  benefit 
of  personal  exemptions)  ~ 

“(7)  to  the  extent  provided  in  regulations  pre¬ 
scribed  by  tbe  Secretary  or  bis  delegate^  any  amount 
payable  with  respect  to  deposits  in  school  savings 

“  (8-)-  any  amount,  described  in  subsection  -fa)-  (-2 ) , 
-fd)-7  or  -fUf-  paid  to  a  State  or  a  foreign  government 
or  international  organization  -(other  than  any  amonnt 

transferable  certificate  or  share )- 

ti-fe)-  ExisMrTieaF  ts-m  Ux-ited  Stated — The  Secre¬ 
tary  may  authorize  exemption  from  the  tax  imposed  by  see- 
ion  3451  for  any  amount  paid  by  the  United  States  or 
my  wholly  owned  agency  or  instrumentality  thereof  to  the 
United  States  or  any  wholly  owned  agency  or  mstrumentah 
tty  thereof  if  the  Secretary  determines  that  the  imposition 
ef  the  tax  with  respect  to  such  amount  will  cause  a  harden 
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ai»  Ajrrvzm  oa  i  Ua  ft  flP1/!  Ltil 

U1  vAUL  Iluv  tTlxtuit  tTtttt  UU  u  \  U1  U'^tt  U  V 


fh  A  j-Atr 

tiiu  tint 


“Subchapter  B — Dividends 


“See.  31G1;  -Income  tec  collected  at  source  ea  dividends. 
“See.  3162.  Dividend  defined. 


“SEC.  346L  INCOME  TAX  COLLECTED  AT  SOURCE  ON 
DIVIDENDS. 

^^af  Bequirement  oe  Withholding^ — Except  as 
otherwise  provided  hi  this  chapter,-  every  person  who  pays 
a  dividend  shftii  dednet  and  withhold  on  sneh  dividend  ft  tax 
equal  to  20  percent  of  the  amount  thereof. 

li-{b)-  -Payee  Dnk-nown — If  the  withholding  agent  is 
mat  Ido  to  determine  the  person  to  whom  the  dividend  is 
payable,-  the  tax  under  this  section  shah  he  dedueted  and 
withhold  at  the  time  payment  of  the  dividend  would  he 
made  if  sueh  person  were  known. - 

iL{e)-  Amount  of  Dividend  Bnknown. — If  the  with¬ 
holding  agent  is  unable  to  determine  the  portion  of  a  dis¬ 
tribution  which  is  a  dividend?-  the  tax  under  this  section 
shah  be  computed  on  the  entire  amount  of  the  distribution .- 
“-(d )  Dross  BerebenceD: — 


AT)  Tor  credit;  against  income  tax  of  the  recipient 
of  the  income;  of  amounts  deducted  and  withheld 
under  this  section,  see  section  36r 
AT)  Tor  special  rules  as  to  credit  or  refund  of  such 
amounts;  see  sec-tic  ns  3484;  3483;  3486;  3487;  and  3363! 

AA  Tor  exemption  from  requirement  of  deducting 
and  withholding  on  dividends  paid  to  certain  indi¬ 
viduals;  see  section  3483^ 
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DEFINED. 


“-(a)  General  Bcnfe — For  purposes  of  Ibis 
Ike  term  -dividend1  means — 

^-(4)-  any  distribution  by  ft  corporation  which  is  ft 
dividend  -(as  defined  in  section  316)- ?  and 

“  (2)  any  payment  made  by  a  stockbroker  te  any 
person  as  a  substitute  for  a  dividend  -(as  so  defined)^ 
“  (b)-  ExcErTiONS.  -For  purposes  el  this  chapter,  the 
term  ‘dividend-  dees  net  include — 

--  (-1-)-  any  amount  paid  in  the  stoek?  er  rights  te 
acquire  the  stocky  el  the  distributing  corporation  if  the 
distribution  is  net  includible  in  gross  income  el  the  re¬ 
cipient  under  the  previsions  el  section  3Gb  (relating  te 
distributions  el  stock  and  stock  rights)p 

■“  (2)-  any  distribution  te  the  extent  that,  under 
chapter  4 — 

“  (-A-)  the  amount  thereof  is  treated  by  the  re¬ 
cipient  as  an  amount  received  on  the  sale  or  ex¬ 
change  of  property?  or 

“(B)-  gain  or  loss  to  the  recipient  is  not  r < 


nized- 

any  amount  which  is  includible  in  gross  in¬ 
come  as  a  taxable  dividend  by  reason  of  the  provisions 
of  section  303  (relating  to  redemptions  of  stock)-?  £00 
(relating  to  dispositions  of  certain  stock) ,  300  -(relating 
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to  receipt-  of  additional  consideration:  in  connection  -with 
certain  reorganizations)  ,■  or  1084(e)  (2)  -(relating  to 
certain  distributions  pursuant  to  order  of  tbe  Securities 


“--(A-)-  any  amount  paid  fey  one  corporation  to  an¬ 
other  corporation  if  both  corporations  are  members  of 


the  same  affiliated  groap  which  hied  a  consolidated  re- 
tam  for  the  preceding  taxable  year  of  the  affiliated 
gronp-j 

^A)-  an  amount  which — 

“(A)  is  subject  to  withholding  under  suhehap- 
ter  A  of  chapter  8  -fsecr  1444  and  following?  relating 


to  withholding  of  tax  on  nonresident  aliens  and  for¬ 
eign  corporations)-  by  the  person  paying  such 


i444)-  would  he  subject  to  withholding  under 
such  subehaptor  A  by  the  person  paying  sueb 
amount  hat  for — 


the  fact  that  it  is  attributable  to  in¬ 
come  from  sources  outside  the  United  States?  or 
iLfii)-  the  fact  that  the  payor  thereof  is 
excepted  from  the  application  of  section 
1411  (a)  by  the  provisions  of  seetien  4111  (e)  : 
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any  amount  paid  by  a  foreign  corporation  net 
1,u&vll  in  trade  er  business  within  the  United  States-,- 

o  © 


u 


-(-7-)-  any  amount  described  in  section  4474  -(relat¬ 
ing  to  undistributed  tactile  income  of  electing  small 
business  corporations}-;  and 

“  (8--)-  amounts  paid  pursuant  to  tbe  teems  of  a 
lease  entered  -into  before  dbmnary  17  49547  if  under  sneb 
lease  tbe  shareholders  of  the  lessor  eorporation  are  en¬ 
titled  to  sueb  amounts  without  deduetion  for  any  tax 
which  any  Jtw  of  the  United  States  might  require  to  be 
dedueted  and  withheld  on  the  payment  of 

-Stthefeapter  € — Patronage  Dividends 


“See.-  §444;  Zneeme  Uwt  eetleet-e4  tU  WHeee  ©«■  patronage 
dividends; 

a  See;  3172.  Ar-H-mnfs  snkgxA  te  M-itldwtdtng; 


§474; 


TAX  €©4AE€TE©  AT 


©X 


li^af  Eequheemme  of  WitiiiioldinGt — Exeept  as 
xise  provided  in  this  chapter,-  every  cooperative  to 
which  part  4  of  subchapter  ¥  of  chapter  4  applies  whieh  pays 
m  amount  described  in  section  3472-  shall  deduct  and  with¬ 
hold  on  such  amount  a  tax  equal  to  20  percent  of  such 


amount: 

lifbf  Payee  Unknown — 4f  the  wb 


agent  is 
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unable  to  determine  Ike  person  to  whom  Ike  amount  is  pay- 
aklej  Ike  las  unto  this  sect-ion  skak  be  deducted  and  with¬ 
held  at  tke  tkne  payment  ol  tke  amount  would  be  made  k 
suck  person  were  knowm 

—(of  Gross  E-e-ferene-eo; — 

^1-)  Fee  eredxE;  agamst  mceme  tax  ef  the  recipient 
©f  the  incense*  ef  axnennts  deducted  and  withheld 
\.x  *x c-r  t5x  xs  sec  txxxxij  see  sect  km  33; 

Ear  special  rules  as  to  credit  ©a  refund  of  such 
sino^ntSj  see  sections  3484*  3485*  3486*  348-7-5  and  3505; 

if431  For  exemption  from  rcEjuirement  ©f  deducting 
and  vdthholdiag  ©a  amounts  paid  to  certain  indn 
vlduals*  see  section  3483; 


^SEF-.-  3472;  AMOUNTS  SUBJEFT  -TO  WIT1MIOUD1XO; 


-^-fu)-  Gererar  E-EEtk — Exeept 


provided 


in  this  section  or  section  3481k  tke  amounts  snkjeet  to  dedne- 


tion  and  withholding  nnder  seetion  3474  are — 

^-(4)-  tke  amonnt  of  any  patronage  dividend  -(as 
defined  in  seetion  4388-fa-}-)-  wkiek  is  paid  in  moneys 
qnahfied  written  netiees  of  allocation  -(as  defined  in  see¬ 
tion  1388  (c')")-j  or  other  property  -(except  nonqualified 
written  notices  of  allocation  as  defined  in  seetion 


4388-fd  )~G  and 

“-(2)  any  amonnty  described  in  section  1382  (c)  (2)- 


on 


OOpf  a  I  n 

W  E  l  l  let  111 


wkiek  is  paid  in 
location,-  or  other  property 
notices  of  ah-eeation )  ky  an 


net 


of  at- 
written 

from 
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to  exemption  el  larm- 


1-74 


ExcErTioxm — Eke  previsions  el  s 
sleek  net-  apply  te — 

“-(1)  any  amennt  paid  ky  ene  corporation  te  an¬ 
other  corporation^  il  ketk  corporations  are  members  el 
tke  same  alkhated  group  wkiek  hied  a  consolidated  re¬ 


turn  lee  tke 


e  year  el  tke  alkhated 


ank  loreign 


geenp7 

-‘-(■2-)  an  amennt  wkiek — 

is  subject  te  withholding  under  snk- 
ekapter  A  el  ekapter  3  -(see -  4444  ank  follewmgy 
te  withholding  el  tax  on  nonresident  akens 
operations)-  ky  tke  person  paying  snek 

,  or 

^^-fk)-  would  ke  snkjeet  te  withholding  nnker 
snek  suhehaptcr  A  ky  tke  person  paying  snek 
amount  knt  for  tke  laet  tkat  it  is  attributable  te 
income  Irem  senrees  outsike  tke  United  States ;  ank 
“-(£■)-  any  amount  paid  ky  a  foreign 
net  engaged  in  trade  er  kusiness  within  tke 
States. 

"  (c)  Exemi>tiox  eos  Cer-taix 
EIYE&; — A  cooperative  whieh  tke  Secretary  er  his  delegate 
determines  is  primarily  engaged  in  selling  at  retail  geeks 
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or  services  of  ft  type  that  are  generally  for  persona^  living, 
or  family  use  shall,  upon  application  to  the  Secretary  er  hie 
delegate?  he  granted  exemption  from  the  tax  imposed  hy 
section  3474?  Application  for  exemption  imder  this  snh- 
section  shah  he  made  in  accordance  with  regulations  pre¬ 
scribed  hy  the  Secretary  or  his  delegate? 

“-(d)  De-ter  ^ i uyatjon  eu  Amount  Raul — Eor  pur- 
poses  of  this  sahehaptcr?  in  determining  amonnts  paid — 
NO  property  -(other  than  a  written  notice  of 
shah  he  taken  into  aeeonnt  at  its  fair  market 


value?  and 


NO 


he  taken  into  aeeonnt  at  its  stated  dollar 


“Subchapter  © — General 


•“■Seer  8181.  Liability  for  return  and  patient  of  withheld 
Oho 

^See,  8182.  Return  and  payment  hy  United  Staten. 

NSeer  3183.  Exemption  eer-t  ideates, 

“See:  3181.  Refund  ef  Ohs  t©  individuals: 

“Sec.  8185.  Refund  ©f  too  te  States,-  tax-exempt  organiza¬ 
tions;  eter 

-■Seer  8183.  Ref  und  ©f  Oh*  t©  corporat  ion. 

CSoe-.-  8187.  Credit  for  tax  withheld  ©ft  corporation. 

^Sce,  3188.  Obligation  sold  between  interest-payment  dates.- 
— See?  3189:  -Presumption. 

^See.-  8f90.  Definitions. 


^SEU  348L 


FDR  RETURN  AN©  PAYMENT  ©E 


WITHHELD  TAX, 

“  (a)  General  Rule. — Every  person  repaired  to  de- 
dnet  and  withhold  any  tax  under  this  chapter  shall,  on  or  he- 


319 


1  fere  the  last  day  of  the  first  month  following  the  elese  el  each 

2  quarter  ef  hie  taxable  yeaiq  make  a  return  ef  the  te  required 

3  te  be  deducted  and  withheld  daring  sueh  quarter  and  pay  the 

4  te  te  the  offieer  designated  m  section  fi4£4r  bbe  wi 

5  mg  agent  shah  be  liable  fer  Ike  payment  ef  tbe  tee 

6  te  be  deducted  and  withheld  under  this  chapter,  and  shah  net 

7  otherwise  be  liable  te  any  person  fer  the  amount  ef  any 

8  sueh  payment.- 

9  ^-fb}-  dte  Paid  ©¥  Regiment-: — If  the  withholding 

10  agent,  in  violation  ef  the  previsions  ef  this  ehapter-  fails  te 

11  deduet  and  withheld  any  tax  under  this  ehaptery  and  there¬ 
in  after  the  tax  against  whieh  sueh  tax  may  be  credited  is 

13  paibj  the  tax  so  required  te  be  dedueted  and  withheld  shall 

14  ke  collected  from  the  withholding  agent-  but  this  sub- 

15  section  shah  in  ne  ease  relieve  the  withholding  agent  from 

16  liability  fer  any  penalties  er  additions  te  tbe  tax  otherwise 

17  applicable  in  respect  ef  sueh  failure  te  deduet  and  withheld? 

18  Gross  RE-FBEEffeE? — 

limitation  ©ft  the  «se  ef  Government  depositaries 
m  the  collection  of  taxes  deducted  and  withheld  under 
IRis  chapter?  see  the  last  sentence  ef  section  6302 (c->.- 

19  “SE€.-  3482,  RETURN  AN©  PAYMENT  BY  UNITE©  STATES, 

20  ^If  the  withholding  agent  is  the  United  States  the  re- 


21  tarn  ef  the  te  dedueted  and  withheld  under  this  chapter  may 
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be  made  by  an  officer  or  employee  el  lire  United  States 
having  control  el  the  payment  el  the  amount  subjeet  te 
withholdings  or  appropriately  designated  for  that  purposcT 
*‘SE€.  348&  EXEMPTION  CERTIFICATES. 
i£-faf  General  RuleSt — 

“  (1)-  IAdividualb  under  AUE  — Any  indi- 


vidnal  may  hie  with  any  withholding  agent  an  ex< 
tien  certificate  on  which  he  certifies  the  date  el  his 
hhthT  41  sneh  a  eertiheate  is  hied;  all  amounts  pay¬ 
able  hy  sneh  withholding  agent  te  sneh  individual;  on 
and  alter  the  effective  date  lor  sneh  eertiheate  and 
before  the  beginning  el  the  eahmdar  year  during  which 
the  certificate  indicates  that  he  will  attain  age  4-8;  shall 
be  exempt  from  the  requirement  el  deducting  and  with- 

I  ->  r>l  /Ini  rv»  n  fl  av  tl^ie 

I I  UK.  1 1 1 1  11 1  iviv  T  lllio  tr  nttpEvi* 

Individuals  over  ade  uu — Any  individual 
may  hie  with  any  withholding  agent  an  exemption 
cortiheate  on  which  he  certifies — 

-  (A}-  that  he  will  have  attained  age  4A  before 
the  dose  el  the  calendar  year  for  which  sneh  eertih- 
eate  is  hied,  and 

“  (B)  that  he  reasonably  believes  that  he  will 
net  -(after  the  application  el  the  credits  against  tax 
provided  by  part  IA  el  subchapter  A  el  chapter  4; 
ether  than  the  credits  under  sections  34-  and  30)-  be 
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liable  for  tke  payment  ef  any  lax  tinder  chapter  i  for 
each  ef  kis  taxable  years  any  portion  of  wldeli  is 
indaded  in  tke  period  for  vekiek  sack  certificate 
wih  be  in  effech 

4f  saek  a  certificate  is  filudy  ftH  amounts  payable  by  t^uoli 
withhokkng  agent  to  seek  hnh-vidaal  daring  tke  period 
saek  certificate  is  in  effeet  skak  be  exempt  from  tke 


Except  as  may  otherwise  be  provided  in  rega- 
lations  preseriked  ky  tke  Secretary  or  kis  delegate7  an 
exemption  eertiheate  died  ky  an  individaal  described  in 
tkis  paragraph  skak  remain  m  effect  only  for  tke  period 
beginning  on  tke  effective  date  of  saek  eertifieate  and 


ending  at  tke  dose  of  tke 
period  begins 


r  year  in  which  saek 


“-f&f  dAx  EXEMPT  OinmyiZATlOXS- — 

“-(A-)-  Any  organization  -(other  than  a  coopera¬ 
tive  described  in  section  §24-)-  wdnek  is  exempt  from 
tke  tax  imposed  by  chapter  4  may  fife  with  any 
withholding  agent  who  pays  am  omits  described  m 

eertifieate  on  which  it  certifies  that  it  is  saek  an 
organizatiom  If  saek  a  certificate  is  fkeeb  ak 
amounts  described  in  section  3452  (a)-  -(fill 
II. R.  10650 - 21 
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o  (TiO  l  if. 
ttgT7lTt7 


-{^7  and  -{A)-  payable  by  sueh  w 
to  such  organization  eft  and  alter  the  effective  date 
for  sueh  certificate  shall  -{except  as  presided  in  sub- 

of  deducting  and  withholding  under  this  chapter? 

-“-(B)  An  exemption  eertiheate  hied  by  an 
organization  under  subparagraph  -(A)-  shall  eease 
to  be  effective  on  the  thirtieth  day  after  the  day  on 
which  the  withholding  agent,-  with  whom  sueh  cer¬ 
tificate  was  filed7  is  notihed  by  either  the  organisa¬ 
tion  or  the  Secretary  or  his  delegate  that  the 
organization  is  no  longer  exempt  from  the  tax  im¬ 
posed  by  chapter  1-  If  an  organization  ceases  to  be 
exempt  from  such  taxj  it  shah7  within  the  time  speci¬ 


fied  in 


so  notify  eaeh 

whom  it  has  an  exemption  eertmeate  m 
fb)-  -ExcErTioxs  =vxb  Spegtau  EtU-BES? — 

bhm-T-Srix  E-xeEP-Tiex^ — hhis  seetion  shall 
not  apply  to  any  amount — 

(A?)-  described  in  seetion  3-152  (a)  (1)  -(re- 


U 


u 


lating  to  interest  on  evidences  of  h 

^^{E)-  described  in  seetion  34-52  (a)  (3)-  paid 


in  respect  of  a  transferable  certificate  or  sbare7  or 
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described  in  seetion  34£2-(-a)-(-6)  -{relat¬ 
ing  to  interest  obligations  ol  the  Ignited  States)  ? 
-‘-(H)-  Series  E  boeds?  etc-. — In  the  ease  ol  trans¬ 
actions  involving  the  redemption  ol  one  or  move  obliga¬ 
tions  described  in  seetion  3452  (a)  (7)  (relating  to  cer¬ 
tain  obligations  ol  the  End  ted  States  issned  on  a  diseonnt 
basis)-?  a  separate  eertibeate  shad  be  bled  with  respect 
to  eaeh  sneb  transaction; 


^-(3)-  EEmENEES?  CUSTODIAL  AEB  JOI-N-T-  OW-NE-R- 
Sffl-PSR — Ender  regulations  prescribed  by  the  Secretary 
or  bis  delegate?  the  exemption  provided  by  snbseetion 
-(u)-  may  be  extended?  in  a  manner  consistent  with  the 
other  provisions  ol  this  section?  to — 

“  (A-)-  amounts  -(other  than  amounts  described 
in  seetion  3462-faf?  relating  to  dividends)  paid 

amounts  paid  to  custodians^  and 
“  (Q)-  amounts  paid  Jointly  to  H  or  -more 
individuals; 

“  (4)  Effective  bate  oe  certificate. — Any 
exemption  eertibeate  under  this  seetion  shah  take  eSeet 
on  sueb  day  as  is  speeihed  in  accordance  with  regula¬ 
tions  prescribed  by  the  Secretary  or  his  delegate; 

“  (■£>)-  EOEM  AEB  COETEETS  OE  CERTIFICATE  AEE> 
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NOTiefe — Any  exemption  certificate  under  this  section, 
and  any  notice  under  subsection  (a)  (3)  (B) ,  shall  he 
in  sueh  form  and  contain  sueh  information  as  the  Secre¬ 
tary  or  his  delegate  may  by  regulations  preseriber 
-(c)  Gross  Referenc-E; — 


^F-or  penalty  for  filing  fraudulent  certificate;  or  for 
failing  to  provide  notice;  under  this  section;  see  seetion 
7205, 

^SE€v  3484  REFUND  OF  TAX  TO  INDIVIDUALS. 

“-{a}-  General  RurE; — Exeept  as  provided  in  subsee- 
tion  -fe^r  the  tax  deducted  and  withheld  under  this  ehapter 
with  respoet  to  amounts  received  by  an  individual  during 
any  quarter  -(other  than  the  fourth  quarter)-  of  his  taxable 
year  -(-together  with  any  tax  so  deducted  and  withheld  on 
amounts  which  were  received  by  him  during  any  prior  quar¬ 
ter  of  sueh  year  and  with  respect  to  which  no  allowable  claim 
for  refund  has  been  hied  under  this  section}-  shady  to  the 
extent  such  tax  does  not  exceed  his  refund  allowance  as  of 
the  time  the  claim  for  refund  is  hledy  be  promptly  refunded 
to  him  as  an  overpayment  of  taxr  A  refund  of  tax  shall  be 
made  under  this  seetion  only  if  the  amount  claimed  and 
allowable  equals  or  exceeds  $4th 


iL(b)-  Refund  Allowance? — Eor  purposes  of  this  see- 
tiony  the  refund  allowance  of  an  individual  as  of  the  time  the 
elaim  for  refund  is  hied  is  an  amount  equal  to  the  cxeessT  if 
anyy  of— 
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“  (1)-  an  amount  equal  to  2#  percent  of — 

“  (-A-)  ■  Ike  total  of  tke  deductions  wbiek7  on  tke 
basis  el  facts  existing  at  tke  time  tke  claim  for  refund 
is  filed7  sack  individual  would  be  allowed  for  tke  tax¬ 
able  year  under  section  454  (relating  to  deductions 
for  personal  exemptions)^  pins 

--fB)-  in  tke  ease  of  an  individual  who?  at  tke 
time  tke  claim  for  refund  is  filed7  reasonably  ex¬ 
pects  tkat  ke  will  be  allowed  a  credit  under 

|av  tm 
ivjr  riivl 


37-  (relating  to  retirement  n 
yearj  tke  amount  wkiefq  at  suck  timoy  suek  indbvid- 
nal  reasonably  expects  to  be  tke  amount  of  bis  re¬ 
tirement  income  -fas  defined  in  section  37-fe)  and  as 
limited  by  section  37  (d)-)-  for  tke  taxable  year, 
less 

“  (G)  tke  amounts  (other  than  amounts  on 
which  tax  is  required  to  be  deducted  and  withheld 
under  this  chapter)-  whielq  at  tke  time  tke  claim  for 
refund  is  filcd7  suek  individual  reasonably  expects 
to  ke  includible  in  kis  gross  income  for  tke  taxable 


year-j  over 

-‘(2-)-  tke  amounts  of  tax  with  respect  to  wkiek  an 
allowable  dakn  for  refund  has  been  previously  filed 
under  this  scetion  during  taxable  yean 
For  purposes  of  paragraph  (1)  -(0)7  an  individual  who  files 
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•more  than  one  claim  for  rcftiml  under  this  section  for  any 
taxable  year  may  use  the  estimate  for  tbe  preceding  claim 
for  sneb  year  unlessy  at  tbe  time  be  files  tbe  duing  be  reason¬ 
ably  expects  tbe  amounts  referred  to  in  paragraph  (4-)  (Q)- 
to  exceed  sneb  prior  estimate  by  more  than  $4-0Qr 

Mwthhe©  — Ear  purposes  of  subsec¬ 

tions  -(a)-j  -fbfy  and  -(d)-  married  individuals  shall  be  treated 

O  o  n  m  n  I  /I  '  XT1  /I  11  P  1  1  }  ni  flip  fun  o  f  ]io  pi  o  I  r>l  f  <  ivdi  i  n  fl  id  -fi  1  p/1 

ilo  Ml  1  1J  llli  V  Ivltld  1  it ^  M  1'  111 v  x  11 1  lvi  lllvi  v  i cl  1111  rUi  1  L I iillvl  i»5  Jl X 1  v_  vl ^ 

they  reasonably  expect  that  they  wifi  file  a  joint  return  for 
tbe  taxable  year  in  which  sueb  claim  is  filedr 

^-fd-f  Ejme  eon  bhmx©  hEaion — blot  more  than  one 
claim  may  be  filed  under  this  seetien  by  any  individual 
during  any  gHartcr  of  his  taxable  yearr  A  refund  of  tax 
deducted  and  withheld  on  amounts  received  during  a  taxable 
year  shah  be  made  under  this  seetien  only  if  claim  therefor 
is  filed  on  or  before  tbe  last  day  of  sueb  taxable  yearr 

^-(e)-  4x©ixi-b©aTtS  bferr  Emotbbe  ©on  S-kef-x-D: — bfo 
claim  for  refund  may  be  filed  under  this  section  by — 


-(4-)-  any  indivb 


than  an  individual 


to  in  paragraph  -ffi)-  or  -(-§-))■  unless,  at  tbe 
time  tbe  claim  for  refund  is  filedy  be  reasonably  expects 
that  his  gross  income  for  tbe  taxable  year  wifi  not  ox  ■ 
eeed  ffiyOOOy 

--(2)-  any  married  individual  unlessy  ftt  the  time  the 
elaim  for  refund  is  filedy  be  reasonably  expects  that  tbe 
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gross  income  ef  saeb  individoal  and  his  spoase 
for  tke  taxable  year  will  net  exceed  SlOyOQQ-j 

“  (3)  a  bead  el  a  keosebeld  -fas  defined  m  section 

1  (b)-(-2-)-)-  or  a  surviving  spouse  -fas  defined  in  section 

2  (b)  -)-  nnlessy  at  tbe  time  tbe  claim  lor  reload  is  filedy 
be  reasonably  expects  tbat  bis  gross  ineeme  lor  tbe 
taxable  year  will  net  exceed  -$l-OyOOOy  or 

■“  (4)-  any  cbild7  anlessy  at  tbe  time  tbe  claim  lor 
rebrnd  is  filedy  be  reasonably  expects  tbat  no  dedaetien 
weald  be  allowed  lor  bim  ander  section  4fil-(e)-fl)  -(H)- 
lor  tbe  taxable  year  ol  bis  parent  -(or  parents)-  begin¬ 
ning  w4tb  or  witliin  tbe  calendar  year  in  which  tbe 
claim  lor  refand  is  filedr 
^{If  Gross  Ree-er-bsbei — 

EFec  credit  or  refund  ef  amounts  net  refunded 
under  ttas  section*  see  section 

iigEG-.  3485;  REFEX©  OF  TAX  TO  STATES*  TAX-EXEMPT 

-‘-(a)  Gexerab  ErOtEi — In  tbe  ease  ol  a  oerson  which 


^-f-4)-  tbe  United  States  or  a 
“■(2-)-  an  organization  (other  than  a  cooperative 
in  section  521-)-  which  is  exempt  from  tbe  tax 
by  chapter  4y 
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■-(3-)-  ft  foreign 


or  international 


iL(4^-  ft  foreign  central  bank  of  issue,- 
if  foe  lax  deducted  and  withhold  under  foie  chapter  with  re¬ 
spect  to  amounts  received  by  such  person  during  any 
quarter  exeeeds  foe  eredity  if  anyy  efaimed  by  and 
to  sueb  person  under  seetion  3dQh  (relating  to  eredit 
employment  taxes)-  for  such  quarter^  foe  exeess  (together 
with  any  sueb  exeess  for  any  prior  quarter  of  foe  same 
ealendar  year  with  respeet  to  which  no  refund  has  been 
claimed  and  allowed  under  this  seetion)-  shad  be  promptly 
refunded  or  credited  to  sueb  person  as  an  overpayment  of 
taxv  4n  tire  ease  of  a  person  to  which  paragraph  -(4)-  ap- 
pbesy  foe  amount  wkieb  may  be  refunded  or  eredited  under 
this  seetion  shall  not  exceed  foe  amount  of  tax 
and  withheld  under  seetion  d4b4  on  interest  paid  on 
tions  of  the  United  foates  which  are  net  held  forT  or  used  in 
connection  withy  foe  conduct  of  commercial  banking  functions 

Guohu  Reee-renoes. — 

“(1)  Fer  period  of  limitation  for  fifing  claim  under 
this  section,  see  section  6511. 

Foe  presumed  date  of  payment  foe  purposes  of 
hAh  period  of  limitation,  see  seetion  65 1 3  ( 1) ) ,  fm  d  ( 15 ) 
allowance  of  interest  on  overpayments,  see  section 

66H-(dh 
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*SE€,  3486,  REFUND  OF  TAX  TO  CORPORATION. 

--(-a)-  General  Rule. — If  the  tax  deducted  and  with- 
held  under  Ibis  chapter  with  respect  te  amounts  received  by 
a  eerp oration  (other  than  a  corporation  described  in  section 
■3485  (a) )  during  any  quarter  (other  than  the  fourth  quar¬ 
ter)-  of  its  taxable  year  exceeds  the  amomet  claimed  by  and 
allowable  to  such  corporation  under  section  8487-  as  a  credit 
against  its  liability  for  tax  under  this  chapter  for  such  qnar  ■ 
ter^  the  excess  (together  with  any  such  excess  for  any  prior 
quarter  of  the  same  year  with  respect  to  which  no  refund  has 
been  claimed  and  allowed  under  this  section)-  shall  be 
promptly  refunded  or  credited  to  such  corporation  as  an  over¬ 
payment  of  taxT  A  refund  of  tax  shall  be  made  under  this 
section  only  if  claim  therefor  is  hied  after  the  close  of  the 
period  covered  by  the  claim  and  on  or  before  the  last  day 
of  the  taxable  yean 

“-(b)  Cross  Rein^re-nub. — 


“For  credit  or  refund  of 
under  this  section,  see  section  39, 


nnl  vof  linn 
live  lvtuillUvu 


'■& E€,  3487, 


FOR  TAX  WITHHELD  ON 


TION, 


^-(uf  General  Rule, — Any  tax  deducted  and  with¬ 
held  under  this  chapter  with  respeet  to  amounts  received 
by  a  corporation  -(other  than  a  corporation  described  in  see- 
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tion  3185  (a) )-  during  a  taxable  year  shall?  to  the  extent  net 
claimed  and  allowable  as  a  credit  or  refund  to  tbe 
under  section  3186,  be  allowed,  under  regulations 
by  tbe  Secretary  or  bis  delegate?  as  a  credit  against  -{but 
net  in  excess  of)-  tbe  tax  for  which  snob  corporation  is  liable 
under  this  chapter  in  respect  ef  amounts  paid  by  it  daring 
such  year? 

1‘-{1>)  Jtcvf-BExrm  xx-b  IbvcRoywcE  Fivtbexbs  Pcgb 
DuitiNG  Ywx-wbee-  -Yewr. — For  purposes  of  determining  the 
credit  allowable  to  any  corporation  under  subsection  -fa}7  a 

f  \  av  n  Aiinf  oialx  i  /v/vf  1a  vy  i  f  lilv  rtlfl  1 11  O*  n  n  oy  p  r\  r* f  i  /  vn 

LI  1 V  i  vlv.  1 1  vl y  v  1  tl i  11 U till b  k?tt fl  I  v  v  t  l ' 7  1 ' 11 1  illwlll  11  il  f  L  L 1 1  Li v  l  oL/ v LIL/li 

3471,-  paid  by  it  may  be  considered  as  having  been  paid 
the  taxable  year — 

■“  (4)  in  the  ease  of  a  personal .  holding'  company?  tf 
treated  as  paid  during  such  taxable  year  under  section 
563(b)-, 

|2 j  ift  tlic  case  of  a  regulated  investment  com¬ 
pany?  if  treated  as  paid  dining  such  taxable  year  under 
section  855-fa) ; 

-  (3)  in  the  ease  of  a  real  estate  investment  trust,  if 
treated  as  paid  during  such  taxable  year  under  section 
858  (a)^,  or 
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-(4)-  in  the  ease  of  a  cooperative  ueseriDcci  m  sec¬ 
tion  1381- (a)  >-  if  paid  during  the  payment  period  -{as 
defined  in  seetion  1382  (d) )  for  suck  taxable  year. 
1Lfe)-  Special  Kpbe  fob  Cobpobatioxs  Which  Abb 
of  an  Affiliates  Gboup. — 3A  die  extent  and 
subject  to  suck  conditions  as  may  be  provided  m  regulations 
prescribed  by  tke  Secretary  or  bis  delegate;  tbe  tax  deducted 
and  withheld  under  this  chapter  with  respeet  to  amounts 

group  whieh  hied  a  consolidated  return  for  the  preceding  tax¬ 
able  year  of  the  affiliated  group  may;  for  purposes  of  this 
section,  be  treated  as  tax  deducted  and  withheld  under  this 
chapter  from  any  corporation  whieh  is  a  member  of  the 


same 
aSEC,  3488= 


gttTtrpT 


SOL©  BETWEEN 


MB  NT  DATF.S 

irrrrrrr  rrrxTrxio* 

of  any  credit  or  refund  provided  in  sec¬ 
tion  3484,  3485,  348b;  or  3187,  in  the  ease  of  an  obliga¬ 
tion  whieh  is  sold  or  exchanged  between  interest-payment 
dates  the  amount  required  to  be  deducted  and  withheld  on 
the  interest  at  the  end  of  the  interest-payment  period  shall 
be  treated  in  the  manner  provided  in  section  39  (c) . 
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g&E€»  3489,  PRESUMPTION, 

^•dFer  purposes  ol  establishing  that  any  person  is  enth 
to  a  credit  or  refund  of  any  tax  required  to  fee  deducted  aud 
withheld  uuder  this  chapter  with  respeet  to  amounts  received 
fey  such  person?  the  correct  amount  of  sueh  tax  shall?  iu  the 
afeseuee  of  evidence  to  the  contrary?  fee  presumed  to  have 
feeen  so  deducted  aud  withheld. 

—For  purposes  of  this  chapter — 


T1  ie  term  person-  includes  the 
■II nited  States,  a  State?  a  foreign  government,  and  an 
international  organization? 

“-(2)-  State? — The  term  48tate^  ineludes  a  State?  the 
District  of  Folumfeia?  a  possession  of  the  United  States, 
any  political  subdivision  of  any  of  the  foregoing?  and  any 
wholly  owned  agency  or  instrumentality  of  any  one  or 
more  of  the  foregoing? 

-fhf  feowafK  GewEUE^EST? — The  term  -foreign 

Ji  £X-  0*11  fvnv^ •*«•»->  ^  Av~>  t  n  T~i  '  \ 1  111 

u  tt  1U1 1 1^11  U  >  L'l  11111  111  L y  tt  pvjrTti 
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/>  r>  1  raiTl  lln  Q  l  All  aI  A-  f  ATCM  (Til 
v cl'x  oil il U1  \  loiUll  1/1  tt  ll'll  ij^ll 

owned  agency  op  h 

ilin 
lllu 


\r,  and  any  w4 
hty  of  any  one  or  more  of 


ubumo. 

^f4f  hloEEESiBEjfE  WE4E?c — The  term  4 
alien  indbddnah  includes  an  alien  resident  el  Puerto 


-Rico/ 


-faf  O-LERiewE  t^meeemeets7  etgi — 

(A)  dire  heading  lor  subtitle  G  is  amended  to 
read  as  fellows-: 

[“Subtitle  C — Employment  Taxes  and 
Collection  of  Income  Tax  at  Source”! 

-(H)-  The  table  of  chafers  for  subtitle  G  is 
amended  by  striking  out  the  last  line  and  inserting 


in  lieu  thereof  the 


-‘■GiiAPTEit  3d  Collection:  ©4  income  tax  at  source  on  interest^ 
dividend^  end  patro-nege  dividends-.- 
“Ciiaptbb  3d  General  provisions  relating  to  employment 
taxes  and  collection  ©4  income  tax-es  at 
soureo.- 


{Of  The  table  of  subtitles  under  the  heading 


Title-  at  the 


a{  f]-)  A 
VI  bll“ 
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Internal  Revenue  Code  el  4054  is  amended  by 
striking  eat  tfee  third  line  and  inserting  in  lien 

fli 

TTTU 


“Subtitle  Employment  terns  eelleelion  at  « 

tft*  at  801U‘G0.’’ 

-{©}-  4he  heading  ler  chapter  2d  -fas  redesig¬ 
nated  fey  paragraph  -(4)-  el  this  safescction)-  is 
amended  te  read  as  lehewss 

LATINO  -TO  EMPLOYMENT  TAXES  ANO 
COLLECTION  OE  INCOM-E  TAXES  AT 
SOURCE^ 

-ffef  Credits  Ag-v:fnst  Ingome  Taa  for  Tax  With  ■ 
i-i-EHr — 


-(4}-  Allowangb  of  credit — Part  Pe  el  safe- 

A(\ C  pi i  r> r>i*  1  /  ypl  o  tm  cr  f  p  v  r>  /l i f  c?  o  cv n  1 1 1 s  * f  fiv-V- 

tjl  elttrptET  T  y  I  v  ITT l Tl  1  ^  few  v_T  CUI  to  u^tUllol  ItlA  J 

is  amended  fey  inserting  alter  seetien  38  (added  fey 


seetien  2  el  this  Act)  tfee 

^SE€;  39c  TAX  WITHHELD  ON 
PATRONAGE 


new  section- 


h  AND 


-‘-(a)'  General  Rfre; — Under  regalatiens 
fey  tfee  Secretary  er  his  dclegate7  the  tax  dedaeted  and  with¬ 
held  under  ehapter  24  -(relating  te  withholdin-g  at  source 
en  interest,-  dividends,  and  patronage  dividends}-  shah  fee 
allowed,  te  the  recipient  el  the  amount  with  respect  te  which 
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sneh  tax  was  deducted  and  withheld,  as  a  ei!edit  against  the 
las  imposed  by  this  subtitle  for  the  taxable'  yeas  in  whieh 
such  amount  is  reecwcdr 


on 


itFFF  fof 


OfifiFBFFX. — 


4f- 


“  (4)  the  tax-payer  for  his  taxable  year  is 
to  a  deduction  under  seetion  -!  04-fe)  -f4-)-f4*)-  with  re- 
speet  to  a  child,  and 

“-(-2-)-  sueb  child  hadj  for  the  calendar  year  ending 
with  or  within  the  taxpayers-*  taxable  year — 

^-(-A-)-  gross  ineome  of  less  than  fOOOj  and 
— -fUf  no  wages  -fas  defined  in  seetion  3404 
-fa)-)-  with  respect  to  whieh  withholding  was  re- 

mi  i  vorl  mi/!  oi*  /  *1 1  o  rif  ov  0 . 1 
*  I  t  L  11  tvl  utlttvi  v  TTTTT/T  v  1  w  JL  y 

then-  under  regulations  prescribed  by  the  Beceetary  or  his 

A  a!  r\  rvn  4  r\  tliA  fflYOn  TTAV  C<1  mil  lui  Qllflflotl  f  A  til  oyor]  1 1 

llL  iltL  j  tllli  t HA|i  11  y  11  iblltlll  LMJ  Ul  I  LI  llvU  IU  1 11U  41  4  41 1 1/  jttu 

by  such  child  during  sneh  calendar  year,-  but  only  if  such 
child  has  not  filed  any  claim  for  credit  or  refund  of  any  por¬ 
tion  of  the  tax  deducted  and  withheld  with  respect  to  sneh 


of  Cbedff. — her 

subseetion  -fa)-?  if  an  obligation  is  sold  or  ex 
intcrest-^payments  dates — 


*ses  of 
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-w-  so  much  of  the 
and  withheld  on  the  i 
payment  posted  as  is 


required  to  he 
at  the  end  of  the  interest- 
to  that  part  of 


sneh  period  which  ends  on  the  date  of  the  sale  or  ex¬ 
change  shah  he  treated  as  an  amount  deducted  and  with- 
held  from  the  transferor  on  the  date  of  the  sale  or 


exchange^  and 

“-(2)  so  much  of  such  amount  as  is  properly  al¬ 
locable  to  that  part  of  such  period  which  begins  on  the 
day  after  the  date  of  the  sale  or  exchange  shah  be  treated 
as  an  amount  deducted  and  withheld  from  the  transfcrccr 
— (d)-  hiMinCrTiox-in — The  credit  provided  by  subsection 
-(a)-  shall  not  be  allowed — 

“  (h)-  Refund  ko  rXDivmu-vnB-: — To  any  indi¬ 
vidual  with  respect  to  any  amount  of  tax  allowed  him 
as  a  refund  under  section  3481.- 

“-(g)-  GkEBTF  OK  REFUND  TO  &¥AFE%  EKC4 — To 
any  person  with  respect  to  any  amount  of  tax  allowable 
to  such  person  as  a  credit  or  reftmd  under  section  -3485 
or  as  a  credit  under  section  3505t 

“  (3)  Gkefuk  on  keffkd  no  corpokatioks; — To 
any  person  with  respect  to  any  amount  of  tax  allowed 
sneh  person  as  a  credit  or  refund  under  scetlon  3486  or 
as  a  credit  under  section  3487v 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 


337 

--(4-)-  GeRTAIN  DEPENDENT  CHILDREN. - To  any 

with  rcspeet  to  any  amount  of  tax  which  has 
boon  claimed  and  is  allowable  as  a  credit  to  such 
persoms  parent  by  reason  of  tbe  provisions  of  subsection 

os 

-‘■(5)-  ye-M  IN-EES-,-  eda — To  any  person  with  respect 
to  any  amount  of  tax  allowed  sued  person  as  a  credit 
under  section  1441(b) 

-(3)-  Gommon  trust  funds. — Section  581  (c)-  -(re- 

1  il  4 1  TT  (V  1a  ill  a  1 11  O  ATI!  O  a!  DO  vf  1  AlTkOllf  g  ill  ill  A  fi  in/]  \  in 

t  U  1 1 1 V/  41  lv  Ulllu  vi  ptirtl  vireniito  IxT  lilU  1  *  t ilvl  J  To 

amended  by  adding  at  tbe  end  thereof  tbe  follewine 
new  paragraphs 

-■-(-3)-  Tax  withheld  at  source  on  interestt 

DIVIDENDS,  AND  PATRONAGE  DEVFDE-NDSt — 4tt  any  CUSe 
where  tax  under  chanter  3b  is  deducted  and  withheld 


on  any  amounts  received  by  a  common  trust  fundy  for 
purposes  of  any  credit  or  refund  provided  m  section  39 
or  35Q5J  chapter  2by  sueb  tax  shady  in  accordance 
with  regulations  prescribed  by  tbe  Secretary  or  bis  dde- 
gatcy  be  consider 
held  proportionately  from  each 

-(d)-  Estates  and  trusts^ — Section  642-fa)  -(re¬ 
lating  to  special  rules  for  credits  and  deductions  in  tbe 


as  having  been  deducted  and  with- 


H.IE  10650 - 22 
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ease  el  estates  and  trusts)-  is  amended  by  adding  at  the 
end  thereof  the  following  new  paragraph-; 

(4)  dbVX  WITIIHEED  AT  SOUROB  ON  INTEBESTy 
DPrEBEN-DKy  tVXD  bate  ON  age  i  n  V4  gen-ds- — 4n  any  case 
where  tax  under  ehapter  2-5  Is  deduet ed  and  withheld 
en  any  amounts  received  hy  an  estate  er  trusty  fer  pur¬ 
poses  el  any  credit  er  refund  provided  In  section  80 
er  OhOhy  er  chapter  dip  sueh  tax  shahy  hr  accordance 
with  regulations  preseribed  hy  the  Secretary  er  his  dele¬ 
gate,  he  considered  as  having  been  deducted  and  with¬ 
held  from  each  beneficiary  hr  an  amount  wliiehy  when 
added  te  tire  amounts  paidy  eredrtedy  er  required  te  he 
distributed  te  hinn  equals  the  amounts  which  would 
have  Ireea  paidy  ereditedy  er  required  te  he  distributed 
te  him  in  the  absence  el  chapter  Old  Any  tax  under 
ohapler  Oh  which  is  deducted  and  withheld  en  amounts 
received  by  the  estate  er  trust  shah  be  considered  as 
withheld  from  sueh  estate  er  trust  te  the  extent  it  is 
net  considered  as  withheld  from  a  beneficiary  under 
the  provisions  of  the  per 
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■f4f  TECHNICAL  AMENDMENTS; — 

-(A)-  Scetion  164(b)  (1-f  -(relating  te  deduc¬ 
tion  defiled  in  Ike  ease  el  certain  taxes-)-  is  amended 


ky- 


-(4-)-  striking  eel  ike  weed  -antO  at  Ike  end 

-(iif  striking  eel  Ike  comma  at  Ike  end  el 
subparagraph  -(Of  and  inserting  %  and—  and 
-fiii^  adding  alter  subparagraph  -(Of  tke 
new  s 


(Df  tke  tax  withheld  at  source  under  ekapter 
te  collection  el  income  tax  at  source 
en  intcrcstj  dmdcndsy  and  patronage  dividends)  /O 
-(H)-  Section  87 4-fa)  -(relating  te  ahewanee  el 
deductions  and  credits  te  nonresident  alien  indi¬ 
viduals)-  is  amended  by  striking  ^4>4  and  32^  and 
inserting  in  keu  tkercof  -340  327  and  39A 

-(Of  Section  131-4-(c)-  -(relating  te  inapplica¬ 
bility  el  part  34  el  subokapter  Q  el  ekapter  4  el 


subtitle  A  te  taxes  imposed  ky  subtitle  Of  is 
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amended  by  striking  “employment  taxes”  and  in¬ 
serting  in  lien  thereof  “employment  taxes  and 
collection  ol  income  tax  at  source— 

-fI4)-  Section  62-4-1-  (b)  (4)  -(-relating  to  rules 

amended  bp  striking  “3-k-  and  inserting  m  lien 
thereof  All-  or  3  9  A 

-fid)-  dire  table  of  s 
ebapter  A  of  chapter  4  is 

Overpay mwts 

and  inserting  in  lieu  thereof 

o 

“Sec.  SSt  InvatitmtHit  cortain  deproaiable  pnipor-t-y1. 

20-  rlj)  y  llltllplll  f  >  1  >  - 
k  1  Cl  .  Tjrf T  1  HA  \V  1  l  1  1  MA  I'c  'Ml 

divblonds.' 

-■Set*.  44t  O^eapaye+te+as  e4  tax.- 


\{  \  y  r>avf  JL  \  T  a!  Oil  K 

1  V  *  1  I  / <  t  l  l  Jl  V  U1  ollO 


hy  striking  out 


-fef  Interest  ax-d 


IhVEB  ¥0  AOXBESIDEXT 


-f-bf  With  holding  bate. — 

(  \  \  i  All  1  lit  /  1*^1  L  1 1 1  f>*  tn 

y  XT  J  LltT'tettUII  TTTT  yl  1  Ult  II  Ig  TTvt 

tax  on  nonresident  aliens)-  is  amended  hy  adding  at 
the  end  thereof  the  following  new  subsection : 

--(e)  Tbeaties. — In  the  ease  of  amounts  described  in 
section  3452-fa)  -frclating  to  interest) ,  section  3462(a)- 
-frelathig  to  dividends) ,  and  section  347-2-  (a)  -f relating  to 
patronage  dividends-)-  the  tax  required  to  he  deducted  and 
withheld  under  subsection  -fnf  shall  not  hy  reason  of  the 


341 


1  provisions  of  any  treat}x  bo  less  than  SO  percent  of  such 


2  amounts^ 


3 

4 

5 

6 

7 

8 
9 

10 

11 

12 

13 

14 

15 

16 


ling  to  withholding  of 


-(B)-  Section  1 142 

tax  on  foreign  corporations)-  is  amended  by  adding 
at  the  end  thereof  the  following  new1  sentence :  him 
the  ease  of  amounts  described  in  section  3452(a)- 
te  interest)-;  section  346-2-  (a)-  (relating  to 
and  section  -347-2-fa)-  (relating  to  pa- 
*e  dividends)-,  the  tax  required  to  be  deducted 
and  w-ithheld  under  the  preceding  sentence  shall 
not  by  reason  of  the  provisions  of  any  treaty  be 
less  than  20  percent  of  such  amountsh 
-(2)-  Nominees,  naes — Subehapter  A  of  ehapter 
to  withholding  of  tax  on  nonresident  aliens 

end  thereof  the  following  new  sections 


and  foreign 


17  1444 

18 

19  11(a)- 

20  lations 


AND  DIVIDENDS  PAID  TO  NOMI¬ 
NEES;-  GREDITS  TO  WITHHOLDING  AGENTS, 
OF  ba  Ibvxem — holder  regu- 
by  the  Secretary  or  his  delegate;  every 

under 


21  person  who  pays  amounts  subject  to 

22  ehapter  25  and  who  has  been  notified  by  a  payee  thereof  that 

23  he  payee  is  a  nominee  reepfired  to  deduct  and  withhold 

24  on  such  amounts  under  section  4444  or  1442  shah;  in 

25  lieu  of  the  nominee;  deduct  and  withhold  from  such 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

1G 

17 

18 

19 

20 

21 

22 

23 


342 


■paid  to  the  nominee  the  las  required  !e  fee  deducted  and 
withheld  under  section  4444  or  1442,  in  the  same  manner 
as  il  suefe  amounts  were  paid  fey  suefe  person  directly  to  the 
beneficial  owner  thereof? 

--(b)-  Ceebitp  to  Withholding  Agents. — In  tfee  ease 

s\  I  mill  il  Ai'i'un  ixJia  i.o  I’Arm  ita/1  4a  /I  i  wl U  a  4  n  i  >  i\  TxntliliZil/1  tnir 
UT  ttltr  J/rTot 'tl  TV  11x7  1t5  I  \  tjTY  1 1  l  it  TX/  tttTtXtttTtJ  cTTTtt  >♦  I  11111X7111  TTctzfc 

under  section  1441  or  4442  in  respect  of  amounts  received 
fey  him  during  any  calendar  year  on  which  tax  was  deducted 
and  withheld  -for7  in  the  case  of  amounts  deserifeed  in  section 
39  (e)  -(4)  T  was  treated  as  deducted  and  withheld)-  under 
chapter  2tfe  the  taxes  so  deducted  and  withheld  -(or  treated 
as  deducted  and  withheld)-  under  chapter  25  shady  under 
regulations  prescribed  fey  the  Secretary  or  his  delegate^  be 
allowed  as  a  eredit  against  -(hut  not  in  excess  of)-  his  liability 
for  the  year  in  respect  of  the  taxes  imposed  fey  seetiens  4444 
and  44425- 

-(5)-  Ole-b-ical  amendment-. — The  table  of  sec¬ 
tions  for  subefeapter  A  of  ehapter  3  is  amended  he  add¬ 
ing  at  the  end  thereof  the 
-See?  Mil. 


te  withholding  agents.’ 


-fdf  Obebpt  eob  States  and  -Tax  -Exempt  Qbg  ani¬ 


mations. 


-(4)-  Allowance  op  obedit. — Chapter  20  -(gen¬ 
eral  provisions  relating  to  employment  taxes  and 
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las  withheld  at  source)-  is 
end  thereof  the 
*^SS€v  3505, 


by  adding  at  the 


g  new 


m  CASE  OE  STATES  OK  TAX- 


EXEMPT  ORGANIZATIONS. 

“-{ft)  General  Bf-le? — In  the  ease  ef  a  person  which  is 
a  State  -fas  defined  in  section  34f)0{2)-)-  or  which  is  an  or¬ 
ganisation  {other  than  a  cooperative  described  in  section 
■52-1)  which  is  exempt  from  the  tax  imposed  by  chapter 
47  the  tax  deducted  and  withheld  under  chapter  25  with 
respect  to  amounts  recoined  by  it  during  any  calendar 
quarter  shah  he  allowed,  under  regulations  prescribed 
by  the  Secretary  or  his  delegatey  as  a  credit  against 
{but  not  in  excess  off  such  personas  liability  {after  the 
adj-ustmentsy  if  anyT  presided  for  in  sections  fi205{a)- 
and  G41  3{m-){-  for  such  quarter  in  respect  of  the  taxes 
imposed  by  chapter  24  {federal  Insurance  Contributions 
Act)  and  by  ehapter  24  {eoheetion  of  ineomc  tax  at  source 
on  wages)-  Such  credit  shah  be  allowed  only  if  claim 
therefor  is  madoy  in  accordance  with  sueh  regulations-^  at  the 
time  of  the  filing  of  the  return  with  respect  to  the  taxes  under 
ehapter  24  and  chapter  24  for  sueh  quarter? 

‘i  (b)  Obligations  Sol©  Between  Interest  Pay¬ 
ment  Dales? — Bor  purposes  ef  this  sect  bug  in  the  ease  of 
an  obligation  which  is  sold  or  exchanged  between  interest- 
payment  datesy  the  amount  required  to  be  deducted  and  with- 
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held  on  tk e  interest  at  the  end  of  the  interest-payment  period 
shah  he  treated  is  tke  manner  provided  is  section  39  (c)- 
LL{e}-  Gross  Reference. — 

“For  refund  under  chapter  25*  see  section  3485.” 

-(2f  Technical  amendments. — 

-(-A)  Bcetion  3502-  -(relating  to  nosdeduetikil- 
ity  of  taxes  is  computing  taxable  income)  is 
amended  ky  adding  at  tke  end  tkereef  tke  following 

Ilk  > V  kTLL  IJovJL  LIU11  • 

•“-(e)-  Tke  tax  deducted  and  wlthkcld  under  ekaptcr  2-5 


shall  sot  ke  allowed  as  a  deduction  is 

under  subtitle  A  either  to  tke  person 
tg  tke  tax  or  to  tke  recipient  of  tke 

jeet  to 


-(34)-  Tke  table  of  sections  for 
at  tke  end 


taxable 


ts  suk- 


2tf  is 


-■See.-  3505.-  Sjpeekt-1  credit  in  ease  ©4  Sta-tes  or  taev-e-xem-pt 
organi-zationo.- 

-(e)-  Other  TEfutxif-AL  Amendments. — 

-(4)-  DeCDAR&TION  oe  estimated 
dm  individuals^ — Beeties  6015  (a) 

of  estimated  income  tax  ky  s 
ky  striking  out  tke  period  at  tke  end  of  para  - 
graph  -(2)-  and  inserting  is  ben  thereof  ‘-and  amounts  os 
which  tax  is  required  to  ke  deducted  and  withheld  under 
ekaptcr  25.”. 
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-(2-)-  Adjustment  of  tax;  under pay-meat. — 
-(A-)-  Subsection  (a-)  -  (1 )-  of  section  #21)5  -(re- 


1  O  111  O*  f  A  -ft 
let  Tv7  o 


ployment  taxes-)-  is  amended  by  striking  eat-  :ier 
3405  is  paid  with  respeet  to  any  payment  of 
wages  er  compensation^  and  inserting  in  lien  there- 
of  -34027  34547  3404T  or  3474  is  pai4  with  respeet 
to  any  payment  of  remnneration7  interest  dinidendsy 
or  other  amounts— 

-(41)-  iSnbseetien  -(h)-  ef  such  section  is  amen4e4 
hy  striking  ont  ^Ar  3402  is  pei4  or  dedneted  with  re¬ 
spect  to  any  payment  of  wages  or  eempensatien- 
an4  inserting  in  lien  thereof  -34027  34547  34047  or 
3474  is  paid  or  dedneted  with  respect  to  any  pay¬ 
ment  of  reman eratioeg  interesty  dividendsy  or  other 


-{€)-  4he 
to  read  as 


for  saeh  section  is 


*SE€v  6205, 


TO  CERTAIN 


TAXES  TENDER  SUBTITLE  €4 
-(44)-  4he  table  of  sections  for  subchapter  A  of 
chapter  03  is  amended  by  striking  oat 

■“See.-  6205,  Special  rules  applicable  te  eertain  employment 
taxes.- 

and  inserting  in  hen  thereof 

SSee:  6205.-  Special  rulers  applicable  to  certain  taxes  under 
subtitle  04 
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-(3)-  Use  op  government 

(relating  to  use  el  Government  depositaries) 
is  amended  by  adding  at  tire  end  thereof  the  following 
new  sentence-?  -The  Secretary  or  his  delegate  shall 
net  rccpiire  the  deposit  under  this  subsection  of  any 
tan  de dueled  and  withheld  under  chapter  2t>  -(-relating 
to  collection  of  income  tan  at  source  on  interest?  divi¬ 


dends?  and  patronage  dividends)  in  a  Government 
depositary  before  the  last  day  prescribed  in  section  3484 
for  payment  of  the  tax-3- 

-(4f  Excessive  wiTUiiom-nxcn — Section  6404 
-(h)-  (relating  to  excessive  withholding)-  is  amended  to 
read  as  follows-? 

-(h)-  Excessive  Withholding-; — If  the  amounts  al¬ 
lowable  as  credits  under  section  34  (relating  to  credit  for  tan 
withheld  at  source  under  chapter  24f  and  section  30  -(relat¬ 


ing  to  credit  for  tan  withheld  on  interest?  dividends?  and 
patronage  dividends  under  chapter  20)-  exceed  the  taxes 
imposed  by  chapter  4  against  which  such  credits  are  allow¬ 
able?  the  amount  of  such  excess  shall  he  considered  an  over¬ 
payment-^ 


-(§)-  Adjustment  oe  tax;  overpayment; — 
-(A)-  Sabscetion  (a)-(l)  of  scetion  641-3  -(re¬ 
lating  to  speeial  credit  and  refund  rules  applicable 
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to  certain  employment  taxes)  is-  amended  by  striking' 
out  3402  is  paid  with  respect  to  any  payment 
of  remuneration/’  and  inserting  in  lien  thereof 
■ ‘3402?  34347  3461-7  or  3474  is  paid  with  respeet 
to  any  payment  of  remuneration^  interest,-  diwdendoj 
or  other  amounts-,-^ 

ea  Subsection  -fb-)-  of  sneh  seetion  is 

U  ryi  Ar>do  ( I _ _ 

UilllvllvlLu 

-fi)-  By  striking  from  the  heading  of  sneh 
subsection  the  words  ^hrp  Certain-  Employ¬ 
ment  Taxes^  and 

-(ii)-  By  striking  out  ^or  3402  is  paid  or 
deducted  with  respeet  to  any  payment  of 
remuneration^  and  inserting  in  hen  thereof 
^3402j  343E  34647  or  3444  is  paid  or 
with  respeet  to  any  payment  of 

vn av  AfliAv 

1X1 L LI  o l  y  vll  V  luv  llllo y  Ui  U 1 1 1  v  1 

-{Cf  4he  following  new  subsection  is  added  at 
the  end  of  such 


iL(ef  Cross  Befeeenoes. — 

-For  special  refunds  or  credits  of  tax  withheld  on 
interest;  dividends,  er  patronage  dividends  under 
chapter  25;  see  sections  3484;  3485;  3486;  3487;  and 
3505,- 
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-(4>)-  IPhe  heading  for  sued  section  is  amended 
to  read  os  fodowsu 

ii&ErG:  §444,  SPECIAL  RULES  APPLICABLE  TO  CERTAIN 
TAXES  UNDER  SUBTITLE  €A 

-fE)-  4be  table  of  sections  for  subchapter  B  of 
chapter  Co  is  amended  by  striding  out 

^Seer  0-1 13.  Special  rules  npplicnMc  be  eertaiu-  eiuployme-tA 
taxes.— 


m|,l  mn 
<t  I  itt  Trio 


hi  hen  thereof 


^Sce.-  6-14-3;  Special  rales  applicable  4*>  certain  taxes  u»4ee 
subtitle  C4 

-(Cf  Overpayment  not  deducted  and  witi-i- 
HKHN — Section  0444  -(relating  to  hioome  tax  withhcld-)- 
is  anrended  by  striking  -chapter  3—  and  inserting  in  hen 
thereof  -chapter  3  or  Sffih 

-(h)-  -(relating  to  time  tax  considered  paid)  is  amended 
by  adding  at  the  end  thereof  the  following  new  sen¬ 
tences-;  ^bFer  purposes  of  section  (>544  or  6542?  any 
tax  deducted  and  whhheld  under  chapter  Sfi  whieh  is 
ahowahie  under  section  3th  348-fi  3483,  or  3483 
as  a  credit  against  tax  or  as  a  refund  of  an  overpayment 
-(or  an  amount  treated  as  an  overpayment)  of  the  tax 
imposed  by  chapter  4  shahy  in  respect  of  the  person  en¬ 
titled  to  sued  credit  or  refund?  be  deemed  to  have  been 
paid  by  him  on  the  last  day  prescribed  for  filing  the  re- 
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turn  ( determined  without  regard  to  any  extension  of 
time  fee  filing  such  return)  of  tax  under  chapter  4-  fee 
his  taxable  year  in  wliieh  the  amount  suhjeet  te  with¬ 
holding  under  chapter  is  eeeoi-ved  by  him  or?  if  sneh 
person  has  no  taxable  year?  on  the  fifteenth  day  of  the 
fifth  ealendar  month  following  the  elose  of  sneh  persoms 
annual  aeeonnting  period  within  which  sneh  amount 
is  received  by  bum  bn  the  ease  of  an  amount  allowable 
as  a  credit  under  section  39  (b)  to  the  parent  of  a  child? 
such  amount  shall?  if  claimed  by  the  parent?  be  deemed 
to  have  been  paid  on  the  last  day  for  filing  his  return 
-(determined  without  regard  to  any  extension  of  time 
for  filing  such  return-)-  for  his  taxable  year  which  begins 
with  or  within  the  calendar  year  in  which  amounts  sub¬ 
ject  to  withholding  under  chapter  tlb  were  received  by 
theehibb^ 

bbviL-Fu-E  to  fw  estimated  income  tax. — 

of  seetion  fi-fi-54  -(relating  to  failure  by  individual  to 
pay  estimated  income  tax)  are  amended  to  read  as 
follows : 

“-(c)-  Appei  cation  of  Section  in  €ase  of  With- 
meed  Taxes. — Tor  purposes  of  applying  this  section — 

“  (1)  the  estimated  tax  shall  be  computed  without 
any  reduction  for  amounts  wliieh  the  individual  estimates 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 


350 


as  his  credits  under  scetion  34  (relating  to  tax  withheld 
at  source  on  wages)-  and  section  39  (relating  to  tax  with¬ 
held  on  interest?  dividendsy  and  patronage  dividends)-: 
and 

the  amount  ol  the  credits  allowed  under  sec¬ 
tions  34  and  39  for  the  taxable  year  shall  he  deemed 
a  payment  of  estimated  tax?  and  an  equal  part  of  such 
amount  shall  he  deemed  paid  on  each  installment  date 
under  section  9493)-  for  such  tax-aide  yeary 
>ss  the  taxpayer  establishes  the  dates  on  which  all 
amounts  were  actually  withheld  -for  in  tire  case  of 
amounts  described  in  seetion  39-(e)-{4)~y  were  treated 
as  withheld)-?  in  which  case  the  amounts  so  withheld 
shall  be  deemed  payments  of  cstimn.teo  mx  on  such 


^ff  4Ax  Compfteb  After  Application  ©e 
Against  — For  purposes  of  subsections  -fb)- 

and  -(d)  y  the  term  4ax-  means  the  tax  imposed  by  chapter 
4  reduced  by  the  credits  against  tax  allowed  by  part  4A  of 
subehapter  A  of  chapter  4?  other  than  the  credits  against 
tax  provided  by  seetion  34  (relating  to  tax  withheld  on 
wages)-  and  section  39  (relating  to  tax  withheld  on  h 
by  and  patronage  dhodends)  -A 

-(41)-  OoRPOEA-TiONS^ — Section  9999 
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to  failure  by  corporation  to  pay  estimated  income 
tax)-  ia  amended — 

-{if  by  striking  out  tbe  period  at  tbe  end 
ol  subsection  (e)  (-2)  (4>)-  and  inserting  in  lien 
thereof  ~  other  than  tbe  credit  against  tax 
provided  by  section  3b  -{relating  to  tax  with¬ 
held  on  interest,'  dividends}  and  patronage  dm- 


dends) ;  and 

-fiif  by  redesignating  snbseetion  -{If  as 
snbseetion  -(g)-  and  inserting  alter  subsection 
-{ef  tbe  lobewing  new  subsections 
^-{tf  Appmewrtex  of  tbormix  m  4Avh-k  ©p  bAx 
WnrHn-En-o  ©^  leerFH  fht,  ftFvrnFFfmy  wx©  IAtTronw©-h 
— her  purposes  el  applying  this  seetien — 

--■(b)  the  estimated  tux  sbab  be  computed  without 
any  reduction  lor  tbe  amount  which  tbe  corporation 
estimates  as  its  eredb  under  section  3b  (relating  to  tax 
withheld  on  interest}  dividends-,-  and  patronage  dixb 

f  |  oil  f  \  o  \  •  o  n  r\ 

vlUllllo  )  y  tl  11  vt 

■“  (2-)  the  amount  ol  the  credit  allowed  under  see- 
tion  3b  lor  the  taxable  year  shall  he  deemed  a  payment 
of  estimated  tax}  and  an  equal  part  of  such  amount  shall 
be  deemed  paid  on  each  installment  date  (determined 
under  section  6 1  -54 )-  for  such  taxable  year*  unless  tbe 
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corporation  establishes  the  dates  on  which  ad  amounts 
were  actually  withheld  -(or  in  the  ease  el  amounts  de- 
scribed  in  section  39  (c)  (4-)y  were  treated  as  withheld) 7 
in  which  ease  the  amounts  so  withheld  shall  he  deemed 
payments  of  estimated  tax  on  such  dates.” 

-{hf  -PeNAL'T¥  FOR  FH3XG  FRAUDFFENT  EXEMP- 

phy  information)-  is  amended  hy  adding  the  following 
new  sentence  at  the  end  thereof-:  “Any  person  who 
wibfudy  hies  an  exemption  certificate  with  any  with¬ 
holding  agent  under  section  3483,  on  which  the  ccrtihca- 
tien  is  known  hy  him  to  be  fraudulent  or  to  he  false  as 
to  any  material  matter7  or  who  is  repaired  to  hie  a  notice 
under  sub  section  (a)  (3)  ( 11)-  of  section  3*48-3  and  who 
willfully  fails  to  provide  such  notice  in  the  manner,-  at 
the  thney  and  showing  the  information  required  under 
such  subsection  (a)  (3)  -(-B)-  or  the  regulations  pre¬ 
scribed  thereunder^  shady  in  lieu  of  any  penalty  otherwise 
^Q^idedy  upon  conviction  thereefy  he  hned  not  more  than 
$b90y  or  imprisoned  not  more  than  4-  year,-  or  bothd^ 
(10).  Offenses  wjfh  respect  to  colhsotbb 
TAXES: — The  last  sentence  of  section  7215-(-b)-  (relating 
to  offenses  with  respeet  to  collected  taxes)  is  amended  to 
read  as  follows----  ^hkor  purposes  of  paragraph  (3)-y  a  lack 
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ef  fends  existing  immediately  ate  the  payment  ef  wages 
or  amounts  subject  to  withholding  under  chapter  25 
-(whether  or  net  created  by  the  payment  ef  seeh  wages 
er  amounts)  shall  net  be  considered  to  he  circumstances 
beyond  the  control  of  a  personA 

-(■1-1  )■  Definition  of  withholding  agentt — Sec¬ 
tion  -7-7 01 -(-a)  (10)-  (defining  the  term  “withholding 
agent-  )  is  amended  by  striking  out  %  -146 1-’  and  in¬ 
serting  in  hen  thereof  44-64-7  3451,  3461-7  or  34714 
-(f)-  EFFECTIVE  DATEfe — 

-(4-)-  Denefaf  uufE; — Except  as  provided  in  para¬ 
graph  -f3)-7  the  provisions  of  this  section  shah  apply  in 
the  case  of  interest  and  dividends  paid  on  or  after  Jan¬ 
uary  I-7  4-363-t 

-(2)-  Bpegiae  poeeSt — 

-(A)-  4n  the  ease  of  tranferable  obligations  de¬ 
scribed  in  paragraph  -(4)-  or  -(6)-  of  section  3452  (a) 
of  the  Internal  Revenue  Eede  of  l-954y  the  provi¬ 
sions  of  this  section  shall  apply  only  to  interest  paid 
with  respect  to  interest  -  payment  periods  commenc¬ 
ing  on  or  after  January  4-7  1963. 

(B)-  Jbe  provisions  of  this  section  shah  apply 
to  amounts  described  in  section  347-2-  of  such  Gode 
paid  on  or  after  January  47  19637  with  respect  to 
H.R.  10650 - 23 
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patronage  occurring  on  or  after  the  first  4ay  of  tbe 
first  taxable  year  of  tbe  cooperative  beginning  on 
or  after  Jannary  47  lO&b 

SEC.  19.  REPORTING  OF  INTEREST,  DIVIDEND,  AND  PATRON¬ 
AGE  DIVIDEND  PAYMENTS  OF  $10  OR  MORE  DURING 
A  YEAR. 

(a)  Returns  Regarding  Payment  of  Divi¬ 
dends— Section  6042  (relating  to  returns  regarding  cor¬ 
porate  dividends,  earnings,  and  profits)  is  amended  to  read 
as  follows: 

“SEC.  6042.  RETURNS  REGARDING  PAYMENTS  OF  DIVIDENDS 
AND  CORPORATE  EARNINGS  AND  PROFITS 
“( a)  Requirement  of  Reporting. — 

“(1)  In  general. — Every  person — 

“(A)  who  makes  payments  of  dividends  aggre¬ 
gating  $10  or  more  to  any  other  person  during  any 
calendar  year ,  or 

“(B)  who  receives  payments  of  dividends  as  a 
nominee  and  who  makes  payments  aggregating  $10 
or  more  during  any  calendar  year  to  any  other  per¬ 
son  with  respect  to  the  dividends  so  received, 
shall  make  a  return  according  to  the  forms  or  regulations 
prescribed  by  the  Secretary  or  his  delegate,  setting  forth 
the  aggregate  amount  of  such  payments  and  the  name 
and  address  of  the  person  to  whom  paid. 
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“(2)  Returns  required  by  the  secretary  — 
Every  person  who  makes  payments  of  dividends  aggregat¬ 
ing  less  than  $10  to  any  other  person  during  any 
calendar  year  shall,  when  required  by  the  Secretary  or 
his  delegate,  make  a  return  setting  forth  the  aggregate 
amount  of  such  payments,  and  the  name  and  address  of 
the  person  to  whom  paid. 

“(b)  Dividend  Defined  — 

“( 1)  General  rule. — For  purposes  of  this  sec¬ 
tion,  the  term  1 dividend '  means — 

“(A)  any  distribution  by  a  corporation  which  is 
a  dividend  (as  defined  in  section  316);  and 

“(B)  any  payment  made  by  a  stockbroker  to 
any  person  as  a  substitute  for  a  dividend  (as  so 
defined ) . 

“(2)  Exceptions. — For  purposes  of  this  section, 
the  term  1 dividend ’  docs  not  include — 

“(A)  to  the  extent  provided  in  regulations  pre¬ 
scribed  by  the  Secretary  or  his  delegate,  any  dis¬ 
tribution  or  payment — 

“(i)  by  a  foreign  corporation,  or 
“  (ii)  to  a  foreign  corporation,  a  nonresi¬ 
dent  alien,  or  a  partnership  not  engaged  in 
trade  or  business  in  the  United  States  and 
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composed  in  whole  or  in  part  of  nonresident 
aliens;  and 

“(B)  any  amount  described  in  section  1373 
(relating  to  undistributed  taxable  income  of  elect¬ 
ing  small  business  corporations). 

“(3)  Special  rule. — If  the  person  making  any 
payment  described  in  subsection  (a)(1)  (A)  or  (B)  is 
unable  to  determine  the  portion  of  such  payment  which  is 
a  dividend  or  is  paid  with  respect  to  a  dividend,  he  shall, 
for  purposes  of  subsection  (a)(1),  treat  the  entire 
amount  of  such  payment  as  a  dividend  or  as  an  amount 
paid  with  respect  to  a  dividend. 

“(c)  Statements  To  Be  Furnished  to  Persons 
With  Bespect  to  Whom  Information  Is  Fur¬ 
nished. — Every  person  making  a  return  under  subsection 
(a)(1)  shall  furnish  to  each  person  whose  name  is  set  forth 
in  such  return  a  written  statement  showing — 

“(1)  the  name  and  address  of  the  person  making 
such  return,  and 

“(2)  the  aggregate  amount  of  payments  to  the  per¬ 
son  as  shown  on  such  return. 

The  written  statement  required  under  the  preceding  sentence 
shall  be  furnished  to  the  person  on  or  before  January  31  of 
the  year  following  the  calendar  year  for  which  the  return 
under  subsection  (Od)  was  made.  No  statement  shall  be 
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required  to  be  furnished  to  any  person  under  this  subsection 
if  the  aggregate  amount  of  payments  to  such  person  as  shown 
on  the  return  made  under  subsection  ( a)  (1)  is  less  than  $10. 

“(d)  Statements  To  Be  Furnished  by  Corpora¬ 
tions  to  Secretary. — Every  corporation  shall,  when  re¬ 
quired,  by  the  Secretary  or  his  delegate — 

“( 1)  furnish  to  the  Secretary  or  his  delegate  a  state¬ 
ment  stating  the  name  and  address  of  each  shareholder, 
and  the  number  of  shares  owned,  by  each  shareholder ; 

“(2)  furnish  to  the  Secretary  or  his  delegate  a 
statement  of  such  facts  as  will  enable  him  to  determine 
the  portion  of  the  earnings  and  profits  of  the  corporation 
(including  gains,  profits,  and  income  not  taxed)  accum¬ 
ulated  during  such  periods  as  the  Secretary  or  his  dele¬ 
gate  may  specify,  which  have  been  distributed  or  ordered 
to  be  distributed ,  respectively,  to  its  shareholders  during 
such  taxable  years  as  the  Secretary  or  his  delegate  may 
specify;  and 

“(3)  furnish  to  the  Secretary  or  his  delegate  a 
statement  of  its  accumulated  earnings  and  profits  and 
the  names  and  addresses  of  the  individuals  or  share¬ 
holders  uho  would  be  entitled  to  such  accumulated  earn¬ 
ings  and  profits  if  divided  or  distributed,  and  of  the 
amounts  that  would  be  payable  to  each.” 

(b)  Returns  Regarding  Payment  of  Patronage 
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1  Dividends— Section  6044  (relating  to  returns  regarding 

2  paRonage  dividends)  is  amended  to  read  as  folloivs: 

3  “SEC.  6044.  RETURNS  REGARDING  PAYMENTS  OF  PATRONAGE 

4  DIVIDENDS. 

5  “(a)  Requirement  of  Reporting. — 

6  “(1)  In  general. — Except  as  otherwise  provided 

I  in  this  section,  every  cooperative  to  which  part  I  of  sub- 

8  chapter  T  of  chapter  1  applies,  which  makes  payments 

9  of  amounts  described  in  subsection  (b)  aggregating  $10 

10  or  more  to  any  person  during  any  calendar  year,  shall 

11  make  a  return  according  to  the  forms  or  regulations 

12  prescribed  by  the  Secretary  or  his  delegate,  setting  forth 

13  the  aggregate  amount  of  such  payments  and  the  name 

14  and  address  of  the  person  to  whom  paid. 

15  “(2)  Returns  required  by  the  secretary. — 

16  Every  such  cooperative  which  makes  payments  of 

17  amounts  described  in  subsection  (b)  aggregating  less 

13  than  $10  to  any  person  during  any  calendar  year  shall, 

19  when  required  by  the  Secretary  or  his  delegate,  make  a 

20  return  setting  forth  the  aggregate  amount  of  such  pay- 

21  ments  and  the  name  and  address  of  the  person  to  ivhom 

22  paid. 

23  “(b)  Amounts  Subject  to  Reporting. — 


24 


-a)  General  rule. — Except  as  otherwise  pro- 
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vided  in  this  section,  the  amounts  subject  to  reporting 
under  subsection  (a)  are — 

“(A)  the  amount  of  any  patronage  dividend 
(as  defined  in  section  1888  (a))  which  is  paid  in 
money,  qualified,  written  notices  of  allocation  ( as 
defined  in  section  1388  (c) ) ,  or  other  property 
(except  nonqualified  nwitten  notices  of  allocation  as 
defined  in  section  1388  (d)  ) , 

“(B)  any  amount  d 'scribed  in  section  1382(c) 
(2)  (A)  (relating  to  certain  nonpatronage  distri¬ 
butions)  which  is  paid  in  money,  qualified  written 
notices  of  allocation,  or  other  property  ( except  non¬ 
qualified  written  notices  of  allocation )  by  an  organi¬ 
zation  exempt  from  tax  under  section  521  (relating 
to  exemption  of  farmers'  cooperatives  from  tax), 
and 

“(C)  any  amount  described  in  section  1382 
(b)(2)  (relating  to  redemption  of  nonqualified 
written  notices  of  allocation)  and .  in  the  case  of  an 
organization  described  in  section  1381  (a)(1),  any 
amount  described  in  section  1382(c)(2)(B)  (re¬ 
lating  to  redemption  of  nonqualified  written  notices  of 
allocation  paid  with  respect  to  earnings  derived 
from  sources  other  than  patronage) . 
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“(2)  Exceptions. — The  provisions  of  subsection 
(a)  shall  not  apply,  to  the  extent  provided  in  regulations 
prescribed  by  the  Secretary  or  his  delegate,  to  any 
payment — 

“(A)  by  a  foreign  corporation,  or 
“(B)  to  a  foreign  corporation,  a  nonresident 
alien,  or  a  partnership  not  engaged  in  trade  or 
business  in  the  United  States  and  composed  in  whole 
or  in  part  of  nonresident  aliens. 

“(c)  Exemption  for  Certain  Consumer  Cooper¬ 
atives. — A  cooperative  which  the  Secretary  or  his  delegate 
determines  is  primarily  engaged  in  selling  at  retail  goods 
or  services  of  a  type  that  are  generally  for  personal,  living, 
or  family  use  shall,  upon  application  to  the  Secretary  or  his 
delegate,  be  granted  exemption  from  the  reporting  require¬ 
ments  imposed  by  subsection  (a) .  Application  for  exemption 
under  this  subsection  shall  be  made  in  accordance  with  regu¬ 
lations  prescribed  by  the  Secretary  or  his  delegate. 

“(d)  Determination  of  Amount  Paid.— For  pur¬ 
poses  of  this  section,  in  determining  the  amount  of  any 
payment — 

“(1)  property  (other  than  a  qualified  written  notice 
of  allocation)  shall  be  taken  into  account  at  its  fair 
market  value,  and 
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“(2)  a  qualified  written  notice  of  allocation  shall 
he  taken  into  account  at  its  stated  dollar  amount. 

“(e)  Statements  To  Be  Furnished  to  Persons 
With  Respect  to  Whom  Information  Is  Fur¬ 
nished. — Every  cooperative  making  a  return  under  subsec¬ 
tion  (a)(1)  shall  furnish  to  each  person  whose  name  is 
set  forth  in  such  return  a  written  statement  showing — 

“( 1)  the  name  and  address  of  the  cooperative  mak¬ 
ing  such  return,  and 

“(2)  the  aggregate  amount  of  payments  to  the  per¬ 
son  as  shown  on  such  return. 

The  written  statement  required  under  the  preceding  sentence 
shall  he  furnished  to  the  person  on  or  before  January  31  of 
the  year  following  the  calendar  year  for  which  the  return 
under  subsection  (a)(1)  was  made.  No  statement  shall  be 
required  to  be  furnished  to  any  person  under  this  subsection 
if  the  aggregate  amount  of  payments  to  such  person  as 
shown  on  the  return  made  under  subsection  (a)(1)  is  less 
than  $10.” 

(c)  Returns  Regarding  Payment  of  Interest. — 
Subpart  B  of  part  III  of  subchapter  A  of  chapter  61  ( relat¬ 
ing  to  information  returns)  is  amended  by  adding  after  sec¬ 
tion  6047  ( as  added  by  section  7(f)  of  this  Act)  the  following 
new  section : 
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“SEC.  6048.  RETURNS  REGARDING  PAYMENTS  OF  INTEREST, 
“(a)  Requirement  of  Reporting. — 

“( 1)  In  general. — Every  person — 

"(A)  it  ho  makes  payments  of  interest  ( as  de¬ 
fined  in  subsection  (b) )  aggregating  $10  or  more 
to  any  other  person  during  any  calendar  year,  or 
“(E)  who  receives  payments  of  interest  as  a 
nominee  and  who  makes  payments  aggregating  $10 
or  more  during  any  calendar  year  to  any  other 
person  with  respect  to  the  interest  so  received, 
shall  make  a  return  according  to  the  forms  or  regula¬ 
tions  prescribed  by  the  Secretary  or  his  delegate,  setting 
forth  the  aggregate  amount  of  such  payments  and  the 
name  and  address  of  the  person  to  whom  paid. 

“(2)  Returns  required  by  the  secretary.— 
Every  person  who  makes  payments  of  interest  ( as  defined 
in  subsection  (b)  )  aggregating  less  than  $10  to  any  other 
person  during  any  calendar  year  shall,  when  required 
by  the  Secretary  or  his  delegate,  make  a  return  setting 
forth  the  aggregate  amount  of  such  payments  and  the 
name  and  address  of  the  person  to  whom  paid. 

“(3)  Other  returns  required  by  secre¬ 
tary. — Every  corporation  making  payments,  regardless 
of  amounts,  of  interest  other  than  interest  as  defined  in 
subsection  (b)  shall,  when  required  by  regulations  pre- 
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scribed  by  the  Secretary  or  his  delegate,  make  a  return 
according  to  the  forms  or  regulations  prescribed  by  the 
Secretary  or  his  delegate,  setting  forth  the  amount  paid 
and  the  name  and  address  of  the  recipient  of  each  such 
payment. 

“(b)  Interest  Defined. — 

“a)  General  rule. — For  purposes  of  subsec¬ 
tions  (a)  (1)  and  (2) ,  the  term  ‘ interest ’  means — 

“(A)  interest  on  evidences  of  indebtedness  (in¬ 
cluding  bonds,  debentures,  notes,  and  certificates) 
issued  by  a  corporation  in  registered  form,  and,  to 
the  extent  provided  in  regulations  prescribed  by  the 
Secretary  or  his  delegate,  interest  on  other  evi¬ 
dences  of  indebtedness  issued  by  a  corporation  of 
a  type  offered  by  corporations  to  the  public; 

“(B)  interest  on  deposits  with  persons  carrying 
on  the  banking  business; 

“(G)  amounts  (whether  or  not  designated  as 
interest)  paid  by  a  mutual  savings  bank,  savings 
and  loan  association,  building  and  loan  association, 
cooperative  bank,  homestead  association,  credit 
union,  or  similar  organization,  in  respect  of  de¬ 
posits,  investment  certificates,  or  withdrawable  or 
repur chasable  shares; 

“(D)  interest  on  amounts  held  by  an  insurance 
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company  under  an  agreement  to  pay  interest  thereon; 
and 

“(E)  interest  on  deposits  with  stockbrokers  and 
dealers  in  securities. 

“(2)  Exceptions. — For  purposes  of  subsections 
(a)  (1)  and  (2),  the  term  1 interest ’  does  not  include — 
“(A)  interest  on  obligations  described  in  section 
103(a)  (1)  or  (3)  (relating  to  interest  on  certain 
governmental  obligations )  ; 

“(B)  to  the  extent  provided  in  regulations  pre¬ 
scribed  by  the  Secretary  or  his  delegate,  any  amount 
paid  by  or  to  a  foreign  corporation,  a  nonresident 
alien,  or  a  partnership  not  engaged  in  trade  or 
business  in  the  United  States  and  composed  in  whole 
or  in  part  of  nonresident  aliens;  and 

“(C)  any  amount  on  which  the  person  making 
payment  is  required  to  deduct  and  withhold  a  tax 
under  section  1451  (relating  to  tax-free  covenant 
bonds),  or  would  be  so  required  but  for  section 
1451(d)  (relating  to  benefit  of  personal  exemp¬ 
tions). 

“(c)  Statements  To  Be  Furnished  to  Persons 
With  Respect  to  Whom  Information  Is  Fur¬ 
nished. — Every  person  making  a  return  under  subsection 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 


365 


(a)(1)  shall  furnish  to  each  person  whose  name  is  set  forth 
in  such  return  a  written  statement  showing — 

“  a)  the  name  and  address  of  the  person  making 
such  return,  and 

“( 2)  the  aggregate  amount  of  payments  to  the  per¬ 
son  as  shown  on  such  return. 

The  written  statement  required  under  the  preceding  sentence 
shall  be  furnished  to  the  person  on  or  before  January  31 
of  the  year  following  the  calendar  year  for  which  the  return 
under  subsection  (a)(1)  was  made.  No  statement  shall  be 
required  to  be  furnished  to  any  person  under  this  subsection 
if  the  aggregate  amount  of  payments  to  such  person  as  shown 
on  the  return  made  under  subsection  (a)  (1 )  is  less  than  $10.” 

(d)  Penalties  fob  Failure  to  File  Information 
Returns. — Section  6652  (relating  to  failure  to  file  certain 
information  returns)  is  amended  to  read  as  follows: 

“SEC.  6652.  FAILURE  TO  FILE  CERTAIN  INFORMATION  RE¬ 
TURNS. 

“(a)  Returns  Relating  to  Payments  of  Divi¬ 
dends,  Interest,  and  Patronage  Dividends. — In  the 
case  of  each  failure  to  file  a  statement  of  the  aggregate 
amount  of  payments  to  another  person  required  by  section 
6042(a)(1)  (relating  to  payments  of  dividends  aggregating 
$10  or  more),  section  6044(a)(1)  (relating  to  payments  of 
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'patronage  dividends  aggregating  $10  or  more),  or  section 
6048(a)(1)  (relating  to  payments  of  interest  aggregating 
$10  or  more),  on  the  date  prescribed  therefor  (determined 
with  regard  to  any  extension  of  time  for  filing),  unless  it  is 
shown  that  such  failure  is  due  to  reasonable  cause  and  not  to 
willful  neglect,  there  shall  be  paid  (upon  notice  and  demand 
by  the  Secretary  or  his  delegate  and  in  the  same  manner  as 
tax),  by  the  person  failing  to  so  file  the  statement,  $10  for 
each  such  statement  not  so  fded,  but  the  total  amount  imposed 
on  the  delinquent  person  for  all  such  failures  during  any 
calendar  year  shall  not  exceed  $25,000. 

“(b)  0  tiler  Returns. — In  the  case  of  each  failure  to 
file  a  statement  of  a  payment  to  another  person  required  un¬ 
der  authority  of  section  6041  (relating  to  certain  information 
at  source),  section  6042(a)(2)  (relating  to  payments  of 
dividends  aggregating  less  than  $10),  section  6044(a)(2) 
(relating  to  payments  of  patronage  dividends  aggregating 
less  than  $10),  section  6048(a)(2)  (relating  to  payments 
of  interest  aggregating  less  than  $10),  section  6048(a)(3) 
( relating  to  other  payments  of  interest  by  corporations ) , 
or  section  6051(d)  (relating  to  information  returns  with 
respect  to  income  tax  withheld),  on  the  date  prescribed  there¬ 
for  (determined  with  regard  to  any  extension  of  time  for 
filing),  unless  it  is  shown  that  such  failure  is  due  to  reason¬ 
able  cause  and  not  to  willful  neglect,  there  shall  be  paid 
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(upon  notice  and  demand  by  the  Secretary  or  his  delegate 
and  in  the  same  manner  as  tax)  by  the  person  failing  to  so 
file  the  statement,  $1  for  each  such  statement  not  so  filed, 
but  the  total  amount  imposed  on  the  delinquent  person  for 
all  such  failures  during  the  calendar  year  shall  not  exceed 
$1,000. 

“(c)  Alcohol  and  Tobacco  Taxes  — 

“For  penalties  for  failure  to  file  certain  information  re¬ 
turns  with  respect  to  alcohol  and  tobacco  taxes,  see, 
generally,  subtitle  EX 

(e)  Penalties  fob  Failure  To  Furnish  State¬ 


ments  to  Persons  With  Respect  to  Whom  Returns 
Are  Filed. — Subchapter  B  of  chapter  68  (relating  to 
assessable  penalties)  is  amended  by  adding  after  section  6677 
(as  added  by  section  7(g)  of  this  Act)  the  following  new 
section : 


“SEC.  6678.  FAILURE  TO  FURNISH  CERTAIN  STATEMENTS. 

“In  the  case  of  each  failure  to  furnish  a  statement  under 
section  6042(c),  6044(e),  or  section  6048(c)  on  the  date 
prescribed,  therefor  to  a  person  with  respect  to  'whom  a  return 
has  been  made  under  section  6042(a)  (1 ) ,  6044(a)(1),  or 
6048(a)  (1),  respectively,  unless  it  is  shown  that  such  failure 
is  due  to  reasonable  cause  and  not  to  willful  neglect,  there 
shall  be  paid  (upon  notice  and  demand  by  the  Secretary  or 
his  delegate  and  in  the  same  manner  as  tax),  by  the  person 


368 


1  failing  to  so  furnish  the  statement,  $10  for  each  such  state- 

2  ment  not  so  furnished,  but  the  total  amount  imposed  on  the 

3  delinquent  person  for  all  such  failures  during  any  calendar 

4  year  shall  not  exceed  $25,000.” 

5  (f)  Technical  Amendments. — Section  6041  (relat- 

6  ing  to  information  at  source)  is  amended — 

7  (1)  by  striking  out,  in  subsection  (a)  thereof, 

8  “  (other  than  payments  described  in  section  6042(1)  or 

9  section  6045)”  and  inserting  in  lieu  thereof  “ (other  than 

10  payments  to  which  section  6042(a)(1),  6044(a)(1), 

11  or  6048(a)(1)  applies,  and  other  than  payments  with 

12  respect  to  which  a  statement  is  required  under  the  au- 

13  thority  of  section  6042(a)(2),  6044(a)(2),  6045, 

14  6048(a)  (2),  or  6048(a)  (3))”;  and 

15  (2)  by  striking  out  subsection  (c)  thereof. 

16  (g)  Clerical  Amendments. — 

17  (1)  The  table  of  sections  for  subpart  B  of  part  Ill 

18  of  subchapter  A  of  chapter  61  is  amended — 

19  (A)  by  striking  out 

“Sec.  60Jf2.  Returns  regarding  corporate  dividends,  earn¬ 
ings,  and  profits.'’'1 

20  and  inserting  in  lieu  thereof 

“Sec.  G0f2.  Returns  regarding  payments  of  dividends  and 
corporate  earnings  and  profits  A ; 
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(B  )  by  striking  out 

“Sec.  60^4-  Returns  regarding  patronage  dividends.'1'1 

and  inserting  in  lieu  thereof 

“Sec.  60 44-  Returns  regarding  payments  of  patronage  divi¬ 
dends”  / 

and 

(C)  by  adding  at  the  end  of  such  table  the 

following: 

“Sec.  6048.  Returns  regarding  payments  of  interest.”. 

(2)  The  table  of  sections  for  subchapter  B  of  chap¬ 
ter  68  is  amended  by  adding  at  the  end  thereof  the  fol¬ 
lowing: 

“Sec.  6678.  Failure  to  furnish  certain  statements.” 

(h)  Effective  Dates. — 

(1)  Dividends  and  interest. — The  amendments 
made  by  this  section  shall  apply  to  payments  of  dividends 
and  interest  made  on  or  after  January  1,  1963. 

(2)  Patronage  dividends. — The  amendments 
made  by  this  section  shall  apply  to  payments  of  amounts 
described  in  section  6044(b)  of  the  Internal  Revenue 
Code  of  1954  made  on  or  after  January  1,  1963, 
with  respect  to  patronage  occurring  on  or  after  the  first 
day  of  the  first  taxable  year  of  the  cooperative  beginning 
on  or  after  January  1,  1963. 

n.R.  10650 - 24 
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SEC.  20.  INFORMATION  WITH  RESPECT  TO  CERTAIN 
FOREIGN  ENTITIES. 

(a)  Information  To  Be  Furnished  by  Individ¬ 
uals,  Domestic  Corporations,  etc.,  With  Respect 
to  Certain  Foreign  Corporations. — Section  6038  is 
amended  to  read  as  follows : 

“SEC.  6038.  INFORMATION  WITH  RESPECT  TO  CERTAIN 
FOREIGN  CORPORATIONS. 

“(a)  Requirement. — 

“  ( 1 )  In  general. — Every  United  States  person 
shall  furnish,  with  respect  to  any  foreign  corporation 
which  such  person  controls  (within  the  meaning  of 
subsection  (d)  (1)  ),  such  information  as  the  Secretary 
or  his  delegate  may  prescribe  by  regulations  relating  to — 
“(A)  the  name,  the  principal  place  of  busi¬ 
ness,  and  the  nature  of  business  of  such  foreign 
corporation,  and  the  country  under  whose  laws 
incorporated ; 

“(B)  the  accumulated  profits  (as  defined  in 
section  902  (c)  )  of  such  foreign  corporation,  in¬ 
cluding  the  items  of  income  (whether  or  not  in¬ 
cluded  in  gross  income  under  chapter  1 ) ,  deductions 
(whether  or  not  allowed  in  computing  taxable  in¬ 
come  under  chapter  1 ) ,  and  any  other  items  taken 
into  account  in  computing  such  accumulated  profits ; 
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“(C)  a  balance  sheet  for  such  foreign  corpora¬ 
tion  listing  assets,  liabilities,  and  capital ; 

“(D)  transactions  between  such  foreign  cor¬ 
poration  and — 

“  (i)  such  person, 

“  (ii)  any  other  corporation  which  such 
person  controls,  and 

“  (iii)  any  United  States  person  owning, 
at  the  time  the  transaction  takes  place,  10  per¬ 
cent  oi  more  of  the  value  of  any  class  of  stock 
outstanding  of  such  foreign  corporation;  and 
“(E)  a  description  of  the  various  classes  of 
stock  outstanding,  and  a  list  showing  the  name  and 
address  of,  and  number  of  shares  held  bv,  each 
United  States  person  who  is  a  shareholder  of  record 
owning  at  any  time  during  the  annual  accounting 
period  5  percent  or  more  in  value  of  any  class  of 
stock  outstanding  of  such  foreign  corporation. 

The  Secretary  or  his  delegate  may  also  require  the  fur¬ 
nishing  of  any  other  information  which  is  similar  or 
related  in  nature  to  that  specified  in  the  preceding 
sentence. 

“  (2)  Period  for  which  information  is  to  be 
furnished,  etc. — The  information  required  under  para¬ 
graph  (1)  shall  be  furnished  for  the  annual  accounting 
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period  of  the  foreign  corporation  ending  with  or  within 
the  United  States  person’s  taxable  year.  The  informa¬ 
tion  so  required  shall  be  furnished  at  such  time  and  in 
such  manner  as  the  Secretary  or  his  delegate  shall  by 
regulations  prescribe. 

“  (3)  Limitation. — No  information  shall  be  re¬ 
quired  to  he  furnished  under  this  subsection  with  respect 
to  any  foreign  corporation  for  any  annual  accounting 
period  unless  such  information  was  required  to  be  fur¬ 
nished  under  regulations  in  effect  on  the  first  day  of  such 
annual  accounting  period. 

“(h)  Effect  of  Failure  To  Furnish  Informa¬ 
tion. — 

“  (1 )  In  general. — If  a  United  States  person  fails 
to  furnish,  within  the  time  prescribed  under  paragraph 
(2)  of  subsection  (a),  any  information  with  respect  to 
any  foreign  corporation  required  under  paragraph  (1) 
of  subsection  (a) ,  then — 

“(A)  in  applying  section  901  (relating  to 
taxes  of  foreign  countries  and  possessions  of  the 
United  States)  to  such  United  States  person  for  the 
taxable  year,  the  amount  of  taxes  (other  than  taxes 
reduced  under  subparagraph  (B)  )  paid  or  deemed 
paid  (other  than  those  deemed  paid  under  section 
904  (d)  )  to  any  foreign  country  or  possession  of  the 
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United  States  for  the  taxable  year  shall  he  reduced 
by  10  percent,  and 

“(B)  in  applying  sections  902  (relating  to 
foreign  tax  credit  for  corporate  stockholder  in 
foreign  corporation)  and  9#7-  960  (relating  to  spe¬ 
cial  rules  for  foreign  tax  credit)  to  any  such  United 
States  person  which  is  a  corporation  (or  to  any  per¬ 
son  who  acquires  from  any  other  person  any  portion 
of  the  interest  of  such  other  person  in  any  such  foreign 
corporation,  but  only  to  the  extent  of  such  portion) 
for  any  taxable  year,  the  amount  of  taxes  paid  or 
deemed  paid  by  each  foreign  corporation  with  re¬ 
spect  to  which  such  person  is  required  to  furnish 
information  during  the  annual  accounting  period  or 
periods  with  respect  to  which  such  information  is 
required  under  paragraph  (2)  of  subsection  (a) 
shall  be  reduced  by  10  percent. 

If  such  failure  continues  90  days  or  more  after  notice 
by  the  Secretary  or  his  delegate  to  the  United  States 
person,  then  the  amount  of  the  reduction  under  this 
subsection  paragraph  shall  be  10  percent  plus  an  ad¬ 
ditional  5  percent  for  each  3-month  period,  or  fraction 
thereof,  during  which  such  failure  to  furnish  information 
continues  after  the  expiration  of  such  90-day  period. 
“(2)  Limitation. — The  amount  of  the  reduction 
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under  paragraph  (1)  for  each  failure  to  furnish  infor¬ 
mation  with  respect  to  a  foreign  corporation  required, 
under  subsection  (a)(1)  shall  not  exceed  whichever  of 
the  following  amounts  is  the  greater: 

“(A)  $ 10,000 ,  or 

“ (B)  the  income  of  the  foreign  corporation  for 
its  annual  accounting  period  with  respect  to  which 
the  failure  occurs. 

“-(A}-  (3)  Special  rules  — 

“  (A)  No  taxes  shall  be  reduced  under  this  sub¬ 
section  more  than  once  for  the  same  failure. 

“  (B)  For  purposes  of  this  subsection,  the  time 
prescribed  under  paragraph  (2)  of  subsection  (a) 
to  furnish  information  (and  the  beginning  of  the 
90-day  period  after  notice  by  the  Secretary)  shall 
be  treated  as  being  not  earlier  than  the  last  day  on 
which  (as  shown  to  the  satisfaction  of  the  Secretary 
or  his  delegate)  reasonable  cause  existed  for  failure 
to  furnish  such  information. 

“(C)  In  applying  subsections  (a)  and  (b)  of 
section  902,  and  in  applying  subsection  (a)  of  sec¬ 
tion  960,  the  reduction  provided  by  this  subsec¬ 
tion  shall  not  apply  for  purposes  of  determining  the 
amount  of  accumulated  profits  in  excess  of  in¬ 
come,  war  profits,  and  excess  profits  taxes. 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 


375 


“(c)  Two  or  More  Persons  Required  To  Eurnish 
Information  With  Respect  to  Same  Foreign  Cor¬ 
poration. — Where,  but  for  this  subsection,  two  or  more 
United  States  persons  would  be  required  to  furnish  informa¬ 
tion  under  subsection  (a)  with  respect  to  the  same  foreign 
corporation  for  the  same  period,  the  Secretary  or  bis  dele¬ 
gate  may  by  regulations  provide  that  such  information  shall 
be  required  only  from  one  person.  To  the  extent  practicable, 
the  determination  of  which  person  shall  furnish  the  informa¬ 
tion  shall  he  made  on  the  basis  of  actual  ownership  of  stock. 
“(d)  Definitions. — For  purposes  of  this  section — 
“(i)  Control. — A  person  is  in  control  of  a  cor¬ 
poration  if  such  person  owns  stock  possessing  more  than 
50  percent  of  the  total  combined  voting  power  of  all 
classes  of  stock  entitled  to  vote,  or  more  than  50  per¬ 
cent  of  the  total  value  of  shares  of  all  classes  of  stock, 
of  a  corporation.  If  a  person  is  in  control  (within  the 
meaning  of  the  preceding  sentence)  of  a  corporation 
which  in  turn  owns  more  than  50  percent  of  the  total 
combined  voting  power  of  all  classes  of  stock  entitled  to 
vote  of  another  corporation,  or  owns  more  than  50  per¬ 
cent  of  the  total  value  of  the  shares  of  all  classes  of  stock 
of  another  corporation,  then  such  person  shall  be 
treated  as  in  control  of  such  other  corporation.  For 
purposes  of  this  paragraph,  the  rules  prescribed  by 
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section  318(a)  for  determining  ownership  of  stock 
shall  apply;  cx-ecpt  that  clause  -(if  of  section  318(a)- 
-(h)-{0)-  shah  he  applied  without  regard  to  the  hO  per¬ 
cent  limitation  contained  in  sneh  section.-  except  that — 

“(A)  the  second  sentence  of  subparagraphs 
(A)  and  (B),  and  clause  (ii)  of  subparagraph 
(C),  of  section  318(a)(2)  shall  not  be  applied  so 
as  to  consider  a  United  States  person  as  owning 
stock  which  is  owned  by  a  person  who  is  not  a  United 
States  person,  and 

“(B)  in  applying  danse  (i)  of  subparagraph 
(C)  of  section  318(a)(2),  the  phrase  ‘10  percent' 
shall  be  substituted  for  the  phrase  ‘50  percent'  used 
in  subparagraph  (C ) . 

“(2)  Annual  accounting  period. — The  annual 
accounting  period  of  a  foreign  corporation  is  the  annual 
period  on  the  basis  of  which  such  corporation  regularly 
computes  its  income  in  keeping  its  hooks. 

“{a)  Cross  References. — 

“(1)  For  provisions  relating  to  penalties  for  violations 
of  this  section,  see  section  7203. 

“(2)  For  definition  of  the  term  ‘United  States  person’, 
see  section  7701(a)  (30).” 


(b)  Information  as  to  Organization  or  Reor¬ 
ganization  of  Foreign  Corporations  and  as  to  Ac¬ 
quisitions  of  Their  Stock. — Section  6046  (relating  to 
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1  returns  as  to  creation  or  organization,  or  reorganization,  of 

2  foreign  corporations)  is  amended  to  read  as  follows: 

3  “SEC.  6046.  RETURNS  AS  TO  ORGANIZATION  OR  REORGAN- 

4  IZATION  OF  FOREIGN  CORPORATIONS  AND 

5  AS  TO  ACQUISITIONS  OF  THEIR  STOCK. 

6  “  (a)  Requirement  of  Return. — A  return  comply- 

7  ing  with  the  requirements  of  subsection  (b)  shall  be  made 

8  by— 

9  "(1)  each  United  States  citizen  or  resident  who 

10  is  an  officer  or  direct  or  of  a  foreign  corporation  on  Jnn- 

11  nary  4j  40GJ  on  January  1,  1963,  an  officer  or  director 

12  of  a  foreign  corporation,  5  percent  or  more  in  value  of 

13  the  stock  of  which  is  owned  by  a  United  States  person,  or 

14  who  becomes  such  an  officer  or  director  at  any  time 

15  after  such  date, 

16  “  (2)  each  United  States  person  who  on  January 

17  1,  1963,  owns  5  percent  or  more  in  value  of  the  stock 

18  of  a  foreign  corporation,  or  who,  at  any  time  after  such 

19  date — 

20  “  (A)  acquires  stock  which,  when  added  to  any 

21  stock  owned  on  January  1,  1963,  has  a  value  equal 

22  to  5  percent  or  more  of  the  value  of  the  stock  of  a 

23  foreign  corporation,  or 

24  (B)  acquires  an  additional  5  percent  or  more 

25  in  value  of  the  stock  of  a  foreign  corporation,  and 
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“  (3)  each  person  who  at  any  time  after  January  1, 
1963,  becomes  a  United  States  person  while  owning 
5  percent  or  more  in  value  of  the  stock  of  a  foreign 
corporation. 

“(b)  Form  and  Contents  of  Returns. — The  re¬ 
turns  required  by  subsection  (a)  shall  be  in  such  form  and 
shall  set  forth,  in  respect  of  the  foreign  corporation,  such 
information  as  the  Secretary  or  his  delegate  prescribes  by 
forms  or  regulations  as  necessary  for  carrying  out  the  pro¬ 
visions  of  the  income  tax  laws,  except  that  in  the  case  of 
persons  described  only  in  subsection  (a)(1)  the  information 
required  shall  be  limited  to  the  names  and  addresses  of  persons 
described  in  subsection  ( a)  (2 ) . 

“  (c)  Ownership  of  Stock. — For  purposes  of  subsec¬ 
tion  (a)  ~(2dy  and  -(-3-)-,  stock  owned  directly  or  indirectly  bv 
a  person  (including,  in  the  case  of  an  individual,  stock  owned 
by  members  of  his  family)  shall  be  taken  into  account.  For 
purposes  of  the  preceding  sentence,  the  family  of  an  indi¬ 
vidual  shall  be  considered  as  including  only  his  brothers 
and  sisters  (whether  by  the  whole  or  half  blood) ,  spouse, 
ancestors,  and  lineal  descendants. 
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“  (d)  Time  for  Filing. — Any  return  required  by  sub¬ 
section  (a)  shall  be  filed  on  or  before  the  90th  day  after 
the  day  on  which,  under  any  provision  of  subsection  (a) ,  the 
United  States  citizen,  resident,  or  person  becomes  liable  to 
file  such  return. 

“(e)  Limitation. — No  information  shall  he  required 
to  be  furnished  under  this  section  with  respect  to  any  foreign 
corporation  unless  such  information  was  required  to  be  fur¬ 
nished  under  regulations  which,  on  the  date  on  which  the 
United  States  citizen,  resident,  or  person  becomes  liable  to 
file  a  return  required  under  subsection  ( a) — 

(1)  if  such  liability  arises  on  or  after  January  1, 
1963,  and  before  March  1,  1963,  have  been  in  effect 
since  January  1,  1963  (but  only  if  such  regulations 
were  prescribed  before  December  1,  1962),  or 

(2)  if  such  liability  arises  on  or  after  March  1, 
1963,  have  been  in  effect  for  at  least  90  days. 

“-(e)-  (f)  Cross  Reference.— 

“For  provisions  relating  to  penalties  for  violations  of 
this  section,  see  sections  6678  6679  and  7203.” 
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(c)  Civil  Penalty  for  Failure  To  File  Return. — 
Subchapter  B  of  chapter  68  (relating  to  assessable  penal¬ 
ties)  is  amended  by  adding  al  the  end  thereof  after  section 
6678  (as  added  by  section  19(e)  of  this  Act)  the  following 
new  section: 

“SEC.  mS  6679.  FAILURE  TO  FILE  RETURNS  AS  TO  OR¬ 
GANIZATION  OR  REORGANIZATION  OF 
FOREIGN  CORPORATIONS  AND  AS  TO 
ACQUISITIONS  OF  THEIR  STOCK. 

“(a)  Civil  Penalty.— In  addition  to  any  criminal 
penalty  provided  by  law,  any  person  required  to  file  a  return 
under  section  6046  who  fails  to  file  such  return  at  the  time 
provided  in  such  section,  or  who  files  a  return  which  does 
not  show  the  information  required  pursuant  to  such  section, 
shall  pay  a  penalty  of  $1,000,  unless  it  is  shown  that  such 
failure  is  due  to  reasonable  cause. 

“  (b)  Deficiency  Procedures  Not  To  Apply.— Sub- 
chapter  B  of  chapter  63  (relating  to  deficiency  procedure 
for  income,  estate,  and  gift  taxes)  shall  not  apply  in  respect 
of  the  assessment  or  collection  of  any  penalty  imposed  by 
subsection  (a) 

(d)  Technical  Amendments.— 

(1)  Section  318  (b)  (relating  to  cross  references) 
is  amended  by  striking  out  and  ’  at  the  end  of  paragraph 
(5) ,  by  striking  out  the  period  at  the  end  of  paragraph 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 


381 


(6)  and  inserting  in  lien  thereof  and”,  and  by  add¬ 
ing  at  the  end  thereof  the  following : 

“(7)  section  6038(d)(2)  (relating  to  information  with 
respect  to  certain  foreign  corporations).” 

(2)  The  table  of  sections  for  subpart  B  of  part  III 
of  subchapter  A  of  chapter  61  is  amended  by  striking 
out 

“Sec.  6046.  Returns  as  to  creation  or  organization,  or  re- 
organization,  of  foreign  corporations.” 

and  inserting  in  lieu  thereof 

“Sec.  6046.  Returns  as  to  organization  or  reorganization  of 
foreign  corporations  and  as  to  acquisitions  of 
their  stock.” 

(3)  The  table  of  sections  for  subchapter  B  of  chap¬ 
ter  68  is  amended  by  adding  at  the  end  thereof  the 
following : 

“Sec.  6678  6679.  Failure  to  file  returns  as  to  organization  or 
reorganization  of  foreign  corporations 
and  as  to  acquisitions  of  their  stock.” 


(e)  Effective  Date. — 

(1)  The  amendments  made  by  subsection  (a)  shall 
apply  with  respect  to  annual  accounting  periods  of 
foreign  corporations  beginning  after  December  31,  1962. 

(2)  The  amendments  made  by  subsection  (b)  shall 
take  effect  on  January  1,  1963. 

SEC.  21.  EXPENDITURES  BY  FARMERS  FOR  CLEARING  LAND. 

(a)  Allowance  of  Deduction —Part  VI  of  sub- 
chapter  B  of  chapter  1  (relating  to  itemized  deductions  for 
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individuals  and  corporations)  is  amended  by  adding  after 
section  181  (as  added  by  section  2(c)  of  this  Act)  the 
following  new  section: 

“SEC.  182.  EXPENDITURES  BY  FARMERS  FOR  CLEARING  LAND. 

“(a)  In  General. — A  taxpayer  engaged  in  the  busi¬ 
ness  of  farming  may  elect  to  treat  expenditures  which  are 
paid  or  incurred  by  him  during  the  taxable  year  in  the  clear¬ 
ing  of  land  for  the  purpose  of  making  such  land  suitable 
for  use  in  farming  as  expenses  which  are  not  chargeable  to 
capital  account.  The  expenditures  so  treated  shall  be  allowed 
as  a  deduction. 

“(b)  Limitation. — The  amount  deductible  under  sub¬ 
section  (a)  for  any  taxable  year  shall  not  exceed  whichever 
of  the  following  amounts  is  the  lesser: 

“(1)  $5,000,  or 

“(2)  25  percent  of  the  taxable  income  derived  f  rom 
farming  during  the  taxable  year. 

For  purposes  of  paragraph  (2),  the  term  ‘taxable  income 
derived  from  farming ’  means  the  gross  income  derived  from 
farming  reduced  by  the  deductions  allowed  by  this  chapter 
(other  than  by  this  section)  which  are  attributable  to  the 
business  of  farming. 

“(c)  Definitions. — For  purposes  of  subsection  (a) — 

“(1)  The  term  ‘clearing  of  land!  includes  (but  is 
not  limited  to )  the  eradication  of  trees,  stumps,  and  brush, 
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the  treatment  or  moving  of  earth,  and  the  diversion  of 
streams  and  watercourses. 

“(2)  The  term  ‘ land  suitable  for  use  in  farming' 
means  land  which  as  a  result  of  the  activities  described 
in  paragraph  (1)  is  suitable  for  use  bg  the  taxpayer  or 
his  tenant  for  the  production  of  crops,  fruits,  or  other 
agricultural  products  or  for  the  sustenance  of  livestock. 
“(d)  Exceptions,  etc  — 

“(1)  Exceptions. — The  expenditures  to  which 
subsection  (a)  applies  shall  not  include — 

“(A)  the  purchase,  construction,  installation, 
or  improvement  of  structures,  appliances,  or  facili¬ 
ties  which  are  of  a  character  which  is  subject  to  the 
allowance  for  depreciation  provided  in  section  167, 
or 

“(B)  any  amount  paid  or  incurred  which  is 
allowable  as  a  deduction  without  regard  to  this 
section. 

“(2)  Certain  property  used  in  the  clearing 

OF  LAND. — 

“(A)  A LLO WANCE  FOR  DEPRECIA TION. — Th e 
expenditures  to  which  subsection  (a)  applies  shall 
include  a  reasonable  allowance  for  depreciation  with 
respect  to  property  of  the  taxpayer  which  is  used  in 
the  clearing  of  land  for  the  purpose  of  making  such 
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land  suitable  for  use  in  farming  and  which,  if  used 
in  a  trade  or  business,  would  be  property  subject 
to  the  allowance  for  depreciation  provided  by  sec¬ 
tion  167 . 

“(B)  Treatment  as  depreciation  deduc¬ 
tion. — For  purposes  of  this  chapter,  any  expendi¬ 
ture  described  in  subparagraph  (A)  shall,  to  the 
extent  allowed  as  a  deduction  under  subsection  (a), 
be  treated  as  cm  amount  allowed  under  section  167 
for  exhaustion,  wear  and  tear,  or  obsolescence  of  the 
property  which  is  used  in  the  clearing  of  land. 

“(e)  Election. — The  election  under  subsection  (a)  for 
any  taxable  year  shall  be  made  within  the  time  prescribed 
by  law  (including  extensions  thereof)  for  filing  the  return 
for  such  taxable  year.  Such  election  shall  be  made  in  such 
manner  as  the  Secretary  or  his  delegate  may  by  regulations 
prescribe.  Such  election  may  not  be  revoked  except  with 
the  consent  of  the  Secretary  or  his  delegate.” 

(b )  Clerical  Amendment . — The  table  of  sections 
for  such  part  VI  is  amended  by  adding  at  the  end  thereof 
the  following: 

“Sec.  182.  Expenditures  by  farmers  for  clearing  land.” 

(c)  Effective  Date. — The  amendments  made  by  this 
section  shall  apply  with  respect  to  taxable  years  beginning 
after  December  31,  1962. 
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SEC.  22.  CHARITABLE  CONTRIBUTIONS  MADE  FROM  INCOME 
ATTRIBUTABLE  TO  SEVERAL  TAXABLE  YEARS. 


(a)  Treatment  for  Purposes  of  Part  I  of  Sub¬ 
chapter  Q. — Section  1307  (relating  to  rides  applicable  to 
part  I  of  subchapter  Q )  is  amended  by  adding  at  the  end 
thereof  the  following  new  subsection: 

“(e)  Election  With  Pespect  to  Charitable 
Contributions. — In  the  case  of  an  individual  who  elects 
(in  such  manner  and  at  such  time  as  the  Secretary  or  his 
delegate  prescribes  by  regulations)  to  have  the  provisions  of 
this  subsection  apply ,  an  amount  received  or  accrued  to  which 
this  part  applies  shall  be  reduced,  for  purposes  of  computinej 
the  tax  liability  of  the  taxpayer  under  this  part  with  respect, 
to  the  amount  so  received  or  accrued,  by  an  amount  equal  to 
that  portion  of  (1)  the  amount  of  charitable  contributions 
made  by  the  taxpayer  during  the  taxable  year  in  which  the 
amount  is  so  received  or  accrued,  which  are  allowable  as  a 
deduction  for  such  year  under  section  170  ( determined  with¬ 
out  regard  to  this  part),  as  (2)  the  amount  received  or  ac¬ 
crued  to  which  this  part  applies  is  of  the  adjusted  gross  income 
for  the  taxable  year  (determined  without  regard  to  this  part). 
In  any  case  in  which  the  taxpayer  elects  to  have  the  pro¬ 


visions  of  this  subsection  apply,  no  portion  of  the  amount  to 
which  this  part  applies  shall,  for  purposes  of  computing 
the  limitation  on  tax  under  this  part,  be  taken  into  account 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 


386 


for  purposes  of  computing  the  limitation  under  section 
170(h)(1)  for  the  taxable  year  in  which  the  amount  to 
which  this  part  applies  is  received  or  accrued 

(b)  Effective  Date. — The  amendment  made  by  sub¬ 
section  (a)  shall  apply  with  respect  to  amounts  received  or 
accrued  in  taxable  years  beginning  after  December  31,  1961. 
SEC.  23.  EFFECTIVE  DATE  OF  SECTION  1371  (c)  OF  THE  INTERNAL 
REVENUE  CODE  OF  1954. 

(a)  In  General. — Subject  to  the  provisions  of  subsec¬ 
tion  (b),  section  1371(c)  of  the  Internal  Revenue  Code  of 
1934  (as  added  by  section  2(a)  of  the  Act  entitled  “An  Act 
to  amend  the  Internal  Revenue  Code  of  1954  to  provide  a 
personal  exemption  for  children  placed  for  adoption  and  to 
clarify  certain  provisions  relating  to  the  election  of  small  busi¬ 
ness  corporations  as  to  taxable  status'’,  approved  September 
23,  1959  (Public  Law  86-376)),  shall  (notwithstanding 
the  provisions  of  the  first  sentence  of  section  2(d)  of  such 
Act)  also  apply  to  taxable  years  beginning  after  December 
31,  1957,  and  before  January  1,  1960. 

(b)  Election  and  Consent  by  Corporations ; 
Consents  by  Shareholders. — Subsection  (a)  shall  apply 
with  respect  to  any  corporation  and  its  shareholders  only  if, 
within  one  year  after  the  date  of  the  enactment  of  this  Act — 

(1)  such  corporation  (in  such  manner  as  the  Secre¬ 
tary  of  the  Treasury  or  his  delegate  prescribes  by  regula- 
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tions )  elects  to  have  the  'provisions  of  subsection  ( a)  apply 
and  consents  to  the  application  of  subsection  (c);  and 
(2)  each  person  who  is  a  shareholder  of  such  cor¬ 
poration  on  the  date  on  which  such  corporation  makes 
such  election,  and  each  person  who  was  a  shareholder  of 
such  corporation  during  any  taxable  year  of  such  cor¬ 
poration  beginning  after  December  31 ,  1957 ,  and  ending 
before  the  date  of  such  election,  consents  (in  such  manner 
and  at  such  time  as  the  Secretary  of  the  Treasury  or 
his  delegate  prescribes  by  regulations)  to  such  election 
and  to  the  application  of  subsection  (c). 

(c)  Tolling  of  Statutes  of  Limitations— In  any 
case  in  which  a  corporation  makes  an  election  under  sub¬ 
section  (b) — 

(1)  if  the  assessment  of  any  deficiency  against  the 
corporation  making  such  election,  or  any  shareholder 
of  such  corporation  who  consents  to  such  election,  for 
any  taxable  year  is  prevented,  at  any  time  on  or  before 
the  expiration  of  one  year  after  the  date  of  such  election, 
by  the  operation  of  any  law  or  rule  of  law,  assessment 
of  such  deficiency  may,  nevertheless,  be  made,  to  the 
extent  such  deficiency  is  attributable  to  the  application 
of  subsection  (a),  at  any  time  on  or  before  the  expiration 
of  such  one-year  period;  and 

(2 )  if  credit  or  refund  of  any  overpayment  of  tax 
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by  the  corporation  making  such  election,  or  any  share¬ 
holder  of  such  corporation  who  consents  to  such  election, 
for  any  taxable  year  is  prevented,  at  any  time  on  or 
before  the  expiration  of  one  year  after  the  date  of  such 
election,  by  the  operation  of  any  law  or  rule  of  law, 
credit  or  refund  of  such  overpayment  may,  nevertheless, 
be  allowed  or  made,  to  the  extent  such  overpayment  is 
attributable  to  the  application  of  subsection  (a),  if  claim 
therefor  is  filed  on  or  before  the  expiration  of  such 
one-year  period. 

SEC.  24.  CERTAIN  LOSSES  SUSTAINED  IN  CONVERTING  FROM 
STREET  RAILWAY  TO  BUS  OPERATIONS. 

(a)  In  General. — If  a  corporation  has  a  net  operating 
loss  for  the  taxable  year  ending  December  31,  1953,  or  the 
taxable  year  ending  December  31,  1954,  principally  as  the 
result  of  conversion  from  street  railways  to  bus  operations 
with  respect  to  part  or  all  of  the  company’ s  operations,  then 
its  unused  conversion  loss  will  be  subject  to  the  treatment 
provided  in  subsection  (c) . 

(b)  Unused  Conversion  Loss  Defined. — The 
amount  of  the  unused  conversion  loss  shall  be  the  aggregate 
of  the  net  operating  losses  for  years  described  in  subsection 
(a)  reduced  to  the  extent  that  they  have  been  used  as  net  oper¬ 
ating  loss  carryovers  or  carrybacks  to  reduce  taxable  income 
for  any  taxable  year  beginning  before  January  1,  1960. 

(c)  Treatment  of  Unused  Conversion  Loss.  -u 
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a  taxpayer  has  an  unused  conversion  loss,  then  in  determin- 
ing  the  amount  of  the  net  operating  loss  carryover  from  the 
taxable  year  ending  December  31,  1959,  to  each  of  the  5  tax¬ 
able  years  following  such  taxable  year  for  purposes  of  sec¬ 
tion  172  of  the  Internal  Bevenue  Code  of  1954,  such  unused 
conversion  loss  shall  be  treated  as  a  net  operating  loss  for  the 
taxable  year  ending  December  31,  1959.  This  subsection 
shall  apply  only  for  years  in  which  the  taxpayer  is  engaged 
in  the  furnishing  or  side  of  transportation  (as  defined  in 
section  1503(c)(1)(A)  of  the  Internal  Bevenue  Code  of 
1954). 

(d)  BEGULATIONS . — The  Secretary  of  the  Treasury,  or 
his  delegate,  may  prescribe  by  regulation  such  rules  as  may 
be  necessary  to  carry  out  the  purposes  of  this  section. 

SEC.  25.  PENSION  PLAN  OF  LOCAL  UNION  NUMBERED  435,  INTER¬ 
NATIONAL  HOD  CARRIERS’  BUILDING  AND  COMMON 
LABORERS’  UNION  OF  AMERICA. 

The  pension  plan  of  Local  Union  Numbered  435  of  the 
International  Hod  Carriers  Building  and  Common 
Laborers’  Union  of  America,  which  was  negotiated  to  take 
effect  May  1,  1960,  pursuant  to  an  agreement  between  such 
union  and  the  Building  Trades  Employers  Association  of 
Bochester,  New  York,  Incorporated,  and  which  has  been 
held  by  the  Internal  Bevenue  Service  to  constitute  a  qualified 
trust  under  section  401(a)  of  the  Internal  Bevenue  Code 
of  1954,  and  to  be  exempt  from  taxation  under  section 


392 


1  No  provision  of  this  Act  shall  apply  in  any  case  where 

2  its  application  would  he  contrary  to  any  treaty  obligation 

♦ 

3  of  the  United  States. 

Passed  the  House  of  Eepresentatives  March  29,  1962. 

Attest:  EALPH  E.  EOBEETS, 

Clerk. 
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HIGHLIGHTS:  Sen.  Humphrey  commended  f^rm  biYl  as  passed  by  Senate.  Senate  passed 

bill  to  transfer  Sec.  32  funds  to  Commerce  forSlumber  research.  Senate  committee 
reported  bill  to  authorize  joint  watershed  surveys  by  USDA  and  Army.  Senate  re¬ 
ceived  State  proposal  for  holding -World  Food  Cong^ss.  Rep,  Schwengel  opposed 
'passage  of  public  works  acceleration  bill. 


SENATE 

1.  FARM  PROGRAM.  Sen.  Hiyfiphrey  reviewed  and  commended  the  provisions  of  the  farm 
bill  as  passed  by  the  Senate,  expressed  regret  that  it  drd  not  contain  a  dairy 
provision,  and  stained  that  "We  can  improve  upon  it  and  we  will  improve  upon  it, 
but  we  have  made  A  good  start  in  adopting  an  effective  progri 
agriculture."  jfp.  16374-5 


for  American 


FORESTRY.  Pa/sed  as  reported  S.  3517,  to  provide  for  the  transfe£\from  this 
Department the  Commerce  Department  Sec.  32  funds  equal  to  50  percent  of  the 
gross  receipts  from  the  duties  collected  on  lumber,  flooring,  mouldings,  and 
plywood /^or  research  and  experimentation  on  lumber  production  and  marketing, 

p.  16289  A__  v  . 

Th/  Subcommittee  on  Public  Lands  of  the  Interior  and  Insular  Affaire  Ctaranit- 

tee/approved  for  full  committee  consideration  with  amendment  S.  3335,  to  ab^ho- 
riAe  the  transfer  of  land  in  Mont,  from  the  Beaverhead  National  Forest  to  tHe 
Lg  Hole  National  Battlefield,  p.  D761 


2 


3.  WATERSHEDS.  The  Public  Works  Committee  reported  without  amendment  H.  R.  3801, 
toNauthorize  the  Secretary  of  the  Army  and  the  Secretary  of  Agriculture  to  mal< 


joink  surveys  and  investigations  of  watershed  areas  for  flood  prevention  or  t) 
conservation,  development,  utilization,  and  disposal  of  water  (S.  Rept.  19 1( 

p.  162{ 


4.  WETLANDS,  passed  as  reported  H.  R.  8520,  to  prohibit  assistance  under  t/e 

agricultural  conservation  program  for  wetland  drainage  in  N.  Dak.,  S.  /Dak. ,  and 
Minn,  on  any\farm  where  the  Secretary  of  the  Interior  finds  that  wiLolife  pre¬ 
servation  would  be  harmed  thereby  and  that  nondrainage  will  contribute  to  wild¬ 
life  conS'S'rvatiVn.  pp.  16288-9 


5.  RESEARCH.  Passed  without  amendment  H.  R.  6984,  to  provide  thaty/provision  may  be 
made  in  cost-type  research  and  development  contracts  (including  grants)  with 
universities,  colleges,  and  other  educational  institutions  ftir  payment  of  re¬ 
imbursable  indirect  costs  on  the  basis  of  predetermined  f^ed-percentage  rates 
applied  to  the  total,  or.  an  element  thereof,  of  the  reimbursable  direct  costs 
incurred.  This  bill  will\now  be  sent  to  the  President,/  p.  16289 


6,  TAXATION.  As  reported  (see  Digest  145),  H.  R.  10650,  the  proposed  Revenue  Act 
of  1962,  provides  that  cooperatives  are  to  receive  a  deduction  for  patronage 
dividends  paid  to  the  patrons  in  cash  or  by  allocations  if  the  patron  has  the 
option  to  redeem  the  allocations  in  cash  during  a  90-day  period  after  issuance, 
or  consents  to  treating  this  income  as  constructively  received  and  reinvested 
in  the  cooperative.  The  patron  may  give  his  consent  individually  in  writing, 
the  cooperative  may  by  its  bylaws  require  members  to  give  this  consent,  or 
patrons  may  give  their  consent  by  endorsing  a  check  representing  at  leas t  20 
percent  of  the  total  patronage  dividend.  At  least  20  percent  of  the  patronage 
dividend  must  be  paid  in  cash  for  any  allocation  to  be  deductible  to  the  co¬ 
operative.  Any  of  the  amounts  which  are  deductible  to  the  cooperative  must  be 
included  in  the  income  of  the  patron  for  tax  purposes  when  received  if  the 
amounts  arise  from  business  activity  of  the  patron.  (These  provisions  do  not 
apply  to  REA  cooperatives).  Also,  the  bill  includes  a  provision  permitting 
farmers  to  deduct,  in  computing  their  Federal  income  tax,  expenditures  incurred 
by  them  in  clearing  land  to  make  it  suitable  for  farming,  up  to  $5,000  or  25 
percent  of  the  taxable  income  from  farming  for  the  year,  whichever  is  the  less¬ 
er. 


7.  LANDS;  MINERALS.  The  Commerce  Committee  reported  with  ''amendments  S.  2138,  to 
provide  that  a  greater /percentage  of  the  income  from  lar\ds  administered  by  the 
Fish  and  Wildlife  Ser/ice  be  returned  to  the  counties  invhich  such  lands  are 
situated  (S.  Rept.  P919)  .  p.  16284 

The  Subcommittee  on  Public  Lands  of  the  Interior-  and  Insblar  Affairs  Commit* 
tee  approved  for  /lull  committee  consideration  with  amendments^ S.  3451,  to  pro¬ 
vide  relief  for/residential  occupants  of  unpatented  mining  claims  upon  which 
valuable  improvements  have  been  placed,  and  S.  3160,  to  amend  the  act  of  March 
8,  1922,  so  As  to  extend  its  provisions  to  the  townsite  laws  applicable  to 
Alaska,  p/D761 


8.  HOLIDAYS^  Passed  without  amendment  S.  J.  Res.  217,  to  make  Sept.  17  en^ch  year 
a  legal  holiday  to  be  known  as  Constitution  Day.  p.  16292 


9.  DRUG^j  MONOPOLIES.  By  a  vote  of  78  to  0,  passed  with  amendments  S.  1552, 


amend  and  supplement  the  antitrust  laws  with  respect  to  the  manufacture  anc 
ristribution  Of  drugs,  pp.  16302-30,  16333-60 


,nX J  CONGRESSIONAL 
!®0f  PROCEEDINGS 

)F  INTEREST  TO  THE  DEPARTMENT  OF  AGRICULTURE 


I 


OFFICE  OF 
BUDGET  AND  FINANCE 


|(For  information  only; 
»  should  not  be  quoted 
or  cited) 

Issued  Aug.  27,  1962 
For  actions  of  Aug.  2h  and  2$,  1962 
87th~2d,  Nos.  151  &  15 


CONTENTS 


Agricultural 


Flowed  control..... 

. . 9 

Research. . 

.. ..2,12 

Forestry. ......... 

. 18 

SQ& . 

. . 8 

.  .8 

Housing . 

. . 7 

/Social  security. . , . 

. . 15 

2,8 

Information . 

Taxation . 

,...4,11 

Milk, . .  ,\ . 

Transportation, . . . , 

. . 17 

Personnel  .\. ...... 

. . .  .  6 

Veterans . 

. 5 

Pesticides.  \ . 

Water  pollution, . . . 

Publications.^. . .  , 

Watersheds . 

Reclamation. . .  .\. , 

Wheat . . . 

Extension  service, 


HIGHLIGHTS;  Sen,  Stennis  urged  additional /Appropriations  for  extension  work  and 
utilization  research.  Sen.  Proxmire  said/government  should  pay  cost  of  protecting 
milk  against  fallout.  Senate  subcommittee  voted\o  report  ,  independent  offices 
appropriation  bill.  Senate  passed  agricultural  appropriation  bill.  Senate  passed 
bill  to  authorize  joint  watershed  surveys  by  USDA  an^  Army,  Sen.  Proxmire  urged 
caution  in  use  of  pesticides. 


SENATE  -  August  2h 

1.  MILK.  Sen,  Proxmire /daid  the  cost  of  protecting  milk  against  fallout  contamina¬ 

tion  should  be  bor yi  by  the  Federal  Government  and  inserted  a\  article  on  the 
problem,  pp.  16L66-7 

2,  APPROPRIATIONS/  Sen.  Stennis  urged  increased  appropriations  for  the  extension 

service  and/atilization  research,  pp.  16U71-2 

A  subcommittee  of  the  Appropriations  Committee  voted  to  report  to\the  full 
EL  committe^H.  R.  12711,  the  independent  offices  appropriation  bill.  p\D76U 

RECLAME  I  ON.  Concurred  in  the  House  amendments  to  S,  2008,  to  amend  the  \^t  of 
Sept/;  l6,  19^9,  authorizing  the  construction,  operation,  and  maintenance  of  the 
cane  Valley  project.  This  bill  will  now  be  sent  to  the  President,  p, 


iw  TAXATION.  Sens.  Kuchel,  Beall,  and  McCarthy  submitted  amendments  intended  to  be 
proposed  to  H.  R.  10650,  the  proposed  Revenue  Act  of  1962.  pp.  16378-9 

Sen.  Proxmire  protested  the  investment  credit  provision  in  the  tax  bill  and^ 
inserted  an  article,  "The  Investment  Credit— The  Opening  of  Another  Loophole." 
pp.  16383-5 

H.  Re  10650,  the  proposed  Revenue  Act  of  1962,  was  made  the  pending  business 
of  the  Senate,  pp.  16463-!* 

5%  VETERANS,  Agan  debate  on  S,  3l*9,  to  provide  readjustment  assistanc/  to  veteran/ 

Arme?,  for9es  between  Jan.  31,  1955,  and  July  1,  1963.  pp. 
161*05-13,  l6l*2\-i*3,  161*1*9-60,  l61*6l-l*  *  *  ™ 

6.  PERSONNEL.  The  C^tonerce  Committee  reported  with  amendments  S./on.  Res.  53, 

avoring  travel  by\legislative  and  Government  employees  on  U>  S.  air  flag 
carriers  (S...  Kept'.  3.922).  p.  16378  /  S 

Passed  without  amendment  S.  3319,  to  extend  to  certain/employees  in  the  Trust 
Territory  of  the  Pacific  Islands  the  benefits  of  the  Federal  Employees*  Compen¬ 
sation  Act.  p.  161*05  x  ”  * 

Sen.  Javits  inserted  ah  article,  "White  House  Urged7 To  Use  Compulsion  in 
Negro  Job  Drive."  pp.  1639^-1*00  / 

7.  HOUSING.  Sen.  Williams,  N.  J.\  inserted  a  speech  jz /  the  Assistant  Administrator! 

Housing  for  Senior  Citizens,  Housing  and  Home  Finance  Agency,  "Housing:  Shelter 
Showcase,  or  Living  Environment .\  pp.  16390-3 

SENATE  -\ugust  25/ 

A^JFoL/URAI\ APPROPRIATION  BILL,  1963 \  Passed  with  amendments  this  bill,  H.  R,  f 
1261*0  (pp.  161*88,  161*92-518).  Conferees/were  appointed  (p.  16518).  Agreed  to'" 
the  committee  amendments  en  bloc  (pp.  lA.92-3).  Agreed  to  an  amendment  by  Sen, 
ussell  to  provide  that  $30  million  may  bk  transferred  from  CCC  funds  for  admin¬ 
istrative  expenses  for  the  feed  grain  and  wfreat  stabilization  programs,  con¬ 
tingent  upon  enactment  of  the  farm  bill,  H7r7“ 12391  (p.  161*93).  Agreed  to  an 
bL?en!  Russe11  to  raise7 the  statutory  building  limitation  from 
$16,000  to  $25,000  so  as  to  authorize  the  construction  of  one  building  by  the 
Soil  Conservation  Service  at  a/ost  of  not  to  exheed  $25,000  (p.  161*93), 


of 


9.  WATERSHEDS.  Passed  without  ajfendment  H.  R.  3801,  t\authorize  the  Secretaries 
the  Ariry  and  Agriculture  to/ make  joint  surveys  and  investigations  of  watershed 
areas  for  flood  prevention  or  the  conservation,  development,  utilization,  and 
disposal  of  water.  This/bill  will  now  be  sent  to  the  Resident,  p.  161*88 

10.  PESTICIDES.  Sen.  Proxmire  discussed  the  side-effects  and\roblems  that  have  re- 

sulted  from  use  of  pesticides  in  California,  "urged  greateAcaution  in  the  use 
01  chemical  poisons^  and  commended  the  "constructive  attitude^  of  the  Depart- 

- . -  ment3  of  Agriculture  and  Interior  regarding  the  use  of  pesticides.  pp9  16578-80 

'  "  "  "  1  •  *  ■  ■  ■  . — 

11,  TAXATION.  Began  consideration  of  H.  R.  10650,  the  proposed  Revenue  Act  of  1962. 

pp.  16518,  16533-78 

12,  WATER  POLLUTION .  Sen.  Monroney  commended  the  establishment  of  a  regional  labora- 

tory  at  A/a,  Okla.,  to  conduct  research  on  water  pollution  problems,  pb,  l61*81*-7 

13.  S;  PUBLICATIONS.  Sen.  Proxmire  expressed  his  concern  over  "the  ifccrea£ 

pared  a?Qp^LCOpyright  protection  applied  to  writing  and  other  material  prA 
Go^lrnment  emp™^ent  °f  informtion  connected  with 

I®  until  Mon.,  Aug.  27.  p.  16S83 
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agreement  to  suspend  nuclear  test- 
ing\ 

I  realize  that  such  an  agreement  must 
be  bas^d,  without  question,  on  a  system 
of  inspection  and  control  that  works 
and  give.Nls  assurance,  but  certainly  we 
should  do 'everything  in  our  power  to 
end  atmospmn'ic  nuclear  tests,  which  are 
polluting  the  atmosphere  in  Minnesota, 
Wisconsin,  anck  Iowa.  It  is  going  to 
spread  through  the  country  if  nuclear 
tests  continue,  of  course,  we  must 
safeguard  our  security,  but  we  must  do 
everything  within  omk  power  consistent 
with  the  security  of  ourscountry  to  bring 
about  a  suspension  of  atmospheric  nu¬ 
clear  testing. 


THE  NOMINATION  OF  JUDGE  THUR- 
GOOD  MARSHALL 

Mr.  JAVITS.  Mr.  President,  i\think 
today  should  mark  the  final  culmina¬ 
tion  of  the  drama  which  has  represented 
the  effort  to  confirm  the  nomination 
Thurgood  Marshall  as  a  judge  of  the 
Court  of  Appeals  for  the  Second  Circuit. 
Another  hearing  is  taking  place  before 
the  subcommittee.  It  appears  now  that 
the  case  is  clearly  made  and  that  the 
story  is  now  complete.  The  President 
has  had  his  say.  We  have  had  our  say. 
The  subcommittee  obviously  is  in  no 
hurry  to  deal  with  this  nomination.  So 
it  has  been  made  very  clear  to  me  that 
ultimately  the  Senate,  either  by  direct 
action  or  on  a  motion  to  discharge  the 
committee,  is  going  to  have  to  deal  with 
this  matter. 

My  colleague  [Mr.  Keating],  who  has 
fought  so  magnificently  in  this  struggle^ 
has  today  released  a  letter  from  tl 
American  Bar  Association  showing  that 
all  of  the  questions  which  are  raised 
against  Judge  Marshall  in  the  subcom¬ 
mittee  hearings  have  no  appeal  in  the 
eyes  of  that  association,  and  thf  asso¬ 
ciation  found  every  evidence  that  the 
nominee  has  a  keen  appreciation  of  the 
canons  of  ethics  of  the  American  Bar  As¬ 
sociation  and  that  he  has  complied  with 
them  in  every  respect  and  that  it  received 
no  evidence  to  the  contrary  and  unani¬ 
mously  concluded  that  Thurgood  Mar¬ 
shall  was  well  qualified  ^or  the  Federal 
judiciary. 

Also,  I  have  a  telegiym  from  Herbert 
Brownell,  president  of  the  bar  of  the 
city  of  New  York,  myown  hometown,  in 
answer  to  the  argument  that  Judge 
Thurgood  Marshal?  is  not  admitted  in 
New  York,  and,  Aideed,  a  number  of 
States  which  represent  the  second 
circuit.  Mr.  Brownell,  former  Attorney 
General,  speaking  as  the  president  of 
the  bar  of  the  city  of  New  York,  and 
following  th/  action  of  the  executive 
committee  of  the  bar  association,  stated 
that  the  Executive  committee  adopted 
a  resolution  that  the  Association  of  the 
Bar  of  tile  City  of  New  York  urge  the 
Committee  on  the  Judiciary  of  the  U  S. 
Senator  to  file  promptly  a  report  favor¬ 
able  to  Judge  Thurgood  Marshall’s  con¬ 
firmation  and  that  the  Senate  act 
promptly  to  confirm  Judge  Marshall’s 
appointment  to  the  Court  of  Appeals  for 
tj&e  Second  Circuit. 

The  President  of  the  United  States  re- 
r marked  that  my  colleague  [Mr.  Keating] 


and  I  might  have  had  Thurgood  Marshal, 
appointed  a  judge  sooner. 

Let  me  give  an  example  of  the  differ¬ 
ences  in  the  record.  As  I  said  yester¬ 
day,  I  do  not  have  to  defend  my  record 
on  Negroes  being  appointed  to  Higher 
office,  or  on  civil  rights  agaiiist  the 
President  or  anyone  else.  Nevertheless, 
let  us  get  the  facts.  Thurgood  Alar  shall 
was  nominated  on  September  24,  1961. 
The  nomination  has  been  ^anguishing 
ever  since. 

Let  us  look  at  the  rccorcLhf  the  Eisen¬ 
hower  administration.  As  A1  Smith 
used  to  say,  “Let’s  look  a f  the  record.” 

The  following  Negroes' were  appointed 
to  the  bench  in  the/Eisenhower  ad¬ 
ministration  ^ 

Scovel  Richardsofi,  U.S.  Customs 
Court,  nominated  JWarch  4,  1957,  and 
confirmed  April  4, /957. 

The  PRESIDING  OFFICER  (Mr. 
Young  of  Ohio  in  the  chair) .  The  time 
of  the  Senator  Aas  expired. 

Mr.  JAVITS(  I  ask  unanimous  con¬ 
sent  that  I  m/y  proceed  for  2  additional 
^minutes. 

The  PRESIDING  OFFICER.  With- 
OlvJ,  objection,  it  is  so  ordered. 

r.  JAVITS.  Walter  A.  Gordon,  to 
the  V.s/District  Court,  Virgin  Islands, 
nominated  January  17,  1959,  and  con- 
firmed'September  2,  1959. 

I  do  nN.  say  President  Eisenhower  was 
any f  more\sympathetic  to  this  matter 
than  President  Kennedy.  I  think  both 
5n  have  theSsame  desire  and  wish,  but 
'only  give  there  facts,  first,  in  answer 
to  the  Presidents  feeling  about  what 
'happened  in  the 'previous  administra¬ 
tion,  about  which  l\hink  he  was  wrong; 
and,  second,  and  fafc  more  important, 
to  show  the  comparison  with  the  record 
on  Thurgood  Marshall. 

I  hope  the  administration  and  the 
majority  leader  in  the  Senate  will  not 
wait  until  the  final  days  of  she  session, 
for  that  would  be  unseemlyX  I  think 
the  time  for  action  on  the  Marshall 
nomination  is  no  later  than  the  week  of 
Labor  Day,  which  is  sufficiently  irv  ad¬ 
vance  of  the  time  when  the  SenateVp- 
parently  will  adjourn.  I  have  no  doubt 
that  the  confirmation  will  take  place 
but  this  has  been  a  hard  fight  and  is  a1 
very  key  question  in  connection  with 
our  national  policy.  I  join  with  my  col¬ 
league  in  the  struggle,  not  only  as  to 
Judge  Marshall,  but  to  show  that  we 
practice  what  we  preach,  and  that  when 
a  man  who  is  a  Negro  has  the  eminent 
and  distinguished  qualifications  to  re¬ 
ceive  this  kind  of  backing  from  the 
American  Bar  Association  and  the  bar 
of  the  city  of  New  York,  he  should  get 
prompt  justice  at  our  hands.  That  is 
what  we  have  been  trying  to  do. 

Mr.  President,  I  have  another  subject 
to  discuss,  but  I  shall  not  do  so  at  this 

■  time. 

INVESTMENT  TAX  CREDIT  INCEN¬ 
TIVE  PROVISION  PROPOSED  IN 

COMMITTEE 

Mr.  PROXMIRE.  Mr.  President,  I 
rise  once  again  to  protest  the  invest¬ 
ment  credit  provision  in  the  pending  tax 
bill.  I  have  already  pointed  out  that 
this  investment  credit  provision  would 
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result  in  an  extra  billion-dollar  deficit, 
in  addition  to  the  presently  expected 
deficit. 

Second,  it  is  an  unwanted  subsidy.  The 
great  business  organizations  which  tes¬ 
tified  before  the  Finance  Committee  rep¬ 
resent  to  some  extent,  at  least,  the  think¬ 
ing  of  businessmen.  The  chamber  of 
commerce  opposes  it.  The  National 
Association  of  Manufacturers  opposes  it. 
The  McGraw-Hill  survey  has  indicated 
that  business  would  not  use  it.  The 
National  Industrial  Conference  Board 
has  indicated  the  same  result.  The 
Wall  Street  Journal  survey  also  indicates 
that  business  would  not  use  it. 

It  would  be  a  windfall,  but  it  would 
be  a  windfall  which  would  have  very 
little  results. 

There  is  one  other  fact  I  should  like 
to  bring  to  the  attention  of  the  Senate. 
I  have  overlooked  this  in  my  previous 
statements  on  the  Senate  floor,  and  I 
think  it  is  most  important. 

The  distinguished  Senator  from  Illi¬ 
nois  [Mr.  Douglas]  and  the  distin¬ 
guished  Senator  from  Tennessee  [Mr. 
Gore]  have  filed  very  enlightening  and 
informative  dissenting  views  on  the  tax 
bill,  particularly  with  regard  to  the  in¬ 
vestment  credit  provision.  They  point 
out  that  the  investment  credit  provision 
has  been  sharply  changed  from  the  ad¬ 
ministration’s  original  request.  Origi¬ 
nally  the  investment  credit  provision 
was  designed  to  provide  an  incentive  for 
additional  investments;  that  is,  if  a 
firm  invested  $1  million  a  year  for  a 
3-year  period  it  was  to  be  entitled  to  get 
a  credit  to  the  extent  it  exceeded  that 
$1  in  the  fourth  year.  If  in  the  fourth 
year  the  firm  invested  $1,100,000,  then 
the  credit  would  be  based  on  the  $100,- 
000  additional  investments.  In  that 
event  it  could  have  been  a  credit  of  20 
or  30  percent  with  a  far  lesser  reduction 
in  Federal  revenues. 

Mr.  President,  that  provison  could 
have  been  a  substantial  incentive.  It 
would  have  been  an  incentive  for  sev¬ 
eral  reasons.  First,  it  would  have  per¬ 
suaded  firms  to  increase  their  invest¬ 
ment  in  plant  and  equipment.  In  the 
second  place,  it  would  have  provided  an 
opportunity  in  respect  to  the  greatest 
handicap  toward  the  growth  in  our  eco¬ 
nomic  system,  that  if  the  growth  of  the 
small  but  highly  efficient  firms. 

A  competent,  scholarly  study  by  Pro¬ 
fessors  Butters  and  Lintner  of  Harvard 
Business  School,  made  several  years  ago, 
showed  that  under  the  present  corpora¬ 
tion  income  tax  laws  the  very  efficient 
and  growing  firms  could  not  begin  to 
grow  as  corporations  grew  in  the  past  be¬ 
cause  the  corporation  income  tax  takes 
such  a  huge  proportion  of  their  income. 

Mr.  President,  the  pending  invest¬ 
ment  credit  provision  would  not  provide 
for  that  kind  of  relief.  The  investment 
credit  provision  would  provide  that  all 
investment — I  repeat,  all  investment, 
including  a  reduction  in  investment — 
still  would  receive  the  investment  credit. 
For  example,  if  a  firm  invested  $1  mil¬ 
lion  a  year  for  3  years  and  then  reduced 
its  investment — I  repeat,  cut  back  its 
investment — from  $1  million  to  $900,000, 
the  firm  still  would  get  the  7 -percent 
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credit,  which  in  that  case  would  be  a 
$63,000  reduction  in  the  tax  liability. 

So,  as  the  Senator  from  Illinois  [Mr. 
Douglas!  and  the  Senator  from  Tennes¬ 
see  [Mr.  Gore]  point  out  so  well  in  their 
dissent,  this  provision  would  work  as  a 
very  feeble  incentive  to  business  to  in¬ 
crease  its  investment.  At  the  same  time 
it  would  constitute  a  billion-dollar  drain 
on  the  Treasury. 

I  think  this  particular  part  of  the  dis¬ 
senting  views  of  Senators  Gore  and 
Douglas  is  so  persuasive  that  I  ask 
unanimous  consent  that  pages  396 
through  400  of  the  report  of  the  Com¬ 
mittee  on  Finance,  which  embraces  the 
dissenting  views  of  the  Senator  from 
Illinois  [Mr.  Douglas]  and  the  Senator 
from  Tennessee  [Mr.  Gore],  be  printed 
in  the  Record  at  this  point. 

There  being  no  objection,  the  excerpt 
from  the  report  was  ordered  to  be 
printed  in  the  Record,  as  follows: 

The  Investment  Credit — The  Opening  of 
Another  Loophole 


(Dissent  of  Senators  Douglas  and  Gore) 

WHAT  THE  INVESTMENT  CREDIT  IS 


1.  The  bill  in  its  present  form  provides  a 
tax  credit  of  7  percent  on  amounts  invested 
in  new  tangible  depreciable  property,  other 
than  buildings,  which  is  subject  to  a  depre¬ 
ciation  life  of  more  than  8  years.  There  are 
certain  limitations  which  can  be  briefly 
stated:  (a)  If  the  life  of  the  property  is  less 
than  4  years,  no  credit  will  be  granted;  (b) 
if  the  life  is  from  4  to  6  years,  only  one-third 
of  the  credit  (2y3  percent)  will  be  granted; 
(c)  if  the  life  is  from  6  to  8  years,  then  two- 
thirds  of  the  credit  (4%  percent)  will  be 
granted.  The  credit  for  used  property  is 
limited  to  the  first  $50,000  of  investment. 

2.  The  bill  also  provides  a  3-percent  credit 
for  regulated  private  utilities  such  as  tele¬ 
phone  and  domestic  telegraph,  gas,  and  elec¬ 
tric  companies. 

3.  The  investment  credit  can  be  oflset 
dollar  for  dollar  against  taxes  owed  up  to 
$25,000  but  above  that  amount  may  not  re¬ 
duce  tax  liability  by  more  than  25  percent. 

4.  The  Long  amendment  adopted  by  the 
Finance  Committee  slightly  reduces  the  ef¬ 
fect  of  these  tax  credits  in  later  years  by 
providing  that  the  basis  cost  of  the  asset 
shall  not  exceed  the  value  of  asset  minus  the 
investment  credit.  Thus,  depreciation  is 
limited  to  93  percent  of  the  original  cost 
of  the  asset  (97  percent  for  utilities). 

The  Department  of  Commerce  estimates 
that  the  production  of  durable  equipment 
in  1961  amounted  to  $25.5  billion.  A  7-per¬ 
cent  reduction  in  this  would  amount  to  $1% 
billion  annually.  This  would  be  reduced  in 
practice  by  the  lower  rate  for  the  private 
utilities,  the  exceptions  listed  above,  and  the 
Long  amendment. 

It  is  probably  safe  to  estimate  the  initial 
loss  of  revenue  from  this  feature  of  the  bill 
at  somewhere  between  $1.1  billion  to  $1.4 
billion.  We  personally  believe  it  will  amount 
to  not  far  from  $1.3  billion. 

This  measure  is  advocated  by  the  ma¬ 
jority  as  a  means  of  stimulating  industry 
to  improve  its  plant  and  machinery,  reduce 
its  costs,  and  by  stimulating  investment  to 
expand  employment  and  reduce  unemploy¬ 
ment.  J 


Here  it  should  be  noted  that  the 
originally  Proposed  by  the  adn 
lstration  was  on  net  additional  investm 

above  ^£atnt  ln  industry  over 

There  would  have  u**1  f°r  depreciat 

supporting  „  b®en  str°ng  grounds 

would  hafe  given  tu^0150^1  or  one  wl 
investment  over  th^  cre<iit  increase; 

3-  or  5-yeJ  period  for  a  PW! 

sideration  by  Pthe  uring  lts  < 
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Committee,  this  proposal  was  vulgarized  al¬ 
most  beyond  recognition.  Instead  of  being 
a  bonus  for  net  additional  investment  or 
for  increased  investment,  it  was  tranformed 
into  a  credit  for  all  investment  (aside  from 
buildings)  or  what  may  be  termed  gross  in¬ 
vestment.  Thus,  if  a  company  invests  less 
than  the  physical  depreciation  of  its  ma¬ 
chinery  and  equipment,  it  will  still  get  a 
7-percent  credit,  or  a  14-percent  tax  deduc¬ 
tion  on  this  gross  investment.  To  repeat, 
an  actual  decrease  in  investment  as  compared 
with  the  years  prior  to  July  1,  1962,  will  be 
rewarded. 

H.  WOULD  THE  INVESTMENT  CREDIT  APPRE- 
CIABLV  STIMULATE  INVESTMENT? 

In  other  words,  by  giving  the  rewards  on 
average  gross  investment  rather  than  on 
marginal  net  investment  any  possible  stimu¬ 
lus  to  added  investment  is  greatly  reduced 
and  in  our  judgment  is  very  slight  indeed. 
We  are  confirmed  in  this  opinion  by  the 
results  of  the  McGraw-Hill  survey  in  the 
spring  of  1962.  The  question  asked  by 
McGraw-Hill  was  as  follows: 

‘‘If  the  administration’s  program  of  tax 
incentives  for  investment  were  enacted,  how 
much  would  this  increase  your  capital  ex¬ 
penditures  in  1962?” 

In  reply  to  this,  business  as  a  whole  in¬ 
dicated  that  it  would  raise  its  1962  plans  by 
only  about  1  percent,  or  about  $300  million. 
Nine  out  of  every  10  companies  which  replied 
stated  that  they  would  not  use  such  a  pro¬ 
gram  in  1962. 

Since  the  bonus  under  the  proposed  in¬ 
vestment  credit  will  amount  to  about  $1.1  to 
$1.4  billion,  this  would  mean  that,  out  of 
every  dollar  which  the  Government  will  lose 
in  taxes  less  than  30  cents  will  find  its  way 
into  increased  investment  in  American  in¬ 
dustry.  This  is  a  very  high  price  to  pay  for 
a  little  stimulus. 

The  National  Industrial  Conference  Board 
made  a  special  survey  in  late  March  and  early 
April  1962  of  the  1,000  largest  manufacturing 
corporations  in  the  United  States  to  deter¬ 
mine  what  effect  the  7-percent  investment 
credit  would  have  upon  their  capital  invest¬ 
ment.  While  the  influence  of  the  credit  on 
the  plans  of  the  companies  varied  somewhat 
from  industry  to  industry,  the  results  were 
that  only  8  percent  of  those  responding  said 
they  would  revise  their  capital  spending  for 
the  balance  of  1962  if  the  credit  were  enacted 
by  mid-1962.  Seventeen  percent  of  the  re¬ 
porting  companies  said  they  would  increase 
their  investments  in  1963  if  the  credit  were 
enacted  by  the  end  of  the  current  session  of 
Congress.  Bu.t  the  prospective  change  in 
the  dollar  volume  of  capital  spending  in 
1963  as  a  result  of  the  credit  would  be  as 
small  as  1  percent. 

As  the  report  of  the  survey  states: 

“Overall,  the  increase  in  1963  outlays  ex¬ 
pected  on  account  of  the  investment  tax 
credit  may  be  small  in  relation  to  its  po¬ 
tential.  In  more  than  half  of  the  indus¬ 
tries  covered,  moreover,  the  imputed  differ¬ 
ence  was  less  than  1  percent.”  1 

There  are  already  more  than  adequate 
funds  available  for  investment  on  the  part 
of  corporations  which  they  are  refusing  to 
use  for  this  purpose.  Thus  the  July  1962 
Survey  of  Current  Business,  issued  by  the 
Department  of  Commerce  (p.  24) ,  shows  that 
in  1961,  American  corporations  had  acquired 
$43.1  billion  of  corporate  funds 2  but  in¬ 
vested  only  $31.3  billion  in  equipment  and 
inventories.3  In  this  1  year,  therefore,  they 
piled  up  nearly  $12  billion  in  plant  and 
assets.  There  were  also  very  large  accumula- 


1  The  Business  Record,  National  Industrial 
Conference  Board,  August  1962,  p.  19. 

2  Made  up  as  follows  (in  billions  of  dol¬ 
lars)  :  Retained  profits,  $7.3;  depreciation, 
$24.8;  sale  of  stocks,  $4.5;  sale  of  bonds,  $5.1. 

3  Made  up  of  $29.6  billion  in  plant  and 

equipment  and  $1.8  billion  in  inventories. 


tions  of  liquid  assets  in  preceding  years, 
amounting  to  about  $5  billion  in  1960  and 
an  equal  amount  in  1969.4  If  business  con¬ 
ditions  did  not  cause  American  corporations 
to  invest  these  huge  sums  in  past  years, 
there  is  little  prospect  that  the  extra  bonus 
of  $1.3  billion  will  be  translated  into  in¬ 
vestment.  What  is  more  likely  to  happen 
is  that  the  overwhelming  proportion  will 
also  pass  into  the  cash  reserves  and  swell 
them  still  further.  There  would  seem  to 
be  little  prospect  that  the  investment  credit 
will  have  any  real  stimulative  effect.  It  will 
increase  the  power  and  wealth  of  the  al¬ 
ready  powerful  and  wealthy. 

We  should  also  realize  that  a  very  large 
percentage  of  plant  and  equipment  now  lies 
idle  and  unutilized  primarily  because  there 
is  not  adequate  demand  for  the  goods  which 
could  be  produced  at  the  prices  charged. 

The  McGraw-Hill  index  of  plant  utiliza¬ 
tion  is  now  at  approximately  85  percent. 
Even  though  the  15  percent  which  now  lies 
idle  is  partially  composed  of  a  standby  re¬ 
serve  or  is  markedly  obsolete,  it  is  still  true 
that  the  percentage  of  plant  utilized  is  5  or 
6  percent  short  of  what  would  be  used  under 
full  employment.  Can  it  be  maintained 
that,  if  good  machinery  and  equipment  is 
thus  allowed  to  lie  idle  because  of  a  short¬ 
age  in  effective  demand  relative  to  prices, 
a  bonus  on  investment  would  stimulate  a 
still  further  increase  in  machinery  and 
equipment?  For  would  not  this  still  further 
increase  the  already  high  percentage  of  idle 
equipment? 

In  addition,  it  should  be  realized  that, 
while  the  purpose  of  the  investment  credit 
is  to  stimulate  economic  growth  and  to  help 
business  to  compete  more  effectively  in  for¬ 
eign  markets,  it  would  in  fact  be  given  all  the 
way  across  the  board  without  regard  to  the 
quality  or  social  need  for  the  investment, 
pius,  the  credit  would  be  available  for  such 
investments  as  a  new  ski  lift  at  Sun  Valley 
or  in  Vermont,  an  escalator  in  a  department 
store,  new  farm  machinery  to  spread  ferti¬ 
lizer  on  lands  which  axe  already  overproduc¬ 
ing,  klieg  lights  in  a  burlesque  house,  and 
martini-mixing  machines  in  a  bar.  Other 
investments  of  an  even  more  questionable 
nature  would  receive  the  bonus. 

It  is  hard  to  see  how  this  increases  out 
efficiency  as  compared  with  other  countries 
or  whether  this  serves  meaningful  economic 
growth. 

The  3-percent  credit  which  is  to  go  to 
utilities  would  be  completely  wasted  and  is 
wholly  unnecessary. 

The  rate  of  return  of  the  private  utilities 
is  regulated  by  both  State  and  Federal  bodies. 
If  regulation  is  properly  carried  out,  then 
any  favorable  tax  consequences  of  the  credit 
would  be  offset  by  reductions  in  the  rates 
charged  to  consumers. 

If  not  properly  carried  out,  it  would  be 
an  outright  gift  to  the  private  utilities,  for 
it  would  merely  increase  their  rate  of  return 
above  that  set  by  the  regulatory  bodies. 

In  addition,  the  3-percent  credit  for 
utilities  has  nothing  to  do  with  other  stated 
purposes  of  the  credit,  namely,  to  help  mod¬ 
ernize  industry  or  to  make  it  more  com¬ 
petitive  in  world  markets. 

HI.  WHO  HAS  BEEN  GETTING  THE  TAX  CUTS? 

Let  us  alsp  note  the  way  in  which  tax 
benefits  and  reductions  have  been  made 
during  these  last  8  years.  In  1954,  ac¬ 
celerated  depreciation,  with  the  double 
declining  balance  and  the  sum  of  the  digits 
methods,  was  authorized  by  Congress.  This 
amounted  to  an  initial  loss  of  revenue  to 
the  Government  of  at  least  $2  billion  a  year. 


4  John  K.  Landrum  seems  to  come  to  the 
same  general  conclusion,  although  with 
somewhat  smaller  increases  in  liquid  funds. 
See  his  “Corporate  Profits  and  Cash  Flow” 
supplement  to  testimony  before  Joint  Eco¬ 
nomic  Committee,  Aug.  10,  1962,  p.  1. 
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This  went  to  the  Industrial  corporations  and 
to  the  industrialists.  At  the  same  time  the 
$50  dividend  exclusion  and  the  4-percent 
credit  were  passed  In  1954,  which  gave  $400 
million  a  year  more  to  the  owners  of  common 
stocks.  This  summer  the  Treasury  has  is¬ 
sued  a  new  Bulletin  P,  permitting  machinery 
and  equipment  to  be  depreciated  much  more 
rapidly.  It  Is  estimated  that  this  will  reduce 
business  taxes  by  approximately  $1.5  billion 
a  year.  All  of  these  taken  together  comes  to 
just  short  of  $4  billion  a  year. 

Now  we  have  this  provision  for  the  invest¬ 
ment  credit  which  will  give  the  investors  in 
machinery  and  equipment  at  least  another 
$1.3  billion  annually.  Thus,  in  8  years  we 
have  decreased  the  annual  tax  burden  on 
industry  by  over  $5  billion  a  year.  This,  of 
course,  goes  to  the  upper  income  groups  in 
society  who  own  the  overwhelming  propor¬ 
tion  of  the  stock  of  American  corporations. 

During  this  period  the  low-  and  middle- 
income  groups  have  received  virtually  noth¬ 
ing  in  the  way  of  tax  cuts.  It  is  about  time 
that  the  United  States  was  less  partial  in  its 
distribution  of  favors.  This  is  true  both  on 
economic  and  ethical  grounds. 

IV.  INVESTMENT  CREDIT  A  FORM  OF  THE 

TRICKLE-DOWN  THEORY 

The  basic  way  in  which  investment  is 
stimulated  and  the  economy  moved  forward 
is  not  by  granting  incentives  for  increased 
capital  expenditures  at  a  time  when  the 
existing  plant  and  equipment  is  not  fully 
used,  but  by  increasing  the  demand  for  the 
products  which  the  existing  plant  and  equip¬ 
ment  can  produce  which,  in  turn,  will  stimu¬ 
late  investment.  In  other  words,  the  invest¬ 
ment  credit  proposed  is  really  a  form  of  the 
trickle-down  theory  of  economics  which  has 
largely  been  shown  to  be  ineffective  in  the 
past.  We  believe  instead  in  the  theory  that 
purchasing  power  should  be  built  from  the 
bottom  up. 

V.  INVESTMENT  CREDIT  OPENS  UP  ANOTHER 

LOOPHOLE 

Finally,  the  investment  credit  would  open 
up  more  tax  loopholes  and  would  be  quickly 
extended  to  other  fields. 

As  nearly  as  possible  a  proper  tax  system 
should  be  neutral  in  the  way  it  treats  both 
income  and  expenditures.  If  we  could  have 
an  absolutely  just  tax  system  it  would  prob¬ 
ably  make  no  distinctions  as  to  the  amount 
of  tax  to  be  paid  on  income  or  deductions 
fro  expenditures,  no  matter  where  the  funds 
were  derived  or  for  what  they  were  spent. 
It  is  the  failure  to  carry  out  this  principle 
which  has  so  eroded  our  present  tax  system 
and  which  has  made  it  so  unjust. 

For  example,  income  from  a  wage  or  salary, 
in  general,  is  taxed  at  the  full  rate,  but  in¬ 
come  from  oil,  or  from  stock  options,  or  from 
the  cutting  of  timber,  or  from  dividends,  or 
from  gains  on  the  stock  market,  or  from  the 
sale  of  real  property,  among  others,  is  taxed 
at  lower  rates  and  has  special  privileges  not 
afforded  to  income  from  a  wage  or  salary. 

On  the  expenditure  side,  money  spent  for 
entertainment  expenses,  for  business  expense 
accounts,  including  yachts,  club  dues,  and  so 
forth,  are  deductible  from  taxable  income, 
while  the  expenses  of  an  ordinary  person 
driving  to  and  from  work,  or  the  payment  of 
rent,  or  expenditures  for  the  recreation  or 
education  of  one’s  children  are  not  de¬ 
ductible.  These  privileges  for  deductions 
and  allowances  go  almost  entirely  to  the 
strong,  the  powerful,  and  the  well-to-do,  and 
favor  high  income  groups  and  unearned  in¬ 
come  as  opposed  to  low  income  groups  and 
earned  income. 

The  main  purpose  of  tax  reform  is  to  try  to 
modify  or  to  do  away  with  some  of  these  in¬ 
equities  and  privileges  in  the  tax  laws. 

What  the  investment  credit  does  is  to  say 
that  for  social  purposes  we  should  give  a  spe¬ 


cial  tax  privilege  for  funds  used  to  buy  most 
kinds  of  depreciable  property.  At  least  as 
good  a  case  can  be  made  that  society  would 
be  as  wise  to  allow  deductions  for  money 
spent  for  the  education  of  children,  for  a 
future  pension,  or  for  preventive  medicine 
rather  than  for  capital  investment. 

Every  legislator  is  pressed  almost  daily  by 
some  constituent  or  interest  group  to  vote  for 
a  tax  deduction  for  their  particular  interest. 
Once  we  start  on  this  road  it  is  almost  im¬ 
possible  to  stop.  For  this  reason  alone  it  is 
very  unwise  to  give  a  special  deduction  for 
funds  which  are  spent  in  this  particular  way; 
namely,  for  capital  investment.  It  would  be 
equally  unwise  to  give  deductions  for  most 
of  these  other  proposals. 

If  the  7-percent  tax  credit  is  allowed  on 
machinery  and  equipment,  it  will  be  only  a 
short  time  before  it  will  be  granted  on  plant 
and  buildings,,  and  this  will  amount  to  an¬ 
other  revenue  loss  of  not  far  from  $1.5  bil¬ 
lion.  Indeed,  proposals  to  this  effect  have 
already  been  made.  Residential  construc¬ 
tion  would  not  be  left  behind  for  long  and 
this  would  take  another  $1.5  billion  away 
from  our  revenue.  It  would  also  be  inevita¬ 
ble  that  the  principle  of  H.R.  10  would  find 
its  way  into  enactment,  and  moneys  devoted 
to  purchasing  voluntary  retirement  plans 
would  be  exempted  from  taxation.  So  would 
expenditures  to  educate  children  in  college. 

The  final  result  would  be  that  only  in¬ 
come  spent  for  current  consumption  would 
be  taxed.  This  would  be  a  kind  of  sales  tax 
which  would  be  highly  regressive  in  nature 
and  would  weigh  proportionately  far  more 
heavily  upon  those  with  lower  or  middle  in¬ 
comes  than  upon  those  with  large  resources. 
State  and  local  taxation  is  already  highly 
regressive.  This  is  only  made  bearable  by 
the  fact  that  Federal  taxation  is  progressive 
and  hence  introduces  a  kind  of  rough  pro¬ 
portionality  over  the  range  of  most  incomes. 
To  make  Federal  taxation  also  regressive  or 
less  progressive  would  in  our  opinion  be 
grossly  unjust.  And  yet  that  is  precisely 
the  end  result  toward  which  the  opening  of 
these  loopholes  would  tend.  We  cannot  ac¬ 
quiesce  in  these  tendencies  however  well  in- 
tentioned  they  may  be. 


RETIREMENT  OF  MAJ.  GEN.VTER- 
ENCE  FINNEGAN,  CHIEFS  OF 
CHABLAINS,  U.S.  AIR  FORCE  \ 
Mr/DODD.  Mr.  President,  a  distirV 
gui/fed  citizen  of  Connecticut  and  or 
th/United  States  is  about  to  retire  from 
oie  Air  Force  after  25  years  of  outstand¬ 
ing  service  to  his  country. 

The  Chief  of  Chaplains  of  the  U.S.  Air 
Force,  Maj.  Gen.  Terence  P.  Finnegan, 
will  leave  the  service  on  August  31.  His 
devotion  to  God  and  country  is  in  the 
great  tradition  of  our  Armed  Forces,  a 
tradition  which  goes  back  to  the  founda¬ 
tion  of  the  Republic. 

Monsignor  Finnegan  was  at  Schofield 
Barracks  in  Honolulu  during  the  infa¬ 
mous  Japanese  attack  on  Pearl  Harbor, 
December  7,  1941.  He  worked  without 
sleep  for  the  next  3  days,  succoring  the 
wounded,  comforting  the  dying,  and 
evacuating  civilians  out  of  the  danger 
areas. 

Throughout  the  war,  he  was  in  the 
Pacific  theater,  almost  invariably  in  the 
frontlines;  he  again  served  in  the  Far 
East  during  the  Korean  conflict.  Since 
then,  he  has  traveled  to  almost  every 
Air  Force  installation,  to  establish  with 
the  officers  and  men  a  personal  relation¬ 


ship  that  has  done  much  to  make  the 
chaplains  service  an  integral  and  indis¬ 
pensable  part  of  the  education  of  our, 
young  men  in  the  Air  Force.  / 

The  Air  Force  moral  leadership  pyo- 
gram  initiated  by  Major  General  Finne¬ 
gan  has  recently  been  cited  by  th/Sen- 
ate  Subcommittee  on  Preparedness  as 
being  the  bast  conceived,  planned,  and 
executed  -educational  program  in  the 
armed  services  to  date.  / 

During  his  tenure  of  office,  the  very 
serious  recruitment  pi/Dlems  of  the 
chaplain’s  service  were  largely  overcome. 
Monsignor  Finnegan/established  mini¬ 
mum  educational  standards  for  chap¬ 
lains,  and  almost /doubled  the  strength 
of  the  corps,  so  / hat  the  serious  short¬ 
age  of  priests, /ministers,  and  rabbis  in 
the  Air  Force /was  largely  alleviated. 

He  was  substantially  responsible  for 
the  magnificent  design  of  the  Air  Force 
Academy/chapel,  insisting  that  the  three 
major  faiths  should  worship  under  one 
roof./ 

Even  more  important  than  his  organi¬ 
zational  achievements  are  the  basic  ten¬ 
nis  which  Monsignor  Finnegan  has  im¬ 
pressed  upon  the  men  and  officers  of  the 
U.S.  Air  Force.  To  him,  the  love  of 
country,  of  liberty,  and  of  justice  has 
always  been  inseparable  from  the  love  of 
God;  indeed,  man’s  devotion  to  his  coun¬ 
try  and  to  his  fellow  man  is  directly  de¬ 
rived  from  the  precepts  of  religion.  To 
Father  Finnegan,  there  can  be  no  pa¬ 
triotism,  no  self-sacrifice,  no  freedom 
without  the  conviction  that  man’s  lib¬ 
erty  is  derived  from  a  higher  Being  to 
whom  he  owes  allegiance  and  life  itself, 
and  who  is  the  final  arbiter  of  man’s 
actions. 

Acutely  aware  of  the  danger  which 
Communist  atheism  presents  to  the 
Western  World,  he  told  the  graduating 
class  of  the  Air  Force  Academy,  in  June 
1960: 

It  shall  probably  be  during  your  lifetime 
the  coming  of  a  decision  whether  our  West¬ 
ern  way  of  life,  as  we  have  known  it,  shall 
maintain  itself  and  be  passed  on  to  your 
children’s  children.  The  world  in  its  long 
history  has  seen  great  crises.  The  world  has 
'■been  in  none  greater  than  this  of  our  day. 
Vrhere  still  stands  in  the  balance,  and  it 
remains  yet  to  be  decided,  whether  the 
worm  of  tomorrow  shall  be  the  world  of  god¬ 
less  atheism  or  whether  it  shall  be  to  live 
under  me  principles  of  Christ. 

Perhaps  Monsignor  Finnegan’s  service 
to  his  country  is  best  described  by  the 
citation  accompanying  the  Distinguished 
Service  Medal  about  to  be  awarded  to 
him:  \ 

Chaplain,  Maj.NGen.  Terence  P.  Finne¬ 
gan  distinguished  himself  by  exceptionally 
meritorious  service  ki  the  United  States  in 
a  position  of  great  responsibility  as  chief  of 
Air  Force  chaplains,  IPS.  Air  Force,  from 
August  15,  1958  to  September  1,  1962. 

The  superb  ability,  exen\plary  leadership 
and  selfless  dedication  displayed  by  Chap¬ 
lain  Finnegan  significantly  Vlvanced  the 
moral  and  religious  program  of  the  Air  Force. 

The  singularly  distinctive  accomplish¬ 
ments  of  Chaplain  Finnegan  in  this  impor¬ 
tant  assignment  culminate  a  distinguished 
career  in  the  service  of  his  country,  and  his 
dedicated  contributions  reflect  the  highest 
credit  upon  himself  and  the  U.S.  Air  Fcpce. 
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been  a  surprising  amount  of  confusion, 
even  in  circles  that  should  be  informed, 
on  the  subject  of  the  neutron  bomb. 
This  is  unfoi‘t,unate,  because  our  ability 
to  produce  a  pure  fusion  weapon  and  its 
practical  applic^ion  to  tactical  warfare 
have  critical  significance  for  the  conduct 
of  the  test-ban  negotiations  in  Geneva, 
for  the  future  of  NATSA  and  our  relations 
with  our  allies,  and  Nr  our  entire  na¬ 
tional  security. 

How  widespread  are  the  misunder¬ 
standings  on  the  question  o\the  neutron 
bomb  and  how  deep  they  g\  was  illus¬ 
trated  several  months  ago  in\n  article 
written  by  Mr.  William  Laurence,  Pul¬ 
itzer  Prize  winning  writer,  for  the Satur¬ 
day  Evening  Post. 

I  first  asked  the  Saturday  Eveiiifig 
Post  for  permission  to  reply  to 
Laurence’s  article  in  article  form  an< 
at  the  same  length.  When  the  editors 
of  the  Post  replied  that  this  would  not 
be  possible,  I  attempted  to  deal  with 
the  inaccuracies  contained  in  Mr. 
Laurence’s  article  within  the  framework 
of  a  letter  to  the  editor.  This  letter,  in 
considerably  condensed  form,  was 
printed  in  the  Saturday  Evening  Post’s 
recent  issue. 

Mr.  President,  because  I  consider  this 
question  to  be  of  such  very  great  signif¬ 
icance,  I  ask  unanimous  consent  to  have 
printed  at  this  point  in  the  Record  the 
uncut  version  of  my  letter  to  the  editor 
of  the  Saturday  Evening  Post  concern¬ 
ing  the  feasibility  and  potential  utility 
of  the  neutron  bomb. 

There  being  no  objection,  the  letter 
was  ordered  to  be  printed  in  the  Record, 
as  follows: 

July  6,  1962. 

The  Editor,  the  Saturday  Evening  Post, 
Philadelphia,  Pa. 

Sir:  Mr.  William  Laurence,  In  his  article 
in  your  issue  of  May  5,  questioned  the  scien¬ 
tific  feasibility  of  the  neutron  bomb;  in 
effect,  he  said  that  it  would  have  no  serious 
military  utility  if  It  were  developed;  and  he 
impugned  the  judgment  of  those  who  have 
urged  a  concerted  effort  to  develop  the  neu¬ 
tron  bomb.  Among  these  was  the  late  Thom¬ 
as  E.  Murray,  one  of  the  most  experienced, 
and  distinguished  members  of  the  Atomi 
Energy  Commission,  who,  until  the  day  /he 
died,  had  full  access  to  all  material  relying 
to  nuclear  weapons  development. 

Mr.  Laurence  it  is  clear,  does  noV'under- 
stand  the  co'ncept  of  the  neutron  bomb. 
This  is  revealed  by  his  statementAhat  “it  is 
easier  to  guard  against  this  thermonuclear 
weapon,  the  N-bomb,  than  agamst  the  H-  or 
A-bombs.”  The  comparison/is  meaningless 
because  the  H-bomb  and  ><he  N-bomb  are 
weapons  with  totally  different  applications. 
The  H-bomb  is,  by  its/nature,  a  strategic 
weapon,  a  weapon  of  /nass  destruction  un¬ 
suitable  for  use  in  tbfe  battlefield  because  it 
would  blot  out  the  /ery  countries  we  are  at¬ 
tempting  to  defeira.  The  N-bomb,  in  con¬ 
tradistinction,  lx  conceived  not  as  a  mass 
destruction  wqifpon,  but  as  a  tactical  wea- 
pon  which  cmfid  be  used  with  discrimination 
m  battlefield  situations  and  which,  in  addi- 
provide  an  effective  warhead  for 
missile.  It  would  make  an 
o2fiWea?on  (1>  because  it  pro- 
gnifleant  fallout!  io\  because  it 
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there  would  be  no  effective  defense  against 
it;  (4)  because  it  would  be  comparatively 
cheap  to  produce. 

Mr.  Laurence  quoted  a  number  of  prom¬ 
inent  nuclear  scientists  as  challenging  the 
scientific  feasibility  of  the  neutron  bomb. 
But  there  are  nuclear  scientists  of  at  least 
equal  distinction  who  are  convinced  that 
the  neutron  bomb  can  be  made,  and  that 
we  should  proceed  with  its  development  as 
a  matter  of  highest  priority.  Indeed,  those 
experts  who  are  working  on  the  project  are 
of  the  opinion  that  the  N-bomb  can  be 
perfected  in  highly  sophisticated  form  with¬ 
in  a  reasonable  short  time. 

One  of  the  scientific  authorities  quoted 
by  Mr.  Laurence  was  the  eminent  theoreti¬ 
cal  physicist,  Dr.  Hans  Bethe.  Dr.  Bethe 
belongs  to  the  group  of  scientists  who,  un¬ 
derstandably,  are  horrified  over  the  poten¬ 
tialities  of  the  unceasing  race  in  nuclear 
technology,  and  who  believe  that  somehow, 
this  race  must  be  stopped.  Because  they 
consider  this  to  be  of  transcendent  impor¬ 
tance,  these  scientsists,  I  believe  without 
exception,  all  urged  that  we  take  the  risk 
implicit  in  the  ill-fated  3-year  honor  mora¬ 
torium  on  nuclear  testing.  Speaking  for  this 
ilosopsy  when  the  H-bomb  was  only  a 
cdx^cept,  Dr.  Bethe  once  said  that  the  H- 
bomb  should  not  be  made.  At  a  later, date, 
he  sakl  that,  even  if  the  H-bomb  was  built' 
it  would  not  be  as  effective  as  an  improve 
A-bomb! 

There  fx  another  group  of  scientists  Avho 
are  equaliyghorrified  over  the  potentialities 
of  the  nuclear  weapons  race,  but  whar  accept 
the  hard  political  fact  that  the  K/emlin  is 
out  to  cut  our  tWoats  and  will  neyer  tolerate 
the  minimal  measure  of  inspection  essential 
to  any  agreement  am  nuclear  testing  or  dis¬ 
armament.  The  staW,of  th>6  group  is  that 
we  must  run  as  hardNand  a &  fast  as  we  can 
in  the  nuclear  race  bbcaQse  the  Kremlin’s 
unbroken  record  of  aggre^ion  and  dishonesty 
leaves  us  with  no  alternative. 

It  may  be  hard  for  the  feyman  to  make 
up  his  mind  when/ two  groW>s  of  equally 
distinguished  scientists  take  'diametrically 
opposed  stands 

But,  in  general,  history  demonsfnites  that 
those  scientist  who  have  said  " w<Nr:an  and 
we  must”  have  far  more  frequently  b^n  cor¬ 
rect  than^mose  who  have  said  “we  caVnot” 
or  “we  must  not,”  or  who  have  minimized 
the  importance  of  further  technological  p 
gresspn  the  field  of  nuclear  weaponry. 

Laurence  pursued  his  argument  against' 
scientific  feasibility  of  the  neutron  bomb, 
tying  it  in  with  Project  Sherwood,  which 
s  aimed  at  producing  industrial  power 
through  a  controlled  fusion  process.  He 
quoted  Dr.  Edward  Teller  as  telling  him  that 
he  did  not  expect  this  goal  to  be  acheived 
before  the  end  of  the  century.  “Nor,  for 
that  matter,”  continued  Mr.  Laurence,  “does 
anyone  know  whether  such  fusion  without 
fision  ever  will  be  possible.” 

When  I  read  this  passage  to  Dr.  Teller  over 
the  telephone,  Dr.  Teller  replied  as  follows: 
“Because  of  the  rigid  classification  imposed 
on  the  entire  question  of  the  neutron  bomb, 

I  have  never  offered  any  public  opinion, 
either  pro  or  con,  on  its  feasibility  or  on  the 
advisability  of  pursuing  the  project.  *  *  *  The 
comments  I  have  made  at  various  times  on 
Project  Sherwood  have  absolutely  no  bearing 
on  the  neutron  bomb  for  the  simple  reason 
that  the  two  projects  are  unrelated.  As  for 
Mr.  Laurence’s  statement  that  no  one  actu¬ 
ally  knows  whether  fusion  without  fission 
will  ever  be  possible,  I  would  point  out  that 
in  a  paper  published  in  December  1958  the 
Soviet  physicist,  L.  A.  Artsimovich,  strongly 
implied  that  the  Soviets,  as  early  as  1952,  had 
been  able  to  produce  a  neutron-emitting 
thermonuclear  reaction,  using  a  high-ex- 
plosive  trigger.” 

In  questioning  the  military  utility  of  the 
neutron  bomb,  Mr.  Laurence  is  pitting  him¬ 


self  against  the  considered  judgment  of  the 
Joint  Chiefs  of  Staff,  who  have  caref 
weighed  the  military  application  of  the  ni 
tron  bomb  and  are  of  the  opinion  that  it 
would  be  an  extremely  effective  weapon/con¬ 
siderably  more  effective,  in  fact,  thjto  any 
tactical  weapon  developed  to  date. 

As  matters  now  stand,  we  propose,  in  any 
limited  warfare  situation,  to  limit  ourselves 
to  conventional  weapons,  at  lea/t  in  the  ini¬ 
tial  stages.  But  suppose  theyKremlin  dem¬ 
onstrates  its  possession  of  th€  neutron  bomb 
and  employs  it  for  tactical  purposes  in  the 
first  stage  of  a  military  encounter  at  Berlin 
or  some  other  point.  We  would  then  be  con¬ 
fronted  with  the  terrible  choice  between  sur¬ 
render  or  escalation/to  the  all-out  thermo¬ 
nuclear  war  which/we  are  seeking  to  avoid. 

The  development  of  the  neutron  bomb 
would  make  war  less  likely  by  increasing  our 
defensive  capabilities.  And,  if  a  limited  war¬ 
fare  situation  should  erupt,  the  possession 
of  this  potent  but  discriminating  and  cred¬ 
ible  tacti/al  weapon,  would  enable  the  ad¬ 
ministration  to  prevent  or  at  least  minimize 
the  n/ssibility  of  escalation  into  general 
thermonuclear  war. 

Thomas  J.  Dodd, 

U.S.  Senator. 


CHAOS  IN  THE  CONGO 

Mr.  DODD.  Mr.  President,  as  the 
Senate  is  aware,  I  have  repeatedly  urged 
that  we  abandon  the  futile  policy  of 
force  in  our  dealings  with  Katanga  and 
that  we  seek,  instead,  to  find  a  solution 
for  the  differences  between  the  Adoula 
government  and  the  Tshombe  govern¬ 
ment  through  the  traditional  devices 
and  processes  of  conciliation. 

There  are  some  who  attempt  to  justify 
the  policy  of  force  which  has  thus  far 
produced  nothing  but  chaos  in  the  Con¬ 
go  by  arguing  that  Mr.  Tshombe  cannot 
be  trusted  to  keep  his  word,  that  he  has 
a  project  like  \|ie  n  bomb.  -  repeatedly  violated  agreements  into 

which  he  has  entered.  This  canard  has 
been  so  assiduously  fostered  by  the 
United  Nations  and,  I  regret  to  say,  by 
certain  members  of  our  Department  of 
State,  that  it  has  come  to  enjoy  a  meas¬ 
ure  of  acceptance  even  by  responsible - 
and  fairminded  editors. 

In  an  editorial  in  the  New  York  Her¬ 
ald  Tribune  yesterday  morning  we  were 
agam  told — for  the  thousandth  time — 
that\l  quote,  “the  trouble  is  that  Mr. 
Tshombe  always  agrees  to  proposals  but 
that’s  as  far  as  he  ever  goes.  A  few 
weeks  pass  and  then  one  sees  again  that 
no  progress,  whatever  has  been  made  to¬ 
ward  a  unified  Congo.” 

I  think  it  important  to  set  the  record 
straight,  Mr.  President,  because  if  con¬ 
ciliation  is  to  work,  it  is  important  to 
know  in  advance 'whether  or  not  the 
parties  to  be  concili^ed  have  records  of 
good  faith. 

The  most  effective  answer  to  the  Her¬ 
ald  Tribune  editorial  and  to  the  per¬ 
sistent  canards  concerning  Tshombe’s 
bad  faith  was,  in  my  opinion,  given  by 
the  distinguished  columnist  Arthur 
Krock,  on  the  editorial  page  of\he  New 
York  Times  yesterday.  I  believe  that 
Mr.  Krock’s  column  should  be  re^d  in 
juxtaposition  to  the  Herald  Tribune\di- 
torial,  because  such  a  reading  will  make 
it  apparent  how  much  misrepresentation 
there  has  been  on  the  question  of  the' 
Congo.  ' 
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Montgomery,  Ala.,  August  24,  1962. 
Hon.  Rs&lph  Yarborough, 

New  Senate  Office  Building, 

Washinghm,  D.C.: 

S.  349  onn  of  the  most  important  efforts 
yet  for  veterans  education  and  training. 
Please  give  it\your  utmost  support. 

M.  O.  Hulsey, 

State  Supervisor ,  Trade  and  Indus¬ 
trial  Edzicattqn. 


Mr.  President, 
argument  made  bj 
Senator  from  South 


believe  that  the 
kthe  distinguished 
rrolina  is  utterly 


without  logical  grounds.  This  bill  would 
be  a  great  aid  in  the  fight  against  com¬ 
munism.  These  people  are  not  demand¬ 
ing  something.  The  country  has  de¬ 
manded  something  of  them.  It  has 
reached  out  and  pulled  them  out  of  their 
normal  life,  and,  so  far  as  most  of  them 
are  concerned,  has  wrecked  their  eco¬ 
nomic  opportunity  unless  they  get  this 
retraining  opportunity.  I  have  not  heard 
one  argument  made  against  the  bill  that 
is  logical  or  sound. 


Mr.  President,  I  ask  unanimous  coti- 
sent  to  have  printed  in  the  Recor/  a 
table  which  appears  on  pages  28  aura  29 
of  the  committee  report  on  S.  349/  The 
table  is  entitled  “Probable  Participation 
and  Total  Amounts  of  Educational  Al¬ 
lowances  by  State  Under  Readjustment 
Training  Program  Proposed/oy  the  Vet¬ 
erans  Readjustment  Assistance  Act  of 
1961  (S.  349).” 

There  being  no  objection,  the  table 
was  ordered  to  be  prigited  in  the  Record, 
as  follows: 


Probable  participation  and 


rial  amounts  of  educational  allowances  by  State  under  readjustment  training  program  Proposed  by  the  Veterans’ 
Readjustment  Assistance  Act  of  1961  (S.  3j9)  r 


State  \ 

Veteran  population 

Experience,  World  War  H 
and  Korean  programs 

Veteran  populatym,  post- 
Korean  induction  period  3 

Participation 
ances  for 
veterans 
only) 

and  allow- 
post-Korean 
(1st  5  years 

World  War 
Hi 

\  (A) 

Korean  con¬ 
flict,  June 
30,  1960  2 

(B) 

World  War 
n  veterans 
trained 
(Public  Law 
346) 

(C) 

Korean  vet¬ 
erans  trained 
(Public  Law 
550)  through 
June  30, 1960 

CD) 

In  civil  life 
June  30, 
I960  4 

/  (E) 

Total 
expected 
through 
fiscal  year 
1973  3 

(F) 

Veterans 
expected 
to  train  s 

(G) 

Amounts  of 
educational 
allowances  1 

(H) 

Total . . . 

1X432, 000 

5, 482, 000 

7,800, 000 

2, 334, 000/ 

1,  380, 000 

4, 440, 000 

1, 413, 000 

Alabama . 

2X3, 000 

113, 000 

171, 000 

6o,pdb 

22,000 

71, 000 

28, 000 

49,  200, 000 

Alaska . . . 

sXooo 

4,000 

6, 000 

1/500 

2,000 

5,000 

1,500 

2,  100, 000 

Arizona . . . . . 

74, 0Q0 

37, 000 

39, 000 

16,000 

10,  000 

31, 000 

10, 000 

13,  900,  000 

Arkansas _ ... 

156, 000 

53,000 

103, 000 

/23, 000 

14,000 

45,000 

15,000 

24, 600, 000 

California  _ _ _ _ _ _ _ _ 

1, 187,  000\ 

465, 000 

581, 000 

/233, 000 

105, 000 

338,  000 

127,  000 

168,  800, 000 

Colorado . . . . . . .  . 

147,  000 

\  51, 000 

87, 000 

/  28, 000 

14,  000 

45,  000 

18,  000 

29,  200,  000 

Connecticut _ 

224,  000 

\  79, 000 

88,  000 

/  29, 000 

20, 000 

66,  000 

18, 000 

20,  900, 000 

Delaware . . . 

34,  000 

\  12, 000 

14, 000 

/  4, 000 

3, 000 

10,  000 

2, 000 

1,  900, 000 

District  of  Columbia _ _ _ _ _ 

107, 000 

\  28,000 

99, 000 y 

31,000 

7,000 

22, 000 

18,  000 

29, 100, 000 

Florida . . . 

289,  000 

\44,  000 

171,  00/ 

66, 000 

30, 000 

98, 000 

33,  000 

45,  700,  000 

Georeia . . . 

290,  000 

145, 000 

191,  000 

64,  000 

29,000 

92, 000 

38,  000 

60,  400, 000 

Hawaii . . . . . . 

39,000 

2AOOO 

17/000 

7,000 

6, 000 

20,000 

5, 000 

7, 100, 000 

Idaho . . . . . . . 

57,  000 

2lX00 

3/000 

8,000 

6, 000 

20, 000 

6,  000 

9,  700,  000 

Illinois _ _ _ _ _ _ 

935,  000 

273,000 

443,  000 

120, 000 

75, 000 

241, 000 

79,  000 

97,  800,  000 

Indiana..  _  - - - - 

400, 000 

139,  00(X 

/161,  000 

48,000 

36, 000 

115, 000 

30, 000 

41,  500,  000 

Iowa _ 

228,000 

89,000 

\  /  111,000 

33,000 

23,000 

73,000 

20,000 

36, 000, 000 

Kansas . . 

188,  000 

67, 000 

V  8g. 000 

23,  000 

14, 000 

47, 000 

12,  000 

16,  800,  000 

Kentucky . . . . . . 

245, 000 

103, 000 

/\  114,000 

34,  000 

24, 000 

78,  000 

19, 000 

27,  600,  000 

Louisiana . . . . . . . 

238, 000 

86,  000  . 

/  \  155, 000 

45,000 

25, 000 

79,  000 

31,000 

55, 100,  000 

Maine _  .  .  .  „ 

82,  000 

36,  00(/ 

\39,  000 

8,  000 

11,000 

35,  000 

6,000 

8,  600,  000 

Maryland . . . . . 

242,000 

88,000 

122,  000 

29,000 

22,  000 

70,  000 

17,000 

24,  000, 000 

M  assachusetts. . . . . . 

522,  000 

168/00 

24k  000 

74,000 

39,  000 

127,  000 

42,000 

50,  400,  000 

Michigan . . . 

681,  000 

22/OOO 

275/000 

79,  000 

63,  000 

204,  000 

53,  000 

70, 100,  000 

Minnesota . . . . 

299,  000 

105,  000 

143,  000 

50, 000 

30,  000 

95,  000 

34,  000 

48, 800,  000 

Mississippi . 

165,  000 

/59,  000 

119,  OOO. 

28,000 

14,  000 

45,  000 

16,  000 

29,  200,  000 

Missouri . . . . . . . . . . 

387,  000 

/  144,  000 

228,  000  ' 

,  62,000 

34, 000 

110,  000 

f  35, 000 

50,  700,  000 

Montana _ _ _ _ _  _ _ _ 

57, 000 

/  21, 000 

29,  000 

\  8, 000 

5,000 

15,  000 

4,000 

6, 100,  000 

Nebraska . .  ......  ......  ...  _  .. 

122,  000 

/  50,000 

60,  000 

\  23,000 

14,  000 

44,  000 

15, 000 

24, 800, 000 

Nevada . . .  . . . 

17,  000 

/  8, 000 

8,000 

\  2, 000 

3,000 

9,000 

1,700 

2,  000, 000 

New  Hampshire . . — . — . 

57,  000/ 

24,000 

23,000 

\  6,000 

5,000 

15,000 

3,000 

4, 300, 000 

New  Jersey— _ _ _ _ _ — . . . . 

559,000 

178, 000 

210,  000 

\4, 000 

43,000 

138, 000 

31,000 

31,  400, 000 

New  Mexico  . . . . 

71,000 

24,  000 

37,000 

liooo 

7,  000 

22,000 

9,000 

12,  800, 000 

New  York .  _  . . . . . . 

1, 608/000 

464, 000 

790, 000 

202)000 

120,  000 

386, 000 

126, 000 

135, 600, 000 

North  Carolina _ _ _ _ _ ... 

344,000 

140,  000 

198, 000 

61,000 

33, 000 

107,  000 

35,000 

52, 100,  000 

North  Dakota . 

/46.000 

23,000 

23,  000 

13, 000. 

7,  000 

22, 000 

9,000 

15,  400, 000 

Ohio . . . . . . . .  . . 

/ 855, 000 

271,000 

383, 000 

94,  000' 

,  70, 000 

226, 000 

59,000 

66, 600, 000 

Oklahoma-  ...  . . . .  . 

/  221,000 

83,000 

135, 000 

40,000 

\  20, 000 

64,000 

24,000 

40,  100, 000 

Oregon - - - -  - 

/  168, 000 

54,  000 

77, 000 

21,000 

\  16, 000 

51,000 

15,000 

19,  700,  000 

Pennsylvania _  _ _ _ 

/  1, 179, 000 

373,  000 

588,  000 

142,000 

\  90,000 

310,000 

88,000 

112,600,000 

Rhode  Island _  _ _ _ ./ 

96,  000 

28,  000 

33,  000 

12,000 

\  6,000 

20,  000 

6,000 

8,  900, 000 

South  Carolina ... _ _ _ _ _  _ _ ./. 

164,  000 

72,000 

102,000 

31,  000 

\18, 000 

58,000 

19,  000 

33,  400, 000 

South  Dakota.  _ _ _  _ V.. 

59,000 

24,000 

26,000 

12,000 

\ooo 

16,  000 

6,000 

11,  400, 000 

Tennessee- . . . . /  . 

298,  000 

113,  000 

203,  000 

51,  000 

28)000 

91,000 

31,  000 

46, 100,  000 

Texas _ ...  ...  . . _ 

782,  000 

271,  000 

453,  000 

136,  000 

69,  000 

222,  000 

83,000 

124,  000,  000 

74, 000 

30, 000 

46,  000 

21,  000 

7,01m 

21,000 

11,000 

17,  900,  000 

Vermont .  . . . .  . .  .  _  . 

32,  000 

15,000 

16,  000 

4,000 

3, 000' 

,  10, 000 

2,000 

2,  700,  000 

Virginia _  _  _ ./ _ 

301,  000 

127,  000 

116,  000 

34,  000 

28,  000 

\  90, 000 

18,  000 

25,  500,  000 

Washington  ..  _ _ _ _ /.. . 

233,  000 

86,  000 

111,000 

36,000 

24,  000 

\  78, 000 

25, 000 

36, 300,  000 

West  Virginia . . ./ . . 

194,000 

79, 000 

74,000 

22,000 

22, 000 

\  71,000 

15, 000 

20,400,000 

Wisconsin . . . . . /. . 

313, 000 

121,000 

132, 000 

42,000 

32, 000 

\t03,000 

27, 000 

40,  600, 000 

Wyoming  . . . . .../ . . 

28,000 

10, 000 

14, 000 

3,  500 

2,000 

\7, 000 

1,800 

2,  800, 000 

Outside  United  States,  total . . 

76, 000 

63, 000 

63,000 

48, 000 

19, 000 

6SJ000 

35,000 

79,400,000 

1  As  of  Dec.  31, 1953,  which  appro/mates  peak  number  of  World  War  II  veterans  in 

civil  life.  / 

2  Includes  approximately  962, OoO  veterans  who  also  served  during  World  War  II. 

3  Veterans  of  service  period  Feb.  1,  1955,  through  June  30,  1963. 

4  Estimate  of  post-Korean  veterans  In  civil  life  on  June  30,  1960,  based  on  1  percent 
sample  of  separations  from  Aimed  Forces;  does  not  provide  for  migration  subsequent  to 
separation.  Data  rounded/o  nearest  thousand. 

3  Excludes  several  hundred  thousand  career  military  personnel  who  served  during 

Mr.  YARBORbUGH.  Mr.  President, 

I  yield  the  flo/r  at  this  time  to  the  dis¬ 
tinguished  majority  leader. 


the  post-Korean  induction  period  and  who  are  expend  to  remain  continuously  in 
military  service  until  after  the  end  of  fiscal  year  1973.  \  .  , 

6  State  distribution  of  trainees  expected  in  1st  5  years  is  based  on  State  distribution  of 
post-Korean  veterans  and  State  participation  rates  applicable  to  Korean  veterans. 

2  State  distribution  of  estimated  education  and  training  allowance  is  based  on  State 
distribution  of  trainees  expected  in  1st  5  years  and  cost  facto^;  applicable  to  trainees 
under  the  Korean  readjustment  training  program. 


REVENUE  ACT  OP  1962 
Mr.  MANSFIELD.  Mr.  President,  I 
wish  to  compliment  and  commend  the 


distinguished  Senator  from  Texas  for 
the  vigorous  and  courageous  leadership 
he  has  shown  in  behalf  of  the  postwar  GI 
bill  of  rights.  He  has  fought  hard  for 
the  bill  down  through  the  years,  and 
he  was  successful  in  getting  it  through 
the  Senate  in  a  previous  Congress. 

However,  in  view  of  the  situation 


which  has  developed,  I  should  like  at 
this  time  to  lay  the  pending  bill  aside 
so  that  I  may  discuss  it  once  again  with 
the  policy  committee  when  it  next  meets, 
and  also  with  the  distinguished  minority 
leader,  the  Senator  from  Illinois,  to  see 
if  we  might  possibly  arrive  at  an  agree- 
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ment  to  limit  debate  on  the  bill  at  a 
future  date. 

I  therefore  move  that  the  Senate 
proceed  to  the  consideration  of  Calendar 
No.  1843,  and  that  it  be  made  the  pend¬ 
ing  business. 

Mr.  JAVITS  and  Mr.  MILLER  ad¬ 
dressed  the  Chair. 

Mr.  MANSFIELD.  I  yield  to  the  Sen¬ 
ator  from  New  York. 

Mr.  JAVITS.  A  parliamentary  in¬ 
quiry. 

The  PRESIDING  OFFICER.  The 
Senator  will  state  it. 

Mr.  JAVITS.  May  this  be  done  with¬ 
out  a  vote? 

Mr.  MANSFIELD.  It  can.  It  can  be 
done  by  unanimous  consent. 

The  PRESIDING  OFFICER.  It  may 
be  done  by  unanimous  consent. 

Mr.  MANSFIELD.  I  ask  unanimous 
consent  that  the  pending  bill  be  laid 
aside  and  that  the  Senate  proceed  to  the 
consideration  of  Calendar  No.  1843. 

The  PRESIDING  OFFICER.  The 
clerk  will  state  the  bill  by  title  for  the 
information  of  the  Senate. 

The  Chief  Clerk.  A  bill  (H.R.  10650) 
to  amend  the  Internal  Revenue  Code 
of  1954  to  provide  a  credit  for  invest¬ 
ment  in  certain  depreciable  property,  to 
eliminate  certain  defects  and  inequities, 
and  for  other  purposes. 

The  PRESIDING  OFFICER.  Is  there 
objection  to  the  present  consideration 
of  the  bill? 

Mr.  JAVITS.  Has  the  pending  bill 
been  laid  aside? 

The  PRESIDING  OFFICER.  A  unan¬ 
imous-consent  request  is  pending  that 
the  Senate  proceed  to  the  consideration 
of  the  tax  bill. 

Mr.  COOPER.  Reserving  the  right  to 
object,  may  I  ask  the  distinguished  ma¬ 
jority  leader  whether  he  intends  to 
bring  up  the  veterans  bill  again  this  af¬ 
ternoon? 


Mr.  MANSFIELD.  Not  this  afternoon. 
I  intend  to  discuss  it  further  with  the 
policy  committee  and  also  wish  to  con¬ 
fer  with  the  minority  leader  to  see  if  it 
is  possible  to  reach  an  arrangement  un¬ 
der  which  the  bill  could  be  brought  up 
later,  under  a  limitation  of  debate. 

Mr.  COOPER.  Not  this  week? 

Mr.  MANSFIELD.  Not  this  week. 
There  is  nothing  tricky  about  the  request 
to  lay  the  bill  aside. 

Mr.  JAVITS.  We  do  not  mean  to  im¬ 
ply  that  there  ever  is  anything  tricky 
on  the  part  of  the  majority  leader.  Does 
that  include  Monday  as  well? 

Mr.  MANSFIELD.  It  includes  all  of 
next  week,  as  well. 


Mr.  COOPER.  I  am  sure  the  majority 
leader  knows  that  we  do  not  mean  to  im¬ 
ply  that  there  is  anything  tricky. 


Mr.  MANSFIELD.  I  am  certain  aboui 
that.  I  thought  there  might  be  a  ques¬ 
tion  about  the  request  on  that  point 
“Tricky”  was  the  wrong  word.  No  sub¬ 
terfuge  is  involved. 

Mr.  JAVITS.  I  voted  for  the  bill  wher 
it  was  before  the  Senate  previously.  I 
was  unfortunate  that  it  was  brought  uj 
fOTtesn^denly’  without  an  opportunitj 
even  thoLnrT  Preparation'  1  say  thal 

ta“v?°oSheK  °ne  th°“  Who  " 


Mr.  MANSFIELD.  I  have  been  wait¬ 
ing  for  that  allegation  or  charge  to  be 
made. 

Mr.  JAVITS.  I  make  no  charge. 

Mr.  MANSFIELD.  The  fact  that  it 
came  on  so  suddenly — and  it  did  come  on 
suddenly — is  due  to  the  fact  that  when 
bills  are  reported  out  of  committees,  they 
are  taken  up  by  the  Policy  Committee. 
The  Policy  Committee  then  gives  the 
leader  authority  at  his  “discretion”  to 
bring  up  a  bill.  What  is  done  in  effect, 
is  that  the  question  of  scheduling  is 
passed  from  the  appropriate  committee 
to  the  policy  committee  to  a  single  in¬ 
dividual.  He  looks  at  the  calendar  and 
wonders  what  he  can  bring  up.  He  finds 
that  half  the  bills  are  being  objected  to 
by  Democrats  and  the  other  half  by  Re¬ 
publicans,  and  sometimes  by  both. 

So  he  searches  for  something  that 
he  can  bring  up,  first  determining 
whether  there  is  a  Senator  in  the  city 
who  is  either  for  or  against  it.  Then  the 
bill  is  called  up.  He  is  then  told  that 
the  bill  has  been  called  up  suddenly. 
Of  course  it  has.  However,  what  can 
he  do  under  these  circumstances? 

There  was  more  difficulty  attached  to 
this  bill  than  I  thought  there  would  be 
when  I  called  it  up.  I  am  glad  the  Sen¬ 
ator  from  Texas  has  had  an  opportunity 
once  again  to  show  his  deep  interest  and 
initiative  in  connection  with  this  bill. 

Mr.  JAVITS.  Mr.  President,  will  the 
Senator  yield? 

Mr.  MANSFIELD.  I  yield. 

Mr.  JAVITS.  I  wish  to  compliment 
the  Senator  from  Montana. 

Mr.  MANSFIELD.  The  Senator  al¬ 
ways  does  that.  I  appreciate  it. 

Mr.  JAVITS.  I  commend  him  and 
compliment  him  for  his  traditional  fair¬ 
ness.  The  Senator  has  displayed  again 
what  is  in  his  character,  and  I  thank 
him  for  it. 

Mr.  PROUTY.  Mr.  President,  I 
should  like  to  point  out  that  the  sub¬ 
stitute  I  intend  to  offer  for  the  Cooper 
amendment  is  not  ready.  I  am  deeply 
concerned  about  the  lack  of  progress 
which  has  been  made  with  the  higher 
education  bill.  It  was  my  purpose  to  in¬ 
corporate  my  substitute  for  peacetime 
veterans’  benefits  in  the  general  higher 
education  bill,  which  we  all  know  is  at 
present  stymied  in  conference.  I  am 
very  much  in  favor  of  this  legislation 
and  I  hope  it  will  be  enacted.  I  believe 
also  that  the  peacetime  veterans  should 
be  given  a  preference  over  nonveterans 
where  student  assistance  is  concerned. 
I  regret  that  I  did  not  have  an  opportu¬ 
nity  to  offer  my  amendment  today  but  I 
understand  the  circumstances,  and  I 
applaud  the  majority  leader  for  deferring 
action  in  view  of  those  circumstances. 

Mr.  MANSFIELD.  This  is  one  of  the 
consequences  of  taking  bills  up  suddenly. 
I  am  sure  the  Senator  understand  my 
problem,  just  as  I  am  sure  I  understand 
why  he  has  not  had  an  opportunity  to 
propose  his  amendment. 

Mr.  YARBOROUGH.  Mr.  President, 
will  the  distinguished  majority  leader 
yield? 

Mr.  MANSFIELD.  I  yield. 

Mr.  YARBOROUGH.  First,  I  thank 
the  majority  leader  for  the  privilege  of 


having  made  a  start  on  the  considera¬ 
tion  of  the  bill.  The  majority  leader 
told  me  he  was  hopeful  that  amend¬ 
ments  could  be  disposed  of  rapidly  and 
that  there  would  be  an  opportunity  to 
finish  the  consideration  of  the  bill  today, 
before  other  pressing  measures  got  in 
the  way. 

I  ask  the  majority  leader  if  it  is  not 
probable  that  the  Senate  will  return  to 
the  consideration  of  the  bill  at  this  ses¬ 
sion.  I  understand  that  a  Senator  on 
our  side  of  the  aisle  has  an  amendment, 
in  addition  to  the  one  which  the  dis¬ 
tinguished  Senator  from  Vermont  [Mr. 
Prouty]  says  he  intends  to  offer.  Will 
it  be  possible  for  the  Senate  to  return 
to  the  consideration  of  the  bill  later,  in 
the  hope  that  there  will  be  time  in  a 
busy  schedule  to  complete  action  on  the 
bill? 

Mr.  MANSFIELD.  That  is  my  hope. 

Mr.  President  has  my  request  been 
agreed  to? 

The  PRESIDING  OFFICER.  Is  there 
objection  to  the  request  of  the  Senator 
from  Montana  that  the  Senate  proceed 
to  the  consideration  of  House  bill  10650? 

There  being  no  objection,  the  Senate 
proceeded  to  consider  the  bill,  which 
had  been  reported  from  the  Committee 
on  Finance  with  amendments. 

Mr.  MANSFIELD.  Mr.  President, 
what  is  thS  pending  business? 

The  PRESIDING  OFFICER.  Calen¬ 
dar  No.  1843,  H.R.  10650. 


WHY  PICK  ON  KATANGA — EDITORI¬ 
AL  IN  THE  DALLAS  MORNING 
NEWS 

Ma  THURMOND.  Mr.  President,  the 
Dallas,  Morning  News  of  Dallas,  Tex.,  has 
published  in  its  editorial  columns  of  Au¬ 
gust  22$,  1962,  some  eloquent  editorial 
comments  which  present  a  brief  but 
powerful  \defense  of  Katanga  against 
United  NaMons  and  United  States  deter¬ 
mination  to,  force  Katanga  into  a  coali¬ 
tion  government  with  the  Central  Con¬ 
golese  Government.  The  arguments  in 
this  editorial  \  are  so  persuasive,  Mr. 
President  and  naake  so  much  practical 
commonsense  that  I  fail  to  understand 
how  anyone  in  ouV  Government  can  sup¬ 
port  a  policy  against  self  determination 
for  the  people  of  Katanga. 

The  editorial  is  Entitled  “Why  Pick 
On  Katanga?”  I  iteel  that  it  is  im¬ 
portant  enough  to  be  read  at  this  time  to 
the  membership  of  this  Senate.  I  also 
respectfully  remind  Senators  of  the  able 
and  well  documented  address  presented 
on  the  Senate  floor  on  August  3,  1962  by 
the  distinguished  Senator  irom  Connec¬ 
ticut  [Mr.  Dodd],  I  commend  to  the 
Senate,  to  the  House,  anol  to  every 
American,  Senator  Dodd's  lengthy  and 
scholarly  address  on  August  3\ and  also 
the  impressive  editorial  published  in  the 
Dallas  Morning  News.  \ 

The  editorial  reads  as  follows:  \ 

Why  Pick  on  Katanga?  \ 
Acting  U.N.  Secretary  General  U  Thant’s 
latest  demand  for  a  unified  Congo  is  nothing 
short  of  an  ultimatum  which  gives  Katadga 
President  Moise  Tshombe  the  alternativeVf 
accepting  the  United  Nations  terms  or  facing 
extinction.  U  Thant  in  effect  has  threatened 
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lr.  TALMADGE.  Mr.  President,  will 
th^  Senator  from  Virginia  yield? 

le  PRESIDING  OFFICER  (Mr. 
MEiteALF  in  the  chair) .  Does  the  Sen¬ 
ator  vfr°m  Virginia  yield  to  the  Senator 
frompeorgia? 

Mr.utOBERTSON.  I  yield. 

Mr.  VTALMADGE.  The  distinguished 
Senator  from  Virginia  has  had  an  il¬ 
lustrious  and  honorable  career  in  many 
fields  on  endeavor.  He  has  served  his 
country  m  uniform,  in  time  of  war.  He 
has  served  his  great  State  of  Virginia, 
the  mother  State  of  our  country,  in  the 
legislative  branch,  in  the  judicial  branch, 
and  also  inYthe  executive  branch  of  the 
Government^  He  has  served  honorably 
and  long  in\he  Congress  of  the  United 
States,  both  iri  the  House  of  Representa¬ 
tives  and  in  the  Senate.  But  I  do  not 
believe  the  distinguished  Senator  from 
Virginia  has  ever  rendered  during  his 
long  career,  a  more  outstanding  service 
than  the  one  haa  rendered  today  on  the 
floor  of  the  Senaoe.  I  have  never  heard 
a  more  scholarly,  logical,  irrefutable,  elo¬ 
quent  legal  argument  in  all  my  life.  He 
has  gone  into  the  history  and  the  origin 
of  the  first  amendment  to  the  Constitu¬ 
tion  of  the  United  States.  He  has  quoted 
from  those  who  framed  that  amendment. 
He  has  quoted  from  ohe  debates  in  the 
House  of  Representatives  and  in  the  Sen¬ 
ate  of  the  United  States  as  to  its  mean¬ 
ing.  He  has  traced  the\decisions  of  the 
U.S.  Supreme  Court  in  construing  that 
document.  He  has  quoted  from  Mr. 
Justice  Story  and  from  Juffige  Cooley,  the 
writers  of  the  greatest  commentaries,  in 
all  the  history  of  our  country,  on  the 
meaning  and  the  significance  of  that 
document. 

He  has  laid  threadbare  tlA  argument 
that  government  cannot  participate  in 
religion.  He  has  clearly  demonstrated 
that  government  cannot  exisn  without 
religion. 

Mr.  President,  I  compliment  the  dis 
tinguished  Senator  from  Virginia\on  the 
outstanding  and  eloquent  job  lie  has 
done  today. 

Mr.  ROBERTSON.  I  thank  the  Sen¬ 
ator.  During  my  30  years  of  service  in 
the  Congress  I  have  discussed  man j\  is¬ 
sues,  but  none  of  such  transcendent 
portanee  to  the  future  of  our  Nation  \as 
the  one  I  have  attempted  to  discuss  t\- 
day.  I  only  wish  that,  like  Isaiah  of  ol< 
my  lips,  in  presenting  this  speech,  coul 
have  been  touched  by  a  burning  coal' 
from  the  altar. 


REVENUE  ACT  OF  1962 

Mr.  CURTIS.  Mr.  President,  what¬ 
ever  feeling  I  may  have  about  the  pro¬ 
visions  of  H.R.  10650,  I  believe  that  sec¬ 
tion  12  of  the  bill,  relating  to  con¬ 
trolled  foreign  corporations,  creates  a 
dangerous  precedent  and  upsets  many 
constitutional  safeguards.  For  the  first 
time,  this  bill  taxes  an  American  cor¬ 
porate  shareholder  on  his  share  of  the 
undistributed  profits  of  a  foreign  sub¬ 
sidiary  even  though  such  shareholder 
has  not  received  such  profits  and  may 
never  receive  them  because  of  the  vicis¬ 
situdes  of  business  risks.  If  such  a  pro¬ 
vision  is  enacted,  it  will  upset  the  con¬ 
stitutional  rule  which  has  been  in  effect 
at  least  ever  since  the  first  income  tax 


was  enacted  following  the  adoption  of 
the  16th  amendment  in  1913.  This  at¬ 
tempt  to  disregard  the  corporate  entity 
and  tax  the  income  to  the  shareholder 
of  a  corporation  before  such  income  is 
distributed  to  the  shareholder  in  the 
form  of  dividends  strikes  a  dangerous 
blow  at  every  domestic  corporation  doing 
business  in  the  United  States.  The 
Secretary  of  the  Treasury  stated  on  page 
322  of  Vol.  1  of  the  House  Hearings: 

As  far  as  tax  law  is  concerned,  I  do  not 
think  there  is  anything  in  this  proposal 
that  we  cannot  do  equally  with  domestic 
corporations. 

In  his  appearance  before  the  Senate 
Finance  Committee  the  Secretary  said: 

We  apply  the  same  procedures  as  have 
been  applied  for  many  years  to  foreign 
personal  holding  companies.”  The  Sec¬ 
retary  is  apparently  confusing  the  situ¬ 
ation  which  prevails  in  the  case  of  for¬ 
eign  personal  holding  companies  with 
the  situation  which  exists  in  the  case 
of  an  ordinary  business  corporation. 
When  the  foreign  personal  holding  com¬ 
pany  provision  was  adopted  pursuant  to 
a  report  by  the  Joint  Committee  on  Tax 
Evasion  and  Avoidance  in  1937,  the  Com¬ 
mittee  made  the  following  statement: 

The  proposal  recommends  a  method  of 
taxation  which  Is  a  departure  from  any 
previously  used  with  respect  to  corporate 
income.  The  committee  feels,  however,  that 
this  innovation  is  necessary  to  protect  the 
revenue  and  prevent  further  use  of  one  of 
the  most  glaring  loopholes  now  existing. 
The  proposal  would  affect  only  foreign  cor¬ 
porations  which  are  owned  50  percent  or 
more  by  five  American  citizens  or  residents, 
including  members  of  their  families,  and 
which  have  the  same  type  of  investment  in¬ 
come  which  make  a  domestic  corporation 
subject  to  tax  as  a  personal  holding  com¬ 
pany.  Real  foreign  operating  companies  or 
widely  held  holding  companies  are  not 
included. 

The  report  continues: 

There  appears  to  be  no  justification  for 
the  continued  existence  of  foreign  personal 
holding  companies  *  *  *.  It  is  believed  as 
a  matter  of  fiscal  policy  that  the  dissolution 
of  such  companies  should  be  effected  as 
promptly  as  possible  *  *  *.  (H.  Doc.  No. 

337,  p.  21). 

In  short,  the  purpose  of  this  1937  legis¬ 
lation  was  to  impose  such  an  onerous  and 
punitive  regime  on  the  prescribed  U.S. 
individual  shareholders  in  foreign 
personal  holding  companies  that  they 
would  forthwith  liquidate  such  existing 
companies  and  would  be  discouraged 
from  creating  any  such  companies  in  the 
future. 

The  fact  that  the  Treasury  describes 
the  new  proposal  as  being  similar  to  the 
1937  measure  raises  the  question  whether 
it  now  seeks  to  force  the  liquidation  of 
all  of  the  foreign  subsidiaries  including 
real  foreign  operating  companies  that 
might  fall  under  the  proposed  enact¬ 
ment,  and  prevent  future  recourse  to 
foreign  corporations  to  conduct  business 
abroad. 

In  other  words,  by  imputing  tax  avoid¬ 
ance  to  a  foreign  subsidiary’s  transac¬ 
tions  in  a  third  country  although  they 
are  perfectly  normal  and  satisfactory  to 
the  tax  authorities  of  the  countries  in¬ 
volved,  the  Treasury  would  ask  Congress 
to  require  a  punishment  that  is  modeled 


on  legislation  intended  to  liquidate  for¬ 
eign  personal  holding  companies.  In 
other  words,  the  Congress  was  attempting 
by  the  foreign  personal  holding  company 
legislation  to  reach  the  shareholder  of  a 
foreign  personal  holding  company  only 
where  such  corporation  was  being  uti¬ 
lized  to  .avoid  payment  of  U.S.  income 
taxes.  It  was  never  intended  to  apply 
such  a  provision  to  operating  companies 
that  actually  engage  in  manufacturing, 
processing  and  selling  goods  outside  of 
the  United  States. 

The  Secretary’s  theory  overlooks  the 
elementary  and  fundamental  principles 
asserted  repeatedly  by  the  Supreme 
Court  of  the  United  States  that  in  the 
absence  of  fraud  dr  evasion  a  corporation 
is  an  entity  separate  and  distinct  from 
its  stockholders  and  that  the  earnings  of 
the  corporation  cannot  be  imputed  to  the 
shareholder  until  distributed  in  the  form 
of  dividends.  The  courts  have  not  dis¬ 
regarded  the  corporate  entity,  except  to 
prevent  fraud  or  evasion.  Neither  fraud 
or  evasion  is  involved  in  a  corporation 
manufacturing,  processing,  and  selling 
goods  abroad.  The  income  from  such 
activities  is  attributable  to  a  foreign  sub¬ 
sidiary  operating  outside  of  the  United 
States  and  cannot  be  attributed  to  its 
parent  corporation  organized  in  the 
United  States  prior  to  distribution  to  its 
corporate  shareholders. 

I  know  there  are  many  wrho  do  not  like 
the  corporation  system  under  which  we 
have  been  operating  for  many  years  and 
would  like  to  disregard  the  corporate  en¬ 
tity  and  tax  all  income  to  the  share¬ 
holders  of  a  corporation  whether  do¬ 
mestic  or  foreign.  That  this  is  a  de¬ 
cided  change  in  the  tax  policy  of  the 
country  was  admitted  by  the  Secretary 
of  the  Treasury  in  his  appearance  before 
the  Finance  Committee.  Perhaps  the 
philosophy  of  this  proposal  is  to  remove 
the  constitutional  obstacle  which  pre¬ 
vents  the  taxation  of  income  earned  by 
a  corporation  directly  to  the  shareholder 
before  it  is  distributed.  But  we  cannot 
overcome  a  constitutional  prohibition 
by  legislation.  The  Court  will  have  to 
review  this  question  anew.  The  people 
who  advocate  such  a  theory  are  in  the 
same  group  as  those  who  desire  the  Fed¬ 
eral  Government  to  remove  the  consti¬ 
tutional  prohibition  in  the  case  of  in¬ 
come  from  State  and  local  obligations. 
If  we  remove  these  constitutional  safe¬ 
guards,  there  will  be  no  anchors  for  us 
to  cling  to. 

Do  we  want  to  permit  these  consti¬ 
tutional  questions  which  have  already 
been  decided  by  the  Supreme  Court  to 
be  reviewed  and  reconsidered  because  of 
this  bill?  This  is  exactly  what  will  hap¬ 
pen  if  we  adopt  the  rule  of  this  bill  in 
section  12.  The  question  Will  involve 
long  and  costly  litigation.  It  will  take 
years  before  this  question  is  decided  by 
the  courts.  I  shudder  to  think  of  the 
affect  of  such  a  reversal  on  an  Okla¬ 
homa  corporation,  a  Delaware  corpora¬ 
tion,  a  Nebraska  corporation,  or  any 
corporation  located  in  any  State  of  the 
Union  if  the  Federal  Government  should 
impose  upon  the  shareholder  of  such  a 
corporation  a  tax  on  the  earnings  of 
such  a  corporation  before  such  earnings 
are  distributed  to  its  shareholders.  As 
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well  stated  by  the  Supreme  Court  in 
Eisner  versus  Macomber,  252  U.S.  189- 

1920: 

Certainly  the  interest  of  the  stockholder 
Is  a  capital  Interest,  and  his  certificates  of 
stock  are  but  the  evidence  of  it.  They  state 
the  number  of  shares  to  which  he  is  entitled 
and  indicate  their  par  value  and  how  the 
stock  may  be  transferred.  They  show  that 
he  or  his  assignors,  immediate  or  remote, 
have  contributed  capital  to  the  enterprise, 
that  he  is  entitled  to  a  corresponding  inter¬ 
est  proportionate  to  the  whole,  entiled  to 
have  the  property  and  business  of  the  com¬ 
pany  devoted  during  the  corporate  existence 
to  attainment  of  the  common  objects,  en¬ 
titled  to  vote  at  stockholders’  meetings, 
to  receive  dividends  out  of  the  corporation’s 
profits  if  and  when  declared,  and,  in  the 
event  of  liquidation,  to  receive  a  proportion¬ 
ate  share  of  the  net  assets,  if  any,  remain¬ 
ing  after  paying  creditors.  Short  of  liquida¬ 
tion,  or  until  dividend  declared,  he  has  no 
right  to  withdraw  any  part  of  either  capital 
or  profits  from  the  common  enterprise;  on 
the  contrary,  his  interest  pertains  not  to  any 
part,  divisible  or  indivisible,  but .  to  the 
entire  assets,  business,  and  affairs  of  the 
company.  Nor  is  it  the  interest  of  an  owner 
in  the  assets  themselves,  since  the  corpora¬ 
tion  has  full  title,  legal  and  equitable,  to 
the  whole.  The  stockholder  has  the  right 
to  have  the  assets  employed  in  the  enter¬ 
prise,  with  the  incidental  rights  mentioned; 
but,  as  stockholder,  he  has  no  right  to  with¬ 
draw,  only  the  right  to  persist,  subject  to 
the  risks  of  the  enterprise,  and  looking  only 
to  dividends  for  his  return. 

If  he  desires  to  dissociate  himself  from 
the  company  he  can  do  so  only  by  disposing 
of  his  stock. 


When  we  attempt  to  tax  the  stock¬ 
holder  on  the  undistributed  profits  of  the 
corporation,  we  are  not  levying  an  in¬ 
come  tax  on  the  shareholder  because  he 
has  received  no  income.  We  are  levying 
a  tax  on  him  merely  because  of  his  own¬ 
ership  of  stock.  It  is  not  an  income  tax, 
but  a  direct  tax  on  the  shareholder  and 
subject  to  the  rule  of  apportionment.  It 
is  in  violation  of  the  fifth  amendment 
of  the  Constitution  because  it  is  attempt¬ 
ing  to  collect  from  the  shareholder  a  tax 
on  income  which  belongs  to  the  corpora¬ 
tion.  Such  a  tax  bill  will  place  an  Amer¬ 
ican  corporation  in  an  urtfair,  competi¬ 
tive  position  with  its  foreign  competitors. 
The  tax  laws  of  Australia,  Belgium,  Can¬ 
ada,  Prance,  Germany,  Italy,  Japan, 
Netherlands,  Norway,  Sweden,  and  the 
United  Kingdom  do  not  tax  the  undis¬ 
tributed  earnings  of  foreign  subsidiaries 
to  the  parent  company  under  any  cir¬ 
cumstances.  Tough  European  competi¬ 
tors  like  the  idea  of  imposing  additional 
handicaps  on  American  business.  While 
these  European  competitors  heartily  ap¬ 
prove  steps  to  decrease  the  effectiveness 
of  American  business,  it  is  notable  that 
no  single  measures  have  been  proposed 
by  their  governments  with  respect  to 
their  own  industries.  In  fact,  their  tax 
policies  have  been  in  the  opposite  direc¬ 
tion — to  encourage  expansion  of  their 
business  abroad.  It  would  appear  that 
the  Treasury  is  more  concerned  with  the 


vigor  of  f  oreign  businesses  than  of  A 
ican  businesses.  It  is  also  obvious 
neavy  tax  burdens  on  American’s  < 

creasmine«fS  WOuld  greatly  abet  thi 
Pom™  economic  competition  of 
Communists.  In  this  bill  we  are  r 

mental°to  aAPollcy  which  is,  first,  c 
mental  to  American  business;  se, 


beneficial  to  foreign  business  in  competi¬ 
tion  with  American  business;  and  third, 
greatly  beneficial  to  state-owned  Com¬ 
munist  industries  which  seek  to  bury  us. 

I  am  familiar  with  the  escape  valve 
prepared  in  the  Treasury  and  adopted 
by  the  Finance  Committee  as  a  result  of 
an  amendment  offered  by  the  Senator 
from  Oklahoma  [Mr.  Kerr].  The  effect 
of  this  amendment  is  not  to  apply  the 
punitive  provisions  of  section  12  if  the 
combined  foreign  tax  and  the  U.S.  tax — 
to  the  extent  the  latter  is  paid  on  the 
distributive  income — is  not  substantially 
below  the  U.S.  corporate  rate.  The 
lower  the  foreign  tax  rate  is,  the  greater 
the  distribution  to  the  shareholders  must 
be  and  the  greater  the  proportion  of  the 
total  must  be  subject  to  the  U.S.  tax  of 
52  percent.  Thus,  whether  the  provi¬ 
sions  of  section  12  will  apply  will  de¬ 
pend  upon  the  effective  rate  of  foreign 
tax.  For  example,  if  the  effective  rate 
of  foreign  tax  is  under  10  percent,  the 
company  will  be  required  to  distribute 
90  percent  of  the  earnings  and  profits 
to  avoid  the  punitive  provisions  of  sec¬ 
tion  12,  and  if  the  effective  foreign  rate 
is  over  47  percent,  the  punitive  provi¬ 
sions  compelling  distributions  of  earn¬ 
ings  and  profits  will  be  dispensed  with. 
In  this  connection,  I  would  like  to  insert 
in  the  Record  a  table  showing  how  the 
minimum  distribution  required  varies 
with  the  effective  foreign  tax  rates. 

There  being  no  objection,  the  table 
was  ordered  to  be  printed  in  the  Record, 
as  follows: 

Required  minimum  distribution  of  earnings 
and  profits  after  foreign  taxes 
If  the  effective  foreign  tax  rate  is 


(percentage) :  Percent 

Under  10 _  90 

10  or  over  but  less  than  20 _  80 

20  or  over  but  less  than  30 _  70 

30  or  over  but  less  than  40 _  60 

40  or  over  but  less  than  42 _  50 

42  or  over  but  less  than  44 _  38 

44  or  over  but  less  than  46 _  26 

46  or  over  but  not  more  than  47 _  14 

Over  47 _ _ . _  0 


Mr.  CURTIS.  Mr.  President,  the  pur¬ 
pose  of  this  table  is  to  help  large  com¬ 
panies  doing  business  throughout  the 
world.  Despite  the  fact  that  a  number 
of  large  corporations  were  called  into 
the  Treasury  to  consider  this  formula 
and  although  some  stated  that  it  would 
shield  them  against  the  punitive  provi¬ 
sions  of  section  12,  nevertheless  they 
recommended  strongly  against  the  en¬ 
actment  of  that  section.  Some  of  them 
pointed  out  that  this  minimum  formula 
would  provide  a  very  strong  incentive  for 
foreign  governments  to  raise  their  own 
tax  rates  on  the  earnings  of  American- 
controlled  companies  and/or  on  distribu¬ 
tions  to  American  shareholders.  This 
would  provide  additional  revenue  to  the 
foreign  countries  and  protect  their  bal- 
ance-of -payment  position,  both  by  de¬ 
creasing  the  surplus  available  for  divi¬ 
dends  and  by  eliminating  the  incentive 
to  pay  dividends.  The  adverse  effect  on 
the  United  States  would  be  obvious  if 
the  foreign  effective  rate  was  uniformly 
increased  to  47  percent;  the  advantage 
to  the  United  States  would  be  eliminated. 
Moreover,  those  companies  which  did 
business  in  a  country  with  a  high  rate 
of  tax  and  also  in  a  country  with  a  low 
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rate  of  tax  would  not  be  benefited  by  the 
minimum  distribution  table  if  the  aver¬ 
age  foreign  tax  rate  is  substantially  be¬ 
low  the  U.S.  rate,  but  would  be  subject 
to  all  the  hardships  of  section  12.  This 
section  will  discourage  any  incentive  to 
minimize  foreign  taxes  and  because  of 
the  existence  of  foreign  tax  credit  will 
result  in  less  tax  being  paid  to  this  coun¬ 
try.  I  cannot  understand  why  we  are  so 
anxious  to  increase  the  foreign  taxes  on 
American  business  operating  abroad 
when  the  effect  will  be  to  reduce  our 
taxes  in  this  country.  If  a  foreign  coun¬ 
try  does  not  desire  to  increase  its  taxes, 
why  should  we  try  to  induce  it  to  do  so? 

The  escape  valve  from  section  12  still 
contains  the  fundamental  error  of  taxing 
the  shareholder  on  the  corporate  earn¬ 
ings  before  distribution.  Furthermore, 
it  will  not  apply  uniformly  to  all  for¬ 
eign  corporations  operating  abroad,  but 
only  those  long-established  corporations 
with  foreign  operations  throughout  the 
world.  It  will  drastically  hurt  the  new 
and  developing  businesses  that  desire  to 
reinvest  earnings  overseas.  In  effect, 
it  is  a  tax  on  undistributed  earnings, 
but  is  collected  not  from  the  foreign  cor¬ 
poration  but  from  the  American  cor¬ 
porate  shareholders  of  such  corporation, 
although  such  shareholders  have  no 
right  to  such  earnings  before  distribu¬ 
tion.  Our  experience  with  undistrib¬ 
uted  tax  on  domestic  corporations  in 
1936  was  unfortunate  and  it  had  to  be 
repealed  in  1938.  This  undistributed 
profits  tax  is  on  the  shareholder  before 
the  earnings  are  distributed  to  him. 
Therefore,  it  is  even  a  worse  approach 
than  the  1936  provision. 

If  the  administration  had  definitely 
set  out  to  design  a  piece  of  legislation 
to  discourage  Americans  engaging  in 
business  abroad,  it  could  hardly  find 
anything  better  than  section  12. 

There  is  another  point  which  I  wish 
to  emphasize  in  the  escape  valve  provi¬ 
sion.  Those  corporations  which  elect  to 
secure  the  benefit  of  the  escape  valve  are 
apt  to  have  the  amount  of  their  foreign 
tax  credit  reduced  by  administrative  fiat 
instead  of  by  act  of  Congress.  Under 
the  provisions  of  section  936(f) ,  the  Sec¬ 
retary  is  authorized  to  make  regulations, 
including  regulations  for  the  determina¬ 
tion  of  the  amount  of  the  foreign  tax 
credit  in  the  case  of  distributions  with 
respect  to  the  earnings  or  profits  of  two 
or  more  foreign  corporations.  The  re¬ 
port  indicates  that  the  Treasury  intends 
to  construe  the  grant  of  authority  to 
make  regulations  as  authority  for  the 
right  to  reduce  the  foreign  tax  credit  of 
those  who  elect  to  take  advantage  of  the 
escape  valve.  This  is  not  legislation  by 
the  Congress  but  a  change  in  the  law  by 
administrative  action.  It  is  an  assump¬ 
tion  of  legislative  power  by  the  adminis¬ 
tration,  which  I  deplore. 

One  of  the  most  vital  objections  to  sec¬ 
tion  12  is  the  tremendous  burden  of  ac¬ 
counting  and  recordkeeping  it  would 
impose  on  controlled  foreign  subsidiaries 
of  American  companies.  Since  the  sec¬ 
tion  applies  to  tax  haven  transactions,  it 
follows  that  accounting  and  recording 
systems  will  have  to  be  installed  in  every 
foreign-controlled  corporation  so  that 
every  transaction  carried  out  by  the  com- 
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pany  can  be  classified  and  recorded  as 
being  within  or  without  the  scope  of  sec¬ 
tion  12.  When  I  asked  Secretary  Dillon 
in  the  hearings  before  the  Senate  Fi¬ 
nance  Committee  to  define  a  tax  haven 
company,  he  stated: 

What  we  have  done  is  not  to  define  a  tax 
haven  company  specifically,  but  to  define  in 
effect  a  tax  haven  transaction.  For  example, 
a  tax  haven  transaction  is  one  where  a  com¬ 
pany  incorporated  in  country  A  purchases 
from  country  B  and  resells  in  country  C. 

So  in  this  situation  there  have  to  be  three 
countries  involved  and  the  use  of  the  words 
“tax  haven  company”  is  just  a  short  de¬ 
scription  of  companies  which  operate  in  this 
way.  We  do  not  have  a  definition  of  a  com¬ 
pany  as  a  tax  haven  company. 

This  means  that  in  determining 
whether  or  not  a  transaction  is  a  tax 
haven  transaction,  not  only  transaction 
accounting  must  be  applied  but  also  geo¬ 
graphical  accounting  not  normally  fol¬ 
lowed  must  be  applied  because  of  the  new 
concept  as  to  out-of-country  subsidiaries 
and  branches.  These  complex  and  new 
accounting  methods  will  apply  not  only 
to  sales  and  service  subsidiaries  and 
branches  but  also  to  manufacturing  com¬ 
panies  involved  in  the  chain.  Failure  to 
meet  the  formula  by  a  few  dollars  may 
well  mean  the  loss  of  the  exemption. 
The  determination  of  earnings  or  profits 
in  connection  with  the  formula  will  cre¬ 
ate  a  tremendous  problem.  These  earh- 
ings  and  profits  may  not  be  determined 
until  final  settlement  of  the  company’s 
U.S.  income  tax  return  for  which  an 
8-  to  10-year  lapse  of  time  would  not  be 
unusual.  Because  the  figures  to  be  used 
in  the  computation  would  not  be  avail¬ 
able,  the  financial  officers  of  the  U.S. 
shareholder  company  or  companies  could 
not  determine  the  percentage  effective 
rate  of  foreign  income  taxes  in  the  year 
in  which  the  dividend  distribution  was  to 
be  made  nor  indeed  for  a  considerable 
number  of  years  thereafter.  The  U.S. 
investor,  therefore,  would  have  no  choice 
but  to  compel  every  controlled  foreign 
subsidiary  to  classify  and  record  every 
business  transaction  as  within  or  with¬ 
out  the  scope  of  section  12  and  to  main¬ 
tain  these  records  and  supporting  geo¬ 
graphical  locations  of  income  and  ex¬ 
penses  until  all  tax  determinations  have 
become  final. 

There  is  another  point  which  I  would 
like  to  bring  up.  Secretary  Dillon  ap¬ 
peared  before  the  Senate  Foreign  Rela¬ 
tions  Committee  in  June  of  this  year 
and  recommended  that  the  United  States 
become  a  member  of  the  Organization 
of  Economic  Cooperation  and  Develop¬ 
ment.  The  United  States  was  made  a 
member  of  this  organization  under  a 
treaty  ratified  by  the  Senate  on  March 
16,  1961,  which  was  put  in  effect  on  Sep¬ 
tember  30,  1961.  Secretary  Dillon  ap¬ 
peared  before  the  Senate  Foreign  Rela¬ 
tions  Committee  and  urged  that  the 
United  States  become  a  member  of  this 
organization.  Both  the  United  States 
and  Canada  are  now  members  of  the 
organization.  A  fiscal  committee  com¬ 
posed  of  representatives  of  18  mem¬ 
ber  states,  including  representatives 
of  the  U.S.  Treasury,  prepared  ar¬ 
ticles  to  be  included  in  a  Draft  Con¬ 
vention  for  the  avoidance  of  double 


taxation  with  respect  to  tax  on  income 
and  capital.  The  Council  of  the  OECD 
recommended  that  the  member  states 
adopt  these  articles  in  existing  conven¬ 
tions  and  in  negotiating  future  conven¬ 
tions.  One  of  the  basic  rules  laid  down 
by  the  council  to  be  adopted  was  in  re¬ 
gard  to  the  interpretation  of  article  XX. 
The  commentary  on  article  XX  stresses 
the  point  that  the  corporation  is  a  legal 
entity  with  a  separate  juridical  personal¬ 
ity  distinct  from  its  shareholders  and 
then  goes  on  to  state  in  regard  to  a 
shareholder : 

He  is  not  a  trader  and  the  company’s 
profits  are  not  his  so  they  cannot  be  attrib¬ 
uted  to  him.  He  is  personally  taxable  only 
on  those  profits  which  are  distributed  by 
the  company. 

This  is  the  same  rule  which  has  been 
applied  in  the  United  States  in  respect 
of  the  legal  existence  of  bona  fide  cor¬ 
porations  that  have  a  business  purpose 
and  are  not  a  sham;  yet  Mr.  Dillon,  after 
he  recommended  that  the  United  States 
become  a  member  of  this  organization 
which  adheres  to  this  principle,  has  been 
trying  to  get  the  Congress  to  abandon 
such  a  principle  and  tax  the  shareholder 
of  a  bona  fide  business  corporation  on 
earnings  of  the  corporation  which  have 
not  been  distributed  and  may  never  be 
distributed  because  they  are  subject  to 
the  risk  of  the  business.  I  am  at  a  loss 
to  understand  why  Mr.  Dillon  should 
come  before  the  Congress  and  plead  for 
admission  of  the  United  States  to  be¬ 
come  a  member  of  this  organization  and 
then  later  attempt  to  repudiate  one  of 
the  organization’s  basic  rules. 

In  closing,  I  wish  to  comment  briefly 
on  the  balance-of -payment  question. 
Testimony  before  our  committee  was 
unanimously  of  the  opinion  that  the  pro¬ 
posals  recommended  by  the  Treasury  for 
taxing  the  undistributed  earnings  of  for¬ 
eign  corporations  to  the  American  share¬ 
holder  would  actually  adversely  effect 
the  balance-of-payment  situation.  At 
the  request  of  the  President  of  the  United 
States,  a  committee  of  businessmen  was 
appointed  by  the  head  of  the  Chamber 
of  Commerce  of  the  United  States  to 
analyze  the  U.S.  balance-of-payments 
problem  and  offer  suggestions  and  rec¬ 
ommendations  for  dealing  with  it.  This 
committee  was  appointed  in  May  of  this 
year  and  released  its  report  on  July  13, 
1962.  It  is  interesting  to  note  that  one 
of  the  recommendations  of  the  report  is 
to  the  effect  that: 

Tax  proposals,  sucli  as  certain  of  those 
now  under  consideration  in  H.R.  10650,  which 
would  reduce  U.S.  competitive  capabilities  in 
foreign  markets,  should  not  be  adopted. 

I  ask  unanimous  consent  to  have  that 
report  printed  in  the  Record  at  this 
point. 

There  being  no  objection,  the  report 
was  ordered  to  be  printed  in  the  Record, 
as  follows: 

Technical  Memorandum  on  Section  12 

Section  12  of  this  bill  is  a  very  complicated 
provision.  I  do  not  pretend  to  understand 
all  of  the  intricacies  of  this  provision,  nor, 
for  that  matter,  do  I  believe  that  anyone 
else  fuUy  understands  them  either.  I  believe 
that  a  provision  this  complicated  and  diffi¬ 
cult  to  understand,  if  enacted,  will  result 


in  confusion,  uncertainty,  and  numerous 
court  suits  for  many,  many  years  to  come. 

The  complexity  of  this  provision  arises 
from  the  fact  that  highly  selective  types  of 
income  are  chosen  for  taxation  and  then  a 
series  of  escape  valves  is  superimposed  upon 
this  structure.  The  result  is  an  exceedingly 
complicated  statute.  The  result  is  also  a 
statute  which  is  highly  discriminatory  be¬ 
tween  different  types  of  businesses,  depend¬ 
ing  in  part  upon  the  nature  of  the  business 
and  in  part  upon  its  size. 

Many  companies,  as  a  result  of  the  escape 
valves  or  because  their  income  does  not  come 
within  the  specified  definition,  will  find  that 
this  provision  has  no  effect  on  them.  This 
is  especially  likely  to  be  true  in  the  case  of 
the  larger  well-established  businesses,  whose 
investments  have  stabilized  and  who,  there¬ 
fore,  can  meet  the  conditions  of  the  escape 
valve  which  provides  for  certain  specified 
percentage  distributions.  On  the  other 
hand,  many  of  our  smaller  enterprises  with 
investments  abroad,  if  this  provision  is  en¬ 
acted,  will  be  hit  with  its  full  force,  with 
the  domestic  shareholders  being  taxed  in  full 
on  the  foreign  earnings. 

The  bill  selects  five  different  specific  cate¬ 
gories  of  income  which,  under  certain  con¬ 
ditions,  are  to  be  taxed  to  the  U.S.  share¬ 
holders,  even  though  not  distributed  to  them. 
The  first  of  these  is  income  derived  from 
insurance  or  reinsurance  of  U.S.  risks.  This 
probably  can  be  more  readily  justified  as  the 
type  of  income  properly  taxable  to  U.S.  share¬ 
holders  than  is  true  of  many  of  the  other 
categories.  However,  here  too,  problems 
arise  since  it  is  necessary  to  break  down  the 
insurance  income  between  that  originating 
from  U.S.  risks  and  otherwise.  Then  in  effect 
it  is  necessary  to  determine  taxable  income 
arising  from  this  insurance  business  in  the 
manner  provided  by  our  special  tax  statutes 
dealing  with  life  insurance  and  casualty  in¬ 
surance  companies. 

Second,  what  is  called  foreign  personal 
holding  company  income  is  selected  for  tax¬ 
ation  to  the  shareholders.  This  is  to  be  true, 
however,  only  if  over  30  percent  of  the  com¬ 
pany’s  income  arises  from  this  and  certain 
other  sources  specified  in  the  bill.  Moreover, 
if  more  than  70  percent  of  the  income  arises 
from  these  sources,  then  all  of  the  income 
is  to  be  taxed  to  the  shareholders  even 
though  the  remaining  income  may  arise 
from  manufacturing  operations. 

However,  this  foreign  personal  holding 
company  income  does  not  include  dividend 
and  interest  income  derived  from  related 
parties — a  term  which  must  be  defined — if 
the  corporation  in  which  the  income  arises 
is  a  less  developed  country  corporation — 
another  term  which  it  takes  several  pages 
to  define — but  only  if  the  income  is  rein¬ 
vested  in  one  of  these  less  developed  country 
corporations.  However,  an  intricate  pro¬ 
vision  is  designed  to  deny  the  exclusion  of 
this  income  from  that  taxed  to  the  share¬ 
holders,  if  in  a  subsequent  year  there  is  a 
decrease  in  investments  in  a  less  developed 
country  corporation. 

The  third  type  of  income  selected  for 
special  taxation  is  “foreign  base  company 
sales  income.”  This  is  a  truly  complicated 
provision.  The  definition  of  the  foreign 
base  ..company  sales  income  provides  that 
this  provision  is  to  apply  only  where  the 
property  involved  is  either  purchased  from 
a  related  person  or  sold  to  a  related  person 
and  only  if  the  property  purchased  is  manu¬ 
factured,  produced,  grown,  or  extracted  out¬ 
side  of  the  country  where  the  controlled 
foreign  corporation  is  organized  and  is  sold 
for  use,  consumption,  or  disposition  outside 
of  that  country.  Here  problems  arise  not 
only  in  applying  the  related  party  concept 
but  also  in  determining  the  ultimate  desti¬ 
nation  of  the  goods  involved.  Actually  if 
the  statutory  provision  were  to  be  literally 
applied,  it  would  itself  seem  almost  im- 
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possible  to  administer  and  also  almost  Im¬ 
possible  for  the  taxpayer  to  comply  with. 

After  all,  who  can  fully  determine  the 
ultimate  disposition  of  goods?  Here,  too, 
there  are  difficult  problems  in  determining 
when  the  income  is  attributable  to  the  sale 
of  purchased  property  or  when  it  is  attrib¬ 
utable  to  manufacturing  or  processing,  since 
the  latter  is  not  included  under  this  pro¬ 
vision.  To  complicate  the  provision  still 
further,  branch  operations  under  some  con¬ 
ditions  are  to  be  brought  under  this  provi¬ 
sion  and  treated  as  if  they  were  something 
they  are  not;  namely,  a  separate  subsidiary 
corporation.  This  will  apply  when  the  Sec¬ 
retary  determines  the  branch  is  treated  for 
tax  purposes  by  the  country  of  Incorporation, 
or  the  country  where  it  is  doing  business, 
as  if  it  were  a  separate  corporation. 

The  fourth  category  of  income  selected  for 
special  taxation  to  the  shareholders  is  for¬ 
eign  base  company  services  income.  This  is 
income  from  the  performance  of  technical, 
managerial,  engineering,  architectural,  scien¬ 
tific,  skilled,  industrial,  commercial  or  simi¬ 
lar  services,  again  where  they  are  performed 
for  a  related  party  and  outside  of  the  coun¬ 
try  in  which  the  controlled  foreign  corpora¬ 
tion  is  organized.  This  presents  many  of  the 
same  types  of  problems  that  will  arise  in 
connection  with  the  determination  of  for¬ 
eign  base  company  sales  income.  In  addi¬ 
tion,  there  is  the  problem  of  determining 
when  the  income  arises  from  the  specified 
types  of  services  and  when  it  is  attributable 
to  other  sources  which  are  not  selected  out 
for  this  discriminatory  treatment. 

A  fifth  type  of  earnings  which  are  to  be 
taxed  to  the  shareholders,  even  though  not 
distributed,  are  earnings  from  any  source 
which  are  reinvested  back  here  in  the  United 
States.  This,  of  course,  is  most  peculiar, 
since  if  one  were  to  look  for  investments 
which  helped  our  balance-of -payments  prob¬ 
lem  most  it  would  seem  as  if  this  type  of 
investment — which  the  bill  selects  out  for 
punitive  taxation — actually  was  the  most 
beneficial  in  this  respect.  The  bill  first  of 
all  specifies  a  series  of  sweeping  categories 
of  reinvestments  back  here  in  the  United 
States  which  will  give  rise  to  taxation  to  the 
shareholders  and  then  as  is  frequently  the 
case  in  these  foreign  income  provisions,  pro¬ 
vides  a  series  of  exceptions  to  these  rules. 
Thus,  no  tax  will  be  imposed,  for  example, 
if  the  investment  is  in  Government  bonds  or 
in  a  bank  account  but  tax  will  be  imposed 
if  the  investment  is  in  corporate  bonds  or 
securities.  Special,  intricate  provisions  are 
necessary  to  keep  the  income  from  being 
taxed  to  the  U.S.  shareholder  more  than 
once;  first  as  foreign  base  company  sales  or 
service  income  and  then  again  as  income 
from  investments  in  the  United  States. 

Superimposed  on  this  structure  are  a 
series  of  relief  provisions  which,  of  course, 
may  or  may  not  help  any  given  company, 
depending  upon  a  variety  of  circumstances 
unique  in  each  case.  One  of  these  I  have 
already  referred  to;  namely,  the  provision 
which  makes  section  12  generally  inappli¬ 
cable  if  a  certain  proportion  of  the  income  is 
distributed,  a  percentage  which  varies  with 
the  effective  foreign  tax  rate.  This  distribu¬ 
tion  schedule  appears  on  page  225  of  your 
bill. 

I  pause  here  to  call  attention  only  to  the 
fact  that  the  so-called  effective  tax  rate  will 
not  be  easy  to  compute  since  this  does  not 
mean  merely  the  tax  rate  of  the  foreign 
country  but  is  the  actual  tax  paid  to  the 
foreign  country  divided  by  the  foreign  in- 
orWtn„d£t!rmlned  in  general  on  the  basis 
Whatever '  extent ' s.^or  taxation— modified  to 

prtate.  In  addi+i^~e,.3Teasury  deems  appro- 
^  each  conteoneu'm11^  mle  may  be  aPPlled 
or  to  all  of  twg“  corporation  sep- 


developed  countries.  Just  computing  the 
distribution  percentages  under  all  of  the 
different  combinations  will  be  no  small  task. 

Another  major  relief  provision  which  will 
help  some  companies,  but  not  others,  is  the 
so-called  export  trade  corporation  provision. 
Under  this  provision  if  you  are  dealing  in 
goods  produced  or  manufactured  in  this 
country  and  exported,  the  income  derived 
from  this  under  certain  conditions  will  not 
be  subjected  to  section  12.  The  conditions, 
however,  in  practice  will  be  quite  limiting  in 
their  application.  For  example,  the  relief 
under  this  provision  is  available  only  to  the 
extent  that  the  income  involved  does  not 
exceed  iy2  times  export  promotion  expenses 
or  10  percent  of  gross  receipts,  whichever 
gives  the  taxpayer  the  less  liberal  treatment. 
Also,  this  provision  only  aids  those  who  are 
able  to  reinvest  their  export  trade  income 
abroad  in  the  export  trade  business.  In¬ 
vestments  cannot  be  made,  for  example,  in 
manufacturing  operations  even  though  gen¬ 
erally  under  this  provision  manufacturing 
profits  are  not  though  to  be  bad  and  are 
not  generally  denied  tax  deferral  under  sec¬ 
tion  12. 

My  discussion  of  the  complexities  of  sec¬ 
tion  12  constitutes  merely  the  broadest 
sketch  of  this  intricate  provision.  The  tax 
lawyers  and  cost  accountants  will  have  a 
field  day  as  the  problems  in  this  provision 
gradually  unfold  over  the  next  2  or  3  years 
if  this  provision  is  enacted.  I  suppose  if  this 
provision  does  nothing  else,  it  will  assure 
full  employment  for  these  professions  for 
years  to  come.  Unfortunately,  however,  it 
will  also  ham-string  our  American  opera¬ 
tions  abroad  and  in  the  long  run  seriously 
damage  our  balance-of-payments  since  it  is 
the  return  from  these  investments,  and 
from  American  exports  abroad,  which  must 
offset  the  imbalance  brought  about  prima¬ 
rily  by  our  foreign  aid  and  foreign  military 
expenditures. 

Mr.  CURTIS.  Mr.  President,  I  also 
ask  to  have  printed  at  this  point  in  the 
Record  a  brief  by  Adrian  A.  Kragen,  pro¬ 
fessor  of  law,  Berkeley,  Calif.,  on  the 
constitutionality  of  taxing  the  undistrib¬ 
uted  profits  of  a  corporation  to  its  Amer¬ 
ican  shareholders. 

There  being  no  objection,  the  brief  was 
ordered  to  be  printed  in  the  Record,  as 
follows : 

Statement  op  Adrian  A.  Kragen 

The  President’s  tax  program  relative  to  the 
income  of  foreign  corporations  which  origi¬ 
nally  was  directed  at  the  twofold  purpose 
of  strengthening  the  balance  of  payments 
position  of  the  United  States  and  eliminat¬ 
ing  the  use  of  tax  havens  (hearings  before 
the  Committee  on  Ways  and  Means,  House 
of  Representatives,  87th  Congress,  1st  sess., 
p.  34)  1  has  in  the  Revenue  Act  of  1962  been 
narrowed  in  H.R.  10650  to  what  purports  to 
be  an  elimination  of  the  use  of  tax  havens 
(CCH  staff  explanation,  p.  58).  I  therefore 
consider  it  unnecessary  to  comment  in  t.hi.c 
discussion  on  the  validity  of  the  arguments 
in  the  Treasury  memorandum  of  June  19, 
1961  (hearings,  p.  313,  commencing  at  page 
318)  that  the  proposed  legislation  is  consti¬ 
tutionally  defensible  under  article  I,  sec¬ 
tion  8,  clause  3,  of  the  Constitution  on  the 
ground  that  a  major  purpose  of  the  legisla¬ 
tion  is  to  adjust  the  balance  of  international 
payments. 

The  proposals  relative  to  the  foreign  cor¬ 
poration  which  are  now  before  this  com¬ 
mittee  raise  certain  basic  but  individually 
independent  questions  which  I  would  like  to 
comment  on  in  this  opinion.  These  ques¬ 
tions  are : 


1  Hereinafter  referred  to  as  “hearings.” 


A.  Can  undistributed  corporate  profits 
which  are  not  actually  received  by  a  tax¬ 
payer-shareholder  be  considered  as  income 
to  such  taxpayer  for  U.S.  income  tax  pur¬ 
poses  on: 

(1)  The  theory  that  accretion  without 
more  is  income? 

(2)  The  theory  of  constructive  receipt? 

B.  Is  ownership  by  U.S.  shareholders  of 
more  than  50  percent  of  the  shares  of  a  for¬ 
eign  corporation  legal  Justification .  for  the 
treatment  of  the  prorata  share  of  undistrib¬ 
uted  corporate  income  as  constructively  re¬ 
ceived  by  each  of  the  U.S.  shareholders  hold¬ 
ing  10  percent  or  more  of  the  shares? 

A(l).  Accretion:  The  answer  to  the  ques¬ 
tion  A(l)  is  fundamental  to  the  entire  con¬ 
sideration  of  the  validity  of  the  legislation. 
In  the  event  that  an  accretion  to  wealth  in 
and  of  itself  can  be  considered  as  income  for 
U.S.  income  tax  purposes,  we  would  only 
need  to  consider  whether  the  proposal  to 
measure  an  Income  tax  by  such  accretion 
accorded  the  taxpayer  due  process  of  law. 
In  essence  this  is  the  much  considered  and 
discussed  question  of  whether  “realization” 
is  necessary  in  order  to  have  "income”  within 
the  meaning  of  that  word  in  the  16th  amend¬ 
ment  of  the  U.S.  Constitution.  The  Treas¬ 
ury  memorandum  discusses  this  matter  at 
some  length  and  comes  to  the  conclusion 
that  there  is  a  strong  possibility  that  the 
Supreme  Court  would,  if  faced  with  the  di¬ 
rect  issue,  override  the  "realization  doctrine” 
as  expressed  in  Eisner  v.  Macomber  (1920) 
252  U.S.  189.  My  examination  of  the  deci¬ 
sions  has  led  me  to  doubt  the  validity  of  this 
conclusion. 

The  focal  point  for  any  discussion  of  the 
doctrine  of  realization  is  the  classic  Eisner  v. 
Macomber  case.  In  that  case,  the  court  de¬ 
fined  income  as  (p.  207) : 

“  ‘The  gain  derived  from  capital,  from  la¬ 
bor,  or  from  both  combined,’  provided  it  be 
understood  to  include  profit  gained  through 
a  sale  or  conversion  of  capital  assets. 

"Here  we  have  the  essential  matter:  not 
a  gain  accruing  to  capital,  not  a  growth  or 
increment  of  value  in  the  investment;  but  a 
gain,  a  profit,  something  of  exchangeable 
value  proceeding  from  the  property,  severed 
from  the  capital  however  invested  or  em¬ 
ployed,  and  coming  in,  being  ‘derived,’  that 
is,  received  or  drawn  by  the  recipient  (the 
taxpayer)  for  his  separate  use,  benefit  and 
disposal; — that  is  income  derived  from  prop¬ 
erty.  Nothing  else  answers  the  description.” 

In  Eisner  v.  Macomber  there  was,  in  my 
opinion,  a  clear  and  unequivocal  statement 
that  income  of  a  corporation  could  not  be 
taxed  to  the  shareholder  without  a  receipt 
of  that  income  by  the  shareholder,  i.e.,  that 
realization  in  some  measure  is  essential  to 
the  definition  of  income  for  Federal  income 
tax  purposes. 

The  Treasury  over  a  long  period  has  at¬ 
tacked  that  concept  and  has  consistently 
urged  the  overruling  of  Eisner  v.  Macomber. 
Despite  such  urging  the  Supreme  Court  of 
the  United  States  has  never  seen  fit  to  over¬ 
rule  the  fundamental  doctrine  enunciated  in 
the  case.  In  fact,  even  where  the  Court  has 
distinguished  Eisner  v.  Macomber,  it  has  ac¬ 
tually  impliedly  recognized  the  continuing 
validity  of  the  definition  insofar  as  realiza¬ 
tion  is  concerned.  Thus,  in  Commissioner  v. 
Glenshaw  Glass  Co.  (1955)  384  U.S.  426,  the 
Court  in  distinguishing  Eisner  v.  Macomber 
stated  (pp.  430-431) : 

“The  Court  was  there  endeavoring  to  deter¬ 
mine  whether  the  distribution  of  a  corporate 
stock  dividend  constituted  a  realized  gain  to 
the  shareholder,  or  changed  ‘only  the  form, 
not  the  essence,’  of  his  capital  investment. 
Id.,  at  210.  It  was  held  that  the  taxpayer 
had  ‘received  nothing  out  of  the  company’s 
assets  for  his  separate  use  and  benefit.’ 

“Here  we  have  instances  of  undeniable  ac¬ 
cessions  to  wealth,  clearly  realized,  and  over 
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which  the  taxpayers  have  complete  domin¬ 
ion." 

In  Helvering  v.  Griffiths  (1943)  318  U.S. 
371,  the  Court  specifically  declined  to  rule 
on  the  question  and  the  Treasury  Depart¬ 
ment  finds  comfort  in  this  negative  deter¬ 
mination.  However,  the  pronouncement 
quoted  above  from  Glenshaw  Glass  appears 
to  me  clearly  to  set  forth  the  present  vitality 
of  the  realization  rule  of  Eisner  v.  Macomber. 

Helvering  v.  Bruun  (1940),  309  U.S.  461,  is 
used  by  the  Treasury  Department  and  some 
legal  scholars  as  a  harbinger  of  the  demise 
of  the  realization  requirement  for  income 
inclusion.  It  is  my  opinion  that  the  Bruun 
case  does  not  derogate  from  the  basic  doc¬ 
trine  enunciated  in  Eisner  v.  Macomber.  In 
Bruun  there  was  an  actual  realization  in  the 
receipt  by  the  taxpayer  of  something  of 
actual  value.  Prior  to  the  cancellation  of 
the  lease,  all  that  the  lessor  had  was  a  fee 
in  land.  The  building  on  that  land,  hav¬ 
ing  a  useful  life  less  than  the  life  of  the 
lease,  was  for  the  purposes  of  the  lessor 
nonexistent. 

When  the  lease  was  canceled,  it  resulted 
in  the  receipt  by  the  lessor  of  a  building 
with  a  then  value  in  excess  of  $50,000.  This 
was  a  clear  realization  of  something  new 
which  constituteed  income  under  the  Eisner 
v.  Macomber  definition.  It  was  property 
separate  and  apart  from  the  land  itself 
whether  or  not  it  was  practical  at  the 
moment  to  sever  it  physically.  Nowhere  in 
the  Bruun  opinion  is  there  any  indication 
that  the  realization  test  is  abandoned  or 
even  weakened  (see  Roehner  &  Roehner, 
“Realization:  Administrative  Convenience  or 
Constitutional  Requirement?”  8  Tax  L.  Rev. 
(1953)  173). 

The  Treasury  in  its  memorandum  while 
conceding  that  the  “question  of  the  need  for 
the  realization  of  the  income  has  not  yet 
been  squarely  met  by  the  Court”  (p.  315, 
House  hearings)  relies  on  Helvering  v.  Horst 
(1940)  311  U.S.  112  as  another  indicia  of  the 
loss  of  vitality  of  Eisner  v.  Macomber.  In 
my  opinion  the  Horst  case  strengthens 
rather  than  weakens  the  requirement  of 
realization.  The  Court  throughout  its 
opinion  emphasizes  the  necessity  for  realiza¬ 
tion  and  for  something  more  than  mere 
enhancement  in  value  of  a  capital  asset  held 
by  the  taxpayer.  It  simply  recognizes  that 
the  actual  exercise  of  the  power  to  dispose  of 
a  right  to  income  is  in  itself  a  realization 
even  though  the  tangible  'receipt  of  the  in¬ 
come  is  by  another.  It  nowhere  indicates 
that  mere  accretion  in  value  is  realization 
or  that  the  power  to  dispose  of  a  right  to 
income  is  the  equivalent  of  the  exericse  of 
that  power. 

My  examination  of  the  decisions  of  the 
^Supreme  Court  of  the  United  States  has 
resulted  in  my  opinion  that  Eisner  v.  Macom¬ 
ber  is  still  the  controlling  authority  on 
the  issue  of  the  necessity  for  realization  for 
the  purpose  of  the  determination  of  income 
under  our  income  tax  laws.  Therefore,  I 
must  conclude  that  an  attempt  to  tax  a 
shareholder  in  general  on  the  undistributed 
profits  of  the  corporation  on  the  theory  of 
accretion  is  of  very  dubious  constitutionality 
under  article  1,  section  2,  clause  3,  and 
article  1,  section  9,  clause  4.2 

A (2)  Constructive  receipt:  The  Treasury 
Department  attempts  to  support  the  pro¬ 
posed  legislation  upon  the  ground  that  it  will 
tax  income  which  can  be  considered  as  con¬ 
structively  received  by  the  shareholder. 

Since  1871 3  Congress  with  certain  excep¬ 


2  Pollock  v.  Farmer’s  Loan  &  Trust  Co. 
(1895)  158  U.S.  601. 

3  The  Civil  War  Revenue  Acts  taxed  the 
shareholder  on  corporate  profits  whether 

distributed  or  not.  Collector  v.  Hubbard 


tions  4  has  levied  a  tax  upon  the  income  of 
corporations  at  the  corporate  level  and  has 
treated  the  shareholders  as  separate  and  dis¬ 
tinct  from  the  corporate  entity.  Since  1921, 
the  only  legislation  imposing  a  compulsory 
tax  on  the  shareholders  of  a  corporation 
based  on  a  pro  rata  share  of  corporate  income, 
whether  distributed  or  not,  is  the  Foreign 
Personal  Holding  Company  Act. 

The  Treasury  Department  relies  on  these 
provisions  as  a  precedent  for  the  present  pro¬ 
posal.  In  my  opinion  there  is  no  authority 
specifically  supporting  the  constitutionality 
of  the  foreign  personal  holding  company 
provisions.  Even  if  there  were  such  author¬ 
ity,  I  do  not  believe  it  could  be  considered 
as  controlling  in  regard  to  the  present  statu¬ 
tory  proposal. 

I  have  found  four  cases  which  consider  the 
foreign  personal  holding  company  provisions. 
In  two  of  these,  Alvord  v.  C.I.R.  (4  Cir.  1960) 
277  F.  2d  713  and  Marsman  v.  CJ.R.  (4  Cir. 
1953)  205  F.  2d  335,  no  constitutional  issue 
appears  to  have  been  raised  or  discussed.  In 
one,  Rodney  v.  Hoey  (S.D.N.Y.  1944)  53  F. 
Supp.  604,  the  plaintiff  apparently  argued 
that  it  was  unconstitutional  to  tax  construc¬ 
tive  receipt  of  income  without  discussing 
the  question  of  realization  and  the  court 
rejected  the  contention  merely  by  citing 
Eder  v.  Commissioner  of  Internal  Revenue 
(2  Cir.  1943)  138  F.  2d  27.  The  Eder  case 
discusses  the  constitutionality  in  a  single 
sentence.  Actually  the  only  allegation  of 
unconstitutionality  raised  by  the  plaintiff 
was  on  the  ground  that  the  inability  to  dis¬ 
tribute  in  dollars  due  to  blockage  rules  pre¬ 
cluded  taxability.  The  constitutionality  of 
the  foreign  personal  holding  company  provi¬ 
sions  was  not  presented  to  the  court.  This 
decision  cannot  be  considered  to  be  a  defini¬ 
tive  upholding  of  the  statute  even  by  the  cir¬ 
cuit  court.  The  Eder  case  was  not  taken  to 
the  Supreme  Court  probably  because  on  re¬ 
mand  the  Tax  Court  valued  the  blocked  pesos 
at  about  one-half  of  the  amount  determined 
by  the  Commissioner. 

All  of  the  cases  involving  the  foreign  per¬ 
sonal  holding  company  sections  discuss  the 
purpose  of  the  legislation,  that  is,  the  clos¬ 
ing  of  a  loophole  that  allowed  the  wide¬ 
spread  evasion  of  income  taxes  by  the  device 
of  the  “incorporated  pocketbook.”  The  sec¬ 
tion  did  not  purport  to  and  was  not  in¬ 
tended  to  cover  bona  fide  operating  com¬ 
panies  engaged  in  the  sale  of  goods. 

The  presence  of  the  tax  evasion  factor  in 
the  enactment  of  the  foreign  personal  hold¬ 
ing  company  provisions  is  clear  from  the  leg¬ 
islative  history.  It  is  also  clear  that  this 
tax  evasion  factor  was  the  major  argument 
of  the  Treasury  Department  against  the  con¬ 
tention  of  constitutional  invalidity:  For  ex¬ 
ample,  Arthur  H.  Kent,  then  General  Coun¬ 
sel  of  the  Treasury,  testified  before  the  Joint 
Committee  on  Tax  Evasion  and  Avoidance 
as  follows : 


(1870),  79  U.S.  1,  sustained  this  legislation 
without  passing  upon  its  constitutionality. 
In  Eisener  v.  Macomber,  supra,  the  Supreme 
Court  stated  (pp.  218-219)  that  the  Hubbard 
case  had  been  overruled. 

4  The  Revenue  Acts  of  1913,  1916,  1917,  and 
1918  ,  levied  a  tax  on  shareholders  measured 
by  their  pro  rata  share  of  undistributed 
corporate  profits  in  the  case  of  “personal 
service  corporations”  and  when  corporate 
income  had  been  accumulated  in  order  to 
avoid  taxes. 

In  1921,  Congress,  doubting  the  constitu¬ 
tionality  of  this  procedure,  levied  the  tax 
on  the  corporation  (see  Ways  and  Means 
Committee  Rept.  No.  350,  67th  Cong.,  1st 
sess.,  p.  13;  Senate  Finance  Rept.  No.  275, 
67th  Cong.,  1st  sess.,  pp.  16-17) . 


“Mr.  Reed.  Have  you  considered  the  con¬ 
stitutional  question  involved? 

“Mr.  Kent.  We  have  given  a  good  deal  of 
thought  to  that,  Mr.  Reed,  and  we  believe 
that  if  the  courts  appreciate,  as  they  well  do 
if  the  facts  are  properly  presented  to  them, 
that  this  does  not  represent  any  attempt  to 
avoid  in  any  general  way  the  principles  laid 
down  in  past  decisions,  but  is  simply  a  bona 
fide  effort  by  the  Congress  of  the  United 
States  to  prevent  its  citizens,  residents  of 
this  country,  from  resorting  to  foreign  laws 
to  beat  our  taxes,  that  it  will  be  sustained. 

“Mr.  Reed.  In  view  of  previous  decisions  of 
the  courts  in  relation  to  the  tax  on  incomes 
and  the  tax  on  capital? 

“Mr.  Kent.  If  those  decisions  were  applied 
according  to  their  letter,  the  plan  might  fail. 
But  the  courts  have  always  shown  a  quite 
different  attitude  where  you  are  dealing  with 
a  tax  evasion  situation  and  this  situation 
can  hardly  be  described  in  any  other  way.” 
(Testimony  of  Arthur  H.  Kent,  General 
Counsel  of  the  Treasury  before  Joint  Com¬ 
mittee  on  Tax  Evasion  and  Avoidance,  75th 
Cong.,  hearings  Aug.  9  and  10,  1937,  p.  76.) 

Although  the  protection  of  the  revenues 
against  tax  evasion  has  not  been  determined 
by  the  Supreme  Court  to  be  an  adequate 
justification  for  the  taxing  of  corporate  in¬ 
come  to  the  shareholders,  the  present  pro¬ 
posal  does  not  purport  to  rely  for  important 
provisions  on  the  presence  of  widespread  or 
flagrant  tax  evasion.  The  committee  report 
on  H.R.  10650  states  that  certain  types  of 
income,  namely,  foreign  corporate  income 
from  the  insurance  of  American  risks  and  in¬ 
come  from  patents,  copyrights,  etc.,  devel¬ 
oped  in  the  United  States  have  tax  avoidance 
aspects  but  the  committee  report  equally 
indicates  that  income  of  foreign  corpora¬ 
tions  from  other  sources  does  not  fall  within 
that  category.  However,  it  determines  that 
such  income  should  be  taxed  to  American 
shareholders  unless  used  in  certain  ways, 
one  of  which  is  “in  accord  with  the  policy 
enunciated  by  the  President,”  i.e.,  invested 
in  business  in  less  developed  countries.  Even 
if  we  assume  that  widespread  tax  evasion 
would  justify  the  action  proposed,  this  prem¬ 
ise  is  not  available  in  relation  to  sharehold¬ 
ers  of  bona  fide  operating  corporations  whose 
income  is  from  activities  falling  outside  those 
classified  in  the  tax  evasion  category  by  the 
Ways  and  Means  Committee. 

The  doctrine  that  the  corporate  entity  is 
an  entity  distinct  and  apart  from  that  of 
its  shareholders  is  one  of  long  standing  in 
Anglo-American  law  and  in  our  revenue 
system.0  The  Supreme  Court  in  Eisner  v. 
Macomber  placed  this  doctrine  on  a  consti¬ 
tutional  footing  when  it  stated  that  the  in¬ 
come  of  a  corporation  was  not  income  to  a 
shareholder  within  the  meaning  of  that  term 
in  the  16th  amendment.  The  Court  stated 
(p.219): 

“The  amendment  (16th  amendment)  ap¬ 
plies  to  income  only,  and  what  is  called  the 
stockholder’s  share  in  the  accumulated  pro¬ 
fits  of  the  company  is  capital,  not  income. 
As  we  have  pointed  out,  a  stockholder  has 
no  individual  share  in  accumulated  profits, 
nor  in  any  particular  part  of  the  assets  of 
the  corporation,  prior  to  dividend  declared.” 0 

The  Supreme  Court  has  indicated  that  this 
constitutional  prohibition  does  not  exist 
when  the  corporate  entity  is  not  a  real  en¬ 
tity,  when  the  corporate  entity  is  in  effect  a 


o  see,  e.g.,  Klein  v.  Board  of  Supervisors 
(1930)  282  U.S.  19,  24;  Burnet  v.  Common¬ 
wealth  Imp.  Co.  (1932)  287  U.S.  415;  New 
Colonial  Ice  Co.  v.  Helvering  (1934)  292  U.S. 
435,  442;  Nat’l  Carbide  Corp.  v.  Comm’r, 
(1949)  336  U.S.  422. 

6  See  also,  e.g.,  Lynch  v.  Hornby  (1918)  247 
U.S.  339,  344. 
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mere  form  without  substance.  Thus,  In 
Moline  Properties  v.  Comm’r.  (1943)  319  U.S. 
436,  the  Supreme  Court  stated  (pp.  438-439)  : 

“The  doctrine  of  corporate  entity  fills  a 
useful  purpose  in  business  life.  Whether  the 
purpose  be  to  gain  an  advantage  under  the 
law  of  the  State  of  incorporation  or  to  avoid 
or  to  comply  with  the  demands  of  creditors 
or  to  serve  the  creator’s  personal  or  undis¬ 
closed  convenience,  so  long  as  that  purpose 
Is  the  equivalent  of  business  activity  or  is 
followed  by  the  carrying  on  of  business  by 
the  corporation,  the  corporation  remains  a 
separte  taxable  entity. 

“In  general,  in  matters  relating  to  the 
revenue,  the  corporate  form  may  be  disre¬ 
garded  where  it  is  a  sham  or  unreal.  In 
such  situations  the  form  is  a  bald  and  mis¬ 
chievous  fiction.”  7 

In  1939,  a  distinguished  committee  estab¬ 
lished  by  the  National  Tax  Association  to 
study  the  taxation  of  domestic  corporations 
concluded  that  application  of  the  partner¬ 
ship  method  of  taxation  to  a  corporation 
whereby  the  shareholders  would  be  required 
to  include  in  their  income  the  undistributed 
corporate  profits  would  probably  require  an 
amendment  to  the  Constitution  (1939  pro¬ 
ceedings  of  the  National  Tax  Association,  pp. 
534,  548). 8 

The  Treasury  memorandum  takes  the 
position  that  when  the  U.S.  shareholders  of 
a  foreign  corporation  have  such  power  over 
the  corporate  income  that  they  can  either 
distribute  it  to  themselves  in  the  form  of 
dividends  or  use  it  for  their  benefit,  the  cor¬ 
porate  entity  may  be  disregarded  for  tax  pur¬ 
poses  without  regard  to  whether  that  en¬ 
tity  is  bona  fide  or  is  “sham  and  unreal.” 
The  Treasury  believes  that  this  is  a  theory 
of  constructive  receipt  and  that  Eisner  v. 
Macomber  would  be  no  bar  to  its  utilization. 

I  would  submit  that  this  position  is  by  no 
means  clearly  correct  and  that  there  is  a 
serious  constitutional  question  under  the 
16th  amendment  in  a  situation  where  the 
shareholders  in  a  bona  fide  operating  corpo¬ 
ration  have  the  actual  power  over  the  in¬ 
come  unless  and  until  the  Supreme  Court 
overturns  Eisner  v.  Macomber. 

If,  however,  we  assume  that  in  such  a  sit¬ 
uation  Eisner  v.  Macomber  does  not  con¬ 
stitute  a  bar,  we  still  must  find,  as  the  Treas¬ 
ury  memorandum  recognizes,  an  actual  com¬ 
mand  of  income  in  order  to  avoid  the  con¬ 
stitutional  doctrine  of  due  process  of  law  to 
the  effect  that  A  cannot  be  taxed  on  the 
income  of  B." 

B.  Ten-percent  shareholder;  51-percent 
majority: 

The  Treasury  relied  in  its  presentation  on 
the  proposition  that  the  income  of  a  “con¬ 
trolled  corporation”  could  be  considered  for 
Federal  income  tax  purposes  as  constructively 
received  by  its  shareholders.  The  provisions 
of  section  13  of  H.R.  10650  implement  this 
contention.  It  proposes  to  tax  any  United 
States  shareholder  who  holds  10  percent  or 
more  of  the  voting  stock  or  of  the  total  value 
of  the  shares  of  a  foreign  corporation  over 
50  percent  of  whose  voting  stock  is  owned  by 
United  States  persons.  (In  regard  to  “for¬ 
eign  base  company  income”  as  defined  in 
section  952(d),  the  requirement  is  that  five 


7  See  generally,  Cleary,  "The  Corporate  En¬ 
tity  in  Tax  Cases,”  1  Tax  L.  Rev.  (1945)  3; 
Case,  “Disregard  of  the  Corporate  Entity  and 
Federal  Taxation,  The  Modern  Approach,” 
30  Va.  L.  Rev.  (1944)  398. 

8  See  also,  Ballantine,  “Corporate  Person¬ 

ality  in  Income  Taxation,"  34  Harv.L.Rev. 

LI0*.613 * *’  586;  cf  *  Long  Poultry  Farms  v. 

249  iTad  TOeT-m  Internal  Rev-  <4  Cir-  1957) 

U.S.  206 vaaUCommission  (1931)  284 

312,320-327.  rvD°nnan  (1032)  285  U.S. 


or  fewer  U5.  persons  own  more  than  50  per¬ 
cent  of  the  voting  power.)  “ 

The  Treasury  memorandum,  written  in 
support  of  the  original  proposal  that  a  10 
percent  share  interest  would  be  sufficient 
“control”  to  support  a  legislative  determina¬ 
tion  that  income  was  constructively  received 
by  the  shareholder,  relied  on  a  group  of  cases 
under  the  Securities  and  Exchange  Act  and 
the  Public  Utility  Holding  Company  Act. 
These  authorities  are  not  pertinent  to  the 
present  situation.  We  are  dealing  in  the 
area  of  taxation  with  a  constitutional  defi¬ 
nition  of  income  enunciated  by  the  Supreme 
Court  and  with  the  apparently  established 
right  of  the  taxpayer  under  the  due  process 
clause  of  the  Constitution  to  be  free  from 
compulsory  taxation  on  that  which  is  not 
and  cannot  be  obtained  or  enjoyed  by  him. 
Whether  the  shareholder  has  sufficient  “con¬ 
trol”  to  be  an  “insider”  for  the  purposes  of 
the  Securities  and  Exchange  Act  or  has  suffi¬ 
cient  “control”  to  be  considered  as  falling 
within  the  reach  of  the  Public  Utility  Hold¬ 
ing  Company  Act 11  is  not  relevant  in  the 
instant  situation  where  established  specific 
constitutional  questions  must  be  resolved. 

In  the  cases  decided  since  Collector  v. 
Hubbard,  supra,  which  have  determined  that 
the  corporate  entity  should  be  disregarded 
and  corporate  income  attributed  for  tax 
purposes  to  the  shareholders,  there  was  no 
doubt  that  actual  command  of  the  corporate 
income  existed  in  the  shareholders.12 


10  The  original  Treasury  proposal  attributed 
the  income  of  foreign  corporations  to  Ameri¬ 
can  shareholders  with  respect  to  corpora¬ 
tions  in  existence  prior  to  the  passage  of  the 
bill  only  if  there  were  10  or  fewer  sharehold¬ 
ers  who  owned  more  than  50  percent  of  the 
corporate  shares.  With  respect  to  corpora¬ 
tions  established  after  the  bill,  any  American 
shareholder  who  owned  10  percent  of  the 
shares,  whether  or  not  the  majority  of  the 
shares  were  held  by  American  shareholders, 
was  taxable  on  his  pro  rata  share  of  the  un¬ 
distributed  profits.  The  second  Treasury 
draft  eliminated  the- distinction  between  cor¬ 
porations  in  existence  on  the  date  of  the 
bill’s  enactment  and  those  to  be  set  up  there¬ 
after  and  attributed  the  income  of  foreign 
corporations  to  American  shareholders  only 
when  five  or  fewer  American  shareholders 
owned  50  percent  or  more  of  the  total  cor¬ 
porate  shares. 

11  The  presumption  in  that  act  is  prima 
facie  only.  See  Electric  Bond  &  Share  Co. 
V.  S.E.C.  (2  Cir.  1937)  92  F.  2d  580,  590, 
affirmed  (1938)  303  U.S.  419. 

12  See  e.g..  Hay  v.  Commissioner  of  Internal 
Revenue  (4  Cir.  1044)  145  F.  2d  1001,  certi¬ 
orari  denied  (1945)  324  U.S.  863  (sole  stock¬ 
holder);  Commissioner  of  Internal  Revenue 
v.  Smith  (2  Cir.  1943)  136  F.  2d  556  (sole 
stockholder) ;  Paul  Plunkett  &  Co.  (1940)  42 
B.T.A.  464  (sole  stockholder);  G.  M.  Jackson 
(1939)  39  B.T.A.  937;  Kaspare  Cohn  Co.  Ltd. 
(1937)  35  B.T.A.  646  (sole  stockholder);  cf. 
Advance  Machinery  Exch.  v.  Commissioner 
of  Int.  Rev.  (2  Cir.  1952)  196  F.  2d  1006  (cor¬ 
poration  had  actual  control  over  the  Income 
of  two  other  corporations  and  a  partner¬ 
ship);  Shaw  Construction  Company  (1961) 
35  T.C.  1102  (corporation  had  actual  control 
over  the  income  of  other  multiple  corporate 
entities);  Munson  S.S.  Line  v.  Commissioner 
of  Int.  Rev.  (2  Cir.  1935)  77  F.  2d  849  (sole 
stockholder);  Southern  Pacific  Co.  v.  Lowe 
(1918)  247  US.  330  (sole  stockholder);  Gulf 
Oil  Corp.  v.  Lewellyn  (1918)  248  US.  71  (sole 
stockholder  except  for  qualifying  shares); 
Asiatic  Petroleum  Co.  v.  Commissioner  of  Int. 
Rev.  (2  Cir.  1935)  79  F.  2d  234,  certiorari  de¬ 
nied  (1935)  296  U.S.  645  (corporation  had 
actual  control  over  income  realized  by  sister 
subsidiary);  Rev.  Rule  54-596,  C.B.  1954-2, 


This  actual  command  of  the  Income  is 
the  essence  of  the  Treasury’s  own  regulation 
on  constructive  receipt  of  income  (Reg.  1- 
452.2(a)).  However,  the  provisions  of  sec¬ 
tion  13  of  H.R.  10650  would  allow  the  taxa¬ 
tion  of  income  to  shareholders  who  had  no 
command  of  the  income  and  no  possibility 
of  acquiring  actual  control  of  it.  Under  the 
provisions  of  section  13,  a  shareholder  who 
owned  10  percent  of  the  voting  power13 *  of  a 
foreign  corporation  and  who  had  no  relation¬ 
ship  with  the  other  shareholders,  no  repre¬ 
sentation  on  its  board  of  directors  and  no 
actual  power  to  determine  its  policies  would 
be  considered  to  have  constructively  re¬ 
ceived  income  of  the  corporation  which  as 
a  matter  of  actual  fact  he  might  never  re¬ 
ceive  or  have  command  over.  Further,  this 
attribution  might  occur  even  though  the 
corporation  could  not  have  distributed  the 
income  to  its  shareholders  by  reason  of  the 
law  of  the  country  of  its  organization.  The 
fact  that  the  shareholder  happened  to  be 
an  American  and  that  51  percent  of  the  total 
corporate  shares  were  held  by  Americans  is 
hardly  a  sufficient  basis  upon  which  to  con¬ 
clude  that  he  had  actual  control  over  the 
corporate  income.  It  cannot  be  logically 
reasoned  that  the  remaining  American  share¬ 
holders  were  subject  to  his  domination  and 
control  as  if  they  were  members  of  his  fam¬ 
ily  for  it  is  manifest  that  shareholders  who 
possess  only  a  common  nationality  do  not 
have  the  same  common  economic  interests  as 
do  members  of  a  natural  family  group. 

With  respect  to  the  10-percent  American 
shareholder,  there  is  in  my  view  no  difference 
between  a  situation  where  41  percent  of  a 
51-percent  American  majority  is  in  the  hands 
of  unrelated  Americans  and  one  where  all 
the  shares  other  than  his  10  percent  are  in 
the  hands  of  foreign  shareholders.  The  re¬ 
quirement  of  a  51-percent  majority  by  Ameri¬ 
can  shareholders  appears  to  have  been  in¬ 
serted  in  the  bill  in  order  to  arrive  at  a  more 
satisfactory  definition  of  an  actual  control 
situation.  Upon  close  analysis  it  will  be  seen 
that  this  provision  adds  nothing. 

The  attribution  of  the  Income  of  a  bona 
fide  operating  corporation  as  provided  in 
section  13  of  H-R.  10650  would  appear  to  at¬ 
tribute  the  income  of  A  to  B  in  violation  of 
constitutional  principles  discussed  herein¬ 
above. 

Should  the  present  bill  be  changed  and 
limited  to  foreign  corporations  with  a  small 
group  of  American  shareholders,  there  is  fur¬ 
ther  question  in  my  opinion  as  to  the  con¬ 
stitutionality  under  the  fifth  amendment  to 
the  U8.  Constitution  of  the  application  of 
this  special  treatment  to  the  shareholders 
of  one  class  of  bona  fide  corporations.  Con¬ 
gress  admittedly  has  a  broad  discretion  when 
it  engages  in  classification  under  the  taxa¬ 
tion  power.  We  are  dealing  here,  however, 
in  the  main  with  bona  fide  foreign  corpora¬ 
tions  that  are  being  singled  out  for  special 
treatment  solely  because  they  cannot  be  Ju- 
risdictionally  taxed  by  the  United  States. 
These  words  of  the  Supreme  Court  with  ref¬ 
erence  to  the  power  of  classification  are 
appropriate: 

“There  are,  however,  limits  to  the  power 
of  Congress  to  create  a  fictitious  status  under 
the  guise  of  a  supposed  necessity.”  (Helvering 
v.  City  Bank  Co.  (1935),  296  U.S.  85,  92.) 

This  memorandum  indicates  at  least  in 
my  opinion  that  there  are  serious  doubts 
as  to  the  validity  under  the  Constitution  of 
the  basic  provisions  of  section  13  of  H.R. 
10650.  The  testimony  before  the  House 
Ways  and  Means  Committee  and,  I  assume, 
before  this  committee  indicates  considerable 


13  A  shareholder  who  had  no  voting  power 
but  owned  shares  valued  at  10  percent  of  the 
total  share  value  would  have  Income  at¬ 
tributed  to  him  under  sec.  13. 
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difference  of  opinion  as  to  the  efficacy  of  this 
legislation  to  meet  the  problem,  if  one  exists. 
In  other  sections  of  the  bill,  H.R.  10650  has 
taken  steps  to  tighten  up  the  tax  treatment 
given  to  income  from  foreign  sources  and  to 
preclude  the  use  of  devices  to  attribute  im¬ 
properly  income  to  foreign  sources.  The  bill 
also  provides  for  the  Treasury  request  for 
more  extensive  reporting  requirements  with 
respect  to  certain  foreign  corporations. 
These  new  weapons  in  the  hands  of  the 
Treasury  may  enable  it  to  meet  adequately 
the  problem  to  which  its  request  is  directed 
without  plunging  into  the  doubtful  and 
exceedingly  controversial  area  of  the  attribu¬ 
tion  to  shareholders  of  the  income  of  bona 
fide  operating  corporations  organized  under 
the  laws  of  foreign  countries. 

Mr.  CURTIS.  Mr.  President,  I  also 
wish  to  have  printed  at  this  point  in  the 
Record  a  memorandum  on  the  compli¬ 
cations  which  would  develop  if  section  12 
is  enacted. 

There  being  no  objection,  the  memo¬ 
randum  was  ordered  to  be  printed  in  the 
Record,  as  follows: 

July  13,  1962. 

The  President, 

The  White  House, 

Washington,  D.C. 

Dear  Mr.  President:  In  our  conversation 
of  May  17,  I  promised  to  appoint  a  com¬ 
mittee  that  woud  analyze  the  U.S.  balance- 
of-payments  problem  and  offer  suggestions 
and  recommendations  on  behalf  of  the 
Chamber  of  Commerce  of  the  United  States 
for  dealing  with  it.  The  committee  that  I 
appointed  was,  as  you  will  see  from  the  at¬ 
tached  roster  of  its  members,  drawn  from 
the  business  community  and  is  composed  of 
men  who  by  reason  of  their  training  and 
responsibilities  inherent  in  their  individual 
positions  may,  I  think,  be  regarded  as  having 
special  competence  in  this  field.  The  com¬ 
mittee’s  report,  which  I  attach  hereto,  is 
submitted  with  the  concurrence  of  all  its 
members  and  with  the  unanimous  approval 
of  the  board  of  directors  of  the  national 
chamber. 

I  think  it  fair  to  observe  that  this  report, 
while  in  no  sense  neglectful  of  specifics,  ad¬ 
dresses  itself  more  fully  than  do  most  such 
reports  to  what  may  perhaps  be  described 
as  the  larger  economics  of  the  situation  in 
which  we  find  ourselves.  It  is  concerned 
with  the  implications  of  the  reemergence, 
after  many  years,  of  an  international  com¬ 
petitive  order,  and  with  the  necessity  of 
fitting  our  economy  to  the  requirements  of 
that  order.  It  is  especially  concerned  that 
this  be  done  without  sacrifice  of  any  of  the 
commercial  principles  for  which  we  have 
stood  as  sponsor  for  a  generation.  I  may 
add  that  while  the  report  in  no  way  mini¬ 
mizes  the  gravity  of  the  situation,  it  is  a 
hopeful  and  even  confident  report. 

I  am  authorized  by  the  committee  to  offer 
you  its  further  services  if,  in  your  judgment, 
those  services  can  in  any  way  be  useful 
to  you. 

Sincerely, 

H.  Ladd  Plumley. 

The  U.S.  Balance-of-Payments  Situation 

We  can  and  we  must  meet  the  problem 
posed  by  the  deficit  in  our  international  bal¬ 
ance  of  payments.  The  problem  is  a  serious 
one  for  two  reasons: 

First,  there  is  in  the  current  balance  of 
payments  situation  a  threat  to  existing 
monetary  arrangements,  here  and  in  the 
world  generally.  Gold  losses  of  the  magni¬ 
tude  experienced  in  recent  years  cannot  long 
be  sustained  even  though  the  reserves  of  our 
monetary  system  are  large.  Persistence  of 
such  losses  and  any  prolonged  accumulation 
at  recent  rates  of  foreign  short-term  claims 
against  the  dollar  pose  a  threat  to  continued 


acceptance  of  the  dollar  as  a  reserve  cur¬ 
rency  and  thus  endanger  the  entire  free  world 
structure  of  international  liquidity,  pay¬ 
ments  and  trade.  A  crisis  of  confidence  in 
the  dollar  would  deal  a  serious  blow  to  the 
position  of  the  United  States  as  leader  of  the 
free  world  and  would  dangerously  restrict  its 
flexibility  of  movement. 

There  is  a  second  aspect  of  the  problem 
which  is  of  equal  concern.  This  is  a  danger 
that,  in  concern  over  its  gravity,  steps  may 
be  taken  and  measures  adopted  the  abiding 
effect  of  which  will  be  to  compromise  or 
abridge  the  essential  principles  of  the  kind 
of  international  economic  community  we 
have  sought  to  foster  and  have  invested  bil¬ 
lions  of  dollars  to  achieve. 

The  balance  of  payments  situation  in 
which  we  find  ourselves  is  thus  serious,  and 
urgently  so,  but  it  does  not  follow  that  it 
is  immediately  critical  or  that  it  is  un¬ 
manageable. 

That  the  situation  is  not  immediately 
critical  is  chiefly  due  to  two  circumstances. 
The  first  is  that  this  country’s  internation¬ 
al  liquidity  position — defined  as  its  gold 
stock  and  holdings  of  convertible  curren¬ 
cies  plus  the  world’s  willingness  to  accept 
and  hold  dollar  assets — is  not  critically  im¬ 
paired.  The  second  is  that  a  number  of 
steps  have  been  taken,  typically  in  concert 
with  other  nations,  to  supplement  the  re¬ 
sources  and  facilities  that  would,  in  the 
event  of  emerging  crisis,  be  available  to  this 
country’s  monetary  authorities. 

We  here  refer  to  the  operations  of  the 
Treasury  and  the  Federal  Reserve  in  the  in¬ 
ternational  money  market,  and  to  increased 
multilateral  cooperation  through  the  Basle 
Group,  the  gold  pool,  and  IMF.  These 
measures  are  to  be  commended.  They  add 
to  our  strength  and  assurance  as  we  deal 
with  the  fundamental  problem  of  improv¬ 
ing  the  long-range  competitive  position  of 
the  United  States  in  the  world  economy, 
and  they  have  in  them  a  basis  for  strength¬ 
ening  the  international  financial  structure. 

We  have  said  further  that  the  balance-of- 
payments  situation  is  not  unmanageable. 

That  situation  is  not  the  resuit  of  a  sudden 
reversal  in  the  balance  of  our  international 
accounts:  it  comes  instead  from  a  substan¬ 
tial  increase  of  an  imbalance  that  had  pre¬ 
vailed  for  the  greater  part  of  a  decade.  This 
substantial  increase  of  imbalance  was,  fur¬ 
thermore,  contemporaneous  with  the  reemer¬ 
gence  after  a  long  lapse  of  years  of  something 
approximating  an  international  competitive 
system.  Productive  capacities,  particularly 
those  of  Europe,  had  been  restored  and  had 
become  competitive  with  our  own.  No 
longer  were  we  in  the  position  of  being  the 
world’s  one  certain  source  of  supply  for  most 
manufactured  goods.  Equally  important 
was  the  reconstruction  of  the  world’s  mone¬ 
tary  system  on  a  basis  of  external  converti¬ 
bility,  which  had  the  effect  of  exposing  the 
dollar  to  international  pressures  not  expe¬ 
rienced  for  over  a  generation. 

In  short,  the  problem  that  confronts  us  is 
not  that  of  repairing  a  disrupted  American 
economy  but  of  adjusting  it  to  a  world  com¬ 
petitive  order — the  kind  of  order  that  we  have 
worked  ever  since  World  War  II  to  achieve. 

There  appear  to  the  committee  to  be  rea¬ 
sons  for  believing  that  the  required  process 
of  adjustment  can  be  realized  and  that,  in 
particular,  it  can  and  must  be  realized  with¬ 
out  resort  to  unwise  expedients,  such  as,  for 
example,  control  of  capital  movement  or 
foreign  exchange. 

The  process  of  international  adjustment 
to  an  emergent  world  competitive  system 
will  in  some  part  take  place  in  other  coun¬ 
tries,  as  indeed  it  is  already  beginning  to  do. 
The  rapid  rate  of  growth  in  Western  Europe 
and  Japan  is  leading  to  relatively  rapid  in¬ 
creases  in  wages  and,  to  a  measurable  ex¬ 
tent,  in  prices  as  well.  These  changes  will 
undoubtedly  have  the  effect  of  helping  in 
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some  measure  to  restore  equilibrium  to  the 
international  payments  situation. 

It  appears  reasonable  to  expect  countries 
experiencing  sustained  surpluses  on  balance 
of  payments  to  embrace  policies  appropriate 
to  their  creditor  position.  Nevertheless,  the 
task  of  the  United  States  is  inescapable,  and 
can  neither  be  avoided  nor  deferred.  It  is 
mandatory  that  the  U.S.  economy  maintain 
and  improve  its  competitive  position,  and 
that  we  comply  fully  with  our  responsibilities 
as  the  world’s  banker  and  custodian  of  the 
key  international  currency. 

The  Nation’s  task,  as  it  is  defined  by  these 
observations,  appears  to  require  two  direc¬ 
tions  for  action.  The  first  is  to  settle  upon 
what  is  to  be  the  U.S.  economy’s  role,  with¬ 
in  the  world  economy  and  the  second  is  to 
insure  that  the  U.S.  economy  is  adequately 
competitive  to  fulfill  that  role. 
the  role  of  the  united  states  in  the  world 

ECONOMY 

A  primary  consideration  here  is  the  magni¬ 
tude  of  outlay  for  military  expenditures 
abroad  and  economic  aid  to  developing  coun¬ 
tries  for  which  our  economy  must  make 
provision  in  the  form  of  an  excess  of  exports 
over  imports  of  goods  and  services.  These 
items  are  sometimes  said  to  be  the  seat  of 
our  present  serious  problem,  and  it  is  inescap¬ 
able  that  the  greater  their  amount  the  more 
rigorously  competitive  must  our  economy 
become. 

Military  expenditures  and  economic  aid 
are  here  considered  apart  from  private  capital 
flows  for  two  reasons.  In  the  first  place, 
their  size,  and  indeed  the  fact  that  they  exist 
at  all,  is  not  primarily  determined  by  eco¬ 
nomic  forces,  as  are  international  capital 
movements.  In  the  second  place,  these  are 
outlays  that,  bearing  as  they  do  on  the  gen¬ 
eral  interests  of  an  Atlantic  community 
now  substantially  restored  to  economic 
health,  can  be  more  equitably  shared  than 
would  have  been  possible  10  or  even  5  years 
ago.  It  is  the  view  of  the  committee  that 
the  encouragingly  productive  efforts  of  re¬ 
cent  years  to  secure  the  sharing  of  these  out¬ 
lays  must  be  pursued  with  unremitting  vigor. 

The  role  of  the  U.S.  economy  within  the 
world  economy  so  far  as  private  capital  is 
concerned  is  a  different  matter. 

It  is  the  conviction  of  this  committee  that 
the  United  States  must  be  preserved  as  a 
free  and  unrestricted  market  for  capital 
funds,  whichever  may  be  the  direction — in 
or  out — of  the  flow  of  such  funds.  For  one 
thing,  it  is  seriously  to  be  doubted  that  the 
integrity  of  the  dollar  as  a  reserve  currency 
can  be  maintained  unless  the  market  for 
capital  be  free.  But  beyond  this  is  the  evi¬ 
dent  fact  that  private  investments  abroad 
are  today  a  substantial  source  of  interna¬ 
tional  income  to  an  economy  seriously  in 
need  of  it.  The  unimpeded  flow  of  such  pro¬ 
ductive  investment  funds  is  thus  essential 
to  the  United  States  if  we  are  to  take  advan¬ 
tage  of  the  opportunities  which  will  prevail 
in  an  expanding  international  economy.  If 
foreign  investment  is  discouraged,  an  im¬ 
portant  and  rising  long-term  source  of  reve¬ 
nue  from  abroad  will  be  seriously  impaired 
to  the  detriment  of  the  country’s  future 
balance-of -payments  position. 

If  freedom  of  capital  movement  is  thus  to 
be  preserved,  as  we  believe  is  required,  then 
it  follows  that  we  must,  as  the  occasion  de¬ 
mands,  adopt  and  adhere  to  monetary  and 
fiscal  policies  consistent  with  our  role  in  the 
world  economy.  If  interest  rates  in  the 
United  States  are  too  low  in  relation  to  the 
rates  at  which  funds  can  be  effectively  placed 
or  borrowed  abroad,  either  our  rates  must 
rise  or  foreign  rates  must  decline.  At  this 
time,  it  seems  obvious  that  interest  rates  in 
the  United  States  must  be  allowed  to  rise. 
Flexible  interest  rates  are  an  essential  part 
of  the  balance-of-payments  adjustment 
mechanism.  While  it  is  of  utmost  impor- 
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tance  that  interest  rate  flexibility  be  ac¬ 
cepted  in  the  other  major  countries  also, 
the  United  States  cannot  avoid  this  same 
discipline  If  we  are  to  retain  the  dollar  as 
a  key  unit  of  international  exchange. 

Finally,  this  committee  believes  that  there 
is  no  justification  for  a  change  in  the  dollar 
price  of  gold,  and  that  such  a  change,  if 
effected,  would  make  no  useful  contribution 
to  the  solution  of  our  balance-of-payments 
problem. 

MAINTAINING  THE  COMPETITIVENESS  OF  THE 
U.S.  ECONOMY 


It  is  imperative  that  every  present  action 
be  shaped  to  the  pattern  of  the  kind  of 
economy  that  can  be  a  continuing  viable 
part  of  the  competitive  world  economy  that 
is  now  emergent.  Restriction,  for  example, 
of  investment  abroad  for  the  sake  of  relief 
from  today’s  pressures  would  be  as  short¬ 
sighted  as  restriction  of  commodity  imports. 
The  sustained  strength  of  the  U.S.  payments 
position  on  commercial  account  provides 
substantial  basis  for  faith  that  our  economy 
has  the  resourcefulness  to  maintain  its  place 
in  a  competitive  world  order,  provided  only 
that  we  are  prepared  to  abide  by  the  rules 
of  such  an  order. 

The  first  requisite  of  such  an  order  is  that 
the  private  sector  of  the  American  economy 
be  made  able  to  produce  a  current  balance 
of  goods  and  services  that,  after  provisions 
for  its  investment  abroad,  is  adequate  to 
cover  our  outlays  for  military  expenditure 
and  foreign  aid.  The  second  requisite  is  that 
this  end  be  realized  within  the  context  of 
a  commercial  policy  exemplified  so  far  as 
commodity  trade  is  concerned  by  the  tariff 
proposals  in  title  II  of  the  Trade  Expansion 
Act  of  1962  (H.R.  11970). 

To  be  made  competitive  in  the  degree  re¬ 
quired  by  the  obligations  of  military  assist¬ 
ance  and  foreign  aid,  two  types  of  action 
are  required. 

The  first  is  that  we  must  hold  the  line 
so  far  as  costs  are  concerned.  This  is  a 
minimum  requirement,  because,  while  we 
are  presently  competitive  in  the  sense  that 
our  economy  continues  to  provide  an  export 
balance  on  current  account,  we  are  not  com¬ 
petitive  enough  to  provide  the  balance  re¬ 
quired  of  us.  Holding  the  line  on  costs 
requires  forthright  rejection  of  inflationary 
monetary  and  fiscal  policies. 

This  is  not  only  a  minimum  requirement, 
it  is  imperative.  The  situation  in  which,  as 
far  asjthe  balance  of  payments  is  concerned, 
we  find  ourselves  is  so  serious  that  we  can¬ 
not  afford  to  lose  ground.  Indeed,  it  is  the 
conviction  of  this  Committee  that,  with  due 
allowance  for  essential  defense  requirements, 
the  balance-of-payments  situation  is  so 
pressing  that  until  the  required  improve¬ 
ment  has  been  registered  in  the  U.S.  posi¬ 
tion  within  the  world  competitive  order, 
any  other  objectives  of  national  fiscal  and 
credit  policy  must  be  subordinated  to  this 
one.  The  Committee  does  not  believe  that 
this  objective  is  inconsistent  with,  but  rather 
that  it  is  prerequisite  to,  sustained  full  em¬ 
ployment  and  economic  growth.  In  fact, 
a  U.S.  economy  that  is  a  continuing  viable 
part  of  the  competitive  world  economy  has 
its  own  contribution  to  make  to  the  attain¬ 
ment  of  these  domestic  objectives  as  well. 

The  second  requirement  is  that  policy 
must  be  directed  to  increasing  the  effective¬ 
ness  of  the  American  economy  both  in  sup¬ 
plying  commodities  in  the  world  market  and 
in  the  provision  of  income  from  services,  in¬ 
cluding  tourist  expenditures  in  the  United 
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sion  of  effort  in  all  free  world  markets.  Tax 
proposals,  such  as  certain  of  those  now  un¬ 
der  consideration  in  H.R.  10650,  which  would 
reduce  U.S.  competitive  capabilities  in  for¬ 
eign  markets  should  not  be  adopted. 

Other  policies  affecting  our  competitive 
ability  to  supply  goods  in  the  world  market 
include  tax  revisions  appropriate  to  the  stim¬ 
ulation  of  investment  both  at  home  and 
abroad.  It  is  the  opinion  of  the  committee 
that  each  such  revision  should  be  made  the 
occasion  for  careful  and  discriminating  re¬ 
view  of  Government  expenditure,  in  order 
to  minimize  the  net  impact  on  the  Govern¬ 
ment’s  budgetary  position.  Continued  def¬ 
icit  financing  can  produce  neither  confidence 
nor  sound  progress.  It  is  essential,  too,  to 
encourage  U.S.  firms  to  compete  more  actively 
abroad.  In  this  latter  respect,  we  particu¬ 
larly  endorse  the  trade  promotion  program 
of  the  Department  of  Commerce,  the  ex¬ 
port  credit  insurance  program  of  the  Export- 
Import  Bank,  and  the  continuing  efforts  of 
the  responsible  agencies  to  abate  and  remove 
all  remaining  restraints  upon  the  movement 
of  U.S.  products  into  foreign  markets. 

Our  future  balance-of-payments  position 
will  be  determined  primarily  by  just  one 
thing:  the  ability  of  American  business  to 
compete  successfully  and  adequately  in  all 
markets  of  the  free  world. 

In  summary,  this  committee  recommends 
the  following  policy  guidelines  for  dealing 
with  the  balance-of-payments  situation: 

1.  Continued  efforts  to  develop  multilat¬ 
eral  cooperation  for  strengthening  the  inter¬ 
national  financial  structure. 

2.  Reassessment  of  U.S.  unilateral  govern¬ 
mental  transfers  and  military  expenditures 
abroad,  to  eliminate  unnecessary  drains 
wherever  possible. 

3.  Increased  efforts  to  persuade  our  major 
allies  to  shoulder  a  greater  share  of  the  com¬ 
mon  burden  of  free  world  defense  and  aid 
to  the  developing  areas. 

4.  Rejection  of  any  move  in  the  direction 
of  limitation  of  the  United  States  as  a  capi¬ 
tal  market. 

5.  Adoption  of  an  interest  rate  policy  suf¬ 
ficiently  flexible  to  bring  U.S.  rates  into  line 
with  those  of  our  major  trading  partners 
whenever  necessary. 

6.  Maintenance  of  the  present  dollar  price 
of  gold. 

57  ■  Forthright  rejection  of  inflationary 
monetary  and  fiscal  policies. 

8.  Increasing  efforts  along  the  lines  set 
forth  in  title  II  of  the  Trade  Expansion  Act 
to  reduce  tariffs  and  other  barriers  to  world 
trade. 

9.  Reduction  and  revision  of  U.S.  tax 
schedules  appropriate  to  the  stimulation  of 
investment  both  at  home  and  abroad. 

10.  Continued  encouragement  of  U.S.  firms 
to  compete  more  actively  abroad. 

BALANCE  OF  PAYMENTS  COMMITTEE 

Norman  T.  Ness,1  chairman,  vice  president 
and  secretary,  Anderson,  Clayton  &  Co 
Post  Office  Box  2538,  Houston,  Tex. 

Joel  Barlow,1  Covington  &  Burling,  701 
Union  Trust  Building,  Washington,  D.C. 

William  Blackie,  president.  Caterpillar 
Tractor  Co.,  Peoria,  Ill. 

George  H.  Chittenden,  vice  president,  Mor¬ 
gan  Guaranty  Trust  Co.,  23  Wall  Street,  New 
York,  N.Y. 

Emilio  G.  Collado,  vice  president.  Standard 
Oil  Co.  of  New  Jersey,  30  Rockefeller  Plaza 
New  York,  N.Y. 

Archie  K.  Davis,1  chairman  of  the  board 
Wachovia  Bank  &  Trust  Co.,  Post  Office 
Box  3099,  Winston-Salem,  N.C. 

Raymond  Eppert,  president.  Burroughs 
Corp.,  6071  Second  Avenue,  Detroit,  Mich. 

David  L.  Grove,  vice  president.  Bank  of 
America,  N.T.  &  S.A.,  300  Montgomery  Street 
San  Francisco,  Calif. 
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James  A.  Jacobson,  senior  vice  president, 
Chase  Manhattan  Bank,  1  Chase  Manhattan 
Plaza,  New  York,  N.Y. 

August  Maffry,  senior  vice  president,' Irv¬ 
ing  Trust  Co.,  1  Wall  Street,  New  York,  N.Y. 

Emil  J.  Pattberg,  Jr.,  president.  The  First 
Boston  Corp.,  15  Broad  Street,  New  York 
N.Y. 

Clarence  J.  Ruethling,  vice  president.  First 
National  Bank  of  Chicago,  38  South  Dear¬ 
born  Street,  Chicago,  Ill. 

A.C.  Vuillemin,  director,  World  Trade  Re¬ 
search,  GM  Overseas  Operations,  1775  Broad¬ 
way,  New  York,  N.Y. 

Robert  A.  McPheeters,  Jr.,  secretary.  In¬ 
ternational  Relations  Department,  Chamber 
of  Commerce  of  the  United  States,  1615  H 
Street  NW.,  Washington,  D.C. 

Bertram  F.  Levin,  staff  economist,  Eco¬ 
nomic  Research  Department,  Chamber  of 
Commerce  of  the  United  States,  1615  H 
Street  NW.,  Washington,  D.C. 

Mr.  CURTIS.  Mr.  President,  I  am 
not  in  favor  of  permitting  foreign  cor¬ 
porations  being  organized  to  avoid  the 
Federal  tax  on  income  attributable  to 
activities  in  this  country.  If  they  are 
sham  corporations  or  corporations  or¬ 
ganized  to  avoid  the  American  tax,  this 
can  be  prevented  without  violating  the 
Constitution.  Section  482  of  the  exist¬ 
ing  law  gives  the  Treasury  authority  to 
allocate  income  and  deductions  among 
related  taxpayers  where  he  determines 
that  such  allocation  is  necessary  in  order 
to  prevent  evasion  of  taxes.  The  In¬ 
ternal  Revenue  Service  today  is  check¬ 
ing  very  carefully  on  the  transfer  pric¬ 
ing  of  exports,  particularly  where  for¬ 
eign  subsidiaries  are  involved.  In  addi¬ 
tion,  if  we  should  find  that  a  corpora¬ 
tion  is  being  organized  abroad  for  the 
purpose  of  unreasonably  accumulating 
its  income  to  avoid  the  Federal  income 
tax,  we  can  apply  the  same  rule  that  we 
now  apply  in  the  case  of  a  domestic  cor¬ 
poration  which  is  unreasonably  accumu¬ 
lating  its  surplus  to  avoid  the  payment 
of  its  income  tax.  This  can  adequately 
be  done  under  the  bill  and  I  hope  an 
amendment  will  be  offered  to  accom¬ 
plish  that  purpose. 


TIGHT-MONEY  POLICY  PREVENTED 
FED  HELP  THIS  YEAR 

Mr.  PROXMIRE.  Mr.  President,  this 
morning’s  New  York  Times  reports  the 
statement  of  a  Director  of  the  Federal 
Reserve  Board,  George  W.  Mitchell.  Mr. 
Mitchell,  who,  incidentally,  was  the  most 
recent  appointee,  and  I  understand  the 
only  Kennedy  appointee,  to  the  Federal 
Reserve  Board,  says: 

The  balance-of-payments  problem  has  pre¬ 
vented  the  Federal  Reserve  System  from 
pursuing  an  easier  money  policy  that  might 
have  helped  the  Nation’s  economy  grow 
faster  this  year. 

This  is  a  very  significant  statement, 
because  it  contradicts  a  statement  made 
before  the  Joint  Economic  Committee  by 
the  Secretary  of  the  Treasury  and  the 
Chairman  of  the  Board  of  Governors  of 
the  Federal  Reserve  Board.  I  very 
strongly  agree  with  Mr.  Mitchell.  I  think 
he  is  a  refreshing  breath  on  the  Federal 
Reserve  Board.  However,  I  do  feel  very 
strongly,  also,  that  it  is  a  great  mistake 
for  us  to  tailor  our  monetary  policy  to 
the  notion  that  we  have  an  unfavorable 
balance  of  payments,  when  the  authori- 
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ties  who  have  studied  this  agree  over¬ 
whelmingly  that  the  interest  differential 
plays  a  very  minor — in  fact,  an  insig¬ 
nificant — part  in  determining  the  flow 
of  capital  funds. 

This  opinion  has  been  given  by  out¬ 
standing  authorities  on  the  question,  in¬ 
cluding  the  Federal  Reserve’s  Economist 
Robert  Comar,  Assistant  Treasury  Sec¬ 
retary  Robert  Roosa,  and  Dr.  Philip  Bell, 
of  Haverford  University,  who  included 
well-thought-out  and  well-documented 
evidence  before  the  committee. 

Again  and  again  we  have  asked  our 
top  money  managers  when  they  ex¬ 
cused  high  interest  rates  on  the  alibi 
that  our  balance  of  payments  require 
them  to  document  their  position,  by  prov¬ 
ing  high  interest  is  necessary  to  prevent 
adverse  capital  flows  they  have  not  been 
able  to  do  so.  Even  the  studies  made  by 
the  Federal  Treasury  and  the  Federal 
Reserve  Board  have  supported  the  posi¬ 
tion  we  take  that  higher  interest  rates 
as  a  method  of  preventing  capital  ’ out¬ 
flow  or  to  lure  money  into  this  country  is 
not  an  effective  method  of  accomplish¬ 
ing  either  purpose. 

I  ask  unanimous  consent  that  the  arti¬ 
cle  from  the  New  York  Times  of  today, 
under  the  headline,  “Payments  Deficit 
Seen  Credit  Bar’’  be  printed  in  the  Rec¬ 
ord  at  this  point. 

There  being  no  objection,  the  article 
was  ordered  to  be  printed  in  the  Record, 
as  follows: 

Payments  Deficit  Seen  Credit  Bar — May 

Have  Put  Unwarranted  Checks  on  Econ¬ 
omy,  Says  Director  of  Reserve 

Washington,  August  24. — The  balance-of- 
payments  problem  has  prevented  the  Federal 
Reserve  System  from  pursuing  an  easier 
money  policy  that  might  have  helped  the 
Nation’s  economy  grow  faster  this  year,  ac¬ 
cording  to  George  W.  Mitchell  of  the  Fed¬ 
eral  Reserve  Board. 

Mr.  Mitchell,  formerly  director  of  re¬ 
search  for  the  Federal  Reserve  Bank  of  Chi¬ 
cago,  is  the  only  appointee  of  President 
Kennedy  on  the  seven-man  board.  He 
stated  his  views  in  a  speech  yesterday  at 
Madison,  Wis. 

Mr.  Mitchell  did  not  say  that  the  system 
should  have  been  maintaining  looser  reins 
on  credit,  or  even  that  such  a  program 
would  have  prevented  this  year’s  slowdown 
in  the  economic  uptrend. 

POSSIBLE  RESTRICTIVE  EFFECTS 

He  did  say,  however,  contrary  to  recent 
statements  by  other  authorities  in  this  field, 
that  the  international  payments  problem 
may  have  had  unwanted  restrictive  effects 
on  the  domestic  economy. 

The  problem  is  this:  to  cope  with  the 
!balance-of-payments  deficit — more  money 
flowing  out  than  in — the  Federal  Reserve  and 
the  Treasury  have  sought  to  keep  short-term 
interests  rates  high  enough  to  discourage 
an  outflow  of  funds  seeking  better  returns 
abroad.  To  cope  with  the  domestic  prob¬ 
lem,  the  money-policy  managers  want  to 
avoid  interests  rates  that  would  discourage 
borrowing  and  expansion  at  home. 

CHAIRMAN  TESTIFIES 

William  McChesney  Martin,  Jr.,  Chairman 
of  the  Federal  Reserve  Board,  testified  to  the 
Joint  Economic  Committee  of  Congress  last 
week  that  this  problem  “has  not  yet  con¬ 
stituted  as  clear  cut  a  dilemna  as  some  ob¬ 
servers  suggest.”  Up  to  now,  he  said,  the 
Federal  Reserve  has  not  had  to  choose  be¬ 
tween  the  domestic  and  international  prob¬ 
lems  in  deciding  what  policy  to  adopt. 


Douglas  Dillon,  the  Secretary  of  the  Treas¬ 
ury,  testified  the  following  day  that  "there 
is  no  lack  of  credit  availability  from  do¬ 
mestic  expansion.” 

A  basic  Martin-Dillon  point  was  that 
while  short-term  interest  rates  had  indeed 
been  pushed  upward  recently  for  the  spe¬ 
cific  purpose  of  discouraging  outflow,  long¬ 
term  rates  had  remained  relatively  steady 
and  some,  notably  mortgage  rates,  had  ac¬ 
tually  been  declining. 

Walter  W.  Heller,  Chairman  of  President 
Kennedy’s  Council  of  Economic  Advisers, 
had  testified  to  the  same  committee  a  week 
earlier  that  the  late-spring  uptrend  in  rates 
on  long-term  Government  securities  was  “a 
very  serious  source  of  concern  to  us.” 

He  underscored  his  concern  by  saying 
that  “interest  rates  must  not  be  tightened 
one  basis  point  (one  one-hundredth  of  1 
percent)  more,  and  credit  must  not  be 
tightened  $1  more,  than  required  by  the 
balance  of  payments.” 

SITUATION  DELICATE 

The  Dillon,  Martin,  and  Heller  statements, 
and  now  the  Mitchell  speech,  do  not  mean 
that  there  is  conflict  among  the  policy¬ 
makers.  Rather,  they  reflect  the  delicacy 
of  making  policy  in  the  present  situation. 

According  to  the  Martin  and  Dillon  testi¬ 
mony,  the  present  outlook  is  for  interest 
rates  to  continue  more  or  less  as  they  are, 
barring  a  strong  upsurge  in  demand  for 
loans. 

Mr.  Mitchell’s  actual  words  were:  "The 
slower  expansion  thus  far  in  1962  suggests 
that  a  more  aggressive  money  policy  in¬ 
volving  greater  availability  might  have  led 
to  a  fuller  utilization  of  resources.”  The 
Reserve  System,  however,  has  had  to  bal¬ 
ance  that  possibility  against  the  risk  that 
lower  interests  rates  might  have  worsened 
the  balance-of-payments  problem,  he  said. 

He  said  that  the  System’s  actions  to  sup¬ 
port  short-term  rates  may  have  kept  long¬ 
term  rates  from  declining  more,  mainly  be¬ 
cause  the  higher  short-term  rates  made 
short-term  investment  “too  attractive  in 
this  period  of  uncertainty.” 


REVENUE  ACT  OF  1962 

The  Senate  resumed  the  consideration 
of  the  bill  (H.R.  10650)  to  amend  the 
Internal  Revenue  Code  of  1954  to  provide 
a  credit  for  investment  in  certain  de¬ 
preciable  property,  to  eliminate  certain 
defects  and  inequities,  and  for  other  pur¬ 
poses. 


WHY  INVESTMENT  CREDIT  SHOULD 

BE  KNOCKED  OUT  OF  TAX  BILL 

Mr.  PROXMIRE.  Mr.  President,  what 
is  the  pending  business? 

The  PRESIDING  OFFICER.  The 
business  pending  before  the  Senate  is 
H.R.  10650,  the  tax  bill. 

Mr.  PROXMIRE.  I  asked  that  ques¬ 
tion  because  I  intend  to  make  a  some¬ 
what  protracted  speech  on  the  tax  bill. 
I  wish  to  emphasize  that,  while  this  will 
be  a  long  speech,  I  deliberately  chose 
a  late  hour  on  Saturday  afternoon  be¬ 
cause  I  wanted  it  understood  that  I  have 
no  intention  of  delaying  consideration 
or  a  vote  on  the  tax  bill.  Also,  my  re¬ 
marks,  while  they  will  take  some  time, 
will  be  as  relevant  and  as  pertinent  as 
I  can  make  them.  I  not  only  will  make 
them  relevant  to  the  tax  bill,  but  to  one 
section.  There  are  other  sections  on 
which  I  feel  strongly,  but  I  am  going  to 
discuss  only  one,  that  on  investment 
credit. 


The  investment  credit  provision  was 
proposed  by  the  administration,  I  am 
sure  with  great  sincerity,  for  the  purpose 
of  encouraging  an  increase  in  investment 
in  plant  and  equipment.  However,  in 
the  process  of  consideration  for  10 
months  last  year  by  the  Ways  and  Means 
Committee  of  the  House,  and  for  many 
months  this  year  by  the  Finance  Com¬ 
mittee  of  the  Senate,  that  original  pro¬ 
posal  has  been  changed  enormously. 

It  is  my  belief  that  investment  credit, 
which  I  very  strongly  oppose,  will  result 
in  a  tax  loss  for  this  Government  of  more 
than  $1  billion.  That  $1  billion  loss  of 
revenue  will  be  at  a  time  when  we  have  a 
large  deficit.  We  had  a  big  deficit  last 
year.  We  are  going  to  have  a  deficit 
this  year,  and  everybody  knows  it,  re¬ 
gardless  of  business  conditions,  and  eve=i 
without  a  tax  cut  which  the  President 
has  said  will  be  recommended  next  year. 
A  tax  cut  will  increase  that  deficit 
further. 

In  addition  to  the  deficit  anticipated 
for  this  last  year,  we  have  an  additional 
$iy2  billion  tax  cut  which  the  Treasury 
has  already  given  to  business  by  adjust¬ 
ment  in  depreciation  schedules. 

This  is  not  only  a  tax  reduction  and,  in 
my  judgment,  and  in  the  judgment  of 
most  of  the  witnesses  who  appeared  be¬ 
fore  the  Finance  Committee  and  testi¬ 
fied  on  this  subject — and  I  have  very 
carefully  gone  through  all  the  testimony 
on  investment  credit — it  is  a  subsidy,  and 
is  defined  and  described  as  a  subsidy,  but 
the  amazing  thing  is  that  it  is  an  un¬ 
wanted  subsidy.  Business  does  not  want 
it.  Spokesmen  for  business,  from  out¬ 
standing  business  firms  or  business  asso¬ 
ciations,  chambers  of  commerce,  oppose 
it  emphatically  and  clearly,  and  the  Na¬ 
tional  Association  of  Manufacturers  op¬ 
poses  it,  and  did  so  with  great  emphasis 
and  detail  in  those  hearings. 

I  am  going  to  quote  a  number  of  busi¬ 
ness  leaders  who  oppose  it  for  definite 
reasons,  and  not  merely  because  the  Ken¬ 
nedy  administration  offered  it.  On  the 
contrary,  they  oppose  it  because  they 
think  it  is  unfair,  will  not  work,  is  a  sub¬ 
sidy,  and  will  increase  our  deficit. 

I  say  it  will  not  work,  not  merely  on 
the  basis  of  simple  opposition  to  it,  but 
on  the  basis  of  a  very  careful  business 
survey.  McGraw-Hill,  which  is  recog¬ 
nized  as  one  of  the  most  competent  and 
careful  business  surveying  organizations 
in  the  country,  made  a  survey  of  busi¬ 
ness  recently,  very  widespread  and  ex¬ 
tensive,  and  found  that  the  $1,300  million 
reduction  in  revenues  would  result  next 
year  in  a  $300  million  increase  in  plant 
and  equipment,  if  the  hundreds  of  peo¬ 
ple  who  were  interviewed  reflect  business 
opinion.  On  the  basis  of  the  McGraw- 
Hill  surveys,  which  have  been  extraordi¬ 
narily  accurate  in  the  past,  there  is  eveiy 
reason  to  believe  that  this  is  a  pietty 
close  and  accurate  estimate. 

Think  of  it,  a  tax  loss  to  our  Treasury 
of  $1,300  million.  But  how  much  of  a 
stimulus  to  the  economy?  Over  $300 
million.  It  is  pathetically  inadequate. 
There  are  reasons  for  that,  which  I  shall 
point  out. 

The  National  Industrial  Conference 
has  made  a  study  of  the  impact  of  in- 
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vestment  credit,  and  it  arrived  at  almost 
the  same  figure.  It  found  the  increase 
in  plant  and  equipment  would  be  about 
1  percent— in  fact,  a  little  less  than  1 
percent.  Since  the  investment  in  plant 
and  equipment  is  expected  to  be  about 
$38  billion,  that  increase  would  also  be 
about  $300  million. 

The  Wall  Street  Journal  made  a  survey 
of  some  68  Aims,  and  it  found  that  of 
these  leading  firms — Aims  that  would 
certainly  have  to  be  an  important  factor 
if  we  are  going  to  have  a  substantial  in¬ 
crease  in  plant  and  equipment — only  1 
out  of  the  68  leading  firms  in  our  coun¬ 
try  said  it  would  increase  or  modify  or 
change  its  investment  policy  because  of 
the  investment  tax  credit — one  firm. 

Mr.  President,  the  argument  which  is 
used  in  great  detail  and  with  very  great 
emphasis  by  the  Secretary  of  the  Treas¬ 
ury  and  by  others  who  favor  this  meas¬ 
ure  is  that  it  is  necessary  because  it 
would  improve  our  balance  of  trade  and 
would  put  us  in  a  stronger  position  to 
compete  with  other  countries.  The  ar¬ 
gument  is  made  that  other  countries 
have  similar  credits  or  have  more  rap¬ 
idly  accelerated  depreciation  and  that 
business  firms  operating  in  other  coun¬ 
tries  have  an  advantage  over  American 
business  firms. 

Mr.  President,  this  is  not  true  on  any 
basis  at  all.  It  cannot  be  shown,  as  I 
shall  show,  that  the  firms  of  other 
countries  have  a  competitive  advantage 
because  of  depreciation  policy.  It  can¬ 
not  be  shown,  as  a  matter  of  fact — and 
this  is  the  telling  point,  in  my  judg¬ 
ment — that  we  suffer  at  the  present 
time  or  are  likely  to  suffer  in  the  near 
future  an  adverse  balance  of  trade. 

It  is  true  that  we  have  an  adverse 
balance  of  payments,  but  we  have  a 
favorable  balance  of  trade.  When  I  say 
“favorable,”  I  mean  emphatically  favor¬ 
able.  We  have  a  favorable  balance  of 
trade  now  which  is  running  about  $5 
billion  a  year.  We  sell  $5  billion  a  year 
more  abroad  than  we  buy  from  abroad. 
That  means  that  other  countries  have 
an  adverse  balance  of  trade.  The  for¬ 
eign  nations  might  be  anxious  to  modify 
their  labor  policies,  their  tax  policies, 
or  other  policies,  to  see  if  they  can  cor¬ 
rect  their  adverse  balances  of  trade,  but 
we  have  a  very  favorable  balance  of 
trade. 

Some  people  say  we  have  that  favor¬ 
able  balance  of  trade  because  of  our  for¬ 
eign  aid  program,  which  ties  in  a  lot 
of  offshore  procurement;  that  Is,  other 
countries  have  to  buy,  with  the  proceeds 
of  foreign  aid,  goods  from  this  country. 
It  is  true  that  this  is  a  factor.  It  is 
also  true  that  we  export  a  great  deal  of 
food  which  is  paid  for  on  a  soft  cur¬ 
rency  basis,  which  we  never  really  re¬ 
ceive. 


Nevertheless,  leaving  that  out  of  ac¬ 
count,  our  commercial  surplus,  or  our 
commercial  favorable  balance  of  trade, 
is  $2.6  billion  a  year. 


inJh^.s  means  that  Americans  are 
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only  on  the  commercial  area,  we  have  a 
favorable  balance  of  trade  with  other 
countries  of  $2.6  billion  a  year,  which  is 
a  very  substantial  proportion  of  the  total 
amount  of  exports  and  the  total  amount 
of  imports.  It  is  heavy  indeed. 

It  is  unlikely  that  we  can  maintain 
that  favorable  balance  of  trade.  Once 
again  I  insist  that  other  countries 
cannot,  for  long,  continue  to  have  an 
unfavorable  balance  of  trade. 

Therefore,  I  argue  that  the  conten¬ 
tion  on  the  part  of  the  Secretary  of  the 
Treasury — and  this  is  the  point  at  which 
he  puts  overwhelming  weight  in  his 
argument — that  we  must  provide  a  tax 
“gimmick”  of  this  kind,  a  tax  subsidy  of 
this  kind  to  business,  which  business  does 
not  want,  to  increase  the  competitive 
efficiency  of  its  operations  compared  to 
other  nations  simply  does  not  hold  up. 

On  the  basis  of  the  clear  comparison 
of  our  capacity  to  sell  abroad  in  competi¬ 
tion  with  the  capacity  of  foreign  firms 
to  sell  in  this  country,  we  are  com¬ 
peting  extraordinarily  well  right  now. 

Mr.  President,  as  this  incentive  pro¬ 
vision  was  originally  designed,  it  made 
a  certain  amount  of  sense. 

As  it  was  originally  designed,  this 
proposal  would  have  provided  a  15-per¬ 
cent  credit,  but  only  for  additional  in¬ 
vestment.  It  would  have  provided  for 
a  6-percent  credit  for  50  percent  of 
regular  investment.  That  would  have 
provided  a  real  incentive  for  firms  to 
increase  their  investment  and  to  invest 
more.  Of  course,  that  kind  of  incentive 
would  have  been  far  less  expensive. 

I  give  Senators  a  quick  example.  If 
a  firm  ordinarily  invested  $1  million  a 
year  in  plant  and  equipment — I  am 
speaking  of  a  large  firm — under  the  pro¬ 
vision,  as  it  has  emerged  from  the  Com¬ 
mittee  on  Finance,  if  the  firm  did  not 
increase  its  investment  at  all  it  would 
still  receive  a  credit  of  $70,000. 

If  the  firm  should  reduce  its  invest¬ 
ment  from  $1  million  a  year  to  $900,000, 
it  still  would  receive  a  big  credit.  Then 
it  would  receive  a  credit  of  $63,000.  If 
the  firm  should  increase  its  investment 
from  $1  to  $1.1  million,  over  the  base 
period — in  other  words,  by  $100,000 — 
it  would  receive  a  credit  of  an  extra 
$7,000. 

It  is  no  wonder  that  businessmen, 
when  queried  by  the  National  Industrial 
Conference  Board  and  by  McGraw-Hill, 
have  said  they  would  not  change  their 
investment  policies.  Of  course  they 
would  not.  They  would  get  the  credit 
whether  they  increased  their  investments 
or  not.  There  would  be  no  real  incentive 
to  change.  There  would  be  no  sub¬ 
stantial  reason  for  businessmen  to  in¬ 
crease  their  investments. 

Mr.  President,  as  I  intend  to  point  out 
in  some  detail,  because  I  think  this  must 
be  documented,  one  of  the  weakest  and 
worst  aspects  of  the  bill  is  that  it  would 
apply  to  every  single  utility  in  the 
country.  When  we  speak  of  utilities,  it 
is  well  known  that  the  utilities  have  all 
the  funds  they  need,  that  they  can  get 
all  the  funds  they  need,  to  buy  all  the 
equipment  they  need.  Their  income,  of 
course,  is  regulated,  almost  by  definition. 

.  4;ny,  time  a  utility  feels  it  is  desirable 
to  build  additional  plant  or  to  buy  addi- 
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tional  equipment,  such  as  an  additional 
generator,  it  is  the  easiest  thing  in  the 
world,  in  this  country — everywhere,  and 
I  am  speaking  of  every  utility — to  get 
the  money,  either  by  use  of  the  deprecia¬ 
tion  reserve  route,  or  by  use  of  earnings, 
or  by  selling  obligations  to  the  public. 
The  testimony  is  clear  that  utilities  have 
no  difficulty  at  all  in  getting  additional 
funds,  and  that  their  customers  would  be 
required  to  pay  for  the  cost  of  that  addi¬ 
tional  equipment  by  every  public  service 
regulatory  agency  in  the  country.  There 
is  no  question  about  it. 

As  a  matter  of  fact,  I  think,  with  all 
the  obloquy  which  was  heaped  on  the 
A.T.  &  T.  in  the  past  couple  of  weeks,  it 
should  be  pointed  out  that  the  A.T.  &  T. 
has  shown  real  business  statesmanship 
in  this  regard.  A.T.  &  T.  is  a  company 
which  invests  an  enormous  amount  of 
money  and  buys  a  tremendous  amount 
of  plant  and  equipment.  The  represent¬ 
atives  of  A.T.  &  T.  appeared  before  the 
Finance  Committee  and  said,  in  effect, 
“We  do  not  want  this  credit.”  They 
pointed  out  that  even  with  a  3 -percent 
investment  credit  they  would  get  $75 
million  a  year.  That  $75  million  a  year 
would  be  net.  That  is  what  they  would 
receive  after  taxes,  if  this  provision  is 
passed.  They  said,  in  effect,  “This  is  so 
inequitable,  so  useless.  It  is  not  going 
to  persuade  us  to  buy  another  nickel’s 
worth  of  equipment.  It  is  a  stupid  pro¬ 
vision.  From  the  standpoint  of  good 
public  policy,  good  economic  policy,  and 
good  tax  policy  we  oppose  it.” 

Not  only  would  the  investment  credit 
permit  A.T.  &  T.  to  get  $75  million  a 
year — which,  incidentally,  would  be  7M> 
percent  of  all  the  credit  allowed  to  all 
the  corporations,  all  the  businesses,  and 
all  the  individuals  in  the  entire  country, 
which  would  be  a  lot  of  it,  and  which  is 
not  wanted — but,  in  addition,  it  would 
provide  that  any  number  of  firms,  busi¬ 
nesses,  and  individuals  who  have  nothing 
whatsoever  to  do  with  the  growth  of  or 
the  foreign  trade  aspects  of  our  country 
would  receive  juicy  handouts. 

For  example,  bar  equipment  would  be 
included.  If  a  firm  should  buy  a  new 
martini  mixer,  or  if  it  should  buy  swizzle-  ' 
sticks  or  anything  for  a  bar,  it  would 
get  a  7-percent  credit.  Businesses  would 
be  encouraged  to  buy  these  things.  They 
would  get  a  subsidy  for  making  this  kind 
of  investment,  which  is  supposed  to  pro¬ 
vide  for  the  growth  of  our  country. 

As  was  pointed  out  in  the  hearings, 
glass  tabletops  at  the  “21  Club”  would 
be  included.  The  Secretary  of  the 
Treasury  had  to  agree,  in  the  testimony. 

No  matter  what  kind  of  equipment  is 
bought,  whether  it  be  a  lighting  machine 
in  a  burlesque  house,  a  slot  machine,  or 
equipment  bought  by  A.T.  &  T.  which 
they  say  would  have  no  effect  whatso¬ 
ever  on  their  purchases,  they  would  still 
receive  a  7-percent  credit.  There  would 
still  be  a  reduction  in  the  revenues 
needed  by  our  Government  at  a  time 
when  taxes  are  much  too  high  and  the 
deficit  is  high  and  growing. 

Probably  the  strongest  argument 
against  the  investment  credit  is  the  fact 
that  it  is  not  needed.  What  we  need  is 
increased  demand. 


1962 
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The  fact  is  that  today  throughout  our 
country  firms  are  not  running  close  to 
capacity.  The  McGraw-Hill  survey, 
which  I  shall  cite  in  a  few  moments, 
shows  that  firms  are  now  running  at 
something  like  85  percent  of  capacity. 
Very  few  firms  are  close  to  90  percent  of 
capacity. 

Some  industries,  like  the  steel 
industry,  are  operating  well  below  the 
85  percent  of  capacity.  So  long  as  firms 
are  operating  below  capacity,  there  is  no 
reason  why  they  should  buy  more  equip¬ 
ment. 

It  is  true  that  there  may  be  some 
modernization,  regardless  of  capacity 
operation.  Why  do  firms  modernize? 
Why  do  they  buy  new  equipment?  Tax 
laws  may  have  some  influence  on  that 
decision.  But  the  overwhelming  reason 
is  that  firms  can  economize  on  their 
costs,  and  can  reduce  their  costs,  prin¬ 
cipally  labor  costs. 

As  wages  rise,  and  as  a  firm  becomes 
labor  conscious,  it  is  very  likely  to  buy 
automated  machinery  which  will  replace 
expensive  manpower  in  order  to  reduce 
costs.  I  submit  that  the  evidence  is  clear 
that  this  is  an  overwhelming  reason  why 
firms  modernize  and  why  they  buy  equip¬ 
ment  if  they  are  not  expanding.  If  they 
wish  to  expand,  of  course,  they  may  buy 
additional  equipment  so  that  they  can 
produce  more.  But  if  they  are  not  going 
to  expand,  the  big  reason  for  buying  new 
equipment  is  to  reduce  costs. 

Mr.  President,  to  sum  up,  I  oppose  the 
investment  credit  provision  because  it 
would  not  work.  It  would  be  unfair  to 
other  taxpayers  who  could  not  take  ad¬ 
vantage  of  it,  because  it  is  hypercyclical. 
I  have  not  stressed  that  point.  What  the 
investment  credit  would  do  runs  counter 
to  everything  else  that  the  President  has 
asked  for. 

It  would  tend  to  expand  investment 
in  periods  of  prosperity,  expansion  and 
inflation,  when  profits  are  high,  and 
firms  have  something  to  write  it  off 
against,  and  it  would  tend  to  discourage 
investment  in  periods  of  recession  and 
unemployment  when  profits  were  going 
down  and  firms  had  very  little  to  write 
off  their  increased  investment  against. 

INVESTMENT  CREDIT  IS  INEQUITABLE 

The  proposed  investment  credit  would 
not  meet  the  test  of  tax  equity  on  any 
score.  It  would  give  business  firms  ben¬ 
efits  which  would  be  more  than  100  per¬ 
cent  of  costs.  It  would  permit  a  firm 
to  write  off  equipment  which  it  buys  at 
a  rate  of  more  than  100  percent. 

For  a  corporation  in  the  52-percent 
bracket,  the  investment  credit  is  equiva¬ 
lent  to  a  depreciation  of  107  percent  of 
the  cost  of  the  newly  acquired  asset. 
Other  taxpayers,  except  those  who  re¬ 
ceive  percentage  depletion  allowance,  are 
limited  to  deductions  of  100  percent  of 
cost. 

Granting  such  an  exceptional  privilege 
raises  a  serious  question  of  tax  equity. 

It  is  true  that  the  only  other  example 
of  this  kind  of  tax  privilege,  this  kind 
of  loophole,  and  this  kind  of  gross  equity 
is  the  notorious  loophole  of  the  oil 
depletion  allowance. 


LOOPHOLE  WILL  SPREAD 

Second,  it  is  almost  impossible  to  re¬ 
move  such  a  provision  from  the  law  once 
it  is  in. 

That  is  the  difficulty  with  the  provi¬ 
sion  about  which  I  have  been  speaking. 
It  will  be  extremely  difficult  to  get  it  out 
of  the  law  should  it  get  in. 

It  would  not  only  be  difficult  to  get 
the  provision  out  of  the  law  but  also,  I 
predict,  that  type  of  provision  would 
spread.  It  would  spread  rapidly.  Soon 
it  would  include  buildings.  After  all, 
what  sense  does  it  make  if  we  give  a 
firm  an  incentive  to  buy  new  equipment, 
if  it  must  put  such  equipment  in  an  old, 
rickety  plant  that  is  falling  apart? 

Therefore  I  am  concerned,  as  I 
am  sure  other  Senators  must  be, 
about  the  potentially  dangerous  prece¬ 
dent  set  by  the  investment  credit.  It  is 
not  unlikely  that  other  groups  will  re¬ 
quest  similar  tax  treatment.  Retailers 
may  request  more  than  100  percent  de¬ 
ductions  for  the  costs  of  carrying  inven¬ 
tory.  Construction  firms  may  request 
more  than  100  percent  deductions  for 
buildings  they  own.  Teachers  could  re¬ 
quest  deductions  for  more  than  100  per¬ 
cent  of  the  costs  of  advanced  courses. 
Individuals  who  borrow  money  to  invest 
in  homes  may  request  more  than  100 
percent  deductions  of  their  interest  costs 
incurred  in  the  purchase  of  homes. 

I  mentioned  the  fact  that  the  proposal 
is  an  unfortunate  provision  because  of 
its  hypercyclical  aspect.  Let  me  now 
show  why  I  think  it  would  be  hyper¬ 
cyclical.  It  would  aggravate  the  busi¬ 
ness  cycle  by  encouraging  investment 
during  a  period  of  inflation  and  dis¬ 
couraging  it  relatively  in  a  recession, 
when  businesses  have  less  income 
against  which  to  write  off  new  invest¬ 
ment. 

Therefore,  in  periods  of  recession, 
these  firms  will  not  be  able  to  carry  back 
this  credit  to  a  prosperous  period.  As  a 
matter  of  fact,  the  typical  growing  small 
firm  is  likely  to  go  several  years, 
especially  a  manufacturing  firm,  before 
it  makes  enough  money  to  count.  Most 
investors  recognize  that,  and  do  not 
expect  a  firm  to  make  much  money  in 
that  period.  At  the  same  time,  they 
have  to  be  prepared  to  go  several  years 
before  they  can  expect  to  make  any 
money.  So  there  will  be  no  credit  against 
which  many  of  these  firms  can  write  it 
off. 

If  the  proposed  credit  stimulates  in¬ 
vestment— which  I  doubt — the  stimulus 
will  be  greater  in  those  periods  when  in¬ 
vestment  is  likely  to  be  high  in  any  case. 
Thus,  investment  will  be  stimulated 
exactly  in  those  periods  when  there  is 
little  or  no  need  for  an  investment 
stimulus.  Contrariwise,  the  investment 
credit  will  have  its  least  stimulative  ef¬ 
fect  when  investment  prospects  are  dim. 
Hence,  the  credit  will  tend  to  accentuate 
present  fluctuations  in  investment.  If 
there  is  any  single  goal  sought  by  ad¬ 
ministration  economic  policy,  it  is  to 
increase  growth  by  stabilizing  the  econ¬ 
omy  and  ironing  out  fluctuations.  This 
proposal  will  have  exactly  the  opposite 


effect.  It  will  be  inflationary  in  boom 
times.  It  will  increase  unemployment  in 
recession  periods. 

The  investment  credit  is  also  undesir¬ 
able  from  a  cyclical  standpoint  because 
it  serves  to  reduce  Government  revenues 
exactly  at  those  times  when  Government 
revenues  should  be  raised  to  curb  private 
demands  for  goods  and  services,  namely, 
in  inflationary  periods.  If  the  Federal 
budget  were  otherwise  in  balance  during 
a  prosperous  period,  the  effect  of  the  in¬ 
vestment  credit  would  be  to  create 
budget  deficits  in  the  prosperous  periods. 
Certainly  this  is  fiscal  irresponsibility  in 
its  purest  form.  Moreover,  it  is  bad 
economics.  Almost  all  economists,  re¬ 
gardless  of  their  political  persuasion, 
feel  that  the  Government  should  run 
surpluses  during  periods  of  high  employ¬ 
ment.  The  investment  credit  will  serve 
to  reduce  those  surpluses,  or  throw  the 
budget  into  a  deficit  position,  exactly  in 
those  periods  when  surpluses  would  be 
most  appropriate. 

One  basic  criticism  of  the  investment 
credit  is  that  the  goals  which  are  sought 
by  this  device  are  inappropriate.  Specifi¬ 
cally,  the  credit  is  designed  to  stimulate 
artificially  the  rate  of  physical  invest¬ 
ment  in  the  United  States.  Why  do  we 
need  an  artificial  stimulus  to  obtain  more 
investment  than  the  free  market  deems 
appropriate?  A  fundamental  tenet  of 
our  economic  system  is  that,  wherever 
possible  and  to  the  greatest  possible  ex¬ 
tent,  we  will  permit  free  market  forces 
to  determine  the  amounts  and  types 
of  goods  to  be  produced.  The  investment 
credit  attempts  to  interfere  with  the  free 
market  decisions  of  consumers  and  pro¬ 
ducers. 

It  is  argued  that  the  investment  credit 
is  needed  to  stimulate  physical  invest¬ 
ment  to  compete  with  foreign  countries. 
Such  competition  takes  many  forms. 
If  standard  of  living  is  the  area  of  com¬ 
petition,  then  we  have  managed  well  to 
date  without  the  investment  credit. 

If  “competition  with  foreign  coun¬ 
tries”  refers  to  our  balance-of -payments 
position,  then  it  seems  ridiculous  to  sup¬ 
port  the  investment  credit  for  all  indus¬ 
tries  in  the  United  States  simply  to  aid 
the  relatively  few  firms  that  actually 
compete  overseas. 

I  shall  go  into  detail  on  this  point  in  a 
few  minutes. 

Moreover,  there  has  been  remarkably 
little  evidence  provided  indicating  that 
lack  of  investment  is  holding  back  U.S. 
firms  in  foreign  competition.  First,  it  is 
not  clear  that  U.S.  firms  are  suffering 
significantly  in  their  competition  with 
foreign  industry. 

As  I  pointed  out,  we  have  a  highly  fa¬ 
vorable  balance  of  trade. 

Second,  it  is  not  clear  that,  if  such 
suffering  is  occurring,  it  is  due  to  lack  of 
investment.  It  could  just  as  easily  be 
due  to  lack  of  initative,  weakness  of  new 
designs,  excessive  labor  costs,  insufficient 
mobility,  or  many  other  reasons  which 
would  not  be  affected  by  the  investment 
credit.  Surely,  the  burden  of  proof  is 
on  those  who  support  the  investment 
credit  to  indicate  that  the  problems  of 
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foreign  competition — which  were  so 
heavily  stressed  by  Secretary  Dillon— in 
fact  exist  and  would  be  significantly  re¬ 
duced  by  adoption  of  the  investment 
credit. 

Mr.  President,  there  has  been  some 
criticism  of  the  investment  credit  for  a 
year  and  a  half,  ever  since  it  was  intro¬ 
duced  early  in  1961.  These  questions 
have  not  been  answered.  The  propo¬ 
nents  of  the  investment  credit  simply 
come  up  to  Congress  and  insist  that  it  is 
going  to  work,  and  insist  that  it  will 
make  us  more  competitive,  and  insist 
that  it  will  make  business  more  efficient. 
However,  they  never  prove  their  case. 
They  assert  it.  They  assert  it,  Mr.  Presi¬ 
dent.  The  big  question  is  how  something 
of  this  kind,  which  is  opposed  by  all  the 
business  organizations,  opposed  by  AFL- 
CIO,  opposed  by  the  Farmers  Union,  and 
opposed  by  the  Farm  Bureau  Federation. 
How  can  it  pass  the  Ways  and  Means 
Committee? 

Any  time,  certainly  any  time  when  it 
is  possible  to  initiate  a  tax  cut  for  cer¬ 
tain  groups  and  get  the  President  be¬ 
hind  it,  and  the  executive  branch,  in¬ 
cluding  the  Secretai-y  of  the  Treasury,  no 
matter  what  it  is  for,  no  matter  how 
unjust  and  unfair  or  unnecessary  it  may 
be,  or  how  adverse  it  may  be  to  our  reve¬ 
nues,  it  is  sure  to  get  the  support  of  some 
people  who  have  an  immediate  and  per¬ 
sonal  financial  interest.  There  were  a 
few  people  like  that  who  testified  for  it. 
These  people  are  very  likely  to  let  their 
representatives  know  how  they  feel  about 
it. 

Nobody  really  seems  to  care  about  the 
loss  of  a  billion  dollars,  because  we  be¬ 
come  so  inured  to  enormous  deficits  and 
enormous  spending  so  that  it  does  not 
seem  like  very  much.  The  result  is  no 
one  fights  against  it  very  hard,  at  least 
no  big  group.  We  do  not  get  the  Farm 
Bureau  to  come  in  to  do  the  kind  of  job 
that  they  were  able  to  do  on  the  farm  bill 
in  the  House  of  Representatives.  We  do 
not  get  the  AFL-CIO  to  do  the  kind  of 
job  that  they  would  do  on  a  specific 
piece  of  labor  legislation.  Neither  will 
the  chamber  of  commerce  do  what  they 
would  ordinarily  do  for  one  of  its  mem¬ 
bers  when  legislation  more  directly  and 
more  adversely  to  their  interests  is  in¬ 
volved. 


So  that  while  people  know  it  is  wrong 
and  say  so,  because  they  know  it  is  bad 
social  policy  and  it  is  bad  economic 
policy  and  it  has  a  harmful  effect  on  the 
country,  one  still  cannot  get  the  hard- 
tough,  concerned  organization  action 
from  groups  with  political  power  against 
such  a  worthless  giveaway. 

What  grounds  do  we  have  for  doubting 
the  efficacy  of  the  investment  credit? 


First,  the  credit  will  be  given  to  busi¬ 
ness  firms  even  if  they  do  not  change 
their  investment  decisions  by  one  iota. 
Obviously,  business  firms  are  always  en¬ 
gaged  in  making  investments.  On  all 
?Ltbese  investments,  they  will  obtain 
ficaSonPfor^'ediV+  But  the  °nly  justi“ 

avent  over  ^?fr|Cr<tdlt  1S  thafc  new  invest- 
mally  be  maaehv^T  What  would  nor- 
encouraged  as  °  a  business  fil  m,  will  be 
Nonetheless,  businlS'n ™  tile  C1’edit. 

ess  flrms  receive  the 


cake-credit — and  can  eat  it — without 
taking  any  new  and  additional  actions  to 
earn  it. 

Second,  businessmen  themselves  are 
not  responding  favorably  to  the  proposed 
credit. 

It  is  rare  in  the  area  of  tax  policy  to 
have  advance  laboratory  tests  of  the  po¬ 
tential  effectiveness  of  policy  proposals. 
Such  laboratory  tests,  when  available, 
should  certainly  be  examined  closely.  In 
this  case  we  have  the  example  of  the  ac¬ 
celerated  depreciation  methods  which 
were  introduced  in  the  1954  Internal 
Revenue  Code.  One  of  the  primary  pur¬ 
poses  of  these  accelerated  methods  was 
to  encourage  greater  business  invest¬ 
ment  in  plant  and  equipment. 

Yet,  look  what  happened.  Before  the 
enactment  of  these  new  methods,  the 
growth  in  capital  stock  per  worker  was 
roughly  3.5  percent  per  year.  After  the 
adoption  of  the  accelerated  deprecia¬ 
tion  methods,  capital  stock  per  worker 
grew  by  only  1.9  percent  per  year  from 
1954  to  1960.  In  other  words,  instead 
of  acceleration  of  business  investment  as 
a  result  of  the  new  depreciation  meth¬ 
ods,  there  was  a  very  substantial  drop¬ 
off,  so  that  the  rate  of  increase  was  only 
about  one-half  what  it  had  been  in  the 
earlier  period.  The  effect  of  this  on  out¬ 
put  per  worker  was  significant. 

Let  me  digress  here  to  say  that,  of 
course,  I  do  not  say  that  because  we  had 
more  rapid  depreciation  and  greater  in¬ 
centive  for  business  to  buy  plant  and 
equipment,  that  was  the  reason  why 
there  was  a  dropoff  in  business  invest¬ 
ment  and  plant  and  equipment. 

But  I  say  that  the  depreciation  ac¬ 
celeration  was  swamped,  as  the  invest¬ 
ment  credit  is  going  to  be  swamped,  by 
such  dominant  economic  influences  as 
demand,  and  the  percentage  of  capacity 
that  is  being  utilized,  as  the  cost  of  pro¬ 
duction,  including  labor  costs  and  the 
other  costs;  and  these  big  economic  in¬ 
fluences  are  going  to  swamp  investment 
credit,  too. 

The  effect  of  these  dominant  economic 
influences  on  output  per  worker  was 
significant.  Output  per  worker  in  the 
period  from  1947  to  1954  increased  by  3.3 
percent  per  year.  After  the  accelerated 
depreciation  methods  were  enacted,  the 
rate  through  1960  was  only  2.1  percent 
per  year. 

So  we  tried  this  tax  gimmickry  before. 
It  did  not  work.  We  found  that  our  effi¬ 
ciency  rate  with  respect  to  plant  and 
equipment  sharply  declined. 

How  can  we  explain  this  lack  of  effec¬ 
tiveness  of  a  tax  stimulus  to  investment 
so  analogous  to  the  investment  credit? 
It  seems  to  me  there  are  several  available 
explanations  in  addition  to  the  ones  I 
have  given.  One,  while  the  tax  benefits 
were  being  given,  there  was  still  no  cor¬ 
responding  increase  in  aggregate  demand 
for  the  goods  and  services  which  addi¬ 
tional  investment  could  produce.  There¬ 
fore,  while  there  were  cost  savings 
through  tax  reductions,  there  was  no 
particular  stimulus  to  obtain  more  in¬ 
vestment  to  produce  more  goods  and 
services.  The  tax  stimulus,  as  I  am  sure 
will  be  the  case  with  the  investment 
credit,  was  simply  reflected  in  increased 


profits,  rather  than  increased  produc¬ 
tion. 

Two,  the  period  since  1954  has  been 
generally  one  of  excess  capacity  due  to 
inadequacy  of  consumer  demand.  Given 
this  excess  capacity,  there  are  relatively 
few  marginal  investment  decisions  which 
will  be  encouraged  by  an  investment  tax 
stimulus  such  as  accelerated  deprecia¬ 
tion  or  the  proposed  credit. 

CREDIT  COULD  BE  INFLATIONARY 

I  wish  to  emphasize  this,  because  it  is 
an  extremely  important  point.  The  in¬ 
vestment  tax  credit  may  work  when  in¬ 
dustrial  operations  are  close  to  capacity. 
The  incentive  may  work,  but  it  does  not 
work,  and  the  experience  between  1954 
and  1961  shows  that  it  does  not  work, 
when  industry  is  operating  well  below 
capacity  operations,  as  it  is  now.  This 
ties  in  beautifully  with  the  argument  I 
made  that  this  is  a  hypercyclical,  super- 
cyclical,  likely  to  be  inflationary  incen¬ 
tive,  because  what  happens  in  the  good 
and  prosperous  years,  when  capacity  is 
crowded  and  industry  is  operating  close 
to  capacity?  Then  there  will  be  an  in¬ 
centive  to  invest,  and  then,  believe  me, 
that  is  exactly  the  time  when  there  is 
every  incentive  for  business  to  increase 
its  prices.  It  has  always  been  done  be¬ 
fore.  Now  it  will  be  done  a  fortiori;  it 
will  be  done  with  great  emphasis,  be¬ 
cause  there  is  an  additional  stimulus 
working  in  the  economy,  but  only  work¬ 
ing  fully  at  a  time  when  we  do  not  need 
it,  only  at  a  time  when  there  is  pressure 
on  limited  facilities. 

Third,  there  is  ample  indication  that 
prices  of  products  are  sometimes  admin¬ 
istered  prices.  When  this  is  the  case, 
prices  are  less  subject  to  market  forces. 
We  know  this  is  not  simply  an  occa¬ 
sional  situation.  We  know  it  is  true  in 
the  steel  industry,  and  throughout  much 
industry.  We  know  it  is  true  to  a  con¬ 
siderable  extent  in  the  tobacco  industry, 
the  insurance  industry,  and,  to  a  lesser 
extent,  the  automobile  industry  and  in 
the  oil  industry. 

Such  prices  tend  to  stay  up  under  cir¬ 
cumstances  in  which  they  could  be  re¬ 
duced.  Returns  from  increased  invest¬ 
ment  for  a  business  firm  come  only  if  the 
firm  reduces  its  prices  to  sell  the'  in¬ 
creased  quantities  that  can  be  produced 
with  the  additional  investment. 

Rather  than  expanding  plant  and 
equipment  to  produce  more  goods  and 
then  lowering  prices  in  order  to  sell  the 
additional  goods,  some  firms  have  been 
content  to  maintain  prices  and  sell  lesser 
quantities  that  require  lesser  amounts  of 
plant  and  equipment. 

A  classic  example  is  steel,  which  now 
has  a  break-even  point  of  40  percent  of 
capacity,  and  makes  a  very  good  profit 
at  70  percent  of  capacity,  and  is  in  a 
position  where  this  kind  of  incentive 
would  be  of  almost  no  value,  or  almost 
minimal  value.  In  fact,  steel  officials 
admitted  this  to  McGraw-Hill  interro¬ 
gators. 

Almost  every  economist  who  testified 
at  the  hearing  agreed  that  this  would 
have  very  little  stimulating  effect  on 
steel.  Yet  it  is  interesting  that  the  one 
industry  which  the  Secretary  of  the 
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Treasury  said  is  really  watering  at  the 
mouth  for  this  privilege  is  the  steel-  in¬ 
dustry.  The  steel  industry  wants  it,  but 
it  will  not  have  any  favorable  economic 
effect  upon  the  country  through  what 
the  steel  industry  will  do  with  it,  because 
there  is  no  argument,  there  is  no  ques¬ 
tion  that  steel  will  use  it  for  anything  ex¬ 
cept  to  increase  its  after-tax  income  to 
capacity. 

The  tax  stimuli  to  investment,  there¬ 
fore,  reflect  themselves  merely  in  higher 
after-tax  profits  at  constant  price  levels, 
rather  than  in  greater  production  at 
lower  price  levels. 

A  principal  argument  for  the  invest¬ 
ment  credit  is  that  business  firms  need 
additional  cash  for  additional  require¬ 
ments.  The  facts  refute  this  justifica¬ 
tion.  There  is  no  evidence  that  the 
major  firms,  which  do  the  great  amount 
of  investing  in  the  United  States,  need 
additional  cash  flows  to  finance  further 
investment. 

On  this  point  I  shall  really  give  it  to 
the  Senate  in.  spades  tonight,  because 
I  have  it  documented  completely.  There 
is  no  question  about  it.  I  shall  do  that 
in  a  few  minutes. 

We  can  take  General  Motors,  for  ex¬ 
ample.  General  Motors  set  aside  depre¬ 
ciation  reserves  of  $1,637  million  during 
the  years  1957  to  1960,  while  it  invested 
only  $1,589  million  in  plant  and  equip¬ 
ment  combined.  During"  those  same 
years,  it  retained  profits  after  payments 
of  dividends  in  the  amount  of  $1,017 
million,  out  of  which  it  added  $965  mil¬ 
lion  to  its  cash  and  security  holdings — 
rather  than  in  physical  investment — so 
that  the  total  of  its  financial  holdings  at 
the  end  of  1960  was  $1,637  million — 
ironically,  the  same  amount  as  its  de¬ 
preciation  reserves. 

In  this  instance.  General  Motors  in 
a  sense  did  not  use  any  depreciation  re¬ 
serves  for  plant  and  equipment  at  all. 
General  Motors  kept  that  in  Treasury 
bills  and  notes.  I  suppose  they  invested 
also,  to  some  extent,  in  the  obligations 
of  other  firms. 

Surely  General  Motors  has  not  been  in 
need  of  an  artificial  tax  advantage  to 
support  further  physical  investment. 

The  GM  case  is  typical  of  many  large 
firms  and  reflects  the  situation  in  indus¬ 
try  generally.  Table  1,  drawn  from  the 
recent  report  of  the  President’s  Council 
of  Economic  Advisers,  indicates  that,  in 
the  period  from  1959  to  1961,  funds  avail¬ 
able  from  internal  sources  alone  ex¬ 
ceeded  total  plant  and  equipment  out¬ 
lays  for  industry  generally.  This  is 
completely  aside  from  the  additional 
funds  that  would  be  available  through 
new  debt  financing  or  new  equity  issues. 

I  may  say  that  is  completely  aside 
from  the  $1,500  million  tax  cut  for  this 
purpose  which  the  Treasury  has  already 
given  business. 

Mr.  President,  I  ask  unanimous  con¬ 
sent  to  have  printed  at  this  point  in  the 
Record  a  table  showing  the  relationship 
of  plant  and  equipment  outlays  to 
internal  funds. 

There  being  no  objection,  the  table 
was  ordered  to  be  printed  in  the  Record, 
as  follows: 


Table  1. — Relationship  of  plant  and  equip¬ 
ment  outlays  to  internal  funds 


[Billions  of  dollars] 


Period 

Plant 

and 

equip¬ 

ment 

outlays 

(1) 

Funds 
avail¬ 
able  from 
internal 
sources  1 

(2) 

Col.  (2)  as 
percent  of 
col.  (1) 

(3) 

1950-54 . . . 

$107.  2 

$97.1 

90.6 

1955-58 _ 

113.2 

108.  4 

95.8 

1959-61 _ 

88.9 

93.0 

104.6 

1  Retained  profits  and  depletion  allowances,  and  de¬ 
preciation  and  amortization  allowances. 

Source:  Table  B-65,  report  of  the  Council  of  Economic 
Advisers,  January  1962,  p.  283. 

Mr.  PROXMIRE.  Mr.  President,  it 
has  been  alleged  that  the  low  level  of  in¬ 
vestment  in  recent  years  has  been  due 
to  a  squeeze  on  corporate  profits.  Two 
sets  of  facts  indicate  that  this  reasoning 
is  fallacious.  The  first  set  of  facts  in¬ 
volves  the  history  of  the  last  few  years. 
This  history  indicates  quite  clearly  that 
corporate  profits  are  quite  sensitive  to  the 
rate  at  which  capacity  is  being  utilized. 
Corporate  profits  have  been  low  only 
when  capacity  is  not  being  fully  utilized. 
Since  the  rate  of  utilization  was  higher 
in  the  early  period  of  this  decade,  it  fol¬ 
lows  that  the  ratio  of  profits  to  GNP 
would  be  higher  in  the  earlier  period. 
This  in  turn,  suggests  that  the  lack  of 
investment  has  been  due  to  an  inade¬ 
quacy  of  final  demand,  rather  than  a 
lack  of  corporate  profits.  Lack  of  invest¬ 
ment  is  a  symptom,  not  a  cause. 

The  second  set  of  facts  concerns  the 
relationship  between  corporate  profits 
and  that  part  of  the  national  income 
which  originates  in  corporations.  If  the 
corporate  share  of  economic  activity 
falls,  corporate  profits  decline  as  a  per¬ 
centage  of  GNP,  even  when  corporate 
profits  are  a  stable  percentage  of  the  in¬ 
come  flow  through  corporations. 

If  a  comparison  is  made  simply  be¬ 
tween  corporate  profits  and  GNP,  this 
percentage  has  gone  down.  However, 
if  corporate  profits  plus  capital  consump¬ 
tion  allowances  are  related  to  national 
income  originating  in  corporations — 
which  is  the  more  relevant  comparison — 
it  is  clear  that  the  ratio  in  recent  years 
has  been  higher  than  at  the  beginning 
of  the  decade — even  though  unemploy¬ 
ment  rose  from  3.7  percent  to  6.1  percent 
during  the  same  period. 

In  the  course  of  the  hearings  before 
the  Joint  Economic  Committee,  many 
witnesses  appeared  and  gave  testimony 
relating  to  the  point  about  which  I  am 
now  speaking. 

LANGUM  PROOF  OF  ADEQUATE  CASH  FLOW 
WITHOUT  INVESTMENT  CREDIT 

Mr.  President,  one  man  who  appeared 
was  John  K.  Langum,  president  of  Busi¬ 
ness  Economics,  Inc.,  of  Chicago,  Ill.  He 
made  a  very  careful  analysis  of  cash  flow 
and  what  happened  as  to  the  availabil¬ 
ity  of  funds  to  business  firms  in  this 
country  for  investment  in  plant  and 
equipment.  He  provided  a  real  eye 
opener,  because  I  think  I  can  show  that 
never  before  in  history  has  business  had 
so  much  money  available  to  be  put  into 
plant  and  equipment  as  it  has  today; 


never  before  have  we  had  a  situation  in 
which  business  has  been  so  able  to  in¬ 
vest  in  that  way.  So  the  argument  that 
a  tax  credit  is  needed,  to  permit  business 
to  invest  in  plant  and  equipment,  is 
fallacious. 

I  quote  now  from  the  statement  sub¬ 
mitted  to  us  by  Mr.  Langum: 

The  historical  record  in  terms  of  the  over¬ 
all  data  as  reported  greatly  exaggerate  the 
real  decline  in  corporate  profitability  which 
has  occurred.  More  than  that,  undue  con¬ 
cern  about  the  profits  situation  has  in  itself 
caused  weakening  of  business  confidence  and 
hurt  the  cause  of  adequate  recovery.  Fur¬ 
thermore,  erroneous  interpretations  of  the 
situation  regarding  corporate  profitability 
directs  attention  away  from  the  more  basic 
matters  making  for  the  good  health  of  the 
economy  and  with  that  the  well-being  of 
corporate  profitability  as  well. 

As  I  see  it,  there  have  been  three  funda¬ 
mental  factors  causing  the  decline  from  the 
high  levels  of  profit  margins  and  rate  of 
return  as  reported  which  prevailed  in  the 
early  postwar  years.  These  are:  First,  the 
unusual  circumstances  of  the  early  postwar 
years  which  led  to  record  levels  of  profits 
never  reached  before  or  after. 

Mr.  President,  there  is  talk  about  a 
profits  squeeze.  But,  Mr.  President,  the 
difficulty  is  that  those  who  make  such 
statements  are  comparing  the  situation 
existing  at  this  time  with  the  situation 
at  a  time  when  profits  were  at  an  all- 
time  high,  for  peculiar  reasons.  Inci¬ 
dentally,  profits  have  gone  even  higher 
recently. 

I  read  further  from  the  statement  by 
Mr.  Langum: 

Second,  the  tremendous  step-up  in  depre¬ 
ciation  charges  during  the  last  decade  which 
has  lowered  reported  earnings  but  has  in¬ 
creased  cash  flow.  Third,  the  inadequate 
growth  in  the  economy  generally  from  1957 
on  and  particularly  the  sideways  movement 
of  real  output  in  the  private  durable  sec¬ 
tor. 

Unusual  circumstances  of  high  demand 
and  short  supply  made  the  early  postwar 
years  the  most  profitable  period  corporate 
enterprise  has  ever  experienced.  Beyond 
this,  costs,  including  the  cost  of  plant  con¬ 
sumed,  were  seriously  understated  and  re¬ 
ported  profits  were  greatly  overstated.  In 
particular,  the  tremendous  burst  of  demand 
in  the  early  postwar  years  brought  about  a 
rapid  increase  in  prices  which  gave  rise  to 
major  inventory  profits  included  in  reported 
corporate  profits.  The  effect  on  profits  of 
inventory  valuation  from  changing  prices 
has  been  specifically  recognized  and  meas¬ 
ured  by  the  Department  of  Commerce.  Some 
aspects  of  this  are  shown  in  the  table  on 
page  3  entitled  “Inventory  Valuation  Ad¬ 
justment  in  Relation  to  Corporate  Profits 
before  Taxes.” 

Incidentally,  Mr.  President,  a  little 
later  I  shall  ask  unanimous  consent  to 
have  printed  in  the  Record  a  series  of 
tables  submitted  by  Mr.  Langum. 

I  read  further  from  his  statement: 

The  degree  to  which  inventory  valuation 
raised  reported  profits  is  indicated  for  se¬ 
lected  early  postwar  years — 1947,  1948,  1950 — ■ 
in  contrast  to  certain  recent  years.  When 
prices  are  rising,  as  they  were  sharply  in  the 
early  postwar  years,  higher  profits  emerge 
from  inventory  valuations  at  lower  levels  of 
costs. 

I  think  this  fact  should  be  called  to 
the  attention  of  critics  who  say  profits 
have  not  been  so  good.  The  amazing 
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thing  is  that  this  year  profits  are  going 
up  to  an  alltime  high,  despite  the  fact 
that  prices  are  level  and  despite  the 
fact  that  wholesale  prices  have  been 
extraordinarily  stable  for  5  years.  A 
big  reason  for  increased  profits  has  been 
the  change  in  inventory  valuations.  But 
now  we  have  a  situation  in  which  prices 
are  not  rising  at  all;  and  under  these 
circumstances  the  profit  showing  is  a 
real  one  in  terms  of  inventory,  not  sim¬ 
ply  one  which  results  from  changes  in  the 
price  level. 

I  read  further  from  the  statement  by 
Mr.  Langum: 

As  a  matter  of  fact,  much  of  the  decline 
in  coporate  profitability  as  indicated  by  re¬ 
ported  data  is  simply  a  return  to  more  usual 
circumstances  from  extremely  abnormal  sit¬ 
uations  prevailing  after  World  War  II. 

This  is  also  indicated  in  the  tables. 

Then  Mr.  Langum  says; 

Basic  emphasis  must  be  given  to  rising 
depreciation  charges.  Data  on  this  matter 
are  shown  on  page  1.  The  dollar  amount 
of  depreciation  and  amortization  charges, 
as  measured  in  the  Department  of  Commerce 
series  on  sources  and  uses  of  corporate  funds, 
is  shown  in  the  second  column.  Deprecia¬ 
tion  charges  have  risen  from  $7.8  billion  in 
1950  to  $19.1  billion  in  1957  and  to  $24.8 
billion  in  1961. 


CASH  EARNINGS  SKYROCKET 


Mr.  President,  I  wish  to  emphasize 
this  point,  because  it  has  been  overlooked. 
Again  and  again  we  hear  it  argued  that 
profits  are  about  the  same  now  as  they 
were  in  1950.  But  I  wish  to  point  out, 
first  of  all,  that  profits  were  very  high 
in  1950,  as  I  have  said,  partly  because 
prices  had  been  rising  and  because  in¬ 
ventory  valuations  were  up.  Second,  I 
wish  to  point  out  that  there  has  been 
a  mammoth  increase  in  depreciation 
charges  since  1950;  and  so  far  as  the 
ability  of  business  to  invest  in  plant  and 
equipment  is  concerned,  it  is  measured, 
not  only  by  earnings,  but  also  by  de¬ 
preciation  reserves.  And  depreciation 
reserves  have  risen  from  $7.8  billion  in 
1950  to  $24.8  billion  in  1961 — or  an  in¬ 
crease  of  $17  billion,  or  an  increase  of 
well  over  200  percent  in  10  years — a  ter¬ 
rific  increase,  which  far  exceeded  in¬ 
creases  in  income,  profits,  wages,  and 
gross  national  product.  The  increase  is 
perfectly  enormous.  Of  course,  it  is  this 
depreciation  reserve  which  enables  busi¬ 
ness  to  be  in  a  very  strong  position  now 
to  invest  in  plant  and  equipment,  and 
not  to  need  the  proposed  investment 
credit. 


Mr.  President,  the  charts  Mr.  Langum 
prepared  for  the  Joint  Economic  Com¬ 
mittee  on  August  10  are  most  persuasive 
on  this  score.  As  a  matter  of  fact,  if 
we  go  back  a  little  further,  they  are  even 
more  persuasive.  He  points  out  that 
corporate  profits  after  taxes  have  risen 
from  $13.4  billion  in  1946  to  $23.3  bil¬ 
lion  in  1961 — an  increase  of  approxi¬ 
mately  70  percent.  But  depreciation 
frnmhe£T°d  from  1946  to  1961  increased 
increase  2  or°  8  billi°n-a  six-fold 
those  two,  we  flnd  PttrC,ent-  If  we  add 
wtucti  constitute  th^r«  earnings— 
business  has  available  r&1  mdex  of  what 

$176  equiomenWir,lnVestment  in 
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1961 — certainly  an  alltime  high.  So 
business  is  in  a  very  strong  position  to 
invest  in  plant  and  equipment,  based 
on  cash  earnings,  without  any  reliance 
whatsoever  on  the  equity  market  or  on 
the  capital  market  in  any  form. 

I  ask  unanimous  consent  that  table 


1,  entitled  “Corporate  Profits  in  Rela¬ 
tion  to  Depreciation  Accruals  and  Capi¬ 
tal  Outlays,  1946-61,”  be  printed  at  this 
point  in  the  Record. 

There  being  no  objection,  the  table 
was  ordered  to  be  printed  in  the  Record, 
as  follows: 


Corporate  profits  in  relation  to  depreciation  accruals  and  capital  outlays,  1946-61 

[In  billions  of  dollars] 


Corporate 
profits 
after  taxes 

Deprecia¬ 
tion  and 
amortiza¬ 
tion 

allowances 

Cash 

earnings 

Plant  and 
equipment 
outlays 

Net  cash 
earnings 

Corporate 

dividends 

1946 . 

13.4 
18.2 

20.5 
16.0 
22.8 

19.7 

17.2 
18.1 

16.8 
23.0 

23.5 

22.3 
18.8 

24.5 
23.0 

23.3 

12.5 
17.0 
18.8 

16.3 

16.9 

21.6 

22.4 

23.9 

22.4 
24.2 

29.9 

32.7 

26.4 

27.7 

30.8 
29.6 

5.1 

1947 . 

5.8 

1948 . . 

6.  4 

6.5 

1949 . . . 

7.1 

7.9 

7.2 

1950 . 

6.8 

7.5 

1951 . 

13.7 

9.2 

1952 . 

7. 1 

9.0 

1953 . . 

5.  2 

9.0 

1954 _ _ 

6.0 

9.2 

1955 . 

15.7 

17.3 
19.  1 

20.3 
21.6 
23.  1 

24.8 

7.9 

9.8 

1956 . . . 

40.8 

14.  5 

11.2 

1957 . 

10.  9 
8.7 
12.7 

18.4 
15.3 

18.5 

12.  1 

1958 . 

12.6 

1959 . 

12.4 

I960. . . 

13.7 

1961 . 

14.4 

15.0 

Mr.  PROXMIRE.  Mr.  President,  in 
addition,  on  the  basis  of  data  furnished 
by  the  First  National  City  Bank  of  New 
York,  Mr.  Langum  shows  the  rate  of  re¬ 
turn  on  net  worth  for  leading  manufac¬ 
turing  corporations.  It  is  interesting 
to  note  that  for  the  period  1925  through 
1929,  the  average  was  11  percent.  Then, 
after  the  war,  for  the  period  1947-51 
the  average  was  16.2  percent.  The 
trouble  is  that  people'  are  inclined  to 
say  that  that  16  percent  is  normal,  and 
wish  to  compare  the  figure  for  other  pe¬ 
riods  with  that  one.  However,  it  should 
be  noted  that  during  the  next  5  years 
the  average  decreased  to  13.2  percent, 
and  during  the  next  5  years — from  1957 
to  1961 — it  decreased  to  11  percent.  So 
now  it  is  exactly  at  the  same  rate  it  was 
in  the  golden  1920’s,  which  generally  are 
regarded  as  years  of  great  prosperity. 
But  the  point  is  that  today  business  has 
far,  far  greater  depreciation  reserves — 
and  not  only  in  terms  of  gross  national 
product  or  the  needs  of  business;  on  any 
basis  which  one  might  consider,  they  are 
far  greater  than  ever  before. 

I  ask  unanimous  consent  that  the  table 
to  which  I  have  referred  be  printed  at 
this  point  in  the  Record. 

There  being  no  objection,  the  table 
was  ordered  to  be  printed  in  the  Rec¬ 
ord,  as  follows: 


Rate  of  return  on  net  worth ,  leading  manu¬ 
facturing  corporations — Continued 

FIRST  NATIONAL  CITY  BANK  DATA 


1952. 

1963. 

1954. 

1959. 

1956. 


Percent 

—  12.3 

—  12.5 
..  12.4 
„  15.  0 

—  13.7 


5-year  average 


13.2 


1957. 

1958. 

1959. 

1960. 

1961. 


12.  8 
9.8 
11.6 
10.  5 
10. 1 


5-year  average _  n.  o 

BUSINESS  FALLING  FAR  BEHIND  CASH  EARNINGS 
IN  MACHINERY-EQUIPMENT  INVESTMENT 

Mr.  PROXMIRE.  The  next  table  is 
a  table  entitled  “Capital  Outlays  and 
Corporate  Dividends  in  Relation  to  Cash 
Earnings,  1946-61.” 

This  table  shows  that  if  we  consider 
the  relationship  of  plant  and  equipment 
outlays  to  cash  earnings,  we  find  that 
since  1952  the  ratio  has  dropped  from 
81  percent  to  61  percent.  It  has  dropped 
fairly  steadily  and  uniformly.  It 
means  business  is  investing  a  smaller  and 
smaller  part  of  cash  earnings  available 
in  plant  and  equipment. 


Rate  of  return  on  net  worth,  leading  manu¬ 
facturing  corporations 

FIRST  NATIONAL  CITY  BANK  DATA 


1925 

1926. 

1927. 

1928. 

1929. 


Percent 

—  10.7 

—  10.8 

.—  9.0 

.—  11.6 
...  12.8 


5 -year  average. 


11.0 


1947 

1948. 

1949. 

1950. 

1951. 


17.  0 

18.  9 
13.8 
17.  1 
14.4 


5-year  average 


16.2 


So,  far  from  needing  this  additional 
investment  credit,  which  would  give 
them  the  capacity  to  invest  in  plant  and 
equipment,  they  need  it  far  less  than 
they  did  10  years  ago. 

I  repeat,  at  that  time  they  were  in¬ 
vesting  81  percent  of  their  cash  earnings 
in  plant  and  equipment.  Now  it  has 
dropped  down  to  61  percent.  This  last 
figure  of  61  percent  does  not  include  the 
huge  increase  in  depreciation  reserves 
made  by  the  depreciation  change  that 
gave  the  firms  an  additional  $iy2  billion. 

I  ask  unanimous  consent  that  this 
table,  entitled  “Captial  Outlays  and 
Corporate  Dividends  in  Relation  to  Cash 
Earnings,  1946-61,”  be  printed  in  the 
Record  at  this  point. 
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There  being  no  objection,  the  table  was 
ordered  to  be  printed  in  the  Record,  as 
follows : 

Percent  of  capital  outlays  and  corporate 
'  dividends  in  relation  to  cash  earnings 
1946-61 


.Plant  and 
equipment 
outlays/ 
cash 
earnings 

Corporate 
dividends 
corporate 
profits 
alter  taxes 

Corporate 

dividends/ 

cash 

earnings 

■052  _ 

81.16 

52. 33 

32. 61 
30.  77 
32. 34 
28. 9-1 

29.  66 

30.  43 
31.71 
29.  72 
31. 24 
31.18 

1953  . . 

79.  93 

50.83 

73.  93 

58. 33 

48.70 

1955  _ 

02.  53 

1956  _  _ _ 

73.  28 

51.  49 

1957  . . . 

78.  99 

56.  50 

Jqsr  _ 

67.  52 

65.  96 

1959  _ 

GO.  09 

55.  92 

I960  _ 

06.  81 

62.  61 

1961  _ 

61.  54 

64. 38 

CASH  EARNINGS 

superabundant  for 

big  firms 

I  ask  unanimous  consent  that  the  table 
to  which  I  have  referred  be  printed  in 
the  Record  at  this  point. 

There  being  no  objection,  the  table 
was  ordered  to  be  printed  in  the  Record, 
as  follows: 

Cash  flow  in  relation  to  sales,  all  manufac¬ 
turing  corporations,  by  size,  1961 

Percent  of  sales 


Mr.  PROXMIRE.  Mr.  Langum’s  next 
to  the  last  table  shows  cash  flow  in  rela¬ 
tion  to  sales  for  all  manufacturing  cor¬ 
porations,  by  size.  The  table  shows  that 
the  smaller  the  firm,  the  smaller  the  cash 
how  is  in  relationship  to  sales.  The  big¬ 
ger  the  firm,  the  bigger  the  cash  how. 
There  is  a  tremendous  difference. 

With  the  small  firms  which  have  assets 
of  less  than  $1  million,  only  3.3  percent 
of  their  sales  is  available  for  cash  earn¬ 
ings  for  reinvestment.  For  the  next 
sized  ffrms  the  percentage  is  3.8  avail¬ 
able.  The  percentage  rises  quite  sharply 
to  8.1  percent  for  the  big  ffrms  with  as¬ 
sets  of  $250  million  to  $1  billion.  For 
the  really  big  firms,  with  assets  of  $1 
billion  and  over,  the  ratio  is  14  percent. 
In  other  words,  there  the  cash  flow  is  14 
percent  of  their  sales. 

These  are  the  firms  that  are  going  to 
get  the  principal,  the  prime,  the  over¬ 
whelming  benefit  out  of  the  investment 
credit. 

INVESTMENT  CREDIT  GIVES  BIG  FIRMS  ADVANTAGE 

The  very  biggest  firm  on  the  face  of 
the  earth,  American  Telephone  &  Tele¬ 
graph  Co.,  is  going  to  get  about  7  percent 
of  this  whole  credit.  It  is  going  to  get 
$75  million.  It  does  not  want  it.  It  says 
it  is  bad  public  policy.  Bless  them  for 
.  saying  it,  but  they  are  going  to  get  it. 

I  They  say  they  do  not  want  it. 

The  bigger  the  firm,  the  more  invest¬ 
ment  credit  it  will  get,  whether  it  is 
growing  or  not.  As  a  matter  of  fact,  the 
small,  growing  firm  is  very  likely  not  to 
make  money  for  several  years.  It  is 
competing  with  firms  that  invest  great 
sums  in  plant  and  equipment.  The  big 
firm  will  get  7  percent  for  all  the  plant 
and  equipment  they  invest  in.  It  might 
buy  a  machine  for  $10,000.  It  is  going 
to  cost  it  only  $9,300,  because  it  can  take 
the  credit  against  its  income.  A  small 
firm,  not  making  money,  but  which  is 
growing,  as  is  true  of  most  firms  for  the 
first  several  years,  will  have  to  pay 
$10,000.  This  tax  credit  is  going  to  be 
discriminatory  against  such  firms  until 
they  make  substantial  amounts  of 
money.  Until  then,  the  big  firms  are 
going  to  get  the  advantage.  As  I  said, 
the  bigger  the  firm,  the  bigger  the  ad¬ 
vantage. 


All  asset  sizes.— . -  - 

Under  $1,000,000—. . — 

$1,000,000  to  $5,000,000 - 

$5,000,000  to  $10  000,000 . 

$10,000,000  to  $25,000,000 - 

$25,000,000  to  $50,000,000 - 

$50,000,000  to  $100,000,000 - 

$100,000,000  to  $260,000,000.  . . 
$250,000,000  to  $1,000,000,000- 
$1,000,000,000  and  over - 


Net 

Dcprccia- 

profit 

lion  and 

Total 

after 

deple- 

taxes 

tion  1 

4.3 

3.3 

7.6 

1.2 

2.1 

3.3 

1.8 

1.9 

3.8 

2.8 

•)  •) 

5.0 

3.  1 

2.4 

5.  5 

3.8 

2.8 

6.6 

4.0 

%  9 

6.8 

4. 1 

3.2 

7.2 

4.8 

3.3 

8.1 

8.4 

5.7 

. 

14.0 

i  Including  accelerated  amortization  of  emergency 
facilities. 

Mr.  PROXMIRE.  Mr.  President,  I 
ask  unanimous  consent  to  have  printed 
at  this  point  in  the  Record  a  table  en¬ 
titled  “Annual  Rate  of  Profit  After  Taxes 
on  Stockholders’  Equity  at  End  of  Pe¬ 
riod,  All  Manufacturing  Corporations, 
by  Size,  1961.” 

There  being  no  objection,  the  table 
was  ordered  to  be  printed  in  the  Record, 
as  follows: 

Annual  rate  of  profit  after  taxes  on  stock¬ 
holders’  equity  at  end  of  period ■ — All  man¬ 
ufacturing  corporations,  by  size,  1961 

Percent 

All  asset  sizes - 

Under  $1  million -  5-  b 

$1  million  to  $5  million -  6  0 

$5  million  to  $10  million -  6.8 

$10  million  to  $25  million - - -  7-  0 

$25  million  to  $50  million -  7-  6 

$50  million  to  $100  million -  8.  3 

$100  million  to  $250  million -  8.  4 

$250  million  to  $1,000  million -  9.  3 

$1,000  million  and  over -  10.  8 

Mr.  PROXMIRE.  This  table  shows 
that  the  big  firms,  with  assets  of  $1  bil¬ 
lion  and  over,  had  twice  the  average 
rate  of  return  in  1961  as  the  small  firm 
with  assets  of  $1  million  and  less. 

NEW  DEPRECIATION  GUIDELINES  FURTHER 
INCREASE  CASH  EARNINGS 

As  I  said,  all  of  this  refers  to  the 
situation  before  the  depreciation  guide¬ 
line  rules  were  adopted.  This  year,  the 
Secretary  of  the  Treasury — as  a  matter 
of  fact  only  a  few  weeks  ago — revolution¬ 
ized  business  costing,  and,  for  that  mat¬ 
ter,  corporation  income  tax  procedures. 
He  did  it  by  his  new  and,  I  think,  on  the 
whole,  laudatory  and  appropriate  change 
in  depreciation  schedules.  In  doing  it, 
he  undermined  the  argument  that  busi¬ 
ness  needs  additional  funds  for  invest¬ 
ment  in  equipment  and  machinery ,  be¬ 
cause,  as  I  have  pointed  out,  all  the  evi¬ 
dence  shows  that  they  already  have 
ample  funds.  The  new  depreciation 
guidelines  and  rules,  publication  456 
will  make  far  more  money  available, 
because  this  provides  such  a  substantial 


increase  that  I  am  going  to  read  from  the 
very  concise  and  very  well  expressed 
introduction,  which  is  quite  short.  The 
introduction  points  out: 

The  procedure-  becomes  effective  immedi¬ 
ately  and  may  be  used  in  the  preparation  of 
any  tax  return  due  after  the  date  of  publica- 
tion. 

The  date  of  publication  was  July. 

The  new  guideline  lives  and  new  adminis¬ 
trative  procedures  are  applicable  to  all  de¬ 
preciable  property,  including  existing  assets 
as  well  as  new  acquisitions. 

New  guideline  lives  for  machinery  and 
equipment  are  set  forth  which,  on  the  whole, 
average  30  to  40  percent  shorter  than  those 
previously  suggested  for  use  by  taxpayers. 
The  new  guidelines  will  automatically  per¬ 
mit  more  rapid  depreciation  deductions  than 
those  presently  taken  on  70  to  80  percent 
of  the  machinery  and  equipment  used  by 
American  business.  They  will  not  disturb 
the  depreciation  taken  on  the  remaining  20 
to  30  percent  of  business  assets  on  which 
depreciation  is  now  as  fast  as,  or  faster  than, 
that  provided  in  the  new  guidelines. 

So  what  they  do  is  speed  up  depreci¬ 
ation  wherever  people  want  to  speed  it 
up.  Wherever  they  are  satisfied  with  the 
rate  of  depreciation,  they  can  go  along  at 
any  rate  they  wish. 

I  continue  to  read: 

A  central  objective  of  the  new  procedure 
is  to  facilitate  the  adoption  of  depreciable 
lives  even  shorter  than  those  set  forth  in 
the  guidelines,  or  shorter  than  those  cur¬ 
rently  in  use,  provided  only  that  certain 
standards  are  met  and  that  subsequent  re¬ 
placement  practices  are  reasonably  consistent 
with  the  tax  lives  claimed. 

As  I  am  going  to  point  out,  it  means 
they  can  virtually  depreciate  their  equip¬ 
ment  at  any  rate,  provided  they  use  it 
up,  but  there  is  no  longer  any  limitation 
on  depreciation,  provided  they  comply 
with  the  reasonable  provisions  set  forth 
here,  and  they  are  very  reasonable,  be¬ 
lieve  me. 

I  want  to  repeat,  because  I  think  it 
is  worth  emphasizing  this  point  of  the 
use  of  lives  shorter  than  the  guidelines 
provided. 

The  guideline  lives  will  not  be  treated  as 
minimums.  Shorter  lives  which  have  already 
been  established  or  which  may  in  the  fu¬ 
ture  be  justified  as  reflecting  the  taxpayer's 
existing  or  intended  replacement  practices 
will  be  permitted. 

Thus  the  new  procedure  will  not  disturb 
the  continued  use  of  below-guideline  lives 
which  a  taxpayer  has  already  demonstrated 
to  be  realistic. 

Moreover,  the  procedure  sets  forth  stand¬ 
ards  under  which  taxpayers,  including  those 
previously  using  lives  below  the  guidelines, 
may  establish  still  shorter  tax  lives  concur¬ 
rent  with  the  adoption  of  more  progressive 
replacement  and  modernization  practices. 

It  provides  that  the  reserve  ratio  test 
is  not  exclusive;  that  it  is  an  overall 
measure;  that  penalty  rates  will  not  be 
imposed. 

Finally,  it  says: 

Where  a  depreciable  life  used  by  a  tax¬ 
payer  cannot  be  justified  under  any  of  the 
standards  provided  in  this  procedure,  in¬ 
cluding  the  reserve  ratio  test  and  use  of  all 
pertinent  facts  and  circumstances,  the  life 
will  be  lengthened  in  accordance  with 
definite  rules.  However,  the  life  will  in  no 
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case  be  lengthened  beyond  the  shortest  life 
which  can  be  justified  by  all  the  facts  and 
circumstances.  The  adjusted  life  will  be 
designed  to  reflect  the  taxpayer’s  current  re¬ 
placement  practice  for  that  class. 

Mr.  President,  it  seems  to  me  that  the 
Treasury  is  being  as  reasonable  as  it 
can  possibly  be  and  still  provide  any  kind 
of  justification  with  respect  to  the  other 
taxpayers.  Any  businessman  who  wants 
to  depreciate  at  any  rate  he  wishes  to 
depreciate  can  do  so,  provided,  of  course, 
he  is  actually  using  up  the  equipment. 
There  is  no  limit  whatsoever. 

As  I  say,  this  is  good.  This  is  desir¬ 
able.  This  is  necessary.  I  think  this  is 
going  to  be  good  for  the  economy. 

But,  Mr.  President,  I  think  this  is 
enough.  This  is  a  terrific  reform.  It  is 
a  real  advantage.  It  goes  quite  far.  To 
go  further  than  this,  and  especially  to  go 
further  than  this  with  a  tax  credit  of  the 
kind  suggested,  is,  plainly,  unjust  to  the 
ordinary  taxpayer  who  cannot  take  ad¬ 
vantage  of  it. 

DILLON  ADMITS  CASH  EARNINGS  ADEQUATE  FOR 
INVESTMENT 

To  clinch  this  point  on  which  I  have 
been  laboring  so  long,  which  I  have  been 
trying  to  emphasize  so  heavily — that 
business  does  not  need  additional  cash 
earnings  to  buy  equipment — I  should  like 
to  quote  from  the  testimony  of  Secretary 
Dillon,  who  is  certainly  the  chief  pro¬ 
ponent  of  the  proposal.  Secretary  Dil¬ 
lon  appeared  before  the  Joint  Economic 
Committee  several  days  ago.  I  asked 
him  about  this  specific  question.  This  is 
what  Secretary  Dillon  said : 

First,  on  the  question  of  cash  flow. 

There  is,  I  think,  generally  speaking,  or 
there  has  been,  adequate  flow,  although  it 
has  not  been  adequate  for  certain  specific 
industries,  and  I  mentioned  the  steel  indus¬ 
try  as  one  possibility.  But  for  industry  as  a 
whole,  I  do  not  think  cash  flow  is  the  prob¬ 
lem. 


Mr.  President,  I  think  that  these  words 
by  Mr.  Dillon  sew  the  case  up  pretty 
well. 

The  fact  that  the  chief  proponent,  the 
man  who  is  fighting  so  hard  for  this  pro¬ 
vision,  the  real  author  of  the  proposal 
admits  that  cash  flow  is  not  a  signifi¬ 
cant  factor,  although  it  may  be  with 
respect  to  a  few  isolated  industries,  it 
seems  to  me,  buttons  up  the  case 
completely. 

M’GRAW-HILL  SURVEY  SHOWS  RECORD  AND  RISING 
INVESTMENT  IN  PLANT  AND  EQUIPMENT 


Mr.  President,  I  referred  earlier  to  the 
McGraw-Hill  studies.  McGraw-Hill  is 
an  agency  to  which  I  think  the  business 
of  the  Nation  owes  a  real  debt  of  grati¬ 
tude,  because  they  have  made  authori¬ 
tative,  competent,  careful  studies  of  busi¬ 
ness,  and  their  surveys  have  been  recog¬ 
nized  as  being  objective,  accurate,  hon¬ 
est  and  fair. 
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and  equipment  says  that  investment  is 
going  to  be  good  this  year,  and  that  all 
the  evidence  is  it  is  going  to  be  good  in 
1963,  in  1964,  and  in  1965,  whether  we 
provide  an  investment  credit  or  not. 
None  of  this  is  posited  on  having  an 
investment  credit.  We  do  not  need  it. 
McGraw-pill,  on  the  basis  of  a  very  care¬ 
ful,  thorough,  comprehensive  survey  of 
hundreds  of  business  leaders,  comes  to 
this  conclusion. 

The  argument  has  been  made  that  per¬ 
haps  we  cannot  expand  our  facilities  in 
a  period  in  which  industry  is  operating 
well  below  capacity,  but  certainly  we  can 
modernize  it  at  a  more  rapid  rate,  and 
that  is  where  we  ought  to  concentrate 
investment,  rather  than  in  the  expansion 
of  facilities. 

What  does  McGraw-Hill  say  about 
this? 

2.  Manufacturers  continue  to  stress  mod¬ 
ernization.  They  will  devote  70  percent  of 
this  year’s  investment  to  modernization,  and 
an  almost  equal  percentage  during  1963-65. 

3.  Manufacturers  were  operating  at  an 
average  rate  of  83  percent  of  capacity  at 
yearend  1961,  seven  points  below  their  pre¬ 
ferred  rate.  They  plan  to  increase  their  ca¬ 
pacity  4  percent  this  year  and  10  percent  be¬ 
tween  1963  and  1965.  This  is  at  about  the 
same  rate  as  during  the  past  4  years. 

In  other  words,  Mr.  President,  busi¬ 
ness  is  operating,  according  to  McGraw- 
Hill,  at  7  points  below  its  optimum,  and 
at  17  points  below  its  maximum.  There 
is  no  indication  at  all  that  business 
needs  to  increase  its  capacity,  or  that 
it  would  increase  its  capacity,  yet  this 
investment  credit  provision  is  designed 
to  give  to  business  the  ability  to  do  that, 
although  the  authoritative  business 
agency  which  is  studying  the  problem 
says,  on  the  basis  of  these  facts— at 
least,  I  would  certainly  so  conclude — 
that  it  is  not  needed. 

4.  Manufacturers  expect  unit  sales  vol¬ 
ume  to  rise  7  percent  this  year,  and  another 
18  percent  by  1965.  For  the  long  run,  every 
Industry  expects  sales  to  rise  faster  than  ex¬ 
pansion  of  capacity.  If  these  sales  expecta¬ 
tions  were  realized,  pressure  for  additional 
capacity  would  develop. 

If  that  pressure  develops,  it  is  per¬ 
fectly  clear  that  it  would  be  the  real  in¬ 
centive  for  increasing  plant  and  equip¬ 
ment,  exactly  as  it  has  always  been  in  the 
past,  and  exactly  as  it  was  the  incentive 
which  provided  increased  plant  and 
equipment  between  1947  and  1954,  be¬ 
fore  there  was  any  accelerated  deprecia¬ 
tion  and  before  there  was  any  tax  credit 
incentive.  At  that  time  we  had  a  far 
greater  rate  of  expansion  in  plant  and 
equipment. 

5.  American  manufacturers,  having  con¬ 
centrated  on  modernizing  facilities  between 
1958  and  1961,  have  updated  a  large  portion 
of  their  plant  and  equipment.  Only  24  per¬ 
cent  of  plant  and  equipment  now  operating 
was  installed  prior  to  1945,  compared  with  48 
percent  in  August  1958. 


The  argument  has  been  used  over  and 
over  again  by  Secretary  Dillon  and  by 
others,  “The  trouble  is  that  American 
equipment  is  old.  We  cannot  compete 
with  equipment  overseas,  because  that 
equipment  is  newer.” 
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the  theory  of  the  Secretary  of  the  Treas¬ 
ury  or  of  some  economist  in  the  Treasury 
Department  who  has  dreamed  up  some 
new  “gimmick,”  but  on  the  basis  of  what 
the  facts  show? 

Only  24  percent  of  plant  and  equipment 
now  operating  was  installed  prior  to  1945, 
compared  with  48  percent  in  August  1958. 

In  other  words,  there  is  now  a  far 
newer  industrial  plant  in  America  than 
there  was  4  years  ago. 

As  I  said,  modernization  is  going  to  be 
the  object  of  70  percent  of  the  invest¬ 
ment  this  year  and  in  the  coming  years. 
Also,  as  I  said,  there  is  a  perfectly  enor¬ 
mous  amount  of  cash  earnings  available 
for  this  investment. 

6.  Companies  expect  their  cash  flow — de¬ 
preciation  plus  retained  earnings — to  rise  14 
percent  this  year.  Because  of  this  sharp  rise 
in  internal  funds,  they  expect  their  de¬ 
mands  for  external  funds  for  all  purposes 
will  increase  only  1  percent  over  last  year. 

In  other  words,  this  was  done,  as  I 
understand  it,  before  the  new,  generoua 
depreciation  guidelines  were  announced 
or  before  it  could  be  certain  they  would 
be  announced.  At  that  time,  before  the 
guidelines  were  announced,  there  was 
virtually  no  dependence  on  external 
financing.  The  business  firms  could  do 
it  all  internally,  without  any  resort  to 
America’s  unparalleled,  unrivaled  capi¬ 
tal  markets.  Why  in  the  world  do  we 
need  an  investment  credit  provision? 

7.  Industry  continues  to  seek  new  prod¬ 
ucts,  new  processes,  and  improvements  in 
present  products.  R.  &  D.  performed  by 
industry  will  amount  to  nearly  $12  billion 
this  year  and  $13.3  billion  by  1965. 

Of  course,  there  is  the  real  factor  which 
is  going  to  stimulate  investment  in  plant 
and  equipment  in  America. 

Let  me  go  into  a  little  bit  of  detail  on 
this,  because  I  think  this  argument  is  so 
important.  It  goes  right  to  the  point 
of  the  argument  for  an  investment  credit 
and  the  contention  that  it  is  needed  this 
year. 

Business  as  a  whole  is  going  to  invest 
$38  billion  in  new  plant  and  equipment 
in  1962,  which  is  more  than  in  any  previ¬ 
ous  year  in  history.  This  is  $3.5  billion, 
or  more  than  11  percent,  more  than  was 
spent  last  year. 

It  is  well  over  the  top  of  the  previous 
record  for  spending  in  1957,  by  a  billion 
dollars. 

The  manufacturers  plan  to  spend  $15.4 
billion,  a  13-percent  increase  over  1961, 
but  a  half  billion  dollars  short  of  the 
1957  record. 

What  will  be  the  overall  effect  of 
spending  a  billion  dollars  more? 

Incidentally,  most  business  firms  have 
significally  raised  their  sights  since  last 
fall.  The  McGraw-Hill  survey,  which 
was  taken  last  October,  indicated  a  4- 
percent  increase  in  capital  investment 
this  year.  The  U.S.  Department  of  Com¬ 
merce,  Securities  and  Exchange  Commis¬ 
sion  survey,  taken  in  January  and  early 
February,  showed  an  expected  8 -percent 
increase  in  overall  capital  spending. 

The  current  survey  also  indicates  that 
industrial  firms  have  updated  a  large 
proportion  of  their  plant  and  equipment. 

Still,  American  manufacturers  plan  to 
continue  their  modernization  drive.  Taken 
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as  a  whole,  this  survey  highlights  industry’s 
emphasis  on  modernization,  on  replacement 
of  obsolete  facilities,  and  on  its  continuing 
search  for  new  products,  new  processes,  and 
cost-cutting  facilities.  These  are  the  most 
important  findings  of  this,  the  15th  annual 
survey  of  business’  plans  for  new  plants  and 
equipment. 

I  ask  unanimous  consent  that  a  table 
from  the  U.S.  Department  of  Commerce, 


Securities  and  Exchange  Commission, 
showing  plans  for  capital  spending  by 
all  manufacturing,  mining,  railroads, 
other  transportation  and  communica¬ 
tions,  electric  and  gas  utilities,  commer¬ 
cial,  and  all  business,  be  printed  at  this 
point  in  the  Recohd. 

There  being  no  objection,  the  table 
was  ordered  to  be  printed  in  the  Record, 
as  follows: 


Plans  for  capital  spending 


[Dollars  in  billions] 


Industry 

Actual, 

1961 

Planned, 

1962 

Percent 

change, 

1961-62 

Preliminary  plans 

1963 

1964 

1965 

$13.  67 

$15. 41 

13 

$14. 89 
1.00 

$15. 15 

$15. 03 

.98 

1.09 

11 

.67 

.  85 

27 

6.07 

5.  50 

8 

5.68 

8.83 

6.11 

G.  19 

5.52 

5.74 

4 

8.46 

9.39 

11 

34.37 

37.98 

u 

36.22 

36. 19 

35.61 

— 

Source:  U.S.  Department  of  Commerce,  Securities  and  Exchange  Commission. 


Mr.  PROXMIRE.  Mr.  President,  the 
report  continued: 

Equally  important  as  the  record  amount 
planned  for  this  year  is  the  high  level  of 
planning  for  1963-65.  Business  firms  already 
have  plans  for  an  average  expenditure  of  al¬ 
most  $36  billion  per  year — an  amount  ex¬ 
ceeding  the  average  spending  in  any  3 
consecutive  years  in  our  history.  Manufac¬ 
turers  in  particular  indicate  a  high  level  of 
investment  in  the  years  ahead.  In  each  of 
the  years  between  1963  and  1965,  they  indi¬ 
cate  investment  plans  more  than  $1  billion 
higher  than  their  1961  investment. 

WHY  DO  WE  NEED  INVESTMENT  GIMMICKS 
NOW? 

It  is  remarkable  at  this  time,  when  the 
business  leaders  of  our  country,  the  ones 
who  make  the  decisions,  the  ones  who 
know,  if  anyone  knows,  according  to 
McGraw-Hill,  that  they  expect  to  in¬ 
crease  their  investment  so  that  it  will  be 
the  biggest  increase  we  have  ever  had  in 
our  history,  and  it  will  be  continued  for 
the  next  3  years,  we  have  a  proposal 
for  the  Treasury  to  provide  a  windfall,  a 
giveaway,  and  a  proposal  that  business 
says  will  do  no  good.  They  will  take  it, 
but  it  will  do  no  good. 

I  wish  to  emphasize  what  McGraw- 
Hill  has  said: 

The  McGraw-Hill  survey  is  not  a  forecast, 
but  a  report  of  what  companies  now  plan 
to  spend.  Past  experience  indicates  that  a 


wide  variation  of  capital  spending  is  possible 
under  changing  economic  conditions.  Plans 
beyond  1  year  are  subject  to  review  and 
revision  as  the  time  approaches.  In  past 
surveys  preliminary  plans  for  future  years 
have  generally  been  considerably  lower  than 
plans  for  the  current  year.  That  is  because 
some  companies  do  not  plan  fully  beyond 
the  current  year.  Nor  do  they  fully  antici¬ 
pate  their  future  demands.  Thus  preliminary 
plans  for  the  years  ahead  have  generally  been 
revised  upward.  Thus,  if  there  is  an  upward 
revision,  1963,  1954,  and  1965  will  be  years 
of  high,  and  perhaps  record,  capital  expendi¬ 
ture  by  business. 

PLANS  IN  MANUFACTURING 

The  recovery  in  business  sales  and  profits 
evidently  has  had  a  favorable  influence  on 
capital  expenditure  decisions  in  recent 
budget  reviews.  Almost  every  industry  has 
increased  its  investment  plans  since  last  fall. 
At  that  time,  manufacturers  as  a  whole 
planned  a  7-percent  increase.  They  now 
indicate  plans  for  a  13  percent  increase. 
Only  the  chemical  industry  plans  a  lower 
level  of  investment  than  it  did  last  fall,  be¬ 
cause  of  a  slight  cutback  in  petrochemical 
investment.  Electrical  machinery  makers 
plan  to  reduce  investment  5  percent  this 
year,  but  this  is  a  lesser  reduction  than  the 
9-percent  cut  indicated  last  fall.  Apparel 
and  textile  manufacturers,  who  .  recently 
were  permitted  faster  writeoffs  of  their 
equipment,  have  taken  advantage  of  this  pro¬ 
vision  by  raising  their  planned  investment 
since  last  fall. 

All  other  manufacturing  industries  indi¬ 


cate  increases  of  10  percent  or  more,  ranging 
from  a  30  percent  increase  in  the  rubber  in¬ 
dustry  to  10  percent  for  paper  and  pulp 
producers. 

Once  again,  whenever  we  enter  into  a 
discussion  or  an  argument  about  the  fact 
that  they  are  using  the  investment  credit 
not  only  for  manufacturing  but  for  all 
purposes,  including  transportation,  en¬ 
tertainment,  and  creation,  they  say — 

Yes,  but  the  main  field  of  competition 
is  in  manufacturing.  That  is  where  we  must 
be  competitive.  We  must  compete  with 
European  countries.  That  is  where  we  must 
get  growth  and  modernization. 

But  what  do  the  facts  show?  When 
we  go  to  the  business  leaders  who  make 
the  plans,  we  find  that  they  plan  to  ex¬ 
pand  at  a  record  rate.  They  plan  to 
expand  more  rapidly  than  ever  before. 

The  proposed  legislation  is  not  needed. 

I  submit  it  is  a  tax  cut  at  a  time  when 
we  are  facing  a  big  deficit.  I  can  think 
of  all  kinds  of  things  we  could  spend 
the  money  for,  including  education  and 
many  other  things.  I  can  also  think  of 
many  people  who  would  like  to  share  in 
a  $1  billion  tax  cut.  That  could  mean 
a  great  deal  of  money  in  the  pockets  of 
Mr.  and  Mrs.  Average  Taxpayer. 

But  in  the  circumstances,  we  are  asked 
to  give  it  to  businesses  when  they  say 
they  do  not  need  it.  Not  only  do  they 
say  they  do  not  need  it,  but  their  objec¬ 
tive  testimony  and  the  most  competent 
survey  indicate  that  they  will  not  use 
it  and  will  expand  at  a  very  healthy  rate 
without  it.  The  investment  credit  makes 
no  sense. 

The  statement  shows  that  railroads, 
commercial  businesses,  trade,  finance, 
electric  utilities,  and  so  forth,  plan  to 
continue  to  increase  their  investment  at 
a  very  substantial  rate,  with  very  few 
exceptions. 

As  I  said,  in  rubber  there  would  be  an 
increase  of  30  percent;  transportation 
equipment,  aircraft,  ships,  and  so  forth, 
28  percent;  autos,  trucks,  and  parts,  20 
percent:  nonferrous  metals,  25  percent; 
steel,  15  percent,  and  so  on. 

I  ask  unanimous  consent  that  a  table 
showing  the  plans  for  increased  invest¬ 
ment  for  1962,  and  also  the  preliminary 
plans  for  1963,  1964,  and  1965  be  printed 
at  this  point  in  the  Record. 

There  being  no  objection,  the  table 
was  ordered  to  be  printed  in  the  Record, 
as  follows: 


Capital  spending  plans  of  manufacturing  companies 


[In  billions  of  dollars]. 


Percent 

Preliminary  plans 

T  .1  t  <4 

Actual  > 
1961 

Planned 

1962 

change, 

1961-62 

1963 

1964 

1965 

1.13 

1.30 

16 

1.27 

1.05 

.40 

1.38 

.67 

0.88 

.41 

1.41 

Nonferrous  metals.  __ - - 

.26 

1.10 

.32 

1.32 

25 

20 

.37 

1.29 

.69 

.66 

-5 

.  65 

.94 

Autos,  trucks,  and  parts . _--- 

Transportation  equipment  (air- 

.76 

.90 

20 

.86 

.98 

craft,  ships,  railroad  equip- 

.38 

.49 

28 

.50 

.44 

.42 

Fabricated  metals  and  instru- 
ments _ _ 

.90 

1.07 

19 

1.03 

1.06 

1.07 

Industry 

Actual 1 
1961 

Planned 

1962 

Percent 

change, 

1961-62 

Preliminary  plans 

1963 

1964 

1965 

Paper  and  pulp - 

Rubber . — - - 

Stone,  clay,  and  glass.—---- . 

Petroleum  and  coal  products - 

Food  and  beverages . 

Miscellaneous  manufacturing-  -  -  - 
All  manufacturing . 

0.68 

.22 

.51 

1.88 

2.76 

.98 

.50 

1.19 

13.67 

0.75 

.29 

.69 

1.86 

3.09 

1.11 

.60 

1.33 

16.41 

10 

30 

16 

-1 

12 

13 

12 

12 

13 

0.68 

.30 

.56 

1.92 

3.09 

.98 

.48 

1.19 

14.89 

0.  67 
.32 
.55 
2.00 
3.34 
1.00 
.49 
1.13 
15.15 

0.68 
.32 
.68 
2. 12 
3. 34 
.99 
.49 
1.15 
15.03 

1  U.S.  Department  of  Commerce,  Securities  am1  Exchange  Commission^  counted  only  once  in  the  total. 

2  Petrochemicals,  included  under  chemicals  and  petroleum  and  coal  prouucs, 
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HUGE  AMERICAN  PLANT  EXPANSION  IN  PAST 
10  TEARS 

Mr.  PROXMIRE.  In  addition.  Mc¬ 
Graw-Hill  has  published  an  excellent 
table  showing  the  increase  in  investment 
in  plant  and  equipment  as  an  index  of 
industrial  capacity.  It  shows  how  manu¬ 
facturers  are  expanding  and  have  been 
expanding  since  1950.  It  shows  that  for 
all  manufacturing  in  this  country  we 
have  expanded  our  plant  and  equipment 
by  89  percent.  In  other  words,  taking 


December  1950  as  100,  it  has  gone  up  to 
189.  Transportation  equipment  has 
gone  up  to  288.  Machinery  has  gone  up 
to  203  percent;  nonferrous  metals  207; 
chemicals  230.  It  is  a  perfectly  phe¬ 
nomenal  increase. 

As  I  point  out,  the  increase  in  the  com¬ 
ing  3  years  will  break  all  records.  Yet  the 
argument  made  by  the  Treasury  is  that 
the  tax  cut  we  need  is  not  for  the  hard- 
pressed  average  taxpayer  who  could  use 


the  money  very  readily,  but  for  business 
firms  which  say  they  do  not  want  it  and 
cannot  use  it.  The  evidence  shows  over¬ 
whelmingly  that  they  do  not  need  it. 

I  ask  unanimous  consent  that  the  table 
showing  how  manufacturers  are  expand¬ 
ing  capacity  be  printed  at  this  point  in 
the  Record. 

There  being  no  objection,  the  table 
was  ordered  to  be  printed  in  the  Record, 
as  follows: 


How  manufacturers  are  expanding  capacity  1 
[Index  of  Industrial  Capacity  (December  1950=  100)] 


Industry 

1960 

1961 

Planned 

Percent  increase 

1962 

1965 

1960-61 

1961-62 

1962-65 

Iron  and  steol _ 

145 

146 

150 

159 

1 

3 

6 

Nonferrous  metals . . . 

196 

203 

207 

215 

4 

2 

4 

Machinery . . 

191 

195 

203 

227 

2 

4 

12 

Electrical  machinery . . 

225 

234 

241 

265 

4 

3 

10 

Autos,  tracks,  and  parts. . . 

Transportation  equipment  (air¬ 
craft,  ships,  railroad  equip- 

174 

177 

181 

199 

2 

2 

10 

ment) _ 

Fabricated  metals  and  instra- 

267 

272 

288 

311 

2 

6 

8 

ments _ _ - 

171 

178 

190 

217 

4 

7 

14 

industry 

1960 

1961 

Planned 

Percent  increase 

1962 

1965 

1960-61 

1961-62 

1962-65 

Chemicals . . 

207 

219 

230 

253 

6 

5 

10 

Paper  and  pulp _ 

172 

181 

186 

205 

5 

3 

10 

Rubber . . . . . 

165 

172 

182 

204 

4 

6 

12 

Stone,  clay  and  glass . . 

166 

171 

176 

185 

3 

3 

5 

Petroleum  and  coal  products... 

147 

147 

148 

149 

0 

1 

1 

Food  and  beverages _ _ _ 

147 

151 

159 

173 

3 

5 

9 

Textiles _ _ _ _ 

122 

126 

132 

148 

3 

5 

12 

Miscellaneous  manufacturing _ 

167 

165 

173 

194 

5 

5 

12 

All  manufacturing _ 

177 

182 

189 

208 

3 

4 

10 

Note— All  data  os  of  end  of  year.  •  1  Weightod  by  1957  value  added  weights  used  by  Federal  Reserve  Board  in  its  calcula¬ 

tion  of  the  industrial  production  index. 


PLANT  MODERNIZATION  WILL  GET  HEAVY 
EMPHASIS 

Mr.  PROXMIRE.  In  addition,  there 
is  a  table  showing  more  modernization 
and  less  expansion.  That  is  on  the 
point  which,  as  I  will  show,  Secretary 
Dillon  hit  so  hard  in  his  testimony.  The 
table  shows  that  in  1961  the  actual  ex¬ 
pansion  for  all  manufacturing — the  ac¬ 
tual  increase,  I  should  say,  in  replace¬ 
ment  through  modernization — was  68 
percent,  whereas  expansions  was  only 
32  percent. 


For  example,  with  respect  to  steel,  re¬ 
placement  and  modernization  was  84 
percent  and  expansion  only  16  percent. 
In  1962  those  companies  plan  to  have 
even  more  rapid  modernization  and  a 
greater  emphasis  on  modernization.  It 
will  be  70  percent  instead  of  68  percent, 
with  only  30  percent  for  expansion. 

The  table  shows  that  during  the  years 
1963  to  1965  the  expectation  is  the  over¬ 
whelming  emphasis  that  will  continue 


to  be  placed  on  modernization  and  pro¬ 
visions  for  greater  efficiency.  That  is 
the  pattern.  That  is  what  will  be  done. 
Those  are  the  plans.  That  is  the  full 
expectation. 

I  ask  unanimous  consent  that  the 
table  on  more  modernization  and  less 
expansion  be  printed  at  this  point  in  the 
Record. 

There  being  no  objection,  the  table 
was  ordered  to  be  printed  in  the  Record, 
as  follows: 


Afore  modernization,  less  expansion 


Industry 

1961  actual 

1962  planned 

1963-65  planned 

Percent  of  capital  spendin 

g  for — 

Expan¬ 

sion 

Replace¬ 
ment  and 
modern¬ 
ization 

Expan¬ 

sion 

Replace¬ 
ment  and 
modern¬ 
ization 

Expan¬ 

sion 

Replace¬ 
ment  and 
modern¬ 
ization 

Iron  and  steel _ 

16 

84 

18 

82 

31 

69 

Nonferrous  metals . 

33 

67 

35 

65 

43 

57 

Machinery _ _ 

■  30 

70 

24 

76 

30 

70 

Electrical  machinery . . 

48 

52 

42 

Autos,  tracks  and  parts _ 

10 

90 

7 

93 

16 

84 

Transportation  equipment 

(aircraft,  ships,  railroad 

equipment) . . . 

38 

62 

35 

65 

37 

63 

Fabricated  metals  and  in- 

struments _ 

51 

49 

57 

43 

48 

52 

Chemicals _ _ _ 

67 

43 

53 

47 

53 

47 

1961  actual 

1962  planned 

1963-65  planned 

Industry 

Percent  of  capital  spending  for — 

Expan¬ 

sion 

Replace¬ 
ment  and 
modern¬ 
ization 

Expan¬ 

sion 

Replace¬ 
ment  and 
modern¬ 
ization 

Expan¬ 

sion 

Replace¬ 
ment  and 
modern¬ 
ization 

Paper  and  pulp _ 

29 

57 

47 

g 

71 

43 

53 

91 

65 

68 

61 

68 

31 

39 

44 

69 

29 

43 

49 

71 

57 

51 

90 

61 

G4 

61 

68 

Rubber . . 

Stone,  clay,  and  glass _ 

56 

Petroleum  and  coal  prod¬ 
ucts _  . 

Food  and  beverages _ 

36 

30 

38 

47 

30 

70 

Textiles _ _ _ 

32 

39 

32 

Miscellaneous  manufactur¬ 
ing . 

All  manufacturing . . 

70 

Mr.  PROXMIRE.  Mr.  President,  I  ask 
unanimous  consent  that  a  very  excellent 
explanation — I  wish  I  had  more  time, 
I  would  go  into  it  in  more  detail — of 
those  two  tables,  one  entitled  “Capacity 
and  Operating  Rates”  and  the  other  en¬ 
titled  “Expansion  Versus  Moderniza- 
Printed  at  this  point  in  the 


Capacity  and  Operating  Rates 
Continuing  a  trend  which  began  in  1958, 
manufacturers  are  emphasizing  moderniza¬ 
tion  rather  than  expansion  of  capacity. 
They  plan  to  add  4  percent  to  capacity 
this  year  and  another  10  percent  between 
the  end  of  1962  and  1965.  One  reason  for 
the  slow  rate  of  capacity  expansion  is  that, 
although  some  industries  were  operating  at 
or  close  to  their  preferred  rates  at  year-end 
1961,  a  majority  were  not.  But  the  operat¬ 
ing  rates  have  moved  up  since  last  fall. 
Manufacturers  on  the  average  were  operating 


83  percent  of  their  capacity  at  the  end  of 
1961,  compared  with  81  percent  last  Sep¬ 
tember.  For  many  companies,  83  percent  is 
still  considerably  below  the  preferred  rate. 
Only  the  petroleum  industry  was  operating 
at  its  preferred  rate,  and  this  was  due  in 
part  to  seasonal  factors.  Hence,  manufac¬ 
turers  as  a  whole  plan  to  add  modestly  to 
capacity  over  the  next  4  years. 

However,  a  comparison  of  individual  in¬ 
dustries  shows  some  striking  differences. 
The  steel  industry’s  operating  rate  has 
shown  greatest  Improvement  since  last  fall — 


1962 
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from  74  percent  to  83  percent  of  capacity. 
Indicating  considerable  improvement  in  the 
general  economy. 

Not  all  Industries,  however,  were  benefiting 
from  the  economic  recovery  underway  at 
year  end.  The  stone,  clay,  and  glass  In¬ 
dustry,  for  example,  was  operating  at  a 
lower  level  in  December  than  in  September. 
But,  for  the  most  part,  this  Industry  Is  geared 
to  the  construction  Industry,  which  declined 
at  year  end  for  many  reasons.  Including 
unseasonably  bad  weather.  The  fabricated 
metals  and  instruments  industry  was  also 
operating  at  a  lower  level  of  capacity  in 
December  than  in  September. 

However,  all  industries  except  transporta¬ 
tion  equipment  were  operating  well  above 
the  December  1960  levels,  when  the  economy 
was  still  deep  in  a  recession. 

Without  exception,  every  industry  now  in¬ 
dicates  a  lower  preferred  operating  rate  than 
it  did  2  years  ago.  Manufacturing  as  a 
whole  now  indicates  it  prefers  to  operate  at 
90  percent  of  capacity,  compared  with  the 
94  percent  rate  of  2  years  ago.  One  possible 
explanation  for  the  lower  rate  is  that,  having 
devoted  approximately  two-thirds  of  their 
investment  to  modernization  over  the  past 
4  years,  companies  can  now  operate  at  a 
lower  level  of  capacity  at  lower  cost  and 
greater  efficiency.  Companies  may  have 
come  to  accept  a  lower  operating  rate  as 
typical  of  a  highly  competitive  economy. 

EXPANSION  VERSUS  MODERNIZATION 

Perhaps  one  of  the  most  striking  findings 
of  this  survey  is  that  once  again  manufac¬ 
turing  firms  plan  to  devote  70  percent  of 
their  investment  to  replacement  and  mod¬ 
ernization.  That  is  roughly  the  same  pro¬ 
portion  they  have  devoted  to  such  purposes 
every  year  since  1958.  Of  the  $53  billion 
spent  by  manufacturing  firms  between  1958 
and  1961,  more  than  $34  billion  has  been 
invested  in  replacement  and  modernization. 
Manufacturers  plan  to  continue  this  pro¬ 
gram  through  1965.  They  now  have  plans 
to  devote  68  percent  of  their  1963-65  ex¬ 
penditures  to  this  purpose. 

Of  course,  not  all  industries  indicate  such 
a  high  proportion  for  modernization.  For 
example,  in  1962  both  the  fabricated  metals 
and  instruments  companies  and  the  chemi¬ 
cal  companies  plan  to  devote  more  than 
half  of  their  investment  to  expanison.  The 
chemical  firms’  expansion  will  persist 
through  1965.  At  the  other  extreme  is  the 
petroleum  industry,  which  indicates  that  95 
percent  of  this  year's  investment  will  be  for 
modernization,  and  90  percent  between 
1963-65. 

What  has  been  the  impact  of  all  this 
modernization  on  our  total  stock  of  plant 
and  equipment?  It  has  served  to  reduce 
substantially  the  amount  of  antiquated  fa¬ 
cilities  being  maintained  by  U.S.  industry. 

In  August  1958,  the  Department  of  Eco¬ 
nomics  conducted  a  special  survey  to  deter¬ 
mine  the  modernization  needs  of  U.S. 
industry.  In  that  survey,  manufacturers  re¬ 


vealed  that  48  percent  of  all  plant  and 
equipment  in  operation  had  been  installed 
prior  to  World  War  II.  Another  19  percent 
had  been  installed  between  the  end  of  World 
War  II  and  the  beginning  of  the  Korean  con¬ 
flict,  so  that  only  33  percent  of  all  manu¬ 
facturers’  producing  facilities  could  reason¬ 
ably  be  considered  modern. 


Mr.  PROXMIRE.  I  ask  unanimous 
consent  to  have  the  table  entitled 
“Planned  Spending  by  Regions"  printed 
in  the  Record  at  this  point. 

There  being  no  objection,  the  table  was 
ordered  to  be  printed  in  the  Record,  as 
follows : 


Planned  capital  spending  by  regions,  percent  of  expenditures 


Industry 

New 

England 1 

Middle 
Atlantic  1 

South 
Atlantic  1 

North 
Central 1 

South  • 

West  * 

1962 

1963 

1962 

1963 

1962 

1963 

1962 

1963 

1962 

1963 

1962 

1963 

1 

1 

39 

38 

8 

(9 

34 

40 

18 

20 

O 

1 

8 

5 

13 

7 

16 

19 

23 

40 

21 

19 

19 

10 

10 

9 

24 

25 

5 

3 

43 

52 

9 

4 

9 

7 

6 

8 

36 

35 

9 

11 

41 

40 

3 

2 

5 

4 

(9 

3 

9 

6 

2 

2 

75 

80 

3 

2 

ii 

7 

Transportation  equipment  (air¬ 
craft,  ships,  railroad  equipment) . 
Fabricated  metals  and  instruments. 

14 

16 

3 

17 

14 

2 

5 

15 

19 

5 

16 

16 

9 

5 

23 

7 

4 

19 

14 

39 

23 

12 
38 
-  27 

1 

12 

25 

1 

13 

24 

57 

13 

7 

58 

15 

12 

18 

17 

12 

7 

6 

22 

27 

19 

19 

13 

18 

22 

1 

2 

4 

6 

20 

7 

34 

41 

20 

36 

21 

9 

9 

(9 

16 

1 

1 

19 

16 

9 

13 

41 

41 

22 

20 

8 

(7) 

(9 

31 

33 

(9 

(9 

23 

24 

38 

43 

8 

1 

2 

10 

8 

13 

6 

33 

37 

24 

31 

19 

7 

9 

17 

19 

57 

53 

4 

4 

12 

12 

3 

12 

3 

ua 

6 

8 

34 

25 

8 

10 

19 

24 

21 

19 

5 

5 

23 

22 

10 

9 

31 

34 

20 

21 

11 

9 

1 

1 

1  New  England:  Maine,  Vermont,  New  Hampshire,  Connecticut,  Rhodo  Island,  and  Massachusetts. 

2  Middle  Atlantic:  New  York,  New  Jersey,  and  Pennsylvania.  ,,,  .  .  , 

2  South  Atlantic:  Delaware,  Maryland,  Virginia,  West  Virginia,  North  Carolina,  Georgia,  Florida,  Washington, 

^i^North  Central:  Ohio,  Michigan,  Indiana,  Illinois,  Wisconsin,  Minnesota,  Iowa,  Missouri,  North  Dakota,  South 

D?Soiith^Texa^abklahoma,  Arkansas,  Louisiana,  Kentucky,  Tennessee,  Mississippi,  and  Alabama. 

•  West:  Washington,  Oregon,  California,  Montana,  Idaho,  Wyoming,  Nevada,  Colorado,  Ltah,  Arizona,  and 
New  Mexico. 


t  Less  than  0.5  percent. 


WHY  EXPAND  CAPACITY  WITH  SO  MITCH  IDLE? 

Mr.  PROXMIRE.  Mr.  President,  the 
great  difficulty  in  adopting  an  investment 
credit  at  this  time  is  the  fact  that  we 
are  operating  well  below  either  the  pre- 
f erred  rate  or  the  maximum  rate  of  ca¬ 
pacity  utilization. 

McGraw-Hill  has  made  a  very  careful 
survey,  probably  the  best  and  most  au¬ 
thoritative  and  scholarly  survey  anyone 
has  made.  It  says,  for  example,  that 
steel  in  1961  was  operating  at  83  percent 
of  capacity.  Now  it  is  far  below  that. 
The  nonferrous  metals  industry  was  op¬ 
erating  at  79  percent  of  capacity.  Trans¬ 
portation  equipment  was  operating  at  71 
percent  of  capacity,  and  so  on.  When 
our  industries  are  operating  far  short 
of  capacity,  we  could  give  a  50-percent 
investment  credit,  and  we  could  even 
abolish  the  corporation  income  tax,  and 
there  would  be  no  incentive  whatever 
for  a  firm  to  invest  more  in  plant  for  the 


purpose  of  increasing  its  capacity.  Why 
in  the  world  should  a  plant  increase  its 
capacity  when  it  is  operating  as  far  be¬ 
low  as  some  of  these  firms  are,  and  that 
being  true  of  every  industry  with  one  ex¬ 
ception,  the  paper  and  pulp  industry? 
I  will  cite  the  argument  made  by  the 
paper  and  pulp  industry  against  the  in¬ 
vestment  credit.  This  is  the  one  industry 
that  could  use  it.  The  factual  evidence, 
however,  is  very  clear  that  in  the  case 
of  these  industries  which  are  operating 
well  below  capacity,  they  will  not  invest 
in  additional  equipment  for  the  purpose 
of  increasing  capacity.  They  may  do  it 
for  modernization.  They  are  doing  it  at 
a  record  rate  for  modernization. 

I  ask  unanimous  consent  to  have 
printed  in  the  Record  at  this  point  a 
table  headed  “Capacity— Rates  of  Op¬ 
eration.” 

There  being  no  objection,  the  table 
was  ordered  to  be  printed  in  the  Record, 
as  follows : 


Capacity — Rates  of  operation 
[Percent] 


Industry 

Actual  operating  rate 

Pre¬ 

ferred 

1954 

1965 

1956 

1957 

1958 

1959 

1960 

1961 

rate 

1961 

81 

98 

98 

68 

73 

96 

60 

83 

91 

90 

87 

91 

91 

* 

87 

95 

92 

74 

77 

77 

72 

79 

72 

87 

85 

76 

70 

76 

70 

75 

Electrical  machinery . 

92 

95 

98 

96 

87 

(9 

76 

76 

80 

78 

79 

88 

74 

80 

79 

86 

Transportation  equipment  (air¬ 
craft,  ships,  railroad  equip- 

69 

74 

80 

74 

70 

75 

71 

71 

87 

Fabricated  metals  and 
ments _ 

instru- 

81 

94 

83 

80 

80 

84 

76 

76 

83 

Industry 


Chemicals - 

Paper  and  pulp - 

Rubber - - - 

Stone,  clay,  and  glass------ 

Petroleum  and  coal  products 

Food  and  beverages - 

Textiles - -— 

Miscellaneous  manufacturing-  — 
All  manufacturing - 


Actual  operating  rate 


1954 

1955 

1956 

1957 

1958 

1959 

I960 

1961 

79 

90 

83 

81 

80 

82 

75 

79 

97 

100 

96 

88 

87 

91 

88 

90 

93 

91 

88 

80 

78 

84 

76 

93 

87 

94 

90 

74 

79 

78 

70 

71 

90 

90 

96 

90 

87 

86 

81 

90 

82 

88 

80 

80 

82 

83 

81 

82 

88 

93 

90 

80 

87 

92 

82 

91 

(i) 

(‘) 

85 

80 

84 

89 

83 

89 

84 

92 

86 

78 

80 

85 

77 

83 

i  Not  available. 

Note.— All  rates  as  of  end  of  year. 
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BUSINESS  EXPECTS  MORE  CASH  EARNINGS  THIS 

YEAR — EVEN  WITHOUT  GOVERNMENT  HELP 

There  is  one  other  section  in  the  Mc¬ 
Graw-Hill  report  that  I  should  like  to 
deal  with.  It  shows  that  business  firms 
as  a  whole  appear  to  be  in  a  stronger 
financial  position  this  year  than  last. 
The  report  goes  on  to  say  that  they  ex¬ 
pect  their  cash  flow — retained  earnings 
plus  depreciation  allowances — to  be  14 
percent,  compared  with  the  9-percent 
increase  they  expected  last  year.  The 
report  continues: 

Businessmen  as  a  whole  expect  that  their 
demands  for  external  financing  will  increase 
only  1  percent,  while  manufacturing  firms 
expect  no  increase  in  their  demands  for  ex¬ 
ternal  funds.  Thus  it  would  appear  that 
business  as  a  whole  may  rely  almost  entirely 
on  its  own  resources  to  finance  its  spending 
programs  this  year. 

Companies  were  asked  how  much  they  ex¬ 
pect  their  demand  for  external  financing  for 
whatever  purpose  to  increase  or  decrease  be¬ 
tween  1961  and  1962.  Companies  go  into 
the  financial  markets  for  funds  for  many 
other  purposes  besides  financing  capital 
equipment,  but,  taken  as  a  whole,  their  re¬ 
sponse  to  this  question  would  indicate  they 
do  not  anticipate  exerting  much  pressure  on 
the  financial  markets. 


Mr.  President,  that  is  a  masterpiece 
of  understatement. 

Since  we  have  excellent  capital  mar¬ 
kets — the  best  in  the  world — why  do  we 
need  to  have  investment  credit  to  pro¬ 
vide  another  $1.3  billion?  It  is  apparent 
to  me  that  it  is  wholly  unnecessary. 

To  summarize  my  conclusion  on  the 
McGraw-Hill  survey,  I  should  like  to  say 
that  this  finding,  that  only  1  percent 
would  be  the  increase  in  investment  in 
equipment  as  a  result  of  the  investment 
credit — that  is,  that  it  would  add  $300 
million  to  the  outlays  as  now  planned — 
strongly  suggests  that  the  investment 
credit  would  be  ineffectual  in  stimulat¬ 
ing  investment.  This  is  especially  true 
since  the  Treasury  has  placed  great 
hope  in  the  shortrun  stimulation  in  the 
immediate  future. 

This  is  the  particular  point  I  stressed. 
The  Secretary  of  the  Treasury,  when  I 
cited  this  McGraw-Hill  finding,  in  the 
hearings  before  the  Joint  Economic 
Committee,  said,  “This  is  the  first  year. 
This  is  the  first  reaction.”  He  said  that 
after  businessmen  get  used  to  the  in¬ 
vestment  credit  they  will  not  increase 
by  only  l  percent,  but  by  a  great  deal 
more,  and  that  it  will  act  as  an  impor¬ 
tant  stimulant  in  the  future. 

FIRST  YEAR  REACTION  TO  INVESTMENT  CREDIT 
CRUCIAL 


I  should  say  exactly  the  opposite.  All 
experience  with  such  stimulations  sug¬ 
gests  that  my  conclusion  is  right  and 
the  Secretary’s  conclusion  is  wrong.  The 
real  impact  is  in  the  first  year.  If  it  is 
not  felt  in  that  first  year,  it  is  never  felt. 
That  was  true  certainly  in  the  case  of 
the  depreciation  in  the  1954  Revenue 
Act.  That  came  in  1955.  Since  then  it 

ana  ?HCllIlld’  The  stimulus  works  up 
creas£en  there  ls  a  decline,  not  an  in- 

g4w°-hui  surveySdeal  a'SP6Ct  0f  the  Mc‘ 
dustries  and  the  n^fls  Wlth  selected  in- 

« « “rife  '"“■w  JTSS 


The  iron  and  steel  industry  is  pressing 
hard  for  the  investment  credit.  But 
the  percent  increase  that  they  said  the 
investment  credit  would  increase  their 
investment  would  be  zero.  In  the  non- 
ferrous  metals  it  would  be  1  percent.  In 
electrical  machinery,  it  would  be  1  per¬ 
cent.  In  autos,  trucks,  and  parts,  it 
would  be  zero. 

For  transportation  and  equipment,  it 
would  be  zero;  for  fabricated  metals  and 
instruments,  zero;  chemicals,  zero;  pe¬ 
troleum  and  coal  products,  zero;  miscel¬ 
laneous  manufacturing,  1  percent;  min¬ 
ing,  1  percent;  railroads,  1  percent; 
other  transportation  and  communica¬ 
tions,  zero. 

These  people  say  there  will  be  no  in¬ 
crease  in  investment  in  plant  and  equip¬ 
ment  the  first  year  because  of  the  invest¬ 
ment  credit.  None  at  all,  Mr.  President. 
If  they  do  not  have  it  in  the  first  year, 
they  will  never  have  it. 

CREDIT  DESIGNED  TO  ACCOMMODATE  NO  INCREASE 
IN  INVESTMENT 


One  of  the  principal  reasons  why  the 
investment  credit  was  modified  from  its 
original  form  providing  for  15-percent 
credit  for  additional  investment — not  for 
all,  but  additional  increment  and  in¬ 
crease  over  the  last  year — and  that  was 
knocked  out  and,  instead,  7  percent  was 
provided  on  all  investment — was  done 
primarily  at  the  request  of  the  railroads, 
because  they  said  they  could  not  take 
advantage  of  the  provision  for  additional 
increases  in  investment,  because  they 
are  not  making  any  increases  in  invest¬ 
ment. 

They  are  not  increasing  investment, 
and  they  will  not,  and  they  confess  they 
will  not.  Yet  we  will  have  a  reduction  in 
our  Federal  revenues  by  tens  of  mil¬ 
lions  of  dollars  for  the  benefit  of  the 
railroads,  and  they  will  do  nothing,  ex¬ 
cept  to  increase  their  income  and  in¬ 
crease  their  dividends,  I  suppose,  but 
they  will  do  nothing  to  stimulate  the 
economy,  resulting  in  an  increased  defi¬ 
cit  for  the  Treasury  and  more  taxes  to 
be  paid  by  the  ordinary  taxpayer. 

The  finding  made  by  McGraw-Hill 
that  U.S.  business  plans  to  spend  more 
for  new  producing  facilities  this  year 
than  in  any  previous  year,  planning  to 
spend  a  record  amount  in  1963-65,  cer¬ 
tainly  does  not  suggest,  as  Secretary  Dil¬ 
lon  has  stated,  that  investment  will  be  a 
‘soft  spot”  in  the  economy.  This  rapid 
rate  of  investment  is  almost  completely 
independent  of  the  proposed  tax  credit, 
and  it  has  nothing  to  do  with  the  pro¬ 
posed  tax  credit. 

M'GRAW-HILL  SAYS  NO  INVESTMENT  “SOFT 
SPOT” 


In  testifying  on  the  McGraw-Hill  sur¬ 
vey,  Douglas  Greenwald,  manager  of  the 
department  of  economics,  McGraw-Hill 
Publishing  Co.,  appeared  before  the  Joint 
Economic  Committee  and  said: 


My  assignment  is  to  discuss  the  current 
and  short-run  health  of  the  economy  with 
particular  reference  to  the  key  area  of  the 
economy— private  investment  in  new  plants 
and  equipment.  My  contribution,  for  the 
most  part,  will  be  based  on  recent  important 
factual  information  from  McGraw-Hill’s  sur¬ 
veys  of  business’  anticipations.  And  results 
of  these  surveys  indicate  that  capital  in- 
intentions  by  business  constitute 
^element  of  strength  in  the  business  out- 


I  emphasize:  The  McGraw-Hill  expert 
said: 

Surveys  indicate  that  capital  investment 
intentions  by  business  constitute  an  element 
of  strength  in  the  business  outlook — 

Not  as  Secretary  Dillon  said,  a  “soft 
spot.”  There  is  strength  in  the  business 
outlook,  according  to  McGraw-Hill, 
which  is  recognized  as  an  authoritative 
surveyor  of  the  economy. 

Mr.  Greenwald  continued : 

In  my  department  of  the  McGraw-Hill 
Publishing  Co.  we  have  made  surveys 
of  plans  for  business’  spending  on  new  fa¬ 
cilities  for  15  years.  We  also  maintain  a 
monthly  index  of  new  orders  for  non-elec¬ 
trical  machinery  which  reflects  the  new  in¬ 
coming  business  of  producers  of  capital 
equipment,  and  a  quarterly  forecast  index 
of  machinery  orders,  which  reflects  the  pro¬ 
ducers’  expectations  for  four  quarters  ahead. 
The  indexes  cover  a  relatively  small  number 
of  large  manufacturers  of  machinery. 

We  generally  survey  business  on  its  plans 
for  domestic  investment  twice  a  year — in  the 
spring  and  in  the  fall.  The  spring  survey 
is  very  comprehensive  and  is  geared  to 
longer -range  plans;  the  fall  survey  covers 
fewer  questions  and  is  geared  to  short-range 
plans. 

In  October  1961  we  carried  out  our  fall 
survey  of  business’  plans  for  1962  and  1963. 
Our  comprehensive  survey  of  business’  plans 
for  1962  to  1965  was  made  during  March  and 
early  April  of  this  year.  At  the  end  of  June 
we  carried  out  a  special  checkup  of  plans. 

The  McGraw-Hill  checkup  of  spending 
plans  showed  that  business,  in  general,  is 
planning  to  invest  approximately  the  same 
in  new  Plants  and  equipment  in 
1962  that  it  reported  to  us  in  our  compre- 
sensive  survey  taken  earlier  this  year,  and  a 
considerably  higher  amount  than  it  antici¬ 
pated  last  fall. 

This  survey  was  made  as  up  to  date  as 
possible.  It  was  made  as  of  only  a  few 
weeks  ago  and  was  brought  up  to  date 
for  June. 

Mr.  Greenwald  continued: 

Our  fall  1961  survey  indicated  that  busi- 
had  Plans  to  invest  $35.84  billion  in 
1962,  an  increase  of  about  4  percent  over 
1961.  Over  the  past  several  years  our  fall 
surveys  of  business’  plans  have  always  pro¬ 
vided  the  correct  direction  of  change  in  in¬ 
vestment  as  well  as  fairly  reliable  indications 
of  the  degree  of  change. 

The  McGraw-Hill  comprehensive  survey  of 
business'  plans  for  new  plants  and  equip¬ 
ment  taken  early  this  spring  indicated  that 
business  firms  had  raised  their  investment 
sights  significantly  from  the  fall.  Planned 
investment  for  1962  was  $37.98  billion  up 
10.5  percent  over  1961. 

So  the  later  survey,  in  April,  showed 
a  very  substantial  increase,  and  the  rec- 
oi  d  spending  that  is  now  taking  place 
for  plant  and  equipment  has  reached  an 
estimated  $38  billion  for  1962,  the  highest 
in  the  history  of  the  country. 

Mr.  Greenwald  continued: 

During  the  years  that  we  have  been  making 
these  spring  surveys,  they  have  proved  re¬ 
markably  accurate  in  indicating  the  trend 
of  overall  investment  for  the  year  ahead,  ex¬ 
cept  in  1950,  when  all  plans  were  altered  by 
the  Korean  war.  During  the  last  decade,  the 
average  error  between  the  McGraw-Hill  sur¬ 
vey’s  planned  percentage  change  and  the 
Department  of  Commerce’s  percentage 
change  for  actual  data  is  only  3.5  percent. 

We  do  not  conclude  from  this  experience, 
however,  that  we  have  a  sure-fire  forecasting 
device.  We  claim  nothing  for  the  results  of 
our  surveys  except  that  they  report  present 
plans.  We  heavily  emphasize  the  proposi- 
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tion  that  our  surveys  are  not  promises  of 
what  is  actually  going  to  happen. 

Our  special  checkup  in  late  June  showed 
that  business  planned  to  spend  $37.96  billion 
on  new  plants  and  equipment  this  year,  up 
10.4  percent  over  1961. 

That  was  according  to  the  recheck 
taken  in  June,  before  the  stock  market 
prices  began  to  recover.  I  continue: 

This  checkup  was  based  on  plans  of  a 
substantial  cross-section  of  business,  ac¬ 
counting  for  35  percent  of  total  capital  in¬ 
vestment.  For  the  most  part  the  results  re¬ 
flect  the  plans  of  large  companies.  This 
recheck  provided  no  indication  of  what  small 
companies  were  doing  about  their  invest¬ 
ment.  To  begin  with,  investment  plans  of 
small  companies  were  not  up  as  much  for 
1962  as  those  of  larger  companies. 

The  downward  movement  of  the  stock  mar¬ 
ket  in  May  and  June  may  have  had  some  im¬ 
pact  on  their  investment  plans.  However, 
small  companies  account  for  a  relatively 
small  percentage  of  total  capital  investment. 

Our  checkup  pointed  up  the  fact  that 
business  in  general  had  not  cut  back  or  can- 
celed  plans  for  investment  in  new  facilities 
in  1962  as  a  result  of  the  sharp  drop  in 
stock  prices  in  May  and  June  or  the  so-called 
loss  of  business  confidence. 

Manufacturing  industries  overall  planned 
to  invest  $15.3  billion  this  year,  down  about 
$110  million  from  plans  reported  to  us  in 
the  spring.  Steel,  machinery,  electrical  ma¬ 
chinery,  stone,  clay  and  glass  and  miscel¬ 
laneous  manufacturing  industries  plan  to 
invest  less  in  1962  than  they  did  earlier. 
However,  transportation  equipment  air¬ 
craft,  railroads  and  shipbuilding — fabricated 
metal  products  and  instruments,  chemicals, 
rubber  and  food  industries  plan  to  increase 
their  capital  expenditures  this  year  more 
than  planned  originally. 

Among  manufacturing  industries,  rail¬ 
roads  and  utilities  planned  slightly  higher 
capital  investment  for  1962  than  they  did 
earlier,  while  the  mining  industry  cut  its 

plans.  .  ^ 

About  80  percent  of  the  companies  that 
answered  in  our  recheck  indicated  they  had 
made  no  change  in  their  1962  plans  for  new 
plants  and  equipment.  The  remaining  20 
percent  indicated  some  changes  in  their 
planning.  But  this  group  was  split  right 
down  the  middle,  with  half  increasing  plans 
and  half  cutting  them. 

Among  the  companies  indicating  invest¬ 
ment  cutbacks,  only  a  very  few  cited  eco¬ 
nomic  conditions  as  the  reason.  In  most 
cases  where  investment  plans  were  lower 
than  they  were  earlier,  the  reasons  given  had 
absolutely  nothing  to  do  with  a  lack  of  busi¬ 
ness  confidence  or  the  drop  in  the  stock 
market.  Instead,  technological  delays  and 
construction  delays  were  the  reasons  given. 

We  should  point  out  that  in  past  years  of 
high  and  rising  business  activity  a  large 
number  of  companies  increased  investment 
plans  during  the  year.  This  has  not  been 
the  case  so  far  in  1962. 

This  recheck  of  McGraw-Hill  survey  was 
taken  before  stock  market  prices  began  to 
recover,  before  margin  requirements  were 
reduced  from  70  percent  to  50  percent  and 
before  Revenue  Procedure  62-21,  with  its 
more  realistic  depreciation  guidelines  re¬ 
garding  lives  of  machinery  and  equipment, 
became  effective.  It  is  conceivable  that 
these  three  factors,  along  with  the  7-percent 
tax  credit  for  new  machinery  and  equipment 
purchases,  which  Congress  may  soon  make  a 
part  of  the  Nation’s  law,  could  result  in 
higher  capital  expenditures  at  the  end  of 
this  year  than  are  now  anticipated  by  com¬ 
panies  and  by  business  economists  in  gen- 

However,  it  is  my  opinion  that  their  im¬ 
pact  on  capital  spending  may  be  slow  in 
coming.  We  have  some  factual  evidence 
on  this  point. 


m’graw-hill  estimates  cautious 
I  think  it  is  interesting  to  note  that 
McGraw-Hill  suggests  that  a  7  percent 
tax  credit  would  not  be  effective  and 
would  result,  at  best,  in  only  a  1  percent 
increase  in  credit.  Other  factors,  such 
as  improved  stock  prices,  and  general 
restoration  of  confidence  in  the  economy 
should  improve  the  plans  of  business¬ 
men  from  what  they  were  in  June,  which 
would  seem  to  have  been  about  as  gloomy 
a  month  as  we  have  had  in  a  long  time. 
This  should  emphasize  that  all  the  fig¬ 
ures  I  have  given  show  that  a  good  out¬ 
look  for  business  investment  in  plant 
and  equipment  are  conservative  and  are 
based  on  a  survey  made  at  the  time  when 
businessmen,  if  ever,  were  probably  cau¬ 
tious,  prudent,  and  even  pessimistic 
about  the  future. 

Therefore,  a  survey  taken  in  August, 
on  the  basis  of  the  facts  which  I  have 
listed  here,  on  the  basis  of  general  im¬ 
provement  in  conditions,  would  suggest 
that  the  estimates  would  probably  be  in¬ 
creased,  and  there  would  be  an  even 
greater  increase  in  business  investment 
in  plant  and  equipment. 

Mr.  Greenwald  continued: 

In  our  spring  survey,  we  asked  the  ques¬ 
tion,  “If  the  administration’s  program  of 
tax  incentives  for  investment  were  enacted, 
how  much  would  this  increase  your  capital 
expenditures  in  1962?” 

That  was  a  crucial  question.  I  shall 
repeat  it,  because  it  is  so  important  to 
the  argument  I  am  making : 

If  the  administration’s  program  of  tax  in¬ 
centives  for  investment  were  enacted,  how 
much  would  this  increase  your  capital  ex¬ 
penditures  in  1962? 

Business  as  a  whole  indicated  that  it  would 
raise  its  1962  plans  by  only  1  percent,  or 
about  $300  million.  Nine  out  of  every  10 
companies  replying  indicated  that  they 
would  not  use  such  a  program  at  all  in  1962. 

The  fact  that  American  business  is  going 
ahead  with  its  investment  plans  for  1962 
was  not  a  surprise  to  us.  It  confirmed  our 
belief  that  business’  plans  for  new  plants 
and  equipment,  once  made  for  the  year 
ahead,  are  generally  carried  out.  In  the 
past,  wars,  recessions  and  booms  have  led 
to  significant  changes  in  investment  plans. 
But  in  my  view  we  are  not  likely  to  be  in 
any  of  these  three  situations  this  year. 

Also,  it  makes  good  sense  for  businessmen 
to  go  right  ahead  with  their  modernization 
programs  in  1962.  Business  firms  reported 
to  us  in  our  recent  checkup  that  this  year's 
capital  investment  programs  are  stressing 
modernization,  with  the  hope  that  these 
cost-cutting  projects  will  result  in  better 
profit  margins. 

“MODERNIZATION”  A  TWO-EDGED  SWORD 

Incidentally,  modernization  means,  of 
course,  generally,  stress  on  automation; 
stress  on  automation  means  that  this 
kind  of  investment,  while  highly  bene¬ 
ficial  in  terms  of  improving  plant  ef¬ 
ficiency  and  while  it  will  improve,  un¬ 
questionably  the  standard  of  living  of 
the  American  people,  will  probably  have 
an  adverse  effect  on  employment.  It  is 
much  more  likely  to  increase  unemploy- 
ment,  certainly  in  the  short  run,  than 
to  reduce  unemployment.  From  this 
standpoint,  it  seems  to  me,  once  again, 
that  investment  credit,  to  the  extent  it 
has  any  effect  at  all— and  I  would  cer¬ 
tainly  question  that  it  has  any  effect— 
would  seem  to  contribute  to  the  one 
particular  economic  problem  that  faces 


America,  the  problem  of  unemployment, 
the  problem  of  men  out  of  work,  the 
problem  of  heads  of  families  not  having 
jobs  so  that  they  can  support  the  fam¬ 
ilies.  This  would  result  in  personal 
tragedy  and  also  have  a  very  serious 
effect  on  communities,  localities,  and 
States  undertaking  to  provide  additional 
relief,  and  so  forth.  I  continue  reading : 

In  our  earlier  survey  this  year,  manufac¬ 
turers  reported  that  they  planned  to  devote 
70  percent  of  their  1962  investment  dollar  to 
modernization.  The  reason  for  their  concern 
is  obvious.  About  40  percent  of  U.S.  plant 
and  equipment  dates  back  to  before  1951, 
and  nearly  25  percent  goes  back  to  World 
War  II  or  even  before  that.  These  significant 
statistics  were  also  revealed  by  our  spring 
survey. 

Only  a  very  small  percentage  of  investment 
is  going  for  new  capacity  this  year.  Most 
of  this  is  going  for  capacity  for  new  products 
which  are  an  important  part  of  the  payoff 
of  industry’s  tremendous  expenditures  on 
research  and  development  during  the  last 
decade.  Little  investment  is  going  for  addi¬ 
tional  capacity  for  existing  products. 

As  I  pointed  out,  they  prefer  to  op¬ 
erate  at  90  percent  of  capacity,  but  they 
are  well  below  it.  This  is  another  rea¬ 
son,  of  course,  why  the  proposed  invest¬ 
ment  credit  is  likely  to  be  ineffectual. 

I  have  one  other  reference  to  make  to 
testimony,  given  by  Mr.  Greenwald,  be¬ 
fore  I  finish  discussing  the  McGraw-Hill 
survey.  He  stated: 

Corporations  now  have  a  high  enough  rate 
of  cash  flow  to  finance  a  considerably  higher 
level  of  investment  than  is  now  planned  for 
1962. 

Mr.  President,  this  is  a  point  which  I 
think  we  have  clearly  established,  if  we 
have  established  nothing  else  this  after¬ 
noon. 

I  read  further  from  the  testimony  of 
Mr.  Greenwald: 

Our  comprehensive  survey  taken  early  this 
year  showed  that  businessmen  anticipated 
increasing  their  volume  of  cash  flow,  com¬ 
posed  of  retained  earnings  and  deprecia¬ 
tion,  at  a  faster  rate  than  their  investment 
in  new  plants  and  equipment.  At  that  time 
they  expected  to  increase  cash  flow  by  14 
percent  and  investment  by  only  10.5  per¬ 
cent. 

Once  again,  Mr.  President,  does  that 
make  any  sense,  when  we  know  that 
business  is  increasing  its  cash  earnings 
that  is,  its  depreciation  reserves  plus  its 
earnings  after  taxes— more  rapidly  than 
it  is  increasing  its  investment  in  plant 
and  equipment?  Under  these  circum¬ 
stances,  why  in  the  world,  should  we  pro¬ 
vide  a  $1  billion  tax  cut,  in  order  to  give 
business  additional  cash  earnings,  when 
business  is  not  using  what  it  now  has, 
and  is  not  beginning  to  tap  our  capital 
markets. 

Mr.  Greenwald  then  said: 

It  is  my  belief  that  the  McGraw-Hill  data 
on  plant  and  equipment  expenditures  indi¬ 
cate  that  this  key  segment  of  the  economy 
will  continue  to  expand  this  year.  If  plans 
hold  up  for  the  year  as  a  whole,  then  the 
quarterly  rate  of  capital  expenditures  may 
be  expected  to  reach  $39  billion  in  the  fourth 
quarter,  compared  with  a  rate  of  about  $37 
billion  in  the  second  quarter. 

EUROPEAN  SITUATION  NOT  APPLICABLE 

There  is  one  more  reference  which  has 
to  do  with  McGraw-Hill,  although  it  is 
on  a  slightly  different  point.  It  is  con- 
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stantly  argued  that  we  have  to  compete 
with  European  firms.  We  can  answer 
that  argument  on  several  levels  But 
when  Mr.  Greenwald  was  asked  about  it 
and  when  he  was  asked  whether  their 
cross  national  product  is  expanding  moi  e 
rapidly  and  whether  their  plant  is  more 
efficient,  he  had  this  to  say: 

If  vou  Have  a  high  rate  of  growth  in  terms 
of  investment  relative  to  GNP.  you  grow 
faster  I  think  this  is  fine  in  many  areas 
of  the  world,  but  I  don’t  think  this  applies 
to  us  any  more.  I  think  we  have  a  great 
record  of  growth  in  the  past  and  we  are  the 
richest  nation  in  the  world. 


Mr.  Katona,  an  eminent  professor  of 
economics  at  the  University  of  Michigan, 
had  this  to  say  on  the  same  subject: 

I  have  just  come  from  a  study  of  the 
Common  Market  countries,  it  is  very  true 
that  in  the  first  10  years  after  World  War  II, 
which  is  roughly  1947  to  1957  because  of  the 
previous  desolation,  they  have  spent  very 
much  more  on  business  investment  than  we. 
The  trend  is  downward.  The  new  impetus 
in  the  Common  Market  countries  comes 
from  consumers,  enormous  increase  in  in¬ 
stalment  credit  and  automobiles,  consumer 
housing,  and  consumer  equipment.  On  the 
whole,  the  Common  Market  countries  are 
Americanizing  rapidly  and  that  will  show 
up  in  lesser  business  investments,  more  re¬ 
sembling  our  rates,  and  more  consumer  tan¬ 
gible  investment  expenditures  as  well.  So 
if  you  look  at  the  trend  which  foreshadows 
the  future  rather  than  the  past  facts  will,  I 
believe,  diminish. 

I  have  been  reading  from  McGraw-Hill 
and  from  the  kind  of  distilled  statistics 
which  come  from  its  surveys  and  its 
studies  in  the  past. 

At  this  point  I  should  like  to  refer  to 
the  statements  made  by  a  group  of  very 
competent  business  executives — a  group 
of  experts  in  the  paper  industry — Henry 
P.  Baldwin,  vice  president,  Consolidated 
Water  Power  &  Paper  Co.;  Alexander 
Calder  Jr.,  president,  Union  Bag-Camp 
Paper  Corp.;  William  H.  Chisholm,  presi¬ 
dent,  Oxford  Paper  Co.;  J.  E.  Cowles, 
treasurer,  St.  Regis  Paper  Co.;  William 
A.  Hanway,  secretary.  International  Pa¬ 
per  Co.;  William  R.  Haselton,  vice  presi¬ 
dent,  general  manager,  Tacoma  area,  St. 
Regis  Paper  Co.;  Harold  Holden,  presi¬ 
dent,  Gilman  Paper  Co.;  J.  B.  Lockhart 
Jr.,  vice  president  and  controller,  Riegel 
Paper  Corp.;  Guy  E.  McCorison,  board 
chairman,  Thilmany  Pulp  &  Paper  Co.; 
and  A.  G.  Paine,  president,  New  York  & 
Pennsylvania  Co.,  Inc. 

They  were  asked: 


Question.  What  is  your  opinion  of  the 
Kennedy  administration  incentive  proposal 
to  let  business  subtract  from  its  taxes  7  or 
8  percent  of  what  it  spends  on  new  installa¬ 
tions  or  more  up-to-date  equipment? 


Here  is  the  reply : 

Consensus.  Almost  to  a  man,  each  mem¬ 
ber  of  the  panel  opposed  this  proposal,  and 
most  of  them  were  vehement  in  their 
reaction. 


Mr.  President,  why  do  they  do  that? 
why  in  the  world  do  those  businessmen 

monev  m  Credifc  which  would  Put 
would  enabip  E°ckets  of  theil'  firms  and 
^hds  kave  highei‘  divi- 

cash  position  and  wi  t£em  in  a  better 
income  after  t^es?  W  mcrease  theil 


Here  is  one  of  the  answers: 

I  don’t  feel  the  Government  has  a  right 
to  levy  selective  taxes  or  show  favoritism  to 
people  who  work  along  the  lines  they  [the 
Government  leaders]  want.  While  the  right 
to  tax  implies  the  right  to  destroy,  it  should 
never  imply  the  right  to  dictate  what  should 
be  done,  as  this  does. 

The  next  one  said: 

Wonderful,  isn’t  it.  After  we  have  gone 
through  a  multimillion-dollar  expansion  and 
there  already  is  overcapacity.  Someone  who 
will  jump  through  the  hoop  gets  it,  but  we 
don’t  benefit  after  all  we  have  spent.  This 
is  favoritism. 

The  next  one  said: 

A  shoddy  solution.  A  sort  of  a  one-shot 
patch.  Sort  of  a  forgiveness,  but  not  really 
changing  the  unfair  depreciation  rate.  Prob¬ 
ably  OK  to  get  textiles  out  of  a  hole. 

The  next  one  answered: 

This  is  not  a  proper  amendment  to  the 
tax  law.  Incentive  is  not  a  proper  part  of 
the  tax  law.  Only  valuable  to  some  small 
companies.  We  are  told  we  have  reached 
our  expansion  capacity.  So  what?  A  new 
company  gets  more  out  of  this.  The  7  or 
8  percent  would  not  be  meaningful.  The 
controllers’  association  is  against  investment 
credit  incentives. 

The  next  one  answered: 

An  arbitrary  credit  designed  to  compen¬ 
sate  for  something  wrong  with  the  overall 
tax  structure — the  unrealistic  depreciation 
policy.  The  7  or  8  percent  could  easily  be 
changed  and  therefore,  even  if  it  were  a 
good  solution,  it  would  not  necessarily  be  a 
permanent  one.  What’s  needed  is  a  fair  and 
realistic  policy  for  years  to  come. 

The  next  one  answered: 

Another  gimmick.  Won’t  solve  the  basic 
problem.  Qualifications  accompanying  this 
gimmick  are  unrealistic — a  common  result 
of  most  gimmicks.  Will  not  stimulate 
greater  investment  in  the  heavy  goods  in¬ 
dustries,  where  unemployment  is  greatest. 
I  fear  it  will  delay  further  action  on  the 
basic  problem. 

Another  one  answered : 

Harmful  in  the  long  run  to  the  general 
economy.  Basically,  tax  policy  should  follow 
sound  business  policy.  Any  reduction  in 
taxes  should  be  made  through  the  basic  tax 
rate.  We  take  this  position  even  though  our 
company  might  benefit  during  the  first  year 
under  the  proposed  law. 

The  next  one  answered : 

The  allowance  of  accelerated  depreciation 
in  1954  was  to  an  extent  more  logical  than 
the  proposed  credit,  in  that  it  tended  to 
compensate  for  unduly  long  lives  imposed 
on  some  corporate  taxpayers  by  Bulletin  F 
of  the  Internal  Revenue  Service.  Here  again 
we  believe  a  better  approach  is  to  follow 
sound  business  policies  throughout  the  tax 
law.  and  to  reduce  tax  rates  commensurately. 
We  see  no  sound  reason  for  writing  off  an 
extra  amount  of  an  asset  in  the  first  year  of 
its  useful. 

The  final  one  answered : 

I  say,  also,  it  is  a  gimmick.  Nearly  every 
industry  already  has  too  much  production. 
Why  ask  them  to  increase  capacity  when 
they  can’t  sell  it? 

Mr.  President,  these  are  hardheaded, 
tough-minded  businessmen — business¬ 
men  who  make  the  decisions  on  plant 
and  equipment.  This  is  their  reaction; 
and  it  is  typical  of  the  position  taken 
by  the  Chamber  of  Commerce  of  the 


August  25 

United  States,  by  the  Junior  Chamber  of 
Commerce,  by  the  National  Association 
of  Manufacturers,  and  by  a  number  of 
industry  groups.  They  are  uniformly 
agreed  that  this  will  not  work  and  that 
they  do  not  like  it. 

So  why  on  earth  should  we  insist  on 
forcing  on  them  a  tax  cut  which  they  do 
not  want,  when  there  are  so  many  in 
America  who  would  like  to  have  a  tax 
cut  if  they  could  get  it,  and  when  there 
are  many  who  would  like  to  have  invest¬ 
ments  in  their  particular  area — for  in¬ 
stance,  in  the  public  utilities — increase. 

Mr.  President,  it  is  argued  that,  some¬ 
how,  we  must  put  ourselves  on  a  basis  of 
competitive  equality  with  European  bus¬ 
iness  and  also  on  a  basis  of  taxation 
equality  with  European  business. 

Together  with  the  distinguished  jun¬ 
ior  Senator  from  Tennessee  [Mr.  Gore]  , 
I  completely  and  thoroughly  disassoci¬ 
ate  myself  from  that  view.  I  think  it  is 
a  really  “phony”  argument.  It  is  the 
argument  which  those  of  us  who  served 
in  State  legislatures  used  to  hear,  and  it 
is  the  same  argument  which  I  used  to 
hear  when  I  was  Democratic  nominee 
for  Governor  of  Wisconsin.  At  that 
time  it  was  argued  that  Wisconsin 
had  to  have  what  Illinois  had.  Wiscon¬ 
sin  had  an  income  tax,  but  no  sales  tax, 
whereas  Illinois  had  a  sales  tax  but  no 
income  tax.  So  it  was  argued  that  Wis¬ 
consin  should  do  away  with  its  income 
tax,  and  should  institute  a  sales  tax. 

Wisconsin  did  not  lose  industry  over¬ 
all,  although  Wisconsin  had  an  income 
tax,  progressive  taxation,  one  of  the 
most  progressive  tax  systems  in  the 
country,  and  Michigan  which  had  no  in¬ 
come  tax  and  a  sales  tax  did  lose  indus¬ 
try  by  the  bushel  basket.  It  did  not 
work  in  the  States.  If  it  were  to  work 
anywhere,  it  would  work  there,  where 
interstate  industry  competition  and 
trade  is  so  much  more  dominant  than  it 
is  between  nations.  But  we  are  getting 
the  same  old  argument  with  relation  to 
our  tax  structure  at  home  and  tax 
structure  abroad. 

The  Secretary  of  the  Treasury,  when 
he  was  asked  what  countries  had  invest¬ 
ment  credit,  said  only  Belgium,  Holland, 
and  the  United  Kingdom.  There  is  no 
question  that  we  can  compete  with  the 
United  Kingdom  effectively.  Inciden¬ 
tally,  that  is  the  only  country  whose 
gross  national  product  has  been  growing 
at  a  slower  rate  than  ours,  and  it  has  a 
big  investment  credit.  As  far  as  Belgium 
and  Holland  are  concerned,  it  is  ridicu¬ 
lous  and  fantastic  to  compare  the  pro¬ 
ductivity  of  the  United  States  of  America 
with  a  country  the  size  of  Belgium  or 
Holland.  If  one  were  to  compare  it  with 
that  of  Germany  or  France,  there  would 
be  some  basis  of  comparison,  but  not 
very  much  more. 

In  view  of  the  fact  that  our  entire 
foreign  trade  amounts  to  less  than  5 
percent  of  our  gross  national  product,  to 
base  our  tax  system — and  that  is  what 
the  argument  has  been  on  this  ques¬ 
tion — on  what  our  competition  is  going 
to  be  with  Belgium,  Holland,  England, 
France,  and  Germany  is  ridiculous. 

An  article  on  page  52  of  the  August  25, 
1962,  issue  of  Business  Week,  which  is 
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the  most  recent  issue,  shows  that  the  tax 
burden  in  the  United  States,  as  a  per¬ 
centage  of  gross  national  product,  is  in 
the  middle  of  a  list  of  nations.  It  is 
interesting  to  note  that  while  in  this 
country  it  is  higher  than  in  Spain,  Switz¬ 
erland,  Portugal,  Japan,  Greece,  Aus¬ 
tralia,  Ireland,  Belgium,  Canada,  and 
Denmark,  it  is  lower  than  it  is  in  Great 
Britain,  the  Netherlands,  Italy,  Sweden, 
Luxembourg,  Norway,  Finland,  Austria, 
France,  and  West  Germany. 

The  highest  burden  is  in  the  country 
that  is  growing  the  fastest.  West  Ger¬ 
many,  the  country  that  is  always  held 
up  as  a  model  of  progressive  free  enter¬ 
prise  capitalism.  There  the  percentage 
of  National,  State,  and  local  taxes  in 
1959  to  gross  national  products  was  34 
percent.  In  this  country  it  was  26.7  per¬ 
cent,  far,  far  less. 

I  wish  to  quote  from  page  52  of  that 
article  in  Business  Week: 

If  you’re  rich,  you  might  be  able  to  hold 
onto  more  of  your  wealth  under  European 
income  tax  treatment  than  under  the  U.S. 
system.  But  if  you’re  making  under  $50,000 
or  so  and  trying  to  become  a  capitalist,  you 
doubtless  have  a  better  chance  of  doing  it  in 
the  United  States  than  in  most  European 
countries.  Economically,  this  situation  may 
make  Europe  more  favorable  to  development 
of  venture  capital,  but  it  also  may  be  the 
reason  the  United  States  gets  a  much  greater 
flow  of  funds  from  middle-income  earners 
into  the  capital  markets. 

In  other  words,  our  system  makes  the 
man  who  has  a  good  income,  but  not  a 
great  income,  not  in  excess  of  $50,000,  far 
better  off  than  he  is  in  Europe. 

I  continue  to  read  from  the  article: 

Apart  from  the  income  tax,  European  gov¬ 
ernments  also  tend  to  favor  the  man  with 
money  by  a  heavy  reliance  on  indirect  taxes 
such  as  those  on  retail  sales.  This  shifts 
much  of  the  tax  burden  onto  middle-  and 
low-income  groups  who  spend  relatively  more 
of  their  income.  In  some  countries,  particu¬ 
larly  France  and  Italy,  it  offsets  the  relatively 
lighter  taxation  of  personal  and  corporate 
income. 

For  the  economy  as  a  whole,  the  sizable 
indirect  taxes  sometimes  are  rejiggered  to 
encourage  or  discourage  consumer  spending. 
But  a  high  level  of  indirect  taxes  weakens 
the  automatic  stabilization  effect  of  govern¬ 
ment  budgets,  by  which  a  business  upswing 
brings  in  more  revenue — tending  to  balance 
the  economic  cycle.  A  weaker  stabilizer  may 
be  good  in  a  recovery,  since  America’s  high 
tax  rates  tend  to  choke  off  a  recovery  too 
early.  But  in  a  downturn,  a  weak  stabilizer 
is  not  desirable. 

In  other  words,  we  not  only  have  a 
lesser  tax  burden  on  the  overwhelming 
majority  of  our  citizens,  but  we  also  have 
a  far  sounder  tax  system  from  an  eco¬ 
nomic  standpoint,  a  tax  system  which  is 
much  more  stable.  It  tends  to  prevent 
expansion  from  proceeding  quite  as 
rapidly,  and,  at  the  same  time,  it  tends 
to  prevent  inflation.  As  Business  Week 
points  out,  our  tax  system  prevents  a 
downturn  from  accelerating,  and  pre¬ 
vents  a  recession  from  getting  very  bad. 

This  article  also  discusses  something 
to  which  I  have  already  adverted: 

Ancient  rule  forgotten.  Some  2,000  years 
ago  a  Hindu  law  book  known  as  the  Code  of 


Manu  laid  down  an  oft-repeated  rule  of 
thumb  on  tax  burdens:  “A  king  who  in 
times  of  distress  taxes  even  the  fourth  part 
of  the  crops  is  free  from  guilt  if  he  protects 
his  subjects  to  the  best  of  his  ability.” 

That  is  the  notion  that  if  more  than 
one-quarter  of  income  is  taken  in  taxes 
something  may  be  amiss. 

I  continue  to  read: 

This  is  indicated  by  the  chart  on  this  page, 
which  shows  the  share  of  GNP  taken  by  total 
tax  collections — Federal,  State,  and  local,  in¬ 
cluding  social  security  charges — in  21  na¬ 
tions.  Starting  with  the  U.S.  at  26  percent 
and  running  up  to  West  Germany’s  34  per¬ 
cent,  nearly  all  the  Western  industrialized 
nations  exceed  the  old  rule-of-thumb  limit. 

But,  so  far  as  the  Western  industrial¬ 
ized  nations  are  concerned,  our  taxes 
are  less  burdensome  than  most,  not  more. 

I  continue  to  read  from  the  article: 

But  the  way  the  load  is  spread  is  perhaps 
more  important  than  its  size.  The  pattern 
of  tax  collections  (national,  State,  local,  and 
social  security)  in  the  table  on  page  54  in¬ 
dicates  some  of  the  variations  in  structure. 
Admittedly,  this  is  not  a  true  picture  of  tax 
incidence,  which  would  take  into  account  the 
unknown  degree  to  which  various  business 
taxes  are  shifted  to  consumers.  But  col¬ 
lections  at  least  show  who  foots  the  bill  in 
the  first  instance,  and  perhaps  where  the 
intentions  of  government  lie. 

Rather  surprisingly,  U.S.  corporations 
shoulder  a  smaller  share  of  this  Nation’s 
total  burden  than  do — 

Let  me  repeat  that : 

Rather  surprisingly,  U.S.  corporations 
shoulder  a  smaller  share  of  the  Nation’s  total 
burden  than  do  those  in  Germany,  France, 
Belgium,  and  Holland.  Britain  is  the  only 
major  European  nation  in  which  corporations 
carry  a  lighter  load  than  U.S.  companies. 
Most  of  the  countries  that  place  a  substan¬ 
tially  lighter  burden  on  business  are  small, 
like  Switzerland,  and,  ironically,  include 
such  Socialist  lands  as  Denmark  and  Sweden. 

I  ask  unanimous  consent  that  the  table 
showing  the  tax  burden,  share  of  gross 


national  product  taken  by  National, 
State,  and  local  taxes,  in  1959,  the  data 
coming  from  the  United  Nations,  Year¬ 
book  of  National  Accounts  Statistics: 
United  Nations  Statistical  Yearbook; 
U.S.  Treasury,  be  printed  at  this  point 
in  the  Record. 

There  being  no  objection,  the  table 
was  ordered  to  be  printed  in  the  Record, 
as  follows: 

The  tax  burden:  Share  of  GNP  taken  by 

National,  State,  and  local  taxes,  1959 

Percent 

West  Germany - 34-  0 

France _ 33-  3 

Austria _ 33-  I 

Finland - - 32- 1 

Norway - 31. 8 

Luxembourg  (1958) -  30.0 

Sweden _ _ _ 29-  7 

Italy _ 292 

Netherlands _ 29- 1 

Britain _ 28-  9 

United  States - 26-  7 

Denmark  (estimated) - 24.5 

Canada _ 24-  3 

Belgium _ 23-  1 

Ireland _ 22  •  2 

Australia _ 22-  9 

Greece _ 20- 1 

Japan _ 19-  9 

Portugal _ 18-  2 

Switzerland - 14.  4 

Spain  (1957) _  13.4 

Data:  United  Nations,  Yearbook  of  Na¬ 
tional  Accounts  Statistics;  United  Nations 
Statistical  Yearbook;  U.S.  Treasury. 

Mr.  PROXMIRE.  Mr.  President,  I  also 
ask  unanimous  consent  to  have  printed 
in  the  Record  a  table  showing  how  the 
tax  burden  is  spread,  country  by  country, 
including  Sweden,  Denmark,  the  Nether¬ 
lands,  Austria,  Britain,  West  Germany, 
Belgium,  France,  Portugal,  Spain,  Ire¬ 
land,  and  the  United  States. 

There  being  no  objection,  the  table 
was  ordered  to  be  printed  in  the  Record, 
as  follows : 


How  the  tax  burden  is  spread— Country  by  country  1 


Percentage  of  total  tax  collections  at  all  lovels  of  government  by  source,  1958 


Direct  taxes  on  income,  wealth,  payroll 

Indirect 

Individuals 

Corporations 

taxes  (ex¬ 
cise,  sales, 
etc.)  on  in- 

Income, 

wealth 

taxes 

Social 

security 

charges 

Total 

Income, 

wealth 

taxes 

Social 

security 

charges 

Total 

dividuals 
and  cor¬ 
porations 

Sweden _ _ _ 

46 

7 

63 

11 

3 

14 

6 

33 

46 

43 

5 

48 

38 

10 

19 

15 

33 

41 
46 
43 

42 
53 

31 

7 

30 

7 

37 

7 

15 

10 

9 

Z3 

26 

7 

33 

18 

15 

33 

28 

30 
36 

31 

21 

9 

30 

17 

16 

15 

14 

11 

6 

21 

15 

14 

3 

48 

10 

6 

54 

10 

6 

12 

74 

12 

2 

23 

7 

30 

41 

7 

16 

11 

8 

23 

24 

47 

35 

United  States-- - 

35 

6 

i  For  all  countries,  1958  is  most  recent  year  of  breakdown  on  social  security  charges. 


■.  i  '  .u™  ™  Ttoiv  is  not  available  but  ratio  averages  48.5  percent  from  indirect;  16  percent  direct 
29percentta  social  security  charges  on  business;  6.5  percent  m  social  security 

charges  on  individuals. 

Data:  National  Institute  Economic  Review,  Britain. 


No.  152 - 11 


CONGRESSIONAL  RECORD  —  SENATE 


16556 


August  25 


Mr.  PROXMIRE.  Mr.  President,  I 
also  ask  unanimous  consent  that  the 
text  of  the  article  “How  Taxes  Compare,” 
from  the  August  25  issue  of  Business 
Week,  be  printed  at  this  point  in  the 
Record. 

There  being  no  objection,  the  article 
was  ordered  to  be  printed  in  the  Record, 
as  follows: 

How  Taxes  Compare 

If  you’re  rich,  you  might  be  able  to  hold 
onto  more  of  your  wealth  under  European 
income-tax  treatment  than  under  the  U.S. 
system.  But  if  you’re  making  under  $50,000 
or  so  and  trying  to  become  a  capitalist,  you 
doubtless  have  a  better  chance  of  doing  it 
in  the  United  States  than  in  most  European 
countries.  Economically,  this  situation  may 
make  Europe  more  favorable  to  development 
of  venture  capital,  but  it  also  may  be  the 
reason  the  United  States  gets  a  much  greater 
flow  of  funds  from  middle-income  earners 
into  the  capital  markets. 

Apart  from  the  income  tax,  European 
governments  also  tend  to  favor  the  man  with 
money  by  a  heavy  reliance  on  indirect  taxes, 
such  as  those  on  retail  sales.  This  shifts 
much  of  the  tax  burden  onto  middle-  and 
low-income  groups  who  spend  relatively 
more  of  their  income.  In  some  countries, 
particularly  Prance  and  Italy,  it  offsets  the 
relatively  lighter  taxation  of  personal  and 
corporate  income. 

For  the  economy  as  a  whole,  the  sizable 
indirect  taxes  sometimes  are  rejiggered  to 
encourage  or  discourage  consumer  spending. 
But  a  high  level  of  indirect  taxes  weakens 
the  automatic  stabilization  effect  of  govern¬ 
ment  budgets,  by  which  a  business  upswing 
brings  in  more  revenue — tending  to  balance 
the  economic  cycle.  A  weaker  stabilizer  may 
be  good  in  a  recovery,  since  America’s  high 
tax  rates  tend  to  choke  off  a  recovery  too 
early.  But  in  a  downturn,  a  weak  stabilizer 
is  not  desirable. 

ANCIENT  RULE  FORGOTTEN 

Some  2,000  years  ago,  a  Hindu  lawbook 
known  as  the  Code  of  Manu  laid  down  an 
oft-repeated  rule  of  thumb  on  tax  burdens: 
“A  king  who  in  times  of  distress  taxes  even 
the  fourth  part  of  the  crops  is  free  from  guilt 
if  he  protects  his  subjects  to  the  best  of  his 
ability.” 

By  this  standard,  few  mature  nations  to¬ 
day  are  free  from  guilt.  This  is  indicated  by 
the  chart  on  this  page,  which  shows 
the  share  of  GNP  taken  by  total  tax  collec¬ 
tions — Federal,  State,  and  local,  including 
social  security  charges — -in  21  nations.  Start¬ 
ing  with  the  United  States  at  26  percent  and 
running  up  to  West  Germany’s  34  percent, 
nearly  all  the  Western  industrialized  nations 
exceed  the  old  rule-of-thumb  limit. 


DIVIDING  THE  LOAD 

But  the  way  the  load  spread  is  perhaps 
more  important  than  its  size.  The  pattern  of 
tax  collections  (National,  State,  local,  and 
social  security)  in  the  table  on  page  54  indi¬ 
cates  some  of  the  variations  in  structure. 
Admittedly,  this  is  not  a  true  picture  of  tax 
incidence,  which  would  take  into  account  the 
unknown  degree  to  which  various  business 
taxes  are  shifted  to  consumers.  But  collec¬ 
tions  at  least  show  who  foots  the  bill  in  the 
first  instance,  and  perhaps  where  the  inten¬ 
tions  of  governments  lie. 

Rather  surprisingly,  U.S.  corporations 
shoulder  a  smaller  share  of  this  Nation’s 
total  burden  than  do  those  in  Germany, 
France,  Belgium,  and  Holland.  Britain  is  the 
iatioS5aJc«r^Ur°?!ean  nation  in  which  corpo- 
Panies.  Most  &of  ^  l0a<i  than  U  S-  com- 

Bubstantlaliy  UI+.re  KCOUntrles  that  place  a 
2'  Hke  Cte  and4611  °n  business  are 

( Business  Week.  July  r??™ 


STEEL  STUDY 

One  industry  where  this  question  has  been 
studied  is  steel.  Total  taxes  as  a  percent  of 
sales  in  1960  for  steel  companies  in  several 
countries  were  compiled  recently  by  the 
International  Metalworkers  at  Geneva.  For 
U.S.  steel  producers,  taxes  were  7.7  percent 
of  sales;  in  France,  11.5  percent;  in  West 
Germany,  7  percent;  in  Belgium,  7.3  percent; 
in  Britain,  5.5  percent;  and  in  Sweden,  4.4 
percent. 

In  light  of  the  considerably  more  favor¬ 
able  treatment  of  corporate  profits  taxa¬ 
tion — as  compared  with  the  United  States — 
it  is  surprising  to  find  a  similar,  or  heavier, 
tax  burden  in  Germany,  Belgium,  and 
France.  This  is  only  one  industry,  of  course, 
but  three  farflung  U.S.  companies  in  other 
industries,  too,  report  there’s  “some  doubt” 
that  the  total  burden  on  their  several  Eu¬ 
ropean  subsidiaries  is  much  different  from 
the  burden  on  their  U.S.  companies. 

But  even  if  the  load,  company  for  com¬ 
pany,  is  about  the  same,  the  form  taken  by 
these  other  taxes  can  have  different  effects. 

OFFSETTING  FACTOR 

Payroll  taxes,  for  one,  may  largely  offset 
lower  income  taxes  on  business  in  many 
countries.  In  France,  Germany,  Belgium, 
Holland,  and  Italy,  most  of  the  direct  reve¬ 
nue  collections  from  corporations  come  from 
social  security  contributions  and  other  pay¬ 
roll  taxes. 

French  employers  pay  social  security  and 
ether  compulsory  charges,  such  as  housing 
allowances,  averaging  44.5  percent  of  their 
payrolls — and  sometimes  it  runs  to  50  per¬ 
cent.  Italian  employers  pay  an  average  47.8 
percent  of  their  wage  bill  in  social  security. 
German  employers  are  better  off,  but  still 
face  payroll  charges  of  about  16  percent.  In 
the  United  States,  the  average  is  only  4.5 
percent. 

Even  if  wages  are  lower  in  Europe  than 
in  the  United  States,  these  enormous  payroll 
charges  are  a  considerable  incentive  to  mod¬ 
ernize  plants  to  minimize  labor  costs.  Brit¬ 
ain,  whose  industry  bears  a  social  security 
burden  closer  to  that  of  U.S.  industry,  has 
been  keenly  aware  of  this  incentive  on  the 
Continent.  In  fact,  Britain  enacted  a  pay¬ 
roll  tax  last  year,  partly  to  discourage  adding 
workers  in  boom  times — which  strains  an 
already  short  labor  supply.  But  trade  un¬ 
ion  opposition  to  the  tax  was  so  strong  that 
it  has  never  been  applied— and  there’s  talk 
of  repealing  it. 

TURNOVER  TAX 

Indirect  taxes,  too,  offset  the  lighter  pro¬ 
fits  tax  in  some  countries.  This  is  parti¬ 
cularly  true  of  the  French  production  tax — 
a  tax  on  the  value  added  by  a  manufacturer. 
Basically,  the  “TVA,’’  as  it’s  called,  is  a 
turnover  tax  that  is  noncumulative — in  con¬ 
trast  to  a  general  sales  tax  whose  total  effect 
is  multiplied  as  it  is  added  on  at  each  stage 
from  raw  material  to  retail  customer.  In 
effect,  the  French  manufacturer  subtracts 
the  value  of  all  his  purchases  of  materials 
from  the  value  of  his  own  sales  and  applies 
the  tax  to  the  difference. 

For  the  company  that  cannot  pass  it  on, 
it’s  a  sizable  tax  bite.  The  current  rate  is 
close  to  20  percent,  but  because  it  is  in¬ 
cluded  in  a  company’s  sales  figures,  it  is  in 
effect  a  tax  of  close  to  25  percent.  But 
economists  contend  that  in  most  cases  the 
TVA  is  shifted  to  the  buyer  in  the  form  of 
higher  prices.  Moreover,  it  is  deductible  for 
income-tax  purposes,  and  it’s  even  included 
in  the  value  of  depreciable  assets.  Thus,  its 
real  burden  on  profits  is  unknown. 

For  the  French  Government,  the  TVA 
yields  as  much,  and  sometimes  more,  than 
both  personal  and  corporate  income  taxes 
combined.  Partly  because  of  this,  and  also 
because  of  its  noncumulative  effect,  it’s  be¬ 
ing  considered  for  eventual  adoption  by  all 


Common  Market  countries  in  lieu  of  other 
types  of  indirect  taxes. 

EVASION  PREVENTIVE 

The  heavy  reliance  on  indirect  taxes  in 
France,  as  well  as  in  Italy  and  other  Latin 
countries,  has  developed  not  so  much  from 
the  economic  merits  of  this  type  of  tax  as 
from  its  collectability.  Tax  evasion  is  no¬ 
torious  in  these  nations — and  to  some  extent 
it  must  distort  the  picture  of  the  real  burden 
on  business.  Corporations  are  known  to 
keep  separate  books  for  the  tax  collector,  and 
the  tax  bill  is  often  negotiated.  Unincorpo¬ 
rated  businesses  often  show  no  books  at  all, 
and  taxes  are  sometimes  assessed  on  the 
basis  of  floor  space,  number  of  machines,  and 
other  indirect  signs  of  financial  status. 

In  personal  taxation,  too,  evasion  of  in¬ 
come  taxes  has  forced  a  heavy  reliance  on 
indirect  taxes.  Because  of  inaccurate  re¬ 
porting  by  taxpayers,  income  taxes  in  France 
and  Italy  are  often  assessed  according  to 
the  outward  signs  of  wealth.  The  French 
taxpayer,  for  instance,  must  declare  the 
number  of  rooms  in  his  house,  the  number 
of  horsepower  in  his  car,  and  whether  he 
has  a  maid,  a  pet,  or  a  piano.  If  his  income 
seems  out  of  line  with  these  indexes,  it  can 
bring  the  assessor  down  on  his  head. 

CONSUMER  TAXES 

In  Britain,  the  burden  of  indirect  taxation 
falls  on  the  consumer  through  the  purchase 
tax,  which  can  go  as  high  as  50  percent  on 
autos  and  other  durables.  The  Government 
has  the  authority  to  move  the  rates  up  or 
down  by  10  percent  to  aid  in  leveling  off  the 
business  cycle.  Rates  vary  widely  by  com¬ 
modities,  but  they  average  out  at  about  20 
percent  across-the-board.  A  move  is  under 
way  now  to  cut  top  rates  and  raise  the  lower 
rates  gradually  to  bring  the  purchase  tax  to 
a  single  rate  of  about  20  percent.  This, 
however,  might  lessen  the  influence  of 
changes  in  the  tax  on  consumer  spending. 

Business  circles  in  Britain,  mainly  sparked 
by  the  powerful  Federation  of  British  In¬ 
dustries,  are  eying  the  use  of  indirect  taxa¬ 
tion  on  the  Continent,  particularly  the 
French  system.  A  recent  FBI  report  sug¬ 
gested  that  the  Government  consider  shift¬ 
ing  some  of  the  burden  of  business  taxation 
from  a  direct  to  an  indirect  basis. 

The  export  incentive  aspect  of  indirect 
taxation  particularly  has, perked  the  ears  of 
Britons.  The  French  for  instance,  exempt 
export  sales  rom  the  sizable  TVA.  The  Ger¬ 
mans  have  a  turnover  tax,  payable  on  all 
domestic  sales,  including  intercompany  sales, 
of  4  percent.  Because  its  effect  is  com¬ 
pounded,  the  German  manufacturer  gets  a 
rebate  of  6  percent  on  his  export  sales,  and 
this  may  be  more  than  he  has  actually  paid 
in  turnover  taxes. 

LOCAL  LEVIES 

Thus,  the  total  tax  burden  on  European 
industry  on  the  national  level  counts  many 
taxes  whose  effect  are  different  from  direct 
income  taxation.  But  other  taxes  have  the 
same  effect.  In  Sweden,  companies  pay  a 
deductible  local  income  tax  of  14  percent  in 
addition  to  the  40  percent  corporate  rate 
imposed  by  the  National  Government.  This, 
in  effect,  raises  the  corporate  rate  to  48  per¬ 
cent.  Germany  also  has  a  deductible  muni¬ 
cipal  profits  tax  that  goes  as  high  as  15 
percent. 

In  another  way,  leading  European  coun¬ 
tries  favor  capital  by  greatly  reducing  double 
taxation  on  corporate  dividends  and  profits. 
A  stockholder  gets  a  tax  credit  of  24  percent 
for  dividends  in  France  and  38.75  percent 
in  Britain.  In  the  United  States  the  deduc¬ 
tion  is  only  4  percent. 

Germany  taxes  a  corporation  on  its  dis¬ 
tributed  profits  at  the  rate  of  15  percent, 
compared  to  the  rate  of  51  percent  on  un¬ 
distributed  profits — similar  to  a  system  tried 
in  the  United  States  in  the  late  1930’s.  Al- 
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though  this  is  a  definite  incentive  to  distri¬ 
bution  it  doesn’t  lower  the  corporate  tax 
burden  as  much  as  the  difference  in  rates 
would  suggest.  Because  local  profits  taxes 
and  capital  assets  taxes  limit  the  amount 
available  for  distribution,  a  company  ends 
up  with  a  total  direct  tax  bill  of  65  percent 
even  if  it  distributes  40  percent  of  those 
profits  that  are  available  for  dividends. 

UNITED  STATES  WINNING  TRADE  COMPETITION 

Mr.  PROXMIRE.  Mr.  President,  we 
hear  over  and  over  again  that  we  are 
doing  a  less  than  adequate  job  in  com¬ 
peting  with  other  countries  in  trade. 

For  this  reason,  it  is  said,  we  suffer 
an  unfortunate  balance-of-payments  sit¬ 
uation.  This  is  not  true.  I  have  said 
this  before,  and  now  I  am  going  to  doc¬ 
ument  it  with  figures  from  the  record. 

I  have  before  me  a  U.S.  Department 
of  Commerce  survey  of  current  business. 
The  table  shows  that  business  in  the 
first  half  of  1962,  seasonally  adjusted 
and  raised  to  the  annual  rate,  was  the 
best  ever  in  the  history  of  this  Nation. 
Commercial  exports  were  $18.1  billion. 

If  American  business  is  not  able  to 
compete,  if  American  plants  are  ineffi¬ 
cient  and  cannot  do  an  adequate  job, 
how  can  anyone  explain  the  fact  that 
the  United  States  is  doing  so  well?  More 
is  being  sold  abroad  than  ever  before, 
and  this  is  exclusive  of  Government  aid 
financed  exports.  It  does  not  include 
military  equipment.  It  does  not  include 
foreign  aid.  It  does  not  include  Public 
Law  480  shipments.  It  refers  only  to 
commercial  exports. 

Imports  also  have  risen  during  this 
period  of  time,  but  exports  have  risen 
more  rapidly.  In  other  words,  not  only 
are  our  exports  increasing  at  a  healthy 
and  rapid  rate,  but  also  they  are  increas¬ 
ing  more  rapidly  than  imports  are  in¬ 
creasing.  So,  on  the  basis  of  the  only 
objective  facts  available,  we  are  doing  a 
better  job  than  ever  before. 

There  is  a  highly  favorable  balance  of 
trade.  There  is  no  question  about  it. 
The  favorable  balance  of  trade  can  be  di¬ 
vorced  from  and  separated  from  the  ad¬ 
ditional  advantage  we  get  from  our  for¬ 
eign  aid  program,  in  addition  to  our  fa¬ 
vorable  balance  of  trade. 

It  is  true  that  we  have  an  unfavor¬ 
able  balance  of  payments.  That  is  the 
result  of  two  things. 

First,  this  results  because  we  have  a 
large  military  outlay,  an  economic  grant, 
loan  and  foreign  aid  program,  and  troops 
stationed  abroad.  The  cost  of  that  pro¬ 
gram  to  our  balance  of  payments 
amounted  to  $5.2  billion  in  the  first  half 
of  1962,  at  an  annual  rate  and  sea¬ 
sonally  adjusted. 

In  addition,  we  suffer  from  an  outflow 
of  capital.  Businessmen  are  investing 
abroad.  That  is  a  very  good  thing.  I 
wish  businessmen  could  invest  so  much 
that  we  could  sharply  reduce  foreign  aid. 
This  is  a  kind  of  private  foreign  aid. 
When  private  capital  is  sent  abroad  it 
performs  the  same  function  as  is  per¬ 
formed  when  we  provide  a  Government 
loan.  The  difference  is  that  the  private 
loan  has  the  discipline  of  the  profit  mo¬ 
tive,  and  there  is  a  very  great  likelihood 


that  it  will  be  repaid  in  hard  currency, 
and  also  there  is  a  great  advantage  in 
the  fact  that  it  costs  the  taxpayers  noth¬ 
ing.  Also,  it  is  a  very  healthy  thing  for 
the  economies  abroad. 

This  kind  of  aid  is  rapidly  replacing 
foreign  aid,  such  as  we  have  provided  in 
years  past  to  Europe.  It  cannot  do  the 
job,  of  course,  for  the  underdeveloped 
countries. 

Nevertheless,  this  is  the  reason — • 
whether  it  be  private  aid  or  public  aid — 
for  our  adverse  balance  of  payments. 
The  adverse  balance  of  payments  itself 
has  been  diminishing. 

Any  argument  that  we  face  an  internal 
situation  in  this  country  which  results 
in  our  factories  being  so  inefficient  that 
in  order  to  get  their  costs  down  we  must 
give  them  a  subsidy,  a  special  “gim¬ 
mick,”  a  special  tax  reduction  so  that 
they  can  buy  new  equipment,  is  not  cor¬ 
roborated  by  the  facts. 

I  ask  unanimous  consent  that  the  table 
from  the  Survey  of  Current  Business 
entitled  “U.S.  Balance  of  Payments, 
1958-62”  be  printed  in  the  Record  at 
this  point. 

There  being  no  objection,  the  table 
was  ordered  to  be  printed  in  the  Record, 
as  follows: 


U.S.  balance  of  payments,  1958-62 
[In  billions  of  dollars] 


1958-60 

1961 

1962, 

aver¬ 

age 

Full 

year 

2d 

half 1 

1st 

half' 

Commercial  exports _ 

17.7 

17.8 

18.1 

Government  aid- 
financed  exports  > — 

17.4 

2.2 

2.4 

2.6 

Imports . . . — 

-14.3 

-14.5 

-16.5 

-15.9 

Surplus  on  trade... 

3.1 

5.4 

4.7 

4.8 

Services  rendered.  ... 

7.0 

7.7 

7.8 

8.2 

Services  received  * - 

-5.9 

-6.3 

-6.5 

-6.5 

Surplus  on  services. 

1.1 

1.4 

L  3 

1.7 

Sur  plus  on  trade 

and  services - 

4.2 

6.8 

6.0 

-6.5 

Military  outlays  4 . 

-2.9 

-2.5 

-2.4 

-2.0 

Economic  grants _ 

-1.6 

—  1.9 

}  -4.0 

-3.2 

Loans  8 _ _ _ 

-.8 

—.9 

Total  Govern- 

ment  outlays - 

-5.3 

-5.3 

-6.4 

-5.2 

Private  long-term  cap¬ 
ital: 

Inflow. . — 

.3 

.6 

.  1 

.3 

Outflow - 

-2.4 

-2.5 

-2.8 

-2.5 

Net . 

-2. 1 

-1.9 

-2.7 

-2.2 

Total  Government 
outlays  and  pri¬ 
vate  long-term 

-7.4 

capital . . 

-7.4 

-7.2 

-9.1 

Basic  deficit . . 

3.2 

.4 

3.0 

To 

Private  short-term 
capital: 

-1.2 

-.8 

Recorded  outflow — 

-.6 

-1.5 

Errors  and  omissions. 

.1 

-.6 

— .  4 

.  5 

Net . 

-.5 

-2. 1 

-1.6 

-.3 

Overall  deficit - 

T7 

2.5 

IT 

1.2 

■  Seasonally  adjusted,  raised  to  annual  rate, 
s  Excluding  shipments  under  military  aid  programs. 

3  Including  private  remittances  and  Government  pen- 


*  Net  of  sales  of  military  equipment. 
» Net  of  repayments. 


Note. — Details  may  not  add  to  totals  because  of 
rounding. 


Source*  TJ  S  Department  of  Gommorce,  Survey  of 
Current  Business.  Figures  for  the  1st  half  of  1962  are 
educated  guesses  based  on*  preliminary  and  mcomplete 
data. 


NEED  MORE  CONSUMER  PURCHASING  POWER 

Mr.  PROXMIRE.  Mr.  President,  Dr. 
Otto  Eckstein,  a  witness  before  the 
Joint  Economic  Committee  recently 
pointed  to  our  real  need.  He  said: 

We  have  already  had  a  liberalization  of 
depreciation  allowances  which  will  save 
business  about  $2  billion  a  year. 

That  was  the  recent  revision  of 
schedule  F  by  the  Secretary  of  the  Treas¬ 
ury.  Continuing — 

The  investment  credit  which  may  be  en¬ 
acted  in  this  session  would  add  at  least 
another  billion -plus  to  business  tax  relief. 

Thus,  these  two  measures  alone  would  re¬ 
duce  corporation  income  tax  payments  by 
$3  to  $4  billion,  thereby  increasing  the 
supply  of  investible  funds.  If  further  sub¬ 
stantial  relief  is  given  in  business  taxation, 
while  at  the  same  time  lack  of  growth  of 
consumer  purchasing  power  keeps  the  de¬ 
mand  for  final  products  relatively  low,  there 
is  little  chance  that  the  additional  savings 
being  made  available  will  in  fact  be  invested. 

That  is  a  masterpiece  of  understate¬ 
ment,  when  one  recognizes  the  fact  that 
even  before  we  made  the  depreciation 
schedules  available,  let  alone  the  invest¬ 
ment  credit,  business  was  not  coming 
close  to  using  its  cash  earnings.  As 
has  been  pointed  out,  there  has  rarely 
been  a  situation,  as  far  back  as  we  can 
go,  in  which  the  ratio  of  plant  and 
equipment  investment  to  cash  earnings 
has  been  as  low  as  it  is  now. 

Dr.  Eckstein  proceeded  to  say: 

Thus,  a  tax  cut  which  only  adds  to  sav¬ 
ings  may  very  well  do  more  harm  than  good 
in  dealing  with  the  central  economic  prob¬ 
lem  of  our  day,  which  is  the  shortfall  of 
demand  below  potential  supply. 

That  sentence  from  Dr.  Eckstein  is 
mighty  significant. 

A  tax  cut  which  only  adds  to  savings  may 
very  well  do  more  harm  than  good  in  deal¬ 
ing  with  the  central  economic  problem  of 
our  day,  which  is  the  shortfall  of  demand 
below  potential  supply. 

Where  will  the  tax  cut  for  business 
go,  when  businessmen  say  they  do  not 
want  it  and  will  not  use  it,  other  than 
into  savings?  That  is  where  it  will  go. 

A.T.  &  T.  is  to  get  a  $75  million  tax 
cut,  which  it  does  not  want.  A.T.  &  T. 
representatives  testified  before  the  Fi¬ 
nance  Committee  against  this  proposal. 
That  money  will  go  into  savings,  because 
they  will  not  use  it.  They  will  not  in¬ 
crease  their  investment  by  $1  because 
of  it. 

Dr.  Eckstein  says  that  this  may  very 
well  do  more  harm  than  good. 

On  the  other  side,  increased  International 
competition  and  the  need  for  high  long¬ 
term  growth  to  meet  our  obligations  requires 
us  to  take  some  additional  steps  toward 
raising  the  fraction  of  GNP  which  is  in¬ 
vested. 

The  statistics  which  we  have  placed 
in  the  Record  take  care  of  the  latter 
part  of  Dr.  Eckstein’s  argument,  I  think. 

NO  REAL  PRECEDENT  FOR  INVESTMENT  CREDIT 

The  testimony  by  Secretary  Dillon, 
who  was  the  principal  witness  in  favor 
of  the  bill,  is  really  the  cornerstone  on 
which  this  provision  is  based.  Secre¬ 
tary  Dillon  said: 

This  method  of  investment  stimulation  is 
presently  in  use  in  the  United  Kingdom, 
Belgium,  and  the  Netherlands  and  is  in  the 


CONGRESSIONAL  RECORD  —  SENATE 


16558 


process  of  being  enacted  by  the  Australian 
Parliament.  It  is  a  tried  and  proven  ap¬ 
proach. 

Again,  I  point  out  that  there  could  not 
be  a  more  unfortunate  example.  The 
only  countries  in  the  world,  apparently, 
which  have  the  investment  cerdit  are  the 
United  Kingdom,  Belgium,  and  the 
Netherlands. 

The  United  Kingdom  has  a  slower 
rate  of  growth  than  ours,  the  slowest 
of  any  industrialized  country  in  the 
world.  The  United  Kingdom  has  not 
increased  its  growth.  It  has  not  im¬ 
proved  its  ability  to  trade.  It  has  not 
increased  efficiency.  It  is  the  only  in¬ 
dustrialized  country  of  the  world  with  a 
record  of  growth  worse  than  ours. 

What  are  the  other  countries?  Bel¬ 
gium  and  Holland  have  this  provision. 
To  compare  the  economy  of  the  United 
States  of  America  with  the  economies  of 
Belgium  and  Holland  is  like  comparing 
a  Cadillac  with  a  “kiddy-car”  or  with  a 
tricycle.  There  is  no  comparison.  Bel¬ 
gium  and  Holland  are  fine  countries,  but 
they  are  little  countries.  They  are  very 
small  countries. 

They  depend  on  foreign  trade  over¬ 
whelmingly.  They  have  moved  now  into 
a  brand  new  economic  situation  by  join¬ 
ing  the  Common  Market.  The  compari¬ 
son  there  is  obviously  void. 

Mr.  Dillon  said  that  the  Australian 


Parliament  is  in  the  process  of  adopting 
it  but  it  has  not  been  adopted.  So  that 
could  hardly  be  an  effective  test. 

I  suppose  in  Australia  they  are  saying 
that  the  U.S.  Congress  is  in  the  process 
of  adopting  investment  credit.  We  may 
be.  But  certainly  our  experience  can¬ 
not  be  used  as  an  example  of  how  it  is 
likely  to  work. 

Mr.  Dillon  went  on  to  say  that  the 
investment  credit  will  stimulate  invest¬ 
ment  in  industrial  capacity. 

If  my  very  extensive  and  elaborate 
belaboring  of  the  McGraw-Hill  study 
today  did  nothing  else,  it  established  the 
fact  that  we  are  already  performing  a 
tremendous  task  of  modernization  of  our 
plant  and  equipment,  the  biggest  job  we 
have  ever  done.  Last  year  the  figure 
was  68  percent ;  this  year  70  percent.  In 
the  coming  years  at  least  68  or  70  per¬ 
cent  of  all  our  investment  will  be  for 
modernization. 


The  evidence  is  that  in  some  indus¬ 
tries  it  even  will  be  higher.  That  is  a 
remarkable  performance.  It  is  partic¬ 
ularly  remarkable  in  view  of  the  further 
fact  that  the  McGraw-Hill  survey  shows 
that  we  are  investing  a  record  amount — 
never  as  much  overall. 

As  far  as  increasing  the  expansion  of 
our  industrial  capacity  is  concerned,  Mr. 
Dillon  would  have  to  agree  that  that 
would  not  do  it.  The  only  way  we  can 
increase  the  expansion  of  equipment  is 
by  increasing  demand.  Nobody  is  going 
to  buy  more  equipment  if  he  does  not 
have  a  use  or  a  market  for  it. 

Whenever  we  have  gotten  advocates  of 

conce^th^6^  t0  teStify’  they  have 
be  on  exnwrw  th<L  main  thrust  will  not 
But  as  the  M„p but  on  modernization. 
mouerinz^ioMcGraw  Hill  survey  shows 


Place,  it  wouiT"  ™at  in 
economy.  d  strengthen 


second 
our  whole 


It  cannot  strengthen  our  whole  econ¬ 
omy.  As  Dr.  Eckstein  so  well  said,  a 
tax  cut  that  adds  to  savings  will  do  more 
harm  than  good. 

Mr.  Dillon  said  that  it  would  con¬ 
tribute  to  economic  growth. 

Obviously,  if  it  is  not  going  to  be  in¬ 
vested  or  will  not  result  in  additional 
expansion  or  modernization — and  the 
testimony  is  overwhelming  that  it  will 
not — it  will  not  contribute  to  economic 
growth. 

Mr.  Dillon  said  that  it  would  substan¬ 
tially  increase  the  competitiveness  of 
American  products  in  markets  at  home 
and  abroad.  I  think  we  have  already 
answered  that  by  pointing  out  the  fact 
that  we  are  already  competing  with  the 
greatest  effectiveness  overseas.  We  have 
done  so  to  such  an  extent  that  I  think 
the  problem  is  how  we  should  increase 
the  capacity  of  countries  overseas  so  that 
they  can  rectify  their  balance  of  trade, 
and  so  that  it  will  not  be  necessary  for 
us  to  carry  such  a  big  share  of  the  bur¬ 
den  of  our  foreign  aid  program. 

COLD  EVIDENCE  OF  MARKETPLACE:  AMERICA 
MORE  EFFICIENT 

Mr.  Dillon  went  on  to  say: 

Our  balance-of -payments  positions,  as  well 
as  our  standard  of  living  in  the  long  run,  can 
be  improved  or  even  maintained  only  if  we 
can  increase  our  efficiency  and  productivity 
at  a  rate  at  least  equal  to  that  of  other  lead¬ 
ing  industrialized  nations. 

That  seems  to  be  pretty  much  the  cor¬ 
nerstone  of  Mr.  Dillon’s  argument.  We 
must  be  able  to  increase  our  productivity 
as  rapidly  as  do  countries  abroad.  Every 
survey  and  study  shows  that  countries 
abroad  have  increased  their  productivity 
for  a  very  obvious  reason.  They  rebuilt 
their  economies  from  scratch.  They  were 
in  a  position  in  which  they  had  no  build¬ 
ings,  factories,  or  equipment.  The  peo¬ 
ple  had  too  few  clothes.  They  had  noth¬ 
ing.  They  have  come  a  long  way.  Of 
course,  in  that  process  a  country  grows 
when  it  starts  from  scratch.  The  war- 
ravaged  economies  have  been  rebuilt. 
They  are  not  completed  yet.  What  is 
now  happening  in  Europe  is  that  they 
are  going  through  an  Americanization 
process.  The  Americanization  process  is 
to  do  what  they  can,  as  rapidly  as  pos¬ 
sible,  to  get  the  same  kind  of  standard  of 
living  there  as  we  have  here.  That 
means  further  growth  in  their  countries. 

Whereas  in  our  country  9  out  of  10 
homes  have  television,  only  about  2  out 
of  10  homes  in  Europe  have  television. 

In  our  country  99  families  out  of  100 
have  refrigerators;  less  than  half  the 
homes  in  Europe  have  refrigerators. 
They  have  an  enormous  market  and  a 
great  need  for  goods.  That  means  they 
will  grow,  especially  in  view  of  the  fact 
that  they  have  high  skills.  They  pay  in¬ 
creasing  wages.  They  suffer  inflation  of 
a  much  more  serious  kind  than  we  do. 

Under  those  circumstances  it  is  not  ac¬ 
curate  or  responsible  to  compare  our  rate 
of  growth  with  that  of  countries  abroad. 
It  does  not  make  sense,  because  we  would 
compare  entirely  different  things. 

Unless  we  wish  to  make  comparisons 
on  the  basis  of  which  country  is  best 
able  to  trade  in  the  world,  I  submit  on 
the  basis  of  statistics  which  I  put  in  the 

ecord  showing  our  overwhelming 
balance  of  trade— even  if  we  left  out  of 
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account  foreign  aid  and  military  troops 
abroad — there  is  real  evidence  of  a 
strong  balance  of  trade. 

There  is  real  evidence  that  we  are 
competing  very  effectively  and  that  we 
are  more  efficient  than  they.  While 
there  may  be  some  plants  which  are  new¬ 
er  than  ours,  because  they  started  later, 
nevertheless,  overall,  we  have  a  more 
productive  and  efficient  economy  than 
exists  in  Europe.  I  think  we  can  keep 
it  that  way  by  relying  on  our  market 
economy  and  by  doing  what  a  number 
of  economists  have  stressed  over  and  over 
again,  which  is  to  get  a  fuller  utiliza¬ 
tion  of  our  present  plant. 

The  way  to  increase  efficiency  is  to 
operate  at  the  optimum  rate.  The  rea¬ 
son  we  are  less  efficient  is  that  plants 
abroad  are  operating  at  their  maximum 
capacity.  When  a  plant  operates  at  100 
percent  of  capacity,  its  overhead  is 
spread  over  a  much  larger  volume  of 
production.  When  we  operate  our 
plants  at  85  percent  of  capacity  or,  as  in 
the  steel  industry,  at  50  or  60  percent 
of  capacity  at  times,  we  must  spread  the 
overhead  over  a  more  limited  volume,  so 
the  overhead  is  twice  as  great  per  unit 
at  50  percent  of  capacity  as  it  is  at  100 
percent  of  capacity. 

The  way  that  we  can  reduce  our  unit 
cost  is  to  get  our  rate  of  capacity  of  oper¬ 
ations  up.  We  do  not  get  the  rate  of 
capacity  of  operations  up  by  building  a 
capacity  that  we  do  not  need.  That 
would  drive  us  in  the  opposite  direction. 

Mr.  Dillon  went  on  to  say: 

These  nations  have  now  largely  achieved 
the  conditions  needed  to  attract  massive  in¬ 
vestment  in  productive  facilities — including 
external  currency  convertibility,  price  sta¬ 
bility,  and  political  stability — and  they  are 
providing  effective  tax  incentives  designed 
to  accelerate  investment  and  growth.  We 
cannot,  therefore,  afford  to  stand  by  and  do 
nothing,  or  put  off  affirmative  action  to  a 
later  day.  We  need  to  increase  our  invest¬ 
ment  in  machinery  and  equipment  now — 
delay  can  only  place  greater  strains  on  our 
international  payments  position  and  put  off 
the  achievement  of  the  rate  of  growth  we 
must  achieve  if  we  are  to  meet  our  domestic 
and  international  commitments  and  provide 
jobs  for  our  ever-increasing  labor  force. 

That  is  really  Alice  in  Wonderland. 
One  would  think  from  hearing  Mr.  Dil¬ 
lon  testify  that  we  had  an  unfavorable 
balance  of  trade  instead  of  the  extremely 
favorable  balance  of  trade  that  I  have 
already  established. 

Mr.  Dillon  went  on  to  say : 

Machinery  and  equipment  expenditures — 
the  type  of  business  capital  expenditure 
which  is  basic  to  the  creation  of  new  prod¬ 
ucts  and  which  also  makes  the  most  direct 
contribution  to  cost-cutting,  productivity, 
and  efficiency — constitute  a  smaller  percent¬ 
age  of  the  gross  national  product  in  the 
United  States  than  in  any  major  industrial 
nation  of  the  world. 

Of  course,  Mr.  President.  We  are  a 
service  economy.  We  are  a  mature 
economy.  We  are  not  still  building  our 
factories.  We  are  not  equipping  our  fac¬ 
tories  from  scratch.  We  are  an  econ¬ 
omy,  as  Dr.  Katona  pointed  out,  in  which 
we  are  consumer  oriented.  We  are  pro¬ 
ducing  for  the  consumer.  That  is  the 
reason. 

Of  course,  it  is  also  true  that  we  have 
a  much  greater  absolute  investment  in  a 
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per  capita  sense  and  on  any  other  basis 
than  any  of  these  other  countries.  We 
have  greater  absolute  investment  in 
plant  and  equipment  than  they.  Theirs 
are  poor  economies. 

The  point  I  should  like  to  make  is  that 
this  investment  credit  does  not  encour¬ 
age  investment  in  equipment  alone. 
This  provides  credit  for  any  depreciable 
asset  including  martini  mixers,  glass 
table  tops,  escalators,  and  almost  any¬ 
thing  one  can  think  of. 

Mr.  Dillon  goes  on  to  say: 

Recent  studies  indicate  a  close  correlation 
between  the  ratio  of  investment  in  produc¬ 
tive  equipment  to  GNP  and  the  rate  of 
economic  growth.  In  view  of  the  relatively 
small  proportion  of  GNP  that  has  been  al¬ 
located  to  investment  in  machinery  and 
equipment  in  the  United  States,  it  is  not 
surprising  to  find  that  the  average  annual 
rate  of  growth  (in  constant  prices)  experi¬ 
enced  in  the  United  States  in  the  decade  of 
the  fifties  was  only  3  percent,  compared  with 
more  than  7  percent  for  West  Germany,  and 
with  a  range  of  4  to  6  percent  for  most  other 
industrial  countries  of  Western  Europe. 

Mr.  President,  the  answer  is  that  we 
have  far  greater  investment  than  exists 
abroad.  We  have  a  much  greater  econ¬ 
omy,  much  more  expansive  demand  for 
all  goods,  and  a  much  greater  produc¬ 
tion  of  all  goods  than  they.  We  have 
had  an  increase  in  our  gross  national 
product  of  $50  billion  over  a  period  of  18 
months.  This  is  an  increase  of  10  per¬ 
cent.  If  the  British,  German,  French, 
and  Italian  economies  grew  by  $50  bil¬ 
lion,  it  would  be  an  increase  of  perhaps 
50  percent  or  60  percent  or  70  percent. 
We  are  growing  much  more  rapidly  than 
they  are.  Our  rate  is  less  because  our 
base  is  far  greater.  Only  one  of  the 
countries  mentioned  by  Mr.  Dillon  has 
an  investment  credit,  and  that  is  the 
United  Kingdom,  and  that  country  grew 
less  rapidly  than  we  did. 

Mr.  Dillon  goes  on  to  say: 

We  cannot  hope  to  achieve  the  Increased 
rate  of  capital  formation  necessary  to  more 
rapid  economic  growth  and  full  employment 
unless  we  bring  our  tax  treatment  of  capital 
investment  into  line  with  the  standards 
which  our  European  competitors  have  used 
so  successfully,  over  the  past  decade. 

This  country  is  far  more  efficient,  far 
more  productive,  than  the  European 
countries.  They  have  grown  because 
they  have  grown  from  a  smaller  base. 
Economists  who  come  before  our  Joint 
Economic  Committee  from  Italy,  Eng¬ 
land,  and  Switzerland  say  they  come  to 
a  country  which  is  the  most  greatly  ad¬ 
mired,  which  has  an  industrial  efficiency 
that  far  surpasses  theirs.  They  admit 
it. 

For  us  to  have  to  key  our  tax  policies 
to  the  policies  of  Europe,  in  view  of  our 
great  record,  is  almost  insulting,  as  well 
as  being  extraordinarily  regressive,  be¬ 
cause  the  fact  is  that  in  Europe  the  tax 
burden  is  overwhelmingly  on  the  little 
man,  and  the  man  with  big  income,  es¬ 
pecially  the  man  with  an  income  of  more 
than  $50,000,  is  far  less  heavily  taxed, 
and  has  many  more  loopholes  available 
to  him.  I  do  not  see  that  there  is  any 
basis,  based  on  the  record,  for  us  to 
change  our  economy  and  model  it  after 
European  economies  in  view  of  the  over¬ 


all  record  of  the  United  States  of  Amer¬ 
ica  as  compared  with  the  economies 
abroad. 

WHY  SHOULD  AMERICA  MATCH  INEQUITABLE 
FOREIGN  TAX  PROVISIONS? 

Mr.  Dillon  goes  on  to  say: 

The  revised  depreciation  guidelines,  to  be 
announced  in  late  spring  of  this  year,  will 
constitute  the  first  really  major  change  in 
the  administration  of  depreciation  since  the 
early  1930’s.  The  establishment  of  a  modern 
depreciation  system  which  takes  account  of 
the  current  faster  tempo  of  obsolescence  wUl 
help  to  stimulate  investment  in  this  country. 
But  I  must  emphasize  the  shortening  of  de¬ 
preciable  lives  to  a  fully  realistic  basis  will 
not  bring  American  industry  abreast  of  its 
foreign  competitors.  For  all  the  other  major 
industrialized  nations  of  the  free  world  pro¬ 
vide  for  either  the  use  of  unrealistically 
short  lives  for  depreciation  purposes,  a  prac¬ 
tice  which  distorts  income  and  cost  state¬ 
ments,  or  for  special  initial  allowances  or 
investment  allowances  which  supplement 
regular  depreciation  charges,  or  for  a  com¬ 
bination  of  two  or  more  of  these  incentives. 

This  is  very  discouraging  reading,  to 
have  the  Secretary  of  the  Treasury  say 
that  because  Europeans  have  very  un¬ 
sound  and  inferior  and  inequitable  sit¬ 
uation  at  the  present  time,  we  ought  to 
do  the  same  thing. 

What  he  did  in  changing  our  depre¬ 
ciation  schedules  was  good  and  praise¬ 
worthy,  in  providing  that  our  deprecia¬ 
tion  shall  be  as  realistic  as  it  can  be, 
with  just  as  short  a  life  as  business  can 
establish  for  every  item  of  equipment. 
To  say  that  we  should  do  more  than  this, 
does  not  make  sense.  It  is  morally 
wrong  to  permit  a  company  or  a  person 
to  depreciate  more  than  100  percent. 
That  this  is  wrong  is  exactly  the  posi¬ 
tion  taken  by  Senator  Byrd  and  Sena¬ 
tor  Williams  of  Delaware,  in  the  hear¬ 
ings  of  the  Senate  Finance  Committee. 
These  men  have  been  conservatives  and 
have  fought  hard  throughout  the  years 
for  conservative  principles.  They  un¬ 
derstand  business  and  are  supported  by 
American  business.  They  know  that 
this  kind  of  provision  is  wrong,  because 
they  are  men  who  believe  in  morality 
and  recognize  that  it  does  not  make  any 
sense  to  permit  people  to  depreciate 
more  than  100  percent,  to  get  back  more 
then  they  put  in.  This  is  a  clear  sub¬ 
sidy. 

Secretary  Dillon  also  said: 

It  is  essential  to  our  competitive  position 
in  markets,  both  here,  at  home,  and  abroad, 
that  American  industry  be  put  on  the  same 
basis  as  foreign  industry.  Unless  this  is 
done,  increased  imports  and  decreased  ex¬ 
ports  will  unnecessarily  add  to  the  burden 
of  our  balance-of-payment  deficit. 

The  whole  case  is  built  around  the 
notion  that  because  other  countries  pro¬ 
vide  an  unjust  break  for  their  business 
people,  we  must  do  exactly  the  same 
thing.  As  I  said  earlier,  exactly  the 
same  argument  is  made  in  every  State 
of  the  Union  before  every  State  legis¬ 
lature.  It  is  the  old  Gresham’s  law  that 
prods  legislatures  to  a  regressive  tax 
system,  because  that  is  the  way  business 
likes  it. 

In  this  case,  apparently,  someone  in 
the  Treasury  thinks  we  should  push 
business  in  that  direction,  even  though 
business  does  not  like  it,  but  that  does 


not  make  sense.  This  cannot  be  justi¬ 
fied  on  the  basis  of  our  balance  of  trade, 
because  it  is  favorable,  and  not  unfa¬ 
vorable. 

PACTS  FLATLY  CONTRADICT  DILLON  ON  NEED  FOR 
CASH 

Mr.  Dillon  says: 

An  increase  of  this  magnitude  will  pro¬ 
vide  a  major  stimulus  to  business  firms  to 
replace  older,  less  efficient  machinery  and 
equipment,  and,  in  the  process,  incorporate 
the  most  recent  technological  developments 
into  productive  facilities.  Investment  deci¬ 
sions  are  influenced  as  well  by  the  avail¬ 
ability  of  funds.  Since  the  credit  will  in¬ 
crease  the  flow  of  cash  available  for  in¬ 
vestment,  it  will  stimulate  investment 
through  this  effect  as  well  as  through  its 
effect  on  profitability.  The  increased  cash 
flow  will  be  particularly  important  for  new 
and  smaller  firms,  which  do  not  have  ready 
access  to  the  capital  markets  and  whose 
growth  is  often  restrained  by  a  lack  of 
capital  funds. 

We  have  already  documented  that 
right  up  to  the  hilt.  We  have  shown 
that  there  is  no  dearth  of  capital  funds, 
that  cash  earnings  are  more  than  suffi¬ 
cient,  and  that  there  is  a  surplus  of  cash 
funds. 

We  have  rarely,  if  ever,  in  our  history 
had  a  situation  in  which  there  was  such 
a  small  amount  of  investment  in  equip¬ 
ment  and  plant  in  relationship  to  cash 
earnings  available.  The  responses  to  the 
McGraw-Hill  survey  show  there  will  be 
resort  to  capital  markets  to  the  extent  of 
only  1  percent  of  the  need  for  investment 
in  plant  and  equipment. 

Mr.  Dillon  goes  on  to  say: 

Another  interesting  comparison  may  be 
made,  one  that  should  intrigue  those  who 
favor  a  low-interest  rate  as  a  primary  invest¬ 
ment  stimulus.  An  8-percent  investment 
credit  reduces  the  gross  financing  costs  of  a 
10-year  asset  as  much  as  would  a  reduction 
of  the  interest  rate  from  5  to  3  y3  percent,  for 
a  15-year  asset  from  5  to  3%  percent.  But 
the  credit  does  not  entail  the  balance  of  pay¬ 
ments  and  other  difficulties  that  would  ac¬ 
company  a  concerted  effort  to  bring  long¬ 
term  interest  rates  down  by  such  a  large 
extent. 

As  I  stated  earlier,  when  I  discussed 
this  subject  about  3  o’clock  this  after¬ 
noon,  all  the  scholarly  studies  show  that 
interest  differentials  have  little  effect  on 
the  balance  of  payments. 

But  to  get  back  to  his  point,  while  it 
is  true  that  this  might  have  a  greater 
effect  so  far  as  business  being  able  to 
borrow  is  concerned,  the  overwhelming 
experience  is  that  interest  rates  have  al¬ 
most  no  effect  on  business  investment  in 
plant  and  equipment. 

The  classic  experience  was  from  1955 
to  1957.  In  that  period,  the  Federal  Re¬ 
serve  Board  followed  a  policy  of  veiy 
tight  interest  rates.  The  discount  rate 
was  increased  and  open  market  opera¬ 
tions  to  drive  interest  rates  up.  Tight 
money  conditions  existed  for  about  3 
years.  Conditions  were  so  tight  that  the 
homebuilding  industry  took  a  very  seri¬ 
ous  beating,  and  the  number  of  housing 
starts  dropped  precipitously  below  a  mil¬ 
lion  starts  a  year. 

The  important  point  was  that  that  was 
a  period  of  high  and  rising  interest 
rates.  Yet  it  was  the  best  period,  from 
the  standpoint  of  investment  in  plant 
and  equipment,  that  this  country  has 
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ever  had.  So  the  analogy  that  the  Sec¬ 
retary  of  the  Treasury  makes  does  not 
bear  out  the  idea  that  either  interest 
rates  or  a  tax  credit  will  be  decisive 
factors  in  determining  whether  business¬ 
men  will  make  investments  in  plant  and 
equipment.  Such  investments  will  be 
made  based  largely  on  cost  and  whether 
the  businessman  has  a  market  sufficient 
to  persuade  him  that  he  can  make  such 
an  investment  and  make  a  profit. 

I  continue  reading: 

M’GRAW  HILL  REFUSES  DILLON  ON 
MODERNIZATION 

The  American  economy  now  is  much  in 
need  of  modernization  of  its  capital  equip¬ 
ment  which,  in  the  technological  environ¬ 
ment  of  the  1960’s,  requires  an  increase  in 
the  ratio  of  capital  to  output.  One  of  the 
important  means  of  achieving  a  higher  rate 
of  economic  growth  lies  precisely  in  increas¬ 
ing  this  ratio,  and  a  direct  approach  to  in¬ 
vestment  incentives  is  needed  to  accomplish 
this. 


Unfortunately,  Mr.  Dillon  does  not 
prove  this.  The  McGraw-Hill  survey 
states  exactly  the  opposite.  McGraw- 
Hill  shows  that  we  have  a  record  invest¬ 
ment  in  equipment.  Never  was  it  so  big. 
It  will  be  bigger  next  year,  and  bigger 
the  year  after.  Most  of  it  is  going  into 
modernization.  But  this  fact  the  Sec¬ 
retary  of  the  Treasury  chooses  to  ignore. 

DILLON  RIGHT  IN  OPPOSING  3 -PERCENT  UTILITY 
CREDIT  STILL  IN  BILL 

Mr.  Dillon  continues : 

H.R.  10650  provides  a  partial  credit  of  3 
percent  with  respect  to  otherwise  qualified 
outlays  by  regulated  public  utilities  such  as 
electric  power,  gas,  and  telephone  companies. 
The  full  credit  is  allowed  transportation 
companies  which  do  not  enjoy  the  monopoly 
privileges  of  the  other  utilities  and  whose 
rates  are  not  regulated  in  a  manner  designed 
to  permit  a  specific  rate  of  return  for  each 
company.  The  full  credit  is  also  allowed 
to  gas  pipelines. 


Of  course,  this  is  ridiculous.  Provid¬ 
ing  a  3 -percent  credit  for  utilities  is  an 
absolute  waste  of  money.  The  Secretary 
of  the  Treasury  knows  it,  and  he  testi¬ 
fied  to  that  effect.  He  is  against  this 
proposal.  He  testified  against  it,  and 
he  submitted  excellent  documentation, 
which  I  shall  place  in  the  Record 
shortly,  which  establishes  why  providing 
an  incentive  for  utilities  does  not  stand 
up. 

Finally  Mr.  Dillon  says: 

Far  from  adding  to  the  forces  responsible 
for  alternative  recessions  and  recoveries,  it 
will  be  of  major  assistance  in  strengthening 
our  present  recovery  and  enabling  us  to  at¬ 
tain  a  higher  rate  of  growth  and  sustained 
full  employment. 


There  is  no  corroboration  of  this.  It 
is  merely  an  assertion;  but  it  does  not 
stand  up  against  the  very  careful  analy¬ 
sis,  which  I  made  earlier,  showing  that 
the  effect  would  be  supercyclical.  It 
cannot  be  anything  else.  It  is  sure  to 
have  that  effect.  Certainly  in  a  period 
of  expanding  business  conditions,  when 
are  good’  firms  will  be  more  likely 
can  thenVvprt!nen^credit’  because  they 
Inthe^e  til  ^eir  tax  liability. 
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equipment  so  as  to  be  able  to  reduce  its 
tax  liability. 

Furthermore,  this  is  exactly  the  period 
of  time  when  the  Government  will  want 
to  maintain  a  surplus,  so  that  it  can  also 
in  this  way  discourage  inflation  and  keep 
inflation  within  bounds.  But  both  these 
purposes  would  be  subverted  by  invest¬ 
ment  credit.  Investment  credit  as  an 
offset  would  persuade  businessmen  to 
invest  in  equipment  at  a  time  when 
Government  ought  to  reap  a  surplus. 
Exactly  the  reverse  situation  would  hap¬ 
pen  in  a  recession  and  drive  us  deeper 
into  a  recession,  because  businessmen 
would  postpone  the  purchase  of  equip¬ 
ment  until  they  were  sure  they  would 
have  income  against  which  to  write  it 
off,  and  will  postpone  it  to  a  period  when 
profits  are  down. 

If  we  should  again  have  a  recession 
when  many  corporations  operate  at  a 
net  loss,  the  investment  credit  would  be 
a  serious  deterrent  for  anybody  to  in¬ 
vest  in  plant  and  equipment.  Purchases 
would  be  postponed,  doubly  aggravating 
the  recession  or  depression. 

Secretary  Dillon  was  most  thought¬ 
ful  in  analyzing  his  reasons  for  the  ex¬ 
clusion  of  public  utilities  from  the  in¬ 
vestment  credit.  He  pointed  out  that 
public  utilities  are  a  regulated  monopoly 
industry  and  are  subject  to  ratemaking 
procedures. 

Of  course,  that  would  mean  that  con¬ 
sumers,  in  effect,  would  be  subsidized  at 
the  expense  of  the  general  taxpayers. 

I  think  that  is  clear  from  the  argu¬ 
ments  I  have  already  made. 

Mr.  President,  I  ask  unanimous  con¬ 
sent  to  have  printed  at  this  point  in  the 
Record  the  detailed  arguments  for  the 
exclusion  of  public  utilities  from  the  in¬ 
vestment  credit  and  supporting  data,  to 
be  found  on  pages  126  through  143  of  the 
hearings. 

There  being  no  objection,  the  excerpt 
from  the  hearings  was  ordered  to  be 
printed  in  the  Record,  as  follows: 

DETAILED  ARGUMENT  FOR  THE  EXCLUSION  OF 
PUBLIC  UTILITIES  FROM  THE  INVESTMENT 
CREDIT  AND  SUPPORTING  DATA 

1.  Utilities’  investment  needs  are  determined 

by  public  demand 

The  "public  utilities  are  regulated  mono¬ 
poly  industries  which  are  legally  obligated 
to  serve  public  needs  and  which  construct 
their  facilities  on  a  demand  basis  to  meet 
public  requirements.  Studies  of  investment 
in  both  the  telephone  and  electric  power  in¬ 
dustries  conclude  that  the  relationship  be¬ 
tween  present  demand  and  capacity  is  the 
primary  determinant  of  investment.  Invest¬ 
ment  in  utilities  does  not  occur  spontane¬ 
ously  to  create  new  demand  but  is  deter¬ 
mined  by  demand.1 

2.  Utilities  are  regulated  monopolies  afforded 
the  opportunity  to  earn  just  and  reason¬ 
able  rates  of  return  after  tax 

In  return  for  their  authorization  to  op¬ 
erate  as  regulated  service  corporations,  they 


1  See  Avram  Kisslegoff  and  Franco  Modig¬ 
liani:  “Private  Investment  in  the  Electric 
Power  Industry  and  the  Acceleration  Princi¬ 
ple,”  Review  of  Economics  and  Statistics  39 
(1957),  pp.  363-379  and  Paul  G.  Clark,  “The 
Telephone  Industry;  A  Study  in  Private  In¬ 
vestment,”  in  Wassily  Leontieff,  Studies  in 
the  Structure  of  the  American  Economy 
PP  243^94k :  Oxford  University  Press  1953), 
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are  assured  consumer  rate  charges  which  will 
cover  their  costs  of  operation,  including  Fed¬ 
eral  income  taxes,  plus  a  just  and  reasonable 
rate  of  return  on  investment.  This  rate  of 
return  is  set  so  as  to  attract  the  capital 
needed  to  serve  the  public  convenience  and 
necessity.2  For  the  vast  majority  of  utilities 
the  rate  of  return  presently  available,  when 
adjusted  for  the  lack  of  risk  on  that  invest¬ 
ment,  equals  or  exceeds  the  rate  of  return 
in  other  industries.  Furthermore,  the  rate 
of  return  is  gaged  to  enable  the  utility  to 
obtain  adequate  capital  at  whatever  cost  is 
required. 

( See  appendix  A  to  exhibit  I-C.) 

Because  the  corporate  income  tax  is  treated 
as  a  cost  of  operation,  the  utilities  and  their 
investors  do  not  bear  the  burden  of  the  tax. 
They  are  therefore  not  subject  to  the  disin¬ 
centive  effects  which  the  tax  may  have  on 
investment  decisions  of  other  industries  not 
sheltered  by  regulated  monopoly  conditions. 
In  addition,  the  risk  of  investment  in  the 
utility  field  is  less  than  in  industry  generally. 
The  utilities  have  no  difficulty  raising  capital 
needed  for  expansion. 

3.  Utilities  will  not  raise  investment 
significantly  in  response  to  the  credit 

With  a  captive  monopoly  market,  guar¬ 
anteed  rates  of  return,  ready  access  to  capital 
funds,  and  need  for  new  investment  deter¬ 
mined  largely  by  long-range  trends  in  con¬ 
sumer  demand,  public  utilities  are  not  likely 
to  respond  in  the  same  manner  as  other  in¬ 
dustrial  corporations  operating  in  competi¬ 
tive  markets  to  tax  incentives  such  as  the 
investment  credit. 

Unlike  manufacturers  who  can  stimulate 
new  markets  by  developing  new  products, 
the  gas  and  electric  utilities  offer  a  com¬ 
modity  that  has  changed  imperceptibly  over 
the  past  half  century.  They  cannot  stimu¬ 
late  new  types  of  demand  that  the  manu¬ 
facturing  firm  can  tap  with  new  products. 
Rather  the  utilities’  new  investment  satisfies 
growing  consumer  needs  that  they  are  legally 
required  to  meet  and  that  they  can  readily 
project  for  the  years  ahead. 

4.  Experience  with  amortisation  program  in 

regulated  industries  was  unsatisfactory 

The  unsatisfactory  results  of  attempts  to 
stimulate  public  utility  investment  are  ex¬ 
emplified  by  the  recent  experience  with  ac¬ 
celerated  amortization  in  the  electric  utility 
field.  This  experience  was  critically  reviewed 
by  the  Congress  when  it  restricted  the  fur¬ 
ther  issuance  of  amortization  certificates  in 
1957.  Chairman  Byrd  of  the  Senate  Finance 
Committee,  in  commenting  on  the  matter 
in  1957,  stated  that  he  regarded  such  rapid 
tax  writeoffs  for  utilities  as  without  any  jus¬ 
tification  whatever  because  utilities  are  guar¬ 
anteed  profits.3 

The  report  of  the  Senate  Judiciary  Com¬ 
mittee  made  by  its  Subcommittee  on  Anti¬ 
trust  and  Monopoly  concerning  the  experi¬ 
ence  of  regulated  industries  under  rapid 
amortization  stated: 

“Grave  consequences  have  followed  the 
enormous  grants  of  tax  amortization  to  op¬ 
erating  utilities  in  the  electric  power  field. 
Consumers  have  fared  badly,  for  the  Federal 
Rower  Commission  rules  that  lower  rates 
were  not  the  purpose  of  the  tax  amortization 
statute,  and  the  courts  have  sustained  the 
FPC.  As  a  result  of  the  hearings,  the  Fed- 


5  Typically  the  firm’s  rates  are  individually 
regulated  in  such  a  way  as  to  provide  the 

full  amount  of  revenue  required  to  service 
its  long-term  debt  and  preferred  stock,  as 
well  as  a  return  on  common  stock  which  is 
“fair,”  as  judged  by  price  earning  ratios  and 
similar  measures  of  the  cost  of  equity  capital. 

3  U.S.  Senate,  Committee  on  Finance, 
“Rapid  Amortization  of  Emergency  Facili¬ 
ties,”  hearings  before  the  Committee  on 
Finance,  85th  Cong.,  1st  sess.,  on  S.  1795,  May 
7  and  9,  1957,  p.  9. 
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eral  Power  Commission  surveyed  operating 
utilities  and  it  was  established  that  to  an  un¬ 
suspected  extent,  tax-free  dividends  were  be¬ 
ing  paid.  Public  power  witnesses  com¬ 
plained  of  predatory  practices  by  utilities  en¬ 
joying  the  lower  net  taxable  income  coming 
from  high-depreciation  charges,  and  the  sub¬ 
committee  obtained  a  listing  of  all  acquisi¬ 
tions  made  by  utilities  subsequent  to  obtain¬ 
ing  amortization.”  4 

(See  app.  B  to  exhibit  I-C.) 

5.  Investment  credit  would  tend  to  be  passed 
on  to  consumers  and  in  the  process  would 
gravely  complicate  rate  regulation 
The  extension  of  the  investment  credit  to 
the  utilities  would  tend  to  bring  heavy  pres¬ 
sure  on  the  various  regulatory  commissions 
to  pass  the  benefit  on  to  consumers  in  the 
form  of  lower  rates.  Assuming  such  a  pass¬ 
through,  there  would  be  little,  if  any,  incen¬ 
tive  effect  to  utility  investment.  While 
some  of  the  pass-through  would  serve  to 
reduce  costs  slightly  for  industrial  users, 
much  of  the  benefits  would  affect  residential 
consumption. 

There  is,  however,  serious  doubt  as  to  how 
the  investment  credit  might  be  treated  by 
the  various  regulatory  agencies.  While  exist¬ 
ing  law  would  appear  generally  to  call  for  the 
flow-through  approach,  it  is  possible  that 
the  credit  might  lead  to  pressures  for  some 
type  of  tax-normalization  approach  which 
would  permit  the  utilities  to  retain  the 
credit  in  addition  to  their  fair  rate  of  return 
on  investment.  In  any  event,  the  credit 
would  gravely  complicate  the  regulatory 
process  and  become  a  continuing  source  of 
controversy  and  litigation. 

In  view  of  the  conflicting  pressures  on  the 
regulatory  agencies,  the  treatment  of  the 
credit  would  probably  not  be  uniform  in  all 
jurisdictions.  Moreover,  before  the  issues 
were  resolved  there  would  be  a  period  of  un¬ 
certainty  and  confusion  which  would  not 
be  favorable  for  investment  or  the  orderly 
operation  of  the  utilities.  Granting  the 
credit  to  utilities  would  introduce  discrimi¬ 
natory  treatment  of  different  Arms,  as  regu¬ 
latory  agencies  responded  with  different  pro¬ 
cedures  for  passing  the  credit  through  to 
consumers. 

Special  difficulties  would  be  involved  in 
applying  the  flow-through  principle  to  the 
credit  because,  unlike  general  tax  reduction, 
the  credit  would  vary  from  year  to  year  with 
the  capital  expenditures  of  the  utility  cor¬ 
poration.  This  variance  in  the  tax  reduc¬ 
tion  from  year  to  year  would  make  it  ex¬ 
tremely  difficult  for  the  regulatory  authority 
to  determine  the  proper  rate  adjustments. 
Substantial  tax  credits  would  be  likely  to  go 
neither  to  lower  rates  nor  to  additional  in¬ 
vestment,  but  into  dividends  to  sharehold¬ 
ers.  The  resulting  erratic  distribution  of  the 
credit  in  the  regulated  area  and  the  numer¬ 
ous  disputes  it  would  engender  would  not 
serve  the  best  interests  of  either  the  utilities 
industry  or  the  Nation  in  the  long  run. 

(See  app.  C  to  exhibit  I-C.) 

6.  Insignificant  effect  of  the  credit  on  con¬ 
sumer  demand 

Some  utilities  have  contended  that  if  the 
credit  were  passed  on  so  as  to  lower  the  cost 
of  service  to  consumers,  this  would  increase 
demand  and  therefore  provide  a  basis  for 
additional  investments  in  production  facili¬ 
ties. 

Estimates  of  the  possible  effect  of  passing 
on  the  entire  amount  of  the  benefit  of  a 
3  percent  credit  in  the  form  of  lower  utility 
rates  suggest  an  average  reduction  of  cost 


4  U.S.  Senate,  Committee  on  the  Judiciary, 
Subcommittee  on  Antitrust  and  Monopoly, 
“Rapid  Amortization  in  Regulated  Indus¬ 
tries,”  85th  Cong.,  2d  sess.,  S.  Rept.  No.  1380, 
Mar.  12,  1958,  p.  67. 


to  electricity  consumers  of  less  than  1  per¬ 
cent.5 *  For  the  average  residential  customer 
whose  electric  bill  was  about  $7.25  a  month 
in  1959,  the  resulting  reduction  would 
amount  to  about  7  cents  a  month.  Similarly, 
for  industrial  and  commercial  customers 
whose  average  electric  bill  in  1959  was  $880  a 
year  or  about  $73  a  month,  the  adjustment 
would  be  about  $69  a  month.  These  reduc¬ 
tions  are  so  small  as  to  be  an  insignificant 
stimulus  to  the  consumer  in  changing  his  use 
of  electricity,  even  if  the  demand  were  rea¬ 
sonably  elastic.  While  reliable  estimates  are 
not  available  on  the  elasticity  or  responsive¬ 
ness  of  demand  for  electric  power  to  price 
changes,  there  is  reason  to  believe  that  it 
has  a  relatively  low  degree  of  elasticity.0 

7.  High  levels  of  excess  capacity  now  exist 
in  the  electric  utility  industry 

The  high  levels  of  excess  capacity  which 
now  exist  in  the  case  of  the  electric  utilities 
suggest  that  the  investment  credit  would  not 
be  effective  and  is  not  needed  in  this  area. 

The  data  on  the  growth  of  excess  reserves 
of  kilowatts  stated  as  a  percentage  of  De¬ 
cember  peak  loads  indicate  that  in  the  post¬ 
war  period  reserve  capacity  over  the  peak 
load  reached  a  level  of  19.3  percent  in  1954, 
declined  to  17.3  percent  in  1956,  but  rose 
steadily  since  then  to  a  high  of  28.6  percent 
for  I960.7 

(See  app.  D  to  exhibit  1-C.) 

The  1956  report  of  the  Joint  Committee 
on  Internal  Revenue  Taxation  on  the  5 -year 
amortization  program  indicated  that  the  Of¬ 
fice  of  Defense  Mobilization  operated  on  the 
assumption  that  an  excess  capacity  reserve 
in  the  neighborhood  of  24  percent  would  be 
required  for  full  mobilization  in  1955,  which 
is  well  above  the  actual  reserves  maintained 
during  the  Korean  war.  When  reserve  ca¬ 
pacity  reached  20  percent,  the  goal  was 
closed,  presumably  because  this  level  was 
deemed  adequate.8 


5  The  1 -percent  figure  is  based  on  an  esti¬ 
mate  of  $88.5  million  credit  which  the  elec¬ 
tric  power  utilities  would  have  received  on 
their  1959  eligible  investment  in  relation  to 
$9.5  billion  of  operating  revenues. 

0  Franklin  Fisher  and  Carl  Kaysen  estimate 
that  household  demand  for  electricity  is  in¬ 
elastic;  sales  would  not  respond  to  price  de¬ 
clines  sufficiently  to  maintain  their  revenues 
from  households.  Industrial  demand  tends 
to  be  somewhat  more  elastic,  but  on  the 
average,  one  must  conclude  that  overall 
elasticity  of  demand  in  industry  is  probably 
close  to  unity,  indicating  only  slight  in¬ 
creases  in  gross  revenues  from  industry  with 
decreasing  prices. 

(See  app.  E  to  exhibit  I-C.) 

Demand  for  gas  is  also  inelastic.  A.  M. 
Strout  estimates  that  elasticity  of  demand 
for  all  heating  fuels  is  about  three-tenths, 
indicating  that  a  1 -percent  decrease  in  price 
would  stimulate  three-tenths  of  a  percent 
increase  in  quantity  sold  or  a  loss  in  reve¬ 
nues  of  approximately  seven-tenths  of  1  per¬ 
cent.  (See  A.  M.  Strout,  “Weather  and  the 
Demand  for  Space  Heat”  Review  of  Econom¬ 
ics  and  Statistics,  43  (May  1961)  pp.  185-192.) 
Though  greater  substitution  among  fuels  can 
be  anticipated  in  the  long-run  and  the  long- 
run  elasticity  will  be  higher,  competition 
between  fuels  is  effectively  limited  by  the 
high  costs  of  conversion  and  one  can  expect 
little  response  from  the  consumer  to  a  re¬ 
duction  in  prices.  \ 

7  Data  from  June  1961,  issue  ofFPC  “Elec¬ 
tric  Power  Statistics.” 

8  U  S  Congress,  Joint  Committee  on  Inter¬ 
nal  Revenue  Taxation,  “A  Report  on  5-Year 
Amortization  of  Emergency  Defense  Facili¬ 
ties  Under  Sec.  168  of  the  Internal  Revenue 
Code  of  1954,”  Dec.  1956,  p.  25. 


8.  The  investment  credit  is  especially  inap¬ 

propriate  for  gas  pipelines 
The  natural  gas  pipeline  industry  has  ex¬ 
panded  at  a  very  rapid  rate  without  the  in¬ 
vestment  credit.  As  of  the  end  of  1960,  the 
index  of  plant  investment  was  around  350, 
as  compared  to  100  at  the  end  of  1950. 

So  far  as  is  known,  no  desirable  expansion 
or  modernization  has  been  prevented  by 
lack  of  readily  available  funds. 

Expansion  of  interstate  natural  gas  pipe¬ 
lines  can  be  effectuated  only  with  a  cer¬ 
tificate  of  convenience  and  necessity  issued 
by  the  FPC.  The  Commission  requires  an 
affirmative  showing  of  the  adequacy  of  re¬ 
serves  before  any  such  certificate  will  be 
granted.  Certification  procedures  are  de¬ 
signed  to  assure  orderly  growth  in  the  in¬ 
dustry,  and  will  limit  the  extent  to  which 
the  investment  credit  can  stimulate  growth. 

9.  The  investment  credit  as  a  stimulus  to 

investment 

The  investment  credit  is  required  to  pro¬ 
vide  the  maximum  stimulus  to  investment 
that  will  raise  our  rate  of  growth,  increase 
productivity,  and  assist  sectors  of  the  econ¬ 
omy  where  economic  conditions  have  caused 
business  to  fall  behind  in  its  modernization 
of  equipment.  The  utility  industries  are 
not  in  special  need  of  such  a  stimulus. 

The  investment  credit  specifically  excludes 
buildings  and  residential  construction,  as  in¬ 
vestment  in  those  areas  contributes  little  to 
modernization  of  the  Nation’s  industrial  pro¬ 
ductivity.  Excluding  utilities  is  but  another 
way  in  which  the  impact  of  the  credit  would 
remain  focused  on  investment  that  will  best 
strengthen  our  industrial  efficiency. 

10.  The  credit  is  not  discriminatory  to  public 

utilities 

Exempting  utilities  from  the  credit  is  not 
discriminatory  to  the  public  utility  industry. 
The  legally  intended  incidence  of  the  income 
tax  paid  by  the  public  utilities  is  on  their 
consumers.  Consistent  with  this  principle, 
the  benefits  would  be  passed  on  to  consumers 
and  the  utilities  would  have  no  net  gain 
from  receiving  the  credit. 

11.  Purpose  of  strengthening  international 
competitive  position  of  American  industry 
is  primarily  applicable  to  businesses  other 
than  public  utilities 

The  credit  is  intended  to  aid  manufactur¬ 
ing  and  other  industries  in  strengthening 
their  ability  to  compete  with  foreign  pro¬ 
ducers  for  markets  here  and  abroad.  This 
goal  is  largely  inapplicable  to  utilities  which 
are  only  indirectly  concerned  with  problems 
of  foreign  competition.  The  need  for  the 
credit  is  clearly  greatest  in  the  case  of  manu¬ 
facturing  and  other  businesses  which  need 
to  keep  abreast  of  foreign  competition  that 
already  receives  special  investment  tax  in¬ 
centives. 

12.  Industries  would  not  construct  their  own 
utility  facilities  to  obtain  advantage  of  the 
credit 

The  proportion  of  the  total  electric  power 
generated  by  industrial  firms  has  declined 
steadily  since  the  late  1930’s. 

(See  appendix  F  to  exhibit  I-C.) 

This  suggests  that  the  utility  industry  has 
been  able  to  make  increasing  use  of  econ¬ 
omies  of  scale  in  large  generating  plants. 
Increasing  size  of  generating  installations 
makes  it  uneconomic  for  most  manufac¬ 
turers  to  generate  their  own  power.  As  the 
initial  investment  has  an  expected  life  of 
about  30  years,  and  most  industrial  plants 
would  have  a  highly  variable  need  for  power 
over  that  period,  it  is  highly  unlikely  that  a 
shift  to  self-generating  power  by  industrial 
corporations  would  be  stimulated  by  the 
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credit.®  In  fact  the  current  trend  would 
appear  to  he  In  the  opposite  direction.  Many 
companies  now  lease  production  machinery, 
vehicles,  and  special  equipment,  as  well  as 
buildings,  in  order  to  minimize  the  capital 
investment  required  arid  permit  flexible 
changes  in  the  product  lines,  method  of  pro¬ 
duction,  and  location. 

13.  Impact  of  the  credit  on  small  utilities 
It  has  been  contended  that  the  invest¬ 
ment  credit  would  be  a  boon  to  small  utili¬ 
ties  that  do  not  have  ready  access  to  the 
capital  market  and  have  a  low  rate  of  re¬ 
turn.  With  the  exception  of  a  few  firms 
that  account  for  a  very  small  part  of  the 
market,  there  does  not  appear  to  be  any 
support  for  the  contention  that  rates  of  re¬ 
turn  are  lower  in  small  utilities.  In  electric 
utilities,  for  example,  many  of  the  smaller 
companies  with  assets  of  $5  to  $50  million 
enjoy  a  rate  of  return  of  3.1  to  4.5  percent, 
a  return  substantially  in  excess  of  the  2.8- 
percent  return  enjoyed  by  the  industry’s 
largest  firms.10 

About  four-fifths  of  the  investment  in 
utilities  is  concentrated  in  firms  with  over 
a  quarter  of  a  billion  dollars  in  total  assets 
that  have  ready  access  to  the  capital  market 
and  a  rate  of  return  that  appears  compa¬ 
rable  to  manufacturing  when  it  is  discounted 
for  the  lack  of  risk  in  utilities  and  the 
greater  ratio  of  debt  to  equity  financing. 
This  implies  that  only  a  minuscule  portion 
of  the  credit  granted  to  utilities  would  go  to 
smaller  firms. 

(See  App.  G  to  exhibit  1-C.) 

14.  Revenue  consideration 
The  extension  of  the  credit  at  3  percent 
to  the  public  utilities  would  involve  a  reve¬ 
nue  cost  of  $225  million  at  anticipated  1962 
investment  levels.  This  cost  is  considerably 
more  than  the  cost  of  raising  the  proposed 
credit  in  other  areas  by  a  whole  percentage 
point,  a  rise  which  can  be  expected  to  stim¬ 
ulate  considerable  quantities  of  new  in¬ 
vestment  in  manufacturing  and  elsewhere. 

The  investment  credit  would  not  only  have 
a  substantial  initial  cost  in  the  utility  in¬ 
dustry,  it  would  also  be  more  expensive  in 
the  long  run.  Due  to  the  fact  that  the  credit 
is  expected  to  stimulate  less  investment  in 
the  utility  sector  than  in  other  industries, 
less  growth  in  GNP  and  eventual  recoup¬ 
ment  of  initial  revenue  losses  can  be  ex¬ 
pected  from  credits  extended  to  the  utility 
then  can  be  expected  from  credits  granted 
elsewhere. 

15.  If  the  credit  is  not  passed  on  to  con¬ 
sumers,  windfall  benefits  accrue  to  stock¬ 
holders 

Utilities  have  had  ready  access  to  funds  for 
financing  new  investments  during  past  years. 
They  are  much  less  likely  than  other  in¬ 
dustries  to  have  a  backlog  of  investment  pro¬ 
jects  which  could  not  be  financed  if  funds 
were  not  made  available  through  the  invest¬ 
ment  credit.  For  this  reason  the  utilities  are 
more  likely  than  any  other  group  to  pay 
out  the  case  benefits  of  the  investment  credit 
in  the  form  of  dividends.  As  a  consequence 
much  of  the  reduction  in  tax  liabilities  made 
possible  by  a  credit  to  utilities  will  become 
an  immediate  benefit  to  the  stockholder, 
rather  than  a  stimulus  to  additional  in¬ 
vestment. 


®  Profitability  calculations  indicate  that  the 
value  of  the  credit  is  less  on  30-year  assets 
than  on  assets  with  a  shorter  life.  Hence 
”.,®re  If  less  incentive  to  the  industrial  pro- 
tionermaoUi^han  ln  an  investment  in  produc- 
°ti5^ars  y  and  equipment  with  a  life 

re*  °n  net  income 

incomes  wm  £°rted  ™  tax  returns 
indicate  a  greater  hlg*er,  and 

ratio  to  return. 


16.  Competitive  position  of  the  utilities  in 
relation  to  other  energy  suppliers  who  will 
receive  the  full  amount  of  the  credit 
Even  though  the  utilities  do  not  receive 
the  credit,  there  is  little  reason  to  believe 
that  their  sales  will  suffer  as  a  result  of  com¬ 
petition  from  oil,  coal,  and  other  energy 
sources.  Use  of  these  other  energy  sources 
on  existing  equipment  would  require  con¬ 
version  of  equipment  that  could  only  be  un- 
detaken  at  great  expense. 

Thus  only  new  investment  would  be 
strongly  affected  by  the  price  'differential. 
In  the  case  of  electric  utilities  a  large  part  of 
demand  resulting  from  new  investment  is 
entirely  independent  of  other  fuels  as  there 
are  not  satisfactory  substitutes  for  electric 
illumination,  small  electric  motors,  and  elec¬ 
tric  power  for  chemical  purifying  and  refin¬ 
ing  uses  which  account  for  a  high  propor¬ 
tion  of  the  sales  of  electricity.  In  the  case 
of  natural  gas,  it  is  questionable  whether  the 
price  differential  arising  from  granting  the 
credit  to  nonutility  industries  would  give  oil 
and  coal  a  sufficient  competitive  edge  to  cap- 
true  a  greater  share  of  new  installations  for 
heating,  where  the  automatic  delivery,  clean¬ 
liness,  and  low  maintenance  costs  of  gas  are 
important  factors  in  the  choice  of  heating 
fuels. 

17.  Conclusion 

The  available  evidence  indicates  that  the 
credit  would  not  achieve  its  intended  incen¬ 
tive  to  investment  in  the  case  of  the  regu¬ 
lated  monopoly  industries.  The  application 
of  the  credit  would  be  inappropriate  in  the 
case  of  corporations  enjoying  sheltered  mar¬ 
kets  and  just  and  reasonable  rates  of  return 
which,  in  effect,  insulate  them  from  the  cor¬ 
porate  income  tax.  Exlusion  of  utilities 
from  the  credit  will  not  impair  their  right 
to  realistic  depreciation  revision  which  may 
be  found  appropriate  in  the  light  of  Treasury 
depreciation  studies.  Extension  of  the  credit 
to  utilities,  on  the  other  hand,  would  cost 
disproportionate  amounts  of  revenue.  As 
recognized  by  important  sectors  of  the  utility 
industry  itself,  the  credit  might  be  prej¬ 
udicial  to  the  best  interests  of  the  utilities 
in  the  long  run. 

[App.  A  to  exhibit  I-C] 

State  Court  Opinions  Favoring  Pass 
Through  of  Tax  Incentive  Benefits 
In  holding  that  utilities  should  be  required 
to  pass  on  to  their  ratepayers  the  benefits  of 
liberalized  depreciation  under  section  167 
of  the  Internal  Revenue  Code,  the  Pennsyl¬ 
vania  Superior  Court  said  (City  of  Pittsburgh 
v.  Pennsylvania  P.U.C.,  182  Pa.  Superior  Ct. 
551, 125  A.  2d  372,  382-383) : 

“Counsel  asserts  that,  since  utilities  are 
an  important  segment  of  the  national  econ¬ 
omy,  they  must  likewise  benefit.  The  weak¬ 
ness  in  this  assertion  is  in  failing  to  recognize 
the  distinct  nature  of  a  utility  as  a  regulated 
quasi-monopoly.  As  such  it  may  obtain 
funds  for  modernization  and  expansion  at 
the  current  reasonable  cost,  and  it  is  allowed 
to  pass  this  cost  on  to  its  customers  in  an 
annual  depreciation  allowance  and  its  annual 
allowable  net  return  as  well.  In  fixing  the 
rate  of  return  the  commission  takes  cog¬ 
nizance  of  the  cost  of  capital  to  the  utility. 
It  appears  therefore  that  this  general  desire 
of  Congress  to  provide  working  capital  and 
funds  for  modernization  and  expansion  is, 
and  has  been  for  many  years,  adequately  met 
for  public  utilities  through  rate  proceedings.’’ 

Similarly,  the  Supreme  Court  of  Illinois, 
said  ( City  of  Alton  v.  Commerce  Commission, 
19  Ill.  2d  76,  165  N.E.  2d  513,  520-521)  : 

“Under  the  policy  of  this  State,  utilities  are 
allowed  a  rate  of  return  calculated  to  attract 
the  capital  required  for  necessary  expansion. 

*  *  *  Since  in  this  respect  utilities  differ 
from  other  corporations,  the  purpose  of  sec¬ 
tion  167  would  not  be  thwarted  nor  would 


discrimination  be  introduced  into  the  Fed¬ 
eral  tax  law  by  requiring  utilities  to  pass  the 
savings  of  accelerated  depreciation  on  to  their 
customers.  *  *  «  utilities  are  at  least  partial 
monopolies,  and  no  competition  exists  to  in¬ 
duce  them  to  pass  savings  on  to  the  public.” 

[App.  B  to  exhibit  I-C] 

Historical  Precedent  of  Accelerated 
Amortization 

The  FPC,  in  line  with  perhaps  the  majority 
of  other  regulatory  bodies  passing  on  the 
issue,  permitted  utilities  to  normalize  in¬ 
come  taxes  paid  with  the  benefit  of  acceler¬ 
ated  amortization  under  section  168  of  the 
Internal  Revenue  Code.  (The  FPC  and 
many  State  commissions  have  adopted  the 
same  procedure  with  respect  to  liberalized 
depreciation  under  section  167.)  Utilities 
thereby  accumulated  very  substantial  re¬ 
serves.  Yet  the  fact  is,  as  set  forth  at  some 
length  in  a  report  of  the  Subcommittee  on 
Antitrust  and  Monopoly  of  the  Senate  Judi¬ 
ciary  Committee,  that  accelerated  amortiza¬ 
tion  had  no  real  tendency  to  encourage  con¬ 
struction  of  emergency  facilities. 

For  example,  the  subcommittee  said:  “Un¬ 
der  the  policies  then  (i.e.,  April  1955)  in 
force,  no  clear  relation  to  defense  needs  was 
required  for  approval  of  certificates  for  elec¬ 
tric  power  generation  as  they  were  granted 
on  the  basis  of  total  demand,  including  civil¬ 
ian  as  well  as  military  needs.  The  lack  of 
incentive  was  indicated  by  the  fact  that  in 
the  few  instances  where  proposed  facilities 
were  held  ineligible — because  of  location  in 
target  areas — the  utility  companies  construc¬ 
ted  them  despite  the  rejection. 

The  subcommittee  further  said:  "Of  the 
applications  considered  by  the  Department 
of  the  Interior  and  the  Office  of  Defense  Mo¬ 
bilization,  approval  was  given  to  facilities 
scheduled  to  bring  in  13,013,450  kilowatts. 
Applications  which  were  denied  because  of 
their  target  area  location  totaled  5,298,000. 
All  of  the  projects  so  denied  still  are  sched¬ 
uled  for  completion  in  1958,  despite  the 
withholding  of  the  tax-amortization  in¬ 
ducement.” 

[App.  C  to  exhibit  I-C] 

“Flow  Through”  of  the  Credit  to  Con¬ 
sumers  and  Associated  Complications 
The  rate-regulating  agency  would  have  to 
monitor  each  utility’s  investment  in  every 
year  to  assure  that  the  company  did  not  earn 
an  excessive  return  through  the  investment 
credit.  The  following  table  indicates  the 
varying  effect  of  the  credit  among  companies 
during  the  period  1958-60. 


Estimated  effect  of  3-percent  tax  credit,  cus¬ 
tomer  benefit  versus  stockholder  benefit, 
selected  utilities,  1958-60  data 


Company 

Results  whether  cus¬ 
tomer  or  stockholder 
gets  benefits 

Customer 
benefit 
per  year  1 

Stockholder 
benefit 
extra 
return 
on  equity  1 

Consolidated  Edison  Co.  of 

Percent 

New  York: 

1958 . 

$0.83 

1.04 

1959 _ 

1. 11 

1.33 

I960 _ 

Northern  States  Power  Co. 

1. 99 

2.17 

(Minnesota): 

1958. . . . 

.61 

.66 

1959 _ 

1. 18 

1. 13 

1960 _ 

1.35 

1. 32 

The  Detroit  Edison  Co.: 

1958 _ _ 

1.37 

1.00 

1959 . . 

1. 14 

.84 

I960 . 

.45 

.33 

Footnotes  at  end  of  table. 
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Estimated  effect  of  3 -per cent  tax  credit,  cus¬ 
tomer  benefit  versus  stockholder  benefit, 
selected  utilities,  1958-60  data — Continued 


Results  whether  cus- 


tomer  or  stockholder 
gets  benefits 

Company 

Customer 
benefit 
per  year  1 

Stockholder 
benefit 
extra 
return 
on  equity  2 

Pacific  Gas  &  Electric  Co.: 

1958  _ 

$1.36 

Percent 

1.20 

1959  _  _ 

.85- 

.78 

I960  -  _ 

.81 

.76 

Appalachian  Power  Co.: 

1958  _ 

2.88 

2.78 

1959  _ 

.57 

.55 

I960 . . . — 

.57 

.54 

1  Average  reduction  in  residential  electric  bills  conse- 
quent  to  rate  reductions  on  residential  sales  made  pos¬ 
sible  by  the  investment  credit. 

J  Average  percentage  point  increase  in  rate  of  return  to 
equity  made  possible  by  passing  the  investment  credit 
through  to  stockholders.  _ 

[App.  D  to  exhibit  I-C] 

System  capacity  and  peakloads,  1940-60, 
U.S.  totals  for  major  systems 


[Kilowatts] 


End  of 
year 

Dependable 
(adverse 
water  year) 

December 

peakloads 

Indicated 
reserves 
(excess  of 
dependable 
over 

December 
peakload 
as  percent 
of  peak) 

1940 _ 

34.403, 434 

27, 948, 071 

23.1 

1941 . 

37,353,709 
39,  665, 335 

31, 531, 206 

18.3 

1942 . 

32, 942,  464 

20.4 

1943 _ 

42, 416, 767 

37, 060, 061 

14.5 

1944. . - 

43,760,322 

37, 853,  847 

15.6 

1945 . 

45, 373, 031 

37, 368, 925 

19.8 

1946 . 

45, 701, 894 

43, 173, 803 

5.9 

1947 . - 

48, 146, 326 

47, 554, 537 
51,611,873 

1.2 

1948. . 

52, 689, 808 

2.1 

1949 _ 

59, 285, 449 

54, 238,  069 

9.3 

1950 . . 

65, 574, 230 

61,719, 096 

6.2 

1951 . - 

72, 687,  954 

67, 869, 836 

7. 1 

1952.  . . - 

80,035,407 

73, 055, 403 
78,  592, 567 

9.6 

1953 . - 

89, 802, 220 

14.3 

1954 . - 

102,055,254 

85, 580,  848 

19.3 

1955 . 

114, 512, 107 

98, 291, 077 

16.5 

1956 . . 

120,  453, 230 

102,  723,  432 

17.3 

1957. . - 

128, 325, 252 
141, 827,  422 

107, 388,  343 

19.5 

1958 . - 

113,  679, 341 

24.8 

1959 . 

154,  537, 818 
165,  536,  249 

121,  561, 168 

27. 1 

1960 . 

128,  713,  483 

28.6 

Source:  June  1961  issue  of  FPC  Electric  Power  Sta¬ 


tistics.  _ 

[App.  E  to  exhibit  I-C] 

Elasticity  of  Electric  Demand 

HOUSEHOLD  DEMAND 

Long  run  household  demand  is  influenced 
primarily  by  the  acquisition  of  electric  ap¬ 
pliances.  A  recent  statistical  study 
concludes: 1 

i  Fisher,  Franklin  M.  and  Kaysen,  Carl,  A 
Study  in  Econometrics:  The  Demand  For 
Electricity  In  the  United  States,  Amsterdam: 
North-Holland  Publishing  Co.  (1962)  5-7. 


“In  summary,  these  long-run  results  indi¬ 
cate  that  the  growth  of  the  stock  of  appli¬ 
ances  is  insensitive  to  the  price  of  electricity 
within  the  range  of  experienced  prices. 
Whether  much  larger  differences  in  the 
prices  of  appliances  than  those  previously 
observed  would  make  a  difference  in  the  rate 
of  growth  of  the  appliance  stock  is  not  clear 
from  these  data,  nor  are  these  regressions  a 
really  adequate  explanation  of  appliance 
ownership  as  such.  They  do  suffice  to  indi¬ 
cate  the  effect  of  electricity  price,  however, 
which  is  all  that  is  at  issue  here.” 

INDUSTRIAL  DEMAND 

Long  run  industrial  demand  is  shaped  by 
changing  technology  as  well  as  the  price  of 
electricity.  The  same  study  concludes: 

“The  results  are  generally  significant  and 
correlations  are  quite  high.  The  upper 
limit  to  price  elasticity  is  somewhat  greater 
than  unity  in  six  out  of  the  10  industries 
(highest  2.6,  for  the  chemicals  industry), 
unity  or  less  in  two  more  and  zero  in  the 
remaining  two  (fabricated  metal  products 
and  transportation  equipment) .  Similar  re¬ 
sults  are  obtained  for  the  mineral  industries. 
Altogether,  there  is  reason  to  expect  a  fairly 
high  degree  of  sensitivity  to  electricity  price 
in  industrial  demand  given  the  technology 
of  1956.  The  paucity  of  the  data  makes  it 
fairly  difficult  to  be  certain,  however,  and 
the  effects  of  technological  change  are  cer¬ 
tainly  more  important  than  in  the  price  ef¬ 
fect  just  discussed.” 

[App.  F  to  exhibit  I-C] 

Generating  capacity,  privately  owned  elec¬ 
tric  utilities  and  industrial  establishments, 
1939-60 

[Thousand  kilowatts] 


Industrial  estab- 


Privately 

owned 

lishments 

Year 

bined 

Capacity 

utilities 

capacity 

Capacity 

Percent  of 
combined 
capacity 

1939  _ 

44, 483 
45,433 
47,  631 

33, 908 

10, 575 

24 

1940  _ 

34, 398 

11,035 

24 

1941  _ 

36, 041 

11,  590 

24 

1942 _ 

49,  626 

37,442 

12, 184 

25 

1943 . . 

51,  717 

39, 128 

12,  589 

24 

1944  _ 

52,  610 

39.  733 

12,877 

24 

1945  _ 

53,064 

40, 307 

12, 757 

24 

1946 _ 

53, 104 

40, 355 

12,  749 
12, 829 

24 

1Q47 

54,  816 

41,  987 

23 

1948  _ 

58, 436 
63,  954 

45,  381 

13,055 

22 

1949 _ 

50,484 

13,  470 

21 

1950 _ 

69, 106 

56, 175 
60, 192 

13,  931 

20 

1951 _ 

74,  544 

14, 352 

19 

1952 . . 

79, 435 

64,  349 

15, 086 

19 

1953— . — 

87, 053 

71,201 

15, 852 

18 

1954 _ 

95,  413 

79, 127 

16,  286 

17 

1955 . 

103,  311 

86, 887 

16, 424 

16 

1956 _ _ 

107, 790 

91, 145 

16,  645 

15 

1957 . . 

114,474 

97,  376 

17, 098 

15 

1958. . . 

126, 256 

108,  202 

18,054 

14 

1959. . 

136,  510 

118, 999 

17, 511 

13 

I960 . 

145, 793 

128, 000 

17,  793 

12 

Source:  FPC. 


[App.  G  to  exhibit  I-C] 

The  Investment  Credit  and  Small  Utility 
Companies 

It  has  been  argued  that  the  credit  will  pro¬ 
vide  aid  to  small  utility  companies  that  have 
difficulty  financing  new  investment  projects 
by  issues  of  stock  and  bonds  in  the  capital 
market.  Clearly  such  companies  are  an  in¬ 
finitesimal  portion  of  the  industry.  If  future 
investment  is  roughly  proportional  to  the 
present  investment  in  utility  companies 
corporations  with  assets  in  excess  of  a  quar¬ 
ter  of  a  billion  dollars  will  receive  four-fifths 
of  the  $225  million  benefits  that  would  be 
granted  by  a  3-percent  credit. 

The  attached  tables  present  the  invest¬ 
ment  in  utility  companies,  their  rate  of  re¬ 
turn,  and  the  percent  of  total  investment 
held  by  companies,  by  size  of  total  assets. 
For  purposes  of  comparison  a  similar  table 
has  been  prepared  for  all  manufacturing 
corporations.  The  tables  indicate: 

1.  Investment  in  heavily  concentrated  in 
utility  companies  with  more  than  a  quarter 
of  a  billion  dollars  of  assets.  (See  table  1.) 
Firms  of  that  size  have  ready  access  to  the 
captol  market  and  can  attract  equity  or  debt 
capital  on  favorable  terms. 

2.  The  rate  of  return  as  reported  by  utili¬ 
ties  of  different  sizes  does  not  appear  to  vary 
systematically,1  while  the  rate  of  return  in 
manufacturing  increases  with  the  size  of  the 
firm.  (See  tables  2  and  3.)  Thus  while 
there  may  be  some  justification  in  special 
aid  to  small  manufacturing  corporations  to 
help  them  raise  their  return,  no  such  aid  to 
the  utilities  would  appear  necessary  or  de¬ 
sirable. 

The  rate  of  return  as  reported  by  the  tele¬ 
phone  industry  appears  higher  than  that  re¬ 
ported  by  the  gas  and  electric  utilities,  but 
this  is  partially  the  result  of  the  fact  that 
30  percent  of  the  investment  in  gas  and 
electric  utilities  is  being  depreciated  under 
accelerated  methods  while  only  1  percent  of 
the  investment  in  telephone  and  telegraph  is 
being  depreciated  under  these  methods. 
Taking  account  of  the  reduced  risk  of  invest¬ 
ment  in  utilities  and  the  typically  high  ratio 
of  debt  to  equity  capital,  utilities’  rates  of 
return  are  roughly  comparable  to  rates  of 
return  in  manufacturing.  Ratios  of  bonds 
with  maturity  of  1  or  more  years  to  total 
capital  account  are  about  16  percent  for  man¬ 
ufacturing,  35  percent  for  communications 
and  52  percent  for  gas  and  electric  com¬ 
panies.  If  equity  financing  requires  a  yield 
approximately  l'/2  to  2  times  that  required 
for  bonds,  the  difference  in  capital  structure 
would  account  for  most  of  the  observed 
difference  in  rate  of  return. 


1  Variation  in  rate  of  return  does  occur 
as  utilities  are  individually  regulated  in  a 
way  to  reflect  difference  in  the  structure  of 
their  capital  and  the  cost  of  capital  which 
may  vary  according  to  market  valuations  of 
the  firm's  management,  potential  for  growth, 

and  so  forth. 


Table  1. — Percent  of  investment  in  electric,  gas,  and  telephone  utilities,  by  size  of  firm,  1958  59 


Site  of  firm 

Telephone 

communi¬ 

cations 

Gas  pro¬ 
duction 
and  distri¬ 
bution  1 

Electric 

companies 

and 

systems 

Site  of  firm 

Telephone 

communi¬ 

cations 

Gas  pro¬ 
duction 
and  distri¬ 
bution  1 

Electric 

companies 

and 

systems 

Under  $100,000 . . - 

$100,000,  less  than  $.500,000 . . 

$500,000,  less  than  1,000,000 - 

$1,000,000,  less  than  $2,500,000. - - 

$2,500,000,  less  than  $5,000,000 - - - . 

$5,000,000,  less  than  $10,000,000 - 

$10,000,000,  less  than  $25,000,000... . - . 

0.2 

.8 

.7 

.7 

.4 

.8 

1.2 

(»)  „  „ 
0.3 
.  1 
.5 
.6 
1.2 
3.1 

m 

m 

(2) 

0.2 

.4 

.2 

.9 

$25,000,000,  less  than  $50,000,000 - 

$50,000,000,  less  than  $100,000,000  - 

$100,000,000,  less  than  $250,000,000.. - - 

$250,000,000  and  over . - . - . - 

Total  percent - - - - 

Total  amount  (in  billions  of  dollars) - 

.8 

1.9 

.5 

92.0 

100.0 

$24.0 

4.4 

5.6 

16.7 

67.6 

100.0 

$14.5 

1.4 

2.5 
18.3 
76. 1 

100.  0 
$40.8 

Source:  “Statistics  of  Income  Data  Sourcebook. 

1  Excluding  natural  gas  production. 

2  Less  than  0.05  percent. 
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Table  2.— Rate  of  return  and  investment  in  public  utilities  as  measured  by  the  ratio  of  net  profits  after  taxes  to  total  assets  less  accumulated 

depreciation  and  amortization,  by  size  of  corporation  (tax  year  1958-59) 


Total  assets  of  corporation 

Telephone  com¬ 
munication 

Gas  production 
and  distribu¬ 
tion  1 

Electric  com¬ 
panies  and 
systems 

Total  assets  of  corporation 

Telephone  com¬ 
munication 

Gas  production 
and  distribu¬ 
tion  1 

Electric  com¬ 
panies  and 
systems 

Invest¬ 

ment 

Rate  of 
return 

Invest¬ 

ment 

Rafe  of 
return 

Invest¬ 

ment 

Rate  of 
return 

Invest¬ 

ment 

Rate  of 
return 

Invest¬ 

ment 

Rate  of 
return 

Invest¬ 

ment 

Rate  of 
return 

Under  $100,000 . - 

$100,000,  less  than  $500,000 . 

$500,000,  less  than  $1,000,000... 
$1,000,000,  less  than  $2,500,000. . 
$25,000,000,  less  than  $5,000,000. 
$5,000,000,  less  than  $10,000,000. 
$10,000,000,  less  than  $25,000,000. 
$25,000,000,  less  than  $50,000,000. 

Millions 

$42.3 

190.9 

158.2 
180.0 

99.4 

203.3 

255.3 
202.7 

Percent 

5.3 

2.9 

2.9 
2.1 

4.9 
4.1 
3.6 
4.0 

Millions 

$5.2 

37.8 

15.9 

65.6 

86.7 

171.2 

451.3 

633.4 
% 

Percent 

0.9 

1.7 
.2 

4.0 

5.3 

3.7 
3.9 
3.7 

Millions 

$3.3 

16.7 

19.9 

68.2 

165.0 

88.4 

382.3 

553.1 

Percent 

3.0 

13.9 

4.2 

6.9 

1.0 

4.5 

3.1 

3.8 

$50,000,000,  less  than  $100,- 

00,000 . 

$100,000,000,  less  than  $250, 

000,000 . . . 

$250,000,000  and  over___. 

Total . 

Millions 

$467. 2 

120.4 
22, 092.  9 

Percent 

3.6 

8.8 

5.7 

Millions 

$816.  2 

2. 424. 7 

9.798.7 

Percent 

3.0 

1.7 

2.1 

Millions 

$1,002.7 

7, 467.  7 
31,019.3 

Percent 

3.3 

2.8 

2.8 

24, 002. 6 

5.5 

14, 506.  7 

2.3 

40, 786. 6 

2.8 

1  Excluding  natural  gas  production.  Source:  «st8tisties  of  Income  Data  Souroebook,„ 

Note.— Tho  rate  of  return  estimates  are  based  on  not  income  for  tax  purposes  related 
to  net  total  assets.  These  rates  will  be  much  smaller  than  book  net  income  related  to 
equity. 


Table  3.  Investment  and  rate  of  return  in  manufacturing  as  measured  by  the  ratio  of  net  profits  after  taxes  to  total  assets  less  accumulated 

depreciation  and  amortization  (tax  year,  1958-59) 


Total  assets  of  corporation 

Investment 

(millions) 

Rate  of 
return 
(percent) 

Under  $25,000.  _ _ _ _ _ _ 

$310 

697 

1,771 

5, 112 
6, 131 
7,942 
12,  315 
10,  237 

0) 

0) 

0)  ' 

1.3 
3.8 
3.7 
4.6 

5.3 

$25,000,  under  $50,000 . . 

$50,000,  under  $100,000 _ _ 

$100,000,  under  $250,000 _ _ _ _ 

$250,000,  under  $500,000.. . . 

$500,000,  under  $1,000,000 _ 

$1,000,000,  under  $2,500,000.. 

$2,500,000,  under  $5,000,000 _ _ 

1  Losses  reported  in  1958-59. 


Source:  “Statistics  of  Income  Data  Sourcebook.” 


Percent  of 
total  in¬ 
vestment 

Total  assets  of  corporation 

Investment 

(millions) 

Rate  of 
return 
(percent) 

Percent  of 
total  in¬ 
vestment 

0.1 

$5,000,000,  under  $10,000,000 

$11, 177 
17, 695 
13, 523 
18,  532 
25,586 
104,  808 

6.0 

5.6 

5.5 

6.1 

6.2 

5.5 

.3 

$10,000,000,  under  $25,000,000. 

.8 

$25,000,000,  under  $50,000,000 

5.7 

7.9 

10.8 

2.2 

$50,000,000,  under  $100,000,000 

2.  6 

$100,000,000,  under  $250,000,000 

3.4 

$250,000,000  and  over,  . 

5.2 

4.3 

Total . 

235,  836 

C  r  UIUU1  uawiiiaies  are  eased  on  nex  income  ior  tax  purposes  related 
equity  assets’  These  rates  wil1  be  much  smaller  than  book  net  income  related  to 


Mr.  PROXMIRE.  Mr.  President,  I 
should  like  to  skip  a  little  bit  ahead  in 
the  hearings,  to  the  testimony  of  Donald 
C.  Cook.  He  is  president  of  the  Amer¬ 
ican  Electric  Power  Co.  He  made  the 
most  effective  presentation  in  favor  of 
providing  this  incentive  for  utilities,  and 
I  think  this  is  the  appropriate  place  to 
refer  to  it,  because  I  have  discussed  what 
I  think  is  a  very  adequate  and  effective 
refutation  of  the  argument  made  by  Mr. 
Dillon. 

Mr.  Cook  said: 

Section  2 — 


The  section  setting  forth  the  proposed 
investment  credit — 

is  intended  to  encourage  additional  capita 
investment  by  providing  for  a  tax  credit  ir 
proportion  to  the  amount  of  the  taxpayer'; 
investment  in  certain  new  facilities. 

I  believe  that  this  concept — which  I  un¬ 
derstand  was  proposed  and  supported  bj 
the  administration — is,  in  the  case  of  pub¬ 
lic  utilities  at  least,  well  calculated  tc 
achieve  the  stated  purposes. 

Section  2,  in  the  form  in  which  it  passed 
the  House,  provides  that,  in  the  case  oi 
property  with  a  life  of  at  least  8  years,  the 
credit  for  most  taxpayers  is  7  percent;  in 
the  case  of  electric  utilities,  however,  the 
credit  is  only  3  percent. 

I  think  it  clear — and  I  intend  to  show — 
that,  in  the  case  of  electric  utilities,  the  tax 
d0  more  t0  increase  construction 
growth 'in'  rT'  t0  bring  about  the  desired 
nonutmties.  6  economy-  than-  in  the  case  of 

naents  ag|instditTand  these  are  the  argu- 


treatment,  it  has  been  asserted  (1)  that 
the  availability  of  the  tax  credit  would  not 
in  fact  induce  greater  investment  by  util¬ 
ities,  because  in  any  event,  they  would  have 
to  build  all  the  facilities  necessary  to  enable 
them  to  meet  the  demand  for  their  service; 
(2)  that  if,  on  the  one  hand,  the  tax  reduc¬ 
tion  were  retained  by  a  utility  the  credit 
would  not  achieve  its  intended  incentive  to 
investment,  and  that  if,  on  the  other  hand, 
it  were  passed  on  to  consumers  the  credit 
would  still  not  provide  any  incentive;  (3) 
that  the  demand  for  electricity  and,  there¬ 
fore,  the  facilities  necessary  to  supply  it  are 
fixed  and  would  not  be  increased  by  the  tax 
credit;  and  (4)  that  electric  utilities  are  not 
subject  to  competition. 

Each  of  these  assertions  is  invalid,  and  I 
propose  to  show  it.  In  addition,  at  the  con¬ 
clusion  of  my  testimony — to  provide  con¬ 
crete  evidence  that  the  tax  credit  would,  in 
fact,  represent  an  important  incentive’  to 
increased  construction  expenditures  by  elec¬ 
tric  utilities — I  will  present  to  the  commit¬ 
tee  a  list  of  projects,  together  with  their 
estimated  costs,  never  before  included  in  any 
budgeted  construction  by  any  company  in 
the  American  electric  power  system,  which 
we  are  prepared  to  go  forward  with  im¬ 
mediately  if  the  tax  incentive  provisions  of 
the  legislation  are  applicable  to  electric 
utility  companies. 


His  argument  was  that  the  investment 
credit  is  so  attractive  that  in  the  event 
it  is  granted,  his  company  stands  ready 
to  invest  immediately  in  $21  million 
worth  of  projects  which  otherwise  it 
would  skip.  . 

This  is  a  highly  intriguing  method  of 
testifying,  because  it  is  very  concrete 
and  specific,  and  it  says  to  Congress  that 
he  practical  consequence  of  passing  the 
investment  credit  will  be  that  thousands 


of  people  will  be  put  to  work  by  that 
company,  alone  at  once  in  specific  States. 
That  argument  is  very  appealing;  but  I 
think  it  is  as  fallacious  as  can  be. 

In  the  interrogation  of  Mr.  Cook,  I 
think  the  pro  and  the  con  arguments  in 
connection  with  this  issue  were  rather 
well  developed. 

After  stating: 

If  the  credit  available  to  electric  utilities 
were  7  percent,  rather  than  3  percent,  the 
American  Electric  Power  System  would  forth¬ 
with  embark  upon  additions  to  its  scheduled 
construction  projects  in  a  total  amount  of 
$21,020,000. 

In  reply  to  a  question  by  the  chairman 
of  the  committee,  the  Senator  from  Vir¬ 
ginia  [Mr.  Byrd],  Mr.  Cook  said: 

The  Chairman.  This  is  for  1  year? 

Mr.  Cook.  This  is  for  1  year  only  and  it  is 
predicated  on  the  basis  that  for  every  dollar 
of  tax  credit  relief  which  we  would  receive 
in  the  year  1962  we  would  expend  at  least 
$2  for  construction  which  we  never  had 
theretofore  budgeted. 

COOKS  $21  MILLION  PROJECTS  RIGHT  OUT  OF 
THIN  AIR 

Mr.  President,  the  witness  really 
pulled  that  out  of  the  air.  He  said, 
We  are  making  the  basic  assumption 
that  if  we  get  this  credit,  we  will  invest 
twice  as  much  as  the  credit  thus  would 
make  available.”  He  did  not  explain 
why,  but  he  said  they  would  invest  it. 
Apparently,  his  reasoning  was  that  it 
would  make  the  profitability  that  much 
greater.  But  he  did  not  explain.  His 
statement  was  really  based  on  a  formula 
that  for  every  dollar  obtained  by  means 
of  the  proposed  credit,  they  would  spend 
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$2.  He  referred  to  the  investment  they 
probably  would  make  in  the  next  few 
years,  anyway;  and  he  said,  in  referring 
to  the  total:  “We  will  make  this  in  1962, 
if  you  give  us  this  tax  credit” — which 
would  be  about  a  $10  million  tax  benefit 
to  them. 

Mr.  Cook  replied  to  a  question  by  the 
chairman  of  the  committee  questioned 
whether  the  tax  credit  would  result  in 
any  increase  in  electrical  service.  The 
chairman  asked  whether  Mr.  Cook  would 
send  to  the  committee  a  memorandum 
to  support  his  position  that  Secretary 
Dillon  was  incorrect  and  that  the  pro¬ 
posed  tax  credit  would  increase  use  of 
electric  energy.  Mr.  Cook  replied : 

Mr.  Cook.  Yes,  I  will,  and  indeed  some  of 
my  testimony  this  morning.  Senator,  indi¬ 
cated  where  it  was  incorrect.  I  think  it  was 
particularly  incorrect — and  the  part  that 
bothered  me  the  most — in  the  position  taken 
that  reductions  in  rates  would  not  increase 
the  use  of  electric  energy,  when  there  is 
within  the  executive  branch  of  the  Govern¬ 
ment,  to  my  certain  knowledge,  clear  infor¬ 
mation  that  the  facts  are  to  the  contrary. 

That  statement  was  made  when  that 
gentleman  testified  before  the  Finance 
Committee  on  April  9,  1962.  But  when 
the  hearings  were  published— -only  a  few 
days  ago — the  memorandum  he  had 
promised  to  send  had  not  been  received. 
But  Mr.  Cook  has  not  documented  his 
statement  that  the  proposed  tax  credit 
would  result  in  increased  use  of  electrical 
energy.  He  said  he  would  document 
that  statement;  but  since  April,  there 
has  been  nothing  but  silence  from  him; 
he  has  not  provided  the  documentation 
which  he  promised  to  provide. 

At  the  hearing  there  was  very  enlight¬ 
ening  colloquy  between  the  Senator  from 
Delaware  [Mr.  Williams]  and  Mr.  Cook 
on  this  issue: 

Senator  Williams.  Mr.  Cook,  on  page  18  of 
your  statement  you  list  approximately  $21 
million  which  would  be  spent  in  additional 
improvements  over  a  seven-State  area,  as  I 
undersand  it,  if  the  7-percent  credit  is  ap¬ 
proved  in  the  bill. 

Mr.  Cook.  Yes,  Senator. 

Senator  Williams.  Do  I  understand  that  it 
is  your  feeling  that  these  expenditures  would 
not  be  made  if  the  7-percent  credit  is  not 
approved? 

Mr.  Cook.  I  so  state  categorically  they  will 
not  be  made. 

Senator  Williams.  Now,  if  the  7-percent 
credit  is  approved  would  they  be  made  this 
year  or  over  the  next  2  or  3  years? 

Mr.  Cook.  These  projects  are  not  com¬ 
plicated  projects.  Senator.  The  details  are 
set  forth  in  the  appendix  to  my  state¬ 
ment — 

Senator  Williams.  I  have  examined  them. 
Mr.  Cook.  And  because  they  are  not  com¬ 
plicated  projects  it  should  be  possible  for  the 
modest  engineering  required  and  the  modest 
amount  of  design  work  required  to  go  for¬ 
ward  promptly. 

Senator  Kerr.  Well,  your  statement  a  while 
ago  was  to  the  fact  of  effect  that  would  be 
a  1-year  result? 

Mr.  Cook.  That  is  correct,  sir. 

Senator  Kerr.  That  was  your  statement  to 
the  chairman. 

Senator  Williams.  That  is  my  question, 
“Would  they  be  approved  in  addition  this 
year?” 

Mr.  Cook.  The  answer  is  “Yes.” 

Senator  Williams.  Would  they  be  spent 
this  year  or  would  they  be  approved? 

Mr.  Cook.  They  would  be  approved,  they 
would  be  engineered  and  designed  and  con¬ 


struction  would  be  started  this  year  but  I 
cannot  represent  categorically  to  the  com¬ 
mittee  that  they  will  all  be  completed  in 
1962. 

Senator  Williams.  That  was  my  under¬ 
standing  that  they  would  be  planned  and 
started  but  perhaps  completed  over  this 
year,  next  year,  and  maybe  over  in  1964. 

Did  you  have  anything  further  to  add  on 
that? 

Mr.  Cook.  The  chances  are  that  they 
would  not  be  completed  this  year,  and  there¬ 
fore,  the  expenditures  would  extend  over 
1962  and  1963  with  a  significant  amount  be¬ 
ing  spent  in  1963. 

Senator  Williams.  Yes. 

Now,  what  are  your  projected  expenditures 
for  1962  without  this  improvement? 

Mr.  Cook.  Without  this  credit? 

Senator  Williams.  Without  the  credit. 

Mr.  Cook.  That  is  set  forth  on  the  second 
page  of  the  appendix  at  $152  million. 

Senator  Williams.  What  are  your  pro¬ 
jected  expenditures  for  1963? 

Mr.  Cook.  $118  million. 

Senator  Williams.  And  1  think  you  said 
in  1964,  well  you  have  $64  million,  it  would 
no  doubt  be  $100  million  anyway? 

Mr.  Cook.  I  would  guess  in  the  neighbor¬ 
hood  of  $90  to  $100  million. 

Senator  Williams.  That  is  the  3-year  pe¬ 
riod,  that  is  $370  million  of  your  expendi¬ 
tures  that  you  are  planning  to  make  without 
any  investment  credit? 

Mi-.  Cook.  Yes,  sir. 

Senator  Williams.  If  your  investment 
credit  is  approved  you  will  spend  an  addi¬ 
tional  $21  million? 

Mr.  Cook.  Yes,  sir;  in  the  period  indicated. 
Senator  Williams.  How  much  would  this 
investment  credit  be  worth  on  the  $370  mil¬ 
lion  expenditures  at  7  percent? 

Mr.  Cook.  If  it  were  applicable  to  $370 
million  at  7  percent  it  would  aggregate  for 
that  3 -year  period  approximately  $26  mil¬ 
lion. 

Senator  Williams.  That  you  would  receive 
as  a  tax  credit? 

Mr.  Cook.  That  is  correct. 

Senator  Williams.  Now,  as  I  understand 
it,  what  you  are  telling  the  committee  is 
that  it  is  the  plans  of  your  company  to  spend 
$370  million  over  the  next  3  years  without 
any  investment  credit? 

Mr.  Cook.  That  is  correct,  sir. 

Senator  Williams.  But  if  we  approve  an 
investment  credit  which  will  give  you  a  $26 
million  tax  reduction  you  will  spend  $21 

million  of  it  in  additional  capital - 

Mr.  Cook.  No,  that  would  be  $21  million 
that  would  be  spent  immediately,  Senator, 
but  if  the  tax  credit  remains  as  a  perma¬ 
nent  part  of  the  tax  structure  we  would  have 
added  to  that  by  quite  similar  amounts  in 
future  years. 

Senator  Williams.  But  you  are  speaking 
now,  as  I  understand  it,  you  can  only  out¬ 
line  $21  million  which  would  not  be  spent  if 
you  don’t  get  it.  Am  I  to  understand  that 
the  financial  condition  of  your  company  is 
such  that  you  cannot  afford  to  spend  this 
$21  million  if  you  don’t  get  the  $26  million 
tax  credit? 

Mr.  Cook.  No,  Senator,  I  have  not  testified 
to  that.  As  a  matter  of  fact,  I  testified  to 
the  contrary  and  I  would  like  to  state  it 
categorically  here. 

Senator  Williams.  I  didn’t  think  you 
wanted  to  leave  that  impression  but  that 
was  the  impression  I  was  getting. 

Mr.  Cook.  No. 

My  testimony  is  specifically  that  it  really 
is  almost  a  matter  of  indifference  as  to 
whether  we  retain  in  the  company  the 
amount  of  cash  that  would  be  generated  by 
a  reduction  in  the  tax  rate. 

The  point  is  that  we  could  pass  these 
amounts  on  to  our  customers  but  by  virtue 
of  the  basic  economics  of  our  industry.  The 
fact  that  our  revenue  requirements  are 
greatly  influenced  by  the  extent  of  the  fixed 


charges  applicable  to  plant  investment  and 
the  fact  that  Federal  income  taxes  represent 
a  major  part  of  those  fixed  charges  and  the 
further  fact  that  as  a  result  of  the  elimina¬ 
tion  of  those  fixed  charges  represented  by  the 
Federal  income  tax  component,  makes  eco¬ 
nomically  feasible  many,  many  marginal 
projects. 

And  this  is  true  regardless  of  whether  we 
would  retain  the  tax  reduction  or  pass  it  on 
to  our  customers  in  whole  or  in  part. 

This  is  the  essence  of  Mr.  Cook’s  testi¬ 
mony.  I  submit  an  argument  cannot  be 
made  that  a  utility  will  increase  its  in¬ 
vestments  because  of  what  I  think  is  a 
ridiculous,  wasteful,  and  totally  unjus¬ 
tified  credit  of  3  percent  to  utilities.  He 
never  said  how  it  would  work.  He 
merely  makes  the  assertion,  and  he 
brings  it  in  very  cleverly.  This  reference 
to  $21  million  of  named  projects  is  per¬ 
suasive  argument,  but  it  fades  away  on 
analysis. 

I  read  further: 

Senator  Williams.  Are  these  projects 
which  you  have  outlined  in  the  $21  million 
category  essential  to  your  company  in  order 
to  provide  adequate  service  in  the  com¬ 
munities  which  you  serve? 

Mr.  Cook.  They  are  not  in  the  essential 
category,  Senator,  but  they  are  desirable 
projects  which  otherwise  would  not  come 
along  until  1965  or  thereafter. 

Senator  Williams.  They  would  be,  but 
they  would  be  furnished  at  a  later  year  any¬ 
way,  is  that  correct? 

Mr.  Cook.  It  is  likely  as  to  most  of  them 
that  sometime,  whether  it  is  1965  or  1966 
or  1967  or  whenever,  at  some  time  most  of 
these  projects  would  be  carried  forward. 

There  is  your  answer,  Mr.  President. 
By  far  the  most  effective  witness  for 
investment  credit,  which  is  going  to  cost 
hundreds  of  millions  of  dollars,  admits 
that  not  one  of  these  projects  involving 
$21  million  is  a  new  project  that  other¬ 
wise  would  not  be  engaged  in.  It  would 
be  a  matter  of  speeding  up  by  a  year  or 
two.  It  would  involve  borrowing  invest¬ 
ment  from  the  future  to  make  it  in  the 
present. 

There  are  times  when  we  would  want 
to  do  that,  but  to  make  it  the  permanent 
policy  of  our  country  at  a  time  of  rela¬ 
tive  prosperity,  at  a  time  when  McGraw- 
Hill  indicates  a  favorable  outlook  for  in¬ 
vestment,  when  they  expect  investment 
to  expand,  is  most  unwise. 

I  think  the  colloquy  between  the  Sen¬ 
ator  from  Delaware  [Mr.  Williams]  and 
Mr.  Cook  exposes  it  very  well. 

I  would  like  to  read  a  little  further, 
because  I  think  this  is  the  kind  of  con¬ 
sideration  which  can  be  answered  specif¬ 
ically  and  almost  arithmetically,  because 
it  can  be  handled  on  such  a  factual 
basis. 

Let  me  read  this  colloquy : 

Senator  Williams.  Would  you  suggest  that 
this  tax  credit  be  taken  into  consideration 
in  the  overall  depreciation,  with  a  100-per¬ 
cent  limitation  on  the  amount  which  can 
be  depreciated? 

Mr.  Cook.  I  would  regard  that,  Senator,  as 
nothing  but  a  depreciation  reform  proposal 
in  a  disguised  form. 

The  great  merit  of  the  tax  credit  proposal 
is  that  it  has  no  relationship  to  the  aggre¬ 
gate  investment  in  plant  and  equipment  ex¬ 
cept  insofar  as  that  aggregate  investment  is 
a  measuring  stick. 

Senator  Williams.  As  I  understand  it,  the 
reason  you  are  endorsing  the  investment 
credit  formula  is  that  you  think  that  Indus- 
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try  Is  entitled  to  be  able  to  depreciate  116 
percent  of  the  cost  of  any  equipment. 

Mr.  Cook.  No,  sir;  I  do  not. 

Senator  Williams.  Do  you  think  it  should 
be  limited  to  100  percent? 

Mr.  Cook.  It  is  widely  urged  in  some  quar¬ 
ters  that  we  have  what  is  known  as  economic 
depreciation  which  would  result  in  deprecia¬ 
tion  allowances  in  excess  of  100  percent.  I 
personally  do  not  believe  in  them.  I  believe 
that  depreciation  should  be  confined  to  the 
amount  of  capital  Invested  in  the  assets  and 
should  be  limited  to  100  percent. 

Senator  Williams.  Well  that  was  the  point 
I  was  raising.  If  you  agree  that  the  amount 
of  depreciation  which  is  allowed  on  any 
equipment  should  be  restricted  to  100  per¬ 
cent,  do  you  recommend  that  if  this  invest¬ 
ment  credit  is  left  in  this  bill  and  broad¬ 
ened  to  7  percent,  as  you  recommend,  that 
we  put  an  overall  limitation  of  100-percent 
recovery  for  any  industry? 

Mr.  Cook.  I  think  the  two  are  unrelated, 
Senator,  and  I  think  to  the  extent  that  that 
limitation  is  placed  on  it,  by  the  same  token, 
it  will  limit  the  effectiveness  of  the  tax  credit 
device  as  a  means  of  expanding  plants  and 
equipment  in  the  United  States. 

Senator  Williams.  I  am  having  difficulty  in 
reconciling  your  statement.  As  I  understand 
it,  a  moment  ago  you  said  you  thought  that 
the  depreciation  schedule  should  be  limited 
to  100  percent. 

Mr.  Cook.  I  do. 

Senator  Williams.  Do  I  understand  except 
as  it  would  apply  to  this  case  you  can  get  116 

percent  now.  Either  we - 

Mr.  Cook.  I  am  sorry. 

Senator  Williams.  I  do  not  quite  under¬ 
stand  your  reasoning. 

Mr.  Cook.  I  will  be  glad  to  try  to  explain  it. 

Senator  Williams.  Under  this  formula - . 

Mr.  Cook.  The  tax  credit,  Senator,  and 
there  is  no  disguising  it,  and  there  is  no  rea¬ 
son  why  anyone  should  not  be  candid  about 
it,  the  tax  credit  proposal  is  a  tax  reduction. 
Senator  Williams.  It  is  a  subsidy. 

Mr.  Cook.  The  only  significance  of  the 
plant  account  in  connection  with  it  is  that 
it  is  used  as  the  measuring  stick,  if  you  will, 
to  determine  the  amount  of  the  tax  credit. 

Senator  Williams.  Would  you  characterize 
it  as  a  subsidy? 

I  think  that  colloquy  emphasizes  that, 
although  witnesses  who  favor  the  invest¬ 
ment  credit  may  duck  and  dodge,  they 
cannot  avoid  the  irresistible  logic  of  the 
fact  that  this  is  a  subsidy,  that  any  time 
more  than  a  100-percent  depreciation  is 
provided — and  this  is  in  excess  of  100 
percent  depreciation — it  is  a  subsidy. 

Under  the  circumstances,  even  those 
who  favor  the  investment  credit  have 
great  difficulty  justifying  it,  because  over 
and  oyer  again  in  the  colloquy  Mr.  Cook, 
on  principle,  had  to  oppose  depreciation 
which  exceeded  100  percent,  although 
that  is  exactly  what  investment  credit  is. 

If  it  does  not  do  that,  it  does  not  do  any¬ 
thing,  as  Mr.  Cook  pointed  out. 

There  is  another  colloquy  I  should  like 
to  read ; 
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Senator  Williams.  What  were  your  capi¬ 
tal  expenditures  in  1960  and  1959? 

Mr.  Cook.  In  1960 — one  moment,  sir — I  do 
not  have  the  exact  figure  here.  Senator.  My 
recollection  was  that  it  was  about  $100  mil¬ 
lion  in  1960. 

Senator  Kerr.  In  1961? 
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There  we  have  it,  Mr.  President.  This 
firm  has  already  increased  its  investment 
50  percent,  and  it  did  it  before  there  was 
any  notion  of  investment  credit.  Now  it 
is  said  that  there  would  be  an  additional 
6-  or  8-percent  increase  if  they  could  get 
the  3-percent  credit. 

I  submit  that,  on  the  basis  of  this 
testimony,  and  on  the  basis  of  very 
astute  interrogation  by  the  Senator  from 
Delaware  [Mr.  Williams],  the  only  con¬ 
clusion  one  can  reach  is  that  there  would 
be  no  real  incentive  and  there  could  be 
no  real  incentive  for  utilities  in  getting 
the  3 -percent  cut  which  would  be  al¬ 
lowed  under  the  proposed  law,  and  that 
it  is  unjustified. 

A.T.  &  T.  DOES  NOT  WANT  $75  MILLION 

I  come  back  to  the  testimony  by  Mr. 
Dillon,  in  the  course  of  the  interroga¬ 
tion  °f  Mr.  Dillon  by  the  Senator  from 
Virginia  [Mr.  Byrd],  the  chairman  of 
the  committee,  the  Senator  said: 

Consider  A.T.  &  T.  They  are  not  lacking 
funds  or  progress,  they  are  one  of  the  leading 
companies  in  the  world.  Is  it  true  that 
A.T.  &  T.  will  get  104  million? 

That  was  on  the  assumption  by  the 
chairman  that  there  was  to  be  a  4-per¬ 
cent  credit  for  utilities.  It  is  to  be  3 
percent,  so  A.T.  &  T.  would  get  $75  mil¬ 
lion. 

Secretary  Dillon  then  said: 

I  agree  with  everything  you  have  to  say 
about  the  A.T.  &  T.  because  we  are  recom¬ 
mending  that  the  investment  credit  not  ap¬ 
ply  to  the  A.T.  &  T.,  and  they  don’t  want 
it  to  apply  because  they  are  a  regulated  pub¬ 
lic  utility  and  they  agree  with  us  it  shouldn’t 
apply  to  regulated  public  utilities. 

Thus  the  chairman  of  the  Committee 
on  Finance,  the  Secretary  of  the  Treas¬ 
ury  speaking  for  the  President  of  the 
United  States,  and  A.T.  &  T.  itself  have 
all  agreed  they  should  not  get  a  credit 
yet  they  are  going  to  get  it.  It  is  written 
into  the  bill.  They  are  going  to  get 
a  $75  million  a  year  credit  out  of  the 
Federal  Treasury  which  they  do  not 
want. 

A  little  further  on  the  chairman  in 
questioning  Secretary  Dillon,  said:  ’ 

Do  you  agree  with  Mr.  Stam  that  the 
loss  from  the  investment  proposal  will  be 
$1.4  billion  the  first  year,  and  $2.4  billion 
m  the  10th  year? 

Secretary  Dillon.  I  think  our  figures  for 
10  years  probably  would  not  be  far  different 
from  Mr.  Stam’s,  but  we  do  not  think  there 
would  be  any  loss,  because  we  think,  as  a  re¬ 
sult  of  this  bill,  there  will  be  a  great  deal 
more  business,  a  great  deal  more  people 
employed,  a  great  deal  more  activity  which 
will  all  bring  in  additional  taxes’  which 
you  would  not  get  otherwise,  and  that, 
therefore,  this  would  pretty  well  offset  itself! 


increase  in  the  investment  in  plant  and 
equipment  is  only  about  one-fourth  of 
the  tax  cut. 

I  submit  that  the  estimates  by  Mr.  Dil¬ 
lon  are  wrong.  It  is  clear  there  would 
be  a  loss.  We  might  as  well  face  it.  The 
loss  would  double  by  the  end  of  10  years. 

DOUGLAS  EXPOSES  GROWTH  FALLACY 

A  little  further  along  in  the  testimony 
the  Senator  from  Illinois  [Mr.  Douglas] 
questioning  Mr.  Dillon,  said  this: 

If  a  supermarket  buys  100  pushwagons  in 
order  to  increase  the  speed  with  which  the 
suburban  housewife  may  move  through  the 
supermarket,  will  this  receive  an  8-percent — 

It  was  then  to  be  8  percent — 
investment  credit  in  order  that  the  American 
supermarket  may  excel  those  in  Holland, 
Belgium,  and  West  Germany? 

Secretary  Dillon.  It  will  make  our  com¬ 
mercial  distribution,  I  would  hope,  more 
effective.  It  will  release  individual  labor  for 
more  effective  work  in  industry. 

Senator  Douglas.  And,  similarly,  will  the 
credit  be  given  for  the  installation  of  more 
shelves  in  which  deodorants  and  other  facial 
and  body  aids  may  be  purchased?  WiU  this 
increase  the  productive  efficiency  of  the 
American  public  and  aid  in  the  competition 
for  foreign  markets  with  the  chemical  in¬ 
dustry  of  Germany? 

Secretary  Dillon.  I  am  not  sure  that  a 
shelf  is  a  piece  of  equipment. 

That  was  one  of  the  things  which  was 
recommended;  that  the  bill  provide  that 
a  shelf  be  defined  as  a  piece  of  equip¬ 
ment. 

Senator  Douglas.  Well,  then,  would  an 
atomizer  to  kill  flies  in  the  supermarket, 
which  is  a  certain  piece  of  tangible  property, 
receive  an  8-percent  investment  credit  in 
order  that  the  glories  of  the  American  trad¬ 
ing  system  may  show  its  superiority  to  those 
of  continental  Europe? 

Secretary  Dillon.  I  think  that  may  be  so. 
Senator  Douglas.  Would  this  apply  to  tan¬ 
gible  personal  property  in  the  field  of  com¬ 
mercialized  recreation? 

Secretary  Dillon.  Commercialized  recrea¬ 
tion,  yes. 

Senator  Douglas.  Would  a  ski  lift  in  Sun 
Valley  receive  the  8-percent  investment 
credit? 

Secretary  Dillon.  I  could  not  answer  that. 

I  do  not  know  whether  that  is  equipment  or 
whether  that  is  real  property. 

Senator  Douglas.  It  would  be  used  as  an 
integral  part  of  what  is  defined  as  the  pro¬ 
duction  of  utilities  ? 

Secretary  Dillon.  An  automatic  pin  set¬ 
ting  machine- 


This  is  always  the  argument  made  in 
respect  to  every  tax  cut.  It  is  always 
said,  “It  is  not  going  to  cost  anything.” 
Of  course  that  is  impossible.  We  cannot 
cut  taxes  and  expect  to  get  back  more 
than  the  amount  by  which  we  reduce 
taxes.  It  cannot  be  done. 

In  the  instant  case,  it  is  doubtful  that 
there  would  be  any  stimulation.  The 
business  experts  say  that  in  the  first 
year,  the  year  with  most  impact,  the 
stimulation  in  investment  in  plant  and 

Wewme^t4W°Uld  be  only  $300  million. 

11  not  &et  back  much  money  if  the 


Senator  Douglas.  Let  us  put  it  this  way: 
Would  you  say  that  the  purchase  of  skis 
and  snowshoes  by  Sun  Valley,  which  is  cer¬ 
tainly  tangible  personal  property,  would  re¬ 
ceive  an  investment  credit? 

Secretary  Dillon.  They  are  not  machinery 
and  equipment.  They  are  not _ - 

propertyT  D°UGLAS‘  11  is  taugible  personal 

Secretary  Dillon.  I  think  you  will  see  the 
bill  applies  to  depreciable  equipment  and  I 
do  not  think  personal  skis  are  depreciable 
equipment,  Senator. 

lift?  nat°r  Douglas’  Then  what  about  the  ski 

Secretary  Dillon.  I  do  not  know  whether 
that  would  be  or  not. 

xxrSe^at^  Doijglas-  Well,  put  it  this  way: 

ould  the  installation  of  a  popcorn  ma¬ 
chine  in  the  Yankees’  ball  park,  which  would 
last  over  8  years,  be  subject  to  the  8-percent 
credit? 

Secretary  Dillon.  If  that  is  machinery  or 
equipment - 

yes  6na^0r  *3ot7GLAS-  **  certainly  machinery, 
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Secretary  Dillon.  Then  it  would  be,  I 
would  assume. 

Senator  Douglas.  And  the  purpose  of  this, 

I  assume,  is  so  that  American  industry  may 
have : 

(a)  A  faster  rate  of  growth;  and, 

(b)  That  it  may  compete  more  effective¬ 
ly  with  the  European  Market. 

”  Secretary  Dillon.  Senator,  X  agree  with 
you  that  these  may  be  considered  anomalies, 
but  that  is  not  the  purpose. 

The  reason  for  their  inclusion  is  that  we 
did  not  feel  that  it  was  possible  or  practica¬ 
ble  to  start  a  whole  new  era  in  the  tax  law 
by  trying  to  divide  out  just  where  was  indus¬ 
trial  equipment  and  where  was  commercial 
equipment,  and  what  should  be  helped  and 
what  should  not  be  helped,  because  we  would 
have  had  to  write  hundreds  of  pages  of  tax 
laws. 

Senator  Douglas.  You  have  taken  in  a 
pretty  broad  territory. 

Secretary  Dillon.  I  think  that  is  correct, 

I  agree  with  that. 

Senator  Douglas.  And  even  assuming  it  is 
a  good  idea,  is  not  the  question  whether  you 
should  restrict  it  somewhat? 

I  do  not  wish  to  humiliate  you,  but  I  would 
like  to  go  on  with  some  further  illustrations, 
if  I  may. 

Secretary  Dillon.  It  might  well  be  re¬ 
stricted,  if  the  committee  decided  that  it 
can  do  it. 

Senator  Douglas.  Would  an  escalator  in 
a  movie  house  be  regarded  as  a  piece  of 
machinery  and  equipment? 

Secretary  Dillon.  To  that  I  would  have  to 
again  give  the  same  answer : 

I  am  not  sure  whether  that  is  attached 
or  whether  it  is  equipment.  If  it  is  a  struc¬ 
tural  part  of  the  building  it  would  not  be 
eligible  for  the  credit. 

Senator  Douglas.  A  movie  house  in  the 
same  way? 

Secretary  Dillon.  Same  way,  wherever  it 
was. 

Senator  Douglas.  The  justification  for  this 
would  be  to  increase  the  growth  rate  in  the 
United  States  and  also  to  enable  the  Ameri¬ 
can  movie  houses  to  compete  more  effectively 
with  foreign  movie  houses  so  that  Americans 
would  stay  in  the  United  States  and  would 
watch  movies? 

Secretary  Dillon.  It  certainly  would  help 
the  escalator  business. 

Senator  Douglas.  Or  possibly  the  foreigners 
would  come  here  in  order  to  avoid  walking 
upstairs? 

Secretary  Dillon.  It  would  employ  people 
making  escalators.  But,  on  reflection,  I  am 
quite  sure  that  an  escalator  would  not  quali¬ 
fy  for  the  credit. 

Senator  Douglas.  Now,  may  I  ask  this : 
Would  this  include  the  installation  of 
automatic  cocktail  mixers  in  taverns? 

Secretary  Dillon.  I  think  it  includes  all 
restaurant  and  bar  equipment. 

This  includes  any  kind  of  cocktail 
mixer.  Any  kind  of  bar  equipment 
would  get  the  7-percent  credit  under  the 
terms  of  the  bill. 

I  continue  the  quotation; 

Senator  Douglas.  And  this  is  done  to  in¬ 
crease  the  growth  rate  and  also  enable  Amer¬ 
ican  industry  to  compete  more  effectively 
with  foreign  industry? 

Would  the  installation — let  the  record  show 
the  Secretary  did  not  reply. 

Senator  Gore.  Mr.  Chairman,  in  all  fair¬ 
ness,  I  think  the  record  should  show  that 
he  did  smile. 

Senator  Douglas.  Would  the  installation  of 
glass-top  table  in  the  21  Club  in  New  York 
be  regarded  as  equipment  upon  which  an 
8-percent  investment  credit  would  be  given? 

Secretary  Dillon.  Any  equipment  having 
a  useful  life  of  more  than  4  years  would  get 
at  least  one-third  of  the  credit. 

Senator  Douglas.  Yes. 


I  take  it  the  answer  is  "Yes.” 

And  this  also  will  increase  the  growth 
rate,  I  assume,  and  will  enable  American  in¬ 
dustry  to  compete  more  effectively. 

Will  the  provision  of  floodlights  in  a 
burlesque  house  of  dubious  reputation  get 
an  8-percent  investment  credit? 

Secretary  Dillon.  I  hope  we  do  not  have 
any  more  such  dubious  reputation  houses. 

Senator  Douglas.  But  I  mean,  assuming 
that  they  exist,  would  they  get  an  invest¬ 
ment  credit? 

Secretary  Dillon.  Again,  that  is  a  piece 
of  equipment,  if  the  law,  as  presently  writ¬ 
ten,  is  passed. 

Senator  Douglas.  Are  you  not  interpreting 
economic  growth  rather  broadly? 

Secretary  Dillon.  If  this  committee  can 
find  a  way  in  which  to  change  this,  it  would 
be  all  right,  but  I  would  like  to  point  out 
here,  just  to  make  it  clear,  that  all  the  other 
alternative  suggestions  for  providing  incen¬ 
tives  to  growth  have  just  the  same  problem. 
They  all  apply  to  all  sorts  of  equipment. 
There  is  no  difference  in  that  regard  between 
the  suggestion  that  we  have  made  and  the 
alternative  suggestions  for  triple  declining 
balance  depreciation  and  more  rapid  depre¬ 
ciation  of  one  type  or  another. 

Senator  Douglas.  Mr.  Secretary,  in  1954, 
your  predecessor.  Secretary  Humphrey,  ap¬ 
peared  before  this  committee  and  asked  that 
a  4-percent  dividend  credit  be  allowed  in 
order  to  stimulate,  as  he  said,  the  percentage 
of  corporate  financing  which  would  be  con¬ 
ducted  through  the  purchase  of  equity 
shares. 

Senator  Douglas.  Now,  I  take  it  from  your 
statement  that  you  have  found  that  4  per¬ 
cent  which  was  granted  has  had  no  effect 
in  stimulating  the  percentage  of  corporate 
financing  carried  on  by  the  purchase  of 
equities? 

Secretary  Dillon.  No,  it  has  not. 

Senator  Douglas.  Yet,  you  think  that  an  8- 
percent  investment  credit  will  stimulate  the 
total  investment? 

Secretary  Dillon.  Very  much  so  because  it 
is  a  totally  different  type  of  credit. 

Senator  Douglas.  If  Mr.  Humphrey  was 
wrong  on  4  percent,  may  you  not  be  wrong 
on  8  percent? 

Secretary  Dillon.  I  do  not  think  in  this 
case  that  we  are  likely  to  be  wrong  this  same 
type  of  law  has  been  in  effect  in  many  other 
countries,  and  it  has  clearly  stimulated  in¬ 
vestment  there.  So  I  assume  the  same  thing 
would  happen  here. 

UNITED  KINGDOM,  HOLLAND,  BELGIUM  TO  TALK 
INADEQUATE  EXAMPLES 

Though  the  tax  credit  may  have  been 
in  effect  in  Holland  and  Belgium,  there 
is  not  sufficient  evidence  either  that  it 
has  worked  in  Holland  or  Belgium,  or 
that  if  it  has  worked  in  a  country  that 
small,  it  would  work  in  our  country. 
It  has  been  in  effect  in  England;  and 
I  submit  the  evidence  shows  that  it  has 
not  stimulated  impressing  growth  in 
England.  England  is  far  more  compar¬ 
able  to  this  country  than  Belgium  or  Hol¬ 
land  is.  They  have  a  lower  rate  of 
growth  than  we  have  in  this  country. 
That  is  the  sum  total  of  all  experience 
with  investment  credit.  So  the  state¬ 
ment  by  Secretary  Dillon  that  it  has 
been  in  effect  in  other  countries  and 
has  stimulated  the  investment  there  does 
not  stand  up.  There  is  no  record  to  cor¬ 
roborate  it. 

INCENTIVE  ELIMINATED  BY  WAYS  AND  MEANS 

Senator  Douglas  said: 

Now  as  I  remember  it,  in  the  draft  which 
you  submitted  last  year  to  the  House  Ways 
and  Means  Committee,  you  provided  that 
the  investment  credit  would  only  be  granted 


on  the  net  investment,  the  investment  over 
and  above  depreciation.  Is  that  true 

Secretary  Dillon.  That  was  the  original 
proposal.  Well,  now,  it  was  not  only  on 
that.  It  would  be  a  15-percent  credit  on 
that,  and  then  it  was  a  6-percent  credit  on 
the  amount  that  was  between  50  percent 
of  depreciation  and  100  percent  of  deprecia¬ 
tion. 

Senator  Douglas.  But  now  this  credit  is 
allowed  for  gross  investment  so  that  a  mere 
replacement  of  wornout  machinery  assumes 
the  8-percent  credit  as  well  as  an  addition. 


Secretary  Dillion  pointed  out  that  that 
is  what  the  Ways  and  Means  Committee 
decided  to  do. 

Senator  Douglas.  The  bill  in  this  present 
form  provides  for  this  investment  credit  for 
the  investment  that  would  be  made  anyway 
in  the  absence  of  credit;  isn’t  that  true? 

Secretary  Dillon.  That  is  true.  And  in 
the  same  fashion  as  any  sort  of  further 
acceleration  of  depreciation— — 

Senator  Douglas.  It  is,  therefore,  a  bonus 
on  investment  which  would  occur  anyway. 

Secretary  Dillon.  To  the  same  extent  that 
any  such  change  in  depreciation  would  be, 
yes. 

Senator  Douglas.  Well,  if  we  want  to  stim¬ 
ulate  investment,  wouldn’t  it  be  better  to 
have  the  credit  on  the  marginal  decisions, 
on  the  investment  which  would  not  be  made 
in  the  absence  of  such  credit  or  the  invest¬ 
ments  in  excess  of  the  previous  rate  of  in¬ 
vestment  either  for  the  industry  or  for 
the - 

Secretary  Dillon.  Possibly  the  previous 
rate  of  investment  if  we  can  find  the  proper 
formula.  What  you  suggest  might  have  been 
very  great  effect,  Senator,  and  might  be  more 
reasonable. 

The  formula  we  suggested  did  not  work  in 
many  cases  because,  for  instance,  the  rail¬ 
roads  have  very  large  depreciation.  Unfor¬ 
tunately,  they  do  not  have  very  large  earn¬ 
ings  now.  Therefore,  any  percentage  for¬ 
mula  over  and  above  depreciation  was  of  no 
help  to  them. 


The  reason  I  read  that  part  is  because 
I  want  to  stress  what  Secretary  Dillon 
said.  He  is  honest.  It  is  not  his  fault. 
It  is  the  fault  of  the  House  Ways  and 
Means  Committee.  What  the  House  de¬ 
cided  to  do  was  to  decide  that  instead 
of  providing  a  fairly  substantial  credit 
on  the  additional  investment,  it  would 
provide  a  credit  on  the  whole  gross  in¬ 
vestment.  Why  did  it  do  so?  It  did  so 
because  it  was  said  that  the  railroads 
and  other  industries  could  not  get  much 
advantage  out  of  a  credit  which  was  only 
on  the  additional  investment. 


rO  INCLUDE  DECLINING  INDUSTRY  KILLED  CREDIT 

I  submit  that  is  exactly  the  trouble. 
Surely  they  would  not  get  the  advantage. 
Why?  Because  they  are  not  going  to 
increase  their  investment.  The  whole 
purpose  of  the  investment  credit,  if  it 
has  any  purpose  at  all,  is  to  increase 
investment.  But  the  program  has  been 
changed  and  modified  so  as  to  permit  the 
railroads  to  come  in,  even  though  they 
are  declining  in  their  investment  in  plant 
and  equipment.  They  were  Permitted 
to  come  in  because,  it  was  said,  they 
would  otherwise  be  discriminated 

against.  . 

Mr.  President,  there  is  an  excellent  ob¬ 
ject  lesson  in  what  happens  when  a 
country  tries  to  insert  a  tax  gimmick  of 
that  kind  in  the  tax  laws.  It  continues 
to  spread,  without  any  relationship  to  its 
fundamental  purpose  of  increasing 
growth.  What  has  happened  is  that  the 
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growth-increasing  effect  is  all  but  gone. 
Business  reaction  is  clear  that  it  will  only- 
increase  by  a  tiny,  insignificant  amount. 
But  the  loss  to  the  Treasury  will  be  fan¬ 
tastically  increased. 

The  old,  original  proposal  of  the  Ken¬ 
nedy  administration  would  have  lost  far 
less  to  the  Treasury  than  the  present 
proposal. 

I  ask  unanimous  consent  that  the  re¬ 
mainder  of  the  colloquy  between  the  Sen¬ 
ator  from  Illinois  [Mr.  Douglas!  and 
Mr.  Dillon  in  the  marked  pages  that  I 
have  before  me,  that  is,  the  remainder 
of  page  438  and  the  first  one-third  of 
page  439,  be  printed  at  this  point  in  the 
Record. 

There  being  no  objection,  the  testi¬ 
mony  was  ordered  to  be  printed  in  the 
Record,  as  follows: 

So  we  had  to  find  some  other  formula.  It 
turned  out  that  there  were  a  good  many 
industries  of  that  nature,  and  many  ac¬ 
countants  testified  that  there  would  be  all 
sorts  of  accounting  problems  as  to  what  was 
and  what  was  not  proper  depreciation,  and, 
therefore,  the  Ways  and  Means  Committee 
did  decide  this  was  the  simpler  method. 

I  must  say  we  were  convinced  that  tax 
simplification,  that  the  advantages  of  ease 
of  administration,  were  very  large  in  this 
simple  approach  compared  to  the  other. 

Senator  Douglas.  My  offhand  judgment  is 
that  you  are  going  to  be  paying  bonus  to 
firms  which  do  not  need  the  bonuses  in  order 
to  simulate  investments  for  items  which 
are  of  very  dubious  value  in  our  economic 
growth  and  in  our  competition  with  foreign 
countries,  as  far  as  that  is  concerned. 

But  I  have  a  further  objection  as  of  this 
moment  to  this  plan,  and  that  is  whenever 
we  make  deductions  from  taxes  based  on 
ways  in  which  income  is  spent,  we  open  up 
the  door  to  tremendous  abuses. 

Congress  has  now  before  it  or  the  Senate 
has  before  it,  H.R.  10  which  would  provide 
partial  tax  exemption  for  voluntary  contribu¬ 
tions  to  the  self-employed  for  pensions. 

The  Senator  from  Tennessee  and  I  have 
opposed  that  measure,  and  I  assume  we  will 
oppose  it  in  the  future.  But  it  may  well 
pass. 

If  this  passes,  the  same  principle  will  in¬ 
evitably  be  extended  to  civil  service,  to  those 
on  social  security,  to  those  on  railway  retire¬ 
ment,  to  a  whole  range  of  benefits. 

Every  one  of  us  gets  a  big  volume  of  cor¬ 
respondence  asking  that  similar  deductions 
be  made  for  the  cost  of  educating  children  up 
to  and  through  the  college  level. 

If  you  make  a  deduction,  and  this  is  a 
deduction  from  taxes  not  from  taxable  in¬ 
come,  but  from  taxes,  there  will  be  claims 
that  you  should  make  similar  deductions  for 
the  purchase  of  homes  in  order  to  encourage 
homeownership. 

I  think  in  your  very  laudable  desire  to  close 
loopholes  you  are  now  opening  up  one  of  the 
possibilities  for  the  biggest  loopholes  of  all. 
gore  spots  three  tax  credit  fallacies 


Mr.  PROXMIRE.  Mr.  President,  cer¬ 
tainly  one  of  the  ablest  Members  of  this 
body  is  the  distinguished  Senator  from 
Tennessee  [Mr.  Gore].  The  Senator 
from  Tennessee  has  a  remarkable  grasp 
of  fiscal,  financial,  and  tax  policy.  He 
made  what  I  thought  was  a  brilliant 
hearTn  S  °f  investrnent  credit  during  the 


three  fau^ment  credit  ^  b 
Wr«ng  ThP  fiS  Principles. 
ls  that  D.s  taxVnUacy'  the 
conform  to  the  *PoUcy  should 

dustrlalized  nations.  P°Ucies  ° 


Said  the  Senator  from  Tennessee  [Mr. 

Gore!  : 

The  United  States,  I  have  conceived,  ls  a 
leader  in  the  free  world  economy.  You  say, 
let  me  read  from  your  statement,  that — 
“it  is  essential  to  our  competitive  position 
and  markets,  both  here  and  abroad,  that 
American  industry  be  put  on  the  same  basis 
as  foreign  industry." 

Now,  if  we  do  that,  we  let  the  plutocrat 
industrialists,  who  seem  to  dominate  in  West 
Germany,  and  the  Tory  government  in  Eng¬ 
land,  fix  the  tax  policy  of  the  United  States. 

If  we  compete  with  them  in  their  present 
preferential  tax  treatment,  then  suppose  they 
up  us  again,  must  we  again  meet  their  stand¬ 
ards? 

Secretary  Dillon.  I  think  that  is  a  very 
real  and  difficult  problem.  I  would  not  say 
that  the  European  governments  are  generally 
all  conservative  governments,  because  the 
government  that  gives  probably  the  greatest 
benefits  to  industry  for  depreciation  is  the 
Socialist  government  of  Sweden.  So  it  is  a 
general  thing  in  European  tax  policy  that 
they  do  give  substantially  greater  benefits  for 
writeoffs  of  depreciation  than  we  do. 

Now  we  are  in  a  world  that  is  a  competitive 
world,  and  the  thing  I  just  cannot  see  is  how 
we  are  going  to  compete  unless  we  allow  our 
industry  to  compete  on  an  even  basis  with 
these  foreign  competitors. 

I  do  not  like,  any  more  than  you,  having  to 
pass  laws  or  enact  provisions  because  they 
are  the  type  of  provisions  that  have  been 
enacted  somewhere  else. 

I  would  like  to  think  that  we  could  operate 
all  by  ourselves. 

But  I  just  do  not  feel  we  are  in  a  vacuum, 
and  I  think  we  are  facing  a  very  real  com¬ 
petitive  situation,  and  this  particularly  ap¬ 
plies  to  the  question  of  the  choice  between 
investment  in  this  country  and  investment 
overseas.  It  certainly  is  true  that  an  Amer¬ 
ican  company  that  is  able  to  make  that  choice 
gets  better  treatment  if  it  invests  its  money 
overseas  than  if  it  invests  it  here  today  on 
this  basis. 

Senator  Gore.  You  have  moved  to  correct 
the  preferential  treatment  of  income  earned 
abroad  by  our  citizens. 

Secretary  Dillon.  Only  part  of  it;  except 
for  the  investment  credit,  which  is  a  very 
important  part,  and  the  treatment  of  depre¬ 
ciation,  we  cannot  correct  that  by  foreign 
tax  measures.  We  can  only  correct  that  by 
equalizing  opportunities  for  business  here 
at  home  with  those  abroad,  because  there 
is  no  other  way  of  doing  it. 

Senator  Gore.  That  further  illustrates  the 
policy  of  the  treadmill  if  the  U.S.  Govern¬ 
ment  undertakes  to  match  tax  concessions 
for  business.  The  Government  of  West 
Germany,  although  I  do  not  ask  you  to 
agree  with  this,  pursues  a  policy  under  which 
the  mass  of  the  people  are  underpaid;  peo¬ 
ple  underconsume;  the  profits  and  the  privi¬ 
leges  of  the  few  maximized.  Yet  this  invest¬ 
ment  credit  is  advocated  on  the  basis  that 
we  must  match  West  Germany,  and  other 
European  countries. 


Before  I  go  further,  I  wish  to  say  that 
that  is  exactly  the  point  I  made  before. 
I  wish  to  emphasize  and  underline  it. 
We  are  leading  the  world.  We  are  not 
losing  out.  Our  plant  is  not  less  effi¬ 
cient.  It  is  more  efficient.  Our  in¬ 
dustry  does  a  better  job.  The  hard, 
tough,  objective,  stubborn  answer  that 
will  not  go  away,  that  cannot  be  refuted, 
is  that  we  have  a  very  favorable  bal¬ 
ance  of  trade  on  commercial  exports, 
where  we  compete  abroad. 

We  sell  more  abroad  than  other  coun¬ 
tries  sell  abroad.  We  have  a  favorable 

°f  trade‘  They  have  an  un¬ 
favorable  balance  of  trade.  It  is  an 


essential  fact.  This  establishes  the  fact 
that  we  are  more  efficient,  in  spite  of  our 
higher  standard  of  living,  and  higher 
wages.  Notwithstanding  all  that,  we 
still  can  outsell  every  country  in  the 
world.  To  say  that  somehow  or  other 
because  other  countries  have  been  grow¬ 
ing  from  virtually  nothing  we  should 
therefore  drastically  modify  our  tax 
system  to  provide  a  privilege  that  busi¬ 
ness  does  not  want  and  says  will  not 
work,  does  not  add  up.  It  does  not  make 
sense. 

Senator  Gore  goes  on  to  say: 

That  leads  to  the  second  of  what  I  regard  as 
fallacious  premises.  You  propose  to  give  un¬ 
justified  benefits  to  Just  about  all  types  of 
business  and  industry  in  the  United  States, 
the  overwhelming  proportion  of  which  is  not 
engaged  in  foreign  commerce,  and  does  not 
make  any  significant  contribution  to  foreign 
commerce,  on  the  grounds  that  such  bene¬ 
fits  are  necessary  for  U.S.  industry  to  com¬ 
pete  internationally. 

Now,  I  will  not  cite  examples.  Both  Sen¬ 
ator  Williams  and  Senator  Douglas  cited 
them.  I  could  cite  hundreds  of  them,  as  I 
am  sure  you  could,  such  as  elevators  in  a 
downtown  parking  garage. 

Yet  all  these  people,  the  bowling  alleys — 
I  said  I  would  not  cite  more  of  them — are 
given  this  unjustified  tax  benefit  on  the  basis 
that  the  small  percentage  of  our  industry  and 
business  engaged  in  international  commerce 
needs  tax  breaks  to  compete,  because  the  in¬ 
dustrialists  of  Germany  and  Sweden  and 
England  have  such  breaks  and  benefits. 

I  said  I  would  not  ask  you  a  lot  of  ques¬ 
tions. 

Secretary  Dillon.  Shall  I  comment  on 
that? 

Senator  Gore.  Yes,  yes,  indeed. 

Secretary  Dillon.  I  would  say  that  one  of 
the  basic  reasons  for  this  proposal,  and  the 
reason  I  gave  first,  and  which  I  will  advert 
to  frequently,  is  the  balance-of-payments 
reason.  That,  of  course,  applies  both  to  com¬ 
petition  abroad  in  the  export  field  and  to 
competition  here  in  the  United  States 
against  imports. 

It  is  important,  but  it  is  not  the  only 
reason.  There  is  another  reason  which  we 
feel  is  equally  important,  which  is  the  rea¬ 
son  which  is  spelled  out  at  some  length  in 
the  report  of  the  President’s  Council  of  Eco¬ 
nomic  Advisers. 

It  should  be  noted  again  that  the  bal¬ 
ance  of  payment  has  been  improving  all 
the  time.  The  fact  is  we  can  hardly 
make  a  greater  contribution  to  the  bal¬ 
ance  of  payment  by  changing  our  bal¬ 
ance  of  trade,  because  the  overwhelm¬ 
ing  proof  shows  that  obviously  the  way 
we  can  improve  our  balance  of  pay¬ 
ment-even  foreigners  who  come  here 
admit  it — is  by  reducing  the  foreign  aid 
and  our  military  commitment,  and  in 
trying  to  persuade  our  allies  to  play  a 
greater  role  in  the  defense  of  the  free 
world.  This  is  the  way  in  which  we 
can  reduce  our  balance-of -payment 
problem. 

Furthermore,  one  other  reason  our 
balance  of  payment  is  adverse  is  due  to 
American  investment  abroad.  That 
means  that  as  the  years  pass  there  will 
be  a  greater  return  on  capital  from 
abroad  to  this  country.  That  means 
that  basically  our  creditor  position  is  be¬ 
ing  built  up  and  reinforced  and  strength¬ 
ened,  and  it  is  certain  that  we  are  go¬ 
ing  to  get  greater  returns  from  abroad, 
and  not  less. 

Then  Secretary  Dillon  goes  on  to  say: 
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We  do  feel  that  an  Increase  in  Investment 
and  the  rate  of  Investment  is  necessary  for 
the  economic  growth  of  this  country  and  to 
solve  the  problems  of  growth  and  unemploy¬ 
ment  here  in  this  country. 

We  do  feel  that  this  can  be  brought  about — 
will  be  brought  about — by  the  investment 
credit,  and  in  that  aspect  these  other  types 
of  investments  take  on  a  somewhat  different 
characteristic:  Different  industries,  no  mat¬ 
ter  how  unimportant  they  may  be  for  ex¬ 
ports,  are  vitally  important  because  they 
give  employment  and  are  part  of  our  overall 
economy  here  at  home.  And  we  do  feel  that 
this  is  an  important  part  of  our  economic 
growth. 

Investment  is  the  one  kind  of  spend¬ 
ing  which  has  been  stimulated  over  and 
over  again  since  1954.  The  whole  1954 
Revenue  Act  was  designed  to  encourage 
investment.  The  action  taken  earlier 
this  year  by  the  Secretary  of  the 
Treasury,  in  reducing  the  depreciation 
rate,  was  designed  to  increase  consumer 
demand.  It  was  a  tax  cut  designed  for 
business,  so  that  it  could  increase  invest¬ 
ment.  That  is  where  we  have  concen¬ 
trated  our  attention.  This  where  we  do 
not  need  it.  The  facts  are  clear  that 
we  do  not  need  it,  because  we  already 
have  excess  capacity.  As  the  McGraw- 
Hill  survey  showed  we  have,  we  will  this 
year  have  the  biggest  investment  in  plant 
and  equipment  we  have  ever  had.  It 
will  be  bigger  next  year,  and  bigger 
every  year  thereafter.  Most  of  it  is  from 
modernizing  at  a  very  rapid  rate. 

Senator  Gore  then  says : 

Well,  that  leads  to  the  third  premise  which 
I  regard  as  fallacious,  and  that  is  that  you 
urge  more  productive  capacity  when  idle 
capacity,  surplus  production,  and  widespread 
unemployment  constitute  our  most  gnawing 
domestic  problem. 

That  is  exactly  the  point  I  made. 

Secretary  Dillon  said: 

The  only  thing  I  have  to  say  on  that  last 
is  that  we  do  believe  that  increased  expendi¬ 
ture  for  capital  goods  will  create  employment 
by  itself,  and  that  this  is  just  a  question  of 
economic  theory.  I  must  say  that  I  am  not 
an  economist,  I  do  not  pretend  to  be.  But 
certainly  the  President’s  Council  of  Economic 
Advisers  are  very  capable. 

Top  economists  before  our  Joint  Eco¬ 
nomic  Committee  have  advised  exactly 
the  opposite  course.  They  have  stated 
that  where  we  need  help  is  in  the  con¬ 
sumer  area,  not  in  the  investment  area. 

TOP  BUSINESS  ORGANIZATIONS  DIRECTLY  OPPOSE 
INVESTMENT  CREDIT 

The  testimony  before  the  Committee 
on  Finance,  which  was  also  very  telling, 
and  which  I  feel  must  be  called  to  the 
attention  of  the  Senate,  included  an  ex¬ 
cellent  statement  by  Mr.  Walter  A. 
Slowinski,  of  the  Chamber  of  Commerce 
of  the  United  States.  His  statement  is 
less  than  one  page  in  length.  It  is  worth 
emphasizing  and  commenting  on: 

At  yesterday’s  hearings  the  Secretary  of 
the  Treasury  indicated  the  Chamber  of  Com¬ 
merce  of  the  United  States  had  not  taken  a 
position  on  the  investment  incentive  credit 
at  its  last  tax  policy  committee  meeting. 
This  is  in  error.  The  chamber  has  con¬ 
sistently  opposed  the  investment  incentive 
credit  in  each  of  its  several  forms  which 
have  been  considered  by  the  chamber’s  com¬ 
mittee  on  taxation  as  well  as  its  board  of 
directors. 

In  each  case  the  vote  has  been  adverse  to 
this  type  of  investment  subsidy. 


The  chamber  again  recommends  against 
the  adoption  of  this  novel  and  untried  pref¬ 
erential  tax  credit  subsidy  for  business.  It 
is  unnecessarily  complex  and  it  will  be  dif¬ 
ficult  to  administer  such  new  concepts  in  our 
code  as  “section  38  property,”  "qualified  in¬ 
vestments,”  “carryover  adjustments,”  and 
“unused  credit  years.” 

The  opposition  by  the  chamber  to  the  tax 
credit  is  not  influenced  in  any  manner  by  the 
other  proposals  contained  in  H.R.  10650.  If 
all  other  sections  were  stripped  from  this 
bill,  the  position  of  the  chamber  in  opposi¬ 
tion  to  the  tax  credit  as  a  subsidy  would 
remain. 

The  investment  incentive  credit  has  no 
place  in  an  income  tax  law.  Its  rate  (now 
at  7  percent)  and  its  tenure  (somewhat  un¬ 
certain)  continue  to  be  uncertain  in  the  light 
of  the  last-minute  downward  changes  which 
occurred  during  the  last  few  days  of  March 
in  the  Ways  and  Means  Committee. 

The  credit  gives  preferential  tax  treatment 
to  certain  taxpayers  in  favored  groups. 

It  may  actually  be  a  windfall  to  a  business 
which  had  already  fortuitously  planned  to 
purchase  new  facilities  later  in  1962.  On 
the  other  hand  it  will  work  against  small 
businesses  or  lose  companies  which  have  no 
current  funds  for  expansion  or  no  taxable 
income  to  be  offset  by  the  credit. 

More  importantly,  the  adoption  of  the 
credit  at  a  revenue  loss  of  at  least  $1,175  bil¬ 
lion  may  prejudice  and  delay  meaningful 
depreciation  reform  promised  by  the  Secre¬ 
tary  of  the  Treasury  this  spring. 

***** 

Many  countries  provide  such  initial  al¬ 
lowances  to  measure  reasonably  the  cost  of 
first-year  obsolescence.  This  type  of  initial 
allowance  has  already  been  adopted  in  our 
Internal  Revenue  Code  on  a  small  scale  in  the 
20-percent  first-year  depreciation  allowance 
for  small  business  in  section  179  of  the  code, 
but  it  is  limited  to  $10,000. 

There  is  no  question  that  the  chamber 
of  commerce,  which  is  a  body  represent¬ 
ing  a  tremendous  number  of  businessmen 
throughout  the  country,  emphatically 
opposes  the  investment  credit.  While  I 
have  often  disagreed  with  the  chamber 
of  commerce,  and  expect  to  do  so  in  the 
future,  I  believe  it  should  be  given  very 
sober  and  thoughtful  and  respectful  at¬ 
tention  on  this  kind  of  testimony  which 
deals  with  a  tax  cut  for  business.  When 
it  appears  against  this  tax  reduction  on 
the  ground  that  it  is  not  businesslike  and 
does  not  work,  and  is  not  favorable  for 
business,  I  think  we  must  recognize  that 
it  is  entitled  to  respectful  attention  and 
should  be  given  real  weight. 

Also  testifying  before  the  Committee 
on  Finance  was  a  representative  of  the 
National  Association  of  Manufacturers, 
Mr.  Harold  H.  Scaff,  who  is  chairman  of 
the  Tax  Committee  of  the  National  Asso¬ 
ciation  of  Manufacturers.  Mr.  Scaff’s 
statement  on  investment  credit  was 
even  shorter. 

Mr.  Scaff  said : 

The  proposed  credit  is  a  means  for  pro¬ 
viding  varying  degrees  of  relief  for  some  tax¬ 
payers  but  not  for  others.  It  is  not  in  form 
or  substance  a  part  of,  or  in  substitution  for, 
or  in  addition  to,  or  a  companion  of,  depreci¬ 
ation  reform.  It  would  simply  provide  reduc¬ 
tion  in  effective  tax  rates  for  taxpayers  who 
use  their  income,  or  other  funds,  as  the  Gov¬ 
ernment  thinks  is  best  for  the  economy  at 
a  particuar  time. 

There  has  been  a  tendency  to  promote  and 
discuss  the  investment  tax  credit  apart  from 
the  price  which  it  would  exact  in  terms  of 
other  changes  in  the  tax  law.  Even  without 
the  exaction  of  such  a  price,  we  would  op¬ 


pose  the  credit  for  the  reasons  set  forth  in 
the  appendix  attached  hereto.  Very  simpy, 
we  believe  that  tax  reduction  should  be  af¬ 
forded  by  direct  means.  We  would  take  this 
position  even  if,  in  our  opinion,  all  of  the 
other  provisions  of  H.R.  10650  constituted 
sound  tax  policy. 

Consistently,  we  would  not  favor  legisla¬ 
tion  of  the  character  of  H.R.  10650,  even  if 
the  tax  reduction  feature  were  of  the  kind 
to  which  we  subscribe.  Despite  any  seeming 
temporary  advantage,  we  do  not  believe  that 
the  reshuffling  approach  offers  significant 
promise  for  the  reduction  of  the  tax  burden 
on  capital  accumulation  and  use.  Instead, 
as  I  have  indicated,  we  look  upon  it  as  pro¬ 
viding  a  green  light  for  more  Federal  spend¬ 
ing,  which  would  tend  to  perpetuate  or  even 
increase  the  restraint  of  taxation  on  capital 
formation  and  economic  progress.  This  is 
why  we  say  that  H.R.  10650  would  provide  a 
red  light  against  adequate  growth  in  the  pri¬ 
vate  economy.  We  believe  that  the  whole 
approach  reflected  in  H.R.  10650  should  be 
abandoned  and  that  instead  the  Govern¬ 
ment  should  turn  to  an  alternative  program 
of  releasing  the  tax  blocks  to  economic 
growth,  combined  with  reduction  and  con¬ 
trol  of  the  spending  level. 

I  ask  unanimous  consent  that  a  more 
detailed  explanation  of  Mr.  Scaff’s  posi¬ 
tion  on  behalf  of  the  National  Associa¬ 
tion  of  Manufacturers,  appearing  on 
pages  536  and  537  of  the  hearings,  be 
printed  at  this  point  in  the  Record. 

There  being  no  objection,  the  excerpt 
was  ordered  to  be  printed  in  the  Record, 
as  follows: 

Appendix — Investment  Tax  Credit 

1.  Nature  of  credit:  In  the  administra¬ 

tion’s  advocacy  of  an  investment  tax  credit, 
there  has  been  a  persistent  tendency  to  view 
it  as  being  a  part  of,  or  in  substitution  for, 
or  addition  to,  or  as  a  companion  of,  depre¬ 
ciation  reform.  f 

Actually,  such  a  credit,  in  form  or  in 
substance,  has  no  connection  with  depre¬ 
ciation  reform.  Instead,  it  is  in  form  and 
in  substance  simply  a  means  for  lowering 
effective  tax  rates  to  the  extent  of  qualifica¬ 
tion.  The  result  would  be  to  increase  the 
effective  graduation  of  the  corporate  tax, 
and  also  the  personal  tax  as  applied  to  the 
income  of  unincorporated  businesses. 

2.  Subsidy:  In  economic  substance,  the 
investment  tax  credit  would  be  a  subsidy. 
This  fact  was  first  stated  by  an  administra¬ 
tion  spokesman  in  March  1961.  As  a  sub¬ 
sidy,  it  is  essentially  an  expenditure  pro¬ 
gram.  Its  effect  would  be  no  different  from 
establishing  a  Federal  agency  for  the  pur¬ 
pose  of  paying  subsidies  to  businesses  at  the 
rate  of  $8  ($7  in  H.R.  10650)  for  each  $100 
of  expenditure  for  specified  types  of  property. 

3.  Carrot  or  stick:  As  between  businesses 
which  do  or  do  not,  or  could  or  could  not, 
take  advantage  of  such  a  credit,  or  which  do 
so  in  varying  degree,  the  credit  is  as  much  a 
tax  penalty  as  it  is  a  tax  favor.  The  objec¬ 
tive  could  be  as  well  achieved  by  reducing 
business  tax  rates  and  then  applying  penalty 
superrates  for  failure  to  reinvest  in  given 
property  categories  in  varying  proportion 
to  profits. 

This  is  only  to  say  that  tax  manipulation 
of  the  economy  is  a  two-edged  sword.  Fav¬ 
oring  and  penalizing  by  taxation  are  actually 
one  and  the  same  thing.  The  abortive  un¬ 
distributed  profits  tax  of  1936  placed  the 
emphasis  on  penalizing,  but,  as  against  those 
penalized,  the  result  would  have  been  to 
favor  those  who  conformed  to  the  Govern¬ 
ment-desired  pattern  of  economic  action. 

Whether  the  carrot  or  the  stick  is  used, 
the  end  result  of  this  kind  of  device  is  the 
same.  Those  who  do  what  the  Government 
wants  done  at  a  particular  time  are  favored, 
and  those  who  for  whatever  reason  do  not 
are  penalized. 
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4.  Economic  effect:  Despite  its  subsidy  na¬ 
ture,  there  is  no  reason  to  believe  that  an 
investment  tax  credit  would  make  any 
greater  contribution  to  sustained,  long-range 
economic  growth  than  would  result  from 
release  to  business  through  orthodox  means 
of  a  comparable  amount  of  tax  dollars,  for 
the  following  reasons: 

(a)  If  the  administration  had  stayed  with 
its  original  implication  of  a  short-term, 
“stimulative”  device,  there  may  have  been 
some  tendency  for  business  to  move  forward 
its  plans  for  expenditure  in  affected  cate¬ 
gories  in  order  to  get  sure  advantages  of  the 
credit.  When  the  administration  shifted  to 
an  all-out  context  of  permanency,  it  elimi¬ 
nated  the  reason  for  moving  expenditures 
forward.  The  fact  that  the  word  “stimula¬ 
tion,"  with  its  short-term  or  temporary,  ar¬ 
tificial  meaning,  is  still  used  in  advocating 
the  credit,  does  not  impart  character  to  the 
credit  that  does  not  otherwise  exist.  Refer¬ 
ence  to  “stimulation”  of  long-term  economic 
growth  is  an  incongruity. 

(b)  Regardless  of  the  short-term  or  long¬ 
term  nature  of  the  credit,  however,  or  the 
semantics  used  in  promoting  it,  it  could 
have  no  more  effect  than  the  tax  dollars  in¬ 
volved  except  as  (i)  business  diverted  funds 
from  other  uses  to  expenditure  for  affected 
categories  of  property,  or  (ii)  makes  more 
use  of  bank  credit  than  otherwise  would 
be  the  case. 

In  a  short-range  context,  it  might  be  that 
a  credit  would  excite  business  to  make  some¬ 
what  greater  use  of  bank  credit  than  other¬ 
wise  would  be  the  case.  However,  such  an 
excitement  could  not  be  given  effect  for  long, 
unless  the  Nation  were  to  accept  a  continu¬ 
ally  inflationary  expansion  of  bank  credit, 
or  credit  were  to  be  diverted  from  other  uses. 
When  the  economy  achieves  full  recovery,  we 
inevitably  will  be  faced  with  a  new  period 
of  financial  tightness.  Under  such  condi¬ 
tions,  there  is  no  reason  to  believe  that  an 
investment  credit  would  affect  the  natural 
allocation  of  funds  based  on  rate  of  interest. 

It  seems  to  be  believed  in  some  quarters 
that  more  liberal  use  of  bank  credit  is  a 
substitute  for  the  savings  of  individuals  and 
business.  Quite  the  opposite  is  true.  The 
greater  the  total  of  savings,  the  greater  the 
use  that  can  be  made  of  bank  credit  without 
inflationary  consequences.  The  smaller  the 
total  of  savings,  the  less  the  bank  credit 
which  may  be  used  without  inflationary 
consequences. 

(c)  Businesses  which  receive  the  advan¬ 
tage  of  a  credit  would  be  just  as  free  to  use 
the  dollars  so  gained  in  disbursements  to 
owners,  or  for  kinds  of  expenditure  not  qual¬ 
ifying  for  the  credit,  as  they  would  be  to  so 
use  tax  reduction  dollars  made  available 
through  other  means.  There  is  no  reason  to 
believe  that  the  use  of  business  funds  after 
enactment  of  the  credit  would  to  any  sig¬ 
nificant  extent  overrule  normal  business 
judgment  as  to  the  best  use  of  such  funds. 

5.  Foreign  experience:  England  is  often 
cited  as  one  of  the  nations  which  employs  an 
investment  tax  credit.  Such  nations  as  Ger¬ 
many,  France,  and  Italy,  with  their  faster 
moving  and  more  stable  economies,  do  not 
employ  such  a  device.  The  credit  in  England 
covers  plant  as  well  as  productive  equipment. 
The  credit  has  not  solved  their  problems  of 
an  uneconomic  tax  structure,  and  it  is  hardly 
to  be  expected  that  it  would  solve  ours. 


6.  The  basic  tax  problem:  Except  for  the 
excessive  and  uneconomic  use  of  tax  rates 
and  methods,  there  would  be  no  reason  to 
advocate  an  investment  tax  credit.  In  view 
of  the  need  in  the  national  interest  to  re¬ 
move  the  tax  blocks  to  greater  economic 
growth,  it  is  unfortunate  that  nearly  a  year 
has  now  been  taken  in  discussion  of  a  device 
that  runs  around  the  problem  instead  of 
meeting  it.  The  public  welfare  will  suffer 
further  if  consideration  of  this  device  con¬ 
tinues  to  becloud  tax  discussions 


7.  Principles  of  Credit:  Through  less  com¬ 
plicated  and  manipulative  than  the  original 
credit  proposed,  the  flat  credit  is  no  different 
in  basic  principle.  As  would  be  expected, 
some  of  the  testimony  against  the  credit  in 
the  1961  hearings  was  primarily  directed  at 
the  complications  of  the  then-pending  pro¬ 
posal.  But  a  great  part  if  not  the  bulk  of 
the  testimony  reflected  opposition  or  dissat¬ 
isfaction  with  the  credit  principle  itself. 

Mr.  PROXMIRE.  Once  again,  I  em¬ 
phasize  that  when  the  National  Asso¬ 
ciation  of  Manufacturers  takes  a  position 
on  legislation  of  this  kind,  on  legislation 
that  is  alleged  to  relate  to  the  ability 
of  our  firms  to  be  able  to  compete  with 
firms  overseas  in  manufacturing,  and 
when  the  National  Association  of  Manu¬ 
facturers  takes  a  position  emphatically 
and  clearly  against  the  investment  tax 
credit,  and  when  they  document  it,  as 
I  think  anyone  who  reads  the  Record 
can  see  they  document  it,  we  should  pay 
very  respectful  attention  to  it. 

AFL-CIO  EMPHATICALLY  OPPOSES  INVESTMENT 
CREDIT 

One  of  the  outstanding  economists  in 
the  country  is  Stanley  Ruttenberg,  of  the 
AFL-CIO.  Not  only  is  he  a  fine  econ¬ 
omist  ;  he  is  an  esteemed  gentleman,  who 
appeared  before  the  Committee  on 
Finance,  representing  the  considered 
opinion  of  the  leadership  of  the  13  mil¬ 
lion  men  and  women  who  make  up  the 
AFL-CIO.  In  the  course  of  his  appear¬ 
ance  before  the  Committee  on  Finance, 
he  said : 

We  cannot  and  we  do  not  support  the 
investment  credit.  It  is  justified  by  its 
supporters  on  the  ground  that,  one,  it  will 
improve  our  world  competitive  position. 
We  deal  in  my  statement  with  this  problem. 
Suffice  it  to  say  that  I  can’t  see  how  our 
world  competitive  position  can  be  improved 
as  a  result  of  this  bill.  In  the  year  1961  our 
export  surplus  was  already  $5  y2  billion  as 
compared  with  an  export  surplus  over  im¬ 
ports  in  1959  of  only  $1  billion. 

As  a  matter  of  fact,  more  than  $5  billion 
of  the  $5  y2  billion  surplus  is  due  exclusively 
to  a  surplus  in  manufacturing  export  items 
over  manufactured  import  items.  If  we  were 
not  competitive,  it  seems  to  me  we  would 
not  be  able  to  maintain  this  kind  of  an 
export  surplus. 

I  think  that  statement  says  it  very 
well.  It  is  the  same  argument  I  have 
tried  to  make  today. 

Mr.  Ruttenberg  continues: 

The  second  point  which  is  advanced  as  an 
argument  in  support  of  investment  credit  is 
that  it  would  increase  the  cash  flow  to  cor¬ 
porations  and  thereby  supplement  funds 
that  corporations  need  to  promote  financial 
investment. 

We  do  not  think  that  any  of  the  facts 
justify  the  view  that  there  is  a  shortage  of 
investment  funds  on  the  part  of  American 
corporations  today. 

In  the  post-World  War  II  period  from 
1946  through  1961  American  corporations, 
excluding  financial  institutions,  invested 
$374  billion  in  new  plant  and  equipment. 
And  over  this  period  of  time  an  amount 
equal  to  96  percent  of  that  total  investment 
was  supplied  by  two  sources,  depletion  al¬ 
lowances  and  retained  earnings  after  dis¬ 
tribution  of  dividends.  And  in  the  year 
1961  these  sources  of  corporation  funds  ex¬ 
ceeded  plant  and  equipment  expenditures 
by  6  percent. 

Once  again,  this  is  the  argument  I 
have  pointed  out.  I  think  that  what 


Mr.  Ruttenberg  said  when  he  appeared 
several  months  ago  before  the  Commit¬ 
tee  on  Finance  is  much  truer  now  that 
we  have  revised  the  allowance  for 
greater  cash  earnings  available  to  Amer¬ 
ican  business.  Mr.  Ruttenberg  docu¬ 
ments  this  argument  thus : 

Third,  it  is  argued  that  it  will  stimulate 
private  capital  investment  that  wouldn’t 
occur  otherwise. 

It  is  argued  that  our  equipment  is  older 
and,  therefore,  ipso  facto,  not  as  modern  or 
as  efficient  as  that  of  other  countries.  We 
challenge  those  who  say  that  our  equipment 
is  not  as  efficient  and  modern  as  that  found 
in  other  countries  around  the  world  and  we 
challenge  the  statistics  which  try  to  show 
that  the  average  age  of  our  equipment  is, 
therefore,  much  older  and,  therefore,  con¬ 
sequently,  they  say  less  efficient  in  other 
countries  around  the  world. 

I  think  the  challenge  of  Mr.  Rut¬ 
tenberg,  of  the  AFL-CIO,  very  well  taken 
on  the  basis  of  facts  and  statistics  I 
have  poured  into  the  Record  this  after¬ 
noon  from  McGraw-Hill  and  other 
sources.  I  think  it  is  clear  that  the 
documentation  is  all  on  our  side.  It 
has  to  be  on  our  side.  The  assertion  is 
made  that  our  equipment  is  growing 
older.  The  fact  is  that  it  is  so  efficient 
that  we  are  able  to  outproduce,  out- 
compete,  and  outtrade  other  countries 
of  the  world.  What  more  do  they  want? 

Mr.  Ruttenberg  continued: 

There  is  another  argument  which  is  be¬ 
ing  made  currently.  As  a  matter  of  fact, 
the  Secretary  of  the  Treasury  made  the  argu¬ 
ment  in  his  presentation  here  the  other 
day.  He  said  that  if  you  compare  depreci¬ 
ation  rates  in  the  United  States  with  rates 
of  other  countries  around  the  world,  you 
find  that  the  representative  tax  life  of  equip¬ 
ment  in  the  United  States  has  averaged  19 
years  as  compared  with  an  average  of  any¬ 
where  from  5  years  in  Sweden  to  10  years  in 
most  of  the  other  European  countries  to  16 
years  in  Japan,  and  27  years  in  Great  Britain. 

Therefore,  the  argument  is  made  if  we 
want  to  compete  with  these  companies  over¬ 
seas  it  is  essential  for  us,  in  our  approach 
to  tax  laws  through  investment  credit  or  de¬ 
preciation  changes,  to  change  our  law  so 
that  Americans  too  can  write  off  equipment 
faster. 

I  have  a  table  and  a  memorandum  which 
deals  with  this  subject.  I  wish  I  had  time 
to  go  into  it  but  suffice  it  to  say  that  the 
general  conclusion  is  that  if  you  look  at  these 
average  lives  of  depreciable  assets  in  coun¬ 
tries  abroad  and  in  the  United  States  and 
then  compare  these  rates  with  the  rise  in  in¬ 
dustrial  production,  there  is  no  correla¬ 
tion  whatsoever. 

Some  of  the  countries  of  Europe  who  write 
off  90  or  95  percent  of  their  equipment  in  the 
first  5  years  have  had  lower  increases  in  in¬ 
dustrial  production  and  gross  national 
product  than  some  of  the  other  countries 
that  write  off  equipment,  not  in  the  first  5 
years  at  90  percent  but  write  it  off  at  60  or 
65  percent. 

The  point  made  by  Mr.  Ruttenberg  is 
absolutely  true.  The  country  which  has 
the  biggest,  juiciest  investment  credit  is 
Great  Britain;  and  Great  Britain  also 
has  the  slowest  rate  of  growth,  the  slow¬ 
est  rate  of  investment  in  plant  and 
equipment. 

I  ask  unanimous  consent  to  have 
printed  at  this  point  in  the  Record  the 
documentation  by  Mr.  Ruttenberg  that 
appears  at  pages  599  and  600  of  the 
hearings. 
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There  being  no  objection,  the  state¬ 
ment  and  table  were  ordered  to  be 
printed  in  the  Record,  as  follows: 

The  attached  table  points  up  one  serious 
fallacy  in  using  international  comparisons 
to  prove  that  the  United  States  needs  to 
adopt  the  investment  credit  and  faster  de¬ 
preciation  incentives:  There  is  no  correla¬ 
tion  between  faster  tax  writeoffs  or  liberal 
incentive  allowances  and  changes  in  eco¬ 
nomic  growth  rates  or  industrial  production 
improvements. 

All  but  the  last  two  columns  in  the  table 
have  been  used  by  Secretary  of  the  Treasury 
Dillon  (see  table  1,  p.  9,  of  his  testimony  on 
April  2  before  the  Senate  Finance  Commit¬ 
tee)  to  demonstrate  that  U.S.  depreciation 
and  other  allowances  are  not  so  rapid  or  so 
liberal  as  those  in  other  industrial  countries. 
The  last  two  columns,  however,  point  up 
some  of  the  inconsistencies  of  using  this  type 
of  data  to  prove  that  America  must  try  to 
emulate  foreign  tax  systems  in  order  to  ac¬ 
complish  faster  growth  or  needed  rises  in 
industrial  production. 

For  example,  Sweden  is  the  country  with 
The  fastest  tax  writeoffs  and  possibly  “life 
span”  for  equipment,  according  to  the  table. 
Equipment  may  be  written  off  100  percent 
in  5  years  in  Sweden.  The  “representative 
tax  life”  of  Swedish  equipment,  according  to 
the  Secretary’s  table,  is  5  years.  But  the 
rise  of  Swedish  gross  national  product  be¬ 
tween  1953  and  1960  was  among  the  lower  of 
the  countries  shown  on  the  table,  30  percent 
in  the  period;  its  industrial  production  in¬ 
creased  35  percent. 

But  Japan,  a  country  whose  tax  writeoff 


is  considerably  less  than  Sweden’s — only  68.2 
percent  in  the  first  5  years,  for  equipment 
with  a  representative  tax  life  among  the 
longest,  16  years — had  the  most  rapid  growth 
both  in  gross  national  product  and  in  indus¬ 
trial  production — 77  percent  and  168  percent, 
respectively,  between  the  years  1953  and  1960. 

Again,  Belgium,  with  92.5  percent  writeoff 
in  the  first  5  years,  has  equipment  with  the 
short  lifespan  of  only  8  years.  But  even  the 
United  Kingdom,  with  a  representative 
equipment  life  of  27  years  and  only  a  64  per¬ 
cent  writeoff  in  the  first  5,  shows  a  faster 
growth  rate  than  Belgium,  both  in  terms  of 
gross  national  product  and  in  terms  of  in¬ 
dustrial  production. 

Or,  if  there  is  a  correlation,  why  should 
France,  whose  equipment  is  written  off  76.3 
percent  in  the  first  5  years  have  a  slower 
growth  rate  than  West  Germany,  whose 
equipment  is  written  off  67.2  percent  in  that 
period?  Yet  the  table  clearly  shows  France 
well  behind  West  Germany,  in  both  growth 
and  industrial  production  rises  between 
1953-60. 

The  table  does  show  that  U.S.  depreciation 
allowances  and  typical  lifespans  of  equip¬ 
ment  as  well  as  growth  and  industrial  pro¬ 
duction  rises  have  been  less  rapid  than  other 
countries.  It  also  shows,  however,  that 
changing  the  U.S.  tax  provisions  would  not 
mean  that  the  U.S.  industrial  production 
or  gross  national  product  increases  would 
improve. 

It  is  not  only  wrong  to  consider  these  items 
in  a  vacuum,  as  this  table  does.  It  is  also 
wrong  to  draw  from  the  table’s  data  policy 
conclusions  which  the  data  itself  does  not 
support. 


Comparison  of  depreciation  deductions,  initial  and  incentive  allowances'  for  industrial 
equipment  in  leading  industrial  countries  with  similar  deductions  and  allowances  in  the 

United  States 


Representa¬ 
tive  tax 
lives  (years) 

Depreciation  deductions,  initial  and 
investment  allowances  (percentage 
of  cost  of  asset) 

Rise  in  gross 
national 
product, 
1953-00 

Rise  in 
industrial 
production, 
1953-60 

1st  year 

1st  2  years 

1st  5  years 

(percent) 

(percent) 

8 

22.6 

45.0 

92.  5 

21 

27 

30 

JO 

30.0 

44.0 

71.4 

22 

30 

61 

49 

77 

42 

30 

22 

19 

10 

25.0 

43.0 

76.3 

80 

82 

10 

20.0 

36.0 

67.  2 

10 

25.0 

50.0 

100.0 

16 

43.4 

51.0 

08.  2 

10 

26.2 

49.6 

85.  6 

5 

30.0 

51.0 

100.0 

27 

39.0 

46.3 

64.  0 

19 

19 

10.5 

19.9 

42.7 

— 

— - . — 

i  The  deductions  and  allowances  for  each  of  the  foreign  countries  have  been  computed  on  the  basis  that  the  invest¬ 
ment  qualifies  fully  for  any  special  allowances  or  deductions  permitted.  The  deductions  m 

been  determined  under  the  double  declining  balance  depreciation  method,  without  regard  to  the  limited  l.t-year 


allowances  for  small  business. 


Source:  Statement  by  Douglas  Dillon  before  Senate  Finance  Committee,  Apr.  2,  1962,  table  1,  p.  9;  and  Organize- 
tion  for  European  Economic  Cooperation,  “General  Statistics,  July  I9bi,  jno.  4. 


Mr.  PROXMIRE.  Mr.  Ruttenberg 
goes  on  to  emphasize,  I  think  very  elo¬ 
quently,  the  utter  waste  in  the  invest¬ 
ment  credit,  when  he  says: 

If  you  really  believe,  however,  you  need  to 
help  our  foreign  competitive  trade  situation, 
rather  than  having  an  investment  credit 
which  goes  across  the  board — it  helps  barber¬ 
shops,  it  helps  agriculture,  it  helps  bowling 
alleys,  it  helps  equipment  in  shopping  cen¬ 
ters,  thank  goodness  it  doesn’t  apply  to  plant 
but  only  to  equipment  as  it  is  written  in  the 
bill,  that  is  a  help;  it  applies  also  to  utilities 
which  obviously  don’t  need  the  help — why 
don’t  we  direct  the  investment  credit  to  just 
those  industries  involved  in  international 
trade,  export  industries  and  others  that  have 
serious  import  disadvantages.  In  this  way 
we  could  apply  the  use  of  this  mechanism 
selectively  for  a  limited  period  of  time,  as 
long  as  we  have  a  balance-of-payments  crisis. 

No.  152 - 13 


Senator  Gore.  Could  I  make  one  addition? 

I  feel  myself  in  sympathy  with  much  of 
what  you  have  suggested  if  you  would  add  to 
it  that  the  credit  only  apply  to  that  degree 
of  plant  improvement  which  is  over  and 
above  the  normal  experience  of  the  industry. 

Of  course,  Mr.  Ruttenberg  whole¬ 
heartedly  agreed  with  the  statement  of 
Senator  Gore. 

Mr.  President,  I  ask  unanimous  con¬ 
sent  to  have  printed  at  this  point  in  the 
Record  a  more  detailed  explanation  of 
the  investment  credit,  as  submitted  by 
Mr.  Ruttenberg,  on  pages  632  to  637. 

There  being  no  objection,  the  excerpt 
from  the  hearings  was  ordered  to  be 
printed  in  the  Record,  as  follows: 

THE  INVESTMENT  CREDIT 

At  the  outset,  we  wish  to  make  one  laudi- 
tory  comment  about  this  ill-conceived  pro¬ 


posal.  Its  authors  are  to  be  commended, 
at  least,  for  their  recognition  that  fiscal 
policies  can  and  must  be  shaped  to  achieve 
more  than  the  traditional  objective  of  rais¬ 
ing  adequate  revenue  and  doing  it  fairly. 
Just  as  fast  tax  writeoffs  served  successfully 
to  spur  defense-related  construction,  special 
tax  concessions  are  wisely  granted  to  encour¬ 
age  small  business  and  temporary  tax  cuts 
to  counter  future  business  downturns  are 
now  properly  being  supported  by  the  Presi¬ 
dent — practical  new  fiscal  tools  must  be  con¬ 
ceived  and  used  to  achieve  priority  national 
goals  as  the  need  arises.  Although  we  view 
the  investment  credit  to  be  an  undesirable 
tax  device,  we  recognize  the  values  of  the 
search  for  new  and  imaginative  fiscal  policies 
to  help  solve  pressing  problems. 

It  is  being  argued  by  the  administration 
that  this  costly  credit  is  vitally  needed  to 
stimulate  capital  investment  and,  particu¬ 
larly,  to  increase  our  ability  to  compete 
overseas.  It  is  our  view  that  this  super- 
billion-dollar  permanent  subsidy — which  will 
absorb  all  the  revenue  from  loophole  clos¬ 
ings — will  do  little  to  help  achieve  these  de¬ 
sirable  ends.  In  fact,  in  the  long  run  it 
could  well  do  more  harm  than  good.  Essen¬ 
tially,  the  enactment  of  this  scheme  would 
simply  substitute  a  new  tax  loophole  for 
the  discarded  older  ones. 

If  we  could  believe,  with  its  proponents, 
that  this  investment  credit  crash  program 
could  truly  spur  and  sustain  economic  growth 
and  resolve  the  balance  of  payments  prob¬ 
lem  quickly,  the  AFL-CIO  would  support  it. 
Unfortunately,  these  problems  will  not  be 
ended  or  even  mitigated  by  this  tax  windfall, 
no  matter  how  well  intended. 

In  determining  what  should  and  should 
not  be  done  to  come  to  grips  realistically 
with  our  economic  growth  and  balance-of- 
payments  problems,  a  number  of  widespread 
falacies  need  to  be  exposed.  Toward  this 
end,  the  following  questions  must  be  raised 
as  this  committee  weighs  the  merits  of  the 
investment  credit  proposal  and  they  should 
be  reasonably  answered. 

( 1)  Is  it  indeed  true  that  American  indus¬ 
try  is  substantially  obsolete  and  therefore 
is  being-  outcompeted  in  the  markets  of  the 
world? 

(2)  Is  it  true  that  American  business  needs 
the  tax  credit  to  help  finance  new  invest¬ 
ments  because  otherwise  funds  would  not 
be  available? 

(3)  To  what  extent  would  the  tax  actually 
stimulate  new  capital  outlays  in  enterprises 
vital  to  our  national  goals?  To  what  ex¬ 
tent  would  the  tax  credit  simply  subsidize 
investment  that  would  occur  without  it? 

(4)  With  much  of  our  productive  capacity 
still  idle  because  of  lagging  domestic  de¬ 
mand,  how  long  could  the  spur  of  the  tax 
credit  sustain  investment  growth?  Should 
not  a  top  priority  now  be  given  to  tax  policies 
that  will  encourage  the  higher  demand  that 
is  the  essential  underpinning  for  sustained 
investment  growth? 

(5)  What  fruitful  measure  should  now  be 
pursued  to  deal  with  the  balance-of-pay¬ 
ments  deficit? 

Are  we  outcompeted  in  world  markets? 

Investment  credit  enthusiasts  have  over¬ 
capitalized  on  the  alarmist  view  that  a  crisis 
of  obsolescence  has  overtaken  the  American 
economy — a  view  that  is  not  supported  by 
the  facts. 

In  1962,  private  business  firms  are  reported 
to  be  spending  a  record  $37.2  billion  on  new 
plant  and  equipment,  a  rate  about  8  percent 
higher  than  in  1961.  Since  World  War  II, 
as  a  matter  of  fact,  capital  investment  in 
the  United  States,  excluding  agriculture,  has 
exceeded  $425  billion— an  unparalleled  record 
anywhere. 

The  view  that  we  are  being  outproduced 
and  outcompeted  is  largely  due  to  a  misun¬ 
derstanding  of  the  balance-of-international- 
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payments  problem.  While  it  is  true  that  the 
balance  of  payments  has  been  negative,  the 
balance  of  trade  has  been  decidedly  positive. 
In  1961,  our  nonmilitary  exports  ($20.1  bil¬ 
lion)  actually  exceeded  imports  ($14.7  bil¬ 
lion)  by  about  $5  Vi  billion.  Actually,  almost 
all  the  balance  in  our  favor  comes  from  fin¬ 
ished  manufactured  products. 

“In  1961,  they  amounted  to  over  $10  billion 
while  our  imports  of  manufactured  products 
were  only  $5  billion,”  Secretary  of  Labor 
Goldberg  proudly  announced  in  public  testi¬ 
mony  3  weeks  ago.  Indeed,  “our  biggest  dol¬ 
lar  earners  are  our  exports  of  manufactured 
products,”  he  added.  Surely,  this  record 
doesn’t  indicate  that  American  industry  is 
too  obsolete  to  compete. 

While  it  may  be  true  that  some  of  our  en¬ 
terprises  lag  technologically  for  special  rea¬ 
sons,  and  that  total  new  investment  would 
be  even  higher  if  domestic  demand  was  grow¬ 
ing  fast  enough  to  support  it,  we  hardly  can 
be  convinced  that  technological  rigor  mortis 
has  overtaken  the  Nation.  Too  many  Ameri¬ 
can  workers  have  been  automated  out  of 
their  Jobs  or  have  justifiable  reason  to  fear 
that  they  soon  will  be,  for  us  to  have  any 
illusion  that  our  productive  system  is  stand¬ 
ing  still. 

1  Is  a  public  subsidy  needed  to  finance 
j  private  investment? 

There  is  just  no  evidence  that  American 
business  needs  an  across-the-board  tax  credit 
subsidy  to  help  pay  for  its  new  investment. 
Larger  capital  outlays  are  not  being  deterred 
because  of  any  overall  lack  of  available  pri¬ 
vate  in ves table  funds. 

On  the  contrary,  savings  available  for 
capital  formation  are  substantial.  Actually 
many  businesses  now  finance  new  plant  and 
equipment  solely  with  their  own  internally 
generated  funds — money  accumulated  from 
retained  profits  and  depreciation  set-asides. 
From  1946  through  1961,  American  corpora¬ 
tions — excluding  financial  institutions — in¬ 
vested  $374  billion  in  new  plant  and  equip¬ 
ment.  However,  their  internally  generated 
funds  available  for  new  investment  over  the 
15-year  period  actually  totaled  96  percent  of 
that  sum.  In  1961,  this  internal  cash  flow 
actually  exceeded  last  year’s  total  outlay  for 
new  plant  and  equipment  by  6  percent. 

In  recent  years  the  cash  available  for  in¬ 
vestment  from  depreciation  set-asides  alone 
has  grown  spectacularly.  This  is  due  both 
to  the  tremendous  aggregate  rise  in  postwar 
investment  and  the  liberalization  of  de¬ 
preciation  allowances  in  1954  and  1958. 
While  in  1953  corporate  depreciation  allow¬ 
ances  totaled  less  than  $12  billion,  equal  to 
only  49  percent  of  capital  outlays  that  year, 
in  1961  these  set-asides  reached  a  stagger¬ 
ing  total  of  more  than  $24  billion,  a  sum 
equal  to  80  percent  of  all  corporate  new  plant 
and  equipment  expenditure  last  year.  And, 
with  the  further  liberalization  of  schedule 
F  now  being  put  into  effect  by  the  Treasury, 
depreciation  set-asides  will  grow  even  faster. 

According  to  the  Council  of  Economic  Ad¬ 
visers,  about  two-thirds  of  our  manufactur¬ 
ing  exports  are  accounted  for  by  the  metal, 
machinery,  and  transport  industries.  Yet,  it 
is  precisely  the  major  companies  in  these 
industries  that  are  most  generously  endowed 
with  internally  generated  funds  available 
for  capital  improvements.  In  fact,  in  recent 
years  they  have  seldom  been  forced  to  sell 
stock  or  borrow  to  meet  their  new  invest¬ 
ment  needs. 

It  should  also  be  recalled  that  the  sub¬ 
stantial  effort  to  encourage  business  invest¬ 
ment  through  tax  aids  has  not  been  confined 
to  liberalized  depreciation  allowances  alone. 
In  1954,  the  Congress  for  the  first  time  also 
sanctioned  the  writeoff  of  research  and  de¬ 
velopment  outlays  as  a  current  cost  of  doing 
business.  Although  this  tax  law  change 
has  also  resulted  in  a  substantial  Federal 
revenue  loss.  It,  too,  serves  as  a  substantial 
stimulant  to  technological  progress.  In  i960. 


the  u.S.  outlay  for  research  and  equipment 
by  our  industries  reached  a  record  $10.5  bil¬ 
lion  compared  with  less  than  $2  billion  for 
all  the  Common  Market  nations  combined. 

It  is  our  view  that  the  Congress  has  already 
been  more  than  generous  in  its  effort  to  spur 
new  investment  via  tax  law.  In  the  fact 
of  the  ample  resources  available  to  business 
for  new  plant  and  equipment,  a  further 
across-the-board  public  subsidy  clealry  can¬ 
not  be  justified  on  the  basis  of  overall  need. 
Can  the  tax  credit  assure  investment  that 

serves  essential  national  needs  and  that 

wouldn’t  occur  without  it? 

America’s  productive  plant  is  neither  ob¬ 
solete,  outcompeted  nor  do  businessmen  lack 
access  to  funds  for  its  expansion.  We  are  told 
nonetheless,  that  the  investment  tax  credit 
is  vitally  needed.  Moreover,  the  administra¬ 
tion  is  seeking  this  generous  across-the- 
board  business  subsidy  not  Just  for  a  year 
or  two;  it  is  being  urged  “as  a  continuing 
part  of  our  tax  structure.”  According  to 
some  estimates  the  original  credit  proposal 
would  have  cost  the  Treasury  more  than 
$26  billion  over  the  next  10  years. 

Will  this  mountainous  giveaway  advance 
the  national  interest  in  any  relation  to  its 
tremendous  cost? 

Actually,  it  isn’t  likely  that  much  addi¬ 
tional  investment  will  result  from  this  pub¬ 
lic  outlay  that  wouldn’t  occur  without  it. 

While  the  President’s  original  tax  credit 
proposal  was  at  least  aimed  at  rewarding  in¬ 
creased  investment  from  year  to  year,  the 
House  enacted  bill  now  proposes  to  give  this 
handout  to  a  business  even  when  its  new 
investment  is  not  rising — In  fact,  even  when 
it  is  going  down.  What  is  more,  the  com¬ 
mittee  has  lengthened  the  list  of  investment 
credit  free  riders  thereby  adding  hundreds 
of  minions  of  dollars  to  the  Treasury’s  an¬ 
nual  revenue  loss.  Furthermore,  as  the  new 
equipment  (paid  for  by  the  public  through 
the  subsidy  device)  wears  out,  the  committee 
would  allow  full  depreciation  set-asides 
against  it.  Thus,  the  benefit  from  each  of 
these  freeloading  investment  credit  handouts 
would  go  on  and  on  in  perpetuity. 

While  the  tax  credit  will  scarcely  assure 
much  added  investment  that  wouldn’t  occur 
without  it,  its  payout  in  tax  savings  to  busi¬ 
ness  will  delight  the  beneficiaries.  For  ex¬ 
ample,  had  it  been  on  the  books  from  1957 
through  1960,  Ford  and  General  Motors  to¬ 
gether  would  have  enjoyed  nearly  $100  mil¬ 
lion  more  in  profits  after  tax. 

According  to  a  recent  Wall  Street  Journal 
survey  of  business  intentions,  if  the  tax 
credit  becomes  law,  spokesmen  for  67  com¬ 
panies  out  of  68  said  it  would  have  no  signifi¬ 
cant  effect  on  their  investment  plans.  As 
one  business  leader  put  it:  “This  program 
won’t  alter  our  construction  program  one 
bit;  it’s  nothing  more  than  a  windfall.” 

According  to  J.  A.  Livingston,  the  popular 
business  columnist,  the  whole  tax  invest¬ 
ment  credit  idea  is  “just  another  loophole.” 

Despite  its  multibillion-dollar  cost,  most 
of  the  tax  credit  subsidy  would  also  be  of 
dubious  value  in  achieving  vital  national  ob¬ 
jectives.  It  would  reward  investors  in  a 
host  of  undertakings — from  bowling  alleys 
to  barber  shops — that  have  little  bearing  on 
our  ability  to  raise  exports  or  on  other  prior¬ 
ity  national  goals.  Even  new  investment  in 
agriculture  will  be  rewarded  despite  the 
fact  that  this  industry  now  receives  a  vast 
public  subsidy  precisely  because  it  1s  al¬ 
ready  producing  too  much.  In  a  similarly 
generous  spirit  utilities  are  included  too,  al¬ 
though  they  enjoy  a  guaranteed  rate  of  profit 
and  already  axe  legally  obligated  to  provide 
the  new  investment  required  to  meet  expan¬ 
sion  needs. 

Actually,  the  major  beneficiaries  of  the 
billions  of  dollars  about  to  be  squandered 
under  the  investment  tax  credit  scheme 
will  be  the  500  largest  and  richest  industrial 
giants  of  America.  These  are  the  enter¬ 


prises  that,  according  to  Fortune  magazine, 
now  account  for  more  than  half  of  all  manu¬ 
facturing  and  mining  production  and  profits. 
They  account  for  the  lion’s  share  of  invest¬ 
ment  in  new  plant  and  equipment  as  well. 

Thus,  it  is  evident  that  the  tax  credit 
would  neither  guarantee  a  significant  net 
addition  to  private  investment  nor  would  it 
selectively  stimulate  these  forms  of  capital 
outlay  that  most  serve  the  Nation’s  needs. 
Furthermore,  over  the  years  it  would  im¬ 
pose  a  burden  of  billions  upon  the  public 
for  subsidies  totally  unrelated  to  the  finan¬ 
cial  need  of  the  business  beneficiaries. 

Can  the  tax  credit  assure  sustainable 
investment  growth? 

Let  us  now  briefly  consider  the  proposed 
investment  credit  against  the  broader  back¬ 
drop  of  the  Nation’s  growth  needs. 

Enactment  of  the  credit  might  temporarily 
nudge  business  investment  higher,  but  it  cer¬ 
tainly  will  not  encourage  balanced  and  sus¬ 
tainable  economic  growth.  On  the  contrary, 
it  would  more  likely  distort  the  recovery  and 
hasten  the  next  recession  Just  as  the  over- 
generous  tax  benefits  for  investors  after  1954 
temporarily  stimulated  investment  from  1955 
to  1957  while  consumption  lagged.  Inevi¬ 
tably,  the  recession  of  1957-58  and  a  sub¬ 
stantial  accumulation  of  unused  plant  and 
equipment  ensued.  Today  the  tax  credit 
stimulus  could  be  expected  to  be  less  because 
of  excess  production  capacity  already  in  ex¬ 
istence.  The  artificially  continued  invest¬ 
ment  stimulus  would  be  short  lived. 

The  major  prerequisite  for  increased  and 
sustained  business  investment  is  high-level 
use  of  existing  plant  and  equipment  and 
the  expectation  that  sales  will  continue 
to  rise.  When  demand  and  sales  are 
high  and  give  promise  of  being  sustained, 
American  businessmen  generally  need  little 
prodding  to  expand  their  productive  facili¬ 
ties.  And  even  when  demand  is  sluggish, 
they  seem  ready  enough  to  improve  the  ef¬ 
ficiency  of  their  capital  stock  in  order  to 
reduce  unit  production  costs. 

Today,  with  substantial  American  produc¬ 
tive  capacity  still  idle,  demand  must  catch 
up  to  insure  a  sustainable  investment  rise. 
Since  domestic  sales  are  the  major  support 
of  most  of  our  companies  that  also  export 
overseas,  rising  demands  in  our  home  market 
coupled  with  a  more  strenuous  effort  to  sell 
abroad  are  now  needed  to  set  the  stage  for 
a  durable  investment  boom. 

Even  the  most  generous  investment  credit 
handout  cannot  stimulate  private  Investment 
for  long  in  the  absence  of  adequately  rising 
demand. 

The  findings  of  the  Wall  Street  Journal’s 
survey  support  this  conclusion  completely. 
It  found  many  concerns  are  now  worried  “by 
excess  capacity,  which  makes  spending  large 
sums  of  money  for  new  machinery  seem  to 
them  a  dubious  proposition  regardless  of 
tax  laws.”  As  one  business  executive  put  it, 
"the  problem  now  is  trying  to  find  markets 
for  our  present  production,  not  getting 
money  to  make  more.” 

With  much  of  our  already  existing  produc¬ 
tive  capacity  still  idle  for  lack  of  orders, 
further  tax  benefits  for  business  should  be 
given  the  lowest  priority.  For  this  reason, 
and  the  additional  fact  that  the  productivity 
of  new  capital  investment  constantly  is  rising 
and  multiplying  the  potential  output  of 
goods  and  services  which  must  be  sold,  high¬ 
est  priority  today  should  be  given  to  tax 
policies  which  broadly  stimulate  consumer 
demand. 

The  kind  of  spur  business  needs  most  is 
the  durable  stimulus  of  rising  family  spend¬ 
able  income,  which  lower  income  taxes  for 
the  middle  and  lower  brackets  could  now 
help  provide.  Instead  of  squandering  the 
revenue  from  loophole  closing  on  an  unwar¬ 
ranted  tax  credit  scheme,  it  would  be  far 
wiser  to  use  it  to  cut  personal  taxes  and  raise 
consumer  demand. 
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Last  spring,  when  spokesmen  for  American 
business  were  testifying  before  the  Ways  and 
Means  Committee,  they  appeared  to  be  cool 
to  the  investment  tax  credit  plan.  We  as¬ 
sume  that  this  was  not  to  any  desire  to  re¬ 
ject  this  lush  multibillion-dollar  bonanza 
out  of  hand,  but  rather  because  they  pre¬ 
ferred  to  bargain  with  the  Federal  Govern¬ 
ment  for  a  further  increase  in  depreciation 
allowances,  which  they  cherish  even  more. 

Depreciation  set-asides  are  entered  on  the 
books  as  a  cost  of  doing  business;  when  de¬ 
preciation  allowances  are  liberalized,  after¬ 
tax  profits  are  held  down.  The  investment 
credit,  on  the  other  hand,  would  have  the 
effect  of  raising  profits  after  tax.  In  this 
form,  windfalls  are  more  visible  and  can  be 
embarrassing.  What  is  more,  because  faster 
depreciation  writeoffs  raise  bookkeeping  pro¬ 
duction  costs,  they  invite  price  markups.  A 
tax  credit,  however,  prevents  price  distor¬ 
tion. 

Although  depreciation  benefits  already 
have  been  liberalized  twice,  in  1954  and  1958, 
the  Treasury  recently  announced  that  it  is 
increasing  them  still  further  through  an 
overall  downward  revision  of  its  “useful  life” 
Bulletin  F  schedule  of  depreciable  business 
assets.  It  is  estimated  that  this  administra¬ 
tive  adjustment  alone  will  increase  deprecia¬ 
tion  set-asides  by  about  $2  y2  billion  an¬ 
nually.  In  our  view,  the  actual  useful  life 
of  a  business  asset  is  the  proper  depreciation 
rate  yardstick — no  more  and  no  less.  If  in¬ 
equities  exist  under  the  old  Bulletin  F  sched¬ 
ule,  because  of  an  accelerating  rate  of  capital 
replacement,  the  AFL-CIO  supports  their  re¬ 
moval. 

Having  won  their  faster  depreciation  write¬ 
off  victory  over  at  the  Treasury,  however,  the 
business  community  apparently  decided  to 
seek  a  second  victory  by  substituting  a  still 
faster  depreciation  writeoff  scheme  in  lieu 
of  the  administration’s  tax  credit  proposal. 
Until  hours  before  the  House  vote  this  was 
the  Republican  plan,  and  it  was  finally  abon- 
doned  only  for  reasons  of  political  expedi¬ 
ency. 

However,  whether  the  additional  $1.2  bil¬ 
lion  business  tax  benefit  had  been  gained 
via  the  investment  credit  or  the  still  faster 
depreciation  writeoff  route,  in  our  view 
makes  little  difference.  Either  way,  the  deck 
is  loaded  against  the  average  taxpaying 
family  and  the  national  interest. 

How  should  we  resolve  the  balance-of-pay- 
ments  problem? 

If  the  investment  credit  is  not  the  way  to 
meet  the  balance-of-payments  deficit,  then 
how  do  we  effectively  cope  with  this  continu¬ 
ing  national  problem? 

According  to  a  report  of  Secretary  of  the 
Treasury  Dillon  a  week  ago,  the  basic  dollar 
deficit  of  the  United  States  as  a  consequence 
of  all  our  transactions  with  foreigners  ex¬ 
cept  the  international  ebb  and  flow  of  short¬ 
term  capital,  was  $600  million  in  1961.  This 
was  a  very  substantial  reduction  from  the 
basic  deficit  of  $1.9  billion  in  1960  and  $4.3 
billion  in  1959.  The  growth  of  our  trade 
surplus  from  $1  billion  in  1959  to  $4.7  bil¬ 
lion  in  1960  and  $5.5  billion  in  1961  largely 
accounts  for  this  reduction. 

As  long  as  governments  continue  to  settle 
their  international  transactions  by  a  trans¬ 
fer  of  the  world’s  limited  supply  of  gold, 
countries  with  adverse  balances  and  too  little 
gold  are  faced  with  trouble.  For  this  rea¬ 
son,  the  United  States,  with  its  postwar 
hoard  of  gold,  has  taken  drastic  and  gener¬ 
ous  steps  to  help  other  nations  that  have,  or 
had,  too  little.  Now  that  postwar  recon¬ 
struction  and  prosperity  have  been  achieved 
by  many  nations,  some  now  find  themselves 
in  possession  of  a  growing  accumulation  of 
gold  and  dollars.  On  the  other  hand,  in  re¬ 
cent  years  America’s  international  accounts 
have  gotten  out  of  balance  and  our  gold  loss 
has  been  substantial.  Steps  to  rectify  this 
situation  are  clearly  necessary. 


There  are  many  things  that  can  be  done. 
In  the  first  place,  the  administration’s  ef¬ 
fort  to  Insure  greater  opportunities  for  the 
sale  of  U.S.  products  in  world  trade  through 
tariff  reduction,  must  be  supported. 

Second,  it  is  imperative  that  other  prosper¬ 
ing  nations  that  enjoyed  our  generosity  dur¬ 
ing  the  postwar  years  now  shoulder  a  larger 
share  of  the  rising  cost  of  economic  and  mili¬ 
tary  aid  and  of  maintaining  international  in¬ 
stitutions. 

What  is  more,  we  must  now  institute  a  sys¬ 
tem  of  offshore  procurement  in  reverse. 
Just  as  a  few  years  ago  we  wisely  build  up 
the  dollar  earnings  of  other  nations  by  buy¬ 
ing  military  and  other  supplies  from  them, 
other  countries  now  must  be  encouraged  to 
buy  from  us,  particularly  those  who  are  di¬ 
rectly  receiving  or  indirectly  benefiting  from 
our  aid. 

In  addition,  special  inducements  to  export 
American  capital  due  to  the  unwarranted 
and  outdated  preferential  tax  treatment  we 
still  accord  income  earned  abroad,  must  now 
be  ended  as  requested  by  the  President.  The 
bill  before  you  goes  only  part  of  the  way  in 
closing  these  loopholes.  Completing  the 
job,  as  we  will  point  out  later,  will  reduce 
the  balance-of-payments  deficit  and  recoup 
$250  million  in  needed  revenue  for  the  Treas¬ 
ury. 

If  further  drastic  steps  are  needed — and 
other  countries  have  not  hesitated  to  use 
them  when  confronted  by  a  payments  crisis — 
the  movement  of  private  capital  abroad 
should  be  restricted  and  directed  in  accord¬ 
ance  with  priority  national  needs.  Moreover, 
the  travel  outlays  of  Americans  abroad  could 
be  further  limited,  temporarily.  Under  any 
circumstance,  a  far  more  vigorous  effort  to 
encourage  foreign  tourists  to  visit  and  spend 
in  the  United  States  must  now  be  under¬ 
taken. 

A  combination  of  some  or  all  of  these 
measures  will  end  the  balance-of-payments 
problem.  Although  the  administration  is 
already  pushing  some  of  them  a  greater 
effort  is  needed. 

Finally,  we  should  also  strive  to  raise  our 
export  surplus  still  further,  although  there 
must  be  a  realistic  limit  to  our  expectations. 
The  economic  resurgence  of  other  countries 
and  the  reduction  of  tariff  barriers  amongst 
them  are  inevitably  creating  sharper  com¬ 
petition  for  America.  It  is  well  to  recall 
that  the  era  in  which  our  industries  alone 
remained  unscathed  by  the  devastation  of 
war  has  receded  far  into  history.  What  is 
more,  many  nations  must,  indeed,  "export 
or  die”;  in  our  zeal  to  sell  abroad  we  must 
not  undermine  the  economies  of  our  friends. 

However,  instead  of  rushing  to  enact  the 
blunderbuss  investment  credit  scheme  in  the 
name  of  spurring  exports — which  would  only 
distort'  economic  growth  at  home  and  im¬ 
pose  an  unjustifiable  and  costly  burden  on 
the  taxpayer — we  should  be  shaping  wiser 
and  less  expensive  policies  to  spur  sales 
overseas. 

American  businessmen  themselves  should 
work  harder  to  sell  to  potential  customers 
abroad  and  to  compete  more  effectively  at 
home  against  imports  as  well.  As  a  dramat¬ 
ic  example  of  this  need,  it  is  important  to 
recall  the  costly  failure  of  the  automobile 
industry  to  anticipate  the  growing  domestic 
and  foreign  preference  for  compact  cars.  As 
a  consequence,  our  loss  of  sales  and  of  dollar 
exchange  in  both  areas  was  tremendous.  Al¬ 
though  foreign  trade  has  been  vitally  im¬ 
portant  to  a  few  American  industries,  ex¬ 
ports  still  account  for  less  than  5  percent  of 
the  sale  of  America’s  total  national  product. 
For  this  reason,  export  potentialities  have 
not  been  a  major  preoccupation  of  the  busi¬ 
ness  community  or  even  of  the  Federal  Gov¬ 
ernment,  until  recently.  The  balance-of- 
payments  problem  clearly  requires  a  change 
of  view. 

What  is  more,  money  now  being  sought 
for  the  wasteful  investment  tax  credit  should 


be  selectively  used  and  be  limited  to  the 
creation  of  a  variety  of  aids  that  specifically 
encourage  a  favorable  U.S.  balance  of  trade. 

While  international  agreements,  should 
properly  prohibit  aids  that  lead  to  the  dump¬ 
ing  of  goods  overseas,  much  can  be  done — 
and  now  is  being  done  by  other  govern¬ 
ments — to  legitimately  stimulate  exports. 

In  the  first  place,  if  an  investment  tax 
credit  has  validity  it  should  be  restricted  to 
enterprises  engaged  in  production  for  ex¬ 
port  or  in  strenuous  competition  with 
imports. 

Secondly,  the  granting  of  one  or  another 
form  of  direct  tax  concession  related  specifi¬ 
cally  to  levels  of  export  sales,  might  well  be 
explored  by  this  committee.  However,  such 
tax  benefits,  including  investment  credits, 
should  be  allowed  only  temporarily,  for  as 
long  as  our  balance-of-payments  deficit  con¬ 
tinues. 

Furthermore,  low-cost  credit  for  loans  for 
oversea  customers  and  low-cost  insurance 
to  cover  the  commercial  and  political  risks 
associated  with  foreign  sales,  must  be  made 
more  widely  available.  Toward  this  end, 
the  activities  of  the  Export-Import  Bank 
must  be  increased. 

In  our  view,  this  committee  woud  perform 
a  great  service  by  thoroughly  studying  the 
feasibility  of  these  and  all  other  export 
stimulating  alternatives.  We  are  advised 
that  as  long  as  these  devices  do  not  result 
in  lower  selling  prices  abroad  than  in  our 
own  domestic  market,  they  are  not  barred 
by  any  international  pact. 

We  are  convinced  that  wise  selection 
from  among  many  constructive  avail¬ 
able  means  of  attacking  the  balance-of-pay¬ 
ments  problem — short  of  resorting  to  the 
costly  and  unwarranted  across-the-board 
investment  credit — will  bring  results. 

CLOSING  TAX  LOOPHOLES 

Tax  withholding  on  dividend  and  interest 
income 

One  of  the  important  features  of  the  bill 
before  you  is  that  it  will  withhold  dividend 
and  interest  income  tax  purposes,  in  ac¬ 
cordance  with  the  President’s  request. 

This  proposal  imposes  no  new  tax;  it  sim¬ 
ply  would  enforce  payment  of  what  has  long 
been  due. 

Gross  discrimination  now  exists  between 
wage  and  salary  income  and  dividend  and 
interest  income  because  withholding  applies 
to  one  and  not  the  other. 

The  withholding  system  leaves  no  room 
for  the  forgetful,  the  neglectful,  or  those 
who  would  deliberately  try  to  avoid  pay¬ 
ment  of  taxes.  Uncle  Sam  receives  his  due 
share  of  wage  income  almost  at  the  same 
time  that  the  wages  are  paid  to  the  worker. 

As  a  result  of  withholding,  97  percent  of 
all  wage  and  salary  income  is  reported  on 
Federal  income  tax  returns.  Because  no 
withholding  system  applies  to  dividends,  to 
interest,  or  to  any  other  type  of  income,  a 
far  larger  proportion  of  this  income  is  not 
reported  in  income  tax  returns.  Treasury 
data  shows  that  for  1959,  9  percent  of  all 
dividends  and  35  percent  of  all  interest  re¬ 
mained  unreported.  It  is  estimated  that  the 
total  of  unreported  income  in  these  two 
categories  amount  to  $3.8  billion. 

A  long  as  the  withholding  system  applies 
only  to  wages  and  salaries,  a  gross  injustice 
exists  which  forces  wage  and  salary  income 
to  pay  a  greater  share  of  the  tax  burden  than 
other  types  of  income.  Clearly  the  answer 
is  to  equalize  this  treatment  by  instituting 
a  withholding  system  on  other  types  of  in¬ 
come. 

What  have  been  the  objections  to  this 
proposal?  Some  of  those  who  regularly  pay 
dividends  and  interest  to  holders  of  their 
securities  have  insisted  that  a  withholding 
system  would  be  too  great  an  administrative 
burden  for  them  to  bear.  However,  it  would 
be  far  less  than  the  burden  they  now  assume 
in  withholding  income  taxes  from  wages  and 
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salaries.  Moreover,  in  the  past  few  years, 
many  firms  have  introduced  mechanical  op¬ 
erations  into  their  dividend  and  interest  pay¬ 
ment  procedures  so  that  whatever  additional 
bookkeeping  is  involved  can  be  swiftly  han¬ 
dled. 

Another  objection  has  been  a  concern  that 
many  low-income  recipients  not  subject  to 
tax  would  find  their  dividend  and  interest 
payments  reduced  by  the  amount  of  the 
withholding,  and  be  forced  to  undergo  per¬ 
sonal  hardship  while  awaiting  refunds  from 
the  Treasury. 

This  is  a  problem  of  but  minor  proportion. 

In  the  first  place,  Treasury  figures  reveal 
that  only  1 1  percent  of  unreported  dividends, 
and  29  percent  of  unreported  interest  is  re¬ 
ceived  by  taxpayers  with  incomes  below 
$5,000.  The  great  bulk  of  it  belongs  to  those 
with  higher  incomes. 

What  is  more,  for  those  with  low  incomes 
the  bill  before  you  provides  for  an  equitable 
arrangement  whereby  individuals  who  expect 
no  tax  liability  can  avoid  withholding,  as 
can  all  individuals  under  18.  Besides,  mar¬ 
ried  couples  with  less  than  $10,000  income 
and  individuals  with  less  than  $5,000  can 
receive  quarterly  refunds  if  they  expect  to 
have  less  tax  liability  for  the  year  than  the 
amount  withheld. 

BYRD  EMPHASIZES  INJUSTICE  TO  STRUGGLING 
SMALL  BUSINESS 

Mr.  PROXMIRE.  Mr.  President,  I 
wish  to  refer  to  another  point,  which 
was  developed  at  the  hearings  when  I  ap¬ 
peared  before  the  Finance  Committee 
and  testified  against  the  proposed  in¬ 
vestment  credit.  A  very  excellent  point 
was  made  by  the  chairman  of  the  com¬ 
mittee,  the  Senator  from  Virginia  [Mr. 
Byrd],  He  said — and  I  think  this 
should  not  be  missed,  and  I  wish  to  dis¬ 
cuss  it  now : 

The  Chairman.  Just  one  more  comment. 
Senator. 

The  more  you  consider  this  plan  the  less 
effective  it  will  be,  I  think.  Now,  you  take 
a  struggling  young  industry.  They  fre¬ 
quently  have  to  lose  money  for  some  years 
in  competition  with  some  well-established 
business.  Then  the  well-established  busi¬ 
ness  will  take  8  percent  credit  on  its  taxes, 
the  struggling  young  business  that  hasn’t  got 
firmly  established  and  wasn’t  up  to  that 
time  enabled  to  make  a  profit  would  get 
nothing. 

I  think  the  chairman  of  the  commit¬ 
tee  was  absolutely  correct,  and  I  think 
this  can  often  happen.  I  know  the  small 
firm  with  which  I  was  once  associated 
had  a  similar  experience.  Any  strug¬ 
gling,  young  firm  can  expect  to  lose 
money  for  quite  a  time.  When,  a  little 
later,  it  wishes  to  buy  a  piece  of  equip¬ 
ment  costing  $1,000,  in  competition  with 
a  big  competitor,  the  small  firm  has  to 
pay  $1,000  for  it,  for  it  has  no  past  oper¬ 
ations  to  constitute  a  basis  against  which 
to  take  a  tax  credit.  So  the  struggling 
young  firm  would  not  find  the  proposed 
tax  credit  of  any  use  to  it.  Meanwhile, 
its  big  competitor  could,  under  this  pro¬ 
posal,  purchase  the  same  piece  of  equip¬ 
ment,  but  would  not  have  to  pay  $1,000 
for  it;  it  would  have  to  pay  in  effect 
only  $930,  net,  because  it  would  have  the 
benefit  of  a  $70  credit  under  this  pro¬ 
posal.  So  under  such  circumstances  the 
new,  struggling  firm  would  be  at  a  real 
competitive  disadvantage. 

The  statistics  show  that  over  300,000 
American  corporations  lost  money  last 
year,  and  that  large  numbers  of  indivi¬ 
dual  proprietorships — all  of  which  are 


small — made  little  money,  and  that  even 
those  which  made  money  would  have  re¬ 
ceived  only  a  limited  amount  of  credit 
from  this  source. 

A  moment  after  that  statement  by  the 
chairman  of  the  committee,  I  said : 

Senator  Proxmire.  It  favors  the  stable 
company  which  is  earning  a  substantial 
amount,  and  reinvesting  amounts  over  the 
years,  and  now  growing.  It  disadvantages 
the  growing  company  and  especially  the 
growing  small  company. 

BASIS  FOR  A.T.  &  T.  OPPOSITION  TO  $75  MILLION 
GIFT 

Mr.  President,  one  of  the  most  impres¬ 
sive  appearances  before  the  committee 
was  made  by  Alexander  L.  Stott,  vice 
president  and  comptroller  of  the  Ameri¬ 
can  Telephone  &  Telegraph  Co.,  because 
that  company  stands  to  gain  $75  million 
after  taxes,  every  year,  as  soon  as  this 
proposal  goes  into  effect.  Why  does  this 
firm  oppose  it?  Mr.  Stott  testified: 

The  Bell  System  construction  program  for 
1962  is  approximately  $2.8  billion  and  it  will 
probably  remain  in  this  general  area  in  the 
immediate  future. 

This  construction  is  designed  to  meet  the 
needs  of  the  public  for  telephone  service. 
We  have  an  obligation  to  construct  adequate 
facilities  to  meet  this  need.  Clearly,  it  would 
not  be  economically  desirable  to  build  excess 
plant  merely  to  obtain  a  tax  credit.  The 
Bell  System  companies  have  been  able,  un¬ 
der  sound  regulation,  to  obtain  the  addi¬ 
tional  amount  of  new  capital  from  investors 
required  to  carry  on  construction  of  new 
facilities.  Therefore,  we  can  see  no  justifica¬ 
tion  for  using  tax  moneys  to  help  finance 
our  expansion.  As  the  proposed  Incentive 
now  stands,  our  business  would  obtain  sub¬ 
stantial  benefits  whether  its  construction 
were  increased  or  not.  For  example,  under 
a  3 -percent  rate  our  credit  would  be  in  the 
range  of  $75  million  for  1962;  at  a  4-percent 
rate  it  would  be  about  $100  million;  and  at 
an  8-percent  rate  it  would  be  about  $200  mil¬ 
lion.  If  we  received  this  credit  we  would  be 
taking  money  from  the  taxpayers  for  ex¬ 
pansion  which  we  believe  should  properly 
be  obtained  from  investors. 

He  went  on  to  document  that  in 
spades. 

I  ask  unanimous  consent  to  have  the 
excellent  statement  submitted  by  Mr. 
Stott,  on  pages  897  and  898,  printed  at 
this  point  in  the  Record,  because  I  think 
it  is  very  rare  to  have  a  situation  in 
which  a  firm  at  any  time  turns  down 
$75  million  a  year. 

There  being  no  objection,  the  excerpt 
from  the  hearing  was  ordered  to  be 
printed  in  the  Record,  as  follows: 
Statement  of  Alexander  L.  Stott,  Vice 

President  and  Comptroller  of  American 

Telephone  &  Telegraph  Co.,  on  H.R.  10650 

This  statement  is  made  on  behalf  of  the 
Bell  System  companies  to  give  our  views  on 
the  proposal  in  the  pending  legislation  for 
an  incentive  tax  credit  and  other  matters. 
Because  the  Bell  System  is  a  heavy  user  of 
capital  equipment,  it  has  always  had  a  keen 
interest  in  construction  and  depreciation 
matters.  In  recent  years  the  construction 
program  of  the  Bell  System  companies  has 
been  running  in  the  neighborhood  of  $2.5 
billion  a  year. 

There  can  be  no  disagreement  with  the 
objective  of  stimulating  modernization  and 
expansion  of  the  Nation’s  productive  fa¬ 
cilities.  If  our  Nation  is  to  create  the  Jobs 
needed  for  its  expanding  work  force  and 
improve  our  competitive  position  in  world 
markets,  our  productive  facilities  must  be 
rapidly  modernized. 


Since  the  purpose  of  the  Incentive  tax 
credit  is  to  promote  construction  and  growth, 
the  question  is  whether  it  would  have  that 
result.  As  far  as  the  Bell  System  companies 
are  concerned  it  will  not.  Apparently  this 
is  also  true  of  many  other  companies.  On 
February  8,  1962,  the  Wall  Street  Journal 
published  the  results  of  a  survey  it  had 
made  of  the  plans  of  68  large  corporations. 
All  except  1  stated  that  their  construction 
programs  would  not  be  significantly  affected 
if  the  proposal  should  be  enacted,  and  29 
stated  that  the  credit  would  not  change 
their  capital  spending  plans  at  all. 

The  Bell  System’s  construction  program 
for  1962  is  approximately  $2.8  billion  and 
will  probably  remain  in  this  general  area  in 
the  immediate  future.  This  construction  is 
designed  to  meet  the  needs  of  the  public  for 
telephone  service  and  we  have  an  obliga¬ 
tion  to  construct  adequate  facilities  to  meet 
this  need.  Clearly  it  would  not  be  econom¬ 
ically  desirable  to  build  excess  plant  merely 
to  obtain  a  tax  credit.  We  have  been  able, 
under  sound  regulation,  to  obtain  from  in¬ 
vestors  the  additional  amount  of  new  capi¬ 
tal  required  to  carry  on  our  construction  of 
new  facilities.  Therefore,  we  can  see  no 
justification  for  using  tax  moneys  to  help 
finance  our  expansion.  As  the  proposed 
incentive  credit  now  stands,  our  business 
would  obtain  substantial  benefits  whether 
its  construction  were  increased  or  not.  For 
example,  under  a  3-percent  rate  we  estimate 
that  our  credit  would  be  in  the  range  of 
$75  million  for  1962.  At  a  4-percent  rate 
it  would  be  about  $100  million,  and  at  an 
8-percent  rate  it  would  be  about  $200  mil¬ 
lion.  If  we  received  this  credit  we  would 
be  taking  money  from  the  Government 
which  we  should  obtain  from  investors  and 
not  the  taxpayers. 

The  investment  credit  is  not  a  step  toward 
needed  tax  reform.  Rather,  it  is  a  subsidy  to 
spur  new  construction  by  reducing  the  cost 
of  acquiring  new  equipment.  We  do  not 
think  that  business  needs  a  subsidy  to  ex¬ 
pand — it  needs  basic  tax  reform.  In  any  case 
we  are  convinced  that  it  would  not  be  sound 
tax  policy  to  offer  a  subsidy  until  faults  in 
the  present  tax  structure  have  been 
remedied.  The  credit  may  prove  to  be  a 
windfall  to  many  rapidly  growing  companies 
which  would  expand  in  any  event.  But  it 
would  be  of  little  help  to  those  companies 
whose  plant  and  equipment  is  in  the  most 
need  of  modernization.  Since  one  taxpayer’s 
subsidy  is  another  taxpayer’s  penalty,  the 
credit  would  introduce  an  undesirable  area 
of  discrimination  as  among  taxpayers. 
Furthermore,  if  the  private  enterprise  sys¬ 
tem  as  we  have  known  it  is  to  remain  strong 
and  healthy,  we  believe  it  would  be  a  mis¬ 
take  to  take  a  step  which  may  tend  to  cause 
business  to  look  more  and  more  to  the  Gov¬ 
ernment  to  solve  its  problems. 

It  has  been  stated  that  the  incentive 
credit  is  only  part  of  the  proposed  program 
for  spurring  economic  growth  and  that  the 
the  other  component  would  be  a  downward 
revision  of  depreciable  lives  set  forth  as 
guidelines  in  Bulletin  F.  On  January  18, 
1962,  the  Secretary  of  the  Treasury  said,  "I 
consider  our  program  of  depreciation  reform 
(Bulletin  F) — including  the  investment 
credit — a  central  part  of  our  economic 
policy.”  If  the  proposed  incentive  credit  be¬ 
comes  law,  there  is  a  distinct  possibility  that 
it  will  be  regarded  as  providing  tax  deprecia¬ 
tion  reform,  and  true  reform  will  be  long 
deferred. 

Revision  of  Bulletin  F  may  be  useful  in 
some  areas.  It  should  be  kept  in  mind, 
however  that  Bulletin  F  is  only  an  admin¬ 
istrative  guide,  specifying  average  service 
lives  for  property  by  industry  groups.  Actual 
depreciation  allowed  for  tax  purposes  is 
seldom  derived  solely  by  reference  to  these 
guidelines.  This  situation  would  not  be 
changed  simply  by  having  the  Treasury  De¬ 
partment  issue  a  new  bulletin  listing  shorter 
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lives.  Such  action  would  certainly  be  of  no 
value  to  us  and  we  suspect  the  same  would 
be  true  for  many  other  businesses.  In 
our  case,  depreciation  rates  are  established 
on  the  basis  of  our  own  detailed  engineering 
studies.  As  a  matter  of  actual  practice,  the 
depreciation  which  we  claim  for  tax  pur¬ 
poses  is  based  on  rates  prescribed  for  our 
companies  by  regulatory  authorities  for  ac¬ 
counting  purposes. 

In  my  opinion  it  is  important  to  under¬ 
stand  why  the  Nation  has  fallen  behind  in 
modernization  and  expansion  of  productive 
facilities.  High  tax  rates,  and  inflation  in  the 
postwar  years  are  clearly  at  the  root  of  our 
trouble.  Depreciation  allowances  for  tax 
purposes  have  failed  to  recover  the  purchas¬ 
ing  power  of  the  investment  in  plant  being 
used  up  in  providing  goods  and  services,  taxa¬ 
ble  income  has  been  overstated,  and  capital 
has  been  taxed  under  the  label  of  income. 
To  main  the  purchasing  power  of  its  invest¬ 
ment  in  plant  and  equipment,  business  must 
replace  the  capital  eroded  through  taxation, 
either  by  undertaking  outside  financing  or 
by  retaining  more  earnings  in  the  business. 
Many  businesses  have  not  been  in  a  position 
to  replenish  their  capital  by  these  methods 
and  so  have  not  been  able  to  keep  their 
plant  and  equipment  up  to  date.  Further¬ 
more  even  where  businesses  have  been  able 
to  obtain  the  capital  needed  to  offset  this 
erosion,  they  have  put  a  burden  on  the 
savings  of  the  country  and  have  reduced 
the  amount  of  capital  that  otherwise  would 
have  been  available  for  expansion  of  the 
economy. 

We  believe  that  the  first  and  most  impor¬ 
tant  step  to  stimulate  modernization  and 
expansion  should  be  basic  tax  reform  to  per¬ 
mit  depreciation  allowances  adequate  to  pre¬ 
serve  the  purchasing  power  of  the  invest¬ 
ment  in  the  productive  facilities  of  the  Na¬ 
tion.  Such  depreciation  allowances  could 
be  calculated  by  adjusting  the  depreciation 
determined  on  the  basis  of  the  number  of 
dollars  originally  invested  in  plant  by  the 
changes  in  the  price  level  between  the  year 
of  Investment  and  the  current  year.  The 
purpose  of  price-level  adjustment  of  depre¬ 
ciation  is  to  allow  for  changes  in  the  general 
purchasing  power  of  the  dollar  and  not  for 
changes  in  the  price  of  particular  assets. 

We  realize  that  many  methods  have  been 
advocated  for  improving  tax  depreciation 
allowances  and  on  the  basis  of  studies  we 
have  made,  we  are  convinced  that  price-level 
depreciation  would  be  the  fairest  method  for 
all  concerned;  that  is,  the  public,  business, 
investors,  and  the  Treasury.  But,  whatever 
depreciation  methods  are  adopted,  effective 
control  of  tax  depreciation  can  be  achieved 
through  a  requirement  in  the  tax  law  that 
the  taxpayer  may  not  use  for  tax  purposes 
any  depreciation  method  that  is  more  liberal 
than  the  method  used  in  his  books  of  ac¬ 
count.  Since  generally  accepted  accounting 
principles  require  realistic  depreciation 
methods  for  financial  reporting  and  account¬ 
ing  purposes,  this  requirement  would  protect 
the  Government’s  tax  revenues  by  prevent¬ 
ing  the  use  of  fast  depreciation  methods  for 
tax  purposes  where  such  methods  cannot  be 
justified  for  financial  reporting  purposes. 

By  recognizing  changes  in  purchasing 
power  in  the  computation  of  depreciation  al¬ 
lowances  for  tax  purposes  and  requiring  that 
no  more  liberal  tax  depreciation  methods 
may  be  used  than  are  used  for  accounting 
purposes,  substantial  amounts  of  new  funds 
would  become  available  for  modernization 
and  expansion  to  businesses  with  an  appre¬ 
ciable  investment  in  productive  facilities. 
All  businesses  would  obtain  relief  on  an 
equitable  basis,  and  businesses  with  the 
greatest  need  for  modernization  would  share 
in  the  relief.  Furthermore,  whereas  the  ex¬ 
pected  cost  of  the  proposed  incentive  credit 
is  currently  estimated  at  about  $1/4  billion, 
without  including  any  changes  in  deprecia¬ 
tion  tax  treatment,  the  cost  of  recognizing 


realistic  depreciation  deductions  based  on 
purchasing  power,  with  appropriate  safe¬ 
guards,  would  be  about  $2  billion.  We  are 
convinced,  too,  that  inadequate  deprecia¬ 
tion  allowances  for  tax  purposes  have  been 
holding  back  growth  and  that  realistic  tax 
depreciation  allowances  which  reflect  the 
change  in  the  purchasing  power  of  the  dol¬ 
lar  are  a  necessary  condition  for  a  dynami¬ 
cally  growing  economy. 

I  should  like  to  comment  briefly  on  two 
other  subjects  which  were  mentioned  during 
the  appearance  of  the  Secretary  of  the  Treas¬ 
ury  before  your  committee  earlier  this  week. 
These  are,  first,  the  suggestion  to  change  the 
restricted  stock  option  provisions  presently 
contained  in  section  421  of  the  Internal 
Revenue  Code  and,  second,  a  proposal  to 
eliminate  the  $50  dividend  exclusion  and 
4-percent  dividend  credit  presently  available 
to  individuals.  Any  major  changes  in  these 
provisions  would  seriously  impair  our  ability 
to  continue  to  obtain  the  amounts  of  new 
capital  needed  in  our  business. 

Mr.  PROXMIRE.  Mr.  President,  I 
wish  to  refer  briefly  to  the  testimony 
of  another  witness,  one  who  favored  the 
proposed  investment  credit,  Mr.  Arthur 
J.  Packard,  president  of  the  American 
Hotel  Association,  which  represents,  as 
he  said,  an  industry  which  has  29,000 
hotels  and  41,000  motels.  He  favors  the 
proposed  tax  credit.  He  said: 

Let  me  deal  first  with  the  povisions  in 
the  bill  relating  to  the  proposed  7-percent 
investment  tax  credit. 

We  can  see  why  this  proposal  becomes 
politically  potent,  because  in  these  cir¬ 
cumstances  the  29,000  hotels  and  the 
41,000  motel  proprietors  have  a  solid 
financial  reason  for  influencing  Mem¬ 
bers  of  Congress,  to  enact  the  law.  It 
is  to  be  assumed  that  that  is  what  they 
would  do.  But  certainly  the  argument 
in  favor  of  providing  such  a  tax  credit — 
as  that  argument  was  made  by  Mr, 
Packard — is  very,  very  weak.  He  said: 

We  believe  this  approach  is  sound  and 
particularly  applicable  to  the  hotel  indus¬ 
try.  Although  hotels  have  engaged  in  sub¬ 
stantial  modernization  programs  since  World 
War  II,  there  is  still  a  vast  area  in  which 
hotels  could  modernize  even  farther  to  meet 
increased  competition  within  the  industry. 

Of  course  that  makes  no  sense  at  all. 
If  they  are  going  to  modernize,  in  order 
to  meet  competition  within  the  industry, 
and  if  the  whole  industry  gets  the  credit, 
the  whole  industry  will  be  able  to  mod¬ 
ernize,  and  then  all  of  them  will  be  in 
exactly  the  same  competitive  position 
that  they  were  in  before. 

I  think  the  Senator  from  Tennessee 
[Mr.  Gore]  and  the  Senator  from  Illi¬ 
nois  [Mr.  Douglas!  brought  out  the  point 
that  the  main  thrust  of  the  proponents 
of  this  measure  would  be  to  make  our 
businesses  more  competitive  with  busi¬ 
nesses  abroad.  But  to  make  American 
hotels  more  modernized  than  hotels  in 
Italy  would  have  no  really  helpful  ef¬ 
fect  on  our  economy,  even  if  the  invest¬ 
ment  credit  worked  and  the  evidence  is 
overwhelming  that  it  wouldn’t  work. 

The  real  point  in  connection  with  Mr. 
Packard’s  statement  was  brought  out  in 
the  following  testimony: 

'  The  Chairman.  You  say  the  occupancy 
rates  have  dropped  every  year  from  93  per¬ 
cent  in  1946  to  62  percent  in  1961. 

Does  that  include  all  the  motels  and 
hotels  both  or  what  does  it  include? 

Mr.  Packard.  That  is  right. 


In  other  words,  it  includes  both. 

Obviously,  if  their  vacancies  are  in¬ 
creasing — if  they  now  have  only  61  per¬ 
cent  occupancy,  instead  of  93  percent— 
the  last  thing  in  the  world  they  need  is 
an  incentive  to  build  more  motels  and 
more  hotels.  I  suppose  some  of  the 
money  would  be  used  to  make  their 
existing  facilities  more  attractive;  but 
under  these  circumstances  to  build  addi¬ 
tional  units  would  be  just  as  stupid  as  the 
Small  Business  Administration  policy  of 
making  loans  for  the  construction  of 
more  hotels  or  motels  over  the  country. 
In  the  present  overbuilt  situation,  that 
is  sure  to  cause  even  more  forced  selling. 

RETAILERS  WANT  CREDIT  ON  PARKING  LOTS 

Mr.  President,  there  is  also  in  the 
Record  a  statement  by  Allen  P.  Lvjcht, 
treasurer  of  the  Federated  Department 
Stores.  He  pleaded  for  a  little  more  gen¬ 
erous  definition  of  depreciable  property. 
He  pointed  out  all  the  benefits  the  retail¬ 
ers  expect  to  get  out  of  this  proposal  if 
it  is  enacted  into  law.  I  think  a  reading 
of  his  testimony,  as  it  appears  in  the 
hearings,  provides  about  as  good  an 
argument  against  the  proposal  as  I  have 
seen — even  though  he  favored  the  pro¬ 
posed  investment  credit. 

For  example,  he  said : 

The  Ways  and  Means  Committee  report 
mentions  specifically  that  the  parking  lot 
of  a  factory  is  not  used  as  an  integral  part 
of  manufacturing.  It  is  for  the  benefit  of 
the  employees  of  the  factory.  However,  the 
retailer’s  parking  lot  is  an  entirely  differ¬ 
ent  category.  Present  day  consumer  habits 
have  made  the  customer  parking  lot  a  vital 
necessity.  The  retailer  who  does  not  have 
one  soon  falls  behind  in  our  highly  com¬ 
petitive  system. 

Therefore,  he  said,  he  wanted  to  see 
a  7-percent  credit  made  available  for 
parking  lots.  No  doubt  he  could  get  one 
under  this  proposal.  I  suppose  it  could 
be  argued  that  a  parking  lot  is  depreci¬ 
able  property — that  in  time  it  will  de¬ 
preciate;  and  I  suppose  it  does.  But  this 
does  not  contribute  to  our  growth,  and 
that  would  be  the  wasteful  consequence 
the  proposed  tax  credit  would  have  on 
our  economy. 

BRISTOL-MYERS  OPPOSES  CREDIT 

The  next  to  the  last  witness  whom  I 
want  to  quote  tonight  is  Walter  H.  Kamp, 
financial  vice  president  of  Bristol-Myers 
Co.  Mr.  Kamp,  representing  the  drug 
industry,  appeared  before  the  committee 
and  testified  as  follows: 

1.  INEFFECTIVENESS 

As  I  understand  it,  the  basic  purpose  of 
this  credit  is  to  stimulate  industrial  expan¬ 
sion  and  modernization  and  thereby  pro¬ 
mote  economic  growth  and  fuller  employ¬ 
ment.  Certainly,  all  of  us  are  in  full  accord 
with  these  objectives.  However,  good  inten¬ 
tions  notwithstanding,  the  investment  credit 
proposal  will  be  almost  completely  ineffec¬ 
tive  in  achieving  these  objectives.  If  it  were 
not  for  the  fact  that  any  reduction  in  taxes 
releases  additional  funds  for  expansion  or 
other  corporate  purposes,  it  could  be  stated 
with  assurance  that  this  proposal  would  be 
wholly  ineffective  in  stimulating  industrial 
expansion  and  modernization. 

However,  I  do  not  believe  that  the  invest¬ 
ment  credit  is  a  good  method  of  reducing 
Federal  income  taxes  since  the  proposed  in¬ 
vestment  credit  will  be  of  the  least  help  to 
those  it  is  primarily  designed  to  help;  i.e.. 
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industries  lagging  in  the  modernization  of 
plant  and  equipment. 

You  will  note  that  I  have  purposely 
omitted  from  this  category  expansion  in  the 
productive  capacity  of  our  industrial  enter¬ 
prises.  As  one  who  has  seen  his  own  com¬ 
pany's  sales  grow  from  $6  million  in  1929 
(the  year  in  which  I  joined  Bristol-Myers 
Co.)  to  over  $164  million  in  1961,  I  can  state 
without  hesitation  that  if  the  economic  fac¬ 
tors  are  right — i.e..  growing  consumer  de¬ 
mand  for  a  company’s  product,  a  reasonable 
price  to  the  consumer,  and  an  adequate  re¬ 
turn  on  the  investment  required— industry 
will  provide  its  own  expansion  of  industrial 
facilities  and  productive  capacity  without 
any  need  for  an  investment  credit  provision. 
Certainly,  this  has  been  the  experience  of 
our  company  throughout  the  entire  period 
of  my  33  years’  association  with  it. 

To  return  then  to  those  industries  lagging 
in  the  modernization  of  plant  and  equip¬ 
ment,  this  is  due  generally  to  either  a  lack 
of  cash  or  unfavorable  economic  factors. 

If  the  problem  is  lack  of  cash,  the  invest¬ 
ment  credit  provision  will  be  of  no  help 
whatsoever,  because  in  order  to  obtain  a  tax 
credit  of  $100,000  a  company  would  first  have 
to  pay  out  $1,400,000  for  the  purchase  of  new 
equipment.  Obviously,  if  the  company  were 
short  of  cash  to  begin  with,  it  certainly 
wouldn’t  have  $1,300,000  net  to  lay  out  for 
new  equipment.  On  the  other  hand,  acceler¬ 
ated  depreciation  could  apply  to  equipment 
already  purchased  and  would  thus  involve 
no  additional  cash  outlay,  but  the  savings 
in  taxes  accomplished  thereby  would  be  im¬ 
mediately  available  for  either  additional  new 
equipment  or  the  replacement  of  obsolete 
equipment. 

If,  however,  the  lag  in  modernization  of 
plant  and  equipment  is  due  to  unfavorable 
economic  factors,  no  7-percent  discount  in 
the  purchase  price  is  going  to  answer  or  sub¬ 
stitute  for  the  solution  of  the  basic  under¬ 
lying  problems. 

To  summarize,  then,  the  investment  credit 
provision  will  help  those  people  who  do  not 
need  help  and  will  be  completely  ineffective 
in  helping  those  people  who  need  help. 

I  suppose  if  I  were  a  defeatist,  I  might  say 
that  the  chances  of  ever  obtaining  any  reduc¬ 
tion  in  corporation  taxation  are  infinitesimal, 
and  therefore  we  ought  to  grab  any  opportu¬ 
nity  for  tax  reduction  that  is  offered  us. 
Fortunately,  our  company  was  never  built 
upon  defeatism,  and  therefore  my  colleagues 
and  I  feel  that  we  must  oppose  this  invest¬ 
ment  tax  provision  even  though — short 
range — it  might  be  of  immediate  benefit  to 
us.  I  hope  you  will  bear  with  me  if  some 
of  the  points  I  make  in  succeeding  para¬ 
graphs  have  already  been  covered  by  others 
in  these  hearings. 

2.  REVENUE  LOSS 

At  a  time  when  we  are  already  faced  with 
a  substantial  deficit  for  the  current  fiscal 
year,  and  the  probability  of  an  even  greater 
deficit  for  the  1963  fiscal  year,  it  would 
appear  most  unwise  to  increase  these  defi¬ 
cits  by  a  costly  giveaway  program  of  highly 
doubtful  effectiveness  which  business  in  gen- 
eial  does  not  want  and  which,  in  my  opinion, 
would  be  unsound  at  any  time. 

3.  DISCRIMINATORY  EFFECTS 

As  I  tried  to  point  out  in  section  1,  the 
application  of  this  provision  would  be  highly 
discriminatory  in  its  effect  upon  varying  in¬ 
dustries,  and  taxpayers  who  cannot  qualify 
for  the  favored  treatment — i.e.,  those  who 
most  need  it — will,  in  effect,  have  to  bear  the 
load  for  the  benefits  granted  to  the  favored 
few. 


4.  GOVERNMENT  INTERFERENCE  AND  CONTROJ 

The  enactment  of  a  provision  of  this  n 
ure  would  create  an  extremely  dangero 
m^,dent  leading  to  the  encouragement 
discouragement  of  any  particular  segment 
private  enterprise,  depending  upon X  whi 


or  mood  of  the  moment.  Today  it  is  an  in¬ 
vestment  credit  for  new  machinery  and 
equipment.  Tomorrow  it  could  be  an  in¬ 
vestment  credit  for  industrial  development 
in  Africa,  Latin  America,  Oshkosh,  or  Tim¬ 
buktu.  The  scope  of  such  favored  and  dis¬ 
criminatory  treatment  is  limited  only  by  the 
imagination  of  those  proposing  it. 

In  conclusion,  may  I  say  that  the  invest¬ 
ment  credit  concept  is  moving  far  afield 
from  the  basic  purpose  of  tax  legislation; 
i.e.,  to  raise  the  necessary  governmental  reve¬ 
nue  with  the  least  possible  disruption  of 
normal  business  practices. 

May  I  thank  you  for  granting  me  this  op¬ 
portunity  of  appearing  before  you  on  behalf 
of  my  company. 

KEYSERL1NG  CALLS  TAX  CREDIT  WRONG  ON  EVERY 
SCORE 

One  of  the  most  articulate  economists 
in  the  country,  and  certainly  one  of  the 
most  imaginative,  is  Leon  Keyserling. 
Mr.  Keyserling  cannot  be  said  to  be  one 
who  parrots  the  line  of  the  National 
Association  of  Manufacturers  or  cham¬ 
bers  of  commerce.  He  was  the  Chairman 
of  the  Council  of  Economic  Advisers  un¬ 
der  President  Truman.  He  was  chief 
economist  for  some  time,  as  I  recall,  for 
outstanding  labor  organizations.  He  has 
been  a  teacher  and  a  Government  econo¬ 
mist  of  high  repute.  This  is  what  he 
said  about  the  tax  credit: 

It  seems  to  me  a  provision  which  business 
does  not  seek,  labor  does  not  want,  the 
condition  of  the  Federal  budget  does  not 
justify,  the  state  of  the  national  economy 
does  not  call  for,  the  full  consequences  of 
which  the  public  does  not  appreciate,  and 
which  even  those  economists  who  favor  it 
have  not  been  able  to  support  with  careful 
or  specific  empirical  analysis.  The  proposal 
cannot  stand  the  test  of  logic;  it  should  not 
survive  the  lessons  of  experience. 

Then  he  goes  on  to  recall  a  very  in¬ 
teresting  and  to  me  a  very  persuasive 
analogy.  He  says: 

The  Chairman  of  the  Federal  Reserve 
Board  and  the  Secretary  of  the  Treasury,  be¬ 
fore  this  committee  in  early  1957,  shortly 
before  the  Chairman  proposed  his  extensive 
investigation  of  the  financial  conditions  of 
the  United  States,  said  that  we  needed  more 
plant,  we  needed  more  investment,  we  needed 
more  savings;  the  level  of  consumption  was 
too  high.  We  were  faced  with  a  great  in¬ 
flationary  threat.  They  used  this  in  justi¬ 
fication  of  the  tight  money  policy.  They 
used  this  in  justification  of  the  amortization 
schedules  and  benefits  taken  out  of  the 
Treasury,  with  which  business  was  then  being 
plied. 

Before  this  committee  on  the  record  in 
early  1957, 1  said  that  we  were  in  oversupply 
on  everything;  we  were  moving  straight  to¬ 
ward  an  economic  recession.  We  had  a  defi¬ 
ciency  of  demand  relative  to  our  plant  ca¬ 
pacity. 

The  members  of  this  committee  asked  the 
proponents  of  the  tax  amortization  to  run 
around  and  tell  where  the  shortages  were, 
and  this  is  all  on  the  record,  they  were  able 
to  find  only  one  type  of  lead  type. 

Lo  and  behold,  the  recession  came,  and  it 
was  the  most  serious  recession  since  World 
War  II. 

Lo  and  behold,  Mr.  Martin,  Chairman  of 
the  Federal  Reserve  Board,  came  back  to  the 
same  committee  in  1958  and  he  said,  in  sub¬ 
stance,  that,  looking  backward,  we  had  an 
investment  boom  which  was  too  fervid  rela¬ 
tive  to  the  demand,  and  that  is  why  we  had 
a  recession. 

In  other  words,  this  was  a  complete  accept¬ 
ance  of  what  I  had  advanced  before  the  com¬ 
mittee  1  year  earlier. 


The  argument  that  Mr.  Keyserling 
made  is  that  what  happened  in  1957 
resulted  from  having  provided  incentives 
for  plant  and  equipment  which  resulted 
in  a  boom  in  plant  and  equipment  in 
1955  and  a  serious  recession  following, 
because  demand  was  falling  off.  That 
is  exactly  what  investment  credit  will  do. 
Keyserling  documents  it  in  spades.  He 
goes  on  to  say  this : 

I  said  at  the  beginning  of  my  testimony, 
and  I  did  this  deliberately  and  advisedly, 
that  we  should  have  had  $90  billion  more  of 
business  investment  over  the  last  9  years, 
and  then  we  would  have  been  more  com¬ 
petitive.  We  would  have  had  more  tech¬ 
nology,  we  would  have  had  more  produc¬ 
tivity.  I  think  we  should  have  a  much 
higher  level  of  business  investment,  over  the 
next  few  years,  than  we  are  going  to  get. 

But  we  are  not  going  to  get  it  by  repeating 
the  same  errors  which  prevented  us  from 
getting  it  over  the  last  9  years,  because 
business  investment  feeds  on  utilization,  and 
merely  to  fan  once  again  a  fervid  invest¬ 
ment  boom  which  gets  the  existing  idle  plant 
capacity,  how  is  this  in  the  long  run  going 
to  provide  a  healthy  climate  for  business 
investment?  That  is  the  first  point. 

The  second  point  is  that  there  has  been 
a  tremendous  exaggeration  of  this  whole  in¬ 
ternational  problem,  as  a  scare  device  for 
pumping  the  Congress  and  the  country  into 
approving  something  that  the  Treasury  has 
worked  out. 

Let  me  illustrate  which  I  mean.  I  am  for 
the  trade  program,  although  I  am  not  pre¬ 
pared  to  debate  it  here.  I  think  it  will  im¬ 
prove  our  foreign  trade  position.  I  think  it 
will  improve  our  balance  of  payments.  I 
think  it  is  a  good  step  on  international  politi¬ 
cal  grounds. 

But  for  us  to  think,  for  us  to  think  for 
a  second,  that  even  if  the  trade  program 
were  passed  immediately,  and  even  if  it  had 
optimum  results,  it  would  yield  more,  than 
a  $2  or  $3  billion  annual  gain  in  the  per¬ 
formance  of  the  American  economy — I  do  not 
think  there  is  a  single  economist  who  studies 
this  subject  in  the  whole  United  States  who 
will  be  found  to  say  that  it  will  add  more 
than  $2  or  $3  billion  a  year  to  our  net  per¬ 
formance  position.  I  do  not  think  it  will 
add  that  much. 

He  refutes  argument  that  plants  over¬ 
seas  are  more  efficient  than  the  plants  in 
this  country.  He  says: 

Of  course,  steel  plants  in  India  are  newer 
than  in  the  United  States.  India  did  not 
dream  of  a  real  steel  industry  until  just  a 
few  years  ago. 

Of  course,  steel  plants  in  Germany  and 
in  Japan  are  newer.  They  were  bombed  out 
a  few  years  ago.  On  the  average  they  are 
newer. 

If  we  were  bombed  out  and  recovered,  ours 
would  be  still  newer.  Of  course,  some  of 
the  plants  are  newer  in  Italy,  France,  and 
some  of  the  other  European  countries,  be¬ 
cause  they  have  lagged  so  far  behind  us,  be¬ 
cause  they  have  reaUy  started  their  industrial 
development  so  very  much  later  than  we 
have. 

He  points  out  that  when  one  goes 
over  there  and  travels  around,  he  has 
to  travel  a  long  time  and  look  at  much 
equipment  and  many  plants  before  he 
finds  one  that  compares  with  a  typical 
American  factory,  in  efficiency  or  capac¬ 
ity  of  equipment. 

I  read  from  his  statement: 

It  is  argued  that,  if  we  have  a  higher  level 
of  business  investment,  we  will  have  a  higher 
ratio  of  investment  to  the  size  of  our  econ¬ 
omy,  and  if  we  have  a  higher  ratio  of  invest- 


16577 


1962 


CONGRESSIONAL  RECORD  —  SENATE 


ment  relative  to  the  size  of  the  economy, 
we  will  grow  faster. 

Well,  point  1,  as  I  have  already  said,  you 
won’t  have  a  higher  investment,  relative  to 
the  size  of  your  economy.  You  will  have  a 
smaller  investment,  because  you  will  merely 
repeat  what  happened  during  the  last  9 
years,  which  turned  investment  down  more 
than  anything  else  because  it  is  the  most 
volatile  sector. 

Let  us  examine  the  argument  itself.  It  is 
just  like  saying,  because  red  blood  corpuscles 
make  a  man  strong,  that  if  he  has  nothing 
but  red  blood  corpuscles,  he  will  be  as  strong 
as  Hercules. 

If  he  has  nothing  but  red  blood  corpuscles, 
he  will  die. 

The  problem  is,  What  is  the  ratio  of  the 
red  blood  corpuscles  to  the  white  blood  cor¬ 
puscles,  to  the  whole  man,  which  will  keep 
him  strong? 

CONSUMER  DEMAND  NOT  INVESTMENT  INCENTIVE 
NEEDED 

This  is  the  point.  We  have  been  pour¬ 
ing  on  incentives  for  investment,  when 
we  do  not  need  incentives  for  investment. 
This  is  the  one  area  of  our  economy 
which  is  moving  ahead,  which  has  been 
built  up,  which  has  had  every  incentive 
over  the  past  8  years,  including  a  big  in¬ 
centive  this  year  already. 

How  do  the  proponents  of  a  tax  proposal 
justify  the  right  ratio? 

First  of  all,  they  look  overseas.  Everybody 
likes  to  look  overseas  now,  and  they  say, 
“Why,  in  Japan  the  ratio  of  Investment  to 
the  total  economy  was  40  percent.” 

Sure.  But  that  is  not  sustainable.  It  is 
not  going  to  be  40  percent  when  Japan  is 
rebuilt.  If  we  were  bombed  out  and  rebuilt 
our  ratio  would  be  40  percent,  too. 

He  goes  on  to  point  out  that  that  seems 
to  be  true  elsewhere. 

There  was  a  brief  colloquy  between  the 
Senator  from  Delaware  [Mr.  Williams] 
and  Mr.  Keyserling  which  I  think  beau¬ 
tifully  summarizes  the  situation  on  bal¬ 
ance  of  payments  and  balance  of  trade. 
The  Senator  said: 

First,  as  I  understand  your  argument,  you 
do  not  think  that  the  adoption  of  this  in¬ 
vestment  credit  would  in  any  way  improve 
our  balance-of-payments  situation;  is  that 
correct? 

Mr.  Keyserling.  I  think  it  would  worsen 
our  balance-of-payments  position  in  the 
sense  that  being  an  undesirable  American, 
economic  policy  it  would  worsen  our  eco¬ 
nomic  performance,  so  this,  in  turn,  would 
worsen  our  balance-of-payments  position. 

Senator  Williams.  I  understand  that  it  is 
your  opinion  that  the  adoption  of  this  in¬ 
vestment  credit  plan  would,  in  effect,  be 
starting  an  unwarranted  subsidy  for  Ameri¬ 
can  industry. 

Mr.  Keyserling.  Well,  this  ties  in  with 
your  first  question. 

Then  there  was  a  colloquy  with  the 
Senator  from  Tennessee  [Mr.  Gore]  on 
the  impact  of  international  trade.  The 
argument  was  made  that  the  investment 
credit  of  $1.4  billion  would  have  a  mas¬ 
sive  effect  on  our  foreign  trade  situation 
and  that  somehow  our  favorable  balance 
of  trade,  which  is  now,  as  I  previously 
pointed  out,  about  $5  billion  a  year  in¬ 
cluding  foreign  aid  and  $2.6  billion  ex¬ 
cluding  foreign  aid,  would  be  improved 
a  great  deal.  The  Senator  from  Ten¬ 
nessee  [Mr.  Gore]  pointed  out  how  im¬ 
possible  this  was  in  terms  of  simple 
arithmetic. 

The  Senator  asked  Mr.  Keyserling: 


Ten  percent  of  this  credit,  $1.4  billion, 
would  be  $140  million. 

Mr.  Keyserling.  Yes,  sir. 

This  is  apropos  of  the  position  the 
Senator  from  Tennessee  [Mr.  Gore]  had 
taken  that  only  5  percent  of  our  economy 
is  involved  in  foreign  trade  but,  being 
more  generous,  he  would  allow  10  per¬ 
cent.  The  Senator  said: 

I  ask  you,  by  what  logic  can  we  assume 
that  a  tax  credit  of  $140  million  is  going  to 
improve  the  balance  of  payments  by  $2,  $3, 
or  $4  billion? 

Mr.  Keyserling.  We  cannot;  we  cannot. 
Senator  Gore.  I  just  do  not  see  it;  I  agree 
with  you. 

Mr.  Keyserling.  Furthermore,  Senator,  it 
is  worse  than  that  because  the  method  that 
you  have  used  is  in  itself  an  exaggeration 
because  you  cannot  say  that  if  you  have  a 
tax  credit  of  $1.4  billion,  and  since  5  percent 
of  the  economy  is  engaged  in  trade,  there  is 
going  to  be  a  5-percent  ratio.  This  is  not 
the  way  it  works. 

What  the  proponents  of  the  tax  credit  are 
saying  is  that  this  tax  credit,  by  more  ef¬ 
ficiency,  will  result  in  reduced  prices,  and 
that  these  reduced  prices  will  enable  us  to 
sell  more  goods  overseas. 

When  you  bring  that  additional  step  in, 
you  get  down  to  a  lot  less  than  5  percent, 
because  you  have  to  say,  first,  here  is  a  cer¬ 
tain  credit  to  industry.  This  is  going  to 
change  their  investment  pattern  so  much. 

Now  according  to  the  judgment  of  Business 
Week,  they  are  going  to  invest  1  percent  more 
than  they  otherwise  would,  or  about  $300 
million  more  in  1962.  Now  by  your  method, 
we  apply  5  or  even  10  percent  to  investment 
in  production  for  foreign  trade. 

The  effect  would  be,  we  have  learned, 
that  the  firms  engaged  in  foreign  trade 
would  probably  increase  their  investment 
in  plant  and  equipment  $15  million,  that 
is  5  percent  of  $300  million. 

Since  foreign  trade  involves  some  $20 
billion  a  year,  $15  million  is  only  a  drop 
in  the  bucket  and  would  have  only  an 
insignificant  effect. 

DOUGLAS-GORE  DISSENT  A  MASTERPIECE 

Mr.  President,  I  wish  to  summarize. 
I  think  one  of  the  finest  analyses  I  have 
seen  since  I  have  been  in  the  Senate  in 
any  committee  report  was  the  job  done 
by  the  Senator  from  Illinois  [Mr.  Doug¬ 
las]  and  the  Senator  from  Tennessee 
[Mr.  Gore]  in  their  supplemental  and 
minority  views  on  the  tax  bill. 

In  the  course  of  the  dissent  the  Sen¬ 
ator  from  Illinois  [Mr.  Douglas]  and  the 
Senator  from  Tennessee  [Mr.  Gore] 
point  out  that  the  loss  of  revenue  would 
be  between  $1.1  and  $1.4  billion, 
which  would  be  a  very  substantial  loss. 
They  emphasize  the  fact  that  the  present 
provision  is  not  an  effective  incentive,  al¬ 
though  it  started  out  that  way  when  the 
administration  originally  recommended 
it.  It  is  no  longer  an  efficient  incentive, 
because  it  would  provide  a  credit  for  all 
investment,  even  if  a  firm  reduced  the 
amount  of  investment  it  made.  The  re¬ 
sult  would  be  that  the  increased  invest¬ 
ment  would  offer  a  very  small,  very 
modest,  very  weak,  very  slight  incentive 
for  growth. 

The  Senators  point  out  that  all  the 
surveys  also  agree  that  this  would  pro¬ 
vide  very  little  increased  investment  in 
plant  and  equipment.  These  surveys 
have  been  conducted  by  the  most  au¬ 


thoritative  and  highly  respected  busi¬ 
ness  groups.  Then  the  Senators  sum¬ 
marize,  in  a  statement  which  I  think 
ought  to  be  brought  to  the  attention  of 
the  Senate,  for  the  emphasis  is  on  what 
has  happened  to  tax  benefits  in  the  past 
8  years. 

In  1954,  accelerated  depreciation,  with  the 
double  declining  balance  and  the  sum  of  the 
digits  methods,  was  authorized  by  Congress. 
This  amounted  to  an  initial  loss  of  revenue 
to  the  Government  of  at  least  $2  billion  a 
year.  This  went  to  the  industrial  corpora¬ 
tions  and  to  the  industrialists.  At  the 
same  time  the  $50  dividend  exclusion  and 
the  4  percent  credit  were  passed  in  1954 
which  gave  $400  million  a  year  more  to  the 
owners  of  common  stocks.  This  summer 
the  Treasury  has  issued  a  new  Bulletin  F, 
permitting  machinery  and  equipment  to  be 
depreciated  much  more  rapidly.  It  is  esti¬ 
mated  that  this  will  reduce  business  taxes 
by  approximately  $1.5  billion  a  year.  All 
of  these  taken  together  come  to  just  short 
of  $4  billion  a  year. 

Now  we  have  this  provision  for  the  invest¬ 
ment  credit  which  will  give  the  investors  in 
machinery  and  equipment  at  least  another 
$1.3  billion  annually.  Thus,  in  8  years  we 
have  decreased  the  annual  tax  burden  on 
industry  by  over  $5  billion  a  year.  This,  of 
course,  goes  to  the  upper  income  groups  in 
society  who  own  the  overwhelming  propor¬ 
tion  of  the  stock  of  American  corporations. 

During  this  period  the  low-  and  middle- 
income  groups  have  received  virtually  noth¬ 
ing  in  the  way  of  tax  cuts.  It  is  about  time 
that  the  United  States  was  less  partial  in  its 
distribution  of  favors.  This  is  true  both  on 
economic  and  ethical  grounds. 

The  Senator  from  Illinois  [Mr.  Doug¬ 
las]  and  the  Senator  from  Tennessee 
[Mr.  Gore]  also  said: 

The  investment  credit  proposed  is  really 
a  form  of  the  trickle-down  theory  of  eco¬ 
nomics  which  has  largely  been  shown  to  be 
ineffective  in  the  past.  We  believe  instead 
in  the  theory  that  purchasing  power  should 
be  built  from  the  bottom  up. 

I  think  the  Senators  are  correct.  If 
we  add  to  this  loophole  the  kinds  of 
amendments  offered  by  distinguished 
Senators  to  the  tax  bill  there  could  be  a 
real  drain  on  the  Treasury  this  year. 

Mr.  President,  in  conclusion  I  wish  to 
say  that  the  reason  that  I  have  detained 
the  Senate  so  long — I  have  spoken  now 
nearly  4y2  hours — is  not  that  I  am  sa¬ 
distic,  but  because  I  felt  very  strongly 
that  this  statement  had  to  be  made.  It 
had  to  be  made  in  a  speech. 

I  suppose  I  could  have  sat  down  and 
typed  up  my  remarks,  and  brought  them 
over  and  put  them  into  the  Record. 
Somehow  those  actions  have  a  way  of 
being  totally  ignored.  I  think,  somehow, 
this  may  achieve  some  degree  of  atten¬ 
tion  and  understanding  on  the  part  of 
other  Members  of  the  Senate. 

There  is  no  more  important  tax  bill 
which  is  to  come  before  the  Senate  in  the 
next  several  years.  Certainly  no  more 
important  tax  bill  has  come  before  the 
Senate  since  I  have  been  a  Member  of 
the  Senate.  As  the  Secretary  of  the 
Treasury  rightly  said,  the  “guts” — the 
heart  and  soul — of  this  bill  is  the  in¬ 
vestment  credit. 

I  am  speaking  at  length  now  because 
I  know  that  if  I  did  so  on  Monday,  Tues¬ 
day,  Wednesday,  Thursday,  or  at  any 
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time  before  we  take  action  on  the  bill, 
I  would  be  accused,  and  properly  so,  of 
delaying  the  Senate  by  engaging  in  a 
filibuster  and  tying  it  up.  I  am  sure  my 
address  has  imposed  a  very  real  discom¬ 
fort  and  inconvenience  on  very  tolerant 
people  tonight.  I  am  sure  that  if  I  did 
it  at  any  other  time,  it  would  have  im¬ 
posed  a  far  greater  degree  of  inconven¬ 
ience  on  more  people. 

SUMMARY 

In  conclusion,  I  am  opposed  to  the  in¬ 
vestment  credit  because  it  is  a  tax  cut. 

I  have  been  consistently  opposed  to  a 
tax  cut  this  year.  I  am  opposed  to  a  tax 
cut  which  the  beneficiaries  do  not  want 
and  a  tax  cut  which  the  largest  business 
in  the  world  has  testified  it  does  not  want 
and  would  not  have.  They  have  said  it 
would  not  work,  and  would  be  bad  eco¬ 
nomic  and  social  policy.  That  kind  of 
tax  cut,  it  seems  to  me,  is  ridiculous. 

Not  only  is  the  subsidy  not  wanted, 
but  the  McGraw-Hill  survey,  the  Nation¬ 
al  Industrial  Conference  Board,  the  Wall 
Street  Journal,  and  everyone  who  has 
studied  the  question  agrees  that  it  would 
not  provide  a  stimulation  of  investment. 
It  would  not  work. 

Furthermore,  at  least  80  percent  of 
the  volume  of  the  argument  of  Secretary 
Dillon  is  based  upon  how  important  it 
is  to  make  us  competitive  with  industry 
abroad,  when  the  facts  are  overwhelm¬ 
ing  that  we  are  leading  industries  abroad. 
The  United  States  of  America  has  a 
favorable  balance  of  trade  of  over  $5  bil¬ 
lion,  and  $2.6  billion  of  that  is  entirely 
in  the  commercial  private  sector  of  our 
economy.  That  means  if  countries 
abroad  have  an  unfavorable  balance  of 
trade,  we  have  a  favorable  balance  of 
trade  to  that  extent.  We  are  beating 
them.  We  are  still  the  supreme  nation  of 
the  world.  That  does  not  mean  we  can¬ 
not  improve  our  economy.  It  does  not 
mean  we  cannot  hope  that  they  can  also 
improve  their  economies.  Of  course,  we 
do.  No  argument  can  be  made  on  the 
ground  of  economic  competition  because 
we  are  trading  effectively. 

The  proposal  is  also  bad  because, 
whereas  it  started  as  an  incentive  on  the 
marginal  investment,  on  additional 
extra  investment,  now  it  is  an  incentive 
on  the  gross  investment — all  of  it.  •  So 
firms  will  get  it  even  if  they  reduce  their 
investment. 

I  point  out  also  that  it  would  cover  the 
entire  sweep  of  industry.  It  would  cover 
bars,  burlesque  houses,  parking  lots,  and 
supermarkets.  It  has  no  relationship 
whatever  to  industrial  policy.  It  would 
cover  every  kind  of  equipment  that  is 
legal.  It  would  cover  slot  machines  and 
driving  ranges. 

Mr.  President,  the  last  thing  that  we 
need  economically  now  is  increased 
capacity  at  a  time  when  our  business 
plant  is  chugging  along  far  below  ca¬ 
pacity.  Why  in  the  world  should  we  cut 
taxes  for  the  purposes  of  increasing  that 
capacity  further? 

When  we  have  done  that  in  the  past, 
as  Leon  Keyserling  pointed  out  so  well, 
what  was  the  result?  The  result  was  a 
serious  recession. 

It  seems  to  me  that  the  proposal  is 
one  that  cannot  be  justified. 


I  also  point  out  that  those  who  are 
opposed  to  the  investment  credit  are  as 
responsible,  able,  thoughtful,  and  dis¬ 
interested  a  group  of  Senators  as  I  think 
one  could  find.  Of  all  the  conservative 
Senators,  none  has  won  greater  respect 
on  the  part  of  business  and  on  the  part 
of  his  colleagues  than  has  the  chairman 
of  the  Committee  on  Finance,  the  Sena¬ 
tor  from  Virginia  IMr.  Byrd]  on  the 
Democratic  side. 

On  the  Republican  side  the  ranking 
Republican  member  of  the  Committee 
on  Finance  has  been  recognized  as  a  man 
of  absolute  integrity.  Some  might  dis¬ 
agree  with  him  on  public  policy,  but  no 
one  disagrees  with  his  integrity  and 
ability.  I  refer  to  the  Senator  from 
Delaware  [Mr.  Williams].  He  is  also 
strenuously  opposed  to  the  tax  credit. 
So  the  Senator  from  Delaware  [Mr. 
Williams]  and  the  Senator  from  Vir¬ 
ginia  IMr.  Byrd]  are  opposed.  Also  the 
only  professional  economist  in  the 
Senate,  the  brilliant  Senator  from  Il¬ 
linois  I  Mr.  Douglas]  is  opposed.  He  has 
devoted  his  life  to  the  study  of  economics. 
He  taught  economics  at  the  University  of 
Chicago.  He  won  his  doctorate  at  the 
age  of  25,  writing  his  thesis  on  the  sub¬ 
ject  of  wages,  which  is  still  a  definitive 
work  on  that  subject.  He  is  emphatically 
opposed  to  the  proposed  investment 
credit  provision.  I  think  Senators  will 
find  very  few  people  who  have  the  great 
competence  in  the  field  of  taxation  than 
the  Senator  from  Tennessee  [Mr.  Gore], 
or  whose  integrity  and  ability  is  more 
widely  recognized.  He  is  also  emphati¬ 
cally  opposed  to  the  investment  credit. 

On  the  basis  of  the  groups  opposed 
to  the  measure,  whether  it  be  labor, 
business,  or  outstanding  figures  in 
American  life,  those  distinguished  Sena¬ 
tors  who  have  thought  the  issue  through 
most  carefully  are  opposed  to  the  in¬ 
vestment  credit. 

As  I  take  my  seat  I  wish  to  emphasize 
that  the  proposal  is  wrong  because  it 
is  bad  public  policy.  It  is  bad  economic 
policy.  It  is  a  giveaway  at  a  time  when 
our  Government  cannot  afford  to  in¬ 
crease  its  deficit  further. 

Mr.  President,  with  sincere  apologies 
for  detaining  the  Senate  so  long,  I  yield 
the  floor. 


PESTICIDES  A  MIXED  BLESSING 
FOR  CALIFORNIA  FARMERS 

Mr.  PROXMIRE.  Mr.  President,  Mr. 
Lawrence  E.  Davies  has  written  two  de¬ 
tailed,  informative  articles  about  side- 
effects  and  problems  that  have  resulted 
from  use  of  pesticides  in  California. 
These  articles,  which  appeared  in  the 
New  York  Times  of  August  24  and  25, 
provide  an  interesting  supplement  to  the 
series  of  three  articles  by  distinguished 
nature  writer  Rachel  Carson  that  ran  in 
the  New  Yorker  magazine  recently,  and 
which  will  be  published  in  book  form  in 
October. 

By  means  of  anecdote  and  description, 
Mr.  Davies  tells  how  West-coast  bee¬ 
keepers  have  established  informal 
“warning  systems”  to  alert  one  another 
about  proposed  chemical  poison  spray 
activities.  With  sufficient  warning,  bees 
can  be  removed  from  the  areas  before 
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the  spraying  takes  place.  This  prevents 
the  chemical  from  being  ingested  by  bees 
and  thus  appearing  as  a  residue  in  the 
honey  they  produce. 

In  other  instances  DDT  residues  wino 
up  in  milk  after  cows  are  fed  on  true 
garden  waste  and  byproducts— such/as 
tomato  vines  and  skins,  lettuce  trim¬ 
mings,  and  sugarbeet  tops — because  the 
truck  crops  were  sprayed  during  the 
growing  season.  Cows  fed  oiyuntreated 
pasturage  near  sprayed  areas  have  also 
produced  milk  containing^  DDT  resi¬ 
dues — since  the  chemicaVcan  drift  con¬ 
siderable  distances  thnmigh  the  air  to 
reach  what  Mr.  Davi/s  terms  “guiltless 
fields.” 

Each  of  these  examples,  and  the  many 
others  described/ in  these  articles,  il¬ 
lustrates  the  no for  caution  and  intelli¬ 
gence  in  the/use  of  chemical  poisons. 
Certainly  iywould  not  make  sense  to  pro¬ 
hibit  theii/use.  Without  modern  chemi¬ 
cal  assistance,  our  agriculture  could  not 
produce  the  magnificent  abundance  of 
fruitaf  vegetables,  field  crops,  linstock, 
andr  livestock  products  which  has  made 
possible  a  massive  rise  in  diet  standards. 

o  one  wants  to  see  a  return  to  the 
mosquito-infested  bogs  that  were  the 
state-of -nature  before  invention  of  DDT. 
But  the  very  fact  that  proper  use  of 
chemicals  can  do  so  much  good  puts  a 
heavy  responsibility  on  the  users  to  make 
certain  that  they  do  not  have  unpleasant 
side  effects.  And  I  would  observe  that 
an  effort  to  talk  the  problem  out  of  exist¬ 
ence  is  doomed  to  failure.  Widespread 
public  concern  has  already  been  aroused 
and  will  probably  increase  when  Miss 
Carlson's  book  is  published. 

I  welcome  the  constructive  attitude  of 
the  U.S.  Departments  of  Agriculture  and 
Interior — the  two  Federal  Departments 
most  concerned — toward  this  situation. 
In  letters  to  me,  these  Departments  de¬ 
scribed  the  measures  used  to  guide  and 
regulate  the  use  of  pesticides  and  the 
steps  being  taken  to  explore  the  matter 
further.  From  Mr.  Davies’  articles  it  ap¬ 
pears  that  the  State  of  California  agri¬ 
culture  and  public  health  authorities  are 
also  vigilant  in  their  concern  about  pos- 
ible  ill  effects  resulting  from  pesticide 
u'Se.  Other  State  authorities,  including 
.those  in  my  own  State  of  Wisconsin,  are 
doing  an  excellent  job  of  coping  with  the 
proble 

But  ^problem  it  is,  and  it  should  be 
recognize^ as  such.  Moderate,  workable, 
effective  solutions  can  be  found.  Irra¬ 
tional  publictpanic  certainly  is  not  called 
for — but  neither  is  the  blinkered  ap¬ 
proach  of  thos^  who  state  no  problem 
exists. 

Mr.  President,  I\ask  unanimous  con¬ 
sent  that  the  two  articles  I  have  referred 
to  be  printed  at  this  point  in  the  Record. 

There  being  no  objection,  the  articles 
were  ordered  to  be  printeOjn  the  Record, 
as  follows: 

[From  the  New  York  ^imes,  A^.  24,  1962] 
Spray  Warnings  Aid  Bee  RaiserNtNotifica- 
tion  Service  Eases  California 'Pesticide 
Fight 

(By  Lawrence  E.  Davies) 

It  was  time  for  another  spraying  of  j)esti- 
cide  on  a  field  of  long-staple  cotton  outside 
Bakersfield. 
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HIGHLIGHTS:  Rep.  Avery  objected  to  requo6tNfco  apooint  conferees  on  farm  bill. 

House  passed  bill  to  extend  International  Whe\t  Agreement.  House  subcommittees 
voted  to  report  bills  for  cooperation/ith  States  in  administration  of  Federal  laws, 
to  increase1  FHA  loan  limitation,  and/or  lease  ahd  transfer  of  tobacco  acreage 
allotments.  House  passed  bill  for/ousing  for  elderly  in  rural  areas.  Sen.  horse 
Jmmended  study  of  Federal  rangelyhds.  Sen.  HumphrV  expressed  concern  over  effects 
of  radioactive  fallout  on  milk./Sen.  Wiley  urged  issuance  of  handbook  on  farm  la  » 
Senate  committee  voted  to  report  measure  for  designation  of  National  School  ^unc 
Week.  Senate  committee  reported  independent  offices  appropriation  bill*  °en* 
Fulbright  introduced  and  discussed  bill  for  holding  World  x°od  Congress r 


SENATE 

1.  FORESTRY.  Senw^orse  commended  the  joint  USDA-Interior  study  qf^ 
lands,  p.  16^69  \ 

2-  S™t)  rS" 

National  School  Lunch  Week.  p.  D772  N, 

3.  MM  AOGRAM.  sen.  Wiley  renewed  his  request  for  ieUer^fX  " 

Kfthe  £E2  involved^in^reparation  of  ouch  a  handbook.  pp.  ^ 


k.  MILK.  Sen.  Humphrey  urged  a  ban  on  the  testing  of  nuclear  weapons,  stated  th/t 
la\t  week  dairy  farmers  in  Minn,  removed  their  cows  from  pasture  because  oy  the 
mounting  accumulation  of  radioactive  iodine  131  in  local  milk  supplies,  arid  in¬ 
serted  an  article,  ”  Minnesota  Acts  on  Iodine  in  Milk.”  pp.  I67I4.I-7  7 

5.  INDEPENDENT  OFFICES  APPROPRIATION  BILL,  1963.  The  Appropriations  Committee  re¬ 

ported  wi\h  amendments  this  bill,  H.  R.  12711  (S.  Rept.  1923).  p.  1#$55 

6.  BUILDINGS.  Tl^e  Foreign  Relations  Committee  reported  with  amendment  H.  R.  11880, 

to  authorize  additional  appropriations  for  the  acquisition  of  sites  and  building 
in  foreign  countries  for  use  by  U.  S.  personnel  (S.  Rept.  1925/  p.  16655 


7.  TAXATION.  Continued  debate  on  H.  R.  10650,  the  proposed  Revenue  Act  of  1962.  pr 

16672-5,  16676-735,  ,l67k8-9  " 
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Sens.  Gore,  Sparkman,  and  Cannon  submitted  amendments  intended  to  be  pro- 

posed  to  this  bill,  p*  16657 


8.  TRANSPORTATION,  Sen.  Kefkuver  stated  that  current  pro/>sals  for  railroad  mergers 
is  ’'one  of  the  broadest  and  boldest  attempts  at  economic  concentration  in  the 
history  of  our  Nation.”  pA  16735-kO 


9.  EDUCATION;  PERSONNEL.  Sen.  Protonire  expressed  concern  over  the  decrease  in 

college  graduates  in  the  field  of  engineering  and  inserted  an  article,  "Govern- 
ment.  Profession  Seek  Reasons  fo\  Drop  in  Sti/ent  Enrollments.”  pp.  16658-60 


10.  WEATHER.  Both  Houses  received  from\he  Pre/dent  the  National  Science  Foundation 
report  on  weather  modification  for  fiscal/rear  1961  (H.  Doc.  53k).  pp.  l665k, 
16637  N  7 


11.  FEDERAL  REGISTER.  Both  Houses  received  f^om  GSA  a  proposed  bill  ”to  amend  furthe: 
section  11  of  the  Federal  Register  fynt,  asVamended”;  to  S.  Government  Operations 
and  H.  Judiciary  Committees,  pp.  16652,  16655 


12.  ECONOMY.  Sen.  Proxmire  compared /the  growth  of\ur  economy  with  those  of  certain 
European  countries  and  inserte/  an  article,  ”My*dal  Calls  United  States  Stagnanl 
Economy.”  p.  16658  7  “ 


13.  ELECTRIFICATION.  Sen.  Metc/f  termed  ’’grossly  misleading  and  erroneous”  a  leaf¬ 
let  of  the  Mont.  Power  Co/  "purporting  to  show  that  the  proposed  Knowles  multi¬ 
purpose  project  on  the  Elatheaa  River  is  economically  unsound,”  and  inserted 
figures  to  support  his /position,  pp.  l666l-k 


HOUSE 


lk.  FARM  PROGRAM.  Rep/  Avery  objected  to  a  unanimous  consent  request  by  Rep.  Cooley 
to  send  H.  R.  12391,  the  proposed  Food  and  Agriculture  Act  of  1962,  to  confer¬ 
ence.  p,  16615  ^ 


15.  WHEAT.  Passed  under  suspension  of  the  rules  S.  357k,  to  extend  the\Tnternational 
Wheat  Agreement  Act  of  19k9  so  as  to  extend  the  authority  granted  under  the  act 
to  cover  Any  new  or  revised  wheat  agreement.  This  bill  will  now  be  sfent  to  the 
President,  pp.  16632-5 


IAeri^^n!^oTAL-+?LATI0N?*  The  Subc0ITmittee  on  Departmental  Oversight  of  the 
’  128o?  +T11  e<:  v°tkd  to  report  to  the  full  committee  with  amendment^ 

enforced  ^cooperation  with  States  in  actainietrati^ 


<d  enforcement  of  certain  Federal 
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hSs  been  using  the  words  “victory”  and  “win” 
buuvpursues  the  same  policies. 

Stator  Thurmond’s  campaign  drew  the 
wrathW  liberals  and  ultraliberals  through¬ 
out  theVand.  At  first,  even  many  relatively 
conservative  men  and  newspapers  were  skep¬ 
tical  of  hisycharges. 

Pacts,  figures,  old  speeches,  and  other  odds 
and  ends  produced  by  Senator  Thurmond 
and  sympathetic  colleagues  convinced  many 
of  the  once  skeptical  people  that  real  sub¬ 
stance  lay  behindSthe  accusations.  Actions 
by  the  administration  itself  also  validated 
many  of  THURMOND’s\xlaims. 

That  the  Senator’s  charges  have  now  forced 
the  administration  spokesmen  to  use  words 
like  “victory”  represents  one  triumph.  Now 
Americans  must  back  him\in  his  efforts  to 
force  a  change  in  policies— 'from  appeasing 
attitudes  to  firmness  and  positive  action — 
if  the  Nation  is  to  survive  as  \great  world 
power, 

[Prom  the  Columbia  Record,  Aug.  ^4,  1962] 
Berliner  Victim  op  No-Win  Polkt? 

An  18-year-old  East  Berliner  sought,  the 
freedom  of  the  West  last  weekend  and  lost 
his  life.  He  was  shot  off  the  infamous  way 
and  lay  groaning  for  nearly  an  hour  onl; 
200  yards  from  Checkpoint  Charlie,  the  main 
U.S.  command  post. 

Subsequently,  infuriated  West  Berliners 
booed  Americans,  fought  their  own  police, 
and  stoned  Soviet  cars.  Their  anger  was 
understandable.  With  justification,  they 
asked  why  the  American  soldiers  didn’t  help 
the  dying  young  man. 

The  answer  was  given  by  an  Associated 
Press  dispatch  from  Berlin  the  day  after  the 
killing: 

American  authorities  feared  a  new  incident 
that  might  have  had  dangerous  cold  war 
repercussions. 

Pear.  Pear  of  escalation  of  a  simple  inci¬ 
dent  along  a  wall.  Only  a  man’s  life. 

Across  the  ocean,  simultaneously,  Senator 
Strom  Thurmond,  of  South  Carolina,  was 
repeating  his  charge  that  the  State  Depart¬ 
ment — despite  the  use  of  the  word  “victory” 
and  “win” — still  was  pursuing  a  “no-win 
policy.” 

What  better  illustration  of  Senator  Thur¬ 
mond’s  allegations  could  be  found  than  the 
demonstration  of  fear  as  a  young  man,  seek¬ 
ing  freedom,  lay  dying — with  no  American 
to  come  to  his  aid? 

“Though  the  words  ‘victory’  and  ‘win’  have 
now  been  used  by  Secretary  Rusk,”  said 
Senator  Thurmond,  “there  appears  to  be  no 
change  in  the  substance  of  the  policies  which 
underlies  the  name  of  the  policies,  whether 
they  be  called  win  or  no-win.  I  commend 
the  Secretary  for  facing  up  to  his  error  in 
censoring  these  valiant  words  which  had  ali 
ways  been  the  watchword  of  America  in  pre¬ 
vious  times  of  national  peril.  I  will  be  ime 
first  to  congratulate  the  Secretary  whep  he 
reverses  his  field  on  coalition  governments 
and  accommodations  with  and  concessions  to 
and  Communists.  He  has  prepare^  an  ap¬ 
pealing  frosting  for  his  cake.  Novr  he  needs 
to  bake  a  new  cake  to  go  with  the  frosting.” 

But  neither  the  President  nor  the  State 
Department  appears  prepare^  to  bake  the 
new  cake. 

Quite  recently,  Stewart  Jflsop’s  delineation 
of  Mr.  Kennedy’s  goals  m  foreign  relations 
left  no  doubt  that  theoe  the  President  still 
clings  to  the  hope  tfiat  he  can  persuade 
international  comimmism  to  "live  and  let 
live.”  Mr.  Kennedies  insistent  dedication  to 
retaining  “choice^’  in  individual  interna¬ 
tional  entanglenmnts  foretells  a  continuance 
of  accommodations. 

Secretary  Stiisk,  following  the  President’s 
lead,  has  said  that  “when  we  are  able  to 
find  comnron  interests  which  the  free  world 
and  the /Communist  bloc  share  we  must  be 
prepared  to  talk  and  negotiate  about  ways 
of  acting  together  to  fulfill  these  interests— 
evejmf  they  are  narrow.  By  this  slow  process 


we  may  move  toward  a  dampening  of  such 
crises  as  Berlin,  a  continuation  of  our  ex¬ 
change  programs  with  the  U.S.S.R.,  and  new 
ventures  of  common  advantage,  as  in  Antarc¬ 
tica,  public  health  and  outer  space.” 

Wistful  hope  of  this  sort  is  not  nearly  so 
dangerous,  however,  as  the  dreadful  fear  of 
thermonuclear  war  which  pervades  adminis¬ 
trative  thought. 

Exemplary  is  Under  Secretary  of  State 
George  W.  Ball’s  frank  admission  that  the 
struggle  between  the  free  world  and  inter¬ 
national  communism  conditions  much  of 
what  the  State  Department  does.  “The 
knowledge  that  this  struggle,  now  charac¬ 
terized  by  the  cold  war,  may  flame  into  hot 
wars  in  remote  corners  of  the  globe  and  that 
those  hot  wars  may  escalate  into  thermo¬ 
nuclear  holocausts  is  a  kind  of  brooding 
omnipresence  over  all  of  our  affairs.” 

Herein  is  the  key  to  what  Senator  Thur¬ 
mond  has  called  the  no-win  policy.  Although 
we  now  seem  to  be  not  afraid  to  speak  of 
victory  or  winning,  we  are  willing  to  con¬ 
cede  or  retreat  to  avoid  escalating. 

The  Soviets  are,  thus,  left  completely  free 
to  escalate  any  situation  anywhere  in  the 
world.  The  United  States,  thus,  will  always 
be  on  the  defensive — fearful  of  a  thermo¬ 
nuclear  war. 

Under  Secretary  Ball  declared  that  the 
,ate  Department  sought  to  avoid  creation^ 
of  \rying  situations.  “We  attempt  to  antici, 
pates,  and,  where  possible,  prevent  the 
velopment  of  situations  which  can  resuljf  in 
a  direct. confrontation  of  the  great  powers— 
a  confrontation  that  can  readily  lead/to  the 
escalationSof  force  and  a  major  war, 

Hence,  wk  agree  with  the  Sovjet  Union 
on  a  troika  Naxrangement  for  Laos,  which 
dooms  the  souUieast  Asian  nation  to  Com¬ 
munist-domination.  Its  fatj'  awaits  only 
the  word  of  Khrushchev. 

Hence,  we  also  pressure  /6 ur  Dutch  allies 
to  surrender  West  nW  Guinea  to  Indonesia 
while  the  Dutch  werd\being  invaded. 

Hence,  we  are  willing  to  submit  Moise 
Tshombe  and  his  ind^peiMence-seeking  peo¬ 
ple  of  Katanga  to  /the  witi  of  a  disturbed 
Central  Governmeift  of  the  Congo. 

Hence,  we  alliAw  a  Germato  teenager  to 
bleed  to  death  jwithin  the  sighusnf  American 
troops,  who  could  have  gone-  to\his  rescue. 
He  was  a  viotim  of  our  no-win  policy. 

Previously  the  President  had  summoned 
Gen.  Lucius  Clay  home  because  his  vnstan- 
taneous/reaction  policy  to  Russian  pressures 
in  Berfin  might,  in  the  judgment  ofNdhe 
State/Department,  have  escalated  individual 
situations. 

inly  the  Russians  can  escalate. 

How  right  Senator  Thurmond  was  in  his 
'first  criticism.  How  right  he  is  today. 

[From  C.  F.  Childs  &  Co.  Publication,  Aug. 

20,  1962] 

What’s  New? 

In  what  was  described  as  a  major  policy 
speech  last  week,  Secretary  of  State  Dean 
Rusk  struck  back  at  those  who  have  charged 
the  State  Department  particularly  and  the# 
the  administration  in  general  with  pursuing 
a  no-win  policy  in  our  struggle  against 
worldwide  communism.  Actually,  we  do  in¬ 
deed  intend  to  win,  he  declared  firmly,  and 
surely  this  ought  to  reassure  and  comfort  all 
of  us. 

“And  as  my  colleagues  and  I  go  about  our 
business  we  have  at  our  backs  a  formidable 
array  of  military  strength  under  the  com¬ 
mand  of  a  resolute  President.  This  strength 
together  with  that  of  our  many  allies  is  ca¬ 
pable  of  defending  the  vital  interests  of  the 
free  world.” 

Three  things  are  in  question  here.  We  do 
have  the  formidable  military  strength  (or  at 
least  we  hope  so) ;  what  is  lacking  is  the  will 
to  use  it.  A  second  question  is  how  many 
allies  we  have  still,  and  the  third  is  what  is 
meant  by  “vital”  interests.  We  seem  com¬ 
pletely  capable  of  redefining  “vital”  on  short 


notice.  For  instance,  in  our  persistent  ef¬ 
forts  to  persuade  the  Russians  to  a  nuclei) 
test-ban  treaty,  we  once  considered  180  my 
itoring  stations  vital;  now  we  think 
be  enough.  The  Russians  still  think  afay  is 
too  many.  In  Berlin  we  once  insisted/on  the 
untrammeled  right  to  freedom  of  movement 
throughout  the  city;  now  we  have  no  real 
objection  to  the  existence  of  a  dividing  wall, 
provided  that  at  intervals  we  cqn  send  a  jeep 
through  it  for  a  brief  and  perilous  display  of 
the  flag.  There  are  grave  suspicions  that  the 
Berlin  crisis  is  heating  up'  for  another  ex¬ 
plosion  this  autumn. 

In  Laos  we  congratulate  ourselves — and 
exchange  congratulations  and  felicitations 
with  Nikita  Khrushchev — on  establishment 
of  a  neutralist-coalition  government  despite 
the  dismal  record  Af  preceding  achievements 
of  this  sort.  Mr:  Khrushchev  seemed  espe¬ 
cially  pleased.  An  fact,  which  should  be  a 
sufficient  wanting  to  our  side.  Recent  news 
reports  say  your  military  are  pulling  out  of 
the  country,  in  accordance  with  the  agree¬ 
ment,  but  the  Reds  have  not  yet  moved. 

Another  example  of  the  manner  of  our 
winning  is  that  of  the  settlement  imposed  in 
West/New  Guinea.  For  months  this  has  been 
described  as  a  “dispute”  over  the  territory 
which  for  134  years  had  been  administered 
fompetently  and  well  by  the  Dutch,  and  to 
which  Sukarno  of  Indonesia  had  laid  claim 
without  any  excuse  whatever  except  that  of 
a  desire  for  aggrandizement.  The  dispute 
was  settled,  under  pressure  by  the  State  De¬ 
partment  of  the  United  States.  The  Dutch 
have  agreed  to  move  out  and  let  Sukarno 
have  what  his  threats  of  aggression  have  won 
for  him.  The  part  of  the  State  Department 
in  it  cannot  be  questioned.  Many  months 
ago,  when  the  dispute  arose — that  is,  when 
Sukarno  first  declared  he  wanted  and  would 
have  West  New  Guinea — our  Government 
warned  the  Dutch  Government  not  to  at¬ 
tempt  to  reinforce  its  defenses  there  through 
channels  subject  to  our  control. 

This  was  a  naked  surrender  to  force  and 
the  threatened  use  of  force,  by  a  signatory 
to  the  U.N.  Charter.  Yet  it  was  hailed  as  a 
famous  victory,  with  toasts  and  congratula¬ 
tions  all  around  for  U  Thant  and  the  other 
negotiators. 

The  Premier  of  the  Netherlands  hardly 
can  be  blamed  for  a  certain  bitterness  of 
feeling.  The  reason  for  his  country’s  capit¬ 
ulation,  he  said,  was  that  Holland  “could 
not  count  on  the  support  of  its  allies,  and 
for  that  reason  we  had  to  sign.” 

Even  the  New  York  Times’  ordinarily  mild- 
mannered  Arthur  Krock  was  moved  to  write 
with  some  warmth. 

“To  those  who  feel  that  the  threat  of  an 
.ggressor  to  go  to  war  is  sufficient  cause  for 
t\e  United  States  to  abandon  this  historic 
policy  (i.e.,  refusal  to  abet  or  to  recognize 
successful  aggression),  and  even  assist  him 
to  gain  his  objective,  this  justification  by 
the  Government  of  its  courses  in  the  Dutch- 
IndonesiVn  dispute  will  be  sufficient.  But 
the  longeV.  this  reasoning  controls  the  for¬ 
eign  policy >of  the  United  States,  the  weaker 
will  be  its  influence  in  preserving  the  peace 
of  the  world  which  is  the  proclaimed  goal  of 
all  its  international  activities.  And  the 
of tener  the  Unite®  States  brings  pressure  on 
its  friends  and  antes  to  surrender  to  such 
aggression  as  Sukariw’s,  the  feebler  will  be 
the  alliances  with  frVe  world  nations  that 
are  the  foundations  ofNU.S.  security,” 

After  a  few  more  such  Samous  victories  for 
U.S.  foreign  policy  as  thartin  Indonesia,  Mr. 
Rusk  as  well  as  his  fellow  >fitizens  may  be 
brought  to  wonder  just  how\nany  allies  we 
really  can  count  on  in  a  pincm, 

Robert  VXn  Cleave. 


[From  the  Evening  Star,  Aug.  1SV  1962] 
Victory  and  Mr.  Rusk 
In  his  Minneapolis  address  to  the  Veterans 
of  Foreign  Wars,  Secretary  of  State  D^an 
Rusk  has  effectively  addressed  himself  to  Vl 
those  rather  numerous  critics — such  as  Senyj 
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aifeffs  Goldwater  and  Thurmond — who  have 
beei\  accusing  the  Kennedy  administration 
( and  'jaot  without  some  Justification)  of  be¬ 
ing  n limbed  by  a  “no  win”  psychology  in 
dealing  y/ith  the  Kremlin  in  the  cold  war. 
The  accusation,  according  to  the  Secretary 
is  completely  unjustified.  As  he  has  put  it: 

“We  have  a  simple  but  transcendent  goal. 
It  is,  in  President  Kennedy’s  words,  "a  peace¬ 
ful  world  community  of  free  and  independ¬ 
ent  states,  free  choose  their  own  future 
and  their  own  system,  so  long  as  it  does  not 
threaten  the  freedom  of  others.” 

"This  goal  of  ourk  *  *  *  and  the  Com¬ 
munist  goal  are  incompatible.  This  global 
struggle  will  continue  until  freedom  prevails. 
It  goes  without  saying  tha^  our  purpose  is  to 
win. 

“One  hears  now  and  theiv.  that  we  have 
a  ‘no  win’  purpose  or  politics.  That  is 
simply  not  so.  Of  course  we  intend  to  win. 
And  we  are  going  to  win.  Our  objectives  is 
a  victory  for  all  mankind.” 

At  this  point,  one  might  legitimately  josh 
and  twit  Mr.  Rusk.  After  all,  in  thmrecent 
past  (extending  over  many  months)\cen- 
sors  in  the  State  Department  have  not  per¬ 
mitted  admirals,  generals,  and  other  high 
officers  of  our  armed  services  to  speak 
bluntly,  or  as  well,  as  he  himself  has  just'' 
spoken.  The  word  “victory,”  for  example, 
the  very  word  stressed  by  the  Secretary  in 
his  impressive  Minneapolis  address,  has  been 
excised  repeatedly  by  his  underlings  from 
numerous  speeches  of  some  of  our  topmost 
military  leaders. 

Why?  Well,  according  to  an  explanation 
submitted  by  the  State  Department  last  May 
to  a  Senate  investigating  committee,  “  ‘vic¬ 
tory’  has  a  militaristic  and  aggressive  ring” 
and  it  is  therefore  unsuitable  because  it  “im¬ 
plies  an  ‘all-or-nothing’  approach  leaving 
no  room  for  accommodation.”  So  Mr.  Rusk’s 
use  of  the  word  (he  should  be  wryly  amused) 
ought  to  be  sending  tremors  of  excitement, 
if  not  dismay,  into  every  nook  and  cranny 
of  the  department’s  division  (if  it  really/ 
exists)  of  “associate  secretaries  in  charge 
watering  down  the  speeches  of  higher-uj 

Considerations  of  this  sort,  howe/er, 
should  not  be  allowed  to  obscure  the  mean¬ 
ing  of  Mr.  Rusk’s  excellent  Minneapolis  ad¬ 
dress.  For  the  address  makes  clear  (and  the 
Kremlin  would  do  well  to  compreh/nd  it) 
that  the  United  States  is  not  going!  to  sur¬ 
render  its  vital  interests  in  Berlin!  or  any¬ 
where  else.  Nikita  Khrushchev  apd  his  co¬ 
conspirators  are  making  a  momunental  and 
potentially  ghastly  mistake  if/they  think 
otherwise. 


[From  the  Evening  Star, . 
We  Take  a  Cold  War, 
(By  William  S.> 


ug.  15,  1962] 

’in  Policy 
rhite) 

a  year  and  a  half 


The  United  States,  aft( 
of  the  Kennedy  administration,  has  now 
specifically  and  unapologetically  proclaimed 
a  win  policy  in  the  colof  war. 

This,  Secretary  of  State  Dean  Rusk,  a  com¬ 
bat  veteran  of  infafftry,  has  done  in  a  speech 
before  the  Veterans  of  Foreign  Wars  in  Min¬ 
neapolis.  In  the/lomestic  sense  and  also  in 
its  relationship /to  our.  future  negotiations 
with  the  Soviet  Union,  it  is  the  most  im¬ 
portant  he  eve/ delivered. 

For  18  months  there  has  been  an  almost 
constant  ov/rtorfe  of  criticism  from  Repub¬ 
licans  and  /thers  that  this  country  was  com¬ 
mitting  itself  to  something  short  of  victory 
to  a  no-win  line. 

For  these  same  18  months  the  State  De¬ 
partment,  itself,  has  been  swept  by  under- 
tone^/of  debate  between  those  who  cried  for 
caution  and  those  who  wanted  a  plain,  hard 
declaration  saying  that  we  meant  to  do’  more 
an  merely  to  coexist  and  survive.  The 
ard  liners  have  at  last  won  the  long 
Hialog.  ° 


In  this  passage  in  Mr.  Rusk’s  speech  in/ 
Minneapolis  there  lies  the  heart  of  theii/ 
victory: 

“We  have  a  6imple  but  transcendent  go/ 

It  is,  in  President  Kennedy’s  words,  ‘a  pea 
ful  world  community  of  free  and  independ¬ 
ent  states,  free  to  choose  their  own  future 
and  their  own  system,  so  long  as  it  dqAs  not 
threaten  the  freedom  of  others.’ 

“This  goal  of  ours — and  of  mos/  of  the 
nations  of  the  world — and  the  Communist 
goal  are  incompatible.  This  glob/l  struggle 
will  continue  until  freedom  prevails.  It  goes 
without  saying  that  our  purpose!  is  to  win. 

“One  hears  now  and  then  that  we  have  a 
no-win  purpose  or  policies.  That  is  simply 
not  so.  Of  course  we  intemS  to  win.  And 
we  are  going  to  win.  Our  qfojective  is  a  vic¬ 
tory  for  all  mankind.” 

FIRST  BY  TOP  CIVIL/AN  OFFICIAL 

Never  before  had  any /op  figure  of  the  ad¬ 
ministration,  outside  the  military,  been  will¬ 
ing  to  say  simply  and  /learly  that  to  win  was 
our  purpose  and  our  oesolve. 

Those  Insisting  o nf  describing  our  aims  in 
terms  softer  than  /he  term  “win”  had  long 
had  their  way  on  Roughly  these  arguments: 
That  to  speak  baldly  of  “winning”  would  be 
to  imply  that  we!  meant  to  go  to  nuclear  war, 
,to  alarm  our  allies  ^md  to  present  ourselves 
a  falsely  truculent  position.  So  elevated 
ah  official  as/Under  Secretary  of  State  George 
Ball  put  substantially  these  arguments  be¬ 
fore  \ongr/ss  itself. 

c/nfused  by  sophistication 
The.se/6nen  were  not  truly  “soft  on  com¬ 
munism.  \  They  were,  however,  somewhat 
confused  bV  their  own  sophistication.  Too, 
they /were  tempted  to  an  excessive  stub¬ 
bornness  by  the  mere  fact  that  some — but  by 
noA^eans  all— M  those  who  were  denounc- 
‘no-win”  w^re  rightwingers,  such  as 
jfenator  Barry  Goiujwater,  of  Arizona,  and 
3trom  Thurmond,  'of  South  Carolina.  To 
some  New  Frontier  Ntypes,  of  course,  no 
rightwinger  can  possibly  be  right  about 
anything  at  all. 

All  the  same,  let  fairness  be  heard  now 
that  the  argument  is  overNand  rightly  and 
reasonably  won.  It  is  fair  do  say  that  the 
defenders  of  the  short-of -victory  slogan  were 
really  anxious  to  win  the  cord  war.  But 
it  is  equally  fair  to  say  that  thdir  critics — 
not  excluding  Senators  GoldwAteh  and 
Thurmond — served  a  very  good  purpose  here. 

There  was  always  plenty  of  reason  Y?ot  to 
permit  military  men  themselves  to  cry  up 
“win”  as  a  policy.  For,  coming  from  tlWn, 
such  a  statement  could  be  read  with  some  ap¬ 
proach  to  rational  interpretation  as  a  recom> 
mendation  for  war. 

But  for  the  highest  diplomatic  figure  of 
this  country  to  proclaim  “win”  is  entirely 
legitimate — and  also  overdue.  It  serves  to 
notify  the  increasingly  belligerent  Russians — 
or  any  unduly  timid  ally — that  we  really  do 
mean  business.  And  it  serves  to  enlarge 
what  is  already  the  happily  high  degree  of 
bipartisan  unity  in  this  country  on  the  one 
really  vital  thing — the  cold  war. 
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Mr.  MANSFIELD  obtained  the  floor. 
Mr.  PROXMIRE.  Madam  President, 
will  the  Senator  from  Montana  yield  to 
me?  I  should  like  to  ask  him  a  question. 

The  PRESIDING  OFFICER  (Mrs. 
Neuberger  in  the  chair) .  Does  the  Sena¬ 
tor  from  Montana  yield? 

Mr.  MANSFIELD.  Yes. 

Mr.  PROXMIRE.  Madam  President, 
in  this  morning’s  Wall  Street  Journal  is 
an  article  on  page  3  relating  to  the  tax 
bill.  I  should  like  to  read  a  portion  of 
it  to  the  Senator  from  Montana,  the 


majority  leader,  and  ask  him  if  it  is 
true. 

The  article  states: 

Senate  Democratic  leaders  plan  to  employ 
harsh  parliamentary  tactics  against  liberal 
efforts  to  restore  some  of  President  Kennedy’s 
recommendations  to  the  Senate  Finance 
Committee’s  version  of  the  tax-revision  bill. 

The  article  further  says: 

In  an  attempt  to  complete  Senate  action 
on  the  measure  before  the  Labor  Day  week¬ 
end,  the  Democratic  leadership — acting  with 
the  tacit  acquiescence  of  the  administra¬ 
tion — will  try  to  table,  or  kill,  most,  if  not 
all  of  the  Kennedy  proposals  being  offered 
by  liberal  Democratic  Senators  as  amend¬ 
ments  to  the  bill.  Because  a  tabling  motion 
Is  not  debatable,  this  tactic  tends  to  ac¬ 
celerate  action  by  the  slow-moving  Senate. 
Debate  on  the  measure  began  Saturday 
afternoon  and  will  continue  today. 

The  question  by  the  Senator  from 
Wisconsin  is:  Has  there  been  any  plan, 
or  has  there  been  any  agreement,  that 
the  leadership  would  move  to  cut  off  de¬ 
bate  on  the  amendments? 

This  Senator  feels  very  strongly,  as  he 
indicated  by  his  discussion  of  the  bill  on 
Saturday  last,  that  this  is  a  tremendous¬ 
ly  important  bill  which  goes  right  to  the 
heart  of  our  whole  economic  system. 

I  think  it  is  a  bill  which  will  require 
very  protracted  and  detailed  debate.  I 
think  it  would  be  most  unfortunate  if 
the  Senate,  which  is  known  as  the  great¬ 
est  deliberative  body  in  the  world,  should 
decide  to  cut  off  debate,  and  particularly 
debate  on  amendments  designed  to  re¬ 
store  the  proposals  of  the  administration 
originally  made  with  respect  to  the  tax 
bill. 

Mr.  MANSFIELD.  No;  no  agreement 
has  been  made.  I  do  not  know  anything 
about  the  story  to  which  the  Senator  re¬ 
fers,  which  he  states  is  carried  in  the 
Wall  Street  Journal. 

However,  so  far  as  the  leadership  is 
concerned,  it  would  not  foreclose  the  use 
of  tabling  motions  on  occasion.  It  is 
within  the  rules  of  the  Senate  to  use 
them.  It  has  not  been  de.cided  what 
procedure  we  shall  follow. 

I  wish  to  state,  so  long  as  the  Senator 
has  raised  the  question,  that  he  has 
written  me  a  letter  to  the  effect  that  he 
would  object  to  any  unanimous-consent 
request  seeking  to  limit  debate  on  this 
bill.  If  that  is  the  case,  and  if  there 
will  be  no  limitation,  then  of  course  the 
leadership  will  feel  free  at  any  time  to 
move  to  table  motions  or  amendments. 

Mr.  PROXMIRE.  Madam  President, 
will  the  Senator  yield  for  a  minute? 

Mr.  MANSFIELD.  If  I  may  continue, 
I  have  not  had  any  conversations  with 
anybody  in  the  administration  about 
this.  I  do  not  intend  to.  What  will  be 
done  on  this  side  will  be  done  on  my 
own  responsibility. 

Mr.  PROXMIRE.  I  say  to  the  Sena¬ 
tor  that  there  is  absolutely  no  intention 
on  the  part  of  this  Senator,  or  on  the 
pai't  of  any  Senator  of  whom  I  know,  to 
prevent  a  final  vote  on  the  bill.  We 
all  want  a  vote  on  the  bill,  one  way  or  the 
other,  up  or  down.  This  is  the  reason 
why  this  Senator  chose  Saturday  after¬ 
noon  to  make  his  long  speech.  In  that 
way  I  did  not  delay  the  bill  one  minute. 
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On  the  other  hand,  I  do  feel,  in  all 
1  fairness,  there  should  be  as  much  time 
as  possible  for  a  thorough  and  complete 
debate  on  each  of  these  very,  very  im¬ 
portant  amendments.  If  the  consider¬ 
ation  of  the  bill  does  take  a  week,  or 
even  more  than  a  week,  it  seems  to  me  it 
would  be  a  week  very  well  spent. 

Mr.  MANSFIELD.  I  assure  the  Sen¬ 
ator  that  if  tabling  motions  are  offered 
they  will  be  offered  only  after  there  is 
a  reasonable  amount  of  debate  on  the 
amendments  being  offered. 

Mr.  PROXMIRE.  I  hope  that  we  can 
get  together  on  a  reasonable  period,  so 
that  there  will  be  an  opportunity  for 
thorough  discussion,  particularly  in  view 
of  the  fact  that  there  is  absolutely  no 
intent  to  return  the  bill  to  the  committee 
or  to  delay  the  bill  for  weeks  or  to  set 
off  the  vote  until  1963.  The  intention 
is  only  to  make  sure  that  there  is  ample 
time  for  all  views  to  be  discussed.  Mem¬ 
bers  on  the  other  side  of  the  aisle  feel 
fully  as  strongly  as  Members  on  this 
side  of  the  aisle  in  respect  to  the  bill. 

Mr.  GORE.  Madam  President,  will  the 
Senator  from  Montana  yield? 

Mr.  MANSFIELD.  I  yield. 

Mr.  GORE.  I  should  like  respectfully 
to  suggest  to  the  able  and  distinguished 
majority  leader  that  if  the  time  arrives 
when  no  other  Senator  seeks  recogni¬ 
tion  to  speak  on  an  amendment,  a  motion 
to  table  would  be  unnecessary  because 
then  the  Senate  could  at  that  time  vote 
on  the  merits  of  the  amendment.  It 
would  seem  to  me  that  a  vote  directly 
upon  acceptance  or  rejection  of  the 
amendment  would  be  far  preferable  to 
a  tabling  motion. 

I  recognize  that  there  are  circum¬ 
stances  under  which  the  majority  leader 
would  feel  justified  in  resorting  to  a  mo¬ 
tion  to  lay  on  the  table.  I  am  also  con¬ 
fident  that  he  recognizes  it  is  the  most 
severe  legislative  restriction  within  the 
rule  book.  I  would  hope  that  he  would 
lean  over  backward  to  permit  votes  on 
amendments  up  or  down  on  the  merits 
rather  than  on  motions  to  table. 

I  offer  that  only  as  a  friendly  sugges¬ 
tion,  and  as  a  Member  of  the  Senate  who 
loves  this  arm  of  the  Government  and 
likes  to  see  it  proceed  to  consider  meas¬ 
ures  on  the  basis  of  substance  and 
merit. 

Mr.  MANSFIELD.  I  thank  the  Sen¬ 
ator. 

Mr.  WILLIAMS  of  Delaware.  Madam 
President,  will  the  Senator  yield? 

Mr.  MANSFIELD.  I  yield. 

Mr.  WILLIAMS  of  Delaware.  I  wish 
to  join  others  in  suggesting  that  there  be 
no  effort  to  railroad  the  bill  through 
by  tabling  amendments  without  giving 
those  offering  such  amendments  an  op¬ 
portunity  to  get  a  vote  on  the  merits  of 
their  amendments.  I  know  of  no  dis¬ 
position  on  the  part  of  any  Senator  to 
delay  consideration  of  the  bill,  if  the 
leadership  wants  it  scheduled.  However, 
as  the  leadership  knows,  several  amend¬ 
ments  will  be  offered.  Personally,  I 
think  the  administration  is  making  a 
great  mistake  to  schedule  the  bill  at  the 
present  time  because  we  have  in  our  com¬ 
mittee  the  bill  to  extend  the  Reciprocal 
Trade  Act.  I  think  that  that  is  one  of  the 
most  important  bills  now  awaiting  the 


consideration  of  the  Senate.  I  regret 
to  see  it  being  bypassed. 

Mr.  MANSFIELD.  Madam  President, 
the  administration  is  not  scheduling  the 
tax  proposal  at  the  present  time.  It  is 
being  scheduled  by  the  majority  leader 
because  it  has  been  cleared  by  both  the 
Finance  Committee  and  the  Policy  Com¬ 
mittee.  It  should  take  its  turn  on  the 
calendar.  There  is  nothing  much  else 
we  could  turn  to.  But  I  wish  to  make 
very  clear  that  it  is  not  being  done  at 
the  suggestion  or  the  desire  of  the  ad¬ 
ministration.  It  is  a  move  which  has 
been  made  solely  as  the  responsibility  of 
the  Democratic  leader. 

Mr.  WILLIAMS  of  Delaware.  •  I  ap¬ 
preciate  the  fact  that  the  majority  lead¬ 
er  is  taking  the  responsibility  for  it. 
But  I  am  still  not  unmindful  of  the  fact 
that  some  time  ago  representatives  of  the 
administration,  I  understand,  contacted 
the  chairman  of  the  committee.  He  can 
speak  for  himself ;  but  I  do  know  that  I 
was  contacted  with  the  strong  suggestion 
that  the  trade  bill  be  given  top  priority. 
There  was  a  request  and  assurance  that 
there  would  be  no  consideration  of  the 
tax  bill  until  after  the  trade  bill  was 
reported. 

Mr.  MANSFIELD.  That  is  news  to  me. 
I  was  not  contacted  in  that  way.  I  know 
of  no  such  happening.  I  do  not  doubt 
the  Senator’s  word.  I  am  sure  that  what 
he  has  stated  did  happen,  but  so  far  as 
I  am  concerned,  no  one  approached  me 
about  it. 

Mr.  WILLIAMS  of  Delaware.  I  was 
given  that  assurance,  and  the  first  indi¬ 
cation  I  had  that  the  bills  would  be 
scheduled  otherwise  was  a  newspaper 
report  that  as  a  result  of  a  meeting  at 
the  White  House  the  tax  bill  would  be 
scheduled  earlier,  thus  giving  it  priority 
over  the  trade  bill. 

This  action  may  well  jeopardize  the 
enactment  of  the  trade  bill  at  this  ses¬ 
sion. 

The  White  House  report  was  the  basis 
of  my  statement  that  the  administra¬ 
tion  was  a  party  to  the  rescheduling  of 
these  bills. 

I  have  supported  the  reciprocal  trade 
program  in  the  past,  and  I  have  every 
reason  to  think  that  I  would  support  it 
again  this  year.  However,  it  is  an  im¬ 
portant  measure  and  one  which  will  re¬ 
quire  several  days  of  work  in  executive 
session  in  our  committee.  I  would  have 
liked  to  have  seen  us  get  the  trade  bill 
before  the  Senate — at  least  on  the  cal¬ 
endar — before  Labor  Day  in  order  that 
it  could  have  been  given  prompt  consid¬ 
eration.  However,  as  the  majority 
leader  knows,  with  the  tax  bill  before  the 
Senate,  those  of  us  who  are  on  the  Fi¬ 
nance  Committee  will  now  be  required  to 
be  on  the  floor  of  the  Senate,  which 
means  that  there  can  be  no  further  seri¬ 
ous  consideration  in  the  Finance  Com¬ 
mittee  of  the  trade  bill  until  after  the 
tax  bill  is  disposed  of.  We  cannot  be  in 
both  places.  For  that  reason  only  I  make 
this  statement. 

Mr.  MANSFIELD.  I  am  not  aware  of 
any  statement  issued  by  the  White  House 
as  to  when  the  tax  bill  would  be  taken 
up.  I  can  state,  however,  that  there  was 
a  meeting  of  the  Democratic  policy  com¬ 
mittee  on  last  Tuesday.  That  was  the 


first  time  the  committee  had  an  opportu¬ 
nity  to  consider  the  tax  bill  on  the  cal¬ 
endar.  It  was  reported  by  the  policy 
committee,  I  believe,  unanimously.  Af¬ 
ter  the  policy  committee  meeting  was 
concluded,  I  informed  the  press  that  it 
was  my  intention  to  take  up  the  tax  bill 
after  certaih  other  bills  were  out  of  the 
way.  I  did  so  because  there  was  not 
much  else  on  the  calendar  to  which  we 
could  refer. 

As  far  as  meetings  are  concerned,  I 
offer  to  the  distinguished  chairman  of 
the  Finance  Committee,  the  senior 
Senator  from  Virginia  [Mr.  Byrd],  the 
use  of  the  leadership  office,  room  P-34, 
right  outside  the  Senate  Chamber,  for 
any  meetings  he  desires  to  hold  on  any 
subject,  including  the  trade  bill,  during 
the  course  of  the  consideration  of  the 
tax  bill. 

Mr.  WILLIAMS  of  Delaware.  I  ap¬ 
preciate  that.  The  majority  leader  has 
always  been  most  cooperative,  and  I  wish 
to  cooperate.  But  one  cannot  be  in  the 
office  of  the  majority  leader,  room  P.  34, 
working  on  the  trade  bill  and  at  the  same 
time  be  on  the  floor  of  the  Senate,  fol¬ 
lowing  the  debate  on  the  tax  bill. 

Mr.  MANSFIELD.  That  is  true,  but  if 
there  is  an  opportunity,  the  committee 
could  go  in  there  and  use  the  room. 

Mr.  WILLIAMS  of  Delaware.  I  sug¬ 
gest  that  during  the  period  the  tax  bill 
is  under  consideration  there  can  be  no 
further  consideration  of  the  trade  bill. 
I  am  sure  that  the  administration  recog¬ 
nizes  that.  The  members  of  the  Finance 
Committee  cannot  be  present  on  the  floor 
of  the  Senate  and  keep  informed  as  to 
what  is  going  on  here  and  at  the  same 
time  doing  their  duty  as  members  of  any 
committee  meeting  in  executive  session. 

Mr.  MANSFIELD.  That  is  a  matter 
which  the  committee  itself  must  con¬ 
sider. 

Mr.  KERR.  Madam  President,  will 
the  Senator  yield? 

Mr.  MANSFIELD.  I  yield. 

Mr.  KERR.  I  should  like  to  ask  the 
Senator  from  Delaware  if  he  knows  by 
what  authority  he  can  say  there  would 
be  no  further  consideration  in  the  Fi¬ 
nance  Committee  of  the  trade  bill  so 
long  as  the  tax  bill  is  pending  on  the 
floor  of  the  Senate? 

Mr.  WILLIAMS  of  Delaware.  Madam 
President,  will  the  Senator  from  Mon¬ 
tana  yield? 

Mr.  MANSFIELD.  I  yield. 

Mr.  WILLIAMS  of  Delaware.  I  am 
speaking  only  from  a  practical  stand¬ 
point.  The  Finance  Committee  does 
have  permission  to  continue  its  meet¬ 
ings.  I  agreed  to  that  permission  in  the 
Senate  at  the  time  it  was  requested,  and 
I  recognize  that  if  the  Finance  Commit¬ 
tee,  with  its  17  members,  insisted  on 
meeting,  they  could  get  a  quorum,  even 
though  some  of  us  were  following  the  tax 
bill  on  the  floor  of  the  Senate;  but  I  do 
not  think  they  will  take  advantage  of 
any  of  us  in  that  manner.  I  only  say 
that  I,  as  one  member  of  the  committee, 
would  regret  very  much  to  have  a  pro¬ 
cedure  adopted  by  which  meetings  of 
the  Finance  Committee  would  be  held 
simultaneously  with  consideration  of  the 
tax  bill  in  the  Senate,  thereby  depriving 
some  members  of  the  committee  of  an 
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opportunity  to  do  their  work  on  that 
bill.  I  hope  there  will  not  be  such  steam¬ 
roller  tactics  threatened  or  recom¬ 
mended  by  the  administration  at  this 
time.  This  is  not  a  national  convention. 

Mr-  KERR.  Madam  President,  will  the 
Senator  yield? 

Mr.  MANSFIELD.  I  yield. 

Mr.  KERR.  The  Senator  from  Okla¬ 
homa  is  one  who  believes  that  the 
Finance  Committee  has  the  capacity  to 
continue  to  give  consideration  to  the 
trade  bill  while  the  tax  bill  is  under  con¬ 
sideration  on  the  floor  of  the  Senate. 
The  Senator  from  Oklahoma  would  not 
agree  to  the  conclusion  that  the  Finance 
Committee  did  not  have  greater  capacity 
than  that.  The  Finance  Committee  be¬ 
gan  consideration  of  the  tax  bill  on 
April  2.  It  has  been  the  subject  of  as 
many  hearings  as  any  bill  that  I  can 
recall  ever  being  considered  by  the  com¬ 
mittee.  I  hope  there  is  room  on  the  desk 
of  each  Senator  for  all  the  volumes  of 
hearings  the  committee  produced  on  that 
subject.  The  committee  considered  the 
bill  for  weeks.  I  do  not  know  of  many 
provisions  in  the  bill  that  have  the 
unanimous  approval  of  all  members  of 
the  committee.  Every  provision  in  the 
bill  was  thoroughly  discussed,  debated, 
negotiated,  and  explored  before  conclu¬ 
sions  were  reached.  The  committee  re¬ 
ported  the  bill.  The  Senator  from  Okla¬ 
homa  is  aware  that  many  members  of 
the  committee  are  going  to  give  the  Sen¬ 
ate  an  opportunity  to  sit  in  on  the  delib¬ 
erations  on  various  features  of  the  bill 
which  may  be  both  educational  and  at 
times  inspirational. 

No  one  is  more  certain  than  the  Sen¬ 
ator  from  Oklahoma  that  the  Senate 
can,  if  it  so  chooses,  proceed  with  the 
orderly  consideration  of  the  tax  bill,  and 
that  the  Finance  Committee,  with  its 
tremendously  able  leadership  and  the 
magnificent  mental  qualification  of  the 
ranking  Republican  member  and  the  de¬ 
votion  of  all  of  its  members  on  both  sides 
of  the  aisle,  can  proceed  with  its  delibera¬ 
tions,  especially  in  view  of  the  courteous 
offer  of  the  majority  leader  that  the  com¬ 
mittee  may  use  an  office  immediately  off 
the  floor  for  its  deliberations  while  we  go 
through  whatever  may  occur  on  the 
floor,  and  each  Senator  will  reserve  the 
right,  and  probably  use  it,  to  describe  his 
views  in  connection  with  the  delibera¬ 
tions  and  actions  by  the  Senate  on  the 
tax  bill. 

Mr.  CURTIS.  Madam  President,  will 
the  Senator  yield? 

Mr.  MANSFIELD.  I  yield. 

Mr.  CURTIS.  Whatever  is  decided  by 
the  leadership,  I  certainly  will  willingly 
comply  with.  I  wish  to  point  out  one  of 
the  problems  of  having  the  Senate  Com¬ 
mittee  on  Finance  meet  at  the  same  time 
the  tax  bill  is  being  considered  on  the 
floor.  The  Senator  from  Oklahoma  can 
only  be  in  one  or  the  other  of  two  places. 
That  vail  mean  that  one  of  the  places, 
either  in  the  committee  room  or  in  the 
Senate  Chamber,  will  be  deprived  of  the 
services  of  the  Senator  from  Oklahoma. 
With  his  unusual  charm  he  can  persuade 
m  the  most  eloquent  manner.  He  has  a 
keen  mind  and  he  can  reach  back  in  his¬ 
tory  for  important  incidents  and  recite 
them.  He  knows  the  Internal  Revenue 


Code  thoroughly.  He  has  had  wide  busi¬ 
ness  experience.  I  merely  wish  to  say 
that  should  we  decide  to  operate  in  two 
places  at  the  same  time,  that  meeting 
which  is  deprived  of  the  presence  of  the 
distinguished  Senator  from  Oklahoma 
probably  will  be  able  to  get  along  with¬ 
out  him,  but  not  nearly  as  well  as  if  he 
were  present. 

Mr.  KERR.  Madam  President,  I  did 
not  know  that  Curtis  was  of  such  highly 
concentrated  Irish  origin.  The  only 
thing  this  reminds  me  of,  along  with  the 
green  color  of  the  volumes  of  the  hear¬ 
ings,  is  that  what  he  has  said  is  the 
greatest  blarney  to  which  I  have  ever 
been  subjected. 

Were  the  Senator  from  Oklahoma  able 
to  encompass  in  the'  limited  mental  di¬ 
mensions  that  he  has  the  great  knowl¬ 
edge  and  background  and  experience  the 
Senator  from  Nebraska  ascribes  to  him, 
along  with  that  of  his  own  limited  un¬ 
derstanding,  he  might  approach  the 
stature  described  so  entertainingly  and 
charmingly  by  the  Senator  from  Ne¬ 
braska. 

Mr.  WILLIAMS  of  Delaware.  Madam 
President,  will  the  Senator  from  Mon¬ 
tana  yield? 

Mr.  MANSFIELD.  I  yield. 

Mr.  WILLIAMS  of  Delaware.  I  en¬ 
joyed  the  compliments  being  exchanged 
by  the  Senator  from  Nebraska  and  the 
Senator  from  Oklahoma,  but  being  prac¬ 
tical  let  us  recognize  what  is  happening. 
As  the  majority  leader  knows,  we  are 
having  diffculty  getting  a  quorum  in  the 
committee  even  now.  The  record  will 
show  that  I  have  tried  to  cooperate  in 
getting  a  quorum  for  committee  meet¬ 
ings.  On  Friday  last  the  Finance  Com¬ 
mittee  sat  for  a  full  hour  between  10 
and  11  waiting  for  a  quorum  to  develop, 
but  we  had  to  adjourn  at  11  o’clock  be¬ 
cause  a  quorum  could  not  be  obtained. 
The  chairman  was  present  and  I  was 
present  but  we  would  not  get  a  quorum, 
and  the  meeting  had  to  adjourn. 

The  Finance  Committee  meeting 
scheduled  for  today  had  to  adjourn  again 
because  a  quorum  could  not  be  obtained. 
That  meeting  had  been  scheduled  for  10 
o’clock  this  morning.  It  was  canceled. 
Why?  The  members  of  the  Finance 
Committee  had  to  be  on  the  floor  of  the 
Senate.  That  is  the  kind  of  problem 
that  will  confront  us. 

There  are  many  sections  of  this  pro¬ 
posed  tax  bill  which  are  highly  contro¬ 
versial,  as  the  Senator  from  Oklahoma 
has  said.  Many  sections  of  the  bill  will 
require  the  full  attendance  of  members 
of  the  committee  on  the  floor  of  the 
Senate  to  discuss  them.  They  should  be 
on  the  floor  of  the  Senate  when  various 
amendments  are  being  proposed.  I  do 
not  see  how  we  can  possibly  be  in  both 
places  at  the  same  time.  I  am  pointing 
all  this  out  from  a  very  practical  stand¬ 
point.  I  have  no  intention  of  trying  to 
obstruct  the  consideration  of  either  bill, 
but  it  may  well  happen  that  we  will  not 
get  much  done  on  the  trade  bill  in  com¬ 
mittee  until  after  the  tax  bill  has  been 
disposed  of  on  the  floor  of  the  Senate. 

That  is  the  practical  situation  which 
has  developed  in  our  committee. 

We  have  a  system  of  operation  in  the 
Committee  on  Finance — and  no  one  has 
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suggested  that  we  change  it — that  if 
some  of  the  members  of  the  committee 
are  not  present  we  take  tentative  action 
only  on  proposals.  These  actions  can 
later  be  reconsidered  by  any  member 
who  was  not  present.  That  means  that 
anyone  of  the  members  may  reopen  a 
question  that  had  been  tentatively  de¬ 
cided  by  perhaps  nine  members  of  the 
committee.  The  result  will  be  that  under 
these  circumstances,  with  the  tax  bill 
being  considered  on  the  floor  and  the 
committee  trying  to  meet  on  the  trade 
bill,  actually  nothing  will  be  accom¬ 
plished  on  the  trade  bill. 

The  administration  is  well  aware  of 
that  fact,  and  unless  they  are  now 
scuttling  the  trade  bill  I  cannot  under¬ 
stand  why  they  agreed  to  set  it  aside. 

I  keep  hearing  a  persistent  rumor — I 
cannot  conceive  of  its  being  true — that 
the  administration  is  jockeying  the  trade 
bill  into  the  position  where  they  can 
settle  for  a  1-year  extension  of  the  Re¬ 
ciprocal  Trade  Act  and  then  blame  that 
decision  on  the  Congress.  I  hope  there 
is  no  substance  to  that  rumor. 

Mr.  MANSFIELD.  It  is  not  true.  The 
Senator  has  been  mentioning  that  ru¬ 
mor  several  times.  He  mentioned  it  sev¬ 
eral  times  during  the  past  week.  He 
mentioned  it  on  the  radio,  I  understand, 
in  an  interview  with  the  Senator  from 
New  York  [Mr.  Keating]  yesterday. 
There  is  absolutely  nothing  to  it.  The 
most  foolish  thing  we  could  do  would  be 
to  extend  the  Reciprocal  Trade  Act, 
since  we  would  be  legislating  on  nothing, 
because  there  is  nothing  to  extend. 

As  far  as  we  are  concerned,  we  intend 
to  take  up  the  trade  bill  once  it  is  re¬ 
ported  from  committee,  and  we  intend 
to  stay  with  it  until  it  is  disposed  of  one 
way  or  another.  It  will  not  be  set  aside. 
The  Senator  knows  that  that  is  the  way 
things  will  be  done. 

Mr.  WILLIAMS  of  Delaware.  Madam 
President,  I  am  glad  to  have  that  assur¬ 
ance.  I  assure  the  Senator  from  Mon¬ 
tana  that  I  did  not  start  that  rumor.  It 
appeared  in  the  newspaper  several  times 
last  week.  It  has  been  a  persistent  ru¬ 
mor,  and  the  action  being  taken  here 
today  lends  credibility  it.  We  are  now 
proceeding  in  a  manner  which  may  well 
jockey  us  into  that  kind  of  position. 

Mr.  MANSFIELD.  No.  The  tax  bill 
is  on  the  calendar.  I  address  an  inquiry 
to  the  Senator  from  Virginia,  the  dis¬ 
tinguished  chairman  of  the  Finance 
Committee.  Is  it  not  true  that  it  is  the 
intention  of  the  committee  to  consider 
fully  the  trade  bill  and  to  report  it  to  the 
Senate  and  to  have  it  disposed  of  on  the 
floor  of  the  Senate? 

Mr.  BYRD  of  Virginia.  Yes;  the  Sen¬ 
ator  is  correct.  I  wish  to  make  a  state¬ 
ment  on  that  point. 

As  chairman  of  the  Committee  on  Fi¬ 
nance  I  will  expedite  in  every  possible 
way  the  completion  of  the  committee’s 
work  on  the  trade  bill.  We  have  already 
had  the  hearings  on  the  bill.  Now  it  is 
a  question  of  voting  in  committee  on 
provisions  in  the  bill. 

The  chairman  of  the  Finance  Com¬ 
mittee  has  always  insisted,  and  will  con¬ 
tinue  to  insist,  that  a  quorum  be  present. 
If  a  member  of  the  committee  has  a 
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proxy  and  leaves  it,  that  would  be  count¬ 
ed  for  purposes  of  a  quorum,  of  course. 
Without  a  quorum  being  present,  we 
should  not  vote  on  these  vital  matters, 
because  the  trade  bill,  in  my  judgment, 
is  one  of  the  most  important  bills  that 
has  been  presented  to  the  Senate  during 
my  service  in  the  Senate. 

While  we  will  expedite  the  considera¬ 
tion  of  the  trade  bill  in  every  way  possi¬ 
ble,  we  must  bear  in  mind  that  the  time 
has  come  to  vote  on  the  bill  in  commit¬ 
tee,  not  to  hold  hearings.  The  hearings 
have  been  held.  It  would  be  rather 
against  my  desires,  as  the  chairman  of 
the  committee,  to  be  absent  from  the 
floor  of  the  Senate  while  the  tax  bill  is 
under  consideration. 

The  chairman  called  a  meeting  of  the 
Finance  Committee  for  10  o’clock  this 
morning.  He  did  not  know  at  the  time 
he  set  the  meeting  that  the  Senate  would 
convene  at  10  o’clock.  That  meeting  of 
the  committee  had  to  be  called  off,  as  a 
result  of  the  Senate’s  meeting  at  10. 

I  wish  to  say  to  my  friend,  my  beloved 
leader — and  I  say  with  all  sincerity  that 
he  is  one  of  the  finest  leaders,  and  most 
able  and  considerate,  that  I  have  ever 
served  with  in  the  Senate — that  I  will 
do  everything  possible  in  handling  the 
two  bills,  but  I  cannot  do  the  impossible. 
A  person  cannot  be  in  two  places  at  the 
same  time,  as  must  be  obvious  to  every¬ 
one.  We  will  do  all  we  can,  and  the 
chairman  of  the  committee  will  use  his 
office  off  the  floor  to  do  everything  he 
can. 

The  hearings  on  the  tax  bill  cover 
about  12  volumes  of  testimony,  contain¬ 
ing  4,934  pages.  The  hearings  lasted,  off 
and  on,  for  nearly  4  months.  We  heard 
200  witnesses.  As  passed  by  the  House, 
this  has  been  one  of  the  most  contro¬ 
versial  tax  bills  ever  to  come  to  the  Com¬ 
mittee  on  Finance. 

It  has  been  the  policy  of  the  commit¬ 
tee  during  all  my  time — and  I  served  on 
it  under  Senator  Harrison,  under  Sena¬ 
tor  Millikin,  and  under  Senator  George — 
to  have  full  and  complete  hearings  on 
vital  matters  referred  to  the  committee. 
This  policy  was  carried  out  in  this  case 
to  the  extent  that  we  have  nearly  5,000 
pages  of  testimony  on  the  bill.  The  com¬ 
mittee  held  some  hearings  in  the  after¬ 
noon,  as  well  as  in  the  morning.  I  be¬ 
lieve  we  have  covered  the  ground.  I  have 
brought  in  individual  views,  to  which  I 
will  refer. 

I  wish  to  say  that  I  favor  the  bill  as 
the  committee  reported  it  with  the  ex¬ 
ception  of  the  part  that  I  deal  with  in 
my  individual  views.  This  is  the  first 
time  during  my  service  on  the  committee 
that  I  have  ever  submitted  individual 
views  taking  exception  to  provisions  in  a 
committee  bill.  With  the  exception  of 
the  so-called  investment  credit  section,  I 
think  there  are  many  good  features  in 
the  bill.  In  my  opinion,  it  is  a  far  bet¬ 
ter  bill  than  the  one  which  came  from 
the  House. 


AMERICANS  OF  JAPANESE  DESCENT 
DESERVE  BETTER  TREATMENT 
FROM  INTERNAL  REVENUE 
Mr/CARROLL.  Madam  President,  I 
pleaded  today  to  add  my  support  to  the 
amendment  to  the  Revenue  Act  of  1962 


as  proposed  by  the  distinguished  Senator 
from  California  [Mr.  Kuchel]  . 

This  amendment  will,  I  hope,  receive 
the  approval  of  the  Senate  when  it  takes 
up  the  tax  bill  this  week.  The  interests 
of  fair  play  and  humanity  demand  that 
action  be  taken  now,  by  the  Congress,  to 
prevent  the  perpretation  of  yet  another 
grevious  injustice  to  American  citizens 
of  Japanese  descent. 

We  all  know  of  the  great  hardship  and 
personal  losses  suffered  by  the  Japanese- 
Americans  as  a  result  of  their  forced 
evacuation  from  the  west  coast  at  the 
beginning  of  World  War  II. 

It  is  a  source  of  lasting  embarrassment 
to  our  Nation  that  these  brave  and  loyal 
citizens  should  have  received  such  treat¬ 
ment  at  the  hands  of  the  American  Gov¬ 
ernment;  110,000  were  evacuated  from 
the  west  coast,  23,000  of  these  went  on 
to  fight  for  their  country,  and  many 
died  for  their  country.  The  record  in 
battle  of  the  courageous  and  respected 
Japanese- Americans  in  World  War  n 
Should  be  a  source  of  pride  to  all  Amer¬ 
icans,  especially  when  we  recall  that 
whfie  these  men  were  fighting,  their 
famines  were  forced  to  live  in  restricted 
prison>like  compounds.  / 

In  1948,  our  Nation,  in  the  Japanese- 
AmericanVEvacuation  Claims  Act,  pro¬ 
vided  for  compensation  payments  Xo  be 
made  to  the^e  citizens  for  the  property 
losses  which  they  sustained  during  their 
internment.  \  / 

This  compensation  can  oifly  be  token; 
for  there  is  no  waVof  compensating  for 
the  humilation  ancKmnhappiness  which 
the  forced  evacuation,  cjnised. 

Now  I  am  informed)6iat  the  Internal 
Revenue  Service  has  ruled  that  payments 
under  this  act — payments  for  loss  of 
property  because  of  Government  action — 
shall  be  treated  As  income  ha  the  pur¬ 
poses  of  taxation.  \ 

This  is  obviously  unfair.  \ 

This  is  the  Government  adding,  insult 
to  injury/  This  is  the  Government 
taking  back,  in  the  form  of  taxes,  money 
which  /he  Congress  has  determineckis 
due  m  simple  justice  to  our  Japanese^ 
American  citizens.  ' 

yot  this  reason,  I  am  pleased  to  join 
the  Senator  from  California  in  urging 
adoption  of  this  amendment. 

This  provides  that  these  payments 
shall  not  be  considered  as  taxable  in¬ 
come  by  the  Internal  Revenue  Service. 

I  hope  the  Senate  will  promptly  ap¬ 
prove  this. 

A  most  thoughtful  editorial,  endorsing 
this  proposal,  was  recently  printed  in 
the  Denver  Post.  It  sums  up  well  the 
merits  of  the  amendment.  I  ask  unani¬ 
mous  consent  to  have  it  printed  in  the 
Record  at  this  point. 

There  being  no  objection,  the  editorial 
was  ordered  to  be  printed  in  the  Record, 
as  follows: 

How  To  Fail  at  Justice  Without  Trying 
One  of  the  dark  chapters  of  American 
democracy,  which  almost  everyone  would 
“Nike  to  forget,  refuses  to  stay  closed.  The 
regrettable  mass  evacuation  of  Japanese 
Americans  from  the  west  coast  20  years  ago 
is  back  in  the  news  again  because  of  the 
understandable  but  misguided  zeal  of  the 
Internal  Revenue  Service. 

To  understand  what  this  is  all  about,  it 
is  necessary  to  review  history  briefly.  Early 
in  1942,  more  than  2  months  after  the 


Japanese  attack  on  Pearl  Harbor,  the  Nation 
began  to  hear  demands  that  resident  Jap- 
anese-Americans  be  interned  because  their 
posed  a  danger  to  national  security.  / 

Immediately  after  Pearl  Harbor  the  F/d- 
eral  Bureau  of  Investigation  roundecr  up 
all  persons  it  considered  dangerouy'  The 
FBI  felt  the  situation  was  well  in  hand,  but 
this  did  not  deter  the  zealots.  BOliticians 
took  up  the  cry.  Nearly  6  months  after 
Pearl  Harbor  the  Army  ordered/everyone  of 
Japanese  descent  removed  froai  the  western 
portions  of  Washington,  Oregon  and  Cali¬ 
fornia  as  a  military  necessity. 

Approximately  110,000  /ken,  women,  and 
children  were  evacuated/into  inland  camps, 
one  of  which  was  in  .Colorado,  another  in 
Wyoming.  Two-thirds  of  the  evacuees  were 
American  citizens.  /They  were  charged  with 
nothing  other  th/n  the  “crime”  of  being 
born  of  Japaneses  lineage.  They  were  never 
given  a  hearing. 

It  is  to  the  •  everlasting  credit  of  the 
evacuees  that  they  cooperated  With  the  pro¬ 
gram  as  th/ir  contribution  to  the  war  effort. 
Many  er/isted  in  the  Armed  Forces  and 
served  With  distinction,  even  while  their  fa- 
milieywere  stiU  detained.  Under  the  Gov- 
ernmfent’s  relocation  program  others  took 
far/i  jobs  in  the  Rocky  Mountain  West,  or 
m6ved  to  the  Midwest  and  East  and  worked 
/n  wax  industries. 

'  The  economic  loss  suffered  by  the  Jap- 
anese-Americans  as  a  result  of  the  evacua¬ 
tion  was  estimated  by  Federal  Reserve  bank 
officials  at  $400  million. 

Ten  years  ago.  Congress  voted  to  com¬ 
pensate  the  evacuees  for  their  losses.  Pat¬ 
rick  Hillings,  Congressman  from  California, 
at  the  time,  said  the  awards  were  voted  "be¬ 
cause  it  seemed  the  only  honorable  thing 
to  do  for  these  people  who  had  already  suf¬ 
fered  so  much.” 

Approximately  $36  million  was  paid  out 
under  the  program — less  than  10  inflated, 
postwar  cents  for  each  prewar  dollar. 

Congress,  unfortunately,  neglected  to 
specify  that  these  awards  were  to  be  con¬ 
sidered  Federal  bounty  and  not  taxable. 
Recently  the  Internal  Revenue  Service,  hew¬ 
ing  to  the  letter  of  the  law,  instituted  pro¬ 
ceedings  to  tax  these  awards  as  income. 

This  week  Senator  Thomas  H.  Kuchel,  of 
California,  the  Republican  whip,  introduced 
legislation  to  exempt  compensation  for  evac¬ 
uation  losses  from  Federal  income  taxes. 

The  claims  program,  Kuchel  pointed  out, 
was  the  effort  of  “an  embarrassed  Nation 
to  right  the  grievous  wrong  done  to  tens  of 
thousands  of  our  fellow  citizens  of  Japanese 
\extraction.” 

\  Kuchel’s  measure  clarifies  the  original  in- 
tekt  of  Congress.  It  deserves  approval  forth¬ 
with.  It  is  regrettable  that  the  issue  of  tax¬ 
ing  the  Federal  awards  has  come  up  at  all. 

Mr.  rJANSFIELD.  Madam  President, 
is  thereSfurther  morning  business?  I 
make  theSinquiry  because  the  chairman 
of  the  committee  is  waiting  to  make  his 
opening  statement  on  the  tax  bilL 

The  PRESIDING  OFFICER.  Is  there 
further  morning\business?  If  not,  mor¬ 
ning  business  is  (Hosed. 


ORDER  FOR  ADJOURNMENT  UNTIL 
10  A.M.  TOMORROW 
Mr.  YOUNG  of  North  Dakota.  Madam 
President,  I  should  like  to  inquire  of  the 
distinguished  majority  leader  how  long 
we  may  expect  the  Senate  to\remain  in 
session  this  evening.  \ 

Mr.  MANSFIELD.  I  would  estimate 
the  Senate  would  be  in  session  until  9 
or  10  o’clock  tonight.  We  will  assemble 
early  every  day  from  now  on  in  an 'at¬ 
tempt  to  expedite  the  business  of  tne 
Senate.  ' 
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Mr.  MANSFIELD.  Madam  President, 
I  ask  unanimous  consent  that  the  un¬ 
finished  business  be  laid  before  the  Sen¬ 
ate  and  made  the  pending  business. 

Without  objection,  the  Senate  resumed 
the  consideration  of  the  bill  (H.R.  10650) 
to  amend  the  Internal  Revenue  Code  of 
1954  to  provide  a  credit  for  investment 
in  certain  depreciable  property,  to  elimi¬ 
nate  certain  defects  and  inequities,  and 
for  other  purposes. 

PRIVILEGE  OP  THE  FLOOR 

Mr.  BYRD  of  Virginia.  Madam  Presi¬ 
dent,  I  ask  unanimous  consent  that  Miss 
Grace  Gunn  and  Mr.  James  Symons,  of 
the  staff  of  the  Joint  Committee  on  In¬ 
ternal  Revenue  Taxation,  be  granted  the 
privilege  of  the  floor  during  the  consid¬ 
eration  of  the  tax  bill. 

The  PRESIDING  OFFICER.  Is  there 
objection?  The  Chair  hears  none,  and 
it  is  so  ordered. 

Mr.  MANSFIELD.  Madam  President, 
I  suggest  the  absence  of  a  quorum. 

The  PRESIDING  OFFICER.  The 
clerk  will  call  the  roll. 

The  legislative  clerk  called  the  roll, 
and  the  following  Senators  answered  to 
their  names: 
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Aiken 

Hart 

Morse 

Allott 

Hartke 

Moss 

Beall 

Hayden 

Mundt 

Bottum 

Hickenlooper 

Muskie 

Burdick 

Hickey 

Neuberger 

Bush 

Hill 

Pastore 

Byrd,  Va. 

Holland 

Pell 

Byrd,  W.  Va. 

Humphrey 

Prouty 

Cannon 

Jackson 

Proxmire 

Carroll 

Johnston 

Randolph 

Case 

Jordan,  N.C. 

Robertson 

Chavez 

Keating 

RusseU 

Church 

Kefauver 

Saltonstall 

Clark 

Kerr 

Scott 

Cooper 

Kuchel 

Smathers 

Curtis 

Lausche 

Smith,  Maine 

Dirksen 

Long,  Mo. 

Sparkman 

Dodd 

Long,  Hawaii 

Talmadge 

Douglas 

Magnuson 

Thurmond 

Eastland 

Mansfield 

Wiley 

Ellender 

McCarthy 

Williams,  Del. 

Ervin 

McClellan 

Yarborough 

Fong 

McGee 

Young,  N.  Dak. 

Fulbright 

McNamara 

Young,  Ohio 

Gore 

Metcalf 

Gmening 

Monroney 

Mr.  HUMPHREY.  I  announce  that 
the  Senator  from  Alaska  [Mr.  Bartlett]  , 
the  Senator  from  Nevada  [Mr.  Bible], 
the  Senator  from  California  [Mr.  Engle]  , 
the  Senator  from  Louisiana  [Mr.  Long], 
the  Senator  from  Massachusetts  [Mr. 
Smith],  the  Senator  from  Mississippi 
[Mr.  Stennis],  and  the  Senator  from 
New  Jersey  [Mr.  Williams]  are  absent 
on  official  business. 

I  further  announce  that  the  Senator 
from  New  Mexico  [Mr.  Anderson],  and 
the  Senator  from  Missouri  [Mr.  Syming¬ 
ton]  are  necessarily  absent. 


Mr.  KUCHEL.  I  announce  that  tl 
Senator  from  Utah  [Mr.  Bennett],  tl 
Senator  from  Delaware  [Mr.  Boggs]  tl 
Senator  from  Maryland  [Mr.  Butler 
tne  Senator  from  Indiana  [Mr.  Cap: 


hart],  the  Senators  from  Kansas  [Mr. 
Carlson  and  Mr.  Pearson],  the  Senators 
from  New  Hampshire  [Mr.  Cotton  and 
Mr.  Murphy],  the  Senator  from  Arizona 
[Mr.  Goldwater]  ,  the  Senator  from  New 
York  [Mr.  Javits],  the  Senator  from 
Idaho  [Mr.  Jordan],  the  Senator  from 
Iowa  [Mr.  Miller],  the  Senator  from 
Kentucky  [Mr.  Morton],  and  the  Sena¬ 
tor  from  Texas  [Mr.  Tower]  are  neces¬ 
sarily  absent. 

The  Senator  from  Nebraska  [Mr. 
Hruska]  is  absent  on  official  business. 

The  PRESIDING  OFFICER.  A  quo¬ 
rum  is  present. 

Mr.  BYRD  of  Virginia.  Madam  Pres¬ 
ident,  the  bill  H.R.  10650  is  the  most 
comprehensive  measure  to  come  before 
the  Congress  since  the  1954  provision 
of  the  Internal  Revenue  Code.  Sena¬ 
tors  will  observe  on  their  desks  the  vol¬ 
umes  of  testimony  taken  by  the  com¬ 
mittee.  I  believe  there  are  12  volumes 
of  the  record,  containing  nearly  5,000 
pages  of  testimony  given  by  more  than- 
200  witnesses,  indicating  opposition  to 
many  sections  of  the  bill  and  also  the 
importance  of  it. 

The  bill  contains  a  number  of  provi¬ 
sions  which  would  close  loopholes.  I 
wish  that  more  were  closed.  Those  pro¬ 
visions  I  favor. 

But,  unfortunately,  the  bill  also  con¬ 
tains  a  provision  which  would  open  up 
one  of  the  largest  loopholes  that  has  ever 
been  written  into  law,  to  my  knowledge. 

I  refer  to  investment  credit.  I  am  op¬ 
posed  to  the  investment  credit  because 
it  is  discriminatory  and  because  its  value 
and  need  as  a  stimulant  to  so-called  eco¬ 
nomic  growth  are  both  questionable  and 
doubtful,  and  because  it  would  substan¬ 
tially  increase  the  budget  deficit. 

If  we  should  allow  the  proposed  in¬ 
vestment  credit  on  the  purchase  of  ma¬ 
chinery  and  equipment,  it  would  natur¬ 
ally  follow  that  we  must  later  allow  it 
for  buildings,  because  it  is  not  sensible 
to  think  that  businessmen  would  put 
new  machinery  into  antiquated  build¬ 
ings. 

Again,  it  would  undoubtedly  be  very 
much  more  favorable  to  big  business 
than  to  small  business  because  big  busi¬ 
ness  more  often  is  operating  at  a  profit. 
There  would  be  no  benefit  in  the  pro¬ 
posed  tax  credit  unless  one  did  make  a 
profit.  The  credit  might  be  carried  for¬ 
ward  under  the  bill,  or  something  like 
that,  but  one  must  have  a  profit  and 
establish  a  tax  in  order  to  deduct  from  it 
the  proposed  tax  credit. 

Since  the  bill  passed  the  House,  the 
administration  has  issued  regulations 
under  which  depreciation  deductions  are 
substantially  increased.  That  I  favor. 
That  will  be  stimulant  to  investment  in 
machinery  and  new  plants.  The  regula¬ 
tion,  which  I  believe  was  issued  on  July 
11,  is  estimated  to  lose  $1,500  million  of 
tax  revenue.  The  investment  credit 
would  reduce  the  revenue  by  $1,200  mil¬ 
lion,  making  a  total  of  $2,700  million  for 
the  same  general  plan  of  benefits,  all  of 
which,  as  it  now  appears  to  me,  would 
probably  be  added  to  the  public  debt. 

For  the  first  time  in  my  30  years  of 
membership  on  the  Senate  Finance 
Committee  I  have  found  it  necessary  to 
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present  a  minority  statement  on  a  bill 
reported  by  the  committee.  The  com¬ 
mittee  adopted  the  investment  credit 
provisions  by  a  vote  of  10  to  7.  In  the 
minority  views  I  was  joined  by  the  Sen¬ 
ator  from  Tennessee  [Mr.  Gore],  the 
Senator  from  Delaware  [Mr.  Williams], 
and  the  Senator  from  Nebraska  [Mr. 
Curtis].  By  reason  of  that  I  have  sub¬ 
mitted  individual  views  I  felt  it  was  ap¬ 
propriate  for  me  to  request  the  very  able 
ranking  Democratic  member  of  the  Sen-  1 
ate  Finance  Committee,  the  Senator 
from  Oklahoma  [Mr.  Kerr],  to  report 
the  bill  to  the  Senate,  which  he  has  done. 

Madam  President,  I  commend  the  dis¬ 
tinguished  Senator  from  Wisconsin  [Mr. 
Proxmire],  who  is  a  cosponsor  of  an 
amendment  that  would  eliminate  the  so- 
called  investment  credit  provisions  from 
the  pending  bill. 

I  commend  the  Senator  from  Wiscon¬ 
sin  for  the  presentation  which  he  made 
on  Saturday  in  behalf  of  the  amend¬ 
ment  and  against  the  investment  credit 
provisions.  His  analysis  of  the  situation 
was  accurate.  It  was  exhaustive  and 
able,  and  his  arguments  were  forceful. 
His  position  is  correct.  I  am  pleased  to 
be  associated  with  him  in  that  effort. 
The  Senate  and  the  public  is  indebted 
to  him  for  stating  the  opposition  to  the 
investment  credit  provisions  so  clearly 
and  so  fully. 

The  Senator  from  Wisconsin  [Mr. 
Proxmire]  appeared  before  the  Senate 
Committee  on  Finance  in  opposition  to 
the  investment  credit  and  made  an  ex¬ 
tremely  able  argument. 

Madam  President,  I  wish  to  read  my 
minority  views  which,  as  I  said,  I  signed 
with  great  reluctance,  breaking  a  policy 
of  mine  for  30  years. 

The  minority  views  are  as  follows : 

We  oppose  section  2  of  the  1962  revenue 
bill  (H.R.  10650)  which  would  give  a  7-per¬ 
cent  tax  credit  to  segments  of  business  for 
investment  in  new  machinery  and  equip¬ 
ment. 

Our  opposition  to  this  section  of  the  bill 
is  based  on  firm  convictions  after  full  con¬ 
sideration  of  views  expressed  by  competent 
witnesses  in  exhaustive  hearings,  and  those 
expressed  in  voluminous  correspondence 
from  the  general  public. 

We  have  given  closest  possible  study  to 
statements  in  behalf  of  the  administration’s 
recommendations  made  before  the  Senate 
Finance  Committee  which,  in  some  respects, 
are  at  variance  with  provisions  now  in  the 
section. 

Before  adopting  the  “investment  credit” 
(sec.  2)  provisions  as  reported,  the  Senate 
must  consider  the  fact  that  the  Internal 
Revenue  Service  on  July  11,  1962,  substan¬ 
tially  revised  its  regulations  to  accelerate 
regular  depreciation. 

Which,  as  I  have  said,  would  cost  the 
Treasury  $1,500  million. 

Our  position — 

That  is,  the  signers  of  the  minority 
views — 

is  in  accord  with  views  of  a  vast  number  of 
citizens,  including  those  representing  in-_ 
dustry,  business,  labor,  %nd  agriculture' 
throughout  the  Nation,  who  have  testified 
and  counseled  for  rejection  of  the  provisions 
of  section  2. 

Hearings  on  the  pending  bill  were  held 
over  a  period  of  4  months,  and  a  substantial 
portion  of  the  testimony  taken  was  directed 
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to  section  2.  Generally,  our  conclusions  may 
be  summarized,  but  the  detail  must  be  con¬ 
sidered,  too. 

In  summary,  we  oppose  “investment 
credit”  as  it  would  be  provided  by  section  2 
for  numerous  reasons  including  the  facts 
that — 

( 1 )  It  would  be  a  subsidy  in  the  nature  of 
a  windfall  to  be  given  to  businesses  which 
comply  with  a  Government  policy. 

As  I  have  stated,  the  big  business, 
which  most  often  makes  a  profit,  would 
get  more  benefits  than  the  smaller  busi¬ 
ness. 

I  continue  to  state  the  minority  views : 

(2)  It  would  be  discriminatory  in  its  ap¬ 
plication  among  various  businesses,  even 
among  those  similar  in  kind. 

(3)  Its  value  and  its  need  as  a  stimulant 
to  so-called  economic  growth  are  both 
questionable  and  doubtful. 

(4)  Its  continuing  cost  would  be  heavy 
and  it  would  increase  the  Federal  deficit  in 
the  current  fiscal  year. 

I  will  repeat  what  I  said  in  the  begin¬ 
ning.  If  we  provide  an  investment  credit 
for  the  installation  of  machinery,  it 
naturally  follows  that  we  shall  have  to 
provide  an  investment  credit  for  build¬ 
ings,  because  if  buildings  were  anti¬ 
quated,  it  is  not  likely  that  a  business 
man  with  judgment  would  install  new 
machinery  in  an  old  building. 

I  continue  to  read  from  the  report: 

WOULD  INCREASE  DEFICIT 

There  was  a  Federal  deficit  of  $6.3  bil¬ 
lion  in  fiscal  year  1962  which  ended  June  30. 
There  will  be  another  deficit  in  the  current 
fiscal  year  which  started  July  1.  The  “in¬ 
vestment  credit”  provisions  in  H.R.  10650 
would  increase  the  1963  deficit  by  $630  mil¬ 
lion  (net) . 

The  staff  of  the  Joint  Committee  on  In¬ 
ternal  Revenue  Taxation,  using  officially 
budgeted  expenditures,  estimates  that — 

(1)  The  Federal  deficit  in  the  current  fis¬ 
cal  year  1963  will  be  more  than  $3.9  billion, 
excluding  the  effect  of  this  bill. 

In  my  judgment,  this  estimate  is  too 
low,  because  the  shock  that  has  occurred 
in  the  stock  market  will  unquestionably 
reduce  income  in  this  fiscal  year,  and 
thereby  reduce  the  receipts  from  taxes 
on  income. 

Second,  the  Federal  deficit  would  be 
increased  by  a  total  of  more  than  $1 
billion  if  H.R.  10650  as  passed  by  the 
House  of  Representatives  were  enacted. 

Third,  the  Federal  deficit  estimate 
would  have  to  be  increased  by  a  total  of 
$630  million  net  if  the  bill  as  reported  by 
the  Senate  Finance  Committee  were 
enacted,  with  the  investment  credit  pro¬ 
vision. 

If  H.R.  10650,  in  either  the  House  or 
the  Senate  committee  version,  were  en¬ 
acted,  a  substantial  portion  of  the  esti¬ 
mated  increase  in  the  Federal  deficit 
would  be  directly  attributable  to  the  ef¬ 
fect  of  the  investment  credit  provision 
alone.  The  joint  committee  staff  esti¬ 
mates  that  under  the  House-passed  ver¬ 
sion  of  the  investment  credit  provision, 
revenue  in  fiscal  year  1963  would  be  re¬ 
duced  by  $1.3  billion;  and  under  the 
Senate  committee  version  of  the  invest¬ 
ment  credit  provision,  revenue  in  fiscal 
year  1963  would  be  reduced  by  $650  mil¬ 
lion  gross. 

If  the  investment  credit  provisions  of 
section  2  remain  in  the  bill  and  the 


measure  is  enacted,  they  will  become 
permanent  in  the  law.  For  this  reason 
it  is  appropriate  for  the  Senate  to  exam¬ 
ine  the  long-range  budgetary  effects. 

When  this  is  done,  the  enormousness 
of  the  revenue  loss  becomes  even  more 
clear,  and  the  budgetary  effect  becomes 
even  more  significant.  Extending  appli¬ 
cation  of  the  investment  credit  provi¬ 
sions  over  an  11-year  period,  from  1962 
to  1972,  the  Joint  Committee  staff  finds 
that  business  tax  liabilities  would  be 
reduced  during  that  period  by  $21  billion 
under  the  House-passed  version;  and 
business  tax  liabilities  would  be  reduced 
in  that  period  by  $15.6  billion  under  the 
Senate  committee  version. 

I  may  say  that  the  Senate  committee 
amended  the  tax  credit  provision  so  that 
the  revenue  loss  would  be  less  than  under 
the  House  bill. 

Revenue  loss  resulting  from  applica¬ 
tion  of  the  new  depreciation  guidelines 
made  effective  by  the  Treasury  Depart¬ 
ment  on  July  11,  1962,  would  be  in  addi¬ 
tion  to  the  revenue  loss  resulting  from 
the  investment  credit  provisions  in  the 
bill  if  they  were  enacted. 

The  Treasury  has  estimated  that  in 
the  first  year  of  operation  the  recent  re¬ 
visions  in  Internal  Revenue  Service  rules 
on  depreciation  will  result  in  a  reduc¬ 
tion  in  business  tax  liabilities  of  $1.5 
billion.  Estimates  for  subsequent  years 
have  not  been  made. 

Let  us  see  what  is  wrong  in  principle 
with  the  investment  credit  provision. 

The  investment  credit  proposed  in 
section  2  of  the  pending  bill  is  wrong 
in  principle.  It  would  be  discriminatory 
in  its  application.  It  would  do  harm  to 
our  tax  structure.  It  is  a  new  gimmick, 
and  will  add  nothing.  It  would  not 
achieve  so-called  growth  in  investment. 
It  it  is  not  needed  under  existing  con¬ 
ditions. 

Under  terms  of  the  bill,  those  com¬ 
plying  with  the  investment  credit  pro¬ 
visions  would  be  entitled  to  a  tax  credit 
which  could  be  offset  directly  against 
income  tax  liability.  Coupled  with 
depreciation,  investment  credit  would 
return  to  the  investor  more  than  he 
paid  for  the  asset. 

I  mean  by  that  that  under  the  depre¬ 
ciation  laws  a  person  is  permitted  to 
deduct  only  the  cost  of  the  article,  what¬ 
ever  it  may  be — machinery  or  anything 
else.  Under  the  bill,  as  amended  by  the 
Committee  on  Finance,  there  would  be 
an  additional  reduction  because  it  is  a 
credit,  and  not  a  deduction.  Income  tax 
is  generally  estimated  at  52  percent.  So 
that  instead  of  being  a  deduction,  the 
person  who  would  acquire  this 
machinery,  and  so  forth,  would  get  a 
tax  credit  of  more  than  the  actual  cost. 

Mr.  GORE.  Madam  President,  will 
the  Senator  yield? 

Mr.  BYRD  of  Virginia.  I  yield. 

Mr.  GORE.  Did  not  the  senior  Sen¬ 
ator  from  Virginia,  like  the  junior  Sen¬ 
ator  from  Tennessee,  though  feeling 
that  the  recent  revision  of  the  deprecia¬ 
tion  schedule  may  have  been  overly 
generous,  lend  his  support  to  this  new 
approach  to  depreciation? 

Mr.  BYRD  of  Virginia.  Yes,  I  did. 
I  thought  that  was  the  proper  way  to 


approach  it.  That  would  hold  the  figure 
down  to  100  percent,  as  the  Senator 
knows,  but  under  this  provision  the  in¬ 
vestment  credit  would  in  effect  provide 
depreciation  in  excess  of  100  percent. 

Mr.  GORE.  As  the  Senator  knows, 
the  depreciation  schedule  now  in  effect 
is  so  generous  that  a  businessman  can 
write  off  a  new  automobile  entirely  in 
3  years. 

Mr.  BYRD  of  Virginia.  The  Senator 
is  correct. 

Mr.  GORE.  Like  the  Senator  from 
Virginia,  I  thought  that  the  regulations 
on  depreciation  needed  attention,  and 
have  needed  it  for  some  time.  I  felt 
that  if  the  new  regulations  are  not  suf¬ 
ficiently  generous,  the  Treasury  Depart¬ 
ment  has  authority  from  the  committee 
and  Congress  to  be  more  generous  than 
the  regulations  that  have  been  issued. 
Is  that  correct? 

Mr.  BYRD  of  Virginia.  The  Senator 
from  Tennessee  is  correct. 

Mr.  GORE.  Is  it  not  reasonable  to 
assume  that  the  Treasury  Department, 
in  revising  the  depreciation  schedule, 
was  as  generous  as  it  felt  justified  in 
issuing  the  new  regulations? 

Mr.  BYRD  of  Virginia.  I  agree  with 
the  Senator  from  Tennessee. 

Mr.  GORE.  I  would  like  to  ask  the 
Senator,  if  that  be  true,  what  justifica¬ 
tion  is  there  now  for  piling  on  top  of 
that  perhaps  another  $1  y2  billion  of  so- 
called  investment  credit? 

Mr.  BYRD  of  Virginia.  There  is  no 
justification  for  it.  For  that  reason  I 
joined  the  Senator  from  Tennessee  in 
signing  individual  views.  One  of  the 
things  the  Senate  should  understand  as 
to  this  particular  class  of  people  is  that 
they  would  get  the  investment  credit  to 
provide  depreciation  of  more  than  100 
percent,  not  100  percent,  in  accordance 
with  the  regular  schedule.  Is  that 
correct? 

Mr.  GORE.  That  is  correct.  I  should 
like  to  ask  the  Senator  if  it  is  not  true 
that  under  the  bill  before  the  Senate  and 
under  the  majority  report  interstate  gas 
pipelines  receive  a  7-percent  investment 
credit. 

Mr.  BYRD  of  Virginia.  That  is  cor¬ 
rect.  Slot  machines  would  receive  it, 
too.  Anything  that  is  bought  in  the 
way  of  equipment  would  receive  it.  One 
could  use  slot  machines  for  gambling  and 
get  the  credit. 

Mr.  GORE.  I  am  not  sure  that  all 
Members  of  the  Senate  realize  to  what 
extent  effective  legal  meaning  is  given 
to  the  provisions  of  a  tax  law  that  is 
proposed  by  the  majority  report,  which 
accompanies  such  a  bill.  I  am  sure  the 
Senator  will  attest  to  the  legal  applica¬ 
tion  of  a  Senate  committee  report  with 
reference  to  its  intention. 

Mr.  BYRD  of  Virginia.  It  does  have 
great  legal  effect  in  the  courts. 

Mr.  GORE.  Madam  President,  will 
the  Senator  yield  further? 

Mr.  BYRD  of  Virginia.  I  yield. 

Mr.  GORE.  I  should  like  to  read  from 
page  155  of  the  report; 

Specific  examples  of  qualifying  property 
which  normally  would  be  used  as  an  in¬ 
tegral  part  of  one  of  the  specific  activities 
are  blast  furnaces,  oil  and  gas  pipelines,  and 
railroad  tracks  and  signals.  Fences  will 
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qualify  as  section  38  property  where  used  as 
an  integral  part  of  a  specified  activity  as,  for 
example,  where  us  eel  in  connection  with 
the  raising  of  livestock. 

Now  I  turn  to  page  14  of  the  report: 

Public  utility  property  is  taken  into  ac¬ 
count  as  qualified  investment  at  three- 
sevenths  of  the  amount  otherwise  allowable. 


The  Senator  had  previously  stated 
that  utilities  which  are  under  regulation 
receive  not  7  percent,  but  3  percent. 

Mr.  BYRD  of  Virginia.  That  is  cor¬ 
rect. 

Mr.  GORE.  But  as  I  read  paragraph 
4  on  page  .14,  it  will  be  seen  that  ap¬ 
parently  the  report  makes  an  exception 
lor  gas  pipelines. 

Mr.  BYRD  of  Virginia.  From  what 
page  was  the  Senator  reading? 

Mr.  GORE.  From  page  14. 

Mr.  BYRD  of  Virginia.  I  have  been  a 
Member  of  the  Senate  for  a  long  time, 
but  I  have  never  seen  on  Senators’  desks 
so  many  documents  pertaining  to  one 
bill. 

Mr.  GORE.  I  should  like  to  read  the 
fourth  paragraph,  on  page  14: 

Public  utility  property  is  taken  into  ac¬ 
count  as  qualified  investment  at  three- 
sevenths  of  the  amount  otherwise  allowable. 
Thus,  in  the  case  of  4-  or  5-year  public  utility 
property,  one-seventh  of  the  investment  is 
taken  into  account;  in  the  case  of  6-  or  7- 
year  property,  two-sevenths  of  the  invest¬ 
ment  is  taken  into  account;  in  the  case  of 
property  with  a  life  of  8  years  or  more,  three- 
sevenths  is  taken  into  account.  This  means 
that  in  the  case  of  public  utility,  property 
with  an  expected  useful  life  of  8  years  or 
more,  in  effect  a  3-percent  credit  is  allowed. 
Public  utility  property  for  this  purpose 
means  property  used  predominantly  in  an 
electrical  energy,  water  or  sewage  disposal 
business,  a  local  gas  distribution  business,  a 
telephone  business,  or  a  domestic  telegraph 
business,  but  only  if  the  rates  involved  in 
all  of  these  cases  are  subject  to  regulation 
by  a  governmental  agency  or  commission. 


I  am  advised  by  technicians  that  gas 
pipelines  will  receive  7  percent.  Does 
the  Senator  confirm  that  understand¬ 
ing? 

Mr.  BYRD  of  Virginia.  I  think  the 
Senator  from  Tennessee  is  correct. 
That  means,  actually,  more  than  100 
percent  of  its  cost  because  under  exist¬ 
ing  law  and  Internal  Revenue  Service 
regulations  the  cost  of  plant,  machinery, 
and  equipment  generally  may  be  depre¬ 
ciated  100  percent  over  a  specified  pe¬ 
riod. 

Under  existing  law  and  Internal  Rev¬ 
enue  Service  regulations  the  cost  of 
plant,  machinery,  and  equipment  gen¬ 
erally  may  be  depreciated  100  percent 
over  specified  periods;  and  depreciation 
has  been  accelerated  under  the  new  rules 
now  in  force. 

The  regulation  issued  by  the  Internal 
Revenue  Service  on  July  11  made  the 
largest  increase  in  the  depreciation  al¬ 
lowance  at  one  time  that  I  have  known 
in  my  service  in  the  Senate. 

Under  the  current  administration  pro¬ 
posal  and  House  bill  provisions  “invest¬ 
ment  credit”  for  new  machinery  and 
equipment  would  be  in  addition  to  100- 
percent  depreciation.  Under  the  Senate 
committee  version  of  the  bill  the  “invest- 

C5^dit  would  be  in  addition  to  93- 
peicent  depreciation. 


The  administration  proposed  an  8-per¬ 
cent  investment  credit  (with  public 
utilities  excluded)  on  new  machinery 
and  equipment  in  addition  to  100  per¬ 
cent  depreciation.  The  effect  of  this 
would  be  to  give  investors  generally  116 
percent  of  what  they  paid  for  the  asset. 

The  House  bill  generally  would  give  a 
7-percent  investment  credit  for  new 
machinery  and  equipment,  with  a  3- 
percent  credit  for  public  utilities,  in 
addition  to  100-percent  depreciation. 
This  would  allow  investors  up  to  114  per¬ 
cent  of  what  they  paid  for  the  asset. 

The  Senate  committee  bill  generally 
would  give  a  7-percent  investment 
credit  for  new  machinery  and  equip¬ 
ment,  with  3  percent  for  public  utilities, 
in  addition  to  93  and  97  percent  depreci¬ 
ation,  respectively.  This  would  allow  in¬ 
vestors  up  to  107  percent  of  what  they 
paid  for  the  asset. 

Evidence  given  in  hearings  on  this  bill 
clearly  shows  that  investment  credit 
is  both  wrong  in  principle  and  unneces¬ 
sary.  Numerous  witnesses,  including 
those  representing  four  major  segments 
of  the  economy,  opposed  the  principle  in¬ 
volved. 

In  view  of  the  testimony  in  the  pub¬ 
lished  record  on  this  proposal,  it  is  diffi¬ 
cult  to  understand  the  persistence  of  the 
investment  credit  advocates.  Leaders 
of  industry,  business,  labor,  and  agricul¬ 
ture  all  have  appeared  before  the  Senate 
Finance  Committee  to  oppose  it. 

Stanley  H.  Ruttenberg,  research  di¬ 
rector,  AFL-CIO,  urged  the  committee  to 
“delete  this  provision  from  the  bill,”  be¬ 
cause  those  he  represented  thought: 

It  is  a  multibillion  dollar  windfall  that 
will  not  really  contribute  anything  to  our 
national  goals  and  will  not  relieve  our  bal- 
ance-of-payment  problems  as  it  is  claimed. 

Walter  Slowinski,  appearing  in  behalf 
of  the  U.S.  Chamber  of  Commerce,  with 
respect  to  the  investment  credit  provi¬ 
sions,  said: 

The  chamber  again  recommends  against 
the  adoption  of  this  novel  and  untried  pref¬ 
erential  tax  credit  subsidy  for  business.  It 
is  also  unnecessarily  complex,  and  it  will  be 
difficult  to  administer. 

Harold  H.  Scaff,  chairman,  tax  com¬ 
mittee,  National  Association  of  Manu¬ 
facturers,  said: 

Investment  credit  would  simply  provide 
reduction  in  effective  tax  rates  for  taxpayers 
who  use  their  income  and  other  funds  as  the 
Government  thinks  is  best  for  the  economy 
at  a  particular  time. 

There  has  been  a  tendency  to  promote  and 
discuss  the  investment  tax  credit  apart  from 
the  price  which  it  would  exact  in  terms  of 
other  changes  in  the  tax  law.  Even  with¬ 
out  the  exaction  of  such  a  price,  we  would 
oppose  the  credit  for  the  reasons  set  forth  in 
the  appendix  attached  hereto.  Very  simply, 
we  believe  that  tax  reductions  should  be 
afforded  by  direct  means.  We  would  take 
this  position  even  if,  in  our  opinion,  all  of 
the  other  provisions  of  H.R.  10650  constituted 
sound  tax  policy. 

Charles  B.  Shuman,  president,  Ameri¬ 
can  Farm  Bureau  Federation,  took  the 
position  that — 

These  provisions  are  both  unsound  and 
likely  to  have  a  number  of  undesirable  ef¬ 
fects.  It  would  be  far  better  to  liberalize  the 
treatment  of  depreciation  and  work  toward  a 
general  reduction  in  income  tax  rates. 


The  proposed  investment  credit  is  a  selec¬ 
tive  form  of  tax  relief — in  reality  a  sub¬ 
sidy.  *  *  *  The  result  would  be  to  give  some 
taxpayers  a  competitive  advantage  at  the  ex¬ 
pense  of  others 

Although  the  Farmers  Union  did  not 
send  a  representative  to  testify  directly 
before  the  Finance  Committee,  a  com¬ 
munication  signed  by  James  G.  Patton, 
president,  National  Farmers  Union,  pub¬ 
lished  in  the  Congressional  Record  of 
March  29,  1982  (p.  4984),  said: 

Urge  your  influence  to  delete  provision  giv¬ 
ing  huge  private  corporations  operating  at 
less  than  full  capacity  over  $1*4  billion  and 
private  electrical  power  monopoly  over  $100 
million  in  tax  subsidies  which  would  result 
in  the  flight  of  capital  overseas  and  further 
aggravate  the  dollar  crisis. 

The  investment  credit  proposal  would 
be  discriminatory  in  obvious  respects.  It 
would  discriminate  against  companies 
which  were  recently  modernized,  against 
poorer  companies,  and  against  companies 
needing  new  buildings  with  or  without 
new  machinery  and  equipment. 

The  very  fact  that  the  investment 
credit  would  give  special  tax  reductions 
only  to  companies  able  and  willing  to 
invest  in  new  machinery  and  equipment 
means  that  those  who,  for  any  reason, 
were  unable  to  make  such  investments 
would  be  subjected  to  discrimination. 
Struggling  small  companies  unable  to 
provide  investment  funds  which  would 
enable  them  to  qualify  under  this  pro¬ 
posal  would  not  be  eligible  to  receive  the 
credit;  but  their  very  prosperous  com¬ 
petitors  would  reap  a  windfall  from  the 
Federal  Government,  through  this  spe¬ 
cial  tax  treatment. 

None  of  the  proposals  in  the  Senate 
committee’s  version  of  the  bill  or  in  the 
House  version  of  the  bill  would  give  in¬ 
vestment  credit  for  new  buildings  or 
structural  components.  But  it  is  difficult 
to  imagine  that  such  companies  would 
install  expensive,  modern  machinery 
and  equipment  in  old,  outmoded  build¬ 
ings.  Madam  President,  I  predict  that 
if  the  proposed  tax  credit  is  given  for 
new  equipment  and  machinery,  it  will 
necessarily  follow  that  we  shall  have  to 
include  new  buildings,  because  no  busi¬ 
nessman  with  commonsense  would  in¬ 
stall  a  considerable  amount  of  new  ma¬ 
chinery  in  an  antiquated  building.  So 
if,  as  would  necessarily  follow,  we  would 
also  have  to  include  an  allowance  for 
the  new  buildings,  the  total  cost  would 
be  enormous. 

Plans  for  new  facilities  contemplated 
by  advocates  of  the  credit  are  formu¬ 
lated  far  in  advance.  Many  of  those 
who  would  benefit  from  the  proposal 
would  have  developed  their  improve¬ 
ments  without  the  incentive  of  invest¬ 
ment  credit.  These  businessmen  do  not 
decide  all  of  a  sudden  to  spend  $100 
or  $500  million  or  any  other  consider¬ 
able  amount  on  such  developments.  In¬ 
stead,  their  plans  are  made  long  in  ad¬ 
vance.  In  such  cases,  the  credit  would 
be  of  questionable  value  as  a  stimulant 
to  economic  growth. 

On  the  other  hand,  the  proposal  offers 
neither  incentive  nor  immediate  means 
of  expansion  for  companies  which  are 
hard  pressed  for  capital.  If  the  admin- 
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istration  and  the  Congress  desire  to  give 
aid  to  the  corporations,  it  would  be  far 
better  to  do  so  by  means  of  a  reduction 
in  the  corporate  tax  in  an  amount  v/hich 
would  develop  a  loss  equivalent  to  that 
which  would  be  experienced  from  the 
proposed  investment  credit,  because  an 
across-the-board  reduction  in  the  cor¬ 
poration  tax  would  apply  to  all  corpora¬ 
tions,  in  accordance  with  their  profits. 

A  recent  McGraw-Hill  survey  devel¬ 
oped  the  consensus  that  this  investment 
credit  proposal  would  increase  1962  in¬ 
vestments  by  only  about  $300  million,  or 
1  percent.  This  raises  the  question  of 
the  effectiveness  of  section  2  as  a  stimu- 
lent  for  increased  investment.  Of  course, 
the  loss  would  come  in  later  years,  inas¬ 
much  as  this  proposal  would  be  a  perma¬ 
nent  part  of  the  tax  system. 

Witnesses  before  the  Finance  Commit¬ 
tee  also  raised  the  question  as  to  the  ef¬ 
fectiveness  of  investment  credit  in  this 
respect.  For  example,  Augustus  W.  Kel¬ 
ley,  representing  the  Proprietary  Asso¬ 
ciation,  said: 

The  theory  of  the  tax  incentive  in  our 
opinion  is  based  on  the  false  premise  that 
business  investments  are  motivated  substan¬ 
tially  by  tax  considerations.  In  our  indus¬ 
try,  and  we  believe  it  is  typical  of  other's, 
the  decision  whether  or  not  to  invest  in  new 
machinery  and  equipment  is  based  primarily 
on  pure  business  consideration.  Simply 
stated,  we  are  not  going  to  spend  $1  just 
because  the  Government  gives  us  7  cents. 

In  other  words,  a  company  which  in¬ 
stalled  new  machinery  and  expanded  its 
plant  would  have  to  be  certain  that  it 
would  find  a  market  for  what  it  pro¬ 
duced. 

Otis  H.  Ellis,  speaking  for  the  National 
Jobbers  Council;  said: 

This  tax  credit  will  not  be  enough  to  in¬ 
duce  a  single  jobber  to  buy  one  item  more 
than  what  he  would  otherwise  have  pur¬ 
chased. 

The  McGraw-Hill  survey,  previously 
referred  to,  indicates  that  without  the 
investment  credit  business  invest¬ 
ments  in  plant  and  equipment  this  year 
may  be  expected  to  reach  some  $38  bil¬ 
lion.  This  would  be  $1  billion  more 
than  the  previous  record  set  in  1957. 

If  $38  billion  is  spent  in  new  plant 
and  equipment  this  year,  it  will  exceed 
such  investments  of  last  year  by  $3.5  bil¬ 
lion  or  11  percent:  and  the  same  survey 
finds  reason  to  expect  continuing  high 
level  of  investment  for  the  period  of 
1963-65 — provided  businessmen  have 
confidence  in  the  future  of  business  and 
provided  they  think  they  can  sell  what 
they  produce. 

Madam  President,  at  this  point  let  me 
state  that  what  the  businessmen  of  the 
country  need  is  confidence — confidence 
that  the  dollar  will  not  be  devalued,  con¬ 
fidence  that  those  in  Washington  will  not 
take  sides  against  business,  but  that  will 
adopt  in  regard  to  business  substantially 
the  same  policy  thay  have  adopted  in 
regard  to  labor,  and  confidence  that  the 
budget  will  be  balanced. 

Madam  President,  I  have  talked  so 
often  about  the  importance  of  balancing 
the  budget  that  I  know  Senators  are  tired 
of  hearing  me  refer  to  it.  But  it  is  true 
that  in  this  connection  we  could  do 
nothing  better  than  balance  the  budget. 


It  has  been  balanced  only  5  times  in  more 
than  30  years.  When  I  came  to  the  Sen¬ 
ate,  in  1933,  the  national  debt  was  less 
than  $20  billion;  today  the  national  debt 
exceeds  $300  billion;  and  there  is  no  pros¬ 
pect  that  the  budget  will  be  balanced  in 
the  near  future.  In  view  of  our  past  and 
present  spending  programs  and  our  con¬ 
stantly  increasing  national  debt — which 
now  has  reached  staggering  propor¬ 
tions — it  is  obvious  that  if  this  trend 
is  continued,  the  time  will  come  when 
we  shall  have  gone  too  far.  We  cannot 
continue  to  be  the  policemen  of  the  free 
world  and  the  banker  of  the  free  world 
and  the  Santa  Claus  of  the  free  world 
indefinitely.  Other  nations  have  tried 
that  in  a  smaller  way,  and  all  of  them 
have  met  with  disaster. 

Those  of  us  who  have  signed  these 
minority  views  believe  that  the  sound 
way  to  achieve  a  reduction  in  taxes  is 
first  to  eliminate  unnecessary  Federal 
expenditures,  as  a  means  of  putting  the 
Nation  on  a  sound  financial  basis. 

Madam  President,  it  is  bad  enough  to 
have  such  very  large  deficits;  but  when 
we  consider  the  operations  of  the  Gov¬ 
ernment  and  when  we  see  the  unbeliev¬ 
able  amounts  of  waste  and  extravagance 
which  exist  in  practically  every  activity 
on  the  part  of  the  Government,  we  real¬ 
ize  that  they  make  the  situation  even 
worse,  because  we  are  creating  deficits 
by  means  of  expenditures  which  do  not 
bring  in  much  return. 

Madam  President,  consider  the  Fed¬ 
eral  payrolls.  When  I  first  came  to  the 
Senate — and  I  hope  I  may  be  pardoned 
for  referring  to  the  situation  which  ex¬ 
isted  some  years  ago,  but  I  think  it  is 
pertinent  to  refer  to  it  here — there  were 
500,000  Federal  employees.  Today,  there 
are  more  than  2  %  million.  Mr.  Hodges, 
the  Secretary  of  Commerce,  said  in  ef¬ 
fect  before  a  House  committee  that  sub¬ 
stantial  savings  could  be  made  in  his 
Department  if  he  could  get  rid  of  the 
deadwood.  But,  on  the  contrary,  instead 
of  reducing  the  personnel  in  the  De¬ 
partment  of  Commerce,  for  the  month  of 
June,  1,600  new  employees  were  added; 
and  in  the  month  of  June  there  was  an 
increase  by  35,000  in  the  employment  in 
the  entire  Federal  Government — the 
largest  increase  in  any  month  in  10 
years  except  for  the  temporary  employ¬ 
ment  of  1960  Census  takers. 

Madam  President,  we  do  not  believe 
that  tax  reductions  should  be  discrimi¬ 
natory  by  favoring  some  taxpayers  over 
others  in  the  manner  inherent  in  the 
“investment  credit”  proposal  or  other¬ 
wise. 

We  believe  that  revisions  in  the  Fed¬ 
eral  revenue  structure  should  not  create 
new  discriminatory  and  artificial  dis¬ 
tinctions  among  taxpayers  such  as  this 
proposal  would  establish  in  the  law . 

We  believe  our  attention  should  be  di¬ 
rected  toward  reducing  rather  than  in¬ 
creasing  such  inequities. 

Madam  President,  these  minority 
views  are  signed  my  myself,  as  chair¬ 
man  of  the  committee,  and  by  the  dis¬ 
tinguished  Senator  from  Tennessee  [Mr. 
Gore],  the  distinguished  Senator  from 
Delaware  [Mr.  Williams],  and  the  dis¬ 
tinguished  Senator  from  Nebraska  [Mr. 
Curtis]. 


Mr.  PROXMIRE.  Madam  President, 
will  the  Senator  from  Virginia  yield? 

Mr.  BYRD  of  Virginia.  I  yield. 

Mr.  PROXMIRE.  I  wish  to  say  that 
I  am  very  proud  to  have  been  present 
today  to  hear  the  distinguished  chair¬ 
man  of  the  Finance  Committee  make  his 
very  significant  and  historic  speech.  I 
believe  this  is  the  first  time  in  some  30 
years  that  the  distinguished  Senator 
from  Virginia  has  filed  minority  views. 

Mr.  BYRD  of  Virginia.  That  is  cor¬ 
rect. 

Mr.  PROXMIRE.  He  feels  so  deeply 
about  this  issue,  and  he  believes  the  pres¬ 
ent  tax  proposal  is  so  unconscionable 
and  so  unprincipled  and  so  adverse  to 
the  Nation’s  interests,  because  it  would 
“bust”  the  budget  so  drastically,  that  he 
decided  it  was  necessary  to  file  minority 
views;  is  that  correct? 

Mr.  BYRD  of  Virginia.  That  is  cor¬ 
rect. 

Mr.  PROXMIRE.  Let  me  say  that  I 
was  tremendously  impressed  by  what 
the  Senator  from  Virginia  said,  and  also 
by  what  the  Senator  from  Tennessee 
[Mr.  Gore]  said  in  connection  with  the 
point  he  brought  up. 

The  Senator  from  Virginia  very  gen¬ 
erously  referred  to  the  speech  I  made 
on  Saturday,  when  I  spoke  for  41/2  hours 
on  this  subject. 

A  few  minutes  ago  the  Senator  from 
Tennessee  referred  to  the  situation  in 
regard  to  the  pipelines.  In  that  situa¬ 
tion,  other  utilities  are  allowed  a  3 -per¬ 
cent  deduction,  but  the  gas  pipelines  are 
allowed  a  7-percent  deduction;  is  that 
correct? 

Mr.  BYRD  of  Virginia.  That  is  true. 

Mr.  PROXMIRE.  The  oil  industry 
already  is  being  treated  in  such  a  favor¬ 
able  tax  way  that  it  is  the  privileged 
sweetheart  of  the  Government.  For  ex¬ 
ample,  the  oil  industry  is  receiving  a 
27%  -percent  depletion  allowance,  and 
also  is  receiving  one  for  expensing  credit 
for  drilling  costs,  and  also  is  receiving 
other  substantial  advantages. 

Mr.  BYRD  of  Virginia.  Yes. 

Mi-.  PROXMIRE.  The  minority 
views  of  the  Senator  from  Virginia  are 
simply  irrefutable.  I  cannot  think  of  a 
single  substantial  argument  in  favor  of 
the  proposed  investment  credit. 

I  would  add  only  one  thing.  The 
argument  has  been  advanced  for  adop¬ 
tion  of  investment  credit  that  it  is  neces¬ 
sary  to  make  us  more  competitive  with 
economies  overseas.  Which  countries 
have  investment  credit?  The  United 
Kingdom,  Belgium,  and  the  Netherlands. 
The  United  Kingdom  is  the  only  indus¬ 
trialized  country  that  has  grown  less 
rapidly  that  we  have  in  the  past  10  years, 
except  for  Belgium  and  Sweden ;  and  the 
Netherlands  has  grown  less  rapidly  than 
any  other  industrialized  country  in  Eu¬ 
rope  except  for  the  United  Kingdom, 
Belgium,  and  Sweden.  So  it  seems,  on 
the  basis  of  the  facts,  that  is  not  a  sig¬ 
nificant  argument  for  the  need  for  in¬ 
vestment  credit.  Is  that  correct? 

Mr.  BYRD  of  Virginia.  The  Senator 
is  absolutely  correct.  The  Finance  Com¬ 
mittee  went  fully  into  that  question  with 
respect  to  competition  and  conditions  in 
other  countries.  The  Senator  has  cor¬ 
rectly  stated  the  situation. 
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Mr.  PROXMIRE.  I  thank  the  Sen- 

^Mr.  GORE.  Madam  President,  will 
the  Senator  yield? 

Mr.  BYRD  of  Virginia.  I  yield  to  the 
Senator  from  Tennessee. 

Mr.  GORE.  I  wish  to  compliment  in 
the  highest  of  terms  the  distinguished 
senior  Senator  from  Virginia,  chairman 
of  the  Finance  Committee.  I  have  some 
knowledge  and  opinion  about  the  degree 
of  reluctance  with  which  the  chairman 
of  the  committee  filed  these  minority 
views.  I  know  it  has  been  only  through 
the  promptings  of  his  conscientious  con¬ 
victions  that  he  has  done  so;  but  in  do¬ 
ing  so,  in  my  view,  he  has  performed  a 
signal  service.  I  am  honored  and  pleased 
to  be  associated  with  him  in  an  attempt 
to  strike  from  the  bill  this  provision, 
which  seems  to  me  to  stand  bare  of 
justification. 

Mr.  BYRD  of  Virginia.  I  thank  the 
Senator. 

Mr.  WILLIAMS  of  Delaware.  Madam 
President,  will  the  Senator  yield? 

Mr.  BYRD  of  Virginia.  I  yield  to  the 
Senator  from  Delaware. 

Mr.  WILLIAMS  of  Delaware.  I  wish 
to  join  my  colleagues  in  complimenting 
the  chairman  of  the  committee  upon  his 
analysis  of  the  pending  bill.  I  was 
proud  to  join  the  Senator  from  Virginia 
in  his  minority  views  and  in  the  effort 
to  strike  from  the  bill  the  section  which 
would  allow  the  7-percent  investment 
credit.  This  is  the  proposal  which  al¬ 
lows  a  taxpayer  in  effect  to  depreciate 
a  piece  of  machinery  for  114  percent  of 
its  cost. 


The  Senator  from  Wisconsin  pointed 
out  that  one  of  the  administration’s 
arguments  in  behalf  of  this  7-percent  in¬ 
vestment  credit  was  that  it  would  enable 
American  industry  to  compete  with  the 
European  Common  Market.  That  is  an 
excuse — not  a  reason.  The  Senator 
knows  that  as  the  bill  came  from  the 
House  it  included  a  provision  for  a  7-per- 
cent  investment  credit  for  racehorses 
and  bulls.  Now,  how  would  that  in¬ 
crease  the  productivity  of  American 
industry  or  better  enable  it  to  compete 
with  the  European  Common  Market? 


That  provision  was  stricken  in  the 
Finance  Committee,  but  the  bill  as  it 
came  from  the  Senate  committee  still 
allows  this  special  investment  credit  un¬ 
der  which  taxpayers  could  recover  107 
percent  of  their  investment  for  slot  ma¬ 
chines,  pinsetters,  equipment  at  the 
racetrack,  and  many  other  types  of 
equipment.  What  have  these  items  got 
to  do  with  increasing  the  productive 
capacity  of  this  country? 


I  agree  fully  with  what  the  chairmar 
of  the  committee  has  said,  that  there 
are  many  ways  this  $1.2  billion  tax  re¬ 
duction  could  have  been  arrived  at  bj 
making  the  benefits  more  equitable 
available  to  all  taxpayers.  For  instance 
the  corporate  tax  could  have  been  re¬ 
duced  so  that  all  taxpayers  would  bene¬ 
fit.  Under  this  bill  the  benefits  would  gc 
only  for  certain  types  of  machinery.  A; 
the  chairman  knows,  the  benefits  do  nol 
go  to  new  buildings.  What  good  is  nev 

ittn^mery  theie  is  no  building  to  pul 


If  the  depreciation  schedules  are  go¬ 
ing  to  be  changed  they  should  be 
changed  within  the  framework  of  exist¬ 
ing  law  at  a  time  when  we  have  the 
money  to  finance  such  a  tax  reduction 
without  borrowing  the  money.  Any 
liberalization  of  our  depreciation  allow¬ 
ances  should  be  made  within  the  frame¬ 
work  of  existing  law  so  all  taxpayers  can 
compute  it  without  the  necessity  of  hir¬ 
ing  a  Harvard  economist  to  interpret  the 
provisions  of  the  bill. 

Mr.  CURTIS.  Madam  President,  will 
the  Senator  yield? 

Mr.  KERR.  Madam  President,  a  point 
of  order.  The  Senator  from  Delaware 
rose  to  ask  the  Senator  from  Virginia  a 
question.  The  Senator  from  Virginia 
agreed  to  answer  it.  The  Senator  from 
Oklahoma  would  like  to  hear  the  Sena¬ 
tor’s  answer. 

Mr.  BYRD  of  Virginia.  Madam  Presi¬ 
dent,  I  agree  with  the  Senator  from 
Delaware. 

Mr.  KERR.  On  what? 

Mr.  BYRD  of  Virginia.  On  the  ques¬ 
tion. 

Mr.  KERR.  On  the  question.  All 
right. 

Mr.  BYRD  of  Virginia.  I  yield  to  the 
Senator  from  Nebraska. 

Mr.  CURTIS.  Madam  President,  I 
commend  the  chairman  for  the  excellent 
work  he  has  done,  not  only  now,  but 
throughout  the  years.  The  minority 
views  drafted  by  the  chairman,  in  which 
others  of  us  have  joined,  point  out  that 
if  this  provision  remains  in  the  bill  there 
will  be  a  total  net  loss  in  revenue  of  $630 
million. 

Is  it  not  true  that  the  same  provision 
in  the  House  bill  would  result  in  a  loss 
of  revenue  much  greater? 

Mr.  BYRD  of  Virginia.  That  is  true. 

Mr.  CURTIS.  In  excess  of  $1  billion — 
to  be  exact,  $1.2  billion.  If  we  had 
acceded  to  the  original  suggestion  of  the 
Treasury  it  would  be  substantially  more 
than  that. 

I  wish  to  point  out  that  it  is  very 
important  that  the  provision  be  stricken 
from  the  bill.  I  urge  that  the  amend¬ 
ment  of  the  distinguished  chairman  of 
the  committee  to  do  so,  be  carried  out, 
because  if  it  remains  in  the  bill,  when 
we  are  through  with  the  conference,  in 
the  give-and-take  that  arise  as  a  matter 
of  necessity  in  conference,  we  are  going 
to  have,  not  a  $630  million  net  deficit, 
but  very  likely  one  of  several  hundred 
millions  more. 

Is  that  not  correct? 

Mr.  BYRD  of  Virginia.  The  Senator 
is  correct. 

Madam  President,  I  yield  to  the  dis¬ 
tinguished  Senator  from  Oklahoma  [Mr. 
Kerr],  who  I  have  requested  to  take 
charge  of  the  bill  on  the  floor  of  the 
Senate  because  of  the  fact  that  I  have 
signed  the  minority  views. 

The  PRESIDING  OFFICER.  The 
Senator  from  Oklahoma. 

Mr.  KERR.  Madam  President,  first,  I 
ask  unanimous  consent  that  all  commit¬ 
tee  amendments  be  adopted  and  that  the 
bill  as  thus  amended  be  considered  as 
original  text  for  the  purpose  of  further 
amendment  to  the  bill. 

Mr.  GORE.  Madam  President,  I  ob¬ 
ject. 


The  PRESIDING  OFFICER.  Objec¬ 
tion  is  heard. 

Mr.  KERR.  Madam  President,  I 
thank  the  distinguished  Senator  from 
Tennessee  for  showing  his  hand.  There 
are  many  amendments  in  this  bill,  and 
his  tactic  demonstrates  that  he  is  in¬ 
terested  purely  and  solely  in  delay,  be¬ 
cause  this  would  change  the  parliamen¬ 
tary  procedure  w'hereby  the  bill  would 
be  considered.  The  Senator  from  Okla¬ 
homa  does  not  object  to  that.  He  be¬ 
lieves  his  physical  endurance  is  equal  to 
that  of  the  Senator  from  Tennessee, 
although  he  does  not  know  that  his  men¬ 
tal  capacity  is  anywhere  in  the  same 
orbit  as  the  Senator  from  Tennessee 
feels  his  is.  The  Senator  from  Okla¬ 
homa  will  be  glad  to  stand  on  the  floor 
of  the  Senate  and  handle  the  bill  in 
accordance  with  the  necessary  proce¬ 
dure,  if  the  Senator  from  Tennessee  still 
objects.  The  Senator  from  Oklahoma 
hopes,  however,  the  Senator  from  Ten¬ 
nessee  may  reconsider  and  withdraw  the 
objection. 

Mr.  GORE.  Madam  President,  will 
the  Senator  yield? 

Mr.  KERR.  I  yield. 

Mr.  GORE.  I  have  no  dilatory  mo¬ 
tives  in  mind  in  objecting  to  the  request. 
I  understand  that  such  an  obnoxious 
amendment  as  H.R.  10  may  be  of- 
ered - 

Mr.  KERR.  I  did  not  ask  that  to  be 
considered.  I  ask  that  the  committee 
amendments  be  adopted  and  that  the 
bill  as  thus  amended  be  considered  as 
original  text  for  the  purpose  of  further 
amendment  to  the  bill.  That  is  the  or¬ 
dinary  procedure  on  every  other  bill  that 
the  committee  brings  to  the  floor,  and  is 
usually  followed  so  that  there  may  be 
orderly  procedure.  I  am  sure  that 
three-fourths  of  the  committee  amend¬ 
ments  will  be  acceptable  to  the  Senator 
from  Tennessee.  Yet,  under  the  pro¬ 
cedure  we  shall  have  to  follow  if  his  ob¬ 
jection  is  continued,  we  shall  have  to 
take  up  each  committee  amendment 
separately,  as  I  understand  the  parlia¬ 
mentary  procedure,  and  consider  it. 

Mr.  GORE.  Madam  President,  will 
the  Senator  yield? 

Mr.  KERR.  I  yield. 

Mr.  GORE.  Nearly  all  of  the  amend¬ 
ments  adopted  by  the  Senate  Finance 
Committee  made  the  bill  worse  instead 
of  better.  The  Senator  has  no  right  to 
indulge  in  the  presumption  that  I  would 
agree  to  most  of  the  amendments;  as  a 
matter  of  fact,  I  am  opposed  to  most  of 
the  amendments  adopted  by  the  Senate 
Finance  Committee.  Therefore,  I  shall 
insist  upon  my  objection,  in  order  to  pre¬ 
serve  my  parliamentary  rights  to  vote 
on  those  amendments. 

Mr.  KERR.  Very  well.  If  the  Sena¬ 
tor  insists,  he  insists. 

Mr.  CURTIS.  Madam  President,  will 
the  distinguished  Senator  yield  at  that 
point? 

Mr.  KERR.  I  yield. 

Mr.  CURTIS.  What  bill  is  before  the 
Senate?  Is  it  the  House  bill? 

Mr.  KERR.  The  committee  bill,  H.R. 
10650  as  amended  by  the  Senate  com¬ 
mittee,  is  before  the  Senate. 

Mr.  CURTIS.  If  I  correctly  under¬ 
stood  the  unanimous-consent  request 
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made  by  the  distinguished  senior  Sena¬ 
tor  from  Oklahoma,  to  which  an  objec¬ 
tion  was  made,  my  query  is.  Do  we  start 
out  with  the  House  bill  before  us? 

Mr.  KERR.  As  I  understand  the  par¬ 
liamentary  procedure,  in  view  of  the  ob¬ 
jection  by  the  Senator  from  Tennessee — ■ 
and  I  will  ask  the  Parliamentarian  to 
advise  the  Presiding  Officer  to  correct 
me  if  I  am  in  error — under  the  parlia¬ 
mentary  procedure  the  committee  bill  is 
before  the  Senate.  The  committee 
amendments  will  have  precedence.  The 
first  procedure  would  be  to  go  through 
the  bill  and  to  vote  on  the  amendments 
as  they  appear  in  the  bill. 

The  PRESIDING  OFFICER.  The 
Senator  is  correct.  The  House  bill  is' 
before  the  Senate,  and  the  committee 
amendments  will  be  considered  one  at  a 
time. 

Mr.  KERR.  And  the  amendments 
will  have  precedence.  Until  they  are 
acted  upon,  as  some  might  seek  to  amend 
them  when  they  are  before  the  Senate, 
our  procedure  will  be  to  go  through  the 
bill  and  to  act  on  all  the  amendments 
put  into  the  bill  by  the  committee  before 
other  amendments,  other  than  an 
amendment  to  a  committee  amendment, 
would  be  in  order. 

The  PRESIDING  OFFICER.  The 
Senator  is  correct. 

Mr.  GORE.  Madam  President,  will 
the  Senator  yield  for  a  parliamentary 
inquiry? 

Mr.  CURTIS.  Then  if  a  committee 
amendment  should  fail,  we  would  revert 
back  to  the  House  position  on  that  par¬ 
ticular  amendment? 

Mr.  KERR.  Insofar  as  the  matter 
before  the  Senate  is  concerned,  the  Sen¬ 
ator  is  correct. 

Mr.  WILLIAMS  of  Delaware.  Madam 
President,  will  the  Senator  yield? 

Mr.  KERR.  I  yield. 

Mr.  WILLIAMS  of  Delaware.  I  have 
no  objection  to  the  unanimous-consent 
request  which  the  Senator  from  Okla¬ 
homa  has  made.  This  is  the  customary 
procedure.  As  I  understand  it,  in  the 
absence  of  such  an  agreement  the  mo¬ 
tion  which  the  Senator  from  Virginia 
and  some  others  of  us  will  make  to 
strike  from  the  bill  those  sections  deal¬ 
ing  with  investment  credit  would  not  be 
in  order  until  after  the  Senate  had  gone 
through  the  tedious  process  of  acting  on 
each  individual  amendment  in  the  bill. 

Mr.  KERR.  I  think  that  is  correct. 
Therefore,  I  repeat  what  I  said,  that  the 
action  by  the  Senator  from  Tennessee 
can  be  generated  from  one  purpose  only, 
and  that  is  a  dilatory  purpose. 

Mr.  GORE.  Madam  President,  will 
the  Senator  yield? 

Mr.  KERR.  For  a  question. 

Mr.  GORE.  By  what  right  does  the 
senior  Senator  from  Oklahoma  attribute 
to  the  junior  Senator  from  Tennessee 
a  motive  of  which  he,  the  senior  Senator 
from  Oklahoma,  has  no  knowledge? 

Mr.  KERR.  The  Senator  from  Okla¬ 
homa  makes  the  statement,  first,  on  the 
basis  of  the  right  of  freedom  of  expres¬ 
sion  on  the  Senate  floor ;  and,  second,  on 
the  basis  of  the  evidence  before  the  Sen¬ 
ator  from  Oklahoma  and  the  expression 
of  an  honest  opinion. 


There  is  no  possible  way  for  the  Sen¬ 
ator  from  Tennessee  to  prevent  the  con¬ 
sideration  by  the  Senate  of  the  commit¬ 
tee  amendments;  and  he  knows,  being 
the  experienced  parliamentarian  he  is 
and  one  of  the  most  able  authorities  in 
the  Senate  on  the  rules  of  the  Senate, 
that  the  committee  amendments  will 
have  priority;  and  he  knows  that  his 
objection  and  the  failure  of  the  Senate 
to  agree  to  the  request  by  the  Senator 
from  Oklahoma — a  procedure  which  has 
been  followed,  so  far  as  I  know,  in  re¬ 
spect  to  99  out  of  100  bills  brought  before 
the  Senate  by  committee — means  that 
the  Senate  now  will  have  to  go  through 
this  bill  of  392  pages  and  consider  sep¬ 
arately  each  amendment  put  in  the  bill 
by  the  committee.  Then,  following  that, 
we  shall  have  the  usual  procedure  of 
Senators  seeking  to  offer  further  amend¬ 
ments  to  the  bill. 

Madam  President,  if  that  is  not  dila¬ 
tory,  if  that  is  not  calculated  to  cause 
and  to  secure  delay,  then  the  Senator 
from  Oklahoma  is  unable  to  read  the 
evidence  plainly  before  him  which  re¬ 
sults  from  the  action  of  the  Senator  from 
Tennessee. 

Mr.  GORE.  Madam  President,  will 
the  Senator  yield? 

Mr.  KERR.  For  a  question. 

Mr.  GORE.  I  take  it  the  Senator  feels 
that  he  is  entitled  to  express  his  per¬ 
sonal  opinion,  which  he  has  now  done? 

Mr.  KERR.  Madam  President,  I  do 
not  yield  for  that,  unless  it  is  a  question. 

Mr.  GORE.  That  is  a  question.  I  take 
it  that  the  Senator  feels  justified  in  ex¬ 
pressing  his  personal  opinion  as  to  the 
motives  of  the  junior  Senator  from  Ten¬ 
nessee.  Is  that  correct? 

Mr.  KERR.  That  is  correct. 

Mr.  GORE.  Does  that  not  in  fact  con¬ 
stitute  a  change  from  the  Senator’s  pre¬ 
vious  statement,  in  which  he  made  a 
flat-footed  statement,  and  did  not  qual¬ 
ify  it  as  being  a  matter  of  his  opinion? 

Mr.  KERR.  Well,  the  Senator  may 
find  a  distinction  there,  but  it  is  one 
without  a  difference. 

Mr.  GORE.  Madam  President,  will 
the  Senator  yield  for  a  question? 

Mr.  KERR.  Yes. 

Mr.  GORE.  Is  not  the  matter  before 
the  Senate - 

Mr.  KERR.  H.R.  10650. 

Mr.  GORE.  Is  there  not  a  constitu¬ 
tional  requirement  that  revenue  meas¬ 
ures  shall  originate  in  the  House  of 
Representatives? 

Mr.  KERR.  The  Senator  is  familiar 
with  that  provision  of  the  Constitution, 
the  same  as  is  the  Senator  from  Okla¬ 
homa. 

Mr.  GORE.  If  the  Senator  will  permit 
me  to  preface  my  next  question  with  an 
expression  of  gratitude  for  his  generous 
references  to  my  limited  knowledge  of 
the  rules  of  the  Senate,  I  will  thank  the 
Senator.  Then  I  wish  to  say  to  him  that 
I  am  well  aware  of  the  parliamentary 
rights  of  every  Member  of  the  Senate. 

Amendments  have  been  proposed  to 
the  bill  by  a  majority  of  the  Senate  Fi¬ 
nance  Committee  which  would  wreck  the 
bill  of  a  Democratic  President.  I  expect 
to  oppose  the  adoption  of  some  of  those 
amendments,  and  I  want  the  right  to 


do  so  without  having  them  summarily 
acted  upon  here  by  a  unanimous-consent 
operation. 

Mr.  KERR.  I  say  to  the  Senator  from 
Tennessee — and  he  knows  it  as  well  as 
I — that  the  action  requested  by  the  Sen¬ 
ator  from  Oklahoma,  if  agreed  to,  would 
not  impair  a  single  right  or  privilege 
that  the  Senator  from  Tennessee  has  in 
that  regard.  He  would  still  have  the 
right  under  the  unanimous-consent 
agreement  to  offer  any  amendment  to 
the  bill  which  he  now  has  the  right  to 
offer.  The  Senator  knows  that. 

Mr.  BUSH.  Madam  President,  will  the 
Senator  yield  for  a  question? 

Mr.  KERR.  I  yield. 

Mr.  BUSH.  If  we  follow  the  pattern 
suggested  by  the  Senator  from  Okla¬ 
homa,  we  would  start  consideration  of 
the  bill  as  though  it  had  no  amend¬ 
ments,  would  we  not? 

Mr.  KERR.  The  bill  will  be  considered 
an  original  text,  and  it  would  be  sub¬ 
ject  to  and  open  for  amendment  by  any 
Senator. 

Mr.  BUSH.  And  even  the  committee 
amendments  would  be  open  to  amend¬ 
ments,  as  though  they  were  not  amend¬ 
ments  but  were  a  part  of  the  original 
bill,  would  they  not? 

Mr.  KERR.  The  Senator  is  entirely 
correct. 

Mr.  BUSH.  That  is  what  the  Senator 
from  Oklahoma  wants? 

Mr.  KERR.  That  is  what  I  asked 
unanimous  consent  to  obtain. 

Mr.  BUSH.  I  would  think  that  would 
be  the  orderly  way  to  proceed.  I  do  not 
know  how  we  can  get  at  the  bill  unless 
we  do  it  that  way. 

Mr.  KERR.  We  will  get  at  it.  We 
will  be  in  that  posture  many  legislature 
hours,  and  perhaps  days  later  than  now. 
As  I  say,  my  physical  endurance,  I  hope 
and  the  Lord  be  willing,  is  equal  to  that 
of  the  Senator  from  Tennessee.  There¬ 
fore,  I  promise  him  faithfully  that  we 
will  arrive  at  that  point. 

Madam  President,  I  shall  address  my¬ 
self  briefly  to  some  of  the  statements 
which  have  been  made  on  the  floor  be¬ 
fore  I  move  into  the  presentation  of  my 
statement  on  the  bill. 

First,  I  wish  to  say  that  no  man  in 
the  Senate  has  higher  esteem  or  greater 
respect  for  the  chairman  of  the  com¬ 
mittee  than  does  the  Senator  from  Ok¬ 
lahoma.  I  have  never  served  with  a  man 
in  the  Senate  who  had  higher  ideals, 
greater  patriotism,  more  rugged  devotion 
to  our  way  of  life,  our  Constitution,  and 
our  country,  than  the  great  Senator  from 
Virginia  [Mr.  Byrd].  One  of  the  joys  of 
the  Senator  from  Oklahoma  in  his  serv¬ 
ice  in  the  Senate  has  been  serving  with 
the  Senator  from  Virginia. 

It  is  interesting  to  know  that  while 
the  distinguished  Senator  from  Tennes¬ 
see  [Mr.  Gore]  has  joined  in  the  sepa¬ 
rate  views  with  reference  to  the  invest¬ 
ment  credit  provisions  in  the  bill,  the 
record  of  the  deliberations,  discussions, 
debate,  and  votes  on  the  bill  will  dis¬ 
close  that  the  chairman  of  the  commit¬ 
tee  and  the  Senator  from  Oklahoma 
were  together  15  times  as  often  as  the 
Senator  from  Tennessee  joined  the  great 
chairman  in  support  of  decisions  on  the 
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bill.  I  will  leave  it  to  the  record  of  what 
is  done  on  the  bill  as  to  who  thinks  most 
of  the  judgment  and  the  ability  of  the 
Senator  from  Virginia  [Mr.  Byrd]  with 
reference  to  the  bill — the  Senator  from 
Oklahoma  or  the  Senator  from  Ten- 
nessGe. 

The  statement  was  made  that  the  bill 
would  increase  the  deficit.  That  ques¬ 
tion  is  debatable.  I  remind  Senators 
that  as  the  bill  came  to  the  Finance 
Committee  and  as  it  would  have  come  to 
the  floor  of  the  Senate  had  the  Senator 
from  Oklahoma  prevailed  in  his  position 
on  the  bill,  it  would  have  created  a  net 
credit  of  revenue  and  no  deficit.  The  ac¬ 
tion  of  the  committee  in  deleting  from 
the  bill  the  withholding  tax  is  the  jus¬ 
tification  for  statements  by  anyone  who 
addresses  himself  to  the  bill  on  the  basis 
that  it  would  create  a  deficit.  That  is 
the  only  reason  why  a  deficit  would  be 
created  if  one  were  created. 

However,  in  that  regard,  I  should  say 
that  in  opposition  to  the  withholding 
provision,  our  distinguished  chairman 
offered  an  amendment  that  would 
change  the  present  law  and  regulations 
with  reference  to  the  reporting  of  inter¬ 
est  and  dividends  paid  by  payors  to 
payees  in  our  country.  I  remind  my 
great  friend  from  Virginia  that  in  offer¬ 
ing  that  amendment  he  told  the  com¬ 
mittee  that  in  his  judgment,  together 
with  existing  law  with  reference  to  the 
handling  of  income  tax  returns  in  the 
more  efficient  manner  that  has  been  set 
up  for  their  handling,  his  amendment 
with  reference  to  the  requirement  of 
those  returns  would  be  as  productive  of 
additional  revenue  as  would  the  with¬ 
holding  tax. 

After  the  withholding  provision  had 
been  taken  from  the  bill  by  action  of  the 
committee,  the  Senator  from  Oklahoma 
joined  the  chairman  in  sponsorship  of 
the  reporting  amendment.  In  the  opin¬ 
ion  of  the  Senator  from  Oklahoma,  this 
aided  in  adding  to  its  effectiveness 
whereby,  in  the  judgment  of  the  Senator 
from  Oklahoma,  it  well  may  be  that  the 
result  of  the  proposed  legislation,  in¬ 
cluding  the  reporting  amendment,  will  be 
to  produce  as  much  revenue,  or  nearly 
so,  as  the  withholding  tax  would  have 
produced.  In  that  event  the  bill  would 
produce  a  net  gain  and  not  a  deficit. 

The  distinguished  chairman,  with 
much  vigorous  and  enthusiastic  support 
from  other  Senators,  complained  of  the 
investment  credit  provisions  in  the  bill 
on  the  basis  that  it  applied  to  new  equip¬ 
ment  in  old  buildings,  but  would  not  ap¬ 
ply  to  the  building.  I  think  perhaps 
most  of  the  teeth  were  pulled  from  that 
criticism  by  the  next  statement  of  our 
distinguished  and  beloved  chairman 
when  he  said  that  if  it  did  apply  to  both 
buildings  and  the  equipment  contained 
in  them  or  to  be  placed  in  them,  he  would 
be  even  more  critical  of  the  bill  than  he 
is  without  the  investment  credit  being 
applicable  to  the  buildings. 

He  made  the  statement  that  the  in¬ 
vestment  credit  provisions  are  more  fa¬ 
vorable  to  big  business  than  to  small 
business.  I  cannot  agree  with  my  great 
friend  in  that  regard.  It  will  be  my  pur- 
pose  to  state,  to  document,  and  to  prove 
m  the  course  of  the  debate  that  the  in¬ 


vestment  credit  provisions  in  the  bill 
would  be  more  beneficial  and  more  fa¬ 
vorable  to  small  business  than  to  big 
business,  relatively  and  proportionately 
and  that  the  provisions  of  the  bill  are 
especially  favorable  to  agriculture. 

It  has  been  urged  that  increased  and 
more  accelerated  depreciation  be  pro¬ 
vided  as  an  incentive  to  greater  develop¬ 
ment  in  lieu  of  the  investment  credit. 
Yet  the  fact  remains  that  acceleration 
of  depreciation  could  not  be  more  favor¬ 
able  to  small  business  than  to  big  busi¬ 
ness.  It  could  not  be  more  favorable  to 
agriculture  than  to  industry  generally 
because  depreciation  provisions  are  a  de¬ 
duction  from  income,  not  a  credit 
against  tax.  A  deduction  from  income 
will  help  the  small  farmer  subject  to  a 
20-percent  tax  rate  or  the  small  corpora¬ 
tion  subject  to  a  30-percent  rate  less 
than  the  larger  corporation  subject  to  a 
5  2 -percent  rate  of  tax. 

But  the  investment  credit  provision  in 
the  bill,  since  it  is  a  credit  directly 
against  tax,  will  give  the  small  farmer  or 
small  corporation  the  same  dollar  reduc¬ 
tion  in  tax  as  the  larger  corporation, 
assuming  the  same  investment  is  made 
by  each. 

My  good  friend  the  Senator  from 
Tennessee  [Mr.  Gore]  had  a  good  deal 
to  say  about  the  specific  examples  re¬ 
ferred  to  at  page  155  of  the  Senate  com¬ 
mittee  report.  The  specific  examples  of 
qualifying  property  which  would  nor¬ 
mally  be  used  as  an  integral  part  of  one 
of  the  specified  activities  include  blast 
furnaces,  oil  and  gas  pipelines,  railroad 
tracks,  and  signals.  Had  he  gone  on, 
he  would  have  read  that  fences  would 
qualify  as  section  38  property  where 
used  as  qn  integral  part  of  a  specified 
activity,  as,  for  example,  where  used  in 
connection  with  the  raising  of  live¬ 
stock. 

He  made  some  especially  critical  re¬ 
marks  about  that,  by  reason  of  the  fact 
that  the  oil  and  gas  industry  would  be 
the  beneficiary.  I  must  make  two  state¬ 
ments  about  that  point.  The  language 
in  the  bill  as  it  has  come  from  the 
Finance  Committee  to  the  Senate  is 
identical  with  the  language  in  the  bill  as 
it  came  from  the  House  to  the  Finance 
Committee.  The  Senator  from  Tennes¬ 
see  was  present  during  the  deliberations 
of  the  Finance  Committee,  I  presume,  as 
regularly  as  any  other  member  of  the 
committee.  Not  once  did  he  raise  his 
voice  in  opposition  to  that  provision  in 
the  bill.  He  offered  many  amendments 
to  the  bill,  but  not  to  that  section. 

With  reference  to  that  section,  I  say  to 
the  Senator  from  Tennessee  that  the 
benefits  would  go  to  the  consumers,  not 
the  gas  pipelines.  If  the  Senator  from 
Tennessee  were  aware  of  the  facts  in 
the  case,  the  rules  and  regulations  of  the 
Federal  Power  Commission,  and  the  ap¬ 
plicable  law,  he  would  have  known  that. 
The  interstate  gas  pipeline  carriers  are 
a  regulated  utility,  and,  under  the  opera¬ 
tions  of  the  Federal  Power  Commission, 
any  saving  effected  by  them  reduces 
their  rate  base. 

It  results  directly  in  benefit  to  the  con¬ 
sumer,  not  to  the  regulated  utility  which 
is  an  interstate  gas  carrier.  The  same 
is  true  with  reference,  in  a  measure,  to 
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oil  pipelines.  They  are  common  car¬ 
riers.  Any  benefits  they  receive  in  the 
long  practice  is  passed  on  to  the  con¬ 
sumers. 

Mr.  GORE.  Madam  President,  will 
the  Senator  yield? 

Mr.  KERR.  I  will  yield  in  a  moment. 
My  friend  from  Virginia  referred  to  page 
347  of  the  report,  to  the  findings  of  the 
joint  committee  staff,  reading: 

Business  tax  liabilities  would  be  reduced 
during  that  period — - 

The  years  1962-72 — 
by  $21  billion  under  the  House-passed  ver¬ 
sion;  and  business  tax  liabilities  would  be 
reduced  during  that  period  by  $15.6  billion 
under  the  Senate  committee  version. 

Then  my  good  friend  from  Virginia 
says  that  such  a  tax  reduction  would  in 
ineffective.  How  could  such  a  tax  reduc¬ 
tion,  as  an  incentive  to  the  expansion  of 
business  industrial  facilities  be  insignifi¬ 
cant? 

All  who  oppose  the  bill  have  hailed  the 
action  of  the  Treasury  and  the  Internal 
Revenue  Service  in  increasing  the  de¬ 
preciation  for  a  tax  chargeoff  of  de¬ 
preciable  items,  talking  about  how  bene¬ 
ficial  the  savings  to  the  taxpayers  of 
more  than  a  billion  dollars  a  year  would 
be  and  how  it  would  stimulate  and  aug¬ 
ment  the  expansion  and  modernization 
of  our  industrial  workshop,  its  efficiency, 
its  productivity,  and  its  effectiveness. 

It  presents  a  strange  paradox  to  the 
Senator  from  Oklahoma  that  the  reduc¬ 
tion  of  taxable  income  by  $1,250  million 
a  year  would  be  a  great  stimulant  to  in¬ 
dustry  in  improving  efficiency,  by  its 
machinery  and  its  industrial  workshop, 
but  that  a  tax  credit  of  $1,250  million  a 
year  would  be  ineffective  as  a  stimulant. 
The  cold  facts  are  that  the  benefits  to 
the  taxpayer  of  a  tax  credit  of  $1,250 
million  is  worth  at  least  twice  as  much 
to  the  taxpayer  as  an  increase  in  the 
amount  that  the  depreciation  chargeoff 
in  the  same  amount  could  possibly  be. 

I  now  yield  to  the  Senator  from  Ten¬ 
nessee  for  a  question,  if  he  has  one. 

Mr.  GORE.  I  have  two  questions. 

Mr.  KERR.  I  will  yield  to  him  for  one 
question  at  a  time.  It  will  be  discre¬ 
tionary  entirely  with  respect  to  each  one 
whether  I  will  yield. 

Mr.  GORE.  In  view  of  the  statement 
of  the  distinguished  and  able  senior  Sen¬ 
ator  from  Oklahoma,  with  respect  to  the 
regulation  of  gas  and  oil  pipelines  as  util¬ 
ities,  how  does  he  justify  an  investment 
credit  of  7  percent  to  gas  and  oil  pipe- 
pines  and  only  3  percent  to  an  electric 
utility? 

Mr.  KERR.  Well,  I  will  say  to  my 
good  friend  from  Tennessee  that  if  the 
Senator  from  Oklahoma  had  had  his 
way,  the  investment  credit  for  all  utili¬ 
ties  would  have  been  set  at  7  percent. 
However  the  Senator  from  Tennessee, 
while  he  was  opposed  to  any  investment 
credit,  never  at  one  time  offered  an 
amendment,  in  the  considerations  or  de¬ 
liberations  by  the  Finance  Committee, 
that  the  tax  credit  as  between  utilities 
and  nonutilities  be  equalized,  or  that  the 
tax  credit  in  the  bill  of  7  percent  for 
interstate  gas  pipeline  carriers,  which  are 
regulated  utilities,  be  changed  to  the  3 
percent  tax  credit  of  electrical  utilities, 
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or  that  the  one  available  to  electric 
utilities  be  made  equal  to  that  of  inter¬ 
state  gas  pipeline  carrier  utilities.  The 
Senator  from  Oklahoma  would  have 
made  the  7  percent  applicable  to  all  of 
them.  The  Senator  from  Tennessee 
would  have  made  it  applicable  to  none 
of  them.  Therefore,  the  Senator  from 
Oklahoma  says  that  he  is  very  glad  to 
have  been  able  to  bring  to  the  Senate  as 
much  of  the  administration’s  proposal 
with  reference  to  the  investment  credit 
as  he  did.  In  order  that  the  record  may 
be  crystal  clear,  on  this  point,  however, 
the  Senator  from  Oklahoma  makes  the 
statement  that  the  administration  did 
not  ask  for  the  application  of  the  invest¬ 
ment  credit  to  regulated  utilities. 

Mr.  GORE.  Madam  President,  will 
the  Senator  yield? 

Mr.  KERR.  For  a  question. 

Mr.  GORE.  Being  aware,  as  the 
Senator  from  Oklahoma  is  aware,  that 
the  junior  Senator  from  Tennessee 
offered  several  amendments,  as  has  al¬ 
ready  been  attested  to  by  the  senior 
Senator  from  Oklahoma,  but  without 
having  had  too  much  luck  with  his 
amendments  in  the  Committee  on  Fi¬ 
nance,  would  not  the  junior  Senator 
from  Tennessee  be  clearly  within  his 
rights  as  a  Senator  to  appeal  to  the 
Senate  as  a  whole  for  the  correction  of 
errors  and  mistakes  not  only  in  the  bill 
but  in  the  majority  report,  which  gives 
legislative  intent  with  respect  to  the  bill? 

Mr.  KERR.  The  Senator  from  Ten¬ 
nessee  is  clearly  within  his  rights.  The 
Senator  from  Oklahoma  respects  him  as 
much  as  he  respects  any  other  Member. 
Like  the  Senator  from  Oklahoma,  he  is 
within  his  rights  to  do  that.  Although 
the  Senator  from  Tennessee  felt  one 
provision  of  the  House  bill  was  abhor¬ 
rent  to  him,  he  did  not  get  around  to 
offering  an  amendment.  The  Senator 
from  Oklahoma  does  not  know  whether 
that  was  because  he  was  weary  of  well¬ 
doing,  or  whether  he  decided  to  wait 
until  he  had  a  larger  forum  in  which  to 
give  expression  to  his  great  thoughts 
and  language,  by  bringing  them  up  on 
the  floor  of  the  Senate. 

Mr.  GORE.  In  either  event,  my 
friend  from  Oklahoma  will,  I  am  sure, 
be  happy  to  afford  the  Senator  from 
Tennessee  that  opportunity. 

Mr.  KERR.  Oh,  the  Senator  from 
Oklahoma  will  have  a  lot  of  fun  with 
the  Senator  from  Tennessee. 

I  have  great  affection  for  the  Senator 
from  Tennessee.  He  and  I  have  a  great 
deal  in  common,  including  bull — that  is, 
Angus  bulls  and  Angus  cattle.  The 
Senator  from  Tennessee  has  been  very 
close  to  the  Senator  from  Oklahoma  in 
many  ways,  both  on  and  off  the  Senate 
floor.  He  loves  him  and  respects  him, 
and  once  in  a  while  agrees  with  him. 
When  I  do  agree  with  him,  I  find  it  a 
source  of  great  pleasure.  I  remind  my 
good  friend  from  Virginia,  the  chairman 
of  the  committee,  that  he  and  I  will  be 
together  on  the  bill  at  least  15  times  for 
each  time  the  Senator  from  Tennessee 
will  be. 

Madam  President,  the  pending  bill, 
H.R.  10650,  represents  a  major  revision 
and  reform  of  our  Federal  tax  system. 
It  has  been  under  consideration  by  Con¬ 


gress  since  April  20,  1961,  when  the 
President  sent  up  his  tax  message.  It 
was  under  consideration  by  the  other 
body  for  almost  1  year. 

Your  committee  began  hearings  on 
this  bill  on  April  2,  1962,  and  has  been 
working  on  it  almost  constantly  since 
that  time.  As  indicated  in  the  commit¬ 
tee  report,  we  heard  testimony  on  the 
bill  for  29  days.  The  testimony  fills  12 
volumes — nearly  5,000  printed  pages.  In 
addition,  the  Committee  on  Finance  has 
considered  this  bill  in  executive  session 
over  a  period  of  many  weeks. 

This  has  not  been  an  easy  bill.  The 
further  we  discuss  it,  the  more  apparent 
that  will  become.  It  contains  important 
legislation  in  many  areas.  The  bill  as 
passed  by  the  House  covered  21  sep¬ 
arate  areas,  and  the  bill  with  the  com¬ 
mittee’s  amendments  covers  27.  Several 
of  the  members  of  the  committee  filed 
individual,  additional  dissenting,  supple- 
ental,  or  minority  views  on  one  or  more 
provisions.  Probably  none  of  us  would 
have  phrased  all  of  the  provisions  of  the 
bill  exactly  as  they  have  been  phrased. 
First,  the  other  body  and  then  your  com¬ 
mittee  has  had  to  work  out  compromises 
on  many  of  the  provisions.  But,  Madam 
President,  it  is  a  tribute  to  our  legisla¬ 
tive  system  and  to  the  Senate  and  the 
Finance  Committee  that  differences  have 
been  resolved,  decisions  have  been 
reached  and  this  constructive  bill  is  now 
before  us  for  consideration  and  action. 

This  process  is  inevitable  on  any  ma¬ 
jor  tax  bill.  The  bill  of  necessity  must 
be  a  compromise  of  conflicting  views.  It 
must  take  account  of  the  views  of  the 
administration;  the  views  of  the  other 
body;  and  the  views  of  the  Finance  Com¬ 
mittee  and  the  Senate.  Under  the  lead¬ 
ership  of  our  great  chairman  and  in 
large  part  due  to  his  continuing  and  pa¬ 
tient  effort,  the  committee  has  done  a 
fine  job.  The  very  fact  that  some  mem¬ 
bers  of  the  committee  believe  the  bill 
goes  too  far  while  others  believe  that  it 
does  not  go  far  enough  is  an  indication 
that  the  bill  in  fact  goes  down  the  mid¬ 
dle  of  the  road.  Thus,  we  have  retained 
the  investment  credit  which  is  so  neces¬ 
sary  to  our  economic  growth.  At  the 
same  time  the  Long  amendment — which 
I  shall  explain  somewhat  later — provides 
that  to  the  extent  taxpayers  receive  an 
investment  credit  with  respect  to  prop¬ 
erty,  they  must  reduce  their  depreciation 
basis  by  the  amount  of  the  credit. 

That  is  a  complete  answer  to  the  claim 
that  the  bill  gives  a  taxpayer  more  than 
100  cents  back  for  every  dollar  of  invest¬ 
ment  he  makes.  In  the  first  place,  a  tax¬ 
payer  depreciates  100  percent  of  the 
value  of  his  investment.  His  investment 
in  the  property  is  93  percent.  He  de¬ 
preciates  100  percent  of  this  amount. 
Depreciation  is  not  given  on  any  part 
of  the  tax  credit.  It  is  a  reduction  of 
income  subject  to  tax.  A  taxpayer  can 
get  his  credit  on  7  cents  of  a  dollar.  On 
this  he  gets  no  depreciation.  This  is 
treated  as  if  it  were  an  investment  made 
by  someone  else.  His  depreciable  base 
will  be  reduced  by  the  amount  of  the 
tax  credit.  As  a  result  he  can  depreci¬ 
ate  only  93  percent  of  the  cost  of  a  prop¬ 
erty.  In  this  the  taxpayer  and  the 
Government  are  treated  as  jointly  pur¬ 


chasing  the  property.  This  is  the  result 
of  an  amendment  adopted  by  the  com¬ 
mittee.  It  provides  that  whatever  the 
amount  of  the  tax  credit  a  taxpayer  gets 
with  reference  to  the  investment  in  an 
item,  the  depreciation  base  is  reduced 
by  this  amount.  Thus  if  he  gets  a  7-per¬ 
cent  tax  credit,  his  depreciation  base  is 
reduced  from  $1  to  93  cents,  and  the 
depreciation,  then,  which  he  charges  off 
from  taxable  income  is  93  cents  on  the 
dollar,  not  to  100  cents  on  the  dollar. 

In  the  area  of  taxation  of  foreign  in¬ 
come,  the  bill  is  a  compromise  of  con¬ 
flicting  views.  The  President  asked  us 
to  end  tax  deferral  for  foreign  subsidi¬ 
aries  and  there  are  those  on  our  com¬ 
mittee  who  believe  we  should  have  done 
this.  That  was  not  the  conclusion,  how¬ 
ever,  of  either  the  House  or  your  com¬ 
mittee.  We  recognized  the  principle 
that  income  earned  in  foreign  countries 
by  Americans  through  foreign  subsidi¬ 
aries  should  be  treated  in  the  same  man¬ 
ner  as  income  earned  by  the  nationals 
of  those  countries — so  long  as  the  earn¬ 
ings  remain  abroad.  However,  many 
abuse  situations  have  been  called  to  the 
attention  of  your  committee  where, 
through  the  use  of  tax  haven  devices, 
taxes  are  being  avoided  through  the  di¬ 
version  of  income  to  companies  in¬ 
corporated  outside  of  the  countries 
where  normal  operations  are  being  car¬ 
ried  on.  These  tax  haven  abuse  situa¬ 
tions  are  corrected  by  your  committee’s 
bill  even  though  tax  deferral  for  foreign 
operations  in  general  is  continued. 
Numerous  other  tax  loopholes  which 
exist  in  the  foreign  area  are  also  plugged 
by  this  bill. 

In  other  areas  as  well,  the  committee’s 
bill  works  out  compromises  where  there 
are  different  points  of  view.  In  the  tax¬ 
ation  of  mutual  savings  banks,  and  sav¬ 
ings  and  loan  associations,  your  com¬ 
mittee’s  bill,  while  not  going  as  far  as  the 
Administration  asked,  nevertheless, 
raises  $180  to  $205  million  of  additional 
revenue.  In  the  tax  treatment  of  mutual 
fire  and  casualty  insurance  companies 
you  committee  and  the  House  have 
found  a  compromise  that  recognizes  the 
real  differences  among  the  various  kinds 
of  companies  in  the  industry. 

In  dealing  with  the  problem  of  under¬ 
reporting  of  dividends  and  interest,  the 
committee  also  has  found  at  least  a 
partial  answer  which  is  a  more  moderate 
approach  than  withholding.  We  recog¬ 
nize  that  between  four  and  five  billion 
dollars  of  dividend  and  interest  income 
presently  is  escaping  taxation.  How¬ 
ever,  instead  of  providing  a  withholding 
system  which  involves  burdens  for  both 
the  payors  and  the  many  people  who  owe 
little  or  no  taxes,  the  committee  has  fol¬ 
lowed  the  course  of  requiring  full  in¬ 
formation  reporting  to  both  the  Govern¬ 
ment  and  the  recipients  on  all  dividend 
and  interest  payments  of  $10  or  more. 
While  I  personally  counseled  the  com¬ 
mittee  to  follow  the  course  of  withhold¬ 
ing,  I  realize  that  the  more  moderate 
provision  in  the  bill  will  go  far  to  correct 
the  underreporting  of  dividends  and  in¬ 
terest. 

I  shall  refer  to  this  again,  and  often. 
Madam  President,  because  to  the  extent 
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it  does  what  its  principal  author  indi¬ 
cated  his  judgment  was  that  it  would  do, 
it  not  only  would  eliminate  any  deficit 
by  reason  of  the  bill,  it  will  provide  a 
surplus  by  reason  of  the  bill. 

In  dealing  with  entertainment  ex¬ 
penditures,  also,  the  committee  has 
adopted  a  balanced  approach  which  nei¬ 
ther  prevents  the  deduction  of  legitimate 
entertainment  expenses  nor  permits  the 
continuation  of  the  abuse  situations 
which  have  been  called  to  your  commit¬ 


tee’s  attention. 

I  believe  that  the  bill  makes  a  substan¬ 
tial  improvement  in  our  tax  structure 
and  will  lay  to  rest  many  of  the  tax 
problems  which  have  been  plaguing  us 
for  many  years.  At  the  same  time  this 
bill  will,  through  the  investment  credit, 
provide  a  necessary  stimulant  to  our 
economic  growth. 

The  revenue  impact  of  the  bill  is  diffi¬ 
cult  to  determine.  Because  of  the  na¬ 
ture  of  many  of  its  provisions,  adequate 
statistical  information  is  not  available. 
This  probably  accounts  for  the  fact  that 
the  revenue  estimates  furnished  the 
committee  vary  more  than  is  usually  the 
case.  The  estimates  of  the  staff  of  the 
Joint  Committee  are  that  the  bill  on  a 
full  year’s  basis  will  result  in  a  revenue 
loss  of  $555  million. 

The  estimate  made  by  the  Joint  Com¬ 
mittee  is  that  on  a  1-year  basis  the  bill 
will  result  in  a  revenue  loss  of  $555  mil¬ 
lion.  The  comparable  estimate  of  the 
Treasury  Department  is  that  the  bill  will 
result  in  a  loss  of  $210  million.  How¬ 
ever,  neither  of  these  estimates  takes 
into  account  the  stimulative  effect  of  the 
bill  on  investments  and  the  level  of  eco¬ 
nomic  activity,  nor  does  either  of  them 
take  into  account  the  extent  to  which 
the  reporting  substitute  will  recover 
taxes  not  now  being  paid  on  unreported 
interest  and  dividends. 

The  Joint  Committee  staff  has  made 
no  estimate  on  this  basis  but  the  Treas¬ 
ury  Department  has  estimated  that  the 
stimulative  effect  will  reduce  the  revenue 
loss  under  the  bill  to  $15  million — a  neg¬ 
ligible  loss  for  a  bill  of  the  magnitude  of 
H.R.  10650.  If  the  estimates  of  the  rev¬ 
enue  that  will  be  collected  because  of  the 
Byrd  dividend  and  interest  reporting 
amendment  are  valid  and  prove  to  be 
justified,  the  bill  will  actually  result  in 
increased  revenue  to  the  Treasury.  In 
other  words,  under  these  provisions  the 
additional  revenue  collected  under  the 
provisions  of  this  bill  will  exceed  the 
amount  of  the  revenue  lost  to  the  Treas¬ 
ury  under  the  provisions  of  the  bill. 

Mr.  President,  at  this  point  I  ask 
unanimous  consent  to  have  printed  in  the 
Record  three  tables  showing  the  revenue 
estimates  prepared  by  the  staff  of  the 
Joint  Committee  and  the  Treasury  De¬ 
partment  for  your  committee.  In  addi¬ 
tion  to  the  full-year  revenue  effect,  these 
tables  also  show  the  revenue  effect  an¬ 
ticipated  in  the  fiscal  year  1963.  The 
revenue  loss  in  this  case  is  greater  than 
will  be  the  eventual  impact  of  the  bill 
because  the  loophole  closing  provisions 
do  not  become  effective  immediately. 

The  PRESIDING  OFFICER  (Mr.  Met- 
CA^f,  m  chair).  Is  there  objection? 

There  being  no  objection,  the  tables 
were  ordered  to  be  printed  in  the  Record 
as  follows : 


Table  1.- — Estimated  full-year  revenue  effect 
on  H.R.  10650  1  as  passed  by  the  House  and 
as  amended  by  the  Senate  Committee  on 
Finance 

(Millions  of  dollars] 


As 

passed 
by  the 
House 

As 

amend¬ 
ed  by 
the 
Com¬ 
mittee 
on  Fi¬ 
nance 

Investment  tax  credit . . 

-1,395 

-1,340 

Withholding  on  dividends  and  interest. 

+350 

Reporting  of  dividend  and  interest 
payments _ 

+275 

Mutual  banks  and  savings  and  loan' 

associations _ _ _ _ 

2  +170 

2  +180 

Entertainment,  etc.,  expenses _ 

Capital  gains  on  depreciable  property. 

+125 

+85 

+110 

+105 

Mutual  fire  and  casualty  companies _ 

3  +25 

3  +25 

Cooperatives _ 

+30 

+30 

Foreign  items: 

Controlled  foreign  corporations  .  . 

+50 

+50 

Gross-up  of  dividends . . 

+25 

+  15 

All  other  foreign  items..  .  ... 

+25 

+25 

Other  (secs.  21-26  of  Senate  Finance 
Committee  bill) _ 

-5 

Total . . . . 

-285 

-555 

1  At  levels  of  income  and  investment  estimated  for  the, 
calendar  year  1962,  without  taking  into  account  effect  of 
provisions  on  the  economy;  estimates  are  rounded  to 
nearest  $5,000,000. 

2  The  level  of  income  for  these  thrift  institutions  in  1962 
has  been  revised  upward  since  the  preparation  of  the 
revenue  estimates  for  the  House  bill. 

3  Revenue  gain  which  would  result  if  this  provision 
wore  in  effect  for  1962  and  had  been  in  effect  for  the  5 
preceding  years,  so  that  amounts  added  to  the  protection 
against  loss  account  in  the  first  year  and  not  offset  by 
losses  would  be  brought  into  taxable  income  in  1962. 

Source:  Staff  of  the  Joint  Committee  on  Internal 
Revenue  Taxation. 


Table  2. — Estimated  revenue  effect  of  H.R. 
10650  for  the  fiscal  year  1963  as  passed  by 
the  House  and,  as  amended  by  the  Senate 
Committee  on  Finance 


[Millions  of  dollars] 


As 

passed 
by  the 
House 1 

As 

amend¬ 
ed  by 
the 
Com¬ 
mittee 
on  Fi¬ 
nance  1 

Investment  tax  credit . . 

-1,340 

-650 

Withholding  on  dividends  and  interest. 

+170 

Reporting  of  dividend  and  interest 

payments _ _ _ 

0 

Mutual  banks  and  savings  and  loan 

associations _ _ 

+10 

+10 

Entertainment,  etc.,  expenses _ 

+60 

(+2) 

Capita]  gains  on  depreciable  property. 

0 

0 

Mutual  fire  and  casualty  companies... 

0 

0 

Cooperatives _ 

0 

0 

Foreign  items: 

Controlled  foreign  corporations _ 

0 

0 

Gross-up  of  dividends _ -. 

0 

0 

All  other  foreign  items _ _ 

+10 

+10 

Other  (secs.  21-286  of  Senate  Finance 

(') 

-630 

Total _ 

-1,090 

1  Estimates  are  rounded  to  nearest  $5,000,000. 

2  Less  than  $2,500,000. 

Source:  Staff  of  the  Joint  Committee  on  Internal  Reve¬ 
nue  Taxation. 


Table  3. — Estimated  revenue  effect  of  H.R.  10650  as  amended  by  the  Senate  Finance 

Committee 

[In  millions  of  dollars] 


As  passed  by  House  of  Repre¬ 
sentatives 


Full  year 


Gross  Net 


Fiscal  year  1963 


Gross  Net 


As  amended  by  Senate  Finance 
Committee 


Full  year 


Gross  Net 


Fiscal  year  1963 


Gross  Net 


Investment  tax  credit 1 _ 

Capital  gains  on  depreciable  property _ 

Withholding  on  dividends  and  interest _ 

Expense  accounts _ _ _ 

Mutual  savings  banks  and  savings  and  loan 

associations _ 

Mutual  fire  and  casualty  companies _ 

Cooperatives _ 

Foreign  items: 

Controlled  foreign  corporations _ 

Gross-up  of  dividends _ 

All  other  foreign  items. - - 

Miscellaneous  provisions _ 


-1,105 

+100 

+780 

+125 

+200 

+40 

+35 

+85 

+35 

+30 


-555 

+50 

+520 

+80 


-1,040 


-525 


+245  +235 

+65  +40 


-1,020 
+100 
2  +240 
+60 


+135 

+25 

+25 


+205 

+35 

+35 


+85 

+35 

+30 


+5 


+5 


+85 

+25 

+30 

-5 


-580 
+50 
2  +155 
+40 


-520  -  235 


+30  +20' 


+140 

+20 

+25 


+85 

+25 

+30 

-5 


+5  +5 

-0  -0 


Total.. 


+325 


+430 


-725 


-245 


-210 


-15 


-485 


-210 


1  At  levels  of  income  and  investment  estimated  for  1962;  modified  from  published  estimates  because  of  current 
results  of  the  Commerce-SEC  survey  of  planned  capital  expenditures.  In  estimating  the  net  revenue  cost  of  the 
investment  credit,  its  favorable  effects  on  the  level  of  investment  were  computed  from  statistical  relationships  in  the 
past  years  between  investment  and  gradual  changes  in  the  cost  of  capital  goods  (profitability)  and  cash  flow.  This 
procedure  thus  cfoes  not  take  into  account  the  especially  favorable  impact  on  businessmen's  decisions  to  invest  on 
the  sudden  major  improvements  in  these  factors  resulting  from  the  enactment  of  the  credit.  Taking  this  into  account 
should  produce  more  favorable  effects  than  those  shown  in  the  table. 

2  Estimated  gain  from  increased  compliance  because  of  reporting  requirements. 


INVESTMENT  CREDIT 

Mr.  KERR.  Mr.  President,  the  bill 
provides  an  investment  credit  against 
taxes  of  7  percent  of  “qualified  invest¬ 
ment.”  In  the  case  of  property  with  an 
expected  life  of  4  to  8  years,  the  invest¬ 
ment  taken  into  account  for  purposes  of 
the  credit  is  one -third  of  the  cost  in  the 
case  of  assets  with  a  life  of  4  to  6  years, 
two-thirds  of  the  cost  for  assets  with  a 
life  of  6  to  8  years,  and  100  percent  of 
the  cost  for  assets  with  a  useful  life  of  8 
years  or  more.  In  the  case  of  most  pub¬ 


lic  utilities,  a  3  percent  investment  credit 
is  allowed  instead  of  the  7  percent  credit 
generally  available.  The  lower  credit  in 
this  case  is  provided  because  of  the  belief 
that  a  portion  of  the  investment  credit 
in  the  case  of  these  public  utilities  would, 
if  the  full  credit  were  allowed,  be  re¬ 
flected  in  price  reductions  rather  than 
the  additional  investment  sought  by  the 
bill  and  because  investment  by  public 
utilities  is  frequently  governed  by  their 
legal  obligation  to  serve  the  public. 

The  types  of  property  which  are  in- 


1962 
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eluded  in  qualified  investment  and 
which  therefore  are  eligible  for  the  in¬ 
vestment  credit  include  most  depreciable 
tangible  personal  property,  such  as  ma¬ 
chinery  and  equipment — whether  owned 
by  an  industrial,  agricultural,  mining, 
or  any  other  business  and  whether  owned 
by  individuals  or  corporations.  Certain 
real  property — such  as  blast  furnaces — 
apart  from  buildings  or  structural  com¬ 
ponents,  is  also  eligible  for  the  credit. 

Generally,  property  eligible  for  the 
credit  must  be  new  property  acquired 
or  constructed  since  June  30,  1962. 
However,  in  the  interest  of  aiding  small 
business,  the  bill  also  makes  the  invest¬ 
ment  credit  available  with  respect  to  pur¬ 
chases,  after  that  date,  of  up  to  $50,000 
per  year  in  used  property. 

The  credit  can  offset  dollar-for-dollar 
tax  liabilities  up  to  $25,000.  In  addition, 
the  credit  may  offset  25  percent  of  tax 
liabilities  above  $25,000.  The  amount  of 
any  credit  which  cannot  be  used  in  this 
manner  is  available  as  a  carryback  to  the 
3  prior  years — but  not  before  a  credit  is 
available — and  then  as  a  carry  forward 
to  the  5  succeeding  years. 

The  bill  also  provides  a  “recapture” 
rule  if  property  is  disposed  of  within  less 
than  its  estimated  useful  life,  but  only 
where  this  is  less  than  8  years.  This 
recapture  rule  prevents  taxpayers  from 
obtaining  a  windfall  by  overestimating 
the  useful  lives  of  their  assets. 

Your  committee  has  also  added  two 
amendments  to  the  investment  credit. 
One  of  these  provides  that  the  deprecia¬ 
tion  base  is  to  be  reduced  by  the  amount 
of  the  credit.  Thus,  if  a  taxpayer  pur¬ 
chases  a  $100  asset  and  is  eligible  for  a 
$7  credit,  he  may  then  depreciate  $93 
rather  than  $100.  This  modification 
recognizes  the  fact  that  the  taxpayer 
received  a  tax  reduction  of  $7  on  account 
of  the  investment,  and  therefore  should 
be  permitted  to  depreciate  only  his  ac¬ 
tual  net  cost. 

Your  committee  has  also  added  an 
amendment,  sponsored  by  the  Senator 
from  Virginia  [Mr.  Byrd]  to  provide  that 
where  property  is  lost  by  fire,  theft,  or 
other  casualty,  and  where  insurance  pro¬ 
ceeds  are  used  to  purchase  other  similar 
property,  the  investment  credit  is  not  to 
be  available  for  such  a  repurchase.  This 
denies  an  investment  credit  in  cases  in 
which  the  taxpayer  is  not  himself  really 
contributing  new  funds  for  investment 
purposes. 

The  investment  credit  section  of  this 
bill  is  the  most  important  tax  proposal 
to  be  considered  by  this  body  since  the 
adoption  of  the  Revenue  Code  of  1954. 
The  changes  it  will  make  in  our  tax  laws 
are  both  fundamental  and  far  reaching. 

Our  tax  treatment  of  investment  has 
remained  unchanged  since  1954.  In  that 
time  the  role  of  leader  of  the  free  world 
has  imposed  on  the  United  States  a 
heavy  burden  for  defense  and  develop¬ 
ment.  One  result  of  that  burden  is  a 
deficit  in  our  balance  of  payments.  The 
most  effective  way  to  reduce  and  event¬ 
ually  eliminate  that  deficit — and  the  gold 
drain  that  it  causes — is  to  expand  our 
exports. 

But  a  second  development  since  1954 
makes  expanding  our  trade  surplus  a 
greater  task  than  it  might  at  first  ap¬ 


pear.  In  that  time — and,  Mr.  President, 
later  I  shall  document  this  point  in  more 
detail — the  other  industrial  nations,  with 
few  exceptions,  have  enjoyed  a  period  of 
growth,  development,  and  modernization 
of  productive  capacity  unequaled  in  re¬ 
cent  history.  If  our  producers  are  to 
compete  effectively  against  these  na¬ 
tions — not  only  in  world  markets  but 
even  in  our  own  markets  here  at  home — 
they  must  marshal  all  their  resources. 
We  believe  that  the  trade  bill  will  as¬ 
sure  that  the  products  of  American 
enterprise  can  enter  these  markets  and 
compete  on  fair  terms.  But  this  is  not 
enough;  once  there,  these  products  must 
be  able  to  compete  effectively. 

Our  economic  experience  at  home 
since  1954  is  equally  significant.  In 
those  years  the  United  States  watched 
the  rapid  and  virtually  uninterrupted 
postwar  expansion  of  prosperity  abroad, 
and  suffered  two  recessions  at  home. 
During  that  time  capital  investment  in 
Western  Europe  was  growing  at  an  an¬ 
nual  rate  of  5  percent,  in  West  Germany 
at  better  than  7  percent,  and  in  Japan 
at  better  than  10  percent.  Our  own 
rate  was  close  to  3  percent,  and  for  part 
of  that  period  even  dropped  consider¬ 
ably  below  that.  Even  during  recovery 
periods  the  U.S.  economy  seemed  unable 
to  achieve  the  momentum  required  for 
sustained  prosperity,  and  unemployment 
has  remained  high.  This  stubborn  per¬ 
sistence  of  unemployment  marked  each 
of  the  two  recoveries  in  this  period,  and 
each  time  the  problem  has  been  more 
serious.  Our  economy  has  shown  a  ten¬ 
dency  to  pause  and  to  slacken  in  pace  far 
below  full  employment,  far  below  our  real 
potential.  There  is  general  agreement 
that  more  rapid  growth  is  needed,  and 
the  only  question  is  how  to  achieve  it. 

Expanded  exports  and  faster  growth 
are  goals  we  can  and  will  achieve,  but 
they  require  more  than  faith  in  our  sys¬ 
tem,  more  than  faith  in  our  ability  to 
compete.  They  require  a  significantly 
higher  rate  of  private  investment  in  this 
country  in  more  efficient  productive 
equipment. 

If  the  United  States  is  going  to  com¬ 
pete  effectively,  greater  productivity  is 
needed  and  lower  units  costs  are  re¬ 
quired,  in  order  to  keep  prices  down  and 
quality  up. 

This  means  more  modern  machinery, 
which  can  only  be  provided  through 
greater  investment. 

Higher  investment  is  also  important 
in  stepping  up  our  long-term  rate  of 
economic  growth.  Almost  without  ex¬ 
ception,  other  industrial  nations  with  a 
higher  proportion  of  output  devoted  to 
domestic  investment  have  achieved 
higher  growth  rates.  The  correlation  is 
a  striking  one — as  investment  rises, 
growth  accelerates.  The  two  nations 
which  have  expanded  most  rapidly  in 
recent  years — Germany  and  Japan — 
have  devoted  a  proportion  of  output  to 
investment  almost  double  our  own,  and 
have  grown  almost  twice  as  fast.  There 
is  nothing  mystical  about  this.  Greater 
investment  means  higher  productivity, 
more  effective  utilization  of  industrial 
potential,  new  products,  better  technol¬ 
ogy,  and  greater  efficiency  all  along  the 
line— efficiency  that  pays  off  in  domestic 


as  well  as  foreign  markets,  efficiency  that 
pays  off  in  jobs  as  well  as  output. 

Greater  investment  will  also  pay  off 
immediately  in  some  significant  short¬ 
term  effects.  The  purchase  of  new 
equipment  stimulates  capital  goods  and 
allied  industries,  and  will  also  have  an 
effect  on  maintaining,  rejuvenating,  or 
expanding  marginal  operations  which 
require  high  investment  to  remain  com¬ 
petitive.  Clearly,  the  recent  lag  in  eco¬ 
nomic  expansion  we  have  seen  was  in 
good  part  the  result  of  a  lower  level  of 
capital  investment  than  had  been  ex¬ 
pected. 

Last  month  the  Treasury  completed  a 
sweeping  reform  of  rules  and  procedures 
regarding  tax  treatment  of  depreciable 
equipment.  This  reform  will  result  in 
tax  savings  to  American  producers  of  an 
estimated  $1.5  billion  in  the  first  year. 
It  is  a  strong,  long  overdue  stimulus  to 
greater  investment.  It  is,  however,  not 
enough.  The  Treasury  went  as  far  as  it 
legally  could  under  existing  authority. 
What  it  did  was  to  bring  tax  deprecia¬ 
tion  policy  up  to  date  with  the  modern 
pace  of  technological  change  and  obso¬ 
lescence. 

It  remains  for  the  Congress  to  provide 
the  further  change  in  tax  policy  which 
will  put  our  manufacturers  on  an  even 
footing  with  their  foreign  competition 
with  respect  to  the  tax  treatment  of  new 
investment.  That  is  what  the  invest¬ 
ment  credit  is  designed  to  do. 

The  investment  credit  will  stimulate 
investment  in  several  ways.  First,  it  will 
reduce  the  net  cost  of  purchasing  new 
equipment.  This  lower  cost  has  the  ef¬ 
fect  of  increasing  the  rate  of  return  after 
taxes  from  such  equipment.  It  will  also 
increase  the  cash  flow,  making  available 
more  funds  to  finance  expansion  and 
modernization.  This  will  be  particular¬ 
ly  effective  in  stimulating  greater  invest¬ 
ment  by  smaller  Anns,  with  limited  bor¬ 
rowing  capacity.  Finally,  by  reducing 
the  period  of  risk — the  time  it  takes  to 
recover  the  cost  of  new  equipment — it 
will  act  as  a  further  stimulus.  Increased 
cash  flow,  reduction  in  risk,  and  higher 
profitability  will  all  work  toward  lower 
existing  barriers  to  higher  investment 
levels,  and  help  raise  investment  levels 
to  the  point  where  they  can  compare 
favorably  not  only  to  our  previous 
levels — in  proportion  to  total  output — but 
also  to  current  levels  in  other  developed 
nations. 

At  first  there  was  considerable  opposi¬ 
tion  to  the  credit.  Some  businessmen 
opposed  it  because  they  did  not  initially 
understand  its  provisions  and  because 
they  feared  it  was  intended  as  a  sub¬ 
stitute  for  depreciation  reform.  Now  the 
credit,  and  its  benefits  to  business  and 
the  country  as  a  whole,  are  more  widely 
understood. 

There  was  the  principal  source  of  ob¬ 
jection,  Mr.  President.  As  Members  of 
the  Senate  know,  since  the  announce¬ 
ment  by  the  Treasury  of  its  new  depreci¬ 
ation  formula,  there  has  been  a  great 
surge  of  support  from  across  the  length 
and  breadth  of  this  Nation,  from  the  in¬ 
dustrial  community,  for  the  enactment 
of  the  investment  credit  provision,  and 
it  has  been  more  widely  understood  to  be 
for  the  benefit  of  the  country  as  a  whole. 
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Despite  the  continuing  preference  of 
some  businessmen  for  accelerated  de¬ 
preciation,  the  fact  is  that  the  credit 
provides  the  best  investment  stimulus 
available,  and  accelerated  depreciation 
provides  significantly  less  stimulation 
per  dollar  of  tax  loss  to  the  Government. 

Considerable  misunderstanding  of  the 
investment  credit  remains,  however,  and 
this  misunderstanding  is  responsible  for 
some  of  the  opposition  to  it. 

Some  opponents  maintain  that  the 
Treasury  depreciation  reform  makes  the 
investment  credit  unnecessary.  That 
simply  is  not  correct.  In  first -year  cost 
recovery  which  reflects  the  period  of 
risk — the  depreciation  revision  does  not 
bring  our  manufacturers  even  halfway 
toward  closing  the  gap  with  their  Euro¬ 
pean  competitors.  First-year  cost  re¬ 
covery  is  now  only  13  percent  in  Ameri¬ 
can  industry,  and  depreciation  revision 
brings  it  only  up  to  17  percent,  while  our 
nine  major  industrial  competitors  av¬ 
erage  29  percent.  The  investment  credit, 
however,  would  not  only  close  that  gap, 
but  even  give  American  industry  a  slight 
edge  over  the  average  of  the  other  nine 
nations.  The  investment  credit  concept 
is  widely  accepted  abroad,  is  already  in 
use  by  the  United  Kingdom,  Belgium, 
and  the  Netherlands,  and  other  nations 
use  comparable  measures. 

Other  opponents  claim  that  the  rev¬ 
enue  loss  from  the  credit  would  be  better 
spent  in  a  reduction  of  tax  rates,  either 
for  individual  or  corporate  taxpayers,  or 
both.  The  credit  will  reduce  business 
taxes  by  more  than  a  billion  dollars  the 
first  year,  but  the  stimulative  effect  of  a 
direct  tax  cut  of  that  amount  would  be 
minor  compared  to  the  cumulative 
stimulus  of  the  credit. 

Some  feel  that,  as  long  as  businessmen 
prefer  accelerated  depreciation,  why  not 
give  them  what  they  want?  This  argu¬ 
ment  overlooks  the  fact  that  even  the 
mildest  sort  of  accelerated  deprecia¬ 
tion — increasing  declining  balance  de¬ 
preciation  from  the  present  200  to  250 
percent — would  cost  nearly  as  much  as 
the  credit  initially,  and  considerably 
more  as  time  went  on. 

Most  important,  this  alternative  would 
produce  only  a  fraction  of  the  stimula¬ 
tive  effect — in  my  judgment,  less  than  40 
percent  of  the  effect  from  the  7-percent 
credit  in  the  proposal  before  the  Senate. 

Some  opponents  of  the  credit  claim 
that  it  is  merely  a  subsidy  for  business, 
that  it  will  provide  a  windfall  gain  for 
investment  which  would  have  been  made 
anyway.  But  this  is  a  misunderstanding 
of  the  credit. 

It  is  not  a  subsidy;  it  is  a  tax  reduc¬ 
tion. 

The  Senator  from  Oklahoma  has  been 
here  nearly  14  years.  This  is  the  first 
time  he  has  ever  seen  or  heard  the  ac¬ 
cusation  made  that  a  tax  reduction  con¬ 
stitutes  a  subsidy.  The  provisions  of 
this  legislation,  Mr.  President,  constitute 
a  tax  reduction,  and  by  no  stretch  of  the 
imagination  can  a  tax  reduction  be  made 
synonymous  with  a  subsidy.  Such  is  not 
the  case,  and  the  repeated  statement  of 
it  does  not  make  it  so. 

The  tax  credit  gives  no  money  to  any- 

permits  one  to  retain 
a  part  of  his  own  earnings  which  he  is 


not  now  permitted  to  retain.  Any  tax 
reduction  is  selective  to  some  extent;  yet 
I  have  not  heard  a  rate  cut  referred  to  as 
a  subsidy.  Men  argue,  “Give  us  an 
overall  corporate  tax  reduction  instead 
of  investment  credit.” 

If  an  investment  credit,  available  to 
both  corporations  and  individuals  is  a 
subsidy,  then  a  tax  reduction  to  all  tax¬ 
payers  is  a  subsidy.  In  this  case  how 
would  it  be  possible  to  fashion  any  tax 
reduction  for  corporations  only  that 
would  not  be  a  subsidy,  and  a  discrimina¬ 
tory  subsidy  at  that? 

The  tax  investment  credit  provision 
before  the  Senate  would  be  available  to 
all  taxpayers;  farmers,  individuals, 
partnerships,  as  well  as  corporations.  It 
would  be  equally  effective  as  applied  to 
each  and  every  one  of  them. 

How  can  men  of  broad  knowledge  and 
understanding  say,  “Such  a  tax  reduc¬ 
tion,  available  to  all  taxpayers,  is  a  sub¬ 
sidy.  Let  us  abhor  it.  Let  us  repudiate 
it.  Let  us  spurn  it  and  give  a  tax  reduc¬ 
tion  to  one  group  only,  to  corporate  tax¬ 
payers”? 

It  is  true  that  the  benefit  of  the  in¬ 
vestment  credit  will  be  limited  to  those 
who  make  investments.  But  even  an 
income  tax  rate  cut  benefits  those  who 
have  income  and  not  those  with  no  in¬ 
come.  Moreover,  any  form  of  acceler¬ 
ated  depreciation  selects  for  benefit 
those  who  acquire  new  assets  in  much 
the  same  manner  as  the  investment 
credit..  There  is  no  way  to  provide  for 
the  overriding  national  need  for  addi¬ 
tional  investment  without  giving  those 
who  make  the  needed  investments  some 
incentive  and  even  some  advantage  over 
those  who  do  nothing  in  this  respect. 

A  survey  of  6,000  executives  by  the  Re¬ 
search  Institute  of  America — a  private 
firm — showed  65  percent  in  favor  of  the 
investment  credit.  Many  associations 
and  leading  executives  in  the  textile, 
machinery,  coal  and  steel  industries,  rail¬ 
roads,  and  chemicals  and  others  have 
publicly  endorsed  the  investment  credit 
provision  of  the  bill. 

FOREIGN  PROVISIONS 

Twelve  out  of  the  twenty-seven  sec¬ 
tions  of  this  bill  deal  with  foreign  income 
or  estate  matters.  This  is  a  part  of  our 
tax  law  which  is  in  many  ways  out  of 
touch  with  present  economic  and  politi¬ 
cal  realities  and  in  which  many  flagrant 
abuses  and  loopholes  exist. 

Opportunities  for  tax  abuse  in  the  for¬ 
eign  income  area  have  received  much 
publicity  in  the  last  few  years.  The 
proper  objective  of  the  foreign  income 
tax  provisions  also  is  a  much  debated 
and  much  disputed  point.  The  admin¬ 
istration  has  requested  that  we  end  de¬ 
ferral  of  U.S.  tax  for  U.S.-controlled 
foreign  corporations.  This  bill  does  not 
adopt  this  principle  nor  achieve  this  ob¬ 
jective.  Instead,  the  foreign  income 
provisions  of  the  bill  are  aimed  at  a 
much  more  limited  objective,  which 
should  be  acceptable  to  all — an  ending 
of  tax  haven  abuses  or  an  ending  of  at¬ 
tempts  to  avoid  U.S.  or  foreign  taxes  by 
the  use  of  artificial  corporate  devices  or 
selection  of  countries  for  incorporation 
for  tax,  rather  than  business,  purposes. 
The  House  bill  had  the  same  objective  of 
ending  tax  haven  abuses,  but  testimony 


before  the  committee  showed  that  in 
practice  it  would  have  imposed  U.S.  tax 
on  the  undistributed  earnings  of  operat¬ 
ing  businesses.  For  that  reason  the  com¬ 
mittee  has  carefully  screened  out  of  the 
House  provisions  those  features  which 
would  have  interfered  with  legitimate 
foreign  operations  of  American  con¬ 
trolled  corporations.  I  believe  Senators 
will  find  most  thoughtful  businessmen 
who  have  foreign  operations  and  who 
have  studied  the  revised  bill  will  agree 
that  the  committee’s  action  achieves 
this  objective. 

The  chief  foreign  income  provision  is 
section  12  which  is  aimed  at  the  abuse 
of  tax  haven  foreign  subsidiaries.  Sec¬ 
tion  12  reaches  abuse  situations  such  as 
are  involved  in  U.S. -owned  insurance 
companies  which  operate  overseas  solely 
for  the  purpose  of  tax  avoidance — a  pur¬ 
pose  which  is  demonstrated  by  the  fact 
that  such  companies  insure  or  reinsure 
against  risks  on  the  lives  and  health  of 
U.S.  individuals  and  loss  on  property  lo¬ 
cated  in  this  country.  Usually  these 
companies  are  incorporated  in  the  Ba¬ 
hamas  or  some  other  country  having 
either  no,  or  a  very  low,  income  tax. 

Another  common  example  of  what  we 
cover  is  the  tax  haven  holding  com¬ 
pany — many  times  a  mere  “paper”  com¬ 
pany — which  exists  mainly  for  the  pur¬ 
pose  of  receiving  income  which  it  has 
done  nothing  to  earn  and  which  prevents 
that  income  from  coming  home  to  the 
United  States  where  it  will  help  our  bal¬ 
ance  of  payments,  produce  tax  revenues, 
and  be  available  for  investment  in  the 
United  States.  These  are  covered  by 
taxing  all  investment-type  income  where 
this  and  other  tax  haven  income  repre¬ 
sents  30  percent  or  more  of  the  foreign 
corporation’s  income.  Even  then,  how¬ 
ever,  dividend  and  interest  income  from 
a  related  corporation  in  a  less  developed 
country  is  not  taxed  to  the  U.S.  share¬ 
holders  when  this  income  is  reinvested 
in  a  less-developed  country. 

Another  example  of  income  taxed  to 
U.S.  shareholders  under  the  bill  is  in¬ 
come  of  a  tax  haven  trading  company, 
such  as  the  Swiss  corporation  which 
often  serves  as  merely  an  address  for 
sales  made  in  every  country  in  Europe 
except  Switzerland.  The  ability  to  sy¬ 
phon  off  profits  from  Common  Market 
operations  into  Switzerland  or  some 
other  low-tax-rate  country  in  many 
cases  makes  it  more  advantageous  to 
manufacture  in  European  countries, 
such  as  Germany  and  France,  than  to 
export  from  the  United  States  to  those 
countries. 

The  bill  reaches  this  tax  haven  trading 
income  by  taxing  to  U.S.  shareholders’ 
income  of  a  controlled  foreign  corpora¬ 
tion  deriving  income  from  sales  outside 
of  the  country  in  which  it  is  incorpo¬ 
rated  if  the  products  involved  were  either 
purchased  from  or  sold  to  a  related  cor¬ 
poration.  Income  from  services  per¬ 
formed  for  related  persons  outside  of  the 
country  in  which  the  controlled  foreign 
company  is  incorporated  also  is  taxed  in 
a  similar  fashion. 

So  far  I  have  described  to  Senators 
how  the  committee's  bill  reaches  tax 
haven  income.  However,  let  me  make 
it  very  clear  that  this  legislation  does 
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not  affect  legitimate  operations  overseas. 
So,  if  an  American  corporation  or¬ 
ganizes  a  foreign  subsidiary  in  France, 
for  example,  to  manufacture  goods  in 
that  country  and  to  sell  those  goods  di¬ 
rectly  in  any  country  in  the  world,  the 
income  produced  by  the  manufacture 
and  sale  of  goods  by  the  corporation  in 
France  is  not  to  be  taxed  under  this  bill. 
Thus,  we  have  been  careful  not  to  cover 
foreign  subsidiaries  engaged  in  actual 
mining  or  manufacturing,  no  matter 
where  they  sell  their  products,  because 
these  subsidiary  corporations  are  in  an 
entirely  different  class  from  the  tax 
haven  companies  looking  for  a  tax 
shelter. 

There  are  those  who  do  not  under¬ 
stand  these  foreign  provisions  and  believe 
they  will  hurt  our  legitimate  operations 
abroad.  I  want  to  show  Senators  why 
this  is  not  true. 

As  I  previously  indicated,  we  have  pro¬ 
vided  a  rule  to  the  effect  that  unless  a 
company  has  more  than  30  percent  tax 
haven  income  it  will  not  be  affected. 

We  have  also  developed  a  provision  to 
the  effect  that  an  oversea  organization 
which  makes  a  minimum  distribution  to 
its  U.S.  parent  will  not  be  covered  by 
the  new  section  12.  Only  those  foreign 
operations  which  pay  low  foreign  taxes 
and  make  substantial  distributions  to  the 
United  States— the  true  tax  haven  type 
of  situation — will  be  unable  to  utilize  this 
minimum  distribution  alternative  and 
will  still  come  under  the  new  tax  haven 
legislation.  This  minimum  distribution 
alternative  insures  that  we  only  reach 
the  abuses  in  the  foreign  income  area. 

Further,  we  have  developed  a  provision 
which  frees  from  section  12  certain  for¬ 
eign  companies  that  export  U.S.  prod¬ 
ucts  abroad.  These  companies  by  so  do¬ 
ing  make  a  contribution  to  our  domestic 
economy  and  balance  of  payments  and 
we  have  given  them  a  stimulus  in  this 
bill  to  continue  to  do  this.  What  would 
otherwise  be  the  tax  haven  income  of 
these  companies  is  not  taxed  if  it  is  rea¬ 
sonable  relative  to  the  sales  made — that 
is,  does  not  exceed  11 V2  times  export 
promotion  expenses  or  10  percent  of 
gross  receipts — and  if  this  income  is  in¬ 
vested  in  the  export  trade  business. 

Mr.  GORE.  Mr.  President,  will  the 
Senator  yield? 

Mr.  KERR.  I  yield  for  a  question. 

Mr.  GORE.  In  the  light  of  the  Sena¬ 
tor’s  successful  business  experience,  does 
he  not  think  that  10  percent  of  gross  is 
a  remarkably  large  amount  on  which  to 
give  tax  deduction  or  deferral? 

Mr.  KERR.  It  is  “whichever  is  lesser,” 
I  say  to  the  Senator,  and  not  “whichever 
is  greater.”  The  10  percent  would  not 
come  into  effect  unless  it  were  less  than 
iy2  times  export  promotion  expenses. 

The  Senator  from  Oklahoma  thinks 
that  is  not  only  a  very  effective  protec¬ 
tive  feature  but  that  taken  together  with 
others,  would  provide  a  very  effective 
stimulant  to  a  continuation  of  the  effort 
of  American  productive  companies  to  ex¬ 
port  products  to  foreign  countries 
through  foreign  subsidiaries,  which 
would  promote  jobs  at  home,  bring  back 
dollars  to  our  country,  improve  our  bal¬ 
ance  of  payment,  and  encourage  in  every 
way  the  competitive  position  of  our  own 


industrial  workshop  in  the  markets  of 
the  world. 

Mr.  GORE.  Mr.  President,  will  the 
Senator  yield  for  a  question? 

Mr.  KERR.  I  yield. 

Mr.  GORE.  Would  not  1  y2  times  ex¬ 
port  promotion  expenses,  assuming  that 
the  export  promotion  expenses  are  based 
upon  the  cost  of  the  product  that  is  being 
exported,  amount  to  a  50-percent  profit? 
Mr.  KERR.  Not  at  all. 

Mr.  GORE.  One  and  one-half  times 
is  150  percent,  is  it  not? 

Mr.  KERR.  Times  export  promotion 
expenses.  These  are  certain  specified 
expenses  listed  in  the  bill.  They  do  not 
include  the  cost  of  the  product.  In 
addition,  the  exemption  does  not  apply 
unless  the  money  thus  made  is  invested 
in  a  further  effort  by  the  foreign  cor¬ 
poration  to  promote  the  sales  of  Ameri¬ 
can-produced  products  and  commodities 
abroad. 

Mr.  GORE.  Mr.  President,  will  the 
Senator  yield  further? 

Mr.  KERR.  I  yield. 

Mr.  GORE.  Does  that  not  also  in¬ 
clude  credits  extended? 

Mr.  KERR.  Only  promotion  expenses 
in  connection  with  credits,  not  the 
credits  themselves. 

Mr.  GORE.  How  does  the  Senator 
justify  that? 

Mr.  KERR.  The  Senator  happens  to 
be  somewhat  familiar  with  the  way  busi¬ 
ness  is  promoted  and  carried  on.  The 
fact  that  there  is  more  than  $50  bil¬ 
lion  of  consumer  credit  in  our  country, 
in  the  form  of  installment  payments  by 
American  consumers,  is  evidence  of  the 
fact  that  American  productive  facilities 
think  that  the  promotion  of  credit  in 
connection  with  the  sale  of  its  products 
stimulates  its  business.  The  Senator 
from  Oklahoma  thinks  that  the  promo¬ 
tion  expenses  in  connection  with  extend¬ 
ing  credit  to  foreign  consumers  would 
be  small. 

Mr.  GORE.  Mr.  President,  will  the 
Senator  yield? 

Mr.  KERR.  For  a  question. 

Mr.  GORE.  Would  that  not  apply  to 
the  products  of  a  factory  situated 
abroad,  employing  exclusively  foreign 
workers,  but  owned  by  a  subsidiary  of 
an  American  corporation,  adding  to  the 
capital  wealth  exclusively  of  the  foreign 
country? 

Mr.  KERR.  The  Senator’s  question 
illustrates  a  statement  which  the  Sena¬ 
tor  from  Oklahoma  made  awhile  ago. 
If  men  knew  more  about  the  bill,  they 
would  oppose  it  less.  This  export  trade 
corporation  provision  of  the  bill  applies 
only  to  the  sale  of  goods  produced  in 
this  country  and  sold  through  a  foreign 
subsidiary.  It  was  put  in  the  bill  to  pro¬ 
mote  the  export  of  American  products 
produced  by  American  industry,  made  by 
American  workers,  and  would  bring 
back  to  these  shores  American  dollars, 
which  would  benefit  our  balance  of  pay¬ 
ments,  and  increase  the  stability,  value, 
and  reliability  of  the  dollar. 

It  would  provide  a  stimulus  for  the 
production  in  America  of  goods  to  move 
into  the  channels  of  trade  in  world  com¬ 
merce.  It  is  calculated  to  stimulate  in¬ 
dustrial  growth,  expansion,  and  increase 
the  available  jobs  at  home.  A  company 


that  sets  up  a  foreign  subsidiary  for  the 
purpose  of  the  sale  of  those  American- 
produced  products  which  does  increase 
our  industrial  output,  our  taxable  in¬ 
come,  and  jobs  at  home,  an  incentive  is 
provided  in  the  bill  whereby  such  com¬ 
panies  may  sell  and  be  encouraged  to 
distribute  more  widely  their  products  in 
the  markets  of  the  world,  which  are  con¬ 
stantly  expanding.  If  we  are  going  to 
be  able  to  compete  with  industrialists 
in  other  nations  who  have  far  greater 
tax  concessions  than  the  ones  we  now 
have  and  the  ones  proposed  in  the  bill, 
we  must  improve  the  economic  environ¬ 
ment  in  which  our  industrial  workshop 
lives,  expands,  and  has  its  profitable  ex¬ 
istence.  It  is  the  purpose  of  the  bill, 
and  of  that  provision  of  the  bill  spe¬ 
cifically,  to  provide  that  stimulant,  that 
encouragement,  and  that  improvement. 

Also  taxed  to  U.S.  shareholders  is  in¬ 
come  earned  abroad  which  is  brought 
back,  other  than  in  the  form  of  a  divided, 
and  invested  in  the  United  States. 
There  are,  of  course,  appropriate  ex¬ 
ceptions  for  assets  located  here  which 
nevertheless  are  used  in  the  foreign  busi¬ 
ness. 

Section  12  should  end  the  tax  haven 
abuse  and,  therefore,  is  an  important 
loophole-closing  section.  On  the  other 
hand,  section  12,  as  amended  by  the  com¬ 
mittee,  does  not  interfere  with  those  for¬ 
eign  operations — particularly  the  export 
of  U.S.  products — which  are  clearly  in 
our  national  interest. 

There  is  nothing  in  the  bill  that  inter¬ 
feres  with  investment  abroad  which  is 
made  for  sound  economic  reasons.  As  I 
mentioned  before,  the  President  asked 
us  to  impose  U.S.  tax  on  the  profits  of 
all  foreign  subsidiaries  of  U.S.  compa¬ 
nies.  Neither  we  nor  the  other  body 
felt  that  this  was  necessary  in  order  to 
achieve  the  President’s  major  purposes. 
I  am  convinced  that  under  this  bill  we 
do  accomplish  those  major  purposes  but 
without  interfering  in  any  way  with  the 
normal  nontax  haven  foreign  subsidiary 
abroad — such  as  ones  engaged  in  manu¬ 
facturing. 

What  purposes  have  we  achieved?  In 
the  first  place,  we  have  eliminated  spe¬ 
cial  tax  advantages  that  exist  under  the 
use  of  tax  haven  subsidiaries.  It  will 
no  longer  be  possible  to  flout  our  tax 
laws  by  simply  setting  up  an  address 
company,  say  in  Panama,  to  sell  goods 
in  Europe  which  did  not  originate  in 
Panama,  which  never  in  fact  were  in 
Panama,  and  which  had  nothing  to  do 
with  Panama.  The  elimination  of  such 
gross  abuses  is  something  that  we  owe 
to  the  millions  of  taxpayers  who  must 
pay  their  normal  tax  burdens  and  who 
cannot,  or  will  not,  take  advantage  of 
this  kind  of  loophole. 

In  addition  to  eliminating  these  spe¬ 
cial  tax  advantages,  this  bill  is  beneficial 
in  that  it  will  stop  the  drain  on  our  in¬ 
vestment  which  is  artificially  induced 
by  the  low  tax  rates  it  is  possible  to  ob¬ 
tain  through  the  use  of  tax  haven  sub¬ 
sidiaries.  On  the  other  hand,  as  I  have 
already  indicated,  this  bill  does  not  in¬ 
terfere  with  sound  business  investments 
abroad  which  do  not  make  use  of  tax 
haven  subsidiaries. 
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In  addition  to  clearing  up  the  tax 
haven  abuse,  this  bill  also  would  clear  up 
a  multitude  of  other  loopholes  in  the 
foreign  area.  Section  9  of  the  bill  con¬ 
tains  the  so-called  gross-up  amend¬ 
ment.  This  correction  in  the  method  of 
taxing  dividends  received  by  American 
companies  from  their  subsidiaries  is  long 
overdue.  Existing  law  results  in  double 
counting  and  has  the  effect  of  reducing 
in  an  erratic  manner  the  proper  U.S.  tax 
that  should  be  imposed  on  dividends 
that  are  repatriated.  The  problem 
arises  because  a  credit  is  allowed  for 
most  of  the  foreign  income  taxes  paid 
on  a  given  amount  of  income,  yet  these 
same  foreign  income  taxes  are  not  in¬ 
cluded  in  the  dividend  income  subject  to 
U.S.  tax.  Your  committee  has,  however, 
retained  present  law  with  respect  to  divi¬ 
dends  from  operations  in  less  developed 
countries.  Because  of  our  interest  in 
encouraging  investment  in  these  areas — 
which  is  reflected  in  various  sections  of 
the  bill,  including  section  12 — we  have 
not  applied  gross-up  in  these  cases. 

Closely  related  to  “gross  up”  is  sec¬ 
tion  15,  which  will  provide  that  when 
stock  in  a  foreign  subsidiary  is  sold  or 
exchanged  ordinary  income  tax  will  be 
payable  to  the  extent  of  the  earnings  and 
profits  which  have  been  until  that  point 
untaxed  by  the  United  States.  The  tax 
“gimmick”  of  using  a  foreign  subsidiary 
to  conduct  business  operations,  paying 
no  dividends,  and  then  collapsing  it  so 
that  all  of  the  profits  come  home  with 
only  the  payment  of  a  capital  gains  tax 
must  be  corrected.  However,  your  com¬ 
mittee  has  modified  this  provision  so  that 
individuals  will  not  be  taxed  on  past  ac¬ 
cumulations  or  more  heavily  than  if 
their  stock  were  held  by  domestic  cor¬ 
porations. 

Section  5  of  the  bill  insures  that  a  full 
tax  will  be  paid  when  distributions  are 
made  in  kind  by  foreign  subsidiaries. 

American  individuals  living  abroad 
have  also  been  given  unwarranted  ad¬ 
vantages  under  our  existing  tax  laws. 
Publicity  in  this  respect  has  been  di¬ 
rected  toward  movie  stars  and  other  en¬ 
tertainers  who  in  many  cases  have 
avoided  the  payment  of  any  U.S.  tax. 
They  are  not  the  only  ones,  however, 
who  have  taken  advantage  of  the  present 
provisions.  The  committee’s  bill  cor¬ 
rects  this  situation  by  limiting  the  ex¬ 
clusion  for  income  earned  abroad  by 
American  residents  of  foreign  countries 
to  $20,000  for  the  first  3  years  of  resi¬ 
dence  abroad  and  $35,000  thereafter. 
No  longer  will  people  like  movie  stars 
who  have  benefited  from  being  Ameri¬ 
cans  be  able  to  avoid  paying  their  U.S. 
tax  liabilities.  Nevertheless,  certain 
fringe  benefits  these  persons  have  en¬ 
joyed  will  only  gradually  be  included  in 
their  tax  base  over  a  4-year  period. 

That  is,  under  the  pending  bill  on 
these  fringe  benefits  we  have  sought  to 
correct  the  situation  that  exists  with  re¬ 
spect  to  a  tax  loophole  by  phasing  it  out. 
Thus  the  employees  of  American  busi¬ 


ness  institutions  and  industry  abroad 
who  may  have  been  induced  to  go  there 
by  reason  of  the  tax  provisions  of  oui 
counti-y  heretofore,  will  not  feel  imme¬ 
diately  the  full  impact  of  the  bill  Thi: 
provision  will  go  into  effect  over  a4-yea- 


Also,  section  18  requires  that  foreign 
real  estate  now  be  included  in  the  gross 
estate  of  Americans.  Tens  of  millions 
of  dollars  have  been  invested  in  real 
estate  in  places  like  Bermuda  and  the 
Bahamas  because  upon  the  owner’s  death 
this  real  property  would  not  be  included 
in  the  tax  base  upon  which  his  inherit¬ 
ance  tax  is  computed. 

Other  provisions  will  stop  the  artificial 
tax  advantages  now  accruing  to  foreign 
investment  companies — largely  Cana¬ 
dian  companies — owned  by  Americans, 
and  foreign  trusts  set  up  by  Americans 
to  avoid  U.S.  tax. 

Another  provision  will  remove  the  arti¬ 
ficial  incentive  provided  by  the  foreign 
tax  credit  to  transfer  short-term  funds 
abroad.  Still  another  provision  will  re¬ 
quire  the  payment  of  a  full  U.S.  tax 
where  patents  are  transferred  abroad. 
Finally,  we  have  strengthened  the  in¬ 
formation  provisions  so  we  will  be  in 
a  better  position  to  be  sure  that  all  tax 
liabilities  due  are  being  paid  with  respect 
to  foreign  income. 

DIVIDENDS  AND  INTEREST 

One  of  the  measures  in  the  House  bill 
designed  to  decrease  tax  evasion  was  a 
provision  for  withholding  on  dividends, 
interest,  and  patronage  dividends. 

The  seriousness  of  this  evasion  is  indi¬ 
cated  by  the  fact  that  the  Treasury  De¬ 
partment  estimates  that  somewhere  be¬ 
tween  $4  and  $5  billion  of  dividend  and 
interest  income  currently  is  not  reported 
on  tax  returns.  As  a  result,  the  Treas¬ 
ury  estimates  that  close  to  a  billion 
dollars  of  revenue  is  lost  each  year. 

The  House  bill  would  have  met  this 
problem  by  providing  20  percent  with¬ 
holding  for  most  interest,  dividend  and 
patronage  dividend  payments. 

Your  committee  has  studied  at  length 
the  system  provided  by  the  House  bill 
for  withholding,  and  also  has  considered 
numerous  possible  modifications  of  the 
House  withholding  provision.  The  com¬ 
mittee  was  convinced  from  this  study 
that  the  provision  in  the  House  bill,  no 
matter  how  modified,  was  either  too  com¬ 
plicated  or  involved  substantial  hard¬ 
ship  for  significant  groups  of  taxpayers 
or  both. 

That  was  the  conclusion  of  a  majority 
of  the  committee.  It  was  not  unani¬ 
mous. 

While  recognizing  the  shortcomings 
of  a  withholding  system,  the  Finance 
Committee  strongly  endorsed  the  princi¬ 
ple  that  measures  must  be  taken  to  in¬ 
sure  that  everyone  pays  the  income  taxes 
for  which  he  is  liable.  It  is  recognized 
that  the  underreporting  of  dividends  and 
interest  is  a  serious  problem  and  that  a 
means  of  correction  must  be  found.  For 
this  reason  this  bill  provides  an  improved 
reporting  system  for  interest,  dividends, 
and  patronage  dividends. 

This  bill  requires  dividend,  interest 
and  patronage  dividend  payments  of  $10 
or  more  per  person  per  year  to  be  re¬ 
ported  to  the  Internal  Revenue  Service 
on  annual  information  returns.  By  reg¬ 
ulation,  reporting  of  amounts  of  over  $10 
a  year  is  already  required  in  the  case 
of  dividend  payments  but  generally  the 
returns  are  made  on  a  quarterly  basis. 
Interest  payments,  however,  are  reported 
only  where  they  amout  to  $600  or  more 


per  person.  In  addition  to  the  reports 
to  the  Internal  Revenue  Service  under 
the  Byrd  amendment  the  bill  provides 
that  dividend  and  interest  payers  must 
send  an  annual  statement  to  the  persons 
receiving  these  dividends  and  interest 
payments  indicating  the  total  amount 
of  dividend  or  interest  payments  they 
paid  such  persons  during  the  year. 
Failure  to  report  these  payments  to  the 
Government  or  to  send  the  required 
statements  to  the  taxpayer  will  involve 
a  civil  penalty  of  $10  for  each  statement 
or  return  the  payer  fails  to  file  but  the 
maximum  penalty  per  payer  will  be 
$25,000. 

That  is,  the  payee  will  get  an  infor¬ 
mation  return  sent  to  him  by  the  In¬ 
ternal  Revenue  Service,  to  remind  him 
of  the  fact  that  the  Internal  Revenue 
Service  now  has  specific  information  as 
to  the  amount  of  money  the  payee  re¬ 
ceives. 

The  committee  believes  that  this  ex¬ 
panded  reporting  system  complements 
the  legislation  passed  last  year  which 
requires  each  person  to  supply  the  div¬ 
idend  or  interest  payer  with  his  social 
security  or  tax  account  number.  The 
combination  of  these  measures  will  en¬ 
able  the  Internal  Revenue  Service 
through  its  planned  expansion  of  auto¬ 
matic  data  processing  ultimately  to 
check  all  dividend  and  interest  pay¬ 
ments  of  more  than  $10  per  year  per 
person.  The  reporting  system,  when  the 
information  returns  are  matched  withi 
tax  returns,  should  also  show  any  tax 
due  above  the  first  bracket,  and  in  this 
respect,  it  will  be  more  effective  than  a 
withholding  system  alone. 

The  Senator  from  Oklahoma  will  have 
a  great  deal  of  pleasure  in  listening, 
over  the  course  of  the  next  few  years,  to 
the  complaints  of  those  who  objected  to 
the  withholding  provision  and  were  suc¬ 
cessful  in  substituting  therefor  the  re¬ 
porting  amendment.  Those  who  com¬ 
plained  about  the  withholding  amend¬ 
ment  on  the  basis  of  what  it  would  cost 
the  payors  may  find  that  it  will  cost 
them  more  to  do  this  reporting  than  it 
would  have  cost  them  to  do  the  withhold¬ 
ing. 

However,  such  is  the  course  of  the  his¬ 
tory  of  legislation.  I  have  seen  other  ex¬ 
amples  where  men  have  been  caught  in 
the  bear  trap  they  fashioned  for  others. 
That  will  be  the  situation  with  respect 
to  the  payers  who  contributed  to  the  de¬ 
feat  of  the  withholding  provision  in  the 
bill. 

The  committee  believes  that  because 
of  the  hardships  and  complications  in¬ 
volved  in  a  withholding  system  for  divi¬ 
dends  and  interest,  the  expanded  use  of 
a  reporting  system  should  first  be  given 
a  fair  test.  If  after  this  reporting  sys¬ 
tem  has  been  given  a  fair  trial,  should 
an  appreciable  dividend  and  interest 
gap  still  remain,  a  withholding  system  at 
that  time  can  be  reconsidered  by 
Congress. 

IMPROVEMENTS  IN  TAX  STRUCTURE 

In  addition  to  the  investment  credit, 
foreign  income  and  dividends  and  in¬ 
terest  reporting,  your  committee’s  bill 
also  contains  a  series  of  provisions  de¬ 
signed  to  close  loopholes  and  improve  the 
equity  of  our  tax  structure.  Although 


1962 


CONGRESSIONAL  RECORD  —  SENATE 


16689 


some  of  these  provisions  are  relatively 
technical  in  nature,  they  are  exceedingly 
important  to  an  improved  tax  struc¬ 
ture.  Their  enactment  will  accomplish 
a  substantial  improvement  in  our  tax 
law.  Most  of  these  provisions  are  con¬ 
cerned  with  problems  which  have  been 
plaguing  us  since  1950  and  1951.  Some 
of  them  have  been  troubling  us  for  even 
longer  periods  of  time. 

In  large  part  these  provisions  concern 
the  tax  treatment  of  specialized  types  of 
institutions  such  as  cooperatives,  mutual 
savings  banks,  and  savings  and  loan  as¬ 
sociations,  and  mutual  fire  and  casualty 
insurance  companies.  For  one  reason 
or  another  these  institutions  have  not  in 
the  past  been  carrying  their  fair  share 
of  the  tax  burden.  This  bill  removes  at 
least  substantial  portions  of  these  in¬ 
equalities. 

In  addition,  your  committee’s  bill  deals 
with  the  abuse  situations  which  have 
arisen  in  connection  with  entertainment 
expenditures  and  with  the  gain  on  the 
disposition  of  depreciable  property.  The 
bill  also  places  expenditures  for  appear¬ 
ances  with  respect  to  legislation  on  an 
even  footing  with  similar  expenditures 
with  respect  to  appearances  before  exec¬ 
utive  agencies  or  the  courts. 

COOPERATIVES 

In  1951  Congress  passed  legislation 
which  generally  was  thought  to  insure 
that  earnings  of  cooperatives  would  be 
currently  taxable  either  to  the  coopera¬ 
tive  or  to  the  patrons.  However,  the 
courts  in  the  Long  Poultry  Farm  and 
B.  A.  Carpenter  cases  have  held  that 
noncash  allocations  of  patronage  divi¬ 
dends  generally  are  not  currently  tax¬ 
able  to  the  patron  although  they  are 
currently  deductible  to  the  cooperative. 

The  bill  carries  out  the  intent  of  the 
1951  legislation.  The  House  bill,  which 
your  committee  has  modified  only  slight¬ 
ly,  provides  that  cooperatives  need  not 
take  into  their  income,  patronage  divi¬ 
dends  paid  in  money  or  so-called  qual¬ 
ified  allocations.  A  deduction  for  non¬ 
qualified  allocations  is  provided  the  co¬ 
operative  when  these  allocations  are 
redeemed  in  cash. 

For  the  patron,  the  bill  provides  that 
patronage  dividends  paid  in  cash  or 
qualified  allocations  are  to  be  included 
in  his  income  in  the  year  the  allocation 
is  made.  In  the  case  of  nonqualified 
allocations  the  inclusion  in  his  income 
is  to  occur  when  the  paper  is  redeemed. 
Of  course,  this  is  true  only  of  amounts 
which  arise  from  business  activity.  As 
under  present  law,  amounts  attributable 
to  purchases  of  personal  living  expense 
items  are  treated  as  bargain  purchases 
and  are  not  taxable  to  the  patron. 

Qualified  allocations  are  those  patron¬ 
age  dividends  paid  in  scrip,  stock,  or  as 
allocations  on  the  books  of  the  coopera¬ 
tive  where  the  patron  had  the  oppor¬ 
tunity  to  receive  the  amount  in  cash  for 
a  90-day  period  or  where  he  has  given 
his  consent  to  treating  the  allocation  as 
an  amount  paid  to  him  which  he  rein¬ 
vested  in  the  cooperative.  Under  the 
bill,  consent  may  be  given  by  the  patron 
in  writing  or  by  being  a  member  of  a 
cooperative  in  which  the  bylaws  require 
all  members  of  the  cooperative  to  take 
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the  allocations  into  account.  In  addi¬ 
tion,  your  committee  has  amended  the 
House  bill  to  provide  that  consent  may 
be  made  by  the  cashing  and  endorse¬ 
ment  of  a  patronage  dividend  check.  In 
this  case  the  cashing  and  endorsement 
of  the  check  itself  represents  the  con¬ 
sent  on  the  part  of  the  patron. 

Since  the  House  bill  applied  the  provi¬ 
sion  on  withholding  to  patronage  divi¬ 
dends,  as  well  as  dividends  and  interest, 
the  House  bill  in  effect  required  that  at 
least  20  percent  of  all  patronage  divi¬ 
dends  be  paid  in  what  was  the  equivalent 
of  cash.  The  patron  could  use  this  20 
percent  directly,  either  by  taking  it  as 
a  credit  against  tax  liability  or  by  ob¬ 
taining  a  refund  from  the  Government. 
The  committee  bill  contains  no  provi¬ 
sion  for  withholding.  However,  it  was 
thought  desirable  that  the  principle  in 
the  House  bill  be  maintained,  namely, 
that  the  cooperative  pay  out  to  the 
patron  in  cash  at  least  enough  to  cover 
his  tax  liability  on  the  patronage  divi¬ 
dend  at  the  20  percent  first  bracket  rate. 
For  that  reason  the  committee  bill  re¬ 
quires  that  at  least  20  percent  of  all 
patronage  dividends  be  paid  to  the 
patron  in  cash  if  the  cooperative  is  to 
exclude  any  amount  from  its  tax  base 
for  qualified  allocations. 

MUTUAL  THRIFT  INSTITUTIONS 

In  1951  Congress  also  provided  that 
mutual  savings  banks,  savings  and  loan 
associations  and  similar  organizations 
were  to  be  subject  to  the  regular  cor¬ 
porate  income  tax  but  that  these  institu¬ 
tions  were  to  be  allowed  a  special  deduc¬ 
tion  for  additions  to  bad  debt  reserves. 
The  1951  legislation  provided  that  these 
special  deductions  could  equal  the  en¬ 
tire  taxable  income  of  the  institution  for 
the  year,  or  equal  an  amount  which 
would  bring  the  institution’s  total  re¬ 
serves  and  surpluses  up  to  12  percent  of 
its  deposits.  The  effect  of  this  legisla¬ 
tion  was  that  these  organizations  have 
paid  almost  no  tax  since  1951.  During 
the  entire  decade  1952-62  all  mutual 
savings  banks  and  savings  and  loan  asso¬ 
ciations  paid  total  Federal  income  taxes 
of  less  than  $70  million,  while  retaining 
$5  y2  billion  in  additions  to  reserves,  sur¬ 
pluses,  and  undivided  profits. 

Mr.  LAUSCHE.  Mr.  President,  will 
the  Senator  yield? 

Mr.  KERR.  I  yield. 

Mr.  LAUSCHE.  Would  the  Senator 
mind  repeating  those  figures,  stating  the 
period  covered,  the  amount  of  taxes  paid, 
and  the  amount  the  institutions  were  al¬ 
lowed  to  retain? 

Mr.  KERR.  During  the  entire  decade 
1952-62,  all  mutual  savings  banks  and 
savings  and  loan  associations  paid  total 
Federal  income  taxes  of  less  than  $70 
million,  while  retaining  $5%  billion  in 
addition  to  reserves,  surpluses,  and  un¬ 
divided  profits. 

Mr.  LAUSCHE.  That  would  be  about 
$7  million  a  year  paid  by  all  mutual 
thrift  institutions  ? 

Mr.  KERR.  All  savings  banks  and  all 
savings  and  loan  associations. 

Mr.  LAUSCHE.  That  is  a  very  small 
amount,  is  it  not? 

Mr.  KERR.  Very  small. 

Mr.  LAUSCHE.  It  is  practically  noth¬ 
ing. 


Mr.  KERR.  Almost. 

Mr.  LAUSCHE.  I  thank  the  Senator 
from  Oklahoma. 

Mr.  KERR.  I  appreciate  the  Sena¬ 
tor’s  question. 

The  House  bill  amends  the  existing 
law  applicable  to  these  thrift  institu¬ 
tions  by  providing  that  they  may  add  to 
reserves  for  bad  debt  each  year  which¬ 
ever  of  the  following  is  the  greatest : 

First,  60  percent  of  taxable  income  for 
the  year;  second,  an  amount  sufficient 
to  bring  the  balance  of  their  reserve  for 
losses  on  qualifying  real  property  loans 
to  3  percent  of  these  loans  plus  a  rea¬ 
sonable  addition  for  reserves  for  losses 
on  other  loans;  or  third,  any  greater  re¬ 
serve  that  the  institution  can  show  is 
reasonable  in  view  of  its  loss  experience. 

The  committee  has  retained  this  basic 
provision  but  has  placed  additional  re¬ 
strictions  on  these  reserve  deductions. 
It  is  provided,  for  example,  that  even 
though  the  taxpayer  uses  the  first  al¬ 
ternative;  namely,  60  percent  of  taxable 
income,  in  determining  its  deduction, 
nevertheless  the  reserve  on  qualified  real 
property  loans  may  not  be  built  up  to 
a  level  in  excess  of  6  percent  of  these 
loans.  Also,  it  has  added  a  proviso  to 
make  sure  that  no  institution  may  ob¬ 
tain  a  greater  deduction  than  under 
present  law.  In  the  case  of  stock  savings 
and  loan  associations,  your  committee 
has  also  provided  that  the  deduction  is 
to  be  50  percent  instead  of  60  percent  of 
taxable  income. 

The  committee  bill  also  provides  a  new 
definition  of  domestic  building  and  loan 
associations  which  in  general  provides 
that  63  percent  of  their  assets  must  be 
invested  in  loans  for  one-to-four-family 
residential  units,  72  percent  must  be  in 
residential  real  property,  and  90  percent 
must  be  in  real  property  loans.  Certain 
exceptions  to  these  rules  are  provided  for 
cash  and  Government  obligations.  Other 
restrictions  also  are  provided. 

CASUALTY  INSURANCE  COMPANIES 

Stock  fire  and  casualty  insurance  com¬ 
panies  have  long  been  taxed  at  ordinary 
corporate  income  tax  rates  on  both  in¬ 
vestment  income  and  underwriting  in¬ 
come.  Mutual  fire  and  casualty  insur¬ 
ance  companies,  on  the  other  hand,  have 
not  been  taxed  on  their  underwriting  in¬ 
come.  The  bill  provides  that  these  mu¬ 
tual  insurance  companies  are  to  pay  tax 
not  only  on  investment  income  but  on 
their  underwriting  income  as  well.  How¬ 
ever,  recognizing  that  these  companies 
have  no  paid-in  capital  as  a  cushion 
against  losses,  the  bill  permits  mutual 
companies  to  build  up  a  special  tax-free 
reserve  to  be  used  to  offset  these  losses. 
The  amount  which  can  be  set  aside  in 
this  manner  generally  is  equal  to  1  per¬ 
cent  of  their  incurred  losses,  plus  25  per¬ 
cent  of  their  underwriting  gains.  How¬ 
ever,  most  of  this  is  to  be  a  reserve  only 
for  a  limited  period  of  time.  Thus,  all 
of  the  remaining  additions  to  reserves  for 
any  year  which  were  attributable  to  1 
percent  of  incurred  losses  and  one-half 
of  the  portion  attributable  to  25  percent 
of  underwriting  income,  after  5  years, 
if  still  remaining,  will  be  withdrawn  from 
the  account  and  included  in  taxable  in¬ 
come. 
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Basically  your  committee  has  accepted 
the  House  version  of  this  provision. 
However,  it  has  eliminated  a  discrimi¬ 
nation  against  dividend -paying  mutual 
insurance  companies  by  providing  that 
losses  attributable  to  their  dividends  may 
be  offset  first  against  investment  income, 
rather  than  being  used  to  offset  amounts 
in  the  special  protection  against  loss  ac¬ 
count.  This  will  accord  them  in  sub¬ 
stance  the  same  treatment  available  un¬ 
der  the  House  bill  for  a  company  which 
deviates  from  standard  insurance  rates 
rather  than  paying  dividends  to  policy¬ 
holders. 

The  committee  has  also  eased  the  tax 
treatment  for  small  insurance  companies 
by  raising  the  total  exemption  of  ex¬ 
isting  law  from  $75,000  to  $150,000  of 
total  receipts.  Also,  it  has  raised  from 
$300,000  to  $600,000  of  total  receipts  the 
level  at  which  underwriting  gain  will 
initially  become  taxable.  Other  modifi¬ 
cations  are  made  for  mutual  insurance 
companies  specializing  in  windstorm, 
hail,  or  flood  insurance  and  for  recipro¬ 
cal  underwriters  and  interinsurers. 

SALES  OF  DEPRECIABLE  PROPERTY 


Under  present  law  a  taxpayer  may 
write  off  the  cost  or  other  basis  of  de¬ 
preciable  property  over  the  period  of  the 
useful  life  of  the  assets  in  his  hands. 
These  depreciation  deductions  are  al¬ 
lowed  as  a  deduction  against  ordinary  in¬ 
come.  If  these  depreciation  deductions 
reduce  the  basis  for  the  asset  faster  than 
the  decline  of  its  actual  value,  then  there 
will  be  a  gain  on  the  asset  if  it  is  sold. 
Under  present  law  this  gain  is  taxed  as 
capital  gain,  even  though  the  deprecia¬ 
tion  deductions  had  reduced  ordinary  in¬ 
come.  As  a  result,  the  taxpayer  who  has 
taken  depreciation  at  a  rate  faster  than 
the  actual  decline  in  value  of  the  prop¬ 
erty  has  in  reality  converted  ordinary  in¬ 
come  into  capital  gain. 

H.R.  10650  meets  this  problem  by  treat¬ 
ing  as  ordinary  income  any  gain  on  the 
sale  or  other  disposition  of  depreciable 
property,  but  only  to  the  extent  of  the 
depreciation  deductions  taken  since  1961. 
This  ordinary  income  treatment  applies 
to  depreciable  personal  property  and  to 
certain  other  depreciable  tangible  prop¬ 
erty,  but  does  not  include  buildings  or 
structural  components. 

Your  committee  has  made  very  little 
change  in  this  provision.  This  provi¬ 
sion  is  not  only  of  importance  as  a  means 
of  plugging  a  serious  loophole  in  pres¬ 
ent  law,  but  also  is  of  major  significance 
in  connection  with  the  recent  deprecia¬ 
tion  liberalization  announced  by  the 
Treasury  Department.  Under  the  new 
guideline  schedules,  taxpayers  generally 
will  be  permitted  to  depreciate  assets 
faster  than  has  previously  been  the  case. 
As  a  result,  additional  ordinary  income 
could  be  converted  into  a  capital  gain  on 
the  sale  of  these  assets,  if  it  were  not  for 
this  provision. 


ENTERTAINMENT  EXPENSES 

Among  the  more- publicized  and  tro 
blesome  problems  with  which  this  bill 
concerned  is  that  of  the  deduction  f 
entertainment  expenses.  Your  commi 
tee  believes  that  its  version  of  this  pr 
vision  provides  a  balanced  approa 
which  eliminates  abuse  situations,  wit 


out  interfering  with  legitimate  enter¬ 
tainment  expense  deductions.  Your 
committee’s  bill  provides  that  if  enter¬ 
tainment  expenses  are  to  be  deductible, 
they  must  be  directly  related  to,  or  asso¬ 
ciated  with,  the  active  conduct  of  a  trade 
or  business.  In  the  case  of  facilities  such 
as  yachts  and  hunting  lodges  and  club 
dues,  a  further  restriction  provides,  in 
effect,  that  the  facilities  must  be  used 
more  than  50  percent  for  the  further¬ 
ance  of  the  taxpayer’s  trade  or  business. 
This  provision,  unlike  the  House  bill, 
would  permit  the  deduction  of  expenses 
to  generate  business  good  will  where  it  is 
shown  that  these  expenses  are  directly 
related  or  associated  with  a  trade  or  busi¬ 
ness.  The  committee  report  gives  an 
extensive  listing  of  the  types  of  expenses 
which  your  committee  intends  should 
not  be  deductible  under  this  provision. 

Your  committee’s  amendments  also 
restrict  the  deduction  of  travel  expenses 
on  combined  business  and  vacation  trips. 
If  the  travel  is  for  a  period  longer  than 
1  week,  or  more  than  25  percent  of  the 
total  time  away  from  home  is  spent 
for  personal  purposes,  only  the  portion  of 
the  travel  expenses  allocable  to  the  busi¬ 
ness  will  be  deductible.  Of  course,  in 
order  for  any  portion  of  the  travel  ex¬ 
penses  to  be  deductible  in  the  first  place, 
as  under  present  law,  the  trip  would 
have  to  be  primarily  for  business  pur¬ 
poses. 

LEGISLATIVE  APPEARANCES 

Although  not  explicitly  provided  for  in 
the  statute,  court  decisions  in  the  Cam- 
marano  and  Straus  cases  have  inter¬ 
preted  long-existing  Treasury  regula¬ 
tions  as  denying  a  deduction  for  expen¬ 
ses  incurred  in  making  appearances,  sub¬ 
mitting  material,  or  communicating  with 
respect  to  legislative  matters. 

The  House  version  of  the  bill  would 
modify  these  court  interpretations  of 
existing  law,  in  order  to  permit  deduc¬ 
tions  for  expenses  relating  to  appear¬ 
ance  before,  presentation  of  statements 
to,  or  communications  sent  to  a  legisla¬ 
tive  body,  committee,  or  individual  leg¬ 
islator  at  any  level  of  government  if  the 
expenses  are  otherwise  ordinary  and 
necessary  business  expenses.  In  addi¬ 
tion,  a  similar  deduction  is  provided  for 
the  portion  of  dues  paid  to  an  organiza¬ 
tion  which  are  used  for  similar  legisla¬ 
tive  expenses,  to  the  extent  they  are  re¬ 
lated  to  the  businesses  of  the  members. 
Your  committee  also  has  added  an 
amendment  providing  that  expenses  of 
communicating  information  with  respect 
to  legislation  between  the  taxpayer  and 
its  employees  or  stockholders  also  are 
to  be  deductible,  where  the  matter  is  of 
direct  business  concern  to  the  taxpayer. 
This  provision  does  not  permit  the  de¬ 
duction  of  expenses  incurred  in  attempts 
to  influence  the  general  public,  or  large 
groups  of  the  public,  through  advertis¬ 
ing  or  other  campaigns,  nor  does  it  per¬ 
mit  the  deduction  of  expenses  associated 
with  political  campaigns. 

Your  committee  sees  no  reason  why 
legitimate  expenses  incurred  for  appear¬ 
ances  before  legislative  bodies  or  legisla¬ 
tors  should  not  be  deductible  while  sim¬ 
ilar  appearance  before  executive  officials 
with  respect  to  administrative  matters, 
or  before  courts  with  respect  to  judicial 
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matters,  are  deductible.  Your  commit¬ 
tee  believes  that  the  legislative  branch 
of  the  Government  in  this  respect  should 
be  placed  on  the  same  footing  as  the 
other  two  coordinate  branches  of  Gov¬ 
ernment. 

It  is  also  believed  that  it  is  desirable 
that  taxpayers  having  information  bear¬ 
ing  on  the  impact  of  present  or  proposed 
legislation  which  affect  their  trades  or 
businesses  not  be  discouraged  in  making 
this  information  available  to  the  respon¬ 
sible  legislators.  This  information  is  es¬ 
sential  to  a  proper  evaluation  on  the  part 
of  the  legislators  of  the  impact  on  busi¬ 
nesses  of  present  or  proposed  legislation 

The  deduction  for  legislative  expenses 
is  limited  to  cases  in  which  expenses  are 
related  to  the  trade  or  business  of  the 
taxpayer,  since  only  these  expenses  are 
pertinent  to  the  determination  of  true 
taxable  income  of  a  business.  In  this 
respect,  it  might  be  noted  that  this  is  the 
same  distinction  presently  made  in  the 
case  of  appearances  before  executive  or 
judicial  bodies. 

Mr.  LAUSCHE.  Mr.  President,  will 
the  Senator  from  Oklahoma  yield  for  a 
question? 

The  PRESIDING  OFFICER  (Mr. 
Hickey  in  the  chair) .  Does  the  Sena¬ 
tor  from  Oklahoma  yield  to  the  Senator 
from  Ohio? 

Mr.  KERR.  I  yield. 

Mr.  LAUSCHE.  Has  the  committee 
dealt  at  all  with  the  problem — which  has 
been  under  discussion  for  several  years — 
of  allowing  business  enterprises  to  de¬ 
duct,  as  business  expenses,  funds  spent 
in  payment  of  newspaper  advertisements 
dealing  with  national  issues  and  policies 
pending  in  the  Congress?  This  is  a  de¬ 
duction  for  which  business  enterprises 
have  argued  to  a  considerable  extent. 

Mr.  KERR.  The  committee  went  in¬ 
to  that  question  at  length,  and  during 
extensive  periods  of  time.  I  believe  that 
every  approach  which  could  be  devised 
by  men  of  ingenuity  and  resourcefulness 
was  made  in  presenting  that  matter  to 
the  committee.  Each  approach  made 
was  discussed  at  great  length,  and  was 
turned  down  by  the  committee  as  regu¬ 
larly  as  it  was  offered. 

Mr.  LAUSCHE.  What  the  Senator 
from  Oklahoma  has  just  now  described 
is  as  far  as  the  committee  went  in  al¬ 
lowing  such  a  deduction  for  funds  spent 
in  acquainting  legislatures  and  their 
members  with  current  political  and  eco¬ 
nomic  problems. 

Mr.  KERR.  And  also  by  a  taxpaying 
corporation  in  explaining  those  matters 
to  its  own  stockholders  and  its  own  em¬ 
ployees. 

Mr.  LAUSCHE.  I  thank  the  Senator 
from  Oklahoma  very  much. 

Mr.  KERR.  But  the  general  run  of 
expenditures  to  influence  legislation  by 
advertisements  in  news  media  or  other 
means  of  communication  was  discussed 
at  great  length,  and  the  committee  de¬ 
cided  that  it  could  not  justify  the  allow¬ 
ance  of  deductions  for  the  cost  of  such 
expenditures. 

Mr.  PROXMIRE.  Mi-.  President,  will 
the  Senator  yield? 

The  PRESIDING  OFFICER  (Mr. 
Burdick  in  the  chair) .  Does  the  Senator 
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from  Oklahoma  yield  to  the  Senator 
from  Wisconsin? 

Mr.  KERR.  I  yield  for  a  question. 

Mr.  PROXMIRE.  Did  I  correctly  un¬ 
derstand  the  Senator  to  say  that  agri¬ 
culture  would  benefit  from  the  invest¬ 
ment  credit  provisions  of  the  bill  to  the 
same  extent  that  industry  would  benefit, 
or  to  a  greater  extent? 

Mr.  KERR.  That  was  the  statement 
made  by  the  Senator  from  Oklahoma. 

Mr.  PROXMIRE.  Will  the  Senator 
from  Oklahoma  explain  to  the  Senator 
from  Wisconsin  how  agriculture  could 
benefit  very  greatly,  in  view  of  the  fact 
that  85  percent  of  the  farmers  of  our 
country  have  a  net  income  of  less  than 
$3,000,  and  two- thirds  have  a  net  income 
of  less  than  $1,000,  a  year,  and  therefore 
the  overwhelming  number  of  them  pay 
no  Federal  income  tax? 

Mr.  KERR.  The  Senator  is  aware  of 
the  fact  that  the  net  income  of  our  fann¬ 
ers  from  farm  sources  equaled  $12  bil¬ 
lion  in  1961  and  although  many  of  the 
farmers  of  Oklahoma  do  not  make 
enough  to  be  required  to  pay  Federal  in¬ 
come  taxes,  there  are  certain  farmers  in 
Oklahoma,  who,  like  some  farmers  in  the 
State  of  Wisconsin,  are  in  the  happy 
situation  of  making  enough  money  to 
pay  income  taxes.  Certainly,  neither  in¬ 
dividuals  nor  businesses  would  benefit 
by  a  tax  credit  if  they  owed  no  tax,  but 
this  bill  has  in  it  a  provision  with  refer¬ 
ence  to  investment  credit  that  a  credit 
earned  at  any  time  after  June  30,  1962, 
is  subject  to  a  3-year  carryback  and  a 
5-year  carry  forward. 

I  know  it  is  the  hope  of  the  Senator 
from  Wisconsin  and  of  the  Senator  from 
Oklahoma  that  the  environment  in 
which  our  fanners  live,  breathe,  and 
have  their  being  and  their  economic  ex¬ 
istence  will  be  improved  to  the  point 
where  they  will  be  making  an  income 
sufficient  to  be  subject  to  Federal  taxa¬ 
tion;  and  when  that  happy  environment 
materializes,  as  I  fully  believe  it  will, 
they  will  have  the  benefits  of  this  bill  to 
look  forward  to. 

Mr.  PROXMIRE.  Is  it  not  true  that 
85  percent  of  the  farmers,  who  pay  no 
income  taxes,  but  pay  heavy  property 
taxes  and  other  taxes,  would  receive  no 
benefits  under  the  bill  unless  at  some 
time  in  the  future  their  income  should 
increase  sufficiently  to  require  them  to 
pay  an  income  tax? 

Mr.  KERR.  The  Senator  from  Okla¬ 
homa  is  not  aware  of  the  percentage  of 
our  farmers  who  do  not  pay  income 
taxes;  and  in  answering  the  Senator 
neither  affirms  nor  denies  the  figure  of  85 
percent,  but  repeats  the  answer  to  the 
Senator  from  Wisconsin,  that  neither  a 
corporation  nor  an  individual  would  re¬ 
ceive  an  immediate  benefit  from  this  bill 
unless  he  had  a  taxable  income. 

Mr.  PROXMIRE.  I  refer  the  Senator 
to  the  U.S.  Treasury  Department,  Inter¬ 
nal  Revenue  Service  statistics  of  income, 
which  I  hold  in  my  hand.  I  ask  the 
Senator  from  Oklahoma  if  the  argument 
that  we  need  the  investment  credit  to 
put  us  on  an  even  footing  with  foreign 
competition,  and  that  there  is  evidence 
that  the  United  States  is  not  competing 
abroad - 

Mr.  KERR.  I  did  not  say  that. 


Mr.  PROXMIRE.  Is  not  competing 
effectively  abroad. 

Mr.  KERR.  I  did  not  say  that.  I  said 
our  producers  are  at  a  disadvantage  tax- 
wise  as  compared  with  our  foreign  com¬ 
petitors. 

Mr.  PROXMIRE.  Would  the  Senator 
from  Oklahoma  question  the  argument 
that  the  three  countries  that  have  in¬ 
vestment  credit,  namely,  the  United 
Kingdom,  Belgium,  and  the  Netherlands, 
have  demonstrated  a  record  of  slower  in¬ 
dustrial  growth,  and  therefore  the  invest¬ 
ment  credit  is  not  an  effective  device  for 
promoting  growth,  in  view  of  the  fact 
that  two  of  the  three  industrialized  coun¬ 
tries  have  had  a  poorer  growth  record 
than  the  United  States,  to  wit,  Belgium 
and  the  United  Kingdom,  and  that  the 
country  which  has  the  poorest  of  any 
except  those  and  Sweden  in  Europe  is 
the  Netherlands? 

Mr.  KERR.  The  Senator  from  Wis¬ 
consin  refers  to  the  general  situation  and 
asks  the  Senator  from  Oklahoma  whether 
or  not  a  cei’tain  cause  produced  it.  One 
thing  that  has  resulted  in  the  slowing 
down  in  growth  of  the  United  Kingdom — 
that  is,  Great  Britain — and  the  Nether¬ 
lands  has  been  the  loss  of  their  colonies, 
and  I  believe  that  is  true  also  of  Belgium. 

Many  things  could  have  produced  the 
slowdown  which  the  Senator  has  re¬ 
ferred  to,  other  than  the  corporate  tax 
rate. 

The  Senator  from  Oklahoma  has  some 
association  with  and  relation  to  and 
knowledge  of  American  industry.  The 
Senator  from  Oklahoma  knows  that  any 
tax  reduction  would  have  an  impact  upon 
American  taxpayers  and  American  in¬ 
dustry.  The  Senator  from  Oklahoma 
knows  that  as  of  today,  a  manufacturer 
in  the  United  States  has  the  least  bene¬ 
ficial  tax  treatment  by  his  Government 
of  any  manufacturer  in  any  of  the  coun¬ 
tries  in  the  Common  Market,  or  of 
Western  Europe  or  Japan. 

The  Senator  from  Oklahoma  is  of  the 
opinion  that  in  our  trade  program,  as 
provided  for  in  the  bill  that  will  be  be¬ 
fore  us — and  I  am  sure  that  it  will  be 
passed  in  some  form — if  American  indus¬ 
try  is  to  compete  both  at  home  against 
imports  from  competitors  with  more  ad¬ 
vantageous  tax  treatment  and  more  ad¬ 
vantageous  labor  costs,  and  compete 
against  those  same  competitors  in  the 
world  market,  the  environment  of  Amer¬ 
ican  manufacturing  and  industrial  en¬ 
tities  must  be  improved.  We  are  not 
going  to  reduce  the  wages  of  our  work¬ 
ers.  The  wages  of  our  workers  are  going 
to  be  increased.  The  only  way  we  can 
hold  our  own  in  this  new  world  that  this 
Nation  has  helped  to  create,  and  in  which 
this  Nation  is  coming  of  age,  is  to  arm 
American  industry  with  the  economic 
and  industrial  weapons  comparable  to 
those  in  the  hands  of  our  competitors  in 
other  industrial  nations;  and  the  invest¬ 
ment  credit  provided  in  the  bill  is  such 
a  weapon. 

It  is  not  the  complete  answer.  The 
increase  in  the  depreciation  formula  is 
another.  But  each  of  these  two  weapons 
will  be  effective  once  in  the  hands  of 
American  industrial  units,  as  they  seek 
not  only  to  exist  in  this  new  era  of  inter¬ 


national  competition — not  only  to  sur¬ 
vive,  but  to  improve  their  relative  and 
competitive  positions. 

Mr.  AIKEN.  Mr.  President,  will  the 
Senator  yield? 

Mr.  KERR.  I  yield  to  the  Senator 
from  Vermont. 

Mr.  AIKEN.  I  may  add  to  what  the 
Senator  from  Oklahoma  has  said  that  it 
is  not  tax  incentives  alone  which  make 
it  difficult  for  us  to  compete  with  West¬ 
ern  Europe,  but  tax  incentives  with  the 
rapid  writeoff  granted  by  Common  Mar¬ 
ket  governments  are  an  incentive  for 
plants  located  there  to  have  at  all  times 
up-to-date  machinery,  which  enables 
them  to  produce  at  less  cost.  I  believe 
one  of  the  countries  referred  to  permits 
the  writeoff  of  new  equipment  in  3  years, 
and  others  do  it  in  5  years.  One  of  the 
purposes  of  such  a  law  is  to  enable  the 
plants  to  have  the  most  modern  and  up- 
to-date  machinery. 

If  they  have  that,  of  course,  they  have 
an  advantage  in  equipment  alone  over 
American  industry. 

Many  of  our  own  industries  which 
have  established  plants  in  Western  Eu¬ 
rope  have  done  so  not  merely  because  of 
a  tax  incentive.  There  is  also  a  differ¬ 
ence  in  labor  cost,  which  I  believe  is 
something  like  one-third.  There  is  also 
a  difference  in  shipping  costs  to  various 
markets  of  the  world,  which  costs  are 
only  about  half  as  much  as  the  costs  to 
ship  from  American  ports. 

There  are  many  advantages  which  can 
be  obtained  in  Western  Europe  that  do 
not  obtain  here.  The  principal  one,  I 
think,  is  the  fact  that  the  plant  always 
can  have  the  most  modem,  up-to-date 
machinery. 

Mr.  KERR.  The  Senator  from  Ver¬ 
mont  is  so  eminently  correct  that  it  is 
impossible  for  the  Senator  from  Okla¬ 
homa  to  understand  how  any  objective 
thinker  could  fail  to  recognize  the  valid¬ 
ity  and  effectiveness  of  the  statement 
and  argument  made  by  the  Senator  from 
Vermont. 

One  of  the  things  which  has  been  going 
on  which  adversely  affects  our  economy 
is  the  export  of  dollars,  of  American  cap¬ 
ital,  for  the  construction  of  productive 
facilities  in  countries  of  Western  Eu¬ 
rope— for  the  export,  thereby,  of  jobs 
from  American  workshops  to  the  coun¬ 
tries  of  Western  Europe;  for  the  export 
of  income  generated,  which  would  result 
not  only  in  local  jobs  but  also  in  local 
taxes  in  the  industrial  centers  of  our 
country. 

I  remind  Senators — and  especially  the 
Senator  from  Wisconsin — not  only  has 
there  been  the  migration  of  industry 
from  certain  parts  of  our  country  to 
other  parts,  in  search  of  a  more  en¬ 
couraging  tax  environment  and  of  a 
more  encouraging  labor  cost  environ¬ 
ment,  but  also  that  the  greatest  migra¬ 
tion  of  industry  has  been  from  these 
shores  to  other  countries  in  search  of  a 
more  favorable  economic  environment,  a 
more  favorable  tax  environment,  and  a 
more  favorable  labor  cost  environment. 

What  is  the  result?  Income  which 
would  otherwise  be  taxable  in  our  States 
and  by  our  Federal  Government  is  tax¬ 
able  in  foreign  countries.  Community 
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building  activities,  which  we  need  in  our 
own  States,  go  to  foreign  countries. 

We  need  them  in  the  State  of  Okla¬ 
homa,  Mr.  President,  and  in  the  State 
of  Vermont.  Perhaps  the  State  of  Wis¬ 
consin  does  not  need  any  further  indus¬ 
trialization.  Perhaps  the  State  of  Wis¬ 
consin  would  prefer  an  environment 
which  would  continue  to  spur  and  to 
stimulate  American  industry  to  go  to 
other  shores  for  its  expansion.  But  the 
Senator  from  Oklahoma  wants  to  en¬ 
courage  the  domestic  environment,  in 
the  hope  that  Oklahoma  may  secure  a 
child’s  part  of  that  increase  in  industrial 
output. 

I  shall  not  be  a  party  to  a  deliberate 
effort  to  further  stimulate  the  migra¬ 
tion  of  American  industry  to  foreign 
countries  to  find  an  environment  of  fa¬ 
vorable  tax  treatment  and  to  find  an  en¬ 
vironment  of  a  continuing  lower  labor 
cost.  It  shall  be  my  purpose  to  help  any 
effort  by  anyone  to  bring  about  an  en¬ 
vironment  whereby  American  industry 
will  be  encouraged  and  stimulated  to 
grow  and  to  expand  on  these  shores,  not 
only  that  we  may  compete  more  effec¬ 
tively  in  the  domestic  markets  but  also 
that  we  may  be  able  more  effectively  to 
compete  in  the  markets  of  the  world. 

Mr.  PROXMIRE  and  Mr.  CURTIS  ad¬ 
dressed  the  Chair. 

Mr.  KERR.  Let  me  yield  one  more 
time  to  my  great  friend  from  Wisconsin, 
and  then  I  will  yield  to  the  Senator 
from  Nebraska. 

Mr.  PROXMIRE.  If  the  Senator  will 
yield,  I  have  a  series  of  questions  I  should 
like  to  ask.  Of  course,  the  Senator  has 
the  floor,  and  I  shall  take  whatever  time 
the  Senator  permits. 

I  should  like  to  ask  the  Senator  how 
he  explains  the  fact  that  we  do  not  have 
an  unfavorable  balance  of  trade  but  have 
a  highly  favorable  balance  of  trade. 
The  favorable  balance  of  trade  in  the 
first  half  of  1962,  seasonally  adjusted  to 
annual  basis,  is  $4.8  billion. 

Even  if  we  should  leave  out  of  con¬ 
sideration  foreign  aid  and  military 
spending,  the  commercial  favorable  bal¬ 
ance  of  trade  is  $2.2  billion,  which  means 
that  other  nations  have  an  unfavorable 
balance  of  trade  vis-a-vis  us  to  that 
extent.  In  other  words,  we  are  winning. 
We  are  competing  far  more  effectively 
abroad  than  other  nations.  The  statis¬ 
tics  prove  it. 

Mr.  KERR.  I  say  to  the  Senator  from 
Wisconsin  that  his  figures  are  erroneous 
and  his  conclusions  inaccurate. 

Mr.  PROXMIRE.  I  call  the  Senator’s 
attention  to  the  statistics  from  the  De¬ 
partment  of  Commerce. 

Mr.  KERR.  Let  me  answer  the  Sen¬ 
ator’s  question. 

Mr.  PROXMIRE.  The  Senator  chal¬ 
lenged  my  figures.  I  am  giving  the 
source.  Does  the  Senator  want  the  facts, 
or  not? 


Mr.  KERR.  If  I  did  I  would  not  go  ti 
the  Senator  from  Wisconsin  for  them. 

Mr.  PROXMIRE.  I  ask  the  Senato 
to  go  to  the  U.S.  Department  of  Com 
merce  for  them.  That  is  my  source. 
Mr.  KERR.  The  Senator  from  Okla 
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Mr.  PROXMIRE.  I  am  sure  he  will. 

Mr.  KERR.  Yes. 

The  balance  of  trade,  overall,  that  is 
when  one  gives  effect  to  items  such  as 
foreign  aid,  military  expenditures,  and 
investments  of  American  financial  in¬ 
stitutions  abroad  is  a  deficit. 

Mr.  PROXMIRE.  The  Senator  is  com¬ 
pletely  wrong. 

Mr.  KERR.  Not  a  credit  position. 

Mr.  PROXMIRE.  The  facts  con¬ 
tradict  the  Senator  completely. 

Mr.  KERR.  I  say  to  the  Senator,  “I 
will  finish  my  speech,  and  then  you  finish 
yours.” 

We  know  that  we  have  been  losing  gold 
at  the  rate  of  up  to  $3%  billion  a  year. 
The  only  reason  for  that  is  that  there 
have  been  more  dollars  going  out  than 
have  been  coming  back  in.  So  the  net 
position  has  been  a  deficit. 

In  1960  I  believe  the  deficit  was  $3.3 
billion.  In  1961,  it  was  $1.8  billion  plus 
some  million.  It  is  hoped  that  this  year 
it  will  not  exceed  $1.5  billion. 

It  is  true,  Mr.  President,  that,  on  the 
strict  limitation  of  commercial  exports 
versus  commercial  imports,  we  have  seen 
a  favorable  balance,  but  not  enough  of 
one  to  overcome  the  overall  deficit. 

The  Senator  from  Oklahoma  would 
like  to  see  an  environment  which  would 
enable  us  to  achieve  an  overall  favor¬ 
able  position.  The  adverse  or  contrary 
could  be  fatal. 

Since  1952  our  gold  reserves  have  been 
reduced  from  $23  %  billion  to  a  little 
above  $16  billion.  In  1952  the  total  for¬ 
eign  claims  which  could  be  validated 
against  the  $23%  billion  gold  reserves 
were  less  than  $7  billion.  Today,  with 
reference  to  the  little  more  than  $16 
billion,  there  are  in  excess  of  $19  billion 
of  valid  foreign  claims,  which  could  be 
implemented  against  our  gold  reserves. 

That  is  in  spite  of  the  fact  that  our 
law  requires  a  25 -percent  gold  reserve 
against  our  currency  outstanding  and  our 
Federal  Reserve  deposits,  which  requires 
some  $12  billion  gold  reserves.  So  above 
our  requirements  under  our  law,  for  gold 
backing  of  our  own  currency  and  our 
own  Federal  Reserve  deposits,  there  is 
a  net  residue  or  surplus  of  some  $4  bil¬ 
lion,  against  which  there  are  more  than 
$19  billion  of  foreign  claims  which  could 
be  validly  exercised. 

In  1952  we  had  in  excess  of  $16  billion 
over  and  above  the  foreign  claims,  which 
left  us  enough  for  our  requirements  back 
of  our  currency,  our  Federal  Reserve  de¬ 
posit,  and  a  very  substantial  additional 
amount.  So  how  can  men  say  that  our 
position  with  reference  to  our  balance  of 
payments  has  resulted  in  a  surplus  or 
now  results  in  a  surplus?  Heaven  knows 
that  if  it  is  possible  for  us  to  improve 
our  export  position  with  reference  to 
our  import  position,  it  is  incumbent 
upon  us  and  highly  necessary  that  we  do 
so.  Who  can  take  comfort  from  the 
knowledge  that  there  may  be  a  $1%  bil¬ 
lion  or  a  $2  billion  or  a  $2  %  billion 
favorable  balance  in  one  of  the  Items  that 
make  up  the  difference  between  the  dol¬ 
lars  that  we  export  and  the  dollars  that 
we  import,  when  there  are  2,  3,  4,  or  5 
other  avenues  of  export  against  our  dol¬ 
lars  with  reference  to  which  there  is  no 
counterbalance  and  no  countercredit? 
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It  is  a  situation  of  opening  one  eye  just 
a  little  and  looking  out  to  a  small  frag¬ 
ment  of  the  panorama  of  the  economic 
facts  of  life  which  this  Nation,  as  the 
leader  of  the  free  world,  must  look  at  in 
its  entirety  and  must  approach  from  a 
comprehensive  point  of  view,  taking  into 
account  all  the  features  that  go  to  make 
up  the  net  position  of  our  country  from 
the  standpoint  of  the  import  and  export 
of  dollars,  and  the  resulting  effect  upon 
our  balance  of  payments. 

Mr.  CURTIS.  Mr.  President,  will  the 
Senator  yield? 

Mr.  KERR.  I  yield. 

Mr.  CURTIS.  I  thank  the  distin¬ 
guished  Senator.  The  distinguished 
Senator  has  referred  to  the  establish¬ 
ment  by  American  companies  of  fac¬ 
tories,  sales  companies,  and  other  op¬ 
erating  companies  abroad.  I  believe  that 
a  careful  perusal  of  the  voluminous  testi¬ 
mony  before  the  committee  will  show 
that  it  was  the  contention  of  all  witnesses 
from  industry  that  the  establishment  of 
plants  abroad  increased  exports  from  the 
United  States  to  the  foreign  countries. 
As  a  general  rule,  those  plants  were  es¬ 
tablished  to  reach  a  market  in  a  foreign 
country  that  we  could  not  reach  here. 
Sometimes  a  trade  barrier  would  make 
it  necessary  for  a  plant  to  be  overseas. 
Sometimes  the  local  country  would  in¬ 
sist  that  the  subsidiary  be  domiciled 
there,  and  that  certain  local  citizens  have 
a  part  in  it.  But  as  a  result  of  the  estab¬ 
lishment  of  foreign  subsidiaries,  there 
flow  from  our  country  machines,  repairs, 
replacements,  raw  materials,  designs, 
patents,  and  other  items  that  contribute 
to  the  export  of  goods  from  the  United 
States  abroad.  That  operation  improves 
our  dollar  balance  and  our  gold  balance. 

There  is  another  section  in  the  bill  to 
which  the  distinguished  Senator  from 
Oklahoma  has  not  yet  addressed  himself, 
which  would  result  in  placing  an  Amer¬ 
ican  foreign  subsidiary  operating  in  a 
foreign  country  on  a  different  tax  basis 
than  the  companies  of  other  foreign 
countries  having  subsidiaries  there.  The 
overall  effect  of  the  bill  would  be  not  to 
enhance  our  trade  and  improve  our  dollar 
and  gold  balance,  but  the  result  would 
be  the  contrary. 

I  hope  that  before  the  bill  goes  to  con¬ 
ference  section  12  thereof  will  be 
stricken,  notwithstanding  the  fact  that 
the  section  was  improved  by  the  amend¬ 
ments  of  the  Senator  from  Oklahoma. 

Mr.  KERR.  Mr.  President,  I  ap¬ 
preciate  the  remarks  of  the  Senator 
from  Nebraska.  I  agree  in  part.  I 
disagree  with  him  in  part,  I  disagree 
with  his  conclusion.  I  cannot  agree  that 
the  effort  of  the  Congress  should  be  to 
step  up  the  export  of  American  in¬ 
dustrial  capacity  and  American  jobs.  I 
agree  that  much  of  it  has  been  going  on. 
There  has  been  an  irresistible  magnet  in 
many  of  the  countries  of  Western  Europe 
that  has  drawn  our  investment  dollar  to 
the  extent  of  more  than  $2.5  billion  a 
year  in  the  building  of  productive  facili¬ 
ties  in  Western  Europe.  A  certain  part 
of  it  will  continue  no  matter  how  much 
we  improve  the  environment  of  industry 
at  home.  But  that  fact  should  not  dis¬ 
courage  men  from  improving  the  en¬ 
vironment  here  as  much  as  possible. 
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Mr.  CURTIS.  With  that  I  agree. 

Mr.  KERR.  That  fact  should  not  pre¬ 
vent  us  from  taking  any  appropriate 
measure  that  we  can  which  would  slow 
down  the  migration  either  of  investment 
dollars  in  industry,  in  jobs,  or  in  Ameri¬ 
can  industries,  and  step  up  production 
at  home.  The  situation  that  the  Senator 
has  described,  rather  than  being  an 
argument  against  the  proposed  invest¬ 
ment  credit,  is  the  basis  of  the  argument 
of  the  Senator  from  Oklahoma  for  the 
investment  credit. 

Mr.  AIKEN.  Mr.  President,  will  the 
Senator  yield? 

Mr.  KERR.  I  yield. 

Mr.  AIKEN.  I  should  like  to  point 
out  another  method  which  the  United 
States  has  used  to  persuade  industries 
to  leave  our  country  and  locate  in  other 
parts  of  the  world.  That  is  through  the 
system  of  insuring  such  industries 
against  loss  due  to  expropriation,  or  the 
inconvertibility  of  currency.  We  started 
that  program  with  a  $500  million  au¬ 
thorization.  Two  years  ago  we  dis¬ 
covered  that  80  percent  of  that  $500 
million  of  insurance  had  been  taken  out 
by  firms  establishing  plants  or  branches 
in  Western  Europe,  and  only  20  percent 
of  it  in  the  rest  of  the  world.  Congress 
amended  the  law  to  stop  encouraging 
businesses  to  leave  the  United  States  and 
go  to  Western  Europe.  But  the  fact  re¬ 
mains  that  we  have  continued  to  in¬ 
crease  the  authorization  for  insurance 
until  I  believe  it  is  now  $1V2  billion.  In 
other  words,  we  have  not  only  failed  to 
give  incentives  for  industries  to  remain 
in  our  country,  but  also  we  have  actually 
paid  them  to  move  out  by  giving  them 
advantages  which  they  could  not  secure 
in  the  United  States. 

Mr.  KERR.  The  Senator  is  correct. 

Mr.  President,  I  remind  Senators  that 
a  number  of  years  ago  there  was  a  so- 
called  dollar  gap.  Exports  from  our 
country  were  so  much  greater  than  the 
imports  into  our  country  that  we  ac¬ 
cumulated  a  very  high  percentage  of  the 
total  amount  of  gold  in  the  free  world. 
Our  Government  started  deliberately  to 
do  certain  things.  First,  it  began  to  try 
to  close  the  so-called  dollar  gap. 

Second,  to  promote  industrial  develop¬ 
ments  in  Western  Europe,  to  help  it  lift 
itself  from  the  position  to  which  it  had 
been  thrust  by  the  war.  That  effort 
was  successful.  However,  we  continue 
to  apply  the  cure  long  after  the  patient 
has  completely  recovered  and  is  even 
stronger  and  more  vigorous  than  the 
doctor. 

There  are  those  now  who,  it  seems, 
want  us  to  continue  to  administer  the 
cure  although  the  patient  no  longer 
needs  it,  although  the  incentive  that  we 
have  provided  for  the  expansion  of  for¬ 
eign  industry  should  be  provided  for 
greater  expansion  at  home,  although  the 
dollar  gap  long  since  has  been  closed; 
and  instead  of  foreign  countries  having 
a  dollar  deficit,  we  have  had  a  dollar 
deficit,  a  dollar  deficit  that  runs  into 
tens  of  billions  of  dollars,  which  has  re¬ 
sulted  in  the  exhaustion  of  our  free  gold 
reserves  uncommitted  and  unaffected  by 
foreign  claims.  The  time  has  long  since 
been  here  when  our  efforts  should  be  to 
provide  a  greater  stimulant  for  moie 


efficient  productive  capacities  in  our  own 
industrial  workshop,  in  order  that  we 
might  close  the  opposite  situation  and 
what  existed  when  we  had  a  dollar  gap, 
and  which  is  now  upon  us  in  the  form  of 
a  dollar  deficit. 

I  congratulate  the  President  of  the 
United  States  upon  the  vigorous  meas¬ 
ures  he  has  inaugurated  to  close  this  gap. 

I  congratulate  former  President  Eisen¬ 
hower  and  his  Secretary  of  the  Treas¬ 
ury,  Bob  Anderson,  in  the  efforts  they 
made — I  thought,  too  late,  and  all  admit 
now  it  was  too  late — in  the  last  15 
months  of  the  Eisenhower  administra¬ 
tion,  to  move  in  an  effort  to  close  the 
deficit  that  had  been  created  as  a  result 
of  the  impetus  of  our  efforts  that  had 
been  made  to  close  the  dollar  gap. 

When  President  Kennedy  came  into 
office  the  situation  was  so  serious  that 
more  vigorous  efforts  were  required.  Be 
it  said  to  his  credit  that  he  has  inau¬ 
gurated  vast  efforts.  He  inaugurated 
them  in  the  manner  of  expenditures  of 
our  armed  services  abroad,  and  has  inau¬ 
gurated  them  in  the  matter  of  moving 
much  farther  than  the  previous  ad¬ 
ministration  had  in  Requiring  that  loans 
made  by  our  banking  institutions  to 
American  business  for  investment  in  for¬ 
eign  countries  be  spent  to  a  large  degree 
in  this  country. 

He  did  it  by  moving  more  vigorously 
in  the  direction  of  using  our  dollar  eco¬ 
nomic  aid  in  a  manner  that  resulted  in 
a  higher  and  higher  percentage  of  it 
being  spent  in  the  United  States. 

However,  with  all  of  these  measures 
and  others,  even  in  1962  we  will  have  a 
deficit  in  our  balance  of  payments  of  in 
excess  of  a  billion  dollars.  I  believe  that 
at  the  year’s  end  a  balance  may  well  be 
achieved.  But  the  mere  achieving  of  a 
balance,  when  the  situation  is  one  of 
such  a  serious  lack  of  the  adequacy  of 
gold  reserves  to  meet  our  requirements 
with  reference  to  our  currency  and  our 
Federal  Reserve  deposits  to  meet  the  le¬ 
gitimate  demands  of  foreign  central 
banks  who  have  dollar  claims  against 
us,  is  not  enough.  We  must  move  more 
vigorously.  The  ways  our  administra¬ 
tion  has  devised  to  do  that,  in  addition 
to  the  measures  to  bring  about  a  balance, 
is  the  improvement  of  the  efficiency  and 
productivity  of  our  industrial  workshop. 

They  have  done  it  through  the  revi¬ 
sion  and  more  favorable  provisions  of 
the  depreciation  formula  applicable. 
They  are  seeking  to  do  it  by  encourag¬ 
ing  and  obtaining  enactment  of  the 
pending  legislation  which  will  give 
greater  incentive  for  industry  to  expand 
on  these  shores — in  Ohio,  Florida,  Illi¬ 
nois,  Tennessee,  Wisconsin,  Oklahoma, 
Nebraska,  Oregon,  and  North  Dakota, 
and  every  other  State  of  the  Union 
rather  than  having  a  situation  continue 
in  which  every  element  of  the  environ¬ 
ment  is  such  as  to  be  a  magnet  drawing 
more  and  more  industrial  expansion  of 
American  industry  with  American  dol¬ 
lars  into  the  more  favorable  environ¬ 
ment  of  countries  of  Western  Europe 
and  other  industrial  workshops  around 

the  world.  . ,  .  ... 

Mr.  LAUSCHE.  Mr.  President,  will 

the  Senator  yield? 

Mr.  KERR.  I  yield. 


Mr.  LAUSCHE.  My  question  goes  to 
another  subject.  It  deals  with  section 
18,  the  inclusion  of  foreign  real  prop¬ 
erty  in  the  base  for  real  estate  tax  pur¬ 
poses.  The  Senator  from  Oklahoma  has 
been  on  his  feet  for  some  time.  In  order 
to  give  him  a  little  rest,  I  will  read  from 
a  letter  which  has  been  written  by  an 
Ohio  citizen  to  the  Secretary  of  the 
Treasury,  dealing  with  this  subject. 

Mr.  KERR.  Not  real  estate  taxes;  it 
is  the  estate  taxes. 

Mr.  LAUSCHE.  That  is  correct,  yes. 
This  Ohio  citizen  suggests  a  correction. 
He  contends  that  the  correction  which 
he  suggests  is  completely  consistent 
with  the  philosophy  of  the  provisions  of 
section  12  of  the  Senate  bill,  which  ex¬ 
empts  income  invested  in  less  devel¬ 
oped  countries  until  a  profit  is  returned 
to  the  United  States.  He  further  con¬ 
tends  that  his  suggestion  is  supported 
by  section  15  of  the  Senate  bill,  which 
retains  capital  gains  treatment  on  the 
sale  of  stock  of  parent  corporations  op¬ 
erating  in  less  developed  countries. 
Then  he  goes  on  to  say  that  with  his 
holdings  in  the  Virgin  Islands,  the  treat¬ 
ment  is  different.  He  says : 

All  profits  from  Virgin  Islands  real  estate 
sold  by  U.S.  citizens  already  is  fully  subject 
to  immediate  U.S.  taxes.  Capital,  however, 
which  has  been  coaxed  slowly  from  U.S.  citi¬ 
zens  into  Virgin  Islands  real  estate,  in  reli¬ 
ance  on  the  integrity  of  the  organic  act, 
based  on  the  44-year-old  Danish  treaty,  can¬ 
not  be  liquidated  rapidly  to  provide  funds 
for  estate  taxes.  The  market  is  small.  Such 
real  estate  investment  effectively  is  frozen 
over  a  period  of  years.  .  To  abruptly  subject 
this  frozen  real  estate  investment  to  the  ex¬ 
cess  Federal  or  estate  taxes  would  impose  the 
highest  estate  tax  rate,  and  this  would  be 
payable  out  of  the  residual  liquid  portion  of 
the  estate. 

I  merely  put  the  question  for  the  pur¬ 
pose  of  information.  The  House  has 
made  the  effective  date  of  this  provision 
later  than  the  date  the  Senate  bill  sets. 

Mr.  KERR.  I  recall  that  the  effective 
date  in  the  House  biff  was  July  1,  1964, 
and  that  the  effective  date  in  the  Senate 
bill  is  January  1,  1963. 

Mr.  LAUSCHE.  That  is  correct.  May 
I  ask  what  the  answer  is  to  this  constit¬ 
uent’s  argument,  who  says  he  invested 
his  money  in  Virgin  Islands  real  estate 
under  the  assumption  that  the  treaty 
between  Denmark  and  the  United  States 
with  respect  to  the  Virgin  Islands  pro¬ 
tected  him  against  the  sudden  require¬ 
ment  to  pay  an  estate  tax,  instead  of 
waiting  to  sell  the  property  at  a  time 
when  it  could  be  sold  at  what  would  re¬ 
flect  its  true  value? 

Mr.  KERR.  I  know  of  no  treaty  ob¬ 
ligation  between  the  United  States  Gov¬ 
ernment  and  Denmark  on  this  matter. 
In  the  opinion  of  the  Senator  from  Okla¬ 
homa,  if  there  is  an  area  in  which  an 
investment  in  real  estate,  which  real  es¬ 
tate  is  not  now  subject  to  estate  taxes 
under  our  law  in  the  case  of  the  death 
of  the  owner,  should  be  made  subject 
to  it  it  is  investments  in  the  Virgin 
Islands.  The  Virgin  Islands  belong  to 
the  United  States.  I  can  see  no  more 
justification  for  a  citizen  from  Oklahoma 
being  permitted  to  invest  $1  million  or  $2 
million  in  the  Virgin  Islands,  which  is 
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a  possession  of  tlie  United  States  and  a 
part  of  the  United  States,  and  having 
that  investment  not  subject  to  an  estate 
tax  upon  his  death,  than  there  is  to  per¬ 
mit  him  to  invest  his  money  in  real  es¬ 
tate  in  any  other  of  the  49  States,  and 
upon  his  death  the  real  estate  not  be 
subject  to  estate  taxes. 

Mr.  LAUSCHE.  I  agree  to  that  propo¬ 
sition. 

Mr.  KERR.  If  the  Senator  from  Ohio 
were  to  visit  the  Virgin  Islands,  he 
would  find  that  real  estate  is  very  ex¬ 
pensive  there;  that  the  value  of  rental 
business  property  along  the  main  street 
of  the  capital  of  the  Virgin  Islands  is 
higher  than  it  is  on  Fifth  Avenue  in  New 
York.  One  reason  is  that  the  Virgin 
Islands  have  been  a  tax  haven. 

Another  reason  has  been  that  Ameri¬ 
cans  have  gone  there — and  have  been 
induced  to  go  there — to  bid  up  the 
values  of  the  real  property,  because  when 
they  do,  and  when  they  die,  the  prop¬ 
erty,  although  owned  by  American  citi¬ 
zens  in  an  area  under  the  American  flag, 
is  not  subject  to  estate  taxes. 

There  might  be  a  basis  for  arguing 
that  January  1,  1963,  is  a  date  so  soon, 
in  view  of  the  delay  with  reference  to 
the  bill,  that  it  should  be  moved  forward. 
I  can  well  recognize  the  validity  of  an 
argument  by  an  American  landowner, 
although  a  tax  will  not  be  imposed  until 
he  dies,  life  being  so  uncertain  for  any 
of  us,  that  the  effective  date,  in  view  of 
the  delay  in  the  consideration  of  the 
bill,  might  be  moved  forward. 

Mr.  LAUSCHE.  That  is,  moved - 

Mr.  KERR.  Moved  beyond  January  1, 
1963,  the  date  provided  in  the  House 
bill.  I  could  well  understand  such  a 
person’s  position  if  that  were  his  argu¬ 
ment.  But  I  cannot  understand  why 
the  ownership  of  land  in  the  Virgin 
Islands  should  put  an  American  citizen 
in  a  more  favorable  position  with  respect 
to  the  inheritance  tax  upon  his  death 
than  he  would  be  in  if  he  had  invested 
the  same  amount  of  money  in  real  estate 
in  the  Bahamas  or  in  Panama. 

Mr.  LAUSCHE.  I  agree,  except  that 
it  is  argued  that  the  treaty  which  the 
Virgin  Islands  had  with  Denmark  has 
some  impact. 

If  the  Senator  knows,  was  there  any 
discussion,  recorded  in  the  transcript  of 
hearings,  relating  to  the  Danish  treaty? 

Mr.  KERR.  The  last  language  in  the 
bill— the  very  last  sentence  in  the  bill, 
on  page  392 — as  it  passed  the  House  and 
was  reported  by  the  Committee  on  Fi¬ 
nance,  provides: 

No  provision  of  this  Act  shall  apply  in 
any  case  where  its  application  would  be  con¬ 
trary  to  any  treaty  obligation  of  the  United 
States. 


Mr.  LAUSCHE.  As  I  understand  fro 
a  statement  by  the  committee  staff  rej 
resentative,  the  transcript  of  the  hea 
ings  discloses  no  discussion  of  a  trea 
allegedly  guaranteeing  certain  rights 
American  investors  in  the  Virgin  Island 
Virgin  The  treatv  between  tl 

United 1  af and  Denmai'k  before  tl 
Stands?  obtained  the  Virgi 

Mr.  LAUSCHE.  Yes. 
w^no^affecting  Sfs  proySm’  Hoy 


ever,  the  committee  specifically  honored 
any  treaty  obligation  of  the  U.S.  Gov¬ 
ernment. 

Mr.  LAUSCHE.  By  the  last  section? 

Mr.  KERR.  By  the  last  language  in 
the  bill. 

Mr.  LAUSCHE.  Near  the  middle  of 
page  117  of  the  report,  it  is  stated: 

The  President  in  his  tax  program  recom¬ 
mended  that  this  exemption  be  eliminated 
on  the  grounds  that  in  recent  years  this  has 
been  a  subject  of  abuse. 

I  assume  that  that  is  what  the  Sena¬ 
tor  has  in  mind  concerning  the  abuses 
perpetrated  in  owning  real  estate  in  for¬ 
eign  countries  for  the  purpose  of  es¬ 
caping  the  payment  of  taxes. 

Mr.  KERR.  For  the  purpose  of  escap¬ 
ing  the  estate  tax. 

Mr.  LAUSCHE.  Yes. 

Mr.  KERR.  The  Senator  is  correct. 

Mr.  President,  I  have  explained  briefly 
the  more  significant  provisions  of  the 
bill.  A  full  explanation  of  the  other  pro¬ 
visions  in  this  bill  appears  to  me  to  be 
unnecessary  at  this  time.  In  addition, 
the  committee  report  before  the  Senate 
contains  an  explanation  of  each  of  the 
provisions  in  the  bill.  I  am  sure  that  as 
the  debate  progresses  I  will  want  to  delve 
more  deeply  into  various  provisions  and 
I,  of  course,  will  be  glad  to  answer  any 
questions  to  the  extent  of  my  informa¬ 
tion  and  my  physical  endurance.  I  am 
also  attaching  to  my  statement  a  sum¬ 
mary  of  the  bill  as  amended  by  the  com¬ 
mittee  which,  Mr.  President,  I  ask  to 
have  made  a  part  of  the  Record  at  the 
end  of  my  remarks. 

The  PRESIDING  OFFICER.  With¬ 
out  objection,  it  is  so  ordered. 

(See  exhibit  1.) 

Mr.  I^ERR.  Mr.  President,  in  con¬ 
clusion,  let  me  say,  Mr.  President,  that 
this  legislation  represents  a  major  step 
in  the  revision  of  our  tax  structure.  It 
provides  a  significant  stimulus  for  in¬ 
vestments  in  order  to  achieve  needed 
economic  growth  and  to  help  our  balance 
of  payments.  It  wipes  out  tax  haven 
and  other  abuse  situations  in  the  foreign 
area  and  removes  serious  inequities  and 
loopholes  in  our  domestic  tax  structure. 
This  tax  measure  is  a  necessary  initial 
step  in  any  revision  of  our  tax  structure, 
and  I  urge  all  Senators  to  support  its 
passage. 

Exhibit  1 

Summary  op  Bill  as  Ordered  Reported  by 
the  Senate  Committee  on  Finance 

SECTION  1.  SHORT  TITLE,  ETC. 

The  act  is  to  be  cited  as  the  “Revenue  Act 
of  1962.” 

SECTION  2.  INVESTMENT  CREDIT 

■Die  bill  provides  a  credit  against  tax  lia¬ 
bility  with  respect  to  investments  in  certain 
types  of  property.  It  generally  is  7  percent 
(3  percent  in  the  case  of  certain  public  utili¬ 
ties)  of  investments  in  new  tangible  personal 
property  (except  livestock)  and  depreciable 
real  property,  except  buildings  and  struc¬ 
tural  components  of  buildings,  used  in 
manufacturing,  production,  extraction, 
transportation,  communications,  and  certain 
other  services.  No  credit  is  allowed  for 
property  with  a  useful  life  of  less  than  4 
years,  nor  generally  for  replacements  (to  the 
extent  of  insurance  proceeds)  of  property 
destroyed  by  fire  or  other  casualty  or  stolen. 
For  property  with  a  life  of  4  to  6  years,  one- 
third  of  the  investment  is  taken  into  ac¬ 
count;  for  property  of  6  to  8  years,  two- 
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thirds  is  taken  into  account;  and  for  prop¬ 
erty  with  longer  lives,  the  full  amount  of 
the  investment  is  taken  into  account.  Pur¬ 
chases  of  used  property,  up  to  $50,000  worth, 
also  are  eligible  for  the  credit.  The  credit 
may  offset  tax  liability  in  full  up  to  $25,000, 
but  above  that  point  the  credit  may  not 
reduce  tax  liability  by  more  than  25  percent. 
Any  unused  credit  may  be  carried  back  for 
3  years  (not  before  June  30,  1962)  or  forward 
for  5  years  and  used  in  those  years  to  the 
extent  there  is  sufficient  tax  liability  under 
the  applicable  limitation. 

The  basis  of  the  property  (for  deprecia¬ 
tion  or  gain  or  loss  on  sale)  is  reduced  by 
the  amount  of  the  investment  credit,  wheth¬ 
er  or  not  it  can  be  immediately  used  to  re¬ 
duce  taxes,  with  appropriate  later  adjust¬ 
ments  if  all  the  credit  is  not  ultimately  used. 
A  “recapture  rule”  is  also  provided  to  recover 
the  tax  reduction  previously  allowed  as  a 
credit,  to  the  extent  property  is  disposed  of 
in  less  than  its  estimated  useful  life. 

This  provision  is  effective  for  taxable  years 
ending  after  June  30,  1962,  but  only  with 
respect  to  property  acquired  or  to  the  extent 
constructed,  reconstructed,  or  erected  after 
that  date. 

SECTION  3.  APPEARANCE  WITH  RESPECT  TO 
LEGISLATION 

A  deduction  is  provided  for  costs  relating 
to  appearances  before,  presentation  of  state¬ 
ments  to,  or  communications  sent  to  a  legis¬ 
lative  body,  a  legislative  committee,  or  in¬ 
dividual  legislator  (Federal,  State,  or  local), 
if  the  expenses  are  otherwise  ordinary  and 
necessary  business  expenses.  A  deduction 
also  is  allowed  for  the  portion  of  dues  paid 
to  an  organization  which  are  used  for  similar 
legislative  expenses  to  the  extent  they  are 
related  to  the  businesses  of  its  members.  In 
addition,  the  expense  of  communication  of 
information  with  respect  to  legislation  be¬ 
tween  the  taxpayer  and  the  organization  of 
which  he  is  a  member,  and  between  a  tax¬ 
payer  and  its  employees  and  stockholders,  is 
deductible  if  the  matter  is  of  direct  interest 
to  the  members  or  taxpayers.  This  provision 
does  not  permit  the  deduction  of  expenses 
incurred  for  attempts  to  influence  the  gen¬ 
eral  public,  or  segments  of  the  public  (by 
advertising  or  otherwise),  or  for  expenses 
concerned  with  political  campaigns.  This 
provision  applies  to  taxable  years  beginning 
after  December  31,  1962. 

SECTION  4.  ENTERTAINMENT  AND  TRAVEL 
EXPENSES 

Deductible  expenses  for  entertainment, 
amusement,  or  recreation  generally  are 
limited  to  those  directly  related  to  the  active 
conduct  of  a  trade  or  business,  or  to  those 
associated  with  the  active  conduct  of  a  trade 
or  business.  In  the  case  of  facilities,  a  fur¬ 
ther  restriction  is  imposed  to  the  effect  that 
the  facility  must  be  used  more  than  50  per¬ 
cent  for  the  furtherance  of  the  taxpayer’s 
trade  or  business  (if  any  depreciation,  rent, 
maintenance,  etc.,  is  to  be  deductible) .  Club 
dues  are  treated  the  same  as  facilities.  This 
bill  (unlike  the  House  bill)  will  permit  ex¬ 
penses  to  generate  business  goodwill  to  be 
deductible  where  a  clear  business  purpose  for 
the  expense  is  established. 

A  second  feature  of  the  provision  limits  the 
deduction  for  business  gifts  to  $25  per  year 
per  individual  recipient.  In  applying  the 
$25  limitation,  however,  advertising  gifts 
costing  less  than  $4  bearing  the  taxpayer’s 
name  are  not  to  be  taken  into  account  and 
signs,  display  racks,  or  other  promotional 
material  used  on  the  business  premises  of 
the  recipient  also  are  not  to  be  taken  into 
account.  Another  exception  to  the  $25  limi¬ 
tation  involves  items  of  tangible  personal 
property  which  cost  not  more  than  $100 
awarded  to  an  employee  by  reason  of  length 
of  service  or  for  safety  achievement. 

A  third  feature  requires  an  allocation  of 
travel  expenses  in  certain  cases  where  the 
travel  involves  both  business  and  personal 
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purposes.  If  the  travel  is  for  a  period  longer 
than  1  week,  allocation  must  be  made  in  all 
cases  where  the  portion  of  the  time  away 
from  home  which  is  for  personal  purposes 
exceeds  25  percent  of  the  total  time  away 
from  home  and  only  the  amount  allocated  to 
business  will  be  deductible. 

In  a  fourth  feature  of  the  provision,  rules 
are  set  forth  providing  that  the  deduction 
of  entertainment  or  travel  expenses  will  be 
denied  unless  they  are  substantiated  (by 
adequate  records)  as  to  the  amount,  time 
and  place,  and  the  business  relationship  to 
the  taxpayer  of  the  persons  involved. 

A  fifth  feature  provides  that  in  the  case 
of  traveling  expenses,  deduction  will  be  al¬ 
lowed  for  amounts  expended  for  meals  and 
lodging  other  than  amounts  which  are  lavish 
or  extravagant  under  the  circumstances. 

This  provision  applies  to  taxable  years 
ending  after  December  31,  1962,  for  periods 
after-  that  date. 

SECTION  5.  DISTRIBUTIONS  IN  KIND  BY  A 
FOREIGN  CORPORATION 

Distributions  in  kind  from  foreign  corpora¬ 
tions  to  domestic  corporations  are  treated  as 
having  a  value  equal  to  the  fair  market  value 
of  the  property  distributed  (and  not  the  ad¬ 
justed  basis  of  this  property  in  the  hands  of 
the  distributing  corporation  where  this  is 
lower).  The  foreign  tax  credit  applicable 
with  respect  to  such  distritatuions  is  to  be 
computed  by  reference  to  the  fair  market 
value  of  the  property.  This  applies  to  dis¬ 
tributions  made  after  December  31,  1962. 

SECTION  6.  MUTUAL  SAVINGS  BANKS,  ETC. 

Mutual  savings  banks,  domestic  building 
and  loan  associations,  and  cooperative  banks 
are  allowed  under  present  law  to  add  all 
of  their  income  to  bad  debt  reserves  until  re¬ 
serves  (including  surplus  reserves)  reach  12 
percent  of  deposits.  In  lieu  of  this,  under  the 
bill,  these  institutions  (other  than  domestic 
building  and  loan  associations  having  capital 
stock  outstanding)  are  to  be  permitted  de¬ 
ductions  for  additions  to  bad  debt  reserves 
generally  of  up  to  60  percent  of  their  taxable 
income  (before  this  deduction)  or,  if  larger, 
an  amount  bringing  their  reserves  up  to  3 
percent  of  improved  real  property  loans,  plus 
a  reasonable  addition  for  other  loans.  (Ex¬ 
isting  reserves  in  excess  of  this  amount  gen¬ 
erally  are  disregarded.)  The  bill  also  pro¬ 
vides  that  the  reserves  may  be  accumulated 
In  excess  of  3  percent  of  these  loans  if  the 
taxpayer’s  experience  shows  this  is  required. 
In  the  case  of  domestic  building  and  loan  as¬ 
sociations  with  capital  stock  outstanding  the 
60-percent  rule  described  above  is  not  to 
apply;  instead  such  associations  are  to  be 
permitted  to  deduct  up  to  50  percent  of  such 
taxable  income.  Small  new  domestic  build¬ 
ing  and  loan  associations  are  provided  a 
special  additional  deduction  which  is  to  apply 
only  in  their  first  10  years  of  operation. 
These  companies  are  to  be  permitted  to  set 
aside  up  to  5  percent  of  their  improved  real 
property  loans  (which  do  not  total  more  than 
$4  million)  rather  than  3  percent.  Limita¬ 
tions  are  provided  on  the  overall  amounts 
which  may  be  accumulated  in  bad  debt  re¬ 
serves.  The  first  limitation  provides  that 
under  the  60-percent  alternative  (or  the  50- 
percent  alternative  in  the  case  of  stock  as¬ 
sociations)  amounts  may  not  be  accumulated 
after  the  reserve  reaches  6  percent  of  im¬ 
proved  real  property  loans.  The  second 
limitation  provides  that  no  deductible  addi¬ 
tions  may  be  made  to  bad  debt  reserves  if 
the  total  amount  accumulated  in  all  reserves 
equals  12  percent  of  deposits. 

Under  the  bill,  in  the  case  of  stock  savings 
and  loan  associations,  distributions  to  share¬ 
holders  will  be  considered  as  paid  first  out  of 
already  tax-paid  funds  and,  only  when  these 
are  exhausted,  out  of  reserve  funds  on  which 
a  tax  has  to  be  paid  by  the  association  at  the 
time  of  distribution.  Also,  under  the  bill,  a 
domestic  building  and  loan  association  is 
defined  as  one  which  is  insured  under  the 


National  Housing  Act  or  subject  to  State  or 
Federal  supervision,  but  only  if  substantially 
all  of  its  business  consists  of  accepting  sav¬ 
ings  and  investing  the  proceeds  as  follows: 
At  least  90  percent  of  the  assets  must  con¬ 
sist  of  cash,  Government  obligations,  loans 
secured  by  an  interest  in  real  property,  and 
loans  for  the  improvement  of  real  property, 
or  share  account  loans;  at  least  80  percent  of 
the  90  percent  must  consist  of  cash.  Govern¬ 
ment  obligations,  and  loans  secured  by  an 
interest  in  real  property  which  is  or  will  be¬ 
come  residential  real  property;  and  at  least 
70  percent  of  the  90  percent  must  consist  of 
cash,  Government  obligations,  and  loans  se¬ 
cured  by  an  interest  in  real  property  which  is 
or  will  become  residential  real  property  con¬ 
taining  one-  to  four-family  units.  No  part  of 
its  investments  may  be  in  private  corporate 
stock.  In  addition,  the  exemption  of  Federal 
savings  and  loan  associations  from  certain 
excise  taxes  is  repealed. 

Generally,  these  provisions  are  effective  for 
taxable  years  ending  after  December  31,  1962. 
The  excise  tax  changes  are  effective  as  of 
December  31, 1962. 


SECTION  7.  DISTRIBUTIONS  BY  FOREIGN  TRUSTS 

Distributions  by  foreign  trusts  which  are 
attributable  to  contributions  made  by  U.S. 
grantors  (or  added  by  U.S.  transferors)  are 
to  be  taxed  to  any  U.S.  beneficiaries  in  sub¬ 
stantially  the  same  manner  as  if  the  benefi¬ 
ciaries  had  received  this  income  directly  in 
the  year  earned  rather  than  later  when  the 
distribution  is  made.  However,  the  addi¬ 
tional  tax  is  payable  at  the  time  of  the  actual 
distribution.  For  those  preferring  not  to 
make  the  calculations  required  under  this 
‘‘exact  method”  of  taxation,  an  averaging 
device  is  provided.  This  applies  to  distribu¬ 
tions  (accumulated  after  the  effective  date 
of  the  1954  Code)  made  after  the  date  of 
enactment  of  the  bill. 

SECTION  8.  MUTUAL  FIRE  AND  CASUALTY 
INSURANCE  COMPANIES 


Mutual  fire  and  casualty  insurance  com¬ 
panies  are  to  be  taxed  on  their  “total”  in¬ 
come  less  a  deduction  for  additions  to  a 
reserve  for  protection  against  losses  equal  to 
one-fourth  of  their  underwriting  gains  plus 
1  percent  of  their  insurance  claims.  After 
a  5-year  interval,  the  1  percent  set-aside  with 
respect  to  insurance  claims  and  one-half  of 
the  amount  attributable  to  underwriting 
gains  is  brought  back  into  the  taxable  in¬ 
come  to  the  extent  not  already  offset  by 
losses.  The  remainder,  to  the  extent  not 
offset  by  losses,  will  remain  in  the  loss  reserve 
but  no  amount  may  be  added  to  this  reserve 
which  would  build  it  up  to  a  level  of  more 
than  10  percent  of  the  current  year’s  pre¬ 
miums.  The  bill  provides  uniform  treatment 
for  losses  of  mutual  companies  regardless  of 
whether  they  operate  on  a  deviated-premium 
basis  or  on  a  dividend-paying  basis.  Con¬ 
centrated  risk  companies  (those  having  40 
percent  or  more  of  their  premium  income 
from  windstorm,  hail,  flood,  and  so  forth, 
risks,  arising  In  one  State  or  within  200  miles 
of  any  point  selected  by  the  taxpayer)  may 
set  aside  an  additional  amount  of  underwrit¬ 
ing  income  in  the  protection-against-loss 
account,  and  with  respect  to  this  additional 
amount  the  10-percent  limitation  will  not 
apply  but  the  5-year  limitation  will  apply. 

Companies  whose  total  receipts  do  not  ex¬ 
ceed  $150,000  are  to  be  exempt  from  tax, 
and  companies  with  total  receipts  ^  between 
$150,000  and  $600,000  are  to  be  taxed  oniy  on 
their  investment  income.  For  those  wit 
gross  receipts  above  $600,000,  a  special  deduc¬ 
tion  of  $6,000  is  provided  which  decreases  as 
gross  receipts  rise  and  disappears  at  a  level 
of  gross  receipts  of  $1,200,000. 

Factory  mutual  companies  are  to  be  taxed 
like  stock  companies  without  the  special 
protection  against  loss  reserve  referred  to 
above.  However,  in  computing  their  under 
writing  profits  they  will  be  permitted  to  de¬ 
termine  their  premium  income  on  the  basis 


of  "absorbed”  premium  deposits  (i.e.,  in 
general,  excluding  the  portion  of  the  de¬ 
posit  returnable  to  the  person  insured) . 

The  amount  so  determined  is  then  increased 
by  2  percent.  Mutual  flood  insurance  com¬ 
panies  are  to  be  taxed  in  the  same  manner 
as  factory  mutual  insurance  companies. 
Under  a  special  transitional  loss  rule,  mutual 
companies  which  incurred  underwriting 
losses  in  5  out  of  the  6  years  preceding  1963 
are  permitted  to  carry  such  losses  over  and 
deduct  them  over  a  5-year  period.  Recip¬ 
rocal  underwriters  and  interinsurers  are  in 
effect  permitted  to  combine  the  underwrit¬ 
ing  income  of  their  corporate  attorney  in 
fact  with  their  own  for  most  purposes. 

These  provisions  apply  to  taxable  years 
beginning  after  December  31,  1962. 

SECTION  9.  DOMESTIC  CORPORATIONS  RECEIVING 
DIVIDENDS  FROM  FOREIGN  CORPORATIONS 

Under  present  law  when  the  income  of  a 
foreign  subsidiary  is  distributed  to  a  domes¬ 
tic  parent  corporation  only  the  income  of  the 
subsidiary  remaining  after  tax  is  treated  as 
a  dividend  and  a  foreign  tax  credit  is  al¬ 
lowed  the  parent  corporation  for  that  part 
of  the  foreign  taxes  paid  by  the  subsidiary 
attributable  to  this  income.  Under  the  bill, 
except  in  the  case  of  dividends  received  di¬ 
rectly  or  Indirectly  from  less  developed 
country  corporations,  the  amount  included 
in  the  tax  base  of  the  domestic  corporation, 
if  it  elects  the  foreign  tax  credit,  is  to  be  not 
only  the  dividend  itself  but  also  the  tax 
paid  by  the  foreign  corporation  as  well. 

A  less  developed  country  corporation  gen¬ 
erally  is  a  corporation,  engaging  in  a  trade 
or  business,  which  derives  80  percent  or 
more  of  its  gross  income  from  such  a  coun¬ 
try;  and  has  80  percent  or  more  of  its  as¬ 
sets  (in  general)  located  in  such  a  coun¬ 
try.  It  also  includes  companies  holding  10 
percent  or  more  of  the  stock  of  the  less  de¬ 
veloped  country  corporations  described,  if  80 
percent  of  their  income  is  derived  from  less 
developed  countries  and  80  percent  of  their 
assets  are  either  located  in  less  developed 
countries  or  are  stock  or  securities  of  less  de¬ 
veloped  country  corporations.  It  further  in¬ 
cludes  shipping  and  air  transport  compa¬ 
nies  deriving  80  percent  of  their  gross  income 
from  ships  or  aircraft  registered  under  (but 
not  necessarily  incorporated  under)  the  laws 
of  a  less  developed  country  and  having  80 
percent  or  more  of  their  assets  in  such  a 
business.  Where  there  are  two  levels  of  for¬ 
eign  corporations  the  status  of  the  top-level 
corporation  determines  whether  or  not  the 
gross-up  applies. 

Also,  where  a  foreign  corporation  is  eli¬ 
gible  for  the  85-percent  intercorporate-divi- 
dends-received  deduction  with  respect  to 
income  earned  in  the  United  States,  the  15 
percent  of  this  income  for  which  no  de¬ 
duction  is  allowed  is  not  to  be  treated  as 
foreign  source  income  for  purposes  of  the 
foreign  tax  credit.  The  subsection  of  pres¬ 
ent  law  making  the  foreign  tax  credit  avail¬ 
able  for  royalty  income  received  from  wholly 
owned  subsidiaries  in  certain  cases  is  re¬ 
pealed. 

These  amendments  become  fully  effective 
for  distributions  received  by  domestic  cor¬ 
porations  after  December  31,  1964.  In  the 
case  of  distributions  received  by  domestic 
corporations  before  1965  but  in  taxable  years 
after  December  31,  1962,  the  new  rules  are 
to  apply  in  the  case  of  distributions  made 
out  of  profits  of  a  foreign  corporation  ac¬ 
cumulated  in  taxable  years  beginning  after 
December  31,  1962. 

SECTION  10.  SEPARATE  LIMITATION  ON  FOREIGN 
TAX  CREDIT  FOR  CERTAIN  INTEREST  INCOME 
Your  committee’s  amendments  provide 
that  the  limitation  on  the  foreign  tax  credit 
is  to  be  computed  separately  with  respect  to 
certain  types  of  interest  income.  Also  the 
"per  country”  limitation  must  be  used  for 
this  special  interest  income,  whether  the 
“per  country”  or  "overall”  limitation  is  used 
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for  other  Income.  The  separate  computa¬ 
tion  is  required  for  Interest  income  other 
than  interest  derived:  (1)  Prom  the  active 
conduct  of  a  trade  or  business,  (2)  from  the 
conduct  of  a  banking,  financing,  or  similar 
business,  or  (3)  from  a  corporation  in  which 
the  taxpayer  has  at  least  a  10-percent  stock 
interest.  This  is  intended  to  prevent  a 
domestic  corporation  receiving  income  from 
operations  abroad  which  are  taxed  at  a  level 
above  the  U.S.  level  of  taxation  from  off¬ 
setting  these  “excess”  foreign  taxes  against 
interest  income,  also  earned  abroad,  which 
is  taxed  at  less  than  the  U.S.  level  of  taxa¬ 
tion. 

SECTION  11.  EARNED  INCOME  FROM  SOURCES 
OUTSIDE  THE  UNITED  STATES 

Under  existing  law,  individuals  who  are 
present  in  a  foreign  country  or  countries  'for 
17  out  of  18  months  may  exclude  from  their 
U.S.  tax  base  up  to  $20,000  per  year  of  income 
earned  abroad.  If  they  are  bona  fide  resi¬ 
dents  of  a  foreign  country  there  is  no  ceiling 
on  this  exclusion.  In  the  case  of  these  bona 
fide  foreign  residents,  a  ceiling  is  to  be  pro¬ 
vided  of  $20,000  for  the  first  3  years  they  are 
abroad  and  $35,000  thereafter.  If  an  indi¬ 
vidual  makes  a  statement  to  a  foreign  coun¬ 
try  that  he  is  not  a  resident  and  the  foreign 
country  grants  him  tax  exemption,  the  state¬ 
ment  is  to  be  conclusive  evidence  that  he  is 
not  a  bona  fide  resident  of  that  country  for 
purposes  of  the  U.S.  exclusion.  Under  the 
provision,  contributions  made  by  employers 
for  employee  benefits  under  qualified  pension 
plans  with  respect  to  future  employment  are 
to  be  taxable  to  the  employee  when  he  re¬ 
ceives  these  amounts  after  retirement.  Gen¬ 
erally  these  provisions  are  effective  with 
respect  to  taxable  years  ending  after  Decem¬ 
ber  31,  1962.  However,  noncash  fringe  bene¬ 
fits  received  in  1963  are  not  to  be  taken  into 
account  in  applying  the  limitation  to  bona 
fide  residents.  In  1964  one-third  of  the  value 
of  such  benefits  is  to  be  taken  into  account, 
in  1965  two-thirds  of  the  value  of  such  bene¬ 
fits  is  to  be  taken  into  account,  and  there¬ 
after  the  full  value  of  such  benefits  is  to 
be  taken  into  account. 


SECTION  12.  CONTROLLED  FOREIGN  CORPORATIONS 

In  the  case  of  controlled  foreign  corpora¬ 
tions,  where  more  than  50  percent  of  the 
stock  is  owned  by  U.S.  shareholders  who  own 
10  percent  or  more  of  the  stock  in  these  cor¬ 
porations,  such  shareholders  are  to  report 
for  tax  purposes  the  undistributed  earnings 
of  these  corporations  to  the  extent  they 
represent  (a)  income  from  insuring  or  re¬ 
insuring  U.S.  risks;  (b)  increases  in  earnings 
invested  in  U.S.  property  (generally  not 
related  to  foreign  business);  (c)  passive 
types  of  income;  (d)  income  from  purchases 
from  or  sales  to  related  "persons"  where  the 
goods  are  produced  or  grown  and  the  prop¬ 
erty  is  sold  for  use  outside  of  the  country  of 
incorporation  of  the  foreign  corporation  in¬ 
volved;  (e)  income  from  services  performed 
for  related  persons  outside  of  the  country  of 
incorporation  of  the  foreign  corporation. 
The  last  three  of  these  categories  comprise 
what  is  known  as  foreign  base  company 
income.  In  these  latter  three  cases,  the 
combination  of  the  three  types  of  income 
must  equal  30  percent  of  total  income  before 
it  is  taken  into  account.  Where  this  com¬ 
bined  income  equals  more  than  70  percent 
of  the  total,  then  all  income  is  attributed  to 
the  shareholders.  However,  reductions  in 
the  income  taxed  to  shareholders  are  allowed 
in  the  case  of  dividends,  interest  and  gains 
from  sales  if  these  are  received  from  less  de¬ 
veloped  country  corporations,  to  the  extent 
that  these  earnings  are  reinvested  in  less 
developed  country  corporations.  Exclusions 
from  categories  (c).  (d),  and  (e)  above  are 
tn°Zrded  f°r  shiPPine  income  and  for 


shareholders  under  any  of  the  above  provi¬ 
sions  may  subsequently  be  actually  dis¬ 
tributed  to  U.S.  shareholders  without  further 
payment  of  tax. 

The  bill  also  provides  a  series  of  relief 
measures  from  the  above  provisions.  First, 
individual  shareholders  may  elect  to  have 
the  undistributed  income  which  is  to  be 
taxed  to  them  treated  as  if  they,  the  recip¬ 
ients,  were  domestic  corporations  (subject 
to  a  maximum  tax  rate  of  52  percent  and 
eligible  for  the  foreign  tax  credit). 

Second,  if  certain  minimum  amounts  of 
income  are  distributed  (which  vary  in 
accordance  with  foreign  effective  tax  rates) 
the  section  on  controlled  foreign  corpora¬ 
tions  is  not  to  apply.  The  distributions  are 
as  follows: 

Minimum 

distribution 


Effective  foreign  tax  rate:  (percent) 

Under  10  percent _  90 

10  percent  up  to  20  percent _  80 

20  percent  up  to  30  percent _  70 

30  percent  up  to  40  percent _  60 

40  percent  up  to  42  percent _  50 

42  percent  up  to  44  percent _ _ _  38 

44  percent  up  to  46  percent _  26 

46  percent  up  to  47  percent _  14 

Over  47  percent _  0 


For  the  purpose  of  computing  the  above 
distribution  schedule  each  controlled  foreign 
corporation  can  be  treated  separately,  each 
chain  of  controlled  foreign  corporations  may 
be  treated  as  a  unit,  all  controlled  foreign 
corporations  may  be  treated  as  a  unit,  or 
all  controlled  foreign  corporations  other  than 
less  developed  country  corporations  may  be 
treated  as  a  unit.  Foreign  branches  of  U.S. 
corporations  also  may  be  taken  into  account 
if  the  third  category  above  is  used. 

Third,  certain  export  trade  income  of 
“Export  Trade  Corporations"  will  not  be 
taxable  to  U.S.  shareholders  in  the  case  of 
foreign  base  company  income,  i.e.,  the  last 
three  of  the  five  categories  of  income  listed 
above.  An  export  trade  corporation  is  a 
controlled  foreign  corporation  deriving  90 
percent  of  its  income  from  sources  outside 
the  United  States  and  75  percent  of  its 
income  from  “export  trade  income.”  Export 
trade  income  is  the  income  derived  from 
the  sale  to  an  unrelated  person  for  use  out¬ 
side  the  United  States  of  property  produced, 
grown,  or  extracted  in  the  United  States,  as 
well  as  certain  other  income  related  to  such 
sales.  The  bill  provides  that  the  income  of 
a  controlled  foreign  corporation  which  is 
taxable  to  U.S.  stockholders  (except  insofar 
as  it  relates  to  Insurance  of  U.S.  risks)  is 
not  to  include  the  export  trade  income  of 
one  of  these  corporations  to  the  extent  this 
export  trade  income  does  not  exceed  1  y2 
times  the  export  promotion  expenses  or  10 
percent  of  gross  receipts,  whichever  is  lesser. 
However,  for  this  treatment  to  apply,  the 
earnings  involved  must  be  invested  in  the 
export  trade  business. 

SECTION  13.  ORDINARY  INCOME  ON  CERTAIN 
GAINS  FROM  DEPRECIABLE  PROPERTY 

In  the  case  of  tangible  personal  property 
(other  than  livestock)  and  depreciable  real 
property,  other  than  buildings  and  structural 
components,  used  in  manufacturing,  produc¬ 
tion,  extraction,  transportation,  communica¬ 
tions,  and  certain  other  services,'  when  such 
property  is  sold  or  exchanged  at  a  gain  dur¬ 
ing  a  taxable  year  beginning  after  Decem¬ 
ber  31,  1962,  this  gain,  to  the  extent  of 
depreciation  attributable  to  periods  after 
December  31,  1961,  is  to  be  treated  as  ordi¬ 
nary  income  for  tax  purposes  (instead  of  cap¬ 
ital  gain) .  In  the  case  of  dispositions  of 
property  during  a  taxable  year  beginning 
after  December  31,  1962,  other  than  by  sale 
or  exchange,  this  same  treatment  is  to  apply 
except  that  the  amount  of  the  presumed 
gain  is  to  be  determined  by  the  excess  of  the 
fair  market  value  of  the  property  at  the  time 


of  its  disposition  over  its  then  adjusted 
basis. 

This  treatment  is  to  apply  in  the  case  of 
most  dispositions  of  property  whether  or  not 
gain  is  otherwise  recognized.  The  treatment 
described  above  does  not  apply,  however,  in 
the  case  of  gifts,  although  In  the  case  of 
charitable  contributions  the  amount  of  the 
charitable  contribution  deduction  which  may 
be  taken  is  reduced  by  the  amount  which 
would  be  treated  as  ordinary  income  if  this 
provision  were  applicable.  Other  exceptions 
are  provided  for  property  transferred  at 
death,  for  transfers  where  no  gain  is  recog¬ 
nized  and  the  basis  of  the  property  is  carried 
over  to  the  transferor,  and  for  transfers  jn 
like  kind  exchanges  and  involuntary  conver¬ 
sions  to  the  extent  no  gain  is  recognized. 
In  the  case  of  partnership,  distribution  to 
partners  or  sales  of  partnership  interests  are 
taxed  to  the  partners  to  the  extent  of  the 
underlying  depreciable  property  in  much  the 
same  way  as  if  the  depreciable  property  had 
been  sold  directly. 

The  bill  also  provides  that  in  computing 
the  basis  on  which  depreciation  may  be 
taken  salvage  value  may  be  ignored  up  to 
an  amount  equal  to  10  percent  of  the  cost 
or  other  basis  of  the  property.  Also,  under 
the  bill  taxpayers  are  permitted  to  elect  to 
change  their  method  of  depreciation  with 
respect  to  property  coming  within  the  scope 
of  this  provision  from  any  declining  balance, 
or  sum-of-the-years  digit  method  to  a 
straight-line  method. 

This  provsion  applies  to  taxable  years  be¬ 
ginning  after  December  31,  1962. 

SECTION  14.  FOREIGN  INVESTMENT  COMPANIES 

When  stock  in  foreign  investment  com¬ 
panies  is  sold,  the  gain  realized  by  the  U.S. 
shareholders  is  to  be  ordinary  income  (in¬ 
stead  of  capital  gain)  to  the  extent  of  the 
taxpayer’s  share  of  the  earnings  and  profits 
of  the  corporation  accumulated  in  taxable 
years  beginning  after  December  31,  1962,  and 
during  the  period  in  which  he  held  the  stock. 
In  the  case  of  stock  in  a  foreign  investment 
company  acquired  from  a  decedent,  the  basis 
of  the  stock  is  not  to  be  increased  at  the  date 
of  death  to  the  extent  of  the  amount  which 
would  have  been  taxed  as  ordinary  income  to 
the  decedent  had  he  sold  the  stock  before 
death.  A  deduction  for  estate  tax  attribut¬ 
able  to  this  amount  will  be  allowed,  however, 
upon  subsequent  sale  of  this  stock  by  the 
heir  or  legatee. 

The  companies  and  shareholders  can  avoid 
the  treatment  described  above  if  the  com¬ 
panies  distribute  90  percent  or  more  of  their 
taxable  income,  other  than  capital  gains, 
designate  in  a  written  notice  to  the  share¬ 
holders  each  year  (to  be  mailed  to  them 
within  45  days  after  the  close  of  the  taxable 
year)  their  ratable  share  of  the  capital  gains 
of  the  corporation  and  provide  such  other 
information  as  the  Treasury  requires  to  en¬ 
force  this  provision.  The  shareholders,  how¬ 
ever,  must  also  report  as  capital  gains  their 
share  of  the  capital  gains  of  the  corporation, 
whether  the  gains  are  distribtued  or  not. 
Where  these  provisions  are  complied  with, 
the  shareholders  are  permitted  to  take  a  for¬ 
eign  tax  credit  for  foreign  taxes  paid  by  the 
company.  Under  the  bill  a  foreign  invest¬ 
ment  company  is  permitted  to  reincorporate 
(in  a  tax-free  reorganization)  as  a  domestic 
regulated  investment  company  if  it  does  so 
before  January  1,  1964. 

These  provisions  apply  with  respect  to  tax¬ 
able  years  beginning  after  December  31,  1962. 

SECTION  15.  GAIN  FROM  SALES  OR  EXCHANGES 
OF  STOCK  IN  FOREIGN  CORPORATIONS 

Where  there  is  a  redemption  of  stock  in  a 
controlled  foreign  corporation  or  a  con¬ 
trolled  foreign  corporation  is  liquidated,  or 
where  stock  in  such  a  corporation  is  sold, 
then  any  gain  to  the  extent  it  represents 
earnings  and  profits  of  the  corporation  ac¬ 
cumulated  in  taxable  years  beginning  after 
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December  31,  1962,  Is  to  be  taxed  to  10  per¬ 
cent  or  more  U.S.  shareholders  as  ordinary 
Income.  If  the  shareholder  Is  a  corpora¬ 
tion,  It  Is  allowed  a  foreign  tax  credit  for 
taxes  paid  to  foreign  countries  in  the  same 
manner  as  in  the  case  of  any  other  dividend. 

If  the  shareholder  is  an  individual,  his  tax 
is  to  be  no  greater  than  the  smaller  of  two 
ceilings.  The  first  celling  provides  that  the 
individual’s  tax  is  to  be  no  greater  than  if 
the  foreign  corporation  had  been  a  domestic 
corporation  paying  the  regular  52-percent 
U.S.  tax  (offset  by  any  foreign  tax  credits 
allowable)  which  then  made  a  liquidating 
distribution  of  the  balance  to  the  U.S.  share¬ 
holder  and  this  balance  was  subject  to 
capital  gains  tax.  In  other  words,  this 
ceiling  would  provide  a  U.S.  tax  of  52  per¬ 
cent,  against  which  foreign  tax  credits  could 
be  taken,  and  on  the  balance  (not  over  48 
percent  of  the  total)  a  capital  gains  tax  of 
not  over  25  percent  would  be  paid.  Thus, 
the  aggregate  maximum  tax  in  this  case 
would  be  64  percent  (52  percent  plus  25  per¬ 
cent  of  48  percent).  The  second  ceiling  is 
the  amount  of  tax  which  would  have  re¬ 
sulted  had  the  earnings  and  profits  been  dis¬ 
tributed  to  the  shareholder  in  the  years  they 
were  earned.  The  section  also  provides  that 
earnings  and  profits  are  not  to  include 
profits  on  sales  made  during  a  liquidation  if 
the  corporation  could  have  qualified  for  tax- 
free  sales  on  liquidation  if  it  had  been  a 
domestic  corporation.  The  section  does  not 
apply  to  stock  of  a  less  developed  country 
corporation  which  had  been  held  for  10 
years  at  the  time  of  its  sale.  These  pro¬ 
visions  apply  with  respect  to  sales  or  ex¬ 
changes  occurring  after  December  31,  1962. 
SECTION  16.  SALES  AND  EXCHANGES  OF  PATENTS, 
ETC.,  TO  CERTAIN  FOREIGN  CORPORATIONS 

The  committee  amendments  provide  that 
gain  from  the  sale  or  exchange  after  Decem¬ 
ber  31,  1962,  of  a  patent  invention,  model  or 
design,  copyright,  secret  formula  or  process, 
or  other  similar  property,  to  a  foreign  corpo¬ 
ration  by  a  U.S.  person  (corporation,  indi¬ 
vidual,  etc.)  who  controls  the  foreign  corpo¬ 
ration  is  to  be  treated  as  ordinary  income 
rather  than  as  a  capital  gain.  This  provision 
is  not  to  apply  in  the  case  of  a  patent,  etc., 
transferred  to  a  foreign  corporation  in  ex¬ 
change  for  stock  or  as  a  contribution  to  capi¬ 
tal  if  it  is  established  to  the  satisfaction  of 
the  Treasury  that  the  principal  purpose  of 
the  transfer  is  to  enable  the  foreign  corpo¬ 
ration  to  use  the  patent,  etc.,  in  its  own 
manufacturing  operations.  This  is  to  apply 
to  taxable  years  beginning  after  December 
31,  1962. 

SECTION  17.  TAX  TREATMENT  OF  COOPERATIVES 
AND  PATRONS 

Cooperatives  are  to  receive  a  deduction  for 
patronage  dividends  paid  to  their  patrons  in 
cash,  or  by  allocations  if  the  patron  has  the 
option  to  redeem  the  notices  of  allocation 
in  cash  not  later  than  90  days  after  they  are 
issued  or  if  he  consents  to  this  income  being 
treated  as  constructively  received  by  him  and 
then  reinvested  in  the  cooperative.  In  either 
case,  under  the  bill,  20  percent  of  the  value 
of  a  patronage  dividend  which  includes 
qualified  allocations  must  be  in  the  form  of 
cash.  The  patron,  either  a  member  or  non¬ 
member,  may  give  his  consent  individually 
in  writing,  or,  a  patron  who  is  a  member  may 
also  consent  by  retaining  membership  in  a 
cooperative  after  it  adopts  a  bylaw  requiring 
consent  by  all  members  and  gives  written 
notice  of  this  bylaw  to  all  members.  Under 
a  third  method,  consent  may  be  given  by 
the  endorsing  and  cashing  of  a  qualified 
check  for  the  20-percent  amount  referred  to 
above.  If  the  check  for  the  20-percent 
amount  is  endorsed  and  cashed  by  90  days 
after  the  date  for  filing  the  tax  return  the 
patronage  dividend  of  which  the  check  is 
part  will  be  deductible  by  the  cooperative 
with  respect  to  the  year  in  which  the  patron¬ 
age  occurred.  In  the  case  of  allocations 
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which  do  not  qualify,  the  cooperative  will 
Initially  be  taxed  on  this  type  of  patronage 
dividends.  However,  when  such  a  patronage 
dividend  is  redeemed,  the  cooperative  will 
receive  a  deduction  (or  refund  of  tax)  at 
that  time.  In  the  case  of  allocations  which 
do  not  qualify,  the  cooperative  will  initially 
be  taxed  on  this  type  of  patronage  dividends. 
However,  when  such  a  patronage  dividend  is 
redeemed,  the  cooperative  will  receive  a  de¬ 
duction  (or  refund  of  tax)  at  that  time. 

Where  consent  is  given,  or  where  the  op¬ 
tion  to  receive  cash  was  available,  the  patron 
will  be  required  to  include  the  patronage 
dividends  which  arise  from  business  activity 
as  taxable  income.  The  patron  will  also  be 
required  to  take  into  account  nonqualifying 
patronage  dividends  when  they  are  redeemed 
(assuming  they  arise  from  business  activity) . 

In  addition,  all  cooperatives  (rather  than 
merely  tax-exempt  cooperatives  as  under 
present  law)  are  given  until  8%  months  after 
the  end  of  the  year  in  which  patronage  oc¬ 
curs  to  allocate  amounts  to  the  accounts  of 
their  patrons  and  in  most  cases  are  also  given 
this  same  period  of  time  for  the  filing  of  their 
own  income  tax  returns.  These  provisions 
apply  to  taxable  years  of  cooperatives  be¬ 
ginning  after  December  31,  1962,  and  with 
respect  to  amounts  received  by  patrons  at¬ 
tributable  to  years  of  the  cooperatives  to 
which  the  new  law  applies.  The  new  pro¬ 
visions  will  not,  however,  apply  to  future  re¬ 
demptions  of  patronage  dividends  declared 
when  the  old  law  was  applicable. 

SECTION  18.  INCLUSION  OF  FOREIGN  REAL  PROP¬ 
ERTY  IN  GROSS  ESTATE 

Real  property  located  outside  of  the  United 
States,  in  the  case  of  citizens  or  residents  of 
the  United  States,  is  to  be  included  in  their 
tax  base  for  purposes  of  the  Federal  estate 
tax  Imposed  at  the  time  of  their  death. 
This  provision  will  be  fully  effective  for  de¬ 
cedents  dying  on  or  after  January  1,  1963. 
For  those  dying  after  the  date  of  enactment 
of  this  bill,  and  before  January  1,  1963,  real 
property  located  outside  of  the  United  States 
will  be  included  in  their  gross  estate  only  if 
acquired  on  or  after  February  1,  1962. 

SECTION  19.  REPORTING  OF  INTEREST,  DIVIDEND, 
AND  PATRONAGE  DIVIDEND  PAYMENTS 

The  bill  provides,  in  lieu  of  withholding, 
for  the  reporting  of  most  interest,  dividend, 
and  patronage  dividend  payments  of  $10  or 
more  per  year.  These  reports  must  be  made 
to  the  Government  on  an  annual  basis  and 
also  to  each  dividend  or  interest  recipient  on 
an  annual  basis.  The  bill  provides  civil 
penalties  of  $10  for  each  statement  not  sent 
to  the  Government  unless  it  is  shown  that 
the  failure  is  due  to  reasonable  cause.  The 
aggregate  penalty  in  this  case  is  not  to  exceed 
$25,000.  Similarly,  a  civil  penalty  of  $10  per 
statement  is  provided  for  failure,  other  than 
with  reasonable  cause,  to  send  the  statements 
to  the  interest  or  dividend  recipients.  Here, 
too,  the  maximum  penalty  is  $25,000.  These 
penalties  are  in  addition  to  criminal  penal¬ 
ties  in  existing  law. 

SECTION  20.  INFORMATION  WITH  RESPECT  TO 
FOREIGN  ENTITIES 

A  number  of  changes  are  made  in  the  an¬ 
nual  information  return  which  domestic 
corporations  presently  are  required  to  file 
with  respect  to  their  subsidiaries  or  foreign 
corporations  which  they  control.  The 
changes  are:  This  return  is  to  be  filed  not 
only  by  corporations  but  by  others  as  well 
who  control  foreign  corporations:  "control” 
is  defined  more  broadly  by  adding  some  of 
the  constructive  ownership  rules;  informa¬ 
tion  must  be  provided  not  only  with  respect 
to  subsidiaries  of  foreign  corporations  but 
also  for  other  foreign  corporations  which  are 
further  down  the  chain  of  ownership;  and 
additional  information  may  be  required 
which  is  similar  or  related  in  nature  to  that 
already  specified.  A  ceiling  has  been  placed 
on  the  penalty  applicable  under  present  law. 


to  provide  that  the  reduction  in  the  foreign 
tax  credit  of  a  corporation,  which  would  oc¬ 
cur  for  noncompliance  with  the  reporting 
requirements,  may  not  exceed  the  income  of 
the  foreign  corporation  with  respect  to 
which  the  failure  occurs  or  $10,000,  which¬ 
ever  is  greater. 

Present  law  also  requires  U.S.  citizens  or 
residents  who  are  officers  or  directors  of  a 
foreign  corporation  within  60  days  of  its 
organization  or  reorganization  and  also  5- 
percent  shareholders  who  have  this  status 
within  60  days  of  the  organization  or  reorg¬ 
anization  to  supply  certain  information  to 
the  Treasury  Department  with  respect  to  the 
corporation.  This  same  information  is  also 
to  be  required  of  U.S.  citizens  or  residents 
who  at  some  later  time  become  officers,  direc¬ 
tors,  or  shareholders  with  an  interest  of  5 
percent  or  more.  However,  in  the  case  of 
U.S.  officers  or  directors  of  a  foreign  corpora¬ 
tion,  this  reporting  requirement  is  to  apply 
only  if  5  percent  or  more  of  the  value  of  the 
stock  is  owned  by  a  U.S.  person  and  the  only 
information  these  officers  or  directors  are  to 
be  required  to  furnish  is  the  names  and  ad¬ 
dresses  of  these  5-percent  shareholders.  In¬ 
formation  is  not  to  be  required  under  this 
provision  unless  so  provided  by  regulations 
in  effect  90  days  before  the  filing  of  the  in¬ 
formation  return  is  required.  A  penalty 
provision  also  is  provided. 

Generally,  these  additional  information 
requirements  become  effective  as  of  January 
1,  1963. 

SECTION  21.  CLEARING  OF  LAND 

In  the  case  of  farmers,  expenditures  in¬ 
curred  during  any  taxable  year  in  the  clear¬ 
ing  of  land  (which  would  otherwise  be 
chargeable  to  capital  acocunt)  may  be  de¬ 
ducted  to  the  extent  of  $5,000  or  25  percent 
of  the  taxable  Income  from  farming  for  that 
year,  whichever  is  the  lesser. 

SECTION  22.  CERTAIN  CHARITABLE  CONTRI¬ 
BUTIONS 

Where  an  individual  is  entitled  to  (in  ef¬ 
fect)  spread  his  income  over  the  years  to 
which  it  is  attributable  for  purposes  of  de¬ 
termining  his  tax,  he  may  elect  to  apply  the 
limitation  on  charitable  contributions  (20 
percent  or  30  percent,  whichever  is  applica- 
able)  before  the  income  is  spread,  and  then 
spread  only  the  income  remaining  after  the 
charitable  deduction. 

SECTION  23.  SECTION  1371(C) 

The  effective  date  of  section  1371(c)  (re¬ 
lating  to  husband  and  wife  in  community 
property  States)  is  made  effective  with  re¬ 
spect  to  taxable  years  beginning  after  De¬ 
cember  31,  1957,  and  elections  by  small  busi¬ 
ness  corporations  to  have  their  income  taxed 
directly  to  their  shareholders  are  to  be  vali¬ 
dated  if  the  shareholders  so  consent  within 
1  year  after  the  date  of  enactment  of  this 
act. 

SECTION  24 .  LOSSES  BY  CERTAIN  STREET  RAILWAY 
COMPANIES 

Net  operating  losses  incurred  in  1953  and 
1954  by  a  street  railway  company  in  convert¬ 
ing  from  streetcar  to  bus  service,  which  were 
not  absorbed  within  the  normal  3-year  carry¬ 
back  and  5-year  carryforward  period,  are  to 
be  treated  as  a  net  operating  loss  occur¬ 
ring  in  1959.  This  will  permit  these  unused 
losses  to  be  absorbed  over  the  years  1960 
through  1964. 

SECTION  25.  EXEMPTION  FOR  PENSION  TRUST 

The  union-negotiated  pension  plan  of  Lo¬ 
cal  Union  No.  435  of  the  International  Hod 
Carriers’  Building  and  Common  Laborers’ 
Union  of  America  is  to  be  treated  as  a  quali¬ 
fied,  tax-exempt  trust  for  the  period  begin¬ 
ning  May  1,  1960  and  ending  April  20,  1961, 
if  it  is  shown  to  the  satisfaction  of  the.  Sec¬ 
retary  of  the  Treasury  that  the  trust  was 
not  operated  during  this  period  in  a  manner 
which  would  jeopardize  the  interests  of  its 
bepeficiaries.  This  will  permit  employers  to 
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deduct  contributions  made  to  this  trust  in 
this  period. 

SECTION  26.  CONTINUATION  OF  PARTNERSHIP 
TEAR  IN  CERTAIN  CASES 

Your  committee’s  amendments  modify  the 
1939  Code  to  provide  that  where  one  partner 
dies,  in  a  partnership  consisting  of  two  mem¬ 
bers.  the  partnership  year  for  the  surviving 
partner  is  not  to  close  prior  to  the  time  the 
partnership  year  would  have  closed  if  neither 
partner  had  died.  This  provision  is  to  apply 
only  if  the  surviving  partner  so  elects  with¬ 
in  1  year  after  the  date  of  enactment  of  this 
provision.  This  amendment  applies  to  taxa¬ 
ble  years  of  a  partnership  beginning  after  De¬ 
cember  31,  1946,  to  which  the  1939  Internal 
Revenue  Code  applies. 

SECTION  27.  TREATIES 

No  provision  of  this  bill  is  to  apply  in  any 
case  where  its  application  would  be  con¬ 
trary  to  any  treaty  obligation  of  the  United 
States. 


Mr.  KERR.  Mr.  President,  a  parlia¬ 
mentary  inquiry. 

The  PRESIDING  OFFICER.  The 
Senator  from  Oklahoma  will  state  it. 

Mr.  KERR.  First,  however,  if  the  dis¬ 
tinguished  junior  Senator  from  Tennes¬ 
see  [Mr.  Gore]  is  in  the  Chamber - 

Mr.  PROXMIRE.  The  Senator  from 
Tennessee  will  return  to  the  Chamber  in 
a  few  minutes. 

Mr.  KERR.  Mr.  President,  I  shall  re¬ 
peat  my  request  for  unanimous  consent 
that  the  committee  amendments  be 
agreed  to  en  bloc;  and  that  the  bill  as 
thus  amended  be  considered  as  original 
text  for  the  purpose  of  further  amend¬ 
ments.  However,  on  the  assumption 
that  the  request  will  be  objected  to,  I 
address  this  parliamentary  inquiry  to 
the  Chair:  What  will  be  the  parliamen¬ 
tary  procedure  with  reference  to  the 
consideration  of  the  bill  as  affected  by 
the  committee  amendments? 

The  PRESIDING  OFFICER.  If  the 
unanimous-consent  request  is  objected 
to,  the  order  of  business  before  the  Sen¬ 
ate  will  be  the  first  amendment  that  has 
been  proposed  by  the  committee. 

Mr.  KERR.  The  first  committee 
amendment? 


The  PRESIDING  OFFICER.  That  is 
correct. 

Mr.  KERR.  Mr.  President,  in  view  of 
that  fact,  and  the  fact  that  I  have  been 
on  the  floor  about  4  hours,  I  shall  yield 
the  floor  at  this  time. 


I  say  to  the  distinguished  Senator 
from  Wisconsin  that  I  shall  be  in  the 
Chamber  repeatedly  and  shall  be  happy, 
from  time  to  time,  to  answer  any  ques¬ 
tions  he  may  have  to  the  extent  of  my 
ability. 


Mr.  PROXMIRE.  Mr.  President,  I 
have  a  series  of  questions  to  address  to 
the  Senator  from  Oklahoma.  I  will  ap¬ 
preciate  it  if  he  will  yield  to  me  later 
in  the  day. 


The  PRESIDING  OFFICER.  The  fil 
committee  amendment  will  be  stated. 

The  Legislative  Clerk.  On  page 
line  2,  after  the  word  “Code”  and  t 
is  Proposed  to  strike  c 
Whenever”  and  insert  “Except  as  othf 
wise  expressly  provided,  whenever”. 
Mr.  DOUGLAS.  Mr.  President - 

PEI^ein  OFFICER  a 

Tnwi  th  chair)  •  The  Senator  fn 
Illinois  is  recognized. 


SUPPORT  FOR  PRESIDENT’S  TAX  PROPOSALS 

Mr.  DOUGLAS.  Mr.  President,  leg¬ 
islative  decisions  on  important  matters 
are  not  primarily  made  inside  the  walls 
of  this  Chamber.  Such  decisions  are 
instead  largely  made  by  public  opinion 
outside  this  Chamber;  they  are  made  by 
public  opinion  acting  on  the  information 
primarily  furnished  to  the  public  by  the 
press. 

Over  the  weekend  I  began  to  think 
that  insofar  as  the  struggle  over  this  tax 
bill  is  concerned,  I  was  living  in  a  world 
of  Alice  in  Wonderland — a  world  in 
which  the  stated  issues  and  problems 
were  exactly  contrary  to  the  issues  really 
at  stake.  At  times  it  seems  like  George 
Orwell’s  “1984”  with  its  doublespeak  and 
its  contradictory  slogans  such  as  “War 
is  peace,”  and  so  forth. 

The  junior  Senator  from  Tennessee 
[Mr.  Gore]  and  I  have  been  closely  as¬ 
sociated  with  this  tax  bill  ever  since 
it  came  from  the  House  of  Representa¬ 
tives  and  ever  since  the  Senate  Finance 
Committee  began  its  hearings  in  April. 
We  attended  the  committee  hearings, 
and  we  worked  in  the  executive  sessions 
of  the  committee.  In  the  main,  we 
fought  for  the  original  program  of  the 
President  of  the  United  States. 

We  saw  amendment  after  amend¬ 
ment  submitted  which  largely  would 
gut  the  recommendations  made  by  the 
President.  In  our  minority  views,  the 
Senator  from  Tennessee  and  I  urge — 
in  the  main — that  the  substantial  fea¬ 
tures  of  the  President’s  original  program 
be  returned  to  the  bill  and  be  enacted 
into  law.  We  intend  to  fight  on  the 
floor  of  the  Senate  for  those  principles. 

Therefore,  it  was  quite  proper,  I  be¬ 
lieve,  for  the  Senator  from  Tennessee 
to  object  to  the  request  of  the  Senator 
from  Oklahoma  [Mr.  Kerr]  that  the 
committee  amendments  be  agreed  to  en 
bloc,  for  many  of  the  committee  amend¬ 
ments  would  help  to  wreck  the  Presi¬ 
dent’s  original  program.  Certainly  the 
committee  should  be  required  to  justify 
every  eviscerating  amendment  which  it 
proposes. 

Mr.  President,  those  are  the  facts,  and 
I  think  they  will  become  evident  to  the 
country. 

PRESS  REPORTS  MISLEADING 

This  morning  I  read  in  the  lead  ar¬ 
ticle  in  the  Washington  Post — an  article 
which  I  believe  also  was  printed  in  the 
New  York  Herald  Tribune — a  statement: 

A  powerful  array  of  liberal  and  conserva¬ 
tive  Senators  are  lined  up  to  battle  today 
against  the  administration-sponsored  tax 
revision  bill. 

(See  exhibit  1.) 

Mr.  DOUGLAS.  In  an  editorial  pub¬ 
lished  on  Saturday  the  Washington  Post 
bemoans  “the  obstructive  course  of  ac¬ 
tion  to  which  Senators  Douglas  and 
Gore  appeared  to  be  committed.” 

(See  exhibit  2.) 

Mr.  DOUGLAS.  Mr.  President,  our 
course  is  described  by  the  Washington 
Post  as  “an  obstructive  course  of  action” 
because  we  want  to  put  the  President’s 
program  into  effect. 

FUNNY  THING  HAPPENED  ON  MY  WAY  TO  THE 
SENATE 

Mr.  President,  a  funny  thing  hap¬ 
pened  this  noon,  when  I  was  on  my  way 


to  the  Senate.  As  I  came  into  the  Capi¬ 
tol,  a  reporter  gave  me  a  tearsheet  from 
the  Wall  Street  Journal  of  today.  I 
think  the  Senator  from  Wisconsin  has 
already  made  some  reference  to  it.  It 
reads,  in  part: 

"Liberal  Tax  Bill  Amendments  Face  De¬ 
feat  in  Senate.” 

Listen  to  this,  Mr.  President — 

"Democratic  Chiefs  To  Fight  Bid  To  Re¬ 
store  Proposal  That  President  Had  Urged.” 

In  the  body  of  the  article  which  follows 
those  headlines,  we  find  the  following : 

Senate  Democratic  leaders  plan  to  employ 
harsh  parliamentary  tactics  against  liberal 
efforts  to  restore  some  of  President  Ken¬ 
nedy’s  recommendations  to  the  Senate  Fi¬ 
nance  Committee’s  version  of  the  tax- 
revision  bill. 

(See  exhibit  3.) 

Mr.  DOUGLAS.  Mr.  President,  the 
Wall  Street  Journal,  with  its  usual  ac¬ 
curacy,  is  correct  in  stating  that  we  are 
trying  to  restore  the  original  recommen¬ 
dations  of  the  President;  and  I  hope  the 
Washington  Post  and  the  New  York  Her¬ 
ald  Tribune  will  take  note  of  that  fact. 
When  the  Senator  from  Oklahoma  [Mr. 
Kerr]  moves  the  adoption  of  gutting 
amendment  after  gutting  amendment,  in 
an  effort  to  eviscerate  the  President’s 
tax -revision  plan,  it  will  be  made  abun¬ 
dantly  clear  that  we  who  are  objecting  to 
those  proposals  are,  in  the  main — and  I 
emphasize  the  words  “in  the  main” — 
trying  to  defend  the  program  of  the 
President  of  the  United  States. 

FAVOR  ADMINSTRATION  TAX  BILL 

On  Saturday,  the  Washington  Post 
took  the  Senator  from  Tennessee  [Mr. 
Gore]  and  me  to  task,  because  it  said 
we  had  joined  forces  with  the  Senator 
from  Virginia  [Mr.  Byrd]  in  opposing 
the  administration’s  tax  bill,  and  said 
this  would  shock  “even  the  most  cynical 
of  political  observers.” 

Mr.  President,  I  hold  the  Senator  from 
Virginia  in  high  personal  esteem.  But 
I  suppose  the  record  of  the  rollcall  votes 
in  the  Senate  in  the  14  years  that  I 
have  been  serving  here  will  indicate  that 
in  connection  with  approximately  95 
percent  of  the  controverted  bills,  we  have 
been  on  opposite  sides. 

I  do  not  know  whether  the  Senator 
from  Virginia  is  opposing  the  adminis¬ 
tration’s  tax  bill ;  but  certainly  the  Sena¬ 
tor  from  Tennessee  [Mr.  Gore]  and  I 
are  not  opposing  the  administration’s 
tax  bill.  We  are  in  favor  of  the  admin¬ 
istration’s  tax  bill — the  original  tax  bill; 
and  we  are  against  those  who  would  try 
to  destroy  it. 

I  make  no  apologies  for  being  in  agree¬ 
ment  with  the  Senator  from  Virginia 
[Mi-.  Byrd]  in  regard  to  the  present 
form  of  the  investment-credit  plan.  I 
should  like  to  state  the  matter  the  other 
way;  I  should  like  to  say  that  I  am 
greatly  pleased  that  the  Senator  from 
Virginia  [Mr.  Byrd]  agrees  with  the 
Senator  from  Tennessee  [Mr.  Gore] 
and  me  in  opposing  the  investment- 
credit  plan  in  its  present  form,  because 
the  present  form  of  the  investment- 
credit  plan  is  very  different  from  its  orig¬ 
inal  form,  as  I  shall  demonstrate  as  I 
proceed. 
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I  believe  we  should  consider  these  is¬ 
sues  on  the  basis  of  their  merits,  not  on 
the  basis  of  a  listing  of  those  who  favor 
them  and  those  who  oppose  them. 

The  Senator  from  Virginia  [Mr.  ByrdI 
has  always — even  when  I  differed  most 
vigorously  with  him — treated  me  with 
perfect  courtesy  and  kindness;  treat¬ 
ment  which  I  have  not  always  received 
from  other  quarters;  and  I  wish  to  pay 
tribute  to  him  and  thank  him  for  the 
gentility  with  which  he  has  behaved  to¬ 
ward  those  whose  views  have  differed 
from  his. 

I  am  glad  to  welcome  the  Senator  from 
Virginia  [Mr.  Byrd]  to  the  ranks  of 
those  of  us  who  oppose  the  present  fonn 
of  the  investment-credit  plan.  I  am  not 
at  all  ashamed  to  be  seen  going  down 
the  street  with  him  on  this  issue. 

We  may  differ  on  the  issues  involved, 
but  as  long  as  he  is  on  the  right  side 
on  this  issue,  I  will  keep  in  step  with 
him — for  a  limited  period  of  time. 
[Laughter.]  And  I  hope  that  our  as¬ 
sociations  together,  fighting  this  iniqui¬ 
tous  investment  credit,  will  gradually 
lead  to  a  tempering  of  his  own  opinions 
so  that  he  will  walk  with  the  Senator 
from  Tennessee  and  the  Senator  from 
Illinois  for  a  longer  period  of  time.  We 
do  not  expect  him  to  become  a  fellow 
traveler  of  ours,  but,  we  hope  that  he 
will  be  at  least  a  limited  pedestrian  as¬ 
sociate.  [Laughter.] 

TAX  REFORM  ORIGINAL  PURPOSE 

Mr.  President,  one  of  the  tricks  of 
semantics  is  to  alter  the  terms  of  refer¬ 
ence  and  to  call  different  things  by  the 
same  words.  We  liberals  are  making  our 
fight  to  return  to  the  main  features  of 
the  President’s  original  tax  bill.  That 
original  bill  included  not  only  business 
stimulation,  but  tax  reform.  Those  two 
features  were  contained  in  the  tax  mes¬ 
sage  of  the  President  to  the  Congress  last 
year.  They  were  embodied  in  the 
original  administration  tax  proposals  to 
the  House  of  Representatives  last  year. 

But  now  notice  what  my  good  friends 


in  the  Washington  Post  say  this  morn¬ 
ing. 

(See  exhibit  4.) 

Mr.  DOUGLAS.  They  refer  to  this  bill 
not  as  the  tax  reform  bill  but  as  “the  in¬ 
vestment  credit  bill,”  and  they  are  trying 
to  pretend  that  the  present  form  of  the 
investment  credit  bill  is  the  form  which 
the  President  originally  advocated, 
whereas  it  is  not  at  all,  of  course. 

So,  Mr.  President,  let  there  be  no  con¬ 
fusion  among  the  membei-s  of  the  press 
who  sit  on  high  in  judgment  upon  us. 
Let  there  be  no  confusion  about  this 
matter.  The  Senator  from  Tennessee, 
the  Senator  from  Illinois,  and  those  who 
think  similarly  with  us  are  fighting  the 
pro-administration  fight;  and  I  hope 
that  for  once  the  Wall  Street  Journal  is 
not  accurate  in  its  prediction  that  the 
“Senate  Democratic  leaders,”  in  its 
words,  “plan  to  employ  harsh  parlia¬ 
mentary  tactics  against  liberal  efforts  to 
restore  some  of  President  Kennedy’s 
recommendations.” 

By  the  very  astute  parliamentary 
maneuver  of  the  junior  Senator  from 
Tennessee  [Mr.  Gore],  the  initiative  has 
been  thrown  upon  the  Senator  from 
Oklahoma  [Mr.  Kerr],  It  will  not  be 
the  liberal  group  which  will  be  propos¬ 
ing  amendments  to  the  bill  which  can 
be  falsely  called  the  administration’s 
bill - 

Mr.  GORE.  Crippling  amendments. 

Mr.  DOUGLAS.  Crippling  amend¬ 
ments;  weakening  amendments.  No;  it 
will  have  to  be  the  Senator  from  Okla¬ 
homa  who  will  defend  why  he  is  offering 
crippling  amendments  to  the  adminis¬ 
tration’s  program  though  he  sits  in  the 
chair  of  the  floor  leader  of  the  Demo¬ 
cratic  Party. 

Mr.  President,  I  ask  unanimous  con¬ 
sent  that  the  articles  and  editorials 
which  I  have  referred  to  be  printed  in 
the  Record  at  the  conclusion  of  my  re¬ 
marks. 

The  PRESIDING  OFFICER.  With¬ 
out  objection  it  is  so  ordered. 


Mr.  CURTIS.  Mr.  President,  will  the 
Senator  yield  for  a  question? 

Mr.  DOUGLAS.  I  yield  for  a  question. 

Mr.  CURTIS.  Can  the  distinguished 
Senator  tell  us  whether  or  not  the  ad¬ 
ministration  is  supporting  the  provision 
now  in  the  bill,  or  in  the  committee 
amendments,  for  the  investment  credit? 

Mr.  DOUGLAS.  I  think  it  is. 

Mr.  CURTIS.  It  is. 

Mr.  DOUGLAS.  I  think  it  is  support¬ 
ing  the  present  form  of  the  investment 
credit,  but  I  do  not  think  it  would  object 
if  we  returned  to  the  original  form. 

Mr.  CURTIS.  Well,  it  was  worse. 

Mr.  DOUGLAS.  No;  it  was  much  bet¬ 
ter,  and  I  shall  develop  that  as  I  go 
along. 

When  the  administration  proposed 
this  bill  a  year  and  a  half  ago,  it  was 
intended  to  close  a  few  of  the  loopholes 
which  disgrace  our  tax  system — most 
conspicuous  of  which,  of  course,  is  the 
27  x/2  -percent  depletion  allowance  on  gas 
and  oil,  which  is  the  particular  pet  of 
the  Senator  from  Oklahoma — and  which 
cause  grave  injustices  and  irregularities 
in  the  application  of  our  tax  laws.  The 
total  amount  of  revenue  which  would 
have  been  saved  to  the  Treasury,  and 
hence  to  the  people,  was,  by  the  terms 
of  the  President’s  original  proposal,  ap¬ 
proximately  $2.3  billion. 

We  have  prepared  a  summary  table 
which  shows  the  President’s  original  pro¬ 
posals,  together  with  what  happened  to 
them  in  the  House,  together  with  what 
happened  to  them  in  the  Senate  Finance 
Committee.  Here  is  a  record  so  that  we 
can  see  who  did  the  dirty  work  at  the 
crossroads. 

I  ask  unanimous  consent  that  this 
summary  of  the  evolution,  or  devolution, 
or  degeneration,  of  the  President’s  tax 
bill  be  printed  in  the  Record  at  this  point 
in  my  remarks. 

There  being  no  objection,  the  table 
was  ordered  to  be  printed  in  the  Record, 
as  follows ; 
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Table  I. — Evolution  of  the  Revenue  Act  of  1962 — with  pertinent  revenue  estimates  1 

LOOPHOLE  CLOSERS 


President's  proposals  of  Apr.  20, 1960 


Soc.  4.  Expense  accounts: 

Provides  that  the  cost  of  business  en¬ 
tertainment,  including  chib  dues,  and 
the  maintenance  of  entertainment  fa¬ 
cilities  (such  as  yachts  and  hunting 
lodges)  be  disallowed  in  full  as  a  tax 
deduction.  Restrictions  should  also  be 
imposed  on  the  amount  to  be  deducted 
as  business  gifts,  on  travel  expenses  for 
vacations  that  are  combined  with 
business  travel,  and  on  excessive  per¬ 
sonal  living  expenses  incurred  on  busi¬ 
ness  travel  away  from  home. 


Reve¬ 

nue 

gain 


Millions 

$260 


House  bill 


Under  the  House  bill  expendi¬ 
tures  for  entertainment  activities 
must  be  directly  related  to  the 
active  conduct  of  the  taxpayer’s 
trade  or  business  and  those  for  en¬ 
tertainment  facilities  such  as  yachts 
must  meet  an  additional  test  of 
being  primarily  in  furtherance  of  the 
trade  or  business.  Deduction  was 
denied  for  business  gifts  in  excess  of 
$25,  a  standard  of  “reasonableness” 
was  added  to  the  provisions  dealing 
with  traveling  expenses,  and  a  good 
rule  requiring  substantiation  of  ex¬ 
penditures  was  adopted. 


Reve¬ 

nue 

gain 


Motions 

$125 


Revenue 
decrease 
compared 
to  Presi¬ 
dent’s 
proposal 


Millions 

$125 


Finance  Committee  bill 


The  Finance  Committee  added  to 
the  directly  related  test  of  the  House 
bill  a  liberalizing  test  permitting  the 
deduction  ofentertainment  expendi¬ 
tures  if  they  are  directly  “associated 
with”  the  taxpayer’s  trade  or  busi¬ 
ness.  In  addition,  the  committee’s 
report  is  very  weak  and  confusing — 
quite  unlike  the  report  of  the  House 
Ways  and  Means  Committee  which 
provided  some  meaningful  guide¬ 
lines  that  made  the  House  provision 
workable  and  effective. 


Reve¬ 

nue 

gain 


Revenue 
decrease 
compared 
to  HOU66 
bill 


Millions 

$60 


MOlions 

$65 


Revenue 
decrease 
compared 
to  Presi¬ 
dent’s 
proposal 


Millions 

$190 


Sec.  6.  Mutual  savings  banks: 

The  existing  bad  debt  reserve  for¬ 
mula  of  12  percent  of  deposits,  which 
has  resulted  in  virtual  tax  exemption, 
would  be  reviewed  to  assure  “non- 
discriminatory  treatment.”  The 
Treasury  Department  Report  of  July 
1961  suggested  alternative  methods  of 
taxation  to  produce  revenue  of  between 
$150  to  $416  million,  at  1963  levels  of 
income,  depending  upon  alternative 
selected. 


150-416 


Sec.  8.  Mutual  insurance  companies 
Provided  for  the  elimination  of  the 
special  provisions  of  existing  law  which 
are  applicable  only  to  mutual  fire  and 
casualty  insurance  companies,  so  as  to 
tax  such  companies  on  total  income  in 
essentially  the  same  manner  as  stock 
fire  and  casualty  insurance  companies. 


50 


Sec.  13.  Gain  on  depreciable  property 

Gain  on  sale  of  depreciable  property,  200 
both  real  and  personal,  should  be  treat¬ 
ed  as  ordinary  income  to  extent  of  prior 
depreciation. 

Sec.  17.  Cooperatives: 

Provide  that  all  earnings  of  a  coopera-  35 

tive  arising  from  business  activities  are 
taxable  to  either  the  cooperative  or  its 
patrons.  The  patrons  (and  not  the 
cooperative)  would  pay  the  tax  on 
patronage  distributions  in  money  or 
noncash  allocations  meeting  certain 
conditions.  The  cooperative  would  be 
taxable  on  earnings  which  arc  not  re¬ 
turned  to  the  patrons. 


Provided  a  bad  debt  reserve  de¬ 
duction  of  3  percent  of  the  increase 
in  real  estate  mortgage  loans  or, 
alternatively,  a  deduction  of  60  per¬ 
cent  of  retained  earnings.  Techni¬ 
cal  provisions  changed  definition  of 
“domestic  building  and  loan  as¬ 
sociation,”  prevented  capital  stock 
savings  and  loan  associations  from 
distributing  to  stockholders  pre- 
1952  tax-free  surplus,  removed  cer¬ 
tain  exemptions  from  excise  taxes, 
and  applied  realistic  rules  for  com¬ 
puting  bad  debts  resulting  from 
mortgage  foreclosures. 

Provided  a  modified  total  income 
approach  which  permits  a  portion  of 
underwriting  income  to  be  set  aside 
tax  free  in  a  special  reserve  for  pro¬ 
tection  against  losses.  Also,  pro¬ 
vided  special  rules  for  concentrated 
risk  companies,  reciprocals,  factory 
mutuals,  mutual  marine  companies, 
and  certain  small  mutuals. 

Removed  real  estate  from  applica¬ 
tion  of  provision. 


The  Ways  and  Means  Committee 
made  several  refinements  in  the  bill, 
none  of  which  affected  the  revenue 
estimate.  The  primary  change  re¬ 
quires  the  patron  to  consent  to 
paying  the  tax  on  noncash  distribu¬ 
tions  before  he  is  taxable  and  the 
cooperative  receives  a  deduction. 


200 


In  the  case  of  capital  stock  savings 
and  loan  associations,  the  special 
deduction  of  60  percent  of  earnings 
was  reduced  to  50  percent  to  produce 
additional  revenue  of  about  $5  mil¬ 
lion  annually.  Other  changes  modi¬ 
fied  definition  of  domestic  building 
and  loan  association,  broadened 
repeal  of  excise  tax  exemptions,  im¬ 
posed  ceilings  on  amount  of  reserves, 
and  took  into  account  tax-free  sur¬ 
plus  accumulated  prior  to  1952  to  the 
extent  necessary  to  place  all  institu¬ 
tions  on  an  equal  basis. 


205 


40 


100 


10  Changed  the  order  in  which  losses 
are  to  be  charged  to  the  special  pro¬ 
tection  against  loss  reserve.  Other 
changes  liberalized  the  provisions  of 
the  House  bill  relating  to  concen¬ 
trated  risk  companies,  reciprocals 
and  certain  small  mutuals,  and  pro¬ 
vided  a  special  rule  for  taxing  mutal 
flood  insurance  companies. 

100  Same  as  House  bill. 


35 


100 


35 


0  The  Senate  Finance  Committee 
made  2  changes  in  the  House  bill, 
none  of  which  affects  the  revenue 
estimate.  One  would  require  the 
cooperative  to  distribute  at  least 
20  percent  of  its  patronage  dividends 
in  cash  in  order  to  escape  tax — this 
replaces  the  20-percent  withholding 
that  would  have  been  required 
under  the  House  bill.  The  other 
change  prescribes  an  alternative 
method  for  a  patron  to  consent  to 
paying  tax  on  noncash  distribu¬ 
tions. 


35 


+5 


6  15 


0  100 


0  0 


Sec.  19.  Withholding: 

Provide  for  withholding  of  20  percent 
from  interest,  dividends,  and  patron¬ 
age  dividends. 


880 


The  Ways  and  Means  Committee 
made  several  important  refinements 
in  the  bill,  but  none  of  them  affected 
the  revenue  estimate.  The  most 
important  changes  were  the  inclu¬ 
sion  of  exemptions  for  nontaxable 
persons  and  the  extension  of  the 
quarterly  refund  procedures  to  tax¬ 
able  individuals  who  are  subject  to 
overwithholding. 


Same 


The  Senate  Finance  Committee 
deleted  the  withholding  plan  and 
substituted  an  expanded  informa¬ 
tion  reporting  plan  under  which  all 
dividend,  interest,  or  patronage 
dividend  payments  of  $10  or  more  a 
year  must  be  reported  to  the  Gov¬ 
ernment,  with  a  copy  of  the  informa¬ 
tion  given  to  the  payee. 


•  275 


605 


605 


FOREIGN  INCOME 


Sec.  12.  Controlled  foreign  corpora¬ 
tions: 

Provide  for  the  elimination  of  de¬ 
ferral  of  U.S.  tax  of  foreign  subsidiaries. 


230 


The  House  bill  would  eliminate 
deferral  with  respect  to  certain  tax 
haven  profits,  earnings  not  rein¬ 
vested  in  an  existing  business  in  a 
developed  area  or  in  an  active  busi¬ 
ness  in  a  less  developed  area  and 
earnings  reinvested  in  the  United 
8tates  in  such  a  way  as  to  constitute 
a  constructive  dividend.  However, 
tax  haven  profits  which  were  in¬ 
vested  in  less  developed  areas  would 
not  be  covered. 


Footnote  at  end  of  table. 


85 


145 


The  Senate  Finance  Committee 
restricted  its  approach  to  the  elimi¬ 
nation  of  deferral  for  tax  haven 
profits  and  those  earnings  invested 
in  the  United  States.  It  improved 
the  taxation  of  tax  haven  profits  by 
(a)  including  certain  service  income 
and  branch  sales  profits,  (6)  exclud¬ 
ing  the  profits  of  certain  active  busi¬ 
nesses  from  the  definition  of  tax 
haven  profits,  and  (c)  eliminating 
the  “pour  over”  of  developed-area 
tax  haven  prdfits  into  less  developed 
countries.  The  committee  also 
added  2  important  exceptions  for 
(o)  the  earnings  of  certain  export 
trade  corporations  and  (6)  the  earn¬ 
ings  of  certain  foreign  sudsidiaries  or 
groups  of  foreign  subsidiaries  which 
distributed  specified  minimum  per¬ 
centages  of  their  after-tax  earnings. 


85 


0  145 


1962 


CONGRESSIONAL  RECORD  —  SENATE 

Table  I. — Evolution  of  the  Revenue  Act  of  1962 — with  pertinent  revenue  estimates 

LOOPHOLE  CLOSERS 


16701 


-Continued 


President’s  proposals  of  Apr.  20, 1960 


FOREIGN  INCOME— continued 

Sec.  9.  Gross-up:  ,  ... ,  . 

Provide  for  gross-up  of  dividends 
received  by  U.S.  companies  from  their 
foreign  subsidiaries  so  as  to  correct  the 
inadequacy  of  the  existing  foreign  tax 
credit  formula  under  which  the  com¬ 
bined  U.S.  and  foreign  tax  may  be 
substantially  lower  than  52  percent. 
Under  existing  law,  the  disparity  be¬ 
tween  52  percent  and  the  actual  com¬ 
bined  rate  varies  with  the  actual 
foreign  taxes  paid,  being  highest  at 
26  percent  and  gradually  diminishing 
as  the  foreign  tax  drops  below  or  rises 
above  26  percent. 

Secs.  6,  7,  10, 11, 14, 15, 16, 18, 20,  and  27. 

All  other  foreign  items: 

(For  convenience,  section  references 
refer  to  section  numbers  in  the  Senate 
Finance  Committee  bill.) 

(1)  Eliminate  the  tax-free  nature  of 
certain  distributions  by  foreign  trusts 
to  U.S.  beneficiaries  (sec.  7). 

(2)  Eliminate  the  exclusion  of  in¬ 
come  for  U.S.  citizens  residing  in  devel¬ 
oped  areas  of  the  world  and  reduce  it 
to  $20,000  annually  for  those  residing 
in  less  developed  areas  (sec.  11). 

(3)  Eliminate  the  tax  benefits  now 
obtained  by  U.S.  citizens  through  in¬ 
vestments  in  foreign  investment  com¬ 
panies  (sec.  14) . 

(4)  Eliminate  the  present  exclusion 
of  foreign  real  property  from  the  gross 
estate  of  decedents  subject  to  U.S.  tax 
(sec.  18). 

(5)  Improve  the  information  now 
required  regarding  U.S.-owned  foreign 
corporations  (see.  20). 

[No  recommendations  similar  to  secs. 
5,  10, 15,  16,  or  27.] 

Repeal  of  dividends  received  credit 
and  exclusion 

Repeal  of  provision  excluding  first 
$50  of  dividends  and  allowing  a  credit 
of  4  percent  on  dividends  in  excess  of 
$50. 


Millions 
$35 


Reve¬ 

nue 

gain 


50 


450 


House  bill 


With  the  exception  of  a  2-year 
grace  period  for  previously  accumu¬ 
lated  earnings,  the  W ays  and  Means 
Committee  adopted  the  President’s 
recommendation. 


Millions 
$35 


The  Ways  and  Means  Committee 
generally  adopted  the  proposals  re¬ 
garding  foreign  trusts,  foreign  invest¬ 
ment  companies,  foreign  real  estate 
and  improved  information  require¬ 
ments.  As  to  the  earned  income 
exclusion,  the  committee  provided 
that  U.S.  citizens  residing  abroad 
could  annually  exclude  $20,000  for 
the  first  3  years  of  foreign  residence 
and  $35,000  thereafter,  without  dis¬ 
tinction  between  developed  and  less 
developed  areas.  The  committee 
added  provisions  increasing  the  tax¬ 
ation  of  distributions  in  kind  from 
foreign  corporations  (sec.  5),  gain  on 
the  sale  or  exchange  of  stock  in  for¬ 
eign  corporations  (sec.  15)  and  a 
provision  regarding  the  relationship 
between  the  bill  and  existing  tax 
treaties  (sec.  27). 


Not  included  in  bill. 


Reve¬ 

nue 

gain 


Revenue 
decrease 
compared 
to  Presi¬ 
dent’s 
proposal 


30 


Millions 

$0 


Finance  Committee  bill 


20 


The  Senate  Finance  Committee 
adopted  the  proposal  only  with 
respect  to  dividends  received  from 
operations  in  developed  areas.  The 
existing  formula  would  continue  to 
apply  for  dividends  paid  from  less 
developed  country  earnings. 


Reve¬ 

nue 

gain 


Revenue 
decrease 
compared 
to  House 
bill 


Millions 
$25 


450 


The  Senate  Finance  Committee, 
at  the  recommendation  of  the  Treas¬ 
ury,  added  a  provision  providing 
for  a  special  computation  of  the  for¬ 
eign  tax  credit  with  respect  to  certain 
interest  income  designed  to  halt  cer¬ 
tain  flows  of  capital  abroad  which 
are  induced  by  the  existing  foreign 
tax  credit  mechanism  (sec.  10)  and 
also  added  a  provision  providing  for 
the  taxation  of  gain  from  the  sale  of 
certain  patents  and  other  intangible 
rights  to  foreign  subsidiaries  as  ordi¬ 
nary  income  where  such  gain  would 
otherwise  be  taxable  as  capital  gain 
under  existing  law  (sec.  16). 


Not  included  In  bill. 


Revenue 
decrease 
compared 
to  Presi¬ 
dent’s 
proposal 


Millions 

$10 


Millions 

$10 


30 


20 


45 


LOOPHOLE  OPENERS 


Sec.  2.  Investment  credit:  Billions 

Investment  in  new  real  and  personal  $1. 7 
depreciable  property  having  a  useful 
life  of  6  years  or  more  qualified  for  a 
credit  of  15  percent  to  the  extent  the 
new  investment  exceeded  current  de¬ 
preciation  allowances.  A  6-percent 
credit  was  allowable  on  new  invest¬ 
ment  between  50  and  100  percent  of 
current  depreciation  allowances,  with 
a  minimum  credit  of  10  percent  on  the 
first  $5,000  of  new  investment.  The 
credit  was  not  to  affect  the  depreciable 
cost  of  the  property.  Residential  prop¬ 
erty,  property  used  outside  the  United 
States,  and  property  used  by  public 
utilities  (other  than  transportation) 

.were  ineligible.  The  credit  deductible 
in  any  one  year  was  limited  to  30  per¬ 
cent  of  tax  liability,  but  the  excess 
could  be  carried  forward  for  6  years. 

The  proposed  effective  date  was  Jan. 

1, 1961. 


Sec.  3.  Lobbying  expenditures: 

The  President  did  not  recommend 
that  a  deduction  be  allowed  for  lobby¬ 
ing  expenditures  and  the  Treasury 
Department  is  opposed  to  the  allow¬ 
ance  of  any  deductions  in  this  area. 


Billions 

Millions 

The  House  approved  the  tax 
credit  plan,  but  made  the  following 
changes: 

(1)  Eliminated  the  “excess 
approach”  in  favor  of  a  7-percent 
fiat  across-the-board  credit; 

(2)  Excluded  all  buildings 
and  certain  other  real  property, 
but  made  personal  property  of 
hotels  and  motels  eligible; 

(3)  Permitted  $50,000  of  used 
property  to  qualify; 

(4)  Eliminated  any  limitation 

>  $1. 395 

$305 

on  the  use  of  the  credit  on  the 
taxpayer’s  first  $25,000  of  tax 
liability;  adopted  a  25-percent 
limitation  on  the  tax  liability 
above  $25,000; 

(5)  Approved  a  3-percent  cred¬ 
it  for  public  utilities; 

(6)  Dropped  the  useful  life 
requirement  to  4  years,  but 
scaled  down  the  benefits  of  the 
credit  for  assets  with  lives  be- 

tween  4  and  8  years; 

(7)  Moved  the  effective  date 
up  to  Jan.  1,  1962. 

The  House  bill  permits  business 
taxpayers  to  deduct  the  following 
lobbying  expenditures:  the  cost  of 
appearing  before  and  communi¬ 
cating  with  committees  of  Federal, 
State,  or  local  legislative  bodies, 
contacting  individual  legislators, 
transmitting  legislative  information 
between  a  taxpayer  and  an  organiza¬ 
tion  of  which  he  is  a  member,  and 
the  portion  of  the  dues  paid  by  a 
member  attributable  to  the  carry¬ 
ing  on  of  such  activities  by  the 
organization. 

(») 

The  Senate  Finance  Committee 
modified  the  House  bill  in  the  fol¬ 
lowing  manner: 

(1)  Required  that  the  credit 
be  subtracted  from  the  tax¬ 
payer’s  cost  of  the  property  be¬ 
fore  permitting  the  taxpayer  to 
compute  his  depreciation  al¬ 
lowance. 

(2)  Disallowed  a  credit  upon 
the  investment  of  insurance  pro¬ 
ceeds,  and  upon  the  purchase  of 

1 5  vpstnplf 

(3)  Approved  a  3-year  carry¬ 
back  of  unused  credits,  in  addi¬ 
tion  to  the  5-year  carryover. 

(4)  Moved  the  effective  date 
up  to  July  1, 1962. 


Billions  Millions 
>$1,340  $65 


Millions 

$300 


The  Finance  Committee  expanded 
the  House  provision  to  cover  the 
cost  of  sending  lobbying  material  to 
employees  and  stockholders. 


i  All  estimates  in  this  table  are  those  of  the  TreMury  except  for  ‘“enatncdretd,  ‘ 

as  passed  by  the  House  and  as  passed  by  the  Senate  Finance  Committee,  and  the 
revenue  figures  for  reporting  of  dividends  and  interest,  where  the  Jomt  Committee  on 
Internal  Revenue  Taxation’s  figures  are  used. 


j  $670  million  (based  on  1959  data)  $780  million  based  on  1960  data;  $880  million  for 
1963,  based  on  trends  from  previous  years. 

•  No  estimates  available. 
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ORIGINAL  BILL  PROVIDED  REVENUE  GAIN 

Mr  DOUGLAS.  Mr.  President,  the 
President  of  the  United  States  advanced 
these  proposals  for  tax  reform,  but  to 
“sweeten”  them  and  to  make  them  more 
acceptable  to  those  who  had  been  avoid¬ 
ing  the  just  payment  of  taxes  on  income 
•which  they  had  received  in  the  past, 
he  also  offered  a  tax  adjustment  con¬ 
sisting  of  a  generous  tax  credit  on  most 
forms  of  net  business  investment  in 
depreciable  property.  It  was  estimated 
that,  on  an  annual  basis,  this  would  lose 
$1.7  billion  in  revenue. 

The  original  plans  of  the  administra¬ 
tion  thus  provided  for  an  overall  annual 
increase  in  revenues  of  about  $600 
million.  But  it  is  probably  fair  to  con¬ 
clude  that,  knowing  the  tendency  for  tax 
reform  proposals  to  be  whittled  away, 
and  indeed  to  evaporate,  as  they  move 
through  Congress,  the  administration 
really  would  have  been  satisfied  if  the 
loophole  closing  and  the  investment 
credit  finally  offset  each  other  so  that 
there  would  have  been  little  or  no  rev¬ 
enue  gain  or  loss.  The  basic  original  aim 
of  the  bill  was,  therefore,  first,  to  effect 
minor  and,  it  was  believed,  the  less  con¬ 
troversial  changes  in  the  field  of  tax  re¬ 
form,  and,  second,  to  balance  this  with 
an  approximately  equal  reduction  in  the 
taxes  paid  by  business  and  industry. 
This  latter  was  framed  in  such  a  way 
that  it  was  hoped  it  would  stimulate  new 
investment  and  the  modernization  of 
machinery  and  equipment. 

BILL  DISFIGURED  BY  CONGRESS 


In  the  long-drawn-out  process  of 
nearly  a  year  and  a  half  during  which 
this  bill  has  moved  slowly  through  the 
other  body  and  through  the  Finance 
Committee,  it  has  been  disfigured  almost 
beyond  recognition,  and  I  think  it  can 
fairly  be  said  to  have  been  wrecked. 

The  proposal  to  repeal  the  1954  divi¬ 
dend  credit  of  4  percent  and  the  exclu¬ 
sion  of  $50  of  dividends  which  would  have 
reclaimed  $450  million  a  year  for  the 
Treasury  and  the  people  was  tin-own 
overboard  early. 

The  main  feature  on  the  loophole  clos¬ 
ing  side,  namely,  the  withholding  at  the 
source  on  dividends  and  interest  income 
paid  by  institutions,  was  eliminated  by  a 
lopsided  vote  in  our  committee — I  believe 
a  vote  of  12  to  5 — and  the  Senator  from 
Illinois  is  proud  of  the  fact  that  he  was 
one  of  the  5  who  voted  against  the 
elimination  of  this  withholding  method 
of  collecting  taxes. 

Mr.  GORE.  Mr.  President,  will  the 
Senator  yield? 

Mr.  DOUGLAS.  Yes,  I  am  glad  to 
yield. 

Mr.  GORE.  Is  not  the  parliamentary 
situation  now  such  that  the  withhold¬ 
ing  provision  is  in  the  bill  now  before 
the  Senate,  and  the  vote  on  the  subject, 
if  the  Senate  has  a  vote  on  the  subject, 
will  be  on  a  motion  to  strike  it  from  the 
bill? 


Mr.  DOUGLAS.  That  is  correct 
I  will  watch  that  performance  with 
interest,  and  it  will  be  interesting  i 
for  the  President  oi 
united  States  and  who  votes  again; 

°f  ihe  United  States. 
Senator  from  Tennessee  and  the  Se 


from  Illinois  will  be  on  the  side  of  the 
President. 

In  this  connection,  it  is  also  interest¬ 
ing  to  observe  that  when  the  President 
gave  out  his  statement  at  the  White 
House  last  week,  the  one  feature  of  the 
tax  bill  which  he  emphasized  was  his 
desire  to  retain  in  the  tax  bill  the  with¬ 
holding,  provision  on  dividends  and  in¬ 
terest. 

Mr.  GORE.  Mr.  President,  will  the 
Senator  yield? 

Mr.  DOUGLAS.  It  will  be  interesting 
to  see  if  some  of  those  in  charge  of  this 
bill  rise  in  open  revolt  against  the  pro¬ 
posal  of  the  President.  If  they  can  do  it 
in  the  name  of  carrying  out  the  Presi¬ 
dent’s  program,  as  they  are  now  trying  to 
do,  I  can  only  say  that  Harry  Houdini 
will  have  had  worthy  successors. 

Mr.  GORE.  Mr.  President,  will  the 
Senator  yield? 

Mr.  DOUGLAS.  I  am  glad  to  yield. 

Mr.  GORE.  In  addition  to  being  curi¬ 
ous  as  to  whether  that  will  be  done,  will 
not  the  Senator  be  anxious  to  note  ex¬ 
actly  which  of  our  colleagues  will  move 
to  strike  from  the  bill  the  one  provision 
which  the  President  has  recommended 
so  strongly? 

Mr.  DOUGLAS.  I  will  certainly  watch 
that  with  interest.  And  I  will  watch  the 
subsequent  rollcall  with  interest. 

A  TORNADO  OF  MAIL 

Now,  Mr.  President,  I  should  like  to 
give  a  more  ample  discussion  of  this 
withholding  feature  later.  It  is  esti¬ 
mated  that  this  elimination  would  lose 
about  $900  million  in  revenues  from 
taxes  which  are  owed  but  not  paid  in  its 
first  full  year  of  operation. 

This  elimination,  which  would  ulti¬ 
mately  cost  the  people  of  the  United 
States  almost  $1  billion  a  year,  was  done 
at  the  behest  of  the  most  powerful  organ¬ 
ized  mail  campaign  I  suppose  I  have  seen 
in  the  14  years  I  have  served  in  the  Sen¬ 
ate.  This  step  was  taken  by  the  com¬ 
mittee  to  the  accompaniment  of  a  tor¬ 
nado  of  mail  stimulated  by  the  building 
and  loan  associations,  the  banks,  and 
the  mutual  savings  institutions. 

I  personally  received  no  less  than 
75,000  letters  from  my  constituents  de¬ 
manding  that  the  withholding  provision 
be  eliminated  from  the  bill.  While  I 
know  it  may  sound  self-righteous — and  I 
believe  some  of  my  friends  have  accused 
me  of  being  excessively  self-righteous — I 
wish  to  say  tha.t  if  I  can  withstand  75,000 
letters  I  think  others  can  do  the  same. 

GRAVE  MISCONCEPTION 

These  letters  portrayed  gross  mis¬ 
conceptions  of  what  the  withholding 
method  really  was.  From  one-third  to 
one-half  of  the  correspondents  wrote 
that  it  was  a  new  tax,  to  be  imposed  on 
dividends  and  interest,  which  did  not 
now  exist.  Why,  of  course,  it  is  not  that. 
Dividends  and  interest  are  income 
exactly  as  wages,  salaries,  and  rents  are 
income.  They  are  subject -to  the  income 
tax  laws  of  the  country  now,  exactly 
as  wages  and  salaries  are  subject  to  the 
income  tax  laws  of  the  country.  They 
are  income  and  are  equally  taxable  with 
wages  and  salaries. 


NOT  A  NEW  TAX 

The  very  fact  that  so  many  wrote  that 
this  was  a  new  tax  which  they  did  not 
now  have  to  pay  was  rather  strong  pre¬ 
sumptive  evidence  that  many  of  these 
people  have  not  been  paying  taxes  on 
dividends  and  interest  in  the  past.  If 
they  had  been  paying  taxes  on  dividends 
and  interest,  they  would  have  known  it 
was  not  a  new  tax,  but  was  merely  a 
better  method  of  collecting  an  existing 
tax. 

Incidentally,  it  would  merely  use  the 
same  method  which  has  been  applied  for 
20  years  to  wages  and  salaries.  We  have 
had  a  withholding  tax  on  wages  and  sal¬ 
aries  ever  since  1942.  When  that  was 
put  into  effect,  there  was  a  "hullaballoo” 
about  it.  It  was  said  to  be  unfair.  It  was 
said  to  be  administratively  impossible  to 
operate.  But  it  was  put  into  effect, 
nevertheless.  We  have  operated  under 
that  law  for  20  years.  The  percentage  of 
evasion  of  the  tax,  as  I  shall  show,  is  very 
slight,  only  about  3  percent.  There  are 
very  few  complaints  about  it.  Refunds 
which  are  made  are  made  quickly  with  a 
minimum  of  administrative  trouble. 

I  personally  thought  that  the  fairness 
of  applying  the  same  methods  to  divi¬ 
dends  and  interest  which  we  apply  to 
wages  and  salaries  would  so  commend 
itself  to  the  Nation,  to  the  Senate,  and 
to  the  Finance  Committee  that  there 
would  be  no  question  about  its  adoption. 
But,  no,  it  was  eliminated  from  the  bill 
by  the  Finance  Committee  by  an  over¬ 
whelming  vote.  It  will  be  very  interest¬ 
ing  to  see  if  those  who  claim  to  speak 
in  the  name  of  the  administration  now 
propose  its  formal  elimination  by  action 
of  the  Senate  itself. 

NOT  A  TAX  ON  CAPITAL  BUT  ON  INCOME 

A  great  many  of  the  correspondents 
also  charged  that  the  withholding  meth¬ 
od  was  a  tax  on  capital;  that  if  a  man 
had  $1,000  invested  in  a  building  and 
loan  association,  the  basic  tax  of  20  per¬ 
cent  would  be  paid  on  the  $1,000,  and 
that  he  would  have  to  pay  $200.  This,  of 
course,  is  a  ludicrous  misunderstanding. 
The  tax  is  upon  income,  and  not  upon 
capital.  If  we  assume  a  4-percent 
return,  the  income  from  $1,000  of  cap¬ 
ital  investment  would  be  $40,  and  the 
20-percent  tax  would  be  one-fifth  of  that 
$40,  or  $8.  But  a  very  large  proportion 
of  the  correspondents  thought  the  tax 
would  be  $200. 

As  we  shall  see,  the  administrative  dif¬ 
ficulties  were  grossly  exaggerated. 

BILL  FURTHER  EMASCULATED 

That  I  think,  was  the  greatest  sin 
which  the  Finance  Committee  com¬ 
mitted,  but  the  committee  committed 
other  legislative  sins  as  well,  and  they 
will  have  to  stand  up  before  the  bar  of 
the  judgment  of  the  Senate  and  of  pub¬ 
lic  opinion  and  justify  these  other  legis¬ 
lative  crimes  which  they  committed. 

For  example,  under  heavy  battering 
from  American  corporations  doing  busi¬ 
ness  abroad,  the  proposed  levies  based  on 
the  earnings  of  their  foreign  subsidiaries 
were  progressively  softened,  although 
there  were  some  not  satisfied  even  with 
that,  who  proposed  to  eliminate  even  the 
emasculated  version  still  remaining. 
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I  may  say,  also,  as  a  further  example, 
the  administration  originally  proposed 
that  the  present  provisions  as  interpreted 
by  the  Supreme  Court  in  the  case  of 
Cammarano  et  al.  against  United  States 
as  respects  lobbying,  should  be  continued. 
The  House  weakened  these  provisions. 
The  Senate  Finance  Committee  went 
them  one  better.  So,  as  a  result,  there 
has  been  recommended  a  great  weaken¬ 
ing  of  the  lobbying  tax  deduction  provi¬ 
sions,  which  would  play  directly  into  the 
hands  of  big  business  and  result  in  the 
ordinary  taxpayer  financing  a  large  por¬ 
tion  of  the  lobbying  activities  of  the  big 
corporations  of  the  country. 

Indeed,  the  savings  and  loan  campaign 
against  the  withholding  provision  would, 
under  the  terms  of  the  lobbying  proposal, 
be  largely  financed  by  the  American  tax¬ 
payers. 

There  was  also  a  weakening  of  the 
expense  account  provisions.  In  the  orig¬ 
inal  form,  the  expense  account  provi¬ 
sions  were  quite  good.  Those  were 
weakened  in  the  House.  They  were  still 
further  weakened  by  the  Senate  com¬ 
mittee. 

I  will  defy  even  the  most  careful  lexi¬ 
cographer,  or  dictionary  expert,  to  tell 
what  the  committee  means  by  the  ex¬ 
pense  account  provisions  it  recommends. 

It  is  a  formula  for  confusion.  Once  I 
nearly  said  “for  deception,”  but  I 
thought  better  of  that.  I  will  say  it  is 
a  formula  for  confusion. 

Mr.  PROXMIRE.  Mr.  President,  will 
the  Senator  yield  in  respect  to  the  lob¬ 
bying  provision? 

Mr.  DOUGLAS.  Yes;  I  am  glad  to 
yield. 

Mr.  PROXMIRE.  Is  it  true  that  the 
bill,  as  it  came  to  the  Senate  from  the 
committee,  would  provide  that  busi¬ 
nesses  could  subtract,  as  an  expense  of 
doing  business,  the  cost  of  lobbying 
Members  of  Congress,  members  of  State 
legislatures,  and  members  of  city 
councils? 

LOBBYING  EXPENSES  TAX  DEDUCTIBLE 

Mr.  DOUGLAS.  That  is  correct.  And 
they  could  also  get  others  to  lobby  them 
directly  and  make  that  tax  free. 

Mr.  PROXMIRE.  Suppose  there  were 
a  situation  in  which  a  proposed  gam¬ 
bling  law  was  before  the  Congress,  or  be¬ 
fore  a  city  council,  and  suppose  this  pro¬ 
posed  law  would  make  it  easier  for  the 
gambling  syndicate  to  operate,  in  that 
it  would  increase  profits.  It  would  be 
possible,  then,  for  them  to  subtract  that 
item  as  an  expense  of  doing  business. 
How  about  the  opposition? 

Mr.  DOUGLAS.  The  Senator  has 
mentioned  a  very  important  point. 
Under  the  bill  those  who  have  a  direct 
and  appreciable  business  interest  in  the 
decision  of  a  legislative  body  can  lobby 
that  body,  have  their  expenses  deducted, 
and  under  the  Senate  amendment  they 
could  organize  campaigns  among  their 
stockholders  and  members.  All  of  that 
kind  of  activity  would  be  a  business 
expense. 

But  if  a  member  of  a  church  who  ob¬ 
jected  to  the  gambling  provision  of  a  law, 
feeling  that  it  went  against  public  mor¬ 
als,  lobbied  against  that  provision,  he 
would  not  have  the  benefit  of  such  a  tax 


deduction,  because  it  could  not  be  said 
that  he  had  a  direct  business  interest. 

In  other  words,  the  general  interest  of 
the  citizen  and  taxpayer,  and  the  gen¬ 
eral  and  diffused  interest  of  the  con¬ 
sumer  would  have  no  deduction  supplied 
to  them  when  lobbying  is  engaged  in  in 
their  behalf. 

Mr.  PROXMIRE.  Would  the  expenses 
of  the  League  of  Women  Voters,  which 
certainly  is  divorced  from  any  pecuniary 
or  financial  interest,  and  whose  position 
on  issues  is  based  upon  very  careful 
study,  analysis,  and  understanding  of 
what  would  best  serve  the  public  inter¬ 
est,  be  deductible  in  any  way? 

Mr.  DOUGLAS.  They  would  not.  As 
I  understand,  contributions  to  the  League 
of  Women  Voters  are  not  tax  exempt 
now.  The  lobbyist  appearing  to  give  tes¬ 
timony  in  support  of  the  program  of  the 
League  of  Women  Voters  could  not  de¬ 
duct  his  expenses. 

Mr.  PROXMIRE.  On  the  basis  of  the 
Senator’s  experience  in  both  the  city 
council  of  Chicago  and  in  the  Senate, 
and  also  his  broad  knowledge  of  Govern¬ 
ment  in  our  country,  does  the  Senator 
feel  that  the  special  financial  interests 
are  being  so  consistently  defeated  by  the 
advocates  of  the  public  interest  and  are 
suffering  so  because  of  the  great  power 
of  the  League  of  Women  Voters,  the  Civil 
Liberties  Union,  and  the  other  pro  bono 
publico  groups,  that  they  need  that  kind 
of  protection  in  order  to  provide  for  their 
opportunity  to  defend  themselves? 

Mr.  DOUGLAS.  Of  course  not.  One 
of  the  gravest  weaknesses  in  modern 
democracy  is  the  fact  that  the  so-called 
special  and  concentrated  private  inter¬ 
ests,  in  the  form  of  the  producing  groups, 
are  powerfully  organized  and  can  bring 
to  bear  great  pressures  on  legislative 
bodies,  whereas  the  diffused  general  in¬ 
terest  of  consumers  and  small  taxpayers 
is  relatively  little  represented.  The  ob¬ 
stacles  are  great  to  start  with  because 
any  particular  act  or  bill  does  not  mean 
to  the  individual  consumer  or  taxpayer. 

GAS  BILL  GOOD  EXAMPLE 

Let  us  consider  the  gas  bill  which  Sen¬ 
ator  Kerr  sponsored.  To  the  gas  and  oil 
industry  that  bill  meant  $600  million  a 
year.  But  to  the  30  million  householders 
who  use  gas  to  cook  and  heat  it  meant 
on  the  average  only  $20  a  year.  Very 
few  people  will  become  sufficiently  in¬ 
terested  in  the  subject,  study  it,  and  then 
be  able  to  afford  to  come  to  Washington 
to  lobby  against  it  when  only  $20  a  year 
for  each  is  involved.  As  a  result,  the 
powerful  interests  of  the  producing 
groups  are  strong  and  vigorous.  The 
diffused  general  interest  groups  are  weak. 

I  sometimes  think  an  analogy  is  what 
happened  to  the  Incas  of  Peru  and  the 
Indians  of  Mexico.  The  Aztecs  and  the 
other  Indian  tribes  outnumbered  Cortez 
and  his  men  1,000  to  1.  But  the  Indians 
were  divided.  They  were  relatively  un¬ 
interested.  Cortez  had  firearms,  armor, 
and  horses.  He  overthrew  an  empire. 

The  same  thing  happened  in  Peru. 
Time  after  time  in  our  city  councils, 
State  legislatures,' and  the  Congress  of 
the  United  States,  the  same  thing  tends 
to  happen. 

There  is  already  a  great  disparity  in 
strength.  The  protective  devices  which 


James  Madison  thought  were  embodied 
in  the  Constitution  of  the  United  States, 
and  which  he  developed  in  the  10th  pa¬ 
per  of  the  Federalist,  and  with  respect 
to  which  he  relied  upon  conflicting  eco¬ 
nomic  interests  to  offset  each  other — 
are  what  Mr.  Galbraith  calls  the  theory 
of  “countervailing  power” — no  longer  op¬ 
erate  very  fully  because  we  are  now  get¬ 
ting  cross  lobbying  for  example  on  the 
part  of  the  National  Association  of  Man¬ 
ufacturers,  the  American  Farm  Bureau, 
and  the  American  Medical  Association. 
All  those  great  groups  support  each  other. 
The  result  is  a  terrific  combination 
against  which  it  is  very  difficult  to  stand 
up  and  fight  successfully. 

The  lobbying  provision  in  the  tax  bill 
would  still  further  intensify  that  im¬ 
balance.  I  think  that  is  the  word.  It 
would  make  possible  a  deduction  from 
the  tax  bills  of  the  wealthy  for  lobbying 
expenses,  which  would  be  paid  for  by 
Uncle  Sam,  while  the  weak,  general  con¬ 
sumer  or  small  taxpayer  would  have  no 
protection. 

In  my  opinion,  the  lobbying  provision 
started  by  the  House  and  completed  by 
the  Finance  Committee  is  one  of  the 
most  inequitable  in  the  bill.  The  pro¬ 
vision  appears  early  in  the  bill.  There 
will  be  a  yea-and-nay  vote  on  it  when 
the  Senator  from  Oklahoma  proposes, 
as  I  suppose  he  will  propose,  that  it  be 
included.  We  shall  then  see  who  is  for 
the  big  vested  interests,  the  special  in¬ 
terests,  and  selfish  interests,  and  who  is 
for  the  people. 

Mr.  PROXMIRE.  Is  it  the  conclusion 
of  the  Senator  from  Illinois  that  at 
present  a  most  serious  weakness  in 
American  democracy  is  the  pressure  of 
organized  financial  interests  that  use  the 
organized  pressure  to  get  special  inter¬ 
est  legislation  at  the  expense  of  the  pub- 
lie  interest9 

Mr.  DOUGLAS.  The  Senator  is  com¬ 
pletely  correct. 

Mr.  PROXMIRE.  The  proposal  would 
aggravate  that  situation. 

Mr.  DOUGLAS.  That  is  correct. 

Mr.  PROXMIRE.  Is  it  not  true  that 
the  section  of  the  bill  about  which  we  are 
speaking  has  never  been  recommended 
by  the  Kennedy  administration  or  by 
the  Department  of  the  Treasury? 

Mr.  DOUGLAS.  It  has  been  opposed 
by  the  Treasury  Department. 

Mr.  PROXMIRE.  They  have  opposed 
it.  They  do  not  want  it.  They  think 
it  is  wrong. 

Mr.  DOUGLAS.  The  proposal  has 
been  opposed  by  the  administration.  In 
the  Cammarano  case  the  Supreme  Court 
in  a  unanimous  opinion  handed  down 
by  Justice  Harlan,  with  no  dissenting 
opinion  that  I  can  find,  held  that  the 
tax  system  should  be  neutral  so  far  as 
lobbying  is  concerned.  The  Court  held 
that  tax  credits  should  not  be  given 
either  to  those  who  had  a  direct  business 
interest  or  to  those  who  oppose  the  direct 
business  interest  and  fight  for  the  gen¬ 
eral  interest.  It  is  the  Cammarano  ver¬ 
dict  which  the  Senate  Finance  Commit¬ 
tee,  and  to  some  degree  that  House  Ways 
and  Means  Committee,  are  now  seeking 
to  reverse. 

Mr.  PROXMIRE.  In  the  interest  of 
our  friends  across  the  aisle,  is  it  not 
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true  that  the  Eisenhower  administration 
also  opposed  that  particular  provision? 

Mr.  DOUGLAS.  I  think  that  is  true. 

Mr.  PROXMIRE.  That  is  the  under¬ 
standing  of  the  Senator  from  Wisconsin. 
Is  it  not  also  true  that  one  of  the  rea¬ 
sons  that  provision  got  through  the 
House  of  Representatives  was  that  it  was 
a  new  section  of  the  bill  on  which  the 
House  Ways  and  Means  Committee  held 
no  hearings.  With  the  kind  of  closed 
rule  the  House  had  on  the  bill,  there 
seems  to  have  been  a  violation  of  the 
rules,  and  if  there  had  been  an  objection, 
it  would  have  been  possible  to  block 
consideration  of  the  tax  bill  on  that 
basis 

Mr.  DOUGLAS.  That  is  my  under¬ 
standing  of  the  parliamentary  proce¬ 
dure.  There  was  no  testimony  on  this 
provision.  The  House  Ways  and  Means 
Committee,  as  I  understand,  inserted  it 
at  the  last  minute.  They  asked  for  a 
closed  rule,  which  meant  that  the  only 
motion  that  could  be  made,  except  on 
final  passage,  was  a  motion  to  recommit, 
which  means  that  it  is  necessary  to  take 
the  bill  as  a  whole  or  defeat  the  bill. 
I  am  very  frank  to  say  that  I  believe  the 
bill  would  have  been  defeated  in  the 
House  had  not  some  of  us  gone  to  cer¬ 
tain  Members  who  wanted  to  oppose  the 
bill  in  the  House  and  said  to  them,  “We 
hope  you  do  not  defeat  the  bill  in  the 
House.  Let  it  come  to  the  Senate.  We 
hope  that  we  can  take  this  and  other 
features  out  of  the  bill  on  the  floor  of 
the  Senate.”  That  was  not  trying  to 
obstruct  the  bill,  as  certain  writers 
charge,  but  trying  to  help  the  bill  be¬ 
come  law. 

Mr.  PROXMIRE.  Therefore  we  have 
a  provision  in  the  bill  which  would  serve 
the  interests  of  special  vested  financial 
interests.  There  is  no  question  that  it 
would  weaken  the  already  comparatively 
feeble  strength  of  those  who  argue  for 
the  public  interest.  It  is  opposed  by  the 
Kennedy  administration,  and  was  op¬ 
posed  by  the  Eisenhower  administration, 
and  only  got  in  this  bill  because  of  a  par¬ 
liamentary  evasion. 

Mr.  DOUGLAS.  That  is  correct. 

Mr.  PROXMIRE.  I  thank  the  Sen¬ 
ator.  i 

THE  DEDUCTION  FOR  CERTAIN  LOBBYING 

EXPENSES  OF  TAXPAYERS  WITH  BUSINESS 

INCOME 


Mr.  DOUGLAS.  Mr.  President,  sec- 
tion  3  would  permit  the  deduction  of  cer¬ 
tain  lobbying  expenses  by  taxpayers  with 
business  income.  This  would  deparl 
from  a  salutary  principle  which  has  beer 
part  of  the  income  tax  law  since  Work 
War  I.  It  would  provide  unwarrantec 
tax  reduction  where  it  is  least  needed  for 
reasons  which  are  specious.  It  would  in¬ 
troduce  novel  distinctions  into  the  tax 
law,  producing  new  requirements  dif¬ 
ficult  for  the  Internal  Revenue  Service 
to  administer.  The  specific  language  ir 
which  the  deduction  is  cast  contains  am¬ 
biguities  which  will  create  continuing 
uncertainty  as  to  its  exact  meaning,  and 
most  important,  the  relationship  of  this 
our  citiJln0  the  ™hole  Process  by  which 


Under  existing  law  the  costs  of  efforts 
to  influence  legislation  are  not  deduc¬ 
tible,  a  rule  applicable  to  all  taxpayers. 
Whatever  the  motive  for  a  citizen’s 
efforts  to  influence  legislation,  he  now 
bears  the  whole  cost  of  that  effort  him¬ 
self.  No  part  of  the  expense  can  be 
passed  on  to  the  Federal  Government 
through  an  income  tax  deduction.  In 
the  constant  competition  for  legislative 
favor  and  results  at  National,  State,  and 
local  levels,  the  Federal  Treasury  stands 
neutral — and  properly  so. 

Section  3  would  change  all  that.  It 
would  amend  section  162  of  the  Internal 
Revenue  Code  of  1954,  the  section  creat¬ 
ing  the  general  authority  for  deduction 
of  the  ordinary  and  necessary  expenses 
of  business  operation.  Section  3  would 
add  a  new  subsection  specifically  author¬ 
izing  deduction  of  lobbying  expenses  in 
certain  categories  by  taxpayers  with 
business  income.  Only  those  taxpayers 
with  business  income  would  receive  any 
benefit.  All  others  would  still  be  subject 
to  the  existing  rule  of  no  tax  benefits  for 
lobbying,  a  result  which  follows  neces¬ 
sarily  from  incorporation  of  the  amend¬ 
ment  in  section  162  and  one  which  is 
specifically  spelled  out  by  the  House 
committee  report. 

SPECIFIC  EXAMPLES 

Some  specific  typical  examples  will 
bring  this  into  sharper  focus.  Suppose 
a  measure  is  being  considered,  as  many 
have  been,  involving  a  proposed  change 
in  the  standards  or  testing  procedures 
for  food,  drugs,  or  cosmetics.  The  costs 
of  presenting  the  views  of  drug  manu¬ 
facturers  and  distributors  would  be  de¬ 
ductible.  The  cost  of  presentations  on 
behalf  of  consumers  or  of  disinterested 
professional  or  technical  advisers  would 
not  be.  Or  suppose  that  a  State  legis¬ 
lature  is  debating  a  measure  designed  to 
decrease  stream  pollution.  Manufac¬ 
turers  who  would  be  adversely  affected 
by  its  enactment  could  deduct  the  cost 
of  opposition.  Members  of  the  public  in¬ 
terested  in  pure  water  for  drinking  or  for 
recreational  uses  would  have  to  finance 
their  support  of  the  measure  entirely 
from  their  own  pockets.  Or,  at  the  local 
level,  a  business  owner  of  a  piece  of  real 
estate  could  seek  advantageous  amend¬ 
ment  of  the  local  zoning  ordinance  de¬ 
ducting  the  cost  of  his  presentation  be¬ 
fore  the  local  city  council.  The  owners 
of  nearby  residences  would  not  receive 
this  help  from  the  Federal  Treasury  in 
preparing  the  exhibits  and  briefs  neces¬ 
sary  for  effective  opposition. 

These  are  discriminations  impossible 
to  justify.  Can  anyone  seriously  con¬ 
tend  that  consideration  of  legislative 
proposals  affecting  business  taxpayers  is 
seriously  handicapped  by  absence  or 
weakness  of  expression  of  business  view¬ 
points?  Is  there  any  evidence  that  busi¬ 
ness  taxpayers,  individually  or  collec¬ 
tively,  are  now  deterred  from  expressing 
themselves  on  these  subjects  by  the  pres¬ 
ent  rule  of  tax  neutrality  which  permits 
no  deduction  for  lobbying  expenses?  To 
ask  these  questions  is  to  answer  them. 
Of  all  viewpoints  on  legislative  propos¬ 
als,  those  of  business  are  consistently  the 
most  ably  represented  before  the  Con¬ 
gress  and  before  State  and  local  legis¬ 
lative  bodies.  Why  then  should  the  cost 


of  lobbying  activities  of  taxpayers  with 
business  income  be  singled  out  for  this 
preferential  tax  reduction?  No  adequate 
reason  has  been  given. 

Any  discrimination  at  all  among  citi¬ 
zens  in  the  exercise  of  their  constitu¬ 
tional  right  to  petition  their  representa¬ 
tives  is  patently  undesirable.  Discrimi¬ 
nation  by  preferential  tax  deduction  is 
magnified  as  the  amounts  spent  for  these 
purposes  increase.  Modern  efforts  to  in¬ 
fluence  legislation  cover  a  wide  range  of 
techniques,  some  of  which  are  very  costly. 
One  can  send  a  letter  to  his  Senator  for 
4  cents.  However,  to  stimulate  tens  of 
thousands  to  do  so  requires  the  expen¬ 
diture  of  large  amounts  running  some¬ 
times  into  the  hundreds  of  thousands, 
even  millions,  of  dollars.  But  all  this 
is  well  known.  It  has  been  thoroughly 
documented  many  times. 

LARGE  SUMS  INVOLVED 

The  application  of  section  3  would  not 
be  confined  to  nominal  amounts.  It 
would  permit  the  deduction  of  some  very 
large  sums.  In  addition  to  provision  for 
deduction  of  the  costs  involved  in  direct 
contacts  with  legislators  (personal  calls 
and  visits,  appearances  before  commit¬ 
tees  or  statements  filed  with  them) ,  the 
cost  of  efforts  to  influence  legislation  in¬ 
directly  are  also  made  deductible  in  some 
instances.  The  costs  of  communications 
to  organization  members  and  to  share¬ 
holders  and  employees  have  all  been 
blanketed  in. 

When  section  3  is  applied  to  today’s 
scene,  we  find  that  it  will  authorize  giant 
corporations  to  deduct  the  cost  of  com¬ 
municating  the  views  of  management 
officials  to  hundreds  of  thousands,  even 
millions,  of  shareholders  and  employees, 
for  the  purpose  of  influencing  them  with 
respect  to  current  controversial  legisla¬ 
tive  proposals.  To  use  a  painfully  fa¬ 
miliar  example,  section  3  would  authorize 
deduction  of  the  cost  of  campaigns  de¬ 
signed  to  produce  a  flood  of  letters  op¬ 
posing  withholding  on  dividend  income. 

Under  existing  law  these  sums  are  not 
properly  deductible — and  never  have 
been.  To  permit  deduction  now  would 
shift  a  very  large  proportion  of  these 
heavy  costs  to  the  Federal  Treasury,  a 
disguised  subsidy  for  which  there  would 
be  no  justification. 

The  effects  of  such  subsidized  efforts 
to  influence  legislation  indirectly  would 
not  be  confined  to  the  recipient  members, 
shareholders,  and  employees.  The  views 
expressed  and  their  source  would  fre¬ 
quently  come  to  the  attention  of  families 
and  friends  of  the  recipients,  thereby 
broadening  the  scope  of  the  influence 
subsidized  by  the  Federal  Treasury.  Of 
course,  the  benefits  of  section  3  as  they 
would  apply  to  these  broadcast  efforts 
to  influence  legislation  can  only  benefit 
very  large  organizations.  Small  business 
taxpayers,  as  well  as  nonbusiness  tax¬ 
payers,  would  have  little  or  no  use  for 
it  and  could  well  suffer  from  its  use 
where  their  interests  on  legislative  mat¬ 
ters  are  opposed  to  those  who  could  take 
advantage  of  it. 

LIMITATIONS  ILLUSORY 

True,  not  all  lobbying  costs  of  business 
taxpayers  would  be  made  deductible  by 
section  3.  The  bill  purports  to  create 


16705 


1962 


CONGRESSIONAL  RECORD  —  SENATE 


limitations  which  will  restrict  the  kind 
of  expenses  for  which  a  deduction  can 
be  claimed.  Thus,  to  qualify  for  the  de¬ 
duction,  the  legislative  proposal  must  be 
of  “direct  interest”  to  the  taxpayer.  In 
addition,  specific  provisions  deny  deduc¬ 
tions  for  political  campaign  expenses  or 
for  efforts  “to  influence  the  general  pub- 
lis,  or  segments  thereof.”  However,  a 
close  inspection  raises  genuine  doubt  as 
to  the  precise  meaning  and  application 
of  these  restrictions.  They  may,  in  fact, 
prove  largely  illusory. 

Thus,  one  might  ask.  What  suhjects 
are  not  of  “direct  interest”  to  a  large 
corporation?  Any  measure  involving  a 
tax  or  a  change  in  the  regulation  of  busi¬ 
ness  or  the  marketing  of  securities  or 
foreign  trade  or  the  terms  of  employ¬ 
ment  or  labor  relations  or  the  monetary 
system  will  have  some  impact  on  every 
substantial  business  enterprise.  Is  it  in¬ 
tended  that  the  cost  of  testimony  or 
statements  or  communications  to  share¬ 
holders  or  employees  on  this  entire  range 
of  subjects  is  to  be  deductible?  Simi¬ 
larly,  can  the  prohibition  against  deduc¬ 
tions  for  political  campaign  purposes  be 
really  effective?  Granted  that  the  cost 
of  a  folder  urging  shareholders  to  vote 
for  Jim  Darkwater  will  not  be  deductible, 
what  of  the  cost  of  a  folder  urging  a  posi¬ 
tion  on  the  principal  issue  dividing  Dark- 
water  from  his  opponent  Bob  Clean- 
river?  Can  issues  and  the  candidates  be 
separated  so  easily?  It  is  doubtful.  Sec¬ 
tion  3  thus  could  make  slightly  veiled 
political  contributions  deductible.  The 
benefit  would  not  be  universal  though. 
To  return  for  a  moment  to  the  anti¬ 
water -pollution  measure  used  as  an  ex¬ 
ample  before,  suppose  Darkwater  is 
against  it  and  Cleanriver  is  for  it.  The 
former’s  supporters  could  deduct  the  cost 
of  their  literature  discussing  the  anti¬ 
pollution  measure  (and  thus  their  sup- 
pollution  measure — and  thus  their  sup¬ 
port  of  Darkwater;  supporters  of  Clean  - 
Obviously,  congressional  memories  are 
very  short.  For  at  least  a  century  Sen¬ 
ators  and  Representatives  have  regularly 
inveighed,  individually  and  collectively, 
against  lobbyists  and  their  activities. 
The  need  for  substantial  disclosure  by 
lobbyists,  particularly  in  financial  re¬ 
spects,  has  long  been  recognized.  When 
a  person  or  organization  becomes  a  lob¬ 
byist,  he  is  required  to  register  as  such 
and  thereafter  to  report  quarterly  his 
expenditures  for  these  purposes.  In 
spite  of  these  safeguards,  every  few  years 
some  lobbyists  become  so  bold  and  their 
overreaching  so  bad  that  a  special  in¬ 
quiry  is  required.  A  prime  example  was 
the  creation  in  the  84th  Congress  of  the 
Senate  Special  Committee  To  Investi¬ 
gate  Political  Activities,  Lobbying,  and 
Campaign  Contributions.  Its  report 
states  graphically  the  kinds  of  abuses 
which  occur  and  the  large  sums  of 
money  available  to  be  spent  on  efforts  to 
influence  legislation.  Sugar  quota  bills 
attract  lobbyists  like  flies  and,  like  flies, 
their  activities  are  not  widely  admired. 
The  Senate  Foreign  Relations  Commit¬ 
tee  is  currently  beginning  an  investiga¬ 
tion  of  another  group  of  lobbyists,  an 
inquiry  which  has  grown  in  large  part 
out  of  concern  for  their  lucrative  finan¬ 


cial  arrangements.  Nor  are  problems 
with  lobbyists  confined  to  Washington. 
Their  influence  on  State  legislators  and 
their  sometimes  questionable  methods 
in  State  capitols  is  notorious. 

CYNICAL  PROVISION 

When  projected  against  all  this  ex¬ 
perience,  section  3’s  proposed  financial 
bonanza  for  one  group  of  lobbyists  and 
their  employers  seems  ironic  in  the  ex¬ 
treme,  if  not  downright  cynical. 

There  is  no  challenge  here  to  lobbying 
per  se.  It  is  unquestionably  legitimate. 

A  constitutionally  protected  right  of  our 
citizens,  it  often  supplies  useful  infor¬ 
mation  and  reactions  on  pending  legis¬ 
lation.  However,  it  would  be  foolish  to 
exalt  it  unduly  for  these  reasons.  At 
best,  lobbying  is  a  mixed  blessing  for  it 
is  almost  always  exclusively  concerned 
with  self-interest  rather  than  the  broad 
public  interest.  Fortunately,  section  3 
presents  only  a  narrow  problem,  viz, 
whether  or  not  the  lobbying  done  by  one 
segment  of  our  society — taxpayers  with 
business  income — should  be  entitled  to 
support  from  the  Federal  Treasury. 

A  number  of  arguments  are  made  in 
favor  of  this  measure.  Some  of  them 
have  a  surface  plausibility,  but  on  close 
analysis  none  of  them  holds  water.  The 
issue  is  actually  a  simple  one.  We  begin 
with  a  longstanding  rule  that  all  tax¬ 
payers,  business  and  nonbusiness,  who 
seek  to  influence  the  work  of  legislative 
bodies.  National,  State,  or  local,  pay  their 
own  expenses  in  full  without  assistance 
from  the  Federal  tax  system.  This  neu¬ 
tral  posture  of  the  tax  law  is  a  healthy 
one  and  should  be  defended  and 
strengthened.  Legislation  affects  all  our 
citizens.  It  is  entirely  suitable  that  all 
who  seek  to  influence  that  legislation, 
directly  or  indirectly,  should  be  treated 
alike.  The  expenses  of  all  should  be  on 
the  same  footing  as  far  as  the  Treasury 
of  the  United  States  is  concerned.  The 
only  issue  here  is  whether  or  not  to  de¬ 
part  from  this  principle  of  neutrality 
and  equality.  Plainly,  the  case  for  such 
a  change  has  not  been  and  cannot  be 
proved. 

Mr.  PROXMIRE.  Mr.  President,  will 
the  Senator  yield  for  one  more  observa¬ 
tion? 

Mr.  DOUGLAS.  Certainly. 

Mr.  PROXMIRE.  On  page  23  of  the 
committee  report  the  following  language 
occurs; 

Your  committee’s  amendment  provides,  in 
addition  to  the  categories  specified  in  the 
House  bill,  for  the  deduction  of  expenses 
incurred  by  a  taxpayer  in  carrying  on  a  trade 
or  business  if  the  expenses  are  in  direct 
connection  with  the  communication  of  in¬ 
formation  between  the  taxpayer  and  em¬ 
ployees  or  stockholders  with  respect  to  legis¬ 
lation,  or  proposed  legislation,  of  direct  in¬ 
terest  to  the  taxpayer. 

In  other  words,  the  Finance  Commit¬ 
tee,  in  addition  to  all  other  things,  has 
provided  that  a  corporation  can  lobby 
its  employees  and  stockholders  in  its  in¬ 
terest,  and  therefore  considerably  ag¬ 
gravates  and  increases  the  power  of  a 
special  interest  to  get  the  kind  of  legis¬ 
lation  it  wants  to  achieve. 

Mr.  DOUGLAS.  Yes.  For  example 
we  know  that  the  pressure  against  the 


withholding  feature  of  this  bill  was  car¬ 
ried  out  by  building  and  loan  associa¬ 
tions,  and  if  the  lobbying  provisions  were 
now  law  they  could  have  made  Uncle 
Sam  pay  52  percent  of  the  cost  of  lobby¬ 
ing  against  the  bill — 52  percent  of  the 
cost  which  they  had  in  circularizing  their 
members,  depositors,  copartners,  or  what 
have  you. 

Similarly  in  the  Du  Pont  bill,  which 
the  Senator  from  Tennessee  and  I  op¬ 
posed  at  the  opening  of  this  session,  if 
the  lobbying  provisions  were  in  effect 
the  Du  Pont  Co.  could  get  a  refund  of 
expenses  incurred  in  circularizing  their 
stockholders  and  their  employees,  in 
making  ex  parte  statements  to  them,  and 
in  getting  them,  in  turn,  to  write  to  the 
legislators. 

There  are  tremendous  possibilities  of 
evil  and  excessive  pressure  which  these 
two  measures  open  up ;  namely,  the 
House  amendment  permitting  the  under¬ 
writing  of  direct  lobbying,  not  only  by 
officers,  but  also  of  others,  of  legisla¬ 
tive  bodies;  and  the  Senate  Finance 
Committee  amendment  permitting  circu¬ 
larization  of  stockholders  and  members 
and  depositors,  and  the  like. 

Mr.  GORE.  Mr.  President,  will  the 
Senator  yield? 

Mr.  DOUGLAS.  Yes,  -I  am  glad  to 
yield. 

Mr.  GORE.  Does  not  it  go  much  fur¬ 
ther,  in  fact,  than  the  Senator  has  de¬ 
scribed?  Does  not  it  include  research 
and  travel  expense  items  and  contacts — 
whatever  that  means — not  only  of  con¬ 
gressional  committees  and  Members  of 
Congress,  but  also  of  State  legislatures, 
municipal  councils,  and  county  govern¬ 
ments;  indeed,  does  not  this  provide  for 
a  tax  deduction  of  nationwide  lobby¬ 
ing  organizations  on  a  permanent  basis, 
from  the  local  level  to  the  national  level? 

Mr.  DOUGLAS.  The  Senator  is  cor¬ 
rect.  Not  only  does  it  help  finance  lob¬ 
bying  and  circularization,  but,  also  as  he 
says,  the  staff  work  which  lies  behind  it, 
such  as  research  and  legal  services  and 
public  relations  works. 

Mr.  GORE.  And  retainer  fees. 

Mr.  DOUGLAS.  Yes. 

Mr.  GORE.  Public  relations  fees. 

Mr.  DOUGLAS.  Yes. 

Mr.  GORE.  Lawyers’  fees,  account¬ 
ants’  fees,  statisticians’  fees. 

Mr.  DOUGLAS.  And  fees  of  Wash¬ 
ington  representatives. 

Mr.  GORE.  Oh,  yes. 

Mr.  DOUGLAS.  And  of  representa¬ 
tives  in  Springfield  and  Madison  and  Al¬ 
bany  and  Nashville.  Also  the  context 
with  which  all  of  this  takes  place. 

Mr.  GORE.  With  which  they  suc¬ 
ceeding  in  the  Du  Pont  bill  and  in  the 
withholding  provision  of  the  pending  bill 
in  thoroughly  misleading  the  American 
people. 

Mr.  DOUGLAS.  That  is  correct. 

Mr.  GORE.  Will  the  Senator  yield 
for  one  further  question? 

Mr.  DOUGLAS.  Yes;  gladly. 

Mr.  GORE.  Is  it  the  Senator’s  pur¬ 
pose,  first,  to  oppose  the  adoption  of  the 
amendment  approved  by  the  Senate 
Committee  on  Finance,  which  makes  it 
worse - 
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Mr.  DOUGLAS.  I  hope  that  if  the 
leadership  is  not  able  to  get  it  through 
and  if  we  defeat  it,  we  will  then  move  to 
strike  out  the  House  provision. 

EXPENSE  ACCOUNT  PROVISIONS 

The  second  way  in  which  this  bill  was 
gutted  was  in  the  matters  dealing  with 
expense  accounts  and  entertainment. 

THE  PROBLEM 


That  is  one  of  the  grossest  abuses  in 
American  business — the  yachts,  the 
hunting  lodges,  the  dinners  at  the  21 
Club,  the  $65  tickets  to  “My  Pair  Lady,’’ 
the  champagne  suppers,  the  elaborate 
gifts  for  which  Uncle  Sam  is  the  un¬ 
seen  host,  picking  up  to  52  percent  of  the 
check,  but  never  getting  any  credit  for 
being  the  host. 

President  Kennedy  described  this  tax 
giveaway  of  the  deductible  expense  ac¬ 
count  as  a  matter  of  national  concern. 
He  proposed  a  very  liberal  limitation. 
He  proposed,  for  instance,  that  one  could 
take  people  out  to  lunch  provided  one 
did  not  pay  more  than  $5  or  $7  for  the 
lunch.  He  would  have  allowed  $10  for  a 
dinner,  which  would  seem  to  be  enough 
for  anyone  except  Diamond  Jim  Brady. 
He  proposed  that  when  individuals 
traveled  they  get  twice  the  allowance 
that  a  government  civil  servant  is  al¬ 
lowed,  which  is  now  $15  a  day;  he  would 
allow  them  $30.  On  the  whole  it  was 
a  very  liberal  proposal. 

The  House  took  out  this  restriction 
and  wrote  in  some  language  which,  so 
far  as  the  bill  is  concerned,  is  rather 
elliptical,  but  which  is  defined  in  the 
report,  which  is  said  to  have  the  binding 
force  of  legislation. 

Mr.  GORE.  Mr.  President,  will  the 
Senator  yield? 

Mr.  DOUGLAS.  1  yield. 

Mr.  GORE.  With  respect  to  the  Presi¬ 
dent’s  recommendation  of  a  limit  of  $30 
per  day  for  expenses  while  in  traveling 
status,  perhaps  the  Senator  would  be  in¬ 
terested  to  know  that  the  junior  Senator 
from  Tennessee  last  week  accepted  an 
assignment  to  be  one  of  the  U.S.  dele¬ 
gates  to  the  United  Nations  General 
Assembly,  which  begins  about  the  18th 
of  September  and  runs  until  some  time 
near  Christmas.  Upon  accepting  the 
assignment  the  junior  Senator  from 
Tennessee,  being  a  prudent  man,  rea¬ 
sonably,  inquired  what  provision  existed 
for  the  defrayment  of  expenses.  The 
junior  Senator  from  Tennessee  was  ad¬ 
vised  that  he  would  be  provided  with  a 
hotel  room  and  $9  per  diem. 

Mr.  DOUGLAS.  And  that  was  to  pay 
for  three  meals  plus  taxi  fares,  plus  tips. 
Is  that  correct? 

Mr.  GORE.  Whatever  else  went 
along. 


Mr.  DOUGLAS.  The  Senator  from 
Tennessee  is  a  frugal  man;  there  would 
not  be  very  much  else  that  would  go 
along. 

Mr.  GORE.  Not  on  $9. 

Mr.  DOUGLAS.  But  the  President  is 
willing  to  let  the  business  groups  have 
$30  a  day.  The  House,  after  careful 
should  not  say  “care- 
but  rattier  after  long  considera- 


thmi£rndf°Jited  \  Provision  which,  al¬ 
though  falling  short  of  the  President’. 


permit  deduction  for  entertainment  more 
closely  related  to  the  conduct  of  busi¬ 
ness  but  would  cut  out  deductions  for 
many  of  the  highly  personal  expendi¬ 
tures  permitted  under  present  law  when 
the  taxpayer  can  make  a  showing  of 
some  connection  between  the  entertain¬ 
ment  and  the  taxpayer’s  trade  or  busi¬ 
ness. 

The  allowance  of  deductions  for  such 
essentially  personal  entertainment  has 
brought  the  integrity  of  the  entire  reve¬ 
nue  system  into  disrepute.  The  expense 
account  deduction  has  been  a  breeding 
ground  for  fraud  and  misrepresentation. 
It  has  encouraged  disrespect  for  honest 
self-compliance  with  the  tax  laws  among 
those  not  in  a  position  to  claim  such 
deductions,  but  who  have  watched 
other  satisfy  their  personal  amusement 
tastes  at  the  taxpayers’  expense. 

What  has  the  Committee  on  Finance 
done  with  the  House  bill?  It  has  simply 
pulled  the  teeth  from  the  proposal,  leav¬ 
ing  it  merely  with  a  dangling  tongue — a 
tongue  which  is  certain  to  confuse  tax¬ 
payer  and  Government  official  alike  as 
to  what  it  is  trying  to  say.  Certainly 
the  vague  and  almost  meaningless  stand¬ 
ard  adopted  by  the  committee  will  do 
very  little,  if  anything,  to  change  the 
style  of  operation  of  those  who  have  been 
living  high  on  their  expense  accounts  at 
the  cost  of  their  fellow  citizens. 

Mr.  GORE.  Mr.  President,  will  the 
Senator  from  Illinois  yield? 

Mr.  DOUGLAS.  I  yield. 

Mr.  GORE.  If  the  Senator  will  refer 
to  the  bill,  I  shall  call  his  attention  to 
the  first  amendment  which,  under  the 
rules  of  the  Senate,  will  be  considered, 
the  item  involving  expense  account 
abuses.  The  amendment  appears  on 
page  41.  Three  seemingly  innocent  little 
words  have  been  added  on  page  41,  and 
the  same  three  seemingly  innocent  little 
wt>rds  have  been  added  twice  on  page  42. 
Does  the  Senator  find  the  Senate  amend¬ 
ment? 

Mr.  DOUGLAS.  I  do. 

Mr.  GORE.  The  Senator  will  notice 
the  words  which  the  Committee  on  Fi¬ 
nance  approved  as  an  amendment: 
or  associated  with. 

That  amendment  appears  on  line  18, 
page  41. 

Mr.  DOUGLAS.  Yes.  The  expense 
must  not  only  be  “directly  related  to  the 
active  conduct  of  the  taxpayer’s  trade  or 
business,”  as  provided  in  the  House  lan¬ 
guage,  but  also  may  be  only  “associated 
with”  the  conduct  of  the  business. 

Mr.  GORE.  Mr.  President,  will  the 
Senator  further  yield? 

Mr.  DOUGLAS.  I  yield. 

Mr.  GORE.  Will  not  Senators  who 
wish  to  understand  the  legal  meaning  of 
the  words  “or  associated  with”  find  it 
necessary  to  turn  to  the  majority  report? 

Mr.  DOUGLAS.  Absolutely.  What  do 
we  find  there? 

Mr.  GORE.  I  was  about  to  ask  the 
Senator  from  Illinois. 

FORMULA  FOR  CONFUSION 

Mr.  DOUGLAS.  We  find  a  formula  for 
confusion.  To  the  degree  that  it  is  re¬ 
strictive,  it  outlaws  things  that  are  al¬ 
ready  outlawed,  but  does  not  outlaw  any¬ 
thing  that  is  not  now  outlawed.  In  my 
judgment,  you  can  still  have  expensive 


dinners  at  the  21  Club  or  Antoine’s;  for 
which  the  taxpayers  will  pay  52  percent; 
you  can  still  have  the  $45  dinner  and  the 
$20  lunch;  you  can  still  have  football 
tickets  for  the  Rose  Bowl  or  the  other 
bowls;  you  can  have  prize  fight  tickets; 
you  can  have  tickets  to  the  Kentucky 
Derby  and  other  races.  And  Uncle  Sam 
will  help  foot  the  bill. 

Mr.  GORE.  The  Senator  does  not 
mean  me,  does  he? 

Mr.  DOUGLAS.  No,  no,  no;  I  refer 
to  those  who  go  in  on  the  expense  ac¬ 
counts.  I  used  the  word  “you”  in  a 
plural  sense.  It  was  not  the  equivalent 
of  the  German  “sie”  or  the  French 
“vous.” 

Mr.  GORE.  Is  it  not,  in  fact,  very  dif¬ 
ficult  to  find  any  item  of  personal  ex¬ 
pense  disallowed  by  the  amendment 
which  is  deductible  under  present  law? 

Mr.  DOUGLAS.  Personal  expense. 
That’s  correct. 

Mr.  GORE.  Personal  expense  de¬ 
ductible  under  the  present  law,  which 
would  not  be  deductible  under  the  terms 
of  the  majority  report  as  it  interprets 
the  words  “or  associated  with”? 

Mr.  DOUGLAS.  I  think  it  outlaws 
what  is  already  outlawed.  It  takes  a 
highly  virtuous  stand  against  call  girls. 
I  do  not  kr.jw  whether  they  are  out¬ 
lawed,  but  deductions  for  their  employ¬ 
ment  are  outlawed.  That  is  specific.  I 
am  not  certain  that  that  practice  has  al¬ 
ways  been  followed  in  the  past;  but  I 
wish  to  pay  a  compliment  to  the  Senator 
from  Oklahoma  and  the  majority  report 
for  this  highly  virtuous  affirmation. 

Mr.  GORE.  Expenses  for  call  girls,  if 
any  businessmen  have  indulged  in  such 
on  expense  accounts,  are  not  deductible 
under  present  law,  though. 

Mr.  DOUGLAS.  No;  they  certainly 
are  not.  It  is  possible  that  at  times  they 
have  been  covered  up  in  general  expense 
items. 

Mr.  GORE.  Why  was  this  straw - 
woman  set  up  in  the  majority  report? 

Mr.  DOUGLAS  To  give  a  similitude 
of  virtue  which  did  not  exist. 

Mr.  GORE.  If  the  Senate  wishes  to 
come  to  grips  with  this  problem,  when 
the  committee  amendment  is  called  up 
to  add  the  words  “or  associated  with,” 
on  page  41,  the  Senate  will  want  to  vote 
against  the  adoption  of  those  words. 

Mr.  DOUGLAS.  That  is  correct.  I 
hope  the  Senator  from  Tennessee  will 
blast  that  amendment  from  Cape  Hat- 
teras  to  Lubeck,  Maine. 

TAX  DEDUCTIONS  FOR  PERSONAL  EXPENSES 

The  basic  problem  is  whether  this 
country  can  continue  to  afford  to  permit 
a  small  group  of  taxpayers  to  take  tax 
deductions  for  highly  personal  items  such 
as  nightclub  hopping,  fancy  yachts,  and 
swanky  country  clubs  while  the  great 
majority  of  their  fellow  taxpayers  cannot 
take  such  deductions.  From  a  practical 
point  of  view  the  concern  of  the  Nation  is 
not  only  the  basic  unfairness  of  this 
situation — in  itself  a  vital  considera¬ 
tion — but  it  is  also  the  effect  that  this 
legally  created  unfairness  has  upon  those 
who  are  discriminated  against.  It  makes 
them  resentful  of  the  law  which  permits 
such  a  situation  to  exist  and  encourages 
them  toward  laxness  in  discharging  their 
full  tax  obligations. 
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It  is  quite  natural  for  a  customer’s 
wife  to  feel,  “Why  should  I  help  keep  that 
fellow  on  the  gravy  train — paying  for  his 
fancy  yacht  and  swanky  country  club? 

An  expansion  of  this  type  of  thinking 
could  eventually  destroy  our  tax  system, 
the  keystone  of  which  is  its  voluntary 
character.  We  rely  on  each  taxpayer 
to  be  his  own  tax  assessor.  The  essential 
honesty  of  our  citizens  and,  most  im¬ 
portant  in  this  context,  their  respect  for 
our  tax  laws,  has  enabled  this  system  of 
voluntary  self-assessment  to  function 
most  effectively.  However,  like  all  good 
things,  the  system  must  be  nurtured  and 

protected.  ,  _ 

Expense  account  abuses  have  become  a 
real  threat  to  the  continued  effectiveness 
of  our  self-assessing  system.  Much 
taxpayer  distaste  has  already  been  voiced 
against  this  unwarranted  privilege.  The 
danger  signals  are  loud  and  clear.  In 
his  testimony  before  the  House  Ways  and 
Means  Committee  and  the  Senate  Fi¬ 
nance  Committee,  the  Secretary  of  the 
Treasury  documented  the  situation  in 
great  detail  with  numerous  case  studies 
and  many  samples  of  editorial  comment 
from  all  over  the  country. 

Mr.  President,  I  ask  unanimous  con¬ 
sent  to  have  printed  at  the  conclusion 
of  my  statement  the  Secretary’s  exhibit 
which  includes  a  list  of  some  of  the  de¬ 
ductions  claimed  and  largely  received  for 
entertainment  and  related  expenses. 

The  PRESIDING  OFFICER.  Without 
objection,  it  is  so  ordered. 

(See  exhibit  5.)  , ,  ^  ,  . 

Mr.  DOUGLAS.  Mr.  President,  let  us 

examine  a  few  of  these. 

A  corporation  engaged  in  manufactur¬ 
ing  was  allowed  to  deduct  $991,665  in 
1959  for  yachts,  club  dues,  shipboard 
conventions,  hunting  and  fishing  trips, 
and  parties. 

A  taxpayer  engaged  in  the  insurance 
business  was  allowed  to  deduct  $97,500 
for  meals,  lodging,  transportation,  enter¬ 
tainment,  tickets,  books,  gifts,  et  cetera. 
The  amount  covered  entertainment  at 
vacation  resorts,  $6,000  for  an  apart¬ 
ment,  and  over  $30,000  for  food,  bever¬ 
age,  and  other  entertainment. 

A  manufacturer  was  allowed  to  deduct 
over  $34,000  spent  on  liquor,  football 
tickets,  parties,  and  a  speedboat.  The 
expenses  for  liquor  totaled  $13,750. 

A  family-held  ship  repair  corporation 
was  allowed  to  deduct  $23,758  for  a 
Christmas  dinner  and  party.  Uncle  Sam 
paid  half  the  cost  of  that  Christmas 
party. 

An  enterprising  banker  effectively 
combined  sentiment  with  business  when 
he  deducted,  as  present  law  permitted,  a 
substantial  part  of  the  cost  of  his  debu¬ 
tante  daughter’s  coming-out  party  on  the 
ground  that  some  of  the  guests  had  busi¬ 
ness  connections  with  him. 

In  another  case,  the  taxpayer  was  al¬ 
lowed  $115,000  for  entertainment  and 
gifts.  His  expenses  included  $7 ,500  spent 
at  a  resort  hotel;  $5,400  for  food,  liquor, 
and  cigars  for  his  office  and  farm;  and 
$8,700  in  cash  to  officers  of  his  closely 
held  corporation  for  entertainment. 

A  beverage  manufacturer  claimed  and 
was  allowed  $10,903  for  entertaining  cus¬ 
tomers  at  the  Kentucky  Derby. 


Huge  sums  are  allowed  to  business  tax¬ 
payers  in  connection  with  maintenance 
and  operation  of  yachts  and  other  fancy 
boats.  One  manufacturer  was  allowed 
to  deduct  $253,000  for  the  expense  of  his 
yacht.  Another  was  permitted  to  deduct 
$112,00(5  for  such  expenses — as  well  as 
an  additional  amount  of  $362,000  for  a 
ranch-hunting  lodge,  nightclub,  and 
other  similar  expenses.  A  company  in 
the  business  of  selling  fuel  was  allowed 
$93,000  as  deductions  for  a  yacht,  a  fuel 
products  company  was  allowed  $23,000 
and  an  auto  dealer  was  allowed  yacht  ex¬ 
penses  of  $22,000. 

A  cake  and  cookie  bakery  was  allowed 
$66,000  for  a  .yacht  on  which  to  enter¬ 
tain  supermarket  and  chainstore  buyers 
and  branch  managers.  Despite  its 
rather  sad  undercurrents,  both  from  the 
viewpoint  of  the  tax  system  as  well  as 
otherwise,  one  of  the  most  interesting 
cases  is  that  in  which  a  mortuary  busi¬ 
ness — vulgarly  known  as  an  undertaking 
establishment — was  allowed  $26,495  for 
yacht  expenses  in  entertaining  visiting 
morticians,  clergymen,  and  for  meet¬ 
ings  of  employees.  In  other  words,  the 
persons  running  the  mortuary  business 
were  in  the  business  of  shipping  bodies; 
and  they  wanted  to  maintain  friendly 
relationships  with  the  recipients  of  the 
bodies,  and  also  wished  to  maintain 
friendly  relationships  with  the  clergy¬ 
men,  so  they  could  get  business  from 
them,  and  also  with  the  other  prospec¬ 
tive  customers  of  their  mortuary  busi¬ 
ness.  One  can  imagine  the  ghoulish 
feeling  when  a  prospective  customer  was 
invited  on  board  the  mortician’s  yacht. 
The  expense  in  that  connection  was  a 
perfectly  legitimate  business-deductible 
expense,  according  to  our  tax  laws  and 
allowed  by  the  tax  laws,  so  the  mor¬ 
tician  could  build  up  good  will,  so  that 
those  he  entertained  would  in  gratitude 
let  that  mortician  bury  them. 


OTHER  CASES 


These  cases  could  be  multiplied  by  the 
thousands.  Similar  large  expenditures 
are  constantly  being  made  on  hunting 
and  fishing  lodges,  on  elaborate  beach 
resort  homes,  on  exotic  island  retreats, 
on  extended  hunting  trips,  including 
plush  safaris  to  far  off  Africa  and  India. 
The  first  case  cited  was  that  of  a  dairy¬ 
man  who  took  his  family  with  him  so  on 
elaborate  safari  to  Africa,  where  he  had 
movies  taken  of  the  trip.  Thereafter, 
the  entire  expense  of  the  safari  was  al¬ 
lowed  to  be  charged  or  deducted  as  a 
business  expense,  on  the  theory  that  the 
showing  of  the  movies  he  took  on  the 
trip  would  enable  him  to  sell  more  milk. 

Indeed,  just  about  every  kind  of  hu¬ 
man  activity  in  the  nature  of  fun  and 
frolic  is  being  well  subsidized  on  behaii 
of  a  privileged  few  by  the  average  tax¬ 
payer  who  does  not  happen  to  be  en¬ 
gaged  in  a  trade  or  business  so  as  to  en¬ 
able  him  to  join  in  this  Government- 
supported  high  life.  Is  it  any  wonder, 
then,  that  such  strong  taxpayer  resent¬ 
ment  has  developed  against  the  expense 
account  privilege.  Clarence  Randall, 
former  chairman  of  the  board  of  one  of 
America’s  largest  steel  compames,  the 
Inland  Steel  Co.,  has  vividly  expressed 
this  taxpayer  resentment.  Let  me  say 


that  I  suppose  he  is  one  of  the  most  con¬ 
servative  men  in  America.  He  was 
chosen  by  the  steel  industry  to  oppose 
the  action  taken  by  President  Truman 
against  that  industry;  and  I  am  sure 
that  all  of  us  remember  the  vitriolic  de- 
nunication  Mr.  Randall  applied  to  Presi¬ 
dent  Truman.  I  think  it  can  certainly 
be  said  that  Mr.  Randall  is  a  dues-pay- 
ing,  card-carrying,  conservative  Repub¬ 
lican.  But  what  does  he  say?  I  think 
his  article  appeared  in  the  Atlantic 
Monthly;  and  in  it  he  is  quoted  as  say¬ 
ing; 

Gone  are  the  days  when  a  salesman  oc¬ 
casionally  wined  and  dined  his  favorite  cus¬ 
tomer,  or  perhaps  gave  a  small  theater  party. 
Nowaday,  when  the  deal  gets  big  enough,  the 
company  yacht  weighs  anchor  and  moves 
into  position,  the  company  plane  takes  off 
for  a  duckblind  in  Arkansas,  or  the  best 
hotel  in  Miami  throws  open  its  door  to  ex¬ 
pectant  dealers  for  a  week  of  continuous 
circus 

The  distaff  side  is  cut  in,  too,  on  both  sides 
of  the  deal.  How  the  ladles  love  it.  With 
Jet  travel  what  it  is,  those  who  were  getting 
a  little  tired  of  White  Sulphur  may  now 
hope  to  look  in  on  Capri  or  the  Riviera. 

The  unseen  partner  in  all  this  largesse,  of 
course,  the  man  who  rides  the  afterdeck  of 
the  company  yacht,  copilots  the  duck 
hunter’s  plane,  sits  by  while  the  caviar  is 
spooned  out  and  the  crepes  suzettes  are 
sizzling,  the  man  who  splits  the  check  at 
the  nightspot  and  hands  the  big  bill  to  the 
headwaiter,  is  none  other  than  Uncle  Sam. 

But  who  are  the  silent  underwriters  of  this 
frenetic  spending?  You  and  I,  the  general 
taxpayers.  It  is  we  who  make  up  to  the 
U.S.  Treasury  the  revenue  lost  through  ex¬ 
pense-account  deductions. 

Mr.  President,  an  important  point  to 
be  derived  from  the  foregoing  is  that  all 
of  the  expenditures  described  were  de¬ 
ductible  under  the  broad  standard  of 
present  law  which  permits  the  deduction 
of  “all  the  ordinary  and  necessary  busi¬ 
ness  expenses”  of  the  taxpayer.  The 
fact  that  there  is  a  business  relation¬ 
ship,  actual  or  even  only  hoped  for,  be¬ 
tween  the  parties  does  not  prevent  them 
from  enjoying  the  fancy  resort  living, 
the  cruise  on  the  expensive  yacht,  or  the 
fancy  nightftlub.  The  law  does  not  deny 
to  clergymen  and  those  who  will  shortly 
shuffle  off  this  mortal  coil  the  pleasure 
of  being  entertained  on  board  the  un¬ 
dertaker’s  yacht  at  Fort  Lauderdale. 

ROUND  ROBIN  RECIPROCITY 

Mr.  President,  suppose  company  A 
sells  its  product  to  company  B.  If  a 
sales  executive  of  company  A  invites  his 
close  friend,  an  executive  of  company 
B  to  join  him  for  a  cruise  on  his  yacht, 
who  can  say  that  the  executive  of  A  did 
not  intend  to  promote  the  business  rela¬ 
tionship  between  the  two  companies^ 
The  fact  is  that  in  the  usual  case  the 
businessman’s  friends  are  his  business 
customers  or  prospects.  Under  the  test 
of  present  law,  so  long  as  this  business 
connection  exists  between  entertainer 
and  entertained,  the  parties  can  enjoy 
tax  deductible  vacations  in  Bermuda, 
cruises  on  yachts,  and  evenings  in  lux- 
ury  nightclubs  on  a  tax  deductible  basis. 
This  can  be  done  on  a  reciprocal  ar¬ 
rangement  of  “you  entertain  me  and  I  1 
entertain  you,”  with  the  Treasury  pay¬ 
ing  half  the  bill  for  each.  In  fact,  the 
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Treasury  discovered  that  one  club  to 
which  businessmen  belonged  required,  as 
a  qualification  of  membership,  that  each 
member  give  a  party,  once  a  year,  to  all 
the  others,  with  the  result  that  A  would 
give  a  party  for  B,  C,  D,  E,  F,  G,  H,  I, 
J,  K,  L,  M,  N — and  all  the  way  down  to 
Z;  and  then  B  would  take  up  the  party¬ 
giving  burden  and  would  similarly  en¬ 
tertain  all  the  other  members  of  the 
club;  and  subsequently  C  and  D  and  all 
the  others  would  do  likewise;  and  eventu¬ 
ally  all  of  them  would  receive  tax  deduc¬ 
tions.  In  short,  they  would  have  a  con¬ 
tinuous  round  of  hilarious  high  living, 
with  Uncle  Sam,  the  unseen  host,  pick¬ 
ing  up  half  the  checks. 

Business  does  not  have  to  be  discussed 
nor  need  the  entertainment  follow  or 
precede  business  discussion.  The  tax¬ 
payer  need  not  even  be  present  at  the 
entertainment.  Because  of  absence  of 
restrictions,  taxpayers  are  encouraged 
to  ask,  Why  should  not  I  deduct  my  per¬ 
sonal  pleasures  and  entertainment,  if 
everyone  else  can?  Because  of  this,  the 
expense  account  problem  has  grown  to 
its  present  unmanageable  proportions. 

HOUSE  SOLUTION  TO  THE  PROBLEM 

The  test  adopted  by  the  House  of  Rep¬ 
resentatives  is  that  the  expense  of  an 
entertainment  activity  will  not  be  de¬ 
ductible  unless  “directly  related  to  the 
active  conduct  of  the  taxpayer’s  trade 
or  business.”  Where  an  expense  con¬ 
nected  with  a  facility  such  as  a  yacht 
or  a  hunting  lodge  is  involved,  the  tax¬ 
payer  must  also  show  that  the  facility 
“was  used  primarily  for  the  furtherance 
of  the  taxpayer’s  trade  or  business.”  On 
its  face,  this  standard  seems  almost  as 
broad  as  present  law  and  would  appear 
to  present  many  of  the  same  problems. 

However,  in  its  report  the  House  Ways 
and  Means  Committee  has  explained  its 
test  in  a  way  which  provides  a  number 
of  tangible,  practical,  and  meaningful 
guidelines;  The  report  states  that  under 
its  test  the  taxpayer — 

WUl  have  to  show  more  than  a  general 
expectation  of  deriving  some  income  at  some 
indefinite  future  time  from  the  making  of 
the  entertainment-type  expenditure;  how¬ 
ever,  he  will  not  be  required  to  show  that 
income  actualy  resulted  from  each  and 
every  expenditure  for  which  a  deduction  is 
claimed. 


If  the  expenditure  is  for  entertainment 
which  occurs  under  circumstances  where 
there  is  little  or  no  possibility  of  conduct¬ 
ing  business  affairs  or  carrying  on  negotia¬ 
tions  or  discussions  relating  thereto,  the  ex¬ 
penditure  will  generally  be  considered  not  to 
have  been  directly  related  to  the  active 
conduct  of  business.  Thus,  the  absence  of 
the  taxpayer  or  his  representative  from  the 
entertainment  activity  ordinarily  indicates 
that  the  entertainment  was  not  directly  re¬ 
lated  to  the  conduct  of  the  taxpayer’s  trade 
or  business.  Similarly,  if  the  group  of  per¬ 
sons  entertained  is  large  or  the  distractions 
substantial,  the  cost  of  the  entertainment 
will  not  be  deductible,  in  the  absence  of  a 
clear  showing  of  a  direct  relationship  to  the 
active  conduct  of  the  trade  or  business. 


.  This  clear  statement  of  legislal 
couPled  with  the  statutory  1; 
Ibv  t  ?r?vldes  a  workable  and  reas< 
conn*  «  w*  fc0  the  difficult  expense 
count  problem  and  should  go  a  long  \ 

above  HdUCing  the  ab^ses  °utli 
above.  However,  critics  of  the  Ho 


proposal  attacked  this  crucial  committee 
report  statement  on  the  ground  that  it 
had  no  support  in  the  statute. 

In  view  of  the  broad  language  of  the 
statute,  requiring  explanatory  imple¬ 
mentation  to  make  it  useful,  this  con¬ 
tention  is  baseless.  The  true  reason  for 
the  complaint  is  the  fact  that  the  statute 
as  interpreted  by  the  Ways  and  Means 
Committee  report  has  some  real  teeth 
in  it. 

Even  so,  we  are  not  asking  that  the 
business  community  adopt  Spartan 
standards.  The  House  bill,  which  we 
hope  will  be  restored,  recognized  the 
general  custom  of  business  entertaining 
at  meals  in  restaurants.  .It  specifically 
permits  the  deduction  of  entertainment 
presently  allowable  through  furnishing 
food  and  drink  in  restaurants  and  hotels 
in  an  atmosphere  conductive  to  business 
discussion.  No  business  need  be  dis¬ 
cussed.  It  thus  leaves  undisturbed  the 
most  significant  portion  of  goodwill  en¬ 
tertainment  conducted  in  this  country. 
It  strikes  only  at  the  high,  wide,  and 
fancy  living  and  indulgence  in  personal 
pleasures  which  all  taxpayers  ought  to 
pay  for  themselves  without  Government 
subsidy. 

FINANCE  COMMITTEE  SOLUTION - FORMULA 

FOR  DECEPTION 

The  only  change  in  the  pertinent 
House  statutory  language  made  by  the 
Finance  Committee  is,  as  has  been  stated 
by  the  Senator  from  Tennessee,  the  ad¬ 
dition  of  the  words  “or  associated  with.” 
Thus,  a  taxpayer  can  deduct  an  enter¬ 
tainment  expenditure  which  is  only  “as¬ 
sociated”  with  the  active  conduct  of  his 
trade  or  business,  as  well  as  one  which  is 
directly  related  thereto.  Since  this  stat¬ 
utory  language  is  quite  similar  to  that 
of  the  House  bill — equally  broad,  in  any 
event — one  would  reasonably  expect 
again  to  find  a  helpful  explanation  as  to 
what  the  committee  intended  to  accom¬ 
plish  by  its  additional  phrase  “or  asso¬ 
ciated  with.” 

Unfortunately,  such  is  not  the  case. 
Unlike  the  clear,  concise,  and  workable 
guidelines  set  forth  in  the  House  report 
the  Finance  Committee  report  is  a  mass 
of  vague,  disconnected  statements  and 
examples  which  are  destined  to  spawn 
controversies  so  numerous  and  intense 
as  to  make  the  highly  unsatisfactory  ex¬ 
pense  account  picture  of  today  seem 
most  pleasant.  In  addition,  the  Senate 
report  attempts  to  paint  a  picture  of 
virtue  and  righteousness,  but  even  a 
casual  glance  beneath  the  surface  reveals 
that  the  virtuous  exterior  is  more  illu¬ 
sion  than  reality.  For  example,  the  re¬ 
port  states: 

Nothing  in  your  committee’s  bill  is  to  be 
construed  as  allowing  a  deduction  for  any 
expense  which  is  against  public  policy  or 
which  violates  the  public  conscience.  De¬ 
ducting  an  expense  incurred  for  such  pur¬ 
pose  under  the  guise  of  generating  “business 
goodwill”  will  not  be  condoned  and  under 
your  committee’s  amendment  is  not  deduct¬ 
ible.  Thus,  the  cost  of  liquor  purchased  for 
the  entertainment  of  customers  and  the  pro¬ 
motion  of  goodwill  (which  under  existing 
law  has  been  held  deductible)  will  be  dis¬ 
allowed  if  the  serving  of  liquor  violates  the 
public  morals  of  the  community  as  expressed 
in  local  law — ■ 

Very  few  local  laws  forbid  the  con¬ 
sumption  of  liquor.  I  think  there  are 


only  two  States  in  the  Union  where  the 
sale  of  liquor  is  forbidden,  but  I  am  not 
sure  that  its  consumption  is  forbidden  in 
any  State. 

Another  example  of  expenses  for  immoral 
purposes  which  have  been  claimed  on  tax  re¬ 
turns  under  existing  law  involves  expendi¬ 
tures  to  provide  "call  girls”  for  the  purpose 
of  entertaining  clients.  Under  your  com¬ 
mittee’s  amendment  no  deduction  whatso¬ 
ever  is  to  be  allowed  for  expenditures  of  this 
nature.  In  no  legitimate  sense  are  they  “di¬ 
rectly  related  tp  or  associated  with  the  active 
conduct”  of  a  trade  or  business. 

COMMITTEE  ACTION  NO  MORAL  BROOM 

The  foregoing  suggests  that  the  com¬ 
mittee’s  action  will  serve  as  a  moral 
broom  to  disallow  expenditures  where 
liquor  is  illegal  under  local  law,  and 
where  “call  girls”  are  utilized  as  “busi¬ 
ness”  entertainment.  However,  expend¬ 
itures  such  as  these,  which  violate 
clearly  defined  lines  of  public  policy,  are 
not  deductible  under  present  law.  See 
Smith,  33  T.C.  861  (1960) ;  R.  E.  L.  Fin¬ 
ley,  27  T.C.  406  (1956) ;  U.S.  v.  Winters, 
261  F.  2d  675  (1958).  What  then  will 
be  accomplished  under  the  committee’s 
language?  Is  it  not  clear  that  this  is 
simply  a  smokescreen  thrown  up  to  sug¬ 
gest  that  abuses  are  being  remedied 
whereas  in  actuality  little,  if  anything,  is 
being  accomplished  beyond  present  law? 

The  Finance  Committee  report  stresses 
the  desirability  and  wholesomeness  of 
“goodwill”  entertainment.  It  states: 

Goodwill  has  long  been  recognized  as  a 
legitimate  objective  of  business  entertain¬ 
ing  and  where  the  purpose  of  the  expense 
and  its  clear  relation  to  a  business  is  firmly 
established,  the  expense  ordinarily  will  con¬ 
tinue  to  be  deductible. 

The  report  further  states: 

To  eliminate  the  harshness  resulting 
from  the  House  report,  amendment  of  the 
language  of  the  House  bill  is  necessary.  *  *  * 
This  new  language  will  permit  deduction  of 
expenses  for  entertainment,  amusement,  or 
recreation  incurred  for  the  creation  or  main¬ 
tenance  of  business  goodwUl  without  regard 
to  whether  a  particular  exception  applies. 
However,  this  new  language  will  apply  only 
if  the  taxpayer  demonstrates  a  clear  busi¬ 
ness  purpose  and  shows  a  reasonable  ex¬ 
pectation  of  deriving  some  income  or  other 
benefit  to  his  business  as  a  result  of  the  ex¬ 
penditure.  If  he  meets  this  test,  the  ex¬ 
penditure  will  be  considered  to  be  associated 
with  the  active  conduct  of  his  trade  or  busi¬ 
ness;  otherwise,  the  expense  will  be  dis¬ 
allowed  under  your  committee’s  amendment. 

GOOD  WILL  ALLOWED 

A  close  analysis  of  these  statements 
makes  it  eminently  clear  that  expendi¬ 
tures  for  goodwill  have  been  given  pre¬ 
ferred  status.  In  these  references  to 
“good  will,”  the  committee  has  presented 
our  sophisticated  expense  account  so¬ 
ciety  with  a  blueprint  for  continued  high 
living  at  Government  expense.  These 
statements  are  a  readymade  formula  for 
deception  which  will  leave  the  Internal 
Revenue  Service  with  an  impossible  en¬ 
forcement  task,  for,  in  effect,  almost  all 
entertainment  expenditures,  both  for  the 
creation  and  maintenance  of  business 
goodwill  are  declared  to  be  henceforth 
deductible.  In  stating  that  the  taxpayer 
must  demonstrate  a  clear  business  pur¬ 
pose  and  show  a  reasonable  expectation 
of  deriving  some  income  or  other  benefit 
to  his  business  from  the  making  of  the 
entertainment  expenditure,  the  commit- 
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tee  report  has  added  nothing  to  the  re¬ 
quirements  of  present  law.  The  tax¬ 
payer  must  meet  precisely  the  same  test 
today,  but,  as  hundreds  of  cases  illus¬ 
trate,  such  vague  and  generalized  re¬ 
quirements  present  are  so  easy  to  meet 
as  to  be  practically  meaningless. 

Furthermore,  although  the  committee 
report  makes  numerous  references  to 
goodwill,  it  gives  no  indication  as  to  what 
is  encompassed  by  this  term.  Nowhere 
is  good  will  defined.  How  does  a  busi¬ 
nessman  go  about  creating  good  will — 
whatever  good  will  is?  It  seems  clear 
that  the  sky  is  the  limit.  If  a  business¬ 
man — in  his  judgment — thinks  a  big 
yacht  may  be  helpful  in  developing 
some  customers,  does  not  this  commit¬ 
tee  report  language  put  the  official  con¬ 
gressional  stamp  of  approval  on  his  de¬ 
duction  of  these  substantial  costs  of 
maintaining  and  operating  such  a  “busi¬ 
ness”  asset?  Is  not  a  revenue  agent  fore¬ 
closed  from  effectively  examining  into 
the  matter? 

In  the  light  of  all  the  foregoing  state¬ 
ments  respecting  good  will,  very  little  is 
salvaged  from  the  following  comment — 
particularly  in  view  of  the  illustration 
given  as  to  what  is  meant  by  “vague 
good  will.” 

Where  goodwill  generated  by  the  expense 
is  vague  or  where  the  possibility  of  the  ex¬ 
penditure  resulting  in  the  production  of  in¬ 
come  is  remote,  no  deduction  will  be  per¬ 
mitted.  For  instance,  under  present  law  a 
taxpayer  may  deduct  expenses  of  entertain¬ 
ing  buyers  and  others  associated  with  his 
trade  or  business  even  though  at  the  time 
he  does  the  entertaining  he  already  has  more 
business  than  he  can  handle.  Under  your 
committee’s  amendment,  however,  no  deduc¬ 
tion  will  be  allowed  because,  with  a  large 
backlog  of  unfilled  orders,  such  entertain¬ 
ment  ordinarily  cannot  be  regarded  as  being 
associated  with  efforts  to  produce  income. 


This  narrow  “exception”  to  the  basic 
theme  of  the  Finance  Committee  report 
that  all  good-will  entertainment  is  de¬ 
ductible  is  scant  evidence  of  tightening 
up  present  law.  Rare  indeed  is  the  case 
where  the  taxpayer  has  such  a  backlog 
of  unfilled  orders  that  his  entertainment 
activities  cannot  be  regarded  as  being 
associated  with  efforts  to  produce  in¬ 
come.  It  is  interesting  to  note  that  even 
in  such  an  extreme  case  the  report 
hedges  the  consequences  by  providing 
that  “ordinarily”  the  deduction  will  not 
be  allowed.  Moreover,  there  is  a  good 
possibility  that  entertainment  expendi¬ 
tures  in  such  a  unique  case  are  not  de¬ 
ductible  under  present  law  because  they 
are  in  the  nature  of  capital  expenditures. 
Cf.  Jame§  Schulz  (16  T.C.  901).  Here 
again  the  committee  has  done  nothing 
more  than  set  up  a  strawman — to  give 
the  illusion  that  a  cutback  on  existing 
law  is  being  effected.  In  reality  nothing 
has  been  accomplished — except  that  per¬ 
haps  another  arena  for  conflict  has  been 
created. 

The  harshness  of  which  the  report 
speaks  is  that  the  House  provision,  as 
explained  by  the  Ways  and  Means  Com¬ 
mittee’s  report,  has  some  effect  and  will 
disallow  some  entertainment  expendi¬ 
tures  which  are  deductible  under  present 
law.  Presumably  that  is  the  purpose  of 
this  legislation.  However,  one  must 
struggle  hard  to  tell  which  of  the  above- 
described  cases  would  be  denied  deduc¬ 


tion  under  the  Finance  Committee  re¬ 
port.  How  much,  if  anything,  would  be 
disallowed  to  the  corporation  which  spent 
and  deducted  almost  $1  million  in  1  year 
for  yachts,  club  dues,  shipboard  conven¬ 
tions,  hunting  and  fishing  trips,  and 
parties?  Does  not  a  corporation  make 
such  expenditures  to  develop  good  will? 
We  have  already  seen  that  good-will  ex¬ 
penditures  are  clearly  deductible  under 
the  Finance  Committee  report.  How 
about  the  banker  who  deducted  a  sub¬ 
stantial  part  of  the  cost  of  his  daughter’s 
coming-out  party  as  a  business  expense? 
Wasn’t  he  also  developing  customer  good 
will?  Certainly  the  Government  is  not, 
under  the  Finance  Committee  report, 
free  to  disallow  expenses  regardless  of 
the  form  of  entertainment  the  taxpayer 
may  adopt  to  develop  good  will.  Simi¬ 
larly,  in  all  the  other  cases  set  forth 
above,  the  taxpayer  would  appear  to  be 
able  to  continue  to  deduct  all  entertain¬ 
ment  expenditures. 

“red  herring” 

One  further  “red  herring”  in  the  Fi¬ 
nance  Committee  report  should  be  men¬ 
tioned.  The  report  states  that  no  de¬ 
duction  will  be  allowed  for  entertainment 
expenses  “which  under  the  circumstances 
tin  which  they  are  incurred  are  lavish  or 
extravagant.”  Here  again  no  standards 
or  guidelines  are  furnished.  What  is 
lavish  or  extravagant  under  the  circum¬ 
stances?  If  the  circumstances  involve  a 
taxpayer  accustomed  to  entertaining  in 
an  elaborate  and  expensive  style,  can 
they  be  held  to  be  lavish  under  the  cir¬ 
cumstances?  When  does  a  yacht  be¬ 
come  an  extravagant  expenditure? 
When  it  is  60  feet  in  length?  One  hun¬ 
dred  feet  in  length?  When  it  has  more 
than  one  mast?  Would  these  criteria 
vary  with  the  income — or  expected  in¬ 
come — of  the  taxpayer?  Would  a  resi¬ 
dent  of  Miami  Beach,  Fla.,  be  entitled  to 
a  bigger  and  more  expensive  yacht  than 
a  resident  of  Providence,  R.I.?  Would  a 
beach  home  with  eight  rooms  be  a  lavish 
facility?  What  about  one  with  30 
rooms?  Would  a  corporate  president  be 
entitled  to  drink  champagne  whereas  a 
proprietor  of  a  comer  grocery  store  be 
restricted  to  ordinary  corn  liquor? 

Is  it  not  abundantly  clear  that  the 
so-called  test  produced  by  the  Finance 
Committee,  superimposed  upon  the  un¬ 
satisfactory  test  of  present  law,  will 
simply  compound  existing  difficulties? 
The  litigation  and  controversy  which 
would  follow  adoption  of  such  meaning¬ 
less  language  would  even  make  the  pres¬ 
ent  situation  seem  a  happy  one.  The 
result  would  be  a  real  mess.  And  to 
what  avail?  In  this  posture  of  things, 
it  seems  quite  proper  to  ask:  What  is 
wrong  with  the  proposal  adopted  by  the 
House  of  Representatives?  It  is  obvi¬ 
ously  far  superior  to  the  Finance  Com¬ 
mittee’s  product.  We  urge  the  Senate  to 
endorse  at  least  the  House  provision  and 
again,  as  it  did  in  1960,  produce  a  really 
significant  legislative  measure  to  deal 
with  expense  account  abuses. 

When  the  committee  proposes  to  loosen 
the  House  provisions,  I  hope  the  amend¬ 
ments  will  be  voted  down.  Then  I  hope 
we  can  then  proceed  to  the  consideration 
of  the  original  proposals  of  the  President 
of  the  United  States  fixing  quantitative 
limits  upon  the  amounts  that  can  be  tax 


free.  We  do  not  object  to  these  expendi¬ 
tures  but  we  think  those  who  enjoy  them 
should  pay  for  them  and  that  Uncle  Sam 
should  not  be  called  upon  to  be  the  silent 
host. 

TAXATION  OF  FOREIGN  OPERATIONS 

Mr.  President,  I  had  intended  to  dis¬ 
cuss  the  question  of  foreign  operations, 
but  the  Senator  from  Tennessee  [Mr. 
Gore]  has  devoted  himself  to  this  sub¬ 
ject  and  to  the  provisions  of  the  bill 
relating  to  foreign  operations. 

For  this  reason  I  am  going  to  ask 
unanimous  consent  that  the  statements 
which  I  have  prepared  on  foreign  opera¬ 
tions  be  printed  in  the  Record  at  this 
point  in  my  remarks. 

There  being  no  objection,  the  state¬ 
ment  was  ordered  to  be  printed  in  the 
Record,  as  follows: 

Foreign  Operations 
I.  GENERAL  STATEMENT 

Except  for  withholding  on  dividend  and 
interest  income,  which  was  defeated  outright, 
no  major  aspect  of  the  President’s  recom¬ 
mendations  for  tax  reform  contained  in  his 
message  to  the  Congress  on  April  20,  1961, 
suffered  so  badly  at  the  hands  of  the  Finance 
Committee  as  did  those  recommendations  re¬ 
lating  to  the  taxation  of  income  and  profits 
earned  abroad  by  U.S.  persons. 

President  Kennedy  recommended  that 
American  corporations,  as  well  as  individual 
U.S.  taxpayers  who  are  “shareholders  of 
closely  held”  foreign  corporations,  be  taxed 
each  year  “on  their  current  share  of  the  un¬ 
distributed  profits”  of  foreign  corporations  in 
which  they  hold  stock  and  which  are  “organ¬ 
ized  in  economically  advanced  countries.” 
At  the  same  time,  the  President  recom¬ 
mended  “elimination  of  the  tax  haven  device 
anywhere  in  the  world.” 

The  Ways  and  Means  Committee  and  the 
House  of  Representatives  moved  resolutely, 
if  not  altogether  perfectly,  in  the  direction 
indicated  by  the  President. 

The  Finance  Committee,  on  the  other  hand, 
in  executive  session,  by  rollcall  vote,  refused 
even  to  consider  the  President’s  major  rec¬ 
ommendations  in  this  area.  Instead,  the 
committee  proceeded  to  adopt  a  watered 
down  tax  haven  aproach  to  this  problem, 
and  then,  amendment  by  amendment,  moved 
further  to  weaken  even  that  wholly  inade¬ 
quate  approach — this,  despite  the  fact  that 
the  Secretary  of  the  Treasury  had  agreed,  in 
testimony  before  the  committee,  that  any¬ 
thing  short  of  removal  of  the  deferral  privi¬ 
lege,  whereby  U.S.  taxation  of  profits  earned 
abroad  may  be  indefinitely  postponed,  would 
be  but  “piddling”  with  the  problem. 

Though  the  committee  has  done  a  fairly 
creditable  job  in  reviewing  and  acting  on 
many  provisions  in  the  foreign  area  con¬ 
tained  in  the  House-passed  bill,  it  has  ma¬ 
terially  weakened  the  grossup  provision,  sec¬ 
tion  9,  and  section  11,  which  deals  with 
earned  income  from  sources  outside  the 
United  States.  These  provisions  badly  need 
strengthening.  By  far  the  most  important 
provisions,  however,  are  contained  in  section 
12  dealing  with  controlled  foreign  corpora¬ 
tions.  It  is  here  the  Senate  must  surely  act 
if  this  bill  is  to  come  even  close  to  imple¬ 
menting  the  President’s  recommendations. 

II.  TAXATION  AND  CAPITAL  FLOWS 
One  of  the  most  startling  economic 
phenomena  of  the  past  5  years  is  the  large- 
scale  movement  of  American  capital  abroad. 
Though  some  of  the  economic  activity  rep¬ 
resented  by  this  movement  may  be  desirable 
and  may  serve  to  increase  exports,  much  of 
it  directly  and  materially  weakens  the  base 
of  our  economy.  Some  of  this  capital  is 
drawn  abroad  for  legitimate  economic  rea- 
sons.  Much  of  it,  far  too  much,  is  stimu¬ 
lated  to  move  abroad  because  of  faulty 
U.S.  tax  provisions. 
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Several  reasons  exist,  of  course,  for  this 
unprecedented  movement  of  capital  abroad. 
International  barriers  of  all  sorts  are  being 
broken  down.  Convertibility  of  currency 
exists  in  large  measure.  Electronic  commu¬ 
nications  insure  effective  control  of  economic 
activities  anywhere  in  the  world  from  one 
central  office.  The  movement  of  persons  and 
goods  has  been  speeded  up  and  cheapened  to 
a  point  where  distance  makes  very  little 
difference.  American  economic  style  and 
business  organization  have  made  American 
know-how  welcome  in  most  countries. 
American  free  world  leadership  has  lent 
prestige  to  all  things  American. 

In  view  of  these  facts — facts  which  we  may 
not  want  to  alter,  even  if  we  could — it  is 
most  inappropriate  to  set  up  additional  arti¬ 
ficial  stimuli  to  the  movement  of  American 
capital  abroad,  particularly  into  activities 
and  in  amounts  which  are  contrary  to  the 
national  interest.  Existing  law  relating  to 
the  taxation  of  economic  activities  carried 
out  by  American  interests  in  foreign  coun¬ 
tries  constitutes  just  such  an  artificial 
stimulus  to  the  movement  of  capital  abroad 
into  areas  and  activities  which  pose  dangers 
to  the  domestic  economy  and  make  more 
difficult  a  solution  of  the  balance-of -pay¬ 
ments  problem. 

As  our  tax  laws  now  stand,  they  consti¬ 
tute  a  positive  subsidy  to  the  movement  of 
American  capital  abroad.  There  are 
numerous  ways  in  which  the  taxation  of 
profits  from  foreign  operations  can  be  re¬ 
duced  to  the  extent  that  it  may  be  more 
profitable  to  expend  American  capital  and 
American  know-how  in  building  up  the 
economy  of  West  Germany  rather  than  the 
economy  of  West  Virginia,  or  south  Italy 
rather  than  South  Carolina. 

The  existence  of  this  unhappy  circum¬ 
stance  is  given  implicit  verification  by  virtue 
of  the  fact  that  this  bill,  in  11  of  its  27 


sections,  deals  with  the  taxation  of  foreign 
operations  of  U.S.  taxpayers,  both  individual 
and  corporate.  Unfortunately,  having  recog¬ 
nized  the  existence  of  certain  problems,  the 
bill  proceeds  toward  correction  of  these  prob¬ 
lems  in  a  most  timid  and  half-hearted 
manner. 

Our  tax  laws  regarding  foreign  operations 
are  hopelessly  out  of  date.  For  the  most  part 
they  stem  from  rules  laid  down  when  the 
income  tax  was  developed  prior  to  the  First 
World  War.  Developments  in  communica¬ 
tions,  transportation,  and  even  in  interna¬ 
tional  politics  and  political  organization 
have  made  some  of  these  laws  obsolete. 

In  theory,  the  United  States  taxes  its 
citizens  wherever  they  are  and  from  what¬ 
ever  source  their  income  is  derived.  Al¬ 
though  this  would  seem  to  preclude  the  use 
of  the  tax  laws  as  a  subsidy  to  draw  economic 
activity  abroad,  in  practice  we  have  nullified 
theory  to  a  great  extent  by,  first,  allowing 
American  interests  to  operate  abroad  in  sub¬ 
sidiary  form  without  the  imposition  of  any 
U.S.  taxation  whatsoever  on  the  profits  from 
those  operations  until  those  profits  are  re¬ 
mitted — often  in  a  form  which  can  take  a 
capital  gains  rate  or  no  rate  at  all — and, 
second,  by  providing  for  a  credit  for  foreign 
income  taxes  paid  against  ultimate  U.S.  taxes 
on  income  earned  abroad. 

It  is  now  well  past  the  time  when  we 
should  have  examined  our  basic  concepts  and 
tax  laws  in  the  light  of  current  political  and 
economic  realities.  It  is  well  past  the  time 
when  we  should  have  given  serious  considera¬ 
tion  to  the  need  for  continuing,  through 
domestic  tax  law,  the  subsidization  of  the 
strengthening  of  the  economies  of  the  coun- 
tT}^a  of  Western  Europe,  Japan,  Canada,  and 
other  countries  which  are,  at  least  for  the 
politlcal  allies  and  friends,  but 


considerations  which  must,  in  the  light  of 
today’s  conditions,  be  kept  in  mind.  These 
are  (1)  equity,  always  important  to  any  tax 
system  but  doubly  so  in  a  voluntary  system 
such  as  ours,  (2)  domestic  economic  health, 
particularly  in  these  times  of  persistently 
high  unemployment,  and  (3)  the  balance  of 
payments. 

in.  TAX  EQUITY 

Equity  in  taxation  is  a  subject  to  which 
lipservice  is  paid  from  time  to  time.  Every¬ 
one  claims  to  be  in  favor  of  equity,  but  many 
define  equity  in  strange  and  tortured  ways. 
Generally  speaking,  if  a  dollar  earned  by  a 
particular  type  of  taxpayer  in  any  economic 
activity,  in  any  geographical  area,  pays  the 
same  tax  as  another  dollar  earned  under 
other  circumstances  by  similar  types  of  tax¬ 
payers  we  can  say  that  tax  equity  has  been 
achieved. 

Of  course,  from  time  to  time  preferences 
are  given  to  certain  types  of  operations,  cer¬ 
tain  areas,  and  certain  organizations,  but 
when  this  is  done  it  should  be  done  con¬ 
sciously,  and  deliberately,  in  the  full  knowl¬ 
edge  of  what  is  being  done,  and  with  the 
accomplishment  of  definite  objectives  in 
mind.  When  a  subsidy  is  voted — and  a  sub¬ 
sidy  can  be  awarded  a  taxpayer  by  giving 
him  a  tax  preference  just  as  surely  as  it 
can  be  awarded  by  way  of  a  cash  payment — 
it  should  be  voted  to  accomplish  a  proper 
national  or  social  goal,  not  done  accidentally, 
or  as  a  private  giveaway. 

For  example,  there  is  no  question  that 
the  average  homeowner  receives  better  tax 
treatment  than  the  average  renter  of  living 
quarters.  But  the  Congress  has  deliberately 
provided  this  because  it  is  considered  so¬ 
cially  desirable  to  foster  homeownership. 

In  certain  other  instances  tax  advantages 
are  given  inadvertently,  or  because  of  reasons 
which  are  no  longer  valid.  Certain  of  our 
laws  dealing  with  the  taxation  of  the  profits 
and  income  earned  abroad  by  American  tax¬ 
payers,  both  corporate  and  individual,  di¬ 
rectly  and  through  technically  foreign  sub¬ 
sidiaries,  fall  in  each  of  these  two  categories. 

Business  decisions  today  are  often  made 
on  the  basis  of  tax  consequences.  Many 
decisions  as  to  what  operations  should  be 
moved  abroad  are  made  on  the  basis  of  tax 
consequences.  Many  foreign  operations  are 
set  up  in  order  to  avoid  taxes,  in  a  virtual 
maze  of  interlocking  and  overlapping  organ¬ 
izations,  confusing  to  customers  and  opera¬ 
tors  alike.  This  is  hardly  in  keeping  with 
concepts  of  equity  or  even  good  business 
management. 

The  best  way  to  achieve  tax  equity,  par¬ 
ticularly  in  the  field,  is  to  seek  tax  neutral¬ 
ity,  that  is,  to  seek  to  have  tax  laws  such 
that  economic  decisions  are  made  on  the 
basis  of  economic  criteria,  not  on  tax  con¬ 
sequences.  Unfortunately,  the  bill  reported 
by  the  Finance  Committee,  although  it  rec¬ 
ognizes  the  existence  of  inequity  does  lit¬ 
tle  to  deal  with  it  effectively.  Under  terms 
of  this  bill,  operations  carried  on  abroad 
will  still  receive  favored  tax  treatment  as 
compared  with  the  same  type  of  operation 
carried  on  here  at  home. 

IV.  DOMESTIC  ECONOMIC  HEALTH 

It  has  been  clearly  recognized  by  govern¬ 
ment  at  all  levels — Federal,  State,  and  local — 
as  well  as  by  foreign  governments,  that  taxa¬ 
tion  and  tax  differentials  influence  economic 
decisions.  For  that  reason,  we  have  seen 
some  of  our  State  and  local  government 
units  offer  various  types  of  tax  concessions 
when  negotiating  with  industries  to  relocate. 
Some  foreign  governments  have  made  con¬ 
cessions,  including  allowing  new  concerns  to 
operate  tax  free  for  a  specified  number  of 
years.  The  results  of  this  type  of  stimulus 
can  be  clearly  seen  in  Puerto  Rico. 

When  the  United  States  arbitrarily  and 
unilaterally  gives  tax  concessions  to  domestic 
industry,  provided  that  industry  will  move 
abroad,  the  results  are  certainly  foresee¬ 


able — and  we  are  seeing  them  now.  The 
end  result  is  the  weakening  of  our  economy. 
But  for  some  reason,  many  seem  to  feel  that 
loss  of  capital  and  productive  facilities  is 
good  for  the  United  States,  although  bad 
for  other  coun tries. 

The  tax  stimulus  to  the  movement  of 
productive  facilities  abroad  is  a  subject 
which  has  been  widely  discussed  for  some 
years.  For  example,  a  study  made  by  the 
American  Management  Association  in  1960, 
and  reported  in  Business  Week  for  Decem¬ 
ber  31,  1960,  showed  that,  “because  of  tax 
differentials,  the  reinvestment  of  foreign 
earnings  over  a  3-year  period  can  provide 
‘roughly  double  the  rate  of  profit  accumula¬ 
tion  for  reinvestment  that  is  possible  under 
domestic  tax  schedules.’  ” 

With  62  percent  domestic  corporate  tax 
rate,  and  with  tax-haven  countries  having 
rates  running  down  almost  to  zero  in  some 
instances  on  sales,  service,  and  holding  com¬ 
pany  income  originating  in  third  countries, 
the  temptation  to  move  facilities  abroad,  ac¬ 
cumulate  profits  for  reinvestment  for  a  pe¬ 
riod  of  years,  and  only  then  begin  to  repa¬ 
triate  dividends  on  which  an  inadequate 
U.S.  tax  would  finally  be  paid,  could  hardly 
be  resisted.  In  fact  it  has  not  been  resisted 
and  we  have  seen  a  rapid  acceleration  of 
the  buildup  of  American  direct  investment 
abroad  during  the  past  5  years. 

Our  total  private  Investment  abroad  now 
exceeds  $50  billion,  and  is  increasing  at  the 
rate  of  about  $5  billion  per  year.  In  the  field 
of  direct  investment,  and  particularly  with 
reference  to  tax-haven  devices  it  is  note¬ 
worthy  that,  according  to  some  authorities, 
two-thirds  of  our  tax-haven  companies  have 
been  established  within  the  past  5  years. 

The  movement  of  productive  facilities 
abroad  has  already  reached  serious  propor¬ 
tions,  but  even  more  alarming  is  the  increas¬ 
ing  tempo  of  this  movement.  The  loss  of 
jobs,  the  loss  of  productive  facilities  needed 
for  defense  and  other  purposes,  cannot  be 
taken  lightly.  It  is  altogether  too  easy  for 
a  manufacturer,  when  he  is  faced  with  a 
labor  problem  or  with  extensive  replacement 
of  machinery,  to  pull  up  stakes  and  move  a 
large  part  of  his  production  to  a  foreign 
country. 

In  this  country,  contrary  to  the  practice 
everywhere  else  in  the  world,  the  direct  regu¬ 
lation  of  the  outflow  of  capital  and  produc¬ 
tive  facilities  has  always  been  resisted.  Such 
direct  regulation  may  be  necessary  if  we  are 
to  reach  a  real  solution.  But  at  the  very 
least,  we  must  not  directly  and  positively 
encourage  such  an  outflow  by  giving  tax  con¬ 
cessions  to  those  who  operate  abroad  and 
thereby  build  up  the  economies  of  foreign 
countries  while  tearing  down  our  own.  At 
the  very  least,  we  should  remove  the  tax  in¬ 
centive  which  now  exists  to  go  abroad. 

There  wil  be,  even  with  the  enactment  of 
the  tightest  possible  tax  provisions,  a  con¬ 
tinuing  flow  of  direct  investment  capital  and 
productive  facilities  abroad  in  response  to 
economic  stimuli.  This  will  not  be  inter¬ 
fered  with  by  this,  or  any  other  similar  bill. 
There  will  also  be  a  continuation  of  the  out¬ 
flow  of  other  forms  -of  capital — portfolio  and 
short  term.  These  latter  outflows  have  been 
troublesome  during  the  past  few  years  and 
require  direct  and  specific  regulation.  This 
bill  touches  only  direct  investment,  and 
touches  that  ever  so  tenderly. 

Criticism  has  been  leveled  at  those  who 
wish  to  remove  the  tax  incentive  to  take 
American  industry  and  productive  facilities 
abroad.  It  has  been  alleged  that  this  is  a 
new  type  of  protectionism — a  new  type  of 
isolationism. 

This  criticism  is  unwarranted,  and  repre¬ 
sents  the  most  blatant  type  of  reverse 
doublethink.  There  is  no  thought,  insofar 
as  this  legislation  is  concerned,  of  doing  any¬ 
thing  more  than  removing  a  positive  stimu¬ 
lus  and  subsidy  for  American  plants  to  be 
moved  abroad.  Of  course,  it  may  well  be 
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that  this  is  not  enough.  It  may  be  that  tax 
neutrality  may  not  be  sufficient  to  slow  to 
a  tolerable  rate  this  widespread  movement  of 
capital  abroad. 

Those  who  believe  in  freer  trade,  and  who 
support  in  general  the  President’s  recom¬ 
mendations  for  legislation  to  improve  our 
reciprocal  trade  system  which  has  served 
us  so  well  for  the  past  28  years,  certainly 
cannot  legitimately  be  accused  of  economic 
isolationism  merely  because  they  wish  to 
achieve  tax  neutrality,  and  terminate  a  hurt¬ 
ful  subsidy.  . 

The  most  cruel  competition  which  an 
American  producer  can  be  forced  to  undergo 
is  competition  from  American-type  goods 
with  well-known  American  brand  names, 
produced  abroad  by  American-owned  sub¬ 
sidiaries  which  have  achieved  rapid  growth 
because  of  the  ability  to  dodge  U.S.  taxes 
and  plow  back  practically  all  earnings,  with 
these  products  distributed  throughout  this 
country  through  a  well-established  chain  of 
wholesale  and  retail  outlets.  With  a  further 
lowering  of  tariffs  contemplated  by  the  trade 
bill  now  before  the  Finance  Committee,  it  is 
certainly  most  inequitable  to  continue  to 
give  these  foreign  but  American-owned  pro¬ 
ducers,  continued  tax  advantages  when  they 
are  competing  directly  with  U.S.  production, 
either  in  American  or  in  foreign  markets. 

V.  BALANCE  OF  PAYMENTS 

It  has  become  so  fashionable  to  discuss 
any  problem  in  terms  of  its  effect  on  the 
balance  of  payments  that  one  might  prop¬ 
erly  look  with  suspicion  on  some  arguments 
which  attempt  to  tie  balance-of -payments 
considerations  to  any  possible  subject  mat¬ 
ter.  This  has  been  much  overdone.  In  the 
case  of  legislation  directly  affecting  the  flow 
of  capital  funds  abroad,  however,  balance- 
of-payments  considerations  are  certainly 
pertinent. 

The  balance-of-payments  problem  has 
been  with  us  for  some  years,  but  has  been 
recognized  as  being  acute  by  the  general 
public  and  most  Government  officials  for 
only  about  3  years.  Prior  to  that  time,  many 
still  talked  of  the  dollar  gap  and  of  means  of 
increasing  the  flow  of  capital  abroad. 

Although  the  balance-of-payments  prob¬ 
lem  seems  likely  to  be  brought  under  control 
within  the  near  future — and  it  must  be 
brought  under  control  within  the  next  2  or 
3  years  if  we  are  to  be  able  to  avoid  the  use  of 
rather  drastic  control  methods — the  problem 
is  still  acute  and  must  be  attacked  from  all 
quarters.  This  includes,  but  is  not  limited 
to,  a  close  examination  of  investments  made 
abroad  by  US.  taxpayers.  Those  sections  of 
the  bill  dealing  with  the  taxation  of  profits 
gained  from  activities  carried  on  abroad  by 
American  taxpayers  will  affect  the  balance 
of  payments  specifically  and  directly. 

There  are  three  principal  types  of  capital 
outflows  which  are  of  concern  in  the  bal¬ 
ance-of-payments  picture.  Only  one,  that 
is,  direct  investment  outflows,  will  be  affect¬ 
ed  by  the  provisions  of  this  bill.  The  other 
two,  portfolio  investment  and  short-term 
flows,  will  be  little  affected  and  must  prob¬ 
ably  be  dealt  with  in  ways  other  than  tax 
changes.  The  simplest  way  to  deal  with  all 
three,  of  course,  is  by  some  system  of  direct 
licensing  of  capital  outflows.  Since  we  have 
traditionally  resisted  this  type  of  regulation, 
however,  we  must  be  doubly  sure  that  our 
tax  laws  are  not  weighted  in  the  wrong  di¬ 
rection.  This  bill  does  not  go  far  enough  in 
that  regard.  It  does  not  subject  income  and 
profits  earned  abroad  to  as  heavy  an  income 
tax  as  income  and  profits  earned  in  the 
United  States.  But  it  does  move,  though 
haltingly  and  timidly,  in  the  right  direction. 

There  can  be  no  question  as  to  the  effect  of 
capital  outflows  on  the  balance  of  payments 
in  the  short  run.  There  can  be,  of  course, 
some  question  as  to  the  long-range  effects 
of  capital  outflows,  particularly  direct  invest¬ 
ment  flows. 


As  to  the  long-range  effect  of  direct  in¬ 
vestment  outflows,  the  effect  on  the  balance 
of  payments  may  eventually  be  positive. 
But,  with  an  acute  situation  which  must  be 
corrected  within  2  or  3  years,  it  is  not  ad¬ 
visable  to  wait  for  a  period  of  years,  perhaps 
as  long  as  12  to  15  years  according  to  Treas¬ 
ury  Department  analyses,  for  current  direct 
foreign  investment  to  assist  in  correcting  the 
present  imbalance. 

Bearing  in  mind  that  direct  foreign  invest¬ 
ment  is  accelerating,  and  that  the  net  over¬ 
all  balance-of-payments  deficit  this  years  is 
expected  to  be  in  the  neighborhood  of  $1.5 
billion,  an  alteration  of  investment  flows  in 
the  order  of  a  few  hundred  million  dollars 
would  be  significant. 

Reliable  estimates  indicate  that  the  com¬ 
plete  removal  of  the  deferral  privilege  would, 
by  slowing  down  direct  investment  outflows 
and  by  speeding  up  repatriation  of  earnings, 
decrease  the  balance-of-payments  deficit  by 
about  $400  million  annually.  This  bill,  of 
course,  would  not  be  nearly  so  beneficial. 
In  its  present  form  it  would  be  of  little  as¬ 
sistance.  A  good,  tight,  tax  haven  bill  would 
assist  in  the  balance  of  payments  in  the 
order  of  $200  to  $300  million. 


VI.  SPECIFIC  PROVISIONS 


The  best  and  indeed  the  only  sure  way  to 
achieve  substantial  equity,  guard  against  the 
untoward  weakening  of  American  industry 
and  assist  in  the  solution  of  the  balance-of- 
payments  problem  through  taxation  is  to  tax 
American  taxpayers  annually  on  income  and 
profits  earned  anywhere  in  the  world.  This 
would  restore  neutrality  as  to  taxation,  al¬ 
lowing  economic  forces  to  play  their  proper 
role  in  economic  decisions  relating  to  in¬ 
vestment  choices  at  home  or  abroad.  This 
would  insure  that  the  corporation  which 
helps  to  build  up  a  depressed  area  in  the 
United  States  would  be  treated  as  fairly  by 
the  Federal  Government  as  the  corporation 
which  builds  up  the  economy  of  Western 
Europe.  The  most  important  section  of  the 
subject  bill  dealing  with  foreign  operations 
has,  however,  been  drawn  up  on  the  theory 
that  the  partial  elimination  of  tax-haven  ad¬ 
vantages  is  sufficient. 

There  is  no  question  that  the  complete 
elimination  of  tax-haven  operations  would 
help  materially.  It  is  through  the  combina¬ 
tion  of  a  sales  subsidiary,  a  service  subsidi¬ 
ary,  and  a  holding  company  located  in  a  tax- 
haven  country,  Switzerland,  for  example,  that 
the  U.S.-owned  manufacturing  company  in 
Germany — or  other  relatively  high  tax 
foreign  country — is  able  to  reduce  its  Ger¬ 
man  tax  to  a  rate  well  below  the  stated  rate 
of  51  percent.  If  tax  havens  are  made  less 
profitable  from  a  tax  standpoint,  the  manu¬ 
facturing  operations  which  support  them 
will  have  to  be  justified  on  economic  grounds, 
not  on  grounds  of  tax  avoidance,  whether  the 
taxes  avoided  are  United  States  or  foreign. 

The  Finance  Committee,  by  approving  even 
these  imperfect  provisions,  does  recognize 
that  certain  changes  in  existing  law  should 
be  made. 

1.  It  is  recognized  that  numerous  abuses 
exist  in  the  operation  of  certain  types  of 
corporations  organized  in  certain  low-tax 
countries.  While  this  tax  haven  problem  is 
recognized,  it  is  not  completely  corrected. 

2.  It  is  recognized  that  many  individual 
U.S.  citizens  are  living  abroad  for  the  pur¬ 
pose,  or  with  the  result,  of  escaping  proper 
U.S.  taxation.  But  the  provisions  of  the  bill 
are  sufficient  to  deal  with  the  problem.  It 
will  still  be  highly  profitable,  under  the  terms 
of  this  bill,  for  a  U.S.  citizen  to  live  abroad 
and  thereby  avoid  paying  his  fair  share  of 
the  cost  of  U.S.  and  free  world  defense  and 
essential  Government  services. 

3  It  is  recognized  that  there  are  numerous 
abuses  in  setting  up  foreign  trusts  for  the 
purpose  of  escaping  U.S.  taxation. 

4  It  is  recognized  that  there  have  been 
abuses  in  the  liquidation  of  foreign  corpora¬ 


tions,  with  the  result  that  accumulated  ordi¬ 
nary  income  is  being  brought  into  the  coun¬ 
try  in  a  form  which  allows  it  to  be  taxed  at 
the  low  capital  gains  rate,  if  at  all. 

5.  It  is  recognized  that  the  U.S.  estate  tax 
has  been  avoided  by  some  though  the  device 
of  investing  in  foreign  real  estate,  even  in 
contemplation  of  death. 

6.  It  is  recognized  that  the  law  as  now 
written  allows  both  a  partial  credit  and  a 
deduction  for  foreign  income  and  related 
taxes.  For  some  reason,  presumably  because 
it  is  recognized  that  tax  reductions  do  act 
as  subsidies  to  draw  capital  investment 
abroad,  the  committee  allows  this  double 
benefit  to  be  continued  in  less  developed 
countries. 

7.  It  is  recognized  that  present  law  does 
not  require  sufficiently  stringent  reporting  of 
foreign  economic  activities  of  American 
interests. 

In  order  for  the  bill  to  be  really  meaning¬ 
ful  in  correcting  the  imperfections  in  exist¬ 
ing  law  which  have  been  recognized,  how¬ 
ever,  certain  minimum  changes  must  be 
made. 

1.  Section  12 — Controlled  foreign 
corporations 

(a)  This  entire  section,  embodying  as  it 
does  the  tax  haven  approach,  ought  to  be 
deleted  and  have  substituted  therefor  the 
complete  removal  of  the  deferral  privilege. 
Language  to  accomplish  this  objective  exists 
in  amendment  6-19-62 — A  to  H.R.  10650, 
previously  offered. 

■(b)  The  tax  haven  approach,  if  sufficient¬ 
ly  rigorous,  does  represent  a  step  forward. 
Should  the  Senate  decide  to  proceed  with 
this  approach,  this  section  should  be 
amended  in  at  least  the  following  ways: 

1.  The  de  minimus  rule  should  be  restored 
to  20  percent. 

2.  The  exception  for  export  trade  income 
of  “Export  Trade  Corporations”  should  be 
deleted. 

3.  The  exception  for  dividend  and  interest 
income  from  less  developed  countries,  to¬ 
gether  with  profits  realized  from  the  sale  of 
investments  in  less  developed  countries, 
should  be  deleted. 


2.  Section  9 — The  gross-up 
This  provision  should  be  made  applicable 
to  income  from  subsidiary  corporations  op¬ 
erating  anywhere  in  the  world,  as  provided 
by  the  House-pasSed  bill.  There  is  no  equity 
in  allowing  both  a  deduction  and  a  partial 
credit  for  income  taxes  paid  to  certain  coun¬ 
tries.  The  operation  of  existing  law  in  this 
area  is  capricious  and  even  perverse,  and  is 
not  a  suitable  vehicle  for  a  subsidy,  should 
it  be  felt  that  a  subsidy  is  needed  or  desir¬ 
able. 

3.  Section  11 — Income  earned  abroad 
There  is  no  equity  in  allowing  individual 
U.S.  citizens  living  abroad,  either  temporarily 
or  on  a  more  permanent  bona  fide  basis,  to 
pay  less  taxes  than  citizens  and  residents 
here  at  home.  All  benefit  from  services  ren¬ 
dered  by  both  the  U.S.  Government  and  the 
government  of  their  host  countries.  All 
should  contribute  toward  the  cost  of  U.S. 
and  free  world  protection.  It  is  particularly 
inappropriate  to  allow  a  phasing-in  of  taxes 
on  fringe  benefits. 

WITHHOLDING  OF  BASIC  TAX  ON  DIVIDENDS  AND 
INTEREST 

Mr  DOUGLAS.  Mr.  President,  I 
come  now  to  the  worst  legislative  crime 
committed  by  the  Finance  Committee, 
namely  the  deletion  of  the  withholding 
provision  on  dividends  and  interest. 

In  striking  out  of  the  tax  bill  the  plan 
for  withholding  the  basic  tax  on  divi¬ 
dend  and  interest  payments,  the  com¬ 
mittee  is,  in  effect,  indicating  that  it 
condones  the  intolerable  gap  in  the  pay¬ 
ment  of  taxes  on  dividends  and  interest, 
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in  many  cases  the  result  of  outright  and 
willful  evasion.  The  Secretary  of  the 
Treasury  estimates  that  in  1963  the  gap 
between  the  dividends  and  interest  that 
should  be  included  on  tax  returns,  and 
those  that  actually  are,  will  exceed  $3.7 
billion. 

In  my  own  judgment,  it  is  probably 
nearer  $4  billion.  The  truth  of  the 
matter  is  that  close  to  $4  billion  paid 
out  in  dividends  and  interest  is  not  re¬ 
ported  by  the  recipients,  and  therefore 
no  taxes  are  paid  upon  it,  even  though 
it  is  received.  Part  of  this  is  uncon¬ 
scious  avoidance;  part  of  it  is  conscious 
evasion. 

REVENUE  LOSS  OVER  $1  BILLION 


The  Government  will  lose  in  revenue 
almost  $1.1  billion  in  1963 — $440  million 
of  taxes  owed  on  dividends  and  $650  mil¬ 
lion  of  taxes  owed  on  interest. 

Withholding  would  collect  about  $880 
million  of  this  $1.1  billion.  Withhold¬ 
ing  combined  with  the  other  collection 
and  enforcement  procedures  available  to 
the  Internal  Revenue  Service  would 
close  nearly  the  entire  gap.  Without 
withholding,  and  with  the  automatic 
data  processing  system  which  has  been 
so  much  heralded,  less  than  a  fourth  of 
the  gap  can  be  closed,  or  not  more  than 
$250  million  can  be  collected,  but  even 
this  cannot  be  accomplished  until  the 
Internal  Revenue  Service’s  new  auto¬ 
matic  data  processing  system  becomes 
fully  operational  in  1967. 

As  I  mentioned  earlier  in  my  address, 
in  1942  Congress  put  into  effect  the  with¬ 
holding  plan  on  wages  and  salaries. 

LITTLE  WAGE  EVASION  OR  AVOIDANCE 


This  has  been  in  operation  for  20 
years.  Only  3  percent  of  the  taxes 
due  on  wages  go  unpaid.  On  the  other 
hand,  in  1960  more  than  11  percent  of 
the  dividends  which  should  have  been 
reported  on  the  tax  returns  of  indi¬ 
viduals  were  not  so  reported.  The  situa¬ 
tion  is  even  more  intolerable  in  regard 
to  interest.  Slightly  more  than  one- 
third — to  be  precise,  34  percent — of  in¬ 
terest  paid  out  was  not  reported  as  in¬ 
come.  No  taxes  were  paid  upon  that 
percentage. 

WHY  DOUBLE  STANDARD 

Why  should  we  have  this  double  stand¬ 
ard,  Mr.  President?  Withholding  at  the 
source  occurs  on  wages  and  salaries,  the 
recipients  of  which  have  much  lower 
incomes  than  the  average  recipient  of 
dividends  and  interest.  In  regard  to 
wages  and  salaries  there  is  virtually  no 
tax  evasion.  Those  in  the  low  income 
group  pays  their  taxes,  as  they  should, 
of  course.  But  as  a  result  of  the  failure 
to  withhold  taxes  on  dividends  and  in¬ 
terest,  a  goodly  proportion  of  those  in 
the  upper  income  group  do  not  pay  their 
taxes.  \ 


Who  are  these  people  who  do  not  p; 
their  taxes  on  interest  and  dividend 
The  Internal  Revenue  Bureau  made 
study  of  6,000  to  8,000  cases.  They  foui 
that  about  70  percent  of  the  nonreport1 
dividends  were  received  by  individuE 
having  more  than  $10,000  of  income.  : 
respect  to  nonreported  interest,  only 
pei  cent  of  it  was  received  by  oeople  ha 
mg  less  than  $5,000  income  a  year  ai 
approximately  30  percent  was  receiv 


by  those  who  had  more  than  $10,000  a 
year  income. 

I  ask  again,  Mr.  President,  if  a  with¬ 
holding  system  is  appropriate  for  those 
who  are  in  the  lower  income  group,  the 
wage  earners,  to  make  sure  that  they 
pay  their  taxes,  what  possible  excuse  can 
there  be  for  not  applying  it  to  help  col¬ 
lect  the  taxes  on  dividends  and  interest 


from  the  many  individuals  with  higher 
incomes  who  escape  those  taxes  today? 

Mr.  President,  I  ask  unanimous  con¬ 
sent  that  two  tables  prepared  by  the 
Secretary  of  the  Treasury  may  be  printed 
in  the  Record  at  this  point. 

There  being  no  objection,  the  tables 
were  ordered  to  be  printed  in  the 
Record,  as  follows: 


Table  1. — Number  of  individual  income  tax  returns  with  dividends  and  amount  of 

dividends  in  1959 

[Dollars  in  thousands] 


Adjusted  gross  income 

Number  of 
returns  with 
dividends 1 

Dividends 
on  returns  1 

All  returns 

Adjusted 
gross 
income, 
all  returns 

Number  of 
returns  with 
dividends  as 
a  percent  of 
all  returns 

Dividends  on 
returns  as  a 
percent  of 
adjusted 
gross  income 

Taxable  returns: 

Under  $5 . 

1, 142, 168 

$675, 392 

23, 415, 117 

$71,434,488 

4.9 

0.9 

$5  to  $10 . 

2,008,  754 

1, 253, 645 

19,305,707 

133, 012, 206 

10.4 

.9 

$10  to  $20 . 

1,369,308 

1,731,510 

3, 909, 998 

49,701,599 

35.0 

3.5 

$20  to  $50 _ 

618, 881 

2,  219, 331 

723, 682 

20, 846. 984 

71.7 

10.6 

$50  to  $100 . . 

101,520 

1,416,317 

114,711 

7,  549,  453 
2, 844,  906 

88.5 

18.8 

$100  to  $200... . . 

20,  492 

845, 098 

21, 940 

93.4 

29.7 

$200  to  $500 _ _ 

4,598 

700 

508,843 
190, 677 

4,  776 
717 

1,361,923 
478, 154 

96.3 

37.4 

$500  to  $1,000.. . 

97.6 

39.9 

$1,000  and  over _ 

261 

263,463 

265 

545,  633 

98.6 

48.3 

Nontaxable  returns _ 

781, 696 

610, 118 

12,  774, 384 

17,  319,  633 

6.1 

3.5 

Total _ 

6,948,378 

9, 714, 394 

60,271,297 

305,094,979 

9.9 

3.2 

1  Covers  domestic  and  foreign  dividends  before  dividend  exclusions.  Does  not  include  data  for  form  1040A  returns 
which  do  not  specify  the  amount  of  dividends  received. 

Source:  Treasury  Department,  Office  of  Tax  Analysis. 


Table  2. — Number  of  individual  income  tax  returns  with  interest  and  amount  of  interest 

in  1959 


Adjusted  gross  * 
income  class 

Number 
of  returns 
with 
interest 

Interest  on 
returns 
(thousands) 

Average 

amount 

of 

interest 

All  returns 

Adjusted 
gross  income 
(thousands) 

Number 
of  returns 
with 

interest  as 
a  percent 
of  all 
returns 

Interest  as 
percent  of 
adjusted 
gross 
income 

Taxable  returns _ 

7,829,849 

$3, 754, 177 

$479 

$47,496,913 

$287, 775, 346 

16.5 

1.3 

Under  $5 _ _ 

2, 076, 348 

732, 695 

353 

23, 415, 117 

71,434,488 

8.9 

1.0 

$5  to  $10. . . . 

3, 502, 941 

1, 145,  505 

327 

19,  305,  707 

133, 012, 206 

18.1 

.9 

$10  to  $20 . 

1,643,381 

857, 445 

522 

3, 909, 998 

49,701,599 

42.0 

1.7 

$20  to  $50 . 

491,  763 

631,422 

1,284 

723, 682 

20,  846, 984 

68.0 

3.0 

$50  to  $100 . . . 

91,923 

243,484 

2,  649 

114,711 

7, 549. 453 

80.1 

3.2 

$100  to  $200 . 

18,472 

90. 428 

4,895 

21,  940 

2, 844, 906 

84.2 

3.2 

$200  to  $500 . . 

4,142 

36, 469 

8,805 

4,  776 

1,361,923 

86.7 

2.7 

$500  to  $1,000 _ _ 

647 

10, 193 

15,  754 

717 

478, 154 

00.2 

2.1 

$1,000  and  over _ 

232 

6, 536 

28, 172 

265 

545,633 

87.5 

1.2 

Nontaxable  returns _ 

1,443,845 

641,241 

444 

12, 774, 384 

17, 319. 633 

11.3 

3.7 

Total . 

9, 273, 694 

4, 395, 418 

474 

60,271,297 

305,094, 979 

16.4 

1.4 

Source:  Office  of  the  Secretary  of  the  Treasury,  Office  of  Tax  Analysis. 


Mr.  DOUGLAS.  Mr.  President,  I  wish 
to  discuss  each  of  these  tables  a  little. 

In  1959  there  were  60.3  million  in¬ 
dividual  income  tax  returns  filed  in  this 
country.  Only  7.8  million  of  the  taxable 
returns  included  any  interest.  In  other 
words  in  only  13  percent  of  the  income 
returns  listed  any  interest. 

The  figures  I  am  giving  will  be  Quoted 
to  the  nearest  100,000. 

There  were  2.1  million  returns  in 
which  interest  was  reported  which  had 
under  $5,000  of  income,  or  3 1/2  percent  of 
the  total  number  of  taxpayers.  The  in¬ 
terest  which  they  received  was  only  1 
percent  of  the  total  income  received  by 
the  entire  group  of  those  below  $5,000. 
They  received  approximately  17  percent 
of  the  total  amount  of  interest  paid  out. 

There  were  about  650,000  returns  with 
incomes  of  over  $20,000  a  year  on  which 
interest  was  reported.  These  comprised 
only  1  percent  of  the  total  number  of 
tax  returns,  but  they  received  about  55 
percent  of  the  interest  reported. 


The  table  indicates  that  the  recipients 
of  interest  in  the  main  belong  to  the 
upper  income  brackets  and  not  to  the 
lower  income  brackets.  Everyone  knows 
this  to  be  a  fact. 

DIVIDENDS  RECEIVED  BY  UPPER  INCOME  GROUPS 

The  situation  is  even  more  marked  in 
respect  to  dividends.  Only  6  million  re¬ 
turns  showed  the  receipt  of  any  divi¬ 
dends,  out  of  the  60.3  million  returns 
which  were  filed.  A  little  less  than  10 
percent  of  the  returns,  therefore,  showed 
any  dividends  received. 

Those  returns  with  total  gross  incomes 
of  under  $5,000  were  1,142,000  in  num¬ 
ber  or  not  quite  2  percent  of  the  en¬ 
tire  number  of  returns,  and  the  divi¬ 
dends  which  were  reported  received  were 
less  than  1  percent  of  the  total  income 
received  by  those  whose  returns  showed 
incomes  of  less  than  $5,000. 

If  we  include  those  returns  with  in¬ 
comes  from  $5,000  to  $10,000,  we  would 
get  a  total  of  only  3.1  million  or  3.2  mil¬ 
lion  out  of  the  60.3  million  returns,  or 
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about  5  percent  of  the  total.  In  other 
words,  only  5  percent  of  the  income  recip¬ 
ients  were  in  the  $5,000  to  $10,000  class 
and  at  the  same  time  received  dividends, 
and  the  dividends  which  they  received 
were  only  20  percent,  roughly,  of  the 
total  dividends  paid  out. 
eighty  percent  of  dividends  go  to  those 

WITH  INCOMES  OF  $10,000  OR  MORE 

To  put  it  the  other  way — and  this  is 
the  important  point — 80  percent  of  the 
dividends  went  to  those  who  filed  returns 
with  incomes  of  more  than  $10,000. 

I  remember  that  the  Secretary  of  the 
Treasury  under  the  administration  of 
Mr.  Eisenhower,  Mr.  Humphrey,  stated 
that  the  recipients  of  dividends  and  in¬ 
terest  are  now  no  more  wealthy  than 
anyone  else,  that  wealth  had  been  so 
democratized  in  this  country  that  those 
who  owned  stock  were  like  everyone  else. 
That  is  not  true. 

I  wish  to  present  another  very  inter¬ 
esting  fact.  Those  with  taxable  returns 
of  over  $1  million  a  year  got  48  percent 
of  their  income  from  dividends. 

NOT  WIDOWS  AND  ORPHANS  WHO  GET  LARGE 
DIVIDENDS 

So,  Mr.  President,  the  failure  to  re¬ 
quire  withholding  applies  to  those  in  the 
upper  income  brackets  of  society,  in  the 
main,  and  not  to  those  in  the  lower  or 
middle  income  brackets.  It  is  not  the 
widows  and  the  orphans  who  get  these 
sums,  in  whose  name  the  piteous  ap¬ 
peals  are  made  that  there  should  be  no 
withholding  of  the  taxes  they  owe.  In¬ 
stead,  it  is  the  recipients  of  large  in¬ 
comes  who  in  the  main  are  involved. 

I  wish  to  say  also  that  I  am  well  aware 
that  in  a  large  percentage  of  the  cases 
the  failure  to  pay  taxes  on  dividends 
and  interest  is  not  intentional,  but  is 
rather  a  result  of  the  fact  that  the  in¬ 
terest  paid  on  savings  bank  accounts  and 
the  dividends  or  interest  or  whatever 
one  might  call  it  paid  by  the  building 
and  loan  associations  are  more  or  less 
automatically  added  to  the  capital  and  to 
the  account  of  the  individual,  and  are 
not  drawn  out  by  the  individual  into  a 
separate  checking  or  savings  account. 

The  recipient  often  does  not  spend 
those  amounts  for  current  consumptive 
purposes.  Therefore  it  is  quite  possible 
that  he  (or  she)  would  not  regard  them 
as  income.  They  are  income  neverthe¬ 
less,  because  they  go  to  increase  the  capi¬ 
tal  holdings  of  the  individual.  What  he 
does  is  tacitly  to  acquiesce  in  their  re¬ 
investment.  In  those  cases  I  certainly 
do  not  charge  any  conscious  fraud. 

But  when  we  get  up  into  the  upper  in¬ 
come  brackets  and  find  the  reception  of 
large  amounts  of  dividends  which  are 
not  reported  and  upon  which  taxes  are 
not  paid,  and  large  amounts  of  interest 
which  are  received  but  not  declared, 
then  we  get  into  a  more  dubious  field. 
Whether  that  is  evasion,  avoidance,  or 
downright  fraud,  the  fact  remains  that 
those  are  sums  owed  by  individuals  to 
the  Treasury,  and  their  failure  to  pay 
those  amounts  increases  the  burden  upon 
the  honest  taxpayers  who  pay  every  cent 
they  owe. 

I  therefore  hope  that  when  the  com¬ 
mittee  moves  to  strike  the  withholding 
provisions  from  the  House  bill,  the  Sen¬ 


ate  will  show  its  sense  of  fairness  by  re¬ 
jecting  the  amendment. 

SUPPORT  PRESIDENT  ON  WITHHOLDING 

I  wish  again  to  emphasize  that  that  is 
the  one  point  the  President  of  the  Unit¬ 
ed  States  emphasized  last  week  in  his 
statement  to  the  press  and  to  the  Na¬ 
tion.  He  said  he  wanted  the  withhold¬ 
ing  provisions  retained.  God  grant  that 
this  body  may  have  courage  enough  to 
stand  up  for  the  payment  of  these  taxes 
against  the  powerful  forces  of  the  build¬ 
ing  and  loan  associations,  and  the  mu¬ 
tual  savings  banks,  and  God  grant  that 
the  leadership  of  the  Democratic  Party 
may  stand  fast  behind  the  President  and 
not  try  to  strike  that  provision  from  the 
bill. 

AUTOMATIC  DATA  PROCESSING  NO  SUBSTITUTE 

It  is  said  that  since  we  provide  for  the 
automatic  data  processing  of  the  pay¬ 
ment  of  dividends  and  interest,  that  will 
remove  the  necessity  for  withholding. 
Let  me  point  out  that  the  Commissioner 
of  Internal  Revenue,  Mr.  Mortimer  Cap¬ 
lin,  an  extremely  able,  high-minded,  and 
conscientious  man — the  man  who  ac¬ 
tually  does  the  job  of  collecting  our 
taxes — has  carefully  studied  both  the 
withholding  plan  and  the  expanded  in¬ 
formation-reporting  program  and  has 
concluded  that  information  reporting, 
even  when  coupled  with  the  Service’s 
new  automatic  data-processing  system, 
cannot  be  an  alternative  to  withholding. 
This  is  because  an  ADP  information  re¬ 
turn  system  in  itself  will  not  collect  one 
penny  in  taxes. 

All  it  can  do  is  to  identify  possible 
discrepancies  between  the  amounts  re¬ 
ceived  by  the  individual  and  the  amounts 
declared  by  the  individual.  But  it  does 
not  collect  the  taxes  on  any  difference. 
That  will  have  to  be  done  through  the 
ordinary  collection  and  enforcement  pro¬ 
cedures  available  to  the  Internal  Reve¬ 
nue  Service. 

The  figures  tell  the  story  themselves. 
If  we  use  the  estimate  for  1959  of  the 
gap  in  the  reporting  of  taxes  on  dividends 
and  interest  at  $850  million,  withholding 
alone  would  recover  $650  million  at  a  cost 
of  approximately  $19  million.  The  re¬ 
maining  $200  million  could  be  recovered 
in  large  part  by  the  ADP  system,  com¬ 
bined  with  a  reasonable  enforcement  ef¬ 
fort  for  an  estimated  additional  cost  of 
$29  million.  In  other  words,  the  entire 
gap  could  be  closed  through  a  combina¬ 
tion  of  withholding  and  enforcement  for 
a  cost  of  only  $48  million. 

To  close  the  entire  gap  without  with¬ 
holding  would  be  physically  impossible 
and  economically  unfeasible:  It  would 
mean  contacting  12  million  people  for  the 
purpose  of  checking  discrepancies  in 
their  dividend-and-interest  reporting 
turned  up  by  ADP.  This  is  three  times 
as  many  people  as  the  Service  contacts 
today  in  its  total  enforcement  program. 
It  would  cost  $400  million  to  collect  the 
$850  million  by  this  method,  more  than 
eight  times  the  cost  if  withholding  were 
USed. 

Even  if  we  were  to  collect  all  of  the 
$650  million,  the  dollar  equivalent  to  the 
results  under  withholding,  it  would  cost 
$200  million  to  collect  this  amount,  or 
more  than  10  times  what  it  would  cost  un¬ 


der  withholding.  In  addition,  the  In¬ 
ternal  Revenue  Service’s  present  enforce¬ 
ment  staff,  which  through  its  activities 
collects  about  $3.5  billion  annually,  would 
almost  have  to  be  doubled  to  collect  the 
additional  $650  million.  The  resulting 
imbalance  in  enforcement  effort  is  one  of 
that  cannot  be  reconciled  with  any  sound 
concept  of  tax  administration. 

To  look  at  the  matter  realistically,  and 
within  the  concept  of  a  sensible  and  ef¬ 
fective  use  of  equipment  and  enforce¬ 
ment  manpower,  based  on  1959  data,  the 
information-reporting  system  adopted 
by  the  committee  can  be  expected  to  re¬ 
cover  only  $200  million. 

These  figures,  which  were  compiled  by 
the  Commissioner  and  his  staff  after 
careful  study  of  the  matter,  conclusively 
prove  that  the  information-reporting 
system  adopted  by  this  committee  is  not 
a  substitute  for  withholding. 

Even  apart  from  its  complete  inef¬ 
fectiveness  as  a  tool  for  closing  the  more 
than  $1  billion  gap  in  the  reporting  of 
taxes  on  dividends  and  interest,  the  in- 
formation-reporting  plan  adopted  by  the 
committee  is  at  best  a  clumsy  and  bur¬ 
densome  substitute  for  the  relatively 
simple  withholding  plan  adopted  by  the 
House.  Under  withholding,  a  payer  of 
dividends  or  interest  would  merely  be 
required  to  deduct  a  flat  20  percent  from 
its  payments  to  persons  who  have  not 
filed  exemption  certificates  and  then 
make  one  lump-sum  payment  to  the 
Government  each  quarter.  The  payers 
will  not  have  to  make  out  individual 
withholding  receipts  for  each  recipient 
nor  will  they  be  required  to  submit  any 
detailed  records  to  the  Government. 

MORE  REDTAPE  IN  REPORTING  PROVISIONS 

The  Senator  from  Virginia  [Mr.  Byrd]  , 
who  is  opposed  to  the  withholding  sys¬ 
tem,  and  to  whom  the  alleged  alliance 
between  the  Senator  from  Illinois  and 
the  chairman  of  our  committee  does  not 
extend  on  that  point,  but  who  has  a 
rugged  sense  of  individual  honesty  and 
integrity,  insisted  that  if  we  did  not  adopt 
the  withholding  system,  we  should  im¬ 
pose  a  thorough  reporting  system.  He 
insisted  that  all  dividends  and  interest 
in  excess  of  $10  each  quarter  be  reported 
to  the  Government  and  to  the  individual 
recipient. 

Under  that  plan  let  us  see  what  would 
happen.  At  the  end  of  the  year  each 
payer  would  be  required  to  add  up  all 
the  dividend  or  interest  payments  it  has 
made  to  a  person  during  the  year  and,  if 
they  equal  or  exceed  $10  in  the  aggre¬ 
gate,  make  out  an  information  return 
showing  the  name  and  address  of  that 
person  and  how  much  was  paid  to  him 
during  the  year.  Then  this  information 
must  be  filed  with  the  Government  and  a 
copy  given  to  the  recipient.  This  means 
that  the  payer  must  make  a  reasonable 
effort  to  obtain  the  current  address  and 
account  numbers  for  each  of  its  deposi¬ 
tors  or  stockholders.  Translated  into 
numbers,  payers  of  dividends  and  inter¬ 
est  will  be. required  to  complete  and  file 
with  the  Government  100  million  pieces 
of  paper  each  year  and  then  distribute  an 
additional  100  million  copies  to  their  de¬ 
positors  or  stockholders. 
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The  savings  and  loan  industry  has  ad¬ 
mitted  that  this  information  reporting 
plan  will  involve  heavier  administrative 
costs  for  them  than  withholding.  They 
got  themselves  into  their  present  fix. 
Their  witnesses  testified  that  we  should 
not  have  withholding  but  instead  auto¬ 
matic  data  processing.  The  Senator 
from  Virginia  [Mr.  Byrd]  with  his  strict 
sense  of  integrity,  insisted  that  this  be 
done.  It  will  be  done  if  the  committee 
has  its  way,  although  I  suspect  that 
efforts  will  be  made  to  weaken  this  posi¬ 
tion  along  the  line. 

MORE  PAPERWORK  THAN  WITHHOLDING 

If  it  is  done,  the  banks  and  the  sav¬ 
ings  and  loan  institutions  will  have  to 
do  infinitely  more  paper  work  than  they 
would  have  been  compelled  to  go  through 
under  the  withholding  plan.  Already 
some  of  them  are  beginning  to  under¬ 
stand  the  situation.  The  Senator  from 
Oklahoma  spoke  of  a  beartrap.  I  wish 
to  compliment  him  on  a  very  witty  speech 
he  made  about  me  last  week,  when  he 
said  that  one  should  beware  of  praying 
for  something  because  sometimes  he  gets 
what  he  prays  for.  I  thought  that  was  a 
good  joke  on  me  and  I  compliment  the 
Senator  on  his  wit.  We  can  say  that  the 
same  thing  applies  to  savings  and  loan 
associations  and  to  the  banks.  They 
asked  for  automatic  processing  rather 
than  withholding.  The  Senator  from 
Virginia  said,  “All  right,  you  will  take 
it.”  They  got  it.  Now  the  beartrap  has 
closed  on  them  and  the  Senator  from 
Oklahoma  may  well  quote  to  them,  “Be 
careful  what  you  pray  for.  You  may  get 
it.” 

Mr.  KERR.  Mr.  President,  will  the 
Senator  yield? 

Mr.  DOUGLAS.  I  yield. 

Mr.  KERR.  When  they  wake  up  and 
realize  what  has  come  about,  they  may 
feel  like  the  fellow  who  had  a  bone  in 
his  throat  and  thought  he  had  a  nice 
mesh  of  fish. 

Mr.  DOUGLAS.  I  am  glad  the  Sena¬ 
tor  admits  it.  This  was  one  of  the  few 
occasions  when  the  Senator  from  Okla¬ 
homa  and  the  Senator  from  Illinois  voted 
together.  I  wish  to  compliment  the 
Senator  for  opposing  the  elimination  of 
the  withholding  provision.  There  were 
not  many  of  us.  The  Senator  from  Ok¬ 
lahoma  was  one  of  them.  This  will  be 
one  of  the  things  which  he  will  be  able 
to  plead  before  St.  Peter. 

Now  I  should  like  to  discuss — and  I 
will  try  not  to  take  too  much-  time — 
the  administrative  provisions  of  the 
withholding  system,  because  there  has 
been  a  great  deal  of  misrepresentation 
and  distortion. 


SIMPLE  PLAN  TO  ADMINSTER 

Basically,  the  plan  is  very  simple.  The 
institution  which  pays  interest,  divi¬ 
dends,  or  patronage  dividends  would  be 
required  to  deduct  a  fiat  20  percent  from 
these  payments  and  remit  the  total 
amount  to  the  Government  once  a  quar¬ 
ter.  The  plan  includes  several  relief 
provisions  which  would  insure  that  in¬ 
dividuals  and  other  taxpayers  who  owe 
little  or  no  tax  on  their  dividend  and 
income  will  not  be  unduly 

basi^^lipJe- Wittlholding-  These  thl-ee 
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plan:  it  would  hurt  many  people  with 
low  incomes  who  depend  on  their  divi¬ 
dend  and  interest  income  for  living  ex¬ 
penses;  it  would  result  in  a  maze  of 
paperwork  and  confusion  for  the  tax¬ 
payer;  and  it  would  impose  heavy  bur¬ 
dens  on  the  paying  institutions.  We 
have  already  pointed  out  that  withhold¬ 
ing  would  be  far  less  burdensome  to  the 
payers  than  the  new  information  re¬ 
porting  plan.  The  other  two  objections 
are  equally  groundless. 

WITHHOLDING  WOULD  NOT  HURT  LOW-INCOME 
INDIVIDUALS 

There  have  been  repeated  accusations 
that  withholding  will  unfairly  deprive 
low-income  people  of  funds  which  they 
need  to  meet  their  living  expenses.  This 
is  just  not  true. 

CHILDREN  AND  LOW  INCOME  GROUPS  EXEMPT 

In  the  first  place,  we  have  shown  that 
there  are  very  few  of  those  in  the  low 
income  brackets  who  get  dividends,  and 
not  a  great  many  who  get  interest. 
Those  with  such  low  incomes  that  they 
do  not  owe  any  taxes  could  completely 
avoid  withholding  in  almost  every  case 
merely  by  filing  simple  exemption  cer¬ 
tificates  with  the  paying  institutions. 
Children  under  18  would  be  exempt  from 
withholding  regardless  of  their  tax 
status.  There  can  be  no  hardship  for 
these  people,  since  withholding  will  not 
even  apply. 

QUARTERLY  REFUNDS 

It  is  true  that  there  would  be  some 
people  who,  although  they  owe  some  tax, 
would  be  subject  to  overwithholding. 
These  people,  however,  can  obtain  quar¬ 
terly  refunds  of  the  overwithheld  tax 
merely  by  filing  a  simple  refund  claim. 

I  should  like  to  point  out  that  in  the 
case  of  wages  and  salaries,  the  wage  and 
salary  worker  can  get  a  refund  only  once 
a  year.  The  withholding  plan  for  divi¬ 
dends  and  interest  would  provide  a  re¬ 
fund  once  a  quarter.  It  would  give  those 
who  receive  dividends  and  interest  a 
refund  once  a  quarter. 

Furthermore,  it  has  been  found  that 
37  million  recipients  of  wages  and  sal¬ 
aries  ask  for  refunds.  Those  refunds 
are  completed  within  3  or  4  weeks,  which 
is  a  most  extraordinary  performance  by 
the  Internal  Revenue  Service.  They  get 
their  money  back  within  a  month.  This 
is  done  on  a  volume  of  37  million  claims. 
I  wish  to  make  that  clear.  The  average 
return  is  $142.  Under  the  withholding 
plan  for  dividends  and  interest,  only 
about  one-fifth  as  many  refunds  will 
have  to  be  made. 

Under  such  a  withholding  plan  as  is 
now  in  effect  for  wages  and  salaries,  14.3 
percent  of  the  taxes  collected  by  wage 
withholding  must  be  refunded;  the  com¬ 
parable  figure  for  dividend  and  interest 
withholding  would  be  only  5.5  percent, 
and  most  of  this  will  be  returned  quar¬ 
terly. 

MOST  ELDERLY  EXEMPT 

A  great  many  crocodile  tears  have  been 
shed  about  the  elderly,  how  they  will  be 
heavily  penalized  under  the  withhold¬ 
ing  plan.  I  do  not  believe  that  we  fully 
realize  the  exemptions  which  are  now 
given  for  tax  purposes  for  those  over  the 
age  of  65. 
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DOUBLE  PERSONAL  EXEMPTION 

The  ordinary  exemption  is  $600  per 
person.  It  is  double  for  those  over  65 
years  of  age.  The  husband  would  get 
an  exemption  of  $1,200,  and  his  wife,  if 
over  65,  would  get  an  exemption  of 
$1,200.  The  total  exemption,  therefore, 
would  be  $2,400. 

RETIREMENT  INCOME  CREDIT 

Then,  in  addition,  there  is  a  little 
known  tax  credit  exemption  for  retire¬ 
ment  income.  This  is  not  known  by  the 
average  person.  When  we  found  out 
about  it  in  the  Finance  Committee  it 
came  with  a  good  deal  of  surprise  to 
many  of  us.  A  person  over  the  age  of 
65  can  get  a  $240  tax  credit,  which  is  the 
equivalent  of  a  $1,200  deduction,  on 
amounts  received  from  dividends  and  in¬ 
terest,  rents,  royalties,  and  pensions. 
The  wife  would  get  it  for  any  such 
amounts  received  in  her  name.  Assum¬ 
ing,  then,  that  they  both  get  the  $240 
tax  credit,  or  the  equivalent  of  a  deduc¬ 
tion  of  $1,200  each,  thus,  added  to  the 
double  exemption  of  $2,400,  would  make 
the  first  $4,800  of  income  totally  tax 
exempt. 

ELDERLY  COUPLE  NEEDS  $5,300  IN  INTEREST 
OR  $6,100  IN  DIVIDENDS  TO  BE  TAXABLE 

In  addition  to  this,  there  is  the  10 
percent  standard  deduction.  This 
means  that  those  who  receive  $5,300 
from  interest,  will  pay  no  taxes  at  all, 
and  would  therefore  be  exempt  from 
withholding.  Those  who  receive  $6,100 
from  dividends  would,  in  addition  to 
these  three  deductions,  get  a  dividend 
credit  of  4  percent  under  existing  law, 
which  would  mean  that  their  income 
would  have  to  be  $6,100  before  they 
would  be  liable  to  pay  a  single  dollar  in 
taxes.  Therefore,  those  who  receive  less 
than  these  sums  would  have  no  with¬ 
holding  applied  to  them  at  all. 

NO  WITHHOLDING  ON  ELDERLY  EXCEPT  FOR 
THOSE  WITH  LARGE  INCOMES 

Let  us  see  how  much  capital  they 
would  have  to  have  to  get  these  incomes. 
If  a  couple  received  the  maximum  social 
security  benefit  of  $2,178  and  also  inter¬ 
est  income  of  $3,200  a  year,  the  $3,200  of 
interest  at  4  percent  would  represent  a 
savings  account  of  about  $80,000.  In 
other  words,  those  receiving  the  maxi¬ 
mum  social  security  benefit  and  having 
$80,000  in  savings  at  4  percent  would 
not  be  liable  for  a  single  cent  in  income 
taxes;  therefore,  there  would  be  no  with¬ 
holding  in  their  case. 

If  they  received  dividends,  then  their 
amount  would  be  even  greater.  Of 
course,  if  they  do  not  have  any  social  se¬ 
curity  and  get  the  $5,100  at  4  percent, 
that  would  be  roughly  $125,000.  The 
$6,100  at  a  dividend  rate  of  4  percent 
would  be  over  $150,000.  So  they  would 
not  exactly  be  paupers.  Neither  widows 
nor  orphans  nor  old  people  would  be  in¬ 
jured  by  withholding.  It  is  clear  that 
hardship  to  low  income  individuals  and 
the  aged  cannot  be  used  as  an  excuse 
for  abandoning  withholding.  There  is 
just  no  such  hardship.  Furthermore, 
withholding  would  be  a  simple  and  effi¬ 
cient  means  for  an  individual  to  pay  his 
taxes  on  dividends  and  interest. 
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NO  MAZE  OF  CONFUSION 

It  has  been  claimed  that  withholding 
will  result  in  a  maze  of  confusion  for  the 
American  taxpayers.  For  the  great  ma¬ 
jority  of  taxpayers,  the  only  burden 
caused  by  withholding  would  be  two  ad¬ 
ditional  computations  on  the  tax  re¬ 
turn — those  involved,  in  a  simple  sched¬ 
ule.  In  addition  to  ehtering  the  amount 
of  his  dividends  and  interest  on  the  re¬ 
turn  as  at  present,  the  taxpayer  would, 
as  a  result  of  withholding,  be  required 
to  divide  this  amount  by  4,  and  then 
add  these  two  amounts  together  to  de¬ 
termine  the  amount  of  his  dividends  and 
interest  to  be  reported  as  income  and 
the  amount  of  credit  he  would  be  per¬ 
mitted  for.  the  withheld  tax.  This  is  the 
extent  of  the  “maze  of  confusion”  for 
the  taxpayer. 

For  many  taxpayers,  withholding 
would  actually  reduce  their  paperwork 
by  eliminating  the  necessity  for  filing 
quarterly  estimated  tax  returns. 

Those  who  raise  this  objection  com¬ 
pletely  ignore  the  fact  that  most  Ameri¬ 
cans  already  operate  under  a  much  more 
complicated  withholding  system  on  their 
wages,  with  no  maze  of  confusion.  It  is 
ignoring  reality  to  say  that  they  will  not 
be  able  to  adapt  to  the  much  simplier 
system  for  withholding  on  dividends  and 
interest. 

Mr.  KEFAUVER.  Mr.  President,  will 
the  Senator  from  Illinois  yield? 

Mr.  DOUGLAS.  I  yield. 

Mr.  KEFAUVER.  I  have  appreciated 
that  part  of  the  Senator’s  learned  ad¬ 
dress  which  I  have  heard.  As  to  with¬ 
holding,  was  not  the  same  scare  raised 
about  the  same  type  of  withholding  of 
the  tax  on  wages  in  1940?  * 

Mr.  DOUGLAS.  I  was  not  then  a 
Member  of  Congress,  being  otherwise  oc¬ 
cupied;  but  from  reading  the  Congres¬ 
sional  Record,  I  know  that  is  true. 

Mr.  KEFAUVER.  I  had  the  privilege 
of  being  a  Member  of  Congress.  I  re¬ 
member  that  all  the  same  points  were 
raised,  with  even  more  force  and  vehe¬ 
mence  at  that  time,  about  the  withhold¬ 
ing  of  taxes  on  salaries,  than  has  been 
raised  about  the  withholding  of  taxes  on 
dividends  and  interest.  I  have  the  feel¬ 
ing  that  with  the  very  liberal  amend¬ 
ments  which  have  been  suggested,  the 
people  would  find  it  even  less  onerous 
than  they  have  found  the  withholding  of 
taxes  on  salaries  to  be,  and  that  system 
has  worked  out  quite  well,  as  we  all 
know. 

Mr.  DOUGLAS.  I  thank  the  Senator 
from  Tennessee.  That  is  exactly  my 
opinion. 

ONLY  TAX  EVADERS  AND  AVOIDERS  WILL  BE 
HURT 

Who  will  be  hurt?  The  people  who 
will  be  hurt  are  those  who  fail  to  pay 
the  taxes  due  on  their  dividend  and  in¬ 
terest  income.  They  should  not  obtain 
exemption  by  denying  to  the  rest  of  the 
community  the  taxes  which  they  owe. 

Perhaps  one  reason  behind  the  cam¬ 
paign  against  withholding  is  that  the 
savings  institutions  of  the  Nation  get  an 
automatic  snowballing  of  capital  from 
the  interest  or  dividends  which  they 
credit  to  the  accounts  of  the  individuals, 
which  are  never  checked  out  into  the 
demand  deposits  of  the  individual,  and 


which  automatically  are  added  to  capi¬ 
tal.  To  the  degree  that  taxes  are  not 
paid  upon  those  accounts — and  I  think 
they  must  run  into  many,  many  millions 
of  dollars  a  year — they  increase  the  capi¬ 
tal  assets  of  the  institutions  and  enable 
those  assets  to  snowball  much  more  rap¬ 
idly  by  thus  using  money  really  owed 
to  the  community.  In  other  words,  the 
savings  institutions  are  getting  a  large 
degree  of  their  growth  on  the  taxes 
avoided  and  evaded  by  their  members. 

Mr.  President,  I  ask  unanimous  con¬ 
sent  that  a  question  and  answer  sheet 
which  I  have  prepared  on  withholding 
contained  in  a  previous  Senate  speech  be 
printed  at  the  end  of  my  remarks. 

The  PRESIDING  OFFICER.  With¬ 
out  objection,  it  is  so  ordered. 

(  See  exhibit  6.) 

INVESTMENT  CREDIT 

Mr.  DOUGLAS.  Mr.  President,  I  had 
intended  to  discuss  the  question  of  the 
investment  credit  at  some  length,  but 
the  Senator  from  Wisconsin  [Mr.  Prox- 
mire]  delivered  one  of  the  most  extraor¬ 
dinary  and  learned  speeches  on  any  tax 
subject  that  has  ever  been  delivered  in 
the  Senate  on  the  question  of  the  invest¬ 
ment  credit.  I  was  not  privileged  to 
hear  all  of  that  speech,  but  I  read  it  yes¬ 
terday  with  close  attention,  and  no 
fairer,  more  concise,  and  yet  more  accu¬ 
rate,  description  of  the  present  proposal 
has  ever  been  given. 

Anyone  who  studies  the  Proxmire 
speech  of  Saturday  can  only  be  driven 
to  the  conclusion  that  this  is  a  field 
which  needs  to  be  covered  much  more 
carefully  than  the  committee  has  done. 

So  I  am  going  to  ask  unanimous  con¬ 
sent  that  the  statements  which  I  have 
prepared  on  the  investment  credit  be 
printed  in  the  Record  at  this  point  in  my 
remarks.  I  urge  every  Member  of  the 
Senate  and  every  member  of  the  press 
to  read  the  great  speech  of  the  Senator 
from  Wisconsin. 

The  PRESIDING  OFFICER.  With¬ 
out  objection  the  statements  were  or¬ 
dered  to  be  printed  in  the  Record,  as 
follows: 

The  Investment  Credit — The  Opening  of 
Another  Loophole 

WHAT  THE  INVESTMENT  CREDIT  IS 

1.  The  bill  in  its  present  form  provides  a 
tax  credit  of  7  percent  on  amounts  invested 
in  new  tangible  depreciable  property,  other 
than  buildings,  which  is  subject  to  a  depre¬ 
ciation  life  of  more  than  8  years.  There  are 
certain  limitations  which  can  be  briefly 
stated:  (a)  If  the  life  of  the  property  is  less 
than  4  years,  no  credit  will  be  granted:  (b) 
if  the  life  is  from  4  to  6  years,  only  one- 
third  of  the  credit  (2y3  percent)  will  be 
granted:  (c)  if  the  life  is  from  6  to  8  years, 
then  two-thirds  of  the  credit  (4%  percent) 
will  be  granted.  The  credit  for  used  prop¬ 
erty  is  limited  to  the  first  $50,000  of  in¬ 
vestment. 

2.  The  bill  also  provides  a  3 -percent  credit 
for  regulated  private  utilities  such  as  tele¬ 
phone  and  domestic  telegraph,  gas  and  elec¬ 
tric  companies. 

3.  The  investment  credit  can  be  offset  dol¬ 
lar  for  dollar  against  taxes  owed  up  to 
$25,000  but  above  that  amount  may  not  re¬ 
duce  tax  liability  by  more  than  25  percent. 

4.  The  Long  amendment  adopted  by  the 
Finance  Committee  slightly  reduces  the  ef¬ 
fect  of  these  tax  credits  in  later  years  by 
providing  that  the  basic  cost  of  the  asset 


shall  not  exceed  the  value  of  the  asset 
minus  the  investment  credit.  Thus,  depre¬ 
ciation  is  limited  to  93  percent  of  the  orig¬ 
inal  cost  of  the  asset  (97  percent  for  util¬ 
ities)  . 

The  Department  of  Commerce  estimates 
that  the  production  of  durable  equipment  in 
1961  amounted  to  $25.5  billion.  A  7-percent 
reduction  in  this  would  amount  to  $1%  t>U“ 
lion  annually.  This  would  be  reduced  in 
practice  by  the  lower  rate  for  the  private 
utilities,  the  exceptions  listed  above,  and 
the  Long  amendment. 

It  is  probably  safe  to  estimate  the  initial 
loss  of  revenue  from  this  feature  of  the  bill 
at  somewhere  between  $1.1  billion  to  $1.4 
billion.  We  personally  believe  it  will  amount 
to  not  far  from  $1.3  billion. 

This  measure  is  advocated  by  the  ma¬ 
jority  as  a  means  of  stimulating  industry  to 
improve  its  plant  and  machinery,  reduce  its 
costs,  and  by  stimulating  investment  to  ex¬ 
pand  employment  and  reduce  unemploy¬ 
ment. 

Here  it  should  be  noted  that  the  tax  credit 
originally  proposed  by  the  administration 
was  on  net  additional  investment,  or  the 
amount  invested  in  industry  over  and  above 
that  allowed  for  depreciation.  There  would 
have  been  strong  grounds  for  supporting 
such  a  proposal  or  one  which  would  have 
given  the  credit  to  increases  in  investment 
over  the  average  for  a  previous  3-  or  5 -year 
period.  But  during  its  consideration  by  the 
House  Ways  and  Means  Committee,  this  pro¬ 
posal  was  vulgarized  almost  beyond  recog¬ 
nition.  Instead  of  being  a  bonus  for  net 
additional  investment  or  for  increased  in¬ 
vestment,  it  was  transformed  into  a  credit 
for  all  investment  (aside  from  buildings) 
or  what  may  be  termed  gross  investment. 
Thus,  if  a  company  invests  less  than  the 
physical  depreciation  of  its  machinery  and 
equipment,  it  will  still  get  a  7-percent  credit, 
or  a  14-percent  tax  deduction  on  this  gross 
investment.  To  repeat,  an  actual  decrease  in¬ 
investment  as  compared  with  the  years  prior 
to  July  1,  1962,  will  be  rewarded. 

WOULD  THE  INVESTMENT  CREDIT  APPRECIABLY 
STIMULATE  INVESTMENT? 

In  other  words,  by  giving  the  rewards  on 
average  gross  investment  rather  than  on 
marginal  net  investment  any  possible  stim¬ 
ulus  to  added  investment  is  greatly  reduced 
and  in  our  judgment  is  very  slight  indeed. 
We  are  confirmed  in  this  opinion  by  the 
results  of  the  McGraw-Hill  survey  in  the 
spring  of  1962.  The  question  asked  by  Mc¬ 
Graw-Hill  was  as  follows : 

“If  the  administration’s  program  of  tax 
incentives  for  investment  were  enacted,  how 
much  would  this  increase  your  capital  ex¬ 
penditures  in  1962?” 

In  reply  to  this,  business  as  a  whole  indi¬ 
cated  that  it  would  raise  its  1962  plans  by 
only  about  1  percent,  or  about  $300  million. 
Nine  out  of  every  ten  companies  which 
replied  stated  that  they  would  not  use  such 
a  program  in  1962. 

Since  the  bonus  under  the  proposed  in¬ 
vestment  credit  will  amount  to  about  $1.1  to 
$1.4  billion,  this  would  mean  that,  out  of 
every  dollar  which  the  Government  will  lose 
in  taxes,  less  than  30  cents  will  find  its  way 
into  increased  investment  in  American  in¬ 
dustry.  This  is  a  very  high  price  to  pay  for 
a  little  stimulus. 

The  National  Industrial  Conference  Board 
made  a  special  survey  in  late  March  and  early 
April  1962  of  the  1,000  largest  manufactur¬ 
ing  corporations  in  the  United  States  to  de¬ 
termine  what  effect  the  7-percent  invest¬ 
ment  credit  would  have  upon  their  capital 
investment.  While  the  influence  of  the 
credit  on  the  plans  of  the  companies  varied 
somewhat  from  industry  to  industry,  the  re¬ 
sults  were  that  only  8  percent  of  those  re¬ 
sponding  said  they  would  revise  their  capital 
spending  for  the  balance  of  1962  if  the  credit 
were  enacted  by  mid-1962.  Seventeen  per- 
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cent  of  the  reporting  companies  said  they 
would  increase  their  investments  in  1963  if 
the  credit  were  enacted  by  the  end  of  the 
current  session  of  Congress.  But  the  prospec¬ 
tive  change  in  the  dollar  volume  of  capital 
spending  in  1963  as  a  result  of  the  credit 
would  be  as  small  as  1  percent. 

As  the  report  of  the  survey  states: 

“Overall,  *  »  *  the  increase  in  1963  outlays 
expected  on  account  of  the  investment  tax 
credit  may  be  small  in  relation  to  its  poten¬ 
tial.  In  more  than  half  of  the  industries 
covered,  moreover,  the  imputed  difference 
was  less  than  1  percent.” 1 

There  are  already  more  than  adequate 
funds  available  for  investment  on  the  part 
of  corporations  which  they  are  refusing  to 
use  for  this  purpose.  Thus  the  July  1962 
Survey  of  Current  Business,  issued  by  the 
Department  of  Commerce  (p.  24) ,  shows  that 
in  1961  American  corporations  had  acquired 
$43.1  billion  of  corporate  funds8  but  in¬ 
vested  only  $31.3  billion  in  equipment  and 
inventories.3  In  this  one  year,  therefore, 
they  piled  up  nearly  $12  billion  in  liquid 
assets.  There  were  also  very  large  accumu¬ 
lations  of  liquid  assets  in  preceding  years, 
amounting  to  about  $5  billion  in  1960  and 
an  equal  amount  in  1959.4  If  business  con¬ 
ditions  did  not  cause  American  corporations 
to  invest  these  huge  sums  in  past  years,  there 
is  little  prospect  that  the  extra  bonus  of  $1.3 
billion  will  be  translated  into  investment. 
What  is  more  likely  to  happen  is  that  the 
overwhelming  proportion  will  also  pass  into 
the  cash  reserves  and  swell  them  still  fur¬ 
ther.  There  would  seem  to  be  little  prospect 
that  the  investment  credit  will  have  any 
real  stimulative  effect.  It  will  increase  the 
power  and  wealth  of  the  already  powerful 
and  wealthy. 

We  should  also  realize  that  a  very  large 
percentage  of  plant  and  equipment  now  lies 
idle  and  unutilized  primarily  because  there 
is  not  adequate  demand  for  the  goods  which 
could  be  produced  at  the  prices  charged. 

The  McGraw-Hill  index  of  plant  utilization 
is  now  at  approximately  85  percent.  Even 
though  the  15  percent  which  now  lies  idle 
is  partially  composed  of  a  “standby”  reserve 
or  is  markedly  obsolete,  it  is  still  true  that 
the  percentage  of  plant  utilized  is  5  or  6 
percent  short  of  what  would  be  used  under 
full  employment.  Can  it  be  maintained  that, 
if  good  machinery  and  equipment  is  thus 
allowed  to  lie  idle  because  of  a  shortage  in 
effective  demand  relative  to  prices,  a  bonus 
on  investment  would  stimulate  a  still  fur¬ 
ther  increase  in  machinery  and  equipment? 
For  would  not  this  still  further  increase  the 
already  high  percentage  of  idle  equipment? 

In  addition,  it  should  be  realized  that, 
while  the  purpose  of  the  investment  credit 
is  to  stimulate  economic  growth  and  to  help 
business  to  compete  more  effectively  in 
foreign  markets,  it  would  in  fact  be  given 
all  the  way  across  the  board  without  regard 
to  the  quality  or  social  need  for  the  invest¬ 
ment.  Thus,  the  credit  would  be  available 
for  such  investments  as  a  new  ski-lift  at 
Sun  Valley  or  in  Vermont,  an  escalator  in  a 
department  store,  new  farm  machinery  to 
spread  fertilizer  on  lands  which  are  already 
overproducing,  klieg  lights  in  a  burlesque 
house,  and  martini-mixing  machines  in  a 
bar.  Other  investments  of  an  even  more 


1  The  Business  Record,  National  Industr 
Conference  Board,  August  1962,  p.  19. 

8  Made  up  as  follows  (in  billions  of  d< 
lars)  :  Retained  profits,  $7.3;  depreciatic 
$24.8;  sale  of  stocks,  $4.5;  sale  of  bonds,  $S 
3  Made  up  of  $29.6  billion  in  plant  a: 
equipment  and  $1.8  billion  in  inventories 
1  John  K.  Landrum  seems  to  come  to  t 
same  general  conclusion,  although  wi 
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questionable  nature  would  receive  the  bonus. 

It  is  hard  to  see  how  this  increases  our 
efficiency  as  compared  with  other  countries 
or  whether  this  serves  meaningful  economic 
growth. 

The  3-percent  credit  which  is  to  go  to 
utilities  would  be  completely  wasted  and 
is  wholly  unnecessary. 

The  rate  of  return  of  the  private  utilities 
is  regulated  by  both  State  and  Federal  bodies. 
If  regulation  is  properly  carried  out,  then 
any  favorable  tax  consequences  of  the  credit 
would  be  offset  by  reductions  in  the  rates 
charged  to  consumers. 

If  not  properly  carried  out,  it  would  be  an 
outright  gift  to  the  private  utilities,  for  it 
would  merely  increase  their  rate  of  return 
above  that  set  by  the  regulatory  bodies. 

In  addition,  the  3-percent  credit  for  utili¬ 
ties  has  nothing  to  do  with  other  stated  pur¬ 
poses  of  the  credit,  namely,  to  help  moder¬ 
nize  industry  or  to  make  it  more  competi¬ 
tive  in  world  markets. 

WHO  HAS  BEEN  GETTING  THE  TAX  CUTS? 

Let  us  also  note  the  way  in  which  tax 
benefits  and  reductions  have  been  made  dur¬ 
ing  these  last  8  years.  In  1954,  accelerated 
depreciation,  with  the  double  declining 
balance  and  the  sum  of  the  digits  methods, 
was  authorized  by  Congress.  This  amounted 
to  an  initial  loss  of  revenue  to  the  Govern¬ 
ment  of  at  least  $2  billion  a  year.  This  went 
to  the  industrial  corporations  and  to  the 
industrialists.  At  the  same  time  the  $50 
dividend  exclusion  and  the  4  percent  credit 
were  passed  in  1954  which  gave  $400  million 
a  year  more  to  the  owners  of  common  stocks. 
This  summer  the  Treasury  has  issued  a  new 
Bulletin  F„  permitting  machinery  and 
equipment  to  be  depreciated  much  more 
rapidly.  It  is  estimated  that  this  will  reduce 
business  taxes  by  approximately  $1.5  billion 
a  year.  All  of  these  taken  together  come  to 
just  short  of  $4  billion  a  year. 

Now  we  have  this  provision  for  the  invest¬ 
ment  credit  which  will  give  the  investors  in 
machinery  and  equipment  at  least  another 
$1.3  billion  annually.  Thus,  in  8  years  we 
have  decreased  the  annual  tax  burden  on  in¬ 
dustry  by  over  $5  billion  a  year.  This,  of 
course,  goes  to  the  upper  income  groups  in 
society  who  own  the  overwhelming  propor¬ 
tion  of  the  stock  of  American  corporations. 

During  this  period  the  low-  and  middle- 
income  groups  have  received  virtually  noth¬ 
ing  in  the  way  of  tax  cuts.  It  is  about  time 
that  the  United  Statese  was  less  partial  in 
its  distribution  of  favors.  This  is  true  both 
on  economic  and  ethical  grounds. 

INVESTMENT  CREDIT  A  FORM  OF  THE  TRICKLE- 
DOWN  THEORY 

The  basic  way  in  which  investment  is  stim¬ 
ulated  and  the  economy  moved  forward  is 
not  by  granting  incentives  for  increased  cap¬ 
ital  expenditures  at  a  time  when  the  exist¬ 
ing  plant  and  equipment  is  not  fully  used, 
but  by  increasing  the  demand  for  the  prod¬ 
ucts  which  the  existing  plant  and  equipment 
can  produce  which,  in  turn,  will  stimulate 
investment.  In  other  words,  the  investment 
credit  proposed  is  really  a  form  of  the  trickle- 
down  theory  of  economics  which  has  largely 
been  shown  to  be  ineffective  in  the  past. 
We  believe  instead  in  the  theory  that  pur¬ 
chasing  power  should  be  built  from  the  bot¬ 
tom  up. 

INVESTMENT  CREDIT  OPENS  UP  ANOTHER 
LOOPHOLE 

Finally,  the  investment  credit  would  open 
up  more  tax  loopholes  and  would  be  quickly 
extended  to  other  fields. 

As  nearly  as  possible  a  proper  tax  system 
should  be  neutral  in  the  way  it  treats  both 
income  and  expenditures.  If  we  could  have 
an  absolutely  just  tax  system  it  would  prob¬ 
ably  make  no  distinctions  as  to  the  amount 
of  tax  to  be  paid  on  income  or  deductions 
for  expenditures,  no  matter  where  the  funds 


were  derived  or  for  what  they  were  spent.  It 
is  the  failure  to  carry  out  this  principle 
which  has  so  eroded  our  present  tax  system 
and  which  has  made  it  so  unjust. 

For  example,  income  from  a  wage  or  salary, 
in  general,  is  taxed  at  the  full  rate,  but  in¬ 
come  from  oil,  or  from  stock  options,  or  from 
the  cutting  of  timber,  or  from  dividends,  or 
from  gains  on  the  stock  market,  or  from  the 
sale  of  real  property,  among  others,  is  taxed 
at  lower  rates  and  has  special  privileges  not 
afforded  to  income  from  a  wage  or  salary. 

On  the  expenditure  side,  money  spent  for 
entertainment  expenses,  for  business  expense 
accounts,  including  yachts,  club  dues,  and 
so  forth,  are  deductible  from  taxable  income, 
while  the  expenses  of  an  ordinary  person 
driving  to  and  from  work,  or  the  payment 
of  rent,  or  expenditures  for  the  recreation 
or  education  of  one’s  children  are  not  de¬ 
ductible.  These  privileges  for  deductions 
and  allowances  go  almost  entirely  to  the 
strong,  the  powerful,  and  the  well-to-do,  and 
favor  high-income  groups  and  unearned  in¬ 
come  as  opposed  to  low  income  groups  and 
earned  income. 

The  main  purpose  of  tax  reform  is  to  try 
to  modify  or  to  do  away  with  some  of  these 
inequities  and  privileges  in  the  tax  laws. 

What  the  investment  credit  does  is  to  say 
that  for  social  purposes  we  should  give  a 
special  tax  privilege  for  funds  used  to  buy 
most  kinds  of  depreciable  property.  At  least 
as  good  a  case  can  be  made  that  society  would 
be  as  wise  to  allow  deductions  for  money 
spent  for  the  education  of  children,  for  a 
future  pension,  or  for  preventive  medicine 
rather  than  for  capital  Investment. 

Every  legislator  is  pressed  almost  daily  by 
some  constituent  or  interest  group  to  vote 
for  a  tax  reduction  for  their  particular  in¬ 
terest.  Once  we  start  on  this  road  it  is  al¬ 
most  impossible  to  stop.  For  this  reason 
alone  it  is  very  unwise  to  give  a  special  de¬ 
duction  for  funds  which  are  spent  in  this 
particular  way:  namely,  for  capital  invest¬ 
ment.  It  would  be  equally  unwise  to  give 
deductions  for  most  of  these  other  proposals. 

If  the  7-percent  tax  credit  is  allowed  on 
machinery  and  equipment,  it  will  be  only  a 
short  time  before  it  will  be  granted  on  plant 
and  buildings,  and  this  will  amount  to  an¬ 
other  revenue  loss  of  not  far  from  $1.5  bil¬ 
lion.  Indeed,  proposals  to  this  effect  have 
already  been  made.  Residential  construc¬ 
tion  would  not  be  left  behind  for  long  and 
this  would  take  another  $1.5  billion  away 
from  our  revenue.  It  would  also  be  inevi¬ 
table  that  the  principle  of  H.R.  10  would 
find  its  way  into  enactment,  and  moneys  de¬ 
voted  to  purchasing  voluntary  retirement 
plans  would  be  exempted  from  taxation.  So 
would  expenditures  to  educate  children  in 
college. 

The  final  result  would  be  that  only  income 
spent  for  current  consumption  would  be 
taxed.  This  would  be  a  kind  of  sales  tax 
which  would  be  highly  regressive  in  nature 
and  would  weigh  proportionately  far  more 
heavily  upon  those  with  lower  or  middle  in¬ 
comes  than  upon  those  with  large  resources. 
State  and  local  taxation  is  already  highly 
regressive.  This  is  only  made  bearable  by 
the  fact  that  Federal  taxation  is  progressive 
and  hence  introduces  a  kind  of  rough  propor¬ 
tionality  over  the  range  of  most  incomes. 
To  make  Federal  taxation  also  regressive  or 
less  progressive  would  in  our  opinion  be 
grossly  unjust.  And  yet  that  is  precisely  the 
end  result  toward  which  the  opening  of  these 
loopholes  would  tend.  We  cannot  acquiesce 
in  these  tendencies  however  well  intentioned 
they  may  be. 

NOT  ORIGINAL  CREDIT 

Mr.  DOUGLAS.  The  present  invest¬ 
ment  credit  differs  very  markedly  from 
the  original  investment  credit  proposed 
by  President  Kennedy  and  the  admin¬ 
istration.  The  original  proposal  was  for 
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a  15  percent  investment  credit  on 
amounts  invested  in  excess  of  deprecia¬ 
tion  charges,  plus  6  percent  on  amounts 
invested  between  50  percent  of  deprecia¬ 
tion  and  100  percent  of  depreciation. 

Let  me  illustrate  what  that  proposal 
was.  Suppose  a  company  invested  $150,- 
000  and  that  its  depreciation  charges 
were  $100,000.  The  original  proposal 
would  have  provided  to  this  company  an 
investment  credit  of  15  percent  on  the 
$50,000,  excess  of  the  actual  investment 
over  the  $100,000  of  depreciation,  or  $7,- 
500,  and  6  percent  on  the  difference  be¬ 
tween  the  50-percent  depreciation  and 
the  100-percent  depreciation,  or  $3,000. 
So  the  total  investment  credit  would  have 
been  $10,500. 

ORIGINAL  CREDIT  ON  NET  INVESTMENT 

The  emphasis  throughout  was  placed 
upon  net  investment — investment  in  ex¬ 
cess  of  depreciation.  It  was  designed  to 
stimulate  net  investment,  or  what  per¬ 
haps  could  be  called,  in  economic  terms, 
a  form  of  marginal  investment.  I  think 
it  would  have  been  still  better  if  the  in¬ 
vestment  credit  had  been  paid  on  the  in¬ 
crease  in  the  amount  of  investment  over 
the  average  for  a  preceding  period  of 
years.  That  would  have  been  truly  a 
stimulation  of  additional  or  marginal  in¬ 
vestment. 

Mr.  GORE.  Mr.  President,  will  the 
Senator  yield? 

Mr.  DOUGLAS.  I  yield. 

Mr.  GORE.  Is  it  not  true  that  under 
either  the  provisions  of  the  original  in¬ 
vestment  credit  proposal  or  the  sugges¬ 
tion  which  the  able  Senator  has  just  now 
made,  a  specific  treatment  would  be  pro¬ 
vided?  Either  of  the  provisions  would 
be  designed  strictly  for  the  encourage¬ 
ment  of  investment  in  improved  plant 
and  production  facilities? 

Mr.  DOUGLAS.  Exactly  so. 

Mr.  GORE.  Over  and  beyond  the  nor¬ 
mal  depreciation  allowance  therefor? 

Mr.  DOUGLAS.  That  is  correct. 

Mr.  GORE.  But  as  the  provision  now 
comes  to  the  Senate,  it  is  available  to 
anyone  for  almost  any  purpose — slot  ma¬ 
chines  or  elevators  in  downtown  garages. 
Can  the  Senator  think  of  any  particular 
facility  that  wbuld  not  qualify? 

Mr.  DOUGLAS.  The  credit  would  be 
pretty  broadly  granted.  Quantitatively, 
the  present  provision  is  for  a  7-percent 
investment  credit  on  what  can  be  termed 
gross  investment  in  machinery  and 
equipment — the  credit  is  for  gross  in¬ 
vestments  even  though  they  are  less  than 
the  depreciation,  and  even  though  the 
investment  is  less  than  it  has  been  in 
preceding  years. 

Mr.  LAUSCHE.  Mr.  President,  will 
the  Senator  from  Illinois  yield? 

Mr.  DOUGLAS.  I  am  glad  to  yield. 
Mr.  LAUSCHE.  Does  the  right  to  ob¬ 
tain  the  credit  have  any  relationship  in 
this  bill  to  the  depreciation  fund  which 
has  been  established? 

Mr.  DOUGLAS.  None  at  all. 

Mr.  LAUSCHE.  In  other  words,  the 
depreciation  allowance  would  be  granted, 
regardless  of  that? 

Mr.  DOUGLAS.  That  is  correct. 

Mr.  LAUSCHE.  And  I  assume  it 
would  be  granted  in  anticipation  that  it 
would  be  used  to  replace  obsolete  and 
worn  out  equipment;  is  that  true? 


Mr.  DOUGLAS.  That  is  correct. 

Mr.  LAUSCHE.  But  this  credit  would 
be  made  available  on  the  basis  of  the 
amounts  which  normally  would  have 
been  reinvested  out  of  the  depreciation 
account,  as  well  as  out  of  the  new  in¬ 
vestments  induced  because  of  the  credit? 

Mr.  DOUGLAS.  That  is  absolutely 
correct. 

Mr.  President,  let  us  consider  a  firm 
with  $100,000  of  depreciation.  If  it  in¬ 
vested  only  $50,000  it  would  be  allowed 
a  credit  of  7  percent  of  that  amount,  or 
$3,500,  even  though  it  failed  by  50  per¬ 
cent  to  meet  the  actual  depreciation 
charges.  If  last  year  it  invested  $75,000 
and  this  year  reduced  that  investment 
to  $50,000,  it  would  get  its  7  percent  of 
the  $50,000.  In  other  words,  it  would 
get  a  7-percent  credit  of  its  gross  in¬ 
vestment,  not  net  investment,  not  in¬ 
creased  investment,  but  total  investment, 
regardless  of  whether  it  was  made — as 
in  most  cases  it  would  have  been — 
whether  the  credit  was  in  the  law  or  not. 

CORPORATIONS  HAVE  AMPLE  INVESTMENT  FUNDS 

I  believe  it  should  be  noted — as  the 
Senator  from  Wisconsin  [Mr.  Proxmire] 
pointed  out  in  his  very  able  speech  on 
Saturday — that  the  cash  and  liquid 
funds  of  U.S.  corporations  are  “running 
out  of  their  ears.”  The  July  1962  Survey 
of  Current  Business  shows,  on  page  24, 
that  in  1961,  American  corporations  had 
acquired  $43.1  billion  of  corporate  funds 
but  invested  only  $31.3  billion  in  equip¬ 
ment  and  inventories.  In  this  one  year, 
therefore,  they  piled  up  nearly  $12  bil¬ 
lion  in  liquid  assets.  There  were  also 
very  large  accumulations  of  liquid  assets 
in  preceding  years,  amounting  to  about 
$5  billion  in  1960  and  an  equal  amount 
in  1959.  If  business  conditions  did  not 
cause  American  corporations  to  invest 
these  huge  sums  in  past  years,  there  is 
little  prospect  that  the  extra  bonus  of 
$1.3  billion — which  this  investment 
credit  would  give — will  be  translated  into 
investment.  What  is  more  likely  to  hap¬ 
pen  is  that  the  overwhelming  proportion 
will  also  pass  into  the  cash  reserves  and 
swell  them  still  further.  There  would 
seem  to  be  little  prospect  that  the  in¬ 
vestment  credit  will  have  any  real  stim¬ 
ulative  effect.  It  will  increase  the  power 
and  wealth  of  the  already  powerful  and 
wealthy. 

As  I  think  the  chairman  of  the  com¬ 
mittee  once  said,  there  would  be  a  big 
subsidy  to  big  business.  I  want  to  ap¬ 
plaud  the  chairman  of  the  committee 
for  making  that  statement. 

We  should  also  realize,  as  the  Sena¬ 
tor  from  Wisconsin  [Mr.  Proxmire] 
pointed  out,  that  a  very  large  percentage 
of  plant  and  equipment  now  lies  idle  and 
unutilized  primarily  because  there  is  not 
adequate  demand  for  the  goods  which 
could  be  produced  at  the  prices  charged. 

The  McGraw-Hill  index  of  plant  util¬ 
ization  is  now  at  approximately  85  per¬ 
cent — meaning  that  15  or  16  percent  now 
lies  idle.  Even  though  the  15  percent 
which  now  lies  idle  is  partially  composed 
of  a  standby  reserve  or  is  markedly 
obsolete,  it  is  still  true  that  the  per¬ 
centage  of  plant  utilized  is  5  or  6  per¬ 
cent  short  of  what  would  be  used  under 
full  employment.  Can  it  be  maintained 
that,  if  good  machinery  and  equipment 


is  thus  allowed  to  lie  idle  because  of  a 
shortage  in  effective  demand  relative  to 
prices,  a  bonus  on  investment  would 
stimulate  a  still  further  increase  in  ma¬ 
chinery  and  equipment?  For  would  not 
this  still  further  increase  the  already 
high  percentage  of  idle  equipment? 

In  addition,  it  should  be  realized  that, 
while  the  purpose  of  the  investment 
credit  is  to  stimulate  economic  growth 
and  to  help  business  to  compete  more  ef¬ 
fectively  in  foreign  markets,  it  would  in 
fact  be  given  all  the  way  across  the 
board  without  regard  to  the  quality  or 
social  need  for  the  investment.  Thus, 
the  credit  would  be  available  for  such  in¬ 
vestments  as  a  new  ski -lift  at  Sun  Val¬ 
ley  or  in  Vermont,  an  escalator  in  a  de¬ 
partment  store,  new  farm  machinery  to 
spread  fertilizer  on  lands  which  are  al¬ 
ready  overproducing,  klieg  lights  in  a 
burlesque  house,  and  martini-mixing 
machines  in  a  bar.  Other  investments  of 
an  even  more  questionable  nature  would 
receive  the  bonus.  Indeed,  there  might 
be  investments  in  depreciable  equipment 
in  places  of  even  more  questionable  repu¬ 
tation — in  houses  which  are  not  homes; 
and  they  would  receive  the  bonus. 

It  is  hard  to  see  how  this  increases  our 
efficiency  as  compared  with  other  coun¬ 
tries  or  whether  this  serves  meaningful 
economic  growth. 

WHO  HAS  BEEN  GETTING  THE  TAX  CUTS? 

Let  us  also  note  the  way  in  which  tax 
benefits  and  reductions  have  been  made 
during  these  last  8  years.  In  1954,  ac¬ 
celerated  depreciation,  with  the  double 
declining  balance  and  the  sum  of  the 
digits  methods,  was  authorized  by  Con¬ 
gress.  This  amounted  to  an  initial  loss 
of  revenue  to  the  Government  of  at  least 
$2  billion  a  year. 

Although  this  may  be  made  up  later 
by  the  individual  investments,  there  is 
an  ultimate  net  loss  to  the  Treasury,  be¬ 
cause  of  the  fact  that  the  initial  loss 
never  is  made  up  subsequently.  During 
these  early  years  there  is  a  postpone¬ 
ment  or  forgiveness. 

This  $2  billion  a  year — and  I  believe 
that  is  a  modest  figure  to  use  in  that 
connection — went  to  the  industrial  cor¬ 
porations  and  to  the  industrialists.  At 
the  same  time  the  $50  dividend  exclu¬ 
sion  and  the  4-percent  credit  were  passed 
in  1954  which  gave  $400  million  a  year 
more  to  the  owners  of  common  stocks. 
This  summer  the  Treasury  has  issued  a 
new  Bulletin  F,  permitting  machinery 
and  equipment  to  be  depreciated  much 
more  rapidly.  It  is  estimated  that  this 
will  reduce  business  taxes  by  approxi¬ 
mately  $1.5  billion  a  year.  All  of  these 
taken  together  come  to  just  short  of  $4 
billion  a  year. 

Let  me  say,  in  connection  with  the  re¬ 
vision  of  Bulletin  F,  that  I  do  not  object 
to  it,  because  I  think  the  previous  allow¬ 
ance  given  for  obsolete  machinery  and 
equipment  did  not  sufficiently  take  care 
of  actual  obsolescence,  and  therefore  it 
is  proper  to  have  the  allowance  made 
sufficient  to  take  care  of  obsolescence. 
But  I  understand  that  the  Senator  from 
Oklahoma  claimed,  earlier  today,  that 
because  one  approves  of  that  revision  of 
Bulletin  F,  one  must  also  approve  of  the 
proposed  investment  credit.  However,  I 
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disagree,  for  certainly  those  are  two  en¬ 
tirely  different  things. 

Now  we  have  this  provision  for  the  in¬ 
vestment  credit  which  will  give  the  in¬ 
vestors  in  machinery  and  equipment  at 
least  another  $1.3  billion  annually. 
Thus,  in  8  years  we  have  decreased  the 
annual  tax  burden  on  industry  by  over 
$5  billion  a  year.  This,  of  course,  goes  to 
the  upper  income  groups  in  society  who 
own  the  overwhelming  proportion  of  the 
stock  of  American  corporations. 

During  this  period  the  low-  and  mid¬ 
dle-income  groups  have  received  vir¬ 
tually  nothing  in  the  way  of  tax  cuts. 
It  is  about  time  that  the  United  States 
was  less  partial  in  its  distribution  of 
favors.  This  is  true  both  on  economic 
and  ethical  grounds. 

INVESTMENT  CREDIT  A  FORM  OF  THE  TRICKLE- 
DOWN  THEORY 

Mr.  President,  in  my  judgment,  the 
basic  way  in  which  investment  is  stimu¬ 
lated  and  the  economy  moved  forward  is 
not  by  granting  incentives  for  increased 
capital  expenditures  at  a  time  when  the 
existing  plant  and  equipment  is  not  fully 
used,  but  by  increasing  the  demand  for 
the  products  which  the  existing  plant 
and  equipment  can  produce  which,  in 
turn,  will  stimulate  investment.  In  other 
words,  the  investment  credit  proposed  is 
really  a  form  of  the  trickle-down  theory 
of  economics  which  has  largely  been 
shown  to  be  ineffective  in  the  past.  I 
would  have  expected  this  theory  to  be  ad¬ 
vanced  from  the  other  side  of  the  aisle, 
because  from  the  time  of  Hamilton,  the 
Republican  Party  has  believed  in  giving 
wealth  and  power  to  those  who  already 
have  wealth  and  power,  on  the  theory 
that  they  know  what  is  best  for  man¬ 
kind,  and  also  that  the  favors  they  will 
receive  will  be  passed  down.  But  the  his¬ 
torical  principles  of  the  Democratic 
Party  from  Jackson  on  have  been  to 
build  up  purchasing  power  from  the  bot¬ 
tom,  on  the  theory  that  if  the  great  mass 
of  Americans  are  made  prosperous, 
whether  they  be  wage  workers,  salaried 
employees,  small  businessmen,  farmers, 
or  professional  men,  the  rest  of  society 
becomes  prosperous  because  there  is  an 
effective  demand  for  goods,  and  there 
will  be  a  stimulation  in  demand,  invest¬ 
ment,  production,  invention,  and  the 
rest. 

* 

BELIEVE  IN  SHARING  THE  BURDENS 

This  was  not  only  the  theory  of  Jack- 
son;  it  was  the  theory  of  William  J. 
Bryan  when  he  remade  the  Democratic 
Party.  That  tradition  was  carried  on 
by  Woodrow  Wilson,  Franklin  Roosevelt, 
and  Harry  Truman.  I  would  dislike  to 
see  it  abandoned  now  by  the  congres¬ 
sional  leaders  of  the  Democratic  Party. 
We  do  not  favor  class  antagonism.  As 
the  Senator  from  Louisiana  said  the 
other  day,  we  are  not  wealth  sharers;  we 
do  not  believe  in  sharing  the  wealth;  but 
we  believe  in  sharing  the  burdens  and 
we  believe  that  the  burdens  should  be 
shared  in  some  proportion  to  ability  to 
pay.  We  believe  that  purchasing  power 
should,  in  the  main,  be  built  from  the 
bottom  up. 

<?ne  final  point  on  which  I 


Mr.  PROXMIRE.  Mr.  President,  be¬ 
fore  the  Senator  leaves  that  subject,  will 
he  yield  briefly? 

Mr.  DOUGLAS.  I  yield. 

Mr.  PROXMIRE.  In  addition  to  the 
opposition  to  the  investment  credit  on 
the  very  firm  ground  to  which  the  Sena¬ 
tor  has  referred  as  the  trickle-down 
theory,  is  it  not  also  true  that  there  is 
opposition  to  the  investment  credit  on 
the  part  of  highly  conservative  people  of 
very  high  integrity,  on  the  ground  that 
this  is  an  unconscionable  subsidy  or  give¬ 
away  because  it  provides  for  deprecia¬ 
tion  in  excess  of  100  percent,  which  is  in 
violation  of  sound  tax  principles,  and 
the  only  other  such  exception  in  our 
tax  laws  is  in  regard  to  mineral  deple¬ 
tion? 

Mr.  DOUGLAS.  That  is  true.  Many 
conservatives  of  great  integrity,  such  as 
the  distinguished  Senator  from  Virginia, 
object  to  the  plan  on  the  ground  that 
they  regard  it  as  an  unconscionable  sub¬ 
sidy.  The  Senator  from  Louisiana  [Mr. 
Long]  persuaded  the  Finance  Committee 
to  adopt  an  amendment  which  some¬ 
what  mitigated  the  effect  when  he  pro¬ 
vided  that  the  7  percent  could  not  be 
taken  in  depreciation,  or,  in  other  words, 
that  the  basis  be  reduced  to  93  percent. 

Mr.  PROXMIRE.  That  is,  deprecia¬ 
tion  would  be  107  percent,  instead  of  114 
percent. 

Mr.  DOUGLAS.  I  think  the  Long 
amendment  would  permit  no  more  than 
107  percent. 

Mr.  PROXMIRE.  The  conclusion  of 
the  Senator  from  Wisconsin — and  I  have 
gone  over  this  question  very  carefully 
with  a  number  of  economists — is  that 
unless  the  Long  amendment  should  be 
extended  to  86  percent — in  other  words, 
the  base  should  have  to  be  reduced,  not 
to  93  percent,  but  to  86  percent,  th,ere 
would  still  be  a  depreciation  in  excess 
of  100  percent. 

Mr.  DOUGLAS.  I  believe  that  the 
Senator  from  Wisconsin  is  correct. 

Mr.  PROXMIRE.  I  would  like  to  ask 
the  Senator  one  other  question — because 
I  think  this  point  was  not  adequately 
developed  by  the  Senator  from  Wiscon¬ 
sin  when  he  spoke  on  this  subject  the 
other  day — and  that  is  with  regard  to 
the  justification  for  investment  credit 
for  utilities. 

Mr.  DOUGLAS.  I  am  pleased  the 
Senator  from  Wisconsin  has  mentioned 
that.  There  is  a  3 -percent  investment 
credit  for  most  utilities,  though,  inter¬ 
estingly  enough,  the  report,  on  page  155, 
points  out  that  gas  pipelines  are  to  get 
7  percent.  I  think  the  Senator  from 
Tennessee,  earlier  in  the  afternoon,  got 
the  Senator  from  Oklahoma  to  admit 
that. 

NO  JUSTIFICATION  FOR  UTILITIES 

What  justification  can  there  be  for 
investment  credit  to  private  utilities 
regulated  by  public  regulatory  bodies? 
The  public  regulatory  bodies  have  to  al¬ 
low  a  rate  which  will  not  only  meet 
operating  expenses,  but  also  rate  of  re¬ 
turn  on  capital  investment  sufficient  to 
induce  adequate  investment.  It  is  very 
rare  that  a  return  of  less  than  7  V2  per¬ 
cent  is  allowed  on  the  rate  basis.  In 
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other  words,  there  is  already  a  guaran¬ 
teed  return  to  the  electrical  companies, 
telephone,  gas,  and  pipeline  utilities. 
Three  of  these  are  to  be  given  an  addi¬ 
tional  3  percent  and  the  gas  pipelines 
are  to  get  7  percent.  Trust  the  big  gas 
operators  to  get  in  with  all  four  feet  in 
the  trough. 

It  is  said  that  this  subsidy  could  be 
recovered  later  by  reducing  rates.  That 
would  be  somewhat  difficult  to  bring 
about.  There  are  51  different  regula¬ 
tory  bodies  in  this  country.  We  all 
know  that  the  regulatory  bodies,  in  a 
large  percentage  of  cases,  are  controlled 
by  the  groups  which  they  are  supposed 
to  regulate.  It  is  very  dubious  whether 
there  would  be  a  reduction  in  rates  com¬ 
parable  to  the  subsidy  granted,  and  this 
would,  therefore,  largely  be  a. windfall. 
It  will  probably  mean  more  than  $200 
million  a  year  to  the  private  utilities  of 
the  Nation.  This  is  indeed  an  unjusti- 
able  giveaway. 

A.T.  &  T.  DOES  NOT  WANT  IT 

Let  it  be  said  about  one  of  the  great 
utilities,  the  American  Telephone  &  Tele¬ 
graph  Co.,  that  it  does  not  want  the 
subsidy.  I  heard  the  two  Senators  from 
Tennessee  make  a  very  eloquent  analysis 
of  how  A.T.  &  T.  would  profit  from  the 
satellite  communications  system  which 
Congress  established.  I  started  on  the 
fence  in  that  discussion.  My  mind  was 
not  made  up.  As  the  discussion  went  on, 
I  became  convinced  however  that  they 
were  correct.  I  am  very  proud  that  I 
stayed  with  them  and  walked  the  last 
mile,  even  though  it  was  to  defeat  and 
apparent  disaster. 

But  we  should  give  the  A.T.  &  T.  its 
due.  They  stand  to  invest  next  year 
over  $2  y2  billion  on  their  planned  invest¬ 
ments  which  they  worked  out  long  before 
this  proposal  was  made,  and  they  stand 
to  collect  about  $75  million  in  subsidies 
if  this  provision  goes  through.  But  the 
leaders  of  A.T.  &  T.  had  the  courage  and 
public  spirit  to  come  before  our  Finance 
Committee  and  say  they  did  not  want 
the  money,  that  they  would  feel  ashamed 
in  taking  the  money,  that  it  was  not 
necessary  for  them  to  make  the  invest¬ 
ment  they  were  going  to  make.  So  they, 
deserve  much  credit,  and  when  they  are 
arraigned  before  St.  Peter,  and  perhaps 
the  two  Senators  from  Tennessee  are 
the  prosecuting  attorneys,  in  mitiga¬ 
tion  of  the  sentence  which  St.  Peter 
might  pass  upon  them,  they  can  plead 
the  fact  that,  on  the  question  of  invest¬ 
ment  credit,  they  stood  up  like  public- 
spirited  men  and  said  they  did  not  want 
the  subsidy. 

Mr.  GORE.  Mr.  President,  will  the 
Senator  yield? 

Mr.  DOUGLAS.  I  yield. 

Mr.  GORE.  In  any  prospective  or 
possible  fanciful  proceeding  before  St. 
Peter,  the  Senator  from  Tennessee  would 
like  to  be  a  defender. 

Mr.  DOUGLAS.  Probably  we  shall  all 
be  defendants. 

Finally,  Mr.  President,  we  talk  a  great 
deal  about  closing  loopholes.  The  Presi¬ 
dent  started  with  a  very  modest  plan  to 
close  a  few  of  the  loopholes.  Most  of 
them  are  still  open. 
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LOOPHOLES  REMAIN 

The  lobbying  loophole  has  been 
widened.  The  loophole  of  the  4  percent 
dividend  credit  is  to  be  continued.  The 
loophole  on  depreciable  real  estate  is  not 
to  be  closed.  The  loophole  on  non¬ 
collection  of  taxes  on  dividends  and  in¬ 
terest  is  still  to  remain.  The  expense 
account  loopholes  still  largely  remain. 
A  lobbying  loophole  has  been  opened  up. 

Most  of  the  great  loopholes  are  to 
continue.  But  the  investment  credit 
will  add  another  loophole.  It  will  not 
only  be  a  loophole,  but  also  it  will  be  a 
direct  inducement  for  other  loopholes. 

Mr.  President,  as  nearly  as  possible  a 
proper  tax  system  should  be  neutral  in 
the  way  it  treats  both  income  and  ex¬ 
penditures.  If  we  could  have  an  abso¬ 
lutely  just  tax  system  it  would  probably 
make  no  distinctions  as  to  the  amount 
of  tax  to  be  paid  on  income  or  deductions 
for  expenditures,  no  matter  where  the 
funds  were  derived  or  for  what  they  were 
spent.  It  is  the  failure  to  carry  out  this 
principle  which  has  so  eroded  our  present 
tax  system  and  which  has  made  it  so  un¬ 
just,  against  which  the  present  Assistant 
Secretary  of  the  Treasury,  Mr.  Stanley 
Surrey,  has  been  the  most  scholarly  and 
the  most  authoritative  crusader  as  a  pri¬ 
vate  student. 

For  example,  income  from  a  wage  or 
salary,  in  general,  is  taxed  at  the  full 
rate,  but  income  from  oil,  or  from  stock 
options,  or  from  the  cutting  of  timber, 
or  from  dividends,  or  from  gains  on  the 
stock  market,  or  from  the  sale  of  real 
property,  among  others,  is  taxed  at  lower 
rates  and  has  special  privileges  not  af¬ 
forded  to  income  from  a  wage  or  salary. 

On  the  expenditure  side,  money  spent 
for  entertainment  expenses,  for  business 
expense  accounts,  including  yachts,  club 
dues,  and  so  forth,  are  deductible  from 
taxable  income,  while  the  expenses  of 
an  ordinary  person  driving  to  and  from 
work,  or  the  payment  of  rent,  or  expendi¬ 
tures  for  the  recreation  or  education  of 
one’s  children  are  not  deductible.  These 
privileges  for  deductions  and  allowances 
go  almost  entirely  to  the  strong,  the 
powerful,  and  the  well-to-do,  and  favor 
high  income  groups  and  unearned  in¬ 
come  as  opposed  to  low  income  groups 
and  earned  income. 

The  main  purpose  of  tax  reform  is  to 
try  to  modify  or  to  do  away  with  some 
of  these  inequities  and  privileges  in  the 
tax  laws. 

What  the  investment  credit  does  is  to 
say  that  for  social  purposes  we  should 
give  a  special  tax  privilege  for  funds 
used  to  buy  most  kinds  of  depreciable 
property.  At  least  as  good  a  case  can 
be  made  that  society  would  be  as  wise 
to  allow  deductions  for  money  spent  for 
the  education  of  children,  for  a  future 
pension,  or  for  preventive  medicine  rath¬ 
er  than  for  capital  investment. 

Every  legislator  is  pressed  almost  daily 
by  some  constituent  or  interest  group  to 
vote  for  a  tax  deduction  for  their  par¬ 
ticular  interest.  Once  we  start  on  this 
road  it  is  almost  impossible  to  stop.  For 
this  reason  alone  it  is  very  unwise  to  give 
a  special  deduction  for  funds  which  are 
spent  in  this  particular  way;  namely,  for 
capital  investment.  It  would  be  equally 


unwise  to  give  deductions  for  most  of 
these  other  proposals. 

OTHER  LOOPHOLES  PROPOSED 

Mr.  President,  the  other  day  I  wrote 
this; 

If  the  7-percent  tax  credit  is  allowed  on 
machinery  and  equipment,  it  will  be  only  a 
short  time  before  it  will  be  granted  on  plant 
and  buildings. 

Since  then  I  am  told  an  amendment 
has  been  proposed  to  extend  the  credit 
to  plant  and  buildings.  This  would 
mean  another  $20  or  $25  billion  a  year, 
and  would  result  in  the  further  tax  loss 
of  $1.5  billion. 

If  this  credit  is  to  be  granted  on  ma¬ 
chinery  and  equipment,  it  is  argued,  why 
not  on  buildings?  Are  they  not  as  much 
a  part  of  capital  as  is  machinery? 

If  this  were  to  be  done,  factories, 
shops,  and  barns  would  soon  follow,  and 
it  would  be  only  a  little  time  before  it 
would  be  proposed  for  residential  con¬ 
struction.  That  would  take  more  hun¬ 
dreds  of  millions  of  dollars  from  our  tax 
revenues. 

H.R.  10  IN  OFFING 

Furthermore,  we  have  already  seen  the 
proposed  reintroduction  of  the  Keogh 
bill,  otherwise  known  as  H.R.  10,  which 
would  give  deductions  for  payments  of 
sums  into  voluntary  retirement  funds  by 
self-employed  persons.  This  might  be 
called  the  doctors’  and  lawyers’  amend¬ 
ment. 

This  was  all  set  to  go  through  the 
Senate  last  year,  during  the  month  of 
September.  It  had  been  reported  by  the 
Finance  Committee.  The  Treasury  De¬ 
partment  did  not  oppose  it  at  that  time. 
The  way  was  greased. 

The  junior  Senator  from  Tennessee 
and  the  Senator  from  Illinois  served  no¬ 
tice  that  if  it  were  proposed  they  would 
give  it  thorough  discussion.  I  suppose, 
had  we  done  so,  that  would  have  been 
called  a  filibuster  by  the  proponents,  and 
the  steamroller  would  have  been  put  into 
action,  but  so  long  as  we  had  enough 
strength  we  would  have  resisted  that 
procedure.  Since  there  was  great  pres¬ 
sure  for  adjournment,  it  was  decided  not 
to  bring  up  H.R.  10.  It  has  since  resided 
in  what  Grover  Cleveland  would  call  in¬ 
nocuous  desuetude  ever  since. 

Only  a  few  days  ago  the  distinguished 
minority  leader  [Mr.  Dirksen]  issued  a 
press  release  saying  that  he  was  going  to 
revive  it,  although  I  am  told  he  made  a 
statement  some  years  ago  that  H.R.  10 
would  plow  a  tremendous  hole  in  our 
revenue  system  and  would  ultimately 
lose  $3  Vz  billion  in  revenue. 

That  issue  is  coming  up,  and  those 
who  favor  a  7-percent-investment  credit 
cannot  logically  deny  to  the  lawyers  and 
doctors  an  exemption  for  amounts  con¬ 
tributed  to  voluntary  pension  funds,  al¬ 
though  we  have  seen  that  there  is  quite 
a  liberal  tax  exemption  for  pensions 
later 

And  if  H.R.  10  goes  into  effect  similar 
exemptions  will  be  proposed  for  the  pur¬ 
chase  of  other  voluntary  plans,  for 
laying  up  sums  of  money  to  send  chil¬ 
dren  to  college,  and  for  accumulating 
funds  for  medical  expenses. 

The  final  result  would  be  that  only  in¬ 
come  spent  for  current  consumption 


would  be  taxed.  This  would  be,  a  kind  of 
sales  tax  which  would  be  highly  regres¬ 
sive  in  nature  and  would  weigh  propor¬ 
tionately  far  more  heavily  upon  those 
with  lower  or  middle  incomes  than  upon 
those  with  large  resources.  State  and 
local  taxation  is  already  highly  regres¬ 
sive.  This  is  only  made  bearable  by  the 
fact  that  Federal  taxation  is  progressive 
and  hence  introduces  a  kind  of  rough 
proportionality  over  the  range  of  most 
incomes.  To  make  Federal  taxation 
also  regressive  or  less  progressive  would 
in  our  opinion  be  grossly  unjust.  And 
yet  that  is  precisely  the  end  result  to¬ 
ward  which  the  opening  of  these  loop¬ 
holes  would  tend.  We  cannot  acquiesce 
in  these  tendencies  however  well  inten- 
tioned  they  may  be. 

pandora’s  box 

Pandora’s  box,  already  partly  open, 
will  be  wide  open,  and  all  the  evils  of 
exemption  will  flood  forth  upon  the  Sen¬ 
ate  floor.  It  will  require  the  ingenuity 
and  oratory  of  the  Senator  from  Okla¬ 
homa,  having  opened  the  door  for  tax 
favors  for  investment  in  machinery  and 
equipment,  to  bar  the  door  for  private 
pension  plans,  for  education  and  all  the 
rest. 

If  anyone  can  take  an  illogical  posi¬ 
tion  and  get  away  with  it,  it  is  my  good 
friend  from  Oklahoma.  Logical  consist¬ 
ency  has  never  restrained  him,  and  I  am 
sure  it  will  not  restrain  him  now.  If  he 
gets  the  7-percent-investment  credit  and 
the  eloquent  Senator  from  across  the 
aisle  propoes  H.R.  10,  or  the  Keogh  bill, 
this  will  add  to  the  amusement  and  gai¬ 
ety  of  the  Senate  and  of  the  Nation  as 
the  Senator  from  Oklahoma  strives  to 
distinguish  between  the  two.  I  am  sure 
that  in  his  characteristic  fashion,  like 
Houdini,  he  will  escape  from  the  logical 
irons  which  will  encircle  him,  but  it  will 
be  an  extraordinary  exercise  in  lock 
breaking  when  he  does. 

I  think  he  did  it  a  couple  of  years  ago. 
I  think  the  Senator  from  Oklahoma  has 
been  on  both  sides  of  H.R.  10.  I  re¬ 
member  that  at  one  time  he  made  a 
point  of  order  against  a  ruling  I  made. 
I  happened  to  be  the  Presiding  Officer  at 
the  time.  His  appeal  killed  H.R.  10. 

Then  upon  occasion  I  think  he  sup¬ 
ported  H.R.  10.  I  understand  that  this 
year  he  will  oppose  H.R.  10. 

Mr.  KERR.  Mr.  President,  will  the 
Senator  yield? 

Mr.  DOUGLAS.  I  am  glad  to  yield  for 
a  question  but  not  for  a  speech,  because 
I  cannot  speak  as  well  as  does  the 
Senator.  I  will  yield  for  a  question. 

Mr.  KERR.  If  the  Senator  illustrates 
by  setting  forth  an  occasion  on  which  he 
and  I  were  on  both  sides  of  H.R.  10 - 

Mr.  DOUGLAS.  No,  I  was  not  on  the 
opposite  side.  I  made  a  parliamentaiy 

ruling.  .. 

Mi*.  KERR.  Then  we  are  on  opposite 
sides  now.  By  reason  of  the  position 
that  the  Senator  from  Oklahoma  took 
on  that  occasion  and  then  reversed  him¬ 
self,  would  it  not  necessarily  follow  that 
the’  Senator  from  Illinois  likewise  re¬ 
versed  himself,  since  we  are  still  on  op¬ 
posite  sides  of  the  question? 

Mr.  DOUGLAS.  No;  I  happened  to 
be  in  the  chair,  and  though  I  was  op¬ 
posed  to  H.R.  10 - 
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Mr.  KERR.  I  thought  the  action  was 

premeditated. 

Mr.  DOUGLAS.  I  ruled  that  the  mo¬ 
tion  of  the  sponsors  of  H.R.  10  was  in 
order.  The  Senator  from  Oklahoma  ap¬ 
pealed  from  the  ruling  of  the  Chair,  and 
my  parliamentary  ruling  was  reversed. 
I  voted  to  uphold  the  appeal  from  the 
Chair. 

Mr."  KERR.  I  beg  the  Senator’s  par¬ 
don.  I  believe  the  Senator  voted 
against  upholding  the  appeal. 

Mr.  DOUGLAS.  That  is  right.  I 
voted  for  my  own  ruling. 

Mr.  KERR.  I  can  understand  that. 
I  compliment  the  Senator  on  his  con¬ 


sistency. 

Mr.  DOUGLAS.  Exactly.  Now  the 
Senator  is  accusing  me  of  being  self- 
righteous  again. 

Mr.  KERR.  Oh,  not  again — still. 

Mr.  DOUGLAS.  When  I  am  in  the 
chair,  I  do  not  rule  according  to  what  I 
have  done.  I  rule  according  to  what  I 
think  are  the  equities  in  the  parliamen¬ 
tary  law  of  the  case.  I  try  to  adhere 
to  what  I  consider  to  be  right — to  my 
own  hurt,  if  that  be  necessary — but  I  do 
not  take  advantage  of  parliamentary 
subterfuge  to  achieve  my  own  purpose. 

Mr.  KERR.  Mr.  President,  will  the 
Senator  yield? 


Mr.  DOUGLAS.  I  will  yield  for  a 
question,  but  not  for  a  speech,  because  I 
am  no  match  for  the  Senator  in  verbal 
quickness. 

Mr.  KERR.  Is  the  Senator  taking  the 
position  that  he  was  any  more  accurate 
in  the  ruling  he  made  than  the  Senator 
from  Oklahoma  was  in  the  appeal  from 
the  ruling  of  the  Chair,  in  view  of  the 
fact  that  the  Senator  from  Oklahoma 
did  not  agree  with  the  ruling  which  the 
Senator  made? 

Mr.  DOUGLAS.  I  do  not  wish  to  be  led 
into  digression  with  regard  to  bygone 
days.  I  merely  wish  to  say  that  the 
Senator  from  Oklahoma  has  been  on  all 
sides  of  H.R.  10,  just  as  my  good  friend, 
the  minority  leader,  has  been  on  all  sides 
of  H.R.  10.  I  think  he  is  now  about  to 
make  the  full  reversal — a  revolving- 
door  type  of  movement — and  having 
made  the  revolution  two  or  three  times, 
he  is  about  to  come  around  again. 

Mr.  KERR.  Mr.  President,  will  the 
Senator  yield  for  a  question? 

Mr.  DOUGLAS.  The  Senator  may  ask 
a  question,  but  not  make  a  speech. 

Mr.  KERR.  If  the  Senator  from  Illi¬ 
nois  states  that  the  Senator  from  Okla¬ 
homa  was  opposed  to  him  before  when 
a  parliamentary  situation  was  proposed 
to  him,  and  he  is  now  opposed  to  the 
Senator  from  Oklahoma  on  a  legislative 
situation,  if  they  were  on  opposite  sides 
then  and  on  opposite  sides  now,  has  not 
the  Senator  from  Illinois  made  as  com¬ 
plete  a  revolution? 

Mr.  DOUGLAS.  No.  I  intend  to  vote 
against  the  Keogh  bill,  or  H.R.  10.  If  the 
Senator  from  Oklahoma  opposes  H.R.  10, 
I  will  support  him.  I  shall  support  not 
only  the  Senator  from  Virginia  [Mr. 
ByrD]  when  he  is  right,  but  also  the  Sen- 
he  is fright Oklahoma  [Mr-  Kerr]  when 

^r'  praise  God. 

veryroftenU<o:^S'-  14  does  nofc  haPPen 

ftS,  Senator 


Mr.  KERR.  A  new  day  has  dawned. 

CONCLUSION 

Mr.  DOUGLAS.  Mr.  President,  on 
balance,  the  bill  as  reported  by  the  Fi¬ 
nance  Committee  is  a  poor  one.  Al¬ 
though  there  are  worthwhile  sections  in 
the  bill  these  are  hardly  sufficient  to  out¬ 
weigh  those  sections  which  are,  either 
in  whole  or  in  part,  faulty. 

As  we  have  already  pointed  out,  many 
of  the  President’s  major  recommenda¬ 
tions  have  been  ignored  or  watered  down. 
The  committee  has  chosen  to  strike  the 
withholding  provision,  which  was  passed 
by  the  other  body.  It  has  failed  to  in¬ 
clude  in  the  bill  such  obviously  needed 
reforms  as  the  repeal  of  the  dividend 
credit  and  exclusion  as  recommended  by 
the  President.  In  almost  every  instance, 
expense  accounts  and  foreign  operations, 
for  example,  where  the  committee  did 
approve  a  section  or  provision  recom¬ 
mended  by  the  President  and  adopted  by 
the  House,  that  provision  has  been  ma¬ 
terially  weakened. 

As  if  the  emasculation  of  many  of  the 
President’s  major  recommendations  were 
not  enough,  the  Finance  Committee  has 
added,  by  way  of  afterthought,  several 
rather  petty  addenda  to  the  bill.  Sec¬ 
tions  21  through  26  really  have  no  place 
in  this  bill.  Some  of  these  additions  are 
really  private  bills  masquerading  as  gen¬ 
eral  legislation,  while  others  are  of  such 
minor  consequence  that  they  have  far  too 
little  stature  to  warrant  their  considera¬ 
tion  in  this  bill  when  so  many  more  im¬ 
portant  subjects  are  being  left  to  a  later, 
more  general,  tax  reform  bill. 

The  Senate  must  now  proceed  to  a 
painstaking  examination  of  each  provi¬ 
sion  contained  in  the  bill. 

Thank  the  Lord,  the  junior  Senator 
from  Tennessee  [Mr.  Gore]  refused  to 
give  unanimous  consent  to  have  the 
amendments  of  the  committee  agreed  to 
en  bloc.  They  will  now  have  to  be  con¬ 
sidered  individually.  The  burden  of 
proof  will  pass  from  those  of  us  who  are 
trying  to  defend  the  President’s  program 
to  those  who  are  trying  to  defeat  the 
President’s  program.  The  issues  at  stake 
can  then  be  shown  in  their  real  light. 

Possibly  the  press  may  wake  up  as  to 
who  is  defending  the  President  and  who 
is  opposing  the  President.  I  hope  that 
the  Wall  Street  Journal  is  not  correct  in 
its  prophecy  of  this  morning  that  the 
Democratic  leadership  will  move  “with 
harsh  parliamentary  tactics  against  lib¬ 
eral  efforts  to  restore  some  of  President 
Kennedy’s  recommendations  to  the  Sen¬ 
ate  Finance  Committee  version  of  the 
tax  bill.” 

ftlr.  MANSFIELD.  Mr.  President,  will 
the  Senator  yield? 

Mr.  DOUGLAS.  I  yield. 

Mr.  MANSFIELD.  That  statement 
was  read  this  morning  by  the  Senator 
from  Wisconsin.  I  stated  at  the  time 
that  I  had  not  seen  the  story  and  that 
the  allegations  contained  in  it  were  not 
true.  I  had  not  discussed  the  subject 
with  the  Senator  from  Minnesota  [Mr. 
Humphrey],  whose  name  was  mentioned, 
or  with  the  Senator  from  Florida  [Mr. 
Smathers],  with  whom  I  would  discuss 
it  along  with  the  Senator  from  Minne¬ 
sota.  I  do  not  know  what  the  source  of 
the  story  was.  I  can  only  say  that  the 
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story  is  untrue.  No  agreement  was  made. 
No  procedure  was  agreed  to. 

I  did  see  a  staff  reporter  of  the  Wall 
Street  Journal  about  1  o’clock  on  Satur¬ 
day,  at  which  time  he  asked  me  what 
procedure  would  be  followed  in  connec¬ 
tion  with  the  bill.  My  answer  was  that  I 
did  not  know. 

Mr.  DOUGLAS.  I  thank  the  Senator 
from  Montana.  I  am  greatly  reassured 
by  his  statement.  I  think  it  is  excellent. 

Now  I  appeal  to  the  leadership  of  the 
Democratic  Party  in  the  Senate  to  help 
us  restore  the  President’s  original  pro¬ 
posal  and  get  a  Kennedy  tax  bill  through 
the  Senate. 

Mr.  President,  I  yield  the  floor. 

Exhibit  1 

[From  the  Washington  Post,  Aug.  27,  1962] 
Coalition  Opens  Fight  on  Tax  Bill — Liber¬ 
als  Get  Help  of  Conservatives  To  Revamp 

Plan 

(By  Andrew  J.  Glass) 

A  powerful  array  of  liberal  and  conserva¬ 
tive  Senators  are  lined  up  to  battle  today 
against  the  administration-sponsored  tax- 
revision  bill. 

Although  acting  from  different  motives,  the 
two  groups  have  a  common  aim:  To  scuttle 
President  Kennedy’s  tax  legislation  unless 
their  views  prevail. 

In  opposition  on  the  left  are  such  liberal 
stalwarts  as  Senators  Paul  H.  Douglas, 
Democrat,  of  Illinois,  Albert  Gore,  Democrat, 
of  Tennessee,  Eugene  McCarthy,  Democrat, 
of  Minnesota,  and  William  Proxmire,  Demo¬ 
crat,  of  Wisconsin. 

Joining  them  from  the  other  side  of  the 
political  spectrum  are  such  figures  as  Senator 
Harry  F.  Byrd,  Democrat,  of  Virginia,  chair¬ 
man  of  the  Senate  Finance  Committee,  and 
Senator  John  J.  Williams,  Republican,  of 
Delaware,  the  ranking  GOP  member  on  the 
finance  group. 

The  liberals  are  primarily  upset  by  the 
billion-dollar  business  investment  credit 
provision.  From  their  standpoint,  this  is  a 
giveaway  from  an  administration  that  al¬ 
ready  has  been  overly  kind  to  business  while 
being  repaid  with  abuse. 

These  Senators  are  also  out  to  put  the 
toughly  written  administration  expense  ac¬ 
count  clause  in  the  Senate  version  of  the 
bill  and  enact  the  House-passed  20  percent 
withholding  on  dividends  and  interest. 

For  differing  reasons,  the  conservative 
camp  is  also  unhappy  over  the  7  y2  percent 
investment  credit  to  business.  As  the  Sen¬ 
ate  tax  bill  now  reads,  it  will  cost  the  Treas¬ 
ury  upwards  of  $750  million  a  year  in  lost 
revenue,  they  maintain. 

Adamantly  opposed  to  budgetary  deficits, 
the  faction  led  by  Byrd  feels  the  investment 
credit  must  go  if  the  measure  is  to  retain  its 
“fiscal  responsibility.” 

This  double-barreled  attack  is  sure  to  pose 
new  problems  for  Senate  Majority  Leader 
Mike  Mansfield  (Democrat,  of  Montana) . 
His  timetable  now  calls  for  at  least  a  full 
week  on  the  complex  390-page  tax  measure. 

So  far,  Mansfield  has  declined  to  state  the 
leadership’s  position  on  a  host  of  amend¬ 
ments  to  the  tax  bill  being  offered  from  both 
the  left  and  the  right. 

His  strategy  is  to  try  to  fashion  a  behind- 
the-scenes  compromise  that  will  lead  to 
passage  of  the  Kennedy  measure  with  its 
loophole-closing  provisions,  at  least,  intact. 

On  the  rest  of  it,  including  the  key  invest¬ 
ment  credit  provision,  predictions  were,  at 
best,  hazardous.  But  it  looked  like  the  in¬ 
vestment  credit,  which  has  the  support  of 
Robert  S.  Kerr  (Democrat,  of  Oklahoma) , 
would  make  it  and  the  withholding  attempt 
would  fail. 

“The  President  proposes,  the  Congress  dis¬ 
poses,”  Senator  Mansfield  said,  indicating 
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that  the  leadership  would  be  playing  its 
cards  carefully  right  up  to  the  actual  voting. 

Exhibit  2 

[From  the  Washington  Post,  Aug.  25,  19621 
A  Very  Happy  Union 
It  has  often  been  observed  that  politics 
makes  strange  bedfellows,  but  even  the  most 
cynical  observers  must  be  somewhat  aston¬ 
ished  by  the  decision  of  Senators  Douglas 
and  Gore  to  join  forces  with  Senator  Harry 
F.  Byrd  in  opposing  the  administration’s 
tax  bill  and  especially  by  Senator  Douglas’ 
characterization  dl  this  strange  coalition  as 
“a  very  happy  union  which  promises  in¬ 
creased  strength  as  we  move  along.” 

As  supporters  of  the  administration’s  orig¬ 
inal  tax  proposals,  we  share  the  Senators’ 
dissatisfaction  with  the  emasculated  creature 
that  was  hatched  by  the  Finance  Commit¬ 
tee.  It  is  true  that  the  investment-credit 
plan  has  been  “vulgarized  almost  beyond 
recognition”  and  that  it  is  now  more  a  credit 
for  gross,  rather  than  net,  new  investment. 
And  we  agree  that  information  returns  are 
not  a  substitute  for  the  dividend-interest 
withholding  provisions  which  the  Senate 
Finance  Committee  eliminated  in  a  cowardly 
abrogation  of  its  duty  to  strengthen  the  en¬ 
forcement  of  existing  tax  laws.  Nor  are  we 
happy  with  the  toothless  provisions  of  the 
House  and  Senate  bills  which  deal  with  ex¬ 
pense  accounts  and  lobbying  expenditures. 

But  none  of  these  shortcomings  seems  to 
justify  the  obstructive  course  of  action  to 
which  Senators  Douglas  and  Gore  appear  to 
be  committed.  The  investment  credit  pro¬ 
visions  will  stimulate  economic  activity  after 
personal  income  taxes  are  cut,  and  however 
weak  the  loophole -closing  provisions  are, 
they  constitute  steps  in  the  right  direction. 

Tax  reform  in  a  representative  democracy 
can  proceed  only  at  snail’s  pace.  And  prog¬ 
ress  will  be  even  slower  if  its  liberal  sup¬ 
porters  insist  upon  tossing  the  baby  out 
with  the  bath  water. 

Exhibit  3 

[From  the  Wall  Street  Journal,  Aug.  27, 
1962] 

Liberal  Tax  Bill  Amendments  Face  Defeat 
in  Senate — Democratic  Chiefs  To  Fight 
Bid  To  Restore  Proposals  That  President 
Had  Urged — Debate  Will  Resume  Today 
Washington. — Senate  Democratic  leaders 
plan  to  employ  harsh  parliamentary  tactics 
against  liberal  efforts  to  restore  some  of  Pres¬ 
ident  Kennedy’s  recommendations  to  the 
Senate  Finance  Committee’s  version  of  the 
tax  revision  bill. 

In  an  attempt  to  complete  Senate  action 
on  the  measure  before  the  Labor  Day  week¬ 
end,  the  Democratic  leadership — acting  with 
the  tacit  acquiescence  of  the  administra¬ 
tion — will  try  to  table,  or  kill,  most,  if  not  all 
of  the  Kennedy  proposals  being  offered  by 
liberal  Democratic  Senators  as  amendments 
to  the  bill.  Because  a  tabling  motion  is  not 
debatable,  this  tactic  tends  to  accelerate  ac¬ 
tion  by  the  slow-moving  Senate.  Debate  on 
the  measure  began  Saturday  afternoon  and 
will  continue  today. 

The  seemingly  incongruous  spectacle  of 
Mr.  Kennedy’s  chief  Senate  lieutenants  using 
a  parliamentary  buzz  saw  to  cut  down  the 
President's  tax  proposals  stems  from  a  real¬ 
istic  appraisal  of  the  Senate  situation  by 
Majority  Leader  Mansfield,  Democrat,  of 
Montana;  Assistant  Majority  Leader  Hum¬ 
phrey,  Democrat,  of  Minnesota,  and  Senator 
Kerr,  Democrat,  of  Oklahoma,  floor  manager 
of  the  bill. 

They  believe  the  Finance  Committee  ver¬ 
sion  of  the  bill  is  the  most  the  administra¬ 
tion  can  hope  for  in  the  Senate,  even  though 
it  resembles  the  original  Kennedy  tax  pro¬ 
gram  far  less  than  the  measure  passed  by 
the  House  last  March.  In  fact,  the  final  ver¬ 


sion  of  the  bill  most  likely  to  emerge  from 
a  Senate-House  conference  is  expected  to  be 
along  the  lines  of  the  Finance  Committee 
measure. 

MOVE  TO  SAVE  TAX  CREDIT 
Rather  than  expend  their  energy  during 
this  week’s  Senate  debate  in  a  time-consum¬ 
ing  and  fruitless  drive  to  adopt  such  Ken¬ 
nedy  proposals  as  the  House-passed  plan  for 
20  percent  tax  withholding  on  dividends  and 
interest  income,  Senators  Mansfield  and 
Humphrey  want  to  concentrate  on  saving 
the  one  big  administration  provision  that 
survived  in  the  Finance  Committee.  This  is 
a  tax  credit  that  would  permit  businessmen 
to  reduce  their  tax  payments  by  as  much  as 
7  percent  of  the  cost  of  newly  purchased 
equipment. 

The  Democratic  leaders  probably  will  be 
able  to  kill  all  the  liberal- sponsored  amend¬ 
ments  without  much  trouble  and  retain  the 
investment  credit  with  a  bit  more  difficulty. 
What  really  worries  them  is  a  last-ditch  ef¬ 
fort  to  attach  to  the  tax  bill  a  long-stalled 
measure  that  would  permit  self-employed 
persons  to  claim  tax  deductions  for  their 
contributions  to  pension  funds.  It  is  en¬ 
tirely  conceivable  the  Democratic  leaders  will 
fail  in  an  attempt  to  table  this  Treasury- 
opposed  measure,  cosponsored  by  Represent¬ 
ative  Keogh,  Democrat,  of  New  York,  and 
Senator  Smathers,  Democrat,  of  Florida. 

Apart  from  the  fight  over  the  Keogh- 
Smathers  bill,  the  effort  to  rewrite  the  Fi¬ 
nance  Committee’s  tax  revision  bill  on  the 
Senate  floor  will  be  spearheaded  by  Senators 
Douglas,  Democrat,  of  Illinois,  and  Gore, 
Democrat,  of  Tennessee,  the  Finance  Com¬ 
mittee’s  two  most  liberal  members. 

In  an  unusual  alliance,  they  will  join 
Chairman  Harry  Byrd,  Democrat,  of  Vir¬ 
ginia,  of  the  Finance  Committee  to  try  to 
strip  the  investment  credit  from  the  bill. 
Conservative  Byrd  agrees  with  Liberals  Gore 
and  Douglas  that  the  tax  relief  scheme  is  a 
windfall  for  certain  businessmen.  But  the 
Democratic  leaders,  with  some  Republican 
help,  including  probable  support  from  Mi¬ 
nority  Leader  Dirksen,  Republican,  of  Illi¬ 
nois,  believe  they  can  keep  the  investment 
credit  in  the  bill  with  some  10  votes  to  spare. 
liberals  have  four  main  goals 
Aside  from  their  monetary  alliance  with 
Senator  Byrd  to  fight  the  investment  credit, 
Senators  Douglas  and  Gore  will  be  occupied 
mainly  with  trying  to  restore  some  of  Mr. 
Kennedy’s  original  recommendations.  These 
will  be  their  four  major  efforts: 

Restoration  of  the  dividend  and  interest 
withholding  scheme.  Under  Senator  Byrd’s 
leadership,  the  Finance  Committee  adopted 
an  alternative  plan  that  would  require  fi¬ 
nancial  institutions  and  corporations  to  re¬ 
port  to  both  the  taxpayer  and  the  Govern¬ 
ment  their  dividend  or  interest  payments  of 
$10  or  more  to  one  person  in  1  year. 

Adoption  of  Mr.  Kennedy’s  original  pro¬ 
posal  that  income  by  U.S.-owned  foreign  sub¬ 
sidiaries  be  subject  to  U.S.  taxation  in  the 
year  it  which  it  is  earned;  taxation  of  such 
income  currently  is  deferred  until  it  is  re¬ 
turned  to  this  country  in  the  form  of  divi¬ 
dends  to  the  parent  corporation.  Both  the 
House  and  the  Senate  committee  adopted 
less  sweeping  plans,  intended  primarily  to 
subject  to  immediate  taxation  the  income 
of  what  the  Treasury  calls  “tax  haven”  op¬ 
erations — nonmanufacturing  subsidiaries  lo¬ 
cated  in  low-tax  countries  for  the  purpose 
of  avoiding  immediate  taxation  in  the  United 
States. 

Restoration  of  the  House-passed  provision 
imposing  relatively  tight  restrictions  on  tax 
deductions  for  business  entertainment  m- 
tended  to  generate  good  will  among  custom¬ 
ers  and  clients.  The  Senate  committee  bill 
would  permit  considerable  leeway  in  claiming 
entertainment  costs  as  tax  deduction  as  long 
as  the  costs  are  associated  with  the  taxpay¬ 
er’s  trade  or  business. 


And  elimination  of  an  administration-op¬ 
posed  provision,  contained  in  both  the  House 
and  Senate  committee  bills,  permitting  bus¬ 
inessmen  to  claim  tax  deductions  for  a  wide 
variety  of  lobbying  expenses. 

Because  the  dividend  and  interest  with¬ 
holding  provision  has  been  so  stoutly  advo¬ 
cated  by  the  administration  and  was  cham¬ 
pioned  by  Mr.  Kennedy  as  recently  as  his 
news  conference  last  week,  Senator  Mans¬ 
field  is  somewhat  reluctant  to  use  the  tabl¬ 
ing  procedure  against  it.  The  tabling  mo¬ 
tion  in  this  case  might  be  offered  by  Senator 
Byrd  rather  than  a  member  of  the  leader¬ 


ship. 

In  any  event,  the  leadership  is  anxious  to 
avoid  a  rollcall  vote  on  withholding.  Be¬ 
cause  the  proposal  is  certain  to  be  killed  on 
the  Senate  floor,  the  Democratic  leaders  see 
no  reason  why  their  party’s  Senators  should 
be  forced  to  go  on  record  regarding  such  a 
politically  unpopular  scheme  in  an  election 
year. 

But  the  leadership  probably  will  feel  no 
qualms  in  moving  to  table  the  rest  of  the 
Douglas-Gore  proposals  or  the  scores  of 
other  amendments  that  have  been  drafted. 

Since  his  election  as  majority  leader  19 
months  ago.  Senator  Mansfield  has  made 
increasing  use  of  the  tabling  motion.  Its  ad¬ 
vantages  are  twofold.  It  chokes  off  debate 
without  the  often  difficult  negotiations 
needed  to  obtain  a  unanimous  agreement  for 
some  kind  of  debate  limitation.  And  it 
tends  to  obscure  the  issue  on  a  politically 
touchy  matter:  A  Senator  voting  to  table 
the  withholding  plan  can  argue  he  isn’t  actu¬ 
ally  voting  against  the  proposal.  In  parlia¬ 
mentary  terms,  a  motion  to  lay  an  amend¬ 
ment  on  the  table  is  a  procedural  step  that 
has  the  effect  of  preventing  a  vote  on  the 
substance  of  the  amendment — a  delicate  dis¬ 
tinction  some  Senators  cite  when  it  comes 
to  explaining  their  votes. 

But  the  tabling  motion  is  so  abrupt  a 
maneuver  it  sometimes  ruffles  the  feathers  of 
the  Senator  it  is  used  against.  Consequent¬ 
ly,  extensive  use  of  the  tabling  motion  this 
week  might  widen  the  breach  in  the  Sen¬ 
ate  between  the  Democratic  leadership  and 
the  liberal  bloc  that  was  opened  during  the 
vain  filibuster  against  the  communications 
satellite  bill. 

The  Treasury’s  position  amid  this  intra- 
party  bickering  in  the  Senate  is  an  ambigu¬ 
ous  and  embarrassed  one. 

Treasury  officials  privately  agree  with  the 
Senate  leadership’s  appraisal  that  the  Fi¬ 
nance  Committee  bill  cannot  be  significantly 
changed  on  the  Senate  floor.  Moreover,  they 
are  eager  to  win  passage  of  any  bill  that 
contains  the  investment  credit  for  business. 

But  these  same  officials  are  loath  to  dis¬ 
courage  the  liberal  efforts  to  promote  Mr. 
Kennedy’s  original  recommendations.  Treas¬ 
ury  Secretary  Dillon  informed  Senator 
Gore  recently  the  administration  would  do 
nothing  to  oppose  his  fight  on  the  Senate 


floor. 

The  one  area  where  the  Treasury,  the  Sen¬ 
ate  leadership  and  the  liberals  can  find  com¬ 
mon  cause  without  qualification  is  in  op¬ 
position  to  the  Keogh-Smathers  bill  giving 
tax  relief  to  self-employed  persons.  But  so 
many  other  Senators  have  given  their  doctor 
and  lawyer  constituents  commitments  of 
support  for  the  House-passed  bill  that  even 


measure. 

DIRKSEN  UPSETS  APPLECART 

Democratic  leaders  hope  Senators  pledged 
to  support  the  Keogh-Smathers  hill  will  find 
their  way  free  to  table  its  introduction  as  an 
amendment  to  the  tax  revision  bill,  on  the 
ground  it  should  be  considered  separately. 
But  this  tactic  is  by  no  means  foolproof. 
Nor  is  it  certain  that  the  Keogh-Smathers 
proposal,  if  adopted  by  the  Senate,  could  be 
eliminated  from  the  final  version  of  the  bill 
by  the  Senate-House  conference. 
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Actually,  Senator  Smathers,  who  often  op¬ 
poses  the  administration,  although  a  mem¬ 
ber  of  the  leadership  team  by  virtue  of  his 
post  as  Democratic  caucus  secretary,  had  al¬ 
most  decided  not  to  offer  his  bill  as  an 
amendment  to  the  tax-revision  measure. 
But  Senator  Dirksen  upset  the  applecart 
last  week  with  his  surprise  announcement 
he  would  propose  the  measure  as  a  tax-bill 
amendment  if  nobody  else  did.  Now,  there 
is  speculation  Senator  Smathers  may  try  to 
beat  the  Republican  leader  to  the  punch. 

If  this  effort  fails,  the  future  for  the 
Keogh-Smathers  bill  isn’t  bright.  Senator 
Mansfield  probably  would  delay  bringing 
up  the  measure,  approved  last  year  by  both 
the  House  and  the  Senate  Finance  Com¬ 
mittees,  for  Senate  debate  until  the  closing 
days  of  the  session.  Then  even  the  threat 
of  a  liberal  filibuster  might  be  enough  to 
kill  the  bill,  as  it  did  in  1960.  And  if  the  bill 
did  manage  to  win  final  congressional  pas¬ 
sage  as  a  separate  measure,  it  might  be  cut 
down  by  a  Presidential  veto. 

Exhibit  4 

[From  the  Washington  Post,  Aug.  27,  1962] 
Six  Important  Bills 

President  Kennedy  Is  urging  the  enact¬ 
ment  of  six  measurs  which  would  promote 
long-term  economic  growth  and  strengthen 
our  educational  and  social  security  systems. 
We  have  given  our  endorsement  to  each  of 
these  measures,  the  present  status  of  which 
is  as  follows: 

1.  The  Trade  Expansion  Act:  This  hill 
would  encourage  the  expansion  of  interna¬ 
tional  trade  by  granting  the  President  au¬ 
thority  to  negotiate  for  the  reduction  of 
tariff  barriers.  It  has  passed  the  House  and 
stands  a  good  chance  of  enactment  by  the 
Senate  notwithstanding  the  efforts  of  pro¬ 
tectionist  forces  to  weaken  it  through  crip¬ 
pling  amendments. 

2.  Investment  credit:  The  investment 
credit  provision  of  the  Revenue  Act  of  1962 
as  passed  by  the  House  would  stimulate  in¬ 
vestment  by  permitting  businesses  to  reduce 
their  taxes  by  as  much  as  7  percent  of  the 
cost  of  newly  purchased  equipment.  A  some-, 
what  weaker  version  of  this  provision  has 
been  approved  by  the  Senate  Finance  Com¬ 
mittee  as  part  of  a  tax  bill  that  will  face 
a  hard  fight  on  both  the  floor  of  the  Senate 
and  in  the  conference  committee. 

3.  Youth  employment  opportunity:  This 
legislation  would  establish  a  Conservation 
Corps  to  provide  employment  in  our  na¬ 
tional  parks  and  forests  for  youths  who  have 
left  school  before  finishing  and  a  program  of 
part-time  public  service  work  for  those  who 
remain  at  home.  The  Senate  passed  a  bill 
embodying  similar  provisions  3  years  ago  and 
is  expected  to  approve  the  current  legisla¬ 
tion.  Unfortunatetly  the  House  version  is 
bottled  up  in  Representative  Howard 
Smith’s  Rules  Committee. 

4.  Public  works  acceleration:  The  Senate 
has  passed  a  bill  providing  $750  million  to 
be  used  immediately  for  public  works  and 
urban  renewal  projects  and  an  additional 
$750  million  which  is  to  be  expended  under 
standby  authority  when  the  rate  of  unem¬ 


ployment  exceeds  a  critical  level.  A  House 
version  of  the  bill  provides  $900  million  for 
immediate  use  and  a  coordinator  charged 
with  setting  up  a  reserve  “shelf”  of  public 
works.  Democratic  leaders  in  the  House  now 
believe  that  they  have  a  sufficient  number 
of  votes  to  carry  this  measure  next  week. 

5.  Federal  backstop  to  unemployment  com¬ 
pensation:  This  legislation  would  extend  for 
1  year  the  emergency  program,  which  expired 
at  the  end  of  June,  for  assisting  those  per¬ 
sons  who  have  exhausted  their  unemploy¬ 
ment  benefits.  Chairman  Wilbur  Mills  of 
the  Ways  and  Means  Committee  has  begun 
hearings,  and  it  is  believed  that  his  commit¬ 
tee  will  recommend  an  extension.  But  the 
measure  is  expected  to  meet  strong  opposi¬ 
tion  in  the  Senate  Finance  Committee. 

6.  Federal  aid  to  higher  education:  Meas¬ 
ures  which  would  provide  Federal  assistance 
to  public  and  private  institutions  of  higher 
learning  were  passed  by  large  majorities  in 
both  Houses,  but  final  action  has  been  de¬ 
layed  by  a  deadlocked  conference  commit¬ 
tee.  At  issue  is  the  constitutionality  of 
grants  which  the  House  bill  would  authorize 
for  church-affiliated  institutions. 

All  of  these  measures  command  widespread 
public  support,  and  yet  only  the  trade  bill 
seems  to  be  assured  of  passage  at  this  time. 
What  is  required  is  more  resolute  action  on 
the  part  of  the  majority  leadership  in  the 
Congress  and  stronger  voices  from  the  grass¬ 
roots. 

Exhibit  5 

Expenses  for  Travel,  Entertainment,  and 
Business  Gifts 

(Analysis  of  some  court  decisions  and  ad¬ 
ministrative  cases  allowing  deductions  of 

entertainment  and  related  expenses) 
introduction 

Collected  here  are  sumaries  of  judicial  de¬ 
cisions  and  administrative  cases  which  il¬ 
lustrate  the  type  of  expenditures  for  enter¬ 
tainment  and  related  items  which  are  allowed 
as  business  deductions  under  present  law. 

Recently  the  National  Office  of  the  Inter¬ 
nal  Revenue  Service  requested  district  offices 
to  submit  cases  involving  expenditures  for 
parties,  business  gifts,  yachts,  hunting 
lodges  and  similar  items  which  would  illus¬ 
trate  how  a  relatively  slight  business  element 
is  sufficient  to  require  a  revenue  agent  to 
allow  the  deduction  of  an  essentially  per¬ 
sonal  type  of  expenditure  under  present  law. 
The  cases  collected  here  are  typical  of  ex¬ 
penditures  for  entertainment  which  are 
claimed  and  allowed  in  a  large  number  of 
cases. 

These  cases  show  that  stricter  enforce¬ 
ment  procedures  cannot  solve  the  problem. 
Stricter  enforcement  can  only  require  more 
detailed  documentation  of  amounts  ex¬ 
pended  and  the  purpose  of  the  expenditure. 
But,  as  these  exhibits  show,  this  documenta¬ 
tion  already  exists  in  a  large  number  of  these 
cases.  And  where  the  documentation  exists, 
the  present  law  requires  that  the  entertain¬ 
ment  expenses  be  fully  allowed.  When  exist¬ 
ing  law  allows  the  cost  of  a  safari  to  Africa, 
undertaken  by  a  hunting  enthusiast  and  his 
wife,  to  be  deducted  on  the  ground  that  it 
provides  advertising  for  dairy  milk,  one  can¬ 


not  expect  revenue  agents  to  successfully 
question  the  business  necessity  for  duck 
hunting  or  nightclubbing  with  business 
associates. 

Excerpts  from  the  reports  of  two  revenue 
agents,  submitted  in  connection  with  this 
study,  highlight  the  situation  under  exist¬ 
ing  law.  One  revenue  agent  reports  that: 

“The  president  and  one  vice  president  (of 
the  taxpayer  corporation)  are  father,  and 
son.  The  father  and  son  own  memberships 

in  the - Club, - Country  Club,  and 

various  supper  clubs.  The  corporation  pays 
all  dues  and  entertainment  expenses.  It 
is,  however,  believed  that  the  entertainment 
involves  friends,  and  that  the  officers  are  in 
turn  entertained  by  the  same  people  whom 
they  entertain  when  they  pay  the  bill. 
Each  member  of  the  club  is  supposed  to 
give  a  party  once  jach  year  for  the  others. 

“It  has  proven  Impossible  to  prove  such 
entertainment  and  parties  as  personal  ex¬ 
pense  because  the  officers  can  always  point 
to  some  of  the  parties  who  were  supposedly 
instrumental  in  their  having  obtained  some 
(business) . 

“One  thing  is  ever  present  with  this  tax¬ 
payer.  A  trip  to  Las  Vegas,  Nev.;  Havana 
Cuba;  or  some  other  place  has  always  been 
opportune  to  attend  some  New  York’s  Day 
bowl  game  or  other  affair,  yet  the  trip  was 
to  see  some  concern  about  selling.” 

Another  revenue  agent  states: 

“The  president  of  the  corporation  is  a  gun 
collector  and  hunting  enthusiast.  Each  year 
he  goes  on  a  hunting  trip  to  Wyoming  in  the 
company  plane  or  car  (with  four  hunting 
companions) . 

“The  four  hunting  companions  were  from 
*  *  *  firms  who  may  be  instrumental  in  the 
award  of  contracts  *  *  *  and  are  hunting 
enthusiasts  themselves  as  well  as  friends  of 
the  president. 

“It  has  further  come  to  the  attention  of 
the  examiner  that  officers’  salaries  are  held 
to  a  minimum  *  *  *,  but  the  expenses  of 
the  above  nature  are  paid  in  behalf  of  the 
officer.  It  should  be  added  that  all  events 
of  the  trip  and  associations  of  the  compan¬ 
ions  are  carefully  documented  and  reported 
to  the  firm  to  avoid  possible  trouble  in  con¬ 
nection  with  the  deduction. 

“Under  present  law  there  has  been  found 
no  basis  for  disallowance  of  the  expense.” 

Administrative  cases  No.  1  through  No.  41 
were  submitted  as  part  3  of  the  entertain¬ 
ment  expense  study  presented  to  the  House 
Ways  and  Means  Committee  last  year. 
Cases  No.  42  through  No.  60  further  illustrate 
the  basic  expense  account  problem.  These 
cases  are  samples  from  subsequent  audits. 
In  cases  No.  42  through  No.  54  substantially 
the  entire  amount  claimed  as  a  deduction 
was  allowed.  Cases  No.  55  through  No. 
60  are  examples  of  a  great  number  of  cases 
where  a  substantial  portion  of  the  deduction 
claimed  is  disallowed  because  the  expenses 
are  purely  personal  with  no  business  con¬ 
nection  but  the  remainder  is  allowed  because 
a  slight  business  connection  is  shown.  Of 
course,  to  the  extent  that  cases  of  this  kind 
are  not  examined  by  a  revenue  agent,  the 
entire  amount  claimed,  including  the  purely 
personal  part,  is  effectively  deducted. 
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Case 

No. 


Dairy .  Safari  to  Africa, 


Type  of  business 


Type  of  expense 


Brewing  company. 


Diversified  manufac¬ 
turing. 


Manufacturer  of  witch 
hazel. 


Horse  racing  secretary 
and  handicapper. 


Cabin  cruiser. 


Hedecoratiug  principal 
officer’s  residence. 


Swimming  pool  adjacent 
to  residence. 


Yacht. 


Yacht  and  entertain¬ 
ment. 


Amount 


Claimed 
by  tax¬ 
payer 


Allowed 
by  Com¬ 
missioner 


$16,818 


10,481 


10,000 


6,600 


10,949 


2,000 


$1,200 


Allowed 

by 

court 


$16, 443 


6,785 


Manufacturing  paints 
and  related  products. 


Automobile  dealer. 


Solicits  and  writes  in¬ 
surance. 


Actor . . .  Entertainment 


Cabin  cruiser. 


.do. 


Vacation  camp. 


28,039 


992 


None 


1,650 


None 


None 


10,481 


(') 


9,  789 


2,000 


2,000 


1,833 


1,687 


None, 


None 


Summary  of  facts 


21, 029 


310 


1,629 


1,687 


In  1950,  the  taxpayer,  a  closely  held  corporation  engaged  In  the  business  of  processing 
and  distributing  milk  and  milk  products,  paid  the  expenses  for  an  African  hunting 
safari  for  its  principal  shareholder-president  and  his  wife.  The  president  was  an 
experienced  hunter.  The  trip,  which  included  stays  at  London,  Paris,  and  Rome, 
lasted  approximately  6  months.  Taxpayer  received  publicity  as  the  sponsor  of 
the  trip,  both  in  the  newspapers  and  by  the  exhibition  of  motion  pictures  and 
hunting  trophies.  The  Tax  Court  concluded  that  the  taxpayer’s  primary  intent 
was  to  publicize  the  business  and  was  not  to  benefit  the  officer  and  his  wife.  I  he 
court  allowed  the  deduction  of  expenses  in  full  by  the  taxpayer.  ( Sanitary  Farms 
Dairy,  Inc.,  25  T.C.  463  (1956).)  ,  „  ,,  .  , 

Cabin  cruiser  expense  incurred  during  the  years  1949  and  1950.  President  of  com¬ 
pany  testified  that  the  cruiser  was  used  solely  to  hold  sales  meetings  and  to  enter¬ 
tain  customers  and  distributors;  that  it  was  especially  necessary  to  own  a  cruiser 
because  company’s  plant  was  located  in  a  slum  area  where  it  was  not  feasible  to 
conduct  sales  meetings  or  to  meet  with  customers  and  distributors;  that  there 
was  a  constant  need  to  generate  goodwill.  “Customarily  on  weekends  they  took 
a  group  of  distributors  or  take  out  people  or  large  dealers  fishing  down  to  the 
islands  if  the  weather  permitted.”  The  Tax  Court  allowed  the  deduction  in  full. 
(Cleveland-Sandusky  Brewing  Carp.,  30  T.C.  539  (1958).) 

Taxpayer  corporation  reimbursed  its  principal  shareholder-officer  for  a  portion  ot 
the  cost  of  refurbishing  the  1st  floor  of  his  residence.  Taxpayer  deducted  this 
reimbursement,  contending  that  this  residence  was  used  for  entertaining  its 
customers  and  thus  served  its  business  purposes.  The  jury  was  instructed  that 
thero  was  nothing  wrong  with  the  use  of  a  private  residence  for  a  business  purpose 
if  it  was  ordinary  and  necessary.  The  court  said  that  the  question  for  the  jury 
was  whether  a  business  advantage  was  expected  and  whether  it  was  realized. 
Taxpayer  also  claimed  depreciation  on  a  swimming  pool  constructed  on  land  which 
it  owned  The  pool  was  adjacent  to  the  shareholder-officer’s  residence  and  could 
be  entered  only  from  that  residence.  The  jury  was  instructed  to  find  for  the 
taxpayer  if  it  was  satisfied  that,  as  taxpayer  contended,  the  pool  was  purchased 
for  business  use  and  in  anticipation  of  benefits  to  the  business.  (.Doughboy  In¬ 
dustries,  Inc.  v.  United  Slates,  4  A.F.T.R.  2d  5021  (W.D.  W is.  1959).) 

The  taxpayer,  an  individual  engaged  in  manufacturing  witch  hazel,  purchased  a 
yacht  for  the  entertainment  of  customers  and  potential  customers.  1  he  yacht 
was  used  to  encourage  such  persons  to  visit  taxpayer’s  plant.  Although  the 
Commissioner  disallowed  the  expenses  as  personal,  they  were  for  the  most  part 
allowed  bv  the  Board  of  Tax  Appeals  because  of  the  business  relationship  which 
the  taxpayer  had  established.  (E.  E.  Dickinson,  8  B.T.A.  722  (1927).)  . 

Taxpayer,  an  individual  engaged  in  the  occupation  of  scheduling  and  making  other 
arrangements  for  horse  races  and  handicapping  horses,  entertained  racing  officials, 
track  owners,  horsemen  and  turf  writers  by  arranging  dinners  and  theater  parties 
and  providing  recreation  aboard  his  yacht.  The  court  found  that  taxpayei  s 
business  was  highly  competitive.  The  expenses  for  entertainment  claimed  as  a 
deduction  by  taxpayer  were  held  to  be  expended  for  the  purpose  of  promoting 
taxpayer's  business. y Taxpayer’s  effort  to  maintain  friendly  relations  with  those 
entertained  was  viewed  as  essential  to  his  continued  success.  The  deductions 
claimed  were  allowed  in  full.  (Charles  J.  McLennan,  T.C.  Memo.  Op.  Docket 

No  4757  (June  25,  1945),  1  45,  217  P-H  T.C.  Memo.)  ...  , 

Taxpayers  were  general  partners  engaged  in  the  business  of  manufacturing,  buying, 
and  selling  paints  and  related  products.  They  claimed  a  deduction  for  fiscal 
vo-irs  1952-53  for  the  operating  expenses  and  depreciation  of  a  boat.  1  ne 
boatwas  principally  used  for  entertaining  financiers,  suppliers,  and  other  persons 
with  whom  the  partnership  had  business  dealings.  It  was  also  used  for  testmg 
work  in  connection  with  marine  pamts  and  for  the  personal  pleasure  of  the  tax- 

payers' aiul't'heir  families.  The  oourt  allowed  75  per^ntoftheb^t  expends 
a  business  deduction.  Greenberg  v.  Riddell,  4  A. F  T .R.  2d  6040  (S  D.  Cal.  1959). 
TaxDaver  was  1  of  2  partners  in  a  partnership  selling  used  cars  at  retail.  1  he 
partnership  maintained  a  cabin  cruiser  which  was  used  partly  for  business  pur- 
noses  and  partly  for  personal  recreation.  The  Tax  Court  stated;  An  expense 

of  this  nature,  where  reasonably  related  to  the  operation  2/25®  TfoTTeneralities 
deducted  as  an  ordinary  and  necessary  expense.  *  .  Except  for  generaimes, 

the  criteria  upon  which  the  petitioner’s  basis  for  determining  whether  they  were 
business  or  personal  expenses  were  not  disclosed  in  his  testimony.  J^eycithe- 
lessl'w i th° respect'to  taxable  year  1949,  the  court  allowed  about  !«  of  the  claimed 

Taxpayer"  SSl“S  in  The  generanSu’rance  business  owned  a  vaca¬ 
tion  cottage  which  was  used  partly  for  family  vacation  and  partly  to  entertain 
customers'and  prospective  customers.  Taxpayer  frequently  hel^  st®B Parinkine 
businessmen  on  weekends.  Recreation  took  the  form  of  boating,  eating,  drinking, 
ffilring  } poker .  The  cottage  was  on  a  lake  and.  boating  facilities  were  main¬ 
tained  bv  the  taxpayer.  The  property  was  sold  in  1944  at  a  loss.  Taxpayei 

ss 

^Tse  dTducticn!0^, Watt^O^Kr^jt,  T.c' .  Memo,  OpfjDoc,  No.  14975  (Juno  22, 
S  disallowance  but™  reversed  on  appujl^T: taMjguit  c. oat 

SSSSZSSS’-SSm / "S3. SST.  <J— -o  f-  *  *» 

(2d  Cir.  1934).)  _ _ 


i  Jury  verdict  in  favor  of  taxpayer  for  95  percent  of  refunds  claimed. 


16724 


CONGRESSIONAL  RECORD  —  SENATE 

Summary  analysis  of  tax  cases  involving  deductions  for  entertainment  and  related  expenses 


August  27 


Type  of  business 

Type  of  expense 

Amount 

Tax  year  or 
period 

Claimed 

Allowed 

Hunting  lodge  . . 

$61, 146 

$61, 146 

1956 

71,206 

71,206 

1957 

56,065 

55,065 

1958 

Maintenance  of  resort 

353. 713 

269, 666 

Sept.  30, 1957 

facilities  on  subtrop- 

leal  island. 

Airplane  expense . 

90,666 

90,666 

Airplane  depreciation... 

20, 439 

15,  277 

Yacht . . . 

111,804 

1953-54 

Ranch-hunting  lodges... 

116,  440 

1953-59 

Nightclub  expenses _ 

126, 249 

1954-59 

Other  entertainment.... 

119,  647 

1953-59 

Insurance . _ . 

Meals . . 

25,000 

1957 

Lodging . . . . 

20,000 

Transportation _ 

30, 000 

Food  and  beverage  for 

entertainment _ 

30,000 

Tickets _ 

2,000 

Conventions _ 

1,000 

Apartment.  . . . 

6,000 

Gifts . . . . 

10,500 

Other . 

3,000 

Auto . . . . 

10,000 

137,  500 

97,500 

Food  products . 

Ilunting  trip  .. 

12,  211 

12,211 

1951 

14,  325 

14, 325 

1952 

Supplier _ _ _ _ 

Gifts  .. 

10, 521 

10, 521 

1953 

9,304 

9,304 

1954 

5,941 

5,941 

1955 

Entertainment. . 

51,  259 

38,  444 

1953 

44,  230 

33, 172 

1954 

23,898 

17,  924 

1955 

Sales  of  steel  equipment. 

Farm  resort  golf  party . . . 

20,000 

2(1,000 

1958 

5,000 

5,000 

1958 

Mortuary  business . 

Yacht . 

11,  455 

8,  591 

1955 

11, 096 

8,322 

1956 

12,  776 

9,582 

1957 

Cottage  expense  and  on- 

4,  424 

2,875 

1955 

tertainment. 

Personal  residence  and 

12, 271 

7,362 

1955 

entertainment. 

14,  686 

8, 811 

1956 

10,  762 

6,  457 

1957 

Ship  repair _ 

£3  7  *58 

93  758 

1966 

Beverage  manufacturer . 

Kentucky  derby _ 

10,903 

10, 903 

Apr.  30,1958 

Textile  manufacture 

Plantation  resort 

34,  258 

22,  839 

Sept  3  1 955 

1 

31,  950 

21,  300 

Sept'  L1956 

29,022 

14,  511 

Aug.  31,1957 

r 

32,  924 

16,462 

Aug.  30,1958 

Food  products . 

Guesthouse  in  resort 

13,500 

13,500 

Feb.  28,1959 

area. 

14,300 

H  300 

Feb.  28,1960 

Coal  and  iron  mining _ 

Cottage  in  Canada 

11,983 

11,  983 

1959 

10,  509 

10,  504 

1960 

No. 


Summary  of  facts 


10 

11 


12 


13 


Closely  held  corporate  taxpayer  maintains  a  luxurious  hunting  lodge  which 
had  a  1958  tax  basis  of  over  $230,000  and  is  constantly  maintained  by  care¬ 
taker  and  wife.  Streams  stocked  with  trout,  small  game  raised  by  farmers 
for  purpose  of  stocking,  and  large  deer  population.  Log  maintained  show¬ 
ing  names  and  dates  representatives  of  customers  are  entertained.  Lodge 
also  used  for  entertainment  of.  key  personnel  of  taxpayer.  Log  indicates 
use  by  500  to  GOO  persons  annually. 

Taxpayer,  a  domestic  manufacturing  corporation,  owns  luxurious  facilities 
on  a  subtropical  island.  The  principal  use  of  the  property  is  for  entertain¬ 
ment  of  executives  and  key  personnel  of  customer  firms.  Fishing  cruisers 
are  maintained  and  air  transportation  furnished  guests.  The  chairman  of 
the  board,  who  is  the  controlling  stockholder,  and  other  officers  and  key 
employees  accompanied  by  their  families  spent  considerable  time  at  island. 
Adjustment  was  made  for  amounts  considered  personal  expenses  of  these 
officers  and  employees. 

Taxpayer's  stock  is  owned  by  2  individuals.  Yacht  was  used  by  company 
for  fishing  parties  for  customers  and  company  personnel.  Yacht  expenses 
shown  are  only  for  1953  and  1954;  it  is  estimated  that  operating  expenses, 
exclusive  of  depreciation,  are  $75,000  per  year.  Ranch  properties  are  leased 
by  taxpayer  from  stockholder  and  from  others  and  are  used  by  customers 
for  hunting  and  fishing.  Nightclub  expense  was  paid  by  company  to  a 
club  owned  by  stockholder  to  cover  charges  made  by  company  executives 
and  sales  personnel  ($23,000  of  this  amount  was  charged  at  club  by  stock¬ 
holder).  Parties  are  held  at  club  during  Christmas  season  and  cost  of  each 
party  ranges  from  $8,000  to  $14,000.  Each  year  the  company  finances  a 
hunting  trip  to  Canada  for  executive  personnel  and  customers  and  mini¬ 
mum  cost  is  $5,000  to  $6,000  for  a  party  of  8  to  12  men.  Corporate  expendi¬ 
tures  which  were  not  allowed  as  a  deduction  included  over  $20,000  paid  for 
addition  to  personal  residence  of  stockholder  and  over  $9,000  for  vacation 
trips  to  Europe  and  Africa  by  stockholder  and  family.  Item  of  "other 
entertainment”  represents  reimbursement  for  travel  and  entertainment  by 
stockholder. 

Individual  taxpayer  travels  widely  while  visiting  insurance  agency  offices 
At  each  office  the  taxpayer  entertains  office  personnel  lavishly  for  the  ap¬ 
parent  purpose  of  establishing  good  management-employee  relations  Tax¬ 
payer  also  lavishly  entertains  management  personnel  at  Florida  vacation 
resorts.  The  disallowance  of  $40,000  of  expense  was  based  on  either  lack  of 
substantiation  or  claim  stated  in  wrong  year;  it  was  not  based  on  failure 
to  establish  a  business  relationship  for  the  expense. 


The  trip  was  given  considerable  coverage  by  the  newspapers.  Films  of  the 
trip  were  exploited  successfully  in  connection  with  taxpayer’s  business 
The  deduction  was  allowed  based  on  decision  of  the  Tax  Court  on  a  similar 
issue. 

President  of  closely  hold  corporate  taxpayer  traveled  extensively  with  officers 
of  a  customer  to  various  plants,  conventions,  and  on  the  “horse  show  cir¬ 
cuit.”  On  these  occasions  he  entertained  officials  of  customer  at  cocktail 
parties,  dinners,  etc.  Taxpayer  contended  that  it  was  essential  to  maintain 
close  personal  relations  with  officers  and  employees  of  its  customer  It  was 
taxpayer’s  policy  to  give  gifts  to  key  employees  of  customer.  Entertain¬ 
ment  expense  of  $44,230  for  1954  is  typical  and  was  expended  as  follows' 

Local  hotels  and  clubs _  '$7  jqo 

Out-of-town  hotels  and  clubs . . . II.IIIIIIII  14’  000 

Cash  to  officers,  entertainment . . . *  . .  8’ 700 

Transportation _  j’  Ooo 

Food,  liquor,  cigars  for  office  and  farm . ““ .  5’  400 

Florida  hotel  expense _ _ _ _ _ _ _ _  "  7' 500 

Most  of  the  expenditures  were  made  by  the  president  of  taxpayer."  ’ 
Corporate  taxpayer  expended  $20,000  to  maintain  a  large  plantation  and  farm 
type  residence  in  a  resort  area  for  entertainment  of  top  echelon  cxeeutiv 
of  various  large  customers  of  the  taxpayer.  The  expenditure  of  $5,000  was 
for  a  golf  party  for  executives  of  various  customers  of  the  taxpayer  This 
same  situation  existed  in  prior  years  and  was  accepted. 

Yacht  owned  by  this  closely  held  corporation  was  used  to  entertain  visiting 
morticians,  clergymen,  and  for  meetings  of  employees.  Taxpayer  prepares 
and  ships  bodies  to  other  areas  for  burial.  Personal  residence  of  principal 
shareholder  has  an  office  and  residence  is  used  for  business  meetings  and 
entertainment  of  business  guests. 


Taxpayer  is  a  closely  held  family  corporation.  During  the  Christmas  season 
of  1956  the  corporation  gave  a  dinner  at  a  large  hotel,  which  was  attended 
by  customers  of  the  firm  and  business  acquaintances  of  the  corporate  exec¬ 
utives.  The  cost  of  the  affair  was  allowed  as  deduction  on  the  ground  that 
the  purpose  for  the  expenditure  was  to  create  goodwill  and  to  enhanoe  the 
repute  of  the  corporation. 

Customers  and  their  wives  are  entertained  by  derby  parties  such  as  break¬ 
fasts  and  luncheons,  etc.;  by  furnishing  box  seats  and  tickets  for  the  derby 
and  entertainment  at  the  derby.  ’ 

The  corporation  leased  a  plantation  from  a  stockholder  of  the  corporation  for 
an  annual  rental  of  $1.  The  stated  purpose  of  the  lease  was  to  provide  tho 
corporation  with  a  place  to  entertain  customers  and  business  associates. 
Although  it  appeared  that  some  business  purpose  xvas  served  by  the  rentai 
of  the  plantation  it  was  determined  a  portion  of  the  expenditures  to  be  per¬ 
sonal  to  the  stockholder.  The  disallowed  portions  of  the  deductions  were 
taxed  to  the  stockholder. 

Taxpayer  corporation  is  located  on  west  coast  and  most  of  its  sales  arc  made 
through  brokers  from  the  eastern  United  States  and  Europe.  While  they 
are  out  on  the  west  coast,  the  brokers  expect  the  sellers  to  provide  them  a 
place  to  stay  and  taxpayer  established  that  the  purchase  of  the  guesthouses 
was  for  this  purpose.  The  taxpayer  also  established  that  the  facilities  were 
used  by  its  sales  representatives  for  making  sales. 

Cottage  on  bay  in  Canada  was  used  to  entertain  people  connected  with  ingot 
steel  industry.  87  persons  were  entertained  in  1960. 
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Case 

No. 


Type  of  business 


14  Steel  products .  Residence,  Miami  Beach 


17 


Type  of  expense 


Hosiery  mill - 

Mineral  products. 


Roadbuilding  equip¬ 
ment. 


Beach  house  and  boat...| 

Summer  home  and  resi¬ 
dence. 


Club  expense. . 

Liquor _ 

Season  football  tickets. 
Convention  expenses.. 


Convention. 


18 


19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

29 


Manufacturer  of  equip¬ 
ment. 


Manufacturer. 


Automobile  dealer . 


Cake  and  cookie  bakery  . 
Shoe  manufacturer.. 
Automobile  dealer.. 


Oil  and  refining  corpo¬ 
ration. 


customers. 
Speedboat- .. 

Party . — 


Las  Yegas  vacation 


Lease  of  hunting  lodge. . 


Yacht— 


.do. 


_ do . 

_ do . 

Yacht  expense. 


Hunting  trip. 
Fishing  trip— 


Auto  dealer . — 

Metals  manufacturer- 

Sale  of  fuel . . — 

_ do . 


Airplane . 

Yacht  expense. 


Food  products. 


30 

31 


Consultant  to  manufac¬ 
turer. 

Lawyer . . 


Hotels,  restaurants,  boat 
club,  parties,  gifts,  etc. 

Yacht . 


Yacht  and  resort  resi¬ 
dence. 


Duck  hunting  club. 


Yacht. 


290 
6,204 
7,401 
10,  761 

18,000 
22,000 
26,  000 
20, 907 


0 


1,240 
3,  855 


20,000 

7,999 

60,000 


34, 189 
24, 003 
34,  787 


20, 031 


Amount 

Tax  year  or 

Claimed 

Allowed 

period 

$33,206 

$28, 706 

Apr.  30,1956 

.  25,367 

25, 367 

1957 

32,713 

32,713 

1958 

|  40,256 

20, 128 

1956 

42,  858 

21, 429 

1957 

36, 696 

18,348 

1958 

6,700 

6,700 

1959  and  1960 

_  13, 750 

13,  750 

1959  and  1960 

2,004 

2,004 

1959  and  1960 

4,250 

4,  250 

1959  and  1960 

1,  400 

1,  400 

1959 

2,600 

2,600 

1960 

1,410 

1,410 

1959-60 

675 

675 

1960 

1,500 

1,500 

1960 

i_  175,000 

i  75, 000 

,  1956 

1957 

1958 

..  272,640 

253, 035 

Feb.  28,1954 
Feb.  28,1955 
Feb.  28,1956 

Summary  of  facts 


0 

0 

7,401 
10, 761 

18,000 

22,000 

26,000 

16,943 


22, 692 


1,240 

3,855 


20, 000 

5,500 

40,000 

34, 189 
24, 063 
34,  787 

23,  491 


1946 

1947 

1948 

1949 

1957 

1958 

1959 

(*> 


1956 


1958 

1959 


1958 

1957 

1958 


4, 211 

4,  211 

6,475 

6,475 

Sept.  30, 1957 
Sept.  30, 1958 
Sept.  30, 1959 

Oct.  31,1958 


1957 

1958 


he  taxpayer,  which  is  located  m  me  iviiuwes  i  assuneu  ‘  ,  ... 

tainment  is  essential  in  obtaining  business  and  it  established  a  Miami 
residence  for  this  purpose.  The  2  principal  officers  and  tlieir  wives  are 
usually  present  at  the  residence  when  entertaining  customers.  Deduc¬ 
tions  allowed  include  depreciation  on  residence,  food,  liquor,  boat  expense, 
and  salaries  of  sendee  employees  and  entertainment.  Disallowance  was 
made  for  amounts  deemed  to  be  personal  expense.  . 

Expense  of  beach  house  and  boat  maintained  by  corporate  taxpayer  to 
entertain  business  guests  was  allowed  in  full. 

Closely  held  corporate  taxpayer  located  in  Midwest  maintains  a  summer 
home  in  Maine  and  a  residence  in  midwestorn  city.  Principal  stockholder 
and  wife  spend  2H  months  each  summer  at  the  Maine  home  and  entertain 
high  officials  (and  wives)  of  customers.  The  property  in  Midwest  is  used 
to  entertain  visiting  buyers  and  is  used  occasionally  by  president  or 

These'expenses  are  incurred  primarily  by  the  top  3  officers  of  the  company. 

In  general,  the  club  expenses  are  for  lunches,  dinners,  parties,  and  conven¬ 
tion  expense  on  behalf  of  customers.  The  liquor  is  purchased  for  the  bar 
in  the  office  and  is  kept  for  customers  wh(5  drop  in.  Expense  for  conven¬ 
tions  are  for  various  groups  who  have  their  conventions  in  the  taxpayer  s 
home  city;  however,  a  good  share  is  for  conventions  that  the  officers  attend 

ExnensesVn*  tractor  demonstration  attended  by  corporate  taxpayer’s  princi¬ 
pal  officer-shareholder  and  his  wife.  A  purported  business  reason  for  the 
wife’s  travel  was  established  based  on  allowance  of  expenses  for  similar 

Such'shareholdefand  his  wife  traveled  to  Aiaska  with  custo 

Expense  of  wife  was  allowed  based  on  representation  that  customer  would 
Dot  go  without  his  wife  and  his  wife  would  not  go  without  such  shareholder  s 

Speedboat  was  used  exclusively  at  officer-shareholder’s  personal  cottage, 
vet  a  log  was  kept  which  showed  that  the  boat  was  used  solely  for  the 
pleasure  and  convenience  of  customers  of  the  taxpayer  corporation. 
Christmas  party  given  by  such  officer-shareholder  cost  $850.  It  was  claimed 
that  most  of  guests  were  business  customers  or  potential  customers.  Ac¬ 
cordingly  $675  of  the  $8.50  was  claimed  and  allowed  as  a  busmess  expense  of 

O fficeushareholder  and  wife  accompanied  customer  and  wife  to  Las  Vegas 
for  12-day  vacation.  Taxpayer  paid  the  expenses  for  the  4  individual.. 
Officer-shareholder  asserted  that  he  would  not  have  made  the  trip  except 
for  business  purposes  and  that  liis  wife’s  presence  was  required  by  the 

TaSvSes  a  hunting  lodge  and  duck  hunting  preserve  for  a  minimum 
rental  of  $1,800  per  month.  It  is  engaged  in  manufacture  of  equipment 
and  lias  its  products  distributed  by  several  firms  located  throughout  the 
United  States.  Customers  of  each  firm  arc  entertained  at  the  hunting 
preserve.  A  log  is  maintained  and  it  disclosed  no  personal  use  by  stock¬ 
holders.  Taxpayer  shares  expenses  of  lodge  with  2  other  taxpayers.  1  lie 
total  expenditure  claimed  for  this  lodge-  by  the  3  taxpayers  £°r  blie  years 
1953-59  is  $666,000  and  it  appears  that  most  of  this  expense  was  allowed. 
Taxpayer  in  addition  to  other  large  entertainment  expenses,  maintained  a 
wilt  primarily  for  the  purpose  of  entertaining  dealers  who  sell  taxpayer  s 
products.  1’he  disallowed  portion  of  the  expenses  was  for  the  estimated 

C™watio°SpOre^7y7cht0^^poscotprovidlfle^^ritotoe^t«mPrs 

was  aboard.  This  case  was  settled  by  stipulation  while  in  a  docketed  state 

Taxpayer^sSls  cakes  and  cookies  to  grocery  stores.  The  yacht  was  used 
exclusively  to  entertain  supermarket  and  chainstore  buyers  and  branc 
managers  on  deep-sea- fishing  trips  for  promotion  purposes. 

Purpose  of  expenditure  was  stated  to  be  the  use  of  the  boat 
customers  a  non-skid-sole  sneaker  made  by  taxpayer.  Used  at  varlou 

Theto^avCT  mltatSd  hguest  list  record  which  disclosed  that  the  yacht  was 
Tused>for  entertainment  of  old  customers,  officials  of  an  automobile  manufac¬ 
turer,  automobile  dealers,  and  prospective  customers. 

rSEfessasss 

$80,314,  is  used  for  sale?  ®  ft  When  us cd  for  non  business 

customers  are  frequently  entertained  o  .  persons,  a  rental  cliargo 
purposes,  either  by  taxpayer  s  the  yacht  expense  account, 

of  $250  per  day  is  made,  which  is xjrecutea  to  i  yiocatcd  in  a  Midwestern 
Corporate  taxpayer  is  owned  by  2  md  '  T)  taxpayer  established 

State  and  maintains  a  residence  m Wliami  Fla. J ‘  of  customers 

that  the  Florida  residence  is  maintained  for  tneu.  ^  avai]abie  for  use  all 

and  prospective  curtomersrnidm  est  tj,c  Florida  residence  and 

’SSSSwSESSi; 
SSS£S3SSEfes&“ 


1  Approximate. 


2  Not  available. 


( 'asi 

No. 

32 

33 

34 

35 

36 

37 

38 

3!) 

40 

41 

42 

43 

44 

45 

46 

47 

48 

48 

a 
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Typo  of  expense 

Amount 

Tax  year  or 
period 

Claimed 

Allowec 

Entertainment . 

$55,000 

$53, 645 

1969 

Yacht . . 

13,  710 

8,710 

1959 

Residence . 

21,183 

8, 472 

1955, 1956, 1957 

Entertainment . 

32,015 

23, 101 

1955, 1956, 1957 

Hotel  suite . 

7,200 

3,600 

1955, 1956, 1957 

Gifts . 

3,300 

3,300 

1955, 1956, 1957 

Football  tickets . 

1,246 

1,246 

1955, 1956, 1957 

Promotion . . 

49, 329 

(a) 

1957, 1958, 1959 

Football  tickets _ 

31, 963 
124,600 

1957. 1968. 1959 

1957. 1958. 1959 

Food  and  beverages . 

Resport  residence  and 

$21, 399 

$8,  559 

1956 

luxury  apartment. 

16,  478 

6,691 

1967 

Yacht  expenses . 

13,  795 

13, 795 

Apr.  30,1955 

32, 527 

32,  627 

Apr.  30,1956 

34,404 

34,404 

Apr.  30,1957 

Yacht . 

8,337 

5,796 

1955 

17,  641 

12,  530 

1956 

15, 282 

10,  270 

1957 

10,  474 

6,946 

1958 

Yachts . 

r  292, 627 

211,  204 

1965 

354,  258 

293, 330 

1956 

285,  617 

247, 671 

1957 

201,  450 

176,046 

1958 

Lodge  and  boat  expense. 

23,  219 

19, 737 

1956-59 

Pleasure  resort . 

77,697 

53,000 

1959  and  1960 

Entertainment  at  prl- 

127, 067 

127, 067 

Sept.  30,1959 

vate  clubhouse. 

Boat... . 

5,681 

4, 645 

1957 

6,421 

6,136 

1958 

Yacht . 

1, 956 

1,956 

1956 

Boat . 

3,257 

3,257 

1968 

3,985 

3,985 

1969 

2,154 

2,154 

1960 

Yacht . 

2,212 

2, 212 

1959 

Country  club  entertain- 

3,000 

3,000 

1960 

ment. 

Yachts,  club  dues  and 

993, 565 

991, 665 

1959 

related  expenses,  ship¬ 
board  conventions, 
hunting  and  fishing 
trips,  parties. 

Travel  to  Europe . 

1,182 

1,182 

1960 

Entertainment;  football 

2,802 

2,802 

1969 

games;  fishing  expedi¬ 
tions;  theaters. 

1,967 

1,967 

1960 

Summary  of  facts 


Corporate  taxpayer,  a  manufacturer’s  sales  representative,  leased  the  yacht 
in  1959  for  $1,000  per  month  from  a  partnership  consisting  of  2  individuals 
who  are  officers  of  taxpayer.  Partnership  was  formed  in  1959  and  acquired 
yacht  in  April  of  that  year.  Corporation  rents  the  yacht  back  to  the  part¬ 
nership  for  2  months  each  year  at  a  monthly  rental  of  $1,250.  Yacht  expense 
and  entertainment  expense  are  incurred  to  maintain  good  will  with  custom¬ 
ers  of  the  taxpayer. 

It  was  determined  that  40  percent  of  the  amount  paid  by  the  corporate  tax¬ 
payer  to  its  president-shareholder  was  to  reimburse  him  for  entertaining 
business  guests  of  the  corporate  taxpayer  and  thus  was  allowable.  No  guest 
register  was  maintained  but  taxpayer  was  able  to  establish  that  customers 
were  entertained  at  the  president’s  residence.  Disallowances  were  based 
in  part  on  lack  of  substantiation  and  in  part  on  failure  to  relate  some  ex¬ 
penses  to  a  business  purpose.  The  expense  of  a  hotel  suite  maintained  by 
the  taxpayer  was  allocated  between  business  and  nonbusiness  use.  Gifts 
and  football  tickets  for  taxpayer’s  customers  were  allowed  hi  full. 

Taxpayer  corporation  is  a  wholesale  supplier  primarily  serving  utilities,  con¬ 
tractors,  and  local  governments.  The  expenses  claimed  are  for  the  alleged 
purpose  of  increasing  taxpayer’s  sales.  Those  expenses  which  are  related  to 
business  or  potential  business  with  local  governments  will  be  disallowed  as 
contrary  to  public  policy. 

The  corporate  taxpayer’s  business  is  that  of  buying  and  selling  corporations. 
The  taxpayer  seeks  bargain  purchases  of  controlling  stock  in  other  corpora¬ 
tions. 

The  taxpayer  claims  the  purpose  of  maintaining  the  resort  residence  is  to  have 
a  place  available  for  business  conferences.  The  resort  residence  has  facili¬ 
ties  for  boating,  fishing,  and  entertainment.  The  agent  concluded  that  the 
personal  convenience,  pleasure,  and  health  of  the  chairman  of  the  board  of 
the  taxpayer  is  the  principal  reason  for  maintaining  the  residence  and  the 
apartment.  However,  the  evidence  did  indicate  that  there  was  some  en¬ 
tertainment  expense  incurred  for  business  purposes  and  a  portion  of  tho  ex¬ 
pense  was  therefore  allowed. 

Corporate  taxpayer,  located  in  northeastern  State  acquired  the  yacht  in  1954 
and  used  it  during  the  summer  predominantly  for  the  recreation  of  employ¬ 
ees.  During  the  winter  it  is  moved  to  Florida  and  is  used  to  entertain 
various  buiness  associates,  distributors,  suppliers,  etc.,  visiting  there  on 
vacation. 

Corporate  taxpayer  claimed  100  percent  of  the  depreciation  and  expenses 
incurred  in  operating  a  yacht.  Log  records  maintained  were  not  complete 
Many  affidavits  were  submitted  by  customers  which  stated  that  they  were 
guests  on  the  boat  and  that  they  received  a  “sales  pitch”  while  aboard 
The  taxpayer’s  president  took  the  boat  to  Florida  each  year  for  a  personal 
vacation  which  lasted  about  3  months.  On  several  of  these  trips  the  presi¬ 
dent  was  accompanied  by  a  business  associate  and  many  vacationing  busi¬ 
ness  associates  were  entertained.  Expenses  were  allowed  for  portion 
deemed  attributable  to  business. 

Corporation  owns  several  yachts.  One  of  the  yachts  was  primarily  experi¬ 
mental.  The.  others  were  used  primarily  for  entertaining  customers  and 
prospective  customers. 

The  individual  taxpayers  are  located  in  a  midwestem  city.  The  lodge  and 
boats  were  used  to  entertain  investors  from  New  York  whom  taxpayers 
sought  to  interest  in  development  of  oil  and  gas  properties.  Taxpayers  also 
entertained  local  representatives  of  oil  companies  and  drillers  to  encourage 
their  participation  in  development  of  oil  and  gas  properties. 

The  taxpayer  corporation  is  engaged  in  heavy  construction  and  sale  of  con¬ 
struction  supplies.  Its  customers  are  Federal,  State  and  local  governments, 
other  contractors,  and  the  general  public.  The  taxpayer  acquired  a  resort 
estate  which  is  maintained  and  serviced  at  a  cost  approximating  $40,000  per 
year.  The  estate  has  facilities  for  hunting,  boating,  and  fishing.  The  pur¬ 
pose  of  maintaining  the  estate  is  to  create  good  will  among  the  various 
people  with  whom  the  taxpayer  has  business  dealings  and  is  specifically 
used  when  it  is  attempting  to  negotiate  or  secure  a  contract.  The  disallow¬ 
ance  of  a  portion  of  the  expense  covers  preferential  dividends  and  expenses 
which  are  contrary  to  public  policy. 

These  deductions  consist  of  depreciation,  wages,  and  other  expenditures  made 
in  connection  with  the  taxpayer  corporation’s  private  clubhouse  which  is 
used  for  the  entertainment  of  customers  and  prospective  customers. 

Taxpayer  owned  a  boat  which  was  used  principally  to  entertain  customers. 
Taxpayer’s  records  established  that  most  of  the  persons  entertained  on  the 
boat  subsequently  purchased  automobiles  from  the  taxpayer.  Also,  it  was 
established  that  taxpayer’s  president  regularly  lived  on  the  boat.  A  por¬ 
tion  of  the  claimed  expenses  was  disallowed  as  personal  and  taxed  as  income 
to  the  president. 

Taxpayer’s  yacht  log  showed  that  a  majority  of  the  dozen  trips  out  of  port 
was  to  participate  in  races.  Most  of  the  business  entertainment  was  con¬ 
ducted  while  the  boat  was  in  port.  The  amount  claimed  and  allowed  was 
50  percent  of  the  operating  expenses  and  depreciation. 

The  boat  was  purchased  in  1958  and  sold  in  1960.  It  was  used  to  entertain 
customers  and  prospective  customers  9  times  in  1958,  13  times  in  1959,  and 
6  times  in  1960.  Deductions  included  expenses  for  gas,  oil,  and  entertain¬ 
ment,  and  depreciation. 

Taxpayer’s  yacht  was  used  to  entertain  customers  on  fishing  trips.  Tax¬ 
payer  maintained  a  log  of  the  trips  made  and  the  persons  on  board. 

Taxpayer  held  a  debut  for  his  daughter.  Approximately  J4  of  the  guests  had 
business  connections  with  the  taxpayer.  Deduction  claimed  and  allowed 
■was  approximately  25  percent  of  the  cost  of  the  debut. 

Taxpayer  corporation  did  not  maintain  a  separate  travel  and  entertainment 
account.  Additional  yacht  expenses  and  airplane  expenses  were  also 
spread  among  various  accounts.  The  only  expense  disallowed  was  the 
purchase  price  of  1  share  of  stock  in  a  country  club.  All  other  expenses 
were  allowed  because  taxpayer  maintained  detailed  records,  fully  docu¬ 
menting  all  expenses. 

Taxpayer  spent  6  of  22  days  in  Europe  attending  a  medical  congress  at  which 
he  delivered  a  paper  and  presided  at  one  of  the  meetings.  Taxpayer  was 
accompanied  by  his  wife  and  2  children.  The  expenses  attributable  to  tax¬ 
payer  wore  allowed  as  a  deduction  because  he  was  improving  his  specialized 
professional  skills. 

’axpayer  sells  insurance  for  several  companies.  He  entertains  present  and 
past  customers,  as  well  as  prospective  customers,  contending  that  it  is  not 
feasible  to  stop  entertaining  once  a  person  has  been  sold  a  policy.  Tax¬ 
payer  entertained  about  25  times  in  1960  but  fewer  than  30  different  indi¬ 
viduals  were  entertained. 
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Case 

No. 


Type  of  business 


Type  of  expense 


60  Whisky  distillers. 


51 


52 


53 


54 


55 


Sales  of  medical  equip¬ 
ment. 


Manufacturer. 


Manufacturer. 


Yacht . 

Tickets _ 

Club  dues . 

Conventions - 

Gifts _ 

Other  petty  cash. 
Yacht . . . 


56 


67 


Petroleum  production, 
refining  and  market 
tag. 


Dairy. 


Petroleum. 


Independent  oil  oper¬ 
ator. 


58 


69 


60 


Petroleum  sales. 


Physician.. 


Manufacturer. 


_ do — 

Residence- 


Tickets  for  sporting 
events,  etc. 


etc. 

Gifts . - . 

Resort  fishing  expenses. 


Club  dues - - 

Resort  property,  yachts 
apartment,  and  enter¬ 
tainment. 


gifts,  yachts,  etc. 


Trip  to  Europe . 

Hotel  expense . 

Air  transportation- 

Country  clubs - 

Cigars - 

Night  clubs  and  ret 
rants. 

Car  expense - 

Gifts . . . 


Lodging . 

Automobile - 


entertaining. 

Airplane - 

Club  dues - 

Fishing  camp.. 

Liquor _ 

Miscellaneous.. 


Lodging - 

Automobile. 


entertaining. 

Airplane - 

Club  dues . 

Fishing  camp.. 

Liquor - 

Miscellaneous- 


Promotion. 


Entertainment. 


etc. 


Amount 

T 

Claimed 

Allowed 

$49, 641 

$43, 325 

600 

600 

975 

976 

15,  000 

15,000 

7,280 

5,284 

14,323 

7,000 

3,949 

3,949 

75,290 

72, 070 

114,  600 

106, 032 

82,  751 

74,  933 

9,600 

9,600 

3,000 

3, 000  1< 

12,000 

11, 150  1< 

2,000 

2,000  1 

15,  700 

10,600 

10,000 

7,200 

8,000 

6, 150  1 

104,  422 

100, 577 

90.000 

60,000 

102,  900 

65,000 

106, 100 

68, 000 

104, 400 

64,  000 

12,  614 

None 

15, 950 

6,500 

5,812 

2,500 

4, 146 

2,300 

840 

400 

l-  4,500 

3,800 

7,500 

6,500 

2,000 

1,800 

952 
3, 468 

690 

ar  5, 128 

3, 211 

350 

327 

1,200 

750 

4,396 

2,744 

558 

828 

250 

17,407 

8,530 

816 

647 

3,646 

2,000 

or  5, 920 

3,680 

792 

685 

1,20C 

750 

4, 104 

2,562 

1,47! 

640 

160 

100 

18, 116 

11,064 

7,326 

3,663 

2,60 

1, 564 

2,38 

1,400 

2, 641 

i  1, 596 

ns,  23, 2d 

9  3,700 

fts,  24, 701 

)  4,100 

23,10i 

0  4,000 

period 


1959 


1900 


1953 

1954 

1955 
1953 


1959 

1960 

)  and  1 
1957 


1957 

1958 

1959 
1900 


1959 


Summary  of  facts 


1959 


1960 


1958 


1958 

1959 

1960 


1958 

1959 

1960 


Taxpayer  corporation  purchased  and  outfitted  a  yacht.  A  log  and  guest 
register  were  maintained  to  show  the  extent  to  which  the  yacht  was  used 
to  entertain  customers  and  others  having  some  connection  with  the  tax¬ 
payer’s  business. 

Taxpayer  corporation  was  allowed  its  entire  operating  expenses  for  a  yacht 
because  the  yacht  log  disclosed  date  of  each  trip,  passengers’  names  on  each 
trip,  and  their  business  association  to  taxpayer.  All  expenses  fully  docu¬ 
mented  and  no  trips  of  a  nonbusiness  nature  were  found. 

Taxpayer  corporation  purchased  a  yacht  to  entertain  visiting  officials  of  other 
companies  and  for  rental  to  its  officers  below  operating  costs.  The  Service 
charged  a  portion  of  the  difference  to  the  taxpayer’s  president  as  a  dividend. 
Also  taxpayer  leased  from  its  president  his  personal  residence  and  auto¬ 
mobile  to  provide  food  and  lodging  to  its  guests  when  the  president  was 
away. 

Most  of  the  expenses  claimed  were  allowed,  based  on  proof  by  the  taxpayer 
they  were  connected  with  his  business. 


Taxpayer  company  maintained  several  resort  area  facilities  including  several 
yachts  for  business  conferences,  and  entertainment.  Taxpayer  also  main¬ 
tained  an  apartment  used  by  company  employees  and  representatives.  In 
addition,  taxpayer  incurred  costs  for  various  conventions  and  club  dues  to 
a  number  of  dinner  clubs,  country  clubs,  etc.,  for  business  purposes.  The 
expense  disallowed  was  a  nondeductible  capital  expenditure. 

The  taxpayer  a  closely  held  corporation,  deducted  amounts  for  sale  promotion 
expenses,  including  home  phone  bills,  hotel  bills  for  wives  of  shareholders, 
resort  trips  for  families  of  shareholders,  racing  tickets,  etc.  The  officers 
engaged  in  large-scale  entertaining  and  kept  few  detailed  records.  3  of  the 
officers  charged  the  costs  of  17  clubs  to  the  corporation  m  addition  to  the 
costs  of  3  yachts,  1  of  which  was  owned  by  an  officer.  The  taxpayer  main¬ 
tained  that  the  boats  were  used  for  business  purposes  but  no  logs  were  kept 
to  establish  this  use.  Some  officers  had  2  company  automobiles  in  their 
personal  possession.  Adjustments  were  proposed  for  lack  of  substantiation , 
considering  the  presumptively  personal  nature  of  the  expenses. 

Taxpayer  toured  Europe  with  his  wife  to  set  up  a  refinery  and  secure  oil  leases. 
No  business  was  actually  transacted.  Taxpayer  claimed  deductions  for  the 
hotel  expenses  of  himself,  his  wife,  and  his  daughter  as  the  basis  of  discussing 
oil  business  or  other  family  business  matters.  Included  in  the  expenses 
claimed  were  purchases  of  clothes,  theater  tickets,  drugs,  candy,  barber  and 
beautv  shop  treatments,  etc.  Other  deductions  claimed  were  air  transpor¬ 
tation  for  his  wife  and  daughter;  expenses  incurred  in  the  management  of  his 
daughter’s  trust  and  investments;  country  club  charges  incurred  by  tax¬ 
payer  and  his  family  allegedly  in  connection  with  discussions  of  business; 
oxpenses  for  the  importation  of  cigars,  some  of  which  were  given  to  business 
associates'  expenses  for  entertainment  and  meals  at  night  clubs  and  restau¬ 
rants  during  which  proposed  oil  deals  were  discussed;  automobile  expenses, 
many  of  which  were  incurred  by  taxpayer’s  wife  and  daughters;  and  gift 
expenses  including  various  and  sundry  items  of  small  value  which  the  tax¬ 
payer  himself  distributed  to  employees  on  special  occasions.  Taxpayer 
alleges  that  all  activity  outside  his  home  is  business  motivated,  such  as  scek- 
in<r  investments,  discussing  oil  deals,  and  looking  after  his  income-producing 
properties  Disallowances  were  based  upon  the  revenue  agents  determina¬ 
tion  that  the  claimed  deductions  had  been  made  for  purely  personal  items 
to  the  extent  of  the  disallowed  amounts.  ...  . . 

Taxpayer’s  business  depends  on  the  ability  to  acquire  bargain  properties 
through  his  contacts  in  the  oil  industry.  Taxpayer  claimed  sums  for  travel, 
liauor  hunting  and  fishing  facilities,  and  club  dues.  Of  these  sums  ex¬ 
pended,  taxpayer  allocated  a  portion  to  business  and  a  portion  to  personal, 
based  upon  his  personal  opinions.  Disallowances  were  based  upon  the 
revenue  agent’s  determination  that  a  greater  portion  of  the  claimed  expendi¬ 
tures  were  properly  allocable  to  personal  rather  than  business  purposes. 


Tixnaver  is  a  closely  held  corporation.  Taxpayer  acquired  riding  horses 
laxpayer  is  a  £v,nw«,  TaxDaver  s  name  was  listed  on  tlio 

nmn-ams  wa?  »yed oThorS S  and  equipment  carriers 

ffiS  wto  lnSd  deductions  for  board,  room,  and  training  of 

tariieriho  “d  Taroayeris ’return  taduded  nondnal’ winnings  of  the 

^.^5?  Taxpayer  claimed  the  expenses  were  business  connected,  but  half 
of  them  wSS!  The  cost  of  the  horses  was  treated  as  a  dividend 

The  taxpayernmintataed  an  office  in  his  home.  He  built  an  addition  to  his 
TreslSe  induding  a  recreation  hall,  barbecue  area,  and  swimming  pool 
aileeedlv  to  promote  his  practice.  No  records  were  maintained  to  show  the 
business’ use*  of  these  facilities.  Expenses  were  disallowed  for  the  personal 
use  of  the  facilities  by  the  taxpayer’s  spouse  and  social  a«iuaintanag 
Taxpayer’s  expenditures  appeared  to  bo  largely  personal "a^e-  ,  wai 
able  to  establish  a  business  connection  only  for  the  amounts  allow  ed. 
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[Permission  to  reproduce  the  excerpts  in  this 
compilation  has  been  granted  by  each  of 
the  publications  concerned] 

EXPENSES  FOB  TRAVEL,  ENTERTAINMENT,  AND 

Business  Gifts 

(Compilation  of  current  comments  in  news¬ 
papers  and  periodicals  relating  to  expense 
accounts  and  business  gifts) 
foreword 

In  recent  years,  the  millions  of  taxpayers 
who  are  not  so  fortunate  as  to  have  an  ex¬ 
pense  account  and  who,  incidentally,  are  the 
bulwark  of  our  tax  system,  have  been  read¬ 
ing  and  hearing  more  and  more  of  expense 
account  abuses.  Collected  here  are  excerpts 
from  articles  published  in  magazines,  trade 
journals,  and  newspapers,  which  illustrate 
the  public’s  growing  concern  with  this 
problem. 

The  portrait  presented  by  these  articles  is 
that  of  a  privileged  class  which  has  become 
known  as  the  expense  account  society — a 
society  made  up  of  individuals  who,  because 
of  the  liberality  of  our  tax  laws,  practically 
live  on  expense  accounts.  According  to  many 
of  these  commentators,  there  are  very  few 
of  the  necessities  of  life,  such  as  meals  and 
lodging,  or  even  of  the  luxuries,  such  as 
vacations  at  fancy  resorts,  club  member¬ 
ships,  and  cruises,  that  such  taxpayers  can¬ 
not  somehow  deduct  on  tax  returns  as  busi¬ 
ness  expenses.  These  articles  describe  peo¬ 
ple  who  can  “charge”  almost  everything  to 
the  company;  the  type  of  taxpayer  who,  when 
questioned  about  his  return,  would  say  “I 
have  no  personal  life — all  I  do  is  for  the 
company.” 

EXPENSE  accounts 


“The  Myth  of  the  Magic  Expense  Account,” 
Clarence  B.  Randall,  Dun’s  Review,  August 
1960,  pages  39-41: 

“Certain  it  is  that  entertaining  by  busi¬ 
ness  in  this  country  is  now  itself  big  busi¬ 
ness.  Some  companies  are  more  widely 
known  for  their  parties  than  they  are  for 
their  products.  The  occasions  for  business 
entertainment  range  all  the  way  from  two 
for  lunch  in  the  executive  dining  room  to 
several  thousand  in  the  ballroom  for  the  big 
hotel,  with  name  bands,  and  orchids  flown  in 
from  Hawaii  for  the  ladies. 

“Gone  are  the  days  when  a  salesman 
occasionally  wined  and  dined  his  favorite 
customer,  or  perhaps  gave  a  small  theater 
party.  Nowadays,  when  the  deal  gets  big 
enough,  the  company  yacht  weighs  anchor 
and  moves  into  position,  the  company  plane 
takes  off  for  a  duck  blind  in  Arkansas,  or 
the  best  hotel  in  Miami  throws  open  its 
doors  to  expectant  dealers  for  a  week  of  con¬ 
tinuous  circus. 

“The  distaff  side  is  cut  in,  too,  on  both 
sides  of  the  deal.  How  the  ladies  love  it. 
With  jet  travel  what  it  is,  those  who  were 
getting  a  little  tired  of  White  Sulphur  may 
now  hope  to  look  in  on  Capri  or  the  Riviera. 

“The  unseen  partner  in  all  this  largesse,  of 
course,  the  man  who  rides  the  afterdeck  of 
the  company  yacht,  copilots  the  duck 
hunters’  plane,  sits  by  while  the  caviar  is 
spooned  out  and  the  crepes  suzettes  are 
sizzling,  the  man  who  splits  the  check  at  the 
nightspot  and  hands  the  big  bill  to  the  head- 
waiter,  is  none  other  than  Uncle  Sam. 
Lights  would  go  dim  along  the  Strip  in  Las 
Vegas  and  chorus  girls  would  be  unemployed 
from  New  York  to  Los  Angeles  if  it  were  not 
for  that  great  modern  invention,  the  tax  de¬ 
duction. 


“But  who  are  the  silent  underwriters  of 
this  frenetic  spending?  You  and  I,  the  gen¬ 
eral  taxpayers.  It  is  we  who  make  up  to  the 
Treasury  the  revenue  lost  through  ex¬ 
pense  account  deductions. 


™?„  hi,8tfStlC  at>UBe  of  the  expense  s 
broad  sense  universal-  or  even  in 

community^  °f  our  buein, 


by  enough  companies  and  individuals  to  put 
all  of  us  upon  caution  for  the  good  reputa¬ 
tion  of  businessmen  as  a  class. 

“So  far,  expense-account  entertainment  is 
held  somewhat  in  check  by  two  factors. 

“First  of  all,  the  best  companies — those 
who  value  the  good  opinion  of  thoughtful 
people — reject  it.  They  behave  with  dignity 
and  self-restraint  in  relationships  with  their 
customers. 

“Secondly— and  this  is  altogether  discred¬ 
itable — in  some  of  those  companies  that 
practice  excesses,  the  president  himself  has 
no  part  in  it.  He  just  passes  the  word  to 
the  general  auditor  not  to  bear  down.  And 
the  dirty  work  is  delegated  to  the  younger 
men. 

“It  is  disturbing  that  business  does  not  put 
its  own  house  in  order  while  there  is  still 
time,  that  it  does  not  speak  out  boldly 
against  expense  account  abuses.  The  whole 
purpose  of  a  trade  association,  or  of  any  na¬ 
tionwide  industrial  organization,  is  to  pro¬ 
vide  a  collective  voice  on  matters  of  mutual 
concern.  The  trouble  is  that  we  use  that 
voice  steadily  against  others,  but  seldom 
turn  it  inward  toward  ourselves. 

“If  we  cannot  correct  these  things  our¬ 
selves,  we  can  hardly  protest  if  Government 
steps  into  do  it  for  us. 

“But  beyond  these  moral  overtones,  and 
the  damage  currently  being  done  to  the  good 
name  of  business  in  the  eyes  of  the  general 
public,  comes  a  practical  question.  Do  these 
practices,  in  fact,  pay  off?  There  would 
seem  to  be  serious  reason  to  doubt  whether 
lavish  display  and  heavyhanded  entertain¬ 
ing  are  really  worth  the  cost,  whether  in  the 
long  run  they  actually  sell  the  merchandise. 

“On  the  law  of  chances,  there  are  prob¬ 
ably  as  many  men  who  will  be  offended,  even 
insulted,  by  overexpenditure  to  win  their 
favors  as  there  are  those  who  will  be  im¬ 
pressed. 

“Sometimes  the  use  of  entertainment  and 
gifts  reaches  the  point  where  it  crosses  the 
line  of  proper  customer  relationships  alto¬ 
gether  and  becomes  commercial  bribery.  A 
set  of  golf  clubs  at  Christmas  to  the  third 
assistant  purchasing  agent,  or  a  carton  of 
cigarettes  with  a  $100  bill  tucked  inside,  is 
completely  venal.  Business  purchased  by 
such  means  has  too  precarious  a  base  to  be 
enduring. 

“In  the  long  run,  the  product  must  sell  it¬ 
self.  It  takes  on  no  added  value  from  ex¬ 
posure  to  neon  lights,  nor  is  it  likely  that  its 
special  virtues  can  be  explained  more  clearly 
at  2  in  the  morning  than  at  2  in  the  after¬ 
noon.  If  it  is  insufficient  in  quality  or  un¬ 
certain  in  delivery,  no  amount  of  entertain¬ 
ing  can  long  conceal  those  basic  deficiencies. 

“Objective  students  of  the  current  busi¬ 
ness  scene  must  view  this  phenomenon  of 
the  reckless  use  of  expense-account  money 
with  considerable  dismay.  They  would  be 
hard  to  convince  that  extravagant  parties 
make  a  significant  contribution  to  the  Na¬ 
tion.  Party  or  no  party,  the  commodity  to 
be  sold  remains  the  same,  having  no  greater 
utility  for  the  buyer  afterward  than  before, 
and  no  greater  profit  potential  for  the  seller. 
To  say  these  things,  however,  is  something 
of  a  waste  of  breath,  for  those  on  the  lunatic 
fringe  of  industry  who  commit  the  excesses 
are  not  given  to  taking  serious  thought  for 
the  welfare  of  the  economy  or  for  the  preser¬ 
vation  of  the  private  enterprise  system  in 
the  midst  of  the  great  world  struggle  in 
which  we  are  engaged. 

“They  seldom  pause  to  speculate  on  what 
image  of  the  American  free  economy  their 
conduct  creates  in  the  minds  of  men  from 
the  new  countries  who  come  to  study  our 
way  of  life.  From  Pakistan  to  Nigeria,  from 
Ecuador  to  Indonesia,  the  battle  is  on  be¬ 
tween  socialism  and  free  enterprise.  Which 
will  be  the  basis  for  developing  untapped  in¬ 
dustrial  strength?  We  are  the  models  upon 
w-hom  men  who  wish  to  preserve  private  ini¬ 
tiative  in  their  economics  base  their  hopes. 
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“We  cannot  be  too  careful  in  what  we 
teach  them.  They  imitate  the  bad  as  readily 
as  they  do  the  good,  and  they  may  easily  at¬ 
tribute  our  success  to  the  wrong  causes.” 
(Reprinted  by  permission  from  Dun’s  Re¬ 
view  and  Modern  Industry,  August  1960. 
Copryight,  1960,  Dun  &  Bradstreet  Publica¬ 
tions  Corp.) 

“Expense  Account  Caviar,”  Lucius  Beebe, 
San  Francisco  Chronicle,  March  20,  1961,  page 
36: 

“If  the  new  administration  in  Washington 
would  like  to  come  by  a  program  of  readjust¬ 
ment  which  would  evoke  rousing  cheers  from 
all  but  a  very  small  segment  of  the  Amer¬ 
ican  people,  it  could  hit  upon  nothing  more 
felicitous  than  the  often  promised  but  never 
yet  actually  inaugurated  crackdown  on  ex¬ 
ecutive  expense  account. 

“The  expense  account  society  that  has  been 
brought  into  existence  by  the  past  atti¬ 
tude  of  the  Treasury  toward  this  aspect 
of  the  national  business  structure  is  not 
only  one  that  costs  the  Federal  Government 
a  good  deal  of  money — how  much  let  Sylvia 
Porter  tell  you — but  is  a  much  resented  af¬ 
front  to  a  great  many  people  who  are  them¬ 
selves  unable  to  swell  it  in  expensive  re¬ 
sorts,  restaurants  and  foreign  travel  tax  free 
and  out  of  various  corporate  pockets  on  the 
slim  excuse  that  they  are  doing  company 
business. 

“There  are  precious  few  Americans  of  pri¬ 
vate  means  who  can  or  will  patronize  res¬ 
taurants  where  the  luncheon  tab  for  the 
chef’s  suggestion  can  come  to  $45  for  two, 
but  such  plush  premises  as  the  Four  Seasons 
in  New  York  are  jammed  to  the  reservation 
desks  with  expense  account  patrons  paying 
$200  for  dinner  for  five. 

“This  is  the  aspect  of  expense-account 
civilization  that  is  most  distasteful  to  peo¬ 
ple  of  ordinary  means  and  prudent  ways  with 
money,  even  if  they  have  it  in  ample  abun¬ 
dance.  Probably  corporate  expense  accounts 
are  the  greatest  single  inflationary  agency  in 
the  entire  national  economy,  in  addition  to 
which  well-upholstered  jerks  preempting 
the  best  of  everything  in  restaurants,  the¬ 
aters,  nightclubs  and  airplanes  are  a  damned 
poor  advertisement  for  big  business.  They 
make  more  enemies  among  a  class  of  peo¬ 
ple  naturally  sympathetic  to  corporate  vast¬ 
ness  than  all  the  radical  agitators  and  So¬ 
cialists  put  together. 

“An  abatement  of  the  expense-account  so¬ 
ciety  could  win  the  Government  wild  plaudits 
from  a  great  many  taxpayers  who,  by  indirec¬ 
tion,  are  tired  of  picking  up  the  tab  every 
time  some  crumbbum  with  an  executive  ti¬ 
tle,  who  couldn’t  treat  a  friend  to  a  Coke 
on  his  own  money,  decides  he  wants  a  week 
in  New  York  with  a  suite  at  the  St.  Regis 
and  ringside  tables  at  El  Morocco  every 
evening.” 

“  ‘Life  at  Uncle  Sam’s  Expense,’  the  Econ¬ 
omist,  April  4,  1959,  pages  234,  237: 

“The  maximum  tax  that  an  American 
could  be  charged  by  the  Federal  Govern¬ 
ment  on  his  income  this  year  would  be  87 
percent,  but  few  are  so  rich  and  so  ingenious 
as  to  be  caught  in  that  top  bracket.  The 
minimum  he  could  pay  depends  less  on  the 
actual  income  he  receives  than  on  his  deft¬ 
ness  in  charging  items  off  against  the  ex¬ 
pense  account  allowed  him  by  his  employer 
(who  then  deducts  it  from  the  cost  of  doing 
business)  or  in  seeking  his  own  loopholes  in 
the  tax  laws  and  ordering  his  life  so  as  to 
take  advantage  of  them.  Many  people  do 
both.  Living  on  an  expense  account  is  a 
recognized  technique,  loopholes  in  the  law 
are  many. 

“The  man  who  dines  only  at  the  best 
restaurants,  and  takes  his  clients  to  see  only 
the  most  popular  plays  might,  were  he  pay¬ 
ing  the  full  bill  himself,  persuade  his  wife 
to  cook  supper  and  then  take  his  guests 
around  the  corner  to  the  cinema.  But  the 
privilege  of  writing  these  gestures  off,  either 
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on  the  company’s  expense  account  or  from 
his  own  taxable  income,  makes  a  different 
man  of  him.  He  becomes  a  free  spender, 
bigger  than  life  size,  and  headwaiters  bow, 
while  the  bill  is  ultimately  delivered  to  Uncle 
Sam. 

“The  effect  is  felt  by  more  than  the  in¬ 
dividual  taxpayer.  Critics  charge  that  the 
interaction  of  expense  account  habits  and  in¬ 
come  tax  rules  distorts  the  price  system  and 
weakens  the  moral  fiber  of  the  country.  The 
evidence  offered  includes  such  trends  as  the 
climbing  prices  of  beefssteaks  and  theater 
tickets,  the  seagoing  convention,  and  the  re¬ 
cently  disclosed  business  interest  in  ladies 
whose  telephone  numbers  can  be  bought. 

“The  annual  convention  is,  of  course,  no 
novelty.  For  years  these  holiday  jaunts, 
masked  as  educational  meetings  and  there¬ 
fore  properly  chargeable  to  the  costs  of  do¬ 
ing  business,  have  helped  to  support  big  re¬ 
sort  hotels  with  convenient  golf  courses. 
This  year  however,  the  Furness  Bermuda 
Line  reports  that  26  percent  of  its  cruise 
bookings  in  1959,  as  compared  with  18  per¬ 
cent  in  1958,  will  be  convention  business.  The 
growing  popularity  of  holding  conventions  at 
sea  is  said  to  be  due  to  the  fact  that  more 
members  attend  educational  meetings  on 
board  ship  just  because  there  are  no  golf 
courses  attached. 

“The  Ohio  State  University  School  of  Jour¬ 
nalism  recently  questioned  600  presidents  of 
big  industrial,  insurance,  commercial,  and 
banking  firms  on  their  tax-deductible 
Christmas  giving;  under  promise  of  ano¬ 
nymity  nearly  a  quarter  of  them  responded 
and,  with  considerable  acrimony,  some  of 
them  described  the  custom  bluntly  as  ‘black¬ 
mail’  which  they  could  neither  approve  nor 
escape.  In  their  world,  such  gifts  ranged 
from  trinkets  to  Cadillacs,  and  on  to  the 
loan  of  a  yacht,  liquored,  fueled,  and  girled. 
Thus  far  there  is  no  evidence  of  a  concerted 
move  to  end  even  the  most  flamboyant  of 
these  practices;  indeed,  no  reliable  study  ex¬ 
ists  to  tell  the  whole  story  or  to  clear  the 
reputation  of  the  business  firms  which  keep 
free  of  purple  fringes.” 

“High  on  the  Hog,”  editorial,  the  Nation, 
December  17, 1960,  page  467: 

“Business  entertainment  no  longer  gets 
business,  Mr.  Auchincloss,  lawyer-novelist, 
pointed  out,  since  everyone  ‘is  perfectly 
aware  that  his  host  is  passing  the  bill  onto 
Uncle  Sam  in  the  form  of  a  business  deduc¬ 
tion.’  ‘The  vice  of  the  system  is  not  in.  its 
attempted  bribery,’  said  Mr.  Auchincloss, 
‘but  in  the  privilege  of  a  few  to  dine  and 
wine  at  the  expense  of  the  taxpayer.’  He 
proposed  that  Congress  disallow  the  cost  of 
entertainment  as  a  business  expense. 

“The  racket  has  reached  such  proportions 
that  in  some  cases  it  is  scarcely  necessary  for 
a  business  executive  to  earn  a  salary — he  can 
live  like  a  millionaire  on  his  expense 
account.” 

“There’s  No  Business  Like  Lunch  Busi¬ 
ness,”  William  K.  Zinsser,  New  York  Times 
magazine,  March  20,  1960,  page  60: 

“With  expense  accounts,  many  have  found 
they  can  eat  well — and  make  money  at  it. 

“What  the  country  really  needs  is  more 
restaurants,  for  that  is  where  much  of  the 
Nation’s  business  is  transacted.  The  ‘busi¬ 
ness  lunch,’  that  lavish  exercise  in  spending 
the  boss’  money,  has  fastened  such  a  grip 
on  our  cities  that  to  lunch  with  someone  for 
pleasure  is  almost  indecent. 

“Many,  in  fact,  rely  on  these  daily  ban¬ 
quets  to  tide  them  over  the  next  24  hours. 
By  careful  planning,  week  after  week,  a  man 
can  literally  eat  himself  into  solvency.  ‘If 
he  eats  on  the  expense  account  every  day, 
he  saves  about  $6.  That’s  $30  a  week,  or 
$1,500  a  year,  tax  free — the  equivalent  of 
several  thousand  dollars  more  in  salary.  Of 
course,  if  the  man  puts  in  an  expense  ac¬ 
count  when  actually  he  went  out  alone  and 
had  a  hot  dog,  he  can  make  $12  a  day.’ 


“This  form  of  chicanery  is  so  common  that 
many  a  company  bookkeeper  has  been 
startled  to  see  that  two  employees  took  the 
same  client  to  different  restaurants  for  lunch 
the  same  day.  Influential  columnists  be¬ 
lieve  that  they  are  listed  on  four  or  five 
expense  accounts  every  noon. 

"Presidents  of  companies  do  not,  on  the 
whole,  eat  business  lunches.  But  in  all 
lower  strata,  business  lunches  are  almost 
routine.  One  elderly  ad  man,  asked  how 
frequently  he  ate  on  his  or  somebody  else’s 
expense  account,  looked  amazed  at  the 
naivete  of  the  question.  ‘Why,  I  haven’t 
paid  for  my  lunch,’  he  said,  ‘in  31  years.’  ” 
“Expense  Accounts,”  Richard  Gehman, 
Cosmopolitan,  March  1957,  pages  44-47: 

“Today  we  live  in  what  has  been  called 
the  Era  of  the  Expense  Account.  Ever  since 
World  War  II,  the  expense  account  has  been 
playing  an  increasingly  important  part  in 
our  lives  and  our  economy. 

“The  extent  to  which  the  expense  account 
has  influenced  the  economy  is  indicated  by 
the  fact  that  multimillion-dollar  businesses 
have  been  founded  and  now  exist  almost 
solely  by  virtue  of  the  expense  account.  The 
increased  traffic  in  restaurants  and  in  liquor, 
unusual  foods,  jewelry,  flowers,  leather  goods, 
books  and  other  luxury  items  is  directly 
traceable  to  the  new  American  habit  of 
blithely  charging  off  nearly  everything  in 
sight  to  expenses. 

“Food,  drink  and  expensive  gifts  are  not 
the  only  items  that  turn  up  regularly  on 
expense  accounts.  Some  men  also  feel  justi¬ 
fied  in  putting  down  upkeep  of  their  homes, 
entertainment  in  their  homes,  clothes  for 
their  wives,  and  services  provided  for  busi¬ 
ness  associates — services  such  as  furnishing 
chartered  planes  or  railroad  cars,  limousines 
and  chauffeurs,  or  supplying  private  secre¬ 
taries  complete  with  typewriters  and  dictat¬ 
ing  machines. 

“Giving  expense  accounts  to  its  salesmen 
and  executives  has  three  distinct  advantages 
for  a  corporation. 

“First,  it  saves  money.  Most  larger  com¬ 
panies  now  pay  a  52-percent  corporate  tax. 
When  a  salesman  spends  a  dollar  in  attempt¬ 
ing  to  cajole  a  customer  into  buying  the 
company’s  product,  it  actually  costs  the  com¬ 
pany  only  48  cents. 

“Second,  it  enables  the  company  to  re¬ 
ward  or  remunerate  its  employees  without 
making  them  subject  to  further  personal 
income  taxes. 

“Third,  it  enables  the  company  to  get  more 
work  out  of  its  employees.  The  man  who  has 
no  expense  account  works  a  given  number  of 
hours  each  day;  his  evenings  are  free.  The 
man  who  is  expected  to  entertain  clients  and 
prospects  usually  does  it  after  business  hours. 

“But  the  expense  account  economy  does 
not  work  exclusively  to  the  benefit  of  the 
large  corporation.  The  small  businessman 
may  benefit  from  the  structure  of  the  tax 
laws,  too.  By  incorporating  himself,  even  the 
man  with  a  modest  income  can  live  on  a  scale 
comparable  to  that  of  a  maharajah  *  *  *  and, 
in  general,  enjoy  himself  at  the  Govern¬ 
ment’s  expense. 

“Actually,  the  expense  account  has  created 
a  new  upper  class — a  group  of  men  who, 
while  paying  themselves  relatively  small  sal¬ 
aries,  actually  can  live  as  though  their  in¬ 
comes  equaled  those  of  oil  barons. 

“  ‘Expense  account  spending  first  reached 
a  peak  during  World  War  II,’  says  a  Penn¬ 
sylvania  manufacturer  *  *  *  ‘in  my  opinion, 
it’s  helped  contribute  to  inflation,  by  jacking 
up  prices  far  out  of  reason.’ 

“Under  the  expense  account  economy,  hu¬ 
man  behavior  is  sometimes  subjected  to 
severe  stress. 

“  ‘I’ve  known  of  several  cases  in  which  an 
expense  account  at  the  office  caused  trouble 
in  the  home,’  says  an  advertising  agency  ex¬ 
ecutive.  He  points  out  that  a  young  man 
who  takes  clients  to  the  Colony,  Le  Pavilion, 


and  other  high-priced  restaurants  for  lunch, 
merrily  charging  the  $35-for-two  tabs  to 
his  company,  leads  a  schizophrenic  existence. 

“Unless  the  young  man’s  moral  fiber  is 
stronger  than  most  men’s,  he  is  bound  to 
react  unfavorably.  So  is  his  wife;  at  lunch, 
munching  a  cheese  sandwich,  she  cannot  be 
blamed  for  thinking  bitterly  of  her  husband, 
at  that  moment  eating  pheasant  in  Twenty- 
One.  She  is  bound  to  be  jealous;  she  is 
bound  to  demand  to  be  taken  along  on  his 
expense  account  sprees. 

“The  expense  account  may  cause  other 
domestic  difficulties  *  *  *  the  husband  and 
wife  may  actually  find  themselves  living  on  a 
higher  standard  than  they  can  afford. 

“Many  people  who  operate  on  expense  ac¬ 
counts  augment  their  incomes  by  falsifying. 
It  is  not  uncommon  for  a  man,  signing  a 
tab  in  a  restaurant  where  he  is  known,  to 
put  down  an  amount  double  the  size  of  the 
check  and  take  the  remainder  of  the  money 
for  himself. 

“We’re  meeting  in  Siam,  bring  the  wife,” 
Eugene  D.  Fleming,  Cosmopolitan,  May  1960, 
page  60: 

“Ever  see  a  business  meeting  on  a  tropical 
beach?  Or  a  milllon-dollar  contract  signed 
at  a  cocktail  party?  Or  a  salesman’s  wife 
taking  part  in  company  policy?  Conven¬ 
tions  in  exotic  places  are  the  newest  travel 
bonanza.  Best  of  all,  the  cost  is  tax 
deductible. 

“Day  in  and  night  out  during  1960,  from 
the  Roosevelt  Hotel  in  Cedar  Rapids,  Iowa, 
to  the  sunbaked  villas  of  the  Italian  Riviera; 
at  millionaire  playgrounds  in  the  Caribbean, 
such  as  Laurence  Rockefeller’s  elegant  Do¬ 
rado  Beach  Hotel;  on  board  luxury  cruise 
ships;  and  at  world-famed  spas  like  French 
Lick,  Ind.,  whose  two  golf  courses  and  three 
pools  make  thinking  less  fatiguing,  some  16 
million  Americans  from  every  walk  of  life — 
salesmen,  executives,  horticulturists,  railway 
surgeons — will  be  discussing  common  prob¬ 
lems,  making  valuable  contacts,  closing 
multimillion-dollar  deals— and  drinking  like 
the  well  was  going  dry. 

“Ten  million  of  these  travelers  are  freely 
associated  joiners  who  attend  over  20,000 
get-togethers,  ranging  from  that  of  the 
American  Medical  Association  to  the  Con¬ 
catenated  Order  of  Hoo-Hoo,  a  national  lum¬ 
berman’s  fraternity.  In  addition,  6  million 
businessmen  fly  hither  and  yon  to  sop  up 
corporate  wisdom  (among  other  things)  at 
over  60,000  company  conventions.  These 
steadfast  pursuers  of  conclaves  spend  well 
over  a  billion  dollars  on  convention-going 
travel  alone. 

“Convention  travel,  it  seems,  knows  no 
bounds.  *  *  *  Delegates  would  certainly 
rather  spend  a  week  in  Paris  than  in  Chi¬ 
cago,  the  reasoning  goes.  The  traveltime  is 
only  a  difference  of  hours,  and  just  a  tax 
deductible,  so  why  not  meet  there?  Bring 
your  wife,  of  course.  She’ll  love  it.” 

“An  Unknown  Side  of  Resource  Allocation, 
the  Invisible  Hand  of  Tax  Exemption,”  Nor¬ 
man  B.  Ture,  Challenge,  November  1960, 
pages  8-10: 

“The  tax  treatment  of  expense  accounts 
is  about  the  most  thorny  problem  in  the  in¬ 
come  tax.  The  typical  situation  which  causes 
so  much  furor  involves  a'  company’s  sales 
representative  who  spends  lavishly  in  an 
effort  to  secure  or  retain  a  customer.  Carib¬ 
bean  cruises,  theater  tickets,  a  season’s  box 
at  sporting  events,  expensive  gifts,  are  a  few 
examples.  For  a  company’s  executives,  there 
may  be  country  club  memberships,  use  of 
the  company’s  cars,  hunting  lodges,  perhaps 
even  a  home — all  at  the  company’s  expense. 

“Entertainment  expenses  which  show  up 
on  the  expense  account  often  include  those 
incurred  on  behalf  of  the  employee’s  wife 
and  the  spouse  of  the  prospective  customer. 
Exciting  journeys  with  gun  and  camera 
through  what  used  to  be  darkest  Africa  show 
up  on  the  company’s  tax  return  as  sales 
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expenses.  The  cost  of  the  boss’  honeymoon 
has  been  known  to  appear  in  the  same  way. 

"To  the  extent  that  these  expenses  are  al¬ 
lowed  as  deductions,  the  Government — there¬ 
fore,  all  of  us — pays  the  bill  for  the  goods  and 
services  provided  for  the  employee,  his  sales 
prospects  and  others  loaded  into  his  expense 
account.  Those  on  the  receiving  end  do  not 
include  the  value  of  these  goods  and  serv¬ 
ices  in  their  taxable  income. 

“The  company,  in  other  words,  is  allowed 
a  deduction  for  a  cost  of  producing  income, 
but  the  recipients  of  these  expenditures  do 
not  report  them  as  income.  This  creates 
an  anomaly.  Though  what  is  cost  to  one 
economic  entity  (in  this  case  the  company) 
must  be  income  to  some  other  (in  this  case 
the  recipient) ,  this  is  not  always  so  from  the 
point  of  view  of  the  Federal  income  tax. 

“Why  not  just  disallow  all  such  deduc¬ 
tions?  If  this  were  done,  clearly  this  type 
of  sales  promotion  would  cost  the  company 
considerably  more.  With  the  present  cor¬ 
poration  income  tax  rate  of  52  percent,  every 
deductible  dollar  on  an  expense  account 
costs  the  company  only  48  cents.  Remove 
the  deduction  and  the  cost  shoots  up — a  dol¬ 
lar  of  expense  is  then  a  full  dollar  of  cost. 

"Where  should  the  line  be  drawn?  The 
statute’s  ‘ordinary  and  necessary’  rule  for 
deductions  is  not  much  help  in  many  cases. 
What  is  ordinary  in  one  line  of  business  is 
frequently  extraordinary  in  another.  In 
fact,  the  courts  interpret  ‘ordinary’  to  mean 
not  unique  in  the  business  community — 
rather  than  customary  in  a  particular  busi¬ 
ness.  On  this  basis,  it  is  hard  to  conceive 
of  an  expense  which  could  not  qualify  as 
ordinary. 

“If  ‘ordinary’  won’t  do  as  a  criterion  for 
deductibility,  what  about  ‘necessary’?  Ne¬ 
cessity  might  seem  to  be  an  easier  test  to 
apply.  But  how  should  one  distinguish  be¬ 
tween  the  legitimacy  of  an  expense  and  the 
necessity  for  it? 

"The  African  safari,  for  example,  had  a 
legitimate  business  purpose;  it  did  indeed 
contribute  to  sales  promotion,  or  so  it  was 
ruled.  Was  it  necessary,  however?  Most  of 
us  would  answer,  unhesitatingly,  that  it 
was  not.  But  what  kind  of  objective  cri¬ 
teria  are  we  to  use  in  deciding  that  the  ex¬ 
pense  of  this  trip  was  not  as  necessary  as  an 
equal  expenditure  on  some  other  activity 
which  produced  the  same  effect  On  sales? 

Because  of  these  difficulties  in  applying 
the  vague  language  of  the  Internal  Revenue 
Code,  this  kind  of  sales  promotion  effort 
meets  with  extremely  liberal  tax  treatment. 
This  situation  encourages  the  allocation  of 
a  greater  volume  of  resources  to  lavish  sales 
promotion  methods  than  would  otherwise 
occur.  Moreover,  this  result  was  not  con¬ 
templated  when  the  Internal  Revenue  Code 
was  framed. 

The  frivolous — and  well-publicized — ac¬ 
tivities  for  which  tax  deductions  are  claimed 
offends  Congressmen  and  Senators  just  as 
greatly  as  novelists  and  TV  scenario  writ¬ 
ers.  The  apparent  disinclination  to  amend 
the  tax  law  in  this  area,  however,  does  not 
imply  approval  of  its  results.  It  is  rather, 
evidence  of  the  difficulties  in  making  a 
change  which  will  conform  with  legitimate 
business  requirements.’’ 


"I’ll  Just  Sign,  Those  Big-Figure  Expense 
Accounts,”  Newsweek,  May  20,  1957,  pages 

"While  U.S.  prosperity  rests  on  a  solid 
base  of  production  and  sales,  its  facade  is 
brightened  considerably  by  a  host  of  'de¬ 
ductibles’ — the  appurtenances,  from  first- 
class  fares  to  crepes  suzette,  that  many  em- 

comer*?!?1  rarely  afford  on  their  own  in- 

expense  account61'3^  Wh6n  traV6ling  on  an 
pr'ovokedmore  elbow^duj  bUS,fess  sceae  ^ 

than  the  expend  account  ^  thigh  slaPPing 
about  traveling  salesm^'  ^},cludlng  racy  bits 
chief  devotees.  ”  a  who  are  among  its 


“More  people  are  spending  more  money  on 
the  company  cuff  than  at  any  other  time,  at 
a  rate  that  would  astound  ‘swindle-sheet’ 
artists  of  a  decade  ago. 

"Some  80  percent  of  luncheons  served  at 
top  Manhattan  restaurants  like  ‘21’  Le  Pa¬ 
vilion,  and  Chambord  are  expensed.  On  the 
Florida  Gold  Coast,  expense  accounts  are  the 
backbone  of  the  winter  economy.  Without 
expense  accounts,  big  yacht  basins  like  Fort 
Lauderdale’s  Bahia  Mar  might  be  almost  de¬ 
serted.” 

“The  Conventions — Work,  Hard  Play,” 
Business  Week,  May  16,  1959,  pages  176-182: 

Last  week  some  200  members  and  guests 
of  the  Magazine  Publishers  Association  spent 
3  days  luxuriating  at  the  Greenbrier,  posh 
resort  hotel  at  White  Sulphur  Springs,  W.  Va 
(pictures) . 

"What  drew  them  was  MPA’s  40th  annual 
spring  meeting — plus  the  golf,  tennis,  swim¬ 
ming,  fine  food,  and  secluded  luxury  that 
ever  since  the  war  have  been  luring  an  in¬ 
creasing  share  of  conventioneering  Ameri¬ 
cans  to  the  resort  hotels. 

"The  American  penchant  for  conventions — 
increasingly  bearing  the  more  elegant  label 
of  “conferences”— has  reached  its  de  luxe 
flowering  in  these  rural  spas  that  once  were 
the  exclusive  domain  of  wealthy  families  and 
dowagers  who  are  moving  over  for  the  grow¬ 
ing  number  of  expense-account  guests. 

"When  the  resort  hotels — safely  secluded 
from  the  hurly-burly  of  the  metropolitan 
areas — -got  into  the  convention  business  they 
introduced  a  new  note.  The  flamboyance 
and  commercialism  of  many  of  the  older 
shows  was  replaced  by  a  few  days  of  luxuri¬ 
ous  living,  spiced  with  refined  business  con¬ 
tacts  and  high-level  formal  programs.  Bus¬ 
iness  deals,  to  be  sure,  are  sometimes  started 
or  even  concluded,  but  such  trafficking  is 
frowned  on  except  in  private,  friendly  con¬ 
versation. 

This  special  type  of  resort  hotel  conven¬ 
tion  is  the  elite  one  *  *  *  And  the  gather¬ 
ings  are  kept  smallish  both  by  the  limits  of 
the  hotel’s  facilities  and  the  fact  that  they 
draw  mostly  from  higher,  bigger-expense-ac- 
count  echelons  of  business. 

"The  magazine  publishers’  confab  at  The 
Greenbrier  last  week  was  thoroughly  typical 
of  the  resort  hotel  convention.  The  MPA 
devoted  the  first  day  to  committee  reports 
and  pressing  industry  problems.  In  the  eve¬ 
ning,  special  committees  met. 

"For  the  rest  of  the  time,  it  was  half  work 
half  play. 

"The  talks — serious,  sometimes  valuable 
and  interesting — serve  as  a  psychic  payoff 
for  the  enjoyment  of  the  other  half  of  the 
meeting — the  hard  play  in  the  afternoon. 
This  conscience  factor  helps  account  for  the 
remarkably  high  attendance  at  formal  meet¬ 
ings.” 

“Visit  to  the  World  of  Expense  Accounts  ” 
Russell  Lynes,  New  York  Times  Magazine 
February  24,  1957,  page  17: 

“The  expense  account — its  wry  pleasures, 
its  hangovers,  its  bonanzas  and  its  abuses—^ 
has  become  one  of  the  uneasy  national  jokes 
of  our  time. 

"Since  not  all  of  us  can  sink  oil  wells  and 
have  a  benign  Government  smile  on  our 
profits  and  bemoan  our  losses,  we  find  ways 
of  charging  our  appette  for  luxury  to  ‘the 
company,’  which,  in  the  final  analysis,  is 
charging  it  to  our  neighbors’  tax  bills. 

"A  system  of  rewards  is  obviously  essential 
to  the  successful  operation  of  the  capitalist 
system.  The  trouble,  if  it  is  a  trouble,  is 
that  the  rewards  that  are  represented  by  the 
private  use  of  the  company  plane,  the  com¬ 
pany  car  and  the  company  shooting  lodge 
do  not  seem  like  rewards  for  performance; 
they  seem  to  a  great  many  people  like  special 
privilege,  and  that,  in  a  very  real  sense,  is 
what  they  are  meant  to  look  like. 

"The  tax  structure  seems  to  create  one  eth¬ 
ic  for  certain  business  men  whose  services  are 


greatly  in  demand  by  corporations  and  an¬ 
other  for  the  rest  of  us. 

“Seen  from  a  distance,  the  group  portrait 
of  expense-account  society  presents  a  rather 
curious  picture.  To  a  great  many  people  it 
it  inevitably  looks,  and  will  continue  to  look, 
like  the  society  of  kept  men.” 

"Expense  Account  Scandal”  U.S.  News  & 
World  Report,  January  25,  1960,  pages  50-54 
(copyright  1960)  : 

“An  expense-account  scandal — $1.5  billion 
in  size — is  starting  now  to  get  special  at¬ 
tention  from  this  country's  tax  collectors. 

“The  scandal  grows  out  of  the  use  of  busi¬ 
ness-expense  accounts  to  evade  taxes  by  hid¬ 
ing  taxable  income.  Income  that  should  be 
taxed,  but  is  not  taxed,  is  estimated  at  $1.5 
billion  or  more  a  year.  Tax  loss  is  reported 
to  exceed  $700  million  a  year. 

“One  of  the  partners  in  an  accounting  firm 
comments:  ‘I  don’t  think  the  Internal 

Revenue  Service  is  exaggerating  the  extent 
of  the  expense-account  scandal.  There  isn’t 
any  doubt  that  the  total  of  money  being 
taken  as  tax  deductions  is  enormous.’ 

"Phony  branch  offices.  A  growing  practice, 
tax  men  say,  is  for  a  small  firm  to  maintain 
an  unused  office  as  a  ‘front’  in  a  resort  area. 
This  gives  executives  an  excuse  to  deduct 
travel  expenses  for  visits  ostensibly  made  to 
the  branch  office.  Actually,  these  visits  can 
be  a  cloak  for  personal  vacation  trips.” 

BUSINESS  GIFTS 

Printers’  Ink,  September  2,  1960,  pages 
44-45 : 

“During  World  War  II  the  sharp  rise  in  the 
regular  corporate  income  tax  rate,  capped  off 
for  a  time  by  an  excess-profits  tax,  had 
brought  industry’s  generosity,  largely  at 
Uncle  Sam’s  expense,  to  an  all-time  high. 

Now  a  reaction,  quiet,  but  all  pervasive, 
has  set  in.  The  regular  tax  rate  is  still  high, 
and  our  Treasury  still  picks  up  most  of  the 
tab  for  corporate  gifts,  but  there  is  a  dif¬ 
ference.  The  change  in  attitude  and  prac¬ 
tice  is  really  a  product  of  the  times.  *  «  * 
"Two  effects  have  been  noticed.  One  is 
the  decision  by  some  companies  that  they 
will  not  permit  their  employees  to  accept 
any  gifts  at  all  or,  in  some  cases,  any  gifts  of 
more  than  nominal  value.  Some  businesses 
have  stopped  giving  gifts  to  customers.  In 
other  instances,  some  former  gift-givers  have 
replaced  their  largesse  to  individuals  with 
donations  to  charity  in  the  name  of  business 
friends. 

“Corporate  gift-giving  is  conducted  on  a 
scale  estimated  to  have  grown  from  $200 
million  in  1950  to  almost  a  billion  dollars 
this  year,  with  the  average  cost  per  gift  now 
about  $7. 

"What  the  corporate  gift  buyer  must  do 
now  is  try  to  find  a  middle  defensible  ground 
between  the  lush  gift  that  has  caused  so 
much  public  eyebrow-raising  and  the  gift 
with  so  little  intrinsic  value  that  it  would 
stir  up  more  ill  will  than  good  will  in  the 
mind  of  the  recipients.” 

Spirits,  October  1960,  pages  13,  40: 

“Over  $1  billion,  or  about  10  percent  of  all 
expenditures  for  alcoholic  beverages  in  the 
United  States,  may  come  out  of  the  corporate 
treasury. 

“As  for  gift  buying,  the  every-man-for- 
himself  land  of  estimate  has  to  be  entered 
once  more.  Sales  Management,  the  maga¬ 
zine  of  marketing,  which  surveyed  900 
American  industrial  companies  in  spring- 
summer,  1960,  about  their  gift  giving  pro¬ 
clivities,  put  it  succinctly  when  it  said:  ‘In 
the  absence  of  exact  reporting,  marketers 
must  guesstimate  the  national  gift-incentive 
volume.’  Esquire  puts  it  at  $2.5  billion. 
(The  people  over  at  Fortune  set  the  entire 
market  at  $2.2  billion.)  The  Business  Good¬ 
will  Advisory  Council  is  more  cautious,’  the 
SM  report  continued,  ‘almost  $300  million, 
not  counting  liquor  and  purchases  at  retail 
stores.  The  international  news  magazine 
for  sales  and  marketing  executives,  has 
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stated  that  ‘Today  corporate  gift-giving  adds 
up  to  a  $300-million  industry  at  Christmas 
time.’  ‘Industrial  and  commercial  buying 
apparently  fell  off  to  some  extent  primarily 
because  of  the  payola  scandals  that  rocked 
the  Nation.’ 

“It  is  clear  that  there  is  a  reaction  to  busi¬ 
ness  entertainment,  if  only  through  a  few 
voices. 

“It  is  also  clear  that  there  is  an  ‘expense- 
account  audience’  that  helps  pay  the  distil¬ 
ler’s  bills  to  the  tune  of  hundreds  of  millions 
of  dollars  each  year.” 

The  Reporter,  December  25,  1958,  pages 

20,  21: 

“During  a  year-long  study  recently  com¬ 
pleted  by  the  School  of  Journalism  at  Ohio 
State  University,  the  presidents  of  the  coun¬ 
try’s  600  largest  industries,  50  major  mer¬ 
chandise,  50  big  insurance  companies,  and 
50  biggest  banks  were  polled. 

“Nearly  a  quarter  of  them  replied.  They 
spoke  their  minds  in  the  bluntest  of  blunt 
language.  They  used  word3  like  ‘blackmail’ 
and  ‘sucker’  and  ‘shakedown.’  They  told  of 
gifts  ranging  from  trinkets  to  Cadillacs  to 
$280,000  in  cash  to  ‘the  loan  of  a  yacht — 
liquored,  fueled,  and  girled.’ 

“Nearly  half  of  the  big  industrialists  say 
their  companies  give  to  customers,  suppliers, 
prospects,  public  officials,  newspaper  people, 
and  others.  Yet  7  out  of  10  don’t  like  the 
idea.  (Six  of  ten  flatly  disapprove,  1  out  of 
10  has  serious  misgivings.) 

“Why  this  difference  between  what  com¬ 
panies  do  and  what  their  presidents  believe 
in?  Very  simple:  money.  Nine  out  of  ten 
say  they  give  ‘for  business  benefit’  or  to  ‘meet 
competition.’  The  10th  gives  as  a  gesture  of 
good  will. 

“  ‘What  is  the  most  expensive  gift — which 
you  personally  know  about — that  any  com¬ 
pany  has  given  to  gain  a  benefit?’  the  com¬ 
pany  presidents  were  asked.  Examples  of 
their  replies: 

“Midwestern  appliance  dealer:  ‘A  trip  to 
Jamaica.’ 

“Oil  refiner:  ‘Fifteen  shares  of  stock,  cost 
$3,500.’ 

“Heavy  equipment  manufacturer :  ‘Cadillac 
to  get  shipping  contract.’ 

“Ore  producer:  ‘Boat  trips  and  other  gifts, 
$4,000  to  $5,000.’ 

“Life  insurance  man:  ‘Trip  to  Europe.’ 

“Ore  refiner:  ‘Furnace  for  a  brandnew 
house.’ 

“Mentioned  most  often  were  hi-fis,  tele¬ 
vision  sets,  automobiles  (with  Cadillacs  far 
outnumbering  other  makes) ,  cases  of  whisky, 
fancy  luggage,  trips,  hotel  accommodations, 
and  lavish  entertainment.” 

Fortune,  editorial  note,  October  1959,  page 
108:  “And  does  the  business  gift  really  ex¬ 
press  the  spirit  of  Christmas?  Since  every¬ 
body  knows  it  is  written  off  as  a  business 
expense,  its  qualification  as  a  token  of  af¬ 
fection  or  esteem  would  seem  to  be  highly 
dubious.  In  any  case  the  practice  is  a 
nuisance,  and  can  turn  out  to  be  a  source 
of  embarrassment  to  both  sides.” 

Business  Record,  November  1959,  pages 
503-508: 

“Giving  Christmas  gifts  to  customers  and 
other  business  friends  is  a  practice  that  most 
of  the  291  manufacturing  firms  participating 
in  this  month’s  survey  of  business  practices 
strongly  oppose  in  principle.  Typical  is  the 
attitude  of  one  construction  materials  pro¬ 
ducer  who  regards  ‘the  giving  of  Christmas 
gifts  for  business  purposes  as  a  most  un¬ 
healthy  practice,  which  in  its  worst  form 
borders  on  bribery,  and  in  its  lesser  form  is 
a  useless  business  expense.’ 

“Even  more  outspoken  in  his  disapproval 
is  one  company  president  who  states  that 
‘the  giving  of  Christmas  gifts  on  the  part 
of  business  is  becoming  a  racket,  and  we 
shall  do  everything  we  can  to  discourage  it.’ 

“To  the  extent  that  business  gifts  ‘are  in¬ 
tended  to  influence  the  placement  of  an  or¬ 


der,  they  are  a  source  of  embarrassment  to 
the  recipient,’  according  to  respondents. 

“A  small  minority  of  the  firms  surveyed 
maintain  that  there  is  nothing  inherently 
wrong  with  the  practice  of  Christmas  busi¬ 
ness  gifts. 

“Another  group  of  companies,  while  agree¬ 
ing  with  the  sentiment  of  business  Christ¬ 
mas  remembrances,  replies  that  ‘our  Christ¬ 
mas  greetings  to  customers  are  very  well  ex¬ 
pressed  through  the  medium  of  a  Christmas 
card.’ 

“While  most  responding  companies  would 
prefer  not  to  participate  in  giving  or  receiv¬ 
ing  business  Christmas  gifts,  almost  half  do 
send  out  gifts  at  Christmas  time.  Consider¬ 
ations  of  precedence  and  competition  are 
most  often  cited  by  respondents  to  explain 
their  continuation  of  Christmas  giving.” 

Sales  Management,  September  10,  1959: 

"How  448  companies  spent  their  gift  dol¬ 
lars: 

Percent 


“Up  to  $2— - 4.4 

$2.01  to  $5 _ 11.0 

$5.01  to  $10 _ _ _ _ 62.  3 

$10.01  to  $20 _  7.6 

$20.01  to  $50 _  5.5 

More  than  $50 -  9-  2 


“When  does  a  gift  become  a  bribe? 

“Sales  Management’s  eighth  annual  sur¬ 
vey  put  this  question  to  758  executives  and 
385  respondents  set  down  a  dollar  dividing 
line.  Below  that  mark,  they  believe,  busi¬ 
ness  gifts  are  friendly  remembrances.  Above 
it  lies  extravagance  and  bribery. 

“The  385  specific  amounts  and  number  of 
mentions  divided  into:  $5-$10 — 28;  $5-49; 
$10 — 113;  $10_$15 — 18.” 

American  Lumberman,  November  24,  1958, 
pages  62,  80: 

“Cash  to  contractor’s  favorite  charity  is 
replacing  loot  to  individual  builders.  Deal¬ 
ers  give  new  views  on  holiday  gift  problem. 

“Who  killed  Santa  Claus? 

“That  is  a  question  that  some  contractors 
may  be  asking  themselves  next  month.  More 
and  more  dealers  say  they  are  getting  awfully 
tired  of  the  insiduous  seasonal  shakedown 
commonly  known  as  the  Christmas  gift. 

“A  coast-to-coast  check  of  dealers  by 
American  Lumberman  indicates  that  many 
dealers  are  gradually  calling  a  halt  to  pro¬ 
miscuous  gifts  to  contractors  at  the  holiday 
season. 

“Adverse  dealer  comments  on  gift  giving 
ranged  from  ‘a  necessary  evil’  and  ‘parasitic 
expense’  to  'vicious  cycle,  which  should  be 
brought  to  a  stop.’ 

“Most  dealers  admitted  that  they  go  along 
with  the  idea  of  gift  giving  simply  because 
it  is  expected.  Other  dealers  feel  more 
strongly. 

“Eliminating  gifts  to  contractors  wouldn’t 
hurt  their  business  a  bit,  several  dealers  pre¬ 
dicted,  admitting  that  once  started,  gift 
giving  is  a  hard  practice  to  stop.” 

Purchasing  magazine,  December  1957, 
pages  75,  76,  77,  328: 

“A  total  of  75.6  percent  of  the  P.A.’s  (pur¬ 
chasing  agents)  and  76  percent  of  the  sales 
managers  would  ‘like  to  see  gift  giving  elimi¬ 
nated  entirely’. 

“The  fact  is  gifts  are  a  waste  of  money  in 
many  cases.  Although  half  the  sales  man¬ 
agers  surveyed  said  they  bought  gifts  for 
their  customers,  less  than  20  percent  of  them 
believed  sales  and  earnings  would  be  hurt 
if  they  cut  out  the  practice.  In  other  words, 
over  half  the  companies  that  give  gifts  to 
customers  don’t  do  it  on  an  economic  basis. 

“Just  about  everyone  in  sales  and  pur¬ 
chasing  agrees  that  a  really  big  gift— 
particularly  cash — is,  in  effect  a  bribe.  ’ 

Business  Week,  November  28,  1969,  pages 
161,  162: 

“This  is  the  time  of  year  when  the  ques¬ 
tion  of  giving  Christmas  gifts  to  business 
associates  often  crops  up. 


“It’s  always  been  a  ticklish  problem,  but 
made  doubly  so  this  year  because  of  the  cur¬ 
rent  scandals  concerning  ‘payola’  and  busi¬ 
ness  bribes  in  general.  For  in  making  a 
Christmas  gift,  the  question  is  often  raised 
whether  the  gift  isn’t  really  made  for  serv¬ 
ices  rendered  or  anticipated. 

“That’s  one  reason  quite  a  few  business 
executives  don’t  accept  such  presents  and  a 
growing  number  of  businessmen  simply 
don’t  give  business  Christmas  gifts.” 

Time,  December  1,  1958,  page  74: 

“Hardly  anyone  anywhere  celebrates 
Christmas  more  impressively — or  does  re¬ 
tailers  more  good — than  the  U.S.  business¬ 
man.  *  *  *  The  list  has  grown  so  long  that 
today  the  Santas-in-pinstripes  spend  some¬ 
thing  like  $1  billion  on  yuletide  cheer:  $300 
million  for  liquor,  the  rest  for  a  stockingful 
of  loot  ranging  from  $2.50  puddings  to  $2,500 
pianos.  The  giving  is  not  necessarily  due 
to  an  excess  of  Christmas  spirit;  business¬ 
men  simply  think  they  must.  *  *  *  ‘Giving 
business  Christmas  presents  is  like  drinking 
at  lunch.  Nobody  wants  to,  but  everyone’s 
scared  not  to.’  Now  at  last,  the  tide  is 
turning.  The  company  Christmas  present, 
like  the  office  party,  is  on  its  way  down. 

“Companies  have  found  that  the  present 
produces  some  king-sized  headaches.  Some 
companies  spend  $100,000  or  more  on  gifts 
alone  each  Christmas.” 

OTHER  REFERENCES 

Expense  accounts 

“Administration  of  Executive  Expense  Ac¬ 
counts,  Studies  in  Business  Policy.”  Con¬ 
ference  board  reports  No.  96. 

“Business  Groups  Take  to  the  Seas.”  New 
York  Times,  March  12,  1961,  finance  section. 

“Company  Christmas  Parties:  What  Sur¬ 
veys  Show.”  Dun’s  Review,  70:  6,  85  De¬ 
cember  1957. 

“Employees  Are  on  Their  Own  in  Reporting 
to  IRS  Most  Companies  Say.”  Business 
Week,  page  ,77,  February  8,  1958. 

“Expense  Accounts.”  The  Nation,  Janu¬ 
ary  21,  1961,  page  43  (an  editorial). 

“Expense  Accounts:  The  Crackdown  and 
What  To  Look  For.”  Newsweek  57:  64-66, 
January  9,  1961. 

“Expense  Account  Practices.”  Harvard 
Business  Review,  38:  6-74,  March-April  1960. 

“Expense  Account  Society.”  Time,  76: 
58-59,  August  29,  1960. 

“Expense  Account  Trouble.”  Time,  70: 
101,  November  18,  1957. 

“Few  Companies  Have  Cut-and-Dried 
Rules  on  What  Can  Be  Put  on  an  Expense 
Account.”  Business  Week,  August  27,  1960. 

“Government  Probing  Business  Deduc¬ 
tions.”  Nation’s  Business,  48:  14,  Septem¬ 
ber  1960. 

“Industry  Tightens  Up  on  Executive  Ex¬ 
pense  Accounts.”  Dun’s  Review,  72:  40—41, 
October  1958. 

“New  Accounting  of  Expense  Accounts.” 
New  York  Times  magazine,  page  481,  April 
20, 1958. 

“New  Look  in  Business  Entertaining.” 
Management  Review,  48:  4-8,  May  1959. 

“Personal  Business.”  Business  Week, 
pages  85-86,  January  9,  1960. 

“Sales  Executive  Calm.”  Sales  Manage¬ 
ment,  84:  101-102,  May  6,  1960. 

“To  Whom  It  May  Concern,  Tax  Memo  on 
Expense  Account  Reporting.’  Petroleum 
Engineering,  32 :  A20b— A20b— A20c,  Novem¬ 

ber  1960. 

“Watch  Your  Expense  Account.”  Harvard 
Business  Review,  36:  120-126,  January  1958. 
Business  gifts 

“Ethical  Payola.”  The  Nation,  192:1,  Jan¬ 
uary  7,  1961. 

"Gifts,  Presents  and  Graft.”  America, 
100:363—4,  December  20,  1958. 

“Executives  Express  Misgivings  on  Christ¬ 
mas  Giving."  Conference  board  business 
record,  pages  560,  565,  December  1957. 
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"Gifts  to  Oil  Men  Being  Soft-pedaled." 
Oil  and  Gas  Journal,  58:50-1,  August  22, 
1960. 

‘‘The  ‘Ordinary’  $125  Billion  Market.” 
Fortune,  60:132-135,  September  1959. 

“The  P.A.,  the  Vendor  &  Santa  Claus.” 
Purchasing,  41:5,  page  83,  November  1956. 

“Re:  Those  Business  Gifts.”  Rotarian 
93:6-7,  December  1958. 

‘‘Special  Business  Gifts  Issue.”  Sales  Man¬ 
agement,  September  10,  1957,  79:9. 

“Special  Business  Gifts  Issue.”  Salesweek, 
September  5,  1960. 

“When  Business  Plays  Santa  Claus.”  Dun’s 
Review,  70:45,  December  1957. 

EXHIBIT  VI. - GAIN  ON  SALE  OF  DEPRECIABLE 

REAL  ESTATE 

A.  “Excessive  Tax  Allowances  on  Depreci¬ 
able  Real  Estate  and  Recommended  Reme¬ 
dial  Action.” 

B.  “Examples  of  Cases  in  Which  Real 

Estate  Was  Sold  After  Depreciation  Allow¬ 
ances  Had  Substantially  Exceeded  Actual  De¬ 
cline  in  Value.”  — ~ 

C.  “Example  of  Relationship  Between  De¬ 
preciation  and  Nontaxable  Cash  Flow  in  a 
Typical  Projection.” 

D.  “Analysis  of  Real  Estate  Corporation 
Prospectuses.” 

E.  “Projections  of  Cash  Flow  and  Taxable 
Income  by  Noncorporate  Real  Estate  Syndi¬ 
cates  Based  on  Actual  Prospectuses.” 

Exhibit  6 

[From  the  Congressional  Record,  May  21, 
1962] 

Proposed  Withholding  on  Taxes  Owed  on 
Dividends  and  Interest  Income 
(Excerpts  from  speech  of  Hon.  Paul  H.  Doug¬ 
las,  of  Illinois,  in  the  Senate  of  the  United 

States,  Monday,  May  21,  1962) 

Mr.  Douglas.  Mr.  President,  last  week  I 
reported  that  I  had  received  approximately 
50,000  communications  from  my  State  in 
opposition  to  the  method  of  collecting  the 
income  taxes  already  owed  on  dividends  and 
interest  by  withholding  a  basic  20  percent 
at  the  source.  I  report  today  that  the  del¬ 
uge  of  mail  still  continues. 

I  believe  the  vast  proportion  of  the  people 
who  write  these  letters  are  misinformed 
about  the  nature  of  the  problem  and  misin¬ 
formed  about  the  degree  of  difficulty  which 
they  would  experience.  So  once  again  I  take 
the  opportunity  of  speaking  about  this  sub¬ 
ject  not  merely  to  the  Senate,  but  also  to 
the  country  through  the  medium  of  the 
Congressional  Record. 


amounts  avoided  or  evaded  are  huge 


I  do  not  believe  the  people  generally  real¬ 
ize  the  amount  of  money  which  is  lost  to 
the  Treasury  by  reason  of  the  failure  of 
those  who  receive  dividends  and  interest 
income  fully  to  report  the  amounts  which 
they  receive.  As  we  all  know,  there  is  a 
withholding  _  tax  imposed  on  wages  and 
salaries,  and  the  percentage  of  avoidance 
and  evasion  on  the  income  because  of  the 
method  of  collection  is  very  small  indeed. 

The  Treasury  has  now  issued  revised  esti¬ 
mates,  taking  account  of  all  criticisms,  with 
respect  to  the  gap  between  the  dividends 
and  interest  paid  and  the  amounts  which 
are  reported  by  the  recipients  on  their  in¬ 
come  tax  returns. 

For  the  year  1959  the  gap  is  reported  at 
$3.8  billion.  The  amount  of  taxes  owed  on 
the  amount  paid  in  dividends  and  interest, 
either  evaded  or  avoided,  is  estimated  at  $880 
million.  The  amount  which  it  is  estimated 
withholding  would  have  collected  is  $700 
million. 


The  estimate  for  1960,  which  I  hinted 
in  my  statement  of  last  week  and  which  1 
5“®  be®a  confirmed,  is  that  the  gap  1 
amoSm  DdS  and  interest  paid  and  1 
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to  $1,040  million.  The  estimated  amount 
which  withholding  would  have  collected  is 
$830  million. 

one  billion,  one  hundred  million  dollars 

WILL  BE  LOST  IN  1963 

It  is  now  estimated  that  for  the  year  1963 
the  gap  will  amount  to  between  $4.9  billion 
and  $5.2  billion;  that  the  amount  of  taxes 
which  will  be  owed  and  either  evaded  or 
avoided,  will  come  to  $1,150  million;  and 
that  withholding  would  collect  $910  million. 

These  are  enormous  sums.  Because  such 
large  amounts  are  owed  but  not  paid  and 
because  the  tax  is  evaded  or  avoided,  the 
burden  upon  those  who  pay  their  taxes  be¬ 
comes  correspondingly  heavier.  I  am  frank 
to  say  that  unless  we  close  this  great  loop¬ 
hole  or  sluicehole  any  reduction  in  taxes 
sought  by  other  portions  of  the  tax  bill  really 
cannot  be  appreciable  in  amount.  If  with¬ 
holding  on  taxes  owed  on  dividends  and  in¬ 
terest  income  is  killed,  there  will  not  be  very 
much  to  share  among  other  claimants  for 
reduced  taxation. 

It  will  be  virtually  impossible  then  for 
the  investment  credit  tax  to  go  through.  I 
am  not  very  keen  about  that  provision. 

But  even  if  we  were  not  to  have  invest¬ 
ment  credit,  we  could  not  get  any  other  re¬ 
ductions  in  the  form  of  a  decrease  in  the 
corporate  tax,  a  decrease  in  the  tax  on  small 
business,  or  a  decrease  in  the  excise  taxes. 
So  the  very  center  of  the  tax  bill  is  the  ques¬ 
tion  of  withholding. 

The  Treasury’s  estimate  that  $1.1  billion 
in  taxes  already  owed  on  income  from  divi¬ 
dends  and  interest  in  the  calendar  year  1963 
will  be  evaded  or  avoided  represents  a  scan¬ 
dalous  situation. 

WITHHOLDING  IS  TEST  OF  CONCERN  FOR  FISCAL 
SOUNDNESS 

I  am  absolutely  amazed  that  many  of  the 
same  individuals  and  same  groups  who  are 
constantly  criticizing  the  size  of  our  national 
debt,  who  are  demanding  that  the  budget  the 
balanced,  and  who  appeal  for  fiscal  sound¬ 
ness  are  fighting  this  proposal. 

The  $1.1  billion  in  taxes  avoided  and  the 
$900  million  in  taxes  per  year  which  with¬ 
holding  would  collect  may  be  small  potatoes 
to  them  but  it  is  a  big  amount  to  me. 

The  test  of  their  real  concern  about  fiscal 
soundness  will  come  when  we  vote  in  the 
Finance  Committee  or  on  the  floor  of  the 
Senate  on  the  withholding  provision. 

COMMON  MISCONCEPTIONS 

I  should  like  to  emphasize  that  the 
Treasury’s  proposal  to  withhold  the  taxes 
already  owed  on  dividends  and  interest  in¬ 
come  at  the  source  is  very  simple. 

Although  these  may  seem  somewhat  repeti¬ 
tious,  I  wish  to  repeat  again  answers  to  some 
of  the  major  misconceptions.  Among  these 
major  misunderstandings  are  the  following: 

First.  It  is  not  a  new  tax.  I  emphasize 
that  point  again.  Although  from  one-third 
to  one-half  of  the  people  who  write  me  think 
it  is  a  new  tax,  it  is  not  a  new  tax.  It  is 
merely  a  better  method  of  collecting  an  ex¬ 
isting  tax.  The  taxes  are  now  owed  but  $1.1 
billion  is  escaping  taxation. 

Second.  That  it  would  hint  the  widows, 
the  orphans,  the  low-income  groups,  and  the 
old  folks. 

Those  under  18  would  be  exempt.  Those 
who  owe  no  tax  would  be  exempt.  Those 
who  are  overwithheld  against — and  this 
would  be  a  very  small  relative  number — 
could  get  quarterly  refunds.  This  is  a  privi¬ 
lege  which  is  four  times  better  than  that 
given  to  the  37  million  wage  and  salaried 
people  who  are  overwithheld  against  and 
must  wait  until  the  end  of  the  year  for  their 
refunds. 

Third.  That  it  is  a  tax  on  the  individuals, 
savings  or  principal  rather  than  a  tax  on  the 
interest  or  dividend. 

This  is  not  true.  On  a  savings  account 
of  $ioo  with  interest  at  4  percent,  the 


amount  withheld  would  be  80  cents.  That  is 
20  percent  of  $4.  It  would  not  be  $20,  as 
much  of  the  information  put  out  by  the  sav¬ 
ings  institutions  have  led  people  to  believe. 

Fourth.  That  it  would  cost  too  much  to 
administer. 

This  is  not  true.  It  would  cost  the  Treas- 
sury  between  2  and  3  percent  of  the  amount 
collected.  It  would  cost  the  paying  institu¬ 
tions  about  30  cents  per  $100  withheld,  or 
three-tenths  of  1  percent. 

Fifth.  That  the  Treasury’s  automatic  data 
processing  system — ADP — would  be  an  ade¬ 
quate  substitute  for  withholding.  This  is 
not  true.  In  the  first  place  ADP  would  not 
go  in  effect  fully  until  1967.  Between  now 
and  then  some  $4  billion  in  taxes  owed  would 
be  lost.  After  that  about  $700  million  a  year 
would  be  lost,  for  ADP  would  collect,  at  best, 
only  $200  to  $250  million  of  the  $900  million 
which  would  be  collected  by  withholding. 

Finally,  ADP  would  merely  provide  infor¬ 
mation  to  the  Treasury.  It  would  not  col¬ 
lect  taxes.  The  paying  institutions  would 
have  to  provide  the  names,  addresses,  and 
amounts  for  250  million  payments.  This 
would  be  much  more  paperwork  for  the 
institutions  than  would  be  required  by  with¬ 
holding. 

Of  the  250  million  reporting  slips,  the 
Treasury  estimates  that  there  would  be  about 
15  million  discrepancies  when  these  were 
matched  against  the  individual  taxpayers 
accounts. 

AUTOMATIC  DATA  PROCESSING  NO  SUBSTITUTE 

Agents  would  then  have  to  collect  the 
amounts  and  check  out  the  discrepancies. 
This  would  require  an  increase  in  the  num¬ 
ber  of  existing  agents  by  about  70  percent. 

Because  of  these  facts,  automatic  data 
processing  would  cost  more,  recover  less,  and 
require  more  paperwork  than  would  the  very 
simple  method  of  withholding  proposed  in 
the  Treasury’s  bill. 

There  has  been  so  much  misinformation 
about  the  proposal  to  withhold  at  the  source 
on  dividends  and  interest  that  with  the  help 
of  my  administrative  assistant,  Mr.  Shuman, 
I  have  prepared  a  question  and  answer  sheet 
on  this  subject. 

This  answers  in  detail  some  of  the  major 
misunderstandings  about  withholding. 

Mr.  President,  as  I  have  prepared  a  sort 
of  catechism  on  withholding,  I  shall  ask  my¬ 
self  a  series  of  questions  and  then  answer 
them. 

WITHHOLDING  ON  DIVIDENDS  AND  INTEREST  AT 
THE  SOURCE - IS  IT  A  NEW  TAX? 

Question.  Is  this  a  new  tax? 

Answer.  No.  Taxes  are  already  owed  on 
income  from  dividends  and  interest.  It  is 
merely  a  better  method  of  collection. 

Question.  Why  do  we  need  withholding? 

Answer.  Because  so  many  people  are  not 
paying  the  taxes  they  owe  on  interest  and 
dividend  income. 

Question.  How  much  is  this? 

Answer.  The  Treasury  calculations  show 
that  the  gap  between  dividends  and  interest 
paid  out  in  the  United  States  and  the 
amounts  which  appear  on  income  tax  re¬ 
turns  was  about  $3.8  billion  in  1959,  and  is 
estimated  at  $4.4  billion  for  1960  and  be¬ 
tween  $4.9  and  $5.2  billion  in  1963. 

Question.  What  is  wrong  about  this? 

Answer.  This  is  tax  evasion  or  avoidance. 
People  who  actually  pay  their  taxes  have 
higher  taxes  than  they  would  have  if  those 
who  evade  or  avoid  them  paid  their  taxes. 

Question.  How  much  revenue  does  the 
Treasury  lose  because  of  this? 

Answer.  In  1959  they  lost  about  $880  mil¬ 
lion.  In  1960,  over  $1.0  billion.  For  1963 
the  estimate  is  $1.15  billion. 

Question.  Would  withholding  on  dividends 
and  interest  at  the  source  help? 

Answer.  Yes,  it  would.  It  would  collect 
80  percent  or  more  of  the  taxes  now  evaded 
or  avoided.  In  fact,  the  Treasury  has  fur- 


1962 


CONGRESSIONAL  RECORD  —  SENATE 


16733 


nished  me  with  the  following  information 
about  this. 

Mr.  President,  I  ask  unanimous  consent 
that  a  brief  table,  the  substance  of  which 
I  have  already  given,  be  printed  at  this  point 
in  the  Record. 

There  being  no  objection,  the  table  was 
ordered  to  be  printed  in  the  Record,  as  fol¬ 
lows: 


Year 

Gap 
between 
divi  fiends 
and 
Interest 
paid  and 
amounts 
reported  on 
income  tax 
returns 

Amount  of 
taxes  owed 
on  these 
amounts 
which  are 
evaded  or 
avoided 

Amount 

which 

with¬ 

holding 

would 

collect 

Billions 

Bi  lions 

Millions 

1959.- . . 

$3.8 

$0,880 

$700 

1960 . 

4.4 

1.040 

830 

1963  (estimate)--. 

$4.9-  5.2 

1. 150 

910 

EXEMPTION  CERTIFICATE,  WIDOWS,  ORPHANS,  OLD 
FOLKS,  LOW-INCOME  GROUPS 

Mr.  Douglas.  Mr.  President,  the  next  ques¬ 
tion:  Would  this  system  penalize  the  widows, 
orphans,  the  old  folks,  and  low-income 
groups? 

Answer.  No.  The  proposal  would  provide 
exemptions  from  withholding  for  these 
groups  if  they  owed  no  tax. 

Question.  How  would  it  work  for  children? 

Answer.  Any  child  under  18  would  be  ex¬ 
empt  from  withholding  merely  by  certifying 
to  the  paying  institution  that  the  child  was 
under  18. 

Question:  What  about  those  other  18? 

Answer.  Any  person  over  18  who  “reason¬ 
ably  expects”  to  have  no  tax  liability  would 
also  become  exempt  merely  by  filing  a  state¬ 
ment  with  the  paying  institution  to  that 
effect. 

Question.  Does  this  include  those  over  65? 

Answer.  Of  course.  Any  one  over  18 — in¬ 
cluding  those  over  65 — could  get  an  exemp¬ 
tion  if  he  owed  no  tax. 

Question.  How  would  one  file  the  exemp¬ 
tion  certificate? 

Answer.  He  files  it  with  the  paying  insti¬ 
tution — the  bank,  the  savings  and  loan  or 
building  association,  or  the  company  paying 
dividends. 

Question.  What  will  the  form  say? 

Answer.  It  will  be  an  affidavit  on  which 
the  person  merely  says  that  he  “reasonably 
expects”  not  to  be  liable  for  taxes  on  these 
amounts. 

Question.  Will  the  exemption  be  perma¬ 
nent? 

Answer.  The  Treasury  is  recommending 
that  it  be  made  permanent  so  that  the  indi¬ 
vidual  need  not  file  again  in  the  second  or 
third  year.  Of  course,  if  his  tax  status 
changes  and  he  becomes  taxable,  he  could 
no  longer  claim  exemption. 

SPECIAL  TAX  PROVISIONS  FOR  OLD  PEOPLE 

Question.  Do  not  older  people  now  have  a 
number  of  tax  privileges  in  the  law  which 
mean  that  they  have  to  have  considerably 
more  income  than  those  under  65  before  they 
owe  any  tax  at  all? 

Answer.  That  is  correct,  and  this  means 
that  virtually  all  the  low-income  older  people 
would  be^ exempt  entirely  from  withholding. 

Question.  What  are  these  provisions  now 
in  the  law  which  reduce  the  taxes  of  older 
people? 

Answer.  There  are  many  of  them. 

Question.  Would  you  be  specific? 

Answer.  Yes.  First  of  all,  when  one 
reaches  age  65,  the  $600  exemption  per  person 
is  doubled.  Thus,  a  couple  both  over  65 
would  receive  four  $600  exemptions  instead 
of  two,  and  their  total  exemption  on  this 
score  alone  would  be  $2,400  instead  of  $1,000. 

Question.  Do  they  still  receive  the  stand¬ 
ard  10-percent  deduction? 


Answer.  Yes,  they  do.  They  can  subtract 
10  percent  of  their  adjusted  gross  income  or 
a  larger  amount  if  they  itemize  their  de¬ 
ductions. 

Question.  What  about  pensions  and  re¬ 
tirement  income? 

Answer.  As  you  know,  social  security  pay¬ 
ments  and  railroad  retirement  payments  are 
already  tax  exempt.  In  addition  there  is  a 
“retirement  income  credit”  for  other  retire¬ 
ment  income. 

Question.  What  does  this  include? 

Answer.  It  includes  income  from  other 
pension,  interest,  dividends,  rent,  and 
royalties. 

Question.  How  much  is  the  retirement  in¬ 
come  credit? 

Answer.  It  amounts  to  20  percent  of  re¬ 
tirement  income  up  to  $240  in  taxes  per 
person. 

Question.  Is  this  a  deduction  or  a  credit 
against  the  actual  tax  owed? 

Answer.  This  is  a  tax  credit.  If  an  indi¬ 
vidual’s  taxes  were  $240  he  could  then  apply 
the  retirement  income  credit  against  this 
amount  and  he  would  owe  no  taxes  at  all. 

Question.  Does  this  apply  to  both  man  and 
wife? 

Answer.  Yes,  it  does,  provided  the  wife’s 
income  is  from  these  sources. 

Question.  This  could  mean  a  double  credit 
or  a  total  of  $480? 

Answer.  That  is  correct  and  this  is  equal 
to  a  deduction  of  another  $2,400. 

Question.  What  about  other  tax  credits 
or  deductions  allowed  in  the  law?  Do  the 
older  people  also  get  to  take  advantage  of 
these? 

Answer.  They  certainly  do.  In  the  case 
of  dividends  received,  there  is  an  initial 
deduction  or  exclusion  of  $100  per  couple — 
$50  apiece — from  gross  income.  Then  there 
is  a  4-percent  tax  credit  of  4  percent  of  the 
dividends — up  to  a  total  of  4  percent  of  tax¬ 
able  income. 

Question.  Then  a  retired  couple  over  65 
with  all  their  income  from  dividends  and 
interest  would  need  a  sizable  income  before 
they  were  taxable  at  all? 

Note  this,  Mr.  President. 

Answer.  Yes.  They  could  get  $6,100  in 
dividends  or  $5,333  in  interest  before  they 
owed  any  tax  whatsoever. 

Question.  Then  withholding  would  not 
affect  very  many  old  people? 

Answer.  Not  at  all.  Most  of  them  would 
be  exempt. 

Question.  How  many  would  be  exempt? 

Answer.  Approximately  75  to  80  percent. 

Question.  What  proof  do  you  have  for 
making  that  statement? 

Answer.  Treasury  figures  show  that  of  the 
approximately  15  million  persons  aged  65  or 
over  in  this  country  only  a  little  over  3  mil¬ 
lion  are  subject  or  liable  for  any  Federal 
income  tax. 

WHAT  ABOUT  MEDICAL  EXPENSE  DEDUCTIONS 

Question.  When  one  is  over  65,  cannot 
medical  expenses  be  deducted  from  one’s 
income? 

Answer.  Yes.  The  medical  expenses  can 
be  itemized.  The  3 -percent  limitation  which 
applies  to  those  under  65  does  not  apply 
here. 

Question.  What  is  the  3-percent  limita¬ 
tion  for  those  under  65? 

Answer.  They  can  only  deduct  medical 
expenses  if  they  exceed  3  percent  of  the  tax¬ 
payer’s  adjusted  gross  income,  and  they  can 
deduct  only  those  expenses  which  exceed  this 
3  percent. 

Question.  What  is  the  rule  then,  for  those 

over  65?  .  . 

Answer.  If  either  the  taxpayer  or  his 
spouse  is  over  65,  the  3-percent  limitation 
does  not  apply.  He  can  deduct  the  medical 
expenses  for  himself  and  for  his  spouse  and 
his  father  and  mother,  including,  of  course, 
the  amounts  paid  for  medical  insurance. 

Question.  Is  there  an  upper  limit  to  these 
medical  deductions? 


Answer.  Yes.  It  amounts  to  $5,000  for  a 
single  taxpayer  and  $10,000  for  those  filing 
joint  returns  or  returns  as  head  of  a  house¬ 
hold. 

Question.  What  if  they  are  disabled? 

Answer.  The  limit  is  raised.  If  one  person 
is  65  or  over  and  disabled,  the  upper  limit 
is  $15,000.  If  both  are  65  and  over  and  dis¬ 
abled,  the  upper  limit  is  doubled  and  would 
be  $30,000. 

These  medical  expenses,  if  incurred,  are  in 
addition  to  all  the  other  deductions  which  I 
have  mentioned. 

Question:  Who  is  considered  to  be  dis¬ 
abled? 

Answer.  Under  the  law  anyone  is  con¬ 
sidered  to  be  disabled  for  tax  purposes  if  he 
is  unable  to  engage  in  substantial  gainful 
activity  because  of  a  mental  or  physical  im¬ 
pairment. 

Question.  What  proportion  of  the  medical 
expenses  of  the  aged  are  deducted? 

Answer.  In  the  latest  year  for  which  the 
figures  were  analyzed,  about  90' percent  of 
the  medical  expenses  of  those  over  65  who 
itemized  their  deductions  were  deducted. 

Question.  How  does  this  compare  with 
those  under  65? 

Answer.  Only  about  65  percent  of  the  med¬ 
ical  expenses  were  deducted  by  those  tax¬ 
payers  under  65  who  itemized  their  deduc¬ 
tions. 

COST  OF  ANTIWITHHOLDING  CAMPAIGN 

Question.  Are  not  some  of  the  savings  in¬ 
stitutions  fighting  this  withholding  provision 
very  hard? 

Answer.  Yes.  I  have  received  about  50,000 
letters  and  cards  in  a  3-  or  4- week  period 
opposing  it. 

These  protests  are  still  pouring  in. 

Question.  Is  this  an  inspired  campaign? 

Answer.  It  certainly  is.  Many  letters  say 
the  savings  institution  told  them  to  write. 
Other  include  the  letter  or  literature  the 
savings  institutions  have  sent  out  to  them. 
Some  say  they  have  received  four  or  five  let¬ 
ters  from  institutions  urging  them  to  write 
to  me.  I  have  collected  many  examples  of 
full-page  ads  opposing  withholding. 

Question:  Is  not  this  campaign  costly  to 
the  savings  institutions? 

Answer.  Of  course,  it  is.  It  takes  a  4-cent 
stamp  for  each  letter  to  hundreds  of  mem¬ 
bers  of  the  institutions.  In  my  judgment  it 
is  costing  some  of  these  institutions  more 
than  the  administrative  cost  of  withholding 
would  be  for  3  or  4  years  in  the  future. 

Question.  Are  the  letters  you  have  received 
well  informed? 

Answer.  No.  From  one-third  to  one-half 
of  those  who  give  a  reason  for  their  opposi¬ 
tion  to  withholding  believe  this  is  a  new  tax. 

Question.  This  would  tend  to  show  that 
many  of  these  people  probably  do  not  now 
pay  the  taxes  they  owe  if  they  think  this  Is 
a  new  tax? 

Answer.  That  is  correct.  In  itself  it  shows 
why  we  need  to  withhold  at  the  source  on 
these  amounts. 

I  do  not  know  of  any  stronger  argument, 
really,  than  that  so  large  a  proportion  of 
the  protestants  on  this  issue  think  it  is  not 
taxed,  which  is  in  itself  a  confession  that 
they  have  not  paid  the  tax  in  the  past. 

Question.  Is  there  other  misinformation  in 
these  letters? 

Answer.  Yes.  Many  have  been  misled  to 
think  it  will  hurt  the  old  people,  or  the  chil¬ 
dren,  or  the  orphans,  or  the  widows,  or  the 
low-income  groups,  all  of  whom  would  be 
exempt  if  they  owed  no  tax. 

Mr.  President,  it  is  extraordinary  how 
widow  and  orphans  always  appear  in  these 
piteous  appeals,  as  do  the  low-income  groups, 
all  of  whom  would  be  exempt  if  they  paid 
no  tax. 

Question.  Do  some  think  the  20-percent 
tax  is  20  percent  of  the  savings  instead  of 
merely  20  percent  of  the  interest  on  their 
savings? 
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Answer.  Yes.  As  you  know,  the  tax  already 
owed  and  which  would  be  collected  is  only 
20  percent  of  the  interest  or  dividend  paid, 
not  20  percent  of  the  principal. 

That  is  the  third  time  that  I  have  said 
this,  but  it  is  necessary  to  say  it  over  and 
over  and  over  again. 

Question.  Can  you  give  an  example? 

Answer.  Yes.  If  a  person  has  $100  in  a 
savings  account  and  receives  interest  at  4 
percent,  he  would  receive  $4  interest.  The 
withholding  would  be  only  20  percent  of 
the  $4  or  80  cents,  not  20  percent  of  $100 
or  $20. 

FARFETCHED  EXAMPLES 

Question.  Some  of  the  examples  that  have 
been  used  about  how  people  might  suffer 
from  withholding  are  pretty  farfetched? 

Answer.  Yes.  We  have  been  told  over  and 
over  again  how  a  retired  couple,  both  over 
65,  receiving  $5,000  a  year  in  income  from 
dividends,  would  be  overwithheld  against. 

Question.  Is  this  true? 

Answer.  No.  As  I  pointed  out,  a  married 
couple,  both  over  age  65,  receiving  their 
total  income  from  dividends  would  have  to 
receive  about  $6,100  before  they  were  sub¬ 
ject  to  any  tax.  They  would  be  exempt. 

Question.  A  couple  with  $5,000  in  div¬ 
idends  a  year  would  not  exactly  be  paupers 
in  any  event,  would  they? 

Answer.  No.  With  a  4-percent  return  they 
would  have  an  investment  of  about  $125,- 
000.  I  doubt  that  anyone  with  investments 
of  that  amount  would  be  harmed  by  with¬ 
holding  even  if  he  were  not  exempt. 

They  tend  to  be  exempt  if  they  are  mar¬ 
ried. 

Question.  But  in  this  case,  withholding 
would  not  even  apply  to  them? 

Answer.  That  is  correct.  They  would  not 
even  come  under  the  withholding  provi¬ 
sions. 


WAGE  AND  SALARY  WITHHOLDING 

Question.  How  would  withholding  on  divi¬ 
dends  and  interest  compare  with  withhold¬ 
ing  on  wages  and  salaries? 

Answer.  Some  60  million  people  are  now 
withheld  against  on  their  wages  and  salaries. 

Question.  How  many  would  be  withheld 
against  on  dividends  and  interest? 

Answer.  The  Treasury  estimates  about  22 
million  people. 

Question.  Are  many  wage  and  salaried 
people  overwithheld  against? 

Answer.  Yes.  About  37  million  or  over  60 
percent  of  the  total  are  overwithheld  against. 

Question.  How  many  would  be  overwith¬ 
held  against  under  dividend  and  interest 
withholding? 

Answer.  About  2  million  altogether,  or  10 
percent  compared  with  60  percent  under 
wage  and  salary  withholding. 

Question.  What  proportion  of  these  would 
have  large  amounts  overwithheld? 

Answer.  Only  about  1  million  of  the  2  mil¬ 
lion  who  were  overwithheld  against  under 
dividend  and  interest  withholding  would 
have  more  than  $10  of  overwithholding  per 
year,  and  they  could  receive  quarterly  re¬ 
funds.  That  is  $2.50  a  quarter,  or  a  monthly 
amount  of  83J/3  cents. 

QUARTERLY  REFUNDS 


Question.  Could  they  get  refunds? 

Answer.  Yes;  they  could,  and  they  could 
get  them  quarterly. 

Question.  How? 

Answer.  Those  who  are  overwithheld 
against  in  the  amount  of  $10  or  more  per 
year  could  apply  in  the  first  quarter  for  a 
refund  to  the  District  Internal  Revenue 
Office. 


Question.  Where  would  they  get  the  re 
fund  forms? 

Answer.  The  Treasury  plans  to  distribut 
widely  as  possible.  They  plan  t 
Sitermu'S  available  a*  the  offices  of  th 
toank^L^  tnue  Service-  at  post  offices,  a 

*»« 5oan.  «M  x. 


Question.  How  long  would  it  take  for 
them  to  get  their  money? 

Answer.  About  3  to  4  weeks.  That  is  the 
time  required  for  the  37  million  cases  of  over¬ 
withholding  for  wage  and  salaries. 

Question.  What  about  the  other  quarters? 

Answer.  In  the  second  and  third  quarters 
the  Treasury  would  send  the  individual  the 
form.  It  would  be  automatic  and  he  would 
not  forget  to  apply. 

Question.  What  about  the  fourth  quarter? 

Answer.  If  he  had  money  coming  back  he 
merely  would  file  his  yearly  income  tax  re¬ 
turn  as  soon  after  January  1  as  he  wanted  to 
and  would  get  a  check  in  3  to  4  weeks. 

Question.  Would  this  continue  in  the  fol¬ 
lowing  year? 

Answer.  The  Treasury  is  proposing  that 
the  refund  procedure  be  the  same  in  the  fol¬ 
lowing  years.  The  exemption  certificates 
would  be  permanent. 

Question.  Do  wage  and  salaried  people 
get  a  quarterly  refund? 

Answer.  No,  they  do  not.  They  get  it  only 
once  a  year. 

Question.  Then  the  procedure  for  refunds 
for  dividend  and  interest  is  better  than  for 
those  on  wages  and  salaries? 

Answer.  Pour  times  better.  Perhaps  I 
should  say  four  times  easier.  They  would 
get  preferential  treatment. 

Question.  If  the  wage  and  salaried  person 
is  subject  to  withholding,  why  should  it  not 
apply  to  income  from  dividends  and  interest? 

Answer.  There  is  no  just  reason  why  the 
taxes  now  owed  on  dividend  and  interest  in¬ 
come  should  not  be  subject  to  withholding 
just  as  the  basic  tax  on  income  from  wages 
and  salaries  is  withheld. 

Question.  In  fact,  doesn't  this  make  it 
easier  rather  than  more  difficult  for  the 
honest  taxpayer? 

Answer.  Yes.  Often  people  spend  their 
income  when  they  receive  it  and  then  have 
to  borrow  money  to  pay  their  taxes  at  the 
end  of  the  year.  The  pay-as-you-go  prin¬ 
ciple  is  certainly  more  convenient  for  most 
people.  It  would  be  more  convenient  on 
dividends  and  interest  than  on  wages  and 
salaries. 

farmer’s  refunds 

Question.  Do  not  farmers  who  buy  gasoline 
and  pay  the  Federal  tax  get  a  refund? 

Answer.  They  do,  if  they  use  the  gasoline 
and  oil  in  their  tractors  or  other  farm  ma¬ 
chinery. 

Question.  How  many  of  these  refunds  are 
there  a  year? 

Answer.  About  1  million. 

Question:  Have  these  people  been  incon¬ 
venienced  or  have  they  complained  about 
this  procedure? 

Answer.  Not  to  my  knowledge.  They  get 
it  quickly  and  have  made  no  or  few  com¬ 
plaints. 

Question.  The  number  of  refunds  under 
dividend  and  interest  withholding  would  be 
about  the  same  number,  would  it  not? 

Answer.  Yes.  And  after  it  was  in  effect, 
there  would  be  few  complaints  about  it. 

Question.  And  what  about  the  37  million 
people  who  get  refunds  from  wage  and  salary 
withholding? 

Answer.  They  have  certainly  not  com¬ 
plained  to  any  extent.  I  do  not  believe  I 
have  received  a  single  letter  this  entire  year 
from  anyone  who  has  complained  about 
this. 

ADMINISTRATIVE  COST  SMALL 

Question.  Would  it  not  cost  more  to  col¬ 
lect  the  $900  million  by  withholding  than 
it  would  be  worth? 

Answer.  No.  The  Treasury  estimates  it 
would  cost  about  $20  million  to  collect  the 
$900  million  or  between  2  and  3  percent  of 
the  amount  collected. 

Question.  But  would  it  not  cost  the 
banks  and  savings  institutions  too  much  to 
withhold? 

Answer.  No.  The  best  estimates,  which 
were  given  by  private  bankers  in  our  hear¬ 


ings,  were  that  it  would  cost  the  savings  in¬ 
stitutions  about  30  cents  for  each  $100  of 
taxes  withheld,  and  the  taxes  paid,  of  course, 
are  only  one-fifth  of  the  amount  of  income 
received,  or  about  three-tenths  of  1  percent 
after  the  system  was  in  effect. 

MIGHT  COST  LESS  THAN  PRESENT  EDUCATIONAL 
CAMPAIGN 

Question.  Some  of  the  savings  institu¬ 
tions  say  that  their  present  system  of  in¬ 
forming  their  members  that  they  actually 
owe  taxes  on  dividends  and  interest  is 
enough.  They  say  that  the  present  educa¬ 
tional  campaign  will  collect  much  of  the  $1.1 
billion  which  will  be  lost. 

Answer.  Well,  this  campaign  has  been  go¬ 
ing  on  for  some  time  and  the  results  have 
been  nil.  In  fact,  the  gap  between  the 
amount  of  dividende  and  interest  paid  out 
in  the  United  States  and  the  amount  re¬ 
ported  on  income  tax  returns  has  been  grow¬ 
ing  rather  than  decreasing. 

Question.  If  we  had  withholding  this  cost 
would  be  cut  out? 

Answer.  Yes;  it  would.  And  even  if  in¬ 
stitutions  felt  they  should  inform  their 
members  about  how  much  they  withheld — 
and  that  is  not  required  by  law — this  would 
cost  no  more  than  the  present  ineffective 
educational  campaign. 

PROCEDURE  FOR  PAYING  INSTITUTION  SIMPLE 

Question.  Would  not  withholding  mean  a 
lot  of  extra  work  for  the  paying  institution? 

Answer.  No. 

Question.  Why? 

Answer.  In  the  first  place  the  saving  in¬ 
stitution  would  merely  send  20  percent  of 
the  total  amounts  of  dividends  and  interest 
withheld  to  the  Treasury. 

Question.  Would  they  not  have  to  list 
each  person  by  name,  address,  and  the 
amount  withheld? 

Answer.  No.  No  names.  No  addresses.  No 
individual  amounts.  If  a  company  paid  out 
$100,000  in  dividends,  it  would  merely  send 
a  check  for  20  percent  to  the  Treasury. 

Question.  What  about  posting  the  interest 
to  the  account  of  the  individual  saver? 
Would  that  not  be  troublesome? 

Answer.  No.  The  savings  institutions 
would  merely  credit  the  savers  account  with 
80  percent  of  the  interest  earned. 

Question.  So  if  a  person  earned  $1  merely 
credit  his  account  with  80  cents?  Is  that 
correct? 

Answer.  Yes;  there  would  only  be  one  post¬ 
ing,  as  there  is  now  one  posting — and  this 
is  done  by  machine. 

Question.  The  cost  to  the  institution 
would  be  small? 

Answer.  Yes.  About  30  cents  for  each  $100 
of  taxes  withheld  even  if  they  performed 
other  services  in  connection  with  the  with¬ 
holding. 

SIMPLE  GROSS  UP  PROCEDURE  FOR  TAXPAYER 

Question.  Would  the  paying  institution 
have  to  send  a  notice  to  the  individual  giv¬ 
ing  the  amount  it  withheld? 

Answer.  No  They  might  do  this  as  a 
service  but  they  would  not  be  required  to 
do  it. 

Question.  Why  not? 

Answer.  Because  on  the  yearly  income  tax 
form  there  would  be  a  new  space  which 
would  make  it  possible  for  the  taxpayer  to 
compute  the  amount  withheld  without  ac¬ 
tually  receiving  a  notice  from  the  paying 
institution. 

Question.  How  would  this  work? 

Answer.  Let  us  take  an  example  of  a  person 
who  earned  $100  of  interest  from  a  bank. 
The  bank,  of  course,  would  credit  his  account 
in' the  amount  of  $80. 

Question.  Is  he  now  required  to  report  the 
income  he  receives  from  dividends  and 
interest? 

.  Answer.  Yes. 

Question.  Then  would  it  be  a  new  require¬ 
ment  that  he  list  such  income  on  his  tax 
return? 
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Answer.  No.  He  is  required  by  law  to  do 
it  now. 

Question.  How  would  he  do  it  under  with¬ 
holding? 

Answer.  First  he  would  enter  $80  in  the 
appropriate  space  on  the  tax  return.  On  the 
next  line  he  would  take  25  percent  or  one- 
quarter  of  the  $80.  This  would  be  $20.  or 
the  amount  withheld. 

Question.  You  mean  he — the  taxpayer — 
could  compute  the  amount  withheld  actually 
being  told  the  amount  by  the  bank? 

Answer.  Yes.  Merely  by  taking  25  percent 
of  the  amount  he  received  from  the  bank 
he  would  find  out  the  amount  withheld. 
That  is,  20  percent  of  the  total  amount  of 
dividends  and  would  equal  25  percent  of  the 
80  percent  distributed  to  the  individual. 

Question.  Then  he  would  know  the 
amount  received — $80 — and  the  amount 
withheld— $20? 

Answer.  Yes. 

Question.  What  would  he  do  next? 

Answer.  He  would  include  the  $100  in  the 
amount  of  income  he  received  in  that  year 
along  with  the  other  income  he  had  from 
salary,  wages,  et  cetera. 

Question.  Would  he  get  credit  for  the  $20 
withheld? 

Answer.  Yes.  He  would  enter  the  $20  in 
the  space  already  provided  on  the  tax  form 
for  the  amounts  withheld  from  his  wage,  sal¬ 
ary,  interest,  dividends,  et  cetera. 

Question.  What  would  this  new  space  on 
his  income  tax  return  look  like? 

Answer.  In  the  example  I  have  given  it 
would  look  like  this: 

Line  1.  Enter  amount  received  from 


dividends  and  interest - $80 

Line  2.  Take  25  percent  or  one-quarter 
of  amount  on  line  1 -  20 

Line  3.  Add  lines  1  and  2,  total —  100 


Question.  That  seems  simple  enough. 

Answer.  It  is  simple  and  would  make  it 
unnecessary  for  the  paying  institutions  to 
provide  any  information  in  addition  to  that 
they  now  provide. 

WHY  AUTOMATIC  DATA  PROCESSING  WOULD  BE 
NO  SUBSTITUTE  FOR  WITHHOLDING 

Question.  Would  not  the  new  automatic 
data  processing  system  of  the  Treasury  be  an 
adequate  substitute  for  withholding? 

Answer.  No  it  would  certainly  not  be. 

Question.  Why  not? 

Answer.  In  the  first  place,  it  will  not  come 
into  effect  fully  until  1967.  Even  then  it 
would  collect  only  about  $200  to  $250  million 
of  the  $900  million  which  withholding 
would  collect. 

Question.  Would  this  $900  million  per 
year  be  lost  to  the  Treasury  in  the  mean¬ 
time? 

Answer.  Yes;  much  of  it  would  be.  In 
fact,  between  now  and  1967  the  Treasury 
would  lose  about  $4  billion  in  revenues 
which  are  owed  if  we  relied  on  automatic 
data  processing  as  a  substitute  for  with¬ 
holding. 

Question.  Would  automatic  data  proces¬ 
sing  simplify  procedures  for  the  savings  in¬ 
stitutions? 

Answer.  No;  not  in  the  area  of  dividend 
and  interest  payments. 

Question.  Why  not? 

Answer.  The  savings  institutions  would 
have  to  report  the  amounts  paid  by  them 
to  their  members,  which  they  Vould  not 
have  to  do  under  withholding. 

Question.  How  much  paperwork  would  be 
involved? 

Answer.  The  institutions  would  send  about 
250  million  different  reporting  slips  to  the 
Treasury  each  year  with  names,  addresses, 
account  numbers,  and  the  amounts  with¬ 
held. 

Question.  What  would  the  Treasury  do 
with  them? 


Answer.  The  Treasury  would  then  have  to 
match  them  against  each  and  every  tax¬ 
payer’s  account. 

Question.  What  would  this  show? 

Answer.  It  would  give  about  15  million 
discrepancies  which  the  Treasury  agents 
would  have  to  check  out. 

Question.  Then  automatic  data  processing 
would  give  information  to  the  Treasury,  but 
it  would  not  collect  the  taxes? 

Answer.  Right. 

Question.  Would  the  Treasury  need  new 
agents  to  collect  the  amounts  owed? 

Answer.  It  most  certainly  would.  It 
would  need  to  increase  its  agents  by  about 
70  percent,  just  to  do  this  job  alone — or  a 
total — to  collect  as  much  as  under  with¬ 
holding — of  about  13,000  new  agents.  Mr. 
President,  we  can  imagine  the  resentment 
which  would  be  created  when  all  those  new 
agents  began  to  call  on  the  people,  to  make 
the  collections. 

Question.  Would  not  the  reporting  re¬ 
quirements  for  savings  institutions  be 
greater  if  automatic  data  processing  were 
used,  instead  of  withholding? 

Answer.  Certainly.  The  paperwork  would 
be  many  times  as  great  for  the  paying  in¬ 
stitution. 

Question.  Would  not  Congress  have  to 
provide  money  for  the  new  agents? 

Answer.  It  certainly  would;  and  in  the 
past  the  Congress  has  been  very  reluctant 
to  add  anything  like  the  number  of  new 
agents  the  Treasury  has  said  it  needed. 

WITHHOLDING  IS  TEST  OF  TAX  REFORM 

Mr.  President,  this  is  one  of  the  most  im¬ 
portant  issues  now  before  the  Senate  and 
the  country.  I  hope  Senators  and  the  press 
and  the  public  will  inform  themselves  on 
the  real  situation.  This  is  really  the  Rubi¬ 
con.  If  we  do  not  cross  this  Rubicon,  we 
shall  not  collect  much  added  revenue;  we 
shall  have  very  little  to  distribute  in  the 
form  of  decreased  taxes;  and  any  hope  for  a 
more  comprehensive  tax  reform  and  loophole 
closing  bill  for  next  year  will  go  down  the 
drain. 

How  can  we  plug  the  other  loopholes  if 
we  cannot  put  into  effect  a  system  which 
merely  will  mean  that  those  who  already  owe 
taxes  will  pay  them?  This  is  the  easiest  of 
all  methods. 


PASSAGE  OP  THE  POLL  TAX.  RESO¬ 
LUTION  IN  THE  HOUSV  OP 

REPRESENTATIVES— TRIBUTk  TO 

SENATOR  HOLLAND  /  \ 

Mr.  MANSFIELD.  Mr.  President, \t 
is  my  understanding  that  this/afternoon; 
the  House  of  Representatives,  by  an 
overwhelming  vote — far  mare  than  re¬ 
quired — passed  the  resolution  calling  for 
a  constitutional  amendment  to  abolish 
the  poll  tax  in  the  United/states.  I  take 
this  occasion  to  express  my  gratitude 
and  thanks  to  the  distinguished  Senator 
from  Florida  [Mr.  Ho/land]  ,  who  began 
the  crusade,  if  I  may  call  it  that,  13  or 
14  years  ago  to  abolish  the  poll  tax  by 
constitutional  am/ndment.  It  was  a 
long,  hard,  and  hitter  fight.  It  caused 
much  difficulty,  ^personally  and  other¬ 
wise.  But  I  should  like  on  this  occasion 
to  congratulate?  him  for  his  obstinacy, 
his  determination,  and  the  fact  that  after 
13  or  14  yeanfe,  at  long  last,  the  resolu¬ 
tion  has  passed  both  Houses;  and  now 
the  results  rest  with  the  States. 


THE  RAILROAD  MERGER  PROBLEM 

Mr.  / KEFAUVER.  Mr.  President, 
there  is  presently  moving  across  our 


land  one  of  the  broadest  and  boldest  at/ 
tempts  at  economic  concentration  in  the 
history  of  our  Nation.  I  refer  to  tne 
railroad  merger  proposals  which  Are 
pending,  or  soon  to  be  presented,  b/fore 
the  Interstate  Commerce  Commission  for 
approval.  Already  more  than  7 1  per¬ 
cent  of  the  Nation’s  rail  assets  Are  in¬ 
volved  in  these  proceedings.  Encouraged 
by  a  law  which  has  no  real,  .definitive 
merger  guidelines  or  criteria/ and  fur¬ 
ther  encouraged  by  a  regulatory  body 
which  up  to  this  time  refu/es  to  make 
any  overall  investigation  or  Establish  any 
basic  standards  for  approval,  the  mergers 
are  being  pushed  rapidly?  along,  first  in 
one  direction,  then  in  another,  depending 
upon  where  the  financial  alliances  can 
best  be  obtained.  Th/  result  has  been 
a  hodgepodge  of  irresponsible  planning, 
resulting  in  the  abandonment  of  basic 
concepts  of  competition  and  antimonop¬ 
oly,  and  leading  to  a  possible  serious 
shrinkage  of  ouiyrail  plant  at  a  time 
when  our  country  needs  to  grow  and  de¬ 
fend  its  world  position  at  all  cost. 

The  Subcommittee  on  Antitrust  and 
Monopoly  of  which  I  am  chairman  has 
recently  completed  some  9  days  of  hear¬ 
ings  in  connection  with  this  pending  rail 
merger  problem,  and  particularly  with 
respect  toAhe  merits  of  S.  3097,  which  I 
introduced  in  the  Senate  April  3,  1962. 
This  legislation  which  was  cosponsored 
by  13  Senators,  including  the  majority 
leader/and  the  majority  whip,  would  de¬ 
fer  until  1964  any  approval  by  the  Inter¬ 
state  Commerce  Commission  of  those 
major  rail  mergers  which  would  result 
in/a  substantial  lessening  of  rail  com¬ 
petition  or  a  tendency  toward  monopoly, 
Excepting  those  mergers  involving  bank¬ 
rupt  railroads,  or  where  such  transac¬ 
tions  were  necessary  and  essential  to  the 
maintenance  of  adequate  railroad  trans¬ 
portation  facilities.  Also  excepted  was 
any  railroad  with  assets  under  $200 
million. 

The  bill  is  designed  to  give  Congress 
and  the  Interstate  Commerce  Commis¬ 
sion  the  opportunity  to  consider  anti- 
monopoly  standards  as  permanent  rail 
merger  safeguards — not  now  guaranteed 
by  the  law — and  to  review  the  whole 
merger  problem  with  a  view  to  develop - 
sing  additional  public  interest  criteria 
Nehich  must  be  met  before  this  vast  re¬ 
organization  of  our  rail  transportation 
network  is  allowed  to  proceed. 

THE  INADEQUACY  OF  OUR  APPROACH  TO  BIG  RAIL 
\  MERGERS 

Mr.  President,  the  testimony,  exhibits, 
and  othefc.  materials  obtained  in  these 
hearings  before  the  subcommittee  have 
convinced  mh  that  our  present  approach 
with  respect  th  these  vast  consolidations 
in  the  rail  industry,  both  in  law,  and  by 
administrative  procedure,  is  wholly  inad¬ 
equate  to  assure  Ahe  American  people 
that  a  healthy,  balanced,  competitive 
rail  network  will  result;-  The  bulk  of  the 
railroad  industry  novV  appears  deter¬ 
mined  to  combine  and\consolidate  its 
major  trunkline  systems  With  the  an¬ 
nounced  intention  of  reducing  trackage, 
diminishing  schedules,  eliminating  ter¬ 
minals  and  other  facilities,  Wing  off 
workers,  and  most  important,  destroying 
to  the  greatest  extent  possible  conmeti- 
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tVe  rail  operations  in  most  of  the  pro¬ 
ductive  areas  of  the  United  States.  The 
hearings  have  amply  demonstrated  that 
neitheX  the  Interstate  Commerce  Com¬ 
mission,  uior  the  administration,  is  pies- 
ently  equipped  to  cope  with  this  great 
transportation  problem,  and  that  if  these 
large  trunkline  mergers  are  allowed  to  go 
forward,  without  a  general  investigation 
and  analysis  ontheir  long-range  impact 
on  our  competitive  business  society  and 
upon  our  economic  growth,  we  may  be 
making  a  very  grave  and  irreversible 
error.  In  short,  thesepresently  proposed 
mergers  may  well  be  tho  first  long  step 
toward  a  single  or  doubleVailroad  system 
for  this  country,  controlled  by  private 
investment  and  regulated  bj^a  regulatory 
body  which  may  become  subservient  to 
such  private  interests.  WithNjhis  first 
step,  we  may  be  crossing  the  threshold  of 
private,  competitive  enterprise^.  and 
entering  the  domain  of  private  govern¬ 
ment.  Certainly,  this  is  a  transition\or 
which  no  Member  of  this  body  woul 
want  the  responsibility. 

From  1920  to  1940,  there  were  sensible 
plans  proposed  for  merged  rail  systems 
based  among  other  things  on  the  preser¬ 
vation  of  competition  and  the  creation 
of  economic  balance.  The  Interstate 
Commerce  Commission  was  given  the 
authority  to  approve  mergers  in  con¬ 
formity  with  these  plans  and  to  give  to 
the  railroads  immunity  from  the  anti¬ 
trust  laws.  The  railroad  community  had 
every  opportunity  to  cooperate  with  the 
Commission  in  working  out  an  orderly 
consolidation  program  during  these 
years,  but  instead  it  frustrated  the  Com¬ 
mission’s  work,  declined  to  submit  any 
substantial  mergers  for  approval  and 
took  extraordinary  advantage  of  a  loop¬ 
hole  in  the  Interstate  Commerce  Act  al¬ 
lowing  railroads  to  combine  through 
stock  control,  leases  and  other  arrange¬ 
ments  without  having  to  conform  to  any 
plans  or  to  obtain  the  Commission’s  ap¬ 
proval.  Many  of  the  larger  eastern  and 
western  systems  which  exist  today  were 
developed  through  the  use  of  these  hold¬ 
ing  company  devices  under  this  loophole 
in  the  1920  act. 

There  were,  of  course,  some  practical 
obstacles  to  effecting  a  plan  for  a  rail¬ 
road  network,  including  the  lack  of  powV 
er  in  the  Commission  to  compel  or  en¬ 
force  mergers  after  determining  that/he 
proposed  alinement  was  in  harmony/with 
the  Commission’s  plan.  Nevertheless, 
the  essential  point,  Mr.  Presidents  that 
during  this  great,  growing  penOd  of  our 
American  economic  life,  the  railroads 
could  have  developed  themselves-  into 
strong,  healthy,  and  competitive  private 
systems  under  the  imprimatur  of  the  In¬ 
terstate  Commerce  Commission  and  with 
the  blessing  of  Congress  and  much  of 
the  competitive  imbalances  and  financial 
and  operational  deficiencies  which  exist 
today  in  the  railroad  industry  could  have 
been  eliminated:  The  law  was  adequate, 
and  the  experts  were  sufficient,  to  ef¬ 
fectuate  a  soundly  conceived  revamping 
of  our  raihplant  in  accordance  with  pub- 
standards,  if  the  railroads 
operated  "in  f/lancial  backers  had  co- 
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dustry  pushed  for  a  transportation 
merger  policy  which  would  not  only  re¬ 
lieve  the  Commission  of  responsibility 
for  effecting,  or  suggesting,  an  orderly 
consolidation  plan,  but  would  leave  in 
the  Commission  only  the  bare  power  to 
accept  or  reject  voluntary  proposed  rail 
mergers  on  a  case-by-case  basis  in  ac¬ 
cordance  with  certain  very  general  and 
weak  public  interest  criteria.  This 
policy  was  enacted  into  law  in  the  Trans¬ 
portation  Act  of  1940  and  it  is  the  pres¬ 
ent  policy  under  which  this  vast  pro¬ 
posed  railway  reorganization  will  be 
processed  today.  Noticeably  absent  from 
this  policy  were  the  fundamental  pre¬ 
requisites  that  rail  competition  should 
be  preserved  and  that  monopolistic  com¬ 
binations  should  not  be  created  in  this 
industry.  Absent,  too,  were  adequate 
standards  and  safeguards  relating  to  the 
protection  of  areas  and  communities,  the 
promotion  of  economic  growth,  the  effect 
on  our  national  defense,  and  the  preser¬ 
vation  of  necessary  lines  and  facilities. 
In  addition,  the  effect  of  inci'eased  eco- 
lomic  power  through  rail  mergers  upon 
ther  modes  of  transportation  was  some- 
tiring  not  specifically  contemplated  bj 
thisvact. 

HoWver,  despite  this  lack  of  definitive 
legislative  intent,  with  respect  tor  the 
positive  sole  to  be  played  by  the/lnter- 
state  Commerce  Commission  An  rail 
mergers,  tire  Commission,  wjAen  faced 
with  this  raish  of  huge  consolidations 
over  the  past  \  years,  should  have  in¬ 
itiated  its  own  general  merger  investiga¬ 
tion,  formulated^  general,  regulative 
policy  in  this  direcotonf  and  established 
some  guides  so  thayChe  carriers  would 
not  go  to  the  expense  of  thousands,  and 
perhaps  millionsymf  dollars  and  man¬ 
hours  of  work  presenting  cases  only  to  be 
rejected.  According  to  Commissioner 
William  H.  Tucker,  the  Commission  in 
section  17(3/of  the  Interstate  Commerce 
Act  (49  JJ/S.C.  17(3))  has  the  power  to- 
coordinate  merger  proposals  by  regions, 
to  make  independent  investigatiorukand 
pilot  Studies  secondary  to  such  merger 
proceedings,  and  to  create  special  prl 
fe/sional  task  forces  to  explore  all  the 
iblic  interest  factors  involved  in  these 
''merger  proposals.  In  addition.  Commis¬ 
sioner  Tucker  says  that  the  Commission 
has  the  power  to  formulate  rail  merger 
policy  and  guide  merger  considerations. 

Instead  of  meeting  the  rail  merger 
issue,  the  Interstate  Commerce  Com¬ 
mission  has  refused  to  make  over  all 
investigations,  has  continued  to  con¬ 
sider  each  merger  proposal  on  a  piece¬ 
meal  basis,  has  introduced  its  economic 
experts  only  in  extreme  cases,  and  has 
declined  to  seek  from  the  Congress  any 
additional  legislation  or  direction  which 
would  assure  it  of  greater  participation 
in  these  merger  plans  being  presented 
by  the  rail  industry.  In  fact,  before  the 
Senate  Antitrust  and  Monopoly  Sub¬ 
committee,  Chairman  Rupert  L. 
Murphy  urged  that  the  Congress  not  de¬ 
part  from  the  voluntary  case-by-case- 
approach. 

THE  BREAKDOWN  IN  THE  VOLUNTARY,  PIECEMEAL 

METHOD  OF  MERGER  APPROVAL - THE  PENN¬ 

SYLVANIA-CENTRAL  MERGER 

Mr.  President,  the  testimony  before  the 
Senate  Antitrust  and  Monopoly  Sub¬ 


committee  clearly  demonstrated  that  th 
piecemeal,  unguided,  hands-off  proe 
dure  of  the  Commission  in  meeting  triis 
giant  reorganization  of  the  rail  industry 
is  seriously  breaking  down.  An  extraor¬ 
dinary  example  of  such  breakdo/n  lies 
in  the  eastern  merger  situation/  There, 
according  to  the  subcommittea'nearings, 
two  major  applications — the  B.  &  O.- 
C.  &  O.  proposal  and  the  N/&  W.-Nickle 
Plate-Wabash^  proposal— Tore  continuing 
to  be  processed  separately  and  unrelated 
to  other  merger  propos&ls,  but  are  never¬ 
theless  conditioned  upon  the  approval  of 
a  recently  proposed'merger  between  the 
New  York  Central  and  Pennsylvania 
railroads.  Although  the  B.  &  O.-C.  &  O. 
and  the  N.  Syw.-Nickle  Plate-Wabash 
plans  might/each  be  beneficial  to  the 
public  interest,  standing  alone,  and  com¬ 
pletely  separate  and  distinct  from  any 
controls/or  influences  by  either  the  New 
York  Central  or  the  Pennsylvania,  the 
people  may  not  be  entitled  to  these  new 
systems  unless  the  giant  Pennsylvania- 
Now  York  Central  merger — which  could 
'ell  not  be  in  the  public  interest — is  per- 
'mitted  to  go  forward  by  the  Commission. 

This  is  the  industry’s  package  for  the 
East.  It  involves  every  eastern  road, 
large  or  small,  in  one  way  or  another. 
In  effect,  the  industry  is  saying  to  the 
Interstate  Commerce  Commission — buy 
the  Pennsy-Central  combination,  in¬ 
volving  a  massive  concentration  of  assets 
and  financial  power,  and  an  equally 
massive  shrinking  of  our  eastern  rail 
plant,  or  there  will  not  be  any  eastern 
rail  mergers  in  the  public  interest.  That 
is  essentially  what  the  chairman  of  the 
board  of  the  Pennsylvania  told  the  Anti¬ 
trust  and  Monopoly  Subcommittee  at 
the  hearings  on  July  3.  The  testimony, 
in  part,  went  as  follows: 

Mr.  Symes.  *  *  'But  one  thing  for  sure, 
we  won’t  get  any  merger  if  we  are  going  to 
try  hold  the  one  over  here  for  the  one  back 
here,  and  I  say  it  is  this  simple.  If  the 
C.  &  O.-B.  &  O.  is  approved,  that  is  going  to 
help  the  Nickel  Plate  case,  and  if  that  is  ap¬ 
proved,  it  is  going  to  help  our  case,  going  to 
go  right  around  the  circle. 

Mr.  Turner.  That  is  right.  *  »  *  If  you 
don’t  take  the  Pennsylvania-Central,  you 
don’t  get  the  other  mergers.  Isn’t  it  Just 
‘  ^bout  that  simple? 

Symes.  I  think  that  is  probably  right, 
that  is  the  way  it  should  be. 

Turner.  Now,  the  ICC - 

Mr.\SYMEs.  I  am  gambling  that  that  is 
what  itSis  going  to  be. 

Mr.  TlXjver.  The  ICC  is  entrusted  with  the 
public  interest.  It  has  to  decide  these  merg¬ 
ers  in  the  public  interest.  It  now  has  before 
it  three  mergHrs,  some  of  which  may  be  per¬ 
fectly  good  in  the  public  interest,  but  it  has 
no  alternative  Out  to  buy  the  package  or 
nothing  at  all.  Ista’t  that  a  fact? 

Mr.  Symes.  It  is\he  fact,  and  it  is  up  to 
the  ICC  to  decide. 

Now,  Mr.  President,  this  proposed 
Pennsylvania-New  YorW  Central  merger, 
which  began  its  presentation  last  week 
before  the  Interstate  Commerce  Com¬ 
mission,  has  many  shortcomings.  Com¬ 
petent  experts  testified  beforK  the  Anti¬ 
trust  and  Monopoly  Subcommittee  that 
this  combination  of  propertied,  would 
result  in  $5.4  billions  in  assets,  exceeded 
in  the  United  States  only  by  General 
Motors,  American  Telephone  &  Tele¬ 
graph,  Standard  Oil  of  New  Jersey,  foi., 
insurance  companies  and  three  banks. 
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id  reasonable  proposal  which  has  been 
mkde  on  this  delicate  but  vexatious  ques- 

tion\  .  .  . 

As  \he  Senator  from  Mmnesota  has 
pointeasout,  the  Soviet  Union  has  demon¬ 
strated  beyond  peradventure  that  it  will 
not  acceprypn-site  inspection  within  the 
Soviet  Union.  It  may  be  that  the  nature 
of  Soviet  closed  society  is  such  that  it  is 
impossible  politically,  from  an  internal 
standpoint,  to  accept  on-site  inspection. 
That  I  do  not  kftow.  It  may  be  that 
for  some  other  reason  they  are  unwilling 
to  accept  inspection.  'Whether  they  wish 
to  continue  such  underground  tests  I  do 
not  know.  . 

At  any  rate,  as  the  Senator  has  said, 
President  Kennedy  has  demonstrated  be 
yond  any  doubt  which  any  person  in  the 
world  could  reasonably  entertain  his  sin¬ 
cerity  and  his  honesty  in  regarcU to  the 
attaining  of  an  agreement  to  bringvto  an 
end  the  contamination  of  the  wortd’s 
atmosphere.  It  happens  that  in  the  last 
proposal  the  President  is  proposing 
agreement  which  deals  with  the  medium 
in  which  the  tests  have  the  greatest 
meaning  as  to  weapons  development  and 
also  the  medium  from  which  the  hazard 
from  fallout  is  the  greatest. 

So,  though  this  last  step  would  not  be 
the  total  and  comprehensive  ban,  it 
would  perhaps  go  four-fifths  of  the  way. 
It  would  be  a  very  significant  step. 

I  am  pleased  that  the  President  has 
made  this  proposal,  though  I  cannot  ex¬ 
press  any  expectation  as  to  what  the 
Soviets  will  do.  I  think  humanity  the 
world  over,  including  the  Russian  citi¬ 
zens,  would  be  benefited  if  they  should 
accept  the  proposal. 

I  thank  the  Senator  for  his  able  ad- 
dress 

Mr.  HUMPHREY.  I  thank  the  dis¬ 
tinguished  Senator  from  Tennessee  for 
his  remarks. 

The  Senator  from  Tennessee  [Mr. 
Gore]  was  one  of  the  first  in  the  Con¬ 
gress  who  recommended  and  advocated 
that  our  efforts  in  this  field  of  nuclear 
weapons  test  prohibition  be  centered 
upon  what  is  now  called  the  limited  test 
ban;  namely,  the  limitation  of  tests  and 
the  banning  of  tests  in  the  atmosphere, 
under  water,  and  in  space. 

The  Senator  from  Tennessee  was  a: 
adviser  to  the  American  delegation 
Geneva  in  the  year  1958,  if  my  memory 
is  correct.  After  having  been  therefor 
some  weeks  he  returned  to  the  United 
States.  While  he  was  on  his/return 
trip  it  was  my  good  fortune  to  meet  with 
him  very  briefly  in  Paris.  I  was  on  my 
way  to  serve  in  that  post  as  adviser  to 
our  delegation  after  the  ^Senator  from 
Tennessee  had  left. 

The  Senator  at  that  time  informed  me 
that  it  was  iiis  view/that  the  Soviets 
would  not  agree  to/a  general,  overall, 
comprehensive  test/ban  treaty  including 
underground  teste:  He  also  indicated  to 
me,  which  was /proved  to  be  very  true 
later  on,  that  /neve  were  certain  limita¬ 
tions  to  our /capacity  to  detect  certain 
underground  tests. 

Therefore  it  might  be  well  that  we 
would  hesitate  on  that  particular  mat¬ 
ter.  Urf  substance,  the  Senator  reported 
to  the  then  President  of  the  United 
Staies,  Mr.  Eisenhower,  and  the  Secre¬ 


tary  of  State,  Mr.  Dulles,  that  we  should 
take  the  initiative  on  the  limited  test 
ban.  He  has  been  a  firm  and  stanch 
advocate  of  it.  Time  after  time  on  this 
floor  I  have  joined  him  in  making  that 
recommendation.  I  am  sure  that  both 
of  us  today  feel  that  the  proposal  which 
has  been  advanced  so  completely  in  every 
one  of  its  details  is  a  worthy  proposal  be¬ 
cause,  as  the  Senator  has  said,  it  af¬ 
fects  primarily  the  area  in  which  new 
weapons  can  be  developed.  In  other 
words,  the  environment  of  the  atmos¬ 
phere,  outer  space,  or  under  water  is 
where  new  weapon  technology  can  be 
most  fully  developed,  as  compared  with 
underground  testing.  That  type  of 
treaty  would  surely  slow  down  the  con¬ 
tamination  of  the  atmosphere. 

I  wish  to  join  with  the  Senator  in 
commending  the  President  again  for  his 
initiative. 

I  repeat  that  if  there  is  one  iota  of  sin¬ 
cerity  in  the  leadership  of  the  Soviet 
Union  to  slow  down  the  arms  race,  this 
is  the  opportunity  that  they  have  to  ac¬ 
cept  this  constructive  proposal.  Let 
those  of  us  in  this  body  say  as  loudly  as 
wk  can  that  the  proposal  is  not  only  ' 
theMnterest  of  the  United  States  and  ofir 
people,  but  also  it  is  in  the  interest  of 
the  Soviet  Union  and  the  people  of/Rus¬ 
sia,  because  they,  too,  are  in  the/horth- 
ern  belt,  sb  to  speak,  in  which  radioactive 
fallout  is  raxe  heaviest.  It  surety  is  in 
the  interest  df  all  humanity.  / 

I  think  the'proposal  will/demonstrate 
once  again  to  the  world  that  this  coun¬ 
try,  while  strong, \inafrara,  and  the  most 
powerful  nation  omttie/Tace  of  the  earth, 
is  ready  to  walk  th^  path  of  peace,  if 
there  is  any  willingness  on  the  part  of 
any  nation  to  jona  us,  *^ecause  negotia¬ 
tions,  if  they  arerto  be  meaningful,  must 
be  between  mo/e  than  oneNparty.  They 
must  be  betVeen  at  least  iwo  parties. 
In  the  present  instance  there\re  18  na¬ 
tions  represented  there  designated  by  the 
United  Nations  to  try  to  find  sohm  way 
to  slow/aown  the  arms  race  and  ifivpar- 
ticular  the  nuclear  arms  race.  I  hope 
andypray  that  it  will  be  possible.  It  isN^o 
ther  credit  of  our  country  that  we  ha¬ 
t/ken  the  initiative. 

Mr.  GORE.  I  wish  to  thank  the  Sen¬ 
ator  for  his  generous  reference.  It  has 
been  a  pleasure  to  work  with  the  distin¬ 
guished  chairman  of  the  Subcommittee 
on  Disarmament.  His  contributions 
have  been  great  and  frequent. 

I  should  like  to  add  one  further 
thought.  It  may  well  be  that  events  and 
technology  of  our  time  have  passed  a  bit 
beyond  underground  tests.  At  least  they 
do  not  now  loom  as  importantly  as  they 
did  2  or  3  years  ago.  , 

Mr.  HUMPHREY.  I  thank  the  Sena¬ 
tor.  He  is  so  right. 

Exhibit  1 

Minnesota  Acts  on  Iodine  in  Milk 
(By  Donald  Janson) 

Minneapolis,  August  23.— Minnesota’s 
fanners  kept  dairy  cows  out  of  the  pasture 
today.  It  was  the  start  of  the  first  state¬ 
wide  program  in  the  United  States  to  reduce 
the  amount  of  radioactive  iodine  131  that 
nuclear  testing  puts  into  milk. 

In  sufficient  quantities  iodine  131  can 
cause  thyroid  cancer,  particularly  In  chil¬ 
dren.  All  iodine  tends  to  concentrate  in  the 
thyroid  glands  in  the  neck. 


The  Minnesota  programs  calls  for  shifthi 
milk  cows  from  pasture  to  dry  hay  and  other 
feed  that  has  been  aged  at  least  21  «lays. 
Iodine  131  decays  rapidly  enough  to  lose  its 
radiation  punch  in  this  length  of  thne. 

Levels  of  iodine  131  in  milk  here  a/e  not  at 
danger  levels.  The  new  program /s  precau¬ 
tionary.  State  officials  do  not  w»nt  to  take 
a  chance  on  any  sharp  rise  in/radioactivlty 
levels  as  a  result  of  Soviet  tpAing  that  was 
resumed  this  month. 

According  to  the  FederaVRadiation  Coun¬ 
cil  an  iodine  131  level  in  excess  of  100  micro¬ 
microcuries  a  liter  of  n)/ik  a  day  is  the  peril 
point. 

The  effects  of  the/Soviet  series  have  not 
been  measured  yet/  However,  when  the  So¬ 
viet  Union  conducted  its  previous  series  last 
fall  iodine  131  l/vels  here  jumped.  Fallout 
attributed  to  IRS.  tests  in  the  Southwest  also 
accumulates  1/ere. 

Last  week/ the  iodine  131  count  at  eight 
sampling  /Stations  in  Minnesota  averaged 
46  micrqmicrocuries,  at  times  ranging  up 
to  100.  /Last  month  the  level  was  about  the 
same, /at  times  measuring  slightly  over  100 
at  sqme  stations. 

/  FORTY  PERCENT  OF  FARMERS  TAKE  PART 

/ 

Although  no  complete  tabulation  has  been 
iade  yet,  indications  today  were  that  about 
40  percent  of  the  State’s  dairy  farmers  al¬ 
ready  were  participating  in  the  voluntary 
program  to  remove  cows  from  pasture. 

More  are  signing  up.  Duane  Wilson,  Min¬ 
nesota’s  commissioner  of  agriculture,  said 
that  most  producer  groups  and  processors  in 
the  State  would  participate  to  some  degree. 

Herman  Birdsall,  controller  of  the  Twin 
City  Milk  Producers  Association,  representing 
2,575  farmers  who  supply  fluid  milk  to  the 
Minneapolis-St.  Paul  area,  said  that  about 
half  of  those  in  his  association  might  com¬ 
ply- 

Those  who  do  will  be  paid  a  premium  to 
compensate  for  increased  costs  of  feed,  labor, 
and  fencing.  The  association  has  passed  the 
cost  of  this  premium  on  to  dairies,  and  some 
dairies  have  passed  it  on  to  retailers.  An 
expected  retail  price  increase  of  a  cent  a 
quart  for  milk,  however,  did  not  go  into  ef¬ 
fect  today  at  most  stores  here. 

Dr.  Warren  R.  Lawson,  chief  of  the  radia¬ 
tion  section  of  the  Minnesota  Department 
of  Health,  said  that  80  percent  participation 
by  farmers  would  be  necessary  to  keep  iodine 
131  levels  below  guidelines  established  by  the 
Federal  Radiation  Council  “if  we  get  any 
large  amount  of  Russian  fallout.” 

INTAKE  NEAR  PERIL  POINT 

The  Council  puts  the  danger  level  at  36,500 
(icromicrocuries  a  year,  an  average  of  100 
lay.  The  Federal  testing  station  here 
shoVed  that  residents  of  the  Twin  Cities  who 
drank  a  quart  of  milk  a  day  would  have  ac- 
cumul^ed  33,000  in  the  11  months  ended 
August 

To  check  the  effectiveness  of  the  aged- 
feed  program,  the  Minnesota  Department  of 
Agriculture  ik  beginning  a  daily  collection  of 
milk  samplesNfrom  both  participants  and 
nonparticipants\  The  samples  will  be  ana¬ 
lyzed  by  the  Sta  ^department  of  health. 

In  case  of  dangV,  the  unprotected  milk 
would  be  held  off  thdunarket  or  blended  with 
the  “clean”  milk  toteduce  its  iodine  131 
content  to  a  harmless  level. 

The  program  will  continue  until  further 
notice.  This  probably  wilkbe  late  October, 
when  cows  in  this  area  areNnormally  taken 
off  pasture  and  put  in  barns  fpr  the  winter. 

Standby  programs  such  as  Minnesota’s  are 
being  considered  in  other  StatesN.  So  is  an¬ 
other  approach — to  divert  to  such  inanufac- 
tured  dairy  products  as  butter  and.  cheese 
the  milk  from  any  area  within  a  State  that 
is  hard  hit  by  fallout. 

Iodine  131  loses  much  of  its  radioactiv 
by  the  time  butter  and  cheese  reach 
consumer. 
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REVENUE  ACT  OF  1962 

The  Senate  resumed  the  consideration 
of  the  bill  (H.R.  10650)  to  amend  the 
Internal  Revenue  Code  of  1954  to  provide 
a  credit  for  investment  in  certain  de¬ 
preciable  property,  to  eliminate  certain 
defects  and  inequities,  and  for  other 
purposes. 

Mr.  PROXMIRE.  Mr.  President, 
earlier  today  I  engaged  in  a  colloquy  with 
the  Senator  from  Oklahoma  [Mr.  Kerr], 
the  Senator  in  charge  of  the  bill.  At 
that  time  I  made  clear  that  I  wished  to 
ask  further  questions  of  the  Senator 
in  charge  of  the  bill.  It  was  my  under¬ 
standing  that  the  distinguished  Sena¬ 
tor  from  Oklahoma  said  in  his  prepared 
statement  that  he  would  be  happy  to 
answer  questions  of  any  Senator.  I 
have  been  present  in  the  chamber  all 
afternoon  waiting  to  do  that.  A  few 
minutes  ago,  before  the  distinguished 
Senator  left  the  floor,  I  told  him  that  I 
wished  he  would  remain  so  I  could  ask 
him  questions.  He  said  he  would  not 
be  able  to  answer  questions  tonight.  I 
said  I  would  ask  them  tomorrow. 

He  said,  “We  may  get  around  to  that 
tomorrow.” 

I  wish  to  make  clear  that  I  feel  very 
strongly  that  questions  should  be  an¬ 
swered  on  the  bill,  because  I  think  it 
will  be  very  hard  to  justify  some  of  the 
provisions  in  the  bill. 

There  is  no  Senator — and  I  feel  em¬ 
phatic  about  this — in  the  Senate  who  is 
better  able  to  justify  the  bill  than  is 
the  Senator  from  Oklahoma.  If  he  can¬ 
not  justify  it,  I  think  nobody  can  justify 
it.  But  since  I  cannot  interrogate  the 
Senator  from  Oklahoma  tonight,  I 
should  like  to  reinforce  the  point  I  was 
seeking  to  make  when  I  questioned  him 
before.  I  should  like  to  read  the  colloquy 
between  myself  and  the  Senator  from 
Oklahoma,  and  then  put  the  facts  from 
the  survey  of  current  business  of  the 
U.S.  Department  of  Commerce  into  the 
Record  to  support  my  position.  I  quote 
now  from  a  colloquy  that  took  place  at 
about  1:30  o’clock  this  afternoon: 

I  should  like  to  ask  the  Senator  how  he 
explains  the  fact  that  we  do  not  have  an 
unfavorable  balance  of  trade  but  have  a 
highly  favorable  balance  of  trade.  The  fav¬ 
orable  balance  of  trade  in  the  first  half  of 
1962,  seasonally  adjusted  to  an  annual  basis, 
is  $4.8  billion. 

Even  if  we  should  leave  out  of  considera¬ 
tion  foreign  aid  and  military  spending,  the 
commercial  favorable  balance  of  trade  is  $2.2 
billion,  which  means  that  other  nations  have 
an  unfavorable  balance  of  trade  vis-a-vis  us 
to  that  extent.  In  other  words,  we  are 
winning.  We  are  competing  far  more  ef¬ 
fectively  abroad  than  other  nations.  The 
statistics  prove  it. 

Mr.  Kerr.  I  say  to  the  Senator  from  Wis¬ 
consin  that  his  figures  are  erroneous  and 
his  conclusions  inaccurate. 

Mr.  Proxmire.  I  call  the  Senator’s  atten¬ 
tion  to  the  statistics  from  the  Department 
of  Commerce. 


Mr.  Kerr.  The  Senator  frdm  Oklahoma  will 
take  his  pitcher  to  whatever  well  he  chooses. 

Mr.  Proxmire.  I  am  sure  he  will. 

Mr.  Kerr.  Yes.  The  balance  of  trade, 
overall,  that  is  when  one  gives  effect  to  items 
such  as  foreign  aid,  military  expenditures, 
investments  of  American  financial  institu¬ 
tions  abroad,  is  a  deficit. 

Mr.  Proxmire.  The  Senator  is  completely 
wrong. 

Mr.  Kerr.  Not  a  credit  position. 

Mr.  Proxmire.  The  facts  contradict  the 
Senator  completely. 

Mr.  Kerr.  I  say  to  the  Senator,  “I  will 
finish  my  speech,  and  then  you  finish  yours.” 

Mr.  President,  I  wish  to  finish  my 
speech  by  putting  into  the  Record  the 
facts.  First,  I  ask  unanimous  consent 
that  a  table,  the  source  of  which  is  the 
U.S.  Department  of  Commerce  Survey  of 
Current  Business  entitled  “U.S.  Balance 
of  Payments,  1958  to  1962”  be  printed  at 
this  point  in  the  Record. 

There  being  no  objection,  the  table  was 
ordered  to  be  printed  in  the  Record,  as 
follows : 

U.S.  balance  of  payments,  1958-62 


[In  billions  of  dollars] 


1958-60 

1961 

1962, 

aver¬ 

age 

Full 

year 

2d 

half  3 

1st 

half1 

Commercial  exports _ 

(  17.7 

17.8 

18.1 

Government  aid- 
financed  exports  2 _ 

1  17.4 

1  2.2 

2.4 

2.6 

Imports _ 

-14.3 

-14.5 

-15.5 

-15.9 

Surplus  on  trade... 

3.1 

5.4 

4.7 

4.8 

Services  rendered _ 

7.0 

7.7 

7.8 

8.2 

Services  received 3 . 

-5.9 

-6.3 

-6.5 

6.5 

Surplus  on  services. 

1.1 

1.4 

1.3 

1.7 

Surplus  on  trade 

and  services _ 

4.2 

6.8 

6.0 

+6.5 

Military  outlays  * _ 

-2.9 

-2.6 

-2.4 

-2.0 

Economic  grants _ 

Loans  * . 

-1.6 

-.8 

-1.9 

-.9 

1 

t*1 

o 

-3.2 

Total  Govern- 

ment  outlays.... 

-5.3 

-5.3 

-6.4 

-5.2 

Private  long-term  cap¬ 
ital: 

Inflow _ 

.3 

.6 

.  1 

.3 

Outflow. . . 

-2.4 

-2.5 

-2.8 

-2.5 

Net . . 

-2.1 

-1.9 

-2.7 

-2.2 

Total  Government 
outlays  and  pri¬ 
vate  long-term 

capital _ 

-7.4 

-7.2 

-9.1 

-7.4 

Basic  deficit _ 

3.2 

.4 

3.0 

.9 

Private  short-term 
capital: 

Recorded  outflow.... 

-.6 

-1.5 

-1.2 

-.8 

Errors  and  omissions. 

.1 

-.6 

-.4 

.6 

Net . . 

-.6 

-2.1 

-1.6 

-.3 

Overall  deficit _ 

3.7 

2.6 

4.6 

1.2 

1  Seasonally  adjusted,  raised  to  annual  rate. 

2  Excluding  shipments  under  military  aid  programs. 

3  Including  private  remittances  and  Government  pen¬ 
sions. 

1  Net  of  sales  of  military  equipment. 

1  Net  of  repayments. 
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ance  of  trade  of  $2.2  billion.  If  we  add 
to  that  our  favorable  balance  from  serv¬ 
ices  rendered,  that  is,  the  excess  of  serv¬ 
ices  rendered  as  compared  with  services 
received,  we  have  an  additional  favorable 
balance  of  $1.7  billion,  for  a  total  com¬ 
mercial  surplus  or  favorable  balance  of 
$3.9  billion. 

The  Senator  from  Oklahoma  [Mr.  j 
Kerr],  in  the  colloquy,  used  the  follow¬ 
ing  phrase : 

With  reference  to  the  purchases  of  bor-  j 
rowers  from  American-supported  financial 
institutions  there  is  a  deficit. 

What  he  was  referring  to,  of  course,  is 
that  our  capital  in  loans  goes  abroad, 
and  if  we  allow  for  that,  the  Senator 
from  Oklahoma  said,  there  is  a  deficit 
total  overall  in  the  commercial  account.  1 

Well,  the  fact  is  that  the  Senator  from 
Oklahoma  is  completely  wrong  on  that 
point.  The  facts  show  that  even  if  we 
assume  that  every  single  penny  we  loan 
abroad  is  expended  in  our  country  and 
results  in  exports,  we  still  would  have  a 
net  favorable  balance  of  trade  after  all 
the  American  capital  is  assumed  to  be 
spent  in  this  country,  which  it  is  not; 
but  giving  him  the  full  length  and 
breadth  of  his  assumption,  we  still 
would  have  a  favorable  balance  of  $1.4 
billion,  because  our  net  long-term  capi¬ 
tal  outflow  is  $2.2  billion.  Our  short¬ 
term  capital  outflow  net  is  $300  million, 
for  a  total  of  $2.5  billion.  If  we  sub¬ 
tract  that  $2.5  billion  from  the  $3.9  bil¬ 
lion,  we  find  that  we  have  not  an  un¬ 
favorable,  but  a  total,  overall,  commer¬ 
cial  favorable  balance  of  $1.4  billion.  So 
that  the  hard,  cold,  stubborn  fact  that 
won’t  go  away  is  that  by  the  test  of  the 
market  in  world  trade  we  are  in  fact 
competing  successfully. 

Mr.  President,  I  think  it  is  extremely 
important  to  recognize  that — because 
unfortunately  the  fallacious  idea  has 
gotten  abroad  in  our  country  that  our 
economy  cannot  compete  with  nations 
overseas.  The  facts,  when  examined 
carefully,  show  that  we  are  competing 
very  effectively.  We  are  not  losing.  As 
I  said,  we  are  winning.  We  are  winning 
in  trade  throughout  the  world. 

We  are  selling  more  abroad  than  our 
rivals  are,  on  any  basis  of  comparison. 

We  are  competing  very  well.  What  I 
wish  to  emphasize  is  that  we  are  compet¬ 
ing  well  without  benefit  of  the  investment 
credit.  • 

Furthermore,  when  we  take  into  ac¬ 
count  the  fact  that  the  President  of  the 
United  States  and  the  Secretary  of  the 
Treasury  very  wisely  provided  for  vast 
improvement  in  our  depreciation  sched¬ 
ule,  to  the  extent  of  $1  [4  billion,  which  is 
substantially  more  than  the  investment 
credit  would  amount  to,  we  can  see  that 
the  competitive  position  of  American  in¬ 
dustry  has  already  this  year  been  even 
further  improved. 


Mr.  Kerr.  Let  me  answer  the  Senator 
question. 

Mr.  Proxmire.  The  Senator  challenged  m 
figures.  I  am  giving  the  source.  Does  th 
Senator  want  the  facts,  or  not? 

c.p„5l  Kl?la'  If  1  1  would  not  go  to  th 

Senator  from  Wisconsin  for  them. 

the  u  ^  ^ke  Senator  to  go  t 

That  is  my  °f  Commerce  for  then 


Note. — Details  may  not  add  to  totals  because  of 
rounding. 

Source:  U.S.  Department  of  Commerce,  Survey  of 
Current  Business.  Figures  for  the  1st  half  of  1902  aro 
educated  guesses  based  on  preliminary  and  incomplete 
data. 

Mr.  PROXMIRE.  Mr.  President,  I 
wish  to  point  out  that  what  the  table 
shows  is  that  we  have  a  commercial  ex¬ 
port  surplus,  that  is,  a  favorable  bal- 


I  wish  to  question  the  distinguished 
Senator  from  Oklahoma  tomorrow.  I 
believe  that — not  from  the  standpoint 
of  courtesy,  which  is  not  important — but 
from  the  standpoint  of  the  merits  of  this 
controversial  and  complex  bill,  certain 
questions  which  are  pertinent  to  the  bill 
should  be  answered  by  the  Senator  in 
charge  of  the  bill,  who  is  as  capable  as 
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any  Senator  of  answering  the  questions. 
For  those  reasons  the  answers  should  be 
given  before  we  proceed  further  with  the 
consideration  of  the  bill. 

Mr.  HUMPHREY.  Mr.  President,  will 
the  Senator  yield? 

Mr.  PROXMIRE.  I  yield. 

Mr.  HUMPHREY.  Mr.  President, 
what  is  the  pending  question? 

The  PRESIDING  OFFICER.  The 
question  is  on  agreeing  to  the  committee 
amendment  on  page  8 ,  line  2. 

Mr.  PROXMIRE.  I  suggest  the  ab¬ 
sence  of  a  quorum. 

The  PRESIDING  OFFICER.  The 
clerk  will  call  the  roll. 

The  legislative  clerk  proceeded  to  call 
the  roll. 

Mr.  HUMPHREY.  Mr.  President,  I 
ask  unanimous  consent  that  the  order  for 
the  quorum  call  be  rescinded. 

The  PRESIDING  OFFICER.  Without 
objection,  it  is  so  ordered. 

Mr.  HUMPHREY.  Mr.  President,  I 
suggest  the  absence  of  a  quorum. 

The  PRESIDING  OFFICER.  The 
clerk  will  call  the  roll. 

The  legislative  clerk  proceeded  to  call 
the  roll. 

Mr.  HUMPHREY.  Mr.  President,  I 
ask  unanimous  consent  that  the  order 
for  the  quorum  call  be  rescinded. 

The  PRESIDING  OFFICER.  With¬ 
out  objection,  it  is  so  ordered. 


COMMITTEE  MEETINGS  DURING 
SENATE  SESSION  TOMORROW 
Mr.  HUMPHREY.  Mr.  President,  I 
ask  unanimous  consent  that  the  Com¬ 
mittee  on  the  Judiciary  may  be  per¬ 
mitted  to  meet  during  the  session  of  the 
Senate  tomorrow. 

The  PRESIDING  OFFICER.  Is  there 
objection?  The  Chair  hears  none,  and 
it  is  so  ordered. 

On  request  of  Mr.  Humphrey,  and  by 
unanimous  consent,  the  Committee  on 
Commerce  was  authorized  to  meet  dur¬ 
ing  the  session  of  the  Senate  tomorrow. 


\  REVENUE  ACT  OF  1962 


The  Senate  resumed  the  consideration 
of  the  bill  (H.R.  10650)  to  amend  the 
Internal  Revenue  Code  of  1954  to  pro¬ 
vide  a  credit  for  investment  in  certain 
depreciable  property,  to  eliminate  cer¬ 
tain  defects  and  inequities,  and  for  other 
purposes. 

Mr.  HUMPHREY.  Mr.  President,  so 
that  the  Senate  may  be  informed,  a  dis¬ 
cussion  has  taken  place  between  the  Sen¬ 
ator  in  charge  of  the  bill,  the  Senator 
from  Oklahoma  [Mr.  Kerr],  and  the 
chairman  of  the  committee,  the  Senator 
from  Virginia  [Mr.  Byrd],  the  Senator 
from  Tennessee  [Mr.  Gore],  the  Senator 
from  Wisconsin  [Mr.  Proxmire],  and 
other  Senators  relating  to  the  procedure 
which  it  is  hoped  will  be  followed  tomor¬ 
row.  That  procedure  will  be  as  follows: 

Senators  who  are  deeply  interested  in 
the  amendments  to  the  bill  will  examine 
each  of  the  committee  amendments  and 
separate  from  them  those  which  are  con¬ 
troversial  in  terms  of  the  need  of  extra 
debate.  The  other  committee  amend¬ 
ments,  those  which  are  not  of  a  con¬ 
troversial  nature,  will  be  offered  and  will 


be  agreed  to  en  bloc,  so  that  the  bill  will 
stand  as  new  text  or  as  a  new  bill  with 
the  exception  of  those  amendments 
which  will  be  excluded  from  the  under¬ 
standing  as  of  tomorrow. 

Mr.  GORE.  Mr.  President,  will  the 
Senator  from  Minnesota  yield? 

Mr.  HUMPHREY.  I  yield. 

Mr  GORE.  The  bill  contains  about 
175  committee  amendments.  Most  of 
them  are  minor.  It  is  the  consensus,  as 
the  Senator  from  Minnesota  has  cor¬ 
rectly  stated,  that  with  the  exception  of 
six  or  eight  amendments  it  will  be  possi¬ 
ble  to  agree  to  the  remaining  amend¬ 
ments  en  bloc.  And  between  now  and 
the  time  when  the  Senate  meets  tomor¬ 
row,  I  and  other  Senators  will  go  through 
this  400-page  bill  and  will  try  to  develop 
with  the  chairman  of  the  committee,  the 
Senator  from  Virginia  [Mr.  Byrd],  the 
Senator  from  Oklahoma  [Mr.  Kerr],  and 
other  Senators  an  agreement  along  this 
line. 

Mr.  PROXMIRE.  Mr.  President,  will 
the  Senator  from  Minnesota  yield  for  a 
parliamentary  inquiry? 

Mr.  HUMPHREY.  I  yield  for  that 
purpose. 

Mr.  PROXMIRE.  I  should  like  to  ask 
the  Presiding  Officer  whether  it  would 
be  in  order  to  accept  some  of  the  com¬ 
mittee  amendments  and  thus  amend 
the  bill,  with  the  understanding  that  the 
bill  would  then  be  considered  as  original 
text,  subject  to  further  amendment.  Is 
that  parliamentarily  possible,  and  would 
that  be  acceptable? 

The  PRESIDING  OFFICER  (Mr. 
Hickey  in  the  chair) .  The  Chair  un¬ 
derstands  that  the  proposal  made  by  the 
acting  majority  leader  is  just  such  as 
the  Senator  from  Wisconsin  has  out¬ 
lined,  and  the  Chair  understands  that 
the  proposal  is  that  that  be  ordered  by 
unanimous  consent. 

Mr.  PROXMIRE.  I  thank  the  Chair. 
Mr.  HUMPHREY.  Mr.  President, 
that  is  the  purpose  of  the  suggestion  to 
which  the  Senator  from  Tennessee  and 
I  addressed  ourselves — namely,  that  the 
Senate  would  agree  to  these  amendments 
en  bloc — with  the  major  controversial 
amendments  excluded.  Then  we  would 
have,  for  all  practical  purposes,  a  new 
text;  and  the  remaining  amendments 
could  be  considered  in  connection  with 
it,  as  amendments  to  that  new  text. 

The  PRESIDING  OFFICER.  That  is 
in  accordance  with  the  understanding  of 
the  Chair. 

Mr.  HUMPHREY.  Mr.  President,  I 
thank  all  Senators  for  their  cooperation. 

Mr.  DIRKSEN.  Mr.  President,  if  the 
Senator  from  Minnesota  will  yield,  I 
should  like  to  suggest  that  I  hope  the 
amendments  in  the  print  will  be  listed 
and  identified  in  such  a  way  that  will  be 
easy  for  Senators  to  understand  them, 
so  there  will  not  be  any  difficulty  or  ob¬ 
jection  to  amendments  because  of  any 
misunderstanding  by  Senators  as  to 
exactly  what  the  amendments  are.  So 
I  think  a  list  should  be  made. 

Mr.  GORE.  I  will  work  with  the 
chairman  of  the  committee,  the  Senator 
from  Virginia  [Mr.  Byrd],  the  Senator 
from  Oklahoma  [Mr.  Kerr],  the  Senator 
from  Minnesota  [Mr.  Proxmire],  the 
Senator  from  Illinois  [Mr.  Douglas],  the 


Senator  from  Delaware  [Mr.  Williams], 
and  other  Senators,  so  that  if  an  agree¬ 
ment  is  reached — and  I  am  sure  one  will 
be — we  shall  prepare  a  list  by  means  of 
which  Senators  can  be  guided. 

Mi*.  DIRKSEN.  And  also  a  list  of  the 
major  amendments  on  which  separate 
action  is  sought. _ 


MESSAGE  FROM  THE  HOUSE 

,  A  message  from  the  House  of  Repre¬ 
sentatives,  by  Mr.  Bartlett,  one  of  its 
reading  clerks,  announced  that  the 
House  had  passed,  without  amendment, 
the  joint  resolution  (S.J.  Res.  29)  pro¬ 
posing  an  amendment  to  the  Constitu- 
tiomof  the  United  States  relating  to  the 
qualifications  of  electors. 

The  message  also  announced  that  the 
House\had  agreed  to  the  amendment  of 
the  Senate  to  the  biff  (H.R.  11040)  to 
provide\  for  the  establishment,  owner¬ 
ship,  operation,  and  regulation  of  a 
commercial  communications  satellite 
system,  and  for  other  purposes. 

ADJOURNMENT  UNTIL  10  A.M. 
TOMORROW 

Mr.  HUMPHREY.  Mr.  President,  I 
move  that  toe  Senate  do  now  adjourn, 
in  accordance  with  the  order  previously 
entered,  until\tomorrow,  at  10  a.m. 

The  motion  Was  agreed  to;  and  (at  7 
o’clock  and  2  Aiinutes  p.m.)  the  Sen¬ 
ate  adjourned,  under  the  order  previous¬ 
ly  entered,  until  tomorrow,  Tuesday,  Au¬ 
gust  28, 1962,  at  10  a.m. 


NOMINATIONS 

Executive  nominations  received  by  the 
Senate  August  27,  1962: 

U.S.  Coast  Guard  Academy 
The  following-named  Vierson  to  be  a  mem¬ 
ber  of  the  permanent  commissioned  teaching 
staff  of  the  U.S.  Coast  Guard  Academy  with 
the  permanent  grade  of\  lieutenant  in  the 
U.S.  Coast  Guard. 

Roderick  M.  White. 

In  the  Ari 
The  following-named  officW  for  promotion 
in  the  Regular  Army  of  the  United  States, 
under  the  provisions  of  title  ly,  United  States 
Code,  sections  3284  and  3299 : 

To  be  major.  Army  Medical  Specialist  Corps 
Jaakkola,  Irma  L.,  M10095. 

The  following-named  officers)  for  promo¬ 
tion  in  the  Regular  Army  of  "the  United 
States,  under  the  provisions  qf  title  10, 
United  States  Code,  sections  3284\and  3298: 

To  be  first  lieutenants  \ 

Ferrari,  Robert  G.,  089691. 

Haight,  Barrett  S.,  087152. 

The  following-nam,ed  person  for  Impoint- 
ment  in  the  Regular  Army  by  transfer,  in 
the  grade  specified,  under  the  provisions  of 
title  10,  United  States  Code,  section^  3283, 
3284,  3285,  3286,  3287,  3288,  and  3290: 

To  be  first  lieutenant,  Medical  Service  §orps 
Proe,  John  D.  (infantry)  086664. 

The  following-named  persons  for  appoint¬ 
ment  in  the  Regular  Army  of  the  United 
States,  in  the  grades  specified,  under  t*ie 
provisions  of  title  10,  United  States  Cc 
sections  3283,  3284,  3285,  3286,  3287,  an\i 
3288: 

To  be  captains 

Alderman,  Nathaniel,  Jr.,  04021310. 
Anderson,  John  H.,  02207390. 
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C*bok,  Duncan  S.,  04034383. 
FiteNJichard  A.,  0967710. 
HarrisN<harles  M.,  02097057. 
Harris,  Herbert  D.,  04009884. 
Horta-Merl^jvJuan,  04028565. 

Jones,  Albert  iNP.,  01926754. 
McCurdy,  Jasper  M.,  01925652. 
Mendes,  Benjamin  J-.^Jr.,  04038937. 
O’Grady,  Eugene  J.,  OSHJ5238. 
Rutkowski,  Joseph  F.,  01936070. 
Sutton,  harry  L.,  02265250.  N. 
Wagner,  Richard  J.,  O4059391S 
Whipple,  Ward  J.,  0978530. 

To  be  first  lieutenants 
Andre,  David  H.,  06203830. 

Bernard,  Richard  A.,  05206643. 
Campbell,  Kenneth  H.,  05308214. 
Clarke,  Robert  G.,  05400448. 
Clemons,  Damon  L.,  05403602. 
Dick,  Laurin  L.,  05405128. 

Durham,  James  A.,  04084860. 
Griffiths,  Allyn  C.,  Jr.,  05206207. 
Grim,  Richard  A.,  05305259. 

Hines,  Frank  E.,  05305879. 

Ivey,  Charles  E.,  05507803. 

Langer,  Joseph  A.,  Jr.,  05301530. 
McNamara,  Michael  J.,  05000374. 
McReynolds,  Samuel  O.,  05401449. 
Moldaschel,  William  A.,  05509278. 
Nock,  Jean  A.,  Jr.,  04069492. 

Perry,  Robert  P„  05001462. 

Ray,  Thomas  L.,  Jr.,  05305215. 
Roberts,  Hollis  L.,  05200011. 
Robinson,  Charles  W.,  05300124. 
Rogers,  Hugh  K.,  Jr.,  05303149. 
Simpson,  Robert  B„  04063208. 
Spence,  Ray  L.,  04049502. 
Townsend,  Robert  F.,  04052876. 
Walsh,  Thomas  A.,  Jr.,  05508433. 

To  be  second  lieutenant? 
Andrews,  Raymond  G.,  O530£3wl. 
Bolton,  Peter  A„  05000752 
Conte,  Richard  E.,  0500^24. 
Gillette,  Samuel  G.,  05307460. 
Grant,  Lawrence  Ntif, Jr.,  05309625. 
Griffey,  Joseph  vf,  05208840. 

Haas,  StevemE^  05309324. 

Hamby,  Lp^  B„  05213244. 
HarvelL-Kenneth  E.,  05403651. 
Hunp<fohn  W.,  05309815. 

Jujfbd,  Joseph  J„  05209857. 
tarsteter,  Robert  B„  05401701. 
King,  Stanley  L„  Jr.,  05006123. 


Kinkade,  David  R.,  05705363. 

Michie,  Richard  L.,  05512018. 

Mylks,  Herbert  W.,  05210908. 

Paquette,  Edward  H.,  05308913. 

Paradowski,  Charles  E„  05403166. 

Peters,  Shelton  V.,  05404237. 

Rogers,  Martin  M.,  05610511. 

Vinci,  Frank,  Jr.,  05211469. 

Wharton,  Gerald  M.,  05211184. 

•  Willms,  Walter  R.,  05412312. 

Wolfarth,  William  M„  Jr.,  06310259. 

The  following-named  persons  for  appoint¬ 
ment  in  the  Regular  Army  of  the  United 
States,  in  the  grades  and  corps  specified, 
under  the  provisions  of  title  10,  United 
States  Code,  sections  3283,  3284,  3285,  3286, 
^3287,  3288,  3289,  3290,  3291,  3293,  3294,  and 
111: 

To  be  captains.  Chaplain 
Flo^SL  William  R„  02003168. 

Johnson- Kermit  D.,  02274589. 

To  oe^captains,  Dental  Corps 
Auzins,  Janis>Jr.,  05500647* 

Call,  Robert  I.,  ©3211948., 

Kennemer,  Thomas^O/J r . ,  04062586. 
Urick,  Howard  B„  0^*q5634. 

To  be  captains,  Mbdical  Corps 
Hernandez-Fptgoso,  Ignacibv  05213679. 
Hinckley .Refbert  F.,  04046342. 
HughesJZfnarles  R„  05312888. 

JacksprfT  John  K.,  Jr.,  01880831.' 

Mojima,  y  Vedia,  Marcel,  02309691. 

Ippas,  Michael  T„  05213024. 

Park,  Robert  C.,  02291916. 

Shroyer,  Joseph  M.,  02309863. 

To  be  captain.  Medical  Service  Corps 
Barnett,  Lacy  C.,  01878565. 

To  be  captain,  Veterinary  Corps 
Keel,  James  E.,  02295309. 

To  be  first  lieutenants,  Army  Nurse  Corps 
Christ,  Nancy  M.,  N2304803. 

Glor,  Beverly  A.  K.,  N2303633. 

To  be  first  lieutenants,  Chaplain 
Blunt,  Kenneth  L.,  05500455. 

Hyde,  Patrick  H.,  05407755. 

Kieschnick,  Alton  R.,  05501028. 

To  be  first  lieutenants,  Dental  Corps 
Gary,  Ralph  R.,  05003465. 

Hirsch,  Edward  H.,  05004867. 

Hirsch,  Herbert  I.,  05206837. 


Rodenburg,  Carl  E.,  05012677. 

To  be  first  lieutenants,  Medical  Corj ; 

Burton,  Thomas  H„  02305101. 

Cooper,  Edgar  L.,  02300670. 

Hutchison,  William  A.,  0230)>iS7. 

Levy,  Morris  S.,  02300692 

To  be  first  lieutenant,  Women's  Army  Corps 

Lipner,  Lois,  L5004JS 
To  be  second  lieutenants,  Army  Nurse  Corps 

Garfall,  GlojafUl.,  N2304927. 

Irvine,  Laaffia  R.,  N5407064. 

Jtolle,  Agnes  O.,  N5407457. 

Tc^tSe  second  lieutenant,  Medical  Service 
Corps 

Anderson,  Charles  H.,  04070138. 

To  be  second  lieutenants.  Women’s  Army 
Corps 

Bradford,  Loyce  A.,  L2304804. 

Frisk,  Helen  E.,  L2304921. 

The  following-named  distinguished  mili¬ 
tary  students  for  appointment  In  the  Medical 
Service  Corps,  Regular  Army  of  the  United 
States,  in  the  grade  of  second  lieutenant, 
under  the  provisions  of  title  10,  United  States 
Code,  sections  3283,  3284,  3285,  3286,  3287, 
3288,  and  3290: 

Katsuyoshi,  Charles  M. 

Kreuter,  Robert  H.,  Jr. 

Zimmerman,  Harry  R. 

The  following-named  distinguished  mili¬ 
tary  students  for  appointment  in  the  Regular 
‘  rmy  of  the  United  States  in  the  grade  of 
s^sond  lieutenant,  under  the  provisions  of 
titleS^O,  United  States  Code,  sections  3283, 
3284,  3^5,  3286,  3287,  and  3288: 


Adams,  Pa&l  G. 

Brazil,  Daniel 
Burns,  Frank  C> 
Carlson,  John  P. 
Carver,  Troy  V. 
Cooper,  Fredrick  C. 
Crume,  Thomas  E. 
Edwards,  William  W. 
Fivian,  James  A. 
Florreich,  James  H. 
Frost,  Leonard  D.,  Jr. 
Goodfellow,  Michael  P 
Hagedorn,  Ronald  S. 
Hill,  Thomas  F. 
Hunter,  Paul  C. 


Lindsay,  Larry  A. 
McBroom,  Billy  W. 
McKay,  Donald  M.,  Jr. 
McTernan,  Bernard 
achus,  Robert  J. 
imec,  Carl  J. 

Pinhm,  Richard  A. 
Sakamoto,  Shiori 
SimpsomSBenjamin  E. 
Simpson,  F&toick  J. 
Smith,  Hubert 
Stenning,  Simon'-A.  J, 
Taylor,  John  V.,  Jnjs 
05516869. 

Tinberg,  Larry  R. 
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HIGHLIGHTS:  House  Rules  Committee  repor^d  rule  tojend  House 


nlbnLlLjnXo .  nuuoc  ~  rprent  criticism.  House 

Several  Senators  defended  Under  SeCre^^^VP  ynolse  began  debate  on  public  works 
passed  appropriations  continuation  re^5  d  Secretary's  statement  criticizing 

acceleration  bill.  Rep.  ^f^b/;ictee  ^d  to  report ' roads  bill.  Senate 


CED  farm  policy  report.  sikonal  School  Lunch  Week, 

committee  reported  measure  for  designation  of  Nation 


HOUSE 


1.  APPROPRIATIONS.  Passed/without  amendment  H.  J.  ReS* f 8^^\^ntilPSeptember°30, 
continuation  resolut/n  to  make  temporary  appropnationsWil  Jept  ^ 

1962,  for  those  departments  and  agencies  whose  annual  pp  UP 
not  yet  been  enacted,  p.  16847 


2.  FARM  PROGRAM.  /  Rules  Committee  reported  a  re“°^u' j°?gb2  S'ip<1i|922 

H.  R.  12391,  /e  proposed  Food  and  Agriculture  Act  of  1962.  J- t^'cee 

Rep.  Johnson,  Wis.,  criticized  the  farm  P  J  P  Freeman  criticiz- 

for  Economic  Development  and  inserted  a  statement  by  Secretary  ^ 

ing  these/proposal s.  pp.  16909-12 


3.  COMMITt/s.  Rep.  Marshall  resigned  from,  and  Rep.  Smith,  Iowa. ,  was  elected  Co, 

the  Appropriations  Committee,  p.  Ibb4/  \ 

/  ,  ,  I.  n  10113  the  public  works  acceleration  bill. 

4.  PU^IC  WORKS.  Began  debate  on  H.  R.  1011o>  P 

16855-95 


5.  PARKS.  Rep.  Aspinall,  Rep.  Rutherford,  and  Rep.  Saylor  urged  enactment  of 
S.\  2429,  to  revise  the  boundaries  of  the  Virgin  Islands  National  Park,  St. 
V.i\  pp.  16896-7 


6.  MILK.  Hep.  Halpern  discussed  the  radioactive  contamination  of  milk  and 
’'The  problem  of  radioactive  fallout  is  clearly  a  Federal  responsibilil 
pp.  16918x20 


7.  PERSONNEL;  VETERANS.  Received  from  the  Defense  Department  a  proposed  bill  "to 


11. 


exempt  certaih.  P.e serve  officers  of  the  Army  or  Air  Force  from  thjg'  dual  compen¬ 
sation  restrictions  of  the  Economy  Act  ®f  June  30,  1962,  as  amended";  to  Armed 
Services  Committ\e.  p.  16921 


SENATE 


8.  FARM  PROGRAM.  Sens  Morse,  Burdick,  Humphrey,  Ervin,  Sparkman,  and  Carroll  com¬ 
mended  the  integrity,  honesty,  and  public  service  of  IWaer  Secretary  Murphy, 
and  defended  him  against \ecent  criticism  relative  t</his  role  in  the  Estes 
case.  pp.  16803-8 


9.  ROADS.  The  Subcommittee  on  Public  Roads  of  the  Public  Works  Committee  voted  to 
report  to  the  full  committee  wrth  amendments  H./R.  12135,  the  road  authoriza¬ 
tion  bill.  The  "Daily  Digest"  spates  that  one/ of  the  amendments  would  "add 
$10  million  for  fiscal  1963  for  forest  roads /and  trails." 


( 


10,  SCHOOL  LUNCH.  The  Judiciary  Committed repotted  without  amendment  S.  J.  Res,  211, 
providing  for  the  designation  of  a  weei^  jkach  year  as  National  School  Lunch  Week 
(S.  Rept.  1929).  p.  16752 


FORESTRY.  The  Interior  and  Insular  A/fairs\Committee  voted  to  report  with  amend- 
mend  (but  did  not  actually  report)  A,  2387, \:o  authorize  the  establishment  of 
the  Canyonlands  National  Park,  UtAh.  p.  D77f 

Sen.  Cooper  submitted  an  amendment  intended\to  be  proposed  to  H.  R.  8355, 
authorizing  executive  agencies/to  grant  easement\in,  over,  or  upon  real  proper¬ 
ty  of  the  U.  S*,  so  as  to  exclude  lands  reserved,\^edicated,  or  acquired  for 
national  forest  purposes,  pp.  16753-4 


12.  TAXATION,  Continued  debate  on  H.  R.  10650,  the  proposed  Revenue  Act  of  1962 

(pp.  16767-803,  16808-9,  16814-46).  Agreed  to  the  committee  amendment  relating 
to  taxation  of  cooperatives,  but  deferred  until  later  consideration  of  the  com*-* 
mittee  amendment  relating  to  deductions  for  farmers  for  land-clearing  expenses 
(See  Digest  150  for  a  summary  of  these  amendments) (pp.  16767-90). 

13.  AMERICAN  SAMOA.  Agreed  to  the  conference  report  on  H.  R.  10062\  to  extend  the 

application  of  /certain  laws  to  American  Samoa  (see  Digest  150  for  an  explanation 
of  the  bill  a/ reported  out  of  conference),  p.  16813-4  \ 

14.  LOANS.  Agreed  to  the  House  amendments  to  S.  3327,  to  make  certain  federally 

impacted  Areas  eligible  for  assistance  under  the  public  facility  loan\>rogram. 
This  btyi  will  now  be  sent  to  the  President,  p.  16814  \ 

15.  TRANSPORTATION.  The  Commerce  Committee  voted  to  report  (but  did  not  actually 

report)  with  amendment  S.  3509,  to  place  transactions  involving  unification^  or 

c^Lr.ti*nS  contr°l  of  freight  forwarders  under  regulation  of  the  Interstate 
commerce  Act.  p.  D778 
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Staff  contended  that  present  policy  of 
Commission  is  in  error  for  three  major 
reasonsX 

“The  of  liberalized  depreciation  results 
in  a  tax  sating  or  reduction  and  not  in  tax 

deferral.  \  .  . 

“There  is  nothing  in  the  legislative  history 
of  section  167  that  requires  the  Commission 
to  allow  a  natural  gas  company  more  taxes 
than  actually  payable,  or  that  requires  the 
customers  of  a  natural  gas  company  to  ad¬ 
vance  capital  to  tharvcompany . 

“There  is  no  similarity  of  purpose  or  ap¬ 
plicability  between  accelerated  amortization 
of  defense  facilities  unto  section  168  of  the 
Internal  Revenue  Code  and  liberalized  depre¬ 
ciation  under  section  167  of  that  code.” 

Commission  staff  also  discussed  “economic 
impact  on  the  consumer  arising  from  the  use 
of  the  normalization  method  (present  policy) 
and  the  benefits  to  be  derived  by\the  natural 
gas  company  and  the  consumer  byNffie  change 
over  to  the  flow-through  method.” 

Mr.  PROXMIRE.  The  secoikl  ac¬ 
tion  of  the  Commission  staff  which  I 
wish  to  bring  to  the  attention  of  Nth e 
Senate  occurred  last  Tuesday,  August  SI 
1  day  after  the  Alabama-Tennessei 
brief  was  filed.  I  am  referring  now  to 
the  so-called  Pemex  case.  In  this  ac¬ 
tion  the  staff  asked  the  Commission  to 
dismiss  applications  to  build  a  $225  mil¬ 
lion  natural  gas  pipeline  from  Texas 
through  Mexico  to  southern  California. 

The  staff  introduced  the  motion  to 
dismiss  the  applications  on  two  grounds : 

First — and  I  am  now  quoting  from  the 
staff  brief: 

It  is  obvious  that  the  proposals  contained 
In  the  applications,  if  certificated,  would  have 
an  immediate  inflationary  impact  of  immeas¬ 
urable  proportions  upon  field  prices  gen¬ 
erally. 


Secondly,  the  staff  pointed  out  that  the 
planned  uses  of  the  gas  are  “inferior  uses 
and  are  to  permitted  only  on  a  positive 
showing  that  the  public  interest  requires 
them.”  In  other  words,  the  staff  argued 
that  there  are  better  uses — uses  having 
higher  priority — for  the  gas  than  the  use 
for  which  the  applicants  wanted  the  gas. 

In  this  case,  then,  the  Commission 
staff  was  not  only  representing  the  con¬ 
sumer  in  arguing  against  an  unnecessary 
price  rise,  but  also  attempting  to  prevent 
the  long-range  misallocation  of  our  gas 
resources. 

Mr.  President,  both  these  example 
show  the  Commission  staff  actively  en¬ 
gaged  in  upholding  the  public  interest. 
They  are  not  standing  back  and  lotting 
the  case  be  decided  on  the  narrow  issues 
that  may  be  raised  by  the  adversaries. 
Rather  the  staff  has  conducted  its  own 
study  and  investigation  and' has  made 
recommendations,  supporter  by  evidence 
and  logic.  This  shows  that  an  active, 
able  staff  in  an  independent  agency  can 
go  a  long  way  toward/providing  essen¬ 
tial  representation  of/xhe  public  interest 
in  regulatory  proceedings. 

Naturally,  the  sffiff  needs  the  support 
and  encouragement  of  the  Commission. 
I  am  sure  thajr  without  the  support  of 
the  FPC’s  ame  chairman,  Mr.  Joseph 
Swidler,  it  wuld  not  have  been  possible 
for  the  staff  to  develop  and  present  these 
two  outstanding  briefs.  I  congratulate 
Mr.  Swialer  for  his  wisdom  and  foresight 
in  supporting  his  staff  in  these  endeav- 
ors-dand  I  congratulate  the  staff  for 
th&(r  fine  work  in  the  two  cases  I  have 
referred  to. 

- 3 


Mr.  President,  I  ask  unanimous  con¬ 
sent  that  the  article  from  the  August  23, 
Wall  Street  Journal  be  printed  at  this 
point  in  the  Record. 

There  being  no  objection,  the  article 
was  ordered  to  be  printed  in  the  Record, 
as  follows: 

FPC  Attorneys  Oppose  Gasline  Across 
Mexico 

Washington. — Federal  Power  Commission 
attorneys  asked  the  FPC  to  dismiss  applica¬ 
tions  to  build  a  $225  million  natural  gas 
pipeline  from  Texas  through  Mexico  to  south¬ 
ern  California. 

Staff  lawyers  said  it  was  “pointless”  to 
continue  hearings  on  the  proposal  because  it 
“flies  in  the  face  of  two  very  fundamental 
policy  concepts  of  the  Commission.”  For 
one  thing,  they  said,  it  would  have  “an  im¬ 
mediate  inflationary  impact  of  immeasurable 
proportions”  on  gas  prices.  For  another,  it 
would  "promote  inferior  uses  of  a  limited 
supply  of  natural  gas.” 

The  1,600-mile  pipeline  ultimately  would 
carry  about  380  million  cubic  feet  of  natural 
gas  daily  from  Texas  fields  for  Southern 
California  Edison  Co.  to  use  in  driving  steam- 
powered  electric  generators.  Edison  would 
buy  about  82  percent  of  the  gas  from  Humble 
,Oil  &  Refining  Co.,  subsidiary  of  Standard 
V  |jl  Co.  (New  Jersey) . 

MEXICAN  GAS  WOULD  BE  ADDED 

F^qm  Texas  fields,  the  gas  would  mm4  to 
the  Mexican  border  in  a  $12  million  pipeline 
to  be  \built  by  Tennessee  California  Gas 
Transmission  Co.,  a  subsidiary  of  Tennessee 
Gas  Transmission  Co.  The  gas/would  be 
picked  up  ov  Petroleos  Mexicangt,  an  agency 
of  the  Mexican  Government  th/t  proposes  to 
build  $165  miNion  of  pipeline/facilities;  Mex¬ 
ican-produced  'cas  would  be  added  to  the 
load.  \  / 

At  the  California  bonier,  California  Gas 
Transmission  Co.,N^nother  Tennessee  Gas 
subsidiary,  would  taJsfe  over  and  distribute 
the  gas  to  five  Edison  generating  stations 
through  $48  million  of 'pipeline. 

An  Edison  spoteesmanNin  Los  Angeles  said 
he  was  “still  convinced  tint  pipeline  is  a  very 
sound  project”  He  saiaC  the  company 
wouldn’t  continent  further  until  the  report 
asking  th«/  dismissal  had  \een  studied. 
Humble  and  Tennessee  Gas  officials  declined 
to  comrafent  on  the  recommendation. 

Hearings  on  the  proposed  project  began  in 
April/but  have  been  recessed  unti\October 
2.  me  FPC  could  rule  on  the  staff’s 'dismis¬ 
sal  motion  before  the  hearings  reconvene. 

he  companies  have  10  days  to  challen  g\the 
„iotion.  Commission  attorneys  said  the  com¬ 
panies  “have  presented  all  of  their  evidence 
and  it  falls  short  of  justifying  the  proposed, 
project.  A  failure  to  dismiss  at  this  juncture 
will  only  result  in  a  waste  of  time  and 
money.” 

The  staff  lawyers  said  the  price  Edison 
proposes  to  pay  is  2  to  3]4  cents  a  thousand 
cubic  feet  more  than  the  “area  price  ceiling 
of  18  cents  a  thousand  cubic  feet  the  FPC 
set  for  the  Texas  area.  To  channel  a  large 
amount  of  gas  to  one  consumer  at  a  high 
price,  the  lawyers  asserted,  would  “increase 
demands  on  a  limited  supply  of  gas  ’  and 
“have  the  effect  of  propelling  field  prices 
upward.” 

CONSERVING  NATURAL  GAS 

“In  addition  to  its  concern  with  maintain¬ 
ing  stable  gas  prices,”  the  lawyers  stated, 
“the  Commission  is  equally  concerned  with 
conserving  natural  gas  *  *  *  where  other 
fuels  are  in  ample  abundance  to  meet  in¬ 
ferior  fuel  demands  of  industry  generally 
and  of  steam-electric  plants  particularly.” 

The  lawyers  said  Edison’s  proposed  use  of 
the  gas  “is  far  more  prolific  than  in  typical 
boiler  fuel  cases  *  *  *  in  its  present  form, 
this  case  very  simply  involves  the  transfer¬ 
ence  of  tremendous  gas  reserves  from  pro¬ 
ducing  fields  directly  to  burner  tips  for  use 


in  the  steam  generation  of  electricity.  Ther/ 
are  to  be  no  complementary  benefits  to 
mestic  and  commercial  gas  users — becartise 
no  such  users  are  contemplated  to  receive 
service.”  / 

The  attorneys  said  “there  is  no  assertion 
by  Edison  that  oil,  as  an  alternate  fuel,  is 
not  available  in  quantities  sufficient  to  sat¬ 
isfy  all  of  its  needs”  not  metJay  Southern 
California  Gas  Co.,  Southern/Counties  Gas 
Co.,  and  Pacific  Lighting  Gas  Supply  Co., 
west  coast  gas  distributor/ who  oppose  the 
project  because  they  claun  it  will  rob  them 
of  their  principal  customer,  Edison. 

The  staff  also  challenged  Edison  estimates 
it  could  save  $173  million  over  the  next  20 
years  by  buying  itj/gas  directly  from  Texas. 
The  FPC  attorneys  said  the  company’s  cost 
estimates  of  the/Pemex  project  gas  were  low 
and  were  compared  with  “unreasonably  high 
estimates”  opr  the  cost  of  gas  from  existing 
suppliers. 

Edison’s/  savings  estimates,  the  lawyers 
added,  ate  based  also  on  “the  belief  that 
this  Commission  will  permit  uncontrolled 
price/increases  in  the  cost  of  gas  in  the 
field/  If  this  be  so,  then  [Edison’s  esti¬ 
mates]  may  have  a  certain  validity.  How- 
/er,  any  prediction  of  future  field  prices 
premised  on  the  assumption  this  Commis¬ 
sion  will  permit  field  prices  to  barrel  along 
at  ever  higher  levels  is  patently  ridiculous.” 

The  attorneys  charged,  “It  is  the  inflation¬ 
ary  forces  set  in  motion  by  companies  like 
Edison  that  causes  the  prices  of  future 
acquisitions  of  gas  by  others  to  be  at  even 
higher  plateaus.  When  these  forces  are 
kept  under  control,  anticipated  long-range 
savings  would  no  longer  be  a  motivation  to 
large  industrial  companies  attempting  to 
obtain  and  hoard  their  own  supply  of  natural 
gas  *  *  *  to  the  deteriment  of  the  remainder 
of  the  gas-consuming  public.” 

Attacking  contentions  that  the  project 
would  promote  petroleum  exploration  in 
Mexico,  the  FPC  staff  commented,  “building 
a  pipeline  to  induce  exploration  seems  to  be 
a  reversal  of  the  usual  practice  of  finding 
commercial  deposits  of  gas  or  oil  and  then 
constructing  the  pipeline  to  take  the  product 
to  market.”  They  asserted  that  evidence  of 
much  petroleum  deposits  in  the  path  of  the 
pipeline  was  “quite  sk^'chy.  In  any  event, 
there  is  no  prognostication  that  a  pipeline 
passing  through  Mexico  will  stimulate  the 
development  of  gas  reserves  equivalent  to  the 
2yt  trillion  cubic  feet  of  Texas-produced  gas 
which  Edison  proposes  to  burn  in  its  boilers.” 

The  FPC  staff  also  struck  out  at  assertions 
that  the  project  would  bolster  competion  in 
the  California  fuel  market.  "Any  competi¬ 
tion  engendered  by  the  Pemex  project  will 
be  unfair  competition,”  they  charged.  “The 
existing  gas  distribution  companies  and  in¬ 
terstate  gas  pipelines  would  simply  be  out- 
k  listanced  in  the  race  for  industrial  cus¬ 
tomers  *  *  *  so  eagerly  sought  by  the  pro¬ 
moters  of  Pemex.” 


Tfle  PRESIDING  OFFICER.  Is  there 
further  morning  business?  If  not, 
mornink  business  is  closed. 


REVENUE  ACT  OF  1962 
Mr.  KERR.  Mr.  President,  I  ask  that 
the  Chair  lay  before  the  Senate  the  un¬ 
finished  business. 

Without  objection,  the  Senate  resumed 
the  consideration  of  the  bill  (H.R.  10650) 
to  amend  the  Internal  Revenue  Code  of 
1954  to  provide  a  credit  for  investment 
in  certain  depreciable  property,  to  elimi¬ 
nate  certain  defects  and  inequities,  and 
for  other  purposes. 

The  PRESIDING  OFFICER  (Mr. 
Lausche  in  the  chair) .  The  question  is 
on  agreeing  to  the  committee  amend¬ 
ment  on  page  8,  in  lines  2  and  3. 
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Mr  KERR-  Mr.  President,  after  con¬ 
sultation  with  the  distinguished  Senator 
from  Tennessee  [Mr.  Gore],  the  Sena¬ 
tor  from  Illinois  [Mr.  Douglas],  the  Sen¬ 
ator  from  Delaware  [Mr.  Williams],  and 
the  Senator  from  Virginia  [Mr.  Byrd]  , 

I  should  like  to  propound  a  unanimous- 
consent  request;  namely,  that  the  follow¬ 
ing  amendments — which  I  shall  desig¬ 
nate  specifically  in  a  moment — are  not 
agreed  to  by  this  unanimous-consent  re¬ 
quest — 

Mr.  DOUGLAS.  Mr.  President,  will 
the  Senator  from  Oklahoma  yield  for  a 
moment? 

Mr.  KERR.  I  yield. 

Mr.  DOUGLAS.  The  Senator  frdm 
Oklahoma  means  the  following  commit¬ 
tee  amendments;  does  he  not? 

Mr.  KERR.  That  is  correct. 

Mr.  President,  I  was  saying  that  I  wish 
to  propound  the  following  unanimous- 
consent  request:  That  the  following 
committee  amendments  are  to  be  con¬ 
sidered  in  succession,  following  consider¬ 
ation  of  the  amendment  to  section  2, 
which  is  to  be  offered  by  the  senior  Sen¬ 
ator  from  Virginia  [Mr.  Byrd]  ;  that  all 
other  committee  amendments  are  agreed 
to  en  bloc  and  are  to  be  considered  as 
part  of  the  original  text  of  the  bill,  and 
subject  to  further  amendment;  and  that 
after  consideration  by  the  Senate  of  the 

II  amendments  which  I  shall  not  spe¬ 
cifically  identify — being  committee 
amendments — and  after  they  are  acted 
on  by  the  Senate,  the  entire  bill  then 
shall  be  considered  as  part  of  the  orig¬ 
inal  text,  and  subject  to  further  amend¬ 
ment. 

The  specific  amendments  to  be  ex¬ 
cepted  from  this  agreement,  as  hereto¬ 
fore  stated,  are  as  follows: 

First.  The  committee  amendment  on 
page  41,  in  line  18,  through  page  42,  in 
line  4,  and  page  42,  in  line  7,  being  the 
expense  account  amendment. 

Second.  The  committee  amendment 
eliminating  entirely  section  482  of  the 
bill.  This  section  would  have  strength¬ 
ened  the  allocation  formula  in  section 
482  of  the  code;  and  the  committee 
amendment  is  on  page  52,  line  1,  through 
page  57,  in  line  22. 

Third.  The  gross-up  committee 
amendment,  on  page  121,  in  line  3, 
through  page  127,  in  line  1. 

Fourth.  The  withholding  committee 
amendment,  on  page  307,  line  9,  through 
page  369,  line  19. 

Fifth.  The  clearing  land  committee 
amendment,  on  page  381,  line  16,  through 
page  384,  line  24. 

Sixth.  The  charitable  contributions 
amendment,  on  page  385,  line  1,  through 
page  386,  line  6. 

Seventh.  The  determination  of  the 
number  of  stockholders  committee 
amendment,  on  page  386,  line  7,  through 
page  388,  line  10. 

Eighth.  The  committee  amendment 
on  the  Twin  Cities  Street  Railway,  on 
page  388,  line  11,  through  page  389,  line 
14. 


Ninth.  The  committee  amendme 
the  pension  plan  for  the  Hod  Ca 

390°ime  8.Page  389’  Mne  15’  throu8h 


partnership,  on  page  390,  line  9,  through 
page  391,  line  21. 

Eleventh.  The  committee  amendment 
on  page  305,  in  lines  23  and  24. 

Mr.  GORE.  Mr.  President,  will  the 
Senator  from  Oklahoma  yield? 

Mr.  KERR.  I  yield. 

Mr.  GORE.  The  last  six  amendments 
are  not  major  ones,  except  the  very  last 
one,  which  is  the - 

Mr.  KERR.  I  think  the  Senator  from 
Tennessee  means  the  last  seven. 

Mr.  GORE.  Yes,  except  the  last  one, 
which  has  been  temporarily  requested 
by  the  senior  Senator  from  Ohio.  They 
are  proposed  additions  to  the  bill  or 
so-called  riders  to  the  bill - 

Mr.  KERR.  They  are  not  completely 
related  to  the  other  parts  of  the  bill. 

Mr.  GORE.  That  is  correct.  So  this 
proposed  agreement  will  reduce  the  num¬ 
ber  of  controversial  committee  amend¬ 
ments  to  five  major  subject  matters; 
and,  in  addition,  the  agreement  will 
make  it  in  order,  before  action  on  any  of 
these  exceptions  to  the  en  bloc  agree¬ 
ment,  for  the  chairman  of  the  committee 
to  offer  an  amendment  to  section  2. 

Mr.  SMATHERS.  Mr.  President,  will 
the  Senator  from  Oklahoma  yield  for  a 
question? 

Mr.  KERR.  I  yield. 

Mr.  SMATHERS.  The  amendment 
the  able  chairman  of  the  committee  ex¬ 
pects  to  offer  deals  with  the  investment 
credit  provision,  does  it  not? 

Mr.  KERR.  That  is  correct;  and  it  is 
one  of  the  amendments  which,  under 
the  proposed  unanimous-consent  agree¬ 
ment,  will  become  part  of  the  original 
text  of  the  bill,  and  subject  to  further 
amendment. 

Mr.  JAVITS.  Mr.  President,  will  the 
Senator  from  Oklahoma  yield  for  a  ques¬ 
tion? 

Mr.  KERR.  I  yield. 

Mr.  JAVITS.  What  will  be  the  situa¬ 
tion  of  Senators  who  wish  to  amend  sec¬ 
tion  12,  relating  to  controlled  foreign 
corporations? 

Mr.  KERR.  As  I  understand,  any 
Senator  who  wishes  to  have  any  part  of 
the  bill  amended  will  be  in  a  position 
identically  the  same  as  that  he  would 
be  in  either  if  this  unanimous-consent 
request  is  agreed  to  or  if  it  is 
not  agreed  to.  Ordinarily  a  unanimous- 
consent  agreement  is  made  in  regard  to 
all  committee  amendments — in  other 
words,  that  they  be  agreed  to  en  bloc 
and  considered  part  of  the  original  text 
to  the  bill,  and  subject  to  further  amend¬ 
ment.  But  such  a  unanimous-consent 
request,  when  made  yesterday,  was  ob¬ 
jected  to. 

The  unanimous-consent  agreement 
now  being  requested  is  proposed  after 
consultation  with  Senators  who  lodged 
the  objection  yesterday. 

The  result  of  this  unanimous-consent 
agreement,  if  entered  into,  will  be  .that 
all  of  the  committee  amendments,  ex¬ 
cept  the  11  committee  amendments 
specifically  excepted,  will  be  agreed  to 
en  bloc,  and  of  course,  will  be  subject  to 
amendment  by  any  Member,  but  not 
until  the  committee  amendments  which 
have  not  been  agreed  to  and  have  not, 
by  means  of  this  agreement,  been  made 
part  of  the  original  text,  and  subject  to 


amendment,  have  been  acted  upon, 
whereupon,  after  the  action  on  all  the 
committee  amendments  is  completed, 
the  ones  agreed  to  will  be  part  of  the 
original  text;  and  then  the  entire  bill,  1 
as  it  then  will  stand,  will  be  subject  to 
amendment,  the  same  as  though  the  re¬ 
quest  made  yesterday  had  been  agreed 
to. 

Mr.  JAVITS.  In  dealing  with  those  1 1 
amendments,  would  it  be  more  efficient 
to  complete  our  action  on  them  before 
other  amendments  are  offered? 

Mr.  KERR.  That  would  be  in  order. 

Mr.  JAVITS.  Perhaps  I  misunder¬ 
stood  the  Senator. 

Mr.  KERR.  Then  let  me  address  a 
parliamentary  inquiry  to  the  Chair: 
When  a  committee  amendment  is  not 
made  a  part  of  the  original  text,  is  not 
that  amendment  open  to  amendment 
when  the  Senate  is  considering  it? 

The  PRESIDING  OFFICER.  The  an¬ 
swer  is  in  the  affirmative. 

Mr.  JAVITS.  Mr.  President,  a  parlia¬ 
mentary  inquiry:  When  amendments 
are  offered  to  amendments  which  have 
not  been  made  part  of  the  original  text, 
are  not  such  amendments  therefore  lim¬ 
ited  to  amendments  in  the  second  de¬ 
gree — which  means  only  one  amend¬ 
ment  or  no  substitute? 

The  PRESIDING  OFFICER.  As  a 
general  rule,  amendments  in  the  second 
degree  are  always  in  order. 

Mr.  JAVITS.  And  therefore,  in  the 
case  of  amendments  which  are  not  in¬ 
corporated  in  the  bill  as  part  of  the 
original  text,  there  would  be  the  possi¬ 
bility  of  only  one  amendment,  which 
would  itself  be  a  second-degree  amend¬ 
ment? 

The  PRESIDING  OFFICER.  One 
amendment  to  the  amendment. 

Mr.  JAVITS.  Yes. 

Let  me  ask  the  Senator  from  Okla¬ 
homa  whether  among  the  II  commit¬ 
tee  amendments  enumerated  is  included 
the  entire  committee  amendment  with 
regard  to  controlled  foreign  corpora¬ 
tions — section  12? 

Mr.  KERR.  No,  it  is  not. 

Mr  JAVITS.  So  that  would  be  in  the 
original  text  of  the  bill,  as  covered  by 
the  unanimous-consent  request?  • 

Mr.  KERR.  Yes. 

Mr.  JAVITS.  Does  the  proposed 
agreement  also  include  the  savings  and 
loan  provision? 

Mr.  KERR.  Yes. 

Mr.  JAVITS.  So  that  one,  too,  under 
this  agreement,  would  be  made  part  of 
the  original  text? 

Mr.  KERR.  Yes. 

Mr.  DOUGLAS.  Mr.  President,  will 
the  Senator  from  Oklahoma  yield  for  a 
clarification  and  explanation  of  a  point? 

The  PRESIDING  OFFICER  (Mr. 
Young  of  Ohio  in  the  chair) .  Does  the 
Senator  from  Oklahoma  yield  to  the  Sen¬ 
ator  from  Illinois? 

Mr.  KERR.  I  yield. 

Mr.  DOUGLAS.  In  the  original  dis¬ 
cussions  with  the  Senator  from  Okla¬ 
homa,  it  was  proposed  by  the  Senator 
from  Tennessee  [Mr.  Gore]  and  myself 
that  the  lobbying  provision  would  also 
have  to  be  proposed  as  a  committee 
amendment.  It  will  be  noticed,  upon  a 
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close  reading  of  the  Record,  that  this  one 
is  not  now  included  in  the  exceptions. 

Mr.  KERR.  Yes. 

Mr.  DOUGLAS.  And  this  has  been 
done  with  the  full  agreement  of  the  Sen¬ 
ator  from  Tennessee  [Mr.  Gore]  and 
myself.  .  . 

I  think  perhaps  it  is  appropriate,  how¬ 
ever,  that  the  Record  should  show  why 
we  agreed  to  this.  It  will  be  remembered 
that  the  original  House  bill  made  no  al¬ 
teration  in  the  law  concerning  deduc¬ 
tions  for  lobbying.  The  House  Ways  and 
Means  Committee,  at  the  last  moment, 
without  anyone  really  knowing  what  had 
happened,  added  a  provision  which  per¬ 
mitted  deductions  for  direct  lobbying  by 
business  interests  which  had  a  business 
concern  in  legislation.  This  legitimatized 
tax  deductions  for  direct  lobbying  on  the 
part  of  officers,  employees,  and  other  rep¬ 
resentatives,  and  mass  representation 
before  not  only  Congress,  but  State  leg¬ 
islatures,  local  councils,  county  bodies, 
and  the  like. 

The  Senate  Finance  Committee  en¬ 
dorsed  this  provision  and  went  it  one 
better.  It  also  permitted  deductions  for 
expenses  connected  with  all  communi¬ 
cations  on  legislation  between  officers  of 
the  companies,  stockholders,  members, 
and  employees,  so  that  a  company  could 
circularize  its  stockholders,  employees, 
and  associates  against  a  measure  and 
get  them  to  lobby  and  charge  this  as  a 
business  lobbying  deduction.  In  other 
words,  it  would  have  permitted  as  a 
deduction  from  taxable  income  expenses 
in  connection  with  efforts  made  by  build¬ 
ing  and  loan  associations  and  certain 
mutual  savings  banks  to  strike  out  the 
withholding  plan,  and  would  legitimatize 
and  have  the  Treasury  pay  52  percent 
of  the  expenses  of  DuPont  Co.  in 
connection  with  efforts  in  favor  of  the 
DuPont  tax  bill  which  Congress  passed 
so  overwhelmingly  in  the  early  part  of 
the  year. 

Likewise,  it  would  permit  the  deduc¬ 
tion  of  expenses  by  A.T.  &  T.  in  getting 
the  satellite  communications  bill  through 
Congress  so  that  Uncle  Sam  would  pick 
up  52  percent  of  those  costs. 

In  the  opinion  of  some  of  us,  this  is  a 
gross  abuse,  and  we  object  not  only  to 
the  Senate  amendment,  but  to  the  House 
provision. 

Therefore,  for  technical  reasons,  m 
order  to  have  one  vote  taken  instead  of 
two,  we  have  agreed  to  the  committee 
amendment  on  this  point  with  the  un¬ 
derstanding  that  at  an  appropriate  time 
I  shall  offer  an  amendment  to  strike 
both  the  House  and  the  Senate  provi¬ 
sions. 

I  will  say  in  advance  we  will  not  pro¬ 
long  the  discussion  on  this  point.  I 
think  it  could  well  be  concluded,  in  view 
of  the  adequate  discussion  which  we  had 
yesterday  in  1 V2  or  2  hours.  On  behalf 
of  the  Senator  from  Tennessee,  the 
Senator  from  Wisconsin,  and  myself,  I 
am  ready  to  agree  to  a  limitation  of  2 
hours  on  this  amendment  when  such  a 
request  is  made,  and  I  hope  no  motion 
to  table  will  be  entered  against  it. 

Mr.  MANSFIELD.  Mr.  President,  will 
the  Senator  yield? 

Mr.  DOUGLAS.  I  yield. 


Mr.  MANSFIELD.  I  think  the  Sena¬ 
tor  is  more  than  fair.  If  it  is  agreeable, 

I  would  like  to  give  favorable  considera¬ 
tion  to  a  limitation  of  2  hours  on  that 
particular  amendment. 

Mr.  DOUGLAS.  It  is  understood,  I 
hope,  that  this  exclusion  of  the  lobbying  ‘ 
provision  from  the  agreement  which  is 
now  being  made  does  not  mean  in  any 
degree  that  those  who  are  opposed  to 
both  lobbying  amendments  have  folded 
their  tents  and  withdrawn  from  the 
battle.  Quite  the  contrary,  is  true;  we 
are  going  to  take  the  field  and  do  our 
best.  In  the  meantime,  I  strongly  urge 
Members  of  the  Senate,  of  the  press,  and 
citizens  to  read  the  debate  of  yesterday 
on  lobbying,  because  I  think  these  pro¬ 
visions  are  indefensible. 

At  present  the  law  is  neutral  so  far  as 
lobbying  is  concerned.  The  law  does  not 
permit  deductions  either  by  special  busi¬ 
ness  interests  or  advocates  of  the  gen¬ 
eral  interest.  But  this  amendment 
would  permit  the  special  interests  to  take 
their  deductions,  but  would  not  permit 
the  individual  citizen  to  get  the  deduc¬ 
tion.  It  would  be  difficult  for  him  to  do 
that,  anyway;  but  this  is  a  one-sided 
furnishing  of  additional  weapons  to 
those  who  already  have  nearly  all  the 

resources.  .  . 

I  do  not  think  the  conscience  of  the 
country  can  long  stand  these  two  amend¬ 
ments.  ■  . 

I  make  this  explanation  so  that  we  can 
know  exactly  where  the  lines  of  battle 
are  drawn  and  what  the  issues  are. 

I  thank  the  Senator  from  Oklahoma 
for  giving  me  permission  to  make  this 

statement.  _  ,, 

The  PRESIDING  OFFICER.  Is  there 
objection  to  the  unanimous-consent  re¬ 
quest?  The  Chair  hears  none,  and  it  is 
so  ordered. 

The  amendments  agreed  to  en  bloc  are 

as  follows :  A 

At  the  top  of  page  2,  in  the  table  of  con¬ 
tents,  to  strike  out : 

“Sec.  1.  Short  title,  etc. 

(a)  Short  title, 
v  (b)  Table  of  contents. 

(c)  Amendment  of  1954  code. 

“Sec.  2.  Credit  for  investment  in  certain 
depreciable  property. 

(a)  Allowance  of  credit. 

(b)  Rules  for  computing  credit. 

(c)  Certain  corporate  acquisi¬ 
tions. 

(d)  Clerical  amendments. 

(c)  Effective  date. 

“Sec.  3.  Appearances,  etc.,  with  respect  to 
legislation. 

(a)  In  general. 

(b)  Effective  date. 

“Sec.  4.  Disallowance  of  certain  entertain¬ 
ment,  etc.,  expenses. 

(a)  Denial  of  deduction. 

(b)  Traveling  expenses. 

(c)  Effective  date. 

"Sec.  5.  Amount  of  distribution  where  cer¬ 
tain  foreign  corporations  dis¬ 
tribute  property  in  kind. 

(a)  Amount  distributed. 

(b)  Basis. 

(c)  Dividends  receivedfrom  cer¬ 
tain  foreign  corporations. 

(d)  Credit  for  foreign  taxes. 

(e)  Effective  date. 

“Sec  6.  Amendment  of  section  482. 

(a)  In  general. 

(b)  Clerical  amendment. 

(c)  Effective  date. 


Sec 


‘Sec. 


‘Sec. 


7.  Distributions  of  foreign  personal 
holding  company  income. 

(a)  Definition  of  foreign  personal 
holding  company. 

(b)  Amount  of  undistributed  in¬ 
come. 

(c)  Effective  date. 

8.  Mutual  savings  banks,  etc. 

(a)  Reserves  for  losses  on  loans. 

(b)  Foreclosure  on  property  se¬ 
curing  loans. 

(c)  Definition  of  domestic  build¬ 
ing  and  loan  association. 

(d)  Clerical  amendments. 

(e)  Repeal  of  exemption  from 
communications  and  trans¬ 
portion  of  persons  taxes. 

(f)  Effective  dates. 

9.  Distributions  by  foreign  trusts. 

(a)  Definitions. 

(b)  Accumulation  distributions 

of  foreign  trusts. 

(c)  Allocation  of  accumulation 

distributions  to  preceding 
years. 

(d)  Amounts  treated  as  received 

in  prior  years. 

(e)  Special  rules  for  foreign 

trusts. 

(f)  Information  returns  with  re¬ 

spect  to  foreign  trusts. 

(g)  Failure  to  file  information  re¬ 

turns. 

(h)  United  States  person  defined. 

(i)  Technical  amendments. 

(j)  Effective  date. 

“Sec.  10.  Mutual  insurance  companies  (oth¬ 
er  than  life,  marine,  and  certain 
fire  insurance  companies),  etc. 

(a)  Imposition  of  tax. 

(b)  Taxable  investment  income. 

(c)  Statutory  underwriting  in¬ 

come  or  loss. 

(d)  Mutual  fire  insurance  com¬ 

panies  operating  on  basis  of 
premium  deposits. 

(e)  Election  of  certain  mutual 

companies  to  be  taxed  on 
total  income. 

(f)  Technical  amendments,  etc. 

(g)  Effective  date. 

11.  Domestic  corporations  receiving  div¬ 
idends  from  foreign  corpora¬ 
tions.  \ 

(a)  Entire  amount  of  foreign  tax 
to  be  taken  into  account. 

(b)  Inclusion  in  gross  income  of 
amount  equal  to  taxes 
deemed  paid. 

(c)  Determination  of  source  of 
dividends  received  from  cer¬ 
tain  foreign  corporations. 

(d)  Repeal  of  section  902(d). 

(e)  Technical  amendments. 

(f )  Effective  date. 

12.  Earned  income  from  sources  with¬ 
out  the  United  States. 

(a)  Limitation  on  amount  and 
type  of  income  excluded. 

(b)  Computation  of  employees’ 
contributions. 

.  (c)  Effective  date. 

13.  Controlled  foreign  corporations. 

(a)  In  general. 

(b)  Technical  and  clerical  amend¬ 
ments. 

(c)  Effective  date. 

14.  Gain  from  dispositions  of  certain 
depreciable  property . 

(a)  In  general. 

(b)  Change  in  method  of  depre¬ 
ciation. 

(c)  Salvage  value  of  personal  prop¬ 
erty. 

(d)  Special  rule  for  charitable 
contributions  of  section 
1245  property. 

(e)  Technical  amendments. 

(f)  Effective  date. 


“Sec. 


“Sec. 


“Sec. 


“Sec. 
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"Sec.  15. 


Foreign  investment  companies. 

(a)  Treatment  of  sale  of  stock 
of  foreign  investment  com¬ 


panies. 

(b)  Conforming  amendments. 

(c)  Effective  date. 

"Sec  16.  Gain  from  certain  sales  or  ex¬ 
changes  of  stock  in  certain 
foreign  corporations. 

(a)  Treatment  of  gain  from  the 

redemption,  cancellation, 
or  sale  of  stock  in  certain 
corporations. 

(b)  Clerical  amendment. 

(c)  Effective  date. 

"Sec.  17.  Tax  treatment  of  cooperatives  and 
patrons. 

(a)  In  general. 

(b)  Technical  amendments. 

(c)  Effective  dates. 

"Sec.  18.  Inclusion  of  foreign  real  property 
in  gross  estate. 

(a)  Amendments  to  include  for¬ 

eign  real  property. 

(b)  Effective  date. 

"Sec.  19.  Withholding  of  income  tax  at 
source  on  interest,  dividends, 
and  patronage  dividends. 

(a)  In  general. 

(b)  Credits  against  income  tax 

for  tax  withheld. 

(c)  Interest  and  dividends  paid 

to  nonresident  aliens,  etc. 

(d)  Credit  for  States  and  tax  ex¬ 

empt  organizations. 

(e)  Other  technical  amend¬ 

ments. 

(f)  Effective  dates. 

"Sec.  20.  Information  with  respect  to  cer¬ 
tain  foreign  entities. 

(a)  Information  to  be  furnished 

by  individuals,  domestic 
corporations,  etc.,  with  re¬ 
spect  to  certain  foreign 
corporations. 

(b)  Information  as  to  organiza¬ 

tion  or  reorganization  of 
foreign  corporations  and 
as  to  acquisitions  of  their 
stock. 

(c)  Civil  penalty  for  failure  to 

file  return. 

(d)  Technical  amendments. 

(e)  Effective  date. 

"Sec.  21.  Treaties.” 


And,  in  lieu  thereof,  to  insert : 

"Sec.  1.  Short  title,  etc. 

(a)  Short  title. 

(b)  Table  of  Contents. 

(c)  Amendment  of  1954  code. 
"Sec.  2.  Credit  for  investment  in  certain  de¬ 
preciable  property. 

(a)  Allowance  of  credit. 

(b)  Rules  for  computing  credit. 

(c)  Deduction  for  unused  credit.” 

(d)  Certain  corporate  acquisi¬ 

tions. 

(e)  Statutes  of  limitations  and 

interest  relating  to  invest¬ 
ment  credit  carrybacks. 

(f)  Technical  amendment. 

(g)  Clerical  amendments. 

(h)  Effective  date. 

"Sec.  3.  Appearances  etc.,  with  respect  to  leg¬ 
islation. 

(a)  In  general. 

(b)  Effective  date. 

“Sec.  4.  Disallowance  of  certain  entertain¬ 
ment,  etc.,  expenses. 

(a)  Denial  of  deduction. 

(b)  Traveling  expenses. 

(c)  Effective  date. 

"Sec.  5.  Amount  of  distribution  where  cer¬ 
tain  foreign  corporations  dis¬ 
tribute  property  in  kind. 

(a)  Amount  distributed. 

(b)  Basis. 

(c)  Dividends  received  from  cer- 

(d)  EffecUveS:  C°rPOrati0nS 


“Sec.  6.  Mutual  savings  banks,  etc. 

(a)  Reserves  for  losses  on  loans. 

(b)  Foreclosure  on  property  se¬ 
curing  loans. 

(c)  Definition  of  domestic  build¬ 

ing  and  loan  association. 

(d)  Clerical  amendments. 

(e)  Repeal  of  exemption  from  cer¬ 

tain  excise  taxes. 

(f)  Deduction  for  dividends  or  in¬ 

terest  paid  on  deposits. 

(g)  Effective  dates. 

“Sec.  7.  Distribution  by  foreign  trusts. 

(a)  Definitions. 

( b )  Accumulation  distributions 

of  foreign  trusts. 

(c)  Allocation  of  accumulation 

distributions  to  preceding 
years. 

(d)  Amounts  treated  as  received 

in  prior  years. 

(e)  Special  rules  for  foreign 

trusts. 

(f)  Information  returns  with  re¬ 

spect  to  foreign  trusts. 

(g)  Failure  to  file  information 

returns. 

(h)  United  States  person  defined. 

(i)  Technical  amendments. 

(j)  Effective  date. 

“Sec.  8.  Mutual  insurance  companies  (other 
than  life,  marine,  and  certain 
fire  and  flood  insurance  com¬ 
panies)  ,  etc. 

(a)  Imposition  of  tax. 

(b)  Taxable  investment  income. 

(c)  Statutory  underwriting  in¬ 

come  or  loss. 

(d)  Exemption  from  tax. 

(e)  Mutual  fire  insurance  com¬ 

panies  operating  on  basis 
of  premium  deposits. 

(f)  Election  of  certain  mutual 

companies  to  be  taxed  on 
total  income. 

(g)  Technical  amendments,  etc. 

(h)  Effective  date. 

“Sec.  9.  Domestic  corporations  receiving 
dividends  from  foreign  corpo¬ 
rations. 

(a)  Foreign  taxes  deemed  paid 

by  domestic  corporations. 

(b)  Inclusion  in  gross  income  of 

amount  equal  to  taxes 
deemed  paid. 

(c)  Determination  of  source  of 

dividends  received  from 
certain  foreign  corpora¬ 
tions. 

(d)  Technical  amendments. 

(6)  Effective  date. 

“Sec.  10.  Separate  limitation  on  foreign  tax 
credit  with  respect  to  certain 
interest  Income. 

(a)  Limitation  on  foreign  tax 

credit. 

(b)  Effective  date. 

“Sec.  11.  Earned  income  from  sources  with¬ 
out  the  United  States. 

(a)  Limitation  on  amount  and 

type  of  income  excluded. 

(b)  Computation  of  employees’ 

contributions. 

'(c)  Effective  date. 

"Sec.  12.  Controlled  foreign  corporations. 

(a)  In  general. 

(b)  Technical  and  clerical 

amendments. 

(c)  Effective  date. 

“Sec.  13.  Gain  from  dispositions  of  certain 
depreciable  property. 

(a)  In  general. 

(b)  Change  in  method  of  depre¬ 

ciation. 

(c)  Salvage  value  of  personal 

property. 

(d)  Special  rule  for  charitable 

contributions  of  section 
1245  property. 


“Sec.  14. 


“Sec.  15. 


“Sec.  16. 


“Sec.  17. 


“Sec.  18. 


“Sec.  19. 


“Sec.  20. 


“Sec.  21. 


"Sec.  22. 


“Sec.  23. 
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(e)  Computation  of  taxable  in¬ 

come  for  purposes  of  lim¬ 
itation  on  percentage  de¬ 
pletion  deduction. 

(f)  Technical  amendments. 

(g)  Effective  dates. 

Foreign  investment  companies. 

(a)  Treatment  of  sale  of  stock 

of  foreign  investment  com¬ 
panies. 

(b)  Conforming  amendments. 

(c)  Effective  date. 

Gain  from  certain  sales  or  ex¬ 
changes  of  stock  in  certain 
foreign  corporations. 

(a)  Treatment  of  gain  from  the 

redemption,  cancellation, 
or  sale  of  stock  in  certain 
foreign  corporations. 

(b)  Clerical  amendment. 

(c)  Effective  date. 

Sales  and  exchanges  of  patents, 
etc.,  to  certain  foreign  corpo¬ 
rations. 

(a)  Treatment  of  gain  as  ordi¬ 

nary  income. 

(b)  Clerical  amendment. 

(c)  Effective  date. 

Tax  treatment  of  cooperatives  and 
patrons. 

(a)  In  general. 

( b )  Technical  amendments . 

(c)  Effective  dates. 

Inclusion  of  foreign  real  property 

in  gross  estate. 

(a)  Amendments  to  include  for¬ 

eign  real  property. 

(b)  Effective  date. 

Reporting  of  Interest,  dividend,  and 

patronage  dividend  payments 
of  $10  or  more  during  a  year. 

(a)  Returns  regarding  payment 

of  dividends. 

(b)  Returns  regarding  payment 

of  patronage  dividends. 

(c)  Returns  regarding  payment 

of  interest. 

(d)  Penalties  for  failure  to  file 

information  returns. 

(e)  Penalties  for  failure  to  fur¬ 

nish  statements  to  per¬ 
sons  with  respect  to 
whom  returns  are  filed. 

(f)  Technical  amendments. 

(g)  Clerical  amendments. 

(h)  Effective  dates. 

Information  with  respect  to  certain 

foreign  entities. 

(a)  Information  to  be  furnished 

by  individuals,  domestic 
corporations,  etc.,  with 
respect  to  certain  foreign 
corporations. 

(b)  Information  as  to  organiza¬ 

tion  or  reorganization  of 
foreign  corporations  and 
as  to  acquisitions  of  their 
stock. 

(c)  Civil  penalty  for  failure  to 

file  return. 

(d)  Technical  amendments. 

(e)  Effective  date. 

Expenditures  by  farmers  for  clear¬ 
ing  land. 

(a)  Allowance  of  deduction. 

(b)  Clerical  amendment. 

(c)  Effective  date. 

Charitable  contributions  made  from 

income  attributable  to  several 
taxable  years. 

(a)  Treatment  for  purposes  of 

part  I  of  subchapter  Q. 

(b)  Effective  date. 

Effective  date  of  section  1371(c)  of 
the  Internal  Revenue  Code  of 
1954. 

(a)  In  general. 

(b)  Election  and  consent  by  cor¬ 

porations;  consents  by 
shareholders. 
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(c)  Tolling  of  statutes  of  limita¬ 
tions. 

“Sec.  24.  Certain  losses  sustained  in  convert¬ 
ing  from  street  railway  to  bus 
operations. 

(a)  In  general. 

(b)  Unused  conversion  loss  de¬ 

fined. 

(c)  Treatment  of  unused  conver¬ 

sion  loss. 

(d)  Regulations. 

“Sec.  25.  Pension  plan  of  Local  Union  Num¬ 
bered  435,  International  Hod 
Carriers’  Building  and  Common 
Laborers’  Union  of  America. 

“Sec.  26.  Continuation  of  a  partnership  year 
for  surviving  partner  in  a  two- 
man  partnership  where  one 
dies. 

(a)  Close  of  taxable  year  of  two- 

man  partnership  when  one 
partner  dies. 

(b)  Effective  date,  etc. 

“Sec.  27.  Treaties.” 


On  page  8,  line  2,  after  the  word  “Code” 
and  the  period,  to  strike  out  “Whenever”  and 
insert  “Except  as  otherwise  expressly  pro¬ 
vided,  whenever”. 

In  section  2,  on  page  8,  line  12,  after  the 
word  “section”,  where  it  appears  the  second 
time,  to  strike  out  “40”  and  insert  “39”;  on 
page  11,  at  the  beginning  of  line  3,  to  insert 
“carryback  or”;  after  line  16,  to  strike  out: 

“(b)  5-Year  Carryover  of  Unused  Cred¬ 
its. — 

“(1)  Allowance  of  credit. — If  the  amount 
of  the  credit  determined  under  subsection 
(a)  (1)  for  any  taxable  year  exceeds  the  limi¬ 
tation  provided  by  subsection  (a)(2)  for 
such  taxable  year  (hereinafter  in  this  sub¬ 
section  referred  to  as  ‘unused  credit  year’), 
such  excess  shall  be  added  to  the  amount  al¬ 
lowable  as  a  credit  by  section  38  for  each  of 
the  5  succeeding  taxable  years  to  the  extent 
not  taken  into  account  for  taxable  years  in¬ 
tervening  between  the  unused  credit  year  and 
such  succeeding  taxable  year. 

“(2)  Limitations. — The  amount  of  the 
unused  credit  which  may  be  added  under 
paragraph  ( 1 )  for  any  succeeding  taxable 
year  shall  not  exceed  the  amount  by  which 
the  limitation  provided  by  subsection  (a)(2) 
for  such  taxable  year  exceeds  the  sum  of — 
“(A)  the  credit  allowable  under  subsection 
(a)(1)  for  such  taxable  year,  and 
“(B)  the  amounts  which,  by  reason  of  this 
subsection,  are  added  to  the  amount  allow¬ 
able  for  such  taxable  year  and  attributable 
to  taxable  years  preceding  the  unused  credit 
year.” 

And.  in  lieu  thereof,  to  insert: 

“(b)  Carryback  and  Carryover  of  Un¬ 
used  Credits. — 

“(1)  Allowance  of  credit. — If  the  amount 
of  the  credit  determined  under  subsection 
(a)  (1)  for  any  taxable  year  exceeds  the  limi¬ 
tation  provided  by  subsection  (a)  (2)  for 
such  taxable  year  (hereinafter  in  this  sub¬ 
section  referred  to  as  ‘unused  credit  year’), 
such  excess  shall  be — ■ 

“(A)  an  investment  credit  carryback  to 
each  of  the  3  taxable  years  preceding  the 
unused  credit  year,  and 

“(B)  an  investment  credit  carryover  to 
each  of  the  5  taxable  years  following  the 
unused  credit  year, 

and  shall  be  added  to  the  amount  allowable 
as  a  credit  by  section  38  for  such  years,  ex¬ 
cept  that  such  excess  may  be  a  carryback 
only  to  taxable  years  ending  after  June  30, 
1962.  The  entire  amount  of  the  unused 
credit  for  an  unused  credit  year  shall  be 
carried  to  the  earliest  of  the  8  taxable  years 
to  which  (by  reason  of  subparagraphs  (A) 
and  (B) )  such  credit  may  be  carried,  and 
then  to  each  of  the  other  7  taxable  years 
to  the  extent  that,  because  of  the  limitation 
contained  in  paragraph  (2),  such  unused 
credit  may  not  be  added  for  a  prior  taxable 
year  to  which  such  unused  credit  may  be 
carried. 


“(2)  Limitation. — The  amount  of  the  un¬ 
used  credit  which  may  be  added  under  para¬ 
graph  (1)  for  any  preceding  or  succeeding 
taxable  year  shall  not  exceed  the  amount  by 
which  the  limitation  provided  by  subsection 
(a)  (2)  for  such  taxable  year  exceeds  the 
sum  of — 

“(A)  the  credit  allowable  under  subsec¬ 
tion  (a)(1)  for  such  taxtble  year,  and 

“(B)  the  amounts  which,  by  reason  of  this 
subsection,  are  added  to  the  amount  allow¬ 
able  for  such  taxable  year  and  attributable 
to  taxable  years  preceding  the  unused  credit 
year. 

“(3)  Effect  of  net  operating  loss  carry¬ 
back. — To  the  extent  that  the  excess  de¬ 
scribed  in  paragraph  (1)  arises  by  reason  of 
a  net  operating  loss  carryback,  subparagraph 
(A)  of  paragraph  (1)  shall  not  apply. 

“(4)  Taxable  years  beginning  before  July 
i,  1962. — For  purposes  of  determining  the 
amount  of  an  investment  credit  carryback 
that  may  be  added  under  paragraph  (1)  for 
taxable  years  beginning  before  July  1,  1962, 
and  ending  after  June  30,  1962,  the  amount 
of  the  limitation  provided  by  subsection  (a) 
(2)  is  the  amount  which  bears  the  same  ratio 
to  such  limitation  as  the  number  of  days  in 
such  year  after  June  30,  1962,  bears  to  the 
total  number  of  days  in  such  year.” 

On  page  16,  after  line  15,  to  insert: 

“(4)  Certain  replacement  property. — For 
purposes  of  paragraph  ( 1 ) ,  if  section  38 
property  is  placed  in  service  by  the  taxpayer 
to  replace  property  which  was — 

"(A)  destroyed  or  damaged  by  fire,  storm, 
shipwreck,  or  other  casualty,  or 
“(B)  stolen, 

the  basis  of  such  section  38  property  (in 
the  case  of  new  section  38  property),  or 
the  cost  of  such  section  38  property  (in  the 
case  of  used  section  38  property) ,  which  (but 
for  this  paragraph)  would  be  taken  into 
account  under  paragraph  (1)  shall  be  re¬ 
duced  by  an  amount  equal  to  the  amount 
received  by  the  taxpayer  as  compensation, 
by  insurance  or  otherwise,  for  the  property 
so  destroyed,  damaged,  or  stolen,  or  to  the 
adjusted  basis  of  such  property,  whichever 
is  the  lesser.  No  reduction  in  basis  or  cost 
shall  be  made  under  the  preceding  sentence 
in  any  case  in  which  the  reduction  in  quali¬ 
fied  investment  attributable  to  the  substi¬ 
tution  required  by  section  47(a)(1)  with 
respect  to  the  property  so  destroyed,  dam¬ 
aged,  or  stolen  (determined  without  regard 
to  section  47(a)  (4) )  is  greater  than  the  re¬ 
duction  described  in  the  preceding  sentence.” 

On  page  20,  line  13,  after  “(3)”  to  strike 
out  “Carryovers”  and  insert  “Carrybacks  and 
Carryovers  “,  and  in  line  16,  after  the  word 
“the”  to  insert  “carrybacks  and”. 

On  page  20,  after  line  18,  to  insert: 

“(4)  Property  destroyed  by  casualty, 
etc. —  No  increase  shall  be  made  under  para¬ 
graph  (1)  and  no  adjustment  shall  be  made 
under  paragraph  (3)  in  any  case  in  which 
“(A)  any  property  is  disposed  of,  or  other¬ 
wise  ceases  to  be  section  38  property  with 
respect  to  the  taxpayer,  on  account  of  its 
destruction  or  damage  by  fire,  storm,  ship¬ 
wreck,  or  other  casualty,  or  by  reason  of  its 
theft, 

“(B)  section  38  property  is  placed  in  serv¬ 
ice  by  the  taxpayer  to  replace  the  property 
described  in  subparagraph  (A) ,  and 

“(C)  the  reduction  in  basis  or  cost  of  such 
section  38  property  described  in  the  first 
sentence  of  section  46(c)  (4)  is  greater  than 
the  reduction  in  qualified  investment  which 
(but  for  this  paragraph)  would  be  made  by 
reason  of  the  substitution  required  by  para¬ 
graph  (1)  with  respect  to  the  property  de¬ 
scribed  in  subparagraph  (A).” 

On  page  25,  after  line  9,  to  insert: 

“(6)  Livestock. — Livestock  shall  not  be 
treated  as  section  38  property.” 

On  page  25,  line  16,  after  the  word  “after”, 
to  strike  out  “December  31,  1961”  and  insert 
"June  30,  1962”;  in  line  18,  after  the  word 
"after”,  to  strike  out  “December  31,  1961” 


and  insert  “June  30,  1962”;  in  line  24,  after 
the  word  “after”,  to  strike  out  “December  31, 
1961”  and  insert  “June  30,  1962”;  on  page  26, 
line  4,  after  the  word  “after”,  to  strike  out 
“December  31,  1961”  and  insert  “June  30, 
1962”;  on  page  28,  line  4,  after  the  word 
“of”,  to  insert  “(other  than  by  reason  of  its 
destruction  or  damage  by  fire,  storm,  ship¬ 
wreck,  or  other  casualty,  or  its  theft)  ”;  in 
line  16,  after  the  word  “credit”  to  insert 
“carrybacks  or”;  on  page  29,  line  4,  after  “sec¬ 
tion  46  (d) )”,  to  strike  out  “engaged  in  the 
business  of  leasing  property”  and  insert  “who 
is  a  lessor  of  property”;  in  line  25,  after  the 
word  “property”,  to  insert  “If  a  lessor  makes 
the  election  provided  by  this  subsection  with 
respect  to  any  property,  then,  under  regula¬ 
tions  prescribed  by  the  Secretary  or  his  dele¬ 
gate,  subsection  (g)  shall  not  apply  with 
respect  to  such  property  and  the  deductions 
otherwise  allowable  under  section  162  to  the 
lessee  for  amounts  paid  to  the  lessor  under 
the  lease  shall  be  adjusted  in  a  manner  con¬ 
sistent  with  the  provisions  of  subsection 
(g).”;  on  page  31,  after  line  16,  to  insert: 

“(g)  Adjustments  to  Basis  of  Property. — 
“(1)  In  general. — The  basis  of  any  section 
38  property  shall  be  reduced,  for  purposes 
of  this  subtitle  other  than  this  subpart,  by 
an  amount  equal  to  7  percent  of  the  qualified 
investment  as  determined  under  section 
46(c)  with  respect  to  such  property. 

“(2)  Certain  dispositions,  etc. — If  the  tax 
under  this  chapter  is  increased  for  any  tax¬ 
able  year  under  paragraph  (1)  or  (2)  of 
section  47(a)  or  an  adjustment  in  carry¬ 
backs  or  carryovers  is  made  under  paragraph 
(3)  of  such  section,  the  basis  of  the  property 
described  in  such  paragraph  (1)  or  (2) ,  as  the 
case  may  be  (immediately  before  the  event  on 
account  of  which  such  paragraph  (1) ,  (2) ,  or 
(3)  applies) ,  shall  be  increased  by  an  amount 
equal  to  the  portion  of  such  increase  and  the 
portion  of  such  adjustment  attributable  to 
such  property.” 

On  page  32,  at  the  beginning  of  line  9,  to 
strike  out  “(g)”  and  insert  “(h)  Cross  ref¬ 
erence. — ”;  at  the  beginning  of  line  10,  to 
insert : 

“(c)  Deduction  for  Unused  Credit. — Part 
VI  of  subchapter  B  of  chapter  1  (relating  to 
itemized  deductions  for  individuals  and  cor¬ 
porations)  is  amended  by  adding  at  the  end 
thereof  the  following  new  section: 

“SEC.  181.  deduction  for  certain  unused 
INVESTMENT  CREDIT 

“  ‘If  the  amount  of  the  credit  determined 
under  section  46(a)  (1)  for  any  taxable  year 
exceeds  the  limitation  provided  by  section 
46(a)(2)  for  such  taxable  year  and  if  the 
amount  of  such  excess  has  not,  after  the  ap¬ 
plication  of  section  46(b),  been  allowed  to 
the  taxpayer  as  a  credit  under  section  38  for 
any  taxable  year,  then  an  amount  equal  to 
the  amount  of  such  excess  not  so  allowed  as 
a  credit  shall  be  allowed  to  the  taxpayer  as  a 
deduction  for  the  first  taxable  year  following 
the  last  taxable  year  in  which  such  excess 
could  under  section  46(b)  have  been  allowed 
as  a  credit.  If  a  taxpayer  dies  or  ceases  to 
exist  prior  to  the  first  taxable  year  following 
the  last  taxable  year  in  which  the  excess  de¬ 
scribed  in  the  preceding  sentence  could  un¬ 
der  section  46(b)  have  been  allowed  as  a 
credit,  the  amount  described  in  the  preceding 
sentence,  or  the  proper  portion  thereof,  shall, 
under  regulations  prescribe  by  the  Secretary 
or  his  delegate,  be  allowed  to  the  taxpayer  as 
a  deduction  for  the  taxable  year  in  which 
such  death  or  cessation  occurs.’  ” 

On  page  33,  at  the  beginning  of  line  10,  to 
strike  out  “(c)”  and  insert  “(d)”;  after  line 
22,  to  insert: 

“(e)  Statutes  of  Limitations  and  Inter¬ 
est  Relating  to  Investment  Credit  Carry¬ 
backs. — 

“(1)  Assessment  and  collection. — Sec¬ 
tion  6501  (relating  to  limitations  on  assess¬ 
ment  and  collection)  is  amended  by  redesig- 
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nating  subsection  (j)  as  subsection  (k) ,  and 
Inserting  after  subsection  (i)  the  following 
new  subsection : 

"‘(i)  Investment  Credit  Carrybacks. — in 
the  case  of  a  deficiency  attributable  to  the 
application  to  the  taxpayer  of  an  investment 
credit  carryback,  such  deficiency  may  be  as¬ 
sessed  at  any  time  before  the  expiration  of 
the  period  within  which  a  deficiency  for  the 
taxable  year  of  the  unused  investment  credit 
which  results  in  such  carryback  may  be  as¬ 


sessed.’ 

“(2)  Credit  or  refund. — Subsection  (d)  of 
section  6511  (relating  to  limitations  on 
credit  or  refund)  is  amended  by  adding  after 
paragraph  (3)  thereof  the  following  new 
paragraph: 

“‘(4)  SPECIAL  PERIOD  OF  LIMITATION  WITH 
RESPECT  TO  INVESTMENT  CREDIT  CARRYBACKS. - 

“  ‘(A)  Period  of  limitation. — If  the  claim 
for  credit  or  refund  relates  to  an  overpay¬ 
ment  attributable  to  an  investment  credit 
carryback,  in  lieu  of  the  3-year  period  of  lim¬ 
itation  prescribed  in  subsection  (a),  the 
period  shall  be  that  period  which  ends  with 
the  expiration  of  the  15th  day  of  the  40th 
month  (or  39th  month,  in  the  case  of  a  cor¬ 
poration)  following  the  end  of  the  taxable 
year  of  the  unused  investment  credit  which 
results  in  such  carryback,  or  the  period 
prescribed  in  subsection  (c)  in  respect  of 
such  taxable  year,  whichever  expires  later. 
In  the  case  of  such  a  claim,  the  amount  of 
the  credit  or  refund  may  exceed  the  portion 
of  the  tax  paid  within  the  period  provided  in 
subsection  (b)  (2)  or  (c),  whichever  is  appli¬ 
cable,  to  the  extent  of  the  amount  of  the 
overpayment  attributable  to  such  carryback. 

“‘(B)  Applicable  rules. — If  the  allowance 
of  a  credit  or  refund  of  an  overpayment  of 
tax  attributable  to  an  investment  credit  car¬ 
ryback  is  otherwise  prevented  by  the  opera¬ 
tion  of  any  law  or  rule  of  law  other  than 
section  7122,  relating  to  compromises,  such 
credit  or  refund  may  be  allowed  or  made,  if 
claim  therefor  is  filed  within  the  period  pro¬ 
vided  in  subparagraph  (A)  of  this  paragraph. 
In  the  case  of  any  such  claim  for  credit  or 
refund,  the  determination  by  any  court,  in¬ 
cluding  the  Tax  Court,  in  any  proceeding 
in  which  the  decision  of  the  court  has  be¬ 
come  final,  shall  not  be  conclusive  with  re¬ 
spect  to  the  investment  credit,  and  the  effect 
of  such  credit,  to  the  extent  that  such  credit 
is  affected  by  a  carryback  which  was  not 
in  issue  in  such  proceeding.’ 

“(3)  Interest  on  underpayments. — Sec¬ 
tion  6601(e)  (relating  to  interest  on  under¬ 
payment,  nonpayment,  or  extensions  of  time 
for  payment,  of  tax)  is  amended  to  read  as 
follows: 

“‘(e)  Income  Tax  Reduced  by  Carry¬ 


back. — 

“‘(1)  Net  operating  loss  carryback. — If 
the  amount  of  any  tax  imposed  by  subtitle  A 
is  reduced  by  reason  of  a  carryback  of  a  net 
operating  loss,  such  reduction  in  tax  shall 
not  affect  the  computation  of  interest  under 
this  section  for  the  period  ending  with  the 
last  day  of  the  taxable  year  in  which  the  net 
operating  loss  arises. 

“‘(2)  Investment  credit  carryback. — If 
the  credit  allowed  by  section  38  for  any  tax¬ 
able  year  is  increased  by  reason  of  an  invest¬ 
ment  credit  carryback,  such  increase  shall 
not  affect  the  computation  of  Interest  under 
this  section  for  the  period  ending  with  the 
last  day  of  the  taxable  year  in  which  the  in¬ 
vestment  credit  carryback  arises.’ 

“(4)  Interest  on  overpayments. — Section 
6611(f)  (relating  to  interest  on  overpay¬ 
ments)  is  amended  to  read  as  follows: 

“‘(f)  Refund  of  Income  Tax  Caused  by 
Carryback. — 


“  ‘(1)  Net  operating  loss  carryback. — For 
purposes  of  subsection  (a) ,  if  any  overpay 
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taxable  year  in  which  such  net  operating  loss 
arises. 

“‘(2)  Investment  credit  carryback. — For 
purposes  of  subsection  (a),  if  any  overpay¬ 
ment  of  tax  imposed  by  subtitle  A  results 
from  an  investment  credit  carryback,  such 
overpayment  shall  be  deemed  not  to  have 
been  made  prior  to  the  close  of  the  taxable 
year  in  which  such  investment  credit  carry¬ 
back  arises.’ 

“(f)  Technical  Amendment. — Section 
1016(a)  (relating  to  adjustments  to  basis) 
is  amended — 

"  ( 1 )  by  striking  out  the  period  at  the  end 
of  paragraph  ( 18)  and  inserting  in  lieu  there¬ 
of  a  semicolon;  and 

“(2)  by  adding  after  paragraph  (18)  the 
following  new  paragraph : 

“‘(19)  to  the  extent  provided  in  section 
48(g)  in  the  case  of  property  which  is  or  has 
been  section  38  property  (as  defined  in  sec¬ 
tion  48(a) ) ;’.’’ 

On  page  37,  after  line  23,  to  strike  out: 

“(d)  Clerical  Amendment. — Part  IV  of 
subchapter  A  of  chapter  1  is  amended  by 
inserting  after  the  heading  and  before  the 
table  of  sections  the  following:” 

On  page  38,  after  line  2,  to  insert: 

“(g)  Clerical  Amendments  . — 

“(1)  Part  IV  of  subchapter  A  of  chapter  1 
is  amended  by  inserting  after  the  heading 
and  before  the  table  of  sections  the  follow¬ 
ing:” 

After  line  7,  to  insert: 

“(2)  The  table  of  sections  for  part  IV  of 
subchapter  A  of  chapter  1  is  amended  by 
striking  out 

“ ‘Sec.  38.  Overpayments  of  tax.’ 
and  inserting  in  lieu  thereof 
“  ‘Sec.  38.  Investment  in  certain  deprecia¬ 
ble  property. 

“  ‘Sec.  39.  Overpayments  of  tax.’ 

“(3)  The  table  of  sections  for  part  VI  of 
subchapter  B  of  chapter  1  is  amended  by 
adding  at  the  end  thereof  the  following: 

“  ‘Sec.  181.  Deduction  for  certain  unused  in¬ 
vestment  credit.’  ” 

At  the  beginning  of  line  14,  to  strike  out 
“(e)”  and  insert  “(h)”;  in  line  16,  after 
the  word  “after”,  to  strike  out  “December  31, 
1961”  and  insert  “June  30,  1962”. 

In  section  3,  on  page  39,  line  18,  after 
the  word  “taxpayer”,  to  strike  out  “or”;  in 
line  23,  after  the  word  “organization”,  to  in¬ 
sert  a  comma  and  “or”;  after  line  23,  to  in¬ 
sert: 

"(C)  in  direct  connection  with  communi¬ 
cation  of  information  between  the  taxpayer 
and  an  employee  or  stockholder  with  respect 
to  legislation  or  proposed  legislation  of  direct 
interest  to  the  taxpayer,” 

On  page  43,  line  1,  after  the  word  “this”, 
to  strike  out  “chapter.”  and  insert  “chapter, 
but  such  term  does  not  include — 

"(A)  an  item  having  a  cost  to  the  taxpayer 
not  in  excess  of  $4.00  on  which  the  name  of 
the  taxpayer  is  clearly  and  permanently  im¬ 
printed  and  which  is  one  of  a  number  of 
identical  items  distributed  generally  by  the 
taxpayer, 

“(B)  a  sign,  display  rack,  or  other  pro¬ 
motional  material  to  be  used  on  the  business 
premises  of  the  recipient,  or 

“(C)  an  item  of  tangible  personal  prop¬ 
erty  having  a  cost  to  the  taxpayer  not  in 
excess  of  $100  which  is  awarded  to  an  em¬ 
ployee  by  reason  of  length  of  service  or  for 
safety  achievement.” 

After  line  21,  to  insert: 

“(c)  Traveling. — In  the  case  of  any  indi¬ 
vidual  who  is  traveling  away  from  home  in 
pursuit  of  a  trade  or  business  or  in  pursuit 
of  an  activity  described  in  section  212,  no 
deduction  shall  be  allowed  under  section  162 
or  section  212  for  that  portion  of  the  ex¬ 
penses  of  such  travel  otherwise  allowable 
under  such  section  which,  under  regulations 
prescribed  by  the  Secretary  or  his  delegate. 
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is  not  allocable  to  such  trade  or  business  or 
to  such  activity.  This  subsection  shall  not 
apply  to  the  expenses  of  any  travel  away 
from  home  which  does  not  exceed  one  week 
or  where  the  portion  of  the  time  away  from 
home  which  is  not  attributable  to  the  pur¬ 
suit  of  the  taxpayer’s  trade  or  business  or 
an  activity  described  in  section  212  is  less 
than  25  percent  of  the  total  time  away  from 
home  on  such  travel.” 

On  page  44,  at  the  beginning  of  line  11, 
to  strike  out  “(c)  ”  and  insert  "(d)  ”;  on  page 
45,  at  the  beginning  of  line  8,  to  strike  out 
“(d)”  and  insert  “(e)”;  on  page  46,  line  20, 
after  the  word  "section”,  to  strike  out  “(c)” 
and  insert  “(d)”;  on  page  47,  after  line  7, 
to  strike  out : 

“(6)  Employee  and  stockholder  business 
meetings. — Expenses  directly  related  to  busi¬ 
ness  meetings  of  employees  or  stockholders.” 

And,  in  lieu  thereof,  to  insert: 

“(6)  Employee,  stockholder,  etc.,  busi¬ 
ness  Meetings. — Expenses  incurred  by  a  tax¬ 
payer  which  are  directly  related  to  business 
meetings  of  his  employees,  stockholders, 
agents,  or  directors.” 

On  page  48,  at  the  beginning  of  line  7, 
to  strike  out  “(e)”  and  insert  “(f)”;  at 
the  beginning  of  line  13,  to  strike  out  “(f)” 
and  insert  “(g)”;  at  the  beginning  of  line 
19,  to  strike  out  “(g)”  and  insert  “(h)”;  on 
page  49,  line  6,  after  the  word  “including”, 
to  strike  out  "a  reasonable  allowance  for 
amounts  expended  for  meals  and  lodging” 
and  insert  “amounts  expended  for  meals  and 
lodging  other  than  amounts  which  are  lavish 
or  extravagant  under  the  circumstances”;  at 
the  beginning  of  line  12,  to  strike  out  “June 
30,  1962”  and  insert  “December  31,  1962”. 

In  section  5,  on  page  51,  after  line  15,  to 
strike  out: 

"(d)  Credit  for  Foreign  Taxes. — Section 
902(a)  (relating  to  credit  for  foreign  taxes) 
is  amended  by  adding  at  the  end  thereof  the 
following  new  sentence:  ‘For  purposes  of 
this  subsection  and  subsection  (b),  the 
amount  of  any  distribution  in  property  other 
than  money  shall  be  the  amount  determined 
by  applying  section  301(b)(1)(B)’.” 

At  the  beginning  of  line  22,  to  strike  out 
“  ( e )  ”  and  insert  “(d)”. 

At  the  top  of  page  58,  to  strike  out : 

“Sec.  7.  Distributions  of  foreign  personal 
holding  company  income. 

“(a)  Definition  of  Foreign  Personal 
Holding  Company. — So  much  of  subsection 
(a)  of  section  552  (relating  to  definition  of 
foreign  personal  holding  company)  as  pre¬ 
cedes  paragraph  (2)  is  amended  to  read  as 
follows: 

“  ‘  (a)  General  Rule.— For  purposes  of  this 
subtitle,  the  term  “foreign  personal  holding 
company”  for  a  taxable  year  beginning  after 
December  31,  1962,  means  any  foreign  cor¬ 
poration  if — 

“  ‘  ( 1 )  Gross  income  requirement. — At  least 
20  percent  of  its  gross  income  (as  defined  in 
section  555(a) )  for  the  taxable  year  is  for¬ 
eign  personal  holding  company  income  (as 
defined  in  section  553) .  For  purposes  of  this 
paragraph,  there  shall  be  included  in  the 
gross  income  the  amount  includible  therein 
as  a  dividend  by  reason  of  the  application 
of  section  555(c)  (2);  and’. 

“(b)  Amount  of  Undistributed  Income. — 
Subsection  (a)  of  section  556  (relating  to  un¬ 
distributed  foreign  personal  holding  company 
income)  is  amended  to  read  as  follows: 

“‘(a)  Definition.— For  purposes  of  this 
part — 

“  ‘(1)  If  the  foreign  personal  holding  com¬ 
pany  income  of  a  foreign  personal  holding 
company  exceeds  80  percent  of  its  gross  in¬ 
come,  “undistributed  foreign  personal  hold¬ 
ing  company  income”  of  such  company  is  its 
taxable  income  adjusted  in  the  manner  pro¬ 
vided  in  subsection  (b) ,  minus  the  dividends 
paid  deduction  (as  defined  in  section  561). 
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“  *(2)  If  the  foreign  personal  holding  com¬ 
pany  income  of  a  foreign  personal  holding 
company  does  not  exceed  80  percent  of  its 
gross  income,  the  “undistributed  foreign  per¬ 
sonal  holding  company  income”  of  such  com¬ 
pany  is  that  amount  which  bears  the  same 
ratio  to — - 

“‘(A)  its  taxable  income  adjusted  in  the 
manner  provided  in  subsection  (b) ,  minus 
the  dividends  paid  deduction  (as  defined  in 
section  561) ,  as 

“‘(B)  its  foreign  personal  holding  com¬ 
pany  income  bears  to  its  gross  income.’ 

“(c)  Effective  Date. — The  amendments 
made  by  this  section  shall  apply  only  in 
respect  of  taxable  years  of  foreign  corpora¬ 
tions  beginning  after  December  31,  1962.” 

On  page  59,  at  the  beginning  of  line  19, 
to  change  the  section  number  from  “8”  to 
“6”;  on  page  60,  line  17,  after  the  word 
“largest”,  to  insert  a  comma  and  "but  the 
amount  determined  under  this  subparagraph, 
when  added  to  the  amount  determined  un¬ 
der  subparagraph  (A),  shall  in  no  case  be 
greater  than  the  amount  by  which  12  per¬ 
cent  of  the  total  deposits  or  withdrawable 
accounts  of  depositors  of  the  taxpayer  at 
the  close  of  such  year  exceeds  the  sum  of 
its  surplus,  undivided  profits,  and  reserves 
at  the  beginning  of  such  year  (taking  into 
account  any  portion  thereof  attributable  to 
the  period  before  the  first  taxable  year  be¬ 
ginning  after  December  31,  1951)”;  on  page 
61,  line  3,  after  “(2)”,  to  strike  out  “60 
Percent  and  insert  “Percentage”;  after  line 

5,  to  strike  out: 

“(A)  an  amount  equal  to  60  percent  of 
the  taxable  income  for  such  year,  over” 

And,  in  lieu  thereof,  to  insert : 

“(A)  an  amount — 

“(i)  in  the  case  of  a  taxpayer  other  than 
a  taxpayer  described  in  clause  (ii),  equal  to 
60  percent  of  the  taxable  income  for  such 
year,  or 

“(ii)  in  the  case  of  a  domestic  building  and 
loan  association  having  capital  stock  with 
respect  to  which  any  distribution  of  prop¬ 
erty  (as  defined  in  section  317(a) )  is  not  al¬ 
lowable  as  a  deduction  under  section  591, 
equal  to  50  percent  of  the  taxable  income 
for  such  year,  over 

In  line  20,  after  the  word  “such”,  to  strike 
out  “year.”  and  insert  “year,  but  the  amount 
determined  under  this  paragraph  shall  not 
exceed  the  amount  necessary  to  increase  the 
balance  (as  of  the  close  of  the  taxable  year) 
of  the  reserve  for  losses  on  qualifying  real 
property  loans  to  6  percent  of  such  loans 
outstanding  at  such  time.”;  on  page  62,  line 

6,  after  “  (3 )  ”  to  strike  out  “3  percent”  and 
insert  “percentage”;  in  line  11,  after  the 
word  “loans”,  to  strike  out  “to  3  percent  of 
such  loans  outstanding  at  such  time.”  and 
insert  “to  an  amount  equal  to — 

“(A)  3  percent  of  such  loans  outstanding 
at  such  time,  plus 

“(B)  in  the  case  of  a  taxpayer  which  is  a 
new  company  and  which  does  not  have  cap¬ 
ital  stock  with  respect  to  which  distributions 
of  property  (as  defined  in  sections  317  (a) ) 
are  not  allowable  as  a  deduction  under  sec¬ 
tion  591,  an  amount  equal  to— 

“(i)  2  percent  of  so  much  of  the  amount 
of  such  loans  outstanding  at  such  time  as 
does  not  exceed  $4,000,000,  reduced  (but  not 
below  zero)  by 

“(ii)  the  amount,  if  any,  of  the  balance 
(as  of  the  close  of  such  taxable  year)  of  the 
taxpayer’s  supplemental  reserve  for  losses  on 
loans. 

For  purposes  of  subparagraph  (B) ,  a  tax¬ 
payer  is  a  new  company  for  any  taxable  year 
only  if  such  taxable  year  begins  not  more 
than  10  years  after  the  first  day  on  which  it 
(or  any  predecessor)  was  authorized  to  do 
business  as  an  organization  described  in  sub¬ 
section  (a) .” 

On  page  64,  line  21,  after  the  word  “para¬ 
graph”,  to  strike  out  “(3)”  and  insert 
“(3)  (A)”. 


On  page  65,  after  line  10,  to  insert: 

“(5)  Certain  pre-1952  surplus. — If  after 
the  application  of  paragraph  (3),  the  open¬ 
ing  balance  of  the  reserve  described  in  para¬ 
graph  (2)  (B)  is  less  than  the  amount  de¬ 
scribed  in  paragraph  (3)  (B),  then,  for  pur¬ 
poses  of  this  subsection,  the  term  ‘pre-1963 
reserves’  includes  so  much  of  the  surplus, 
undivided  profits,  and  bad  debt  reserves 
(determined  as  of  December  31,  1962)  attrib¬ 
utable  to  the  period  before  the  first  taxable 
year  beginning  after  December  31,  1951,  as 
does  not  exceed  the  amount  by  which  such 
opening  balance  is  less  than  the  amount  de¬ 
scribed  in  paragraph  (3)(B).  For  purposes 
of  the  preceding  sentence,  the  surplus,  un¬ 
divided  profits,  and  had  debt  reserves  attrib¬ 
utable  to  the  period  before  the  first  taxable 
year  beginning  after  December  31,  1951,  shall 
be  reduced  by  the  amount  thereof  which  is 
attributable  to  interest  which  would  have 
been  excludable  from  gross  income  under 
section  22(b)(4)  of  the  Internal  Revenue 
Code  of  1939  (relating  to  interest  on  gov¬ 
ernmental  obligations)  or  the  corresponding 
provisions  of  prior  laws.  Notwithstanding 
the  second  sentence  of  paragraph  ( 1 ) ,  any 
amount  which,  by  reason  of  the  application 
of  the  first  sentence  of  this  paragraph,  is 
allocated  to  the  reserve  described  in  para¬ 
graph  (2)  (B)  shall  not  be  treated  as  a  re¬ 
serve  for  bad  debts  for  any  purpose  other 
than  determining  the  amount  referred  to  in 
subsection  (b)  (1)  (B) ,  and  for  such  purpose 
such  amount  shall  be  treated  as  remaining 
in  such  reserve.” 

On  page  66,  at  the  beginning  of  line  14,  to 
strike  out  “(5)  ”  and  insert  “(6)  ”;  on  page  67, 
line  10,  after  the  word  “section”,  to  strike 
out  “8”  and  insert  “6”;  in  line  17,  after  the 
word  “section”,  to  strike  out  “8”  and  insert 
“6”;  on  page  73,  after  line  4,  to  strike  out: 

“(19)  Domestic  building  and  loan  asso¬ 
ciation. — The  term  ‘domestic  building  and 
loan  association’  means  a  domestic  building 
and  loan  association,  a  domestic  savings  and 
loan  association,  and  a  Federal  savings  and 
loan  association,  which — 

“(A)  is  an  insured  institution  (within  the 
meaning  of  section  401(a)  of  the  National 
Housing  Act  (12  U.S.C.,  sec.  1724  (a)),  or 

“(B)  is  subject  by  law  to  supervision  and 
examination  by  State  or  Federal  authority 
having  supervision  over  such  associations, 
if  substantially  all  of  its  business  consists  of 
accepting  savings  and  investing  the  proceeds 
(i)  in  loans  secured  by  an  interest  in  real 
property  which  is  (or,  from  the  proceeds  of 
the  loan,  will  become)  residential  real  prop¬ 
erty,  and  (ii)  in  other  loans,  to  the  extent 
such  other  loans  would  be  authorized  to 
be  made  by  a  Federal  savings  and  loan  asso¬ 
ciation  under  section  5(c)  of  the  Home  Own¬ 
ers’  Loan  Act,  as  amended  (12  U.S.C.,  sec. 
1464(c)).” 

And,  in  lieu  thereof,  to  insert. 

“(19)  Domestic  building  and  loan  asso¬ 
ciation.— The  term  ‘domestic  building  and 
loan  association’  means  a  domestic  building 
and  loan  association,  a  domestic  savings  and 
loan  association,  and  a  Federal  savings  and 
loan  association — 

“(A)  which  either  (i)  is  an  insured  insti¬ 
tution  (within  the  meaning  of  section 
401(a)  of  the  National  Housing  Act  (12 
U.S.C.,  sec.  1724(a)),  or  (ii)  is  subject  by 
law  to  supervision  and  examination  by  State 
or  Federal  authority  having  supervision  over 
such  associations; 

“(B)  substantially  all  of  the  business  of 
which  consists  of  acquiring  the  savings  of 
the  public  and  investing  in  loans  described 
in  subparagraph  (C); 

“(C)  at  least  90  percent  of  the  amount  oi 
the  total  assets  of  which  (as  of  the  close 
of  the  taxable  year)  consists  of  (i)  cash,  (ii) 
obligations  of  the  United  States  or  of  a 
State  or  political  subdivision  thereof,  and 
stock  or  obligations  of  a  corporation  which 
is  an  instrumentality  of  the  United  States 


or  of  a  State  or  political  subdivision  thereof, 
(iii)  loans  secured  by  an  interest  in  real 
property  and  loans  made  for  the  improve¬ 
ment  of  real  property,  (iv)  loans  secured 
by  a  deposit  or  share  of  a  member,  and  (v) 
property  acquired  through  the  liquidation  of 
defaulted  loans  described  in  clause  (iii) ; 

“(D)  of  the  assets  of  which  taken  into  ac¬ 
count  under  subparagraph  (C)  as  assets  con¬ 
stituting  the  90  percent  of  total  assets — 

“(i)  at  least  80  percent  of  the  amount  of 
such  assets  consists  of  assets  described  in 
clauses  (i)  and  (ii)  of  such  subparagraph 
and  of  loans  secured  by  an  interest  in  real 
property  which  is  (or,  from  the  proceeds  of 
the  loan,  will  become)  residential  real  prop¬ 
erty  or  loans  made  for  the  improvement  of 
residential  real  property;  and 

“(ii)  at  least  70  percent  of  the  amount  of 
such  assets  consists  of  assets  described  in 
clauses  (i)  and  (ii)  of  such  subparagraph 
and  of  loans  secured  by  an  interest  in  real 
property  which  is  (or,  from  the  proceeds  of 
the  loan,  will  become)  residential  real  prop¬ 
erty  containing  4  or  fewer  family  units,  or 
loans  made  for  the  improvement  of  resi¬ 
dential  real  property  containing  4  or  fewer 
family  units; 

“(E)  not  more  than  18  percent  of  the 
amount  of  the  total  assets  of  which  (as  of 
the  close  of  the  taxable  year)  consists  of 
assets  other  than  those  described  in  clause 

(i)  of  subparagraph  (D),  and  not  more  than 
27  percent  of  the  amount  of  the  total  assets 
of  which  (as  of  the  close  of  the  taxable  year) 
consists  of  assets  other  than  those  described 
in  clause  (ii)  of  subparagraph  (D),  except 
that  the  18  percent  and  27  percent  limita¬ 
tions  contained  in  this  subparagraph  shall 
be  increased  by  the  number,  if  any,  of  per¬ 
centage  points  (including  any  fraction  of  a 
percentage  point)  by  which  10  percent  ex¬ 
ceeds  the  percentage  of  the  total  assets  con¬ 
sisting  of  assets  described  in  clauses  (i)  and 

(ii)  of  subparagraph  (C) ;  and 

“(F)  except  for  property  described  in  sub- 
paragraph  (C),  none  of  the  assets  of  which 
consists  of  stock  of  any  corporation.” 

On  page  76,  after  line  18,  to  strike  out: 
“(c)  Repeal  of  Exemption  From  Com¬ 
munications  and  Transportation  of  Per¬ 
sons  Taxes. — Not  withstanding  any  other- 
provision  of  law.  Federal  savings  and  loan 
associations  shall  not  be  exempt  as  such 
from  the  taxes  imposed  by  section  4251  (re¬ 
lating  to  excise  tax  on  communications)  and 
section  4261  (relating  to  excise  tax  on  trans¬ 
portation  of  persons)  of  the  Internal  Revenue 
Code  of  1954.” 

And,  in  lieu  thereof,  to  insert: 

“(e)  Repeal  of  Exemption  From  Certain 
Excise  Taxes. — 

“(1)  Amendment  to  home  owners’  loan 
act. — Section  5(h)  of  the  Home  Owners’ 
Loan  Act,  as  amended  (12  U.S.C.  sec.  1464 
(h) ) ,  is  amended  to  read  as  follows: 

“‘(h)  Exemption  From  Discriminatory 
State  and  Local  Taxation. — No  State, 
county,  municipal,  or  local  taxing  authority 
shall  impose  any  tax  on  such  associations  or 
their  franchise,  capital,  reserves,  surplus, 
loans,  or  income  greater  than  that  imposed 
by  such  authority  on  other  similar  local 
mutual  or  cooperative  thrift  and  home 
financing  institutions.’ 

“(2)  Certain  documentary  stamp  taxes. — 
Section  4382(a)  (2)  (relating  to  exemptions 
from  documentary  stamp  taxes)  is  amended 
to  read  as  follows: 

“‘(2)  Domestic  building  and  loan  asso¬ 
ciation  AND  MUTUAL  DITCH  OR  IRRIGATION 
companies. — Shares  or  certificates  of  stock 
issued  by  domestic  building  and  loan  asso¬ 
ciations  and  cooperative  banks,  to  the  extent 
such  shares  or  certificates  represent  deposits 
or  withdrawable  accounts;  or  shares  or  cer¬ 
tificates  of  stock  and  certificates  of  indebted¬ 
ness  issued  by  mutual  ditch  or  irrigation 
companies.’ 
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"if)  Deduction  for  Dividends  or  Interest 
Paid  on  Deposits.— Section  591  (relating  to 
deduction  for  dividends  paid  on  deposits)  is 
amended — 

“(1)  by  striking  out  ‘and  domestic  build¬ 
ing  and  loan  associations’  and  inserting  in 
lieu  thereof  the  following:  'domestic  build¬ 
ing  and  loan  associations,  and  other  savings 
institutions  chartered  and  supervised  as  sav¬ 
ings  and  loan  or  similar  associations  under 
Federal  or  State  law”:  and 

‘‘(2)  by  inserting  after  ‘dividends’  the  fol¬ 
lowing:  ‘or  interest’- 

On  page  78,  at  the  beginning  of  line  16, 
to  strike  out  “(f)”  and  insert  “(g)”;  on  page 
79,  after  line  3,  to  insert: 

“(S-)  The  amendment  made  by  subsection 
(c)  shall  apply  to  taxable  years  beginning 
after  the  date  of  the  enactment  of  this 
Act.” 

After  line  6,  to  strike  out: 

“(3)  Subsection  (c)  of  this  section  shall 
apply— 

“(A)  in  the  case  of  the  tax  imposed  by 
section  4251  of  the  Internal  Revenue  Code 
of  1954,  with  respect  to  amounts  paid  pur¬ 
suant  to  bills  rendered  after  June  30,  1962; 
and 

“(B)  in  the  case  of  the  tax  imposed  by 
section  4261  of  such  Code,  with  respect  to 
transportation  beginning  after  June  30, 
1962.” 


And,  in  lieu  thereof,  to  insert : 

“(4)  Subsection  (e)  of  this  section  shall 
become  effective  on  January  1,  1963,  except 
that — 


“(A)  in  the  case  of  the  tax  imposed  by 
section  4251  of  the  Internal  Revenue  Code 
of  1954,  such  subsection  shall  apply  only 
with  respect  to  amounts  paid  pursuant  to 
bills  rendered  after  December  31,  1962;  and 

“(B)  in  the  case  of  the  tax  imposed  by 
section  4261  of  such  Code,  such  subsection 
shall  apply  only  with  respect  to  transporta¬ 
tion  beginning  after  December  31,  1962.” 

On  page  80,  at  the  beginning  of  line  4, 
to  change  the  section  number  from  "9”  to 
“7”;  in  line  22,  after  “(C)”,  to  strike  out 
“Subsection  (a)  (3)  of  this  section”  and  in¬ 
sert  “Paragraph  (3)”;  on  page  81,  line  7, 
after  the  word  “Foreign”,  to  strike  out 
“estates  and”;  on  page  81,  line  12,  after  the 
word  “means”,  to  strike  out  “a  foreign  trust 
(as  defined  in  section  7701  (a)  (31) )  to  which 
money  or  property  has  been  transferred” 
and  insert  “that  portion  of  a  foreign  trust 
(as  defined  in  section  7701  (a)  (31))  attri¬ 
butable  to  money  or  property  transferred”; 
on  page  90,  line  17,  after  the  word  "made”, 
to  strike  out  “in  taxable  years  of  trusts 
beginning”. 

On  page  91,  at  the  beginning  of  line  1,  to 
change  the  section  number  from  “10”  to 
“8”;  in  the  heading  at  the  beginning  of  line 
3,  to  insert  “Or  Flood”;  on  page  91,  in  the 
heading,  in  line  12,  after  the  word  “Fire”,  to 
insert  “Or  Flood”;  on  page  92,  line  7,  after 
the  word  "a”,  to  strike  out  “fire”  and  insert 
“fire,  flood,”;  after  line  9,  to  strike  out: 

“(1)  Normal  tax. — A  normal  tax  of  25 


percent  of  the  mutual  insurance  company 
taxable  income,  or  50  percent  of  the  amount 
by  which  such  taxable  income  exceeds  $6,000, 
whichever  is  the  lesser;  plus”. 

And,  in  lieu  thereof,  to  insert: 

“(1)  Normal  tax. — 

“(A)  Taxable  years  beginning  before 
july  l,  1963. — In  the  case  of  taxable  years 
beginning  before  July  1,  1963,  a  normal  tax 
of  30  percent  of  the  mutual  insurance  com¬ 
pany  taxable  income,  or  60  percent  of  the 
amount  by  which  such  taxable  income  ex¬ 
ceeds  $6,000,  whichever  is  the  lesser; 


‘(B)  Taxable  years  beginning  after  jun 
30,  1963.— In  the  case  of  taxable  years  be 
J"ne  30-  1963-  a  normal  ta 
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On  page  94,  after  line  8,  to  strike  out: 

“(A)  Normal  tax. — A  normal  tax  of  25 
percent  of  the  taxable  investment  income, 
or  50  percent  of  the  amount  by  which  such 
taxable  income  exceeds  $3,000,  whichever 
is  the  lesser;  plus”. 

And,  in  lieu  thereof,  to  insert: 

“(A)  Normal  tax. — 

“(i)  Taxable  years  beginning  before  July 
i,  1963. — In  the  case  of  taxable  years  begin¬ 
ning  before  July  1,  1963,  a  normal  tax  of  30 
percent  of  the  taxable  investment  income, 
or  60  percent  of  the  amount  by  which  such 
taxable  income  exceeds  $3,000,  whichever  is 
the  lesser; 

“(ii)  Taxable  years  beginning  after  june 

30,  1963. — In  the  case  of  taxable  years  begin¬ 
ning  after  June  30,  1963,  a  normal  tax  of  25 
percent  of  the  taxable  investment  income,  or 
50  percent  of  the  amount  by  which  such 
taxable  income  exceeds  $3,000,  whichever  is 
the  lesser;  plus”. 

On  page  95,  line  7,  after  the  word  “over”, 
to  strike  out  “$75,000”  and  insert  “$150,000”; 
in  line  8,  after  the  word  “than”,  to  strike  out 
“$125,000”  and  insert  “$250,000”;  in  line  12, 
after  the  word  “over”,  to  strike  out  “$75,000” 
and  insert  “$150,000”;  at  the  beginning  of 
line  13,  to  strike  out  “$125,000”  and  insert 
“$250,000”;  in  line  16,  after  the  word  “over”, 
to  strike  out  “$75,000”  and  insert  “$150,000”; 
in  line  17,  after  the  word  “to”,  to  strike  out 
“$60,000”  and  insert  “$100,000”;  in  line  23, 
after  the  word  “a”,  to  strike  out  “fire”  and 
insert  “fire,  flood”;  on  page  96,  in  line  5,_  after 
the  word  “of”,  to  strike  out  “$75,000”  and 
insert  “$150,000”;  in  line  6,  after  the  word 
“of”,  to  strike  out  “$300,000”  and  insert 
“$600,000”;  on  page  97,  line  7,  after  the  word 
“a”,  to  strike  out  “fire”  and  insert  "fire, 
flood”;  after  line  11,  to  insert: 

“(f)  Special  Transitional  Underwriting 
Loss. — 

“(1)  Companies  to  which  subsection  ap¬ 
plies. — This  subsection  shall  apply  to  every 
mutual  insurance  company  which  has  been 
subject  to  the  tax  imposed  by  this  section 
(as  in  effect  before  the  enactment  of  this 
subsection)  for  the  6  taxable  years  immedi¬ 
ately  preceding  January  1,  1963,  and  has  in¬ 
curred  an  underwriting  loss  for  at  least  5  of 
such  6  taxable  years. 

“(2)  Reduction  of  mutual  insurance 
company  taxable  income. — For  purposes  of 
this  part,  the  mutual  insurance  company 
taxable  income  for  the  taxable  year  with  re¬ 
spect  to  a  company  described  in  paragraph 
(1)  shall  be  the  mutual  insurance  company 
taxable  income  for  the  taxable  year  (deter¬ 
mined  without  regard  to  this  subsection)  re¬ 
duced  by  the  amount  by  which — 

“(A)  the  sum  of  the  underwriting  losses 
of  such  company  for  the  6  taxable  years  prior 
to  January  1,  1963,  reduced  by  the  under¬ 
writing  gain  for  such  years,  exceeds 

“(B)  the  total  amount  by  which  the  mu¬ 
tual  insurance  company  taxable  income  was 
reduced  by  reason  of  this  subsection  for 
prior  taxable  years. 

“(3)  For  purposes  of  this  subsection — 

“(A)  The  term  ‘underwriting  loss’  means 
statutory  underwriting  loss,  computed  with¬ 
out  any  deduction  under  section  824(a). 

"(B)  The  term  ‘underwriting  gain'  means 
statutory  underwriting  income,  computed 
without  any  deduction  under  section  823(c) 
or  any  deduction  under  section  824(a) . 

“(4)  Years  to  which  subsection  applies. — 
This  subsection  shall  apply  with  respect  to 
any  taxable  year  beginning  after  December 

31,  1962,  and  before  January  1,  1968,  for 
which  the  taxpayer  is  subject  to  the  tax  im¬ 
posed  by  subsection  (a)  .” 

On  page  99,  at  the  beginning  of  line  1,  to 
strike  out  “(f)”  and  insert  “(g)”. 

On  page  102,  in  the  heading,  in  line  16, 
after  the  word  “Than”,  to  strike  out  “$900,-* 
000”  and  insert  “$1,200,000”;  in  line  23,  after 
the  word  “exceed",  to  strike  out  “$900,000” 
and  insert  “$1,200,000”;  on  page  103,  line  2, 


after  the  word  “exceeds’’,  to  strike  out  “$300,- 
000”  and  insert  “$600,000”;  in  line  4,  after 
the  word  “which”,  to  strike  out  “$900,000” 
and  insert  “$1,200,000”;  in  line  22,  after  the 
word  “exceeds”,  to  strike  out  “50”  and  in¬ 
sert  “40”;  in  line  24,  after  the  word  "ex¬ 
ceeds”,  to  strike  out  “50”  and  insert  “40”;  on 
page  104,  line  12,  after  the  word  “losses”,  to 
strike  out  “arising  in  any  one  State”  and  in¬ 
sert  “arising,  either  in  any  one  State  or 
within  200  miles  of  any  fixed  point  selected 
by  the  taxpayer,”;  on  page  105,  after  line  6, 
to  strike  out : 

“(A)  first,  an  amount  equal  to  the  excess 
of  the  statutory  underwriting  loss  for  the 
taxable  year  over  the  underwriting  loss  (as 
defined  in  paragraph  (6))  for  the  taxable 
year,”. 

And,  in  lieu  thereof,  to  insert: 

“(A)  first,  an  amount  equal  to  the  excess 
(if  any)  of  the  deduction  allowed  under 
subsection  (a)  for  the  taxable  year  over  the 
underwriting  gain  (within  the  meaning  of 
subsection  (a)  (1))  for  the  taxable  year,”. 

In  line  18,  after  the  word  “the”,  to  strike 
out  “underwriting  loss”  and  insert  “statu¬ 
tory  underwriting  loss  (reduced  by  the 
amount  referred  to  in  subparagraph  (A)”; 
on  page  108,  after  line  21,  to  strike  out: 

“(6)  Underwriting  loss  defined. — For 
purposes  of  paragraph  ( 1 ) ,  the  term  ‘under¬ 
writing  loss’  means  the  amount  by  which — 

“(A)  the  deductions  which  would  be 
taken  into  account  in  computing  taxable  in¬ 
come  under  section  832  if  the  taxpayer  were 
subject  to  the  tax  imposed  by  section  831, 
reduced  by  the  sum  of  (i)  the  deductions 
provided  in  section  822(c),  and  (ii)  the  de¬ 
duction  for  dividends  to  policyholders  pro¬ 
vided  by  section  832(c)  (11),  exceeds 

“(B)  the  amount  referred  to  in  section 
823(a)  (1)  (A).” 

On  page  113,  after  line  8,  to  strike  out: 

“(d)  Special  rule. — For  purposes  of  com¬ 
puting  the  deduction  provided  in  section 
824(a)  and  the  additions  to  the  account  pro¬ 
vided  by  section  824(c)  with  respect  to  any 
reciprocal  electing  to  be  subject  to  the  limi¬ 
tation  provided  in  subsection  (b),  such  limi¬ 
tation  shall  not  be  taken  into  account.” 

And,  in  lieu  thereof,  to  insert: 

“(d)  Special  rule. — In  applying  section 
824(d)  (1)  (D),  any  amount  which  was  added 
to  the  protection  against  loss  account  by  rea¬ 
son  of  an  election  under  this  section  shall  be 
treated  as  having  been  added  by  reason  of 
section  824(a)  (1)  (A).” 

On  page  114,  line  10,  after  the  word 
“which”,  to  strike  out  “a  reciprocal  was  al¬ 
lowed  a  credit”  and  insert  “credit  or  refund 
to  the  reciprocal  resulted”;  after  line  18,  to 
insert: 

“(d)  Exemption  from  tax. — Section  501 
(c)(15)  (relating  to  exemption  from  tax  of 
certain  mutual  insurance  companies)  is 
amended  by  striking  out  ‘$75,000’  and  in  lieu 
thereof  inserting  ‘$150,000’.” 

At  the  beginning  of  line  23,  to  strike  out 
“(d)”  and  insert  “(e)”;  on  page  115,  line 
11,  after  the  word  "fire”,  to  insert  “or  flood”; 
on  page  117,  at  the  beginning  of  line  16,  to 
strike  out  “(e)”  and  insert  “(f)”;  on  page 
118,  at  the  beginning  of  line  15,  to  strike  out 
“(f)”  and  insert  "(g)”;  on  page  119,  after 
line  18,  to  strike  out: 

“(4)  Clerical  amendment.— The  table  of 
parts  for  subchapter  L  is  amended  by  strik¬ 
ing  out  the  portion  referring  to  part  II  and 
inserting  in  lieu  thereof  the  following: 

“  ‘Part  II.  Mutual  insurance  companies 
(other  than  life  and  certain 
marine  insurance  companies 
and  other  than  fire  insurance 
companies  which  operate  on 
basis  of  perpetual  policies  or 
premium  deposits) .’  ” 

And,  in  lieu  thereof,  to  insert: 

“(4)  Clerical  amendments. — 

“(A)  The  table  of  parts  for  subchapter  L 
is  amended  by  striking  out  the  portion  re- 
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ferring  to  part  II  and  inserting  in  lieu  there¬ 


of  the  following: 

“  ‘Part  II.  Mutual  insurance  companies 
(other  than  life  and  certain 
marine  insurance  companies 
and  other  than  fire  or  flood  in¬ 
surance  companies  which  op¬ 
erate  on  basis  of  perpetual  poli¬ 
cies  or  premium  deposits).’ 

“(B)  The  heading  to  section  831  is  amend¬ 
ed  to  read  as  follows : 

" ‘Sec.  831.  Tax  on  insurance  companies 
(other  than  life  or  mutual), 
mutual  marine  insurance  com¬ 
panies,  and  certain  mutual  fire 
or  flood  insurance  companies.’ 
“(C)  The  table  of  sections  for  part  III  of 
subchapter  L  is  amended  by  striking  out  the 
portion  referring  to  section  831  and  inserting 
in  lieu  thereof  the  following: 

'“Sec.  831.  Tax  on  insurance  companies 
(other  than  life  or  mutual), 
mutual  marine  insurance  com¬ 
panies.  and  certain  mutual  fire 
or  flood  insurance  companies.’  ” 
On  page  120,  at  the  beginning  of  line  15, 
to  strike  out  "(g) ’’  and  insert  “(h)”;  in 
line  16,  after  the  word  “subsection”,  to  strike 
out  “(e)”  and  insert  “(f)”;  on  page  121,  at 
the  beginning  of  line  1,  to  change  the  sec¬ 
tion  number  from  “11”  to  “9”. 

On  page  127,  line  7,  after  the  word  “Prom” 
to  insert  the  word  “Certain”;  in  line  14,  at 
the  beginning  of  the  line,  to  strike  out  “902” 
and  insert  “902(a)  (1)”;  in  line  15,  after  the 
word  “section”,  strike  out  “957(a)”  and  in¬ 
sert  “960(a)(1)(C)”;  on  page  128,  after 
line  12,  to  strike  out: 

“(d)  Repeal  op  Section  902(d).  Subsec¬ 
tion  (d)  (relating  to  special  rules  for  certain 
wholly  owned  foreign  corporations)  is  here¬ 
by  repealed.” 

At  the  beginning  of  line  16,  to  strike  out 
“(e)”  and  insert  “(d)  ”; 

In  the  line  after  line  19,  after  the  word 
“from”  to  insert  “certain”; 

On  page  129,  line  2,  after  the  word  “sec¬ 
tion”,  strike  out  “902”  and  insert  “902(a)  (1) 
or  960(a)  (1)  (C)”; 

After  line  5,  to  strike  out : 

“(4)  Section  902  is  amended  by  striking 
out  subsection  (c)  and  inserting  in  lieu 
thereof  the  following: 

“‘(d)  Cross  References. — 

“  ‘  ( 1 )  For  inclusion  in  gross  income  of  an 
amount  equal  to  taxes  deemed  paid  under 
this  section,  see  section  78. 

«  -(2)  For  reduction  of  credit  with  respect 
to  dividends  paid  out  of  accumulated  profits 
for  years  for  which  certain  information  is 
not  furnished,  see  section  6038.’  ” 

At  the  beginning  of  line  9,  to  change  the 
subsection  letter  from  “(f)”  to  “(e)”. 

On  page  130,  after  line  12,  to  insert  a  new 
section,  as  follows: 

“Sec.  10.  Separate  limitation  on  foreign  tax 
credit  with  respect  to  certain  in¬ 
terest  income. 

“(a)  Limitation  on  Foreign  Tax  Credit. — 
Section  904  (relating  to  limitations  on  for¬ 
eign  tax  credit)  is  amended  by  redesignating 
subsection  (f)  as  subsection  (g)  and  by  in¬ 
serting  after  subsection  (e)  the  following  new 
subsection : 

“‘(f)  Application  of  Section  in  Case  of 
Certain  Interest  Income. — 

“  ‘(1)  In  general. — The  provisions  of  sub¬ 
sections  (a),  (c),  (d),  and  (e)  of  this  section 
shall  be  applied  separately  with  respect  to — 
“‘(A)  the  interest  income  described  in 
paragraph  (2) ,  and 

“‘(B)  income  other  than  the  interest  in¬ 
come  described  in  paragraph  (2) . 

“‘(2)  Interest  income  to  which  applic¬ 
able. — For  purposes  of  this  subsection,  the 
interest  income  described  in  this  paragraph 
is  interest  other  than  interest — 


“  ’(A)  derived  from  any  transaction  which 
is  directly  related  to  the  active  conduct  of  a 
trade  or  business  In  a  foreign  country  or  a 
possession  of  the  United  States, 

“‘(B)  derived  in  the  conduct  of  a  bank¬ 
ing,  financing,  or  similar  business,  or 

“‘(C)  received  from  a  corporation  in 
which  the  taxpayer  owns  at  least  10  percent 
of  the  voting  stock. 

“‘(3)  Overall  limitation  not  to  apply. — 
The  limitation  provided  by  subsection  (a) 
(2)  shall  not  apply  with  respect  to  the  in¬ 
terest  income  described  in  paragraph  (2). 
The  Secretary  or  his  delegate  shall  by  regu¬ 
lations  prescribe  the  manner  of  application 
of  subsection  (e)  with  respect  to  cases  in 
which  the  limitation  provided  by  subsection 
(a)  (2)  applies  with  respect  to  income  other 
than  the  interest  income  described  in  para¬ 
graph  (2). 

‘“(4)  Transitional  rules  for  carrybacks 

AND  CARRYOVERS. - 

“  ‘(A)  Carrybacks  to  years  prior  to  reve¬ 
nue  act  of  1962. — Where,  under  the  provi¬ 
sions  of  subsection  (d),  taxes  (i)  paid  or 
accrued  to  any  foreign  country  or  possession 
of  the  United  States  in  any  taxable  year  be¬ 
ginning  after  the  date  of  the  enactment  of 
the  Revenue  Act  of  1962  are  deemed  (ii)  paid 
or  accrued  in  one  or  more  taxable  years  be¬ 
ginning  on  or  before  the  date  of  enactment 
of  the  Revenue  Act  of  1962,  the  amount  of 
such  taxes  deemed  paid  or  accrued  shall  be 
determined  without  regard  to  the  provisions 
of  this  subsection.  To  the  extent  the  taxes 
paid  or  accrued  to  a  foreign  country  or  pos¬ 
session  of  the  United  States  in  any  taxable 
year  described  in  clause  (i)  are  not,  with  the 
application  of  the  preceding  sentence, 
deemed  paid  or  acccrued  in  any  taxable  year 
described  in  clause  (ii),  such  taxes  shall, 
for  purposes  of  applying  subsection  (d),  be 
deemed  paid  or  accrued  in  a  taxable  year 
beginning  after  the  date  of  the  enactment 
of  the  Revenue  Act  of  1962,  with  respect  to 
interest  income  described  in  paragraph  (2), 
and  with  respect  to  income  other  than  in¬ 
terest  income  described  in  paragraph  (2), 
in  the  same  ratios  as  the  amount  of  such 
taxes  paid  or  accrued  with  respect  to  interest 
income  described  in  paragraph  (2) ,  and  the 
amount  of  such  taxes  paid  or  accrued  with 
respect  to  income  other  than  interest  in¬ 
come  described  in  paragraph  (2),  respec¬ 
tively,  bear  to  the  total  amount  of  such 
taxes  paid  or  accrued  to  such  foreign  country 
or  possession  of  the  United  States. 

“‘(B)  Carryovers  to  years  after  revenue 
act  of  1962. — Where,  under  the  provisions  of 
subsection  (d),  taxes  (i)  paid  or  accrued 
to  any  foreign  country  or  possession  of  the 
United  States  in  any  taxable  year  beginning 
on  or  before  the  date  of  the  enactment  of 
the  Revenue  Act  of  1962  are  deemed  (ii) 
paid  or  accrued  in  one  or  more  taxable  years 
beginning  after  the  date  of  the  enactment 
of  the  Revenue  Act  of  1962,  the  amount  of 
such  taxes  deemed  paid  or  accrued  in  any 
year  described  in  clause  (ii)  shall,  with  re¬ 
spect  to  interest  income  described  in  para¬ 
graph  (2),  be  an  amount  which  bears  the 
same  ratio  to  the  amount  of  such  taxes 
deemed  paid  or  accrued  as  the  amount  of 
the  taxes  paid  or  accrued  to  such  foreign 
country  or  possession  for  such  year  with 
respect  to  interest  income  described  in  para¬ 
graph  (2)  bears  to  the  total  amount  of  the 
taxes  paid  or  accrued  to  such  foreign  coun¬ 
try  or  possession  for  such  year;  and  the 
amount  of  such  taxes  deemed  paid  or  ac¬ 
crued  in  any  year  described  in  clause  (ii) 
with  respect  to  income  other  than  interest 
income  described  in  paragraph  (2)  shall  be 
an  amount  which  bears  the  same  ratio  to 
the  amount  of  such  taxes  deemed  paid  or 
accrued  for  such  year  as  the  amount  of 
taxes  paid  or  accrued  to  such  foreign  coun¬ 
try  or  possession  for  such  year  with  respect 
to  income  other  than  interest  income  de¬ 


scribed  in  paragraph  (2)  bears  to  the  total 
amount  of  the  taxes  paid  or  accrued  to  such 
foreign  country  or  possession  for  such  year.’ 

“(b)  Effective  Date. — The  amendments 
made  by  subsection  (a)  shall  apply  with 
respect  to  taxable  years  beginning  after  the 
date  of  the  enactment  of  this  Act,  but  only 
with  respect  to  interest  resulting  from  trans¬ 
actions  consummated  after  April  2,  1962.” 

On  page  134,  at  the  beginning  of  line  16, 
to  change  the  section  number  from  “12”  to 
“11”;  on  page  138,  after  line  18,  to  insert: 

“(6)  Test  of  bona  fide  residence. — A 
statement  by  an  individual  who  has  earned 
income  from  sources  within  a  foreign  country 
to  the  authorities  of  that  country  that  he 
is  not  a  resident  of  that  country,  if  he  is 
held  not  subject  as  a  resident  of  that  coun¬ 
try  to  the  income  tax  of  that  country  by 
its  authorities  with  respect  to  such  earnings, 
shall  be  conclusive  evidence  with  respect 
to  such  earnings  that  he  is  not  a  bona  fide 
resident  of  that  country  for  purposes  of  sub¬ 
section  (a)(1). 

“(7)  Certain  noncase  remuneration. — If 
an  individual  who  qualifies  under  subsection 
(a)(1)  receives  compensation  from  sources 
without  the  United  States  (except  from  the 
United  States  or  any  agency  thereof)  in  the 
form  of  the  right  to  use  property  or  facilities, 
the  limitation  under  paragraph  (1)  appli¬ 
cable  with  respect  to  such  individual — 

“(A)  for  a  taxable  year  ending  in  1963, 
shall  be  increased  by  an  amount  equal  to 
the  amount  of  such  compensation  so  re¬ 
ceived  during  such  taxable  year; 

“(B)  for  a  taxable  year  ending  in  1964, 
shall  be  increased  by  an  amount  equal  to 
two-thirds  of  such  compensation  so  received 
during  such  taxable  year;  and 

“(C)  for  a  taxable  year  ending  in  1965, 
shall  be  increased  by  an  amount  equal  to 
one-third  of  such  compensation  so  received 
during  such  taxable  year.” 

On  page  141,  after  line  3,  to  strike  out: 

“Sec.  13.  Controlled  foreign  corporations. 

“(a)  In  General. — Part  III  of  subchapter 
N  of  chapter  1  (relating  to  income  from 
sources  without  the  United  States)  is 
amended  by  adding  at  the  end  thereof  the 
following  new  subpart: 

“  ‘Subpart  F — Controlled  Foreign  Corpora¬ 
tions. 

“  ‘Sec.  951.  Amounts  included  in  gross  in¬ 
come  of  United  States  persons. 
“  ‘Sec.  952.  Subpart  F  income  defined. 

“  ‘Sec.  953.  Investment  of  earnings  in  non¬ 
qualified  property. 

“  ‘Sec.  954.  Controlled  foreign  corporations. 
“  ‘Sec.  955.  Rules  for  determining  stock 
ownership. 

“  ‘Sec.  956.  Exclusion  from  gross  income  of 
previously  taxed  earnings  and 
profits. 

“  ‘Sec.  957.  Special  rules  for  foreign  tax 
credit. 

“  ‘Sec.  958.  Adjustments  to  basis  of  stock 
in  controlled  foreign  corpora- 
”  tions  and  of  other  property. 

“  ‘Sec.  951.  Amounts  included  in  gross  in¬ 
come  of  United  States  persons, 
“‘(a)  Amounts  Included. — 

“‘(1)  In  general. — If  a  foreign  corpora¬ 
tion  is  a  controlled  corporation  on  any  day  of 
a  taxable  year  beginning  after  December  31, 
1962  every  United  States  person  (as  defined 
in  section  7701  (a)  (30))  who  owns  (within 
the  meaning  of  section  955(a))  stock  in 
such  corporation  on  the  last  day,  in  such 
year,  on  which  such  corporation  is  a  con¬ 
trolled  foreign  corporation  shall  include  in 
his  gross  income,  for  his  taxable  year  in 
which  or  with  which  such  taxable  year  of  the 
corporation  ends — 

“  <(A)  his  pro  rata  share  (determined  un¬ 
der  paragraph  (2) )  of  the  corporation’s  sub¬ 
part  F  income  for  such  year,  and 


No.  154 - 4 


16776 


CONGRESSIONAL  RECORD  —  SENATE  August  28 


"•IB)  his  pro  rata  share  (determined  un¬ 
der  section  963(a)(2),  of  the  corporation’s 
increase  in  earnings  invested  In  nonqualified 
property  for  such  year  (but  only  to  the  ex¬ 
tent  not  excluded  from  gross  income  under 
section  956(a)(2)). 

“‘(2)  Pro  rata  share  of  subfart  f  in- 
come— The  pro  rata  share  referred  to  in 
paragraph  (1)  (A)  in  the  case  of  any  United 
States  persons  is  the  amount— 

“‘(A)  which  would  have  been  distributed 
with  respect  to  the  stock  which  such  person 
owns  (within  the  meaning  of  section  955(a) ) 
in  such  corporation  if  on  the  last  day,  in  its 
taxable  year,  on  which  the  corporation  is  a 
controlled  foreign  corporation  it  had  dis¬ 
tributed  pro  rata  to  its  shareholders  an 
amount  (i)  which  bears  the  same  ratio  to 
its  subpart  P  income  for  the  taxable  year, 
as  (ii)  the  part  of  such  year  during  which 
the  corporation  is  a  controlled  foreign  cor¬ 
poration  bears  to  the  entire  year,  reduced  by 
“  ‘(B)  the  amount  of  any  distribution  re¬ 
ceived  by  any  other  United  States  person  dur¬ 
ing  such  year  as  a  dividend  with  respect  to 
such  stock. 

“  ‘(3)  Limitation  on  amount  of  pro  rata 

SHARE  OF  INVESTMENT  IN  NONQUALIFIED  PROP¬ 
ERTY  INCLUDED  IN  GROSS  INCOME. - For  pur¬ 

poses  of  paragraph  (1)(B),  the  pro  rata 
share  of  any  United  States  person  in  the  in¬ 
crease  of  the  earnings  of  a  controlled  foreign 
corporation  invested  in  nonqualified  prop¬ 
erty  shall  not  exceed  an  amount  (A)  which 
bears  the  same  ratio  to  his  pro  rata  share  of 
such  increase  (as  determined  under  section 
953(a)(2))  for  the  taxable  year,  as  (B)  the 
part  of  such  year  during  which  the  corpora¬ 
tion  is  a  controlled  foreign  corporation  bears 
to  the  entire  year. 

“‘(b)  Less  Than  10  Percent  Owner¬ 
ship. — No  person  shall  be  required  to  include 
any  amount  in  gross  income  under  subsec¬ 
tion  (a)  unless  he  can  be  considered,  by  ap¬ 
plying  the  rules  of  ownership  of  section  955 
(b),  as  owning,  directly  or  indirectly,  on  any 
day  during  the  taxable  year  of  the  corpora¬ 
tion  on  which  it  was  a  controlled  foreign 
corporation,  10  percent  or  more  of  the  total 
combined  voting  power  of  all  classes  of  stock, 
or  of  the  total  value  of  shares  of  all  classes 
of  stock,  of  such  corporation. 

“‘(c)  Coordination  With  Election  of  a 
Foreign  Investment  Company  To  Distribute 
Income. — A  United  States  person  who,  for  his 
taxable  year,  is  a  qualified  shareholder  (with¬ 
in  the  meaning  of  section  1247(c) )  of  a  for¬ 
eign  investment  company  with  respect  to 
which  an  election  under  section  1247  is  in 
effect  shall  not  be  required  to  include  in 
gross  income,  for  such  taxable  year,  subpart 
F  income  of  such  company. 

“  ‘Sec.  952.  Subpart  F  income  defined. 

“‘(a)  In  General. — 

‘“(1)  Items  taken  into  account. — For 
purposes  of  this  subpart,  the  term  “subpart 
F  income”  means,  in  the  case  of  any  con¬ 
trolled  foreign  corporation,  the  sum  of — 
‘“(A)  income  derived  from  insurance  of 
United  States  risks  (as  determined  under 
subsection  (b)), 

“  ‘(B)  income  from  United  States  patents, 
copyrights,  and  exclusive  formulas  and  proc¬ 
esses  (as  determined  under  subsection  (c) ) , 
and 

“‘(C)  the  net  foreign  base  company  in¬ 
come  (as  determined  under  subsection  (d) ) , 
except  that  this  subparagraph  shall  apply 
only  in  the  case  of  a  controlled  foreign 
corporation  in  which  5  or  fewer  United  States 
persons  own,  by  applying  the  rules  of  owner¬ 
ship  of  section  955(b),  more  than  50  per¬ 
cent  of  the  total  combined  voting  power  of 
all  classes  of  stock  entitled  to  vote. 

(2)  Exclusion  of  united  states  in- 
^«ME.T~Sut>part  p  income  does  not  include 
tins  ehiilt u5? ible  ln  gross  income  under 
come  denveVfromsman  thl8  subpart)  in- 

erivea  from  sources  within  the  United 


States  of  a  foreign  corporation  engaged  in 
trade  or  business  in  the  United  States. 

“  ‘(3)  Not  to  exceed  earnings  and  profits. — • 
The  subpart  F  income  of  any  controlled  for¬ 
eign  corporation  for  any  taxable  year  shall 
not  exceed  the  earnings  and  profits  of  such 
corporation  for  such  year. 

“‘(b)  Income  From  Insurance  of  United 
States  Risks. — 

“‘(1)  General  rule. — If  a  controlled  for¬ 
eign  corporation  receives  premiums  or  other 
consideration  in  respect  of  any  reinsurance 
or  the  issuing  of  any  insurance  or  annuity 
contract — 

“  ‘(A)  in  connection  with  property  in,  or 
residents  of,  the  United  States,  or 

“  ‘(B)  in  connection  with  property  not 
in,  or  nonresidents  of,  the  United  States  as 
the  result  of  any  arrangement  whereby  an¬ 
other  corporation  receives  a  substantially 
equal  amount  of  premiums  or  other  consid¬ 
eration  in  respect  of  any  reinsurance  or  the 
issuing  of  any  insurance  or  annuity  con¬ 
tract  in  connection  with  property  in,  or  resi¬ 
dents  of,  the  United  States, 
then  for  purposes  of  subsection  (a)(1)(A), 
the  term  “income  derived  from  the  insur¬ 
ance  of  United  States  risks”  means  that  in¬ 
come  which  (subject  to  the  modifications 
provided  by  subparagraphs  (A),  (B),  and 
(C)  of  paragraph  (2) )  would  be  taxed  under 
subchapter  L  of  this  chapter  if  such  corpora¬ 
tion  were  a  domestic  corporation. 

“  ‘  (2)  Special  Rules. — For  purposes  of 
paragraph  (1)  — 

“  ‘  (A)  In  the  application  of  part  I  of  sub¬ 
chapter  L,  life  insurance  company  taxable 
income  is  the  gain  from  operations  as  de¬ 
fined  in  section  809(b) . 

“  ‘  (B)  A  corporation  which  would,  if  it 
were  a  domestic  corporation,  be  taxable  un¬ 
der  part  II  of  subchapter  L  shall  apply  para¬ 
graph  (1)  as  if  it  were  taxable  under  part 
III  of  subchapter  L. 

“ '  (C)  The  following  provisions  of  sub¬ 
chapter  L  shall  not  apply : 

“‘(i)  Section  809(d)  (4)  (operations  loss 
deduction) . 

“  ‘(ii)  Section  809(d)  (5)  (certain  nonpar¬ 
ticipating  contracts). 

“  ‘ (iii)  Section  809(d)(6)  (group  life,  ac¬ 
cident,  and  health  insurance) . 

“'(iv)  Section  809(d)  (10)  (small  business 
deduction) . 

“‘(v)  Section  817(b)  (gain  on  property 
held  on  December  31,  1958,  and  certain  sub¬ 
stituted  property  acquired  after  1958) . 
“‘(vi)  Section  832(b)(5)  (certain  capital 

losses) . 

“  ‘(D)  “Gross  amounts”  to  the  extend  pro¬ 
vided  in  section  809(c)  (1)  and  (2),  less  “in¬ 
crease  in  certain  reserves”  as  defined  in  sec¬ 
tion  809(d)(2),  and  “premiums  earned”  as 
defined  in  section  832(b)  (4)  shall  be  taken 
into  account  only  to  the  extent  they  are  in 
respect  to  any  reinsurance  or  the  issuing  of 
any  reinsurance  or  the  issuing  of  any  insur¬ 
ance  or  annuity  contract  described  in  para¬ 
graph  (1). 

“‘(E)  All  items  of  income  (other  than 
those  taken  into  account  under  subpara¬ 
graph  (D) )  and  all  items  of  expenses,  losses, 
and  deductions  shall  be  properly  allocated 
or  apportioned  under  regulations  prescribed 
by  the  Secretary  or  his  delegate. 

“‘(c)  Income  From  United  •  States  Pat¬ 
ents,  Copyrights,  and  Exclusive  Formulas 
and  Processes. — 

“  ‘  ( 1 )  General  rule. — For  purposes  of 
subsection  (a)(1)(B),  the  term  “income 
from  United  States  patents,  copyrights,  and 
exclusive  formulas  and  processes”,  means 
the  amount  of  gross  rentals,  royalties,  or 
other  income  derived  from  the  license,  sub- 
license,  sale,  exchange,  use,  or  other  means 
of  exploitation  of  patents,  copyrights,  and 
exclusive  formulas  and  processes — 

“‘(A)  substantially  developed,  created,  or 
produced  in  the  United  States,  or 


'“(B)  acquired  from  any  United  States 
person  which,  directly  or  indirectly,  owns  or 
controls,  or  is  owned  or  controlled  by,  or  is 
under  common  ownership  or  control  with, 
the  controlled  foreign  corporation, 
less  the  cost  and  expense  allowance  defined 
in  paragraph  (2) . 

“‘(2)  Cost  and  expense  allowance. — An 
allowance  shall  be  made,  in  accordance  with 
regulations  prescribed  by  the  Secretary  or 
his  delegate,  for  ordinary  and  necessary  ex¬ 
penses  incurred  by  the  controlled  foreign 
corporation  in  the  receipt  or  production  of 
the  income  described  in  paragraph  ( 1 ) ,  in¬ 
cluding  taxes  and  any  amortization  or  depre¬ 
ciation  of  the  cost  to  such  corporation  of 
such  property  or  rights  described  in  para¬ 
graph  (1),  but  not  including  any  produc¬ 
tion,  manufacturing,  or  similar  expenses  in¬ 
curred  in  the  use  or  other  means  of  exploita¬ 
tion  of  such  property  or  rights. 

“‘(3)  Determination  of  income  from 
use. — The  income  from  use  or  other  means 
of  exploitation  by  the  controlled  foreign  cor¬ 
poration  of  the  property  or  right  described  in 
paragraph  (1)  shall  be  the  amount  which 
would  be  obtained  as  a  gross  rent,  royalty, 
or  other  payment  in  an  arm’s  length  trans¬ 
action  with  an  unrelated  person  for  similar 
use  or  exploitation,  of  the  property  or  right. 

“‘(d)  Net  Foreign  Base  Company  In¬ 
come. — For  purposes  of  subsection  (a)(1) 
(C),  the  term  “net  foreign  base  company 
income”  means — 

“‘(1)  the  foreign  base  company  income 
for  the  taxable  year,  determined  under  sub¬ 
section  (c),  reduced  by 

“  ‘(2)  the  increase  in  investment  in  quali¬ 
fied  property  in  less  developed  countries  for 
the  taxable  year,  determined  under  subsec¬ 
tion  (f). 

‘‘‘(e)  Foreign  Base  Company  Income. — 

“‘(1)  In  general. — For  purposes  of  sub¬ 
section  (d)  (1),  the  term  “foreign  base  com¬ 
pany  income”  means  the  foreign  personal 
holding  company  income  (as  defined  in  sec¬ 
tion  553)  for  the  taxable  year,  modified  and 
adjusted  as  provided  in  this  subsection. 

“‘(2)  Certain  sales  income  included. — 
The  term  “foreign  base  company  income” 
includes  foreign  base  company  sales  income 
if,  for  the  taxable  year,  such  income  is  equal 
to  at  least  20  percent  of  the  gross  income  of 
the  foreign  corporation  (not  including  for 
this  purpose  other  foreign  base  company  in¬ 
come  under  this  subsection).  For  purposes 
of  this  paragraph,  the  term  “foreign  base 
company  sales  income”  means  income 
(whether  in  the  form  of  profits,  commis¬ 
sions,  fees,  or  otherwise)  derived  in  connec¬ 
tion  with  the  purchase  of  personal  property 
from  a  related  person  and  its  sale  to  any 
person,  or  the  purchase  of  personal  prop¬ 
erty  from  any  persons  and  its  sale  to  a  re¬ 
lated  person,  where — 

“‘(A)  the  property  which  is  purchased  is 
manufactured,  produced,  grown,  or  ex¬ 
tracted  outside  the  country  under  the  laws 
of  which  the  controlled  foreign  corporation 
is  created  or  organized,  and 

“‘(B)  the  property  is  sold  for  use,  con¬ 
sumption,  or  disposition  outside  such  foreign 
country. 

For  purposes  of  the  preceding  sentence,  a 
person  is  a  related  person  with  respect  to 
the  controlled  foreign  corporation  if  he,  di¬ 
rectly  or  indirectly,  owns  or  controls,  or  is 
owned  or  controlled  by,  or  is  under  common 
ownership  or  control  with,  the  controlled 
foreign  corporation. 

“‘(3)  Rents  included  without  regard  to 
50-percent  limitation. — All  rents  shall  be 
included  in  foreign  base  company  income 
without  regard  to  whether  or  not  such  rents 
constitute  more  than  50  percent  of  gross  in¬ 
come. 

“‘(4)  Insurance  and  patent  income  ex¬ 
cluded. — The  term  “foreign  base  company  in¬ 
come”  does  not  include  any  income  derived 
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from  insurance  of  United  States  risks  (as 
determined  under  subsection  (b) )  or  income 
from  United  States  patents,  copyrights,  and 
exclusive  formulas  and  processes  (as  deter¬ 
mined  under  subsection  (c) ) . 

“‘(5)  Income  OF  CERTAIN  BANKS  AND  BANK- 
CONTROLLED  CORPORATIONS  EXCLUDED. - The 

term  “foreign  base  company  income”  does 
not  include — 

‘“(A)  the  income  of  any  corporation  de¬ 
scribed  in  section  552(b)  (relating  to  excep¬ 
tion  for  banks  and  exempt  corporations),  or 
“  ‘(B)  the  income  of  any  foreign  corpora¬ 
tion  if  50  percent  or  more  of  the  fair  market 
value  of  its  outstanding  stock  is  owned  di¬ 
rectly  or  indirectly  by  a  domestic  corpora¬ 
tion  which  is  either  organized  under  sec¬ 
tion  25(a)  of  the  Federal  Reserve  Act  (12 
U.S.C.,  secs.  611-631),  or  has  an  agreement  or 
understanding  with  the  Board  of  Governors 
of  the  Federal  Reserve  System  under  sec¬ 
tion  25  of  the  Federal  Reserve  Act  (12  U.S.C., 
secs.  601-604),  if  all  of  the  stock  (except 
qualifying  shares)  of  the  domestic  corpora¬ 
tion  is  owned  by  a  national  or  State  bank 
which  is  a  member  of  the  Federal  Reserve 
System. 

“‘(6)  Special  rule  where  foreign  base 

COMPANY  INCOME  IS  LESS  THAN  20  PERCENT  OR 
MORE  THAN  80  PERCENT  OF  GROSS  INCOME. - For 

purposes  of  this  subsection — 

"  ‘(A)  If  the  foreign  base  company  income 
(determined  without  regard  to  paragraph 
(7) )  is  less  than  20  percent  of  gross  income, 
no  part  of  the  gross  income  of  the  taxable 
year  shall  be  treated  as  foreign  base  company 
income. 

“  ‘(B)  If  the  foreign  base  company  income 
(determined  without  regard  to  paragraph 
(7) )  exceeds  80  percent  of  gross  income,  the 
entire  gross  income  of  the  taxable  year  shall 
be  taken  into  account  in  determining  for¬ 
eign  base  company  income. 

“‘(7)  Deductions  to  be  taken  into  ac¬ 
count. — The  foreign  base  company  income 
for  the  taxable  year  shall  be  reduced  so  as  to 
take  into  account  deductions  (including 
taxes)  properly  allocable  to  such  income. 

“‘(f)  Investment  in  Qualified  Property 
in  Less  Developed  Countries. — 

“  ‘  ( 1 )  General  rule. — For  purposes  of  sub¬ 
section  (d)  (2),  the  increase  in  investment  in 
qualified  property  in  less  developed  coun¬ 
tries  for  any  taxable  year  is  the  amount  by 
which — 

“‘(A)  the  aggregate  amount  of  property 
described  in  sections  953(b)  (2)  (C)  and  (D) 
and  property  (including  money)  which  is 
located  outside  the  United  States  and  is  or¬ 
dinary  and  necessary  for  the  active  conduct 
of  a  qualified  trade  or  business  described  in 
section  953(b)  (3)  (A)  (ii)  held  at  the  close 
of  the  taxable  year,  exceeds 

‘“(B)  the  aggregate  amount  of  property 
described  in  subparagraph  (A)  held  at  the 
close  of  the  preceding  taxable  year. 

“  ‘(2)  Investments  after  close  of  year. — 
Under  regulations  prescribed  by  the  Secre¬ 
tary  or  his  delegate,  a  controlled  foreign  cor¬ 
poration  may  elect  to  make  the  determina¬ 
tions  under  subparagraphs  (A)  and  (B)  of 
paragraph  (1)  as  of  the  close  of  the  75th 
day  after  the  close  of  each  taxable  year. 

“‘(3)  Amount  attributable  to  proper¬ 
ty. — The  amount  taken  into  account  under 
paragraph  (1)  with  respect  to  any  property 
shall  be  its  adjusted  basis,  reduced  by  any 
liability  to  which  the  property  is  subject. 

“  ‘Sec.  953.  Investment  of  earnings  in  non¬ 
qualified  property. 

“‘(a)  General  Rules. — For  purposes  of 
this  subpart — 

"‘(1)  Amount  of  investment. — The 
amount  of  earnings  of  a  controlled  foreign 
corporation  invested  in  nonqualified  prop¬ 
erty  at  the  close  of  any  taxable  year  is  the 
aggregate  amount  of  such  property  held  at 
the  close  of  the  taxable  year,  to  the  extent 
such  amount  does  not  exceed  the  sum  of 
(A)  the  earnings  and  profits  for  the  taxable 


year,  and  (B)  the  earnings  and  profits  accu¬ 
mulated  for  prior  taxable  years  beginning 
after  December  31, 1962. 

“‘(2)  Pro  rata  share  of  increase  for 
year. — In  the  case  of  any  United  States  per¬ 
son,  the  pro  rata  share  of  the  increase  for  any 
taxable  year  in  the  earnings  of  a  controlled 
foreign  corporation  invested  in  a  nonquali¬ 
fied  property  is  the  amount  determined  by 
subtracting — 

“‘(A)  his  pro  rata  share  of  the  amount 
determined  under  paragraph  (1)  for  the  close 
of  the  preceding  taxable  year,  reduced  by 
amounts  paid  during  the  taxable  year  to 
which  section  956(c)  (1)  applies,  from 

“‘(B)  his  pro  rata  share  of  the  amount 
determined  under  paragraph  (1)  for  the  close 
of  the  taxable  year. 

"  ‘  ( 3 )  Amount  attributable  to  property . — 
The  amount  taken  into  account  under  para¬ 
graph  (1)  or  (2)  with  respect  to  any  property 
shall  be  its  adjusted  basis,  reduced  by  any 
liability  to  which  the  property  is  subject. 

“‘(b)  Nonqualified  Property  Defined. — 
For  purposes  of  this  subpart — 

“  *(1)  Generad  rule. — The  term  “nonquali¬ 
fied  property”  means  any  money  or  other 
property  (tangible  or  intangible)  acquired 
after  December  31,  1962,  which  is  not  quali¬ 
fied  property. 

“‘(2)  Qualified  property. — The  term 
“qualified  property”  means — 

“  ‘(A)  Auy  money  or  other  property  which 
is  located  in  the  United  States,  but  only  if 
ordinary  and  necessary  for  the  active  conduct 
of  a  qualified  trade  or  business  (as  deter¬ 
mined  under  paragraph  (3))  carried  on  by 
the  controlled  foreign  corporation. 

“  ‘(B)  Property  which  would  qualify  under 
subparagraph  (A)  except  for  the  fact  that  it 
is  located  in  the  United  States,  but  only  of 
such  property  is — 

“‘(i)  obligations  of  the  United  States, 
money,  or  deposits  with  persons  carrying  on 
the  banking  business; 

“‘(ii)  property  purchased  in  the  United 
States  for  export  to,  or  for  use  in,  foreign 
countries;  or 

«  ‘(iii)  any  loan  arising  in  connection  with 
the  sale  of  property  if  the  amount  of  such 
loan  outstanding  at  no  time  during  the  tax¬ 
able  year  exceeds  the  amount  which  would 
be  ordinary  and  necessary  to  carry  on  the 
trade  or  business  of  both  the  lending  cor¬ 
poration  and  the  borrowing  United  States 
person  had  the  sale  been  made  between  un¬ 
related  persons. 

“‘(C)  Stock  owned  by  the  controlled  for¬ 
eign  corporation  in  another  controlled  for¬ 
eign  corporation  in  which  it  owns  at  least 
10  percent  of  the  voting  stock  and  10  percent 
of  the  value  of  all  classes  of  stock  and  in 
which  it  together  with  four  or  fewer  United 
States  persons,  owns,  directly  or  indirectly, 
more  than  50  percent  of  the  voting  stock 
(unless  under  the  laws  of  a  less  developed 
country  such  percentage  of  ownership  is  not 
permitted,  in  which  case  such  lesser  percent¬ 
age  as  is  permitted);  but  this  subparagraph 
shall  apply  only  if — 

“  ‘ (i)  substantially  all  of  the  property  of 
such  other  controlled  foreign  corporation  is 
ordinary  and  necessary  for  the  active  con¬ 
duct  of  a  trade  or  business  engaged  in  by  it 
almost  wholly  within  a  less  developed  coun¬ 
try  or  countries,  and 

“‘(ii)  such  other  controlled  foreign  cor¬ 
poration  is  created  or  organized  under  the 
laws  of  one  of  such  countries  in  which  it  is 
so  engaged. 

“‘(D)  Any  investment  which  is  required 
because  of  restrictions  imposed  by  a  less 
developed  country,  and  any  investment 
which,  when  made,  was  so  required  and 
which  would  result  in  substantial  losses  if 
withdrawn. 

«« Qualified  trade  or  business. 

“‘(A)  A  trade  or  business  is  a  qualified 
trade  or  business  if  such  trade  or  business 
(or  substantially  the  same  trade  or  busi¬ 
ness) — 


'“(i)  is  carried  on  by  the  controlled  for¬ 
eign  corporation  outside  the  United  States 
and  has  been  so  carried  on  by  such  corpora¬ 
tion,  while  controlled  by  substantially  the 
same  United  States  persons  since  December 
31,  1962,  or  during  the  5-year  period  ending 
with  the  close  of  the  preceeding  taxable 
year,  or 

‘“(ii)  is  carried  on  by  the  controlled  for¬ 
eign  corporation  almost  wholly  within  a  less 
developed  country  or  countries. 

“  ‘(B)  A  trade  or  business  which  is  a  quali¬ 
fied  trade  or  business  for  a  corporation  in 
which  the  controlled  foreign  corporation 
owns  at  least  80  percent  of  the  total  com¬ 
bined  voting  power  of  all  classes  of  stock 
entitled  to  vote  and  at  least  80  percent  of 
the  total  value  of  all  classes  of  stock  shall 
be  treated  as  a  qualified  trade  or  business  for 
the  controlled  foreign  corporation  if  such 
percentage  of  stock  was  owned  continuously 
since  December  31,  1962,  or  during  the  5- 
year  period  ending  with  the  close  of  the  pre¬ 
ceding  taxable  year. 

“‘(4)  Situs  of  certain  property. — Prop¬ 
erty  which  is  an  obligation  of,  or  pledges  and 
guarantees  made  with  respect  to  obligations 
of.  United  States  persons  shall  be  considered 
as  property  located  in  the  United  States. 

“  ‘(5)  Less  developed  country  defined. — 
The  term  “less  developed  country”  means  (in 
respect  of  any  foreign  corporation)  any 
foreign  country  (other  than  an  area  within 
the  Sino  Soviet  bloc)  or  any  possession  of 
the  United  States,  with  respect  to  which  on 
the  first  day  of  the  taxable  year,  there  is  in 
effect  an  Executive  order  by  the  President 
of  the  United  States  designating  such  coun¬ 
try  or  possession  as  an  economically  less 
developed  country  for  purposes  of  this  sub- 
part.  For  purposes  of  the  preceding  sen¬ 
tence,  an  oversea  territory,  department,  prov¬ 
ince,  or  possession  may  be  treated  as  a 
separate  country.  No  designation  shall  be 
made  under  this  paragraph  with  respect  to 
Australia,  Austria,  Belgium,  Canada,  Den¬ 
mark,  France,  Germany  (Federal  Republic) , 
Hong  Kong,  Italy,  Japan,  Liechtenstein, 
Luxembourg,  Monaco,  Netherlands,  New 
Zealand,  Norway,  Union  of  South  Africa,  San 
Marino,  Sweden,  Switzerland,  United  King¬ 
dom. 


“  ‘Sec.  954.  Controlled  foreign  corporations. 

‘“(a)  General  Rule. — For  purposes  of 
this  subpart,  the  term  “controlled  foreign 
corporation”  means  any  foreign  corporation 
of  which  more  than  50  percent  of  the  total 
combined  voting  power  of  all  classes  of  stock 
entitled  to  vote  is  owned,  directly  or  indi¬ 
rectly  (within  the  meaning  of  section  955 
(b)),  by  United  States  persons  on  any  day 
during  the  taxable  year  of  such  foreign 
corporation. 

“‘(b)  Special  Rule  for  Insurance. — For 
purposes  only  of  taking  into  account  income 
described  in  section  952(a)(1)(A)  (relating 
to  income  derived  from  insurance  of  United 
States  risks),  the  term  "controlled  foreign 
corporation”  includes  not  only  a  foreign 
corporation  as  defined  by  subsection  (a)  but 
also  one  of  which  more  than  25  percent  of 
the  total  combined  voting  power  of  all  classes 
of  stock  is  owned,  directly  or  indirectly 
(within  the  meaning  of  section  955(b)),  by 
United  States  persons  on  any  day  during  the 
taxable  year  of  such  corporation,  if  the  gross 
amount  of  premiums  or  other  consideration 
in  respect  of  reinsurance  or  the  issuing  of 
insurance  or  annuity  contracts  in  connection 
with  property  in,  or  residents  of,  the  United 
States,  exceeds  75  percent  of  the  gross 
amount  of  all  premiums  or  other  considera¬ 
tion  in  respect  of  all  risks. 

“‘(c)  Special  Rule  for  Certain  Less  De¬ 
veloped  Countries. — In  the  case  of  any  for¬ 
eign  corporation  to  which  section  953(b) 
(2)  (C)  applies,  the  maximum  percentage  of 
ownership  permitted  under  the  laws  of  a  less 
developed  country  shall  be  considered,  in 
lieu  of  the  more  than  50  percent  requirement 
in  subsection  (a),  the  percentage  required 


CONGRESSIONAL  RECORD  —  SENATE 


16778 


under  subsection  (a)  in  order  for  the  cor¬ 
poration  to  be  classified  as  a  controlled  for¬ 
eign  corporation. 

«  ‘gee.  9 55.  Rules  for  determining  stock  own¬ 
ership 

‘“(a)  For  Purposes  of  Section  951(a). 

‘‘‘(1)  General  rule.  For  purposes  of  sec¬ 
tion  951(a).  stock  owned  means — 

“‘(A)  stock  owned  directly,  and 

‘“(B)  stock  owned  with  the  application 
of  paragraph  (2). 

‘“(2)  Stock  ownership  through  foreign 
entities. — For  purposes  of  subparagraph  (B) 
of  paragraph  (1),  stock  owned,  directly  or 
indirectly,  by  or  for  a  foreign  corporation, 
foreign  partnership,  or  foreign  trust  or  for¬ 
eign  estate  (within  the  meaning  of  section 
7701(a)  (31))  shall  be  considered  as  being 
owned  proportionately  by  its  shareholders, 
partners,  or  beneficiaries.  Stock  considered 
to  be  owned  by  a  person  by  reason  of  the 
application  of  the  preceding  sentence  shall, 
for  purposes  of  applying  such  sentence,  be 
treated  as  actually  owned  by  such  person. 

“  ‘(3)  Special  rule  for  mutual  insurance 
companies. — For  purposes  of  applying  para¬ 
graph  (1)  in  the  case  of  a  foreign  mutual 
insurance  company,  the  term  "stock”  shall 
include  any  certificate  entitling  the  holder 
to  voting  power  in  the  corporation. 

“‘(b)  Other  Provisions.  For  purposes 
of  sections  951(b),  952(a)(1)(C),  and  954, 
section  318(a)  (relating  to  constructive  own¬ 
ership  of  stock)  shall  apply  to  the  extent 
that  the  effect  is  to  subject  a  United  States 
person  to  the  requirement  of  section  951(a), 
to  treat  5  or  fewer  United  States  persons  as 
owning  more  than  50  percent  of  all  classes 
of  stock  entitled  to  vote  of  a  controlled  for¬ 
eign  corporation,  or  to  make  a  foreign  cor¬ 
poration  a  controlled  foreign  corporation 
under  section  954,  except — 

“‘(1)  In  applying  paragraph  (1)  (A)  of 
section  318(a),  stock  owned  by  a  nonresident 
alien  individual  (other  than  a  foreign  trust 
or  foreign  estate)  shall  not  be  considered  as 
owned  by  a  citizen  or  by  a  resident  alien 
individual. 

“‘(2)  In  applying  the  first  sentence  of 
subparagraphs  (A)  and  (B),  and  in  applying 
clause  (i)  of  subparagraph  (C),  of  section 
318(a)  (2)  — 

“‘(A)  if  a  partnership,  estate,  trust,  or 
corporation  owns,  directly  or  indirectly,  more 
than  50  percent  of  the  total  combined  vot¬ 
ing  power  of  all  classes  of  stock  entitled  to 
vote  of  a  corporation,  it  shall  be  considered 
as  owning  all  the  stock  entitled  to  vote,  and 

“‘(B)  if  a  partnership,  estate,  trust,  or 
corporation  owns,  directly  or  indirectly,  more 
than  60  percent  of  the  total  value  of  shares 
of  all  classes  of  stock  of  a  corporation,  it 
shall  be  considered  as  owning  the  total  value 
of  all  of  the  outstanding  stock  of  such  cor¬ 
poration.  The  application  of  this  subpara¬ 
graph  shall  not  have  the  effect  of  increasing 
voting  power  of  a  partner,  beneficiary,  or 
shareholder,  for  purposes  of  subparagraph 
(A). 

“‘(3)  Stock  owned  by  a  partnership,  es¬ 
tate,  trust,  or  corporation,  by  reason  of  the 
application  of  the  second  sentence  of  sub- 
paragraphs  (A)  and  (B),  and  the  applica¬ 
tion  of  clause  (ii)  of  subparagraph  (C),  of 
section  318(a)  (2) ,  shall  not  be  considered  as 
owned  by  such  partnership,  estate,  trust,  or 
corporation,  for  the  purposes  of  applying  the 
first  sentence  of  subparagraphs  (A)  and  (B), 
and  in  applying  clause  (i)  of  subparagraph 
(C) ,  of  section  318(a)  (2) . 

“‘(4)  In  applying  clause  (i)  of  subpara¬ 
graph  (C)  of  section  318(a)(2),  the  50-per¬ 
cent  limitation  contained  in  subparagraph 
(C)  shall  not  apply. 

Sec.  956.  Exclusion  from  gross  income  of 
previously  taxed  earnings  and' 
profits. 
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ble  year  of  a  foreign  corporation  attributable 
to  amounts  which  are,  or  have  been,  in¬ 
cluded  in  the  gross  income  of  a  United  States 
person  under  section  951(a)  shall  not, 
when — 

“‘(1)  such  amounts  are  distributed  to,  or 

“‘(2)  such  amounts  would,  but  for  this 
subsection,  be  included  under  section  951(a) 
(1)  (B)  in  the  gross  income  of, 
such  person  (or  any  other  United  States  per¬ 
son  who  acquires  from  any  person  any  por¬ 
tion  of  the  interest  of  such  United  States 
person  in  such  foreign  corporation,  but  only 
to  the  extent  of  such  portion,  and  subject  to 
such  proof  of  the  identity  of  such  interest  as 
the  Secretary  or  his  delegate  may  by  regu¬ 
lations  prescribe)  directly,  or  indirectly 
through  a  chain  of  ownership  described  un¬ 
der  section  955(a),  be  again  included  in  the 
gross  income  of  such  United  States  person  (or 
of  such  other  United  States  person) . 

“‘(b)  Exclusion  From  Gross  Income  of 
Certain  Foreign  Subsidiaries. — For  purposes 
of  section  951(a),  the  earnings  and  profits 
for  a  taxable  year  of  a  controlled  foreign 
corporation  attributable  to  amounts  which 
are,  or  have  been,  included  in  the  gross  in¬ 
come  of  a  United  States  person  under  sec¬ 
tion  951(a),  shall  ‘  not,  when  distributed 
through  a  chain  of  ownership  described  un¬ 
der  section  955(a),  be  also  included  in  the 
gross  income  of  another  controlled  foreign 
corporation  in  such  chain  for  purposes  of 
the  application  of  section  951(a)  to  such 
other  controlled  foreign  corporation  with  re¬ 
spect  to  such  United  States  person  (or  to  any 
other  United  States  person  who  acquires 
from  any  person  any  portion  of  the  interest 
of  such  United  States  person  in  the  con¬ 
trolled  foreign  corporation,  but  only  to  the 
extent  of  such  portion,  and  subject  to  such 
proof  of  identity  of  such  interest  as  the 
Secretary  or  his  delegate  may  prescribe  by 
regulations) . 

“  ‘(c)  Allocations  of  Distributions.— For 
purposes  of  subsections  (a)  and  (b),  section 
316(a)  shall  be  applied  by  applying  para¬ 
graph  (2)  thereof,  and  then  paragraph  (1) 
thereof — 

“  ‘(1)  first  to  earnings  and  profits  attribu¬ 
table  to  amounts  included  in  gross  income 
under  section  951(a)  (1)  (B)  (or  which  would 
have  been  Included  except  for  section  956 
(a)(2)), 

“  ‘(2)  then  to  earnings  and  profits  attribu¬ 
table  to  amounts  included  in  gross  income 
under  section  951(a)  (1)  (A)  (but  reduced  by 
amounts  not  included  under  section  951(a) 
(1)  (B)  because  of  the  exclusion  in  section 
956(a)  (2) ),  and 

‘“(3)  then  to  other  earnings  and  profits. 

“‘(d)  Distributions  Excluded  From  Gross 
Income  Not  To  Be  Treated  as  Dividends. — 
Except  as  provided  in  section  957(a)  (3) ,  any 
distribution  excluded  from  gross  income  un¬ 
der  subsection  (a)  shall  be  treated,  for  pur¬ 
poses  of  this  chapter,  as  a  distribution  which 
is  not  a  dividend. 

“  ‘Sec.  957.  Special  rules  for  foreign  tax 
credit. 

“‘(a)  Taxes  Paid  by  a  Foreign  Corpora¬ 
tion. — 

“  ‘(1)  General  rule. — For  purposes  of  sub¬ 
part  A  of  this  part,  if  there  is  included,  un¬ 
der  section  951(a),  in  the  gross  income  of  a 
domestic  corporation  any  amount  attributa¬ 
ble  to  earnings  and  profits — 

“‘(A)  of  a  foreign  corporation  at  least  10 
percent  of  the  voting  stock  of  which  is  di¬ 
rectly  owned  by  such  domestic  corporation,  or 

“  ‘(B)  of  a  foreign  corporation  at  least  50 
percent  of  the  voting  stock  of  which  is  di¬ 
rectly  owned  by  a  foreign  corporation  at  least 
10  percent  of  the  voting  stock  of  which  is  in 
turn  directly  owned  by  such  domestic  cor¬ 
poration, 

then,  under  regulations  prescribed  by  the 
Secretary  or  his  delegate,  such  domestic  cor¬ 
poration  shall  be  deemed  to  have  paid  the 
same  proportion  of  the  total  income,  war 
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profits,  and  excess  profits  taxes  paid  (or 
deemed  paid,  if,  paragraph  (4)  applies)  to  a 
foreign  country  or  possession  of  the  United 
States  for  the  taxable  year  which  the  amount 
of  earnings  and  profits  of  such  foreign  cor¬ 
poration  so  included  in  gross  income  of  the 
domestic  corporation  bears  to  the  entire 
amount  of  the  total  earnings  and  profits  of 
such  foreign  corporation  for  such  taxable 
year. 

“  ‘(2)  Taxes  previously  deemed  paid  by  do¬ 
mestic  corporations. — If  a  domestic  corpo¬ 
ration  receives  a  distribution  from  a  foreign 
corporation,  any  portion  of  which  is  excluded 
from  gross  income  under  section  956,  the  in¬ 
come,  war  profits,  and  excess  profits  taxes 
paid  or  deemed  paid  by  such  foreign  cor¬ 
poration  to  any  foreign  country  or  to  any 
possession  of  the  United  States  in  connection 
with  the  earnings  and  profits  of  such  for¬ 
eign  corporation  from  which  such  distribu¬ 
tion  is  made  shall  not  be  taken  into  account 
for  purposes  of  section  902,  to  the  extent 
such  taxes  were  deemed  paid  by  such  do¬ 
mestic  corporation  under  paragraph  (1)  for 
any  prior  taxable  year. 

"‘(3)  Taxes  paid  by  foreign  corporation 
and  not  previously  deemed  paid  by  domes¬ 
tic  corporation.— Any  portion  of  a  distribu¬ 
tion  from  a  foreign  corporation  received  by 
a  domestic  corporation  which  is  excluded 
from  gross  income  under  section  956(a)  shall 
be  treated  by  the  domestic  corporation  as  a 
dividend,  solely  for  purposes  of  taking  into 
account  under  section  902  any  income,  war 
profits,  or  excess  profits  taxes  paid  to  any 
foreign  country  or  to  any  possession  of  the 
United  States,  on  or  with  respect  to  the  ac¬ 
cumulated  profits  of  such  foreign  corpora¬ 
tion  from  which  such  distribution  is  made, 
which  were  not  deemed  paid  by  the  domestic 
corporation  under  paragraph  (1)  for  any 
prior  taxable  year. 

“  ‘(4)  Taxes  paid  by  a  foreign  subsidiary. — 
If  subparagraph  (A)  of  paragraph  (1)  ap¬ 
plies  with  respect  to  an  amount  included  in 
gross  income  under  section  951(a)  for  a  tax¬ 
able  year,  then  such  amount  shall  be  con¬ 
sidered  a  dividend  for  purpose  of  the  ap¬ 
plication  of  section  902(b). 

“‘(5)  Inclusion  in  gross  income. — 

“For  inclusion  in  gross  income  of  amount 
equal  to  taxes  deemed  paid  under  paragraph 
(1),  see  section  78. 

“‘(b)  Special  Rules  for  Foreign  Tax 
Credit  in  Year  of  Receipt  of  Previously 
Taxed  Earnings  and  Profits. — 

“‘(1)  Increase  in  section  904  limita¬ 
tion. — In  the  case  of  any  taxpayer  who — 

“‘(A)  either  (i)  chose  to  have  the  bene¬ 
fits  of  subpart  A  of  this  part  for  a  taxable 
year  in  which  he  was  required  under  section 
951(a)  to  include  in  his  gross  income  an 
amount  in  respect  of  a  controlled  foreign 
corporation,  or  (ii)  did  not  pay  or  accrue 
for  such  taxable  year  any  income,  war  profits 
or  excess  profits  taxes  to  any  foreign  country 
or  to  any  possession  of  the  United  States,  and 

“  ‘(B)  chooses  to  have  the  benefits  of  sub¬ 
part  A  of  this  part  for  the  taxable  year  in 
which  he  receives  a  distribution  or  amount 
which  is  excluded  from  gross  income  under 
section  956(a)  and  which  is  attributable  to 
earnings  and  profits  of  the  controlled  foreign 
corporation  which  was  included  in  his  gross 
income  for  the  taxable  year  referred  to  in 
subparagraph  (A),  and 

“‘(C)  for  the  taxable  year  in  which  such 
distribution  or  amount  is  received,  pays,  or 
is  deemed  to  have  paid,  or  accrues  income, 
war  profits,  or  excess  profits  taxes  to  a  for¬ 
eign  country  or  to  any  possession  of  the 
United  States  with  respect  to  such  distribu¬ 
tion  or  amount, 

the  applicable  limitation  under  section  904 
for  the  taxable  year  in  which  such  distribu¬ 
tion  or  amount  is  received  shall  be  increased 
as  provided  in  paragraph  (2),  but  such  in¬ 
crease  shall  not  exceed  the  amount  of  such 
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taxes  paid,  or  deemed  paid,  or  accrued  with 
respect  to  such  distribution  or  amount. 

“‘(2)  Amount  of  increase. — The  amount 
of  increase  of  the  applicable  limitation  un¬ 
der  section  904(a)  for  the  taxable  year  in 
which  the  distribution  or  amount  referred 
to  in  paragraph  (1)(B)  is  received  shall  be 
an  amount  equal  to — 

“  ‘(A)  the  amount  by  which  the  applicable 
limitation  under  section  904(a)  for  the  tax¬ 
able  year  referred  to  in  paragraph  (1)  (A) 
was  increased  by  reason  of  the  inclusion  in 
gross  income  under  section  951(a)  of  the 
amount  in  respect  of  the  controlled  foreign 
corporation,  reduced  by 

‘“(B)  the  amount  of  any  income,  war 
profits,  and  excess  profits  taxes  paid,  or 
deemed  paid,  or  accrued  to  any  foreign  coun¬ 
try  or  possession  of  the  United  States  which 
were  allowable  as  a  credit  under  section  901 
for  the  taxable  year  referred  to  in  paragraph 
(1)  (A)  and  which  would  not  have  been  al¬ 
lowable  taut  for  the  inclusion  in  gross  in¬ 
come  of  the  amount  described  in  subpara¬ 
graph  (A). 

“‘(3)  Cases  in  which  taxes  not  to  be 
allowed  as  deductions. — In  the  case  of  any 
taxpayer  who — 

“  ‘(A)  chose  to  have  the  benefits  of  subpart 
A  of  this  part  for  a  taxable  year  in  which  he 
was  required  under  section  951(a)  to  include 
in  his  gross  income  an  amount  in  respect  of  a 
controlled  foreign  corporation,  and 

‘“(B)  does  not  choose  to  have  the  benefits 
of  subpart  A  of  this  part  for  the  taxable  year 
in  which  he  receives  a  distribution  or  amount 
which  is  excluded  from  gross  income  under 
section  956(a)  and  which  is  attributable  to 
earnings  and  profits  of  the  controlled  foreign 
corporation  which  was  included  in  his  gross 
income  for  the  taxable  year  referred  to  in 
subparagraph  (A), 

no  deduction  shall  be  allowed  under  section 
164  for  the  taxable  year  in  which  such  dis¬ 
tribution  or  amount  is  received  for  any  in¬ 
come,  war  profits,  or  excess  profits  taxes  paid 
or  accrued  to  any  foreign  country  or  to  any 
possession  of  the  United  States  on  or  with 
respect  to  such  distribution  or  amount. 

«  ‘(4)  Insufficient  taxable  income. — If  an 
increase  in  the  limitation  under  this  sub¬ 
section  exceeds  the  tax  imposed  by  this 
chapter  for  such  year,  the  amount  of  such 
excess  shall  be  deemed  an  overpayment  of 
tax  for  such  year. 

« ‘sec.  958.  Adjustments  to  basis  of  stock  in 
controlled  foreign  corporation 
and  of  other  property. 

“‘(a)  Increase  in  Basis. — Under  regula¬ 
tions  prescribed  by  the  Secretary  or  his 
delegate,  the  basis  of  a  United  States  person’s 
stock  in  a  controlled  foreign  corporation,  and 
the  basis  of  property  of  a  United  States  per¬ 
son  by  reason  of  which  he  is  considered 
under  section  955(a)  (2)  as  owning  stock  of 
a  controlled  foreign  corporation,  shall  be  in¬ 
creased  by  the  amount  required  to  be  in¬ 
cluded  in  his  gross  income  under  section 
951(a)  with  respect  to  such  stock  or  with 
respect  to  such  property,  as  the  case  may  be, 
but  only  to  the  extent  to  which  such  amount 
was  included  in  the  gross  income  of  such 
person. 

“‘(b)  Reduction  in  Basis. — 

“  ‘(1)  In  general. — Under  regulations  pre¬ 
scribed  by  the  Secretary  or  his  delegate, 
the  adjusted  basis  of  stock  or  other  property 
with  respect  to  Which  a  United  States  person 
receives  an  amount  which  is  excluded  from 
gross  income  under  section  956(a)  shall  be 
reduced  by  the  amount  so  excluded. 

“  ‘(2)  Amount  in  excess  of  basis. — To  the 
extent  that  an  amount  excluded  from  gross 
income  under  section  956(a)  exceeds  the  ad¬ 
justed  basis  of  the  stock  or  other  property 
with  respect  to  which  it  is  received,  the 
amount  shall  be  treated  as,  gain  from  the 
sale  or  exchange  of  property.’ 


“(b)  Technical  and  Clerical  Amend¬ 
ments. — 

“(1)  Section  551(b)  (relating  to  foreign 
personal  holding  company  income  included 
in  gross  income  of  United  States  sharehold¬ 
ers)  is  amended  by  adding  at  the  end  thereof 
the  following  new  sentence :  ‘The  amount  in¬ 
cluded  in  the  gross  income  of  any  United 
States  shareholder  for  any  taxable  year  un¬ 
der  the  preceding  sentence  shall  be  reduced 
by  such  shareholder’s  proportionate  share 
of  the  undistributed  personal  holding  com¬ 
pany  income  which  is  included  in  his  gross 
income  under  section  951(a)(1)(A)  (relat¬ 
ing  to  amounts  included  in  gross  income  of 
United  States  persons)  for  such  taxable  year 
as  his  pro  rata  share  of  the  subpart  F  in¬ 
come  of  the  company.’ 

“(2)  Section  901  (relating  to  foreign  tax 
credit)  is  amended  by  striking  out  ‘section 
902’  and  inserting  in  lieu  thereof  ‘sections 
902  and  957”. 

“(3)  Section  902(e)  is  amended  to  read  as 
follows : 

“‘(e)  Cross  References. — 

“‘(1)  For  application  of  subsections  (a) 
and  (b)  with  respect  to  taxes  deemed  paid  in 
a  prior  taxable  year  by  a  United  States  per¬ 
son  with  respect  to  a  controlled  foreign  cor¬ 
poration,  see  section  957. 

“  ‘(2)  For  reduction  of  credit  with  respect 
to  dividends  paid  out  of  accumulated  profits 
for  years  for  which  certain  information  is 
not  furnished,  see  section  6038.’ 

“(4)  Section  904(f)  is  amended  to  read  as 
follows : 

“‘(f)  Cross  References. — 

“  *  ( i )  For  increase  of  applicable  limitation 
under  subsection  (a)  for  taxes  paid  with  re¬ 
spect  to  amounts  received  which  were  in¬ 
cluded  in  the  gross  income  of  the  taxpayer 
for  a  prior  taxable  year  as  a  United  States 
person  with  respect  to  a  controlled  foreign 
corporation,  see  section  957(b). 

“‘(2)  For  special  rule  relating  to  the  ap¬ 
plication  of  the  credit  provided  by  section 
901  in  the  case  of  afllliated  groups  which  in¬ 
clude  Western  Hemisphere  trade  corporations 
for  years  in  which  the  limitation  provided 
by  subsection  (a)  (2)  applies,  see  section 
1503(d).’ 

“(5)  The  table  of  subparts  for  part  HI  of 
subchapter  N  of  chapter  1  is  amended  by 
adding  at  the  end  thereof  the  following: 

“  ‘Subpart  F.  Controlled  foreign  corpora¬ 
tions.’ 

“(6)  Section  1016(a)  (relating  to  adjust¬ 
ments  to  basis)  is  amended — 

“(A)  by  striking  out  the  period  at  the  end 
of  paragraph  (18)  and  inserting  in  lieu  there¬ 
of  a  semicolon;  and 

“(B)  by  adding  after  paragraph  (18)  the 
following  new  paragraph: 

“‘(19)  to  the  extent  provided  in  section 
958  in  the  case  of  stock  in  controlled  foreign 
corporations  (or  foreign  corporations  which 
were  controlled  foreign  corporations)  and  of 
property  by  reason  of  which  a  person  is  con¬ 
sidered  as  owning  such  stock.” 

“(c)  Effective  Date. — The  amendments 
made  by  this  section  shall  apply  with  respect 
to  taxable  years  of  foreign  corporations  be¬ 
ginning  after  December  31,  1962,  and  to  tax¬ 
able  years  of  United  States  persons  within 
which  or  with  which  such  taxable  years  of 
such  foreign  corporations  end.” 

And,  in  lieu  thereof,  to  insert: 

“Sec.  12.  Controlled  foreign  corporations. 

“(a)  In  General. — Part  in  of  subchapter 
N  of  chapter  1  (relating  to  income  from 
sources  without  the  United  States)  is 
amended  by  adding  at  the  end  thereof  the 
following  new  subparts : 

“Subpart  F — Controlled  Foreign  Corpora¬ 
tions. 

“  ‘Sec.  951-  Amounts  included  in  gross  in¬ 
come  of  United  States  share¬ 
holders. 

“  ‘Sec.  952.  Subpart  F  income  defined. 


“  ‘Sec.  953. 

“  ‘Sec.  954. 
“‘Sec.  955. 


“‘Sec.  956. 
“  ‘Sec.  957. 
“  ‘Sec.  958. 
“  ‘Sec.  959. 

“  ‘Sec.  960. 
“  ‘Sec.  961. 

“  ‘Sec.  962. 

“  ‘Sec.  963. 

“‘Sec.  964. 
“  ‘Sec.  951. 
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Income  from  insurance  of  United 
States  risks. 

Foreign  base  company  income. 

Withdrawal  of  previously  ex¬ 
cluded  subpart  F  income  from 
qualified  investment. 

Investment  of  earnings  in  United 
States  property. 

Controlled  foreign  corporations; 
United  States  persons. 

Rules  for  determining  stock 
ownership. 

Exclusion  from  gross  income  of 
previously  taxed  earnings  and 
profits. 

Special  rules  for  foreign  tax 
credit. 

Adjustments  to  basis  of  stock  in 
controlled  foreign  corporations 
and  of  other  property. 

.  Election  by  individuals  to  be 
subject  to  tax  at  corporate 
rates. 

Receipt  of  minimum  distribu¬ 
tions  by  domestic  corporations. 

Miscellaneous  provisions. 

Amounts  included  in  gross  in¬ 
come  of  United  States  share¬ 
holders. 


“‘(a)  Amounts  Included. — 

“‘(1)  In  general. — If  a  foreign  corpora¬ 
tion  is  a  controlled  foreign  corporation  for 
an  uninterrupted  period  of  30  days  or  more 
during  any  taxable  year  beginning  after  De¬ 
cember  31,  1962,  every  person  who- is  a  United 
States  shareholder  (as  defined  in  subsection 
(b) )  of  such  corporation  and  who  owns 
(within  the  meaning  of  section  958(a)) 
stock  in  such  corporation  on  the  last  day,  in 
such  year,  on  which  such  corporation  is  a 
controlled  foreign  corporation  shall  include 
in  his  gross  income,  for  his  taxable  year  in 
which  or  with  which  such  taxable  year  of  the 
corporation  ends — 

“‘(A)  the  sum  of — 

“  ‘(i)  except  as  provided  in  section  963,  his 
pro  rata  share  (determined  under  paragraph 
(2))  of  the  corporation’s  subpart  F  income 
for  such  year,  and 

“  * (ii)  his  pro  rata  share  (determined  un¬ 
der  section  955(a)(3))  of  the  corporation’s 
previously  excluded  subpart  F  income  with¬ 
drawn  from  investment  in  less  developed 
countries  for  such  year;  and 

“‘(B)  his  pro  rata  share  (determined 
under  section  956(a)  (2) )  of  the  corpora¬ 
tion’s  increase  in  earnings  invested  in  United 
States  property  for  such  year  (but  only  to 
the  extent  not  excluded  from  gross  income 
under  section  959(a)  (2) ). 

“‘(2)  Pro  rata  share  of  subpart  F  in¬ 
come. — The  pro  rata  share  referred  to  in 
paragraph  (1)  (A)  (i)  in  the  case  of  any 
United  States  shareholder  is  the  amount — 
‘“(A)  which  would  have  been  distributed 
with  respect  to  the  stock  which  such  share¬ 
holder  owns  (within  the  meaning  of  section 
958(a))  in  such  corporation  if  on  the  last 
day,  in  its  taxable  year,  on  which  the  cor¬ 
poration  is  a  controlled  foreign  corporation 
it  had  distributed  pro  rata  to  its  share¬ 
holders  an  amount  (i)  which  bears  the  same 
ratio  to  its  subpart  F  income  for  the  taxable 
year,  as  (ii)  the  part  of  such  year  during 
which  the  corporation  is  a  controlled  foreign 
corporation  bears  to  the  entire  year,  re- 
duced  by 

«*  the  amount  of  distributions  re- 

ceived  by  any  other  person  during  such  year 
as  a  dividend  with  respect  to  such  stock, 
but  only  to  the  extent  of  the  dividend  which 
would  have  been  received  if  the  distribution 
by  the  corporation  had  been  the  amount 
(i)  which  bears  the  same  ratio  to  the  subpart 
F  income  of  such  corporation  for  the  taxable 
year,  as  (ii)  the  part  of  such  year  during 
which  such  shareholder  did  not  own  (within 
the  meaning  of  section  958(a))  such  stock 
bears  to  the  entire  year. 
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•‘‘(3)  Limitation  on  pro  rata  share  op 
previously  excluded  subpart  F  income  with¬ 
drawn  FROM  INVESTMENT. - FOT  purposes  Of 

paragraph  <1)(A)(U).  the  pro  rata  share 
of  any  United  States  shareholder  of  the  pre¬ 
viously  excluded  subpart  F  Income  of  a  con¬ 
trolled  foreign  corporation  withdrawn  from 
investment  in  less  developed  countries  shall 
not  exceed  an  amount  (A)  which  bears  the 
same  ratio  to  his  pro  rata  share  of  such 
income  withdrawn  (as  determined  under 
section  955(a)(3))  for  the  taxable  year,  as 
(B)  the  part  of  such  year  during  which  the 
corporation  is  a  controlled  foreign  corpora¬ 
tion  bears  to  the  entire  year. 

'“(4)  Limitation  on  pro  rata  share  op 

INVESTMENT  IN  UNITED  STATES  PROPERTY. - For 

purposes  of  paragraph  (1)(B),  the  pro  rata 
share  of  any  United  States  shareholder  in 
the  increase  of  the  earnings  of  a  controlled 
foreign  corporation  invested  in  United  States 
property  shall  not  exceed  an  amount  (A) 
which  bears  the  same  ratio  to  his  pro  rata 
share  of  such  increase  the  corporation  is  a 
controlled  foreign  corporation  bears  to  the 


entire  year. 

“‘(b)  United  States  Shareholder  De¬ 
fined. — For  purposes  of  this  subpart,  the 
term  “United  States  shareholder”  means, 
with  respect  to  any  foreign  corporation,  a 
United  States  person  (as  defined  in  section 
957(d))  who  owns  (within  the  meaning  of 
section  958(a)),  or  is  considered  as  owning 
by  applying  the  rules  of  ownership  of  section 
958(b),  10  percent  or  more  of  the  total  com¬ 
bined  voting  power  of  all  classes  of  stock  en¬ 
titled  to  vote  of  such  foreign  corporation. 

“‘(c)  Coordination  With  Election  of  a 
Foreign  Investment  Company  To  Distribute 
Income. — A  United  States  shareholder  who, 
for  his  taxable  year,  is  a  qualified  share¬ 
holder  (within  the  meaning  of  section  1247 
(c) )  of  a  foreign  investment  company  with 
respect  to  which  an  election  under  section 
1247  is  in  effect  shall  not  be  required  to 
include  in  gross  income,  for  such  taxable 
year,  any  amount  under  subsection  (a)  with 
respect  to  such  company. 

“‘(d)  Coordination  With  Foreign  Per¬ 
sonal  Holding  Company  Provisions. — A 
United  States  shareholder  who,  for  his  tax¬ 
able  year,  is  subject  to  tax  under  section 
551(b)  (relating  to  foreign  personal  hold¬ 
ing  company  income  included  in  gross  in¬ 
come  of  United  States  shareholders)  on  in¬ 
come  of  a  controlled  foreign  corporation 
shall  not  be  required  to  include  in  gross 
income,  for  such  taxable  year,  any  amount 
under  subsection  (a)  with  respect  to  such 
company. 


“  ‘Sec.  952.  Subpart  F  income  defined. 

“‘(a)  In  General. — For  purposes  of  this 
subpart,  the  term  “subpart  F  income”  means, 
in  the  case  of  any  controlled  foreign  corpora¬ 
tion,  the  sum  of— 

“‘(1)  the  income  derived  from  the  insur¬ 
ance  of  United  States  risks  (as  determined 
under  section  953 ) ,  and 

‘“(2)  the  foreign  base  company  income 
(as  determined  under  section  954) . 

“‘(b)  Exclusion  of  United  States  In¬ 
come. — Subpart  F  income  does  not  include 
any  item  includible  in  gross  income  under 
this  chapter  (other  than  this  subpart)  as 
income  derived  from  sources  within  the 
United  States  of  a  foreign  corporation  en¬ 
gaged  in  trade  or  business  in  the  United 
States. 


“‘(c)  Limitation. — For  purposes  of  sub¬ 
section  (a) ,  the  subpart  F  income  of  any  con¬ 
trolled  foreign  corporation  for  any  taxable 
year  shall  not  exceed  the  earnings  and  profits 
of  such  corporation  for  such  year  reduced 
by  the  amount  (if  any)  by  which— 

“  ‘  ( 1 )  an  amount  equal  to — 

i-he  sum  of  the  deficits  in  earnings 

prlor  taxable  years  beginning 
.. December  31,  1962,  plus 

and  profits 'for' ui  deficits  in  earnings 

December  31  1959  'eJ“s  beginning  after 
.  and  before  January  1, 


1963  (reduced  by  the  sum  of  the  earnings 
and  profits  for  such  taxable  years) ;  exceeds 

“  ‘(2)  an  amount  equal  to  the  sum  of  the 
earnings  and  profits  for  prior  taxable  years 
beginning  after  December  31,  1962,  allocated 
to  other  earnings  and  profits  under  section 
959(c) (3). 

For  purposes  of  the  preceding  sentence,  any 
deficit  in  earnings  and  profits  for  any  prior 
taxable  year  shall  be  taken  into  account 
under  paragraph  (1)  for  any  taxable  year 
only  to  the  extent  it  has  not  been  taken  into 
account  under  such  paragraph  for  any  pre¬ 
ceding  taxable  year  to  reduce  earnings  and 
profits  of  such  preceding  year, 

‘‘‘(d)  Special  Rule  in  Case  of  Indirect 
Ownership. — For  purposes  of  subsection  (c) , 
if— 

“  ‘  ( 1 )  a  United  States  shareholder  owns 
(within  the  meaning  of  section  958(a) )  stock 
of  a  foreign  corporation,  and  by  reason  of 
such  ownership  owns  (within  the  meaning 
of  such  section)  stock  of  any  other  foreign 
corporation,  and 

“  ‘(2)  any  of  such  foreign  corporations  has 
a  deficit  in  earnings  and  profits  for  the  tax¬ 
able  year, 

then  the  earnings  and  profits  for  the  taxable 
year  of  each  such  foreign  corporation  which 
is  a  controlled  foreign  corporation  shall,  with 
respect  to  such  United  States  shareholder,  be 
properly  reduced  to  take  into  account  any 
deficit  described  in  paragraph  (2)  in  such 
manner  as  the  Secretary  or  his  delegate  shall 
prescribe  by  regulations. 

“  ‘Sec.  953.  Income  from  insurance  of  United 
States  risks. 

“  ‘(a)  General  Rule. — For  purposes  of  sec¬ 
tion  952(a)(1),  the  term  “income  derived 
from  the  insurance  of  United  States  risks” 
means  that  income  which — 

“  ‘(1)  is  attributable  to  the  reinsurance  or 
the  issuing  of  any  insurance  or  annuity  con¬ 
tract — 

“‘(A)  in  connection  with  property  in,  or 
liability  arising  out  of  activity  in,  or  in  con¬ 
nection  with  the  lives  or  health  of  residents 
of,  the  United  States,  or 

“‘(B)  in  connection  with  risks  not  in¬ 
cluded  in  subparagraph  (A)  as  the  result  of 
any  arrangement  whereby  another  corpora¬ 
tion  receives  a  substantially  equal  amount  of 
premiums  or  other  consideration  in  respect 
to  any  reinsurance  or  the  issuing  of  any  in¬ 
surance  or  annuity  contract  in  connection 
with  property  in,  or  liability  arising  out  of 
activity  in,  or  in  connection  with  the  lives  or 
health  of  residents  of,  the  United  States,  and 

“  ‘  (2)  would  (subject  to  the  modifications 
provided  by  paragraphs  (1),  (2),  and  (3)  of 
subsection  (b) )  be  taxed  under  subctapter  L 
of  this  chapter  if  such  income  were  the  in¬ 
come  of  a  domestic  insurance  corporation. 
This  section  shall  apply  only  in  the  case  of 
a  controlled  foreign  corporation  which  re¬ 
ceives,  during  any  taxable  year,  premiums 
or  other  consideration  in  respect  of  the  re¬ 
insurance,  and  the  issuing,  of  insurance  and 
annuity  contracts  described  in  paragraph  ( 1 ) 
in  excess  of  5  percent  of  the  total  of  premi¬ 
ums  and  other  consideration  received  dur¬ 
ing  such  taxable  year  in  respect  of  all  re¬ 
insurance  and  issuing  of  insurance  and  an¬ 
nuity  contracts. 

“  ‘  (b)  Special  Rules.— For  purposes  of 
subsection  (a)  — 

“  ‘  (1)  In  the  application  of  part  I  of  sub¬ 
chapter  L,  life  insurance  company  taxable 
income  is  the  gain  from  operations  as  de¬ 
fined  in  section  809  (b) . 

“  ‘  (2)  A  corporation  which  would,  if  it 
were  a  domestic  insurance  corporation,  be 
taxable  under  part  II  of  subchapter  L  shall 
apply  subsection  (a)  as  if  it  were  taxable 
under  part  III  of  subchapter  L. 

“  ‘  (3)  The  following  provisions  of  sub¬ 
chapter  L  shall  not  apply: 

“‘(A)  Section  809(d)(4)  (operations  loss 
deduction) . 


“‘(B)  Section  809(d)(5)  (certain  non¬ 
participating  contracts) . 

"  ‘  (C)  Section  809  (d)  (6)  (group  life,  ac¬ 
cident,  and  health  insurance) . 

“‘(D)  Section  809(d)  (10)  (small  busi¬ 
ness  deduction) . 

“‘(E)  Section  817(b)  (gain  on  property 
held  on  December  31,  1958,  and  certain  sub¬ 
stituted  property  acquired  after  1958). 

“‘(F)  Section  832(b)(5)  (certain  capital 
losses), 

“  ‘  (4)  The  items  referred  to  in — 

“  ‘  (A)  section  809(c)  (1)  (relating  to  gross 
amount  of  premiums  and  other  considera¬ 
tions)  , 

(B)  section  809(c)(2)  (relating  to  net 
decrease  in  reserves ) , 

(C)  section  809(d)(2)  (relating  to  net 
increase  in  reserves) ,  and 

(D)  section  832(b)  (4)  (relating  to  pre¬ 
miums  earned  on  insurance  contracts), 
shall  be  taken  into  account  only  to  the  ex¬ 
tent  they  are  in  respect  of  any  reinsurance 
or  the  issuing  of  any  Insurance  or  annuity 
contract  described  in  subsection  (a)(1). 

“  ‘(5)  All  items  of  income,  expenses,  losses, 
and  deductions  (other  than  those  taken  into 
account  under  paragraph  (4) )  shall  be  prop¬ 
erly  allocated  or  apportioned  under  regula¬ 
tions  prescribed  by  the  Secretary  or  his 
delegate. 

“  ‘Sec.  954.  Foreign  Base  Company  Income. 

“  ‘(a)  Foreign  Base  Company  Income. — 
For  purposes  of  section  952(a)  (2),  the  term 
‘foreign  base  company  income’  means  for 
any  taxable  year  the  sum  of — 

“‘(1)  the  foreign  personal  holding  com¬ 
pany  income  for  the  taxable  year  (deter¬ 
mined  under  subsection  (c)  and  reduced  as 
provided  in  subsection  (b)(5)), 

“  ‘(2)  the  foreign  base  company  sales  in¬ 
come  for  the  taxable  year  (determined  under 
subsection  (d)  and  reduced  as  provided  in 
subsection  (b)(5),  and 

“  ‘(3  the  foreign  base  company  services 
income  for  the  taxable  year  (determined  un¬ 
der  subsection  (e)  and  reduced  as  provided 
in  subsection  (b)  (5) ) . 

“  ‘(b)  Exclusions  and  Special  Rules. — 

“  ‘  ( 1 )  Exclusion  of  certain  dividends, 

INTEREST,  AND  GAINS  FROM  QUALIFIED  INVEST¬ 
MENTS  IN  LESS  DEVELOPED  COUNTRIES. - For 

purposes  of  subsection  (a) ,  foreign  base  com¬ 
pany  income  does  not  include — ■ 

“  ‘(A)  dividends  and  Interest  received  dur¬ 
ing  the  taxable  year  from  investments  which 
at  the  time  of  receipt  are  qualified  invest¬ 
ments  in  less  developed  countries  (as  defined 
in  section  955(b) ) ,  or 

“‘(B)  if  the  gains  from  the  sale  or  ex¬ 
change  during  the  taxable  year  of  invest¬ 
ments  which  at  the  time  of  sale  or  exchange 
are  qualified  investments  in  less  developed 
countries  exceed  the  losses  from  the  sale  or 
exchange  during  the  taxable  year  of  such 
qualified  investments,  the  amount  by  which 
such  gains  exceed  such  losses. 

The  preceding  sentence  shall  apply  only  to 
the  extent  that  the  sum  of  the  dividends 
and  interest  described  in  subparagraph  (A) 
and  the  amount  described  in  subparagraph 
(B)  does  not  exceed  the  increase  for  the  tax¬ 
able  year  in  qualified  investments  in  less 
developed  countries  of  the  controlled  foreign 
corporation  (as  determined  under  subsection 

(f)). 

“‘(2)  Exclusion  of  certain  shipping  in¬ 
come. — For  purposes  of  subsection  (a) ,  for¬ 
eign  base  company  income  does  not  include 
income  derived  from,  or  in  connection  with, 
the  use  (or  hiring  or  leasing  for  use)  of  any 
aircraft  or  vessel  in  foreign  commerce,  or  the 
performance  of  services  directly  related  to 
the  use  of  any  such  aircraft  or  vessel. 

“‘(3)  Special  rule  where  foreign  base 
COMPANY  IS  LESS  THAN  30  PERCENT  OR  MORE 
THAN  70  PERCENT  OF  GROSS  INCOME. - For  pUT- 

poses  of  subsection  (a)  — 
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«  ‘(A)  If  the  foreign  base  company  income 
(determined  without  regard  to  paragraphs 
(1)  and  (5) )  is  less  than  30  percent  of  gross 
income,  no  part  of  the  gross  income  of  the 
taxable  year  shall  be  treated  as  foreign  base 
company  income. 

“  ‘(B)  If  the  foreign  base  company  income 
(determined  without  regard  to  paragraphs 
(1)  and  (5))  exceeds  70  percent  of  gross 
income,  the  entire  gross  income  of  the  tax¬ 
able  year  shall,  subject  to  the  provisions 
of  paragraphs  (1),  (2),  (4),  and  (5),  be 
treated  as  foreign  base  company  income. 

“  ‘(4)  Exception  for  foreign  corporations 
NOT  AVAILED  OF  TO  REDUCE  TAXES. - For  pur¬ 

poses  of  subsection  (a),  foreign  base  com¬ 
pany  income  does  not  include  any  item  of 
income  received  by  a  controlled  foreign  cor¬ 
poration  if  it  is  established  to  the  satisfac¬ 
tion  of  the  Secretary  or  his  delegate  with 
•  respect  to  such  item  that  the  creation  or 
organization  of  the  controlled  foreign  cor¬ 
poration  receiving  such  item  under  the  laws 
of  the  foreign  country  in  which  it  is  incor¬ 
porated  does  not  have  the  effect  of  substan¬ 
tial  reduction  of  income,  war  profits,  or  excess 
profits  taxes  or  similar  taxes. 

“‘(5)  Deductions  to  be  taken  into  ac¬ 
count. — For  purposes  of  subsection  (a),  the 
foreign  personal  holding  company  income, 
the  foreign  base  company  sales  income,  and 
the  foreign  base  company  services  income 
shall  be  reduced,  under  regulations  prescribed 
by  the  Secretary  or  his  delegate,  so  as  to 
take  into  account  deductions  (including 
taxes)  properly  allocable  to  such  income. 

“  ‘(c)  Foreign  Personal  Holding  Company 
Income. — ■ 

“‘(1)  In  general. — For  purposes  of  sub¬ 
section  (a)(1),  the  term  “foreign  personal 
holding  company  income”  means  the  foreign 
personal  holding  company  income  (as  de¬ 
fined  in  section  653),  modified  and  adjusted 
as  provided  in  paragraphs  (2),  (3),  and  (4). 

“‘(2)  Rents  included  without  regard  to 
so  percent  limitation. — For  purposes  of 
paragraph  (1),  all  rents  shall  be  included  in 
foreign  personal  holding  company  income 
without  regard  to  whether  or  not  such  rents 
constitute  50  percent  or  more  of  gross  in¬ 
come. 

“‘(3)  Certain  income  derived  in  active 

CONDUCT  OF  TRADE  OR  BUSINESS-.- — For  purposes 
of  paragraph  (1),  foreign  personal  holding 
company  income  does  not  include — 

“‘(A)  rents  and  royalties  which  are  de¬ 
rived  in  the  active  conduct  of  a  trade  or 
business  and  which  are  received  from  a  per¬ 
son  other  than  a  related  person  (within  the 
meaning  of  subsection  (d)  (3) ) ,  or 

‘“(B)  dividends,  interest,  and  gains  from 
the  sale  or  exchange  of  stock  or  securities 
derived  in  the  conduct  of  a  banking,  financ¬ 
ing,  or  similar  business,  or  derived  from  the 
investments  made  by  an  insurance  company 
of  its  unearned  premiums  or  reserves  ordi¬ 
nary  and  necessary  for  the  proper  conduct 
of  its  insurance  business,  and  which  are 
received  from  a  person  other  than  a  related 
person  (within  the  meaning  of  subsection 
(d)(3)). 

“‘(4)  Certain  income  received  from  re¬ 
lated  persons.— For  purposes  of  paragraph 
(1),  foreign  personal  holding  company  in¬ 
comes  does  not  include — 

“  ‘(A)  dividends  and  interest  received  from 
a  related  person  which  (i)  is  organized  under 
the  laws  of  the  same  foreign  country  under 
the  laws  of  which  the  controlled  foreign  cor¬ 
poration  is  created  or  organized,  and  (ii) 
has  a  substantial  part  of  its  assets  used  in 
its  trade  or  business  located  in  such  same 
foreign  country; 

“  ‘(B)  interest  received  in  the  conduct  of  a 
banking,  financing  or  smiliar  business  from 
a  related  person  engaged  in  the  conduct  of 
a  banking,  financing,  or  similar  business  if 
the  businesses  of  the  recipient  and  the  payor 
are  predominantly  with  persons  other  than 
related  persons;  and 


‘“(C)  rents,  royalties,  and  similar  amounts 
received  from  a  related  person  for  the  use 
of,  or  the  privilege  of  using,  property  within 
the  country  under  the  laws  of  which  the 
controlled  foreign  corporation  is  created  or 
organized. 

“‘(d)  Foreign  Base  Company  Sales  In¬ 
come. — 

*“(1)  In  general. — For  purposes  of  sub¬ 
section  (a)(2),  the  term  ‘foreign  base  com¬ 
pany  sales  income’  means  income  (whether 
in  the  form  of  profits,  commissions,  fees,  or 
otherwise)  derived  in  connection  with  the 
purchase  of  personal  property  from  a  related 
person  and  its  sale  to  any  person,  the  sale 
of  personal  property  to  any  person  on  behalf 
of  a  related  person,  the  purchase  of  personal 
property  from  any  person  and  its  sale  to  a 
related  person,  or  the  purchase  of  personal 
property  from  any  person  on  behalf  of  a 
related  person  where — 

“‘(A)  the  property  which  is  purchased 
(or  in  the  case  of  property  sold  on  behalf  of 
a  related  person,  the  property  which  is  sold) 
is  manufactured,  produced,  grown,  or  ex¬ 
tracted  outside  the  country  under  the  laws 
of  which  the  controlled  foreign  corporation 
is  created  or  organized,  and 

“‘(B)  the  property  is  sold  for  use,  con¬ 
sumption,  or  disposition  outside  such  for¬ 
eign  country,  or,  in  the  case  of  property  pur¬ 
chased  on  behalf  of  a  related  person,  is  pur¬ 
chased  for  use,  consumption,  or  disposition 
outside  such  foreign  country. 

“‘(2)  Certain  branch  income.— For  pur¬ 
poses  of  determining  foreign  base  company 
sales  income  in  situations  in  which  the 
carrying  on  of  activities  by  a  controlled  for¬ 
eign  corporation  through  a  branch  or  similar 
establishment  outside  the  country  of  in¬ 
corporation  of  the  controlled  foreign  cor¬ 
poration  has  substantially  the  same  effect  as 
if  such  branch  or  similar  establishment  were 
a  wholly  owned  subsidiary  corporation  de¬ 
riving  such  income,  under  regulations  pre¬ 
scribed  by  the  Secretary  or  his  delegate  the 
income  attributable  to  the  carrying  on  of 
such  activities  of  such  branch  or  similar 
establishment  shall  be  treated  as  income  de¬ 
rived  by  a  wholly  owned  subsidiary  of  the 
controlled  foreign  corporation  and  shall 
constitute  foreign  base  company  sales  in¬ 
come  of  the  controlled  foreign  corporation. 

“‘(3)  Related  person  defined. — For  pur¬ 
poses  of  this  section,  a  person  is  a  related 
person  with  respect  to  a  controlled  foreign 
corporation,  if — 

“‘(A)  such  person  is  an  individual,  part¬ 
nership,  trust,  or  estate  which  controls  the 
controlled  foreign  corporation; 

“‘(B)  such  person  is  a  corporation  which 
controls,  or  is  controlled  by,  the  controlled 
foreign  corporation;  or 

“‘(C)  such  person  is  a  corporation  which 
is  controlled  by  the  same  person  or  persons 
which  control  the  controlled  foreign  cor¬ 
poration. 

For  purpose  of  the  preceding  sentence,  con¬ 
trol  means  the  ownership,  directly  or  indi¬ 
rectly,  of  stock  possesing  more  than  50  per¬ 
cent  of  the  total  combined  voting  power  of 
all  classes  of  stock  entitled  to  vote.  For 
purposes  of  this  paragraph,  the  rules  for  de¬ 
termining  ownership  of  stock  prescribed  by 
section  958  shall  apply. 

“‘(e)  Foreign  Base  Company  Services 
Income. — For  purposes  of  subsection  (a)  (3), 
the  term  ‘foreign  base  company  services  in¬ 
come’  means  income  (whether  in  the  form 
of  compensation,  commissions,  fees,  or  other¬ 
wise)  derived  in  connection  with  the  per- 
formance  of  technical,  managerial,  engineer¬ 
ing,  architectural,  scientific,  skilled,  indus¬ 
trial,  commercial,  or  like  services  which— 
“‘(1)  are  performed  for  or  on  behalf  of 
any  related  person  (within  the  meaning  of 
subsection  (d)  (3) ) ,  and 

“‘(2)  are  performed  outside  the  country 
under  the  laws  of  which  the  controlled  for¬ 
eign  corporation  is  created  or  organized. 


The  preceding  sentence  shall  not  apply  to 
income  derived  in  connection  with  the  per¬ 
formance  of  services  which  are  directly  re¬ 
lated  to  the  sale  or  exchange  by  the  con¬ 
trolled  foreign  corporation  of  property  manu¬ 
factured,  produced,  grown,  or  extracted  by 
it  and  which  are  performed  prior  to  the 
time  of  the  sale  or  exchange,  or  of  services 
directly  related  to  an  offer  or  effort  to  sell  or 
exchange  such  property. 

“‘(f)  Increase  in  Qualified  Investments 
in  Less  Developed  Countries. — For  purposes 
of  subsection  (b)(1),  the  increase  for  any 
taxable  year  in  qualified  investments  in  less 
developed  countries  of  any  controlled  foreign 
corporation  is  the  amount  by  which — 

“  ‘(1)  the  qualified  investments  in  less  de¬ 
veloped  countries  (as  defined  in  section 
955(b) )  of  the  controlled  foreign  corporation 
at  the  close  of  the  taxable  year,  exceeds 
“  ‘(2)  the  qualified  investments  in  less  de¬ 
veloped  countries  (as  so  defined)  of  the  con¬ 
trolled  foreign  corporation  at  the  close  of 
the  preceding  taxable  year. 

“  ‘Sec.  955.  Withdrawal  of  Previously  Ex¬ 
cluded  Subpart  F  Income 
From  Qualified  Investment, 
“‘(a)  General  Rules. — 

“  ‘  ( 1 )  Amount  withdrawn. — For  purposes 
of  this  subpart,  the  amount  of  previously 
excluded  subpart  F  income  of  any  controlled 
foreign  corporation  withdrawn  from  invest¬ 
ment  in  less  developed  countries  for  any 
taxable  year  is  an  amount  equal  to  the  de¬ 
crease  in  the  amount  of  qualified  invest¬ 
ments  in  less  developed  countries  of  the  con¬ 
trolled  foreign  corporation  for  such  year, 
but  only  to  the  extent  that  the  amount  of 
such  decrease  does  not  exceed  an  amount 
equal  to — 

“‘(A)  the  sum  of  the  amounts  excluded 
under  section  954(b)  (1)  from  the  foreign 
base  company  income  of  such  corporation 
for  all  prior  taxable  years,  reduced  by 

“‘(B)  the  sum  of  the  amounts  of  previ¬ 
ously  excluded  subpart  F  income  withdrawn 
from  investment  in  less  developed  countries 
of  such  corporation  determined  under  this 
subsection  for  all  prior  taxable  years. 

“‘(2)  Decrease  in  qualified  invest¬ 
ments. — For  purposes  of  paragraph  (1),  the 
amount  of  the  decrease  in  qualified  invest¬ 
ments  in  less  developed  countries  of  any 
controlled  foreign  corporation  for  any  tax¬ 
able  year  is  the  amount  by  which — 

“  ‘(A)  the  amount  of  qualified  investments 
in  less  developed  countries  of  the  controlled 
foreign  corporation  at  the  close  of  the  pre¬ 
ceding  taxable  year,  exceeds 

“  ‘(B)  the  amount  of  qualified  investments 
in  less  developed  countries  of  the  controlled 
foreign  corporation  at  the  close  of  the  tax¬ 
able  year, 

to  the  extent  the  amount  of  such  decrease 
does  not  exceed  the  sum  of  the  earnings  and 
profits  for  the  taxable  year  and  the  earnings 
and  profits  accumulated  for  prior  taxable 
years  beginning  after  December  31,  1962. 
For  purposes  of  this  paragraph,  if  qualified 
investments  in  less  developed  countries  are 
disposed  of  by  the  controlled  foreign  cor¬ 
poration  during  the  taxable  year,  the  amount 
of  the  decrease  in  qualified  investments  in 
less  developed  countries  of  such  controlled 
foreign  corporation  for  such  year  shall  be 
reduced  by  an  amount  equal  to  the  amount 
(if  any)  by  which  the  losses  on  such  dis- 
positions  during  such  year  exceed  the  gains 
on  such  dispositions  during  such  year. 

“‘(3)  Pro  rata  share  of  amount  with¬ 
drawn. — In  the  case  of  any  United  States 
shareholder,  the  pro  rata  share  of  the  amount 
of  previously  excluded  subpart  F  income  of 
any  controlled  foreign  corporation  with¬ 
drawn  from  investment  in  less  developed 
countries  for  any  taxable  year  is  his  pro  rata 
share  of  the  amount  determined  under  para¬ 
graph  (1). 
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"  ‘(b)  Qualified  Investments  in  Less  De- 

•  veloped  countries.— 

‘“(1)  In  general.— For  purposes  of  this 
subpart,  the  term  “qualified  Investments  in 
less  developed  countries”  means  property 

■which  is —  _ 

“‘(A)  stock  of  a  less  developed  country 
corporation  held  by  the  controlled  foreign 
corporation,  but  only  if  the  controlled  for¬ 
eign  corporation  owns  10  percent  or  more  of 
the  total  combined  voting  power  of  all  classes 
of  stock  of  such  less  developed  country  cor¬ 
poration; 

‘“(B)  an  obligation  of  a  less  developed 
country  corporation  held  by  the  controlled 
foreign  corporation,  which,  at  the  time  of 
its  acquisition  by  the  controlled  foreign  cor¬ 
poration,  has  a  maturity  of  5  years  or  more, 
but  only  if  the  controlled  foreign  corpora¬ 
tion  owns  10  percent  or  more  of  the  total 
combined  voting  power  of  all  classes  of  stock 
of  such  less  developed  country  corporation; 
or 

“‘(C)  an  obligation  of  a  less  developed 
country. 

‘“(2)  Country  ceases  to  be  less  devel¬ 
oped  country. — For  purposes  of  this  subpart, 
property  which  would  be  a  qualified  invest¬ 
ment  in  less  developed  countries,  but  for  the 
fact  that  a  foreign  country  has,  after  the 
acquisition  of  such  property  by  the  con¬ 
trolled  foreign  corporation,  ceased  to  be  a 
less  developed  country,  shall  be  treated  as  a 
qualified  investment  in  less  developed 
countries. 

“  ‘(3)  Investments  after  close  of  year. — 
For  purposes  of  this  subpart,  a  controlled 
foreign  corporation  may,  under  regulations 
prescribed  by  the  Secretary  or  his  delegate, 
elect  to  treat  property  described  in  para¬ 
graph  (1)  or  (2)  which  was  acquired  after 
the  close  of  the  taxable  year  and  on  or  before 
the  close  of  the  following  taxable  year,  or  on 
or  before  such  day  after  the  close  of  the  fol¬ 
lowing  taxable  year  as  such  regulations  may 
prescribe,  as  having  been  acquired  on  the 
last  day  of  the  taxable  year. 

“‘(4)  Amount  attributable  to  prop¬ 
erty. — The  amount  taken  into  account  under 
this  subpart  with  respect  to  any  property 
described  in  paragraph  (1)  or  (2)  shall  be 
its  adjusted  basis,  reduced  by  any  liability 
to  which  such  property  is  subject. 

‘“(c)  Less  developed  country  corpora¬ 
tions. — 

*“  (1)  In  general. — For  purposes  of  this 
subpart,  the  term  “less  developed  country 
corporation”  means  a  foreign  corporation 
which  is  created  or  organized  under  the  laws 
of  a  less  developed  country  and  which  dur¬ 
ing  the  taxable  year  is  engaged  in  the  active 
conduct  of  one  or  more  trades  or  businesses 
and — 


'“(A)  80  percent  or  more  of  the  gross 
income  of  which  for  the  taxable  year  is  de¬ 
rived  from  sources  within  less  developed 
countries;  and 

‘“(B)  80  percent  or  more  in  value  of  the 
assets  of  which  on  each  day  of  the  taxable 
year  consists  of — 

“‘(i)  property  used  in  such  trades  or 
businesses  and  located  in  less  developed 
countries, 

“*(li)  money,  and  deposits  with  persons 
carrying  on  the  banking  business. 

‘“(iii)  stock,  and  obligations  which,  at 
the  time  of  their  acquistion,  have  a  maturity 
of  5  years  or  more,  of  any  other  less  de¬ 
veloped  country  corporation, 

“‘(iv)  an  obligation  of  a  less  developed 
country, 

*“(v)  an  investment  which  is  required  be¬ 
cause  of  restrictions  imposed  by  a  less  de¬ 
veloped  country,  and 

“‘(vi)  property  described  in  section  956 
(b) (2). 
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“‘(2)  Shipping  companies. — For  purposes 
of  this  subpart,  the  term  "less  developed 
country  corporation”  also  means  a  foreign 
corporation — 

"  ‘(A)  80  percent  or  more  of  the  gross 
income  of  which  for  the  taxable  year  con¬ 
sists  of — 

“  ‘(i)  gross  income  derived  from,  or  in  con¬ 
nection  with,  the  using  (or  hiring  Or  leasing 
for  use)  in  foreign  commerce  of  aircraft  or 
vessels  registered  under  the  laws  of  a  less 
developed  country,  or  from,  or  in  connec¬ 
tion  with,  the  performance  of  services  di¬ 
rectly  related  to  use  of  such  aircraft  or  ves¬ 
sels,  or  from  the  sale  or  exchange  of  such  air¬ 
craft  or  vessels,  and 

‘“(ii)  dividends  and  interest  received  from 
foreign  corporations  which  are  less  developed 
country  corporations  within  the  meaning  of 
this  paragraph  and  10  percent  or  more  of 
the  total  combined  voting  power  of  all  classes 
of  stock  of  which  are  owned  by  the  foreign 
corporation,  and  gain  from  the  sale  or  ex¬ 
change  of  stock  or  obligations  of  foreign 
corporations  which  are  such  less  developed 
country  corporations,  and 

“‘(B)  80  percent  or  more  of  the  assets  of 
which  on  each  day  of  the  taxable  year  con¬ 
sists  of  (i)  assets  used,  or  held  for  use,  for  or 
in  connection  with  the  production  of  in¬ 
come  described  in  subparagraph  (A),  and 
(ii)  property  described  in  section  956(b)  (2). 

“‘(3)  Less  developed  country  defined. — 
For  purposes  of  this  subpart,  the  term  “less 
developed  country”  means  (in  respect  of  any 
foreign  corporation)  any  foreign  country 
(other  than  an  area  within  the  Sino-Soviet 
bloc)  or  any  possession  of  the  United  States 
with  respect  to  which,  on  the  first  day  of  the 
taxable  year,  there  is  in  effect  an  Executive 
order  by  the  President  of  the  United  States 
designating  such  country  or  possession  as  an 
economically  less  developed  country  for  pur¬ 
poses  of  this  subpart.  For  purposes  of  the 
preceding  sentence,  an  overseas  territory,  de¬ 
partment,  province,  or  possession  may  be 
treated  as  a  separate  country.  No  designa¬ 
tion  shall  be  made  under  this  paragraph 
with  respect  to  Australia,  Austria,  Belgium, 
Canada,  Denmark,  France,  Germany  (Fed¬ 
eral  Republic) ,  Hong  Kong,  Italy,  Japan, 
Liechtenstein,  Luxembourg,  Monaco,  Nether¬ 
lands,  New  Zealand,  Norway,  Union  of  South 
Africa,  San  Marino,  Sweden,  Switzerland, 
United  Kingdom.  After  the  President  has 
designated  any  foreign  country  or  any  pos¬ 
session  of  the  United  States  as  an  economi¬ 
cally  less  developed  country  for  purposes  of 
this  subpart,  he  shall  not  terminate  such 
designation  (either  by  issuing  an  Executive 
order  for  that  purpose  or  by  issuing  an  Exec¬ 
utive  order  under  the  first  sentence  of  this 
paragraph  which  has  the  effect  of  terminat¬ 
ing  such  designation)  unless,  at  least  30  days 
prior  to  such  termination,  he  has  notified 
the  Senate  and  the  House  of  Representatives 
of  his  intention  to  terminate  such  designa¬ 
tion. 

“  ‘Sec.  956.  Investment  of  earnings  in  United 
States  property. 

‘“(a)  General  Rules. — For  purposes  of 
this  subpart — 

“‘(1)  Amount  of  investment. — The 
amount  of  earnings  of  a  controlled  foreign 
corporation  invested  in  United  States  prop¬ 
erty  at  the  close  of  any  taxable  year  is  the 
aggregate  amount  of  such  property  held, 
directly  or  indirectly,  by  the  controlled  for¬ 
eign  corporation  at  the  close  of  the  taxable 
year,  to  the  extent  such  amount  would  have 
constituted  a  dividend  (determined  after  the 
application  of  section  955(a) )  if  it  had  been 
distributed. 

‘“(2)  Pro  rata  share  of  increase  for 
year. — In  the  case  of  any  United  States 
shareholder,  the  pro  rata  share  of  the  in¬ 
crease  for  any  taxable  year  in  the  earnings  of 
a  controlled  foreign  corporation  invested  in 
United  States  property  is  the  amount  de¬ 
termined  by  substracting  his  pro  rata  share 
of — 


‘“(A)  the  amount  determined  under  para¬ 
graph  (1)  for  the  close  of  the  preceding  tax¬ 
able  year,  reduced  by  amounts  paid  during 
such  preceding  taxable  year  to  which  sec¬ 
tion  959  (c)  ( 1 )  applies,  from 

“  ‘(B)  the  amount  determined  under  para¬ 
graph  (1)  for  the  close  of  the  taxable  year. 
The  determinations  under  subparagraphs 
(A)  and  (B)  shall  be  made  on  the  basis  of 
stock  owned  (within  the  meaning  of  section 
958(a))  by  such  United  States  shareholder 
on  the  last  day  during  the  taxable  year  on 
which  the  foreign  corporation  is  a  controlled 
foreign  corporation. 

“  ‘(3)  Amount  attributable  to  property.— 
The  amount  taken  into  account  under  para¬ 
graph  (1)  or  (2)  with  respect  to  any  prop¬ 
erty  shall  be  its  adjusted  basis,  reduced  by 
any  liability  to  which  the  property  is  subject. 
“  ‘(b)  United  States  Property  Defined. — 
“  ‘(1)  In  general. — For  purposes  of  sub¬ 
section  (a),  the  term  “United  States  prop¬ 
erty’  ”  means  anw  property  acquired  after  De¬ 
cember  31,  1962,  which  is — 

“‘(A)  tangible  property  located  in  the 
United  States; 

“  ‘(B)  stock  of  a  domestic  corporation; 
“‘(C)  an  obligation  of  a  United  States 
person;  or 

“  ‘(D)  any  right  to  the  use  in  the  United 
States  of — 

“  ‘ (i)  a  patent  or  copyright, 

‘“(ii)  an  invention,  model,  or  design 
(whether  or  not  patented) , 

“  ‘(iii)  a  secret  formula  or  process,  or 
“‘(iv)  any  other  similar  property  right, 
which  is  acquired  or  developed  by  the  con¬ 
trolled  foreign  corporation  for  use  in  the 
United  States. 

“‘(2)  Exceptions. — For  purposes  of  sub¬ 
section  (a),  the  term  “‘United  States  prop¬ 
erty’  ”  does  not  include — 

“‘(A)  obligations  of  the  United  States, 
money,  or  deposits  with  persons  carrying  on 
the  banking  business; 

“  ‘(B)  property  located  in  the  United 
States  which  is  purchased  in  the  United 
States  for  export  to,  or  use  in,  foreign  coun¬ 
tries; 

“‘(C)  any  obligation  of  a  United  States 
person  arising  in  connection  with  the  sale 
or  processing  of  property  if  the  amount  of 
such  obligation  outstanding  at  no  time  dur¬ 
ing  the  taxable  year  exceeds  the  amount 
which  would  be  ordinary  and  necessary  to 
carry  on  the  trade  or  business  of  both  the 
other  party  to  the  sale  or  processing  trans¬ 
action  and  the  United  States  person  had  the 
sale  or  processing  transaction  been  made  be¬ 
tween  unrelated  persons; 

“‘(D)  any  aircraft,  railroad  rolling  stock, 
vessel,  motor  vehicle,  or  container  used  in 
the  transportation  of  persons  or  property  in 
foreign  commerce  and  used  predominantly 
outside  the  United  States; 

“‘(E)  an  amount  of  assets  of  an  insur¬ 
ance  company  equivalent  to  the  unearned 
premiums  or  reserves  ordinary  and  necessary 
for  the  proper  conduct  of  its  insurance  busi¬ 
ness  attributable  to  contracts  which  are  not 
contracts  described  in  section  953(a)(1); 
and 

‘“(F)  an  amount  of  assets  of  the  con¬ 
trolled  foreign  corporation  equal  to  the  earn¬ 
ings  and  profits  accumulated  after  December 
31,  1962,  and  excluded  from  subpart  F  in¬ 
come  under  section  952(b). 

“‘(c)  Pledges  and  Guarantees. — For  pur¬ 
poses  of  subsection  (a) ,  a  controlled  foreign 
corporation  shall,  under  regulations  pre¬ 
scribed  by  the  Secretary  or  his  delegate,  be 
considered  as  holding  an  obligation  of  a 
United  States  person  if  such  controlled  for¬ 
eign  corporation  is  a  pledgor  or  guarantor 
of  such  obligation. 

“  ‘Sec.  957.  Controlled  foreign  corporations; 

United  States  persons. 

“‘(a)  General  Rule. — For  purposes  of 
this  subpart,  the  term  ‘controlled  foreign 
corporation’  means  any  foreign  corporation 
of  which  more  than  50  percent  of  the  total 
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combined  voting  power  of  all  classes  of  stock 
entitled,  to  vote  is  owned  (within  the  mean¬ 
ing  of  section  958(a)),  or  is  considered  as 
owned  by  applying  the  rules  of  ownership  of 
section  958(b),  by  United  States  share¬ 
holders  on  any  day  during  the  taxable  year 
of  such  foreign  corporation. 

“‘(b)  Special  Rule  for  Insurance. — For 
purposes  only  of  taking  into  account  income 
described  in  section  953(a)  (relating  to  in¬ 
come  derived  from  insurance  of  United 
States  risks),  the  term  “controlled  foreign 
corporation”  includes  not  only  a  foreign  cor¬ 
poration  as  defined  by  subsection  (a)  but 
also  one  of  which  more  than  25  percent  of 
the  total  combined  voting  power  of  all  classes 
of  stock  is  owned  (within  the  meaning  of 
section  958(a)),  or  is  considered  as  owned 
by  applying  the  rules  of  ownership  of  section 
958(b) ,  by  United  States  shareholders  on  any 
day  during  the  taxable  year  of  such  corpo¬ 
ration,  if  the  gross  amount  of  premiums  or 
other  consideration  in  respect  of  the  rein¬ 
surance  or  the  issuing  of  insurance  or  an¬ 
nuity  contracts  described  in  section  953(a) 
(1)  exceeds  75  percent  of  the  gross  amount 
of  all  premiums  or  other  consideration  in 
respect  of  all  risks. 

“‘(c)  Corporations  Organized  in  United 
States  Possessions. — For  purposes  of  this 
subpart,  the  term  “controlled  foreign  cor¬ 
poration”  does  not  include  any  corporation 
created  or  organized  in  the  Commonwealth 
of  Puerto  Rico  or  a  possession  of  the  United 
States  or  under  the  laws  of  the  Common¬ 
wealth  of  Puerto  Rico  or  a  possession  of  the 
United  States  if — 

“‘(1)  80  percent  or  more  of  the  gross  in¬ 
come  of  such  corporation  (computed  with¬ 
out  regard  to  section  931)  for  the  3-year  pe¬ 
riod  immediately  preceding  the  close  of  the 
taxable  year  (or  for  such  part  of  such  period 
immediately  preceding  the  close  of  such  tax¬ 
able  year  as  may  be  applicable)  was  derived 
from  sources  within  the  Commonwealth  of 
Puerto  Rico  or  a  possession  of  the  United 
States;  and 

“‘(2)  50  percent  or  more  of  the  gross  in¬ 
come  of  such  corporation  (computed  without 
regard  to  section  931)  for  such  period,  or  for 
such  part  thereof,  was  derived  from  the  active 
conduct  within  the  Commonwealth  of  Puerto 
Rico  or  a  possession  of  the  United  States  of 
any  trades  or  businesses  constituting  the 
manufacture  or  processing  of  goods,  wares, 
merchandise,  or  other  tangible  personal 
property;  the  processing  of  agricultural  or 
horticultural  products  or  commodities  (in¬ 
cluding  but  not  limited  to  livestock,  poultry, 
or  furbearing  animals) ;  the  catching  or 
taking  of  any  kind  of  fish  or  the  mining 
or  extraction  of  natural  resources,  or  any 
manufacturing  or  processing  of  any  products 
or  commodities  obtained  from  such  activi¬ 
ties;  or  the  ownership  or  operation  of  hotels. 
For  purposes  of  paragraphs  ( 1 )  and  ( 2 ) ,  the 
determination  as  to  whether  income  was 
derived  from  sources  within  the  Common¬ 
wealth  of  Puerto  Rico  or  a  possession  of  the 
United  States  and  was  derived  from  the  active 
conduct  of  a  described  trade  or  business 
within  the  Commonwealth  of  Puerto  Rico  or 
a  possession  of  the  United  States  shall  be 
made  under  regulations  prescribed  by  the 
Secretary  or  his  delegate. 

“‘(d)  United  States  Person. — For  pur¬ 
poses  of  this  subpart,  the  term  “United 
States  person”  has  the  meaning  assigned  to 
it  by  section  7701(a)  (30)  except  that— 

“‘(1)  with  respect  to  a  corporation  or¬ 
ganized  under  the  laws  of  the  Common¬ 
wealth  of  Puerto  Rico,  such  term  does  not 
include  an  individual  who  is  a  bona  fide 
resident  of  Puerto  Rico,  if  a  dividend  received 
by  such  individual  during  the  taxable  year 
from  such  corporation  would,  for  purposes 
of  section  933(1),  be  treated  as  income 
derived  from  sources  within  Puerto  Rico, 
“‘(2)  with  respect  to  a  corporation  or¬ 
ganized  under  the  laws  of  the  Virgin  Islands, 


such  term  does  not  include  an  individual 
who  is  a  bona  fide  resident  of  the  Virgin 
Islands  and  whose  income  tax  obligation 
under  this  subtitle  for  the  taxable  year  is 
satisfied  pursuant  to  section  28(a)  of  the 
Revised  Organic  Act  of  the  Virgin  Islands, 
approved  July  22,  1954  (48  U.S.C.  1642),  by 
paying  tax  on  income  derived  from  all  sources 
both  within  and  outside  the  Virgin  Islands 
into  the  treasury  of  the  Virgin  Islands,  and 
‘“(3)  with  respect  to  a  corporation  or¬ 
ganized  under  the  laws  of  any  other  posses¬ 
sion  of  the  United  States,  such  term  does  not 
include  an  individual  who  is  a  bona  fide 
resident  of  any  such  other  possession  and 
whose  income  derived  from  sources  within 
possessions  of  the  United  States  is  not,  by 
reason  of  section  931(a),  includible  in  gross 
income  under  this  subtitle  for  the  taxable 
year. 

“  ‘Sec.  958.  Rules  for  determining  stock  own¬ 
ership. 

“‘(a)  Direct  and  Indirect  Ownership. — 

“  ‘  ( 1 )  General  rule. — For  purposes  of  this 
subpart  (other  than  sections  955(b)  (1)  (A) 
and  (B) ,  955(c)  (2)  (A)  (ii),  and  960(a)  (1) ) , 
stock  owned  means — 

“‘(A)  stock  owned  directly,  and 
“‘(B)  stock  owned  with  the  application 
of  paragraph  (2) . 

“‘(2)  Stock  ownership  through  foreign 
entities. — For  purposes  of  subparagraph  (B) 
of  paragraph  (1),  stock  owned,  directly  or 
indirectly,  by  or  for  a  foreign  corporation, 
foreign  partnership,  or  foreign  trust  or  for¬ 
eign  estate  (within  the  meaning  of  section 
7701(a)  (31))  shall  be  considered  as  being 
owned  proportionately  by  its  shareholders, 
partners,  or  benefiiciaries.  Stock  considered 
to  be  owned  by  a  person  by  reason  of  the 
application  of  the  preceding  sentence  shall, 
for  purposes  of  applying  such  sentence,  be 
treated  as  actually  owned  by  such  person. 

“  ‘(3)  Special  rule  for  mutual  insurance 
companies. — For  purposes  of  applying  para¬ 
graph  (1)  in  the  case  of  a  foreign  mutual 
insurance  company,  the  term  “stock  ’  shall 
include  any  certificate  entitling  the  holder 
to  voting  power  in  the  corporation. 

“  '(b)  Constructive  Ownership. — For  pur¬ 
poses  of  sections  951(b),  954(d)  (3),  and  957, 
section  318(a)  (relating  to  constructive 
ownership  of  stock)  shall  apply  to  the  ex¬ 
tent  that  the  effect  is  to  treat  any  United 
States  person  as  a  United  States  shareholder 
within  the  meaning  of  section  951(b),  to 
treat  a  person  as  a  related  person  within 
the  meaning  of  section  954(d)(3),  or  to 
treat  a  foreign  corporation  as  a  controlled 
foreign  corporation  under  section  957,  except 
that — 

“‘(1)  In  applying  paragraph  (1)(A)  of 
section  318(a),  stock  owned  by  a  nonresi¬ 
dent  alien  individual  (other  than  a  foreign 
trust  or  foreign  estate)  shall  not  be  con¬ 
sidered  as  owned  by  a  citizen  or  by  a  resi¬ 
dent  alien  individual. 

“  ‘(2)  In  applying  the  first  sentence  of  sub- 
paragraphs  (A)  and  (B),  and  in  applying 
clause  (i)  of  subparagraph  (C),  of  section 
318(a)(2),  if  a  partnership,  estate,  trust,  or 
corporation  owns,  directly  or  indirectly,  more 
than  50  percent  of  the  total  combined  voting 
power  of  all  classes  of  stock  entitled  to  vote 
of  a  corporation,,  it  shall  be  considered  as 
owning  all  the  stock  entitled  to  vote. 

“  ‘(3)  Stock  owned  by  a  partnership,  estate, 
trust,  or  corporation,  by  reason  of  the  ap¬ 
plication  of  the  second  sentence  of  sub- 
paragraphs  (A)  and  (B) ,  and  the  applica¬ 
tion  of  clause  (ii)  of  subparagraph  (C),  of 
section  318(a)  (2),  shall  not  be  considered  as 
owned  by  such  partnership,  estate,  trust,  or 
corporation,  for  purposes  of  applying  the  first 
sentence  of  subparagraphs  (A)  and  (B),  and 
in  applying  clause  (i)  of  subparagraph  (C), 
of  section  318(a)  (2) . 

“  ‘(4)  In  applying  clause  (i)  of  subpara¬ 
graph  (C)  of  section  318(a)(2),  the  phrase 
'10  percent'  shall  be  substituted  for  the 


phrase  ‘50  percent’  used  in  subparagraph 

(C).  ,  . 

“‘(5)  The  second  sentence  of  subpara¬ 
graphs  (A)  and  (B),  and  clause  (ii)  of  sub- 
paragraph  (C),  of  section  318(a)(2)  shall 
not  be  applied  so  as  to  consider  a  United 
States  person  as  owning  stock  which  is  owned 
by  a  person  who  is  not  a  United  States 
person. 

"  ‘Sec.  959.  Exclusion  from  gross  income  of 
previously  taxed  earnings  and 
profits. 

“‘(a)  Exclusion  From  Gross  Income  of 
United  States  Persons. — For  purposes  of  this 
chapter,  the  earnings  and  profits  for  a  taxable 
year  of  a  foreign  corporation  attributable  to 
amounts  which  are,  or  have  been,  included  in 
the  gross  income  of  a  United  States  share¬ 
holder  under  section  951(a)  shall  not, 
when — 

“‘(1)  such  amounts  are  distributed  to, 
or 

“J(  2)  such  amounts  would,  but  for  this 
subsection,  be  included  under  section  951(a) 
(1)  (B)  in  the  gross  income  of, 
such  shareholder  (or  any  other  United  States 
person  who  acquires  from  any  person  any 
portion  of  the  interest  of  such  United  States 
shareholder  in  such  foreign  corporation,  but 
only  to  the  extent  of  such  portion,  and  sub¬ 
ject  to  such  proof  of  the  identity  of  such 
interest  as  the  Secretary  or  his  delegate  may 
by  regulations  prescribe)  directly,  or  indi¬ 
rectly  through  a  chain  of  ownership  de¬ 
scribed  under  section  958(a),  be  again  in¬ 
cluded  in  the  gross  income  of  such  United 
States  shareholder  (or  of  such  other  United 
States  person) . 

“‘(b)  Exclusion  From  Gross  Income  of 
Certain  Foreign  Subsidiaries. — For  purposes 
of  section  951(a),  the  earnings  and  profits 
for  a  taxable  year  of  a  controlled  foreign 
corporation  attributable  to  amounts  which 
are,  or  have  been,  included  in  the  gross  in¬ 
come  of  a  United  States  shareholder  under 
section  951(a),  shall  not,  when  distributed 
through  a  chain  of  ownership  described  un¬ 
der  section  958(a),  be  also  included  in  the 
gross  income  of  another  controlled  foreign 
corporation  in  such  chain  for  purposes  of 
the  application  of  section  951(a)  to  such 
other  controlled  foreign  corporation  with  re¬ 
spect  to  such  United  States  shareholder  (or 
to  any  other  United  States  shareholder  who 
acquires  from  any  person  any  portion  of 
the  interest  of  such  United  States  share¬ 
holder  in  the  controlled  foreign  corporation, 
but  only  to  the  extent  of  such  portion,  and 
subject  to  such  proof  of  identity  of  such 
interest  as  the  Secretary  or  his  delegate  may 
prescribe  by  regulations) . 

“‘(c)  Allocation  of  Distributions. — For 
purposes  of  subsections  (a)  and  (b),  section 
316(a)  shall  be  applied  by  applying  para¬ 
graph  (2)  thereof,  and  then  paragraph  (1) 
thereof — 

“  ‘  ( 1 )  first  to  earnings  and  profits  attribu¬ 
table  to  amounts  included  in  gross  income 
under  section  951(a)  (1)  (B)  (or  which  would 
have  been  included  except  for  subsection  (a) 
(2)  of  this  section) , 

“  ‘(2)  then  to  earnings  and  profits  attribu¬ 
table  to  amounts  included  in  gross  income 
under  section  951(a)  (1)  (A)  (but  reduced  by 
amounts  not  included  under  section  951(a) 
(1)  (B)  because  of  the  exclusion  in  subsection 
(a)(2)  of  this  section) ,  and 

“  ‘(3)  then  to  other  earnings  and  profits. 

“  ‘(d)  Distributions  Excluded  From  Gross 
Income  Not  To  Be  Treated  as  Dividends.— 
Except  as  provided  in  section  960(a)  (3) ,  any 
distribution  excluded  from  gross  income  un¬ 
der  subsection  (a)  shall  be  treated,  for  pur¬ 
poses  of  this  chapter,  as  a  distribution  which 
is  not  a  dividend. 

“  ‘Sec.  960.  Special  rules  for  foreign  tax 
credit. 

“‘(a)  Taxes  Paid  by  a  Foreign  Corpora¬ 
tion. — 


No.  154- 


-5 


CONGRESSIONAL  RECORD  —  SENATE 


16784 


August  28 


••‘Cl)  General  rule. — For  purposes  of 
subpart  A  of  this  part,  if  there  is  included, 
under  section  951(a),  In  the  gross  Income 
of  a  domestic  corporation  any  amount  attrib¬ 
utable  to  earnings  and  profits— 

“•(A)  of  a  foreign  corporation  at  least 
10  percent  of  the  voting  stock  of  which  is 
owned  by  such  domestic  corporation,  or 
“  (B)  of  a  foreign  corporation  at  least  50 
percent  of  the  voting  stock  of  which  is 
owned  by  a  foreign  corporation  at  least  10 
percent  of  the  voting  stock  of  which  is  in 
turn  owned  by  such  domestic  corporation, 


then,  under  regulations  prescribed  by  the 
Secretary  or  his  delegate,  such  domestic  cor¬ 
poration  shall  be  deemed  to  have  paid  the 
same  proportion  of  the  total  income,  war 
profits,  and  excess  profits  taxes  paid  (or 
deemed  paid)  by  such  foreign  corporation 
to  a  foreign  country  or  possession  of  the 
United  States  for  the  taxable  year  on  or 
with  respect  to  the  earnings  and  profits  of 
such  foreign  corporation  which  the  amount 
of  earnings  and  profits  of  such  foreign  cor¬ 
poration  so  included  in  gross  income  of  the 
domestic  corporation  bears  to — 

“‘(C)  if  the  foreign  corporation  at  least 
10  percent  of  the  voting  stock  of  which  is 
owned  by  such  domestic  corporation  referred 
to  in  subparagraph  (A)  or  (B)  is  not  a  less 
developed  country  corporation  (as  defined 
in  section  902(d))  for  such  taxable  year, 
the  entire  amount  of  the  earnings  and  profits 
of  such  foreign  corporation  for  such  taxable 


year,  or 

“‘(D)  if  the  foreign  corporation  at  least 
10  percent  of  the  voting  stock  of  which  is 
owned  by  such  domestic  corporation  re¬ 
ferred  to  in  subparagraph  (A)  or  (B)  is  a 
less  developed  country  corporation  (as  de¬ 
fined  in  section  902(d) )  for  such  taxable 
year,  the  sum  of  the  entire  amount  of  the 
earnings  and  profits  of  such  foreign  corpora¬ 
tion  for  such  taxable  year  and  the  total  in¬ 
come,  war  profits,  and  excess  profits  taxes 
paid  by  such  foreign  corporation  to  foreign 
countries  or  possessions  of  the  United  States 
for  such  taxable  year. 

“  ‘(2)  Taxes  previously  deemed  paid  by 
domestic  corporation. — If  a  domestic  cor¬ 
poration  receives  a  distribution  from  a  for¬ 
eign  corporation,  any  portion  of  which  is 
excluded  from  gross  income  under  section 
959,  the  income,  war  profits,  and  excess  prof¬ 
its  taxes  paid  or  deemed  paid  by  such  for¬ 
eign  corporation  to  any  foreign  country  or 
to  any  possession  of  the  United  States  in 
connection  with  the  earnings  and  profits  of 
such  foreign  corporation  from  which  such 
distribution  is  made  shall  not  be  taken  into 
account  for  purposes  of  section  902,  to  the 
extent  such  taxes  were  deemed  paid  by  a 
domestic  corporation  under  paragraph  (1) 
for  any  prior  taxable  year. 

“‘(3)  Taxes  paid  by  foreign  corporation 
AND  NOT  PREVIOUSLY  DEEMED  PAID  BY  DOMES¬ 
TIC  corporation. — Any  portion  of  a  distribu¬ 
tion  from  a  foreign  corporation  received  by  a 
domestic  corporation  which  is  excluded  from 
gross  income  under  section  959(a)  shall  be 
treated  by  the  domestic  corporation  as  a 
dividend,  solely  for  purposes  of  taking  into 
account  under  section  902  any  income,  war 
profits,  or  excess  profits  taxes  paid  to  any 
foreign  country  or  to  any  possession  of  the 
United  States,  on  or  with  respect  to  the  ac¬ 
cumulated  profits  of  such  foreign  corpora¬ 
tion  from  which  such  distribution  is  made, 
which  were  not  deemed  paid  by  the  domestic 
corporation  under  paragraph  (1)  for  any 
prior  taxable  year 

“  '(b)  Special  Rules  for  Foreign  Tax 
Credit  in  Year  of  Receipt  of  Previously 
Taxed  Earnings  and  Profits. — 

(1)  Increase  in  section  904  limita- 
I?,t1r7\In  case  of  any  taxpayer  who — 

ol  subpart  Aeof(it)HfhOSe  !°  haVe  the  benefits 
in  which  he  was  mn”!  for  a  taxable  year 
<a)  to  induct eTn  ,uncler  section  951 

-  -pect  of 


tion,  or  (ii)  did  not  pay  or  accrue  for  such 
taxable  year  any  income,  war  profits,  or  ex¬ 
cess  profits  taxes  to  any  foreign  country  or 
to  any  possession  of  the  United  States,  and 

“  ‘(B)  chooses  to  have  the  benefits  of  sub¬ 
part  A  of  this  part  for  the  taxable  year  in 
which  he  receives  a  distribution  or  amount 
which  is  excluded  from  gross  income  under 
section  959(a)  and  which  is  attributable  to 
earnings  and  profits  of  the  controlled  for¬ 
eign  corporation  which  was  included  in  his 
gross  income  for  the  taxable  year  referred 
to  in  subparagraph  (A) ,  and 

“‘(C)  for  the  taxable  year  in  which  such 
distribution  or  amount  is  received,  pays,  or 
is  deemed  to  have  paid,  or  accrues  income, 
war  profits,  or  excess  profits  taxes  to  a  for¬ 
eign  country  or  to  any  possession  of  the 
United  States  with  respect  to  such  distribu¬ 
tion  or  amount. 

the  applicable  limitation  under  section  904 
for  the  taxable  year  in  which  such  distribu¬ 
tion  or  amount  is  received  shall  be  increased 
as  provided  in  paragraph  (2),  but  such  in¬ 
crease  shall  not  exceed  the  amount  of  such 
taxes  paid,  or  deemed  paid,  or  accrued  with 
respect  to  such  distribution  or  amount. 

“  ‘(2)  Amount  of  increase. — The  amount 
of  increase  of  the  applicable  limitation  un¬ 
der  section  904(a)  for  the  taxable  year  in 
which  the  distribution  or  amount  referred  to 
In  paragraph  (1)  (B)  is  received  shall  be  an 
amount  equal  to — 

“  ‘(A)  the  amount  by  which  the  applicable 
limitation  under  section  904(a)  for  the  tax¬ 
able  year  referred  to  in  paragraph  (1)(A) 
was  increased  by  reason  of  the  inclusion  in 
gross  income  under  section  951(a)  of  the 
amount  in  respect  of  the  controlled  foreign 
corporation,  reduced  by 

“‘(B)  the  amount  of  any  income,  war 
profits,  and  excess  profits  taxes  paid,  or 
deemed  paid,  or  accrued  to  any  foreign 
country  or  possession  of  the  United  States 
which  were  allowable  as  a  credit  under  sec¬ 
tion  901  for  the  taxable  year  referred  to  in 
paragraph  (1)  (A)  and  which  would  not  have 
been  allowable  but  for  the  inclusion  in  gross 
income  of  the  amount  described  in  sub- 
paragraph  (A). 

“  ‘(3)  Cases  in  which  taxes  not  to  be  al¬ 
lowed  as  deduction. — In  the  case  of  any 
taxpayer  who — 

“  ‘(A)  chose  to  have  the  benefits  of  sub¬ 
part  A  of  this  part  for  a  taxable  year  in 
which  he  was  required  under  section  951(a) 
to  include  in  his  gross  income  an  amount 
in  respect  of  a  controlled  foreign  corpora¬ 
tion,  and 

“  ‘(B)  does  not  choose  to  have  the  benefits 
of  subpart  A  of  this  part  for  the  taxable 
year  in  which  he  receives  a  distribution  or 
amount  which  is  excluded  from  gross  in¬ 
come  under  section  959(a)  and  which  is 
attributable  to  earnings  and  profits  of  the 
controlled  foreign  corporation  which  was 
included  in  his  gross  income  for  the  taxable 
year  referred  to  in  subparagraph  (A) , 
no  deduction  shall  be  allowed  under  section 
164  for  the  taxable  year  in  which  such  dis¬ 
tribution  or  amount  is  received  for  any  in¬ 
come,  war  profits,  or  excess  profits  taxes  paid 
or  accrued  to  any  foreign  country  or  to  any 
possession  of  the  United  States  on  or  with 
respect  to  such  distribution  or  amount. 

“  ‘(4)  Insufficient  taxable  income. — If 
an  increase  in  the  limitation  under  this 
subsection  exceeds  the  tax  imposed  by  this 
chapter  for  such  year,  the  amount  of  such 
excess  shall  be  deemed  an  overpayment  of 
tax  for  such  year. 

“  ‘Sec.  961.  Adjustments  to  basis  of  stock  in 
controlled  foreign  corporation 
and  of  other  property. 

“‘(a)  Increase  in  basis. — Under  regula¬ 
tions  prescribed  by  the  Secretary  or  his  dele¬ 
gate,  the  basis  of  a  United  States  sharehold¬ 
er’s  stock  in  a  controlled  foreign  corporation, 
and  the  basis  of  property  of  a  United  States 
shareholder  by  reason  of  which  he  is  consid¬ 


ered  under  section  958(a)  (2)  as  owning  stock 
of  a  controlled  foreign  corporation,  shall  be 
increased  by  the  amount  required  to  be  in¬ 
cluded  in  his  gross  income  under  section 
951(a)  with  respect  to  such  stock  or  with 
respect  to  such  property,  as  the  case  may  be, 
but  only  to  the  extent  to  which  such  amount 
was  included  in  the  gross  income  of  such 
United  States  shareholder.  In  the  case  of  a 
United  States  shareholder  who  has  made  an 
election  under  section  962  for  the  taxable 
year,  the  increase  in  basis  provided  by  this 
subsection  shall  not  exceed  an  amount  equal 
to  the  amount  of  tax  paid  under  this  chap¬ 
ter  with  respect  to  the  amounts  required  to 
be  included  in  his  gross  income  under  sec¬ 
tion  951(a) . 

“‘(b)  Reduction  in  Basis. — 

“  ‘  ( 1 )  In  general. — Under  regulations  pre¬ 
scribed  by  the  Secretary  or  his  delegate, 
the  adjusted  basis  of  stock  or  other  property 
with  respect  to  which  a  United  States  share¬ 
holder  or  a  United  States  person  receives  an 
amount  which  is  excluded  from  gross  income 
under  section  959(a)  shall  be  reduced  by 
the  amount  so  excluded.  In  tfce  case  of  a 
United  States  shareholder  who  has  made  an 
election  under  section  962  for  any  prior  tax¬ 
able  year,  the  reduction  in  basis  provided 
by  this  paragraph  shall  not  exceed  an  amount 
equal  to  the  amount  received  which  is  ex¬ 
cluded  from  gross  income  under  section 
959(a)  after  the  application  of  section 
962(d). 

“  ‘(2)  Amount  in  excess  of  basis. — To  the 
extent  that  an  amount  excluded  from  gross 
income  under  section  959(a)  exceeds  the 
adjusted  basis  of  the  stock  or  other  property 
with  respect  to  which  it  is  received,  the 
amount  shall  be  treated  as  gain  from  the 
sale  or  exchange  of  property. 

“  ‘Sec.  962.  Election  by  individuals  to  be  sub¬ 
ject  to  tax  at  corporate  rates. 

‘‘‘(a)  General  Rule. — Under  regulations 
prescribed  by  the  Secretary  or  his  delegate, 
in  the  case  of  a  United  States  shareholder 
who  is  an  individual  and  who  elects  to  have 
the  provisions  of  this  section  apply  for  the 
taxable  year — 

“  ‘  ( 1 )  the  tax  imposed  under  this  chapter 
on  amounts  which  are  included  in  his  gross 
income  under  section  951(a)  shall  (in  lieu 
of  the  tax  determined  under  section  1)  be 
an  amount  equal  to  the  tax  which  would  be 
imposed  under  section  11  if  such  amounts 
were  received  by  a  domestic  corporation,  and 

“‘(2)  for  purposes  of  applying  the  pro¬ 
visions  of  section  960  (relating  to  foreign 
tax  credit)  such  amounts  shall  be  treated 
as  if  they  were  received  by  a  domestic  cor¬ 
poration. 

“‘(b)  Election. — An  election  to  have  the 
provisions  of  this  section  apply  for  any  tax¬ 
able  year  shall  be  made  by  a  United  States 
shareholder  at  such  time  and  in  such  manner 
as  the  Secretary  or  his  delegate  shall  pre¬ 
scribe  by  regulations.  An  election  made  for 
any  taxable  year  may  not  be  revoked  except 
with  the  consent  of  the  Secretary  or  his 
delegate. 

“  ‘(c)  Surtax  Exemption. — For  purposes 
of  applying  subsection  (a)(1),  the  surtax 
exemption  provided  by  section  11(c)  shall 
not  exceed,  in  the  case  of  any  United  States 
shareholder,  an  amount  which  bears  the 
same  ratio  to  $25,000  as  the  amounts  in¬ 
cluded  in  his  gross  income  under  section  951 
(a)  for  the  taxable  years  bears  to  his  pro 
rata  share  of  the  earnings  and  profits  for  the 
taxable  year  of  all  controlled  foreign  corpo¬ 
rations  with  respect  to  which  such  United 
States  shareholder  includes  any  amount  in 
gross  income  under  section  951(a). 

“‘(d)  Special  Rule  for  Actual  Distribu¬ 
tions. — The  earnings  and  profits  of  a  foreign 
corporation  attributable  to  amounts  which 
were  included  in  the  gross  income  of  a 
United  States  shareholder  under  section  951 
(a)  and  with  respect  to  which  an  election 
under  this  section  applied  shall,  when  such 
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.  „rp  riictributed  notwith-  tion,  whether  or  not  a  controlled  foreign  with  respect  to  any  foreign  corporation,  if 

the  nrnvkions  of  section  959(a)  (1) ,  corporation,  by  reason  of  which  the  United  it  is  established  to  the  satisfaction  of  the 
be  included  in  gross  income  to  the  extent  States  shareholder  owns,  within  the  meaning  Secretary  or  his  delegate  that  the  earnings 
£hat  such  earning  and  pro^so  distributed  of-t ;jon  958(a)  (2) ,  stock  of  such  controlled  and 

chapter  on  the  amounts  to  which  such  elec-  SPSS'S. 

tion  applied.  subsection  (a)(3)  shall  apply  to  amounts  poration  because  of  currency  or  other  restric- 

" ‘Sec.  963.  Receipt  of  minimum  distribu-  b  (bu(;  for  the  provisions  of  this  sec-  tions  or  limitations  imposed  under  the  laws 

tions  by  domestic  corporations.  tiQn^  would  be  included  in  the  gross  income  of  any  foreign  country. 

“‘(a)  General  Rule. — In  the  case  of  a  of  the  United  States  shareholder  under  sec-  '“(d)  Effective  Foreign  Tax  Rate. — For 
United  States  shareholder  which  is  a  domes-  tion  951(a)  (1)  (A)  (i) —  purposes  of  this  section,  the  term  “effective 

tic  corporation  and  which  consents  to  all  “‘(A)  by  reason  of  its  ownership,  within  foreign  tax  rate”  means — 
the  regulations  prescribed  by  the  Secretary  tbe  meaning  of  section  958(a)(1)(A),  of  “‘(1)  with  respect  to  a  single  controlled 
or  his  delegate  under  this  section  prior  to  the  gtock  of  all  controlled  foreign  corporations  foreign  corporation,  the  percentage  which — 
last  day  prescribed  by  law  for  filing  its  return  ln  whicll  it  owns  stock  within  the  meaning  “‘(A)  the  income,  war  profits,  or  excess 
of  the  tax  imposed  by  this  chapter  for  the  of  sucb  section,  and  profits  taxes  paid  or  accrued  to  foreign  coun- 

taxable  year,  no  amount  shall  be  included  in  „  ,,B)  by  reason  of  its  ownership,  within  tries  or  possessions  of  the  United  States  by 
gross  income  under  section  951(a)  (1)  (A)  (i)  the  meaning  of  section  958(a)  (2) ,  of  stock  of  the  controlled  foreign  corporation  for  the 
for  the  taxable  year  with  respect  to  the  sub-  aB  controlled  foreign  corporations  in  which  taxable  year  on  or  with  respect  to  its  earn- 
part  F  income  of  a  controlled  foreign  corpo-  it  owns  stock  within  the  meaning  of  such  ings  and  profits  for  the  taxable  year,  is  of 
ration,  if—  section,  but  only  if  there  is  taken  into  ac-  ‘“(B)  the  sum  of  (i)  the  earnings  and 

“  ‘  ( 1 )  in  the  case  of  a  controlled  foreign  count  tbe  earnings  and  profits  of  each  for-  profits  of  the  controlled  foreign  corporation 
corporation  described  in  subsection  (c)(1),  eign  corporation,  whether  or  not  a  controlled  described  in  subparagraph  (A)  and  (ii)  and 
the  United  States  shareholder  receives  a  f0reign  corporation,  by  reason  of  which  the  the  taxes  described  in  subparagraph  (A); 
minimum  distribution  of  the  earnings  and  united  States  shareholder  owns,  within  the  and 

profits  for  the  taxable  year  of  such  controlled  meaning  of  section  958(a) ,  stock  of  any  of  “  ‘(2)  with  respect  to  two  or  more  foreign 
foreign  corporation;  ,  sucb  controlled  foreign  corporations.  corporations,  the  percentage  which— 

“ ‘(2)  in  the  case  of  controlled  foreign  cor-  ‘“(4)  Exceptions  and  special  rules. —  “‘(A)  the  total  income,  war  profits,  or 

porations  described  in  subsection  (c)(2),  the  <“(A)  Less  developed  country  corpora-  excess  profits  taxes  paid  or  accrued  to  for- 

United  States  shareholder  receives  a  mini-  NS _ If  the  united  States  shareholder  so  eign  countries  or  possessions  of  the  United 

mum  distribution  with  respect  to  the  con-  elects  SUbsection  (a)  (3)  and  paragraph  (3)  States  by  such  foreign  corporations  for  the 
solidated  earnings  and  profits  for  the  taxa-  q{  thl’g  subsection  shall  not  apply  to  amounts  taxable  year  on  or  with  respect  to  the  total 
ble  year  of  all  such  controlled  foreign  cor-  whlch  wouid  be  included  in  the  gross  income  earnings  and  profits  of  such  foreign  corpora- 
porations;  or  0f  such  shareholder  under  section  951(a)  (1)  tions  for  the  taxable  year,  is  of 

“‘(3)  in  the  case  of  controlled  foreign  (Awt)  by  reason  of  its  ownership,  within  “‘(B)  the  sum  of  (i)  the  total  earnings 
corporations  described  in  subsection  (c)(3),  the  meaning  of  section  958(a),  of  stock  of  and  profits  of  such  foreign  corporations  de- 
the  United  States  shareholder  receives  a  controned  foreign  corporations  which  are  less  scribed  in  subparagraph  (A)  and  (ii)  the 
minimum  distribution  of  the  consolidated  developed  country  corporations  (as  defined  in  taxes  described  in  subparagraph  (A), 
earnings  and  profits  for  the  taxable  year  of  section  955(c)).  This  subparagraph  shall  Por  purp0ses  of  the  preceding  sentence,  in 
all  such  controlled  foreign  corporations.  not  apply  with  respect  to  a  less  developed  the  case  Qf  any  United  States  shareholder, 

“  '(b)  Minimum  Distributions. — For  pur-  country  corporation  if,  by  reason  of  the  own-  the  computation  of  the  effective  foreign  tax 
poses  of  this  section,  a  minimum  distribu-  erShip  of  the  stock  of  such  corporation,  the  rate  applicable  with  respect  to  any  con- 
tion  with  respect  to  the  earnings  and  profits  united  States  shareholder  owns,  within  the  trolled  foreign  corporation  or  corporations 
for  the  taxable  year  of  any  controlled  foreign  meanlng  Qf  section  958(a)(2),  stock  of  any  shaU  be  made  without  regard  to  distribu- 
corporation  or  corporations  shall,  in  the  case  otber  controlled  foreign  corporation  which  is  tions  made  by  such  controlled  foreign  cor- 
of  any  United  States  shareholder,  be  its  pro  not  a  less  developed  country  corporation,  poration  or  corporations  to  such  United 
rata  share  of  an  amount  determined  in  ac-  Except  as  provided  in  the  preceding  sentence,  states  shareholder, 
cordance  with  the  following  table:  an  eiection  under  this  subparagraph  may  be  ‘“(e)  Special  Rules. — 

.  .<If  the  effective  for-  The  required  mini-  made  only  with  respect  to  all  controlled  “  ‘  ( 1 )  Year  from  which  distributions  are 

eign  tax  rate  is  mum  distribu-  foreign  corporations  which  are  less  developed  MADE. — For  purposes  of  this  section,  the  sec- 

( percentage )  :  tion  of  earnings  country  corporations  and  with  respect  to  ond  sentence  of  section  902(c)  (1)  shall  apply 

and  profits  is  which  the  domestic  corporation  making  the  in  determining  from  the  earnings  and  prof- 

percentage)  :  election  is  a  United  States  shareholder.  its  of  wbat  year  distributions  are  made  by 

Under  10 _  90  *“(B)  Foreign  branches. — In  applying  any  foreign  corporation,  except  that  the  Sec- 

10  or  over  but  less  than  20 -  80  subsection  (a)(3)  and  paragraph  (3)  of  this  retary  or  his  delegate  may  by  regulations 

20  or  over  but  less  than  30 -  70  subsection,  if  a  United  States  shareholder  so  provide  a  period  in  excess  of  60  days  in  lieu 

30  or  over  but  less  than  40 -  60  €lects>  all  branches  maintained  by  such  of  the  60-day  period  prescribed  in  such  sec- 

40  or  over  but  less  than  42 -  50  sbareholder  in  foreign  countries,  the  Com-  tion. 

42  or  over  but  less  than  44 -  38  monweaith  of  Puerto  Rico,  or  possessions  of  “<(2)  Insufficient  distributions.— If— 

44  or  over  taut  less  than  46 -  26  tBe  united  States  shall,  under  regulations  “‘(A)  a  United  States  shareholder,  in  mak- 

46  or  over  but  not  more  than  47 -  14  prescribed  by  the  Secretary  or  his  delegate,  ing  its  return  of  the  tax  imposed  by  this 

Over  47 _ _  ®  be  treated  as  wholly  owned  subsidiary  cor-  chapter  for  any  taxable  year,  applies  the  pro- 

“Wei  Amounts  to  Which  Section  Applies.-  porations  of  such  shareholder  organized  un-  visiolls  of  this  section  with  respect  to  any 

•“(  n  FoRMGN  subsidiaries.— Subsection  der  the  laws  of  such  foreign  countries,  the  controlled  foreign  corporation, 

(a)(1)  shall  apply  to  amounts  which  (but  Commonwealth  of  Puerto  Rico,  or  possessions  „,(B)  lt  ls  subsequently  determined  that 

for  the  provisions  of  this  section)  would  be  of  the  United  States,  as  the  case  may  be.  this  section  did  not  apply  with  respect  to 
included  in  the  gross  income  of  the  United  Each  branch  so  treated  shall,  for  purposes  Euch  controlled  foreign  corporation  for  ™ 
States  shareholder  under  section  951(a)  (1)  of  this  section,  be  considered  to  have  distrib-  taxable  year  due  to  the  failure  of  the  United 
(A)  (i)  by  reason  of  its  ownership,  within  the  uted  to  the  United  States  shareholder  all  of  States  shareholder  to  receive  a  minimum  d 
meaning  ^ of  section  958(a)  (1)  (A) ,  of  stock  its  earnings  and  profits  for  the  taxable  year,  tribution  with  respect  to  such  cont 
of  a  controlled  foreign  corporation.  This  subparagraph  shall  not  apply  to  a  elgn  corporation,  and 

“  ‘(2)  Chain  of  controlled  foreign  cobpo-  branch  maintained  by  a  United  States  share-  “‘(C)  such  failure  is  due  made 

rations —Subsection  (a)  (2)  shall  apply  to  holder  in  the  Commonwealth  of  Puerto  Rico  causei  then  a  subsequent  distribution 

amounts  which  (but  for  the  provisions  of  0r  a  possession  of  the  United  States  unless  with  respect  t°  such  contron  d  i  g^  r 

this  section)  would  be  included  in  the  gross  «  .(i)  such  branch  would  be  a  controlled  poration  may,  U  made  at  a  or  bls 

income  of  the  United  States  shareholder  foreign  corporation  (as  defined  in  section  manner  prescribed  by  ~  .  d  for  pur- 

upnder  section  951(a)  (1)  (A)  (i)-  957)  gif  it  were  incorporated  under  toe  laws  delegate  by  made 

“  ‘(A)  by  reason  of  its  ownership,  within  f  the  commonwealth  of  Puerto  Rico  or  the  poses  of  this  chaPter:  t  bl°  year  of  the 

toe  meaning  of  section  958(a)(1)(A)  of  “Session  of  the  United  States,  as  the  case  for.  and Jhich  such 
stock  of  a  controlled  foreign  corpora  ion,  maybe,  and  ^  ^  ^  United  shareholdcr  applied  the  provisions  of  this 

.h chides sras ^ r=d — 0^= 

ship,  within  the  meaning  of  section  958  a)  tbe  Commonwealth  of  Puerto  Rico  and  pos-  noMS.-An taflUtated %  £  consolidated  re- 

(2) ,  of  stock  of  any  other  controlled  foreign  gessions  of  the  united  States.  which  is ‘eligible to  ma  ^  taxable  year> 

corporation  (on  account  of  its  ownership  of  “‘(C)  blocked  foreign  income— If  a  turn  under  sectioj 6°*  treated  as  a  single 

the  stock  described  in  subparagraph  (  )  united  States  shareholder  so  elects,  the  pro-  ni3-^  shareholder  for  purposes  of 

of  stock  described  in  this  subparagraph)  United  sta  and  of  para.  ymted  States  shareholder  t  P^P  r_ 

but  only  if  there  is  taken  into  accountthe  visio  subsection  shall  not  apply  applying  this  section 

earnings  and  profits  of  such  foreign  corpora-  giapn  yo, 
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‘‘‘(f)  Regulations.— The  Secretary  or  his 
delegate  shall  prescribe  such  regulations  as 
he  may  deem  necessary  to  carry  out  the  pro¬ 
visions  of  this  section,  including  regulations 
for  the  determination  of  the  amount  of  for¬ 
eign  tax  credit  in  the  case  of  distributions 
with  respect  to  the  earnings  and  profits  of 
two  or  more  foreign  corporations. 

“  ‘Sec.  964.  Miscellaneous  provisions. 


■*  ‘(a)  Earnings  and  Profits. — For  purposes 
of  this  subpart,  the  earnings  and  profits  of 
any  foreign  corporation,  and  the  deficit  in 
earnings  and  profits  of  any  foreign  corpora¬ 
tion,  for  any  taxable  year  shall  be  determined 
according  to  rules  substantially  similar  to 
those  applicable  to  domestic  corporations, 
under  regulations  prescribed  by  the  Secre¬ 
tary  or  his  delegate. 

“  ‘(b)  Blocked  Foreign  Income. — Under 
regulations  prescribed  by  the  Secretary  or 
his  delegate,  no  part  of  the  earnings  and 
profits  of  a  controlled  foreign  corporation 
for  any  taxable  year  shall  be  included  in 
earnings  and  profits  for  purposes  of  sec¬ 
tions  952,  955,  and  956,  if  it  is  established 
to  the  satisfaction  of  the  Secretary  or  his 
delegate  that  such  part  could  not  have  been 
distributed  by  the  controlled  foreign  cor¬ 
poration  to  United  States  shareholders  who 
own  (within  the  meaning  of  section  958(a) ) 
stock  of  such  controlled  foreign  corporation 
because  of  currency  or  other  restrictions  or 
limitations  imposed  under  the  laws  of  any 
foreign  country. 

“‘(c)  Records  and  Accounts  of  United 
States  Shareholders. — 

“‘(1)  Records  and  accounts  to  be  main¬ 
tained. — The  Secretary  or  his  delegate  may 
by  regulations  require  each  person  who  is, 
or  has  been,  a  United  States  shareholder  of 
a  controlled  foreign  corporation  to  maintain 
such  records  and  accounts  as  may  be  pre¬ 
scribed  by  such  regulations  as  necessary  to 
carry  out  the  provisions  of  this  subpart  and 
subpart  G. 

“  ‘(2)  Two  or  more  persons  required  to 

MAINTAIN  OR  FURNISH  THE  SAME  RECORDS  AND 
ACCOUNTS  WITH  RESPECT  TO  THE  SAME  FOREIGN 

corporation. — Where,  but  for  this  para¬ 
graph,  two  or  more  United  States  persons 
would  be  required  to  maintain  or  furnish 
the  same  records  and  accounts  as  may  by 
regulations  be  required  under  paragraph  (1) 
with  respect  to  the  same  controlled  foreign 
corporation  for  the  same  period,  the  Sec¬ 
retary  or  his  delegate  may  by  regulations 
provide  that  the  maintenance  or  furnishing 
of  such  records  and  accounts  by  only  one 
such  person  shall  satisfy  the  requirements 
of  paragraph  (1)  for  such  other  persons. 

“  ‘Subpart  G — Export  Trade  Corporations 
"  ‘Sec.  970.  Reduction  of  subpart  F  income  of 
export  trade  corporations. 
“‘Sec.  971.  Definitions.  * 

“  ‘Sec.  972.  Consolidation  of  group  of  export 
trade  corporations. 

“  ‘Sec.  970.  Reduction  of  subpart  F  income  of 
export  trade  corporations. 

“‘(a)  Export  Trade  Income  Constituting 
Foreign  Base  Company  Income. — 

‘‘‘(1)  In  general. — In  the  case  of  a  con¬ 
trolled  foreign  corporation  (as  defined  in  sec¬ 
tion  957)  which  for  the  taxable  year  is  an 
export  trade  corporation,  the  subpart  F  in¬ 
come  (determined  without  regard  to  this 
subpart)  of  such  corporation  for  such  year 
shall  be  reduced  by  an  amount  equal  to  so 
much  of  the  export  trade  income  (as  defined 
in  section  971(b))  of  such  corporation  for 
such  year  as  constitutes  foreign  base  com¬ 
pany  income  (as  defined  in  section  954) ,  but 
only  to  the  extent  that  such  amount  does 
not  exceed  whichever  of  the  following 
amounts  is  the  lesser: 


"‘(A)  an  amount  equal  to  1 1/2  time 
the  exP°rt  promotion  expenses 
Uonnertlnsu,entl0n  971(d)>  of  su<*  COTP 

to  the  exporttraderinS  U  properly  alloc 
foreign  base  companv  me lch  c°nstit 
Poratlon  for  such  yea?,  £  e  °f  SUCh 


“‘(B)  an  amount  equal  to  10  percent  of 
so  much  of  the  gross  receipts  for  such 
year  (or,  in  the  case  of  gross  receipts  arising 
from  commissions,  fees,  or  other  compensa¬ 
tion  for  its  services,  so  much  of  the  gross 
amount  upon  the  basis  of  which  such  com¬ 
missions,  fees,  or  other  compensation  is 
computed)  accruing  to  such  export  trade 
corporation  from  the  sale,  installation,  op¬ 
eration,  maintenance,  or  use  of  property  in 
respect  of  which  such  corporation  derives 
export  trade  income  as  is  properly  allocable 
to  the  export  trade  income  which  constitutes 
foreign  base  company  income  of  such  cor¬ 
poration  for  such  year. 

The  allocations  with  respect  to  export  trade 
income  which  constitutes  foreign  base  com¬ 
pany  income  under  subparagraphs  (A)  and 
(B)  shall  be  made  under  regulations  pre¬ 
scribed  by  the  Secretary  or  his  delegate. 

“  ‘(2)  Overall  limitation. — The  reduction 
under  paragraph  (1)  for  any  taxable  year 
shall  not  exceed  an  amount  which  bears  the 
same  ratio  to  the  increase  in  the  investments 
in  export  trade  assets  (as  defined  in  sec¬ 
tion  971(c))  of  such  corporation  for  such 
year  as  the  export  trade  income  which  con¬ 
stitutes  foreign  base  company  income  of  such 
corporation  for  such  year  bears  to  the  entire 
export  trade  income  of  such  corporation  for 
such  year. 

“‘(b)  Inclusion  of  Certain  Previously 
Excluded  Amounts. — Each  United  States 
shareholder  of  a  controlled  foreign  corpora¬ 
tion  which  for  any  prior  taxable  year  was  an 
export  trade  corporation  shall  include  in  his 
gross  income  under  section  951(a)(1)(A) 
(ii),  as  an  amount  to  which  section  955  (re¬ 
lating  to  withdrawal  of  previously  excluded 
subpart  F  income  from  qualified  investment) 
applies,  his  pro  rata  share  of  the  amount  of 
decrease  in  the  investments  in  export  trade 
assets  of  such  corporation  for  such  year,  but 
only  to  the  extent  that  his  pro  rata  share  of 
such  amount  does  not  exceed  an  amount 
equal  to — 

“‘(1)  his  pro  rata  share  of  the  sum  of 

(A)  the  amounts  by  which  the  subpart  F  in¬ 
come  of  such  corporation  was  reduced  for  all 
prior  taxable  years  under  subsection  (a) ,  and 

(B)  the  amounts  not  included  in  subpart  F 
income  (determined  without  regard  to  this 
subpart)  for  all  prior  taxable  years  by  reason 
of  the  application  of  section  972,  reduced  by 

“  ‘(2)  the  sum  of  the  amounts  which  were 
included  in  his  gross  income  under  section 
951(a)  (1)  (A)  (ii)  under  the  provisions  of 
this  subsection  for  all  prior  taxable  years. 

“  ‘(c)  Investments  in  Export  Trade  As¬ 
sets. — ' 

“  ‘(1)  Amount  of  investments. — For  pur¬ 
poses  of  this  section,  the  amount  taken  into 
account  with  respect  to  any  export  trade 
asset  shall  be  its  adjusted  basis,  reduced  by 
any  liability  to  which  the  asset  is  subject. 

“  ‘(2)  Increase  in  investments  in  export 
trade  assets. — For  purposes  of  subsection 

(a) ,  the  amount  of  increase  in  investments 
in  export  trade  assets  of  any  controlled  for¬ 
eign  corporation  for  any  taxable  year  is  the 
amount  by  which — 

“‘(A)  the  amount  of  such  investments 
at  the  close  of  the  taxable  year,  exceeds 

“  ‘(B)  the  amount  of  such  investments  at 
the  close  of  the  preceding  taxable  year. 

“‘(3)  Decrease  in  investments  in  export 
trade  assets. — For  purposes  of  subsection 

(b) ,  the  amount  of  decrease  in  investments 
in  export  trade  assets  of  any  controlled  for¬ 
eign  corporation  for  any  taxable  year  is  the 
amount  by  which — 

“  ‘(A)  the  amount  of  such  investments  at 
the  close  of  the  preceding  taxable  year  (re¬ 
duced  by  an  amount  equal  to  the  amount  of 
net  loss  sustained  during  the  taxable  year 
with  respect  to  export  trade  assets),  exceeds 

“  ‘(B)  the  amount  of  such  investments  at 
the  close  of  the  taxable  year. 

“‘(4)  Special  rule. — A  United  States 
shareholder  of  an  export  trade  corporation 
may,  under  regulations  prescribed  by  the 
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Secretary  or  his  delegate,  make  the  determi¬ 
nations  under  paragraphs  (2)  and  (3)  as  of 
the  close  of  the  75th  day  after  the  close  of 
the  years  referred  to  in  such  paragraphs  in 
lieu  of  on  the  last  day  of  such  years.  An 
election  under  this  paragraph  made  with  re¬ 
spect  to  any  taxable  year  shall  apply  to  such 
year  and  to  all  succeeding  taxable  years  un¬ 
less  the  Secretary  or  his  delegate  consents 
to  the  revocation  of  such  election. 

“  ‘Sec.  971.  Definitions. 

“‘(a)  Export  Trade  Corporation.— For 
purposes  of  this  subpart,  the  term  ‘export 
trade  corporation’  means — 

“‘(1)  In  general. — A  controlled  foreign 
corporation  (as  defined  in  section  957)  which 
satisfies  the  following  conditions: 

“  ‘(A)  90  percent  or  more  of  the  gross  in¬ 
come  of  such  corporation  for  the  3-year 
period  immediately  preceding  the  close  of  the 
taxable  year  (or  such  part  of  such  period 
subsequent  to  the  effective  date  of  this  sub¬ 
part  during  which  the  corporation  was  in 
existence)  was  derived  from  sources  without 
the  United  States,  and 

“  ‘(B)  75  percent  or  more  of  the  gross  in¬ 
come  of  such  corporation  for  such  period 
constituted  gross  income  in  respect  of  which 
such  corporation  derived  export  trade  in¬ 
come. 

“  ‘(2)  Special  rule. — If  50  percent  or  more 
of  the  gross  income  of  a  controlled  foreign 
corporation  in  the  period  specified  in  sub¬ 
section  (a)  (1)  (A)  is  gross  income  in  respect 
of  which  such  corporation  derived  export 
trade  income  in  respect  of  agricultural 
products  grown  in  the  United  States,  it 
may  qualify  as  an  export  trade  corporation 
although  it  does  not  meet  the  requirements 
of  subsection  (a)(1)(B). 

“‘(b)  Export  Trade  Income. — For  the 
purposes  of  this  subpart,  the  term  “export 
trade  income”  means  net  income  from — 

“  ‘  ( 1 )  the  sale  to  an  unrelated  person  for 
use,  consumption,  or  disposition  outside  the 
United  States  of  export  property  (as  defined 
in  subsection  (e)),  or  from  commissions, 
fees,  compensation,  or  other  income  from 
the  performance  of  commercial,  industrial, 
financial,  technical,  scientific,  managerial, 
engineering,  architectural,  skilled,  or  other 
services  in  respect  of  such  sales  or  in  respect 
of  the  installation  or  maintenance  of  such 
export  property: 

“‘(2)  commissions,  fees,  compensation,  or 
other  income  from  commercial,  industrial, 
financial,  technical,  scientific,  managerial, 
engineering,  architectural,  skilled,  or  other 
services  performed  in  connection  with  the 
use  by  an  unrelated  person  outside  the 
United  States  of  patents  copyrights,  secret 
processes  and  formulas,  goodwill,  trademarks, 
trade  brands,  franchises,  and  other  like  prop¬ 
erty  acquired  or  developed  and  owned  by 
the  manufacturer,  producer,  grower,  or  ex¬ 
tractor  of  export  property  in  respect  of  which 
the  export  trade  corporation  earns  export 
trade  income  under  paragraph  ( 1 ) ; 

“‘(3)  commissions,  fees,  rentals,  or  other 
compensation  or  income  attributable  to  the 
use  of  export  property  by  an  unrelated  per¬ 
son  or  attributable  to  the  use  of  export 
property  in  the  rendition  of  technical,  scien¬ 
tific,  or  engineering  services  to  an  unrelated 
person;  and 

“  ‘(4)  interest  from  export  trade  assets  de¬ 
scribed  in  subsection  (c)(4). 

For  purposes  of  paragraph  (3) ,  if  a  controlled 
foreign  corporation  receives  income  from  an 
unrelated  person  attributable  to  the  use  of 
export  property  in  the  rendition  of  services 
to  such  unrelated  person  together  with  in¬ 
come  attributable  to  the  rendition  of  other 
services  to  such  unrelated  person,  including 
personal  services,  the  amount  of  such  aggre¬ 
gate  income  which  shall  be  considered  to  be 
attributable  to  the  use  of  the  export  prop¬ 
erty  shall  (if  such  amount  cannot  be  estab¬ 
lished  by  reference  to  transactions  between 
unrelated  persons)  be  that  part  of  such 
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aggregate  income  which  the  cost  of  the  ex¬ 
port  property  consumed  in  the  rendition  of 
such  services  (including  a  reasonable  allow¬ 
ance  for  depreciation)  bears  to  the  total  costs 
and  expenses  attributable  to  such  aggregate 
income. 

“  ‘(c)  Export  Trade  Assets. — For  purposes 
of  this  subpart,  the  term  “export  trade  as¬ 
sets”  means — 

‘  ( l )  working  capital  reasonably  necessary 
for  the  production  of  export  trade  income. 

“  ‘(2)  inventory  of  export  property  held  for 
use,  consumption,  or  disposition  outside  the 
United  States, 

‘“(3)  facilities  located  outside  the  United 
States  for  the  storage,  handling,  transporta¬ 
tion,  packaging,  or  servicing  of  export  prop¬ 
erty,  and 

“‘(4)  evidences  of  indebtedness  executed 
by  persons,  other  than  related  persons,  in 
connection  with  payment  for  purchases  of 
export  property  for  use,  consumption,  or  dis¬ 
position  outside  the  United  States,  or  in  con¬ 
nection  with  the  payment  for  services  de¬ 
scribed  in  subsections  (b)  (2)  and  (3). 

“‘(d)  Export  Promotion  Expenses. — For 
purposes  of  this  subpart,  the  term  “export 
promotion  expenses”  means  the  following  ex¬ 
penses  paid  or  incurred  in  the  receipt  or 
production  of  export  trade  income — 

“‘(1)  a  reasonable  allowance  for  salaries 
or  other  compensation  for  personal  services 
actually  rendered  for  such  purpose, 

“‘(2)  rentals  or  other  payments  for  the 
use  of  property  actually  used  for  such  pur¬ 
pose, 

“‘(3)  a  reasonable  allowance  for  the  ex¬ 
haustion,  wear  and  tear,  or  obsolescence  of 
property  actually  used  for  such  purpose,  and 
“*(4)  any  other  ordinary  and  necessary 
expenses  of  the  corporation  to  the  extent 
reasonably  allocable  to  the  receipt  or  pro¬ 
duction  of  export  trade  income. 

No  expense  incurred  within  the  United 
States  shall  be  treated  as  an  export  promo¬ 
tion  expense  within  the  meaning  of  the 
preceding  sentence,  unless  at  least  90  per¬ 
cent  of  each  category  of  expenses  described 
in  such  sentence  is  incurred  outside  the 
United  States. 

“‘(e)  Export  Property. — For  purposes  of 
this  subpart,  the  term  “export  property” 
means  any  property  or  any  interest  in  prop¬ 
erty  manufactured,  produced,  grown,  or 
extracted  in  the  United  States. 

“‘(f)  Unrelated  Person. — For  purposes  of 
this  subpart,  the  term  “unrelated  person” 
means  a  person  other  than  a  related  person 
as  defined  in  section  954(d)  (3). 

“  ‘Sec.  972.  Consolidation  of  group  of  export 
trade  corporations. 

“  ‘For  purposes  of  this  subpart  and  sub¬ 
part  F  of  this  part,  a  United  States  share¬ 
holder  of  a  controlled  foreign  corporation 
which  is  an  export  trade  corporation  may, 
under  regulations  prescribed  by  the  Secretary 
or  his  delegate,  treat  as  a  single  controlled 
foreign  corporation — 

‘“(1)  such  controlled  foreign  corporation, 
“‘(2)  all  controlled  foreign  corporations 
which  are  export  trade  corporations  and  80 
percent  or  more  of  the  total  combined  vot¬ 
ing  power  of  all  classes  of  stock  entitled  to 
vote  of  which  is  owned  by  such  controlled 
foreign  corporation;  and 

‘“(3)  all  controlled  foreign  corporations 
which  are  export  trade  corporations  and  80 
percent  or  more  of  the  total  combined  voting 
power  of  all  classes  of  stock  entitled  to  vote 
of  which  is  owned  by  controlled  foreign 
corporations  described  in  paragraph  (2) .’ 

“(b)  Technical  and  Clerical  Amend¬ 
ments. — 

“(1)  Section  901  (relating  to  foreign  tax 
credit)  is  amended  by  striking  out  ‘section 
902’  and  inserting  in  lieu  thereof  ‘sections 
902  and  960’. 

“(2)  Section  904(g)  (as  redesignated  by 
•  section  10(a)  of  this  Act)  is  amended  to  read 
as  follows: 


“‘(g)  Cross  References. — 

“  ‘(1)  For  increase  of  applicable  limitation 
under  subsection  (a)  for  taxes  paid  with  re¬ 
spect  to  amounts  received  which  were  In¬ 
cluded  in  the  gross  income  of  the  taxpayer 
for  a  prior  taxable  year  as  a  United  States  • 
shareholder  with  respect  to  a  controlled  for¬ 
eign  corporation,  see  section  960(b). 

“‘(2)  For  special  rule  relating  to  the  ap¬ 
plication  of  the  credit  provided  by  section 
901  in  the  case  of  affiliated  groups  which  in¬ 
clude  Western  Hemisphere  trade  corpora¬ 
tions  for  years  in  which  the  limitation  pro¬ 
vided  by  subsection  (a)  (2)  applies,  see  sec¬ 
tion  1503(d).’ 

“(3)  The  table  of  subparts  for  part  III  of 
subchapter  N  of  chapter  1  is  amended  by 
adding  at  the  end  thereof  the  following: 

“  ‘Subpart  F.  Controlled  foreign  corpora¬ 
tions.' 

“  ‘Subpart  G.  Export  trade  corporations.’ 

“(4)  Section  1016(a)  (relating  to  adjust¬ 
ments  to  basis)  is  amended  by  adding  after 
paragraph  (19)  (as  added  by  section  2(f) 
of  this  Act)  the  following  new  pargaraph: 

“‘(20)  to  the  extent  provided  in  section 
961  in  the  case  of  stock  in  controlled  foreign 
corporations  (or  foreign  corporations  which 
were  controlled  foreign  corporations)  and 
of  property  by  reason  of  which  a  person  is 
considered  as  owning  such  stock.’ 

“(c)  Effective  Date. — The  amendments 
made  by  this  section  shall  apply  with  respect 
to  taxable  years  of  foreign  corporations  be¬ 
ginning  after  December  31,  1962,  and  to  tax¬ 
able  years  of  United  States  shareholders 
within  which  or  with  which  such  taxable 
years  of  such  foreign  corporations  end.” 

On  page  246,  line  1,  to  change  the  section 
number  from  “14”  to  “13”. 

On  page  246,  line  13,  after  the  word  “of” 
where  it  occurs  the  first  time,  to  strike  out 
“after  the  date  of  the  enactment  of  the  Rev¬ 
enue  Act  of  1962”  and  insert  “during  a  tax¬ 
able  year  beginning  after  December  31,  1962”. 

On  page  247,  line  4,  after  the  word  “ad¬ 
justments”,  to  strike  out  “for  taxable  years 
beginning”  and  insert  "attributable  to  pe¬ 
riods”;  in  line  13,  after  the  word  “any”  to 
strike  out  “taxable  year”  and  insert  “period”, 
in  line  15,  after  the  word  “such”,  to  strike 
aut  “taxable  year”  and  insert  “period”. 

On  page  251,  line  18,  after  the  word  “may”, 
to  strike  out  “within  such  period  after  the 
date  of  the  enactment  of  the  Revenue  Act  of 
1962”  and  insert  “on  or  before  the  last  day 
prescribed  by  law  (including  extensions 
thereof)  for  filing  his  return  for  his  first 
taxable  year  beginning  after  December  31, 
1962”. 

At  the  top  of  page  254,  to  insert: 

“(e)  Computation  of  Taxable  Income  for 
Purposes  of  Limitation  on  Percentage  De¬ 
pletion  Deduction. — Section  613(a)  (relat¬ 
ing  to  percentage  depletion)  is  amended  by 
inserting  after  the  second  sentence  thereof 
the  following  new  sentence :  ‘For  purposes  of 
the  preceding  sentence,  the  allowable  de¬ 
ductions  taken  into  account  with  respect  to 
expenses  of  mining  in  computing  the  taxa¬ 
ble  income  from  the  property  shall  be  de¬ 
creased  by  an  amount  equal  to  so  much  of 
any  gain  which  (1)  is  treated  under  section 
1245  (relating  to  gain  from  disposition  of 
certain  depreciable  property)  as  gain  from 
the  sale  or  exchange  of  property  which  is 
neither  a  capital  asset  nor  property  described 
in  section  1231,  and  (2)  is  properly  allocable 
to  the  property.’  ” 

On  page  254,  at  the  beginning  of  line  15,  to 
strike  out  “(e)”  and  insert  “(f)”;  on  page 
256,  after  line  23,  to  strike  out: 

“(f)  Effective  Date. — The  amendments 
made  by  this  section  shall  apply  to  taxable 
years  beginning  after  December  31,  1961,  and 
ending  after  the  date  of  the  enactment  of 
this  Act.” 

And,  in  lieu  thereof,  to  insert: 

“(s)  Effective  Dates. — The  amendments 
made  by  this  section  (other  than  the  amend¬ 
ments  made  by  subsection  (c) )  shall  apply 


to  taxable  years  beginning  after  December 
31,  1962.  The  amendments  made  by  subsec¬ 
tion  (c)  shall  apply  to  taxable  years  begin¬ 
ning  after  December  31,  1961,  and  ending 
after  the  date  of  the  enactment  of  this  Act.” 

On  page  257,  at  the  beginning  of  line  9, 
to  change  the  section  number  from  "15” 
to  “14”;  in  line  15,  after  the  word  “section”, 
where  it  appears  the  second  time,  to  strike 
out  “14”  and  insert  "13”;  in  line  21,  after 
the  word  “exchange”,  to  insert  "(or  a  distri¬ 
bution  which,  under  section  302  or  331,  is 
treated  as  an  exchange  of  stock)”;  on  page 
258,  after  line  14,  to  strike  out: 

“(B)  excluding  such  earnings  and  profits 
which  were  taxed  to  such  taxpayer  under 
section  951  or  under  section  551.” 

And,  in  lieu  thereof,  to  insert: 

“(B)  excluding  such  earnings  and  profits 
attributable  to  any  amount  previously  in¬ 
cluded  in  the  gross  income  of  such  taxpayer 
under  section  951  (but  only  to  the  extent 
the  inclusion  of  such  amount  did  not  result 
in  an  exclusion  of  any  other  amount  from 
gross  income  under  section  959).” 

On  page  259,  line  14,  after  the  word  "cor¬ 
poration”  to  insert  “which,  for  any  taxable 
year  beginning  after  December  31,  1962,  is — ”. 

In  line  24,  after  the  word  “Act”,  to  insert 
“as  limited  by  paragraphs  (2)  through  (10) 
(except  paragraph  (6)  (C)  and  paragraphs 
(12)  through  (15)  of  section  3(c)  of  such 
Act)  ”,  and  on  page  260,  line  6,  after  the  word 
“section”  to  strike  out  “955”  and  insert 
“958”. 

On  page  261,  line  16,  after  the  word  “the” 
where  it  occurs  the  second  time,  to  strike 
out  “accumulated  earnings  and  profits  of 
such  company”  and  insert  “earnings  and 
profits  of  such  company  accumulated  after 
December  31,  1962”. 

On  page  262,  line  10,  after  the  word  “For¬ 
eign”,  to  strike  out  “Investment”  and  insert 
“Investment  Companies”;  after  line  16,  to 


insert : 

"(g)  Nonapplication  of  Section  367  in 
Certain  Cases. — Section  367  shall  not  apply 
in  respect  of  a  foreign  investment  company 
described  in  paragraph  (1)  of  subsection  (b) 
which  is  a  party  to  a  reorganization  in  which 
all  of  its  properties  are  acquired  before  Jan¬ 
uary  1,  1964,  by  a  domestic  corporation  which 
is  a  regulated  investment  company  under 
section  851  for  its  first  taxable  year  ending 
after  the  reorganization,  but  only  if  such 
foreign  investment  company  made  the  elec¬ 
tion  described  in  section  1247  with  respect 
to  its  taxable  years  beginning  after  Decem¬ 
ber  31.  1962.” 

On  page  263,  line  3,  to  change  the  letter 
“(g)”  to  “(h)”. 

On  page  263,  line  20,  after  the  word  “of” 
where  it  occurs  the  first  time,  to  strike  out 
“30”  and  insert  "45”;  in  line  23,  after  the 
word  “capital”,  to  strike  out  “gains”  and 
insert  “gain”,  and  on  page  264,  line  1,  after 
the  word  “capital”  to  strike  out  “losses”  and 


insert  “loss  of  the  taxable  year  . 

On  page  264,  line  14,  after  the  word  “of 
to  strike  out  “capital  gains  over  losses”  and 
insert  “the  net  long-term  capital  gains  over 
the  net  short-term  capital  loss”. 

On  page  265,  line  10,  after  the  word  “of” 
to  strike  ou  “capital  gains  over  losses”  and 
insert  “the  net  long-term  capital  gams  over 
the  net  short-term  capital  loss”. 

On  page  266,  line  9,  after  the  word  "per- 

r  .  ,  ii/ _ ^ /-J  oontinri  77(1 1 


At  the  top  of  page  267,  to  strike  out: 

“(d)  Adjustments. — Under  regulations 
prescribed  by  the  Secretary  or  his  delegate, 
proper  adjustment  shall  be  made — 

“(1)  in  the  earnings  and  profits  of  the 
electing  foreign  investment  company,  and 
“(2)  the  adjusted  basis  of  stock  of  such 
company  held  by  qualified  shareholders, 
to  reflect  the  inclusion  in  gross  income  by 
such  shareholders  of  undistributed  capital 


gains.” 
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And  in  lieu  thereof,  to  insert: 

“(d)  Treatment  of  Distributed  and  un- 
distributed  Capital  Gains  bt  a  Qualified 
Shareholder.— Every  qualified  shareholder 
of  a  foreign  investment  company  for  any  tax¬ 
able  year  of  such  company  with  respect  to 
which  an  election  pursuant  to  subsection 
(a)  is  in  effect  shall  include,  in  computing 
his  long-term  capital  gains — 

“  ( 1 )  for  his  taxable  year  in  which  received, 
his  pro  rata  share  of  the  distributed  portion 
of  the  excess  of  the  net  long-term  capital 
gain  over  the  net  short-term  capital  loss  for 
such  taxable  year  of  such  company,  and 
“(2)  for  his  taxable  year  in  which  or  with 
which  the  taxable  year  of  such  company 
ends,  his  pro  rata  share  of  the  undistributed 
portion  of  the  excess  of  the  net  long-term 
capital  gain  over  the  net  short-term  capital 
loss  for  such  taxable  year  of  such  company. 

“(e)  Adjustments. — Under  regulations 
prescribed  by  the  Secretary  or  his  delegate, 
proper  adjustment  shall  he  made — 

“(1)  in  the  earnings  and  profits  of  the 
electing  foreign  investment  company  and  a 
qualified  shareholder’s  ratable  share  there¬ 
of,  and 

“(2)  in  the  adjusted  basis  of  stock  of  such 
company  held  by  such  shareholder. 


to  reflect  such  shareholder’s  inclusion  in 
gross  income  of  undistributed  capital  gains. 

“(f)  Election  by  Foreign  Investment 
Company  With  Respect  to  Foreign  Tax 
Credit. — A  foreign  investment  company  with 
respect  to  which  an  election  pursuant  to 
subsection  (a)  is  in  effect  and  more  than  50 
percent  of  the  value  (as  defined  in  section 
851(c)  (4) )  of  whose  total  assets  at  the  close 
of  the  taxable  year  consists  of  stock  or 
securities  in  foreign  corporations  may,  for 
such  taxable  year,  elect  the  application  of 
this  subsection  with  respect  to  income,  war 
profits,  and  excess  profits  taxes  described  in 
section  901(b)(1)  which  are  paid  by  the 
foreign  investment  company  during  such 
taxable  year  to  foreign  countries  and  posses¬ 
sions  of  the  United  States.  If  such  election 
is  made — 

“(1)  the  foreign  investment  company — 
“(A)  shall  compute  its  taxable  income,  for 
purposes  of  subsection  (a)(1)(A),  without 
any  deductions  for  income,  war  profits,  or 
excess  profits  taxes  paid  to  foreign  countries 
or  possessions  of  the  United  States,  and 
“(B)  shall  treat  the  amount  of  such  taxes, 
for  purposes  of  subsection  (a)(1)(A),  as 
distributed  to  its  shareholders; 

“(2)  each  qualified  shareholder  of  such 
foreign  investment  company — ■ 

“(A)  shall  include  in  gross  income  and 
treat  as  paid  by  him  his  proportionate  share 
of  such  taxes,  and 

“(B)  shall  treat,  for  purposes  of  applying 
subpart  A  of  part  III  of  subchapter  N,  his 
proportionate  share  of  such  taxes  as  having 
been  paid  to  the  country  in  which  the  for¬ 
eign  investment  company  is  incorporated, 
and 


“(C)  shall  treat  as  gross  income  from 
sources  within  the  country  in  which  the 
foreign  investment  company  is  incorporated, 
for  purposes  of  applying  subpart  A  of  part 
III  of  subchapter  N,  the  sum  of  his  propor¬ 
tionate  share  of  such  taxes  and  any  divi¬ 
dend  paid  to  him  by  such  foreign  investment 
company. 


“(g)  Notice  to  Shareholders, — The 
amounts  to  be  treated  by  qualified  share¬ 
holders,  for  purposes  of  subsection  (f )  (2) ,  as 
their  proportionate  share  of  the  taxes 
described  in  subsection  (f)(1)(A)  paid  bj 
a  foreign  investment  company  shall  nol 
exceed  the  amounts  so  designated  by  the 
foreign  investment  company  in  a  written 
1x3  its  shareholders  not  later 
than  45  days  after  the  close  of  its  taxable 
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be  made  in  such  manner  as  the  Secretary  or 
his  delegate  may  prescribe  by  regulations.” 

On  page  270,  at  the  beginning  of  line  13, 
to  change  the  letter  from  “(e)”  to  “(i)”. 

On  page  271,  in  the  language  following 
line  2,  after  the  word  “company”  to  insert 
the  word  “stock”. 

On  page  271,  line  21,  after  the  word  “of” 
where  it  occurs  the  first  time,  to  strike  out 
“paragraphs  (1)  and  (2)”  and  insert  “para¬ 
graph  (1)  ”, 

On  page  274,  at  the  beginning  of  line  3, 
to  change  the  section  number  from  “16”  to 
“15”;  in  line  11,  after  the  word  “section”, 
where  it  appears  the  first  time,  to  strike  out 
“15”  and  insert  “14”;  after  line  11,  to  strike 
out: 

“Sec.  1248.  Gain  From  Certain  Sales  or 
Exchanges  of  Stock  in  Cer¬ 
tain  Foreign  Corporations. 

“(a)  Redemptions  and  Liquidations.— If 
a  foreign  corporation  redeems  its  stock  in  an 
exchange  to  which  section  302(a)  applies, 
or  if  a  foreign  corporation  cancels  its  stock 
in  a  complete  or  partial  liquidation  in  an 
exchange  to  which  section  331  applies,  then 
the  gain  of  a  United  States  person  (as  de¬ 
fined  in  section  7701(a)  (30))  from  the  ex¬ 
change  of  such  stock  shall  be  included  in 
the  gross  income  of  such  person  as  a  divi¬ 
dend,  to  the  extent  of  such  person’s  pro¬ 
portionate  share  of  the  earnings  and  profits 
of  the  foreign  corporation  accumulated  after 
February  28, 1913. 

“(b)  Sales  and  Other  Exchanges. — If  a 
United  States  person  (as  defined  in  section 
7701  (a)  (30))  sells  or  exchanges  stock  in  a 
foreign  corporation,  then  the  gain  recog¬ 
nized  on  the  sale  or  exchange  of  such  stock 
shall  be  considered  as  gain  from  the  sale  or 
exchange  of  property  which  is  not  a  capital 
asset,  to  the  extent  of  such  person’s  pro¬ 
portionate  share  of  the  earnings  and  profits 
of  the  foreign  corporation  accumulated  dur¬ 
ing  the  period  the  stock  sold  or  exchanged 
was  held  by  such  person. 

“(c)  Limitations. — 

“(1)  Controlled  foreign  corporations. — 
Subsections  (a)  and  (b)  shall  apply  only  if 
the  foreign  corporation  the  stock  of  which 
is  sold  or  exchanged  (A)  is  a  controlled  for¬ 
eign  corporation  (as  defined  in  section  954) 
at  the  time  of  the  sale  or  exchange,  or  (B) 
was  such  a  controlled  foreign  corporation  at 
any  time  during  the  5 -year  period  ending 
on  the  date  of  the  sale  or  exchange. 

“(2)  10  percent  ownership. — Subsections 
(a)  and  (b)  shall  apply  only  to  a  United 
States  person  who  can  be  considered,  by 
applying  the  rules  of  constructive  ownership 
of  section  955(b),  as  being  the  owner,  di¬ 
rectly  or  indirectly,  of  10  percent  or  more  of 
the  total  combined  voting  power  of  all 
classes  of  stock  entitled  to  vote  of  the  foreign 
corporation  at  the  time  of  the  sale  or  ex¬ 
change,  or  at  any  time  during  the  5-year 
period  ending  on  the  date  of  the  sale  or 
exchange. 

“(3)  Elimination  from  earning  and 
profits  of  amounts  included  in  gross  in¬ 
come  under  section  951. — In  determining 
the  amount  to  be  considered  a  dividend 
under  subsection  (a),  or  as  gain  from  the 
sale  or  exchange  of  property  which  is  not 
a  capital  asset  under  subsection  (b),  the 
United  States  person’s  proportionate  share 
of  earnings  and  profits  of  the  foreign  cor¬ 
poration  shall  be  reduced  by  the  amount 
previously  included  in  the  gross  income  of 
such  person  under  section  951,  with  respect 
to  the  stock  sold  or  exchanged,  but  only  to 
the  extent  such  amount  did  not  result  in 
an  exclusion  from  gross  income  under  section 
956. 

“(4)  Redemptions  to  pay  death  taxes. — 
Subsections  (a)  and  (b)  shall  not  apply  to 
distributions  to  which  section  303  (relating 
to  distributions  in  redemption  of  stock  to 
pay  death  taxes)  applies. 


“(5)  Additional  consideration  in  certain 
reorganizations. — Subsection  (b)  shall  not 
apply  to  gain  recognized  on  exchanges  to 
which  section  356  (relating  to  receipt  of  ad¬ 
ditional  consideration  in  certain  reorganiza¬ 
tions)  applies. 

“(6)  Treatment  of  amounts  which  are 

ORDINARY  INCOME,  ETC.,  UNDER  OTHER  PROVI¬ 
SIONS. — Subsections  (a)  and  (b)  shall  not 
apply  with  respect  to  any  amount  to  the 
extent  that  such  amount  is,  under  any  other 
provision  of  this  title,  treated  as — 

“(A)  a  dividend, 

“(B)  gain  from  the  sale  of  an  asset  which 
is  not  a  capital  asset,  or 

"(C)  gain  from  the  sale  of  an  asset  held 
for  not  more  than  6  months. 

“(d)  Taxpayer  to  establish  earnings  and 
profits— Unless  the  taxpayer  establishes  the 
amount  of  the  earnings  and  profits  of  the 
foreign  corporation  to  be  taken  into  ac¬ 
count  under  subsections  (a)  and  (b),  all 
gain  from  the  sale  or  exchange  shall  be 
considered  a  dividend  under  subsection  (a), 
or  as  gain  from  the  sale  or  exchange  of  prop¬ 
erty  which  is  not  a  capital  asset  under  sub¬ 
section  (b) ,  whichever  applies.” 

And,  in  lieu  thereof,  to  insert: 

“Sec.  1248.  Gain  From  Certain  Sales  or  Ex¬ 
changes  of  Stock  in  Certain 
Foreign  Corporations. 

“  ( a )  General  Rule. — If — 

“(1)  a  United  States  person  sells  or  ex¬ 
changes  stock  in  a  foreign  corporation,  or  if 
a  United  States  person  receives  a  distribu¬ 
tion  from  a  foreign  corporation  which,  under 
section  302  or  331,  is  treated  as  an  exchange 
of  stock,  and 

“(2)  such  person  owns,  within  the  mean¬ 
ing  of  section  958(a),  or  is  considered  as 
owning  by  applying  the  rules  of  ownership 
of  section  958(b),  10  percent  or  more  of  the 
total  combined  voting  power  of  all  classes  of 
stock  entitled  to  vote  of  such  foreign  corpo¬ 
ration  at  any  time  during  the  5-year  period 
ending  on  the  date  of  the  sale  or  exchange 
when  such  foreign  corporation  was  a  con¬ 
trolled  foreign  corporation  (as  defined  in  sec¬ 
tion  957) , 

then  the  gain  recognized  on  the  sale  or 
exchange  of  such  stock  shall  be  included  in 
the  gross  income  of  such  person  as  a  divi¬ 
dend,  to  the  extent  of  the  earnings  and  prof¬ 
its  of  the  foreign  corporation  attributable 
(under  regulations  prescribed  by  the  Secre¬ 
tary  or  his  delegate)  to  such  stock  which 
were  accumulated  in  taxable  years  of  such 
foreign  corporation  beginning  after  Decem¬ 
ber  31,  1962,  and  during  the  period  or  pe¬ 
riods  the  stock  sold  or  exchanged  was  held 
by  such  person  while  such  foreign  corpora¬ 
tion  was  a  controlled  foreign  corporation. 

“(b)  Limitation  on  Tax  Applicable  to  In¬ 
dividuals. — 

“(1)  In  general. — In  the  case  of  an  in¬ 
dividual,  the  tax  attributable  to  an  amount 
included  in  gross  income  as  a  dividend  under 
subsection  (a)  shall  not  be  greater  than  the 
tax  described  in  paragraph  (2)  or  in  para¬ 
graph  (3) ,  whichever  is  lesser. 

“(2)  Domestic  corporation  limitation. — 
If  the  stock  sold  or  exchanged  is  a  capital 
asset  (within  the  meaning  of  section  1221) 
and  has  been  held  for  more  than  6  months, 
a  tax  equal  to  the  sum  of — 

“  ( A)  a  pro  rata  share  of  the  excess  of — 

“(i)  the  taxes  that  would  have  been  paid 
by  the  foreign  corporation  with  respect  to 
its  income  had  it  been  taxed  under  this  chap¬ 
ter  as  a  domestic  corporation  (but  without 
allowance  for  deduction  of,  or  credit  for, 
taxes  described  in  clause  (ii) ) ,  for  the  period 
or  periods  the  stock  sold  or  exchanged  was 
held  by  the  United  States  person  in  taxable 
years  beginning  after  December  31,  1962, 
while  the  foreign  corporation  was  a  con¬ 
trolled  foreign  corporation,  adjusted  for  dis¬ 
tributions  and  amounts  previously  included 
in  gross  income  of  a  United  States  share¬ 
holder  under  section  951,  over 
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“(it)  the  income,  war  profits,  or  excess 
profits  taxes  paid  by  the  foreign  corporation 
with  respect  to  such  income;  and 
“(B)  an  amount  equal  to  a  tax  that  would 
result  by  including  in  gross  income  the 
amount  described  in  subsection  (a) ,  reduced 
by  the  excess  of  the  taxes  described  in  para¬ 
graph  (A)  (i)  over  the  taxes  described  in 
paragraph  (A)  (ii),  as  gain  from  the  sale  or 
exchange  of  a  capital  asset  held  for  more 
than  6  months. 

“(3)  Annual  distribution  limitation. — A 
tax  equal  to  the  aggregate  of  the  taxes  which 
would  have  been  attributable  to  the  amount 
described  in  subsection  (a)  had  it  been  in¬ 
cluded  in  the  gross  income  of  the  individual 
as  a  dividend  in  the  year  or  years  in  which 
earned  by  the  foreign  corporation,  adjusted 
for  losses  and  distributions  as  provided  by 
regulations  prescribed  by  the  Secretary  or 
his  delegate. 

“(c)  Special  Rules. — For  purposes  of  this 
section,  the  following  amounts  shall  be  ex¬ 
cluded,  with  respect  to  any  United  States 
person,  from  the  earnings  and  profits  of  a 
foreign  corporation : 

“(1)  Amounts  included  in  gross  income 
under  section  951. — Earnings  and  profits  of 
the  foreign  corporation  attributable  to  any 
amount  previously  included  in  the  gross  in¬ 
come  of  such  person  under  section  951,  with 
respect  to  the  stock  sold  or  exchanged,  but 
only  to  the  extend  the  inclusion  of  such 
amount  did  not  result  in  an  exclusion  of  an 
amount  from  gross  income  under  section 
959. 

“(2)  Gain  realized  from  the  sale  or  ex¬ 
change  of  property  in  pursuance  of  a  plan 
of  complete  liquidation. — If  a  foreign  cor¬ 
poration  adopts  a  plan  of  complete  liquida¬ 
tion  in  a  taxable  year  of  a  foreign  corpora¬ 
tion  beginning  after  December  31,  1962,  and 
if  section  337(a)  .would  apply  if  such  foreign 
corporation  were  a  domestic  corporation, 
earnings  and  profits  of  the  foreign  corpora¬ 
tion  attributable  (under  regulations  pre¬ 
scribed  by  the  Secretary  or  his  delegate)  to 
any  net  gain  from  the  sale  or  exchange  of 
property. 

“(3)  Less  developed  country  corpora¬ 
tions. — Earnings  and  profits  accumulated  by 
a  foreign  corporation  while  it  was  a  less 
developed  country  corporation  (as  defined  in 
section  955(c)  ) ,  if — 

“(A)  the  foreign  corporation  qualified  as 
a  less  developed  country  corporation  for  all 
taxable  years  of  such  corporation  beginning 
after  December  31,  1962,  for  which  the  coun¬ 
try  under  the  laws  of  which  the  foreign  cor¬ 
poration  was  created  or  organized  (or,  in  the 
case  of  a  less  developed  country  corporation 
within  the  meaning  of  section  955(c)  (2),  for 
which  the  country  under  the  laws  of  which 
'the  aircraft  or  vessels  described  therein  were 
registered)  was  designated  a  less  developed 
country  under  section  955(c)(3);  and 

“(B)  the  stock  sold  or  exchanged  was 
owned  for  a  continuous  period  of  at  least  10 
years,  ending  with  the  date  of  the  sale  or 
exchange,  by  the  United  States  person  who 
sold  or  exchanged  such  stock. 

In  the  case  of  stock  sold  or  exchanged  by 
a  corporation,  if  United  States  persons  who 
are  individuals,  estates,  or  trusts  (each  of 
whom  owned  within  the  meaning  of  section 
958(a),  or  were  considered  as  owning  by  ap¬ 
plying  the  rules  of  ownership  of  section  958 
(b),  10  percent  or  more  of  the  total  com¬ 
bined  voting  power  of  all  classes  of  stock 
entitled  to  vote  of  such  corporation)  owned, 
or  were  considered  as  owning,  at  any  time 
during  the  10-year  period  referred  to  in  sub- 
paragraph  (B)  more  than  50  percent  of  the 
total  combined  voting  power  of  all  classes 
of  stock  entitled  to  vote  of  such  corporation, 
this  paragraph  shall  apply  only  if  such 
United  States  persons  owned,  or  were  con¬ 
sidered  as  owning,  at  all  times  during  the 
remainder  of  such  10-year  period  more  than 
50  percent  of  the  total  combined  voting 
power  of  all  classes  of  stock  entitled  to 


vote  of  such  corporation.  For  purposes  of 
this  paragraph,  stock  owned  by  a  United 
States  person  who  is  an  individual,  estate, 
or  trust  which  was  acquired  by  reason  of  the 
death  of  the  predecessor  in  interest  of  such 
United  States  person  shall  be  considered  as 
owned  by  such  United  States  person  during 
the  period  such  stock  was  owned  by  such 
predecessor  in  interest,  and  during  the  pe¬ 
riod  such  stock  was  owned  by  any  other 
predecessor  in  interest  if  between  such 
United  States  person  and  such  other  prede¬ 
cessor  in  interest  there  was  no  transfer  other 
than  by  reason  of  the  death  of  an  individual. 

“(4)  United  states  income.- — Any  item 
includible  in  gross  income  of  the  foreign 
corporation  under  this  chapter  as  income  de¬ 
rived  from  sources  within  the  United  States 
of  a  foreign  corporation  engaged  in  trade 
or  business  in  the  United  States. 

“(5)  Amounts  included  in  gross  income 
under  section  1247. — If  the  United  States 
person  whose  stock  is  sold  or  exchanged  was 
a  qualified  shareholder  (as  defined  in  section 
1247(c) )  of  a  foreign  corporation  which  was 
a  foreign  investment  company  (as  described 
in  section  1246(b)(1),  the  earnings  and 
profits  of  the  foreign  corporation  for  taxable 
years  in  which  such  person  was  a  qualified 
shareholder. 

“(d)  Exceptions.- — This  section  shall  not 
apply  to-- — 

“(1)  distributions  to  which  section  303 
(relating  to  distributions  in  redemption  of 
stock  to  pay  death  taxes)  applies; 

“(2)  gain  realized  on  exchanges  to  which 
section  356  (relating  to  receipt  of  additional 
consideration  in  certain  reorganizations) 
applies;  or 

“(3)  any  amount  to  the  extent  that  such 
amount  is,  under  any  other  provision  of  this 
title,  treated  as- — 

“(A)  a  dividend, 

“(B)  gain  from  the  sale  of  an  asset  which 
is  not  a  capital  asset,  or 

“(C)  gain  from  the  sale  of  an  asset  held 
for  not  more  than  6  months. 

“(e)  Taxpayer  To  Estabilsh  Earnings  and 
Profits. — Unless  the  taxpayer- establishes  the 
amount  of  the  earnings  and  profits  of  the 
foreign  corporation  to  be  taken  into  account 
under  subsection  (a) ,  all  gain  from  the  sale 
or  exchange  shall  be  considered  a  dividend 
under  subsection  (a),  and  unless  the  tax¬ 
payer  establishes  the  amount  of  foreign  taxes 
to  be  taken  into  account  under  subsection 
(b)  (2),  the  limitation  of  such  subsection 
shall  not  apply.” 

On  page  284,  line  21,  after  the  word 
“after”,  to  strike  out  "the  date  of  the  en¬ 
actment  of  this  Act”  and  insert  “December 
31,  1962”. 

At  the  top  of  page  285,  to  insert  a  new 
section,  as  follows: 

“Sec.  16.  Sales  and  Exchanges  of  Patents, 
Etc.,  to  Certain  Foreign  Cor¬ 
porations. 

“(a)  Treatment  of  Gain  as  Ordinary  In¬ 
come. — Part  IV  of  subchapter  P  of  chapter 
1  (relating  to  special  rules  for  determining 
capital  gains  and  losses)  is  amended  by  add¬ 
ing  after  section  1248  (as  added  by  section 
15  of  this  Act)  the  following  new  section: 

“  ‘Sec.  1249.  Gain  From  Certain  Sales  or 
Exchanges  of  Patents,  Etc., 
to  Foreign  Corporations. 
“‘(a)  General  Rule. — Except  as  provided 
in  subsection  (c),  gain  from  the  sale  or  ex¬ 
change  after  December  31,  1962,  of  a  patent, 
an  invention,  model  or  design  (whether  or 
not  patented),  a  copyright,  a  secret  formula 
or  process,  or  any  other  similar  propeity 
right  to  any  foreign  corporation  by  any 
United  States  person  (as  defined  in  section 
7701(a)  (30))  which  controls  such  foreign 
corporation  shall,  if  such  gain  would  (but 
for  the  provisions  of  this  subsection)  be 
gain  from  the  sale  or  exchange  of  a  capital 
asset  or  of  property  described  in  section  1231, 
be  considered  as  gain  from  the  sale  or  ex¬ 


change  of  property  which  is  neither  a  capi¬ 
tal  asset  nor  property  described  in  section 
1231. 

“‘(b)  Control. — For  purposes  of  subsec¬ 
tion  (a),  control  means,  with  respect  to  any 
foreign  corporation,  the  ownership,  directly 
or  indirectly,  of  stock  possessing  more  than 
50  percent  of  the  total  combined  voting 
power  of  all  classes  of  stock  entitled  to  vote. 
For  purposes  of  this  subsection,  the  rules  for 
determining  ownership  of  stock  prescribed 
by  section  958  shall  apply. 

“‘(c)  Exception. — This  section  shall  not 
apply  to  gain  realized  from  the  sale  or  ex¬ 
change  for  stock  or  contribution  to  capital 
of  property  described  in  subsection  (a) 
where  it  is  established  to  the  satisfaction  of 
the  Secretary  or  his  delegate  that  the  prin¬ 
cipal  purpose  of  the  transfer  is  to  enable  the 
foreign  corporation  to  use  such  property  in 
its  own  manufacturing  operations.’ 

“(b)  Clerical  Amendment. — The  table  of 
sections  for  such  part  IV  is  amended  by 
adding  at  the  end  thereof  the  following: 

“Sec.  1249.  Gain  from  certain  sales  or  ex¬ 
changes  of  patents,  etc.,  to  for¬ 
eign  corporations.” 

“(c)  Effective  Date. — The  amendments 
made  by  this  section  shall  apply  to  taxable 
years  beginning  after  December  31,  1962.” 

In  section  17,  on  page  290,  at  the  begin¬ 
ning  of  line  10,  to  insert  "For  purposes  of 
subsections  (b)(1)  and  (c)(2)(A),  a  quali¬ 
fied  check  issued  during  the  payment  period 
shall  be  treated  as  an  amount  paid  in  money 
during  such  period  if  endorsed  and  cashed 
on  or  before  the  90th  day  after  the  close  of 
such  period.”;  on  page  297  after  line  7, 
to  insert  “Such  term  does  not  include  any 
written  notice  of  allocation  which  is  paid  as 
part  of  a  patronage  dividend  or  as  part  of  a 
payment  described  in  section  1382(c)  (2)  (A), 
unless  20  percent  or  more  of  the  amount  of 
such  patronage  dividend,  or  such  payment, 
is  paid  in  money  or  by  qualified  check.”; 
in  line  18,  after  the  word  “writing”,  to 
strike  out  “or”;  on  page  298,  line  2,  after 
the  word  “such”,  to  strike  out  “bylaw.”  and 
insert  “bylaw,  or 

"(C)  if  neither  subparagraph  (A)  nor  (B) 
applies,  endorsing  and  cashing  a  qualified 
check,  paid  as  a  part  of  the  patronage  divi¬ 
dend  or  payment  of  which  such  written 
notice  of  allocation  is  also  a  part,  on  or  be¬ 
fore  the  90th  day  after  the  close  of  the  pay¬ 
ment  period  for  the  taxable  year  of  the  or¬ 
ganization  for  which  such  patronage  divi¬ 
dend  or  payment  is  paid.” 

At  the  top  of  page  300,  to  insert  : 

“(4)  Qualified  check. — For  purposes  of 
this  subchapter,  the  term  ‘qualified  check’ 
means  only  a  check  (or  other  instrument 
which  is  redeemable  in  money)  which  is 
paid  as  a  part  of  a  patronage  dividend,  or 
as  a  part  of  a  payment  described  in  section 
1382(c)  (2)  (A) ,  to  a  distributee  who  has  not 
given  consent  as  provided  in  paragraph  (2) 
(A)  or  (B)  with  respect  to  such  patronage 
dividend  or  payment,  and  on  which  there  is 
clearly  imprinted  a  statement  that  the  en¬ 
dorsement  and  cashing  of  the  check  (or 
other  instrument)  constitutes  the  consent 
of  the  payee  to  include  in  his  gross  income, 
as  provided  in  the  Federal  income  tax  laws, 
the  stated  dollar  amount  of  the  written  no¬ 
tice  of  allocation  which  is  a  part  of  the 
patronage  dividend  or  payment  of  which 
such  qualified  check  is  also  a  part.  Such 
term  does  not  include  any  check  (or  other 
instrument)  which  is  paid  as  part  of  a 
patronage  dividend  or  payment  which  does 
not  include  a  written  notice  of  allocation 
(other  than  a  written  notice  of  allocation 
described  in  paragraph  (1)(A))." 

On  page  300,  line.  24,  after  “(c) ”f  to  insert 
“or  a  qualified  check  which  is  not  cashed 
on  or  before  the  90th  day  after  the  close  of 
the  payment  period  for  the  taxable  year  for 
which  the  distribution  of  which  it  is  a  part 
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Is  paid”;  on  page  301,  after  line  18,  to  strike 

OU.w3)  section  6044  (relating  to  returns 
regarding  patronage  dividends)  is  amended 
to  read  as  follows : 

“  ‘Sec.  6044.  Returns  Regarding  P atronage 
Dividends. 


“  ‘Any  organization  to  which  part  I  of 
subchapter  T  of  chapter  1  (relating  to  tax 
treatment  of  cooperatives)  applies  which 
pays  amounts  described  in  section  1382(b), 
or  (in  the  case  of  an  organization  described 
in  section  1381(a)(1))  amounts  described 
in  section  1382(c)(2),  shall,  when  required 
by  regulations  of  the  Secretary  or  his  dele¬ 
gate,  make  a  return  showing 

“  ■  ( i )  the  name  and  address  of  each  patron 
to  whom  it  has  made  such  payments  during 
the  calendar  year;  and 

“‘(2)  the  amount  of  such  payments  to 
each  patron.’ " 

On  page  302,  at  the  beginning  of  line  8,  to 
strike  out  “(4)”  and  insert  "(3)”;  on  page 
303,  at  the  beginning  of  line  4,  to  strike  out 
‘‘(5)”  and  insert  “(4)”;  at  the  beginning  of 
line  6,  to  strike  out  “(6)”  and  insert  “(5)”. 

In  section  20,  on  page  373,  line  5,  after 
the  word  ‘‘and”,  to  strike  out  “957”  and  in¬ 
sert  “960”;  at  the  beginning  of  line  21,  to 
strike  out  “subsection”  and  insert  “para¬ 
graph”;  after  line  24,  to  insert: 

“(2)  Limitation. — The  amount  of  the  re¬ 
duction  under  paragraph  ( 1 )  for  each  failure 
to  furnish  information  with  respect  to  a 
foreign  corporation  required  under  subsec¬ 
tion  (a)  (1)  shall  not  exceed  whichever  of  the 
following  amounts  is  the  greater : 

“(A)  $10,000,  or 

“(B)  the  income  of  the  foreign  corpora¬ 
tion  for  its  annual  accounting  period  with 
respect  to  which  the  failure  occurs.” 

On  page  374,  at  the  beginning  of  line  9, 
to  strike  out  “(2)”  and  insert  “(3)”;  in  line 
22,  after  the  word  “section”,  to  strike  out 
“956”  and  insert  “960”;  on  page  376,  line  2, 
after  the  word  “apply”,  to  strike  out  “except 
that  clause  (i)  of  section  318(a)  (2)  (C)  shall 
be  applied  without  regard  to  the  50  percent 
limitation  contained  in  such  section.”  and 


insert  “except  that — 

“(A)  the  second  sentence  of  subparagraphs 
(A)  and  (B) ,  and  clause  (ii)  of  subparagraph 
(C),  of  section  318(a)(2)  shall  not  be  ap¬ 
plied  so  as  to  consider  a  United  States  per¬ 
son  as  owning  stock  which  is  owned  by  a 
person  who  is  not  a  United  States  person,  and 
“(B)  in  applying  clause  (i)  of  subpara¬ 
graph  (C)  of  section  318(a)(2),  the  phrase 
TO  percent’  shall  be  substituted  for  the 
phrase  ‘50  percent’  used  in  subparagraph 


(C).” 

On  page  377,  line  10,  after  the  word  “is”, 
to  strike  out  "an  officer  or  director  of  a  for¬ 
eign  corporation  on  January  1,  1963”  and 
insert  “on  January  1,  1963,  an  officer  or 
director  of  a  foreign  corporation,  5  percent 
or  more  in  value  of  the  stock  of  which  is 
owned  by  a  United  States  person,”;  on  page 
378,  line  10,  after  the  word  “laws”,  to  in¬ 
sert  a  comma  and  “except  that  in  the  case  of 
persons  described  only  in  subsection  (a)  (1) 
the  information  required  shall  be  limited  to 
the  names  and  addresses  of  persons  described 
in  subsection  (a)  (2)”;  in  line  15,  after  “(a)”, 
to  strike  out  “(2)  and  (3)”;  on  page  379, 
after  line  5,  to  insert : 

“(e)  Limitation. — No  information  shall  be 
required  to  be  furnished  under  this  section 
with  respect  to  any  foreign  corporation  un¬ 
less  such  information  was  required  to  be 
furnished  under  regulations  which,  on  the 
date  on  which  the  United  States  citizen, 
resident,  or  person  becomes  liable  to  file  a 
return  required  under  subsection  (a)  — 

(1)  if  such  liability  arises  on  or  after 
haveaS,  }’  l963’  and  before  March  1,  1963, 

January  1.  1963 
before  December  1,  1962 WCrC  prescribed 


“(2)  if  such  liability  arises  on  or  after 
March  1,  1963,  have  been  in  effect  for  at 
least  90  days.” 

On  page  379,  at  the  beginning  of  line  18, 
to  strike  out  “(e)”  and  insert  “(f)”;  in  the 
second  line  of  the  material  after  line  18, 
after  the  wofd  “sections”,  to  strike  out 
“6678”  and  insert  “6679”;  on  page  380,  line  3, 
after  the  word  “adding”,  to  strike  out  "at 
the  end  thereof”  and  insert  “after  section 
6678  (as  added  by  section  19(e)  of  this 
Act)  ”;  at  the  beginning  of  line  6,  to  change 
the  section  number  from  “6678”  to  “6679”; 
on  page  381,  at  the  beginning  of  the  line 
after  line  9,  to  change  the  section  number 
from  “6678”  to  “6679”. 

On  page  391,  at  the  beginning  of  line  22 
to  change  the  section  number  from  "21” 
to  “27”;  after  line  22,  to  strike  out; 

“Section  7852(d)  of  the  Internal  Revenue 
Code  of  1954  (relating  to  treaty  obligations) 
shall  not  apply  in  respect  of  any  amend¬ 
ment  made  by  this  Act.” 

And,  in  lieu  thereof,  to  insert: 

“No  provision  of  this  Act  shall  apply  in 
any  case  where  its  application  would  be  con¬ 
trary  to  any  treaty  obligation  of  the  United 
States.” 

Mr.  KERR.  Mr.  President,  yesterday 
I  occupied  the  floor  for  about  4  hours, 
some  considerable  part  of  the  time  de¬ 
voted  to  answering  questions  from  the 
distinguished  Senator  from  Wisconsin. 
Later  in  the  day,  as  I  went  by  his  chair  r 
he  asked  me  if  I  would  again  yield.  I 
explained  to  him  that  some  degree  of 
physical  fatigue  had  set  in  and  I  did 
not  want  to  again  take  the  floor,  but 
that  I  would  be  happy  to  do  so  today. 
I  now  have  the  floor,  Mr.  President,  and 
I  am  happy  to  yield  to  the  Senator  from 
Wisconsin  for  a  question. 

Mr.  PROXMIRE.  I  thank  the  Sena¬ 
tor  for  yielding. 

I  want  to  ask  the  Senator  from  Okla¬ 
homa  how  he  can  maintain  that  we  need 
investment  credit  for  the  purpose  of  in¬ 
creasing  the  modernization  of  American 
equipment  and  machinery  in  view  of  the 
fact  that  the  McGraw-Hill  survey  shows 
we  are  going  to  have  this  year  the  big¬ 
gest  investment  in  plant  and  equipment 
in  the  history  of  our  country.  They  ex¬ 
pect,  on  the  basis  of  their  survey,  which 
has  been  very  accurate  in  the  past,  for 
it  to  be  even  bigger  in  1963,  1964,  and 
1965.  Furthermore,  they  say  that  70 
percent  of  this  investment  is  going  to 
be  in  modernization.  So  without  the  in¬ 
vestment  credit,  and  even  without  the 
new  depreciation  provisions,  we  are  go¬ 
ing  to  have  the  greatest  improvement  in 
the  modernization  of  our  plant  we  have 
ever  had  in  our  history,  and  the  ex¬ 
pectation  is  that  plant  is  going  to  be 
automated  even  more  rapidly  in  the  next 
3  or  4  years. 

Since  the  most  authoritative  evidence 
is  that  industry  is  going  to  break  all 
records  in  modernization,  how  can  the 
Senator  from  Oklahoma  maintain  that 
we  need  investment  credit  for  the  pur¬ 
pose  of  increasing  the  modernization  of 
American  equipment  and  machinery? 

Mr.  KERR.  Mr.  President,  the  posi¬ 
tion  of  the  Senator  from  Oklahoma  is 
this:  America  has  come  of  age  in  a  new 
world,  a  world  we  have  helped  create, 
of  which  we  are  a  part,  and  of  which, 
with  reference  to  the  free  nations  of  the 
world,  we  are  the  leaders.  We  are  con¬ 
fronted  with  the  reality  of  a  revived,  re¬ 


surgent,  vital,  dynamic,  expanding  in¬ 
dustrial  workshop  in  Western  Europe, 
which,  as  of  today,  in  countries  with 
a  population  equal  to  our  own,  is  united 
in  an  economic  union,  which  union  is 
in  the  process  of  negotiating  with  the 
United  Kingdom  to  become  a  part  of 
it.  The  Senator  from  Oklahoma  is  hope¬ 
ful  that  those  negotiations  will  be  suc¬ 
cessful,  and  that  the  United  Kingdom 
will  become  a  part  of  the  Common  Mar¬ 
ket.  The  Senator  from  Oklahoma  en¬ 
tertains  this  wish  because  he  believes  it 
will  be  to  the  advantage  of  the  United 
States  of  America  for  that  to  be  ac¬ 
complished. 

The  Senator  from  Oklahoma  believes 
that  this  economic  union  in  Western 
Europe,  especially  if  and  when  the 
United  Kingdom  becomes  a  part  of  it, 
will  be  a  third  world  power,  with  an  in¬ 
dustrial,  population,  and  resource 
strength  superior  to  that  of  Russia  and 
with  an  industrial  potential  superior  to 
that  of  both  Russia  and  China.  The 
Senator  from  Oklahoma  believes  it  will 
be  a  great  barrier — and  I  believe  one  of 
the  two  invincible  barriers — against 
Communist  aggression  and  world  domi¬ 
nation  either  by  Communist  Russia  or 
Communist  China  or  both. 

Yet,  great  as  are  those  advantages,  the 
competitive  position  between  the  United 
States  of  America  and  that  great  indus¬ 
trial  workshop  in  Western  Europe  will 
be  something  which  will  be  fough't  out 
over  a  period  of  years,  during  which  the 
fiercest  industrial  competition  which  has 
ever  taken  place  in  this  world  will  occur. 

It  is  the  hope  of  the  Senator  from 
Oklahoma  that  the  United  States  will 
emerge,  shall  I  say,  triumphant  in  that 
great  competitive  and  economic  struggle. 
If  it  is  to  do  so,  the  rate  of  growth  we 
have  had,  the  rate  of  growth  we  now 
have,  and  the  rate  of  growth  we  foresee 
under  the  present  environment  of  our 
industrial  complex,  in  the  opinion  of  the 
Senator  from  Oklahoma,  will  not  be  ade¬ 
quate  in  the  elements  of  encourage¬ 
ment  and  stimulant  which  it  contains  to 
permit  and  to  bring  about  that  desired 
growth  in  our  own  industrial  workshop 
which  will  enable  us  to  hold  our  own  in 
that  tremendously  fierce  and  enduring 
competition. 

The  Senator  from  Oklahoma  does  not 
believe  that  we  should  wait  until  that 
competition  has  reached  the  point  that 
it  is  evident  that  the  great  industrial 
workshop  emerging  in  Europe,  the  over¬ 
all  rate  of  growth  of  which  is  at  this  time 
much  higher  than  our  own,  to  take  those 
actions  which  will  insure  the  opportunity 
for  the  certainty  that  America’s  indus¬ 
trial  growth  will  be  maintained  at  a  rate 
that  will  never  permit  our  position  in¬ 
dustrially  and  competitively,  both  for 
the  domestic  market  within  this  country 
and  for  the  world  market  in  the  chan¬ 
nels  of  trade  and  commerce  of  the  free 
world,  to  be  jeopardized. 

Therefore,  the  Senator  from  Okla¬ 
homa  thinks  that  a  stitch  in  time  will 
save  nine,  that  action  in  time  will  in¬ 
sure  the  achievement  of  this  objective, 
for  which  I  know  the  Senator  from  Wis¬ 
consin  devoutly  hopes. 
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If  there  is  disagreement  between  the 
Senator  from  Wisconsin  and  the  Senator 
from  Oklahoma,  it  is  not  as  to  the  ob¬ 
jective  to  be  achieved  but  is  as  to  wheth¬ 
er  this  provision  is  either  necessary  or 
helfpul  to  the  achieving  of  that  objec¬ 
tive.  The  Senator  from  Oklahoma 
thinks  it  is.  The  Senator  from  Wiscon¬ 
sin  thinks  it  is  not.  I  have  full  respect 
for  the  Senator’s  position  and  for  his 
ability  to  make  it  clear.  I  simply  do  not 
agree  with  it. 

Mr.  PROXMIRE.  Is  it  not  true  that 
with  the  changes  in  the  depreciation 
schedule  which  the  Treasury  Depart¬ 
ment  has  now  provided,  any  firm  can 
depreciate  any  piece  of  equipment  or 
machinery  as  rapidly  as  it  wishes,  and 
in  the  future  for  the  first  time  will  have 
an  opportunity  to  write  it  off  against 
taxes;  provided  only  that  it  can  show 
it  actually  does  depreciate  and  actually 
does  use  up  the  equipment  that  rapidly? 
So  although  the  new  depreciation  sched¬ 
ule  which  has  gone  into  effect  has  not 
had  an  effect  yet  at  stimulating  the 
American  economy,  it  would  seem  to  be 
just  about  as  far  as  one  could  go  with¬ 
out  providing  an  extraordinary,  exces¬ 
sive  advantage  for  manufacturers. 

Mr.  KERR.  The  first  question  the 
Senator  asked  the  Senator  from  Okla¬ 
homa  would  answer  in  the  affirmative. 
Since  the  Senator  then  qualified  his 
question,  the  Senator  from  Oklahoma 
will  have  to  answer  in  the  negative. 

The  fact  about  the  business  is,  Mr. 
President,  even  giving  effect  to  the  new 
depreciation  guidelines,  the  representa¬ 
tive  tax  life,  with  reference  to  a  com¬ 
parison  between  the  United  States  and 
the  nations  of  Europe,  would  be  roughly 
as  follows;  in  Belgium  8  years,  in  Can¬ 
ada  10  years,  in  Prance  10  years,  in  West 
Germany  10  years,  in  Italy  10  years,  in 
the  Netherlands  10  years,  in  Sweden  5 
years,  in  the  United  States  12  years,  in 
Japan  16  years,  and  in  the  United  King¬ 
dom  27  years. 

Giving  effect  to  the  new  guidelines  in 
the  last  order,  to  which  the  Senator  has 
referred,  the  depreciation  allowance  in 
the  first  year  would  be  as  follows:  in  Bel¬ 
gium  22  y2  percent,  in  Canada  30  per¬ 
cent,  in  France  25  percent,  in  West  Ger¬ 
many  20  percent,  in  Italy  25  percent,  in 
Japan  43.4  percent,  in  The  Netherlands 
26.2  percent,  in  Sweden  30  percent,  and 
in  the  United  Kingdom  39  percent. 

The  average  for  all  those  foreign 
countries  is  a  29  percent  depreciation  de¬ 
duction,  initial  investment  allowance, 
the  first  year.  That  is  an  average  of  29 
percent.  In  the  United  States,  after  giv¬ 
ing  effect  to  the  new  depreciation  guide¬ 
lines,  the  percentage  is  16.7  percent. 

Mr.  DOUGLAS.  Mr.  President,  will 
the  Senator  yield? 

Mr.  KERR.  That  compares  to  the 
overall  average  which  I  have  just  stated, 
as  to  which  I  read  the  details,  of  29  per¬ 
cent  in  the  nine  foreign  countries  which 
are  competitive  to  us. 

Mr.  DOUGLAS.  Mr.  President,  will 
the  Senator  yield? 

Mr.  PROXMIRE.  Mr.  President - 

Mr.  KERR.  I  should  be  delighted  to 
yield  to  my  friend  from  Illinois,  but  the 
Senator  from  Wisconsin,  after  the  Sen¬ 


ator  from  Oklahoma  talked  to  him  yes¬ 
terday  and  explained  to  him  he  was  not 
exhausted,  but  tired,  and  would  be  glad 
to  yield  to  him  this  morning,  took  the 
floor  of  the  Senate  and  expressed  regret 
over  the  fact  that  the  Senator  from 
Oklahoma  had  seen  fit  to  leave  the 
Chamber  and  not  permit  himself  to  be 
interrogated  by  the  Senator  from  Wis¬ 
consin. 

Mr.  DOUGLAS.  I  understand  and 
withdraw  my  request. 

Mr.  KERR.  I  say  to  my  friend  from 
Illinois,  after  I  have  fully  satisfied  the 
Senator  from  Wisconsin  I  shall  have  no 
higher  pleasure  than  to  yield  to  the 
Senator  from  Illinois  for  such  questions 
as  he  wishes  to  ask. 

Mr.  DOUGLAS.  It  is  always  a  great 
pleasure  to  engage  in  colloquy  with  the 
Senator  from  Oklahoma.  I  think  his 
implicit  reproof  to  me  is  correct.  I  shall 
not  try  to  inject  myself  in  this  discussion. 

Mr.  PROXMIRE.  Mr.  President,  I 
wish  to  make  it  clear  that  the  Senator 
from  Wisconsin  merely  stated  exactly 
what  happened.  The  Senator  from 
Oklahoma  said  he  preferred  to  be  inter¬ 
rogated  this  morning.  I  put  that  in  the 
Record.  I  thought  that  was  a  perfectly 
reasonable  request.  I  said  I  would  re¬ 
gret  it  very  much  if  there  were  not  an 
opportunity  to  interrogate  the  Senator 
from  Oklahoma,  who  is  in  charge  of  the 
consideration  of  the  bill,  before  the  Sen¬ 
ate  takes  action. 

Mr.  KERR.  I  would  not  miss  it  for  the 
world. 

Mr.  PROXMIRE.  So  the  Senator  from 
Oklahoma  and  the  Senator  from  Wiscon¬ 
sin  agree  on  this. 

Now,  to  get  back  to  the  Senator’s 
answer,  I  merely  wish  to  point  out  to 
the  Senator  from  Oklahoma  that  where¬ 
as  there  may  be  in  the  difference  in  de¬ 
preciation  opportunities  to  which  the 
Senator  adverts,  it  is  very  interesting  to 
note  that  the  countries  which  can 
charge  off  the  largest  amount  of  their 
equipment  in  the  first  year — and  the 
United  Kingdom  is  a  conspicuous  exam¬ 
ple — have  been  growing  more  slowly 
than  others. 

The  investment  credit  has  not  helped 
them.  They  have  been  doing  worse  not 
better  than  countries  that  have  no  in¬ 
vestment  credit.  Sweden  can  charge  off 
the  life  of  assets  in  an  average  of  5  years; 
Belgium  8  years.  Those  countries  have 
been  growing  more  slowly  than  has  the 
United  States,  not  more  rapidly.  So  the 

empirical  evidence  shows - 

Mr.  KERR.  With  reference  to 
Sweden,  we  know  that  it  is  a  Socialist 
country  in  which,  so  far  as  we  know,  all 
or  much  of  the  industry  is  owned  by  the 
Government.  It  is  a  Socialist  govern¬ 
ment.  The  Senator  from  Oklahoma  be¬ 
lieves  that  any  Socialist  government  will 
slow  down  the  industrial  development 
within  it.  That  is  inherent  in  socialism. 
This  country,  with  even  more  shackles 
around  it  than  it  has  now,  will  outgrow 
any  Socialist  country  in  the  world. 

The  United  Kingdom  has  had  a  slower 
rate  of  growth.  I  cannot  imagine  more 
trouble  than  the  United  Kingdom  has 
had  economically  in  the  past  15  years. 
As  I  read  my  history,  late  in  the  19th 


century  there  was  a  great  celebration  in 
England.  It  was  the  50th  anniversary  of 
the  great  Queen.  People  came  from 
around  the  world  and  joined  in  a  tribute 
to  the  great  Queen  and  to  the  mighty 
empire  over  which  she  reigned. 

England  was  the  predominant  mili¬ 
tary  power  in  the  world.  It  was  said 
that  the  sun  never  set  upon  her  domin¬ 
ions  and  her  possessions.  England  was 
the  predominant  financial  power  in  the 
world.  England  was  the  predominant 
industrial  power  in  the  world.  Her 
mighty  fleet  which  ruled  the  waves 
made  it  possible  for  countless  thousands 
of  boats  and  ships  to  ply  the  seven  seas, 
bringing  from  her  colonies  around  the 
world  raw  materials  which  were  fed  into 
the  maw  of  her  industrial  machines, 
out  of  which  poured  the  mighty  produc¬ 
tion  which  gave  her  a  predominant  posi¬ 
tion  industrially  and  financially,  and 
supported  her  in  achieving  her  pre¬ 
dominant  military  position  in  the  world. 

While  that  celebration  was  under  way, 
a  citizen  of  England  was  a  resident  in 
our  country.  I  know  he  must  have  been 
thrilled  by  the  great  celebration  going 
on  in  his  native  land  and  by  the  tribute 
being  paid  to  the  great  queen  upon  her 
50th  anniversary.  But  he  looked  down 
the  years  and  saw  that  the  day  would 
come  when  his  mother  country  would  be 
stripped  of  her  colonies  and  when  the 
foundation  for  the  mighty  position  she 
occupied  would  no  longer  exist.  Rud- 
yard  Kipling  then  penned  the  immortal 
words  of  the  “Recessional”: 

God  of  our  fathers,  known  of  old, 

Lord  of  our  far-flung  battle  line 
Beneath  whose  awful  hand  we  hold 
Dominion  over  palm  and  pine, 

Lord  God  of  Hosts,  be  with  us  yet, 

Lest  we  forget,  lest  we  forget! 

He  said : 

The  tumult  and  the  shouting  dies. 

The  captains  and  the  kings  depart. 

Still  stands  Thine  ancient  sacrifice, 

An  humble  and  a  contrite  heart. 

Lord  God  of  Hosts,  be  with  us  yet, 

Lest  we  forget — lest  we  forget! 

Today  I  honor  England,  equal  with 
the  honor  I  pay  any  nation  on  this  earth, 
other  than  the  proud  and  mighty  Nation 
under  the  Western  stars,  beneath  the  flag 
of  Old  Glory. 

But  England  no  longer  rules  the  waves. 
Her  financial  institutions  are  no  longer 
the  dominant  power  in  finance.  Her 
industrial  workshop  no  longer  causes  the 
channels  of  trade  and  commerce  to 
tremble  or  stand  in  awe  and  respect. 
The  star  that  was  then  in  its  zenith 
above  the  United  Kingdom  and  shone 
with  such  brilliance  upon  the  magnifi¬ 
cent  celebration  of  the  50th  anniversary 
of  the  great  queen  has  long  since  left 
its  zenith  and  started  its  inexorable  de¬ 
scent  down  the  Western  horizon. 

It  is  my  hope  that  it  will  never  set, 
because  she  has  a  proud  and  glorious 
history  and  record.  But  her  colonies 
have  been  stripped  from  her.  She  has 
had  the  fight  of  her  life  to  survive.  Be 
it  said  to  her  credit,  her  courage  has 
never  failed  or  dimmed.  The  ingenuity 
and  resourcefulness  of  her  people  have 
never  been  impaired. 

But  she  is  competing  today  with  our 
Nation.  Today  the  star  of  America  is  in 
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the  zenith,  and  our  light  shines  far  above 
Jhe  seven  seas  and  the  channels  of  trade 
and  Commerce  around  the  world.  It  is 
well  because  we  now  bear  the  burden  of 
world  leadership  of  the  free  world  Ours 
is  the  dominant  industrial  workshop  on 
the  earth.  We  are  the  center  of  financial 
strength  and  power  in  our  world  We 
are  the  proud  possessors  of  mighty  fleets 
in  the  air,  on  the  ocean,  and  under  the 
waters  of  the  ocean  that  make  the  world 
livable  here  and  in  other  free  areas. 

How  can  the  distinguished  Senator 
from  Wisconsin  seek  to  impose  upon  us 
shackles  that  would  hold  our  progress  to 
the  rate  of  advance  yet  to  be  made  by  the 
brave  and  gallant  nation  yonder  on  that 
island,  after  the  sources  of  her  wealth, 
her  power,  and  her  strength  have  been 
stripped  from  her?  There  is  no  basis 
of  comparison,  nor  could  we  possibly  en¬ 
dure  the  thought  of  shackling  ourselves 
to  a  position  in  which  we  could  march 
forward  at  no  greater  pace  of  progress 
than  England  is  able  to  maintain. 

Mr.  PROXMIRE.  Mr.  President,  will 
the  Senator  yield? 

Mr.  KERR.  I  yield.  I  was  about  to 
describe  conditions  in  both  Belgium  and 


Holland. 

Mr.  PROXMIRE.  Mr.  President,  I  do 
not  like  to  puncture  the  Senator’s  mag¬ 
nificent  oratorical  balloon - 

Mr.  KERR.  Have  at  it. 

Mr.  PROXMIRE.  I  will  have  at  it. 

Mr.  KERR.  I  ask  no  quarter  and  give 
none. 

Mr.  PROXMIRE.  The  Senator  has 
made  an  attack  on  the  investment  credit 
in  trying  to  defend  it,  that  demolishes  his 
own  position.  The  fact  is  that  England 
was  rising.  England  was  reaching  the 
zenith  before  she  had  the  investment 
credit  and  before  she  had  the  advantages 
of  quick  depreciation.  Since  she  adopted 
that  method  of  subsidy— this  particular 
method  of  tax  advantage  for  manufac¬ 
turers — she  has  gone  down,  as  the  Sena¬ 
tor  has  so  eloquently  described.  When¬ 
ever  we  raise  this  point — whether  it  be  in 
relation  to  Belgium,  the  Netherlands, 
England,  or  Sweden — there  is  always  an 
alibi.  It  is  said  that  this  country  or  that 
country  is  a  Socialist  country,  or  that  it 
has  lost  its  colonies. 

They  have  had  one  kind  of  problem  or 
another.  The  fact  remains  that  they 
adopted  investment  credit,  and  they  have 
not  grown  as  rapidly  as  we  have. 

Mr.  KERR.  The  decline  started  be¬ 
fore  they  adopted  the  measure.  They 
adopted  the  measure  in  an  effort  to  hold 
the  decline  as  they  started  up  the  hill 
with  some  degree  of  success.  The  Sena¬ 
tor’s  observations  on  history  are  not  sup¬ 
ported  by  the  record.  However,  I  yield 
for  a  question,  not  a  speech. 


Mr.  PROXMIRE.  Is  it  the  Senator’ 
position  that  although  we  are  winning 
the  trade  competition,  although  we  hav 
a  new  depreciation  schedule,  we  must  fol 
low  the  same  kind  of  tax  privilege  am 
tax  advantage  that  our  world  competi 
tors  do,  no  matter  how  unjustifiable  am 
discriminatory  they  may  be?  I  ask  th 
Senator  if  this  is  not  the  same  old  stor 
enol  have  enc°untered  in  our  experi 
thn?  our  own  States,  the  argumen 
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adopted  if  we  are  to  permit  our  manu¬ 
facturers,  in  Oklahoma  or  in  Wisconsin, 
to  compete  successfully?  Is  it  not  the 
same  old  discredited  argument  that  we 
have  to  have  a  tax  system,  no  matter 
how  regressive  it  may  be,  in  order  to  put 
our  industry  on  the  same  basis?  Finally, 
I  wish  to  ask  the  Senator - 

Mr.  KERR.  I  wish  the  Senator  would 
ask  these  questions  one  at  a  time.  The 
Senator  has  already  asked  three.  I  will 
try  to  answer  two  of  them.  First,  as  of 
now,  certainly,  we  are  not  winning  the 
trade  war.  The  Senator  has  been  quot¬ 
ing  figures  on  the  floor  about  our  advan¬ 
tage  with  reference  to  imports  and  ex¬ 
ports,  totally  ignoring  many  of  the  ele¬ 
ments  of  the  picture  relating  to  export 
dollars  in  contrast  to  the  dollars  we  im¬ 
port. 

The  Senator  has  used  various  figures 
about  how  much  more  we  sell  than  we 
buy.  He  took  offense  yesterday  because 
I  did  not  accept  the  figures  of  the  De¬ 
partment  of  Commerce  in  this  connec¬ 
tion.  About  2  years  ago  the  distinguished 
chairman  of  our  committee  became  sus¬ 
picious  of  the  figures  that  were  being 
given  to  the  committee  with  reference 
to  how  much  this  country  was  exporting 
and  how  much  it  was  importing.  Wit¬ 
nesses  came  before  our  committee  and 
told  us: 

The  figures  of  the  Department  of  Com¬ 
merce  show  that  we  have  a  $4  billion 
favorable  trade  balance. 

The  distinguished  senior  Senator  from 
Virginia  said: 

Let  us  analyze  these  statements.  How 
much  of  this  supposedly  $4  billion  trade 
balance  is  due  to  the  agricultural  and  other 
products  we  export  after  we  give  them  away? 

Mr.  PROXMIRE.  Mr.  President - 

Mr.  KERR.  Let  me  answer  the  Sen¬ 
ator’s  question.  He  can  stand  up  as  long 
as  I  can. 

Mr.  PROXMIRE.  The  Senator  has 
asked  a  rhetorical  question.  I  wish  to 
answer  it. 

Mr.  KERR.  The  Senator  from  Vir¬ 
ginia  asked  that  question  of  the  witness. 
The  witness  said,  “I  do  not  know.” 

The  Senator  from  Virginia  said,  “Go 
and  get  the  answer.” 

The  witness  came  back  and  disclosed 
that  about  $2  billion  to  $2  y2  billion  of 
that  supposedly  advantageous  or  favor¬ 
able  trade  balance  was  by  reason  of  what 
we  had  given  away. 

Mr.  ROBERTSON.  Mr.  President, 
will  the  Senator  yield? 

Mr.  KERR.  I  yield. 

Mr.  ROBERTSON.  On  grains? 

Mr.  KERR.  Yes. 

Mr.  ROBERTSON.  Six  billion  nine 
hundred  million  dollars,  for  soft  cur¬ 
rency,  which  is  equal  to  a  giveaway. 

Mr.  KERR.  Yes.  That  has  been  in¬ 
cluded  in  the  figures  of  the  Commerce 
Department,  representing  to  the  Amer¬ 
ican  people  what  our  favorable  balance 
was  in  connection  with  trade  and  com¬ 
merce.  Because  of  the  fight  made  by  the 
Finance  Committee,  under  the  able  lead¬ 
ership  of  its  distinguished  chairman,  the 
Commerce  Department  began  using  a 
different  basis  for  the  figures  that  it 
publishes. 

However,  even  as  of  now,  when  they 
issue  their  monthly  figures  on  what  our 


exports  and  imports  are,  they  include  in 
the  exports  what  we  give  away. 

Finally,  when  they  get  down  to  the 
things  that  go  out  for  dollars,  as  con¬ 
trasted  with  the  imports  that  come  in 
and  are  paid  for  in  dollars,  they  give  the 
figures  in  their  quarterly  reports.  But 
even  in  those  reports  they  include  our 
agricultural  exports,  which  are  sold  at 
the  world  market.  Cotton,  for  example, 
is  sold  at  8V2  cents  a  pound  less  than 
American  textile  mills  pay  for  it.  Feed 
grains  are  sold  at  a  greatly  reduced  price. 

Mr.  ROBERTSON.  Mr.  President, 
will  the  Senator  yield? 

Mr.  KERR.  I  yield. 

Mr.  ROBERTSON.  On  wheat,  our  ex¬ 
port  subsidy  is  65  cents  a  bushel. 

Mr.  KERR.  On  wheat,  it  is  65  cents 
a  bushel.  Yet  the  dollar  we  receive  from 
the  sale  of  agricultural  products  at  give¬ 
away  prices  are  included  in  the  Com¬ 
merce  Department’s  reports  with  refer¬ 
ence  to  our  trade  balance,  imports  and 
exports.  If  we  strip  from  that  state¬ 
ment  the  billions  of  dollars  of  agricul¬ 
tural  exports  that  we  send  out,  for  which 
we  receive  some  dollars,  but  which  are 
sold  at  from  25  percent  to  35  percent 
below  the  domestic  market,  we  find 
emerging  an  entirely  different  picture. 

As  of  now,  the  Department  of  Com¬ 
merce  says  we  have  a  favorable  trade 
balance,  I  believe,  running  at  the  rate 
of  $2  billion  for  1962.  The  Senator  from 
Oklahoma  has  not  had  time  to  go  be¬ 
neath  the  surface,  as  the  Senator  from 
Virginia  has  so  often  done  in  asking  ques¬ 
tions  at  Finance  Committee  hearings, 
and  as  the  distinguished  junior  Senator 
from  Virginia  [Mr.  Robertson]  has  in¬ 
dicated  in  connection  with  the  prices  that 
we  get  for  these  exports,  even  though 
they  pay  us  a  part  of  their  value  in 
dollars. 

Therefore,  the  Senator  from  Okla¬ 
homa  does  not  regard  as  valid  in  this 
debate,  and  in  determining  the  position 
of  the  American  industrial  workshop 
relative  to  that  in  Western  Europe,  the 
figures  of  the  Department  of  Commerce. 
They  are  not  an  accurate  presentation 
of  the  actual  picture. 

When  we  finally  strip  the  issue  down 
to  what  this  country  buys  and  sells,  we 
see  that  what  we  buy  we  pay  for  at  100 
cents  on  the  dollar,  and  Senators  will 
find  that  instead  of  having  a  rosy  pic¬ 
ture  of  a  big  balance  in  favor  of  our 
country,  we  have  a  sad  picture,  an  ane¬ 
mic  picture,  one  which  can  be  corrected 
only  by  a  vast  increase  in  the  efficiency 
in  the  economy  of  our  industrial  work¬ 
shop  and  its  productivity. 

As  I  said  yesterday,  aside  from  what¬ 
ever  the  relationship  may  be,  if  we  con¬ 
tinue  to  give  away  our  products  or  sell 
them  at  50  cents  on  the  dollar,  we  can 
keep  a  certain  number  of  dollars  com¬ 
ing  into  this  country.  However,  there 
are  Senators  who  think  the  day  will  come 
when  either  by  choice  or  necessity  we 
shall  abandon  that  process.  In  the 
meantime  it  is  the  hope  of  the  Senator 
from  Oklahoma  that  we  will  develop  a 
situation  which  will  enable  us  to  survive 
and  maintain  the  convertibility  of  the 
dollar  which  we  now  maintain,  without 
being  forced  into  international  fiscal 
bankruptcy,  as  I  related  it  yesterday  with 
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respect  to  the  decline  in  our  gold  reserve 
and  the  increase  of  the  claims  against 
it. 

With  reference  to  the  last  question  of 
the  Senator  from  Wisconsin,  about  this 
being  the  same  as  the  contest  between 
the  various  States - 

Mr.  PROXMIRE.  Before  the  Senator 
gets  to  that,  does  he  wish  to  yield  for  one 
further  question? 

Mr.  KERR.  I  am  simply  answering 
the  Senator’s  questions  one  at  a  time. 

I  will  finish  answering  the  last  one. 

Mr.  PROXMIRE.  The  Senator  just 
finished  saying  he  had  finished. 

Mr.  KERR.  No ;  I  said : 

Now,  with  reference  to  the  last  question 
of  the  Senator. 

Mr.  PROXMIRE.  That  is  correct.  I 
simply  wanted  to  ask  a  further  question 
with  respect  to  the  question  the  Senator 
just  answered,  if  he  will  permit.  Does 
the  Senator  deny  that  the  Department  of 
Commerce  shows  that  we  have  a  surplus 
in  trade  of  $4.8  billion  in  the  first  half 
of  1962? 

Mr.  KERR.  Yes;  I  deny  that  it  shows 
that. 

Mr.  PROXMIRE.  I  have  the  figures 
right  here. 

Mr.  KERR.  If  the  Senator  will  look 
at  them,  they  show  that  we  are  going 
at  that  rate  for  the  year. 

Mr.  PROXMIRE.  That  is  correct. 

Mr.  KERR.  That  was  not  what  the 
Senator  asked. 

Mr.  PROXMIRE.  Seasonally  ad¬ 
justed. 

Mr.  KERR.  That  was  not  in  the 
Senator’s  question. 

Mr.  PROXMIRE.  On  an  annual 
basis. 

Mr.  KERR.  That  was  not  in  the  Sen¬ 
ator’s  question. 

Mr.  PROXMIRE.  If  we  take  out  Gov¬ 
ernment  aid  of  exports,  we  take  $2.6  bil¬ 
lion  from  that  balance. 

Mr.  KERR.  -No;  we  have  an  annual 
rate  of  that. 

Mr.  PROXMIRE.  An  annual  rate  of 
that. 

Mr.  KERR.  The  Senator  ought  to 
read  what  the  rate  is. 

Mr.  PROXMIRE.  If  we  add  in  the 
services  rendered  surplus,  of  $1.7  billion; 
we  have  an  annual  favorable  trade  in 
the  commercial  area  alone,  leaving  out 
the  Government  giveaway  of  $3.9  bil¬ 
lion.  If  we  subtract  from  that  the  $2.5 
billion,  which  is  all  we  have  loaned 
abroad,  capital  long  and  short  term 
from  our  private  institutions,  we  have  a 
surplus  of  $1.5  billion,  even  assuming 
that  all  we  have  loaned  abroad  has  come 
back  and  has  been  spent  here  and  has 
benefited  our  export  business. 

I  submit  that  on  this  basis,  in  the 
first  half  of  1962,  we  are  winning;  we 
are  doing  a  better  job  in  trade  than 
other  nations  throughout  the  world. 

Mr.  KERR.  Surely;  but  in  that  an¬ 
nual  rate  of  $1.5  billion  is  included  $1.1 
billion  of  agricultural  products  we  are 
selling. 

Mr.  PROXMIRE.  Government  aid  or 
financed  exports. 

Mr.  KERR.  That  is  not  Government 
aid  exports.  The  Senator  ought  to  know 
what  he  is  looking  at.  The  Senator 
from  Oklahoma  does  not  admit  its  au¬ 


thenticity.  What  it  says  does  not  in¬ 
clude  sales  of  agricultural  products  that 
we  make  for  dollars,  not  loaned,  which 
are  sold  at  from  25  to  40  percent  dis¬ 
count.  Did  not  the  Senator  know  that? 

Mr.  PROXMIRE.  The  position  of  the 
Senator  from  Wisconsin  is  that  this  is 
included  in  the  figures  here;  and  this  is 
not  commercial  export;  it  is  Govern¬ 
ment-financed  aid  export. 

Mr.  KERR.  No,  they  are  not  Gov¬ 
ernment  financed  at  all.  We  sell  those 
products  for  cash,  but  we  sell  them  at  a 
discount. 

Mr.  PROXMIRE.  They  are  Govern¬ 
ment  sales,  though.  They  are  Govern¬ 
ment  export. 

Mr.  KERR.  That  is  Government  aid. 

Mr.  PROXMIRE.  It  is  Government 
export.  The  figure  is  for  Government 
export. 

Mr.  KERR.  The  Senator  said  it  was 
Government  aid  export. 

Mr.  PROXMIRE.  Well,  it  is  not  com¬ 
mercial  export. 

Mr.  YOUNG  of  North  Dakota.  Most 
of  our  exports  of  wheat  are  for  dollars. 
It  is  private  trade  in  itself,  but  is  sub¬ 
sidized  by  the  Government.  There  is  a 
separate  subsidy.  It  is  export  trade  but 
not  for  the  Government. 

Mr.  KERR.  It  is  not  included  in  that 
figure.  What  they  actually  get  was  in¬ 
cluded  in  that  figure  of  the  Department 
of  Commerce. 

So  if  we  strip  it  all  down  bare,  naked, 
we  have  a  deficit.  Any  time  we  want 
to  give  this  “stuff”  away,  we  can  do  so. 

I  wrote  a  book  3  or  4  years  ago.  I 
found  out  that  it  was  not  too  great  a 
success  in  selling.  But  it  was  the  easiest 
thing  to  give  away  that  I  ever  saw.  The 
same  is  true  of  our  agricultural  products. 

The  Senator  from  Oklahoma  said  that 
we  have  built  an  industry  and  a  work¬ 
shop  that  will  bring  things  into  the 
channels  of  trade  and  commerce  and 
world  competition  and  will  produce  an 
adequate  inflow  of  dollars  to  offset  what 
goes  out  for  the  stuff  we  buy ;  what  goes 
out  for  what  our  tourists  spend  overseas ; 
for  what  goes  out  that  we  spend  in  other 
countries  in  connection  with  our  armed 
services;  for  what  goes  out  in  the  form 
of  loans  of  dollars  that  do  not  have  to 
be  spent  here.  Why  treat  a  patient  until 
he  can  stand  up  for  an  hour  a  day  but 
never  will  get  any  better  than  that? 

I  used  to  know  a  doctor,  a  very  dear 
friend  of  mine.  He  said,  “Do  you  under¬ 
stand  my  concept  of  treating  illness?” 

I  said,  “Yes,  you  treat  your  patients  so 
that  they  will  neither  die  nor  ever  get 
well.” 

That  is  the  kind  of  prescription  the 
Senator  from  Wisconsin  is  offering.  He 
wants  to  give  an  economic  prescription 
that  will  let  American  industry  barely 
get  up  off  its  knees,  but  never  be  able  to 
stand  erect  and  take  its  rightful  place  in 
the  economic  battles  of  this  great  new 
world  in  which  we  have  come  of  age,  and 
which  we  helped  to  create. 

Mr.  PASTORE.  Mr.  President,  will 
the  Senator  from  Oklahoma  yield  for  a 
question? 

Mr.  KERR.  I  am  delighted  to  yield. 

Mr.  PASTORE.  Is  the  Senator  from 
Oklahoma  saying  categorically  that  in¬ 
sofar  as  the  balance  of  trade  being  in  our 


favor  is  concerned,  it  is  merely  a  fiction? 

Mr.  KERR.  The  Senator  from  Okla¬ 
homa  tried  to  explain  very  carefully 
what  he  was  saying. 

Mr.  PASTORE.  I  am  very  much  in¬ 
terested  in  the  subject;  I  am  not  being 
critical  at  all. 

Mr.  KERR.  I  know  the  Senator  is  not 
being  critical. 

Mr.  PASTORE.  I  am  not  trying  to  be 
impertinent.  The  Senator’s  view  is  very 
optimistic.  He  believes  that  the  balance 
of  trade  is  in  our  favor.  The  point  has 
been  made  that  some  things  are  being 
sold  at  a  discount,  which  are  being  in¬ 
cluded  in  what  they  are  actually  selling, 
and  that  is  balancing  the  trade  to  our 
favor.  But  that  is  only  a  fiction,  and  not 
a  truth. 

Mr.  KERR.  If  the  Senator  from  Wis¬ 
consin  [Mr.  Proxmire]  can  understand 
these  figures,  he  is  far  better  than  the 
Senator  from  Oklahoma. 

The  actual  situation  is  this :  I  said  that 
aside  from  Government  aid  exports  and 
Government  financing,  the  balances  are 
now  in  our  favor  to  the  tune  of  $1,500 
million  or  $1,200  million  a  year. 

Mr.  PROXMIRE.  They  are  in  our 
favor  to  the  extent  of  $3.9  billion  a  year 
even  if  we  include  the  export  of  Ameri¬ 
can  capital,  and  even  if  we  assume  that 
it  is  all  spent  here. 

Mr.  KERR.  The  Department  of  Com¬ 
merce  advised  me  last  night  that  aside 
from  what  we  were  giving  away,  we  had 
a  favorable  balance  of  about  $2  billion, 
at  the  annual  rate,  for  this  year.  But 
included  in  that  amount  are  the  dollars 
we  receive  for  the  agricultural  products 
we  sell  at  a  discount. 

I  have  been  trying  all  morning  to  get 
from  the.  Department  of  Agriculture  the 
exact  figures  with  respect  to  our  total 
exports  of  agricultural  products  at  a 
discount.  I  have  not  been  able  to  get 
that  information,  but  I  expect  to  receive 
it  during  the  day  and  shall  place  it  in 
the  Record.  I  am  of  the  opinion  that 
it  exceeds  the  $2  billion,  which,  accord¬ 
ing  to  the  estimates  I  received  from  the 
Department  of  Commerce,  is  our  favor¬ 
able  trade  balance  for  this  year,  includ¬ 
ing  the  dollars  we  receive  for  the  agri¬ 
cultural  products  we  sell  at  a  discount. 

Mr.  PASTORE.  Then  the  Senator 
says  we  are  selling  our  agricultural  com¬ 
modities  at  a  discount.  Does  he  mean 
that  foreign  consumers  are  able  to  buy 
those  commodities  at  cheaper  prices 
than  the  prices  which  American  con¬ 
sumers  pay? 

Mr.  KERR.  I  say  that  a  foreign  tex¬ 
tile  mill  can  buy  American  cotton - 

Mr.  PASTORE.  I  know  about  cotton. 

Mr.  KERR.  At  8V2  cents  a  pound 
under  what  domestic  textile  mills  pay. 

Mr.  PASTORE.  I  realize  that. 

Mr.  KERR.  Foreign  users  are  buying 
our  wheat  for  about  65  cents  a  bushel 
below  the  domestic  price. 

Mr.  PASTORE.  In  other  words. 
American  commodities  are  being  sold 
abroad  at  a  price  cheaper  than  the  price 
the  American  consumer  has  to  pay  for 
them? 

Mr.  KERR.  That  is  correct. 

Mr.  PASTORE.  I  am  familiar  with 
the  cotton  situation,  because  that  case 
is  pending  before  a  Government  agency. 
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Tt  is  one  in  which  we  and  the  declining 
textile  industry  in  this  country  are  deeply 
interested.  Up  until  now,  a  decision  has 
nnt  been  forthcoming. 

There  is  very  little  for  us  in  the  United 
States  to  brag  about,  when  we  are  boast- 
in0  about  what  we  are  selling  abroad, 
when  what  we  are  selling  there  is  being 
sold  to  foreign  consumers  at  a  cheaper 
price  than  the  price  at  which  it  is  being 
sold  to  American  consumers.  Certainly 
we  have  very  little  to  brag  about  in  that 
situation,  and  it  gives  no  pleasure  to  me. 

Mr.  KERR.  I  understand ;  and  that  is 
what  the  Senator  said  when  he  said  he 
did  not  believe  we  needed  an  economic 
doctor  which  would  prescribe  for  us  the 
kind  of  medicine  that  would  barely  keep 
us  alive,  but  never  would  permit  us  to  be¬ 
come  as  strong  and  as  powerful  as  we 
can  become  with  the  proper  economic  en¬ 


vironment. 

Mr.  PROXMIRE.  Does  the  Senator 
from  Oklahoma  deny  that  the  McGraw- 
Hill  survey  and  the  National  Industrial 
Conference  survey  and  the  Wall  Street 
Journal  survey  all  show — after  inter¬ 
rogating  businesses  all  over  the  coun¬ 
try — that  they  consider  that  the  invest¬ 
ment  credit  will  have  little  or  no  effect 
on  the  investments  they  make;  and  ac¬ 
cording  to  the  survey  made  by  the  Na¬ 
tional  Industrial  Conference  Board,  such 
additional  investments  would  be  made 
only  in  the  amount  of  approximately 
$300  million,  but  at  a  cost  of  $1  billion 
in  Federal  revenue? 

Mr.  KERR.  I  say  to  the  Senator  from 
Wisconsin  that  my  confidence  in  myself 
is  such  that  I  think  I  know  more  about 
the  economics  of  the  American  industrial 
establishment  than  do  the  editors  of  Mc¬ 
Graw-Hill  or  the  Wall  Street  Journal — 
and  what  was  the  other  one  the  Senator 
from  Wisconsin  named? 

Mr.  PROXMIRE.  I  say  to  the  Sena¬ 
tor — 

Mr.  KERR.  The  Senator  from  Wis¬ 
consin  named  three  papers.  What  were 
they? 

Mr.  PROXMIRE.  It  was  a  survey  of 
the  top  executives  of  each  of  these  com¬ 
panies.  They  were  asked  what  effect  the 
proposed  investment  credit  would  have 
on  their  companies.  The  Wall  Street 
Journal  asked  68  of  the  leading  business 
executives  in  the  country.  Only  one  said 
he  would  change  his  policy  in  regard  to 
industrial  plant  and  equipment.  The 
National  Industrial  Conference  Board 
asked  1,000.  The  Senator  from  Okla¬ 
homa  is  a  very  successful  businessman; 
but  he  is  only  one,  and  I  doubt  that  he 
knows  more  than  1,000  people — although 
that  is  possible. 

Mr.  KERR.  I  say  to  the  Senator  from 
Wisconsin  that  I  do  not  know  what  Mc¬ 
Graw-Hill  said.  I  am  like  the  young  fel¬ 
low  that  a  well-known  poet  wrote  about. 
This  young  fellow  was  trying  to  get  a  girl 
to  marry  him,  but  she  was  not  satisfied 
with  the  economic  situation  he  could  of¬ 
fer  her,  and  she  was  trying  to  encourage 
him  to  exert  greater  effort  than  he  was 
capable  of. 


WiShCd  he  C°Uld  1 
"aSinasTfUU 

An-  see  what  he  got  tL  mS  painSYU 


He  brought  electricity  out  of  the  sky. 

With  a  kite  an’  a  bottle  an’  key, 

An’  we’re  owing  him  more’n  anyone  else 

For  all  the  bright  lights  ’at  we  see. 

Jane  Jones  she  honestly  said  it  was  so! 
Mebbe  he  did — 

I  dunno! 

O’course  what’s  allers  been  hinderin’  me 
Is  not  havin’  any  kite,  lightnin’,  er  key. 

I  do  not  know  what  McGraw-Hill  said. 
But  I  know  what  the  economic  facts  of 
life  are,  and  I  know  what  industrial  ex¬ 
ecutives  in  this  country  have  told  me.  I 
know  what  the  railroad  industry  has 
said;  I  know  what  the  textile  industry 
has  said;  I  know  what  the  chemical  in¬ 
dustry  has  said;  I  know  what  the  coal 
industry  has  said;  and  I  know  what  the 
shoe  industry  has  said. 

Mr.  PROXMIRE.  They  want  a  wind¬ 
fall. 

Mr.  KERR.  They  say,  “We  need  this 
additional  incentive  to  enable  us  to  build 
facilities  to  quickly  and  effectively  com¬ 
pete  for  the  domestic  market  and  in  the 
world  market.” 

The  Senator  from  Wisconsin  can  call 
it  a  windfall  if  he  likes;  it  is  immaterial 
to  the  Senator  from  Oklahoma.  I  simply 
do  not  agree  with  him. 

I  think  it  is  a  constructive  piece  of  tax 
legislation  which,  in  conjunction  with 
the  revision  of  the  depletion  formula  re¬ 
cently  announced,  will  arm  the  indus¬ 
trial  workshop  in  this  country  with  the 
economic  weapons  to  enable  it  to  sur¬ 
vive  and  to  prosper.  Mere  survival,  Mr. 
President,  is  inadequate. 

Mr.  PROXMIRE.  These  hundreds  of 
exeutives  were  asked  the  question :  If  the 
administration’s  program  of  tax  incen¬ 
tives  for  investment  purposes  were  en¬ 
acted,  how  much  would  it  cause  them  to 
increase  their  capital  expenditures  in 
1962? 

In  reply,  business  as  a  whole  indi¬ 
cated  that  it  would  raise  its  1962  plans 
by  only  about  1  percent  or  about  $300 
million.  Nine  out  of  every  ten  com¬ 
panies  which  replied  stated  that  they 
would  not  use  such  a  program.  That 
was  exactly  the  same  answer  that  the 
National  Industrial  Conference  Board 
got,  and  it  was  exactly  the  same  answer 
that  the  Wall  Street  Journal  got. 

Although  the  Senator  from  Oklahoma 
is  one  of  the  most  successful  business¬ 
men  in  the  country,  I  submit  that  these 
people,  who  have  the  responsibility  of 
determining  the  capital  investment  plans 
of  their  own  companies,  understand 
their  companies’  plans  even  better  than 
does  the  Senator  from  Oklahoma. 

Mr.  KERR.  I  think  I  understand  them 
better  than  the  Senator  from  Wisconsin 
does. 

Mr.  PROXMIRE.  I  am  sure  the  Sen¬ 
ator  is  endowed  with  ample  self-confi¬ 
dence. 

Mr.  KERR.  And  the  plans  for  1962 
were  not  made  in  the  middle  of  1962  or 
in  the  spring  of  1962.  The  plans  of  these 
companies  for  their  expansion  in  1962 
were  made  in  1960  or  in  1961. 

Mr.  PROXMIRE.  May  I  say  to  the 
Senator - 

Mr.  KERR.  Just  a  minute.  If  any 
one  of  us  is  going  to  make  a  speech  in 
my  time,  it  is  myself.  I  will  answer  the 
Senator’s  questions,  but  I  will  not  yield 
any  further  for  speeches. 


As  for  the  question  the  Senator  from 
Wisconsin  referred  to,  I  do  not  know 
when  they  were  asked  it.  But  this  in¬ 
vestment  credit  was  not  then  a  reality. 
There  are  some  conservative  business¬ 
men  in  this  country  who  do  not  respond 
to  that  which  is  not  in  existence.  They 
knew  there  was  certain  opposition  to 
this  investment  credit  last  year.  They 
knew  there  was  strong  opposition  to  it 
this  year.  Why  would  they  respond  to  a 
stimulant  which  had  not  be.en  provided 
at  that  time? 

Mr.  PROXMIRE.  That  was  not  the 
question - 

Mr.  KERR.  The  Senator  from  Wis¬ 
consin  can  speculate  all  he  wants  to.  But 
the  evidence  the  Senator  from  Oklahoma 
has  is  that  industry — if  and  when  this 
credit  becomes  the  law  and  becomes 
available  to  industry — will  respond. 
That  is  my  conviction.  The  Senator 
from  Wisconsin  may  have  a  different 
one.  If  he  does,  I  am  happy  to  have  him 
tell  the  Senate  so ;  but  I  am  going  to  ask 
him  to  do  it  in  his  own  time,  not  in  my 
time. 

(At  this  point  Mr.  Pell  took  the  chair 
as  Presiding  Officer.) 

Mr.  PROXMIRE.  Does  the  Senator 
from  Oklahoma  deny  that  the  great 
business  organizations  and  associations 
of  the  country  came  before  the  Finance 
Committee  and  opposed  this  windfall 
which  business  would  thus  receive? 

Mr.  KERR.  Yes,  I  deny  that - 

Mr.  PROXMIRE.  Does  the  Senator 
from  Oklahoma  deny  that  they  came 
before  the  committee? 

Mr.  KERR.  No,  I  do  not  deny  that 
they  came  before  us. 

Mr.  PROXMIRE.  Or  that  they  op¬ 
posed  the  investment  credit? 

Mr.  KERR.  I  admit  that  some  of 
them  opposed  it.  But  I  deny  that  any  of 
them  opposed  it  as  a  windfall  or  that  it 
is  a  windfall.  When  the  Senator  from 
Wisconsin  includes  the  word  “windfall” 
in  his  question,  I  answer  in  the  negative. 

Mr.  PROXMIRE.  But  the  Senator 
from  Oklahoma  does  not  deny  that  they 
opposed  it? 

Mr.  KERR.  There  were  some  who  op¬ 
posed  it,  and  they  are  as  shortsighted  as 
the  Senator  from  Wisconsin. 

Mr.  PROXMIRE.  Does  the  Senator 
from  Oklahoma  dispute  that  this  invest¬ 
ment  credit  would  “sock”  the  budget  for 
a  $1  billion  or  $1.4  billion  tax  cut  which 
the  responsible  business  organizations 
oppose? 

Mr.  KERR.  Well,  Mr.  President,  that 
is  a  question  of  interpretation.  The 
Government  spends  a  couple  of  billion 
dollars  a  year  in  the  development  of 
water  and  soil  resources.  If  one  were  so 
shortsighted  as  to  look  at  only  the 
budget  for  that  year,  he  would  consider 
that  the  budget  had  been  “socked”  for  $2 
billion.  But  if  he  would  look  at  what 
that  $2  billion  expenditure  would  do,  if 
he  would  look  at  vast  areas  in  this  coun¬ 
try  whose  economies  have  been  built  up, 
following  this  kind  of  investment,  and  if 
he  would  see  the  tremendous  inflow  of 
taxes  which  comes  to  the  Government 
from  economies  thus  encouraged  and 
thus  provide  a  foundation  for  coming 
into  existence  and  growing  and  expand¬ 
ing,  he  would  have  a  concept  of  the 
situation  similar  to  that  which  the  Sen- 
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ator  from  Oklahoma  has  of  this  invest¬ 
ment  credit. 

It  is  true  that  for  the  first  full  year  the 
Treasury  would  lose  in  excess  of  $1  bil¬ 
lion  current  revenue.  But,  Mr.  Presi¬ 
dent,  that  will  not  be  a  loss.  That  will 
be  an  investment  by  this  Government  in 
a  stronger  base  for  growth  and  progress 
and  greater  prosperity.  And  on  that 
foundation  will  develop  a  stronger  econ¬ 
omy.  From  that  investment  will  come 
greater  returns;  and  I  hope  I  have  the 
ability  to  look  beyond  the  immediate 
moment,  and  to  see  what  is  out  yonder 
that  will  come  from  so  constructive  a 
move  as  I  regard  this  investment  credit. 

Mr.  PROXMIRE.  Then  is  the  Sena¬ 
tor  from  Oklahoma  making  the  usual 
argument  that  if  Government  taxes  are 
cut  and  reduced — although,  according  to 
the  responsible  businessmen,  the  stimu¬ 
lation  of  business  which  will  result  will 
be  far  less  than  the  amount  of  the  tax 
cut — the  Government  will,  somehow,  get 
back  more  than  the  amount  of  the  tax 
cut?  If  so,  why  not  eliminate  or  reduce 
all  taxes,  balance  the  budget  and  retire 
the  national  debt? 

Mr.  KERR.  If  the  Senator  has  the 
intelligence  I  think  he  has,  he  under¬ 
stood  what  I  said;  and  if  he  did  not,  he 
can  read  it  in  the  Record,  and  he  does 
not  need  to  put  an  interpretation  on  it 
that  was  not  given  by  the  Senator  from 
Oklahoma.  The  Senator  from  Okla¬ 
homa  made  a  very  clear  statement  that 
he  believes  this  to  be  a  sound  Govern¬ 
ment  policy  whereby  the  Treasury  would 
receive  one  billion  and  a  quarter  dollars 
less  the  first  year,  but  thereby  promote 
a  greater  growth,  and  a  foundation  for 
increased  prosperity  and  increased  tax 
revenue  which  in  the  long  run  will  bring 
in  far  more  for  the  economy  than  it 
would  presently  lose  in  revenue.  That  is 
what  the  Senator  from  Oklahoma  be¬ 
lieves.  The  Senator  will  not  argue  about 
it,  but  if  the  Senator  from  Wisconsin 
wants  to  ask  another  question,  the  Sen¬ 
ator  from  Oklahoma  will  answer  it. 

Mr.  PROXMIRE.  I  want  to  under¬ 
stand  what  the  Senator  said.  So  the 
Treasury  will  raise  revenues  by  losing 
taxes  ^ 

Mr.  KERR.  The  Senator  heard  what 
I  said. 

Mr.  PROXMIRE.  Is  the  Senator 
aware  of  the  fact  that  the  oil  industry 
will  get  get  favored  treatment  because 
gas  pipelines  get  a  7-percent  investment 
credit,  although  I  understand  they  are 
utilities  regulated  by  the  Federal  Power 
Commission.  Why  the  favoritism  for 
the  oil  industry? 

Mr.  KERR.  That  shows  the  ignorance 
of  the  Senator  from  Wisconsin. 

Mr.  PROXMIRE.  It  is  in  the  report. 

Mr.  KERR.  The  oil  industry  does  not 
own  any  gas  pipelines.  They  run  from 
it  as  they  would  run  from  the  plague. 
They  got  rid  of  them  when  the  Supreme 
Court  held  that  independent  producers 
were  utilities  when  they  held  gas  pipe¬ 
lines.  The  oil  companies  do  not  own  any 
interstate  gas  pipelines,  because  if  they 
did  they  would  become  regulated 
utilities. 

The  7  percent  the  Senator  is  talking 
about  has  nothing  to  do  with  oil  com¬ 
panies.  His  reference  to  gas  pipelines 


instead  is  concerned  with  interstate  gas 
transporters,  who  are  public  utilities, 
and  who  are  under  the  regulation  of  the 
Federal  Power  Commission,  which  has 
without  exception  compelled  the  inter¬ 
state  gas  pipeline  carriers  to  pass  on  to 
the  consumers  any  savings  that  they  get 
by  such  a  situation  as  a  tax  credit. 

Mr.  PROXMIRE.  Would  the  Senator 
deny  that  the  Phillips  Co.  puts  gas  into 
the  pipelines  and  therefore  would  ben¬ 
efit  from  this  kind  of  arrangement? 

Mr.  KERR.  I  guess  the  Senator  from 
Wisconsin  is  an  authority  in  the  Phillips 
Petroleum  Co.  The  Senator  from  Okla¬ 
homa  is  not,  but  he  would  make  this  little 
suggestion  to  the  Senator  from  Wiscon¬ 
sin:  If  he  would  really  like  to  know 
whether  the  Phillips  Petroleum  Co.  is  in 
interstate  gas  pipelines  or  not,  he  can 
find  out  from  them.  I  would  wager  him 
a  Coca-Cola  that  they  do  not  own  a  foot 
of  interstate  gas  pipeline. 

Mr.  PROXMIRE.  But  the  fact  is  that 
the  pipelines  are  regulated  by  the  Fed¬ 
eral  Power  Commission. 

Mr.  KERR.  But  they  are  not  owned 
by  the  oil  companies. 

Mr.  PROXMIRE.  But  they  are  regu¬ 
lated  public  utilities. 

Mr.  KERR.  That  is  what  I  said. 

Mr.  PROXMIRE.  Yet  they  get  a  7- 
percent  credit. 

Mr.  KERR.  Not  on  interstate  gas 
pipelines.  They  do  not  own  them. 

Mr.  PROXMIRE.  The  pipelines,  ac¬ 
cording  to  the  committee  report  on  page 

155 _ 

Mr.  KERR.  The  Senator  ought  to 
read  what  is  in  the  bill.  Maybe  he  would 
know  what  he  is  talking  about. 

Mr.  PROXMIRE.  One  has  to  read 
the  report  to  find  the  interpretation  of 
the  bill.  I  read  the  bill. 

Mr.  KERR.  The  Senator  ought  to 
read  one  of  them.  There  is  not  any¬ 
thing  in  the  report  that  is  not  in  the 
bill. 

Mr.  PROXMIRE.  On  page  155  of  the 
report,  next  to  the  last  sentence  on  the 
page  reads: 

Specific  examples  of  qualifying  property 
which  normally  would  be  used  as  an  integral 
part  of  one  of  the  specified  activities  are 
blast  furnaces,  oil  and  gas  pipelines,  and 
railroad  tracks  and  signals. 

This  is  the  paragraph  which  refers 
to  the  7 -percent  credit — oil  and  gas 
pipelines. 

Mr.  KERR.  But  the  Senator  did  not 
say  oil  and  gas  pipelines.  He  asked  me 
about  gas  pipelines. 

Mr.  PROXMIRE.  Well - 

Mr.  KERR.  Well. 

Mr.  PROXMIRE.  Gas  pipelines. 

Then  I  wish  to  discuss  oil  pipelines - 

Mr.  KERR.  If  the  Senator  knows 
anything  about  it,  I  will  be  glad  to  dis¬ 
cuss  it;  if  not,  I  will  be  glad  to  enlighten 
him. 

Mr.  PROXMIRE.  I  asked  how  the 
Senator  justified  the  fact  that  gas  and 
oil  pipelines - 

Mr.  KERR.  No.  The  Senator  asked 
if  the  oil  industry  was  not  getting  a 
windfall  out  of  the  7-percent  credit  on 
gas  pipelines.  I  said  they  are  not  be¬ 
cause  they  do  not  own  any. 

Mr.  PROXMIRE.  Will  not  the  gas 
pipelines  get  a  windfall? 


Mr.  KERR.  The  gas  pipelines  will 
not,  because  any  reduction  they  get  they 
pass  on  to  the  consumers  under  the 
regulations  of  the  Federal  Power  Com¬ 
mission.  The  consumers  in  Wisconsin 
will  get  the  windfall. 

Mr.  PROXMIRE.  Why  do  they  not 
get  the  same  treatment  as  any  other 
utility  that  is  regulated? 

Mr.  KERR.  If  the  Senator  from  Wis¬ 
consin  would  look  into  it,  he  would  find 
that  gas  interstate  pipelines  are  regulated 
by  the  Federal  Power  Commission  in 
Washington.  He  would  find  further  that 
private  utilities  are  regulated  within  the 
State  where  located. 

Mr.  PROXMIRE.  I  know  that. 

Mr.  KERR.  The  Senator  does  not 
know  that? 

Mr.  PROXMIRE.  I  do  know  that. 

Mr.  KERR.  If  the  Senator  does  know 
that,  he  knows  that  the  regulatory  bodies 
in  the  States  do  not  necessarily  follow 
the  same  guidelines  or  formula  of  reg¬ 
ulation  that  are  followed  by  the  Federal 
Power  Commission,  that  the  regulatory 
practices  of  the  Federal  Power  Commis¬ 
sion  are  not  binding  on  State  commis¬ 
sions,  and  that  the  regulatory  practices 
of  the  State  commissions  are  not  binding 
on  the  Federal  Power  Commission. 

Mr.  PROXMIRE.  Then  why  should 
not  the  gas  pipelines  get  the  same  3- 
percent  investment  credit  that  other  reg¬ 
ulated  utilities  get  instead  of  a  further 
preferential  7  percent? 

Mr.  KERR.  In  the  first  place,  oil  pipe¬ 
lines  are  not  under  the  Federal  Power 
Commission. 

Mr.  PROXMIRE.  I  know. 

Mr.  KERR.  The  Senator  asked  me  a 
question,  and  I  told  him.  I  informed 
him,  because  I  told  him  something  he 
did  not  know,  and  I  am  happy  to  do  that. 

Mr.  PROXMIRE.  I  thank  the  Senator 
from  Oklahoma. 

Ml-.  DOUGLAS.  Mr.  President,  does 
the  Senator  from  Oklahoma  feel  he  has 
sufficient  strength  to  answer  a  few  ques¬ 
tions  which  the  Senator  from  Illinois 
would  like  to  ask? 

Mr.  KERR.  I  will  risk  it. 

Mr.  DOUGLAS.  Is  the  Senator  from 
Oklahoma  aware  of  the  fact  that  the  7- 
percent  credit  is  to  be  paid  on  all  invest¬ 
ment  even  though  that  investment  is  less 
than  the  actual  depreciation  upon  the 
machinery  and  equipment? 

Mr.  KERR.  I  do  not  understand  the 

question. 

Mr.  DOUGLAS.  Suppose  a  company 
has  a  $100,000  of  depreciation  but  in¬ 
vests  only  $70,000.  Will  it  not  receive  a 
7-percent  credit  on  the  $70,000,  or  $4,900 
as  a  direct  credit  against  its  taxes,  de- 
spite  the  fact  that  it  is  not  actually  phys- 
ically  meeting  its  depreciation  costs? 

Mr.  KERR.  If  I  understand  the 

bill—  A  , 

Mr  DOUGLAS.  If  the  Senator  knows 
the  answer,  I  would  appreciate  his  giv¬ 
ing  it  to  me. 

Mr.  KERR.  If  I  understand  it,  I  will 
give  it. 

Mr.  DOUGLAS.  Good. 

Mr.  KERR.  And  that  will  be  in  line 
with  what  the  Senator  from  Oklahoma 
has  always  done. 

Mr.  DOUGLAS.  That  is  correct. 
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Mr  KERR.  If  I  understand  the  bill, 
it  <dves  anyone  making  an  investment 
in  certain  depreciable  property  a  credit 
L  to  but  not  exceeding.  7  percent 
ao-ainst  taxes,  but  there  are  very  distinct 
limitations  on  the  amount  of  credit  that 
the  taxpayer  gets. 

Mr.  DOUGLAS.  Now  would  the  Sena¬ 
tor  answer  my  question,  namely,  is  the 

Senator  aware  of  the  fact - 

Mr.  KERR.  Will  the  Senator  refer  to 
the  provision  in  the  bill  that  he  is  asking 


about? 

Mr.  DOUGLAS.  I  am  referring  to  the 
7-percent  credit. 

Mr.  KERR.  Will  he  point  it  out  in  the 


bill? 

Mr.  DOUGLAS.  The  bill  contains 
some  300  pages. 

Mr.  KERR.  This  part  does  not  cover 


300  pages. 

Mr.  DOUGLAS.  The  Senator  from 
Oklahoma  can  give  a  direct  answer  to 
this  question.  There  are  various  inter¬ 
locked  points  in  the  bill.  Is  the  Senator 
from  Oklahoma  aware  of  the  fact  that 
this  7-percent  credit  is  to  be  given  for  all 
investment  even  though  that  investment 
is  less  than  the  actual  depreciation  upon 
the  machinery  and  equipment?  In  other 
words,  is  the  Senator  aware  that  this 
tax  credit  is  to  be  given  for  gross  invest¬ 
ment,  and  not  net  investment  over  and 


above  depreciation? 

Mr.  KERR.  It  is  on  the  gross  invest¬ 
ment  the  taxpayer  makes  in  those  items 
with  reference  to  which  the  tax  credit  is 
applicable. 

Mr.  DOUGLAS.  That  is  right. 

Mr.  KERR.  That  is  correct. 

Mr.  DOUGLAS.  That  is  correct;  even 
though  the  gross  investment  were  less 
than  the  depreciation. 

Mr.  KERR.  That  is  correct. 

Mr.  DOUGLAS.  I  thank  the  Senator 
from  Oklahoma.  Is  the  Senator  aware 
that  this  7-percent  credit  would  be  given 
even  though  there  were  a  decrease  in  the 
investment  made,  compared  with  previ¬ 
ous  years? 

Mr.  KERR.  That  is  correct,  but  it 
would  be  applicable  only  to  new  invest¬ 
ment. 

Mr.  DOUGLAS.  That  is  correct.  Now, 
is  the  Senator  aware  that  this  would  be 
a  very  great  difference  from  the  original 
investment  credit  proposed  by  the  ad¬ 
ministration  and  the  Treasury  Depart¬ 
ment,  which  was  to  be  a  15-percent 
credit  on  net  investment  over  and  above 
100  percent  depreciation,  plus  a  6-per¬ 
cent  allowance  on  the  amount  between 
50  and  100  percent. 

Mr.  KERR.  I  would  say  this :  I  am  not 
entirely  familiar  with  all  of  the  details 
of  the  original  request  by  the  administra¬ 
tion.  I  am  sure  it  is  a  matter  of  record. 
If  the  Senator  wants  to  put  it  in  the 
Record,  he  may  do  so. 

I  will  say  also  that  the  Treasury  De¬ 
partment  has  made  it  quite  apparent 
that  it  is  very  much  in  favor  of  the  pas¬ 
sage  of  the  bill  with  the  investment 
credit  provision  which  is  to  be  provided. 
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Mr.  DOUGLAS.  Would  the  Senator 
be  willing  to  turn  to  pages  16700  and 
16701  of  the  Record  for  yesterday,  which 
lies  on  his  desk?  This  is  a  question,  as 
to  whether  the  Senator  would  be  willing 
to  turn  to  those  pages. 

Mr.  KERR.  I  am  not  willing  to  turn 
to  them  and  to  have  the  Senator  from 
Illinois  read  to  me.  If  the  Senator 
wishes  to  read  to  the  Senate - 

Mr.  DOUGLAS.  I  do  not  want  to 
read.  I  want  to  ask  a  question. 

Mr.  KERR.  If  the  Senator  has  a 
question,  let  us  hear  it. 

Mr.  DOUGLAS.  Will  the  Senator  tell 
me — as  shown  on  page  16701 — whether 
the  original  bill  did  not  provide  for  a 
15  pei'cent  credit  on  net  investment  over 
and  above  depreciation? 

Mr.  KERR.  I  rather  think  it  did. 

Mr.  DOUGLAS.  Yes. 

Mr.  KERR.  I  do  not  have  to  read 
what  the  Senator  has  there  to  know 
about  it. 

Mr.  DOUGLAS.  Pine.  At  first  the 
Senator  said  he  did  not  know  about  it. 

Mr.  KERR.  I  did  not  know  what 
the  question  was. 

Mi-.  DOUGLAS.  I  am  glad  he  now 
does. 

Mr.  KERR.  The  Senator  finally  got 
around  to  asking  a  question. 

Mr.  DOUGLAS.  Is  the  Senator  aware 
that  as  this  bill  has  gone  through  Con¬ 
gress  it  has  been  changed  vitally  from 
the  oi-iginal  proposal  by  the  administra¬ 
tion? 

Mr.  KERR.  There  has  been  substan¬ 
tial  change. 

Mr.  DOUGLAS.  That  is  correct. 

Mr.  KERR.  That  was  done  by  the 
Ways  and  Means  Committee  of  the 
House  and  by  the  House  of  Representa¬ 
tives. 

Mr.  DOUGLAS.  That  is  correct. 

Mr.  KERR.  And  by  the  Finance  Com¬ 
mittee  of  the  Senate. 

Mr.  DOUGLAS.  Is  the  Senator  aware 
of  the  fact  that - 

Mr.  KERR.  Does  the  Senator  from  Il¬ 
linois  hold  the  Senator  from  Oklahoma 
responsible  for  that? 

Mr.  DOUGLAS.  No. 

Mr.  KERR.  I  thank  the  Senator. 

Mr.  DOUGLAS.  I  merely  wished  to 
know  whether  the  Senator  was  aware 
of  it,  that  is  all. 

Is  the  Senator  from  Oklahoma  aware 
of  the  fact  that  even  though  a  business 
should  reduce  its  investment  from  that 
of  previous  years  it  would  still  get  a  7- 
percent  tax  credit  on  the  investment 
which  it  made? 

Mr.  KERR.  I  believe  I  answered  that 
question. 

Mi-.  DOUGLAS.  How  did  the  Senator 
answer  it? 

Mr.  KERR.  If  the  Senator  does  not 
know  he  can  read  the  Record  tomorrow. 

Mr.  DOUGLAS.  Does  the  Senator 
know  how  he  answered  it? 

Mr.  KERR.  Yes;  I  know  how  I  an¬ 
swered  it. 

Mr.  DOUGLAS.  How  did  the  Senator 
answer  it? 

Mr.  KERR.  I  answered  it  as  I  gave  it. 

Mr.  DOUGLAS.  Does  the  Senator - 

Mr.  KERR.  And  in  that  regard,  with 
reference  to  the  position  of  the  Treasury 
Department,  I  will  read  to  the  Senator 
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from  the  report  of  the  Committee  on 
Finance,  at  page  10: 

The  Secretary  of  the  Treasury  In  his  ap¬ 
pearance  before  your  committee  stated: 

“The  central  element  in  the  bill  is  the  tax 
credit  for  investment  in  depreciable  ma¬ 
chinery  and  equipment.” 

At  another  point  he  said,  with  respect  to 
the  investment  credit: 

“This  matter  has  top  priority  in  the 
agenda  for  tax  reform.  As  chief  financial 
officer  of  the  Nation,  I  do  not  lightly  regard 
tax  abatements  on  the  scale  proposed  here. 
I  urge  this  legislation  because  it  will  make 
a  real  addition  to  growth  consistent  with  the 
principles  of  a  free  economy;  because  it  will 
provide  substantial  help  in  alleviating  our 
balance-of-payments  problem,  both  by  sub¬ 
stantially  increasing  the  relative  attractive¬ 
ness  of  domestic  as  compared  with  foreign 
investment  and  by  helping  to  improve  the 
competitive  position  of  American  Industry  in 
markets  at  home  and  abroad;  and  because, 
far  from  adding  to  the  forces  responsible  for 
alternative  recessions  and  recoveries,  it  will 
be  of  major  assistance  in  strengthening  our 
present  recovery  and  enabling  us  to  attain 
a  higher  rate  of  growth  and  sustained  full 
employment.  Early  action  will  resolve  un¬ 
certainty  or  hesitancy  and  begin  at  once  a 
strong  and  lasting  incentive  for  moderniza¬ 
tion  of  the  productive  facilities  of  our 
national  economy.” 

Mr.  DOUGLAS.  Now,  may  I  say,  I 
admire - 

Mr.  KERR.  I  will  say  to  the  Senator 
from  Illinois  that  that  is  the  position  of 
the  Senator  from  Oklahoma. 

Mr.  DOUGLAS.  I  understand.  Now 
will  the  Senator  answer  my  question? 

Mr.  KERR.  If  the  Senator  from  Illi¬ 
nois  does  not  like  this  bill,  he  is  at  per¬ 
fect  liberty  to  offer  any  amendment  he 
wishes  to  offer.  If  he  favors  the  original 
administration  proposal,  he  can  offer  it 
as  a  substitute  for  the  provision  recom¬ 
mended.  If  he  is  against  this  provision, 
he  can  fight  it.  But  the  Secretary  of  the 
Treasury  in  that  statement  made  clear 
the  position  of  the  administration,  and 
that  is  the  position  of  the  Senator  from 
Oklahoma. 

Mr.  DOUGLAS.  I  admire  the  voice  of 
the  Senator  from  Oklahoma. 

Mr.  KERR.  I  thank  the  Senator. 

Mr.  DOUGLAS.  And  his  stentorian 
presence.  But  now  would  the  Senator 
from  Oklahoma  answer  my  question? 
Does  the  Senator  realize  that  even 
though  a  firm  should  decrease  its  invest¬ 
ment,  it  would  still  get  the  7 -percent 
credit  on  the  gross  investment  which  it 
would  make? 

Mr.  KERR.  Yes.  I  told  the  Senator 
that  twice.  I  told  the  Senator  that  it 
was  only  with  reference  to  the  invest¬ 
ment  it  made  after  the  effective  date  of 
the  bill,  and  not  only  if  the  firm  makes 
a  lesser  investment,  but  also  if  it  makes 
a  greater  investment. 

Mr.  DOUGLAS.  Then  how  can  it  be 
said  that  this  would  stimulate  invest¬ 
ment,  when  it  would  reward  a  firm  for 
making  a  lesser  investment? 

Mr.  KERR.  Well,  I  will  say  this  to 
the  Senator  from  Illinois:  There  are 
none  so  blind  sis  those  who  refuse  to  see. 
It  just  might  be,  I  say  to  the  distin¬ 
guished  Senator,  that  without  this  pro¬ 
vision,  instead  of  making  a  lesser  invest¬ 
ment,  the  taxpayer  might  not  make  any 
investment.  Had  that  ever  occurred  to 
the  Senator  as  being  possible? 
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Mr.  DOUGLAS.  It  has  never  occurred 
in  the  past  for  American  industry  as  a 
whole. 

Mr.  KERR.  Oh,  now - 

Mr.  DOUGLAS.  American  industry 
has  made  huge  investments. 

Mr.  KERR.  Who  is  the  Senator  to 
say  what  has  never  occurred  in  the  minds 
of  industrial  investors  since  1789? 

Mr.  DOUGLAS.  I  did  not  say  that;  it 
is  always  the  Senator  from  Oklahoma 
who  makes  those  judgments. 

Mr.  KERR.  The  Senator  just  made 
one,  and  I  challenged  it. 

Mr.  DOUGLAS.  Is  the  Senator  aware 
of  the  fact  that  there  have  been  enor¬ 
mous  investments  in  machinery  and 
equipment  by  American  industry  in  the 
past  without  the  7  percent  credit? 

Mr.  KERR.  Yes. 

Mr.  DOUGLAS.  And  that  even  though 
there  were  no  increase  in  the  invest¬ 
ment,  the  firms  would  get  the  7-percent 
credit  in  the  future,  under  the  proposal. 

Mr.  KERR.  For  the  fourth  time,  the 
answer  is  “Yes.” 

Mr.  DOUGLAS.  Yes. 

Mr.  KERR.  Yes. 

Mr.  DOUGLAS.  And  that  in  these 
cases  it  will  amount  to  a  complete  wind¬ 
fall? 

Mr.  KERR.  The  answer  to  that  is 
“No.” 

Mr.  DOUGLAS.  A  windfall  of  hun¬ 
dreds  of  millions  of  dollars  for  invest¬ 
ments  that  would  have  been  made  any¬ 
way,  in  the  absence  of  the  provision. 

Mr.  KERR.  That  is  an  argument,  not 
a  question. 

Mr.  DOUGLAS.  Is  the  Senator  aware 
of  that  fact? 

Mr.  KERR.  I  am  aware. 

Mr.  DOUGLAS.  Good.  Is  the  Sena¬ 
tor  aware  of  that  fact? 

Mr.  KERR.  I  am  aware. 

The  answer  to  the  Senator’s  question 
about  it  being  a  windfall  is  “No.” 

Regardless  of  how  much  information 
I  give  to  my  friend,  I  am  compelled  to 
observe  that  he  is  not  always  aware. 

Mr.  DOUGLAS.  I  am  sure  that  the 
Senator  from  Oklahoma  feels  that,  but 
I  have  the  feeling  that  the  Senator  from 
Illinois  may  be  aware  of  more  things 
than  the  Senator  from  Oklahoma  some¬ 
time  is  willing  to  give  him  credit  for. 

Mr.  KERR.  Then  our  self -adoration 
is  probably  on  a  par. 

Mr.  DOUGLAS.  I  would  not  like  to 
think  that  was  so. 

Mr.  KERR.  I  would  not  like  to  think 
it  was  not. 

Mr.  DOUGLAS.  Will  the  Senator 
from  Oklahoma  come  back  to  the  point? 
Is  the  Senator  aware  of  the  fact  that 
even  though  a  firm  made  no  increase  in 
investment,  even  though  there  were  a 
decrease - 

Mr.  KERR.  One  at  a  time. 

Mr.  DOUGLAS.  Is  the  Senator  aware 
of  the  fact  that  even  though  a  firm  made 
no  increase  in  its  investment  the  firm  or 
the  corporation  would  receive  the  7-per- 
cent  investment  credit? 

Mr.  KERR.  I  have  answered  that  in 
the  affirmative  four  times.  Now  I  am 
glad  the  Senator  has  asked  it  the  fifth 
time,  because  I  am  going  to  qualify  the 
answer. 

Mr.  DOUGLAS.  Oh? 


Mr.  KERR.  Because  the  7  percent  is 
not  always  the  applicable  figure. 

Mr.  DOUGLAS.  That  is  the  rough 
figure. 

Mr.  KERR.  That  is  not  always  the 
accurate  figure  or  the  applicable  figure. 

The  Senator  from  Oklahoma  is  aware 
that  although  a  taxpayer  might  make 
no  greater  investment  after  the  bill  is 
enacted,  and  although  an  investor  might 
make  a  smaller  investment  than  he  had 
previously  made,  before  the  effectiveness 
of  the  law,  he  still  would  get  the  appli¬ 
cable  tax  credit  with  reference  to  the 
investment  he  made.  Now,  that  is  the 
fifth  time  I  have  answered  the  question 
for  the  Senator. 

Mr.  DOUGLAS.  That  is  fine. 

Mr.  KERR.  If  he  were  aware,  it  seems 
that  it  should  break  through  his  con¬ 
sciousness  that  I  had  answered  it. 

Mr.  DOUGLAS.  The  Senator  tried 
not  to  answer  the  question  a  number  of 
times. 

Mr.  KERR.  No.  The  Senator  did  not 
ask  that  question.  He  came  over  here 
with  a  bunch  of  insertions  that  he  made, 
to  which  I  did  not  pay  any  attention 
when  he  made  them,  and  I  have  not  paid 
any  more  attention  to  them  today. 

Mr.  DOUGLAS.  I  want  to  know  how 
the  Senator  can  maintain  that  the  pro¬ 
posal  would  be  a  stimulant  to  investment 
in  cases  in  which  the  firm  actually  in¬ 
vests  less  than  it  did  before,  or  would 
not  invest  the  amount  of  the  deprecia¬ 
tion,  or  cases  in  which  there  is  a  net 
capital  loss. 

Mr.  KERR.  The  Senator  answered 
that  question  awhile  ago  when  he  told 
the  Senator  from  Illinois  that  it  was  en¬ 
tirely  possible  that,  without  the  stimu¬ 
lant,  the  firm  might  not  make  any  in¬ 
vestment. 

Mr..  DOUGLAS.  What  I  have  said  is 
true  of  industry  as  a  whole. 

Mr.  KERR.  That  is  true  of  the  situa¬ 
tion  to  which  the  Senator  from  Okla¬ 
homa  referred. 

Mr.  DOUGLAS.  In  industry  as  a 
whole  about  $27  billion  annually  has 
been  invested  without  the  7 -percent 
credit. 

Mr.  KERR.  The  bill  applies  to  indi¬ 
vidual  taxpayers  on  the  basis  of  the  posi¬ 
tion  of  the  taxpayer  with  reference  to 
the  law. 

Mr.  DOUGLAS.  Does  not  the  Senator 
think  that  in  order  to  reach  a  small 
group  of  margin-of-decision  firms,  vast 
subsidies  would  be  paid  to  firms  which 
would  make  such  investments  anyway? 

Mr.  KERR.  Will  the  Senator  repeat 
his  question? 

Mr.  DOUGLAS.  Does  not  the  Senator 
feel  that  in  order  to  affect  a  few  firms 
on  the  margin  of  decision,  the  7-pei'cent 
investment  credit  would  be  applied 
across  the  board  to  all  firms,  most  of 
which  would  make  investments  anyway. 
Therefore  would  not  the  proposal  con¬ 
stitute  a  bonus  or  windfall? 

Mr.  KERR.  The  Senator  from  Okla¬ 
homa  does  not  any  more  agree  that  that 
is  the  way  in  which  the  bill  would  work 
than  that  the  revised  formula  of  de¬ 
preciation  would  work  that  way.  The 
Senator  from  Oklahoma  thinks  that 
both  would  stimulate  increased  invest¬ 
ment  by  American  investors,  especially 


in  our  industrial  workshop.  He  thinks 
that  is  an  objective  devoutly  to  be  hoped 
for. 

Mr.  DOUGLAS.  Is  the  Senator  from 
Oklahoma  aware  of  the  fact  that  last 
year  the  resources  of  American  cor¬ 
porations  increased  by  approximately 
$43  billion,  which  came  from  deprecia¬ 
tion  funds? 

Mr.  KERR.  From  what? 

Mr.  DOUGLAS.  And  from  profits, 
the  sale  of  stocks,  and  the  sale  of  bonds. 
The  physical  investment  in  industry 
during  that  time  amounted,  however,  to 
only  about  $31  billion;  so  the  cash  assets 
of  corporations  increased  by  approxi¬ 
mately  $12  billion  in  a  year.  The  cor¬ 
porations  did  not  invest  those  cash  bal¬ 
ances  in  industry,  but  put  them  interest 
into  Government  bonds  and  securities. 
If  they  had  those  amounts  of  cash,  why 
did  they  not  invest  them?  Does  the 
Senator  think  the  added  $1,300  million 
yearly  tax  credit  this  bill  provides  would 
be  put  into  investment,  or  would  it  in¬ 
crease  the  cash  resources  of  corporations 
whose  cash  resources  are  already  over¬ 
flowing,  and  which  would  not  invest  in 
industry  because  they  do  not  think  there 
is  sufficient  effective  consumer  demand? 

Mr.  KERR.  If  the  Senator  from  Illi¬ 
nois  would  confine  himself  to  asking 
questions  instead  of  making  speeches, 
we.  could  get  along  better.  But  if  that 
is  the  way  he  wants  to  operate,  it  is  all 
right. 

Mr.  DOUGLAS.  I  have  been  follow¬ 
ing  a  worthy  example. 

Mr.  KERR.  The  Senator  from  Okla¬ 
homa  does  not  know  the  exact  figures 
with  reference  to  the  matters  mentioned 
by  the  Senator  from  Illinois,  but  he  does 
not  dispute  them.  But  as  American  in¬ 
dustries  did  have  $12  billion  in  liquidat¬ 
ing  assets  last  year  which  they  did  not 
invest  in  increasing  their  efficiency  and 
their  productive  capacity,  it  might  well 
be  because  there  was  not  adequate 
stimulant  or  encouragement  for  them 
to  do  so.  If  firms  have  adequate  stimu¬ 
lant  and  encouragement,  the  Senator 
from  Oklahoma  contemplates  the  ex¬ 
penditure  of  portions  of  that  amount,  or 
perhaps  all  of  it,  by  those  companies 
to  improve  their  competitive  position 
and  efficiency  of  operation,  rather  than 
investing  the  money  in  Government 
bonds.  If  the  situation  which  the 
Senator  from  Illinois  describes  exists,,  it 
is  an  argument  in  favor  of  the  proposed 
legislation  rather  than  against  it. 

Mr.  COOPER.  Mr.  President,  will  the 
Senator  yield? 

Mr.  KERR.  I  yield  to  the  Senator 
from  Kentucky. 

Mr.  COOPER.  I  intervene  with  some 
reluctance  in  this  joust  between  giants, 
but  I  believe  the  Senator  from  Illinois 
asked  whether  the  Senator  from  Okla¬ 
homa  was  aware  of  the  fact  that  if  a 
company  actually  reduced  its  investment 
in  plant - 

Mr.  KERR.  No,  he  did  not  say  that. 
He  assumed  that  a  company  might  make 
a  smaller  investment  this  year  than  last 
year.  He  assumed  that  it  might  make 
a  smaller  investment  than  it  had 
planned. 

Mr.  COOPER.  If  that  state  of  facts 
existed,  the  credit  would  be  available. 


16798 


CONGRESSIONAL  RECORD  —  SENATE  August  28 


Also  companies  might  invest  the  same 
amount  that  they  invested  last  year.  Is 
ft  the  conception  of  the  chairman  of  the 
committee  that,  looking  at  the  total  of 
investments  all  over  the  country,  regard¬ 
less  of  the  fact  that  one  company  might 
not  invest  as  much  as  it  did  last  year,  01 
might  even  reduce  its  plans  to  invest 
this  year,  or  might  invest  the  same 
amount,  the  total  investment  of  all  com¬ 
panies  would  be  increased  throughout 
the  country?  Is  that  the  argument  of 
the  Senator  from  Oklahoma? 

Mr.  KERR.  That  is  the  position,  be¬ 
lief,  and  conviction  of  the  Senator  from 
Oklahoma. 

Mr.  COOPER.  All  of  that,  of  course, 
must  be  based  upon  assumption.  I  know 
the  Senator  has  developed  the  point  be¬ 
fore,  but  there  must  be  some  basic  as¬ 
sumptions  which  leave  the  Senator  and 


the  committee - 

Mr.  KERR.  A  majority  of  the  com¬ 
mittee. 

Mr.  COOPER.  Yes. 

Mr.  KERR.  It  was  a  divided  commit¬ 
tee  on  that  provision. 

Mr.  COOPER.  I  understand.  The 
point  that  I  understand  the  Senator  is 
making  is  that  in  the  totality  of  invest¬ 
ment  made  by  all  taxpayers,  whatever 
changes  might  be  made  in  some  cases 
that  would  lower  investment  by  a  specific 
taxpayer  or  even  keep  the  level  the  same 
as  it  was  last  year,  the  investment  would 
be  increased.  The  Senator’s  argument 
is  that  in  considering  the  investments  of 
companies  all  over  the  country,  the  Sen¬ 
ator  .believes  that  the  credit  would  in¬ 
crease  the  total  of  investments. 

Mr.  KERR.  There  is  not  the  slightest 
question  of  doubt  in  the  mind  of  the 
Senator  from  Oklahoma  that  what  he 
has  said  is  correct.  The  tax  credit  would 
be  a  stimulant  to  all  industry.  It  would 
be  a  stimulant  to  marginal  industries.  It 
would  be  a  stimulant  to  industries  that 
have  a  larger  cash  flow  than  they  have 
an  investment  program. 

One  of  the  amazing  facts  of  our  econ¬ 
omy  is  that  the  spread  between  capital 
investment  and  cash  flow  is  increasing 
and  has  been  for  some  months — that  is, 
the  amount  of  cash  flow  available  for 
investors  is  larger  than  the  amount  be¬ 
ing  invested. 

Mr.  DOUGLAS.  It  would  increase  the 


cash  flow  by  diminishing  the  tax. 

‘Mr.  KERR.  The  Senator  from  Okla¬ 
homa  thinks  that  the  best  possible  way 
to  reverse  the  trend  and  bring  about 
a  situation  in  which  industry  would  in¬ 
crease  its  capital  expenditures  in  more 
efficient  facilities  and  more  efficient  ca¬ 


pacities  is  to  provide  the  proposed  stimu¬ 
lant,  because,  as  of  now,  in  the  judgment 
of  the  Senator  from  Oklahoma,  com¬ 
panies  do  not  have  adequate  encourage¬ 
ment  to  cause  them  to  make  the  invest¬ 
ment  in  a  capital  expenditure  program 
that  is  required  to  enable  us  to  achieve 
a  position  as  a  national  industrial  work¬ 
shop  equal  to  or  superior  to  any  other 
in  the  world. 


Mr .  DOUGLAS.  Even  though  they 
ceive  that  7  percent  on  investmi 
v'  would  make  anyway? 

th^tr7  percent  on  Cn  th?Ugh  they  rec 
would  make  anywayVe  mentS  that  1 


Mr.  DOUGLAS.  Which  would  mean 
around  $27  billion. 

Mr.  KERR.  Just  as  they  get  deprecia¬ 
tion  on  investments  that  they  would 
make  anyway. 

Mr.  DOUGLAS.  The  depreciation  is 
on  investments  which  they  made  in  the 
past. 

Mr.  KERR.  And  make  this  year,  and 
that  they  would  make  anyway.  Just 
as  we  would  reduce  the  base  on  income 
that  a  person  would  get  anyway.  Just 
as  we  would  say,  “Let  us  reduce  the 
corporate  rate.”  We  would  reduce  it  on 
income  they  would  have  anyway:  The 
Senator  from  Oklahoma  does  not  think 
it  is  any  crime  for  the  Government  to  im¬ 
prove  the  economic  environment  of  the 
American  taxpayer. 

Mr.  DOUGLAS.  Does  the  Senator - 

Mr.  KERR.  Just  a  moment.  The 
Senator  from  Oklahoma  thinks  that  the 
power  to  tax  is  the  power  to  destroy. 
The  Senator  from  Oklahoma  thinks  the 
responsibility  of  government  in  fashion¬ 
ing  its  tax  structure  is  one  whereby  it 
should  do  so  on  a  basis  that  will  be  the 
most  conducive  to  expansion  and  in¬ 
crease  in  efficiency  and  increase  in  pro¬ 
ductivity.  Therefore,  the  Senator  from 
Oklahoma  favors  what  he  believes  to  be 
a  constructive  measure. 

Mr.  DOUGLAS.  Does  the  Senator 
from  Oklahoma  have  a  high  opinion  of 
the  business  judgment  of  the  leaders  of 
the  American  Telephone  &  Telegraph 
Co.? 

Mr.  KERR.  I  would  rather  not  in¬ 
dulge  in  personalities,  except  as  between 
me  and  the  Senator  from  Illinois. 

Mr.  DOUGLAS.  Does  the  Senator 
from  Oklahoma  have  the  same  high 
opinion  of  the  ability  of  the  managers  of 
A.T.  &  T.  that  the  Senator  from  Illi¬ 
nois  has? 

Mr.  KERR.  The  Senator  from  Okla¬ 
homa  declines  to  indulge  in  personalities 
with  respect  to  any  industrial  unit. 

Mr.  DOUGLAS.  Is  the  Senator  from 
Oklahoma  aware  of  the  fact  that  the 
representatives  of  A.T.  &  T.  came  before 
the  committee  and  said  that  although 
they  would  get  at  least  $75  million  of 
the  investment  credit,  they  thought  it 
was  immoral  and  they  thought  it  was 
wrong  and  that  it  would  not  increase  in¬ 
vestments  in  the  slightest,  and  that  they 
urged  the  Senate  to  turn  down  this  meas¬ 
ure?  Is  the  Senator  aware  of  that  fact? 

Mr.  KERR.  No;  he  is  not  aware  of 
that  fact. 

Mr.  DOUGLAS.  The  Senator  reads 
the  Record,  I  am  sure. 

Mr.  KERR.  The  Senator  from  Okla¬ 
homa  denies  it.  The  Senator  from  Okla¬ 
homa  stood  on  this  floor  for  6  weeks, 
during  which  time  he  heard  the  Sen¬ 
ator  from  Illinois  describe  A.T.  &  T.  as 
a  giant  monoply  seeking  to  crush  all 
competition.  \ 

Mr.  DOUGLAS.  No,  no.  ,  I  must  rise 
to  a  point  of  personal  privilege. 

Mr.  KERR.  The  Senator  from  Okla¬ 
homa  is  astounded  to  find  that  A.T.  &  T. 
officials  have  a  new  champion,  uphold¬ 
ing  them  for  their  high  morality  and 
their  great  judgment. 

Mr.  DOUGLAS.  I  rise  to  a  point  of 
personal  privilege. 


Mr.  KERR.  It  seems  to  me  that  he 
would  rather  fashion  facts  to  meet  his 
argument  instead  of  fitting  his  argument 
to  the  facts. 

Mr.  DOUGLAS.  Since  the  Senator  has 
quoted  the  Senator  from  Illinois,  I  would 
suggest  that  if  he  will  examine  the  Rec¬ 
ord  he  will  find  that  the  only  part  I  took 
in  the  debate  on  satellite  communica¬ 
tions  was  to  ask  certain  questions  of  the 
Senators  from  Tennessee  and,  I  believe, 
the  Senator  from  Louisiana  [Mr.  Long], 
for  a  very  brief  period.  I  was  on  the 
fence  until  I  became  convinced  by  the 
arguments  of  the  two  Senators  from  Ten¬ 
nessee  and  the  Senator  from  Oregon  [Mr. 
Morse]  and  the  Senator  from  Louisiana 
[Mr.  Long].  However,  I  do  want  to 
say - 

Mr.  KERR.  Just  a  moment.  I  have 
the  floor.  I  want  to  say  that  when  the 
Senator  got  off  the  fence  he  surely  did 
so  as  vigorously  as  anybody  I  ever  saw 
get  off  a  fence.  I  remember  hearing  him 
say  he  joined  these  greater  fighters  in 
their  battle  for  righteousness. 

Mr.  DOUGLAS.  At  the  end;  that  is 
right;  that  is  correct. 

Mr.  KERR.  I  have  never  seen  a  man 
do  so  with  greater  zeal  and  more  vigor 
and,  I  must  say,  with  what  appeared  to 
be  more  enthusiasm  and  agreement  than 
I  have  ever  seen  any  man  display. 

Mr.  DOUGLAS.  In  all  this  I  made 
no  reflection  upon  the  officials  of  the 
A.T.  &  T.  I  make  no  reflection  on  the 
motives  of  the  Senator  from  Oklahoma, 
with  whom  I  have  clashed  for  12  long 
years. 

Mr.  KERR.  For  14  years. 

Mr.  DOUGLAS.  I  believe  it  began  in 
1950,  when  he  tried  to  jam  the  gas  bill 
through. 

Mr.  KERR.  And  did. 

Mr.  DOUGIAS.  And  did;  and  we 
were  saved  by  the  veto  of  a  President. 
Then  the  Senator  tried  to  get  at  the 
Federal  Power  Commission. 

Mr.  KERR.  I  was  not  saved  by  the 
veto.  The  Senator  from  Illinois  was. 

Mr.  DOUGLAS.  I  was  saved  by  the 
veto;  exactly  so.  Thank  God  we  had 
a  President  in  Harry  Truman  who  vetoed 
that  bill.  Now  if  we  may  depart  from 
history  and  come  to  the  present - 

Mr.  KERR.  Let  us  never  depart  from 
history,  because  even  the  present  is  his¬ 
tory  in  the  making. 

Mr.  DOUGLAS.  Very  good.  Is  not 
the  Senator  aware  of  the  fact  that  of¬ 
ficials  of  the  A.T.  &  T.  testified  against 
the  investment  credit  and  said  it  was 
a  windfall,  and  that  even  though  it 
would  give  them  $75  to  $100  million,  they 
were  opposed  and  did  not  favor  it?  I 
appeal  to  the  chairman  to  say  if  they 
did  not  so  testify. 

Mr.  KERR.  The  Senator  need  not  ap¬ 
peal  to  the  chairman.  If  the  Senator 
were  to  ask  me  the  question  whether  I 
am  aware  of  the  fact  that  a,  one,  a  sin¬ 
gle,  representative  of  A.T.  &  T.  appeared 
before  the  committee  and  opposed  this 
feature  of  the  bill,  the  answer  is  “yes.” 

Mr.  DOUGLAS.  I  am  glad  the  Sen¬ 
ator  admits  it.  He  has  retreated. 

Mr.  KERR.  Not  at  all.  I  answered 
no  to  the  Senator’s  question  before  be¬ 
cause  he  put  statements  into  the  mouths 
of  officials  of  A.T.  &  T.  and  asked  me  if 
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I  did  not  know  that  they  had  said  so 
and  so.  I  said  I  did  not  know  it. 

Mr.  DOUGLAS.  Did  they  not 

state - 

Mr.  KERR.  No. 

Mr.  DOUGLAS.  The  Senator  does 
not  know  what  I  am  asking. 

Mr.  KERR.  He  did.  They  did  not. 
Mr.  DOUGLAS.  I  mean  the  man  who 
appeared  before  the  committee.  Did  he 
not  represent  A.T.  &  T.? 

Mr.  KERR.  Yes;  but  the  Senator  said 
“they.”  “He”  is  singular  not  plural. 

Mr.  DOUGLAS.  In  other  words,  you 
imply  he  was  not  the  representative 
of  A.T.  &  T.,  although  they  sent  him 
here.  In  other  words,  the  medieval  phil¬ 
osophers  who  calculated  how  many 
angels  could  dance  on  the  point  of  a  pin, 
have  a  successor  in  the  Senator  from 
Oklahoma. 

Mr.  KERR.  When  the  Senator  from 
Illinois  knows  not  what  else  to  say  he  re¬ 
fers  to  some  memory  he  has  of  the  clas¬ 
sics  or  poetry,  in  which  he  takes  refuge. 

I  hope  he  may  be  happy. 

Mr.  DOUGLAS.  I  asked  a  specific 
question.  I  shall  document  it  this  after¬ 
noon.  Did  not  a  representative  of  A.T. 
&  T.  testify  against  the  bill? 

Mr.  KERR.  Stop  right  there. 

Mr.  DOUGLAS.  No;  I  will  not  stop. 
Did  he  not - 

Mr.  KERR.  I  will  yield  no  further. 
If  the  Senator  asks  whether  a  repre¬ 
sentative  appeared  in  opposition  to  this 
provision,  the  answer  is  “Yes.” 

Mr.  DOUGLAS.  May  I  ask  the  next 
question? 

Mr.  KERR.  This  is  the  first  time  the 
Senator  from  Illinois  has  asked  the  Sen¬ 
ator  from  Oklahoma  if  a  representative 
appeared. 

Mr.  DOUGLAS.  Was  he  not  the  rep¬ 
resentative  of  A.T.  &  T.? 

Mr.  KERR.  He  was  the  one,  so  far 
as  I  know,  who  came  before  the  commit¬ 
tee,  but  he  was  still  singular. 

Mr.  DOUGLAS.  Did  he  not  say  that 
A.T.  &  T.  did  not  want  the  $75  million? 

Mr.  KERR.  I  told  the  Senator  he  ap¬ 
peared  in  opposition  to  the  bill.  I  do  not 
know  what  he  said.  It  is  in  tha  record. 
If  the  Senator  wants  to  spend  the  after¬ 
noon  reading  it,  he  may  do  so. 

Mr.  DOUGLAS.  We  will  find  it. 

Mr.  KERR.  The  Senator  from  Okla¬ 
homa  does  not  let  an  A.T.  &  T.  repre¬ 
sentative  make  up  his  mind.  He  tries 
to  make  up  his  own  mind. 

Mr.  DOUGLAS.  The  Senator  would 
give  them  $75  million  even  though  they 
do  not  want  it. 

Mr.  KERR.  I  want  the  Senator  from 
Illinois  to  make  up  his  mind  too. 

Mr.  DOUGLAS.  I  try  to. 

Mr.  KERR.  The  Senator  from  Illi¬ 
nois  says  he  said  it  and,  therefore,  I 
should  accept  it.  I  am  not  persuaded 
to  do  something  because  someone  has 
said  it.  I  make  up  my  own  mind. 

Mr.  DOUGLAS.  There  is  a  good  deal 
of  contrasuggestion  there. 

Mr.  KERR.  Contra  what? 

Mr.  DOUGLAS.  Suggestion. 

Mr.  KERR.  I  misunderstood  the  last 
part  of  the  Senator’s  statement. 

Mr.  DOUGLAS.  The  Senator  from 
Oklahoma  is  not  as  unfamiliar  with  the 


English  language  as  he  pretends  to  be. 

Mr.  KERR.  I  did  not  say  I  was  un¬ 
familiar  with  it.  I  merely  did  not  hear 
what  the  Senator  said.  I  was  sure  it 
could  not  be  what  I  thought  the  Senator 
said.  I  got  the  “contra”  part,  and  the 
rest  was  not  clear. 

Mr.  DOUGLAS.  We  will  meet  again 
at  Philippi. 

Mr.  KERR.  I  hope  we  will  meet  in 
Washington  before  that. 

Mr.  LAUSCHE.  Mr.  President,  will 
the  Senator  yield? 

Mr.  KERR.  I  yield. 

Mr.  LAUSCHE.  In  the  minority 
views,  filed  by  the  Senator  from  Virginia 
[Mr.  Byrd]  and  other  Senators,  it  is 
stated  that  the  U.S.  Chamber  of  Com¬ 
merce,  the  National  Manufacturers  As¬ 
sociation,  the  AFL-CIO,  the  American 
Farm  Bureau  Federation,  and  the  Farm¬ 
ers  Union  are  opposed  to  the  bill 
through  testimony  or  letters.  I  should 
like  to  know  if  that  is  the  fact. 

Mr.  KERR.  I  must  say  to  my  good 
friend  from  Ohio  that  my  regard  for  the 
veracity  and  accuracy  of  the  chairman 
of  this  committee  is  such  that  I  would 
endorse  the  factual  attributes  of  any 
statement  that  he  made. 

The  Senator  from  Ohio  need  never 
ask  me  if  a  statement  made  by  that  great 
man  is  accurate. 

Mr.  LAUSCHE.  It  delights  me  to  hear 
the  Senator  from  Oklahoma  make  that 
statement,  because  I  hold  him  in  that 
same  high  esteem.  I  do  not  mean  to 
imply  that  their  positions  ought  to  be 
determinative. 

Mr.  KERR.  I  never  knew  the  Senator 
from  Ohio  to  let  anyone  else  prescribe 
his  position;  and  certainly  the  Senator 
from  Oklahoma  does  not. 

Mr.  LAUSCHE.  Neither  do  I  intend 
to.  However,  it  is  a  consideration  that 
must  be  given  in  trying  to  evaluate  the 
relative  arguments  made  on  the  subject. 

Mr.  KERR.  The  Senator  from  Ohio 
may  be  influenced  by  such  considerations 
as  he  desires  and  believes  are  justified. 
That  is  a  right  which  every  Senator  has, 
a  right  which  I  would  not  take  away 
from  him  if  I  could,  and  could  not  if  I 
would. 

Mr.  LAUSCHE.  I  may  say  that  while 
the  discussions  have  grown  a  bit  sharp 
and  hot,  they  have  been  very  informative 
to  those  who  have  been  listening,  and  at 
times  very  entertaining. 

Mr.  KERR.  Oh,  they  have  been  in¬ 
formative  even  to  those  who  have  partic¬ 
ipated. 

Mr.  LAUSCHE.  I  thank  the  Senator. 

Mr.  KERR.  Mr.  President,  I  yield  the 
floor. 

Mr.  GORE.  Mr.  President,  will  the 
Senator  from  Oklahoma  yield? 

Mr.  KERR.  Oh,  with  pleasure;  for  a 
question. 

Mr.  GORE.  In  connection  with  the 
liquidity  position  of  the  U.S.  corpora¬ 
tions — 

Mr.  KERR.  Would  the  Senator  from 
Tennessee  use  language  I  can  under¬ 
stand? 

Would  a  page  bring  me  a  dictionary? 
I  should  like  to  answer  the  Senator’s 
question,  but  I  should  like  to  have  him 


use  the  English  language  with  which  I 
am  familiar. 

Mr.  GORE.  Very  well.  In  reference 
to  the  cash  position - 

Mr.  KERR.  Oh,  I  know  what  that  is. 

Mr.  GORE.  I  daresay  better  than  any 
other  Member  of  the  Senate. 

Mr.  KERR.  No,  but  well  enough. 

Mr.  GORE.  Is  the  Senator  from 
Oklahoma  aware  that  U.S.  corporations 
in  the  year  1961  increased  or  bettered 
their  cash  position  by  approximately 
$12  billion? 

Mr.  KERR.  The  Senator  from  Okla¬ 
homa  will  not  need  the  dictionary  now. 
The  Senator  from  Tennessee  has  stated 
his  question  in  language  I  can  under¬ 
stand. 

The  Senator  from  Oklahoma,  in  an¬ 
swer  to  a  question  by  the  Senator  from 
Illinois  [Mr.  Douglas],  said  that  he  had 
not  been  aware  that  that  was  the  fact, 
but  that  if  the  Senator  from  Illinois 
stated  it  as  a  fact,  the  Senator  from 
Oklahoma  would  accept  it  as  a  fact;  and 
the  Senator  from  Oklahoma  certainly 
has  equal  respect  for  the  Senator  from 
Tennessee.  So  the  Senator  from  Ten¬ 
nessee  may  proceed  with  his  questions 
on  the  assumption  that  the  Senator  from 
Oklahoma  has  taken  his  word  and  the 
word  of  the  Senator  from  Illinois  to  the 
effect  that  that  is  the  fact. 

Mr.  GORE.  Would  the  Senator  from 
Oklahoma  permit  me  to  give  him  those 
particular  facts? 

Mr.  KERR.  I  thought  the  Senator 
had  already  given  them  to  me.  He  gave 
the  figure  $12  billion  in  his  question. 

Mr.  GORE.  I  wish  to  elucidate. 

Mr.  KERR.  If  the  Senator  wishes  to 
elucidate,  why  does  he  not  wait  until  I 
take  my  seat?  If  he  wishes  to  ask  me  a 
question,  why  does  he  not  ask  me  a 
question? 

Mr.  GORE.  I  should  like  very  much 
to  give  the  Senator  the  benefit - 

Mr.  KERR.  Do  not  go  beyond  that. 
Did  they  have  less  or  more  than  that? 

Mr.  GORE.  In  1961,  corporations  ac¬ 
quired  $43,100  million  of  corporate 
funds,  but  invested  only  $31,300  million 
in  plant,  equipment,  and  increased  in¬ 
ventory. 

Mr.  KERR.  The  Senator  has  weak¬ 
ened  his  position,  because  that  does  not 
leave  a  net  of  $12  billion. 

Mr.  GORE.  I  deducted  $31  billion 
from  $43  billion. 

Mr.  KERR.  But  the  Senator  gave  the 
figures  as  $43.1  billion  and  $31.3  billion, 

Mr.  GORE.  The  Senator  from  Okla¬ 
homa  is  correct;  the  difference  is  $11  8 
billion. 

Mr.  KERR.  If  we  are  to  insist  on  ac¬ 
curacy,  let  us  indulge  it. 

Mr.  GORE.  I  was  not  attempting  to 
split  hairs;  I  was  trying  to  round  off  a 

figure.  ,  ,  , 

Mr.  KERR.  Two  hundred  million  dol¬ 
lars  would  be  quite  a  sizable  hair. 

Mr.  GORE.  I  was  trying  to  round  the 
figure  in  general  terms. 

American  corporations  were  $12  billion 
better  off  in  their  cash  and  liquid  assets 
position  at  the  end  of  1961  than  at  the 
beginning  of  1961. 

I  should  like  to  read  to  the  Senator 
from  Oklahoma  what  Mr.  McElroy,  a 
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leading  businessman  and  former  Secre¬ 
tary  of  Defense,  said. 

1  Mr  KERR.  The  Senator  from  Okla¬ 
homa  is  not  interested  in  what  Mr.  Mc- 
Elroy  said.  If  the  Senator  from  Ten¬ 
nessee  has  a  question,  I  will  yield  to  him 
to  ask  it.  If  he  wishes  to  ask  it,  I  will 
answer  it.  If  he  does  not,  I  will  take 
my  seat. 

Mr.  GORE.  Would  the  Senator  from 
Oklahoma  be  willing  to  express  his 
agreement  or  disagreement  with  a - 

Mr.  KERR.  No;  I  told  the  Senator 
from  Illinois  [Mr.  Douglas!  I  did  not 
wish  to  indulge  in  personalities.  The 
Senator  from  Tennessee  can  have  a  posi¬ 
tion  without  putting  it  in  someone  else’s 
words. 

Mr.  GORE.  Is  the  Senator  from 
Oklahoma  aware  that  this  leading  busi¬ 
nessman  stated  to  the  Committee  on 
Ways  and  Means - 

Mr.  KERR.  The  Senator  from  Okla¬ 
homa  is  not  interested  in  what  a  lead¬ 
ing  businessman  said  to  the  Committee 
on  Ways  and  Means.  If  the  Senator 
from  Tennessee  has  a  question,  I  will 
yield  for  it;  if  he  does  not,  I  will  yield 
the  floor. 

Mr.  GORE.  I  have  a  question. 

Mr.  KERR.  Let  us  have  it. 

Mr.  GORE.  How  does  the  Senator 
maintain  that  U.S.  corporations,  which 
have  steadily  increased  and  bettered 
their  cash  position,  in  a  way  yet  unde¬ 
fined  will  be  encouraged  to  spend  vast 
amounts  of  money  in  improved  plant 
and  facility  because  they  are  given  a 
little  tax  subsidy  that  would  but  further 
increase  their  cash  position? 

Mr.  KERR.  I  am  glad  the  Senator 
asked  a  question  and  brought  in  the  last 
phrase,  “a  little.”  The  way  this  discus¬ 
sion  has  been  taking  place  for  some 
time,  the  Senator  from  Oklahoma 
thought  the  Senator  from  Tennessee 
thought  it  was  an  awfully  big  one., 

I  believe  the  Senator  from  Tennessee 
was  in  the  Chamber  when  the  Senator 
from  Illinois  asked  the  identical  ques¬ 
tion.  I  shall  give  the  Senator  from  Ten¬ 
nessee  the  identical  answer. 

Mr.  GORE.  I  was  not  in  the  Cham¬ 
ber  when  the  question  was  asked. 

Mr.  KERR.  Then  I  shall  give  the 
identical  answer  anyway. 

Mr.  GORE.  Good. 

Mr.  KERR.  The  Senator  from  Okla¬ 
homa,  in  answer  to  that  question  from 
the  Senator  from  Illinois,  said  this;  If 
it  is  a  fact  that  American  business  cor¬ 
porations  increased  their  liquid  assets 
in  1961  by  approximately  $12  billion  and 
kept  them  liquid,  rather  than  investing 
them  in  improved  or  more  efficient 
machinery  and  facilities,  in  the  judg¬ 
ment  of  the  Senator  from  Oklahoma  it 
was  because  they  did  not  think  they 
could  do  so  and  make  a  greater  profit 
than  they  could  get  by  using  that  cash 
to  invest  in  Government  bonds  or  some 
other  low-yield  securities. 


The  Senator  from  Oklahoma  thinks  i 
is  the  business  of  Government,  if  possibli 
to  improve  the  environment  in  whic' 
these  industries  operate,  so  that  they  wi’ 
to  invest  their  money  i: 
efficient  and  facilities,  in  mor 
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new  depreciation  formula,  and  second  by 
the  tax  credit. 

What  the  Senator  from  Tennessee  has 
stated  as  the  basis  for  his  question  would 
indicate  that  the  expansion  of  American 
industry  had  slowed  down;  that  its  cash 
flow  exceeded  its  investments  and  the 
expenditures  to  improve  productivity, 
efficiency,  and  competitive  position.  The 
Senator  from  Oklahoma  thinks  they 
should  be  encouraged  to  spend  their 
money  to  improve  their  productivity, 
their  efficiency,  and  their  competitive 
position,  rather  than  to  hoard  it  or  to 
invest  it  in  Government  bonds. 

The  Senator  from  Tennessee  will  re¬ 
member  the  parable  of  the  talents,  in 
which  the  master  had  three  servants,  to 
one  of  whom  he  gave  five  talents,  to 
another  of  whom  he  gave  two  talents, 
and  to  the  third,  one  talent,  and  then  he 
departed  on  a  journey. 

When  he  returned,  he  got  a  report. 
The  first  servant  said,  “You  gave  me  five 
talents.  I  used  them.  Here  are  the  five 
talents  you  gave  me  and  five  in  addition.” 
That  servant  was  appropriately 
rewarded. 

The  second  servant  said,  “You  gave 
me  two  talents.  Here  are  the  two,  and 
another  two  besides,  which  I  have  ac¬ 
quired  by  using  the  two  you  gave  me.” 
And  that  servant  was  appropriately  com¬ 
mended  and  rewarded. 

Then  the  servant  to  whom  the  master 
had  given  one  talent  came  in  and  said, 
“I  knew  you  were  a  hard  taskmaster; 
that  you  gathered  where  you  had  not 
sown.  I  was  afraid.  So  I  took  the  tal¬ 
ent  and  buried  it;  I  hoarded  it.”  That 
servant  was  discharged  as  an  unfaithful 
servant. 

I  think  this  Government  in  handling 
the  development  of  the  tax  environment 
of  our  industry  should  arrange  it  so  that 
industry  does  not  want  to  hoard  its  liquid 
assets,  except  what  is  necessary  to  main¬ 
tain  a  safe  reserve.  I  think  the  Govern¬ 
ment  should  provide  a  tax  structure 
which  will  encourage  industry  to  do  that 
which  the  servant  who  had  the  five  tal¬ 
ents  and  the  servant  who  had  the  two 
talents  did— namely,  go  out  and  use  them 
to  increase  what  they  had,  for  the  benefit 
of  themselves  and  for  the  benefit  of  their 
masters. 

I  do  not  believe  we  should  maintain 
an  environment  which  will  make  busi¬ 
ness  want  to  hoard  its  assets  and  bring 
about  the  situation  which  the  Senator 
from  Tennessee  and  the  Senator  from 
Illinois  have  described. 

Mr.  GORE.  But  the  amendment  the 
Senator  from  Oklahoma  supports  would 
increase  the  amount  hoarded. 

Mr.  KERR.  No;  the  Senator  from 
Tennessee  is  very  much  mistaken.  He 
knows  so  little  about  the  response  of 
industry  to  a  stimulant.  When  we  in¬ 
crease  the  profitability  of  investment, 
make  it  possible  for  businesses  to  ac¬ 
quire  more  productive  facilities  at  less 
cost,  we  stimulate  them  to  improve  their 
equipment,  to  increase  their  efficiency, 
and  to  expand  their  productivity. 

Mr.  GORE.  I  agree - 

Mr.  KERR.  Well,  that  is  where  I 
stand  on  this  amendment  and  on  this 
bill. 
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Mr.  GORE.  The  great  stimulus  for  in¬ 
vestment  lies  in  the  hope  of  a  profit  from 
that  investment,  not  in  the  hope  of  a 
tax  subsidy,  not  in  the  hope  of  a  gim¬ 
mick,  such  as  this,  to  increase  the  board 
of  the  particular  segments  of  industry 
that  are  in  a  position  to  take  advantage 
of  it. 

If  we  increase  the  demand  in  this 
country  for  consumer  goods,  if  we  stim¬ 
ulate  the  economy  to  provide  full  em¬ 
ployment,  thereby  developing  a  climate 
in  which  industries  can  make  invest¬ 
ments  with  the  hope  and  the  confidence 
and  the  expectation  of  earning  profits, 
rather  a  tax  subsidy,  then  the  economy 
will  be  stimulated  a  thousand  times  more 
than  it  would  be  by  a  device  such  as  this 
one.  I  am  glad  the  Senator  from  Okla¬ 
homa  has  put  his  finger  on  a  funda¬ 
mental  economic  fact. 

Mr.  KERR.  Well,  if  I  did,  I  was  not 
aware  of  it;  and  I  do  not  think  the  Sen¬ 
ator  from  Tennessee  would  be  any  more 
aware  of  it. 

I  interpret  the  result  of  this  amend¬ 
ment  differently  from  the  way  my  good 
friend,  the  Senator  from  Tennessee,  does. 
I  think  if  we  reduce  the  cost  of  produc¬ 
tive  machinery,  we  encourage  the  tax¬ 
payers  to  build  it.  I  think  if  we  make  the 
tax  environment  more  profitable  for  a 
taxpayer,  he  may  respond  by  making  a 
greater  effort.  As  I  said  yesterday,  I  do 
not  regard  this  amendment  as  a  subsidy. 
I  do  not  regard  a  induction  in  tax  as  a 
subsidy.  I  do  not  regard - 

Mr.  GORE.  The  Senator  from  Okla¬ 
homa  called  this  just  what  it  is. 

Mr.  KERR.  I  did  not  interrupt  the 
Senator  from  Tennessee  when  he  asked 
questions  or  made  a  speech. 

Mr.  GORE.  Very  well;  go  ahead. 

Mr.  KERR.  I  do  not  regard  any  tax 
reduction  as  a  subsidy.  First  of  all,  I 
think  the  Government  should  reduce  its 
taxes  whenever  it  can  operate  at  less  ex¬ 
pense  and  thereby  make  it  possible  to  re¬ 
duce  taxes.  I  think  the  Government 
should  reduce  its  taxes  whenever  it  is 
justified  in  believing  that  by  so  doing  it 
will  bring  about  a  more  dynamic  econ¬ 
omy.  If  I  did  not,  I  would  not  have 
helped  to  bring  about  the  elimination  of 
the  excess-profits  tax.  We  had  that  tax 
during  World  War  II  and  during  the 
Korean  war;  but  as  soon  as  we  reached 
the  point  where  we  could  remove  that 
awful  burden  from  the  back  of  our  in¬ 
dustry,  we  did  so. 

I  believe  that  with  the  enactment  of 
this  tax  investment  credit,  encourage¬ 
ment  will  be  given  to  American  industry 
to  expand,  to  be  able  to  compete  more 
effectively  for  the  markets  at  home  and 
abroad.  And  I  say  to  the  Senator  from 
Tennessee  that  if  it  does,  more  jobs  will 
be  provided. 

I  do  not  want  the  Government  to  have 
to  provide  jobs.  I  want  full  employment 
just  as  much  as  the  Senator  from  Ten¬ 
nessee  or  any  other  Senator  does.  But 
I  want  it  in  a  free  economy.  I  want  it 
on  the  basis  of  employment  by  free,  pri¬ 
vate  competitive  enterprise.  I  want  it 
on  the  basis  of  having  our  Government 
make  it  possible  to  encourage  the  expan¬ 
sion  of  industry.  Thereby,  more  jobs 
will  be  created.  Thereby,  our  industry 
will  be  able  to  compete  more  effectively 
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for  the  domestic  market.  Thereby,  more 
jobs  will  be  provided.  Thereby,  our  in¬ 
dustry  will  find  it  possible  to  compete 
more  effectively  in  the  markets  of  the 
world.  Thereby,  more  jobs  can  be  cre¬ 
ated  and  employment  can  be  increased; 
and  perhaps  we  shall  then  reach — on 
the  basis  of  a  free,  competitive  enter¬ 
prise  economy — the  happy  objective  of 
full  employment. 

Mr.  GORE.  Mr.  President,  will  the 
Senator  from  Oklahoma  yield? 

Mr.  KERR.  I  yield  for  a  question. 

Mr.  GORE.  Will  the  Senator  from 
Oklahoma  yield  for  a  comment? 

Mr.  KERR.  No.  If  the  Senator  from 
Tennessee  wishes  to  make  a  comment,  I 
shall  sit  dowh. 

Mr.  MORSE.  Mr.  President,  I  am  go¬ 
ing  to  raise  a  point  of  order.  I  do  not 
like  to  raise  a  point  of  order  against  two 
such  dear  friends  as  the  Senators  who 
now  are  occupying  the  floor;  but  I  wish 
to  raise  the  point  of  order  that  there 
must  be  no  failure  to  follow  the  rule  that 
a  Senator  who  has  the  floor  can  yield 
only  for  a  question. 

The  PRESIDING  OFFICER  (Mr.  Bur¬ 
dick  in  the  chair) .  Such  a  point  of  order 
will  be  sustained.  A  Senator  who  has 
the  floor  can  yield  only  for  a  auestion. 

Mr.  GORE,  Mr.  President,  will  the 
Senator  from  Oklahoma  yield  for  a 
question? 

Mr.  KERR.  I  yield  for  a  question. 

Mr.  GORE.  In  making  the  reference, 
as  the  distinguished  Senator  from  Ok¬ 
lahoma  did,  to  the  need  for  increasing 
production  facilities,  did  the  Senator 
from  Oklahoma  have  clearly  in  mind 
that  the  problem  with  which  we  are 
plagued  now  is  the  existence  of  idle  pro¬ 
duction  facilities?  Did  he  have  clearly 
in  mind  that  what  the  country  needs  is 
sufficient  stimulation  of  the  economy  to 
put  to  use  the  production  facilities  we 
already  have,  and  thereby  increase  the 
possibility  of  improvement  and  expan¬ 
sion  of  those  production  facilities? 

Mr.  KERR.  I  think  we  shall  put  our 
present  production  facilities  into  full 
use  or  into  fuller  use  and  more  efficient 
productive  facilities  into  fuller  use  if  in¬ 
dustry  in  this  country  has  production 
facilities  which  will  enable  it  to  com¬ 
pete  more  effectively  for  the  domestic 
market  and  for  the  world  market. 

I  know  there  is  idle  industrial  capacity. 
I  also  know  that  there  are  billions  of 
dollars  of  imports  of  commodities  pro¬ 
duced  by  industrial  facilities  in  other 
countries,  owned  by  nationals  of  those 
countries  and  owned  to  some  extent  by 
Americans  who  have  gone  to  those  coun¬ 
tries  to  build  productive  facilities.  I 
know  that  that  migration  of  industry  has 
brought  about  the  situation  whereby  we 
have  idle  machines  in  this  country.  And 
I  want  to  stop  that  migration  of  Ameri¬ 
can  industries  to  other  shores  and  other 
countries.  I  want  to  bring  about  a  con¬ 
dition  whereby  the  idle  machines  we 
have,  augmented  by  more  efficient  ones 
than  can  be  built,  will  enable  American 
industries  to  compete  more  effectively 
for  our  domestic  market  and  for  the 
world  market.  And  I  think  this  amend¬ 
ment  is  the  way  to  do  it. 

I  recognize  the  right  of  the  Senator 
from  Tennessee  to  disagree.  I  am  not 


offended  by  that  disagreement.  I  do 
not  think  it  is  a  reflection  on  the  Sena¬ 
tor  from  Tennessee  that  I  do  not  agree 
with  him,  nor  do  I  think  it  a  reflection  on 
me  that  the  Senator  from  Tennessee 
does  not  agree  with  me.  There  is  that 
difference  of  opinion  between  us.  It  is 
a  clear-cut  and  simple  one,  but  a  dis¬ 
tinct  one;  and  that  is  all  there  is  to  this. 

Mr.  GORE.  Mr.  President,  will  the 
Senator  from  Oklahoma  yield  for  a  ques¬ 
tion? 

Mr.  KERR.  Yes. 

Mr.  GORE.  A  moment  ago,  when  the 
Senator  from  Oklahoma  referred  to  tax 
reduction,  was  he  aware  that  in  the  opin¬ 
ion  of  the  junior  Senator  from  Tennessee 
he  was  accurately  characterizing  the  so- 
called  investment  credit?  I  think  it  is 
nothing  more  than  a  thinly  veiled  tax 
reduction  for  the  segments  of  industry 
which  can  take  advantage  of  the  so- 
called  investment  credit. 

Mr.  KERR.  I  was  not  aware  that  the 
Senator  from  Tennessee  believed  it  was  a 
tax  reduction,  because  I  have  heard  the 
Senator  from  Tennessee  refer  to  it  as  a 
“subsidy”;  and  I  have  heard  the  Senator 
from  Tennessee  refer  to  it  today  as  a 
“subsidy.” 

I  am  glad  to  know  that  the  Senator 
from  Tennessee  acknowledges  that  it  is 
a  tax  reduction,  That  is  what  the  Sen¬ 
ator  from  Oklahoma  believes  it  to  be, 
but  the  Senator  from  Oklahoma  knows 
that  under  the  provisions  of  the  bill  it 
is  available  only  to  those  taxpayers  who 
comply  with  this  provision  and  spend 
certain  sums  of  money  on  their  plant 
facilities  and  depreciable  property,  and 
the  Senator  from  Oklahoma  thinks  if 
they  are  going  to  spend  it,  they  are  going 
to  spend  it  on  more  modern  and  efficient 
plant  facilities  and  equipment. 

Mr.  GORE.  Does  the  Senator  know 
that  as  the  result  of  a  survey  conducted 
by  McGraw-Hill  on  a  large  number  of 
industrial  establishments  the  report  was 
made  that  if  the  investment  credit  pro¬ 
vision  were  enacted,  an  increase  of  only 
1  percent  in  planned  investment  in  plant 
facilities  would  be  made  as  a  result? 

Mr.  KERR.  The  Senator  from  Ten¬ 
nessee  has  addressed  to  the  Senator  from 
Oklahoma  nearly  the  same  question  that 
the  Senator  from  Wisconsin  asked,  but 
the  Senator  from  Wisconsin  said  the 
McGraw-Hill  survey  stated  it  found  that 
the  investment  credit  would  bring  an 
increase  of  only  1  percent  in  1962.  It 
may  be  that  the  Senator  from  Tennessee 
refers  to  a  different  McGraw-Hill  sur¬ 
vey.  I  do  not  know.  It  may  be  that  if 
the  Senator  from  Tennessee  is  referring 
to  the  same  one  referred  to  by  the  Sen¬ 
ator  from  Wisconsin,  it  was  with  refer¬ 
ence  to  the  year  1962. 

Mr.  GORE.  I  believe  the  Senator 
from  Oklahoma  in  quoting  the  junior 
Senator  from  Wisconsin  has  quoted  him 
more  accurately  than  the  Senator  from 
Tennessee  stated.  If  I  said  1963 - 

Mr.  KERR.  The  Senator  did  not  say 
1963.  He  left  it  open.  He  asked  me  if 
I  was  aware  of  the  fact  that  McGraw- 
Hill  said  that  enactment  of  this  law 
would  bring  about  only  an  increase  of 
1  percent  in  investment  by  American 
industry. 

Mr.  GORE.  This  year. 


Mr.  KERR.  Ah  now,  I  took  the  word 
of  the  Senator  from  Wisconsin  for  that. 

I  take  the  word  of  the  Senator  from 
Tennessee  for  it.  I  answered  the  ques¬ 
tion  of  the  Senator  from  Wisconsin.  I 
answer  the  Senator  from  Tennessee  the 
same  way,  that  investment  credit  was 
tallied  about  all  last  year,  and  has  been 
talked  about  all  this  year.  I  know,  and 
I  think  the  Senator  from  Tennessee 
does,  that  business  does  not  respond  to 
a  stimulant  that  is  talked  about  but 
does  not  exist.  How  could  American 
business  sometime  in  1962  respond  to  a 
stimulant  not  yet  in  existence  and  with 
reference  to  which  they  do  not  know 
whether  it  will  come  into  existence  or 
not? 

The  Senator  from  Oklahoma  an¬ 
swered  the  Senator  from  Wisconsin  by 
saying  that  plans  for  expansion  for 
1962  by  American  industry  were  made  in 
1960  and  1961;  and  certainly  to  go 
around  now  asking,  “How  much  are  you 
going  to  do  this  year  in  connection  with 
this  proposal?”  would  fail  to  bring  about 
an  accurate  response  or  an  accurate  pic¬ 
ture  of  the  long-term  effect  of  this 
legislation. 

Mr.  GORE.  Will  the  Senator  yield 
for  a  question? 

Mr.  KERR.  Yes. 

Mr.  GORE.  Then  why,  I  ask  the 
Senator,  does  he  give  it  to  them  this 
year? 

Mr.  KERR.  I  say  this,  Mr.  Presi¬ 
dent — 

Mr.  GORE.  The  Senator  has  just  ex¬ 
plained  here  in  detail - 

Mr.  KERR.  The  Senator  asked  me  a 
question.  Why  does  he  not  let  me  an¬ 
swer?  The  Senator  from  Oregon  [Mr. 
Morse]  will  make  a  point  of  order  if  the 
Senator  does  not  let  me  answer  the 
question. 

Mr.  GORE.  Very  well. 

Mr.  KERR.  This  bill  was  introduced 
last  year  in  the  House.  They  wrestled 
with  it  for  nearly  as  long  as  Jacob 
wrestled  with  the  angel,  and  left  it  prob¬ 
ably  in  the  same  impaired  condition.  I 
do  not  know.  I  know  that  the  Senate 
Finance  Committee  was  wrestling  with 
it  all  of  this  year.  It  came  from  the 
House  with  an  effective  date  of  January 
1,  1962.  It  was  the  amendment  of  the 
Senator  from  Oklahoma,  after  he  had 
wrestled  with  the  Senator  from  Tennes¬ 
see  for  months,  and  saw  it  could  not 
possibly  become  effective  until  after  the 
midpart  of  the  year,  that  made  it  effec¬ 
tive  after  the  middle  of  1962.  I  say  if 
the  Senator  continues  his  wrestling  until 
the  year  is  over  and  we  do  not  enact  it 
until  next  year,  the  Senator  from  Okla¬ 
homa  will  be  in  favor  of  starting  it  in 
1963.  There  must  be  an  effective  date 
if  we  are  to  have  an  effective  piece  of 
legislation. 

The  Senator  from  Tennessee  and  other 
Senators  could  wrestle  and  wrestle  and 
wrestle  here  throughout  the  spring,  and 
the  summer,  and  the  fall,  and  even  until 
the  foliage  is  in  sere  and  yellow  leaf, 
before  we  could  enact  legislation;  but  to 
do  so  we  must  have  an  effective  date. 
The  Senator  from  Tennessee  is  not  try¬ 
ing  to  change  the  effective  date;  he  is 
trying  to  destroy  the  provision.  He  is 
trying  to  eliminate  it. 
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Mr  GORE.  Correct. 

Mr  KERR.  If  he  fails  in  that  effort, 
I  hope  he  will  not  be  too  unhappy  if  those 
who  prevail  fix  an  effective  date. 

Mr  GORE.  Then  the  Senator  main¬ 
tains  that  even  though  it  will  not,  and 
by  the  rules  of  business  which  he  knows 
so  well  would  not  and  could  not - - 

Mr.  MORSE.  Mr.  President,  I  raise 
the  point  of  order  that  the  Senator  from 
Tennessee  is  out  of  order. 

Mr.  GORE.  I  am  stating  a  question. 

Mr.  KERR.  I  think  the  Senator  has 
the  right  to  make  a  point  of  order.  I 
have  asked  the  Senator  from  Tennessee 
to  ask  questions.  I  would  like  to  have 
the  Chair  make  a  ruling. 


The  PRESIDING  OFFICER.  The 
Senator  from  Oklahoma  has  the  floor 
and  he  may  yield  only  for  a  question. 
Mr.  GORE.  Does  the  Senator  yield 


for  a  question? 

Mr.  KERR.  I  yield  for  a  question. 

Mr.  GORE.  Well,  the  Senator  main¬ 
tains,  does  he  not - 

Mr.  KERR.  Well,  the  Senator  main¬ 
tains.  I  will  answer  that  part  of  the 
question,  and  I  hope  successfully. 

Mr.  GORE.  The  Senator’s  mainte¬ 
nance  against  all  logic - 

Mr.  KERR.  Oh,  I  want  to  say  I  know 
the  Senator  from  Tennessee  had  none, 
pointing  at  himself.  I  did  not  think  he 
would  talk  about  it  on  this  floor.  I  do 
not  claim - 

The  PRESIDING  OFFICER.  The 


Senator  can  yield  only  for  a  question. 

Mr.  KERR.  Well,  I  do  not  have  to 
yield  to  myself  for  a  question.  I  yield 
to  myself  for  an  observation. 

I  want  to  say,  sir,  I  do  not  attempt  to 
deny  logic  to  the  Senator  from  Tennes¬ 
see,  nor  can  I  concede  or  agree  with  the 
inference  or  statement  that  he  alone  pos¬ 


sesses  it. 

Mr.  GORE.  Now  will  the  Senator  yield 
for  a  question? 

Mr.  KERR.  Yes. 

Mr.  GORE.  In  maintaining  that  even 
though  the  investment  credit  could  not, 
and  under  the  laws  and  practices  of  eco¬ 
nomics  and  business  would  not,  result 
in  any  substantial  increase  in  invest¬ 
ment  either  in  1962  or  1963,  does'he  not 
go  straight  into  the  face  of  a  statement 
to  the  contrary,  that  this  is  not  a  tax 
reduction  in  the  nature  of  a  windfall? 

Mr.  KERR.  The  answer  to  the  Sena¬ 
tor’s  question,  is  “No.”  The  Senator 
from  Oklahoma  believes  that  even  if  the 
effect  of  this  bill  were  to  be  limited  to  1 
percent  or  less  this  year - 

Mr.  GORE.  Will  the  Senator - 

Mr.  KERR.  He  will  not. 

Mr.  GORE.  Will  the  Senator  let  me 
correct  that  statement? 

Mr.  KERR.  No.  If  the  Senator  asked 
a  question,  I  want  to  answer  it.  I  do  not 
want  the  Senator  to  get  into  the  clutches 
of  a  point  of  order.  [Laughter.] 

The  Senator  from  Oklahoma  acknowl¬ 
edged  the  statement  of  the  Senator  from 
Tennessee  that  McGraw-Hill  indicated  a 
fact,  not  that  the  Senator  from  Okla¬ 


homa  agreed  to  it,  and  answered 
question  on  the  assumption  that  it 
He  did  not  thereby  state  it 
review  ’  m  maintain  it  was  correct. 
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Oklahoma  corrected  him,  was  with 
reference  to  the  year  1962,  not  with 
reference  to  the  year  1963. 

The  Senator  from  Oklahoma  main¬ 
tains  that  this  cannot  be  effective  until 
it  is  enacted;  that  if  and  when  it  is 
enacted  it  will  have  an  effect  immedi¬ 
ately,  and  more  so  each  year  thereafter. 
Therefore,  the  Senator  from  Oklahoma 
says  that  in  his  judgment  the  effect 
would  be  far  greater  in  1963  than  in 
1962,  and  that  it  would  be  greater  in 
1964  than  in  1963.  That  is  the  belief 
and  the  conviction  of  the  Senator  from 
Oklahoma.  It  is  not  binding  on  the 
Senator  from  Tennessee.  I  am  aware  of 
the  fact  that  it  is  persuasive  with  the 
Senator. 

Mr.  GORE.  Is  the  Senator  aware  that 
the  survey  by  the  National  Industrial 
Conference  Board  of  1,000  leading  indus¬ 
trial  establishments  showed  an  antici¬ 
pated  increase  in  outlay  of  only  1  percent 
for  1963? 

Mr.  KERR.  No.  The  Senator  from 
Oklahoma  is  not  aware  of  that.  What 
outfit  was  that? 

Mr.  GORE.  The  National  Industrial 
Conference  Board. 

Mr.  KERR.  Mr.  President,  I  suppose 
the  Senator  from  Oklahoma  will  have 
to  live  out  his  life  in  his  unenlightened 
condition.  I  do  not  have  the  benefit  of 
the  surveys  of  these  organizations  to 
which  the  Senator  from  Tennessee 
refers,  nor  am  I  bound  by  them.  I  must 
say  to  the  Presiding  Officer  and  to  the 
Senators  present  that  I  have  struggled 
and  managed  to  get  along  pretty  well 
thus  far  without  being  sustained  by  their 
surveys,  advice,  and  counsel,  or  their 
prescription  for  my  Senatorial  action 
and  behavior. 

I  am  glad  to  know  the  source  of  those 
of  the  Senator  from  Tennessee.  But  I 
was  not  aware  of  them.  Believe  me,  I 
was  not.  I  hope  the  Senator  will  not 
hold  it  against  me.  . 

Mr.  GORE.  Would  the  Senator  be 
affected  in  his  opinion  by  additional  facts 
which  could  be  brought  to  bear  upon  this 
subject,  or  is  he  fixed  in  his  opinion? 

Mr.  KERR.  I  am  pretty  well  fixed  in 
my  opinion,  but,  I  must  say,  no  more  so 
than  is  the  Senator  from  Tennessee. 

I  would  hope  I  would  never  become 
either  impervious  to  or  unconscious  or 
allergic  to  fact. 

I  wish  to  say  that  I  have  been  amazed 
at  the  absence  of  them  on  the  part  of 
many  people. 

Mr.  GORE.  Did  the  Senator  hear,  in 
the  testimony  before  the  Senate  Finance 
Committee,  the  president  of  American 
Electric  Power  Co.,  Inc.,  say  that  a  7 -per¬ 
cent  tax  credit  would  mean  for  his  com¬ 
pany,  with  respect  to  plans  already  made 
and  which  would  be  carried  out  whether 
the  bill  is  passed  or  not,  a  30-percent 
reduction  in  that  company’s  taxes? 

Mr.  KERR.  The  Senator  from  Okla¬ 
homa  heard  the  testimony  of  Mr.  Donald 
Cook  of  the  American  Electric  Power  Co., 
Inc.  I  did  know  he  was  tiie  president  of 
it.  I  will  take  the  Senator’s  word  for 
that. 

What  greatly  impressed  the  Senator 
from  Oklahoma  about  the  testimony  of 
Mr.  Cook  was  that  he  said  that  the  en¬ 
actment  of  the  law  would  bring  about 


a  great  stimulation  of  construction  and 
expansion  of  productive  facilities  by  his 
corporation,  and  that  it  would  pass  on  to 
its  customers  every  penny  of  benefit  it 
got  out  of  the  application  of  the  tax 
credit. 

Therefore,  if  the  Senator  is  making 
his  position  on  the  basis  of  the  testi¬ 
mony  of  Mr.  Cook  of  the  American  Elec¬ 
tric  Power  Co.,  Inc.,  he  will  have  to 
abandon  his  statement  that  this  would 
constitute  a  windfall,  because  that  dis¬ 
tinguished  gentleman  said  two  things. 
First,  he  said  that  this  would  cause  his 
company  to  increase  the  development  of 
its  facilities,  to  speed  up  the  expansion  of 
construction  and  development,  and  to 
make  services  available  to  more  people 
at  an  earlier  date.  Second,  he  said  it 
would  result  in  passing  on  to  the  con¬ 
sumers  every  dollar  saved  by  reason  of 
the  operation  of  the  law. 

If  that  is  true— and  I  have  no  reason 
to  doubt  it — it  would  not  be  a  windfall 
to  the  corporation  but  it  would  be  a 
benefit  to  the  economy  of  the  area  in 
which  the  corporation  operates  and  to 
every  consumer  it  serves. 

Mr.  GORE.  The  Senator  would  not 
mind,  would  he,  if  the  junior  Senator 
from  Tennessee  took  with  a  grain  of  salt 
the  prospective  benefits  to  American  con¬ 
sumers  from  the  investment  credit  pro¬ 
vision? 

Mr.  KERR.  The  Senator  from  Okla¬ 
homa  does  not  care  what  the  Senator 
from  Tennessee  takes  with  his  intellec¬ 
tual  diet.  The  Senator  would  say  not 
to  take  too  much,  because  the  Senator 
from  Oklahoma  remembers  what  hap¬ 
pened  to  the  wife  and  daughter  of  a  cer¬ 
tain  Biblical  character  who  took  too 
much  salt. 

Mr.  GORE.  Mr.  President,  will  the 
Senator  yield  for  one  final  question? 

Mr.  KERR.  The  Senator  would  yield 
for  a  question  even  if  it  were  not  a  final 
question,  to  his  good  friend  from  Ten¬ 
nessee. 

Mr.  GORE.  If  it  be  true,  as  Mr.  Don¬ 
ald  Cook  testified,  that  a  7-percent  in¬ 
vestment  tax  credit  for  American  Elec¬ 
tric  Power  Co.,  Inc.,  would  result  in  a 
30-percent  reduction  in  taxes,  what,  in 
the  informed  and  enlightened  opinion  of 
the  distinguished  senior  Senator  from 
Oklahoma,  would  a  7-percent  tax  credit 
for  gas  and  oil  pipelines  mean  by  way 
of  tax  reduction  for  gas  and  oil  pipe¬ 
lines? 

Mr.  KERR.  The  Senator  from  Okla¬ 
homa  does  not  have  the  answer  to  that 
question.  As  he  has  so  definitely  made 
clear  on  this  floor,  they  are  entirely  dif¬ 
ferent  in  operation. 

The  Senator  from  Tennessee  is  aware 
of  the  fact  that  interstate  pipelines 
owned  by  interstate  carriers  are  subject 
to  the  regulatory  control  of  the  Federal 
Power  Commission,  whose  record  has 
demonstrated  clearly  that  it  compels 
these  interstate  carriers  to  pass  on  to 
their  consumers  all  the  savings  that 
they  make. 

With  reference  to  the  testimony  of 
the  distinguished  Mr.  Cook,  of  American 
Electric  Power  Co.,  Inc.,  I  regret  the  last 
observation  the  Senator  from  Tennessee 
made  about  him.  The  Senator  from 
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Oklahoma  was  a  country  lawyer  fox- 
many  years,  and  one  of  the  first  things 
he  learned  about  the  practice  of  law  was 
that  a  lawyer  could  not  impeach  the 
testimony  of  his  own  witness  nor  ques¬ 
tion  the  veracity  of  his  own  witness.  I 
am  sorry  that  the  Senator  from  Tennes¬ 
see  did  that  with  reference  to  the  state¬ 
ment  by  the  distinguished  Mr.  Cook, 
whereby  he  sought  to  establish  a  fact  by 
him  in  one  regard  and  then  made  the 
statement  that  he  took  with  a  grain  of 
salt — which  I  would  interpret  to  mean  a 
good  deal  of  doubt — the  other  statements 
by  the  witness  whose  testimony  he  him¬ 
self  brought  into  the  discussion. 

Mr.  GORE.  Mr.  President,  will  the 
Senator  yield  for  the  next  final  ques¬ 
tion? 

Mr.  KERR.  Ah,  Mr.  President,  I  knew 
that  would  not  be  the  last  question.  I 
yield  for  a  question. 

Mr.  GORE.  And  this  will  be  the  last 
question.  If  the  gas  and  oil  pipelines 
and  electric  utilities  are  going  to  pass  on 
to  the  consumers  the  benefits  they  re¬ 
ceive  under  the  bill,  how,  then,  will  those 
utilities  be  stimulated  to  invest  more 
money? 

Mr.  KERR.  Well,  I  remember,  Mr. 
Pi-esident,  when  Mr.  Cook  was  befoi-e  the 
committee  he  made  the  statement  that 
this  credit  would  result  in  expanded  con¬ 
struction  by  his  corporation,  increased 
sex-vice  to  his  consumer  customers,  and 
an  increase  in  the  base  of  the  industrial 
development  of  the  area  he  served.  He 
said  it  would  make  that  possible  and  at 
the  same  time  would  make  it  possible  for 
him  to  pass  on  to  his  consumers  the 
savings  which  came  to  him  by  reason  of 
the  application  of  the  credit. 

Now,  if  the  Senator  from  Tennessee 
does  not  believe  it,  or  does  not  under¬ 
stand  it  as  it  was  so  ably  given  to  him 
by  Mr.  Cook,  who  was  speaking  with 
reference  to  his  own  company  and  his 
own  operation,  I  doubt  if  the  Senator 
from  Oklahoma  would  have  the  ability  to 
explain  it  to  the  Senator  from  Tennes¬ 
see  in  such  a  way  as  to  make  it  more 
easily  understood. 

But  even  though  I  did  make  it  so 
crystal  clear  that  the  Senator  from  Ten¬ 
nessee  understood  and  believed  it,  there 
is  great  doubt  in  my  mind  that  he  would 
vote  for  that  provision  in  the  bill. 


THE  BILLIE  SOL  ESTES  CA^E— AT¬ 
TACKS  UPON  UNDER  SECRETARY 
OF  AGRICULTURE  CHARLES  S. 
MURPHY  / 

Mr.  MORSE.  Mr.  President,  for  some 
;ime  past  I  have  read  in  the  newspapei-s, 
xy  way  of  trial  by  ne/spaper,  criticisms, 
innuendoes,  and  attacks  upon  the  Under 
Secretai-y  of  Agriculture  Charles  S.  Mur¬ 
phy  relative  to  Hie  Billie  Sol  Estes  case. 

I  wish  to  say/at  the  very  outset  of  the 
statement  lam  about  to  make  that  I  do 
not  know  wnat  the  facts  are  in  connec¬ 
tion  with  >wie  Billie  Sol  Estes  case  with 
respect  /o  any  relationships  that  any¬ 
one  in/the  Department  of  Agriculture 
may  Jlave  had  with  him,  including  the 
Under  Secretary  of  Agriculture,  Charles 
S/Murphy. 

/I  share  the  point  of  view  that  the  evi- 
'aence  is  pretty  clear  that  Billie  Sol  Estes 
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has  polluted  the  stream  of  good  govern¬ 
ment,  that  he  has  performed  a  great 
disservice  to  himself,  to  his  family,  and 
to  any  government  officials,  who  may 
have  unfox-tunately  come  under  his  cor¬ 
rupt  influence. 

When  I  have  great  confidence  in  a 
man,  based  upon  years  of  friendship 
with  him  and  an  opportunity  to  observe 
him  in  many  official  relationships  dur¬ 
ing  my  years  in  the  Senate,  I  do  not 
walk  out  on  him  and  run  for  cover  when 
he  is  subjected  to  trial  by  newspaper. 
For  me  the  test  of  friendship,  in  part, 
arises  when  a  friend  is  under  attack. 
One  should  then  make  known  what  he 
knows  about  that  friend. 

This  does  not  mean  that  when  one 
makes  known  what  he  knows  about  a 
friend,  he  therefore  underwrites  any¬ 
thing  about  which  he  does  not  know. 
Nor  does  it  mean  that  any  proof  or  solid 
evidence  which  may  be  developed  ought 
be  ignox-ed. 

But  I  wish  to  say,  as  I  make  my 
comments  about  the  Under  Secretary  of 
Agriculture  today,  that  all  my  expert-, 
ences  with  Mr.  Murphy  over  the  yeans 
Wve  led  me  to  believe  that  I  have  been 
dealing  with  a  fine  Christian  gentleman 
of  great  integx-ity,  of  dedication  to  the 
pubnlsi  service,  and  of  complete  Honesty 
in  carrying  out  the  obligationyof  what¬ 
ever  government  post  he  hayneld. 

In  the  capacity  of  a  chai^Scter  witness 
this  afternoon  on  the  flooyof  the  Senate, 
I  wish  to  make  that  statement  about  the 
Under  Secretary  of  Agriculture,  Charles 
S.  Murphy.  I  am.  glad  that  at  long  last 
he  will  have  an  opWrtunity  to  testify  in 
person  today  befovfeVn  appropriate  Sen¬ 
ate  committee  wnich  is  looking  into  the 
Billie  Sol  Esteycase.  \ 

But  I  thirds'  Mr.  Murphy  is  due  from 
those  who  luxve  been  closely  associated 
with  him  in  various  official  relationships 
the  statement  that  I  now  make.  I  be¬ 
lieve  tWat  Charles  S.  Murphy  is\n  hon¬ 
est  inan  of  great  integrity.  He  has 
served  his  country  in  post  after  post  in 
a/dedicated  fashion.  It  may  very  \ell 
m  that  by  negligence  or  oversight  «e 
has  made  some  mistake,  although  I  doubh, 
it.  But  I  shall  follow  where  the  facts 
lead  in  that  respect,  as  I  seek  to  follow 
where  the  facts  lead  in  respect  to  all 
■ .  issues  which  come  before  me  in  the 
Senate. 

I  know  Charles  S.  Murphy.  I  know 
the  great  services  he  rendered  the  people 
of  our  country  and  this  Government  dur¬ 
ing  the  war.  I  know  of  his  services 
under  the  Truman  administration. 

When  I  saw  in  newspapers  the  many 
innuendoes  and  snide  attacks  upon  him 
which  would  be  best  characterized  as 
smear  tactics  that  are  commonplace  in 
American  journalism,  I  proceeded  to 
make  such  inquiry  as  I  could  in  regard 
to  Charles  S.  Murphy.  I  satisfied  my¬ 
self  that  unless  there  is  some  evidence 
of  which  I  have  not  been  made  aware, 
Chai’les  S.  Mxxrphy  has  been  victimized 
in  recent  weeks.  I  do  not  stand  by  in 
silence  when  I  feel  that  a  wrong  may  be 
done  to  a  friend. 

Mr.  President,  I  wrote  a  letter  to  a 
group  of  mutual  fi-iends  of  Mr.  Murphy. 
I  shall  read  a  copy  of  that  letter: 


Under  Secretary  of  Agriculture  Charles  S / 
Murphy  is  a  longtime  personal  friend  / 
mine.  His  record  of  dedicated  honest  pyb- 
lic  service  has  been  outstanding.  However, 

I  am  concerned  about  the  impression  jk hich 
may  have  been  created  as  a  result/of  his 
name  being  drawn  into  the  discussion  of  the 
Billie  Sol  Estes  case.  / 

Therefore,  I  'shall  appreciate  Ur  if  you  will 
send  me  very  promptly  for  puhnc  use  on  the 
floor  of  the  Senate,  if  it  becmnes  necessary 
for  me  to  make  a  speech  in  /is  defense,  your 
evaluation  of  him  and  hi/  service  as  Under 
Secretary  of  Agriculture.  / 

With  kind  personal  regards, 

Sincerely  yours/ 

/  Wayne  Morse. 

Foi-  the  next  few  minutes  I  propose  to 
discuss  some  of  the  replies  which  I  re¬ 
ceived  to  my/letter.  First,  I  should  like 
to  put  into  tne  Record  some  biographical 
material  in  x-egai-d  to  Mr.  Murphy  as  an 
individual  and  in  his  capacity  as  a  pub¬ 
lic  seryant. 

/  Charles  S.  Murphy 

Oharles  S.  Murphy  is  the  No.  2  man  in  the 
administration  of  the  Department  of  Agri¬ 
culture,  and  has  a  general  supervisory  func¬ 
tion  for  all  its  activities  and  agencies.  These 
agencies  include  the  Agricultural  Stabiliza¬ 
tion  and  Conservation  Service  and  15  others. 

In  addition  to  the  general  supervisory 
functions,  he  has  been  assigned  special  re¬ 
sponsibilities. 

He  has  direct  supervision  of  the  Foreign 
Agricultural  Service.  This  includes  respon¬ 
sibility  for  the  Department’s  activities  in 
maintaining  and  expanding  sales  of  U.S.  agri¬ 
cultural  commodities  in  foreign  markets  as 
well  as  administration  of  a  major  part  of  the 
food-for-peace  program  under  Public  Law 
480. 

Mr.  Murphy  is  chairman  of  the  Budget 
Committee  of  the  Department  of  Agriculture 
and  President  of  the  Commodity  Credit 
Corporation. 

He  has  been  assigned  special  responsibility 
for  supervising  the  commodity  programs  of 
the  Department.  This  includes  fixing  sup¬ 
port  prices  and  acreage  allotments  for  to¬ 
bacco,  rice,  peanuts,  cotton,  wheat,  feed 
grains,  and  other  commodities.  It  also  in¬ 
cludes  policies  relating  to  management  and 
disposition  of  Government  stocks  of  agri¬ 
cultural  commodities,  and  the  purchase  and 
distribution  of  commodities  for  the  school 
lunch  program  as  well  as  the  direct  distribu¬ 
tion  program  for  providing  foods  to  needy 
persons. 

X  Under  Secretary  Murphy  coordinates  and 
reviews  the  Department’s  staff  work  on  ma- 
jok  legislative  proposals  and  reviews  all  de¬ 
partmental  reports  on  legislation,  of  which 
thereWe  about  800  each  year. 

He  issa  member,  and  usually  acts  as  chair¬ 
man,  of'Ahe  Program  Review  Board  of  the 
Department  and  also  supervises  its  extensive 
civil  defensk  activities. 

He  reviews  >all  marketing  orders  and  mar¬ 
keting  order  amendments  before  they  are 
issued.  There  ate  several  hundred  of  these 
each  year.  \ 

Mr.  Murphy  is  thCjXepartment’s  represent¬ 
ative  on  the  Trade  Policy  Committee,  which 
is  the  Cabinet  comrrHftee  responsible  for 
making  recommendations  to  the  President 
on  foreign  trade  matters.  \ 

He  serves  as  Acting  Secretary  in  the  ab¬ 
sence  of  the  Secretary  of  Agriculture. 

Mr.  Murphy  is  a  former  special  counsel 
to  President  Harry  S.  Trumah.  He  also 
is  a  former  assistant  legislative  counsel  to 
the  Senate,  and  in  this  position  specialized 
in  drafting  agricultural  legislation, 

Since  1953  he  has  practiced  law  in  Wash¬ 
ington,  D.C.  His  residence  is  Annapolis, 'Md. 

Mr.  Murphy  was  born  August  20,  1909 
Wallace,  N.C.,  where  he  attended  pub  1  is. 
schools.  He 'received  an  A.B.  degree  from 
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dA  University  at  Durham,  N.C  in  1931 
\  LL  B  in  1934.  He  worked  his  way 
through  school  as  a  laborer  and  clerk  in  the 
post  office.  He  was  admitted  to  the  North 

-SKSe  a  law  assistant  in  the 
Office  of  the  'U.S.  Senate  Legislative  Coun- 
fef  serving  in  this  post  for  2  years.  For  the 
next  n  years  he  was  assistant  legislative 

counsel  to  the  Senate. 

His  duties  were  th  help  Senators  and  sena¬ 
torial  committees  dr\ft  bills  and  committee 
reports,  and  to  advise \hem  on  legal  matters. 

Many  of  us  who  served  in  the  Senate 
during  the  tenure  of  fcjharles  Murphy 
as  legislative  counsel  kno\v  what  an  able 
lawyer  he  is  and  know  what  a  dedicated 
servant  he  is  to  the  publicVeal.  I  am 
sure  many  in  the  Senate  shar^  my  very 
high  appraisal  of  this  fine  m,  " 

As  a  specialist  in  agricultural  legislation 
he  helped  draft  the  Agricultural  Adjustment 
Act  of  1938,  prepared  committee  reports  on 
agriculture,  and  assisted  in  the  drafting;  of 
other  important  farm  bills.  \ 

In  1947  he  became  administrative  assis-  ^ 
ant  to  President  Truman.  In  1950  he  was 
advanced  to  the  position  of  special  counsel 
to  the  President,  where  he  acted  as  the  prin¬ 
cipal  staff  assistant  on  legislation — includ¬ 
ing  farm  legislation. 

Since  1953  Mr.  Murphy  has  practiced  law 
as  a  member  of  the  Washington,  D.C.,  firm 
of  Morison  Murphy,  Clapp  &  Abrams.  He 
was  admitted  to  the  Supreme  Court  bar  in 
1944  and  to  the  District  of  Columbia  bar  in 
1947.  From  1957  to  1960  he  was  counsel  to 
the  Democratic  National  Advisory  Council. 

Mr.  BURDICK.  Mr.  President,  will 
the  Senator  yield? 

Mr.  MORSE.  I  yield. 

Mr.  BURDICK.  I  wish  to  say  that  I, 
too,  have  known  Charlie  Murphy  since 
the  days  of  the  Truman  administration. 
I  have  know  him  as  an  able  lawyer  and 
able  administrator,  and  as  a  man  of  un¬ 
impeachable  integrity.  I  am  happy  this 
afternoon  to  associate  myself  with  the 
remarks  of  the  Senator  from  Oregon. 

Mr.  MORSE.  I  thank  the  Senator 
from  North  Dakota  very  much.  The 
Senator  comes  from  a  great  agricultural 
State.  He  is  one  of  the  great  leaders  in 
the  Senate  and  in  the  solution  of  agri¬ 
cultural  problems.  He  is  familiar  with 
the  agricultural  record  of  Charles  Mur¬ 
phy.  I  am  not  surprised,  but  I  am  cer¬ 
tainly  pleased  to  know  that  he  shares  my  ' 
evaluation  of  Mr.  Murphy. 

During  the  1960  national  campaigjrf'he 
was  an  adviser  to  Senator  Lyndon  B, 
Johnson,  now  Vice  President. 

Mr.  Murphy  operates  a  A 50 -acre 
farm — with  tobacco  as  the/principal 
crop — near  Durham,  N.C.,  wim  a  brother, 
R.  B.  Murphy,  who  lives  /6n  the  farm 
and  manages  it. 

The  Under  Secretary/is  a  member  of 
the  American  Bar  Association,  the  North 
Carolina  Bar  Association,  the  Federal 
Bar  Association,  and  the  District  of  Co¬ 
lumbia  Bar  Association.  From  1956  to 
1958  he  was  president  of  the  National 
Capital  Democratic  Club.  He  also  be¬ 
longs  to  the  (Order  of  Coif,  which  is  the 
honorary  scholastic  fraternity  of  the 
legal  profession  in  standard  law  schools 
of  the  /ountry ;  Delta  Sigma  Phi;  Pi 
Mu:  and  Omicron  Delta  Kappa, 
married  Kate  Chestney 

h ^  of  Durham,  N.C.,  in  1931.  They 

^urtenaT  g‘fldren*  One  daughter 
ay>  15  married  to  Whitney 


Slater  and  lives  in  Arlington,  Va.  West¬ 
brook,  their  20-year-old  son,  is  a  junior 
at  Duke  University.  Another  daughter, 
Betty,  12,  lives  at  home.  She  attends 
Annapolis  Junior  High  School. 

Mr.  President,  in  the  last  few  months 
there  has  been  considerable  comment  in 
the  press  concerning  Mr.  Murphy.  On 
August  24  he  issued  the  following  state¬ 
ment  in  regard  to  some  of  these  press 
stories.  I  quote  that  statement,  as 
follows : 

In  the  past  few  days,  there  has  been  con¬ 
siderable  comment  in  the  press  concerning 
my  part  in  the  handling  of  the  business  of 
the  Department  of  Agriculture  relating  to 
the  affairs  of  Billie  Sol  Estes,  now  under 
investigation  by  the  Senate  Committee  on 
Government  Operations.  On  July  3,  1962, 

I  requested  an  opportunity  to  appear  and 
testify  before  the  committee  on  this  matter. 

I  am  sure  that  opportunity  will  be  accorded 
to  me  in  time,  and  that  principles  of  fair¬ 
ness  and  justice  will  preclude  any  conclusions 
or  judgments  until  I  have  had  that  oppor¬ 
tunity. 

All  of  the  matters  which  I  dealt  with  con¬ 
cerning  Estes  came  to  me  in  the  normal 
Nurse  of  my  duties  as  Under  Secretary  of 
Agriculture.  I  dealt  with  all  of  them  strictly 
on  the  merits  as  I  saw  them.  No  pressures 
or  imjaroper  influences  had  any  effect  orymy 
decisions.  When  this  case  came  to  my  atten¬ 
tion  in  \he  fall  of  1961,  it  was  extefemely 
complex  and  difficult  under  the  legal  and 
administrative  law  principles  involved.  It 
was  handledNby  me  solely  with  the  twofold 
objective  of  pi:  o t c ct i n g  the  interest  of  the 
Government  anti  affording  fair/and  equitable 
consideration  to 'the  rights y6i  private  citi¬ 
zens.  It  is  the  essence  of/free,  democratic 
government  that  tnk  rights  of  every  citizen 
be  protected. 

I  believe  the  recordXhows  that,  notwith¬ 
standing  the  difficuhrtesVwe  did  succeed  in 
accomplishing  our  objective  of  fully  protect¬ 
ing  the  interest  /f  the  Government  while 
giving  due  consideration  t<\the  rights  to 
which  all  citizens  are  entitled. x 

Mr.  President,  as  I  said,  I  do  not  pur¬ 
port  to  loww  what  may  have  transpired 
in  the  /Department  of  Agriculture,  in 
any  office,  including  Mr.  Murphy ’s\or  in 
any  of her,  with  regard  to  the  Billi\Sol 
Esj^s  case.  However,  I  certainly  wo\ld 
be  able  to  live  with  my  conscieni 
Seeing  a  friend  of  mine  under  the  type\ 
'of  attack  which  Mr.  Murphy  has  been 
.subjected  to  in  the  recent  past,  if  I  re¬ 
mained  silent  for  any  reason,  including 
the  possibility  that  speaking  out  in  de¬ 
fense  of  a  friend  might  ultimately  result 
in  some  kind  of  reflection  upon  me,  be¬ 
cause  he  might  conceivably  be  found 
guilty  of  some  sort  of  negligence. 

I  speak  today,  when  public  opinion 
eyes  will  be  focused  on  Mr.  Murphy  as  he 
testifies  before  the  Senate  committee, 
because,  in  my  judgment,  a  friend  stands 
up  for  a  friend  when  he  is  satisfied  that 
his  association  with  that  friend  justifies 
the  kind  of  high  opinion  and  esteem 
that  I  have  for  the  integrity  of  Mr. 
Murphy.  I  am  glad  that  others  share 
my  point  of  view  concerning  the  char¬ 
acter  and  integrity  and  the  devoted 
public  service  of  Mr.  Murphy. 

Yesterday  I  had  a  rather  long  long¬ 
distance  telephone  conversation  with 
one  of  the  great  Americans  of  our  his¬ 
tory,  a  former  President  of  the  United 
States,  the  incomparable  Harry  S  Tru¬ 
man.  We  talked  about  Mr.  Murphy.  I 
paraphrase  him,  but  accurately,  when  I 


say  that  ex-President  Truman  author^ 
ized  me  to  say  on  the  floor  of  the  Sena 
this  afternoon  that  he  knows  Charles 
Murphy  to  be  an  honest  man  through 
and  through.  That,  of  course,  is  atypical 
Truman  language.  He  went  our  to  dis¬ 
cuss  the  great  services  thajir  Charles 
Murphy  rendered  to  him  iiy'his  White 
House  appointment  capacity  when  he 
was  President  of  the  Unitea  States.  He 
left  no  room  for  doubt  in  my  conversa¬ 
tion  with  him  yesterday  of  his  complete 
confidence  in  the  honesty,  integrity,  and 
character  of  Charles  S.  Murphy. 

One  of  the  letters  that  I  wrote — they 
were  identical  An  composition  and  I 
have  already  read  it  into  the  Record— 
was  one  addressed  to  Mr.  Herschel  D. 
Newsom,  master  of  the  National  Grange. 
I  have  the'following  reply  from  him: 
Hon.  Wayne  L.  Morse, 

U.S.  Seriate: 

We  sue  happy  to  know  that  you  Intend  to 
express  in  the  Senate  your  confidence  in 
Uryfer  Secretary  of  Agriculture  Charles  S. 

rrphy.  Counsel  of  National  Grange  and  I 
lave  known  Charlie  Murphy  for  many  years 
'both  in  and  out  of  public  office  as  an  able, 
sincere,  and  conscientious  lawyer  and  ad¬ 
ministrator  of  unimpeachable  integrity.  We 
believe  that  he  is  serving  our  farmers  and 
all  of  our  people  well  and  faithfully  as  Under 
Secretary"  of  Agriculture  and  that  you  are  to 
be  commended  for  bringing  this  fact  to  the 
attention  of  the  Senate. 

Herschel  D.  Newsom, 
Master  of  the  National  Grange. 

Mr.  President,  I  received  a  reply  from 
Alexander  Nunn,  of  the  Progressive 
Farmer,  which  reads  as  follows : 

I  have  worked  rather  closely  with  Charles 
Murphy  for  the  last  2  years.  I  have  found 
him  completely  honest,  fairminded,  and 
alert — a  thoroughly  dedicated  public  serv¬ 
ant.  He  has  an  invaluable  background  of 
experience  combined  with  good  judgment. 
He  inspires  confidence  and  teamwork.  We 
cannot  afford  to  lose  him  from  Agriculture. 

Alexander  Nunn, 

Executive  Editor,  Progressive  Farmer. 

Mr.  President,  I  also  have  another 
communication  from  Alexander  Nunn, 
executive  editor  of  the  Progressive 
Farmer.  The  letter  is  dated  August  27, 
1962,  and  is  a  copy  of  a  letter  which  he 
ywrote  to  a  colleague  in  the  Senate.  How¬ 
ever,  Mr.  Nunn  authorized  me  to  read 
tne  contents  of  the  letter.  I  shall  not 
read  the  name  of  the  colleague  unless 
at  a  later  hour  he  authorizes  the  use  of 
his  nanoe. 

Mr.  ERVIN.  Mr.  President,  will  the 
Senator  item  Oregon  yield? 

Mr.  MORSE.  I  yield. 

Mr.  ERVIN.  I  do  not  know  whether 
the  Senator  Ik  referring  to  me  or  not. 
This  morning  jk  received  a  letter  from 
Mr.  Harry  B.  Caldwell,  of  my  State  of 
North  Carolina,  \concerning  Charlie 
Murphy.  I  do  not  know  whether  I  am 
the  Senator  to  whom\the  Senator  from 
Oregon  has  referred. 

Mr.  MORSE.  Not  in  this  letter.  I  do 
have  a  copy  of  the  letterNto  which  the 
Senator  from  North  Carolina  refers.  I 
was  about  to  refer  to  the  msher  letter, 
but  without  using  the  Senator^  name. 

Mr.  ERVIN.  If  the  Senator  fram  Ore¬ 
gon  is  referring  to  me,  he  is  at  perfect 
liberty  to  use  my  name. 

Mr.  MORSE.  I  would  expect  tl\at 
courtesy  fiom  the  Senator  from  Non 
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Wish  to  commend  the  Senator  from 
Oregon  for  what  he  has  said  in  Mr.  Mur¬ 
phy’s  ^behalf.  I  have  been  privileged 
to  know.  Mr.  Murphy,  who  is  a  native 
of  my  St^te,  for  many  years.  I  do  not 
know  of  any  human  being  who  possesses 
a  higher  decree  of  integrity  than  does 
he. 

Mr.  MORSE\  Mr.  President,  I  thank 
the  Senator  frorrKl'Torth  Carolina  for  his 
great  testimonialA-for  it  can  properly 
be  so  characterized^.  It  has  come  from 
a  Member  of  the  Senate  who  probably 
is  in  the  best  position\to  say  what  he 
has  said,  because  not  onV  does  he  know 
Mr.  Murphy  as  one  of  t\e  two  North 
Carolina  Senators,  and  notSonly  has  he 
had  many  associations  with\Mr.  Mur¬ 
phy  in  North  Carolina  relationships,  but, 
in  addition,  the  Senator  frorX  North 
Carolina  is  a  former  justice  of  the\North 
Carolina  Supreme  Court,  and  he  KKmws 
what  due  process  is,  and  he  is  fami\ar 
with  the  requirements  of  fair  procedure 
Not  only  has  he  expressed  his  persona 
opinion  in  regard  to  the  character  and 
the  dedicated  public  service  of  Mr.  Mur¬ 
phy,  but  the  Senator  from  North  Caro¬ 
lina  has  also  given  here  on  the  floor  of 
the  Senate  an  unanswerable  legal  opin¬ 
ion,  in  my  judgment,  because  what  he 
has  said  as  a  member  of  the  committee 
itself  is  that  Mr.  Murphy  has  insisted 
upon  a  fair  hearing  and  has  insisted 
upon  the  application  of  the  principles  of 
due  process  in  connection  with  the  con¬ 
sideration  of  the  Billie  Sol  Estes  case,  as 
he  would  in  connection  with  the  con¬ 
sideration  of  any  other  case. 

It  all  adds  up  to  the  fact  that  we  sim¬ 
ply  must  insist  that  all  the  facts  are  be¬ 
fore  us  before  any  judgment  is  rendered. 
This  is  the  very  essence  of  judicial  pro¬ 
cess  in  this  country.  If  those  who  ren¬ 
der  decisions  did  not  insist  on  that  kind 
of  implementation  in  the  administration 
of  justice,  then,  Mr.  President,  you  and 
I  would  not  have  any  legal  rights,  be¬ 
cause  whenever  those  in  positions  of  de¬ 
cision  do  not  carry  out,  as  the  Senator 
from  North  Carolina  [Mr.  Ervin]  has  so 
clearly  implied  and  stated  here  this 
afternoon,  the  guarantees  of  due  process, 
then  we  are  rightless  people.  We  have 
lost  the  rights  so  cherished  and  precious 
to  freemen. 

I  want  to  thank  the  Senator  fri 
North  Carolina  [Mr.  Ervin]  from /he 
very  bottom  of  my  heart  for  doing /hat 
any  of  us  who  know  him  would/expect 
him  to  do — to  have  the  courage /o  stand 
up  here  this  afternoon  to  bespeak  his 
keen  concern  over  what  ha jr  been  said 
about  Mr.  Murphy  and  hiar relations  to 
Billie  Sol  Estes.  / 

I  yield  now  to  the  Seufator  from  Min¬ 
nesota  [Mr.  Humphre/]  with  the  same 
understanding  that  /I  do  not  lose  my 
right  to  the  floor. 

Mr.  HUMPHREY.  Mr.  President, 
first,  I  wish  to/commend  the  Senator 
from  North  Carolina  for  what  I  consider 
to  be  one  of/the  most  profound  state¬ 
ments  with/respect  to  due  process  and 
justice  unaer  law  that  I  have  heard  in 
this  body.  I  think  the  Record  should 
note  tii&t  two  of  our  most  experienced 
legal/minds  in  the  Senate  have  taken  the 
position  that  Mr.  Murphy  has  acted 


within  what  we  call  due  process  of  law 
and  administrative  procedures  in  the  ac¬ 
tions  that  are  now  under  investigation. 

I  also  wish  to  say  that  I  have  known 
Mr.  Murphy  for  a  number  of  years  as  a 
friend,  as  a  Government  official,  and  as 
a  lawyer.  His  record  is  without  blemish. 
He  has  demonstrated  through  years  of 
public  service  a  faithfulness  to  public 
duty  which  should  commend  him  to  any¬ 
one. 

There  is  a  tendency  these  days  in 
American  public  life  to  make  a  judgment 
before  the  evidence  is  in.  As  the  Sen¬ 
ator  from  Oregon  and  the  Senator  from 
North  Carolina  have  pointed  out,  Mr. 
Murphy  has  not  had  a  chance  to  defend 
himself  against  charges  and  counter 
charges,  many  of  which  contradict  them¬ 
selves,  leaving  Mr.  Murphy  as  the  sort 
of  fall  guy,  or  as  they  say  in  the  verna¬ 
cular,  holding  the  bag. 

I  only  hope,  before  a  judgment  is  ren¬ 
dered,  one  who  has  given  so  many  years 
to  public  life,  and  has  taken  on  so  many 
•esponsibilities  in  two  administrations, 
Lill  have  a  chance  to  be  heard  and  show 
record,  word,  and  performance. 

;ery  one  of  us  has  called  upon  ad 
ministrative  officers  to  review  cases  t 
constituents.  Do  not  forget  that/  I 
cannot  help  but  express  a  note  of ^con¬ 
cern  that  administrative  officers  who  are 
asked,  at  che  request  of  Seniors  or 
Representatives,  to  do  something,  may 
later  be  accuse\of  having  giwm  a  special 
privilege  or  faiXr,  when  there  was  no 
such  desire  on  tne  part/of  either  the 
Member  of  CongreX  or /he  administra¬ 
tive  officer.  I  have  hV/citizens  from  my 
State  come  to  my  offfizex  I  do  not  have  a 
chance  to  give  them  Apolitical  blood 
test,  or  run  them  through  atest  of  morals 
and  character.  At  they  coffie  in  as  re¬ 
sponsible  citizens  so  far  as  ISknow,  and 
ask  me  to  dc/ something  for  mem  that 
seems  to  be/within  the  spirit  and  intent 
of  the  lav/  I  pick  up  the  telephone,  call 
up  the  apropriate  officer,  and  ask,  lh  my 
name  as  a  Senator  of  the  United  StAes, 
if  sonfething  can  be  done.  If  those  oflv,- 
cer/do  not  give  us  at  least  a  friendl; 
>onse,  we  are  the  first  to  criticize 
Lem.  If  they  look  into  the  question 
'and  try  to  ascertain  whether  or  not 
something  can  be  done,  and  later  on  we 
find  the  constituents  were  unworthy  or 
were  crooks  or  were  violating  the  law 
at  least  in  spirit,  we  point  at  the  admin¬ 
istrative  officer. 

I  think  we  ought  to  recognize  that  we 
all  share  the  burdens  and  responsibilities 
of  government,  and  it  is  not  fair  to  single 
out  a  man,  before  he  has  been  heard,  for 
any  unfair  condemnation  or  treatment. 

I  make  this  statement  after  hearing- 
two  Senators  speak  for  Mr.  Murphy.  I 
did  not  know  his  name  was  going  to  be 
mentioned.  I  have  been  disturbed  over 
the  fact  that  his  name  has  been  men¬ 
tioned  in  the  press,  and  he  has  not  been 
given  a  chance  to  reply.  Perhaps  he 
now  will  be  given  a  chance. 

I  express  my  respect  to  the  able  Sena¬ 
tor  from  Oregon  for  his  willingness  t» 
speak  out  in  this  matter,  and  to  the 
Senator  from  North  Carolina,  who  is  a 
member  of  the  committee  that  heard 
some  of  the  evidence.  The  Senator  from 


North  Carolina  is  a  jurist  second 
none,  and  as  a  lawyer  he  has  a  sense  of 
fair  play.  Their  testimony  means 
to  me,  and  I  know  it  will  to  Mr.  Murp 

Mr.  MORSE.  I  thank  the  Ser  ' 
very  much  for  the  statement  he  has 
made.  I  expected  it  of  him.  I  appreciate 
it.  I  am  sure  it  has  greatly  strengthened 
the  record  I  am  seeking  to  /nake  here 
this  afternoon. 

Mr.  President,  I  have  tw6  more  letters 
I  wish  to  read,  and  then  will  yield  the 
floor.  I  express  my  appreciation  to  the 
Senator  from  Nevada/IMr.  Cannon]  and 
the  Senator  from  ylrginia  [Mr.  Byrd] 
for  their  cooperation  in  making  it  pos¬ 
sible  for  me  to  m&ke  this  statement. 

The  next  letter  is  one  also  in  reply  to 
my  letter  of  August  22.  It  is  dated  Au¬ 
gust  27,  1962;  and  reads  as  follows: 

National  Council  of  Parmer  Co- 
opmCatives, 

/ Washington ,  D.C.,  August  27,  1962. 
Hon.  Wayne  Morse, 

U.S.JSenate, 

WaAiington,  D.C. 

/Dear  Senator  Morse:  I  have  discussed 
.your  letter  of  August  22  with  leaders  in  our 
/organization  who  feel  that  we  should  heed 
Mr.  Murphy’s  own  appeal  that  no  conclusions 
he  drawn  with  respect  to  his  official  action 
in  the  Estes  case  until  he  has  been  heard. 

I  feel  this  is  a  wise  admonition  and  one 
which  is  in  line  with  our  mutual  friend’s 
being  willing  to  let  the  facts  speak  for 
themselves. 

Kindest  personal  regards. 

Sincerely, 

Homer  L.  Brinkley, 
Executive  Vice  President. 

My  last  letter,  one  I  received  from 
Claude  R.  Wickard,  former  Administra¬ 
tor  of  REA,  and  recognized  as  one  of  the 
great  agricultural  leaders  of  our  time 
and  our  century,  reads  as  follows: 

Dear  Senator:  As  a  member  of  President 
Kennedy’s  National  Agricultural  Advisory 
Commission,  I  have  been  in  a  good  position 
to  observe  the  outstanding  public  service  of 
the  Honorable  Charles  S.  Murphy  in  his  posi¬ 
tion  as  Under  Secretary  of  Agriculture.  He 
is  performing  the  duties  of  this  office  with 
efficiency,  effectiveness,  courtesy,  and  in 
keeping  with  the  highest  ethics. 

His  service  is  exactly  the  kind  to  be  ex¬ 
pected  from  a  man  of  great  ability,  a  deep 
sense  of  responsibility  of  public  office,  and 
thXhighest  integrity. 

In\cknowledgement  of  your  own  honor¬ 
able  record  of  public  service  and  with  very 
best  wishes,  I  am, 

MoXi  sincerely  yours, 

Claude  R.  Wickard. 

I  took  thfese  few  moments  today  to 
make  this  stXement  in  behalf  of  Mr. 
Murphy  out  of  r»y  sincere  friendship  for 
him,  as  I  said  atXle  beginning,  my  per¬ 
sonal  knowledge  oV his  record  in  many 
official  capacities,  anS  my  satisfaction  of 
his  dedication  to  the Xjublic  interest.  I 
did  it  because,  finding  Xlriend  in  whom 
I  had  the  confidence  tha\l  have  in  Mr. 
Murphy,  under  the  type  of^ublic  attack 
being  made,  I  could  do  no  less 

I  want  to  say,  as  I  close,  iNwill  sleep 
better  tonight  with  my  conscience  than 
I  would  have  if  I  had  hesitated  oXf ailed 
to  speak  out  when  a  friend  is  undec  at¬ 
tack. 

Mr.  SPARKMAN  and  Mr.  CARROI 
addressed  the  Chair. 
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Mr.  SPARKMAN.  That  is  very  fine. 
I  am  glad  the  Senator  put  the  letter/  in 
the  Record. 

Mr.  CARROLL.  Mr.  President/  will 
the  Senator  yield? 

Mr.  MORSE.  Mr.  President,/!  yield 
to  the  Senator  from  Colorado  Aith  the 


as  I  can. 

Mr.  CARROLL.  Mr.  Pi/sident,  I  rise 
also  to  commend  the  abl /  Senator  from 
Oregon.  I  have  not  hea/d  his  full  pres¬ 
entation  about  Charle/  Murphy,  but  I 
assume  he  has  been  discussing  the  back¬ 
ground  of  Charles  Murphy.  I  believe 
he,  years  ago,  was  a  legislative  drafts¬ 
man  for  the  U.S.  Senate. 


Mr.  MORSE, 
eral  counsel  in 
service. 

Mr.  CARRO: 
sion.  Some 


fe  was  assistant  gen¬ 
ii-  legislative  drafting 
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Mr 'MORSE.  I  yield  first  to  the  Sen¬ 
ator  frW  Alabama.  Then  I  will  yield 
to  the  Senator  from  Colorado. 

Mr  SPARKMAN.  I  commend  the 
Senator  frohj  Oregon  for  speaking  as  he 
has  I  have' followed  the  press  reports 
from  time  to'time.  I  often  wondered 
when  Charlie  Murphy  was  going  to  be  understanding  that  I  shall  not  lose  my 
given  an  opportunity  to  answer  these  right  to  the  floor  by  so  doin/  although 
charges.  \  I  will  seek  to  give  up  the  fl/6or  as -soon 

I  have  known  Charlie  Murphy  for  a 
great  many  years.  I  laave  known  him  to 
be  a  man  of  ability,  a\nan  dedicated  to 
whatever  work  he  undertakes. 

I  understand  the  Senator  has  put 
some  letters  into  the  Recor 

Mr.  MORSE.  May  I  interrupt  the 
Senator  a  moment?  The  Senator  was 
not  in  the  Chamber,  and  I  said  that  I 
was  going  to  put  in  the  Record  a\copy  of 
a  letter  which  was  sent  to  a  colleague  of 
mine,  but  because  I  had  not  had  ala  op¬ 
portunity  to  talk  to  that  colleague  Iwas 
omitting  his  name  from  the  Record.\  I 
am  ahead  of  the  Senator,  I  think.  I 
lieve  he  is  about  to  refer  to  the  letter? 

The  letter  is  in  the  Record,  but  the  Sen¬ 
ator’s  name  was  not  used  in  connection 
with  it,  because  I  would  not  deal  with 
my  colleagues  in  that  way. 

Mr.  SPARKMAN.  I  was  going  to  ask 
the  Senator  to  permit  that  letter  to  go 
into  the  Record,  because  it  is  a  fine  let¬ 
ter.  I  am  not  sure  the  Senator  identified 
the  writer. 

Mr.  MORSE.  Yes,  I  identified  the 
writer.  I  think  the  letter  ought  to  be  in 
the  Record  now,  offered  by  the  Senator 
from  Alabama,  himself.  My  previous 
reading  of  it,  I  believe,  should  stand,  be 
cause  I  made  certain  comments  at  th 
time  I  read  it,  but  I  would  appreciate/ 1 
very  much  if  the  Senator  would  insert 
the  letter  in  the  Record  at  this  poin 

Mr.  SPARKMAN.  The  letter  t d  me 
was  from  Alexander  Nunn,  who  /s  the 
executive  editor  of  the  Progressive 
Farmer.  The  Progressive  Farmer  is  one 
of  the  leading  farm  publications.  It  is 
one  of  the  best  farm  publicati/ns  in  the 
entire  United  States. 

Mr-  Nunn,  who  is  a  friend'  of  mine,  a 
citizen  of  my  State,  has  w/itten  a  very 
strong  letter  to  me.  I  pi/sume  that  is 
the  letter  the  Senator  puyin  the  Record. 

Mr.  MORSE.  Yes. 

Mr.  SPARKMAN,  /id  the  Senator 
put  in  the  Record  a  /opy  of  the  letter 
which  the  editor  of  the  Progressive 
Farmer  wrote  to  th/ President? 

Mr.  MORSE,  y/s.  I  put  that  letter 
in,  too. 

Mr.  SPARKMAN.  I  am  glad  the 
Senator  did. 

I  should  lik/to  read  one  sentence,  for 
I  think  it  is  significant. 

We  believe /that  Secretary  Freeman  and 
his  associate/ are  doing  more  than  any  other 
USDA  team/n  our  lifetime  to  fight  skillfully 
and  effec/vely  the  battles  of  working 
farmers. 
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The  letter  is  signed  by  the  entire  edi¬ 
torial  /oard  of  the  Progressive  Farmer. 

Mr/  MORSE.  I  thank  the  Senator 
fromf  Alabama  very  much.  I  appreciate 
ms/statement.  I  hope  he  will  under - 
n-e  Tl<^Xot  use  his  name  here¬ 

to  rio  1  dld  not  have  his  Permis- 


That  was  my  impres- 
years  ago  I  first  knew 
Charles  Murj/iy  intimately,  when  he  was 
a  special  counsel  for  President  Truman. 
I  can  say  w/thout  hesitation  or  equivoca- 
1  ion  that  J  have  never  met  a  more  con- 
sctentiou/  public  servant.  He  was  a 
quiet  ana  studious  scholar,  on  the  legis¬ 
lative  /ide  of  the  President.  He  was 
not,  a/we  used  to  say  in  those  days,  on 
the  /optical  side  of  the  White  House, 
rather  nb  was  on  the  counseling  side,  the 
leg/lativev  drafting  side.  He  was  a 
qt/et,  unassuming,  intelligent  man,  a 
dicated  public  servant  of  excellent 
haracter  and.  integrity. 

I,  too,  have  Vondered,  as  I  have  read 
the  articles  inNthe  newspapers,  when 
Charles  Murphy  Vcmld  be  given  an  op¬ 
portunity  to  be  heakd,  to  present  his  side 
of  the  case.  I  am  happy  to  be  able  to  say 
that  as  I  walked  through  the  corridors 
toward  the  Senate  Charbber  today  I  acci¬ 
dentally  met  the  chairmX?  of  the  perma¬ 
nent  Subcommittee  on  Nlnvestigations 
[Mr.  McClellan]  and  I  asked,  “When  is 
Charles  Murphy  going  to  be  given  an  op¬ 
portunity  to  testify?”  He  said,  ‘This 
afternoon.  There  is  one  other  Mtness  to 
appear  before  him,  and  Charles  Murphy 
will  be  second.”  I  have  forgottati  the 
name  of  the  first  witness. 

Mr.  MORSE.  I  have  pointed  thatVit 

Mr.  CARROLL.  I  am  happy  that  nje 
Senator  from  Oregon  has  done  so. 

I  wish  to  associate  myself  with  the 
Senator’s  remarks.  I  think  this  is  the 
time  to  speak.  When  we  find  men  we 
know  to  be  dedicated  public  servants,  we 
should  try  to  help  lay  the  foundation;  to 
help  pave  the  way  for  a  fair  hearing,  so 
that  they  may  present  their  testimony 
fully.  They  should  not  be  prejudged,  but 
should  be  given  a  fair  opportunity  to 
present  their  side  of  the  matter. 

I  join  with  the  Senator  from  Oregon 
in  this  presentation,  which  he  has  made 
in  his  usual  courageous  fashion. 

Mr.  MORSE.  I  thank  the  Senator 
from  Colorado  very  much.  He  states  my 
case  more  eloquently  than  I  can  myself. 

Mr.  President,  I  yield  the  floor. 
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pi  on  to  do  so. 


REVENUE  ACT  OF  1962 

The  Senate  resumed  the  considera¬ 
tion  of  the  bill  (H.R.  10650)  to  amend 
the  Internal  Revenue  Code  of  1954  to 


provide  a  credit  for  investment  in  certain 
depreciable  property,  to  eliminate  cer¬ 
tain  defects  and  inequities,  and  for  other 
purposes. 

Mr.  BYRD  of  Virginia.  Mr.  President, 
it  is  the  understanding  of  the  Senator 
from  Virginia  that  it  is  in  order  to  offer 
an  amendment  to  the  pending  bill  to 
strike  the  investment  tax  credit  provi¬ 
sion,  and  that  such  an  amendment  will 
be  the  pending  question.  I  offer  the 
amendment  on  behalf  of  myself  and 
other  Senators. 

The  PRESIDING  OFFICER  (Mr. 
Hickey  in  the  chair) .  The  amendment 
will  be  stated  for  the  information  of  the 
Senate. 

The  Legislative  Clerk.  On  page  8, 
beginning  with  line  8,  it  is  proposed  to 
strike  out  all  through  line  16  on  page  38. 

Mr.  BYRD  of  Virginia.  Mr.  President, 
I  have  already  discussed  this  amendment 
at  length.  I  will  make  a  very  brief  addi¬ 
tional  statement. 

I  wish  to  state  again  that  I  am  opposed 
to  the  investment  credit  because  it  is  dis¬ 
criminatory,  because  its  value  and  its 
need  as  a  stimulant  to  the  so-called 
economic  growth  are  both  questionable 
and  doubtful,  and  because  it  would  sub¬ 
stantially  increase  the  budget  deficit. 

Since  the  bill  passed  the  House,  the 
administration  has  issued  regulations 
substantially  expediting  depreciation 
deductions.  This,  it  is  estimated,  will 
lose  $1.5  billion  of  tax  revenue.  The  in¬ 
vestment  credit  would  reduce  the  reve¬ 
nue  by  $1.2  billion,  thus  making  a  total 
of  $2.7  billion,  all  of  which,  as  it  now 
appears,  probably  would  be  added  to  the 
public  debt. 

For  the  first  time  in  my  nearly  30  years 
of  membership  on  the  Senate  Commit¬ 
tee  oh  Finance,  I  have  found  it  neces¬ 
sary  to  present  individual  views  on  a  bill 
reported  by  the  committee.  In  those 
individual  views  I  was  joined  by  the  Sen¬ 
ator  from  Tennessee  [Mr.  Gore],  the 
Senator  from  Delaware  [Mr.  Williams], 
and  the  Senator  from  Nebraska  rMr. 
Curtis]. 

Mr.  SALTONSTALL.  Mr.  President, 
will  the  Senator  yield  for  a  question? 

Mr.  BYRD  of  Virginia.  I  yield. 

Mr.  SALTONSTALL.  The  Senator 
used  the  word  “discriminatory.”  Could 
the  Senator  go  into  that  a  little  more 
fully?  I  have  in  mind  particularly  the 
question  in  regard  to  a  firm,  let  us  say, 
which  needed  to  enlarge  its  building  a 
little  further  to  improve  its  facilities, 
which,  as  I  understand  it,  would  not  be 
given  any  benefit,  although  a  firm  which 
had  the  bricks  and  mortar  but  needed  a 
new  machine  would  get  benefit  of  the 
provision,  even  though  the  two  firms 
might  be  competing  against  each  other. 

Mr.  BYRD  of  Virginia.  The  Senator 
from  Massachusetts  is  correct  to  a  cer¬ 
tain  extent.  This  provision  would  not 
apply  to  buildings.  It  would  apply  only 
to  equipment  and  machinery.  It  would 
be  discriminatory  in  the  sense  that  some 
-^companies  would  install  machinery  and 
other  companies,  perhaps,  would  not. 
That  would  make  it  discriminatory. 

It  would  be  discriminatory  in  another 
respect.  That  is,  if  no  profits  were  made 
by  a  company,  then  the  company  could 
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not  take  the  tax  credit.  In  my  judg¬ 
ment,  it  would  be  to  the  advantage  of 
the  big  companies,  of  the  wealthy  com¬ 
panies,  which  usually  have  a  profit  on 
which  to  take  the  tax  credit.  The  strug¬ 
gling,  smaller  companies  might  not  have 
a  profit.  In  that  event,  they  would  not 
get  one  cent  from  the  investment  tax 
credit  provision. 

Mr.  SALTONSTALL.  Then  the  Sen¬ 
ator’s  opposition  to  this  business  incen¬ 
tive,  so-called,  is  because  he  feels  it  would 
not  be  fair,  because  it  would  bring  about 
a  great  reduction  in  the  revenues  of  the 
Government,  and  because  in  his  opinion 
it  would  not  bring  a  business  incentive. 

Mr.  BYRD  of  Virginia.  That  covers 
one  of  the  objections.  Another  objec¬ 
tion  is  that  it  is  another  “gadget”  to  be 
added  to  our  tax  laws. 

The  Senator  from  Virginia  thinks  that 
the  best  encouragement  is  provided  by 
the  regular  depreciation  base  as  it  now 
exists.  This  is  better  than  going  into  an¬ 
other  method — a  tax  credit — which,  as 
the  Senator  from  Massachusetts  knows, 
is  entirely  different  from  a  tax  deduc¬ 
tion  through  depreciation. 

I  think  what  the  businessmen  desire, 
so  far  as  I  can  ascertain  their  desire — 
incidentally,  practically  all  of  the  big 
business  organizations  opposed  this  tax 
credit  provision — is  liberalization  of  the 
regular  depreciation  schedule  and  then, 
if  possible,  a  reduction  of  the  corpora¬ 
tion  income  tax  rate.  They  do  not  wish 
for  us  to  go  into  a  new  field  which  would 
be  applicable,  I  would  say,  only  to  a  mi¬ 
nority  of  corporations. 

Mr.  SALTONSTALL.  And  the  new 
provision,  if  put  into  force,  would  be  very 
difficult  to  administer  fairly,  because  of 
the  various  questions  involved,  as  to 
what  would  come  within  the  provision 
and  what  would  not. 

Mr.  BYRD  of  Virginia.  I  think  that 
is  correct,  although  it  is  confined  to  ma¬ 
chinery  and  equipment.  For  example, 
slot  machines  and  gambling  devices 
would  come  under  that  provision.  After 
going  into  the  question  very  thoroughly, 
I  did  something  which,  as  I  have  said, 
I  have  never  done  in  30  years.  I  thought 
the  proposal  was  so  important,  since  it 
would  lead  into  another  field,  that  with 
three  other  members  of  the  Senate  Fi¬ 
nance  Committee  I  brought  in  minority 
views  against  the  position  of  the  com¬ 
mittee.  The  investment  credit  provision 
was  adopted  in  the  committee  by  a  vote 
of  10  to  7. 

Mr.  SALTONSTALL.  As  the  Senator 
brought  out,  the  proposal  might  be  dis¬ 
criminatory.  It  would  not  be  fair,  be¬ 
cause  it  would  not  give  everyone  the 
same  treatment. 

Mr.  BYRD  of  Virginia.  The  provision 
would  not  apply  equally.  My  dear  friend 
the  Senator  from  Oklahoma  [Mr.  Kerr], 
said  that  the  provision  was  not  a  sub¬ 
sidy.  I  say  that  it  would  be  a  subsidy 
because  one  would  obtain  a  certain  ben¬ 
efit  for  doing  a  certain  thing.  It  would 
be  just  as  much  a  subsidy  as  payments 
to  farmers  for  not  planting.  Business¬ 
men  would  be  required  to  do  a  certain 
thing  in  order  to  get  the  special  benefit, 
whether  it  is  called  subsidy  or  something 
else.  I  do  not  think  that  is  the  right 
course. 


Furthermore,  if  the  provision  were  ap¬ 
plied  to  machinery  and  equipment,  I 
think  it  would  have  to  apply  also  to 
buildings,  because  it  is  not  logical  that  a 
businessman  or  a  corporation  should  put 
new  machinery  into  an  antiquated  build¬ 
ing.  If  the  provision  were  applied  to 
buildings,  it  would  add  another  $500 
million  to  $800  million  to  the  deficit. 

Mr.  SALTONSTALL.  From  our  point 
of  view  in  Massachusetts,  the  provision 
would  seem  to  me  not  to  be  fair.  I  hope 
I  am  correct.  Many  of  our  buildings 
are  old.  Many  of  our  buildings  would 
have  to  be  remodeled  in  order  to  be  use¬ 
ful  for  the  installation  of  new  machinery. 
If  I  read  the  amendment  correctly,  the 
provision  would  not  help  those  industries 
at  all. 

Mr.  BYRD  of  Virginia.  It  would  not 
help  the  company  in  reference  to  the 
building  at  all. 

Mr.  SALTONSTALL.  I  thank  the 
Senator. 

Mi-.  GORE.  Mr.  President,  will  the 
Senator  yield? 

Mr.  BYRD  of  Virginia.  I  yield. 

Mr.  GORE.  The  Senator  has  referred 
to  the  proposal  as  a  new  “gimmick”  in 
a  tax  law.  I  think  that  is  a  point  that 
has  not  been  sufficiently  emphasized. 
Does  not  the  proposal  in  fact  provide 
a  credit  directly  against,  not  taxable  in¬ 
come,  but  against  taxes  owed? 

Mr.  BYRD  of  Virginia.  It  would  be 
a  credit  against  taxes  owed.  In  other 
words,  it  would  not  be  a  deduction.  It 
would  be  a  tax  credit.  After  a  cor¬ 
poration  or  a  businessman  ascertained 
what  he  owed,  he  would  receive  a  credit 
against  his  tax.  It  would  be  entirely 
different  from  the  deduction  under  the 
regular  system  of  depreciation. 

Mr.  GORE.  That  is  why  the  Senator 
calls  the  proposal  a  gimmick.  It  is  not 
an  ordinary  provision  by  which  taxable 
income  is  determined. 

Mr.  BYRD  of  Virginia.  As  the  Sen¬ 
ator  from  Tennesee  brought  out  when  I 
first  presented  the  question  in  the  minor¬ 
ity  views,  under  the  House  bill  it  would 
result  in  giving  a  114-percent  deduction. 
This  is  because  the  investment  credit  is 
taken  on  income  taxed  at  a  rate  of  up  to 
52  percent.  It  would  amount  to  twice 
as  much  as  a  regular  expense  deduction. 

Mr.  GORE.  In  other  words,  the  pro¬ 
vision  would  give  to  those  fortunate 
enough  to  take  advantage  of  it  a  deduc¬ 
tion  of  more  than  100  percent  of  the 
amounts  contained  herein. 

Mr.  BYRD  of  Virginia.  The  Senator 
is  correct. 

Mr.  GORE.  Was  there  not  ample 
testimony  before  our  committee  that  the 
cash  position  of  American  corporations 
was  unusually  good — in  fact,  better  than 
at  any  other  time  in  our  history? 

Mr.  BYRD  of  Virginia.  I  think  it  was.  % 
The  Senator  from  Tennessee  brought 
out  the  fact  that  the  U.S.  Chamber  of 
Commerce,  the  National  Association  of 
Manufacturers,  the  American  Farm  Bu¬ 
reau,  and  the  Farmers  Union  were 
among  the  opponents  of  the  measure.. 
The  AFL-CIO  representative  made  one 
of  the  most  masterly  presentations 
against  the  proposal  of  all  the  witnesses 
who  appeared. 

Mr.  GORE.  If  there  is  a  need  for 
more  production  facilities — and  the  cash 


position  of  American  business  is  now  the 
best  in  history — how  can  we  assume  that 
if  by  the  proposed  tax  reduction,  tax 
subsidy,  tax  benefit,  windfall,  or  what¬ 
ever  we  wish  to  call  it,  we  should  im¬ 
prove  their  cash  positions,  the  result 
would  be  a  vast  amount  of  investment 
in  plant? 

Mr.  BYRD  of  Virginia.  I  do  not  think 
we  can.  I  do  not  think  that  will  be  the 
deciding  factor.  If  a  company  receives 
7  percent  credit  to  put  in  new  machinery 
a  businessman  would  be  very  unwise  to 
make  that  controlling  point.  He  must 
have  need  for  the  machinery.  If  he  has 
need  for  it,  he  can  put  it  in  and  take  off 
in  his  tax  return  the  regular  deprecia¬ 
tion,  which  has  now  been  substantially 
expedited. 

Mr.  GORE.  Is  it  not  the  fact  that  the 
recent  liberalization  in  the  depreciation 
schedules  made  depreciation  as  rapid  as 
anyone  could  realistically  advocate? 

Mr.  BYRD  of  Virginia.  I  think  so. 
We  shall  lose  $1,500  million  in  1  year. 
The  amount  will  probably  increase  as 
the  years  go  by. 

Mr.  GORE.  In  order  to  summarize,  I 
ask  the  Senator  if  we  have  a  great  deal 
of  idle  plant  capacity  and  unused  pi’o- 
duction  facilities  now.  if  there  is  ample 
cash  reserves  in  American  business  to 
build  whatever  new  plant  and  facilities 
economic  conditions  will  justify,  and  if 
the  depreciation  schedules  have  been 
revised  within  the  past  few  weeks  so  as 
to  be  as  generous  as  anyone  has  ever 
advocated,  so  far  as  I  know,  what  justi¬ 
fication  is  there  to  pile  on  top  of  the 
generous  depreciation  and  cash  reserves 
the  proposed  $1,300  million  windfall  to 
those  in  a  position  to  take  advantage 
of  it? 

Mr.  BYRD  of  Virginia.  I  do  not  see 
any  justification  for  it.  The  Senator 
from  Tennessee  and  I  have  frequently 
discussed  the  point.  The  action  we  took 
in  bringing  in  minority  views  was  not 
taken  without  due  study.  I  repeat  that 
it  was  the  first  time  in  30  years  that  I 
have  submited  minority  views. 

What  disturbs  me  is  that  the  big  giants 
of  the  industry,  that  always  have  a  profit, 
could  take  the  tax  credit.  But  the 
struggling  young  industries  which  are 
trying  to  compete  with  the  giants  fre¬ 
quently  do  not  make  a  profit,  and  there¬ 
fore  they  could  not  deduct  the  credit. 
It  would  be  a  dead  loss  for  such  com¬ 
panies. 

Mr.  GORE.  What  justification  is 
there  for  providing  a  7-percent  tax  credit 
to  gas  and  oil  pipeline  utilities  that  are 
regulated  and  that  are  assured  by  the 
regulations  of  a  reasonable  return  on 
investment? 

Mr.  BYRD  of  Virginia.  I  do  not  see 
any  justification. 


MESSAGE  FROM  THE  HOUSE 

A  messa^Bs^rom  the  House  of  Repre¬ 
sentatives,  byTtln  Maurer,  one  of  its 
reading  clerks,  alKmunced  that  the 
House  had  passed  thelsifi  (S.  3327)  to 
make  certain  federally  impacted  areas 
eligible  for  assistance  under  tbe^public 
facility  loan  program,  with  amendnhs^s, 
in  which  it  requested  the  concurrence  of 
the  Senate. 
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TheVn&ssage  also  announced  that  the 
iH&c 


House  had  passed  the  following  bills  and 
joint  resolution,  in  which  it  requested  the 
concurrence  of  the  Senate : 

H  R  11099.  \n  act  to  amend  the  Public 
Health  Service \ct  to  provide  for  the  estab¬ 
lishment  of  an  Institute  of  Child  Health  and 
Huma Develop ni on t,  and  for  other  pur- 
poses;  \ 

H.R.  12577.  An  act  tP  place  authority  over 
the  trust  powers  of  national  banks  in  the 
Comptroller  of  the  Currency; 

H.R.  12628.  An  act  to  'provide  additional 
funds  under  section  202(aJS(4)  of  the  Hous¬ 
ing  Act  of  1959,  and  to  amend  title  V  of  the 
Housing  Act  of  1949,  in  order  \o  provide  low 
and  moderate  cost  housing,  both  urban  and 
rural,  for  the  elderly;  , 

H.R.  12899.  An  act  to  amend  section  5155 
of  the  Revised  Statutes  relating  Nx>  bank 
branches  which  may  be  retained  updn  con¬ 
version  or  consolidation  or  merger;  ai 

H.J.  Res.  864.  Joint  resolution  making \on- 
tinuing  appropriations  for  the  fiscal  yfcar 
1963,  and  for  other  purposes. 

HOUSE  BILLS  AND  JOINT  RESOLU¬ 
TION  REFERRED 

The  following  bills  and  joint  resolution 
were  severally  read  twice  by  their  titles 
and  referred,  as  indicated: 

H.R.  11099.  An  act  to  amend  the  Public 
Health  Service  Act  to  provide  for  the  estab¬ 
lishment  of  an  Institute  of  Child  Health  and 
Human  Development,  and  for  other  pur¬ 
poses;  to  the  Committee  on  Labor  and  Pub¬ 
lic  Welfare. 

H.R.  12577.  An  act  to  place  authority  over 
the  trust  powers  of  national  banks  in  the 
Comptroller  of  the  Currency; 

HB,  12628.  An  act  to  provide  additional 
funds  under  section  202(a)  (4)  of  the  Hous¬ 
ing  Act  of  1959,  and  to  amend  title  V  of  the 
Housing  Act  of  1949,  in  order  to  provide  low 
and  moderate  cost  housing,  both  urban  and 
rural,  for  the  elderly; 

H.R.  12899.  An  act  to  amend  section  5155 
of  the  Revised  Statutes  relating  to  bank 
branches  which  may  be  retained  upon  con¬ 
version  or  consolidation  or  merger;  to  the 
Committee  on  Banking  and  Currency. 

H.J.  Res.  864.  Joint  resolution  making  con¬ 
tinuing  appropriations  for  the  fiscal  year 
1963,  and  for  other  purposes;  to  the  Com¬ 
mittee  on  Appropriations. 

Subsequently,  Mr.  Hayden,  from  the 
Committee  on  Appropriations,  reported 
favorably,  without  amendment,  the 
above  joint  resolution,  and  submitted 
report  (No.  1978)  thereon,  which  repo> 
was  ordered  to  be  printed,  and  the  j^mt 
resolution  placed  on  the  calendar. 


THE  NEED  FOR  A  CENSUS /OF  EN¬ 
GINEERS  AND  SCIENTISTS 

Mr.  CANNON.  Mr.  President,  several 
times  during  the  past  few  inonths  I  have 
addressed  the  Members  /i  this  body  on 
a  subject  that  I  consider  to  be  of  critical 
importance  to  the  national  security — 
the  continuing  shortage  of  scientists  and 
engineers. 

Recently  available  statistics  on  the  en¬ 
rollment  and  graduation  of  engineering 
students  in  our  colleges  and  universities 
have  not  onjty  borne  out  the  seriousness 
of  this  problem,  they  have  shown  that 
the  situation  is  continuing  to  worsen 
thP°wJ*amp*e’  recent  studies  made  by 
esthXgedeth^g^anpower  Commission 
heemgstudmt a h®  pr°P°rtion  of  engi- 
E  stbdents  among  incoming  fresh¬ 


men — which  has  been  steadily  drop¬ 
ping — would  continue  to  drop,  probably 
below  7  percent.  Data  now  available 
from  the  Office  of  Education  show  the 
actual  figure  to  be  6.6  percent. 

In  absolute  figures,  the  number  of 
freshmen  enrolled  in  engineering  in  1961 
stood  at  almost  the  same  number  that 
enrolled  in  1960,  roughly  67,500.  The 
number  of  engineers  graduating  in  1961 
was  36,000,  compared  with  42,000  in 
1951. 

To  me  it  seems  nothing  less  than  to 
be  courting  national  disaster  if  we  con¬ 
tinue  to  let  this  trend  go  on  without 
taking  some  steps  to  rectify  the  situ¬ 
ation. 

This  same  problem  also  appears  to 
greatly  concern  President  Kennedy  and 
some  time  ago  at  his  press  conference, 
he  dutifully  stated  the  situation,  much 
as  I  have  just  done,  and  assigned  sev¬ 
eral  Government  agencies  the  task  of  in¬ 
vestigating  the  problem  and  making 
recommendations  concerning  its  solu¬ 
tion. 

was  at  his  news  conference  of  last 
January  19;  and  this  is  what  the  Presi¬ 
dent  said: 

One  of  the  most  critical  problems  fachfg 
the  nation  is  the  inadequacy  of  the  supply 
of  scientins  and  technical  manpower. 


And  he  went  on : 

Because  of  tan  seriousness  of  thijf  problem 
for  the  long-range  future  of  kne  United 
States,  I  have  aSked  my  Science  Advisory 
Committee,  in  cooperation  wira  the  Federal 
Council  for  ScienceVnd  Technology,  to  re¬ 
view  available  studied  and'  other  pertinent 
information,  and  to  repoDt  to  me  as  quickly 
as  possible  on  the  specifics. measures  that  can 
be  taken  within  and  /witHbut  the  Govern¬ 
ment  to  develop  the  liecessdry  well-qualified 
scientists  and  engineers  and  technicians. 

*  *  *  In  undertaking  this  task  me  Committee 
will  draw  on  the  sravice  and  assistance  of  indi¬ 
viduals  and  agencies,  including  the  National 
Academy  of  Sciences,  which  will  shortly  be¬ 
gin  at  my  request  a  new  study  of  scientific 
and  technical  manpower  utilization. 

Yet, /0  months  later,  after  this  pre¬ 
cise  directive  from  the  President  hire- 
self /virtu  ally  nothing  concrete  has  beer 
done.  The  most  the  Federal  Council  of’’ 
lienee  and  Technology  can  point  to 
Is  a  vague  reference  to  a  committee. 

The  “new  study  of  scientific  technical 
manpower  utilization,”  supposedly  being 
midertaken  by  the  National  Academy  of 
Sciences,  is  equally  lost  in  the  bureau¬ 
cratic  mire. 

If  one  investigates  further,  he  runs  in¬ 
to  a  veritable  thicket  of  studies,  projec¬ 
tions,  reports,  and  assessments — all  of 
which  add  up  to  little  more  than  a  series 
of  endless  dialogs  between  well-mean¬ 
ing  but  ineffectual  individuals  and 
gi'oups  who  have  been  talking  this  way 
to  one  another  for  10  year's  or  more. 

But  this  is  no  time  to  indulge  in  un¬ 
productive  recriminations.  There  is 
much  too  important  a  matter  at  stake. 
The  essential  question  is:  Why  has 
nothing  been  done?  Why  is  our  scien¬ 
tific  and  technical  manpower  problem 
stuck  on  dead  center,  despite  urgent 
pleas  from  the  President  himself? 

One  reason,  I  would  like  to  suggest,  is 
that  no  one  seems  to  know  where  to  start. 
Statistics  in  this  field  have  become  sterile 
and  meaningless.  Projections  of  future 


engineering  graduates  by  the  Bureau 
Labor  Statistics,  for  example,  are  bas§ 
on  a  questionable  study  that  is  alrea 
10  years  old.  Vitally  important  infor¬ 
mation  such  as  the  number  of  techni¬ 
cians  in  industry  compared  to  the  num¬ 
ber  of  engineers,  can  only  be  guessed  at. 
We  do  not  even  know  the  number  of 
full-time  students  enrolled  at/the  techni¬ 
cal  institutes  in  the  Unitecr  States. 

Once  we  emerge  from/the  academic 
halls,  the  available  information  becomes 
even  more  meager.  It/seems  almost  un¬ 
believable  that  we  can  know  our  reserves 
of  a  raw  material  such  as  plutonium  or 
iron  ore  down  to  ar  gnat’s  hair,  but  when 
it  comes  to  another  of  our  most  precious 
resources — our/priceless  engineering  and 
scientific  talent — we  have  only  the  fog¬ 
giest  notioKt  as  to  where  these  people 
are  or  what  they  are  doing. 

The  nearest  thing  we  have  to  an  eval- 
uatioryof  our  scientific  and  technical 
personnel  is  the  register  which  the  law 
requires  the  National  Science  Founda¬ 
tion  to  maintain.  However,  this  register 
admittedly  incomplete  and  under¬ 
funded  and  depends  for  its  information 
on  gleanings  from  the  records  of  the 
various  technical  societies.  As  a  starting 
point  for  any  realistic  appraisal  of  our 
engineering  and  scientific  talent  it  is  ob¬ 
viously  insufficient.  Even  though  some 
progress  has  been  made  by  the  register 
recently,  the  efforts  do  not  represent  the 
kind  of  inventory  that  we  ought  to  have. 

As  long  ago  as  May  of  1959  this  so- 
called  register  was  sharply  criticized  by 
the  House  Committee  on  Science  and 
Astronautics.  Typical  of  the  comments 
voiced  at  that  time  was  the  criticism  of 
William  A.  Douglass,  president  of 
Careers,  Inc.,  who  said: 

I  don’t  see  how  this  Nation  can  properly 
assess  its  most  key  manpower  resources  if 
it  is  to  rely  on  the  scanty  information  pres¬ 
ently  available  to  it. 

The  Committee  on  Science  and  Astro¬ 
nautics  of  the  House  said  in  a  report 
issued  September  11, 1959: 

The  Register  of  Scientists  and  Technicians 
is  too  incomplete,  too  far  behind  time,  and 
places  too  little  emphasis  on  practical  expe¬ 
dience  to  be  of  broad  value.  It  has  been 
leged  that  the  manpower  studies  them- 
seVes,  based  on  incomplete  information,  can¬ 
not  \nrovide  adequate  data  for  either  cur- 
rent \urposes  or  as  a  means  of  anticipating 
national  scientific  needs. 

Over  aryears  ago  the  National  Science 
Foundation  gave  a  grant  to  the  Engineers 
Joint  Council  to  restudy  the  national 
register  in  Che  light  of  the  new  need 
for  more  detailed  and  factual  national 
engineering  manpower  information.  A 
special  committeKof  the  Engineers  Joint 
Council  was  formed  to  carry  out  the 
study.  In  summary.  this  was  the  con¬ 
clusion  of  that  study . 

First.  That  a  national  register  of  en¬ 
gineers  was  impossible  th  maintain  in  a 
useful  up-to-date  form  \nd  was  not 
recommended. 

Second.  That  a  register  mi&ht  be  ben¬ 
eficial  as  a  source  of  information  con¬ 
cerning  the  characteristics  of  tire  mem¬ 
bers  of  the  engineering  profession^  and 

Third.  That  great  value  coulck  be 
gained  from  a  comprehensive  sui\ey 
which  would  accurately  reveal  the  char- 
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tamNiool  to  help  us  decide  what  our  ac¬ 
tual  posture  is,  where  we  can  obtain 
these  people,  how  we  can  increase  the 
pipeline  supply,  and  how  we  can  best 
utilize  the! 

Mr.  PROitMIRE.  The  Senator  from 
Nevada  coulcPnot  be  more  correct.  That 
is  why  I  submitted  to  the  NASA  authori¬ 
zation  bill  the  Froxmire  amendment  to 
provide  for  a  scientific  manpower  study 
by  a  presidentially\appointed  Commis¬ 
sion.  Certainly  one  is  needed;  and  un¬ 
til  we  establish  these  priorities,  this  situ¬ 
ation  constitutes  our  gr^at  danger  and 
our  Achilles’  heel. 

I  thank  the  Senator  froriSNevada  very 
much  for  his  excellent  statement. 

Mr.  CANNON.  I  thank  tl\  Senator 
from  Wisconsin. 

Mr.  YARBOROUGH.  Mr.  Pr&ident, 
will  the  Senator  from  Nevada  yielti? 

Mr.  CANNON.  I  yield  to  the  Senator 

fvniYi 

Mr.  YARBOROUGH.  I  wish  to  joi 
in  congratulating  the  Senator  from  Ne¬ 
vada  for  his  contribution  to  our  con¬ 
sideration  of  the  important  subject  we 
have  been  discussing. 

I  wish  to  say  that  as  a  member  of  the 
Veterans’  Affairs  Subcommittee,  I  realize 
.the  necessity  for  the  kind  of  study  the 
Senator  from  Nevada  has  mentioned.  I 
also  wish  to  state  that  is  one  of  the 
reasons  why  those  of  us  who  have  co¬ 
authored  the  GI  Bill  of  Rights  have  been 
pushing  so  hard  for  its  passage  and  en¬ 
actment,  because  experience  has  shown 
that  among  the  GI’s  who  go  to  college, 
the  percentage  who  engage  in  scientific 
studies  is  greater  than  the  percentage 
among  other  groups,  because  many  of 
the  GI’s  worked  with  engineering  or  sci¬ 
ence  while  they  were  in  the  service. 
Therefore,  when  they  enter  college, 
many  of  them  engage  in  scientific  or 
engineering  studies— and  in  a  higher 
percentage  than  is  true  of  any  other 
comparable  group  of  college  students. 

In  connection  with  these  studies,  has 
the  Senator  from  Nevada  studied  the 
shortage  of  medical  doctors,  and  have 
his  studies  encompassed  the  field  of 
medicine? 

Mr.  CANNON.  No.  This  is  the  third 
of  a  series  of  talks  I  have  made  on  thi; 
subject;  and  they  have  been  specifical 
related  to  the  fields  of  engineering  and 
science.  They  do  not  relate  to/  the 
medical  field. 

Mr.  YARBOROUGH.  Mr.  P^fesident, 
again  I  wish  to  commend  ttys  Senator 
from  Nevada. 

I  should  like  to  say  tha#'  medicine  is 
another  field  in  which  We  are  lagging 
behind  in  training.  Four  years  ago  our 
medical  schools  graduated,  annually, 
7,000  medical  doctors;  but  in  the  same 
year  the  Russian'  Soviets  graduated 
16,000 — more  than  double  our  number. 
Of  those  16,000/14,000  were  for  domestic 
use;  but  2,00(/were  trained  in  the  lan¬ 
guages,  the  inores,  the  customs,  and  the 
religions  of  the  underdeveloped  coun¬ 
tries,  aruf  were  pledged  in  advance  to 
practice'medicine  in  those  countries,  and 
to  liWwith  the  people  there,  and  to  live 
in  whatever  type  of  housing  the  people 
th^re  are  accustomed  to  live  in.  Such 
2 tors  have  a  proclivity,  as  do  our  peo¬ 


ple,  to  live  in  good  housing,  both  when 
overseas  and  at  home.  But  they  were 
required  to  pledge  in  advance  that  when 
they  went  overseas  they  would  live  in 
the  type  of  housing  that  the  people  of 
those  countries  are  accustomed  to  live 
in. 

Furthermore,  in  that  year  our  country 
had  to  license  1,700  doctors  who  had 
come  from  abroad — in  addition  to  the 
1,600  graduates  of  American  medical 
schools  who  were  licensed  in  that  year. 
The  licensing  of  those  doctors  from 
abroad  was  necessary  in  order  to  make 
up  the  doctor  shortage  we  faced.  So  I 
wish  to  point  out  that  a  lag  also  exists  in 
the  field  of  education  in  medical  science. 

Certainly  I  shall  support  the  Senator’s 
efforts  to  have  a  survey  made  of  our  edu¬ 
cational  and  scientific  needs,  including 
the  need  for  more  doctors.  In  that  con¬ 
nection,  determination  should  be  made  of 
the  number  available  at  home  and  the 
number  we  can  spare  for  service  in  other 
parts  of  the  world  where  improved  medi¬ 
al  care  is  so  greatly  needed. 

congratulate  the  Senator  from 
NeVada  for  his  leadership  in  this  field 
anater  the  very  informative  speeches  h^ 
has  been  making  on  this  subject. 

Mr.  (SP\NNON.  I  thank  the  Senior 
from  Texas. 

Mr.  President,  I  yield  the  floor/ 


ENROLLED  BILLS  AND  JOINT 
RESOLUTION  SIGNED 

The  message  also  announced  that  tl 
Speaker  had  affixed  his  signature  to  bne 
following  enrolled  bills  and  joint  ^so¬ 
lution,  and  they  were  signed  by  the 
President  pro  tempore : 

S.  1606.  An  act  to  authorize  tja(e  Federal 
Power  Commission  to  exempt  small  hydro¬ 
electric  projects  from  certain  o^'the  licensing 
provisions  of  the  Federal  PcWer  Act; 

S.  3574.  An  act  to  extend  fene  International 
Wheat  Agreement  Act  of  1949; 

S.J.  Res.  29.  Joint  resolution  proposing  an 
amendment  to  the  ^Constitution  of  the 
United  States  relatirjg  to  the  qualifications 
of  electors; 

H.R.  3801.  An  ao€  to  authorize  the  Secre¬ 
tary  of  the  Arm/  and  the  Secretary  of  Agri¬ 
culture  to  make/joint  investigations  and  sur¬ 
veys  of  watershed  areas  for  flood  prevention 
or  the  conservation,  development,  utiliza¬ 
tion,  and  /disposal  of  water,  and  for  flood 
control  and  allied  purposes,  and  to  prepare 
joint  reports  on  such  investigations,  and  sur¬ 
veys  fm-  submission  to  the  Congress,  and  for 
other  purposes;  and 

H.R.  7638.  An  act  for  the  relief  of  Kim 
Hyung  In  Comstock. 


MESSAGEyFROM  THE  HOUSE 

A  message  from  the  House  of  Repre¬ 
sentatives,  by  Maurer,  one  of  its 
reading  clerks,  annmmcoa  that  the  House 
had  agreed  to  the  \mendment  of  the 
Senate  to  the  bill  (H/R\10743)  to  amend 
title  38,  United  States  Gpde,  to  provide 
increasees  in  rates  of  disability  compen¬ 
sation,  and  foi/other  purposes,  with  an 
amendment,  in  which  it  requested  the 
concurrence/of  the  Senate 

The  message  also  announced 'that  the 
House  had  agreed  to  the  amendment  of 
the  Senate  to  each  of  the  following\bills 
of  th/TIouse: 

H^.  1388.  An  act  for  the  relief  of  Tai  \a 
Liijrf;  and 

i.R.  11257.- An  act  to  amend  section  815, 
Crticle  15,  of  title  10,  United  States  Code, 
relating  to  non  judicial  punishment,  and  for 
other  purposes. 

The  message  further  announced  that 
the  House  had  severally  agreed  to  the 
amendments  of  the  Senate  to  the  follow¬ 
ing  bills  and  joint  resolution  of  the 
House : 

H.R.  5532.  An  act  to  amend  the  Armed 
Services  Procurement  Act  of  1947; 

H.R.  10431.  An  act  to  revise,  codify,  and 
enact  title  37  of  the  United  States  Code,  en¬ 
titled  “Pay  and  Allowances  of  the  Uniformed 
Services”; 

H.R.  10432.  An  act  to  amend  title  39,  United 
States  Code,  to  codify  certain  recent  public 
laws  relating  to  the  postal  service  and  to 
improve  the  Code; 

H.R.  10433.  An  act  to  amend  title  10, 
United  States  Code,  to  codify  recent  military 
laws,  and  to  improve  the  Code; 

H.R.  10931.  An  act  to  revise  and  codify  the 
general  and  permanent  laws  relating  to  and 
in  force  in  the  Canal  Zone  and  to  enact  the 
Canal  Zone  Code,  and  for  other  purposes; 
and 

H.J.  Res.  677.  Joint  resolution  relating  to 
the  admission  of  certain  adopted  children. 


APPLICATION  OF  CERTAIN  LAWS  TO 

AMERICAN  SAMOA— CONFERENCE 

REPORT 

Mr.  HUMPHREY.  Mr.  President,  on 
behalf  of  the  Senator  from  Washington 
[Mr.  Jackson],  I  submit  a  report  of  the 
committee  of  conference  on  the  disagree¬ 
ing  votes  of  the  two  Houses  on  the 
amendments  of  the  Senate  to  the  bill 
(H.R.  10062)  to  extend  the  application 
of  certain  laws  to  American  Samoa.  I 
ask  unanimous  consent  for  the  present 
consideration  of  the  report. 

The  PRESIDING  OFFICER.  The  re¬ 
port  will  be  read,  for  the  information  of 
the  Senate. 

The  legislative  clerk  read  the  report. 

(For  conference  report,  see  House  pro¬ 
ceedings  of  August  23,  1962,  pp.  16265- 
16266,  Congressional  Record.) 

The  PRESIDING  OFFICER.  Is  there 
objection  to  the  present  consideration- 
of  the  report? 

There  being  no  objection,  the  Senate 
roceeded  to  consider  the  report. 

Ir.  HUMPHREY.  Mr.  President,  as 
passed  by- the  House,  H.R.  10062  au¬ 
thorised  the  Governor  of  American 
SamoXyto  request  Federal  departments, 
corporations,  or  agencies  to  extend, 
without  Reimbursement,  scientific  and 
technical  assistance  to  promote  the  wel¬ 
fare  of  the  territory.  The  bill  also  au¬ 
thorized  the  extension,  upon  application 
by  the  Govern^  of  several  public  laws 
applicable  in  otner  U.S.  territories  to 
Samoa  They  arXdhe  National  School 
Lunch  Act,  the  Vocational  Education 
Act,  the  Library  Series  Act,  and  the 
Public  Health  Service  Apt. 

The  Senate  passed  the'bill  in  a  some¬ 
what  different  form.  The\rincipal  dif¬ 
ference  in  the  Senate  version  was  that 
the  request  for  technical  ^assistance 
would  be  made  by  the  Secretary  of  the 
Interior,  rather  than  by  the  Governor 
of  American  Samoa;  and  the  programs 
extended  through  the  various  la\V^  I 
have  just  mentioned  would  become 
fective  upon  enactment  of  the  bill. 
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House  conferees  and  the  Senate 
conferees  have  agreed  that  authority  to 
request  technical  assistance  from  other 
departments  shall  rest  with  the  Secre¬ 
tary  fef  the  Interior,  instead  of  the  Gov¬ 
ernor  of  Samoa.  It  has  also  been  agreed 
that  benefits  from  the  School  Lunch  Act 
and  the  other  acts  included  in  the  bill 
shall  net  become  effective  except  upon 
request  of  the  Secretary  of  the  Interior 
made  to' the  Secretary  of  Agriculture 
and  to  the  Secretary  of  Health,  Educa¬ 
tion,  and  Welfare. 

I  presents  this  report  on  behalf  of  the 
distinguished  junior  Senator  from 
Washington \[ Mr.  Jackson]. 

The  PRESIDING  OFFICER.  The 
question  is  o\a  agreeing  to  the  report. 

The  report  was  agreed  to. 


ELIGIBILITY 
ALLY  IMPA 
SISTANCE 
ITY  LOAN 


PR< 

Mr.  sparkma: 
request  that  the  C 
Senate  amendments 
resentatives  to  S.  332 
The  PRESIDING 
fore  the  Senate  the 
House  of  Representati 
3327)  to  make  certain 


F  CERTAIN  FEDER- 
ED  AREAS  FOR  AS- 
ER  PUBLIC  FACIL- 
GRAM 


Mr.  President,  I 
air  lay  before  the 
the  House  of  Rep- 


FFICER  laid  be- 
endments  of  the 
s  to  the  bill  (S. 
federally  impacted 


areas  eligible  for  assistance  under  the 
public  facility  loan  program,  which 
were,  to  strike  all  after\the  enacting 
clause  and  insert: 

That  paragraph  (4)  of  sectiorl 202(b)  of  the 
Housing  Amendments  of  1955  amended  by 
inserting  immediately  after  “Abt”  the  fol¬ 
lowing:  “,  or  in  the  case  of  a\comm unity 
in  or  near  which  is  located  a  research  or 
development  installation  of  tha  National 
Aeronautics  and  Space  Administration”. 

And  to  amend  the  title  so  as  to  read: 

An  Act  to  make  eligible  for  assistance 
under  the  public  facility  loan  program  cer¬ 
tain  areas  where  research  or  development 
installations  of  the  National  Aeroriautics 
and  Space  Administration  are  located.' 

Mr.  SPARKMAN.  Mr.  President,  I 
move  that  the  Senate  concur  in  \he 
House  amendments. 

The  motion  was  agreed  to. 


REVENUE  ACT  OF  1962 


The  Senate  resumed  the  consideration 
of  the  bill  (H.R.  10650)  to  amend  the 
Internal  Revenue  Code  of  1954  to  provide 
a  credit  for  investment  in  certain  depre¬ 
ciable  property,  to  eliminate  certain  de¬ 
fects  and  inequities,  and  for  other  pur¬ 
poses. 

INVESTMENT  CREDIT 


Mr.  SMATHERS.  Mr.  President,  th< 
most  important  measure  contained  in  th< 
tax  bill  now  before  the  Senate  is  the  pro¬ 
posal  to  allow  a  7-percent  credit  agains 
taxes  on  investment  in  machinery  anc 
equipment. 

This  proposal  has  been  criticized  bj 
those  who,  in  my  judgment,  should  mosi 
support  it. 

It  has  been  called  a  bonanza  for  busi- 

giveaway,  a  theoretica 

aild  a  shoteur,WlU  not  work  in  Practice 

sharpshooting  ^s^caUed  f  ^  area  Wher< 
B  is  called  for,  or  precisely 


the  opposite,  a  rifle  shot  where  a  scatter 
gun  is  needed. 

These  criticisms  do  not  stand  up  under 
close  examination  of  the  facts,  because 
the  investment  credit  is  none  of  these 
things. 

I  believe  it  is  an  important  part  of  the 
effort  to  stimulate  our  economy,  to  pro¬ 
vide  more  jobs,  to  end  the  balance-of- 
payments  deficits  and  the  gold  drain, 
and  to  give  our  Nation  the  means,  in  the 
years  ahead,  to  meet  head  on  whatever 
foreign  challenges  and  domestic  require¬ 
ments  we  may  have  to  face. 

I  do  not  have  to  tell  the  Senate  of  our 
need  for  a  faster  rate  of  economic 
growth.  We  all  know  that  more  than 
4  million  people  are  out  of  work  in  the 
United  States  today.  We  all  know  that 
millions  of  jobs  must  be  created  for  those 
people,  millions  more  for  the  new  workers 
coming  into  the  labor  force  in  this  dec¬ 
ade,  and  still  more  millions  to  provide 
for  the  older  workers  whose  skills  are 
made  obsolete  by  advancing  technology. 

The  only  way  to  get  these  jobs  is  by  a 
more  rapid  rate  of  growth,  for  only 
through  economic  expansion  can  our  in¬ 
dustry  operate  at  a  level  to  sustain  full 
employment  under  such  conditions. 

We  all  know  that  in  recent  years  our 
growth  rate  has  been  lagging,  and  we 
have  been  outstripped  in  speed  of  eco¬ 
nomic  expansion  by  the  industrial 
nations  of  Western  Europe,  by  Japan, 
and  even  by  the  Soviet  Union. 

We  all  know  where  this  losing  race 
will  lead  if  we  continue  to  be  satisfied 
with  an  economy  operating  at  slow 
speed.  Every  year  of  delay,  every  year 
when  we  do  not  act  to  speed  our  growth 
at  least  to  keep  pace,  not  only  with  our 
allies,  but  with  other  nations  far  less 
friendly,  brings  us  closer  to  the  point 
where  our  vaunted  economic  superiority 
could  become  a  thing  of  the  past.  What 
would  happen  if  that  were  allowed  to 
occur  no  one  cares  to  contemplate.  We 
must  not  and,  I  am  confident,  we  will 
not  allow  it  to  occur. 

One  of  the  most  effective  measures  we 
have  in  stimulating  growth  is  the  invest¬ 
ment  credit.  It  will  add  momentum  to 
our  current  recovery  by  stimulating  the 
capital  goods  and  allied  industries,  with 
multiplying  effects  throughout  the  econ¬ 
omy.  It  will  reach  into  every  nook  and 
cranny  of  our  industrial  economy  to 
stimulate  modernization  of  our  produc¬ 
tive  facilities,  increasing  national  pro¬ 
ductivity,  and  broadening  our  industrial 
base.  Greater  productivity  means  great¬ 
er  output,  more  sales  at  home  and 
abroad,  development  of  new  products, 
new  markets,  and  more  jobs. 

The  credit  will  increase  our  level  of 
productive  investment,  and  this  is  direct¬ 
ly  related  to  our  rate  of  economic  growth. 
During  the  1950’s,  West  Germany’s  pro¬ 
portion  of  investment  in  machinery  and 
equipment — as  a  percentage  of  gross  na¬ 
tional  product — was  roughly  twice  that 
of  the  United  States,  and  her  annual  rate 
of  economic  growth  was  also  twice  that 
of  the  United  States.  I  will  not  burden 
Senators  with  statistics,  since  I  believe 
they  all  have  seen  them,  but  I  will  say 
that  the  other  industrial  nations  of  Eu¬ 
rope  which  have  had  more  rapid  growth 
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than  ure  have  devoted  a  larger  portion 
of  their  resources  to  such  investment, 
and  had  higher  rates  of  growth. 

This  is  true  of  almost  every  single  na¬ 
tion  in  Western  Europe — the  United 
Kingdom  is  the  major  exception — and  of 
Japan  as  well. 

Even  more  startling,  if  we  take  statis¬ 
tics  and  examine  them  more  closely,  we 
find  that  those  with  the  highest  invest¬ 
ment  had  the  most  rapid  growth. 

The  correlation  between  investment 
and  growth  rates  in  this  regard  is  so 
nearly  perfect  as  to  startle  even  those 
familiar  with  the  general  trend. 

I  mentioned  that  the  investment 
credit  will  help  to  increase  our  sales 
abroad.  This  is  the  second  major  rea¬ 
son  it  is  needed.  It  is  no  secret  that 
those  same  nations  which  have  been 
growing  so  proudly  have  also  been  ex¬ 
porting  at  a  very  high  rate,  with  the  re¬ 
sult  that  they  have  been  piling  up  sur¬ 
pluses  in  their  balances  of  international 
payments. 

Our  own  country,  meantime,  has  been 
running  a  persistent  balance-of -pay¬ 
ments  deficit-— a  deficit  which,  in  the  last 
4  years,  has  totaled  well  over  $13  billion, 
and  included  drains  on  our  gold  stocks 
during  that  time  totaling  almost  $6  bil¬ 
lion.  Though  we  do  have  a  substantial 
trade  surplus,  the  overall  deficit  is 
continuing  and  the  gold  drain  is  con¬ 
tinuing. 

Our  gold  stocks  now  are  lower  than 
they  have  been  at  any  time  in  more  than 
two  decades.  They  are  dropping  all  the 
time.  The  only  effective  way  to  stem  the 
gold  flow  is  to  eliminate  the  continuing 
deficit  in  our  financial  relations  with 
other  nations.  The  only  way  to  do 
that — short  of  abandoning  our  national 
commitments  for  the  defense  and  de¬ 
velopment  of  the  free  world — is  to  ex¬ 
pand  our  export  surplus,  to  sell  more 
goods  abroad. 

The  aim  of  President  Kennedy’s  trade 
program  is  to  allow  us  to  negotiate 
mutual  tariff  reduction  with  the  Com¬ 
mon  Market  and  other  nations,  to  assure 
that  our  goods  can  maintain  access  to 
vital  export  markets  abroad.  But  it  is 
not  enough  to  maintain  access  to  these 
markets.  Our  goods  must  be  competi¬ 
tive  and  our  producers  must  be  able  to 
outsell  foreign  producers,  both  in  export 
markets  and  here  at  home. 

The  higher  level  of  domestic  invest¬ 
ment  which  Japan  and  the  industrial 
nations  of  Europe  have  been  maintaining 
has  resulted  in  more  rapid  moderniza¬ 
tion  of  their  productive  equipment  than 
of  ours.  This  has  led  to  higher  pro¬ 
ductivity,  greater  efficiency,  and  lower 
unit  costs  added  to  their  initial  advan¬ 
tage  of  lower  wage  costs. 

The  consequence  has  been  increasing¬ 
ly  aggressive  competition.  As  a  result, 
then’  share  of  world  markets  has  been 
increasing,  while  ours  has  been  decreas¬ 
ing. 

Certainly,  we  are  selling  more  abroad 
than  they.  We  are  selling  more  all  the 
time,  but  their  share  of  the  markets  has 
been  growing  faster  than  ours.  Conse¬ 
quently,  our  relative  competitive  posi¬ 
tion  has  been  declining — at  the  very  time 
when  it  is  more  important  than  ever  for 
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us  to  increase  our  share  of  world  mar- 

kct/S* 

If  we  were  able  to  increase  our  exports 
only  10  to  15  percent  without  a  com¬ 
mensurate  rise  in  imports,  we  would  be 
able  to  wipe  out  our  payments  deficit 
and  stop  pouring  more  and  more  dol¬ 
lars — and  gold— into  European  Central 
Banks.  This  is  the  second  major  rea¬ 
son  for  the  investment  credit.  Not  only 
will  it  stimulate  growth,  but  also  it  will 
help  assure  that  our  goods  are  priced 
competitively.  Thus  it  will  be  a  signifi¬ 
cant  stimulus  to  export  sales  and  a  sig¬ 
nificant  barrier  against  undue  inroads 
into  our  domestic  markets  by  imports. 
This  is  the  most  promising  avenue  for 
improvement  in  our  international  eco¬ 
nomic  position. 

Finally,  the  investment  credit,  by  in¬ 
creasing  productive  efficiency  and  there¬ 
by  lowering  costs,  provides  a  strong  anti¬ 
dote  to  any  inflationary  pressure  which 
may  arise  again  in  the  future. 

The  investment  credit,  then,  is  basic 
to  our  entire  economic  health,  interna¬ 
tional  and  domestic.  It  will  help  to 
provide  more  jobs.  It  will  promote  price 
stability  and  lessen  the  possibility  of  in¬ 
flation.  It  will  speed  our  rate  of  eco¬ 
nomic  growth.  It  will  help  in  the  con¬ 
tinuing  struggle  to  balance  our  interna¬ 
tional  accounts  and  protect  our  vital 
gold  reserves.  In  short,  it  will  serve  to 
move  us  forward  on  the  road  to  reaching 
all  of  our  national  economic  goals. 

Against  this  background,  what  have 
been  the  criticisms  of  the  investment 
credit? 

It  has  been  pictured  as  a  costly  sub¬ 
sidy  or  windfall  to  business — a  giveaway, 
which  is  discriminatory  in  its  applica¬ 
tion  to  different  industries  and  different 
companies. 

It  has  been  pictured  as  a  poor  incen¬ 
tive,  which  just  will  not  work  as  a  stim¬ 
ulus,  an  incentive  that  is  not  necessary 
in  view  of  the  recently  completed  re¬ 
form  of  depreciation  guidelines. 

It  is  also  pictured  as  a  costly,  waste¬ 
ful  measure  which  just  will  not  do  what 
it  was  designed  to  do,  and  even  if  it  did, 
would  be  superfluous. 

Let  us  examine  those  charges  one  by 
one.  The  facts  refute  them. 

Is  the  investment  credit  a  business 
windfall?  No,  it  is  not  a  business  wind¬ 
fall.  In  order  to  benefit  from  the  cred¬ 
it,  business  must  invest  in  equipment 
and  machinery.  The  amount  of  bene¬ 
fit  increases  directly  with  the  amount 
of  investment.  It  is  not  a  windfall,  but 
a  specific  economic  stimulus  for  invest¬ 
ment  which  will  not  be  received  unless 
investment  has,  in  fact,  been  made. 
Neither  will  it  be  expensive.  The  $1 
billion  expected  cost  in  the  first  year, 
according  to  estimates,  may  be  fully  re¬ 
covered  in  revenue  as  a  result  of  the 
added  push  to  economic  expansion  in 
the  first  year  after  enactment.  As  time 
goes  by,  the  ramifying  consequences  of 
a  higher  investment  level  will  spread 
throughout  the  economy,  more  than 
compensating  for  the  future  costs  of  the 
credit. 

Is  it  a  giveaway  to  business — a  reward 
for  businessmen  who  follow  Government 
policy? 


No.  It  is  a  soundly  conceived  eco¬ 
nomic  proposal  aimed  at  making  sure 
that  business  has  the  funds  it  needs  to 
finance  modernization. 

As  such,  the  credit  will  clearly  achieve 
its  objective  of  encouraging  higher 
rates  of  business  investment.  To  sug¬ 
gest  otherwise — to  argue  that  the  credit 
will  not,  in  fact,  work — is  to  assert  that 
American  businessmen  are  totally  irra¬ 
tional. 

The  credit  will  work  because  it  will 
mean  cash  in  hand  for  business — cash 
which  will  find  its  way  back  into  still 
further  new  investment. 

The  credit  will  work  because  it  will 
Improve  the  profitability  of  investment. 

The  credit  will  work  because  it  will 
shorten  the  period  over  which  business 
will  recover  the  cost  of  investment,  and 
shorten  commensurately,  the  period  over 
which  investment  capital  is  risked. 

What  do  the  opponents  of  the  credit 
believe  businessmen  consider  when  they 
are  making  investment  decisions?  Do 
they  not  ask  themselves  whether  they 
have  the  money?  Whether  the  expend¬ 
iture  promises  an  adequate  return? 
Whether  there  is  a  good  chance  that 
they  will  be  able  to  recover  the  cost  of 
the  outlay  in  a  reasonable  period  of  time? 

These  are,  of  course,  exactly  the  ques¬ 
tions  they  ask.  Enactment  of  the  in¬ 
vestment  credit  will  increase  the  pos¬ 
sibility  of  affirmative  answers  in  a 
significant  number  of  cases.  This  is 
precisely  what  is  meant  when  supporters 
of  the  credit  say  it  will  stimulate  invest¬ 
ment:  That  enactment  of  the  credit  will 
mean  more  affirmative  investment  deci- 
sions. 

Critics  of  the  credit  claim  that  the 
credit  will  be  a  windfall  to  those  who 
would  have  gone  ahead  anyhow  with 
capital  improvements.  Even  for  these 
firms,  however,  the  additional  stimulus 
of  the  credit  will  tend  to  increase  such 
spending  beyond  the  level  which  other¬ 
wise  would  have  been  the  limit. 

The  aim  of  the  credit  is  to  tip  the 
scales  in  favor  of  investment  in  the 
marginal  cases ;  situations  in  which  the 
investment  decision  would  have  been 
“no”  rather  than  “yes”  but  for  the  faster 
cost  recovery  and  higher  profitability 
that  the  credit  will  make  possible. 

It  is  these  marginal  decisions  which 
may  make  or  break  our  American  growth 
and  our  fundamental  economic  strength 
in  the  years  ahead.  Our  competitors  in 
Europe  and  elsewhere  have  learned  this 
lesson. 

Nearly  all  of  them  provide  some  form 
of  direct  stimulus  to  investment  similar 
to  the  one  now  proposed  here. 

One  further  point  deserves  to  be  made 
concerning  the  “windfall”  aspect  of  giv¬ 
ing  the  credit  to  those  who  have  already 
made  investments  since  mid-year — or 
who  would  be  making  them,  credit  or  no, 
in  the  years  ahead. 

Is  it  not  true  that  the  credit  will  pro¬ 
vide  such  businesses,  as  well  as  those 
whose  decisions  were  marginal  and  thus 
directly  influenced  by  the  credit,  with  the 
funds  on  hand  for  future  investment 
which  might  otherwise  not  have  been  un¬ 
dertaken? 

Another  charge  made  against  the 
credit  is  that  it  is  discriminatory,  favor¬ 


ing  one  industry  against  another  and 
one  company  over  another. 

In  a  certain  sense  this  is  true — and  it 
is  also  appropriate. 

The  benefits  of  the  credit  will,  in  fact, 
be  larger  for  those  industries  and  those 
companies  which  invest  the  most.  But 
this  is  as  it  should  be  because  the  credit 
is  intended  both  to  stimulate  and  to  help 
finance  more  rapid  modernization  and 
expansion.  It  should  therefore  go  where 
the  most  modernizing  and  expanding  is 
being  done.  That  is  where  it  will  go. 

While  a  variety  of  alternative  plans 
for  stimulation  of  investment  have  been 
put  forth,  in  recent  months,  in  one  quar¬ 
ter  or  another,  the  investment  credit, 
upon  analysis,  emerges  clearly  as  the 
most  attractive  and  sensible  possible 
choice. 

Some  have  suggested  that  the  credit 
is  overly  generous — frosting  on  the  cake 
when  the  Treasury  has  already  taken 
steps  to  increase  the  flow  of  internally- 
generated  business  funds  for  investment 
by  shortening  the  lives  of  depreciable 
equipment  from  those  previously  set  forth 
in  Internal  Revenue’s  Bulletin  F. 

If,  however,  we  have  a  need — and  we 
surely  do — to  make  the  tax  treatment  of 
investment  in  this  country  comparable  to 
that  given  investment  abroad,  deprecia¬ 
tion  revision  is  not  enough. 

We  need  to  make  investment  incen¬ 
tives  here  as  great,  at  least,  as  the  average 
available  abroad  for  two  reasons. 

First,  we  need  to  spur  modernization 
in  this  country  for  the  health  and  growth 
of  the  American  economy  and  to  assure 
that  we  have  efficient  businesses  produc¬ 
ing  at  competitive  prices.  This  point  I 
have  already  touched  upon.  But  there  is 
another  reason — also  related  to  both  do¬ 
mestic  and  international  economic  con¬ 
siderations. 

If  American  businessmen  find  they  can 
get  a  faster,  more  profitable  return  on 
their  investment  in  other  nations,  they 
are  going  to  invest  in  other  nations. 

Such  investment  overseas,  induced  in 
no  small  measure  by  our  relatively  un¬ 
favorable  tax  treatment  of  investment  in 
this  country,  hurts  the  American  econ¬ 
omy  in  every  way. 

It  means  the  export  of  jobs,  along  with 
capital  and  factories,  thus  adding  to  our 
unemployment  problem,  impairing  our 
economic  health  and  stunting  our  eco¬ 
nomic  growth. 

In  addition,  the  export  of  capital  hurts 
our  balance  of  payments  directly  and  the 
fact  that  American  capital  is  being  used 
to  finance  the  production  of  goods  for 
sale  and  use  overseas  cuts  into  the  po¬ 
tential  volume  of  exports  from  this  coun¬ 
try,  thus  indirectly  also  worsening  our 
balance  of  payments. 

Enactment  of  the  investment  credit 
will  reduce  the  relative  tax  advantage  for 
investment  overseas  because  the  ciedit  — 
and  this  point  should  be  understood 
clearly— will  apply  only  and  solely  to  in¬ 
vestment  in  the  United  States.  This  is 
one  of  the  reasons  why  it  is  preferable, 
as  a  tax  inducement  for  investment,  to 
various  forms  of  accelerated  deprecia¬ 
tion  which,  in  certain  circumstances,  can 
apply  to  investment  in  foreign  countries. 

There  are  other  reasons,  also,  for  pre¬ 
ferring  the  credit  to  accelerated  de- 
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preciation.  I  have  studied  them  with 
care  because,  I  was  myself,  at  one  time, 
an  advocate  of  further  acceleration  of 
depreciation.  The  principal  reason  is 
just  this:  The  credit  gives  more  stimula¬ 
tion  to  investment  per  dollar  of  tax  reve¬ 
nue  lost  to  the  Government  than  would 
a  similar  loss  to  the  Government  in  the 
form  of  accelerated  depreciation. 

The  credit,  as  opposed  to  higher  de¬ 
preciation  writeoffs,  is  also  relatively 
more  favorable  to  small  corporations,  in 
the  30-percent  tax  bracket,  and  to  un¬ 
incorporated  businesses  whose  tax  rate 
is  less  than  52  percent. 

A  depreciation  deduction  of  14  percent 
would  be  roughly  comparable  to  the  7- 
percent  credit  for  a  corporation  in  the 
52-percent  bracket.  But  a  14-percent 
deduction  would  save  a  small  corpora¬ 
tion  only  $42  in  taxes  on  a  $1,000  invest¬ 
ment,  as  compared  with  $70  under  the 
credit. 

It  is  worth  noting,  in  passing,  that 
there  are  other  features  of  the  pending 
legislation  which  have  also  been  tailored 
with  the  requirements  of  small  busi¬ 
nesses  in  mind. 

One  is  the  permissible  use  of  the  credit, 
subject  to  a  $50,000  annual  limitation, 
on  purchases  of  used  equipment,  which 
is  typically  bought  by  the  small  firm 
which  cannot  afford  brandnew  equip¬ 
ment.  Another  is  the  provision  extend¬ 
ing  the  credit  to  leased  equipment. 

I  hope  that  the  facts  I  have  men¬ 
tioned  convince  Senators,  as  they  con¬ 
vince  me,  that  we  urgently  need  the 
credit  in  the  United  States  today,  to 
spur  growth,  to  provide  more  jobs,  to 
lessen  our  international  balance-of -pay¬ 
ments  deficit  and  to  protect  our  gold 
reserves. 

The  credit  is  no  hasty  improvisation, 
but  a  carefully  thought-out  policy  de¬ 
signed  to  use  our  tax  law  selectively  as 
an  economic  stimulus  tailored  to  our 
present  and  future  needs. 

The  investment  credit  is  based  on  an 
understanding  of  business  methods  and 
practice.  It  is  vitally  necessary — to¬ 
gether  with  the  revision  of  depreciation 
guidelines — if  our  producers  are  to  have 
tax  treatment  comparable  to  that  of 
their  foreign  competitors. 

Depreciation  revision  alone  does  not 
do  the  job.  In  the  fierce  competition  for 
foreign  markets  that  has  already  begun, 
it  will  not  be  enough  to  be  almost  com¬ 
petitive.  A  price  that  is  almost  low 
enough  to  meet  competition  is  still  too 
high.  The  efforts  made  to  lower  it,  un¬ 
less  they  include  measures  complete 
enough  to  do  the  job,  remain  only  token 
efforts,  and  this  is  no  time  for  token 
efforts. 


American  business  needs  the  addition¬ 
al  margin  of  competitive  potential  which 
the  investment  credit  promises.  With¬ 
out  it,  our  producers  will  be  laboring  un¬ 
der  a  severe  handicap  as  they  attempl 
to  maintain  a  major  place  in  the  rapidly 
evolving  new  world  of  trade.  With  it 
they  will  have  room  to  use  their  drive 
creativity,  business  enterprise  and  plain 
for  t0  ke.ep  the  Un^ed  States 

position  as^h^m10  C°tme  111  its  Present 
the  major  taduS  tr?.ding  nation  and 
world.  stual  nation  of  the  entire 


.Mr.  JAVITS.  Mr.  President,  will  the 
Senator  yield? 

Mr.  SMATHERS.  I  am  happy  to  yield 
to  my  friend  the  able  Senator  from  New 
York. 

Mr.  JAVITS.  I  shall  vote  against  the 
motion  to  strike  out  the  proposed  equip¬ 
ment  tax  credit.  I  have  given  the  sub¬ 
ject  a  great  deal  of  thought,  as  has  my 
dear  friend  and  colleague  from  Florida. 
As  the  Senator  knows,  I  have  had  many 
years  of  experience  with  industry  and 
business,  both  on  the  legal  and  the  man¬ 
agement  sides.  It  is  my  view  that 
though  business  is  not  now  very  enthu¬ 
siastic  about  the  credit,  the  reason  for 
its  lack  of  enthusiasm  convinces  me  that 
the  provision  should  remain  in  the  bill. 
Its  lack  of  enthusiasm  is  attributable  to 
the  idea  of  business  that  the  proposal 
would  become  a  very  uncertain  quantity 
since  it  is  incorporated  in  a  tax  bill,  and 
therefore  would  be  subject  to  the  winds 
of  politics.  I  think  its  usefulness  will  be 
so  validated  and  it  will  have  such  a  mate¬ 
rial  effect  upon  the  rate  of  acquisition 
of  new  equipment  as  to  imbed  itself  into 
tax  law  very  firmly,  because  it  is  con¬ 
structive. 

The  American  industrial  plant  is  un¬ 
dermachined  and  becoming  rapidly  very 
much  out  of  date;  and  I  know  my  col¬ 
league,  as  he  stated,  feels  the  same  way. 
Not  only  am  I  in  favor  of  the  proposed 
investment  credit,  but  also  I  think  our 
formula  for  depreciation  must  be  re¬ 
vised  much  more  along  the  German  and 
Swedish  models  than  along  our  own. 
We  have  nothing  to  lose.  The  proposal 
is  indispensable  to  our  effort  in  the  cold 
war  to  have  the  American  industrial  ma¬ 
chine  occupy  the  position  it  occupied 
after  World  War  I  and  World  War  II. 

It  should  lead  the  world.  Anything 
we  can  do  to  bring  that  about  will 
strengthen  our  country  and  materially 
strengthen  its  economy. 

Productivity  is  the  basis  of  the  econ¬ 
omy.  We  can  always  find  ways  and 
means  to  deal  with  the  problems  of  peo¬ 
ple  if  there  is  available  money  that  is 
worth  something  in  terms  of  tangible 
production  upon  which  to  build  social 
solutions  to  social  problems.  But  if  we 
do  not  have  the  basic  production,  we  are 
really  in  trouble.  That  is  the  danger 
that  we  run. 

So  I  am  very  much  pleased  with  the 
committee  report.  I  know  that  the  vote 
was  close.  I  know  that  there  is  a  great 
deal  of  opposition  to  the  proposal.  I  am 
pleased  that  the  committee  left  in  the 
bill  the  proposed  equipment  tax  credit. 
I  know  that  business  is  not  enthusiastic 
about  it,  but  I  think  business  is  wrong. 
I  think  business  will  be  enthusiastic 
about  it  once  it  begins  to  use  the  credit 
and  sees  how  useful  it  really  is,  espe¬ 
cially — and  this  is  the  paramount  con¬ 
sideration,  in  my  view — since  it  would 
be  useful  in  the  national  interest.  I  am 
very  glad  that  my  colleague  has  made 
that  declaration.  I  have  given  the  sub¬ 
ject  a  great  deal  of  thought.  It  has  been 
one  of  the  issues  in  the  bill  that  has  wor¬ 
ried  me  most.  For  the  reasons  I  have 
stated,  I  have  come  to  the  conclusion 
that  the  provision  should  be  supported, 
and  not  rejected. 

Mr.  SMATHERS.  I  thank  the  able 
Senator  from  New  York  for  that  ex- 
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pression.  The  fact  that  he  has  had 
great  experience  in  business,  which  I 
venture  to  say  is  equal  to  that  of  any 
Senator  on  either  side  of  the  aisle,  should 
strengthen  in  great  measure  the  opin¬ 
ions  of  those  who  support  the  investment 
credit  provision.  I  entirely  agree  with 
the  Senator  in  his  statement  that  at 
least  at  the  outset  the  business  commu¬ 
nity  was  not  enthusiastic  about  it.  Pri¬ 
marily  for  the  reason  which  he  described, 
business  felt  that  the  proposal  was  some¬ 
thing  of  a  rather  temporary  nature. 
Businessmen  did  not  know  how  long  the 
provision  would  remain  in  the  law.  They 
were  a  little  uncertain  about  its  future. 

However,  in  recent  weeks,  as  we  have 
discussed  the  proposed  investment  credit 
provision  in  the  committee  and  else¬ 
where,  and  as  the  business  community 
itself  discussed  it,  I  have  found  that 
many  businessmen  who  first  came  to  me 
expressing  great  doubt  about  it  have 
now  become  convinced  of  its  worth  and 
its  desirability.  In  some  instances,  those 
who  had  previously  asked  me  to  vote 
against  it  have  now  in  effect  made  a 
180-degree  turn,  recognizing  that  the 
provision  could  serve  a  very  useful  pur¬ 
pose  in  modernizing  their  equipment  in 
the  productive  machinery  of  our  Nation. 
So  I  thank  the  Senator  for  his  comments. 
I  greatly  appreciate  them. 

Mr.  SPARKMAN.  Mr.  President,  will 
the  Senator  yield  to  me? 

Mr.  SMATHERS.  I  am  happy  to  yield 
to  the  distinguished  Senator  from  Ala¬ 
bama. 

Mr.  SPARKMAN.  I  have  given  a  great 
deal  of  thought  to  the  proposal,  not  only 
during  the  pendency  of  the  bill,  but  prior 
thereto.  It  happens  that  the  Senator 
from  Florida  [Mr.  Smathers],  the  Sen¬ 
ator  from  New  York  [Mr.  Javits],  and 
I  are  all  members  of  the  Small  Business 
Committee.  Senators  will  recall  that 
approximately  4  or  5  years  ago  we 
unanimously  recommended  not  exactly 
a  provision  such  as  the  one  proposed, 
but  a  measure  which  I  believe  had  some¬ 
thing  to  do  with  the  proposal  being  in¬ 
cluded  in  the  bill.  We  were  interested 
in  small  business,  but  we  could  not  legis¬ 
late  for  small  business  as  a  class.  So 
we  introduced  a  bill  proposing  that  any 
business  which  plowed  back  into  itself 
a  part  of  its  earnings  would  be  able  to 
deduct  for  tax  purposes  such  amount 
of  reimbursement,  not  to  exceed  20  per¬ 
cent  of  its  earnings,  or  $30,000,  which¬ 
ever  was  the  lesser.  We  introduced  the 
bill  at  that  session  of  the  Congress  and 
in  a  succeeding  session  of  Congress. 

In  the  early  part  of  last  year  the  staff 
members  of  the  Small  Business  Com¬ 
mittee  talked  with  representatives  of  the 
Treasury  Department  in  an  effort  to  gain 
approval  of  the  plan  now  before  the 
Senate. 

They  finally  said,  “We  cannot  go  along 
with  that,  but  we  can  go  along  with  this 
investment  credit  of  8  percent” — I  be- 
it  was  originally.  I  certainly  agree  with 
the  statement  that  this  can  be  an  in¬ 
centive  for  replacing  wornout  or  certain¬ 
ly  badly  depreciated  property.  I  am  no’ 
expert  in  these  matters,  but  I  am  rather 
of  the  opinion  that  one  of  "the  troubles 
from  which  the  steel  industry  is  suffer¬ 
ing  today  is  the  need  for  new  equip¬ 
ment.  In  fact,  I  believe  Mr.  Blough  said 
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as  much,  at  the  time  we  were  asked  to 
help  them  replace  old  equipment  so  that 
they  could  compete  with  foreign  pro¬ 
duction  of  steel. 

I  know  that  the  textile  industry,  or  cer¬ 
tain  segments  of  it,  have  for  a  long  time 
been  plagued  with  the  need  for  repla-c- 
ing  equipment.  I  do  not  say  that  this 
is  the  perfect  solution,  but  certainly  I 
believe  that  it  ought  to  provide  a  tre¬ 
mendous  incentive  to  business  to  keep 
up  to  date,  and  thereby  maintain  pro- 
ductivity  and  thereby  be  able  to  compete 

on  the  world  market. 

Mr.  JAVITS.  Mr.  President,  will  the 
Senator  yield  further? 

Mr.  SMATHERS.  I  yield. 

Mr.  JAVITS.  The  Senator  from  Ala¬ 
bama  who  so  ably  heads  the  Select  Com¬ 
mittee  on  Small  Business,  has  had  a 
great  deal  to  do  with  this  matter,  and 
certainly  he  is  entitled  to  all  the  credit 
that  is  entailed  in  connection  with  it, 
because  he  was  first  in  the  field. 

I  should  like  to  say,  on  the  question  of 
imports,  that,  interestingly  enough,  this 
provision  in  the  pending  bill  ties  in  with 
the  trade  bill,  because  we  can  take  the 
attitude  that  we  will,  go  along— I  am 
drawing  on  my  memory  now — with  the 
situation,  according  to  the  estimates, 
that  40  percent  of  American  machinery 
and  equipment  is  out  of  date,  consider¬ 
ing  modern  means,  when  person  after 
person  and  some  of  our  own  colleagues 
in  the  Senate  come  back  from  Europe 
and  say  they  have  seen  a  rolling  mill  or 
a  textile  mill  or  a  shoe  factory  which 
out-automates  anything  that  we  have 
here.  However,  I  am  in  favor  of  meet¬ 
ing  that  competition  by  replacing  ob¬ 
solete  equipment,  and  not  by  meeting  it 
with  protective  devices. 

All  of  this  is  directly  in  point  to  this 
particular  issue.  Unless  we  are  willing 
to  do  this  in  order  to  encourage  that  kind 
of  ability,  we  will  go  to  the  other  kind, 
which  is  protectionism,  which  will  cer¬ 
tainly  materially  weaken  the  posture  of 
this  country  in  respect  of  the  cold  war 
Mr.  SMATHERS.  Mr.  President,  I 
thank  the  Senator  from  New  York  and 
the  Senator  from  Alabama  for  their 
comments.  I  am  very  much  interested 
in  their  comments.  I  know  that  when, 
under  the  able  leadership  of  the  Senator 
from  Alabama,  and  with  the  cooperation 
of  the  Senator  from  New  York,  we  de¬ 
vised  what  we  thought  was  an  original 
concept  to  keep  the  economy  moving,  it 
is  the  same  concept,  as  the  Senator  from 
Alabama  has  pointed  out,  which  has  de¬ 
veloped  into  this  investment  credit  provi¬ 
sion  in  the  pending  bill. 

Mr.  SPARKMAN.  There  may  be  some 
misunderstanding  about  it.  Of  course 
there  is  a  limit  on  the  amount  of  the  in¬ 
vestment  credit,  I  believe. 

Mr.  SMATHERS.  Yes;  there  is  a  tax 
limit  The  tax  credit  may  offset  tax 
liability  in  full  up  to  $25,000,  but  above 
that  point  the  credit  may  not  reduce  tax 
liability  by  more  than  25  percent,  in  any 
one  taxable  year.  However,  any  unused 
credit  may  be  carried  back  for  3  years 
or  forward  for  5  years. 

Mr.  SPARKMAN.  How  much  is  it? 

Mr.  SMATHERS.  There  is  no  specific 
dollar  limitation  on  the  investment 
credit.  However,  there  is  a  specific  dol¬ 


lar  limitation  in  the  case  of  purchasers 
of  used  property.  The  limitation  here  is 
$50,000.  The  7  percent  is  applied  to 
this  $50,000. 

Mr.  SPARKMAN.  That  is  another 
provision. 

Mr.  SMATHERS.  The  limit  there  is 
$50,000.  This,  of  course,  would  be  a  great 
stimulant  to  small  business. 

Mr.  SPARKMAN.  I  believe  $25,000  is 
the  limit. 

Mr.  PROXMIRE.  There  is  no  limit. 
The  limit  of  $25,000  would  be  provided 
by  the  Proxmire  amendment.  A.T.  &  T., 
for  example,  would  get  $75  million. 

Mr.  SPARKMAN.  An  official  of  the 
Treasury  told  me  it  was  $25,000. 

Mr.  PROXMIRE.  Twenty -five  percent 
of  the  income  over  $25,000.  A.T.  &  T. 
would  get  $75  million.  There  is  really  no 
limit. 

Mr.  SMATHERS.  There  is  no  specific 
dollar  limit,  on  the  investment  credit  be¬ 
cause  what  we  are  trying  to  do  is  to 
stimulate  the  economy  by  encouraging 
business  to  rid  itself  of  obsolete  machin¬ 
ery  and  equipment.  The  bigger  the  order 
for  machinery  in  a  textile  mill  or  in  a 
shoe  mill  or  by  A.T.  &  T.,  the  more  jobs 
will  be  created,  and  the  more  money  will 
be  circulated.  The  fact  that  there  is  no 
limit  does  not  make  it  undesirable.  I 
believe  it  makes  it  even  more  desirable. 

Mr.  PASTORE.  Mr.  President,  will 
the  Senator  yield? 

Mr.  SMATHERS.  I  yield. 

Mr.  PASTORE.  I  could  not  agree  with 
the  Senator  from  Florida  more. 

Mr.  JAVITS.  Mr.  President,  will  the 
Senator  yield? 

Mr.  SMATHERS.  I  yield  to  the  Sen¬ 
ator  from  New  York. 

Mr.  JAVITS.  I  believe  the  Senator 
from  Florida  has  put  his  finger  on  some¬ 
thing  that  is  critically  important.  We 
have  the  concept  of  absolutes  in  the  way 
of  money  without  realizing  that  we  are 
in  big  business,  and  that  the  very  size  of 
our  whole  effort  must  be  proportioned 
to  what  we  do  about  it;  $75  million  in 
absolute  terms  is  a  great  deal  of  money, 
but  not  in  terms  of  a  $500  billion  econ¬ 
omy;  and  when  we  compare  it  with  the 
thousand-billion  dollar  production  in  the 
Atlantic  community,  which  is  the  pro¬ 
duction  we  are  talking  about,  it  is  mighty 
small.  The  American  people,  in  my 
opinion,  are  not  frightened  by  the  fact 
that  they  earn  an  annual  average  of 
$6  000  or  $7,000  or  $8,000  and  that  we  are 
talking  about  $100  million  or  $1  billion. 
They  have  enough  wisdom  to  realize  that 
it  is  necessary  to  deal  with  that  kind  of 
economy  to  give  them  the  security  of 
both  jobs  and  peace  that  they  send  us 
here  to  create  for  them  in  the  best  way 

Mr.  SMATHERS.  Mr.  President,  I 
suggest  the  absence  of  a  quorum. 

The  PRESIDING  OFFICER.  The 

clerk  will  call  the  roll. 

The  legislative  clerk  proceeded  to  can 

thM°  SMATHERS.  Mr.  President,  I 
ask  unanimous  consent  that  the  order  foi 
the  quorum  call  be  rescinded. 

The  PRESIDING  OFFICER.  With¬ 
out  objection,  it  is  so  ordered. 

Mr  WILLIAMS  of  Delaware.  Mi. 
President,  I  am  a  cosponsor  of  the 


amendment  offered  by  the  Senator  from 
Virginia  [Mr.  Byrd]  to  strike  from  the 
bill  that  section  which  would  provide 
the  7  percent  investment  credit.  If  the 
investment  credit  provision  is  allowed 
to  stand  in  the  bill  it  will  represent  a 
tax  reduction  of  approximately  one- 
quarter  billion  dollars  for  American  in¬ 
dustry.  It  represents  a  tax  reduction  of 
a  quarter  of  a  billion  dollars  at  a  time 
when  the  only  manner  in  which  we  can 
finance  it  is  by  a  further  increase  of 
the  national  debt  and  by  borrowing  the 
money  because  we  are  already  operating 
at  a  deficit. 

I,  as  much  as  any  other  Member  of 
the  Senate,  look  forward  to  the  time 
when  we  can  cut  taxes.  However,  we 
should  not  cut  income  taxes  for  corpora¬ 
tions  or  individuals  on  borrowed  money. 
The  Senator  from  Florida  and  those  who 
have  engaged  in  colloquy  with  him  state 
that  the  proposal  would  put  this  money 
into  the  spending  stream  and  would 
thereby  help  our  economy.  I  am  very 
much  surprised  to  find  the  Kennedy  ad¬ 
ministration  now  advocating  the  trickle- 
down  theory,  that  they  favor  a  tax  re¬ 
duction  for  some  of  the  major  corpora¬ 
tions  of  this  country  in  the  hope  that 
a  little  of  this  money  will  trickle  down 
and  help  the  employees  and  stockholders 
and  the  economy  in  general.  If  we  are 
going  to  give  a  tax  reduction  to  em¬ 
ployees  and  we  want  to  put  money  into 
their  hands  let  us  do  it  with  a  bona  fide 
tax  reduction  and  reduce  taxes  for  all 
taxpayers.  Let  us  not  pass  a  tax  reduc¬ 
tion  on  to  corporations  and  then  say  we 
hope  some  of  it  will  trickle  down  to  the 
working  man  and  to  the  people  in  the 
lower  tax  brackets. 

Much  has  been  said  in  the  last  several 
years  about  the  trickle-down  theory.  I 
am  surprised  now  to  see  it  embraced  so 
ardently  by  the  Kennedy  administra¬ 
tion  and  by  some  in  this  country  who 
have  heretofore  denounced  it. 

Mr.  JAVITS.  Mr.  President,  will  the 
Senator  from  Delaware  yield  ? 

Mr.  WILLIAMS  of  Delaware.  I  yield. 
Mr.  JAVITS.  I  think  we  want  to  have 
the  issue  clear  as  between  us.  I  shall 
not  support  this  proposal  on  the  trickle- 
down  theory,  because  I  agree  with  the 
Senator  about  that.  I  think  it  is  a  veij 
expensive  way  to  spend  tax  money.  But 
I  certainly  would  appreciate  having  the 
views  of  the  Senator  on  the  more  funda¬ 
mental  question,  to  me,  of  remachining 
American  industrial  plants  and  giving 
inducements  for  that  purpose. 

I  am  aware  of  the  Senator’s  extraordi¬ 
narily  fine  leadership  in  respect  to  de¬ 
preciation.  I  pay  him  all  honor  for  that. 
I  think  that  is  a  very  potent  factoi  in 
what  we  are  trying  to  accomplish. 
Nevertheless,  I  feel  that  the  7 -percent 
tax  credit  must  be  discussed  in  these 
terms  The  Senator  has  a  right  to  his 
views  as  to  the  trickle-down  theory,  and 
I  think  he  has  made  a  legitimate  point 
about  the  administration. 

I  was  only  explaining  the  view  of  one 
Senator  on  his  side  of  the  aisle  as  to  why 
I  would  favor  this  proposal,  because  I 
feel  that  even  though  there  is  a  little 
improvement  in  depreciation,  and  1 
would  willingly  join  with  the  Senator 
from  Delaware,  who  has  shown  extraoi- 
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dinary  leadership  in  getting  more  of  a 
depreciation  system  for  equipment,  a 
system  more  along  the  European  line, 
which  is  designed  to  encourage  business 
to  remachine,  I  still  feel  that  with  this 
opportunity  available,  it  is  so  important 
in  terms  of  re-equipping  American  in¬ 
dustry  that,  to  me,  it  outweighs  any  other 
consideration.  I  shall  take  that  posi¬ 
tion. 

I  agree  with  the  Senator  from  Dela¬ 
ware  that  the  system  should  not  be 
justified,  and  I  do  not  think  it  could  be 
justified,  on  the  trickle-down  theory,  be¬ 
cause  that  is  a  very  expensive  way  to 
spend  tax  money. 

Mr.  WILLIAMS  of  Delaware.  I  only 
repeat  the  argument  that  has  been  made 
that  this  benefit  would  accrue  to  the 
working  man  and  other  taxpayers.  The 
only  way  that  could  happen  would  be  to 
accept  the  trickle-down  theory. 

I  agree  with  the  Senator  from  New 
York  that  our  present  depreciation 
schedules  are  outmoded.  I  was  a  strong 
supporter  of  the  administration’s  recent 
action  in  revising  schedule  F  and  have 
been  advocating  this  revision  for  the 
past  several  years. 

I  would  even  go  further  and  modify 
the  existing  depreciation  schedules  un¬ 
der  our  existing  laws  if  we  had  the 
money.  I  made  this  suggestion  in  com¬ 
mittee  and  discussed  with  the  Treasury 
Department  my  view  that  a  more  ap¬ 
propriate  method  of  helping  American 
industry  at  this  time,  rather  than  start¬ 
ing  a  complicated  7  percent  tax  credit, 
would  be  to  liberalize  the  depletion  rates 
in  the  framework  of  our  existing  law. 
Why  not  just  change  the  existing  de¬ 
preciation  schedule.  For  instance,  I  sug¬ 
gested  that  rather  than  doubling  the  de¬ 
preciation  on  a  declining  balance 
method,  we  change  to  2V2  times.  This 
would  allow  all  taxpayers  to  write  off 
their  investments  on  a  more  rapid  basis. 
But  it  would  keep  this  change  confined 
to  the  basic  principle  which  has  always 
been  a  part  of  our  tax  structure;  namely, 
that  we  would  never,  under  any  circum¬ 
stances,  allow  an  individual  taxpayer  to 
write  off  more  than  100  percent  of  the 
original  cost  of  the  item. 

One  of  the  basic  objections  to  this  cur¬ 
rent  proposal  is  that  with  the  7  percent 
investment  credit  a  taxpayer  can  claim 
as  depreciation  114  percent  of  the  cost. 
There  is  no  argument  about  that.  That 
is  the  mechanics  of  the  proposal. 

In  addition,  it  is  very  complicated. 
The  staff  has  prepared  an  explanation 
of  this  investment  credit  as  it  was  re¬ 
ported  out  of  committee.  The  Treasury 
proposal  has  been  changed  two  or  three 
times.  When  the  President  first  pro¬ 
posed  the  investment  credit,  I  asked  the 
staff  of  the  Joint  Committee  on  Internal 
Revenue  Taxation  to  prepare  a  report  as 
soon  as  possible  to  show  taxpayers  how 
the  investment  credit  would  work ;  it  re¬ 
quired  five  pages.  The  formula  in  the 
pending  bill  is  just  as  complicated.  The 
only  taxpayers  who  will  use  this  compli¬ 
cated  method  will  be  the  corporations 
which  are  large  enough  to  keep  their 
tax  returns  continuously  open  and 
which  have  a  group  of  tax  experts  on 
their  regular  payrolls  to  figure  taxes  at 
all  times.  If  a  taxpayer  claims  this 


credit  and  then  sells  the  piece  of  equip¬ 
ment  6  years  later  he  will  have  to  go 
back  and  recompute  his  tax  returns  and 
open  them  for  those  6  years  because  he 
can  keep  but  one-third  of  the  tax  credit. 

If  he  sells  the  equipment  within  4 
years  he  will  lose  all  of  the  tax  credit 
and  will  have  to  recompute  his  return 
accordingly. 

The  average  small  taxpayer  who  does 
not  employ  an  accountant  on  his  pay¬ 
roll  12  months  a  year  will  not  reopen  his 
tax  returns  voluntarily  for  this  claim. 
This  proposal  is  even  too  complicated  for 
a  Harvard  professor  to  understand. 

Mr.  PROXMIRE.  Mr.  President,  will 
the  Senator  from  Delaware  yield? 

Mr.  WILLIAMS  of  Delaware.  I  yield. 

Mr.  PROXMIRE.  I  should  like  to  ask 
a  question  on  the  point  so  ably  raised  by 
the  Senator  from  New  York.  Is  it  not 
true  that  the  McGraw-Hill  survey  asked 
hundreds  of  businessmen  whether  they 
would  use  the  tax  credit,  apropos  the 
Senator’s  argument  with  respect  to  re¬ 
machining  and  bringing  up  to  date  their 
equipment;  and  is  it  not  true  that  the 
overwhelming  majority  said,  “No”;  and 
that  the  conclusion  was  that  this  pro¬ 
posal  would  have  a  very  slight  effect 
upon  increasing  modernization  of  equip¬ 
ment — about  1*4  percent? 

Mr.  WILLIAMS  of  Delaware.  Yes; 
small  companies  would  pass  it  by  almost 
entirely  because  they  do  not  understand 
the  complications  of  getting  the  credit. 

Mr.  PROXMIRE.  Is  it  not  also  true 
that  the  National  Industrial  Conference 
made  a  similar  survey  and  asked  a 
thousand  businessmen  whether  in  1962 
they  would  use  the  proposed  tax  credit? 

Mr.  WILLIAMS  of  Delaware.  That  is 
true.  Any  provision  which  is  so  com¬ 
plicated  that  it  requires  the  experts  of 
the  committee  to  devote  5  pages  to  an 
explanation  of  it  is  too  complicated 
for  the  average  taxpayer  and  is  of  no 
benefit  to  him. 

Mr.  PROXMIRE.  Is  it  not  also  true 
that  McGraw-Hill  found  that  in  the 
coming  year  the  plans  of  business  are 
to  spend  more  on  investment  in  plant 
and  equipment  than  ever  before  in  his¬ 
tory — more  than  $1  billion  more — and 
that  30  percent  of  that  will  be  for  mod¬ 
ernization,  without  the  investment 
credit? 

Mr.  WILLIAMS  of  Delaware.  That  is 
correct.  I  would  support  a  liberaliza¬ 
tion  of  the  present  depreciation  sched¬ 
ule,  but  I  would  want  it  done  within  the 
framework  of  the  existing  law  so  that 
every  taxpayer,  whether  he  be  a  farmer 
in  Nebraska,  Delaware,  or  Wisconsin,  or 
a  small  businessman  in  any  State,  could 
compute  his  own  tax  return  and  know 
what  he  was  paying.  Why  propose 
something  so  complicated  that  no  one 
can  understand  it? 

Mr.  Walter  A.  Slowinski,  speaking  in 
behalf  of  the  Chamber  of  Commerce  of 
the  United  States,  told  the  committee: 

The  chamber  again  recommends  against 
the  adoption  of  this  novel  and  untried 
preferential  tax  credit  subsidy  for  business. 
It  is  also  unnecessarily  complex,  and  it  will 
be  difficult  to  administer. 

Mr.  AIKEN.  Mr.  President,  will  the 
Senator  from  Delaware  yield? 
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Mr.  WILLIAMS  of  Delaware.  I  yield. 

Mr.  AIKEN.  Under  this  proposal, 
could  an  American  business  concern  get 
credits  for  modernizing  or  reequipping 
a  plant  which  it  owned  in  another 
country? 

Mr.  WILLIAMS  of  Delaware.  It  is  my 
understanding  that  it  could  if  the  ma-  ^ 
chinery  is  bought  in  this  country.  If  it 
were  a  subsidiary,  I  see  no  reason  why 
that  could  not  be  done. 

Mr.  AIKEN.  Suppose  an  American 
company  decided  to  modernize  its  plant 
in  this  country,  but  purchased  outside 
the  United  States  the  equipment  for 
modernizing  the  plant.  Would  that  com¬ 
pany  then  be  entitled  to  the  credit? 

Mr.  WILLIAMS  of  Delaware.  I  see 
nothing  in  the  bill  to  prevent  it. 

Mr.  AIKEN.  We  know  that  most 
American  manufacturers  now  have 
plants  in  other  countries.  If  they  were 
retooling,  would  they  get  credits  regard¬ 
less  of  whether  they  purchased  the  tools 
in  the  United  States  or  bought  them 
abroad? 

Mr.  WILLIAMS  of  Delaware.  I  have 
checked  with  the  staff,  and  the  answer 
is;  Yes,  they  would  get  the  credit,  re¬ 
gardless  of  whether  the  tools  were 
bought  in  this  country  or  abroad. 

Mr.  AIKEN.  Will  the  Senator  consult 
with  the  staff  member  in  regard  to  re¬ 
fitting  plants  owned  in  another  country 
by  another  concern? 

I  realize  that  most  of  the  plants  in 
other  countries  are  already  modernized. 
But  if  they  wished  to  install  new  equip¬ 
ment,  would  this  credit  be  allowed  if 
they  used  American  equipment  to  mod¬ 
ernize  plants  overseas? 

Mr.  WILLIAMS  of  Delaware.  I  am 
advised  that  if  the  equipment  were  pur¬ 
chased  overseas  and  were  used  in  plants 
in  the  United  States,  the  7-percent  cred¬ 
it  would  still  be  allowed.  If  the  equip¬ 
ment  were  purchased  abroad  and  were 
used  abroad  the  7-percent  credit  would 
not  be  allowed. 

Mr.  AIKEN.  But  suppose  a  plant 
abroad  was  refitted  with  equipment  pur¬ 
chased  in  the  United  States:  Would  the 
credit  then  be  allowed? 

Mr.  WILLIAMS  of  Delaware.  I  am 
advised  by  the  staff  that  it  would  not. 

Mr.  AIKEN.  Then  there  would  be  no 
incentive  to  use  American  machine  tools, 
regardless  of  whether  a  plant  in  the 
United  States  or  a  plant  overseas  was 
being  refitted. 

Mr.  GORE.  Mr.  President,  on  the 
question  of  agreeing  to  this  amendment, 

I  ask  for  a  rollcall  vote. 

Mr.  WILLIAMS  of  Delaware.  Mr. 
President,  I  join  in  the  request  for  the 
yeas  and  nays. 

Mr.  SMATHERS.  What  amendment 
is  this? 

Mr.  WILLIAMS  of  Delaware.  The 
Byrd- Williams  amendment. 

The  PRESIDING  OFFICER  (Mr.  Bur¬ 
dick  in  the  chair) .  Is  there  a  sufficient 
second? 

The  yeas  and  nays  were  ordered. 

Mr.  KEATING.  Mr.  President,  will 
the  Senator  from  Delaware  yield? 

Mr.  WILLIAMS  of  Delaware.  I  yield. 

Mr.  KEATING.  Does  the  amendment 
involve  discrimination  between  com- 
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panies— for  example,  between  a  company 
which  has  already  modernized  its  plant 
and  one  which  modernizes  it  after  this 
law  goes  into  effect?  "Would  a  company 
which  has  already  modernized  its  plant 
be  able  to  obtain  the  benefit  of  this  in¬ 
vestment  credit?  It  would  not  be  able 
to,  would  it? 

Mr.  WILLIAMS  of  Delaware.  That  is 
correct;  a  plant  which  does  its  moderniz¬ 
ing  before  the  effective  date  of  the  bill 
would  not  obtain  any  credit. 

Mr.  KEATING.  What  is  the  effective 

date  of  the  bill? 

Mr  WILLIAMS  of  Delaware.  As  the 
bill  came  from  the  committee  the  date 

was  July  1,  1962.  .  . 

Mr  KEATING.  So  modernizing  com¬ 
pleted  prior  to  July  1  of  this  year  would 
get  no  credit  of  this  sort? 

Mr.  WILLIAMS  of  Delaware.  That  is 
correct.  On  the  other  hand,  if  the  earn¬ 
ings  during  these  years  were  not  such  as 
to  enable  them  to  claim  the  investment 
credit  they  could  not  use  any  of  ft 
Mr.  KEATING.  How  long  is  the  bill  to 

continue  in  effect? 

Mr.  WILLIAMS  of  Delaware.  Presum¬ 
ably  indefinitely. 

Mr.  KEATING.  That  is  the  pouitl 
was  about  to  make.  If  this  credit  fails 
there  is  no  guarantee  that  it  will  be 

repealed.  ,  ... 

Mr.  WILLIAMS  of  Delaware.  No,  no 

termination  date  is  provided. 

Mr  KEATING.  But  once  enacted,  it 
never  would  be  terminated,  would  the 
Senator  agree? 

Mr.  WILLIAMS  of  Delaware.  I  ven¬ 
ture  to  say  that  it  would  soon  be  rec¬ 
ognized  for  what  it  is;  namely,  an  un¬ 
warranted  windfall  or  subsidy,  too  com¬ 
plex  in  nature.  Therefore  it  may  well 
be  repealed.  Such  a  step  could  delay  the 
long  overdue  correction  of  our  deprecia¬ 
tion  rates.  ,  ,  ...  „ 

I  believe  that  if  we  are  to  do  anything 
to  change  the  depreciation  formula  we 
should  do  it  in  a  way  which  will  be 
understandable  to  the  taxpayers,  and  we 
should  also  apply  it  to  the  construction 
of  new  buildings.  But  as  the  amend¬ 
ment  now  stands  it  does  not  apply  to 
the  construction  of  new  buildings.  But 
what  good  would  new  machinery  be  if  it 
were  installed  in  an  old,  obsolescent 
building?  Unless  this  provision  is  ap¬ 
plied  across  the  board  I  do  not  believe  we 
shall  be  accomplishing  anything  of  any 
significant  importance.  But  regardless 
of  that  weakness,  a  tax  loss  of  $1  billion 
or  $1.5  billion  annually  would  be  caused. 

While  this  7  percent  investment  credit 
as  recommended  by  the  Kennedy  ad¬ 
ministration  does  not  apply  to  building 
it  does  apply  to  racehorses  and  bulls 
I  am  even  advised  that  this  tax  credit 
would  apply  to  the  purchase  price  of 
allegators  and  snakes  when  purchased  in 
the  course  of  a  business.  Who  says  the 
New  Frontier  does  not  have  ideas? 

Mr.  KEATING.  Is  it  the  experience 
of  the  Senator  from  Delaware  that  once 
tax  loopholes — which  is  what  I  believe 
this  amendment  is — are  established  in 
the  law,  it  is  extremely  difficult  to  get 
them  taken  out  of  the  law? 

Mr.  WILLIAMS  of  Delaware.  Yes. 
Furthermore,  the  Chamber  of  Commerce 
of  the  United  States  recognized  this 


point  as  it  opposed  this  credit.  That 
organization  certainly  represents  Ameri¬ 
can  industry,  and  one  might  think  it 
would  favor  an  amendment  which  would 
result  in  a  tax  reduction  of  $1  billion  or 
$1.5  billion  to  American  business.  How¬ 
ever,  the  Chamber  of  Commerce  of  the 
United  States  opposes  the  provision  and 
calls  it  a  “subsidy.”  It  says  it  does  not 
want  American  business  to  be  accused  of 
getting  such  a  subsidy.  They  recognize 
that  subsidies  are  bound  to  be  accom¬ 
panied  by  greater  government  control  of 
business. 

Mr.  KEATING.  Mr.  President,  I  thank 
the  Senator  from  Delaware  very  much 
for  the  points  he  has  made  and  the  in¬ 
formation  he. has  provided. 

I  think  the  tax  credit  is  essentially  a 
gimmick.  It  would  add  a  new  provision 
to  our  tax  code;  and  if  it  did  not  work, 
it  never  would  be  repealed.  Over  the 
years,  it  could  be  a  multibillion  dollar 
blunder.  There  is  no  such  thing  as  a 
temporary  tax  or  a  temporary  tax  credit. 

Mr.  President,  in  the  last  year  I  have 
received  a  grand  total  of  six  letters  fa¬ 
voring  the  investment  credit.  This 
shows  something  of  the  enthusiasm  with 
which  it  has  been  greeted  by  taxpayers. 

I  would  much  prefer  to  see  real  rate  re¬ 
form,  which  would  help  little  people  as 
well  as  big,  before  we  take  a  step  like 
this. 

The  investment  credit  before  us  is  an 
unproven  experiment  few  people  want, 
and  that  will  cost  over  a  billion  dollars. 
It  is  part  of  a  tax  reform  bill  which  will 
add  substantially  to  our  budget  deficit 
at  a  time  whem,  although  the  President 
promised  a  balanced  budget,  the  fiscal 
1963  budget  is  deep  in  the  red. 

This  credit  may  be  good;  I  am  not 
saying  it  is  necessarily  bad.  But  I  doubt 
very  much  that  it  is  good  enough  to  war¬ 
rant  a  $1  billion  increase  in  the  national 

debt.  .  .  ... 

One  final  word :  Depreciation  is  a  tried 
and  practical  way  to  stimulate  invest¬ 
ment.  I  support  the  steps  which  have 
been  taken  to  liberalize  depreciation 
treatment.  This  is  an  established 
method.  I  think  we  should  stick  by  it. 
If  we  need  further  depreciation  re¬ 
forms — either  through  legislation  *  or 
through  administrative  action — let  us 
do  it.  This  would  be  far  better  than  tak¬ 
ing  a  gamble  on  a  new  tax  gimmick  which 
may  not  work,  which  will  be  with  us 
forever,  and  which  will  cost  the  taxpay¬ 
ers  of  the  Nation — big  and  little — at  least 
a  billion  dollars  a  year. 

Mr.  WILLIAMS  of  Delaware.  Mr. 
President,  Mr.  Harold  Scaff,  chaiiman 
of  the  tax  committee  of  the  National 
.  Association  of  Manufacturers,  opposed 
this  tax  credit;  he  said: 


the  other  provisions  of  H.R.  10650  constituted 
sound  tax  policy. 


Investment  credit  would  simply  provide 
reduction  in  effective  tax  rates  for  taxpayers 
who  use  their  income  and  other  funds  as  the 
Government  thinks  is  best  for  the  economy 
at  a  particular  time.  m 

There  has  been  a  tendency  to  promote  and 
discuss  the  investment  tax  credit  apart  from 
the  price  which  it  would  exact  in  terms  of 
othe?  changes  in  the  tax  law.  Even  with¬ 
out  the  exaction  of  such  a  price,  we  woo  d 
oppose  the  credit  for  the  reasons  set  forth 
in  the  appendix  attached  hereto.  Very 
simply,  we  believe  that  tax  reductions  should 
be  afforded  by  direct  means.  We  would  take 
this  position  even  if,  in  our  opinion,  all  o 


Mr.  MILLER.  Mr.  President,  will  the 
Senator  from  Delaware  yield  to  me? 

Mr.  WILLIAMS  of  Delaware.  I  yield. 

Mr.  MILLER.  The  Senator  from  Dela¬ 
ware  knows  there  is  a  great  deal  of  talk 
about  making  cuts  in  the  tax  rates,  next 
year.  Suppose  next  year  Congress  de¬ 
cides  to  cut  the  corporation  and  the  indi¬ 
vidual  tax  rates.  Is  it  the  opinion  of 
the  Senator  from  Delaware  that  the  in¬ 
vestment  credit  would  remain  on  the 
statute  books,  notwithstanding  such 
further  cuts? 

Mr.  WILLIAMS  of  Delaware.  Pre¬ 
sumably  so.  But  I  am  sure  that  if  this 
investment  credit  is  enacted  it  will  be 
taken  into  consideration  when  a  de¬ 
cision  is  made  on  the  question  of  wheth¬ 
er  to  reduce  the  corporate  tax  rates. 
One  cannot  get  around  the  fact  that 
this  is  a  tax  cut  of  $1.25  billion  or  $1.5 
billion  for  the  benefit  of  American  in¬ 
dustry.  A  comparable  reduction  is  not 
given  to  any  other  type  of  taxpayei 
although  it  would  go  to  all  partnerships 
and  individuals  who  purchase  new 
equipment. 

This  provision  will  not  accelerate  tne 
modernization  of  American  industry. 
This  is  just  a  windfall  on  a  discrimina¬ 
tory  basis. 

Suppose  two  competitive  companies 
each  invest  $10  million  in  new  equip¬ 
ment  during  1962.  One  purchases  its 
equipment  in  June  and  the  other  pur¬ 
chases  its  equipment  in  July.  One  com¬ 
pany  will  get  a  $700,000  tax  credit  oi 
windfall;  the  other  company  will  get 
nothing. 

Mr.  MILLER.  But  if  this  amendment 
is  enacted  into  law  and  remains  on  the 
statute  books,  and  if  next  year  a  further 
reduction  is  made  in  the  corporate  tax 
rates,  the  result  will  be  to  compound  the 
tax  relief  for  one  particular  group  in  the 
American  economy.  In  short,  if  next 
year  a  3 -percent  tax-rate  reduction  is 
made  across  the  board,  taxpayers  who 
were  able  to  take  advantage  of  this  pro¬ 
vision  would  have,  in  total,  a  5-peicent 
tax  reduction — which  would  frustrate 
the  congressional  intent. 

Mr.  WILLIAMS  of  Delaware.  Yes. 
Furthermore,  if  the  intention  is  to  have 
such  tax  relief  why  is  it  proposed  that 
it  be  confined  to  machinery  but  not  ap¬ 
plied  to  new  buildings?  If  the  principle 
is  sound  why  not  have  it  apply  across 
the  board  to  everyone? 

I  think  this  amendment  is  only  an 
entering  wedge  for  the  beginning  of  sub¬ 
sidies  for  the  benefit  of  certain  segments 

of  American  industry. 

Mr.  MILLER.  Is  it  the  understanding 
of  the  Senator  from  Delaware  that  the 
proponents  of  the  amendment  advocate 
it  on  the  ground  of  the  need  foi  giouth 
in  our  economy? 

Mr  WILLIAMS  of  Delaware.  Yes, 
they  claim  they  want  to  increase  the 
productive  capacity  of  the  Ameiican 
economy  so  that  it  will  be  better  able  to 
compete  with  the  European  Common 
Market.  But  if  we  accept  that  as  a  rea¬ 
son  then  I  ask  by  what  line  of  reasoning 
did  the  administration  recommend  that 
the  investment  credit  apply  to  the  pur¬ 
chase  of  racehorses,  with  the  result  that 
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one  who  purchased  a  $100,000  racehorse 
would  automatically  receive  a  tax  credit 
of  $7,000 — in  other  words,  a  tax  reduc¬ 
tion  of  $7,000.  Just  how  would  that  en¬ 
able  the  American  economy  better  to 
compete  with  the  European  Common 
Market?  Under  the  livestock  provision 
bulls  and  even  alligators  are  included. 

Mr.  MILLER.  Along  the  same  line,  I 
was  distressed  to  discover  that  the  pro¬ 
posed  tax  credit  would  apply  to  the  pur¬ 
chase  of  racehorses,  but  would  not  ap¬ 
ply  to  the  purchase  of  breeding  livestock. 
I  can  see  a  greater  relationship  to 
growth  of  the  economy  by  having  the 
amendment  apply  to  the  purchase  of 
breeding  livestock  than  I  can  to  having 
it  apply  to  the  purchase  of  racehorses. 

Mr.  WILLIAMS  of  Delaware.  It  did 
apply  to  both  the  purchase  of  race¬ 
horses  and  the  purchase  of  bulls.  But 
as  the  bill  is  before  us  the  special  tax 
reduction  which  would  have  been  al¬ 
lowed  those  who  purchase  these  bulls 
and  racehorses  has  been  stricken  out. 
That  provision  was  stricken  out  in  the 
Senate  committee.  But  as  the  bill  now 
stands  this  investment  credit  would  be 
allowed  to  those  who  purchase  slot  -ma¬ 
chines  and  all  other  types  of  gambling 
devices,  barroom  equipment,  and  all 
types  of  equipment  used  at  racetracks. 
On  the  other  hand,  if  a  farmer  in  Iowa 
needed  a  new  bam  he  would  not  be  eli¬ 
gible  for  the  tax  credit.  This  adminis¬ 
tration  considers  racehorses,  bulls,  and 
gambling  devices  more  essential  than 
barns  and  warehouses  or  a  new  manu¬ 
facturing  plant. 

Buildings  necessary  to  house  the 
equipment  of  a  manufacturer  would  not 
be  covered.  On  the  other  hand,  if  a 
man  wished  to  start  a  gambling  joint 
in  one  of  the  States  in  which  gambling 
is  legal  all  the  equipment  for  the  gam¬ 
bling  joint  would  be  covered  by  the  spe¬ 
cial  tax  reduction  on  the  premise  that  it 
would  help  our  economy  compete  better 
with  the  European  Common  Market. 

Mr.  MILLER.  Mr.  President,  I  re¬ 
alize  the  validity  of  the  point  the  Sena¬ 
tor  from  Delaware  is  making,  and  I  un¬ 
derstand  that  he  has  pointed  out  that 
the  proponents  of  this  amendment  an¬ 
ticipate  that  it  will  help  the  growth  of 
our  economy.  But,  as  I  recall,  earlier  to¬ 
day  the  Senator  from  Illinois  pointed  out 
that  there  may  be  a  situation  in  which 
a  taxpayer  may  invest  in  new  equipment, 
but  the  investment  may  not  even  be 
equal  to  the  amount  of  depreciation 
taken  on  his  tax  return;  and  in  such  a 
case  it  could  well  be  that  a  corporation 
which  had  $200,000  of  taxable  income 
last  year  or  this  year  might  have  only 
$150,000  of  taxable  income  when  it  took 
advantage  of  the  investment  credit  based 
on  the  $200,000  of  taxable  income  in  the 
previous  year.  In  other  words,  the  cor¬ 
poration  might  have  gone  backward,  in¬ 
sofar  as  its  income  was  concerned;  but 
it  still  would  reap  the  benefits  of  this 
tax  provision,  based  on  its  income  in  the 
previous  year. 

Mr.  WILLIAMS  of  Delaware.  That  is 
correct. 

The  representative  of  one  of  the  larg¬ 
est  corporations  in  the  United  States 
testified  when  he  was  before  our  com- 
mittee  in  opposition  to  such  a  provision. 


He  said  it  would  be  an  unjustified  sub¬ 
sidy  and  emphasized  that  his  company 
is  not  asking  for  it.  He  pointed  out  that 
his  company  would  benefit  from  it  to  the 
extent  of  approximately  $75  million,  but 
he  stated  that  his  company  would  not 
spend  one  additional  dime  on  construc¬ 
tion  even  if  it  were  allowed  the  $75  mil¬ 
lion.  I  admire  this  company  for  its  com¬ 
plete  frankness,  but  if  this  Congress  had 
no  more  sense  than  to  pass  that  pro¬ 
posal,  I  am  sure  that  their  stockholders 
will  insist  that  they  take  it. 

Mr.  MILLER.  Mr.  President,  I  note 
that  the  Senator  from  Illinois  is  on  the 
floor.  I  wonder  if  the  Senator  from 
Delaware  will  yield  to  me  so  that  I  may 
ask  a  question  of  him  which  applies  to 
the  last  question? 

Mr.  WILLIAMS  of  Delaware.  I  yield. 

Mr.  MILLER.  I  understood  the  Sena¬ 
tor  from  Illinois  to  point  out  earlier  to¬ 
day  that  a  taxpayer  might  invest  in 
equipment  a  certain  sum  of  money  and 
get  the  tax  benefit  under  this  provision 
notwithstanding  the  fact  that  the  in¬ 
vestment  might  be  less  than  the  com¬ 
bined  depreciation  deduction  on  his 
taxable  income. 

Mr.  DOUGLAS.  That  is  correct. 

Mr.  MILLER.  Does  the  Senator  from 
Illinois  not  recognize  that  if  that  hap¬ 
pens  we  may  have  a  situation  where  the 
taxpayer’s  taxable  income  has  actually 
gone  backward  instead  of  grown,  which 
is  the  purpose,  as  I  understand,  of  this 
provision? 

Mr.  DOUGLAS.  That  is  possible. 

Mr.  MILLER.  If  that  is  so,  the  Sena¬ 
tor  pointed  out  that  the  way  the  invest¬ 
ment  credit  was  originally  proposed  did 
not  have  that  defect  in  it.  Am  I  correct? 

Mr.  DOUGLAS.  That  is  correct.  The 
original  proposal  was  for  15  percent  in¬ 
vestment  credit  on  all  sums  invested  in 
excess  of  depreciation  and  a  6  percent 
credit  on  the  amounts  invested  between 
50  percent  of  depreciation  and  100  per¬ 
cent  of  depreciation,  but  nothing  what¬ 
soever  if  less  than  50  percent  of  deprecia¬ 
tion  was  provided. 

This  proposal  provides  7  percent  across 
the  board  for  10  percent  of  depreciation, 
20  percent  of  depreciation,  50  percent  of 
depreciation,  or  80  percent  of  deprecia¬ 
tion;  and  the  bill  has  been  transformed 
from  one  which  aims  to  stimulate  in¬ 
vestment  into  one  which  rewards  gross 
investment,  not  net  investment,  whether 
or  not  it  meets  depreciation  charges. 

Mr.  MILLER.  So  the  purpose  of  this 
provision,  which  is  to  stimulate  growth,  i 
can  well  be  frustrated  into  circum¬ 
stances  where  the  taxpayer  has  actually 
gone  backward  instead  of  grown? 

Mr.  DOUGLAS.  That  is  correct.  He 
will  have  grown  with  it. 

Mr.  WILLIAMS  of  Delaware.  If  the 
new  machinery  is  merely  to  replace  old 
machinery,  he  still  gets  credit,  whether 
it  is  for  expansion  or  not. 

Much  has  been  said  about  the  fact 
that  this  provision  would  benefit  the 
small  businessman,  a  point  to  which  I 
take  exception.  As  I  said  before,  not 
only  is  it  too  complicated,  but  under 
existing  tax  law  there  is  a  provision,  not 
affected  by  this  measure,  whereby  the 
small  businessman  can  write  off  20  per¬ 
cent  up  to  $10,000  for  any  1  year,  and 


that  20  percent  is  in  addition  to  the 
normal  depreciation  schedules.  For 
example,  if  a  piece  of  equipment  has  a 
10-year  life,  he  can  write  off  20  percent 
of  it  the  first  year  and  in  addition  claim 
another  full  20  percent  depreciation. 

So  we  already  have  within  the  frame¬ 
work  of  existing  law  provisions  which 
extend  benefits  to  the  small  business¬ 
man,  benefits  which  far  exceed  the  bene¬ 
fits  provided  under  the  7-percent  invest¬ 
ment  credit  proposal. 

I  ask  unanimous  consent  that  provi¬ 
sions  of  section  176  paragraphs  (a)  and 
(b)  be  printed  at  this  point  in  the 
Record. 

There  being  no  objection,  the  section 
was  ordered  to  be  printed  in  the  Record, 
as  follows: 

Sec.  179.  Additional  First-Year  Deprecia¬ 
tion  Allowance  for  Small 
Business. 

(a)  General  rule:  In  the  case  of  section 
179  property,  the  term  “reasonable  allow¬ 
ance”  as  used  in  section  167(a)  may,  at  the 
election  of  the  taxpayer,  include  an  allow¬ 
ance,  for  the  first  taxable  year  for  which  a 
deduction  is  allowable  under  section  167  to 
the  taxpayer  with  respect  to  such  property, 
of  20  percent  of  the  cost  of  such  property. 

(b)  Dollar  limitation:  If  in  any  one  tax¬ 
able  year  the  cost  of  section  179  property 
with  respect  to  which  the  taxpayer  may 
elect  an  allowance  under  subsection  (a)  for 
such  taxable  year  exceeds  $10,000,  then  sub¬ 
section  (a)  shall  apply  with  respect  to  those 
items  selected  by  the  taxpayer,  but  only  to 
the  extent  of  an  aggregate  cost  of  $10,000. 
In  the  case  of  a  husband  and  wife  who  file 
a  joint  return  under  section  6013  for  the 
taxable  year,  the  limitation  under  the  pre¬ 
ceding  sentence  shall  be  $20,000  in  lieu  of 
$10,000. 

Mr.  WILLIAMS  of  Delaware.  As  I  ex¬ 
plained  earlier,  I  have  asked  the  staff  of 
the  committee  to  compile  an  explanation 
for  the  use  of  the  taxpayer  of  the  invest¬ 
ment  credit  provision  of  H.R.  10650  as 
amended  by  the  Senate  Finance  Com¬ 
mittee. 

If  this  is  going  to  be  the  law,  I  think 
the  taxpayers  ought  to  be  able  to  under¬ 
stand  how  it  was  intended  to  operate.  It 
took  the  staff  5  pages  to  explain  how  a 
taxpayer  can  take  advantage  of  this  7 
percent  credit  if  it  is  passed  in  the  form 
now  before  the  Senate. 

I  ask  unanimous  consent  that  the  ex¬ 
planation  be  printed  at  this  point  in  the 
Record. 

There  being  no  objection,  the  expla¬ 
nation  was  ordered  to  be  printed  in  the 
Record,  as  follows: 

Explanation  of  the  Investment  Credit  Pro¬ 
vision  of  H.R.  10650  as  Amended  by  the 
Senate  Finance  Committee 

The  bill  provides  a  credit  which  may  be 
offset  directly  against  income  tax.  Usually, 
this  is  7  percent  of  “qualified  investment.” 
Investment  which  is  eligible  for  the  7  percent 
investment  credit  is  referred  to  in  the  bill 
as  "qualified  investment.”  Qualified  invest¬ 
ment  includes  both  new  property  and  up  to 
$50,000  used  property.  Property  qualifies  for 
the  investment  credit  in  the  year  it  is  placed 
in  service  by  the  taxpayer. 

The  percentage  of  investment  which  the 
taxpayer  can  take  Into  account  as  qualified 
investment  varies  with  the  expected  useful 
life  of  the  property  in  his  business.  No  part 
of  the  investment  with  a  life  of  less  than  4 
years  is  taken  into  account,  property  with  a 
life  of  4  years  up  to  6  years  is  taken  into  ac¬ 
count  at  one-third  of  the  amount  of  invest- 
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ment  made,  property  with  a  life  of  6  to  8 
years  is  taken  into  account  on  the  basis  of 
two-thirds  of  the  Investment  made,  and 
property  with  a  longer  life  is  taken  into  ac¬ 
count  at  the  full  amount  of  the  investment. 

Public  utility  property  is  taken  into  ac¬ 
count  as  qualified  investment  at  three- 
sevenths  of  the  cost  of  the  property.  As  a 
result  in  the  case  of  4-  or  6-year  public 
utility  property  one-seventh  of  the  invest¬ 
ment  is  taken  into  account;  in  the  wo 
6-  or  7-year  property,  two-thirds  is  taken 
into  account;  and  in  the  case  of  property 
with  a  life  of  8  years  or  more,  three-seventh 

-  1.  reduced  In  th.  c.„. 

of  property  which  is  a  replacement  for  other 
property  destroyed  or  damaged  by  fire,  storm, 
shipwreck,  or  other  casualty  or  storm,  wher 
this  property  was  insured.  The  amount 
treated  as  qualified  investment  m  the  case 
of  the  replacement  property  is  reduced  y 
the  amount  of  the  insurance  or  by  the  cost 
of  the  replacement  property,  whichever  i 
the  lesser. 

The  property  taken  into  account  as  quali¬ 
fied  investment  must  be  purchased  or  other¬ 
wise  acquired  after  June  30,  1962. 

Used  property  also  is  eligible  for  the 
credit  if  purchased  after  June  30,  1962,  but 
the  amount  which  may  be  taken  into  ac¬ 
count  is  limited  to  a  maximum  of  $50,000  a 

^  In  the  case  of  husband  and  wife  filing 
separate  returns,  the  used  property  with  re¬ 
spect  to  each  is  limited  to  a  maximum  of 
$25,000,  unless  one  of  the  two  has  not  pur- 
chased  any  qualifying  used  property  in 
which  case  the  other  is  entitled  to  the  full 

The  tax  credit  may  not  exceed  tax  liability 
up  to  a  level  of  $25,000  and  may  not  exceed 
25  percent  of  tax  liability  above  this  amount. 
Any  tax  credit  Which  may  not  be  used  in  this 
fashion  can  be  carried  back  3  years  and  for¬ 
warded  5  years  and  used  as  if  it  were  a  credit 
for  that  year  or  years. 

The  bill  provides  a  special  recapture  rule. 

If  property  is  disposed  of  before  the  end  of 
its  estimated  useful  life  in  the  hands  of  the 
taxpayer  and  this  period  is  less  than  8  years, 
then  the  amount  of  the  credit  which  may 
be  taken  is  reduced  in  such  a  manner  as  if 
the  estimated  useful  life  of  the  property  had 
initially  been  correctly  estimated.  However, 
this  adjustment  is  made  in  the  current  year 

rather  than  in  the  prior  year.  .  .. 

The  bill  provides  that  the  cost  or  other 
basis  of  the  property  is  to  be  reduced  by  7 
percent  of  the  qualified  investment.  This 
reduction  is  for  purposes  both  of  deprecia¬ 
tion  to  be  taken  subsequently  and  also  in 
case  the  property  is  subsequently  sold.  If 
because  of  limitations  the  full  amount  of  the 
credit  cannot  be  taken — this  can  arise  either 
because  the  property  is  sold  and  the  credit 
is  reduced  or  because  the  carryover  and  carry¬ 
back  do  not  permit  the  full  use  of  the 
feredit — then  the  taxpayer  is  allowed  a  special 
deduction  from  income  equal  to  the  amount 
by  which  the  basis  of  his  property  was  re¬ 
duced  but  for  which  no  credit  was  taken. 

Only  what  is  called  section  38  property 
is  treated  as  qualified  investment  under  the 
bill.  Most  tangible  personal,  property  quali¬ 
fies  Except  for  buildings  and  structural 
components,  real  property  which  is  used  in 
manufacturing,  production  or  extraction  or 
in  furnishing  transportation,  communica¬ 
tions,  electrical  energy,  gas,  water  or  sewage 
disposal  services  also  qualified.  Hus  w ‘  also 
true  of  real  property  other  than  buildings 
and  structural  components  used  for  research 
or  storage  facilities  in  the  case  of  any  of  the 
categories  mentioned  above. 

There  are,  however,  certain  ca^°ries  o 
nronertv  which  are  excluded  from  the  deflni 
tion  of  qualifying  investment.  These  exclu- 

^(T)1  Most  property  used  primarily  for  lodg¬ 
ing. 


(2)  Most  property  used  by  tax-exempt  or 
ganizations. 

(3)  Property  used  by  governmental  units. 

(4)  Most  property  used  predominately  out¬ 
side  of  the  United  States. 

(5)  Livestock. 

The  bill  also  provides  that  a  lessor  may 
elect  to  treat  investment  as  if  made  by  the 
lessee  rather  than  the  lessor.  If  the  lessor 
makes  this  election,  the  lessee  is  treated  as 
if  he  had  acquired  the  property  himslef .  The 
useful  life  of  the  property  in  his  hands,  how¬ 
ever,  is  the  useful  life  in  the  hands  of  the 
lessor . 

Special  categories  of  taxpayers  have  their 
investment  credit  reduced  on  the  grounds 
that  they  for  one  reason  or  another  are  not 
fully  taxable.  This  includes  mutual  savings 
banks,  savings  and  loan  associations,  regu¬ 
lated  investment  companies,  cooperatives, 
and  small  business  corporations  treated  in 
a  manner  similar  to  partnerships. 

Mr.  BUSH.  Mr.  President,  I  have  a 
few  comments  to  make  about  the  bill. 

I  am  opposed  to  this  amendment  because 
I  believe  it  is  discriminatory.  Take  com¬ 
pany  A,  for  instance,  which  has  gone 
ahead  and  improved  its  plant  and  mod¬ 
ernized  its  equipment  and  completed  this 
process,  so  that  during  the  next  4  or  5 
years  it  will  not  have  to  do  further  mod¬ 
ernization.  It  would  get  no  benefit  what¬ 
soever  under  this  investment  credit 

provision.  _  ,  .  , 

On  the  other  hand,  company  B,  which 
may  be  a  less  well  managed  company, 
a  company  which  may  be  a  larSer  °*‘ 
smaller  company  than  company  A,  but 
has  not  been  so  farsighted,  will  get  all 
of  the  benefit,  for  whatever  it  is  worth, 

under  the  amendment. 

I  think,  therefore,  this  is  a  discrimi¬ 
natory  amendment.  It  discriminates 
against  the  efficient  in  favor  of  the  in¬ 
efficient.  It  discriminates  against  the 
forward  looking,  aggressive,  adventur¬ 
ous  business  organization,  and,  con¬ 
versely,  it  discriminates  in  favor  of  one 
that  may  be  considerably  less  so.  There¬ 
fore  on  the  ground  of  its  discriminatory 
nature,  I  believe  the  investment  tax 
credit  should  be  deleted  from  the  bill. 

Secondly,  I  do  not  believe  m  selective 
tax  treatment.  I  think,  generally  speak¬ 
ing  all  taxpayers  within  groups,  within 
industries,  within  any  category,  should 
be  treated  alike.  Both  large  businesses 
and  small  businesses  should  be  treated 
dilikc. 

I  also  observe  that  there  is  no  enthusi¬ 
asm  for  this  investment  tax  credit,  so  , 
far  as  I  have  been  able  to  find,  among 
American  businesses.  This  fa(^. was  a(*' 
mitted  on  the  Senate  floor  this  after¬ 
noon.  My  able  and  distinguished  col¬ 
league  from  New  York  said  that, 
although  he  finds  little  support  for  this 
tax  credit,  he  thinks  in  due  couise  it 

will  be  appreciated.  American 

If  I  know  anything  about  Ameiican 

businessmen,  they  are  welt  able  g  deter¬ 
mine  for  themselves  what  is  likely  to  oe 
beneficial  to  them,  what  J  bkely  to  l  - 
<iuce  them  to  go  ahead  and  expand,  ana 
f  do  not  think  it  needs  interpretation 
from  ttose  who  are  not  active  m  burr- 
ness  management. 

so  I  say  if  we  are  going  to  do  some¬ 
thing  \o  stimulate  activity  m  American 
business  by  way  of  expansion  extension 
of  plant,  and  modernization,  let  us  do  it 
right  Let  us  do  it  in  the  way  that  the 


established  leaders  of  business,  the  stu¬ 
dents  who  have  gained  their  knowledge 
from  experience,  feel  is  apt  to  provide 
the  necessary  stimulation. 

What  does  the  business  community 
think  will  stimulate  expansion?  I  would 
say,  offhand,  two  things.  As  my  able 
and  distinguished  colleague  from  Dela¬ 
ware  said  a  few  moments  ago,  an  in- 
creased  depreciation  allowance  would 
have  an  effect.  What  has  already  been 
offered  by  the  Treasury  will,  no  doubt 
have  that  effect  to  some  extent;  but  I 
believe  most  American  businessmen,  if 
they  had  a  chance,  would  vote,  by  a  large 
majority,  to  increase  depreciation  allow¬ 
ances  still  further  so  as  to  take  advan¬ 
tage,  if  you  will,  of  the  additional  $1,200 
million  that  this  tax  credit  provision  will 
take  out  of  the  Treasury.  By  putting 
into  effect  further  depreciation  allow¬ 
ances,  there  would  really  be  a  stimulat¬ 
ing  effect,  and  there  would  also  be  the 
advantage  of  treating  all  alike. 

This  would  give  everybody  an  equal 
opportunity,  the  small  businessman  as 
well  as  the  large  businessman.  I  be¬ 
lieve  this  is  the  way  taxes  should  work. 
They  should  not  be  discriminatory. 

Mr.  WILLIAMS  of  Delaware.  Mr. 

President,  will  the  Senator  yield? 

Mr.  BUSH.  I  yield  to  the  Senator 
from  Delaware. 

Mr.  WILLIAMS  of  Delaware.  The 
Senator  may  be  interested  to  know  that 
I  do  not  recall  a  single  witness  who  ap¬ 
peared  before  the  Senate  Finance  Com¬ 
mittee  during  all  of  the  lengthy  hear¬ 
ings  held  who  did  not  endorse  the  Prin¬ 
ciple  of  a  liberalization  of  the  existing 
depreciation  allowance  as  being  far 
preferable  to  the  investment  credit. 

Mr.  BUSH.  I  thank  the  Senator  for 
that  observation.  That  being  the  case, 

I  do  not  see  why  we  should  fly  m  the 
face  of  that  kind  of  competent  informa¬ 
tion  merely  because  the  administration 
has  sent  to  the  Congress  this  new  idea 
to  stimulate  production  or  to  stimulate 
business  expansion  of  plant,  and  pre¬ 
sumably  to  increase  job  opportunities. 

I  agree  with  the  Senator  from  Del¬ 
aware.  My  feeling  is  that  this  could  be 
much  more  effectively  done  by  a  further 
liberalization  of  the  depreciation  al¬ 
lowances. 

Secondly,  what  would  be  of  equal 
value,  or  what  would  perhaps  stimulate 
an  even  greater  confidence  in  business, 
so  that  business  might  proceed  to  mod¬ 
ernize  and  expand  plant,  would  be  a  gen¬ 
eral  revision  of  the  income  tax  struc¬ 
ture  I  understand  this  pioblem  is 
under  consideration  by  the  administra¬ 
tion  by  the  House  Committee  on  Ways 
and  Means,  and  perhaps  even  by  our town 
rommittee  on  Finance.  It  is  expected 
that  in  1963  the  Senate  will  consider  a 

tax  reform  bill.  .  ,  .  , 

My  fear  is  that,  by  passage  oft  his  kind 
of  “ gimmick”  and  this  kind  of  tax  bill, 
there  will  be  an  interference  with  and 
an  inhibition  against  the  possibilities  of 
enacting  the  kind  of  tax  reform  bill  we 
should  enact,  which  is  long  oveidue. 

I  fear  that  the  hodgepodge  bill,  which 
probably  will  result  from  Senate  action 
will  interfere  with  accomplishing  leal 
tax  revision  in  1963. 
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I  also  venture  to  express  the  fear  now 
tnat  when  we  have  finished  our  con¬ 
sideration  of  this  bill  and  of  the  amend¬ 
ments  which  may  be  attached  to  it,  it 
will  be  the  biggest  hodgepodge  bill 
passed  in  my  memory. 

Where  does  the  Tax  Foundation  stand 
in  connection  with  this?  I  have  not  been 
informed  that  they  have  taken  a  favor¬ 
able  view  of  it  at  all.  I  have  tried  to  find 
a  word  of  testimony  in  favor  of  it  from 
the  highly  expert  organization  known  as 
the  Tax  Foundation  in  New  York. 

Where  does  the  Committee  for  Eco¬ 
nomic  Development,  which  is  regarded  to 
be  an  authority  in  matters  of  this  kind, 
stand? 

What  does  the  National  Association  of 
Manufacturers  have  to  say?  This  is  the 
great  industrial  organization  represent¬ 
ing  the  manufacturers  of  this  country. 
I  understand  that  they  are  opposed  to 
the  investment  tax  credit. 

I  understand  the  Chamber  of  Com¬ 
merce  of  the  United  States  is  opposed  to 
it. 

I  understand  that  the  American  Fed¬ 
eration  of  Labor  and  the  CIO  likewise 
are  opposed  to  it. 

All  of  these  people  have  an  interest 
in  the  expansion  of  American  business, 
of  American  plant.  They  are  interested 
in  American  economic  growth.  No  one 
of  these  people  is  in  favor  of  this  pro¬ 
vision.  In  fact,  it  appears  that  all  of 
them  are  opposed  to  the  investment  tax 
credit  scheme. 

Mr.  WILLIAMS  of  Delaware.  Mr. 
President,  will  the  Senator  yield? 

Mr.  BUSH.  I  yield  to  the  Senator 
from  Delaware. 

Mr.  WILLIAMS  of  Delaware.  The 
Senator  is  correct.  Not  only  are  those 
organizations  opposed  to  it,  and  vigor¬ 
ously  opposed  as  the  Senator  has  stated, 
but  Mr.  Charles  B.  Shuman,  president 
of  the  American  Farm  Bureau  Federa¬ 
tion,  likewise  opposed  it  as  being  of  no 
benefit  to  the  American  farmer  or  to  the 
small  businessman. 

In  fact,  I  have  never  seen  a  proposal 
on  which  there  was  such  a  unanimity 
of  opinion  in  opposition.  Several  peo¬ 
ple  said,  “Surely;  if  Congress  passes  the 
bill  we  will  take  the  money  which  is  to 
be  passed  out,  but  it  is  an  unwarranted 
subsidy.”  That  phrase  was  repeated  over 
and  over  again. 


Mr.  BUSH.  I  thank  the  Senator  for 
his  observation.  I  must  say  that  over 
the  years,  I  think,  the  American  Farm 
Bureau  Federation  has  taken  very  sound 
positions  in  respect  to  matters  of  this 
kind,  affecting  the  economic  life  and  the 
economic  growth  of  the  country. 

If  one  talks  to  representatives  of  most 
companies  privately,  they  say,  “We  are 
going  ahead  with  our  expansion  pro¬ 
gram.  We  would  be  happy,  perhaps,  to 
get  this  windfall.  If  it  is  coming,  we 
will  take  it.  As  a  matter  of  fact,  we  will 
go  ahead  with  our  plans  whether  it  is 
passed  or  not.” 


My  final  point  is  that  I  doubt  vei 
much  whether  it  will  offer  any  stimuli 
tion  or  create  any  new  expansion  i 
Plant,  which  would  not  take  place  witl 
out  an  investment  tax  credit. 

r+Gif  1  have  studied  the  heai 
mgs  on  the  bill  and  the  minority  view 


as  well  as  the  majority  report.  I  am 
convinced  that  we  would  be  far  better 
off  if  we  knocked  the  tax  credit  provision 
out  of  the  bill. 


CRATER-LONG  LAKES  DIVISION 
OF  SNETTISHAM  PROJECT,  ALASKA 

Mr.  HICKEY.  Mr.  President,  I  ask 
unanimous  consent  that  the  unfinished 
business  be  temporarily  laid  aside,  and 
that  the  Senate  proceed  to  the  imme¬ 
diate  consideration  of  Calendar  No. 
1744,  S.  594. 

The  PRESIDING  OFFICER.  The  bill 
will  be  stated  by  title  for  the  informa¬ 
tion  of  the  Senate. 

The  Legislative  Clerk.  A  bill  (S.  594) 
to  authorize  the  construction,  opera¬ 
tion,  and  maintenance  of  the  Crater- 
Long  Lakes  Division  of  the  Snettisham 
project,  Alaska. 

The  PRESIDING  OFFICER.  Is  there 
objection  to  the  request  by  the  Senator 
from  Wyoming? 

Without  objection,  the  unfinished  busi¬ 
ness  will  be  temporarily  laid  aside  and 
the  Senate  will  proceed  to  consider  the 
bill. 

The  Senate  proceeded  to  consider  the 
bill  (S.  594)  to  authorize  the  construc¬ 
tion,  operation,  and  maintenance  of  the 
Crater-Long  Lakes  Division  of  the  Snet¬ 
tisham  project,  Alaska. 

Mr.  HICKEY.  Mr.  President,  this 
bill  would  authorize  the*  construction, 
operation,  and  maintenance  of  the  Cra¬ 
ter-Long  Lakes  Division  of  the  Snettis¬ 
ham  project  in  Alaska.  Favorable  re¬ 
ports  on  this  proposal  have  been  received 
from  the  executive  agencies  involved. 
The  Senate  Interior  and  Insular  Affairs 
Committee  has  reported  the  bill  favor¬ 
ably..  However,  because  of  an  agree¬ 
ment  entered  into  between  the  Secretary 
of  the  Army  and  the  Secretary  of  the 
Interior  relating  to  the  construction  of 
projects  in  Alaska  by  the  Corps  of  En¬ 
gineers  rather  than  the  Bureau  of 
Reclamation,  the  Senate  Committee  on 
Interior  and  Insular  Affairs  recom¬ 
mended  that  the  bill  be  re-referred  to 
the  Senate  Committee  on  Public  Works. 

Mr.  President,  I  move  that  S.  594  be 
referred  to  the  Senate  Committee  on 
Public  Works. 

Mr.  DOUGLAS.  Mr.  President,  will 
the  Senator  yield  for  a  question? 

Mr.  HICKEY.  I  yield. 

Mr.  DOUGLAS.  I  notice  the  two  Sen¬ 
ators  from  Alaska  [Mr.  Bartlett  and 
Mr.  Gruening]  are  not  in  the  Chamber. 

I  should  like  to  ask  if  this  proposal  is 
satisfactory  to  them. 

Mr.  HICKEY.  It  is  my  understand¬ 
ing,  I  reply  to  the  Senator  from  Illinois, 
since  the  report  was  given  to  me,  that  it 
is  satisfactory  and  the  action  is  being 
requested  at  the  request  of  the  Senator 
from  Alaska  [Mr.  Gruening]. 

Mr.  DOUGLAS.  Can  the  leadership 
assure  me  on  this  point? 

Mr.  SMATHERS.  Mr.  President,  will 
the  Senator  yield  so  that  I  might  ask 
the  Senator  a  question? 

Mr.  HICKEY.  I  yield. 

Mr.  SMATHERS.  I  am  curious  as  to 
whether  the  able  Senator  from  Wyoming 
has  cleared  this  with  our  majority 
leader. 


Mr.  HICKEY.  When  I  was  in  the 
chair  as  Presiding  Officer,  the  clerk  from 
the  committee  was  talking  to  the  Sena¬ 
tor  from  Montana  [Mr.  Mansfield],  and 
he  brought  this  bill  up,  handed  it  to  me, 
and  asked  me  if  I  would  make  the  re¬ 
quest.  I  presume  it  has  been  cleared. 

Mr.  SMATHERS.  I  wonder  if  the  able 
Senator  would  mind  postponing  his  re¬ 
quest  for  about  15  minutes,  until  we  can 
check  this  out? 

Mr.  HICKEY.  Very  well. 


REVENUE  ACT  OF  1962 

The  Senate  resumed  the  considera¬ 
tion  of  the  bill  (H.R.  10650)  to  amend 
the  Internal  Revenue  Code  of  1954  to 
provide  a  credit  for  investment  in  cer¬ 
tain  depreciable  property,  to  eliminate 
certain  defects  and  inequities,  and  for 
other  purposes. 

Mr.  DOUGLAS.  Mr.  President,  the 
opponents  of  the  investment  credit  wind¬ 
fall  are  ready  to  vote  now.  I  hope  very 
much  that  there  will  be  no  further  de¬ 
lays,  and  that  we  can  proceed  to  a  vote. 

Mr.  KERR.  Mr.  President,  I  suggest 
the  absence  of  a  quorum. 

The  PRESIDING  OFFICER.  The 
clerk  will  call  the  roll. 

Mr.  MILLER.  Mr.  President,  I  won¬ 
der  if  the  Senator  from  Oklahoma  will 
withhold  his  suggestion  of  the  absence 
of  a  quorum,  so  that  the  Senator  from 
Iowa  may  say  a  few  words. 

Mr.  KERR.  Mr.  President,  I  withdraw 
the  suggestion  for  the  time  being. 

Mr.  MILLER.  Mr.  President,  I  have 
noted  a  lot  of  confusion  about  this  in¬ 
vestment  tax  credit.  First,  I  wish  to 
point  out  that  it  is  not  to  be  a  tax  reform, 
so  far  as  depreciation  is  concerned.  It 
has  nothing  whatsoever  to  do  with  de¬ 
preciation.  What  it  will  be  is  a  tax  cut. 

A  person  would  figure  up  his  tax  bill, 
and  then  take  a  part  of  the  tax  bill  off 
if  he  qualified  under  the  provision.  It 
would  amount  to  a  7  percent  portion  of 
the  total  cost  of  new  equipment  or  new 
assets  for  manufacturing  purposes  or 
farm  purposes,  with  certain  limitations. 

In  other  words,  if  a  person  bought 
something  new  this  year,  after  the  effec¬ 
tive  date  of  the  act,  the  language  would 
apply,  and  it  would  apply  to  the  extent  of 
7  percent.  In  the  case  of  some  small 
businessess,  purchases  could  be  made  up 
to  $50,000  worth  of  used  equipment. 
Many  of  the  small  businesses  cannot  af¬ 
ford  new  equipment,  but  have  obsolete 
equipment  and  could  upgrade  their 
equipment  by  buying  some  good  used 
equipment. 

The  equipment  must  have  a  useful  life 
of  at  least  4  years.  I  ought  to  point  out 
that  the  7  percent  credit  is  not  a  definite 
thing  by  any  means.  It  is  a  graduated 
proposition.  If  a  taxpayer  buys  some¬ 
thing  and  hangs  onto  it  for  over  4  years, 
he  would  receive  only  one-third  of  the 
credit.  If  he  should  hang  onto  it  for 
over  6  years,  he  would  receive  two-thirds 
of  the  credit.  If  he  should  keep  it  for 
over  8  years,  he  would  then — and  only 
then — get  the  full  credit,  although  ac¬ 
tually  he  would  get  a  tax  cut  in  the  year 
in  which  the  asset  was  put  into  service. 
Then  later  on,  if  he  disposes  of  it  in  less 
than  4  years,  he  would  get  no  credit. 


1962 

He  would  have  to  refund  the  entire  credit 
to  the  Government.  Or  if  he  disposed 
of  it  in  less  than  8  years,  he  would  have 
to  refund  a  portion  of  the  credit. 

To  be  fair  about  the  proposal,  there  is 
something  to  be  said  about  the  induce¬ 
ment  that  the  measure  offers  to  invest 
in  permanent  type  investments.  In 
other  words,  the  one-third-two-thirds 
proposition  is  designed  to  avoid  a  tax 
credit  for  someone  who  is  merely  going 
to  take  a  quick  tax  deal  and  stay  in  the 
equipment  for  about  2  or  3  years  and 
then  get  out  and  possibly  sell  it  at  a 
profit.  The  proposal  is  designed  to  en¬ 
courage  people  to  invest  in  assets  that 
will  have  at  least  a  life  of  4  years,  and 
preferably  an  8-year  life. 

What  is  the  reason  for  the  proposed 
investment  tax  credit?  I  quote  from  the 
statement  of  the  Secretary  of  the  Treas¬ 
ury  before  the  Senate  Finance  Commit¬ 
tee.  He  summed  up  the  policy  very  well. 
He  said — • 

It  will  stimulate  Investment  in  moderniza¬ 
tion  and  expansion  of  our  industrial  ca¬ 
pacity,  contribute  to  economic  growths,  and 
substantially  increase  the  competiveness  of 
American  products  abroad.  We  must  in¬ 
crease  our  efficiency  and  our  productivity  to 
meet  the  competition  of  other  nations  which 
are  already  providing  tax  incentives  for  their 
businesses.  In  recent  years,  we  have  devoted 
less  than  6  percent  of  our  gross  national 
product  in  investing  in  this  productive  capi¬ 
tal,  only  one-half  of  the  amount  that  West 
Germany  has  been  devoting,  only  60  percent 
of  the  combined  average  of  the  European 
nations  that  form  the  Common  Market.  And 
we  must  have  a  more  satisfactory  rate  of 
capital  formation. 

Mr.  President,  with  the  Secretary’s 
statement  of  the  existing  situation  and 
the  need  for  improvement  I  agree  100 
percent.  But  I  certainly  disagree  100 
percent  with  his  proposed  solution.  I 
think  we  ought  to  make  clear,  first,  that 
this  is  one  of  the  unusual  times  when  we 
find  normally  opposite  groups  going  hand 
in  hand  together  to  oppose  a  piece  of 
legislation.  As  has  already  been  pointed 
out,  the  National  Association  of  Manu¬ 
facturers,  on  the  one  hand,  and  the 
American  Federation  of  Labor  and  the 
Congress  of  Industrial  Organizations  on 
the  other,  normally  opposed  on  legisla¬ 
tion,  are  very  much  together  on  the  pro- 

posal.  . 

But  it  seems  to  me,  getting  at  the 
merits  of  the  proposal,  the  worst  feature 
of  it  is  that  it  would  be  highly  discrimi¬ 
natory.  A  businessman  who  in  prior 
years  had  been  keeping  his  plant  up  by 
putting  in  new  equipment  and  moderniz¬ 
ing  his  plant  might  have  a  competitor 
down  the  road  who  had  not  been  doing 
so  at  all.  All  of  the  sudden  the  competi¬ 
tor  would  find  that  he  could  have  a  nice 
juicy  tax  credit.  Who  would  pay  for  it? 
The  one  who  would  pay  for  it  is  the 
fellow  who  had  been  doing  the  job  of 
modernizing  down  through  the  years. 

I  suggest  another  case.  Assume  a  cor¬ 
poration  has  been  making  a  good  profit 
but  has  been  putting  some  of  its  profit 
aside  for  investment  in  good  plant  and 
good  machinery,  instead  of  paying  all  of 
its  profit  out  as  dividends.  Another 
competitive  corporation  has  been  later¬ 
ally  milking  all  the  profits  out  in  the  foim 
of  dividends  and  its  plant  has  become 
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obsolete.  The  second  corporation  in 
effect  would  receive  a  tax  windfall  under 
the  proposal. 

In  fact,  the  tax  investment  credit 
would  almost  put  a  premium  on  past  in¬ 
efficiency.  I  certainly  hope  that  the 
pending  motion  will  prevail. 

Mr.  CURTIS.  Mr.  President,  will  the 
Senator  yield? 

Mr.  MILLER.  I  yield. 

Mr.  CURTIS.  What  about  the  situa¬ 
tion  in  which  the  taxpayer  some  time 
prior  to  the  effective  date  of  the  proposal 
had  already  expanded  or  improved  his 
plant  and  was  carrying  a  debt  load  for 
it.  Would  he  receive  any  tax  credit? 

Mr.  MILLER.  He  would  receive  noth¬ 
ing  at  all.  No  effort  has  been  made  by 
the  proponents  of  the  legislation  to  make 
it  retroactive  and  give  some  tax  benefit  to 
a  taxpayer  in  that  position. 

Mr.  CURTIS.  The  proposal  applies 
not  only  to  plant  renewal  and  improve¬ 
ment  but  also  to  plant  expansion,  so  far 
as  machinery  is  concerned. 

Mr.  MILLER.  That  is  correct. 

Mr.  CURTIS.  Suppose  the  taxpayer 
is  engaged  in  business  in  an  area  in 
which  the  prudent  thing  to  do  would  be 
not  to  expand.  If  he  followed  that  pru¬ 
dent  course,  he  would  not  receive  any  tax 
deduction. 

Mr.  MILLER.  That  is  correct. 

Mr.  CURTIS.  How  about  the  taxpayer 
that  would  expand  anyway?  He  might 
get  a  windfall  out  of  the  proposal.  Is 
that  true? 

Mr.  MILLER.  That  is  correct. 

Mr.  CURTIS.  In  the  payment  of  that 
windfall,  would  the  economy  be  spurred 
to  any  more  construction  or  any  more 
jobs  by  reason  of  the  passage  of  the  pro¬ 
posal? 

Mr.  MILLER.  The  Senator  has  al¬ 
ready  anticipated  my  answer  as  “no,” 
because  he  has  pointed  out  the  situation 
in  which  the  expansion  would  take  place 
regardless  of  the  provision. 

Mr.  CURTIS.  Will  the  distinguished 
Senator  in  a  few  words,  in  layman’s  lan¬ 
guage,  tell  us  the  difference  between  a 
depreciation  allowance  or  deduction  and 
a  tax  credit? 

Mr.  MILLER.  The  depreciation  allow¬ 
ance  is  a  deduction  which  is  used  in  ar¬ 
riving  at  the  amount  of  taxable  income. 
To  the  taxable  income  tax  rates  are  ap¬ 
plied.  On  the  other  hand,  the  invest¬ 
ment  credit  is  a  cut  in  the  tax  bill  that 
has  been  arrived  at  after  applying  the 
tax  rates  to  the  net  taxable  income. 

Mr.  CURTIS.  In  other  words,  it  would 
reduce  the  amount  of  the  tax  owed. 

Mr.  MILLER.  That  is  correct. 

Mr.  CURTIS.  On  the  net  profit. 

Mr.  MILLER.  That  is  correct.  That  is 
why  I  wish  to  reemphasize  that  there  is 
absolutely  no  relationship  whatsoever  be¬ 
tween  the  investment  credit  and  depre¬ 
ciation.  ..  T 

Mr  CURTIS.  One  more  question.  I 
do  not  wish  to  delay  the  Senate.  What 
is  the  practical  difference  between  allow¬ 
ing  a  taxpayer  a  tax  credit  and  having 
the  taxpayer  pay  his  full  taxes  and  then 
receive  a  subsidy  check  back  from  the 
Treasury?  There  is  no  difference,  is 

there? 

Mr  MILLER.  In  the  first  place,  one 
can  have  a  check  back  from  the  Treas¬ 


ury  in  this  situation  in  which  he  has  had 
a  tax.  But  he  may  have  depreciation 
which  he  must  take  even  thought  he  does 
not. 

Mr.  CURTIS.  I  am  not  speaking 
about  depreciation.  In  the  proposed 
incentive  credit,  mathematically  it 
would  amount  to  the  situation  of  a  tax¬ 
payer  paying  the  full  amount  of  his  tax 
and  then  receiving  back  from  the 
Treasury  a  check  for  the  amount  of  the 
credit 

Mr.  MILLER.  Yes.  The  Senator  is 
absolutely  correct. 

Mr.  CURTIS.  I  thank  the  Senator. 

Mr.  WILLIAMS  of  Delaware.  Mr. 
President,  will  the  Senator  yield  for  a 
question? 

Mr.  MILLER.  I  yield  to  the  Senator 
from  Delaware  for  a  question. 

Mr.  WILLIAMS  of  Delaware.  We 
have  before  our  committee  the  so-called 
trade  act.  Under  that  proposal  the 
President  would  be  given  authority  to 
cut  the  tariffs  of  certain  industries  up 
to  50  percent  and,  in  some  instances,  100 
percent.  In  return  for  that  he  is  sup¬ 
posed  to  obtain  concessions  from  the 
European  Common  Market  and  other 
countries  with  which  we  could  increase 
our  exports.  It  is  recognized  that  the 
proposal  would  cause  some  industries  to 
suffer.  Some  industries  would  greatly 
benefit.  The  industries  which  would 
suffer  would  naturally  have  no  reason 
for  expansion — in  fact,  they  would  be 
faced  with  all  they  could  do  to  hold 
their  own,  and  may  even  be  on  the  way 
out. 

Under  the  proposed  tax  investment 
credit  as  contained  in  the  bill,  the  tax 
credit  would  go  to  those  industries  which 
would  benefit  most  from  the  trade  pro¬ 
gram,  and  those  which  would  be  penal¬ 
ized  by  it  would  be  penalized  even  more 
under  this  provision  of  the  bill,  because 
they  would  have  no  way  of  taking 
advantage  of  the  tax  reduction. 

Mr.  MILLER.  We  would  add  insult  to 
injury.  The  Senator  has  pointed  out 
another  very  important  area  of  discrim¬ 
ination  which  this  provision  would 
permit. 

Mr.  KERR.  Mr.  President,  I  suggest 
the  absence  of  a  quorum. 

Mr.  HICKEY.  Mr.  President,  will  the 
Senator  withhold  that  suggestion  for  a 
moment? 

Mr.  KERR.  I  withhold  it. 


CRATER-LONG  LAKES  DIVISION  OF 
SNETTISHAM  PROJECT.  ALASKA 
Mr.  HICKEY.  Mr.  President,  I  ask 
unanimous  consent  that  the  Senate 
temporarily  lay  aside  the  pending  busi¬ 
ness  and  proceed  to  the  consideration 
of  Calendar  No.  1744,  S.  594. 

The  PRESIDING  OFFICER.  The 
clerk  will  state  the  bill  by  title. 

The  Legislative  Clerk.  A  bill  (S.  594) 
to  authorize  the  construction,  operation, 
and  maintenance  of  the  Crater -Long 
Lakes  division  of  the  Snettisham  project, 

The  PRESIDING  OFFICER.  Is  there 
objection  to  the  request? 

There  being  no  objection,  the  Senate 
proceeded  to  consider  the  bill. 
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Mr.  HICKEY.  Mr.  President,  I  move 
that  the  bill  (S.  594)  be  referred  to  the 
Committtee  on  Public  Works.  This  is  in 
line  with  the  request  of  the  Senators 
from  Alaska  and  the  Committee  on  In¬ 
terior  and  Insular  Affairs.  It  has  been 
cleared  on  both  sides. 

The  PRESIDING  OFFICER.  The 
question  is  on  agreeing  to  the  motion  of 
the  Senator  from  Wyoming. 

The  motion  was  agreed  to. 


AMENDMENT  OF  TITLE  38,  UNITED 

STATES  CODE,  TO  PROVIDE  IN¬ 
CREASES  IN  RATES  OF  DISABILITY 

COMPENSATION 

Mr.  MANSFIELD.  Mr.  President,  I 
ask  that  the  Chair  lay  before  the  Senate 
the  amendment  of  the  House  to  the 
amendment  of  the  Senate  to  H.R.  10743. 
This  procedure  is  satisfactory  to  all  con¬ 
cerned,  and  I  ask  that  it  be  approved. 

The  PRESIDING  OFFICER  (Mr. 
Lausche  in  the  chair)  laid  before  the 
Senate  the  amendment  of  the  House  of 
Representatives  to  the  amendment  of 
the  Senate  to  the  bill  (H.R.  10743)  to 
amend  title  38,  United  States  Code,  to 
provide  increases  in  rates  of  disability 
compensation,  and  for  other  purposes, 
which  was,  to  strike  out  the  language 
proposed  to  be  inserted  by  the  Senate 
amendment  and  insert  in  lieu  thereof 
the  following:  “the  first  calendar  month 
which  begins  after  the  date  of  enact¬ 
ment  of  this  Act,  but  no  payments  shall 
be  made  by  reason  of  this  Act  for  any  pe¬ 
riod  before  such  effective  date.  The  in¬ 
creased  rate  of  compensation  payable 
to  any  veteran  entitled  thereto  on  such 
first  day  shall  be  further  increased,  for 
such  month  only,  in  an  amount  equal 
to  three  times  the  monthly  increase  pro¬ 
vided  for  such  veteran  by  the  amend¬ 
ments  made  by  this  Act.” 

Mr.  JAVITS.  Mr.  President,  is  this 
the  veterans’  disability  compensation 
bill? 

Mr.  MANSFIELD.  It  is. 

Mr.  DIRKSEN.  Mr.  President,  the 
Senate  approved  an  amendment  I  offered 
to  make  payment  beginning  July  1.  The 
Veterans’  Administration  will  do  that; 
but  under  the  House  amendment,  by 
using  a  different  procedure,  about  $500,- 
000  in  administrative  expenses  can  be 
saved.  In  that  action,  we  full  concur, 
because  the  intent  and  purpose  of  the 
bill  will  be  carried  out. 

Mr.  JAVITS.  Mr.  President,  will  the 
Senator  from  Illinois  yield? 

Mr.  DIRKSEN.  I  yield. 

Mr.  JAVITS.  The  Senator  from  Illi¬ 
nois,  in  his  own  quiet  way,  acting  with 
celerity,  deprives  us  of  an  opportunity 
to  comment  upon  the  importance  of  the 
amendment.  We  in  New  York  have 
much  experience  with  disabled  veterans. 
I  have  an  office  in  New  York  which  deals 
almost  primarily  with  that  subject.  I 
had  the  privilege  of  addressing  the  Dis¬ 
abled  American  Veterans  at  their  con¬ 
vention  about  a  week  ago.  I  can  testify 
to  the  Senator  from  Illinois  personally 
that  he  will  have  earned,  by  this  amend¬ 
ment,  and  with  the  concurrence  of  the 
distinguished  majority  leader,  I  know, 
the  profound  gratitude  of  the  veterans 
concerned.  It  is  a  bipartisan  effort,  long 


overdue,  and  most  gratifying,  but  it 
should  be  said  that  the  Senator  from  Illi¬ 
nois  moved  so  quickly  that  no  other 
Senator  had  an  opportunity  to  say  so. 

Mr.  DIRKSEN.  I  thank  the  Senator 
from  New  York. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  I  believe,  as  the  Senator  from  Illi¬ 
nois  has  suggested,  that  the  House 
amendment  carries  out  what  the  Senator 
from  Illinois  had  attempted  to  do.  I 
had  two  amendments  at  the  desk,  one 
to  make  the  effective  date  June  1,  and 
one  to  make  the  effective  date  August  1. 
I  hoped  one  would  be  agreed  to,  and 
the  Senate  agreed  to  the  amendment 
offered  by  the  Senator  from  Illinois, 
making  the  effective  date  July  1.  The 
amendment  which  comes  to  us  from  the 
House  carries  out  the  same  intent.  It 
makes  a  technical  change  so  that  checks 
may  be  received  by  veterans  at  an  earlier 
date.  It  will  also  save  a  large  amount  in 
administrative  expense. 

Mr.  MANSFIELD.  Mr.  President, 
when  the  Senator  from  New  York  used 
the  word  “celerity,”  he  was  understating 
the  case.  I  think  “lightning”  would  be 
a  better  description  of  the  action. 

Not  only  do  I  compliment  and  com¬ 
mend  the  distinguished  minority  leader 
for  his  action:  I  also  thank  the  distin¬ 
guished  Senator  from  Louisiana  [Mr. 
Long]  for  the  cooperation  and  accom¬ 
modation  which  he  accorded  the  leader¬ 
ship  on  both  sides  of  the  aisle  in  help¬ 
ing  to  bring  up  the  bill  and  in  helping, 
in  part,  to  bring  about  something  in  the 
way  of  a  retroactive  provision.  Both 
the  Senator  from  Louisiana  and  the  Sen¬ 
ator  from  Illinois  have  performed  a  great 
work. 

The  PRESIDING  OFFICER.  Without 
objection,  the  amendment  of  the  House 
to  the  amendment  of  the  Senate  is  con¬ 
curred  in. 


ORDER  FOR  ADJOURNMENT  UNTIL 
10  A.M.  TOMORROW 

Mr.  MANSFIELD.  Mr.  President,  I 
ask  unanimous  consent  that  when  the 
business  for  today  has  been  concluded, 
the  Senate  adjourn  until  10  o’clock  to¬ 
morrow  morning. 

The  PRESIDING  OFFICER.  Without 
objection,  it  is  so  ordered. 


REVENUE  ACT  OF  1962 

The  Senate  resumed  the  consideration 
of  the  bill  (H.R.  10650)  to  amend  the 
Internal  Revenue  Code  of  1954  to  pro¬ 
vide  a  credit  for  investment  in  certain 
depreciable  property,  to  eliminate  cer¬ 
tain  defects  and  inequities,  and  for  other 
purposes. 

Mr.  DOUGLAS.  Mr.  President,  the 
opponents  of  the  giveaway  of  the  $1,300 
million  annual  giveaway,  in  the  form  of 
the  investment  credit,  are  ready  to  vote. 
Let  us  have  no  more  delays.  The  yeas 
and  nays  have  been  ordered.  Let  us  pro¬ 
ceed  to  vote. 

Mr.  KERR.  Mr.  President,  a  parlia¬ 
mentary  inquiry. 

The  PRESIDING  OFFICER.  The 
Senator  will  state  it. 

Mr.  KERR.  Does  the  Senate  decide 
when  it  votes,  or  does  the  Senator  from 
Illinois  decide  when  it  votes? 


The  PRESIDING  OFFICER.  The 
Senate  decides  the  question. 

Mr.  MANSFIELD.  I  ask  unanimous 
consent  that  the  Senate  vote  in  2 
minutes. 

The  PRESIDING  OFFICER.  Is  there 
objection?  The  Chair  hears  none,  and 
it  is  so  ordered. 

Mr.  MANSFIELD.  Mr.  President,  I 
should  like  to  read  a  part  of  a  letter 
which  I  have  received  from  the  Secretary 
of  the  Treasury. 

Mr.  SMATHERS.  Mr.  President,  may 
I  ask  the  majority  leader  whether  he 
intends  that  we  have  a  quorum  call 
before  we  vote? 

Mr.  MANSFIELD.  Not  necessarily. 
The  letter  from  the  Secretary  of  the 
Treasury  is  dated  August  27,  1962,  and 
it  is  addressed  to  me.  In  part,  it  reads 
as  follows: 

The  central  element  of  the  President’s  rec¬ 
ommendations  was  the  need  for  an  incentive 
for  investment  in  machinery  and  equipment 
that  would  stimulate  a  higher  rate  of  eco¬ 
nomic  growth  and  better  enable  our  indus¬ 
try  to  compete  in  markets  at  home  and 
abroad.  The  investment  credit  contained  in 
this  bill  will  operate  as  a  powerful  stimulus 
to  investment.  In  combination  with  the 
Treasury’s  recent  administrative  reform  of 
depreciation,  the  credit  will,  at  long  last,  give 
to  American  business  tax  treatment  on  new 
investment  in  machinery  and  equipment  ap¬ 
proaching  that  of  its  chief  competitors  in 
Western  Europe,  Canada,  and  Japan.  Its 
adoption  will  constitute  a  major  advance 
toward  our  national  goals  of  greater  economic 
growth  and  the  increased  productive  effi¬ 
ciency  and  competitiveness  necessary  to 
a  solution  of  our  balance-of-payments 
problem. 

I  yield  back  the  remainder  of  my  time. 
Mr.  WILLIAMS  of  Delaware.  Mr. 
President,  I  ask  unanimous  consent  that 
there  may  be  printed  at  this  point  in  the 
Record  the  statements  in  opposition  to 
this  provision  as  made  by  the  AFL-CIO, 
the  National  Association  of  Manufactur¬ 
ers,  the  American  Farm  Bureau  Federa¬ 
tion,  and  the  Farmers  Union  as  shown 
at  pages  348  and  349  of  the  committee 
report. 

There  being  no  objection,  the  state¬ 
ments  were  ordered  to  be  printed  in  the 
Record,  as  follows: 

Stanley  H.  Ruttenberg,  research  director, 
AFL-CIO,  urged  the  committee  to  “delete 
this  provision  from  the  bill,”  because  those 
he  represented  thought: 

“It  is  a  multi-billion-dollar  windfall  that 
will  not  really  contribute  anything  to  our 
national  goals  and  will  not  relieve  our  bal¬ 
ance-of-payments  problems  as  it  is  claimed.” 

Walter  Slowinski,  appearing  in  behalf  of 
the  U.S.  Chamber  of  Commerce,  with  respect 
to  the  “investment  credit”  provisions,  said: 

“The  chamber  again  recommends  against 
the  adoption  of  this  novel  and  untried  pre¬ 
ferential  tax  credit  subsidy  for  business.  It 
is  also  unnecessarily  complex,  and  it  will  be 
difficult  to  administer.” 

Harold  H.  Scaff,  chairman,  Tax  Committee, 
National  Association  of  Manufacturers,  said 
"investment  credit  would  simply  provide  re¬ 
duction  in  effective  tax  rates  for  taxpayers 
who  use  their  income  and  other  funds  as  the 
Government  thinks  is  best  for  the  economy 
at  a  particular  time.” 

“There  has  been  a  tendency  to  promote 
and  discuss  the  investment  tax  credit  apart 
from  the  price  which  it  would  exact  fca  terms 
of  other  changes  in  the  tax  law.  Evofi  with¬ 
out  the  exaction  of  such  a  price,  wb  would 
oppose  the  credit  for  the  reasons  set  forth 
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in  the  appendix  attached  hereto.  Very  sim¬ 
ply,  we  believe  that  tax  reductions  should 
be  afforded  by  direct  means.  We  would  take 
this  position  even  if.  in  our  opinion,  all  of 
the  other  provisions  of  H.R.  10650  consti¬ 
tuted  sound  tax  policy.” 

Charles  B.  Shuman,  president,  American 
Farm  Bureau  Federation,  took  the  position 
that  “these  provisions  are  both  unsound  and 
likely  to  have  a  number  of  undesirable  ef¬ 
fects.  It  would  be  far  better  to  liberalize 
the  treatment  of  depreciation  and  work  to¬ 
ward  a  general  reduction  in  income  tax 
rates.” 

“The  proposed  investment  credit  is  a  sel¬ 
ective  form  of  tax  relief — in  reality  a  sub¬ 
sidy.  *  *  •  The  result  would  be  to  give  some 
taxpayers  a  competitive  advantage  at  the 
expense  of  others.” 

Although  the  Farmers  Union  did  not  send 
a  representative  to  testify  directly  before  the 
Finance  Committee,  a  communication  signed 
by  James  G.  Patton,  president.  National 
Farmers  Union,  published  in  the  Congres¬ 
sional  Record  of  March  29,  1962  (p.  4984), 
said: 

“Urge  your  influence  to  delete  provision 
giving  huge  private  corporations  operating  at 
less  than  full  capacity  over  $1  y2  billion  and 
private  electrical  power  monopoly  over  $100 
million  in  tax  subsidies  which  would  result 
in  the  flight  of  capital  overseas  and  further 
aggravate  the  dollar  crisis.” 

Mr.  COTTON.  Mr.  President,  after 
careful  consideration  and  a  great  deal 
of  soul  searching,  I  have  decided  to  cast 
my  vote  in  favor  of  the  investment  credit 
provisions  of  section  2  of  the  pending  tax 
bill,  H.R.  10650.  This  is  the  central  item 
in  the  bill  and  it  allows  a  7-percent  credit 
against  tax  for  most  taxpayers  for  their 
purchases  of  machinery,  equipment,  and 
certain  other  property. 

The  fundamental  purposes  of  the 
provision,  as  the  President  and  the  Sec¬ 
retary  of  the  Treasury  have  repeatedly 
emphasized,  are  to  stimulate  our  econ¬ 
omy,  to  help  American  industry  com¬ 
pete  more  effectively  for  markets  at 
home  and  abroad,  and  to  help  alleviate 
our  serious  balance-of -payments  prob¬ 
lem. 

I  cannot  escape  the  feeling  that  the 
section  is  not  the  best  or  fairest  approach 
to  those  problems.  It  is  discriminatory 
and  costly.  But  it  is  also  the  studied 
recommendation  of  the  President  at  a 
time  when  the  Nation  is  faced  with  a 
sluggish,  listless  economy.  Furthermore, 
we  are  faced,  in  the  closing  weeks  of  this 
session,  with  only  the  choice  of  saying 
yes  or  no.  It  is  too  late  to  start  anew 
with  the  long  process  of  drafting  new 
proposals  in  this  complex  field. 

To  reject  the  provision  means  doing 
nothing.  It  means  ignoring  the  state  of 
the  economy,  and  turning  down  the 
remedy  sought  by  the  President.  If  we 
accept  the  provision  we  have  at  least 
made  an  effort  to  do  something  beneficial 
for  the  economy,  and  an  effort  to  help  get 
the  country  moving  again. 

Therefore,  I  shall  vote  for  the  provi¬ 
sion  of  section  2  as  recommended  by  a 
majority  of  the  committee. 

Mr.  KERR.  Mr.  President,  I  suggest 
the  absence  of  a  quorum.  I  have  sug¬ 
gested  it  three  times,  and  three  times 
I  have  yielded  for  other  purposes.  I 
now  suggest  the  absence  of  a  quorum. 

The  PRESIDING  OFFICER.  The 
clerk  will  call  the  roll. 


The  legislative  clerk  proceeded  to  call 
the  roll. 

Mr.  GORE.  Mr.  President,  in  view  of 
the  agreement,  I  ask  unanimous  consent 
that  further  proceedings  under  the  call 
be  dispensed  with. 

The  PRESIDING  OFFICER.  With¬ 
out  objection,  it  is  so  ordered. 

The  question  is  on  agreeing  to  the 
amendment  offered  by  the  Senator  from 
Virginia  [Mr.  Byrd]  and  other  Senators, 
to  strike  all  of  section  2,  as  amended, 
beginning  at  line  8  page  8,  down  to  and 
including  line  16  of  page  38.  The  yeas 
and  nays  have  been  ordered,  the  clerk 
will  call  the  roll. 

The  legislative  clerk  called  the  roll. 

Mr.  MANSFIELD  (after  having  voted 
in  the  negative) .  Mr.  President,  on  this 
vote  I  have  a  live  pair  with  the  Senator 
from  Ohio  [Mr.  Lausche].  If  he  were 
present  and  voting,  he  would  vote  "yea.” 
If  I  were  at  liberty  to  vote,  I  would  vote 
"nay.”  I  therefore  withdraw  my  vote. 

Mr.  HUMPHREY.  I  announce  that 
the  Senator  from  Nevada  [Mr.  Bible], 
the  Senator  from  Michigan  [Mr.  Hart], 
the  Senator  from  Ohio  [Mr.  Lausche], 
the  Senator  from  Wyoming  [Mr.  Mc¬ 
Gee],  and  the  Senator  from  Massachu¬ 
setts  [Mr.  Smith]  are  absent  on  official 
business. 

I  further  announce  that  the  Senator 
from  New  Mexico  [Mr.  Anderson],  the 
Senator  from  Alaska  [Mr.  Gruening], 
the  Senator  from  Missouri  [Mr,  Long], 
and  the  Senator  from  Missouri  [Mr. 
Symington]  are  necessarily  absent. 

On  this  vote,  the  Senator  from  Alaska 
[Mr.  Gruening]  is  paired  with  the  Sen¬ 
ator  from  Missouri  [Mr.  Symington]. 

If  present  and  voting,  the  Senator 
from  Alaska  would  vote  “yea,”  and  the 
Senator  from  Missouri  would  vote  “nay.” 

I  further  announce  that,  if  present 
and  voting,  the  Senator  from  Missouri 
[Mr.  Long],  and  the  Senator  from  Mas¬ 
sachusetts  [Mr.  Smith]  would  each  vote 
“nay.” 

On  this  vote,  the  Senator  from  Mon¬ 
tana  [Mr.  Mansfield]  is  paired  with  the 
Senator  from  Ohio  [Mr.  Lausche].  If 
present  and  voting,  the  Senator  from 
Montana  would  vote  “nay,”  and  the 
Senator  from  Ohio  would  vote  “yea.” 

Mr.  KUCHEL.  I  announce  that  the 
Senator  from  South  Dakota  [Mr. 
Bottum],  the  Senator  from  Indiana 
[Mr.  Capehart],  the  Senators  from 
Kansas  [Mr.  Carlson  and  Mr.  Pearson], 
the  Senator  from  Idaho  [Mr.  Jordan], 
the  Senator  from  New  Hampshire  [Mr. 
Murphy],  and  the  Senator  from  Texas 
[Mr.  Tower]  are  necessarily  absent. 

The  Senator  from  Wisconsin  [Mr. 
Wiley]  is  detained  on  official  business. 

If  present  and  voting,  the  Senator 
from  Indiana  [Mr.  Capehart],  the  Sen¬ 
ator  from  Idaho  [Mr.  Jordan],  the  Sen¬ 
ator  from  New  Hampshire  [Mr.  Mur¬ 
phy],  and  the  Senator  from  Kansas  [Mr. 
Pearson]  would  each  vote  “nay.” 

On  this  vote,  the  Senator  from  Texas 
[Mr.  Tower]  is  paired  with  the  Senator 
from  Kansas  [Mr.  Carlson],  If  present 
and  voting,  the  Senator  from  Texas 
would  vote  “yea,”  and  the  Senator  from 
Kansas  would  vote  “nay.” 

The  result  was  announced — yeas  30, 
nays  52,  as  follows: 
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YEAS— 30 


Aiken 

Douglas 

Neuberger 

Allott 

Goldwater 

Prouty 

Bartlett 

Gore 

Proxmlre 

Boggs 

Hickenlooper 

Robertson 

Burdick 

Hruska 

RusseU 

Bush 

Keating 

Saltonstall 

Byrd,  Va. 

Kefauver 

Stennis 

Cannon 

McNamara 

Thurmond 

Chavez 

Miller 

Williams,  Del. 

Curtis 

Morse 

NAYS— 52 

Yarborough 

Beall 

Hartke 

Monroney 

Bennett 

Hayden 

Morton 

Butler 

Hickey 

Moss 

Byrd,  W.  Va. 

Hill 

Mundt 

Carroll 

Holland 

Muskie 

Case 

Humphrey 

Pastore 

Church 

Jackson 

Pell 

Clark 

Javits 

Randolph 

Cooper 

Johnston 

Scott 

Cotton 

Jordan,  N.C. 

Smathers 

Dlrksen 

Kerr 

Smith,  Maine 

Dodd 

Kuchel 

Sparkman 

Eastland 

Long,  Hawaii 

Talmadge 

Ellender 

Long,  La. 

Williams,  N.J. 

Engle 

Magnuson 

Young,  N.  Dak. 

Ervin 

McCarthy 

Young,  Ohio 

Fong 

McClellan 

Fulbright 

Metcalf 

NOT  VOTING — 18 

Anderson 

Hart  . 

Murphy 

Bible 

Jordan, Idaho 

Pearson 

Bottum 

Lausche 

Smith,  Mass. 

Capehart 

Long,  Mo. 

Symington 

Carlson 

Mansfield 

Tower 

Gruening 

McGee 

WUey 

So  the  amendment  offered  by  Mr. 
Byrd  of  Virginia,  for  himself  and  other 
Senators,  was  rejected. 

Mr.  KERR.  Mr.  President,  I  move 
that  the  vote  by  which  the  amendment 
was  rejected  be  reconsidered. 

Mr.  HUMPHREY.  Mr.  President,  I 
move  that  the  motion  to  reconsider  be 
laid  on  the  table. 

The  motion  to  lay  on  the  table  was 
agreed  to. 

The  PRESIDING  OFFICER.  Pur¬ 
suant  to  the  agreement,  the  clerk  will 
state  the  first  committee  amendment 
passed  over. 

The  Chief  Clerk.  On  page  41,  in  line 
18,  and  on  page  42,  in  lines  4  and  7,  after 
the  words  “related  to”  it  is  proposed  to 
insert  the  words  “or  associated  with.” 

Mr.  GORE.  Mr.  President - 

Mr.  HUMPHREY.  Mr.  President,  will 
the  Senator  from  Tennessee  yield  to  me, 
so  that  I  may  make  an  inquiry? 

Mr.  GORE.  I  yield. 

Mr.  HUMPHREY.  I  wish  to  inquire 
whether  the  Senator  from  Tennessee 
hopes  the  Senate  will  vote  tonight  on 
this  amendment.  I  ask  this  question  so 
that  we  may  have  some  information  for 
the  guidance  of  Senators. 

Mr.  GORE.  I  do  not  anticipate  that 
the  vote  on  the  amendment  will  be  taken 
tonight. 

Never  before  did  so  much  money  hang 
on  so  few  words.  That  is  what  this 
amendment  involves.  I  expect  to  discuss 
the  amendment,  not  in  a  dilatory  way, 
but  at  some  length.  The  amendment 
goes  to  the  very  heart  of  the  expense 
account  abuse.  If  the  Senate  wishes  to 
leave  the  abuses  of  expense  accounts  as 
they  are  and  permit  them  to  go  even  fur¬ 
ther,  and  permit  them  to  become  worse, 
the  Senate  will  adopt  the  committee 
amendment.  But  this  is  such  a  serious 
question  that  I  expect  to  discuss  it  at 
some  length.  This  concerns  one  of  the 
scandals  of  our  country.  One  of  the  slo- 
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gans  that  has  become  a  symbol  of  cheat¬ 
ing  is  “it  is  deductible.” 

So  I  expect  to  speak  at  considerable 
length  against  the  amendment.  I  do  not 
mean  to  say  that  I  shall  speak  for  a 
day  or  two - 

Mr.  HUMPHREY.  I  understand. 

Mr.  GORE.  I  am  not  threatening; 
but  I  do  not  think  we  shall  soon  reach  a 
vote  on  the  amendment. 

Mr.  HUMPHREY.  I  wish  to  make 
clear  that  the  Senator  from  Tennessee 
has  not  been  dilatory.  He  has  been  most 
cooperative. 

Mr.  GORE.  I  thank  the  Senator  from 
Minnesota. 

Mr.  HUMPHREY.  But  several  Sen¬ 
ators  have  asked  the  majority  leader  or 
me  about  the  schedule. 

I  believe  the  amendment  should  be 
debated,  and  I  have  no  intention  of  in¬ 
dicating  to  the  contrary. 

Mr.  GORE.  In  my  judgment  in  this 
case  the  Senator  from  Tennessee  and 
the  Senators  associated  with  him  are 
representing  the  administration;  and 
that  point  should  be  made  crystal  clear 
before  the  debate  on  the  amendment  is 
concluded. 

Mr.  SMATHERS.  Mr.  President,  will 
the  Senator  from  Tennessee  yield? 

The  PRESIDING  OFFICER  (Mr.  Pell 
in  the  chair).  Does  the  Senator  from 
Tennessee  yield  to  the  Senator  from 
Florida? 

Mr.  GORE.  I  yield. 

Mr.  SMATHERS.  That  is  just  the  op¬ 
posite  from  the  position  of  the  Senator 
from  Tennessee  and  the  Senators  associ¬ 
ated  with  him  on  the  amendment  which 
was  voted  on  a  few  minutes  ago. 

Mr.  GORE.  That  is  debatable.  The 
provision  now  in  the  bill  with  respect  to 
investment  credit  bears  but  little  resem¬ 
blance  to  what  the  President  requested. 

Mr.  SMATHERS.  The  President  orig¬ 
inally  requested  15  percent.  It  was 
later,  I  believe,  reduced  to  11  percent, 
and  then  7  percent.  So  I  do  not  think 
the  Senator  can  take  the  view  that  he 


was  on  the  President’s  side  when  he  op¬ 
posed  investment  credit. 

Mr.  GORE.  I  am  not  sure  the  junior 
Senator  from  Florida  misunderstands  it 
as  much  as  his  statement  might  lead  one 
to  conclude. 

Mr.  KERR.  Mr.  President,  will  the 
Senator  yield? 

Mr.  GORE.  In  just  a  moment. 

I  think  the  Senator  from  Florida  un¬ 
derstands  that  the  provision  recom¬ 
mended  by  the  President  was  15  percent 
of  net  investment,  intended  as  a  reward 
for  concerns  which  invested  in  plant  and 
facilities  over  and  beyond  their  depreci¬ 
ation  allowance.  What  we  have  now  is  a 
tax  reduction  for  almost  everybody  who 
buys  a  depreciable  item. 

Mr.  KERR.  Mr.  President,  will  the 
Senator  yield? 

Mr.  GORE.  I  yield  to  the  Senator 
from  Oklahoma. 

Mr.  KERR.  The  Senator  from  Ten¬ 
nessee  is  aware  of  the  fact  that  the  last 
thing  the  majority  leader  read  into  the 
Record  was  a  letter  from  the  Secretary 
of  the  Treasury,  Mr.  Dillon,  in  which  he 
specifically  stated  that,  speaking  for  the 
administration,  he  favored  the  tax  credit 

before  the  Senate  ^d  urged 
l/hat  it  be  approved;  is  he  not? 
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Mr.  GORE.  I  heard  the  letter  read, 
and  I  challenge  the  Senator  from  Okla¬ 
homa  to  obtain  a  similar  letter  recom¬ 
mending  approval  of  wide-open  expense 
accounts. 

Mr.  KERR.  The  Senator  from  Okla¬ 
homa  was  not  talking  about  that - 

Mr.  GORE.  I  challenge  the  Sena¬ 
tor — 

Mr.  KERR.  The  Senator  from  Ten¬ 
nessee  would  like  to  run  from  the  corner 
into  which  he  has  been  maneuvered.  If 
he  wants  to  escape,  I  always  believe  in 
giving  the  Senator  the  opportunity  to  es¬ 
cape. 

Mr.  GORE.  I  am  willing  to  have  the 
Senator  from  Oklahoma  call  Secretary 
Dillon  and  see  if  he  can  get  a  letter  ap¬ 
proving  this  amendment. 

Mr.  KERR.  If  the  Senator  from  Okla¬ 
homa  does  so,  will  the  Senator  from  Ten¬ 
nessee  vote  for  it? 

Mr.  GORE.  No;  I  would  not  vote  for 
it.  There  are  many  reasons  which  in¬ 
fluence  me  otherwise.  These  three  little 
words  sound  innocent  enough,  “in  as¬ 
sociation  with” - 

Mr.  KERR.  I  would  like  to  correct  the 
Senator. 

Mr.  GORE.  “Or  associated  with.” 

Mr.  KERR.  “Or  associated  with.” 

Mr.  GORE.  My  friend  is  correct.  He 
can  be  correct  in  the  little  things  and 
wrong  in  the  big  things  more  often  than 
any  other  man  I  know. 

Mr.  I£ERR.  I  thank  the  Senator,  be¬ 
cause  to  that  degree  I  am  ahead  of  him. 

Mr.  GORE.  This  raises  a  question. 
Since  he  and  I  have  been  in  disagree¬ 
ment  so  often  of  late,  I  do  not  know  how 
the  Senator  could  claim  to  be  too  far 
ahead  if  he  uses  contrary  positions  as  a 
measure. 

Mr.  KERR.  Mr.  President,  will  the 
Senator  yield? 

Mr.  GORE.  I  yield. 

Mr.  KERR.  If  we  were  in  disagree¬ 
ment  all  the  time,  would  not  that  have 
to  prove  that  the  Senator  from  Oklahoma 
thought  he  was  correct  in  his  statement? 

Mr.  GORE.  It  is  not  all  the  time. 
There  is  a  measure  left  for  the  Senator 
from  Oklahoma  to  have  an  edge  in  error 
on  the  junior  Senator  from  Tennessee. 

Mr.  KERR.  At  the  end. 

Mr.  GORE.  I  am  willing  to  concede 
that  the  edge  may  get  thin  between 
friends. 

Mr.  President,  I  started  to  say  that 
these  three  words  sound  innocent 
enough,  but  when  I  read  the  committee 
report,  which  gives  the  committee’s  leg¬ 
islative  intent,  and  therefore- the  legal 
effect  and  meaning  of  the  three  little 
words,  I  am  unable  to  determine  any 
item  of  personal  expense  that  is  now  de¬ 
ductible  under  the  scandalous  practices 
that  prevail  today  which  would  not  be 
deductible  under  this  amendment  as  in¬ 
terpreted  by  the  committee  report.  As 
the  meaning  of  these  three  words  is  in¬ 
terpreted  by  the  report,  this  is  a  formula 
for  tax  cheating. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  will  the  Senator  yield? 

Mr.  GORE.  I  yield. 

Mr.  LONG  of  Louisiana.  Where  does 
the  Senator  get  the  idea  that  a  clearly 
deductible  item  is  tax  cheating?  It 
seems  to  me  that  if  the  law  says  one 
owes  something,  he  owes  it;  and  if  he 


does  not  pay,  he  is  cheating.  But  if 
something  is  deductible  under  law,  and 
intended  to  be  so,  I  cannot  see  where  the 
Senator  gets  the  idea  that  a  person  is 
cheating  if  he  takes  a  deduction  he  is 
entitled  to  take  in  his  income  tax 
accounting. 

Mr.  GORE.  The  Senator  would  main¬ 
tain  then,  I  take  it,  that  there  is  no 
cheating  under  practices  which  now,  un¬ 
fortunately,  prevail? 

Mr.  LONG  of  Louisiana.  The  Senator 
from  Tennessee  may  have  a  different 
point  of  view  from  that  of  the  Senator 
from  Louisiana,  but  it  is  my  theory  that 
if  one  takes  a  deduction  which  is  per¬ 
mitted  under  law,  he  is  not  cheating.  If 
he  attempts  to  take  one  that  is  not  per¬ 
mitted,  if  he  falsifies,  if  he  misrepresents 
a  fact,  if  he  does  something  the  law 
never  intended  that  he  could  do,  he  is 
cheating;  but  if  he  has  the  right  to  de¬ 
duct  something — and  I  am  talking  about 
this  amendment — such  as  the  expense  of 
taking  to  lunch  or  dinner  someone  he  is 
trying  to  do  business  with,  if  it  is  clearly 
intended  that  the  cost  of  entertaining 
someone  a  person  is  trying  to  do  business 
with,  or  hoping  to  do  business  with,  is  a 
deductible  item,  and  the  law  intends  that 
a  person  may  be  permitted  to  take  such 
deduction,  how  does  that  become 
cheating? 

So  far  as  this  Senator  is  concerned,  I 
hope  the  Senator  from  Tennessee  is  not 
trying  to  contend  that  someone  is  cheat¬ 
ing  if  he  takes  a  deduction  which  the  law 
intended  to  permit  him  to  take. 

Mr.  GORE.  I  take  it,  then,  that  the 
junior  Senator  from  Louisiana  would 
maintain  that  no  cheating  is  involved  in 
the  scandalous  practices  which  now  pre¬ 
vail,  and  which  were  cited  by  the  Presi¬ 
dent  of  the  United  States  and  the  Secre¬ 
tary  of  the  Treasury  in  messages  to  the 
Congress  and  in  testimony  before  com¬ 
mittees  of  both  Houses  of  Congress?  Do 
I  correctly  understand  the  Senator  to 
maintain  that  there  is  no  cheating  in¬ 
volved  in  present  practices? 

Mr.  LONG  of  Louisiana.  May  I  answer 
in  my  own  words? 

Mr.  GORE.  Certainly. 

Mr.  LONG  of  Louisiana.  My  answer 
is  that  I  have  not  even  seen  an  example 
of  what  the  Senator  is  referring  to, 
though  I  can  guess  what  it  may  be. 

My  answer  is  that  if  the  person,  for 
example,  took  a  man  and  his  wife  to 
dinner,  in  the  hope  of  doing  some  busi¬ 
ness,  or  entertained  them  at  a  theater, 
not  being  in  the  theater  business  him¬ 
self — a  practice  which  might  be  expected 
of  one  in  his  business  or,  as  Secretary 
Dillon  said,  to  be  expected  in  a  particular 
business,  even  though  he  did  not  recom¬ 
mend  being  able  to  deduct  the  expense — 
if  the  court  said  that  the  man  could  de¬ 
duct  the  expense,  and  the  legislative  his¬ 
tory  in  the  Congress  permitted  that  de¬ 
duction,  in  my  judgment  that  would  not 
be  cheating. 

If  a  man  wrote  down  on  an  expense 
account  somewhere  a  claim  that  he  had 
entertained  somebody  he  had  never 
entertained,  I  would  regard  that  as 
cheating.  But  this  Senator  does  not 
think  that  someone  is  cheating  when  he 
merely  takes  a  deduction  or  engages  in 
a  course  of  conduct  which  the  law  per¬ 
mits. 
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If  the  Senator  wants  the  conduct  out¬ 
lawed,  Congress  could  outlaw  it,  but  I 
do  not  proceed  on  the  assumption  that 
a  man  violates  tax  law  if  the  Congress 
never  passes  a  law  to  tax  him. 

Mr.  GORE.  I  think  the  Senator 
makes  himself  clear.  He  splits  a  legal 
hair  and  says  that  if  a  man  can  get  by 
with  it  under  present  law  that  is  not 
cheating.  He  does  not  say  that  it  is 
morally  right.  He  does  not  say  that  it 
is  not  tax  avoidance.  As  I  understand 
the  Senator,  he  says  that  under  the  law 
it  is  not  cheating. 

Let  me  read  to  the  Senator  what  the 
President  of  the  United  States  said  about 
it: 

In  recent  years  widespread  abuses  have 
developed  through  the  use  of  the  expense 
account.  Too  many  firms  and  individuals 
have  devised  means  of  deducting  too  many 
personal  living  expenses  as  business  ex¬ 
penses,  thereby  charging  a  large  part  of  their 
cost  to  the  Federal  Government.  Indeed,  ex¬ 
pense  account  living  has  become  a  byword 
in  the  American  scene. 

This  is  a  matter  of  national  concern,  af¬ 
fecting  not  only  our  public  revenues,  our 
sense  of  fairness,  and  our  respect  for  the 
tax  system,  but  our  moral  and  business 
practices  as  well.  This  widespread  distor¬ 
tion  of  our  business  and  social  structure  is 
largely  a  creature  of  the  tax  system,  and 
the  time  has  come  when  our  tax  laws  should 
cease  their  encouragement  of  luxury  spend¬ 
ing  as  a  charge  on  the  Federal  Treasury. 
The  slogan — "It’s  deductible” — should  pass 
from  our  scene. 

Tighter  enforcement  of  present  legisla¬ 
tion  will  not  suffice.  Even  though  in  some 
instances  entertainment  and  related  ex¬ 
penses  have  an  association  with  the  needs  of 
business,  they  nevertheless  confer  substan¬ 
tial  tax-free  personal  benefits  to  the  recipi¬ 
ents.  In  other  cases,  deductions  are  obtained 
by  disguising  personal  expenses  as  business 
outlays. 

Mr.  President,  I  digress  a  moment 
from  reading  the  President’s  message  to 
point  out  that  another  form  of  the  word 
“associated”  which  the  committee  pro¬ 
poses  to  insert  into  the  bill  is  contained 
in  the  sentence  I  have  read  from  the 
Presidential  message.  I  read  it  again : 

Even  though  in  some  instances  entertain¬ 
ment  and  related  expenses  have  an  associa¬ 
tion  with  the  needs  of  business,  they  never¬ 
theless  confer  substantial  tax-free  personal 
benefits  to  the  recipients.  In  other  cases, 
deductions  are  obtained  by  disguising  per¬ 
sonal  expenses  as  business  outlays. 

Mr.  CLARK.  Mr.  President,  will  the 
Senator  yield  for  a  question? 

Mr.  GORE.  I  will  yield  in  a  moment. 
I  digress  again  from  reading  the  Presi¬ 
dent’s  message. 

As  the  President  has  said,  when  a  citi¬ 
zen  disguises  personal  expenses  as  busi¬ 
ness  outlays,  I  say  to  my  friend  from 
Louisiana  that  that  is  cheating. 

I  yield  to  the  Senator  from  Pennsyl¬ 
vania. 

Mr.  CLARK.  Mr.  President,  I  would 
dislike  to  see  the  debate  involve  a  ques¬ 
tion  of  semantics.  I  should  like  to  ask 
the  Senator  a  question  in  that  regard. 

I  see  no  particular  need  to  let  the  argu¬ 
ment  depend  upon  whether  under  pres¬ 
ent  practices  tax  cheating  is  going  on  at 
a  great  rate.  Does  not  the  Senator  agree 
with  me  that  the  committee  amendment 
would  requii’e  no  substantial  change  in 
current  expense  account  procedures? 


Mr.  GORE.  When  one  reads  the  com¬ 
mittee  report  carefully — it  must  have 
been  devised  by  a  shrewd  tax  lawyer  from 
Philadelphia - 

Mr.  CLARK.  I  thank  my  friend  for 
the  implied  rebuke. 

Mr.  GORE.  I  did  not  mean  it  as  a  re¬ 
buke.  I  was  referring  to  the  traditional 
competence  of  a  Philadelphia  lawyer. 

Mr.  CLARK.  I  thank  my  friend  for 
his  explanation. 

Mr.  GORE.  When  one  reads  the  ma¬ 
jority  report  of  the  committee,  the 
authorship  of  which  to  me  is  unknown, 
one  can  only  conclude,  it  seems  to  me, 
that  the  adoption  of  the  amendment, 
with  the  legislative  intent  given  by  the 
majority  report,  would  make  the  situa,- 
tion  worse  instead  of  better,  because  it 
would  place  legislative  approval  upon  a 
whole  line  of  unfortunate  decisions  and 
practices  which  help  to  constitute  the 
pattern  of  abuse  which  the  President 
has  so  accurately  described. 

Mr.  CLARK.  Mr.  President,  will  the 
Senator  yield  further? 

Mr.  GORE.  I  yield. 

Mr.  CLARK.  The  Senator  has  been  a 
member  of  this  body  far  longer  than  I 
have.  This  is  my  sixth  session.  I  have 
followed  the  Senator’s  lead  on  the  ques¬ 
tion  of  expense  account  deductions  ever 
since  I  became  a  Senator.  The  Senator 
attacked  certain  practices  even  before  I 
became  a  Member  of  this  body. 

I  had  the  privilege  of  being  the  au¬ 
thor  of  an  amendment — we  called  it 
the  “anti-swindle-sheet  amendment” — 
which  passed  the  Senate  on  one  occasion. 
It  was  promptly  “kicked  out”  in  confer¬ 
ence  by  conferees  who  had  voted  against 
it  in  the  Senate. 

I  wonder  if  the  Senator  would  agree 
with  me  that  under  present  law,  which 
I  gather  would  be  made  even  worse  under 
the  committee  amendment,  open,  notor¬ 
ious,  scandalous,  unethical  and  morally 
wrong  practices  are  rampant  in  America 
today  in  connection  with  expense  ac¬ 
count  deductions  from  income  taxes. 

Mr.  GORE.  I  adopt  the  words  used 
by  the  Senator  from  Pennsylvania.  I 
have  read  from  the  message  of  the  Presi¬ 
dent  of  the  United  States  equally  strong 
words.  He  said,  “deductions  are  ob¬ 
tained  by  disguising  personal  expenses  as 
business  outlays.” 

Mr.  CLARK.  Mr.  President,  will  the 
Senator  yield  further? 

Mr.  GORE.  I  yield. 

Mr.  CLARK.  The  Senator  will  recall 
the  famous  case  of  the  Pennsylvania 
couple  who  operated  a  dairy  business  in 
Erie,  Pa.  They  took  a  safari  to  Africa, 
by  way  of  London,  Paris,  and  Rome. 
They  ran  up  bills  of  more  than  $20,000. 
When  they  came  back  to  America,  they 
were  allowed  by  the  Tax  Court  of  the 
United  States  to  deduct  those  bills  for 
a  personal  and  private  safari  to  Africa 
as  a  proper  business  expense  deduction, 
and  the  deduction  was  held  to  be  in  ac¬ 
cordance  with  the  present  law. 

Mr.  GORE.  I  remember  that  case. 
It  is  one  of  the  many  unfortunate  de¬ 
cisions  which  have  helped  to  create  such 
a  pattern  of  tax  avoidance,  tax  abuse, 
and  tax  cheating  under  present  law. 

Mr.  CLARK.  Mr.  President,  will  the 
Senator  yield? 


Mr.  GORE.  I  yield. 

Mr.  CLARK.  Does  the  Senator  recall 
further  the  notorious  case  of  a  very  lovely 
and  able  motion-picture  actress  who, 
some  years  ago,  was  held  entitled  to  de¬ 
duct  as  a  business  expense  a  gift  of  very 
expensive  jewelry  to  her  make-up  as¬ 
sistant  and  to  her  director  on  the  ground 
that  she  had  to  make  the  gift  in  order  to 
keep  up  with  the  Joneses  in  Hollywood, 
and  that  was  held  to  be  a  proper  business 
expense.  The  name  of  the  lovely  lady 
was  Olivia  DeHaviland,  in  case  my  friend 
needs  assistance  to  his  memory. 

Mr.  GORE.  My  memory  of  the  loveli¬ 
ness  of  the  lady  prevents  my  remember¬ 
ing  anything  bad  about  her. 

Mr.  CLARK.  I  thank  my  friend. 
Since  I  love  her  as  much  as  he,  we  should 
not  be  permitted  to  refer  to  the  subject 
further  on  the  floor  of  the  Senate. 

Will  the  Senator  yield  further? 

Mr.  GORE.  I  yield. 

Mr.  CLARK.  Would  the  Senator  not 
agree  with  me  that  as  a  result  of  present 
interpretation  by  the  courts  that  ex¬ 
pense  deductions  of  hundreds  of  millions 
of  dollars  of  tax  revenue,  which  in  ac¬ 
cordance  with  any  elementary  system  of 
justice  and  equity  should  be  paid  into  the 
Treasury  of  the  United  States,  are  being 
lost,  with  the  result  that  other  taxpayers 
who  do  not  live  the  same  kind  of  life,  who 
do  not  go  on  safaris  to  Africa,  who  do 
not  engage  in  making  expensive  gifts  of 
jewelry  to  people  associated  with  them  in 
business,  who  do  not  have  private  yachts, 
who  do  not  have  private  hunting  lodges, 
who  do  not  go  to  the  Stork  Club  and  New 
York  theaters  with  Uncle  Sam  paying  52 
cents  of  every  dollar  of  the  money  that 
is  spent  there,  must  themselves  pay  far 
higher  taxes  than  otherwise  would  be 
the  case? 

Mr.  GORE.  I  fully  agree.  The  Presi¬ 
dent  has  made  that  point  very  clearly. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  will  the  Senator  yield  while  he  is 
talking  about  the  safari? 

Mr.  GORE.  Not  now. 

Mr.  LONG  of  Louisiana.  The  Senator 
is  very  wise. 

Mr.  GORE.  I  shall  finish  reading  the 
President’s  message,  and  then  I  shall  be 
glad  to  yield.  Continuing  to  read  the 
President’s  statement: 

But  under  present  law,  it  is  extremely 
difficult  to  separate  out  and  disallow  such 
pseudobusiness  expenditures.  New  legisla¬ 
tion  is  needed  to  deal  with  the  problem. 

I  therefore  recommend  that  the  cost  of 
such  business  entertainment  and  the  main¬ 
tenance  of  entertainment  facilities  (such  as 
yachts  and  hunting  lodges)  be  disallowed  in 
full  as  a  tax  deduction  and  that  restrictions 
be  imposed  on  the  deductibility  of  business 
gifts,  expenses  of  business  trips  combined 
with  vacations,  and  excessive  personal  living 
expenses  incurred  on  business  travel  away 
from  home. 

I  feel  confident  that  these  measures  will 
be  welcomed  by  the  American  people. 

I  digress  to  say  that  I  am  sure  the 
President  was  referring  to  the  kind  of 
people  described  by  the  senior  Senator 
from  Pennsylvania,  the  great  bulk  of 
our  people  who  are  not  beneficiaries  of 
unlimited  expense  accounts,  who  pay 
their  taxes  through  withholding  from 
their  wages  and  their  salaries,  and  who 
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must  dip  in  their  pockets  and  pinch  their 
pennies  to  pay  their  tax. 

Mr.  CLARK.  Mr.  President,  will  the 
Senator  yield  for  a  final  question? 

Mr.  GORE.  I  yield. 

Mr.  CLARK.  I  should  like  to  make 
very  clear  to  the  Senate,  through  the 
Record,  that  the  luxury  spending  which 
the  Senator  from  Tennessee  and  I  have 
been  discussing,  and  which  the  Presi¬ 
dent  of  the  United  States  has  con¬ 
demned,  has  resulted  in  the  Government 
of  the  United  States  paying  52  cents  on 
every  dollar  of  business  expense  deduc¬ 
tion  claimed  by  a  corporation  on  its  per¬ 
sonal  income  tax,  and  even  more  on  the 
expense  account  of  a  wealthy  individual 
who  is  in  an  income  tax  bracket  higher 
than  52  percent  when  he  takes  those 
deductions  on  his  own  income  tax.  Am 
I  correct? 

Mr.  GORE.  The  Senator  is  correct. 
But  I  am  not  sure  that  the  dollars  and 
cents  involved  constitute  the  most  seri¬ 
ous  danger  from  a  perpetuation  of  that 
practice.  The  President  refers  to  the 
moral  values.  I  read  again  what  he  said : 

This  is  a  matter  of  national  concern,  af¬ 
fecting  not  only  our  public  revenues,  our 
sense  of  fairness,  and  our  respect  for  the  tax 
system,  but  our  moral  and  business  practices 
as  well. 

Mr.  President,  when  a  scandalous  prac¬ 
tice  of  expense  account  abuses  of  our  tax 
laws  threatens  to  undermine  the  moral 
fiber  of  our  country  and  threatens  to  dis¬ 
rupt  the  tax  system,  which  is  based  pri¬ 
marily  upon  voluntary  compliance,  I  say 
that  it  is  a  serious  matter  indeed.  In  op¬ 
posing  the  amendment,  I  am  confident 
that  I  am  representing  the  wishes  of  the 
“American  people”  to  whom  the  Presi¬ 
dent  referred. 

Mr.  CLARK.  And  also  the  wishes  of 
the  President  of  the  United  States.  Is 
that  not  correct? 

Mr.  GORE.  I  fully  believe  so. 

Mr.  MANSFIELD.  Mr.  President,  will 
the  Senator  yield? 

Mr.  GORE.  I  yield. 

Mr.  MANSFIELD.  The  Senator  indi¬ 
cated  sometime  earlier  today  that  there 
would  not  be  a  vote  on  the  amendment 
tonight. 

Mr.  GORE.  I  expressed  an  opinion. 

Mr.  MANSFIELD.  The  Senator  ex¬ 
pressed  that  opinion. 

Mr.  GORE.  Yes. 

Mr.  MANSFIELD.  Would  the  Senator 
be  amenable  to  considering  a  vote  some¬ 
time  tomorrow,  say,  at  11  o’clock  or 
thereabouts? 

Mr.  GORE.  I  must  say  to  the  distin¬ 
guished  majority  leader  that,  as  he 
knows,  I  have  tried  to  cooperate.  I 
wanted  these  issues  to  be  brought  fully 
before  the  Senate.  I  wanted  the  Senate 
Finance  Committee,  which  is  responsible 
for  the  amendment  and  for  the  majority 
report,  to  carry  the  burden  of  persuading 
the  Senate  to  agree  to  the  amendment, 
which  would  subvert  the  recommenda¬ 
tion  of  the  administration  on  curtailing 
abuses  of  expense  accounts. 

In  order  to  cooperate  with  the  Senator, 
we  agreed  earlier  to  adopt  en  bloc  about 
165  amendments,  I  believe. 

Mr.  MANSFIELD.  That  is  correct. 

Mr.  GORE.  One  vote  has  already 
been  taken.  So  far  as  I  am  personally 


concerned,  I  see  no  reason  why  we  could 
not  have  a  vote  sometime  tomorrow. 
But  in  all  fairness  to  a  number  of  Sena¬ 
tors  who  have  indicated  their  interest  in 
the  question  and  their  willingness  to  op¬ 
pose  the  amendment,  I  do  not  wish,  at 
this  late  hour,  when  so  many  Senators 
are  absent,  to  enter  into  a  unanimous- 
consent  agreement.  So  I  suggest  that 
the  Senator  let  the  request  go  over  until 
tomorrow.  It  may  then  be  possible  to 
reach  some  agreement.  There  is  no  in¬ 
tent  on  my  part  to  be  dilatory  in  reach¬ 
ing  a  vote  on  the  question.  I  want  the 
amendment  to  be  fully  discussed.  I  wish 
to  be  sure  that  every  Senator  under¬ 
stands  the  interpretation  placed  upon 
those  three  words  by  the  majority  re¬ 
port.  That  will  require  some  time,  not 
only  for  myself  but  for  other  Senators. 

Mr.  MANSFIELD.  Does  the  Senator 
have  in  mind  any  particular  hour  at  this 
time,  or  would  he  prefer  to  let  it  go  over 
until  tomorrow? 

Mr.  GORE.  I  would  prefer  to  let  it  go 
until  tomorrow,  because  I  assume  the 
junior  Senator  from  Florida  will  wish  to 
speak,  and  the  junior  Senator  from  Lou¬ 
isiana  has  already  indicated  his  concern. 
I  know  of  several  Senators  who  wish  to 
speak  against  the  amendment. 

Mr.  SMATHERS.  So  far  as  the  junior 
Senator  from  Florida  is  concerned,  I  can 
be  relatively  brief.  I  believe  that  nearly 
every  Senator  has  already  made  up  his 
mind  as  to  how  he  will  vote  on  this  par¬ 
ticular  amendment.  I  know  that  the 
able  Senator  from  Tennessee  will  make 
an  excellent  record  in  support  of  his  po¬ 
sition.  I  have  no  doubt  that  those  of  us 
who  will  speak  for  the  Committee  on  Fi¬ 
nance  will  be  able  to  make  a  pretty  good 
record  also  in  a  short  time.  I  do  not  op¬ 
erate  under  any  illusion  that  what  we 
say,  or  even  what  the  able  Senator  from 
Tennessee  may  say,  will  change  a  great 
many  votes.  So  far  as  I  am  concerned, 
I  am  perfectly  agreeable  to  enter  into 
some  reasonable  unanimous-consent 
agreement. 

Mr.  GORE.  I  do  not  compliment  my¬ 
self  by  thinking  that  what  I  am  about  to 
say  will  change  many  votes.  I  do  believe 
that  what  is  said  in  the  majority  report 
is  going  to  change  a  large  number  of 
votes. 

Mr.  SMATHERS.  I  am  delighted  that 
the  Senator  from  Tennessee  should 
think  so.  I  am  sure  the  Senator  thought 
the  same  of  the  amendment  that  has 
just  been  rejected. 

Mr.  GORE.  I  did  not  expect  to  win 
that  fight,  but  I  do  expect  to  win  this 
one. 

Mr.  SMATHERS.  The  Senator  has 
been  in  the  Senate  long  enough  to  know 
that  if  we  were  to  ask  Senators  who  are 
now  present,  they  could  tell  us  how  they 
expect  to  vote  on  the  amendment. 

Mr.  GORE.  I  know  how  the  Senator 
from  Florida  is  going  to  vote.  He  hap¬ 
pens  to  be  from  Miami. 

Mr.  SMATHERS.  .  That  is  correct — 
Miami,  Fla. 

Mr.  GORE.  I  know  that  there  is  great 
concern  in  Florida  about  yachts  in  the 
harbors  and  all  the  ocean-front  hotel 
suites  that  are  held  in  the  name  of  great 
corporations.  I  know  that  expense  ac¬ 
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count  living  is  important  to  the  junior 
Senator  from  Florida. 

Mr.  SMATHERS.  If  the  Senator 
wanted  to  be  fair,  all  that  he  has  been 
talking  about,  the  yachts,  and  all  that, 
unless  they  are  primarily  used  for  busi¬ 
ness  activity,  they  are  eliminated  and  are 
not  allowable  deductions.  That  is  what 
we  intended  to  do. 

Mr.  GORE.  Let  me  read  the  Presi¬ 
dent’s  statement,  and  I  will  let  the  Sena¬ 
tor  tell  me  what  this  amendment  does. 
Let  me  read  what  the  President  of  the 
United  States  said. 

Mr.  SMATHERS.  I  heard  what  he 
said. 

Mr.  GORE.  The  President  said: 

Too  many  firms  and  individuals  have  de¬ 
vised  means  of  deducting  too  many  personal 
living  expenses  as  business  expenses. 

I  am  talking  about  the  taxpayer  who 
disguises  expenditures  for  his  own  per¬ 
sonal  benefit  as  business  outlays,  in 
order  to  obtain  a  deduction,  and  use  his 
expense  account  to  get  a  deduction  on 
taxes  of  the  company  which  he  serves. 
That  is  what  I  am  talking  about. 

Mr.  SMATHERS.  I  am  with  the 
Senator  on  that.  We  want  to  stop  it. 
The  Senator  is  exactly  right. 

Mr.  GORE.  I  am  talking  this  kind  of 
deduction. 

Mr.  SMATHERS.  We  want  to  get  at 
that  problem  too. 

Mr.  GORE.  The  majority  report  does 
not  indicate  that. 

Mr.  KERR.  Will  the  Senator  yield 
for  a  question?  Is  there  any  possibility 
of  agreeing  in  the  next  few  minutes  on 
a  unanimous  consent  agreement  on  a 
time  certain  tomorrow  around  noon  to 
vote  on  the  amendment? 

Mr.  GORE.  I  have  already  indicated 
that  I  could  not  enter  into  such  an 
agreement.  I  assure  the  Senator,  as  I 
have  already  assured  the  majority  leader, 
that  I  have  no  dilatory  tactics  in  mind. 
I  expect  to  show  unmistakably  what  the 
majority  report  intends  these  words  to 
mean.  Fortunately  we  do  not  have  to 
listen  to  speeches  about  what  these 
words  mean.  The  majority  report  has 
told  us  what  the  words  mean  and  what 
they  are  intended  to  mean.  They  mean 
that  no  substantial  loophole  on  expense 
account  abuses  will  be  closed.  They 
mean  that,  in  many  respects  the  situa¬ 
tion  will  be  made  worse  than  it  is  now. 

Mr.  DIRKSEN.  If  the  Senator  will 
yield,  and  addressing  myself  to  the  ma¬ 
jority  leader,  I  wonder  if  we  could  con¬ 
cur  in  a  unanimous-consent  request  to 
reach  an  understanding  that  there  will 
be  no  vote  on  this  amendment  tonight. 

Mr.  MANSFIELD.  I  do  not  believe  we 
need  any  unanimous-consent  agreement 
for  that.  That  appears  to  be  the  fact. 

Mr.  DIRKSEN.  I  think,  however - 

Mr.  GORE.  I  am  agreeable. 

Mr.  DIRKSEN.  It  would  be  safe  for 
Senators  to  go  to  dinner  or  go  home  or 
to  fill  engagements,  if  there  were  such 
an  understanding. 

Mr.  GORE.  I  have  a  dinner  engage¬ 
ment  at  7:30,  which  I  should  like  to 
keep. 

Mr.  SMATHERS.  If  no  attempt  is 
made  to  deduct  the  expense. 

Mr.  DIRKSEN.  I  have  no  engagement. 
I  should  like  to  be  able  to  assure  Sen- 
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ators  on  this  side  of  the  aisle  that  it 
would  be  safe  for  them  to  go  home. 

Mr.  GORE.  So  far  as  I  am  concerned, 
the  Senator  can  give  that  assurance.  I 
should  like  to  leave  around  8  o’clock. 

Mr.  DIRKSEN.  So  would  I. 

Mr.  MANSFIELD.  The  Senator  has 
given  me  his  assurance  that  he  would 
not  engage  in  dilatory  tactics  or  delay¬ 
ing  tactics. 

Mr.  GORE.  Unless  H.R.  10  is  offered 
as  an  amendment  to  the  bill. 

Mr.  MANSFIELD.  I  know  the  Senator 
to  be  an  honorable  man.  I  hope  that  the 
unanimous  consent  request  will  be  given 
serious  consideration  tomorrow  when  we 
convene. 

Mr.  GORE.  I  am  sure  it  will  be.  So 
far  as  I  am  concerned,  I  hope  a  vote  on 
this  amendment  can  be  reached  tomor¬ 
row. 

Mr.  MANSFIELD.  Tomorrow  is  a  long 
day.  I  hope  that  at  a  reasonable  hour  we 
shall  be  able  to  reach  such  an  agreement. 
There  are  other  amendments  to  be  con¬ 
sidered  in  addition  to  the  committee 
amendments  which  remain  to  be  con¬ 
sidered,  which  have  been  set  apart  from 
those  that  have  been  agreed  to.  Other 
amendments  have  been  submitted. 

Mr.  GORE.  If  in  some  way  all  copies 
of  the  majority  report  could  be  burned, 
we  could  then  let  the  Senators  who  sup¬ 
port  the  amendment  tell  us  what  it 
means.  Unfortunately  what  they  say 
cannot  be  heard  because  what  is  writ¬ 
ten  speaks  so  loud. 

Mr.  SMATHERS.  After  the  Senator 
from  Tennessee  has  disposed  of  the  Sen¬ 
ator  from  Illinois,  I  should  like  to  ask 
the  Senator,  in  all  fairness  to  read  one 
paragraph. 

Mr.  DIRKSEN.  May  I  address  myself 
to  the  majority  leader,  with  the  con¬ 
sent  of  the  Senator  from  Florida  and 
the  Senator  from  Tennessee?  May  we 
assume  that  thei’e  will  be  no  vote  to¬ 
night? 

Mr.  MANSFIELD.  We  have  no  choice. 
Mr.  GORE.  Let  me  first  read  to  the 
Senator  what  the  President  said.  I  know 
the  President  is  a  warm  friend  of  the 
junior  Senator  from  Florida. 

Mr.  SMATHERS.  He  is  that. 

Mr.  GORE.  I  know  the  Senator  will 
want  to  hear  what  the  President  of  the 
United  States  said  about  these  practices, 
which  the  junior  Senator  from  Florida 
is  defending. 

Mr.  SMATHERS.  I  have  read  it.  The 
Senator  is  unfair  in  saying  that  I  am  de¬ 
fending  practices  that  are  illegal  or  im¬ 
moral.  I  know  he  does  not  mean  to  say 
that. 

Mr.  GORE.  I  mean - 

Mr.  SMATHERS.  I  do  not  believe  it 
is  fair  for  the  Senator  to  make  that  kind 
of  imputation. 

Mr.  GORE.  I  say  without  qualifica¬ 
tion  that  a  Senator  who  supports  this 
amendment,  after  having  read  the  ma¬ 
jority  report,  supports  a  continuation  of 
the  situation  which  the  President  has 
described. 

Mr.  SMATHERS.  I  do  not  worry  about 
myself,  but  I  highly  resent  the  Senator 
from  Tennessee  saying  it  about  the  Sen¬ 
ator  from  Virginia  [Mr.  Byrd]  ,  or  about 
the  Senator  from  Utah  [Mr.  Bennett], 
one  of  the  pillars  of  the  Morman  Church. 


I  also  highly  resent  his  saying  it  about 
the  Senator  from  Louisiana  [Mr.  Long], 
whose  character  is  above  reproach. 

Mr.  GORE.  Let  us  see  what  I  have 
said. 

Mr.  SMATHERS.  The  reputations  of 
these  men  are  above  reproach. 

Mr.  GORE.  I  do  not  yield  further  un¬ 
til  I  have  stated  my  position. 

I  said  this,  and  I  say  it  again:  In  my 
considered  opinion  a  Senator  who  sup¬ 
ports  the  adoption  of  this  amendment, 
with  the  interpretation  of  its  meaning 
in  the  report,  votes  to  continue  practices 
which  the  President  of  the  United  States 
has  described  in  the  message  which  I 
have  been  reading. 

Mr.  SMATHERS.  Mr.  President,  will 
the  Senator  yield  for  a  question? 

Mr.  GORE.  I  yield. 

Mr.  SMATHERS.  Does  not  the  Sena¬ 
tor  really  mean  to  say  that  no  one  except 
the  Senator  from  Tennessee  has  inter¬ 
preted  the  language  of  the  report  in  that 
way.  If  all  of  us  interpreted  the  report 
in  that  way  we  would  not  be  for  it,  any 
more  than  the  junior  Senator  from  Ten¬ 
nessee  is  for  it  now.  It  is  merely  a  ques¬ 
tion  of  the  meaning  of  the  English  lan¬ 
guage. 

Mr.  GORE.  Would  the  Senator  from 
Florida  like  me  to  tell  what  I  know  about 
the  report? 

Mr.  SMATHERS.  Probably  the  Sen¬ 
ator  from  Tennessee  ought  to  do  that. 
Perhaps  he  has  a  duty  to  tell  everything. 

Mr.  GORE.  Suppose  the  junior  Sen¬ 
ator  from  Florida  proceeds  to  tell  what 
he  knows  about  it? 

Mr.  SMATHERS.  All  I  know  about  it 
is  what  I  read.  I  know  where  it  came 
from. 

Mr.  GORE.  Where  did  it  come  from? 
Mr.  SMATHERS.  It  came  as  a  result 
of  the  joint  efforts  of  the  Treasury  of 
the  United  States  and  the  staff  of  our 
committee.  That  is  precisely  where  it 
came  from.  We  asked  them  to  do  what 
they  could  to  resolve  the  matter  so  that 
abuses  in  this  area  could  effectively  be 
eliminated. 

Mr.  GORE.  That  covers  a  great  deal. 
Mr.  SMATHERS.  I  do  not  know  who 
was  better  able  to  prepare  this  kind  of 
language  than  the  staff.  Such  language 
does  not  presume  that  every  business¬ 
man  is  a  cheat  and  a  crook. 

Mr.  GORE.  Does  the  Senator  from 
Florida  wish  to  reveal  his  part  in  it? 

Mr.  SMATHERS.  Yes;  I  shall  be  de¬ 
lighted  to  reveal  my  part.  I  asked  the 
members  of  the  staff  if  they  would  pre¬ 
pare  language  that  would  make  some 
sense;  and  language  that  did  not  pre¬ 
sume  every  businessman,  no  matter 
where  he  was  or  where  he  resided,  to  be 
a  crook  or  a  cheat.  That  is  what  I  asked 
them  to  prepare.  They  did  so.  We  had 
the  assistance  of  a  representative  from 
the  Treasury  Department.  The  Treas¬ 
ury,  of  course,  would  like  to  tighten  up 
the  language  much  more  than  it  is  in 

the  bill.  ,  _  , 

Mr.  GORE.  I  thought  the  Senator 
told  us  a  few  moments  ago  that  the 
Treasury  drafted  the  language. 

Mr.  SMATHERS.  At  my  request,  to 
provide  some  language  which  would  be 
reasonable  with  respect  to  the  business 
community,  and  recognizing  that  some 


members  of  the  business  community,  at 
least,  were  decent,  honorable,  fine  peo¬ 
ple,  and  that  legitimate  deductions  for 
legitimate  business  purposes  were  not  the 
great  evil  which  the  Senator  from  Ten¬ 
nessee  says  they  are. 

I  agree  that  the  inclusion  of  personal 
expenses  as  business  deductions  ought  to 
be  stopped. 

Mr.  GORE.  Mr.  President,  I  do  not 
yield  further  just  now.  The  Senator 
from  Florida  has  made  his  position  rea¬ 
sonably  plain,  and  I  concede  that  he  has 
every  right  and  duty  to  fulfill  his  duty 
to  represent  his  State  as  he  sees  fit.  I 
fully  accord  to  him  the  right  to  select 
his  position  and  to  exercise  what  influ¬ 
ence  he  feels  it  proper  to  exercise  upon 
a  draft  of  a  report  or  any  other  action 
of  a  committee  on  which  he  serves,  or 
upon  any  other  action  of  the  U.S.  Senate. 

The  Senator  from  Florida  has  said 
that  the  junior  Senator  from  Tennessee 
is  the  only  one  who  places  this  kind  of 
interpretation  upon  the  report. 

Mr.  SMATHERS.  I  am  in  error.  I 
retract  that  statement.  I  know  there 
are  others,  but  they  are  not  a  majority 
of  the  Committee  on  Finance. 

Mr.  GORE.  I  thank  the  Senator  from 
Florida  for  that  concession.  I  am  sure 
there  are  many  more  Senators  who  agree 
with  me. 

Mr.  President,  I  shall  finish  reading 
the  President’s  message  on  this  subject: 

I  feel  confident  that  these  measures  will 
be  welcomed  by  the  American  people.  I  am 
also  confident  that  business  firms,  now 
forced  to  emulate  the  expense  account  favors 
of  their  competitors,  however  unsound  or 
uneconomical  such  practices  may  be,  will 
welcome  the  removal  of  this  pressure.  These 
measures  will  strengthen  both  our  tax  struc¬ 
ture  and  the  moral  fiber  of  our  society. 
These  provisions  should  be  effective  as  of 
January  1,  1962,  and  are  estimated  to  in¬ 
crease  Treasury  receipts  by  at  least  $250 
million  per  year. 

I  ask  unanimous  consent  to  have 
printed  at  this  point  in  the  Record  a 
statement  by  Mr.  Clarence  Randall, 
which  is  contained  in  the  committee 
report  on  page  408. 

There  being  no  objection,  the  state¬ 
ment  was  ordered  to  be  printed  in  the 
Record,  as  follows: 

~  Gone  are  the  days  when  a  salesman  oc¬ 
casionally  wined  and  dined  his  favorite  cus¬ 
tomer,  or  perhaps  gave  a  small  theater  party. 
Nowadays,  when  the  deal  gets  big  enough, 
the  company  yacht  weighs  anchor  and  moves 
into  position,  the  company  plane  takes  off 
for  a  duckblind  in  Arkansas,  or  the  best 
hotel  in  Miami  throws  open  its  doors  to  ex¬ 
pectant  dealers  for  a  week  of  continuous 
circus  • 

The  distaff  side  is  cut  in,  too,  on  both  sides 
of  the  deal.  How  the  ladies  love  it.  With  jet 
travel  what  it  is,  those  who  were  getting  a 
little  tired  of  White  Sulphur  may  now  hope 
to  look  in  on  Capri  or  the  Riviera. 

The  unseen  partner  in  all  this  largesse,  of 
course,  the  man  who  rides  the  afterdeck  of 
the  company  yacht,  copilots  the  duck  hunt¬ 
ers’  plane,  sits  by  while  the  caviar  is  spooned 
out  and  the  crepes  suzette  are  sizzling,  the 
man  who  splits  the  check  at  the  nightspot 
and  hands  the  big  bill  to  the  headwaiter,  is 
none  other  than  Uncle  Sam. 

Mr.  GORE.  Mr.  President,  the  House 
of  Representatives  substantially  agreed 
with  the  President’s  recommendation, 
although  the  House  bill  does  not  contain 
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provisions  as  strong  as  the  President 
recommended.  But  the  House  language 
plus  the  report  of  the  House  Ways  and 
Means  Committee  will  result  in  a  great 
improvement  in  this  situation,  which  the 
President  says  threatens  the  moral  fiber 
or  our  country. 

After  long  and  careful  consideration, 
the  House  voted  for  a  provision,  which, 
although  falling  short  of  the  President’s 
recommendations,  would  go  a  long  way 
toward  establishing  a  fairer  set  of  rules. 
It  would  pennit  deductions  for  enter¬ 
tainment  more  closely  related  to  the  con¬ 
duct  of  business,  but  would  cut  out  de¬ 
ductions  for  many  of  the  highly  personal 
expenditures  permitted  under  present 
law  when  the  taxpayer  can  make  a  show¬ 
ing  of  some  connection  between  the 
entertainment  and  the  taxpayer’s  trade 
or  business. 

The  allowance  of  deductions  for  such 
essentially  personal  entertainment  has 
brought  the  integrity  of  the  entire  reve¬ 
nue  system  into  disrepute.  The  expense 
account  deduction  has  been  a  breeding 
ground  for  fraud  and  misrepresentation. 
It  has  encouraged  disrespect  for  honest 
self-compliance  with  the  tax  laws  among 
those  not  in  a  position  to  claim  such 
deductions,  but  who  have  watched  others 
satisfy  their  personal  taste  for  amuse¬ 
ment  at  the  taxpayers’  expense. 

What  has  the  Senate  Finance  Com¬ 
mittee  done  with  the  House  version  of 
the  bill?  It  has  simply  pulled  the  teeth 
from  the  proposal,  leaving  it  merely  with 
a  dangling  tongue — a  tongue  which  is 
certain  to  confuse  taxpayer  and  govern¬ 
ment  official  alike  as  to  what  it  is'trying 
to  say.  Certainly  the  vague  and  almost 
meaningless  standard  adopted  by  the 
committee  will  do  very  little,  if  anything, 
to  change  the  style  of  operation  of  those 
who  have  been  living  high  on  their  ex¬ 
pense  accounts  at  the  cost  of  their  fellow 
citizens. 

THE  PROBLEM 


The  basic  problem  is  whether  this 
country  can  continue  to  afford  to  permit 
a  small  group  of  taxpayers  to  take  tax 
deductions  for  highly  personal  items  such 
as  nightclub  hopping,  fancy  yachts  and 
swanky  country  clubs,  while  the  great 
majority  of  their  fellow  taxpayers  can¬ 
not  take  such  deductions.  From  a 
practical  point  of  view  the  concern  of 
the  Nation  is  not  only  the  basic  unfair¬ 
ness  of  this  situation — in  itself  a  vital 
consideration — but  also  the  effect  that 
this  legally  created  unfairness  has  upon 
those  who  are  discriminated  against. 
It  makes  them  resentful  of  the  law 
which  permits  such  a  situation  to  exist, 
and  encourages  them  toward  laxness  in 
discharging  their  full  tax  obligations. 
It  is  quite  natural  to  feel:  “Why  should 
I  help  keep  that  fellow  on  the  gravy 
train — paying  for  his  fancy  yacht  and 
swanky  country  club?”  An  expansion 
of  this  type  of  thinking  could  eventually 
destroy  our  tax  system,  the  keystone  of 
which  is  its  voluntary  character.  We 
rely  on  each  taxpayer  to  be  his  own  tax 
assessor.  The  essential  honesty  of  our 
citizens  and,  most  important  in  this  con¬ 
text,  their  respect  for  our  tax  laws  have 
enabled  this  system  of  voluntary  self- 
assessment  to  function  most  effectively. 
However,  like  all  good  things,  the  system 
must  be  nurtured  and  protected. 


Expense-account  abuses  have  become 
a  real  threat  to  the  continued  effective¬ 
ness  of  our  self-assessing  system.  Much 
taxpayer  distaste  has  already  been  voiced 
against  this  unwarranted  privilege.  The 
danger  signals  are  loud  and  clear.  In 
his  testimony  before  the  House  Ways  and 
Means  Committee  and  the  Senate  Fi¬ 
nance  Committee,  the  Secretary  of  the 
Treasury  documented  the  situation  in 
great  detail,  with  numerous  case  studies 
and  many  samples  of  editorial  comment 
from  all  over  the  country. 

Here  are  a  few  of  them:  A  corporation 
engaged  in  manufacturing  was  allowed 
to  deduct  $991,665  in  1959  for  yachts, 
club  dues,  shipboard  conventions,  hunt¬ 
ing  and  fishing  trips,  and  parties.  A 
taxpayer  engaged  in  the  insurance  busi¬ 
ness  was  allowed  to  deduct  $97,500  for 
meals,  lodging,  transportation,  entertain¬ 
ment,  books,  gifts,  and  so  forth.  The 
amount  deducted  covered  $6,000  for  an 
apartment  and  more  than  $30,000  for 
food,  beverages,  and  other  entertain¬ 
ment. 

Mr.  DOUGLAS.  Mr.  President,  will 
the  Senator  from  Tennessee  yield? 

The  PRESIDING  OFFICER  (Mr. 
Lausche  in  the  chair) .  Does  the  Senator 
from  Tennessee  yield  to  the  Senator 
from  Illinois? 

Mr.  GORE.  I  yield. 

Mr.  DOUGLAS.  And  Uncle  Sam 
picked  up  52  percent  of  the  check  in 
those  cases;  is  not  that  true? 

Mr.  GORE.  I  take  it  that  was  true. 
Certainly  it  would  be  true  if  the  ex¬ 
penses  were  paid  by  a  corporation  which 
had  a  tax  rate  of  52  percent. 

But  that  is  not  the  worst  thing.  That 
citizen  had  all  of  it  paid  by  the  corpora¬ 
tion  whose  expense  account  he  was  abus¬ 
ing,  or  by  the  Federal  Government  which 
was  permitting  the  deduction  under  a 
faulty  tax  law. 

Mr.  DOUGLAS.  In  other  words,  due 
to  the  fact  that  great  corporations  are 
controlled  by  their  management — who 
generally  own  only  a  small  proportion  of 
the  stock,  but  nevertheless,  through  the 
use  of  proxies,  control  the  corporations — 
the  management  can  charge  these  bills 
to  the  corporation,  but  are  able  to  get 
back  52  percent,  by  means  of  the  tax 
deduction. 

Mr.  GORE.  And  the  small  stock¬ 
holders  have  very  little  voice  in  the  op¬ 
eration  of  the  corporation. 

The  combination  of  a  corporate  in¬ 
sider  and  the  use  of  expense  accounts 
has  erected  in  our  midst  a  small  coterie 
of  a  privileged  few  who,  because  of  their 
abuses,  threaten — according  to  the  Pres¬ 
ident — the  very  moral  fiber  of  our  so¬ 
ciety. 

Mr.  LONG  of  Louisiana.  Mr.  Pres¬ 
ident,  will  the  Senator  from  Tennessee 
yield? 

Mr.  GORE.  I  yield. 

Mr.  LONG  of  Louisiana.  The  Senator 
from  Tennessee  has  undertaken  to  give 
examples.  The  first  example  given  today 
by  the  Senator  from  Pennsylvania  had 
to  do  with  a  safari  in  Africa. 

Mr.  GORE.  Yes,  it  was  cited  by  the 
Senator  from  Pennsylvania. 

Mr.  LONG  of  Louisiana.  Does  the 
Senator  from  Tennessee  know  that  that 
safari  in  Africa  involved  that  person’s 
successful  attempt  to  claim  the  cost  of 


the  safari  as  an  advertising  expense,  and 
thus  he  was  able  to  obtain  a  deduction? 
It  had  nothing  to  do  with  entertainment 
expense. 

Mr.  GORE.  It  had  to  do  with  per¬ 
sonal  pleasure — a  safari  in  Africa,  and 
also  a  trip  in  Europe.  The  man  was 
drawing  an  expense  account  for  his  per¬ 
sonal  pleasure,  and  the  bills  were  paid  for 
him,  and  a  deduction  was  given  on  the 
tax  return  of  the  concern  by  which  he 
was  employed. 

Mr.  LONG  of  Louisiana.  Is  the  Sen¬ 
ator  from  Tennessee  familiar  with  the 
fact - 

Mr.  GORE.  I  am  not  very  familiar 
with  that  case. 

Mr.  LONG  of  Louisiana.  Is  the  Sen¬ 
ator  familiar  with  the  fact  that  it  had 
nothing  to  do  with  the  case  the  Senator 
from  Tennessee  is  making,  because  that 
claim  was  made  for  a  deduction  as  an 
advertising  expense.  He  claimed  that 
the  safari  helped  his  advertising.  He 
brought  back  from  Africa  numerous  ani¬ 
mal  heads  and  animal  hides,  and  all  that 
was  good  advertising  for  his  business; 
and  he  successfully  claimed  that  deduc¬ 
tion  as  an  advertising  expense. 

Mr.  GORE.  But  I  respectfully  suggest 
that  that  is  covered  by  the  description 
given  by  the  President — in  other  words, 
a  practice  by  which  a  personal  expense 
is  disguised  as  a  business  expense.  I  am 
not  attempting  to  state  the  details  of 
that  case,  and  I  do  not  wish  to  make  a 
particular  point  of  it,  the  senior  Sen¬ 
ator  from  Pennsylvania  cited  it.  I  recall 
having  read  about  it.  I  heard  about  it. 
I  think  it  involved  the  abuse  of  an  ex¬ 
pense  account.  I  think  it  clothed  per¬ 
sonal  expenses,  as  the  President  has  said, 
with  a  business  function. 

Mr.  LONG  of  Louisiana.  It  has  noth¬ 
ing  to  do  with  improper  entertainment 
allowance,  as  the  Senator  knows. 

Mr.  GORE.  I  did  not  say  it  was  en¬ 
tertainment.  There  is  something  more 
involved  than  entertainment. 

Mr.  DOUGLAS.  Mr.  President,  will 
the  Senator  yield? 

The  PRESIDING  OFFICER  (Mr.  Met¬ 
calf  in  the  chair).  Does  the  Senator 
from  Tennessee  yield? 

Mr.  GORE.  I  yield. 

Mr.  DOUGLAS.  If  my  good  friend 
from  Louisiana  quarrels  with  illustra¬ 
tion  No.  1,  the  safari  to  Africa  submitted 
by  the  Secretary  of  the  Treasury,  what 
would  he  say  to  some  59  other  cases 
which  the  Secretary  of  the  Treasury 
submitted  in  volume  1  of  the  Senate 
hearings,  some  of  which  are  being  quoted 
by  the  Senator  from  Tennessee? 

Mr.  LONG  of  Louisiana.  I  shall  be 
glad  to  discuss  them  if  they  are  brought 
up,  but  the  first  one  has  nothing  to  do 
with  the  case.  The  Senator  from  Illi¬ 
nois  loves  to  play  on  it  and  suggest  it  is 
an  improper  use  of  entertainment  ex¬ 
pense.  That  case  involved  an  advertis¬ 
ing  expense.  So  far  as  I  am  concerned, 
I  would  be  glad  to  outlaw  advertising 
expenses  as  deductible  items. 

Mr.  GORE.  There  is  much  more  in¬ 
volved  in  this  issue  than  merely  enter¬ 
tainment.  There  is  much  more  involved 
than  taking  someone  to  a  restaurant  in 
New  Orleans,  or  Nashville,  Tenn.,  or  the 
21  Club  in  New  York.  There  is  much 
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more  involved  than  entertainment.  I 
think  many  other  abuses  are  involved. 

Mr.  LONG  of  Louisiana.  I  hope  be¬ 
fore  the  Senator  gets  through  he  recog¬ 
nizes  that  this  particular  language  in 
the  bill  has  nothing  to  do  with  the  safari 
in  Africa.  It  is  not  involved. 

Mr.  GORE.  I  will  come  to  that. 

Mr.  DOUGLAS.  Mr.  President,  will 
the  Senator  yield? 

Mr.  GORE.  I  yield  to  the  Senator 
from  Illinois. 

Mr.  DOUGLAS.  May  I  take  case  No. 
48? 

Mr.  GORE.  I  will  cite  something 
more  than  entertainment.  A  manufac¬ 
turer  was  allowed  to  deduct  $34,000  for 
football  and  theater  parties,  a  speed¬ 
boat,  and  so  forth. 

Mr.  DOUGLAS.  Let  me  take  case 
No.  48,  on  page  318,  of  part  1  of  the 
hearings  of  the  Senate  committee,  the 
case  of  a  physician  who  claimed  and  was 
allowed  an  expense  item  of  $1,182  for 
travel  to  Europe,  where  he  spent  6  of  the 
22  days  in  Europe  attending  a  medical 
congress  at  which  he  delivered  a  paper 
and  presided  at  one  of  the  meetings. 
The  taxpayer  was  accompanied  by  his 
wife  and  two  children. 

Mr.  GORE.  This  is  not  entertain¬ 
ment. 

Mr.  DOUGLAS.  No;  this  is  expense. 
Mr.  GORE.  Personal  expense. 

Mr.  DOUGLAS.  That  is  right.  They 
were  allowed  as  a  deduction  because  he 
was  improving  his  specialized  profes¬ 
sional  skills. 

Mr.  SMATHERS.  Mr.  President, 
will  the  Senator  yield?  I  am  sure  the 
Senator  wants  to  be  completely  fair. 
In  the  report  of  the  majority  of  the  Fi¬ 
nance  Committee  we  specifically  men¬ 
tioned  the  kind  of  things  that  should  be 
eliminated.  We  talk  about  the  safari 
case  on  page  28  of  the  report.  We  want 
to  overrule  that  decision.  We  agree 
that  it  is  bad.  We  also  say,  so  far  as 
taking  one’s  wife  on  a  trip  is  concerned, 
that  the  expense  for  that  is  to  be  dis¬ 
allowed.  These  are  obviously  abuses 
and  should  have  been  done  away  with  a 
long  time  ago. 

Mr.  GORE.  If  the  Senator  will  let 
me  discuss  the  majority  report - 

Mr.  SMATHERS.  This  is  a  part  of  it. 

Mr.  GORE.  I  know.  The  Senator 
has  also  cited  the  majority  report  as 
saying  that  it  is  not  desired  to  permit 
the  allowance  of  expense  for  call  girls. 

Mr.  SMATHERS.  I  hope  the  Senator 
does  not  object  if  the  majority  wants  to 
eliminate  that. 

Mr.  GORE.  I  do  not  make  the  point 
or  make  the  objection.  The  point  really 
is,  Why  is  it  cited?  That  item  is  not 
deductible  under  present  law. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  will  the  Senator  show  me  where 
under  present  law  he  has  that  nailed 
down?  I  said  I  made  one  mistake  in 
offering  my  “prudent  man”  expense  ac¬ 
count  amendment.  Instead  of  saying  “a 
prudent  man,”  I  should  have  said  “a 
prudish  man.” 

Mr.  GORE.  A  prudish  man? 

Mr.  LONG  of  Louisiana.  A  prude; 
deduct  what  a  prudish  man  would  under 
the  circumstances.  Perhaps  that  would 
be  more  agreeable. 


Mr.  GORE.  I  heard  the  Senator  make 
a  somewhat  similar  statement  a  day  or 
two  ago.  He  said  he  made  a  mistake  by 
not  providing  what  “a  pious  man”  would 
do. 

Mr.  LONG  of  Louisiana.  It  is  the 
same  idea. 

Mr.  GORE.  I  think  there  is  a  little 
difference  between  pious  and  prudish. 

The  Senator  will  recall  that  he  offered 
that  “prudent  man”  amendment,  and 
when  the  committee  took  a  hard  look  at 
the  meaning  of  the  amendment,  it  voted 
it  out  and  then  adopted  the  words  “or 
associated  with,”  which  seemed  reason¬ 
ably  harmless.  But  by  the  time  the 
committee’s  report  was  written,  it  took 
on  a  meaiftng  that  is  just  as  bad  as  the 
“prudent  man”  amendment  was. 

Mr.  DOUGLAS.  Mr.  President,  will 
the  Senator  yield? 

Mr.  GORE.  I  yield. 

Mr.  DOUGLAS.  In  other  words,  after 
the  abominable  “prudent  man”  provi¬ 
sion  was  thrown  out  the  front  door,  it 
was  brought  in  through  the  back  door? 

Mr.  GORE.  Through  the  committee 
report. 

Mr.  DOUGLAS.  Yes. 

Mr.  GORE.  The  Senator  has  raised  a 
question  about  the  majority  report.  I 
do  not  wish  to  be  understood  as  charg¬ 
ing  that  any  member  of  the  committee 
wrote  this  report.  The  report,  however, 
must  speak  for  itself.  Fortunately,  the 
Senate  can  know  what  the  report  says. 

It  is  printed.  Senators  can  examine 
it.  A  copy  of  it  is  on  every  Senator’s 
desk.  The  report  is  adroitly  drafted.  It 
is  drafted  as  if  it  followed  a  mathemat¬ 
ical  formula.  A  strawman,  or  in  one 
case  a  strawwoman,  is  set  up  in  order 
that  the  report  can  knock  it  down;  and 
then  we  get  the  real  meat  and  meaning 
of  what  is  intended.  I  shall  demonstrate 
it.  This  is  a  cleverly  done  report,  and 
it  subverts  the  whole  effort  to  close  the 
loophole  of  expense  account  abuses.  I 
shall  prove  that  even  to  the  junior  Sen¬ 
ator  from  Florida. 

Mr.  SMATHERS.  I  will  wait  in  great 
anticipation. 

Mr.  DOUGLAS.  I  hold  in  my  hand 
something  like  10  pounds  of  hearings. 
I  believe  that  the  Senator  from  Ten¬ 
nessee  and  I  were  present  at  almost  every 
session  of  the  hearings.  The  first  volume 
consists  of  evidence  produced  by  the 
Treasury.  Here  is  the  report.  We  have 
been  debating  the  bill  for  3  days.  The 
attendance  in  the  Chamber  has  not  been 
so  good.  Has  the  Senator  seen  any  Sen¬ 
ator  pick  up  a  copy  of  volume  I  and  go 
through  it?  Or  has  the  Senator  seen 
any  Senator  pick  up  a  copy  of  the  report 
and  go  through  it? 

Mr.  GORE.  How  many  pages  is  it? 

Mr.  DOUGLAS.  Four  hundred  and 
twenty-five  pages. 

Mr.  GORE.  No;  I  have  not.  It  is  very 
difficult  reading.  But  with  respect  to 
the  pending  amendment,  I  discovered 
enough  to  show  to  the  Senate  that  the 
adoption  of  these  simple,  innocent  little 
words  “or  associated  with,”  as  an  amend¬ 
ment,  with  the  interpretation  given  as 
the  legislative  intent  of  that  amendment, 
will  mean  continuing  the  abuses  which 
the  President  has  complained  of. 


Mr.  SMATHERS.  Mr.  President,  will 
the  Senator  yield  for  a  question? 

Mr.  GORE.  I  yield.  The  Senator  is 
very  generous.  I  know  of  his  keen  in¬ 
terest  in  this  subject.  I  yield  to  the 
Senator  from  Florida. 

Mr.  SMATHERS.  I  have  no  more  keen 
interest  in  this  subject  than  in  any  other 
part  of  the  tax  bill.  I  recognize,  how¬ 
ever,  that  a  great  many  legitimate  busi¬ 
nessmen  and  legitimate  businesses  have 
followed  the  practice  of  taking  legiti¬ 
mate  business  deductions.  I  do  not  wish 
to  imply  that  they  are  cheats  or  crooks, 
or  that  they  are  acting  improperly. 

Mr.  GORE.  I  agree  absolutely. 

Mr.  SMATHERS.  I  further  recognize 
that  many  musicians,  restaurants,  and 
hotels  make  conventions  their  business 
and  thereby  contribute  to  the  welfare  of 
the  economy  of  the  States  in  which  they 
are  located.  I  do  not  wish  to  see  them 
put  out  of  business  when  they  are  con¬ 
ducting  legitimate  businesses. 

I  rose  to  ask  the  Senator  a  question. 

I  think  it  would  be  very  helpful  in  the 
discussion  of  this  particular  amendment 
if  the  Senators  who  are  opposed  to  the 
amendment  which  was  adopted  by  the 
Finance  Committee  would  stop  ranting 
and  raving  about  the  safari,  about  tak¬ 
ing  wives  on  trips,  and  all  that  sort  of 
thing. 

Mr.  GORE.  Now - 

Mr.  SMATHERS.  Let  me  finish. 

Mr.  GORE.  I  do  not  wish  to  be  de¬ 
scribed  as  ranting  and  raving. 

Mr.  SMATHERS.  Under  the  commit¬ 
tee  report  those  evils  would  be  elimi¬ 
nated. 

Mr.  GORE.  Mr.  President,  I  decline 
to  yield  further. 

Mr.  SMATHERS.  The  committee  at¬ 
tempted  to  eliminate  them. 

Mr.  DOUGLAS.  What  about  the  mor¬ 
tician  in  Florida  who  invited  prospective 
customers  to  go  out  on  a  yacht,  and 
charged  off  $23,000,  claiming  an  expense 
in  order  to  get  business? 

Mr.  SMATHERS.  He  ought  to  be 
ashamed  of  himself. 

Mr.  DOUGLAS.  He  got  his  $23,000. 
Mr.  SMATHERS.  We  hope  that  what 
is  happening  to  him  is  what  happened  to 
his  customers. 

Mr.  GORE.  Mr.  President,  I  decline 
to  yield  further. 

Mr.  SMATHERS.  Mr.  President,  will 
the  Senator  yield  further? 

Mr.  GORE.  I  yield  for  the  very  elo¬ 
quent  remarks  which  I  know  my  friend 
from  Florida  is  about  to  make. 

Mr.  SMATHERS.  Does  not  the  Sen¬ 
ator  agree  that  it  is  not  quite  cricket  if 
I  may  borrow  that  word,  to  make  a  big 
argument,  talking  about  a  straw  man 
and  about  alleged  abuses  and  evils,  and 
to  connote  thereby  that  the  Finance 
Committee  is  in  favor  of  these  things, 
when  the  Finance  Committee  has  already 
sought  to  eliminate  them?  We  have  pro¬ 
vided  language  in  the  report  specifically 
about  those  things. 

Mr.  DOUGLAS.  What  about  the 
yachts  at  Fort  Lauderdale? 

Mr.  SMATHERS.  And  the  yachts  at 
Fort  Lauderdale,  too,  unless  the  costs 
can  be  proved  to  be  primarily  business 
expenses.  All  of  that  will  have  to  stop. 
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Mr.  GORE.  Mr.  President,  who  has 
the  floor? 

The  PRESIDING  OFFICER.  The 
Senator  from  Tennessee  has  the  floor. 

Mr.  GORE.  I  should  like  to  use  it  to 
ask  the  junior  Senator  from  Florida  a 
question.  I  know  it  would  be  a  violation 
of  the  rules  for  a  Senator  who  has  the 
floor  to  interrogate  another  Senator. 

Mr.  SMATHERS.  I  am  happy  to 


answer. 

The  PRESIDING  OFFICER.  Without 
objection,  the  Senator  from  Tennessee 
may  ask  the  Senator  from  Florida  a 
question. 

Mr.  GORE.  I  should  like  to  ask  the 
junior  Senator  from  Florida  a  question 
as  to  the  meaning  of  the  pending  amend¬ 
ment,  as  interpreted  by  the  majority  re¬ 
port. 

If  a  businessman  took  his  customers 
to  the  Kentucky  Derby,  could  he  deduct 
the  cost  of  entertaining  them  under  the 
terms  of  the  amendment  and  the  com¬ 
mittee  report? 

Mr.  SMATHERS.  I  do  not  believe  he 
could,  and  I  do  not  think  that  was  the 
intention. 

Mr.  GORE.  The  committee  report  so 
provides. 

Mr.  SMATHERS.  I  would  be  inter¬ 
ested  in  knowing  where  it  so  states. 

Mr.  GORE.  If  the  Senator  will  let 
me  proceed,  I  will  come  to  that. 

Mr.  SMATHERS.  If  the  trip  was  a 
part  of  a  vacation,  the  deduction  would 
not  be  permitted. 

I  have  been  told  that  if  a  man  goes 
to  the  Kentucky  Derby,  if  that  is  a  part 
of  a  vacation  he  may  not  deduct  that 
expense.  At  no  time  could  a  person  de¬ 
duct  the  expense  of  taking  his  wife. 

If  a  man  went  to  the  Kentucky  Derby 
as  a  part  of  a  particular  business,  that 
would  be  different.  The  Senator  from 
Tennessee  is  in  the  cattle  business. 
There  may  be  someone  who  may  be  in 
the  race  horse  business. 

Mr.  GORE.  Do  not  use  me  as  an  ex¬ 
ample. 

Mr.  SMATHERS.  I  thought  that  was 
a  pretty  good  illustration,  because  we 
are  talking  about  horses.  The  Senator 
is  very  knowledgable  about  the  cattle 
business. 


In  any  event,  if  a  person  who  goes  to 
the  Kentucky  Derby  could  prove  the 
trip  was  in  connection  with  his  business, 
the  expense  would  be  deductible  if  di¬ 
rectly  related  to  the  business.  The  tax¬ 
payer  would  have  the  burden  of  proving 
it.  His  own  self-serving  statement  would 
not  be  sufficient  to  prove  it. 

Mr.  GORE.  All  he  would  have  to 
prove  would  be  that  it  was  “associated 
with”  his  business. 

Mr.  SMATHERS.  What  I  want  to 
know  is  what  the  language  really  means. 

Mr.  GORE.  Mr.  President,  I  ask 
unanimous  consent  that  I  may  propound 
another  question  to  the  junior  Senator 
from  Florida. 

Mr.  SMATHERS.  I  agree  to  the 
unanimous  consent  request.  I  am  sure 
there  is  no  objection. 

Mr.  GORE.  Very  well. 


If  a  businessman  used  his  100-f 
yacht  to  entertain  potential  cliei 
would  a  single  penny  be  nondeduct: 
under  the  Finance  Committee  report! 


Mr.  SMATHERS.  Would  it  be  non¬ 
deductible? 

Mr.  GORE.  I  hope  the  Senator  will 
give  an  answer. 

Mr.  SMATHERS.  With  respect  to 
yachts,  the  yachts,  the  hunting  lodges, 
and  all  such  things  are  called  “facilities.” 

If  the  facility  is  primarily  used  in  con¬ 
nection  with  the  man’s  business — and  he 
would  have  to  establish  that — he  could 
deduct  the  portion  of  the  expense  which 
he  could  show  as  being  directly  related 
to  his  business. 

Mr.  GORE.  “Or  associated  with.” 

Mr.  SMATHERS.  “Or  associated 
with.” 

Mr.  GORE.  “Or  associated  with.” 

Mr.  SMATHERS.  The  “or  associated 
with”  actually  comes  in  the  entertain¬ 
ment  area. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  will  the  Senator  permit  me  to  com¬ 
ment  on  the  question  of  the  yacht?  I 
think  I  understand  it. 

Mr.  GORE.  I  will  permit  the  Senator 
to  do  so. 

Mr.  LONG  of  Louisiana.  I  will  state 
my  understanding  of  the  provision. 

The  proposal  would  tighten  up  very 
severely  on  yachts,  swimming  pools, 
hunting  lodges,  and  anything  like  that. 
It  would  work  in  the  following  manner: 

First,  a  person  could  not  deduct  5 
cents  of  expense  unless  he  could  meet 
the  primary  test.  The  test  would  be  the 
proof  that  the  yacht,  the  swimming  pool, 
or  the  hunting  lodge  was  used  primarily 
to  entertain  business  guests.  If  it  were 
used  51  percent  for  personal  use,  a  per¬ 
son  could  not  deduct  5  cents.  That  is 
point  No.  1. 

Point  No.  2:  I  hope  the  Senator  will 
hear  this - 

Mr.  GORE.  I  am  listening. 

Mr.  LONG  of  Louisiana.  Point  No.  1 
-is  that  a  person  must  meet  the  primary 
test,  which  is  proof  that  the  facility  is 
primarily  for  business  entertainment. 
That  is  point  1. 

Mr.  GORE.  Wait  just  a  minute. 

There  is  some  conflict.  The  junior 
Senator  from  Florida  [Mr.  Smathers] 
said  that  the  provision  did  not  apply  to 
facilities.  Now  the  Senator  from  Lou¬ 
isiana  says  that  it  would. 

Mr.  LONG  of  Louisiana.  I  believe  the 
Record  will  show  that  there  is  no  con¬ 
flict  between  the  two  answers. 

Mr.  GORE.  The  Record  will  show 
that  there  is  a  conflict.  Perhaps  we 
should  resolve  it  now.  Does  the  Senator 
from  Florida  say  that  the  provision 
would  or  would  not  apply  to  facilities? 

Mr.  SMATHERS.  It  would  apply.  I 
was  mistaken. 

Mr.  GORE.  The  Senator  told  us  a  few 
minutes  ago  that  it  would  not. 

Mr.  SMATHERS.  I  was  mistaken. 

Mr.  GORE.  Again  my  friend  from 
Florida  is  getting  incorrect  information 
about  the  report. 

Mr.  LONG  of  Louisiana.  I  believe  I 
understand  the  point.  In  my  judgment 
the  provision  is  too  strict.  In  the  com¬ 
mittee  I  voted  that  it  was  too  strict. 
Let  me  show  the  Senator  how  it  would 
operate.  First,  to  deduct  the  first  5  cents 
for  a  swimming  pool,  yacht,  hunting 
lodge,  or  some  other  facility,  a  taxpayer 
must  prove  that  it  is  used  primarily  for 
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business  purposes.  In  other  words,  if  he 
entertains  business  interests  40  percent 
of  the  time  in  the  yacht  or  hunting 
lodge,  he  cannot  deduct  any  part  of  the 
expense.  Before  he  can  deduct  any  part 
of  the  expense,  he  must  first  meet  the 
primary  test.  Only  after  he  meets  the 
primary  test  does  he  get  the  opportunity 
to  prove  what  percentage  of  the  time  the 
facility  was  used  to  entertain  business 
guests. 

If  he  could  prove  he  entertained  busi¬ 
ness  guests,  let  us  say,  52  percent  of  the 
time,  he  could  deduct  52  percent  of  the 
cost  of  the  facility.  To  do  so  he  must 
have  records  to  prove  who  the  business 
guests  were  and  prove  the  percentage 
of  time  that  the  facility  was  used  to 
entertain  those  particular  business 
guests.  I  objected  to  that  provision  be¬ 
cause  I  feel  that  a  person  who  has  a 
boat  and  can  prove  that  he  had  business 
guests  on  it  25  percent  of  the  time,  should 
be  able  to  deduct  25  percent  of  the  cost 
of  the  boat.  He  cannot  do  so.  He  could 
not  deduct  a  nickel  of  the  expense  under 
the  bill  as  it  is  drawn. 

Mr.  GORE.  I  am  aware  that  the 
junior  Senator  from  Louisiana,  my  dear 
friend  and  colleague  whom  I  admire  and 
respect,  was  the  author  of  the  “prudent 
man”  amendment.  I  do  not  know  how 
far  my  friend  would  go  in  that  regard. 
I  would  not  venture  to  say.  But  he  has 
just  told  us  that  the  provision  does  not 
go  far  enough. 

Mr.  LONG  of  Louisiana.  I  guarantee 
one  thing  I  would  do  that  the  Senator 
from  Tennessee  would  not  do,  and  some¬ 
thing  that  the  bill  would  not  provide. 
I  would  certainly  let  a  businessman  who 
asks  a  customer  to  go  to  dinner  with  him, 
hoping  to  get  his  business,  but  who  would 
not  go  unless  his  wife  were  invited, 
deduct  the  expense  of  the  meal  for  the 
taxpayer  and  his  wife  and  the  customer 
and  his  wife,  if  it  was  a  legitimate  en¬ 
tertainment  effort  to  try  to  obtain  the 
business  of  that  particular  customer. 
The  bill  provides  that  a  taxpayer  may 
only  deduct  the  cost  of  a  businessman’s 
meal  and  that  of  his  wife.  I  think  that 
is  too  strict. 

Mr.  DOUGLAS.  Mr.  President,  will 
the  Senator  yield? 

Mr.  GORE.  I  yield  to  the  Senator 
from  Illinois. 

Mr.  DOUGLAS.  The  Senator  from 
Louisiana  has  touched  on  an  interesting 
point  which  demonstrates  the  principle 
involved.  To  demonstrate  further  the 
principle  involved,  a  businessman  in¬ 
vited  a  customer  to  go  with  him  to  Alaska 
so  that  in  the  fjords  of  Alaska  they  could 
discuss  technical  questions — although 
they  could  have  discussed  them  as  well 
at  home.  The  customer  invited  said, 
“I  cannot  go  without  my  wife.”  So  the 
customer’s  wife  was  invited,  but  she  said, 
“I  cannot  go  unless  there  is  another 
woman  in  the  party;  namely,  the  wife  of 
the  host.” 

So  they  took  the  wife  of  the  host.  The 
expenses  of  all  four  people  were  charged 
to  the  Government,  being  deducted  from 
the  businessman’s  income  tax. 

Mr.  GORE.  I  wish  to  ask  the  Sena¬ 
tors  from  Louisiana  and  Florida - 

Mr.  LONG  of  Louisiana.  I  would  like 
to  respond  to  that  statement. 
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Mr.  GORE.  No;  I  wish  to  ask  the 
question  myself.  I  wish  to  ask  either 
the  junior  Senator  from  Florida  [Mr. 
SmathersI  or  the  junior  Senator  from 
Louisiana  [Mr.  Long!  what  language  in 
the  bill  or  the  committee  report  would 
disallow  deductions  for  hunting  lodges. 

Mr.  LONG  of  Louisiana.  I  do  not  have 
the  information  at  my  fingertips,  but 
the  language  about  facilities  establishes 
the  test  I  have  described. 

Mr.  GORE.  What  language  would 
disallow  a  deduction  for  yachts,  country 
clubs,  theater  tickets,  prizefights  and 
nightclubs? 

Mr.  LONG  of  Louisiana.  Does  the 
Senator  mean  in  the  bill? 

Mr.  GORE.  I  am  asking  the  Senator 
from  Louisiana  what  language  in  the 
bill  or  in  the  report  would  disallow  such 
a  deduction. 

.  Mr.  LONG  of  Louisiana.  First,  I 
should  like  to  answer  the  question  the 
Senator  would  not  permit  me  to  answer 
about  the  trip  to  Alaska. 

Mr.  GORE.  I  should  like  some  an¬ 
swers  to  my  present  question. 

Mr.  LONG  of  Louisiana.  I  shall  be 
glad  to  answer  the  Senator’s  questions, 
but  I  should  like  to  reply  to  that  example 
•  stated  by  the  Senator  from  Illinois. 

Mr.  GORE.  I  have  six  questions.  I 
shall  give  the  Senator  time  to  speak  on 
that  subject. 

Mr.  LONG  of  Louisiana.  Will  the 
Senator  let  me  answer  the  first  proposi¬ 
tion  before  I  answer  his  question? 

Mr.  GORE.  I  yield. 

Mr.  LONG  of  Louisiana.  With  refer¬ 
ence  to  the  trip  to  Alaska,  I  ask  the 
Senator  to  look  at  page  30  of  the  report. 
Under  the  same  circumstances  under 
which  a  deduction  had  previously  been 
allowed,  it  would  be  ruled  that  the  wife 
is  not  essential.  The  wife  is  not  di¬ 
rectly  related  to  the  business  and  the 
transportation  of  the  taxpayer,  so  the 
expense  of  the  taxpayer’s  wife  and  the 
wife  of  the  other  man  would  both  be 
disallowed. 

Mr.  SMATHERS.  Mr.  President,  will 
the  Senator  yield? 

Mr.  GORE.  I  yield. 

Mr.  SMATHERS.  Specific  reference 
is  made  on  page  29  of  the  report  to  the 
very  trip  about  which  the  Senator  from 
Illinois  spoke.  I  said  that  that  was  the 
kind  of  thing  which  should  never  be 
permitted  again.  That  is  illustration  B, 

I  believe. 

Mr.  LONG  of  Louisiana.  There  was 
previously  a  reference  to  Olivia  De 
Haviland  buying  expensive  jewelry  for 
her  domestic  help.  Under  the  bill  she 
would  be  permitted  to  buy  $25  of 
jewelry  for  one  maid  and  $25  for  the 
other  maid,  and  that  would  be  all  she 
could  buy  and  all  for  which  she  could 
claim  a  deduction. 

Mr.  GORE.  Let  us  consider  the  hunt¬ 
ing  lodge.  Show  me  language  bearing 
on  such  expense. 

Mr.  LONG  of  Louisiana.  I  direct  the 
Senator’s  attention  to  the  section  on 
facilities  in  the  committee  report. 

Mr.  GORE.  The  Senator  intends  to 
say  that  the  expense  would  be  only 
partly  allowed? 

Mr.  LONG  of  Louisiana.  No. 

Mr.  SMATHERS.  The  Senator  is 
mistaken. 


Mr.  GORE.  The  primary  use  tests 
must  be  met,  and  then  the  use  of  facili¬ 
ties  is  deductible.  When  the  phrase  is 
added  “or  associated  with,”  it  is  broad¬ 
ened  to  a  very  great  extent.  That  is  the 
answer,  I  am  sine. 

Mr.  LONG  of  Louisiana.  If  the  Sen¬ 
ator  is  satisfied  that  he  has  answered 
the  question  the  way  I  would,  there  is  no 
point  in  my  answering  further. 
Frankly,  I  do  not  think  he  has.  On 
page  30  of  the  report  the  Senator  will 
find  in  the  last  paragraph,  “Disallow¬ 
ance  of  expenses  for  entertainment 
facilities.”  The  whole  burden  of  the 
section  that  follows  is  that  the  cost  of  a 
yacht,  a  hunting  lodge,  or  a  swimming 
pool  is  not  deductible,  unless  one  can 
prove  that  it  was  used  primarily  for 
business  entertainment. 

Mr.  GORE.  Mr.  President,  that  is 
what  I  said.  I  said  that  my  friend  would 
give  me  the  answer  that  it  was  deductible 
only  in  part.  But  he  has  now  supplied 
that  answer.  If  it  is  primarily  used  as 
he  has  described  it,  the  answer  is  “Yes.” 

Mr.  LONG  of  Louisiana.  I  do  not 
think  the  Senator  understood  what  I 
said.  I  should  like  to  try  to  explain  it 
again.  What  that  language  means  is 
that  if  one  had  a  swimming  pool  at  his 
home  and  his  family,  his  children,  and 
the  neighborhood  children  used  it  more 
than  50  percent  of  the  time,  he  could 
not  deduct  5  cents  for  the  swimming 
pool. 

Mr.  GORE.  We  left  the  swimming 
pool. 

Mr.  LONG  of  Louisiana.  The  same 
thing  would  apply  with  respect  to  a  yacht 
or  hunting  lodge. 

Mr.  GORE.  I  read  from  the  report 
at  the  top  of  page  31 : 

Under  the  bill,  no  deduction  is  to  be  al¬ 
lowed  with  respect  to  expenses  relating  to 
facilities  unless  the  taxpayer  establishes  (1) 
that  the  facility  was  used  primarily  for  the 
furtherance  of  his  trade  or  business  and  (2) 
that  the  expenditure  was  directly  related  to 
the  active  conduct  of  his  trade  or  business, 
or  that  it  was  associated  wih  the  active  con¬ 
duct  of  his  trade  or  business. 

Mr.  President,  I  submit  that  when  we 
read  this  report  we  read  first  the  most 
favorable  interpretation,  and  that  the 
best  face  is  put  upon  the  interpretation 
in  the  first  paragraph.  When  we  read 
the  second  and  third  paragraphs  we  find 
the  real  meaning.  I  say  advisedly,  as  a 
lawyer  of  limited  training,  as  a  student 
of  tax  law  and  tax  legislation,  that  I 
have  serious  doubt  that  anyone  can  cite 
one  personal  expense  that  would  be  de¬ 
ductible  under  present  la w  that  would 
not  be  deductible  under  the  interpreta¬ 
tion  which  the  majority  report  gives  to 
this  amendment.  There  is  one  little 
improvement  in  the  bill,  and  that  is  the 
first  stipulation  on  page  31,  which  states 
that  the  “facility  was  used  primarily  for 
the  furtherance  of  his  trade  or  business. 
The  word  “primarily”  leaves  a  good  deal 
of  room  for  interpretation.  Just  how 
long  would  a  man  have  to  use  a  yacht, 
and  how  much  would  he  have  to  use  it 
for  the  entertainment  of  his  prospective 
customers  in  order  to  say  that  it  was 
primarily  used  in  connection  with  his 
business?  Would  it  be  50  percent,  or  less 
than  50  percent,  or  more-  than  50  per¬ 
cent? 


Then  we  take  up  items  Nos.  1  and  2. 
When  we  include  in  “primary  use,”  uses 
which  are  merely  “associated  with,”  the 
business,  we  ask  what  that  means.  What 
is  the  legal  meaning  of  “associated 
with”? 

Then  we  have  an  interpretation  that 
becomes  quite  loose,  ineeded.  Neverthe¬ 
less,  in  my  opinion,  the  small  improve¬ 
ment  which  I  have  cited — I  think 
fairly — is  more  than  offset  by  the  adop¬ 
tion  of  the  amendment,  with  the  ma¬ 
jority  report,  which  gives  legislative 
affirmation  and  condonement  to  many 
of  the  abuses  and  practices  which  con¬ 
stitute  the  unfortunate  pattern  of  tax 
avoidance  and  expense  account  abuse. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  will  the  Senator  yield? 

Mr.  GORE.  I  yield. 

Mr.  LONG  of  Louisiana.  I  hope  be¬ 
fore  the  debate  is  over  the  Senator  will 
realize  that  those  of  us  who  are  on  the 
committee  felt  that  we  should  eliminate 
the  abuses,  but  leave  what  we  felt  were 
legitimate  deductions.  On  page  35  the 
Senator  will  note  the  requirement  that 
the  “taxpayer’s  statements  be  corrobo¬ 
rated,”  and  that  this  requirement  “will 
insure  that  no  deduction  is  allowed  solely 
on  the  basis  of  his  own  unsupported, 
self-serving  testimony.” 

As  it  stands  now,  a  man  who  has  a 
yacht  can  contend  that  he  uses  it  for 
business  purposes,  without  listing  the 
names  of  people  and  dates  and  places 
and  hours  those  people  were  on  his 
yacht.  He  can  settle  with  the  income 
tax  people  on  the  basis  that  he  states 
the  yacht  was  used  60  percent  for  busi¬ 
ness  and  40  percent  for  his  family.  Un¬ 
der  the  bill  that  we  have  written  we 
make  it  clear  that  he  must  have  actual 
proof  that  certain  people  were  enter¬ 
tained,  show  the  times  when  the  people 
were  aboard  his  yacht,  and  that  he  was 
either  doing  business  with  them  or  had  a 
reason  or  basis  for  thinking  that  he 
would  be  able  to  do  business  with  them. 

Mr.  GORE.  That  is  true  under  pres¬ 
ent  law. 

Mr.  LONG  of  Louisiana.  Oh,  no. 
That  is  not  true  under  present  law.  The 
Senator  is  mistaken. 

Mr.  GORE.  I  believe  I  stand  corrected 
on  the  Cohan  rule  relating  to  keeping 
records. 

Mr.  LONG  of  Louisiana.  Further¬ 
more,  if  he  wants  to  deduct  for  a  yacht 
he  must  establish  by  records  that  it  was 
used  more  than  50  percent  of  the  time 
for  business  entertainment  or  business 
purposes. 

Mr  GORE.  But  what  is  meant  by  ’as¬ 
sociated  with”?  Can  the  Senator  give 
a  definition  of  that  term? 

Mr.  LONG  of  Louisiana.  It  relates  to 
situations  in  which  a  man  hopes  to  do 
business  with  someone  or  has  a  reason¬ 
able  basis  for  believing  that  he  will  do 
business  with  someone. 

Mr.  GORE.  Will  the  senior  Senator 
from  Illinois  give  us  the  quotation  about 
hope? 

Mr.  DOUGLAS.  It  is  faith.  Accord¬ 
ing  to  the  Bible,  faith  is  the  substance  of 
things  hoped  for,  the  evidence  of  things 
not  seen. 

Mr.  GORE.  I  thank  the  Senator. 

Mr.  LONG  of  Louisiana.  I  hope  that 
the  Senator  will  see  this  point. 
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Mr.  GORE.  I  will  not  argue  with  the 
Bible. 

Mr.  SMATHERS.  I  have  a  little  evi¬ 
dence  which  can  be  seen. 

Mr.  GORE.  I  am  not  sure  that  we  can 
see  all  the  “associations”  that  are  going 
to  be  deductible. 

Mr.  SMATHERS.  I  would  like  to  read 
certain  language  to  the  Senator,  because 
I  know  he  wants  to  understand  this  par¬ 
ticular  section,  as  all  of  us  do.  I  refer 
to  page  28  with  reference  to  these  ex¬ 
penses  not  being  vague.  The  report 
states: 

It  will  not  be  sufficient  that  the  entertain¬ 
ment  expense  is  vaguely  or  remotely  con¬ 
nected  with  a  business  motive;  it  must  be 
demonstrated  that  the  predominant  pur¬ 
pose  of  the  expense  is  to  further  the  trade 
or  business  of  the  taxpayer. 

That  language  is  in  the  report. 

Mr.  GORE.  One  may  have  a  wonder¬ 
ful  purpose.  But  then  there  come  the 
theater  tickets  and  prize  fight  tickets 
and  nightclub  entertainment  and  hunt¬ 
ing  lodges  and  yachts  and  liquor  and 
parties  and  all  those  things  that  become 
deductible  under  this  committee  report. 

Mr.  DOUGLAS.  Mr.  President,  will 
the  Senator  yield? 

Mr.  GORE.  I  yield. 

Mr.  DOUGLAS.  It  can  be  claimed 
that  at  rare  intervals  and  in  lucid  mo¬ 
ments  there  will  be  attempts  to  sell 
products  and  attempts  at  mentioning 
the  products.  In  other  words,  a  little 
business  can  be  scattered  over  a  great 
amount  of  costly  entertainment,  and  the 
citizens  will  pick  up  52  percent  of  the 
check. 

Mr.  GORE.  The  man  who  is  riding 
the  expense  account  is  a  privileged  char¬ 
acter  whom  the  President  of  the  United 
States  has  described  as  one  who  dis¬ 
guises  personal  expense  with  business 
associations. 

Mr.  DOUGLAS.  Is  it  not  true  that 
there  has  been  a  great  deal  of  interest  in 
suburban  living,  with  many  executives 
living  in  the  suburbs.  I  am  sure  the  Sen- 
tor  has  seen  reports  on  domestic  dis¬ 
cord  which  has  arisen  when  the  hus¬ 
band  rides  the  expense  account  and  the 
wife  sits  at  home  and  eats  hamburgers. 

Mr.  GORE.  I  have  heard  neighbor¬ 
hood  rumors.  I  do  not  know  how  much 
substance  there  is  to  these  rumors. 

Mr.  DOUGLAS.  Is  it  not  to  be  ex¬ 
pected  that  if  the  husband  is  living  at  the 
Ritz  Carlton  or  in  Miami  and  is  cruis¬ 
ing  in  a  yacht  and  paying  $10  for 
lunches,  or  is  eating  expensive  dinners 
at  Antoines  in  New  Orleans,  and  the 
poor  wife  is  at  home  eating  a  humble 
sandwich,  she  becomes  discontented  and 
domestic  discord  increases - 

Mr.  GORE.  And  she  feels  neglected. 

Mr.  DOUGLAS.  She  feels  neglected; 
therefore,  in  order  that '  the  business 
executive  may  function  more  efficiently 
he  must  take  his  wife  along  and  dish  out 
the  gravy  to  her,  also. 

Mr.  GORE.  I  wish  to  give  a  few  more 
examples. 

A  family-held  ship  repair  corporation 
was  allowed  to  deduct  $23,758  for  a 
Christmas  dinner  and  party. 

An  enterprising  banker  effectively 
combined  sentiment  with  business  when 
he  deducted,  as  present  law  permits,  a 


substantial  part  of  the  cost  of  his  debu¬ 
tante  daughter’s  coming-out  party  on 
the  ground  that  some  of  the  guests  had 
business  connections  with  him. 

The  committee  amendment  would 
add:  “or  associated  with.” 

In  another  case,  the  taxpayer  was  al¬ 
lowed  $115,000  for  entertainment  and 
gifts. 

His  expenses  included  $7,500  spent  at 
a  resort  hotel;  $5,400  for  food,  liquor,  and 
cigars  for  his  office  and  farm;  and  $8,700 
in  cash  to  officers  of  his  closely  held  cor¬ 
poration  for  entertainment. 

A  beverage  manufacturer  claimed  and 
was  allowed  $10,903  for  entertaining 
customers  at  the  Kentucky  Derby. 

Huge  sums  are  allowed  to  business  tax¬ 
payers  in  connection  with  maintenance 
and  operation  of  yachts  and  other  fancy 
boats.  One  manufacturer  was  allowed 
to  deduct  $253,000  for  the  expense  of  his 
yacht.  Another  was  permitted  to  deduct 
$112,000  for  such  expenses — as  well  as 
an  additional  amount  of  $362,000  for  a 
ranch-hunting  lodge,  a  nightclub,  and 
other  similar  expenses.  A  company  in 
the  business  of  selling  fuel  was  allowed 
$93,000  as  deductions  for  a  yacht,  a  fuel 
products  company  was  allowed  $23,000 
and  an  auto  dealer  was  allowed  yacht 
expenses  of  $22,000. 

A  cake  and  cookie  bakery  was  allowed 
$66,000  for  a  yacht  on  which  to  enter¬ 
tain  supermarket  and  chainstore  buyers 
and  branch  managers.  Despite  its 
rather  sad  undercurrents,  both  from  the 
viewpoint  of  the  tax  system  as  well  as 
otherwise,  one  of  the  most  interesting 
cases  is  that  in  which  a  mortuary  busi¬ 
ness  was  allowed  $26,495  for  yacht 
expenses  to  entertain  visiting  morti¬ 
cians,  clergymen,  and  for  meetings  of 
employees. 

These  cases  could  be  multiplied  by  the 
thousands.  Similar  large  expenditures 
are  constantly  being  made  on  hunting 
and  fishing  lodges,  on  elaborate  beach  re¬ 
sort  homes,  on  exotic  island  retreats,  on 
extended  hunting  trips,  including  plush 
safaris  to  far  off  Africa  and  India.  In¬ 
deed,  just  about  every  kind  of  human 
activity  in  the  nature  of  fun  and  frolic 
is  being  well  subsidized  on  behalf  of  a 
privileged  few  by  the  average  taxpayer 
who  does  not  happen  to  be  engaged  in 
a  trade  or  business  so  as  to  enable  him 
to  join  in  this  Government-supported 
high  life.  Is  it  any  wonder,  then,  that 
such  strong  taxpayer  resentment  has 
developed  against  the  expense  account 
privilege. 

The  important  point  to  be  derived  is 
that  all  of  the  expenditures  described 
were  deductible  under  the  broad  stand¬ 
ard  of  present  law  which  permits  the 
deductions  of  “all  the  ordinary  and  nec¬ 
essary  business  expenses”  of  the  tax¬ 
payer.  The  fact  that  there  is  a  business 
relationship,  actual  or  even  only  hoped 
for,  between  the  parties  does  not  prevent 
them  from  enjoying  the  fancy  resort 
living,  the  cruise  on  the  expensive  yacht, 
or  the  fancy  nightclub. 

Suppose  company  A  sells  its  product 
to  company  B.  If  a  sales  executive  of 
company  A  invites  his  close  friend,  an 
executive  of  company  B,  to  join  him  for 
a  cruise  on  his  yacht,  who  can  say  that 
the  executive  of  A  did  not  intend  to  pro¬ 
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mote  the  business  relationship  between 
the  two  companies.  The  fact  is  that  in 
the  usual  case  the  businessman’s  friends 
are  his  business  customers  or  prospects. 
Under  the  text  of  present  law,  so  long 
as  this  business  connection  exists  be¬ 
tween  entertainer  and  entertained,  the 
parties  can  enjoy  tax  deductible  vaca¬ 
tions  in  Bermuda,  cruises  on  yachts  and 
evenings  in  luxury  nightclubs  on  a  tax 
deductible  basis.  This  can  be  done  on  a 
reciprocal  arrangement  of  “you  enter¬ 
tain  me  and  I’ll  entertain  you,”  with  the 
Treasury  paying  half  the  bill  for  each, 
and  the  individuals  paying  none  of  each. 
Business  does  not  have  to  be  discussed 
nor  need  the  entertainment  follow  or 
precede  business  discussion.  The  tax¬ 
payer  need  not  even  be  present  at  the 
entertainment.  Because  of  absence  of 
restrictions,  taxpayers  are  encouraged  to 
ask  “Why  should  not  I  deduct  my  per¬ 
sonal  pleasures  and  entertainment,  if 
everyone  else  can?”  Because  of  this  the 
expense  account  problem  has  grown  to 
its  present  unmanageable  proportions. 

Mr.  DOUGLAS.  Mr.  President,  would 
the  Senator  develop  that  point  a  little 
further?  It  is  sometimes  said  that  leg¬ 
islation  is  based  on  the  proposition:  “You 
scratch  my  back,  and  I  will  scratch 
yours.”  But  is  not  this  a  practice  of: 
“You  entertain  me,  and  I  will  entertain 
you”?  Is  it  not  a  situation  of  one  execu¬ 
tive  saying,  “You  take  me  to  lunch,  you 
take  me  to  dinner,  you  take  me  to  the 
club,  we  will  talk  a  little  bit  about  busi¬ 
ness  in  between  the  acts  or  in  between  the 
courses,  then  next  week  I  will  take  you”? 

Is  this  not  an  illustration  of  a  group 
of  executives  who  got  together  and 
formed  a  club  with  the  proviso  that  each 
would  entertain  the  rest  once  a  year;  and 
it  was  all  done  in  the  name  of  business? 
In  other  words,  “You  scratch  my  back, 
and  I  will  scratch  yours.  I  will  feed 
your  stomach;  you  feed  my  stomach.” 

Mr.  GORE.  Once  a  year,  and  we  will 
pass  it  around. 

Mr.. DOUGLAS.  Pass  it  around. 

Mr.  GORE.  Thereby,  they  become 
members  of  this  privileged  social  group 
in  our  society  which - 

Mr.  DOUGLAS.  Which  share  the 
luxuries. 

Mr.  GORE.  That,  Mr.  President,  dis¬ 
guises  their  personal  expenses  by  cloak¬ 
ing  them  in  a  business  association. 

Mr.  SMATHERS.  Mr.  President,  will 
the  Senator  from  Tennessee  yield? 

Mr.  GORE.  I  wish  to  be  certain  that 
my  scintillating  friend  from  Illinois  has 
finished. 

Mr.  DOUGLAS.  I  have  finished. 

Mr.  SMATHERS.  I  thought  that 
what  the  Senator  from  Illinois  said  was 
scintillating,  and  I  agree  with  him. 

Mr.  GORE.  Does  the  Senator  wish  to 
keep  it  up? 

Mr.  SMATHERS.  On  the  contrary. 
All  the  Senator  has  to  do  is  start  read¬ 
ing  the  report. 

Mr.  GORE.  I  shall  do  that. 

Mr.  SMATHERS.  Because  on  page  36 
we  discuss  that  subject: 

However,  under  this  exception,  it  will  not 
be  possible  to  deduct  luncheon  expenses  of 
a  so-called  reciprocity  luncheon  group  under 
which  a  group  of  businessmen  frequently 
lunch  together  and  alternate  in  paying  the 
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check  (and  claiming  it  as  a  business  expense 
deduction) .  This  practice  is  not  connected 
with  a  trade  or  business,  but  is  a  personal 
or  social  expenditure  which  is  not  deductible 
under  existing  law. 

Mr.  GORE.  On  what  page  is  that? 

Mr.  SMATHERS.  Page  36  of  the  re¬ 
port. 

Mr.  GORE.  Just  a  little  further - 

Mr.  SMATHERS.  It  is  not  right  to 
continue  to  talk  about  an  old  bag  of 
bones.  I  do  not  believe  it  is  quite  fair 
for  the  Senator  to  continue  to  talk  about 
going  to  Bermuda.  We  have  eliminated 
the  part  about  reciprocity  lunches.  We 
do  not  approve  of  these  things  any  more 
than  does  the  Senator  from  Tennessee. 
What  must  be  remembered  is  that  the 
bill  we  are  now  seeking  to  pass  will  tight¬ 
en  up  the  law  immeasurably.  That  is 
what  we  hope  to  do. 

Mr.  GORE.  I  wish  to  speak  a  little 
about  page  36,  which  the  Senator  from 
Florida  has  cited.  I  ask  the  Senator  to 
read  it  carefully  again.  I  hope  the 
senior  Senator  from  Illinois  [Mr. 
Douglas]  and  the  junior  Senator  from 
Louisiana  [Mr.  Long]  will  follow  this. 
What  I  am  about  to  read  is  under  the 
heading,  “Exceptions  Where  Dissallow- 
ance  Provisions  Will  Not  Apply.” 

Mr.  DOUGLAS.  That  is  correct. 

Mr.  SMATHERS.  Read  the  language : 

However,  under  this  exception - 

Mr.  GORE.  The  Senator  from  Florida 
does  not  have  the  floor. 

Mr.  SMATHERS.  The  Senator  ought 
to  read  all  the  language. 

Mr.  GORE.  The  Senator  from  Florida 
is  giving  his  interpretation.  I  wish  to 
read  what  the  report  actually  states.  On 
page  36,  paragraph  6,  the  heading  is  as 
follows:  “Exceptions  Where  Disallow¬ 
ance  Provisions  Will  Not  Apply.”  I  em¬ 
phasize  the  word  “Not.”  I  read: 

(b)  expenses  for  food  and  beverages  (and 
facilities  used  in  connection  with  them) 
furnished  on  the  business  premises  of  the 
taxpayer  primarily  for  his  employees.  This 
is  intended  to  exclude  from  the  disallowance 
provision  such  facilities  as  a  company  cafe¬ 
teria  or  an  executives’  dining  room.  This 
exception  would  continue  to  apply  even 
though  guests  are  occasionally  served  in  the 
cafeteria  or  dining  room. 

The  club  which  the  Senator  from  Illi¬ 
nois  was  talking  about  might  meet  a  few 
times  a  year  in  the  executives’  dining 
room;  and  this  language  specifically  pro¬ 
vides  that  the  disallowance  will  not 
apply.  So  the  Senator  from  Florida  has 
selected  an  unfortunate  provision  of  the 
report  from  his  own  point  of  view. 

Mr.  SMATHERS.  The  particular  lan¬ 
guage  that  the  Senator  has  just  read  is 
a  part  of  the  amendment  which  I  under¬ 
stand  the  Senator  actually  favors.  In 
other  words,  it  is  in  the  House  language. 
This  is  the  same  as  the  House  language: 
so  what  the  Senator  is  now  using  is  his 
own  amendment. 

Mr.  GORE.  No,  Mr.  President.  The 
report  from  which  I  have  read  is  the 
Senate  committee  report. 

Mr.  SMATHERS.  But  on  that  point 
it  is  the  same  as  the  House  version  of  the 
bill. 

Mr.  GORE.  Oh,  no;  I  beg  the  Sena¬ 
tor’s  pardon.  The  words  are  “associated 
with”;  and  the  amendment  before  the 


Senate,  to  which  this  report  applies,  uses 
the  words  “or  associated  with”. 

HOUSE  SOLUTION  TO  THE  PROBLEM 

The  test  adopted  by  the  House  of 
Representatives  is  that  the  expense  of  an 
entertainment  activity  will  not  be  deduc¬ 
tible  unless  “directly  related  to  the  active 
conduct  of  the  taxpayer’s  trade  or  busi¬ 
ness-.”  Where  an  expense  connected 
with  a  facility  such  as  a  yacht  or  a  hunt¬ 
ing  lodge  is  involved,  the  taxpayer  must 
also  show  that  the  facility  “was  used 
primarily  for  the  furtherance  of  the  tax¬ 
payer’s  trade  or  business.”  On  its  face, 
this  standard  seems  almost  as  broad  as 
present  law  and  would  appear  to  present 
many  of  the  same  problems. 

However,  in  its  report  the  House  Ways 
and  Means  Committee  has  explained  its 
test  in  a  way  which  provides  a  number 
of  tangible,  practical,  and  meaningful 
guidelines:  The  report  states: 

The  taxpayer  will  have  to  show  more  than 
a  general  expectation  of  deriving  some  in¬ 
come  at  some  indefinite  future  time  from  the 
making  of  the  entertainment-type  expendi¬ 
ture;  however,  he  will  not  be  required  to  show 
that  income  actually  resulted  from  each  and 
every  expenditure  for  which  a  deduction  is 
claimed. 

If  the  expenditure  is  for  entertainment 
which  occurs  under  circumstances  where 
there  is  little  or  no  possibility  of  con¬ 
ducting  business  affairs  or  carrying  on  nego¬ 
tiations  or  discussions  relating  thereto,  the 
expenditure  will  generally  be  considered  not 
to  have  been  directly  related  to  the  active 
conduct  of  business.  Thus,  the  absence  of 
the  taxpayer  or  his  representative  from  the 
entertainment  was  not  directly  related  to  the 
conduct  of  the  taxpayer’s  trade  or  business. 
Similarly,  if  the  group  of  persons  entertained 
is  large  or  the  distractions  substantial,  the 
cost  of  the  entertainment  will  not  be  deduc¬ 
tible,  in  the  absence  of  a  clear  showing  of 
a  direct  relationship  to  the  active  conduct 
of  the  trade  or  business. 

This  clear  statement  of  legislative  in¬ 
tent  by  the  Ways  and  Means  Committee 
of  the  House  of  Representatives,  coupled 
with  the  statutory  language,  provides  a 
partial  solution  to  the  difficult  expense- 
account  problem,  and  should  go  a  long 
way  toward  reducing  the  abuses  outlined 
above.  However,  critics  of  the  House 
proposal  attacked  this  crucial  committee 
report  statement  on  the  ground  that  it 
had  no  support  in  the  statute. 

In  view  of  the  broad  language  of  the 
statute,  requiring  explanatory  imple¬ 
mentation  to  make  it  useful,  this  con¬ 
tention  is  baseless.  The  true  reason  for 
the  complaint  is  the  fact  that  the  bill  as 
interpreted  by  the  Ways  and  Means  Com¬ 
mittee  report  would  have  some  real  teeth 
in  it. 

It  seems  to  me,  however,  that  it  would 
be  the  better  part  of  wisdom  to  enact  the 
original  proposal  of  the  President.  I 
have  prepared  an  amendment  which 
would  do  this.  Its  language  is  clear, 
simple,  and  plain. 

FINANCE  COMMITTEE  SOLUTION - FORMULA  FOR 

CONFUSION 

Mr.  President,  at  this  time  I  should 
like  to  address  myself  to  the  Finance 
Committee’s  solution — the  pending 
amendment  and  the  majority  report, 
which  I  call  a  formula  for  confusion. 

The  only  change  in  the  pertinent 
House  statutory  language  made  by  the 
Senate  Finance  Committee  is  the  addi¬ 


tion  of  the  words  “or  associated  with.” 
Thus,  a  taxpayer  could  deduct  an  enter¬ 
tainment  expenditure  which  was  only 
“associated”  with  the  active  conduct  of 
his  trade  or  business,  as  well  as  one  which 
was  directly  related  thereto.  Since  this 
statutory  language  is  quite  similar  to 
that  of  the  House  version  of  the  bill,  one 
would  reasonably  expect  again  to  find  a 
helpful  explanation  as  to  what  the  com¬ 
mittee  intended  to  accomplish  by  its 
additional  phrase  “or  associated  with.” 

Unfortunately,  such  is  not  the  case. 
Unlike  the  clear,  concise,  and  workable 
guidelines  set  forth  in  the  House  Ways 
and  Means  Committee  report,  the  Senate 
Finance  Committee  report  is  a  mass  of 
vague,  disconnected  statements  and  ex¬ 
amples  which  are  destined  to  spawn  con¬ 
troversies  more  numerous  and  intense 
than  those  which  occur  with  such  dis¬ 
turbing  frequency  under  present  law. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  will  the  Senator  from  Tennessee 
yield? 

Mr.  GORE.  Not  just  now,  Mr.  Presi¬ 
dent.  I  am  discussing  in  a  very  carefully 
prepared  manner  the  majority  commit¬ 
tee  report  which  both  the  junior  Sena¬ 
tor  from  Florida  and  the  junior  Senator 
from  Louisiana  have  asked  me  to  dis¬ 
cuss.  So  if  the  Senator  from  Louisiana 
will  defer  for  a  few  moments,  then  I 
shall  be  happy  to  yield. 

Mr.  President,  although  the  Senate 
committee  report  attempts  to  paint  a 
picture  of  virtue  and  righteousness,  even 
a  casual  glance  beneath  the  surface  re¬ 
veals  that  the  virtuous  exterior  is  more 
illusion  than  reality.  For  example,  the 
report  states: 

Nothing  in  your  committee’s  bill  is  to  be 
construed  as  allowing  a  deduction  for  any 
expense  which  is  against  public  policy  or 
which  violates  the  public  conscience.  De¬ 
ducting  an  expense  incurred  for  such  pur¬ 
pose  under  the  guise  of  generating  “business 
goodwill”  will  not  be  condoned  and  under 
your  committee’s  amendment  is  not  deduct¬ 
ible.  Thus,  the  cost  of  liquor  purchased 
for  the  entertainment  of  customers  and  the 
promotion  of  goodwill  (which  under  exist¬ 
ing  law  has  been  held  deductible)  will  be 
disallowed  if  the  serving  of  liquor  violates 
the  public  morals  of  the  community  as  ex¬ 
pressed  in  local  law. 

Mr.  President,  I  should  like  to  read 
that  again,  for  additional  emphasis. 
The  Senate  committee  report  states : 

Thus,  the  cost  of  liquor  purchased  for  the 
entertainment  of  customers  and  the  promo¬ 
tion  of  goodwill  (which  under  existing  law 
has  been  held  deductible)  will  be  disallowed 
if  the  serving  of  liquor  violates  the  public 
morals  of  the  community  as  expressed  in  local 
law. 

Mr.  DOUGLAS.  Mr.  President,  will 
the  Senator  from  Tennessee  yield? 

Mr.  GORE.  If  the  Senator  from  Illi¬ 
nois  will  permit  me  to  continue,  I  shall 
appreciate  it.  A  moment  ago  I  declined 
to  yield  to  the  Senator  from  Louisiana. 
But  I  shall  be  glad  to  yield  in  just  a  mo¬ 
ment. 

Mr.  DOUGLAS.  Very  well. 

Mr.  GORE.  Mr.  President,  I  continue 
to  read  from  the  Senate  committee  re¬ 
port: 

Another  example  of  expenses  for  immoral 
purposes  which  have  been  claimed  on  tax  re¬ 
turns  under  existing  law  involves  expendi¬ 
tures  to  provide  call  girls  for  the  purpose  of 
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entertaining  clients.  Under  your  commit¬ 
tee’s  amendment  no  deduction  whatsoever 
is  to  be  allowed  for  expenditures  of  this  na¬ 
ture.  In  no  legitimate  sense  are  they  "di¬ 
rectly  related  to  or  associated  with  the  active 
conduct”  of  a  trade  or  business. 

The  foregoing  suggests  that  the  com¬ 
mittee’s  action  will  serve  as  a  moral 
broom  to  disallow  expenditures  where 
liquor  is  illegal  under  local  law,  and 
where  call  girls  are  utilized  as  business 
entertainment.  However,  expenditures 
such  as  these,  which  violate  clearly  de¬ 
fined  lines  of  public  policy,  are  not  de¬ 
ductible  under  present  law.  See  Smith, 
33  T.C.  861  (1960) ;  R.  E.  L.  Finley,  27 
T.C.  406  (1956);  U.S.  V.  Winters,  261  F. 
2d  675  (1958).  What,  then,  will  be  ac¬ 
complished  under  the  committee’s  lan¬ 
guage?  Is  it  not  clear  that  this  is  simply 
a  smokescreen  thrown  up  to  suggest  that 
abuses  are  being  remedied,  whereas  in 
actuality  little,  if  anything,  is  being  ac¬ 
complished  beyond  present  law? 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  at  this  point  will  the  Senator  from 
Tennessee  yield? 

Mr.  GORE.  Not  just  now.  I  am  deal¬ 
ing  in  a  careful  way  with  the  Senate  com¬ 
mittee  report,  and  also  am  showing  that 
it  claims  to  do  something  which  it  does 
not  do. 

Mr.  President,  the  Senate  Finance 
Committee  report  stresses  the  desirabil¬ 
ity  and  wholesomeness  of  goodwill  en¬ 
tertainment.  It  states: 

Goodwill  has  long  been  recognized  as  a 
legitimate'  objective  of  business  entertaining 
and  where  the  purpose  of  the  expense  and  its 
clear  relation  to  a  business  is  firmly  estab¬ 
lished,  the  expense  ordinarily  will  continue 
to  be  deductible. 

Mr.  President,  I  wish  to  read  that 
again.  The  Senate  Finance  Committee 
report  states: 

’  Goodwill  has  long  been  recognized  as  a 
legitimate  objective  of  business  entertaining 
and  where  the  purpose  of  the  expense  and  Its 
clear  relation  to  a  business  is  firmly  estab¬ 
lished,  the  expense  ordinarily  will  continue 
to  be  deductible. 

The  report  further  states : 

To  eliminate  the  harshness  resulting  from 
the  House  report — 

I  digress  to  say  that  I  recognize  noth¬ 
ing  harsh  about  the  House  report.  In 
fact,  I  thought  the  House  of  Repre¬ 
sentatives  dealt  rather  gingerly  with  the 
subject.  I  would  have  much  preferred 
to  see  the  House  and  the  Senate  adopt 
the  recommendation  of  the  President 
and  the  Secretary  of  the  Treasury  to 
stop  this  expense  account  tax  abuse.  I 
think  the  House  bill,  and  particularly  the 
committee  report,  does  a  fairly  good  job, 
but  I  recognize  nothing  harsh  about  it. 
I  did  not  think,  as  I  said,  that  it  was 
strong  enough. 

I  return  to  the  quotation: 

To  eliminate  the  harshness  resulting  from 
the  House  report,  amendment  of  the  lan¬ 
guage  of  the  House  bill  is  necessary. 

I  digress.  The  advocates  of  this 
amendment  may  claim  that  the  purpose 
of  it  is  to  stop  certain  abuses.  I  have 
just  read  the  report.  Why  is  it  said  that 
it  is  necessary  to  amend  the  House  lan¬ 
guage? 


To  eliminate  the  harshness  resulting  from 
the  House  report,  amendment  of  the  lan¬ 
guage  of  the  House  bill  is  necessary. 

What  language  did  the  committee 
adopt?  Three  innocent  little  words,  “or 
associated  with.”  And  what  do  these 
words  mean?  I  read  now  from  the  re¬ 
port: 

This  new  language  will  permit  deductions 
of  expenses  for  entertainment,  amusement, 
or  recreation  incurred  for  the  creation  or 
maintenance  of  business  goodwill  with  re¬ 
gard  to  whether  a  particular  exception 
applies. 

However,  this  new  language  will  apply 
only  if  the  taxpayer  demonstrates  a  clear 
business  purpose  and  shows  a  reasonable 
expectation  of  deriving  some  income  or  other 
benefit  to  his  business  as  a  result  of  the 
expenditure.  If  he  meets  this  test,  the  ex¬ 
penditure  will  be  considered  to  be  associated 
with - 

Let  me  repeat,  “associated  with.” 

Let  me  repeat,  “associated  with.” 

Let  it  sink  in,  “associated  with.” 

If  he  meets  this  test,  the  expenditure  will 
be  considered  to  be  associated  with  the  ac¬ 
tive  conduct  of  his  trade  or  business;  other¬ 
wise,  the  expense  would  be  disallowed  under 
your  committee’s  amendment. 

Mr.  DOUGLAS.  Mr.  President,  will 
the  Senator  yield? 

Mr.  GORE.  I  yield  to  the  Senator 
from  Illinois. 

Mr.  DOUGLAS.  In  other  words,  un¬ 
der  the  name  of  good  will,  one  could  in¬ 
vite  customers  to  the  Kentucky  Derby, 
pay  their  expenses,  and  entertain  them, 
and  that  would  be  a  deductible  expense? 

Mr.  GORE.  Let  us  read  from  the  re¬ 
port: 

This  new  language  will  permit  deduction 
of  expenses  for  entertainment - 

Mr.  DOUGLAS.  The  Kentucky  Derby 
is  entertainment. 

Mr.  GORE  (continuing) : 
or  amusement - 

Mr.  DOUGLAS.  It  is  amusement,  too. 

Mr.  GORE  (continuing) : 
or  recreation. 

Mr.  DOUGLAS.  It  is  said  to  be  recre¬ 
ation. 

Mr.  GORE  (continuing) : 
incurred  for  the  creation  or  maintenance  of 
business  good  wiU. 

Mr.  DOUGLAS.  That  is  the  alleged 
purpose. 

Mr.  GORE  (continuing) : 

Without  regard  to  whether  a  particular  ex¬ 
ception  applies — 

That  includes  everything,  does  it  not? 

Mr.  DOUGLAS.  'It  is  very  broad.  It 
could  apply  to  tickets  to  prize  fights,  to 
build  up  good  will. 

Mr.  GORE.  If  that  is  amusement. 

Mr.  DOUGLAS.  Sixty-five-dollar 
tickets  to  see  “My  Fair  Lady.” 

Mr.  GORE.  Yes. 

Mr.  DOUGLAS.  Expenses  at  the  21 
Club. 

Mr.  GORE.  If  that  is  amusement. 

Mr.  DOUGLAS.  It  is  amusement. 

Mr.  GORE.  Or  entertainment. 

Mr.  DOUGLAS.  Or  for  the  purpose 
of  building  up  good  will. 

Mr.  GORE.  Is  that  not  wonderful? 
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Mr.  MILLER.  Mr.  President,  if  the 
Senator  will  yield  for  a  moment,  I  do 
not  wish  to  interrupt,  but  having  sat 
on  the  other  side  of  the  table  from  some 
rather  sharp-penciled,  long-nosed  reve¬ 
nue  agents,  in  trying  to  obtain  for  my 
clients  a  fair  share  of  deductions,  I  must 
say  that  if  the  Senator  from  Tennessee 
were  a  revenue  agent,  he  would  be  the 
most  popular  revenue  agent  in  the  world 
if  he  would  allow  all  these  deductions 
willy-nilly. 

Mr.  GORE.  This  is  not  the  speech  of 
the  junior  Senator  from  Tennessee  that 
I  am  reading  now.  I  am  reading  from 
the  majority  report.  I  am  reading  the 
legislative  intent  of  the  Senate  Finance 
Committee. 

Mr.  DOUGLAS.  And  it  will  be  cited 
by  other  able  attorneys  for  the  corpora¬ 
tions  that  make  such  charges.  If  the 
Senator  from  Iowa  were  ever  to  return 
to  his  practice,  he  would  be  greatly 
strengthened  by  the  legislative  history 
which  is  now  being  made. 

Mr.  SMATHERS.  Mr.  President,  I 
hope  the  Senator  will  cease  using  an 
example  which  is  not  justified,  by  any 
stretch  of  the  imagination,  in  the  ma¬ 
jority  report.  We  eliminated  the  trip 
to  Bermuda,  but  we  continue  to  hear 
about  it.  The  Senator  keeps  talking 
about  tickets  to  “My  Fair  Lady,”  dinner 
at  Antoine’s,  and  so  forth. 

Mr.  GORE.  I  said  in  the  beginning, 
Mr.  President,  that  such  language  was 
not  in  the  speech  of  the  Senator;  it  is 
in  the  majority  report.  I  am  reading 
to  the  Senate  what  the  committee  says 
is  the  legislative  intent  of  the  three  in¬ 
nocent  little  words,  “or  associated  with.” 
What  do  I  read  here? 

If  the  taxpayer  meets  any  of  this  test — 
if  he  meets  the  test  to  which  I  just  re¬ 
ferred — what  will  be  the  result? 

The  expenditure  will  be  considered  to 
be  “associated  with  his  business.” 

Mr.  DOUGLAS.  The  luncheons  at 
Antoine’s  would  still  be  a  business  ex¬ 
pense. 

Mr.  GORE.  Or  the  suites  on  the 
waterfront  at  Miami,  or  the  yachts  in 
the  harbor,  or  the  prize  fights.  That  is 
what  it  says. 

Mr.  DOUGLAS.  And  the  caviar,  dip¬ 
ped  out  at  the  “21”  Club,  the  champagne 
cocktails  before  dinner,  and  the  cham¬ 
pagne  after  dinner. 

Mr.  GORE.  If  it  is  amusement. 

Mr.  DOUGLAS.  Or  recreation. 

Mr.  GORE.  Or  entertainment. 

Mr.  DOUGLAS.  For  good  will. 

Mr.  GORE.  A  close  analysis  of  these 
statements  makes  it  eminently  clear  that 
expenditures  for  good  will  have  been 
given  preferred  status. 

In  these  references  to  good  will  the 
committee  has  presented  our  sophisti¬ 
cated  expense  account  society  with  a 
blueprint  for  continued  high  living  at 
Government  expense  and  at  corporate 
expense. 

Mr.  LONG  of  Louisiana.  Who  says 
that?  Is  that  the  Senator,  or  someone 
else? 

Mr.  GORE.  I  say  that. 

Mr.  LONG  of  Louisiana.  I  thank  the 
Senator. 
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Mr.  GORE.  I  say  that.  If  the  Senator 
would  like  to  have,  me  read  what  he 
said  when  he  signed  the  majority  report, 
I  shall  be  glad  to  read  it  again. 

Mr.  LONG  of  Louisiana.  The  Senator 
may  suit  himself. 

Mr.  SMATHERS.  If  the  Senator 
would  read  it  all,  and  in  context,  it  would 
be  better. 

Mr.  GORE.  Mr.  President,  I  read  to 
the  Senator  the  reference  to  “call  girls.” 

Mr.  SMATHERS.  I  said  to  read  it  all. 

Mr.  GORE.  I  read  to  the  Senator 
about  the  “call  girls.”  I  read  about  the 
local  laws  against  drinking  liquor. 

Mr.  DOUGLAS.  Are  there  any  local 
laws  against  drinking  liquor?  I  do  not 
know  of  any. 

Mr.  GORE.  There  are  in  Carthage, 
Tenn. 

Mr.  SMATHERS.  I  asked  the  Senator 
to  read  it  all,  and  the  Senator  said  he 
had  read  about  the  “call  girls.”  I  would 
like  to  have  him  read  all  of  the  report, 
and  in  context. 

Mr.  GORE.  Why  did  the  Senator  set 
up  this  straw  girl? 

Mr.  SMATHERS.  The  committee 
wanted  to  get  rid  of  the  problem  once 
and  for  all.  We  think  we  did.  The  Sen¬ 
ator  can  read  into  the  language  all  kinds 
of  twists,  paragraph  by  paragraph,  out  of 
context. 

Mr.  GORE.  If  my  friend  thinks  he  is 
going  to  get  rid  of  that  kind  of  recreation 
permanently,  I  fear  he  has  another 
thought  coming. 

Mr.  MILLER.  Mr.  President - 

Mr.  GORE.  What  I  should  like  to  do 
is  to  prevent  such  things  from  being  tax 
deductible. 

Mr.  MILLER.  Mr.  President - 

Mr.  SMATHERS.  So  would  we. 

Mr.  MILLER.  Mr.  President,  may  we 
have  order? 

The  PRESIDING  OFFICER.  Men  of 
good  will,  will  be  in  order. 

Mr.  GORE.  In  a  spirit  of  good  will, 
Mr.  President,  I  shall  continue. 

These  statements  in  the  majority  re¬ 
port  constitute  a  formula  which  would 
leave  the  Internal  Revenue  Service  with 
an  impossible  enforcement  task,  for,  in 
effect,  almost  all  entertainment  expen¬ 
ditures,  both  for  the  creation  and  main¬ 
tenance  of  business  good  will,  are  de¬ 
clared  to  be  hencefores  deductible. 

In  stating  that  the  taxpayer  must 
demonstrate  a  clear  business  purpose 
and  show  a  reasonable  expectation  of 
deriving  some  income — it  does  not  say 
how  much,  but  only  some  income  or 
other  benefit — and  it  does  not  say  what 
kind — to  his  business  from  the  making 
of  the  entertainment  expenditure,  the 
committee  report  would  add  nothing  to 
the  requirement  of  present  law. 

The  taxpayer  must  meet  precisely  the 
same  tests  today,  and  it  is  under  those 
tests  that  widespread  abuses  have  arisen. 
As  hundreds  of  cases  illustrate,  such 
vague  and  generalized  requirements  at 
present  are  so  easy  to  meet  as  to  be  prac¬ 
tically  meaningless. 

Mr.  CURTIS.  Mr.  President,  will  the 
distinguished  Senator  yield  for  a  ques¬ 
tion. 

Mr.  GORE  I  yield. 

Mr.  CURTIS.  I  think  the  distin¬ 
guished  Senator  from  Tennessee  realizes 


that  I  did  not  support  the  bill  in  the 
committee.  I  voted  against  it. 

Mr.  GORE.  So  did  I. 

Mr.  CURTIS.  I  need  some  informa¬ 
tion.  The  estimate  of  the  Treasury  De¬ 
partment  as  to  the  effect  on  revenue, 
found  on  pages  9  and  10  of  the  report, 
is  that  the  section  on  expense  accounts 
would  pick  up  $60  million  in  added  rev¬ 
enue  in  a  full  year,  and  $40  million  net. 

Mr.  GORE.  Compared  to  the  Presi¬ 
dent’s  estimate,  and  the  estimate  by  the 
Secretary  of  the  Treasury,  that  we  ought 
to  pick  up  a  minimum  of  $250  million. 

Mr.  CURTIS.  What  is  the  position  of 
the  distinguished  Senator  from  Ten¬ 
nessee?  Does  the  Senator  favor  the  ex¬ 
isting  law,  or  something  in  lieu  of  the 
committee  language? 

Mr.  GORE.  First,  I  oppose  the  com¬ 
mittee  amendment  which  is  now  pend¬ 
ing,  which  would  add  to  the  House- 
approved  bill  the  words  “or  associated 
with.” 

I  particularly  oppose  the  addition  of 
the  amendment  because  the  committee 
report  states  that  the  language  of  the 
House  bill  must  be  changed  in  order  to 
eliminate  the  harshness  resulting  from 
the  House  report.  As  I  said  earlier,  I 
did  not  think  that  the  House  action  or 
the  House  report  contained  any  harsh¬ 
ness.  It  dealt  a  good  deal  less  vigor¬ 
ously  with  this  gnawing  and  cancerous 
problem  than  the  President  and  the  Sec¬ 
retary  of  the  Treasury  recommended. 

The  House  did  a  fairly  good  job. 

The  Senate  committee  report,  which 
neither  the  Senator  nor  I  signed,  states 
that  to  relieve  the  alleged  harshness  the 
“amendment  of  the  language  of  the 
House  bill  is  necessary.” 

When  the  committee  added  that  lan¬ 
guage,  it  then  proceeded  to  say  what  it 
would  permit.  I  am  against  permitting 
the  kinds  of  deductions  which  the  report 
says  the  amendment  would  permit. 

Mr.  CURTIS.  Is  it  not  true  that  the 
bill  as  reported  by  the  majority  of  the 
committee  would  represent  a  tightening 
of  existing  law? 

Mr.  GORE.  By  the  Senate  com¬ 
mittee? 

Mr.  CURTIS.  According  to  the  deci¬ 
sion  by  the  Treasury  Department  it  would 
be,  because  it  is  said  that  it  would  in¬ 
crease  the  revenues  by  $60  million  a  year 
gross  or  $40  million  a  year  net.  If  the 
present  law  were  to  be  changed  in  such 
a  manner  as  to  collect  more  revenue 
there  would  have  to  be  a  tightening  of 
the  present  law. 

Mr.  GORE.  I  have  readily  accepted 
that,  with  respect  to  facilities,  the  pri¬ 
mary  use  test  constitutes  some  improve¬ 
ment.  I  do  not  believe,  overall,  that  the 
amendment  and  the  interpretation  of  it 
would  constitute  an  improvement. 

Mr.  CURTIS.  Then  the  Treasury  De¬ 
partment  must  be  incorrect  in  its  esti¬ 
mate,  because  we  could  not  liberalize 
the  language  and  also  collect  more  reve¬ 
nue. 

Mr.  GORE.  I  think  one  must  consider 
the  problem  as  involving  something  more 
than  revenue.  There  are  moral,  polit¬ 
ical,  and  ethical  values  involved,  some 
of  which  are  not  measureable  by  a  dol¬ 
lars  and  cents  figure. 


To  answer  the  Senator  further  as  to 
my  position,  I  would  much  prefer  to  have 
the  request  by  the  President  and  the 
Secrteary  of  the  Treasury  written  into 
law.  I  think  the  President  and  the  Sec¬ 
retary  of  the  Treasury  did  a  magnificent 
job  in  analyzing  and  dramatizing  this 
cancerous  problem.  I  think  they  pro¬ 
posed  measures  for  its  solution  which 
would  have  been  effective  and  would 
have  eliminated  the  abuses. 

Mr.  CURTIS.  Why  is  the  present  law 
not  effective? 

Mr.  GORE.  I  would  prefer  to  see 
that  recommendation  adopted.  How¬ 
ever,  that  is  not  what  is  before  the  Sen¬ 
ate.  There  is  before  “the  Senate  the 
House-passed  bill,  which  would  do  a  fair 
job. 

But  the  Senate  committee  has  found 
it  necessary  to  adopt  an  amendment. 
Why?  “To  eliminate  the  harshness  re¬ 
sulting  from  the  House  report.” 

Let  me  say  to  my  distinguished  friend, 
the  Senator  from  Nebraska  [Mr.  Curtis] 
that  the  committee  proposes  to  deline¬ 
ate — to  spell  out  specifically — what  the 
language  would  permit.  What  language 
is  the  committee  talking  about?  Those 
three  innocent  words — “or  associated 
with.”  What  would  be  permitted?  I 
hope  the  Senator  is  following  me. 

Mr.  CURTIS.  I  am. 

Mr.  GORE.  Deduction  of  expenses 
for  entertainment,  amusement  or  recre¬ 
ation  incurred  for  the  creation  or  main¬ 
tenance  of  business  and  good  will,  with¬ 
out  regard  to  whether  a  particular 
situation  applies.  However,  this  new 
language  would  apply  only  if  the  tax¬ 
payer  demonstrated  a  clear  business  pur¬ 
pose  and  showed  a  reasonable  expecta¬ 
tion  of  deriving  some  income  or  other 
benefit  to  his  business  as  a  result  of  the 
expenditure.  If  he  meets  that  test,  the 
expenditure  would  be  considered  to  be 
associated  with  the  active  conduct  of  his 
trade  or  business.  Otherwise,  the  ex¬ 
pense  would  be  disallowed  under  the 
committee’s  amendment. 

Mr.  DOUGLAS.  On  page  26  of  the 
committee  report  the  following  language 
appears : 

The  new  language  will  permit  deduction 
of  expenses  for  entertainment,  amusement 
or  recreation  incurred  for  the  creation  or 
maintenance  of  business  goodwill  without 
regard  to  whether  a  particular  exception  ap¬ 
plies. 

It  is  that  which  I  am  opposing.  I 
fully  believe  that  the  administration, 
with  all  of  its  vigor,  is  opposed  to  the 
pending  committee  amendment.  I  hope 
that  will  be  made  clear  by  tomorrow. 

Mr.  President,  on  page  27  the  commit¬ 
tee  went  on  to  say: 

Entertaining  guests  at  night  clubs,  coun¬ 
try  clubs,  theaters,  football  games,  and  prize 
fights,  and  on  hunting,  fishing,  vacation,  and 
similar  trips  are  examples  of  activities  that 
constitute  “entertainment,  amusement,  and 
recreation.” 

Mr.  GORE.  I  had  not  reached  that 
point.  I  appreciate  the  Senator’s  calling 
that  to  my  attention.  It  has  been  said 
that  certain  things  would  not  be  allowed. 
For  example,  we  were  told  that  vacation 
trips  would  not  be  allowed.  I  will  not 
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say  what  we  were  told.  The  record  will 
speak  for  itself. 

I  read  again: 

Entertaining  guests  at  night  clubs,  coun¬ 
try  clubs,  theaters,  football  games  and  prize 
fights,  and  on  hunting,  fishing,  vacation,  and 
similar  trips  are  examples  of  activities  that 
constitute - 

What? 

Mr.  DOUGLAS.  Entertainment. 

Mr.  GORE.  Amusement. 

Mr.  DOUGLAS.  And  recreation. 

Mr.  GORE.  To  create  goodwill. 

Mr.  CURTIS.  Mr.  President,  will  the 
Senator  yield? 

Mr.  GORE.  I  yield. 

Mr.  CURTIS.  Why  are  unreasonable 
deductions  allowed  at  the  present  time? 
The  code  provides — 

Shall  be  allowed  as  deduction  all  the  ordi¬ 
nary  and  necessary  expenses  paid  or  incurred 
during  the  taxable  year  in  carrying  on  any 
trade  or  business. 

Why  is  it  that  the  Treasury  allows 
unjustifiable  expense  items? 

Mr.  GORE.  I  would  not  like  to  be  di¬ 
verted  in  that  manner.  It  is  a  known 
fact  that  under  present  law  widespread 
abuses  occur.  The  President  of  the 
United  States  has  told  the  Congress  that 
the  abuse  cannot  be  corrected  without 
amendment  of  the  law.  So  I  would  not 
wish  to  discuss  with  my  distinguished 
friend  why,  under  present  law,  the  abuses 
have  occurred  and  cannot  be  stopped  un¬ 
der  present  law. 

I  wish  to  discuss  the  committee  amend¬ 
ment  which  would  perpetuate  many  of 
the  abuses. 

I  say  to  my  friend  from  Nebraska  that 
what  I  am  about  to  read  is  what  the 
committee  report  says  the  three  little 
words  “or  associated  with”  mean: 

In  addition,  “entertaining”  Includes  any 
business  expense  Incurred  In  the  furnishing 
of  food  and  beverages,  a  hotel  suite,  a  vaca¬ 
tion  cottage,  or  an  automobile,  either  to  a 
customer  (present  or  potential)  or  to  any 
member  of  such  a  customer’s  family — 

We  have  been  told  that  it  would  not 
include  the  wives. 

A  wife  is  a  member  of  a  family.  It 
would  include  the  wife  of  a  present  cus¬ 
tomer  or  the  wife  of  a  potential  customer. 

Mr.  CURTIS.  Is  the  Senator  reading 
from  the  House  report  or  the  Senate 
report? 

Mr.  GORE.  I  am  reading  the  ma¬ 
jority  report  of  the  Senate  Finance  Com¬ 
mittee. 

Mr.  CURTIS.  Is  that  not  the  same 
as  the  House  bill,  which  the  Senator 
supports? 

Mr.  GORE.  No ;  it  is  not.  I  shall  tell 
the  Senator  why.  I  shall  go  back.  The 
Senator  will  notice  that  I  started  read¬ 
ing  an  interpretation  of  the  word  “enter¬ 
taining.”  This  is  the  legislative  intent. 

Mr.  CURTIS.  The  Senator  has  said 
that  he  is  reading  from  the  Senate  re¬ 
port.  The  same  language  is  contained 
in  the  House  report,  which  the  Senator 
supports. 

Mr.  GORE.  I  am  reading  the  inter¬ 
pretation  contained  in  the  Senate  com¬ 
mittee  report  of  the  language  of  the  bill 
as  amended  by  the  pending  amendment. 

Mr.  CURTIS.  The  points  the  Senator 
has  enumerated  are  taken  from  the 
House  report. 


Mr.  GORE.  If  the  Senator  will  let 
me  give  him  some  information,  I  shall 
try  to  do  so.  I  am  reading  now  from 
the  majority  committee  report. 

Perhaps  I  should  read  the  whole  para¬ 
graph.  Before  I  do  so,  I  should  like  to 
say  that  it  relates  to  the  interpretation 
which  I  have  previously  read  of  the  lan¬ 
guage  contained  in  the  committee 
amendment — “or  associated  with,”  which 
would  permit  deductions  for  entertain¬ 
ment,  amusement,  or  recreation.  Now  I 
am  reading  the  paragraph  which  gives 
the  interpretation  of  the  meaning  of  the 
word  “entertain.” 

Entertaining  guests  at  night  clubs,  country 
clubs,  theaters,  football  games,  and  prize¬ 
fights,  and  on  hunting,  fishing,  vacation,  and 
similar  trips  are  examples  of  activities  that 
constitute  "entertainment,  amusement,  and 
recreation.”  In  addition,  "entertainment” 
includes  any  business  expense  incurred  in  the 
furnishing  of  food  and  beverages,  a  hotel 
suite,  a  vacation  cottage,  or  an  automobile 
either  to  a  customer  (present  or  potential) 
or  to  any  member  of  such  a  customer’s  fam¬ 
ily.  If  deduction  is  claimed  for  any  expense 
for  “entertainment,  amusement,  or  recrea¬ 
tion”  the  facts  and  circumstances  of  each 
particular  case  will  determine  the  extent  to 
which  the  expenses  will  be  disallowed. 

How  much  more  explicit  could  a  com¬ 
mittee  report  be? 

After  that  good,  sound  beginning,  we 
have  the  real  meat  and  meaning  of 
the  words  “or  associated  with.” 

Furthermore,  though  the  committee 
report  makes  numerous  references  to 
good  will,  it  gives  no  indication  as  to 
what  is  encompassed  by  this  term.  No¬ 
where  is  good  will  defined.  How  does  a 
businessman  go  about  creating  good  will? 

Mr.  DOUGLAS.  Mr.  President,  will 
the  Senator  yield? 

Mr.  GORE.  I  yield. 

Mr.  DOUGLAS.  The  Senator  must 
remember  that  in  the  French  Revolu¬ 
tion,  when  one  of  the  Girondists  was  led 
to  the  guillotine,  she  exclaimed,  “O 
liberty,  liberty,  what  crimes  have  been 
committed  in  thy  name.” 

Can  we  not  now  say,  “Good  will,  good 
will,  -what  crimes  the  Senate  Finance 
Committee  has  committed  in  thy  name”? 

Mr.  GORE.  What  is  good  will?  It 
seems  clear  that  the  sky  is  the  limit. 
If  a  businessman  thinks  a  big  yacht 
may  be  helpful  in  developing  some  cus¬ 
tomers,  does  not  this  committee  report 
language  put  the  official  congressional 
stamp  of  approval  on  his  deduction  of 
these  substantial  costs  of  maintaining 
such  a  “business”  asset? 

Mr.  DOUGLAS.  Mr.  President,  will 
the  Senator  yield? 

Mr.  GORE.  I  yield. 

Mr.  DOUGLAS.  Because  it  will  create 
recreation. 

Mr.  GORE.  And  entertainment. 

Mr.  DOUGLAS.  And  amusement. 

Mr.  GORE.  And  maintain  good  will. 

Mr.  DOUGLAS.  Or  create  good  will. 

Mr.  GORE.  Is  not  a  revenue  agent 
foreclosed  from  effectively  examining  in¬ 
to  the  matter? 

In  the  light  of  all  the  foregoing  state¬ 
ments  respecting  good  will,  very  little  is 
salvaged  from  the  following  comment — 
particularly  in  view  of  the  illustration 
given  as  to  what  is  meant  by  “vague 
good  will.” 


August  28 

Where  good  will  generated  by  the  ex¬ 
pense  is  vague  or  where  the  possibility 
of  the  expenditure  resulting  in  the  pro¬ 
duction  of  income  is  remote,  no  deduc¬ 
tion  will  be  permitted.  For  instance, 
under  present  law  a  taxpayer  may  de¬ 
duct  expenses  of  entertaining  buyers  and 
others  associated  with  his  trade  or  busi¬ 
ness  even  though  at  the  time  he  does  the 
entertaining  he  already  has  more  busi¬ 
ness  than  he  can  handle.  Under  your 
committee’s  amendment,  however,  no  de¬ 
duction  will  be  allowed  because,  with 
a  large  backlog  of  unfilled  orders,  such 
entertainment  ordinarily  cannot  be  re¬ 
garded  as  being  associated  with  efforts 
to  produce  income. 

This  narrow  exception  to  the  basic 
theme  of  the  Finance  Committee  report 
that  all  good  will  entertainment  is  de¬ 
ductible  is  scant  evidence  of  tightening 
up  present  law.  Rare  indeed  is  the  case 
where  the  taxpayer  has  such  a  backlog 
of  unfilled  orders  that  his  entertainment 
activities  cannot  be  regarded  as  being 
associated  with  efforts  to  produce  in¬ 
come.  It  is  interesting  to  note  that  even 
in  such  an  extreme  case  the  report 
hedges  the  consequences  by  providing 
that  “ordinarily”  the  deduction  will  not 
be  allowed.  Moreover,  there  is  a  good 
possibility  that  entertainment  expendi¬ 
tures  in  such  a  unique  case  are  not  de¬ 
ductible  under  present  law  because  they 
are  in  the  nature  of  capital  expendi¬ 
tures — Cf.  James  Schulz,  16  T.C.  401. 

Here  again  the  committee  has  done 
nothing  more  than  set  up  a  strawman — 
to  give  the  illusion  that  a  cutback  on 
existing  law  is  being  effected.  In  reality 
nothing  has  been  accomplished — except 
that  perhaps  another  arena  for  conflict 
has  been  created. 

The  “harshness”  of  which  the  report 
speaks  is  that  the  House  provision,  as 
explained  by  the  Ways  and  Means  Com¬ 
mittee’s  report,  has  some  effect  and  will 
disallow  some  entertainment  expendi¬ 
tures  which  are  deductible  under  present 
law.  Presumably  that  is  the  purpose  of 
this  legislation.  However,  one  must 
struggle  hard  to  tell  which  of  the  above- 
described  cases  would  be  denied  deduc¬ 
tion  under  the  Finance  Committee  re¬ 
port.  How  much,  if  anything,  would  be 
disallowed  to  the  corporation  which 
spent  and  deducted  almost  $1  million  in 
1  year  for  yachts,  club  dues,  shipboard 
conventions,  hunting  and  fishing  trips, 
and  parties?  Does  not  a  corporation 
make  such  expenditures  to  develop  good 
will?  We  have  already  seen  that  good¬ 
will  expenditures  are  clearly  deductible 
under  the  Finance  Committee  report. 
How  about  the  banker  who  deducted  a 
substantial  part  of  the  cost  of  his  daugh¬ 
ter’s  coming-out  party  as  a  business  ex¬ 
pense?  Wasn’t  he  also  developing  cus¬ 
tomer  good  will?  Certainly  the  Govern¬ 
ment  is  not,  under  the  Finance  Commit¬ 
tee  report,  free  to  disallow  expenses  re¬ 
gardless  of  the  form  of  entei’tainment 
the  taxpayer  may  adopt  to  develop  good 
will.  Similarly,  in  all  the  other  cases 
set  forth  above,  the  taxpayer  would  ap¬ 
pear  to  be  able  to  continue  to  deduct  all 
entertainment  expenditures. 

Under  the  Finance  Committee  report, 
do  yachting  expenses  continue  to  be 
deductible?  If  not,  then  the  report 
should  clearly  so  state.  Does  the  cost  of 


1Q62  CONGRESSIONAL  RECORD  —  SENATE  16839 


maintaining  hunting  lodges  for  enter¬ 
tainment  continue  to  be  deductible?  If 
not,  then  the  committee  report  should 
so  state.  Is  the  cost  of  wining  and 
dining  at  nightclubs  deductible?  If  not, 
the  committee  report  should  clarify  the 
situation.  Do  tickets  at  $30  apiece  for 
musical  comedies  continue  to  be  deduc¬ 
tible?  If  not,  the  committee  report 
shouid  so  indicate  or  provide  some 
standard  or  guideline  by  which  the  an¬ 
swers  to  these  questions  can  be  deter¬ 
mined  by  the  taxpayers  and  revenue 
agents  who  will  be  left  floundering  in 
their  attempts  to  know  what  the  rules 
£IT6. 

One  further  “red  herring”  in  the  Fi¬ 
nance  Committee  report  should  be  men¬ 
tioned.  The  report  states  that  no  deduc¬ 
tion  will  be  allowed  for  entertainment 
expenses  “which  under  the  circum¬ 
stances  in  which  they  are  incurred  are 
lavish  or  extravagant.”  Here  again  no 
standards  or  guidelines  are  furnished. 
What  is  lavish  or  extravagant  under  the 
circumstances?  If  the  circumstances  in¬ 
volve  a  taxpayer  accustomed  to  enter¬ 
taining  in  an  elaborate  and  expensive 
style,  can  they  be  held  to  be  “lavish” 
under  the  circumstances?  When  does  a 
yacht  become  an  extravagant  expendi¬ 
ture?  When  it  is  60  feet  in  length?  One 
hundred  feet  in  length?  Would  these 
criteria  vary  with  the  income — or  ex¬ 
pected  income— of  the  taxpayer  ?  W ould 
a  resident  of  Miami  Beach,  Fla.,  be  en¬ 
titled  to  a  bigger  and  more  expensive 
yacht  than  a  resident  of  Providence, 
R.I.?  Would  a  beach  home  with  eight 
rooms  be  a  lavish  facility?  What  about 
one  with  30  rooms?  Would  a  corporate 
president  be  entitled  to  drink  champagne 
whereas  a  vice  president  could  have  only 
a  whisky  highball  and  a  proprietor  of  a 
country  grocery  store  only  ordinary  corn 
liquor? 

Is  it  not  abundantly  clear  that  the  so- 
called  test  produced  by  the  Finance 
Committee,  superimposed  upon  the  un¬ 
satisfactory  test  of  present  law,  will  sim¬ 
ply  compound  existing  difficulties?  The 
litigation  and  controversy  which  would 
follow  adoption  of  such  meaningless  lan¬ 
guage  would  even  make  the  present  situ¬ 
ation  seem  a  happy  one.  The  result 
would  be  a  real  mess.  And  to  what 
avail? 

It  seems  clear  that  a  change  in  exist¬ 
ing  law  is  necessary.  Court  decisions 
and  administrative  actions  over  the 
years  have  punched  so  many  holes  in 
the  feeble  wall  of  resistance  to  abuse 
which  the  statute  now  constitutes  that  a 
completely  new  structure  is  warranted. 

It  seems  to  me  that  the  President’s 
original  proposal  is  a  sound  one.  It 
ought  to  be  enacted. 

The  Senate  in  1960  did  take  a  sig¬ 
nificant  step  in  this  regard.  I  hope  it 
will  do  so  again  now. 

Mr.  DOUGLAS.  Mr.  President,  will 
the  Senator  yield? 

Mr.  GORE.  I  yield. 

Mr.  DOUGLAS.  I  congratulate  the 
Senator  from  Tennessee  on  his  very  able 
speech,  particularly  on  the  way  he  has 
leveled  in  on  pages  26  and  27  of  the 
committee  report,  which  clearly  indi¬ 
cates  that  everything  in  the  field  of 


amusement,  recreation  and  entertain¬ 
ment  has  been  opened  up,  if  it  can  be 
claimed  that  it  creates  good  will.  Has 
the  Senator  ever  heard  of  a  firm  that 
has  had  too  much  business? 

Mr.  GORE.  No.  I  thank  the  Senator 
from  Illinois. 

I  believe  that  if  those  who  read  the 
Congressional  Record  will  carefully 
peruse  the  detailed  analysis  which  I  have 
given  of  the  majority  report  they  will 
see  why  I  felt' justified  in  saying  earlier, 
and  why  I  feel  justified  now  in  saying, 
in  conclusion,  that  if  a  Senator  who 
reads  and  understands  the  report  and 
the  amendment  votes  to  approve  it  he 
will  vote  to  continue  the  widespread 
abuses  of  which  the  President  and  so 
many  citizens  have  complained. 

Mr.  DOUGLAS.  The  country  owes  a 
great  debt  of  gratitude  to  the  Senator 
from  Tennessee.  I  hope  his  words  will 
have  effect  in  the  vote  which  is  expected 
to  come  tomorrow.  I  am  sure  they  will 
furnish  material  for  students  of  this 
subject  and  for  the  general  public  in 
years  to  come.  Even  if  we  should  be 
beaten  by  the  bipartisan  alliance  tomor¬ 
row,  we  hope  we  will  win  in  the  future. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  only  a  few  days  ago  the  junior 
Senator  from  Louisiana  was  engaged  in 
a  hard  fight  to  the  bitter  end  side  by 
side  with  the  junior  Senator  from  Ten¬ 
nessee,  on  the  subject  of  the  space  satel¬ 
lite.  In  that  instance,  both  of  us  were 
opposed  to  the  administration’s  position. 

I  now  find  that  we  must  choose  sides 
and  to  start  all  over  again,  because  of  our 
difference  of  opinion  with  respect  to  the 
pending  measure.  This  difference  of 
opinion  does  not  diminish  my  admira¬ 
tion  or  high  regard  for  the  Senator  from 
Tennessee.  We  just  see  things  differ¬ 
ently  this  time. 

I  find  myself  somewhat  at  a  disad¬ 
vantage  to  explain  what  I  am  about  to 
say,  because  in  some  respects  one  would 
think  that  the  background  of  the  junior 
Senator  from  Louisiana  would  mean  that 
he  would  choose  the  opposite  position  to 
the  one  he  has  chosen.  One  might  think 
that  in  view  of  the  politics  that  was  occa¬ 
sioned  by  my  family  tradition.  I  was 
inspired  by  the  example  of  my  father, 
who  was  the  author  of  the  share  the 
wealth  plan.  He  had  a  theme  song  that 
went: 

Every  man  a  king. 

Every  man  a  King. 

For  you  can  be  a  millionaire. 

But  tbere  is  something  belonging  to  others; 
There’s  enough  for  each  one  to  share. 

As  one  who  strongly  admires  and 
adores  his  father,  I  always  want  to  go 
the  extra  mile  and  generally  I  try  to 
agree  with  him  on  his  share-the-wealth 
plan.  However,  nothing  he  ever  sug¬ 
gested,  so  far  as  a  person  who  hoped  to 
earn  money  is  concerned,  was  ever  so  ex¬ 
treme  as  the  present  income  tax  law  of 
the  United  States.  For  example,  my 
father,  the  late  Huey  Long,  who  was 
once  a  Member  of  this  body,  never  con¬ 
ceived  of  a  tax  of  84  percent  or  90  per¬ 
cent  on  personal  income,  the  tax  which 
a  person  pays  today  on  the  present  tax 
base.  Yet,  in  his  day,  he  was  the  fore¬ 


most  advocate  of  a  very  high  graduated 
income  tax. 

When  a  person  is  taxed  at  a  rate  of 
90  percent — and  for  persons  who  are 
successful  and  are  earning  a  substantial 
income,  it  does  not  require  too  much  in¬ 
come  to  get  into  that  bracket  nowa¬ 
days — he  ought  to  be  permitted  every 
legitimate  deduction  which  his  business 
requires.  That  is  my  attitude. 

When  Secretary  Dillon  appeared  be¬ 
fore  the  Committee  on  Finance,  he  was 
testifying  for  a  position  which  seemed  to 
be  totally  impractical.  The  Secretary 
had  previously  testified  for  the  position 
that  a  businessman,  even  one  who  had 
very  great  responsibilities,  should  not  be 
permitted  to  spend  more  than  $4  or,  at 
most,  $7  a  day  for  business  meals  or  for 
entertainment  expenses. 

He  was  testifying  for  a  position  that 
a  person  should  not  be  permitted  to 
spend  more  than  $30  a  day  for  meals 
and  lodging.  That  was  the  position  he 
had  recommended  before  the  House 
committee,  which  he  was  not  successful 
in  bringing  to  the  Senate.  But  that  was 
basically  the  administration’s  starting 
point. 

In  my  judgment,  this  is  a  completely 
impractical  proposal.  It  will  not  work. 
It  amounts  to  taxing  people  for  neces¬ 
sary  expenses  in  their  business.  It 
seems  to  me  that  necessary  business  ex¬ 
penses  should  be  permitted.  A  person 
should  not  be  denied  the  ordinary  de¬ 
duction  which  would  be  expected  of  a 
person  in  his  position. 

When  the  Secretary  discussed  some  of 
these  instances,  I  asked  him  if  he  did  not 
understand  that  there  would  be  a  dif¬ 
ference  between  what  would  be  expected 
of  a  lawyer  in  my  home  town  of  Baton 
Rouge  and  a  lawyer  practicing  in  New 
York  City.  If  a  prominent  business¬ 
man  called  on  a  lawyer  practicing  in 
Baton  Rouge,  the  entertainment  ex¬ 
pected  might  be  a  dinner  at  a  nice  res¬ 
taurant  or  at  a  country  club.  On  the 
other  hand,  if  he  were  to  appear,  in  New 
York  City,  and  the  client  were  a  sub¬ 
stantial  person,  under  the  existing  rule 
that  client  would  expect  the  lawyer,  if 
he  were  doing  business  in  a  major  de¬ 
gree,  to  get  tickets  to  a  Broadway  show 
for  himself  and  perhaps  his  wife,  also. 

Secretary  Dillon  said  quite  frankly  be¬ 
fore  the  committee  that  in  his  firm, 
which  was  not  a  law  firm,  but  a  broker¬ 
age  or  investment  firm,  it  was  standard 
procedure — they  did  it  as  their  every¬ 
day  way  of  doing  business — to  obtain 
theater  tickets  for  some  of  their  better 
customers.  It  appeared  to  me  that  he 
had  been  testifying  more  for  the  posi¬ 
tion  of  some  of  his  assistants,  who  had 
perhaps  never  known  what  it  was  to 
entertain  graciously  in  their  lives,  rather 
than  for  the  position  of  one  who  under¬ 
stands  what  the  needs  of  a  businessman, 
particularly  those  in  substantial  posi¬ 
tions,  might  be. 

There  is  nothing  in  the  bill  which 
would  give  the  businessman  any  deduc¬ 
tion  to  which  he  is  not  already  entitled. 
The  bill  is  strictly  a  one-way  street,  so 
far  as  the  entertainment  sections  are 
concerned.  Compared  with  existing  law, 
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the  businessman  does  not  gain  in  any 
respect;  he  loses  in  every  respect. 

It  is  very  well  for  one  Member  of  this 
body  to  talk  about  how  completely  wide 
open  the  loophole  for  the  entertainment 
expense  allowance  might  be.  If  you  talk 
to  some  of  the  businessmen  whom  you 
respect  in  your  community,  let  them  tell 
how  rough  the  revenue  agents  can  be 
under  existing  law  in  denying  them  the 
right  to  take  deductions  which  they  feel 
would  be  fairly  and  properly  deductible. 

As  an  example,  a  business  friend  in  my 
hometown  had  a  small  yacht.  He  took 
the  president  of  the  State  University  for 
a  trip  on  his  yacht.  My  friend  was  the 
chairman  of  the  board  of  the  State  uni¬ 
versity.  He  was  told  by  the  revenue 
agents  that  he  could  not  deduct  that  ex¬ 
pense  because  he  could  not  show  them 
what  business  he  expected  to  get  at  the 
university  merely  because  he  took  the 
president  of  the  university  and  his  fam¬ 
ily  for  a  ride  on  the  yacht.  My  friend 
thought  that  position  was  an  outrage, 
and  he  did  the  best  he  could  to  defend 
his  position. 

I  know  of  many  cases,  as  the  Senator 
from  Iowa  [Mr.  Miller]  has  suggested, 
in  which  businessmen,  in  good  con¬ 
science  and  good  judgment,  felt  they 
were  entitled  to  such  deductions  because 
they  thought  it  was  expected  of  them  to 
entertain,  and  they  considered  the  en¬ 
tertainment  to  be  a  necessary  expense 
of  doing  business.  Yet  such  expenses 
have  been  disallowed  many  times. 

In  my  judgment,  the  committee  report 
goes  too  far.  The  item  in  which  I  have 
been  most  interested  involves  merely 
permitting  a  man  to  entertain  a  business 
associate  at  dinner  without  having  to 
twist  his  arm  for  the  business  the  whole 
time.  I  do  not  know  how  it  appeals  to 
others,  but  as  one  who  has  been  enter¬ 
tained  by  someone  who  has  hoped  to  do 
business  with  me,  and  as  one  who  en¬ 
tertained  himself,  it  does  not  seem  gra¬ 
cious  to  me  only  to  entertain  a  person 
in  such  a  situation  that  he  can  be  badg¬ 
ered  for  a  contract  the  whole  time  the 
person  is  trying  to  eat  his  meal. 

It  would  often  be  better  to  entertain 
graciously  without  talking  about  business 
at  dinner  or  lunch,  and  then,  on  a  sub¬ 
sequent  occasion,  to  talk  about  business. 
That  would  seem  logical  in  many  cases. 

I  have  fought  to  try  to  preserve  that 
right.  If  a  substantial  businessman 
comes  to  town,  seeking  to  sell  to  some¬ 
body  or  seeking  to  do  business  with  him, 
or  if  a  lawyer  entertains  the  head  of  a 
large  corporation,  hoping  that  that 
might  lead  to  his  firm  being  retained 
to  represent  that  corporation,  it  seems 
to  me  that  the  expense  of  entertaining 
that  man  and  his  wife  should  be  deduc¬ 
tible,  not  only  for  the  business  client  and 
his  wife,  but  for  the  lawyer  and  his  wife. 
Yet  the  committee  report  undertakes  to 
say  that  the  only  expense  that  can  be 
deducted  is  the  expense  of  two  dinners, 
one  for  the  man  and  one  for  the  client, 
but  nothing  for  their  wives.  The  Sena¬ 
tor  from  Tennessee  would  make  the 
amount  totally  nondeductible  if  the  per¬ 
son  did  not  take  the  client  to  a  place 
which  was  conducive  to  talking  business. 

If  those  people  went  to  a  country  club 
or  a  nightclub,  it  would  be  held  that 


that  was  not  conducive  to  doing  business. 
It  would  be  necessary  to  show  that  it 
was  a  good  place  to  get  a  hammer-hold 
on  the  person  to  make  him  sign  a  con¬ 
tract;  otherwise,  the  expense  would  not 
be  deductible.  To  me,  that  does  not  ap¬ 
pear  to  make  much  sense.  Yet  the  com¬ 
mittee  report  tightens  up  to  the  extent 
that  one-half  the  deduction  would  be 
allowed  for  entertaining  the  client  and 
his  wife. 

The  matter  of  good  will  has  been  dis¬ 
cussed,  and  discussed  elaborately.  The 
Senator  from  Tennessee  [Mr.  Gore]  and 
the  Senator  from  Illinois  [Mr.  Douglas] 
discussed  the  definition  of  “entertain¬ 
ment.”  They  did  not  go  on  to  say  what 
else  was  necessary  in  order  to  get  an  en¬ 
tertainment  allowance.  But  entertain¬ 
ment  includes  good  will  and  various  and 
sundry  other  things. 

Mr.  DOUGLAS.  We  were  not  giving 
our  own  interpretations;  we  were  quot¬ 
ing  from  page  27  of  the  committee  re¬ 
port,  which  reads: 

Entertaining  guests  at  nightclubs,  coun¬ 
try  clubs,  theaters,  football  games,  and  prize 
fights,  and  on  hunting,  fishing,  vacation,  and 
similar  trips  are  examples  of  activities  that 
constitute  "entertainment,  amusement,  and 
recreation.” 

Mr.  LONG  of  Louisiana.  Yes;  and  the 
exact  language  is  in  the  House  report. 
So  far  as  defining  “entertainment”  is 
concerned,  there  is  no  real  difference 
whatever  between  the  House  and  Senate 
language.  We  are  talking  about  what 
must  be  proved  in  order  to  get  a  deduc¬ 
tion  under  the  amendment.  The  differ¬ 
ence  is  what  must  be  proved  in  order  to 
obtain  a  deduction  for  entertainment. 
Under  the  Senate  language,  it  would  be 
necessary  to  show  that  there  was  more 
than  a  general  expectation  of  doing  busi¬ 
ness. 

In  other  words,  one  could  entertain 
for  purposes  of  good  will,  but  he  would 
have  to  show  more  than  just  a  general, 
vague  notion  of  getting  good  will.  He 
would  have  to  show  that  there  was  more 
than  a  remote  possibility  of  getting 
business.  In  fact,  the  Senate  commit¬ 
tee  report  states  on  page  28,  in  the  third 
paragraph 

It  will  not  be  sufficient  that  the  entertain¬ 
ment  expense  is  vaguely  or  remotely  con¬ 
nected  with  a  business  motive;  it  must  be 
demonstrated  that  the  predominant  purpose 
of  the  expense  is  to  further  the  trade  or 
business  of  the  taxpayer. 

So  in  order  to  obtain  a  deduction  as  an 
entertainment  expense  for  any  of  these, 
it  would  have  to  be  proved  that  there  was 
more  than  a  general  expectation  of  ob¬ 
taining  business,  and  that  the  entertain¬ 
ment  had  as  its  predominant  purpose  the 
obtaining  of  business. 

Mr.  CURTIS.  Mr.  President,  will  the 
Senator  from  Louisiana  yield? 

Mr.  LONG  of  Louisiana.  I  yield. 

Mr.  CURTIS.  After  the  attack  which 
has  been  made  on  the  committee,  I 
think  it  well  to  bring  out,  in  this  regard, 
all  these  references.  The  committee  re¬ 
port  also  states,  on  page  30: 

No  deduction  will  be  allowed  under  this 
provision  for  any  “entertainment,  amuse¬ 
ment,  or  recreation”  expenses  which  under 
the  circumstances  in  which  they  are  incur¬ 
red  are  lavish  or  extravagant.  This  will  be 
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so  even  where  a  direct  business  purpose  is 
firmly  established. 

And  at  another  point  the  committee 
corrects  the  rule,  and  requires  that 
everyone  substantiate  his  expenses  with 
bookkeeping.  The  committee  has 
tightened  the  present  law  to  the  tune  of 
some  $40  or  $60  million. 

Mr.  LONG  of  Louisiana.  This  is  more 
than  a  matter  of  tightening  existing  law 
to  the  tune  of  $40  or  $60  million  a  year. 
The  estimate  made  by  our  committee 
staff — and  many  times  the  estimates  of 
our  committee  staff  have  been  proved  to 
be  more  accurate  than  those  of  the 
Treasury — is  that  this  involves  tighten¬ 
ing  the  existing  law  by  $85  million,  and 
it  will  knock  out  many  allowances  here¬ 
tofore  made.  As  I  have  said,  in  my  judg¬ 
ment  we  are  being  too  tough  on  the  tax¬ 
payers. 

When  the  Senator  says  no  lavish  en¬ 
tertainment  will  be  permitted,  he  realizes 
that  this  would  leave  the  Treasury’s 
agents  the  right  to  adopt  their  own 
standards  and  definition  of  "lavish”,  and 
the  taxpayer  would  have  to  reveal  to  the 
Treasury  agent  the  information  on  which 
the  Treasury  agent  would  make  the 
determination  as  to  whether  the  expense 
was  lavish.  I  certainly  hope  someone 
has  talked  about  taking  people  to  dinner 
at  Antoine’s — which  is  not  as  expensive 
as  some  people  think — or  taking  people 
to  dinner  at  Club  21,  which  I  have  heard 
is  just  about  as  expensive.  Someone 
might  determine  that  that  was  lavish, 
but  I  hope  it  will  not  be  determined  as 
being  lavish.  I  think  that  a  person  who 
makes  one  or  two  trips  a  year  to  New 
York  could  very  well  entertain  at  Club  21. 

Mr.  DOUGLAS.  Or  at  the  Four 
Seasons? 

Mr.  LONG  of  Louisiana.  I  have  never 
paid  a  bill  there,  so  I  do  not  know 
whether  it  would  be  considered  lavish. 

Mr.  DOUGLAS.  In  the  stratosphere. 

Mr.  CURTIS.  Mr.  President,  I  wish 
to  concur  in  the  commendation  of  the 
estimate  made  by  the  Joint  Committee. 
It  has  demonstrated  by  its  estimates  that 
they  are  carefully  made.  However,  I 
shall  not  go  into  that  now. 

I  was  addressing  myself  to  what  the 
Senator  from  Tennessee  contended  was 
the  position  taken  by  the  committee. 
My  concern  is  not  as  to  what  restaurant 
some  person  may  choose  to  go  to.  I  rise 
to  defend  the  integrity  of  the  majority 
of  the  committee.  They  have  brought 
in  a  proposal  which  limits  the  deductions 
and  increases  the  revenue.  However,  I 
believe  that  many  of  the  utterances  made 
on  this  floor  would  not  give  that  impres¬ 
sion  to  the  listening  public  or  the  reading 
public. 

I  thank  the  distinguished  Senator 
from  Louisiana  for  permitting  me  to  add 
that  much  of  what  I  hope  will  be  a  clari¬ 
fication  of  the  Record. 

Mr.  LONG  of  Louisiana.  I  thank  the 
Senator  from  Nebraska. 

From  the  statements  made  here,  one 
would  gain  the  impression  that  the  tax¬ 
payer  would  be  gaining  something  which 
he  does  not  now  have.  But  this  is  pure¬ 
ly  a  one-way  street,  and  the  taxpayer 
will  lose. 
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Frankly,  it  seems  to  me  that  one  of 
these  days  the  taxpayer  should  win  once 
in  a  while,  rather  than  lose  all  the  time. 
Losing  all  the  time  seems  to  be  the  way 
this  part  of  the  bill  would  work. 

Many  references  have  been  made  to 
so-called  horrible  examples  of  what  the 
bill  would  allow.  For  example,  a  safari 
to  Africa  was  referred  to.  However,  the 
cost  of  the  safari  was  deducted  as  an 
advertising  expense.  But  on  page  28 
the  language  spells  out  that  that  could 
not  even  be  taken  as  an  advertising  ex¬ 
pense. 

Mr.  President,  I  ask  unanimous  con¬ 
sent  to  have  printed  at  this  point  in  the 
Record  an  excerpt  from  page  28  of  the 
committee  report  and  also  an  excerpt 
from  page  30,  dealing  with  claimed  de¬ 
ductions  for  activities  of  this  type  which 
would  not  be  permitted. 

There  being  no  objection,  the  excerpts 
from  the  report  were  ordered  to  be 
printed  in  the  Record,  as  follows: 

An  objective  standard  also  will  overrule 
arguments  such  as  the  one  which  prevailed 
in  Sanitary  Farms  Dairy,  Inc.  (25  TC  463 
(1955) )  that  a  particular  item  was  incurred, 
not  for  entertainment,  but  for  advertising 
purposes.  That  case  involved  a  big-game 
safari  to  Africa.  The  taxpayer  argued  suc¬ 
cessfully  before  the  Tax  Court  that  the  ex¬ 
pense  of  the  hunt  (including  costs  of  mak¬ 
ing  motion  pictures  which  were  later  shown 
to  customers  and  potential  customers)  were 
incurred  solely  for  advertising  purposes. 
Under  the  bill,  if  the  activity  typically  is 
considered  to  be  entertainment,  amusement, 
or  recreation,  it  will  be  so  treated  under  this 
provision  regardless  of  whether  the  activity 
can  also  be  described  in  some  other  category 
of  deductible  items.  This  will  be  so  even 
where  the  expense  relates  to  the  taxpayer 
alone. 

***** 

Expenses  for  entertainment,  amusement, 
and  recreation  should  be  identified  by  the 
taxpayer  on  his  return  and  treated  under  the 
new  rules  of  this  bill.  It  will  not  be  ap¬ 
propriate  to  include  these  expense  items  in 
other  categories  of  business  deductions, 
where  their  character  will  not  be  apparent, 
such  as  advertising,  public  relations,  cost 
of  goods  sold,  reimbursed  expenses,  etc. 
Failure  to  substantiate  the  claimed  enter¬ 
tainment  expenses  by  adequate  records  or 
other  sufficient  evidence  may  result  in  com¬ 
plete  disallowance  of  the  deduction. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  much  has  been  said  about  yachts, 
vacation  cabins,  hunting  lodges,  and  so 
forth.  Once  again  I  say  that  in  my 
judgment  the  bill  is  too  strong,  if  any¬ 
thing.  In  order  to  be  able  to  take  any 
of  these  deductions,  a  person  will  have 
to  maintain  records  as  to  when  and 
where  and  who  were  present  and  for 
what  purpose.  That  has  not  been  neces¬ 
sary  in  the  past.  Records  are  one  of 
the  chief  things  the  Treasury  wishes  to 
have  in  connection  with  claims  for  such 
allowances. 

The  language  is: 

The  requirement  that  the  taxpayer’s  state¬ 
ment  be  corroborated  will  insure  that  no 
deduction  is  allowed  solely  on  the  basis  of 
his  own  unsupported,  self-serving  testimony. 

But  one  who  listened  to  what  was  said 
earlier  this  evening  about  this  matter 
would  have  gained  the  impression  that 
just  the  opposite  was  the  case.  How¬ 
ever,  of  course,  that  is  not  true. 


One  of  the  examples  which  was  given 
was  that  of  a  movie  star — Olivia  de 
Havilland — who  deducted  the  expense  of 
jewelry  given  to  her  servants.  Under 
this  bill  she  would  be  allowed  to  deduct 
a  gift  of  $25  to  one  and  a  gift  of  $25  to 
the  other,  but  no  more. 

Let  us  return  to  my  statement  about 
yachts,  hunting  lodges,  and  swimming 
pools,  about  which  muclj  has  been  said. 
As  the  situation  is  today,  the  taxpayer 
is  able  to  negotiate  with  the  Treasury — 
without  proof,  without  records  to  prove 
it — a  deduction  of  a  certain  percentage 
of  his  expenses  for  any  one  of  those  items. 
If  the  Treasury  will  not  allow  the  tax¬ 
payer  the  entire  expense  of  operating  his 
boat,  the  Treasury  will  allow  him  per¬ 
haps  50  percent  of  it,  without  requiring 
him  to  produce  records  to  prove  it. 

But  under  the  Treasury’s  language 
here,  the  taxpayer  would  have  to  show 
that  this  facility — whether  a  yacht  or  a 
hunting  lodge  or  a  swimming  pool,  or 
whatever  it  was — was  used  primarily — 
which  means  more  than  50  percent — for 
business  entertainment;  and  he  would 
have  to  have  records  to  prove  it;  and  the 
records  would  be  subject  to  attack  on 
the  basis  that  he  would  have  to  show 
that  there  was  more  than  just  a  general 
expectation  of  creating  some  goodwill. 

In  addition,  when  the  taxpayer  had 
met  the  primary  test — when  he  had 
shown  that  the  facility  was  not  used 
primarily  by  his  family  or  his  friends 
for  social  entertainment,  then  he  would 
have  to  allocate  as  between  the  busi¬ 
ness  use  and  the  personal  and  family 
uses;  he  would  have  to  establish  the  per¬ 
centage  of  the  facility  which  was  used 
for  business  purposes  and  business  en¬ 
tertainment.  In  doing  that,  I  suppose 
he  would  not  be  able  to  deduct  for  the 
entertainment  of  the  wives,  because  the 
committee  report  is  so  tough  on  the 
wives  that  it  seems  that  the  tax  would 
have  to  be  paid  if  the  man’s  wife  were 
invited  there. 

So  this  is  a  very  great  strengthening — 
in  my  judgment,  too  much  of  a  tighten¬ 
ing — of  the  existing  situation. 

It  seems  to  this  Senator  that  if  a  man 
had  a  yacht  and  used  it  30  percent  of  the 
time  for  entertaining  business  guests, 
and  he  could  show  it  was  used  in  pursuit 
of  sales  and  business  activities  when 
these  people  were  on  the  boat,  he  ought 
to  be  able  to  deduct  30  percent  of  the 
cost;  but,  under  the  bill,  he  would  not  be 
able  to  deduct  5  cents.  That  is  the  ex¬ 
tent  to  which  it  has  been  tightened. 

I  do  not  think  we  should  go  beyond 
that  point  and  be  as  severe  as  the  House 
report — and  I  do  not  think  the  House 
committee  intended  to  be  that  severe, 
when  the  Treasury  Department  wrote 
the  report.  That  is  why  I  insisted  that 
the  Treasury  should  not  write  the  Fi¬ 
nance  Committee  report,  but  that  the 
staff  should. 

Let  me  read  what  our  reaction  to  the 
House  report  was.  I  read  from  page  26  of 
the  Senate  committee  report: 

The  report  of  the  Committee  on  Ways  and 
Means  made  it  clear  that  the  House  bill  was 
not  designed  to  disallow  completely  deduc¬ 
tions  for  entertainment,  amusement,  or 
recreation  expenses,  but  rather  it  was  in¬ 


tended  to  eliminate  abuses.  Under  the  gen¬ 
eral  rule,  no  deduction  would  be  allowed 
for  any  such  expenses  except  to  the  extent 
that  such  expenses  are  directly  related  to  the 
active  conduct  of  a  trade  or  business.  De¬ 
spite  the  clear  language  of  the  House  bill  and 
the  stated  intent  of  the  provision,  consider¬ 
able  uncertainty  and  confusion  as  to  the 
actual  effect  of  the  House  draft  has  been 
created  by  the  interpretation  given  this  lan¬ 
guage  in  the  House  committee  report. 

It  in  effect  interprets  the  proposed  statu¬ 
tory  language  to  disallow  a  deduction  for  any 
expense  for  entertainment,  amusement,  or 
recreation  unless  the  expense  is  described  in 
one  of  a  series  of  specific  exceptions  to  the 
general  rule.  Where  the  expense  is  covered 
by  an  exception,  the  rules  of  existing  law 
would  continue  to  govern  the  deductibility 
of  the  expense. 

In  other  words,  under  the  interpreta¬ 
tion  which  the  House  committee  report 
gave  to  the  language,  the  bill  provided  a 
complete  disallowance  of  any  entertain¬ 
ment  expense  unless  one  could  come  un¬ 
der  a  specific  exception. 

The  fact  is  that  the  exceptions  were 
unreasonable  and  far  too  strict,  and  the 
committee  felt  that  one  should  be  per¬ 
mitted  a  certain  amount  of  reasonable 
deductions  where  he  could  make  a  very 
clear  showing  that  he  had  a  purpose  of 
generating  business  by  the  entertain¬ 
ment  he  gave. 

I  shall  discuss  this  matter  in  greater 
detail  tomorrow.  I  did  not  want  to  let 
the  Congressional  Record  close  for  to¬ 
day  without  responding  to  some  of  the 
statements  which  I  thought  were  ex¬ 
treme  with  regard  to  the  action  taken  by 
the  committee.  Again,  I  say,  in  my 
judgment,  the  committee  was  too  severe, 
and  I  feel  other  deductions  should  have 
been  permitted. 

Mr.  SMATHERS.  Mr.  President,  I 
shall  be  very  brief.  The  hour  is  growing 
late.  However,  in  the  few  remarks  I 
shall  make,  I  shall  show  that  we  have 
seen  demonstrated  a  good  deal  of  the 
difficulty  in  drafting  legislation,  when  a 
group  of  Senators  on  one  side  do  not 
think  we  are  tough  enough,  and  a  group 
of  Senators  on  the  other  side  are  of  the 
opinion  that  we  are  too  tough.  So  it 
falls,  as  it  usually  does,  on  the  major¬ 
ity — in  this  case  the  majority  of  the  Fi¬ 
nance  Committee — to  finally  arrive  at 
some  position  which  they  feel  answers 
in  some  measure  the  criticisms  of  those 
who  wanted  to  be  tougher  and  those  who 
wanted  us  to  be  not  quite  so  tough. 

I  cannot  help  but  agree  with  the  basic 
views  which  have  been  expressed  by  the 
Senator  from  Louisiana.  I  believe, 
under  our  system  as  we  see  it  operating 
today  in  the  business  community,  legiti¬ 
mate  business  expenses  are  an  integral 
and  necessary  part  of  doing  business. 

The  other  day  I  had  a  visit  from  a 
very  successful  businessman  who  claimed 
that  it  took  him  5  years  to  get  the  best 
client  he  had,  a  client  that,  as  he  said, 
his  wife  and  children  live  upon,  so  to 
speak,  whose  children  were  educated  by 
him,  because  he  got  his  main  business 
from  him.  He  tried  entertaining  him  at 
lunch.  That  did  not  do  any  good.  He 
tried  entertaining  him  at  golf.  That 
did  not  do  any  good. 

Finally,  he  found  that  the  man  had  a 
weakness  for  reading  books,  so  he  bought 
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some  books  and  gave  them  to  him.  That 
made  an  impression  on  the  client,  and 
this  businessman  got  his  business. 

This  is  a  part  of  our  business  life. 
There  are  those  who  would  like  to  elimi¬ 
nate  it.  If  the  day  ever  comes  when 
taxes  can  be  reduced  from  91  percent  to 
35  or  40  percent,  we  can  reduce  corporate 
taxes,  the  day  may  arrive  when  we  can 
do  away  with  the  so-called  business  ex¬ 
pense  deductions;  but  with  the  high 
taxes  that  we  have  now,  and  the  man¬ 
ner  in  which  our  business  community 
has  grown  up,  we  must  permit  honest 
businessmen  to  make  business  deduc¬ 
tions. 

Regrettably,  there  are  some  Senators 
who,  in  their  zeal  to  close  loopholes,  have 
apparently  been  willing  to  go  so  far  that 
they  want,  in  effect,  to  burn  down  the 
bam  in  order  to  get  a  few  rats.  There 
is  no  question  that  there  have  been 
some  abuses  of  the  expense  account  pro¬ 
visions.  I  have  not  found  anybody  on 
the  committee,  I  have  not  found  any¬ 
body  in  the  Senate,  who  approves  of  tak¬ 
ing  people  to  Bermuda,  putting  them  in 
some  cottage  down  there,  and  charging 
off  the  expense  of  sending  them  down 
and  keeping  them  there  as  a  business 
expense.  I  have  not  found  any  member 
of.  the  Finance  Committee,  or  any  other 
Senator,  who  approves  of  hunting  trips 
to  Alaska,  safaris  to  Africa,  or  the  use 
of  yachts  as  that  practice  has  been 
abused.  Yet  these  are  the  examples 
which  are  pointed  to,  with  respect  to 
the  bill  as  it  came  from  the  Finance 
Committee,  and  it  is  made  to  look  as 
though  the  Senator  from  Louisiana,  the 
Senator  from  Nebraska,  and  the  Senator 
from  Virginia,  as  well  as  other  Members, 
are  in  favor  of  this  sort  of  thing.  Of 
course  we  are  not.  What  we  are  trying 
to  do  is  arrive  at  some  balanced  pro¬ 
gram  which  will  eliminate  abuses  and 
still  recognize  the  legitimate  expenses 


of  legitimate  businessmen. 

This  is  what  we  have  done.  This  is 
the  best  way  we  could  do  it.  Necessarily, 
we  do  hot  have  all  the  brains.  We  do 
not  have  the  judgment  of  a  Solomon. 
But  we  have  done  the  best  we  can  in 
the  only  way  we  can  arrive  at  legislation. 
That  is  by  taking  something  from  one 
side  and  something  from  the  other  side 
and  trying  to  arrive  at  something  that 
is  reasonable  and  fair. 

There  is  no  question  that  what  we  have 
arrived  at  is  a  tightening  up  of  the 
measure,  and  the  proof  of  it  is  that  the 
Treasury  says  it  will  bring  in  $60  million 
more  than  is  being  brought  in  at  the 
present  time.  If  it  were,  as  was  indicat¬ 
ed  earlier  this  evening  by  the  Senator 
from  Tennessee  and  his  very  able  col¬ 
league  the  Senator  from  Illinois,  in  fact, 
a  loosening  provision,  or  if  our  amend¬ 
ment  were  a  loosening  provision,  ob¬ 
viously  the  Treasury  would  not  gain  an 
additional  $60  million.  So  it  must  be  a 
tightening  provision. 

I  cannot  help  but  believe  that  if  Sen¬ 
ators  will  read  the  report  in  its  entirety 
they  will  arrive  at  the  same  conclusion 
which  the  majority  of  the  Senate  Fi¬ 
nance  Committee  arrived  at— that  this  is 
a  tightening  provision,  that  it  will  elimi¬ 
nate  abuses,  but  at  the  same  time  permit 
legitimate  businessmen  to  continue  to 


enjoy  legitimate  business  expense  deduc¬ 
tions. 

I  do  not  believe  it  is  possible  for  the 
Senate  Finance  Committee  or  any  legis¬ 
lative  committee  to  write  provisions  for 
all  conditions  which  might  arise,  which 
some  Senators  on  the  other  side  would 
like  to  do.  That  cannot  be  done.  The 
best  we  can  do  is  give  our  impressions, 
and  this  is  what  we  have  endeavored  to 
do  in  the  committee  report. 

Mr.  President,  I  ask  unanimous  con¬ 
sent  that  an  excerpt  from  the  commit¬ 
tee  report  dealing  with  section  IV,  “Dis¬ 
allowance  of  Certain  Entertainment, 
Etc.,  Expenses,”  explaining  the  particu¬ 
lar  section  and  the  legislation  pertain¬ 
ing  to  it  may  be  printed  in  the  Record 
at  this  point. 

There  being  no  objection,  the  excerpt 
was  ordered  to  be  printed  in  the  Record, 
as  follows: 

IV.  DISALLOWANCE  OF  CERTAIN  ENTERTAIN¬ 
MENT,  ETC.,  EXPENSES 

(Sec.  4  of  the  bill  and  sec.  274  of  the  code) 
A.  Reasons  for  provision 

The  Treasury  brought  to  the  attention  of 
Congress  that  widespread  abuses  have  de¬ 
veloped  through  the  use  of  the  expense  ac¬ 
count.  In  his  tax  message  to  the  Congress 
last  year,  the  President  stated  his  convic¬ 
tion  that  entertainment  and  related  ex¬ 
penses,  even  though  having  a  connection 
with  the  needs  of  business,  confer  substan¬ 
tial  tax-free  personal  benefits  on  the  recipi¬ 
ents,  and  that  in  many  instances  deductions 
are  obtained  by  disguising  personal  expenses 
as  business  expenses.  He  recommended  that 
the  cost  of  such  business  entertainment  and 
the  maintenance  of  entertainment  facilities 
be  disallowed  in  full  as  a  tax  deduction  and 
that  restrictions  be  imposed  on  the  deducti¬ 
bility  of  business  gifts  and  travel  expenses. 

Much  of  the  abuse  described  by  the  Presi¬ 
dent  can  be  traced  to  the  broad  judicial  and 
administrative  interpretation  given  to  the 
term  “ordinary  and  necessary”  which  has  re¬ 
sulted  in  many  entertainment  expenses  being 
allowed  as  deductions  where  their  connec¬ 
tion  with  a  trade  or  business  is  quite  re¬ 
mote.  Under  present  law,  where  a  business 
purpose,  however  slight,  exists,  then  the  en¬ 
tertainment  expenses  generally  are  fully  de¬ 
ductible  if  they  are  “ordinary  and  neces¬ 
sary”  business  expenses. 

After  careful  consideration  of  the  proposal, 
your  committee  has  concluded  that  deduc¬ 
tions  for  entertainment  and  traveling  ex¬ 
penses  and  business  gifts  should  be  restricted 
to  prevent  abuses.  The  committee  agrees 
that  this  abuse  of  the  tax  law  should  not 
be  condoned,  but  on  the  other  hand  it  does 
not  believe  that  complete  disallowance  as 
recommended  by  the  President  is  the  proper 
solution  to  the  problem.  Rather,  your  com¬ 
mittee  is  convinced  that  expenses  incurred 
for  valid  business  purposes  should  not  be 
discouraged  since  such  expenses  serve  to  in¬ 
crease  business  income,  which  in  turn  pro¬ 
duces  additional  tax  revenues  for  the  Treas¬ 
ury.  If  valid  business  expenses  were  to  be 
disallowed  as  a  deduction  (particularly  ex¬ 
penses  associated  with  selling  functions), 
there  might  be  a  substantial  loss  of  revenue 
where  business  transactions  are  discouraged, 
or  where  they  fail  to  be  consummated. 
Moreover,  the  entertainment  industry  em¬ 
ploys  large  numbers  of  service  personnel, 
most  of  whom  are  unskilled  workers  who 
would  find  it  difficult  to  obtain  new  employ¬ 
ment  in  other  fields  if  the  disallowance  of 
entertainment  expenses  created  considerable 
unemployment  in  the  entertainment  indus¬ 
try.  In  such  cases,  taxes  now  paid  by  these 
workers  would  be  lost  to  the  Treasury. 
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B.  Comparison  of  committee  amendment 
with  House  provision 

The  House  bill  provides  rules  which  in 
general  would :  ( 1 )  Disallow  a  deduction  with 
respect  to  entertainment  activities,  except 
to  the  extent  that  the  expense  is  directly 
related  to  the  active  conduct  of  a  trade  or 
business:  (2)  disallow  a  deduction  with  re¬ 
spect  to  entertainment  facilities,  unless  the 
facility  is  used  primarily  for  the  further¬ 
ance  of  the  taxpayer's  trade  or  business  and 
the  expense  is  directly  related  to  the  active 
conduct  of  the  trade  or  business;  (3)  abolish 
the  Cohan  rule  by  requiring  the  taxpayer  to 
substantiate,  by  adequate  records  or  by  suf¬ 
ficient  evidence  corroborating  his  own  state¬ 
ment,  all  expenditures  for  entertainment  and 
related  facilities',  and  for  travel  and  gifts; 
and  (4)  limit  the  deduction  for  gifts  to  $25 
per  year  per  recipient. 

Your  committee’s  bill  to  a  considerable  de¬ 
gree  retains  the  basic  structure  of  the  House 
bill.  However,  the  effect  of  the  principal 
provision  (the  disallowing  of  a  deduction  for 
certain  entertainment  expenses)  has  been 
modified  to  permit  the  deduction  of  expenses 
for  goodwill  where  a  close  association  is  es¬ 
tablished  between  the  expense  and  the  active 
conduct  of  a  trade  or  business. 

Tlie  report  of  the  Committee  on  Ways  and 
Means  made  it  clear  that  the  House  bill  was 
not  designed  to  disallow  completely  deduc¬ 
tions  for  entertainment,  amusement  or  rec¬ 
reation  expenses,  but  rather  it  was  intended 
to  eliminate  abuses.  Under  the  general  rule, 
no  deduction  would  be  allowed  for  any  such 
expenses  except  to  the  extent  that  such  ex¬ 
penses  are  directly  related  to  the  active  con¬ 
duct  of  a  trade  or  business.  Despite  the  clear 
language  of  the  House  bill  and  the  stated  in¬ 
tent  of  tire  provision,  considerable  uncer¬ 
tainty  and  confusion  as  to  the  actual  effect 
of  the  House  draft  has  been  created  by  the 
interpretation  given  this  language  in  the 
House  committee  report.  It  in  effect  inter¬ 
prets  the  proposed  statutory  language  to  dis¬ 
allow  a  deduction  for  any  expense  for  enter¬ 
tainment,  amusement,  or  recreation  unless 
the  expense  is  described  in  one  of  a  series  of 
specific  exceptions  to  the  general  rule. 
Where  the  expense  is  covered  by  an  excep¬ 
tion,  the  rules  of  existing  law  would  con¬ 
tinue  to  govern  the  deductibility  of  the  ex¬ 
pense. 

To  eliminate  the  harshness  resulting  from 
the  House  report,  amendment  of  the  lan¬ 
guage  of  the  House  bill  is  necessary.  Despite . 
amendment  of  the  House  bill  your  committee 
has  made  certain  that  entertainment  expense 
abuses  are  eliminated.  By  your  committee’s 
amendment  an  alternative  rule  is  added  to 
the  House  bill  under  which  expenses  for  en¬ 
tertainment,  amusement,  or  recreation  (with 
respect  to  both  activities  and  facilities)  also 
will  be  deductible  to  the  extent  that  such 
expenses  are  associated  with  the  active  con¬ 
duct  of  a  trade  or  business.  This  new  lan¬ 
guage  will  permit  deduction  of  expenses  for 
entertainment,  amusement,  or  recreation  in¬ 
curred  for  the  creation  or  maintenance  of 
business  goodwill  without  regard  to  whether 
a  particular  exception  applies.  However,  this 
new  language  will  apply  only  if  the  taxpayer 
demonstrates  a  clear  business  purpose  and 
shows  a  reasonable  expectation  of  deriving 
some  income  or  other  benefit  to  his  business 
as  a  result  of  the  expenditure.  If  he  meets 
this  test,  the  expenditure  will  be  considered 
to  be  associated  with  the  active  conduct  of 
his  trade  or  business;  otherwise,  the  expense 
will  be  disallowed  under  your  committee’s 
amendment. 

With  respect  to  disallowance  of  a  deduc¬ 
tion  for  gifts  in  excess  of  $25,  your  commit¬ 
tee  has  adopted  the  rule  of  the  House  bill  but 
has  modified  the  definition  of  "gift”  for  pur¬ 
poses  of  applying  the  limitation.  Under  the 
modified  definition:  (a)  certain  specialty  ad¬ 
vertising  gifts,  (b)  advertising  material  for 
use  in  connection  with  the  recipient’s  bust- 
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ness,  and  (c)  certain  awards  to  employees 
costing  not  more  than  $100,  will  not  be  taken 
into  account  in  determining  whether  the  $25 
limitation  has  been  exceeded. 

The  requirements  of  the  House  bill  re¬ 
garding  substantiation  of  claimed  deductions 
for  entertainment,  amusement,  or  recreation 
expenses,  gifts,  and  traveling  expenses,  have 
been  approved  without  change. 

The  provision  of  the  House  bill  which  pro¬ 
vided  that  expenses  for  meals  and  lodging 
included  in  the  term  “traveling  expenses” 
were  to  be  deductible  only  if  “reasonable" 
has  been  clarified  to  assure  that  “traveling 
expenses”  are  not  to  include  expenses  for 
meals  and  lodging  which  are  lavish  or  ex¬ 
travagant.  .  In  addition,  your  committee  has 
added  to  the  House-passed  bill  a  new  rule  for 
the  allocation  of  traveling  expenses  where 
the  trip  involves  both  business  and  pleasure. 
Under  this  rule,  which  would  eliminate 
abuses  involving  tax  deduction  for  vacation 
trips,  if  the  trip  is  for  more  than  1  week  and 
the  personal  portion  of  the  travel  time  is  in 
excess  of  25  percent  of  the  total  time  away 
from  home,  the  traveling  expenses  (including 
meals  and  lodging)  must  be  allocated  be¬ 
tween  business  and  pleasure  and  only  the 
portion  allocated  to  business  will  be  deduct¬ 
ible. 

As  amended  by  your  committee,  the  pro¬ 
visions  of  this  section  of  the  bill  are  to  apply 
to  taxable  years  ending  after  December  31, 
1962,  but  only  with  respect  to  expenditures 
incurred  after  that  date. 

C.  General  explanation  of  provision 
Your  committee’s  bill  adds  a  new  provi¬ 
sion  to  the  code  (sec.  274) ,  which  disallows, 
in  whole,  or  in  part,  certain  expenses  which 
would  be  fully  deductible  under  present  law. 
The  requirements  imposed  by  this  bill  are  in 
addition  to  the  requirements  for  deductibil¬ 
ity  imposed  by  other  provisions  of  existing 
law,  which  must  be  met  by  the  taxpayer  be¬ 
fore  this  new  provision  becomes  operative. 
Hence,  if  an  expenditure  is  claimed  as  a  busi¬ 
ness  expense  deduction  under  section  162,  the 
taxpayer  must  first  establish  that  it  consti¬ 
tutes  an  ordinary  and  necessary  expense  in¬ 
curred  in  carrying  on  a  trade  or  business, 
before  the  new  provisions  of  this  bill  become 
applicable. 

Since  the  only  purpose  of  this  section  is 
to  disallow  deductions,  it  will  not  make  de¬ 
ductible  any  expense  which  is  disallowed  un¬ 
der  the  “ordinary  and  necessary”  test  of 
present  law.  Moreover,  this  section  does  not 
affect  the  question  of  the  includibility  or 
excludibility  of  an  item  in  income  of  any 
individual.  The  rules  presently  applicable 
under  present  law  will  continue  to  govern  in 
this  respect. 

1.  Disallowance  of  expenses  for  entertain¬ 
ment  activities:  The  first  part  of  the  pro¬ 
vision  provides  that  no  deduction  is  to  be  al¬ 
lowed  for  any  expense  with  respect  to  an  ac¬ 
tivity  which  is  of  a  type  generally  considered 
to  constitute  entertainment,  amusement,  or 
recreation,  except  to  the  extent  that  the 
taxpayer  establishes  that  the  expense  was  di¬ 
rectly  related  to  the  active  conduct  of  his 
trade  or  business  or  that  the  expense  was 
associated  with  the  active  conduct  of  his 
trade  or  business.  Certain  exceptions  to  this 
rule  are  provided,  however,  for  expenses  not 
required  to  meet  the  new  tests.  They  are 
discussed  in  No.  6  below. 

Entertaining  guests  at  nightclubs,  coun¬ 
try  clubs,  theaters,  football  games,  and  prize¬ 
fights,  and  on  hunting,  fishing,  vacation,  and 
similar  trips  are  examples  of  activities  that 
constitute  “entertainment,  amusement,  and 
recreation.”  In  addition,  “entertainment” 
includes  any  business  expense  incurred  in 
the  furnishing  of  food  and  beverages,  a  hotel 
suite,  a  vacation  cottage,  or  an  automobile 
either  to  a  customer  (present  of  potential) 
or  to  any  member  of  such  a  customer's  fam¬ 
ily.  If  deduction  is  claimed  for  any  expense 
for  “entertainment,  amusement,  or  recrea¬ 
tion”  the  facts  and  circumstances  of  each 


particular  case  will  determine  the  extent  to 
which  the  expenses  will  be  disallowed. 

The  trade  or  business  of  the  taxpayer  will 
determine  whether  an  activity  is  of  a  type 
generally  considered  to  constitute  entertain¬ 
ment,  amusement,  or  recreation.  For  ex¬ 
ample,  with  respect  to  a  taxpayer  who  is  a 
professional  hunter,  a  hunting  trip  would 
not  generally  be  considered  a  recreation-type 
activity.  On  the  other  hand,  with  respect 
to  a  taxpayer  whose  trade  or  business  con¬ 
sists  of  selling  machine  tools  or  manufac¬ 
turing  clothing,  a  hunting  trip  generally 
would  be  considered  a  recreation-type  ac¬ 
tivity.  Similarly,. attending  a  theatrical  per¬ 
formance  would  generally  be  considered  an 
entertainment-type  activity,  but  in  the  case 
of  a  professional  theater  critic,  attending  a 
theatrical  performance  would  not  constitute 
an  entertainment  activity. 

An  objective  standard  also  will  overrule 
arguments  such  as  the  one  which  prevailed 
in  Sanitary  Farms  Dairy,  Inc.  (25  TC  463 
(1955) )  that  a  particular  item  was  incurred, 
not  for  entertainment,  but  for  advertising 
purposes.  That  case  involved  a  big-game 
safari  to  Africa.  The  taxpayer  argued  suc¬ 
cessfully  before  the  Tax  Court  that  the  ex¬ 
pense  of  the  hunt  ( including  costs  of  making 
motion  pictures  which  were  later  shown  to 
customers  and  potential  customers)  were  in¬ 
curred  solely  for  advertising  purposes.  Under 
the  bill,  if  the  activity  typically  is  considered 
to  be  entertainment,  amusement,  or  recrea¬ 
tion,  it  will  be  so  treated  under  this  provi¬ 
sion  regardless  of  whether  the  activity  can 
also  be  described  in  someother  category  of 
deductible  items.  This  will  be  so  even  where 
the  expense  relates  to  the  taxpayer  alone. 

Many  entertainment  expenses  which  have 
a  business  connection  nevertheless  will  not 
be  deductible.  To  justify  their  deduction, 
a  taxpayer  must  establish  that  the  incurring 
of  the  expenses  relating  to  the  entertainment 
activities  was  directly  related  to  or  associated 
with  his  effort  to  obtain  new  business  or  to 
encourage  the  continuation  of  an  existing 
business  relationship.  This  means  that  he 
must  show  a  greater  degree  of  proximate 
relation  between  the  expenditure  and  his 
trade  or  business  than  is  required  under 
present  law.  To  illustrate  this  principle, 
assume  a  taxpayer  entertains  a  buyer  and  the 
buyer’s  family  at  lunch  and  the  theater. 
Under  existing  law,  he  claims  a  deduction 
for  the  entire  expense;  under  your  commit¬ 
tee’s  bill  no  deduction  would  be  allowed  for 
any  portion  of  the  expense  attributable  to 
the  buyer’s  family  since  as  to  them  he  is  un¬ 
able  to  show  a  sufficiently  close  relationship 
between  the  expense  and  his  trade  or  busi¬ 
ness. 

It  will  not  be  sufficient  that  the  entertain¬ 
ment  expense  is  vaguely  or  remotely  con¬ 
nected  with  a  business  motive;  it  must  be 
demonstrated  that  the  predominant  purpose 
of  the  expense  is  to  further  the  trade  or  busi¬ 
ness  of  the  taxpayer.  Where  goodwill  gen¬ 
erated  by  the  expense  is  vague  or  where  the 
possibility  of  the  expenditure  resulting  in 
the  production  of  income  is  remote,  no  de¬ 
duction  will  be  permitted.  For  instance, 
under  present  law  a  taxpayer  may  deduct 
expenses  of  entertaining  buyers  and  others 
associated  with  his  trade  or  business  even 
though  at  the  time  he  does  the  entertaining 
he  already  has  more  business  than  he  can 
handle.  Under  your  committee’s  amend¬ 
ment,  however,  no  deduction  will  be  allowed 
because,  with  a  large  backlog  of  unfilled  or¬ 
ders,  such  entertainment  ordinarily  cannot 
be  regarded  as  being  associated  with  efforts 
to  produce  income. 

Under  the  bill,  although  deduction  for  en¬ 
tertainment  expenses  is  restricted,  such  ex¬ 
penses  will  not  be  disallowed  merely  because 
they  are  incurred  for  the  purpose  of  gener¬ 
ating  business  goodwill.  Goodwill  has  long 
been  recognized  as  a  legitimate  objective  of 
business  entertaining  and  where  the  purpose 
of  the  expense  and  its  clear  relationship  to 


a  business  is  firmly  established,  the  expense 
ordinarily  will  continue  to  be  deductible. 
However,  nothing  in  your  committee’s  bill 
is  to  be  construed  as  allowing  a  deduction 
for  any  expense  which  is  against  public  policy 
or  which  violates  the  public  conscience.  De¬ 
ducting  an  expense  incurred  for  such  pur¬ 
pose  under  the  guise  of  generating  “business 
goodwill”  will  not  be  condoned  and  under 
your  committee’s  amendment  is  not  deducti¬ 
ble. 

Thus,  the  cost  of  liquor  purchased  for  the 
entertainment  of  customers  and  the  promo¬ 
tion  of  goodwill  (which  under  existing  law 
has  been  held  deductible)  will  be  disallowed 
if  the  serving  of  liquor  violates  the  public 
morals  of  the  community  as  expressed  in 
local  law.  Another  example  of  expenses  for 
immoral  purposes  which  have  been  claimed 
on  tax  returns  under  existing  law  involves 
expenditures  to  provide  “call  girls”  for  the 
purpose  of  entertaining  clients.  Under  your 
committee’s  amendment  no  deduction  what¬ 
soever  is  to  be  allowed  for  expenditures  of 
this  nature.  In  no  legitimate  sense  are  they 
“directly  related  to  or  associated  with  the 
active  conduct”  of  a  trade  or  business. 

On  the  other  hand,  the  following  examples 
are  indicative  of  circumstances  under  which 
entertainment  expenses  ordinarily  will  not  be 
disallowed.  Where  the  taxpayer  conducts 
lengthy  negotiations  with  a  group  of  busi¬ 
ness  associates  and  that  evening  the  group 
goes  to  a  night  club,  theater,  or  sporting 
event  for  relaxation,  such  entertainment 
expenses  are  regarded  as  directly  related  to 
the  active  conduct  of  business.  Moreover,  if 
a  group  of  business  associates  with  whom 
the  taxpayer  is  conducting  business  meet¬ 
ings  comes  from  out  of  town  to  the  tax¬ 
payer’s  place  of  business  to  hold  substantial 
business  discussions,  the  entertainment  of 
such  business  guests  prior  to  the  business 
discussions  also  is  directly  related  to  the 
conduct  of  the  business.  Similarly,  if  in  be¬ 
tween  business  meetings  at  a  convention  the 
taxpayer  entertains  his  business  associates 
attending  such  meetings,  such  expenses  will 
be  allowable. 

Although  your  committee’s  bill  permits 
entertainment  expenses  to  continue  to  be 
deducted  where  a  business  purpose  is  shown, 
deduction  will  be  limited  to  the  portion  of 
the  expense  which  is  directly  related  to  or 
associated  with  business. 

Objective  standards  will  be  employed  to 
determine  the  apportionment  between  the 
part  of  the  expense  which  meets  either  of 
these  tests  and  the  part  which  does  not. 
Expenses  not  so  related  may  not  be  de¬ 
ducted.  Under  this  rule,  if  a  taxpayer  en¬ 
tertains  a  group  of  10  individuals,  3  of  whom 
are  business  prospects  and  7  of  whom  are 
social  guests,  deduction  will  be  allowed  un¬ 
der  the  bill  only  for  three-tenths  of  ex¬ 
penses  incurred.  Since  the  taxpayer  s  mo¬ 
tive  is  not  relevant  to  this  determination,  it 
would  make  no  difference  that  the  taxpayer 
in  the  above  example  would  not  have  done 
the  entertaining  but  for  the  attendance  of 
the  three  business -related  guests.  This  rule 
would  disallow  deductions  for  expenses  in 
the  following  cases  which,  under  existing 
law,  are  fully  deductible : 

A.  Officer-shareholder  and  wife  accom¬ 
panied  customer  and  wife  to  Las  Vegas  for 
12-day  vacation.  Taxpayer  paid  the  ex¬ 
penses  for  the  four  individuals.  Officer- 
shareholder  asserted  that  he  would  not  have 
made  the  trip  except  for  business  purposes 
and  that  his  wife’s  presence  was  required  by 
the  customer  and  his  wife. 

B.  Officer-shareholder  and  his  wife  traveled 
to  Alaska  with  customer  and  wife.  Expense 
of  wife  was  allowed  based  on  representation 
that  customer  would  not  go  without  his 
wife  and  his  wife  would  not  go  without  such 
shareholder’s  wife. 

C.  Expenses  for  tractor  demonstration  at¬ 
tended  by  corporate  taxpayer’s  principal 
officer-shareholder  and  his  wife.  A  purported 
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business  reason  for  the  wife’s  travel  was 
established  based  on  allowance  of  expenses 
for  similar  travel  in  the  past. 

In  example  A,  no  deduction  would  be  al¬ 
lowed  under  your  committee’s  bill  because  a 
vacation  trip  for  a  customer  and  his  wife  is 
not  “directly  related  to  the  active  conduct 
of  the  taxpayer’s  trade  or  business.”  In  ex¬ 
ample  B,  deduction  would  be  disallowed  for 
expenses  attributable  to  the  taxpayer’s  wife 
and  the  customer’s  wife.  In  example  C,  no 
deduction  would  be  allowed  for  expenses  at¬ 
tributable  to  the  taxpayer’s  wife. 

D.  Customers  and  their  wives  are  enter¬ 
tained  by  taxpayer  at  derby  parties  such  as 
breakfasts  and  luncheons,  etc.;  by  furnish¬ 
ing  box  seats  and  tickets  for  the  Kentucky 
Derby;  and  entertainment  at  the  derby. 

Under  existing  law,  the  entire  amount  ex¬ 
pended  was  claimed  as  a  deduction  and  was 
allowed.  Under  your  committee’s  amend¬ 
ment,  no  deduction  is  permitted  for  expenses 
attributable  to  customers’  wives  because 
their  connection  with  the  taxpayer’s  trade 
or  business  is  remote. 

No  deduction  will  be  allowable  under 
this  provision  for  any  “entertainment, 
amusement,  or  recreation”  expenses  which 
under  the  circumstances  in  which  they  are 
Incurred  are  lavish  or  extravagant.  This  will 
be  so  even  where  a  direct  business  purpose 
is  firmly  established.  The  application  of 
this  rule  can  be  demonstrated  by  the  fol¬ 
lowing  example : 

E.  The  taxpayer,  which  is  located  in  the 
midwest,  asserted  that  lavish  entertainment 
is  essential  in  obtaining  business  and  it 
established  a  Miami  Beach  residence  for  this 
purpose.  The  two  principal  officers  and  their 
wives  are  usually  present  at  the  residence 
when  entertaining  customers.  Deductions 
allowed  included  depreciation  on  residence, 
food,  liquor,  boat  expense  and  salaries  of 
service  employees  and  entertainment.  Dis¬ 
allowance  was  made  for  amounts  deemed  to 
be  personal  expense. 

Under  the  bill,  no  deduction  would  be  al¬ 
lowed  for  any  expenses  attributable  to  the 
wives  of  either  the  principal  officers  or  their 
customers  (present  or  potential),  or  for  any 
portion  of  the  expenses  incurred  in  example 
E  which  are  lavish  or  extravagant.  (The  ex¬ 
penses  of  maintaining  the  residence  are 
treated  as  expenses  with  respect  to  a  facility 
discussed  in  No.  2  below.) 

Expenses  for  entertainment,  amusement, 
and  recreation  should  be  identified  by  the 
taxpayer  on  his  return  and  treated  under 
the  new  rules  of  this  bill.  It  will  not  be  ap¬ 
propriate  to  include  these  expense  items  in 
other  categories  of  business  deductions, 
where  their  character  will  not  be  apparent, 
such  as  advertising,  public  relations,  cost  of 
goods  sold,  reimbursed  expenses,  etc.  Fail¬ 
ure  to  substantiate  the  claimed  entertain¬ 
ment  expenses  by  adequate  records  or  other 
sufficient  evidence  may  result  in  complete 
disallowance  of  the  deduction. 

2.  Disallowance  of  expenses  for  entertain¬ 
ment  facilities:  Your  committee’s  bill  (sec. 
274(a) )  also  limits  the  deduction  for  expen¬ 
ditures  incurred  with  respect  to  facilities 
used  for  entertaining.  As  in  the  case  of  ex¬ 
penses  with  respect  to  activities  the  new 
rules  of  this  provision  apply  only  if  the  ex¬ 
penses  with  respect  to  facilities  qualify  un¬ 
der  existing  law  for  deduction  of  business 
expenses.  Moreover,  these  new  rules  estab¬ 
lish  additional  tests  which  must  be  satisfied 


(in  addition  to  the  “ordinary  and  necessary 
test  of  present  law)  in  determining  whethe 
any  deduction  is  to  be  allowed  for  expense 
with  respect  to  facilities.  Under  the  bill,  n< 
deduction  is  to  be  allowed  with  respect  to  ex 
penses  relating  to  facilities  unless  the  tax 
payer  establishes  (1)  that  the  facility  wa 
used  primarily  for  the  furtherance  of  hi 
trade  or  business  and  (2)  that  the  expend! 
ture  was  directly  related  to  the  active  con 
",ct  .of.  1\'s  trade  or  business,  or  that  it  wa 
associated  with  the  active  conduct  of  hi 


trade  or  business.  In  no  event  can  the  de¬ 
duction  exceed  the  portion  of  the  expense 
which  is  directly  related  to  (or  associated 
with)  the  active  conduct  of  the  taxpayer’s 
trade  or  business.  Certain  exceptions  to  this 
rule  are  provided,  however,  for  expenses  not 
required  to  meet  the  new  tests.  They  are 
discussed  in  No.  6  below. 

The  term  “facility”  includes  any  item  of 
personal  or  real  property  owned  or  rented  by 
the  taxpayer,  such  as  a  yacht,  hunting  lodge, 
fishing  camp,  swimming  pool,  tennis  court, 
bowling  alley,  automobile,  airplane,  apart¬ 
ment,  hotel  suite,  home  in  vacation  resort, 
dining  room,  and  cafeteria.  In  addition  to 
items  commonly  regarded  as  expenses  “with 
respect  to  a  facility,”  such  as  expenditures 
for  the  maintenance,  preservation,  or  protec¬ 
tion  of  the  facility,  this  provision  also  relates 
to  depreciation  and  losses  realized  on  cer¬ 
tain  sales  of  entertainment  facilities. 

Under  the  bill,  if  a  facility  is  used  more 
than  one-half  for  business  entertaining,  so 
that  more  than  one-half  of  the  entertain¬ 
ment  expense  with  respect  to  such  facility 
would  be  deductible  as  a  business  expense 
under  present  law,  that  portion  would  con¬ 
tinue  to  be  deductible  to  the  extent  it  meets 
the  test  of  being  directly  related  to  (or  as¬ 
sociated  with )  the  active  conduct  of  the  tax¬ 
payer’s  trade  or  business.  If  less  than  one- 
half  of  such  entertainment  expense  would  be 
deductible  under  present  law,  no  deduction 
would  be  allowed.  For  example,  if  the  tax¬ 
payer  acquires  a  fishing  camp  which  he  uses 
almost  exclusively  for  entertaining  business 
guests,  deduction  of  the  expenses  of  the 
camp  will  be  disallowed  only  to  the  extent 
that  it  was  used  for  personal  or  other  non¬ 
business  purposes.  On  the  other  hand,  if 
he  uses  it  almost  exclusively  for  personal 
purposes,  but  occasionally  takes  business 
guests  to  the  camp,  no  deduction  is  to  be  al¬ 
lowed.  A  further  illustration  of  this  rule  is 
as  follows; 

A.  The  taxpayer  corporation  claims  the 
purpose  of  maintaining  a  resort  residence  is 
to  have  a  place  available  for  business  confer¬ 
ences.  The  resort  residence  has  facilities 
for  boating,  fishing,  and  entertainment.  It 
was  established  that  the  personal  conven¬ 
ience,  pleasure,  and  health  of  the  chairman 
of  the  board  of  the  taxpayer  corporation  was 
the  principal  reason  for  maintaining  the 
residence.  However,  the  evidence  did  indi¬ 
cate  that  there  was  some  entertainment  ex¬ 
pense  incurred  for  business  purposes  and  a 
portion  of  the  expense  was  therefore  allowed. 

Under  the  bill  no  deduction  would  be  al¬ 
lowed  in  the  foregoing  example  because  the 
facts  established  that  the  primary  use  of 
the  resort  residence  was  not  in  furtherance 
of  the  taxpayer’s  trade  or  business. 

Under  this  provision  the  facility  must  ac¬ 
tually  be  used  in  furtherance  of  the  tax¬ 
payer’s  trade  or  business;  it  is  not  sufficient 
that  the  facility  is  merely  available  for 
business  use.  And  where  the  facility  is  one 
which  is  likely  to  serve  the  personal  purposes 
of  the  taxpayer,  it  will  be  presumed  that  the 
facility  was  primarily  used  by  the  taxpayer 
for  his  personal  purposes.  To  justify  a  de¬ 
duction  under  such  circumstances  the  tax¬ 
payer  will  have  to  clearly  establish  that  the 
primary  use  of  the  facility  was  not  for  his 
personal  purposes  but  was  directly  related 
to  or  associated  with  the  active  conduct  of 
his  trade  or  business.  The  following  example 
illustrates  the  operation  of  this  rule: 

B.  Closely  held  corporate  taxpayer  located 
in  Midwest  maintains  a  summer  home  in 
Maine.  Principal  stockholder  and  wife  spend 
2*4  months  each  summer  at  the  Maine  home 
and  entertained  high  officials  (and  wives) 
of  customers. 

Under  existing  law  the  taxpayer  in  this 
case  established  that  the  summer  home  was 
used  partly  for  business  entertainment  and 
was  permitted  to  deduct  a  portion  of  the 
expenses  attributable  to  the  summer  home. 
Under  the  bill,  however,  because  the  per¬ 


sonal  purposes  of  the  principal  stockholder 
are  served  by  use  of  the  corporation’s  summer 
home,  it  will  be  presumed  that  his  personal 
purposes  were  primarily  served  by  such  use. 

These  rules  will  prevent  tax  abuses  involv¬ 
ing  the  use  of  luxury  facilities  for  entertain¬ 
ment,  amusement,  or  recreational  purposes. 
Under  these  rules  a  taxpayer  who  lives  in  a 
luxurious  apartment  and  who  presently  de¬ 
ducts  a  portion  of  its  rent  on  the  ground  that 
the  apartment  is  used  for  occasional  enter¬ 
taining  of  business  guests  (and  thus  has  a 
business  purpose),  no  longer  will  be  able  to 
deduct  any  portion  of  the  rent  because  the 
principal  purpose  of  the  apartment  is  per¬ 
sonal,  rather  than  business.  Moreover,  a 
swimming  pool  constructed  at  the  taxpayer’s 
residence  may  not  be  charged  off  for  tax  pur¬ 
poses  as  an  ordinary  and  necessary  business 
expense  because  such  a  facility  is  presumed 
to  be  used  primarily  for  personal,  family,  or 
living  purposes  unless  the  taxpayer  can  es¬ 
tablish  by  a  preponderance  of  the  evidence 
that  it  was  used  principally  in  connection 
with  his  trade  or  business. 

As  in  the  case  of  activities  described  above, 
no  deduction  will  be  permitted  for  lavish  or 
extravagant  expenses  incurred  with  respect 
to  facilities.  This  means  that  luxurious  re¬ 
sort  facilities  maintained  for  the  purpose  of 
entertaining  will  no  longer  be  fully  deduct¬ 
ible.  This  rule  is  illustrated  as  follows: 

C.  Taxpayer,  a  domestic  manufacturing 
corporation,  owns  luxurious  facilities  on  a 
subtropical  island.  The  principal  use  of  the 
property  is  for  entertainment  of  executives 
and  key  personnel  of  customer  firms.  Fish¬ 
ing  cruisers  are  maintained  and  air  transpor¬ 
tation  furnished  guests.  The  chairman  of 
the  board,  who  is  the  controlling  stockholder, 
and  other  officers  and  key  employees  accom¬ 
panied  by  their  families  spent  considerable 
time  at  the  island. 

Under  existing  law  the  entire  amount  ex¬ 
pended  for  maintenance  of  the  resort  and 
the  airplanes  (other  than  adjustments  for 
amounts  considered  personal  expenses  of 
officers  and  employees)  is  deductible.  Under 
the  bill  no  deduction  would  be  allowed  for 
any  expense  which  under  the  circumstances 
is  either  lavish  or  extravagant.  Moreover, 
no  deduction  will  be  allowed  with  respect  to 
expenses  attributable  to  a  member  of  the  cus¬ 
tomer’s  (present  or  potential)  family  but  the 
family’s  use  of  the  facility  will  be  con¬ 
sidered  in  determining  whether  the  use  of 
the  facility  is  primarily  for  personal  pur¬ 
poses.  In  addition,  as  indicated  in  the  por¬ 
tion  of  this  report  describing  the  deducti¬ 
bility  of  expenses  for  entertainment  activi¬ 
ties,  expenses  for  vacations  for  customers 
may  not  be  deducted.  Where  the  expenses 
with  respect  to  the  facility  are  for  "vaca¬ 
tions,”  they  will  be  disallowed  under  your 
committee’s  bill. 

Club  dues  and  fees  paid  to  any  social, 
athletic  or  sporting  club  or  organization  are 
treated  by  the  bill  as  an  expense  with  respect 
to  a  facility  used  for  entertainment  and 
therefore  will  not  be  deductible  where  the 
primary  use  of  the  club  facilities  is  personal. 
If  membership  entitles  the  member’s  entire 
family  to  use  the  facilities  of  the  club,  their 
use  as  well  as  his  will  be  considered  in  de¬ 
termining  whether  business  use  of  the  club 
exceeds  personal  use.  Where  the  primary  use 
of  the  club  facilities  is  in  furtherance  of  a 
trade  or  business  the  cost  of  the  club  dues 
or  fees  will  be  deductible  to  the  extent  of  the 
use  directly  related  to  (or  associated  with) 
the  active  conduct  of  business. 

Thus,  if  membership  in  a  club  costs  $100 
per  year  and  the  club  is  used  for  such  clear 
business  purposes  three-fourths  of  the  time, 
$75  will  be  deductible.  As  in  the  case  of 
other  facilities,  it  is  the  actual  use  of  the  club 
which  establishes  the  deductibility  of  the 
club  dues,  not  its  availability  for  use,  and 
not  the  taxpayer’s  principal  purpose  for  join¬ 
ing  the  club.  However,  this  does  not  mean 
that  out-of-pocket  business  entertainment 
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expenses  incurred  at  a  club  will  not  be  de¬ 
ductible  where  the  required  relationship  be¬ 
tween  the  entertainment  and  the  taxpayer’s 
trade  or  business  is  shown  to  exist.  Such 
expenses  will  be  deductible  under  the  rules 
applicable  to  entertainment  activities  with¬ 
out  regard  to  the  tax  treatment  of  club  dues. 

Club  dues  for  this  purpose  do  not  include 
dues  or  fees  paid  for  membership  in  such 
civic  organizations  as  Kiwanis,  Lions  Club, 
Rotary,  Civitan,  and  similar  groups  because 
these  organizations  are  not  social,  athletic  or 
sporting  clubs.  Similarly,  professional  asso¬ 
ciations  such  as  bar  associations  and  medical 
associations  are  not  considered  social,  ath¬ 
letic,  or  sporting  clubs.  Deductibility  of  these 
dues  will  not  be  affected  by  the  new  rules  of 
this  bill,  but  will  continue  to  be  governed 
by  the  rules  of  existing  law. 

3.  Business  gifts:  Under  the  bill,  deduc¬ 
tion  for  business  gifts  will  be  disallowed  to 
the  extent  that  the  total  gifts  during  the 
year  exceed  $25  with  respect  to  any  person. 
Where  gifts  are  made  to  the  wife  of  a  man 
who  has  a  business  contact  with  the  donor, 
these  gifts  are  considered  as  made  indirectly 
to  the  husband  (for  purposes  of  the  limita¬ 
tion)  . 

However,  your  committee  has  modified  the 
definition  of  “gift”  contained  in  the  House 
provision  so  that  items  of  a  clear  advertising 
nature  which  cost  $4  or  less  will  not  be  re¬ 
quired  to  be  taken  into  account  in  applying^ 
the  $25  limitation.  The  purpose  of  this 
modification  is  to  assure  that  businessmen 
who  advertise  their  products  or  services  by 
means  of  gifts  of  small  value,  commonly  de¬ 
scribed  as  specialty  advertising,  may  continue 
to  do  so  without  being  burdened  with  the 
maintenance  of  detailed  records  of  the 
amount  of  specialty  advertising  used  with 
respect  to  each  business  prospect.  This  ex¬ 
ception  which  includes  such  items  as  pens, 
desk  sets,  and  plastic  bags  and  cases,  will  ap¬ 
ply  only  if  the  donor’s  name  is  clearly  and 
permanently  imprinted  on  the  article. 

Another  modification  of  the  definition  of 
“gift”  involves  items  such  as  signs,  display 
racks,  or  other  promotional  material  donated 
to  a  retailer  by  a  producer  or  wholesaler  for 
use  on  the  business  premises  of  the  retailer. 
This  material,  generally  referred  to  as  point- 
of-purchase  advertising,  is  not  a  gift;  it  is 
simply  a  form  of  advertising  used  right  in 
the  store  to  aid  in  the  marketing  process.  As 
in  the  case  of  specialty  advertising  referred 
to  in  the  preceding  paragraph,  this  exception 
for  point-of-purchase  promotional  devices 
used  in  normal  business  operations  will 
eliminate  the  necessity  of  manufacturers  or 
wholesalers  (who  donate  the  promotional' 
material  to  retailers)  maintaining  detailed 
records  and  accumulating  costs  of  promo¬ 
tional  material  with  respect  to  each  donee. 

The  third  modification  of  the  defini¬ 
tion  of  “gift”  excludes  items  of  tangible 
personal  property  which  have  a  cost  to  the 
taxpayer  of  $100  or  less  if  the  item  is 
awarded  to  employees  by  reason  of  length  of 
service  or  for  safety  achievement.  It  is  a 
common  practice  of  many  employers  to  give 
such  items  as  pins  or  watches  to  employees 
upon  their  completion  of  a  specified  number 
of  years  of  satisfactory  employment  or  in 
recognition  of  some  safety  achievement. 
Your  committee  felt  that  gifts  for  these 
purposes  which  serve  to  strengthen  the  rela¬ 
tionship  between  business  and  its  employees 
should  not  be  discouraged  by  the  tax  law. 
This  exception  will  permit  the  practice  to 
continue  under  the  rules  of  existing  law. 

There  is  the  possibility  of  overlapping  ap¬ 
plication  of  the  entertainment  expense  and 
gift  provisions  in  this  new  section.  An  item 
which  might  be  held  to  be  a  gift  might  also 
be  held  to  be  an  entertainment  expense. 
For  example,  tickets  to  a  theater  might  fall 
in  either  category.  Since  different  rules  will 
apply  depending  upon  the  category  in  which 
the  expense  item  falls,  specific  regulatory  au¬ 
thority  is  given  to  the  Secretary  of  the 
Treasury  or  his  delegate  to  prescribe,  in  cases 
where  both  provisions  would  otherwise  ap¬ 


ply,  which  provision  is  to  govern.  Thus,  a 
“gift”  of  theater  tickets  probably  would  be 
classified  as  coming  under  the  entertain¬ 
ment  provision,  while  a  book  probably  would 
be  classified  as  coming  under  the  gift  pro¬ 
vision. 

4.  Allocation  of  traveling  expenses:  Your 
committee  has  added  to  the  House  bill  a 
provision  which  will  require  taxpayers  to 
allocate  traveling  expenses  (including  meals 
and  lodging)  between  the  portion  of  a  trip 
which  is  for  a  business  purpose  and  the  por¬ 
tion  which  is  for  pleasure.  This  new  rule 
will  eliminate,  in  many  cases,  the  “but  for” 
rule  of  existing  law  under  which  a  taxpayer 
is  permitted  to  deduct  his  entire  traveling 
expenses  (even  where  a  substantial  portion 
of  the  time  away  from  home  is  for  purely 
personal  purposes)  if  he  is  able  to  establish 
that  the  primary  purpose  of  the  trip  was 
connected  with  a  trade  or  business.  This 
amendment  will  eliminate  abuses  whereby 
taxpayers  often  arrange  vacations  to  coin¬ 
cide  with  a  business  trip  so  that  they  there¬ 
by,  in  effect,  obtain  a  deduction  for  the  va¬ 
cation  travel.  However,  to  insure  that  this 
new  rule  will  not  impose  unreasonable  bur¬ 
dens  on  taxpayers  to  allocate  trips  between 
business  and  personal  purposes  where  the 
duration  of  travel  is  only  for  a  short  period, 
your  committee  has  provided  that  the  allo¬ 
cation  rule  is  not  to  apply  where  the  period 
the  taxpayer  is  away  from  home  does  not 
exceed  1  week,  or  where  the  time  spent  on 
the  personal  portion  of  the  trip  is  less  than 
25  percent  of  the  entire  period  the  taxpayer 
is  away  from  home  on  the  trip.  Where  no 
allocation  is  required  to  be  made,  deduction 
of  traveling  expenses  will  continue  to  be 
governed  by  the  primary  purpose  test  of 
existing  law. 

5.  Disallowance  of  expenditures  not  sub¬ 
stantiated:  Under  the  bill,  taxpayers  will  be 
required  to  substantiate  their  entertain¬ 
ment  and  related  expenses,  their  traveling 
expenses  and  gift  expenses.  The  bill  pro¬ 
vides  that  the  taxpayer  must  substantiate 
by  adequate  records  or  by  other  sufficient 
evidence  corroborating  his  own  statement: 
the  amount  of  such  expense  or  other  item; 
the  time  and  place  of  the  travel,  entertain¬ 
ment,  amusement,  recreation,  or  use  of  the 
facility,  or  the  date  and  description  of  the 
gift;  the  business  purpose  of  the  expense; 
and  the  business  relationship  to  the  tax¬ 
payer  of  the  person  entertained,  using  the 
facility,  or  receiving  the  gift. 

This  provision  is  intended  to  overrule,  with 
respect  to  such  expenses  the  so-called  Cohan 
rule.  In  the  case  of  Cohan  v.  Commissioner, 
39  F.  2d  540  (C.A.  2d,  1930) ,  it  was  held  that 
where  the  evidence  indicated  that  a  taxpayer 
had  incurred  deductible  expenses  but  their 
exact  amount  could  not  be  determined,  the 
court  must  make  “as  close  an  approximation 
as  it  can”  rather  than  disallow  the  deduction 
entirely.  Under  your  committee’s  bill,  the 
entertainment,  etc.,  expenses  in  such  a  case 
would  be  disallowed  entirely. 

The  requirement  that  the  taxpayer’s  state¬ 
ments  be  corroborated  will  insure  that  no  de¬ 
duction  is  allowed  solely  on  the  basis  of  his 
own  unsupported,  self-serving  testimony. 
However,  the  degree  of  corroboration  required 
to  support  a  claimed  deduction  will  vary  as 
respects  the  business  relationship  and  pur¬ 
pose,  the  time  and  place,  and  the  amount  of 
the  expense.  Thus,  oral  testimony  of  the 
taxpayer  together  with  circumstantial  evi¬ 
dence  available,  may  be  considered  “suf¬ 
ficient  evidence”  for  the  purpose  of  establish¬ 
ing  the  business  purpose  required  under  the 
new  provision.  However,  oral  testimony  of 
the  taxpayer  plus  more  specific  evidence 
would  be  required  to  be  “sufficient  evidence” 
as  to  the  amount  of  an  expense. 

Generally,  the  substantiation  requirements 
of  the  bill  contemplate  more  detailed  record¬ 
keeping  than  is  common  today  in  business 
expenses  diaries.  However,  a  clear,  contem¬ 
poraneously  kept  diary  or  account  book  con¬ 
taining  information  with  respect  to  the  date, 
amount,  nature  and  business  purpose  of  the 


expense  may  constitute  an  adequate  record 
under  this  provision.  Moreover,  expendi¬ 
tures  merely  incidental  to  entertainment, 
travel,  etc.  (such  as  taxicab  fares,  tips,  and 
similar  payments)  will  be  deductible  if  they 
are  substantiated  by  such  a  diary,  account 
book,  or  similar  record. 

The  following  example  illustrates  the  oper¬ 
ation  of  the  requirements  of  this  provision: 
Taxpayer  establishes  that  he  traveled  from 
California  to  New  York  on  business.  He 
should  retain  receipts  for  his  transportation 
and  hotel  expenses  while  in  New  York.  How¬ 
ever,  expenses  incidental  to  that  trip  such 
as  taxicab  fare,  tips,  business  luncheons, 
etc.  could  be  substantiated  by  entries  in  a 
diary. 

Your  committee  does  not  intend  by  this 
substantiation  requirement  to  deny  a  tax¬ 
payer  deductions  for  entertainment,  etc., 
expenses  where  he  has  no  records,  if  it  can 
be  shown  that  the  failure  to  produce  sub¬ 
stantiating  records  was  due  to  circumstances 
beyond  his  control,  such  as  destruction  of  his 
records  by  fire  or  flood.  In  such  a  case,  the 
taxpayer  will  be  permitted  to  reconstruct 
the  business  entertainment,  travel,  or  gift 
expenses  incurred  by  him  in  the  taxable  year. 

Under  the  bill,  the  Secretary  or  his  delegate 
may,  by  regulation,  prescribe  certain  situa¬ 
tions  in  which  the  substantiation  require¬ 
ments  will  not  be  applied.  For  example,  it 
may  be  provided  that  substantiation  will  not 
be  required  for  traveling  expenses,  where 
such  expenses  (including  the  cost  of  meals 
and  lodging)  do  not  exceed  prescribed  mini¬ 
mum  amounts.  This  will  be  of  special  bene¬ 
fit  to  employees  whose  per  diem  allowance 
while  traveling  is  within  limits  established 
by  the  Secretary  under  this  provision.  Thus, 
if  regulations  are  issued  under  which  sub¬ 
stantiation  will  not  be  required  for  traveling 
or  entertainment  expenses  where  per  diem 
allowances  do  not  exceed  125  percent  of  per 
diem  allowed  a  Government  employee  in 
the  same  locality,  it  would  be  sufficient  evi¬ 
dence  for  purposes  of  the  substantiation  rule 
to  establish  only  the  amount  of  the  allow¬ 
ance  and  the  fact  that  the  business  travel 
occurred. 

6.  Exceptions  where  disallowance  provi¬ 
sions  will  not  apply:  The  bill  contains  nine 
exceptions  to  the  general  disallowance  pro¬ 
vision  described  above  under  heading  1  or  2. 
Where  an  expense  falls  within  one  of  the 
enumerated  exceptions,  the  item  will  con¬ 
tinue  to  be  deductible  to  the  same  extent  as 
allowed  by  existing  law.  However,  the  new 
substantiation  requirements  (discussed  un¬ 
der  heading  5)  will  have  to  be  satisfied  with 
respect  to  any  such  expense.  The  exceptions 
are  as  follows: 

(a)  Expenses  for  food  and  beverages  furn¬ 
ished  under  circumstances  which  are  of  a 
type  generally  considered  to  be  conducive 
to  a  business  discussion.  The  question  as 
to  whether  the  circumstances  are  conducive 
to  a  business  discussion  are  to  be  tested  by 
such  standards  as:  First,  the  surroundings 
in  which  the  meal  or  beverage  was  furnished; 
second,  the  taxpayer’s  trade  or  business  or 
income-producing  activity;  and  third,  the  re¬ 
lationship  to  such  trade,  business,  or  ac¬ 
tivity  of  the  persons  to  whom  the  food  and 
beverages  were  furnished.  Under  this  ex¬ 
ception,  the  general  custom  of  entertaining 
business  guests  at  meals  in  restaurants  and 
hotels  would  not  be  disallowed  if  they  meet 
the  ordinary  and  necessary  test  of  existing 
law.  This  should  leave  undisturbed  the  most 
significant  portion  of  goodwill  entertain¬ 
ment  conducted  in  this  country.  However, 
under  this  exception,  it  will  not  be  possible 
to  deduct  luncheon  expenses  of  a  so-called 
reciprocity  luncheon  group  under  which  a 
group  of  businessmen  frequently  lunch  to¬ 
gether  and  alternate  in  paying  the  check 
(and  claiming  it  as  a  business  expense  de¬ 
duction).  This  practice  is  not  connected 
with  a  trade  or  business  but  is  a  personal 
or  social  expenditure  which  is  not  deductible 
under  existing  law. 
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(b)  Expenses  for  food  and  beverages  (and 
facilities  used  in  connection  with  them) 
furnished  on  the  business  premises  of  the 
taxpayer  primarily  for  his  employees.  This 
is  intended  to  exclude  from  the  disallow¬ 
ance  provision  such  facilities  as  a  company 
cafeteria  or  an  executives’  dining  room.  This 
exception  would  continue  to  apply  even 
though  guests  are  occasionally  served  in  the 
cafeteria  or  dining  room. 

(c)  Goods,  services,  and  facilities  to  the 
extent  that  the  entertainment,  amusement, 
or  recreation  (or  use  of  the  facility)  is 
treated  on  the  taxpayer’s  return  with  re¬ 
spect  to  the  recipient  of  the  entertainment 
as  compensation  paid  to  an  employee  and 
from  which  income  tax  is  withheld.  For 
example,  if  the  taxpayer  permitted  an  em¬ 
ployee  to  use  a  yacht  for  a  vacation  and 
treated  the  expenses  for  its  use  as  com¬ 
pensation  paid  to  the  employee  for  purposes 
of  the  withholding  tax  and  for  purposes  of 
the  taxpayer’s  tax  return,  maintenance  and 
crew  costs  attributable  to  such  use  would 
be  deductible  in  full  because  of  this  excep¬ 
tion.  On  the  other  hand,  where  a  yacht 
was  used  exclusively  for  business  entertain¬ 
ing  the  salaries  paid  to  the  captain  and 
crew,  even  though  they  were  treated  as 
compensation  and  withheld  on,  would  not 
come  within  this  exception  because  they  are 
not  the  recipients  of  the  entertainment. 
Rather,  the  deductibility  of  the  salaries 
would  be  determined  under  the  general  rule 
df  the  provision  as  an  expense  with  respect 
to  an  entertainment -type  facility. 

(d)  Expenses  paid  or  incurred  by  the  tax¬ 
payer  where  he  pays  or  incurs  the  ex¬ 
penses  for  his  employer  or  a  client,  customer, 
etc.,  and  where  he  is  reimbursed  by  the  em¬ 
ployer  or  client,  etc.  This  is  designed  to  pre¬ 
vent  the  double  disallowance  of  a  single  ex¬ 
penditure,  once  to  the  employee  or  practi¬ 
tioner,  etc.,  and  a  second  time  to  the  em¬ 
ployer  or  client,  etc.  This  provision  will  not 
apply,  however,  in  the  case  of  an  employee 
where  the  employer  treats  the  amount  paid 
to  him  as  compensation.  It  also  will  not 
apply  in  the  case  of  a  practitioner,  etc.,  un¬ 
less  he  accounts  to  the  client,  etc.,  for  the 
expenses  incurred.  The  accounting  must 
represent  sufficient  substantiation  to  meet 
tile  tests  set  out  under  heading  No.  5.  Thus, 
if  a  lawyer  enters  into  a  fee  arrangement 
under  which  his  client  agrees  to  reimburse 
him  for  expenses  (including  entertainment 
expenses)  the  exception  will  not  apply  un¬ 
less  he  accounts  to  his  client  sufficiently  to 
enable  the  client  to  substantiate  the  expen¬ 
ses  as  required  by  the  bill. 

(e)  Expenses  incurred  for  recreation,  so¬ 
cial,  or  similar  activities  (including  facilities) 
primarily  for  the  benefit  of  employees.  The 
employees  referred  to  in  this  case  are  those, 
other  than  officers,  shareholders,  or  highly 
compensated  employees.  An  individual 
would  be  considered  a  shareholder  only  if  he 
(taking  into  account  holdings  of  members 
of  his  family)  holds  an  interest  in  the  cor¬ 
poration  of  10  percent  or  more.  This  cate¬ 
gory  is  intended  to  pertain  to  the  usual  em¬ 
ployee  fringe  benefit  programs,  such  as  ex¬ 
penses  of  operating  a  company  swimming 
pool  or  baseball  diamond,  as  well  as  the  ex¬ 
penses  of  the  annual  company  picnic  or 
Christmas  office  party. 

(f)  Expenses  directly  related  to  business 
meetings  of  the  taxpayer’s  employees,  stock¬ 
holders,  agents,  or  directors.  While  this 
category  will  apply  to  business  meetings 
where  some  social  activities  are  provided,  it 
is  not  intended  to  apply  to  gatherings  which 
are  primarily  for  social  purposes  rather  than 
for  the  transaction  of  the  employer’s  or  com¬ 
pany’s  business. 

(g)  Expenses  directly  related  and  neces¬ 
sary  to  attendance  at  a  business  meeting  of 
an  organization,  such  as  a  trade  association, 
chamber  of  commerce,  real-estate  board,  etc., 
described  in  section  501(c)(6)  of  the  code. 

Expenses  for  goods,  services,  and  fa- 
cilities  made  available  to  the  general  public 
by  the  taxpayer.  This  pertains  to  expenses 


for  the  entertainment  of  the  general  public 
by  means  of  television,  radio,  newspapers, 
and  the  like.  It  also  permits  deductions  for 
expenses  for  parks,  etc.,  maintained  by  com¬ 
panies  where  the  general  public  may  attend. 
Expenses  of  distributing  samples  to  the  gen¬ 
eral  public  would  also  come  within  this 
exception. 

(i)  Expenses  for  goods  or  services  (in¬ 
cluding  the  use  of  facilities)  which  are  sold 
by  the  taxpayer  in  a  bona  fide  transaction 
for  an  adequate  and  full  consideration  in 
money  or  money’s  worth.  This  exception  is 
designed  to  insure  that  a  taxpayer  who  sells 
entertainment  to  others  will  be  allowed  to 
deduct  expenses  of  producing  that  entertain¬ 
ment.  Thus  salaries  paid  to  employees  of 
nightclubs  and  amounts  paid  to  performers 
other  than  employees  will  continue  to  be  de¬ 
ductible  by  the  operator.  Moreover,  since 
this  type  of  expense  is  not  considered  to  be 
“entertainment”  the  detailed  substantiation 
requirements  prescribed  in  this  bill  will  not 
apply. 

7.  Interest,  taxes,  casualty  losses:  The  re¬ 
strictions  provided  by  the  bill  are  not  to  ap¬ 
ply  with  respect  to  items  which  are  deduc¬ 
tible  under  specific  provisions  of  law  which 
apply  both  to  business  and  nonbusiness  tax¬ 
payers.  Thus,  deduction  for  interest  paid  on 
a  loan  to  acquire  an  entertainment  facility 
or  property  taxes  paid  with  respect  to  it 
would  continue  to  be  allowed  as  a  deduction, 
whether  or  not  the  entertainment  facilities 
meet  the  tests  of  the  new  provision. 

8.  Treatment  of  entertainment-type  fa¬ 
cilities  :  Under  the  bill,  if  deductions  with  re¬ 
spect  to  entertainment-type  facilities  are 
disallowed,  the  disallowed  portion  is  to  be 
treated  as  an  asset  which  is  used  for  person¬ 
al,  living,  and  family  purposes,  rather  than 
as  an  asset  used  in  the  trade  or  business. 
Under  this  provision  the  basis  of  such  an  en¬ 
tertainment-type  facility  will  be  adjusted  for 
purposes  of  computing  depreciation  deduc¬ 
tions  and  determining  gain  or  loss  on  the 
sale  of  such  facility  in  the  same  manner  as 
other  property  (for  example,  a  residence) 
which  is  regarded  as  used  partly  for  business 
and  partly  for  personal  purposes.  Thus,  if  a 
taxpayer  has  a  yacht  which  is  used  three- 
fourths  for  direct  business  entertainment 
purposes,  and  he  ordinarily  would  be  enti¬ 
tled  to  $1,000  for  depreciation  with  respect  to 
the  yacht  (if  it  were  used  entirely  for  busi¬ 
ness)  ,  $250  of  this  amount  would  be  disal¬ 
lowed  as  a  depreciation  deduction  and  would 
be  included  as  a  part  of  the  basis  of  an  asset 
not  used  in  the  taxpayer’s-  business. 

9.  Meals  and  lodging  while  in  travel  sta-T 
tus :  The  bill,  as  amended  by  your  committee 
makes  clear  that  the  deduction  provided  for 
traveling  expenses  by  section  162(a)  (2)  of 
present  law  is  not  to  include  expenses  for 
meals  and  lodging  which  are  lavish  or  ex¬ 
travagant  under  the  circumstances. 

10.  Effective  date:  The  amendments  made 
by  this  provision  are  to  apply  with  respect 
to  taxable  years  ending  after  December  31, 
1962,  but  only  in  respect  of  periods  after 
that  date. 


COMMITTEE  MEETING  DURING 

SENATE  SESSION  TOMORROW 

Mr.  SMATHERS.  Mr.  President,  I 
ask  unanimous  consent  that  the  Hous¬ 
ing  Subcommittee  of  the  Committee  on 
Banking  and  Currency  may  be  author¬ 
ized  to  meet  during  the  session  of  the 
Senate  tomorrow. 

The  PRESIDING  OFFICER.  With¬ 
out  objection,  it  is  so  ordered. 


S.  538.  An  act  to  amend  section  205  of  the/ 
Federal  property  and  Administrative  Service 
Act  of  1949  to  empower  certain  officers  ghd 
employees  of  the  General  Services  Ad 
tration  to  administer  oaths  to  any  person; 

S.  981.  An  act  to  extend  certain  authority 
of  the  Secretary  of  the  Interior  exercised 
through  the  Geological  Survey  o y  the  De¬ 
partment  of  the  Interior,  to  areas /futside  the 
national  domain; 

S.  1208.  An  act  to  amend  Pjfblic  Law  86- 
506,  86th  Congress  (74  Stat./199),  approved 
June  1,  1960; 

S.  2008.  An  act  to  amend  the  act  of  Sep¬ 
tember  16,  1959  (73  Stat.y!(61,  43  U.S.C.  615a), 
relating  to  the  construction,  operation,  and 
maintenance  of  the  Sjfokane  Valley  project; 

S.  2399.  An  act  tcyprovlde  for  the  estab¬ 
lishment  of  the  Frederick  Doughlas  home  as 
a  part  of  the  pajk  system  in  the  National 
Capital,  and  for/other  purposes; 

S.  2916.  An  act  to  change  the  names  of  the 
Edison  Home/National  Historic  Site  and  the 
Edison  Laboratory  National  Monument,  to 
authorize  /he  acceptance  of  donations,  and 
for  other/purposes; 

S.  297A  An  act  to  revise  the  boundaries  of 
Capuhn  Mountain  National  Monument,  New 
Mexico,  to  authorize  acquisition  of  lands 
therein,  and  for  other  purposes; 

3112.  An  act  to  add  certain  lands  to  the 
:e  National  Forest  in  Colorado  and  the 
Carson  National  Forest  and  the  Santa  Fe  Na¬ 
tional  Forest  in  New  Mexico,  and  for  other 
purposes;  and 

S.  3174.  An  act  to  provide  for  the  division 
of  the  tribal  assets  of  the  Ponca  Tribe  of  Na¬ 
tive  Americans  of  Nebraska  among  the  mem¬ 
bers  of  the  tribe,  and  for  other  purposes. 


ADJOURNMENT  UNTIL  10  A.M. 
TOMORROW 

Mr.  SMATHERS.  Mr.  President, 
under  the  order  previously  entered,  I 
move  that  the  Senate  adjourn  until  to¬ 
morrow  morning  at  10  o’clock. 

The  motion  was  agreed  to;  and  (at  8 
o’clock  and  20  minutes  p.m.)  the  Sen¬ 
ate  adjourned,' pursuant  to  the  previous 
order,  until  tomorrow,  Wednesday, 
August  29,  1962,  at  10  o’clock  a.m. 


ENROLLED  BILLS  PRESENTED 

The  Secretary  of  the  Senate  reported 
that  on  today,  August  28,  1962,  he  pre¬ 
sented  to  the  President  of  the  United 
States  the  following  enrolled  bills: 


NOMINATIONS 

Executive  nominations  received  by  the 
Senate  August  28,  1.962: 

United  Nations 

following-named  persons  to  be  repre- 
tatives  of  the  United  States  of  America 
to  me  17th  session  of  the  General  Assembly 
of  thW  United  Nations : 

Adlai  E.  Stevenson,  of  Illinois. 

Francis  T.  P.  Plimpton,  of  New  York. 

The  follpwing-named  persons  to  be  repre- 
the  United  States  of  America 
to  the  17th\ession  of  the  General  Assembly 
of  the  United  Nations,  to  serve  no  longer 
than  DecembeAfil,  1962: 

Albert  A.  Gore\U.S.  Senator  from  the  State 
of  Tennessee. 

Gordon  Allott,  U^.  Senator  from  the  State 
of  Colorado. 

Arthur  H.  Dean,  of  New  York. 

The  following-namecNpersons  to  be  alter¬ 
nate  representatives  of  tse  United  States  of 
America  to  the  17th  session  of  the  General 
Assembly  of  the  United  Nations: 

Charles  W.  Yost,  of  New  Yo 

Philip  M.  Klutznick,  of  Ill; 

Jonathan  B.  Bingham,  of  : 

The  following-named  persons  Co  be  alter¬ 
nate  representatives  of  the  UniteaSstates  of 
America  to  the  17th  session  of  the'General 
Assembly  of  the  United  Nations,  to  s@fve  no 
longer  than  December  31,  1962: 

Carl  T.  Rowan,  of  Minnesota. 

Mrs.  Marietta  P.  Tree,  of  New  York. 
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HIGHLIGHTS:  Senate  passed  appropriations  continuation  measure.  Sen.  Yarborough 
commended  REA  program.  House  committee  reporteXbill  for  retirement  credit  for 
Tederal-State  cooperative  service. yHouse  passed  Vublic  works  acceleration  bill. 


HOUSE 

1.  PUBLIC  WORKS.  Passed  wi an  amendment  (inserting  thO\language  of  H.  R.  10113) 
S.  2965,  the  proposed  EOblic  Works  Acceleration  Act.  A\similar  bill,  H.  R. 
10113,  was  laid  on  tty  table,  pp.  16923-52 

Agreed  to  the  folloying  amendments  to  H.  R.  10113:  \  .  , ,  „  . 

By  Rep.  Wrighy^to  delete  the  provision  creating  an  Office  Public  Works 

Coordination'  any  Acceleration,  pp.  16939-40 

By  Rep.  Blatnik  to  provide  that  "No  part  of  any  allocation  y 

President  undlr  this  Act  shall  be  made  available  for  any  plannrng  Vconstruc 
tion,  directly  or  Indirectly,  of  any  school  or  other  educational  faulty. 

Scranton,  122  to  70,  to  allow  the  Federal  Government  to  confute 
up  to  1JFL  of  the  cost  of  public  works  projects,  pp.  16943-7 


Rejected  the  following  amendments  to  H.  R.  10113: 


’alow-  th^F^ial  Government  to  finance  the  eh> 

t/re  cost  of  public  works  projects  in  certain  cases,  pp.  1 


2 


>.  V  /  ,  /  I 

By  Rep.  Flynt  to  add  to  the  definition  of  "eligible  area"  any  "area  which 
tbe  governing  body  thereof  certifies  to  the  Secretary  of  Commerce  is  aj{  area 
of\substant ial  unemployment."  pp.  16947-8 


2.  FARM  LABOR.  Rep.  Derwinski  inserted  an  article,  "Priest  Wages  War  am  Migrants' 


Povert^ 


it 


pp.  16970-1 


PERSONNEL The  Post  Office  and  Civil  Service  Committee  reported' without  amend¬ 
ment  H.  R.\10539,  to  amend  the  Federal  Employees  Health  Benefits  Act  of  1959 
to  provide  additional  choice  of  health  benefits  plans  (H.  Kept.  2294) ,  and  with 
amendment  H.  R.  3258,  to  allow  credit  under  the  Civil  Servi/e  Retirement  Act 


to  certain  Federal  employees  for  service  in  Federal-State /cooperative  programs 
in  a  State  (H.  Kept.  2295).  p.  16973 

A  subcoramittee\of  the  Post  Office  and  Civil  Service  Committee  voted  to  re¬ 
port  to  the  full  committee  S.  1070,  to  amend  the  Federal  Employees  Life  Insur« 
&nce  Act  of  1954,  so\as  to  provide  for  an  additional /unit  of  life  insurance, 
p.  D787 


4.  LEGISLATIVE  PROGRAM.  Re^v  Albert  announced  that  oh  Thurs.,  Aug.  30,  the  rule 
to  send  the  farm  bill  to  conference  will  be  considered,  followed  by  H.  R,  d 

12712,  to  assist  the  State\to  provide  additional  facilities  for  research  at  i 
the  State  agricultural  experiment  stations.  /ip.  16959-60  " 


SENATE 


5.  APPROPRIATIONS.  Passed  without  amXndment/H.  J.  Res.  864,  the  appropriations 

continuation  measure  to  make  temporary/appropriations  until  September  30,  1962, 
for  those  departments  and  agencies  wWse  annual  appropriation  bills  have  not 
yet  been  enacted.  This  measure  will/npw  be  sent  to  the!  President,  pp. 16977-8, 
17010 

A  subcommittee  of  the  Appropriations 'Committee  approved  for  full  committee 
consideration  H.  R.  12870,  the  military  construction  appropriation  bill  for 
1963.  p.  D784 


6.  ELECTRIFICATION,  Sen.  Yarboro6gh  commended  thV.  REA  program  and  inserted  a 
letter  to  the  editor  by  REA/Administrator  Clapp\de fending  his  agency  against 
a  report  of  "Edison  Electric  Institute  Vice  President  Edwin  Vennard  as  charg-  1 
ing  that  the  Rural  Electrification  AdministrationXhas  overstepped  its  legisla-* 
tive  mandate  by  'promoting  Government  ownership  of 'the  electric  power  business', 
pp.  16984-5  7  X 


7.  TAXATION.  Continued  debate  on  H.  R.  10650,  the  proposed  Revenue  Act  of  1962 
(pp.  16987-17005,  17011-51).  By  a  vote  of  62  to  17,  tabled  an  amendment  by 
Sen.  Douglas  to  repeal  the  provision  of  law  providing  for  the  withholding  of 
income  tax  on  wages  and  salaries  (pp.  17045-6).  Pending  at  adjournment  was 
the  committee  amendment  to  permit  income  tax  deductions  for  farmers  for  land- 
clearing  expenses  (pp.  17049-51) , 


8.  OCEANOGRAPHY^  Conferees  were  appointed  on  S.  901,  to  provide  foi 
national  program  in  oceanography.  House  conferees  have  not  yet 
pp.  17010-11 


long-range 
sen  appointed. 


9. 


SAFETY./  The  Judiciary  Committee  reported  without  amendment  S.  J.  Res.\222,  to 
provide  for  the  designation  of  Oct.  1962  through  Oct.  1963  as  "Nationa\  Safe¬ 
ty  Council  50th  Anniversary  Year"  (S.  Rept.  1981).  p.  16974 


10.  F( 


:.IGN  TRADE.  Sen.  Smatbers  submitted  amendments  intended  to  be  proposed 
R.  11970,  the  proposed  Trade  Expansion  Act  of  1962.  p.  16975 
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cargo  and  nobody  knows  what  else  are 
onthe  way  to  Cuba. 

Tftte,  Madam  President,  is  not  rumor. 
It  is  aK. official  announcement  from  Tass, 
the  official  Russian  news  agency. 

The  ofiOcial  Russian  announcement 
was  published  by  the  New  York  Herald- 
Tribune  tod\y  in  an  article  from  Mos¬ 
cow  by  Mr.  David  Miller. 

So  heavy  haye  become  the  Russian 
shipments  to  Cuban  ports  that  foreign 
ships  are  being  Chartered  under  the 
hammer  and  sickle  so  carry  the  load. 

Tass  says  this  has  Been  going  on  since 
1957,  2  years  before  the'Communist  Dic¬ 
tator  Castro  took  over,  Vhich  may  ex¬ 
plain  what  a  lot  of  people  wondered 
about  where  Castro  got  his\support  for 
the  Castro  revolution.  \ 

How  long.  Madam  President,  do  we 
continue  to  “examine”,  as  President 
Kennedy  has  promised,  the  Soviet  inter¬ 
vention  in  Cuba — the  establishment  in 
fact,  of  a  Communist  beachhead  90  nines 
from  American  shores?  \ 

How  long  are  we  going  to  stand  for> 
the  flagrant  violation  of  the  Monroe 
Doctrine? 

So  that  the  facts  may  be  made  a  mat¬ 
ter  of  record,  I  ask  unanimous  consent 
to  include  in  my  remarks  the  article  by 
Mr.  Miller  from  Moscow. 

There  being  no  objection,  the  article 
was  ordered  to  be  printed  in  the  Record, 
as  follows: 

Red  Flow  to  Cuba 
(By  David  Miller) 

Soviet  exports  to  Cuba  have  increased  so 
much  that  foreign  ships  are  now  being i 
pressed  into  service  to  handle  the  cargoes/ 
Tass  news  agency  reported  last  night.  / 
Ships  from  West  Germany,  Norway,  and 
Greece  are  loading  in  Leningrad.  An  Ital¬ 
ian  ship  is  being  loaded  at  Novorossisjt  on 
the  Black  Sea.  A  Lebanese  ship  a/hd  a 
Liberian  ship  axe  in  Odessa.  A  West  Ger¬ 
man  ship  is  ready  to  leave  Riga.  / 

The  ships,  all  of  7,000  to  13,000  tons  dis¬ 
placement,  are  under  Soviet  charter  to  carry 
industrial  equipment,  flour,  paper,  and  fer¬ 
tilizer  to  Cuba,  according  to  a /Tass  report 
from  Odessa.  The  ships  wil y  bring  back 
raw  Cuban  sugar.  / 

In  reporting  the  departure  for  Cuba  yes¬ 
terday  of  5,000  tons  of  grai/  and  a  floating 
100-ton  dock  crane,  Tass  noted: 

“This  6,000-mile-long  /Shipping  line  is 
known  to  Soviet  vessels  /ince  1957. 

“Hundreds  of  thousands  of  tons  of  Soviet 
export  cargo  have  beery  transported  to  Cuba 
by  Sea — metal  and  g/ain,  automobiles  and 
tractors,  building  materials,  oil  and  mining 
equipment.  / 

“A  marine  ministry  official  told  Tass  the 
volume  of  Soviet-Cuban  maritime  shipment 
this  year  will  b/  double  over  last  year’s.” 

TBiSS  Srd-dsd  *  / 

“In  any  big  port  of  the  U.S.S.R.,  one  will 
see  today  ships  which  are  to  sail  for  the 
Cuban  shoraT  *  *  *  some  100  Soviet  ships 
are  converging  on  the  ports  of  Havana,  San- 
*  tiago,  and  Bienfuegos.” 

The  sta&mship  Ivan  Polzunov  is  about  to 
sail  fronVLeningrad  with  cars,  canned  food, 
and  geological  prospecting  equipment. 

The/liesel  vessel  Usolye  will  leave  Odessa 
with  15,000  tons  of  agricultural  fertilizer  for 
Cubsm  agricultural  cooperatives. 

The  10,000-ton  diesel  ship  Okhotsk  will 
le/e  the  Far  Eastern  port  of  Nakhodka 
ejfrly  next  month  with  timber  and  rice- 
Karvesting  and  grain-harvesting  combines. 


CIVIL  RIGHTS  LEGISLATION  / 

Mr.  CAPEHART.  Madam  President, 
today  marks  the  fifth  anniversary  of/fche 
Civil  Rights  Act  of  1957,  the  first/civil 
rights  law  enacted  by  the  Congress  in 
more  than  80  years  previous  to  that  date. 

That  law,  designed  to  protect  the  vot¬ 
ing  rights  of  American  citizens  regard¬ 
less  of  color,  race,  religion,  or  national 
origin  was  approved  under /the  Eisen¬ 
hower  Republican  administration. 
Specifically,  this  act  directed  the  Com¬ 
mission  on  Civil  Rights /to  investigate 
allegations  in  writing  .under  oath  or 
affirmation  that  certain  citizens  of  the 
United  States  are  being  deprived  of  their 
right  to  vote  and  to  have  that  vote 
counted  by  reason  /f  their  color,  race, 
religion,  or  national  origin;  to  study  and 
collect  informatio/  concerning  legal  de¬ 
velopments  constituting  a  denial  of  equal 
protection  of  the  law  under  the  Consti¬ 
tution;  and  t/  appraise  the  laws  and 
policies  of  the/Pederal  Government  with 
respect  to  equal  protection  of  the  laws 
Sunder  the  Constitution. 

\  This  law/was  followed,  under  the  same 
aoministration,  by  the  Civil  Rights  Act 
of  r06O  Which  further  strengthened  the 
1957  ac/by  giving  power  to  the  courts  to 
name  /special  voting  referees  when  it 
finds/  evidence  that  discrimination 
agamst  Negroes  exists,  with  the  referees, 
unafer  courts  jurisdiction,  being  able  to 
tape  appropriate  steps  to  insure  that 
qualified  Negros  are  able  to  register  and 
/ote.  We  are  witnessing  today  the  re¬ 
sults  of  this  law  enabling  qualified 
Negro  voters  to  register  and  vote. 

This  1960  strengthening  law  also  pro¬ 
vides  schooling  for  children  of  service¬ 
men  .whenever  desegregation  disputes 
lead  to  the  closing  of  locaTsschools  in  ad¬ 
dition  to  providing  criminal  penalties 
for  interference  with  court  desegregation 
orders.  It  further  made  possible  for  the 
Federal  Bureau  of  Investigation'to  enter 
cases  involving  bombings  of  schools, 
churches,  and  synagogues.  And  finally, 
it  provided  that  voting  records  must\be 
preserved  for  22  months  for  possible 
Federal  inspection.  ' 

Madam  President,  we  Republicans 
who  took  every  major  action  in  Civil 
Rights  from  the  Emancipation  Procla¬ 
mation  from  the  1860’s  to  the  1960’s  are 
happy  to  welcome  the  action  taken  by 
this  administration  on  the  poll  tax,  the 
first  such  civil  rights  action  taken  by  a 
Democrat  administration. 

Madam  President,  I  think  it  is  most 
fitting  for  us  to  commemorate  this  fifth 
anniversary  of  the  Civil  Rights  Act  of 
1957,  for  it  was  the  first  major  step  in 
implementing  the  inalienable  right  of 
all  American  citizens  to  vote  and  take  an 
active  part  in  American  political  life. 


REVENUE  ACT  OF  1962 

The  PRESIDING  OFFICER.  The 
Chair  lays  before  the  Senate  the  unfin¬ 
ished  business. 

Without  objection,  the  Senate  re¬ 
sumed  the  consideration  of  the  bill  (H.R. 
10650)  to  amend  the  Internal  Revenue 
Code  of  1954  to  provide  a  credit  for  in¬ 


vestment  in  certain  depreciable  property, 
to  eliminate  certain  defects  and  inequi¬ 
ties,  and  for  other  purposes. 

The  PRESIDING  OFFICER.  The 
question  is  on  agreeing,  en  bloc,  to  the 
committee  amendments  on  page  41,  line 
18,  and  page  42,  lines  4  to  10. 

Mr.  CLARK.  Madam  President,  a 
parliamentary  inquiry. 

The  PRESIDING  OFFICER.  The 
Senator  from  Pennsylvania  will  state  it. 

Mr.  CLARK.  Is  this  merely  a  routine 
request,  one  which  will  not  make  it  im¬ 
possible  for  me  later  to  oppose  the  com¬ 
mittee  amendment  to  insert  the  words 
“or  associated  with”? 

The  PRESIDING  OFFICER.  The 
Senator  is  correct. 

Mr.  CLARK.  May  I  be  recognized  and 
then  yield  for  the  purpose  of  having  the 
request  repeated? 

The  PRESIDING  OFFICER.  The 
Chair  has  laid  before  the  Senate  the 
unfinished  business  and  has  stated  the 
question.  The  Senator  from  Pennsyl¬ 
vania  may  proceed  with  his  remarks. 

Mr.  CLARK.  I  thank  the  Chair. 

My  position  is  consistent  with  the  posi¬ 
tion  I  took  on  June  20,  1960,  when  my 
amendment  to  impose  rigorous  restric¬ 
tions  on  expense  account  deductions  was 
adopted  by  the  Senate  by  a  vote  of  45 
to  39. 

In  opposing  the  committee  amendment 
now  pending,  I  am  taking  a  less  drastic 
position  than  the  one  taken  by  a  major¬ 
ity  of  the  Senate  only  2  years  ago. 

At  the  outset  I  should  state  that  my 
opposition  to  the  pending  amendment 
does  not  mean  that  I  do  not  earnestly 
believe  that  what  we  did  in  1960,  with 
the  help  of  my  good  friend,  the  junior 
Senator  from  Louisiana  [Mr.  Long],  we 
should  do  again.  It  merely  means  that 
for  present  purposes  I  share  the  views 
of  the  Senator  from  Tennessee  [Mr. 
Gore]  and  the  Senator  from  Illinois  [Mr. 
Douglas]  that  the  House  language  is 
infinitely  preferable  to  the  language  of 
the  Finance  Committee  amendment. 

Mr.  LONG  of  Louisiana.  Madam 
President,  will  the  Senator  from  Penn¬ 
sylvania  yield? 

Mr.  CLARK.  I  yield. 

Mr.  LONG  of  Louisiana.  As  one  who 
defended  the  Senator’s  position  in  the 
conference,  and  voted  with  him,  and 
actually  opposed  the  conference  report, 
let  me  say  that  in  my  judgment  what 
the  Senate  has  here  is  far  more  severe 
than  what  we  had  in  conference.  This 
provision  would  say  that  if  a  business¬ 
man  and  his  wife  entertain  a  client  and 
his  wife  at  dinner — a  client  who  might 
be  a  very  major  client,  and  one  whose 
business  might  be  most  important  to  the 
businessman — he  could  deduct  only  the 
cost  of  the  meal  of  the  client,  but  not  the 
cost  of  the  meal  of  the  wives. 

Our  position  a  year  ago  was  that  he 
could  deduct  the  cost  of  the  meals  of 
all  four  of  them.  So  our  position  then 
was  far  more  generous  in  this  area. 

Furthermore,  according  to  the  staff 
estimate,  this  amendment  would  bring 
in  an  additional  $85  million,  which  is  a 
great  deal  of  money. 
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Mr.  CLARK.  The  Senator  from 
Louisiana  is  certainly  entitled  to  his 
opinion.  In  the  next  few  minutes  I 
shall  endeavor  to  persuade  him — open- 
minded  as  he  always  is — that  he  is  in¬ 
correct  both  in  his  recollection  of  what 
we  did  in  1960  and  in  his  interpretation 
of  the  effect  of  this  committee  amend¬ 
ment — although  I  fear  that  at  the  end 
of  my  effort,  we  still  may  have  to  dis¬ 
agree. 

Mr.  LONG  of  Louisiana.  I  am  no  bet¬ 
ter  expert  on  the  amendment  than  is 
the  Senator  from  Pennsylvania.  He  is 
the  best  expert  of  what  he  had  in  mind 
when  he  offered  his  amendment.  But  I 
think  I  know  more  about  what  the  com¬ 
mittee  meant  when  we  put  the  amend¬ 
ment  in  this  bill. 

Mr.  CLARK.  Since  the  Senator  from 
Louisiana  has  raised  the  point,  let  me 
state,  in  brief  and  general  terms,  what 
the  Senate  did  in  June  of  1960,  in  con¬ 
nection  with  the  business- expense 
deduction.  At  that  time,  by  a  vote  of  45 
to  39,  we  provided  that  no  deduction 
shall  be  allowed  for  any  expense  paid  or 
incurred  for  entertainment,  except  that 
expenses  paid  or  incurred  for  food  or 
beverages  for  the  primary  purposes  of 
providing  an  opportunity  to  advance 
the  trade  or  business  of  the  taxpayer 
may  be  deducted.  We  also  prohibited 
all  gifts  exceeding  in  value  $10;  and  we 
also  prohibited  the  payment  of  dues  or 
initiation  fees  in  social  or  athletic  or 
sporting  clubs  or  organizations.  So  I 
submit  that  the  amendment  we  adopted 
in  1960  was  really  more  drastic  than 
the  House  language,  which  those  of  us 
who  oppose  the  committee  amendment 
are  presently  advocating. 

Madam  President,  I  turn  now  to  the 
three  little  words  in  the  committee 
amendment — “or  associated  with” — just 
three  little  words.  They  are  all  that  the 
Finance  Committee  added  to  the  basic  ex 
pense-account  provision  contained  in 
the  House  version  of  the  bill.  But  what 
a  whale  of  a  difference  those  three  little 
words  make.  By  using  them  as  a  vehi¬ 
cle  by  means  of  which  to  write  into  its 
report  more  lax  standards  for  entertain¬ 
ment  deductions  from  those  in  the 
House  version  of  the  bill,  the  Senate 
Finance  Committee  would  continue  to 
permit,  in  my  opinion,  the  great  bulk 
of  the  abuses  in  the  entertainment  area 
which  presently  exist  to  continue  un¬ 
abated.  By  inserting  these  three  little 
words,  the  majority  of  the  Senate  Fi¬ 
nance  Committee  have  very  effectively, 
in  my  opinion,  robbed  the  House  ver¬ 
sion  of  the  bill  of  most  of  its  effective¬ 
ness.  By  using  this  slight  statutory 
modification  as  an  opening  wedge,  the 
committee  in  its  report  has,  in  my 
opinion,  destroyed  the  simple,  but  effec¬ 
tive,  rule  which  the  House  developed 
after  18  months  of  strenuous  effort  in 
this  very  difficult,  technical,  and  trouble¬ 
some  area. 

The  House  version  poses  as  a  test  for 
the  deduction  of  entertainment  expenses 
the  requirement  that  the  expenses,  in 
addition  to  meeting  the  requirements  of 
the  present  law  and  with  certain  stated 
exceptions,  be  “directly  related  to  the 
active  conduct  of  the  trade  or  business.” 

fihe  report  of  the  House  Ways  and 


Means  Committee  explains  that  under 
this  test  the  taxpayer  is  required  to  show 
more  than  a  general  expectation  of  de¬ 
riving  some  income  at  some  indefinite 
future  time  from  the  making  of  the  en¬ 
tertainment-type  expenditure.  The 
House  Committee  repoxi;  states  that  the 
bill  would  not  allow  a  deduction  for  en¬ 
tertainment  expense  when  there  is  little 
or  no  possibility  of  conducting  business 
affairs  or  carrying  on  discussions  re¬ 
lating  thereto — such  as  when  the  tax¬ 
payer  is  absent  from  the  activity  or  when 
the  group  entertained  is  large  or  when 
substantial  distractions  exist — for  ex¬ 
ample,  at  the  Kentucky  Derby. 

These  basic  guidelines,  as  laid  down  by 
the  House,  are  clear  and  undei’standable 
for  the  taxpayers  and  for  the  revenue 
agents,  alike.  In  my  opinion,  they  will 
go  a  long  way  toward  eliminating  the 
abuses  in  connection  with  expense  ac¬ 
counts. 

I  would  go  further;  I  would  go  as  far 
as  the  Senate  went  in  1960 — as  far  as  the 
administration  originally  requested  last 
year.  But  certainly  we  can  improve  the 
bill  immeasurably  by  rejecting  the  com¬ 
mittee  amendment  and  returning  to  the 
House  language.  Enactment  of  the 
House  provision  would  end  many  unwar¬ 
ranted  tax  benefits  enjoyed  by  our  long¬ 
standing  and  ever-expanding  expense- 
account  aristocracy. 

Madam  President,  I  have  often  de¬ 
plored  the  fact  that  it  is  impossible  to  re¬ 
produce  cartoons  in  the  Congressional 
Record.  I  have  presently  pending  be¬ 
fore  the  Committee  on  Rules  and  Ad¬ 
ministration  a  resolution  which  would 
lift  the  face  of  the  Congressional  Rec¬ 
ord,  and  perhaps  would  make  it  more 
readable,  so  that,  therefore,  pei’haps  it 
would  be  of  greater  influence  in  the 
formulation  of  public  opinion  across  the 
country.  Would  it  not  be  a  wonderful 
thing,  Madam  President,  if  we  could 
have  Herblock’s  cartoons  reproduced  in 
the  Congressional  Record? 

This  digression  comes  to  my  mind 
because  of  a  wonderful  cartoon  I  remem¬ 
ber  seeing  in  the  New  Yorker  magazine 
4  or  5  months  ago.  It  showed  two  bald- 
headed,  rather  portly  businessmen  sit¬ 
ting  in  a  cocktail  bar,  sipping  martinis; 
and  one  said  to  the  other,  “Why,  the 
expense-account  deduction  is  just  as 
American  as  blueberry  pie.”  This  is 
what  I  fear  would  be  the  position  to 
which  we  would  be  giving  our  blessing  if 
we  were  to  accept  the  committee  amend¬ 
ment. 

I  hold  in  my  hand  a  cartoon  published 
in  June,  1960,  in  the  Washington  Post. 
It  shows  a  rather  portly  businessman, 
smoking  a  rather  long  cigar,  at  a  cocktail 
table,  and  accompanied  by  a  young  lady 
of  uncertain  appearance.  Two  empty 
martini  glasses  stand  on  the  table.  In 
the  background  is  a  palm  tree  and  a 
beautiful  new  moon.  The  gentleman  in 
question  is  saying  to  the  waiter — whose 
expression  I  can  only  describe  as  a  leer — 
“Two  more  glasses  of  food.” 

Again,  Madam  President,  I  do  wish  it 
were  possible  to  have  cartoons  repro¬ 
duced  in  the  Congressional  Record. 

Mr.  LONG  of  Louisiana.  Madam 
President,  will  the  Senator  from  Penn¬ 
sylvania  yield  for  a  question? 


Mr.  CLARK.  I  am  happy  to  yield  to 
my  friend,  the  Senator  from  Louisiana. 
I  have  enjoyed  many  a  good  meal  in 
New  Orleans,  but  at  my  own  expense. 

Mr.  LONG  of  Louisiana.  Will  the  Sen¬ 
ator  show  me  where  in  this  bill  that  car¬ 
toon  would  be  applicable?  In  other 
words,  will  he  show  me  where  the  com¬ 
mittee  amendment  would  permit  the 
man  to  entertain  that  lady  and  deduct 
that  expense? 

Mr.  CLARK.  I  shall  be  happy  to  do 
so,  but  first  I  would  prefer  to  complete 
my  speech.  If  the  Senator  wants  to 
reiterate  the  question  at  the  conclusion 
of  my  speech,  I  shall  be  glad  to  meet  him 
head-on,  but  I  would  like  to  get  on  with 
my  speech. 

Mr.  LONG  of  Louisiana.  While  he  is 
at  it,  I  would  like  to  have  him  support 
his  statement  that  a  safari  to  Africa 
can  be  allowed  by  the  committee  report, 
because  it  cannot  be.  It  is  expressly  pro¬ 
hibited.  I  would  like  to  have  him  show 
how  there  can  be  a  business  deduction 
for  Olivia  DeHaviland’s  gifts  to  her 
household  servants.  The  Senator  should 
not  give  misleading  examples.  I  know 
better  than  that,  but  the  Senator  should 
not  use  such  examples,  because  this  type 
of  thing  is  forbidden  by  the  law,  and  the 
committee  amendment  expressly  pro¬ 
hibits  it. 

If  the  Senator  will  use  examples  show¬ 
ing  that  this  is  allowed,  I  will  debate  it 
with  him,  but  he  should  not  use  illus¬ 
trations  on  which  we  have  gone  along 
with  him  in  excluding  from  the  bill  such 
deductions. 

Mr.  CLARK.  The  Senator  is  coming 
perilously  close  to  violating  rule  XIX, 
section  4,  of  the  Senate  Rules,  but  I  shall 
not  call  him  on  it.  If  he  will  do  me  the 
courtesy  of  remaining  for  the  remainder 
of  my  speech,  I  shall  be  glad  to  debate  it 
with  him. 

Madam  President,  these  three  little 
words  “or  associated  with”  have  injected 
a  new  breath  of  life  into  this  expense 
account  society  of  specially  privileged 
taxpayers  by  allowing  deductions  for  en¬ 
tertainment  expenditures,  such  as  trips 
to  horseraces  and  entertainment  at 
nightclubs.  Through  its  committee  re¬ 
port  language  interpreting  what  ex¬ 
penses  are  associated  with  the  active 
conduct  of  a  taxpayer’s  trade  or  busi¬ 
ness,  the  Finance  Committee,  in  my 
opinion,  has  reopened  the  Pandora’s  box 
of  expense  account  living  which  the 
House  clamped  shut  by  the  “directly 
related”  test. 

Under  the  Finance  Committee  test  as 
explained  in  the  committee’s  report,  it  is 
abundantly  clear  that  the  good  life,  at 
Government  expense,  continues  virtually 
unaffected.  To  illustrate — and  now  I 
ask  for  the  attention  of  my  friend  from 
Louisiana — I  ask  him  which  of  these 
actual  cases  described  in  the  detailed 
and  revealing  study  of  entertainment 
abuses  submitted  to  the  Congress  by  the 
Secretary  of  the  Treasury,  and  some  of 
which  are  discussed  in  the  supplemental 
views  of  the  Senator  from  Illinois  [Mr. 
Douglas],  would  be  affected  one  iota  if 
the  Finance  Committee  amendment  is 
approved. 

First,  I  call  to  the  attention  of  the 
Senators  from  Louisiana  and  Florida  the 
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case  of  a  corporation  engaged  in  manu¬ 
facturing  which  was  allowed  to  deduct 
$991,665  in  1959  for  yachts,  club  dues, 
shipboard  conventions,  hunting  and  fish¬ 
ing  trips  and  parties.  Do  my  friends  seri¬ 
ously  think  that,  under  the  “or  associated 
with”  amendment  of  the  Finance  Com¬ 
mittee,  these  expenditures,  which  have 
already  been  allowed,  would,  if  repeated, 
be  rejected? 

Mr.  LONG  of  Louisiana.  Every  one  of 
them  would  be  affected. 

Mr.  CLARK.  Every  one  of  them  would 
be  affected? 

Mr.  LONG  of  Louisiana.  By  the  com¬ 
mittee  amendment.  They  would  also  be 
affected  to  the  disadvantage  of  the  tax¬ 
payer. 

Mr.  CLARK.  The  Senator  says  “af¬ 
fected.”  That  is  a  big  word.  Does  the 
Senator  mean  they  would  be  disallowed? 

Mr.  LONG  of  Louisiana.  In  part. 
Some  in  whole;  some  in  part. 

Mr.  CLARK.  The  Treasury,  of  course, 
disagrees. 

Mr.  LONG  of  Louisiana.  It  does  not 
disagree  entirely.  It  disagrees  in  part. 

Mr.  CLARK.  Will  the  Senator  ex¬ 
plain? 

Mr.  LONG  of  Louisiana.  Every  one  of 
these  examples  has  to  meet  the  primary 
purpose  test  and  has  to  be  documented 
by  proof  on  the  part  of  the  taxpayer,  not 
his  unsupported  statement. 

Mr.  CLARK.  The  Senator  is  getting 
into  accounting.  I  am  talking  about  sub¬ 
stantive  law. 

Mr.  LONG  of  Louisiana.  The  Senator 
himself  offered  an  amendment  a  couple 
of.  years  ago  that  put  the  primary  pur¬ 
pose  test  in  there.  One  has  to  establish 
that  the  primary  purpose  of  the  enter¬ 
tainment  was  to  get  business.  Everyone 
of  those  deductions  must  meet  the  pri¬ 
mary  purpose  test. 

Mr.  CLARK.  But  the  primary  pur¬ 
pose  test  applies  only  to  entertainment 
facilities,  and  it  is,  in  turn,  modified  by 
the  “or  associated  with”  test. 

Mr.  LONG  of  Louisiana.  The  words 
“or  associated  with”  are  the  cause  of  the 
difference  between  the  House  and  the 
Senate  committee  reports;  but  one  must 
look  at  the  Senate  committee  report  to 
see  what  we  mean  by  the  words  “or 
associated  with.”  The  words  “or  asso¬ 
ciated  with”  carry  out  the  primary  pur¬ 
pose  test. 

Mr.  CLARK.  Then  what  is  the  pur¬ 
pose  of  the  words?  Why  not  strike  them 
out  if  they  are  meaningless? 

Mr.  LONG  of  Louisiana.  The  words 
are  here  for  this  reason :  The  House  com¬ 
mittee  wrote  the  language  “unless  the 
items  are  directly  related  to  the  active 
conduct  of  the  trade  or  business.” 

Mr.  CLARK.  What  is  wrong  with 
that? 

Mr.  LONG  of  Louisiana.  That  lan¬ 
guage  would  have  been  satisfactory  from 
the  point  of  view  of  most  of  those  con¬ 
cerned  about  this  matter  if  the  commit¬ 
tee  report  had  included  in  its  meaning 
the  general  rule  that  an  item  is  deducti¬ 
ble  if  it  is  directly  related  to  the  active 
conduct  of  the  trade  or  business.  Then 
there  follow  certain  specific  exceptions 
of  what  are  allowed  in  any  event.  Those 
are  very  limited  and  restricted  excep¬ 
tions. 


It  was  intended,  I  believe,  by  the  House 
when  it  adopted  the  language  “directly 
related  to” — which,  incidentally,  has  the 
same  meaning  as  the  words  “or  associ¬ 
ated  with” — that  certain  entertainment 
would  be  permitted  which  met  the  pri¬ 
mary  purpose  test.  That  is  what  the 
language  was  intended  to  mean,  but 
when  the  committee  report  was  reached 
on  the  House  side,  the  best  we  could 
arrive  at  was  that  the  taxpayer  was  not 
permitted  to  deduct  anything  under  the 
general  rule.  The  general  rule  was  so 
restricted  by  the  House  committee  report 
that  there  was  nothing  allowed  under 
the  general  rale  but  the  specific  excep¬ 
tions. 

Mr.  CLARK.  The  Senator  is  entitled 
to  his  opinion,  but  I  do  not  read  the 
House  committee  report  the  way  he  does. 
If  the  House  committee  report  does  not 
say  what  the  Senator  thinks  it  says,  then 
it  seems  to  me  it  more  than  strengthens 
our  view  that  we  do  not  need  the  words 
“or  associated  with”  and  that  they 
should  be  eliminated. 

Mr.  LONG  of  Louisiana.  The  primary 
difference  in  what  we  are  talking  about 
is  the  manner  in  which  the  two  com¬ 
mittee  reports  were  drafted.  One  can¬ 
not  find  much  to  argue  about  in  the  dif¬ 
ference  between  the  words  “directly  re¬ 
lated  to”  and  “or  associated  with.” 

Mr.  CLARK.  Why  is  the  Senator  ar¬ 
guing  about  them?  Why  do  we  not  take 
the  House  version? 

Mr.  LONG  of  Louisiana.  Because  we 
prefer  the  Senate  version.  We  require 
everybody  to  meet  the  primary  purpose 
test.  If  a  taxpayer  can  show,  for  ex¬ 
ample,  that  he  entertained  and  that  the 
primary  purpose  of  it  was  to  get  business, 
and  he  can  document  it  and  prove  it,  we 
prefer  that  he  be  able  to  deduct  the  ex¬ 
pense,  even  though  it  might  be  entertain¬ 
ment  at  a  night  club  or  a  country  club. 
We  feel  that  if  he  can  show  that  the 
principal  purpose  was  to  establish  a  busi¬ 
ness  relationship,  and  he  has  documen¬ 
tation  more  than  his  unsupported  state¬ 
ment  to  back  it  up,  and  the  entertain¬ 
ment  was  not  lavish  or  extravagant,  it 
should  be  allowed. 

Mr.  CLARK.  Under  the  circum- 
stances 

Mr.  LONG  of  Louisiana.  Surely,  un¬ 
der  the  circumstances. 

Mr.  CLARK.  That  is  the  joker 
there — under  the  circumstances. 

Mr.  LONG  of  Louisiana.  If  I  were  a 
New  York  lawyer  and  a  client  who  was 
giving  my  firm  a  lot  of  business,  let  us 
say  $200,000  a  year  in  fees,  showed  up 
in  New  York  with  his  wife,  I  would  ex¬ 
pect  to  take  him  to  a  show,  if  he  and  his 
wife  cared  to  go.  Unfortunately,  the 
committee  report  would  not  allow  me  to 
deduct  for  the  cost  of  the  meal  or  a 

ticket  for  his  wife - 

Mr.  CLARK.  Why  should  it? 

Mr.  LONG  of  Louisiana.  If  one  feels 
it  helps  him  in  his  business  to  entertain 
the  man,  and  that  if  he  does  not,  his 
competitor  is  going  to  entertain  him, 
that  becomes  necessary  entertainment  in 
my  opinion.  That  may  not  be  the  opin¬ 
ion  of  the  Senator  from  Pennsylvania. 

Mr.  CLARK.  No,  not  at  all.  Under 
the  standard  for  which  I  contend,  the 
competitor  would  not  be  entitled  to  en¬ 


tertain  the  customer,  either.  No  one 
would  be  provided  entertainment,  except 
at  his  own  expense. 

I  have  always  paid  for  my  own  enter¬ 
tainment.  I  am  sure  my  friend  from 
Louisiana  pays  for  his  own  entertain¬ 
ment.  Why  should  anybody  else  get 
away  with  something  we  do  not  permit 
ourselves  to  get  away  with? 

Mr.  LONG  of  Louisiana.  If  I  enter¬ 
tain  someone,  directly  related  to  busi¬ 
ness,  I  think  I  am  entitled  to  deduct  the 
expense,  and  I  will  deduct  it. 

Mr.  CLARK.  Does  the  Senator  un¬ 
dertake  to  deduct  business  expenses  for 
liquor  and  food,  in  connection  with  his 
own  salary?  I  do  not. 

Mr.  GORE.  Madam  President,  will 
the  Senator  yield? 

Mr.  CLARK.  I  do  not  wish  to  take 
the  privilege  away  from  my  friend  from 
Louisiana,  if  he  wishes  to  continue  the 
colloquy. 

Mr.  LONG  of  Louisiana.  I  think  I  am 
entitled  to  a  deduction,  if  I  provide  a 
meal  for  a  graduating  class  from  a 
school  in  Louisiana  which  is  passing 
through  town. 

Mr.  CLARK.  Surely,  but  not  for 
champagne,  which,  under  the  circum¬ 
stances,  might  be  considered  appro¬ 
priate. 

Mr.  LONG  of  Louisiana.  Frankly,  I 
cannot  afford  champagne  for  them,  so 
that  does  not  come  into  the  picture. 

With  regard  to  facilities,  the  commit¬ 
tee  report  is  drafted  to  provide  that  if  a 
yacht  is  used  less  than  50  percent  for 
business  purposes  the  person  involved 
cannot  deduct  5  cents  of  the  expense. 
However,  if  a  man  has  a  boat  and  he 
uses  it  more  than  50  percent  for  business 
purposes,  and  if  he  can  support  that  by 
more  than  his  own  assertion,  if  he  can 
prove  it  by  records  and  evidence,  and 
can  satisfy  the  people  from  the  Internal 
•Revenue  Service — who  are  hard  people 
to  satisfy,  as  the  Senator  knows — that  it 
was  used  more  than  50  percent  for  busi¬ 
ness  purposes,  then  he  should  be  able  to 
deduct  that  portion  of  the  expense  of  the 
yacht  which  was  used  for  business  pur¬ 
poses.  He  still  would  have  to  pay  for  the 
part  used  for  social  purposes.  That  is 
far  more  strict  than  existing  law. 

Mr.  CLARK.  I  take  it,  at  the  end  of 
this  colloquy,  my  friend’s  answer  to  my 
question — which  I  will  restate,  “Does  the 
Senator  believe  that  under  the  commit¬ 
tee  amendment  a  corporation  engaged 
in  manufacturing  would  no  longer  be 
allowed  to  deduct  $991,665  for  yachts, 
club  dues,  shipboard  conventions,  hunt¬ 
ing  and  fishing  trips  and  parties?” — is, 
“Perhaps  so;  perhaps  not;  perhaps  in 
part  but  certainly  not  in  whole.” 

Mr.  LONG  of  Louisiana.  It  might  be 
permitted  to  deduct  some  of  that  cost. 

Mr.  CLARK.  I  thank  the  Senator. 

Mr.  GORE.  Madam  President,  will 
the  Senator  yield? 

Mr.  CLARK.  I  am  happy  to  yield  to 
my  good  friend  from  Tennessee. 

Mr.  GORE.  Like  the  senior  Senator 
from  Pennsylvania,  the  junior  Senator 
from  Tennessee  is  perfectly  content  to 
have  the  distinguished  junior  Senator 
from  Louisiana  entertain  whatever  views 
he  desires  with  respect  to  the  propriety 
of  expense  accounts,  their  use  and  the 
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tax  deduction  therefor.  I  am  sure  the 
Senator  from  Pennsylvania  is  not  in  any 
way  arguing  with  the  right  of  our  friend 
from  Louisiana  to  entertain  the  views 
he  holds. 

Mr.  CLARK.  Certainly  not,  including 
the  right  to  entertainment.  But,  of 
course,  the  Senator  realizes  that  the  net 
result  is  that  Uncle  Sam  picks  up  52 
percent  of  the  check. 

Mr.  GORE.  I  think  there  are  two 
wrongs  involved  in  the  expense  account 
abuse,  at  least.  Perhaps  there  are  more 
than  two,  but  there  are  two  very  specific 
wrongs.  One  is  the  fact  that  the  tax¬ 
payer  is  discriminated  against.  Another 
is  the  fact  that  the  stockholders  of  many 
of  the  corporations  are  being  bilked  by 
the  abuse  of  expense  accounts  by  cor¬ 
porate  “insiders.” 

Mr.  CLARK.  The  Senator  is  quite 
correct. 

Mr.  GORE.  So  two  groups  of  people 
are  suffering  severely,  the  stockholders 
and  the  taxpayers. 

There  is  another  element  to  which 
the  President  devoted  a  good  deal  of 
attention  in  his  message  to  the  Con¬ 
gress.  That  relates  to  the  moral  fiber 
of  our  country,  to  a  sense  of  fairness  in 
our  tax  laws  and  its  importance  to  our 
society  and  to  the  system  of  taxation 
we  have,  which  essentially  depends  upon 
voluntary  compliance. 

Mr.  CLARK.  I  share  the  Senator’s 
view  that  this  is  a  great  moral  issue 
which  we  are  debating  today. 

Mr.  GORE.  I  am  not  sure  that  the 
third  element  is  not  more  important  than 
the  first  two,  in  the  long  run. 

Mr.  CLARK.  The  Senator  may  well  be 
correct. 

Mr.  GORE.  Is  not  the  parliamentary 
situation  as  follows:  The  President  and 
the  Secretary  of  the  Treasury  recom¬ 
mended  that  the  Congress  deal  vigor¬ 
ously  with  this  abuse  and  do  so  in  a 
manner  to  eliminate  it,  and  the  Treas¬ 
ury  Department  testified  at  great  length 
in  this  regard? 

Mr.  CLARK.  Let  me  interrupt  the 
Senator  to  say  that  I  am  perfectly  willing 
to  admit  on  the  floor,  for  the  record,  that 
I  have  had  the  assistance  of  Treasury 
Department  officials  in  preparing  the 
speech  I  am  now  making.  They  did  not 
write  it,  but  I  had  their  help  in  its 
preparation. 

Mr.  GORE.  There  are  very  compe¬ 
tent  men  serving  in  the  Treasury  Depart¬ 
ment. 

The  House  passed  a  bill,  did  it  not, 
which  was  not  as  stringent,  which  was 
not  as  effective,  which  was  not  as  rigid, 
as  the  President  and  the  Secretary  of  the 
Treasury  had  recommended? 

Mr.  CLARK.  The  Senator  is  correct. 

Mr.  GORE.  Is  it  not  also  true  that 
the  House  Committee  on  Ways  and 
Means  submitted  a  report  on  the  bill 
which  it  reported  to  the  House,  and 
which  the  House  subsequently  passed, 
which  states  the  clear,  concise,  effective 
and  understandable  legislative  intent  of 
the  language  of  the  bill? 

Mr.  CLARK.  That  is  my  own  strong 
view.  I  gather  the  Senator  from  Louisi¬ 
ana  feels  the  House  Ways  and  Means 
Committee  did  not  intend  the  language 
in  its  own  report. 


Mr.  GORE.  Is  it  not  true  that  the 
Senate  Committee  on  Finance  has  rec¬ 
ommended  that  an  amendment  be 
attached  to  the  bill  passed  by  the  House 
which  would  weaken  the  bill  and  in  some 
respects  make  it  even  worse  than  present 
law? 

Mr.  CLARK.  The  Senator  is  an  able 
and  valuable  member  of  the  Senate  Com¬ 
mittee  on  Finance  and  has  made  a  far 
greater  study  of  this  question  than  I 
have  been  able  to  make,  but  my  own  in¬ 
vestigation  confirms  what  the  Senator 
has  stated. 

Mr.  LONG  of  Louisiana.  Madam 
President,  will  the  Senator  yield? 

Mr.  CLARK.  I  am  happy  to  yield. 

Mr.  LONG  of  Louisiana.  Will  the 
Senator  show  me  where  in  the  report — 
which,  after  all,  interprets  the  lan¬ 
guage — there  is  anything  which  would 
make  the  law  more  favorable  to  the  tax¬ 
payer  than  existing  law? 

Mr.  CLARK.  I  am  not  talking  about 
the  report.  I  am  talking  about  the  words 
“or  associated  with.”  I  am  making  my 
whole  speech  in  the  endeavor  to  try  to 
convince  the  Senator  from  Louisiana 
and  other  Senators  that  these  three  little 
words  would  destroy  a  large  part  of  the 
House  bill  and  its  intent,  as  well  as  the 
President’s  intent. 

Mr.  LONG  of  Louisiana.  It  seems  to 
me  in  a  way  ungracious  for  the  President 
to  give  the  most  lavish  parties  in  the 
history  of  America  and  then  to  come 
out  with  the  statement  that  a  man 
should  not  be  able  to  deduct  the'  cost  of 
the  entertainment  of  a  man  and  his 
wife  for  business.  The  President  and 
the  First  Lady  give  parties  Cleopatra 
would  have  been  honored  to  be  invited 
to  attend. 

Mr.  CLARK.  I  refuse  to  yield  further 
in  that  regard.  If  the  Senator  wishes  to 
criticize  the  President  of  the  United 
States  in  extravagant  terms  on  the  floor 
of  the  Senate,  that  is  his  right,  but  I  will 
be  no  party  to  that. 

Mr.  LONG  of  Louisiana.  Let  me  say 
to  the  Senator  that  I  am  not  criticizing 
the  President.  There  is  nothing  immoral 
about  the  parties  he  is  giving.  I  think 
they  are  a  credit  to  America. 

Mr.  CLARK.  What  makes  the  Sen¬ 
ator  think  the  President  does  not  pay 
for  them  out  of  his  own  pocket? 

Mr.  LONG  of  Louisiana.  For  one 
thing,  we  give  him  our  own  Federal 
money  with  which  to  pay  for  them.  How 
much  do  we  allow  him?  I  believe  it  is 
about  $50,000  a  year,  for  which  he  does 
not  have  to  account.  I  voted  that  he 
would  not  have  to  account  for  it. 

Mr.  GORE.  Madam  President,  will  the 
Senator  from  Pennsylvania  yield? 

Mr.  CLARK.  I  am  happy  to  yield. 

Mr.  GORE.  Official  entertainment  by 
the  President  of  the  United  States  of 
distinguished  foreign  visitors,  or  citizens 
and  officials  of  our  Government  or  of 
other  governments,  is  one  thing,  while 
abuse  of  an  expense  account  to  disguise 
personal  expenditures  with  business  as¬ 
sociation,  about  which  the  President 
complained — and  those  were  his  words — 
is  an  entirely  different  thing.  It  is  the 
latter  subject  with  which  the  pending 
amendment  deals. 


August  29 

Mr.  CLARK.  In  my  opinion,  the 
junior  Senator  from  Tennessee  has 
placed  his  finger  on  the  clear  fallacy  in 
the  argument  of  the  junior  Senator  from 
Louisiana. 

Mr.  LONG  of  Louisiana.  Madam 
President,  will  the  Senator  yield? 

Mr.  CLARK.  I  yield  to  the  Senator 
from  Louisiana. 

Mr.  LONG  of  Louisiana.  The  point 
I  am  getting  to  is  that  businessmen  find 
it  necessary  to  entertain  in  their  busi¬ 
nesses. 

Mr.  CLARK.  Only  because  of  the 
customs  built  up  under  present  law. 

Mr.  LONG  of  Louisiana.  I  do  not 
agree  with  that  statement. 

Mr.  CLARK.  Let  us  agree  to  disagree 
and  let  me  get  on  with  my  speech. 

Mr.  LONG  of  Louisiana.  I  should  like 
to  again  ask  the  Senator  the  question 
he  has  not  yet  answered.  Wherein  does 
the  bill  before  the  Senate  fail  to  tighten 
up  on  present  law?  The  statement  has 
been  made  that  in  some  respects  it 
would  give  the  taxpayer  a  break  that  he 
is  not  getting  under  present  law.  Where¬ 
in  does  that  statement  occur  in  the  bill? 

Mr.  CLARK.  My  entire  speech  is  in¬ 
tended  to  show  instance  after  instance ' 
in  which  improper  deductions  would  be 
permitted  under  the  committee  amend¬ 
ment.  I  have  just  given  the  Senator  one 
instance,  and  he  has  refused  to  give  me 
a  categorical  answer.  He  has  said, 
“Maybe  yes,  maybe  no;  perhaps;  who 
knows?” 

I  have  about  six  additional  instances 
in  which  the  expenses  would  be  claimed 
as  a  deduction  under  the  committee 
amendment. 

Mr.  LONG  of  Louisiana.  Compared 
to  present  law? 

Mr.  CLARK.  Yes.  All  the  references 
in  the  Finance  Committee  report  to  the 
deductibility  of  goodwill  expenditures 
may  make  it  easier  as  a  matter  of  fact 
for  a  taxpayer  to  prove  his  case  under  the 
bill  than  under  present  law. 

Mr.  LONG  of  Louisiana.  I  told  the 
Senator  that  in  no  instance  would  a  tax¬ 
payer  get  any  better  break  than  he  gets 
under  present  law.  I  believe  if  the  Sena¬ 
tor  will  look  at  every  one  of  those  cases, 
he  will  find  that  in  every  instance  the 
taxpayer  would  be  worse  off  than  he 
would  be  under  present  law.  What  we 
have  sought  to  do  is  to  eliminate  abuses, 
but  we  have  also  sought  to  leave  legiti¬ 
mate  and  necessary  entertainment  ex¬ 
penses  incurred  in  the  course  of  business 
as  a  deduction  for  businessmen.  I  think 
we  should  do  that. 

Mr.  GORE.  Madam  President,  v/ill 
the  Senator  yield? 

Mr.  CLARK.  In  just  a  moment.  The 
Senator  from  Louisiana  is  entitled  to  his 
opinion,  but  the  Record  will  show  that 
I  completely  disagree  with  his  position, 
and  so  does  the  Treasury  Department  of 
the  United  States.  The  loophole  opened 
by  the  committee  language  is  far  broader 
than  he  has  indicated. 

Mr.  GORE.  I  know  the  Senator 
wishes  to  proceed  with  his  speech - 

Mr.  CLARK.  I  am  happy  to  yield. 

Mr.  GORE.  Does  not  the  Senator 
think  that  a  legislative  endorsement,  ac¬ 
ceptance,  and  condonement  of  many  of 
the  expense  account  abuses  which  would 
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be  made  possible  by  the  Senate  amend¬ 
ment,  and  particularly  with  the  majority 
committee  report  interpretation  of  the 
amendment,  would  do  serious  and  last¬ 
ing  damage  to  the  sense  of  fairness  that 
the  American  people  have  or  ought  to 
have  and  hope  to  have  with  respect  to 
our  tax  system?  Does  not  the  Senator 
think  that  that  would  constitute  a  seri¬ 
ous  attack  upon  the  moral  fiber  of  our 
tax  law? 

Mr.  CLARK.  I  do  indeed.  I  will  say 
to  my  friend  from  Tennessee  what  I  have 
had  occasion  to  say  on  the  floor  several 
times  during  the  last  9  months. 

The  Senate  is  losing  its  hold  on  the 
American  people.  The  Senate,  by  many 
of  the  actions  which  it  has  taken  since 
January,  has  tended  to  bring  itself  into 
disrepute  with  the  American  people. 
The  Senate  is  living  in  a  past  which  is 
gone.  Our  rules,  procedures,  practices, 
and  customs  are  entirely  out  of  touch 
with  the  modem  world.  I  would  dislike 
to  think  that  our  morals  and  ethics  are 
also  out  of  touch  with  the  high  standards 
which  a  Christian  nation  should  main¬ 
tain.  I  very  much  fear  that  if  we  should 
take  the  action  which  is  contemplated, 
we  would  be  subjected  justly  to  criticism 
for  having  lowered  moral  standards. 

Madam  President,  I  return  to  my  task 
of  endeavoring  to  persuade  my  good 
friends  from  Louisiana  and  Florida  that 
the  amendments  which  they  are  sup¬ 
porting  would  indeed  open  up  or  perpetu¬ 
ate,  as  the  case  may  be,  glaring  loopholes 
through  which  wealthy  taxpayers  and 
large  corporations  could  obtain  business 
expense  deductions  which,  under  normal 
ethical  standards,  should  not  be  per¬ 
mitted,  and  which  in  effect  would  deprive 
the  U.S.  Treasury  of  scores  of  millions 
of  dollars  annually  which,  in  my  opinion, 
the  Treasury  should  be  permitted  to  col¬ 
lect.  ,  .  ,  . 

I  turn  to  my  next  example,  which  is 
that  of  a  taxpayer  engaged  in  the  insur¬ 
ance  business,  who  is  allowed  to  deduct 
$97,500  for  meals,  lodging,  transporta¬ 
tion,  entertainment,  tickets,  books,  and 
gifts;  the  amount  covered  $6,000  for 
rental  of  an  apartment,  and  more  than 
$30,000  for  food,  beverages,  and  other 
entertainment.  I  ask  my  friends  wheth¬ 
er  those  deductions  would  not  again  be 
approved  under  the  committee  amend¬ 
ment,  in  part  at  least,  perhaps  in  major 
part— if  those  three  little  words  were 
inserted  in  the  pending  measure. 

I  note  no  reply,  so  I  go  on  to  the  third 
example,  which  is  that  of  a  manufac¬ 
turer  who  was  allowed  to  deduct  more 
than  $34,000  spent  on  liquor,  football 
tickets,  parties,  and  a  speedboat.  The 
expense  for  liquor  alone  totaled  $13,750. 
I  ask  again  whether  that  expenditure 
could  not  be  justified  on  the  ground  that 
it  was  associated  with  a  legitimate  busi¬ 
ness  enterprise. 

Again  I  hear  no  reply. 

Mr.  LONG  of  Louisiana.  Madam 
President,  will  the  Senator  yield? 

Mr.  CLARK.  I  am  happy  to  yield  to 
my  friend  from  Louisiana.  I  had  hoped 
that  we  would  make  a  little  legislative 
history— and  that  he  would  remain  in 
the  Chamber  to  do  so — to  show  that  all 
these  business  deductions  would  be  re¬ 
jected  under  the  tough  bill  which  he  says 


the  committee  wrote.  I  note  so  far  that 
he  has  been  unwilling  to  do  so. 

Mr.  LONG  of  Louisiana.  Can  the 
Senator  tell  me  whether  that  very  item 
would  be  directly  related  to  the  conduct 
of  a  trade  or  business? 

Mr.  CLARK.  I  think  it  would  be 
highly  unlikely  that  an  expenditure  of 
$13,750  for  liquor  alone,  unless  the  man 
was  in  the  whisky  business  and  was  giv¬ 
ing  out  samples  of  Old  Crow,  or  some¬ 
thing,  would  be  directly  related. 

Mr.  LONG  of  Louisiana.  Do  I  cor¬ 
rectly  understand  the  Senator  to  say 
that  under  those  circumstances  he  be¬ 
lieves  the  expenditure  would  be  directly 
related  to  the  conduct  of  business? 

Mr.  CLARK.  It  would  be  allowed 
under  present  law  but  disallowed  under 
the  House  bill.  The  committee  language, 
if  anything,  as  my  friend  from  Tennes¬ 
see  has  said  a  while  ago,  wTould  weaken 
present  law. 

Mr.  LONG  of  Louisiana.  The  Senator 
has  made  that  statement.  I  am  waiting 
for  him  to  produce  the  first  shred  of 
evidence  that  would  indicate  that  the 
present  law  would  be  weakened  in  any 
respect  so  far  as  expense  allowances  are 
concerned.  The  estimate  of  the  Treas¬ 
ury  Department  is  that  we  would  tighten 
on  the  present  law  by  $60  million  a  year. 
Our  estimate  and  our  staff’s  estimate  is 
that  we  would  tighten  the  present  law 
by  $85  million  a  year. 

But  I  have  yet  to  see  the  Department 
of  the  Treasury  or  one  of  our  staff  arrive 
at  the  conclusion  which  the  Senator 
from  Tennessee  and  the  Senator  from 
Pennsylvania  seem  willing  to  accept — 
that  there  is  a  single  case  in  which  a 
taxpayer  would  get  a  better  break  than 
he  does  under  present  law. 

Mr.  CLARK.  The  Senator  is  taking  a 
position  which  is  quite  peripheral  to  my 
main  argument.  The  Senator  from  Ten¬ 
nessee  is  quite  competent  to  defend  his 
own  position,  with  which  I  tend  to 
agree.  What  I  am  trying  to  persuade  my 
friend  from  Louisiana  and  what  I  am 
trying  to  persuade  the  Senate  is  that 
under  the  proposed  committee  amend¬ 
ment,  the  three  little  words  “or  associ¬ 
ated  with,”  would  permit  grave  expense 
account  abuses  which  would  not  be  per¬ 
mitted  if  we  went  back  to  the  language 
of  the  House  bill. 

The  Senator  wanted  to  discuss  the 
$13,000  that  some  corporation  deducted 
for  expenses  for  liquor.  It  would  be  nec¬ 
essary  to  look  at  the  specific  situation 
involved  in  every  one  of  these  expendi¬ 
tures  to  determine  what  portion  of  the 
expenditure  a  corporation  would  have  a 
right  to  deduct.  The  primary  buiden 
would  be  on  the  taxpayer  to  fill  out  that 
return. 

I  believe  we  have  pretty  well  nar¬ 
rowed  down  the  difference  of  opinion 
between  us.  However,  let  me  restate 
the  case.  A  manufacturer  was  al¬ 
lowed  to  deduct  more  than  $34,000  spent 
for  liquor,  football  tickets,  parties,  and 
a  speedboat.  In  the  opinion  of  the  Sen¬ 
ator  from  Pennsylvania  he  should  not 
be  entitled  to  deduct  1  cent  for  liquor 
not  1  cent  for  football  tickets,  not  1  cent 
for  parties,  and  certainly  not  1  cent  foi fa 
speedboat.  I  believe  this  narrows  the 
issue  between  us. 


Mr.  LONG  of  Louisiana.  I  believe  we 
understand  what  we  are  talking  about. 
There  are  some  of  us — that  is,  the  ma¬ 
jority  of  the  committee — who  feel  that 
under  certain  circumstances  a  business¬ 
man  should  be  able  to  deduct  some  of 
these  expenses. 

Mr.  CLARK.  I  shall  now  turn  to  my 
next  example. 

Mr.  BUSH.  Madam  President,  will  the 
Senator  yield? 

Mr.  CLARK.  I  yield. 

Mr.  BUSH.  Why  would  the  Treasury 
permit  the  deduction  of  that  kind  of 
thing  under  present  law? 

Mr.  CLARK.  It  is  my  understanding 
that  present  law  permits  the  deduction 
of  “ordinary  and  necessary”  business  ex¬ 
penses,  and  that  court  interpretations 
have  stretched  that  test  so  far  that  ex¬ 
amples  of  the  type  that  I  have  given 
have  been  allowed  under  those  court  de¬ 
cisions.  I  do  not  think  they  should  be 
allowed;  neither  does  the  President  of 
the  United  States.  In  each  instance  the 
President  of  the  United  States  has  stated 
that  if  we  accept  the  language  which  I 
recommend  it  would  be  impossible  to 
take  these  deductions  in  the  future. 
That  is  my  whole  point. 

Mr.  BUSH.  I  fully  agree  with  the  Sen¬ 
ator  that  that  type  of  deduction  is  ab¬ 
solutely  beyond  the  pale.  I  cannot  un¬ 
derstand  why  existing  law  would  permit 
such  deductions  to  be  taken. 

Mr.  CLARK.  I  am  not  a  great  tax 
lawyer,  although  I  did  practice  a  little 
tax  law  before  I  came  to  the  Senate.  I 
do  not  agree  with  these  court  interpre¬ 
tations,  but  they  stand,  and  the  Treasury 
is  bound  by  them. 

Mr.  BUSH.  Does  the  Senator  say  that 
the  examples  he  is  giving  are  the  result 
of  court  interpretation? 

Mr.  CLARK.  I  must  be  a  little  more 
sophisticated.  Many  result  from  Treas¬ 
ury  rulings  based  on  court  interpreta¬ 
tions.  Each  one  did  not  necessarily  rep¬ 
resent  a  court  ruling  itself.  I  believe 
that  the  most  outrageous  case  of  all  is  the 
Afi’ican  safari  case,  with  which  I  am  sure 
my  friend  from  Connecticut  is  familiar. 

Mr.  BUSH.  I  thank  the  Senator. 

Mr.  LONG  of  Louisiana.  Madam 
President,  will  the  Senator  yield? 

Mr.  CLARK.  I  yield. 

Mr.  LONG  of  Louisiana.  Does  not  the 
Senator  know  that  we  have  expressly 
said  that  African  safari  type  of  thing  is 
over  with  and  would  no  longer  be  pei- 
mitted  as  a  deduction? 

Mr.  CLARK.  I  hope  the  Senator  is 

correct. 

Mr.  LONG  of  Louisiana.  We  cited  it 
as  an  example  of  the  kind  of  thing  we 
wanted  to  have  prohibited  from  the 
standpoint  of  a  deduction  being  taken 
for  it. 

Mr.  CLARK.  Fine. 

Mr  LONG  of  Louisiana.  The  Senator 
admits  thart  at  least  in  that  respect  the 
committee  is  right  and  the  committee 
did  what  he  wants  it  to  do. 

Mr.  CLARK.  No.-  The  committee  re¬ 
port  does  not  prohibit  a  deduction  for  a 
safari.  It  merely  says  the  safari  is  not 
“advertisement” — it  is  entertainment. 
If  the  taxpayer  shows  it  was  “associ¬ 
ated  with”  a  business  purpose,  I  assume 
it  would  still  be  deductible.  The  new 
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words  “associated  with”  may  open  a 
loophole  from  which  other  abuses  may 
spring  in  the  future. 

Mr.  LONG  of  Louisiana.  The  Senator 
has  yet  to  produce  his  first  shred  of  evi¬ 
dence  that  that  would  be  the  case,  other 
than  the  unsupported  statement  of  the 
Senator  from  Tennessee. 

Mr.  CLARK.  The  Senator’s  interpre¬ 
tation  of  the  word  “evidence”,  is  different 
from  mine.  My  whole  speech  is  compe¬ 
tent  and  relevant  evidence  in  opposition 
to  the  amendment. 

Mr.  LONG  of  Louisiana.  The  Senator 
has  yet  to  produce  his  first  example  in 
which  a  person  would  be  paying  more 
taxes  under  the  amendment  than  he  was 
paying  before. 

Mr.  CLARK.  I  will  not  argue  further 
with  my  friend  from  Louisiana.  I  have 
produced  3  examples.  My  friend  does 
not  agree  with  me  on  those  examples.  I 
believe  we  should  let  the  Senate  decide 
whether  he  is  right  or  I  am  right. 

Mr.  SMATHERS.  Madam  President, 
will  the  Senator  yield? 

Mr.  CLARK.  I  yield. 

Mr.  SMATHERS.  The  example 
which  the  Senator  from  Pennsylvania 
has  cited,  and  which  he  apparently  ob¬ 
tained  from  the  examples  which  the  Sec¬ 
retary  of  the  Treasury  brought  to  us  and 
put  in  the  record,  are  examples  on  which 
we  agree  with  him. 

Mr.  CLARK.  Some  were  related 
there,  and  some  were  brought  to  my  at¬ 
tention  later. 

Mr.  SMATHERS.  They  are  pretty 
bad  examples.  The  unfortunate  fact  is 
that  under  present  law  the  Secretary  of 
the  Treasury  settled  60  of  those  69  ex¬ 
amples.  He  agreed  to  do  that  under 
present  law.  The  Senator  from  Con¬ 
necticut  [Mr.  Bush]  asked  how  it  was 
possible  that  this  could  be  done  under 
present  law.  In  the  years  1958,  1959, 
1960,  and  1961,  the  Treasury  Department 
agreed  to  these  settlements.  Then  rep¬ 
resentatives  of  the  Treasury  Department 
came  to  us  and  said  this  ought  to  be 
stopped.  We  agreed.  That  is  what  we 
have  attempted  to  do  in  the  bill.  We 
have  tried  to  see  to  it  that  only  legiti¬ 
mate  business  expenses  will  be  allowed. 

Mr.  CLARK.  If  the  Senator  will  per¬ 
mit  me  to  continue  now,  I  shall  be  glad 
to  yield  to  him  later. 

I  believe  that  for  the  benefit  of  our 
friend  from  Connecticut  we  ought  to 
point  out  that  most  of  these  rulings  of 
the  Treasury  Department  were  made  in 
large  part  during  the  Eisenhower  ad¬ 
ministration,  which  took  a  somewhat  dif¬ 
ferent  view  of  the  expense  account  situ¬ 
ation  than  does  the  Kennedy  adminis¬ 
tration. 

Moreover,  I  believe  that  in  justice  to 
the  Treasury  Department  I  should  make 
the  statement,  to  which  I  suspect  my 
friend  from  Florida  and  my  friend  from 
Connecticut  will  agree,  that  the  Treas¬ 
ury  Department  has  in  its  employ  very 
able,  competent,  and  honest  tax  lawyers, 
and  that  the  Department  would  be  highly 
unlikely  to  settle  such  cases  out  of  court, 
unless  the  legal  opinion  from  its  attor¬ 
neys  was  to  the  effect  that  the  case 
should  not  be  taken  to  court,  because  the 
Government  would  lose  it. 

Mr.  SMATHERS.  Madam  President, 

I  agree  with  the  latter  part  of  the  Sen¬ 


ator’s  statement.  With  respect  to  the 
policy  that  was  followed  under  previous 
administrations,  I  believe  that  most 
members  of  the  committee  believe  that 
the  Internal  Revenue  Service  is  rather 
bipartisan  in  its  actions.  I  have  not  no¬ 
ticed — and  I  hope  it  never  occurs — that 
whether  a  man  is  a  Democrat  or  a  Re¬ 
publican  determines  whether  he  will 
prosecute  a  case  with  vigor;  or  how  he 
will  prosecute  an  individual  case. 

The  second  point  the  Senator  makes 
is  exactly  right. 

Mr.  CLARK.  I  agree  that  until  one 
reaches  the  top  of  the  department  the 
administration  of  the  department  is 
clearly  bipartisan,  and  it  clearly  attempts 
honestly  to  interpret  the  present  law. 
However,  I  suggest  that  it  does  make 
some  difference  who  the  Secretary  of  the 
Treasury  is  and  who  the  Under  Secretary 
of  the  Treasury  is,  and  what  their  back¬ 
ground  in  business  or  otherwise  may 
have  been;  and  it  makes  a  difference  as 
to  how  competent  and  able  civil  servants 
at  a  lower  level  interpret  the  law. 

Mr.  SMATHERS.  I  would  like  to 
leave  that  point  for  just  a  moment  and 
ask  the  Senator  a  question.  I  refer  to 
page  27  of  the  report: 

Your  committee’s  bill  adds  a  new  provision 
to  the  code  (sec.  274) ,  which  disallows,  in 
whole,  or  in  part,  certain  expenses  which 
would  be  fully  deductible  under  present  law. 
The  requirements  imposed  by  this  bill  are 
in  addition  to  the  requirements  for  deduct¬ 
ibility  imposed  by  other  provisions  of  exist¬ 
ing  law,  which  must  be  met  by  the  taxpayer 
before  this  new  provision  becomes  operative. 

In  other  words,  what  the  committee 
tried  to  do — and  I  believe  the  Senator  will 
agree — was  to  provide  that,  as  tough 
as  existing  law  is,  by  reason  of  various 
court  decisions,  loopholes  have  opened 
up.  There  is  no  question  about  that  in 
the  minds  of  the  majority  members  of 
the  committee.  We  have  tried  to  close 
them.  Whether  we  have  entirely  suc¬ 
ceeded  is  a  debatable  matter.  That  is 
what  the  Senator  is  debating  now. 

We  are  placing  additional  require¬ 
ments  in  the  law,  to  make  it  more  diffi¬ 
cult  for  people  to  abuse  the  tax  law.  We 
would  like  the  Senator  to  understand 
that  we  are  just  as  much  opposed  to  sin 
as  he  is. 

Mr.  CLARK.  The  Senator  may  be 
even  more  opposed  to  sin  than  I  am. 

Mr.  SMATHERS.  Perhaps  so.  If 
that  were  true,  it  would  be  a  great  com¬ 
pliment  to  me.  In  any  event,  I  would 
like  the  Senator  to  know  that  the  pur¬ 
poses  and  intentions  of  the  majority  of 
the  committee  were  good  and  pure.  We 
did  not  want  to  go  to  the  extent  of  say¬ 
ing  that  the  legitimate  businessman,  in 
providing  legitimate  entertainment 
which  is  directly  related  to  his  business — 
as  is  the  case  in  the  House  bill,  on  which 
we  eased  up — should  not  be  permitted  to 
deduct  such  legitimate  expenses,  if  those 
expenses  were  directly  related  .to  or  as¬ 
sociated  with  his  business. 

Under  those  circumstances,  we  think 
a  deduction  would  be  permitted.  The 
Treasury  would  agree  that  the  proposal 
is  a  tightening  up  measure,  because  it  is 
said  it  would  bring  in  $60  million  addi¬ 
tional  ;  whereas  the  committee  staff, 
which  is  usually  a  better  estimator  than 


the  Treasury,  believes  it  would  bring  in 
$85  million  in  additional  revenue. 

Mr.  CLARK.  I  believe  the  difference 
of  opinion  between  the  Senator  from 
Florida  and  myself  has  narrowed  down 
to  the  fact  that  he  considers  legitimate 
certain  things  that  I  think  are  illegiti¬ 
mate. 

Mr.  KERR.  Madam  President,  will 
the  Senator  yield? 

Mr.  CLARK.  I  am  happy  to  yield. 

Mr.  KERR.  The  Senator  is  referring 
to  legislation? 

Mr.  CLARK.  I  believe  the  rule  is  that 
we  should  face  the  Chair. 

Mr.  KERR.  I  did  not  make  an  af¬ 
firmative  inquiry  of  the  Senator.  I 
thank  him  for  assuming  the  responsi¬ 
bility  of  the  Chair. 

Mr.  CLARK.  Madam  President,  I  turn 
to  my  next  example,  which  is  a  case  in 
which  a  taxpayer  was  allowed  a  deduc¬ 
tion  of  $115,000  for  entertainment  and 
gifts. 

Let  me  digress  to  say  to  the  Senator 
from  Louisiana  [Mr.  Long]  that  I  am  in 
accord  with  him  that  gifts  having  a  value 
in  excess  of  $25  are  eliminated  by  the 
House  bill  as  well  as  by  the  Senate  bill; 
but  that  is  not  what  we  are  arguing 
about.  Olivia  de  Havilland  would  no 
longer  be  permitted  to  deduct  the  value 
of  her  gift  above  $25,  as  she  was  under 
the  previous  law.  But  what  we  are  con¬ 
cerned  with  are  the  three  little  words, 
“or  associated  with.” 

Among  the  $115,000  expenses  which 
were  permitted  to  be  deducted  by  the 
particular  taxpayer  to  whom  I  have  re¬ 
ferred  were  $7,500  spent  at  a  resort 
hotel;  $5,400  for  food,  liquor,  and  cigars 
for  his  office  and  farm;  and  $8,700  cash 
to  officers  of  his  closely  held  corpora¬ 
tion  for  entertainment. 

Another  case  is  one  of  a  beverage  man¬ 
ufacturer  who  claimed  and  was  allowed 
a  deduction  of  $10,963  for  entertaining 
at  the  Kentucky  Derby. 

I  ask  the  Senator  from  Louisiana  and 
the  Senator  from  Florida  whether,  in 
their  opinion,  expenses  incurred  in  en¬ 
tertaining  at  the  Kentucky  Derby,  or  the 
Army-Navy  football  game,  or  the  Orange 
Bowl  or  Cotton  Bowl  football  games 
would  still  be  permitted  to  be  deducted 
under  the  committee  bill.  I  do  not  ask 
them  to  answer  me  if  they  do  not  be¬ 
lieve  they  should. 

Mr.  LONG  of  Louisiana.  Yes,  if  the 
expenses  are  directly  related  to  or  are 
associated  with  the  conduct  of  one’s 
business.  I  assume  that  a  taxpayer 
could  take  one  of  his  better  business 
clients,  or  a  client  with  whom  he  had  a 
good  reason  or  a  supportable  reason  to 
expect  he  had  a  reasonable  chance  of 
doing  business  to  a  football  game,  or 
even  to  the  Kentucky  Derby,  but  not  on 
a  vacation;  that  would  be  out.  The 
Treasury  would  have  to  decide  whether 
such  a  trip  was  a  vacation  trip  or  was 
a  trip  for  the  purpose  of  entertaining  a 
client,  for  the  primary  purpose  of  ob¬ 
taining  business.  If  the  latter,  the  tax¬ 
payer  would  be  able  to  deduct  the  ex¬ 
pense  of  entertaining  his  friend  at  the 
Kentucky  Derby. 

The  committee  report  spells  out  the 
kind  of  entertainment  of  clients  and 
their  wives  for  which  deductions  would 
not  be  allowable,  so  far  as  the  expense 
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of  entertaining  wives  was  concerned,  be¬ 
cause  it  was  felt  that  the  entertainment 
was  not  sufficiently  related  to  or  asso¬ 
ciated  with  the  conduct  of  the  business 
to  permit  the  deduction  of  the  expense 
for  entertaining  the  wife.  Based  on  the 
present  practice,  I  should  say  that  the 
taxpayer  would  be  permitted  to  deduct 
about  half  of  what  he  had  been  deduct¬ 
ing. 

Mr.  CLARK.  I  thank  the  Senator 
from  Louisiana  for  his  candid  answer. 

Mr.  GORE.  Madam  President,  will 
the  Senator  from  Pennsylvania  yield? 

Mr.  CLARK.  I  am  happy  to  yield. 

Mr.  GORE.  The  distinguished  junior 
Senator  from  Louisiana  has  just  an¬ 
swered  as  the  Record  will  show.  I 
should  like  to  point  out  that  the  com¬ 
mittee  report  gives  a  very  lucid  inter¬ 
pretation  of  the  words  “or  associated 
with.”  I  invite  the  Senator’s  attention 
to  page  26  of  the  report.  I  shall  begin 
to  read  from  about  the  19th  line  from 
the  top  of  the  page.  What  I  shall  read 
is  the  part  of  the  committee’s  report 
which  describes  the  meaning  of  this  lan¬ 
guage: 

By  your  committee’s  amendment  an  alter¬ 
native  rule  is  added  to  the  House  bill  under 
which  expenses  for  entertainment,  amuse¬ 
ment,  or  recreation  (with  respect  to  both 
activities  and  facilities)  also  will  be  deduct¬ 
ible  to  the  extent  that  such  expenses  are  as¬ 
sociated  with  the  active  conduct  of  a  trade 
or  business. 

I  digress  to  say  that  we  shall  now  see 
a  new  interpretation  in  the  following 
sentence : 

This  new  language  will  permit  deduction 
of  expenses  for  entertainment,  amusement, 
or  recreation  incurred  for  the  creation  or 
maintenance  of  business  goodwill - 

I  digress  again  to  say  that  later,  at  an¬ 
other  part  of  the  report,  we  find  very 
amusing  and  interesting  language  with 
respect  to  “goodwill.”  But  to  continue 
to  read: 

This  new  language  will  permit  deduction 
of  expenses  for  entertainment,  amusement, 
or  recreation  incurred  for  the  creation  or 
maintenance  of  business  goodwill  without 
regard  to  whether  a  particular  exception  ap¬ 
plies.  However,  this  new  language  will  ap¬ 
ply  only  if  the  taxpayer  demonstrates  a  clear 
business  purpose  and  shows  a  reasonable 
expectation - 

Mr.  CLARK.  I  ask  the  Senator  to 
continue  from  there,  because  I  think  the 
next  words  are  really  quite  critical. 

Mr.  GORE.  I  should  like  to  stop,  first, 
and  inquire  of  the  Senator  from  Penn¬ 
sylvania,  who  is  a  learned  lawyer,  what 
is  a  “reasonable  expectation”? 

Mr.  CLARK.  As  the  Senator  from 
Tennessee,  who  is  a  learned  lawyer  him¬ 
self,  knows,  we  have,  in  many  a  jury 
case,  tried  to  persuade  a  jury  that  an  in¬ 
dividual  had  or  had  not  exercised  a  rea¬ 
sonable  degree  of  care  when  crossing  a 
street.  I  do  not  believe  we  have  ever 
come  to  any  positive  legal  definition  of 
that  word.  I  should  say  that  the  phrase 
“reasonable  expectation”  is  as  wide  as 
all  outdoors. 

Mr.  GORE.  It  would  leave  the  Inter¬ 
nal  Revenue  Service  almost  helpless  in 
enforcing  the  law  and  eliminating  ex¬ 
pense  account  abuses. 

Mr.  CLARK.  Certainly  there  is  no 
clearly  defined  standard. 


Mr.  GORE.  But  the  remainder  of  the 
sentence  makes  it  worse. 

Mr.  CLARK.  Much  worse. 

Mr.  GORE.  It  reads:  “and  shows  a 
reasonable  expectation  of  deriving  some 
income” - 

Mr.  CLARK.  “Or  other  benefit.” 

What  does  that  mean? 

Mr.  GORE.  I  raise  the  question :  How 
much  is  “some”? 

Mr.  CLARK.  And  what  is  the  mean¬ 
ing  of  “other”? 

Mr.  GORE.  What  are  “other  bene¬ 
fits”?  What  kind  of  benefit?  A  social 
benefit?  A  political  benefit?  Physical 
recreation? 

Mr.  CLARK.  Perhaps  an  invitation  to 
attend  the  Kentucky  Derby  next  year  on 
the  expense  account  of  the  man  whom 
he  took  to  the  Kentucky  Derby  this  year. 

Mr.  GORE.  Perhaps  that  would  be  a 
reasonable  expectation  of  “benefit.” 

Mr.  CLARK.  It  would  certainly  be 
another  benefit. 

Mr.  GORE.  Perhaps  one  could  rea¬ 
sonably  expect  such  reciprocity. 

Mr.  CLARK.  It  would  be  courteous  to 
do  so. 

Mr.  GORE.  Now  I  shall  read  to  the 
Senator  the  next  sentence : 

If  he  meets  this  test — 

I  digress  to  say  that  I  do  not  believe 
it  is  much  of  a  test. 

I  really  think  that  is  stretching  the 
word  “test”  beyond  anything  I  have 

even  seen  it  applied  to - 

If  he  meets  this  test,  the  expenditure  will 
be  considered  to  be  associated  with  the  active 
conduct  of  his  trade  or  business. 

I  ask  the  distinguished  Senator  from 
Pennsylvania  to  utilize  his  imagination, 
and  see  whether  he  can  conjure  up  and 
can  suggest  to  me  some  personal  recrea¬ 
tion,  entertainment,  enjoyment,  or 
amusement  from  which  I  could  have  a 
reasonable  expectation  of  getting  some 
income  or  some  other  kind  of  business 
that  would  not  be  deductible  under  this 
so-called  test. 

Mr.  CLARK.  My  imagination  fails  me 
utterly,  and  I  am  completely  incapable  of 
conjuring  up  such  an  example. 

Mr.  GORE.  Yet  in  the  face  of  mes¬ 
sages  from  the  President  of  the  United 
States  and  in  the  face  of  the  abuses  and 
scandalous  conduct  that  we  know  are 
widespread,  the  Senate  is  asked  to  adopt 
this  amendment  with  this  interpretation 
of  it  printed  and  on  the  desk  of  every 
Senator.  Fortunately  for  the  Senate,  the 
legislative  intent  is  spelled  out. 

I  thank  the  Senator  from  Pennsyl¬ 
vania  for  yielding  to  me. 

Mr.  CLARK.  Madam  President,  I 
thank  my  friend,  the  Senator  from  Ten¬ 
nessee,  for  his  helpful  interjection. 

Mr.  LONG  of  Louisiana.  Madam 
President,  will  the  Senator  from  Penn¬ 
sylvania  yield? 

Mr.  CLARK.  I  am  glad  to  yield  to  my 
friend,  the  Senator  from  Louisiana. 

Mr.  LONG  of  Louisiana.  I  thank  the 
Senator  from  Pennsylvania. 

I  would  suggest  that  the  Senator  from 
Pennsylvania  and  the  Senator  from  Ten¬ 
nessee  turn  to  page  28,  paragraph  3,  of 
the  committee  report,  where  the  follow¬ 
ing  language  will  be  found: 


It  will  not  be  sufficient  tbat  the  enter¬ 
tainment  expense  Is  vaguely  or  remotely  con¬ 
nected  with  a  business  motive;  it  must  be 
demonstrated  that  the  predominant  pur¬ 
pose  of  the  expense  is  to  further  the  trade 
or  business  of  the  taxpayer.  Where  goodwill 
generated  by  the  expense  is  vague  or  where 
the  possibility  of  the  expenditure  resulting 
in  the  production  of  income  is  remote,  no 
deduction  will  be  permitted.  For  instance, 
under  present  law  a  taxpayer  may  deduct 
expenses  of  entertaining  buyers  and  others 
associated  with  his  trade  or  business  even 
though  at  the  time  he  does  the  entertaining 
he  already  has  more  business  than  he  can 
handle.  Under  your  committee’s  amend¬ 
ment,  however,  no  deduction  will  be  allowed 
because,  with  a  large  backlog  of  unfilled 
orders,  such  entertainment  ordinarily  can¬ 
not  be  regarded  as  being  associated  with 
efforts  to  produce  income. 

Mr.  CLARK.  “Ordinarily.” 

Mr.  LONG  of  Louisiana.  And  else¬ 
where  in  the  report  there  is  also  lan¬ 
guage  which  shows  that  the  committee 
is  aware  of  situations  in  which  people 
reciprocally  entertain  one  another,  and 
that  also  is  disallowed. 

Mr.  GORE.  Madam  President,  will 
the  Senator  from  Pennsylvania  yield 
again  to  me? 

Mr.  CLARK.  I  am  glad  to  yield. 

Mr.  GORE.  Now  we  have  an  ex¬ 
ample — one  as  to  which  the  authors  of 
the  majority  report  exercise  their  imagi¬ 
nation  almost  beyond  belief;  the  dis¬ 
tinguished  junior  Senator  from  Louisi¬ 
ana  has  just  read  it.  The  one  example 
given — the  one  he  has  cited — of  a  sit¬ 
uation  in  which  this  amendment  would 
not  permit  a  deduction  is  the  fanciful 
situation  in  which  a  businessman  has 
such  a  large  backlog  of  unfilled  orders 
that  “such  entertainment  cannot  ordi¬ 
narily  be  regarded  as  being  associated 
with  efforts  to  produce  income.” 

Incidentally,  I  do  not  think  such 
entertainment  expenses  are  deductible 
even  under  present  law. 

I  am  sure  that  the  distinguished  Sen¬ 
ator  from  Pennsylvania,  who  is  a  dis¬ 
tinguished  lawyer,  is  acquainted  with 
the  case  of  James  Schultz,  16  Tax  Court 
401. 

Mr.  CLARK.  I  regret  to  state  that  I 
am  not  as  erudite  in  this  subject  as  is 
the  Senator  from  Tennessee.  The 
Schultz  case  has  escaped  my  observa¬ 
tion. 

Mr.  LONG  of  Louisiana.  Will  the 
Senator  inform  us  who  won  the  Schultz 
case? 

Mr.  GORE.  Since  we  have  this  won¬ 
derful  example  of  the  exercise  of  a  fer¬ 
tile  imagination,  one  example  of  a 
deduction  which  would  not  be  allowed— 
that  of  a  businessman  with  such  a  large 
backlog  of  unfilled  orders  that  by  no 
stretch  of  the  imagination  could  he  in¬ 
crease  his  business  or  enlarge  his  plant 
or  produce  more  income  or  receive  any 
other  benefit  to  his  business  from  such 
an  expense — and  since  that  is  cited  as 
an  example  of  a  deduction  which  would 
not  be  permitted,  I  point  out  that  it 
would  not  be  permitted  under  existing 
iaw — if  such  a  fanciful  situation  has  any 
semblance  of  reality. 

Mr.  LONG  of  Louisiana.  It  was  cited 
as  just  an  example  of  the  purpose  here. 

Mr.  GORE.  Can  the  Senator  from 
Louisiana  cite  another? 
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Mr.  LONG  of  Louisiana.  The  Senator 
from  Tennessee  can  think  of  any  num¬ 
ber  of  examples. 

Mr.  GORE.  No,  I  cannot. 

Mr.  LONG  of  Louisiana.  I  believe  it 
covers  the  case  to  which  the  Senator 
from  Tennessee  referred — one  in  regard 
to  which  he  believes  the  entertainment 
would  be  of  benefit  to  the  taxpayer  next 
year. 

Incidentally,  Mr.  Schultz,  the  little 
watchmaker,  won  his  case  against  the 
Government.  But  next  time  he  could 
not  win  it — not  under  this  committee  re¬ 
port.  Next  time,  he  will  be  just  another 
little  redskin  who  has  hit  the  dust. 

The  Treasury  has  estimated  that  by 
means  of  this  amendment  it  will  collect 
$60  million  that  it  is  not  obtaining  now 
from  the  taxpayers;  but  our  estimate  is 
that  it  will  collect  $85  million. 

Mr.  CLARK.  I  suggest  that  not  many 
redskins  would  hit  the  dust  under  the 
provisions  of  this  committee  amend¬ 
ment. 

Mr.  LONG  of  Louisiana.  $85  million 
worth  of  redskins  will  hit  the  dust. 

Mr.  CLARK.  Of  course  the  Senator 
from  Louisiana  is  entitled  to  place  his 
own  interpretation  in  regard  to  the  red¬ 
skins— whether  they  represent  Washing¬ 
ton  in  the  football  arena  or  elsewhere. 

Madam  President,  to  return  to  my 
presentation,  let  me  state  that  each  year 
deductions  in  the  amount  of  huge  sums 
of  money  are  allowed  to  taxpayers  in 
connection  with  the  operation  and  main¬ 
tenance  of  yachts  and  boats. 

One  manufacturer  was  allowed  to  de¬ 
duct  $253,000  for  the  expenses  of  a  yacht. 
Another  was  allowed  to  deduct  $112,000 
for  such  expenses,  as  well  as  an  addi¬ 
tional  amount  of  $362,000  for  a  ranch, 
a  hunting  lodge,  a  night  club,  and  other 
similar  expenses.  A  company  in  the 
business  of  selling  fuel  was  allowed  $93,- 
000  as  a  deduction  for  a  yacht.  A  fuel 
production  company  was  allowed  a  de¬ 
duction  of  $23,000.  An  automobile 
dealer  was  allowed  a  deduction  for  the 
expenditure  of  $22,000.  A  cake  and 
cookie  bakery  was  allowed  to  deduct 
$66,000  for  a  yacht  on  which  to  enter¬ 
tain  supermarket  and  chainstore  buyers 
and  branch  managers. 

In  one  really  fascinating  case — and 
Madam  President,  I  think  this  is  the  best 
one  of  all;  this  is  really  something! — a 
moi  tician  was  allowed  a  deduction  of 
$26,495  for  yacht  expenses,  to  entertain 
visiting  undertakers,  clergymen,  and  for 
meetings  of  employees. 

These  are  only  a  few  of  the  thousands 
of  cases  in  which  every  form  of  luxurious 
living  is  indulged  in  by  the  few,  at  the 
expense  of  the  many — the  many  non¬ 
business  and  small  business  taxpayers 
who  are  not  privileged  or  who  on  ethical 
grounds  do  not  choose  to  deduct  the  cost 
of  their  personal  enjoyment,  in  comput¬ 
ing  their  tax  liability. 

I  ask  whether  the  results  of  any  of 
the  cases  I  have  described  would  be  dif- 
,  Vnd®r  the  Provisions  recom- 
mended  by  the  Senate  Finance  Commit- 

th*  vvii^aVe  struggled  in  vain  to  find  in 
smtfh-11  or  the  committee’s  report 

the  ni^f  which.  would  assure  me  that 
the  picture  would  be  changed. 
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Practically  all  business  expenditures 
have  been- blessed  by  the  committee.  It 
would  indeed  be  an  unimaginative  busi¬ 
nessman  who  could  not  justify  a  deduc¬ 
tion  of  such  expenses  by  him,  either  on 
the  ground  that  they  were  for  the  cre¬ 
ation  of  goodwill  or  on  the  ground  that 
they  were  for  the  maintenance  of  good¬ 
will.  Neither  can  I  find  a  specific  guide¬ 
line  with  teeth  in  it  which  tells  the  tax¬ 
payer  with  clarity  that  he  cannot  de¬ 
duct  an  item,  or  tells  a  revenue  agent 
with  directness  that  he  can  disallow  it. 

A  mass  of  generalities  is  thrown  on  the 
world.  Everybody  is  left  to  flounder  in 
them  as  best  he  can. 

As  the  junior  Senator  from  Louisiana 
said  on  the  floor  a  few  moments  ago,  this 
is  really  stretching  the  word  “test”  far 
beyond  the  bounds  of  reasonableness. 

Perhaps  the  supporters  of  the  Finance 
Committee  will  point  to  the  language  of 
the  committee  report  that  no  deduction 
will  be  allowed  for  entertainment  ex¬ 
penses  “which  under  the  circumstances 
in  which  they  are  incurred  are  lavish  or 
extravagant.” 

My  friend,  the  Senator  from  Louisi¬ 
ana,  an  able  member  of  the  Finance 
Committee,  has  already  done  it. 

At  first  glance,  this  might  appear  to 
be  of  some  help.  However,  when  one 
tries  to  apply  such  a  test,  he  soon  finds 
he  is  wrestling  with  a  mirage — an  un¬ 
productive  exercise,  I  add  parenthet¬ 
ically;  for  what  is  lavish  or  extravagant 
under  the  circumstances?  Does  the  cir¬ 
cumstance  that  one  taxpayer  is  wealthy 
entitle  him  to  throw  a  bigger  cocktail 
party  than  one  who  is  less  wealthy?  if 
he  lives  in  New  York,  can  he  run  up  a 
bigger  bill  than  if  he  lived  in  Altoona,  or 
Bethlehem,  or  Allentown,  or  any  one  of 
the  urban  communities  in  my  Common¬ 
wealth,  where  businessmen  are  trying, 
just  as  hard,  to  get  and  to  keep  business 
as  are  those  in  New  York,  or  Miami,  or 
New  Orleans? 

Do  we  look  to  the  volume  of  sales  of 
a  corporation  in  making  this  determina¬ 
tion?  Can  a  General  Motors  dealer  take 
more  than  a  Chevrolet  dealer  in  a  mid¬ 
dle-sized  town?  If  a  business  is  operat¬ 
ing  at  a  loss,  does  the  expense  become 
lavish  and  extravagant?  Must  a  busi¬ 
ness  in  a  small  town  entertain  on  a  more 
conservative  scale  than  a  similar  busi¬ 
ness  in  a  big  city?  Is  this  fair?  If 
entertainment,  as  many  in  the  business 
community  would  have  us  believe,  is  the 
highroad  to  business  success,  does  not 
the  “lavish  and  extravagant”  test  freeze 
the  competitive  position  of  the  large  tax¬ 
payer  as  against  the  small  one,  keeping 
the  little  fellow  down? 

Equally  as  important  as  these  basic 
considerations  of  fairness  and  equity  are 
the  practical  ones  of  application  by  Gov¬ 
ernment  officials  of  the  new  so-called 
rules  of  the  taxpayers  and  their  admin¬ 
istration. 

What  standards  are  to  be  followed? 

Is  it  not  apparent  from  the  vagueness 
of  these  so-called  tests  that  each  reve- 
nue  agent  will,  depending  upon  his  per¬ 
sonal  background  of  frugality  or  extrav¬ 
agance,  apply  his  own  ethical  and  moral 
personal  standards,  leading  quickly  to  a 
hopeless  lack  of  uniformity,  which  no 


doubt  will  have  to  be  resolved  many  years 
later  by  the  courts? 

If  these  rather  gloomy  consequences 
which  I  have  just  outlined  are  not  to 
follow,  then  is  it  not  incumbent  upon 
the  proponents  of  the  Finance  Commit¬ 
tee  measure  to  state  affirmatively,  in 
support  of  their  amendment,  more  pre¬ 
cisely  what  they  mean?  Is  it  not  ap¬ 
parent  that  any  rule  in  this  area  to  be 
workable,  must  utilize  some  form  of  dol¬ 
lar  limits?  For  example,  if  tickets  to  a 
musical  comedy  at  $30  apiece  are  lavish, 
is  it  not  incumbent  upon  the  committee 
to  indicate  at  what  point  they  lose  their 
lavish  character?  Would  it  be  at  $20 
a  ticket,  $10  a  ticket,  or  $2  a  ticket?  Or 
aie  $2  tickets  only  those  limited  to  pari¬ 
mutuel  systems  at  racetracks? 

What  about  football  games?  Are  spec¬ 
ulators’  tickets  on  the  50-yard  line  at  the 
Army-Navy  game  at  Philadelphia  out  of 
the  question? 

The  Senator  from  Illinois  [Mr.  Doug¬ 
las],  in  his  dissenting  report,  raises  a 
number  of  pertinent  questions  along  this 
line.  I  ask  unanimous  consent  that  an 
excerpt  from  the  views  of  the  Senator 
from  Illinois  be  printed  in  the  Record  at 
this  point  in  my  remarks. 

There  being  no  objection,  the  excerpt 
was  ordered  to  be  printed  in  the  Record 
as  follows: 

If  the  circumstances  involve  a  taxpaver 
accustomed  to  entertaining  in  an  elaborate 
and  expensive  style,  can  they  be  held  to  be 
lavish”  under  the  circumstances?  When 
does  a  yacht  become  an  extravagant  expen¬ 
diture?  When  it  is  60  feet  in  length?  100 
fe.®*  length?  Would  these  criteria  vary 
with  the  income  (or  expected  income)  of  the 
taxpayer?  Would  a  resident  of  Miami  Beach, 
Fla.,  be  entitled  to  a  bigger  and  more  expen¬ 
sive  yacht  than  a  resident  of  Providence, 
R.I.?  Would  a  beach  home  with  eight  rooms 
be  a  lavish  facility?  What  about  one  with 
30  rooms?  Would  a  corporate  president  be 
entitled  to  drink  champagne  whereas  a  vice 
president  could  have  only  a  whisky  highball 
and  a  proprietor  of  a  country  grocery  store 
only  ordinary  corn  liquor? 

Mr.  CLARK.  What  I  have  said  so  far 
might  give  one  the  impression  that  adop¬ 
tion  of  the  House  provision  would  mean 
that  all  tax  deductions  for  the  pleasant 
things  of  life  had  been  taken  away.  This 
is  very  far  from  the  truth,  indeed.  In 
seeking  to  restore  the  House  version,  I 
do  not  ask  that  all  businessmen  should 
lead  a  Spartan  existence.  The  House  bill 
still  permits  continuation  of  business 
entertainment  in  the  most  important 
areas  where  it  is  the  normal,  everyday 
business  custom. 

First  of  all,  the  usual  type  of  enter¬ 
taining  business  associates  through 
meals  at  restaurants  and  hotels  is  not 
disturbed.  This  would  include  expendi¬ 
tures  for  the  consumption  of  alcoholic 
beverages.  I  am  no  prohibitionist,  but  I 
think  everyone  should  pay  for  his  own 
liquor.  This  expenditure,  even  though  it 
is  used  purely  to  build  goodwill,  and 
even  though  no  business  is  actually  dis¬ 
cussed,  is  still  deductible.  This  covers 
the  most  significant  portion  of  good¬ 
will  entertainment  conducted  in  this 
try. 

This  means  also,  for  example,  that 
the  costs  involved  in  attending  or 
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inviting  guests  at  banquets  of  business 
or  professional  groups  are  also  left 
undisturbed. 

Personally,  I  would  disturb  them. 

Next,  the  deductibility  of  costs  asso¬ 
ciated  with  business  conventions  is  also 
largely  unaffected.  Thus,  travel  ex¬ 
penses  for  the  purpose  of  the  convention 
continue  to  be  deductible.  Of  course, 
the  cost  of  meals  and  liquor  and  lodging 
at  the  convention  is  also  deductible. 
The  deductibility  of  expenses  of  hospi¬ 
tality  rooms— in  other  words,  cocktail 
suites — to  entertain  at  conventions  to 
build  good  will  is  specifically  continued 
by  the  House  report,  as  under  present 

im¬ 
personally,  I  would  discontinue  them. 

Is  it  not  clear,  when  the  liberal  treat¬ 
ment  of  wining  and  dining  business 
associates  and  the  generous  rules  with 
respect  to  conventions  are  taken  into 
account,  that,  as  the  Senator  from  Illi¬ 
nois  [Mr.  Douglas!  points  out,  the  House 
provision  “strikes  only  at  the  high,  wide, 
and  fancy  living  and  indulgences  in  per¬ 
sonal  pleasures  which  all  taxpayers 
ought  to  pay  for  themselves  without 
Government  subsidy”  ? 

I  agree  with  the  Senator  from  Illi¬ 
nois  [Mr.  Douglas!  . 

Let  me  point  out  to  many  of  my  busi¬ 
ness  friends  in  Pennsylvania  that  the 
House  bill  does  not  affect  the  restaurant 
business,  but  it  does  curb  deductions  for 
items  like  trips  to  the  Kentucky  Derby 
and  after-hours  nightclub  life. 

I  am  proud  to  say  that  the  Senate, 
recognizing  the  seriousness  of  the 
expense  account  problem  and  its 
destructive  effect  upon  the  morale  of 
most  taxpayers,  passed  in  1960  a  meas¬ 
ure  I  sponsored  which  was  in  some  re¬ 
spects  even  more  stringent  than  the  one 
contained  in  the  House  bill.  The  pro¬ 
vision  which  we  approved  in  1960  would 
have  denied  a  deduction  for  all  enter¬ 
tainment  expenses  with  one  exception — 
the  cost  of  business  meals.  In  addition, 
expenses  for  gifts  would  have  been  dis¬ 
allowed,  subject  to  a  $10  annual  limita¬ 
tion  for  each  recipient  and  social  club 
dues  would  have  been  completely  disal¬ 
lowed.  However,  the  conferees  quickly 
kicked  this  amendment  out  of  the  com¬ 
promise  reported  back  to  both  bodies. 
They  said  they  wanted  to  give  the  Inter¬ 
nal  Revenue  Service  another  opportunity 
to  improve  the  expense  account  picture 
by  administrative  measures. 

Therefore,  nothing  was  done. 

Now  comes  the  President  of  the  United 
States  to  ask  us  to  legislate,  because 
administrative  action  is  inadequate. 
This  is  what  he  said : 

In  recent  years  widespread  abuses  have 
developed  through  the  use  of  the  expense 
account.  Too  many  firms  and  individuals 
have  devised  means  of  deducting  too  many 
personal  living  expenses  as  business  ex¬ 
penses,  thereby  charging  a  large  part  of  their 
cost  to  the  Federal  Government.  Indeed,  ex¬ 
pense  account  living  has  become  a  byword 
in  the  American  scene. 
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Then  the  President  sent  to  Congress 
language  far  more  stringent  than  that 
adopted  by  the  House  of  Representa- 
tives,  which  in  turn  was  substantially 
more  stringent  than  what  the  committee 


would  have  us  accept  in  the  Senate  to¬ 
day. 

As  evidenced  by  the  provision  which  it 
adopted  this  year,  the  House  has  now 
changed  its  views  and  has  moved  closer 
to  the  views  of  the  Senate  in  1960.  I 
suggest.  Madam  President,  that  it  would 
be  sad,  indeed,  now  that  the  House  has 
come  around  to  our  view,  if  the  Senate 
now  were  to  jettison  this  major  accom¬ 
plishment  and  be  the  body  responsible 
for  a  great  step  backward  in  the  develop¬ 
ment  of  our  tax  laws.  I  urge  restora¬ 
tion  of  the  House  provisions  and  accord¬ 
ingly  the  defeat  of  the  committee  amend¬ 
ment. 

Madam  President,  I  yield  the  floor. 

The  PRESIDING  OFFICER.  What  is 
the  pleasure  of  the  Senate? 

Mr.  LONG  of  Louisiana.  Madam 
President,  the  committee  amendment 
dealing  with  the  deduction  of  entertain¬ 
ment  expenses  would  relieve  somewhat 
the  unreasonably  extreme  interpreta¬ 
tion  of  the  House  provision.  At  the 
same  time  the  committee  amendment 
drastically  would  tighten  the  rules  of 
existing  law  which,  in  some  cases,  may 
have  been  abused. 

I  supported  the  amendment  of  the 
Senator  from  Pennsylvania  several  years 
ago.  I  supported  his  amendment  on  the 
principle  that  there  were  abuses  in  re¬ 
gard  to  entertainment  allowances  and 
that  the  laws  in  respect  to  such  abuses 
should  be  tightened.  I  fought  in  con¬ 
ference  to  try  to  bring  back  something 
in  that  regard. 

As  one  who  supported  the  amendment, 
it  was  my  feeling  that  we  could  not  tell 
exactly  how  far  the  amendment  would 
go.  I  knew  there  were  some  abuses,  and 
I  felt  that  the  subject  deserved  some 
consideration.  I  was  sorry  at  the  time 
that  we  could  not  bring  back  from  con¬ 
ference  something  to  correct  the  abuses. 

I  was  not  wedded  to  any  particular 
version  or  tightening-up  method.  I 
thought  some  way  should  be  devised  to 
tighten  the  law  with  respect  to  abuses, 
but  I  was  one  of  those  who,  in  an  effort 
to  tighten  the  law  with  respect  to 
abuses,  also  wished  to  allow  legitimate 
business  expenditures  for  necessary  en¬ 
tertainment  expenses  in  connection  with 
a  person’s  business. 

The  committee  amendment  would 
tighten  the  rules  relating  to  deductions 
for  entertainment  expenses  to  the  tune 
of  $85  million  a  year.  Let  me  make  that 
point  clear.  $85  million,  or  more,  in 
new  taxes  would  be  collected  each  year 
as  a  direct  result  of  the  committee  bill. 

I  have  challenged  anyone  to  show— 
though  I  have  not  heard  a  response — 
that  there  is  any  instance  in  which  a 
taxpayer  would  get  any  break  he  is  not 
already  getting,  insofar  as  anything 
which  is  in  existing  law  is  concerned. 
The  taxpayer  would  have  to  pay  more. 
Every  example  cited  has  been  one  m 
which  the  taxpayer  would  gain  no  ad¬ 
vantage  from  the  bill.  This  should  Quiet 
the  fears  of  those  who  state  that  tne 
committee  amendment  would  do  noth- 
ing. 

The  committee  amendment  would  do 
quite  a  bit. 


It  would  deny  deduction  for  entertain¬ 
ment,  amusement,  or  recreation  expenses 
which  are  not  “directly  related  to  or  as¬ 
sociated  with  the  active  conduct  of  a 
trade  or  business.”  Now,  let  me  tell  Sen¬ 
ators  what  a  taxpayer  would  have  to 
show  to  convince  a  revenue  agent  that 
his  claimed  deduction  meets  this  test. 
He  must  show  that  he  had  a  clear  busi¬ 
ness  purpose  for  making  the  expendi¬ 
ture.  He  must  show  that  the  “pre¬ 
dominant  purpose”  of  the  expense  was 
to  further  his  trade  or  business.  But 
even  this  would  not  entitle  the  taxpayer 
to  a  deduction.  No,  he  must  show  more. 
He  must  prove — I  repeat,  prove — by  evi¬ 
dence  corroborating  his  own  testimony 
the  business  purpose  of  the  expense,  the 
business  relationship  to  the  taxpayer  of 
the  person  entertained,  the  time  and 
place,  and  the  precise  amount  expended. 
Failure  to  prove  any  one  of  these  points 
will  cost  him  not  a  part  of  his  claimed 
deduction,  but  all  of  it. 

This  is  a  marked  strengthening  of  the 
existing  law.  But  the  committee  amend¬ 
ment  would  not  stop  there. 

It  would  point  out  in  clear,  unambig¬ 
uous  terms  the  types  of  expenses  which 
may  not  be  deducted  under  any  circum¬ 
stances.  Under  the  committee  amend¬ 
ment,  no  deductions  would  be  allowed 
for  entertaining  a  customer’s  family. 
That  would  tighten  the  existing  law. 

Under  the  committee  amendment,  no 
deductions  would  be  allowed  when  the 
entertainment  cannot  increase  business. 
That  would  tighten  the  existing  law. 

Under  the  committee  amendment,  no 
deductions  would  be  allowed  for  ex¬ 
penses  for  entertainment  which  is 
against  public  policy  or  which  violates 
public  morals.  That  would  add  new 
teeth  to  the  existing  law. 

Under  the  committee  amendment,  no 
deduction  would  be  allowed  for  partly 
social— partly  business  expenditures. 
No,  only  the  purely  business  expenses 
which  are  “directly  related  to  or  asso¬ 
ciated  with  the  active  conduct  of  a  trade 
or  business”  could  ever  be  deducted. 
That  would  add  new  rules  to  existing 
law. 

Under  the  committee  amendment,  no 
deduction  would  be  allowed  for  vacations 
of  any  sort.  That  would  strengthen 
existing  law. 

Under  the  committee  amendment,  no 
deduction  would  be  allowed  for  expend¬ 
itures  which  are  either  lavish  or  ex¬ 
travagant  under  the  circumstances. 
That  is  to  be  made  clear. 

Under  the  committee  amendment,  no 
deduction  would  be  allowed  for  facilities 
which  are  not  used  primarily  for  busi¬ 
ness  purposes.  Again,  new  teeth  would 
be  added  to  existing  law. 

Under  the  committee  amendment,  no 
deduction  would  be  allowed  for  facilities 
which  are  used  primarily  for  business 
purposes  when  the  taxpayer  fails  to  es¬ 
tablish  that  the  expense  with  respect  to 
the  facility  is  “directly  related  to  or  as¬ 
sociated  with”  his  trade  or  business.  I 
have  already  shown  what  the  taxpayer 
must  go  through  to  establish  this  fact. 
This  would  tighten  the  existing  law. 
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Under  the  committee  amendment,  no 
deduction*  would  be  allowed  for  hunting 
used  for  vacation  purposes.  This  would 
be  an  improvement  over  the  existing  law. 

Under  the  committee  amendment,  no 
deduction  would  be  allowed  for  “call 
when  family  use  exceeds  business  use. 
This  would  tighten  existing  law. 

Under  the  committee  amendment,  no 
deduction  would  be  alloyed  for  hunting 
safaris  to  Africa.  These  are  deductible 
under  existing  law. 

The  safari  to  Africa  is  one  of  the  six 
examples  I  have  heard  cited  over  and 
over  again  on  the  Senate  floor.  No  de¬ 
duction  would  be  allowed  for  that. 

Another  of  the  horrible  examples  cited 
was  the  giving  by  a  movie  actress  of 
jewels  to  one  of  her  servants;  $25  could 
be  deducted. 

Under  the  committee  amendment,  no 
deduction  would  be  allowed  for  Bermuda 
or  Las  Vegas  or  Miami  Beach  vacations. 
They  are  deductible  under  existing  law. 

Under  the  committee  amendment,  no 
deductions  would  be  allowed  for  “call 
girls.”  They  are  claimed  as  deductions 
under  existing  law. 

We  wish  to  make  clear  that  nothing  of 
that  sort  is  permitted. 

Under  the  committee  amendment,  no 
deduction  would  be  allowed  for  wives  who 
accompany  husbands  on  business  trips. 
Under  existing  law  expenses  for  wives 
have  been  allowed. 

Under  the  committee  amendment,  no 
deduction  would  be  allowed  for  wedding 
parties,  honeymoons,  or  fancy  debuts. 
Expenses  for  such  purposes  were  claimed 
on  tax  returns  under  existing  law. 

Under  the  committee  bill,  no  deduc¬ 
tion  for  gifts  to  any  person  of  more  than 
$25  would  be  allowed.  Under  existing 
law,  there  is  no  limit.  This  would 
tighten  existing  law. 

Madam  President,  these  are  merely  ex¬ 
amples  of  what  the  committee  amend¬ 
ment  does.  I  submit  that  what  the  com¬ 
mittee  amendment  would  do  is  what  the 
House  committee  sought  to  do.  I  quote 
from  the  House  report : 

The  committee  agrees  that  abuses  in  this 
or  any  other  area  of  the  tax  law  should  not 
be  tolerated,  but  it  does  not  believe  that 
complete  disallowance  of  such  expenses,  as 
recommended  by  the  President,  is  the  proper 
solution  to  the  problem. 


Yet,  the  House  committee  report  then 
proceeded  to  weave  a  virtually  complete 
disallowance  rule.  I  quote  again  from 
the  House  report : 

If  the  expenditure  is  for  entertainment 
which  occurs  under  circumstances  where 
there  is  little  or  no  possibility  of  conducting 
business  affairs  or  carrying  on  negotiations 
or  discussions  relating  thereto,  the  expendi¬ 
ture  will  generally  be  considered  not  to  have 
been  directly  related  to  the  active  conduct  of 
business.  Thus,  the  absence  of  the  taxpayer 
or  his  representative  from  the  entertainment 
activity  ordinarily  indicates  that  the  enter¬ 
tainment  was  not  directly  related  to  the 
conduct  of  the  taxpayer’s  trade  or  business. 


Madam  President,  I  ask,  What  enter¬ 
tainment  expenses  would  be  allowable 
under  this  language? 

•  ^,was  Set  away  from  the  harsh,  un- 
yie  ding  rule  of  the  House  provision  that 

three  words  to  the 
House  bill.  Those  three  words  are  “or 
associated  with”.  r 


The  addition  of  those  three  words,  to¬ 
gether  with  the  interpretation  given 
them  by  our  committee  report,  would 
permit  legitimate  business  entertainment 
expenses  incurred  for  legitimate  business 
purposes  to  be  deducted  if  the  taxpayer 
could  satisfy  the  requirements  I  have 
already  explained. 

The  addition  of  these  three  words 
together  with  the  interpretation  given 
them  by  our  committee  report  permits 
legitimate  business  entertainment  ex¬ 
penses  incurred  for  legitimate  business 
purposes  to  be  deducted  if  the  taxpayer 
satisfies  the  requirements  I  have  already 
explained.  At  the  same  time  these  three 
words  enable  us  to  prevent  and  eliminate 
abuses  where  they  occur. 

The  President  has  said  that  business 
entertainment  expenses  “confer  substan¬ 
tial  tax-free  personal  benefits  to  the  re¬ 
cipients.  In  other  cases,”  he  says  “de¬ 
ductions  are  obtained  by  disguising  per¬ 
sonal  expenses  as  business  outlays.” 

Let  me  read  a  provision  of  the  Internal 
Revenue  Code  which  makes  it  clear  that 
personal  expenses  are  never  deductible. 

Section  262  of  the  Internal  Revenue 
Code  of  1954  provides  as  follows: 

Except  as  otherwise  expressly  provided  in 
this  chapter,  no  deduction  shall  be  allowed 
for  personal  living  or  family  expenses. 

Personal  expenses  which  may  have 
been  “disguised  as  business  outlays”  un¬ 
der  existing  law,  will  be  disallowed  under 
the  committee  amendment.  This  will  be 
so  for  several  reasons. 

First,  the  expense  must  be  shown  to  be 
directly  related  to  or  associated  with  the 
active  conduct  of  a-trade  or  business. 

Second,  the  taxpayer  must  establish 
and  prove  by  evidence  other  than  his 
own  testimony  the  business  relationship 
of  the  person  entertained,  the  time  and 
place  of  the  entertainment,  and  the 
amount  expended.  In  other  words  he 
must  disclose  to  the  tax  collector  all  the 
facts  and  circumstances  surrounding  the 
claimed  deduction.  If  it  is  a  disguised 
personal  expense,  it  will  be  detected  and 
disallowed.  If  there  is  fraud,  there  may 
also  be  criminal  penalties.  I  am  con¬ 
vinced  the  committee  amendment  stops 
the  types  of  abuse  described  by  the  Presi¬ 
dent. 

Now  let  me  say  more  about  “disguised 
expenses.”  Under  existing  law  many  ex¬ 
penses  for  entertainment  are  deducted  as 
“advertising,”  “cost  of  goods  sold,”  “sell¬ 
ing  expenses,”  “miscellaneous.”  Under 
the  committee  amendment  entertain¬ 
ment  expenses,  if  they  are  to  be  deducti¬ 
ble  at  all,  are  to  be  deductible  only  as 
an  “entertainment  expense”  to  which 
the  committee  bill  will  apply. 

Moreover,  as  I  have  demonstrated,  no 
longer  can  a  taxpayer  “contend” — as 
the  Senator  from  Tennessee  stated  last 
night — that  his  yacht  was  used  for  busi¬ 
ness  purposes  and  get  a  deduction.  No. 
He  must  show  a  great  deal  more.  I  have 
already  described  these  other  features. 
In  addition,  no  taxpayer  will  ever  be 
able  to  “settle”  with  the  income  tax 
people  for  any  claimed  entertainment 
expense  deduction.  The  “settling  rule” 
is  overruled  by  the  committee  bill,  and 
no  deduction  will  be  allowed  for  any 
expense  which  the  taxpayer  proves  and 
establishes  his  right  to  deduct. 


It  may  be  that  under  the  existing  law 
there  may  be  cases  of  “you  entertain  me 
and  I  will  entertain  you.”  That  will  not 
be  possible  under  the  committee  bill. 
Reading  from  page  36  of  the  report— 
However,  under  this  exception,  it  will  not 
be  possible  to  deduct  luncheon  expenses  of 
a  so-called  reciprocity  luncheon  group  under 
which  a  group  of  businessmen  frequently 
lunch  together  and  alternate  in  paying  the 
check  (and  claiming  it  as  a  business  expense 
deduction).  This  practive  is  not  connected 
with  a  trade  or  business  but  is  a  personal 
or  social  expenditure  which  is  not  deducti¬ 
ble  under  existing  law. 

It  has  been  said  a  taxpayer  must  meet 
precisely  the  same  tests  todays  as  would 
be  provided  by  the  committee  bill.  This 
is  erroneous;  this  is  wrong.  The  tests 
of  this  bill  are  in  addition  to  the  “ordi¬ 
nary  and  necessary”  rules  of  existing 
law.  In  no  case  are  they  in  lieu  of  the 
present  rules.  In  every  case  they  would 
add  to  the  current  law  new  tests  which 
also  must  be  met  by  the  taxpayer  if  his 
claimed  deduction  is  to  be  allowed. 

Now  let  me  point  out  the  circum¬ 
stances  which  would  be  taken  into  ac¬ 
count  in  determining  whether  expendi¬ 
tures  are  lavish  or  extravagant.  The 
circumstances  are  specified  in  the  stat¬ 
ute — reading  from  page  44  of  the  Sen¬ 
ate  bill — 

The  taxpayer  [must]  substantiate  by  ade¬ 
quate  records  or  by  sufficient  evidence  cor¬ 
roborating  his  own  statement  (A)  the 
amount  of  such  expense  or  other  item,  (B) 
the  time  and  place  of  the  travel,  entertain¬ 
ment,  amusement,  recreation,  or  use  of  the 
facility,  or  the  date  and  description  of  the 
gift,  (C)  the  business  purpose  of  the  ex¬ 
pense  or  other  item,  and  (D)  the  business 
relationship  to  the  taxpayer  of  persons  en¬ 
tertained,  using  the  facility,  or  receiving  the 
gift. 

Add  to  these  the  possibility  or  proba¬ 
bility  that  the  entertaining  will  produce 
new  business  and  we  have  the  circum¬ 
stances. 

Note  that  these  circumstances  have  no 
relation  to  whether  the  taxpayer  is 
wealthy;  or  to  where  he  lives. 

Madam  President,  that  would  depend 
upon  the  circumstances  of  the  particular 
case.  Those  who  have  opposed  the  pro¬ 
visions  of  the  committee  bill  have  in 
some  cases  stated  quite  explicitly  that 
they  would  permit  no  entertainment 
expenses.  As  one  Member  of  this  body, 

I  know  that  businessmen  do  have  enter¬ 
tainment  expenses.  They  must  be 
claimed.  Otherwise  a  person  would  pay 
an  income  tax  at  a  higher  rate  than  he 
should.  In  some  instances  the  Govern¬ 
ment  already  takes  80  to  90  percent  of  a 
taxpayer’s  income.  The  taxpayer  must 
therefore  be  permitted  to  deduct  for 
expenditures  which  he  must  make  in 
order  to  remain  in  business. 

I  know  of  cases  in  which  businessmen 
have  felt  that  if  they  could  not  enter¬ 
tain,  they  could  not  compete.  Some  of 
them  are  going  to  find  it  necessary  to 
entertain  in  order  to  obtain  business  and 
attract  business  away  from  their  com¬ 
petitors,  even  though  they  do  have  to  pay 
taxes  on  the  money  spent  for  entertain¬ 
ment,  and  regardless  of  whether  it  is 
deductible  or  not  deductible. 

The  point  was  made  on  the  floor  of  the 
Senate  by  the  Senator  from  Tennessee 
that  a  corporation  might  be  victimized 
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because  entertainment  might  be  done  at 
corporate  expense.  The  corporation 
would  be  victimized  if  the  corporation’s 
executives  did  not  entertain.  The  busi¬ 
ness  of  that  corporation  would  go  to  its 
competitors,  so  that  over  a  period  of  time 
the  corporation  would  lose  a  great  deal  of 
its  business. 

I  have  made  a  statement  about  the 
President.  I  do  not  reflect  on  him  or  his 
wife.  The  President  of  the  United  States 
and  the  First  Lady  are  two  of  the  best 
entertainers  in  the  entire  United  States 
of  America.  They  give  the  best  parties 
in  America.  If  anyone  gives  any  better 
parties,  I  would  be  curious  to  know  who 
it  is.  The  President  happens  to  be  a 
very  wealthy  man.  However,  I  hope 
that  we  shall  see  to  it  now  and  forever 
that  even  if  the  President  of  the  United 
States  should  happen  to  be  a  poor  man, 
he  could  entertain  as  his  guests  visitors 
to  our  country,  outstanding  citizens, 
foreign  diplomats  or  government  offi¬ 
cials,  on  the  same  general  standard  that 
is  expected  of  other  nations  on  this  earth. 

We  provide  many  millions  of  dollars 
for  our  ambassadors  to  entertain  all  over 
the  world.  The  President  tells  us  that 
the  amount  is  not  adequate.  We  must 
try  to  spread  our  influence  and  generate 
good  will  in  competition  with  the  Soviet 
bloc  and  other  nations  throughout  the 
world,  in  order  to  carry  out  the  purposes 
of  our  Nation’s  foreign  policy. 

If  the  President  recognizes  the  neces¬ 
sity  of  such  expense  and  asks  for  more 
money  for  entertaining  at  our  French 
Embassy  and  other  embassies,  and  if  the 
President  and  the  First  Lady  can  be 
among  the  most  gracious  entertainers  in 
the  world,  I  believe  we  should  recognize 
some  of  the  business  people  in  our  Nation 
and  allow  them  a  deduction  for  the  ex¬ 
pense  of  entertainment. 

Some  of  the  expenses  are  necessary. 
Businessmen  either  entertain  and  keep 
their  business  or  competitors  entertain 
over  a  period  of  time  and  take  the  busi¬ 
ness  away.  The  expense  will  remain 
whether  or  not  we  allow  it  as  a  tax 
deduction.  But  in  a  nation  in  which 
the  income  tax  rate  is  as  high  as  90  per¬ 
cent,  it  seems  only  fair  that  a  business¬ 
man  should  be  entitled  to  deduct  his  re¬ 
quired  and  necessary  expenditures  in 
order  to  stay  in  business  or  to  get  busi¬ 
ness.  To  allow  him  less  than  that,  in 
view  of  a  90-percent  income  tax  rate  for 
the  highest  bracket  of  income,  would,  in 
the  judgment  of  this  Senator,  be  ex¬ 
tremely  unfair. 

For  that  reason  I  urge  that  the  Senate 
go  along  with  the  committee  report.  In 
my  judgment  the  committee  went  too 
far.  To  me  it  seemed  an  outrage  in  some 
respects.  To  cite  one  example :  If  a  tax¬ 
payer  is  trying  to  do  business  with  a 
client  who  is  his  main  source  of  busi¬ 
ness,  and  that  man  comes  to  town,  he 
invites  the  man  to  dinner.  If  the  tax¬ 
payer  did  not  entertain  the  client  over  a 
long  period  of  time,  he  might  lose  the 
business  to  a  competitor  who  otherwise 
would  seek  to  entertain  the  man.  If  the 
client  should  say,  “I  am  sorry,  my  wife 
is  with  me.  I  cannot  go  because  I  do 
not  want  to  leave  my  wife  in  a  hotel 
room,”  it  seems  to  me  that  it  would  be 
rather  unreasonable  to  refuse  the  tax¬ 


payer  the  right  to  deduct  the  expense  of 
a  meal  for  his  principal  customer’s  wife. 

Yet  the  committee  would  deny  him 
that.  It  seems  to  me  that  is  going  too 
far.  To  go  further  and  to  seek  to  com¬ 
pletely  disallow  necessary  entertainment 
expenses  under  the  restrictive  rules  the 
committee  would  impose  seems  to  me 
to  be  most  unreasonable  and  unfair.  I 
hope  the  Senate  will  not  go  beyond  what 
the  committee  has  recommended. 

Madam  President,  I  suggest  the  ab¬ 
sence  of  a  quorum. 

The  PRESIDING  OFFICER.  The 
clerk  will  call  the  roll. 

The  legislative  clerk  proceeded  to  call 
the  roll. 

Mr.  LONG  of  Louisiana.  Madam 
President,  I  ask  unanimous  consent  that 
the  order  for  the  quorum  call  be  re¬ 
scinded. 

The  PRESIDING  OFFICER.  Without 
objection,  it  is  so  ordered. 

Mr.  SMATHERS.  Madam  President, 
I  feel  that  the  committee  amendment 
which  was  reported  by  a  substantial  ma¬ 
jority  of  the  Committee  on  Finance  is 
essential  unless  we  are  to  adopt  the  un¬ 
reasonable  philosophy  that  legitimate 
business  expenses  for  legitimate  busi¬ 
ness  purposes  are  to  be  arbitrarily  dis¬ 
allowed  as  a  deduction. 

I  do  not  believe,  and  I  do  not  think 
most  members  of  the  Committee  on  Fi¬ 
nance  believe,  that  businessmen  as  a 
whole  are  crooks.  They  do  not  believe 
that  all  businessmen  are  out  to  beat  the 
Government  willfully  and  deliberately. 
They  do  not  believe  that  all  business¬ 
men  are  willful  and  determined  chislers. 
They  do  not  believe  that  all  business¬ 
men  are  endeavoring  to  evade  the  re¬ 
sponsibility  of  carrying  their  fair  share 
of  the  burden  or  obligation  of  paying 
for  the  operation  of  the  Government. 

On  the  other  hand,  most  members  of 
the  Committee  on  Finance  realize  that 
there  are  and  have  been  some  abuses 
with  respect  to  expense  account  de¬ 
ductions  in  the  business  community  and 
elsewhere.  These  are  the  kinds  of 
abuses  which  the  Committee  on  Finance 
has  endeavored  to  stop.  While  we  want 
to  stop  the  abuses,  at  the  same  time  we 
desire,  if  at  all  possible,  to  continue 
the  practice  of  permitting  legitimate 
businessmen  to  deduct  legitimate  busi¬ 
ness  expenses. 

Under  the  House  bill  as  interpreted 
by  the  House  committee  report,  virtual¬ 
ly  no  entertainment  expense  would  have 
been  deductible  unless  it  were  an  ex¬ 
pense  described  in  a  specific  exception 
to  the  general  rule.  In  other  words, 
under  the  House  bill,  the  general  rule 
was  a  disallowance  rule,  pure  and  simple. 
It  provided  that  all  expenses  were  to  be 
disallowed,  but  permitted  the  taxpayer 
to  make  a  few  minor  exceptions.  It  was 
the  feeling  of  the  Committee  on  Finance 
that  this  practice  would  be  too  harsh.  In 
an  effort  to  catch  the  violators  of  the 
law,  the  committee  felt  that  the  report 
which  was  written  by  the  Treasury  in 
support  of  the  House  bill  went  too  far 
in  its  purpose  to  catch  the  rats  and 
instead  burned  down  the  bam.  We  did 
not  believe  the  barn  should  be  burned 
down. 

So,  unlike  the  House  bill,  the  commit¬ 
tee  amendment  permits  the  taxpayer  to 


continue  to  deduct  certain  entertain¬ 
ment  expenses  if  he  clearly  demon¬ 
strates  a  close  association  between  the 
expenditure  and  a  trade  or  business  or 
profession. 

The  majority  of  the  Committee  on 
Finance  believe  that  a  closer  relation¬ 
ship  should  be  required  than  that  which 
is  required  under  present  law.  We  be¬ 
lieve  that  is  necessary  if  we  are  to  elim¬ 
inate  the  abuses  which  the  Secretary  of 
the  Treasury  and  others  have  called  to 
our  attention. 

I  am  not  aware  that  any  member  of 
the  Committee  on  Finance  or,  for  that 
matter,  any  other  Member  of  the  Senate, 
condones  the  type  of  abuses  which  Sen¬ 
ators  who  will  oppose  our  amendment 
will  continue  to  talk  about — Bermuda 
vacations,  Alaskan  hunts,  and  safaris  to 
Africa.  No  one  desires  or  expects  that 
practice  to  continue. 

We  do  not  believe  that  Senators  who 
oppose  our  amendment  have  a  first  mort¬ 
gage  on  virtue.  We  do  not  believe  that 
they  are  the  only  ones  who  are  against 
sin.  We  believe  we  are  just  as  much 
against  sin  and  just  as  much  against 
abuses  of  the  tax  law  as  they  are;  but 
we  do  not  go  to  the  length  to  which 
they  go  in  contending  that  the  law 
should  not  permit  legitimate  business¬ 
men  to  take  legitimate  business  deduc¬ 
tions. 

I  do  not  believe  that  the  only  way  to 
prevent  abuse  is  to  condemn  each  and 
every  American  taxpayer  who  finds  it 
appropriate  or  necessary  to  resort  to 
business  entertainment  in  order  to  mar¬ 
ket  his  product  or  service. 

We  know  that  various  businessmen 
react  differently  to  competitive  pressures. 
Some  cut  prices;  others  provide  fringe 
benefits  to  buyers,  such  as  more  attrac¬ 
tive  packaging  or  better  servicing;  still 
others  advertise  more  extensively. 

Business  entertaining  is  nothing  more 
or  less  than  a  form  of  advertising.  How¬ 
ever,  it  is  a  form  of  advertising  which 
is  particularly  suitable  to  small,  new,  and 
struggling  businesses,  in  which  personal 
contact  with  potential  customers  or 
clients  may  be  far  more  fruitful  than 
a  hundred  newspaper  or  magazine  ad¬ 
vertisements.  No  one  has  yet  suggested 
that  deductions  be  allowed  for  expenses 
of  other  forms  of  advertising. 

Last  night,  and  again  this  morning, 
the  able  Senator  from  Louisiana  [Mr. 
Long]  stated  that  a  legitimate  business 
deduction  made  it  possible  for  a  small 
businessman  to  compete  with  a  very  rich 
businessman.  If  no  legitimate  business 
deductions  are  to  be  allowed,  then,  of 
course,  the  man  who  has  a  big  business 
which  earns  a  great  sum  of  money  can 
entertain  and  pay  for  the  entertainment 
himself  because  he  has  the  money  to 
do  so.  But  the  small  businessman,  who 
is  trying  to  increase  his  business  and 
put  it  into  the  category  of  a  business 
can  compete  only  if  he  has  a  legitimate 
expense  account. 

Legitimate  deductions  for  business  en¬ 
tertainment  have  become  an  integral 
part  of  our  way  of  life.  The  committee 
amendment  is  designed  to  outlaw  the 
abuse  of  the  entertainment  expense  de¬ 
duction. 

Let  me  describe  some  of  the  respects 
in  which  the  committee  amendment 
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makes  provision  for  legitimate  business 
entertainment  deductions. 

Mr.  LONG  of  Louisiana.  Madam 
President,  will  the  Senator  from  Florida 
yield? 

Mr.  SMATHERS.  I  yield. 

Mr.  LONG  of  Louisiana.  Before  the 
Senator  discusses  that  point,  does  he  not 
see  some  inconsistency  in  the  adminis¬ 
tration  asking  us,  on  the  one  hand,  to 
provide  more  money  so  that  our  ambas¬ 
sadors  to  foreign  countries  may  enter¬ 
tain  in  foreign  lands,  but,  on  the  other 
hand,  to  provide  for  a  complete  disal¬ 
lowance  of  entertainment  expense  in¬ 
curred  by  American  businessmen  in  an 
effort  to  improve  their  business?  We 
are  asked  to  provide  more  money  for 
ambassadors  to  entertain,  so  as  to  pro¬ 
tect  and  further  the  interests  of  the 
United  States  in  foreign  affairs;  but  we 
are  also  asked  to  withdraw  any  allow¬ 
ance  whatsoever  for  legitimate  business 
entertainment  by  American  business¬ 
men. 

Mr.  SMATHERS.  I  agree  with  the 
able  Senator  from  Louisiana.  The  dis¬ 
tinguished  Senator  from  Tennessee  [Mr. 
Gore],  a  leading  opponent  of  the  amend¬ 
ment  proposed  by  the  Committee  on 
Finance,  believes  that  further  restric¬ 
tions  should  be  imposed  upon  deductions 
of  expenses  for  business  entertainment. 
Still,  the  administration  is  asking  for 
more  money  for  ambassadors  for  enter¬ 
tainment  purposes  overseas.  Evidently 
it  is  felt  that  such  entertainment  has 
some  benefit,  because  the  taxpayers  are 
asked  to  pay  for  it. 

If  that  is  true  with  respect  to  our  over¬ 
sea  operations,  I  am  sure  that  we  should 
not  deny  a  legitimate  businessman  in  the 
United  States  the  right  to  make  legiti¬ 
mate  business-expense  deductions.  So  I 
completely  agree  with  the  able  Senator 
from  Louisiana. 

I  return  to  the  point  in  regard  to  what 
the  amendments  and  report  of  the  Sen¬ 
ate  Finance  Committee  do.  We  are 
tightening  up — I  wish  to  repeat  that 
again  and  again — the  law,  as  compared 
to  what  it  is  at  the  present  time.  The 
committee’s  bill  will  not  permit  a  deduc¬ 
tion  for  any  entertainment  expense 
which  is  not  directly  related  to  or  asso¬ 
ciated  with  the  active  conduct  of  a  trade 
or  business. 

The  Senator  from  Tennessee  makes 
much  of  the  words  “or  associated  with,” 
and  asks  where  they  come  from.  I  am 
not  certain  just  where  they  come  from, 
except  that  I  may  say  that  when  we  said 
to  the  staff  of  the  Treasury  Department 
that  we  did  not  like  the  language  includ¬ 
ed  by  the  House,  and  that  we  wanted  a 
provision  a  little  less  severe  than  the  one 
in  the  House  version  of  the  bill,  and 
when  we  asked  them  what  they  would 
suggest,  they  suggested  the  words  “or 
associated  with.”  I  have  a  sneaking 
suspicion  that  it  would  be  found  that 
the  same  individual  in  the  Treasury  who 
helped  prepare  the  expense-account 
message  for  the  President  is  responsible 
for  those  words.  I  noted  last  night  that 
the  words  “or  associated  with”  were  used 
in  the  President’s  speech;  and  the 
Treasury  has  supplied  us  with  the  same 
words.  So  perhaps  the  same  one  who 
helped  prepare  the  President’s  speech 


also  helped  prepare  this  part  of  the  re¬ 
port;  and  he  is  an  employee  of  the 
Treasury  Department  of  the  United 
States. 

Mr.  LONG  of  Louisiana.  I  believe  the 
President  said  he  recommended  a  com¬ 
plete  disallowance  of  all  these  expenses, 
although  some  of  them  were  related  to  or 
associated  with  the  conduct  of  the  tax¬ 
payer’s  business. 

Mr.  SMATHERS.  Yes;  that  is  correct. 

Mr.  LONG  of  Louisiana.  The  House 
said  it  would  allow  the  expenses  if  they 
were  directly  related  to  the  conduct  of 
the  business.  But  after  the  House  passed 
the  bill  and  it  came  over  to  the  Senate, 
we  said  we  did  not  object  to  that  lan¬ 
guage,  but  we  thought  the  report  was 
too  tough. 

Mr.  SMATHERS.  The  Senator  is 
correct. 

Mr.  LONG  of  Lousiana.  So  we  wrote 
our  own  report,  and  included  a  few 
words  to  explain  our  meaning.  We  took 
the  rest  of  the  President’s  language;  in 
addition  to  the  words  “directly  related 
to,”  we  took  the  words  “or  associated 
with” — so  as  to  read,  “directly  related  to 
or  associated  with  the  conduct  of  the 
trade  or  business.”  . 

Mr.  SMATHERS.  The  Senator’s 
statement  is  correct. 

Mr.  LONG  of  Louisiana.  So,  in  effect, 
the  President  implied  that  it  is  difficult 
to  justify  disallowing  entertainment  ex¬ 
penses  directly  related  to  or  associated 
with  the  conduct  of  a  trade  or  business. 

Mr.  SMATHERS.  Yes. 

Mr.  LONG  of  Louisiana.  In  other 
words,  the  House  adopted  half  of  the 
President’s  language,  and  we  took  the 
rest  of  it. 

Mr.  SMATHERS.  Yes;  and  I  am  cer¬ 
tain  that  is  where  the  words  came  from. 
They  are  an  effort  on  our  part  to  stop 
the  gross  abuses  which  have  been  de¬ 
scribed  in  the  Record  and  were  described 
by  the  Secretary  of  the  Treasury  when 
he  was  before  the  committee,  and  yet 
not  to  go  so  far  as  to  prevent  legitimate 
businessmen  from  taking  legitimate 
business-expense  deductions.  That  is 
our  purpose. 

Under  this  amendment,  no  deduction 
will  be  allowed  if  the  facts  in  the  case 
indicate  that  no  business  could  result 
from  the  entertainment;  and  under  this 
amendment  no  deduction  will  be  allowed 
for  entertainment  expenses  of  a  nature 
which  are  against  the  public  policy.  We 
read  some  rather  colorful  language  about 
things  which  would  not  be  allowed.  The 
able  Senator  from  Tennessee  asked,  last 
night,  “Where  did  the  language  about 
these  illustrations  come  from?”  We  in¬ 
cluded  them  because  we  knew  that  if  we 
did  not,  the  able  Senator  from  Tennessee 
and  his  cohorts  would  point  out  such 
examples,  and  would  do  so  in  such  a  way 
that  it  would  seem  to  appear  that  we 
were  advocating  sin  or  illegality;  and 
we  did  not  wish  to  be  put  in  such  a  posi¬ 
tion. 

Furthermore,  when  an  expense  is  for 
entertainment  of  both  business  and  so¬ 
cial  guests,  there  will  be  no  deduction 
for  expenses  attributable  to  the  social 
guests. 

Today  that  is  a  great  area  of  abuse — 
situations  in  which  a  businessman  en¬ 


tertains  some  of  his  business  friends  and 
also  entertains  some  of  his  social  friends. 
Under  the  bill  as  reported  by  the  com¬ 
mittee,  the  only  deduction  which  such 
a  businessman  would  be  eligible  to  take 
would  be  the  costs  of  entertaining  his 
business  friends.  He  would  not  be  eligi¬ 
ble  to  take  a  deduction  for  the  costs  of 
entertaining  his  social  guests. 

Furthermore,  no  deduction  whatever 
for  any  sort  of  vacation  would  be  al¬ 
lowed.  However,  under  existing  law, 
deductions  can  be  taken  for  vacations  to 
Bermuda  or  to  Miami  Beach,  even 
though  during  the  vacation  business  was 
transacted  on  only  1  or  2  days.  Never¬ 
theless,  under  present  law  the  expenses 
of  the  entire  vacation  can  be  claimed  as 
a  deduction.  The  Finance  Committee 
says  that  is  going  too  far;  and  the  bill,  as 
reported  to  the  Senate,  would  stop  that 
practice. 

There  will  be  no  deduction  for  any 
entertainment  expenses  which  the  cir¬ 
cumstances  indicate  are  either  lavish  or 
extravagant.  It  will  be  for  those  in  the 
Bureau  of  Internal  Revenue  to  decide 
what  expenses  come  in  that  category. 
But  when  someone  says  those  in  the  Bu¬ 
reau  of  Internal  Revenue  will  suddenly 
become  generous,  all  I  can  say,  in  reply, 
is  that  one  who  takes  that  position  must 
not  have  had  much  experience  in  re¬ 
cent  years  with  the  Bureau  of  Internal 
Revenue. 

No  deduction  will  be  allowed  for  en¬ 
tertainment  expenses  relating  to  facili¬ 
ties,  such  as  yachts — Senators  should 
bear  this  point  in  mind,  for  I  am  sure 
that  in  a  minute  or  so  they  will  hear 
about  the  facts,  all  over  again — and  no 
deduction  will  be  allowed  for  entertain¬ 
ment  expenses  relating  to  other  facili¬ 
ties,  such  as  hunting  lodges  or  fishing 
camps,  unless  it  is  clearly  established 
that  the  facility  was  used  primarily  for 
direct  business  purposes. 

Mr.  GORE.  Mr.  President,  will  the 
Senator  from  Florida  yield? 

The  PRESIDING  OFFICER  (Mr. 
Metcalf  in  the  chair).  Does  the  Sen¬ 
ator  from  Florida  yield  to  the  Senator 
from  Tennessee? 

Mr.  SMATHERS.  I  am  happy  to  yield 
to  my  able  friend  from  Tennessee. 

Mr.  GORE.  Several  references  have 
been  made — particularly  by  the  junior 
Senator  from  Louisiana  [Mr.  Long],. and 
also,  I  think,  by  the  junior  Senator  from 
Florida  [Mr.  Smathers] — or  several 
statements  have  been  made  that  the  re¬ 
port  specifically  provides  that  a  deduc¬ 
tion  for  the  expenses  of  a  safari  to  Africa, 
such  as  the  one  indulged  in  by  the  Sani¬ 
tary  Farms  Dairy,  Inc.,  would  not  be 
allowed. 

But  now  I  find,  according  to  the  report, 
that,  in  fact,  that  is  not  the  case.  If 
the  Senator  from  Florida  will  turn  to 
page  28  of  the  committee  report,  and  will 
read  the  paragraph  carefully,  he  will  see 
that  an  incorrect  interpretation  has  been 
given. 

I  should  like  to  know  whether  the 
junior  Senator  from  Florida  still  insists 
that  the  committee  report  would  prevent 
the  deduction  of  the  expenses  of  a  safari 
to  Africa. 

Mr.  SMATHERS.  I  do  not  know  of 
any  businessman  who  could  do  it;  I  do 
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not  know  of  any  businessman  who  is  in 
the  business  of  catching  lions  or  alliga¬ 
tors  or  buffaloes.  But  if  there  were  one 
who  was  in  the  business  of  catching  lions 
or  alligators  or  buffaloes,  and  if  he  were 
on  a  safari  for  that  purpose,  and  if  that 
was  his  business,  I  suppose  he  could  de¬ 
duct  those  expenses.  But  I  think  the 
total  implication  is  crystal  clear — that 
they  cannot  be  deducted  unless  the  safari 
is  directly  related  to  his  business. 

Mr.  GORE.  The  Senator  is  dodging 
the  question. 

Mr.  SMATHERS.  No;  I  am  not.  I 
say  that  I  do  not  know  of  any  business¬ 
man  who  could  do  that.  Does  the  Sen¬ 
ator  from  Tennessee  know  of  any  busi¬ 
nessman  in  Tennessee  who  could  justify, 
as  a  business  expense,  the  expense  of 
going  to  Africa?  I  do  not  know  of  any 
who  could. 

Mr.  GORE.  Mr.  President,  the  Sen¬ 
ator  from  Florida  is  a  very  good  lawyer; 
and  he  knows  that  one  way  to  avoid  a 
question  is  to  ask  another  one.  But  it 
has  been  repeatedly  stated  that,  among 
the  other  things  that  the  report  would 
rule  out  as  not  deductible,  would  be  the 
expenses  of  a  safari  to  Africa,  such  as 
was  indulged  in  by  one  taxpayer.  How¬ 
ever,  I  find  that  the  committee  report 
does  not  say  that. 

Mr.  SMATHERS.  The  Senator  from 
Tennessee  well  knows  we  are  making 
legislative  history  here. 

Mr.  GORE.  Well,  the  Senator  is  try¬ 
ing  to  make  it  with  this  report. 

Mr.  SMATHERS.  Certainly  it  was 
the  intention  of  the  Finance  Committee, 
and  it  is  the  intention  of  every  Senator 
I  know  of  here  on  the  floor — certainly  it 
is  the  intention  of  the  Senator  from 
Louisiana,  the  Senator  from  Virginia, 
the  Senator  from  Oklahoma,  and  the 
other  Senators  who  are  supporting  this 
amendment — to  be  certan  that  no  busi¬ 
nessman  can  have  a  vacation  on  a 
safari  in  Africa,  when  there  is  no  reason 
that  any  reasonable  man  could  possibly 
see  to  deduct  it.  We  do  not  want  him 
to  be  able  to,  and  we  think  that  is  what 
the  report  says. 

Mr.  GORE.  I  will  not  press  the  Sena¬ 
tor  except  this  one  more  time.  The 
statement  was  made  on  the  floor  of  the 
Senate  last  night  and  today  at  least  six 
or  eight  times  that  the  committee  report 
would  deny  deductibility  of  the  cost  of 
a  safari  to  Africa.  Now  I  ask  the  Sena¬ 
tor,  Does  his  report  say  that  or  does  it 
not? 

Mr.  SMATHERS.  It  does  that  in 
every  instance  where  a  man  would  try 
to  claim  that  that  safari  had  a  relation¬ 
ship  to  his  business,  and  he  could  not 
deduct  it  otherwise.  We  do  not  go  so  far 
as  the  Senator  would  like  to  have  us 
go — that,  whatever  a  man’s  business  is, 
he  cannot  have  any  business  deductions. 
That  is  what  the  Senator  from  Tennes¬ 
see  really  wants.  We  do  not  subscribe 
to  that.  We  do  not  believe  there  are 
many  people  who  can  take  a  safari  or 
trip  to  hunt  lions,  tigers,  rhinoceroses, 
and  alligators  in  Africa,  and  claim,  and 
show  it  is  a  business  deduction.  We  do 
not  think  they  should  have  been  per¬ 
mitted  to  claim  it  before,  and  we  cer¬ 
tainly  do  not  think  it  can  be  done  under 
the  present  language. 


Mr.  GORE.  After  conferences  with 
the  staff,  I  am  sure  that  neither  of  my 
two  distinguished  friends  will  no  longer 
insist  that  the  statements  they  have  been 
making  with  respect  to  the  celebrated 
case  are  factual. 

Mr.  SMATHERS.  On  the  contrary,  we 
could  not  accept  that  statement. 

Mr.  GORE.  Very  well. 

Mr.  SMATHERS.  The  Senator  from 
Tennessee  is  entitled  to  his  conclusion. 

Mr.  GORE.  The  Senator  from  Florida 
does  not  have  to  accept  it,  but  I  carefully 
note  that  he  is  not  still  saying  it. 

Mr.  SMATHERS.  We  are  saying  what 
I  hope  we  have  been  saying,  and  that  is, 
one  cannot  take  a  deduction  for  a  vaca¬ 
tion;  vacations  are  totally  and  com¬ 
pletely  eliminated  as  bases  for  tax  de¬ 
duction. 

Mr.  GORE.  I  will  challenge  the  Sen¬ 
ator  on  that  a  little  later. 

Mr.  SMATHERS.  Very  well,  chal¬ 
lenge  me  a  little  later.  What  we  are 
saying  is  that,  unless  a  man  can  demon¬ 
strate  that  a  safari  is  directly  related  to 
or  associated  with  his  business,  he  ob¬ 
viously  cannot  take  that  deduction.  We 
do  not  believe  there  are  very  many 
business  men  who  can  do  it. 

Mr.  GORE.  Will  the  Senator  yield 
further? 

Mr.  SMATHERS.  I  yield. 

Mr.  GORE.  The  Senator  has  got  to 
the  point.  He  says  “if  associated  with” 
the  business,  it  would  be  deductible. 
Now  I  ask  him  to  turn  to  page  26  of  the 
report.  Then  we  see  what  the  test  of 
“associated  with  is.  If  the  Senator  will 
read  with  me  beginning  in  the  middle  of 
the  second  paragraph: 

This  new  language  will  permit  deduction 
of  expenses  for  entertainment,  amusement,  or 
recreation  incurred  for  the  creation  or 
maintenance  of  business  goodwill  without 
regard  to  whether  a  particular  exception  ap¬ 
plies.  However,  this  new  language  will  ap¬ 
ply  only  if  the  taxpayer  demonstrates  a  clear 
business  purpose  and  shows  a  reasonable 
expectation — 

Whatever  that  is — 
of  deriving  some  income — 

However  much  that  is — 
or  other  benefit — 

Whatever  that  is - 

Mr.  SMATHERS.  Finish  the  sen¬ 
tence — “to  his  business.” 

Mr.  GORE  (continuing) : 
benefit  to  his  business  as  a  result  of  the 
expenditure. 

Mr.  SMATHERS.  That  is  right. 

Mr.  GORE.  So  the  Senator  has  said 
that  if  a  safari  to  Africa  met  this  test, 
it  would  be  deductible.  Yet  the  Senate 
has  been  told  at  least  six  times  in  pre¬ 
vious  debate  that  under  no  conditions 
will  it  be  deductible. 

Mr.  SMATHERS.  If  the  Senator  will 
turn  to  page  28  of  the  report,  he  will 
see  this  language: 

It  will  not  be  sufficient  that  the  entertain¬ 
ment  expense  is  vaguely  or  remotely  con¬ 
nected  with  a  business  motive;  it  must  be 
demonstrated  that  the  predominant  purpose 
of  the  expense  is  to  further  the  trade  or  busi¬ 
ness  of  the  taxpayer. 

The  Senator  always  tries  to  prove  his 
case  by  reading  half  of  the  language. 


Mr.  GORE.  I  have  read  the  defini¬ 
tion  of  “associated  with”  and  I  have  read 
the  test  prescribed  by  the  majority  re¬ 
port.  The  Senator  cannot  dodge  his 
own  report,  bearing  his  own  name,  by 
saying  I  read  a  part  of  it.  I  read  it  all. 

Mr.  SMATHERS.  But  the  Senator  did 
not  read  what  is  on  the  next  page : 

It  will  not  be  sufficient  that  the  enter¬ 
tainment  expense  is  vaguely  or  remotely  con¬ 
nected  with  a  business  motive;  it  must  be 
demonstrated  that  the  predominant  purpose 
of  the  expense  is  to  further  the  trade  or  busi¬ 
ness  of  the  taxpayer. 

Mr.  GORE.  Will  the  Senator  go  on 
and  read  the  one  highly  imaginary  ex¬ 
ample  that  his  report  gives?  It  is  laugh¬ 
able. 

Mr.  SMATHERS.  That  is  a  matter 
of  opinion  of  the  Senator  from  Tennes¬ 
see.  I  have  not  been  able  to  convince 
the  Senator  from  Tennessee  for  a  long 
time,  and  apparently  I  have  no  hopes  this 
time. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  will  the  Senator  yield? 

Mr.  SMATHERS.  I  yield. 

Mr.  LONG  of  Louisiana.  In  the  Sani¬ 
tary  Farms  Dairy  case,  where  a  man  took 
a  safari  to  Africa,  he  did  not  claim  it  as 
an  entertainment  expense.  Even  under 
existing  law  the  man  could  not  deduct 
the  expense  as  entertainment. 

Mr.  SMATHERS.  That  is  correct. 

Mr.  LONG  of  Louisiana.  As  the  law 
stands  now,  if  a  man  takes  a  vacation  and 
brings  a  client  with  him,  we  have  fixed 
it  so  he  cannot  deduct  that  vacation  ex¬ 
pense.  We  say  he  cannot  take  it  as  an 
advertising  expense.  He  has  to  claim 
it  as  an  entertainment  deduction,  and 
as  an  entertainment  deduction  it  was 
not  allowed  under  existing  law  and  will 
not  be  allowed  under  the  proposed  law. 
We  say  no  deduction  can  be  made  for 
anything  extravagant. 

_  On  page  30  of  the  report  we  say: 

In  example  A,  no  deduction  would  be 
allowed  under  your  committee’s  bill  because 
a  vacation  trip  for  a  customer  and  his  wife 
is  not  “directly  related  to  the  active  conduct 
of  the  taxpayer’s  trade  or  business.” 

So  the  point  is  that  the  man  probably 
could  not  have  claimed  the  expense  of  a 
safari  to  begin  with  as  an  entertainment 
expense.  He  might  have  claimed  it  as 
a  vacation.  But  we  outlaw  that,  know¬ 
ing  that  he  must  claim  it  as  an  enter¬ 
tainment  expense,  which  we  say  cannot 
be  allowed  as  an  advertising  expense, 
where  it  would  have  been  allowed. 

I  would  have  said  that,  under  the  facts 
of  the  Sanitary  Farms  Dairy  case,  the 
man  could  not  have  claimed  the  expense 
of  the  safari  to  Africa.  As  the  Senator 
from  Florida  has  said,  if  his  profession 
had  been  that  of  a  big  game  hunter,  he 
might  have  claimed  it,  but  under  the 
facts  of  the  Sanitary  Farms  Dairy  case, 
he  could  not  have  claimed  it. 

Mr.  SMATHERS.  I  thank  the  Sena¬ 
tor. 

When  we  write  these  provisions,  we 
expect  that  reasonable  men  will  give  the 
language  a  reasonable  interpretation. 
We  do  not  expect  the  language  to  be 
quartered  and  stretched  to  unreasonable 
conclusions.  We  expect  the  Internal 
Revenue  Service  to  be  permitted  to  col- 
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lect  all  the  taxes  they  can,  with  our  help, 
and  we  do  not  expect  them  to  permit  a 
man  to  go  to  Africa,  at  lavish  expense, 
and  charge  it  as  a  business  expense.  We 
do  not  want  them  to.  That  is  why  we 
put  this  language  in  the  report. 

There  will  be  no  deduction  for  any  ex¬ 
pense  relating  to  facilities  which  are 
used  for  vacation  purposes. 

There  will  be  no  deduction  for  any 
expenses  relating  to  facilities  which  are 
lavish  or  extravagant. 

There  will  be  no  deduction  for  any 
club  dues  unless  the  club  is  used  pri¬ 
marily  for  business  purposes. 

In  determining  whether  a  facility  or  a 
club  is  used  primarily  for  business  pur¬ 
poses,  use  of  the  facility  by  the  taxpay¬ 
er’s  family,  if  any,  will  be  counted  as 
nonbusiness  use. 

Under  the  bill,  although  deduction  for 
entertainment  expenses  is  restricted, 
such  expenses  will  not  be  disallowed 
merely  because  they  are  incurred  for 
the  purpose  of  generating  business  good 
will. 

Good  will  has  long  been  recognized  as 
a  legitimate  business  practice.  Thus 
where  the  purpose  of  the  expenditure  for 
good  will  shows  a  clear  relationship  to 
the  business,  it  will  and  should  continue 
to  be  deductible. 

However,  on  the  other  hand,  when 
good  will  generated  by  the  expense  is 
vague  or  when  the  possibility  of  the  ex¬ 
penditure  resulting  in  the  production  of 
income  is  remote,  no  deduction  for  this 
purpose  would  be  permitted  under  the 
committee’s  bill. 

Mr.  GORE.  Mr.  President,  will  the 
Senator  yield? 

Mr.  SMATHERS.  I  would  prefer  to 
wait  until  I  conclude  my  remarks,  and 
then  I  shall  be  happy  to  yield' 

Mr.  GORE.  I  was  very  generous  in 
yielding  to  the  Senator  last  night. 

Mr.  SMATHERS.  The  Senator  was. 
He  is  always  genei-ous.  I  am  sorry  I  even 
hesitated  for  a  moment.  I  am  delighted 
to  yield  to  my  friend. 

Mr.  GORE.  The  Senator  has  told  us 
again,  flatfootedly,  that  no  vacation  ex¬ 
pense  could  be  deductible.  Does  the 
Senator  still  say  that? 

Mr.  SMATHERS.  Yes.  We  say  that 
certainly  the  language,  as  we  wrote  it, 
as  we  intend  it,  and  as  we  think  it  would 
be  enforced,  provides  that  there  will  be 
no  vacation  deductible  as  a  business  ex¬ 
pense. 

Mr.  GORE.  Would  that  apply  to  trav¬ 
el  expense? 

Mr.  SMATHERS.  It  would  not  ap¬ 
ply  to  travel  expense.  People  may  come 
to  Washington,  D.C.,  to  see  the  Senator 
from  Tennessee.  They  may  go  to  a  cattle 
show  or  something.  If  those  people  are 
in  the  cattle  business  and  they  take 
that  travel  for  business  purposes  they 
can  take  the  expense  as  a  business  deduc¬ 
tion,  and  they  should.  We  are  not  talk¬ 
ing  about  that. 

Mr.  GORE.  Suppose  a  taxpayer 
travels  to  Miami  for  a  5 -day  safari  on 
the  beach. 

Mr.  SMATHERS.  I  would  think  he 
would  be  pretty  intelligent,  to  start  with. 

I  wish  it  were  possible  that  he  could  take 
a  deduction.  Of  course,  being  objective 
about  it,  since  I  represent  not  only 


Miami  Beach  and  Florida  but  also  in¬ 
directly  the  other  States,  I  know  we 
could  not  permit  people  to  go  there 
solely  for  a  vacation  and  to  deduct  the 
expense  as  a  business  expense.  If  a  per¬ 
son  goes  there  for  some  business  reason 
and  can  establish  that,  he  could  deduct 
the  expense. 

Under  the  bill  which  was  reported 
and  the  amendment  the  committee  ap¬ 
proved,  the  person  would  have  to  prove 
it.  No  longer  would  the  situation  be  the 
same  as  it  has  been,  when  the  taxpayer 
could  say,  “I  was  there  on  business.”  He 
would  have  to  prove  it.  If  he  went  there 
on  business,  obviously,  he  would  be  en¬ 
titled  to  take  the  travel  expense  as  a 
business  expense. 

Mr.  GORE.  If  the  Senator  will  turn 
to  page  43  of  the  bill,  I  am  sure  he  will 
see  what  I  mean.  I  wish  to  read  sub¬ 
section  (c) : 

Traveling. — In  the  case  of  any  individual 
who  is  traveling  away  from  home  in  pur¬ 
suit  of  a  trade  or  business  or  in  pursuit 
of  an  activity  described  in  section  212,  no 
deduction  shall  be  allowed  under  section  162 
or  section  212  for  that  portion  of  the  ex¬ 
penses  of  such  travel  otherwise  allowable 
under  such  section  which,  under  regulations 
prescribed  by  the  Secretary  or  his  delegate, 
is  not  allocable  to  such  trade  or  business  or 
to  such  activity. 

I  ask  the  Senator  to  take  note  of  the 
next  sentence.  I  am  sure  the  Senator 
can  perceive  it : 

This  subsection  shall  not  apply  to  the  ex¬ 
penses  of  any  travel  away  from  home  which 
does  not  exceed  one  week  or  where  the  por¬ 
tion  of  the  time  away  from  home  which  is 
not  attributable  to  the  pursuit  of  the  tax¬ 
payer’s  trade  or  business  or  an  activity  de¬ 
scribed  in  section  212  is  less  than  25  percent 
of  the  total  time  away  from  home  on  such 
travel. 

I  have  pointed  out  to  the  Senator  an¬ 
other  loophole,  which  he  said  was  not  in 
the  bill. 

Mr.  SMATHERS.  I  say  first  to  the 
able  Senator  from  Tennessee  that  this 
particular  provision,  to  which  he  has 
now  made  reference,  is  not  one  of  the 
provisions  to  which  he  has  previously  ob¬ 
jected,  or  to  which  he  has  objected  until 
this  very  moment.  This  is  one  of  the 
provisions  now  in  the  law,  as  I  under¬ 
stand,  and  also  in  the  House  bill.  It  is 
one  of  the  provision  which  the  Senator 
is  supporting,  because  he  is  supporting 
the  House  bill.  That  is  the  first  point  I 
wish  to  make. 

Mr.  GORE.  I  point  out  to  the  Senator 
that  I  have  not  said  I  am  supporting 
the  House  bill.  I  am  trying  to  forestall 
Senators  from  making  that  bill  worse. 
What  I  wish  to  offer  later  are  the  recom¬ 
mendations  by  the  President  and  the 
Secretary  of  the  Treasury  to  stop  the  ex¬ 
pense  account  cheating. 

Mr.  SMATHERS.  We  are  all  for  that. 

Mr.  GORE.  The  amendment  pend¬ 
ing  would  make  the  House  bill  worse. 

Mr.  SMATHERS.  We  want  to  stop 
any  cheating,  too.  I  will  ask  the  Senator 
a  question.  Is  the  Senator  against  all 
deductions  for  business  expense? 

Mr.  GORE.  Of  course  not. 

Mr.  SMATHERS.  I  am  glad  to  hear 
the  Senator  say  that. 

Mr.  GORE.  Why  does  the  Senator  ask 
such  a  question? 


Mr.  SMATHERS.  Because  it  has  been 
my  impression,  after  listening  to  the 
Senator  for  the  last  couple  of  days,  that 
he  finally  had  arrived  at  the  position  of 
wishing  to  allow  no  expenses  as  business 
deductions,  legitimate  as  well  as  illegiti¬ 
mate.  The  Senator  says  that  is  not  the 
case. 

Mr.  GORE.  It  is  not. 

Mr.  SMATHERS.  I  am  happy  to  hear 
him  say  that. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  will  the  Senator  yield? 

Mr.  SMATHERS.  I  am  happy  to  yield. 

Mr.  LONG  of  Louisiana.  Was  not  the 
Senator  on  the  floor  when  the  Senator 
from  Pennsylvania,  who  is  associated 
with  the  Senator  from  Tennessee  in  this 
effort,  made  clear  that  he  wants  to  cut 
out  all  allowances  for  any  entertain¬ 
ment  expense  whatever. 

Mr.  GORE.  I  want  to  support  the 
President’s  recommendations,  to  elimin¬ 
ate  the  tax  deductions  for  entertain¬ 
ment.  That  is  one  way  to  stop  the  abuse. 
The  House  did  not  go  that  far,  but  the 
House  did  a  fairly  good  job,  and  the 
Senate  committee  amendment  would 
wreck  the  House  bill  and  permit  many  of 
the  abuses  which  now  exist. 

Mr.  SMATHERS.  I  think  the  Sena¬ 
tor  now  is  making  clear  what  we  have 
suspected  all  along.  The  Senator  from 
Tennessee  does  not  think  that  even  the 
House  bill  is  strong  enough. 

Mr.  GORE.  Of  course  not. 

Mr.  SMATHERS.  Neither  does  the 
Senator  from  Pennsylvania. 

Mr.  GORE.  Neither  does  President 
Kennedy. 

Mr.  SMATHERS.  The  Senator’s  col¬ 
league  from  Pennsylvania  apparently 
would  go  so  far  as  to  eliminate  all  busi¬ 
ness  expense  deductions.  I  do  not  say 
that  with  reference  to  the  Senator  from 
Tennessee. 

Mr.  GORE.  If  the  Senator  means  he 
thinks  he  would  like  to  eliminate  tax  de¬ 
ductions  for  entertainment,  he  is  correct. 
If  the  Senator  means  he  thinks  I  would 
like  to  eliminate  all  business  deductions, 
for  attending  business  conventions,  for 
making  business  trips,  for  expenses  in 
the  pursuit  of  business,  then  he  is  utterly 
wrong.  I  cannot  conceive  by  what  rea¬ 
son  he  could  have  arrived  at  such  a 
conclusion. 

Mr.  SMATHERS.  Only  by  what  the 
Senator  says.  That  was  the  only  reason. 

Mr.  GORE.  I  have  said  nothing  which 
would  justify  such  a  conclusion. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  will  the  Senator  yield? 

Mr.  SMATHERS.  I  am  hapyy  to  yield. 

Mr.  LONG  of  Louisiana.  Does  not  the 
Senator  recognize  that  the  President  has 
said  just  about  what  the  Senator  from 
Tennessee  is  saying;  that  he  undei'stands 
there  is  some  need  for  business  enter¬ 
tainment,  but  there  have  been  abuses, 
so  one  way  to  be  sure  that  there  is  no 
abuse  is  to  eliminate  it  all,  to  cut  it  all 
out? 

Mr.  SMATHERS.  It  would  be  much 
easier  that  way. 

Mr.  GORE.  But  the  Senator  from 
Louisiana  does  not  want  to  cut  any  of 
it  out. 

Mr.  LONG  of  Louisiana.  The  Senator 
yielded  to  me. 
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Once  again  what  we  see  is  that  the 
program  of  those  who  oppose  the  com¬ 
mittee  amendment  is  the  program  of 
burning  the  whole  bam  down.  They  are 
not  satisfied  with  what  the  House  did. 
They  feel  that  the  only  way  to  be  sure 
the  rats  are  out  of  the  barn  is  to  burn 
down  the  bam,  and  then  they  will  know 
there  are  no  rats  in  the  barn. 

Mr.  SMATHERS.  The  Senator  is 
correct. 

Mr.  LONG  of  Louisiana.  The  Presi¬ 
dent  recognized  that  there  was  a 
legitimate  basis  for  entertainment  ex¬ 
penses,  directly  related  to  or  associated 
with  the  taxpayer’s  business.  But  the 
President  recommends  that  we  ought  to 
tell  a  businessman  he  cannot  entertain, 
even  though  the  President  recognizes, 
more  than  anybody  else,  that  our  am¬ 
bassadors  have  to  entertain,  and  wants 
the  Congress  to  provide  money  for  it — 
millions  and  millions  of  dollars.  Our 
friend  from  Tennessee  has  been  voting 
for  that  kind  of  expense,  with  the  money 
provided  by  the  taxpayers.  It  is  not 
merely  a  deduction,  but  it  is  an  appro¬ 
priation  of  money  so  that  our  ambassa¬ 
dors  can  entertain  at  our  expense. 

Mr.  SMATHERS.  Overseas. 

Mr.  LONG  of  Louisiana.  Yes,  over¬ 
seas.  This  is  entertainment  of  for¬ 
eigners  at  our  expense,  though  some  do 
not  wish  to  permit  businessmen  to  enter¬ 
tain  Americans  at  their  own  expense  and 
to  deduct  it  as  a  legitimate  expense  of 
doing  business. 

Mr.  SMATHERS.  I  thank  the  Senator 
from  Louisiana.  I  agree  with  him  com¬ 
pletely. 

Mr.  President,  these  new  rules  will 
strengthen  existing  law  and  will  prevent 
abuses  of  the  deduction  privilege. 

No  longer  will  a  taxpayer  be  able  to 
claim  deduction  for  such  unrelated  ex¬ 
penses  as  costs  of  his  daughter’s  social 
debut  or  of  her  wedding  reception,  about 
which  we  have  heard  a  great  deal  and 
no  doubt  will  hear  a  great  deal  more. 
We  have  tried  to  eliminate  all  that  sort 
of  thing. 

No  longer  will  he  be  able  to  purchase 
a  yacht,  fishing  camp  or  hunting  lodge 
and  simply  charge  its  cost  off  as  a  de¬ 
ductible  expense  on  the  flimsy  excuse, 
“It’s  for  business.” 

No  longer  will  lush  facilities  on  tropical 
island  paradises  to  which  favored  cus¬ 
tomers  and  their  families  may  be  sent  for 
long  winter  vacations  be  deductible. 

These  are  all  improvements  over  the 
existing  law.  I  cannot  emphasize  too 
strongly  that  existing  law  is  to  be  mod¬ 
ified  by  this  bill  only  in  one  direction, 
and  that  is  that  it  is  to  be  made  tighter. 

If  an  expense  is  not  deductible  under 
existing  law,  it  will  never  become  de¬ 
ductible  under  this  bill.  On  the  other 
hand,  if  it  is  deductible  under  existing 
law,  this  bill  will  come  into  operation 
and  may  disallow  all  or  a  part  of  the 
claimed  amount. 

Mr.  President,  I  repeat  that  statement. 
If  an  expense  is  not  deductible  under 
existing  law  it  will  never  become  deduct¬ 
ible  under  this  bill.  On  the  other  hand, 
if  it  is  deductible  under  existing  law,  this 
bill  will  come  into  operation  and  may 
disallow  all  or  a  part  of  the  amount 
which  has  been  claimed  as  a  business 
deduction. 


The  bill  not  only  provides  tighter  rules 
for  determining  what  business  entertain¬ 
ment  expenses  may  be  deductible  but  also 
eases  substantially  the  administrative 
difficulties  of  making  the  determination. 

The  bill  requires  the  taxpayer  who 
claims  a  deduction  for  entertainment  ex¬ 
penses — or  for  travel  or  gift  expenses — 
to  clearly  establish  his  right  to  the  de¬ 
duction  by  proof  other  than  his  own 
statements  which  may  largely  be  self- 
serving.  He  must  claim  and  prove  the 
amount  of  the  deduction.  He  must  show 
the  circumstances  under  which  the  en¬ 
tertainment  occurred.  He  must  identify 
the  person  entertained  and  must  show 
the  business  relationship  between  that 
person  and  a  trade  or  business. 

By  these  requirements,  the  taxpayer 
must  reveal  to  the  tax  collector  all  the 
information  he  needs  to  make  a  deter¬ 
mination  with  respect  to  any  claimed 
entertainment  expense. 

If  the  taxpayer  fails  to  establish  his 
proof,  then  there  will  be  no  deduction 
allowed. 

Existing  law  which  permits  a  partial 
deduction,  even  in  the  absence  of  sub¬ 
stantiating  evidence,  is  overruled  by  this 
bill.  This  eliminates  one  of  the  most 
flagrant  abuses  of  existing  law;  that  is, 
the  fraudulent  practice  of  claiming  de¬ 
duction  for  more  expenses  than  were 
actually  incurred  and  maintaining  no 
records.  In  these  cases  the  taxpayer 
knows  that  he  will  be  allowed  some  de¬ 
duction  and  the  more  he  claims  the  more 
he  will  be  allowed.  The  committee  bill 
says  that  in  such  cases  there  will  be  no 
deduction  whatsoever. 

Now  let  me  illustrate  the  type  of  en¬ 
tertainment  expenses  which  will  be  al¬ 
lowed  as  a  deduction  under  the  commit¬ 
tee  amendment,  but  which  were  consid¬ 
ered  to  be  “high  living”  under  the  House 
bill.  I  quote  from  the  committee  report: 

Where  the  taxpayer  conducts  lengthy  ne¬ 
gotiations  with  a  group  of  business  asso¬ 
ciates  and  that  evening  the  group  goes  to  a 
nightclub,  theater,  or  sporting  event  for  re¬ 
laxation,  such  entertainment  expenses  are 
regarded  as  directly  related  to  the  active 
conduct  of  business.  Moreover,  if  a  group 
of  business  associates  with  whom  the  tax¬ 
payer  is  conducting  business  meetings  comes 
from  out  of  town  to  the  taxpayer’s  place  of 
business  to  hold  substantial  business  discus¬ 
sions,  the  entertainment  of  such  business 
guests  prior  to  the  business  discussions  also 
is  directly  related  to  the  conduct  of  the  busi¬ 
ness.  Similarly,  if  in  between  business  meet¬ 
ings  at  a  convention  the  taxpayer  entertains 
his  business  associates  attending  such  meet¬ 
ings,  such  expenses  will  be  allowable. 

Mr.  President,  I  stress  and  emphasize 
that  the  committee  bill  is  deisgned  to 
prevent  abuse.  It  is  not  designed  as  was 
the  House  bill,  to  disallow  all  deductions. 

The  committee  bill  would  compel  tax¬ 
payers  to  weigh  carefully  the  advantages 
entertainment  may  bring  to  their  busi¬ 
ness  when  only  a  portion  of  the  entei- 
tainment  expense  may  be  deductible. 

If  the  expense  is  reasonable,  the  pur¬ 
pose  legitimate  and  the  business  rela¬ 
tionship  clearly  established  and  proven, 
the  expense,  or  a  part  of  it,  may  be  de¬ 
ductible. 

On  the  other  hand,  those  who  have 
been  “living  high”  on  expense  accounts 
will  find  that  the  costs  of  their  high 
living  have  gone  up  and  that  the  Ameri¬ 


can  taxpayers  no  longer  will  participate 
with  him  in  paying  the  bill. 

It  is  estimated  that  the  full  year  reve¬ 
nue  effect  of  the  committee  amendment 
will  bring  into  the  Treasury  some  $85 
million. 

The  tighter  rules  in  this  bill,  while  pre¬ 
venting  abuse,  should  not  discourage 
business  transactions  which  create  the 
profits  upon  which  our  Treasury  must 
rely  for  income  tax  receipts. 

I  believe  the  committee  amendment 
represents  a  fair,  logical  approach  to  a 
problem  we  all  feel  should  be  solved. 

Mr.  GORE.  Mr.  President,  will  the 
Senator  yield? 

Mr.  SMATHERS.  I  am  happy  to  yield 
to  the  Senator  from  Tennessee. 

Mr.  GORE.  The  Senator  has  made 
another  statement  which  I  challenge. 
He  has  said  that  the  businessman  must 
prove  something.  What  was  it  the  Sen- 
flitor  said  ^ 

Mr.  SMATHERS.  If  the  Senator  does 
not  remember  what  I  said,  I  do  not  know 
how  he  can  ask  me  a  question  about  it. 

Mr.  GORE.  I  remember  the  purport 
of  the  Senator’s  statement.  The  Sen¬ 
ator  informed  the  Senate  a  moment  ago 
that  the  expense  would  not  be  deducti¬ 
ble  unless  a  businessman  could  show  a 
clear  business  connection.  Have  I  ac¬ 
curately  quoted  the  Senator? 

Mr.  SMATHERS.  The  language  of  the 
bill  is  that  the  businessman  must  show 
that  the  expense  actually  has  some  di¬ 
rect  relationship  to  or  association  with 
his  business. 

Mr.  GORE.  The  Senator  did  not  use 
that  word  a  moment  ago. 

Mr.  SMATHERS.  That  is  the  word. 

I  have  said  over  and  over — and  I  repeat 
it  to  the  Senator  now— that  that  is  what 
w'e  are  talking  about. 

Mr.  GORE.  Mr.  President,  will  the 
Senator  yield? 

Mr.  SMATHERS.  I  am  happy  to  yield, 
but  I  wish  to  point  out  to  the  Senator 
that  in  Tennessee  there  is  an  expression 
among  cattlemen  with  respect  to  insects 
called  “nits.”  Nits  get  on  the  cows,  and 
one  must  go  around  among  the  animals 
and  pick  the  nits  off.  It  is  called  “nit¬ 
picking.” 

I  would  appreciate  if  the  Senator 
would  not  pick  up  one  or  two  phrases 
or  sentences  in  the  report  out  of  context 
and  would  instead  listen  to  what  we  are 
saying  we  are  trying  to  do.  What  we 
intend  to  do — and  what  we  want  to  do — 
is  to  eliminate  the  same  abuses  that  the 
Senator  is  talking  about.  He  has  said 
he  does  not  wish  to  destroy  the  right  of 
a  businessman  to  take  legitimate  busi¬ 
ness  deductions — even  entertainment — 
in  cases  in  which  the  businessman  can 
show  that  the  expenses  have  a  direct 
relationship  to  or  are  associated  with 
his  business.  That  is  exactly  what  we 
are  trying  to  do. 

Mr.  GORE.  Mr.  President,  will  the 
Senator  yield? 

Mr.  SMATHERS.  I  yield. 

Mr.  GORE.  Has  the  Senator  ever 
heard  of  the  parable  of  the  man  who 
thought  he  saw  a  mountain  but  instead 
saw  a  gnat  in  his  eyebrow? 

Ml’.  SMATHERS.  I  have  heard  the 
parable. 

Mr.  GORE.  We  are  talking  about 
three  seemingly  innocent  words.  They 
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are  not  nits.  Those  words  are,  “or  as¬ 
sociated  with.”  That  is  what  the  Sen¬ 
ator  seeks  to  add  to  the  bill.  He  has 
given  an  interpretation  of  what  those 
words  mean  in  his  report.  I  should  like 
to  read  to  the  Senator  how  definite  it  is. 

Mr.  SMATHERS.  How  many  times 
has  the  Senator  read  that  statement  and 
put  it  into  the  Record  in  the  past  24 
hours? 

Mr.  GORE.  I  wish  to  read  it  to  the 
Senator. 

Mr.  SMATHERS.  Then  I  must  come 
back  and  read  the  second  paragraph 
below  it  and  knock  all  that  out.  So  we 
will  be  back  where  we  started  from.  The 
Senator  will  make  a  speech  in  a  minute. 
He  can  read  it  then,  and  we  will  read 
the  succeeding  paragraph. 

Mr.  GORE.  The  succeeding  para¬ 
graph  does  not  eliminate  the  paragraph 
to  which  I  referred. 

Mr.  SMATHERS.  Language  appear¬ 
ing  on  the  following  page  does. 

Mr.  GORE.  Oh,  no. 

Mr.  SMATHERS.  The  Senator  has 
said  that  he  wishes  to  eliminate  abuses. 
We  do  eliminate  the  abuses.  We  do  not 
presume  that  every  businessman  is  a 
crook.  We  do  not  presume  that  every 
businessman  is  seeking  willfully  and 
intentionally  to  beat  the  Federal  Gov-  * 
ernment.  We  believe  that  there  are 
legitimate  purposes  on  the  part  of  legiti¬ 
mate  businessmen.  As  the  Senator 
from  Louisiana  has  said,  we  have  as  sin¬ 
cere  a  desire  to  eliminate  abuses  as  he 
does.  But  we  do  not  want  to  burn  down 
the  barn,  because  we  think  the  barn  is 
valuable. 

Mr.  GORE.  How  many  strawmen 
must  the  Senator  set  up?  How  many 
times  must  he  burn  the  barn  down?  Let 
us  talk  about  the  meaning  of  the  three 
words — “or  associated  with.”  That  is 
the  loophole  that  the  committee  amend¬ 
ment  would  write  into  the  law — a  loop¬ 
hole  that  would  permit  continued  ex¬ 
pense  account  abuse  and  provide  a  tax 
deduction  for  it. 

Mr.  SMATHERS.  That  is  the  Sena¬ 
tor’s  opinion.  We  shall  have  an  oppor¬ 
tunity  to  vote  on  the  question.  He  did 
not  obtain  support  for  his  position  in  the 
Finance  Committee.  I  doubt  if  he  will 
obtain  support  for  it  on  the  floor  of  the 
Senate. 

Mr.  GOLDWATER.  Mr.  President,  I 
compliment  the  Committee  on  Finance 
for  the  excellent  work  they  have  done  on 
this  section.  There  is  no  question  that 
there  are  abuses  in  this  field.  I  know 
that  there  have  been  abuses  over  the 
past,  and  no  doubt  they  have  increased 
over  the  past  few  years.  The  bill  that 
came  from  the  House  of  Representatives 
is  very  unrealistic,  in  that  it  strikes  out 
all  deductions.  The  distinguished  Sena¬ 
tor  from  Tennessee  [Mr.  Gore],  in  his 
enthusiasm,  would  amend  the  bill  with 
the  result  that  we  would  have  the  same 
language  in  the  Senate  bill. 

Let  us  face  the  fact  that  it  is  the  grad¬ 
uated  income  tax,  more  than  anything 
else,  which  has  caused  these  abuses.  I 
can  remember  when  I  was  in  business — 
and  these  problems  no  doubt  have  mul¬ 
tiplied  since  then — in  order  to  get  a  man 
to  take  a  higher  position  than  he  then 
held,  it  was  often  necessary  to  meet  his 


demands,  which  might  take  the  form  of 
an  automobile,  expense-free,  or  might 
include  membership  in  a  country  club, 
or  a  carte  blanche  expense  account  in 
restaurants  around  the  country.  Such 
a  man  would  not  be  interested  in  step¬ 
ping  out  of  a  $20,000  a  year  job  into  a 
$30,000  a  year  job,  in  light  of  the  in¬ 
creased  income  tax  that  he  would  have 
to  pay,  resulting  in  very  little  substan¬ 
tial  increase  in  actual  income. 

So,  much  as  businessmen  disliked 
doing  these  things,  they  had  to  resort 
to  deductions  in  order  to  get  the  people 
they  wanted  and  needed. 

I  would  suggest  to  the  Committee  on 
Finance,  when  they  meet  next  year  on 
the  President’s  proposal  to  change  the 
income  tax  laws,  that  the  graduated  in¬ 
come  tax  might  be  one  item  they  could 
examine.  However,  in  the  meantime,  in 
order  that  business  might  continue  and 
not  be  hamstrung  by  the  restrictive  legis¬ 
lation  which  the  House  has  suggested  and 
by  the  restrictive  tax  laws  which  are 
now  on  the  books,  the  Senate  would  be 
very  wise  to  adopt  the  provision  which 
the  Senator  from  Florida  has  so  ably 
outlined  on  the  floor  of  the  Senate,  and 
allow  business  to  proceed,  even  though 
it  must  operate  under  present  tax  laws. 

I  again  compliment  the  committee  on 
the  fine  work  it  has  done.  I  recognize 
what  the  Senator  from  Tennessee  says, 
that  there  are  excessive  abuses  in  this 
field.  I  have  decried  them  continuously. 
I  do  not  like  the  situation.  However, 
that  is  what  we  are  confronted  with.  I 
do  not  like  these  abuses,  but  there  they 
are. 

No  matter  how  the  language  is  writ¬ 
ten,  some  businessmen  are  going  to  take 
advantage  of  loopholes  in  the  law.  It 
does  not  make  much  difference  how  the 
law  reads,  as  long  as  we  have  on  the 
books  the  graduated  income  tax,  these 
loopholes  will  be  taken  advantage  of — 
loopholes  through  which  people  will  be 
able  to  crawl. 

I  again  compliment  the  Senator  from 
Florida. 

Mr.  GORE.  Mr.  President,  will  the 
Senator  from  Florida  yield  so  that  I  may 
ask  a  question  of  the  Senator  from  Ari¬ 
zona? 

Mr.  SMATHERS.  I  yield. 

Mr.  GORE.  The  Senator  from  Arizona 
has  said  that  the  House  bill  would  elimi¬ 
nate  all  deductions  for  entertainment 
and  business  expenses. 

Mr.  GOLDWATER.  I  said  it  was  high¬ 
ly  restrictive. 

Mr.  GORE.  The  Senator  used  the 
word  “all.”  However,  to  clarify  the 
Record,  if  the  Senator  will  refer  to  page 
45  of  the  bill  and  turn  to  page  36  of  the 
report,  he  will  find  that  nine  specific  ex¬ 
ceptions  are  made  to  the  general  rule  on 
disallowances.  He  will  find  that  in  both 
the  House  bill  and  in  the  Senate  bill 
deductions  are  possible  for  business 
meetings,  food  and  beverages  for  em¬ 
ployees,  expenses  treated  as  compensa¬ 
tion.  We  turn  now  to  page  46,  where 
we  find  reimbursed  expenses,  recrea¬ 
tional,  et  cetera ;  expenses  for  employees, 
and  so  forth.  I  shall  not  read  all  of 
them.  There  are  nine  exceptions  which 
are  contained  in  both  the  House  bill  and 
in  the  Senate  bill. 


It  is  not  about  those  legitimate  deduc¬ 
tions  for  legitimate  business  purposes 
that  I  complain.  I  complain  about  the 
addition  of  these  three  little  words  “or 
associated  with”  in  the  Senate  bill,  and 
the  interpretation  and  the  legislative  in¬ 
tent  given  them  by  the  committee  report, 
which  opens  the  door  so  wide  as  to  in¬ 
vite  abuse. 

Mr.  GOLDWATER.  I  do  not  agree 
with  the  Senator’s  interpretation  of  those 
three  words.  I  do  agree  with  his  intent. 
I  wish  that  he  had  a  better  way  of 
getting  at  it.  I  do  not  agree  that  these 
three  words  are  a  door  opening,  as  he 
holds  them  to  be. 

Mr.  GORE.  Has  the  Senator  read  and 
studied  the  majority  report? 

Mr.  GOLDWATER.  I  have  read  it.  I 
cannot  say  that  I  have  studied  it.  I  have 
had  other  things  to  do. 

Mr.  GORE.  I  suggest  that  the  Sena¬ 
tor,  before  he  reaches  a  conclusion,  study 
the  report.  It  is  the  report  which  pro¬ 
vides  the  legislative  intent  and  thus  the 
legal  effect  and  meaning  of  these  three 
little  words. 

Mr.  GOLDWATER.  I  have  read  the 
report.  I  do  not  agree  with  the  Senator 
from  Tennessee.  That  is  a  matter  of 
debate.  I  am  in  perfect  agreement  with 
what  he  is  trying  to  do.  I  have  said  so 
repeatedly  in  the  years  gone  by.  I  do  not 
believe  that  the  elimination  of  these  three 
words  will  do  what  he  hopes  will  be  done. 
I  am  in  sympathy  with  what  the  Sena¬ 
tor  is  trying  to  do. 

Mr.  GORE.  The  Senator  is  not  in 
sympathy  with  what  I  am  trying  to  do  if 
he  holds  that  view. 

Mr.  GOLDWATER.  The  Senator  can 
interpret  my  words  in  any  way  he  wishes. 
I  disagree  with  his  interpretation.  I 
repeat  that  I  am  in  sympathy  with  what 
he  is  trying  to  do. 

Mr.  SMATHERS.  Mr.  President,  I 
am  grateful  to  the  Senator  from  Arizona 
for  his  comment.  Rather  than  that  these 
three  little  words  are  opening  the  door, 
we  must  remember  that  according  to  the 
staff  estimate  these  three  little  words,  in 
addition  to  what  else  we  have  done,  will 
bring  $85  million  additional  into  the 
Treasury.  I  do  not  see  how  we  can  say 
it  is  a  bigger  loophole,  when  we  are  col¬ 
lecting  more  money. 

I  yield  the  floor. 

Mr.  GORE.  Mr.  President,  will  the 
Senator  yield? 

Mr.  SMATHERS.  I  have  yielded  the 
floor. 

The  PRESIDING  OFFICER.  The 
question  is  on  agreeing,  en  bloc,  to  the 
amendments  on  page  41,  line  18,  on 
page  42,  line  4  and  line  7. 

Mr.  GORE.  Mr.  President,  I  ask  for 
the  yeas  and  nays. 

The  yeas  and  nays  were  ordered. 

The  PRESIDING  OFFICER.  The 
yeas  and  nays  have  been  ordered,  and 
the  clerk  will  call  the  roll. 

Mr.  GORE.  Mr.  President,  the  Sen¬ 
ate  is  about  to  vote  upon  an  extremely 
important  issue. 

The  PRESIDING  OFFICER.  The 
Senator  from  Tennessee  will  suspend 
until  the  Senate  is  in  order. 

The  Senator  from  Tennessee  may 
proceed. 
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Mr.  GORE.  The  Senate  is  about  to 
vote  upon  an  extremely  important  issue. 
Let  no  one  mistake  the  clarity  of  the 
issue.  The  situation  presented  is  one 
which  has  an  interesting  history.  The 
widespread  abuse  of  expense  accounts 
has  developed  over  a  period  of  years. 
Many  of  these  abuses  have  been  con¬ 
tested  in  the  courts. 

The  PRESIDING  OFFICER.  The 
Senate  will  be  in  order. 

Mr.  BUSH.  Mr.  President,  a  parlia¬ 
mentary  inquiry. 

The  PRESIDING  OFFICER.  The 
Senator  will  state  it. 

Mr.  BUSH.  What  is  the  question  be¬ 
fore  the  Senate? 

The  PRESIDING  OFFICER.  The 
question  is  on  agreeing,  en  bloc,  to  the 
committee  amendments  on  page  41,  line 
18,  and  on  page  42,  lines  4  and  7. 

Mr.  GORE.  Many  of  the  expense  ac¬ 
count  abuses  have  been  contested  by  the 
Government  in  the  courts,  but  in  many 
of  these  instances  the  Government  has 
lost  the  cases  under  present  law.  The 
abuses  have  become  so  widespread  that 
in  a  state  of  the  Union  message,  the 
President  of  the  United  States  called 
attention  to  the  abuses  in  dramatic 
language. 

The  President: 

The  slogan  “It’s  deductible,”  should  pass 
from  our  scene. 

The  President  further  said : 

Deductions  are  obtained  by  disguising  per¬ 
sonal  expenses  as  business  outlays. 

I  shall  not  quote  the  President’s  mes¬ 
sage  further.  I  quote  it  to  this  extent 
only  to  illustrate  that  this  pattern  of 
abuse,  this  pattern  of  tax  avoidance,  this 
pattern  of  disguising  personal  expenses 
as  business  outlays,  reached  such  pro¬ 
portions  as  to  be  treated  in  a  state  of  the 
Union  message  by  the  President  of  the 
United  States. 

Then  the  Secretary  of  the  Treasury 
testified  before  committees  of  the  Con¬ 
gress  and  submitted  scores  of  examples 
of  unconscionable  abuses.  He  recom¬ 
mended  measures  to  stop  such  abuses, 
which  the  President  said  affected  the 
country’s  sense  of  fairness.  I  quote  one 
more  sentence  from  the  President’s  mes¬ 
sage: 

This  is  a  matter  of  national  concern, 
affecting  not  only  our  public  revenues,  our 
sense  of  fairness,  and  our  respect  for  the  tax 
system,  but  our  moral  and  business  practices, 
as  well. 


What  has  been  the  response  of  Con¬ 
gress,  the  legislative  branch  of  the  Gov¬ 
ernment,  which  is  supposed  to  speak  the 
voice  of  the  people  ?  The  action  has  been 
slow.  But  finally  the  House  of  Repre¬ 
sentatives  passed  a  bill,  not  dealing  with 
this  problem  as  vigorously  and  effectively 
as  the  President  and  the  Treasury  De¬ 
partment  had  requested  and  recom¬ 
mended;  but  the  bill  of  the  House  and 
the  House  report  on  the  bill  are  fairly 
good.  The  House  bill  does  not  end  all 
the  abuses  I  have  cited.  The  House 
bill  specifically  provides  nine  exceptions 
to  the  general  rule,  and  expenditures  in 
accordance  with  those  exceptions,  which 
can  be  found  on  page  45  of  the  bill,  are 


deductible  under  either  the  House  bill  or 
the  Senate  committee  bill. 

The  House  report  undertook  to  spell 
out  its  legislative  intent  clearly  and 
specifically  to  prevent  loopholes  for 
avoidance.  As  I  have  said,  I  do  not 
think — and  it  is  not  only  my  opinion— 
that  the  House  bill  dealt  with  this  sub¬ 
ject  with  sufficient  vigor  and  effective¬ 
ness.  That  is  my  opinion  not  only  of 
the  terms  of  the  bill,  but  of  the  terms  of 
the  report,  as  well.  But  that  question 
is  not  now  before  us.  Later  it  may  be 
that  an  amendment  will  be  offered  to 
substitute  for  the  House  action  the 
recommendation  of  the  President  and 
the  Secretary  of  the  Treasury.  But  that 
is  not  before  the  Senate  now. 

What  is  before  the  Senate?  It  is  an 
amendment  offered  by  the  Committee  on 
Finance,  accompanied  by  a  report  of  the 
committee  specifying  the  interpretation 
and  the  legislative  intent  of  that  amend¬ 
ment.  It  is  that  amendment  and  that 
report  which  are  the  subject  at  issue  at 
the  moment.  What  is  the  amendment? 
It  is  to  add  the  words  “or  associated 
with.”  What  is  the  legal  effect  of  those 
wards,  and  why  did  the  committee  ap¬ 
prove  the  amendment?  Why  is  it  sug¬ 
gested  and  offered  to  the  Senate?  For¬ 
tunately,  we  need  not  rely  upon  anyone’s 
imagination,  anyone  either  for  or  against 
the  amendment,  because  the  committee 
has  submitted  a  report  which  tells  us  the 
meaning  of  these  innocent-sounding 
little  words. 

If  Senators  will  read  briefly  with  me, 

I  shall  set  forth  the  meaning.  I  turn  to 
page  24  of  the  committee  report,  under 
the  heading : 

IV.  Disallowance  of  Certain  Entertain¬ 
ment,  Etc.,  Expenses. 

I  shall  not  read  the  prefatory  para¬ 
graphs  but  come  instead  to  the  last  para¬ 
graph  on  page  25,  where  we  really  begin 
to  find  in  the  committee  report  the  in¬ 
terpretation  of  this  language: 

Your  committee’s  bill  to  a  considerable  de¬ 
gree  retains  the  basic  structure  of  the  House 
bill. 

I  call  the  attention  of  the  distinguished 
chairman  of  the  committee  to  the  lan¬ 
guage  on  the  bottom  of  page  25  of  the 
committee  report,  which  is: 

Your  committee’s  bill  to  a  considerable  de¬ 
gree  retains  the  basic  structure  of  the  House 
bill. 

I  shall  not  interrogate  the  chairman; 
I  appreciate  his  attention.  But  notice 
that  the  language  does  not  say  that  the 
committee’s  bill  retains  the  meaning  and 
effect  of  the  House  bill;  it  “retains  the 
basic  sti’ucture  of  the  House  bill.” 

What  is  the  structure  of  a  bill?  I  read 
further: 

However,  the  effect  of  the  principal  pro¬ 
vision  (the  disallowing  of  a  deduction  for 
certain  entertainment  expenses)  has  been 
modified. 


Why  did  the  committee  modify  it?  We 
are  told  in  the  report.  Senators  can  read 
why.  A  copy  of  the  report  is  on  every 
Senator’s  desk.  There  can  be  no  mis¬ 
understanding  of  the  issue  upon  which 
we  are  about  to  vote.  What  is  the  pui- 
pose  of  the  three  words?  I  read : 


To  permit  the  deduction  of  expenses  for 
goodwill  where  a  close  association  is  estab¬ 
lished  between  the  expense  and  the  active 
conduct  of  a  trade  or  business. 

Mr.  President,  a  little  later  I  shall 
illustrate  how  the  definition  of  those 
terms  reflects  an  interesting  meaning 
and  an  untoward  meaning  and  effect. 

Now  I  read — and  I  ask  Senators  to 
follow  my  reading — from  page  26,  be¬ 
ginning  at  the  top  of  the  page: 

The  report  of  the  Committee  on  Ways  and 
Means  made  it  clear  that  the  House  bill  was 
not  designed  to  disallow  completely  deduc¬ 
tions  for  entertainment,  amusement,  or  rec¬ 
reation  expenses,  but  rather  it  was  intended 
to  eliminate  abuses. 

That  is  correct,  and  I  think  that  is 
what  the  Senate  should  try  to  do. 

I  read  further: 

Under  the  general  rule,  no  deduction 
would  be  allowed  for  any  such  expenses  ex¬ 
cept  to  the  extent  that  such  expenses  are 
directly  related  to  the  active  conduct  of  a 
trade  or  business. 

Why  should  they  be  deductible  unless 
they  are  in  fact  directly  related  to  the 
active  conduct  of  a  trade  or  business? 

I  read  further : 

Despite  the  clear  language  of  the  House 
bill  and  the  stated  intent  of  the  provision, 
considerable  uncertainty  and  confusion  as 
to  the  actual  effect  of  the  House  draft  has 
been  created  by  the  interpretation  given 
this  language  in  the  House  committee  re¬ 
port.  It  in  effect  interprets  the  proposed 
statutory  language  to  disallow  a  deduction 
for  any  expense  for  entertainment,  amuse¬ 
ment,  or  recreation  unless  the  expense  is 
described  in  one  of  a  series  of  specific  excep¬ 
tions  to  the  general  rule. 

Those  specific  exceptions  are  liberal 
and  generous.  Senators  will  find  them 
on  page  26  of  the  report  or  on  page  45 
of  the  bill— 9  of  them.  But  apparently 
those  who  prepared  this  majority  report 
were  not  satisfied  with  that. 

I  read  further: 

Where  the  expense  is  covered  by  an  excep¬ 
tion,  the  rules  of  existing  law  would  con¬ 
tinue  to  govern  the  deductibility  of  the  ex¬ 
pense. 

Mr.  President,  what  is  wrong  with 
that?  Nothing  that  has  been  set  forth 
in  the  paragraph  I  have  read  about  the 
House  report  describes  anything  harsh. 
Indeed,  it  describes  a  situation  which  I 
think  permits  liberal  deductibility — more 
liberal  than  I  think  is  justified.  Nine 
specific  exceptions  are  set  out,  and  then 
there  is  the  general  rule. 

But  listen  to  the  next  paragraph  of 
the  majority  report: 

To  elimnate  the  harshness — 

Mr.  President,  what  harshness?  What 
harshness  has  been  described  in  the 
House  committee  report? 

Mr.  BUSH.  Mr.  President,  will  the 
Senator  from  Tennessee  state  the  page 
from  which  he  is  reading? 

Mr.  GORE.  I  am  reading  from  page 
26  of  the  report.  I  had  completed  read¬ 
ing  the  first  paragraph,  which  describes 
the  report  of  the  House  Ways  and  Means 
Committee;  and  I  had  just  begun  to  read 
the  second  paragraph,  which  I  shall  now 
read: 
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To  eliminate  the  harshness  resulting  from 
the  House  report,  amendment  of  the  lan¬ 
guage  of  the  House  bill  is  necessary.  De¬ 
spite  amendment  of  the  House  bill  your  com¬ 
mittee  has  made  certain  that  entertainment 
expense  abuses  are  eliminated. 

But  it  does  not  state  how  that  would 
be  done;  it  does  not  give  a  definition  of 
an  abuse. 

I  continue  to  read: 

By  your  committee’s  amendment  an  alter¬ 
native  rule  is  added  to  the  House  bill — 

Now,  Mr.  President,  we  begin  to  get  to 
the  point.  Not  being  satisfied  with  the 
generosity  of  the  report  of  the  House 
Ways  and  Means  Committee,  this 
amendment  is  offered  in  an  attempt  to 
alleviate  what  is  alleged  to  be  harshness; 
therefore  an  alternative  is  provided: 

By  your  committee’s  amendment  an  alter¬ 
native  rule  is  added  to  the  House  bill  under 
which  expenses  for  entertainment,  amuse¬ 
ment,  or  recreation  (with  respect  to  both 
activities  and  facilities)  also  will  be  deducti¬ 
ble  to  the  extent  that  such  expenses  are 
associated  with  the  active  conduct  of  a  trade 
or  business. 

Mr.  President,  here  are  the  words  “as¬ 
sociated  with,”  and  these  words  are  not 
difficult  for  the  American  people  to  un¬ 
derstand.  This  is  a  simple  issue.  It  is 
an  issue  between  right  and  wrong.  This 
is  an  issue  about  which  much  will  be 
heard  in  the  future. 

What  is  the  meaning  of  the  words 
“associated  with”?  The  report  states 
that — 

Expenses  for  entertainment,  amusement, 
or  recreation  (with  respect  to  both  activi¬ 
ties  and  facilities)  also  will  be  deductible 
to  the  extent  that  such  expenses  are  asso¬ 
ciated  with  the  active  conduct  of  a  trade  or 
business.  This  new  language  will  permit 
deduction  of  expenses  for  entertainment, 
amusement,  or  recreation  incurred  for  the 
creation  or  maintenance  of  business  good¬ 
will  without  regard  to  whether  a  particular 
exception  applies. 

What  is  good  will,  Mr.  President? 
How  definite  is  that?  What  kind  of  good 
will?  With  whom?  Where?  How? 
Of  what  nature?  But,  the  committee 
report  states : 

This  new  language — 

What  new  language  is  referred  to? 
The  three  little  words  “or  associated 
with.”  What  does  the  new  language 
mean?  We  are  told  here: 

This  new  language  will  permit  deduction 
of  expenses  for  entertainment,  amusement, 
or  recreation — ( 

What  kind  of  recreation?  Athletic? 
Intellectual?  Travel?  Therapeutics? 
No  definition  is  given. 

What  kind  of  amusement?  What 
kind  of  entertainment?  But  if  there  is 
an  expense  for  any  of  this  purpose,  how¬ 
ever  indefinite,  it  is  deductible,  if  you 
please,  Mr.  President,  if  it  is  for  the  pur¬ 
pose  of  maintaining  good  will — what¬ 
ever  that  is. 

I  continue  to  quote : 

without  regard  to  whether  a  particular  ex¬ 
ception  applies.  However,  this  new  lan¬ 
guage  will  apply  only  if  the  taxpayer  demon¬ 
strates  a  clear  business  purpose  and  shows 
a  reasonable  expectation — 

What  is  expectation?  What  is  a  rea¬ 
sonable  expectation?  A  reasonable  ex¬ 
pectation  of  what? 
of  deriving  some  income — 


How  much?  Where?  In  what  man¬ 
ner?  Under  what  conditions?  When? 
Some  income. 

I  continue  to  quote: 
or  other  benefit — 

What  kind?  Social?  Financial? 
Political?  Healthful?  Cultural?  Matri¬ 
monial?  What  benefit?  Other  benefit, 
to  his  business  as  a  result  of  the  expenditure. 

Mr.  President,  listen  to  the  following 
sentence,  which  refers  to  this  rigid  re¬ 
quirement,  this  language  that  is  offered 
to  relieve  the  alleged  harshness. 

What  is  the  next  sentence? 

If  he  meets  this  test — 

Test?  Test. 

the  expenditure  will  be  considered  to  be — 

What? 

associated  with — 

“Associated  with” — that  is  the  amend¬ 
ment.  That  is  what  is  pending. 

And  if  a  taxpayer,  according  to  this  re¬ 
port,  makes  an  expenditure  for  enter¬ 
tainment,  recreation,  or  amusement, 
with  respect  to  either  activities  or  facil¬ 
ities,  to  maintain  good  will,  from  which 
he  has  some  reasonable  expectation,  at 
some  time,  somewhere,  somehow,  of  re¬ 
ceiving  some  income,  in  some  amount, 
in  some  manner,  of  some  quality,  or 
some  other  benefit — whatever  that  is — 
then  it  is  considered  to  be  “associated 
with”  his  trade  or  business. 

Yet  the  Senate  of  the  United  States 
is  asked  to  vote  to  approve  this  amend¬ 
ment  with  this  interpretation  on  every 
Senator’s  desk.  Ah,  Mr.  President,  I 
may  be  endowed  with  more  than  an  or¬ 
dinary  share  of  self-confidence.  How¬ 
ever  that  may  be,  I  am  confident  that  if 
99  of  my  colleagues  would  give  me  their 
atention  for  20  minutes,  this  amendment 
would  not  be  adopted  by  the  Senate. 

Unfortunately,  it  is  not  my  privilege  to 
reach  very  many  of  my  colleagues  by 
speech,  but  the  issue  is  joined.  I  have 
stated  it  clearly.  The  Senate  is  not  re¬ 
quired  to  rely  upon  my  interpretation 
of  the  words  “associated  with.”  I  have 
just  read  what  the  committee  report  says 
they  mean. 

The  amendment  would  open  the  gate 
wide.  It  would  provide  for  a  continua¬ 
tion  of  the  pattern  of  abuse  of  expense 
accounts  and  tax  avoidance. 

Adoption  of  this  amendment  would 
subvert  the  effort  for  tax  reform  to  elim¬ 
inate  this  pattern  of  abuse,  avoidance, 
evasion,  and  concealment  which  the 
President  of  the  United  States  thought 
of  such  proportions  as  to  ask,  in  a  state 
of  the  Union  message,  that  the  Congress 
take  forthright  action  to  eliminate  it. 

Mr.  President,  I  do  not  wish  to  detain 
the  Senate  further.  I  have  stated  the 
issue. 

Mr.  KEFAUVER.  Mr.  President,  will 
the  Senator  yield? 

Mr.  GORE.  Before  yielding,  I  wish  to 
correct  one  statement  that  my  distin¬ 
guished  colleague,  the  junior  Senator 
from  Florida  [Mr.  SmathersI,  made. 
He  said  that  this  amendment  would  in¬ 
crease  revenue.  As  a  matter  of  fact, 
these  three  little  words  are  estimated  by 
the  Treasury  to  reduce  revenue  to  the 
Government,  as  compared  with  the 
House  bill,  by  at  least  $40  million  a  year. 
Mind  you,  Mr.  President,  the  Secretary 
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of  the  Treasury  estimated  that  if  those 
abuses  were  completely  eliminated,  the 
revenue  to  the  Government  would  be  in¬ 
creased  by  $250  million. 

I  yield  to  my  senior  colleague  from 
Tennessee. 

Mr.  KEFAUVER.  I  wish  to  ask  my 
colleague,  who  has  given  this  problem 
much  study,  a  question  about  it.  I  know 
the  consideration  he  has  given  to  it. 

I  had  understood  that  in  the  state  of 
the  Union  message  and  in  other  mes¬ 
sages  the  President  expressed  his  feel¬ 
ing  that  the  expense  account  loophole 
was  one  of  the  big  gaps  which  ought  to 
be  closed,  at  least  to  a  considerable  ex¬ 
tent,  and  that  it  was  being  abused.  Does 
the  Senator  feel  that  the  three  words  in¬ 
volved,  instead  of  closing  the  loophole, 
would  open  the  gap  wider  so  that  there 
would  be  more  abuse  than  before,  or  at 
least  so  that  there  might  be  more? 

Mr.  GORE.  I  cannot  say  that  the 
three  words  would  open  the  gap  wider 
than  the  present  law.  Even  with  the 
words  in  the  bill,  the  bill  would  provide 
one  test  with  respect  to  facilities  which 
would  be  of  some  help.  Overall,  I  be¬ 
lieve  that  the  writing  of  the  amendment 
into  law,  along  with  the  interpretation 
which  accompanies  it,  would  make  the 
situation  worse  than  present  law,  be¬ 
cause  it  would  give  legislative  endorse¬ 
ment  to  and  would  constitute  legislative 
condonement  of  widespread  abuse,  the 
scandalous  avoidance  of  taxes. 

Mr.  KEFAUVER.  Did  I  correctly  un¬ 
derstand  that  the  President,  through 
the  Secretary  of  the  Treasury,  has  op¬ 
posed  the  inclusion  of  these  three  words, 
generally  on  the  grounds  the  Senator 
has  so  forcefully  set  forth  in  the  Senate 
today? 

Mr.  GORE.  I  have  read  into  the  Rec¬ 
ord  the  message  of  President  Kennedy. 
There  is  on  the  desk  of  each  Senator  a 
statement  by  the  Secretary  of  the  Treas¬ 
ury. 

I  do  not  have  a  statement  by  either 
with  respect  to  the  three  words  “or  as¬ 
sociated  with,”  because  those  have  re¬ 
cently  been  reported  and  recommended 
as  an  amendment  by  the  Senate  Fi¬ 
nance  Committee.  Certainly  the  adop¬ 
tion  of  the  amendment  would  be  180 
degrees  contrary  to  the  recommendation 
by  the  President  and  the  Secretary  of 
the  Treasury. 

Mr.  KEFAUVER.  I  think  my  col¬ 
league  is  to  be  commended  for  pointing 
out  the  further  loophole  the  three  words 
would  make  in  the  tax  bill,  which  has  a 
purpose  of  closing  gaps  and  also  increas¬ 
ing  revenue  to  our  Nation.  I  commend 
the  Senator.  I  shall  certainly  vote 
against  the  inclusion  of  the  words. 

Mr.  GORE.  I  thank  my  colleague. 

Mr.  CARROLL.  Mr.  President,  will 
the  Senator  yield? 

Mr.  GORE.  I  yield. 

Mr.  CARROLL.  I  commend  the  able 
Senator.  I  have  listened  to  his  speech 
today.  I  have  read  his  remarks  on  this 
subject.  I  should  like  to  ask  a  question 
or  two,  if  he  will  permit  me  to  do  so. 

Mr.  GORE.  I  yield  for  a  question. 

Mr.  CARROLL.  The  purpose  of  the 
President’s  message,  as  I  understand  it, 
and  of  the  action  taken  by  the  other 
body,  is  to  strengthen  existing  law  with 
reference  to  the  subject  matter  of  the 
Senator’s  remarks. 
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Mr.  GORE.  Without  which,  the 
President  advised  the  Congress,  the 
abuses  could  not  be  eliminated. 

Mr.  CARROLL.  I  further  understand 
that  the  abuses  in  a  sense  arose  out  of 
court  interpretations.  It  is  not  that  the 
court  is  in  favor  of  the  abuses,  but  the 
abuses  occur  because  of  the  looseness  of 
existing  law. 

I  read  to  the  Senator  a  portion  of  sec¬ 
tion  162  of  the  1954  Code. 

There  shall  be  allowed  as  a  deduction  all 
the  ordinary  and  necessary  expenses  paid  or 
incurred  during  the  taxable  year  in  carrying 
on  any  trade  or  business. 


That  is  the  wording  of  the  law.  The 
court  decisions  interpreting  that  word¬ 
ing  have  made  it  nearly  impossible  for 
the  Treasury  Department  to  draft  ap¬ 
propriate  legislation  to  tighten  up  on 
what  some  of  us  believe  to  be  loopholes, 
inequitable  and  unconscionable  and  not 
satisfactory  to  the  American  public. 

The  President  has  spoken.  The  House 
of  Representatives  has  spoken  in  the  en¬ 
deavor  to  change  the  basic  law.  As  I 
understand  the  remarks  by  the  able  Sen¬ 
ator  from  Tennessee,  what  he  seeks  to 
do  is  do  no  less  than  the  House  of  Rep¬ 
resentatives  did  when  it  passed  the  tax 
bill  some  time  ago. 

Mr.  GORE.  I  seek  to  defeat  an 
amendment  which  would  wreck  the 
House  bill. 

Mr.  CARROLL.  That  was  my  under¬ 
standing.  The  House  bill  really  would 
tighten  up  the  law? 

Mr.  GORE.  To  a  commendable  de¬ 
gree.  Not  as  much  as  I  would  prefer,  but 
to  a  commendable  degre. 

Mr.  CARROLL.  Do  I  correctly  under¬ 
stand  that  if  we  accept  the  committee 
amendment,  in  a  sense  it  would  pull  the 
rug  out  from  under  that  which  the  House 
has  done? 

Mr.  GORE.  It  would  wreck  the  bill  so 
far  as  correcting  expense  account  abuses 
is  concerned. 

Mr.  CARROLL.  I  intend  to  support 
the  position  taken  by  the  able  Senator 
from  Tennessee.  I  am  confident  other 
Members  of  this  body  who  understand 
the  issue  will  do  the  same.  I  join  the 
Senator  in  saying  that  if  all  Senators 
have  a  clear  comprehension  of  this  issue, 
they  will  want  to  go  on  record  as  trying 
to  stop  what  I  consider  to  be  abuses  as 
a  result  of  enormous  loopholes  in  the  tax 
law,  which  give  great  benefit  and,  as  I 
was  going  to  say,  comfort  to  people  who 
would  have  no  right  to  these  sorts  of 
deductions  under  a  fair  and  equitable 
tax  code. 

Mr.  GORE.  I  thank  the  Senator. 

Mr.  CARROLL.  I  thank  the  able 
Senator  from  Tennessee. 

Mr.  PROXMIRE.  Mr.  President,  will 
the  Senator  yield? 

Mr.  GORE.  I  yield. 

Mr.  PROXMIRE.  Is  it  not  true  that 
the  position  taken  by  the  President  of 
the  United  States  in  the  state  of  the 
Union  message  was  for  the  elimination 
of  the  deduction  for  entertainment  ex¬ 
penses  and  club  dues? 

Mr.  GORE.  Completely.  That  is  not 
the  question  now  before  the  Senate, 
though  I  would  like  to  see  it  done. 

Mr.  PROXMIRE.  I  understand  that. 
Is  it  not  true,  therefore,  that  it  is  per¬ 
fectly  obvious  the  administration  posi¬ 


tion,  as  described  by  the  President  in  his 
state  of  the  Union  message,  is  in  sup¬ 
port  of  the  position  of  the  Senator  from 
Tennessee  in  opposition  to  the  commit¬ 
tee  amendment,  in  view  of  the  fact  that 
the  committee  amendment  would  open 
up  this  abuse  which  the  President  so 
clearly  described  in  his  message? 

Mr.  GORE.  That  is  correct. 

Mr.  PROXMIRE.  So  it  is  very  hard 
for  anyone  by  any  logic  to  conclude  any¬ 
thing  other  than  that  the  position  of  the 
administration  is  in  support  of  the  posi¬ 
tion  so  ably,  eloquently,  and  brilliantly 
taken  by  the  Senator  from  Tennessee. 

Mr.  GORE.  Well,  I  concur  in  the  Sen¬ 
ator’s  reference  to  the  administration’s 
position.  I  must  demur  from  concurring 
in  the  Senator’s  generous  remarks  with 
respect  to  me. 

I  thank  the  Senator. 

Mr.  MORTON.  Mr.  President,  I  sub¬ 
mit  an  amendment  to  the  pending  bill 
and  ask  that  it  may  be  printed  and  lie 
on  the  table.  I  shall  speak  with  respect 
to  it  tomorrow. 

The  PRESIDING  OFFICER.  The 
amendment  will  be  received  and  printed, 
and  will  lie  on  the  table. 
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Mr.  JAVITS.  l\fcr.  President,  I  am 
anxious  to  allow  the  *5enate  to  vote,  and 
I  shall  not  detain  the  Senate,  but  I  have 
something  on  my  minaVwhich  concerns 
me  and  which  I  think  ought  to  concern 
the  country  very  much.  It  is  the  report 
which  appears  in  this  morning’s  press, 
which  is  of  course  verified,  tWt  75  min 
isters  of  religion  have  been\  jailed  i: 
Albany,  Ga.  Fourteen  pastors,  M 
President,  are  religious  leaders  ftom  r#y 
own  State  of  New  York. 

Mr.  President,  where  are  we  living/?  I 
think  that  is  the  question  whicji\all 
Americans  must  answer.  Where  greVe 
living?  . 

This  is  not  a  matter  of  building/ a  stree 
or  a  road,  or  of  putting  in  a  sewer,  which 
are  local  matters.  We  all  understand 
that.  . 

This  is  a  matter  of  the  Constitution  of 
the  United  States  and  the  f  ifeedom  of  any 
American  citizen  to  go  into  any  town  or 
city  in  the  United  State/ and  to  get  the 
benefit  of  protection  there  as  a  citizen 
of  the  United  States.  That  is  what  this 
“United  States”  is  all  anout. 

If  we  are  outsiders  in  Albany,  Ga.,  then 
everyone  in  Albanjy  Ga.,  is  an  outsider 
in  New  York  Cit i,  Chicago,  and  Los 
Angeles.  That  may  be  very  uncom¬ 
fortable.  We  could  dismember  our  coun¬ 
try  upon  that  tineory.  Yet  that  is  the 
theory  on  winch  the  United  States 
apparently,  without  enough  of  a  vocal 
protest  to  rnake  itself  heard  in  Albany, 
Ga.,  is  allowed  to  operate. 

The  situation  has  become  intolerable 
and  beyond  anyone’s  endurance  when  75 
ministers'  of  religion  are  arrested  on  a 
new  th/ory  of  defeating  the  effort  to 
break  /segregation  in  Albany,  Ga., 
through  mass  arrests,  which  is  yet  to  be 
passed  upon  by  the  courts.  I  do  not 
thimc  there  is  any  question  that  it  ought 
to  he  enjoined  as  running  counter  to  the 
Constitution  of  the  United  States;  none¬ 
theless,  it  is  one  thing  to  be  in  court  and 


another  thing  to  have  the  Nation  express 
its  conscience.  That  is  what  is  J~ 
now. 

There  could  be  no  more  eloquent 
speech  of  protest  against  this  un-i 
ican  and  inhuman  performance  t/an  a 
news  report  of  the  bare  facts.  I  beg  the 
Senate’s  indulgence  while  I  read  from 
the  New  York  Times,  a  very/reliable 
newspaper,  merely  the  bare  faofts,  noth¬ 
ing  else,  not  embellished  in  a/y  way: 

Chief  of  Police  Laurie  Prltchet/ charged  the 
demonstrators  with  congregating  on  the  side¬ 
walk,  disorderly  conduct,  and  /ailing  to  obey 
his  commands  to  disperse,  /hey  were  held 
in  lieu  of  $200  cash  bonds /each  and  Jailed 
here  and  in  nearby  Leesburg". 

The  story  continues/ 

This  afternoon —  / 

Which  was  yestemay,  the  28th— 
they —  / 

Meaning  these /lergymen  and  lay  re¬ 
ligious  leaders — / 

marched  by  twos  to  the  city  hall,  where 
Chief  Pritchett  /nd  20  patrolmen  were  wait¬ 
ing.  / 

The  demonstrators  stood  for  a  while  in  si¬ 
lence.  One  policeman  remarked  to  another, 
“Is  everybody  bashful?  Ain’t  nobody  gonna’ 
say  nothing?” 

Then  the  Reverend  Norman  C.  Eddy  of 
East  Harlem  Protestant  Parish  in  New  York 
asked  the  Reverend  John  W.  P.  Collier  of 
Israel  Memorial  A.M.E.  Church  in  Newark, 
N.J.,  to  read  from  the  Scriptures. 

“whatsoever  a  man  soweth” 

J.  Collier  chose  from  the  Sixth  Chapter 
of /Galatians :  “For  whatsoever  a  man  soweth, 
that  he  shall  also  reap.”  i 
/  As  he  finished,  Chief  Pritchett  stepped  for¬ 
ward  and  said,  “All  right,  Reverends,  what’s 
your  purpose?” 

After  he  had  repeated  the  question  sev¬ 
eral  times,  Mr.  Eddy  replied,  “our  purpose  is 
to  offer  our  prayers  to  God.” 

The  chief  then  urged  them  to  return  home 
“in  the  name  of  decency.” 

Mr.  President,  is  that  ironic — in  the 
name  of  decency,  to  stop  appearing. 
The  article  continues: 

Rabbi  Richard  Israel  of  the  Hillel  Founda¬ 
tion  at  Yale  University  then  stepped  for¬ 
ward  and  read  the  114th  Psalm  from  “Pray¬ 
ers  for  Special  Occasions.” 

\e  completed  the  psalm.  Chief  Prichett 
moved  forward  and  said,  “Again,  I’m  asking 
you  tt>  disperse.  This  is  the  last  and  only 
time  that  this  command  will  be  given.” 

The  grnup  stood  fast. 

“All  ri^Jit,”  said  the  chief,  “put  them  in 
Jail.” 

The  demonstrators  were  herded  into  a  side 
door  of  the  maiding  in  twos  and  threes  and 
relieved  of  tl\ir  Bibles  and  other  posses¬ 
sions. 

The  story  goe^on- 
After  most  of  those  arrested  had  been 
booked,  a  policemaA  emerged  from  the  jail 
wearing  a  false  beard  ?uid  a  skullcap  that  be- 
longed  to  Rabbi  Israel, Vnd  paraded  through 
the  first  floor  offices  of  rije  city  hall. 


President,  consider  such  a  shame¬ 
ful  performance  in  anjH,  city  or  town 
in  the  United  States  of  America  as  the 
one  I  have  read.  I  ask  all  Senators  who 
expressed  such  high  indignackm  against 
the  Supreme  Court’s  decision\m  prayer 
in  the  public  schools  to  consult  their 
conscience  on  that  one.  Where  ave  their 
voices  now?  Are  they  aroused  oYer  the 
fact  that  ministers  of  religionN.  are 
treated  like  common  criminals?  Why? 
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I^cause  they  dared  to  stand  upon  a 
street,  pray,  and  invoke  the  blessing  of 
the  Eteity  so  that,  in  their  view,  even  if 
they  are  wrong,  American  citizens  may 
have  tnMr  fundamental  rights. 

As  a  Senator  of  the  United  States  and 
a  representative  of  17  million  people,  I 
say  that  such  a  situation  is  absolutely 
outrageous  and  disgusting.  If  our  Gov¬ 
ernment  does  not  assert  its  majesty  to 
put  a  stop  to  things  like  that,  very  seri¬ 
ous  doubt  will  be  raised  as  to  the  effec¬ 
tiveness  and  power  of  the  National  Gov¬ 
ernment  to  protect  tne  rights  of  citizens 
under  the  Constitution^  of  the  United 
States  anywhere  in  our  country. 

Mr.  President,  the  description  sounds 
to  me  like  that  of  a  whisnv  rebellion. 
That  is  how  serious  I  thinkMt  is.  As 
the  story  points  out,  it  is  becoming  so 
shameful  as  to  be  intolerable  inNje  eyes 
of  all  the  people  of  our  country\  In¬ 
deed,  I  can  hardly  understand  how\the 
Governor  of  Georgia  and  the  local  au¬ 
thorities  can  themselves  endure  thftt 
kind  of  performance.  > 

Mr.  President,  endemic  in  it,  and  at 
the  bottom  of  it,  is  the  fact  that  the 
Congress  has  never  given  the  necessary 
power  to  the  Attorney  General  of  the 
United  States  to  start  suit  in  any  of 
those  cases.  He  is  sitting  around  in 
court  waiting  to  file  briefs  amicus  curiae, 
not  knowing  whether  the  court  will  or 
will  not  allow  him  to  do  so,  since  he 
has  no  authority  and  no  power,  appar¬ 
ently,  to  go  into  court  himself  and  even 
start  a  suit  in  a  Federal  court  in  order 
to  deal  with  a  situation  which,  in  my 
opinion,  is  making  the  United  States  not 
only  look  ridiculous  in  the  eyes  of  the 
world  but  look  unjust  and  apparently 
unable  to  protect  the  very  basic  and 
fundamental  rights  of  its  own  citizens — 
in  this  case  ministers  of  religion — who 
are  doing  what?  Seeking  to  pray  upon 
a  public  street. 

Mr.  President,  it  seems  to  me  that  in 
most  cities  of  our  country  prayer  would 
be  encouraged.  There  are  prayer  meet¬ 
ings  in  many  cities.  An  effort  is  made 
to  use  the  streets  exactly  for  that  pur¬ 
pose — to  encourage  the  practice  of  re¬ 
ligion  among  the  population.  In  Albany, 
Ga.,  people  are  being  jailed  because  they 
have  the  temerity  to  do  it,  though  they 
are  ministers  of  religion.  / 

It  seems  to  me  that  we  do  not  have 
to  embellish  the  situation.  We  only  mred 
to  read  the  report.  That  is  more  ihan 
adequate  to  demonstrate  a  situation 
which,  in  my  view,  is  becoming'  intol¬ 
erable  in  the  eyes  of  the  country  and 
under  our  Constitution.  / 

Mr.  RUSSELL.  Mr.  President,  I  just 
entered  the  Chamber.  I  djQ  not  hear  all 
the  remarks  of  the  Senator  from  New 
York.  However,  I  did  hear  his  conclud¬ 
ing  remarks.  I  assume  that  he  was  en¬ 
gaged  in  one  of  hfs  typical  political 
forays  into  the  State  of  Georgia  from  the 
floor  of  the  Senat^i 

Someone  told/me  that  in  this  morn¬ 
ing’s  issue  of  me  New  York  Times  there 
was  an  announcement  that  some  Negro 
assemblywoman  in  New  York  who  had 
been  a  Democrat,  abandoned  that  party 
and  organized  headquaiters  for  the 
Senator  from  New  York  in  his  bid  for  re- 
electjion.  I  am  sure  there  is  no  connec¬ 


tion  whatever  between  that  announce¬ 
ment  and  the  position  of  the  Senator 
on  the  floor  of  the  Senate.  I  notice  that 
he  becomes  more  and  more  vehement  as 
we  approach  November  in  his  denuncia¬ 
tion  of  a  situation  about  which  he  knows 
nothing  and  cares  only  for  the  political 
mileage  that  might  be  involved. 

It  is  very  easy  to  denounce  people  in 
another  section  of  our  country.  No  one 
more  deeply  regrets  or  has  suffered  more 
anguish  from  the  unfortunate  events 
that  are  occurring  in  Albany,  Ga.,  than 
have  the  people  of  that  community. 
There  is  not  a  better  city  or  a  higher 
class  of  citizenry  to  be  found  anywhere 
in  the  United  States  than  in  the  little 
city  of  Albany,  Ga.  It  is  one  town  in 
which  there  was  never  the  slightest  re¬ 
striction  on  the  right  of  colored  citizens 
to  go  to  the  polls  to  vote.  It  is  one  town 
in  which  colored  citizens  have  operated 
businesses  and  accumulated  money. 
Considering  some  of  the  other  cities  in 
which  such  a  campaign  might  have  been 
launched  to  force  the  policemen  of  the 
Vity  to  take  action,  I  cannot  understand 
why  Albany,  Ga.,  was  selected.  I  have 
neypr  been  able  to  understand  that.  Buy 
it  w^s.  The  people  there  are  confronted . 
with  \his  fact  and  with  a  very  serious 
condition.  -  / 

When\the  President  of  the  United 
States  made  his  remarks  concerning 
Albany  at  Ris  press  conference,  I  said 
that  it  was  Ninfortunate  that  he  had 
undertaken  to  intervene  in  ttie  situation 
there,  because  s^ch  intervention  would 
cause  many  publicity  see/ers  and  sensa¬ 
tionalists  all  over  the  United  States  to 
move  into  Albany.  \/ 

I  do  not  say  tha/Xvery  one  of  the 
latest  adventurers^  even  most  of  them, 
are  from  New  Vork.  I\do  not  know 
whether  they  aye  mcmbers\of  the  club 
that  has  been/organized  bjNlhe  Negro 
assemblywoman  for  the  political  benefit 
of  the  Senator  from  New  York  ok  not.  I 
assume  that  perhaps  most  of  than  are. 
But  I  do/not  say  that  every  one  of  them, 
without  exception,  would  fall  into  that 
category.  Most  all  of  them  are  the  tyhc 
of  people  who  have  experienced  frustraX 
ttons  of  ope  kind  or  another,  who  have 
urever  seen  their  names  in  the  press  ex¬ 
cept  to  read  that  the  Reverend  Joe  Doaks 
married  this  couple  or  the  Reverend  Joe 
Doaks  conducted  the  last  exercise  at  the 
cemetery. 

They  went  to  Albany,  Ga.,  and  vio¬ 
lated  the  ordinances  of  that  city.  If 
they  had  done  it,  under  the  same  cir¬ 
cumstances,  in  New  York  City,  they 
would  have  been  arrested.  The  chief  of 
police  asked  them  four  times  to  move 
and  stop  blocking  traffic.  They  did  not 
do  so. 

The  amazing  thing  to  me,  Mr.  Presi¬ 
dent,  is  that  when  we  approach  election 
time,  those  who  have  shouted  from  the 
housetops  that  these  disputes  should  be 
settled  in  the  courts  and  left  to  the 
courts  for  decision,  now  take  a  different 
attitude,  and  now  say  that  any  means 
justifies  the  end,  and  that  they  will  vio¬ 
late  any  and  all  laws  with  which  they 
do  not  agree. 

These  people  were  asked  four  times  to 
stop  blocking  traffic  and  to  move  on. 
They  refused  to  do  so.  They  came  there 


to  be  arrested,  and  they  were  arrested/ 
From  what  I  know  of  the  incident  I  say 
they  should  have  been  arrested.  Ac¬ 
cording  to  press  reports,  the  Senator 
from  New  York  has  sent  a  telegram  to 
Albany  saying  that  he  would  be  very 
glad  to  go  down  there.  / 

I  can  understand  his  positiem.  I  can 
tell  the  Senator,  that  if  he/does  go  to 
Albany,  Ga.,  he  will  be  safe'  He  will  be 
able  to  walk  on  the  streets  of  that  city, 
in  any  section  of  it,  in/the  daytime  or 
at  night,  without  any  fear  of  violence 
being  committed  up^n  his  person. 

I  dare  say  the  distinguished  Senator 
from  New  York  would  not  dare  to  ven¬ 
ture  into  Centra/Park  in  New  York  City 
after  midnighjr  unless  he  had  a  large 
police  escort /with  him.  He  would  not 
dare  go  on/West  94th  Street  in  New 
York  City&fter  nightfall  unless  he  had 
a  large  police  escort  to  protect  him. 

I  fear  that  I  owe  some  obligation  to 
say  Eyfrord  in  behalf  of  the  honest,  God¬ 
fearing  people  who  have  been  generous 
to /me  in  times  past,  and  who  are  the 
peers  of  any  people  represented  by  the 
/Senator  from  New  York  or  by  any  other 
'  Member  of  the  Senate. 

About  a  week  ago  I  saw  a  picture  in  a 
New  York  newspaper  showing  five  or  six 
policemen,  wearing  steel  helmets, 
crouching  and  trying  to  get  behind  an 
automobile  to  avoid  the  crockery,  bricks, 
and  other  materials  that  were  being 
showered  upon  them  from  the  upstair 
floors  of  a  building.  Nothing  like  that 
occurs  in  Albany,  Ga.  When  people 
come  down  there,  even  if  they  happen  to 
be  sent  there  by  a  New  York  Senator  or 
anyone  else,  to  try  to  create  a  situation 
of  lawless  chaos,  the  police  department 
of  that  city  does  its  duty  and  arrests 
them.  But  it  protects  them  from  any 
violence. 

Therefore,  I  say  the  Senator  would  be 
much  safer  in  carrying  on  his  campaign 
by  going  to  Albany,  Ga.  I  again  assure 
him  that  he  could  walk  the  streets  of 
that  town  day  or  night,  and  he  would 
be  protected;  no  one  would  harm  him. 
On  the  other  hand,  there  are  areas  in 
New  York  City  where  he  would  not  dare 
vto  go  out  after  dark,  because  he  knows 

would  be  mugged  and  his  life  placed 
imperil. 

I\realize,  of  course,  it  is  regrettable 
that  three  influential  metropolitan  news- 
papei'Xare  able  to  call  the  tune  for  the 
other  m^dia  of  communications  in  this 
land.  I  realize  that  they  distort  head¬ 
lines,  to  influence  fairminded  men  who 
do  not  live  in.  the  areas  where  these  in¬ 
cidents  take  place.  The  press  has  tried 
to  use  the  incidents  at  Albany,  Ga.,  to 
heap  calumny  om.a  people  who  deserve 
better  treatment.  \ 

I  notice  that  the'distinguished  Sen¬ 
ator  from  New  York  dees  not  comment 
on  any  of  the  serious  racial  incidents  that 
have  taken  place  in  NewVork  City.  It 
may  be  that  the  white  peopte  there  have 
been  completely  cowed.  \ 

I  have  not  heard  him  raisXhis  voice 
against  incidents  which  have  Xery  re¬ 
cently  occurred  at  Cairo,  Ill.,  vXiere  a 
number  of  members  of  the  NegroYrace 
apparently  tried  to  go  to  a  public  pfiice, 
to  which  objection  was  made.  I  beliNe 
they  tried  to  go  into  a  skating  rink,  ok 
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ueanographic  and  related  environmental 
ata  Including,  tout  not  limited  to,  physical, 
plogical,  biological,  fisheries,  hydrographic 
v  coastal  survey,  meteorological,  climato- 
cal,  and  geophysical  data. 

Ahd  to  amend  the  title  so  as  to  read: 
“An 'Act  to  provide  for  a  comprehensive, 
long-\ange,  and  coordinated  national 
program  in  oceanography,  and  for  other 
purposes.” 

Mr.  MAGNUSON.  Mr.  President,  I 
move  that  the  Senate  disagree  to  the 
amendments  of  the  House  of  Represent¬ 
atives,  request  a  conference  thereon 
with  the  House  of  Representatives,  and 
that  the  Chair  appoint  the  conferees  on 
the  part  of  Yhe  Senate. 

The  motioti  was  agreed  to;  and  the 
Presiding  Officer  appointed  Mr.  Smath- 
ers,  Mr.  EnSle,  Mr.  Bartlett,  Mr. 
Butler,  and  Mr.  Keating  conferees  on 
the  part  of  the  IBenate. 

MESSAGE  FROM  THE  HOUSE 

A  message  from Uhe  House  of  Repre¬ 
sentatives,  by  Mr.  y3artlett,  one  of  its 
reading  clerks,  announced  that  the 
House  had  agreed  to  the  amendments  of 
the  Senate  to  the  bNl  (H.R.  7278)  to 
amend  the  act  of  June  5,  1952,  so  as  to 
remove  certain  restrictions  on  the  real 
property  conveyed  to  wie  territory  of 
Hawaii  by  the  United  States  under  au¬ 
thority  of  such  act. 

ENROLLED  BILLS  SIGNED 

The  message  also  announced  that  the 
Speaker  had  affixed  his  signature  to  the 
following  enrolled  bills,  and  Yhey  were 
signed  by  the  President  pro  tempore : 

S.  3327.  An  act  to  make  eligible  rcr  assist¬ 
ance  under  the  public  facility  loan  program 
certain  areas  where  research  or  development 
installations  of  the  National  Aeronautics  and 
Space  Administration  are  located;  \ 

H.R.  1388.  An  act  for  the  relief  of  Tjai  Ja 
Lim;  \ 

HR.  5532.  An  act  to  amend  chapter  13V,  of 
title  10,  United  States  Code,  relating  to  pro¬ 
curement;  and 

HR.  10743.  An  act  to  amend  title 
United  States  Code,  to  provide  increases  i 
rates  of  disability  compensation,  and  fo: 
other  purposes. 

REVENUE  ACT  OF  1962 

The  Senate  resumed  the  consideration 
of  the  bill  (H.R.  10650)  to  amend  the 
Internal  Revenue  Code  of  1954  to  pro¬ 
vide  a  credit  for  investment  in  certain 
depreciable  property,  to  eliminate  cer¬ 
tain  defects  and  inequities,  and  for  other 
purposes. 

Mr.  MANSFIELD.  Mr.  President, 
what  is  the  pending  business? 

The  PRESIDING  OFFICER  (Mr. 
Hickey  in  the  chair) .  The  question  is 
on  agreeing  to  the  committee  amend¬ 
ment  in  section  4,  on  page  41,  line  18, 
after  the  word  “to”,  to  insert  “or  asso¬ 
ciated  with”;  on  page  42,  line  4,  after 
the  word  “to”,  to  insert  “or  associated 
with”;  in  line  7,  after  the  word  “to”,  to 
insert  “or  associated  with”. 

The  yeas  and  nays  have  been  ordered 
on  the  amendment. 


Mr.  KERR.  Mr.  President,  I  ask 
unanimous  consent  that  the  rollcall,  un¬ 
der  the  yeas  and  nays  ordered  on  the 
amendment,  start  in  7  minutes. 

The  PRESIDING  OFFICER.  Is  there 
objection? 

Mr.  GORE.  Mr.  President,  reserving 

the  right  to  object- - 

The  PRESIDING  OFFICER.  Objec¬ 
tion  is  heard  by  the  Senator  from  Ten¬ 
nessee. 

Mr.  GORE.  Mr.  President,  reserving 
the  right  to  object,  will  the  Senator  re¬ 
serve  to  me,  in  case  I  desire  to  use  them, 

2  minutes? 

Mr.  KERR.  Mr.  President,  I  make  a 
unanimous-consent  request  that  the 
vote  on  the  amendment  start  in  9  min¬ 
utes,  the  last  2  of  which  will  be  assigned 
to  the  Senator  from  Tennessee  [Mr. 
Gore]. 

The  PRESIDING  OFFICER.  Is  there 
objection?  Without  objection,  it  is  so 
ordered. 

Mr.  KERR.  Mr.  President,  the  mo¬ 
tion  before  the  Senate  is  to  insert  on 
pages  41  and  42  the  words  “or  associated 
with”  in  three  places.  Those  words  were 
inserted  in  the  House  bill  by  the  Senate 
Finance  Committee  for  a  very  specific 
purpose.  On  page  41  of  the  bill,  begin¬ 
ning  in  the  statement  concerning  section 
274,  “Disallowance  of  Certain  Enter¬ 
tainment,  Etc.,  Expenses”  are  these 
words : 

No  deduction  otherwise  allowable  under 
this  chapter  shall  be  allowed  for  any 
item  *  *  * 

With  respect  to  an  activity  which  is  of  a 
type  generally  considered  to  constitute  en¬ 
tertainment,  amusement,  or  recreation,  un¬ 
less  the  taxpayer  establishes  that  the  item 
was  directly  related  to  the  active  conduct 
of  the  taxpayer’s  trade  or  business. 

A  little  further  over  in  the  section, 
beginning  on  page  45,  is  a  list  of  specific 
exceptions  to  the  application  of  subsec¬ 
tion  (a),  which  I  have  just  read,  and 
those  specific  exceptions  cover  most  of 
page  45,  page  46,  page  47,  and  down 
to  and  through  line  6  on  page  48. 

The  House  report  makes  an  absolute 
nullity  of  the  language  on  page  41,  which 
is  a  general  statement  of  the  activities 
generally  considered  to  constitute  en¬ 
tertainment,  amusement,  or  recreation 
directly  related  to  the  active  conduct  of 
the  taxpayer’s  trade  or  business. 

The  House  report  is  so  strict  that  it 
makes  a  nullity  of  that  part  of  the  bill. 

As  the  Secretary  of  the  Treasury  told 
our  committee,  he  could  not  think  of 
anything  that  could  be  deductible  under 
these  conditions  other  than  those  things 
listed  in  the  bill  on  the  pages  I  have 
referred  to  as  specific  exceptions  to  the 
application  of  the  subsection. 

The  Senator  from  Tennessee  told  us 
a  little  while  ago  that  the  Senate  is  asked 
to  approve  this  amendment,  which  is 
the  insertion  of  the  words  “or  associated 
with,”  and  that  by  so  doing  we  would 
approve  the  language  in  the  report. 

The  choice  actually  is  between  the 
language  of  the  two  reports. 

The  Senator  from  Oklahoma  asked 
the  Treasury  Department  to  provide 
some  words  which  could  be  inserted  in 
the  bill  without  changing  the  meaning 


of  it,  so  that  the  strict  report  on  the 
House  bill  would  be  in  conference. 
These  were  the  three  words  which  were 
provided. 

In  the  writing  of  the  report  by  the 
staff  of  the  Senate  Finance  Committee, 
it  is  the  opinion  of  the  Senator  from 
Oklahoma  that  they  went  too  far,  but  it 
is  also  the  opinion  of  the  Senator  from 
Oklahoma  that  the  language  in  the 
House  report  does  not  go  far  enough. 

Therefore,  Mr.  President,  if  the  lan¬ 
guage  is  approved,  the  subject  will  be  in 
conference.  If  the  language  proposed  by 
the  Senate  committee  is  disapproved, 
then,  according  to  the  statement  of  the 
Senator  from  Tennessee  [Mr.  Gore], 
we  would  thereby  approve  the  language 
of  the  House  bill,  in  accord  with  a  House 
committee’s  very  strict  report. 

I  am  sure  that  if  Senators  would  read 
that  report,  they  would  not  wish  to  ap¬ 
prove  it.  Therefore,  I  urge  the  Senate 
not  to  disagree  to  the  committee  amend¬ 
ments,  for  the  very  simple  reason  that 
the  only  way  we  can  take  to  conference 
a  provision  which  will  permit  us  to  agree 
on  a  middle  ground,  between  the  report 
of  the  House  committee  and  the  report 
of  the  Senate  committee,  is  to  keep  these 
three  words  in  the  bill  and  to  arrive  at 
an  adjustment  in  conference. 

In  reality  there  is  no  difference,  when 
we  note  that  the  item  either  was  di¬ 
rectly  related  to  the  active  conduct  of 
the  taxpayer’s  trade  or  business  or  was 
associated  with  the  active  conduct  of  the 
taxpayer’s  trade  or  business.  The  mean¬ 
ing  of  the  language  is  almost  identical. 
The  difference  is  in  the  two  reports. 

I  assure  the  Senate  that  the  difference 
can  be  adjusted  in  conference,  provided 
the  amendment  of  the  committee  is 
agreed  to;  and  I  urge  that  that  be  done. 

I  ask  unanimous  consent  to  have 
printed  in  the  Record  at  this  point  a 
statement  in  respect  to  this  question. 

There  being  no  objection,  the  state¬ 
ment  was  ordered  to  be  printed  in  the 
Record,  as  follows: 

The  original  recommendations  of  the 
Treasury  included  the  following: 

1.  Disallowance  in  full  of  expenses  for 
business  entertainment,  such  as  expendi¬ 
tures  for  entertaining  guests  at  nightclubs, 
theaters,  country  clubs,  prizefights,  and  on 
hunting  and  fishing  trips. 

2.  Disallowance  of  expenditures  attributa¬ 
ble  to  a  yacht,  hunting  lodge,  fishing  camp, 
resort  property,  or  other  facility  of  a  type 
generally  used  for  pleasure,  recreation,  enter¬ 
tainment,  etc.,  if  primarily  used  for  such 
purposes.  Deduction  for  company  cafeterias 
and  dining  rooms  on  the  business  premises 
would  not  be  disallowed.  Expenditures  for 
automobiles,  airplanes,  apartments,  and 
hotel  suites  would  be  disallowed  to  the  ex¬ 
tent  used  for  pleasure,  recreation,  entertain¬ 
ment,  etc. 

3.  Disallowance  of  cost  of  gifts  except 
where  annual  cost  per  recipient  does  not 
exceed  $10. 

4.  Disallowance  in  full  of  dues  or  fees  of 
social,  athletic,  and  sporting  clubs. 

5.  Disallowance  of  expenditures  for  food 
and  beverages  except  expenditures  for  food 
and  beverages  furnished  to  employees  on  the 
business  premises,  expenditures  for  food  and 
beverages  furnished  as  part  of  business  meet¬ 
ings  (but  limited  to  $4  to  $7  per  day  per  in¬ 
dividual),  and  expenditures  for  food  and 
beverages  included  in  travel. 
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6.  Disallowance  of  expenditures  for  trans¬ 
portation,  meals,  and  lodging  attributable 
to  traveling  away  from  home  except  for  cost 
of  transportation  allocable  to  the  business 
and  except  for  cost  of  meals  and  lodging  not 
in  excess  of  $32  per  day. 

The  Treasury  estimated  that  these  recom¬ 
mendations  would  increase  revenues  by  at 
least  $250  million  per  year. 

This  reflects  the  disallowance  of  some  $625 
million  of  expenditures. 

On  this  basis,  the  Senate  Finance  Com¬ 
mittee  provision,  which  would  Increase 
revenues  by  $85  million,  involves  the  dis¬ 
allowance  of  some  $210  million  of  expendi¬ 
tures  on  business  travel,  gifts,  and  enter¬ 
tainment. 

Mr.  JAVITS.  Mr.  President,  will  the 
Senator  yield? 

Mr.  KERR.  Mr.  President,  how  much 
time  remains? 

The  PRESIDING  OFFICER.  One 

and  one-half  minutes. 

Mr.  KERR.  They  belong  to  the 

Senator  from  Tennessee. 

The  PRESIDING  OFFICER.  That  is 
the  share  remaining  to  the  Senator 

from  Oklahoma. 

Mr.  KERR.  Then  I  yield  to  the 

Senator  from  New  York. 

Mr.  JAVITS.  I  merely  wish  to  tell 
the  Senator  that  I  have  inventoried  this 
question  with  the  Committee  on  Fed¬ 
eral  Taxation  of  the  New  York  State 
Society  of  Certified  Public  Accountants. 
Their  analysis  of  existing  law  would,  in 
my  view,  sustain  the  Senator’s  position. 
I  intend  to  vote  that  way.  If  the  Sena¬ 
tor  will  allow  me,  I  should  like  to  ask 
unanimous  consent  to  include  my  ex¬ 
change  of  correspondence  in  the  Record. 

Mr.  KERR.  Mr.  President,  I  thank 
the  Senator  from  New  York  for  his  ob¬ 
servations,  and  I  make  that  request. 

There  being  no  objection,  the  corre¬ 
spondence  was  ordered  to  be  printed  in 
the  Record,  as  follows: 

July  25,  1960. 

Gentlemen  :  During  the  Senate  considera¬ 
tion  of  the  Public  Debt  and  Tax  Rate  Exten¬ 
sion  Act  of  1960,  an  amendment  was  adopted 
which  would  have  prohibited  the  deduction 
for  tax  purposes  of  most  business  entertain¬ 
ment  expenses.  This  amendment  was  strick¬ 
en  out  in  the  conference  between  the  two 
Houses  and  there  was  substituted  for  it  a 
new  section  calling  for  studies  by  the  Joint 
Committee  on  Internal  Revenue  Taxation 
and  the  Internal  Revenue  Service  relating  to 
this  problem. 

During  the  debate  on  this  provision,  I 
stated  to  Senator  Joseph  Clark  of  Pennsyl¬ 
vania,  the  sponsor  of  the  original  amend¬ 
ment,  that  I  would  ask  a  number  of  leading 
public  accounting  firms  in  New  York  about 
this  question,  which  has  become  a  matter 
of  major  concern — it  is  claimed  to  be  a 
multimillion-dollar  tax  loophole.  My  par¬ 
ticular  interest  lies  in  the  determination  of 
a  fair  and  equitable  way  of  dealing  legisla¬ 
tively  and  administratively  with  the  ordi¬ 
nary  deduction  as  necessary  business  ex¬ 
pense  of  entertainment,  gifts,  dues,  or  ini¬ 
tiation  fees  in  nonprofessional  organizations 
and  similar  items  in  order  to  avoid  excesses 
and  abuse. 

In  view  of  the  respected  position  of  your 
committee  in  the  public  accounting  field,  I 
would  very  much  appreciate  having  your 
views  and  suggestions  on  this  important  eco¬ 
nomic  issue. 

Best  wishes. 

Sincerely, 

Jacob  K.  Javits, 

U.S.  Senator. 


October  11,  1960. 

Dear  Senator  Javits:  This  is  in  answer  to 
your  letter  of  July  25,  1960,  addressed  to  the 
Committee  on  Federal  Taxation  of  the  New 
York  State  Society  of  Certified  Public  Ac¬ 
countants,  dealing  with  the  deduction  for  tax 
purposes  of  business  expenses  for  entertain¬ 
ment,  gifts,  dues,  or  initiation  fees  in  non- 
professional  organizations  and  similar  items 
(all  of  which  are,  for  purposes  of  brevity, 
hereinafter  referred  to  as  entertainment  ex¬ 
penses)  .  We  regret  very  much  our  delay  in 
answering,  which  was  attributable  to  the 
time  required  to  coordinate  the  views  of  our 
committee  on  this  important  question. 

In  considering  the  problem  of  entertain¬ 
ment  expenses,  one  basic  concept  must  be 
kept  clearly  in  mind.  There  is  no  specific 
provision  in  the  Internal  Revenue  Code  deal¬ 
ing  with  entertainment  expenses  beyond  that 
applicable  to  other  business  expenses.  Such 
expenses  are  presently  deductible  under  sec¬ 
tion  162  of  the  Code  which  allows  “as  a 
deduction  all  the  ordinary  and  necessary  ex¬ 
penses  paid  or  incurred  during  the  taxable 
year  in  carrying  on  any  trade  or  business.” 
Therefore,  under  the  statute  as  it  exists,  only 
those  entertainment  expenses  which  are 
ordinary  and  necessary  in  a  taxpayer’s  busi¬ 
ness  may  be  deducted.  It  should  also  be 
noted  that,  in  litigated  cases,  the  courts  have, 
generally  speaking,  applied  this  principal 
stringently.  They  have  required  the  tax¬ 
payer  to  prove  that  the  expenses  were  in¬ 
curred,  and  that  such  expenses  were  neces¬ 
sary  in  the  business  and  had  a  proximate 
relationship  to  the  production  of  income. 
The  portion  of  particular  entertainment  ex¬ 
penses  applicable  to  the  taxpayer  personally 
has  been  disallowed. 

Where  deductions  have  been  based  on  esti¬ 
mates  of  expenses,  even  though  of  a  type 
which  is  difficult  or  impossible  to  prove  ex¬ 
actly,  only  small  portions  have  been  allowed. 
A  case  such  as  the  famous  African  safari  de¬ 
duction  which  has  received  so  much  pub¬ 
licity  simply  does  not  represent  the  treat¬ 
ment  generally  given  by  the  courts  in  this 
area.  Incidentally,  in  fairness  to  the  Tax 
Court  judge  who  decided  that  case,  an  objec¬ 
tive  scrutiny  of  the  facts  indicates  that  it 
was  a  borderline  situation.  The  Internal 
Revenue  Service  has  acquiesced  in  the  de¬ 
cision  but  narrowly  limited  its  application. 

It  is  clear,  then,  that  entertainment  ex¬ 
penses  are  deductible  only  if  they  meet  the 
same  ordinary  and  necessary  tests  which 
apply  to  all  business  deductions.  If  any  such 
expenses  are  deducted  which  do  not  meet 
the  tests,  but  are  nevertheless  not  detected 
by  the  Internal  Revenue  Service,  we  do  not 
believe  it  is  proper  to  state  that  a  “tax  loop¬ 
hole”  exists.  The  problem  in  such  a  case  is 
not  to  be  found  in  the  law,  but  in  its  en¬ 
forcement.  The  same  comment  can  be  ap¬ 
plied  to  many  other  provisions  of  the  Code 
which  are  difficult  to  enforce,  such  as  the 
dedtiction  for  dependents  and  the  taxability 
of  dividends  and  interest  on  bank  accounts 
and  other  sources. 

Since  the  same  legislative  and  judicial 
tests  apply  to  entertainment  expenses  as  to 
other  business  deductions,  any  legislative 
limit  on  the  deductibility  of  such  expenses 
should  have  some  justification.  It  is  not 
enough  to  say  that  a  loophole  exists.  If  tax 
avoidance  exists  in  this  area,  it  is  because  of 
the  difficulty  of  enforcement  and  not  be¬ 
cause  of  the  statute  itself,  and  such  enforce¬ 
ment  difficulties  are  equally  applicable  to 
many  other  tax  provisions.  It  is  true  that 
expenses  which  are  contrary  to  law  are  not 
deductible.  But  other  expenses,  such  as 
kickbacks  by  opticians  to  doctors  and  ad¬ 
ministrative  expenses  of  illegal  businesses 
have  been  held  to  be  deductible  by  the 
courts.  If  an  entertainment  expense  is  con¬ 
trary  to  law,  such  as  the  purchase  of  liquor 
in  a  dry  State,  if  is  not  deductible  under 
the  so-called  public  policy  rule. 


It  is  probable  that  some  elements  of  what, 
for  want  of  a  better  term,  we  will  call  public 
morality  has  Influenced  thinking  in  this 
area.  It  is  not  difficult  to  be  incensed  at  the 
thought  of  a  group  of  businessmen  being 
entertained  at  a  nightclub  or  taken  to  the 
Kentucky  Derby  on  tax-deductible  expense 
accounts.  But  once  again,  we  submit  that 
the  matter  is  one  of  enforcement  and  not  a 
“loophole”  in  the  law  itself. 

It  has  been  our  experience  that  the  large 
majority  of  entertainment  expense  situations 
which  are  properly  looked  on  as  abuses  do 
not  meet  the  ordinary  and  necessary  tests 
and  should  be,  and  very  often  are,  disallowed 
on  examination. 

On  the  other  hand,  a  great  many  taxpay¬ 
ers  incur  perfectly  legitimate  entertainment 
expenses  which  are  completely  in  keeping 
with  ethical  standards  and  are  both  required 
by  business  needs  and  are  modest  in  pro¬ 
portion  to  the  business  involved.  We  sin¬ 
cerely  believe  that  it  would  be  unfair  and 
unjustified  to  change  the  law  to  the  detri¬ 
ment  of  these  taxpayers  because  of  the  pub¬ 
licity  given  to  abuses  in  claiming  deductions 
which  are  improper  under  current  law.  You 
should  be  interested  in  knowing  that  exces¬ 
sive  deductions  in  this  regard  by  closely  held 
corporations  are  not  only  disallowed  to  the 
corporation  but  also  taxed  to  the  individual 
accountable  for  the  expenditures.  This 
double  impost,  frequently  as  much  and 
more  than  100  percent  in  total,  acts  as  a 
substantial  deterent. 

In  summary,  we  believe  that  the  present 
law  does  not  require  change.  As  already  in¬ 
terpreted  by  the  courts,  it  gives  the  Internal 
Revenue  Service  adequate  weapons  with 
which  to  combat  excesses  and  abuses.  Any 
additional  statutory  limitation  would  oper¬ 
ate  unfairly  against  entertainment  expenses 
which  meet  the  statutory  requirements.  It 
would  apply  tests  different  from  those  ap¬ 
plicable  to  all  other  types  of  business 
expenses. 

It  would  be  helpful  for  us  to  comment 
briefly  on  the  administrative  problems  and 
practices  affecting  entertainment  expenses. 
There  is  no  doubt  that  the  proper  enforce¬ 
ment  of  the  law  as  we  have  outlined  it 
creates  a  great  deal  of  work  for  the  Internal 
Revenue  Service.  In  addition  to  the  detec¬ 
tion  of  abuses,  there  are  many  honest  dif¬ 
ferences  of  opinion  between  revenue  agents 
and  taxpayers  or  their  representatives  as  to 
whether  an  expense  is  “ordinary  and  neces¬ 
sary.”  The  Service’s  job  would,  therefore, 
be  made  much  simpler  if  the  deductibility  of 
entertainment  expenses  was  limited  or  elimi¬ 
nated  completely.  Of  course,  the  same  state¬ 
ment  can  be  made  of  all  of  the  other  deduc¬ 
tions  permitted  by  the  Internal  Revenue 
Code,  Thus,  the  necessity  of  checking  on 
dependent  and  charitable  contribution  de¬ 
ductions  also  imposes  a  burden  on  the  Serv¬ 
ice.  Nevertheless,  if  the  present  statute  is 
proper,  as  we  think  it  is,  the  administrative 
burdens  flowing  from  it  are  another  inevi¬ 
table  function  of  government  in  this  com¬ 
plicated  society  of  ours.  Similar  illustrations 
abound  in  the  tax  field.  The  excess  profits 
tax,  for  example,  was  certainly  as  compli¬ 
cated  and  burdensome  on  administrative 
officials  as  any  other  revenue  statute  we  can 
imagine,  yet  it  was  used  in  both  World  War  II 
and  the  Korean  war. 

As  a  second  example,  the  entire  concept 
of  long-term  capital  gains  is  probably  re¬ 
sponsible  for  more  serious  tax  litigation  than 
any  other  problem  area,  yet  it  is  not  contem¬ 
plated  that  capital  gain  taxation  be  elimi¬ 
nated. 

As  a  matter  of  actual  practice,  we  know 
that  the  Internal  Revenue  Service  is  well 
aware  of  the  abuses  in  the  entertainment  ex¬ 
pense  area,  and  is  constantly  striving  to 
make  its  audit  procedures  as  effective  and 
as  far  reaching  as  possible.  For  the  past 
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couple  of  years,  questions  about  reimbursed 
expenses  have  appeared  on  individual  income 
tax  returns,  and  1960  tax  returns  will  solicit 
additional  information  from  employers.  On 
the  audit  level,  revenue  agents  are  constant¬ 
ly  being  pressed  to  analyze  and  seek  sub¬ 
stantiation  of  entertainment  expense  deduc¬ 
tions,  even  to  the  point  where  taxpayers  with 
legitimate  deductions  may  consider  them¬ 
selves  as  being  overly  harassed.  As  account¬ 
ants  dealing  with  this  problem  continuously, 
we  assure  you  that  the  steps  being  taken  by 
the  Service  are  getting  and  will  continue  to 
get  results.  Furthermore,  by  words  and  ac¬ 
tion,  the  Service  has  indicated  that  it  will 
continue  to  improve  its  practices  and  proce¬ 
dures  until  it  has  eliminated  abuses  in  the 
deduction  of  entertainment  expenses. 

For  all  of  the  above  reasons,  we  are  of  the 
opinion  that  the  present  statute  is  satisfac¬ 
tory  and  need  not  be  changed  to  deal  spe¬ 
cifically  with  entertainment  expenses,  and 
that  the  administration  of  the  statute  by  the 
Internal  Revenue  Service  is  good  and  getting 
better  all  the  time. 

We  appreciate  your  inviting  our  views  and 
hope  they  are  of  some  help  to  you.  If  we 
can  be  of  any  further  assistance  to  you  in 
this  matter,  please  do  not  hesitate  to  call 
on  us. 

Very  sincerely. 

Committee  on  Federal 
Taxation. 

Arthur  Dixon. 

October  28,  1960. 

Dear  Mr.  Dixon:  Thank  you  for  your  let¬ 
ter  of  October  11,  1960,  expressing  the  views 
of  the  Committee  on  Federal  Taxation  of  the 
New  York  State  Society  of  Certified  Public 
Accountants  with  respect  to  entertainment 
and  gift  deductions. 

I  have  read  your  comments  most  carefully, 
and  you  may  be  sure  that  I  appreciate  the 
careful  study  and  consideration  that  went 
into  them.  I  believe  that  the  accounting 
profession  is  performing  an  important  public 
service  in  its  continued  concern  with  prob¬ 
lems  such  as  these,  and  I  assure  you  that 
I  too  shall  continue  to  follow  most  carefully 
the  progress  of  the  Internal  Revenue  Serv¬ 
ice’s  enforcements  policy. 

Best  wishes. 

Sincerely, 

Jacob  K.  Javits, 

U.S.  Senator. 

Mr.  KERR.  Mr.  President,  I  yield  the 
floor. 

Mr.  GORE.  Mr.  President,  this  is  a 
remarkable  situation.  Neither  the  chair¬ 
man  of  the  Finance  Committee,  the  dis¬ 
tinguished  senior  Senator  from  Virginia 
[Mr.  Byrd],  nor  the  Senator  in  charge 
of  consideration  of  the  bill,  the  ranking 
majority  member  of  the  committee,  the 
distinguished  senior  Senator  from  Okla¬ 
homa  [Mr.  Kerr]  has  defended  the  com¬ 
mittee  report,  which  gives  the  legislative 
intent — the  committee’s  intent — and, 
therefore,  legal  effect  to  the  pending 
amendment.  Indeed,  the  senior  Senator 
from  Oklahoma  has  told  the  Senate  that 
the  Senate  committee  report  goes  too  far. 

That  does  not  resolve  the  issue.  The 
report  is  on  the  desk  of  each  Senator. 
It  gives  the  meaning  of  the  words  “or 
associated  with”.  This  is  what  we  shall 
vote  upon.  We  are  asked  to  vote  to  ap¬ 
prove  the  language,  and  to  leave  it  to 
the  tender  mercies  of  the  conference 
committee  to  do  something,  of  which  we 
are  not  sure. 

That  does  not  resolve  the  issue.  Sen¬ 
ators  must  vote,  when  the  roll  is  called, 
upon  the  pending  amendment  with  the 


meaning  given  to  it  by  the  report  which 
is  on  the  desk  of  each  Senator. 

Mr.  President,  the  issue  is  serious.  It 
goes  to  the  heart  of  the  question  of 
whether  we  wish  to  move  toward  the 
correction  of  widespread  abuses  of  ex¬ 
pense  accounts  or  whether  we  wish  to 
permit  them  to  continue. 

Mr.  MILLER.  Mr.  President,  I  rise  in 
support  of  the  committee  amendment, 
which  adds  the  phrase  “or  associated 
with”  to  the  phrase  “directly  related  to” 
in  describing  the  kind  of  entertainment, 
amusement,  or  recreation  expenses  that 
are  deductible.  To  delete  this  phase,  as 
the  opponent  would  do,  leaving  the  de¬ 
ductibility  of  such  expenses  governed 
solely  by  the  test  of  whether  or  not  they 
are  “directly  related  to”  the  trade  or 
business  would  be  far  too  harsh  and 
would  be  unnecessary  in  light  of  the 
present  state  of  the  tax  law. 

It  is  readily  apparent  to  anyone  who 
has  had  experience  in  business  that 
there  are  types  of  expenses  for  enter¬ 
tainment,  for  example,  which  have  no 
direct  relationship  to  making  a  sale  or 
obtaining  a  contract  or  effecting  a  trans¬ 
action,  but  which  have  a  powerful  effect 
on  promotion  of  good  will  and  obtaining 
of  business  out  of  which  additional  in¬ 
come  will  be  derived  on  which  taxes  will 
be  paid.  For  example,  I  know  of  one 
small  businessman  who  annually  gives  a 
Christmas  party  for  the  children  of  poor 
families  in  his  community.  The  good 
will  that  this  has  generated  among  the 
people  of  the  community  has  had  a  bene¬ 
ficial  effect  on  this  taxpayer’s  business 
down  through  the  years.  In  fact,  the 
party  has  become  such  an  annual  event 
that  if  he  were  to  discontinue  it  now,  it 
is  possible  that  his  business  would  fall 
off. 

The  standard  of  “ordinary  and  neces¬ 
sary”  is  still  applicable  to  the  deducti¬ 
bility  of  these  expenses.  Their  disal¬ 
lowance  by  a  careful  revenue  agent 
means  that  the  taxpayer  then  has  the 
burden  of  proving  that  they  are  ordinary 
and  necessary.  This  is  a  heavy  burden. 
Between  it  and  the  legislative  history  of 
this  amendment  as  set  forth  in  the  re¬ 
port  of  the  Committee  on  Finance,  I  do 
not  foresee  abuses  such  as  those  which 
we  have  occasionally  read  about  in  the 
newspapers.  Sound  enforcement  of  the 
tax  laws  by  the  Internal  Revenue  Serv¬ 
ice,  aided  by  the  very  strong  language 
contained  in  the  committee’s  report,  is 
all  that  is  needed.  I  therefore  hope  that 
the  Senate  will  accept  this  amendment 
by  the  committee. 

Mr.  BUSH.  Mr.  President,  a  parlia¬ 
mentary  inquiry. 

The  PRESIDING  OFFICER.  The 
Senator  will  state  it. 

Mr.  BUSH.  Will  the  Presiding  Officer 
clarify  the  vote  which  is  about  to  be 
taken  ^ 

The  PRESIDING  OFFICER.  The 
question  is  on  agreeing  en  bloc  to  the 
committee  amendments  on  page  41,  line 
18,  and  page  42,  lines  4  and  7.  The 
language  is  italicized  on  those  pages. 

Mr.  BUSH.  A  “yea”  vote  is  a  vote  for 
the  committee  amendments? 

The  PRESIDING  OFFICER.  A  “yea” 
vote  is  a  vote  for  the  committee  amend¬ 


ments.  A  “nay”  vote  is  a  vote  against 
the  committee  amendments. 

On  this  question  the  yeas  and  nays 
have  been  ordered,  and  the  clerk  will  call 
the  roll. 

The  Chief  Clerk  called  the  roll. 

Mr.  HUMPHREY.  I  announce  that 
the  Senator  from  Nevada  [Mr.  Bible]  is 
absent  on  official  business. 

I  further  announce  that  the  Senator 
from  New  Mexico  [Mr.  Anderson],  the 
Senator  from  Alaska  [Mr.  Gruening], 
and  the  Senator  from  Missouri  [Mr. 
Symington]  are  necessarily  absent. 

On  this  vote,  the  Senator  from  Alaska 
[Mr.  Gruening]  is  paired  with  the  Sena¬ 
tor  from  Missouri  [Mr.  Symington].  If 
present  and  voting,  the  Senator  from 
Alaska  would  vote  “nay,”  and  the  Sena¬ 
tor  from  Missouri  would  vote  “yea.” 

Mr.  KUCHEL.  I  announce  that  the 
Senator  from  Maryland  [Mr.  Butler], 
the  Senator  from  New  Hampshire  [Mr. 
Murphy]  and  the  Senator  from  Wiscon¬ 
sin  [Mr.  Wiley]  are  necessarily  absent. 

If  present  and  voting,  the  Senator 
from  New  Hampshire  [Mr.  Murphy] 
would  vote  “yea.” 

The  result  was  announced — yeas  54, 
nays,  39,  as  follows: 

[No.  223  Leg.] 

YEAS— 54 


Aiken 

Goldwater 

McCarthy 

Allott 

Hartke 

McClellan 

BeaU 

Hayden 

Metcalf 

Bennett 

Hickenlooper 

Miller 

Bottum 

Hickey 

Mundt 

Byrd,  Va. 

Holland 

Pearson 

Cannon 

Hruska 

Prouty 

Capehart 

Javits 

Randolph 

Carlson 

Jordan,  N.C. 

Robertson 

Cotton 

Jordan,  Idaho 

Saltonstall 

Curtis 

Keating 

Scott 

Dirksen 

Kerr 

Smathers 

Dodd 

Kuchel 

Smith,  Mass. 

Eastland 

Lausche 

Stennis 

Ellender 

Long,  Mo. 

Thurmond 

Ervin 

Long,  La. 

Tower 

Fong 

Magnuson 

Williams,  N.J. 

Fulbright 

Mansfield 

NAYS— 39 

Young,  N.  Dak. 

Bartlett 

Gore 

Moss 

Boggs 

Hart 

Muskie 

Burdick 

Hill 

Neuberger 

Bush 

,  Humphrey 

Pastore 

Byrd,  W.  Va. 

Jackson 

Pell 

Carroll 

Johnston 

Proxmire 

Case 

Kefauver 

Russell 

Chavez 

Long,  Hawaii 

Smith,  Maine 

Church 

McGee 

Sparkman 

Clark 

McNamara 

Talmadge 

Cooper 

Monroney 

Williams,  Del. 

Douglas 

Morse 

Yarborough 

Engle 

Morton 

Young,  Ohio 

NOT  VOTING- 

-7 

Anderson 

Gruening 

Wiley 

Bible 

Murphy 

Butler 

Symington 

So  the  committee  amendments  on 
pages  41  and  42  were  agreed  to,  as  fol¬ 
lows: 

In  section  4,  on  page  41,  line  18,  after  the 
word  “to”,  to  insert  “or  associated  with”;  on 
page  42,  line  4,  after  the  word  “to’’,  to  insert 
“or  associated  with”;  in  line  7,  after  the  word 
“to”,  to  insert  “or  associated  with". 

Mr.  KERR.  Mr.  President,  I  move 
that  the  Senate  reconsider  the  vote  by 
which  the  amendments  were  agreed  to. 

Mr.  SMATHERS.  Mr.  President,  I 
move  to  lay  that  motion  on  the  table. 

The  motion  to  lay  on  the  table  was 
agreed  to. 

Mr.  KERR.  Mr.  President,  I  now  ask 
unanimous  consent  that  the  Senate  con- 
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sider  the  amendment  designated  as  the 
sixth  amendment,  to  be  followed  by  the 
fourth  amendment.  The  sixth  amend¬ 
ment  is  found  on  page  385,  line  1, 
through  line  6  on  page  386,  and  has  to 
do  with  the  treatment  of  certain  charita¬ 
ble  contributions  for  the  purposes  of 
part  1. 

The  amendment  designated  as  the 
fourth  amendment  is  the  withholding 
amendment.  I  ask  this  unanimous  con¬ 
sent  after  having  consulted  both  sides. 

Mr.  ROBERTSON.  Mr.  President,  re¬ 
serving  the  right  to  object,  I  could  not 
follow  the  statement  of  the  numbers  of 
the  amendments.  I  shall  speak  briefly 
in  support  of  the  committee’s  action  in 
eliminating  the  withholding  section. 
Would  the  unanimous-consent  agree¬ 
ment  preclude  my  recognition  for  a  few 
minutes  to  discuss  that  part  of  the  bill? 

Mr.  KERR.  Not  at  all. 

The  PRESIDING  OFFICER.  Is  there 
objection?  The  Chair  hears  none,  and 
it  is  so  ordered. 

Mr.  MANSFIELD.  Mr.  President,  I 
understand  that  the  unanimous-consent 
request  of  the  Senator  from  Oklahoma 
has  been  agreed  to  and  that  the  Senate 
will  consider,  first  the  so-called  sixth 
amendment,  and  that  then  the  amend¬ 
ment  designated  “fourth”  will  be  con¬ 
sidered.  The  fourth  amendment  is  the 
withholding  amendment. 

The  PRESIDING  OFFICER.  The 
Senator  is  correct. 

Mr.  KERR.  Mr.  President,  I  yield  to 
the  Senator  from  Illinois. 


LEGISLATIVE  PROGRAM 


Mr.  DIRKSEN.  Mr.  President,  I  am 
not  sure  how  much  debate  there  will  be 
on  the  withholding  amendment.  Is  it 
anticipated  that  there  will  be  a  vote  on 
that  amendment  tonight? 

Mr.  MANSFIELD.  So  long  as  the 
question  has  been  raised,  it  is  my  hope 
that  there  will  be  a  vote  on  the  two 
amendments  to  which  the  Senator  in 
charge  of  the  bill  has  called  the  atten¬ 
tion  of  the  Senate,  and  other  amend¬ 
ments  as  well.  However,  that  is  some¬ 
thing  which  is  within  the  discretion  of 
the  Senate  as  a  whole. 

ORDER  TOR  ADJOURNMENT 

It  is  the  intention  to  have  the  Senate 
meet  at  10  o’clock  tomorrow  morning. 

At  this  time  I  ask  unanimous  consent 
that  when  the  Senate  adjourns  tonight — 
which  may  be  late — it  adjourn  to  meet  at 
10  o’clock  tomorrow  morning. 

The  PRESIDING  OFFICER,  is  there 
objection?  The  Chair  hears  none,  and 
it  is  so  ordered. 


Mr.  MANSFIELD.  I  should  like  to 
state  further  that  it  is  anticipated  that 
the  Senate  may  well  be  in  session  on 
Saturday,  because  it  does  not  appear  at 
the  moment  that  action  on  the  tax  bill 
will  be  completed  at  that  time.  If  the 
Senate  meets  on  Saturday,  it  will  be  to 
consider  the  tax  bill  and  the  independent 
offices  appropriation  bill. 

Mr.  SMATHERS.  Mr.  President,  if 
consideration  of  the  tax  bill  is  concluded 
by  Friday  night,  will  it  then  be  the  ma- 
jonty  leader’s  intention  to  bring  the 
Senate  back  on  Saturday  to  take  up  the 


appropriation  bill,  or  may  we  have  Sat¬ 
urday  off? 

Mr.  MANSFIELD.  If  any  carrot  is  to 
be  held  before  Members  of  the  Senate,  I 
am  not  the  one  who  will  hold  it.  If  the 
Senate  completes  consideration  of  the 
bill  on  Saturday,  it  will  go  over  until 
Tuesday.  If  it  does  not  finish  on  Friday, 
it  will  meet  on  Saturday.  If  the  Senate 
meets  on  Saturday  it  will  go  over  until 
Tuesday. 

Mr.  DIRKSEN.  Is  that  the  stick,  in¬ 
stead  of  the  carrot? 

Mr.  MANSFIELD.  It  is  neither  a  stick 
nor  a  carrot. 

Mr.  MAGNUSON.  Mr.  President,  I 
wonder  if  it  would  be  possible  to  take  up 
the  independent  offices  appropriation  bill 
on  Friday  night  after  consideration  of 
the  tax  bill  is  concluded? 

Mr.  MANSFIELD.  If  it  is  concluded; 
otherwise  it  will  be  taken  up  on  Satur¬ 
day. 

Mr.  MAGNUSON.  Does  the  Senator 
mean  after  midnight? 

Mr.  MANSFIELD.  After  midnight  or 
before,  depending  on  the  circumstances. 

Mr.  MAGNUSON.  The  Senator  from 
Washington  has  a  very  important  en¬ 
gagement  in  the  State  of  Washington  on 
Saturday,  and  intended  to  leave  here 
Saturday  morning,  whether  it  be  1  or  3 
or  5  or  6  o’clock  in  the  morning.  If  the 
Senate  could  conclude  consideration  of 
the  tax  bill,  could  the  independent  of¬ 
fices  bill  be  taken  up  at  that  time? 

Mr.  MANSFIELD.  Yes;  but  again  I 
remind  the  Senator  that  his  skilled  lead¬ 
ership  and  profound  generalship  are 
needed  here  on  the  floor  of  the  Senate  at 
this  time  to  put  through  this  very  im¬ 
portant  legislation. 

Mi-.  MAGNUSON.  That  is  what  I 
would  call  a  gold  carrot. 


REVENUE  ACT  OF  1962 

The  Senate  resumed  the  consideration 
of  the  bill  (H.R.  10650)  to  amend  the 
Internal  Revenue  Code  of  1954  to  pro¬ 
vide  a  credit  for  investment  in  certain 
depreciable  property,  to  eliminate  cer¬ 
tain  defects  and  inequities,  and  for  other 
purposes. 

Mr.  DIRKSEN.  Mr.  President,  will 
the  Senator  from  Oklahoma  yield? 

Mr.  KERR.  I  yield  to  the  Senator 
from  Illinois. 

Mr.  DIRKSEN.  Would  it  be  in  order 
to  ask  for  the  yeas  and  nays  on  both  of 
the  amendments  to  which  reference  has 
been  made? 

Mr.  KERR.  Before  the  Senator 
makes  that  request,  let  me  say  that  I  am 
of  the  opinion  that  there  is  grave  doubt 
as  to  whether  the  yeas  and  nays  will  be 
asked  for  on  the  amendment  of  the 
Senator  from  Utah,  which  would  merely 
give  the  donor  of  a  charitable  contribu¬ 
tion  the  right  to  spread  the  effective 
period  of  it  for  deduction  purposes  over 
more  than  1  year.  I  should  like  to  in¬ 
quire  if  Senators  will  ask  for  the  yeas 
and  nays  on  that  amendment. 

Mi-.  DIRKSEN.  I  withdraw  my  re¬ 
quest  at  this  time.  I  can  ask  for  the 
yeas  and  nays  when  the  withholding 
amendment  is  reached. 

Mr.  KERR.  I  do  not  believe  the  yeas 
and  nays  will  be  asked  for.  However, 


my  opinion  is  not  binding  upon  the  Sen¬ 
ate. 

The  PRESIDING  OFFICER.  The 
committee  amendment  will  be  stated. 

The  Chief  Clerk.  At  the  top  of  page 
385,  it  is  proposed  to  insert  a  new  sec¬ 
tion,  as  follows: 

Sec.  22.  Charitable  Contributions^'  Made 
From  Income  Attributable  to 
Several  Taxable  Years. 

(a)  Treatment  for  Purposes  of  Part  I  of 
Subchapter  Q. — Section  1307  (relating  to 
rules  applicable  to  part 'I  of  subcbapter  Q) 
is  amended  by  adding  at  the  end  thereof  the 
following  new  subsection: 

“(e)  Election  With  Respect  to  Charita¬ 
ble  Contributions. — In  the  case  of  an  indi¬ 
vidual  who  elects  (in  such  manner  and  at 
such  time  as  the  Secretary  or  his  delegate 
prescribes  by  regulations)  to  have  the  pro¬ 
visions  of  this  subsection  apply,  an  amount 
received  or  accrued  to  which  this  part  applies 
shall  be  reduced,  for  purposes  of  computing 
the  tax  liability  of  the  taxpayer  under  this 
part  with  respect  to  the  amount  so  received 
or  accrued,  by  an  amount  equal  to  that  por¬ 
tion  of  (1)  the  amount  of  charitable  contri¬ 
butions  made  by  the  taxpayer  during  the 
taxable  year  in  which  the  amount  is  so  re¬ 
ceived  or  accrued  which  are  allowable  as  a 
deduction  for  such  year  under  section  170 
(determined  without  regard  to  this  part),  as 
( 2 )  the  amount  received  or  accrued  to  which 
this  part  applies  is  of  the  adjusted  gross 
income  for  the  taxable  year  (determined 
without  regard  to  this  part) .  In  any  case  in 
which  the  taxpayer  elects  to  have  the  pro¬ 
visions  of  this  subsection  apply,  no  portion  of 
the  amount  to  which  this  part  applies  shall,- 
for  purposes  of  computing  the  limitation  on 
tax  under  this  part,  be  taken  into  account 
for  purposes  of  computing  the  limitation 
under  section  170(b)(1)  for  the  taxable 
year  in  which  the  amount  to  which  this  part 
applies  is  received  or  accrued.” 

(b)  Effective  date.— The  amendment 
made  by  subsection  (a)  shall  apply  with 
respect  to  amounts  received  or  accrued  in 
taxable  years  beginning  after  December  31 
1961. 

Mr.  BENNETT  obtained  the  floor. 

Mr.  KERR.  Mr.  President,  as  I  under¬ 
stand,  the  Senate  is  ready  to  adopt  the 
committee  amendment. 

Mr.  BENNETT.  Mr.  President,  so  far 
as  I  am  concerned,  I  do  not  desire  to 
make  a  speech.  If  the  Senate  is  willing 
to  adopt  the  amendment,  I  shall  be  happy 
to  yield  the  floor. 

Mr.  GORE.  Mr.  President,  will  the 
Senator  from  Utah  yield? 

Mr.  BENNETT.  I  am  happy  to  yield. 
Mr.  GORE.  The  reason  why  I  asked 
that  this  amendment,  together  with  four 
others,  which  are  really  riders  on  the  bill, 
be  reserved  for  separate  action  was  that 
I  did  not  feel  that  these  particular 
amendments,  which  do  not  relate  to  the 
subject  matter  of  the  bill,  should  prop¬ 
erly  be  adopted  en  bloc  as  committee 
amendments.  But  I  have  no  objection  to 
the  committee  amendment. 

Mr.  BENNETT.  Mr.  President,  so  far 
as  I  know,  there  is  no  objection.  Under 
those  circumstances,  I  am  perfectly  will¬ 
ing  to  ask  for  action  on  the  amend¬ 
ment. 

The  PRESIDING  OFFICER.  Is  the 
Senator  from  Utah  speaking  of  the  com¬ 
mittee  amendment? 

Mr.  BENNETT.  I  refer  to  the  com¬ 
mittee  amendment  which  has  been  re¬ 
ported,  or  which  has  been  stated  by  the 
clerk,  to  insert  a  new  section  at  the  top 
of  page  385  and  continuing  on  page  386. 
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The  PRESIDING  OFFICER.  The 
question  is  on  agreeing  to  the  committee 
amendment  on  page  385. 

The  amendment  was  agreed  to. 

Mr.  KERR.  Mr.  President,  I  move 
that  the  action  by  which  the  committee 
amendment  was  agreed  to  be  reconsid- 
ered. 

Mr.  BENNETT.  I  move  to  lay  that 
motion  on  the  table. 

The  motion  to  lay  on  the  table  was 

agreed  to.  „ 

Mr.  MANSFIELD.  Mr.  President, 
what  is  the  pending  business? 

The  PRESIDING  OFFICER.  Amend¬ 
ment  No.  4  will  be  stated. 

Mr.  KERR.  That  is  the  withholding 

tax  amendment. 

Mr.  WILLIAMS  of  Delaware.  Mr. 
President,  on  this  amendment  I  ask  for 
the  yeas  and  nays. 

The  PRESIDING  OFFICER.  First, 
the  amendment  will  be  stated. 

The  Chief  Clerk.  On  page  307,  after 
line  8,  it  is  proposed  to  strike  out: 

Sec.  19.  Withholding  of  Income  Tax  at 
Source  on  Interest,  Dividends, 
and  Patronage  Dividends. 

(a)  In  General. — 

(1)  Amendment  of  subtitle  C. — Subtitle 
C  (relating  to  employment  taxes  and  collec¬ 
tion  of  income  tax  at  source)  is  amended  by 
redesignating  chapter  25  as  chapter  26  and 
by  inserting  after  chapter  24  the  following 
new  chapter: 

“CHAPTER  25 - COLLECTION  OF  INCOME  TAX  AT 

SOURCE  ON  INTEREST,  DIVIDENDS,  AND  PA¬ 
TRONAGE  DIVIDENDS 

“Subchapter  A.  Interest. 

“Subchapter  B.  Dividends. 

“Subchapter  C.  Patronage  dividends. 
“Subchapter  D.  General  provisions. 

“Subchapter  A — Interest 
“Sec.  3454.  Income  tax  collected  at  source  on 
interest. 

“Sec.  3452.  Interest  defined. 

“Sec.  3451.  Income  Tax  Collected  at  Source 
on  Interest. 

“(a)  Requirement  of  Witholding. — Ex¬ 
cept  as  otherwise  provided  in  this  chapter, 
every  person  who  pays  interest  shall  deduct 
and  withhold  on  such  interest  a  tax  equal 
to  20  percent  of  the  amount  thereof. 

"(b)  Payee  Unknown. — If  the  withhold¬ 
ing  agent  is  unable  to  determine  the  person 
to  whom  the  interest  is  payable,  the  tax  un¬ 
der  this  section  shall  be  deducted  and  with¬ 
held  at  the  time  payment  of  the  interest 
would  be  made  if  such  person  were  known. 
“(c)  Cross  References. — 

“(1)  For  credit,  against  income  tax  of  the 
recipient  of  the  income,  of  amounts  deducted 
and  withheld  under  this  section,  see  sec¬ 
tion  39. 

“(2)  For  special  rules  as  to  credit  or  re¬ 
fund  of  such  amounts,  see  sections  3484,  3485, 
3486,  3487,  and  3505. 

“(3)  For  exemption  from  requirement  of 
deducting  and  withholding  on  certain  inter¬ 
est  paid  to  certain  persons,  see  section  3483. 
“Sec.  3452.  Interest  Defined. 

“(a)  General  Rule. — For  purposes  of  this 
chapter,  the  term  ‘interest’  means — - 

“(1)  interest  on  evidences  of  indebtedness 
(including  bonds,  debentures,  notes,  and  cer¬ 
tificates)  issued  by  a  corporation  with  in¬ 
terest  coupons  or  in  registered  form,  and,  to 
the  extent  provided  in  regulations  prescribed 
by  the  Secretary  or  his  delegate,  interest  on 
other  evidences  of  indebtedness  issued  by  a 
corporation  of  a  type  offered  by  corporations 
to  the  public: 

“(2)  interest  on  deposits  with  persons 
carrying  on  the  banking  business; 


“(3)  amounts  (whether  or  not  designated 
as  interest)  paid  by  a  mutual  savings  bank, 
savings  and  loan  association,  building  and 
loan  association,  cooperative  bank,  home¬ 
stead  association,  credit  union,  or  similar  or¬ 
ganization,  in  respect  of  deposits,  investment 
certificates,  or  withdrawable  or  repurchas- 
able  shares; 

“(4)  interest  on  amounts  held  by  an  in¬ 
surance  company  under  an  agreement  to 
pay  interest  thereon; 

“(5)  interest  on  deposits  with  stock¬ 
brokers; 

“(6)  interest  on  obligations  of  the  United 
States;  and 

“(7)  in  the  case  of  a  non-interest-bearing 
obligation  of  the  United  States — 

“(A)  issued  on  a  discount  basis,  and 
“(B)  having  a  maturity  date  more  than 
one  year  from  the  date  of  issue, 
the  amount  by  which  the  amount  paid  on 
surrender  or  redemption  exceeds  the  issue 

price.  . 

“(b)  Exceptions.— For  purposes  of  this 
chapter,  the  term  ‘interest’  does  not  include-- 
“(1)  interest  on  obligations  described  in 
section  103(a)  (1)  or  (3)  (relating  to  in¬ 
terest  on  certain  governmental  obligations); 
“(2)  any  amount  paid  by — 

“(A)  a  foreign  government  or  international 
organization, 

“(B)  a  foreign  corporation  not  engaged 
in  trade  or  business  within  the  United 
States, 

“(C)  a  nonresident  alien  individual  not 
engaged  in  trade  or  business  within  the 
United  States,  or 

“(D)  a  partnership  not  engaged  in  trade 
or  business  within  the  United  States  and 
composed  in  whole  or  in  part  of  nonresident 
aliens; 

“(3)  interest  on  deposits  with  persons 
carrying  on  the  banking  business  paid  to  a 
person  described  in  paragraph  (2)  (B),  (C), 
or  (D); 

“(4)  any  amount  paid  by  one  corporation 
to  another  corporation,  if  both  corporations 
are  members  of  the  same  affiliated  group 
which  filed  a  consolidated  return  for  the 
preceding  taxable  year  of  the  affiliated 
group; 

“(5)  interest  subject  to  withholding  under 
subchapter  A  of  chapter  3  (sec.  1441  and 
following,  relating  withholding  of  tax  on 
nonresident  aliens  and  foreign  corporations) 
by  the  person  paying  such  interest,  or  which 
would  be  so  subject  to  withholding  by  such 
person,  but  for  the  fact  that  it  is  not  treated 
as  income  from  sources  within  the  United 
States; 

“(6)  any  amount  on  which  the  withhold¬ 
ing  agent  is  required  to  deduct  and  with¬ 
hold  a  tax  under  section  1451  (relating  to 
tax  free  covenant  bonds) ,  or  would  be  so  re¬ 
quired  but  for  section  1451(d)  (relating  to 
benefit  of  personal  exemptions) ; 

“(7)  to  the  extent  provided  in  regulations 
prescribed  by  the  Secretary  or  his  delegate, 
any  amount  payable  with  respect  to  deposits 
in  school  savings  accounts;  and 

“(8)  any  amount  described  in  subsection 
(a)  (2),  (3),  or  (7)  paid  to  a  State  or  a 
foreign  government  or  international  organ¬ 
ization  (other  than  any  amount  described 
in  subsection  (a)  (3)  paid  in  respect  of  a 
transferable  certificate  or  share) . 

“(c)  Exemption  for  United  States.— The 
Secretary  may  authorize  exemption  from  the 
tax  imposed  by  section  3451  for  any  amount 
paid  by  the  United  States  or  any  wholly 
owned  agency  or  instrumentality  thereof  to 
the  United  States  or  any  wholly  owned 
agency  or  instrumentality  thereof  if  the  Sec¬ 
retary  determines  that  the  imposition  of  the 
tax  with  respect  to  such  amount  will  cause 
a  burden  or  expense  which  can  be  avoided 
by  granting  the  tax  exemption. 


“Subchapter  B — Dividends 
“Sec.  3461.  Income  tax  collected  at  source  on 
dividends. 

“Sec.  3462.  Dividend  defined. 

“Sec.  3461.  Income  Tax  Collected  at  Source 
on  Dividends. 

“(a)  Requirement  of  Withholding. — Ex¬ 
cept  as  otherwise  provided  in  this  chapter, 
every  person  who  pays  a  dividend  shall  de¬ 
duct  and  withhold  on  such  dividend  a  tax 
equal  to  20  percent  of  the  amount  thereof. 

“(b)  Payee  Unknown. — If  the  withhold¬ 
ing  agent  is  unable  to  determine  the  person 
to  whom  the  dividend  is  payable,  the  tax  un¬ 
der  this  section  shall  be  deducted  and  with¬ 
held  at  the  time  payment  of  the  dividend 
would  be  made  if  such  person  were  known. 

“(c)  Amount  of  Dividend  Unknown. — If 
the  withholding  agent  is  unable  to  determine 
the  portion  of  a  distribution  which  is  a  divi¬ 
dend,  the  tax  under  this  section  shall  be 
computed  on  the  entire  amount  of  the  dis¬ 
tribution. 

“(d)  Cross  References. — 

“(1)  For  credit,  against  income  tax  of  the 
recipient  of  the  income,  of  amounts  deducted 
and  withheld  under  this  section,  see  sec¬ 
tion  39. 

“(2)  For  special  rules  as  to  credit  or  re¬ 
fund  of  such  amounts,  see  sections  3484,  3485, 
3486,  3487,  and  3505. 

“(3)  For  exemption  from  requirement  of 
deducting  and  withholding  on  dividends  paid 
to  certain  individuals,  see  section  3483. 

“Sec.  3462.  Dividend  Defined. 

“(a)  General  Rule. — For  purposes  of  this 
chapter,  the  term  ‘dividend’  means — 

“(1)  any  distribution  by  a  corporation 
which  is  a  dividend  (as  defined  in  section 
316) ;  and 

“(2)  any  payment  made  by  a  stockbroker 
to  any  person  as  a  substitute  for  a  dividend 
(as  so  defined). 

“(b)  Exceptions. — For  purposes  of  this 
chapter,  the  term  ‘dividend’  does  not  in¬ 
clude — - 

“(1)  any  amount  paid  in  the  stock,  or 
rights  to  acquire  the  stock,  of  the  distribut¬ 
ing  corporation  if  the  distribution  is  not  in¬ 
cludible  in  gross  income  of  the  recipient  un¬ 
der  the  provisions  of  section  305  (relating  to 
distributions  of  stock  and  stock  rights); 

“(2)  any  distribution  to  the  extent  that, 
under  chapter  1 — 

“(A)  the  amount  thereof  is  treated  by  the 
recipient  as  an  amount  received  on  the  sale 
or  exchange  of  property,  or 

“(B)  gain  or  loss  to  the  recipient  is  not 
recognized; 

“(3)  any  amount  which  is  includible  in 
gross  income  as  a  taxable  dividend  by  rea¬ 
son  of  the  provisions  of  section  302  (relating 
to  redemptions  of  stock) ,  306  (relating  to 
dispositions  of  certain  stock),  356  (relating 
to  receipt  of  additional  consideration  in 
connection  with  certain  reorganizations) ,  or 
1081(e)  (2)  (relating  to  certain  distributions 
pursuant  to  order  of  the  Securities  and  Ex¬ 
change  Commission) ; 

“(4)  any  amount  paid  by  one  corporation 
to  another  corporation,  if  both  corporations 
are  members  of  the  same  affiliated  group 
which  filed  a  consolidated  return  for  the 
preceding  taxable  year  of  the  affiliated  group; 
“(5)  an  amount  which — 

“(A)  is  subject  to  withholding  under  sub¬ 
chapter  A  of  chapter  3  (sec.  1441  and  fol¬ 
lowing,  relating  to  withholding  of  tax  on 
nonresident  aliens  and  foreign  corporations) 
by  the  person  paying  such  amount,  or 
“(B)  would  be  subject  to  withholding  un¬ 
der  such  subchapter  A  by  the  person  paying 
such  amount  but  for — ■ 

“(i)  the  fact  that  it  is  attributable  to  in¬ 
come  from  sources  outside  the  United  States, 
or 

“(ii)  the  fact  that  the  payor  thereof  is 
excepted  from  the  application  of  section 
1441(a)  by  the  provisions  of  section  1441(c) ; 
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"(6)  any  amount  paid  by  a  foreign  cor¬ 
poration  not  engaged  in  trade  or  business 
within  the  United  States; 

“(7)  any  amount  described  in  section  1373 
(relating  to  undistributed  taxable  income 
of  electing  small  business  corporations);  and 
“(8)  amounts  paid  pursuant  to  the  terms 
of  a  lease  entered  into  before  January  1, 
1954,  if  under  such  lease  the  shareholders 
of  the  lessor  corporation  are  entitled  to  such 
amounts  without  deduction  for  any  tax 
which  any  law  of  the  United  States  might 
require  to  be  deducted  and  withheld  on 
the  payment  of  dividends. 

" Subchapter  C — Patronage  dividends 
“Sec.  3471.  Income  tax  collected  at  source 
on  patronage  dividends. 

"Sec.  3472.  Amounts  subject  to  withholding. 
“Sec.  3471.  Income  Tax  Collected  at  Source 
on  Patronage  Dividends. 


“(a)  Requirement  of  Withholding. — 
Except  as  otherwise  provided  in  this  chap¬ 
ter,  every  cooperative  to  which  part  I  of 
subchapter  T  of  chapter  1  applies  which 
pays  an  amount  described  in  section  3472 
shall  deduct  and  withhold  on  such  amount 
a  tax  equal  to  20  percent  of  such  amount. 

“(b)  Payee  Unknown. — If  the  withhold¬ 
ing  agent  is  unable  to  determine  the  person 
to  whom  the  amount  is  payable,  the  tax  un¬ 
der  this  section  shall  be  deducted  and  with¬ 
held  at  the  time  payment  of  the  amount 
would  be  made  if  such  person  were  known. 
“(c)  Cross  References. — 

"(1)  For  credit,  against  income  tax  of  the 
recipient  of  the  income,  of  amounts  deducted 
and  withheld  under  this  section,  see  section 
39. 

“(2)  For  special  rules  as  to  credit  or  re¬ 
fund  of  such  amounts,  see  sections  3484, 
3485,  3486,  3487,  and  3505. 

“(3)  For  exemption  from  requirement  of 
deducting  and  withholding  on  amounts  paid 
to  certain  individuals,  see  section  3483. 

“Sec.  3472.  Amounts  Subject  to  Withhold¬ 
ing. 


"(a)  General  Rule. — Except  as  otherwise 
provided  in  this  section  or  section  3483,  the 
amounts  subject  to  deduction  and  withhold¬ 
ing  under  section  3471  are — 

“(1)  the  amount  of  any  patronage  divi¬ 
dend  (as  defined  in  section  1388(a) )  which  is 
paid  in  money,  qualified  written  notices  of 
allocation  (as  defined  in  section  1388(c)), 
or  other  property  (except  nonqualified  writ¬ 
ten  notices  of  allocation  as  defined  in  section 
1388(d)),  and 

“(2)  any  amount,  described  in  section  1382 
(c)  (2)  (A)  (relating  to  certain  nonpatronage 
distributions) ,  which  is  paid  in  money,  quali¬ 
fied  written  notices  of  allocation,  or  other 
property  (except  nonqualified  written  notices 
of  allocation)  by  an  organization  exempt 
from  tax  under  section  521  (relating  to  ex¬ 
emption  of  farmers’  cooperatives  from  tax). 

“(b)  Exceptions.— The  provisions  of  sec¬ 
tion  3471  shall  not  apply  to — 

“  ( 1 )  any  amount  paid  by  one  corporation 
to  another  corporation,  if  both  corporations 
are  members  of  the  same  affiliated  group 
which  filed  a  consolidated  return  for  the 
preceding  taxable  year  of  the  affiliated  group; 
“(2)  an  amount  which — 

“(A)  is  subject  to  withholding  under  sub- 
chapter  A  of  chapter  3  (sec.  1441  and  fol¬ 
lowing,  relating  to  withholding  of  tax  on 
nonresident  aliens  and  foreign  corporations) 
by  the  person  paying  such  amount,  or 
“(B)  would  be  subject  to  withholding  un¬ 
der  such  subchapter  A  by  the  person  pay¬ 
ing  such  amount  but  for  the  fact  that  it  is 
attributable  to  income  from  sources  outside 
the  United  States;  and 


(3)  any  amount  paid  by  a  foreign  c< 
poration  not  engaged  in  trade  or  busin 
within  the  United  States. 

(c)  Exemption  for  Certain  Consum 
Cooperatives.— A  cooperative  which  the  Si 
retary  or  his  delegate  determines  is  primar 


engaged  in  selling  at  retail  goods  or  services 
of  a  type  that  are  generally  for  personal,  liv¬ 
ing,  or  family  use  shall,  upon  application  to 
the  Secretary  or  his  delegate,  be  granted  ex¬ 
emption  from  the  tax  imposed  by  section 
3471.  Application  for  exemption  under  this 
subsection  shall  be  made  in  accordance  with 
regulations  prescribed  by  the  Secretary  or 
his  delegate. 

“(d)  Determination  of  Amount  Paid. — • 
For  purposes  of  this  subchapter,  in  determin¬ 
ing  amounts  paid — 

“(1)  property  (other  than  a  written  notice 
of  allocation)  shall  be  taken  into  account  at 
its  fair  market  value,  and 

“(2)  a  qualified  written  notice  of  alloca¬ 
tion  shall  be  taken  into  account  at  its  stated 
dollar  amount. 

" Subchapter  D — General  provisions 
“Sec.  3481.  Liability  for  return  and  payment 
of  withheld  tax. 

“Sec.  3482.  Return  and  payment  by  United 
States. 

“Sec.  3483.  Exemption  certificates. 

“Sec.  3484.  Refund  of  tax  to  individuals. 

“Sec.  3485.  Refund  of  tax  to  States,  tax  ex¬ 
empt  organizations,  etc. 

“Sec.  3486.  Refund  of  tax  to  corporation. 

“Sec.  3487.  Credit  for  tax  withheld  on  cor¬ 
poration. 

“Sec.  3488.  Obligation  sold  between  interest 
payment  dates. 

“Sec.  3489.  Presumption. 

“Sec.  3490.  Definitions. 

“Sec.  3481.  Liability  for  Return  and  Pay¬ 
ment  of  Withheld  Tax. 

“(a)  General  Rule. — Every  person  re¬ 
quired  to  deduct  and  withhold  any  tax  under 
this  chapter  shall,  on  or  before  the  last  day 
of  the  first  month  following  the  close  of 
each  quarter  of  his  taxable  year,  make  a  re¬ 
turn  of  the  tax  required  to  be  deducted  and 
withheld  during  such  quarter  and  pay  the 
tax  to  the  officer  designated  in  section  6151. 
The  withholding  agent  shall  be  liable  for  the 
payment  of  the  taxes  required  to  be  deducted 
and  withheld  under  this  chapter,  and  shall 
not  otherwise  be  liable  to  any  person  for  the 
amount  of  any  such  payment. 

“(b)  Tax  Paid  by  Recipient. — If  the  with¬ 
holding  agent,  in  violation  of  the  provisions 
of  this  chapter,  fails  to  deduct  and  withhold 
any  tax  under  this  chapter,  and  thereafter 
the  tax  against  which  such  tax  may  be  cred¬ 
ited  is  paid,  the  tax  so  required  to  be  deduct¬ 
ed  and  withheld  shall  not  be  collected  from 
the  withholding  agent;  but  this  subsection 
shall  in  no  case  relieve  the  withholding  agent 
from  liability  for  any  penalties  or  additions 
to  the  tax  otherwise  applicable  in  respect 
of  such  failure  to  deduct  and  withhold. 

“(c)  Cross  Reference. — 

“For  limitation  on  the  use  of  Government 
depositaries  in  the  collection  of  taxes  deduct¬ 
ed  and  withheld  under  this  chapter,  see  the 
last  sentence  of  section  6302(c) . 

“Sec.  3482.  Return  and  Payment  by  United 
States. 

“If  the  withholding  agent  is  the  United 
States  the  return  of  the  tax  deducted  and 
withheld  under  this  chapter  may  be  made 
by  an  officer  or  employee  of  the  United  States 
having  control  of  the  payment  of  the  amount 
subject  to  withholding,  or  appropriately  des¬ 
ignated  for  that  purpose. 

“Sec.  3483.  Exemption  Certificates. 

“(a)  General  Rules. — • 

“(1)  Individuals  under  is. — Any  individ¬ 
ual  may  file  with  any  withholding  agent  an 
exemption  certificate  on  which  he  certifies 
the  date  of  his  birth.  If  such  a  certificate 
is  filed,  all  amounts  payable  by  such  with¬ 
holding  agent  to  such  individual,  on  and 
after  the  effective  date  for  such  certificate 
and  before  the  beginning  of  the  calendar 
year  during  which  the  certificate  indicates 
that  he  will  attain  age  18,  shall  be  exempt 
from  the  requirement  of  deducting  and 
withholding  under  this  chapter. 


“(2)  Individuals  over  age  17. — Any  indi¬ 
vidual  may  file  with  any  withholding  agent 
an  exemption  certificate  in  which  he 
certifies — 

“(A)  that  he  will  have  attained  age  18 
before  the  close  of  the  calendar  year  for 
which  such  certificate  is  filed,  and 

“(B)  that  he  reasonably  believes  that  he 
will  not  (after  the  application  of  the  credits 
against  tax  provided  by  part  IV  of  subchapter 
A  of  chapter  1,  other  than  the  credits  under 
sections  31  and  39)  be  liable  for  the  payment 
of  any  tax  under  chapter  1  for  each  of  his 
taxable  years  any  portion  of  which  is  in¬ 
cluded  in  the  period  for  which  such  certifi¬ 
cate  will  be  in  effect. 

If  such  a  certificate  is  filed,  all  amounts  pay¬ 
able  by  such  withholding  agent  to  such 
individual  during  the  period  such  certificate 
is  in  effect  shall  be  exempt  from  the  require¬ 
ment  of  deducting  and  withholding  under 
this  chapter.  Except  as  may  otherwise  be 
provided  in  regulations  prescribed  by  the 
Secretary  or  his  delegate,  an  exemption  cer¬ 
tificate  filed  by  an  Individual  described  in 
this  paragraph  shall  remain  in  effect  only 
for  the  period  beginning  on  the  effective 
date  of  such  certificate  and  ending  at  the 
close  of  the  calendar  year  in  which  such 
period  begins. 

“(3)  Tax  exempt  organizations. — 

“(A)  Any  organization  (other  than  a  co¬ 
operative  described  in  section  521)  which  is 
exempt  from  the  tax  imposed  by  chapter  1 
may  file  with  any  withholding  agent  who 
pays  amounts  described  in  section  3452(a) 

(2) ,  (3),  or  (7)  an  exemption  certificate  on 
which  it  certifies  that  it  is  such  an  organiza¬ 
tion.  If  such  a  certificate  is  filed,  all 
amounts  described  in  section  3452(a)  (2), 

(3) ,  and  (7)  payable  by  such  withholding 
agent  to  such  organization  on  and  after  the 
effective  date  for  such  certificate  shall  (ex¬ 
cept  as  provided  in  subparagraph  (B) )  be 
exempt  from  the  requirement  of  deducting 
and  withholding  under  this  chapter. 

“(B)  An  exemption  certificate  filed  by  an 
organization  under  subparagraph  (A)  shall- 
cease  to  be  effective  on  the  thirtieth  day 
after  the  day  on  which  the  withholding 
agent,  with  whom  such  certificate  was  filed, 
is  notified  by  either  the  organization  or  the 
Secretary  or  his  delegate  that  the  organiza¬ 
tion  is  no  longer  exempt  from  the  tax  im¬ 
posed  by  chapter  1.  If  an  organization 
ceases  to  be  exempt  from  such  tax,  it  shall, 
within  the  time  specified  in  regulations  pre¬ 
scribed  by  the  Secretary  or  his  delegate,  so 
notify  each  withholding  agent  with  whom  it 
has  an  exemption  certificate  in  effect. 

“(b)  Exceptions  and  Special  Rules. — 

“(1)  Certain  exceptions. — This  section 
shall  not  apply  to  any  amount — 

“(A)  described  in  section  3452(a)(1)  (re¬ 
lating  to  interest  on  evidences  of  indebted¬ 
ness)  , 

“(B)  described  in  section  3452(a)  (3)  paid 
in  respect  of  a  transferable  certificate  or 
share,  or 

“(C)  described  in  section  3452(a)(6)  (re¬ 
lating  to  interest  on  obligations  of  the  United 
States) . 

“(2)  Series  e  bonds,  etc. — In  the  case  of 
transactions  involving  the  redemption  of  one 
or  more  obligations  described  in  section 
3452(a)  (7)  (relating  to  certain  obligations 
of  the  United  States  issued  on  a  discount 
basis),  a  separate  certificate  shall  be  filed 
with  respect  to  each  such  transaction. 

“(3)  Nominees,  custodians,  and  joint 
ownerships. — Under  regulations  prescribed 
by  the  Secretary  or  his  delegate,  the  exemp¬ 
tion  provided  by  subsection  (a)  may  be  ex¬ 
tended,  in  a  manner  consistent  with  the 
other  provisions  of  this  section,  to — 

“(A)  amounts  (other  than  amounts  de¬ 
scribed  in  section  3462(a),  relating  to  divi¬ 
dends)  paid  through  nominees; 

“(B)  amounts  paid  to  custodians;  and 
“(C)  amounts  paid  Jointly  to  2  or  more 
individuals. 
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“(4)  Effective  date  of  certificate. — Any 
exemption  certificate  under  this  section 
shall  take  effect  on  such  day  as  is  specified 
in  accordance  with  regulations  prescribed  by 
the  Secretary  or  his  delegate. 

“(5)  Form  and  contents  of  certificate 
and  notice. — Any  exemption  certificate  un¬ 
der  this  section,  and  any  notice  under  sub¬ 
section  (a)  (3)  (B) ,  shall  be  in  such  form  and 
contain  such  information  as  the  Secretary 
or  his  delegate  may  by  regulations  prescribe. 
“(c)  Cross  Reference. — 

“For  penalty  for  filing  fraudulent  certifi¬ 
cate,  or  for  failing  to  provide  notice,  under 
this  section,  see  section  7205. 

“Sec.  3484.  Refund  of  Tax  to  Individuals. 

“(a)  General  Rule. — Except  as  provided  in 
subsection  (e),  the  tax  deducted  and  with¬ 
held  under  this  chapter  with  respect  to 
amounts  received  by  an  individual  during 
any  quarter  (other  than  the  fourth  quarter) 
of  his  taxable  year  (together  with  any  tax 
so  deducted  and  withheld  on  amounts  which 
were  received  by  him  during  any  prior  quar¬ 
ter  of  such  year  and  with  respect  to  which 
no  allowable  claim  for  refund  has  been  filed 
under  this  section)  shall,  to  the  extent  such 
tax  does  not  exceed  his  refund  allowance  as 
of  the  time  the  claim  for  refund  is  filed,  be 
promptly  refunded  to  him  as  an  overpayment 
of  tax.  A  refund  of  tax  shall  be  made  under 
this  section  only  if  the  amount  claimed  and 
allowable  equals  or  exceeds  $10. 

“(b)  Refund  Allowance. — For  purposes  of 
this  section,  the  refund  allowance  of  an  in¬ 
dividual  as  of  the  time  the  claim  for  refund 
is  filed  is  an  amount  equal  to  the  excess,  if 
any,  of — 

“(1)  an  amount  equal  to  22 ‘percent  of — 
"(A)  the  total  of  the  deductions  which,  on 
the  basis  of  facts  existing  at  the  time  the 
claim  for  refund  is  filed,  such  individual 
would  be  allowed  for  the  taxable  year  under 
section  151  (relating  to  deductions  for  per¬ 
sonal  exemptions),  plus 

“(B)  in  the  case  of  an  individual  who, 
at  the  time  the  claim  for  refund  is  filed, 
reasonably  expects  that  he  will  be  allowed  a 
credit  under  section  37  (relating  to  retire¬ 
ment  income)  for  the  taxable  year,  the 
amount  which,  at  such  time,  such  individual 
reasonably  expects  to  be  the  amount  of  his 
retirement  income  (as  defined  in  section 
37(c)  and  as  limited  by  section  37(d))  for 
the  taxable  year,  less 

“(C)  the  amounts  (other  than  amounts  on 
which  tax  is  required  to  be  deducted  and 
withheld  under  this  chapter)  which,  at  the 
time  the  claim  for  refund  is  filed,  such  in¬ 
dividual  reasonably  expects  to  be  includible 
in  his  gross  income  for  the  taxable  year; 
over 

“(2)  the  amounts  of  tax  with  respect  to 
which  an  allowable  claim  for  refund  has  been 
previously  filed  under  this  section  during 
taxable  year. 

For  purposes  of  paragraph  (1)(C),  an  in¬ 
dividual  who  files  more  than  one  claim  for 
refund  under  this  section  for  any  taxable 
year  may  use  the  estimate  for  the  preceding 
claim  for  such  year  unless,  at  the  time  he 
files  the  claim,  he  reasonably  expects  the 
amounts  referred  to  in  paragraph  (1)  (C)  to 
exceed  such  prior  estimate  by  more  than 
$100. 

“(c)  Married  Individuals. — For  purposes  of 
subsections  (a),  (b),  and  (d),  married  in¬ 
dividuals  shall  be  treated  as  an  individual 
if,  at  the  time  the  claim  for  refund  is  filed, 
they  reasonably  expect  that  they  will  file 
a  joint  return  for  the  taxable  year  in  which 
such  claim  is  filed. 

“(d)  Time  for  Filing  Claim.— Not  more 
than  one  claim  may  be  filed  under  this  sec¬ 
tion  by  any  individual  during  any  quarter 
of  his  taxable  year.  A  refund  of  tax  deducted 
and  withheld  on  amounts  received  during  a 
taxable  year  shall  be  made  under  this  sec¬ 
tion  only  if  claim  therefor  is  filed  on  or 
before  the  last  day  of  such  taxable  year. 


“(e)  Individuals  Not  Eligible  for  Re¬ 
fund.- — No  claim  for  refund  may  be  filed  un¬ 
der  this  section  by — 

“(1)  any  individual  (other  than  an  indi¬ 
vidual  referred  to  in  paragraph  (2)  or  (3)) 
unless,  at  the  time  the  claim  for  refund  is 
filed,  he  reasonably  expects  that  his  gross 
income  for  the  taxable  year  will  not  exceed 
$5,000; 

“(2)  any  married  individual  unless,  at  the 
time  the  claim  for  refund  is  filed,  he  reason¬ 
ably  expects  that  the  aggregate  gross  income 
of  such  individual  and  his  spouse  for  the 
taxable  year  will  not  exceed  $10,000; 

“(3)  a  head  of  a  household  (as  defined 
in  section  1(b)  (2) )  or  a  surviving  spouse  (as 
defined  in  section  2(b))  unless,  at  the  time 
the  claim  for  refund  is  filed,  he  reasonably 
expects  that  his  gross  income  for  the  taxable 
year  will  not  exceed  $10,000;  or 

“(4)  any  child,  unless,  at  the  time  the 
claim  for  refund  is  filed,  he  reasonably  ex¬ 
pects  that  no  deduction  would  be  allowed 
for  him  under  section  151(e)  (1)  (B)  for  the 
taxable  year  of  his  parent  (or  parents)  be¬ 
ginning  with  or  within  the  calendar  year  in 
which  the  claim  for  refund  is  filed. 

“(f)  Cross  Reference. — 

“For  credit  or  refund  of  amounts  not  re¬ 
funded  under  this  section,  see  section  39. 
“Sec.  3485.  Refund  of  Tax  to  States,  Tax- 
Exempt  Organizations,  etc. 
“(a)  General  Rule. — In  the  case  of  a  per¬ 
son  which  is — 

“(1)  the  United  States  or  a  State, 

“(2)  an  organization  (other  than  a  co¬ 
operative  described  in  section  521)  which  is 
exempt  from  the  tax  imposed  by  chapter  1, 
“(3)  a  foreign  government  or  interna¬ 
tional  organization,  or 

“(4)  a  foreign  central  bank  of  issue, 
if  the  tax  deducted  and  withheld  under  this 
chapter  with  respect  to  amounts  received  by 
such  person  during  any  calendar  quarter  ex¬ 
ceeds  the  credit,  if  any,  claimed  by  and  al¬ 
lowable  to  such  person  under  section  3505 
(relating  to  credit  against  employment 
taxes)  for  such  quarter,  the  excess  (to¬ 
gether  with  any  such  excess  for  any  prior 
quarter  of  the  same  calendar  year  with  re¬ 
spect  to  which  no  refund  has  been  claimed 
and  allowed  under  this  section)  shall  be 
promptly  refunded  or  credited  to  such  per¬ 
son  as  an  overpayment  of  tax.  In  the  case 
of  a  person  to  which  paragraph  (4)  applies, 
the  amount  which  may  be  refunded  or  cred¬ 
ited  under  this  section  shall  not  exceed  the 
amount  of  tax  deducted  and  withheld  un¬ 
der  section  3451  on  interest  paid  on  obliga¬ 
tions  of  the  United  States  which  are  not 
held  for,  or  used  in  connection  with,  the  con¬ 
duct  of  commercial  banking  functions  or 
other  commercial  activities. 

“(b)  Cross  References. — 

“(1)  For  period  of  limitation  for  filing 
claim  under  this  section,  see  section  6511. 

“(2)  For  presumed  date  of  payment  for 
purposes  of  (A)  period  of  limitation,  see 
section  6513(b),  and  (B)  allowance  of  in¬ 
terest  on  overpayments,  see  section  6611(d). 
“Sec.  3486.  Refund  of  Tax  to  Corporation. 

“(a)  General  Rule. — If  the  tax  deducted 
and  withheld  under  this  chapter  with  re¬ 
spect  to  amounts  received  by  a  corporation 
(other  than  a  corporation  described  in  sec¬ 
tion  3485(a))  during  any  quarter  (other 
than  the  fourth  quarter)  of  its  taxable  year 
exceeds  the  amount  claimed  by  and  allow¬ 
able  to  such  corporation  under  section  3487 
as  a  credit  against  its  liability  for  tax  under 
this  chapter  for  such  quarter,  the  excess  (to¬ 
gether  with  any  such  excess  for  any  prior 
quarter  of  the  same  year  with  respect  to 
which  no  refund  has  been  claimed  and  al¬ 
lowed  under  this  section)  shall  be  promptly 
refunded  or  credited  to  such  corporation  as 
an  overpayment  of  tax.  A  refund  of  tax 
shall  be  made  under  this  section  only  if 
claim  therefor  is  filed  after  the  close  of  the 


period  covered  by  the  claim  and  on  or  be¬ 
fore  the  last  day  of  the  taxable  year. 

“(b)  Cross  Reference. — 

“For  credit  or  refund  of  amounts  not  re¬ 
funded  under  this  section,  see  section  39. 
“Sec.  3487.  Credit  for  Tax  Withheld  on 
Corporation 

“(a)  General  Rule.— Any  tax  deducted 
and  withheld  under  this  chapter  with  re¬ 
spect  to  amounts  received  by  a  corporation 
(other  than  a  corporation  described  in  sec¬ 
tion  3485(a))  during  a  taxable  year  shall,  to 
the  extent  not  claimed  and  allowable  as  a 
credit  or  refund  to  the  corporation  under 
section  3486,  be  allowed,  under  regulations 
prescribed  by  the  Secretary  or  his  delegate,  as 
a  credit  against  (but  not  in  excess  of)  the 
tax  for  which  such  corporation  is  liable  un¬ 
der  this  chapter  in  respect  of  amounts  paid 
by  it  during  such  year. 

“(b)  Dividends  and  Patronage  Dividends 
Paid  During  Taxable  Year. — For  purposes  of 
determining  the  credit  allowable  to  any  cor¬ 
poration  under  subsection  (a),  a  dividend, 
or  amount  subject  to  withholding  under  sec¬ 
tion  3471,  paid  by  it  may  be  considered  as 
having  been  paid  during  the  taxable  year — 
“(1)  in  the  case  of  a  personal  holding 
company,  if  treated  as  paid  during  such  tax¬ 
able  year  under  section  563(b), 

“(2)  in  the  case  of  a  regulated  investment 
company,  if  treated  as  paid  during  such  tax¬ 
able  year  under  section  855(a), 

“(3)  in  the  case  of  a  real  estate  invest¬ 
ment  trust,  if  treated  as  paid  during  such 
taxable  year  under  section  858(a),  or 

“(4)  in  the  case  of  a  cooperative  described 
in  section  1381(a),  if  paid  during  the  pay¬ 
ment  period  (as  defined  in  section  1382(d)) 
for  such  taxable  year. 

“(c)  Special  Rule  for  Corporations 
Which  Are  Members  of  an  Affiliated 
Group. — To  the  extent  and  subject  to  such 
conditions  as  may  be  provided  in  regulations 
prescribed  by  the  Secretary  or  his  delegate, 
the  tax  deducted  and  withheld  under  this 
chapter  with  respect  to  amounts  received  by 
a  corporation  which  is  a  member  of  an  affili¬ 
ated  group  which  filed  a  consolidated  return 
for  the  preceding  taxable  year  of  the  affili¬ 
ated  group  may,  for  purposes  of  this  section, 
be  treated  as  tax  deducted  and  withheld  un¬ 
der  this  chapter  from  any  corporation  which 
is  a  member  of  the  same  affiliated  group. 
“Sec.  3488.  Obligation  Sold  Between  Inter¬ 
est-Payment  Dates 

“For  purposes  of  any  credit  or  refund  pro¬ 
vided  in  section  3484,  3485,  3486,  or  3487,  in 
the  case  of  an  obligation  which  is  sold  or  ex¬ 
changed  between  interest-payment  dates  the 
amount  required  to  be  deducted  and  with¬ 
held  on  the  interest  at  the  end  of  the  inter¬ 
est-payment  period  shall  be  treated  in  the 
manner  provided  in  section  39(c)  . 

“Sec.  3489.  Presumption. 

“For  purposes  of  establishing  that  any  per¬ 
son  is  entitled  to  a  credit  or  refund  of  any 
tax  required  to  be  deducted  and  withheld 
under  this  chapter  with  respect  to  amounts 
received  by  such  person,  the  correct  amount 
of  such  tax  shall,  in  the  absence  of  evi¬ 
dence  to  the  contrary,  be  presumed  to  have 
been  so  deducted  and  withheld. 

“Sec.  3490.  Definitions. 

“For  purposes  of  this  chapter — 

“(1)  Person. — The  term  ‘person’  includes 
the  United  States,  a  State,  a  foreign  gov¬ 
ernment,  and  an  international  organization. 

“(2)  State. — The  term  ‘State’  includes  a 
State,  the  District  of  Columbia,  a  possession 
of  the  United  States,  any  political  subdi¬ 
vision  of  any  of  the  foregoing,  and  any  wholly 
owned  agency  or  instrumentality  of  any  one 
or  more  of  the  foregoing. 

“(3)  Foreign  government. — The  term  ‘for¬ 
eign  government’  includes  a  foreign  govern¬ 
ment,  a  political  subdivision  of  a  foreign 
government,  and  any  wholly  owned  agency 
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or  instrumentality  of  any  one  or  more  of 
the  foregoing. 

“(4)  Nonresident  alien. — The  term  'non¬ 
resident  alien  individual’  includes  an  alien 
resident  of  Puerto  Rico.” 

(2)  Clerical  amendments,  etc. — 

(A)  The  heading  for  subtitle  C  is  amended 
to  read  as  follows : 

"subtitle  c — employment  taxes  and  col¬ 
lection  OF  INCOME  TAX  AT  SOURCE’* 

(B)  The  table  of  chapters  for  subtitle  C 
is  amended  by  striking  out  the  last  line  and 
inserting  in  lieu  thereof  the  following: 
“Chapter  25.  Collection  of  income  tax  at 

source  on  interest,  dividends, 
and  patronage  dividends. 
“Chapter  26.  General  provisions  relating  to 
employment  taxes  and  col¬ 
lection  of  income  taxes  at 
source.” 

(C)  The  table  of  subtitles  under  the 
heading  “Internal  Revenue  Title”  at  the  be¬ 
ginning  of  the  Internal  Revenue  Code  of 
1954  is  amended  by  striking  out  the  third 
line  and  inserting  in  lieu  thereof  the  fol¬ 
lowing  : 

“Subtitle  C.  Employment  taxes  and  collec¬ 
tion  of  income  tax  at  source.” 

(D)  The  heading  for  chapter  26  (as  redes¬ 
ignated  by  paragraph  (1)  of  this  subsection) 
is  amended  to  read  as  follows: 

“CHAPTER  26 - GENERAL  PROVISIONS  RELATING 

TO  EMPLOYMENT  TAXES  AND  COLLECTION  OF 

INCOME  TAXES  AT  SOURCE” 

(b)  Credits  Against  Income  Tax  for  Tax 
Withheld. — 

(1)  Allowance  of  credit. — Part  IV  of  sub¬ 
chapter  A  of  chapter  1  (relating  to  credits 
against  tax)  is  amended  by  inserting  after 
section  38  (added  by  section  2  of  this  Act) 
the  following  new  section: 

“Sec.  39.  Tax  Withheld  on  Interest,  Divi¬ 
dends,  and  Patronage  Dividends. 

“(a)  General  Rule. — Under  regulations 
prescribed  by  the  Secretary  or  his  delegate, 
the  tax  deducted  and  withheld  under  chap¬ 
ter  25  (relating  to  withholding  at  source  on 
interest,  dividends,  and  patronage  dividends) 
shall  be  allowed,  to  the  recipient  of  the 
amount  with  respect  to  which  such  tax  was 
deducted  and  withheld,  as  a  credit  against 
the  tax  imposed  by  this  subtitle  for  the 
taxable  year  in  which  such  amount  is 
received. 

“(b)  Special  Rule  for  Dependent  Chil¬ 
dren. — If — 

“(1)  the  taxpayer  for  his  taxable  year  is 
entitled  to  a  deduction  under  section 
151(e)  (1)  (B)  with  respect  to  a  child,  and 

“(2)  such  child  had,  for  the  calendar  year 
ending  with  or  within  the  taxpayer’s  tax¬ 
able  year — 

“(A)  gross  income  of  less  than  $600,  and 

“(B)  no  wages  (as  defined  in  section  3401 
(a) )  with  respect  to  which  withholding  was 
required  under  chapter  24, 

then,  under  regulations  prescribed  by  the 
Secretary  or  his  delegate,  the  taxpayer  shall 
be  entitled  to  the  credit  provided  by  sub¬ 
section  (a)  with  respect  to  amounts  re¬ 
ceived  by  such  child  during  such  calendar 
year,  but  only  if  such  child  has  not  filed  any 
claim  for  credit  or  refund  of  any  portion  of 
the  tax  deducted  and  withheld  with  respect 
to  such  amounts. 

“(c)  Apportionment  of  Credit. — For  pur¬ 
poses  of  subsection  (a),  if  an  obligation  is 
sold  or  exchanged  between  interest  pay¬ 
ments  dates — 

( 1 )  so  much  of  the  amount  required  to  be 
deducted  and  withheld  on  the  interest  at 
the  end  of  the  interest-payment  period  as  is 
properly  allocable  to  that  part  of  such  period 
which  ends  on  the  date  of  the  sale  or  ex¬ 
change  shall  be  treated  as  an  amount  de¬ 
ducted  and  withheld  from  the  transferor  on 
the  date  of  the  sale  or  exchange,  and 
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“(2)  so  much  of  such  amount  as  is  prop¬ 
erly  allocable  to  that  part  of  such  period 
which  begins  on  the  day  after  the  date  of 
the  sale  or  exchange  shall  be  treated  as  an 
amount  deducted  and  withheld  from  the 
transferee. 

“(d)  Limitations. — The  credit  provided  by 
subsection  (a)  shall  not  be  allowed — 

"(1)  Refund  to  individuals. — To  any  in¬ 
dividual  with  respect  to  any  amount  of  tax 
allowed  him  as  a  refund  under  section  3484. 

“(2)  Credit  or  refund  to  States,  etc. — To 
any  person  with  respect  to  any  amount  of 
tax  allowable  to  such  person  as  a  credit  or 
refund  under  section  3485  or  as  a  credit  un¬ 
der  section  3505. 

“(3)  Credit  or  refund  to  corporations. — 
To  any  person  with  respect  to  any  amount  of 
tax  allowed  such  person  as  a  credit  or  refund 
under  section  3486  or  as  a  credit  under  sec¬ 
tion  3487. 

“(4)  Certain  dependent  children. — To 
any  person  with  respect  to  any  amount  of  tax 
which  has  been  claimed  and  is  allowable  as 
a  credit  to  such  person’s  parent  by  reason 
of  the  provisions  of  subsection  (b). 

“(5)  Nominees,  etc. — To  any  person  with 
respect  to  any  amount  of  tax  allowed  such 
person  as  a  credit  under  section  1444(b).” 

(2)  Common  trust  funds. — Section  584(c) 
(relating  to  the  income  of  participants  in 
the  fund)  is  amended  by  adding  at  the  end 
thereof  the  following  new  paragraph: 

“(3)  Tax  withheld  at  source  on  interest, 

DIVIDENDS,  AND  PATRONAGE  DIVIDENDS. - In  any 

case  where  tax  under  chapter  25  is  deducted 
and  withheld  on  any  amounts  received  by 
a  common  trust  fund,  for  purposes  of  any 
credit  or  refund  provided  in  section  39  or 
3505,  or  chapter  25,  such  tax  shall,  in  ac¬ 
cordance  with  regulations  prescribed  by  the 
Secretary  or  his  delegate,  be  considered  as 
having  been  deducted  and  withheld  propor¬ 
tionately  from  each  participant.” 

(3)  Estates  and  trusts. — ^Section  642(a) 
(relating  to  special  rules  for  credits  and  de¬ 
ductions  in  the  case  of  estates  and  trusts) 
is  amended  by  adding  at  the  end  thereof 
the  following  new  paragraph: 

“(4)  Tax  withheld  at  source  on  inter¬ 
est,  DIVIDENDS,  AND  PATRONAGE  DIVIDENDS. - 

In  any  case  where  tax  under  chapter  25  is 
deducted  and  withheld  on  any  amounts  re¬ 
ceived  by  an  estate  or  trust,  for  purposes  of 
any  credit  or  refund  provided  in  section  39 
or  3505,  or  chapter  25,  such  tax  shall,  in  ac¬ 
cordance  with  regulations  prescribed  by  the 
Secretary  or  his  delegate,  be  considered  as 
having  been  deducted  and  withheld  from 
each  beneficiary  in  an  amount  which,  when 
added  to  the  amounts  paid,  credited,  or  re¬ 
quired  to  be  distributed  to  him,  equals  the 
amounts  which  would  have  been  paid,  cred¬ 
ited,  or  required  to  be  distributed  to  him  in 
in  the  absence  of  chapter  25.  Any  tax  un¬ 
der  chapter  25  which  is  deducted  and  with¬ 
held  on  amounts  received  by  the  estate  or 
trust  shall  be  considered  as  withheld  from 
such  estate  or  trust  to  the  extent  it  is  not 
considered  as  withheld  from  a  beneficiary 
under  the  provisions  of  the  preceding  sen¬ 
tence.” 

(4)  Technical  amendments. — 

(A)  Section  164(b)  (1)  (relating  to  deduc¬ 
tion  denied  in  the  case  of  certain  taxes)  is 
amended  by — 

(1)  striking  out  the  word  “and”  at  the  end 
of  subparagraph  (B); 

(ii)  striking  out  the  comma  at  the  end  of 
subparagraph  (C)  and  inserting  and”;  and 

(iii)  adding  after  subparagraph  (C)  the 
following  new  subparagraph: 

“(D)  the  tax  withheld  at  source  under 
chapter  25  (relating  to  collection  of  income 
tax  at  source  on  interest,  dividends,  and 
patronage  dividends),”. 

(B)  Section  874(a)  (relating  to  allowance 
of  deductions  and  credits  to  nonresident 
alien  individuals)  is  amended  by  striking 


“31  and  32”  and  inserting  in  lieu  thereof 
“31,  32,  and  39”. 

(C)  Section  1314(c)  (relating  to  inap¬ 
plicability  of  part  II  of  subchapter  Q  of 
chaptes  1  of  subtitle  A  to  taxes  imposed  by 
subtitle  C)  is  amended  by  striking  "em¬ 
ployment  taxes”  and  inserting  in  lieu  there¬ 
of  “employment  taxes  and  collection  of  in¬ 
come  tax  at  source”. 

(D)  Section  6211(b)(1)  (relating  to  rules 
applicable  in  determination  of  deficiency)  is 
amended  by  striking  “31”  and  inserting  in 
lieu  thereof  “31  or  39”. 

(E)  The  table  of  sections  for  part  IV  of 
subchapter  A  of  chapter  1  is  amended  by 
striking  out  “Sec.  38.  Overpayments  of  tax.” 
and  inserting  in  lieu  thereof: 

“Sec.  38.  Investment  in  certain  depreciable 
property. 

“Sec.  39.  Tax  withheld  on  interest,  dividends, 
and  patronage  dividends. 

"Sec.  40.  Overpayments  of  tax.” 

(c)  Interest  and  Dividends  Paid  to  Non¬ 
resident  Aliens,  etc. — 

( 1 )  Withholding  rate. — 

(A)  Section  1441  (relating  to  withholding 
of  tax  on  nonresident  aliens)  is  amended  by 
adding  at  the  end  thereof  the  following  new 
subsection: 

“(e)  Treaties. — In  the  case  of  amounts  de¬ 
scribed  in  section  3452(a)  (relating  to  inter¬ 
est)  section  3462(a)  (relating  to  dividends) , 
and  section  3472(a)  (relating  to  patronage 
dividends) ,  the  tax  required  to  be  deducted 
and  withheld  under  subsection  (a)  shall  not 
by  reason  of  the  provisions  of  any  treaty  be 
less  than  20  percent  of  such  amounts.” 

(B)  Section  1442  (relating  to  withholding 
of  tax  on  foreign  corporations)  is  amended 
by  adding  at  the  end  thereof  the  following 
new  sentence:  “In  the  case  of  amounts  de¬ 
scribed  in  section  3452(a)  (relating  to  inter¬ 
est)  ,  section  3462(a)  (relating  to  dividends) , 
and  section  3472(a)  (relating  to  patronage 
dividends) ,  the  tax  required  to  be  deducted 
and  withheld  under  the  preceding  sentence 
shall  not  by  reason  of  the  provisions  of  any 
treaty  be  less  than  20  percent  of  such 
amounts.” 

(2)  Nominees,  etc. — Subchapter  A  of 
chapter  3  (relating  to  withholding  of  tax  on 
nonresident  aliens  and  foreign  corporations) 
is  amended  by  adding  at  the  end  thereof  the 
following  new  section: 

"Sec.  1444.  Interest  and  Dividends  Paid  to 
Nominees;  Credits  to  With¬ 
holding  Agents. 

“(a)  Withholding  of  Tax  by  Payor. — 
Under  regulations  prescribed  by  the  Secre¬ 
tary  or  his  delegate,  every  person  who  pays 
amounts  subject  to  withholding  under  chap¬ 
ter  25  and  who  has  been  notified  by  a  payee 
thereof  that  the  payee  is  a  nominee  required 
to  deduct  and  withhold  on  such  amounts 
under  section  1441  or  1442  shall,  in  lieu  of 
the  nominee,  deduct  and  withhold  from 
such  amounts  paid  to  the  nominee  the  tax 
required  to  be  deducted  and  withheld  under 
section  1441  or  1442,  in  the  same  manner  as 
if  such  amounts  were  paid  by  such  person 
directly  to  the  beneficial  owner  thereof. 

“(b)  Credits  to  Wihholding  Agents. — In 
the  case  of  any  person  who  is  required  to 
deduct  and  withhold  tax  under  section  1441 
or  1442  in  respect  of  amounts  received  by 
him  during  any  calendar  year  on  which  tax 
was  deducted  and  withheld  (or,  in  the  case 
of  amounts  described  in  section  39(c)(1), 
was  treated  as  deducted  and  withheld)  under 
chapter  25,  the  taxes  so  deducted  and  with¬ 
held  (or  treated  as  deducted  and  withheld) 
under  chapter  25  shall,  under  regulations 
prescribed  by  the  Secretary  or  his  delegate, 
be  allowed  as  a  credit  against  (but  not  in 
excess  of)  his  liability  for  the  year  in  respect 
of  the  taxes  imposed  by  sections  1441  and 
1442.” 
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(3)  Clerical  amendment. — The  table  of 
sections  for  subchapter  A  of  chapter  3  is 
amended  by  adding  at  the  end  thereof  the 
following : 

“Sec.  1444.  Interest  and  dividends  paid  to 
nominees;  credits  to  withhold¬ 
ing  agents.” 

(d)  Credit  for  States  and  Tax  Exempt 
Organizations. — 

(1)  Allowance  of  credit.— Chapter  26 
(general  provisions  relating  to  employment 
taxes  and  income  tax  withheld  at  source)  is 
amended  by  adding  at  the  end  thereof  the 
following  new  section: 

“Sec.  3505.  Special  Credit  in  Case  of  States 
or  Tax-Exempt  Organizations. 

“(a)  General  Rule. — In  the  case  of  a  per¬ 
son  which  is  a  State  (as  defined  in  section 
3490(2))  or  which  is  an  organization  (other 
than  a  cooperative  described  in  section  521) 
which  is  exempt  from  the  tax  imposed  by 
chapter  1,  the  tax  deducted  and  withheld 
under  chapter  25  with  respect  to  amounts 
received  by  it  during  any  calendar  quarter 
shall  be  allowed,  under  regulations  pre¬ 
scribed  by  the  Secretary  or  his  delegate,  as 
a  credit  against  (but  not  in  excess  of)  such 
person’s  liability  (after  the  adjustments,  if 
any,  provided  for  in  sections  6205(a)  and 
6413(a))  for  such  quarter  in  respect  of  the 
taxes  imposed  by  chapter  21  (Federal  Insur¬ 
ance  Contributions  Act)  and  by  chapter  24 
(collection  of  income  tax  at  source  on 
wages) .  Such  credit  shall  be  allowed  only 
if  claim  therefor  is  made,  in  accordance 
with  such  regulations,  at  the  time  of  the 
filing  of  the  return  with  respect  to  the  taxes 
under  chapter  21  and  chapter  24  for  such 
quarter. 

“(b)  Obligations  Sold  Between  Interest- 
Payment  Dates. — For  purposes  of  this  sec¬ 
tion,  in  the  case  of  an  obligation  which  is 
sold  or  exchanged  between  interest-payment 
dates,  the  amount  required  to  be  deducted 
and  withheld  on  the  interest  at  the  end 
of  the  interest-payment  period  shall  be 
treated  in  the  manner  provided  in  section 
39(c). 

“(c)  Cross  Reference. — 

“For  refund  under  chapter  25,  see  section 
3485.” 

(2)  Technical  amendments. — 

(A)  Section  3502  (relating  to  nondeducti¬ 
bility  of  taxes  in  computing  taxable  income) 
is  amended  by  adding  at  the  end  thereof  the 
following  new  subsection : 

"(c)  The  tax  deducted  and  withheld  under 
chapter  25  shall  not  be  allowed  as  a  deduc¬ 
tion  in  computing  taxable  income  under 
subtitle  A  either  to  the  person  deducting  and 
withholding  the  tax  or  to  the  recipient  of 
the  amounts  subject  to  withholding.” 

(B)  The  table  of  sections  for  chapter  26 
Is  amended  by  adding  at  the  end  thereof  the 
following: 

"Sec.  3505.  Special  credit  in  case  of  States  or 
tax  exempt  organizations.” 

(c)  Other  Technical  Amendments. — 

(1)  Declaration  of  estimated  income  tax 
by  individuals. — Section  6015(a)  (relating  to 
declaration  of  estimated  income  tax  by  in¬ 
dividuals)  is  amended  by  striking  out  the 
period  at  the  end  of  paragraph  (2)  and  in¬ 
serting  in  lieu  thereof  “and  amounts  on 
which  tax  is  required  to  be  deducted  and 
withheld  under  chapter  25.”. 

(2)  Adjustment  of  tax;  underpayment. — 

(A)  Subsection  (a)  (1)  of  section  6205 
(relating  to  special  rules  relating  to  assess¬ 
ment  of  employment  taxes)  is  amended  by 
striking  out  “or  3402  is  paid  with  respect  to 
any  payment  of  wages  or  compensation,” 
and  inserting  in  lieu  thereof  “3402,  3451, 
3461,  or  3471  is  paid  with  respect  to  any 
payment  of  remuneration,  interest,  divid¬ 
ends,  or  other  amounts,”. 

(B)  Subsection  (b)  of  such  section  is 
amended  by  striking  out  “or  3402  is  paid  or 
deducted  with  respect  to  any  payment  of 


wages  or  compensation”  and  inserting  in 
lieu  thereof  “3402,  3451,  3461,  or  3471  is  paid 
or  deducted  with  respect  to  any  payment 
of  remuneration,  interest,  dividends,  or  other 
amounts”. 

(C)  The  heading  for  such  section  is 
amended  to  read  as  follows : 

“Sec.  6205.  Special  Rules  Applicable  to 
Certain  Taxes  Under  Subtitle 
C.” 

(D)  The  table  of  sections  for  subchapter 
A  of  chapter  63  is  amended  by  striking  out 
“Sec.  6205.  Special  rules  applicable  to  cer¬ 
tain  employment  taxes.” 

and  inserting  in  lieu  thereof 
“Sec.  6205.  Special  rules  applicable  to  cer¬ 
tain  taxes  under  subtitle  C.” 

(3)  Use  of  government  depositaries.-— 
Section  6302(c)  (relating  to  use  of  Govern¬ 
ment  depositaries)  is  amended  by  adding  at 
the  end  thereof  the  following  new  sentence: 
“The  Secretary  or  his  delegate  shall  not  re¬ 
quire  the  deposit  under  this  subsection  of 
any  tax  deducted  and  withheld  under  chap¬ 
ter  25  (relating  to  collection  of  income  tax 
at  source  on  interest,  dividends,  and  patron¬ 
age  dividends)  in  a  Government  depositary 
before  the  last  day  prescribed  in  section  3481 
for  payment  of  the  tax.” 

(4)  Excessive  withholding. — Section  6401 
(b)  (relating  to  excessive  withholding)  is 
amended  to  read  as  follows : 

“(b)  Excessive  Withholding. — If  the 
amounts  allowable  as  credits  under  section 
31  (relating  to  credit  for  tax  withheld  at 
source  under  chapter  24)  and  section  39  (re¬ 
lating  to  credit  for  tax  withheld  on  interest, 
dividends,  and  patronage  dividends  under 
chapter  25)  exceed  the  taxes  imposed  by 
chapter  1  against  which  such  credits  are 
allowable,  the  amount  of  such  excess  shall 
be  considered  an  overpayment.” 

(5)  Adjustment  of  tax;  overpayment. — 

(A)  Subsection  (a)(1)  of  section  6413  (re¬ 
lating  to  special  credit  and  refund  rules  ap¬ 
plicable  to  certain  employment  taxes)  is 
amended  by  striking  out  “or  3402  is  paid  with 
respect  to  any  payment  of  remuneration,” 
and  inserting  in  lieu  thereof  “3402,  3451, 
3461,  or  3471  is  paid  with  respect  to  any  pay¬ 
ment  of  remuneration,  interest,  dividends,  or 
other  amounts,”. 

(B)  Subsection  (b)  of  such  section  is 
amended — 

(i)  By  striking  from  the  heading  of  such 
subsection  the  words  “of  Certain  Employ¬ 
ment  Taxes”;  and 

(li)  By  striking  out  “or  3402  is  paid  or 
deducted  with  respect  to  any  payment  of 
remuneration”  and  inserting  in  lieu  thereof 
“3402,  3451,  3461,  or  3471  is  paid  or  deducted 
with  respect  to  any  payment  of  remunera¬ 
tion,  interest,  dividends,  or  other  amounts”. 

(C)  The  following  new  subsection  is  added 
at  the  end  of  such  section : 

“(c)  Cross  References. — 

“For  special  refunds  or  credits  of  tax  with¬ 
held  on  interest,  dividends,  or  patronage  div¬ 
idends  under  chapter  25,  see  sections  3484, 
3485,  3486,  3487,  and  3505.” 

(D)  The  heading  for  such  section  is 
amended  to  read  as  follows : 

“Sec.  6413.  Special  Rules  Applicable  to 
Certain  Taxes  Under  Subtitle 
C.” 

(E)  The  table  of  sections  for  subchapter 
B  of  chapter  65  is  amended  by  striking  out 
“Sec.  6413.  Special  rules  applicable  to  cer¬ 
tain  employment  taxes.” 

and  inserting  in  lieu  thereof 
“Sec.  6413.  Special  rules  applicable  to  cer¬ 
tain  taxes  under  subtitle  C.” 

(6)  Overpayment  not  deducted  and  with¬ 
held  Section  6414  (relating  to  income  tax 
withheld)  is  amended  by  striking  “chapter 
3”  and  inserting  in  lieu  thereof  “chapter  3 
or  25”. 


(7)  Time  tax  considered  paid. — Section 
6513(b)  (relating  to  time  tax  considered 
paid)  is  amended  by  adding  at  the  end 
thereof  the  following  new  sentences:  “For 
purposes  of  section  6511  or  6512,  any  tax 
deducted  and  withheld  under  chapter  25 
which  is  allowable  under  section  39,  3484, 
3485,  or  3486  as  a  credit  against  tax  or  as  a 
refund  of  an  overpayment  (or  an  amount 
treated  as  an  overpayment)  of  the  tax  im¬ 
posed  by  chapter  1  shall,  in  respect  of  the 
person  entitled  to  such  credit  or  refund,  be 
deemed  to  have  been  paid  by  him  on  the 
last  day  prescribed  for  filing  the  return  (de¬ 
termined  without  regard  to  any  extension  of 
time  for  filing  such  return)  of  tax  under 
chapter  1  for  his  taxable  year  in  which  the 
amount  subject  to  withholding  under  chap¬ 
ter  25  is  received  by  him  or,  if  such  person 
has  no  taxable  year,  on  the  fifteenth  day 
of  the  fifth  calendar  month  following  the 
close  of  such  person’s  annual  accounting  pe¬ 
riod  within  which  such  amount  is  received 
by  him.  In  the  case  of  an  amount  allowable 
as  a  credit  under  section  39(b)  to  the  parent 
of  a  child,  such  amount  shall,  if  claimed  by 
the  parent,  be  deemed  to  have  been  paid  on 
the  last  day  for  filing  his  return  (determined 
without  regard  to  any  extension  of  time  for 
filing  such  return  1  for  his  taxable  year  which 
begins  with  or  within  the  calendar  year  in 
which  amounts  subject  to  withholding  under 
chapter  25  were  received  by  the  child.” 

(8)  Failure  to  pay  estimated  income 
tax. — 

(A)  Individuals. — Subsections  (c)  and  (f) 
of  section  6654  (relating  to  failure  by  in¬ 
dividual  to  pay  estimated  income  tax)  are 
amended  to  read  as  follows: 

“(c)  Application  of  Section  in  Case  of 
Withheld  Taxes. — For  purpose  of  applying 
this  section — 

“(1)  the  estimated  tax  shall  be  computed 
without  any  reduction  for  amounts  which 
the  individual  estimates  as  his  credits  under 
section  31  (relating  to  tax  withheld  at  source 
on  wages)  and  section  39  (relating  to  tax 
withheld  on  interest,  dividends,  and  patron¬ 
age  dividends)  :  and 

“(2)  the  amount  of  the  credits  allowed 
under  section  31  and  39  for  the  taxable  year 
shall  be  deemed  a  payment  of  estimated  tax, 
and  an  equal  part  of  such  amount  shall  be 
deemed  paid  on  each  installment  date  (de¬ 
termined  under  section  6153)  for  such  tax¬ 
able  year  unless  the  taxpayer  establishes  the 
dates  on  which  all  amounts  were  actually 
withheld  (or  in  the  case  of  amounts  de¬ 
scribed  in  section  39(c)(1),  were  treated  as 
withheld),  in  which  case  the  amounts  so 
withheld  shall  be  deemed  payments  of  esti¬ 
mated  tax  on  such  dates. 

“(f)  Tax  Computed  After  Application  of 
Credits  Against  Tax. — For  purposes  of  sub¬ 
sections  (b)  and  (d),  the  term  ‘tax’  means 
the  tax  imposed  by  chapter  1  reduced  by  the 
credits  against  tax  allowed  by  part  IV  of 
subchapter  A  of  chapter  1,  other  than  the 
credits  against  tax  provided  by  section  31 
(relating  to  tax  withheld  on  wages)  and  sec¬ 
tion  39  (relating  to  tax  withheld  on  interest, 
dividends,  and  patronage  dividends).” 

(B)  Corporations. — Section  6655  (relating 
to  failure  by  corporation  to  pay  estimated 
income  tax)  is  amended — 

(i)  by  striking  out  the  period  at  the  end 
of  subsection  (e)  (2)  (B)  and  inserting  in  lieu 
thereof  “,  other  than  the  credit  against  tax 
provided  by  section  39  (relating  to  tax  with¬ 
held  on  interest,  dividends,  and  patronage  di¬ 
vidends)  .”;  and 

(ii)  by  redesignating  subsection  (f)  as  sub¬ 
section  (g)  and  inserting  after  subsection  (e) 
the  following  new  subsection: 

"(f)  Application  of  Section  in  Case  of 
Tax  Withheld  on  Interest,  Dividends,  and 
Patronage. — For  purposes  of  applying  this 
section — 

“(1)  the  estimated  tax  shall  be  computed 
without  any  reduction  for  the  amount  which 
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the  corporation  estimates  as  its  credit  under 
section  39  (relating  to  tax  withheld  on  in¬ 
terest,  dividends,  and  patronage  dividends) ; 
and 

“(2)  the  amount  of  the  credit  allowed 
under  section  39  for  the  taxable  year  shall 
be  deemed  a  payment  of  estimated  tax,  and 
an  equal  part  of  such  amount  shall  be 
deemed  paid  on  each  installment  date  (de¬ 
termined  under  section  6154)  for  such  tax¬ 
able  year,  unless  the  corporation  establishes 
the  dates  on  which  all  amounts  were  actually 
withheld  (or  in  the  case  of  amount  described 
in  section  39(c)(1),  were  treated  as  with¬ 
held),  in  which  case  the  amounts  so  with¬ 
held  shall  be  deemed  payments  of  estimated 
tax  on  such  dates.” 

(9)  Penalty  for  filing  fraudulent  ex¬ 
emption  certificate. — Section  7205  (relating 
to  fraudulent  withholding  exemption  certi¬ 
ficate  or  failure  to  supply  information)  is 
amended  by  adding  the  following  new  sen¬ 
tence  at  the  end  thereof:  “Any  person  who 
willfully  files  an  exemption  certificate  with 
any  withholding  agent  under  section  3483, 
on  which  the  certification  is  known  by  him 
to  be  fraudulent  or  to  be  false  as  to  any 
material  matter,  or  who  is  required  to  file  a 
notice  under  subsection  (a)  (3)  (B)  of  section 
3483  and  who  willfully  fails  to  provide  such 
notice  in  the  manner,  at  the  time,  and  show¬ 
ing  the  information  required  under  such 
subsection  (a)  (3)  (B) ,  or  the  regulations  pre¬ 
scribed  thereunder,  shall,  in  lieu  of  any  pen¬ 
alty  otherwise  provided,  upon  conviction 
thereof,  be  fined  not  more  than  $500,  or  im¬ 
prisoned  not  more  than  1  year,  or  both.” 

(10)  Offenses  with  respect  to  collected 
taxes. — The  last  sentence  of  section  7215(b) 
(relating  to  offenses  with  respect  to  collected 
taxes)  is  amended  to  read  as  follows:  “For 
purposes  of  paragraph  (2) ,  a  lack  of  funds 
existing  immediately  after  the  payment  of 
wages  or  amounts  subject  to  withholding 
under  chapter  25  (whether  or  not  created 
by  the  payment  of  such  wages  or  amounts) 
shall  not  be  considered  to  be  circumstances 
beyond  the  control  of  a  person.” 

(11)  Definition  of  withholding  agent. — 
Section  7701(a)  (16)  (defining  the  term 
“withholding  agent”)  is  amended  by  striking 
out  “or  1461"  and  inserting  in  lieu  thereof 
“1461,  3451,  3461,  or  3471”. 

(f)  Effective  Dates. — 

(1)  General  rule. — Except  as  provided  in 
paragraph  (2) ,  the  provisions  of  this  section 
shall  apply  in  the  case  of  interest  and  divi¬ 
dends  paid  on  or  after  January  1,  1963. 

(2)  Special  rules. — 

(A)  In  the  case  of  transferable  obligations 
described  in  paragraph  (1)  or  (6)  of  section 
3452(a)  of  the  Internal  Revenue  Code  of 
1954,  the  provisions  of  this  section  shall  ap¬ 
ply  only  to  interest  paid  with  respect  to 
interest  payment  periods  commencing  on  or 
after  January  1,  1963. 

(B)  The  provisions  of  this  section  shall 
apply  to  amounts  described  in  section  3472 
of  such  Code  paid  on  or  after  January  1, 
1963,  with  respect  to  patronage  occurring  on 
or  after  the  first  day  of  the  first  taxable  year 
of  the  cooperative  beginning  on  or  after 
January  1,  1963. 

And,  in  lieu  thereof,  to  insert: 

Sec.  19.  Reporting  of  Interest,  Dividend,  and 
Patronage  Dividend  Payments  of 
$10  or  More  During  a  Year. 

(a)  Returns  Regarding  Payment  of  Divi¬ 
dends. — Section  6042  (relating  to  returns  re¬ 
garding  corporate  dividends,  earnings,  and 
profits)  is  amended  to  read  as  follows: 

“Sec.  6042.  Returns  Regarding  Payments  of 
Dividends  and  Corporate  Earn¬ 
ings  and  Profits. 

“(a)  Requirement  of  Reporting. — 

“(1)  In  general. — Every  person — • 

“(A)  who  makes  payments  of  dividends 
aggregating  $10  or  more  to  any  other  person 
during  any  calendar  year,  or 
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“(B)  who  receives  payments  of  dividends 
as  a  nominee  and  who  makes  payments  ag¬ 
gregating  $10  or  more  during  any  calendar 
year  to  any  other  person  with  respect  to  the 
dividends  so  received, 

shall  make  a  return  according  to  the  forms 
or  regulations  prescribed  by  the  Secretary  or 
his  delegate,  setting  forth  the  aggregate 
amount  of  such  payments  and  the  name  and 
address  of  the  person  to  whom  paid. 

“(2)  Returns  required  by  the  secre¬ 
tary. — Every  person  who  makes  payments  of 
dividends  aggregating  less  than  $10  to  any 
other  person  during  any  calendar  year  shall, 
when  required  by  the  Secretary  or  his  dele¬ 
gate,  make  a  return  setting  forth  the  aggre¬ 
gate  amount  of  such  payments,  and  the  name 
and  address  of  the  person  to  whom  paid. 

“(b)  Dividend  Defined. — 

“(1)  General  rule. — For  purposes  of  this 
section,  the  term  ‘dividend’  means — 

“(A)  any  distribution  by  a  corporation 
which  is  a  dividend  (as  defined  in  section 
316);  and 

“(B)  any  payment  made  by  a  stockbroker 
to  any  person  as  a  substitute  for  a  dividend 
(as  so  defined) . 

“(2)  Exceptions. — For  purposes  of  this 
section,  the  term  ‘dividend’  does  not  in¬ 
clude— 

“(A)  to  the  extent  provided  in  regulations 
prescribed  by  the  Secretary  or  his  delegate, 
any  distribution  or  payment — 

“(i)  by  a  foreign  corporation,  or 
“(ii)  to  a  foreign  corporation,  a  nonresi¬ 
dent  alien,  or  a  partnership  not  engaged 
in  trade  or  business  in  the  United  States  and 
composed  in  whole  or  in  part  of  nonresident 
aliens;  and 

“(B)  any  amount  described  in  section 
1373  (relating  to  undistributed  taxable  in¬ 
come  of  electing  small  business  corpora¬ 
tions)  . 

“(3)  Special  rule. — If  the  person  making 
any  payment  described  in  subsection  (a)  (1) 
(A)  or  (B)  is  unable  to  determine  the  por¬ 
tion  of  such  payment  which  is  a  dividend 
or  is  paid  with  respect  to  a  dividend,  he  shall, 
for  purposes  of  subsection  (a)(1),  treat 
the  entire  amount  of  such  payment  as  a  div¬ 
idend  or  as  an  amount  paid  with  respect  to 
a  dividend. 

“(c)  Statements  To  Be  Furnished  to 
Persons  With  Respect  to  Whom  Informa¬ 
tion  Is  Furnished. — Every  person  making 
a  return  under  subsection  (a)(1)  shall  fur¬ 
nish  to  each  person  whose  name  is  set  forth 
in  such  return  a  written  statement  show¬ 
ing— 

“(1)  the  name  and  address  of  the  person 
making  such  return,  and 

“(2)  the  aggregate  amount  of  payments 
to  the  person  as  shown  on  such  return. 

The  written  statement  required  under  the 
preceding  sentence  shall  be  furnished  to  the 
person  on  or  before  January  31  of  the  year 
following  the  calendar  year  for  which  the 
return  under  subsection  (a)(1)  was  made. 
No  statement  shall  be  required  to  be  fur¬ 
nished  to  any  person  under  this  subsection 
if  the  aggregate  amount  of  payments  to  such 
person  as  shown  on  the  return  made  under 
subsection  (a)  (1)  is  less  than  $10. 

“(d)  Statements  To  Be  Furnished  by 
Corporations  to  Secretary. — Every  corpora¬ 
tion  shall,  when  required  by  the  Secretary 
or  his  delegate — 

“(1)  furnish  to  the  Secretary  or  his  dele¬ 
gate  a  statement  stating  the  name  and  ad¬ 
dress  of  each  shareholder,  and  the  number  of 
shares  owned  by  each  shareholder; 

“(2)  furnish  to  the  Secretary  or  his  dele¬ 
gate  a  statement  of  such  facts  as  will  enable 
him  to  determine  the  portion  of  the  earn¬ 
ings  and  profits  of  the  corporation  (includ¬ 
ing  gains,  profits,  and  income  not  taxed) 
accumulated  during  such  periods  as  the  Sec¬ 
retary  or  his  delegate  may  specify,  which 
have  been  distributed  or  ordered  to  be  dis¬ 
tributed,  respectively,  to  its  shareholders 


during  such  taxable  years  as  the  Secretary 
or  his  delegate  may  specify;  and 

“(3)  furnish  to  the  Secretary  or  his  dele¬ 
gate  a  statement  of  its  accumulated  earn¬ 
ings  and  profits  and  the  names  and  addresses 
of  the  individuals  or  shareholders  who  would 
be  entitled  to  such  accumulated  earnings 
and  profits  if  divided  or  distributed,  and  of 
the  amounts  that  would  be  payable  to  each.” 

(b)  Returns  Regarding  Payment  of  Pa¬ 
tronage  Dividends. — Section  6044  (relating 
to  returns  regarding  patronage  dividends)  is 
amended  to  read  as  follows: 

“Sec.  6044.  Returns  Regarding  Payments  of 
Patronage  Dividends. 

“(a)  Requirement  of  Reporting. — 

“(1)  In  general. — Except  as  otherwise 
provided  in  this  section,  every  cooperative 
to  which  part  I  of  subchapter  T  of  chapter 
1  applies,  which  makes  payments  of  amounts 
described  in  subsection  (b)  aggregating  $10 
or  more  to  any  person  during  any  calendar 
year,  shall  make  a  return  according  to  the 
forms  or  regulations  prescribed  by  the  Sec¬ 
retary  or  his  delegate,  setting  forth  the  ag¬ 
gregate  amount  of  such  payments  and  the 
name  and  address  of  the  person  to  whom 
paid. 

“(2)  Returns  required  by  the  secre¬ 
tary. — Every  such  cooperative  which  makes 
payments  of  amounts  described  in  subsec¬ 
tion  (b)  aggregating  less  than  $10  to  any 
person  during  any  calendar  year  shall,  when 
required  by  the  Secretary  or  his  delegate, 
make  a  return  setting  forth  the  aggregate 
amount  of  such  payments  and  the  name  and 
address  of  the  person  to  whom  paid. 

“(b)  Amounts  Subject  to  Reporting. — 
“(1)  General  rule. — Except  as  otherwise 
provided  in  this  section,  the  amounts  sub¬ 
ject  to  reporting  under  subsection  (a)  are— 
“(A)  the  amount  of  any  patronage  divi¬ 
dend  (as  defined  in  section  138(a) )  which  is 
paid  in  money,  qualified  written  notices  of 
allocation  (as  defined  in  section  1388(c)), 
or  other  property  (except  nonqualified  writ¬ 
ten  notices  of  allocation  as  defined  in  sec¬ 
tion  1388(d) ), 

“(B)  any  amount  described  in  section 
1382(c)(2)(A)  (relating  to  certain  nonpat¬ 
ronage  distributions)  which  is  paid  in 
money,  qualified  written  notices  of  alloca¬ 
tion,  or  other  property  (except  nonqualified 
written  notices  of  allocation)  by  an  organi¬ 
zation  exempt  from  tax  under  section  521 
(relating  to  exemption  of  farmers  coopera¬ 
tives  from  tax) ,  and 

“(C)  any  amount  described  in  section 
1382(b)(2)  (relating  to  redemption  of  non¬ 
qualified  written  notices  of  allocation)  and, 
in  the  case  of  an  organization  described  in 
section  1381(a)  (I),  any  amount  described  in 
section  1382(c)(2)(B)  (relating  to  redemp¬ 
tion  of  nonqualified  written  notices  of  allo¬ 
cation  paid  with  respect  to  earnings  de¬ 
rived  from  sources  other  than  patronage). 

“(2)  Exceptions. — The  provisions  of  sub¬ 
section  (a)  shall  not  apply,  to  the  extent 
provided  in  regulations  prescribed  by  the 
Secretary  or  his  delegate,  to  any  payment — - 
“(A)  by  a  foreign  corporation,  or 
“(B)  to  a  foreign  corporation,  a  nonresi¬ 
dent  alien,  or  a  partnership  not  engaged  in 
trade  or  business  in  the  United  States  and 
composed  in  whole  or  in  part  of  nonresident 
aliens. 

“(c)  Exemption  for  Certain  Consumer 
Cooperatives. — A  cooperative  which  the  Sec¬ 
retary  or  his  delegate  determines  is  primarily 
engaged  in  selling  at  retail  goods  or  services 
of  a  type  that  are  generally  for  personal, 
living,  or  family  use  shall,  upon  application 
to  the  Secretary  or  his  delegate,  be  granted 
exemption  from  the  reporting  requirements 
imposed  by  subsection  (a).  Application  for 
exemption  under  this  subsection  shall  be 
made  in  accordance  with  regulations  pre¬ 
scribed  by  the  Secretary  or  his  delegate. 
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‘‘(d)  Determination  of  Amount  Paid.— 
For  purposes  of  this  section,  in  determining 
the  amount  of  any  payment — 

"(1)  property  (other  than  a  qualified  writ¬ 
ten  notice  of  allocation)  shall  be  taken  into 
account  at  its  fair  market  value,  and 
“(2)  a  qualified  written  notice  of  alloca¬ 
tion  shall  be  taken  into  account  at  its  stated 
dollar  amount. 

“(e)  Statements  To  Be  Furnished  to 
Persons  With  Respect  to  Whom  Informa¬ 
tion  Is  Furnished. — Every  cooperative  mak¬ 
ing  a  return  under  subsection  (a)(1)  shall 
furnish  to  each  person  whose  name  is  set 
forth  in  such  return  a  written  statement 
showing — 

“(1)  the  name  and  address  of  the  coopera¬ 
tive  making  such  return,  and 

"(2)  the  aggregate  amount  of  payments  to 
the  person  as  shown  on  such  return. 

The  written  statement  required  under  the 
preceding  sentence  shall  be  furnished  to  the 
person  on  or  before  January  31  of  the  year 
following  the  calendar  year  for  which  the  re¬ 
turn  under  subsection  (a)(1)  was  made. 
No  statement  shall  be  required  to  be  fur¬ 
nished  to  any  person  under  this  subsection 
if  the  aggregate  amount  of  payments  to  such 
person  as  shown  on  the  return  made  under 
subsection  (a)(1)  is  less  than  $10.” 

(c)  Returns  Regarding  Payment  of  In¬ 
terest. — Subpart  B  of  part  III  of  subchapter 
A  of  chapter  61  (relating  to  information  re¬ 
turns)  is  amended  by  adding  after  section 
6047  (as  added  by  section  7(f)  of  this  Act) 
the  following  new  section: 

“Sec.  6048.  Returns  Regarding  Payments  of 
Interest. 

“(a)  Requirement  of  Reporting. — 

“(1)  In  general. — Every  person — 

“(A)  who  makes  payments  of  interest  (as 
defined  in  subsection  (b) )  aggregating  $10 
or  more  to  any  other  person  during  any  cal¬ 
endar  year,  or 

“(B)  who  receives  payments  of  interest  as 
a  nominee  and  who  makes  payments  aggre¬ 
gating  $10  or  more  during  any  calendar  year 
to  any  other  person  with  respect  to  the  in¬ 
terest  so  received. 

shall  make  a  return  according  to  the  forms 
or  regulations  prescribed  by  the  Secretary  or 
his  delegate,  setting  forth  the  aggregate 
amount  of  such  payments  and  the  name  and 
address  of  the  person  to  whom  paid. 

“(2)  Returns  required  by  the  secre¬ 
tary. — Every  person  who  makes  payments  of 
interest  (as  defined  in  subsection  (b) )  aggre¬ 
gating  less  than  $10  to  any  other  person  dur¬ 
ing  any  calendar  year  shall,  when  required 
by  the  Secretary  or  his  delegate,  make  a  re¬ 
turn  setting  forth  the  aggregate  amount  of 
such  payments  and  the  name  and  address  of 
the  person  to  whom  paid. 

“(3)  Other  returns  required  by  secre¬ 
tary.— Every  corporation  making  payments, 
regardless  of  amounts,  of  interest  other  than 
interest  as  defined  in  subsection  (b)  shall, 
when  required  by  regulations  prescribed  by 
the  Secretary  or  his  delegate,  make  a  return 
according  to  the  forms  or  regulations  pre¬ 
scribed  by  the  Secretary  or  his  delegate,  set¬ 
ting  forth  the  amount  paid  and  the  name  and 
address  of  the  recipient  of  each  such  pay¬ 
ment. 

“(b)  Interest  Defined. — ' 

“(1)  General  rule. — For  purposes  of  sub¬ 
sections  (a)  (1)  and  (2),  the  term  ‘interest’ 
means— 

“(A)  interest  on  evidences  of  indebted¬ 
ness  (including  bonds,  debentures,  notes, 
and  certificates)  issued  by  a  corporation  in 
registered  form,  and,  to  the  extent  provided 
in  regulations  prescribed  by  the  Secretary 
or  his  delegate,  interest  on  other  evidences 
of  indebtedness  issued  by  a  corporation  of  a 
type  offered  by  corporations  to  the  public; 

“(B)  interest  on  deposits  with  persons 
carrying  on  the  banking  business; 

“(C)  amounts  (whether  or  not  designated 
as  interest)  paid  by  a  mutual  savings  bank, 
savings  and  loan  association,  building  and 


loan  association,  cooperative  bank,  home¬ 
stead  association,  credit  union,  or  similar  or¬ 
ganization,  in  respect  of  deposits,  invest¬ 
ment  certificates,  or  withdrawable  or 
repurchasable  shares; 

“(D)  interest  on  amounts  held  by  an  in¬ 
surance  company  under  an  agreement  to 
pay  interest  thereon;  and 

“(E)  interest  on  deposits  with  stock¬ 
brokers  and  dealers  in  securities. 

“(2)  Exceptions. — For  purposes  of  subsec¬ 
tions  (a)  (1)  and  (2),  the  term  ‘interest* 
does  not  include — 

“(A)  interest  on  obligations  described  in 
section  103(a)  (1)  or  (3)  (relating  to  interest 
on  certain  governmental  obligations); 

“(B)  to  the  extent  provided  in  regulations 
prescribed  by  the  Secretary  or  his  delegate, 
any  amount  paid  by  or  to  a  foreign  corpora¬ 
tion,  a  nonresident  alien,  or  a  partnership 
not  engaged  in  trade  or  business  in  the 
United  States  and-  composed  in  whole  or  in 
part  of  nonresident  aliens;  and 

“(C)  any  amount  on  which  the  person 
making  payment  is  required  to  deduct  and 
withhold  a  tax  under  section  1451  (relating 
to  tax-free  covenant  bonds) ,  or  would  be  so 
required  but  for  section  1451(d)  (relating  to 
benefit  of  personal  exemptions). 

“(c)  Statements  To  Be  Furnished  to  Per¬ 
sons  With  Respect  to  Whom  Information 
Is  Furnished. — Every  person  making  a  re¬ 
turn  under  subsection  (a)  (1)  shall  furnish 
to  each  person  whose  name  is  set  forth  in 
such  return  a  written  statement  showing — 
“(1)  the  name  and  address  of  the  person 
making  such  return,  and 

“(2)  the  aggregate  amount  of  payments 
to  the  person  as  shown  on  such  return. 

The  written  statement  required  under  the 
preceding  sentence  shall  be  furnished  to  the 
person  on  or  before  January  31  of  the  year 
following  the  calendar  year  for  which  the 
return  under  subsection  (a)  (1)  was  made. 
No  statement  shall  be  required  to  be  fur¬ 
nished  to  any  person  under  this  subsection 
if  the  aggregate  amount  of  payments  to 
such  person  as  shown  on  the  return  made 
under  subsection  (a)  (1)  is  less  than  $10.” 

(d)  Penalties  for  Failure  To  File  In¬ 
formation  Returns. — Section  6652  (relating 
to  failure  to  file  certain  information  re¬ 
turns)  is  amended  to  read  as  follows : 

"Sec.  6652.  Failure  To  File  Certain  Infor¬ 
mation  Returns. 

“(a)  Returns  Relating  to  Payments  of 
Dividends,  Interest,  and  Patronage  Divi¬ 
dends. — In  the  case  of  each  failure  to  file  a 
statement  of  the  aggregate  amount  of  pay¬ 
ments  to  another  person  required  by  sec¬ 
tion  6042(a)  (1)  (relating  to  payments  of 
dividends  aggregating  $10  or  more) ,  section 
6044(a)  (1)  (relating  to  payments  of  patron¬ 
age  dividends  aggregating  $10  or  more),  or 
section  6048(a)  (1)  (relating  to  payments  of 
interest  aggregating  $10  or  more) ,  on  the 
date  prescribed  therefor  (determined  with 
regard  to  any  extension  of  time  for  filing), 
unless  it  is  shown  that  such  failure  is  due 
to  reasonable  cause  and  not  to  willful 
neglect,  there  shall  be  paid  (upon  notice 
and  demand  by  the  Secretary  or  his  dele¬ 
gate  and  in  the  same  manner  as  tax),  by 
the  person  failing  to  so  file  the  statement, 
$10  for  each  such  statement  not  so  filed,  but 
the  total  amount  imposed  on  the  delinquent 
person  for  all  such  failures  during  any 
calendar  year  shall  not  exceed  $25,000. 

“(b)  Other  Returns. — In  the  case  of  each 
failure  to  file  a  statement  of  a  payment  to 
another  person  required  under  authority 
of  section  6041  (relating  to  certain  informa¬ 
tion  at  source),  section  6042(a)  (2)  (relating 
to  payments  of  dividends  aggregating  less 
than  $10),  section  6044(a)(2)  (relating  to 
payments  of  patronage  dividends  aggregat¬ 
ing  less  than  $10),  section  6048(a)(2)  (re¬ 
lating  to  payments  of  interest  aggregating 
less  than  $10),  section  6048(a)(3)  (relating 
to  other  payments  of  interest  by  corpora¬ 
tions)  ,  or  section  6051  (d)  (relating  to  infor¬ 


mation  returns  with  respect  to  income  tax 
withheld),  on  the  date  prescribed  therefor 
(determined  with  regard  to  any  extension  of 
time  for  filing) ,  unless  it  is  shown  that  such 
failure  is  due  to  reasonable  cause  and  not  to 
willful  neglect,  there  shall  be  paid  (upon 
notice  and  demand  by  the  Secretary  or  his 
delegate  and  in  the  same  manner  as  tax) 
by  the  person  failing  to  so  file  the  state¬ 
ment,  $1  for  each  such  statement  not  so 
filed,  but  the  total  amount  Imposed  on  the 
delinquent  person  for  all  such  failures  dur¬ 
ing  the  calendar  year  shall  not  exceed 
$1,000. 

“(c)  Alcohol  and  Tobacco  Taxes. — 

“For  penalties  for  failure  to  file  certain 
information  returns  with  respect  to  alcohol 
and  tobacco  taxes,  see  generally,  subtitle  E.” 

(e)  Penalties  for  Failure  To  Furnish 
Statements  to  Persons  With  Respect  to 
Whom  Returns  Are  Filed. — Subchapter  B 
of  chapter  68  (relating  to  assessable  penal¬ 
ties)  is  amended  by  adding  after  section 
6677  (as  added  by  section  7(g)  of  this  Act) 
the  following  new  section : 

“Sec.  6678.  Failure  To  Furnish  Certain 
Statements. 

“In  the  case  of  each  failure  to  furnish  a 
statement  under  section  6042(c),  6044(e),  or 
section  6048(c)  on  the  date  prescribed 
therefor  to  a  person  with  respect  to  whom 
a  return  has  been  made  under  section  6042 
(a)(1),  6044(a)(1),  or  6048(a)(1),  respec¬ 
tively,  unless  it  is  shown  that  such  failure 
is  due  to  reasonable  cause  and  not  to  willful 
neglect,  there  shall  be  paid  (upon  notice 
and  demand  by  the  Secretary  or  his  delegate 
and  in  the  same  manner  as  tax) ,  by  the 
person  failing  to  so  furnish  the  statement, 
$10  for  each  such  statement  not  so  furnished, 
but  the  total  amount  imposed  on  the  delin¬ 
quent  person  for  all  such  failures  during 
any  calendar  year  shall  not  exceed  $25,000.” 

(f)  Technical  Amendments. — Section  6041 
(relating  to  information  at  source)  is 
amended — 

(1)  by  striking  out,  in  subsection  (a) 
thereof,  “(other  than  payments  described 
in  section  6042(1)  or  section  6045)”  and  in¬ 
serting  in  lieu  thereof  “(other  than  pay¬ 
ments  to  which  section  6042(a)(1),  6044 
(a)  (1) ,  or  6048(a)  (1)  applies,  and  other  than 
payments  with  respect  to  which  a  statement 
is  required  under  the  authority  of  section 
6042(a)(2),  6044(a) (2),  6045,  6048(a)(2),  or 
6048(a)  (3) )”;  and 

(2)  by  striking  out  subsection  (c)  thereof. 

(g)  Clerical  Amendments. — 

(1)  The  table  of  sections  for  subpart  B 
of  part  III  of  subchapter  A  of  chapter  61  is 
amended — 

(A)  by  striking  out 

“Sec.  6042.  Returns  regarding  corporate 
dividends,  earnings,  and 
profits.” 

and  inserting  in  lieu  thereof 
“Sec.  6042.  Returns  regarding  payments  of 
dividends  and  corporate  earn¬ 
ings  and  profits.”; 

(B )  by  striking  out : 

“Sec.  6044.  Returns  regarding  patronage  divi¬ 
dends.” 

and  inserting  in  lieu  thereof 
“Sec.  6044.  Returns  regarding  payments  of 
patronage  dividends.”; 

and  , , 

(C)  by  adding  at  the  end  of  such  table  the 

following: 

"Sec.  6048.  Returns  regarding  payments  of 
interest.”. 

(2)  The  table  of  sections  for  subchapter  B 
of  chapter  68  is  amended  by  adding  at  the 
end  thereof  the  following: 

“Sec.  6678.  Failure  to  furnish  certain  state¬ 
ments.” 

(h)  Effective  Dates. — 

(1)  Dividends  and  interest. — The  amend¬ 
ments  made  by  this  section  shall  apply  to 
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payments  of  dividends  and  interest  made  on 
or  after  January  1, 1963. 

(2)  Patronage  dividends. — The  amend¬ 
ments  made  by  this  section  shall  apply  to 
payments  of  amounts  described  in  section 
6044(b)  of  the  Internal  Revenue  Code  of 
1954  made  on  or  after  January  1,  1963,  with 
respect  to  patronage  occurring  on  or  after 
the  first  day  of  the  first  taxable  year  of  the 
cooperative  beginning  on  or  after  January 
1,  1963. 


August 


Mr.  WILLIAMS  of  Delaware.  Mr. 
President,  on  this  amendment  I  ask  for 
the  yeas  and  nays. 

The  yeas  and  nays  were  ordered. 

Mr.  DOUGLAS.  Mr.  President,  a  par¬ 
liamentary  inquiry. 

The  PRESIDING  OFFICER.  The 

Senator  from  Illinois  will  state  it. 

Mr.  DOUGLAS.  Am  I  correct  in  un¬ 
derstanding  that  the  yeas  and  nays  have 
been  ordered  on  the  committee  action 
in  striking  out  the  provision  for  the 
withholding  of  tax  on  dividends  and 
interest? 

The  PRESIDING  OFFICER.  The 

yeas  and  nays  have  been  ordered  on  the 
committee  amendment  which  strikes  out 
the  withholding  tax  portion  of  the  bill. 
Mr.  DOUGLAS.  I  thank  the  Chair. 
Mr.  ROBERTSON.  Mr.  President,  I 
support  the  action  of  the  committee  in 
striking  out  the  provision  to  withhold 
taxes  on  income  from  dividends  and  in¬ 
terest.  I  am  pleased  that  the  Committee 
on  Finance  has  stricken  this  provision 
from  the  proposed  Revenue  Act  of  1962. 
As  I  indicated  to  the  Senate  on  May  16 
of  this  year,  I  oppose  the  dividend  and 
interest  withholding  provisions  of  the 
original  legislation.  Accordingly,  I  sup¬ 
port  the  committee  action  to  delete  this 
feature  of  the  bill. 

There  is  no  doubt  in  my  mind,  as  I 
remarked  last  May,  that  the  “extension 
of  withholding  to  cover  interest  and 
dividends  would  not  be  advisable  at  this 
time.”  Today,  I  continue  to  favor  the 
principle  of  withholding  of  income  taxes 
on  wages  and  salaries,  just  as  I  did  with 
respect  to  the  tax  bill  of  1943,  of  which 
I  was  a  joint  author.  That  legislation 
inaugurated  the  20 -percent  witholding 
plan  on  wages  and  salaries  that  I  had 
previously  endorsed.  Yet,  as  I  said 
several  months  ago,  I  believe  that  with¬ 
holding  on  interest  and  dividends  at  this 
time  is  impractical,  unnecessary,  and 
unwise. 

In  my  earlier  remarks  I  pointed  out: 
The  question  now  at  issue  is  not  whether 
income  from  dividends  and  interest  is  tax¬ 
able.  This  income  has  been  taxable  for  many 
years.  Nor  is  there  any  question  about  the 
authority  of  the  Internal  Revenue  Service  to 
collect  taxes,  whether  on  income  from  divi¬ 
dends,  interest,  salaries,  wages,  or  other 
sources.  Everyone  should  pay  his  fair  tax 
share. 

The  question  now  before  us  relates  solely 
to  methods  of  preventing  avoidance  of  tax 
on  income  from  dividends  and  interest.  In 
that  respect  I  see  no  need  at  this  time  for 
withholding  as  a  solution  to  the  problem. 


tax  evaders.  But  its  sweeping  rules  ap¬ 
ply  with  equal  force  to  the  most  con¬ 
scientious  and  meticulously  careful  tax¬ 
payers — and,  even  much  worse,  to  hit 
persons  of  small  incomes,  those  who  are 
not  taxpayers.” 

As  a  matter  of  principle,  withholding 
on  wages  and  salaries  represents  a  much 
different  matter  from  withholding  on 
dividends  and  interest.  I  remarked 
earlier: 

Withholding  on  wages  and  salaries  consists 
of  deductions  from  current  income  derived 
from  gainful  employment.  Withholding  on 
dividends  and  interest  potentially  covers  a 
much  wider  spectrum  of  the  population,  by 
including  recipients  who  may  or  may  not 
be  gainfully  employed.  It  is  one  thing  to 
withhold  from  income  derived  from  render¬ 
ing  current  services.  It  is  another  thing  to 
withhold  income  derived  as  a  return  on  capi¬ 
tal  saved  from  the  rendering  of  past  services. 


ports  can  be  assembled  and  classified  readilj 
and  simply,  and  at  relatively  little  expense 


In  another  respect,  the  proposal  to 
withhold  on  dividends  and  interest  is 
not  identical  to  our  present  withholding 
system  on  wages  and  salaries.  I  stated 
previously : 

Wage  withholding  was  a  collection  tech¬ 
nique  and  a  necessary  step  in  placing  in¬ 
come  tax  collections  on  a  current  basis. 
This  dividend  and  interest  withholding 
proposal  appears  to  be  designed  simply  as  a 
weapon  to  catch  nonreporters  of  taxes,  and 
it  would  operate  by  treating  every  dividend 
and  interest  recipient  as  though  he  were  a 
tax  evader.  This  is  repugnant  to  the  tradi¬ 
tions  of  our  income  tax  as  a  self -assessing 
system. 


The  isolated  cases  of  under-reporting 
or  nonreporting,  I  believe,  do  not  of 
themselves  justify  the  need  for  with¬ 
holding.  Instances  of  fraud  and  mis¬ 
take,  as  I  said  before,  are  unfortunately 
like  to  occur  no  matter  what  the  method 
of  revenue  collection  may  be. 

Generally,  under-reporting  or  non¬ 
reporting  of  taxable  interest  and  divi¬ 
dend  income  suggest,  as  I  declared 
earlier,  “the  need  for  more  intensive 
public  efforts  to  inform  responsible  tax¬ 
payers  who  are  not  yet  completely 
aware  that  interest  and  dividends  should 
be  fully  reported.” 

In  that  respect,  I  am  pleased  that  the 
Senate  Finance  Committee  adopted  an 
amendment  which  I  endorsed  in  my  re¬ 
marks  of  May  16.  This  amendment 
would  require  payers  df  dividends,  in¬ 
terest,  and  patronage  dividends  to  re¬ 
port  to  the  Treasury  all  payments  of 
$10  or  more  a  year. 

As  I  indicated  before  in  recommending 
such  a  requirement: 

Another  step  which  I  believe  worthy  of 
consideration  would  require  designated 
payers  of  interest  to  report  to  the  Treasury 
all  interest  payments  as  low  as  some  mini¬ 
mum  amount  such  as  $50  or  $10. 


The  net  effect  of  the  withholding  pro¬ 
vision,  as  I  indicated  before,  would  “ap¬ 
ply  across  the  board  to  dividend  and  in¬ 
terest  recipients,  without  regard  to  their 
past  record  for  conscientious  and  ac- 

thoa,^nC0,me  repoi'tin&-  Admittedly, 
the  pioposal  is  designed  solely  to  catch 


That  is  what  I  said  last  May;  and  now 
the  committee  has  put  that  provision 
into  the  bill. 

I  also  said: 

This  would  extend  reporting  coverage  to 
include  substantially  all  recipients  of  in¬ 
come  from  dividends  and  interest.  Divi¬ 
dend  payments  of  $10  or  more  and  interest 
payments  of  $600  or  more  are  reported  cur¬ 
rently  to  the  Treasury.  With  the  comput¬ 
ers  and  office  machines  now  available,  I  am 
confident  that  when  the  taxpayer  account 
number  system  goes  into  effect,  all  these  re- 


I  support,  therefore,  the  committee’s 
amendment  as  set  forth  in  section  19  ol 
the  bill.  It  would  make  mandatory  all 
reporting  to  the  Treasury  of  cash  or 
credited  dividend,  interest,  or  patronage 
dividend  payments  of  $10  or  more  a  year 
made  on  or  after  January  1,  1963;  under 
present  law,  reporting  in  some  cases  is 
required  only  at  the  discretion  of  the 
Treasury.  The  amendment  would  re¬ 
quire  a  uniform  statutory  reporting  min¬ 
imum  of  $10;  now,  the  statutory  or 
administratively  determined  minimum 
varies  from  $10  in  the  case  of  most  divi¬ 
dend  payments  to  $600  in  the  case  of  in¬ 
terest  payments.  The  amendment 
would  also  require  by  statute  that  an¬ 
nual  statements  must  be  submitted  to 
all  recipients  of  such  payments  of  $10 
or  more  a  year;  under  present  regula¬ 
tions,  reports  only  of  dividends  must  be 
made  to  recipients  as  well  as  to  the 
Treasury. 

Stepped  up  reporting  of  dividends,  in¬ 
terest,  and  patronage  dividends  should 
greatly  increase  the  ability  of  the  Treas¬ 
ury  to  collect  all  taxes  payable  on  in¬ 
come  from  these  sources.  During  the 
first  full  year  that  this  requirement  is 
operative,  the  staff  of  the  Joint  Commit¬ 
tee  on  Internal  Revenue  Taxation  has 
estimated  that  it  would  result  in  a  $275 
million  increase  in  revenue.  More  con¬ 
servative  estimates,  made  by  the  Treas¬ 
ury,  are  somewhat  lower.  I  believe, 
however,  that  once  the  reporting  re¬ 
quirement  has  been  put  fully  into  effect, 
and  once  automatic  data  processing  en¬ 
ables  information  returns  and  tax 
returns  to  be  matched  readily,  the  rev¬ 
enue  effect  of  this  reporting  require¬ 
ment  could  be  considerably  larger. 

Steps  such  as  these  toward  publiciz¬ 
ing  dividend  and  interest  payments  and 
toward  informing  the  public  about  its 
tax  liabilities  on  such  payments  seem  to 
me  to  be  the  proper  approach.  With¬ 
holding,  on  the  contrary,  would  do  just 
the  opposite.  As  I  pointed  out  several 
months  ago,  it  would  involve  “virtually 
no  reporting  requirements  imposed  upon 
the  withholding  agents.”  The  imprac- 
ticality  of  the  proposed  withholding 
plan  seems  clear.  I  stated  last  May: 

Under  the  plan,  persons  withholding  20 
percent  from  interest  and  dividend  payments 
would  not  be  required  to  give  to  the  recipi¬ 
ents  of  these  payments  any  receipts  or 
notices  whatsoever  of  the  amounts  withheld 
from  them.  Furthermore,  the  withholding 
agents  would  not  even  be  required  to  report 
to  the  Revenue  Service  the  amounts  with¬ 
held  from  each  individual.  Instead,  they 
would  merely  report  to  the  Government  the 
gross  amount  withheld  from  everyone  in  the 
aggregate,  leaving  both  the  payees  and  the 
Revenue  Service  without  a  record  of  the 
amount  withheld  from  each  person. 


Since  the  withholding  proposal  would 
not  require  detailed  reports  and  records, 
it  would  tend  to  encourage  fraudulent 
claims  against  the  Treasury  for  over¬ 
withholding  and  for  improper  refund 
claims.  I  said  last  May: 

I  do  not  see  anything  in  the  withholding 
mechanism  which  would  permit  a  dividend  or 
interest  recipient  to  meet  the  burden  of 
proof  of  establishing  the  amount  withheld 
if  he  has  a  tax  dispute  in  court.  Such  a  sys- 
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tem  would  have  no  relationship  to  the  wage 
withholding  system,  in  which  the  withhold¬ 
ing  agent  is  required  to  furnish  both  the 
employee  and  the  Government  with  a  copy 
of  the  form  W-2  showing  the  amount  of  the 
compensation  and  the  amount  of  the  tax 
withheld  from  it. 

A  further  objection  to  the  proposed 
withholding  plan  is  that  not  all  types  of 
interest  payments  would  be  subject  to 
withholding  tax.  Payments  of  interest 
on  personal  loans  and  on  home  mort¬ 
gages,  for  example,  would  be  excluded. 
The  confusion  arising  about  what  divi¬ 
dend  and  interest  payments  had  been 
withheld  on,  and  about  what  payments 
had  not  been  withheld  on,  would  un¬ 
doubtedly  be  considerable.  In  many 
cases,  persons  entitled  to  refunds  might 
have  a  hard  time  finding  out  how  much 
they  paid  or  what  was  due  them.  The 
Internal  Revenue  Service,  lacking  any 
detailed  information  for  each  withhold¬ 
ing  transaction,  might  have  equal  diffi¬ 
culty  in  verifying  claims  for  refunds. 

In  conclusion,  Mr.  President,  I  reiterate 
my  opposition  to  withholding  on  divi¬ 
dends  and  interest  at  this  time.  I  de¬ 
clared  on  May  16,  in  summarizing  my 
remarks: 

I  am  convinced  that  we  need  a  more  com¬ 
prehensive  effort  to  inform  taxpayers  of  their 
liabilities  under  the  present  tax  laws.  Such 
an  effort  would,  I  think,  result  in  greatly  in¬ 
creased  tax  collections.  The  widespread  con¬ 
viction  among  taxpayers  that  withholding 
on  interest  and  dividends  would  represent  a 
new  tax  imposed  for  the  first  time  is,  to  my 
way  of  thinking,  clear  evidence  of  the  need 
for  giving  more  information  to  taxpayers. 

It  seems  to  me  quite  clear  that  we  will 
collect  virtually  all  of  the  taxes  due  on  in¬ 
terest  and  dividends  if  we  can  give  clear  and 
complete  information  to  the  taxpayers.  I 
believe  we  should  make  every  effort  to  do  this 
before  we  engage  in  a  new  withholding  pro¬ 
gram  on  interest  and  dividends  with  all  the 
redtape,  all  the  expense,  aU  the  refunds,  all 
the  trouble,  and  all  the  economic  disadvan¬ 
tages  which  this  withholding  program  would 
involve. 

There  is  no  doubt  in  my  mind  that 
everyone  should  pay  his  fair  tax  share. 
I  am  in  favor  of  collecting  taxes  on  divi¬ 
dends  and  interest,  as  well  as  on  every 
other  sort  of  income. 

But,  Mr.  President,  a  provision  to  im¬ 
pose  withholding  on  dividends  and  in¬ 
terest  at  this  time  seems  unworkable, 
unneeded,  and  unsound. 

Mr.  DOUGLAS.  Mr.  President,  I  sug¬ 
gest  the  absence  of  a  quorum. 

The  PRESIDING  OFFICER.  The 
clerk  will  call  the  roll. 

The  legislative  clerk  proceeded  to  call 
the  roll. 

Mr.  SMATHERS.  Mr.  President,  I 
ask  unanimous  consent  that  the  order  for 
the  quorum  call  be  rescinded. 

The  PRESIDING  OFFICER.  Without 
objection,  it  is  so  ordered. 


RESIGNATION  OF  ASSOCIATE  JUS¬ 
TICE  FRANKFURTER  AND  AP¬ 
POINTMENT  OF  ARTHUR  J.  GOLD¬ 
BERG  TO  SUPREME  COURT  OF 
THE  UNITED  STATES 
Mr.  DOUGLAS.  Mr.  President,  a  few 
moments  ago  the  President  of  the  United 
States  announced  that  Mr.  Justice 
Frankfurter  had  resigned  from  the  U.S. 
« 


Supreme  Court,  and  that  he  was  appoint¬ 
ing  the  Secretary  of  Labor,  Hon.  Arthur 
J.  Goldberg,  to  fill  the  vacancy. 

I  think  this  is  a  magnificent  appoint¬ 
ment.  I  have  known  Mr.  Goldberg  for 
30  years. 

He  is  held  in  high  esteem  by  all  groups 
in  Illinois.  He  has  made  a  magnificent 
record  as  Secretary  of  Labor.  He  has 
shown  that  not  only  is  he  an  able  and 
competent  lawyer,  but  that  he  is  impar¬ 
tial  in  his  judgments.  I  think  the  Su¬ 
preme  Court  has  had  a  most  worthy  re¬ 
placement  for  Mr.  Justice  Frankfurter. 

As  the  senior  Senator  from  Illinois,  as 
a  long  time  personal  friend  of  Secretary 
Goldberg,  and  as  an  admirer  of  President 
Kennedy,  I  say  that  this  appointment 
does  the  administration  great  credit.  I 
hope  and  believe  that  the  nomination 
will  be  ratified  by  the  Senate,  and  I  pre¬ 
dict  for  Mr.  Goldberg  a  great  career  on 
the  Supreme  Court  of  the  United  States. 

Mr.  PASTORE.  Mr.  President,  will 
the  Senator  yield? 

Mr.  DOUGLAS.  I  yield. 

Mr.  PASTORE.  I  associate  myself 
with  the  glowing  remarks  of  the  Senator 
from  Illinois.  They  are  well  deserved. 
It  has  been  my  privilege  and  honor  to 
have  had  frequent  contacts  with  Mr. 
Goldberg.  I  have  always  viewed  him  to 
be  a  man  of  sterling  character,  integrity, 
and  wisdom.  He  will  be  a  fine  addition 
to  the  Court. 

I  wish  for  him  and  his  family  many 
years  of  success  and  happiness. 

Mr.  SMATHERS.  Mr.  President,  will 
the  Senator  yield? 

Mr.  DOUGLAS.  I  yield. 

Mr.  SMATHERS.  I  associate  myself 
with  the  remarks  of  the  Senator  from 
Illinois  with  respect  to  the  new  appoint¬ 
ment.  It  has  been  my  happy  privilege 
to  know  Secretary  Goldberg  very  well 
during  the  past  year  and  a  half.  I  have 
been  greatly  impressed  with  his  ability, 
objectivity,  energy,  and  fairness.  I  can¬ 
not  help  believing  that  he  will  be  a  fine 
addition  to  the  Supreme  Court,  and  I 
congratulate  him  and  his  family. 

Mr.  DOUGLAS.  Mr.  President,  I  ask 
unanimous  consent  that  the  Senator 
from  Vermont  [Mr.  Aiken]  may  be  rec¬ 
ognized  for  2  minutes  with  the  under¬ 
standing  that  his  remarks  will  appear  at 
the  end  of  my  statement. 

The  PRESIDING  OFFICER.  Is  there 
objection  to  the  request  of  the  Senator 
from  Illinois?  The  Chair  hears  none, 
and  it  is  so  ordered. 

Mr.  AIKEN.  Mr.  President,  once  in  a 
while  our  country  enjoys  a  real  bit  of 
good  fortune.  In  reading  the  ticker  this 
afternoon  I  think  today  is  one  of  our 
lucky  days.  I  read  that  President  Ken¬ 
nedy  has  announced  his  intention  to 
appoint  Arthur  Goldberg  to  the  Supreme 
Court  to  succeed  the  illustrious  Justice 
Frankfurter,  who  is  retiring. 

In  my  opinion,  Arthur  Goldberg  is  one 
of  the  most  conscientious  public  servants 
that  our  country  has  had.  He  is  an  able 
lawyer,  devoted  to  his  country,  and  a 
squareshooter  all  around.  He  will  make 
a  worthy  successor  to  the  great  Justice 
Felix  Frankfurter,  who  has  had  such  a 
long  and  meritorious  career  on  our  Su¬ 
preme  Court.  I  know  that  Arthur  Gold¬ 
berg  as  a  Justice  of  the  Supreme  Court 


will  make  a  record  of  which  we  will  all 
be  proud. 

I  wish  to  take  this  occasion  to  extend 
to  Arthur  and  to  his  wife  Dorothy  all 
the  good  things  of  life  that  they  both  so 
richly  deserve. 

Mr.  CARROLL.  Mi’.  President,  will 
the  Senator  yield? 

Mr.  HART.  Mr.  President,  will  the 
Senator  yield? 

Mr.  DOUGLAS.  Mr.  President,  I  yield 
to  the  Senator  from  Michigan,  with  the 
understanding  that  the  remarks  of  the 
Senator  will  follow  those  of  the  Senator 
from  Vermont  and  will  be  subsequent  to 
my  comments. 

Mr.  AIKEN.  I  was  going  to  have  my 
remarks  segregated  somewhat  from  the 
discussion  on  the  pending  bill. 

Mr.  CARROLL.  Mr.  President,  will  the 
Senator  yield? 

Mr.  AIKEN.  I  apologize  for  using  the 
word  “segregated,”  but  I  could  not  think 
of  another  one. 

Mr.  CARROLL.  Mr.  President,  will 
the  Senator  yield? 

Mr.  AIKEN.  If  I  have  the  floor,  I 
shall  yield. 

The  PRESIDING  OFFICER.  The 
Senator  from  Illinois  had  yielded  to  the 
Senator  from  Vermont.  Has  the  Sena¬ 
tor  from  Vermont  completed  his  discus¬ 
sion? 

Mr.  AIKEN.  I  have  completed  my 
statement. 

Mr.  HART.  Mr.  President,  will  the 
Senator  from  Illinois  yield? 

The  PRESIDING  OFFICER.  To 
whom  does  the  Senator  from  Illinois 
yield? 

Mi’.  DOUGLAS.  I  do  not  believe  the 
Senator  from  Vermont  has  finished  his 
statement. 

Mr.  AIKEN.  I  had  finished  the  state¬ 
ment.  I  had  not  taken  my  seat.  If  I 
am  permitted  to  yield  to  the  Senator 
from  Colorado  [Mr.  Carroll!  or  the  Sen¬ 
ator  from  Michigan  [Mr.  Hart],  I  shall 
be  glad  to  do  so.  Without  objection,  I 
will  yield  to  the  Senator  from  Colorado. 

The  PRESIDING  OFFICER.  With¬ 
out  objection,  the  Senator  from  Vermont 
yields  to  the  Senator  from  Colorado. 

Mr.  CARROLL.  Mr.  President,  I  com¬ 
mend  the  able  Senator  from  Vermont  for 
a  very  fine  statement.  I  desire  to  asso¬ 
ciate  myself  with  his  remarks.  As  a 
member  of  the  Senate  Committee  on 
the  Judiciary  I  listened  very  carefully 
to  the  President’s  press  conference  today. 
Of  course,  I  have  the  highest  regard  for 
Justice  Frankfurter,  who  has  served  his 
country  long  and  well  in  a  most  distin¬ 
guished  and  learned  career.  I  thought 
the  President’s  selection  of  Arthur  Gold¬ 
berg  was  outstanding.  I  know  him  pei- 
sonally.  I  have  observed  him  as  a  law¬ 
yer  as  an  administrator,  as  a  public 
servant.  He  has  appeared  before  the 
Senate  Committee  on  the  Judiciary  on 
several  important  occasions.  I  have  fol¬ 
lowed  his  work  as  Secretary  of  Labor. 
His  character,  his  public  service,  his  abil¬ 
ity,  his  integrity,  his  knowledge  of  the 
Constitution  and  the  history  of  America 
commands  the  respect  of  the  American 
people.  He  is  a  distinguished  lawyer. 
I  know  he  will  do  the  excellent  work 
that  we  all  expect  of  him  on  the  Supreme 
Court. 
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I  thank  the  Senator  from  Vermont  for 
his  very  fine  remarks. 

Mr.  HART.  Mr.  President,  whoever 
has  the  floor,  I  wish  he  would  yield  to 
me. 

Mr.  AIKEN.  Without  objection,  I 
yield  to  the  Senator  from  Michigan. 

Mr.  HART.  Mr.  President,  the  Sen¬ 
ator  from  Vermont  and  the  Senator  from 
Colorado  quite  properly  have  responded 
to  the  announcement  made  by  the  Pres¬ 
ident  with  respect  to  the  appointment 
of  Arthur  Goldberg  to  the  Supreme 
Court.  I  share  the  sentiments  expressed 
by  both  Senators.  I  have  a  very  deep 
conviction  that  as  the  record  of  that 
Court  is  written  in  the  generations 
ahead,  a  very  brilliant  chapter  will 
analyze  the  service  on  that  Court  by 
Arthur  Goldberg. 

Very  little  can  be  added  to  what  I 
thought  was  the  moving  expression  by 
the  Senator  from  Vermont.  Yet  I  be¬ 
lieve  that  the  resignation  of  Justice 
Frankfurter  and  the  appointment  of 
Arthur  Goldberg  should  remind  us  that 
controversy  is  not  foreign  to  the  life  of 
the  Supreme  Court.  In  recent  years  we 
have  been  inclined  to  think  that  for  the 
first  time  it  has  become  the  center  of 
controversy,  and  that  if  that  is  wrong, 
someone  is  at  fault. 

I  am  not  quite  old  enough  to  remem¬ 
ber  vividly  when  Justice  Frankfurter  was 
nominated  to  the  Supreme  Court.  How¬ 
ever,  I  have  read  some  of  the  comments 
that  then  were  made.  I  remember  some 
of  the  predictions  on  the  course  he  would 
take  on  the  bench.  We  know  now  that 
those  predictions  were  wrong.  Labels 
were  applied  to  him  then  which  are  the 
reverse  of  the  labels  that  have  been  ap¬ 
plied  now. 

In  making  the  appointment,  the  Pres¬ 
ident  has  been  properly  guided  by  the 
ultimate  assumption  that  the  courts 
shall  be  available  to  each  and  all,  and 
that  in  filling  a  vacancy  on  the  Court, 
the  President  is  not  looking  for  a  man 
who  will  consider  it  the  duty  of  the  Court 
to  stamp  automatically  with  approval 
every  prior  and  earlier  decision.  Cer¬ 
tainly  that  helps  to  insure  justice,  but 
it  does  not  insure  justice.  Sometimes, 
with  the  passage  of  time,  what  appeared 
to  be  just  and  right  in  one  generation 
later  proved  to  be  wrong  in  another 
generation. 

I  believe  that  Arthur  Goldberg  will  be 
sensitive  to  both  of  these  aspects  of  his 
Court  role.  As  one  member  of  the  Ju¬ 
diciary  Committee  I  shall  be  glad  to  give 
the  Senator  from  Colorado  [Mr.  Car- 
roll]  an  opportunity  to  affirmatively 
vote  for  the  confirmation  of  the  nomi¬ 
nation. 

Mr.  AIKEN.  I  wish  not  only  to  thank 
the  Senator  from  Illinois  [Mr.  Douglas] 
for  yielding  the  time,  and  to  say  that  the 
yielding  has  been  worth  while,  but  also 
to  congratulate  him  on  having  such  an 
able  and  distinguished  constituent  that 
the  President  has  seen  fit  to  choose  Ar¬ 
thur  Goldberg  of  Illinois  to  sit  on  the 
Supreme  Court  of  the  United  States. 

Mr.  DOUGLAS.  I  thank  the  Senator 
from  Vermont  and  the  Senator  from 
Michigan.  This  is  one  of  those  rare  oc¬ 
casions  when  it  is  delightful  to  be  in¬ 
terrupted  in  one’s  speech.  Earlier  this 


afternoon  I  had  the  pleasure  of  making 
the  announcement  that  the  President  had 
appointed  Mr.  Goldberg,  and  expressing 
to  the  Senate  my  great  pride  in  him  as 
an  individual,  and  my  great  pride  in  the 
President  of  the  United  States. 

Since  I  am  in  a  yielding  and  forgiving 
mood,  I  will  be  glad  to  yield  to  the  Sen¬ 
ator  from  Ohio,  who,  I  believe,  wishes 
to  present  an  amendment.  I  do  so  with 
the  understanding  that  all  of  these  in¬ 
terruptions  will  be  printed  at  the  con¬ 
clusion  of  my  remarks. 

The  PRESIDING  OFFICER.  Without 
objection  it  is  so  ordered. 


SUBSIDIZATION  OF  MASS  TRANS¬ 
PORTATION  SYSTEMS 

Mr.  LAUSCHE.  Mr.  President,  pend¬ 
ing  on  the  calendar  is  a  bill  which  con¬ 
templates  the  authorization  of  $500  mil¬ 
lion  in  grants  over  a  period  of  3  years 
as  a  subsidization  to  local  governmen- 
tally  operated  mass  transportation  sys¬ 
tems.  That  bill,  while  it  deals  substan¬ 
tially  with  commerce,  was  referred  to  the 
Banking  and  Currency  Committee  for 
consideration,  and  not  to  the  Commerce 
Committee,  where  it  properly  belonged. 

About  a  half-hour  ago  I  had  a  talk 
with  the  chairman  of  the  Commerce 
Committee,  the  Senator  from  Washing¬ 
ton  [Mr.  Magnuson],  telling  him  that  I 
contemplated,  if  and  when  the  bill  is 
called  up  for  consideration,  moving  that 
the  bill  be  sent  to  the  Commerce  Com¬ 
mittee  for  its  attention  and  considera¬ 
tion. 

The  Senator  from  Washington — not 
only  today,  but  also  when  the  bill  was 
sent  to  the  Banking  and  Currency  Com¬ 
mittee — agreed  with  the  Senator  from 
Ohio  that  the  bill  deals  primarily  with 
subjects  which  are  within  the  jurisdic¬ 
tion  of  the  Commerce  Committee. 

The  bill,  as  is  known  by  Members  of 
the  Senate,  contemplates  making  avail¬ 
able  $500  million  as  a  subsidy  to  local 
govemmentally  operated  transportation 
systems.  The  $500  million  is  a  mere 
drop  in  the  bucket  of  what  the  final  cost 
will  be  if  there  is  to  be  a  subsidization 
to  practically  1,300  privately  and  gov- 
ernmentally  owned  systems. 

If  that  whole  gamut  of  operations  is 
to  be  covered — and  in  my  opinion  the 
ultimate  result  of  the  provisions  will 
mean  that  all  of  them  will  have  to  be 
subsidized — in  my  judgment  the  amount 
needed  will  be  not  $500  million,  but  prob¬ 
ably  $12  to  $15  billion. 

Mr.  President,  the  subject  of  which  I 
speak  is  pertinent  in  connection  with 
the  general  subject  of  discussion  that  has 
been  taking  place  on  the  tax  bill.  It  will 
be  more  pertinent  when  the  tax  bill  of 
next  year  comes  before  the  Senate.  It 
will  be  pertinent  because  it  foretells  the 
complications  that  are  to  come  when  we 
decrease  taxes  but  increase  spending. 
Probably  a  dozen  bills  that  are  contem¬ 
plated  for  consideration  and  that  are 
pending  entail  expenditures  in  a  sum, 
when  placed  face  to  face  with  the  pur¬ 
pose  of  reducing  taxes,  which  in  the  end 
will  be  calamitous  to  our  whole  system. 

I  make  this  statement  so  that  the  Sen¬ 
ate  will  know  in  advance  that  when  the 
new  subsidy  bill  comes  before  this  body. 
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I  shall  ask  that  we  abide  by  the  rules  and 
send  the  bill  to  the  committee  which, 
under  the  rules,  legitimately  has  juris¬ 
diction  of  it. 

I  yield  the  floor. 


REVENUE  ACT  OF  1962 

The  Senate  resumed  the  consideration 
of  the  bill  (H.R.  10650)  to  amend  the 
Internal  Revenue  Code  of  1954  to  pro¬ 
vide  a  credit  for  investment  in  certain 
depreciable  property,  to  eliminate  cer¬ 
tain  defects  and  inequities,  and  for  other 
purposes. 

Mr.  SMATHERS.  Mr.  President,  I 
suggest  the  absence  of  a  quorum. 

The  PRESIDING  OFFICER  (Mr.  Bur¬ 
dick  in  the  chair).  The  clerk  will  call 
the  roll. 

The  legislative  clerk  proceeded  to  call 
the  roll. 

Mr.  SMATHERS.  Mr.  President,  I 
ask  unanimous  consent  that  the  order 
for  the  quorum  call  be  rescinded. 

The  PRESIDING  OFFICER.  Without 
objection,  it  is  so  ordered. 

Mr.  SMATHERS.  Mr.  President,  I  rise 
in  support  of  the  committee  amendment 
to  substitute  for  withholding  on  divi¬ 
dends  and  interest  a  requirement  for  the 
reporting  of  dividend  and  interest  pay¬ 
ments. 

As  a  member  of  the  Senate  Finance 
Committee  which  considered  this  pro¬ 
posal,  and  as  one  who  has  listened  to 
thousands  of  words  of  testimony  and  re¬ 
ceived  thousands  of  letters  from  con¬ 
stituents,  I  have  found  few  individuals 
or  organizations  expressing  any  senti¬ 
ment  in  favor  of  it. 

I  recognize,  of  course,  that  we  must 
find  a  way  which  will  enable  the  Treas¬ 
ury  Department  to  collect  all  of  the  tax 
revenue  due  from  these  taxpayers. 

Certainly,  I  would  not  favor  the  con¬ 
tinuation  of  the  existing  situation  in 
which  the  Treasury  Department  tells  us 
that  there  is  some  $850  million  to  a  bil¬ 
lion  dollars  of  tax  due  in  the  case  of  divi¬ 
dends  and  interest  which  presently  is  not 
being  paid. 

I  agree  that  we  must  find  a  way  to 
insure  the  payment  of  tax  due  on  these 
dividends  and  interest.  I  do  not  believe 
it  has  been  demonstrated,  however,  that 
withholding  is  the  best  procedure  for  as¬ 
suring  the  collection  of  this  tax. 

Withholding  has  been  presented  to  us 
as  a  simple  and  effective  procedure  for 
collecting  the  tax  due  on  dividends  and 
interest.  The  facts,  however,  do  not 
bear  this  out.  The  statutory  language 
included  in  the  House  bill  which  deals 
with  withholding  itself  covers  nearly  50 
pages.  But  this  is  not  the  major  con¬ 
sideration.  The  major  consideration  is 
the  effect  of  a  withholding  tax  law  on  the 
taxpaying  public,  on  the  businesses  and 
banks  paying  dividends  and  interest  to 
their  savers  and  shareholders,  and  the 
administrative  burdens  imposed  on  the 
Internal  Revenue  Service. 

First,  let  us  look  at  it  from  the  stand¬ 
point  of  the  individuals  receiving  divi¬ 
dend  and  interest  payments.  A  20-per¬ 
cent  withholding  rate,  as  provided  by 
the  House  bill,  would  be  very  burdensome 
to  many  taxpayers.  This  is  indicated 
by  the  fact,  which  is  substantiated  by  the 
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Internal  Revenue  Service,  that  the  av¬ 
erage  effective  tax  rate  on  adjusted  gross 
income  of  those  paying  tax  is  13.3  per¬ 
cent.  This  means,  right  to  begin  with, 
that  a  withholding  rate  of  20  percent  for 
the  average  taxpayers  means  “over¬ 
withholding”  to  the  extent  of  6.7  per¬ 
centage  points.  This  is  inevitable  in  a 
withholding  system  which  does  not  take 
into  account  personal  exemptions,  item¬ 
ized  deductions,  nor  even  the  standard 
deduction,  the  retirement  income  credit, 
or  the  special  exemption  for  the  aged. 

The  House  bill  itself  recognized  that 
a  flat  20 -percent  withholding  would  be 
too  burdensome,  and,  therefore,  pro¬ 
vided  an  exemption  certificate  system. 

This  exemption  certificate  system, 
however,  was  much  more  limited  in  its 
application  than  is  generally  understood. 
It  would  be  available  for  all  individuals 
under  age  18,  but  for  those  18  or  over 
the  exemption  certificates  could  be  used 
only  by  those  who  are  willing  to  certify 
before  the  beginning  of  the  year  that 
they  do  not  expect  to  have  any  tax  li¬ 
ability — I  emphasize  the  words  “any  tax 
liability.” 

Those  who  expected  to  have  $1  of  tax 
liability,  even  though  withholding  ex¬ 
ceeds  by  many  times  the  amount  of  that 
tax  liability,  nevertheless  would  not  be 
eligible  to  file  exemption  certificates. 

Moreover,  even  those  who  are  eligible 
to  file  exemption  certificates  under  the 
House  bill  would  have  to  file  a  separate 
certificate  each  year  for  each  separate 
bank  account  or  shareholding  or  patron¬ 
age  dividend  even  though  the  amount  of 
income  involved  was  only  $5  or,  for  that 
matter,  only  5  cents. 

In  many  cases  the  Government  would 
be  unjustly  enriched  in  these  situations 
because  the  taxpayers,  when  the  amounts 
were  small,  would  be  likely  to  neglect  to 
file  either  the  exemption  certificates  or  to 
claim  a  refund  at  the  end  of  the  year. 

For  taxpayers  with  any  tax  liability, 
the  quarterly  refund  was  the  only  pro¬ 
cedure  provided  by  the  House  bill  to  re¬ 
store  overwithheld  amounts  before  the 
end  of  the  year. 

This  still  would  deprive  the  taxpayer 
of  the  use  of  his  own  funds  for  at  least 
a  portion  of  the  year.  It  also  would  pre¬ 
sent  him  with  the  nuisance  and  worry 
of  having  to  file  a  quarterly  refund 
claim. 

Only  one  refund  claim  could  be  filed 
by  the  taxpayer  during  any  quarter.  As 
a  result,  if  he  received  dividend  or  in¬ 
terest  income  from  more  than  one  source 
and  this  income  was  paid  to  him  at  dif¬ 
ferent  times  during  the  quarter,  he  would 
have  to  wait  until  after  the  receipt  of 
the  last  income  during  the  quarter  be¬ 
fore  filing  the  refund  claim — if  he  hoped 
to  receive  a  refund  with  respect  to  this 
amount  at  that  time. 

As  a  result,  if  a  taxpayer  received  in¬ 
come  both  early  and  late  in  the  quarter, 
he  would  be  deprived  of  the  use  of  20 
percent  of  at  least  part  of  this  income  re¬ 
ceived  for  the  entire  3 -month  period. 

In  addition,  a  period  of  time  would 
elapse  after  the  refund  claim  was  filed 
before  the  Government  returned  the 
money  to  the  taxpayer. 

The  Treasury  Department  has  said 
that  this  could  be.  done  in  3  or  4  weeks. 


Personally,  I  would  be  inclined  to  doubt 
whether  in  practice  it  would  actually  be 
quite  this  soon.  In  any  case,  this  can 
mean  that  the  taxpayer  would  be  de¬ 
prived  of  the  use  of  his  own  funds  for 
a  period  of  up  to  approximately  4 
months.  This,  of  course,  could  reoccur 
each  quarter  with  respect  to  the  income 
received  in  that  quarter.  As  a  result 
of  this,  the  proposed  withholding  sys¬ 
tem  would  deprive  taxpayers  of  the  use 
of  their  own  funds  for  living  expenses  for 
an  average  period  of  up  to  4  months,  or 
deprive  them  of  the  investment  return 
on  the  average  for  up  to  the  same 
4-month  period. 

I  should  also  point  out  that  since  for 
the  fourth  quarter  of  the  year  the  regu¬ 
lar  refund  provision  would  not  be  avail¬ 
able,  the  taxpayer  would  have  to  claim 
the  refund  for  this  quarter  on  his  regu¬ 
lar  tax  return.  The  delay  in  this  case 
might  be  still  longer  than  I  have  indi¬ 
cated.  This  would  be  likely,  because  it 
probably  would  require  additional  time 
for  the  taxpayer  to  prepare  his  regular 
tax  return  since  he  would  have  to  wait 
for  his  W— 2  withholding  slip  from  his 
employer — which  probably  would  be  well 
along  in  January — before  filing  his 
return. 

The  worry  and  concern  involved  in 
filing  this  quarterly  refund  claim  for  the 
small  taxpayer  can  hardly  be  imagined. 
Filing  an  annual  tax  return  is  something 
he  has  gradually  become  accustomed  to 
over  a  long  period  of  time.  In  any  case, 
the  quarterly  refund  claim  would  be 
.  quite  new  to  him. 

On  this  he  would  have  to  list  his  ex¬ 
emptions  and  any  retirement  income 
credit  he  expects.  Next,  he  would  have 
to  substract  any  nondividend  or  non¬ 
interest  income  he  received.  Then,  for 
what  would  certainly  appear  to  be  an 
unknown  reason  to  him,  he  would  have 
to  multiply  what  was  left  after  this  sub¬ 
traction  by  22  percent.  Next  he  would 
have  to  list  any  dividend  and  interest 
income  he  received  during  the  quarter, 
and  determine  20  percent  of  this  amount. 
The  result  then  would  be  subtracted 
from  the  previous  computation.  While 
this  would  be  all  of  the  computing  the 
taxpayer  would  have  to  do  in  the  first 
quarter,  if  there  were  changes  in  the 
subsequent  quarters  he  would  have  to 
go  through  the  computations  again  and 
take  into  account,  in  addition  to  all  that 
I  have  already  mentioned,  the  amounts 
which  had  been  refunded  in  prior 
quarters. 

Another  area  of  complexity  for  the 
taxpayer  would  be  in  filing  his  regular 
tax  return.  The  complexity  here  in¬ 
volves  the  so-called  gross-up  procedure. 
This  is  the  procedure  whereby  the  tax¬ 
payer  would  be  required  to  enter  on  his 
tax  return  the  net  interest  or  dividends 
received  and  then  to  increase  this 
amount  by  one-fourth.  Taxpayers  would 
have  difficulty  in  understanding  why  they 
should  report  more  dividend  or  interest 
income  than  they  received. 

In  addition,  the  instructions  with  the 
tax  return  would  have  to  have  detailed 
information  indicating  that  some  divi¬ 
dends  and  interest  should  be  grossed-up 
while  others  should  not  be. 


This  would  make  it  necessary  to  have 
separate  boxes  on  the  tax  return  for 
dividends  to  be  grossed  up  and  dividends 
not  to  be  grossed  up,  and  for  interest 
to  be  grossed  up  and  for  interest  not  to 
be  grossed  up. 

Next,  the  taxpayer  would  have  to  fig¬ 
ure  out  into  which  of  the  particular  boxes 
he  should  place  the  type  of  interest  or 
dividend  income  which  he  received.  In¬ 
terest  income  received  from  other  indi¬ 
viduals,  for  example,  he  would  enter  in 
the  box  whei-e  no  gross-up  was  to  be 
provided.  Similarly,  dividend  income  re¬ 
ceived  from  foreign  corporations  would 
go  in  the  box  where  no  gross-up  was  to 
apply.  Moreover,  if  he  erred  and  got 
such  dividends  or  interest  in  the  wrong- 
box  on  his  return,  there  would  be  a  wind¬ 
fall  gain  for  the  Government. 

I  believe  it  is  abundantly  clear  that 
the  exemption  certificate  and  refund 
procedure  that  I  have  outlined  above 
would  be  complicated. 

These  procedures  would  be  sufficiently 
complicated  to  the  point  that  those  with 
small  accounts  would  be  unlikely  to  go 
to  the  bother  of  obtaining  the  necessary 
information  to  get  their  money  back 
when  no  tax  was  owed. 

It  has  been  estimated  that  there  are 
79  million  savings  accounts  in  the  Na¬ 
tion  on  which  less  than  $5  would  be 
withheld  each  year.  This  is  wholly  apart 
from  the  school  savings  accounts  which 
would  be  specifically  exempted  from  the 
House  withholding  provision. 

It  is  quite  likely  that  in  a  large  pro¬ 
portion  of  these  cases  no  tax  would  be 
due,  but  because  of  the  complexity  in 
obtaining  an  exemption  certificate  or 
quarterly  refund  the  taxpayer  would  fail 
to  get  back  the  withheld  amount  due 
him.  As  a  result,  the  Treasury  would 
obtain  a  windfall  gain  and  the  taxpayers 
would  suffer  a  windfall  loss. 

Still  another  problem  presented  for 
the  taxpayer  by  the  withholding  provi¬ 
sions  is  the  fact  that  the  withholding 
system  would  interfere  with  the  tax¬ 
payer’s  choice  as  to  which  funds  he  would 
accumulate  and  as  to  which  funds  he 
would  use  to  pay  his  taxes. 

Many  individuals  have  embarked  on 
planned  savings  programs  whereby  they 
intend  to  accumulate  a  certain  fund  of 
capital  for  a  particular  purpose  such  as 
retirement,  a  college  education  for  their 
children,  or  for  some  other  special  pur¬ 
pose. 

To  accomplish  this  purpose  they  plan 
to  set  aside  a  given  amount  of  money 
periodically  so  that  at  a  given  time  this 
accumulation  will  reach  a  predetermined 
amount.  Included  in  their  calculation  is 
a  compounding  of  the  dividend  and  in¬ 
terest  income. 

Moreover,  some  specialized  funds  are 
set  up  in  such  a  manner  as  to  make  such 
an  accumulation  a  permanent  feature  of 

their  plan.  . 

By  withholding  on  dividends  and  in¬ 
terest,  we  would  prevent  the  taxpayer 
from  using  his  discretion  in  paying  taxes 
due  out  of  other  funds  such  as  current 
income.  In  this  way,  the  withholding 
provision  would  penalize  the  saver  with  a 
planned  saving  program. 

The  scope  of  the  problem  for  the  pay¬ 
ors  of  dividends  and  interest  is  indicated 
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by  the  number  of  the  various  types  of 
accounts  or  stock  on  which  there  would 
be  withholding. 

Savings  and  loan  associations  in  1961 
had  over  32  million  savings  accounts. 
Mutual  savings  banks  had  nearly  23  mil¬ 
lion  such  accounts.  Credit  unions  have 
12  million  more.  Commercial  banks  ac¬ 
count  for  62  million  more  savings  ac¬ 
counts,  and  postal  savings  slightly  over 
a  million  additional.  In  all,  it  has  been 
estimated  that  there  are  some  130  mil¬ 
lion  savings  accounts  in  the  Nation. 

In  addition,  the  House  provision  calls 
for  withholding  on  policyholder  divi¬ 
dends  which  are  left  to  accumulate  with 
the  insurance  companies.  The  House 
provision  also  applies  to  dividends  of 
various  corporations.  There  are  118  mil¬ 
lion  policyholders  in  insurance  com¬ 
panies,  a  large  proportion  of  which  un¬ 
doubtedly  will  accumulate  policyholder 
dividends.  In  the  case  of  corporations 
generally,  there  are  some  17  million 
shareholders  in  the  country. 

At  the  present  time  the  relationship 
between  these  savers  and  stockholders 
and  the  payors  frequently  is  an  imper¬ 
sonal  one,  and  the  contact  of  the  payors 
with  these  recipients  of  dividends  and 
interest  frequently  is  handled  solely  or 
primarily  by  the  mails. 

A  withholding  tax  and  the  accom¬ 
panying  exemption  certificates  would 
force  these  payors  into  a  much  more  ex¬ 
tensive  and  elaborate  correspondence,  or 
contact  with  their  savers  and  sharehold¬ 
ers  to  inform  them  of  the  withholding 
tax,  to  answer  their  particular  questions 
as  to  how  it  works  in  individual  cases, 
and  then  to  find  out  whether  they  wish 
to  file  an  exemption  certificate  and  to 
explain  to  them  how  this  works. 

The  initial  burden  for  the  payors  is  an 
exceedingly  heavy  one,  because  in  reality 
the  payors,  in  order  to  keep  their  cus¬ 
tomers,  must  explain  to  them  how  the 
system  works,  and  educate  them  as  to 
how  to  claim  quarterly  refunds  or  file  ex¬ 
emption  certificates.  This  is  not  solely 
a  one-shot  proposition,  however,  as  the 
exemption  certificates,  under  the  House 
bill,  are  annual,  which  will  require  a  re¬ 
newal  of  these  contacts  or  correspond¬ 
ence  each  year. 

In  addition  to  this  educational  prob¬ 
lem  with  interest  and  dividend  recipi¬ 
ents,  the  payors  must  also  classify  their 
savers  or  stockholders  according  to  the 
circumstances  surrounding  their  exemp¬ 
tion  or  absence  of  exemption  from  with¬ 
holding. 

Since  most  payors  of  dividends  and  in¬ 
terest  classify  their  accounts  or  stock¬ 
holders  on  an  alphabetical  or  numerical 
basis,  this  new  classification  will  change 
almost  completely  the  procedure  they 
use.  It  will  not  be  limited  merely  to  two 
categories,  those  exempt  and  those  not 
exempt. 

The  types  of  accounts  will  have  to  be 
segregated  and  placed  under  separate 
cantrols  and  at  least  include  the  follow¬ 
ing  categories: 

First.  Accounts  of  individuals  under 
17  for  which  exemption  certificates  have 
been  filed.  A  separate  classification  is 
needed  in  this  case  since  these  certifi¬ 
cates  expire  automatically  in  the  calen¬ 


dar  year  in  which  the  individual  reaches 
the  age  of  18. 

Second.  Individuals  over  17  for  whom 
temporary  exemption  certificates  have 
been  filed. 

Third.  Accounts  for  tax-exempt  or¬ 
ganizations. 

Fourth.  School  savings  accounts,  since 
these  are  nonsubject  to  withholding. 

Fifth.  Accounts  of  States,  municipali¬ 
ties,  their  agencies  and  instrumentalities. 

Sixth.  Accounts  of  nonresident  aliens. 
As  under  existing  law  these  accounts  may 
have  to  be  subdivided  according  to  treaty 
rate  in  each  case. 

Seventh.  All  other  accounts. 

Additional  problems  will  arise  for  the 
payors  in  their  handling  of  trust  ac¬ 
counts.  The  House  withholding  provi¬ 
sion  is  silent  as  to  the  manner  in  which 
these  accounts  are  to  be  handled  thereby, 
apparently  precluding  the  filing  of  ex¬ 
emption  certificates  in  their  case.  Yet 
the  beneficiary  in  any  of  these  accounts 
might  be  a  person  who  would  otherwise 
qualify  for  the  filing  of  an  exemption 
certificate. 

The  administration  of  the  proposed 
system  of  withholding  on  dividends  and 
interest  would  be  far  from  simple  for 
the  Internal  Revenue  Service. 

The  educational  program  which  will 
have  to  be  carried  on  by  the  payors  must 
also  be  shared  with  the  employees  of  the 
Internal  Revenue  Service.  They,  too, 
will  be  called  upon  in  thousands  of  cases 
to  explain  why  an  individual  is  receiving 
20  percent  less  than  the  amount  ex¬ 
pected,  should  the  withholding  provision 
be  adopted. 

The  Internal  Revenue  Service  would 
also  be  faced  with  the  necessity  of  de¬ 
veloping  a  new  program  for  handling 
the  quarterly  refunds.  It  would  un¬ 
doubtedly  require  an  entirely  new  and 
distinct  unit  in  the  Internal  Revenue 
Service  to  handle  these  special  refunds. 

The  Internal  Revenue  Service  would 
also  find  its  auditing  problem  consid¬ 
erably  increased  or  else  put  up  with 
numerous  opportunities  for  tax  avoid¬ 
ance.  It  would  be  required  to  follow 
through  on  the  exemption  certificates, 
in  a  large  number  of  cases  to  make  sure 
that  the  individuals  involved  really  had 
no  tax  liability.  Not  to  do  so  would  be 
an  invitation  to  file  these  exemption 
certificates  even  though  tax  was  due. 
It  would  have  to  carefully  check  the  re¬ 
turns  of  those  who  claimed  quarterly 
refunds  to  make  sure  that  the  interest 
and  dividend  refunds  were  actually  at¬ 
tributable  to  dividends  or  interest 
received. 

Another  check  would  be  necessary  to 
make  sure  that  these  refunds  are  px-op- 
erly  reported  on  the  final  tax  returns. 
A  still  further  check  would  be  necessary 
to  be  sure  that  there  is  no  overlapping 
of  the  filing  of  exemption  certificates 
with  the  claiming  of  quarterly  refunds. 

Frequently  the  statement  is  made  “We 
have  withholding  on  salaries  and  wages, 
why  are  dividends  and  interest  recipients 
so  much  better  that  there  should  not  be 
withholding  on  them?”  There  are,  how¬ 
ever,  many  differences  which  make  a 
withholding  system  much  less  practical 
in  the  case  of  dividends  and  interest. 
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In  the  case  of  wage  and  salary  with¬ 
holding,  it  is  possible  to  calculate  quite 
closely  the  actual  amount  of  tax  owed 
by  the  individual  involved.  Here  it  is 
possible  to  take  into  account  the  number 
of  his  exemptions,  as  well  as  the  10 -per¬ 
cent  standard  deduction. 

On  the  other  hand,  the  20-percent 
withholding  for  interest  and  dividends 
provided  by  the  House  bill  makes  no  al¬ 
lowance  for  exemptions  and  no  allow¬ 
ance  for  the  standard  deduction.  In  the 
case  of  dividends  received  it  makes  no 
allowance  for  the  4-percent  credit  or  the 
$50  exclusion.  In  addition,  the  20-per¬ 
cent  rate  itself  is  substantially  over  the 
average  effective  rate  applying  to  indi¬ 
viduals  generally. 

In  the  case  of  wage  and  salary  with¬ 
holding,  the  taxpayer  normally  deals 
with  only  one  employer,  with  whom  he 
comes  in  frequent  contact,  either  directly 
or  with  the  employer’s  agent. 

In  the  case  of  dividends  and  interest, 
the  recipient  may  deal  with  numerous 
corporations  with  which  he  never  comes 
in  contact,  except  through  the  mails. 

Though  the  wage  and  salary  with¬ 
holding  requires  a  large  and  complex 
collection  system,  the  revenue  yield  of 
some  $20  billion  makes  it  more  practical 
compared  to  setting  up  a  similar  but 
more  complicated  method  where  the  ag¬ 
gregate  amount  involved  would  be  less 
than  one-twentieth  of  this  amount. 

The  Finance  Committee,  for  reasons 
such  as  those  that  I  have  outlined — and 
there  are  many  others  which  I  presume 
will  be  gone  into  later  on  in  the  debate — 
abandoned  the  idea  of  the  withholding 
system  and  substituted  procedures  for 
improved  dividend  and  interest  report¬ 
ing. 

The  committee  amendment  requires 
payors  of  dividends  and  interest  to  re¬ 
port  both  to  the  Internal  Revenue  Serv¬ 
ice  and  to  the  taxpayers  receiving  divi¬ 
dends  and  interest  from  any  payor  of 
$10  or  more. 

At  the  present  time,  payors  of  divi¬ 
dends  report  this  information  to  the 
Treasury  but  most  of  them  do  not  do 
so  on  an  annual  basis  and  no  copies  of 
this  information  are  required  to  be  sent 
to  the  taxpayer  although  it  is  under¬ 
stood  that  some  do  so  on  a  voluntary 
basis. 

In  the  case  of  interest  no  report  is 
made  to  the  Treasury  unless  the  amount 
involved  exceeds  $606  per  year  per  payor. 

I  am  convinced  that  requiring  report¬ 
ing  to  the  Internal  Revenue  Service  of 
all  dividend  and  interest  payments  of 
$10  or  more,  coupled  with  the  require¬ 
ment  that  this  information  also  be  pre¬ 
sented  to  the  taxpayer  on  an  annual 
basis,  will  result  in  an  immediate  sub¬ 
stantial  increase  in  collecting  the  tax 
due  on  dividends  and  interest.  In  the 
long  run,  as  the  Internal  Revenue  Serv¬ 
ice  automatic  data  processing  system  be¬ 
comes  effective,  it  should  result  in  the 
collection  of  substantially  as  much  as 
a  withholding  system. 

On  that  point  I  should  like  to  add  that 
this  morning’s  issue  of  the  Wall  Street 
Journal  contained  a  story,  apparently 
issued  by  the  Internal  Revenue  Service, 
that  the  Service  is  rapidly  installing  and 
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putting  into  effect  the  system  of  num¬ 
bering  accounts.  Once  the  numbered 
account  system  is  in  operation,  under 
the  law  the  Internal  Revenue  Service 
would  require  the  information  to  go  out 
to  the  recipients  of  dividends  and  inter¬ 
est.  When  that  program  has  been  finally 
completed,  which  we  believe  will  be  with¬ 
in  a  year  or  18  months,  we  believe  the 
money  due  and  owing  to  the  Govern¬ 
ment  will  be  paid. 

One  point  should  be  made  abundantly 
clear,  and  that  is  that  the  average  tax¬ 
payer  is  honest  and  wants  to  report  all 
income  received  for  tax  purposes. 

I  am  not  one  of  those  who  believe  that 
all  the  savers  and  interest  receivers  and 
all  dividend  receivers  in  my  State  or  for 
that  matter  any  other  State,  are  crooks. 
I  believe  that  in  most  instances  those 
people  would  be  willing  to  pay  their 
taxes,  but  that  the  truth  of  the  matter 
is  they  have  not  realized  that  they  are 
supposed  to  pay  a  tax  on  some  of  their 
accumulations,  particularly  in  savings 
accounts,  when  only  $5  or  $6  in  interest 
is  added  in  their  passbook  possibly  on  a 
yearly  basis.  I  do  not  believe  those  peo¬ 
ple  are  willful  tax  dodgers.  I  believe 
that  if  they  knew  that  they  were  sup¬ 
posed  to  pay  a  tax  on  their  accumula¬ 
tions  in  most  instances  they  would  pay 
the  tax. 

I  believe  that  the  notification  system 
would  bring  about  this  information  on 
the  part  of  the  recipients  of  dividends 
and  interest  payments  and  that  they 
in  turn  will  then  make  the  payments 
which  are  due  and  owing.  Certainly 
with  the  system  of  notification  and  the 
processing  of  the  numbering  system,  the 
IBM  machines  would  be  able  to  pick  out 
very  quickly  the  few  persons  who  have 
received  payments  of  dividends  and  in¬ 
terest  and  who  have  not  reported  them 
on  their  tax  returns.  It  would  be  very 
easy  to  ascertain  who  has  not  paid  his 
tax  when  we  get  this  system  working, 
and  we  expect  that  it  will  be  working 
within  the  next  year  or  18  months. 

The  main  reason  why  interest  and 
dividends  are  not  reported  as  income  in 
the  majority  of  cases  is  because  of  the 
fact  that  the  taxpayer  did  not  know 
this  should  be  done.  These  individuals 


are  not  tax  dodgers  or  tax  evaders.  If 
they  had  known  that  under  our  com¬ 
plex  tax  system  they  should  have  re¬ 
ported  all  interest  and  dividends  re¬ 
ceived  as  income  they  would  have  done 
so.  With  the  reporting  system,  as  rec¬ 
ommended  by  the  Finance  Committee, 
placed  in  effect  this,  in  my  opinion,  will 
provide  an  effective  means  of  making 
sure  that  all  taxpayers  report  taxable 
income  from  whatever  source  received. 

Let  me  list  a  few  of  the  reasons  why 
the  reporting  system  will  accomplish  this 
objective: 

First.  In  many  instances  the  taxpayer 
does  not  know  the  actual  amount  of  in¬ 
terest  paid  or  credited  to  his  account. 
Obviously,  if  the  taxpayer  does  not  know 
how  much  interest  he  has  received,  he 
cannot  be  at  all  accurate  in  reporting  this 
income  on  his  tax  return.  In  the  case  of 
most  savers,  the  dividends  or  interest 
which  they  earn  on  their  account  is  not 
paid  to  them  in  cash,  but  rather  is  credit¬ 
ed  to  their  account  balance.  The  only 
way  a  saver  knows  the  exact  amount  of 
his  interest  or  dividend  income  is  to  have 
this  amount  credited  to  his  passbook. 
In  the  case  of  a  substantial  number  of 
savers,  passbooks  are  not  presented  to 
the  financial  institution  for  such  credit¬ 
ing  early  enough  in  the  year  to  provide 
them  with  this  information.  By  sending 
form  1099  to  these  savers,  this  problem 
will  be  overcome  and  savers  will  be  fully 
and  properly  informed  as  to  the  amount 
of  dividends  and  interest  credited  to 
their  accounts. 

Second.  Many  savers  and  investors 
who  do  receive  dividends  and  interest 
by  check  are  not  accustomed  to  main¬ 
taining  accurate  records  regarding  this 
type  of  income.  Consequently,  they  may 
have  forgotten  the  amount  they  received 
by  the  time  they  file  their  tax  returns. 
By  sending  taxpayers  form  1099,  this 
problem  will  be  eliminated. 

Third.  Treasury  officials  admit  that 
ignorance  on  the  part  of  the  taxpayer 
that  dividend  and  interest  income  is  sub¬ 
ject  to  Federal  income  tax  has  been 
a  major  contributing  factor  to  the  un¬ 
der-reporting.  When  corporations  send 
this  taxpayer  an  official  income  tax  form 
stating  the  amount  which  he  has  received 


during  the  previous  year  and  emphasiz¬ 
ing  the  fact  that  this  income  is  subject 
to  tax  and  should  be  included  as  such 
in  his  tax  return,  this  problem  will  be 
overcome. 

Fourth.  The  saver  or  investor  who  in 
the  past  has  deliberately  failed  to  report 
his  dividend  and  interest  income  no 
longer  will  be  inclined  to  do  so  now  that 
he  knows  that  the  Treasury  has  been 
notified  as  to  the  amount  of  this  type  of 
income  that  he  has  received. 

The  fact  that  there  is  a  considerably 
higher  percentage  of  corporate  dividends 
reported  on  individual  income  tax  re¬ 
turns  than  interest  payments — 92  per¬ 
cent  versus  73  percent  of  the  payments 
attributable  to  taxable  individuals — un¬ 
doubtedly  is  due  to  the  fact  that  these 
individuals  know  the  amount  of  their 
corporate  dividends  and  know  that  the 
Treasury  has  been  informed.  By  re¬ 
ducing  the  level  of  interest  reporting 
from  $600  to  $10,  it  is  only  logical  to 
assume  that  reporting  of  interest  in¬ 
come  will  increase  considerably. 

It  is  clear  that  the  installation  of  au¬ 
tomatic  data  processing  equipment,  the 
tax  numbering  system,  and  an  improved 
system  for  dividend  and  interest  re¬ 
porting  can  result  in  the  virtual  elimina¬ 
tion  of  the  loss  of  revenue  resulting  from 
the  nonpayment  of  tax  on  dividend  and 
interest  income. 

Let  us  not  abandon  these  tools  which 
are  available  and  in  their  place  hang 
the  millstone  of  withholding  around  the 
neck  of  the  American  taxpayer.  On 
four  previous  occasions  the  Senate  has 
defeated  this  withholding  proposal. 

In  my  judgment  and  the  judgment  of 
the  majority  of  the  members  of  the  Com¬ 
mittee  on  Finance,  and  I  believe  it  will 
be  the  judgment  of  the  Senate  again, 
this  so-called  withholding  of  interest  and 
dividends  proposal  should  be  defeated. 

Mr.  President,  I  ask  unanimous  con¬ 
sent  to  have  printed  in  the  Record  at 
this  point  copies  of  the  various  complex 
forms,  prepared  by  the  Treasury  Depart¬ 
ment,  which  would  be  used  if  the  with¬ 
holding  provision  were  adopted. 

There  being  no  objection,  the  forms 
were  ordered  to  be  printed  in  the  Record, 
as  follows: 


Exemption  certificate,  form  No.  1 


Proposed 

Form 

U.S.  Treasury  Department — Internal  Revenue  Service 

Exemption  Certificate  From  Withholdino  on  Dividends  and  Interest 

File  with  payor  named  below.  (See  instructions  on  reverse  side) 

o 

1.  Identification  Number 
(See  instrjictions) 

814-91-2078 

2.  TO:  Name  of  Dividend  or  Interest  Payor 

Anytown  Bank 

3.  FROM:  Name  of  person  claiming  exemption 

John  F.  and  Mary  L.  Smith 

Address  (number  and  street) 

1412  Main  Street 

Address  (number  and  street) 

1000  Oak  Street 

city,  town,  or  post  office  zone  State 

Anytown  12  Md. 

city,  town,  or  post  office  zone 

Anytown  b 

(a)  □  I  will  be  under  18  years  of  age  as  of  the  close  of  the  first  calendar  year  for  which  this  certificate  is  effective.  Date  of  birth  jay  year) 

(b)  b  I  will  be  18  or  over  as  of  the  close  of  the  first  calendar  year  for  which  this  certificate  is  effective  and  reasonably  believe  that  no  tax  liability  will  be  due  for  my  taxa  to 

year  In  which  this  certificate  goes  into  effect. 

(c)  □  Tax  exempt  organization.  Mary  L.  Smith  11-26-62 

Sign  here  John  F  Smith  11-26-62  of  for  husband  and  wife  both  must  sign)  (Wife’s  signature  &  date) 

(Signature  and  date)  ^ 


No.  155- 
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WITHHOLDING  ON  DIVIDENDS  AND  INTEREST 

The  attached  forms  illustrate  how  the 
quarterly  refund  system  would  operate  for 
Mr.  and  Mrs.  Jones,  a  retired  couple  both 
over  age  65: 

The  Jones  family  receives  the  following 


income  during  1963: 

Mr.  Jones: 

Dividends  from  General  Motors 

(paid  quarterly) _  1  $800 

Social  security  benefits _  1,  200 

Pension  (all  taxable) _  1,200 

Mrs.  Jones: 

Dividends  from  General  Electric 

(paid  quarterly) _  1  400 

Joint  income: 

Interest  on  savings  account  (paid 

quarterly) _ 1  2,000 


Total _  5,  600 


The  Jones  expect  to  itemize  deductions  for 
the  year  and  believe  that  they  will  have 
$1,000  of  deductions. 

As  shown  on  the  forms,  the  Jones  have 
a  refund  ceiling  for  the  year  of  $440  and 
will  receive  quarterly  refunds  of  $160,  $160, 
and  $120  respectively.  They  will  claim  a 
refund  of  $56  on  their  tax  return  for  the 
year  computed  as  follows: 

Dividends  and  interest  (less  $100 


exclusion) _ _ _ $3,100 

Pensions _  1,  200 

Total _  4,  300 


Less  : 

Personal  exemptions _  2, 400 

Itemized  deductions _  1, 000 

Total -  3,  400 

Taxable  income _  900 

=-■  ■■  .a 

Tax  at  20  percent _  180 

Less  4  percent  dividend  credit _  36 

Balance _ 144 

Credit  for  tax  withheld _  200 

Refund _  56 


1  Gross  amount  including  tax  withheld. 


First  quarter  refund  claim,  form  No.  2 


Proposed  |  Initial  Claim  for  Refund  of  Tax  Withheld  From  Dividends  and  Interest  of  Individual  Taxpayers 

form  |  File  only  one  claim  in  each  quarter.  (See  separate  instructions.) 


Please 

Print 

1.  Name 

John  F.  and  Mary  L.  Jones 

2.  Your  Identification  Number 

514-91-2078 

-► 

Address  (number  and  street) 

3.  Wife’s  Identification  Number 

964  Oak  Street 

141-16-9940 

(city,  town,  or  post  office) 

(zone) 

State  0 

4.  Claim  covers  period: 

Anytown 

6 

Md. 

from  Jan.  1,  1963  to  March  31,  1963 

Dividends  and  Interest  Received  From  Which  Federal  Income  Tax  Was  Withheld  During  Period  Shown  in  Item  4 


Name  of  Payor 

Amount  received 
after  withholding 

E.  General  Motors . . . . . . . . . .  . 

General  Electric . . . . . _ . 

First  National  Bank. . . . . . 

6.  Total.. . . . 

160.00 

U.S.  Treasury  Department— Internal  Revenue  Service  complete  and  sign  other  side 

—front— 


Tab  Card  1%  x  VA 


Refund  Computation 


8.  Enter  amount  shown  on  line  7,  page  1— . 

$  160.00 

440.00 

9a.  Number  of  exemptions  4,  multiplied  by  $600 . . . . 

2,400.00 

1,000.00 

b.  Estimated  deductions:  Standard  or  itemized _ _ __ 

c.  Enter  your  estimated  retirement  income,  (see  instructions) _ 

10.  Total  of  lines  9a,  b,  and  c _ _ _ 

3,400.00 

11.  Estimated  income  (except  dividends  and  interest  subject  to  withholding) _  . 

1,200.00 

12.  Line  10  less  line  11. . 

2r  200  00 

13.  20  per  cent  of  the  amount  on  line  12 

14.  Refund  claimed.  Amount  on  line  8  or  13,  whichever  is  smaller.  (Refund  will  be  made  for  this  quarter  only  if  claim  amounts  to  $10. 

or  more) .  _ 

$  160. 00 

I  declare  under  the  penalties  of  perjury  that  this  claim  has  been  examined  by  me  and  to  the  best  of  my  knowledge  and  belief  is  true  and  correct. 

John  F  Jones  4-1-63  Mary  L.  Jones  4-1-63 

tbignature  ana  aatej  (If  joint  claim,  both  husband  and  wife  must  sign)  (Wife’s  signature  &  date) 


1962 
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Second  quarter  refund  claim,  to  be  mailed  to  taxpayer  by  Internal  Revenue  Service,  Form  No.  3 


Promised  Form  Claim  foe  Refund  of  Tat  Withheld  From  Dividends  and  Interest 

for  Use  in  Claiming  Additional  Refund  for  3-Month  Period  Beginning  Apr.  1,  1963 


Please 

Print 

Name 

•  John  F.  and  Mary  L.  Jones 

Claim  No. 

614-91-2078 

A.  Estimated  refund  ceiling  for  year 
•  440.00 

. 

Address  (number  and  street) 

•  964  Oak  Street 

B.  Refunds  previously  made 
•  160.00 

City,  town,  or  post  office 
•  Anytown 

Zone 

6 

State 

Md. 

O.  Balance  of  estimated  refund  ceiling 
•  280.00 

To  claim  your  additional  refund,  please  answer  the  following  question  and  furnish  the  information  required:  Has  there  been  any  change  in  your  income  tax  exemptions,  esti¬ 
mated  deductions,  retirement  income  credit,  or  an  increase  of  more  than  $100  in  the  other  income  amounts  as  reported  in  your  original  claim? 


□  Ves  0  No 

D  If  “No”  complete  Schedule  A  on  reverse  and  enter  amount  from  line  3,  Schedule  A.  $160.00 
’  Your  refund  will  be  the  smaller  of  Item  C  or  D.  Refund  will  be  made  for  this  quarter  only  if  claim 
amounts  to  $10  or  more. 

E.  If  “Yes”,  complete  Schedules  A  and  B  on  reverse. 


I  declare  under  the  penalties  of  perjury  that  this  claim  has  been  examined  by  me  and  to  the  best  of  my  knowledge  and  belief  is  true  and  correct. 


Sign  here  —John  F.  Jones  7-1-63 . — - . - 

(Signature  and  date)  (If  joint  claim,  both  husband  and  wife  must  sign) 

•Filled  out  by  Internal  Revenue  Service. 


.Mary  L.  Jones  7-1-63 . 

(Wife’s  signature  and  date) 


Schedule  A.— Dividends  and  Interest  Received  From  Which  Federal  Income  Tax  Was  Witoiield  During  Period  Covered  by  This  Claim 


Name  of  Payor 

Amount  received 
after  withholding 

$240. 00 

400. 00 

640.00 

160.00 

Schedule  B. — Refund  Computation  (Complete  only  if  the  question  on  the  face  of  this  form  is  answered  “Yes.”) 


6.  Estimated  income  (except  div.  and  int.  subject  to  withholding) . - . 

9.  Less:  Amounts  withheld  on  dividends  and  interest  previously  claimed . 

11.  Refund  claimed.  Amount  on  line  3  or  10,  whichever  Is  smaller  (Refund  will  be  made  for  this  quarter  only  if  claim  amounts  to  $10  or  more) - 

$ 

Third  quarter  refund  claim,  to  be  mailed  to  taxpayer  by  Internal  Revenue  Service,  Form  No.  3  A 


Proposed  Form 


Claim  for  Refund  of  Tax  Withheld  From  Dividends  and  Interest 
for  Use  in  Claiming  Additional  Refund  for  3-Month  Period  Beginning  July  1, 1963 


Please 

Print 

Name 

•  John  F.  and  Mary  L.  Jones 

Claim  No. 

614-91-2078 

A.  Estimated  refund  ceiling  for  year 
•  $440.00 

Address  (number  and  street) 

•  964  Oak  Street 

B.  Refunds  previously  made 
•  $320.00 

City,  town,  or  post  office 
•  Anytown 

Zone 

6 

State 

Md. 

C.  Balance  of  estimated  refund  ceiling 
•  $120.00 

To  claim  your  additional  refund,  please  answer  the  following  question  and  furnish  the  information  required:  .  . 

Has  there  been  any  change  in  your  income  tax  exemptions,  estimated  deductions,  retirement  income  credit,  or  an  increase  of  more  than  $100  in  the  other  income  amoun 
as  reported  in  your  original  claim?  □  Yes  0  No  » ™  ^ 

D.  If  “No,’,  complete  Schedule  A  on  reverse  and  enter  amount  from  line  3,  Schedule  A . . - .  *  '  . 

Your  refund  will  be  the  smaller  of  Item  C  or  D.  Refund  will  be  made  for  this  quarter 

only  if  claim  amounts  to  $10  or  more. 

E.  If  “Yes”,  complete  Schedules  A  and  B  on  reverse.  _ _ _ 


I  declare  under  the  penalties  of  perjury  that  this  claim  has  been  examined  by  me  and  to  the  best  of  my  knowledge  and  belief  is  true  and  correct. 

Sign  here  John  F.  Jones  10-1-63  j0NES  signature  &  date) 

(Signature  and  date)  (If  joint  claim,  both  husband  and  wife  must  sign)  (Wife  s  signature  &  aaie; 

•Filled  out  by  Internal  Revenue  Service. 
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Schedule  A.— Dividends  and  Interest  Received  From  Which  Federal  Income  Tax  Was  Withheld  During  Period  Covered  by  Thi3  Claim 


Name  of  Payor 

Amount  received 
after  withholding 

1.  General  Motors  $160;  General  Electric  $80 

First  National  Bank 

2.  Total 

3.  25  percent  of  line  2 . . . . . 

$240. 00 
400. 00 

$640.00 

$160.00 

Schedule  B. — Refund  Computation  (Complete  only  If  the  question  on  the  face  of  this  form  is  answered  “Y  es.”> 


4a.  Number  of  exemptions  ,  multiplied  by  $600 . . . 

- 

b.  Estimated  deductions:  Standard  or  itemized . . . . . .  . 

c.  Enter  your  estimated  retirement  income  (see  instructions) . . 

5.  Total  of  items  4  a,  b,  and  c . . . 

6.  Estimated  income  (except  dividends  and  interest  subject  to  withholding) . 

7.  Line  5  less  line  6 . . . 

8.  20  percent  of  amount  on  line  7 . . . . . . . 

9.  Less:  Amounts  withheld  on  dividends  and  interest  previously  claimed... . 

10.  Balance  of  refund  ceiling  (Line  8  less  line  9) . . . 

11.  Refund  claimed.  Amount  on  line  3  or  10,  whichever  is  smaller  (Refund  will  be  made  for  this  quarter  onlv  if  claim  amoimts  to  $10  or  morel 

$ 

Annual  statement  of  refunds  to  be  furnished  .by  Internal  Revenue  Service,  Form  No.  4 


Form  (Aug.  1961) 

U.S.  Treasury  Department 
Internal  Revenue  Service 
Address  any  inquiry  to— 

[Internal  Revenue  Service, 
Baltimore  2,  Maryland. 


Claim 

Account  No.  514-91-2078 


Refunds  made' 

this  year  $440.00 


detach  and  keep  this 

STUB  WITH  THE  RETAINED 

copy  of  your  income 


Form  Statement  of  Refunds  Made  on  Dividends  and  Interest 

(Aug.  1961)  Refund  Claim  Account 


Refund(s)  of  income  taxes  withheld  from  your  dividend  and  interest  in  the  amount  indicated  below  were  made  to  you 
during  calendar  year  1963. 

Flease  attach  this  statement  to  your  Income  Tax  Return,  Form  1040,  and  file  it  with  your  District  Director. 


Your  claim 
Account  No. 


514-91-2078 

— 

Refund  made  this  year 
$440.00 

Name 

John  F.  &  Mary  L.  Jones 

Address  (Number  and  street) 

964  Oak  Street 

City  or  town  Zone  State 

Anytown  6  Md. 

tax  return 


DO  not  fold,  staple  or  mutilate 


Mr.  SMATHERS.  Mr.  President,  I 
suggest  the  absence  of  a  quorum. 

The  PRESIDING  OFFICER.  The 
clerk  will  call  the  roll. 

The  legislative  clerk  proceeded  to  call 
the  roll. 

Mr.  SMATHERS.  Mr.  President,  I 
ask  unanimous  consent  that  the  order 
for  the  quorum  call  be  rescinded. 

The  PRESIDING  OFFICER.  Without 
objection,  it  is  so  ordered. 

Mr.  LAUSCHE.  Mr.  President,  I  send 
to  the  desk  an  amendment  which  would 
delete  section  18  from  the  pending  bill, 
if  and  when  it  finally  is  included  in  it. 

This  amendment  would  delete  section 
18  of  the  bill,  relating  to  inclusion  of 
foreign  real  property  in  gross  estate  and 
substitutes  for  it  a  new  provision  which 
requires  foreign  real  property  acquired 
in  contemplation  of  death  to  be  included 
in  the  gross  estate  of  a  U.S.  citizen  or 
resident.  The  amendment  will  prevent 
the  avoidance  of  the  U.S.  estate  tax 
through  the  ownership  of  foreign  real 
property  and  will  do  so  in  a  manner 
which  will  not  raise  any  constitutional 
issue.  Under  the  amendment,  any  ac¬ 
quisition  of  foreign  real  property  is  prima 
facie  deemed  to  have  been  made  in  con¬ 
templation  of  death  and  this  places  the 
burden  on  the  estate  to  show  that  it  was 


not  so  acquired  if  the  U.S.  estate  tax  is 
to  be  avoided. 

I  ask  unanimous  consent  that  the 
amendment  may  be  printed. 

The  PRESIDING  OFFICER.  The 
amendment  will  be  received  and  printed, 
and  will  lie  on  the  table. 

SUPPORT  WITHHOLDING  DIVIDENDS  AND  INTEREST 
AT  SOURCE 

Mr.  DOUGLAS.  Mr.  President,  we 
now  move  to  one  of  the  most  important 
features  of  the  bill — namely,  the  pro¬ 
posal  of  the  Senate  Finance  Committee 
to  eliminate  the  provisions  for  withhold¬ 
ing  at  the  source  the  tax  already  owed 
on  dividends  and  interest,  as  a  basic 
provision  in  connection  with  the  income 
tax.  On  this  question  a  vote  “yea”  will 
be  to  eliminate  the  withholding  feature 
for  dividends  and  interest;  a  vote  “nay” 
will  be  to  uphold  the  withholding  fea¬ 
ture  for  dividends  and  interest. 

Mr.  President,  last  year,  when  the 
President  submitted  his  tax  program  to 
Congress,  he  included  as  one  of  its  in¬ 
tegral  and  most  important  parts — in¬ 
deed,  as  the  chief  reform  proposed — the 
provision  for  withholding  on  dividends 
and  interest.  That  was  embodied  in  the 
tax  bill  submitted  by  the  President  to 
the  House  of  Representatives;  and  it 
was  approved  by  the  Ways  and  Means 


Committee,  earlier  this  year,  and  was 
passed  by  the  House. 

It  was  eliminated  from  the  House  ver¬ 
sion  of  the  bill  by  the  Senate  Finance 
Committee,  by  a  vote  of  12  to  5.  The 
Senate  is  now  being  asked  to  uphold  the 
committee’s  amendment,  which  is  di¬ 
rectly  contrary  to  the  President’s  rec¬ 
ommendation. 

A  PRESIDENTIAL  PROPOSAL 

Only  last  week  the  President  again 
declared  himself  on  this  subject;  and 
the  one  feature  of  the  tax  measure  which 
he  singled  out  for  comment  was  this  one. 
He  expressed  the  hope  that  Congress 
might  retain  the  withholding  provision. 
So  there  is  no  doubt  that  the  President 
wants  to  have  withholding  of  the  tax 
already  owed  on  dividends  and  interest, 
just  as  there  now  is  withholding  on 
wages  and  salaries. 

I  had  hoped  that  voices  more  influen¬ 
tial  and  more  eloquent  than  mine  would 
be  raised  in  support  of  this  proposal  of 
the  President.  I  had  hoped  that  the 
Senatorial  leaders  of  my  party  might 
take  the  floor  to  defend  the  President’s 
program.  I  admit  that  I  have  a  certain 
feeling  of  sickness  of  heart  when  I  look 
around  this  vast  Chamber  and  find  only 
three  other  Senators  present,  and  find 
that  many  Senators  who,  in  my  judg- 
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ment,  should  be  speaking  and  working 
for  the  President  are  either  absent  from 
the  floor  or  are  working  and  speaking 
against  this  program. 

As  I  have  said,  I  personally  feel  some¬ 
what  unworthy  to  take  on  this  burden; 
and  I  admit  that  one  has  moments  of 
discouragement,  particularly  after  the 
two  defeats  which  we  of  the  liberal  bloc 
suffered,  yesterday  and  today.  Yester¬ 
day  by  a  vote  of  52  to  30,  when  the  man¬ 
gled  version  of  the  investment-credit 
provision  was  inserted  in  the  bill;  and 
only  a  few  minutes  ago,  by  the  extraor¬ 
dinary  vote  of  54  to  39,  when  in  opposi¬ 
tion  to  the  president  the  Senate  opened 
wide  the  door  for  the  continuation  of  the 
abuses  in  the  field  of  expense  accounts. 

So  the  fact  that  many  Members  of  the 
Senate  have  not  answered  the  quorum 
call  and  the  attitude  of  the  leaders  of  my 
party  on  the  floor  of  the  Senate  all  make 
me  realize  that  in  all  probability  I  am 
speaking  in  vain. 

The  question  is  whether  one  should 
stand  up — in  opposition  to  this  powerful 
steamroller — to  speak  from  a  back  bench 
in  behalf  of  the  President’s  program, 
when  those  who  sit  in  the  front  benches 
and  the  seats  of  the  mighty  do  not  take 
the  field  to  defend  it. 

PRESENT  WAGE  WITHHOLDING  20  YEARS  OLD 

Mr.  President,  20  years  ago,  almost  to 
the  day,  the  Congress,  while  in  the  midst 
of  World  War  II,  imposed  a  withholding 
tax  on  wages  and  salaries.  At  that  time, 
great  objection  was  voiced  in  Congress 
to  that  proposal.  It  was  said  to  be  un¬ 
just.  It  was  said  that  it  would  deprive 
wage  earners  and  salaried  workers  of 
income  which  they  should  keep  until  the 
end  of  the  year.  It  was  said  to  be  un¬ 
workable  administratively.  It  was  said 
to  place  too  great  a  burden  upon  employ¬ 
ers,  who  would  have  to  make  the  deduc¬ 
tions.  But  it  was  passed;  and  it  has  now 
been,  the  law  for  20  years,  and  it  is  an 
integral  part  of  our  revenue  system. 
Prom  it  are  collected  many  billions  of 
dollars,  with  comparative  success. 

WITHHOLDING  A  CENTURY  OLD 

Mr.  President,  the  principle  of  with¬ 
holding  at  the  source  is  not  a  recent  one. 
In  1862,  in  the  midst  of  the  Civil  War, 
Congress  passed  an  income  tax,  and  it 
remained  on  the  statute  books  for  ap¬ 
proximately  10  years.  That  income  tax 
had  as  a  feature  the  withholding  of  the 
tax  on  governmental  salaries,  both  civil 
and  military,  and  also  the  withholding 
of  the  tax  on  interest  and  dividends  paid 
by  railroads,  banks,  trust  companies,  and 
insurance  companies — which  were  about 
the  only  types  of  corporations  in  the 
United  States  at  that  time.  Thus,  for 
10  years,  withholding  at  the  source  was 
an  integral  part  of  that  first  Federal 
income  tax. 

In  1871,  under  the  corruption  of  the 
Grant  administration,  that  income  tax 
was  repealed.  An  income  tax  was  later 
passed  in  the  1890’s,  but  was  declared  un¬ 
constitutional  by  the  Supreme  Court. 
But  a  constitutional  amendment  was 
ratified  by  the  States  in  1912  or  1913, 
and  it  permitted  the  Federal  Govern¬ 
ment  to  levy  an  income  tax.  In  1913  the 
Federal  Government  again  levied  an  in¬ 
come  tax;  and  it  is  upon  the  foundation 


of  that  tax  that  we  have  now  continued 
for  49  years. 

WITHHOLDING  PART  OF  1913  INCOME  TAX  LAW 

The  basic  administrative  method  in 
that  first  pre-World  War  I  income  tax 
was  withholding  at  the  source;  and  it 
was  applied  to  wages,  salaries,  dividends, 
and  interest.  It  was  an  across-the-board 
withholding  system. 

It  was  built  not  only  on  the  experience 
which  we  had  during  the  Civil  War  and 
the  post-Civil  War  years,  but  it  was  also 
built  upon  the  basic  principle  which  had 
been  embodied  in  the  British  income  tax 
laws,  of  withholding  at  the  source.  This 
system  has  been  in  effect  decade  after 
decade  in  Great  Britain,  and  it  has 
worked  very  well. 

In  1916,  when  the  income  tax  law  was 
revised,  the  withholding  feature  was 
eliminated.  Then  for  26  years  wages 
and  salaries  and  dividends  and  interest 
were  reported  by  the  recipients  and  taxes 
were  paid  on  them  by  the  recipients  with 
no  withholding  at  the  source. 

WITHHOLDING  ON  WAGES  APPLIED  AGAIN  IN  1942 

But  in  1942,  as  I  have  said,  the  Con¬ 
gress  of  the  United  States  applied  with¬ 
holding  to  wages  and  salaries,  but  did  not 
apply  withholding  to  dividends  and  in¬ 
terest. 

The  result  has  been  that  for  20  years 
we  have  operated  under  a  system  of 
withholding  on  wages  and  salaries,  but 
not  on  dividends  and  interest. 

I  do  not  think  it  is  necessary  for  me 
to  point  out  that  those  who  receive  wages 
and  salaries  have,  on  the  average,  lower 
incomes  than  those  who  receive  divi¬ 
dends  and  interest.  The  average  salary 
of  employed  workers  in  manufacturing 
is  a  little  under  $100  a  week.  There  is, 
however,  some  unemployment  in  the 
country.  Therefore,  I  suppose  the  aver¬ 
age  salary  received  in  manufacturing 
tends  to  be  somewhat  less  than  $5,000  a 
year.  More  than  half  the  wage  earners 
receive  less  than  this  amount. 

So,  in  the  main,  it  is  the  lower  income 
groups  which  have  their  basic  income 
tax  withheld  against  them,  and  they  can 
get  a  refund  of  the  amount  withheld  in 
excess  of  the  taxes  they  owed,  but  only 
at  the  end  of  the  year.  For  a  year  they 
are  deprived  of  the  use  of  the  money.  I 
am  informed  that  approximately  60  mil¬ 
lion  wage  and  salary  workers  have  their 
income  tax  withheld  in  this  fashion. 
This  is  very  interesting,  for  37  million  of 
them,  or  about  60  percent,  file  claims  for 
funds  at  the  end  of  a  year.  The  records 
show  that  these  refunds  are  made  with¬ 
in  3  to  4  weeks,  and  that  the  average 
amount  of  the  refunds  is  $142. 

There  has  been  very  little  complaint 
against  this  type  of  withholding  during 
the  last  20  years. 

Mr.  HARTKE.  Mr.  President,  will  the 
Senator  yield? 

Mr.  DOUGLAS.  I  yield. 

Mr.  HARTKE.  What  happens  to  a 
wage  earner  who  has  had  his  taxes  with¬ 
held,  and  has  overpaid  his  taxes,  if  he 
does  not  make  an  application  for  a  re¬ 
fund?  ,  .  .  .. 

Mr.  DOUGLAS.  As  I  understand  it, 

he  is  out  of  luck. 

Mr.  HARTKE.  This  is  the  story  that 
is  being  told  by  people  who  would  have 


their  taxes  on  interest  withheld.  They 
say,  “Suppose  I  do  not  make  an  appli¬ 
cation  for  refund?”  Would  they  be  in 
any  worse  position  than  wage  earners 
who  did  not  make  applications? 

Mr.  DOUGLAS.  Not  at  all.  In  fact, 
they  would  be  better  off,  because  as  a 
group  their  incomes  are  higher. 

In  connection  with  dividends  and  in¬ 
terest,  an  automatic  refund  is  provided 
after  the  first  application. 

Mr.  HARTKE.  So,  if  the  withholding 
provision  were  retained,  as  was  provided 
by  the  House,  is  it  not  a  fact  that  per¬ 
sons  who  receive  their  income  from 
dividends  and  interests  would  be  in  a 
better  position  than  wage  earners  who 
worked  for  a  living? 

QUARTERLY  REFUND 

Mr.  DOUGLAS.  Yes,  I  am  glad  the 
Senator  has  pointed  that  out.  The 
House  provided  for  a  quarterly  refund 
in  the  case  of  dividends  and  interest, 
but  there  is  only  an  annual  refund  in  the 
case  of  wages  and  salaries.  The  re¬ 
cipients  of  dividends  and  interest  would 
get  their  refunds  quarterly,  and  not 
yearly.  So  the  period  of  retention  would 
be  less  for  recipients  of  dividends  and 
interest  than  it  would  be  for  salaried 
workers. 

Mr.  HARTKE.  Is  it  not  true  that  the 
person  who  works  for  a  living  would  be 
denied  the  right  to  use  money  which  was 
rightfully  his  during  the  entire  period 
the  Government  had  the  money? 

Mr.  DOUGLAS.  That  is  correct. 
That  is  what  now  happens. 

Mr.  HARTKE.  That  is  the  same  type 
of  approach  and  argument  made  against 
withholding  of  taxes  on  dividends  and 
interest 

Mr.  DOUGLAS.  Yes.  It  is  more 
severe  in  the  case  of  wage  and  salary 
workers,  not  only  because  of  the  fact 
that  they  can  only  get  refunds  at  the 
end  of  the  tax  year,  whereas  the  re¬ 
cipients  of  dividends  and  interest  would 
be  able  to  get  them  quarterly,  but  also 
because,  generally,  the  dividends  and 
interest  will  be  paid  quarterly,  and  the 
quarterly  due  periods,  under  the  Inter¬ 
nal  Revenue  Service,  would  be  closely 
coincident  with  the  periods  in  which  the 
dividends  and  interest  would  be  paid  to 
the  recipients,  so  that,  in  all  probability, 
there  would  be  a  loss,  not  for  months,  but 
for  probably  3  or  4  weeks  at  the  most. 

Mr.  HARTKE.  And  probably,  at 
most,  about  30  days. 

Mr.  DOUGLAS.  That  is  correct.  The 
Internal  Revenue  Service  processes  37 
million  applications  for  refunds  on  wages 
and  salaries,  and  pays  them  within  3 
to  4  weeks;  and  there  would  be  only 
about  two  million  applications  for  re¬ 
funds  on  dividends  and  interest,  at  the 
most. 

ALMOST  NO  WAGE  EVASION  OR  AVOIDANCE 

Mr.  President,  let  us  notice  what  is  the 
effect  upon  collections.  There  is  vir¬ 
tually  no  evasion  of  income  taxes  in  the 
case  of  the  recipients  of  wages  and 
salaries.  Ninety-seven  percent  of  the 
taxes  on  wages  and  salaries  is  collected. 
Only  3  percent  is  evaded  or  avoided. 

But  see  what  the  difference  is  in  the 
case  of  dividends  and  interest.  In  the 
case  of  dividends  and  interest  approxi- 
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mately  11  percent  of  the  dividends  are 
not  reported  by  the  recipients  and  hence 
escape  payment.  In  the  case  of  interest, 
approximately  34  percent  of  all  interest 
is  not  declared,  and  hence  payment  is 
avoided.  As  a  result,  the  Treasury  has 
estimated  that  for  the  fiscal  year  1960 
approximately  $4,400  million  of  divi¬ 
dends  and  interest  which  was  paid  out 
was  not  reported.  It  is  estimated  that 
in  the  next  fiscal  year  of  1963  this  will 
amount  to  between  $4.9  billion  and  $5.2 
billion.  In  other  words,  on  the  com¬ 
bined  figures,  somewhere  between  20  and 
25  percent  of  the  dividends  and  interest 
is  not  reported  and  at  present  no  taxes 
are  paid  on  it. 

Of  course,  the  amount  of  taxes  which 
is  thus  evaded  is  very  large.  For  the 
current  year  it  is  estimated  to  be 
$1,100  million.  The  failure  to  pay  taxes 
on  this  amount  means  either  that  the 
rest  of  us  must  pay  more  to  make  up  for 
those  who  do  not  pay  at  all  or  the  deficit 
must  be  increased  thus  increasing  the 
burden  of  society. 

Mr.  CARROLL.  Mr.  President,  will 
the  Senator  yield? 

Mr.  DOUGLAS.  I  yield. 

Mr.  CARROLL.  I  wish  to  ask  the 
Senator  from  Illinois  a  question.  It  is 
an  important  question,  and  one  that  has 
bothered  me  a  great  deal.  Will  the  Sen¬ 
ator  inform  me  as  to  whether  the  people 
who  evade  taxes  on  interest  payments 
have  been  broken  down  into  groups?  Are 
they  small  holders  or  large  holders?  As 
to  those  who  evade  taxes  on  dividends, 
are  they  large  or  small  holders?  What 
brackets  do  they  fall  into? 

Mr.  DOUGLAS.  Of  course,  we  cannot 
get  those  figures  from  the  ordinary  sta¬ 
tistical  reports  of  income  because  these 
statistical  reports  relate  to  those  who  pay 
their  taxes. 

The  Internal  Revenue  Service,  how¬ 
ever,  made  two  special  studies  on  a  total 
of  approximately  6,000  to  8,000  cases  of 
unreported  income  and  found  that  70 
percent  of  the  amount  of  dividends  and 
interest  not  reported  was  received  by  in¬ 
dividuals  who  had  more  than  $10,000  a 
year  of  income. 

In  other  words,  on  the  basis  of  the 
samples  of  from  6,000  to  8,000  cases,  70 
percent  of  the  taxes  which  were  not  paid 
on  dividends  was  from  people  having  in¬ 
comes  of  over  $10,000  a  year. 

So  in  terms  of  amounts  of  evasion  and 
avoidance,  it  is,  in  the  main,  the  upper 
income  group,  and  not  the  lower  income 
group,  which  evades  and  avoids  on  divi¬ 
dends. 

Mr.  CARROLL.  Mr.  President,  will 
the  Senator  yield  further? 

Mr.  DOUGLAS.  I  am  glad  to  yield. 

Mr.  CARROLL.  Is  there  a  difference 
between  interest  payments  and  divi¬ 
dends,  with  reference  to  the  groups,  on 
the  breakdown? 

Mr.  DOUGLAS.  We  shall  try  to  ob¬ 
tain  the  information.  The  Senator  is 
asking  a  very  important  question. 

Mr.  CARROLL.  I  suggest  to  the  able 
Senator  from  Illinois  that  this  is  one  of 
the  key  issues  which  bothers  many  Sen¬ 
ators. 

,  When  I  was  last  home  in  Colorado  I 
talked  with  many  people  who  had  sav¬ 
ings  in  building  and  loan  associations  or 


in  savings  banks.  Often  they  were  not 
aware  that  the  payments  they  received 
on  their  accounts  were  taxable  income. 
They  were  holders  of  small  accounts. 
They  were  not  aware  of  the  interest 
rates.  The  payments  were  included  in 
their  bank  accounts.  Often  the  interest 
amounted  to  only  a  very  few  dollars  a 
year. 

Mr.  DOUGLAS.  I  understand. 

Mr.  CARROLL.  I  am  very  serious 
about  this  question.  The  answer  to  it 
will  help  me  determine  how  I  shall  vote 
on  this  issue. 

Would  the  Senator’s  proposal  reach 
every  little  account?  Would  there  be  a 
breakoff  point  anywhere?  Even  school- 
children  have  a  little  money  in  savings 
accounts.  Would  the  income  from  their 
accounts  be  taxable? 

Mr.  DOUGLAS.  The  House  bill  would 
exempt  juveniles  under  18  years  of  age, 
and  those  of  any  age  who  are  not  taxa¬ 
ble. 

Mr.  CARROLL.  What  was  the  last 
group? 

Mr.  DOUGLAS.  Those  who  are  not 
taxable.  That  means  those  whose  in¬ 
comes  are  less  than  the  amounts  which 
would  be  exempted. 

In  this  connection  I  point  out  that  the 
standard  personal  exemption  is  $600  per 
person  for  those  under  the  age  of  65, 
which  would  mean  an  exemption  of 
$1,200  for  a  couple  under  the  age  of  65. 
However,  there  is  a  double  exemption 
for  those  who  are  over  the  age  of  65,  so 
after  a  couple  is  over  the  age  of  65  they 
have  a  $2,400  exemption. 

Then  there  is  a  little  known  but  very 
important  retired  income  tax  credit 
which  roughly — and  I  put  it  roughly — 
amounts  to  the  equivalent  of  a  deduction 
of  about  $1,200  for  each  recipient  over 
the  age  of  65  for  income  received  from 
dividends,  interest,  rents,  royalties,  and 
pensions.  So  if  there  were  a  husband 
and  wife  each  receiving  $1,200  in  these 
five  categories  this  could  be  further  de¬ 
ducted,  and  there  would  be  another 
$2,400  deduction  added  on  top  of  the  first 
$2,400,  making  a  total  deduction  of 
$4,800. 

Then  the  couple  could  also  take  the  10- 
percent  standard  deduction.  All  of  this 
means  that  if  a  couple  received  less  than 
$5,300  in  interest  they  would  pay  no  in¬ 
come  taxes  whatsoever  and  they  would 
be  entirely  exempt  from  withholding. 

In  addition,  as  we  well  know,  in  1954 
the  Congress — I  think  inadvisedly  but 
nevertheless  actually — passed  the  4-per¬ 
cent  dividend  credit  and  $50  exclusion. 
So  if  the  holdings  of  the  aged  couple 
were  in  stocks,  they  could  have  an  income 
of  $6,100  before  they  would  pay  any  in¬ 
come  tax  whatsoever,  and  everything 
under  that  amount  would  be  exempt. 

If  that  couple  received,  let  us  say,  the 
full  amount  of  social  security,  and  $3,000 
in  interest,  let  us  say  at  4  percent,  that 
would  mean  they  would  have  capital 
holdings  of  $75,000.  That  would  be 
exempt.  In  the  case  of  dividends,  at  4 
percent  to  obtain  $4,000  they  would  re¬ 
quire  capital  holdings  of  approximately 
$100,000. 

The  idea  that  this  would  pinch  the 
young  and  the  old  is  wrong.  The  young 
would  be  completely  exempt.  Very  few 
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of  those  over  the  age  of  65  would  have 
any  withholding  applied  against  them. 

Mr.  CARROLL.  I  thank  the  able 
Senator  for  his  explanation.  This  is 
very  important,  and  it  has  not  been  as 
fully  presented  as  it  might  have  been. 

Mr.  DOUGLAS.  I  have  tried  to  pre¬ 
sent  this  issue  time  after  time  on  the 
floor  of  the  Senate.  But  the  country  will 
not  listen.  The  newspapers  will  not 
listen.  The  building  and  loan  associa¬ 
tions  will  not  listen. 

Mr.  CARROLL.  The  explanation  has 
also  been  presented  on  the  floor  of  the 
other  body,  as  I  remember. 

Mr.  DOUGLAS.  The  Senator  is  cor¬ 
rect. 

Mr.  CARROLL.  I  wish  to  ask  the 
Senator  from  Illinois  a  question  in  this 
regard.  Does  the  Senator  from  Illinois, 
in  his  proposal,  seek  to  restore  the  meas¬ 
ure  to  the  State  in  which  it  was  passed 
by  the  House  of  Representatives? 

Mr.  DOUGLAS.  What  I  am  trying 
to  do  is  to  retain  the  House  provisions. 
The  Finance  Committee  is  trying  to 
knock  them  out.  I  am  defending  the 
House  provisions. 

Mr.  CARROLL.  Mr.  President,  will 
the  Senator  yield  further? 

Mr.  DOUGLAS.  I  point  out  that  three- 
fourths  of  those  who  are  over  the  age 
of  65  are  now  tax  exempt. 

Mr.  CARROLL.  Three-fourths  of 
those  who  are  over  the  age  of  65  are  now 
tax  exempt? 

Mr.  DOUGLAS.  Yes.  Therefore, 
there  would  be  absolutely  no  withhold¬ 
ing  applied  to  them,  because  they  would 
not  owe  any  income  taxes. 

Mr.  CARROLL.  Does  the  Senator 
know  what  percentage  of  those  under 
18  years  of  age  would  be  subject  to  with¬ 
holding? 

Mr.  DOUGLAS.  All  of  those  would  be 
exempt.  That  is  one  of  the  provisions 
the  House  put  in  the  bill.  The  House 
changed  the  original  proposal  of  the 
President.  Those  under  18  would  be  ex¬ 
empted  from  withholding  completely. 

Mr.  CARROLL.  If  I  correctly  under¬ 
stand  the  Senator’s  explanation,  those 
over  18  years  of  age  would  be  treated 
like  anyone  else,  and  would  have  a  $600 
exemption? 

Mr.  DOUGLAS.  That  is  correct.  It 
would  be  $1,200  for  a  couple,  and  $600  for 
each  dependent.  A  man  with  a  wife  and 
three  children  would  get  an  exemption 
of  $3,000. 

Mr.  CARROLL.  Does  that  refer  to 
gross  income  or  net  income? 

Mr.  DOUGLAS.  That  would  be  a  de¬ 
duction  from  gross  income. 

Mr.  CARROLL.  Do  we  know  what 
percentage  of  the  people  who  earn  less 
than  $10,000  of  gross  income  a  year 
would  be  affected  by  the  withholding 
provision? 

Mr.  DOUGLAS.  We  can  obtain  that 
information.  Eighty  percent  of  all  the 
dividends  are  received  by  those  whose 
incomes  are  more  than  $10,000  a  year. 
This  was  shown  in  a  table  which  I  in¬ 
serted  in  the  Record,  at  page  16712,  on 
Monday  in  the  general  speech  I  made. 

Mr.  CARROLL.  Is  that  based  upon 
testimony  in  the  committee  hearing 
record  on  the  bill? 
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Mr.  DOUGLAS.  It  is  based  on  fig¬ 
ures  computed  by  the  Office  of  Tax 
Analysis  of  the  Treasury  Department. 

It  is  derived,  I  suppose,  from  the  statis¬ 
tics  of  income  which  are  published 
regularly. 

Mr.  CARROLL.  Is  the  statement  the 
Senator  has  made  supported  by  the 
hearings? 

Mr.  DOUGLAS.  There  was  testimony 
in  the  hearings  in  that  regard,  and  it 
was  not  challenged. 

Mr.  CARROLL.  In  the  hearings  be¬ 
fore  the  Senate  Finance  Committee? 

Mr.  DOUGLAS.  That  is  correct. 

Mr.  CARROLL.  Will  the  Senator  re¬ 
peat  that?  It  is  a  very  significant  fact. 

Mr.  DOUGLAS.  Those  having  in¬ 
comes  of  under  $10,000  a  year  received 
only  20  percent  of  all  the  dividends. 
Those  having  incomes  of  over  $10,000  a 
year  received  80  percent  of  all  the  divi¬ 
dends. 

Mr.  CARROLL.  Let  us  forget  about 
the  dividends  for  a  moment  and  let  us 
direct  our  attention  to  interest.  What 
is  the  story  relating  to  interest? 

Mr.  DOUGLAS.  That  can  be  seen  in 
the  table  No.  2  which  I  submitted,  on 
page  16712  of  the  Record.  I  have  not 
figured  that  out  in  any  close  precision. 

Mr.  CARROLL.  The  Senator  will  not 
have  to  do  so  at  this  time. 

Mr.  DOUGLAS.  The  total  amount  of 
interest  reported  was  roughly  $4.4  bil¬ 
lion.  Of  that  amount,  approximately 
$1.9  billion  was  received  by  those  whose 
incomes  were  under  $10,000.  That 
amount  would  be  roughly  40  percent  of 
the  interest.  That  figure  means  that 
those  whose  incomes  were  over  $10,000 
received  60  percent  of  the  interest  and 
80  percent  of  the  dividends. 

Mr.  CARROLL.  That  is  the  point  I 
wish  to  make.  The  Senator  has  given 
us  the  breakdown  on  interest.  What  was 
the  gross  total  on  dividends? 

Mr.  DOUGLAS.  I  have  given  the 
figures  on  dividends. 

Mr.  CARROLL.  I  am  not  speaking 
about  percentages.  I  have  asked  for  the 
gross  total.  The  Senator  said  that  the 
figure  on  interest  was  $4.4  billion. 

Mr.  DOUGLAS.  The  total  of  divi¬ 
dends  received  was  $9.7  billion.  Of  that 
amount,  approximately  $1.9  billion  went 
to  those  receiving  less  than  $10,000  a 
year,  or  20  percent.  Therefore,  those  re¬ 
ceiving  over  $10,000  a  year  received  $7.8 
billion  in  dividends,  or  approximately  80 
percent  of  all  dividends.  In  other  words, 
those  receiving  over  $10,000  got  80  per¬ 
cent  of  the  dividends  and  60  percent  of 
the  interest. 

Mr.  CARROLL.  I  think  this  is  a  very 
important  point.  I  ask  the  Senator  to 
give  us  again  the  total  gross  in  dividends. 

Mr.  DOUGLAS.  The  total  amount 
paid  in  dividends  was  $9,714  million, 
which  I  treated  in  round  numbers  at 
$9,700  million. 

Mr.  CARROLL.  What  was  the  total 
gross  on  interest? 

Mr.  DOUGLAS.  The  total  gross  on 
interest  received  was  $4,395  million,  or  in 
round  numbers,  $4,400  million.  Those 
whose  incomes  were  under  $5,000  received 
$732  million;  those  whose  incomes  were 
from  $5,000  to  $10,000,  received  $1,145 
million.  The  two  groups  together  re¬ 


ceived  $1,877  million,  or  roughly  $1,900 
million  out  of  the  $4,400  million,  or 
roughly  around  40  percent.  Those  with 
incomes  of  more  than  $10,000  received  60 
percent. 

Mr.  CARROLL.  As  I  understand  it, 
those  in  the  category  of  taxpayers  re¬ 
ceiving  over  $10,000  in  income  receive — 
Mr.  DOUGLAS.  Eighty  percent  of  the 
dividends  went  to  those  in  the  category 
of  taxpayers  receiving  over  $10,000. 

Mr.  CARROLL.  In  relation  to  in¬ 
terest,  those  in  the  category  of  taxpayers 
receiving  an  income  of  $10,000  and  over 
received  about  60  percent  of  the  interest. 

Mr.  DOUGLAS.  Again  I  point  out 
that  those  are  not  people  or  returns,  but 
the  figures  are  in  terms  of  dollars. 

Mr.  CARROLL.  I  understand. 

Mr,  DOUGLAS.  Sixty  percent  of  the 
dollar  amount  of  interest  goes  to  those 
with  incomes  of  over  $10,000,  and  80 
percent  of  the  dividends  goes  to  those 
with  incomes  over  $10,000. 

Mr.  CARROLL.  That  analysis  was 
prepared  by  whom? 

Mr.  DOUGLAS.  By  the  Office  of  Tax 
Analysis  of  the  Secretary  of  the  Treas¬ 
ury. 

Mr.  CARROLL.  And  that  analysis  is 
contained  within  these  reports? 

Mr.  DOUGLAS.  I  think  the  one  on 
dividends  is.  The  table  on  interest  was 
prepared  for  me  personally.  I  think  it 
appeared  in  yesterday’s  Record  for  the 
first  time,  but  it  was  supplied  by  the 
Treasury. 

Mr.  CARROLL.  With  reference  to  in¬ 
terest,  is  there  any  evidence  contrary  to 
that  which  the  able  Senator  has  pre¬ 
sented? 

Mr.  DOUGLAS.  No.  I  have  great  con¬ 
fidence  in  the  Office  of  Tax  Analysis, 
which  has  been  operated  under  both  the 
Republican  and  Democratic  administra¬ 
tions.  I  have  never  known  them  to  mis¬ 
represent  facts. 

Mr.  CARROLL.  I  thank  the  able  Sen¬ 
ator.  He  has  been  very  helpful  to  the 
junior  Senator  from  Colorado. 

DOUBLE  STANDARD  APPLIED 

Mr.  DOUGLAS.  In  the  main,  the  ma¬ 
jor  portions  of  dividends  and  interest 
are  received  by  those  with  incomes  of 
over  $10,000  a  year.  They  do  not  have 
withholding  applied  to  them.  The  major 
portion  of  wages  is  received  by  those 
who  have  wages  of  less  than  $5,000  a 
year. 

Therefore,  there  is  a  system  applied  to 
those  in  the  lower  income  brackets  which 
is  not  applied  to  those  in  the  upper  in¬ 
come  brackets. 

It  is  interesting  that  those  with  in¬ 
comes  of  over  a  million  dollars  get  48 
percent  of  their  entire  income  from  divi¬ 
dends.  The  percentage  received  from 
dividends  rises  as  the  income  rises. 

ETHICAL  QUESTION  AT  STAKE 

A  fundamental  and  ethical  question 
is  involved.  A  certain  system  has  been 
applied  for  20  years  to  the  lower  income 
groups  in  the  community.  During  those 
20  years  the  upper  income  groups  in  the 
community  have  been  exempt  from  this 
provision.  The  result  has  been  gioss 
evasion  and  avoidance  of  taxation,  which 
in  the  current  year  will  amount  to  nearly 
$5  billion  of  income  not  reported,  and  a 
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loss  on  taxes  of  nearly  a  billion  dollars 
a  year. 

Mr.  HARTKE.  Mr.  President,  will  the 
Senator  yield? 

Mr.  DOUGLAS.  I  yield. 

Mr.  HARTKE.  The  Senator  was  dis¬ 
cussing  with  the  Senator  from  Colorado 
the  question  of  the  difference  in  the 
grades  for  the  amount  of  income  re¬ 
ceived  from  dividends  and  interest.  Lest 
the  colloquy  be  misinterpreted,  and  it 
could  possibly  be  misinterpreted — is  it 
true  that  those  people  have  any  special 
forgiveness  of  tax  if  they  earn  less  than 
$10,000?  Does  the  fact  that  it  is  $10,000 
make  any  difference  on  their  tax  lia¬ 
bility? 

Mr.  DOUGLAS.  It  is  diminished  by 
the  degree  of  their  exemption. 

Mr.  HARTKE.  The  point  is,  if  they 
owe  a  tax,  they  owe  it,  whether  it  is 
above  or  below  $10,000. 

Mr.  DOUGLAS.  That  is  correct. 
Those  with  an  income  of  over  $10,000 
have  no  more  legal  exemption  from  taxes 
than  those  who  have  income  of  under 
$10,000. 

Mr.  HARTKE.  The  people  the  Sena¬ 
tor  is  talking  about,  if  they  owe  taxes, 
owe  them;  and  the  matter  we  are  talking 
about  in  connection  with  this  legislation 
is  how  to  collect  taxes  that  are  owed. 

Mr.  DOUGLAS.  The  Senator  from 
Indiana  is  completely  correct.  I  have 
mentioned  on  the  floor  that  I  have  re¬ 
ceived  75,000  letters  from  constituents 
in  my  own  State  protesting  against  the 
withholding  method  of  collecting  taxes 
on  dividends  and  interest.  We  analyzed 
a  large  sample  of  those  letters,  and  we 
found  that  in  one-third  to  one-half  of 
the  cases  the'  writers  spoke  of  with¬ 
holding  as  though  it  were  a  new  tax,  as 
though  dividends  and  interest  were  not 
now  taxable.  Of  course,  this  a  a  gross 
misconception. 

Dividends  and  interest  are  income, 
just  as  wages  and  salaries  are  income. 
They  are  subject  to  taxation.  The 
extraordinary  thing  is  that  from  one- 
third  to  one-half  of  the  persons  who 
corresponded  with  me  thought  that  divi¬ 
dends  and  interest  were  exempt  from 
taxation.  The  fact  that  they  thought  so 
was,  to  me,  presumptive  evidence  that 
they  were  not  now  paying  taxes  on  divi¬ 
dends  and  interest. 

Mri  CARROLL.  Mr.  President,  will 
the  Senator  from  Illinois  yield? 

Mr.  DOUGLAS.  I  yield. 

Mr.  CARROLL.  May  I  ask  the  Sen¬ 
ator  from  Illinois  to  repeat  the  figure 
that  he  has  mentioned  regarding  the  dis¬ 
tribution  of  dividend  payments? 

Mr.  DOUGLAS.  It  is  that  80  percent 
of  the  dollar  amount  of  dividends  that 
are  received  by  those  having  incomes 
over  $10,000. 

Mr.  CARROLL.  We  have  been  talk¬ 
ing  about  the  amount  of  money  that  is 
lost  to  the  Government. 

Mr.  DOUGLAS.  That  is  correct. 

Mr.  CARROLL.  I  voted  yesterday 
for  the  7-percent  tax  credit  incentive 
to  industry  for  capital  expenditures.  I 
noted  that  the  Senator  from  Illinois  did 
not  join  with  me  in  that  vote.  This 
credit  will  increase  industrial  profits 
and  dividends;  I  should  like  to  know 
how  the  benefits  will  be  apportioned. 
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Mr.  DOUGLAS.  I  have  tried  to  state 
that  information.  I  will  break  it  down 
a  little  further. 

Mr.  CARROLL.  I  do  not  mean  my 
question  to  reflect  upon  any  group. 

Mr.  DOUGLAS.  I  understand.  In 
terms  of  dividends,  about  7  percent  of 
the  dividends  are  received  by  those 
having  incomes  of  less  than  $5,000; 
about  13  percent  are  received  by  those 
having  incomes  of  from  $5,000  to  $10,- 
000;  about  80  percent,  as  I  have  said,  of 
the  dividends  are  received  by  those  hav¬ 
ing  incomes  of  more  than  $10,000. 

Mr.  CARROLL.  Before  the  Senator 
leaves  dividends  and  discusses  interest, 
I  should  like  to  know  whether  there  is 
willful  evasion. 

Mr.  DOUGLAS.  I  shall  discuss  that 
subject  later. 

Mr.  CARROLL.  There  is  a  tax  loss 
from  dividends,  is  there  not? 

Mr.  DOUGLAS.  Yes;  11  percent  of 
the  dividends  paid  out  by  corporations  is 
not  reported  by  the  recipients.  There 
is  a  gap  of  that  proportion  between  the 
amounts  which  we  can  trace  which  are 
paid  out  by  corporations  and  the 
amounts  declared  by  individuals  on  their 
income  tax  returns. 

Mr.  CARROLL.  Is  there  any  esti¬ 
mate  as  to  how  much  is  lost  in  taxation? 
In  what  categories  do  the  individuals 
fall? 

Mr.  DOUGLAS.  It  is  the  high  income 
groups,  with  respect  to  dividends;  so  it 
is  hard  to  tell.  But  the  amount  is  a  very 
considerable  percentage. 

Mr.  CARROLL.  I  want  to  support  the 
principle  of  paying  taxes,  because  I  think 
an  ethical  question  is  involved.  I  am  not 
for  tax  evasion.  But  I  wish  to  ascertain 
at  this  time  whether  it  is  intended  to 
reach  down  into  the  low  income  groups 
in  order  to  make  up  for  the  money  which 
will  be  lost  due  to  the  7-percent  tax 
credit? 

Mr.  DOUGLAS.  The  difficult  point  is 
that  since  nonpayers  do  not  make  re¬ 
turns,  there  are  no  returns  upon  which 
an  estimate  can  be  made  with  complete 
accuracy  of  the  precise  amounts  of  taxes, 
which  are  avoided  or  evaded  by  various 
income  classes.  The  totals  can  be  esti¬ 
mated. 

Mr.  CARROLL.  Dollars  and  receipts 
can  be  estimated,  but  not  groups.  I 
think  the  Senator  from  Illinois  under¬ 
stands  what  I  am  getting  at. 

Mr.  DOUGLAS.  I  understand. 

Let  me  discuss  the  question  of  who  are 
the  evaders  and  the  avoiders,  and 
whether  such  action  is  conscious  or  un¬ 
conscious.  No  one  quite  knows,  by  in¬ 
come  classes,  who  the  evaders  and 
avoiders  are  in  the  case  of  dividends. 
There  is  probably  a  more  conscious 
avoidance  in  the  case  of  dividends,  and 
it  is  the  more  conscious  the  larger  is  the 
amount  of  interest  and  dividends  re¬ 
ceived  by  the  individual.  However,  I  do 
not  claim  that  all  such  avoidance  or 
evasion  is  conscious.  A  very  large  pro¬ 
portion  is  not  conscious.  This  largely 
comes  about  in  the  case  of  people  who 
have  only  a  small  amount  of  money  on 
deposit  in  savings  and  loan  institutions 
oi  savings  banks.  They  have  credited 
to  them  quarterly  an  amount  of  interest. 
Unless  that  amount  is  transferred  into  a 


checking  account  or  a  separate  savings 
account,  it  is  automatically  added  to  the 
capital.  Therefore,  many  persons  do  not 
think  of  this  as  income,  at  all,  because 
they  never  spend  it.  But  it  is  income, 
even  if  it  is  added  to  the  capital.  But 
not  spending  it,  and  not  having  it  en¬ 
tered  into  individual  checking  accounts 
or  separate  savings  accounts,  they  tend 
to  disregard  it. 

Mr.  CARROLL.  Mr.  President,  will 
the  Senator  further  yield? 

Mr.  DOUGLAS.  I  yield. 

Mr.  CARROLL.  The  Senator  from 
Illinois  has  explained  clearly  the  situa¬ 
tion  which  I  have  found  in  Colorado. 
Many  small  taxpayers  say  they  do  not 
consider  reporting  their  interest  income. 
It  is  not  reported;  it  is  not  included  in 
their  earnings.  But  legally  it  is  income. 
Frankly,  I  do  not  know  what  the  answer 
is. 

Mr.  DOUGLAS.  The  answer  is  that 
unconsciously  they  have  not  declared  as 
income  amounts  which  they  have  re¬ 
ceived  and  which  have  been  automatical¬ 
ly  added  to  the  capital  which  they  al¬ 
ready  have. 

I  do  not  in  the  slightest  accuse  such 
people  of  bad  faith;  I  simply  say  they 
received  the  income.  Such  income  is 
taxable,  provided  it  is  not  exempt  under 
the  exemption  limits. 

Mr.  CARROLL.  Of  course,  that  is 
true.  The  Senator  has  said  that  such 
people  do  not  consider  those  earnings 
as  income,  and  thus  have  never  re¬ 
ported  it.  They  are  not  conscious  vio¬ 
lators  or  evaders.  Most  of  the  nonre¬ 
porting  is  in  the  field  of  interest;  some 
of  it  is  in  the  field  of  dividends.  Some 
persons  have  said,  “I  get  only  $10  in 
dividends;  I  have  never  paid  any  atten¬ 
tion  to  reporting  it.” 

My  question  is:  How  many  such  per¬ 
sons  exist?  We  are  willing  to  take  the 
money  from  those  people;  but,  as  the 
Senator  from  Illinois  says,  we  do  not 
know,  percentagewise,  the  number  of 
such  individuals  from  whom  it  is  de¬ 
sired  to  recapture  this  money.  Let  us 
concentrate  upon  the  big  evaders  if  we 
can. 

Mr.  DOUGLAS.  The  two  sample 
studies  by  the  Treasury  show  that  in 
the  case  of  6,000  to  8,000  returns,  about 
70  percent  of  the  nonreported  dividends 
were  received  by  individuals  having  in¬ 
comes  of  more  than  $10,000.  In  the 
nonreported  interest  group,  approxi¬ 
mately  30  percent  of  the  interest  was 
received  by  persons  having  incomes  of 
less  than  $5,000;  40  percent  by  those 
having  incomes  between  $5,000  and 
$10,000;  30  percent  by  those  having  in¬ 
comes  of  more  than  $10,000.  Therefore, 
in  the  case  of  nonreported  interest  70 
percent  was  received  by  persons  having 
incomes  above  $5,000;  in  the  case  of 
nonreported  dividends,  70  percent  of  the 
dividends  were  received  by  persons  hav¬ 
ing  incomes  of  above  $10,000. 

Mr.  CARROLL.  I  thank  the  able  Sen¬ 
ator  from  Illinois  for  his  patience  in 
answering  this  series  of  questions. 
These  are  matters  that  bother  every 
Member  of  the  Senate  who  has  received 
letters  expressing  concern  over  this  with¬ 
holding  proposal  from  the  people  at 
home.  Interest  has  been  credited  to 


their  accounts  and  has  been  compounded 
year  after  year,  and  until  now  they  have 
not  thought  of  it  as  income. 

Mr.  DOUGLAS.  That  is  correct.  Let 
me  make  another  point:  Lower  income 
groups,  who  have  bought  series  E  sav¬ 
ings  bonds,  have  paid  let  us  say  $75  for 
the  bond,  which  after  a  period  of  time 
may  be  cashed  for  $100.  When  a  person 
sells  one  of  those  bonds,  he  makes  $25  in 
interest.  But  large  numbers  of  people 
do  not  regard  that  interest  as  income; 
they  regard  it  simply  as  a  return  of 
capital  and  therefore  do  not  declare  as 
income  the  difference  between  the  price 
they  paid  for  the  bond  and  the  price  they 
received.  This  has  also  been  a  source 
of  avoidance. 

Yet  I  am  certain  that  as  to  the  large 
proportion  of  these  people,  too,  the  non¬ 
payment  of  tax  is  unintentional  and 
unconscious.  But  I  emphasize  that 
whether  it  is  unintentional  or  uncon¬ 
scious,  if  the  income  is  taxable,  the  tax 
should  be  paid. 

I  am  not  any  more  in  favor  of  tax  eva¬ 
sion  by  lower  income  groups  than  I  am 
in  favor  of  tax  evasion  by  high  income 
groups— although  I  think  we  shall  see 

that  the  major  portion  of  the  evasion _ 

as  shown  by  these  studies — seems  to  be 
in  the  groups  with  incomes  above  $10,000 
a  year. 

Mr.  CARROLL.  Mr.  President,  will 
the  Senator  from  Illinois  yield  further  to 
me? 

Mr.  DOUGLAS.  I  yield. 

Mr.  CARROLL.  I  was  hopeful  that  we 
could  establish  a  breakoff  point  above 
the  really  small  amounts,  and  could  get 
at  the  large  evaders. 

Mr.  DOUGLAS.  That  would  compli¬ 
cate  the  matter  too  much.  The  Senator 
from  Oklahoma  [Mr.  Kerr]  once  pro¬ 
posed,  I  believe,  that  those  with  incomes 
of  less  than  $5,000  should  not  have  any¬ 
thing  withheld.  But  the  mechanics  of 
that  would  be  difficult.  As  a  matter  of 
fact,  the  refunds  would  be  quarterly,  and 
generally  would  fall  at  times  only  a  few 
weeks  after  the  times  when  interest  is 
paid,  because  the  quarterly  payments  of 
the  income  tax  are  almost  synchronous 
with  the  normal  quarterly  payments  of 
dividends  and  interest — in  other  words, 
April  1,  July  1,  October  1,  and  January  1. 

Mr.  CARROLL.  Mr.  President,  I 
thank  the  Senator  from  Illinois  for  his 
statement  and  for  yielding  to  me,  and 
for  his  patience. 

IMMEDIATE  REFUNDS 

Mr.  DOUGLAS.  I  thank  the  Senator 
from  Colorado.  He  has  been  patient 
with  me,  rather  than  the  other  way 
around. 

The  Treasury  has  also  declared  its 
willingness  to  have  any  person  go  to  a 
bank,  claim  a  refund,  and  have  the  bank 
make  the  refund,  and  then  pay  the  re¬ 
fund  to  the  bank.  As  a  matter  of  fact, 
Mr.  Roth,  of  the  Franklin  National  Bank, 
on  Long  Island,  has  offered  to  do  just 
that. 

I  have  in  my  hand  an  advertisement 
published  in  the  New  York  Times,  the 
Washington  Post,  and  other  newspapers. 
It  reads  as  follows: 

Notice 

Additional  expanded  refund  services  when 
withholding  of  income  tax  on  interest  and 
dividends  becomes  law. 


1962 
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May  28  Franklin  National  announced  re¬ 
funds  of  withholding  will  be  paid  direct  to 
its  eligible  savings  depositors:  At  the  bank’s 
teller’s  windows,  in  cash.  Immediately,  and 
without  charge. 

Now,  Franklin  National  will  also  make  the 
same  refunds  of  withholding  to  its  eligible 
depositors  on  their  accounts  with  other 
banks,  mutual  savings  banks,  and  savings 
and  loan  associations,  and  on  dividends  and 
interest  on  their  securities  as  well. 

No  need  to  send  refund  claims  to  Wash¬ 
ington  and  wait  for  checks  from  the 
Treasury. 

If  you  are  not  subject  to  Federal  income 
tax,  Franklin  National  will  also  arrange  for 
exemption  from  withholding. 

We  have  47  branches  on  Long  Island;  2 
branches  in  New  York  City  in  1963;  re¬ 
sources  over  $900  million;  member  FDIC. 

The  Franklin  National  Bank. 

Mr.  Roth  is  a  most  public-spirited 
banker.  Incidentally,  I  believe  his  bank 
is  the  24th  largest  in  the  country,  with 
assets  of  close  to  $1  billion.  He  is  a 
highly  successful  banker.  He  had  the 
courage  to  come  before  the  committee 
and  defend  the  proposed  withholding. 
He  and  Mr.  Shirley  Tark,  of  Chicago, 
and  a  representative  of  a  Michigan 
chain  of  banks,  are  about  the  only  ones 
who  have  had  the  courage  to  take  that 
position,  and  I  think  they  deserve  great 
credit.  I  honor  them. 

Mr.  CARROLL.  Mr.  President,  if  the 
Senator  from  Illinois  will  yield  further 
to  me,  let  me  say  that  a  banker  in  Colo¬ 
rado — he  lives  in  a  very  small  town,  and 
his  is  a  very  small  bank,  with  very  small 
accounts — came  to  me  and  said,  “If  you 
institute  withholding,  it  will  cost  us  about 
$250  a  month  to  keep  the  records,  and 
our  profits  could  not  stand  that. 

I  am  not  asking  the  Senator  for  an 


answer -  „  _ 

Mr.  DOUGLAS.  I  can  give  the  Senator 
an  answer  to  that.  All  that  the  bank 
will  have  to  do  will  be  to  deduct  one- 
fifth  of  the  amounts  it  pays  out  in  divi¬ 
dends  and  interest  to  those  who  do  not 
file  exemption  certificates.  This  can  be 
done  easily.  They  do  not  have  to  file 
with  the  Treasury  the  list  of  names,  ad¬ 
dresses,  and  amounts  from  which  the 
20  percent  is  deducted.  They  will  not 
have  to  inform  the  individual  depositors 
or  shareholders  that  these  amounts  have 
been  deducted.  The  institution  will  have 
to  carry  on  only  a  minimum  of  reporting. 

The  Senator  from  Virginia  [Mr.  Byrd] 
will  get  them  into  much  more  trouble 
by  means  of  his  amendment,  I  can  assure 
the  Senator  from  Colorado. 

Mr.  CARROLL.  Mr.  President,  if  the 
Senator  from  Illinois  will  yield  further, 
he  knows  that  soon  it  will  be  September. 
So  probably  we  shall  be  here  for  2  or  3 
weeks  longer,  and  it  may  be  October  1 
before  the  session  ends. 

Mr.  DOUGLAS.  I  hope  not. 

Mr  CARROLL.  Judging  from  what  I 
have  heard  today,  that  may  be  the  case. 
I  understand  that  the  House  of  Repre¬ 
sentatives  may  not  take  up  the  foreign 
aid  bill  until  September  19. 

The  Senator  from  Illinois  is  my  great 
friend,  and  I  consider  him  my  mentor  in 
most  things. 

Mr.  DOUGLAS.  Be  careful. 

Mr.  CARROLL.  Will  we  be  able  to  re¬ 
turn  home  and  educate  the  people  of  our 


States  in  30  days  in  regard  to  a  program 
of  this  scope? 

Mr.  DOUGLAS.  I  doubt  it. 

Mr.  CARROLL.  Can  we  expect  the 
people  to  understand  easily  the  merits  of 
this  proposal? 

Mr.  DOUGLAS.  I  doubt  it. 

Mr.  CARROLL.  I  am  glad  to  have  the 
Senator’s  comment. 

Mr.  DOUGLAS.  I  doubt  whether  we 
can  do  this,  because  of  the  publicity 
which  has  been  issued  by  the  building 
and  loan  associations,  by  the  savings 
banks,  and  by  the  banking  community 
in  general. 

Mr.  CARROLL.  Mr.  President,  I  think 
the  Senator  from  Illinois  is  morally  and 
ethically  and  legally  correct.  I  wonder 
that  the  administration  did  not  give  this 
proposal  greater  support.  Why  have  we 
not  heard  more  from  the  President? 

Mr.  DOUGLAS.  The  President  made 
a  statement  last  week. 

Mr.  CARROLL.  I  know;  and  I  am 
for  it.  But  there  was  no  great  effort 
made  at  the  grassroots  level.  About  the 
only  voice  I  hear  is  that  of  the  Senator 
from  Illinois. 

Mr.  DOUGLAS.  Telstar  does  not 
carry  on  the  earth. 

Mr.  CARROLL.  Certainly  these  tax¬ 
ation  problems  are  most  difficult  of 
solution. 

Mr.  DOUGLAS.  I  think  it  might  be 
well  for  those  who  run  for  election  this 
year  to  realize  that  they  may  seal  their 
death  warrants  if  they  voted  for  with¬ 
holding.  I  think  that  is  quite  possible. 

I  do  not  deserve  any  special  com¬ 
mendation  for  bravery,  because  I  will 
not  have  to  run  for  reelection  until  1966. 
So  it  cannot  be  said  that  I  am  heroic  in 
what  I  am  doing.  The  voters  will  have 
4  years  either  to  forget  what  I  did  or  to 
become  educated  about  what  I  did.  So 
I  am  not  going  to  pin  any  roses  on  my¬ 
self,  and  I  am  sure  no  one  else  will.  I 
disclaim  any  heroism. 

Mr.  CARROLL.  Mr.  President,  will 
the  Senator  from  Illinois  yield  again? 

Mr.  DOUGLAS.  I  am  glad  to  yield. 
Mr.  CARROLL.  I  thank  the  Senator 
from  Illinois  for  his  patience.  He  has 
helped  me  develop  in  my  mind  a  course 
of  action.  I  say  that  withholding  is 
bound  to  come — it  is  just  and  equitable. 

The  House  provision  impressed  me  and 
so  did  the  President’s  position.  In  the 
words  of  a  great  historian,  we  are  no 
longer  confronted  with  a  theory;  we  are 
confronted  with  a  condition. 

The  able  Senator  from  Illinois  has 
helped  me  understand  that  condition, 
and  I  thank  him  for  his  courtesy  and  his 
great  patience. 

Mr.  President,  I  intend  to  vote  with 
the  able  Senator  from  Illinois  in  favor 
of  collecting  taxes,  already  existent,  on 
dividends  and  interest  payments'  by 
means  of  a  withholding  system. 

Such  a  system  is  not  new.  It  has  been 
in  use  for  20  years  collecting  taxes  on 
wages  and  salaries.  It  works  ^eU.  t 
works  fairly.  It  allows  families  to  budg¬ 
et  their  tax  payments  throughout  the 


year. 


The  extension  of  this  withholding  sys¬ 
tem  to  dividends  and  interest  payments 
is  natural  and  is  needed.  We  have  heard 


today  of  the  hundreds  of  millions  of  dol¬ 
lars  that  are  lost  to  the  Government 
through  unpaid  taxes  on  dividends  and  . 
interest  payments.  It  is  unjust  to  the 
majority  of  the  American  people  who 
pay  their  taxes  without  complaint  to  al¬ 
low  this  loss  to  continue. 

I  will  vote,  Mr.  President,  for  this  with¬ 
holding  proposal  because  I  believe  it  is 
just. 

We  shall  be  defeated  today,  I  know. 
This  vote  will  be  symbolic;  for  withhold¬ 
ing  will  come. 

The  House  of  Representatives  have  en¬ 
dorsed  the  proposal;  the  President  en¬ 
dorses  it.  The  people,  when  they  un¬ 
derstand  the  issue,  will  uspport  us. 

I  urge  the  President,  as  the  only  elected 
official  who  can  speak  for  all  the  people, 
to  take  this  matter  to  the  country. 

The  people  will  support  us  as  they  al¬ 
ways  support  a  pi’oposal  that  is  fair,  just, 
and  necessary. 

Mr.  DOUGLAS.  Mr.  President,  I  wish 
to  pose  this  simple  ethical  question;  Is 
it  not  improper  to  withhold  taxes  on  per¬ 
sons  in  the  lower  income  groups  who  re¬ 
ceive  wages  and  salaries,  and  who  pay 
in  withholding  97  percent  of  their  taxes, 
but  to  refuse  to  impose  withholding  on 
the  recipients  of  dividends  and  interest, 
who  receive  higher  incomes,  but  do  not 
pay  taxes  on  close  to  25  percent  of  the 
total  amount  of  dividends  and  interest 
received?  That,  I  think,  is  the  basic 
question. 

One  can  talk  all  he  wants  to  about 
dividends  and  interest  being  received  in 
multiple  accounts  by  individuals  or  about 
other  false  issues,  but  the  fundamental, 
ethical  contradiction  will  remain. 

If  we  refuse  to  put  in  the  bill  a  provi¬ 
sion  for  withholding  the  tax  already 
owed  on  dividends  and  interest,  to  be 
consistent  we  should  go  the  full  way  and 
then  take  off  the  withholding  on  wages 
and  salaries.  The  Senator  from  Illinois, 
if  he  is  defeated  on  this  proposal,  will 
introduce  an  amendment  to  that  effect. 
Then  we  shall  see  whether  those  who  are 
opposed  to  withholding  on  dividends  and 
interest  insist  on  having  that  same  sys¬ 
tem  in  effect  for  wages  and  salaries. 

Mr.  President,  there  is  a  great  deal  of 
money  at  stake  here,  somewhere  around 
$1  billion  a  year.  May  I  point  out  that 
the  campaign  of  education  which  the 
Eisenhower  administration  promised  in 
1958,  and  which  they  tried  to  carry  out, 
has  not  resulted  up  to  date  in  any  ap¬ 
preciable  increase  in  collections.  Thus 
far  moral  suasion  and  persuasion  have 
failed  to  produce  results. 

It  is  true  that,  under  the  bill  reported 
by  the  chairman  of  the  Finance  Com¬ 
mittee  last  year,  the  automatic  data  pro¬ 
cessing  system  was  begun  and  the  ac¬ 
count  number  which  one  has  under  so¬ 
cial  security  will  be  identical  with  the 
account  number  of  his  income  tax  re- 
turn  So  we  shall  now  have  a  unified 
system.  As  the  amounts  of  dividends 
and  interest  are  reported,  they  will  be 
recorded  by  the  automatic  computers  un¬ 
der  the  account  numbers  of  the  in¬ 
dividuals,  and  then  they  can  be  com¬ 
pared  with  the  amounts  the  individuals 
declare  as  shown  by  his  account  num¬ 
ber.  Therefore,  it  is  said  by  some  per- 
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sons  that  it  removes  the  necessity  for 
withholding. 

In  the  first  place,  I  should  like  to  point 
out  that,  fully  carried  out,  this  means 
an  enormous  amount  of  redtape.  As  a 
matter  of  fact,  the  automatic  data  pro¬ 
cessing  system,  with  the  coordination  of 
social  security  and  tax  symbols,  does  not 
collect  a  dollar  of  taxes  in  itself.  It 
merely  gives  to  the  Internal  Revenue 
Service  information  with  which  it  can 
go  out  and  try  to  collect  the  taxes.  The 
Internal  Revenue  Service  has  said  that 
in  order  for  it  to  collect  every  dollar  in 
taxes  that  was  due,  it  would  have  to 
double  the  number  of  Internal  Revenue 
agents,  and  that  would  cost  about  $200 
million  in  extra  money. 

AUTOMATIC  DATA  PROCESSING  NO  SUBSTITUTE  FOR 
WITHHOLDING 

So  automatic  data  processing  is  no 
substitute  for  withholding.  As  a  supple¬ 
ment  to  withholding,  it  can  be  very  valu¬ 
able  in  getting  at  those  in  the  upper 
income  brackets  whose  taxes  will  be  in 
excess  of  the  basic  20  percent,  and  whose 
numbers,  therefore,  will  be  more  limited, 
and  who  can  then  be  followed  up  by  the 
agents  of  the  Internal  Revenue  Service. 

Mr.  President,  I  want  to  clarify  some 
of  the  misconceptions  that  have  been 
fostered. 

Mr.  COOPER.  Mr.  President,  will  the 
Senator  yield? 

Mr.  DOUGLAS.  I  yield. 

Mr.  COOPER.  Perhaps  the  matters 
about  which  I  desire  to  question  the 
Senator  are  those  the  Senator  wants  to 
clarify. 

Mr.  DOUGLAS.  I  could  not  have  a 
more  stimulating  experience  than  to  try 
to  reply  to  the  Senator  from  Kentucky. 

Mr.  COOPER.  I  have  heard  the  Sena¬ 
tor  from  Illinois  speak  on  this  subject 
at  least  twice  before.  I  remember  one 
evening  session  when  he  discussed  the 
subject  thoroughly  and  responded  to  the 
many  arguments  that  were  made  against 
the  withholding  provision.  I  do  not  want 
to  make  such  a  long  introduction  to  my 
questions,  but  I  will  cite  my  own  experi¬ 
ence.  When  this  bill  passed  the  House 
I  studied  it  as  best  I  could,  in  view  of 
its  great  length,  but  I  did  direct  my 
attention  to  the  withholding  provision — 
if  not  with  the  background  in  economic 
and  fiscal  affairs  of  the  Senator  from  Il¬ 
linois. 

Mr.  DOUGLAS.  I  may  say  that  an 
expert  was  once  defined  as  one  who  is  a 
long  way  from  home,  and  I  do  not  pre¬ 
tend  to  be  a  real  expert  in  this  tangled 
field  of  fiscal  policy  and  administration. 

Mr.  COOPER.  I  could  understand  the 
withholding  provision  clearly.  For  I 
knew  withholding  had  been  applied  to 
wages  and  salaries,  for  years  and  to¬ 
day,  against  over  50  million  tax¬ 
payers,  I  know  this  also  from  personal 
experience. 

Mr.  DOUGLAS.  We  all  know  about 
that. 

Mr.  COOPER.  I  know  that  $1  billion 
in  revenues  are  lost  annually;  that  we 
have  large  annual  deficits;  and  yet  there 
is  the  hope  in  which  I  share,  that  taxes 
can  be  cut.  Yet  in  this  fiscal  situation, 
some  people,  whether  through  inadvert- 
01  purPosely,  are  failing  to  pay  $1 
billion  annually  in  taxes,  on  dividends 


and  interest.  It  seems  to  me  reasonable 
that  in  this  situation  Congress  should 
provide  this  way  to  collect  these  unpaid 
taxes.  Believing  this,  I  took  my  posi¬ 
tion  favoring  withholding  months  ago 
on  a  television  program.  As  a  result,  I 
received  6,000  or  7,000  letters,  some  of 
them  angry  but  most  of  them  express¬ 
ing  concern  and  making  inquiries  that 
people  have  the  right  to  make  of  me  and 
Members  of  the  Congress.  I  found  from 
these  letters  that  some  persons  thought 
withholding  was  a  new  tax,  although 
the  tax  on  dividends  and  interest  has 
been  in  effect,  substantially,  since  1913. 
Is  that  correct? 

Mr.  DOUGLAS.  That  is  correct. 

Mr.  COOPER.  Some  of  the  writers 
thought  it  was  a  capital  levy. 

Mr.  DOUGLAS.  A  large  proportion  of 
my  correspondents  thought  that,  too. 

Mr.  COOPER.  They  thought  it  was  a 
capital  levy  on  bank  and  savings  ac¬ 
counts  of  20  percent. 

Mr.  DOUGLAS.  That  is  right,  where¬ 
as  it  is  only  a  20  percent  tax  upon  in¬ 
terest  and  dividends.  If  a  person  has  a 
deposit  of  $1,000,  it  is  not  a  tax  of  20- 
percent  upon  the  $1,000,  but  20  percent 
upon  the  interest.  Assuming  the  interest 
to  be  4  percent,  it  would  be  a  tax  of  20 
percent  upon  $40,  or  $8. 

Mr.  COOPER.  I  understood  that.  I 
answered  the  letters  and  assured  the 
writers  that  it  was  not  a  new  tax,  and 
certainly  not  a  capital  levy,  and  asked 
them  to  direct  any  further  questions  they 
had  to  me.  I  received  several  thousand 
more  letters.  Nearly  every  objection  to 
withholding  was  presented  in  these  let¬ 
ters.  The  Senator  has  answered  these 
questions  in  his  speech.  But  one  ques¬ 
tion  came  from  older  people,  of  small 
means,  and  it  was  troubling:  Would  the 
withholding  of  interest  work  a  hardship 
upon  them  by  depriving  them  of  the 
money  that  they  had  been  accustomed 
to  have  and  which  they  needed  for  hous¬ 
ing,  rent,  food? 

The  Senator  from  Illinois  has  pointed 
out  in  his  report,  along  with  the  Senator 
from  Tennessee,  that  any  overwithhold¬ 
ing  beyond  actual  taxes  due,  on  this  ac¬ 
count  would  be  true  only  for  the  first 
quarter,  for  application  for  the  refund  of 
any  overwithholding  could  be  made  then, 
and  any  such  amount  refunded. 

Mr.  DOUGLAS.  The  application  for 
the  refund  would  be  made  in  the  first 
quai’ter  of  the  year,  but  it  would  carry 
over  automatically  to  the  other  quarters. 

Refunds  would  be  made  quarterly, 
probably  within  3  or  4  weeks. 

Again  I  wish  to  emphasize  that  the 
quarterly  period  in  which  the  taxes 
would  be  due,  under  ,  the  Internal  Reve¬ 
nue  Service  system,  would  be  approxi¬ 
mately  the  quarterly  period  in  which 
dividends  and  interest  would  be  paid  out 
by  the  institutions.  . 

Mr.  COOPER.  That  is  correct. 

Mr.  DOUGLAS.  I  think  the  wording 
is  “approximate  synchronization”  of  the 
two  periods. 

Mr.  COOPER.  The  Senator  has 
pointed  out  that  those  under  the  age  of 
18  would  not  be  subject  to  withholding 
on  interest  or  dividends. 

Mr.  DOUGLAS.  That  is  correct. 


Mr.  COOPER.  Also,  persons  who  did 
not  believe  they  would  incur  tax  liability 
could  file  requests  for  exemption  and 
would  not  be  subject  to  withholding. 

Mr.  DOUGLAS.  That  is  correct. 

Mr.  COOPER.  These  exemptions  are 
reasonable  and  more  favorable  than  to 
wages  and  salaries.  Am  I  correct? 

Mr.  DOUGLAS.  The  Senator  is  cor¬ 
rect. 

Mr.  COOPER.  It  seemed  to  me,  with 
these  exemptions,  withholding  would 
deal  with  people  who  owe  taxes  and  some 
people  who  have  not  paid  the  taxes  they 
owe. 

Mr.  DOUGLAS.  That  is  correct. 

Mr.  COOPER.  I  repeat,  I  think  a  part 
of  the  failure  to  pay  has  been  due  to 
inadvertence. 

Mr.  DOUGLAS.  That  is  correct. 

Mr.  COOPER.  And  some  of  it  has 
been  purposeful. 

I  stand  where  I  did  months  ago.  The 
more  I  have  studied  the  problem,  I  have 
come  more  strongly  to  the  conclusion 
that  withholding  would  not  work  a  hard¬ 
ship  on  small  taxpayers,  and  that  in  all 
justice  to  those  who  do  pay  their  taxes 
an  effort  should  be  made  to  collect  the 
taxes  not  being  paid. 

There  is  another  question  I  should 
like  to  ask  the  Senator. 

Mr.  DOUGLAS.  I  shall  be  glad  to 
try  to  answer. 

Mr.  COOPER.  I  have  received  let¬ 
ters  from  certain  institutions,  such  as 
savings  banks  and  other,  saying  that 
if  the  withholding  system  should  be 
adopted  it  would  cost  more  than  the 
amount  which  would  be  collected.  I 
know  that  could  not  be  true,  but  if  the 
Senator  has  not  already  put  into  the 
Record  the  facts  as  to  the  probable  cost, 
I  wish  he  would  do  so. 

Mr.  DOUGLAS.  The  cost  to  the  Gov¬ 
ernment  is  estimated  under  withholding 
to  be  about  $19  million.  The  reports 
which  the  paying  institutions  would  be 
required  to  make  would  be  relatively 
simple.  All  they  would  have  to  do  would 
be  to  forward  to  the  Government  one- 
fifth  of  the  amount  paid  out  in  interest 
or  dividends.  That  is  all.  They  would 
not  have  to  list  the  individuals  who  re¬ 
ceived  those  amounts,  or  the  amounts 
given  to  individuals.  They  would  not 
have  to  notify  the  individuals  as  to  the 
amounts  withheld. 

The  Senator  from  Virginia  [Mr.  Byrd] 
would  require  them  to  report  to  the 
Government  the  amounts  paid  to  each 
individual  and  to  notify  the  individual 
of  this.  I  wish  to  give  the  Senator  from 
Virginia  credit  for  his  proposal,  because 
he  offered  it  very  honestly.  Under  his 
proposal  there  would  be  about  200  million 
pieces  of  paper  that  the  institutions 
would  have  to  send  out,  plus  all  the  in¬ 
ternal  computing  that  would  have  to  be 
done.  This  is  what  the  banks  and  sav¬ 
ings  institutions  asked  for,  and  this  is, 
very  properly,  what  the  Senator  from 
Virginia  [Mr.  Byrd]  would  give  them. 
His  rugged  honesty  demanded  that  this 
be  done.  The  institutions  will  rue  the 
day  when  they  proposed  this  method. 

Mr.  COOPER.  In  reading  the  Sena¬ 
tor’s  report,  I  believe  it  estimated  that 
the  cost  of  withholding  would  be  about 
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$48  million  annually — to  collect  the  $650 
to  $850  million  of  unpaid  taxes. 

Mr.  DOUGLAS.  I  do  not  think  it 
would  cost  that  much.  To  collect  $650 
million  of  the  $850  million  without  a 
followup  by  agents  would  cost  $19  mil¬ 
lion.  To  follow  up  with  agents,  to  get  the 
difference  between  the  $650  million  and 
the  $850  million,  would  cost  about  $29 
million  more.  These  cost  figures  are 
based  on  the  1959  revenue  gap  figures  of 
the  Treasury. 

Mr.  COOPER.  $48  million. 

Mr.  DOUGLAS.  That  is  correct.  The 
latter  group  would  involve  a  relatively 
small  number  of  cases. 

Mr.  COOPER.  I  believe  the  Senator 
has  made  the  statement  that  if  the  re¬ 
porting  system  which  the  committee 
recommends  is  adopted  it  would  be  nec¬ 
essary  to  employ  hundreds,  if  not  thous¬ 
ands,  of  additional  employees  to  follow 
up  on  the  reports,  and  collect  the  unpaid 
t£lX0S« 

Mr.  DOUGLAS.  The  collecting  force 
would  have  to  be  doubled. 

Mr.  COOPER.  I  believe  an  estimate 
has  been  made  that  it  could  cost  as 
much  as  $400  million  annually  to  col¬ 
lect  $850  million  under  the  reporting 
system,  as  compared  to  $48  million  under 
withholding. 

Mr.  DOUGLAS.  It  would  cost  vast 
sums  of  money. 

Mr.  COOPER.  I  made  my  decision  to 
support  withholding,  before  the  great 
campaign  formed  against  it.  I  respect 
the  opinion  of  those  who  oppose  it.  I 
respect  those  who  have  written  me;  for 
many  of  them  have  been  quite  con¬ 
cerned.  I  have  been  worried  about  let¬ 
ters  I  have  received  from  older  people — 
many  75,  80,  or  more.  Many  of  them 
are  people  I  know,  who  have  been  led  to 
believe  that  this  proposal  v/ould  take 
from  their  savings  money  they  need  for 
bare  existence.  The  letters  have  been 
difficult  to  answer,  difficult  to  give  as¬ 
surance  that  their  fears  were  unfounded. 
But  they  are  unfounded. 

I  cannot  escape  the  fact  that  over  a 
billion  dollars  of  taxes  on  dividends  and 
interest  are  unpaid  annually  and  should 
be  collected.  The  taxes  have  been  pay¬ 
able  under  the  law  since  1913.  An  ef¬ 
fort  ought  to  be  made  to  collect  them. 

I  have  received  letters  from  some 
businessmen  who  object  very  strongly 
to  withholding.  I  respect  them  but  I 
think  their  position  is  inconsistent  with 
the  position  that  the  Congress  should 
develop  on  sound  fiscal  position.  They 
ask  that  Congress  should  cut  expendi¬ 
tures  and  I  agree.  But  there  is  another 
side  to  fiscal  order.  If  we  are  to  achieve 
fiscal  balance  there  must  be  an  honest 
and  full  payment  of  taxes. 

Mr.  DOUGLAS.  I  thank  the  Senator 
from  Kentucky.  His  statement  and  his 
position  are  in  thorough  keeping  with 
the  nobility  of  purpose  which  we  have 
observed  in  the  Senator  from  Kentucky 
ever  since  he  first  came  to  the.  Senate 
many  years  ago.  I  believe  he  is  abso¬ 
lutely  correct.  The  same  considerations 
have  been  largely  those  which  have  led 
me  to  the  feeling  that  we  should  apply 
withholding  across  the  board. 

There  is  one  factor  which  is  sometimes 
ignored,  and  we  might  as  well  set  it  out 
on  the  table  now.  I  refer  to  the  fact  that 


under  the  present  method  there  is  an 
automatic  snowballing  of  the  interest 
paid  out  by  savings  banks  and  the 
amounts  paid  out  by  savings  and  loans 
institutions  to  the  capital  accounts  of 
recipients,  and  these  amounts  are  then 
used  by  the  institutions.  To  the  degree 
that  taxes  are  not  paid  on  those 
amounts,  there  is  an  increase  in  the  capi¬ 
tal  sum  by  that  amount.  In  other 
words,  there  is  a  snowballing  of  existing 
capital  rolling  up  at  the  rate  of  nearly  4 
percent  a  year.  If  the  taxes  which  are 
owed  upon  this  are  not  paid,  that  means 
that  the  size  of  the  annual  increment 
through  the  snowballing  is  greater  than 
it  would  be  if  the  taxes  were  paid. 

Therefore  a  part  of  the  gross  of  sav¬ 
ings  institutions  has  come  from  taxes 
owed  to  the  Government  but  not  paid. 
We  might  as  well  recognize  that.  Since 
this  is  a  real  world,  we  also  might  as  well 
recognize  that  while  it  is  not  the  only 
reason,  it  is  one  of  the  reasons  why  the 
savings  institutions  are  opposed  to  the 
withholding  system.  If  we  had  with¬ 
holding,  the  money  collected  by  the  Gov¬ 
ernment  in  taxes  owed  to  them  would 
not  be  available  for  the  automatic  ad¬ 
dition  to  capital.  To  that  extent,  the 
growth  rate  of  those  institutions  would 
be  slowed  down. 

The  heads  of  some  savings  institu¬ 
tions  tell  me  that  very  frankly.  The 
question  is,  Should  those  institutions 
grow  at  the  expense  of  the  Federal  Gov¬ 
ernment  by  reason  of  receiving  money 
which  is  really  owed  to  the  Federal  Gov¬ 
ernment?  Should  those  institutions 
grow  to  this  degree  because  of  tax  eva¬ 
sion  or  tax  avoidance?  That  is  peihaps 
a  better  way  to  put  the  question.  I 
think  if  that  question  is  raised,  there  can 
be  only  one  answer.  No  institution  has 
the  right  to  grow  on  taxes  owed  but  not 
paid.  That  is  a  morally  indefensible 
position  to  take.  If  the  issue  were  really 
known  to  the  American  people,  I  think 
the  conclusion  would  be  very  clear. 

I  prepared  a  series  of  questions  and 
answers  which  was  printed  at  the  con¬ 
clusion  of  my  remarks  on  Monday,  and 
which  I  do  not  wish  to  insert  again  in 
the  Record.  Many  of  them  have  been 
covered.  I  wish  to  emphasize  again 
that  those  over  the  age  of  65  could  re¬ 
ceive  $6,100  in  dividends  or  $5,333  in 
interest  before  they  owed  any  tax  what¬ 
soever  Hence  there  would  be  no  with¬ 
holding  for  them.  Those  under  18 
would  be  specifically  exempted.  All  but 
a  small  proportion  of  those  over  the  age 
of  65  would  be  exempted.  The  burden 
of  the  evasion  or  avoidance  comes  from 
those  with  incomes  over  $10,000  a  year. 

I  hope  that  Congress  will  have  courage 
enough  to  stand  behind  the  President  m 
this  matter.  I  hope  I  shall  not  be  ac¬ 
cused  of  self-righteousness  by  saying 
that  I  think  that  the  issue  is  an  ethical 

iSSLast  night  before  I  went  to  sleep  I 
turned,  as  I  often  do,  to  the  Oxford  Book 
of  English  Verse.  I  found  there  the 
noem  of  Matthew  Arnold  entitled  The 
Lai?  Word.”  Since  the  Senator  from 
Oklahoma  set  us  a  worthy  Precedent 
yesterday  in  quoting  poetry,  I  hope  he 
will  not  object,  since  he  is  not  present, 
to  my  quoting  better  poetry  than  that 
which  he  quoted.  It  is  a  poem  addressed 


to  the  man  who  takes  an  unpopular 
stand.  As  I  remember,  the  poem  starts 
like  this : 


Creep  into  thy  narrow  bed, 

Creep,  and  let  no  more  be  said! 

Vain  thy  onset!  all  stands  fast. 

Thou  thyself  must  break  at  last. 

Let  the  long  contention  cease! 

Geese  are  swans,  and  swans  are  geese, 

Let  them  have  it  how  they  will ! 

Thou  art  tired;  best  be  still. 

They  out-talked  thee,  hissed  thee,  tore  thee? 
Better  men  fared  thus  before  thee; 

Fired  their  ringing  shot  and  passed. 

Hotly  charged — and  sank  at  last. 

In  the  late  hours  last  night,  being 
somewhat  fatigued  by  standing  beside 
the  Senator  from  Tennessee  all  day  yes¬ 
terday,  I  asked  myself,  “What  is  the  use 
of  resisting  the  combined  leadership  of 
both  parties  and  the  bipartisan  political 
machine  which  dominates  the  Senate?” 
Then  I  thought  of  the  last  verse  of  that 
poem.  I  hope  I  shall  not  be  accused  of 
mock  heroism.  I  am  not  up  for  election 
until  1966.  By  that  time  most  voters  will 
have  forgotten  the  issue.  Matthew  Ar¬ 
nold  concluded  the  poem  with  the  fol¬ 
lowing  verse: 

Charge  one  more,  then,  and  be  dumb ! 

Let  the  victors,  when  they  come. 

When  the  forts  of  folly  fall. 

Find  thy  body  by  the  wall ! 

There  will  probably  be  political  cas¬ 
ualties  as  a  result  of  this  vote.  I  tried 
to  warn  some  of  my  friends  what  was 
coming  and  I  urged  them  to  get  out  of 
town,  because  there  is  a  good  deal  of 
merit  to  the  statement  that,  “He  who 
fights  and  runs  away  will  live  to  fight 
another  day.” 

But,  Mr.  President,  sometimes  we  move 
forward  by  having  issues  squarely  pre¬ 
sented,  having  the  roll  called,  and  get¬ 
ting  the  issues  crystalized.  Then  even 
though  the  steamroller  goes  over  one, 
and  the  bodies  pile  up  at  the  wall,  the 
very  piling  up  of  the  bodies  peimits 
others  to  scale  the  wall  later. 

I  am  as  confident  as  that  I  stand  here 
that  in  the  long  run  withholding  will 
be  applied  to  dividends  and  interest  as 
it  now  is  applied  to  wages  and  salaiies. 
It  will  inevitably  come.  But  it  will  come 
more  rapidly  if  we  make  the  fight  now 
than  if  we  do  not  make  the  fight. 

Mr.  President,  I  yield  the  floor. 

Mr.  HUMPHREY.  Mr.  President,  will 
the  Senator  yield  before  he  yields  the 

floor?  ,  ,  .  .  T 

Mr.  DOUGLAS.  I  shall  be  glad  to.  I 
yield  to  the  Senator  from  Minnesota. 

Mr  HUMPHREY.  I  want  the  Senator 
to  know  that  he  has  more  allies  than  he 
thinks.  I  believe  the  issue  of  withhold¬ 
ing  on  dividends  and  interest  is  basic  to 
the  integrity  of  our  tax  laws.  There  was 
an  honest  disagreement  among  some  of 
us  over  a  proposal  which  did  not  satisfy 
all  of  my  desires  on  tax  legislation,  but 
which  long  ago  I  felt  I  would  support 
That  was  the  investment  tax  credit.  I 
do  not  think  it  is  the  best  form  of  tax 
legislation.  I  do  not  think  it  is  as  good 
as  the  consumer  type  of  tax  relief.  X 
believe  it  might  be  of  some  help. 

But  the  tax  bill  that  was  sent  here 
by  the  administration  was  supposed  to 
have  some  balance  in  it. 

Mr.  DOUGLAS.  That  is  correct. 
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Mr.  HUMPHREY.  It  was  well  under¬ 
stood  that  the  investment  tax  credit  was 
to  be  a  sort  of  special  tax  privilege  to 
American  business.  There  is  no  doubt 
about  that.  It  was  allegedly  designed  to 
promote  investment,  to  improve  plant, 
and  to  increase  efficiency  of  output.  But 
the  dividend  and  interest  withholding 
provision  was  the  one  feature  in  the  tax 
law  that  was  supposed  to  bring  what  I 
would  call  morality  to  the  tax  law,  a 
sense  of  fairplay,  and  bring  in  revenue. 


Mr.  DOUGLAS.  That  is  correct. 

Mr.  HUMPHREY.  I  watched  the  de¬ 
velopment  of  the  proposal  relating  to 
withholding  of  the  tax  on  dividends  and 
interest.  Many  years  ago,  when  the  Sen¬ 
ator  from  Illinois  and  other  Senators 
were  submitting  amendments  on  tax 
laws,  one  of  the  first  amendments  that 
was  submitted  was  intended  to  bring 
some  equity  into  the  tax  structure  by 
imposing  withholding  of  the  tax  on  divi¬ 
dends  and  interest,  as  it  operates  on 
wages  and  salaries. 

Mr.  DOUGLAS.  That  was  in  1951, 
when  the  Senator  from  Minnesota  and 
the  Senator  from  Illinois,  newly  arrived 
in  the  Senate,  fought  for  a  week  on  the 
floor  of  the  Senate  to  get  those  provi¬ 
sions  into  the  law. 

Mr.  HUMPHREY.  We  were  not  suc¬ 
cessful  then.  There  are  those  who  say 
that  the  Senator  from  Illinois  and  other 
Senators  will  not  be  successful  now.  I 
do  not  believe  that  is  important  at  this 
stage.  The  House  of  Representatives 
passed  a  tax  bill  including  a  provision 
for  the  withholding  of  taxes  on  dividends 
and  interest.  I  am  not  an  expert  on 
taxation.  One  cannot  be  all  over  the  lot, 
so  to  speak,  and  it  is  therefore  neces¬ 
sary  for  a  Senator  to  rely  on  certain  ex¬ 
perts  and  certain  procedures.  However, 
I  have  long  been  convinced  that  if  we  are 
to  have  tax  legislation  which  will  tighten 
certain  loopholes,  and  at  the  same  time 
give  an  incentive,  which  in  the  real  sense 
are  benefits  and  privileges  to  a  limited 
group  in  this  country,  by  way  of  an  in¬ 
vestment  tax  credit,  it  is  necessary  to 
raise  revenue  through  an  equitable  and 
honest  and  honorable  procedure  called 
withholding  of  the  tax  on  dividends  and 
interest. 

I  have  listened  to  what  the  Senator 
from  Kentucky  said  when  he  engaged  in 
colloquy  with  the  Senator  from  Illinois, 
with  respect  to  all  the  information  which 
has  been  going  out  throughout  the  land, 
to  the  effect  that  certain  Senators  will 
be  caused  a  great  deal  of  trouble  and 
heartache. 

People  write  to  me  to  say,  “What  do 
you  mean  by  saying  that  you  are  going 
to  assess  us  20  percent  of  our  income?” 

As  the  Senator  from  Kentucky  has 
said,  some  people  interpreted  the  pro¬ 
vision  correctly.  However,  most  of  the 
letters  that  I  received  said,  “So  you  are 
going  to  put  a  new  tax  on  us.” 

The  Senator  from  Illinois  has  pointed 
out  that  the  tax  on  dividends  and  in¬ 
terest  has  been  with  us  since  1913. 

Mr.  DOUGLAS.  Since  1913.  And  re¬ 
ports  have  been  made  by  the  recipients 
since  1916. 

Mr.  HUMPHREY.  Yes.  Some  im¬ 
provements  have  been  made  in  the  tax 
law.  We  have  required  corporations 
and  others  to  report  dividends  to  the  In¬ 


ternal  Revenue  Service.  I  am  not  fa¬ 
miliar  with  all  the  details  of  this  par¬ 
ticular  provision  in  the  bill.  However, 
I  have  read  the  provisions  very  care¬ 
fully  during  the  days  when  we  had  cau¬ 
cuses  on  this  subject.  The  Senator  from 
Illinois  remembers  that  there  were  sev¬ 
eral  meetings  of  Senators  in  which  this 
particular  withholding  provision  was 
discussed.  I  shall  support  in  this  area 
what  the  President  has  asked  for.  I  will 
try  to  support  what  the  President  has 
sent  to  us  in  the  form  of  a  tax  program 
as  best  I  can.  I  voted  with  the  Senator 
from  Illinois,  the  Senator  from  Pennsyl¬ 
vania,  and  other  Senators  on  the  expense 
account  provision.  The  Senator  from 
Tennessee  sought  to  strike  that  pro¬ 
vision  from  the  committee  bill,  partic¬ 
ularly  the  section  that  dealt  with  the  “or 
associated  with”  language. 

Soon  we  shall  have  before  us  the  ques¬ 
tion  of  deciding  upon  the  lobbying  pro¬ 
vision.  I  intend  to  vote  with  Senators 
who  are  supporting  an  amendment  to 
strike  that  provision. 

I  assure  the  Senator  from  Illinois  that 
we  are  doing  the  right  thing  in  voting 
for  the  withholding  of  taxes  on  dividends 
and  interest.  I  do  not  believe  it  would 
cost  any  Senator  his  seat  in  the  Senate. 
Even  if  that  were  the  case  with  respect 
to  the  Senator  from  Minnesota,  I  am 
sure  the  country  could  get  along  very 
well. 

Mr.  President,  it  is  very  difficult  for 
me,  when  I  go  home,  to  face  a  worker 
in  a  factory  or  a  department  store  and 
know  that  that  person  has  income  tax 
payments  taken  out  of  his  pay  check 
every  week.  How  long  does  he  have  to 
wait  if  there  is  a  refund? 

Mr.  DOUGLAS.  A  full  year. 

Mr.  HUMPHREY.  A  full  year.  Then 
we  are  told  that  we  cannot  vote  to  have 
withheld  a  tax  on  dividends  and  inter¬ 
est.  If  there  were  refunds  under  the 
bill— 

Mr.  DOUGLAS.  They  would  come  to 
the  payer  quarterly. 

Mr.  HUMPHREY.  Every  3  months. 

Mr.  DOUGLAS.  Generally  only  3  or 
4  weeks  after  the  amount  has  been  paid 
out. 

Mr.  HUMPHREY.  I  commend  the 
Senator  from  Illinois,  and  I  am  proud 
to  be  on  his  side. 

Mr.  DOUGLAS.  The  Senator  from 
Minnesota  belongs  on  this  side,  and  gen¬ 
erally  he  is  on  our  side.  We  welcome 
him  back. 

Mr.  HUMPHREY.  I  knew  that  the 
Senator  would  feel  that  way  when  I  came 
back.  There  have  been  only  a  few  mo¬ 
ments  in  my  life  when  I  have  strayed 
from  him,  and  each  time  it  has  caused 
me  heartache  and  sadness. 

Mr.  CLARK.  Mr.  President,  I  com¬ 
mend  the  Senator  from  Illinois  for  the 
brilliant  speech  he  has  made  in  opposi¬ 
tion  to  the  pending  amendment.  I  am 
also  glad  to  note  the  fine  support  he  has 
been  given  by  the  junior  Senator  from 
Termessee,  and  now  by  the  senior  Sena¬ 
tor  from  Minnesota. 

I  am  not  one  of  those  who  believe  that 
bleeding  political  corpses  will  be  piled 
up  at  the  wall,  and  that  that  will  hap¬ 
pen  to  Senators  who  are  up  for  reelec¬ 
tion,  because  we  oppose  the  committee 
amendment.  I  am  up  for  reelection. 


In  my  opinion  there  is  absolutely  no 
Justification  for  striking  the  withholding 
provision  from  the  House  bill.  I  have 
been  saying  that  for  the  past  6  or  7 
months.  I  have  received  nearly  60,000 
letters  from  constituents  in  my  State  op¬ 
posing  the  withholding  of  the  tax  on 
dividends  and  interest. 

I  believe  I  received  between  45  and  60 
letters  supporting  the  withholding.  At 
least  6  months  ago  I  wrote  to  my  con¬ 
stituents  who  wrote  to  me — all  60,000  of 
them — telling  them  that  I  thought  they 
were  wrong  and  that  I  thought  that  the 
withholding  of  the  tax  on  interest  and 
dividends  was  a  sound  tax,  wholly  justi¬ 
fiable,  and  not  a  new  tax,  but  one  which 
had  been  on  the  books  for  a  long  while. 

There  are  those  who  say  that  this  pro¬ 
posal  would  cost  me  my  reelection  this 
fall.  I  do  not  believe  so.  Like  the  Sena¬ 
tor  from  Illinois,  I  am  not  engaged  in 
any  mock  heroics.  I  am  not  particularly 
proud  of  the  fact  that  I  am  swimming 
upstream.  I  do  not  believe  that  those 
of  us  who  are  fighting  a  just  battle  for 
a  decent  equalization  of  the  tax  will  be 
defeated.  There  are  many  times  when, 
as  the  Senator  from  Illinois  has  said,  it 
is  a  good  thing  to  be  licked. 

Mr.  DOUGLAS.  But  it  should  not  be 
a  steady  diet,  such  as  has  been  meted 
out  to  the  liberals  in  the  Senate  during 
this  session.  Once  in  a  while  we  want 
to  win. 

Mr.  CLARK.  Perhaps  we  shall  be  able 
to  remedy  the  situation  by  the  votes  that 
will  be  cast  on  the  first  Tuesday  after 
the  first  Monday  in  November. 

I  see  in  the  Chamber  the  junior  Sena¬ 
tor  from  Illinois. 

Mr.  HUMPHREY.  If  the  Senator 
from  Pennsylvania  will  yield  briefly,  we 
may  be  able  to  enter  into  a  unanimous- 
consent  agreement  to  vote  on  the  pend¬ 
ing  amendment  tonight.  We  have  talked 
to  all  Senators  who  are  particularly  in¬ 
terested.  I  have  spoken  to  the  Senator 
from  Wisconsin  [Mr.  Proxmire],  who 
had  written  a  letter  opposing  any  uani- 
mous-consent  agreement.  However,  he 
was  more  than  willing  that  we  should 
enter  into  such  an  agreement  on  this 
vital  amendment.  Will  the  Senator 
from  Pennsylvania  yield  for  that  pur¬ 
pose? 

Mr.  CLARK.  In  a  moment  I  shall  be 
happy  to  do  so. 

The  Senator  knows  that  in  my  view 
the  rules  of  the  Senate  ought  to  be 
drastically  changed. 

Mr.  HUMPHREY.  Yes. 

Mr.  CLARK.  So  that  it  would  not  be 
necessary  to  legislate  by  unanimous  con¬ 
sent.  There  have  been  occasions  in  the 
past  when  I  would  not  have  yielded  by 
unanimous  consent  because  it  is  a  good 
idea  to  point  out  to  my  colleagues  in  the 
Senate  occasionally  that  the  rules  un¬ 
der  which  we  are  operating  are  ridicu¬ 
lous,  and  that  if  any  Senator  wanted  to 
enforce  them,  the  Senate  would  not  be 
able  to  transact  any  business.  I  say  to 
my  friend  the  Senator  from  Minnesota, 
with  whom  I  am  almost  always  in  ac¬ 
cord,  and  to  my  good  friend  the  junior 
Senator  from  Illinois  [Mr.  Dirksen], 
with  whom  I  occasionally  find  myself  in 
accord,  that  I  shall  not  be  contumacious 
in  this  regard,  and  that  if  they  will  yield 


1962 


CONGRESSIONAL  RECORD  —  SENATE 


17039 


me  10  minutes  so  that  I  can  finish  these 
relatively  brief  remarks,  I  shall  be  glad 
to  agree  to  the  unanimous-consent  re¬ 
quest.  ,,  .  ,. 

I  am  glad  to  yield  now  so  that  the 
Senator  may  propose  the  unanimous- 
consent  agreement,  with  the  understand¬ 
ing  that  I  will  be  yielded  10  minutes  to 
say  what  I  wish  to  say. 

Mr.  HUMPHREY.  Mr.  President,  I 
ask  unanimous  consent  that  20-  minutes 
on  a  side  be  allowed  on  this  amendment 
and  that  at  the  conclusion  of  that  time 
the  Senate  proceed  to  vote  on  the  pend- 
ing  committee  amendment,  the  time  to 

be  equally  divided.  ,  ,  _ .  1 

Mr.  CLARK.  Provided  that  I  have  10 
minutes  before  the  unanimous-consent 
agreement  goes  into  effect. 

Mr.  DIRKSEN.  I  shall  be  glad  to 
yield  10  minutes  to  the  Senator  from 
Pennsylvania  now. 

Mr.  HUMPHREY.  That  will  be  made 

a  part  of  the  agreement.  . 

Mr.  CLARK.  My  friends  are  their 

usual  gracious  selves. 

The  PRESIDING  OFFICER.  Is  there 
objection?  The  Chair  hears  none,  and 
it  is  so  ordered. 

Mr.  DIRKSEN.  Mr.  President,  I  now 
yield  the  10  minutes  to  the  Senator  from 
Pennsylvania. 

Mr.  CLARK.  I  shall  be  everlastingly 
grateful  to  the  Senator. 

The  President  of  the  United  States 
gave  his  reasons  in  support  of  his  tax 
proposal  at  his  press  conference  last 
May  9.  Secretary  of  the  Treasury  Dillon 
amplified  the  President’s  views  in  exten¬ 
sive  testimony  before  the  appropriate 
legislative  committees.  Those  views  have 
not  changed  in  substance  with  respect 
to  the  request  for  a  withholding  of  the 
tax  on  dividends  and  interest. 

The  views  of  the  Secretary  of  the 
Treasury  and  of  the  President  can  be 
summarized  as  follows : 

First,  the  withholding  of  the  tax  on 
interest  and  dividends  is  necessaiy  to 
prevent  tax  dodgers  from  cheating  the 
Government  out  of  $800  million  a  year. 
There  is  no  other  feasible  way  of  stop¬ 
ping  this  widespread  tax  evasion.  The 
suggestion  that  by  buying  five  more  busi¬ 
ness  machines  and  making  out  more 
forms  and  sending  the  forms,  as  they  are 
now  being  sent,  to  a  warehouse  in  Kan¬ 
sas  City  will  collect  this  tax,  falls.  If 
we  were  to  retain  an  adequate  number 
of  additional  Internal  Revenue  agents 
and  their  subordinates  to  make  this  tax 
effective  without  withholding,  I  think  we 
would  come  pretty  close  to  adding  from 
10  to  15  percent  to  the  total  number  of 
Government  employees,  whom  some  of 
those  who  oppose  the  withholding  tax 
already  think  are  far  too  many. 

My  second  point  is  that  according  to 
the  President  and  the  Secretary  of  the 
Treasury— and  this  is  very  clear  indeed — 
this  would  not  be  a  new  tax.  Dividends 
and  interest  have  been  subject  to  income 
tax  since  1913.  The  President’s  proposal 
merely  provides  for  collecting  this  old 
tax  in  the  same  way  the  same  income 
tax  on  wages  and  salaries  has  been  col¬ 
lected  for  many  years:  by  withholding  by 
the  paying  corportaion  or  financial  in¬ 
stitution.  ,  A  ,  , 

I  have  never  seen  the  slightest  moral 
or  ethical  justification  for  saying  to  a 


person  who  works  for  his  living,  either 
as  a  white-collar  or  blue-collar  worker, 
“We  do  not  trust  you.  We  are  going  to 
take  your  tax  out  of  your  wages  or  your 
salary  before  you  get  it,  because  we  do 
not  think  you  would  pay  your  tax  if  we 
left  it  to  you  to  do  so”;  and  then  to  say 
to  someone  who  does  not  work  for  a 
living,  who  lives  on  inherited  income  or 
perhaps  on  savings  accumulated  during 
a  lifetime  of  work,  “Oh,  we  trust  you. 

We  do  not  have  to  withhold  tax  from 
you.  You  are  an  honest  citizen,  but  the 
man  who  works  for  a  living  cannot  be 
trusted.” 

That  attitude  seems  to  me  to  be  com¬ 
pletely  unethical  and  not  morally  sus¬ 
tainable. 

Mr.  CARLSON.  Mr.  President,  will 
the  Senator  from  Pennsylvania  yield? 

Mr.  CLARK.  Does  the  Senator  from 
Kansas  understand  that  I  have  only  10 
minutes?  The  Senate  is  operating  under 
a  unanimous-consent  agreement.  I  sug¬ 
gest  that  the  Senator  from  Kansas  ask 
for  time,  so  that  my  remarks  will  not  be 
curtailed. 

Mr.  CARLSON.  I  am  most  pleased, 
in  accordance  with  a  suggestion  by  the 
minority  leader,  to  yield  further  time 
to  the  Senator  from  Pennsylvania. 

Mr.  CLARK.  I  thank  the  Senator 
from  Kansas. 

Mr.  CARLSON.  Does  not  the  distin¬ 
guished  Senator  from  Pennsylvania  be¬ 
lieve  there  is  some  difference  in  the  case 
of  withholding  of  the  tax  on  interest 
and  dividends,  since  there  would  be  no 
provision  for  deductions  as  a  result  of 
martial  status  and  no  deductions  for 
dependents?  Does  the  Senator  really 
believe  there  would  be  withholding  of 
taxes  on  wages  if  the  withholding  was 
the  full  20  percent  of  the  wages? 

Mr.  CLARK.  I  am  perfectly  prepared 
to  have  the  same  withholding  provisions 
applied  for  dividends  and  interest  as  are 
applied  with  respect  to  salaries. 

I  honor  my  friend  from  Kansas.  He 
is  a  friend  of  long  standing.  But  I  sug¬ 
gest  to  him  that  this  distinction  is  a  dis¬ 
tinction  without  a  difference,  and  frankly 
is  a  bit  specious. 

Mr.  CARLSON.  Does  not  the  Senator 
agree  that  this  proposal  has  never  been 
considered  or  brought  out  in  any  pending 
legislation?  The  proposal  is  for  a  20-per¬ 
cent  withholding  tax  regardless  of  the 
amount  to  be  taxed,  with  no  deductions 
allowed? 

Mr.  CLARK.  I  understand:  but, 
again,  I  do  not  believe  that  is  a  very 
convincing  argument.  I  am  sorry  not 
to  agree  with  the  Senator  from  Kansas. 

There  will  be  no  appreciable  hardship 
on  those  who  do  not  legally  owe  taxes. 
The  procedures  for  exemption  and  for 
refund  are  more  generous  to  the  taxpayer 
than  those  which  have  worked  well  for 
years  in  the  case  of  wages  and  salaries. 

At  the  time  I  sent  to  my  constituents 
the  letter  from  which  I  have  been  quot¬ 
ing,  I  also  enclosed  a  memorandum  from 
the  Treasury  Department  entitled 
“Withholding  on  Dividends  and  Inter¬ 
est— a  Necessary  and  Fair  Proposal. 

That  memorandum  points  out  that 
most  taxpayers  pay  their  income  taxes, 
but  that  millions  of  them  do  not,  and 
that  the  withholding  of  taxes  on  interest 
and  dividend  payments  is  essential  as  a 


matter  of  simple  fairness  and  is  neces¬ 
sary  to  put  a  stop  to  widespread  tax 
evasion. 

Far  from  hurting  the  average  tax¬ 
payer,  withholding  would  help  him  by 
insuring  that  the  Government  would  col¬ 
lect  most  of  the  $800  million  in  taxes  on 
interest  and  dividends  which  are  now 
being  evaded  each  year — lost  taxes  which 
must  be  made  up  by  heavier  taxes  on 
honest  and  conscientious  people. 

The  withholding  proposal  has  been 
grossly  misrepresented  and  distorted  by 
those  who  have  their  own  selfish  reasons 
for  wishing  to  see  it  defeated.  They 
have  fostered  widespread  misunder¬ 
standing  of  the  plan  and  have  aroused 
baseless  fears. 

In  my  opinion,  at  least  half,  if  not  at 
least  two-thirds,  of  the  letters  I  received 
from  my  constituents  opposing  the  pro¬ 
posal  were  based  on  misinformation 
which  had  been  furnished  them  by  corpo¬ 
rations  in  which  they  held  securities. 

Withholding  has  been  erroneously  rep¬ 
resented  as  imposing  a  hardship  on 
indigent  elderly  couples.  Under  the 
present  law,  which  gives  people  over  65 
a  double  exemption  and  also  a  tax  credit 
on  retirement  income,  an  elderly  couple 
could  have  as  much  as  $5,377  in  income 
each  year  from  social  security  and  inter¬ 
est  and  be  liable  to  no  tax  and  no  with¬ 
holding  at  all.  If  a  part  of  their  income 
were  from  dividends,  the  total  income 
could  be  even  higher.  To  have  this  in¬ 
come  completely  free  of  taxes  or  with¬ 
holding,  the  couple  would  be  receiving 
the  maximum  social  security  benefit  of 
$2,178  and  interest  income  of  $3,199. 
This  couple,  who  would  avoid  withhold¬ 
ing  entirely,  would  need  about  $80,000  in 
savings  deposits,  earning  4  percent,  to 
receive  $3,199  in  interest.  So  I  suspect 
there  have  been  many  arguments  made 
which  simply  do  not  stand  the  light  of 
day  in  connection  with  the  proposed 
legislation. 

Mr.  President,  I  ask  unanimous  con¬ 
sent  to  have  printed  at  this  point  in  the 
Record  the  text  of  my  letter  to  my  con¬ 
stituents  together  with  the  enclosure 
furnished  to  me  by  the  Treasury  De¬ 
partment. 

There  being  no  objection,  the  letter 
and  statement  were  ordered  to  be  printed 
in  the  Record,  as  follows: 

DEAR  Friend:  Thank  you  for  your  com¬ 
munication  telling  me  of  y°"r  vi®^  otJ 
President  Kennedy’s  tax  reform  bill.  I  regret 
that  I  have  been  so  swamped  with  mail  on 
this  proposed  legislation  that  I  am  for 
to  use  this  form  reply. 

The  President  gave  his  reasons  in  suppor 
of  his  tax  proposals  at  his  press  conference 
on  May  9  Secretary  of  the  Treasury  Dillon 
amplified  the  President’s  views  in  ^tensive 
testimony  before  the  appropriate  congres 
siona?  committees.  Their  views  can  be  sum¬ 
marized  as  follows:  . 

i  Withholding  of  the  tax  on  interest  and 
dividends  is  necessary  to  prevent  tax  dodgers 
From  cheating  the  Government  out  of  $800 

million  a  year.  There  is  no  other  feasible 
way  of  stopping  this  widespread  tax  evasion 
2.  This  is  not  a  new  tax.  Dividends  and 
interest  have  been  subject  to  income  tax 
since  1913  The  President’s  proposal  merely 
provide44or  collecting  this  old  tax  the  same 
way  the  same  income  tax  on  wages  and 
salaries  lias  been  collected  for  many  y 
by  witbh^ding  by  the  paying  corporation 
or  financial  institution. 
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3.  There  will  be  no  appreciable  hardship 
on  those  who  do  not  legally  owe  tax.  The 
procedures  for  exemption  and  for  refund  are 
more  generous  to  the  taxpayer  than  those 
which  have  worked  well  for  years  in  the 
case  of  wages  and  salaries. 

4.  The  burden  on  the  paying  institutions 
is  not  appreciably  more  onerous  than  in  the 
case  of  wages  and  salaries.  Banks  and  other 
financial  institutions  may  well  net  a  profit 
from  the  free  use  of  the  withheld  funds  for 
appreciable  periods  of  time. 

5.  The  other  tax  loopholes  which  the  bill 
would  close  are  all  unfair  favors  to  special 
classes  of  taxpayers  who  for  years  have  been 
able  to  avoid  legally  their  fair  share  of  our 
national  tax  bill — thus  imposing  a  heavier 
burden  on  those  who  are  not  in  the  special 
privilege  category.  Examples  are:  padded 
expense  accounts,  inadequate  taxation  of 
foreign  income,  foreign  tax  havens,  unfair 
tax  preferences  to  mutual  savings  banks, 
mutual  insurance  companies,  and  coopera¬ 
tives. 

6.  The  investment  tax  credit  for  new  ma¬ 
chinery  and  equipment  is  necessary  to  help 
American  industry  to  retool  and  thus  com¬ 
pete  more  successfully  with  the  modern  in¬ 
dustrial  plants  of  Western  Europe,  Japan 
and,  to  some  extent,  Soviet  Russia. 

7.  It  is  important  that  the  new  revenue 
from  closing  tax  loopholes  should  equal  or 
exceed  the  tax  loss  from  the  investment 
credit.  We  must  keep  our  fiscal  policies 
sound  if  we  are  to  avoid  a  run  on  the  dollar 
and  a  disastrous  deficit  in  our  foreign  trade 
accounts  and  balance  of  payments. 

I  am  confident  that  if  you  give  careful 
study  to  these  seven  points  you  will  under¬ 
stand  why  President  Kennedy’s  position  is 
in  the  national  interest.  Of  course  the  bill 
has  not  yet  been  reported  from  the  Senate 
Finance  Committee  and  may  contain  amend¬ 
ments  which  you  may  be  sure  I  shall  study 
carefully. 

Sincerely  yours, 

Joseph  S.  Clark, 

U.S.  Senator. 

Withholding  on  Dividends  and  Interest — A 
Necessary  and  Fair  Proposal 

Most  taxpayers  pay  their  income  taxes  but 
millions  do  not.  Withholding  of  taxes  on 
interest  and  dividend  payments  is  essential 
as  a  matter  of  simple  fairness  and  necessary 
to  put  a  stop  to  this  widespread  tax  evasion. 

Far  from  hurting  the  average  taxpayer, 
withholding  will  help  him  by  insuring  that 
the  Government  collects  most  of  the  $800 
million  in  taxes  on  interest  and  dividends 
which  are  now  being  evaded  each  year — lost 
taxes  which  have  to  be  made  up  by  heavier 
taxes  on  honest  and  conscientious  people. 

There  is  no  reason  why  those  who  receive 
all  or  part  of  their  income  from  interest  and 
dividends  should  not  have  their  taxes  with¬ 
held — as  wage  and  salary  earners  have  been 
for  20  years. 

The  withholding  proposal  has  been  grossly 
misrepresented  and  distorted  by  those  who 
have  their  own  selfish  reasons  for  wishing  to 
see  it  defeated.  They  have  fostered  wide¬ 
spread  misunderstanding  of  the  plan  and 
aroused  baseless  fears. 

These  misconceptions  deserve  to  be  cleared 
up. 

This  is  not  a  new  tax.  Withholding  is 
merely  a  method  of  collecting  taxes  which 
are  owed  the  Government  but — because  of 
ignorance  or  intentional  deceit— are  not  now 
being  paid.  Dividends  and  interest  are  in¬ 
come  and,  as  such,  have  always  been  sub¬ 
ject  to  income  tax. 

Withholding  will  impose  no  hardship  and 
little  inconvenience  on  taxpayers.  People 
who  have  such  low  incomes  that  they  do  not 
owe  any  taxes  can  easily  prevent  withholding 
by  signing  a  simple  form  certifying  that 
^hose  under  18  can  be  exempted  from 
withholding  whether  or  not  they  owe  any 


Elderly  couples,  widows,  and  others  who 
may  owe  a  little  tax  but  less  than  the 
amount  withheld,  can  get  quarterly  refunds 
by  filling  out  a  simple  refund  slip  which 
will  be  available  at  banks,  post  offices,  and 
other  places.  These  refund  slips  can  be  filed 
at  any  time  during  a  quarter  after  with¬ 
holding  has  taken  place.  It  is  not  necessary 
to  wait  until  the  end  of  the  quarter.  In¬ 
ternal  Revenue  will  mail  out  quarterly  re¬ 
minders  to  refund  claimants.  The  refunds 
will,  in  most  cases,  be  received  within  a 
month — as  they  are  now  by  the  37  million 
taxpayers  who  are  over-withheld  each  year 
on  their  wages  and  salaries.  Those  who 
don’t  wish  to  bother  with  quarterly  refunds 
will  get  them  annually  by  filing  their  regu¬ 
lar  tax  returns. 

Withholding  has  been  erroneously  repre¬ 
sented  as  imposing  a  hardship  on  indigent 
elderly  couples.  Under  present  law,  which 
gives  people  over  65  a  double  exemption  and 
also  a  tax  credit  on  retirement  income,  an 
elderly  couple  could  have  as  much  as  $5,377 
in  income  each  year  from  social  security  and 
interest  and  be  liable  to  no  tax — and  no 
withholding — at  all.  If  part  of  their  income 
is  from  dividends,  the  total  income  could 
be  even  higher.  To  have  this  income,  com¬ 
pletely  free  of  taxes  or  withholding,  the 
couple  would  be  receiving  the  maximum 
social  security  benefit  of  $2,178  and  interest 
income  of  $3,199.  This  couple,  which  would 
avoid  withholding  entirely,  would  need  about 
$80,000  in  savings  deposits,  earning  4  percent 
to  receive  $3,199  in  interest. 

An  elderly  couple  with  full  social  security 
benefits  and  $1,000  more  than  this  in  in¬ 
terest  income — $4,199  a  year— would,  how¬ 
ever,  fall  into  the  much  discussed  over¬ 
withheld  category.  .  Their  savings  deposits 
would  have  to  total  about  $105,000.  The 
withholding  each  quarter  would  be  $210 — • 
$160  more  than  necessary.  Under  the 
quarterly  refund  procedure,  the  couple  would 
never  be  out  of  pocket  more  than  $160, 
which  is  the  first  quarter’s  overwithholding. 
The  quarterly  refund  from  the  first  quarter 
would  offset  the  overwithholding  in  the 
second  and  so  on  indefinitely.  This  $160 
would  earn  only  about  $6  for  an  entire  year 
if  left  in  their  savings  account  at  4  percent. 

How  can  anyone  say  this  is  hardship? 
Such  a  couple  is  well-to-do  by  almost  any¬ 
one’s  standards — and  there  are  very  few  such 
couples.  Most  elderly  people  would  not  be 
subject  to  withholding  at  all. 

The  amounts  overwithheld  generally  will 
not  be  large.  For  more  than  half  the  people 
entitled  to  refunds,  the  amount  overwith¬ 
held  will  be  less  than  $10  per  year.  The  aver¬ 
age  refund  of  oyerwithheld  wages  and 
salaries  in  contrast,  is  $143 — and  wage  and 
salary  earners  can  collect  their  refunds  only 
at  the  end  of  the  year. 

Withholding  is  necessary.  A  total  of 
nearly  $4  billion  in  dividends  and  interest — • 
nearly  20  percent  of  the  total— goes  unre¬ 
ported  on  tax  returns  each  year.  Publicity 
campaigns  aimed  at  increasing  voluntary  re¬ 
porting  have  simply  not  worked.  Internal 
Revenue  has  no  way  of  checking  many  eva¬ 
sions,  especially  on  interest  payments,  be¬ 
cause  only  the  large  ones — $600  or  more — 
have  to  be  reported  by  the  payors  to  the 
Government. 

Withholding  will  pay  for  itself  many  times 
over.  The  estimated  administrative  cost  of 
the  withholding  system  is  $19  million  per 
year  but  $650  million  in  presently-evaded 
taxes  will  be  collected.  Use  of  withholding 
to  eliminate  the  many  small  and  frequently 
unintentional  evasions  will  free  Internal  Rev¬ 
enue  agents  to  pursue  the  upper  income 
bracket  evasions  which  account  for  the  dif¬ 
ference  between  the  $800  million  in  tax  re¬ 
ceipts  now  being  lost  and  the  $650  million 
withholding  will  bring  in.  These  well-to-do 
evaders  will,  of  course,  be  withheld  20  per¬ 
cent  like  everyone  else — but  they  owe  more 
than  that. 
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Use  of  ADP,  the  suggested  alternative  to 
withholding,  would  cost  more  to  do  one-third 
of  the  job.  Automatic  data  processing  does 
not  collect  one  penny  in  taxes.  All  it  does 
is  identify  suspected  tax  evaders,  who  then 
have  to  be  located  and  audited.  Following- 
up  and  auditing  all  evaders  turned  up  by 
ADP  would  be  literally  impossible — there  are 
6  million  taxpayers  who  have  interest  and 
dividend  income  and  don’t  report  any  of  it. 
At  least  an  equal  number — maybe  more — 
report  some,  but  not  all,  of  their  dividend 
and  interest  income.  Just  following-up  the 
biggest  evaders,  to  recover  $200  million  in 
taxes,  would  cost  the  Government  $29  mil¬ 
lion — half  again  the  price  of  a  withholding 
system  that  would  collect  more  than  three 
times  that  amount.  The  maximum  addi¬ 
tional  tax  that  the  Internal  Revenue  Service 
could  collect  effectively  with  ADP  and  a  rea¬ 
sonable  enforcement  effort  is  $200  million. 
And  even  to  accomplish  only  the  $200  million 
increase  in  tax  receipts  would  require  an  in¬ 
crease  of  over  3,000  in  Internal  Revenue’s 
enforcement  staff — a  55  percent  jump  in  the 
number  of  office  auditors  presently  employed 
and  a  10  percent  rise  in  the  number  of  agents. 
In  addition,  use  of  ADP  and  enforcement  per¬ 
sonnel  followups  would  require  that  business 
organizations  make  much  more  detailed  and 
numerous  reports  to  Internal  Revenue  than 
they  do  now — or  would  have  to  do  under 
withholding.  In  addition,  there  is  no  ADP 
system  fully  in  operation  as  of  now — and 
won’t  be  until  1966. 

The  system  will  be  simple  and  convenient 
lor  payers  of  interest  and  dividends.  They 
will  make  their  payments  of  withheld  taxes 
to  the  Government  in  one  lump  sum  quar¬ 
terly.  They  will  not  be  required  to  keep 
detailed  records  of  individuals  to  whom  they 
make  dividend  and  interest  payments.  In 
addition,  they  will  be  permitted  to  retain  use 
of  the  withheld  taxes  for  certain  specified 
periods  before  they  are  turned  over  to  the 
Government — a  provision  which  will  help 
offset  the  cost  of  withholding. 

Withholding  may  involve  some  inconven¬ 
iences,  it  is  true.  But  the  alternative  is 
clear — continued  lawless  evasion  of  $800  mil¬ 
lion  worth  of  taxes  each  year  on  nearly  $4 
billion  of  unreported  interest  and  dividend 
income. 

Honest  taxpayers  will  support  this  proposal 
in  justice  to  themselves  and  all  others  who 
now  pay  their  full  share  of  taxes. 

Mr.  CLARK.  Mr.  President,  before  I 
close,  I  should  like  to  point  out  what 
seems  to  me  to  be  the  most  outrageous 
tax  chiseling  which  can  be  easily  done 
unless  there  is  a  withholding  of  the  tax. 
It  has  to  do  with  wealthy  individuals 
who  own  Government  coupon  bonds  in 
denominations  of  $1,000  or  more.  Such 
an  individual  can,  without  fear  of  ever 
being  caught,  take  from  his  safe  deposit 
box  once  each  6  months  his  Govern¬ 
ment  coupon  bonds,  clip  the  coupons, 
and  take  them  to  his  bank,  which  will 
promptly  cash  them.  The  bondholder 
can  then  put  the  money  in  his  pocket, 
never  deposit  it  in  his  checking  account, 
and  never  account  for  it  in  any  way, 
and  he  will  never  be  caught.  In  my 
opinion,  tens,  if  not  hundreds,  of  mil¬ 
lions  of  dollars  of  taxes  are  going  down 
the  drain  through  this  one  cheating  de¬ 
vice,  day  after  day,  years  after  year. 
But  we  never  hear  a  word  about  it.  All 
we  hear  about  is  the  alleged  inequity  to 
some  poor  little  citizen  and  his  wife, 
who  are  usually  living  on  a  pension,  and 
who,  it  is  said,  would  be  deprived  of 
their  honorable,  just  savings  by  having 
their  savings  account  interest  taxed. 
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There  is  a  large  smokescreen  about 
this  particular  amendment.  I  think 
every  Senator  should  appreciate  the 
fact  that  when  he  votes  to  support  the 
committee  amendment,  he  will  be  vot¬ 
ing  to  cheat  the  Government  of  the 
United  States  out  of  a  minimum  of  $800 
million  a  year. 

I  yield  the  floor. 

Mr.  BYRD  of  Virginia.  Mr.  Presi¬ 
dent,  the  question  of  withholding  the 
tax  on  dividends  and  interest  engaged 
the  attention  of  the  committte  for  many 
months.  Hundreds  of  pages  of  testi¬ 
mony  were  taken.  The  committee  con¬ 
sidered  every  phase  of  the  proposal. 

Two  votes  were  taken  in  the  commit¬ 
tee.  The  result  of  the  first  vote  was  10 
to  5  in  opposition  to  the  withholding  of 
tax  on  dividends  and  interest.  The  re¬ 
sult  of  the  second  vote  was  11  to  5  in 
opposition.  So  by  a  vote  of  more  than 
2  to  1,  the  members  of  the  Committee  on 
Finance  voted  in  opposition  to  the  with¬ 
holding  plan. 

Mr.  President,  House  bill  10650  as  it 
passed  the  House  required  withholding 
of  tax  from  recipients  of  dividends  and 
interest.  The  Senate  Finance  Commit¬ 
tee  amended  H.R.  10650  by  substituting 
a  requirement  that  information  returns 
be  furnished  to  the  Government  and  to 
recipients.  The  substitution  was  made 
because  of  the  superiority  of  this  pro¬ 
cedure  over  withholding. 

It  is  superior  because  it  is  less  onerous 
on  the  taxpayer,  less  burdensome  to  the 
payors,  avoids  much  of  the  administra¬ 
tive  difficulties  involved  in  the  withhold¬ 
ing  scheme,  will  make  a  greater  contribu¬ 
tion  to  voluntary  compliance,  applies  to 
recipients  in  all  tax  brackets,  and  is  a 
more  precise  way  of  doing  the  job. 

On  the  last  point— that  the  furnishing 
of  information  returns  is  a  more  precise 
way  of  doing  the  job— the  Secretary  of 
the  Treasury  is  in  agreement.  In  an¬ 
swer  to  a  question,  raised  by  a  member 
of  the  Committee  on  Ways  and  Means, 
as  to  whether  information  returns  of 
payors  coupled  with  data  processing 
would  not  be  a  more  precise  way  of  doing 
the  job,  the  Secretary,  after  stating  his 
preference  for  withholding  and  after 
noting  that  information  returns  would 
pose  an  extra  burden  on  payors,  con¬ 
ceded: 

But  you  are  certainly  correct.  It  would  be 
more  precise  if  they  did  this. 


The  information  return  method  is  less 
onerous  on  the  taxpayer.  Under  the 
withholding  method,  many  individuals, 
both  in  the  elderly  category  and  among 
younger  people,  would  have  been  faced 
with  substantial  hardship  because  of 
overwithholding.  Even  those  who  could 
have  filed  exemption  certificates  were  re¬ 
quired  to  state  under  penalty  of  perjury 
that  they  would  expect  to  owe  no  tax  for 
the  coming  year.  Many  conscientious 
persons  who  in  fact  turn  out  to  owe  no 
tax  would  feel  that  they  could  not  sign 
such  a  statement  before  the  year  even 
commences;  and,  therefore,  they  would 
be  effectively  deprived  of  the  use  of  the 
exemption  certificate.  Moreover,  under 
the  quarterly  refund  system  of  the  with¬ 
holding  plan,  there  would  be  a  delay  of  at 
least  3  or  4  weeks  before  the  recipient 
could  receive  back  the  withheld  amounts 


and  many  recipients  would  have  to  wait 
3  or  4  months.  This  would  deprive  them 
of  the  use  of  their  own  funds  as  living 
expenses  or  as  sources  of  investment  dur¬ 
ing  the  interval.  Moreover,  the  quar¬ 
terly  refund  system  of  the  withholding 
plan  does  not  make  allowance  for  the 
$50  dividend  exclusion — $100  on  many 
joint  returns —  or  for  the  4  percent  divi¬ 
dend  credit  or  for  deductions  where  the 
taxpayer  itemizes.  Not  only  is  the  in¬ 
formation  reporting  requirement  less 
onerous  to  the  recipient,  but  it  is  also  a 
fairer  and  more  just  way  for  him  to  be 
treated.  Many  individuals  whose  divi¬ 
dends  and  interest  would  have  been 
diminished  by  withholding  might  fail, 
through  ignorance  or  otherwise,  to  file 
refund  claims  for  overwithheld  amounts. 
In  such  a  case,  under  the  withholding 
plan,  these  individuals  would  have  been 
permanently  deprived  of  their  income. 

While  the  exemption  certificates  and 
quarterly  refunds  would  not  resolve  the 
hardship  problems  for  the  shareholder 
or  depositor,  they  nevertheless  would 
present  many  compliance  problems  for 
the  corporate  and  bank  payors  of  the 
dividends  and  interest.  Corporations 
and  banks  would  have  to  maintain  two 
files  of  stockholders  or  depositors.  Cor¬ 
porations  would  also  have  to  be  prepared 
to  shift  stockholders  back  and  forth  be¬ 
tween  these  two  files  as  shares  are  pur¬ 
chased  and  sold  or  as  exemption  cer¬ 
tificates  are  issued  or  withdrawn. 
Moreover,  under  the  withholding  plan, 
special  problems  would  arise  when  stock 
is  sold  just  before  a  dividend  date  by 
someone  who  has  filed  an  exemption 
certificate  to  someone  who  has  not,  if 
the  stock  certificate  has  not  actually 
been  delivered  to  the  corporation  before 
the  dividend  date.  Moreover,  in  order 
to  use  exemption  certificates  at  all,  tax¬ 
payers  would  have  to  forgo  the  con¬ 
venience  of  leaving  stock  in  their  brok¬ 
ers’  names. 

Under  the  information  reporting  pro¬ 
visions,  banks  and  corporations  have 
only  one  simple  duty  to  perform:  That 
is,  they  must  furnish  to  the  Government 
and  to  the  recipient  information  regard¬ 
ing  the  amount  of  interest  or  dividends 
paid  to  the  recipient.  Not  only  is  this 
far  less  burdensome  than  the  duplicate 
recordkeeping  required  by  withholding, 
but  it  provides  a  system  for  which  the 
payers  themselves  have  expressed  a  de¬ 
cided  preference. 

There  would  also  have  been  serious  ad¬ 
ministrative  problems  for  the  Internal 
Revenue  Service  under  withholding,  as  a 
result  of  the  use  of  exemption  certifi¬ 
cates  and  quarterly  refunds.  These 
could  have  led  to  substantial  tax  evasion. 
There  was  no  assurance,  for  example, 
that  only  those  who  “reasonably  expect 
no  tax  liability”  could  file  exemption 
certificates.  Moreover,  these  certificates 
would  not  have  been  easy  to  check,  be¬ 
cause  many  of  them  represent  persons 
not  required  to  file  tax  returns;  so  fre¬ 
quently  there  would  be  no  returns  to 
match  them  against.  . ,  ,  , 

Similarly,  since  the  individual  who 
would  file  a  quarterly  refund  claim  was 
not  then  required  to  submit  proof  of  the 
receipt  of  dividend  or  interest  payments, 
there  was  ample  opportunity  for  tax 
evasion  and  fraud,  as  well  as  uninten¬ 


tional  mistakes.  These  required  check¬ 
ing  in  detail  and  comparison  with  the 
amount  shown  on  final  returns,  if  the 
purpose  of  the  legislation  was  to  be  fully 
accomplished.  In  fact,  it  was  entirely 
possible  that  some  taxpayers  might  file 
exemption  certificates,  file  quarterly  re¬ 
fund  claims,  and  still  claim  refunds  on 
their  final  returns  at  the  end  of  the 
year,  all  with  respect  to  the  same  divi¬ 
dend  or  interest  payment  or  with  respect 
to  no  dividend  or  interest  payment  at 
all.  While  the  Internal  Revenue  Service 
might  have  been  able  to  control  this 
form  of  tax  evasion  and  unintentional 
errors,  it  would  have  required  a  very 
large  enforcement  effort. 

Mr.  President,  the  information  re-a 
porting  program  approved  by  the  Senate 
Finance  Commitee  will  make  a  greater 
contribution  toward  voluntary  compli¬ 
ance  than  the  withholding  program 
would  have  made.  Withholding  would 
take  too  much  money  from  the  multi¬ 
tude  of  low  income  taxpayers  and  too 
little  from  the  higher  income  taxpayers. 
The  Treasury  has  estimated  that  29  per¬ 
cent  of  the  unreported  interest  income 
is  being  received  by  those  with  incomes 
under  $5,000,  and  that  42  percent  of  the 
unreported  interest  is  being  received  by 
those  with  incomes  between  $5,000  and 
$10,000.  Thus,  71  percent  of  the  unre¬ 
ported  interest  goes  to  those  with  in¬ 
comes  under  $10,000.  The  Treasury  also 
estimates  that  29  percent  of  the  unre¬ 
ported  dividends  is  received  by  those 
with  incomes  under  $10,000. 

The  20-percent-withholding  plan 
would  require  the  lower  income  recipients 
of  interest  and  dividends  to  file  tax- 
exemption  certificates  if  they  are  not 
taxable,  and  to  file  for  refunds  if  sub¬ 
ject  to  overwithholding,  while  at  the 
same  time  there  would  be  underwith¬ 
holding  on  the  higher  income  recipients. 
Many  of  those  who  would  be  subject  to 
this  underwithholding  would,  by  mistake 
or  with  malice,  assume  that  having  been 
withheld  on,  they  should  pay  no  more. 
In  the  absence  of  information  to  the 
Government  and  reminders  to  the  tax¬ 
payers,  how  much  of  this  underwithheld 
tax  would  be  forthcoming?  Much  less, 
in  my  opinion,  than  under  a  program 
where  the  Government  is  informed  and 
the  taxpayers  are  reminded  that  the 
Government  is  informed  of  the  amount 
of  interest  and  dividends  these  taxpayers 
had  received,  and  where  the  taxpayers 
are  reminded  that  the  Government  has 
the  means  of  comparing  its  information 
with  the  taxpayers’  tax  returns. 

The  Finance  Committee  report  states 
that  the  Treasury  estimates  that  the 
withholding  proposal  would  produce  $780 
million  of  revenue  in  a  full  year-  « 
should  be  noted,  however,  that  only  $580 
million  of  this  amount  is  due  to  applica¬ 
tion  of  the  20-percent  withholding.  The 
additional  $200  million  would  be  realized 
oniy_to  use  the  Treasury’s  words— 

If  in  addition  to  withholding  there  is  an 
improvement  in  tax  compliance  by  persons 
subject  to  individual  income  tax  rates  above 
the  20-percent  bracket. 

On  the  other  hand,  the  estimate  of 
revenue  to  be  derived  from  the  informa¬ 
tion  return  system  is  placed  at  $275  mil- 
lion  by  the  staff  of  the  Joint  Committee 
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on  Internal  Revenue  Taxation,  and  at 
$240  million  by  the  Treasury,  with  a 
negligible  allowance  in  each  case  for  the 
compliance  improvement  which  would 
result  from  the  Government’s  knowing 
how  much  dividends  and  interest  the 
taxpayer  had  received  and  the  taxpayer’s 
knowing  that  the  Government  knew  and 
had  the  means  through  automatic  data 
processing  and  enforcement  to  do  some¬ 
thing  about  it — not  only  as  regards  the 
low-income  taxpayer  but  for  all  tax¬ 
payers. 

I  believe  that  the  information-return- 
data-processing-enforcement  system  will 
prove  a  stronger  stimulation  toward 
voluntary  compliance  than  withholding 
of  20  percent  of  dividends  and  interest, 
and  will  increase  the  revenue  from  this 
source  significantly  above  the  estimated 
amounts. 

Particularly  is  this  true  in  view  of  the 
fact  that,  as  the  Secretary  of  the  Treas¬ 
ury  has  stated  : 

Much  of  the  nonreporting  of  interest  and 
dividends  is  due  to  inadvertence,  forgetful¬ 
ness,  and  failure  to  keep  records,  particularly 
by  taxpayers  who  receive  a  small  portion  of 
their  incomes  from  such  sources. 

If  the  inadvertent  and  forgetful  are  re¬ 
minded,  they  will  pay;  if  the  willful 
evader  knows  that  the  Government 
knows  and  intends  to  collect,  he  will  be 
induced  to  pay. 

Thus,  the  reporting  of  dividends  and 
interest  to  the  Government  by  the  pay¬ 
ors,  along  with  statements  to  the  tax¬ 
payers  of  amounts  so  reported,  will  great¬ 
ly  enhance  the  compliance  program  of 
the  Internal  Revenue  Service.  Even  be¬ 
fore  the  Senate  Finance  Committee  ap¬ 
proved  this  information  return  system, 
which  will  greatly  strengthen  the  com¬ 
pliance  program,  the  Commission  of  In¬ 
ternal  Revenue  stated  during  the  appro¬ 
priation  hearings  in  January: 

As  a  byproduct  of  the  automatic  data 
processing  system  *  *  *  we  have  noted  a 
trend  of  people  just  walking  into  our  of¬ 
fices  and  making  voluntary  disclosures.  *  *  * 
They  said  they  have  been  reading  about 
automatic  data  processing.” 

And  in  March  he  had  this  to  say  of 
automatic  data  processing: 

Today  we  do  not  see  any  saving  of  per¬ 
sonnel  but  we  do  see  a  big  closing  of  the 
revenue  gap  which  Senator  Byrd  referred 
to  on  the  floor  as  a  potential  $5  billion  figure. 
We  think  we  will  collect  more  money  through 
our  increased  capability  for  identifying  the 
sources  of  error. 

For  reasons  I  have  given  today,  and 
also  because  the  withholding  scheme  is 
impracticable  and  unworkable,  as  I  at¬ 
tempted  to  demonstrate  in  my  statement 
to  the  Senate  on  May  21,  I  believe  the 
reporting  provision  in  the  Finance  Com¬ 
mittee  bill  is  the  proper  solution  to  the 
underreporting  problem. 

Mr.  THURMOND.  Mr.  President,  the 
Senate  Finance  Committee’s  action  in 
striking  the  House-passed  provision  of 
H.R.  10650  which  would  have  established 
a  system  of  withholding  20  percent  on 
interest  and  dividend  payments  gives  me 
a  great  deal  of  satisfaction.  Had  this 
provision  been  enacted  into  law,  many 
complications  and  hardships  would  have 
i  esulted.  This  particular  provision  was 
l  equested  to  offset  the  loss  of  revenue 


which  is  estimated  as  a  result  of  people 
who  fail  to  adequately  report  and  pay 
taxes  on  interest  and  dividends.  I  feel 
that  the  provision  which  the  Committee 
adopted  in  lieu  of  the  withholding  sys¬ 
tem  will  adequately  protect  the  interests 
of  the  Treasury  without  necessitating 
such  a  great  administrative  expense  as 
the  withholding  proposal.  This  bill  pro¬ 
vides,  in  lieu  of  withholding,  for  the 
reporting  of  most  interest,  dividend,  and 
patronage  dividends  of  $10  or  more  per 
year.  These  reports  must  be  made  to 
the  Government  and  to  the  recipients  of 
the  payments  on  an  annual  basis,  and 
additional  civil  and  criminal  provisions 
are  added  to  those  in  existence  for  fail¬ 
ure  to  report  unless  there  is  a  reasonable 
cause  for  that  failure. 

A  system  of  taxation  should  be  char¬ 
acterized  by  equitable  application  and 
simplicity  of  administration.  The  provi¬ 
sion  which  was  passed  by  the  House  and 
stricken  by  the  Finance  Committee 
would  have  been  inequitable  in  its  ap¬ 
plication.  In  order  to  achieve  equity 
the  administration  of  necessity  would 
have  been  overly  complicated.  Many 
individuals  would  have  been  deprived  of 
a  portion  of  either  dividends  or  interest 
in  the  periods  of  time  in  which  they 
were  sorely  needed.  To  overcome  this 
problem  many  solutions  were  advanced, 
such  as  quarterly  refunds,  exemption 
certificates,  credits,  and  offsets.  How¬ 
ever,  these  solutions  merely  complicated 
the  administration  of  the  provision  and 
would  have  resulted  in  increased  ex¬ 
penses  for  the  Government. 

There  has  been  much  controversy  over 
this  withholding  provision  and  the  vol¬ 
ume  of  mail  which  I  have  received  has 
been  staggering.  The  charge  has  been 
made  that  there  was  a  deliberate  plan 
to  brand  this  as  a  new  tax  so  that  op¬ 
position  to  it  would  be  much  greater 
than  normal.  The  mail  which  I  have 
received  reveals  that  the  people  under¬ 
stand  that  they  are  liable  to  the  Gov¬ 
ernment  for  taxes  on  dividends  and  in¬ 
terest,  but  do  not  wish  to  be  deprived  of 
the  benefit  of  these  funds  when  they 
will  incur  no  tax  liability  for  the  year. 

In  view  of  the  numerous  difficulties 
and  hardships  which  would  have  been 
created  by  the  withholding  provision,  I 
gladly  support  the  Finance  Committee’s 
position  in  deleting  this  section  of  the 
bill  and  inserting  in  lieu  thereof  a 
strengthened  reporting  system. 

Mr.  KEATING.  Mr.  President,  I  shall 
support  the  dividend  and  interest  report¬ 
ing  plan  proposed  by  the  Senate  Finance 
Committee. 

The  more  people  have  talked  about  the 
administration’s  withholding  proposal, 
the  faster  has  its  support  dwindled.  It 
is  a  true  orphan  in  the  world  of  high 
finance.  Even  its  parents,  the  Treas¬ 
ury  Department,  have  apparently  turned 
away  from  it.  Nothing  remains  for  us 
to  do  but  carry  this  motion. 

This  bill  and  all  of  the  debate  on  with¬ 
holding  have  shown  that  the  objective 
of  greater  compliance  in  paying  taxes 
owed  on  dividend  and  interest  income 
can  be  achieved  by  far  easier  and  more 
efficient  means  than  by  a  giant,  burden¬ 
some  withholding  system. 

Automated  tax  processing  and  the  new 
efforts  recommended  by  the  Senate  com¬ 


mittee  to  inform  taxpayers  as  to  their 
tax  liability  make  a  withholding  system 
unnecessary  under  present  circum¬ 
stances.  The  Treasury  Department  has 
already  ordered  new  automated  equip¬ 
ment  to  keep  records  on  income  received 
and  on  revenues  owed  to  the  Govern¬ 
ment.  Soon  this  machinery  will  enable 
the  Department  to  isolate  interest  and 
dividend  payments.  I  favor  using  these 
machines  in  connection  with  the  com¬ 
mittee  reporting  plan,  rather  than  load¬ 
ing  our  taxpayers  with  an  impractical 
withholding  system  that  may  fail  any¬ 
way. 

In  the  case  of  fairly  well-to-do  indi¬ 
viduals,  the  withholding  of  20  percent  of 
all  income  from  dividends  and  interest 
would  make  little  difference.  They 
would  undoubtedly  owe  more  than  20 
percent  in  taxes  on  their  dividend  and 
interest  income.  But,  I  am  worried 
about  people  of  modest  circumstances 
who  would  not  understand  how  to  file 
for  refunds,  people  who  do  not  owe  any 
taxes  at  all,  pension  funds,  trust  funds, 
and  tax-exempt  charitable  foundations. 
No  matter  how  many  exceptions  you 
make,  there  will  always  be  problems  with 
a  bookkeeping  system  as  massive  and 
inexact  as  that  proposed  by  the  admin¬ 
istration. 

An  elderly  couple  with  a  limited  in¬ 
terest  and  dividend  income  and  a  double 
deduction  would  be  completely  befud- 
led  by  a  giant  withholing  system.  If 
they  delayed  in  doing  the  necessary  pa¬ 
perwork  to  apply  for  a  refund,  there  is 
always  the  chance  that  the  would  die 
and  never  be  able  to  enjoy  income  right¬ 
fully  due  to  them. 

We  must  take  every  practical  step  to 
catch  tax  chiselers,  but  this  “shotgun” 
approach  is  unfortunate  and  may  not 
even  work.  Furthermore,  it  would  hurt 
many  people,  especially  retired  persons 
and  those  of  modest  means  who  need 
their  income  promptly.  The  adminis¬ 
tration  and  the  Senator  from  Illinois  in 
this  instance  are  using  a  Polaris  missile 
to  hunt  for  rabbits.  Their  plan  would 
involve  mountains  of  paperwork  and  in 
all  likelihood  would  fail. 

There  are  better  ways  to  accomplish 
the  objective  here  envisioned.  The  Sen¬ 
ate  bill  is  a  feasible  and  logical  alterna¬ 
tive.  With  the  new  devices  and  equip¬ 
ment  available  to  the  Treasury,  I  am 
strongly  in  favor  of  using  these  more 
practical  and  less  burdensome  methods 
to  see  to  it  that  taxes  are  paid — to  the 
full  extent  which  they  are  owed — on  all 
dividend  and  interest  income. 

Mr.  MILLER  subsequently  said:  Mr. 
President,  I  intend  to  vote  for  the  com¬ 
mittee’s  amendment,  which  would  strike 
from  the  bill  the  Kennedy  proposal  to 
withhold  tax  from  interest  and  divi¬ 
dends.  My  reasons  for  opposing  the 
Kennedy  proposal  and  supporting  the 
committee  amendment  were  well  out¬ 
lined  in  the  course  of  a  radio  interview 
carried  on  various  Midwest  stations  last 
May,  and  I  ask  unanimous  consent  that 
the  transcript  of  this  interview  be 
printed  at  this  point  in  the  Record. 

There  being  no  objection,  the  trans¬ 
cript  was  ordered  to  be  printed  in  the 
Record,  as  follows: 


1962 
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radio  Interview  With  Senator  Miller  of 
Iowa 

Announcer.  From  the  Nation’s  Capital,  we 
bring  you  an  interview  with  U.S.  Senator 
Jack  Miller,  of  Iowa.  Senator  Miller  is  a 
tax  lawyer  by  profession.  At  one  time  he 
served  as  an  attorney  in  the  Office  of  the 
Chief  Counsel,  Internal  Revenue  Service,  here 
In  Washington.  He  has  taught  tax  law, 
written  numerous  articles  on  taxation,  and 
given  lectures  on  various  tax  subjects 
throughout  the  United  States.  He  formerly 
served  as  chairman  of  the  Committee  on  Tax 
Problems  of  Farmers  of  the  American  Bar 
Association.  The  subject  of  the  interview 
will  be  the  President’s  proposal  to  withhold 
income  tax  on  interest  and  dividends.  Now, 
let's  Join  the  discussion. 

Bob  Coar.  Well,  Senator  Miller,  this  is  a 
rather  dry  subject  to  some,  but  I  think  it 
would  be  most  interesting  to  most  of  our 
taxpayers,  particularly  those  who  depend 
on  small  incomes  from  stocks  and  bonds 
and  things  of  that  sort,  yet  don’t  make  a 
very  large  profit.  I’d  like  you  to  tell  us,  if 
you  would,  just  what  the  President’s  pro¬ 
posal  to  withhold  income  tax  on  interest  and 
dividends  amounts  to. 

Senator  Miller.  First,  Bob,  let  me  point 
out  that  this  is  just  one  of  many  proposals 
in  this  224-page  monstrosity  known  as  the 
omnibus  tax  bill.  The  President’s  proposal 
on  this  withholding  on  Interest  and  divi¬ 
dends  is  that  the  payor — whether  it’s  a  bank 
or  a  corporation  which  pays  interest  or  divi¬ 
dends  to  a  customer  during  the  year — will 
withhold  20  percent  of  that  as  income  tax, 
so  that  the  recipient  will  receive  only  80 
percent  of  the  interest  and  dividends.  This 
is  something  like  the  withholding  on  wages, 
except  that  on  withholding  on  wages  there 
is  no  flat  20  percent  of  income  tax  withheld. 
There  may  be  a  very  small  amount,  there 
may  be  a  much  larger  amount,  depending 
entirely  upon  the  dependents  and  the  ex¬ 
emption  status  of  the  taxpayer.  But  here 
it’s  a  flat  20  percent  of  income  tax  that  is 
withheld.  I  might  point  out  that  although 
the  President  of  the  United  States  has  said 
that  there  have  been  letters  coming  into  the 
White  House  complaining  that  this  is  .a  pro¬ 
posed  new  tax,  I  haven’t  received  a  single 
letter  like  that  from  the  thousands  of  Iowans 
who  have  written  to  me.  This  is  merely  a 
withholding  of  the  present  tax  in  anticipa¬ 
tion  of  what  would  be  due  at  the  end  of 
the  year. 

Mr.  Coar.  Isn’t  the  inference  there.  Sena¬ 
tor  Miller,  that  some  of  our  people  aren’t 
quite  honest,  and  that  includes  a  great  many 
of  them? 

Senator  Miller.  Well,  the  President  has 
estimated  that  there’s  some  $3  billion  of  in¬ 
terest  and  dividends  that  isn’t  getting  on  the 
tax  returns  and  having  tax  paid  on  it,  and 
that  as  a  result  from  $600  to  $800  million  a 
year  of  income  tax  is  being  lost  to  the  Fed¬ 
eral  Treasury.  I  think,  however,  that  it 
isn’t  quite  this  simple.  As  a  matter  of  fact, 
the  statements  by  the  President  of  the 
United  States  and  by  the  Secretary  of  the 
Treasury  constitute  an  unwarranted  indict¬ 
ment  against  the  integrity  of  the  hundreds 
of  thousands  and  millions  of  people  who  re¬ 
ceive  income  from  interest  and  dividends. 
You  see,  these  people — most  of  them — are 
ready,  willing  and  able  to  pay  their  income 
tax  that  is  due,  although  I’ll  say  there  has 
been  increasing  resentment  lately  of  the  bur¬ 
den  of  taxes,  particularly  the  burden  that 
has  been  increasing  due  to  some  of  these 
domestic  nondefense  spending  programs  of 
this  administration.  But  the  trouble  is  that 
many  people  who  receive  interest  and  divi¬ 
dends  really  don’t  understand  the  income 
tax  consequences.  Let  me  give  you  a  few 
examples.  There  are  hundreds  of  thousands 


of  people  who  have  savings  accounts  at 
banks  and  savings  and  loan  associations. 
During  the  year  there  is  a  crediting  of  in¬ 
terest  to  those  accounts,  although  the  in¬ 
terest  is  not  drawn  out.  A  lot  of  these  peo¬ 
ple  think  that  until  they  draw  out  that  in¬ 
terest,  they  don’t  have  to  report  it  on  their 
income  tax  returns;  whereas  the  tax  law 
says  that  if  you  can  pull  that  interest  out 
of  the  account,  that  once  it  is  credited,  it’s 
taxable  income.  Then  some  corporations 
pay  out  dividends,  not  out  of  accumulated 
profits  or  current  earnings  but  out  of  capital 
or  out  of  depreciation  reserve,  and  there  is 
no  income  tax  owing  on  those  dividends. 
And  some  dividends  include  some  capital 
gain  income  on  which  only  a  portion  of  the 
income  must  have  tax  paid,  and  there  is 
confusion  on  that.  And  then  there  is  much 
dividend  and  interest  income  which  is  very 
small,  maybe  $2  or  $3  or  $5  or  $10.  Im¬ 
proper  records  are  kept.  This  is  not  re¬ 
ported,  not  due  to  fraud  but  due  to  inad- 
vertance.  Then  we  have  a  $50-dividend  ex¬ 
clusion.  If  you  as  an  individual  receive  $45, 
you  don’t  even  have  to  pay  any  tax  on  that; 
you  list  it  on  your  income  tax  return  but 
then  you  subtract  $50  away  from  it  and 
you  don’t  have  any  tax  to  pay.  If  you  are 
a  married  couple  and  the  stock  is  held  in  the 
joint  names  of  the  husband  and  wife,  you 
have  a  $100  dividend  exclusion.  There  are 
millions  of  people  who  receive  only  a  few 
dollars  in  dividend  income  so  there  is  no 
tax  owing  on  that.  And  then,  of  course,  you 
have  millions  of  small  savings  accounts  in 
the  names  of  children  and  older  and  retired 
people,  and  while  it’s  dividend  income,  many 
of  these  people  don’t  even  have  to  file  an 
income  tax  return.  So  I  don’t  think  it  is 
quite  as  simple  as  inferring — as  the  Presi¬ 
dent  and  the  Secretary  of  the  Treasury  have 
done — that  we  have  millions  of  tax  evaders 
running  around  here  in  the  United  States. 
That  isn’t  true  at  all. 

Mr.  Coar.  A  certain  amount  of  money  is 
being  missed,  but  it  is  most  difficult  to  deter¬ 
mine  accurately  what  that  amount  is,  isn  t 
it? 

Senator  Miller.  There  is  no  question  but 
what  there  is  some  tax  revenue  being  missed. 
The  point  is,  I  think  that  this  $600  to  $800 
million  of  missed  revenue  is  a  gross  overesti¬ 
mate,  and  I  think  that  it  has  been  overesti¬ 
mated  in  an  effort  to  try  to  force  this  pro¬ 
posal  through  the  Congress. 

Mr.  Coar.  Well,  now  couldn’t  we  correct 
that.  Senator  Miller,  by  some  change  in  the 
method  of  reporting  these  payments,  or  a 
reduction  of  our  $600  allowance  or  exemption 
we  get,  the  things  we  file  normally  with 
Internal  Revenue? 

Senator  Miller.  The  mere  fact  that  there 
is  missed  revenue  doesn’t  automatically  lead 
you  to  this  withholding  scheme.  As  a  mat¬ 
ter  of  fact,  under  the  present  tax  law,  in¬ 
formation  returns  have  to  be  filed  by  people 
who  pay  interest  or  dividends  of  $600  or  more. 
They  have  to  make  out  a  little  information 
return  slip  at  the  end  of  the  year  and  send 
in  to  the  Internal  Revenue  Service.  Ordi¬ 
narily  they  send  a  copy  to  the  taxpayer  or  to 
the  recipient.  Now  it  seems  to  me  that  we 
could  expand  this  information  return  sys¬ 
tem  and  require  that  the  payor  of  interest  or 
dividends  of  say  $10  or  more  during  the 
year — or  perhaps  of  any  amount — will  at  the 
end  of  the  year  file  an  information  return 
with  the  Internal  Revenue  Service  listing  the 
taxpayer’s  account  number — you  know,  last 
year  we  authorized  the  use  of  these  account 
numbers — and  send  an  information  copy  of 
that  return  to  the  taxpayer.  Now  I  am  quite 
well  satisfied  that  if  people  receive  at  the  end 
of  the  year  a  statement  from  the  bank  or 
from  the  corporation  saying  “Dear  Mr.  So 
and  So,  you  receive  so  much  interest  or  so 
much  interest  was  credited  to  your  account 
during  the  year,  or  you  receive  so  much  m 


dividends  and  this  amount  of  the  dividends 
is  taxable  income” — with  a  copy  of  that  go¬ 
ing  to  the  Internal  Revenue  Service,  we  are 
not  going  to  have  very  much  missed  rev¬ 
enue. 

Mr.  Coar.  Now  that  system  that  you  rec¬ 
ommend  is  a  very  simple  one,  considering 
that  they  are  converting  Internal  Revenue 
almost  to  automation  entirely,  using  com¬ 
puters  and  so  forth,  things  that  will  auto¬ 
matically  pull  out  the  account  number,  and 
they  can  attach  all  of  this  information  that 
you  mention  to  it. 

Senator  Miller.  That’s  right.  However,  I 
want  to  make  it  clear  that  this  is  not  going 
to  happen  overnight.  Last  year  we  author¬ 
ized  the  Internal  Revenue  Service  to  equip 
itself  with  several  of  these  very  expensive 
and  very  complex  computers  which  record 
this  information  on  magnetic  tapes  and  can 
store  on  one  roll  millions  of  items  of  in¬ 
formation.  It  is  going  to  take  2  or  3  years 
for  all  of  these  computers  to  become  in¬ 
stalled  and  ready  to  go.  But  when  they  are, 
the  payor  of  interest  or  dividends  by  sending 
in  the  account  number  to  the  Internal  Rev¬ 
enue  Service  will  enable  the  Internal  Rev¬ 
enue  Service  through  these  computers  to 
match  up  all  interest  or  dividends  that  are 
attributable  to  that  account  number  so  that 
they  will  know  exactly  how  much  interest 
and  dividend  income  a  particular  taxpayer 
received. 

Mr.  Coar.  Senator,  is  there  a  possibility, 
for  example,  of  an  elderly  couple  who  jointly 
receive  $90  as  a  small  dividend  from  a  piece 
of  stock  that  they  have  held  for  years,  hav¬ 
ing  this  20  percent  automatically  taken  out? 
How  are  they  going  to  get  that  back?  Will 
they  have  to  write  a  letter  to  Internal  Rev¬ 
enue  or  do  they  get  it  back? 

Senator  Miller.  Well,  I  want  to  be  fair 
about  this.  The  proposed  law  provides  that 
people  who  do  not  expect  to  owe  any  tax 
can  file  an  exemption  certificate  with  the 
payor  saying  that  they  don’t  expect  to  owe 
any  tax  and  therefore,  the  payor  does  not 
withhold  any  tax  on  them.  Also,  in  the 
case  of  individuals  under  18  years  of  age, 
they  can  file  an  exemption  certificate.  But 
you  can  understand  how  you  might  estimate 
that  you  wouldn’t  owe  any  tax  and  I  might 
estimate  that  I  wouldn’t  owe  any  tax  but 
you  might  be  right  and  I  might  be  wrong,  I 
might  owe  some  tax.  And  so  it’s  going  to  be 
discriminatory  between  you  and  me.  And 
then  also,  just  visualize  the  millions  of  ex¬ 
emption  certificates  that  are  going  to  have 
to  be  filed.  And  they  will  have  to  be  up¬ 
dated,  and  this  will  mean  filing  these  mil¬ 
lions  of  exemption  certificates  every  year 
with  the  banks  and  the  corporations,  and 
having  them  processed.  And  when  young 
people  become  over  18  then  they  have  to  file 
an  exemption  certificate  or  have  to  file  a 
withdrawal  of  an  exemption  certificate.  This 
is  a  horribly  complex  mechanism  for  giving 
people  the  benefit  of  not  having  to  have  this 
tax  withheld.  But  I  v/ant  to  be  fair  about 
it  and  point  out  that  there  is  a  provision  in 
here  to  cover  that  situation.  But  in  my 
judgment  is  is  a  highly  unworkable,  complex 
burden  upon  the  businesses  and  also  upon 
those  people  on  whom  this  tax  burden  would 
otherwise  fall.  Now  there  is  another  thing 
that  ought  to  be  brought  out.  If  you  ex¬ 
pect  to  owe  even  $1  of  income  tax,  then  you 
can’t  file  an  exemption  certificate  and  they 
are  going  to  withhold  20  percent  on  your  in¬ 
terest  or  dividend  income.  They  say  you  can 
then  file  a  claim  for  refund  and  you  can  do 
so  every  quarter  during  the  year.  And  they 
say  also  that  you  will  get  your  refund  quite 
promptly.  But  I  can  also  visualize  a  horrible 
administrative  complexity  here  because  there 
will  be  literally  millions  of  these  income  tax 
refund  claims  being  filed.  It’s  going  to 
cause  a  lot  of  these  people  who  can’t  really 
understand  how  to  make  out  these  compli- 
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cated  claims  for  refund — It  is  going  to  cause 
them  to  go  to  the  trouble  of  making  them 
out;  it  Is  going  to  require  a  lot  more  Federal 
employees  to  process  these.  So  while  they 
do  cover  it.  I  think  they  cover  it  in  a  most 
unsatisfactory,  complex  way. 

Mr.  Coar.  Is  there  a  possibility,  Senator 
Miller,  that  the  amount  of  money  that  is  re¬ 
turned  might  all  be  eaten  up  by  the  admin¬ 
istration  of  this  plan,  because,  as  you  say, 
they  will  have  to  add  probably  thousands  of 
employees  to  handle  this  tremendous 
amount  of  paperwork  that  is  being  added? 

Senator  Miller.  Well,  I  think  you  can  say 
this — that  the  amount  of  income  tax  that 
will  be  lost  to  the  Internal  Revenue  Service 
because  of  the  extra  expense  of  businessmen 
to  implement  this  will  probably  be  substan¬ 
tial;  but  on  the  other  hand,  if  there  is  a  lot 
of  revenue  that  is  being  missed,  the  Federal 
Government  expects  to  have  a  net  take  from 
this.  They  will  lose  some  tax  from  the  extra 
expenses  that  the  businessmen  will  be  al¬ 
lowed  to  deduct.  But  they  expect  to  catch 
more  revenue  by  having  this  withholding. 
But  my  point  is  that  I  think  it  is  overesti¬ 
mated — this  amount  of  leaking  income — and 
furthermore,  they  can  get  it  if  they  will  put 
in  a  sensible  information  return  system. 

Mr.  MANSFIELD.  Mr.  President,  I 
suggest  the  absence  of  a  quorum. 

The  PRESIDING  OFFICER  (Mr. 
Smith  of  Massachusetts  in  the  chair). 
Does  the  Senator  wish  to  take  the  time 
for  the  quorum  call  out  of  the  time  re¬ 
maining  on  the  amendment? 

Mr.  MANSFIELD.  Yes. 

The  PRESIDING  OFFICER.  The 
clerk  will  call  the  roll. 

The  Chief  Clerk  proceeded  to  call  the 
roll. 

Mr.  MANSFIELD.  Mr.  President,  I 
ask  unanimous  consent  that  the  order 
for  the  quorum  call  be  rescinded. 

The  PRESIDING  OFFICER.  Without 
objection,  it  is  so  ordered. 

Mr.  MANSFIELD.  Mr.  President,  I 
yield  back  all  the  time  on  this  side. 

Mr.  DOUGLAS.  I  yield  back  all  the 
time  on  our  side. 

The  PRESIDING  OFFICER.  All  time 
having  been  yielded  back,  the  question  is 
on  the  amendment  to  strike  out  section 
19  and  insert  new  language.  The  yeas 
and  nays  have  been  ordered,  and  the 
clerk  will  call  the  roll. 

The  Chief  Clerk  proceeded  to  call  the 
roll. 

Mr.  DOUGLAS.  Mr.  President,  a  par¬ 
liamentary  inquiry. 

The  PRESIDING  OFFICER.  The 
Senator  from  Illinois  will  state  it. 

Mi’.  DOUGLAS.  Is  this  a  quorum  call 
or  a  rollcall  on  a  yea-and-nay  vote? 

The  PRESIDING  OFFICER.  This  is  a 
yea-and-nay  vote. 

The  Chief  Clerk  resumed  the  call  of 
the  roll. 

Mr.  DOUGLAS.  Mi-.  President,  a 
further  parliamentary  inquiry. 

The  PRESIDING  OFFICER.  .The 
Senator  from  Illinois  will  state  it. 

Mr.  DOUGLAS.  Will  the  Chau-  state 
the  question  which  is  now  before  the 
Senate? 

The  PRESIDING  OFFICER.  The 
question  is  on  the  committee  amendment 
beginning  on  page  307,  after  line  8,  ex¬ 
tending  through  page  369. 

Mr.  DOUGLAS.  A  further  parlia¬ 
mentary  inquiry. 

The  PRESIDING  OFFICER.  The 
Senator  from  Illinois  will  state  it. 


Mr.  DOUGLAS.  Am  I  correct  in  my 
understanding  that  the  committee 
amendment  would  eliminate  the  with¬ 
holding  feature  on  dividends  and  in¬ 
terest  embodied  in  the  House  bill? 

The  PRESIDING  OFFICER.  That 
is  correct. 

Mr.  DOUGLAS.  I  thank  the  Presid¬ 
ing  Officer. 

The  PRESIDING  OFFICER.  And 
insert  new  language. 

Mr.  MANSFIELD.  Mi-.  President,  a 
further  parliamentary  inquiry. 

The  PRESIDING  OFFICER.  The 
Senator  from  Montana  will  state  it. 

Mr.  MANSFIELD.  Mr.  President,  is 
this  amendment  carried  on  page  16768 
of  the  Congressional  Record  for  yester¬ 
day,  in  the  first  column,  as  follows: 
“Fourth.  The  withholding  committee 
amendment,  on  page  307,  line  9,  through 
page  369,  line  19”? 

The  PRESIDING  OFFICER.  That 
is  correct. 

Mr.  MANSFIELD.  In  other  words, 
this  is  the  withholding  amendment? 

The  PRESIDING  OFFICER.  Yes. 

Mr.  DIRKSEN.  Mr.  President,  a  par¬ 
liamentary  inquiry. 

The  PRESIDING  OFFICER.  The 
Senator  from  Illinois  will  state  it. 

Mr.  DIRKSEN.  As  I  understand  the 
situation,  the  amendment  that  is  pend¬ 
ing  is  a  committee  amendment  to  strike 
the  withholding  provision  and  to  insert 
instead  the  so-called  reporting  provi¬ 
sion? 

The  PRESIDING  OFFICER.  The 
Senator  is  correct. 

Mr.  DIRKSEN.  And  Senators  who 
are  for  the  amendment  to  eliminate  the 
withholding  provision  should  vote  “yea”? 

The  PRESIDING  OFFICER.  That 
is  correct. 

Mr.  DOUGLAS.  Mr.  President - 

The  PRESIDING  OFFICER.  The 
Senator  from  Illinois. 

Mr.  DOUGLAS.  This  situation  is  be¬ 
coming  more  complicated  by  the  minute. 
I  had  understood  that  the  motion  was 
to  strike  the  withholding  provision  on 
dividends  and  interest  included  in  the 
House  bill,  and  nothing  more. 

The  PRESIDING  OFFICER.  No;  and 
to  insert  new  language  to  take  its  place, 
relating  to  reporting. 

Mr.  DOUGLAS.  To  insert  new  lan¬ 
guage  on  reporting? 

The  PRESIDING  OFFICER.  Yes. 

The  clerk  will  call  the  roll. 

The  Chief  Clerk  called  the  roll. 

Mr.  MANSFIELD  (after  having  voted 
in  the  negative) .  Mr.  President,  on  this 
vote  I  have  a  pair  with  the  Senator  from 
Washington  [Mr.  Magnuson],  If  he 
were  present  and  voting  he  would  vote 
“yea.”  If  I  were  at  liberty  to  vote  I 
would  vote  “nay.”  Therefore,  I  with¬ 
hold  my  vote. 

Mr.  HUMPHREY  (after  having  voted 
in  the  negative) .  Mr.  President,  on  this 
vote  I  have  a  pair  with  the  Senator  from 
Missouri  [Mr.  Symington].  If  he  were 
present  and  voting  he  would  vote  “yea.” 
If  I  were  at  liberty  to  vote  I  would  vote 
“nay.”  I  withhold  my  vote. 

Mr.  HUMPHREY.  I  announce  that 
the  Senator  from  Nevada  [Mr.  Bible], 
the  Senator  from  New  Mexico  [Mr. 
Chavez],  the  Senator  from  Arizona  [Mr, 


Hayden],  the  Senator  from  Washington 
[Mr.  Magntjson],  and  the  Senator  from 
Oregon  [Mrs.  Netjberger]  are  absent  on 
official  business. 

I  further  announce  that  the  Senator 
from  New  Mexico  [Mr.  Anderson],  the 
Senator  from  Alaska  [Mr.  Gruening], 
the  Senator  from  Oregon  [Mr.  Morse]’ 
and  the  Senator  from  Missouri  [Mr. 
Symington]  are  necessarily  absent. 

On  this  vote,  the  Senator  from  Oregon 
[Mr.  Morse]  is  paired  with  the  Senator 
from  Alaska  [Mr.  Gruening],  If  present 
and  voting,  the  Senator  from  Oregon 
would  vote  “nay,”  and  the  Senator  from 
Alaska  would  vote  “yea.” 

On  this  vote,  the  Senator  from  Wash¬ 
ington  [Mr.  Magnuson]  is  paired  with 
the  Senator  from  Montana  [Mr.  Mans¬ 
field].  If  present  and  voting,  the  Sena¬ 
tor  from  Washington  would  vote  “yea,” 
and  the  Senator  from  Montana  would 
vote  “nay.” 

On  this  vote,  the  Senator  from  Minne¬ 
sota  [Mr.  Humphrey]  is  paired  with  the 
Senator  from  Missouri  [Mr.  Symington], 
If  present  and  voting,  the  Senator  from 
Minnesota  would  vote  “nay,”  and  the 
Senator  from  Missouri  would  vote  “yea.” 

Mr.  KUCHEL.  I  announce  that  the 
Senator  from  New  York  [Mr.  Javits], 
the  Senator  from  New  Hampshire  [Mr. 
Murphy],  and  the  Senator  from  Wis¬ 
consin  [Mr.  Wiley]  are  necessarily  ab¬ 
sent. 

If  present  and  voting,  the  Senator  from 
New  York  [Mr.  Javits],  and  the  Senator 
from  New  Hampshire  [Mr.  Murphy] 
would  each  vote  “yea.” 

The  result  was  announced — yeas  66, 
nays  20,  as  follows: 

[No.  224  Leg.] 

YEAS — 66 


Aiken 

Fong 

Mundt 

Allott 

Fulbright 

Muskie 

Beall  • 

Goldwater 

Pastore 

Bennett 

Hickenlooper 

Pearson 

Boggs 

Hickey 

Prouty 

Botturn 

Hill 

Randolph 

Busb 

Holland 

Robertson 

Butler 

Hruska 

Russell 

Byrd,  Va. 

Jackson 

Saltonstall 

Byrd,  W.  Va. 

Johnston 

Scott 

Cannon 

Jordan,  N.C. 

Smathers 

Capehart 

Jordan,  Idaho 

Smith,  Maine 

Carlson 

Keating 

Sparkman 

Case 

Kuchel 

Stennis 

Church 

Lausche 

Talmadge 

Cotton 

Long,  Mo. 

Thurmond 

Curtis 

Long,  La. 

Tower 

Dirksen 

MoCarthy 

Williams,  N.J. 

Eastland 

McClellan 

Williams,  Del. 

EUender 

Miller 

Yarborough 

Engle 

Monroney 

Young,  N.  Dak. 

Ervin 

Morton 

NAYS— 20 

Young,  Ohio 

Bartlett 

Gore 

McNamara 

Burdick 

Hart 

Metcalf 

Carroll 

Hartke 

Moss 

Clark 

Kefauver 

Pell 

Cooper 

Kerr 

Proxmire 

Dodd 

Long,  Hawaii 

Smith,  Mass. 

Douglas 

McGee 

NOT  VOTING— 

-14 

Anderson 

Humphrey 

Murphy 

Bible 

Javits 

Neuberger 

Chavez 

Magnuson 

Symington 

Gruening 

Mansfield 

Wiley 

Hayden 

Morse 

So  the  committee  amendment  on  page 
307,  after  line  8,  was  agreed  to. 

Mr.  BYRD  of  Virginia.  Mr.  President, 
I  move  to  reconsider  the  vote  by  which 
the  committee  amendment  was  agreed 
to. 

Mr.  MANSFIELD.  Mr.  President,  I 
move  to  lay  that  motion  on  the  table. 
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The  motion  to  lay  on  the  table  was 
agreed  to. 

Mr.  MANSFIELD  obtained  the  floor. 

Mr.  MANSFIELD.  Mr.  President,  I 
yield  to  the  Senator  from  Oklahoma. 

Mr.  KERR.  Mr.  President,  I  ask  un¬ 
animous  consent  that  I  may  have  a  col¬ 
loquy  with  the  Senator  from  Illinois 
(Mr.  Douglas!  and  the  Senator  from 
Tennessee  [Mr.  Gore]  to  obtain  some 
information  in  which  both  I  and  other 
Senators  will  be  interested  in  determin¬ 
ing  the  course  for  the*evening.  I  should 
like  to  have  the  attention  of  the  Sena¬ 
tor  from  Delaware  [Mr.  Williams]  and 
the  Senator  from  Virginia  [Mr.  Byrd]. 

Under  our  unanimous-consent  agree¬ 
ment,  the  next  amendment  to  be  con- 
!  sidered  would  be  the  second  committee 
amendment,  which  would  eliminate  sec¬ 
tion  482  entirely  from  the  bill.  I  should 
like  to  ask  the  Senator  from  Illinois 
[Mr.  Douglas]  and  the  Senator  from 
Tennessee  [Mr.  Gore]  if  they  would  be 
agreeable  to  skipping  that  amendment 
and  the  third  amendment  and  going  to 
the  fifth  amendment,  discussing  those 
in  order  to  see  whether  or  not  yea  and 
nay  votes  would  be  requested  on  those 
amendments. 

Mr.  DOUGLAS.  Mr.  President,  I 
should  like  to  oblige  my  good  friend  the 
Senator  from  Oklahoma,  but  I  hope  he 
will  adhere  to  the  sequence  laid  out. 
When  he  does  so,  I  wish  to  propose  an 
amendment  to  the  committee  amend¬ 
ment. 

Mr.  KERR.  We  have  unanimous  con¬ 
sent  to  proceed  with  the  sequence  as  set 
out  in  the  Record.  Unless  changed  by 
unanimous  consent,  that  will  be  the  pro¬ 
cedure. 

Mr.  DOUGLAS.  I  must  reluctantly 
object. 

Mr.  KERR.  Then,  Mr.  President,  I 
ask  that  the  second  committee  amend¬ 
ment  be  stated. 

The  PRESIDING  OFFICER.  The 
amendment  will  be  stated. 

The  Legislative  Clerk.  At  the  top  of 
page  52  it  is  proposed  to  strike  out  all 
down  to  and  including  line  22  on  page 
57,  the  same  being  an  amendment  to 
section  482. 

The  committee  amendment  is,  as 
follows : 

At  the  top  of  page  52,  to  strike  out: 

“Sec.  6.  Amendment  of  Section  482. 

“(a)  In  General. — Section  482  (relating 
to  allocation  of  income  and  deductions 
among  taxpayers)  is  amended  by  adding  at 
the  end  thereof  the  following  new  subsec¬ 
tion: 

“  ‘(b)  Sales  and  Purchases  Within  a  Re¬ 
lated  Group  Which  Includes  a  Foreign  Or¬ 
ganization. — 

“  ‘(1)  In  general.  In  applying  subsection 
(a)  to  sales  of  tangible  property  within  a 
group  of  organizations — 

“‘(A)  owned  or  controlled  directly  or 
indirectly  by  the  same  interests,  and 

“  ‘(B)  at  least  one  of  which  is  a  domestic 
organization  and  at  least  one  of  which  is 
a  foreign  organization, 

the  Secretary  or  his  delegate  may  allocate 
the  taxable  income  of  the  group  arising  from 
such  sales  in  the  manner  set  forth  in  para¬ 
graph  (2).  This  subsection  shall  not  apply 
with  respect  to  any  sale  of  tangible  property 
for  which  the  taxpayer  can  establish  an 
arm’s  length  price  (within  the  meaning  of 
paragraph  (4)). 


**'(2)  Methods  of  allocation. — 

"‘(A)  Consideration  of  certain  fac¬ 
tors. — Except  as  provided  in  subparagraph 
(B),  the  allocation  referred  to  in  paragraph 
(1)  shall  be  made  by  the  Secretary  or  his 
delegate  by  taking  into  consideration  that 
portion  of  the  following  factors  which  is  at¬ 
tributable  to  the  United  States  and  that  por¬ 
tion  thereof  which  is  not  attributable  to  the 
United  States— 

“  ‘(i)  assets  of  the  group,  to  the  extent 
used  in  the  production,  distribution,  and  sale 
of  the  property, 

“‘(ii)  compensation  of  officers  and  em¬ 
ployees,  to  the  extent  attributable  to  the 
production,  distribution,  and  sale  of  the 
property,  and 

“  ‘ (iii)  advertising,  selling,  and  sales  pro¬ 
motion  expenses  (including  technical  and 
servicing  expenses) ,  to  the  extent  attributa¬ 
ble  to  the  property. 

Such  method  of  allocation  may  also  give 
consideration  to  other  factors,  including  the 
special  risks  (if  any)  of  the  market  in  which 
the  property  is  sold. 

“‘(B)  Alternative  methods. — If  the  tax¬ 
payer  establishes  to  the  satisfaction  of  the 
Secretary  or  his  delegate  that  an  alternative 
method  of  allocation  clearly  reflects  the  in¬ 
come  of  each  member  of  the  group  with 
respect  to  the  property  referred  to  in  para¬ 
graph  ( 1 ) ,  such  alternative  method  shall  be 
used  (in  lieu  of  the  method  provided  in  sub- 
paragraph  (A) ) . 

“‘(3)  Special  rules. — In  applying  the 
method  of  allocation  referred  to  in  para¬ 
graph  (2)  (A),  the  following  rules  shall  be 
applied : 

“‘(A)  Adjusted  basis  of  assets. — The 
values  to  be  assigned  to  the  assets  referred 
to  in  paragraph  (2)  (A)  (i)  is  their  adjusted 
basis  in  the  hands  of  the  taxpayer  or,  if  such 
basis  is  not  available  in  the  case  of  a  foreign 
organization,  then  their  book  values,  ad¬ 
justed  to  approximate  their  adjusted  basis. 

“‘(B)  Includible  assets. — The  assets  re¬ 
ferred  to  in  paragraph  (2)  (A)(1)  include 
real  property  and  tangible  personal  prop¬ 
erty  (whether  owned  or  leased  by  a  member 
of  the  group),  but  do  not  include  inventory 
and  stock  in  trade. 

“‘(4)  Arm’s  length  price  defined. — For 
purposes  of  this  subsection,  the  term  “arm’s 
length  price”  means — 

“  ‘(A)  the  price  at  which  tangible  property 
similar  or  comparable  to  the  property  re¬ 
ferred  to  in  paragraph  (1)  generally  is  or 
can  be  sold  in  transactions  in  the  same  areas 
involving  unrelated  persons  and  made  under 
similar  conditions  of  sale;  and 


‘“(B)  if  subparagraph  (A)  does  not  apply, 
the  price  at  which  tangible  property  similar 
or  comparable  to  the  property  referred  to  in 
paragraph  ( 1 )  is  sold  in  the  same  or  other 
areas  under  similar  circumstances  and  in 
transactions  involving  unrelated  persons, 
with  adjustment  for  material  differences  in 
quantity,  marketing  conditions  (including 
customs  duties  and  transportation  costs), 
and  other  relevant  factors. 


Subparagraph  (B)  shall  apply  only  if  the  ad¬ 
justment  referred  to  therein  is  properly  de¬ 
terminable. 


“‘(5)  Sales  commissions. — The  Secretary 
or  his  delegate  shall  by  regulation  prescribe 
rules  for  the  allocation  of  commissions  aris¬ 
ing  from  sales  of  tangible  property  within  a 
group  of  organizations  described  in  para¬ 
graph  (1).  Such  rules  shall  be  consistent 
with  the  principles  specified  in  the  other 
paragraphs  of  this  subsection. 

“‘(6)  Grossly  inadequate  assets,  etc., 
outside  united  states. — In  allocating  taxable 
income  under  this  subsection,  no  amount 
shall  be  allocated  to  a  foreign  organization 
whose  assets,  personnel,  and  0®“  and  other 
facilities  which  are  not  attributable  to  the 
United  States  are  grossly  Inadequate  for  its 
activities  outside  the  United  States. 


‘“(7)  Information  necessary  for  con¬ 
sideration  of  factors. — In  the  case  of  any 
transaction  to  which  paragraph  (2)  (A)  ap¬ 
plies,  if — 

“‘(A)  the  information  submitted  with 
respect  to  the  group  of  organizations  is  in¬ 
sufficient  for  the  proper  application  of  the 
method  of  allocation  set  forth  in  the  first 
sentence  of  such  paragraph,  and 

“  ‘(B)  upon  request  of  the  Secretary  or 
his  delegate,  such  group  fails  to  furnish  such 
additional  information  with  respect  to  such 
transaction  as  may  be  reasonably  supplied, 
the  Secretary  or  his  delegate  may  estimate 
the  taxable  income  arising  from  such  trans¬ 
action  and  may  allocate  such  taxable  in¬ 
come  among  the  members  of  the  group  or  to 
any  single  member  thereof. 

“  ‘(8)  Treatment  of  foreign  taxes. — 

“  ■  (A)  For  purposes  of  this  subsection,  tax¬ 
able  income  shall  be  determined  without  re¬ 
gard  to  any  income,  war  profits,  or  excess 
profits  taxes  paid  to  any  foreign  country  or 
to  any  possession  of  the  United  States. 

“‘(B)  Where  the  application  of  this  sub¬ 
section  results  in  a  decrease  in  the  taxable 
income  of  any  foreign  organization  and  an 
increase  in  the  taxable  income  of  any  do¬ 
mestic  organization,  then  any  of  the  taxes 
referred  to  in  subparagraph  (A)  paid  by 
such  foreign  origanization  and  attributable 
to  the  taxable  income  so  transferred  shall  be 
treated  for  purposes  of  this  chapter — 

“‘(i)  as  paid  by  such  domestic  organiza¬ 
tion,  and 

“  ‘(ii)  as  not  paid  by  such  foreign  organi¬ 
zation.’ 

“(b)  Clerical  Amendment. — Section  482 
is  amended  by  striking  out  ‘In  any  case  of 
two  or  more  organizations’  and  inserting  in 
lieu  thereof  the  following: 

“‘(a)  General  Rule. — In  the  case  of  two 
or  more  organizations’. 

“(c)  Effective  Date. — The  amendments 
made  by  this  section  shall  apply  with  re¬ 
spect  to  taxable  years  beginning  after  Decem¬ 
ber  31. 1962.” 


Mr.  DOUGLAS.  Mr.  President,  a  par¬ 
liamentary  inquiry. 

The  PRESIDING  OFFICER.  The 

Senator  will  state  it. 

Mr.  DOUGLAS.  Is  that  the  amend¬ 
ment  now  before  the  Senate? 

The  PRESIDING  OFFICER.  The 
Senator  is  correct. 

Mr.  DOUGLAS.  Mr.  President,  I  send 
to  the  desk  an  amendment  to  the  com¬ 
mittee  amendment  and  ask  that  it  be 
stated,  and  that  I  be  privileged  to  ex¬ 
plain  the  amendment. 

The  PRESIDING  OFFICER.  The 
amendment  of  the  Senator  from  Illinois 
will  be  stated. 

The  Legislative  Clerk.  The  Senator 
from  Illinois  proposes  on  page  57,  after 
line  22,  to  insert  the  following  new  sec¬ 


tion: 

Sec.  20.  Repeal  of  Withholding  of  Income 
Tax  at  Source  on  Wages. 


Effective  with  respect  to  wages  paid  on  or 
after  January  1,  1963,  chapter  24  (relating 
to  collection  of  income  tax  at  source  on 
wages)  is  hereby  repealed. 

_ 1^,.  Qprtions  of  the 


Mr.  DOUGLAS.  Mr.  President,  the 
Senate  has  just  voted  by  an  overwhelm¬ 
ing  majority  not  to  apply  withholding  to 
dividends  and  interest.  That  is  obvious¬ 
ly  the  considered  judgment  of  the  Sen¬ 
ate.  If  we  do  so,  how  can  we  consistent¬ 
ly  withhold  taxes  on  wages  and  salaries? 
Now  that  we  have  stricken  the  provision 
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for  withholding  of  dividends  and  inter¬ 
est,  in  all  logic  we  must  strike  out  with¬ 
holding  on  wages  and  salaries.  I  ask  for 
the  yeas  and  nays. 

Mr.  MANSFIELD.  Mr.  President,  I 
move  to  lay  that  amendment  on  the  ta¬ 
ble. 

The  PRESIDING  OFFICER.  The 
question  is  on  agreeing  to  the  motion  of 
the  Senator  from  Montana. 

Mr.  DOUGLAS.  Mr.  President,  I  ask 
for  the  yeas  and  nays'  on  the  motion  to 
lay  on  the  table. 

The  yeas  and  nays  were  ordered. 

Mr.  DOUGLAS.  Mr.  President,  a  par¬ 
liamentary  inquiry. 

The  PRESIDING  OFFICER.  The 
Senator  will  state  it. 

Mr.  DOUGLAS.  What  is  the  motion 
which  is  now  before  the  Senate? 

The  PRESIDING  OFFICER.  The 
question  is  on  the  motion  of  the  Sen¬ 
ator  from  Montana  to  table  the  amend¬ 
ment  of  the  Senator  from  Illinois  to  the 
committee  amendment. 

Mr.  DOUGLAS.  Then  do  I  correctly 
understand  that  Senators,  who  believe 
in  retaining  withholding  on  wages  and 
salaries  even  though  we  do  not  have 
withholding  on  dividends  and  interest 

should  vote  “aye” - 

The  PRESIDING  OFFICER.  The 
Chair  informs  the  Senator  that  his  ques¬ 
tion  is  not  a  proper  parliamentary  in¬ 
quiry. 

Mr.  HOLLAND.  Mr.  President,  a  par¬ 
liamentary  inquiry. 

The  PRESIDING  OFFICER.  The 
Senator  will  state  it. 

Mr.  HOLLAND.  Have  the  yeas  and 
nays  been  ordered  on  the  motion  to  lay 
on  the  table? 

The  PRESIDING  OFFICER.  The 
yeas  and  nays  have  been  ordered. 

Mr.  DIRKSEN.  Mr.  President,  a  par¬ 
liamentary  inquiry. 

The  PRESIDING  OFFICER.  The 
Senator  will  state  it. 

Mr.  DIRKSEN.  Mr.  President,  if  we 
can  have  absolute  quiet  for  a  moment, 
is  it  a  proper  parliamentary  inquiry  to 
say  that  the  proposal  now  before  the 
Senate,  if  agreed  to,  would  put  an  end 
to  withholding  on  all  wages  in  the  coun¬ 
try? 

Mr.  DOUGLAS.  Mr.  President,  is  that 
a  proper  parliamentary  inquiry? 

The  PRESIDING  OFFICER.  The 
Chair  rules  that  it  is  not  a  proper  par¬ 
liamentary  inquiry. 

Mr.  DIRKSEN.  Mr.  President,  I  ask 
that  the  amendment  be  stated  for  the 
information  of  the  Senate. 

Mr.  HUMPHREY.  Mr.  President,  a 
motion  to  lay  on  the  table  has  been  made. 

Mr.  DIRKSEN.  I  know;  but  Senators 
are  entitled  to  know  what  they  are  asked 
to  lay  on  the  table. 

The  PRESIDING  OFFICER.  The 
Senator  is  correct. 

Mr.  DIRKSEN.  I  ask  that  the 
amendment  be  repeated  to  the  Senate 
for  the  information  of  the  Senate. 

The  PRESIDING  OFFICER.  The 
clerk  will  state  the  amendment. 

Mr.  DIRKSEN.  May  the  clerk  read 
slowly  and  distinctly? 

The  Legislative  Clerk.  On  page  57, 
after  line  22,  it  is  proposed  to  insert  the 
following  new  section: 


Sec.  20.  Repeal  op  Withholding  op  Income 
Tax  at  Source  on  Wages. 

Effective  with  respect  to  wages  paid  on  or 
after  January  1,  1963,  chapter  24  (relating 
to  collection  of  income  tax  at  source  on 
wages)  is  hereby  repealed. 

Renumber  succeeding  sections  of  the 
bill. 

Mr.  DIRKSEN.  Mr.  President,  I  sug¬ 
gest  the  absence  of  a  quorum. 

Mr.  HOLLAND.  Mr.  President,  a  par¬ 
liamentary  inquiry. 

The  PRESIDING  OFFICER.  Does  the 
Senator  from  Illinois  withhold  his  sug¬ 
gestion  of  the  absence  of  a  quorum? 

Mr.  DIRKSEN.  I  withhold  my  sug¬ 
gestion. 

The  PRESIDING  OFFICER.  The 
Senator  from  Florida  will  state  his  in¬ 
quiry. 

Mr.  HOLLAND.  Would  it  be  appro¬ 
priate  to  ask,  by  way  of  a  parliamentary 
inquiry,  whether  or  not  the  amendment, 
if  adopted,  would  put  an  end  to  with¬ 
holding  of  taxes  from  the  salaries  of 
Members  of  Congress  and  the  withhold¬ 
ing  of  taxes  from  the  wages  of  all  em¬ 
ployees  in  the  Government? 

Mr.  MANSFIELD.  Mr.  President,  I 
make  the  point  of  order  that  that  is  not 
a  proper  parliamentary  inquiry. 

The  PRESIDING  OFFICER.  It  is  not 
a  parliamentary  inquiry. 

The  yeas  and  nays  have  been  ordered, 
and  the  clerk  will  call  the  roll. 

The  legislative  clerk  called  the  roll. 
Mr.  HUMPHREY.  I  announce  that 
the  Senator  from  Nevada  [Mr.  Bible], 
the  Senator  from  New  Mexico  [Mr. 
Chavez],  the  Senator  from  Connecticut 
[Mr.  Dodd],  the  Senator  from  Mississippi 
[Mr.  Eastland],  the  Senator  from  Cali¬ 
fornia  [Mr.  Engle],  the  Senator  from 
Arkansas  [Mr.  Fulbright],  the  Senator 
from  Alabama  [Mr.  Hill],  the  Senator 
from  Tennessee  [Mr.  Kefatjver],  the 
Senator  from  Washington  [Mr.  Magnu- 
son],  the  Senator  from  Hawaii  [Mr. 
Long],  and  the  Senator  from  Oregon 
[Mrs.  Neuberger]  are  absent  on  official 
business. 

I  further  announce  that  the  Senator 
from  Oregon  [Mr.  Morse],  the  Senator 
from  New  Mexico  [Mr.  Anderson],  the 
Senator  from  Pennsylvania  [Mr.  Clark], 
the  Senator  from  Tennessee  [Mr.  Gore], 
the  Senator  from  Alaska  [Mr.  Gruen- 
ing],  and  the  Senator  from  Missouri 
[Mr.  Symington]  are  necessarily  absent. 

I  further  announce  that,  if  present  and 
voting,  the  Senator  from  Mississippi  [Mr. 
Eastland],  the  Senator  from  California 
[Mr.  Engle],  the  Senator  from  Arkansas 
[Mr.  Fulbright],  and  the  Senator  from 
Alabama  [Mr.  Hill]  would  each  vote 
“yea.” 

On  this  vote,  the  Senator  from  Oregon 
[Mr.  Morse]  is  paired  with  the  Senator 
from  Washington  [Mr.  Magnuson].  If 
present  and  voting,  the  Senator  from 
Oregon  would  vote  “nay,”  and  the  Sen¬ 
ator  from  Washington  would  vote  “yea.” 

On  this  vote,  the  Senator  from  Penn¬ 
sylvania  [Mr.  Clark]  is  paired  with  the 
Senator  from  Missouri  [Mr.  Symington], 

If  present  and  voting,  the  Senator  from 
Pennsylvania  would  vote  “nay,”  and  the 
Senator  from  Missouri  would  vote  “yea.” 

Mr.  KUCHEL.  I  announce  that  the 
Senator  from  New  York  [Mr.  Javits],  the 


Senator  from  New  Hampshire  [Mr. 

Murphy],  and  the  Senator  from  Wis¬ 

consin  [Mr.  Wiley]  are  necessarily  ab¬ 
sent. 

The  Senator  from  Massachusetts  [Mr. 
Saltonstall]  is  detained  on  official  busi¬ 
ness  and  if  present  and  voting  would  vote 
“yea.” 

On  this  vote,  the  Senator  from  New 
York  [Mr.  Javits]  is  paired  with  the 
Senator  from  New  Hampshire  [Mr. 

Murphy],  If  present  and  voting,  the 
Senator  from  New  York  would  vote 

“yea,”  and  the  Senator  from  New  Hamp¬ 
shire  would  vote  “nay.” 

The  result  was  announced — yeas  62, 
nays  17,  as  follows: 


[No.  225  Leg.] 
YEAS — 62 


Aiken 

Hayden 

Monroney 

Allott 

Hickenlooper 

Morton 

Beall 

Hickey 

Moss 

Bennett 

Holland 

Mundt 

Boggs 

Hruska 

Muskie 

Bottum 

Humphrey 

Pastore 

Bush 

Jackson 

Pearson 

Butler 

Johnston 

Pell 

Byrd,  Va. 

Jordan,  N.C. 

Prouty 

Byrd,  W.  Va. 

Keating 

Proxmire 

Cannon 

Kerr 

Randolph 

Carlson 

Kuchel 

Robertson 

Case 

Long,  Mo. 

Smathers 

Church 

Long,  La. 

Smith,  Mass. 

Cooper 

Mansfield 

Sparkman 

Curtis 

McCarthy 

Williams,  N.J. 

Dirksen 

McClellan 

Williams,  Del. 

Ellender 

McGee 

Yarborough 

Ervin 

McNamara 

Young,  N.  Dak. 

Pong 

Metcalf 

Young,  Ohio 

Hart 

Miller 

NAYS— 17 

Bartlett 

Goldwater 

Smith,  Maine 

Burdick 

Hartke 

Stennis 

Capehart 

Jordan,  Idaho 

Talmadge 

Carroll 

Lausche 

Thurmond 

Cotton 

Russell 

Tower 

Douglas 

Scott 

NOT  VOTING— 

-21 

Anderson 

Fulbright  , 

Magnuson 

Bible 

Gore 

Morse 

Chavez 

Gruening 

Murphy 

Clark 

Hill 

Neuberger 

Dodd 

Javits 

Saltonstall 

Eastland 

Kefauver 

Symington 

Engle 

Long,  Hawaii 

Wiley 

So  the  motion  to  lay  on  the  table  Mr. 
Douglas’  amendment  to  the  committee 
amendment  was  agreed  to. 

Mr.  KERR.  Mr.  President,  I  move 
that  the  action  whereby  the  motion  to 
lay  on  the  table  was  agreed  to  be  re¬ 
considered. 

Mr.  HUMPHREY.  I  move  to  lay  that 
motion  on  the  table. 

The  motion  to  lay  on  the  table  was 
agreed  to. 

Mr.  KERR.  Mr.  President,  I  now  ask 
the  distinguished  Senator  from  Tennes¬ 
see  [Mr.  Gore]  and  the  distinguished 
Senator  from  Illinois  [Mr.  Douglas]  if 
they  have  objection  to  the  adoption  of 
the  second  or  the  amendments,  together 
with  the  others,  and  to  their  becoming  a 
part  of  the  text,  subject  to  further 
amendment. 

Mr.  GORE.  Will  not  the  Senator  from 
Oklahoma  pass  over  the  second  and 
third  amendments,  and  leave  them  as 
they  are? 

Mr.  KERR.  We  will  pass  over  the 
second  and  third  amendments. 

I  now  make  the  same  inquiry  with 
reference  to  the  fifth  amendment.  That 
is  the  clearing  land  committee  amend¬ 
ment. 
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Mr.  GORE.  I  have  no  objection  to 
passing  to  the  fourth  and  fifth  remain¬ 
ing  amendments  which  are  riders  to  the 
bill. 

Mr.  KERR.  This  is  one  such  amend¬ 
ment. 

Mr.  GORE.  I  have  no  objection. 

Mr.  KERR.  To  its  becoming  a  part  of 
the  text  of  the  bill? 

Mr.  GORE.  I  have  no  objection  to  its 
consideration. 

Mr.  KERR.  Does  the  Senator  believe 
there  will  be  a  request  for  the  yeas  and 
nays  on  that  amendment? 

Mr.  GORE.  I  have  no  intention  of 
making  such  a  request.  I  cannot  speak 
for  other  Senators. 

Mr.  KERR.  Mr.  President,  if  it  be  in 
order,  I  should  like  to  ask  if  other  Sena¬ 
tors  expect  to  make  such  a  request. 

I  ask  the  Senator  from  Tennessee  the 
same  question  with  reference  to  the 
seventh  amendment,  which  relates  to  the 
determination  of  the  number  of  stock¬ 
holders  in  small  corporations. 

Mr.  GORE.  I  make  the  same  response. 
Mr.  KERR.  Mr.  President,  I  ask  if 
other  Senators  expect  to  ask  for  a  yea- 
and-nay  vote  on  that  amendment. 

The  eighth  amendment  is  the  amend¬ 
ment  with  reference  to  the  Twin  Cities 
Railway. 

Mr.  GORE.  I  should  like  to  say  to  the 
Senator  from  Oklahoma  that  I  have  no 
intention  of  making  a  fight  on  any  of 
these  amendments.  They  are  in  the 
nature  of  bills  for  private  relief.  They 
have  no  place  in  this  bill.  One  such  bill 
was  vetoed  by  President  Eisenhower.  As 
amendments,  they  are  now  riders  on  the 
bill.  But  there  is  a  limit  to  the  number 
of  fights  I  feel  I  can  afford  to  make  on 
the  bill,  so  I  simply  call  this  fact  to  the 
attention  of  the  Senate  and  express  no 
further  objection  to  any  of  these  amend¬ 
ments.  I  think  there  should  be  an  ex¬ 
planation  to  the  Senate  of  each  amend¬ 
ment. 

Mr.  KERR.  Yes. 

Mr.  DOUGLAS.  Mr.  President,  I  also 
believe  there  should  be  a  full  explana¬ 
tion  of  the  Twin  Cities  Railway  amend¬ 
ment.  I  hope  the  amendment  will  be 
explained  in  full.  Like  the  Senator  from 
Tennessee,  I  have  no  present  intention 
of  asking  for  a  yea-and-nay  vote  on  that 
amendment,  but  I  think  it  ought  to  be 
thoroughly  explained  and  that  the  Sen¬ 
ate  as  a  whole  should  have  a  chance  to 
pass  upon  it  without  giving  automatic 
approval  to  it  without  discussion. 

Mr.  KERR.  Mr.  President,  I  ask  that 
we  may  begin  with  the  7th  amend¬ 
ment  and  proceed  with  an  explanation 
discussion  deliberation  and  action  on  the 
amendment.  In  the  event  it  should  de¬ 
velop  that  Senators  wish  to  ask  for  a 
yea-and-nay  vote  on  any  of  them  I  ask 
that  the  one  with  reference  to  which 
the  vote  is  requested  go  over  until  to¬ 
morrow  and  that  the  Senate  proceed  to 
consider  the  7th,  8th,  9th,  10th,  and 
11th  amendments  listed,  on  the  basis 
that  if  the  Senate  wishes  to  act  on  them 
after  an  explanation,  it  may  be  per¬ 
mitted  to  do  so,  but  that  if  a  con¬ 
troversy  arises  and  a  yea-and-nay  vote 
is  sought,  the  particular  amendment 
with  reference  to  which  the  yea-and-nay 
vote  may  be  sought  go  over  until  tomor¬ 
row. 


Mr.  CARROLL.  Mr.  President,  will 
the  Senator  from  Oklahoma  yield? 

Mr.  KERR.  I  yield.  I  assume  the 
Senator  reserves  the  right  to  object. 

Mr.  CARROLL.  Yes.  I  ask  unani¬ 
mous  consent  that  I  may  be  permitted  to 
speak  on  the  Douglas  amendment  which 
related  to  the  repeal  of  the  withholding 
of  tax  on  salaries  and  wages.  It  will  take 
me  only  a  minute  or  two  to  do  so. 

Mr.  KERR.  Could  not  the  Senator  do 
that  after  the  present  discussion  has 
been  completed? 

Mr.  CARROLL.  I  should  like  to  make 
my  statement  now.  It  will  take  only  a 
minute.  I  ask  unanimous  consent  that  I 
may  do  so. 

Mr.  KERR.  Mr.  President,  I  ask  un¬ 
animous  consent  that  the  Senator  from 
Colorado  be  granted  1  minute. 

The  PRESIDING  OFFICER.  Is  there 
objection?  The  Chair  hears  none,  and 
it  is  so  ordered. 

Mr.  CARROLL.  The  reason  why  the 
Senator  from  Colorado  registered  his 
vote  against  the  motion  to  table  was 
this:  When  the  able  Senator  from  Il¬ 
linois  [Mr.  Douglas!  offered  his  amend¬ 
ment,  he  asked  for  the  yeas  and  nays. 
Before  he  had  an  opportunity  to  ex¬ 
plain  his  amendment,  a  motion  to  table 
was  made.  I  object  to  such  a  procedure 
because  I  believe  the  able  Senator  from 
Illinois  had  a  right  to  explain  to  the 
Senate  the  purpose  of  his  amendment. 
If  I  may  draw  upon  my  imagination,  I 
believe  the  Senator  from  Illinois  sought 
to  demonstrate  the  difference  between 
the  votes  of  Senators  who  voted  against 
the  withholding  of  tax  on  dividends  and 
interest  and  the  votes  of  Senators  who 
might  vote  for  the  withholding  of  the 
tax  on  wages  and  salaries.  I  think  he 
had  a  right  to  explain  his  position.  He 
was  denied  that  right;  therefore,  I  voted 
against  the  motion  to  table.  I  am  not 
against  the  withholding  of  taxes  on 
salaries  and  wages.  This  has  been  an 
important  part  of  our  tax  statutes  for 
many  years. 

I  think  the  Senate  has  not  acted  in  ac¬ 
cordance  with  the  democratic  process.  I 
do  not  think  it  is  in  the  interest  of  the 
Senate  to  deny  to  any  Senator  the  right 
to  explain  his  amendment,  even  for  only 
2  or  3  minutes;  even  though  it  is  known 
that  the  amendment  will  be  defeated; 
and  even  though  the  Senator  who  offers 
the  amendment  knows  it  will  be  defeat¬ 
ed,  but  merely  wishes  to  create  an  issue 
to  carry  to  the  people  of  the  counti'y. 

That  is  the  statement  I  wished  to 
make  at  this  time.  I  am  not  wholly  in 
opposition  to  the  motion  of  the  majority 
leader.  I  am  not  in  opposition  to  the 
principle  of  withholding  taxes  on  sala¬ 
ries  and  wages.  That  has  been  a  part  of 
the  revenue  system  of  the  counti’y  for  20 
years  But  I  believe  the  able  senioi  Sen¬ 
ator  from  Illinois  had  a  right  to  present 
his  amendment.  I  think  the  Senate 
should  have  had  a  right  to  debate  this 
question  for  a  reasonable  length  of  time. 

Mr.  President,  with  that  observation  in 
the  Record,  I  withdraw  my  objection. 

Mr  GORE.  Mr.  President,  reserving 
the  right  to  object,  do  I  correctly  under¬ 
stand  the  Senator  from  Oklahoma  to  re¬ 
quest  consent  that  amendments  2  and  3 
be  passed  over? 


Mr.  KERR.  Yes;  until  tomorrow. 

Mr.  GORE.  Until  tomorrow? 

Mr.  KERR.  That  is  correct. 

Mr.  GORE.  I  thank  the  Senator  from 
Oklahoma.  Having  spoken  for  about  2 
hours  today,  I  am  perfectly  willing  to 
have  them  passed  over. 

Mr.  LAUSCHE.  Mr.  President,  re¬ 
serving  the  right  to  object,  let  me  say  • 
that  I  voted  for  a  definite  reason  against 
the  motion  to  lay  on  the  table.  In  my 
opinion,  ultimately  the  country  would  be 
better  off  if  we  created  a  taxpaying 
situation  in  which  every  citizen  would 
have  brought  to  his  mind  the  exact 
amount  of  taxes  he  was  paying.  A  tax 
consciousness  has  been  developing 
among  the  people  of  the  Nation.  I 
think  it  has  been  reflected  by  the  Presi¬ 
dent’s  recommendation  that  taxes  on  the 
Federal  level  be  reduced,  and  also  by  the 
recommendation  of  the  Governor  of 
California  that  taxes  in  California  be 
reduced.  If  each  citizen  knew  the  tre¬ 
mendous  burden  of  taxes  which  he  pays, 
we  would  not  be  spending  their  money 
as  extravagantly  as  we  are  on  the  floor 
of  the  Senate. 

Mr.  DOUGLAS.  Mr.  President,  re¬ 
serving  the  right  to  object,  I  should  like 
to  make  some  comments  on  this 
question. 

Mr.  KERR.  Does  the  Senator  from 
Illinois  wish  to  make  his  comments  be¬ 
fore  the  proposed  unanimous-consent 
agreement  is  entered  into? 

Mr.  DOUGLAS.  Yes. 

Mr.  KERR.  Then,  Mr.  President,  I 
withdraw  the  request. 

Mr.  DOUGLAS.  Mr.  President,  I  be¬ 
lieve  the  withholding  method  is  an  ef¬ 
ficient  way  of  collecting  taxes,  and  I 
believe  it  should  be  universal.  But  it 
is  not  universal  now.  It  now  applies  to 
wage  earners  and  salary  earners,  but  it 
does  not  apply  to  the  recipients  of  divi¬ 
dends  and  interest.  I  and  the  19  other 
Senators  who  voted  with  me  tried  to 
make  it  universal,  but  we  were  defeated 
by  an  overwhelming  vote.  Having  been 
defeated  by  that  overwhelming  vote,  it 
seems  to  me  that  it  is  not  consistent  to 
maintain  withholding  against  anyone. 
A  Senator  cannot  consistently  maintain 
that  withholding  should  be  applied  to 
low  paid  wage  earners  and  salary  earners 
but  should  not  be  applied  to  the  higher 
income  recipients  of  dividends  and  in- 
tcrcst 

My  position  is  that  withholding  should 
be  applied  either  to  everyone  or  else 
not  to  anyone.  I  believe  that  is  a  basi¬ 
cally  sound  position. 

Senators  who  voted  against  withhold¬ 
ing  on  dividends  and  interest,  but  who 
voted  in  favor  of  withholding  on  wages- 
and  salaries  are  in  a  basically  inconsist¬ 
ent  position;  and  if  they  examine  their 
consciences,  I  believe  they  will  find 
very  hard  to  justify  taking  that  position, 
and  I  believe  they  will  also  find  it  difficult 
to  justify  it  to  the  voters. 

Mr.  CARROLL.  Mr.  President,  will 
the  Senator  from  Illinois  yield? 

Mr.  DOUGLAS.  I  yield. 

Mr.  CARROLL.  Did  the  Senator  from 
Colorado  ever  confer  with  the  Senator 
from  Illinois  about  his  amendment? 

Mr.  DOUGLAS.  No. 

Mr.  CARROLL.  The  Senator  from 
Illinois  did  not  seriously  declare  in  favor 
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of  repealing  the  withholding  taxes  on 
wages  and  salaries,  did  he? 

Mr.  DOUGLAS.  I  knew  I  would  be 
defeated  on  that  amendment,  just  as 
we  were  defeated  on  the  proposal  to  have 
withholding  on  dividends  and  interest. 
But  I  thought  the  amendment  would 
point  an  interesting  moral.  I  did  not 
confide  in  a  single  person,  and  I  am 
very  glad  I  did  not. 

Mr.  CARROLL.  I  had  no  idea  that 
this  amendment  was  coming  up.  But 
again  I  take  the  position  that,  whatever 
the  reasons  of  the  Senator  from  Illinois 
were,  and  whatever  the  motivation  of 
the  Senator  from  Illinois  was,  he  had  a 
right  to  be  heard  on  his  amendment, 
without  being  shut  off  by  a  motion  to 
table. 

Mr.  SCOTT.  Mr.  President - 

Mr.  CARROLL.  I  have  not  finished. 
The  Senator  from  Illinois  has  yielded  to 
me. 

I  am  in  favor  of  a  motion  to  table  after 
debate  has  been  exhausted,  but  I  do  not 
like  to  see  a  motion  to  table  used  as  a 
means  of  shutting  off  reasonable,  intelli¬ 
gent  debate.  I  am  opposed  to  filibusters 
and  to  the  long-drawn-out  debate  pro¬ 
cedures  which  seem  to  be  prevalent  in 
this  body.  My  record  shows  that. 

Whenever  a  Senator  submits  an 
amendment,  I  think  he  is  entitled  to  be 
heard  on  it,  no  matter  how  facetious  it 
might  seem. 

Mr.  DOUGLAS.  I  assure  the  Senator 
that  it  was  not  facetious. 

Mr.  CARROLL.  I  ask  the  Senator 
from  Illinois,  what  his  purpose  was  in 
submitting  the  amendment. 

Mr.  DOUGLAS.  The  purpose  was  to 
inform  the  people  of  the  United  States 
where  Senators  stand  in  this  connection. 

Mr.  MANSFIELD.  Mr.  President,  will 
the  Senator  from  Illinois  yield? 

Mr.  CARROLL.  Mr.  President,  has 
not  the  Senator  from  Illinois  yielded  to 
me?  We  have  not  finished  our  colloquy, 
have  we? 

Mr.  DOUGLAS.  No. 

Mr.  CARROLL.  Let  us  not - 

Mr.  HOLLAND.  Mr.  President,  I  re¬ 
quest  the  regular  order. 

Mr.  CARROLL.  What  is  the  regular 
order? 

Mr.  DOUGLAS.  Mr.  President,  who 
has  the  floor? 

The  PRESIDING  OFFICER.  The 
Senator  from  Illinois  has  the  floor. 

Mr.  DOUGLAS.  Mr.  President,  I  shall 
be  glad  to  yield  to  the  Senator  from 
Colorado  for  a  question. 

Mr.  CARROLL.  I  understood  the 
Senator  from  Illinois  to  say  he  had  a 
serious  purpose  in  submitting  the 
amendment - 

Mr.  HOLLAND.  Mr.  President,  I  de¬ 
mand  the  regular  order. 

The  PRESIDING  OFFICER.  The 
Senator  from  Illinois  has  the  floor,  and 
he  can  yield  only  for  a  question. 

Mr.  DOUGLAS.  I  yield  to  the  Sena¬ 
tor  from  Colorado  for  a  question. 

Mr.  CARROLL.  I  am  putting  the 
question  now,  if  Senators  will  be  patient; 

I  am  laying  the  foundation  for  the  ques¬ 
tion. 

Mr.  DOUGLAS.  The  Senator  is  lay¬ 
ing  the  predicate  of  a  question  as  the 
Senator  from  Florida  often  says. 


Mr.  CARROLL.  The  Senator  from  Il¬ 
linois  has  had  experience  in  laying  the 
predicate. 

Mr.  HOLLAND.  Mr.  President,  I  de¬ 
mand  the  regular  order. 

The  PRESIDING  OFFICER.  The 
Senator  from  Illinois  has  the  floor,  and 
he  can  yield  only  for  a  question. 

Mr.  DOUGLAS.  I  yield  for  a  question. 

Mr.  CARROLL.  What  was  the  pur¬ 
pose  of  the  Senator  from  Illinois  in  sub¬ 
mitting  the  amendment? 

Mr.  DOUGLAS.  My  purpose  was  to 
find  out  whether  Members  of  the  Senate 
were  consistent  or  were  inconsistent. 

Mr.  CARROLL.  Did  the  Senator  from 
Illinois  have  an  opportunity  to  debate 
his  amendment? 

Mr.  DOUGLAS.  I  did  not. 

Mr.  CARROLL.  I  think  that  answers 
the  question. 

Mr.  HART.  Mr.  President,  will  the 
Senator  from  Illinois  yield  for  a  ques¬ 
tion? 

Mr.  DOUGLAS.  I  yield  for  a  question. 

Mr.  HART.  Is  it  not  true  that  the 
Senator  from  Illinois  said  that  Senators 
who  voted  against  withholding  on  divi¬ 
dends  and  interest  and  then  voted  to  lay 
his  amendment  on  the  table  are  in  an 
inconsistent  position? 

Mr.  DOUGLAS.  That  is  correct. 

Mr.  HART.  Let  me  ask  this  question: 
Having  myself  voted  in  favor  of  with¬ 
holding  on  dividends  and  interest  and 
having  voted  to  lay  on  the  table  the 
amendment  of  the  Senator  from  Illi¬ 
nois — 

Mr.  DOUGLAS.  The  Senator  from 
Michigan  is  completely  consistent;  and 
the  Senator  from  Illinois  is  also  com¬ 
pletely  consistent,  because  he  wants 
withholding  either  to  be  applied  to  every¬ 
one  or,  if  it  cannot  be  applied  to  every¬ 
one  he  thinks  it  should  not  be  applied 
to  anyone.  But  Senators  who  voted  to 
put  the  screws  on  the  working  people, 
but  to  let  the  higher  income  dividend 
and  interest  recipients  off  the  hook  are 
inconsistent. 

Mr.  CARROLL.  Mr.  President,  will 
the  Senator  from  Illinois  yield  for  a  fur¬ 
ther  question? 

Mr.  DOUGLAS.  Yes;  but  I  yield  for 
a  question  only. 

Mr.  CARROLL.  The  question  I  put  is 
this:  Under  the  motion  to  lay  on  the 
table,  did  the  Senator  from  Illinois  have 
an  opportunity  to  discuss  his  amend¬ 
ment? 

Mr.  DOUGLAS.  I  did  not. 

Mr.  CARROLL.  Therefore  the  mak¬ 
ing  of  the  motion  to  lay  on  the  table  pre¬ 
vented  the  Senator  from  Illinois  discuss¬ 
ing  his  amendment,  did  it  not? 

Mr.  DOUGLAS.  That  is  correct. 

Mr.  CARROLL.  And,  therefore,  Sena¬ 
tors  who  voted  in  favor  of  the  motion  to 
lay  on  the  table  were  not  necessarily  in 
favor  of  the  Senator’s  amendment,  were 
they? 

Mr.  DOUGLAS.  I  am  sure  of  that. 

I  am  sure  that  neither  the  Senator 
from  South  Carolina  nor  the  Senator 
from  Mississippi  favored  it.  But  they  do 
not  believe  in  artificially  shutting  off  de¬ 
bate  by  means  of  a  premature  motion  to 
lay  on  the  table.  If  we  are  going  to  give 
medals  for  consistency,  I  am  ready  to 
give  them  medals  for  consistency — but 


they  should  be  leather  medals,  not 
bronze  stars. 

Mr.  SCOTT.  Mr.  President,  will  the 
Senator  from  Illinois  yield? 

Mr.  DOUGLAS.  I  yield. 

Mr.  SCOTT.  I  should  like  to  address  a 
question  to  the  Senator  from  Illinois,  in 
view  of  the  questions  of  the  Senator 
from  Colorado — namely,  whether  a  po¬ 
sition  on  both  sides  of  the  question  is 
available  to  all  Senators. 

Mr.  DOUGLAS.  I  do  not  understand 
the  question. 

Mr.  KERR.  Mr.  President - 

Mr.  DOUGLAS.  Mr.  President,  who 
has  the  floor? 

Mr.  KERR.  I  thought  the  Senator 
from  Illinois  had  yielded. 

Mr.  MANSFIELD.  Mr.  President, 
does  the  Senator  from  Illinois  withdraw 
his  reservation  of  objection? 

Mr.  TOWER.  Mr.  President,  will  the 
Senator  from  Illinois  yield  for  a 
question? 

Mr.  DOUGLAS.  Certainly. 

Mr.  TOWER.  Will  the  Senator  from 
Illinois  inform  me  whether  the  amend¬ 
ment  he  offered  is  a  part  of  the  program 
and  platform  of  the  John  Birch 
Society? 

Mr.  DOUGLAS.  I  do  not  think  so. 
The  Senator  from  Texas  may  be  more 
cognizant  of  the  platform  of  the  John 
Birch  Society  than  the  Senator  from 
Illinois.  The  Senator  from  Illinois  does 
not  know.  I  believe  the  constitution  of 
the  John  Birch  Society  is  secret.  The 
Senator  from  Illinois  is  not  an  expert 
in  it  and  does  not  know  what  is  in  it. 
But  if  the  Senator  from  Texas  says  he 
knows  what  is  in  it,  I  will  accept  that 
answer.  [Laughter.] 

Mr.  TOWER.  Mr.  President,  will  the 
Senator  yield  for  a  question? 

Mr.  DOUGLAS.  I  yield. 

Mr.  TOWER.  The  Senator  from 
Texas  is  not  a  member  of  the  John  Birch 
Society. 

Mr.  DOUGLAS.  I  did  not  accuse  him 
of  being  a  member. 

Mr.  TOWER.  Nor  does  he  believe  in 
what  the  John  Birch  Society  believes  in; 
but  since  the  Senator  from  Illinois  is 
making  a  good  case  of  consistency,  I 
think,  in  the  interest  of  consistency, 
since  he  has  expressed  approval  of  one 
plank  of  that  platform,  he  should  sup¬ 
port  all  of  it. 

Mr.  DOUGLAS.  I  think  the  Senator 
from  Texas  should  have  voted  for  the 
withholding  of  the  tax  at  the  source  on 
dividends  and  interest,  when  I  presented 
my  motion,  so  that  along  with  the  with¬ 
holding  on  dividends  and  interest  the 
withholding  of  taxes  would  have  applied 
to  all  recipients  universally. 

Mr.  President,  so  far  as  I  am  con¬ 
cerned,  I  am  ready  to  yield  the  floor,  un¬ 
less  there  are  other  questions.  But  the 
Senator  from  Texas  is  still  on  his  feet. 

Mr.  KERR.  Mr.  President,  I  now  re¬ 
new  my  unanimous-consent  request  as 
stated  awhile  ago. 

The  PRESIDING  OFFICER.  Without 
objection,  the  second  amendment  will 
be  temporarily  put  aside  and  the  re¬ 
quest  of  the  Senator  from  Oklahoma  is 
agreed  to.  The  clerk  will  read  amend¬ 
ment  No.  7 - 
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Mr.  DIRKSEN.  Mr.  President,  will 
the  Senator  yield? 

Mr.  KERR.  I  yield. 

Mr.  DIRKSEN.  If  I  understood  the 
unanimous-consent  request  correctly,  it 
now  means  the  Senate  will  proceed  to 
consider  No.  7? 

Mr.  KERR.  No.  5. 

Mr.  DIRKSEN.  And  then  6? 

Mr.  KERR.  No.  Nos.  5,  7,  8,  9,  10. 
We  have  already  had  6. 

Mr.  DIRKSEN.  There  is  one  more. 

Mr.  KERR.  And  No.  11. 

Mr.  DIRKSEN.  It  was  the  intent  of 
the  unanimous-consent  request  that  the 
Senate  would  proceed  to  this  group  of 
amendments  with  the  understanding 
that  there  would  be  no  yea-and-nay 
votes  tonight,  but  that  if  a  yea-and-nay 
vote  were  requested,  the  vote  would  go 
over  until  tomorrow? 

Mr.  KERR.  It  would  not  be  before 
tomorrow. 

The  PRESIDING  OFFICER.  The 
clerk  will  read  amendment  No.  5. 

The  Legislative  Clerk.  On  page 
381 - 

Mr.  DIRKSEN.  Mr.  President - 

The  PRESIDING  OFFICER.  The 
Senator  from  Illinois. 

Mr.  DIRKSEN.  I  ask  the  Chair  to 
make  a  decision  with  respect  to  the  in¬ 
quiry. 

The  PRESIDING  OFFICER.  The 
Chair  said  “without  objection.”  Now 
the  clerk  is  reading  the  first  amendment. 

Mr.  DIRKSEN.  I  asked  whether  or 
not  it  was  the  understanding  of  the  Sen¬ 
ate,  under  the  consent  request,  that  the 
Senate  proceed  to  this  amendment,  but 
in  the  event  there  is  a  request  for  a  yea- 
and-nay  vote,  that  vote  shall  go  over  at 
least  until  tomorrow? 

The  PRESIDING  OFFICER.  That 
is  the  understanding  of  the  Chair. 

Mr.  HICKENLOOPER.  Mr.  Presi¬ 
dent,  what  is  the  ruling  of  the  Chair? 

The  PRESIDING  OFFICER.  That 
was  the  understanding  of  the  Chair. 

Mr.  HICKENLOOPER.  Has  the 
unanimous-consent  request  been  grant¬ 
ed? 

The  PRESIDING  OFFICER.  That 
has  already  been  granted.  The  clerk 
will  read  amendment  No.  5. 

The  Legislative  Clerk.  On  page  381, 
in  line  16,  it  is  proposed  to  insert  the  lan¬ 
guage  down  to  and  including - 

Mr.  HUMPHREY.  Mr.  President,  will 
the  Chair  restore  order  and  permit  no 
further  business  to  be  transacted  until 
order  is  restored? 

The  PRESIDING  OFFICER.  Sena¬ 
tors  will  please  take  their  seats. 

The  Legislative  Clerk.  On  page  381, 
after  line  15  it  is  proposed  to  insert  a  new 
section,  as  follows : 

Sec.  21.  Expenditures  by  Farmers  for 
Clearing  Land. 

(a)  Allowance  of  Deduction. — Part  VI  of 
subchapter  B  of  chapter  1  (relating  to  item¬ 
ized  deductions  for  individuals  and  corpora¬ 
tions)  is  amended  by  adding  after  section 
181  (as  added  by  section  2(c)  of  this  Act) 
the  following  new  section: 

“Sec.  182.  Expenditures  by  Farmers  for 
Clearing  Land. 

“(a)  In  General. — A  taxpayer  engaged  in 
the  business  of  farming  may  elect  to  treat 
expenditures  which  are  paid  or  incurred  by 
him  during  the  taxable  year  in  the  clearing 


of  land  for  the  purpose  of  making  such  land 
suitable  for  use  in  farming  as  expenses  which 
are  not  chargeable  to  capital  account.  The 
expenditures  so  treated  shall  be  allowed  as 
a  deduction. 

“(b)  Limitation. — The  amount  deductible 
under  subsection  (a)  for  any  taxable  year 
shall  not  exceed  whichever  of  the  following 
amounts  is  the  lesser : 

“(1)  $5,000,  or 

“(2)  25  percent  of  the  taxable  income  de¬ 
rived  from  farming  during  the  taxable  year. 
For  purposes  of  paragraph  (2),  the  term 
‘taxable  income  derived  from  farming’  means 
the  gross  income  derived  from  farming  re¬ 
duced  by  the  deductions  allowed  by  this 
chapter  (other  than  by  this  section)  which 
are  attributable  to  the  business  of  farming. 

“(c)  Definitions. — For  purposes  of  sub¬ 
section  (a)  — 

“(1)  The  term  ‘clearing  of  land’  includes 
(but  is  not  limited  to)  the  eradication  of 
trees,  stumps,  and  brush,  the  treatment  or 
moving  of  earth,  and  the  diversion  of  streams 
and  watercourses. 

“(2)  The  term  ‘land  suitable  for  use  in 
farming’  means  land  which  as  a  result  of 
the  activities  described  in  paragraph  (1)  is 
suitable  for  use  by  the  taxpayer  or  his 
tenant  for  the  production  of  crops,  fruits, 
or  other  agricultural  products  or  for  the 
sustenance  of  livestock. 

“(d)  Exceptions,  etc. — 

“(1)  Exceptions. — The  expenditures  to 
which  subsection  (a)  applies  shall  not  in¬ 
clude — ■ 

“(A)  the  purchase,  construction,  installa¬ 
tion,  or  improvement  of  structures,  appli¬ 
ances,  or  facilities  which  are  of  a  character 
which  is  subject  to  the  allowance  for  de¬ 
preciation  provided  in  section  167,  or 

“(B)  any  amount  paid  or  incurred  which 
is  allowable  as  a  deduction  without  regard 
to  this  section. 

“(2)  Certain  property  used  in  the  clear¬ 
ing  OF  LAND. - 

“(A)  Allowance  for  depreciation. — The 
expenditures  to  which  subsection  (a)  ap¬ 
plies  shall  include  a  reasonable  allowance 
for  depreciation  with  respect  to  property  of 
the  taxpayer  which  is  used  in  the  clearing 
of  land  for  the  purpose  of  making  such  land 
suitable  for  use  in  farming  and  which,  if 
used  in  a  trade  or  business,  would  be  prop¬ 
erty  subject  to  the  allowance  for  deprecia¬ 
tion  provided  by  section  167. 

“(B)  Treatment  as  depreciation  deduc¬ 
tion. — For  purposes  of  this  chapter,  any 
expenditure  described  in  subparagraph  (A) 
shall,  to  the  extent  allowed  as  a  deduction 
under  subsection  (a) ,  be  treated  as  an 
amount  allowed  under  section  167  for  ex¬ 
haustion,  wear  and  tear,  of  obsolescence  of 
the  property  which  is  used  in  the  clearing 
of  land. 

“(e)  Election.— The  election  under  sub¬ 
section  (a)  for  any  taxable  year  shall  be 
made  within  the  time  prescribed  by  law 
(including  extensions  thereof)  for  filing  the 
return  for  such  taxable  year.  Such  election 
shall  be  made  in  such  manner  as  the  Secre¬ 
tary  or  his  delegate  may  by  regulations  pre¬ 
scribe.  Such  election  may  not  be  revoked 
except  with  the  consent  of  the  Secretary  or 
his  delegate.” 

(b)  Clerical  Amendment. — The  table  of 
sections  for  such  part  VI  is  amended  by 
adding  at  the  end  thereof  the  following: 
“Sec.  182.  Expenditures  by  farmers  for  clear¬ 
ing  land.” 

(c)  Effective  Date. — The  amendments 
made  by  this  section  shall  apply  with 
respect  to  taxable  years  beginning  after  De¬ 
cember  31,  1962. 

Mr.  KERR.  Mr.  President,  I  ask 
unanimous  consent  that  I  may  yield  to 
the  Senator  from  Delaware  [Mr.  Wil¬ 
liams!  without  losing  my  right  to  the 
floor,  to  explain  the  amendment. 


The  PRESIDING  OFFICER.  With¬ 
out  objection,  it  is  so  ordered. 

Mr.  WILLIAMS  of  Delaware.  Mr. 
President,  under  existing  law,  expenses 
incurred  in  carrying  on  a  trade  or  busi¬ 
ness  of  farming  are  deductible  in  de¬ 
termining  taxable  income.  In  1954,  Con¬ 
gress  amended  the  statute  to  include  in 
the  deductible  category,  expenses  for  soil 
and  water  conservation. 

This  new  provision  deals  with  a  prob¬ 
lem  quite  similar  to  that  which  resulted 
in  the  enactment  of  the  soil  and  water 
conservation  provision.  At  the  present 
time,  expenditures  made  during  the 
preparatory  period  in  extending  a  farm 
may  not  be  deducted  since  they  are  not 
expenses  incurred  in  the  business  of 
farming.  Examples  of  expenditures  of 
this  nature  which,  under  existing  law, 
must  be  capitalized  are  expenditures — 
including  material  and  labor — incurred 
in:  clearing  brush,  trees,  and  stumps, 
leveling  and  conditioning  land,  and 
straightening  creek  beds.  Because  ex¬ 
penditures  for  these  purposes,  when  in¬ 
curred  in  order  to  make  the  land  suit¬ 
able  for  farming — like  expenses  for  soil 
conservation — are  also  closely  associated 
with  the  trade  or  business  of  farming, 
the  committee  believes  that  it  would  be 
proper  to  allow  their  deduction  to  a 
limited  extent. 

This  provision  permits  taxpayers  en¬ 
gaged  in  the  business  of  farming  to  de¬ 
duct,  in  computing  their  Federal  income 
tax,  expenditures  incurred  by  them  in 
clearing  land  to  make  it  suitable  for 
farming.  Activities  included  in  clearing 
and  preparing  land  to  make  it  suitable 
for  farming  include  the  clearing  of  brush, 
trees,  stumps,  and  boulders,  the  leveling 
and  conditioning  of  the  land,  and  the 
diversion  of  streams. 

Under  the  bill,  deduction  of  expendi¬ 
tures  in  any  taxable  year  for  these  pur¬ 
poses  may  not  exceed  $5,000,  or,  if  less, 
25  percent  of  the  taxpayer’s  taxable  in¬ 
come  from  farming. 

Mr.  DOUGLAS.  Mr.  President,  will 
the  Senator  yield  for  a  question? 

Mr.  WILLIAMS  of  Delaware.  Yes. 

Mr.  DOUGLAS.  Has  the  Senator 
completed  his  statement? 

Mr.  WILLIAMS  of  Delaware.  Yes. 

Mr.  DOUGLAS.  Why  should  we  en¬ 
courage  more  acres  of  land  to  be  put  into 
production  when  we  are  attempting  to 
take  land  out  of  production?  The  Sen¬ 
ator  from  Delaware  is  proposing  to  bring 
into  production  additional  acreage  when 
the  policy  of  the  United  States  is  to 
diminish  the  productive  acres. 

Mr.  WILLIAMS  of  Delaware.  The 
Senator  from  Illinois  misunderstands 
the  amendment.  I  have  opposed  recla¬ 
mation  projects  which  bring  new  land 
into  production. 

Mr.  DOUGLAS.  But  the  Senator  is 
not  opposed  to  bringing  new  land  into 
production  in  Delaware. 

Mr.  WILLIAMS  of  Delaware.  This 
has  nothing  to  do  with  that  question.  It 
can  be  done  now.  Under  existing  law 
a  taxpayer  can  buy  equipment  to  use 
for  clearing  land  and  the  law  allows  him 
to  charge  off  the  cost  of  the  equipment. 
A  small  operator  cannot  afford  to  buy 
equipment.  He  is  forced  to  contract  for 
his  work  and  then  capitalize  this  cost  in 
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the  value  of  his  farm,  with  the  result 
that  it  costs  him  $75  to  $100  an  acre 
more  than  the  larger  operators  to  clear 
the  land.  This  amendment  gives  to  the 
smaller  farmer  some  of  the  advantages 
the  laz'ger  operator  now  has. 

Mr.  DOUGLAS.  How  is  a  small 
farmer  defined? 

Mr.  WILLIAMS  of  Delaware.  By  the 
limitation  in  this  amendment,  it  pro¬ 
vides  that  it  cannot  exceed  $5,000,  or  25 
percent  of  his  income  from  farming, 
whichever  is  the  lesser. 

Mr.  DOUGLAS.  A  year? 

Mr.  WILLIAMS  of  Delaware.  A  year. 

Mr.  DOUGLAS.  Five  thousand  dol¬ 
lars  a  year  for  clearing  land?  A  great 
deal  of  land  can  be  cleared  for  that. 
Moreover,  I  think  it  can  be  said  that  this 
provision  will  encourage  bringing  more 
land  into  cultivation  at  the  very  time 
when  we  are  trying  to  decrease  the 
amount  of  land  in  cultivation.  I  think 
it  is  completely  inconsistent  with  the 
position  the  Senator  from  Delaware, 
along  with  the  Senator  from  Illinois,  has 
taken  on  reclamation  projects,  and  also 
inconsistent  with  his  general  position  on 
the  farm  problem. 

Mr.  KERR.  Mr.  President,  if  the 
Senator  will  yield  for  just  a  moment,  I 
would  like  to  say  that  the  effect  of  this 
amendment  does  not  change  the  right 
of  the  farmer  to  charge  off  the  costs 
referred  to  in  the  amendment  if  certain 
events  occur.  The  farmer  who  clears 
land  and  then  sells  it  receives  the  bene¬ 
fit  of  this  cost  through  a  higher  basis  for 
his  property.  Therefore,  the  committee 
amendment  in  this  case  only  changes  the 
time  in  which  he  is  permitted  to  charge 
these  expenses  off.  If  he  goes  ahead,  un¬ 
der  existing  law,  and  does  what  the  Sen¬ 
ator  has  referred  to,  he  in  effect  is  per¬ 
mitted  to  charge  it  off  if  he  sells  the 
property  but  not  otherwise.  This  pro¬ 
vision  would  permit  the  chargeoflf  in  1 
year  which  now  takes  longer  than  1  year 
or  may  never  occur. 

Mr.  WILLIAMS  of  Delaware.  The 
large  operators  naturally  buy  the  equip¬ 
ment.  Under  existing  law  this  is  sub¬ 
ject  to  depreciation.  They  can  charge 
this  depreciation  against  their  income 
other  than  farming,  on  any  other  type 
of  income.  This  provision  is  limited  to 
small  farmers. 

Mr.  DOUGLAS.  It  is  not  the  income 
to  the  farmer  which  is  involved.  It  is 
the  amount  spent  in  the  clearing  of  land. 

Mr.  WILLIAMS  of  Delaware.  But  lim¬ 
ited  to  a  percentage  of  income  from 
farming. 

Mr.  DOUGLAS.  For  clearing  land. 

Mr.  WILLIAMS  of  Delaware.  The  lan¬ 
guage  would  limit  it  to  25  percent  of  his 
farming  income  or  $5,000,  whichever  is 
smaller.  A  farmer  with  a  small  amount 
of  farming  income  would  not  be  able  to 
spend  it  all  on  clearing  land. 

Mr.  DOUGLAS.  It  is  not  $5,000  of  in¬ 
come,  but  it  is  a  $5,000  allowance  for 
clearing  land. 

Mr.  WILLIAMS  of  Delaware.  Yes,  if 
the  farmer  wished  to  spend  all  of  his 
income  that  year,  I  suppose  he  could 
spend  the  full  amount  on  clearing  land. 

Mr.  DOUGLAS.  The  sum  of  $5,000  a 
year  would  clear  a  great  deal  of  land.  It 
might  clear  100  acres. 


Mr.  WILLIAMS  of  Delaware.  Mr. 
President,  it  costs  more  than  that  to  clear 
land;  we  approved  a  bill  the  other  day 
for  payments  for  farmland. 

Mr.  DOUGLAS.  If  a  farmer  cleared 
100  acres  a  year,  year  after  year,  fol¬ 
lowed  by  year  after  year,  he  would  not 
be  a  small  farmer. 

Mr.  WILLIAMS  of  Delaware.  If  the 
Senator  from  Illinois  has  had  any  ex¬ 
perience  in  this  regard,  he  knows  that 
$5,000  would  clear  only  about  25  acres. 

Mr.  DOUGLAS.  It  all  depends  on  the 
land. 

Mr.  WILLIAMS  of  Delaware.  No. 
This  would  be  a  fair  average. 

Mr.  DOUGLAS.  Yes.  Wait  just  a 
minute.  It  all  depends  on  the  amount  of 
timber  on  the  land,  the  toughness  of  the 
timber,  the  amount  of  stones  in  the  soil, 
and  so  on.  In  the  fertile  lands  of  Dela¬ 
ware,  which  are  sandy  and  which  do  not 
have  the  boulders  of  Vermont,  a  bull¬ 
dozer  can  operate  very  quickly.  Five 
thousand  dollars  would  do  a  lot  in  Dela¬ 
ware,  to  increase  ultimately  the  chicken 
yield. 

Mr.  WILLIAMS  of  Delaware.  It  costs 
about  $175  or  $200  an  acre  to  clear  land, 
even  in  Delaware. 

I  am  surprised  that  there  should  be 
objection  to  this  particular  proposal  by 
anyone  connected  with  the  administra¬ 
tion,  especially  since  Congress  passed  a 
bill  wherein  it  was  provided  that  peni¬ 
tentiaries  can  draw  as  much  as  $60,000 
a  year  for  not  farming,  and  we  have  pro¬ 
vided  for  payments  to  other  large  farm¬ 
ers  for  not  farming. 

This  involves  a  benefit  for  the  small 
farmers  and  I  submit  the  amendment 
on  its  merits. 

Mr.  MILLER.  Mr.  President,  will  the 
Senator  yield? 

Mr.  WILLIAMS  of  Delaware.  I  yield. 

Mr.  MILLER.  I  have  two  questions  to 
ask  the  Senator.  The  first  relates  to  the 
language  used  on  page  383  of  the  bill, 
which  refers  to  “land  suitable  for  use  in 
farming.” 

The  definition  is  that  this  “means  land 
which  as  a  result  of  the  activities  de¬ 
scribed  in  paragraph  (1)  is  suitable  for 
use  by  the  taxpayer  or  his  tenant  for 
the  production  of  crops,  fruits,  or  other 
agricultural  products  or  for  the  suste¬ 
nance  of  livestock.” 

The  Senator  knows  that  there  is  a 
problem  in  this  regard  for  the  Internal 
Revenue  Service  with  respect  to  the  so- 
called  hobby  farmer. 

For  the  purposes  of  legislative  history, 

I  wonder  if  the  Senator  would  agree  that 
it  is  the  intention  of  the  Congress  that 
when  the  definition  says,  “is  suitable  for 
use  by  the  taxpayer  or  his  tenant”  for 
this  type  of  production,  it  means  that 
suitability  implies  profitability,  that 
there  must  be  a  profitable  type  under¬ 
taking,  rather  than  the  hobby  farming 
type  of  activity? 

Mr.  WILLIAMS  of  Delaware.  Not 
only  is  that  the  intention,  but  also  the 
amendment  was  drafted  with  the  specific 
intention  of  prohibiting  the  benefits 
going  to  hobby  farmers.  Before  the 
hobby  loss  provision  applies  in  the  case 
of  a  f aiming  operation  there  must  be  a 
loss.  Where  there  is  a  loss,  25  percent  of 
income  from  farming  is  zero.  Therefore 


in  such  a  case  there  would  be  no  deduc¬ 
tion  under  this  provision. 

I  think  both  the  report  and  the  lan¬ 
guage  properly  protect  us,  as  the  lan¬ 
guage  was  drafted  by  the  legislative 
counsel  and  the  staff  of  our  committee. 

Mr.  MILLER.  I  thank  the  Senator. 
My  second  question  relates  to  the  limi¬ 
tation  about  which  -the  Senator  from 
Illinois  was  inquiring. 

On  page  382  the  language  of  the  bill 
is: 

Tiie  amount  deductible  under  subsection 
(a)  for  any  taxable  year  shall  not  exceed 
whichever  of  the  following  amounts  is  the 
lesser : 

(1)  $5,000,  or 

(2)  25  percent  of  the  taxable  income 
derived  from  farming  during  the  taxable 
year. 

As  I  read  the  language,  the  $5,000 
would  not  necessarily  have  to  come  from 
farming.  A  doctor,  for  example,  who 
was  not  otherwise  engaged  in  the  busi¬ 
ness  of  farming,  except  perhaps  during 
a  current  year  he  might  decide  to  be¬ 
come  engaged  in  the  business  of  farm¬ 
ing,  might  have  a  marginal  operation 
but,  by  reason  of  clearing  land  and 
otherwise  preparing  it,  as  I  read  the 
language,  he  could  deduct  the  land  prep¬ 
aration  expenditures  against  his  medical 
professional  income,  up  to  $5,000. 

Mr.  WILLIAMS  of  Delaware.  The 
language  provides  that  the  deduction 
for  clearing  land  may  not  exceed  $5,000 
or  25  percent  of  the  income  from  farm¬ 
ing,  whichever  is  smaller. 

I  think  that  is  adequate  limitation  on 
the  provision  because,  no  matter  where 
the  income  which  is  spent  comes  from,  it 
may  not  exceed  25  percent  or  less  of  his 
income  from  farming. 

Mr.  DOUGLAS.  Mr.  President,  I  sug¬ 
gest  the  absence  of  a  quorum. 

Mr.  MILLER.  Mr.  President,  will  the 
Senator  withhold  his  suggestion? 

Mi*.  WILLIAMS  of  Delaware.  Mr. 
President,  I  have  the  floor. 

The  PRESIDING  OFFICER.  The 
Senator  from  Delaware  has  the  floor. 

Mr.  WILLIAMS  of  Delaware.  I  will 
yield  the  floor  later.  If  the  Senator 
wishes  to  suggest  the  absence  of  a  quo¬ 
rum  at  that  time. 

Mr.  MILLER.  If  the  Senator  will  per¬ 
mit,  I  should  like  to  pursue  this  point  a 
moment. 

Mr.  WILLIAMS  of  Delaware.  I  yield 
to  the  Senator. 

Mr.  MILLER.  Perhaps  my  difficulty 
arises  over  the  way  the  bill  is  drafted. 

I  think  the  Senator  from  Delaware  and 
I  have  the  same  idea  as  to  what  we  are 
trying  to  achieve.  I  should  like  to  ask 
the  Senator  from  Delaware  whether  we 
could  achieve  it  if  the  language  read  as 
follows,  starting  with  line  12,  with  the 
word  “Limitation”: 

The  amount  deductible  under  subsection 
(a)  for  any  taxable  year  shall  not  exceed  25 
percent  of  the  taxable  income  derived  from 
farming  during  the  taxable  year,  not  to  ex¬ 
ceed  $5,000. 

If  that  language  were  provided,  it 
would  confine  the  deduction  to  farming 
income  and  would  avoid  the  problem 
which  I  previously  posed. 

Mr.  WILLIAMS  of  Delaware.  Mr. 
President,  I  have  great  respect  for  the 
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Senator  from  Iowa,  but,  as  a  layman,  I 
learned  long  ago  that  one  can  never  get 
two  lawyers  to  agree  on  language.  I 
am  neither  a  lawyer  nor  a  draftsman. 
We  asked  the  legislative  counsel  and 
the  committee  staff  to  work  out  this  lan¬ 
guage  in  the  way  to  protect  it  against 
abuse.  I  would  rather  keep  the  language 
they  have  approved.  In  conference  I 
think  we  can  take  care  of  any  problem 
which  might  arise,  because  the  language 
will  be  in  conference.  The  intent  is  de¬ 
finitely  clear. 

Mr.  MILLER.  Mr.  President,  I  have 
one  more  question  in  regard  to  intent. 

Do  I  correctly  understand  that  the 
intention  is  that  the  $5,000  is  to  be  ap¬ 
plied  only  against  farming  income? 

Mr.  WILLIAMS  of  Delaware.  This 
deduction  is  limited  to  a  percentage  of 
the  taxpayer’s  income  from  farming. 

Mr.  MILLER.  As  distinguished  from 
income  from  a  medical  profession  or 
otherwise? 

Mr.  WILLIAMS  of  Delaware.  The  in¬ 
come  must  be  from  farming.  Hobby 
farmers  get  no  benefit  from  this  amend¬ 
ment  nor  will  it  help  the  large  promoter. 

Mr.  AIKEN.  Mr.  President,  will  the 
Senator  yield? 

Mr.  WILLIAMS  of  Delaware.  I  yield 
to  the  Senator  from  Vermont. 

Mr.  AIKEN.  From  reading  the  lan¬ 
guage,  it  appears  to  me  that  regardless 
of  the  amount  of  income  the  landowner 
might  have  from  any  source,  or  from  all 
sources,  he  could  not  spend  more  than 
25  percent  of  the  taxable  income  derived 
from  farming  during  that  year. 

Mr.  WILLIAMS  of  Delaware.  That  is 
correct. 

Mr.  AIKEN.  If  the  total  income  were 
$5,000  from  farming,  he  could  not  spend 
more  than  $1,250. 

Mr.  WILLIAMS  of  Delaware.  And  it 
certainly  would  be  limited  to  the  point 
that  it  could  benefit  only  a  very  small 
fanner. 

This  is  not  a  subsidy  program.  It 
would  not  require  expenditure  of  any 
public  money.  It  would  merely  allow  a 
small  farmer  to  compete  more  favorably 
with  the  larger  operator.  We  passed  the 
investment  credit  for  business.  I  do  not 
see  why  the  small  farmers  should  not  be 
entitled  to  at  least  this  much  considera¬ 
tion. 

Mr.  AIKEN.  It  is  also  true  that  if  the 
farmer’s  taxable  income  were  $50,000 
from  farming,  he  still  could  not  spend 
more  than  $5,000  for  clearing  land  and 
have  it  deductible? 

Mr.  WILLIAMS  of  Delaware.  The 
Senator  is  correct. 

The  PRESIDING  OFFICER.  The 
question  is  on  agreeing  to  the  commit¬ 
tee  amendment  on  page  381,  after  line  15. 


poses;  agreed  to  the  conference  asked  by 
the  Senate  on  the  disagreeing  votes  of 
the  two  Houses  thereon,  and  that  Mr. 
Holifield,  Mr.  Price,  Mr.  Aspinall,  Mr. 
Van  Zandt,  and  Mr.  Hosmer  were  ap¬ 
pointed  managers  on  the  part  of  the 
House  at  the  conference. 


ENROLLED  BILL  AND  JOINT 
RESOLUTION  SIGNED 

The  message  also  announced  that  the 
Speaker  had  affixed  his  signature  to  the 
following  enrolled  bill  and  joint  resolu¬ 
tion,  and  they  were  signed  by  the  Presi¬ 
dent  pro  tempore : 

H.R.  10432.  An  act  to  amend  title  39, 
United  States  Code,  to  codify  certain  recent 
public  laws  relating  to  the  postal  service  and 
to  improve  the  Code;  and 

H.J.  Res.  677.  Joint  resolution  relating  to 
the  admission  of  certain  alien  children. 


MESSAGE  FROM'THE  HOUSE 

A  message  from  the  House  of  Repre¬ 
sentatives,  by  My  Bartlett,  one  of  its 
reading  clerks,  / announced  that  the 
House  had  disagreed  to  the  amendment 
of  the  Senate/to  the  bill  (H.R.  11974)  to 
authorize  appropriations  for  the  Atomic 
Energy  Commission  in  accordance  with 
section  261  of  the  Atomic  Energy  Act 
of  1954/as  amended,  and  for  other  pur¬ 


AUTHORIZATION  FOR  JUDICIARY 
COMMITTEE  TO  MEET  DURING 
SENATE  SESSION  TOMORROW 
IORNING 


can  Professional  Team  with  Pittsburgh, 
He  was  a  member  of  the  All-America 
All  Stars  who  toured  Japan  in  1935., 

As  Members  of  the  Senate  are  aware, 
the  Veterans  of  Foreign  Wars  of  the 
United  States  requires  that  its  members 
have  served  overseas  in  comhat.  The 
wartime  record  of  Byron  Gentry  abund¬ 
antly  qualifies  him  for  menfbership  in, 
and  leadership  of,  such  aryorganization. 
Commander  Gentry  enlisted  as  a  private 
in  1942,  and  rose  through  the  ranks  to 
captain  in  1944.  He /served  as  combat 
intelligence  officer  oy  the  161st  Tactical 
Reconnaissance  Scpiadron.  He  was  as¬ 
signed  to  Army  Air  Forces  attached  to 
both  the  3d  and/9th  Armies.  He  served 
2  years  in  the  European  theater  where  at 
various  time/he  was  staged  in  England, 
France,  Luxembourg,  Belgium,  Holland, 
and  Germany.  He  was  awarded  six  Bat¬ 
tle  Stars/ Presidential  Citation,  Belgian 
Fourragere,  and  three  commendations. 
He  remained  in  Military  Intelligence 
Reserve  until  1954.  He  is  a  graduate  of 
Aii/lntelligence  School,  Harrisburg,  Pa., 
and  British  Intelligence  School,  High- 
/gate,  England.  As  additional  duty  he 


MANSFIELD.  Mr.  President,  1/  defended  150  enlisted  men  in  military 


/ 

ask  Unanimous  consent  that  the  Judy 
ciary  Committee  be  permitted  to  meet 
during  tW  session  of  the  Senate  tortfor- 
row  morning 

The  PRESIDING  OFFICER.  U  there 
objection?  Without  objection /it  is  so 
ordered. 

BYRON  B.  GENTRY,  /PASADENA, 
CALIF.,  NEW  'COMMANDER  IN 
CHIEF  OF  VFW 

Mr.  KUCHEL.  Mr\president,  on 
August  17,  the  Veterans  ok  Foreign  Wars 
of  the  United  States  elected  a  new  com¬ 
mander  in  chief/to  lead  that  great  or¬ 
ganization  of  overseas  combat  veterans 
for  the  next  year. 

The  new  /commander  in  chief\of  the 
Veterans  of  Foreign  Wars  is  Mr.  Wron 
B.  Gentry;  Commander  Gentry  is  axjis- 
tinguished  attorney,  a  long  time  and 
tonally  known  leader  in  veterans  affair^ 
one  /fho  has  devoted  unselfishly  of  his'' 
time  to  community  activities,  a  noted 
aytthor,  and  I  take  pride  in  mentioning 
Iso  that  he  is  a  resident  of  California 
'and  a  long-time  friend  of  mine.  Com¬ 
mander  Gentry  is  currently  the  city 
prosecutor  for  the  city  of  Pasadena, 
Calif.,  a  position  he  has  held  for  the  past 
10  years. 

Mr.  Gentry  succeeds,  as  commander 
in  chief  of  the  VFW,  Mr.  Robert  E.  Han¬ 
sen,  of  South  St.  Paul,  Minn.,  who,  dur¬ 
ing  his  tenure  as  head  of  the  VFW,  was 
well  known  to  Members  of  the  Senate  for 
his  helpful  contributions  in  domestic 
_matters,  national  security,  and  foreign 
affairs. 

In  addition  to  his  professional  and  or¬ 
ganizational  achievements,  the  new  head 
of  the  VFW  has  left  a  memorable  record 
in  the  history  U.S.  sports.  He  was  one 
of  the  great  linemen  at  the  University 
of  Southern  California.  While  playing 
for  USC,  he  had  the  rare  distinction  of 
participating  in  two  Rose  Bowl  games. 
In  1938,  Mr.  Gentry  was  selected  as  a 
member  of  the  United  Press  All-Ameri- 


courts  and  lost  less  than  10  cases.  He 
was  the  fii’st  defense  counsel  appointed 
to  the  general  court  for  black  market 
cases  in  the  Brussels  area. 

His  VFW  activities  include  judge  ad¬ 
vocate  general,  1959-60;  the  three  chair 
offices  on  the  post  level  and  two  terms  as 
post  commander;  two  terms  as  district 
commander,  and  the  three  chair  offices 
on  the  department  level.  He  served  as 
commander  of  the  department  of  Cali¬ 
fornia,  1956-57.  As  a  district  com¬ 
mander  he  was  a  two-time  winner  of  the 
Distinguished  Service  Award  for  district 
commander.  As  department  commander 
he  was  selected  as  a  member  of  the  all- 
American  team  and  named  Department 
Commander  of  the  Year  1957.  He 
served  on  the  national  council  of  admin¬ 
istration,  1957-59.  He  also  served  on 
numerous  committees  and  was  president 
of  the  60th  National  VFW  Convention 
Corp. 

As  previously  mentioned,  Commander 
fentry  has  long  been  active  in  commu- 
:y  service  activities.  The  importance 
ancl  extent  of  such  contributions  to  his 
cormnunity  is  indicated  by  the  following ; 
Member  of  board  of  directors,  American 
Gold  Susa  Mothers  Home  Corp.;  member, 
Los  Angeles  County  Committee  for  the 
Aging;  board  of  directors,  Pasadena 
Committee  fisr  Employment  of  the  Physi¬ 
cally  Handicapped;  cofounder  and  two- 
time  president/Pasadena  Committee  for 
Education  on  Alcoholism;  cofounder  and 
former  president, 'Pasadena  Committee 
for  Narcotics  Education. 

It  is  remarkable  that  in  addition  to 
his  many  professional,  veteran,  and  com¬ 
munity  activities  he  hasSalso  become  a 
noted  writer.  Recently  a\book  of  his 
poetry,  “Voices  -of  the  Ainways,”  was 
published  and  has  received  many  favor¬ 
able  reviews.  His  writing  ability  is  not 
limited  to  poetry,  as  his  excellent\speech 
of  acceptance  of  the  position  of\com- 
mander  in  chief  of  the  VFW  well  demon¬ 
strates.  Some  few  years  ago,  when  ft^r. 
Gentry  was  becoming  increasingly  acti\ 
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in  me  VFW,  he  wrote  an  essay  entitled 
“TheVSpirit  of  the  VFW.”  This  has  be¬ 
come  smoted  document  among  the  mem¬ 
bers  of  lire  VFW,  because  it  reflects  so 
clearly,  soSeloquently,  and  so  accurately 
the  spirit  oL  patriotism  and  service  that 
motivates  that  great  veteran  organiza¬ 
tion.  It  was.lherefore,  highly  appro¬ 
priate  that  Commander  Gentry  used  his 
‘‘The  Spirit  of  thd  VFW”  as  his  remarks 
on  the  occasion  of\  his  election  to  the 
position  of  commander  in  chief  of  the 
Veterans  of  Foreign  wars  of  the  United 
States.  \ 

Having  had  the  privilege  of  enjoying 
the  friendship  of  Byron  Gentry  since  the 
days  we  were  fellow  studentsKat  the  Uni¬ 
versity  of  Southen  Calif ornia\and  hav¬ 
ing  observed  through  the  intervening 
years  those  qualities  which  haveMistin- 
guished  him  as  a  lawyer,  a  community 
leader,  a  public  servant,  an  author, \nd 
now  the  national  commander  in  chief'of 
the  largest  oversea  veterans  organization^ 
in  the  world,  I  am  confident  that  the 
VFW  in  particular,  and  our  Nation  in 
general,  will  benefit  as  a  result  of  Byron 
Gentry’s  service  as  the  head  of  the  VFW. 

I  am  confident  that  Members  of  the 
Senate  will  join  with  me  in  extending  to 
Byron  Gentry  our  sincere  congratula¬ 
tions  upon  his  election  as  commander  in 
chief  of  the  Veterans  of  Foreign  Wars  of 
the  United  States.  Because  of  the  sim¬ 
ple  beauty  of  its  prose,  as  well  as  its 
meaningful  content,  I  ask  unanimous 
consent  to  include,  at  the  conclusion  of 
my  remarks,  ‘‘The  Spirit  of  the  VFW,”  by 
Byron  Gentry,  a  distinguished  Ameri¬ 
can,  who  continues  in  peace,  as  in  war, 
to  serve  his  country. 

There  being  no  objection,  the  speech 
was  ordered  to  be  printed  in  the  Record, 
as  follows: 

The  Spirit  of  the  VFW 
(By  Byron  B.  Gentry,  commander  in  chief. 

Veterans  of  Foreign  Wars  of  the  United 

States) 

Ideals  are  like  stars — we  can  see  them 
but  we  can  never  touch  them.  Destroy 
man’s  idealism  and  you  destroy  his  civiliza¬ 
tion.  This  Nation  was  conceived  in  the 
idealistic  union  of  human  rights;  born  midst 
the  violent  din  of  battle.  Her  sire  was  jus¬ 
tice;  her  m cither  liberty;  her  cradle  human 
dignity.  She  has  given  her  sons  and  dauglw 
ters  a  moral  courage  as  yet  unparalleled  yn 
the  annals  of  mankind.  / 

The  Veterans  of  Foreign  Wars  o y  the 
United  States  is  also  founded  upon  air  ideal. 
The  cross  of  Malta  is  the  symbol/of  that 
ideal — handed  down  to  us  throug/the  dust 
of  a  thousand  years  from  the/uiights  of 
St.  John.  It  is  the  symbol  of  faith  and 
courage;  of  the  eternal  brotherhood  of  fight¬ 
ing  men,  serving  a  just  any  noble  cause. 

For  nearly  two  centuries  American  men 
and  women  have  gone  searching  down  the 
long  road  to  physical  destruction  in  order  to 
perpetuate  those  icleahc  They  have  achieved 
immortality.  Courageous  and  unflinching, 
with  no  single  backward  glance,  they  have 
stood  for  a  brief/moment  in  the  shadow  of 
time.  They  h/e  defied  the  full  fury  of  the 
storms  whichr  have  threatened  American 
idealism.  Tney  have  cast  life  itself  upon 
the  flaming  altar  of  American  salvation. 

Some  /f  them  traveled  alone — in  the  still 
void  o/the  night;  some  in  the  vast  reaches 

thy  ocean;  some  in  the  blazing  emptiness 
°f  /e  sky;  others  in  the  crowded,  violent 
jf*  tile  battlefield.  But  each  in  turn 
^erved  but  one  cause  and  one  people. 


We  are  intensely  human,  and  in  humanity 
there  is  inevitable  fraility,  but  no  people  and 
no  nation  has  contributed  more  generously 
to  the  dignity  of  man. 

We,  as  members  of  this  great  order,  are 
irrevocably  dedicated  to  the  welfare  and  se- 
eurity  of  America  as  a  free  and  independent 
nation;  to  the  perpetuation  of  her  sover¬ 
eignty  in  an  honorable  association  with 
other  respectable  nations  of  the  world;  to 
an  honest  and  intelligent  recognition  of  the 
legal  and  moral  rights  of  our  fellows,  re¬ 
gardless  of  their  affiliation;  to  the  welfare 
of  their  widows  and  orphans;  to  an  active 
participation  in  all  worthy  community  serv¬ 
ice  programs,  directed  toward  the  further¬ 
ance  of  true  Americanism  and  the  dignified 
alleviation  of  the  undue  burdens  of  man; 
to  a  long-range  commitment  to  our  youth, 
calculated  to  prepare  them  realistically  for 
fearless  and  honest  citizenship  consistent 
with  the  unimpeachable  ideals  of  our  fathers, 
and  to  attain  a  man’s  full  stature  in  an  ever 
changing  world;  to  work  toward  ultimate 
peace  with  honor  and  self  respect  for  all 
peoples  of  the  earth. 

The  ideal  goal  of  our  organization  is  the 
honorable  realization  of  a  world,  a  nation, 
\and  a  day  when  no  man  shall  ever  again  be 
eligible  for  membership.  But  in  the  interim 
waTace  reality. 

Ftoee  did  not  come  to  us  in  the  generation 
of  our  fathers.  Peace  has  not  come  to  us^ 
in  ours. own  generation.  Therefore,  it  is  A, 
matter  appropriately  left  to  posterity.  You 
and  I  haN  been  fighting  men.  We  arp/still 
fighting  men.  Ours  is  a  fighting  organiza¬ 
tion.  \  / 

How  then  shall  we  fight?  / 

We  shall  fight  with  every  weapon  at  our 
command  to  instore  this  Nation’s  free  and 
independent  future.  We  shair fight  unholy 
alliances.  We  shall Nght  immoral  capitula¬ 
tion.  We  shall  fight  the  intellectual  lethargy 
which  has  repeatedly  brought  us  to  the  brink 
of  disaster.  We  shall  ffcit  the  unrealistic 
tendency  to  waste  ourycortomy  in  a  vain  at¬ 
tempt  to  win  loyalt/and  appreciation  from 
a  fallen  foe.  We  /hall  figh©,  international 
bribery.  /  \ 

We  shall  fight/the  threatenedNdestruction 
of  our  natiomfl  obligation  to  ouV.  disabled 
brothers;  to /our  fallen  comrades;  \o  their 
widows  and/orphans.  \ 

Compensation  for  service-connectedv  dis¬ 
ability  Brno  gratuity.  It  is  a  just  and  equi¬ 
table  attempt  to  compensate  for  the  lossVf 
physical  ability,  just  as  workmen’s  eompenV 
satjon  or  accident  insurance  is  such  an  at-' 
tempt.  It  has  no  relation  in  fact  or  theory 
/>  one’s  ability  to  earn  a  livelihood.  A  law¬ 
yer  may  lose  his  legs  and  still  practice  law. 
A  singer  may  lose  his  sight  and  continue  to 
sing.  They  still  are  entitled  to  an  equitable 
compensation  for  their  loss. 

In  the  wars  which  America  has  fought  we 
have  suffered  many  casualties.  Casualties  are 
a  normal  incident  of  war.  We  will  admit  that 
death  is  inevitably  tragic.  But  the  greatest 
tragedy  of  war  is  to  the  living. 

Men  die  in  battle  with  little  time  for  re¬ 
flection — with  even  less  for  personal  regret. 
The  real  terror  which  haunts  the  soldier’s 
sleepless  nights  is  the  return  to  civilian  life, 
maimed  and  helpless  and  unwanted. 

Prior  to  World  War  II  these  men  were  the 
objects  of  our  doubtful  generosity.  We 
enacted  legislation  which  permitted  them  to 
beg  without  a  license.  We  made  it  possible 
for  them  to  drag  their  mangled  bodies  to  our 
public  street  corners  to  sell  pencils.  We 
broke  their  hearts  and  destroyed  their  hu¬ 
man  souls. 

We  ignored  the  fact  that  these  objects  of 
our  dubious  charity  were  Americans — brave 
men,  independent  men,  heroic  men.  It  is 
not  enough  to  pay  some  intangible  and  sym¬ 
bolic  tribute  to  their  heroism  for  the  purpose 
of  easing  our  own  conscience.  They  are  not 
concerned  with  our  hollow  tributes.  Heroism 


is  not  unique  to  an  American.  It  is  a  nor¬ 
mal  incident  of  his  birth. 

These  men  do  not  want  tribute.  They/ 
ask  only  an  opportunity  to  walk  with  eqiun 
dignity  among  their  fellows.  And  dignity 
comes  from  within.  / 

How  did  they  acquire  their  physical  limi¬ 
tations?  How  did  they  lose  their  a/ms  and 
legs  and  eyes?  They  lost  them  ory  the  long 
and  bitter  roads  to  Tokyo  and  Eferlin;  and 
more  recently  to  the  Yalu  River/ 

They  lost  them  going  forward — sometimes 
flying;  sometimes  running;  sometimes  walk¬ 
ing;  sometimes  crawling;  a/a  sometimes  just 
standing  and  stubbornly/dying,  but  always 
putting  behind  them/  an  ever-increasing 
margin  of  safety  bet/een  this  Nation  and 
its  mortal  enemies.  / 

They  were  the  flower  of  American  man¬ 
hood.  They  wer/ proud  men;  independent 
men;  strong  an/courageous  men.  They  were 
essentially  young  men.  Theirs  was  no  brief 
flight  to  glory.  Theirs  was  a  long  and  bitter 
journey  into  the  unknown.  It  encompassed 
months  a/d  years  of  the  type  of  living  and 
dying  \/uch  proved  they  could  travel  a  great 
distance. 

Tiyty  still  have  a  great  distance  to  travel. 

Do  we  now  expect  these  proud  and  inde¬ 
pendent  and  courageous  men  to  accept  grace- 
/ully  a  life  of  uselessness  and  pity — of  mean¬ 
ingless  charity?  Shall  we  bar  them  from 
a  useful  occupation;  from  successful  read¬ 
justment,  as  the  price  of  legitimate  compen¬ 
sation?  These  men  who  were  born  to  am¬ 
bition — to  an  indomitable  will  to  surmount 
all  obstacles? 

They  have  proven  their  absolute  loyalty  to 
principle.  Their  American  ideals  are  un¬ 
tarnished.  Their  integrity  is  certain.  We 
shall  fight  to  keep  their  independence  and 
ambition  alive  and  bright. 

We  shall  fight  for  their  widows  and 
orphans.  An  innocent  child  deprived  of  its 
father  through  war  has  burden  enough  with¬ 
out  adding  the  insult  of  economic  hardship; 
without  further  depriving  it  of  the  com¬ 
panionship  of  its  mother;  and  without  de¬ 
priving  the  mother  of  reasonable  security  and 
hope. 

There  will  always  be  those  who  involve 
us  in  wars — some  of  them  perhaps  wisely; 
some  of  them  through  sheer  folly.  We  are 
Americans — proud  of  our  American  heritage. 
We  will  fight  those  wars. 

But  having  fought  them,  we  will  not  be 
relegated  to  the  status  of  poor  and  un¬ 
wanted  relatives;  to  the  darkened  closet  of 
shame.  We  have  administered  justice.  We 
demand  justice  in  return.  We  demand  jus¬ 
tice,  for  our  children.  We  demand  justice 
for  mu'  widows.  We  demand  eternal  respect 
for  outo fallen. 

We  small  fight  for  the  continued  right  to 
educate  our  children  in  the  American  tra¬ 
dition  of  our  fathers;  in  the  fundamentals 
of  true  Americanism.  We  will  not  tolerate 
foreign  ideolo^v  in  our  schools  or  in  our 
homes.  >. 

We  shall  fight  \ll  alien  isms  in  this  land 
we  call  our  own.  >Ve  shall  search  out  and 
destroy  any  threattoto  our  independent 
sovereignty — whether  it  be  on  some  foreign 
field  or  at  home  in  ouryown  backyard. 

This  is  our  homeland:  these  are  our 
people;  our  institutions;  oW  freedoms;  our 
religions;  our  own  inalienable  rights.  We 
shall  retain  them.  \ 

We  are  not  militaristic.  We\re  not  dic¬ 
tatorial.  We  are  not  selfish.  But  neither 
are  we  slouthful  and  craven  cowans. 

We  shall  be  generous.  We  shallNje  tol¬ 
erant.  We  shall  be  kind  and  even  forgiving. 
But  we  refuse  to  be  fools.  \ 

We  shall  respect  every  man’s  freedom,  out 
we  shall  not  forget  that  his  freedom  enak 
where  ours  and  our  country’s  begins.  ' 

This  is  the  spirit  of  the  VFW. 
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Milk. .  X . ./. .  .34 

Mining . .  . J. . 4 

National  Parks../. . 20 

Personnel. .  . .  .9,16,31 


Property . 35 

Public  works . 25 

Research . 13 

tariffs . 18 

Taxation . 1 

Territories . 8,15 

Textiles . 3 

Trade  fairs . 28 

Transportation . 17,30 

Virgin  Islands . 8 

Wilderness . 12 

Wildlife . 6 

Youth  conservation . 26 


KGHLIGHTS:  House  appointed  conferees  orf  fkrm  bill.  House  committee  voted  to  re- 
prt  wilderness  bill.  House  passed  bil/L  to  additional  research  facilities 

or  experiment  stations.  House  committee  voted,  to  report  bill  to  facilitate  work 
Forest  Service.  Sen.  Kerr  inserted  Treasury\eport  supporting  foreign  trade 
ill.  Sen.  Muskie  urged  support  f/r  his  amendmenr\to  foreign  trade  bill  re  imports 
com  low-wage  countries.  Sen.  P^store  defended  President's  textile  program  against 
scent  attack. 

SENATE 

TAXATION.  Continued  debate  on  H.  R.  10650,  the  proposed  Revenue  Act  of  1962 
;  (pp.  17070-120,  17124-55).  Agreed  to  the  committee  amendment  to  permit  farmers 
to  deduct,  in  computing  their  Federal  income  tax,  expenditures  incurred  by  then 
in  clearing  land  to  make  it  suitable  for  farming,  up  to  $5,000  or  25  percent  of 
the  taxable  income  from  farming  for  the  year,  whichever  is  th^  lesser  (p.  17071 


Sens.  Carls/n,  Proxmire,  Miller,  Douglas,  Curtis,  Javits,  ahd  Sparkman  sub 


pp, 


-62,  17163-4 


mitted  amendvjtfent s  intended  to  be  proposed  to  this  bill. 

FOREIGN  TRAf)E.  Sen.  Kerr  inserted  a  letter  and  memorandum  from  Tre^ury  Secre¬ 
tary  Dil/on  supporting  the  proposed  Trade  Expansion  Act  of  1962.  PP*\^- 

Sen/Muskie  inserted  his  testimony  before  the  Senate  Finance  Committee  m 
suppo/t  of  his  proposed  amendment  to  the  foreign  trade  bill  to  give  t  e  resi 
dent/authority  to  enter  into  marketing  agreements  with  foreign  countries 
pr/tect  domestic  industry  from  imports  from  countries  with  sub-standard 
working  conditions,  pp.  17162-3 


wag\s 


3. 


TEXTILES.  Sen.  Pastore  defended  the  President’s  textile  program  against  recent 
attack  that  it  was  "to  appease  the  strongly  protectionist  elements  in  the  cotton 
textile  industry,"  and  inserted  several  tables  to  support  his  position.  /Sens. 
Muslo^e,  Thurmond,  and  Hickey  commended  Sen.  Pastore’ s  statement,  pp.  17155-9 


4.  MINING.  \  The  Interior  and  Insular  Affairs  Committee  reported  with  amendments  S. 
3451,  to\provide  relief  for  residential  occupants  of  unpatented  mining  claims 
upon  whick  valuable  improvements  have  been  placed  (S.  Rept.  1984)  ,/p.  17058 


5.  LAW;  COURTS.  \The  Judiciary  Committee  voted  to  report  (but  did  n or  actually  re¬ 
port)  H.  R.  19^0,  to  amend  title  28  of  the  U.  S.  Code  relating/to  the  jurisdic¬ 
tion  of  the  U.  district  courts,  p.  D790-1 


6.  WILDLIFE.  The  Commerce  Committee  reported  with  amendments  tf.  J.  Res.  489,  to 
provide  for  the  protection  of  the  golden  eagle  (S.  Rept.  1986) .  p.  17163 


7.  EXPORT  CONTROL.  Both  Hbnses  received  from  Commerce  a  report  on  Export  Control 
for  the  second  quarter  ok  1962.  pp.  17163,  17210 


8.  VIRGIN  ISLANDS.  Both  Housed  received  from  GAO  "a  report  on  the  review  of  certain 
activities  of  the  government. of  the  Virgin  Island^i"  pp.  17163,  17210 


t. 


9.  PERSONNEL.  Sen.  Proxmire  expressed  concern  over'" the  serious  shortage  of 

scientific  and  engineering  manpower"  and  inserxed  several  items  on  the  subject, 
pp.  17120-3  '  ' 


10.  LEGISLATIVE  PROGRAM.  Agreed  to  a  unahimous^-consent  agreement  to  begin  considers 
tion  of  the  independent  offices  appropriation  bill  on  Fri. ,  Aug.  31.  p.  17119 


HOUS 


11.  FARM  PROGRAM.  Agreed  to  H.  Res.  772/  to  seibd  to  conference  H.  R.  12391,  the 

proposed  Food  and  Agriculture  Act  /6f  1962.  Conferees  were  appointed.  Senate 
conferees  had  already  been  appoipfted.  pp.  17T83-6 


12.  WILDERNESS.  The  Interior  and 
not  actually  report)  with  am§ 
Preservation  Act.  p.  D793 


isular  Affairs  CoimHittee  voted  to  report  (but  did 


tdment  H.  R.  776,  the\proposed  National  Wilderness( 


13.  RESEARCH.  Passed  without  Amendment  H.  R.  12712,  to  assist  the  States  to  provide 
additional  facilities  tpr  research  at  the  State  agricultural  experiment  stations, 
pp.  17186-8 


14.  FORESTRY.  The  Subcommittee  on  Forests  of  the  Agriculture  Committee  voted  to 

report  to  the  fullVcommittee  with  amendment  H.  R.  12434  consisting  of  miscella¬ 
neous  administrative  provisions  to  facilitate  the  work  of  the  Rorest  Service, 
p.  D793 


15.  TERRITORIES.  Agreed  to  the  conference  report  on  H.  R.  10062,  to  exbend  the 

application /of  certain  laws  to  American  Samoa.  This  bill  will  now  be  sent  to 
the  President,  p.  17173 


16. 


PERSONNEL  Passed  with  amendment  S.  919,  to  amend  the  Hatch  Political  Activities 
Act  to  /eliminate  the  requirement  that  the  Civil  Service  Commission  impose\no 
penalty  less  than  90  days'  suspension  for  any  violation  of  Sec.  9  of  the  Act 
lilar  bill,  H.  R.  12661,  was  laid  on  the  table.  pp.  17165-6 
.he  Post  Office  and  Civil  Service  Committee  reported  without  amendment  H,R^ 
5698,  to  extend  the  apportionment  requirement  in  the  Civil  Service  Act  to 
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tuteapture  in  words  the  spirit  of  his  effer¬ 
vescent  personality.  * 

Gfutety  and  seriousness,  stern  intellectu¬ 
ality  aiid  the  warmest  emotion  are  likely  to 
mix  in  fihe  matter  of  a  moment.  The  con¬ 
stant  inNiis  ever-changing  moods  is  the 
human  flalne,  burning  more  fiercely  and 
closer  to  thdysurface  in  Justice  Frankfurter 
than  in  almoskany  other  human  being. 

"Wherever  Frankfurter  is  there  is  no  bore¬ 
dom,”  Matthew  >Josephson  wrote  in  1940. 
“As  soon  as  he  bounces  in — he  never  walks, 
he  bounces — the  tal\and  the  laughter  begin, 
and  they  never  let  up\ 

Archibald  MacLeish,  >vho  was  his  student 
at  the  Harvard  Law  School,  spoke  of  "a  voice 
which  can  crackle  under  a\ool’s  complacence 
like  dry  wood  under  an  empty  kettle.” 

That  was  written  of  Mr.  frankfurter  the 
law  professor,  but  it  remain e$4  true  of  Mr. 
Frankfurter  the  Judge.  From  ttm  bench  he 
penetrated  lawyers’  foggy  understanding  of 
their  own  cases  with  sharp  questions  that 
sometimes  approached  the  hecklinfc  level. 
Off  the  bench,  he  has  never  suffered  c^nt  in 
any  conversation. 

WIDE  RANGE  OF  FRIENDS 

Many  who  are  close  to  Justice  Frankfurt^ 
believe  that  his  qualities  as  a  human  being' 
are  even  greater  than  those  of  the  judge. 
They  speak  of  his  warmth,  his  range  of 
friends  among  the  great  and  small,  his  phe¬ 
nomenal  reading,  his  intimate  acquaintance 
with  the  history  of  this  country  for  the  last 
50  years. 

Mi-.  Frankfurter  played  a  part  in  much  of 
that  history.  His  public  career  began  in 
1906  as  an  assistant  to  Henry  L.  Stimson, 
President  Theodore  Roosevelt’s  U.S.  Attorney 
in  New  York.  He  served  other  Presidents  in 
many  official  and  semiofficial  capacities  until 
Franklin  D.  Roosevelt  named  him  to  the 
Supreme  Court. 

In  his  more  than  20  years  on  the  Harvard 
law  faculty  he  was  an  extraordinary  gad¬ 
fly  to  society.  He  helped  many  liberal  causes, 
playing  perhaps  his  most  prominent  part 
in  the  attempt  to  save  Sacco  and  Vanzetti 
from  execution  in  Massachusetts. 

A  CONSERVATIVE  HERO 

His  libertarian  record  made  him  suspect 
to  conservative  interests  when  he  was  ap¬ 
pointed  to  the  Supreme  Court.  At  his 
confirmation  hearing  witnesses  denounced 
his  religion  (Jewish)  and  his  birth  (he 
emigrated  from  Austria  at  age  12.)  A  Sen¬ 
ator  asked  whether  he  believed  in  the  doc¬ 
trines  of  Karl  Marx. 

“Senator,”  Mr.  Frankfurter  replied,  “I  do 
not  believe  you  have  ever  taken  an  oath  to 
support  the  Constitution  of  the  Unite  ' 
States  with  fewer  reservations  than  I  have 
would  now.” 

The  great  paradox  of  Justice  Frankfurter's 
career  is  that  in  recent  years  he  has  become  a 
conservative  hero.  This  was  because  he 
became  a  dominant  voice  on  the /Supreme 
Court  pleading  for  judicial  restran/,  caution, 
and  deference  to  the  wishes  of  Congress  and 
the  States. 

Many  liberals  grew  disenchanted  with 
Justice  Frankfurter  and  said  that  he  decided 
too  often  against  the  liberal  position.  But 
his  strong  view  was  that/a  Justice  must  dis¬ 
regard  his  private  beliefs  in  deciding  a  case. 

Once  recently  on  /the  bench  he  got  the 
idea  that  a  lawyer  arguing  a  case  was  appeal¬ 
ing  to  his  own  Personal  view  of  a  harsh 
immigration  law; 

“Never  mine/ what  I  think  of  it,”  he  said 
sharply.  “I  /nink  very  ill  of  it.’’ 

/his  dissent  recalled 
His  furious  opinion  in  1943  dissenting 
from  a/lecision  that  children  must  be  ex- 
cused/rom  saluting  the  flag  if  their  religion 
forbids  it  put  his  view  succinctly. 

yOne  who  belongs  to  the  most  villified  and 
rsecuted  minority  in  history  is  not  likely 


to  be  insensible  to  the  freedoms  guaranteed 
by  our  Constitution,”  he  wrote,  continuing: 

“But  as  Judges  we  are  neither  Jew  nor 
gentile,  neither  Catholic  nor  agnostic.  *  *  * 
As  a  member  of  this  Court  I  am  not  justified 
in  writing  my  private  notions  of  policy  into 
the  Constitution,  no  matter  how  deeply  I 
may  cherish  them  or  how  mischievous  I  may 
deem  their  disregard.” 

Although  as  a  judge  he  spoke  of  restraint 
and  aloofness,  in  person  Mr.  Frankfurter  is 
a  man  of  emotion.  He  loves  romantic  music. 
In  conversation,  his  thoughts  and  his  pas¬ 
sions  rush  out  as  he  grips  his  listener’s  elbow 
to  emphasize  a  point. 

“A  passionate  person,”  one  friend  has 
called  him,  “who  has  given  up  the  other  pas¬ 
sions  of  his  life  for  this  one.” 

Like  his  two  greatest  heroes,  Justice  Oliver 
Wendell  Holmes  and  Justice  Louis  D.  Bran- 
deis,  Mr.  Frankfurter  performed  much  of  his 
service  on  the  Supreme  Court  at  an  age  when 
other  men  might  have  retired.  He  will  be 
80  years  old  November  15. 

He  is  married  to  the  former  Marion  Den¬ 
man  of  Longmeadow,  Mass. 

Arthur  Joseph  Goldberg  was  working  on 
a  labor-management  dispute  in  Chicago,  a 
few  miles  from  his  West  Side  birthplace, 
(when  President  Kennedy  called  today  to  tell 
(is  is  next  assignment  was  the  Supreme, 
*urt. 

’hat  are  your  plans  now?”  a  frigid 
askeH.  the  Secretary  a  short  time  later. 

“My\  plans  are  to  settle  this  strike/’  he 
replied /as  though  surprised  by  the  question. 
“I’ve  gotNimfinished  business  to  p/torni  as 
Secretary  of  Labor.” 

Mr.  Goldberg  went  to  Chicago  to  try  to 
head  off  a  threatened  strike  oy  telegraphers 
on  the  Chicago,  and  Northwestern  Railway. 
The  odds  were,  ui  view  of  hi6  19-month  rec¬ 
ord  as  Secretary  of  Labor/ that  a  call  from 
the  President  would  fi/d  him  trying  to 
settle  a  dispute  somewhere. 

Mr.  Goldberg  had  presumably  alerted  his 
wife  Dorothy.  She/ ma.  their  son  Robert 
turned  on  the  tele/ision  set  in  their  Wash¬ 
ington  home  ana  watched  the  President 
make  the  announcement. 

“What  an  opportunity  for  him  to  serve,” 
she  exclaimed;  “You  know  he  n^s  a  judicial 
temperame/t  if  anybody  has.” 

The  telephone  jingled  in  the  stilly  off  the 
big  living  room.  It  was  the  Secretary. calling 
from  Chicago.  There  was  a  few  minuses  of 
exciteO.  affectionate  conversation. 

Then,  turning  to  a  friend,  Mrs.  Goldberg 
remarked  that  she  was  just  beginning 
(el  the  importance  of  the  event. 

“I’m  not  excited  enough,”  she  said.  “Isn’t 
that  awful?  I  guess  it’s  because  I  always 
believed  it  was  going  to  happen.” 

Mr.  Goldberg  is  a  gray-haired,  medium¬ 
sized  man  with  extraordinary  mental  energy 
and  physical  stamina.  He  was  born  August 
8,  1908,  the  last  of  11  children,  2  of  whom 
were  born  in  Russia  and  died  there  before 
their  parents,  Joseph  and  Rebecca  Goldberg 
left  for  the  United  States. 

From  San  Francisco,  his  port  of  entry,  Jo¬ 
seph  Goldberg  went  to  Texas  where  he 
worked  as  a  peddler  for  a  year  and  a  half 
before  moving  on  to  Chicago.  There  he  ac¬ 
quired  a  blind  horse  and  a  wagon  and  started 
a  small  business  carting  fruits  and  vegetables 
from  the  city’s  markets  to  hotels. 

LAW  GRADUATE  OF  1929 

Arthur  remembers  riding  with  his  father 
occasionally  and  bringing  home  some  half- 
spoiled  fruit  and  sharing  it  with  neighbor¬ 
hood  boys.  It  was  a  poor,  rough  neighbor¬ 
hood  where  the  Jews  and  the  Irish  were 
rock-throwing  rivals. 

“I  used  to  fetch  bricks  for  my  brothers  to 
throw,”  Mr.  Goldberg  recalls. 

Mr.  Goldberg  observes  the  Jewish  holidays 
and  the  Chicago  rabbi  who  married  him  and 
Dorothy  Kurgans  is  a  guest  at  the  Goldberg 
home  whenever  he  comes  to  Washington. 


Mr.  Goldberg  finished  Northwestern  UnU 
versity  Law  School  in  1929  at  the  top  of  bns 
class.  He  had  already  written  dozens/ of 
briefs  for  a  Chicago  law  firm.  His  pay  was 
$20  a  week.  Later,  another  law  flm  em¬ 
ployed  him  to  work  on  mortgage  foreclos¬ 
ures — a  busy  practice  in  depression  days- 
but  Mr.  Goldberg  did  not  like  tbjs  work  and 
opened  a  law  office  of  his  own. 

He  had  taken  a  course  in /abor  law  but 
had  no  plans  to  become  a  labor  lawyer.  How¬ 
ever,  one  of  his  first  client/  was  the  Chicago 
Newspaper  Guild.  He  practiced  labor  law 
from  then  until  he  was/hosen  for  the  Ken¬ 
nedy  Cabinet. 

On  taking  office  h/  let  it  be  known  im¬ 
mediately  that  he  //as  not  going  to  follow 
any  traditional  p/tern.  Any  big,  threatened 
strike  was  a  clyQlenge  and  he  moved  into 
the  middle  of  it/ 

“Operator”/fs  a  word  that  has  been  ap¬ 
plied  frequently  to  the  Secretary,  sometimes 
admiringly;  sometimes  not. 

"He’s  /ever  been  just  an  ordinary  op¬ 
erator, ’/an  admirer  commented.  “The  fact 
that  he  isn’t  inhibited  about  it  adds  to  his 
charm,  and  besides  he  always  operates  from 
an/deological  base  of  genuine  interest  and 
concern.” 

As  a  lawyer,  he  was  no  ordinary  practi¬ 
tioner.  He  used  to  recall  the  assertion  of 
the  man  he  is  succeeding,  Felix  Frankfurter, 
that  a  good  lawyer  needs  to  be,  above  all,  a 
cultivated  man. 

Another  favorite  quotation,  from  his  law 
school  dean,  was: 

“If  you’re  going  to  practice  law,  do  it  in 
the  grand  manner.” 

As  an  Associate  Justice  of  the  Supreme 
Court,  Mr.  Goldberg  will  have  occasion  to 
recall  another  of  his  favorite  quotations,  this 
one  from  the  Italian  historian. 

“We  cannot  be  impartial.  We  can  only 
be  intellectually  honest  *  *  *  aware  of  our 
passions  and  on  guard  against  them.  Im¬ 
partiality  is  a  dream,  and  honesty  a  duty.” 

Mr.  Goldberg  has  two  children.  His  son, 
Robert,  is  a  senior  at  Amherst. 

His  daughter,  Barbara,  is  the  wife  of  Dr. 
David  A.  Cramer,  a  Chicago  physician. 


SOVIET  OIL  CHALLENGE 

Mr.  JAVTTS.  Mr.  President,  I  have 
spoken  on  a  number  of  occasions  about 
the  increasingly  serious  economic  chal¬ 
lenge  presented  to  the  West  by  the  Soviet 
bloc  trade,  a  challenge  which  has  become 
increasingly  a  matter  of  public  record. 
^Typical  of  the  growing  awareness  of  this 
jrious  offensive,  particularly  in  regard 
t6\oil,  is  an  editorial  which  appeared  in 
the\Washington  Post  on  August  27,  1962. 
I  asRv  unanimous  consent  that  the  edi¬ 
torial  tie  printed  in  the  Record  at  this 
point  iirmy  remarks. 

There  being  no  objection,  the  editorial 
was  ordered  to  be  printed  in  the  Record, 
as  follows : 

Sovflw  Oil  Challenge 
Premier  Khruskphev  has  thrust  a  devil¬ 
ishly  tempting  oil ''pipeline  offer  before  the 
oil-hungry  Japaneses.  Seconding  Mr.  Miko- 
yan’s  motion  of  last  August,  he  offered  to 
extend  a  Soviet  pipelind\from  Irkutsk  to  the 
Pacific  if  Japan  would  piWide  the  materials 
to  build  it.  Japan  now  takas  about  3  percent 
of  its  oil  from  the  Soviet  Union.  A  pipeline 
could  bring  in  10  times  as  much  at  prices 
perhaps  30  percent  lower  than  existing  levels. 
Jogged  by  the  United  States  an(V  their  own 
apprehensions,  the  Japanese  have  reacted 
warily  toward  Soviet  oil  in  the  past. 
Whether  the  country’s  growing  economic 
restiveness  will  make  it  more  hospitable  to 
the  pipeline  proposal  remains  to  be  see* 
The  proposal  is  merely  the  latest  gambit 
the  increasingly  aggressive  and  effective  ““ 
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v\et  oil  offensive.”  With  politics  determin- 
ftig  prices  and  repayment  and  marketing 
tefms,  Russian  oil  exports  have  climbed  at 
the.  rate  of  6  million  or  more  metric  tons  a 
yeaf  since  1958.  They  now  go  to  nine  West¬ 
ern  European  countries;  in  Italy  the  Western 
oil  position  has  been  particularly  under¬ 
mined.  The  Soviet  Government  is  also  stim¬ 
ulating  the  oil  ambitions  of  a  number  of  key 
underdeveloped  nations,  which  regard  a  na¬ 
tional  oil  capability  as  a  matter  of  independ¬ 
ence  arid  status  as  well  as  development.  The 
twin  goals  of  Soviet  oil  policy,  to  disrupt 
if  not  tip  displace  non-Communist  oil  op¬ 
erations  and  to  apply  political  leverage  in  the 
neutral  World,  have  gained  a  measure  of  suc¬ 
cess  whicmmakes  Western  oil  men  and  states¬ 
men  shudder  at  what  may  come. 

The  very!  real  and  well-documented  pros¬ 
pect  of  economic  and  political  hardship  has 
so  far  led  tounuch  sounding  of  alarms  in  the 
West  but  tomrecious  little  action.  Hobbled 
by  Italian  objections,  the  Common  Market 
nations  have  sat  on  a  proposal  to  apply  vol¬ 
untary  restrictions  to  Soviet  oil  imports. 
Middle  East ern\ producers  have  been  inclined 
to  pass  the  brunt  of  the  Soviet  challenge  to 
the  West.  Western  producers  have  made 
no  substantial  changes  in  pricing  and  other 
policies  to  meet  Ifheir  Communist  competi¬ 
tion. 

A  forthcoming  \  administration -requested 
report  from  the  National  Petroleum  Coun¬ 
cil  promises  to  spur  official  activity.  But 
meanwhile,  specific!  suggestions  from  con¬ 
gressional  and  industry  quarters  on  how  to 
arm  the  United  States  for  imminent  oil  com¬ 
bat  have  not  been  treated  with  any  urgency. 
Soviet  oil  indeed  represents  a  stinging  nettle 
to  the  free  world.  It  must  be  firmly  grasped. 

Mr.  JAVITS.  Mr.  president,  the  edi¬ 
torial  notes  that  “specific  suggestions 
from  congressional  anckindustry  quarters 
on  how  to  arm  the  united  States  for 
imminent  oil  combat  \  have  not  been 
treated  with  any  urgency.”  I  have 
pressed  for  at  least  a  congressional 
inquiry  into  one  approach  to  the  Soviet 
oil  offensive  through  my  amendment  to 
section  708  of  the  Defense  Production 
Act,  which  would  restore  to  its  pre-1955 
status  the  authority  of  the  Attorney 
General  to  exempt  from  tne  antitrust 
laws  cooperative  action  in  furtherance  of 
the  purposes  of  the  Government  under 
the  act.  The  distinguished  chairman  of 
the  Banking  and  Currency  Committee 
has  opened  this  question  to  uiearings, 
which  have  begun  but  have  not Wet  been 
completed.  I  would  hope  that  the  kind 
of  urgency  to  which  the  editorial  refers 
would  be  communicated  to  the  commit¬ 
tee  by  those  in  industry  and  Government 
who  are  aware  of  the  problem.  A  con¬ 
crete  opportunity  is  now  being  presented 
for  the  Congress  to  consider  techniques 
for  dealing  with  the  problem.  The\na- 
tional  interest  cannot  afford  to  let  chat 
opportunity  pass  as  it  is  very  likeljAto 
do  unless  greater  interest  is  expressed 
in  these  hearings. 

Mr.  MANSFIELD.  Mr.  President,  \s 
there  further  morning  business? 

The  PRESIDENT  pro  tempore.  L 
there  further  morning  business?  If  not,\ 
morning  business  is  closed. 
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Mr.  MANSFIELD.  Mr.  President,  I 
ask  unanimous  consent  that  the  unfin¬ 
ished  business  be  laid  before  the  Senate 
and  made  the  pending  business. 

The  PRESIDENT  pro  tempore, 
there  objection? 


Is 


There  being  no  objection,  the  Senate 
resumed  the  consideration  of  the  bill 
(H.R.  10650)  to  amend  the  Internal 
Revenue  Code  of  1954  to  provide  a  credit 
for  investment  in  certain  depreciable 
property,  to  eliminate  certain  defects 
and  inequities,  and  for  other  purposes. 

The  PRESIDENT  pro  tempore.  The 
question  is  on  agreeing  to  the  commit¬ 
tee  amendment  No.  5,  to  insert  certain 
language  on  page  381,  after  line  15, 
through  line  24  on  page  384,  “Sec.  21. 
Expenditures  by  Farmers  for  Clearing 
Land”. 

The  amendment  was  agreed  to. 

Mr.  KERR.  Mr.  President,  I  move  to 
reconsider  the  action  whereby  amend¬ 
ment  No.  5  was  agreed  to. 

Mr.  WILLIAMS  of  Delaware.  Mr. 
President,  I  move  to  lay  that  motion  on 
the  table. 

The  PRESIDENT  pro  tempore.  The 
question  is  on  agreeing  to  the  motion  by 
the  Senator  from  Delaware  to  lay  on  the 
table  the  motion  by  the  Senator  from 
Oklahoma. 

The  motion  to  lay  on  the  table  was 
agreed  to. 

Mr.  KERR.  Mr.  President,  I  call  up 
the  seventh  amendment  and  ask  that  it 
be  stated. 

The  PRESIDENT  pro  tempore.  The 
amendment  will  be  identified. 

The  Legislative  Clerk.  On  page  386, 
after  line  6,  it  is  proposed  to  insert  lan¬ 
guage  through  line  10,  page  388. 

Mr.  KERR.  Mr.  President,  under 
existing  law  certain  small  business  cor¬ 
porations  may  elect  to  have  income  taxed 
directly  to  their  shareholders,  thereby 
eliminating  tax  at  the  corporate  level. 
For  such  an  election  to  be  valid,  how¬ 
ever,  the  corporation  must  have  no  more 
than  10  shareholders  and  each  share¬ 
holder  must  give  his  consent  to  the 
election. 

Previously  a  problem  existed  as  to  the 
proper  method  of  determining  the  num¬ 
ber  of  shareholders  of  a  corporation  in 
community  property  States  or  where  the 
stock  of  a  corporation  was  held  jointly 
by  husband  and  wife.  In  1959  Congress 
removed  this  problem  by  specifically  pro¬ 
viding  how  the  number  of  shareholders 
was  to  be  determined  where  husband  and 
wife  resided  in  community  property 
States  or  where  they  held  stock  jointly. 
Congress  provided  in  such  cases  that  the 
spouses  would  be  treated  as  one  share¬ 
holder  (Public  Law  86-376,  approved 
September  23,  1959) .  This  provision  was 
made  effective  with  respect  to  taxable 
years  of  small  business  corporations 
beginning  after  December  31,  1959. 
However,  cases  have  come  to  the  atten¬ 
tion  of  your  committee  in  which  small 
business  corporations  were  prevented 
from  making  (or  continuing)  an  election 
to  have  their  income  of  1958  and  1959 
taxed  to  their  shareholders  because  hus¬ 
bands  and  wives  in  community  property 
Itates  or  who  held  stock  jointly  have 
'each  been  counted  as  a  separate  share¬ 
holder  for  those  years.  The  first  year 
with  respect  to  which  such  an  election 
could  be  made  was  1958. 

The  committee  does  not  believe  that 
the  rule  enacted  by  Public  Law  86-376 
for  determining  the  number  of  share¬ 
holders  of  a  small  business  corporation 
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should  be  limited  to  years  after  19^ 
but  should  apply  to  all  years  for  which 
such  an  election  may  be  made.  This  will 
insure  the  application  of  the  same  rules 
in  applying  the  10-shareholder  limitation 
for  all  years  in  qualifying  a  small  busi¬ 
ness  corporation  for  such  an  election. 
Accordingly,  this  provision  of  the  bill 
makes  that  rule  of  Public  Law  86-376 
apply  also  to  years  1958  and  1959. 

Thus,  this  bill  provides  that  with  re¬ 
spect  to  the  years  1958  and  1959,  in  de¬ 
termining  the  number  of  shareholders 
of  a  small  business  corporation  for  pur¬ 
poses  of  the  election  provided  by  sub¬ 
chapter  S  of  the  Internal  Revenue  Code 
(under  which  shareholders  are  taxed  di¬ 
rectly  on  the  corporate  earnings) , 
spouses  who  hold  stock  of  such  a  corpora¬ 
tion  jointly  or  under  the  community 
property  laws  of  a  State  are  to  be  treated 
as  one  shareholder;  that  is,  section 
1371(c)  of  the  code  will  now  be  ap¬ 
plicable  to  such  years. 

In  order  to  insure  that  a  small  busi¬ 
ness  corporation  whose  status  may  be 
affected  by  this  provision  will  have  an 
opportunity  to  qualify  for  treatment  un¬ 
der  subchapter  S,  the  bill  provides  a 
special  1-year  period  within  which  a 
special  election  may  be  made  to  have  the 
earlier  effective  date  of  section  1371(c) 
apply.  For  the  special  election  to  be. 
valid,  however,  a  corporation  must  have 
met  the  statutory  requirements  of  sub¬ 
chapter  S  in  1958  and  1959,  and  must 
have  filed  a  timely  election  to  be  sub¬ 
ject  to  subchapter  S  for  those  years. 
Furthermore,  each  person  who  is  a  share¬ 
holder  at  the  time  of  the  special  elec¬ 
tion  must  give  his  consent  and  each  per¬ 
son  who  was  a  shareholder  for  any  tax¬ 
able  year  ending  before  the  year  in  which 
the  special  election  is  made  also  must 
give  his  consent.  Finally,  where  an  elec¬ 
tion — and  the  requisite  consents — has 
been  made,  the  statute  of  limitations  for 
assessing  additional  tax  against  the  cor¬ 
poration  or  its  shareholders  is  to  remain 
open,  or  be  opened,  for  1  year  following 
the  date  of  the  election.  Tax  assessed 
or  credit  or  refunds  granted  within  this 
special  period  of  limitations  must  relate 
only  to  changes  resulting  directly  from 
the  election. 

I  ask  that  the  amendment  be  agreed 
to. 

The  PRESIDENT  pro  tempore.  The 
question  is  on  agreeing  to  the  committee 
amendment  No.  7,  which  is,  after  line  6, 
on  page  386,  to  insert  “Sec.  23.  Effective 
Date  of  Section  1371(c)  of  Internal 
Revenue  Code  of  1954”. 

The  amendment  was  agreed  to,  as 
follows : 

On  page  386,  after  line  6,  to  insert  a  new 
section,  as  follows: 

“Sec.  23.  Effective  Date  of  Section  1371(c) 
of  the  Internal  Revenue  Code 
of  1954. 

“(a)  In  General. — Subject  to  the  provi¬ 
sions  of  subsection  (b),  section  1371(c)  of 
the  Internal  Revenue  Code  of  1954  (as  added 
by  section  2(a)  of  the  Act  entitled  ‘An  Act 
to  amend  the  Internal  Revenue  Code  of  1954 
to  provide  a  personal  exemption  for  children 
placed  for  adoption  and  to  clarify  certain 
provisions  relating  to  the  election  of  small 
business  corporations  as  to  taxable  status’, 
approved  September  23,  1959  (Public  Law  86- 
376) ),  shall  (notwithstanding  the  provisions 
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of  the  first  sentence  of  section  2(d)  of  such 
Act)  also  apply  to  taxable  years  beginning 
after  December  31,  1957,  and  before  Janu¬ 
ary  1,  1960. 

“(b)  Election  and  Consent  by  Corpora¬ 
tions;  Consents  by  Shareholders. — Sub¬ 
section  (a)  shall  apply  with  respect  to  any 
corporation  and  its  shareholders  only  if, 
within  one  year  after  the  date  of  the  enact¬ 
ment  of  this  Act — • 

“(1)  such  corporation  (in  such  manner 
as  the  Secretary  of  the  Treasury  or  his  dele¬ 
gate  prescribes  by  regulations)  elects  to 
have  the  provisions  of  subsection  (a)  apply 
and  consents  to  the  application  of  subsec¬ 
tion  (c);  and 

“(2)  each  person  who  is  a  shareholder  of 
such  corporation  on  the  date  on  which  such 
corporation  makes  such  election,  and  each 
person  who  was  a  shareholder  of  such  cor¬ 
poration  during  any  taxable  year  of  such  cor¬ 
poration  beginning  after  December  31,  1957, 
and  ending  before  the  date  of  such  election, 
consents  (in  such  manner  and  at  such  time 
as  the  Secretary  of  the  Treasury  or  his  dele¬ 
gate  prescribes  by  regulations)  to  such  elec¬ 
tion  and  to  the  application  of  subsection  (c) . 

“(c)  Tolling  op  Statutes  op  Limita¬ 
tions. — In  any  case  in  which  a  corporation 
makes  an  election  under  subsection  (b) — - 

“(1)  if  the  assessment  of  any  deficiency 
against  the  corporation  making  such  elec¬ 
tion,  or  any  shareholder  of  such  corporation 
who  consents  to  such  election,  for  any  tax¬ 
able  year  is  prevented,  at  any  time  on  or 
before  the  expiration  of  one  year  after  the 
date  of  such  election,  by  the  operation  of 
any  law  or  rule  of  law,  assessment  of  such 
deficiency  may,  nevertheless,  be  made,  to  the 
extent  such  deficiency  is  attributable  to  the 
application  of  subsection  (a) ,  at  any  time  on 
or  before  the  expiration  of  such  one-year 
period;  and 

“(2)  if  credit  or  refund  of  any  overpay¬ 
ment  of  tax  by  the  corporation  making  such 
election,  or  any  shareholder  of  such  corpora¬ 
tion  who  consents  to  such  election,  for  any 
taxable  year  is  prevented,  at  any  time  on  or 
before  the  expiration  of  one  year  after  the 
date  of  such  election,  by  the  operation  of  any 
law  or  rule  of  law,  credit  or  refund  of  such 
overpayment  may,  nevertheless,  be  allowed 
or  made,  to  the  extent  such  overpayment  is 
attributable  to  the  application  of  subsection 
(a),  if  claim  therefor  is  filed  on  or  before 
the  expiration  of  such  one-year  period.” 

Mr.  KERR.  Mr.  President,  I  move 
to  reconsider  the  action  by  which  the 
amendment  was  agreed  to. 

Mr.  WILLIAMS  of  Delaware.  Mr. 
President,  I  move  to  lay  that  motion  on 
the  table. 

The  PRESIDENT  pro  tempore.  The 
question  is  on  agreeing  to  the  motion  by 
the  Senator  from  Delaware  to  lay  on  the 
table  the  motion  by  the  Senator  from 
Oklahoma. 

The  motion  to  lay  on  the  table  was 
agreed  to.  . 

Mr.  KERR.  Mr.  President,  the  next 
amendment  is  No.  8. 

The  PRESIDENT  pro  tempore.  The 
amendment  will  be  identified  for  the 
information  of  the  Senate. 

The  Legislative  Clerk.  On  page  388, 
after  line  10,  it  is  proposed  to  insert  lan¬ 
guage  through  line  14  on  page  389. 

Mr.  KERR.  Mr.  President,  present 
law  provides  that  business  losses  in¬ 
curred  in  1  year  can  be  carried  back  to 
the  3  prior  years  and  then,  to  the  extent 
not  absorbed  by  income  in  those  years, 
carried  forward  to  the  5  succeeding  years 
after  the  year  in  which  the  losses  oc¬ 
curred.  For  most  companies  which  again 
earn  income  such  a  period  is  long  enough 


to  absorb  all  of  their  losses  against 
income. 

Rapid  transit  companies  in  recent 
years  have  had  a  special  problem  in  con¬ 
nection  with  the  very  large  losses  they 
have  incurred  in  converting  from  street¬ 
car  to  bus  operations.  Because  of  the 
size  of  these  losses,  most  transit  com¬ 
panies  have  spread  their  conversion  to 
buses  over  many  years — some  over  as 
many  as  15  years — so  that  a  sufficient 
period  will  be  available  to  absorb  the 
losses  against  income.  However,  a  situa¬ 
tion  has  come  to  the  attention  of  the 
committee  in  which  the  conversion  from 
streetcars  to  buses  was  completed  in  an 
18-month  period.  It  appears  that  the 
conversion  was  made  in  such  a  short 
period  because  of  fraud  on  the  part  of 
the  then  existing  management.  More¬ 
over,  evidence  is  available  that  the  then 
existing  management  made  this  conver¬ 
sion  in  the  18-month  period  despite  the 
fact  that  it  was  pointed  cut  to  them  by 
their  financial  experts  that  such  losses 
could  not  be  absorbed  within  the  period 
of  the  5-year  carryforward. 

After  the  mismanagement  was  discov¬ 
ered,  the  company  was  reorganized  and 
new  officers  and  a  new  board  of  direc¬ 
tors  elected.  However,  the  conversion 
from  streetcars  to  buses  in  the  18-month 
period  could  not  be  undone.  As  a  re¬ 
sult  of  this  conversion  the  company  sus¬ 
tained  a  loss  of  approximately  $10,200,- 
000.  At  the  end  of  the  5-year  cany-for¬ 
ward  period  about  $5,200,000  of  this  loss 
remained  unused.  While  the  company 
has  recently  been  making  a  small  profit, 
it  appears  that  rate  increases  may  have 
to  be  requested  if  this  remaining  loss 
cannot  be  offset  against  the  income  of 
future  years. 

The  committee  believes  that  since 
ordinary  prudent,  honest  management 
would  have  spread  the  conversion  over  a 
number  of  years,  a  longer  carry  forward 
of  the  unused  loss  should  be  permitted. 
This  is  a  particularly  serious  problem 
because  of  the  present  inadequacy  of  our 
mass  transportation  system  and  the  fact 
that  a  rapid  transit  system  is  involved 
here.  Moreover,  in  this  case  it  is  likely 
that  in  the  long  run  it  will  be  the  users 
of  the  transportation  who  will  suffer  if 
the  company  is  not  permitted  to  utilize 
the  benefit  of  this  loss. 

The  bill  provides  that  in  the  case  of 
net  operating  losses  incurred  in  the  cal¬ 
endar  years  1953  and  1954,  principally 
as  a  result  of  the  conversion  from  street¬ 
car  to  bus  operations,  an  additional  5 
years  is  to  be  allowed  to  offset  such 
losses  against  income.  The  bill  achieves 
this  result  by  providing  that  such  losses 
are  to  be  known  as  “unused  conversion 
losses”  to  the  extent  they  still  remain 
unused  after  the  end  of  the  normal 
5-year  carry-forward  period.  The  bill 
provides  that  such  an  unused  conversion 
loss  from  these  2  years  is  to  be  considered 
a  net  operating  loss  sustained  in  1959 
and  therefore  available  as  a  net  operat¬ 
ing  loss  carry-forward  to  the  calendai 
year  1960  and  4  subsequent  taxable 

years.  ,  , 

The  treatment  described  above  is  to 
apply  only  for  years  in  which  the  tax¬ 
payer  is  engaged  in  the  furnishing  or  sale 
of  transportation  on  a  local  electric  rail¬ 


road,  trackless  trolley  system,  or  bus  sys¬ 
tem.  The  rates  for  the  transportation 
in  such  cases  must  have  been  established 
or  approved  by  a  governmental  unit,  by 
a  public  service  or  public  utility  commis¬ 
sion  or  similar  body. 

In  the  case  brought  to  the  committee’s 
attention  there  is  an  unused  loss  of  ap¬ 
proximately  $5,200,000  from  the  years 
1953  and  1954,  and  it  is  estimated,  based 
upon  anticipated  revenues,  that  from  $2 
to  $3  million  of  this  loss  can  be  offset 
against  income  in  the  additional  5-year 
period  allowed  by  this  bill. 

Mr.  President,  I  ask  unanimous  con¬ 
sent  that  we  may  temporarily  lay  aside 
committee  amendment  No.  8  and  con¬ 
sider  committee  amendment  No.  9. 

The  PRESIDENT  pro  tempore.  Is 
there  objection  to  the  request  by  the  Sen¬ 
ator  from  Oklahoma?  The  Chair  hears 
none,  and  it  is  so  ordered. 

The  committee  amendment  No.  9  will 
be  identified  for  the  information  of  the 
Senate. 

The  Legislative  Clerk.  On  page  389, 
after  line  14,  it  is  proposed  to  insert  the 
language  through  line  8  on  page  390. 

Mr.  KERR.  Mr.  President,  I  believe 
the  Senator  from  Delaware  has  an  ex¬ 
planation. 

Mr.  WILLIAMS  of  Delaware.  Mr. 
President,  under  present  law,  a  pension 
trust  is  qualified  for  income  tax  exemp¬ 
tion  only  if  it  meets  certain  requirements 
relating  to  coverage  of  employees  and 
nondiscrimination  of  contributions  or 
benefits.  Where  the  pension  trust  is 
properly  qualified,  not  only  is  it  exempt 
from  Federal  taxation  with  respect  to  its 
income,  but  contributions  paid  to  it  by 
an  employer  on  behalf  of  his  employees 
are  deductible  for  Federal  income  tax 
purposes.  Thus,  there  is  considerable 
incentive  for  a  pension  trust  to  meet  the 
requirements  of  the  Internal  Revenue 
Code  and  thereby  become  a  qualified 
trust. 

Occasionally,  however,  it  is  difficult  for 
a  pension  trust  to  achieve  qualified  status 
before  employer  contributions  are  re¬ 
ceived  by  it.  This  is  particularly  true  in 
the  case  of  pension  plans  negotiated  un¬ 
der  collective-bargaining  agreements 
with  many  employers  both  large  and 
small.  Often,  considerable  time  is  re¬ 
quired  to  obtain  sufficient  factual  data 
upon  which  to  insure  the  actuarial 
soundness  of  the  plan.  Sometimes  a  for¬ 
mality  is  not  properly  performed. 

In  such  cases,  where  the  pension  plan 
operates  for  some  period  as  a  nonquali¬ 
fied  plan  prior  to  seeming  qualification 
under  the  Internal  Revenue  Code,  any 
income  it  may  earn  during  such  period 
is  subject  to  income  tax,  thereby  reduc¬ 
ing  amounts  which  would  otherwise 
serve  to  provide  employee  benefits  under 
the  plan.  In  addition,  employer  contri¬ 
butions  are  not  allowed  as  deductions 
unless  the  employee  is  given  immediate 
vested  rights  to  the  contribution. 

The  committee  believes  these  are 
rather  severe  consequences,  particularly 
where  failure  to  meet  the  conditions  of 
the  statute  for  qualification  is  due  to  the 
fact  that,  because  the  plan  involved 
many  employers,  the  arrangements 
could  not  be  worked  quickly  although  it 
was  the  initial  intention  of  both  the  em- 
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ployers  and  the  unions  to  meet  those 
conditions.  If  the  pension  trust  has 
never  been  operated  in  a  manner  which 
would  jeopardize  the  interest  of  its  bene¬ 
ficiaries,  and  if,  when  completed,  the  pen¬ 
sion  plan  of  which  the  trust  is  a  part 
conforms  with  the  Internal  Revenue 
Code  and  has  received  the  approval  of 
the  Internal  Revenue  Service,  your  com¬ 
mittee  believes  it  is  just,  under  such 
circumstances,  to  provide  that  the  pen¬ 
sion  plan  be  treated  as  a  qualified  trust 
during  the  intervening  period  between 
its  inception  and  the  time  it  actually 
qualified  for  tax  exemption. 

This  section  of  the  bill  provides  that 
the  pension  plan  of  Local  Union  No.  435, 
International  Hod  Carriers’  Building  & 
Common  Laborers’  Union  of  America,  es¬ 
tablished  pursuant  to  negotiations  be¬ 
tween  the  union  and  the  Building  Trades 
Employers’  Association  of  Rochester, 
which  is  a  qualified  trust  under  section 
401(a)  of  the  Internal  Revenue  Code,  is 
to  be  treated  as  having  been  a  qualified 
trust  and  to  have  been  exempt  from  tax¬ 
ation  for  the  period  beginning  May  1, 
1960,  and  ending  April  20,  1961.  For  this 
provision  to  apply  however,  it  must  be 
shown  to  the  satisfaction  of  the  Secre¬ 
tary  of  the  Treasury  or  his  delegate  that 
the  trust  has  not  in  the  period  designated 
been  operated  in  a  manner  which  would 
jeopardized  the  interests  of  its  benefi¬ 
ciaries. 

Under  the  bill  not  only  will  the  income 
of  the  pension  plan  during  the  specified 
period  be  exempt  from  tax  but  also  con¬ 
tributions  made  under  the  plan  within 
such  period  by  employers  generally  will 
be  deductible  by  them  in  determining 
their  Federal  income  tax  liability. 

The  amendment  has  been  approved 
by  the  Treasury  Department.  It  is  the 
customary  amendment  similar  to  that 
which  has  been  agreed  to  on  previous 
occasions. 

Mr.  KEATING.  Mr.  President,  will 
the  Senator  yield? 

Mr.  WILLIAMS  of  Delaware.  I  yield. 

Mr.  KEATING.  I  wish  to  express  my 
gratitude  to  the  distinguished  Senator 
from  Oklahoma  [Mr.  Kerr]  and  the  dis¬ 
tinguished  Senator  from  Delaware  [Mr. 
Williams]  for  their  assistance  in  sup¬ 
port  of  this  meritorious  amendment. 
It  is  very  much  desired  by  both  labor  and 
management,  and  I  am  very  apprecia¬ 
tive  of  the  action  taken. 

I  am  indeed  grateful  for  this  assist¬ 
ance  for  the  pension  plan  of  Local  No. 
435  of  the  International  Hod  Carriers’ 
Building  and  Common  Laborers’  Union 
of  America  of  Rochester,  N.Y.  This 
plan  was  negotiated  between  local  435 
union  and  the  Building  Trades  Em¬ 
ployers’  Association  of  Rochester  to  take 
effect  May  1,  1960.  However,  Treasury 
approval  for  a  tax  deduction  was  not 
obtained  until  April  20,  1961.  The  pur¬ 
pose  of  this  amendment  is  to  extend  the 
retroactive  qualifications  under  the  In¬ 
ternal  Revenue  Code  of  1954  to  include 
the  year  when  there  was  no  approved 
Plan. 

The  amendment  also  grants  the  plan 
exemption  from  the  tax  on  its  invest¬ 
ment  income  during  this  prequalifica- 

+!?nJPer*0<^'  kas  endorsement  of 
the  Treasury  Department. 


Mr.  President,  this  amendment  is 
straightforward  and  there  are,  as  the 
letter  from  the  Assistant  Secretary  in¬ 
dicates,  ample  precedents  for  it.  I  am 
grateful  that  the  Senate  Finance  Com¬ 
mittee  has  included  it  in  the  present  bill. 

Mr.  KERR.  Mr.  President,  I  ask  for 
approval  of  the  amendment. 

The  PRESIDENT  pro  tempore.  The 
question  is  on  agreeing  to  the  amend¬ 
ment. 

The  amendment  was  agreed  to,  as  fol¬ 
lows: 

On  page  389,  after  line  14,  to  insert  a 
new  section,  as  follows: 

“Sec.  25.  Pension  Plan  of  Local  Union 
Numbered  435,  International 
Hod  Carriers’  Building  and 
Common  Laborers’  Union  of 
America 

“The  pension  plan  of  Local  Union  Num¬ 
bered  435  of  the  International  Hod  Carriers’ 
Building  and  Common  Laborers’  Union  of 
America,  which  was  negotiated  to  take  effect 
May  1,  1960,  pursuant  to  an  agreement  be¬ 
tween  such  union  and  the  Building  Trades 
Employers  Association  of  Rochester,  New 
York,  Incorporated,  and  which  has  been  held 
by  the  Internal  Revenue  Service  to  consti¬ 
tute  a  qualified  trust  under  section  401(a) 
of  the  Internal  Revenue  Code  of  1954,  and 
to  be  exempt  from  taxation  under  section 
501(a)  of  such  Code,  shall  be  held  and  con¬ 
sidered  to  have  been  a  qualified  trust  under 
such  section  401(a),  and  to  have  been  ex¬ 
empt  from  taxation  under  such  section 
501(a) ,  for  the  period  beginning  May  1,  1960, 
and  ending  April  20,  1961,  but  only  if  it  is 
shown  to  the  satisfaction  of  the  Secretary 
of  the  Treasury  or  his  delegate  that  the  trust 
has  not  in  this  period  been  operated  in  a 
manner  that  would  jeopardize  the  interests 
of  its  beneficiaries.” 

Mr.  KERR.  Mr.  President,  I  move 
that  the  vote  by  which  the  amendment 
was  agreed  to  be  reconsidered. 

Mr.  KEATING.  Mr.  President,  I  move 
to  lay  that  motion  on  the  table. 

The  motion  to  lay  on  the  table  was 
agreed  to. 

Mr.  KERR.  Mr.  President,  I  call  up 
the  10th  committee  amendment  and  ask 
that  it  be  identified. 

The  PRESIDENT  pro  tempore.  The 
committee  amendment  will  be  identified. 

The  Legislative  Clerk.  On  page  390, 
after  line  8,  it  is  proposed  to  insert  the 
proposed  language  on  lines  9  through 
21  on  page  391. 

The  PRESIDENT  pro  tempore.  The 
question  is  on  agreeing  to  the  amend¬ 
ment. 

Mr.  KERR.  Mr.  President,  I  ask 
unanimous  consent  to  have  printed  at 
this  point  in  the  Record  an  explanation 
of  the  10th  amendment.  So  far  as  I 
know,  there  is  no  objection  to  the  amend¬ 
ment,  and  I  ask  for  its  approval. 

There  being  no  objection,  the  ex¬ 
planation  was  ordered  to  be  printed  in 
the  Record,  as  follows: 

XXVI.  Continuation  of  Partnership  Year 

for  Surviving  Partner  in  a  Two-Man 

Partnership  Where  One  Dies 
(Sec.  26  of  bill  and  sec.  188  of  1939  code) 

The  attention  of  your  committee  has  been 
called  to  a  case  where  the  partnership  pro¬ 
visions  of  the  1939  code  worked  a  substantial 
hardship.  The  case  brought  to  your  com¬ 
mittee’s  attention  involves  a  two-man  part¬ 
nership  with  a  partnership  year  ending  on 
January  31.  The  1939  code  provides  that 
income  of  partnerships  is  to  be  reported 
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by  the  partners  for  tax  purposes  in  their  year 
in  which,  or  with  which,  the  partnership 
year  ends.  Thus,  income  from  the  partner¬ 
ship  year  ending  on  January  31,  1946,  for 
example,  would  be  reported  by  partners  on 
a  calendar  year  basis  in  their  calendar  year 
1946.  However,  where  one  of  the  partners 
dies,  for  example,  before  the  end  of  Decem¬ 
ber  1946,  the  partnership  income  In  that 
year,  which  ordinarily  would  be  reported  for 
tax  purposes  by  the  partners  in  1947,  must 
then  be  reported  by  the  partners,  or  their 
estate,  in  the  calendar  year  1946.  This  can 
result  in  a  bunching  of  income,  and  there¬ 
fore  application  of  the  higher  surtax  rates, 
since  income  of  a  partner  for  as  long  as  23 
months  may,  in  this  manner,  have  to  be 
reported  in  a  single  year. 

At  the  time  of  the  passage  of  the  1954  code, 
the  law  was  changed  to  provide  that  the 
partnership  year  was  not  to  close  upon  the 
death  of  a  partner  but  instead  was  to  run 
to  its  normal  conclusion.  In  this  regard  the 
report  of  your  committee  on  the  1954  code 
stated  as  follows : 

"Under  present  law  there  has  been  the 
contention  that  the  death  of  a  partner  closes 
the  partnership  year  and  [in]  the  bunching 
of  more  than  a  year’s  income  in  the  dece¬ 
dent’s  last  year.  Where  the  partnership  and 
the  partners  are  on  different  taxable  years, 
this  would  have  the  effect  of  concentrating 
as  much  as  23  months’  income  in  the  final 
return  of  the  deceased  partner,  that  is,  the 
Income  for  the  partnership  year  ending  with¬ 
in  his  taxable  year  and  the  income  for 
the  taxable  year  closed  by  the  partner’s 
death.” 

The  problem  presented  in  the  case  called 
to  your  committee’s  attention  occurred  be¬ 
fore  the  1954  code  provision  became  ap¬ 
plicable.  Moreover,  here  the  bunching  oc¬ 
curs  not  only  with  respect  to  the  deceased 
partner,  but  with  respect  to  the  surviving 
partner  as  well,  since  a  partnership  was  held 
to  no  longer  exist  upon  the  death  of  one  of 
two  partners. 

The  bill  adds  a  provision  to  the  1939  In¬ 
ternal  Revenue  Code  to  provide  that  the 
death  of  a  partner  in  a  two-man  partner¬ 
ship  is  not  to  result  in  the  termination  of  the 
partnership,  or  the  closing  of  the  taxable 
year  of  the  partnership  with  respect  to  the 
surviving  partner,  prior  to  the  time  the  part¬ 
nership  year  would  have  closed  if  neither 
partner  had  died  nor  disposed  of  his  interest. 
Thus,  in  the  case  of  a  partner  dying  in  1946 
where  the  partnership  year  does  not  end  un¬ 
til  January  31,  1947,  the  partnership  year 
would  continue  to  that  date  and  the  income 
for  such  year  would  be  reported  by  the  sur¬ 
viving  partner  on  his  tax  return  for  1947. 
This  provision  is  to  apply  only  if  the  surviv¬ 
ing  partner  so  elects  within  1  year  after  the 
date  of  enactment  of  this  provision. 

This  amendment  applies  to  taxable  years 
of  a  partnership  beginning  after  December 
31,  1946,  to  which  the  Internal  Revenue  Code 
of  1939  applies.  Generally  the  1939  code  ap¬ 
plied  to  partnership  taxable  year  beginning 
before  January  1,  1955.  The  bill  also  pro¬ 
vides  that  if  refund  or  credit  for  an  over¬ 
payment  resulting  from  the  application  of 
this  provision  is  prevented  by  the  operation 
of  any  law  or  rule  of  law  (other  than  those 
relating  to  closing  agreements  or  compro¬ 
mises)  the  refund  or  credit  of  the  overpay¬ 
ment  may  nevertheless  be  made  if  the  claim 
is  filed  within  1  year  after  the  date  of  enact¬ 
ment  of  this  bill. 

Mr.  MILLER.  Mr.  President,  before 
we  vote  on  the  amendment,  I  should  like 
to  say  that  while  I  recognize  the  equities 
the  amendment  seeks  to  accomplish,  I 
believe  it  is  not  good  policy  to  have  spe¬ 
cial  relief -type  legislation  enacted  in  the 
course  of  consideration  of  a  general  tax 
bill  such  as  we  have  before  us.  But  1 
shall  not  object  to  the  amendment. 
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I  thank  the  Senator  from 


Mr.  KERR. 

Iowa.  „ 

The  PRESIDENT  pro  tempore..  The 
question  is  on  agreeing  to  the  com'mittee 
amendment. 

The  committee  amendment  was  agreed 
to,  as  follows: 

On  page  390,  after  line  8,  to  insert  a  new 
section,  as  follows : 

“Sec.  26.  Continuation  of  a  Partnership 
Year  for  Surviving  Partner  in  a 
Two-Man  Partnership  Where 
One  Dies. 

“(a)  Close  of  Taxable  Year  of  Two-Man 
Partnership  When  One  Partner  Dies. — 
Section  188  of  the  Internal  Revenue  Code  of 
1939  (relating  to  different  taxable  years  of 
partner  and  partnership)  is  amended — 

“(1)  by  striking  out  ‘If’  and  inserting  in 
lieu  thereof  ‘(a)  General  Rule. — If’:  and 
“(2)  by  adding  at  the  end  of  such  section 
188  the  following  new  subsection: 

“‘(b)  Two-Man  Partnership.— For  the 
purpose  of  this  chapter,  the  death  of  one 
of  the  partners  of  a  partnership  consisting 
of  two  members  shall  not,  if  the  surviving 
partner  so  elects  within  one  year  after  the 
date  of  enactment  of  this  subsection,  result 
in  the  termination  of  the  partnership  or  in 
the  closing  of  the  taxable  year  of  the  part¬ 
nership  with  respect  to  the  surviving  partner 
prior  to  the  time  the  partnership  year  would 
have  closed  if  neither  partner  had  died  or 
disposed  of  his  interest.’ 

“(b)  Effective  Date,  etc. — The  amend¬ 
ments  made  by  subsection  (a)  shall  apply 
with  respect  to  taxable  years  of  a  partner¬ 
ship  beginning  after  December  31,  1946,  to 
which  the  Internal  Revenue  Code  of  1939 
applies.  If  refund  or  credit  of  any  over¬ 
payment  resulting  from  the  application  of 
the  amendments  made  by  subsection  (a)  of 
this  section  (including  interest,  additions  to 
the  tax,  and  additional  amounts),  is  pre¬ 
vented  on  the  date  of  enactment  of  this  Act, 
or  within  one  year  from  such  date,  by  the 
operation  of  any  law  or  rule  of  law  (other 
than  section  3760  of  the  Internal  Revenue 
Code  of  1939  or  section  7121  of  the  Internal 
Revenue  Code  of  1954,  relating  to  closing 
agreements,  and  other  than  section  3761  of 
the  Internal  Revenue  Code  of  1939  or  section 
7122  of  the  Internal  Revenue  Code  of  1954, 
relating  to  compromises),  such  refund  or 
credit  of  such  overpayment  may,  neverthe¬ 
less,  be  made  or  allowed  if  claim  therefor 
is  filed  within  one  year  after  the  date  of  the 
enactment  of  this  Act.  No  interest  shall 
be  allowed  or  paid  on  any  overpayment  re¬ 
sulting  from  the  enactment  of  this  section.” 

Mr.  KERR.  Mr.  President,  I  move 
that  the  action  by  which  the  committee 
amendment  was  agreed  to  be  reconsid¬ 
ered. 

Mr.  WILLIAMS  of  Delaware.  Mr. 
President,  I  move  to  lay  that  motion  on 
the  table. 

The  motion  to  lay  on  the  table  was 
agreed  to. 

Mr.  KERR.  Mr.  President,  I  call  up 
the  11th  committee  amendment  and  ask 
that  it  be  stated. 

The  PRESIDENT  pro  tempore.  The 
committee  amendment  will  be  stated. 

The  Legislative  Clerk.  On  page  305, 
line  23,  after  the  word  “before,”  it  is  pro¬ 
posed  to  strike  but  “July  1,  1964”  and  in¬ 
sert  “January  1, 1963.” 

The  PRESIDENT  pro  tempore.  The 
question  is  on  agreeing  to  the  committee 
amendment. 

Mr.  KERR.  Mr.  President,  with  ref¬ 
erence  to  the  pending  amendment,  the 
Senator  from  Iowa  was  going  to  ask  that 
the  date  in  the  bill  be  moved  forward  to 


conform  to  the  date  that  is  in  the  House 
bill.  I  have  discussed  the  question  with 
him.  In  view  of  the  fact  that  the  House 
bill  provides  the  date  of  July  1,  1964,  it 
was  suggested  that  we  move  it  forward  to 
January  1,  1964.  However,  I  see  no  ob¬ 
jection  to  amending  the  provision  to  con¬ 
form  to  the  date  in  the  House  bill,  which 
would  be  July  1,  1964.  Even  after  the 
amendment  is  agreed  to  by  the  Senate, 
it  will  become  original  text  and  be  subject 
to  amendment  if  any  Senator  wishes  to 
seek  to  amend  it.  Therefore  I  ask  unan¬ 
imous  consent  that  the  provision  be 
amended  to  that  extent. 

Mr.  GORE.  Mr.  President,  reserving 
the  right  to  object,  I  do  not  think  that 
we  should  permit  the  date  to  be  moved 
forward  by  unanimous  consent.  The 
date  on  the  bill  should  be  the  effective 
date  of  the  amendment.  The  date  con¬ 
tained  in  the  provision  should  be  the 
date  of  the  enactment  of  the  bill,  rather 
than  having  it  moved  forward.  That  is 
an  unjustified  privilege  that  exists  under 
present  law.  I  see  no  reason  for  extend¬ 
ing  it  until  1964.  If  the  Senator  wishes 
to  move  that  the  amendment  be  agreed 
to,  he  may  be  able  to  have  the  motion 
agreed  to.  But  I  would  not  wish  to  sit 
still  and  let  it  go  by  with  unanimous 
consent,  because  I  am  opposed  to  it. 
Therefore,  I  object. 

Mr.  KERR.  Mr.  President,  I  move 
that  the  committee  amendment  be  re¬ 
jected. 

The  PRESIDING  OFFICER  (Mr. 
Pearson  in  the  chair) .  The  question 
is  on  agreeing  to  the  amendment. 

The  amendment  was  rejected. 

Mr.  KERR.  Mr.  President,  I  move 
that  the  vote  by  which  the  amendment 
was  rejected  be  reconsidered. 

Mr.  HUMPHREY.  Mr.  President,  I 
move  to  lay  that  motion  on  the  table. 

The  motion  to  lay  on  the  table  was 
Ei^rGcd  to. 

Mr.  KERR.  Mr.  President,  I  ask 
unanimous  consent  that  the  Senate  re¬ 
turn  to  the  consideration  of  amendment 
No.  8. 

The  PRESIDING  OFFICER.  The 
amendment  will  be  identified  for  the  in¬ 
formation  of  the  Senate. 

The  Legislative  Clerk.  On  page  388 
it  is  proposed  to  insert  the  language 
commencing  on  line  11  down  through 
line  14  on  page  389. 

Mr.  KERR.  Mr.  President,  I  have  ex¬ 
plained  the  purposes  of  the  amendment. 
As  I  understood,  the  Senator  from  Illi¬ 
nois  was  on  his  way  to  the  Senate  Cham¬ 
ber  and  desired  to  be  present  during  the 
consideration  of  the  amendment. 

Mr.  MANSFIELD.  Mr.  President,  will 
the  Senator  yield  briefly? 

Mr.  KERR.  I  yield. 

Mr.  MANSFIELD.  Mr.  President,  I 
suggest  the  absence  of  a  quorum. 

The  PRESIDENT  pro  tempore.  The 
clerk  will  call  the  roll. 

The  legislative  clerk  proceeded  to  call 

the  roll.  . ,  ,  x 

Mr  MANSFIELD.  Mr.  President,  I 
ask  unanimous  consent  tha,t  the  order 
for  the  quorum  call  be  rescinded. 

The  PRESIDING  OFFICER  (Mr.  Tal- 
madge  in  the  chair).  Without  objec¬ 
tion,  it  is  so  ordered. 


NATIONAL  DRIVER  REGISTER 
SERVICE 

,r.  MANSFIELD.  Mr.  President,  in 
196(i  Congress  established  a  National 
Driver  Register  Service.  This  proposal 
established  a  clearinghouse  through 
which  new  driver  applications  might  be 
checked  against  revocation  made  for 
drunken  driving  or  conviction  for  in¬ 
volvement  in  a  fatal  accident.  This 
service\is  available  to  each  of  the  50 
States  and  our  territories. 

The  chief  sponsor  of  this  legislation 
here  in  the  Senate  was  our  distinguished 
colleague  chairman  of  the  Senate  Com¬ 
merce  Committee,  the  Senator  from 
Washington  [Mr.  Magnuson]  .  The  sen¬ 
ior  Senatdr  from  Washington  recently 
prepared  a\ progress  report  on  this  pro¬ 
gram  for  t^ie  Hearst  Headline  Service. 

Mr.  President,  I  ask  unanimous  con¬ 
sent  that  the  article,  which  was  pub¬ 
lished  in  the,  Seattle  Post  Intelligencer 
on  July  22,  be  printed  at  the  conclusion 
of  my  remarks  in  the  Record. 

no  objection,  the  article 
ie  printed  in  the  Record, 


There  bein 
was  ordered  to 
as  follows : 
Driver  Register 


;eeps  Dangerous  Ones  Off 
Roads 

(By  Senator  Warren  G.  Magnuson,  Demo¬ 
crat,  of  Washington,  chairman.  Senate 
Commerce  Committee) 

Many  are  alive  a\id  drive  today  because 
Congress  heeded  the1,  call  of  the  States  for  a 
National  Driver  Register  Service.  For  the 
same  reason,  some  i*ow  walk  or  ride  with 
others.  . 

Effect  of  the  driver)  register  service  is  to 
provide  a  central  c  1  Air i n g h o u s e  available 
for  each  State  and  territory.  They  may 
check  new  driver  applications  against  revoca¬ 
tions  made  for  drunkeil  driving  or  convic¬ 
tion  for  involvement  in  a  fatal  accident,  the 
only  two  offenses  to  brifeg  national  listing. 

Congress  established  the  new  service  in 
midsummer,  1960.  Adopted  was  a  measure 
I  had  introduced  in  the) Senate,  identical 
with  one  sponsored  in  the\House.  Our  law 
enforcement  officials  had  (requested  both, 
as  had  State  and  territorial  officials  concerned 
with  licensing  operators  of  (motor  vehicles. 

The  problem,  they  said,  waaalack  of  inter¬ 
change  of  information  between  States  on 
license  revocation  for  either  diunken  driving 
or  conviction  as  an  outgrowtiiof  a  fatality. 
Quite  often,  a  person  convicted  in  one  State 
would  step  to  another  and  obtain  a  license. 
Back  on  the  highway  he  went)  with  barely 
more  than  a  short  court  stop.  \ 

Iowa  provides  an  example  of  how  our  Na¬ 
tional  Driver  Register  Service  hat  short-cir¬ 
cuited  this  maneuver.  Recently  an  Iowa 
official  advised  Wendell  Eames,)  Director, 

NDRS :  . 

“We  have  had  nine  cases  in  whi4h  drivers 
we  have  revoked  for  drunken  driving  have 
been  revoked  by  other  States.  We  Have  sub¬ 
sequently  written  these  States  tc 
certified  copies  of  the  driving  recordk  of  the 
drivers  Aivolved.  We  have  received  Your  of 
these  certified  copies  at  the  Present  t^e  and 
are  in  the  process  of  taking  action  gainst 

The  same  official  added  in  his  letifcr  to 

Eames :  v . 

“We  also  use  NDRS  to  check  all  applica¬ 
tions  for  a  new  driver's  license  that  have 
recently  moved  to  Iowa  from  another  Stkte 
This,  too,  has  been  beneficial.  We  have  Aad 
10  returned  with  an  indication  that  th« 
drivers  have  had  or  are  presently  und 
revocation.  Seven  of  these  ten  were  revokd 
in  other  States  and  three  were  revoked  i 
Iowa.  Of  the  three  Iowa  revocations,  wi 
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nave  filed  charges  of  obtaining  a  fraudulent 
license  against  two  of  them.” 

The  new  service  was  effective  in  finding 
the  Washington  State  driver  who  knew  his 
Washington  license  would  be  revoked,  so 
applied  for  one  in  Idaho.  Idaho  officials 
asked  the  national  records  be  searched. 
Theyi  were.  Not  once,  but  several  times,  at 
different  time  intervals.  The  driver  didn’t 
get  his  Idaho  license. 

Or  the  South  Carolinian  who  forgot  to 
mention  his  previous  violations  when  apply¬ 
ing  for\a  Texas  operator  permit.  The  com- 
plet  file  was  in  Washington,  however. 

WithiA  8  days  he  was  out  of  the  car  in 
Texas,  tdb. 

One  driver  from  Kentucky  varied  the 
procedure!  of  his  first  name  and  omitted 
his  middle  initial  when  applying  for  a 
driver’s  license  in  Colorado.  The  national 
register  filled  in  the  blanks  and  supplied 
the  Kentucky  background  of  offenses  to 
Colorado  officials. 

Probably  flhe  most  optimistic,  however, 
was  the  driver  who,  with  revocations  already 
received  in  tv)p  States — New  York  and  New 
jersey — both  ipr  drunken  driving — applied 
again  in  Maryland  only  to  be  crossed  up  by 
the  National  Driver  Register. 

Recently,  the  VDriver  Register  Service  re¬ 
ported  that  it  had  in  file  two  reports  received 
from  Texas  which  might  refer  to  the  same 
individual  even  triough  he  had  used  con¬ 
siderably  different!  names  when  convicted 
of  each  offense.  Receiving  this  information, 
Texas  officials  replied : 

“It  was  determined  the  two  subjects  men¬ 
tioned  in  your  memo  were  identical.  We 
appreciate  the  infbrmation  which  you 
furnished  *  *  *  and  \take  this  opportunity 
to  express  appreciation  for  the  splendid  job 
which  you  are  doing.”  \ 

This  type  performande  prompted  members 
of  the  International  Association  of  Chiefs  of 
Police  to  adopt  a  resolution  urging  members 
to  “actively  support  efforts  by  their  State 
officials  directed  toward  exploring  the  possi¬ 
bilities  inherent  in  the  \operation  of  the 
National  Driver  Register  service.” 

.  ^  is  true  that  many  States  interchanged 
information  concerning  potentially  danger¬ 
ous  drivers  before  the  newsservice  was  in¬ 
augurated  within  the  Bureau  of  Public 
Roads,  Department  of  Commerce.  However, 
the  interchange  was  on  a  regional  basis, 
mainly.  To  do  the  job  properly,  it  would 
have  been  necessary  to  send  individual  in¬ 
quiries  to  each  of  the  50  States  and  5 
territories.  \ 

Now,  the  same  end  is  achieved  tty  dispatch¬ 
ing  one  inquiry  to  the  National  Dkiver  Regis¬ 
ter  Service  in  Washington,  D.C.,  arid  awaiting 
an  answer.  T  6 

time  saved  in  making  an  Electronic 
check  of  the  growing  files  may  be  jurit  enough 
to  save  a  life.  J  ^  g 


Mr.  KERR.  Mr.  President,  is  the  com¬ 
mittee  amendment  No.  8  the  pending 
question? 

The  PRESIDING  OFFICER.  The 
Senator  is  correct. 

Mr.  KERR.  I  ask  that  the  amend¬ 
ment  may  be  agreed  to. 

The  PRESIDING  OFFICER.  The 
question  is  on  agreeing  to  the  committee 
amendment  No.  8. 

Mr.  DOUGLAS.  Mr.  President - 

The  PRESIDING  OFFICER.  The 
Senator  from  Illinois. 

Mr.  DOUGLAS.  Do  I  correctly  under¬ 
stand  that  the  so-called  Twin  Cities 
Rapid  Transit  Co.  amendment  is  now 
before  the  Senate? 

The  PRESIDING  OFFICER.  That 
is  one  characterization  of  it. 

Mr.  DOUGLAS.  I  did  not  hear  the 
reply  by  the  Presiding  Officer. 

The  PRESIDING  OFFICER.  The 
amendment  before  the  Senate  is  com¬ 
mittee  amendment  No.  8. 

Mr.  DOUGLAS.  I  still  cannot  hear 
the  Presiding  Officer. 

The  PRESIDING  OFFICER.  The 
question  before  the  Senate  is  on  agreeing 
to  committee  amendment  No.  8. 

Mr.  DOUGLAS.  And  what  is  that, 
may  I  ask? 

The  PRESIDING  OFFICER.  It  re¬ 
lates  to  the  subject  to  which  the  Senator 
referred. 

Mr.  KERR.  Mr.  President,  if  the  Sen¬ 
ator  will  turn  to  the  page  of  the  bill,  I 
will  show  it  to  him. 

Mr.  DOUGLAS.  Mr.  President,  I  am 
asking  a  simple  question,  which  I  think 
can  be  answered  simply. 

Would  the  Presiding  Officer  kindly  in¬ 
form  the  Senate  whether  the  amendment 
is  the  so-called  Twin  Cities  Rapid  Transit 
Co.  amendment. 

The  PRESIDING  OFFICER.  That 
is  correct. 

Mr.  DOUGLAS.  I  thank  the  Presid¬ 
ing  Officer.  We  could  have  found  that 
out  much  earlier. 


Mr.  MANSFIELD.  Mr.  President  I 
suggest  the  absence  of  a  quorum.  \ 

The  PRESIDING  OFFICER!  The 

clerk  will  call  the  roll.  '  \ 

ro-e  Chmf  Clerk  proceeded  to  cal\  the 

Mi.  MANSFIELD.  Mr.  Pres?den\  I 
ask  unanimous  consent  that  further  pro¬ 
ceedings  under  the  quorum  call  mav  \be 
dispensed  with.  V  V 

The  PRESIDING  OFFICER  r(M\ 
Burdick  in  the  chair).  Without  objec' 
tion,  it  is  so  ordered. 

REVENUE  ACT  OF  1962 

ofVhp  SK  uat,Tr  ^Sumed  the  consideration 
Interna 10650)  to  amend  the 
vide  a  ir^nef UG  Code  of  1954  to  Pro- 
depreciable  n/o r  ^vestment  in  certain 
tainrew  Property,  to  eliminate  cer- 

Purposes.CtS  ana  for  oSer 


Now  may  I  address  some  questions 
either  to  the  Senator  from  Oklahoma  or 
to  the  Senator  from  Minnesota? 

Mr.  KERR.  I  should  like  to  have  the 
Senator  from  Minnesota  answer  the 
questions. 

Mr.  DOUGLAS.  Mr.  President,  do  I 
correctly  understand  that  this  amend¬ 
ment  is  designed  for  the  relief  of  the 
Twin  Cities  Rapid  Transit  Co.,  of  Min¬ 
neapolis,  Minn.? 

Mr.  McCarthy.  I  do  not  know 
whether  it  could  be  properly  described  as 
designed  for  their  relief.  It  is  designed 
to  take  into  account  some  rather  ques¬ 
tionable  conduct  by  officers  of  the  com¬ 
pany.  Because  of  mismanagement  of  the 
Twin  Cities  Rapid  Transit  Co.  some  years 
ago,  the  people  who  used  that  transit 
service,  and  the  whole  community,  as 
well  as  the  management,  were  deprived 
of  the  benefits  which  ordinarily  would 
have  gone  through  that  company  into 
the  community. 

Mr.  DOUGLAS.  Do  I  correctly  un¬ 
derstand  that  the  amendment  would 
permit  the  Twin  Cities  Rapid  Transit  Co. 
an  additional  5-year  carryover  for  the 
period  commencing  in  1960,  in  which 
to  deduct  losses  as  a  result  of  coverting 
from  a  streetcar  to  a  bus  system? 

Mr.  MCCARTHY.  That  is  correct. 
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Mr.  DOUGLAS.  Do  I  correctly  un¬ 
derstand  that  the  losses  were  incurred 
in  1953  and  1954,  when  the  company  was 
managed  by  officers  who  were  subse¬ 
quently  found  guilty  of  conspiracy  to 
defraud  the  company? 

Mr.  MCCARTHY.  That  is  correct.  I 
£rin  not  sui  e  that  all  of  the  officers  were 
found  guilty,  but  at  least  some  people 
were  involved. 

Mr.  DOUGLAS.  As  I  understand  the 
position  of  the  company,  it  is  that  the 
management  converted  rapidly  from  a 
stieet  railway  system  to  a  bus  system  in 
order  to  complete  its  fraudulent  activi¬ 
ties  quickly,  intentionally  disregarding 
the  income  tax  consequences 
Mr.  McCarthy.  That  is  the  way  in 
which  the  action  was  interpreted.  It  was 
a  unique  operation  compared  to  the  rec¬ 
ord  of  other  companies. 

Mr.  DOUGLAS.  Do  I  correctly  under¬ 
stand  that  the  Internal  Revenue  Service 
turned  down  the  claims  of  this  company 
for  relief? 

Mi.  MCCARTHY.  I  do  not  know 
whether  they  made  claims.  If  they  did 
I  am  sure  they  were  turned  down. 

Mr  DOUGLAS.  Was  any  attempt 
made  to  obtain  relief  from  the  courts? 

Mr.  MCCARTHY.  I  do  not  know  that 
they  ever  tried  to  obtain  relief.  There 
were  actions  in  court  against  the  officers 
but  whether  the  company  used  the  laws 
relating  to  internal  revenue  for  relief  I 
do  not  know. 

Mr.  DOUGLAS.  Was  the  case  taken 
before  the  Tax  Court? 

Mr.  MCCARTHY.  So  far  as  I  know, 
it  was  not.  I  may  be  mistaken. 

Mr.  DOUGLAS.  Do  I  correctly  un¬ 
derstand  that  a  separate  bill  to  this  ef¬ 
fect  was  passed  in  1961,  in  the  last  ses¬ 
sion  of  Congress,  in  the  concluding  days? 

.  MCCARTHY.  It  was  passed. 
That  is  correct.  It  was  passed  in  the 
House  and  approved  by  the  Senate  Fi¬ 
nance  Committee,  and  then  passed  in 
the  Senate  in  the  concluding  days  of 
the  session. 

Mr.  DOUGLAS.  Do  I  correctly  un¬ 
derstand  that  the  bill  was  vetoed  by 
the  President  of  the  United  States  on 
October  4,  1961? 

Mr.  MCCARTHY.  That  is  correct,  yes. 
Mr.  DOUGLAS.  I  hold  in  my  hand  a 
copy  of  the  veto  message. 

Mr.  MCCARTHY.  I  have  one  on  my 
desk. 

Mr.  DOUGLAS.  Would  the  Senator 
from  Minnesota  permit  me  to  read  it? 

Mi.  McCarthy,  i  should  be  glad 
to.  I  have  read  it,  of  course. 

Mr.  DOUGLAS.  I  think  it  might  be 
of  interest  to  make  it  a  public  record. 

Mr.  President,  I  ask  unanimous  con¬ 
sent  that  I  may  be  permitted  to  read 
sections  of  this  veto  message. 

The  PRESIDING  OFFICER.  With¬ 
out  objection,  it  is  so  ordered. 

Mr.  DOUGLAS.  Mr.  President,  I  now 
read  from  the  veto  message  by  the  Presi¬ 
dent  of  October  4,  1961: 

I  can  see  no  reason  for  making  an  excep¬ 
tion  to  the  policy  of  uniform  treatment  un¬ 
der  the  net  operating  loss  carryover  provi¬ 
sions  of  the  taxing  statutes  under  these 
circumstances..  First,  the  extent  to  which 
tax  considerations  governed  or  would  have 
governed  the  conversion  from  street  rail¬ 
way  to  bus  operations  is  necessarily  uncer¬ 
tain.  Secondly,  assuming  that  the  fraudu¬ 
lent  conduct  of  the  management  of  the  com- 
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pany  made  it  impossible  to  deduct  all  the 
losses  sustained,  it  would  be  unfair  to  shift 
the  consequences  of  that  dereliction  to  the 
public  through  special  tax  relief.  The  stock¬ 
holders  of  the  company  were  certainly  in 
a  better  position  than  the  general  public  to 
guard  against  the  misconduct  of  their  of¬ 
ficials.  Thirdly,  approval  of  this  legislation 
is  inconsistent  with  orderly  tax  administra¬ 
tion.  It  discriminates  in  the  treatment  of 
taxpayers  similarly  situated  and  grants  re¬ 
lief  retroactively. 

Although  disapproval  of  this  legislation 
may  reduce  the  ability  of  the  company  to 
postpone  or  avoid  a  request  for  increases  in 
its  rates  of  fare,  that  fact  should  not  be 
used  to  modify  the  tax  system  to  shift  the 
burden  of  losses  from  the  taxpayer  and  the 
local  community  to  the  country  as  a  whole. 

Does  the  Senator  from  Minnesota 
agree  that  the  Senator  from  Illinois  has 
read  the  veto  message  accurately? 

Mr.  McCarthy.  I  think  the  Senator 
has  read  it  quite  accurately;  yes. 

Mr.  DOUGLAS.  Now,  however,  the 
amendment  is  being  offered  as  a  rider  on 
a  general  tax  bill  which  the  President 
cannot  veto.  Therefore,  it  is  being  shel¬ 
tered  from  Presidential  review. 

Mr.  MCCARTHY.  There  are  two 
things  that  took  place  when  the  veto 
message  was  written  which  have  bearing 
on  the  discussion.  One  is  the  President’s 
transportation  message.  I  should  like  to 
read  from  the  message  of  1962  in  which 
the  President  said: 

(4)  Income  taxes:  Another  effort  to  im¬ 
prove  equity  in  taxation  Is  being  taken  by 
the  Treasury  Department,  which  is  review¬ 
ing  the  administrative  guidelines  now  gov¬ 
erning  depreciation  rates  in  the  transpor¬ 
tation  industry.  The  objective  of  this  ad¬ 
ministration  will  be  to  give  full  recognition 
to  current  economic  forces,  Including  obso¬ 
lescence,  which  in  their  impact  upon  the 
lives  of  depreciable  assets  may  affect  quite 
differently  the  different  modes  of  transpor¬ 
tation  and,  therefore,  their  competitive  re¬ 
lationships.  In  addition,  I  recommend  that 
the  Internal  Revenue  Code  be  amended  to 
increase  from  5  to  7  years  the  period  during 
which  regulated  public  utilities,  Including 
those  in  transportation,  can  apply  prior  year 
losses  to  reduce  current  income  for  tax 
purposes. 

That,  of  course,  is  a  message  and  a 
recommendation.  But  it  comes  pretty 
much  to  the  point  that  we  are  now  pro¬ 
posing.  The  other  and  perhaps  more 
significant  point  is  that  since  the  veto 
message  was  sent  to  the  Congress,  the 
Congress  has  acted  upon  the  Du  Pont 
bill.  The  Du  Pont  bill  was  approved  by 
the  President. 

Mr.  DOUGLAS.  The  Senator  has  re¬ 
ferred  to  a  highly  iniquitous  bill  which 
the  Senator  from  Illinois  and  the  Sena¬ 
tor  from  Tennessee  fought  on  the  floor 
of  the  Senate.  I  am  not  certain  how  the 
Senator  from  Minnesota  voted  on  that 

issue> 

Mr.  McCarthy.  So  as  far  as  the 
President  is  concerned,  the  objections 
which  might  be  made  to  this  rather  lim¬ 
ited  Twin  City  rapid  transit  bill  might 
have  been  made  also  against  the  Du  Pont 
bill,  which  he  approved.  I  do  not  feel 
that  the  President’s  freedom  to  act  on 
the  bill  would  in  any  way  be  restricted 
by  adding  the  provision  to  the  pending 
tax  bill. 

Mr  DOUGLAS.  Would  not  the  Sen¬ 
ator  feel  that  the  better  way  would  be 
to  withdraw  the  amendment  from  the 


general  tax  bill  and  present  the  measure 
as  a  separate  bill? 

Mr.  McCarthy.  I  think  not.  The 
question  of  time  is  running  against  us. 
The  bill  was  passed  last  year.  It  was  ap¬ 
proved  by  the  Ways  and  Means  Com¬ 
mittee  of  the  House. 

Mr.  DOUGLAS.  I  should  be  glad  to 
help  the  Senator  get  the  bill  before  the 
Senate.  I  do  not  promise  to  vote  for  it. 
From  what  I  have  seen,  it  is  a  bad  bill. 
But  I  would  not  indulge  in  any  delaying 
tactics.  I  believe  the  House  has  passed 
the  bill,  has  it  not? 

Mr.  McCarthy.  Not  at  the  present 
session. 

Mr.  DOUGLAS.  The  House  has  not 
taken  it  up?  Yet  an  effort  is  being  made 
to  blanket  it  into  the  general  tax  bill  so 
that  the  House  will  have  to  take  it  and 
the  President  will  have  to  sign  it. 

Mr.  McCarthy.  The  House  has  al¬ 
ready  acted  on  the  measure  at  this  ses¬ 
sion  of  the  Congress  in  the  Ways  and 
Means  Committee.  It  did  so  last  year. 
It  was  not  at  the  present  session,  but  in 
the  present  Congress. 

Mr.  DOUGLAS.  That  action  was 
wiped  off  the  board  by  the  presidential 
veto. 

Mr.  McCarthy.  We  have  the  same 
membership  in  the  House,  We  have  not 
had  an  election  since  them. 

Mr.  DOUGLAS.  The  Senators  from 
Minnesota  are  mighty  men,  and  their 
persuasive  influence  extends  to  both  the 
north  and  south  wings  of  the  Capitol. 

Mr.  McCarthy.  I  hope  that  is  true. 

I  am  glad  to  have  the  Senator  make  that 
statement. 

Mr.  DOUGLAS.  Mr.  President,  I 
think  we  should  be  very  careful  about 
the  measure.  At  present  I  am  compelled 
to  oppose  the  amendment.  It  grjeves 
me  very  much  to  do  so.  The  two  Sena¬ 
tors  from  Minnesota  are  personal  friends 
of  mine,  but  there  is  a  saying  that 
Caesar’s  sword  in  a  righteous  cause  shall 
spare  no  one. 

Mr.  HUMPHREY.  What  about 
Douglas’  sword? 

Mr.  DOUGLAS.  I  must  follow  what 
I  think  is  right  whether  it  involves 
friend  or  foe. 

Mr.  HUMPHREY.  Mr.  President,  will 
my  colleague  yield? 

Mr.  McCarthy.  I  yield. 

Mr.  HUMPHREY.  I  am  sure  that  our 
friend  from  Illinois  knows  that  the  in¬ 
dustry  is  a  regulated  utility,  and  that  the 
rate  structure  of  the  utility  is  deter¬ 
mined  by  the  operating  profits  or  losses 
of  that  particular  public  transportation 
system.  If  the  system  operates  at  a  loss, 
there  is  only  one  thing  that  happens. 
They  go  before  the  Minnesota  Railroad 
and  Warehouse  Commission  and  get  an 
increase  in  rates.  So  if  the  mismanage¬ 
ment  of  this  particular  transit  company 
is  to  be  left  as  a  heritage  upon  the  stock 
and  capital  structure  of  the  transit 
company,  there  is  only  one  thing  that 
happens.  The  Commission  raises  the 
rates.  The  rates  are  not  set  by  the  com¬ 
pany.  The  rates  are  set  by  a  public 
body.  There  is  in  this  particular  transit 
system  a  continuing  pattern  of  laising 
of  rates,  because  of  the  operating  dif¬ 
ficulties  the  company  had  under  bad 
management. 


I  wish  to  point  out  that  there  are  a 
number  of  tax  precedents  in  support 
of  the  measure.  This  is  not  unusual.  In 
1959  there  was  an  amendment  to  the 
Life  Insurance  Income  Tax  Act  which 
allowed  an  8-year  period  to  new  life  in¬ 
surance  companies  for  the  carrying  for¬ 
ward  of  operating  losses,  as  distinguished 
from  the  normal  5-year  period.  There 
was  a  1947  amendment,  having  a  retro¬ 
active  effect,  providing  specific  relief  for 
7  railroads  involved  in  receivership  pro- 
ceedings. 

Mr.  DOUGLAS.  Mr.  President,  will 
the  Senator  yield? 

Mr.  McCarthy.  I  yield. 

Mr.  DOUGLAS.  I  think  what  the 
Senator  is  saying  is  that  since  murder 
has  been  committed  before,  it  should 
be  permitted  in  the  present  case. 

Mr.  HUMPHREY.  Not  at  all.  What 
the  Senator  from  Minnesota  is  saying  is 
that  since  equity  was  granted  before,  it 
should  be  granted  in  the  present  case — • 
not  murder,  but  equity. 

Mr.  DOUGLAS.  Why  should  the  tax¬ 
payers  of  Illinois,  Ohio,  and  Wisconsin 
pay  for  the  derelictions — and  I  shall  later 
come  to  what  the  derelictions  were — of 
a  transit  company  in  Minnesota?  It  is  a 
shifting  of  the  tax  burden. 

Mr.  HUMPHREY.  There  will  be  no 
refunds.  The  company  has  paid  its 
taxes.  What  the  measure  amounts  to  is 
exactly  what  the  President  asked  for  in 
his  transportation  message.  It  would 
give  a  longer  carryover  period  for  losses ; 
that  is  all.  It  just  applies  in  this  par¬ 
ticular  instance  what  the  President  has 
asked  for  in  his  general  transportation 


message. 

Mr.  DOUGLAS.  The  President  vetoed 
the  proposal  last  year  in  a  stinging  veto. 

Mr.  HUMPHREY.  The  Senator  is 
correct. 

Mr.  DOUGLAS.  Why  are  not  the 
Senators  willing  to  submit  the  measure 
to  the  President  as  a  special  bill  this 


ear? 

Mr.  HUMPHREY.  May  I  point  out  to 
he  Senator  that  the  Department  of  the 
[Teasury  has  not  registered  any  objec- 
ion  to  the  amendment. 

Mr.  DOUGLAS.  The  Treasury  De- 
>artment  sometimes  slips.  They  cer¬ 
tainly  slipped  on  the  Du  Pont  bill. 

Mr.  HUMPHREY.  If  the  Department 
slipped,  the  President  slipped  also,  be- 
:ause  the  Treasury  Department  is  his 
•esponsibility. 

Mr.  DOUGLAS.  We  must  consider 
vhat  is  right,  whether  the  measure  is 
supported  by  the  Senators  from  Minne¬ 
sota  and  whether  it  is  objected  to  by  the 
rreasury  Department.  It  is  very  cleai 
shat  the  President  objected  to  the  meas- 
lre  last  -year.  Let  it  go  to  him  as 
separate  bill  this  year  and  let  him  de 
fide  what  he  should  do. 

Mr.  HUMPHREY.  The  Senator  from 
Illinois  judges  that  the  bill  is  wrong, 
ivith  all  due  respect - 

Mr.  DOUGLAS.  Is  it  not  true  that  the 
sransit  company  of  Minneapolis  was 
controlled  by  elements  that  were  sup¬ 
posed  to  be  allied  with  the  criminal 
underworld? 

Mr.  HUMPHREY.  There  were  some 
elements  in  it  that  have  been  indicted 
and  are  serving  sentences;  that  is  uue. 
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Mr.  DOUGLAS.  Were  they  not  al¬ 
lied  with  what  is  supposed  to  be  the 
criminal  underworld? 

Mr.  HUMPHREY.  That  is  the  allega¬ 
tion  that  was  made.  I  am  not  here  to 
make  that  statement  on  the  floor  of 
the  Senate.  That  is  something  for  a 
judge  or  a  court  to  determine. 

Mr.  DOUGLAS.  Was  not  that  ques¬ 
tion  really  decided  in  the  case? 

Mr.  HUMPHREY.  That  was  previous 
management;  that  is  not  current  man¬ 
agement. 

Mr.  DOUGLAS.  I  know,  but  the  losses 
were  incurred  under  the  former  manage¬ 
ment,  and  it  is  relief  from  those  losses 
which  the  present  company  is  seeking  to 
obtain  by.  special  legislation  sponsored 
by  the  Senators  from  Minnesota. 

Mr.  MCCARTHY.  I  point  out  to  the 
Senator  that  losses  were  incurred  by 
practically  every  metropolitan  transit 
company  that  was  operating. 

Mr.  DOUGLAS.  Are  these  specific 
losses? 

Mr.  MCCARTHY.  Not  necessarily. 
They  wanted  to  get  in  and  out  as  fast 
as  they  could. 

The  Senator  expressed  concern  over 
the  fact  that  Minnesotans  would  re¬ 
ceive  advantages  of  the  provision  that 
people  in  Illinois,  Ohio  and  Wisconsin 
would  not  receive.  In  the  city  of  Chicago 
a  s'imilar  loss  was  carried  over. 

Mr.  DOUGLAS.  I  do  not  know  about 
that.  We  bought  the  traction  lines  in 
the  forties  and  paid  a  hundred  million 
dollars  for  the  line®.  We  converted  to 
buses  and  paid  for  the  buses  out  of  our 
own  money,  and  we  floated  bonds.  We 
have  not  asked  for  tax  relief.  We  have 
received  no  tax  relief. 

Mr.  MCCARTHY.  Is  the  Senator  sure 
that  there  were  no  carryovers? 

Mr.  DOUGLAS.  The  Senator  is  ask¬ 
ing  for  5  additional  years. 

Mr.  MCCARTHY.  Only  because 
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Mr.  HUMPHREY.  I  might  say  that 
the  loss  carryover  was  paid  for  in  part  by 
the  people  of  Minnesota,  for  the  benefit 
of  those  people  in  Chicago.  I  do  not  get 
to  Chicago  very  often. 

Mr.  DOUGLAS.  The  Senator  is  ask¬ 
ing  for  special  legislation.  I  do  not  be¬ 
lieve  there  was  any  loss  carryover  in  the 
case  of  Chicago. 

Mr.  HUMPHREY.  I  do  not  know  of 
any  similar  situation  in  the  United  States 
where  there  was  not  a  carryover.  If 
there  is,  I  want  to  pin  a  medal  on  them. 

Mr.  LAUSCHE.  Mr.  President,  will 
the  Senator  yield? 

Mr.  MCCARTHY.  I  yield. 

Mr.  LAUSCHE.  We  should  not  tie  into 
a  tax  bill  a  measure  that  gives  special  re¬ 
lief.  I  do  not  believe  it  is  sound  for 
Congress  to  begin  acting  on  an  ad  hoc 
basis  in  trying  to  deal  with  situations 
that  might  require  a  remedy.  Two  in¬ 
stances  have  been  cited  about  the  grant¬ 
ing  of  some  type  of  special  relief.  I  re¬ 
call  the  insurance  company  issue,  and  I 
opposed  it.  There  are  a  number  of 
weaknesses  in  this  matter.  The  bill  in 
the  Senate  was  passed  in  the  closing 
days  of  our  last  session.  I  did  not  even 
recall  the  matter  having  come  up,  be- 

Simnat^,wi11  reca11  that  we  were 
ud  witf.  ^Vblils’  and  no  one  could  keeP 

up  with  What  we  were  doing.  The 


President  said  it  was  wrong  to  do  it 
that  way,  and  he  vetoed  it.  Now  it  is 
sought  to  be  wrapped  into  a  package  so 
that  the  President  will  not  be  able  to 
reach  this  measure. 

Mr.  DOUGLAS.  That  is  correct. 

Mr.  LAUSCHE.  Perhaps  he  will  want 
to  approve  it.  If  he  does,  let  us  sub¬ 
mit  it  to  him  in  a  separate  bill.  If  we 
are  to  start  passing  this  type  of  legisla¬ 
tion  in  this  type  of  bill,  where  will  it  lead 
to?  I  venture  to  say  that  in  Ohio,  if  I 
sarted  combing  around,  I  could  find  pri¬ 
vate  companies  which  are  confronted 
with  the  same  type  of  problem.  If  this 
can  be  done  for  the  Twin  Cities  Coach 
Co.,  of  necessity,  it  has  to  be  done  for 
every  individual  and  every  corpora¬ 
tion  in  the  United  States  suffering  from 
similar  distress.  I  will  oppose  this  mea¬ 
sure.  I  believe  it  ought  to  come  before 
the  Senate  in  a  separate  bill. 

Mr.  DOUGLAS.  I  can  imagine  that 
every  Senator  could  use  not  only  the 
insurance  precedent,  which  the  Senator 
from  Minnesota  has  used,  but  also  this 
precedent  that  we  are  about  to  establish. 
We  will  then  have  a  whole  series  of 
precedents.  As  a  member  of  the  Finance 
Committee  I  have  looked  askance  at  this 
practice.  I  have  not  always  been  able 
to  stop  it.  At  times  it  was  because  of 
a  feeling  of  effection  for  my  fellow  Sena¬ 
tors  that  I  have  allowed  some  of  these 
matters  to  get  on  the  floor.  One  man 
cannot  stop  many  of  them.  However 
in  view  of  the  fact  that  this  bill  was 
vetoed  by  the  President,  with  what 
seemed  to  be  a  very  cogent  message,  I 
join  the  Senator  from  Ohio  in  feeling 
that  it  is  a  great  mistake  to  put  it  in 
a  general  bill  which  cannot  be  vetoed. 

I  say  it  should  be  the  subject  of  separate 
consideration. 

Mr.  LAUSCHE.  The  caution  that  has 
been  exercised  is  manifested  by  the  fact 
that  there  are  only  two  instances  in 
which  this  has  been  done. 

Mr.  McCarthy.  No;  we  have  a 
whole  record  of  similar  situations. 

Mr.  HUMPHREY.  There  are  more 
than  two.  I  had  a  chance  to  read  only 
two.  There  are  many  instances. 

Mr.  DOUGLAS.  Yes;  I  interrupted 
the  Senator  in  his  reading  of  the  previous 
instances. 

Mr.  LAUSCHE.  The  fact  is  that  in 
our  Government  we  must  have  laws 
which  are  uniform  in  operation.  When 
we  start  to  depart  from  that  rule  we  get 
into  trouble.  I  would  like  to  help  the 
Senators  from  Minnesota. 

Mr.  HUMPHREY.  Not  help  us.  I 
have  -  no  interest  in  the  street  railway 
company.  I  have  not  even  ridden  their 
busline.  The  people  in  my  city  are  of 
the  opinion  that  this  type  of  remedial 
legislation  would  be  helpful  to  them.  I 
wish  to  make  it  crystal  clear  that  it  is 
special  legislation.  We  know  it  is.  How¬ 
ever,  it  is  not  unique.  Special  legisla¬ 
tion  has  been  passed  here,  changing  ef¬ 
fective  dates,  and  changing  certain  tax 
laws,  and  other  matters  in  which  certain 
Senators  are  interested. 

Mr.  MCCARTHY.  We  passed  a  bill 
for  the  Senator  from  Illinois  providing 
for  retroactive  relief  for  a  pension  fund. 

Mr.  DOUGLAS.  Yes;  for  a  union  pen¬ 
sion  fund. 


Mr.  KERR.  Mr.  President,  in  view  of 
the  remarks  of  the  Senator  from  Ohio, 
I  refer  to  the  11th  amendment.  The 
Senator  from  Ohio  has  said  that  there 
should  be  uniform  action.  For  years  we 
had  a  provision  in  the  law  that  an  Amer¬ 
ican  citizen  who  owned  real  estate  in  a 
foreign  country,  or  outside  the  United 
States  in  certain  areas,  would  not  have 
that  property  subject  to  our  inheritance 
tax  laws. 

The  House  bill  dealing  with  the  sub¬ 
ject  no^v  before  the  Senate  had  a  pro¬ 
vision  in  it  repealing  that  special  exemp¬ 
tion  from  the  general  revenue  law  and 
from  the  general  law  applicable  to  every¬ 
one;  and  the  effective  date  of  the  re¬ 
peal  in  the  House  bill  was  July  1,  1964. 
The  Committee  on  Finance  changed  that 
date  and  made  the  repeal  of  that  special 
privilege  under  the  law  for  real  estate 
owned  by  American  citizens,  so  as  not  to 
be  subject  to  the  inheritance  tax  laws, 
January  1,  1963.  In  other  words,  we 
changed  the  date  from  the  date  in  the 
House  bill,  July  1,  1964,  to  January  1. 
1963.  That  was  objected  to  by  the  Sen¬ 
ator  from  Ohio.  He  would  not  agree 
that  that  law  be  repealed,  which  granted 
special  privilege  to  Americans  owning 
real  estate  abroad  not  being  subject  to 
the  inheritance  tax,  until  we  moved  the 
effective  date  of  the  repeal  of  that  spe¬ 
cial  privilege  back  to  July  1,  1964.  It 
was  done  at  the  request  of  the  Senator  ‘ 
from  Ohio,  and  it  is  now  in  the  bill 
Mr.  DOUGLAS.  Yes;  but- 


Mr.  KERR.  I  call  attention  to  this 
fact  to  show  that  the  Senator  from  Ohio 
is  not  always  fighting  for  the  applica¬ 
tion  of  uniform  laws  with  reference  to 
all. 

Mr.  DOUGLAS.  Does  the  Senator 
contend  that  two  wrongs  make  a  right? 

Mr.  KERR.  The  Senator  from  Okla¬ 
homa  does  not  contend  that  either  is 
wrong;  nor  does  the  Senator  impose  his 
conscience  upon  other  Senators  who 
have  as  much  conscience  as  the  Senator 
from  Oklahoma.  I  want  to  say  to  the 
Senator  from  Illinois  that  he  is  not  the 
only  man  on  the  floor  with  a  conscience. 
I  wish  to  say  further  that  the  fact  that 
he  does  not  agree  with  something  does 
not  make  it  wrong. 

Mr.  DOUGLAS.  Of  course  not. 

Mr.  KERR.  The  Senator  from  Okla¬ 
homa  does  not  know  why  the  Senator 
from  Illinois  should  say  that  if  on  some¬ 
thing  someone  does  not  agree  with  him, 
that  that  something  is  wrong. 

Mr.  DOUGLAS.  I  say  in  my  judg¬ 
ment  it  is  wrong. 

Mr.  KERR.  I  agree  that  the  Sen- 
tor’s  judgment  is  wrong.  I  have  never 
agreed  more  with  the  Senator. 

Mr.  DOUGLAS.  I  said  that  in  my 
judgment  the  proposal  is  wrong. 

Mr.  KERR.  That  is  not  what  the 
Senator  said. 

Mr.  DOUGLAS.  Yes,  I  did. 

Mi-.  KERR.  I  do  not  agree  witir  the 
Senator’s  judgment. 

Mr.  LAUSCHE.  With  regard  to  the 
measures  that  was  brought  up  by  the 
Senator  from  Oklahoma,  at  the  time  the 
provision  in  the  bill  before  the  Senate 
came  out  of  committee,  citizens  came  to 
me  and  said,  “We  would  be  forced  prob¬ 
ably  to  sell  at  a  depreciated  value  the 
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properties  which  we  own  in  the  Virgin 
Islands.” 

Mr.  KERR.  They  needed  time. 

Mr.  LAUSCHE.  Just  a  moment.  I 
have  listened  to  the  Senator  from  Okla¬ 
homa  more  than  I  like  to  listen  to  him. 

I  am  asking  him  to  listen  to  me  for  a 
moment. 

Mr.  KERR.  I  have  listened  to  the 
Senator  from  Ohio  longer  than  I  like  to 
listen  to  him.  However,  he  still  listens 
to  me. 

Mr.  LAUSCHE.  Will  the  Senator  from 
Oklahoma  please  listen  to  me? 

Mr.  KERR.  The  Senator  still  listens 
to  me. 

Mr.  LAUSCHE.  Mr.  President,  I  am 
one  of  a  hundred  Senators.  I  have  a 
right  to  speak,  and  I  should  not  be 
burdened  with  listening  to  the  Senator 
from  Oklahoma  talk  down  Senator  after 
Senator  who  is  expressing  his  view. 

Mr.  KERR.  The  Senator  from  Okla¬ 
homa  always  expresses  his  views,  and 
so  does  the  Senator  from  Ohio. 

Mr.  LAUSCHE.  So  does  the  Senator 
from  Oklahoma.  The  Senator  from 
Ohio  will  not  be  a  slave  to  the  Senator 
from  Oklahoma.  I  have  my  own  mind. 

I  have  my  own  conscience.  I  will  not  let 
the  Senator  from  Oklahoma  rule  my 
mind.  I  need  not  let  the  Senator  from 
Oklahoma  rule  my  thoughts. 

Mr.  KERR.  The  Record  shows  that 

the  Senator  from  Ohio  asked  for - 

Mr.  MANSFIELD.  Mr.  President,  I 
ask  for  the  regular  order. 

Mr.  KERR  (continuing) .  A  special 
privilege  law. 

Mr.  LAUSCHE.  The  Senator  from 
Ohio  never  asked  for  special  privilege.  It 
is  the  Senator  from  Oklahoma  who 
is - 

Mr.  MANSFIELD.  Mr.  President,  I 
demand  the  regular  order.  Who  has  the 
floor? 

The  PRESIDING  OFFICER.  The 
Senator  from  Illinois  has  the  floor. 

Mr.  McCarthy.  Mr.  President,  I 
think  I  have  the  floor. 

The  PRESIDING  OFFICER.  The 
Senator  from  Minnesota  has  the  floor. 

Mr.  KERR.  Mr.  President,  a  parlia¬ 
mentary  inquiry. 

The  PRESIDING  OFFICER.  The 
Senator  from  Oklahoma  will  state  it. 

Mr.  KERR.  Did  the  Senator  from 
Minnesota  yield  to  the  Senator  from 
Oklahoma? 

Mr.  McCarthy.  I  yielded  to  the  Sen¬ 
ator  from  Oklahoma.  I  want  to  hear 
the  Senator  from  Oklahoma. 

Mr.  KERR.  Mr.  President - 

Mr.  DOUGLAS.  Mr.  President,  did 
the  Senator  from  Minnesota  yield  to  the 
Senator  from  Oklahoma  for  a  speech  or 
for  a  question?  * 

Mr.  McCarthy.  I  will  yield  for  a 
question  or  a  speech. 

Mr.  KERR.  I  thank  the  Senator  for 
yielding  for  a  question.  What  I  wish  to 
say  cannot  be  stated  in  the  form  of  a 
question,  so  I  will  wait  and  speak  on  my 
own  time. 

Mr.  McCarthy.  I  said  I  would  yield 
for  a  question  or  for  a  speech. 

Mr.  KERR.  The  Senator  from  Mon¬ 
tana  asked  for  the  regular  order. 

Mr.  DOUGLAS.  I  will  not  object. 


Mr.  KERR.  The  Senator  from  Illinois 
is  not  the  Senator  from  Montana,  either. 
Mr.  MANSFIELD.  I  do  not  object. 

Mr.  KERR.  Mr.  President,  I  ask 
unanimous  consent  that  the  Senator 
from  Minnesota  may  yield  to  me  for  an 
observation,  without  losing  his  right  to 
the  floor. 

The  PRESIDING  OFFICER.  Is  there 
objection?  The  Chair  hears  none,  and  it 
is  so  ordered. 

Mr.  KERR.  The  Senator  from  Okla¬ 
homa  thinks  the  Senator  from  Ohio  has 
as  fine  a  mind  and  conscience  as  there 
is  in  the  membership  of  this  body.  The 
Senator  from  Oklahoma  is  satisfied  with 
his  own  mind  and  his  own  conscience. 
He  asks  for  its  approval  by  no  other 
Senator.  He  merely  called  attention  to 
the  fact  that  there  is  on  the  statute  books 
of  this  country  a  special  law  for  the 
benefit  of  American  citizens  who  own 
real  estate  abroad.  It  is  a  special  law 
which  provides  that  such  real  estate  or 
its  value  is  not  subject  to  the  inheritance 
tax  when  the  owner  dies.  I  think  that 
is  a  special  law.  Everyone  is  entitled  to 
his  own  opinion  as  to  whether  that  is 
a  special  law.  Either  it  is  or  it  is  not. 
The  Senator  from  Oklahoma  says  it  is. 

In  the  bill,  the  House  proposes  to  re¬ 
peal  that  section  effective  July  1,  1964. 
The  Senator  from  Oklahoma,  believing 
it  is  a  law  to  give  special  privilege  to 
American  citizens  who  own  real  estate 
abroad,  felt  that  it  should  be  repealed  as 
quickly  as  possible  rather  than  be  re¬ 
pealed  effective  July  1,  1964.  So  the 
Senator  from  Oklahoma,  in  the  Commit¬ 
tee  on  Finance,  sponsored  an  amend¬ 
ment  which  would  make  the  repeal  ef¬ 
fective  January  1,  1963.  It  was  unani¬ 
mously  voted  into  the  bill  by  the  Com¬ 
mittee  on  Finance. 

That  amendment  has  come  to  the  floor 
of  the  Senate.  It  is  1  of  174  amend¬ 
ments  which  the  committee  made.  The 
Senator  from  Oklahoma  asked  uanimous 
consent  that  all  those  amendments  be 
agreed  to  en  bloc,  considered  as  a  part 
of  the  original  text,  and  then  be  subject 
to  amendment  offered  by  any  Senator. 
That  unanimous  consent  request  was  ob¬ 
jected  to  by  the  Senator  from  Tennessee 
[Mr.  Gore!  and  other  Senators  with  re¬ 
spect  to  10  amendments.  The  unani¬ 
mous  consent  request  was  objected  to  by 
the  Senator  from  Ohio  [Mr.  Lausche] 
with  reference  to  the  amendment  which 
would  end  on  January  1,  1963,  instead  of 
July  1,  1964,  what  the  Senator  from 
Oklahoma  regards  as  a  special  privilege. 

The  Senator  from  Ohio  [Mr.  Lausche] 
said  there  were  some  citizens  in  his 
State  who  had  some  property  abroad  and 
that  they  needed  additional  time  in 
which  to  dispose  of  it  without  being 
penalized  by  having  to  put  the  property 
on  the  market  for  a  quick  sale  before 
January  1,  1963.  The  Senator  from 
Oklahoma  thought  two  things  about  that 
request:  First,  there  was  possibly  some 
merit  to  it.  The  bill  is  coming  to  a  vote 
in  the  Senate;  and  if  enacted,  it  would 
he  much  later  in  1962  than  would  have 
been  the  case  had  it  been  enacted  some 
months  earlier.  Also,  the  Senator  from 
Oklahoma,  anxious  to  have  the  bill  acted 
upon  by  the  Senate,  went  to  the  extent 


of  asking  the  Senate  not  to  agree  to  that 
amendment,  which  means  that  the  bill 
will  be  left  in  such  form  that  it  will  not 
repeal  what  the  Senator  from  Oklahoma 
regards  as  a  special  privilege  until  July 
1,  1964;  and  he  did  so  at  the  request 
of  the  Senator  from  Ohio  [Mr.  Lausche]. 
That  is  the  cold  record. 

Mr.  MANSFIELD.  Mr.  President,  will 
the  Senator  from  Minnesota  yield? 

Mr.  KERR.  Mr.  President,  Senators 
may  make  up  their  own  minds  as  to 
whether  the  right  to  own  real  estate 
abroad  and  not  have  it  subject  to  in¬ 
heritance  tax  in  the  event  the  owner  dies 
is  a  special  privilege.  Any  real  estate 
which  a  citizen  owns  in  this  country  is 
reflected  in  his  estate  when  he  dies,  and 
its  value  is  taxed.  Senators  may  make 
up  their  own  minds  whether  the  right 
to  own  real  estate  in  a  foreign  land  and 
have  it  escape  the  inheritance  tax  is  a 
special  privilege.  If  it  is,  and  if  the  bill 
is  enacted,  that  privilege  will  continue 
to  exist  by  reason  of  the  request  of  the 
Senator  from  Ohio,  until  July  1,  1964, 
instead  of  expiring  January  1,  1963. 

Mr.  MANSFIELD.  Mr.  President,  will 
the  Senator  from  Minnesota  yield? 

Mr.  MCCARTHY.  I  yield. 

Mr.  MANSFIELD.  I  think  there  was 
great  merit  in  the  amendment  proposed 
by  the  Senator  from  Ohio.  Had  I  been 
in  his  shoes,  I  would  have  offered  the 
same  amendment.  At  the  same  time,  it 
was  the  Senator  from  Oklahoma  who 
called  up  the  amendment  today,  and, 
over  opposition  orally  expressed  in  the 
Chamber,  was  able  to  persuade  a  ma¬ 
jority  of  the  Senate  to  approve  the 
amendment.  I  think  that  statement  also 
should  be  in  the  Record. 

Mr.  KERR.  But  to  comply  with  the 
request  of  the  Senator  from  Ohio,  who 
was  not  present,  I  thought  I  was  doing 
him  a  special  courtesy,  a  special  favor, 
to  take  care  of  it  even  though  he  was 
not  on  the  floor  of  the  Senate,  and  even 
though  his  request  was  objected  to  by 
Senators  who  were  in  the  Chamber. 

Mr.  LAUSCHE.  The  tone  and  words 
of  the  Senator  from  Oklahoma  are  com¬ 
pletely  different  now  from  what  they 
were  when  he  jumped  to  his  feet  and 
started  to  point  shafts  at  me.  If  he  had 
spoken  in  his  first  presentation  of  this 
issue  in  the  tone  which  he  has  now  used, 
I  would  not  have  responded  in  the  way  I 
did.  But  he  took  the  floor  and  made  it 
appear  as  though  I  were  trying  to  have 
something  passed  which  was  iniquitous. 

Mr.  KERR.  Why - 

Mr.  LAUSCHE.  Just  one  moment.  In 
the  House,  it  was  determined  that  real 
estate  owned  in  foreign  countries  should 
be  included  as  a  part  of  the  estate  of  a 
deceased  person  immediately,  which  is 
not  the  situation  as  the  law  exists  today. 

The  House  provided  that  July  1,  1964, 
should  be  the  date  of  the  operation.  In 
the  Committee  on  Finance,  the  date  was 
changed  from  July  1,  1964,  to  January 
1  1963;  it  was  moved  back  18  months. 
An  Ohio  citizen  came  to  me  and  said, 
“If  a  death  occurs  after  this  law  has 
gone  into  effect,  we  will  be  forced  to  di¬ 
vest  ourselves  of  that  holding  with  a 
speed  which  will  work  an  injustice.  So 
I  spoke  with  the  Senator  from  Oklahoma 
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and  presented  the  problem  of  fixing  the 
date  as  of  July  1, 1964. 

I  came  downtown  this  morning  and 
contemplated  taking  the  date  January  1, 
1964,  as  was  suggested  last  night.  But 
I  did  not  ask  for  any  special  legislation 
or  any  special  consideration. 

If  there  is  anything  that  I  take  pride 
in  it  is  my  purpose  not  to  ask  for  my 
State  or  for  anyone  any  special  consid¬ 
eration  from  the  U.S.  Congress;  and  I 
shall  continue  to  follow  that  course. 


Mr.  President,  the  pending  proposal 
means  nothing  whatsoever  to  me.  I 
have  no  interest  in  it,  except  in  wanting 
to  assure  that  justice  will  be  done.  If, 
in  the  effort  to  attain  that  objective,  I 
must  be  made  to  appear,  on  the  floor  of 
the  Senate,  as  a  base  individual,  I  will  not 
stand  for  it.  Others  may  subject  them¬ 
selves  to  that  type  of  attack,  but  I  will 
not  stand  for  it.  I  have  been  in  public 
life  for  30  years.  I  have  striven  with  all 
my  might  to  protect  my  reputation.  I 
have  not  become  alined  with  any 
group — so  I  could  come  on  the  floor  of 
the  Senate  or  act  in  the  office  of  mayor 
or  act  in  the  office  of  Governor  as  boss 
of  myself. 

So,  Mr.  President,  to  come  here  and 
have  what  I  have  striven  to  build  up 
through  the  years  sought  to  be  destroyed 
by  men  with  powerful  words  is  more 
than  a  Senator  should  be  subjected  to; 
and  when  I  say  that,  I  say  it  in  behalf 
of  other  Senators,  who  likewise  have 
been  subjected  to  treatment  of  that  type. 

Mi*.  MANSFIELD.  Mr.  President,  will 
the  Senator  from  Minnesota  yield? 

Mr.  McCarthy.  I  yield. 

Mr.  MANSFIELD.  Mr.  President,  no 
one  doubts  the  honesty  or  integrity  of 
the  Senator  from  Ohio  or  his  lack  of 
special  pleading  in  the  interest  of  any¬ 
one.  He  is  an  honorable  and  a  con¬ 


scientious  man,  who  has  proved  that 
fact  through  the  years.  So,  also,  is  the 
Senator  from  Oklahoma  [Mr.  Kerr]. 

I  point  out  also  that  today  both  the 
Senators  from  Minnesota — the  senior 
Senator  from  Minnesota  [Mr.  Hum¬ 
phrey]  and  the  junior  Senator  from 
Minnesota  [Mr.  McCarthy] — have 
stated  that  they,  likewise,  have  no  per¬ 
sonal  interest  in  the  issue  which  is  before 
the  Senate  for  consideration. 

Mr.  DOUGLAS.  I  am  sure  that  is 
true. 

Mr.  MANSFIELD.  Yes;  and  I,  too, 
am  sure  of  it. 

So  I  hope  that  any  apprehension 
which  may  have  arisen  today  will  be 
forgotten,  because  I  am  sure  there  is 
not  the  slightest  intention  to  reflect  on 
the  honesty  or  integrity  of  the  Senator 
from  Ohio. 

Mr.  LAUSCHE.  The  whole  thing  is 
trivial,  so  far  as  dollars  are  concerned. 
The  essential  thing  is  the  matter  of  in¬ 
tegrity. 

I  ask  Senators  to  pardon  me  for  this 
outburst.  But  if  I  did  not  express  my 
convictions,  if  when  I  returned  home  to¬ 
night  I  had  to  confess  to  myself  that  I 
had  not  stood  up  for  the  things  in  which 
I  believe,  but  had  allowed  myself  to  be 
overrun  by  a  juggernaut,  and  had  not 
spoken  up  and  protested,  I  would  have 

rin  nni  ^hat  1  was  a  worm-  And  that  I 
do  not  propose  to  do. 


Mr.  KERR.  Mr.  President,  will  the 
Senator  from  Minnesota  yield? 

Mr.  MCCARTHY.  I  yield. 

Mr.  KERR.  Mr.  President,  I  did  not 
say  there  was  anything  iniquitous  in 
what  the  Senator  from  Ohio  did  or 
asked.  If  I  had  thought  there  was,  I 
would  not  have  sought  to  do  the  favor 
that  I  thought  I  was  doing  for  the  Sena¬ 
tor  from  Ohio  when  I  acceded  to  the 
request. 

Mr.  LAUSCHE.  It  is  not  a  favor  to 
me.  Strike  it  from  the  bill. 

Mr.  KERR.  That  may  be  done. 

I  was  merely  indicating  for  the  Record 
my  understanding  and  my  purpose. 

I  do  not  think  any  Senator  is  a  worm. 

I  have  two  further  things  to  say,  Mr. 
President:  I  have  not  impugned  the  mo¬ 
tives  or  the  character  or  the  senatorial 
integrity  of  the  Senator  from  Ohio,  and 
I  will  not.  Neither  will  I  again  seek, 
over  opposition  nor  with  others  in  union, 
to  do  a  favor  for  the  Senator  from  Ohio. 
From  here  on,  he  may  seek  his  own. 

Mr.  DOUGLAS.  Mi*.  President,  will 
the  Senator  from  Minnesota  yield? 

Mr.  MCCARTHY.  I  yield  to  the  Sen¬ 
ator  from  Illinois. 

Mr.  DOUGLAS.  Mr.  President,  if  we 
may  return  to  the  Twin  Cities  Rapid 
Transit  Co.  case,  let  me  ask  the  Senator 
from  Minnesota  whether  any  Senate 
committee  hearings  have  been  held  on 
this  measure. 

Mr.  MCCARTHY.  They  were  held  last 
year.. 

Mr.  DOUGLAS.  Were  they  hearings, 
or  was  it  considered  in  executive  ses¬ 
sion? 

Mr.  MCCARTHY.  I  think  it  was  con¬ 
sidered  in  executive  session. 

Mr.  DOUGLAS.  I  think  that  is  cor¬ 
rect.  So  there  were  no  general  hearings. 

Mr.  MCCARTHY.  I  think  the  hear¬ 
ings  were  held  in  the  House  committee. 

Mr.  DOUGLAS.  I.  think  that  is  cor¬ 
rect. 

I  find  that  the  bill  was  reported  last 
year  from  the  Senate  Finance  Commit¬ 
tee  on  September  23;  and  the  Senate  ad¬ 
journed  on  September  26.  So  the  bill 
was  reported  in  the  concluding  days  of 
the  session.  It  came  out  last  year  as  a 
special  bill.  As  I  remember  the  situa¬ 
tion,  I  more  or  less  accepted  it  on  the 
word  of  the  Senator  from  Minnesota, 
without  question.  Perhaps  I  was  derelict 
in  doing  so;  but  the  pressure  of  legisla¬ 
tion  was  very  great,  and  perhaps  I  was 
trying  to  be  accommodating  to  the  Sen¬ 
ator  from  Minnesota. 

I  think  that,  in  general,  special  legis¬ 
lation  at  the  end  of  the  session  is  dan¬ 
gerous.  But  we  always  have  the  Presi¬ 
dent  to  fall  back  upon.  In  this  case  the 
President,  in  the  exercise  of  his  judg¬ 
ment,  vetoed  the  bill. 

This  year,  however,  no  attempt  is  be¬ 
ing  made  to  pass  the  bill  over  the  Presi¬ 
dent  s  veto ;  this  proposal  is  not  being 
submitted  again  as  a  separate  bill.  It  is 
being  blanketed  in  a  general  tax  bill, 
which  in  all  probability  the  President 
must  sign  in  order  to  have  enacted  into 
law  certain  measures  of  which  he  ap¬ 
proves.  So  this  procedure  really  means 
circumventing  independent  action  by  the 
Executive. 


I  have  great  respect  for  the  Senator 
from  Minnesota.  He  is  one  of  the  finest 
Members  of  the  Senate.  He  has  a  very 
fine  philosophical  attitude.  He  is  a  man 
of  high  personal  integrity.  He  has  a  dry 
wit  which  is  very  penetrating  and  throws 
much  light  on  issues  which  otherwise 
would  not  be  understood.  I  hope  he 
does  not  regard  my  attitude  as  in  any 
sense  personally  hostile  to  him. 

But  we  are  legislators  for  the  United 
States  of  America.  Sometimes  we  as¬ 
sume  the  attitude  of  according  accom¬ 
modation  for  our  friends.  Perhaps  at 
times  I  have  not  been  as  vigilant  as  I 
should  have  been.  I  am  aware  of  the 
fact  that  frequently  I  am  criticized — as 
I  was  criticized  by  the  Senator  from 
Oklahoma— for  being  too  vigilant  and  I 
have  been  charged  with  pretending  that 
I  know  it  all — which  I  certainly  do  not. 

But  I  think  this  proposal  should  be 
considered  on  its  own  merits,  and  should 
not  be  attached  as  a  rider  to  the  general 
tax  bill. 

I  felt  somewhat  similarly  about  the 
amendment  of  the  Senator  from  Dela¬ 
ware;  and  I  regret  that  because  I  worked 
very  late  into  the  morning  and  had  only 
a  few  hours  sleep,  I  was  not  able  to  be 
on  the  floor  when  the  amendment  of  the 
Senator  from  Delaware  came  up.  I 
thought  I  had  an  agreement  with  him 
that  there  would  be  no  voting  until  I 
came  on  the  floor.  But  I  find  that  the 
amendment  was  agreed  to.  However, 

I  make  no  complaint  about  that. 

But  now  I  am  in  the  Chamber,  and 
I  think  I  have  a  duty  to  raise  questions 
about  the  amendment. 

Why  is  not  the  Senator  from  Min¬ 
nesota  willing  to  have  this  proposal  con¬ 
sidered  as  a  separate  bill?  I  promise 
that  I  would  not  then  object  to  its  con¬ 
sideration.  I  doubt  that  I  would  vote 
for  it,  but  I  would  not  try  to  delay  or 
impede  its  consideration  in  the  slightest 
degree. 

Mr.  MCCARTHY.  Mr.  President,  I 
appreciate  the  position  of  the  Senator 
from  Illinois.  It  is  no  different  from  his 
policy  in  regard  to  general  legislation. 

However,  this  is  not  the  kind  of  bill 
that  one  is  happy  to  carry  to  the  floor 
of  the  Senate.  One  carries  it  there  by 
necessity  and,  I  think,  with  justification. 

We  are  not  asking  for  any  change  in 
the  basic  laws  regarding  transit  com¬ 
panies.  We  are  merely  requesting  special 
consideration  because  under  very  un¬ 
usual  circumstances  the  transit  company 
in  our  State  and  the  people  who  use  that 
service  were  deprived  of  the  benefits 
made  available  to  everyone  else  in  the 
country  under  the  general  tax  laws  of 
the  country.  I  would  be  glad  to  have 
this  proposal  presented  separately.  I 
am  not  sure,  but  I  think  the  veto  of  the 
President  last  year  was  a  mistake.  Cer¬ 
tainly  it  seems  to  me  a  mistake  in  light 
of  his  transportation  message,  and  in 
light  of  the  request  which  was  made  of 
the  Congress  last  year  when  we  appro¬ 
priated  something  like  $50  million  to 
give  assistance  to  transit  companies  in 
the  cities.  There  are  two  or  three  bills 
now  pending  in  this  general  area. 

A  basic  tax  provision  was  laid  down 
for  the  purpose  of  helping  transit  com¬ 
panies  change  over  from  streetcars  to 
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buses.  Because  of  very  unusual  circum¬ 
stances  in  the  Twin  Cities,  Rapid  Transit 
Co.  of  Minnesota,  they  were  not  able  to 
take  advantage  of  the  law,  an  advan¬ 
tage  which  was  given  to  everyone  else  in 
the  country,  so  far  as  I  know.  We  are 
asking  for  this  advantage  as  a  retro¬ 
active  request.  I  do  not  think  it  is  un¬ 
reasonable.  I  think  it  is  reasonable  in 
the  name  of  equity  and  justice.  Whereas 
there  may  not  be  an  exact  precedent  for 
it,  many  precedents  have  been  estab¬ 
lished  in  the  same  general  area. 

Mr.  DOUGLAS.  It  seems  to  me  there 
is  a  distinction  between  this  case  and 
others.  First,  there  was  fraudulent  con¬ 
duct  on  the  part  of  the  management  of 
the  company;  second,  the  fraudulent 
conduct  made  it  impossible  to  deduct 
all  the  losses  sustained;  third,  it  is  pro¬ 
posed  to  shift  the  consequences  of  the 
fraudulent  conduct  to  the  public  by  tax 
relief.  It  was  largely  on  that  basis,  ac¬ 
cording  to  the  President’s  veto  message, 
that  the  President  vetoed  the  bill. 

From  what  I  know  of  the  case,  I 
should  say  the  President  was  correct. 
From  what  I  know  of  the  case,  I  would 
vote  against  the  amendment  if  it  were 
brought  up  as  a  separate  bill.  But  I 
think  the  Senate  should  consider  it  as  a 
separate  bill,  and  not  blanket  it  into  a 
general  tax  bill,  which  would  immunize 
it  from  any  possibility  of  Presidential 
veto. 

Mr.  McCarthy.  It  was  not  my  in¬ 
tention  to  do  that  so  that  the  President 
could  not  veto  it.  I  was  not  the  first  to 
make  a  move  to  offer  what  might  be 
called  legislation  outside  the  bill,  but 
when  I  saw  the  senior  Members  of  the 
Senate  offer  proposals  so  that  they  could 
get  action  in  this  session  of  Congress,  I 
decided  that  time  was  running  out  on  us. 
Since  time  is  important,  and  every  year 
that  passes  the  inequity  increases  and 
the  difficulty  of  getting  action  on  it  in¬ 
creases,  it  seemed  to  me  this  was  the 
time  to  act.  I  believe  it  would  be  im¬ 
possible  to  obtain  separate  consideration 
and  separate  action  on  the  measure  in 
this  session  of  Congress. 

Mr.  DOUGLAS.  I  understand  the 
motives  of  the  Senator  from  Minnesota. 

I  think  he  makes  a  valid  point.  My  own 
feeling  is  that  too  many  bills  are  con¬ 
sidered  in  executive  session  in  the  Fi¬ 
nance  Committee  without  prior  hearings. 
The  volume  of  work  of  the  Finance  Com¬ 
mittee  this  year  has  been  staggering. 
The  tax  bill,  the  trade  bill,  veterans’  leg¬ 
islation,  and  the  sugar  bill  were  all 
poured  in  upon  us.  The  major  bills  of 
the  session  have  had  to  go  through  the 
Finance  Committee,  which  does  not  have 
subcommittees,  and  which  operates  as  a 
committee  of  the  whole. 

The  Senator  from  Louisiana  and  I 
have  felt  for  some  time  that  there  should 
be  subcommittees  of  the  Finance  Com¬ 
mittee,  but  this  is  not  the  occasion  to  go 
into  the  internal  organization  of  the 
committee.  I  think  this  situation  illus¬ 
trates  the  disadvantage  at  which  we  are 
placed. 

I  can  understand  that  once  the  rusn 
starts,  once  the  senior  members  of  the 
committee  bring  up  special  interest  bills, 
one  can  hardly  be  expected  to  fold  his 
arms,  take  no  action,  and  allow  strategic 


Members  to  get  on  board  the  gravy  train, 
and  not  do  anything  for  their  own  con¬ 
stituents  back  home.  I  understand  that 
perfectly. 

I  want  it  understood  that  I  am  not 
blaming  the  Senator  from  Minnesota  in 
the  slightest.  It  seems  an  ungracious 
thing  for  me  to  do  this.  The  friendship 
that  exists  between  Senators  would  make 
it  much  easier  to  soft-pedal  these  mat¬ 
ters.  But  this  proposal  involves  approxi¬ 
mately  $5,800,000.  It  is  a  very  large  sum. 
Without  being  self-righteous — and  I 
think  the  Senator  from  Minnesota  has 
perhaps  at  times  regarded  me  as  being 
self-righteous— I  feel  that  we  should  not 
blanket  this  measure  into  the  tax  bill. 

The  special  legislation  with  which  we 
deal  in  the  Senate  never  raises  taxes,  and 
never  raises  revenue.  It  is  always  to 
give  a  favor  and  to  lessen  taxes  for  some 
particular  individual.  We  never  remedy 
injustices  in  the  tax  structure  that  have 
to  do  with  the  general  public.  What  we 
do  is  grant  relief  to  pressure  groups  or 
certain  individuals. 

Mr.  McCarthy.  There  is  an  unused 
loss  of  approximately  $5  million,  all  of 
which  probably  could  have  been  trans¬ 
ferred  to  the  taxpayers  of  Illinois,  Min¬ 
nesota,  and  other  taxpayers.  The  situa¬ 
tion  developed  because  of  mismanage¬ 
ment  and  corrupt  management.  The 
fact  is  that  probably  $2  million  to  $3 
million  of  the  loss  can  be  offset,  so  who¬ 
ever  is  involved  in  the  transit  company 
would  have  losses  of  $2  or  $3  million 
anyway. 

Mr.  DOUGLAS.  I  do  not  know  the 
circumstances  attending  the  purchase  of 
the  transit  system  from  the  undesirable 
elements  which  formerly  owned  it,  but 
when  the  purchase  was  made  the  pur¬ 
chasers  should  have  gone  into  these  mat¬ 
ters  with  their  eye  open. 

Mr.  HUMPHREY.  Mr.  President,  if 
the  Senator  will  yield,  it  was  not  a  mat¬ 
ter  of  purchase.  What  happened  was 
that  the  managerial  body  or  group  that 
was  operating  the  transit  company  en¬ 
gaged  in  fraudulent  activities.  There  are 
now  new  directors  and  new  manage¬ 
ment,  but  there  is  not  necessarily  new 
ownei'ship. 

My  interest  in  this  situation  was 
aroused  by  the  fact  that  some  of  the 
most  eminent  and  prominent  citizens  in 
our  community  asked  that  we  consider 
this  case  and  see  if  some  relief  could 
not  be  afforded.  The  present  Internal 
Revenue  Code  provides  that  any  transit 
company  may  convert  from  a  street  rail- 
way  to  buses  over  a  period  of  years,  and 
that  losses  that  are  sustained  thereby 
are  deductible  against  income. 

Other  transit  companies  have  made 
this  change  and  have  taken  advan¬ 
tage  of  the  full-time  factor  under  the 
present  Revenue  Code.  This  company 
did  not  do  so.  It  did  everything  m  18 
months  instead  of  converting  over  a 
period  of  several  years  as  prudent  man¬ 
agement  would  do  in  order  to  take  full 
advantage  of  the  present  loss  carry- 
forward  provisions  in  the  law.  It  was 
one  of  the  most  unhappy,  unfortunate 

SltMr!1DOUGLAS.  It  was  not  only  un¬ 
happy  and  unfortunate,  but  it  was  f i  au- 
dulent  and  crooked. 


Mr.  HUMPHREY.  It  was  fraudulent 
and  criminal. 

Mr.  DOUGLAS.  Now  the  question  is. 
Should  the  taxpayers  be  asked  to  bail 
out  the  company?  I  was  interested  in 
hearing  the  Senator  say  that  the  owners 
are  the  same  now.  Having  allowed  the 
former  management 


Mr.  HUMPHREY.  I  do  not  know  that 
they  are  all  the  same.  The  majority  of 
the  shares  of  stock  of  this  company  are 
owned  by  thousands  of  people.  As  a 
matter  of  fact,  the  stock  is  listed  on  the 
New  York  Stock  Exchange. 

Mr.  DOUGLAS.  The  Senator  from 
Minnesota  has  again  and  again  criticized 

the  use  of  widows  and  orphans - 

Mr.  HUMPHREY.  I  do  not  mean  that 
they  own  the  bulk  of  the  stock,  but  it  is 
widely  held.  It  is  an  old  company.  It 
has  been  in  existence  from  the  1890’s.  It 
is  the  same  old  company. 

Mr.  DOUGLAS.  How  much  of  that 
was  fraudulent? 

Mr.  HUMPHREY.  The  fact  is  that 
because  of  the  fraudulent  management 
of  the  company  there  was  a  failure  to 
take  advantage  of  $5  million  of  conver¬ 
sion  expense  in  round  figures. 

Mr.  DOUGLAS.  Five  million  dollars 
was  adjudged  to  be  fraudulent? 

Mr.  HUMPHREY.  I  do  not  know  that, 
Senator. 

Mr.  MCCARTHY.  It  was  not  ad¬ 
judged  fraudulent.  The  fraudulent  ac¬ 
tions  did  not  bear  upon  this.  It  was  bad 
management  to  convert  in  18  months,  in¬ 
stead  of  spreading  it  over  a  longer  pe¬ 
riod  of  time,  so  that  the  loss  could  be 
carried  forward,  as  other  companies  car¬ 
ried  forward  their  losses.  My  under¬ 
standing  is  that  the  loss  was  not  related 
to  the  fraudulent  management  at  all. 
That  was  incidental  and  outside,  I  say 
to  the  Senator  from  Illinois. 

Mr.  DOUGLAS.  I  do  not  wish  to  de¬ 
lay  the  proceedings  on  the  bill.  I  do  not 
wish  to  carry  on  the  discussion  intermin¬ 
ably.  I  merely  ask  whether  the  Sena¬ 
tors  from  Minnesota  would  be  willing  to 
withdraw  this  amendment  from  the  bill 
and  to  treat  the  matter  separately. 

Mr.  MCCARTHY.  To  do  that,  in 
effect,  would  be  to  say  that  there  would 
be  no  action  in  this  Congress,  and  I 
would  have  to  refuse. 

Mr.  DOUGLAS.  Then,  Mr.  President, 
I  think  we  should  have  the  discussion 
before  the  full  Senate.  Unless  I  hear  a 
good  reason  to  the  contrary,  I  am  going 
to  suggest  the  absence  of  a  quorum,  which 
I  am  not  quite  doing  at  this  moment. 

Mr.  HUMPHREY.  Mr.  President,  be¬ 
fore  the  Senator  does  that,  I  wish  to  say 
that  there  is  legislation  which  is  to  come 
before  the  Senate  very  shortly,  known 
as  the  mass  transit  legislation. 

Mr.  MCCARTHY.  The  same  argu¬ 
ment  which  the  Senator  makes  against 
this  amendment  would  run  against  -hat 

P1M°  HUMPHREY.  That  mass  transit 
legislation  would  provide  grants  and 
loans  and  financial  assistance  running 
into  millions  and  millions  of  dollars. 

Mr.  DOUGLAS.  It  is  not  special  legis¬ 
lation. 

Mr.  HUMPHREY.  It  is  special  legis¬ 
lation  for  cities  which  have  mass  transit 
systems. 
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Mr.  DOUGLAS.  Possibly  Minneapolis 
could  come  in  under  that  legislation. 

Mr.  HUMPHREY.  That  might  be 
true. 

Mr.  DOUGLAS.  I  simply  object  to  a 
$5.8  million  grant  for  operations  which 
were  certainly  at  least  partially  fraudu¬ 
lent. 

Mr.  HUMPHREY.  I  say  to  the  Sen¬ 
ator  from  Illinois  that  the  point  is  that 
if  this  company  had  been  under  normal 
prudent  management  the  tax  situation 
would  have  been  identical  to  that  we 
propose. 

Mr.  DOUGLAS.  That  remains  to  be 
demonstrated. 

Mr.  HUMPHREY.  The  figures  show 
that  there  was  a  $10.2  million  conversion 
loss. 

Mr.  DOUGLAS.  And  they  allowed 
$5.2  million. 

Mr.  HUMPHREY.  That  was  because 
there  was  a  conversion  in  only  18 
months,  instead  of  taking  the  full  time 
permitted  under  the  law.  The  company 
did  not  have  an  opportunity  under  the 
law  to  take  care  of  all  the  conversion 
loss. 

Mr.  DOUGLAS.  Was  not  the  conver¬ 
sion  period  speeded  up  because  the  man¬ 
agement  of  the  company  wanted  to  loot 
the  company? 

Mr.  HUMPHREY.  Exactly.  Exactly. 
The  management  of  the  company  is  one 
thing,  and  the  stockholders  and  the  bus 
riders  are  another. 

Mr.  DOUGLAS.  But  the  owners  of  a 
company  must  be  responsible  for  the 
management  of  the  company.  The 
management  does  not  float  in  a  void. 
It  is  elected  by  the  stockholders.  If  the 
stockholders  neglect  their  duty  and  per¬ 
mit  a  fraudulent  management  to  con¬ 
tinue,  they  are  responsible. 

Mr.  HUMPHREY.  Very  well.  What 
happens  when  a  president  of  a  bank  runs 
away  with  the  funds  of  depositors,  and 
is  then  put  in  jail? 

Mr.  DOUGLAS.  The  bank  suffers  a 
loss. 

Mr.  HUMPHREY.  The  depositors 
are  insured  under  a  program  of  the  Fed¬ 
eral  Government.  The  people  of  the 
United  States  help  to  pay  for  that  in¬ 
surance. 

When  there  are  programs  of  public 
interest,  such  as  those  involving  the  bank 
structure,  when  somebody  takes  the  de¬ 
posits  we  do  not  merely  say,  “Well,  it  is 
too  bad  for  the  depositors.”  We  provide 
a  program  which  says,  in  effect,  “Savings 
up  to  so  much  are  protected  by  the  Fed¬ 
eral  Deposit  Insurance  Corporation.” 

We  would  say  in  this  instance  that 
since  there  were  fraudulent  practices,  a 
criminal  element,  which  resulted  in  de¬ 
frauding  the  people  and  defrauding  the 
company,  there  should  be  protection. 
Had  the  company  adopted  the  practices 
of  other  transportation  companies  and 
converted  gradually  the  losses  of  the 
company  could  have  been  charged  off 
against  profits  in  ensuing  years. 

All  we  say  is  that  we  do  not  want  to 
have  the  stockowners  and  the  public 
penalized  because  of  the  fraudulent  ac- 
tivities  of  those  who  are  presently  serv- 
mg  prison  sentences,  when  the  tax  laws 
could  be  modified  so  that  there  would 


be  no  loss  either  to  the  company  or  to 
the  bus  riders. 

Mr.  DOUGLAS.  I  will  say  to  the  Sen¬ 
ators  that  in  the  absence  of  general 
legislation  to  protect  the  owners  of  street 
railway  systems  from  fraudulent  conduct 
by  management,  with  the  information 
which  I  now  have  available.  I  certainly 
do  not  wish  to  approve  special  legisla¬ 
tion  to  bail  out  one  company  which  suf¬ 
fered  losses  largely  because  of  fraudulent 
conduct,  which  company  now  seeks 
relief. 

Mr.  MCCARTHY.  If  the  Senator 
would  permit  me  to  make  a  point  in  this 
regard,  the  company  suffered  losses  not 
because  of  the  fraudulent  actions  of  the 
management  but  because  the  manage¬ 
ment  was  in  and  out  so  quickly.  If  the 
company  had  had  the  most  honest  man¬ 
agement,  the  conversion  losses  would 
have  occurred  even  under  the  honest 
management,  but  the  losses  could  have 
been  carried  forward,  and  advantage 
taken  of  the  general  law  with  respect  to 
rapid  transit  systems. 

Mr.  DOUGLAS.  The  junior  Senator 
from  Minnesota  lives  in  one  of  the  Twin 
Cities.  The  senior  Senator  from  Min¬ 
nesota  lives  in  the  other  of  the  Twin 
Cities,  and  has  been  mayor  of  that  city. 
The  Senators  are  much  more  acquainted 
with  the  local  situation  than  I  am.  I 
wish  to  say,  however,  it  seems  to  be  ap¬ 
parent  that  part  of  the  speed  with  which 
the  conversion  was  accomplished  was  it¬ 
self  part  of  the  fraud. 

Mr.  MCCARTHY.  It  was  a  different 
kind  of  fraud. 

Mi*.  DOUGLAS.  Now  the  general  tax¬ 
payers  of  the  country  are  being  asked 
to  bail  out  the  owners  who  permitted 
these  fraudulent  officers  to  stay  in  of¬ 
fice.  They  elected  them  to  office  and 
permitted  them  to  continue  for  a  period 
of  time. 

I  do  not  wish  to  labor  this  point.  I 
have  great  respect  for  the  Senators  from 
Minnesota,  but  I  would  like  to  suggest 
the  absence  of  a  quorum,  and  then  we 
will  get  a  vote  on  the  amendment. 

Mr.  MILLER.  Mr.  President,  will  the 
Senator  from  Illinois  yield  for  a 
question? 

Mr.  DOUGLAS.  The  Senator  from 
Minnesota  has  the  floor. 

Mr.  McCarthy.  Mr.  President,  I 
yield  the  floor. 

Mr.  MILLER.  Mr.  President,  I 
should  like  to  ask  the  Senator  from 
Illinois  whether  this  is  about  the  same 
as  asking  Congress  to  waive  the  statute 
of  limitations  with  respect  to  the  filing 
of  a  claim  for  a  refund  of  taxes. 

Mr.  DOUGLAS.  I  think  that  is  cor¬ 
rect,  but  in  this  circumstance  it  is  con¬ 
nected  with  fraud. 

Mr.  MILLER.  I  can  visualize,  and  I 
am  sure  the  Senator  from  Illinois  can 
visualize,  a  situation  in  respect  to  which 
a  claim  for  refund  was  not  filed  because 
of  mismanagement.  In  that  situation, 
it  has  been  my  observation,  the  Con¬ 
gress  usually  does  not  waive  a  statute  of 
limitations  by  a  special  act. 

Mr.  DOUGLAS.  Sometimes  the  Con¬ 
gress  d'oes,  unfortunately,  by  special 
legislation. 


Mr.  MILLER.  If  Congress  should  do 
that,  would  it  do  it  under  circumstances 
similar  to  those  of  this  case? 

Mr.  DOUGLAS.  Congress  does  that 
under  circumstances  in  which  the  Ways 
and  Means  Committee  of  the  House  and 
the  Finance  Committee  of  the  Senate 
will  approve  it.  Generally,  it  is  with¬ 
out  public  hearings,  as  a  result  of  dis¬ 
cussion  in  executive  session.  Then  the 
provision  goes  through  on  the  floors  of 
the  Houses  of  Congress,  because  no  one 
wants  to  make  himself  unpopular  by 
standing  up  and  opposing  a  proposal 
advanced  by  an  individual  Senator. 

Mr.  MILLER.  What  the  Senator  is 
really  saying  is  that  while  this  has  been 
done  in  the  case  of'  claims  for  refimds, 
because  of  special  circumstances,  he 
does  not  favor  the  approach  in  this 
case. 

Mr.  DOUGLAS.  I  do  not  favor  it  as 
a  general  approach.  I  certainly  do  not 
favor  having  such  a  thing  blanketed  into 
a  general  tax  bill. 

Mr.  MILLER.  I  thank  the  Senator 
from  Illinois. 

Mr.  PROXMIRE.  Mr.  President,  will 
the  Senator  yield  for  a  question? 

Mr.  DOUGLAS.  Do  I  have  the  floor, 
Mr.  President? 

The  PRESIDING  OFFICER.  The 
Senator  from  Illinois  has  the  floor. 

Mr.  DOUGLAS.  I  am  glad  to  yield, 
though  I  must  say  that  I  am  not  an  ex¬ 
pert  on  this  matter.  I  have  been  merely 
questioning  the  amendment. 

Mr.  PROXMIRE.  Although  the  Sena¬ 
tor  may  not  be  an  expert  on  this  par¬ 
ticular  matter,  he  is  an  expert  on  this 
bill  and  I  should  like  to  ask  him  a  ques¬ 
tion. 

Is  the  pending  amendment  a  proposal 
to  put  into  the  tax  bill  a  special  carry¬ 
forward  opportunity  for  a  particular  util¬ 
ity  in  Minnesota? 

Mr.  DOUGLAS.  Yes;  and  a  carry¬ 
back  opportunity,  too,  for  a  prior  period 
of  loss. 

Mr.  PROXMIRE.  Would  this  apply  to 
a  particular  utility? 

Mr.  DOUGLAS.  Yes. 

Mr.  PROXMIRE.  And  not  to  others? 
Mr.  DOUGLAS.  Yes. 

Mr.  PROXMIRE.  Is  that  because  only 
a  specific  year  is  involved? 

Mr.  DOUGLAS.  Yes. 

Mr.  PROXMIRE.  Would  it  be  special 
legislation,  in  the  sense  that  it  would 
involve  one  particular  concern? 

Mr.  DOUGLAS.  That  is  correct. 

Mr.  PROXMIRE.  Is  it  also  true  that, 
while  special  legislation  of  this  kind  has 
been  passed  in  previous  years,  this  would 
be  unprecedented,  or  virtually  unprece¬ 
dented,  in  that  it  would  be  passed  as  a 
part  of  a  general  taxation  bill? 

Mr.  DOUGLAS.  I  wish  I  could  reply 
to  that  in  the  affirmative. 

Mr.  PROXMIRE.  I  said  “virtually  un¬ 
precedented.”  It  is  very  rare? 

Mr.  DOUGLAS.  Yes;  I  think  it  is 
relatively  rare,  but  I  think  it  is  a  prac¬ 
tice  which  is  increasingly  creeping  into 
legislation. 

Mr.  PROXMIRE.  One  of  the  advan¬ 
tages,  from  the  standpoint  of  those  who 
propose  this  amendment,  as  I  under¬ 
stand,  is  that  if  it  should  become  a 
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part  of  the  tax  bill  it  would  mean  it 
would  be  impossible  for  the  President  of 
the  United  States  to  exercise  his  consti¬ 
tutional  opposition  to  this  particular  pro¬ 
vision  by  vetoing  it,  unless  he  vetoed  the 
entire  tax  bill.  Is  that  correct? 

Mr.  DOUGLAS.  That  has  not  been 

explicitly  stated - 

Mr.  PROXMIRE.  No;  I  do  not  say 
that  is  the  intention.  I  say  that  would 
be  one  of  the  consequences. 

Mr.  DOUGLAS.  That  would  be  one 
of  the  effects,  without  question.  The 
President  could  not  exercise  independent 
judgment  with  respect  to  the  provision 
which  he  vetoed  last  year. 

Mr.  PROXMIRE.  The  Senator  from 
Wisconsin  is  also  deeply  concerned  about 
the  implications  of  that  kind  of  ap¬ 
proach.  Does  it  not  seem  that  Senatois 
who  happen  to  have  the  advantage  of 
being  influential  with  powerful  dom¬ 
inant  members  of  the  Finance  Commit¬ 
tee  are  in  a  position  to  obtain  special 
consideration  for  their  States,  but  those 
of  us  who  have  no  such  dominant  repre¬ 
sentation  or  friends  on  that  very  im¬ 
portant  committee  cannot  obtain  such 
recognition  for  our  States? 

Mr.  DOUGLAS.  There  is  a  little  verse 

that  goes — 

The  good  old  rule. 

The  simple  plan. 

That  they  shall  take 
Who  have  the  power 
And  they  shall  keep 
Who  can. 

Those  who  have  powerful  friends  on 
the  Finance  Committee,  or  are  friends 
of  powerful  members  of  the  Finance 
Committee,  can  frequently  enjoy  a  bet¬ 
ter  meal  at  the  public  table  than  those 
to  whom  the  doors  are  barred. 

Mr.  SMATHERS.  Mr.  President,  will 
the  Senator  yield? 

Mr.  DOUGLAS.  I  yield. 

Mr.  SMATHERS.  I  should  like  to  have 
the  Senator  from  Wisconsin  know  that 
any  time  that  he  has  any  problem  in¬ 
volving  anybody  in  Wisconsin,  he  will  get 
just  as  sympathetic  and  prompt  con¬ 
sideration  from  me  as  if  the  problem 
arose  in  my  own  State.  So  I  do  not  want 
him  to  feel  lonely  or  left  out.  He  has  a 
friend.  ,  _ 

Mr.  PROXMIRE.  I  thank  the  Sena¬ 
tor.  It  is  good  to  know  that  I  have  a 
friend. 

Mr.  KEFAUVER  rose. 

Mr.  PROXMIRE.  Before  the  Senator 
yields  to  the  Senator  from  Tennessee,  I 
should  like  to  ask  the  Senator  from  Ill¬ 
inois  finally  if  what  I  am  about  to  state 
is  a  fair  summation:  First,  the  proposed 
provision  is  one  which  would  favor  one 
particular  city  or  one  particular  State 
in  the  Union. 

Mr.  DOUGLAS.  I  would  not  say  a  city 
or  a  State. 

Mr.  PROXMIRE.  One  particular 
company. 

Mr.  DOUGLAS.  One  particular  com¬ 
pany.  , 

Mr.  PROXMIRE.  That  is  correct;  the 
stockholders  and  customers  of  that  con¬ 
cern.  „ 

Mr.  DOUGLAS.  Not  necessarily  the 
customers. 

Mr.  PROXMIRE.  Very  well.  The 
stockholders. 


Second,  it  is  a  provision  with  respect 
to  which  the  President  has  already  in¬ 
dicated  his  position  on  the  merits  by 
vetoing  it. 

Mr.  DOUGLAS.  That  is  correct.  He 
vetoed  it  last  year. 

Mr.  PROXMIRE.  If  the  measure  were 
attached  as  a  rider  to  a  general  tax  bill 
the  President  would  not  have  such  in¬ 
dependent  opportunity  in  the  future. 

Mr.  DOUGLAS.  That  is  correct. 

Mr.  PROXMIRE.  Third,  the  particu¬ 
lar  method  attempted,  while  it  may  not 
be  totally  unprecedented,  seems  to  be 
rare  and,  at  least  on  the  basis  of  the  lim¬ 
ited  experience  of  the  Senator  from  Wis¬ 
consin,  who  has  been  a  Member  of  this 
body  for  5  years,  it  is  most  unusual  and 
does  not  seem  to  be  available  to  Senators 
who  represent  other  States. 

Mr.  DOUGLAS.  I  think  it  would  cre¬ 
ate  a  most  unfortunate  precedent. 

Mr.  PROXMIRE.  I  thank  the  Sen¬ 
ator. 

Mr.  KEFAUVER.  Mr.  President,  will 
the  Senator  yield? 

Mr.  DOUGLAS.  I  yield. 

Mr.  KEFAUVER.  Unfortunately,  I  did 
not  hear  all  the  colloquy.  What  is  the 
difference,  if  any,  between  the  proposed 
legislation  and  the  measure  that  was 
previously  vetoed  by  the  President? 

Mr.  DOUGLAS.  As  I  understand,  they 
are  identical. 

Mr.  KEFAUVER.  I  thank  the  Sen¬ 
ator. 

Mr.  DOUGLAS.  Mr.  President,  I  sug¬ 
gest  the  absence  of  a  quorum. 

Mr.  KERR.  Mr.  President,  before  the 
Senator  does  so,  the  Senator  from  Okla¬ 
homa  would  like  the  floor  for  a  moment. 

The  PRESIDING  OFFICER.  Does  the 
Senator  withhold  his  request? 

Mr.  DOUGLAS.  Yes.  I  withhold  the 
request  to  oblige  the  Senator  from  Okla¬ 
homa.  _  _ 

The  PRESIDING  OFFICER.  The 
Senator  from  Oklahoma  is  recognized. 

Mr.  KERR.  Mi.  President,  for  the 
record,  I  should  like  to  make  clear  one 
or  two  things  with  reference  to  the 
amendment.  In  the  first  place,  it  is  a 
general  amendment  which  would  be  ap¬ 
plicable  to  any  company  that  might  come 
tinder  the  specifications  contained  in  the 
amendment. 

Second,  in  view  of  the  fact  that  the 
utility  is  regulated,  its  rates  would  ordi¬ 
narily  be  set  so  as  to  enable  the  company 
to  obtain  a  fair  return  on  its  investment 
and  replace  its  investment. 

It  was  an  unfortunate  set  of  circum¬ 
stances  that  brought  about  the  situation 
in  which  the  streetcar  company  became 
involved.  The  company  sustained  severe 
losses  due  to  the  corruption  of  certain  of 
its  officers  and  managers.  As  I  under¬ 
stand,  some  of  those  who  were  guilty 
were  sent  to  the  penitentiary. 

The  Senator  from  Oklahoma  feels  that 
the  real  people  at  interest  are  the  con¬ 
sumers  in  Minneapolis  and  St.  Paul, 
Minn.  The  rates  of  the  street  railway 
company  will  have  to  reflect  its  losses  as 
well  as  be  affected  by  its  earnings.  If  it 
is  not  permitted  to  recoup  its  losses,  its 
only  alternative  is  to  seek  to  increase  its 
r9ftcs. 

The  Senator  from  Oklahoma  feels, 
therefore,  that  the  amendment  has 


equity.  Had  he  not  thought  so,  he 
would  not  have  favored  its  adoption  in 
the  committee.  He  would  not  have  fa¬ 
vored  adoption  and  passage  of  the  bill 
last  year. 

It  is  true  that  a  similar  bill  was  vetoed 
by  the  President  of  the  United  States. 
The  President  has  a  right  to  veto  any 
bill  that  comes  before  him.  It  is  also 
true  that  the  Congress  of  the  United 
States  passed  the  bill.  The  Congress 
passed  it  because  the  Congress  believed 
it  was  equitable.  It  passed  it  as  it  has 
passed  many  other  pieces  of  legislation 
calculated  to  provide  a  better  environ¬ 
ment  for  transportation  companies,  both 
municipal  and  railway,  intrastate  and 
interstate.  Many  of  them  are  in  serious 
economic  difficulties. 

The  Congress  of  the  United  States 
has  probably  given  more  consideration 
to  the  enactment  of  legislation  calcu¬ 
lated  to  provide  a  more  favorable  eco¬ 
nomic  opportunity  or  environment  for 
transportation  companies  than  to  any 
other  subject  upon  which  we  have  acted, 
except  agriculture. 

We  have  not  done  too  well,  in  either 
field.  The  Senator  from  Oklahoma  is 
in  favor  of  legislation  that  will  provide 
a  more  favorable  economic  opportunity 
for  both.  He  thinks  the  amendment 
would  do  that.  While  it  is  a  general 
measure,  its  application  would  be  limited. 
If  I  were  to  find  fault  with  it,  it  would 
not  be  because  it  was  too  broad,  but 
because  it  was  too  limited.  The  Senator 
from  Oklahoma  still  thinks  that  the 
principal  beneficiaries  of  it  would  be 
the  consumers,  those  who  pay  street 
railway  transportation  costs  in  the  Twin 
Cities  of  Minnesota.  He  feels  that  the 
Senate  would  be  not  only  justified,  but 
acting  in  a  spirit  of  equity  and  justice, 
if  it  approved  the  amendment. 

Mr.  HUMPHREY.  Mr.  President,  will 
the  Senator  yield? 

Mr.  KERR.  I  yield. 

Mr.  HUMPHREY.  I  wish  to  correct, 
if  I  can,  an  impression  relating  to  the 
bill.  Under  present  internal  revenue 
law,  had  the  company  had  responsible 
and  prudent  management,  and  had  con¬ 
verted  over  a  period  of  years — rather 
than  in  18  months — it  could  have 
charged  off  its  conversion  losses  against 
future  years’  profits. 

Because  of  the  fraudulent  manage¬ 
ment.  and  because  the  management  con¬ 
verted  in  18  months  instead  of  5  or  6  or 
7  years,  as  many  transit  companies 
have,  it  was  impossible  for  the  company 
to  take  advantage  of  the  provisions  of 
the  Internal  Revenue  Code  which  pro¬ 
vide  for  a  deduction  of  this  conversion 
loss  from  income. 

This  bill  does  not  cost  the  Treasury 
one  dime  more  than  had  the  company 
been  operating  under  normal  prudent 
management.  It  does  not  add  new 
costs.  It  merely  places  the  company  in 
the  position  it  would  have  been  in  had 
it  had  prudent  management  and  con¬ 
verted  over  a  period  of  years. 

I  have  studied  the  report  of  the  House 
Ways  and  Means  Committee  on  this 
measure  of  a  year  ago,  as  well  as  the 
report  of  our  own  Committee  on  Fi¬ 
nance.  Even  if  there  had  been  no 
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fraudulent  management,  there  would  be 
the  same  problem  relating  to  the  con¬ 
version  loss,  because  what  really  hap¬ 
pened  was  a  too  rapid  conversion  to 
make  the  company  eligible  under  the 
existing  law.  Therefore,  we  are  merely 
asking  that  the  law  be  modified  so  as  to 
permit  the  company  to  take  advantage 
of  the  provisions  of  the  Internal  Reve¬ 
nue  Code,  which  provisions  could  have 
been  and  should  have  been  applied  un¬ 
der  normal,  prudent  management  back 
in  the  years  1953  and  1954  when  the 
conversion  losses  were  sustained. 

This  is  no  drain  on  the  Treasury.  As 
the  Senator  from  Illinois  has  said,  this 
is  a  regulated  utility.  I  call  to  the  at¬ 
tention  of  my  colleagues  in  the  Senate 
that  under  the  constitution  of  the  State 
of  Minnesota,  State  statutes  and  judi¬ 
cial  decisions,  both  State  and  Federal, 
it  is  mandatory  that  shareholder  invest¬ 
ments  are  entitled  to  a  reasonable  rate 
of  return.  Such  reasonable  rate  of  re¬ 
turn  is  guaranteed,  regardless  of  Federal 
income  taxes  incurred  by  the  company 
in  any  amount.  Shareholder’s  return  is 
determined  by  law  as  administered  by 
the  Minnesota  Railway  and  Warehouse 
Commission,  and  is  not  affected  by  the 
passage  of  this  act. 

I  call  attention  to  the  fact  that  if  this 
legislation  is  not  provided,  there  is  only 
one  thing  left  for  the  company  to  do, 
and  that  is  to  raise  its  rates,  which  means 
that  the  bus  rider,  who  is  also  a  taxpayer, 
will  pay  more.  This  is  the  law.  The 
State  constitution  itself  provides  that. 

All.  we  are  asking  for  is  what  was  in¬ 
dicated  a  moment  ago  in  the  discussion 
and  colloquy.  We  are  asking  for  an  ex¬ 
tension  of  time,  as  the  President  has 
suggested  in  his  own  mass  transit  mes¬ 
sage  of  this  year;  an  extension  of  time 
for  conversion  loss  privileges.  That  is 
all. 

I  remind  Senators  that  before  many 
months  we  will  have  mass  transportation 
problems  in  city  after  city.  We  are  try¬ 
ing  to  take  care  of  one  of  these  problems 
in  our  own  community.  It  seems  it  is  a 
matter  of  simple  equity  to  support  the 
amendment. 

Mr.  KERR.  Mr.  President,  as  I  un¬ 
derstand,  if  the  bill  is  enacted,  the  loss 
that  can  be  carried  forward  is  less  than 
$2!4  million.  I  would  like  to  have  the 
Senator  from  Minnesota  correct  me  if 
I  am  not  correct. 

Mr.  HUMPHREY.  Yes;  it  is  esti¬ 
mated  that  the  losses  the  company  could 
avail  itself  of  based  on  projected  future 
earnings  is  around  $2.5  million. 

Mr.  KERR.  In  other  words,  if  it 
earned  it  under  its  present  rates,  it  would 
have  an  opportunity  to  recover  approxi¬ 
mately  $2i/2  million  in  losses  which  it  did 
not  recover  in  the  regular  5-year  carry¬ 
forward  period.  Is  that  correct? 

Mr.  HUMPHREY.  Yes;  and  had  it 
converted  gradually  over  a  several-year 
period  it  could  have  recovered  even  more 
of  its  loss.  In  fact,  it  could  have  recov¬ 
ered  the  full  $5,200,000.  Time  is  run¬ 
ning  out.  If  we  lose  this  opportunity, 
to  recover  approximately  $2  y2  million, 
and  wait  another  year,  the  recoverable 
loss  will  be  lower.  As  my  colleague,  who 
is  a  member  of  the  Committee  on  Fi¬ 
nance  has  pointed  out,  when  people  ask, 


why  must  this  be  done  this  year,  the  an¬ 
swer  is  that  it  must  be  done  this  year 
because  if  we  wait  another  year,  the  re¬ 
coverable  loss  will  be  even  lower,  per¬ 
haps  a  million  or  a  million  and  a  half 
dollars.  We  have  already  hurt  the  peo¬ 
ple  who  have  made  investments,  and 
the  people  who  ride  the  buses. 

Mr.  PASTORE.  Mr.  President,  will 
the  Senator  yield? 

Mr.  DOUGLAS.  Mr.  President,  who 
has  the  floor? 

The  PRESIDING  OFFICER.  The 
Senator  from  Oklahoma  has  the  floor. 

Mr.  KERR.  I  yield  to  the  Senator 
from  Minnesota. 

Mr.  DOUGLAS.  I  thought  the  rules 
of  the  Senate  provided  that  a  Senator 
loses  the  floor  when  he  sits  down. 

Mr.  KERR.  The  Senator’s  point  is 
well  taken.  The  Senator  from  Okla¬ 
homa  will  remain  on  his  feet. 

I  ask  unanimous  consent  that  I  may 
yield  so  that  the  Senator  from  Rhode 
Island  may  ask  a  question  of  the  Senator 
from  Minnesota. 

The  PRESIDING  OFFICER.  Is  there 
objection?  The  Chair  hears  none,  and 
it  is  so  ordered. 

Mr.  PASTORE.  I  understand  that 
this  concession  applies  to  only  one  com¬ 
pany,  although  it  is  general  in  terms. 

Mr.  HUMPHREY.  That  is  correct. 

Mr.  PASTORE.  I  understand  that 
this  company  has  its  affairs  and  charges 
and  profits  regulated  by  some  State  au¬ 
thority.  Is  that  correct? 

Mr.  HUMPHREY.  Yes;  a  State  con¬ 
stitutional  provision  also  applies,  under 
which  the  shareholders  are  guaranteed  a 
certain  rate  of  return.  If  this  conversion 
loss  is  not  approved  now,  and  the  time  is 
extended,  the  only  answer  is  an  increase 
in  rates.  We  have  already  had  an  in¬ 
crease  in  rates. 

Mr.  KERR.  Mr.  President,  I  yield  the 
floor. 

Mr.  DOUGLAS.  Mr.  President,  this  is 
a  very  important  matter.  It  deserves 
to  be  discussed  before  a  larger  number  of 
Senators  than  there  is  on  the  floor  now. 
A  hasty  count  indicates  only  11  or  12  Sen¬ 
ators  on  the  floor.  I  am  about  to  ask 
for  a  quorum.  I  do  not  intend  to  tie  up 
the  Senate  on  quorum  calls,  but  I  do 
think  we  should  have  a  larger  attend¬ 
ance.  I  therefore  suggest  the  absence  of 
a  quorum. 

The  PRESIDING  OFFICER.  The 
clerk  will  call  the  roll. 

The  legislative  clerk  called  the  roll, 
and  the  following  Senators  answered  to 
their  names. 


Aiken 

Allott 

Bartlett 

Beall 

Bennett 

Boggs 

Bottum 

Burdick 

Bush 

Butler 

Byrd,  Va. 

Byrd,  W.  Va. 

Cannon 

Capehart 

Carlson 

Carroll 

Case 

Chavez 

Church 

Clark 
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Cooper 
Cotton 
Curtis 
Dirksen 
Dodd 
Douglas 
Eastland 
Ellender 
Engle 
Ervin 
Fong 
Fulbright 
Goldwater 
Gore 
Hart 
Hartke 
Hayden 
Hickenlooper 
Hickey 
Hill 


Holland 

Hruska 

Humphrey 

Jackson 

Javits 

Johnston 

Jordan,  N.C. 

Jordan,  Idaho 

Keating 

Kefauver 

Kerr 

Kuchel 

Lausche 

Long,  Mo. 

Long,  Hawaii 

Long,  La. 

Magnuson 

Mansfield 

McCarthy 

McClellan 
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McGee 

Pastore 

Smith,  Maine 

McNamara 

Pearson 

Sparkman 

Metcalf 

Pell 

Stennis 

Miller 

Prouty 

Talmadge 

Monroney 

Proxmire 

Thurmond 

Morse 

Robertson 

Tower 

Morton 

Russell 

Williams,  N.J. 

Moss 

Saltonstall 

Williams,  Del. 

Mundt 

Scott 

Yarborough 

Muskie 

Smathers 

Young,  N.  Dak 

Neuberger 

Smith,  Mass. 

Young,  Ohio 

Mr.  HUMPHREY.  I  announce  that 
the  Senator  from  Nevada  [Mr.  Bible] 
is  absent  on  official  business. 

I  further  announce  that  the  Senator 
from  New  Mexico  [Mr.  Anderson],  the 
Senator  from  Alaska  [Mr.  Gruening], 
the  Senator  from  Missouri  [Mr.  Syming¬ 
ton],  and  the  Senator  from  West  Vir¬ 
ginia  [Mr.  Randolph]  are  necessarily 
absent. 

Mr.  KUCHEL.  I  announce  that  the 
Senator  from  New  Hampshire  [Mr.  Mur¬ 
phy]  and  the  Senator  from  Wisconsin 
[Mr.  Wiley]  are  necessarily  absent. 

The  PRESIDING  OFFICER.  A  quo¬ 
rum  is  present. 

Mr.  DOUGLAS.  Mr.  President,  what 
is  the  pending  question? 

The  PRESIDING  OFFICER.  The 
pending  question  is  on  agreeing  to  the 
committee  amendment  known  as  No. 
8,  beginning  on  page  388,  in  line  11. 

Mr.  DOUGLAS.  Is  it  section  24  of  the 
bill? 

The  PRESIDING  OFFICER.  Yes, 
section  24. 

Mr.  DOUGLAS.  Is  it  the  proposed 
legislation  in  regard  to  the  Twin  Cities 
Transit  Co.? 

The  PRESIDING  OFFICER.  That  is 
correct. 

Mr.  DOUGLAS.  Mr.  President,  on  the 
question  of  agreeing  to  this  amendment, 
I  ask  for  the  yeas  and  nays. 

The  PRESIDING  OFFICER.  Is  there 
a  sufficient  second? 

The  yeas  and  nays  were  ordered. 

Mr.  DOUGLAS.  Mr.  President,  I  am 
glad  there  is  now  a  quorum  present,  or 
at  least  that  a  quorum  answered  to  the 
rollcall. 

I  wonder  whether  we  may  have  an  ex¬ 
planation  of  this  proposal.  Are  its  spon¬ 
sors  on  floor? 

Mr.  DIRKSEN.  Mr.  President,  will  the 
Senator  from  Illinois  yield  for  a  parlia¬ 
mentary  inquiry? 

Mr.  DOUGLAS.  I  shall  be  glad  to  yield 
for  a  question. 

Mr.  DIRKSEN.  I  wish  to  direct  a 
parliamentary  inquiry  to  the  Chair. 

Mr.  DOUGLAS.  I  yield  for  a  parlia¬ 
mentary  inquiry,  with  the  understand¬ 
ing  that  I  shall  not  thereby  lose  my  right 
to  the  floor. 

The  PRESIDING  OFFICER.  With¬ 
out  objection,  it  is  so  ordered. 

Mr.  DIRKSEN.  Mr.  President,  as  I 
understand,  the  pending  question,  on 
which  the  yeas  and  nays  have  been  or¬ 
dered,  is  on  agreeing  to  the  committee 
amendment  to  make  certain  tax  restitu¬ 
tion  to  the  street  railway  system  of  the 
Twin  Cities  of  St.  Paul  and  Minneapolis, 
as  a  result  of  the  peccadillos  or  pecula¬ 
tions  of  officers  of  that  company,  and  be¬ 
cause  of  the  fact  that  in  order  for  it  to 
continue  in  operation,  it  would  be  neces¬ 
sary  for  it  to  have  a  sharp  increase  in 
its  rates  if  this  proposed  tax  relief  were 
not  afforded. 
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Mr.  DOUGLAS.  Mr.  President,  is  that 
a  proper  parliamentary  inquiry? 

Mr.  DIRKSEN.  Well,  Mr.  President, 
it  is  not,  as  a  matter  of  fact,  as  I  under¬ 
stand.  .  ,  a.  •  4.V.  i. 

Mr.  DOUGLAS.  Mr.  President,  is  that 

a  proper  parliamentary  inquiry? 

The  PRESIDING  OFFICER.  No,  it  is 
not. 

Mr.  DIRKSEN.  It  is  a  matter  of  gen¬ 
eral  information. 

Mr.  DOUGLAS.  Mr.  President,  is  no 
sponsor  of  the  amendment  ready  to  rise 
ta  defend  it? 

Mr.  DIRKSEN.  Mr.  President,  I  sug¬ 
gest  the  absence  of  a  quorum. 

The  PRESIDING  OFFICER.  Does 
the  Senator  from  Illinois  yield  for  that 

purpose?  ,  .  ,,  . 

Mr.  DOUGLAS.  No,  I  do  not  yield  for 
that  purpose.  I  think  the  sponsors  of 
the  amendment  should  be  allowed  a  de¬ 
cent  period  of  time  in  which  to  come  to 
the  floor  and  explain  the  amendment. 

Mr.  KERR.  Mr.  President,  a  parlia¬ 
mentary  inquiry:  What  is  the  pending 
question? 

The  PRESIDING  OFFICER.  The 

Senator  from  Illinois  has  the  floor - 

Mr.  DOUGLAS.  Mr.  President,  I  had 
hoped  that  the  sponsors  of  this  amend¬ 
ment  would— now  that  the  yeas  and  nays 
have  been  ordered — explain  the  amend¬ 
ment.  The  previous  discussion  took 
place  before  a  relatively  small  number 

of  Senators.  , 

Mr.  KERR.  Mr.  President,  if  the 
Senator  from  Illinois  is  looking  at  me, 

I  wish  to  say  that  I  put  an  explanation 
of  the  amendment  in  the  Record  and 
in  the  report.  The  amendment  has  been 
explained  on  the  floor  of  the  Senate 
by  the  Senator  from  Oklahoma,  by  the 
Senator  from  Minnesota  [Mr.  McCar¬ 
thy],  by  the  Senator  from  Minnesota 
[Mr.  Humphrey],  and  by  the  Senator 
from  Illinois  [Mr.  Douglas].  Not  only 
has  the  Senator  from  Illinois  listened 
to  a  number  of  explanations  of  this 
amendment,  but  he  has  also  made  an 
explanation  of  the  amendment,  on  the 
floor;  and  it  is  in  the  Record.  If  he  can¬ 
not  remember  it  any  longer  than  this, 
then  I  see  no  reason  why  it  should  be 
explained  again. 

So  far  as  I  am  concerned,  I  am  willing 
to  have  the  Senate  vote. 

Mr.  DOUGLAS.  Mr.  President,  who 
has  the  floor? 

Mr.  KERR.  You  do. 

The  PRESIDING  OFFICER.  The 
Senator  from  Illinois  has  the  floor. 

Mr.  DOUGLAS.  I  thank  both  the 
Presiding  Officer  and  the  Senator  from 
Oklahoma. 

Mr.  President,  the  previous  explana¬ 
tion  took  place  when  only  a  few  Sena¬ 
tors  were  on  the  floor.  I  think  at  one 
time  I  counted  six  or  seven.  It  was  for 
that  reason  that  I  asked  for  a  quorum 
call.  , 

The  Senator  from  Oklahoma  has  said 
there  has  already  been  sufficient  expla¬ 
nation,  because  it  is  in  the  Record. 
But  the  Record  will  not  be  printed  or 
read  until  tomorrow  morning.  So  the 
Senator  from  Oklahoma  is  really  sug¬ 
gesting  that  the  Senate  vote  without  an 
adequate  oral  presentation  to  the  Sena¬ 
tors  now  present. 


I  see  a  number  of  very  important  and 
very  fine  Senators  on  the  floor — the 
great  Senator  from  Texas  [Mr.  Yar¬ 
borough]  ,  the  Senator  from  Georgia,  the 
Senator  from  New  Mexico,  the  Senator 
from  South  Carolina,  the  two  Senators 
from  Vermont,  the  Senator  from  Hawaii, 
the  two  Senators  from  Delaware,  the 
Senator  from  South  Dakota — who  were 
not  here  when  the  original  discussion 
took  place.  I  therefore  hope  we  can  get 
an  explanation.  Then,  I  want  to  say, 
my  comments  will  be  brief,  and  we  can 
proceed  to  a  vote.  But  I  do  not  think 
the  Senate  should  be  asked  to  proceed  in 
the  absence  of  an  explanation. 

Mr.  President,  I  pause.  I  try  to  be 
fair  to  the  proponents  of  the  bill.  I  am 
ready  to  sit  down. 

Mr.  KERR.  Nobody  is  hindering  the 
Senator 

Mr.  DOUGLAS.  I  thank  the  Senator 
for  his  characteristic  courtesy. 

Mr.  KERR.  Does  the  Senator  yield 
the  floor? 

Mr.  DOUGLAS.  Mr.  President,  I  am 
ready  to  yield  the  floor,  if  the  proponents 
of  the  amendment  will  take  the  floor 
and  explain  it  and  defend  it. 

The  PRESIDING  OFFICER.  The 
question  is  on  the  amendment. 

Mr.  KERR.  Mr.  President,  as  I  said 
a  while  ago,  the  proposal  has  been  ex¬ 
plained  in  committee  and  on  the  floor, 
this  year  and  last  year.  The  Senator 
from  Minnesota  [Mr.  McCarthy],  au¬ 
thor  of  the  amendment,  is  present,  and 
the  Senator  from  Minnesota  [Mr. 
Humphrey]  is  familiar  with  it.  If  Sen¬ 
ators  want  to  ask  them  any  questions,  I 
am  sure  they  will  be  glad  to  answer 
them.  I  am  sure  the  Senator  from  Illi¬ 
nois  will  want  Senators  to  speak  for 
themselves  as  to  what  information  they 
want  on  the  amendment. 

The  PRESIDING  OFFICER.  The 
question  is  on  agreeing  to  the  amend¬ 
ment- 


Mr.  DOUGLAS.  Mr.  President,  are 
we  to  put  the  question  without  any  real 
explanation  of  the  amendment? 

Mr.  HUMPHREY.  Mr.  President,  will 
the  Senator  yield? 

Mr.  DOUGLAS.  I  yield. 

Mr.  HUMPHREY.  I  want  to  do  the 
best  I  can  to  accommodate  the  Senator, 
but  I  am.  not  the  expert  in  this  field. 
I  see  present  my  distinguished  colleague 
[Mr.  McCarthy]  ,  who  is  on  the  Finance 
Committee.  We  have  attempted  three 
or  four  times  to  explain  the  measure. 
Some  Senators  were  not  present  at  that 
time. 

The  simple  explanation  is  that  the 
present  Internal  Revenue  Code  provides 
that  any  transit  company  may  convert 
from  a  street  railway  to  buses  over  a 
period  of  years  and  losses  thereby  sus¬ 
tained  are  deductible  against  income. 
Other  transit  companies,  when  changing 
from  streetcars  to  buses,  took  full  ad¬ 
vantage  of  the  loss  carryover  provision 
in  the  law  by  converting  over  a  period 
of  many  years.  The  company  sustained 
a  conversion  loss  of  $10.2  million.  Due 
to  a  combination  of  fraudulent  and  poor 
management,  the  company  did  not  take 
advantage  of  its  full  conversion  offsets 
under  the  tax  code.  It  took  advantage 


only  of  approximately  $5  million  of  such 
conversion  loss. 

Under  present  law,  the  carry  forward 
time  has  expired.  The  pending  amend¬ 
ment  seeks  to  extend  the  time  so  that 
the  company  may  take  advantage  of  the 
remaining  conversion  losses  under  the 
Internal  Revenue  Code. 

Mr.  PASTORE.  Mr.  President,  will 
the  Senator  yield? 

Mr.  HUMPHREY.  I  yield. 

Mr.  PASTORE.  In  other  words,  this 
is  something  to  which  the  company 
would  have  been  entitled  if  the  officers 
of  the  company  had  not  been  corrupt  and 
if  they  had  not  been  in  jail? 

Mr.  HUMPHREY.  The  Senator  is 
correct.  I  want  to  make  crystal  clear 
that  this  is  a  stock  company  regulated 
under  the  laws  of  the  State  of  Minne¬ 
sota.  The  constitution  of  the  State  pro¬ 
vides  that  shareholders  ar.e  entitled  to 
a  reasonable  return  on  stock.  There¬ 
fore,  if  this  type  of  remedial  legislation 
is  not  passed,  there  is  only  one  way  in 
which  the  shareholders  can  receive  what 
the  State  constitution  provides;  namely, 
a  fair  return,  and  that  is  by  an  increase 
in  rates.  This  amendment  does  not  pro¬ 
vide  for  a  single  thing  the  company  was 
not  entitled  to  had  there  been  a  gradual 
conversion.  It  provides  only  that  this 
particular  company,  which  converted  in 
18  months,  under,  regrettably,  most  un¬ 
fortunate  and  corrupt  management,  but 
which  is  now  reorganized  and  has  a  new 
management,  and  which  represents  some 
of  the  finest  citizenry  of  our  State,  will 
be  permitted  to  take  advantage  of  the 
tax  loss  to  which  it  was  entitled. 

Mr.  RUSSELL.  Mr.  President,  will  the 
Senator  yield? 

Mr.  HUMPHREY.  I  yield. 

Mr.  RUSSELL.  How  many  of  the  old 
managers  were  involved  in  the  pecula¬ 
tions?  .  .  „ 

Mr.  HUMPHREY.  I  could  not  tell  the 
Senator,  but  the  manager  of  the  com¬ 
pany  was  indicted  in  the  district  court 
and  sentenced.  Others  were  involved 
and  sentenced  to  the  penitentiary. 

Mr.  RUSSELL.  Will  the  Senator  in¬ 
form  us  as  to  the  length  of  time? 

Mr.  HUMPHREY.  Several  years.  I 
do  not  want  to  make  it  appear  that  those 
who  defrauded  the  company  ran  away 
with  the  money  involved  in  this  situa¬ 
tion. 

Mr.  RUSSELL.  Was  any  restitution 
made? 

Mr.  HUMPHREY.  Some  restitution 
was  made,  yes. 

This  company  is  not  particularly  a 
profitmaking  company,  as T  ,true 

most  transit  companies.  What  we  are 
trying  to  do  is  to  provide  an  opportunity, 
in  case  this  company  does  make  enough 
money,  to  use  its  conversion  losses  as  de¬ 
ductible  items  against  income.  It  will 
be  very  fortunate  if  the  company  is  able 
to  claim  $2  million  out  of  the  $5  mil- 
lion  because  most  transit  companies  aie 
barely  getting  by  today. 

Not  only  was  this  measure  thoroughly 
considered  by  the  Ways  and  Means  Com¬ 
mittee  of  the  House  and  the  Finance 
Committee  of  the  Senate,  but  the  Treas¬ 
ury  Department  has  not  raised  any  ob¬ 
jection  to  this  particular  proposal. 
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Equity  is  involved  here.  Of  course,  these 
are  unusual  circumstances,  .there  is  no 
doubt  about  it,  and  the  unusual  qjrcum- 
stances  are  so  unusual  that  the  case 
went  to  the  district  court,  and  jail  sen¬ 
tences  were  fixed  for  those  who  man¬ 
aged  the  company. 

Mr.  RUSSELL.  Does  the  Senator  re¬ 
member  the  amount  lost  as  a  result  of 
the  peculations,  and  the  amount  recov¬ 
ered? 


Mr.  HUMPHREY.  No,  I  do  not.  Had 
there  not  been  fraudulent  conduct,  had 
the  management  been  honest,  the  fact 
of  the  matter  is  that  by  accomplishing 
conversion  in  an  18 -month  period  the 
company  could  not  possibly  have  taken 
advantage  of  the  provisions  of  the  In¬ 
ternal  Revenue  Code,  which  provide  for 
3  years  back  and  5  years  forward.  It 
was  bad  management.  It  was  fraudu¬ 
lent  management.  The  company  would 
have  been  entitled  to  a  $10,200,000  con¬ 
version  loss.  We  are  seeking  to  extend 
the  carryover  provisions  of  the  Internal 
Revenue  Code  for  a  few  more  years 
within  the  spirit  of  the  terms  of  the 
President’s  transportation  message  so 
that  if  the  company  makes  money — I  re¬ 
peat,  if  the  company  makes  money — it 
can  charge  off  some  of  these  conversion 
losses  which  the  Internal  Revenue 
Service  has  said  it  can  certify  against 
the  profit.  There  is  no  guarantee  that  it 
will  be  able  to  do  it.  It  may  not  make 
money.  It  may  break  even,  or  lose 
money,  and  it  may  not  be  able  to  take 
advantage  of  the  legislation  at  all. 

This  is  no  windfall.  It  permits  the 
company,  now  that  it  has  been  reorgan¬ 
ized — and  it  is  a  public  utility  regulated 
by  the  Railroad  and  Warehouse  Com¬ 
mission  of  Minnesota — to  be  able  to 
charge  a  conversion  loss  against  its 
profit,  as  any  other  company  has  the 
right. 

Mr.  PROXMIRE.  Mr.  President,  will 
the  Senator  yield? 


Mr.  HUMPHREY.  I  yield. 

Mr.  PROXMIRE.  If  this  bill  passes, 
will  this  provision  apply  to  any  other 
company  in  the  country  besides  the  Twin 
Cities  Rapid  Transit  Co.? 

Mr.  HUMPHREY.  Yes;  under  similar 
circumstances  it  will. 

Mr.  PROXMIRE.  The  similar  cir¬ 
cumstances  would  mean  that  the  cor¬ 
poration  would  have  had  to  suffer  a  net 
loss  between  December  31,  1953,  and  De¬ 
cember  31,  1954.  If  it  had  it  in  the  fol¬ 
lowing  year  or  the  previous  year,  it  would 
not  apply? 

Mr.  HUMPHREY.  That  is  correct. 
That  is  not  unusual. 

Mr.  PROXMIRE.  It  seems  unusual  to 
this  Senator  that  it  would  have  to  apply 
to  that  particular  year,  and  not  to  the 
year  before  or  the  year  after;  it  would 
have  had  to  occur  in  the  same  year  that 
it  happened  to  the  Twin  Cities  Rapid 
Transit  Co.,  and  would  apply  only  under 
those  circumstances. 

Mr.  HUMPHREY.  That  is  correct. 

Mr.  PROXMIRE.  Now  I  ask  the  Sen¬ 
ator  if  we  would  not  be  establishing  the 
precedent  that,  if  at  any  time  in  the 
future,  because  of  bad  management  or 
fraudulent  management,  a  utility  should 
lose  money,  or  should  be  in  a  position 
similar  to  the  one  in  which  this  com¬ 


pany  is,  it  would  be  appropriate  to  come 
to  the  Congress  and  to  have  a  rider  put 
on  a  general  tax  bill  for  the  relief  of 
that  company,  in  the  form  of  an  addi¬ 
tional  carryforward  provision?  That 
is  what  is  to  be  done  under  these  cir¬ 
cumstances,  rather  than  to  introduce  the 
proposal  as  a  bill,  because,  if  introduced 
as  a  bill,  the  President  would  veto  the 
bill.  Is  it  the  position  of  the  Senator 
from  Minnesota  that  it  should  be  put 
and  can  be  put  on  a  general  tax  bill  as 
a  rider,  so  that  the  President  cannot 
veto  it?  Is  that  correct? 

Mr.  HUMPHREY.  I  know  my  col¬ 
league  wants  me  to  be  very  frank  with 
him. 

Mr.  PROXMIRE.  Yes. 

Mr.  HUMPHREY.  The  truth  is  that 
it  might  be  better  if  we  could  do  this  by 
regular  special  legislation. 

I  will  say  to  the  Senator,  however,  that 
each  year  we  let  this  problem  go  by,  this 
particular  company  and  this  particular 
public  service  loses  an  opportunity  to 
regain  its  so-called  conversion  losses. 

In  addition,  there  is  the  fact  that  we 
know  we  are  coming  to  the  end  of  this 
session,  and  we  shall  have  very  little 
opportunity  to  pass  any  legislation  such 
as  this. 

This  is  not  an  unusual  proposal.  I 
have  in  my  hand  a  whole  series  of 
remedial  tax  precedents  which  have  been 
used  for  railroads,  street  railways, 
steamship  lines,  banks,  and  insurance 
companies.  This  has  happened  re¬ 
peatedly. 

Mr.  PROXMIRE.  Not  under  circum¬ 
stances  of  this  kind. 

Mr.  HUMPHREY.  Each  time  there  is 
a  separate  set  of  circumstances.  Each 
time  remedial  legislation  is  passed  it 
relates  to  a  special  set  of  circumstances. 

Mr.  PROXMIRE.  This  is  a  situation 
in  which  the  owners  now  are  the  same 
owners,  roughly,  the  street  railway  had 
in  1953  and  1954,  when  the  difficulties 
developed.  Is  not  that  correct? 

Mi-.  HUMPHREY.  In  part,  but  not 
completely. 

Mr.  PROXMIRE.  Generally,  they  are 
the  same  owners. 

Mr.  HUMPHREY.  The  stock  is  on 
the  New  York  Stock  Exchange. 

Mr.  PROXMIRE.  Do  not  the  owners 
of  a  company,  basically  and  as  a  matter 
of  principle,  have  the  responsibility  for 
the  management  of  the  company?  They 
own  the  stock.  They  can  vote  one  man¬ 
agement  out  and  vote  another  manage¬ 
ment  in. 

Mr.  HUMPHREY.  And  they  did. 

Mr.  PROXMIRE.  Yes,  indeed.  The 
Senator  is  saying  that  when  this  hap¬ 
pens  the  Government  should  step  in 
and  provide  a  “bail-out”  operation. 

Mr.  HUMPHREY.  What  the  Senator 
from  Minnesota  is  saying  is  that  the 
management  of  the  company  was  en¬ 
titled,  according  to  the  Internal  Reve¬ 
nue  Code,  to  a  $10.2  million  conversion 
loss. 

The  management  of  the  company  was 
very  poor  management,  working  sup¬ 
posedly  in  the  name  of  the  stockholders, 
and  was  a  fraudulent  management,  and 
converted  in  only  18  months  instead  of 
over  a  period  of  several  years  as  prudent 
management  would,  and  thus  could  take 


advantage  of  only  slightly  more  of  $5 
million  of  the  $10.2  million  conversion 
losses. 

That  management  was  fired.  That 
management  was  prosecuted.  That 
management  was  imprisoned. 

All  my  colleague,  the  junior  Senator 
from  Minnesota  [Mr.  McCarthy]  did,  by 
offering  his  proposal,  was  to  say  that 
since  the  company  was  entitled,  accord¬ 
ing  to  the  Internal  Revenue  Code,  to 
$10.2  million  of  conversion  losses  had 
there  been  proper  management  we 
should  amend  the  law  to  permit  an  ad¬ 
ditional  period  of  time  for  the  company 
to  qualify,  it  it  can. 

I  am  before  the  Senate  saying  the 
company  cannot  qualify  for  more  than 
a  fraction  of  that  amount.  They  will 
be  lucky  to  qualify  for  $2  million. 

Mr.  PROXMIRE.  Why  not  general¬ 
ize? 

Mr.  HUMPHREY.  So  the  Treasury 
Department  has  gained  a  windfall  of  $3 
million.  We  have  helped  the  other 
States. 

Mr.  DOUGLAS.  Mr.  President,  will 
the  Senator  yield? 

Mr.  PROXMIRE.  If  the  Senator  will 
yield  for  one  more  question  before  the 
Senator  from  Illinois  interrogates  him, 
why  not  generalize  the  provision  to  ap¬ 
ply  to  all  circumstances  and  to  all  utili¬ 
ties,  in  the  event  of  such  a  loss,  instead 
of  limiting  it  to  1  year  and  in  effect  to 
Twin  Cities  Rapid  Transit. 

Mr.  HUMPHREY.  If  the  Senator  will 
permit  me,  why  does  the  Senator  not 
offer  such  an  amendment? 

Mr.  PROXMIRE.  I  think  it  would  be 
unconscionable.  I  think  it  would  be  very 
bad.  I  think  this  is  a  bad  proposal. 

What  we  are  asked  to  say,  in  effect, 
is,  “if  you  have  bad  management  and 
if  because  of  this  management  the  com¬ 
pany  loses  money,  then,  if  you  have 
powerful  friends  in  the  U.S.  Senate  on 
the  Finance  Committee” - 

Mr.  HUMPHREY.  May  I  say  to  the 
Senator - 

Mr.  PROXMIRE.  Surely  this  is  the 
case.  The  Senator  knows  this  is  the 
case. 

Mr.  HUMPHREY.  I  say  to  the 
Senator - 

Mr.  PROXMIRE.  It  is  obvious.  The 
Senator  from  Wisconsin  does  not  have 
this  power.  I  am  sure  that  I  could  not 
possibly  persuade  the  "powers  that  be” 
on  the  Finance  Committee  to  do  this.  I 
would  not  have  a  chance. 

Mr.  HUMPHREY.  The  Senator  from 
Wisconsin  has  as  much  power  as  any 
Senator  in  this  body.  Some  people  think 
that  he  has  more  power  than  other 
Senators  in  this  body. 

Mr.  PROXMIRE.  I  am  sure  that  is 
not  true.  If  a  person  happens  to  come 
from  a  State  which  has  powerful  Sena¬ 
tors  of  this  kind,  he  can  then  seek  to  tie 
riders  onto  bills,  even  if  the  President 
of  the  United  States  says  that  it  is 
wrong  and  vetoes  it,  and  says  that  it 
should  not  be  done.  It  would  still  be¬ 
come  lav/.  I  say  that  would  be  a  bad 
precedent.  I  think  it  would  be  very  bad 
public  policy,  unless  generalized  and  ap¬ 
plied  to  all  equally,  and  then  the  proposal 
would  not  get  enough  votes  to  put  in  the 
Senator’s  hat,  if  we  should  generalize 
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this  kind  of  provision,  and  the  Senator 
knows  it. 

Mr.  HUMPHREY.  I  say  to  the  Sena¬ 
tor  that  one  of  the  duties  of  any  public 
body — legislative,  judicial,  or  executive — 
is  to  give  equity.  That  is  the  first  duty 
of  government. 

Mr.  PROXMIRE.  I  agree.  That  is 
why  I  am  opposing  this  amendment. 

Mr.  HUMPHREY.  What  we  are  at¬ 
tempting  to  do,  stated  simply,  is  to  pro¬ 
vide  in  the  law  an  opportunity  for  the 
stockowners  and  for  the  bus  riders  to  be 
treated  equitably.  They  were  defrauded. 
They  were  victims  of  poor  management. 
They  were  victims  of  fraudulent  manage¬ 
ment. 

The  Congress  of  the  United  States  has 
written  into  the  law  that  railway  and 
street  railway  systems  in  converting  into 
bus  systems  may  apply  losses  thereby 
incurred  against  past  and  future  earn¬ 
ings. 

This  company,  because  of  its  then 
corrupt  management,  could  not  take  full 
advantage  of  this  law.  Who  was  hurt? 
The  stockholders  were  hurt.  Who  else 
was  hurt?  The  bus  riders  were  hurt. 

Make  no  mistake  about  it,  the  share¬ 
holders  of  this  company,  under  the  Con¬ 
stitution  of  the  State  and  the  statutes  of 
the  State,  as  well  as  the  judicial  decisions 
pertaining  thereto,  are  entitled  to  a  rea¬ 
sonable  return  on  their  investment.  If 
they  do  not  get  that  reasonable  return 
under  the  present  rates,  and  if  they  do 
not  get  some  relief  under  tax  laws  passed 
for  their  benefit,  the  rates  will  go  up. 

It  is  that  simple.  That  is  all  there  is 
to  it.  I  am  not  one  who  ordinarily  rides 
the  buses.  I  do  not  own  a  share  of  stock. 

Mr.  PROXMIRE.  I  have  never  said 
that.  Nobody  has  challenged  the  integ¬ 
rity  of  the  Senator  from  Minnesota. 

Mr.  HUMPHREY.  I  understand  that. 

I  fully  understand  that  these  matters 
ought  to  be  debated. 

The  Senator  from  Illinois  said  that  we 
ought  to  have  an  explanation.  I  agree 
with  the  Senator.  This  ought  to  be  de¬ 
bated.  This  is  not  an  easy  matter  to 
present,  but  thousands  of  people  are  in¬ 
volved.  A  community  was  victimized. 
Hundreds  and  thousands  of  stockholders 
were  victimized.  Thousands  of  bus 
riders  can  be  victimized,  and  the  Con¬ 
gress  of  the  United  States  can  give  them 
equity. 

That  is  all  we  are  seeking  to  do.  We 
simply  say,  “Help  us  out.”  We  do  not 
ask  help  for  the  Senators  from  Minne¬ 
sota,  but  we  ask  help  in  regard  to  a  set 
of  circumstances  which  was  unique  and 
different. 

If  the  Senator  from  Wisconsin  pre¬ 
sents  such  a  set  of  circumstances  per¬ 
taining  to  the  welfare  of  the  people 
whom  he  represents,  I  shall  be  the  first 
to  back  him  up,  and  that  goes  for  any 
other  Senator. 

Mr.  PROXMIRE.  Let  the  bill  stand 
on  its  own  feet,  rather  than  be  pro¬ 
posed  as  a  rider. 

Mr.  HUMPHREY.  The  bill  before  the 
Senate  is  a  tax  bill. 

Mr.  PROXMIRE.  Under  the  present 
proposal,  the  constitutional  process  can¬ 
not  work  itself  out. 

Mr.  HUMPHREY.  The  bill  is  a  tax 
bill. 


Mr.  PROXMIRE.  The  President  ve¬ 
toed  it  once. 

Mr.  AIKEN.  Mr.  President,  may  I  ask 
the  Senator  from  Minnesota  a  question? 

Mr.  HUMPHREY.  I  yield. 

Mr.  AIKEN.  When  did  this  infamous 
skullduggery  take  place? 

Mr.  HUMPHREY.  The  court  deci¬ 
sion  was  a  recent  one.  I  am  not  fa¬ 
miliar  with  all  the  details. 

Mr.  AIKEN.  Has  a  bill  been  intro¬ 
duced? 

Mr.  HUMPHREY.  Yes.  An  identi¬ 
cal  bill  passed  Congress  last  year. 

Mr.  AIKEN.  It  passed  the  House  last 
year? 

Mr.  HUMPHREY.  Yes.  It  was  re¬ 
ported  unanimously  by  the  House  Ways 
and  Means  Committee,  after  hearings 
and  a  report. 

Mr.  DOUGLAS.  If  the  Senator  will 
pardon  me,  will  the  Senator  correct  that 
statement?  It  is  my  understanding  that 
there  were  no  hearings  in  the  House. 
The  bill  was  passed  after  an  executive 
session  by  the  House  Ways  and  Means 
Committee. 

Mr.  HUMPHREY.  I  am  sorry. 

Mr.  DOUGLAS.  It  was  passed  after 
an  executive  session  by  the  Senate  Fi¬ 
nance  Committee. 

Mr.  MCCARTHY.  There  was  a  report. 

Mr.  HUMPHREY.  There  was  a  pub¬ 
lished  report. 

Mr.  DOUGLAS.  But  not  hearings. 

Mr.  HUMPHREY.  There  were  no 
public  hearings,  but  the  Treasury  De¬ 
partment  officials  were  called  in.  There 
was  a  discussion,  and  there  was  testi¬ 
mony  taken  in  executive  session.  The 
Senator  is  correct. 

(At  this  point  Mr.  Yarborough  as¬ 
sumed  the  chair  as  Presiding  Officer.) 

Mr.  DOUGLAS.  Mr.  President,  now 
that  the  Senator  from  Minnesota  has 
taken  his  seat,  I  wish  to  say  that  this 
matter  can  be  considered  in  two  forms: 
First,  from  the  standpoint  of  procedure: 
and,  second,  from  the  standpoint  of  sub¬ 
stance. 

So  far  as  the  procedure  is  concerned, 
the  bill,  as  has  been  shown  by  the  ques¬ 
tioning,  was  passed  by  the  House  with¬ 
out  debate  last  year  and  without  prior 
hearings  by  the  House  Ways  and  Means 
Committee.  The  bill  came  to  the  Senate 
in  the  concluding  days  of  the  session  last 
year.  I  well  remember  the  pressure  un¬ 
der  which  we  were  operating  in  those 


last  hectic  days. 

The  proposal  was  reported  without 
public  hearings  as  a  separate  bill  by  the 
Senate  Finance  Committee  5  days  be¬ 
fore  the  Congress  adjourned.  It  was 
passed  I  believe  in  those  midnight  hours 
when  we  were  trying  to  get  legislation 
through  and  when  legislation  would  pass 
with  the  speed  of  light,  it  being  very 
difficult  to  trace  each  individual  meas¬ 
ure  which  was  being  considered. 

The  bill  then  went  to  the  President  of 
the  United  States,  and  he  vetoed  it  on 


the  4th  of  October. 

It  was  quite  a  detailed  veto.  He  said 
that  the  measure  was  designed  “for  the 
relief  of  one  taxpayer,  the  Twin  City 
Rapid  Transit  Co.,  of  Minneapolis, 
Minn.”  He  explained: 

Tlie  losses  were  Incurred  in  1953  and  1954, 
when  the  company  was  managed  by  officers 


who  were  subsequently  found  guilty  of  con¬ 
spiracy  to  defraud  the  company.  The  posi¬ 
tion  of  the  company  Is,  In  essence,  that  the 
management  converted  rapidly  from  a  street 
raUway  to  a  bus  system  in  order  to  com¬ 
plete  Its  fraudulent  activities  quickly,  in¬ 
tentionally  disregarding  the  Income  tax  con¬ 
sequences. 

In  other  words,  the  speed  of  the  con¬ 
version  was  a  part  of  the  whole  fraudu¬ 
lent  process,  not  separate  from  the 
fraudulent  process. 

The  President  went  on  to  say: 

I  can  see  no  reason  for  making  an  excep¬ 
tion  to  the  policy  of  uniform  treatment 
under  the  net  operating  loss  carryover  provi¬ 
sions  of  the  taxing  statutes  under  these  cir¬ 
cumstances. 


The  President  then  went  on  to  give  his 
reasons : 

First,  the  extent  to  which  tax  considera¬ 
tions  governed  or  would  have  governed  the 
conversion  from  street  railway  to  bus  op¬ 
erations  is  necessarily  uncertain. 


The  following  is  extremely  important: 

Secondly,  assuming  that  the  fraudulent 
conduct  of  the  management  of  the  company 
made  it  impossible  to  deduct  all  the  losses 
sustained,  it  would  be  unfair  to  shift  the 
consequences  of  that  dereliction  to  the  pub¬ 
lic  through  special  tax  relief. 


Mr.  President,  I  emphasize  what  the 
Senator  from  Minnesota,  with  his  char¬ 
acteristic  honesty,  has  said.  They  are 
substantially  the  same  now  as  they  were 
then. 

Continuing  to  read  from  the  Presi¬ 
dent’s  veto  message: 

The  stockholders  of  the  company  were  cer¬ 
tainly  in  a  better  position  than  the  general 
public  to  guard  against  the  misconduct  of 
their  officials.  Thirdly,  approval  of  this 
legislation  is  inconsistent  with  orderly  tax 
administration.  It  discriminates  in  the 
treatment  of  taxpayers  similarly  situated 
and  grants  relief  retroactively. 

In  the  final  paragraph  the  President 
said: 

Although  disapproval  of  this  legislation 
may  reduce  the  ability  of  the  company  to 
postpone  or  avoid  a  request  for  increases  in 
its  rates  of  fare,  that  fact  should  not  be 
used  to  modify  the  tax  system  to  shift  the 
burden  of  losses  from  the  taxpayer  and  the 
local  community  to  the  country  as  a  whole. 


The  veto  message  is  signed  by  John  F. 
Kennedy. 

The  junior  Senator  from  Minnesota, 
who  followed  the  reading  of  the  veto 
message,  has  stated  that  the  reading  is 
accurate  and  correct. 

We  find  the  same  bill  reemerging  as 
section  24  of  the  general  tax  bill.  I think 
it  can  be  described  as  a  rider  to  the  bill. 
It  is  special  legislation  in  the  very  thin 
disguise  of  general  legislation. 

If  it  were  a  separate  bill,  the  Piesi- 
dent  would  have  an  opportunity  to  con¬ 
sider  it  again.  The  Senators  from 
Minnesota  have  said  that  the  adminis¬ 
tration  has  changed  its  position  during 
this  time,  as  evidenced  by  the  President  s 
message  on  mass  transportation  and  his 
public  sponsorship  of  the  Du  Pont  bill, 
which  the  Senator  from  Illinois,  the  Sen¬ 
ator  from  Tennessee,  and  others  op¬ 
posed,  and  which  at  least  the  junior  Sen¬ 
ator  from  Minnesota  favored. 

I  do  not  know  whether  the  Px-esident 
has  changed  his  mind  or  not,  but  at  least 
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he  should  be  given  an  opportunity  to 
pass  upon  the  proposed  legislation  in  a 
separate  bill.  If  he  has  changed  his 
mind,  and  if  the  Congress  wishes  to  pass 
the  measure  and  put  it  up  to  the  Presi¬ 
dent,  that  is  all  right  with  me,  although 
on  the  basis  of  my  present  knowledge  I 
shall  vote  against  such  a  bill.  But  I  sub¬ 
mit  that  it  should  be  submitted,  if  it  is 
submitted  at  all,  as  a  separate  bill,  and 
not  as  part  of  a  general  tax  measure 
which  the  President  could  not  reach. 
Section  24  would  be  immunized  from  a 
veto.  I  should  like  to  see  the  proposal 
stand  on  its  own  merits. 

Passing  from  the  procedural  features 
to  the  substantive  features  of  the 
measure,  I  have  listened  to  the  argument. 
It  seems  to  me  the  bill  aims  to  give  to 
shareholders  a  guaranteed  return,  even 
if  the  officers  run  off  with  the  money. 

It  would  make  the  general  taxpayers 
responsible  for  the  dereliction  and  fraud 
of  the  officers  of  the  company.  The  Sen¬ 
ator  from  Minnesota  used  the  illustra¬ 
tion  of  a  bank  president’s  embezzlement. 
I  suggest  that  such  a  loss  is  made  good 
through  a  guarantee  of  the  bank  de¬ 
posits.  Even  in  that  case,  there  is  no 
true  analogy,  because  the  assessment  is 
upon  banks  as  a  whole,  and  not  upon  the 
general  taxpayers.  This  proposal  would 
be  an  assessment  upon  the  general  tax¬ 
payers.  If  the  Senator  from  Minnesota 
wishes  to  propose  the  establishment  of  a 
separate  fund  to  protect  the  officers  of 
companies  from  the  fraud  and  theft  of 
officials,  he  can  do  so.  I  will  not  vote 
for  such  a  measure.  I  doubt  whether  the 
Senator  from  Minnesota  would  ever  pro¬ 
pose  it.  But  if  he  wishes  to  do  so  he  can. 

But  what  he  is  saying  is  that  in  cases 
in  which  officers  have  looted  a  com¬ 
pany — and  the  testimony  in  the  criminal 
trial  indicated  that  the  officers  were 
closely  connected  with  the  so-called 
criminal  syndicate — the  stockholders 
should  be  bailed  out. 

Mr.  PROXMIRE.  Mr.  President,  will 
the  Senator  yield  on  that  point? 


Mr.  DOUGLAS.  I  am  glad  to  yield. 

Mr.  PROXMIRE.  I  understand  that 
the  Senator  has  pointed  out  that  the 
PDIC  analogy  is  invalid  because  the 
PDIC  benefit  is  based  upon  charges 
against  the  benefiting  bank’s  premiums 
which  it  pays  for  its  own  insurance. 

Mr.  DOUGLAS.  That  is  correct. 

Mr.  PROXMIRE.  The  loss  is  not  an 
imposition  on  the  public. 

Mr.  DOUGLAS.  The  Senator  is  cor¬ 
rect. 

Mr.  PROXMIRE.  To  argue  that  a 
bank  failure  is  taken  care  of  in  that  way 
provides  no  analogy.  There  is  no  com¬ 
parison  between  that  kind  of  situation 
and  one  in  which  there  is  fraud  on  the 
part  of  management. 

Mr.  DOUGLAS.  There  is  no  logical 
analogy. 

Mr.  PROXMIRE.  There  is  no  logical 
analogy. 

Mr.  DOUGLAS.  Mr.  President,  that 
is  the  situation.  The  subject  is  not  a 
pleasant  one  for  me  to  discuss.  The  two 
Senators  from  Minnesota  have  been  my 
long-time  personal  friends.  I  cam¬ 
paigned  for  both  of  them.  I  hope  that 
afTo^)+r^°nal  friendship  win  continue 

ter  today-  is  not  pleasant  to  rise 


on  the  floor  of  the  Senate  and  make  ob¬ 
jections,  and  subject  oneself  to  the  barbs 
of  the  powerful  Senator  from  Oklahoma 
[Mr.  Kerr].  That  is  not  a  pleasant  ex¬ 
perience.  But  this  is  a  subject  of  gen¬ 
eral  importance;  and  although  I  am  sure 
the  Senators  from  Minnesota  have  the 
worthiest  of  motives  and  are  merely  try¬ 
ing  to  help  an  important  corporation  in 
their  cities,  the  proposal  is  really  against 
the  public  interest.  So  I  very  much  hope 
that  the  provision  will  be  stricken  out. 

Mr.  HUMPHREY.  Mr.  President,  will 
the  Senator  yield? 

Mr.  DOUGLAS.  I  yield. 

Mr.  HUMPHREY.  The  management 
of  that  company,  by  poor  management — 
aside  from  their  fraudulent  activities, 
gave  the  Treasury  of  the  United  States 
a  windfall  of  more  than  $5  million,  be¬ 
cause  had  the  management  taken  ad¬ 
vantage  of  existing  law,  there  would  have 
been  an  additional  $5  million  of  con¬ 
version  losses  that  could  have  been  ap¬ 
plied  against  the  future  earnings  of  the 
company  if  the  company  had  earned 
that  much  money.  All  we  are  saying  is 
that  perhaps  the  Treasury  ought  not 
to  have  that  windfall. 

Secondly,  we  are  saying  that  since  the 
President,  in  his  proposed  new  transit 
legislation,  has  recommended  a  7-year 
carryover  on  losses  for  conversion  pur¬ 
poses  in  connection  with  mass  transit, 
we  should  extend  the  opportunity  of 
this  company.  We  are  further  saying 
that  not  a  single  dollar  would  be  lost 
to  the  Treasury  under  the  proposal  that 
would  not  have  been  lost  to  the  Treasury 
under  the  present  Internal  Revenue  laws 
had  the  management  of  that  company 
acted  in  a  prudent  manner.  That  is  all. 
That  is  the  simple  case. 

Mr.  DOUGLAS.  Mr.  President,  I  wish 
to  reply  briefly  to  my  good  friend.  I 
hope  he  is  my  good  friend. 

Mr.  HUMPHREY.  I  assure  my  friend 
from  Illinois  that  in  moments  like  these, 
when  we  stand  up  and  voice  some  honest 
disagreement,  I  love  him  even  more. 

There  is  no  Senator  who  is  closer  to 
my  heart  and  affection  than  the  Senator 
from  Illinois. 

Mr.  DOUGLAS.  That  is  mutual  and 
reciprocal.  If  all  the  things  the  Sen¬ 
ator  from  Minnesota  has  said  are  true, 

I  should  like  to  ask  why  did  the  Presi¬ 
dent  veto  the  bill  last  year?  The  Pres¬ 
ident  does  not  operate  in  a  void.  He 
gets  advice  not  only  from  the  White 
House  staff  but  also  from  the  Treas¬ 
ury.  I  would  presume  that  he  did  it 
with  the  advice  of  the  Treasury.  If 
there  has  been  a  change  of  heart  on 
this  matter,  let  the  President  have  a 
chance  to  pass  upon  it  in  the  form  of 
a  separate  bill. 

Mr.  MCCARTHY.  Mr.  President,  will 
the  Senator  yield? 

Mr.  DOUGLAS.  I  yield. 

Mr.  MCCARTHY.  The  Senator  knows 
that  the  President  vetoed  the  bill  on 
October  4,  after  Congress  had  adjourned. 

I  would  therefore  suggest  that  after  the 
Congress  adjourns  the  President  oper¬ 
ates  in  a  partial  vacuum. 

Mr.  DOUGLAS.  The  Senator  knows 
that  the  bill  was  passed  in  the  last 
hectic  moments  before  we  adjourned, 
when  parliamentary  dignity  tends  to  be 


thrown  aside,  and  in  the  rush  to  get  out 
all  kinds  of  things  go  through.  The 
Senator  from  Illinois  for  some  years, 
acting  in  his  role  of  gadfly,  which  has 
not  made  him  popular,  used  to  object 
to  these  last  minute  tax  bills.  I  can 
remember  doing  that.  However,  one 
gets  worn  out  by  the  strain,  particularly 
when  one  is  subject  to  the  mighty  verbal 
bludgeonings  of  the  Senator  from  Okla¬ 
homa,  who  then  says  I  pretend  to  be  the 
only  man  of  conscience  in  the  Senate, 
which  of  course  is  not  true. 

Mr.  AIKEN.  Mr.  President,  will  the 
Senator  yield? 

Mr.  DOUGLAS.  I  yield. 

Mr.  AIKEN.  I  was  intrigued  by  the 
statement  of  the  senior  Senator  from 
Minnesota,  when  he  said  that  as  a  result 
of  this  embezzlement  by  the  manage¬ 
ment  the  Federal  Treasury  received  $5 
million  which  it  otherwise  would  not 
have  received.  My  question  is,  how 
many  embezzlements  would  it  take 
throughout  the  50  States  of  the  Union 
in  order  to  balance  the  budget? 

Mr.  DOUGLAS.  That  is  very  amus¬ 
ing,  and  I  believe  it  shows  up  the  fault¬ 
iness  of  the  claim.  I  am  willing  to  yield 
the  floor,  and  I  suggest  that  we  proceed 
to  vote.  First,  may  I  make  a  parlia¬ 
mentary  inquiry? 

The  PRESIDING  OFFICER.  The 
Senator  will  state  it. 

Mr.  DOUGLAS.  What  will  a  “yea” 
vote  on  this  measure  be? 

The  PRESIDING  OFFICER.  A  “yea” 
vote  will  be  to  sustain  the  committee 
amendment  and  keep  the  section  in  the 
bill. 

Mr.  DOUGLAS.  And  a  “nay”  vote  will 
be  to  strike  the  section  from  the  bill. 

The  PRESIDING  OFFICER.  A  “nay” 
vote  will  strike  that  section  from  the  bill. 

Mr.  GORE.  Mr.  President,  a  parlia¬ 
mentary  inquiry. 

The  PRESIDING  OFFICER.  The 
Senator  will  state  it. 

Mr.  GORE.  Would  not  a  “yea”  vote, 
instead  of  being  a  vote  to  sustain  the 
amendment,  be  one  for  the  adoption  of 
the  amendment? 

The  PRESIDING  OFFICER.  It  would 
be  to  sustain  the  position  of  the  commit¬ 
tee  and  be  for  the  adoption  of  the 
amendment. 

Mr.  GORE.  I  thank  the  Chair. 

Mr.  DOUGLAS.  I  do  not  know  wheth¬ 
er  that  ruling  is  correct  but  at  least  it 
lays  down  the  ground  rules.  A  “yea”  vote 
is  a  vote  for  the  amendment  and  for  the 
section,  and  a  “nay”  vote  is  a  vote  against 
the  section.  Is  that  correct? 

The  PRESIDING  OFFICER.  That  is 
correct.  The  yeas  and  nays  have  been 
ordered,  and  the  clerk  will  call  the  roll. 

Mr.  WILLIAMS  of  Delaware.  Mr. 
President,  our  committee  gave  careful 
consideration  to  this  proposition.  As  one 
member  of  the  committee,  I  believe  it  has 
merit  and  I  believe  the  amendment 
should  be  adopted. 

I  realize  that  we  are  dealing  with  a 
particular  situation,  but  I  do  not  know 
how  else  we  can  approach  it.  I  and  a 
majority  of  the  committee  believe  there 
is  merit  to  it  and  that  the  amendment 
should  be  approved.  I  say  that  as  one 
who  has  not  had  the  good  fortune  of 
visiting  the  great  city  of  Minneapolis. 
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I  do  not  know  any  of  the  stockholders; 
nor  do  I  know  any  of  the  company  of¬ 
ficials.  I  merely  say  that  the  amendment 
has  been  approved  by  the  committee  on 
the  basis  of  its  merits,  and  I  believe  the 
Senate  should  consider  it  on  the  same 

iiQiSis 

The  PRESIDING  OFFICER.  The 
question  is  on  agreeing  to  the  committee 
amendment.  The  yeas  and  nays  have 
been  ordered,  and  the  clerk  will  call  the 
roll. 

The  Chief  Clerk  called  the  roll. 

Mr.  HUMPHREY.  I  announce  that 
the  Senator  from  Nevada  [Mr.  Bible] 
and  the  Senator  from  Arizona  [Mr. 
Hayden]  are  absent  on  official  business. 

I  further  announce  that  the  Senator 
from  New  Mexico  [Mr.  Anderson],  the 
Senator  from  Alaska  [Mr.  Gruening], 
the  Senator  from  Missouri  [Mr.  Syming¬ 
ton],  and  the  Senator  from  West  Vir¬ 
ginia  [Mr.  Randolph]  are  necessarily 
absent. 

I  further  announce  that,  if  present 
and  voting,  the  Senator  from  Missouri 
[Mr.  Symington],  the  Senator  from  Ne¬ 
vada  [Mr.  Bible],  the  Senator  from 
Arizona  [Mr.  Hayden]  ,  and  the  Senator 
from  New  Mexico  [Mr.  Anderson]  would 
each  vote  “yea.” 

On  this  vote,  the  Senator  from  West 
Virginia  [Mr.  Randolph]  is  paired  with 
the  Senator  from  Alaska  [Mr.  Gruen¬ 
ing].  If  present  and  voting,  the  Senator 
from  West  Virginia  would  vote  “yea,” 
and  the  Senator  from  Alaska  would  vote 
“nay.” 

Mr.  KUCHEL.  I  announce  that  the 
Senator  from  New  Hampshire  [Mr. 
Murphy],  the  Senator  from  Massachu¬ 
setts  [Mr.  Saltonstall]  ,  and  the  Sena¬ 
tor  from  Wisconsin  [Mr.  Wiley]  are 
necessarily  absent. 

If  present  and  voting,  the  Senator 
from  New  Hampshire  [Mr.  Murphy] 
and  the  Senator  from  Massachusetts 
[Mr.  Saltonstall]  would  each  vote 
“yea.” 

The  result  was  announced — yeas  74, 
nays  17,  as  follows : 

[No.  227  Leg.] 

YEAS— 74 


Aiken 

Fulbrlght 

McNamara 

Allott 

Goldwater 

Metcalf 

Bartlett 

Hart 

Monroney 

Beall 

Hartke 

Morton 

Bennett 

Hickenlooper 

Moss 

Boggs 

Hickey 

Mundt 

Bottum 

Hill 

Muskie 

Bush 

Holland 

Neuberger 

Butler 

Hruska 

Pastore 

Byrd,  Va. 

Humphrey 

Pearson 

Byrd,  W.  Va. 

Jackson 

Pell 

Cannon 

Javits 

Robertson 

Capehart 

Johnston 

Scott 

Carlson 

Jordan,  N.C. 

Smathers 

Carroll 

Jordan, Idaho 

Smith,  Mass. 

Case, 

Keating 

Smith,  Maine 

Church 

Kerr 

Sparkman 

Clark 

Kuchel 

Stennis 

Cooper 

Long,  Mo. 

Talmadge 

Cotton 

Long,  Hawaii 

Thurmond 

Curtis 

Long,  La. 

Tower 

Dirksen 

Mansfield 

Williams,  N.J. 

Eastland 

McCarthy 

Williams,  Del. 

Ellender 

McClellan 

Young,  N.  Dak, 

Fong 

McGee 

NAYS— 17 

Burdick 

Gore 

Prouty 

Chavez 

Kefauver 

Proxmire 

Dodd 

Lausche 

Russell 

Douglas 

Magnuson 

Yarborough 

Engle 

Miller 

Young,  Ohio 

Ervin 

Morse 

NOT  VOTING— 9 

Anderson  Hayden  Saltonstall 

Bible  Murphy  Symington 

Gruening  Randolph  Wiley 

So  the  committee  amendment  on  page 
388,  after  line  10,  was  agreed  to,  as  fol¬ 
lows: 

On  page  388,  after  line  10,  to  insert  a  new 
section,  as  follows: 

“Sec.  24.  Certain  Losses  Sustained  in  Con¬ 
verting  From  Street  Railway  to 
Bus  Operations. 

“(a)  In  General. — If  a  corporation  has  a 
net  operating  loss  for  the  taxable  year  ending 
December  31,  1953,  or  the  taxable  year  end¬ 
ing  December  31.  1954,  principally  as  the 
result  of  conversion  from  street  railways  to 
bus  operations  with  respect  to  part  or  all  of 
the  company’s  operations,  then  its  unused 
conversion  loss  will  be  subject  to  the  treat¬ 
ment  provided  in  subsection  (c) . 

“(b)  Unused  Conversion  Loss  Defined. — 
The  amount  of  the  unused  conversion  loss 
shall  be  the  aggregate  of  the  net  operating 
losses  for  years  described  in  subsection  (a) 
reduced  to  the  extent  that  they  have  been 
used  as  net  operating  loss  carryovers  or  car¬ 
rybacks  to  reduce  taxable  income  for  any 
taxable  year  beginning  before  January  1, 
1960. 

“(c)  Treatment  of  Unused  Conversion 
Loss. — If  a  taxpayer  has  an  unused  conver¬ 
sion  loss,  then  in  determining  the  amount 
of  the  operating  loss  carryover  from  the  tax¬ 
able  year  ending  December  31,  1959,  to  each 
of  the  5  taxable  years  following  such  taxable 
year  for  purposes  of  section  172  of  the  In¬ 
ternal  Revenue  Code  of  1954,  such  unused 
conversion  loss  shall  be  treated  as  a  net 
operating  loss  for  the  taxable  year  ending 
December  31,  1959.  This  subsection  shall 
apply  only  for  years  in  which  the  taxpayer 
is  engaged  in  the  furnishing  or  sale  of  trans¬ 
portation  (as  defined  in  section  1503(c)(1) 
(A)  of  the  Internal  Revenue  Code  of  1954) . 

“(d)  Regulations. — The  Secretary  of  the 
Treasury,  or  his  delegate,  may  prescribe  by 
regulation  such  rules  as  may  be  necessary 
to  carry  out  the  purposes  of  this  section.” 

Mr.  HUMPHREY.  Mr.  President,  I 
move  that  the  vote  by  which  the  amend¬ 
ment  was  agreed  to  be  reconsidered. 

Mr.  SMATHERS.  Mr.  President,  I 
move  that  the  motion  to  reconsider  be 
laid  on  the  table. 

The  PRESIDING  OFFICER  (Mr. 
Hickey  in  the  chair).  The  question  is 
on  agreeing  to  the  motion  to  lay  on  the 
table  the  motion  to  reconsider. 

The  motion  to  lay  on  the  table  was 
to 

Mr.  SMATHERS.  Mr.  President,  un¬ 
der  the  agreement,  I  move  that  the 
Senate  proceed  to  the  consideration  of 
committee  amendment  numbered  two, 
the  second  amendment. 

The  PRESIDING  OFFICER.  The 
amendment  will  be  stated. 

The  Legislative  Clerk.  It  is  proposed 
to  strike  out  all  of  section  6,  beginning 
on  page  52,  in  line  1,  and  ending  on 
page  57,  in  line  22. 

The  PRESIDING  OFFICER  (Mr. 
Metcalf  in  the  chair ) .  The  question  is 
on  agreeing  to  the  committee  amend¬ 
ment. 

AN  INSTALLMENT  AND  A  PROMISE  ON  TAXES 

Mr.  JAVITS.  Mr.  President,  I  shall 
not  detain  the  Senate  very  long;  but  I 
feel  it  my  duty,  in  terms  of  my  repre¬ 
sentation  of  my  State  and  also  in  terms 
of  my  duty  to  the  country,  to  set  forth 


for  the  Senate  the  situation  now  existing 
as  it  relates  to  the  question  of  an  in¬ 
centive  tax  cut  or  what  the  President 
calls  a  creative  tax  cut. 

Obviously  this  will  be  the  last  tax  bill 
before  this  Congress;  and  obviously,  also, 
neither  the  President  nor  any  appreci¬ 
able  number  of  Senators  will  seek  this 
kind  of  tax  cut.  So  at  least  we  should 
understand  what  we  are  doing  and  why 
we  are  doing  it. 

I  also  use  this  occasion  to  urge  the 
President  to  lay  before  us  his  creative 
tax  cut,  at  least  in  principle,  before  the 
session  ends,  so  that  the  people  may 
know  what  to  count  on,  in  terms  of  crea¬ 
tive  tax  reform. 

I  think  the  mere  fact  of  informing  the 
people  of  the  principles  on  which  the 
President  intends  to  proceed,  when 
added  to  what  we  are  doing  in  this  bill, 
especially  as  the  bill  relates  to  the  in¬ 
vestment  credit  amendment  now  in¬ 
cluded  in  the  bill,  will  constitute  a  most 
helpful  package  and,  in  my  opinion,  will 
help  to  avoid  the  development  of  a  situa¬ 
tion  which  might  deteriorate  into  a  re¬ 
cession. 

The  Senate  this  Tuesday  put  down  the 
second  installment  on  a  tax  program  to 
get  our  economy  moving  again,  by  voting 
to  retain  the  investment  credit  provision 
of  the  Revenue  Act  of  1962.  The  first 
installment  came  from  the  Treasury 
Department  at  the  beginning  of  July, 
when  the  revised  depreciation  schedules 
for  business  were  finally  released.  And 
a  promise  for  the  future  was  made  by  the 
President  on  August  13,  when  he  pledged 
to  present  a  “creative”  tax  program  to 
the  Congress  in  1963. 

On  the  other  hand,  the  President  has 
permitted  intra-Democratic  dissension  to 
cancel  the  possibility  of  an  incentive  tax 
cut  this  year — in  spite  of  the  dangers  of 
such  inaction. 

This  summarizes  the  precarious  stand 
of  the  Kennedy  administration  as  the 
unpredictable  winds  of  economic  change 
buffet  the  Nation.  There  are  still  nearly 
1  million  who  have  been  unemployed  for 
more  than  15  weeks,  and  more  than  one- 
half  a  million  who  have  been  out  of  work 
for  more  than  6  months.  In  addition, 
2.7  million  are  able  to  take  only  part- 
time  jobs,  because  of  lack  of  work.  On 
the  other  hand,  latest  reports  show  that 
10  out  of  17  of  the  so-called  leading- 
economic  indicators  pointed  upward 
last  month.  This  was  the  first  time  since 
February — one-half  a  year — that  more 
of  these  indicators  were  up  than  down. 
But  not  all  of  the  30  which  are  generally 
considered  are  yet  available;  and  even  if 
the  rest  do  follow  in  the  same  proportion, 
we  are  almost  becalmed  on  the  sea  which 
the  President  would  have  us  sail.  Our 
ship  is  not  trimmed,  and  its  sails  are  not 
ready  to  meet  the  next  strong  gust  of 
Wind — whatever  quarter  it  may  come 
from. 

I  believe  that  we  must  trim  the  ship 
now,  lest  we  be  roused  suddenly  during 
the  '  next  months  by  a  Presidential 
alarm — a  call  for  a  special  session  of  the 
Congress  to  act  in  haste  on  matters  we 
should  be  considering  now. 
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I  shall  not  follow  the  battle  cry  on 
economics  of  this  administration,  which 
seemingly  goes:  “Act  on  impulse — the 
country  can  afford  it.” 

I  propose  that  the  following  be  done: 
Before  this  Congress  adjourns,  the  Pres¬ 
ident  should  submit,  at  least  in  broad 
outline,  his  “creative”  tax  program  to  be 
enacted  in  1963. 

Such  an  act  of  good  faith  by  the  ad¬ 
ministration  could  help  to  restore  the 
economic  confidence  of  many  people  who 
find  it  hard  to  live  on  a  presentation  of 
a  mediocre  past  economic  performance, 
no  matter  how  brightly  dressed  up  by 
the  President.  A  promise  is  not  enough. 
The  Nation  deserves  to  know,  at  least  in 
principle,  what  it  can  expect  in  terms 
of  government  action  on  taxes. 

It  should  be  made  very  clear  that  there 
is  no  hidden-ball  trick  about  tax  reform. 
This  is  not  a  game.  Let  the  President 
give  the  people  the  facts  on  what  he 
and  his  party  plan  to  do,  so  that  we  can 
weigh  his  proposals  and  can  decide  on 
their  implementation. 

Furthermore,  the  “creative”  tax  pro¬ 
gram  of  which  the  President  spoke  can¬ 
not  be  based  on  short-term  economic 
considerations.  This  must  be  the  pro¬ 
gram  of  the  decade;  and  it  is  fatuous  to 
argue  that  plans  presented  now  may 
have  to  be  changed  in  the  light  of  eco¬ 
nomic  conditions  in  January  of  1963. 

Those  who  believe  that  the  President 
is  planning  to  present  next  year  a  pro¬ 
gram  of  short-term  expediency  and  po¬ 
litical  compromise  on  taxes  to  the  Na¬ 
tion  do  justice  neither  to  the  needs  of 
the  United  States  nor  to  the  good  faith 
of  our  administration. 

I  have  repeatedly  advocated  an  in¬ 
centive  tax  program  to  meet  the  short¬ 
term  economic  needs.  I  believe  that  the 
President’s  deferral  of  an  incentive  tax 
cut  has  subjected  our  economy  to  un¬ 
necessary  risks.  There  was  no  need  for 
the  ship  of  state  to  remain  becalmed  until 
next  year  or  to  be  exposed  to  heavy 
damage.  We  could  have  gone  into  next 
year  trim  and  ready  for  the  basic  reforms 
of  our  tax  system. 

The  incentive  tax  program  which  I 
put  forward  would  have  cost  about  $5.5 
billion  annually  in  revenue — including 
the  $1  billion  estimated  cost  of  the  in¬ 
vestment  credit  provision  on  which  the 
Senate  acted  favorably  this  week.  If 
one  adds  to  this  the  estimated  $1.5  bil¬ 
lion  cost  of  the  equipment  depreciation 
schedules  announced  in  July,  the  total 
program  would  represent  a  $7  billion  in¬ 
centive.  The  rough  outline  of  this  pro¬ 
gram  would  call  for: 

First.  Virtual  elimination  of  income 
taxes  for  those  earning  less  than  $2,000 
a  year. 

Second.  Reduction  of  the  tax  burden 
of  other  lower  income  and  middle  in¬ 
come  groups,  with  emphasis  on  those 
earning  less  than  $6,000  a  year. 

Third.  Reduction  of  the  maximum  tax 
on  top  personal  income  brackets  from 
the  present  91  percent  to  65  percent. 

Fourth.  Reduction  of  the  corporate  in¬ 
come  tax  from  the  present  52  percent 
to  50  percent. 

The  first  three  points,  all  relating  to 
Ler„s™al  income,  would  cost  an  estimated 
•M.695  million  in  annual  income.  In  the 


specific  legislative  form,  of  which  I  have 
prepared  a  preliminary  draft,  this  in¬ 
centive  cut  of  personal  income  would  be 
accomplished  through  increasing  the 
personal  exemption  from  $600  to  $650, 
reducing  the  tax  on  the  first  $2,000  of 
taxable  income  from  20  percent  to  18 
percent,  recouping  a  part  of  this  loss  on 
taxable  income  between  $2,000  and 
$6,000,  and  eliminating  all  tax  rates 
above  65  percent.  No  person’s  tax  would 
be  increased.  Even  the  higher  middle- 
income  brackets  would  derive  some  bene¬ 
fits;  for  example,  a  married  man  with 
two  children,  earning  $14,000,  with 
$1,400  in  deductions,  and  filing  a  joint 
return,  would  pay  $62  less  in  taxes  than 
at  present ;  and  a  married  man,  with  no 
children,  and  earning  $7,000  a  year  with 
$700  in  deductions,  and  filing  a  joint  re¬ 
turn,  would  save  $87  in  taxes. 

The  reduction  in  the  corporate  income 
tax  from  52  percent  to  50  percent  would 
cost  an  estimated  $1  billion  in  revenues. 
By  placing  a  statutory  base  under  the 
$1.5  billion  new  depreciation  schedules — 
which  would  cost  nothing,  but  would  re¬ 
sult  in  further  strengthening  of  busi¬ 
ness  confidence — and  by  adding  the  $1 
billion  investment  credit,  an  incentive 
tax  cut  of  $3.5  billion  for  business  would 
be  established. 

Thus,  in  round  figures,  we  would  have 
a  $7  billion  incentive  program,  equally 
shared  by  business  and  individuals. 

If  the  President’s  decision  already  an¬ 
nounced  would  not  make  it  a  futile  ges¬ 
ture,  I  would  offer  this  proposal  now  as 
an  amendment  to  the  Revenue  Act  of 
1962.  It  is  ready.  Distinguished  indi¬ 
viduals  and  major  organizations,  such 
as  the  chamber  of  commerce  and  the 
AFL-CIO,  have  spoken  of  the  need  for 
an  immediate  tax  cut.  I  do  not  claim 
that  all  of  them  favor  going  about  it  in 
the  same  way;  but  the  considered  opin¬ 
ion  that  there  is  a  need  for  action  is 
very  clear. 

It  is  most  important  to  understand 
that  in  the  hearings  before  the  Joint 
Economic  Committee,  of  which  I  am  a 
member,  a  number  of  the  most  distin¬ 
guished  economists  in  the  country,  of  all 
shades  of  opinion  and  position — liberal, 
conservative,  academic,  and  business — 
urged  that  a  tax  cut  would  be  extremely 
advantageous  in  order  to  enable  the 
country  to  move  forward  in  the  way 
President  Kennedy  has  been  talking 
about.  So  I  should  like  to  cite  the  state¬ 
ments  of  nine  economists  who  appeared 
at  the  recently  concluded  hearings  on 
the  state  of  the  economy  held  by  the 
Joint  Economic  Committee: 

J.  Fred  Weston,  professor  of  business 
economics  at  the  University  of  Califor¬ 
nia,  Los  Angeles,  testified  on  August  7 : 

The  repetition  of  an  abortive  business  re¬ 
covery  calls  for  immediate  action  to  alter 
the  impact  of  the  fiscal  choke  on  the 
economy. 

Professor  Weston  asked  for  personal 
and  corporate  tax  cuts. 

Otto  Eckstein,  associate  professor  of 
economics,  Harvard  University,  testified 
on  August  9: 

A  tax  cut  would  not  be  a  mistake  even  if 
the  optimists  were  correct  and  things  turned 
out  just  as  well  as  one  could  reasonably  hope 
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for.  *  *  *  The  prudent  action,  therefore,  is 
a  tax  cut. 

Joseph  A.  Pechman,  director  of  eco¬ 
nomic  studies,  Brookings  Institute,  testi¬ 
fied  on  August  9 : 

Under  the  circumstances,  tax  reduction 
would  be  the  best  and  most  effective  method 
of  providing  a  strong  and  immediate  stimu¬ 
lus  to  the  economy. 

Leon  Keyserling,  former  chairman  of 
the  President’s  Council  of  Economic  Ad¬ 
visors,  testified  on  August  9 : 

Dawdling  or  delaying  with  respect  to  tax 
reduction  has  no  justification  hi  the  face  of 
the  chronic  economic  ailment  which  is  now 
being  confirmed  rather  than  alleviated. 

Stanley  H.  Ruttenberg,  director  of  re¬ 
search  department,  AFL-CIO,  testified 
on  August  13 : 

The  economic  situation  is  today  sufficiently 
serious  *  »  *  to  justify  an  immediate  emer¬ 
gency  short  run  tax  cut. 

Alan  C.  L.  Day,  professor  of  econom¬ 
ics,  London  School  of  Economics,  testified 
on  August  13: 

Deliberate  policies  designed  to  encourage 
an  expansion  of  demand  are  justified  now 
*  *  *  the  choice  should  be  for  tax  cuts. 

J.  M.  Culbertson,  professor  of  econom-  i 
ics  and  commerce.  University  of  Wiscon-  " 
sin,  testified  on  August  14: 

I  believe  that  a  moderate  tax  reduction 
this  year  would  be  a  wise  policy. 

Marriner  S.  Eccles,  former  Chairman 
of  the  Federal  Reserve  Board,  testified 
on  August  15: 

Speaking  of  an  immediate  tax  cut,  he  said, 
“Why  not  act  now  before  there  is  an  emer¬ 
gency  and  in  this  way  prevent  a  recession 
from  developing.” 

Daniel  B.  Suits,  professor  of  econom¬ 
ics,  University  of  Michigan,  testified  on 
August  6.  Professor  Suits  urged  a 
gradual  release  of  the  “tax  brake” 
through  a  tax  reduction  of  $5  to  $10 
billion. 

Mr.  President,  those  who  believe  that 
the  President  is  planning  to  present  a 
program  of  short-term  expediency  and 
political  compromise  on  taxes  to  the 
Nation  next  year  do  justice  neither  to 
the  needs  of  the  United  States  nor  to  the  1 
good  faith  of  the  administration.  I  be-  " 
lieve  the  President  can  show  that  good 
faith  by  at  least  disclosing  to  us  his  tax 
plan  now.  I  strongly  urge  that  he  do  it. 

It  has  been  said  in  an  editorial  written 
on  this  subject  that  this  should  not  be 
done,  because  perhaps  the  economy  will 
materially  improve,  and  therefore  there 
will  be  no  need  for  a  creative  or  incentive 
tax  cut.  That  is  the  very  point,  Mr. 
President — a  creative  or  incentive  tax 
cut  is  necessary  to  have  the  economy 
drive  forward,  which  the  President  said 
in  his  campaign  he  wanted  it  to  do,  and 
not  for  the  purpose  of  giving  the  benefit 
of  more  money  in  one’s  pocket  or  getting 
us  out  of  a  recession.  All  of  us  agree 
on  the  need  to  avoid  one,  but  more  im¬ 
portant  is  the  need  to  find  a  way  to 
bring  back  into  employment  those  who 
are  unemployed  in  a  number  which  is 
unacceptable  to  the  country,  and  quite 
properly  so,  and  bring  back  into  utiliza¬ 
tion  the  equipment  of  the  American  in¬ 
dustrial  machine  which  is  today  Under¬ 
used. 


CONGRESSIONAL  RECORD  —  SENATE 


17089 


1962 


Therefore,  I  close  as  follows:  It  is  evi¬ 
dent  that  we  will  not  get  an  immediate 
incentive  tax  cut.  It  is  also  evident  that 
it  would  be  fruitless,  indeed  unwise,  to  try 
to  attach  it  to  a  tax  bill  which  contains 
other  vital  provisions  such  as  investment 
credit. 

Therefore,  I  confine  myself  to  calling 
on  the  President  to  put  before  us  in  prin¬ 
ciple  his  tax  plan  for  next  year.  At  least 
in  this  way  the  economy  can  obtain  some 
view  of  what  is  ahead  and  the  Congress 
will  then  be  able  to  act  with  the  delibera¬ 
tion  essential  to  thoroughgoing  reform 
of  our  tax  system. 


A  GREAT  JUSTICE  FOR  A  GREAT 
COURT 

Mr.  YARBOROUGH.  Mr.  President, 
in  the  selection  of  Arthur  Goldberg  as 
an  associate  justice  of  the  Supreme 
Court,  President  John  F.  Kennedy  has 
called  to  that  high  bench  one  of  the 
keenest  craftsmen  of  the  law  of  our 
times. 

Arthur  Goldberg  is  a  lawyer's  lawyer, 
a  brilliant  legal  light  who  was  moved 
over  into  the  executive  field  last  year 
in  the  difficult  post  of  Secretary  of  Labor, 
where  he  has  served  with  ability,  dis¬ 
tinction,  and  success. 

Mr.  President,  while  Arthur  Goldberg 
has  a  fine  legal  mind,  it  is  not  attuned 
to  ritualism  or  rigidity.  Rather,  he  is  a 
20th  century  man,  broad  in  his  inter¬ 
ests  and  his  learning,  schooled  in  the 
problems  of  the  country  and  the  world, 
humanitarian  in  his  outlook  and  his  in¬ 
stincts,  just  in  his  actions  and  orders, 
courteous  always  in  all  places  to  all  per¬ 
sons,  and  esteemed  by  those  who  know 
him. 

Mr.  President,  I  commend  the  Presi¬ 
dent  of  the  United  States  for  his  wisdom 
in  selecting  Arthur  Goldberg  for  appoint¬ 
ment  as  Associate  Justice  of  the  Su¬ 
preme  Court  of  the  United  States. 

I  request  unanimous  consent  that  the 
editorial  in  the  Washington  Post  of  Au¬ 
gust  30,  1962,  under  the  title  “Mr.  Jus¬ 
tice  Goldberg,”  and  an  article  from  the 
Washington  Post  of  the  same  date,  en¬ 
titled  “World  of  Goldberg  Turns  From 
Strikes  to  Supreme  Court,”  from  page 
A-26  of  that  paper,  also  be  printed  in 
the  Record  at  this  point  in  my  remarks. 

There  being  no  objection,  the  editorial 
and  article  were  ordered  to  be  printed 
in  the  Record,  as  follows : 

Mr.  Justice  Goldberg 

The  most  surprising  fact  about  the  Presi¬ 
dent’s  nomination  of  Secretary  of  Labor 
Arthur  J.  Goldberg  to  succeed  Justice  Felix 
Frankfurter  on  the  Supreme  Court  of  the 
United  States  is  the  willingness  of  the  Presi¬ 
dent  to  lose  Mr.  Goldberg  as  a  member  of  the 
Cabinet.  As  head  of  the  Department  of 
Labor,  Mr.  Goldberg  has  been  a  dynamo  of 
enormous  usefulness  to  the  President  and 
to  the  country.  Many  of  his  efforts  to  settle 
labor-management  disputes  have  been  suc¬ 
cessful.  While  he  has  functioned  as  a  cham¬ 
pion  of  labor  in  the  Cabinet,  he  has  done 
his  job  with  a  keen  sense  of  obligation  to 
the  country  as  a  whole. 

For  many  years  Mr.  Goldberg  was  counsel 
for  the  United  Steelworkers  and  the  CIO. 
He  came  to  be  recognized  as  one  of  the 
country’s  ablest  lawyers.  In  1959  he  repre¬ 
sented  the  Steelworkers  in  their  fight  against 


the  Taf  t-Hartley  injunction  which  ended  the 
116-day  steel  strike.  Though  he  lost  the 
case,  his  oral  argument  before  the  Supreme 
Court  earned  him  high  respect  from  its 
members  and  a  sincere  compliment  from 
the  Justices  for  his  efforts. 

Mr.  Goldberg  has  made  a  practice  of  know¬ 
ing  everything  about  any  case  with  which 
he  has  associated  himself,  and  he  has  an 
extraordinary  capacity  to  convey  his  views 
to  others  in  an  impressive  way.  On  the 
supreme  bench  it  may  be  taken  for  granted 
that  he  will  be  one  of  its  most  energetic  and 
conscientious  members.  Mr.  Goldberg  has 
also  shown  a  remarkable  capacity  for  adjust¬ 
ment  to  new  situations.  When  he  became 
Secretary  of  Labor,  for  example,  he  consid¬ 
ered  his  career  as  a  labor  lawyer  to  be  closed 
forever.  He  addressed  himself  to  his  new 
job  with  a  measure  of  objectivity  that  was 
greatly  to  his  credit.  Instead  of  acting  as 
a  partisan  of  organized  labor,  he  has  func¬ 
tioned  as  a  dedicated  public  servant  with 
a  keen  interest  in  the  success  of  industry 
and  Government  in  general  as  well  as  in  the 
welfare  of  labor. 

Another  index  to  his  type  of  public  serv¬ 
ice  may  be  found  in  his  renunciation  of  a 
$25,000  steel  union  pension  when  he  be¬ 
came  Secretary  of  Labor.  He  did  not  want 
anyone  to  suppose  that  his  judgment  might 
be  swayed  by  a  pension  in  his  favor.  On 
the  bench  we  surmise  that  he  will  perform 
in  the  traditional  spirit  of  objectivity,  with¬ 
out  any  relinquishment  of  his  keen  interest 
in  human  problems. 

From  the  long-range  viewpoint,  therefore, 
the  appointment  of  Mr.  Goldberg  will  doubt¬ 
less  merit  high  praise.  From  the  short- 
range  view,  the  loss  of  his  dynamism  in  the 
Department  of  Labor  will  be  keenly  re¬ 
gretted.  But  this  is  the  way  of  Government. 
It  is  especially  important  that  the  successor 
to  Justice  Frankfurter  be  a  man  of  great 
energy,  capacity  in  the  law  and  force  of 
personality,  for  the  retiring  Justice  has  been 
for  many  years  a  powerful  influence  on 
American  law.  We  shall  devote  a  later  edi¬ 
torial  to  his  notable  career  on  the  bench. 
At  the  moment  it  is  sufficient  to  say  that 
if  Mr.  Goldberg  succeeds  in  following  the 
Frankfurter  footsteps,  his  name  will  be 
written  large  in  the  future  legal  annals  of 
the  United  States. 


World  op  Goldberg  Turns  From  Strikes 
to  Supreme  Court 

The  world  of  Arthur  Goldberg  is  about  to 
change  dramatically. 

Tuesday  night,  he  rushed  to  Chicago  in 
an  effort  to  head  off  a  strike  that  would  have 
tied  up  a  major  midwestern  railroad. 

A  few  weeks  ago,  he  was  engaged  in  a 
furious  fight  with  the  steel  industry.  At 
other  times  in  recent  months,  he  has  settled 
a  dispute  at  the  Metropolitan  Opera,  looked 
for  jobs  for  the  unemployed,  lobbied  for  bills 
before  Congress,  and  operated  in  complete 
harmony  with  the  Kennedy  administration  s 
conception  of  what  an  “operator”  is. 

Now,  if  the  Senate  confirms  the  Presi¬ 
dent’s  choice  for  Justice  Frankfurter's  seat 
on  the  Supreme  Court,  the  term  "operator” 
will  have  to  join  others  that  once  described 
the  Secretary  of  Labor  but  no  longer  fits. 

LOST  LABOR’S  LABEL 

A  man  who  made  his  reputation  as  a  law¬ 
yer  for  labor,  Goldberg  quickly  lost  the  label 
of  labor  spokesman  when  he  joined  the  Ken¬ 
nedy  Cabinet  19  months  ago.  His  activities 
since  have  apparently  won  for  him  the  re¬ 
spect  of  big  businessmen,  a  respect  growing 
more  out  of  acknowledgment  of  his  intel¬ 
lectual  abilities  and  his  integrity  than  from 
the  causes  he  has  espoused. 

As  a  lawyer,  Goldberg  is  proud  of  his  abil¬ 
ity  which  brought  him  a  summa  cum  laude 
when  he  graduated  from  Northwestern’s  Law 
School  in  1930. 


He  soon  developed  a  reputation  as  a 
“lawyer’s  lawyer,”  a  technician  who  under¬ 
stands  the  ins  and  outs  that  the  law  often 
takes.  But  he  does  not  like  to  think  of  him¬ 
self  as  a  technician  and  likes  to  quote  from 
Justice  Frankfurter  that  a  good  lawyer  must, 
above  all,  be  a  cultivated  man. 

A  BALANCE  WHEEL 

Not  long  ago,  Goldberg  spoke  of  the  law 
as  a  “flexible,  living  instrument  *  *  *  a 
balance  wheel,  not  a  brake.”  Too  many 
lawyers,  he  added,  have  become  mere  servants 
of  their  clients. 

He  frequently  recalls  that  Dean  John 
Henry  Wigmore,  one  of  his  teachers  and 
one  of  the  well  known  men  in  the  history 
of  American  law,  once  told  him,  “if  you’re 
going  to  practice  law,  do  it  in  the  grand 
manner.” 

That  phrase  "grand  manner”  perhaps  best 
describes  the  seat  on  the  Court  Goldberg 
has  been  named  to  fill.  It  is  a  seat  that  has 
long  been  occupied  by  some  of  the  Nation’s 
deepest  thinkers. 

Before  Justice  Frankfurter,  the  seat  was 
held  by  Benjamin  Cardozo,  Oliver  Wendell 
Holmes,  and  John  Chipman  Gray,  all  men 
who  saw  the  law  as  a  set  of  principles  that 
surpasses  the  immediate  problems  of  the  day. 

Mr.  JAVITS.  Mr.  President,  will  the 
Senator  yield  on  the  same  subject? 

Mr.  YARBOROUGH.  I  yield  to  the 
Senator  from  New  York. 

Mr.  JAVITS.  I  should  like  to  join 
with  the  Senator  and  many  other  col¬ 
leagues  who  have  complimented  the 
President  on  this  appointment;  and  I 
compliment  him,  too.  I  have  known 
Arthur  Goldberg  for  20  years  or  more 
as  a  distinguished  labor  lawyer,  and  I 
have  known  him  in  his  work  as  Secre¬ 
tary  of  Labor.  I  worked  with  him  in  the 
settlement  of  the  Metropolitan  Opera 
labor  dispute. 

He  has  been  a  very  effective  Secretary 
of  Labor,  probably  one  of  the  best  we 
have  had  in  the  history  of  the  Depart¬ 
ment,  in  comparison  with  great  Secre¬ 
taries  like  our  own  Jim  Mitchell,  who  I 
think  was  also  a  great  Secretary. 

I  shall  vote  for  the  confirmation  of 
Mr.  Goldberg’s  appointment,  and  I  feel 
certain  that  the  Senate  will  confirm  the 
nomination,  and  very  promptly.  What 
is  more,  Arthur  Goldberg  will  be  a  judge 
on  the  U.S.  Supreme  Court  of  whom  we 
shall  have  every  reason  to  be  proud.  I 
know  his  character.  He  will  lay  aside 
any  previous  representation,  any  previ¬ 
ous  ideas  he  had  in  advocacy,  and  he  will 
bring  to  the  bench  a  pure,  clear,  and 
luminous  legal  mind,  anxious  only  to 
dedicate  itself  for  all  the  days  of  his 
years  to  justice  under  the  Constitution 
of  the  United  States.  He  will  be,  in  my 
view,  neither  liberal  nor  conservative, 
any  more  than  Cardozo  or  Brandeis  were 
liberals  or  conservatives.  He  will  be  a 
great  judge  in  the  great  constitutional 
tradition  of  our  country,  with  courage, 
and  complete  dedication. 

I  think  it  is  most  important,  in  speak¬ 
ing  of  Arthur  Goldberg,  that  these  facts 
be  emphasized  to  the  country  by  persons 
like  myself  who  have  had  the  great 
privilege  of  knowing  him  so  well  for  so 
long  and  meeting  him,  not  only  as  Secre¬ 
tary  of  Labor  and  in  political  life,  but 
as  a  practicing  lawyer  for  trade  unions 
and  other  clients.  I  am  delighted  to  be 
able  to  pay  this  very  well-deserved 
tribute  to  him. 
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Mr.  YARBOROUGH.  I  thank  the 
Senator  from  New  York  for  the  informa¬ 
tion  he  has  offered  about  Justice  Gold¬ 
berg.  I  have  not  had  the  privilege  of 
knowing  Justice  Goldberg  for  as  long 
as  the  distinguished  Senator  from  New 
York,  but  I  think  I  met  him  10  years 
ago  in  Texas.  He  has  been  really  one 
of  the  most  active  and  successful  prac¬ 
titioners  in  this  vast  field.  I  knew  him 
through  my  association  with  Mr.  Leon 
Green,  one  of  the  most  successful  law 
teachers  in  the  country,  who  was  dean 
of  Northwestern  University  at  Chicago 
when  Justice  Goldberg  was  a  student 
there.  Mr.  Leon  Green  now  lives  in 
Austin,  Tex.  He  started  as  a  young 
man  at  the  University  of  Texas,  and  he 
has  come  back  now  to  teach  law  there. 
He  told  me  he  regarded  Justice  Goldberg 
as  the  prize  law  student  of  his  career. 
He  is  very  proud  of  the  record  which 
Justice  Goldberg  made. 

Justice  Goldberg  has  been  editor  of 
the  Illinois  Law  Review.  It  is  important 
that  Supreme  Court  Justices  not  only 
know  the  law,  and  not  only  that  they 
know  how  to  apply  the  law  as  legal 
craftsmen,  but  that  they  know  how  to 
write  law,  and  that  they  know  how  to 
articulate  with  the  pen.  Justice  Gold¬ 
berg  is  articulate  with  his  pen.  He  not 
only  graduated  from  the  postgraduate 
school  of  Northwestern  University 
summa  cum  laude,  but  he  has  written 
many  articles  in  addition  to  legal  briefs 
and  opinions,  and  is  the  author  of  a 
book,  “AFL-CIO:  Labor  United.” 

I  think  we  will  see  in  the  years  ahead 
in  Justice  Goldberg  a  man  who  will  grace 
that  High  Court  with  increasing  confi¬ 
dence  in  the  Court  among  lawyers  and 
citizens  of  the  United  States. 


THE  MYSTIQUE  OP  GOLD 

Mr.  MILLER.  Mr.  President,  in  the 
Thursday,  August  29,  1962,  issue  of  the 
Christian  Science  Monitor  is  an  excel¬ 
lent  article  by  the  distinguished  writer, 
Richard  L.  Strout,  entitled  “The  Mys¬ 
tique  of  Gold.”  The  article  is  highly 
informative  and  will  be  most  helpful  to 
readers  in  understanding  the  problem 
of  the  drain  on  the  gold  reserve  of  the 
United  States,  its  relationship  to  the 
gold  reserve  backing  up  our  currency, 
and  its  relationship  to  the  world  mone¬ 
tary  market. 

I  ask  unanimous  consent  that  the 
article  be  printed  in  the  Record. 

There  being  no  objection,  the  article 
was  ordered  to  be  printed  in  the  Record, 
as  follows: 


The  Mystique  of  Gold 
(By  Richard  L.  Strout) 
Washington. — Foreign  rumors  about  U.S. 
dollar  devaluation  persist.  Americans  can’t 
understand  it.  Gold  outflow  from  New  York 
declines,  but  nevertheless  continues.  The 
Federal  Reserve  Board  is  sensitive:  it  rejects 
easy  money  (low  interest  rates  to  stimulate 
halting  recovery)  because  low  interest  rates 
here  might  cause  foreigners  to  take  out  more 
funds  to  reinvest  abroad  at  higher  rates.  It 
is  a  tangled  problem. 

s  SO  back  a  bit.  Originally  gold  was 
tne  basis  of  paper  currency.  But  the  world 
gold  supply,  in  the  opinion  of  many  econo- 

ho^lesSnthatCieqU^e-  Tt  18  °ne  of  th®  world’s 
oSes  cli  i  °n  Which  capitalism 
operates,  comes— at  a  nice  profit— largely 


from  Soviet  Russia.  The  Soviet  sells  about 
$200  million  a  year  to  the  West.  South 
Africa  is  another  big  producer. 

The  mystique  of  gold  is  a  kind  of  fairy 
tale.  A  man  from  Mars  wouldn’t  believe  it. 
Gold  is  dug  out  of  the  ground  in  order  that 
man  can  store  it  underground  again,  at  Fort 
Knox,  say.  The  rate  of  gold  mining  is  in¬ 
adequate  under  present  usage  to  sustain  the 
rate  of  world  economic  growth.  Other  com¬ 
modities  in  short  supply  go  up  in  value,  but 
the  price  of  gold  is  pegged  to  the  dollar. 

The  West  has  got  around  the  inadequacy 
of  gold  reserves.  Instead  of  the  gold  stand¬ 
ard  there  is  now  the  “international  gold 
exchange  standard.”  This  means  that  in¬ 
stead  of  holding  gold  as  a  reserve  other  coun¬ 
tries  hold  dollars,  or  perhaps  pounds,  against 
their  currencies.  This  has  permitted  the 
vast  expansion  of  reserves  needed  to  carry 
on  international  trade.  The  United  States 
is  the  only  Nation  on  earth  committed  to 
exchange  its  currency  for  gold  at  a  fixed 
price — $35  an  ounce.  The  other  countries 
can  come  to  us  and  get  gold  for  our  dollars 
at  any  time;  but  if  our  Government  holds 
francs,  lira  or  pounds  we  can’t  get  gold  for 
them.  The  dollar  carries  enormous  respon¬ 
sibility. 

There  are  embarrassments  in  this  situa¬ 
tion.  Britain  knows  about  them.  After 
World  War  I,  Britain  returned  to  converti¬ 
bility  (i.e.,  agreed  to  exchange  pounds  for 
gold)  in  1925.  World  investors  built  up 
sterling  balances.  But  this  made  the  pound 
highly  vulnerable.  As  long  as  London  dis¬ 
count  rates — interest  payments — were  high 
foreigners  kept  short-term  funds  there,  but 
they  moved  out  overnight  if  rates  rose  in 
other  monetary  centers.  Short-term  move¬ 
ments  also  embarrass  the  United  States  to¬ 
day.  Rumors  of  sterling  weakness  constantly 
circulated.  Dollar  rumors  circulate  today. 

When  Britain’s  domestic  economy  declined 
economists  urged  the  stimulus  of  lower  in¬ 
terest  rates,  but  Montagu  Norman,  Governor 
of  the  Bank  of  England,  wanted  high  rates 
to  keep  short-term  foreign  funds  in  London. 
William  McChesney  Martin,  head  of  the 
Federal  Reserve  Board,  has  somewhat  the 
same  feelings  today. 

Finally  Britain,  facing  unemployment  and 
raids  on  sterling  devalued  the  pound,  Sep¬ 
tember  21,  1931.  It  knocked  over  a  whole 
row  of  financial  dominoes. 

America  has  a  vastly  stronger  gold  reserve 
today,  the  largest  in  the  world,  $16,200  mil¬ 
lion.  We  have  had  an  adverse  balance  of 
payments  but  this  is  not  due  to  profligacy 
or  inflation  but  to  calculated  U.S.  export  of 
foreign  aid  and  defenses.  It  could  be  halted 
overnight. 

Nevertheless,  the  world  can’t  quite  believe 
this.  Foreign  central  banks  hold  more  than 
$12  billion  of  short-term  dollar  obligations. 
What  if  they  should  all  cash  in  at  once? 
They  won’t,  but  this  is  a  matter  of  confi¬ 
dence,  not  logic.  Again,  the  world’s  liquid¬ 
ity  requirements  have  been  derived  in  recent 
years  only  partly  from  current  gold  produc¬ 
tion  and  Soviet  sales;  two-thirds  have  come 
from  continuous  depletion  of  U.S.  net  re¬ 
serves.  How  long,  it  is  asked,  can  this  go 
on? 

Leaders  of  the  World  Bank  and  the  Inter¬ 
national  Monetary  Fund  meet  in  Washing¬ 
ton  next  month.  Though  press  and  public 
don’t  realize  it  yet  another  basic  battle  has 
begun  over  interest  rates — Mr.  Martin  want¬ 
ing  them  high  (for  international  considera¬ 
tions);  economists  wanting  them  low  (to 
stimulate  flagging  domestic  business).  In¬ 
cidentally,  Chairman  Martin’s  term  at  the 
Reserve  Board  expires  shortly. 

The  present  system  puts  an  unfair  burden 
on  the  United  States.  International  ex¬ 
change  should  not  be  tied  any  longer  to  one 
or  two  national  currencies.  International 
liquidity  demands  a  broader  base  with  a  new 
permanent  mechanism.  The  United  States 
isn’t  going  to  permit  a  dollar  collapse.  But 


it  conceivably  might  be  forced  into  a  slow¬ 
down  of  contributions  to  world  liquidity  and 
to  international  aid. 


MESSAGE  FROM  THE  HOUSE 

A  message  from  the  House  of  Repre¬ 
sentatives,  by  Mr.  Bartlett,  one  of  its 
reading  clerks,  announced  that  the 
House  had  passed,  without  amendment, 
the  bill  (S.  2250)  to  provide  for  the  in¬ 
corporation  of  the  National  Woman’s 
Relief  Corps,  Auxiliary  to  the  Grand 
Army  of  the  Republic,  organized  1883, 
78  years  old. 

The  message  also  announced  that  the 
House  had  agreed  to  the  following  con¬ 
current  resolutions  of  the  Senate: 

S.  Con.  Res.  87.  Concurrent  resolution  au¬ 
thorizing  the  printing  of  additional  copies 
of  the  hearings  entitled  "Military  Cold  War 
Education  and  Speech  Review  Policies”  and 
the  report  thereon;  and 

S.  Con.  Res.  88.  Concurrent  resolution  au¬ 
thorizing  a  change  in  the  enrollment  of 
S.  2321,  the  District  of  Columbia  Tissue  Bank 
Act. 

The  message  further  announced  that 
the  House  had  agreed  to  the  amendment 
of  the  Senate  to  the  bill  (H.R.  7782)  to 
authorize  the  Secretary  of  the  Interior 
to  convey  certain  lands  in  the  State  of 
Maryland  to  the  Prince  Georges  County 
Hospital,  aud  for  other  purposes. 

The  message  also  announced  that  the 
House  had  agreed  to  the  report  of  the 
committee  of  conference  on  the  disagree¬ 
ing  votes  of  the  two  Houses  on  the 
amendment  of  the  Senate  to  the  bill 
(H.R.  10062)  to  extend  the  application  of 
certain  laws  to  American  Samoa. 

The  message  further  announced  that 
the  House  had  disagreed  to  the  amend¬ 
ment  of  the  Senate  to  the  bill  (H.R. 
12391)  to  improve  and  protect  farm  in¬ 
come,  to  reduce  costs  of  farm  programs 
to  the  Federal  Government,  to  reduce 
the  Federal  Government’s  excessive 
stocks  of  agricultural  commodities,  to 
maintain  reasonable  and  stable  prices  of 
agricultural  commodities  and  products  to 
consumers,  to  provide  adequate  supplies 
of  agricultural  commodities  for  domestic 
and  foreign  needs,  to  conserve  natural 
resources,  and  for  other  purposes;  agreed 
to  the  conference  asked  by  the  Senate 
on  the  disagreeing  votes  of  the  two 
Houses  thereon,  and  that  Mr.  Cooley, 
Mr.  Poage,  Mr.  Gathings,  Mr.  Breeding, 
Mr.  Hoeven,  Mr.  Belcher,  and  Mr.  Quie 
were  appointed  managers  on  the  part  of 
the  House  at  the  conference. 


REVENUE  ACT  OF  1962 

The  Senate  resumed  the  consideration 
of  the  bill  (H.R.  10650)  to  amend  the  In¬ 
ternal  Revenue  Code  of  1954  to  provide  a 
credit  for  investment  in  certain  depreci¬ 
able  property,  to  eliminate  certain  de¬ 
fects  and  inequities,  and  for  other 
purposes. 

The  PRESIDING  OFFICER.  The 
question  is  on  agreeing  to  committee 
amendment  No.  2,  to  strike  the  language 
beginning  on  line  1,  page  52. 

FOREIGN  PROVISIONS 

Mr.  GORE.  Mr.  President,  several 
sections  in  the  pending  bill  deal  with  the 
taxation  of  income  and  profits  earned 
abroad  by  American  taxpayers  through 
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technically  foreign  subsidiary  corpora¬ 
tions  which  they  control.  Several  of  the 
provisions  in  these  sections  are  meritori¬ 
ous.  On  balance,  however,  the  bill 
would  not  go  nearly  far  enough  to  correct 
the  situation  which  now  exists  and  re¬ 
store  our  tax  system  to  a  position  of 
neutrality  as  between  domestic  and  for¬ 
eign  operations. 

We  need  to  improve  this  bill  and  make 
it  less  favorable  to  foreign  economic 
operations.  We  need  to  do  this  now,  not 
next  year  or  some  year  thereafter. 

The  problem  created  by  the  favorable 
tax  treatment  of  income  earned  abroad 
adversely  affects  the  national  interest, 
particularly  with  respect  to  the  balance- 
of-payments  problem  and  the  movement 
of  U.S.  industry  and  employment  abroad. 

My  colleagues  are  well  aware  of  the 
fact  that  it  is  difficult  to  obtain  legisla¬ 
tive  momentum  on  any  given  subject. 
When  any  particular  subject  has  been 
under  consideration  for  both  sessions  of 
a  Congress  and  has  gotten  through  the 
House  and  finally  to  the  floor  of  the  Sen¬ 
ate,  it  is  most  difficult  to  repeat  the 
process  until  several  years  have  passed. 

In  view  of  this  well-known  fact  of 
legislative  life,  it  behooves  us  to  deal 
thoroughly  and  properly  with  the  subject 
at  hand  right  now.  We  may  not  have 
another  opportunity  for  years  to  come. 
By  that  time,  unless  we  take  effective  ac¬ 
tion  now,  more  drastic  measures  may 
well  be  required. 

Now,  what  is  the  problem  in  the  for¬ 
eign  area,  involving  the  taxation  of 
profits  earned  by  American  interests 
abroad?  The  President  has  defined  the 
problem  and  offered  a  solution. 

In  the  words  of  the  President,  enunci¬ 
ated  in  his  message  to  the  Congress  on 
April  20, 1961,  the  problem  is  this: 

Changing  economic  conditions  at  home 
and  abroad,  the  desire  to  achieve  greater 
equity  in  taxation,  and  the  strains  which 
have  developed  in  our  balance-of-payments 
position  in  the  last  few  years,  compel  us  to 
examine  critically  certain  features  of  our 
tax  system  which,  in  conjunction  with  the 
tax  system  of  other  countries,  consistently 
favor  U.S.  private  investment  abroad  com¬ 
pared  with  investment  in  our  own  economy. 

And,  what  was  the  President’s  recom¬ 
mended  solution? 

I,  therefore  recommend  that  legislation 
be  adopted  which  would,  after  a  two-step 
transitional  period,  tax  each  year  American 
corporations  on  their  current  share  of  the 
undistributed  profits  realized  in  that  year 
by  subsidiary  corporations  organized  in  eco¬ 
nomically  advanced  countries.  This  current 
taxation  would  also  apply  to  individual 
shareholders  of  closely  held  corporations  in 
those  countries. 

The  President  also  recommended 
“elimination  of  the  tax  haven  device 
anywhere  in  the  world,  even  in  the  un¬ 
derdeveloped  countries,  through  the 
elimination  of  tax  deferral  privileges  for 
those  forms  of  activities,  such  as  trad¬ 
ing,  licensing,  insurance,  and  others,  that 
typically  seek  out  tax  haven  methods  of 
operation.  There  is  no  valid  reason  to 
permit  their  remaining  untaxed  regard¬ 
less  of  the  country  in  which  they  are  lo- 
c sited  ** 

Secretary  Dillon  strongly  endorsed  the 
President’s  recommendations  and  gave 
them  concrete  backing  in  testimony  be¬ 


fore  the  Ways  and  Means  Committee 
and  the  Finance  Committee.  Indeed, 
Secretary  Dillon  went  so  far  as  to  agree, 
in  testifying  before  the  Finance  Com¬ 
mittee,  that  anything  short  of  complete 
removal  of  the  deferral  privilege,  where¬ 
by  U.S.  taxation  of  profits  earned  abroad 
may  be  indefinitely  postponed,  would  be 
but  “piddling”  with  the  problem. 

Despite  this  clear  recognition  of  the 
problem,  and  these  strong  recommenda¬ 
tions  for  its  correction,  the  House  went 
only  a  part  of  the  way  in  correcting  the 
situation.  The  Finance  Committee,  for 
no  reasons  which  I  can  determine  except 
the  pressure  of  the  business  community — 
which,  understandably,  never  wants  to 
pay  more  taxes  than  absolutely  neces¬ 
sary — refused  to  consider  the  President’s 
principal  recommendation  and,  instead, 
backed  away  from  even  the  House  pro¬ 
visions  and  reported  to  the  Senate  a 
weak,  watered  down  and  wavering  tax 
haven  approach.  The  committee  then 
provided  broad  escape  hatches  in  even 
this  wholly  inadequate  approach  to  the 
problem. 

One  can  see,  then,  Mr.  President,  why 
I  find  it  necessary  to  disagree  with  the 
majority  action  of  the  committee  on 
which  it  is  my  privilege  to  serve. 

Just  what  is  our  problem  insofar  as 
operations  abroad  by  American  interests 
are  concerned? 

Briefly,  the  problem  is  this.  Due  to 
changing  world  conditions  during  the 
past  several  years,  entirely  too  much 
American  capital  is  moving  abroad. 
This  capital  is  moving  into  the  wrong 
areas  and  the  wrong  activities. 

This  capital  movement  takes  several 
forms — direct  investment,  long-term 
portfolio  investment,  and  short-term  or 
hot  money  flows.  This  capital  outflow, 
particularly  that  represented  by  direct 
investment — that  is,  investment  which 
goes  into  setting  up  separate  corpora¬ 
tions,  or  branch  operations,  in  foreign 
countries  owned  and  controlled  by  Amer¬ 
ican  interests,  generally  large  U.S.  cor¬ 
porations — is  particularly  hurtful  to  the 
domestic  economy  since  much  of  it  rep¬ 
resents  the  direct  shipment  of  jobs  from 
the  United  States  to  the  foreign  country 
concerned. 

The  other  forms  of  capital  outflow, 
long-term  portfolio  and  hot  money,  are 
not  so  directly  harmful  to  the  economy, 
although  they  are  quite  troublesome  in¬ 
sofar  as  the  balance  of  payments  is  con¬ 
cerned. 

Not  all  foreign  investment  is  harmful 
to  the  economy,  of  course.  As  I  shall 
discuss  later,  about  10  percent  of  our 
foreign  investment  is  related  to  our  own 
export  activities,  and  is  of  assistance  to 
the  domestic  economy.  Part  of  our  for¬ 
eign  direct  investment  is  in  the  form  of 
petroleum  and  mining  operations,  and 
helps  us  to  obtain  a  steady  inflow  of 
needed  raw  materials  and  semifinished 
goods. 

It  so  happens  that  most  of  the  petro¬ 
leum  and  mining  operations  are  con¬ 
ducted  in  branch  form  and  are,  there¬ 
fore,  little  affected  by  proposed  changes 
in  U.S.  tax  law.  It  also  happens  that  the 
10  percent  of  direct  foreign  investment 
associated  with  the  encouragement  of 
our  exports  would  be  little  affected 


since,  if  the  corporations  involved  are 
keeping  their  books  legitimately,  the 
larger  part  of  the  total  profit  obtained 
from  exports  will  be  earned  by  the  man¬ 
ufacturing  process  in  the  United  States, 
and  the  much  smaller  portion  of  the 
profit  earned  by  the  sales  organization 
in  Europe  or  elsewhere,  even  if  taxed 
currently  on  its  net  profit,  should  not 
deter  the  overall  export  activity  involved. 

On  the  other  hand,  tax  changes  will 
not  accomplish  all  that  needs  to  be  done 
in  balancing  our  payments  to  and  from 
foreigners.  Other  changes  of  a  regula¬ 
tory  nature  may  well  be  necessary  for 
this  purpose. 

TAXATION  AND  CAPITAL  FLOWS 


One  of  the  most  startling  economic 
phenomena  of  the  past  5  years  is  the 
large-scale  movement  of  American  capi¬ 
tal  abroad.  Though  some  of  the  eco¬ 
nomic  activity  represented  by  this  move¬ 
ment  may  be  desirable  and  may  serve  to 
increase  exports,  much  of  it  directly  and 
materially  weakens  the  base  of  our  econ¬ 
omy.  Some  of  this  capital  is  drawn 
abroad  for  legitimate  economic  reasons. 
Much  of  it,  far  too  much,  is  stimulated 
to  move  abroad  because  of  faulty  U.S. 
tax  provisions. 

Several  reasons  exist,  of  course,  for  this 
unprecedented  movement  of  capital 
abroad.  International  barriers  of  all 
sorts  are  being  broken  down.  Converti¬ 
bility  of  currency  exists  in  large  meas¬ 
ure.  Electronic  communications  insure 
effective  control  of  economic  activities 
anywhere  in  the  world  from  one  central 
office.  The  movement  of  persons  and 
goods  has  been  speeded  up  and  cheap¬ 
ened  to  a  point  where  distance  makes 
very  little  difference.  American  eco¬ 
nomic  style  and  business  organization 
have  made  American  know-how  welcome 
in  most  countries.  American  free  world 
leadership  has  lent  prestige  to  all  things 


American. 

In  view  of  these  facts — facts  which  we 
may  not  want  to  alter,  even  if  we  could— 
it  is  most  inappropriate  to  set  up  addi¬ 
tional  artificial  stimuli  to  the  movement 
of  American  capital  abroad,  particularly 
into  activities  and  in  amounts  which  are 
contrary  to  the  national  interest.  Exist¬ 
ing  law  relating  to  the  taxation  of  eco¬ 
nomic  activities  carried  out  by  Amer¬ 
ican  interests  in  foreign  countries  con¬ 
stitutes  just  such  an  artificial  stimulus 
to  the  movement  of  capital  abroad  into 
areas  and  activities  which  pose  dangers 
to  the  domestic  economy  and  make 
more  difficult  a  solution  of  the  balance- 


of-payments  problem. 

As  our  tax  laws  now  stand,  they  con¬ 
stitute  a  positive  subsidy  to  the  move¬ 
ment  of  American  capital  abroad.  There 
are  numerous  ways  in  which  the  taxa¬ 
tion  of  profits  from  foreign  operations 
can  be  reduced  to  the  extent  that  it  may 
be  more  profitable  to  expend  Amencan 
capital  and  American  know-how  in 
building  up  the  economy  of  West  Ger¬ 
many  rather  than  the  economy  of  West 
Virginia,  or  south  Italy  rathei  than 
South  Carolina. 

The  existence  of  this  unhappy  circum¬ 
stance  is  given  implicit  verification  by 
virtue  of  the  fact  that  this  bill,  inU  of 
its  27  sections,  deals  with  the  taxation  of 
foreign  operations  of  U.S.  taxpayeis, 
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both  individual  and  corporate.  Unfor¬ 
tunately,  having  recognized  the  existence 
of  certain  problems,  the  bill  proceeds  to¬ 
ward  correction  of  these  problems  in  a 
most  timid  and  halfhearted  manner. 

Our  tax  laws  regarding  foreign  opera¬ 
tions  are  hopelessly  out  of  date.  For  the 
most  part  they  stem  from  rules  laid  down 
when  the  income  tax  was  developed  prior 
to  the  First  World  War.  Developments 
in  communications,  transportation,  and 
even  in  international  politics  and  polit¬ 
ical  organization  have  made  some  of 
these  laws  obsolete. 

In  theory,  the  United  States  taxes  its 
citizens  wherever  they  are  and  from 
whatever  source  their  income  is  derived. 
Although  this  would  seem  to  preclude 
the  use  of  the  tax  laws  as  a  subsidy  to 
draw  economic  activity  abroad,  in  prac¬ 
tice  we  have  nullified  theory  to  a  great 
extent  by,  first,  allowing  American  inter¬ 
ests  to  operate  abroad  in  subsidiary  form 
without  the  imposition  of  any  U.S.  taxa¬ 
tion  whatsoever  on  the  profits  from  those 
operations  until  those  profits  are  re¬ 
mitted — often  in  a  form  which  can  take 
a  capital  gains  rate  or  no  rate  at  all — 
and,  second,  by  providing  for  a  credit  for 
foreign  income  taxes  paid  against  ulti¬ 
mate  U.S.  taxes  on  income  earned 
abroad. 

There  are  several  separate  and  dis¬ 
tinct  tax  advantages  to  locating  a  fac¬ 
tory  in  Europe,  for  example: 

First.  Deferral:  Most  foreign  enter¬ 
prises  owned  by  U.S.  corporations,  ex¬ 
cept  those  connected  with  petroleum 
and  mining  operations,  are  organized  as 
subsidiaries  rather  than  branches.  This 
means  that  no  U.S.  taxes  are  due  until 
such  time  as  dividends  are  paid  to  the 
parent  organization  in  the  United  States. 
In  many  instances,  income  taxes  in  for¬ 
eign  countries  are  considerably  lower 
than  in  the  United  States.  Further¬ 
more,  even  when  the  tax  rate  is  substan¬ 
tially  the  same,  as  in  the  case  of 
Germany,  a  sales  office  and  a  holding 
company  in  Switzerland  can  be  used  in 
such  a  way  as  to  lower  the  effective 
German  tax. 

The  value  of  tax  deferral  is  real  and 
measurable.  It  amounts  to  an  interest- 
free  loan  of  tax  moneys  which  should 
have  been,  and  were  not,  paid  over  to 
the  United  States.  A  study  made  about 
2  years  ago  by  the  American  Manage¬ 
ment  Association  showed  that,  because 
of  this  preferential  tax  on  operations 
abroad,  as  compared  with  taxes  here  at 
home,  reinvestment  of  foreign  earnings 
could  provide,  over  a  3-year  period, 
“roughly  double  the  rate  of  profit  ac¬ 
cumulation  for  reinvestment  that  is  pos¬ 
sible  under  domestic  tax  schedules.’’ 

The  deferral  privilege,  then,  both 
draws  funds  overseas  and  tends  to  keep 
them  there. 


Second.  Foreign  tax  credit:  A  bu 
ness  enterprise  located  in  a  typical  c: 
in  the  United  States  must  pay  Sts 
taxes,  county  taxes,  city  taxes  and  oft 
other  special  taxes  in  addition  to 
U.S.  income  tax.  All  these  non-Fedei 
taxes  are,  of  course,  business  expens 
and  are  properly  deductible  from  grc 
income  in  determining  income  subject 
ax  by  the  Federal  Government. 

SC  ,the  «*»  Of  foreign  income  a: 
similar  taxes,  these  items  of  actual  bu; 


ness  expense  are  not  charged  off  as  ex¬ 
penses.  Instead,  they  are  applied  as  a 
credit  against  the  U.S.  income  tax  if 
and  when  that  tax  is  finally  paid.  This 
ability  to  use  foreign  income  taxes  as  a 
credit  against  U.S.  income  taxes  rather 
than  a  deduction  from  taxable  income 
gives  a  decided  edge  to  foreign  invest¬ 
ment. 

Third.  Gross-up:  Due  to  imperfect 
language  in  the  statute  dealing  with  the 
crediting  of  foreign  taxes  against  U.S. 
income  taxes,  there  is  allowed,  in  effect, 
both  a  deduction  and  a  credit  for  foreign 
income  and  associated  taxes  paid.  This 
has  the  effect,  even  without  setting  up 
a  tax  haven  operation,  of  reducing  the 
effective  U.S.  tax  rate  to  close  to  40  per¬ 
cent  in  some  instances. 

Fourth.  Tax  haven  abuses:  I  do  not 
wish  to  take  the  time  today  to  detail  all 
of  the  various  types  of  tax  haven  abuses 
possible  under  our  tax  laws.  Let  me  say 
just  now  that  these  abuses  are  legion  and 
are  used,  not  only  to  reduce  foreign  taxes 
and  pull  profits  of  legitimate  foreign 
operations  into  tax  havens  almost  tax 
free,  but  tax  havens  are  also  used  to  pull 
profits  from  American  domestic  opera¬ 
tions  into  tax  havens  so  as  to  escape 
U.S.  taxes.  This  latter  type  of  outflow, 
or  lack  of  proper  inflow,  of  dollars  is 
doubly  harmful. 

It  is  also  often  possible  to  collect  profits 
for  several  years  in  a  tax  haven  dummy 
corporation,  then  collapse  the  corpora¬ 
tion  and  bring  home  the  accumulated 
profits  in  the  form  of  capital  gains  which 
are  subject  to  a  maximum  tax  rate  of 
25  percent. 

Many  of  these  tax  haven  abuses  are 
subject  to  correction  administratively — 
if  they  can  be  detected,  if  the  books  are 
available,  and  if  all  taxpayers  concerned 
are  cooperative.  These  circumstances 
seldom  prevail.  Detection  is  difficult  and 
requires  the  time  of  many  more  highly 
trained  and  skilled  revenue  agents  than 
we  have  available,  even  if  all  of  them 
were  put  on  such  cases.  Furthermore, 
with  the  books  in  a  foreign  country,  and 
often  subject  to  strict  so-called  anti¬ 
espionage  laws,  it  is  impossible  to  get 
at  the  true  facts. 

I  shall  have  more  to  say  about  tax 
haven  operations  and  abuses.  Suffice  it 
to  say  right  now  that  similar  operations 
and  opportunities  for  tax  avoidance  and 
evasion  are  not  available  to  domestic 
operations.  The  bill  before  us  would 
probably  put  a  stop  to  many  tax  haven 
abuses. 

Fifth.  Income  earned  abroad  by  in¬ 
dividuals:  Foreign  operations  have  a  fur¬ 
ther  tax  advantage  over  domestic  oper¬ 
ations  in  that  U.S.  citizens  are  allowed, 
under  our  faulty  tax  laws,  to  go  abroad 
and  work  for  a  number  of  years  and 
avoid  payment  of  U.S.  income  taxes. 
This  makes  working  overseas  relatively 
attractive  and  enables  companies  with 
foreign  operations  to  hire  capable  U.S. 
personnel  at  a  lower  salary  or  wage  than 
they  would  otherwise  have  to  pay. 

All  of  the  above  give  an  advantage, 
insofar  as  taxation  is  concerned,  to  op¬ 
erating  abroad  as  against  performing 
the  same  operation  here  at  home.  This 
tax  advantage  cannot  help  but  act  as  a 
magnet  to  draw  funds  abroad — funds 
which  could  and  should  be  allocated  to 


expanding  and  modernizing  our  domestic 
plant  and  equipment. 

I  do  not  think  it  necessary  to  penalize 
oversea  operations,  although  the  situa¬ 
tion  may  get  so  bad  that  some  positive, 
active  steps  must  be  taken  to  prevent  or 
slow  down  the  flow  of  capital  into  cer¬ 
tain  foreign  countries.  But  it  seems  to 
me  that  we  should  now,  during  this  ses¬ 
sion,  take  the  necessary  legislative  steps 
to  insure  that  taxation  is  at  least  neu¬ 
tral.  We  should  at  least  tax  foreign  op¬ 
erations  as  heavily  as  operations  here  at 
home.  This  would  not  put  an  end  to 
foreign  investment — indeed,  such  would 
not  be  desirable.  But  it  would  slow  down 
the  currently  rapid  growth  of  foreign  in¬ 
vestment  and  insure  the  repatriation  of 
sufficient  foreign  earnings  in  the  years 
immediately  ahead  to  be  of  material  as¬ 
sistance  in  the  balance  of  payments  as 
well  as  to  assist  in  the  needed  moderni¬ 
zation  of  domestic  plant  and  equipment. 

TAX  EQUITY 

Equity  in  taxation  is  a  subject  to 
which  lipservice  is  paid  from  time  to 
time.  Everyone  claims  to  be  in  favor 
of  equity,  but  many  define  equity  in 
strange  and  tortured  ways.  Generally 
speaking,  if  a  dollar  earned  by  a  partic¬ 
ular  type  of  taxpayer  in  any  economic 
activity,  in  any  geographical  area,  pays 
the  same  tax  as  another  dollar  earned 
under  other  circumstances  by  similar 
types  of  taxpayers,  we  can  say  that  tax 
equity  has  been  achieved. 

Of  course,  from  time  to  time  prefer¬ 
ences  are  given  to  certain  types  of  opera¬ 
tions,  certain  areas,  and  certain  organi¬ 
zations,  but  when  this  is  done  it  should 
be  done  consciously,  and  deliberately,  in 
the  full  knowledge  of  what  is  being  done, 
and  with  the  accomplishment  of  definite 
objectives  in  mind.  When  a  subsidy  is 
voted — and  a  subsidy  can  be  awarded  a 
taxpayer  by  giving  him  a  tax  preference 
just  as  surely  as  it  can  be  awarded  by 
way  of  a  cash  payment — it  should  be 
voted  to  accomplish  a  proper  national 
or  social  goal,  not  done  accidentally,  or 
as  a  private  giveaway. 

For  example,  there  is  no  question  that 
the  average  homeowner  receives  better 
tax  treatment  than  the  average  renter 
of  living  quarters.  But  the  Congress 
has  deliberately  provided  this  because 
it  is  considered  socially  desirable  to 
foster  homeownership. 

In  certain  other  instances  tax  ad¬ 
vantages  are  given  inadvertently,  or  be¬ 
cause  of  reasons  which  are  no  longer 
valid.  Certain  of  our  laws  dealing  with 
the  taxation  of  the  profits  and  income 
earned  abroad  by  American  taxpayers, 
both  corporate  and  individual,  directly 
and  through  technically  foreign  sub¬ 
sidiaries,  fall  in  each  of  these  two  cate¬ 
gories. 

'  Business  decisions  today  are  often 
made  on  the  basis  of  tax  consequences. 
Many  decisions  as  to  what  operations 
should  be  moved  abroad  are  made  on  the 
basis  of  tax  consequences.  Many  for¬ 
eign  operations  are  set  up  in  order  to 
avoid  taxes,  in  a  virtual  maze  of  inter¬ 
locking  and  overlapping  organizations, 
confusing  to  customers  and  operators 
alike.  This  is  hardly  in  keeping  with 
concepts  of  equity  or  even  good  business 
management. 
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The  best  way  to  achieve  tax  equity, 
particularly  in  this  field,  is  to  seek  tax 
neutrality,  this  is,  to  seek  to  have  tax 
laws  such  that  economic  decisions  are 
made  on  the  basis  of  economic  criteria, 
not  on  tax  consequences.  Unfortunately, 
the  bill  reported  by  the  Finance  Com¬ 
mittee,  although  it  recognizes  the  exist¬ 
ence  of  inequity,  does  little  to  deal  with 
it  effectively.  Under  terms  of  this  bill, 
operations  carried  on  abroad  will  still 
receive  favored  tax  treatment  as  com¬ 
pared  with  the  same  type  of  operation 
carried  on  here  at  home. 

DOMESTIC  ECONOMY  HEALTH 

Many  who  are  concerned,  and  who  so 
often  express  that  concern,  about  the 
so-called  export  of  jobs  because  of  the 
liberalization  of  trade  restrictions  and 
the  lowering  of  tariff  barriers  will  rarely 
stop  to  examine  our  faulty  tax  laws  and 
the  part  they  play  in  exporting  entire 
factories  to  Europe. 

When  we  break  down  artificial  trade 
barriers  we  promote  a  two-way  trade 
which  ultimately  benefits  and  strength¬ 
ens  the  economy  of  all  trading  nations. 
This  is  not  to  say,  of  course,  that  some 
individuals  or  segments  of  industries  will 
not  be  hurt  temporarily,  or  even  perma¬ 
nently.  A  glass  manufacturer,  for  ex¬ 
ample,  may  curtail  his  activities  and 
his  employees  may  be  thrown  out  of 
work.  But  at  the  same  time,  production 
for  export  may  be  increased  in  other 
lines  such  as  chemicals,  machinery,  elec¬ 
tronics,  and  farm  products.  President 
Kennedy  has  recognized  the  domestic 
problems  associated  with  increased  trade 
and  has  proposed  ways  to  deal  with 
those  problems. 

But  what  about  the  factory  which  is 
lured  abroad  by  a  tax  loophole?  Who 
benefits  from  that?  Surely  our  econ¬ 
omy  as  a  whole  does  not.  A  few  large 
stockholders  may  benefit.  A  few  insid¬ 
ers  may  profit  from  speculation.  But 
our  national  interest  is  injured.  Pay¬ 
rolls  are  lost.  People  are  left  unem¬ 
ployed.  The  productive  potential  of  the 
country  is  lessened.  The  gross  national 
product  is  lessened,  and  our  standard  of 
living  is  just  that  much  lower. 

Of  course,  the  host  country  benefits 
from  our  shipping  industries  to  it.  For 
this  reason  Congress  may  not  want  to 
discourage  investment  of  a  proper  type 
in  certain  underdeveloped  countries. 
Unfortunately  most  of  the  private  invest¬ 
ment  in  such  countries  is  in  the  extrac¬ 
tive  industries  and  this  may  do  the  host 
country  but  little  permanent  good. 
Moreover,  the  use  of  tax  favors  in  for¬ 
eign  policy,  even  in  foreign  aid,  to  un¬ 
derdeveloped  countries  may  not  be  the 
best  or  most  effective  means  of  achiev¬ 
ing  our  objectives. 

I  have  found  no  better  proof  of  the 
benefits  to  be  derived  by  the  host  coun¬ 
try  from  the  establishment  therein  of 
American  subsidary  corporations  than 
an  article  published  in  the  Anglo  Amer¬ 
ican  Trade  News  in  January  1962.  This 
article  is  so  interesting  that  I  should  like 
to  read  it  in  its  entirety;  it  is  not  long. 
It  reads  as  follows : 

American  Exports  From  Britain — A  New 
Survey  op  120  U.S.  Manufacturing  Sub¬ 
sidiaries  Operating  in  the  United  King¬ 
dom 

American  manufacturing  enterprises 
based  in  the  United  Kingdom  are  continuing 


to  make  solid  and  constructive  contribution 
to  Britain’s  export  effort  and  payments  bal¬ 
ance. 

This  is  the  story  that  emerges  from  export 
performance  data  gathered  by  the  American 
Chamber  of  Commerce  in  London  from  chief 
management  executives  of  the  leading  Ameri¬ 
can  manufacturing  subsidiaries  in  the 
United  Kingdom.  Results  of  a  recent  survey 
which  included  hard  figures  from  120  cham¬ 
ber  member  companies  of  American  paren¬ 
tage  show  that  26  percent  of  them  exported 
from  41  to  100  percent  of  their  entire  pro¬ 
duction  during  the  first  half  of  1961. 

Thirty  percent  of  these  American  owned 
companies  shipped  21  to  40  percent  of  their 
output  abroad  during  the  first  6  months  of 
last  year.  The  remaining  44  percent  of  the 
group  sampled  by  the  chamber  sold  up  to 
20  percent  of  their  production  in  oversea 
markets. 

Additionally,  15  firms  reported  that  they 
estimated  their  contributions  in  indirect  ex¬ 
ports  were  of  much  greater  importance  to 
the  British  economy  than  the  direct  ex¬ 
port  figures  indicate.  These  makers  of  com¬ 
ponents  and  subassemblies  supply  British 
customers  whose  products  in  turn  are  prime 
sellers  in  world  markets. 


The  majority  of  U.S.  subsidiaries  in  this 
category  estimated  that  inclusion  of  their 
indirect  exports  in  their  totals  would  be 
sufficient  to  more  than  double  their  direct 
export  performance.  Two  companies  which 
reported  no  direct  imports  noted  that  their 
entire  production  finds  its  way  to  export 
markets  in  this  manner. 


Proper  evaluation  of  figures  and  percent¬ 
ages  requires  comparison  to  convey  meaning, 
and  it  is  by  using  a  yardstick  of  past  per¬ 
formance  and  by  measuring  against  current 
available  data  on  exports  of  British  industry 
generally  that  the  scope  of  American  financed 
contribution  becomes  significant. 

In  his  1954-55  study,  “American  Invest¬ 
ment  in  British  Manufacturing  Industry” 
(George  Allen  &  Unwin,  1958),  Prof.  John 
H.  Dunning,  of  the  University  of  South- 
hamption,  revealed  that  152  American  manu¬ 
facturing  subsidiaries  in  the  United  King¬ 
dom  reported  the  following  export  perform¬ 
ance:  26.2  percent  of  them  exported  41  to 
100  percent  of  their  production;  41.3  per¬ 
cent  sold  21  to  40  percent  of  output  to  for¬ 
eign  markets,  and  32.5  percent  recorded  ex¬ 
port  sales  up  to  20  percent. 

It  can  be  assumed  that  many  of  the  com¬ 
panies  in  the  Dunning  study  are  identical 
with  those  sampled  in  the  chamber  survey, 
although  a  number  of  firms  in  the  current 
sample  have  been  established  during  the 
past  8  years.  This  is  worth  noting  because 
recently  the  United  Kingdom  Government 
has  tended  to  relax  its  entry  requirements 
for  foreign  direct  investment  in  manufac¬ 
turing  enterprises.  Formerly  the  dollar 
shortage  in  the  United  Kingdom  made  it 
mandatory  that  the  prospective  investor’s 
product  be  a  vital  dollar  saver  on  the  domestic 
market  and  a  prodigious  seller  overseas. 

With  easier  entrance  for  the  newcomer 
and  with  more  affluent  domestic  consumers 
to  be  tapped  by  both  the  neophyte  and  the 
long  established  companies,  it  might  be 
expected  that  the  current  export  graph  would 
drop  precipitously  below  the  1954  mark.  This 
has  not  been  the  case. 


Measured  against  contemporary  perform- 
,nce  of  British  industry  generally,  the  Amer- 
can  manufacturers  in  the  United  Kingdom 
.ppear  to  run  slightly  ahead  of  the  current, 
rhe  Federation  of  British  Industries  export 
upplement  to  “Industrial  Trends  Enquiiy 
Jo.  12  ”  released  for  publication  on  October 
3,  1961,  shows  that  492  United  Kingdom 
nanufaeturers  with  annual  exports  amount- 
ng  to  more  than  £10,000  line  up  in  this 
nanner:  12  percent  deliver  more  than  50 
>ercent  of  their  output  overseas;  28  percent 
ixport  25  to  50  percent;  31  percent  sell  10 
o  25  percent  abroad;  17  percent  export  5 


to  10  percent,  and  12  percent  record  export 
sales  of  less  than  5  percent. 

Comparable  figures  for  the  120  American 
firms  in  the  United  Kingdom  are:  Exports 
over  50  percent,  19  percent  of  the  companies; 
25  to  50  percent,  29  percent  of  the  com¬ 
panies;  10  to  25  percent,  36  percent  of  the 
total,  and  in  the  5  to  10  and  less  than  5 
percent  categories,  5  and  10  percent  of  the 
companies,  respectively. 

Again,  in  the  FBI  inquiry  it  can  be  ex¬ 
pected  that  a  majority  of  the  U.S.  com¬ 
panies  are  included,  but  it  should  be  re¬ 
membered  that  the  FBI  includes  among  its 
members  this  country’s  largest  concerns  and 
its  most  formidable  exporters.  On  the  other 
hand,  with  the  exception  of  a  small  minority 
of  the  U.S.  financed  companies,  the  Ameri¬ 
can  firms  supplying  information  for  the 
chamber  study  class  themselves  in  the  small 
to  medium  sized  brackets.  Notwithstand¬ 
ing  this,  American  industry  in  Britain  has 
been  credited  by  numerous  British  authori¬ 
ties  with  employing  nearly  1  in  every  20 
workers  employed  in  United  Kingdom  manu¬ 
facturing  industry  today. 

Enlarging  on  this,  Sir  Miles  Thomas,  chair¬ 
man  of  Monsanto  Chemicals,  Ltd.,  in  a  talk 
he  gave  at  a  chamber  luncheon  meeting  in 
mid  1959,  said: 

“I  wonder  if  any  of  you  read  some  rele¬ 
vant  and  extremely  interesting  figures  in  the 
Times  recently?  There  are  roughly  400  U.S. 
subsidiaries  and  Anglo-American  companies 
in  the  United  Kingdom  and  they  employ 
about  375,000  people.  Impressive  figures, 
but — and  it’s  a  very  considerable  but — these 
people  only  represent  about  4  percent  of  our 
total  labor  force.  And  the  total  value  of  the 
output  of  those  400  or  so  companies,  at 
around  £1,200  million,  is  about  5.5  percent 
of  the  gross  output  for  all  United  Kingdom 
manufacturing  industry  for  1957. 

“A  further  fact  was  that,  at  the  present 
time,  U.S.  representation  in  United  Kingdom 
industry  is  confined  almost  entirely  to  in¬ 
dustries  supplying  products  which  were  first 
developed  on  a  significant  scale  in  the  United 
States,  if  not  actually  discovered  there. 

“L6t  me  take  three  more  points,  all  from 
the  same  source.  Between  1950  and  1957 
U.S.  subsidiaries  and  Anglo-American  firms 
accounted  for  something  like  7.5  percent  of 
the  net  capital  expenditure  of  all  British 
manufacturing  industry.  Secondly,  such 
firms  have  access  to  the  benefits  of  more 
research  and  development  than  all  United 
Kingdom  industry  (on  private  account) 
combined.  Finally,  these  firms  currently 
supply  between  10  and  12  percent  of  all 
United  Kingdom  manufacturing  exports  and 
one-third  of  the  exported  goods  commercial¬ 
ized  within  the  last  two  decades.” 

Further  emphasis  on  the  impact  of  the 
contribution  of  direct  American  investment 
on  the  British  economy  can  be  drawn  from 
a  statement  made  recently  by  Carl  Gilbert, 
chairman  of  the  Gillette  Co.,  of  Boston,  at 
the  convention  of  the  National  Foreign  Trade 
Council  in  New  York.  He  stated  that  of  the 
3  million  oversea  workers  employed  by  U.S. 
industry  only  about  one  in  every  hundred  is 
a  U.S.  citizen.  Rough  calculations  in  the 
United  Kingdom  show  that  this  ratio  is,  for 
Britain,  entirely  unrealistic.  The  British 
labor  participation,  from  the  managing  di¬ 
rector’s  desk  to  the  apprentice’s  bench  in 
American  manufacturing  industry  in  the 
United  Kingdom  comes  much  nearer  com¬ 
plete  saturation. 

Returning  to  data  compiled  from  answers 
to  the  chamber’s  questionnaire,  two  out¬ 
standing  trends  come  to  light. 

(1)  Additional  manufacturing  facilities 
established  by  the  U.S.  parent  within  the 
Common  Market  or  in  other  areas  where 
various  conditions  make  local  manufacture 
unavoidable  have  cut  into  exports  from  a 
number  of  the  United  Kingdom  subsidiaries; 
and 

(2)  Domestic  United  Kingdom  sales  have 
in  numerous  cases  increased  sufficiently  to 
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downgrade  export  percentage  figures,  al¬ 
though  actual  exports  have  remained  static, 
or  even  improved. 

Consolidation  of  answers  to  the  question¬ 
naire  which  asked  respondents  for  a  simple 
“percentage  figure  which  your  exports  repre¬ 
sented  in  relation  to  your  total  sales  for  the 
first  half  of  1961  compared  with  the  corre¬ 
sponding  period  of  1960,  together  with  two 
or  three  main  areas  of  their  destination,  e.g., 
the  Par  East,  Middle  East,  Western  Hemi¬ 
sphere,  and  Western  Europe,”  gave  the  fol¬ 
lowing  picture: 

A  total  of  23  concerns  directly  exported 
between  50  and  100  percent  of  their  total 
sales  in  each  of  the  two  periods  (January  to 
July  1960,  1961).  These  companies  manu¬ 
facture  specialized  lines  of  capital  goods  and 
consumer  durables  for  which  there  is  a  rela¬ 
tively  limited  market  in  the  United  King¬ 
dom.  They  possess  either  their  own  world 
marketing  organizations  or  highly  qualified 
distributors.  The  majority  of  them — 15 — 
registered  increases  in  their  export  sales  for 
the  1961  period;  the  increases  varied  from 
13  to  0.4  percentage  points. 

The  remaining  companies  in  this  group 
indicated  decreases  in  their  export  business 
during  the  first  half  of  1961.  One  of  the 
causes  mentioned  being  the  type  of  business 
involved  (often  consisting  of  large  contracts) 
does  not  lend  itself  to  meaningful  compari¬ 
sons  between  given  periods.  In  some  cases 
the  total  volume  of  exports  was  up  in  the 
1961  period,  although  the  percentage  was 
less,  compared  with  1960. 

The  destinations  of  the  exports  of  the 
companies  in  the  50  to  100  percent  category 
were  worldwide,  the  percentages  by  markets 
having  varied  considerably  between  the  two 
periods.  In  the  rough  order  of  importance 
the  destinations  were  Europe,  Par  East,  and 
Australia,  South  America,  Middle  East,  and 
Africa. 


The  group  showing  exports  ranging  be¬ 
tween  25  and  50  percent  in  each  of  the  two 
periods  consisted  of  35  companies.  Of  these, 
19  indicated  increases  of  a  few  points  in 
most  instances  during  1961.  The  decreases 
shown  by  the  balance  of  the  group  were  also 
of  minor  magnitude,  while  the  percentage 
of  total  sales  was  lower  in  some  cases  dur¬ 
ing  the  1961  period,  the  actual  amounts  were 
greater.  Again  the  marketing  areas  were 
more  or  less  worldwide,  that  is,  Europe, 
South  America,  the  Far  East,  Middle  East, 
Africa,  and  North  America. 

The  largest  group  in  the  sample  comprised 
the  43  companies  which  exported  from  10 
to  25  percent  of  their  total  sales  in  the  1961 
period.  Barring  a  few  exceptions  these  con¬ 
cerns  were  also  in  the  same  category  in  1960. 
The  export  sales  of  22  of  the  companies  in¬ 
creased  in  the  1961  period;  the  highest  of  an 
individual  company  having  been  from  zero 
in  1960  to  17  percent  of  total  sales  in  1961. 
The  smallest  increase  recorded  was  from  20.2 


percent  in  1960  to  20.4  percent  in  1961. 

The  firms  reporting  reduced  sales  in  1961 
numbered  19,  the  reductions  in  most  cases 
being  small.  Reasons  given  for  some  of  the 
reductions  were  the  opening  of  other  over¬ 
sea  plants  by  the  parent  companies  con¬ 
cerned,  due  to  the  unavoidable  need  in 
many  countries  to  set  up  local  manufactur¬ 
ing  operations.  Here  again  several  of  the 
companies  confided  that  in  actual  fact  there 
were  appreciable  increases  in  the  export  sales 
during  the  1961  period,  though  the  per¬ 
centages  were  slightly  diminshed  owing  to  a 
proportionately  slightly  greater  increase  in 
the  consolidated  sales.  The  percentage  of 
exports  to  the  several  areas  of  destination 
varied  considerably  in  many  cases,'  but  in 
general  the  principal  areas  were  Europe,  Par 
East,  Middle  East,  Africa,  and  the  Americas, 
orn  616  were  only  seven  companies  in  the 
theh>tntX?°rimg  from  5  to  10  Percent  of 
ing  renortcrt  s  •  tW°  °*  these  enterprises  hav- 
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showing  a  decrease  explained  that  the  rela¬ 
tively  low  percentage  in  the  1961  period  un¬ 
der  review  was  due  to  the  fact  that  an  as¬ 
sociated  firm  in  a  Common  Market  country 
began  to  supply  that  area.  The  other  com¬ 
pany  stated  that  while  its  export  business 
has  been  growing,  the  lower  percentage  ex¬ 
port  figure  in  January-July  1961  was  chiefly 
due  to  unusually  high  exports  in  the  cor¬ 
responding  period  of  1960.  Destinations  in 
general  were  Europe,  the  Middle  East,  and 
Far  East. 

The  group  having  less  than  5  percent  of 
direct  export  sales  consisted  of  12  concerns, 
4  of  which  reported  decreases  in  the  1961 
period.  The  differences  in  all  cases  were 
small,  and  the  areas  of  destination  were 
Middle  East,  Africa,  Europe,  and  the  Far 
East.  A  few  of  these  companies  have  been 
established  in  the  United  Kingdom  only  a 
short  while,  and  others  reported  the  fact 
that  sales  in  the  United  Kingdom  materially 
affected  the  export  figures. 

Finally,  an  aggregate  of  70  companies  re¬ 
ported  export  sales  running  at  20  percent  of 
total  sales  during  both  periods;  53  firms 
showed  export  business  ranging  from  25  to 
100  percent  in  the  first  half  of  both  1960  and 
1961,  and  no  less  than  39  U.S.  subsidiaries 
stated  that  their  export  shipments  were  at 
the  level  of  40  percent  or  more  of  their  out¬ 
put  during  both  periods  in  question. 

Export  performance 
[All  figures  in  percentages] 
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Mr.  President,  several  points  should  be 
emphasized: 

First.  These  companies  had  a  very  high 
export-to-production  ratio  which  was  of 
very  material  assistance  to  Great  Britain 
in  solving  her  own  balance-of-payments 
problems. 

Second.  These  companies  manufac¬ 
tured  and  sold  in  Britain  and  elsewhere 
throughout  the  world,  including  the 
United  States  “almost  entirely  products 
which  were  first  developed  on  a  signifi¬ 
cant  scale  in  the  United  States,  if  not 
actually  discovered  there.’'  I  shall  have 
more  to  say  on  this  point  shortly. 

Third.  These  companies  employed 
about  375,000  people,  about  4  percent 
of  the  total  United  Kingdoms  labor  force, 
and  produced  about  5.5  percent  of  the 
manufacturing  output  of  the  United 
Kingdom. 

Fourth.  About  3  million  oversea  work¬ 
ers  are  employed  by  American  industry 


altogether,  and  only  about  1  in  100  is 
an  American.  In  Britain  there  are  al¬ 
most  no  Americans  employed  by  these 
subsidiaries  located  there  and  “British 
labor  participation,  from  the  managing 
director’s  desk  to  the  apprentice’s  bench, 
in  American  manufacturing  industry  in 
the  United  Kingdom  comes  much  nearer 
complete  saturation.” 

Fifth.  Manufacturing  facilities  “estab¬ 
lished  by  the  U.S.  parent  within  the 
Common  Market  or  in  other  areas  where 
various  conditions  make  local  manufac¬ 
ture  unavoidable  have  cut  into  exports 
from  a  number  of  the  United  Kingdom 
subsidiaries,”  and  at  least  one  of  these 
British  companies  reported  that  the  “rel¬ 
atively  low  percentage”  of  exports  from 
its  plant  in  that.  1961  period  under  re¬ 
view  was  due  to  the  fact  that  an  associ¬ 
ated  Ann  in  a  Common  Market  country 
began  to  supply  that  area. 

I  think  these  observations  are  most 
appropriate  to  the  discussion  at  hand. 
Certainly  we  can  see  from  the  operation 
of  these  British  corporations  controlled 
by  American  interests  and  manufactur¬ 
ing  American-type  products  that  the  em¬ 
ployment  and  balance-of-payments 
benefits  inure  to  the  United  Kingdom, 
not  the  United  States. 

Points  2  and  5  are  particularly  inter¬ 
esting  to  me.  This  is  a  clear  recogni¬ 
tion  of  the  competition  which  is  offered 
to  domestic  production  when  factories  of 
the  same  type,  producting  the  same  type 
goods,  are  set  up  in  areas  where  our  own 
factories  have  been  exporting. 

I  hope  that  Members  of  the  Senate 
who  have  been  misled  by  the  testimony, 
entreaties,  and  letters  of  the  very  small 
minority  of  American  concerns  and  in¬ 
terests  which  have  moved  their  indus¬ 
tries  abroad,  which  actually  show  some 
benefit  to  the  United  States,  will  read 
the  article  which  I  have  now  read  to 
the  Senate.  This  article  was  not  written 
for  the  purpose  of  influencing  the  U.S. 
Congress,  but  it  is  a  factual  article  about 
how  the  establishment  of  American- 
owned  industry  in  Great  Britain  has 
vastly  benefited  Great  Britain,  and  has 
correspondingly  been  harmful  to  Ameri¬ 
can  domestic  business  engaged  in  export 
trade.  Not  only  is  this  true  of  Great 
Britain,  but  of  other  major  areas  of  the 
world. 

There  are  many  more  instances  which 
show  the  hurtful  effect  that  flows  from 
the  subsidy  of  the  movement  of  Ameri¬ 
can  business,  capital,  industry,  and  jobs 
abroad. 

I  think  these  observations  are  most  ap¬ 
propriate  to  the  discussion  at  hand. 
Certainly  we  can  see  from  the  operations 
of  these  British  corporations,  controlled 
by  American  interests  and  manufactur¬ 
ing  American-type  products,  that  the 
employment  and  balance-of-payments 
benefits  inure  to  the  United  Kingdom 
and  not  to  the  United  States.  This  re¬ 
sults  in  the  employment  of  citizens  of 
the  United  Kingdom  and  reaches,  as  the 
article  says,  the  point  of  saturation. 

It  is  but  natural  that  the  establish¬ 
ment  of  an  industry  in  Great  Britain 
would  benefit  the  economy  of  Great 
Britain.  There  is  nothing  strange  about 
that,  I  say  to  my  distinguished  friend, 
the  senior  Senator  from  Connecticut,’ 
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who  does  me  the  honor  of  his  attention. 
The  same  would  be  true  with  respect  to 
the  establishment  of  industry  in  Con¬ 
necticut,  even  though  it  might  be  owned 
by  Dutch  interests,  by  British  interests, 
or  by  German  interests. 

What  I  speak  of  now  is  the  vast 
amount  of  American  investment  in 
Great  Britain,  constituting,  as  I  have 
read,  a  large  part  of  the  manufacturing- 
potential  of  the  whole  United  Kingdom. 
Some  of  tfie  factories  in  Great  Britain 
have  employment  almost  exclusively  of 
citizens  of  the  host  country.  This  not 
only  curtails  the  export  of  goods  from 
U.S.  factories  to  the  United  Kingdom, 
but  also,  as  I  have  read  from  the  article, 
it  curtails  American  production  in  that 
the  products  of  those  factories,  of  Ameri¬ 
can  type — many  of  them  originating  in 
America  in  design,  in  labels,  and  in  trade 
names — are  then  exported  to  Europe,  to 
the  Far  East,  to  the  Near  East,  and  to 
South  America,  as  well  as  to  the  United 
States. 

Mr.  BUSH.  Mr.  President,  will  the 
Senator  yield? 

The  PRESIDING  OFFICER  (Mr.  Pell 
in  the  chair).  Does  the  Senator  yield? 

Mr.  GORE.  I  yield  to  the  senior 
Senator  from  Connecticut. 

Mr.  BUSH.  I  have  been  very  much 
interested  in  the  Senator’s  comments, 
and  I  have  tried  to  follow  them  as  closely 
as  possible.  The  Senator  is  dealing  with 
the  tax  bill.  I  take  it  from  what  the 
Senator  has  said  so  far,  as  I  have  heard, 
him,  that  he  believes  it  is  the  tax  incen¬ 
tive  rather  than  any  other  incentive — 
such  as  the  cost  of  production— which 
entices  American  manufacturers  to  go 
abroad  and  to  establish  branches  and 
subsidiaries  to  make  their  products 
abroad. 

I  have  studied  this  problem  pretty 
closely,  too,  especially  in  connection  with 
the  trade  bill  which  will  be  before  the 
Senate  in  2  or  3  weeks,  with  which  the 
Senator  is  also  familiar,  I  know.  It 
seems  to  me  that  the  evidence  is  pretty 
strong  that  the  other  advantages,  such 
as  lower  costs  of  production,  including 
labor  cost,  have  attracted  American  in¬ 
dustries  to  establish  branches  and  to 
manufacture  goods  in  Common  Market 
countries,  and  in  the  United  Kingdom 
particularly,  because  this  is  where  most 
of  it  has  gone,  I  believe. 

The  question  which  I  wish  to  ask  the 
Senator  is  whether  he  agrees  that  these 
other  influences,  these  other  cost  advan¬ 
tages,  which  result  in  very  much  reduc¬ 
ing  the  ultimate  cost  of  the  products  sold 
within  those  markets,  and  even  the  prod¬ 
ucts  brought  back  into  our  markets,  as 
the  Senator  has  said,  are  more  influ¬ 
ential  and  have  been  more  influential 
in  enticing  American  manufacturers  to 
operate  in  foreign  countries  than  the  tax 
advantage  which  may  have  accrued  as 
a  result  of  the  differential  of  taxation 
on  earned  income  in  those  foreign 
countries. 

I  should  like  to  have  the  Senator  com¬ 
ment  on  that,  if  he  would  be  kind  enough 
to  do  so. 

Mr.  GORE.  I  can  understand  how,  in 
listening  to  my  address  today,  my  col¬ 
league,  the  distinguished  and  able  senior 
Senator  from  Connecticut,  for  whom  I 


have  great  affection  and  the  highest  of 
respect,  and  whose  presence  will  be  sorely 
missed  in  this  Chamber  when  he  departs 
at  the  end  of  his  term,  could  arrive  at 
the  impression  or  the  conclusion  which 
he  has  stated,  because  I  have  been  talk¬ 
ing  about  the  tax  incentive  for  the  move¬ 
ment  of  industry  abroad. 

I  readily  concede  that  there  are  other 
incentives.  Whether  the  tax  incentive 
is  greater  or  whether  the  others  are 
greater  is  a  question  I  think  one  would 
have  to  determine  by  study  of  each  in¬ 
dividual  case,  though  there  may  be  a 
general  situation. 

Before  speaking  to  that  particular 
point,  let  me  say  that  it  is  not  within 
the  power  of  the  U.S.  Government  to 
establish  a  minimum  wage  in  Great 
Britain,  in  Italy,  in  Germany  or  in 
Belgium. 

Mr.  BUSH.  That  is  correct. 

Mr.  GORE.  It  is  not  within  the  power 
of  the  U.S.  Government  to  prevent  a 
province  in  southern  Italy  from  offering 
to  build  a  factory  and  to  let  an  American 
concern  have  it  rent  free. 

It  is  not  possible  for  the  U.S.  Govern¬ 
ment  to  stop  some  country  from  lending 
money  interest  free  to  an  American  con¬ 
cern  to  buy  machinery. 

It  is  not  possible  for  the  U.S.  Govern¬ 
ment  to  prevent  other  countries  from 
giving  such  American-owned  industries 
a  direct  subsidy  for  the  exports  they 
make  to  the  United  States. 

These  things  are  beyond  the  jurisdic¬ 
tion  of  the  United  States. 

Mr.  BUSH.  Mr.  President,  will  the 
Senator  yield  on  that  point? 

Mr.  GORE.  Let  me  continue  one  mo¬ 
ment. 

What  I  am  dealing  with  in  my  address 
and  what  is  before  the  Senate  is  the 
question  of  American  taxes.  I  think  this 
is  something  with  which  we  can  properly 
deal.  It  is  the  removal  of  the  tax  sub¬ 
sidy  for  such  export  of  American  fac¬ 
tories  and  jobs  that  I  now  advocate. 

I  do  not  contend  that  this  would  solve 
the  problem.  Indeed,  I  do  not  propose 
to  stop  the  movement  of  American  in¬ 
dustry  and  capital  abroad.  I  propose 
to  remove  the  tax  subsidy  for  such  a 
movement. 

Now  I  yield  to  the  Senator. 

Mr.  BUSH.  I  say  to  the  Senator  that 
my  recollection  is — and  I  think  we  had 
this  evidence  before  the  Joint  Economic 
Committee  within  the  past  12  months — 
that  the  income  from  American  invest¬ 
ments  abroad  was  measured  last  year  in 
terms  of  about  $2.2  billion  in  this  coun¬ 
try,  as  against  which  we  exported  for 
investment  some  $2  billion.  So  to  that 
extent,  if  the  figures  are  correct — and 
I  believe  they  are — the  balance  of  pay¬ 
ments  on  the  total  question  of  invest¬ 
ment  was  a  benefit  to  the  extent  of  $200 
million. 

Mr.  GORE.  I  believe  the  Senator  has 
rushed  to  conclusions  that  are  not  justi¬ 
fied.  A  vast  amount  of  the  inflow — per¬ 
haps  half  of  it — comes  from  mineral  and 
petroleum  operations  which  are  organ¬ 
ized  in  branch  form  and  therefore  would 
be  unaffected  by  the  pending  measure. 

Mr.  BUSH.  But  the  funds  come  back 
to  the  country  in  taxes  in  the  amount 
of  $2,200  million. 


Mr.  GORE.  Insofar  as  branch  opera¬ 
tions  are  concerned,  there  is  no  tax 
favoritism.  There  is  no  tax  incentive 
involved  either  with  respect  to  the  ex¬ 
port  of  capital  or  the  retention  of  earn¬ 
ings  abroad. 

The  figures  which  the  able  Senator 
has  cited  have  been  frequently  cited. 

Mr.  BUSH.  They  include  the  return 
of  branch  office  income. 

Mr.  GORE.  Yes.  It  represents  ap¬ 
proximately  half  of  the  amount. 

Mr.  BUSH.  Yes.  I  am  glad  the  Sen¬ 
ator  brought  out  that  point.  However, 
it  would  not  change  the  fact  that  both 
the  branch  office  and  the  foreign  cor¬ 
poration  are  established  for  some  other 
reason  beside  tax  incentives.  Does  the 
Senator  see  my  point? 

Mr.  GORE.  I  do.  I  concede  the  va¬ 
lidity  of  it.  I  have  never  contended  that 
American  business  has  been  moving 
abroad  solely  because  of  the  tax  incen¬ 
tives  which  our  laws  provide.  But  I 
suggest  that  it  is  a  very  important  part 
and  may  often  be  the  determining  fac¬ 
tor — the  incentive  added  on  top  of  the 
other  inducements — in  bringing  about  a 
decision  for  such  migration  of  our  in¬ 
dustry. 

Mr.  BUSH.  Mr.  President,  will  the 
Senator  yield? 

Mr.  GORE.  I  yield. 

Mr.  BUSH.  As  the  Senator  has 
pointed  out,  the  fact  is  that  approxi¬ 
mately  $2,200  million  comes  back  from 
branch  office  operations,  which  certain¬ 
ly  is  a  strong  indication  that  there  is  no 
great  incentive  to  incorporate  abroad  in 
order  to  isolate  such  earnings  or  to  defer 
tax  liability  on  them. 

If  the  Senator  and  I  were  going  into 
business  together,  starting  a  corpora¬ 
tion,  and  we  planned  to  operate  abroad, 
we  would  certainly  want  our  earnings  to 
come  back  to  this  country  because,  as 
stockholders,  we  could  not  get  them  un¬ 
til  they  were  returned  to  this  country. 
Is  that  not  so? 

Mr.  GORE.  I  think  the  Senator  has 
overlooked  a  fact  of  which  I  know  he  is 
aware,  and  will  recall  when  I  bring  it 
to  his  attention.  The  mineral  and  pe¬ 
troleum  operations  have  the  advantage 
of  percentage  depletion  in  U.S.  tax  law. 
Therefore  branch  operation  happens  to 
be  more  favorable  to  them  than  foreign 
subsidiary  operations.  The  Senator  has 
made  a  point  that  certainly  is  worthy  of 
consideration — the  fact  that  some  in¬ 
come  is  brought  back  to  the  United 
States  from  foreign  investment. 

There  have  been  times  when  it  has 
been  in  the  interest  of  the  United  States 
to  maximize  U.S.  private  investment 
abroad.  I  believe  that  during  the 
post-World  War  n  period  in  Western 
Europe  it  was  definitely  in  our  national 
interest  to  help  rebuild  the  wai-toin 
economies.  There  come  times,  however, 
both  with  respect  to  regions  of  the  world 
and  countries  in  the  world,  when  it  is 
no  longer  in  the  interest  of  the  United 
States  to  maximize  our  private  invest¬ 
ment  in  foreign  countries.  I  call  par¬ 
ticular  attention  to  the  present  situa¬ 
tion  in  Western  Europe,  where  the  rate 
of  economic  growth  is  more  than  twice 
the  rate  of  growth  in  the  United  States, 
and  where  unemployment  is  no  problem. 
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In  fact,  countries  in  Western  Europe  are 
importing  labor  from  other  continents. 

Mr.  BUSH.  That  is  correct. 

Mr.  GORE.  So,  irrespective  of  the 
inflow  of  income  from  branch  establish¬ 
ments,  and  even  though  the  income  from 
our  investment  in  foreign .  subsidiaries 
were  equal  to  the  capital  outflow,  it  still 
would  not  lead  me  to  conclude  that  un¬ 
der  present  circumstances  it  would  be 
in  our  national  interest  to  permit  a  tax 
subsidy  for  such  investment  to  stand, 
particularly  in  Western  Europe. 

Mr.  BUSH.  I  should  like  to  ask  a 
further  question. 

Mr.  GORE.  May  I  make  one  addi¬ 
tional  point? 

Mr.  BUSH.  Do  not  let  me  forget  the 
question. 

Mr.  GORE.  I  shall  make  a  note. 

Mr.  BUSH.  I  will  write  it  down. 

Mr.  GORE.  I  point  out  that  there  is 
one  further  question  to  consider  with 
respect  to  the  point  of  vi?w  which  the 
Senator  has  suggested  that  has  a  great 
deal  of  validity.  The  inflow  of  income 
on  an  annual  basis  is  from  an  accumu¬ 
lation  of  investment  made  throughout 
the  history  of  our  country. 

Mr.  BUSH.  Which  amounts  to  ap¬ 
proximately  $50  billion. 

Mr.  GORE.  Yes.  So  the  annual  in¬ 
come  from  an  accumulated  investment  of 
150  years  is  hardly  comparable  to  the 
yearly  investment  or  outflow  of  capital. 
It  must  be  considered.  But  the  fact  that 
this  inflow  is  from  the  accumulation  of 
investment  during  all  of  our  history  is 
being  suggested  as  a  measurement 
against  the  outflow  for  1  year.  The 
outflow  for  1  year,  therefore,  assumes  far 
greater  proportions  when  it  is  realized. 
I  yield. 

Mr.  BUSH.  I  agree  with  that  state¬ 
ment.  I  think  the  $2,200  million  of  in¬ 
come  returned  from  oversea  investments 
relates  itself  to  an  investment  of  approxi¬ 
mately  $50  billion  over  a  long  period. 
Perhaps  it  would  not  be  150  years,  but 
maybe  50  years. 

Mr.  GORE.  Throughout  our  history, 
whatever  it  is. 

Mr.  BUSH.  My  question  of  the  Sen¬ 
ator,  which  I  have  written  down,  is  as 
follows:  I  ask  the  Senator  to  assume  that 
the  figure  of  $2.2  billion  is  correct.  It  is 
approximately  correct. 

Mr.  GORE.  For  the  sake  of  our  dis¬ 
cussion,  let  us  assume  it  is  correct. 

Mr.  BUSH.  Let  us  assume  that  it  is. 
Let  us  assume  further  that  the  Senator 
is  correct  in  his  assumption  that  half 
of  it  comes  from  unincorporated  sources 
in  Western  Europe,  including  branch  or¬ 
ganizations,  and  so  forth. 

Mr.  GORE.  The  Senator - 

Mr.  BUSH.  Let  me  complete  my  ques¬ 
tion.  I  almost  forgot  it  previously. 

Mr.  GORE.  Senators  are  noted  for 
their  assumptions. 


Mr.  BUSH.  At  any  rate,  we  agree  thj 
those  figures  can  be  used  for  that  pui 
pose.  I  ask  the  Senator,  What  percenl 
age  would  the  $1.1  billion,  which  we  ai 
assuming  comes  from  corporate  sourc< 
m  Western  Europe,  but  owned  in  th 
country,  bear  to  the  total  corporate  ir 
5SS?  *  corporations  owned  by  th 
United  States  in  foreign  countries?  Dot 
ie  return  of  $1.1  billion  relate  to  tot; 


earnings  abroad  of  $2  billion  or  $3  bil¬ 
lion,  or  does  the  Senator  have  any  fig¬ 
ures  on  that? 

Mr.  GORE.  I  am  advised  by  my  staff 
that  last  year  there  was  reinvestment 
by  foreign  subsidiaries  of  about  a  billion 
dollars  of  retained  earnings,  plus  about 
a  billion  and  a  half  dollars  of  new  capital 
outflow,  plus  the  depreciation  allowances, 
which  added  up,  last  year,  to  the  invest¬ 
ment  of  capital  abroad  of  approximately 
$4  billion. 

Mr.  BUSH.  Are  the  figures  which 
were  given  to  the  Senator  by  his  staff 
related  to  corporate  earnings  abroad,  or 
are  they  the  total  earnings  abroad? 

Mr.  GORE.  That  was  the  total. 

Mr.  BUSH.  The  Senator  is  address¬ 
ing  himself  to  the  corporation’s  advan¬ 
tage  that  may  be  enjoyed.  What  I  am 
wondering  about— and  I  do  not  know — 
and  if  I  did,  I  would  tell  the  Senator — 
what  I  am  wondering  about  is  how  much 
more  Corporate  earnings  by  American- 
owned  corporations  were  there  than  the 
$1,100  million  returned  last  year,  if  the 
Senator’s  figure  is  correct  with  respect 
to  the  $1,100  million.  Is  that  50  percent 
or  25  percent  or  the  corporation’s  earn¬ 
ings  over  there  of  the  American-owned 
corporation?  What  I  am  trying  to  get 
at  is  how  much  of  an  influence  is  this 
supposed  tax  advantage  that  the  Senator 
is  talking  about?  How  much  of  an  in¬ 
fluence  is  that  in  corporations  keeping 
their  earnings  abroad?  Is  it  50  percent, 
or  is  it  25  percent? 

I  do  not  see  any  great  advantage  to 
American  corporations  building  up  earn¬ 
ings  in  Europe  through  efficient  opera¬ 
tion  and  through  more  profitable  cost 
conditions  than  here,  unless  these  earn¬ 
ings  can  be  repatriated  and  paid  out  in 
dividends  to  American  stockholders. 

Mr.  GORE.  The  Senator  has  asked  a 
very  good  question,  for  which  an  accu¬ 
rate  answer  is  very  hard  to  provide,  be¬ 
cause  of  inability  of  even  our  Govern¬ 
ment  to  obtain  complete  information. 
From  the  manufacturing  profits  reported 
by  American  foreign  subsidiaries,  ap¬ 
proximately  50  percent  was  returned  to 
the  United  States.  However,  this  is  not 
a  reliable  figure.  I  say  that  because  this 
is  50  percent  of  the  book  profits  remain¬ 
ing  to  the  subsidiary  manufacturing  cor¬ 
porations  from  operations  within  par¬ 
ticular  countries  after  a  great  deal  of  the 
income  from  the  operations  of  such  cor¬ 
porations  have  been  bled  off  or  funneled 
into  tax  havens  subsidiaries  in  tax  haven 
countries.  Only  15  percent  of  the  profits 
of  American  corporate  subsidiaries  in 
tax  haven  countries  was  repatriated  to 
the  United  States. 

Unless  the  U.S.  Government  has  ac¬ 
cess  to  the  books  and  to  the  records  and 
the  accounting  procedures  of  the  various 
foreign  subsidiaries  and  the  foreign  sub¬ 
sidiaries  of  subsidiaries  and  the  con¬ 
tracts  between  the  two  or  more  foreign 
subsidiaries  operating  in  different  coun¬ 
tries,  it  is  impossible  to  arrive  at  an  ac¬ 
curate  answer  and  to  have  a  recapitula¬ 
tion  of  the  total  profits,  and  what  part 
of  those  profits  are  repatriated. 

As  the  Senator  knows,  some  countries, 
such  as  Switzerland  and  Liechtenstein 
and  other  countries,  have  antieconomic 
espionage  laws,  and  if  a  U.S.  revenue 


agent  were  to  go  there  and  try  to  obtain 
information  about  an  American-owned 
foreign  subsidiary,  the  agent  might  find 
himself  thrown  into  jail  very  quickly. 

Mr.  BUSH.  I  would  say  to  the  Sen¬ 
ator  that  I  am  not  defending  any  tax- 
haven  operations,  and  I  know  the  Sena¬ 
tor  is  not  either. 

Mr.  GORE.  I  know  that.  I  was 
pointing  out  to  the  Senator  how  inter¬ 
locked  and  interwoven  foreign  manu¬ 
facturing  subsidiaries  are  with  foreign 
tax-haven  subsidiaries.  Because  of  that 
fact  I  am  unable  to  give  accurate  infor¬ 
mation;  nor  does  our  Government  have 
an  accurate  answer  to  the  Senator’s 
question. 

Mr.  BUSH.  The  Senator  did  give  me 
one  statement  that  helps  me  somewhat. 
He  said  he  thought  about  half  of  the 
earnings  were  repatriated. 

Mr.  GORE.  About  half  of  what  is  left 
after  a  substantial  portion  of  the  profits 
have  been  diverted  into  tax-haven  sub¬ 
sidiaries. 

Mr.  BUSH.  Then  that  does  not  help 
me. 

Mr.  GORE.  I  agree  it  does  not.  It 
disturbs  me,  because  these  tax-haven 
abuses  are  very  great,  and  they  have  an 
economic  meaning  that  is  harmful  to 
the  United  States. 

Mr.  BUSH.  May  I  just  make  one 
more  observation  to  the  Senator?  I  do 
appreciate  his  patience  and  his  attention 
to  my  questions. 

Mr.  GORE.  I  appreciate  the  oppor¬ 
tunity,  since  I  have  been  in  the  Senate, 
of  visiting  with  the  Senator  personally 
and  debating  questions  with  him  fre¬ 
quently.  We  have  often  been  on  op¬ 
posite  sides.  I  was  highly  pleased  and 
honored  that  the  Senator  followed  my 
rather  laborious  arguments  on  the  ques¬ 
tion  of  the  expense -account  amend¬ 
ment. 

Mr.  BUSH.  I  did  more  than  that.  I 
voted  with  the  Senator. 

Mr.  GORE.  I  was  coming  to  that. 
After  the  Senator  had  followed  my 
arguments,  he  voted  with  me.  I  am 
grateful  to  him.  I  speak  in  all  sincerity 
when  I  say  that  the  departure  of  the 
distinguished  Senator  and  his  lovely 
wife  will  be  a  great  loss  to  the  Senate 
and  to  the  U.S.  Capital. 

Mr.  BUSH.  I  certainly  appreciate  the 
Senator’s  very  friendly  comments,  and 
I  reciprocate  thoroughly  his  feeling  of 
friendship. 

I  have  one  final  question  I  should 
like  to  ask,  and  then  I  will  let  the  Sena¬ 
tor  proceed  with  his  remarks,  because 
I  see  that  he  has  further  text  before  him. 

Mr.  GORE.  Oh,  yes;  I  have. 

Mr.  BUSH.  Going  back  to  my  earlier 
point,  as  to  the  relative  attractiveness, 
that  of  taking  so  much  of  our  industry 
to  other  countries,  including  Europe, 
particularly,  my  own  State  of  Connecti¬ 
cut  has  suffered  from  that  considerably. 

I  do  not  like  it,  because  it  has  resulted 
in  considerable  disemployment  in  our 
State.  As  I  have  gone  into  this  matter 
with  the  manufacturers  in  my  State,  I 
have  found  that  the  controlling  element 
for  their  going  over  and  buying  a  plant 
or  building  a  plant  and  going  into  the 
manufacturing  business  over  there  has 
been  cost,  particularly  labor  cost,  where 
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the  cost  differential  in  labor  alone  is  a 
difference  of  60  cents  an  hour  in  the 
Common  Market  countries  as  compared 
with  $2.30  an  hour,  which  is  the  national 
average,  or  was  last  year,  in  this  coun¬ 
try  for  manufacturing  operations.  That 
cost  figure,  plus  other  cost  advantages, 
including  local  taxes  and  power  and  so 
forth,  has  attracted  our  industries  over¬ 
seas.  I  have  never  had  one  of  these 
manufacturers  say  to  me  that  it  was  the 
tax  advantage  or  the  tax  deferral  ad¬ 
vantage  that  wras  a  part  of  the  reason¬ 
ing  in  going  over  there. 

They  want  to  bring  their  earnings 
back  to  their  stockholders.  I  cannot  be¬ 
lieve  that  the  tax  deferral  has  been  as 
much  of  an  incentive  in  attracting  mod¬ 
ern  industry  over  there  as  these  other 
cost  factors  have. 

I  thank  the  Senator  for  letting  me  dis¬ 
cuss  this  matter.  I  know  he  does  not 
agree  with  me  fully.  I  hope  he  does  see 
that  these  other  cost  advantages  are 
very  attractive  to  our  people.  Therein 
lies,  in  my  judgment,  the  problem  that 
we  face.  I  do  not  like  to  see  a  contin¬ 
uing  exporting  of  jobs,  as  the  Senator 
calls  it,  quite  correctly.  I  do  not  like  to 
see  it.  However,  I  question  whether  the 
pending  tax  bill,  no  matter  what  we  do, 
is  going  to  have  as  much  to  do  with  that 
as  I  would  like  to  have  it  do,  because  I 
would  like  to  see  this  trend  change.  I 
thank  the  Senator  very  much. 

Mr.  GORE.  I  thank  the  Senator.  He 
has  brought  up  a  point  that  certainly 
needs  discussion.  I  have  never  con¬ 
tended  and  I  do  not  now  contend  that 
there  are  not  several  other  circumstances 
which  operate  as  an  incentive  to  the 
establishment  of  American  industry 
abroad  and  the  investment  of  American 
capital  abroad  and  in  some  instances  the 
actual  movement  of  American  factoiies 

abroad.  , , 

Before  going  further,  I  should  like  to 
observe  that  I  doubt  whether  there  is 
any  other  country  which  would  for  very 
long,  against  its  own  national  interest, 
permit  its  individual  or  corporations  to 
move  whatever  capital  they  desired  or 
whatever  factories  they  desired  to  what¬ 
ever  country  they  desired  purely  for  their 
own  benefit. 

Mr.  BUSH.  The  Senator  is  quite  cor¬ 
rect.  Many  of  the  countries  he  has 
mentioned  this  afternoon  absolutely  for¬ 
bid  such  movement  or  limit  it  very 
severely. 

Mr.  GORE.  At  a  dinner  party  one 
evening  not  long  ago,  I  was  quite  stiuck 
by  a  conversation  I  had  with  my  partner, 
who  was  the  charming  wife  of  a  noted 
industrialist  from  another  country..  I 
inquired  of  her  under  what  conditions 
her  husband  or  her  husband’s  company 
could  invest  in  Brazil.  I  believe  she 
spoke  of  some  investment  they  had  there. 
The  information  she  gave  me  was  that 
that  decision  could  not  be  made  by  him 
or  his  company  alone;  that  he  must 
apply  to  his  government;  and  that  per¬ 
mission  to  export  capital  to  Brazil  or 
to  any  other  country  would  not  be  given 
unless  the  government  first  determined 
that  such  an  operation  would  serve  the 
interests  of  their  country. 

Mr.  BUSH.  That  is  correct. 


Mr.  GORE.  His  own  individual  wel¬ 
fare  would  be  secondary.  I  am  glad  the 
Senator  from  Connecticut  agrees  with  me 
in  that  regard. 

Coming  to  the  broader  point  which 
the  Senator  raised,  I  should  like  to  read 
a  paragraph  from  a  statement  by  a  rep¬ 
resentative  of  the  H.  J.  HeinZ'Co.,  which 
appears  on  page  2538  of  part  6  of  the 
hearings.  Before  doing  so,  and  because 
I  find  it  difficult  otherwise  to  discuss  in 
an  intelligible  way  a  table  on  that  page, 
I  ask  unanimous  consent  that  the  table 
which  appears  on  page  2538  be  printed 
at  this  point  in  the  Record. 

There  being  no  objection,  the  table 
was  ordered  to  be  printed  in  the  Record, 
as  follows: 


U.S. 
com¬ 
panies  1 

Foreign 
com¬ 
panies  1 

Percent 

100 

60 

Percent 

100 

67 

Cost  of  sales _ 

40 

34 

33 

22 

Selling,  general  and  administrative 

6 

11 

1  These  percentages  have  been  rounded  to  the  nearest 
full  numbers  and  the  dollar  figures  on  which  they  are 
based  are  determined  by  converting  foreign  currencies 
at  exchange  rates  at  fiscal  year  end  and  are  influenced  by 
minor  technical  accounting  consolidation  eliminations. 
However,  the  percentages  are  essentially  correct  for  the 
purpose  under  discussion. 

Mr.  GORE.  As  the  Senator  from  Con¬ 
necticut  will  note,  the  table  shows  that 
the  cost  of  sales,  which  includes  labor, 
of  the  U.S.  companies  owned  by  H.  J. 
Heinz  Co.,  is  60  percent  of  sales,  while 
the  cost  of  sales  of  foreign  companies 
owned  by  H.  J.  Heinz  Co.  is  67  percent. 

When  we  come  to  selling,  general,  and 
administrative  expense,  as  the  Senator 
will  see,  the  cost  in  the  United  States  is 
a  much  greater  percentage  of  sales. 

The  operating  profit  abroad  is  almost 
double;  and  this,  I  point  out,  is  not  due 
to  lower  production  cost,  but  to  lower 
sales  and  administrative  cost.  Now  I 
shall  read  the  paragraph  which  follows 
•  the  table: 

These  percentages  indicate  quite  clearly 
that  our  foreign  business  is  almost  twice  as 
profitable  (at  the  operating  profit  level)  as 
is  our  U.S.  business.  Foreign  companies’  cost 
of  sales  are  higher  than  comparable  U.S. 
company  costs  (by  7  percentage  points) ,  but 
selling,  general,  and  administrative  expenses 
of  foreign  companies  are  substantially  below 
similar  U.S.  cost  items  (by  12  percentage 
points) . 

As  the  Senator  will  note,  this  belies 
the  general  statement,  which  we  hear 
so  often,  that  foreign  labor  costs  are  so 
much  greater.  The  truth  seems  to  be, 
certainly  in  the  case  of  this  company, 
that  the  productivity  of  foreign  labor  is 
so  much  less  than  the  productivity  in 
the  United  States  that  the  per-unit  cost 
of  production  is  greater  in  the  foreign 
plants.  It  is  the  overhead  administra¬ 
tive  costs  which  are  higher  in  the  United 
States. 

Mr  BUSH.  Will  the  Senator  permit 
me  to  observe  that  I  think  the  H  J. 
Heinz  Co.  is  a  very  interesting  illustra¬ 
tion. 


Mr.  GORE.  I  am  not  sure  it  is  gen¬ 
erally  applicable. 

Mr.  BUSH.  My  point  is  that  I  am 
sure  it  is  not  general,  because  manu¬ 
facturing  operations  with  which  I  am 
familiar  in  my  own  State  of  Connecticut 
have  quite  the  opposite  figures  to  show, 
so  far  as  the  cost  of  doing  business  is 
concerned.  I  do  not  know  how  H.  J. 
Heinz  does  so  poorly  overseas  on  the  cost 
of  sales,  but  obviously  they  do.  I  think 
it  is  surprising  also  that  other  costs  are 
very  much  lower  than  they  are  in  Con¬ 
necticut.  That  is  a  very  interesting 
table,  but  I  do  not  believe  it  is  conclu¬ 
sive. 

Mr.  GORE.  I  do  not  cite  it  to  the 
Senator  as  evidence  of  a  general  conclu¬ 
sion.  As  the  Senator  has  said,  other 
situations  would  produce  different  fig¬ 
ures.  However,  there  are  many  more 
which  would  show  a  similar  pattern.  But 
I  cited  this  example  to  demonstrate  that 
we  cannot  race  unequestionably  to  the 
conclusion  that  foreign  labor  costs  are 
always  a  big  incentive  for  the  move¬ 
ment  of  American  industry  abroad. 

Mr.  BUSH.  No;  but  they  are  an  in¬ 
centive  for  industries  whose  labor  cost  is 
a  high  percentage  of  the  total  cost.  That 
is  not  true  of  the  Heinz  Co.,  whose  prod¬ 
uct  is  automatically  placed  in  cans  by 
machines.  In  that  kind  of  operation 
labor  is  not  a  high  percentage  of  the  to¬ 
tal  cost.  In  that  kind  of  operation, 
where  there  might  be  better  technical 
equipment  or  more  advanced  machinery 
for  the  type  of  work  that  needs  to  be 
done,  there  would  be  a  cost  of  operation 
preference. 

But  many  American  industries  which 
establish  plants  abroad  are  protected  by 
the  cost  differential,  because  in  the 
manufacturing  of  their  products  in  this 
country  the  labor  cost  is  a  high  percent¬ 
age  of  the  total  cost.  I  do  not  know  how 
we  can  appraise  exactly  which  com¬ 
panies  experience  such  a  high  labor  cost 
or  what  percentage  that  cost  is  of  the 
total. 

Mr.  GORE.  I  agree. 

Mr.  BUSH.  I  think  a  point  to  be  re¬ 
membered  is  that  it  is  not  only  a  tax 
incentive  or  a  tax  deferral  incentive 
which  causes  the  establishment  of  plants 
abroad.  I  do  not  believe,  really,  that 
that  is  the  big  thing,  or  one  of  the  big 
things,  which  influences  Amei'ican  com¬ 
panies  to  establish  plants  abroad.  I  do 
not  believe  that  was  what  influenced 
H.  J.  Heinz  Co.  I  think  they  estab¬ 
lished  their  foreign  plants  in  order  to 
expand  their  markets  and  inci-ease  their 
business,  and  they  decided  they  could 
make  money  by  doing  so,  as  their  own 
figures  show  they  are  doing. 

Did  the  Senator  gather  in  talking  with 
the  Heinz  representatives  that  the  tax 
incentive  was  an  important  factor? 

Mr.  GORE.  The  Senator’s  question 
raises  a  point  on  which  I  have  some  feel¬ 
ing.  Mr.  H.  J.  Heinz  appeared  before 
the  House  Ways  and  Means  Committee 
and  testified  on  behalf  of  19  selected 
companies.  They  were  selected,  I  think, 
because  of  the  relatively  large  amounts 
of  their  earnings  which  are  returned  an¬ 
nually  to  the  United  States.  His  state¬ 
ment  was  carried  widely  by  the  press, 
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and  many  persons  seemed  to  rush  to  the 
conclusion  that  the  experience  of  these 
19  companies  was  typical  of  that  of  all 
American  investments  abroad. 

After  doing  a  great  deal  of  work  on 
this  matter,  I  found  some  very  large 
loopholes  in  his  testimony.  The  Treas¬ 
ury  Department  found  more.  The  Sen¬ 
ate  Finance  Committe  invited  Mr.  Heinz 
to  testify  before  it;  and  I  telegraphed  to 
him  and  requested  him  to  testify.  But, 
for  some  reason,  we  never  were  able  to 
get  Mr.  Heinz  to  testify  before  the  Sen¬ 
ate  Finance  Committee  and  defend  the 
statement  he  had  made. 

In  fact,  his  statement  did  not  repre¬ 
sent  a  typical  cross  section  of  repatria¬ 
tion  of  the  earnings  of  American  invest¬ 
ments  abroad. 

Mr.  BUSH.  Did  his  testimony  show 
that  there  was  a  reasonable  repatriation 
of  the  earnings? 

Mr.  GORE.  For  the  19  companies,  the 
showing  was  rather  remarkable.  But 
upon  close  examination  it  was  /ound 
that  theirs  constituted  mature  invest¬ 
ments  which  up  to  that  date  had  not,  in 
the  case  of  the  larger  companies  involved, 
gone  very  heavily  toward  the  tax  haven 
operation. 

But  I  am  sorry  to  report  to  the  Sen¬ 
ate  that  the  H.  J.  Heinz  Co.  is  now  mov¬ 
ing  into  a  tax  haven  operation. 

I  should  like  to  read  a  paragraph  from 
a  memorandum  from  Mr.  Heinz.  When 
I  was  unable  to  get  him  to  testify,  I  sub¬ 
mitted  a  memorandum  to  him,  and  he 
supplied  an  answer — not  in  person,  but 
in  writing.  I  read  now  from  page  2539, 
volume  6  of  the  hearings,  the  second 
paragraph  following  the  table : 

Our  Swiss  subsidiary  company  was  estab¬ 
lished  in  fiscal  year  1961  and  is  in  charge  of 
a  full-time  executive  domiciled  in  Switzer¬ 
land. 

I  note  he  refers  to  only  one  employee. 
That  is  rather  typical.  But  profits  from 
manufacturing  and  from  sales  all  over 
Europe  or  perhaps  in  other  parts  of  the 
world  may  well  find  their  way  into  the 
coffers  of  that  subsidiary  in  Switzerland 
in  future  years.  Let  me  say  this  is  rather 
typical. 

I  should  read  the  entire  paragraph,  I 
suppose,  in  fairness.  It  reads  as  follows: 

Our  Swiss  subsidiary  company  was  estab¬ 
lished  in  fiscal  year  1961  and  is  in  charge  of 
a  full-time  executive  domiciled  in  Switzer¬ 
land.  This  company  was  organized  for  the 
purpose  of  investigating,  organizing,  and  ad¬ 
ministering  foreign  business  opportunities 
primarily  in  the  Common  Market  area.  To 
date  this  company  does  not  have  any  earn¬ 
ings,  but  we  hope  that  over  the  next  10  years 
it  will  become  as  profitable  as  have  our 
other  subsidiary  companies  and  will  be  pay¬ 
ing  taxable  dividends  and  fees  to  the  parent 
company  as  do  our  other  longer  established 
subsidiaries. 


Mr.  BUSH.  That  does  not  sound  ba< 
to  me. 

Mr.  GORE.  It  shows  that  the  coir 
pany  has  established  a  subsidiary  in 
tax-haven  country.  What  he  will  d 
with  that  tax-haven  operation  in  th 
next  10  years,  I  do  not  know.  Perhaj 
that  will  be  affected  by  what  we  do  wit 
this  tax  bill.  But  I  wanted  to  point  oi 
that  although  this  company  had  bee 

Im^ln!nSpto  the  United  States  a  sizabl 
amount  of  earnings  from  matured  invest 


ments,  now  it  has  established  a  sub¬ 
sidiary  in  a  tax-haven  country. 

This  creates  some  interest  on  my  part, 
because  we  had  testimony  from  a  leading 
U.S.  drug  concern  which  showed  a 
rather  favorable  return  to  the  United 
States.  The  going  rate  of  this 
company  was  about  at  the  50 -percent 
mark.  But  then  a  witness  for  another 
concern  testified;  and  his  competitors 
listened  to  him.  He  showed  an  effective 
tax  rate  for  his  company — or,  rather,  I 
had  the  figures  to  show  it;  and  when  I 
asked  him  the  questions,  he  certified  that 
the  statistics  I  had  were  correct.  They 
showed  a  tax  rate  of  only  about  30  per¬ 
cent  for  some  years. 

When  the  testimony  had  been  com¬ 
pleted,  one  of  the  gentlemen — whom  I 
should  not  like  to  identify — came  up 
and  talked  to  me  privately.  He  said, 
“We  are  just  catching  on,  and  we  are 
establishing  subsidiaries  in  tax-haven 
countries.” 

I  say  to  the  Senator  from  Connecticut 
that  this  is  happening  in  thousands  of 
instances. 

The  Senator  from  Connecticut  has  re¬ 
ferred  to  some  of  his  constituents  who 
have  moved  abroad,  and  he  has  referred 
to  the  reasons  they  gave  him  for  doing 
so.  He  has  not  identified  them,  and  I 
am  sure  he  would  not  want  to  do  that. 
I  shall  now  refer  to  one  of  my  own  con¬ 
stituents  who  talked  to  me  confidentially, 
and  whose  identity  I  would  not  like  to 
reveal.  His  company  is  quite  successful. 
It  has  a  nationwide  retail  network  in 
the  United  States,  selling  well-known 
American-brand  products.  He  told  me 
that  he  had  made  arrangements  to  man¬ 
ufacture  and  import  from  23  countries 
products  bearing  the  labels  of  American 
brands.  We  talked  about  the  tax  situ¬ 
ation;  we  discussed  it  fully  and  frankly. 
He  said,  “You  can’t  blame  me  for  taking 
advantage  of  it  as  long  as  you  fellows 
leave  it  in  the  law.” 

I  said,  “No,  I  cannot.” 

He  said,  “I  am  not  breaking  any  law.” 

I  replied,  “No;  and  I  am  not  saying 
that  you  are  breaking  any  law.” 

But  I  say  to  the  Senator  from  Con¬ 
necticut  that  this  tax  incentive  for  the 
movement  of  our  industry  abroad  is  what 
I  want  to  try  to  eliminate. 

I  should  say,  in  all  fairness,  that  my 
constituent  did  not  say  that  the  tax  situ¬ 
ation  alone  had  caused  that  decision  to 
be  made.  He  also  referred  to  other  fac¬ 
tors.  He  referred  to  labor  costs;  and  he 
referred  to  the  incentive  of  having  a 
factory  built  for  him  by  another  coun¬ 
try,  as  a  subsidy.  But  the  tax  incentive 
was  a  part  of  the  reason.  As  I  have 
said  to  the  Senator  from  Connecticut,  I 
do  not  know  what  part  it  is,  but  it 
seems  to  be  a  significant  part.  I  want 
to  remove  that  part,  because  we  simply 
cannot  remove  the  others. 

Mr.  BUSH.  I  thank  the  Senator  from 
Tennessee. 

Mr.  GORE.  I  wish  to  read  to  the  Sen¬ 
ate  a  portion  of  an  article  entitled  “Ju¬ 
risdiction  to  Tax  and  International  In¬ 
come,”  written  by  Martin  Norr,  who  is  a 
member  of  the  Massachusetts  and  New 
York  bars,  Research  Associate  and  Edi¬ 
tor,  World  Tax  Series,  Harvard  Law 


School,  International  Program  in.  Taxa¬ 
tion.  I  am  reading  from  page  458: 

Winston  Churchill  pointed  out  that  coun¬ 
tries  are  judged  by  their  national  perform¬ 
ance.  In  the  tax  field  our  national  perform¬ 
ance  is  not  everywhere  well  regarded.  The 
effect  of  anti-tax-haven  legislation  on  the 
American  image  abroad  may  be  salutary. 
We  must  recognize  that  there  is  an  image 
abroad  of  the  American  as  a  tax  avoider. 
Last  summer  the  writer  got  out  of  a  car  at 
Sodom  on  the  Dead  Sea  with  two  British 
tax  lawyers  and  a  Swedish  national.  Look¬ 
ing  at  the  panorama  of  ancient  desolation, 
one  Englishman  whispered  to  the  other: 
“Good  place  for  Americans  to  set  up  a  base 
company.” 

In  other  words,  a  good  place  to  set  up 
a  tax  haven. 

Not  long  ago  I  was  invited  to  make  a 
speech,  which  invitation  I  accepted.  My 
host  for  the  evening  was  an  eminent 
businessman.  We  were  discussing  this 
subject,  and  I  soon  found  he  was  not  in 
full  agreement  with  my  point  of  view. 
So,  to  illustrate  my  concern,  I  said  to 
him,  “You  know,  there  is  a  little  place  in 
Switzerland  called  Zug,  about  which  I 
never  heard  until  I  learned  a  few  days 
ago  that  within  the  last  few  months  45 
American  corporation  subsidiaries  had 
been  established  there.”  He  said,  “Well, 
now,  Senator,  if  you  are  going  to  refer  to 
that,  it  is  called  ‘Zoog.’  It  is  where  one 
of  my  subsidiaries  is  located.” 

Mr.  BUSH.  Mr.  President,  if  the 
Senator  will  yield,  I  do  not  know  what 
the  implication  of  that  is,  but  presum¬ 
ably  the  implication  is  that  they  are 
going  over  there  to  avoid  paying  taxes. 

Mr.  GORE.  He  frankly  admitted  it. 

Mr.  BUSH.  I  assume  that  is  the  rea¬ 
son,  because  there  is  nothing  else  to  at¬ 
tract  them  to  those  places. 

Is  it  not  also  true  that  companies  in¬ 
corporating  for  business  will  go  from 
Tennessee  or  Connecticut  to  Delaware 
in  order  to  take  advantage  of  the  tax 
laws  incident  to  incorporating  in  Dela¬ 
ware,  as  distinct  from  Illinois  or  Ohio 
or  other  States?  So  the  establishment 
of  a  base  of  operations  for  corporate 
purposes,  if  it  be  established  in  some 
other  place  than  where  the  company 
does  business,  does  not  necessarily  con¬ 
note  guilt  or  an  offense,  but  connotes 
only  a  desire  to  take  full  advantage  of 
what  the  tax  laws  are.  In  other  words, 
they  do  not  go  there  to  do  something 
wrong.  They  go  there  to  take  advantage 
of  what  may  be  there  in  the  way  of  es¬ 
caping,  if  you  will,  the  disadvantages 
which  may  exist  by  locating  elsewhere. 
We  see  that  done  in  our  own  country 
by  reputable  corporations.  They  do  not 
incorporate  in  New  Hampshire  or  Ver¬ 
mont;  they  go  to  Delaware.  I  do  not 
know  the  attraction  of  Delaware.  Per¬ 
haps  I  did  at  one  time,  but  I  have  for¬ 
gotten.  I  cite  that  as  an  example  of 
the  fact  that  it  is  not  unusual  for  cor¬ 
porations  to  incorporate  in  another  State 
than  their  own.  Therefore,  it  should 
not  be  considered  unusual  if  they  are 
doing  business  abroad,  if  they  find  a 
place  where  it  would  be  most  advan¬ 
tageous  to  them  to  locate. 

I  want  to  say  in  conclusion,  lest  I 
leave  the  Senator  in  any  doubt,  I  am  not 
seeking  in  any  way,  any  more  than  the 
Senator  from  Tennessee  is,  to  protect 
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any  company  or  any  individual  who  is 
doing  anything  wrong  in  avoiding  the 
payment  of  just  taxes  in  the  United 
States.  I  fully  commend  the  Senator 
for  his  zeal  in  attempting  to  close  any 
loophole  that  exists  for  that  purpose. 

I  do  not  think  that  one  can  jump  sud¬ 
denly  to  the  conclusion  that  there  is 
something  wrong  with  a  company  just 
because  it  will  open  up  an  office  in 
Switzerland,  as  the  Senator  pointed  out 
Mr.  Heinz  did.  Mr.  Heinz  explained  that 
they  did  it  for  certain  purposes.  I  do 
not  think  it  is  fair  to  assume  that  the 
reason  why  he  did  it  was  for  a  tax  avoid¬ 
ance  purpose. 

Mr.  GORE.  I  readily  agree  that  we 
are  not  dealing  here  with  a  matter  of 
criminality.  I  have  never  endeavored  to 
deal  with  it  here  in  that  light. 

Mr.  BUSH.  I  do  not  mean  to  bring 
that  word  into  it,  but  I  suppose  anyone 
who  avoids  the  payment  of  just  taxes  is 
a  criminal. 

Mr.  GORE.  Generally  speaking,  eva¬ 
sion  is  regarded  as  a  crime.  Avoidance 
may  be  a  broader  term.  So  long  as  the 
avoidance  is  within  the  law,  it  is  not  a 
crime,  although  I  am  not  sure  that  all 
tax  avoidance  can  be  entirely  excused, 
and  that  one  can  say  it  is  not  wrong  to 
avoid  taxes.  Sometimes  there  are  ad¬ 
vantages  taken,  such  as  was  illustrated 
in  the  subject  matter  we  discussed  yes¬ 
terday,  in  the  case  of  an  expense  account 
where  a  personal  expenditure  is  clothed, 
deceptively,  in  a  business  function. 

I  cannot  say  that  all  tax  avoidance, 
though  it  may  be  within  the  clear  con¬ 
fines  of  the  law,  is  not  wrong.  I  think 
there  is  a  moral  question  involved,  and 
there  is  a  question  of  degree;  but  at  least 
in  the  case  of  taxation  of  foreign  sub¬ 
sidiaries,  I  have  never  sought  to  deal 
with  the  problem  from  the  standpoint  of 
tax  evasion.  I  have  never  sought  to  deal 
with  taxation  of  income  earned  by 
American  citizens  in  foreign  countries  as 
a  matter  of  right  or  wrong.  I  have  tried 
to  deal  with  it  as  a  matter  of  public 
policy. 

It  seems  to  me  that  if  our  national 
economy  is  being  injured,  as  the  Sena¬ 
tor’s  State  has  been  injured - 

Mr.  BUSH.  Tire  Senator  is  correct. 

Mr.  GORE.  By  the  movement  of  fac¬ 
tories  to  foreign  countries,  then,  to  the 
extent  that  we  can  do  so,  within  our 
jurisdiction,  we  should  eliminate  those 
advantages  which  our  own  law  provides 
for  such  migration  of  business  and  jobs 
and  capital. 

I  do  not  propose  that  we  stop  it.  I 
merely  propose  that  American  tax  laws 
be  placed  in  a  position  of  neutrality.  A 
survey  has  shown  that  reinvestment  of 
foreign  earnings  over  a  3-year  period 
can  provide  “roughly  double  the  rate  of 
profit  accumulation  for  reinvestment 
that  is  possible  under  domestic  tax 
schedules.” 

Mr.  BUSH.  Because  of  lower  taxes 
overseas? 

Mr.  GORE.  Yes. 

Mr.  BUSH.  But  what  good  would 
that  be  for  the  American  stockholder,  to 
keep  the  money  overseas? 

Mr.  GORE.  His  assets  would  be  of 
much  greater  value.  There  are  nu¬ 
merous  instances  in  which  foreign  cor¬ 


porations,  after  a  period  of  years,  with 
an  accumulation  of  profits,  have  been 
collapsed  or  otherwise  made  liquid,  and 
the  money  brought  home  at  capital 
gains  rates. 

Mr.  BUSH.  They  sell  out  overseas? 

Mr.  GORE.  They  are  collapsed  or 
otherwise  become  liquid. 

Of  course,  there  is  another  situation 
which  I  am  glad  to  say  the  pending  bill 
would  correct.  Under  the  present  law 
foreign  real  estate  is  completely  exempt 
from  U.S.  estate  taxes. 

Mr.  BUSH.  Yes.  The  bill  would  close 
that  loophole. 

Mr.  GORE.  Fortunately,  the  bill 
would  close  that.  I  am  not  one  who  is 
willing  to  say  that  the  bill  does  not  have 
some  good  features,  for  it  does.  I  am 
pointing  out  that  is  one  of  several  ways 
in  which  accumulated  earnings  may 
inure  either  to  the  original  investor  or 
to  his  heirs,  at  a  very  low  tax  or,  in  some 
instances,  at  no  tax  at  all. 

Mr.  BUSH.  I  should  like  to  ask  the 
Senator  a  final  question.  Has  the  Sena¬ 
tor  or  the  committee  received  testimony 
which  supports  his  statement  that  they 
might  collapse  an  oversea  operation,  or 
sell  out,  so  as  to  bring  the  profits  of 
years — 10  or  20  years,  or  whatever 
amount  is  involved — to  the  United  States 
in  the  form  of  capital  gains? 

Mr.  GORE.  Yes.  The  evidence  is 
that  is  widespread. 

Mr.  BUSH.  The  committee  does  have 
that  testimony? 

Mr.  GORE.  The  committee  does  have 
evidence  on  that. 

Mr.  BUSH.  I  thank  the  Senator. 

Mr.  GORE.  I  thank  the  Senator  for 
his  interest  and  attention. 

Mr.  President,  in  conjunction  with 
considerations  of  competition,  it  is  bad 
enough  when  foreign  corporations  set  up 
by  our  own  people  begin  to  displace  our 
export  markets,  but  it  is  even  worse 
when .  they  begin  to  export  back  into 
our  own  country.  The  cruelest  com¬ 
petition  which  an  American  producer 
can  be  forced  to  undergo  is  competition 
from  American-type  goods  with  well 
known  American  brand  names,  pro¬ 
duced  abroad  by  American-owned  sub¬ 
sidiaries  which  have  achieved  rapid 
growth  because  of  the  ability  to  dodge 
U.S.  taxes  and  plow  back  practically 
all  earnings,  with  these  products  distrib¬ 
uted  throughout  this  country  through  a 
well-established  chain  of  wholesale  and 
retail  outlets. 

It  is  all  very  well  to  want  to  assist 
other  countries,  but  the  crying  need  right 
now  is  to  build  up  our  own  economy. 
We  do  need  to  continue  to  render  ap¬ 
propriate  assistance  to  underdeveloped 
countries,  but  certainly  the  wholesale 
shipment  of  factories  to  Europe  must  be 
slowed  down. 

We  still  have  a  long  way  to  go  to  reach 
full  employment  and  production.  We 
are  not  going  to  reach  this  goal  by  giv¬ 
ing  our  domestic  corporations  a  tax  cut 
which  the  Senate  voted  on  Tuesday  to 
do — and  the  fact  that  this  tax  cut  is 
computed  on  the  basis  of  certain  plant 
and  equipment  purchases  does  not  at  all 
mean  that  it  will  influence  in  one  loto 
the  amount  or  types  of  such  purchases — 


if  at  the  same  time  we  continue  to  en¬ 
courage  them  to  move  overseas. 

We  need  to  stop  this  hole  in  the  bot¬ 
tom  of  our  economic  bucket  through 
which  our  economic  potential  is  pouring 
to  other  countries.  We  must  do  this 
before  or  in  conjunction  with  whatever 
other  steps  we  may  take  which  we  hope 
will  build  up  our  domestic  economy  and 
improve  our  international  economic 
position. 

Sales  by  U.S.-controlled  foreign  fac¬ 
tories  in  1960  amounted  to  about  $24 
billion,  up  about  29  percent  from  1957. 

Our  Commerce  Department  has  esti¬ 
mated  that  expenditures  for  plant  and 
equipment  abroad  by  U.S.-controlled 
foreign  operations  will  amount  to  about 
$4.5  billion  this  year,  including  new  capi¬ 
tal  sent  abroad  from  the  United  States 
plus  earnings  and  depreciation  allow¬ 
ances  plowed  back.  How  many  new  jobs 
would  such  expenditures,  added  to  our 
normal  expenditures  for  domestic  plant 
and  equipment,  create  here  at  home?  I 
have  no  satisfactory  yardstick  with  which 
to  measure  this,  but  we  are  surely  ship¬ 
ping  many  thousands  of  jobs  overseas 
every  year. 

When  this  subject  comes  up,  many  will 
invariably  advance  the  argument  that 
our  foreign  operations  assist  our  domestic 
economy  because  of  the  increased  sales 
of  exports  which  our  activities  overseas 
generate.  As  in  the  case  of  most  argu¬ 
ments,  there  is  some  truth  in  this  one. 
One  needs  to  know  just  how  much  truth 
there  is  in  it.  The  answer  is,  it  is  just 
about  10-percent  true. 

There  are  four  general  types  of  over¬ 
sea  investment.  Each  must  be  viewed 
in  a  different  light  insofar  as  its  effects 
on  the  domestic  economy  are  concerned. 
These  are : 

First.  Sales  promotion :  This  is  the  first 
type  of  foreign  activity  to  be  discussed 
by  most  of  those  who  would  defend  our 
present  lax  tax  laws  regarding  foreign 
operations.  Those  who  rush  to  the  de¬ 
fense  of  the  -tax  statys  quo  argue,  first 
and  foremost,  that  to  tax  foreign  opera¬ 
tions  equitably  would  destroy  this  type  of 
activity  overseas  and  thus  ruin  our  ex¬ 
port  business  and  harm  our  domestic 
economy. 

A  strange  and  baseless  argument. 

In  the  first  place,  this  type  of  activity 
accounts  for  only  10  percent  of  our  for¬ 
eign  direct  investment.  In  the  second 
place,  this  type  of  activity  exists,  or 
should  exist,  because  of  the  profits  it  can 
promote  for  the  factory  in  the  United 
States,  not  for  the  profits  the  sales  ac¬ 
tivity  itself  can  earn  in  a  foreign  coun¬ 
try.  The  tightening  up  of  taxes  on  this 
small  sales  activity  would  not  disturb 
or  lower  the  profits  of  the  major  activi¬ 
ty  which  is,  after  all,  located  in  the 
United  States. 

The  type  of  tax  reform  I  am  talking 
about  would  not  harm  our  foreign  sales 
activities. 

Second.  Raw  materials  and  supplies: 
This  time  of  activity  now  accounts  foi 
about  42  percent  of  direct  foreign  invest¬ 
ment.  By  and  large,  these  operations  do 
not  harm  the  domestic  economy.  In 
fact,  they  are  decidely  of  assistance. 
This  is  where  we  get  54  percent  of  our 
minerals,  metals,  and  semi-finished  im- 
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ports.  These  operations  ship  very  few 
jobs  out  of  the  country.  These  opera¬ 
tions  probably  do  us  more  good  than  they 
do  the  host  countries. 

But  what  is  of  importance  vis-a-vis 
taxation  is  that  these  operations  are  not 
particularly  encouraged  by  our  faulty  tax 
laws.  Being  in  the  extractive  field,  these 
entei’prises  are  set  up  so  as  to  take  ad¬ 
vantage  of  our  very  generous  depletion 
allowances.  They  are,  therefore,  usually 
organized  as  branch,  rather  than  sub¬ 
sidiary,  operations  and  repatriate  earn¬ 
ings  annually  on  which  they  pay  the 
regular  U.S.  rates,  less  the  credit  for 
foreign  taxes  paid.  The  changes  in  the 
taxation  of  foreign  operations  which  I 
am  now  advocating  would  have  little 
bearing  on  the  taxes  of  branch  opera¬ 
tions  and,  therefore,  little  effect  on  this 
segment  of  our  foreign  private  economic 
activity. 

Third.  Public  utilities,  transporta¬ 
tion,  and  banking:  This  type  of  foreign 
activity  might  be  curtailed  somewhat  by 
tightening  up  on  foreign  taxation,  al¬ 
though  I  doubt  it.  At  any  rate,  this  ac¬ 
counts  for  only  15  percent  of  our  direct 
foreign  investment,  and  this  percentage 
is  declining.  These  are  types  of  activi¬ 
ties,  also,  it  might  be  noted,  which  lend 
themselves  readily  to  nationalization. 

Fourth.  Manufacturing:  This  is  the 
activity  which  hurts.  It  is  also  the  ac¬ 
tivity  which  would  be  most  affected  by 
tightening  up  our  foreign  tax  laws. 

Manufacturing  already  accounts  for 
33  percent  of  our  direct  foreign  invest¬ 
ment  and  is  the  fastest  growing  seg¬ 
ment.  In  Western  Europe  75  percent  of 
our  direct  investment  has  gone  into 
manufacturing — in  the  United  Kingdom, 
85  percent.  It  is  this  type  of  foreign  in¬ 
vestment  which  hurts  our  domestic  econ¬ 
omy  and  contributes  to  our  balance-of- 
payments  deficits. 

Since  this  type  of  activity  is  usually 
organized  as  subsidiaries,  and  since  it 
often  is  associated  with  tax  havens,  there 
is  less  current  repatriation  of  earnings. 
This  is  where  the  deferral  privilege,  the 
credit,  the  gross-up  and  the  tax  haven 
sales  hook-up  really  pay  off.  Changes 
in  these  areas  of  taxation  would  slow 
down — although  this  would  not  stop  the 
movement  of  enterprises  drawn  abroad 
legitimately — the  wholesale  movement 
of  manufacturing  plants  to  Europe. 

EFFECT  ON  BALANCE  OF  PAYMENTS 


A  great  deal  has  been  said  about  th 
balance-of -payments  problem  in  the  las 
2  or  3  years.  In  fact,  it  is  currently  oni 
of  the  most  fashionable  topics  of  con¬ 
versation.  I  must  say  that  it  is  some¬ 
what  misunderstood,  even  by  many  whc 
are  directly  concerned  with  its  solution. 

As  with  so  many  other  problems  ir 
this  country,  the  balance  of  paymente 
is  not  an  absolute  but  a  relative  prob¬ 
lem.  There  are  several  ways  by  which 
we  might  solve  the  problem,  or  at  least 
greatly  lessen  it  without  serious  dam¬ 
age  to  our  domestic  economy  or  our 
ability  to  compete  in  the  markets  of  the 
world.  Some  solutions,  however,  are  not 
compatible  with  broad  national  policy 
Many  countries,  on  the  other  hand, 
annl  aEVabsolut?  Problem  with  their  bal- 
imnorf  *?ayinents-  Many  countries  must 
large  quantities  of  important 


items.  These  may  be  raw  materials  and 
fuels,  or  they  may  be  manufactured 
products  beyond  the  capability  of  the 
local  economy.  Furthermore,  domestic 
consumption  must  often  be  curtailed  in 
order  to  get  together  enough  goods  for 
necessary  exports.  In  such  cases  there 
is  generally  a  low  level  of  gold,  dollar, 
or  sterling  reserves  to  fall  back  oh.  The 
balance  of  payments,  then,  becomes  a 
problem  which  must  be  resolved  year  by 
year  on  an  absolute  basis.  If  the  solu¬ 
tion  is  not  forthcoming  within  a  year  or 
two,  the  economy  will  collapse  and  a 
political  upheaval  will  be  inevitable 

Our  problem  is  not  of  this  sort,  as  I 
have  said.  We  could  cut  off  the  flow  of 
private  funds  abroad  through  different 
types  of  controls,  direct  or  indirect.  We 
could  reduce  military  expenditures  over¬ 
seas  by  bringing  troops  home,  by  bring¬ 
ing  dependents  home,  or  by  reducing 
oversea  purchases  for  their  maintenance. 
We  could  reduce  our  foreign  aid.  We 
could  refuse  to  allow  tourists  to  carry 
dollars  out  of  the  country.  We  could 
refuse  to  make  pension  or  social  security 
payments  to  anyone  who  moved  outside 
the  country.  We  could  reduce  imports 
by  instituting  licensing  controls  such 
as  those  which  are  in  force  in  many 
countries.  We  could  increase  exports 
immediately  in  several  ways — by  subsi¬ 
dies,  for  example. 

But  there  are  reasons,  perhaps  good 
ones,  for  not  doing  these  things — at  least 
not  to  an  extreme  degree.  Steps  we 
take  along  these  lines  must  be  taken  with 
a  view  to  the  welfare  of  our  friends  and 
allies  and  to  the  overall  strength  of  the 
West  as  well  as  to  strengthen  our  domes¬ 
tic  economy. 

We  have  taken  some  reasonable  steps 
in  recent  years  to  take  up  some  of  the 
slack  in  our  balance  of  payments.  We 
can  do  more  in  this  regard  and  still  not 
damage  our  domestic  economy  and  our 
western  allies.  But  certain  steps  are 
more  productive  of  good  and  less  pro¬ 
ductive  of  harm  than  others. 

The  great  emphasis  now  in  on  increas¬ 
ing  exports,  and  this  is  all  to  the  good. 
There  are  limits  to  such  increases,  how¬ 
ever,  without  also  increasing  imports.  It 
would  seem  that  we  will  have  difficulty 
in  maintaining  a  favorable  balance  of 
trade  in  excess  of  $5  billion. 

But  we  must  find  a  way  to  reduce  our 
balance-of-payments  deficit  by  about  $2 
billion  per  year.  I  doubt  that  increased 
exports  can  carry  the  burden  alone.  In 
my  view,  we  could  reduce  our  deficit  ma¬ 
terially  by  tightening  up  on  our  taxation 
of  foreign  operations. 

Although  we  talk  a  great  deal  about 
the  balance  of  payments,  and  everyone 
is  concerned,  we  still  do  not  know  enough 
about  the  subject.  Even  our  statistics 
are  not  much  better  than  informed 
guesses  as  to  what  is  actually  going  on. 
It  appeared  last  year  that  we  were  do¬ 
ing  very  well— up  until  the  fourth  quar¬ 
ter.  It  is  possible  that  there  is  something 
wrong  with  the  fourth  quarter  figures. 
It  is  just  as  likely  that  there  is  some¬ 
thing  wrong  with  the  figures  for  the  first 
and  second  quarters  of  1961.  We  simply 
do  not  know. 

There  are  at  least  two  things  we  do 
know  about  our  balance-of-payments 


figures.  First,  much  of  the  short-term 
investment  flow  that  we  classify  as  “hot 
money”  seems  not  to  come  back.  Both 
the  fourth  quarter  of  1960  and  1961 
Showed  abnormally  high  flows  of  such 
funds.  A  lot  of  it  never  shows  up  as 
coming  back — at  least  not  in  the  same 
form.  I  am  convinced  that  much  of  it 
gets  overseas  and  is  converted  there  into 
long-term  investment  of  one  kind  or 
another. 

This  is  not  just  a  wild  guess  on  my 
part.  Many  who  are  knowledgeable  in 
this  field  think  that  a  good  part  of  what 
we  classify  as  short-term  investment  go¬ 
ing  abroad  is  really  long-term.  It  gets 
abroad  and  never  comes  back.  In  this 
connection,  there  was  a  very  good  article 
in  Business  Week  on  February  25,  1961, 
on  this  very  point.  According  to  this 
article : 

U.S.  corporations  that  found  themselves 
last  year  with  more  cash  than  they  cared 
to  invest  in  the  slack  domestic  market  moved 
funds  abroad  as  a  preliminary  to  long-term 
investment.  Such  movements  sometimes 
had  a  short-term  air,  because  money  was 
put  into  short-term  European  securities 
while  waiting  for  a  long-term  opportunity. 

Second,  it  is  not  possible  to  know  very 
much  about  any  set  of  figures  when  such 
a  large  “errors  and  omissions”  item  is 
necessary  to  make  debits  and  credits 
balance.  This  balancing  “errors  and 
omissions”  figure  for  1960  was  20  per¬ 
cent.  For  1961  it  was  about  as  bad. 

In  my  opinion,  we  do  not  know  as 
much  about  our  true  balance-of-pay¬ 
ments  position  and  what  really  causes 
it  as  our  tables  would  lead  one  to  think. 
I  think  it  likely  that  our  capital  out¬ 
flows  of  different  types  have  been  under¬ 
stated  in  recent  years. 

That  we  do  not  know  very  much  about 
what  is  going  on  is  readily  admitted  by 
our  Department  of  Commerce  people 
who  are  supposed  to  keep  up  with  inter¬ 
national  transactions.  Here  is  an  ex¬ 
cerpt  from  the  June  1962  Survey  of  Cur¬ 
rent  Business  in  an  article  discussing  the 
recent  trends  in  the  balance  of  payments. 

A  large  part  of  the  improvement  in  the 
overall  balance  cannot  be  explained  from 
the  data  so  far  available.  The  balance  on 
unrecorded  transactions  shifted  from  net 
payments  of  $565  million  in  the  last  quarter 
of  1961  to  net  receipts  of  about  $260  million 
in  the  first  quarter  of  this  year.  A  part 
of  the  $825  million  shift  can  be  attributed  to 
seasonal  factors,  but  even  after  adjustment 
for  these  the  shift  amounted  to  about  $620 
million  from  net  payments  of  about  $400 
million  to  net  receipts  of  about  $220  million. 

Although  this  shift  reversed  an  almost 
equally  large  shift  from  the  third  to  the 
fourth  quarter  of  1961,  the  prevailing  tend¬ 
ency  of  unrecorded  transactions  still  seems 
to  indicate  an  excess  of  payments.  The  net 
receipts  balance  for  the  first  quarter  of 
1962,  therefore,  seems  to  reflect  some 
special  circumstances,  which  may  have  led 
to  unrecorded  inflows  of  foreign  funds  or 
repatriations  of  American  capital. 

I  think  at  this  point  I  might  say  that 
the  Congress  should  be  somewhat  crit¬ 
ical  of  the  Department  of  Commerce  for 
not  keeping  up  with  balance-of-pay¬ 
ments  statistics  and  foreign  investment 
properly.  Those  individuals  who  are  sup¬ 
posed  to  keep  up  with  investment  flows 
simply  did  not  have  the  authority  to  go 
out  and  get  the  information.  It  was 
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not  until  April  of  this  year  that  the  De¬ 
partment  began  to  require  reports  on 
International  movement  of  funds  by  U.S. 
corporations,  even  though  we  have  had 
a  law  authorizing  such  a  requirement  on 
the  books  since  1945.  Only  one  really 
good  study  has  been  made  of  investment 
flows  and  foreign  investments,  and  that 
was  for  the  year  1957.  Even  this  was 
not  published  until  1960. 

Be  that  as  it  may,  we  must  try  to  an¬ 
alyze  the  situation  on  the  basis  of  such 
statistics  as  we  have,  uncertain  as  they 
are.  We  do  not  know  how  much  gold 
we  are  losing  and  how  much  our  liquid 
liabilities  to  foreign  countries  and  inter¬ 
national  institutions  are  increasing. 

We  do  know  something  of  the  part 
which  is  being  played  by  private  oversea 
investment.  We  know  something  of  its 
effect  on  our  domestic  economy  as  well 
as  on  our  balance  of  payments.  Many 
are  not  yet  willing  to  acknowledge  the 
role  which  is  being  played  by  the  rapid 
buildup  of  U.S.-owned  manufacturing 
facilities  in  Europe  in  the  sluggishness  of 
the  domestic  economy  and  the  deficit 
in  our  balance  of  payments.  We  must 
examine  this  matter  closely  and  take 
such  action  as  is  in  the  public  interest. 

One  thing  which  that  1957  study  by 
the  Commerce  Department  did  show, 
however,  was  the  lag  in  repatriation  of 
earnings  from  manufacturing  activities 
abroad,  that  is,  from  subsidiary  opera¬ 
tions.  About  one-half  of  our  receipts 
from  direct  investment  overseas  in  1957 
was  from  petroleum  operations.  Only 
one-fifth  was  from  manufacturing.  But 
one-third  of  our  investment  is  in  manu¬ 
facturing,  and  the  profits  are  said  to  be 
large — at  least  it  is  claimed  by  those  who 
are  going  there  that  the  profit  margin  is 
considerably  higher  in  Europe  than  in 
the  United  States.  This  shows  con¬ 
clusively,  it  seems  to  me,  that  earnings 
from  manufacturing  abroad  are  not  be¬ 
ing  repatriated  as  are  earnings  from 
some  other  types  of  investment.  One 
reason  is  that  our  tax  laws  allow  deferral 
for  subsidiaries.  In  branch  form,  as  is 
the  case  with  petroleum  and  mining 
generally,  there  is  more  repatriation. 
Removal  of  the  deferral  privilege  should 
help  us  to  repatriate  more  funds  from 
manufacturing  and  thus  clear  up  a  part 
of  our  payments  deficit.  The  other,  and 
associated,  reason  for  lack  of  repatria¬ 
tion  lies  in  tax  haven  operations. 

Last  year.  Secretary  Dillon  made  a 
very  forceful  presentation  to  the  Ways 
and  Means  Committee  on  the  need  for 
tightening  up  on  the  taxation  of  foreign 
activities.  Particularly  useful  were  the 
figures  which  he  used  showing  the  break¬ 
down  of  investment  and  dollar  flows  by 
geographical  areas  and  types  of  activi¬ 
ties.  His  figures  showed  an  absolute 
deficit  on  European  operations.  I  am 
sorry  to  say  that  his  presentation  has 
been  attacked  on  the  basis  of  figures  of 
an  altogether  different  sort  furnished  by 
certain  other  witnesses  before  the  Ways 
and  Means  Committee. . 

THE  HEINZ  STATISTICS 

Mr.  President,  I  have  already  referred 
to  Mr.  Heinz’  statistics,  but  I  should  like 
to  go  into  that  subject  now  in  more  detail. 

Despite  some  pretty  good  statistics 
which  Secretary  Dillon  got  together  and 


presented,  the  testimony  presented  by 
some  witnesses  who  have  come  before  the 
Ways  and  Means  Committee  and  the 
Finance  Committee  has  sought  to  show 
that  all  types  of  foreign  activities,  tax 
haven  ones  included,  make  positive  con¬ 
tributions  to  the  balance  of  payments. 

Some  of  the  testimony  presented 
strains  credulity.  In  fact,  some  of  it  is 
so  incredulous  that  certain  witnesses  re¬ 
fused  to  come  before  the  Finance  Com¬ 
mittee  in  person  to  defend  their  statistics 
and  line  of  reasoning. 

One  of  these  bits  of  questionable  testi¬ 
mony  was  presented  to  the  Ways  and 
Means  Committee  by  Mr.  H.  J.  Heinz  H. 

There  are  several  things  wrong  with 
this  testimony.  I  have  tried  diligently  to 
get  points  of  interest  cleared  up,  and 
have  been  totally  unsuccessful  in  getting 
Mr.  Heinz  or  anyone  else  to  come  before 
the  Finance  Committee  and  defend  or 
even  explain  this  whole  procedure. 

It  would  appear  that  this  19-company 
group  represented  by  Mr.  Heinz  had  its 
origin  in  the  International  Chamber  of 
Commerce  and  that  companies  were  se¬ 
lected  for  the  good  showing  which  they 
could  make  for  the  period  under  review. 
Taking  the  most  charitable  view  of  the 
matter,  these  companies  are  wholly  un¬ 
representative  of  those  which  have  been 
responsible  for  the  vast  increase  in  tax 
haven  operations  which  have  sprung  up 
in  the  last  5  years.  These  companies 
have,  by  and  large,  mature  foreign  in¬ 
vestments. 

Mr.  Heinz  said  that  he  represented  19 
companies  in  compiling  and  presenting 
his  statistics  and  that  these  U.S.  cor¬ 
porations  represented  “somewhat  over 
5  percent  of  the  total  U.S.  investment  in 
manufacturing  abroad.” 

These  companies  are  American  Ma¬ 
chines  &  Foundry  Co.,  Armco  Interna¬ 
tional  Co.,  Cabot  Corp.,  Continental  Can 
Co.,  Corn  Products  Co.,  Eastman  Kodak 
Co.,  General  Electric  Co.,  Goodyear 
International  Corp.,  H.  J.  Heinz  Co., 
Merck  Sharp  &  Dohme  International, 
Monsanto  Chemical  Co.,  Otis  Elevator 
Co.,  Pfaudler  Permutit  Co.,  Pfizer  Inter¬ 
national,  Inc.,  Ritter  Co.,  Inc.,  Taylor 
Instrument  Cos.,  Texas  Butadiene  & 
Chemical  Corp.,  The  Procter  &  Gamble 
Co.,  and  Union  Carbide  Corp. 

Mr.  Heinz  further  states  that  “the 
companies”  I  have  just  mentioned  had 
asked  him  to  appear  “as  their  spokes¬ 
man.”  Mr.  Albert  E.  Sawyer,  an  ac¬ 
countant,  “was  retained”  to  gather  the 
statistical  data  used. 

Did  the  managers  of  this  group  of 
companies  just  happen  to  get  together 
for  this  purpose?  After  examining  some 
of  the  statistics  cited,  I  became  most 
curious  to  learn  just  who  first  retained 
Mr.  Sawyer,  who  paid  him,  who  con¬ 
tacted  the  particular  companies,  and 
how  many  other  companies’  books  or 
statements  were  examined  and  discarded 
because  they  did  not  fit  a  predetermined 
pattern. 

Interestingly  enough,  these  companies 
seem  to  have  little  in  common.  An  odd 
fact  with  which  one  is  struck  is  that, 
in  the  case  of  several  of  the  companies 
listed  the  companies  are  subsidiaries  of 
a  parent  U.S.  corporation.  I  wondered 
whether  the  inclusion  of  data  for  all  the 


foreign  subsidiary  operations  of  the  par¬ 
ent  U.S.  corporations  would  have  altered 
the  pattern. 

Armco,  for  example,  has  a  large  opera¬ 
tion  in  Canada  as  well  as  other  foreign 
operations  which  do  not  appear  to  be  a 
part  of  Armco  International. 

I  do  not  know  the  reason  why  each  of 
these  19  companies  was  selected  for  this 
list,  or  why  only  these  were  included.  A 
brief  examination  raises  some  interesting 
questions.  For  example,  the  General 
Electric  Co.  appears  to  have  repatriated 
$7.9  million  from  foreign  earnings  of  $8.4 
million  from  its  nonconsolidated  subsi¬ 
diaries  in  1959.  This  is  a  very  high  per¬ 
centage  of  repatriation.  Otis  Elevator 
changed  its  bookkeeping  in  1960.  As  a 
result  its  foreign  subsidiaries  paid  three 
dividends  in  that  one  year.  Though  I  do 
not  know  whether  these  untypical  facts 
caused  these  companies  to  be  included, 
one  can  see  that  if  a  company  is  selected 
which  has  a  large  inflow  of  funds  usually, 
or  for  one  particular  year,  it  would,  of 
course,  distort,  the  statistics  for  a  small 
sample  like  this,  making  the  summary  or 
conclusion  more  unrepresentative  and 
untypical  of  the  general  facts. 

It  was  noted  by  members  of  the  Ways 
and  Means  Committee  that  there  had 
been  a  sharp  increase  in  the  outflow  of 
new  money  from  these  U.S.  corporations 
in  1960.  Mr.  Heinz  was  asked  about  this 
and  promised  to  furnish  an  answer.  So 
far  as  I  have  been  able  to  determine,  he 
never  did. 

With  the  knowledge  that  these  figures 
may  present  a  distorted  picture,  let  us 
examine  them  in  some  detail. 

Let  us  consider,  first,  dividends  re¬ 
patriated  by  these  subsidiaries.  The 
foreign  subsidiaries  owned  by  these  19 
companies  sent  home  during  the  1957- 
60  period,  according  to  Mr.  Heinz,  $141 
million  more  in  dividends  than  the  parent 
companies  sent  abroad  in  new  money. 
Multiplying  this  by  20,  since  according 
to  Mr.  Heinz  these  companies  represent 
about  5  percent  of  U.S.  manufacturing 
abroad,  we  would  conclude  that  all 
foreign  U.S.  manufacturing  subsidiaries 
sent  home,  during  this  4-year  period. 
$2.8  billion  more  in  dividends  than  they 
took  out  of  the  country  in  new  money. 
This  is  a  rather  large  figure,  particularly 
when  we  compare  it  with  our  official 
figures.  According  to  our  official  statis¬ 
tics  all  our  foreign  direct  investment, 
branch  and  subsidiary  of  all  types  com¬ 
bined,  sent  home  only  $2.2  billion  more 
than  they  took  out  during  these  same 
4  years.  Furthermore,  as  I  have  pointed 
out,  subsidiaries,  at  least  those  in  Europe 
and  Canada  where  our  principal  manu¬ 
facturing  activities  are  located,  accord¬ 
ing  to  our  official  statistics  caused  an 
actual  drain  on  the  balance  of  payments. 

Our  official  statistics  appear,  as  I  have 
said,  to  understate  outflows,  but  no  mat¬ 
ter  how  inaccurate  they  are,  or  in  which 
direction,  they  could  not  conceivably  be 
this  far  off.  Petroleum  alone  accounts 
for  half  our  inflow,  yet  Mr.  Heinz  would 
have  us  believe  that  manufacturing  sub¬ 
sidiaries  contribute  billions  of  dollars  on 
the  plus  side  of  the  balance  of  payments 
through  dividends  remitted. 

To  pin  this  down,  let  us  look  at  the 
year  1957.  As  I  have  pointed  out,  we 
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do  have  good  statistics  for  that  year, 
based  on  compulsory  reporting.  Ac¬ 
cording  to  these  figures  for  1957,  com¬ 
piled  by  the  Commerce  Department,  all 
our  foreign  direct  investment  activities 
sent  home  $2,249  billion  in  earnings  and 
profits.  About  half  of  this  came  from 
petroleum.  Only  about  one-fifth  of  it, 
or  $429  million,  came  from  manufactur¬ 
ing.  Yet  Mr.  Heinz  claims  that  foreign 
subsidiaries  of  his  19  companies  sent 
home  in  1957  $64.8  million  in  dividends. 
Extrapolating  this  figure,  one  would  as¬ 
sume  that  all  manufacturing  subsidiaries 
would  have  remitted  dividends  in  1957  in 
the  amount  of  $1,296  billion.  This 
misses  the  mark  by  a  factor  of  3. 

Mr.  Heinz’  other  -figures  appear  just 
about  as  unreliable.  He  piles  on  hun¬ 
dreds  of  millions  of  dollars  in  dividends, 
fees,  and  exports  which  he  attributes  to 
the  activities  of  foreign  subsidiaries  of 
these  U.S.  manufacturing  corporations. 

Let  us  look  at  the  export  figures  which 
Mr.  Heinz  cited.  He  claimed  that  these 
19  companies,  representing  about  5  per¬ 
cent  of  our  foreign  manufacturing,  had 
exports  generated  by  their  own  direct 
foreign  investments  in  1960  of  $595.1 
million.  Multiplying  this  by  20,  we  would 
conclude  that  all  foreign  direct  invest¬ 
ment  activities  of  U.S.  manufacturing 
corporations  for  that  year  accounted  for 
about  $12  billion  in  exports.  But  our 
total  nonagricultural  exports  in  1960 
amounted  to  only  about  $14  billion. 

These  export  figures  seem  so  outland¬ 
ish  that  the  Treasury  Department  asked 
the  Commerce  Department  to  try  to  ar¬ 
rive  at  some  proper  comparable  figure. 
The  Commerce  Department  queried  our 
larger  manufacturing  companies  and  got 
replies  from  155  of  them,  accounting  for 
80  percent  of  all  manufacturing  invest¬ 
ments  abroad.  These  companies  credited 
their  foreign  subsidiaries  with  generat¬ 
ing  $2.7  billion  in  exports  in  1960. 

To  credit  almost  90  percent  of  our 
nonagricultural  exports  to  the  activities 
of  the  direct  foreign  investment  activi¬ 
ties  of  U.S.  manufacturing  corporations, 
which  appears  to  be  the  implication  of 
Mr.  Heinz’  testimony,  certainly  strains 
logic.  Yet  some  people  seemed  im¬ 
pressed. 

Yet  some  persons  still  seemed  im¬ 
pressed.  Some  of  my  colleagues  in  the 
Senate  have  spoken  to  me  about  some 
individual  company  or  representative  of 
some  individual  company  who  came  and 
showed  that  his  investment  abroad 
helped  the  United  States.  Undoubtedly 
there  are  individual  examples — extremes 
in  both  directions.  What  I  am  trying  to 
give  is  a  composite,  a  summary,  conclu¬ 
sions,  a  look  at  the  total  picture,  and  to 
examine  the  whole  matter,  rather  than 
individual  examples. 

The  same  types  and  amounts  of  ex¬ 
ports  can  be,  and  are,  generated  by  ag¬ 
gressive  selling,  by  licensing  arrange¬ 
ments,  or  by  any  other  form  of  exposure 
of  a  foreign  buying  public  to  American 
products.  For  example,  Borg-Warner 
licensed  a  South  African  company  to  pro¬ 
duce  one  of  its  refrigerators.  The  li¬ 


censee  purchased  from  Borg-Warner 
other  types  and  sizes  of  refrigerators 
produced  in  the  United  States  to  round 
out  its  line.  As  a  result,  Borg-Warner 


has  increased  its  exports  of  refrigerators 
to  South  Africa  from  600  to  3,500  per 
year. 

There  is  no  more  logic  in  crediting 
large  amounts  of  exports  cited  by  Mr. 
Heinz  to  subsidiary  activities  than  there 
is  in  crediting  to  a  wholesaler’s  retail 
activities  all  the  goods  sold  through  re¬ 
tail  stores  which  he  happens  to  own  di¬ 
rectly.  The  wholesaler  might  well  have 
sold  a  larger  quantity  of  goods  had  he 
closed  his  own  retail  chain  and  whole¬ 
saled  to  8  or  10  competing  retailers. 

Tt  so  happens  that  these  companies 
cited  by  Mr.  Heinz  also  show  a  large  in¬ 
come  from  royalties  and  licensing  and 
management  fees.  In  the  case  of  these 
companies  it  is  claimed  that  these  fees 
originate  in  their  own  subsidiaries.  The 
implication  is  that  without  subsidiaries 
there  are  no  fees  of  ths  sort  to  be  col¬ 
lected  abroad  by  U.S.  corporations.  This 
is  not  at  all  correct. 

.  Many  U.S.  corporations  collect  large 
amounts  of  fees  of  this  type  from  foreign 
operations  other  than  their  own  sub¬ 
sidiaries.  I  do  not  have  a  breakdown  on 
these  statistics,  but  I  would  invite  at¬ 
tention  to  an  article  which  appeared  in 
the  Wall  Street  Journal  on  June  14, 1961, 
in  which  certain  companies’  licensing  ar¬ 
rangements  are  detailed.  It  was  pointed 
out  in  this  article  that  a  great  many  of 
our  large  companies  use  licensing  ar¬ 
rangements  in  preference  to  setting  up 
foreign  subsidiaries.  Bendix  Corp.,  for 
example,  is  said  to  have  over  400  licens¬ 
ing  agreements  in  effect  abroad  and  to 
have  received  about  $2.9  million  in  royal¬ 
ties  in  1960.  According  to  this  article 
there  are  now  more  than  12,000  licens¬ 
ing  agreements  in  effect  between  Ameri¬ 
can  companies  and  foreign  companies. 
In  my  opinion,  a  representative  list  of 
U.S.  companies  would  show  a  large 
amount  of  royalties  and  licensing  fees 
originating  in  foreign  companies  neither 
owned  nor  controlled  by  an  American 
corporation,  it  is  wholly  unjustifiable 
to  bleed  any  part  of  these  fees  off  into 
tax  havens. 

Now,  I  am  not  accusing  Mr.  Heinz  of 
coming  to  the  Congress  with  deliberately 
distorted  statistics.  Special  pleading  is 
not  unusual  even  if  that  should  have 
been  the  case.  But  several  points  need 
to  be  cleared  up  and  I  was  keenly  disap¬ 
pointed  that  Mr.  Heinz  refused  to  come 
before  the  Finance  Committee  to  defend 
and  up-date  his  statistics. 

I  wrote  Mr.  Heinz  to  request  some  of 
the  information  I  needed  to  clear  up  cer¬ 
tain  points  in  my  own  mind. 

Mr.  President,  I  ask  unanimous  con¬ 
sent  to  have  printed  in  the  Record  at 
this  point  my  letter  to  Mr.  Heinz  and 
his  response. 

There  being  no  objection,  the  cor¬ 
respondence  was  ordered  to  be  printed 
in  the  Record,  as  follows : 

April  17, 1962. 

Dear  Mr.  Heinz:  You  will  recall  that  last 
year  you  presented  testimony  to  the  House 
Ways  and  Means  Committee,  on  behalf  of 
some  19  companies,  on  the  tax  reform  pro¬ 
posals  of  President  Kennedy.  Your  testi¬ 
mony  at  that  time  seemed  to  have  a  marked 
effect  on  the  committee  and  was  widely  re¬ 
ported  in  the  press.  Since  that  time,  as  you 
undoubtedly  know,  the  House  has  passed  the 
tax  reform  bill,  H.R.  10650,  and  this  measure 


is  now  the  subject  of  hearings  before  the 
Finance  Committee  of  the  Senate. 

Since  your  testimony,  presented  on  behalf 
of  these  19  companies,  was  one  of  the  most 
important  parts  of  the  testimony  before  the 
Ways  and  Means  Committee  on  those  pro¬ 
posals  relating  to  the  taxation  of  operations 
abroad,  I  had  assumed  that  you  would  ap¬ 
pear  before  the  Finance  Committee  to  go 
over  the  same  or  similar  testimony  and  bring 
the  statistics  you  presented  up  to  date  to 
include  the  year  1961.  1  was  keenly  disap¬ 
pointed  to  learn  that  you  will  not  appear  be¬ 
fore  the  Finance  Committee. 

In  view  of  the  fact  that  you  will  not  appear 
before  the  Finance  Committee,  I  wonder  if 
you  would  be  good  enough  to  supply  certain 
information  to  me  for  my  study  in  connec¬ 
tion  with  this  bill. 

First,  I  would  like  to  know  who  organized 
your  group.  You  testified  in  the  name  of  the 
Industry  Committee  on  Foreign  Investments. 
Is  this  a  permanent  organization?  When 
was  it  organized,  and  who  are  its  officers? 
Who  employed  Mr.  Sawyer?  How  many 
other  companies’  books  were  examined  in 
the  process  of  selecting  these  19  for  which 
statistics  were  presented?  Where  was  Mr. 
Sawyer  employed  in  1960,  and  where  and  by 
whom  is  he  employed  now? 

Second,  I  note  in  your  testimony  before 
the  Ways  and  Means  Committee,  that  you 
were  questioned  about  the  large  increase  in 
the  outflow  of  funds  for  investment  abroad 
in  1960  over  1959.  You  were  to  furnish  an 
explanation,  but  had  not  done  so  by  the 
time  the  hearing  went  to  press.  I  would 
like  this  information,  and,  further,  I  would 
like  to  have  figures  for  1961  for  these  com¬ 
panies  comparable  to  those  you  presented 
for  past  years. 

Third,  a  number  of  the  companies  in  your 
group  have  licensing  agreements  as  well  as 
subsidiaries  abroad.  Could  you  furnish  some 
comparison  of  the  exports  generated  by  sub¬ 
sidiaries  and  by  licensees.  Specifically,  I 
note  that  Goodyear  has  what  are  called  man¬ 
ufacturing  arrangements  in  several  foreign 
countries.  Are  these  licensing  agreements, 
and  what  exports  do  they  generate,  if  any? 
Also  Eastman  Kodak  reported  sales  to  for¬ 
eign  subsidiaries  in  1960  of  $64  million,  and 
sales  to  dealers  of  $49  million.  What  are  the 
arrangements  with  these  dealers,  and  how  do 
they  operate? 

Fourth,  in  your  own  company  it  appears 
that  selling,  general  and  administrative  costs 
are  being  shifted  rather  heavily  to  the  parent 
corporation.  For  instance,  on  a  gross  profit 
of  $72  million  by  the  U.S.  corporation  sell¬ 
ing,  general,  and  administrative  expense 
amounted  to  $61  million,  leaving  an  operat¬ 
ing  profit  of  $11  million.  On  the  other  hand, 
on  a  gross  profit  earned  by  foreign  sub¬ 
sidiaries  of  $60  million,  your  company 
showed  selling,  general  and  administrative 
expenses  of  only  $40  million,  leaving  an  op¬ 
erating  profit  of  $20  million.  These  figures 
are  from  form  10-K  for  your  fiscal  year 
ending  May  3,  1961.  I  note  that  you  have  a 
Swiss  subsidiary,  but  your  foreign  tax  was 
$8.9  million,  certainly  a  substantial  figure. 
It  would  be  helpful  to  me  and  to  the  Fi¬ 
nance  Committee  to  have  an  explanation  of 
the  above  figures. 

Fifth,  Otis  Elevator  changed  its  fiscal  year 
in  1960  and,  as  a  result,  paid  three  dividends 
in  that  year  amounting  to  $3  million  from 
total  reported  foreign  earnings  of  $4.7  mil¬ 
lion.  I  would  like  to  know  what  the  com¬ 
parable  figures  were  for  1961. 

Sixth,  I  am  unable  to  find  any  informa¬ 
tion  on  the  Cabot  Corp.  except  that  it  owns 
41  percent  of  Texas  Butadiene,  another  of 
the  companies  in  your  list  of  19.  Is  the 
Cabot  Corp.  an  industrial  company?  I  am 
unable  to  find  it  listed  in  “Moody’s  Indus¬ 
trial  Manual  for  1961.’’ 

Seventh,  the  Texas  Butadiene  French 
sales  and  investment  operation  raises  -a 
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number  of  questions.  Is  the  25  percent  of 
sales  being  permanently  invested  in  France 
completely  free  of  U.S.  tax?  Is  this  being 
written  off  as  a  sales  commission  through 
its  Canadian  and  other  foreign  subsidiaries? 
Also,  did  the  export  figures  you  gave  include 
the  full  price  of  these  French  exports?  What 
part  of  the  price  was  actually  remitted  cur¬ 
rently? 

Eighth,  Merck’s  report  for  1960  shows 
$6.5  million  remitted  from  earnings  of 
$10.5  million.  This  was  a  considerable  step- 
up  from  remittances  for  other  recent  years. 

Is  the  step-up  in  remittances  continuing 
through  1961  and  into  1962?  There  appears 
to  be  a  rather  large  number  of  subsidiaries 
owned  by  a  Panama  subsidiary.  Is  this  a 
new  development,  a  reorganization? 

Ninth,  General  Electric’s  Jelco  subsidiary 
does  a  large  foreign  engine  leasing  business 
through  a  great  many  foreign  subsidiaries. 
How  were  these  earnings  handled  in  your 
statistics?  Is  there  any  foreign  insurance 
or  reinsurance  operation  in  connection  with 
Jelco’s  or  GE  Credit  Corp.’s  operations,  for¬ 
eign  or  domestic? 

Tenth,  Pfizer’s  figures  seem  not  quite  to 
add  up.  That  company’s  consolidated  10-K 
for  1960  shows  earnings  of  $38.9  million  by 
the  U.S.  company  and  its  more  than  60  active 
branches,  subsidiaries,  and  affiliates  operat¬ 
ing  in  more  than  40  countries,  on  which  U.S. 
tax  of  only  $6.9  million  and  foreign  taxes  of 
$5.8  million  were  paid.  This  seems  to  be  a 
rather  large  earnings-to-tax  ratio.  Research 
and  development  expense  was  shown  as  $13 
million.  Was  all  this  charged  to  the  U.S. 
parent  corporation?  Royalties  in  the  amount 
of  $4  million  were  received.  How  much  of 
this  was  received  and  retained  abroad  in  a 
tax  haven?  There  is  a  particularly  intrigu¬ 
ing  statement  in  this  company’s  10-K  to 
the  effect  that,  “No  provision  for  Federal 
income  dividend  tax  in  respect  to  the  sub¬ 
sidiary  companies’  earnings  retained  at  De¬ 
cember  31,  1960,  is  included  in  the  consoli¬ 
dated  statements,  inasmuch  as  it  is  consid¬ 
ered  that  such  earnings  are  essential  to  the 
continued  operation  of  the  subsidiaries  busi¬ 
ness.”  It  would  appear  that  foreign  subsidi¬ 
ary  earnings  were  about  $24  million,  of  which 
only  $4  million  was  repatriated.  Does  the 
above-quoted  statement  mean  that  the  other 
$20  million  is  being  invested  in  bricks,  mor¬ 
tar,  and  machinery  abroad,  and  will  never 
become  subject  to  U.S.  tax? 

Eleventh,  how  were  operations  involving 
mining,  oil,  gas,  hydroelectric  generation, 
and  so  on,  handled  in  your  statistics  for  these 
supposedly  industrial  companies?  I  note 
specifically  that  Union  Carbide  has  a  power¬ 
generating  facility  in  Norway,  as  well  as  ex¬ 
tensive  mining  and,  perhaps,  oil  and  gas 
operations;  Armco  has  mining  operations  and 
also  handles  many  allied  products  through 
its  foreign  subsidiaries;  Monsanto  has  a  large 
subsidiary,  the  Lion  Oil  Co. 

Twelfth,  four  of  the  companies  you 
stated  you  represented  were  either  subsidi¬ 
aries  or  divisions  of  larger  U.S.  corporations. 
How  much  of  your  data  came  from  the  par¬ 
ent  corporations  of  these  subsidiaries? 

As  I  believe  you  can  see  from  just  the  few 
brief  facts  and  questions  outlined  above, 
your  testimony  before  the  Ways  and  Means 
Committee  needs  clarification  and  amplifica¬ 
tion  in  many  respects.  I  would  hope  that 
you  will  be  able  to  appear  before  the  Finance 
Committee  before  the  end  of  the  current 
hearings,  now  tentatively  scheduled  to  ter¬ 
minated  on  May  3,  1962. 

I  shall  look  forward  to  hearing  from  you 
at  an  early  date,  and  would  like  your  per¬ 
mission  to  make  your  reply  a  part  of  the 
record  of  the  hearings  before  the  Finance 
Committee. 

April  24,  1962. 

Dear  Senator  Gore:  I  have  your  letter  of 
April  17  and  am  pleased  to  reply  to  the  ques¬ 
tions  which  are  within  my  capacity. 


In  your  paragraph  first,  you  have  asked 
about  the  organization  of  the  19-company 
committee.  I  enclose  herewith  a  brief  his¬ 
tory  of  this  group  entitled  “Memorandum  re 
19  Companies,”  which  I  think  is  responsive 
to  your  questions.  The  ad  hoc  group  of  19 
companies  which  submitted  its  data  in  a 
joint  presentation  through  me  to  the  House 
Ways  and  Means  Committee  has  performed 
its  function  of  testifying  and  has  no  rea¬ 
son  for  continued  existence  as  a  committee. 

I  have  not  been  delegated  to  speak  for  the 
19  companies  on  any  matters  outside  of  the 
statements  I  have  presented  to  the  Congress. 

In  your  paragraph  fourth,  you  raised  some 
questions  concerning  the  Heinz  Co.  You  will 
find  our  answer  in  the  memorandum  en¬ 
titled  “H.  J.  Heinz  Co.  Reply  to  Senator 
Gore’s  Inquiry”  attached. 

In  paragraphs  2d  to  12th,  excepting  para¬ 
graph  4th,  you  inquire  as  to  matters  of 
which  I  have  no  personal  knowledge. 

I  have  asked  Mr.  Sawyer,  the  public  ac¬ 
countant  who  helped  present  the  data  re¬ 
ceived  from  the  19  companies,  for  informa¬ 
tion  in  respect  to  your  second  question.  He 
informs  me  that  the  increase  in  outflow  for 
foreign  investment  from  $30.5  million  in 
1959  to  $61.3  million  in  1960  was  spread  be¬ 
tween  9  of  the  19  companies.  He  also  in¬ 
forms  me  that  he  has  no  data  for  1961 
pertaining  to  capital  outflow. 

In  respect  to  your  paragraph  third,  Mr. 
Sawyer  advises  me  that  the  figures  he  has 
contain  no  breakdown  for  exports  generated 
by  licensing  agreements. 

In  regard  to  paragraph  12th,  Mr.  Sawyer 
advises  me  that  6  of  the  19  companies  were 
international  or  oversea  subsidiaries  or  divi¬ 
sions.  In  each  case  the  data  used  in  the  19- 
company  study  came  from  the  subsidiary 
or  division. 

With  respect  to  some  of  the  general  re¬ 
marks  that  you  have  made  in  reference  to 
the  19-company  study,  may  I  refer  you  to 
the  statement  I  have  filed  today  with  the 
Committee  on  Finance,  a  copy  of  which  I 
attach  hereto. 

I  am  entirely  agreeable  to  your  publishing 
this  letter  and  the  two  annexed  memo¬ 
randums  in  the  record  of  the  Senate  Finance 
Committee  hearings  on  H.R.  10650. 

Sincerely, 

H.  J.  Heinz  II. 


Mr.  GORE.  Mr.  President,  it  seems  to 
me  that  Mr.  Heinz-  has  completely  failed 
to  support,  defend,  justify,  or  render 
credible  the  statistics  he  presented  to 
the  Ways  and  Means  Committee. 
Therefore,  I  am  left  to  fall  back  on  the 
Treasury’s  statistics  which  show,  among 
other  things,  that  manufacturing  subsid¬ 
iaries  in  Europe  cause  a  current  net  drain 
on  our  balance  of  payments. 

DRESSER  AND  THE  EXPORT  TRADE  CORPORATION 

Now  I  want  to  talk  about  a  provision 
in  section  12  of  the  bill  which  is  directly 
related  to  the  pending  amendment. 

There  is  one  escape  valve  in  the  tax 
haven  provision  in  the  bill  which  I  find 
most  distressing  because  it  puts  the  offi¬ 
cial  stamp  of  congressional  approval  on 
one  of  the  most  indefensible  of  the  tax 
haven  types  of  operation,  that  type 
whereby  profits  earned  in  the  United 
States  are  bled  off  to  a  tax  haven  coi- 
poration  untaxed  by  the  United  States. 
This  will  make  possible  the  continuation 
of  a  practice  which  is  typified  by  a  cor¬ 
poration  I  have  taken  some  pains  to  look 
into  I  should  like  to  detail  its  opera¬ 
tions  and  show  how  these  orations  can 
continue  under  the  terms  of  this  bill ,  in¬ 
deed,  to  show  how  the  bill  was  tailored 
to  fit  the  operations  of  a  particular 
company. 


I  refer  now  to  a  company  with  whose 
representatives  I  and  my  staff  have  had 
repeated  conferences,  and  with  whose 
officials  I  have  had  considerable  cor¬ 
respondence,  but  about  whose  operations 
there  is  still  much  mystery.  I  refer  to 
Dresser  Industries,  Inc. 

This  company  manufactures,  sells, 
leases,  and  services  oilfield  equipment. 
Most  of  its  manufacturing  is  done  in  the 
United  States,  but  it  does  some  manu¬ 
facturing  abroad,  mainly  through  li¬ 
censees  rather  than  through  subsidiaries. 

Of  course,  not  all  the  ramifications  of 
this  company’s  operations  are  known  to 
me.  That  more  is  going  on  than  I  am 
aware  of  is  pretty  well  borne  out  by  the 
fact  that  this  company  refused  to  come 
before  the  Committee  on  Finance,  even 
when  specifically  invited  to  do  so.  I 
should  like  to  read  the  telegram  sent  to 
me  by  Mr.  H.  N.  Mallon,  chairman  of 
the  executive  committee  of  Dresser  In¬ 
dustries,  Inc.; 

Dallas,  Tex.,  June  29,  1962. 
Senator  Albert  Gore, 

U.S.  Senate,  Committee  on  Finance,  Senate 

Office  Building,  Washington,  D.C.: 
Following  telegram  sent  to  Mrs.  Elizabeth 
B.  Springer: 

“Regret  inability  to  appear  before  Senate 
Finance  Committee  on  July  2  or  3  as  re¬ 
quested  by  Senator  Gore.  I  will  be  pleased 
to  confer  with  Senator  Gore  at  early  date  to 
give  him  such  information  with  respect  to 
foreign  operations  of  Dresser  Industries  as 
he  may  desire.” 

H.  N.  Mallon, 

Chairman  of  Executive  Committee, 

Dresser  Industries,  Inc. 

I  might  add  that  it  was  not  for  lack 
of  opportunity  that  the  company  did  not 
appear.  The  corporation  vice  president 
who  handles  legal  matters,  together  with 
an  outside  tax  specialist,  who  represents 
the  corporation  in  setting  up  many  of  its 
tax-dodging  maneuvers,  were  in  Wash¬ 
ington  several  times  during  the  course 
of  the  hearings  before  the  committee. 
In  fact,  they  came  to  my  office  the  last 
day  of  the  hearings,  but  after  the  chair¬ 
man  had  adjourned  and  concluded  the 
public  hearings.  When  asked  by  one  of 
my  assistants  why  they  did  not  testify 
before  the  committee,  these  gentlemen 
said  that  they  did  not  want  to  get  into 
a  situation  in  public  which  they  might 
not  be  able  to  control. 

When  asked  if  that  meant  that  they 
were  not  sure  “what  Senator  Gore  has 
on  you,”  they  replied  in  the  affirmative. 

Let  me  hasten  to  say  that  I  am  not 
trying  to  indict  this  one  corporation.  I 
am  not  going  to  single  it  out  just  because 
I  think  its  method  of  operation  is  unique. 
Such  is  not  the  case  at  all.  I  fear  this 
case  is  typical  of  many  others.  But  this 
company  has  been  active  in  attempting 
to  persuade  certain  Senators  and  mem¬ 
bers  of  the  executive  branch  that  its 
operation  should  be  continued  untaxed. 
So  we  find  written  into  the  bill  this  ex¬ 
port  trade  corporation  provision  to  en¬ 
courage  a  harmful  type  of  tax  haven 
operation  when  the  bill,  according  to  its 
supporters,  is  designed  to  cut  off  tax 
haven  operations.  At  least  two  other 
companies,  Westinghouse  and  Cargill, 
were  as  active  as  this  one  in  trying  to 
maintain  this  most  lucrative  loophole 
in  the  tax  laws.  It  is  with  regret  and 
great  disappointment  that  I  have  noted 
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the  Treasury’s  willingness  to  go  along 
with  this  procedure.  In  fact,  the  Treas¬ 
ury  sponsored,  behind  the  scenes,  this 
amendment  which  was  approved  by  the 
Finance  Committee. 

If  in  detailing  the  operations  of  this 
corporation  I  make  some  errors,  I  wish 
it  clearly  understood  that  I  sought  full 
information;  that  at  my  suggestion  of¬ 
ficials  of  Dresser  Industries,  Inc.,  were 
invited  to  testify.  I  requested  them  to 
testify.  I  wrote  letters  asking  for  in¬ 
formation.  I  have  given  the  company’s 
officers  opportunities  to  explain  several 
points  which  have  troubled  me.  When 
I  became  convinced  that  they  would  not 
come  before  the  Committee  on  Finance 
and  publicly  defend  their  method  of  op¬ 
eration,  I  wrote  a  letter  to  a  vice  presi¬ 
dent  in  which  I  asked  a  number  of 
specific  and  pertinent  questions. 

Madam  President,  I  ask  unanimous 
consent  to  have  printed  at  this  point 
in  the  Record  my  letter  of  July  10,  1962, 
to  Mr.  J.  D.  Mayson,  vice  president  and 
secretary,  Dresser  Industries,  Inc.,  and 
the  attached  questions. 

The  PRESIDING  OFFICER  (Mrs. 
Neuberger  in  the  chair).  Without  ob¬ 
jection,  it  is  so  ordered. 

The  letter  and  questionnaire  are  as 
follows: 

July  10,  1962. 

Mr.  J.  D.  Mayson, 

Vice  President  and  Secretary,  Law  Depart¬ 
ment,  Dresser  Industries,  Inc.,  Reupblic 
National  Bank  Building,  Dallas,  Tex. 
Dear  Mr.  Mayson:  Mr.  Lynch  has  told  me 
of  your  visit  to  the  office  last  week,  and  I  am 
sorry  I  was  not  in.  I  am  also  sorry  to  learn 
that  you  feel  I  have  done  an  Injustice  to 
Dresser  Industries  by  requesting  that  Mr. 
Mallon  testify  before  the  Finance  Commit¬ 
tee. 

It  so  happens  that  I  feel  Mr.  Mallon  could 
have  contributed  materially  toward  clearing 
up  several  important  points  which  might 
have  been  of  assistance  to  the  Finance  Com¬ 
mittee  in  its  consideration  of  the  tax  re¬ 
form  bill. 

Mr.  Lynch  has  informed  me  that  you  have 
volunteered  to  answer,  on  behalf  of  Dresser 
Industries,  any  specific  questions  which  I 
might  have  concerning  the  organization  and 
operation  of  Dresser’s  foreign  activities.  In 
the  hope  that  you  will  answer  these  ques¬ 
tions  as  fully  and  directly  as  possible,  I  am 
attaching  a  list  of  questions  which  I  consider 
relevant. 

I  look  forward  to  an  early  reply. 

Sincerely  yours, 

Albert  Gore. 


Questions  Submitted  by  Senator  Albert 
Gore  to  J.  D.  Mayson,  Vice  President, 
Dresser  Industries,  Inc. 


1.  What  is  the  organization  of  Dresser  In¬ 
dustries,  Inc.,  for  foreign  operations? 

2.  What  is  the  relationship  between  or 
among  Dresser,  A.G.  (Vaduz),  Dresser,  A.G., 
Zug,  and  Dresser,  A.G.  (Zuerich)?  List  the 
subsidiaries  (if  50  percent  or  more  of  stock 
owned  by  Dresser  and/or  any  of  its  sub¬ 
sidiaries)  of  each,  the  country  of  incorpora¬ 
tion,  and  the  location  of  the  head  office. 
Which  of  these,  if  any,  exist  primarily  for  tax 
or  currency  reasons? 


3.  How  many  employees  does  Dresser,  i 
(Vaduz)  have?  In  what  country,  or  coi 
tries  are  these  employees  physically  locati 

4.  Give  the  information  requested  in 
above,  for  Dresser,  A.G.,  Zug. 

5.  Give  the  Information  requested  in 
above,  for  Dresser,  A.G.  (Zuerich?? 


6.  Give  the  information  requested  in  3, 
above,  for  each  subsidiary  of  the  foreign  cor¬ 
porations  named  in  3,  4,  and  5  above. 

7.  What  was  the  net  profit,  after  payment 
of  the  appropriate  foreign  Income  tax,  in 
each  of  the  past  6  years,  for  the  following 
foreign  corporations: 

(a)  Dresser,  A.G.  (Vaduz)  ? 

(b)  Dresser,  A.G.,  Zug? 

(c)  Dresser  (France)  S.A.? 

(d)  Dresser  (Great  Britain) ,  Ltd.? 

(e)  Dresser  Italy,  S.p.A.? 

(g)  Petro-Tech  Argentina,  S.A.I.C.I.F.  y 
de  M.? 

(h)  Petro-Tech  del  Peru,  S.A.? 

(i)  Dresser,  A.G.  (Zuerich)  ? 

(j)  Dresser  (Germany),  GmbH? 

8.  List  the  dividend  paid  by  each  of  the 
corporations  listed  in  7,  above,  for  each  of 
the  past  6  years,  to  its  parent  corporation. 

9.  Do  employees  of  any  of  the  corpora¬ 
tions  listed  in  7,  above,  negotiate  sales  or 
perform  service  in  any  foreign  countries? 
Does  any  part  of  the  commission,  fee,  royalty, 
or  other  collections  by,  or  as  the  result  of 
the  efforts  of,  these  employees,  go  directly 
to  any  parent  foreign  corporation?  In  other 
words,  do  the  Swiss  or  Liechtenstein  corpora¬ 
tions  realize  income,  other  than  dividend 
income,  as  a  result  of  the  efforts  of  employees 
of  their  subsidiary  corporations? 

10.  Have  any  earnings  or  net  profits  of 
any  foreign  subsidiary  (other  than  divi¬ 
dends),  ever  been  transmitted  to  the  U.S. 
parent  corporation?  Have  any  of  these  funds 
been  accorded  a  U.S.  tax  rate  less  than 
the  regular  corporate  rate?  Has  any  U.S. 
corporation,  whether  or  not  a  part  of  Dresser 
Industries,  ever  borrowed  directly  or  indi¬ 
rectly  from  Dresser’s  Swiss  or  Liechtenstein 
subsidiary  corporations? 

11.  Your  form  10— K  for  the  year  ended 
October  31,  1961,  shows  income  before  taxes 
of  $14,526,276.  Net  earnings  of  foreign  sub¬ 
sidiaries  appear  to  be  $5,812,954.  Is  this 
latter  figure  before  or  after  the  payment  of 
the  appropriate  foreign  income  taxes? 

12.  I  see  no  indication  in  your  form  10-K 
of  any  reservation  for  future  U.S.  income  tax 
on  any  foreign  subsidiary  earnings.  If  your 
bookkeeping  is  honest,  and  not  overstating 
your  after-tax  earnings  and  assets,  this 
would  indicate  that  there  is  no  intention 
of  ever  repatriating  any  of  last  year’s  almost 
$6  million  of  foreign  subsidiary  earnings 
other  than  the  $125,000  actually  repatriated. 
Do  you  intend  to  repatriate  any  of  these 
earnings,  and  if  so,  in  what  form? 

13.  What  types  of  investments  were  made 
with  the  retained  earnings  of  foreign  sub¬ 
sidiaries  last  year?  In  what  countries? 

14.  In  1959  or  1960  Dresser  collapsed  its 
Western  Hemisphere  corporation,  presumably 
to  take  advantage,  tax  free,  of  the  cash  which 
had  been  collected,  and  because  it  could  do 
better  in  the  future,  taxwise,  by  using  the 
Liechtenstein-Swiss  tax  haven  hookup.  Do 
you  plan  any  other  such  maneuvers.  Have 
you,  during  the  past  6  years,  collapsed  any 
other  subsidiaries,  either  domestic  or  for¬ 
eign? 

15.  It  would  appear  that  your  company 
paid  out  in  dividends  last  year  about  $5.6 
million.  Since  total  after  tax  consolidated 
earnings  were  about  $10  million,  and  for¬ 
eign  subsidiary  earnings  were  about  $6  mil¬ 
lion,  only  $125,000  of  which  appears  to  have 
been  repatriated,  it  would  seem  that  Dresser 
paid  out  in  dividends  considerably  more  than 
it  had  available  domestically  from  current 
earnings.  Furthermore,  beginning  in  1964 
your  long-term  financing  calls  for  a  repay¬ 
ment  of  $3,450,000,  with  annual  repayments 
of  between  $3  and  $4  million  per  year  there¬ 
after  through  1976.  This  would  indicate  the 
necessity  of  repatriating  considerable  sums 
of  money  from  foreign  subsidiary  earnings 
during  the  period  1964—76.  In  what  form 
do  you  plan  to  repatriate  this  money,  and 
from  which  foreign  subsidiaries? 


16.  The  statement  of  earnings  In  form 
10-K  for  the  fiscal  year  ended  October  31, 
1961,  shows  the  following: 

Revenue  from  “services  and 


other” - $30,  047,  320 

Revenue  from  “interest” _  1,  838,  863 

Revenue  from  “royalties” _  l,  961,  260 


Of  the  above  amounts,  how  much  repre¬ 
sents  revenues  received  by  foreign  subsidi¬ 
aries?  How  much  was  received  directly  by 
the  Swiss  and  Liechtenstein  corporations? 

17.  What  income  tax — Liechtenstein, 
Swiss,  and/or  cantonal — was  paid  last  year  by 
each  of  your  Swiss  and  Liechtenstein  sub¬ 
sidiaries?  What  effective  rate  does  this  rep¬ 
resent? 

18.  Describe  the  operations  of  the  Panexco 
Trading  Corp.  Is  it  still  in  existence?  Was 
or  is  it  a  successful  operation? 

19.  How  many  bank  accounts  do  your  var¬ 
ious  foreign  subsidiaries  have?  In  what 
countries  are  they  located?  How  much  was 
in  each  account  on  October  31,  1961?  What 
other  liquid  assets  do  your  foreign  subsidi¬ 
aries  hold?  Are  any  of  these  assets  in  the 
United  States? 

20.  Does  Dresser  maintain  a  file  of  impor¬ 
tant  intracompany  memorandums,  and  if  so, 
would  you  be  willing  for  a  member  of  my 
staff  to  visit  your  head  office  and  inspect  this 
file? 

21.  In  1959  did  you  advance  the  claim  that 
Dresser  A.G.  (Vaduz)  had  “saved”  Dresser 
Industries  some  $4.5  million  in  taxes  during 
the  period  1953-58  and  that  Dresser  Interna¬ 
tional,  Inc.,  had  saved  the  company  $376,000 
during  the  same  period? 

22.  On  another  occasion,  did  you  claim 
that  Dresser,  A.G.,  was  “a  tax  gimmick  and 
nothing  more,”  and  did  you  plead  with  the 
top  corporate  management  to  have  everyone 
cooperate  in  an  effort  to  give  the  appearance 
of  substance  to  its  operations? 

23.  Has  the  legal  department  ever  been 
accused  of  attempting  to  run  Dresser’s  for¬ 
eign  business? 

24.  In  1959  or  1960,  was  there  a  dispute 
within  Dresser’s  top  management  as  to  a 
proper  organization  for  foreign  operations? 
Was  there  a  feeling  on  the  part  of  some  that 
too  much  effort  was  being  directed  toward 
tax  savings  or  avoidance,  to  the  detriment  of 
good  management?  What  was  the  outcome 
of  this  dispute,  if  there  was  one? 

Mr.  GORE.  Madam  President,  I  wish 
to  read  the  reply  of  Mr.  J.  D.  Mayson 
under  date  of  July  17,  1962: 

Dresser  Industries,  Inc., 

Dallas,  Tex.,  July  17,  1962. 

The  Honorable  Albert  Gore, 

U.S.  Senate, 

Washington,  D.C. 

Dear  Senator  Gore:  Thanks  for  your  let¬ 
ter  of  July  10,  1962,  and  the  questions  con¬ 
cerning  Dresser  Industries  which  you  at¬ 
tached.  Your  letter  was  received  yesterday 
morning,  and  I  have  contacted  the  various 
people  in  our  organization  who  will  supply 
the  information  necessary  to  answer  your 
questions.  As  I  am  sure  you  realize,  some  of 
this  information  must  come  from  overseas 
and,  therefore,  our  reply  will  not  be  as 
prompt  as  if  everything  was  available  here 
in  Dallas. 

However,  I  wish  to  assure  you  that  we  will 
let  you  hear  from  us  at  the  earliest  possible 
date. 

Please  give  Mr.  Lynch  our  regards. 

Very  truly  yours, 

J.  D.  Mayson. 

On  August  2,  1962, 1  received  a  further 
letter  from  Mr.  J.  D.  Mayson,  which 
reads,  as  follows: 


1962 


CONGRESSIONAL  RECORD  —  SENATE 


17105 


Dresser  Industries,  Inc., 

Dallas,  Tex.,  August  2,  1962. 

The  Honorable  Albert  Gore, 

U.S.  Senate, 

Washington,  D.C. 

Dear  Senator  Gore:  With  further  refer¬ 
ence  to  your  letter  of  July  10  and  my  letter  of 
July  17,  1962,  I  want  to  let  you  know  that 
we  have  now  accumulated  in  Dallas  a  sub¬ 
stantial  amount  of  the  information  which 
you  have  requested,  and  are  proceeding  to 
correlate  and  check  it.  As  soon  as  we  have 
put  this  information  in  proper  form,  you 
may  expect  to  hear  from  us. 

With  best  regards,  I  am, 

Very  truly  yours, 

J.  D.  Mayson. 

When  I  learned  that  the  bill  was  being 
called  up,  I  sent  a  telegram  to  the  cor¬ 
poration  on  August  21,  requesting  as 
much  information  as  was  available.  On 
Monday,  August  27,  I  received  the  fol¬ 
lowing  reply  to  my  telegram: 

Dresser  Industries,  Inc., 

Dallas,  Tex.,  August  24, 1962. 
Hon.  Albert  Gore, 

U.S.  Senate, 

Washington,  D.C. 

Dear  Senator  Gore:  With  further  refer¬ 
ence  to  our  letters  to  you  of  July  17  and 
August  2,  and  with  reference  to  your  Au¬ 
gust  21  telegram  which  we  received  Wednes¬ 
day  morning,  this  will  confirm  that  we  are 
proceeding  to  correlate  and  check  for  ac¬ 
curacy  the  great  amount  of  data  we  have 
assembled  in  response  to  the  numerous  ques¬ 
tions  set  forth  in  your  letter  of  July  10. 

As  you  know,  while  our  principal  office  is 
in  Dallas,  Tex.,  Dresser,  A.G.,  together  with 
its  subsidiaries,  have  offices  and/or  employees 
in  Argentina,  Brazil,  Colombia,  France,  Ger¬ 
many,  Great  Britain,  Greece,  India,  Iran, 
Italy,  Japan,  Lebanon,  Libya,  Liechtenstein, 
Mexico,  Netherlands,  Peru,  Switzerland, 
Thailand,  Trinidad,  and  Venezuela,  and  it 
has  taken  us  a  considerable  amount  of  time 
and  effort  to  compile  the  necessary  infor¬ 
mation. 

As  indicated  to  you  previously,  we  are 
desirous  of  maintaining  the  spirit  of  coop¬ 
eration  which  has  existed  between  your  of¬ 
fice  and  our  company.  However,  in  review¬ 
ing  the  questions  which  you  have  asked,  a 
full  and  meaningful  response  would  require 
the  submission  on  our  part  of  highly  con¬ 
fidential  business  statistics  and  data.  Ac¬ 
cordingly,  the  management  of  Dresser  Indus¬ 
tries  has  decided  to  request  outside  counsel  to 
analyze  and  review  the  questions  trans¬ 
mitted  with  your  letter  of  July  10,  together 
with  our  final  response  thereto.  As  soon 
as  the  compilation  of  the  data  is  completed 
and  the  analysis  and  opinion  of  counsel  re¬ 
ceived  by  the  management  of  the  company, 
we  shall  be  in  touch  with  you  again. 

Very  truly  yours, 

J.  D.  Mayson, 

Madam  President,  it  is  not  necessary 
to  know  much  about  this  company,  to 
realize  that  its  profit  structure  is  awry. 
Anyone  can  look  at  the  form  10-K  filed 
by  this  corporation  with  the  SEC  and 
see  that  something  is  wrong  somewhere 
in  the  way  its  profits  are  shifted  from 
the  United  States  into  its  tax-haven 
subsidiaries. 

The  total  assets  of  this  corporation 
are  in  excess  of  $200  million,  while  the 
assets  of  the  foreign  subsidiaries  amount 
to  about  $25  million  of  this  amount.  But 
how  were  earnings  split  up?  Foreign 
earnings  were  more  than  two-thirds  of 
U.S.  earnings.  But  foreign  assets  are 
only  about  one-seventh  of  U.S.  assets. 
Surely  something  is  out  of  line  some¬ 
where. 


Incidentally,  Madam  President,  I  am 
strongly  suspicious  that  section  6  of  this 
bill  was  dropped  as  part  of  an  arrange¬ 
ment  which  will  permit  Dresser  Indus¬ 
tries  and  others  to  enjoy  a  tax  dodge. 
As  recently  as  the  appearance '  of  the 
Secretary  of  the  Treasury  before  the 
Senate  Finance  Committee  on  May  10 
of  this  year,  section  6  of  the  House  ver¬ 
sion  was  still  being  advocated  strongly 
by  the  Treasury  Department.  This  sec¬ 
tion  was  endorsed  by  Assistant  Secre¬ 
tary  Surrey  in  a  letter  to  the  Senator 
from  Delaware  [Mr.  Williams]  on 
May  17. 

But  what  do  we  find  about  the  ar¬ 
rangement  made  on  this  export  tax- 
haven  gimmick?  We  find  that  the  com¬ 
mittee  report,  on  page  90,  has  this  lan¬ 
guage: 

With  the  limitations  it  is  not  expected 
that  the  allocation  rule  in  present  law  (sec. 
482)  will  be  needed  in  many  cases  involving 
export  trade  corporations. 


Here,  Madam  President,  we  find  an¬ 
other  instance  in  which  the  majority 
committee  report  seeks  to  give  tax  re¬ 
lief  that  is  not  specifically  provided  by 
the  terms  of  the  bill.  I  hope  some  Mem¬ 
ber  who  signed  the  majority  report  will 
be  willing  to  explain  this. 

The  existing  section  482  is,  of  course, 
difficult  to  apply.  The  improved  section 
482,  as  set  out  in  section  6  of  this  bill, 
might  have  proved  embarrassing. 

There  must  be  some  reason  that  is  not 
stated  in  the  report,  and  has  not  been 
given  to  the  committee,  why  section  6 
of  the  House  version  of  the  bill,  which 
was  so  earnestly  and  so  vigorously  ad¬ 
vocated  until  so  recently  by  the  Treas¬ 
ury  Department,  is  now  completely 
stricken  from  the  bill  by  means  of  the 
committee  amendment  now  pending  be¬ 
fore  the  Senate. 


Now,  Madam  President,  to  return  to 
our  case  study.  Officials  of  this  corpora¬ 
tion  do  not  like  to  have  their  foreign  tax- 
haven  operations  classified  as  a  “sham,” 
but  I  am  having  trouble  classifying 
them  in  any  other  way. 

Indeed,  I  have  seen  what  purported  to 
be  a  copy  of  a  memorandum  sent  from 
a  vice  president  of  this  company  to  other 
high  corporate  officials,  in  which  this 
vice  president  warned  that  the  Liech- 
tenstein-Swiss  tax-haven  operation  was 
"a  tax  gimmick  and  nothing  more,”  and 
he  urged  everyone  to  cooperate  in  an 
effort  to  give  the  appearance  of  substance 
to  its  operations.  I  have  reason  to  be¬ 
lieve  this  document  and  several  others 
which  I  had  the  privilege  of  seeing  to  be 
genuine.  There  has  been  no  denial  from 
this  corporate  official  that  he  did,  in 
fact,  make  such  a  statement  as  the  one 


have  quoted. 

Now  let  us  see  just  how  this  export 
rade  corporation  amendment  in  this 
ill  was  tailored  to  fit  the  operations  of 
his  particular  corporation — Dresser  In- 
lustries,  Inc.,  of  Dallas,  Tex  Here  is 
_  t  _ _ _  TrAnct.rips  nnerates  abroad 


for  tax-haven  purposes: 

The  U  S  parent  corporation,  its  U.S.  sub¬ 
sidiaries,'  and  a  few  foreign  subsidiary  cor¬ 
porations  manufacture  capital  goods  rela¬ 
tively  large  and  high-priced  items  of  equip¬ 
ment  and  supplies  used  by  the  buyers  in 
their  operations  and  not  for  resale  to  con¬ 


sumers.  Their  foreign  customers,  in  many 
countries,  are  usually  corporations,  often 
very  large  corporations.  Ordinarily  these 
foreign  customers  deal,  directly  or  indirectly, 
with  the  producing  corporations  in  the 
United  States  (or  with  the  foreign  manu¬ 
facturing  subsidiaries),  and  usually  prefer 
to  take  title  to  the  goods  in  the  United 
States  or  in  the  foreign  country  where  the 
items  are  manufactured. 

The  parent  corporation  organized  an  in¬ 
ternational  subsidiary  under  the  laws  of 
Liechtenstein  which,  nominally  at  least,  per¬ 
forms  the  marketing  operations  throughout 
the  world  (except  in  the  United  States  and 
Canada)  for  the  parent  corporation  and  its 
U.S.  and  foreign  manufacturing  subsidiaries. 
The  Liechtenstein  corporation  also  performs, 
nominally,  various  services  with  respect  to 
the  many  foreign  licensees  of  the  parent — 
collecting  royalties  and  fees,  transmitting 
technical  information  and  assistance,  etc. 
But  since  Vaduz,  Liechtenstein  is  not  deemed 
a  “respectable”  address,  there  is  another  sub¬ 
sidiary  of  the  parent  company  which  is  or¬ 
ganized  under  the  laws  of  Switzerland  and 
has  an  office  there.  This  company  does  not 
act  as  a  principal,  but  is  merely  the  agent 
of  the  Liechtenstein  corporation,  providing, 
for  a  small  fee,  an  office  and  the  handling 
of  correspondence,  records,  advertising  ma¬ 
terials,  etc.  Liechtenstein  does  not  have 
an  income  tax,  so  that  the  profits  of  the 
Liechtenstein  corporation  are  free  from  tax 
until  they  are  transmitted  as  dividends  to 
the  U.S.  parent  corporation.  Switzerland 
and  its  cantons  impose  income  taxes  on  in¬ 
come  earned  in  Switzerland,  but  since  the 
services  performed  by  the  Swiss  subsidiary 
are  only  those  which  a  few  employees  per¬ 
form  in  a  small  office,  and  since  the  fee  paid 
by  the  Liechtenstein  corporation  for  those 
office  services  is  only  slightly  more  than  the 
cost  of  the  services,  the  taxes  paid  to  Swit¬ 
zerland  and  its  cantons  is  negligible. 

Although  it  employs  few,  if  any,  sales¬ 
men,  and  the  sales  of  the  products  of  the 
U.S.  parent  company  or  its  U.S.  subsidiaries 
are  either  made  directly  by  the  U.S.  com¬ 
panies  or  by  independent  foreign  distribu¬ 
tors,  the  Liechtenstein  company  receives  a 
commission  of  15  percent  of  the  selling  price, 
out  of  which  it  pays  5  percent  to  the  inde¬ 
pendent  foreign  distributors.  For  its  serv¬ 
ices  (whatever  those  may  be)  in  dealing 
with  foreign  licensees  and  collecting  royal¬ 
ties  and  fees  for  the  use  of  the  U.S.  corpora¬ 
tions’  patents,  formulas,  trademarks,  and 
know-how  the  Liechtenstein  corporation 
receives  80  percent  of  the  royalties  and  fees. 

It  is  evident  that  the  profits  thus  allocated 
to  the  Liechtenstein  corporation  are  grossly 
disproportionate  to  the  real  value  of  what 
little  work  that  corporation  does.  In  fact, 
among  themselves,  officers  of  the  parent  cor¬ 
poration  have  admitted  that  the  Liechten¬ 
stein  corporation  is  nothing  more  than  a  tax 
device,  and  that  it  has  no  real  substance. 
They  have  directed  subordinates  to  so  handle 
correspondence,  sales  documents,  etc.,  as  to 
make  it  appear  that  the  Liechtenstein  cor¬ 
poration  is  a  functioning,  commercial  or¬ 
ganization,  even  though,  in  actuality,  trans¬ 
actions  are  handled  as  if  there  were  no  such 
foreign  company. 

The  amendment  of  the  Senate  Finance 
Committee  to  section  12  would  speci¬ 
fically  permit  the  continuation  of  the 
tax  dodge  which  I  have  described,  and 
the  pending  amendment,  to  eliminate 
tighter  language  for  section  482  of  the 
code,  would  give  this  procedure  an  assist. 

There  is  another  Swiss  holding  com¬ 
pany  of  Dresser  which  owns,  and  bleeds 
off  profits  from,  some  operating  sub¬ 
sidiaries  in  high-tax  foreign  countries. 

By  such  bizarre  arrangements,  this 
United  States  corporation  can  claim  that 
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its  tax  haven  subsidiary  is  “responsible” 
for  millions  of  dollars  of  United  States 
exports;  and  officials  of  this  company 
have  come  to  Members  of  the  Senate  and 
made  such  a  claim. 

In  reality,  the  tax  haven  subsidiary 
is  not  doing  anything  more  than  bleed¬ 
ing  off  most  of  the  profit  from  the  sale 
of  exports  and  is  thereby  actually  re¬ 
ducing  the  inflow  of  funds  which  ought 
to  be  repatriated  annually  as  a  result 
of  these  sales. 

Most  of  the  funds  should  remain  in  the 
United  States  instead  of  being  funneled 
into  a  foreign  tax  haven,  but  the  com¬ 
mittee  amendment  now  pending  would 
make  it  possible  to  continue  this  kind 
of  tax  dodge  by  this  company  and  a  few 
others. 

Interestingly  enough,  I  have  not  been 
able  to  find  out  how  this  corporation  gets 
funds  back  home  when  it  needs  cash. 
Last  year,  out  of  $5.8  million  of  foreign 
earnings,  only  $125,000  in  dividends  came 
back  to  the  U.S.  But  the  company  paid 
out  practically  its  entire  domestic  earn¬ 
ings  in  cash  dividends.  With  a  heavy 
long-term  indebtedness  which  will  re¬ 
quire  repayments  of  between  $3  and  $4 
million  per  year  between  1964  and  1976, 
a  great  deal  of  money  is  going  to  have  to 
be  brought  home  one  way  or  another. 

Mr.  MORSE.  Madam  President,  will 
the  Senator  yield? 

Mr.  GORE.  I  yield. 

Mr.  MORSE.  I  wish  to  take  only  a 
moment  to  thank  the  Senator  from 
Tennesseee  for  the  work  he  has  done  in 
the  best  interests  of  the  American  tax¬ 
payers  in  his  opposition  to  various  sec¬ 
tions  of  the  bill  and  in  his  various  pro¬ 
posals  to  improve  the  bill,  which  have 
been  uniformly  voted  down.  I  am  sure 
the  Senator  is  not  surprised  by  the  de¬ 
feats  he  has  suffered  in  connection  with 
the  bill. 

Mr.  GORE.  I  was  surprised  at  the 
one  -yesterday  in  connection  with  ex¬ 
pense  account  abuse.  I  sincerely  be¬ 
lieved  that  I  could  convince  the  Senate 
that  the  present  practice  was  wrong,  and 
that  the  Senate  would  not  vote  for  the 
committee  amendment.  I  still  believe 
that  if  I  could  have  had  the  attention  of 
my  colleagues  for  a  few  moments  I  might 
have  been  able  to  convince  them.  But 
the  Senator  knows  how  difficult,  compli¬ 
cated,  and  involved  are  the  subjects  in 
the  current  bill,  and,  I  am  sorry  to  say, 
how  uninteresting  the  discussion  upon 


such  subjects  appears  to  be.  Neverthe¬ 
less,  I  did  have  hopes  that  I  could  win 
that  one  fight,  and  that  we  could  defeat 
that  committee  amendment. 

The  President  of  the  United  States, 
in  his  first  state  of  the  Union  message, 
had  dramatically  called  attention  to  the 
attack  upon  the  very  moral  fiber  of  our 
country  involved  in  this  widespread 
abuse,  the  tax  avoidance  through  ex¬ 
pense  account  manipulations,  clothing 
and  disguising  expenditures  for  personal 
pleasure  and  benefit  in  business  func¬ 
tions  and  purposes. 

I  thank  the  Senator  very  much  for  his 
generous  remarks.  Perhaps  I  was  naive 
in  hoping  we  could  win  that  fight,  but 
I  did  have  that  hope. 

M?rse-  Madam  President,  will 
the  Senator  yield? 


Mr.  GORE.  I  yield. 

Mr.  MORSE.  It  is  very  refreshing  to 
me  to  find  that  the  Senator  from  Ten¬ 
nessee  was  surprised.  I  think,  how¬ 
ever,  it  would  have  been  a  more  apropos 
phrase  or  word  to  say  he  was  hopeful, 
as  I  was  hopeful,  but  not  surprised. 
However,  in  my  judgment,  the  bill  has 
reached  such  a  stage  in  its  development 
in  the  Senate  that  it  can  best  be  de¬ 
scribed  as  a  bonanza  bill  for  tax  dodgers 
who  ought  to  be  paying  taxes  on  the 
basis  of  their  ability  to  pay,  but  who  are 
going  to  use  the  bill  to  duck  out  on  their 
tax  responsibilities. 

The  bill  has  reached  such  an  unac¬ 
ceptable  form  that  I  serve  notice  to¬ 
night  that  under  no  conditions  will  the 
Senator  from  Oregon  vote  for  the  bill 
in  its  present  form.  I  think  the  bill  is  a 
disservice  to  this  administration. 

Mr.  GORE.  I  cannot  vote  for  the  bill 
in  its  present  form;  and  the  adoption 
of  the  pending  committee  amendment 
would  make  it  even  worse. 

I  say  advisedly  that  the  pending- 
amendment  is  a  special  interest  amend¬ 
ment.  It  would  permit  the  continuation 
of  the  kind  of  tax  dodge  which  for  the 
past  30  minutes  I  have  been  describing 
to  the  Senate. 

I  say  to  my  distinguished  colleague 
the  senior  Senator  from  Oregon  that 
what  I  have  been  saying  this  afternoon 
is  the  result  of  3  years  of  work.  The 
work  has  not  been  too  inviting  or 
pleasant.  It  has  been  drudgery.  It  has 
been  aimed  at  the  solution  of  one  of  the 
problems  which  plague  our  people;  the 
mass  movement  abroad  of  industry  and 
jobs,  and  in  many  instances  whole  fac¬ 
tories. 

I  know  that  the  amendment  which  I 
have  proposed  would  not  completely 
solve  that  problem,  but  it  would  elim¬ 
inate  the  tax  subsidy  for  such  move¬ 
ment  abroad  of  industries,  jobs,  and 
factories. 

Upon  the  election  of  President  Ken¬ 
nedy,  I  was  invited  to  confer  with  him 
on  fiscal,  economic,  and  other  matters. 
I  visited  in  his  home  in  Georgetown. 
After  we  became  engrossed  in  a  discus¬ 
sion,  he  very  kindly  closed  the  door,  and 
no  one  else  came  in  while  we  conferred 
for  perhaps  more  than  an  hour  on  this 
subject. 

The  President  expressed  his  very 
great  interest  in  it.  Among  his  very 
first  recommendations  to  the  Congress 
was  a  recommendation  that  the  prefer¬ 
ential  tax  treatment  of  income  earned 
abroad  be  eliminated. 

Finally,  there  is  before  the  Senate  the 
pending  bill,  which  would  make  some 
improvements.  I  am  glad  to  acknowl¬ 
edge  that.  I  am  constrained  to  believe — 
I  like  to  believe — that  I  am  partially  re¬ 
sponsible  for  some  of  the  worthwhile 
provisions  in  the  bill.  I  would  that  the 
bill  were  better. 

The  pending  amendment  is  a  bad 
amendment.  It  should  not  be  adopted. 
The  bill  would  be  better  without  the 
amendment. 

In  this  difficult,  uninteresting,  compli¬ 
cated  discussion  of  the  afternoon  I  have 
not  been  able  to  reach  enough  of  my 
colleagues  to  persuade  them  to  vote 
against  the  committee  amendment.  I 


shall  nevertheless  proceed  in  the  hope, 
however  faint  that  hope  may  be,  that 
a  sufficient  number  of  my  colleagues  will 
read  the  Record  tomorrow  and  will  sup¬ 
port  amendments  to  improve  the  bill. 

Returning  to  the  export  trade  corpora¬ 
tion  amendment,  note  how  this  “escape 
valve”  fits  into  the  picture.  It  was  spe¬ 
cifically  tailored  to  fit  Dresser  Industries, 
Westinghouse  and  Cargill. 

According  to  this  provision  of  the  bill, 
“export-trade  income”  is  not  to  be  in¬ 
cluded  in  income  of  foreign  subsidiaries 
on  which  tax  will  be  paid  currently  by 
their  U.S.  parent  corporations. 

This  “export-trade  income”  consists 
of  the  net  income  from: 

First.  Sale  of  exports  to  unrelated 
persons. 

Second.  Commissions  and  fees  for  the 
use  of  export  property. 

Third.  Commissions  and  fees  on  pat¬ 
ents,  secret  processes,  and  So  forth. 

Fourth.  Interest  received  from  export 
trade  assets. 

The  Dresser  tax  haven  subsidiary  gets 
its  income  in  just  these  ways. 

Of  course,  there  are  limitations.  One 
can  only  bleed  off  10  percent  of  gross  re¬ 
ceipts.  Now,  what  kind  of  limit  is  that? 
There  are  not  too  many  industrial  cor¬ 
porations  which  make  a  profit  of  more 
than  11  or  12  percent  of  gross  sales. 

And  there  is  another,  alternate,  limi¬ 
tation,  that  of  iy2  times  “export  promo¬ 
tion  expenses.”  In  other  words,  on  this 
basis  there  is  a  guarantee  of  a  tax-free 
ride  on  a  50-percent  profit,  based  on  the 
cost  of  running  the  oversea  operation. 

Madam  President,  this  is  a  specific 
provision  of  the  export  trade  corporation 
amendment  which  ties  in  with  the  pend¬ 
ing  amendment,  and  which  was  offered 
late  in  the  consideration  of  the  bill  and 
only  after  Dresser  Industries,  Cargill, 
and  Westinghouse  had  been  very  busy. 
When  this  amendment  was  suggested  it 
had  a  familiar  name  among  those  “in  the 
know,”  which  identified  it  as  the  special 
interest  amendment  for  the  particular 
group  and  character  of  taxpayers  to 
which  I  am  referring. 

I  can  hear  the  proponents  of  this 
amendment  object,  “Even  though  it  looks 
like  we  are  giving  these  people  a  free 
ride  on  10  percent  of  sales  or  50  percent 
of  operating  costs,”  as  it  will  be  argued, 
“very  little  use  will  be  made  of  this  tax 
dodge  because  the  amounts  on  which 
U.S.  tax  will  be  avoided  must  be  invested 
in  export  trade  assets.” 

But  what  are  “export  trade  assets”? 
They  include : 

First.  Working  capital. 

Second.  Inventory. 

Third.  Facilities  for  handling,  trans¬ 
portation,  packaging  and  servicing. 

Fourth.  Evidences  of  indebtedness  for 
the  sale  of  exports. 

I  repeat  the  last:  “Evidences  of  indebt¬ 
edness  for  the  sale  of  exports.” 

There  are  no  real  limitations  there. 

It  includes  everything  but  manufactur¬ 
ing.  It  even  includes  credit  expansion. 

Would  it  not  be  wonderful  for  that 
corporation  if  a  domestic  corporation 
could  escape  taxation  on  the  profit  it 
makes  from  all  sales  on  credit?  Would 
that  not  be  wonderful?  I  fear,  insofar 
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as  my  little  business  is  concerned,  that 
constitutes  the  great  bulk  of  the  sales. 

As  I  said,  the  amendment  would 
specifically  put  the  stamp  of  congres¬ 
sional  approval  on  one  of  the  worst  types 
of  tax  havens  or  tax  dodges — the  type  in 
which  profits  are  removed  directly  from 
under  the  U.S.  tax  jurisdiction  and  into 
a  tax  haven  country  to  escape  indefi¬ 
nitely,  and  perhaps  forever,  any  payment 
of  U.S.  taxes.  That  is  the  worst  sort  of 
tax  haven  abuse,  so  far  as  equity  and 
the  balance  of  payments  are  concerned. 
Yet  that  is  what  will  be  specifically  en¬ 
dorsed  by  the  pending  amendment 
together  with  other  provisions  of  section 
12. 

These  provisions  are  contained  in  the 
committee  amendments  recommended 
to  the  bill. 

The  question  now  specifically  before 
the  Senate  concerns  section  482  of  the 
code  which  would  be  amended  by  section 
6  of  the  bill.  The  amendment  is  in  the 
nature  of  a  more  specific  formula  than 
the  one  now  found  in  section  482. 

The  purpose  of  section  482,  which  is 
very  general  in  its  wording,  is  to  enable 
the  Internal  Revenue  Service  to  make 
sure  that  taxpayers  do  not  shift  profits  or 
losses,  income  or  expense,  among  differ¬ 
ent  taxable  organizations  in  such  a  way 
as  unduly  to  minimize  the  taxes  paid  by 
various  economic  units  representing  one 
set  of  economic  interest.  The  wording  of 
the  section  is  very  general : 

In  any  ease,  two  or  more  organizations, 
trades  or  businesses  (whether  or  not  incor¬ 
porated,  whether  or  not  organized  in  the 
United  States,  and  whether  or  not  affiliated) 
owned  or  controlled  directly  or  indirectly  by 
the  same  interests,  the  Secretary  or  his  dele¬ 
gate  may  distribute,  apportion  or  allocate 
gross  income,  deductions,  credits,  or  allow¬ 
ances  between  or  among  such  organizations, 
trades,  or  businesses,  if  he  determines  that 
such  distribution,  apportionment  or  alloca¬ 
tion  is  necessary  in  order  to  prevent  evasion 
of  taxes  or  clearly  to  reflect  the  income  of 
any  of  such  organizations,  trades  or  busi¬ 
nesses. 

Mr.  President,  when  the  Secretary  of 
the  Treasury  came  before  the  Ways  and 
Means  Committee  in  1961  and  before  the 
Finance  Committee  earlier  this  year,  he 
endorsed  the  need  for  strengthening  sec¬ 
tion  482.  At  no  time,  however,  has  it 
been  claimed  by  any  spokesman  for  the 
administration,  to  my  knowledge,  that 
section  482  was  a  major  tool,  or  one  on 
which  chief  reliance  could  be  placed  for 
enforcing  the  collection  of  proper  taxes. 
Such  is  not  its  purpose.  The  section  is 
particularly  hard  to  apply  when,  as  is 
the  case  so  often  in  dealings  between 
a  domestic  corporation  and  one  of  its 
foreign  subsidiaries,  only  one  set  of  books 
is  available  to  the  agent,  and  the  U.S. 
taxpayer  is  uncooperative.  Unfortu¬ 
nately,  this  is  often  the  case. 

When  section  482  is  to  be  used  to  allo¬ 
cate  income  or  expenses  among  domestic 
taxpayers,  and  this  is  its  more  common 
use,  the  books  of  all  taxpayers  concerned 
are  available  to  the  agent  and  he  can 
often  use  or  threaten  to  use  section  482 
to  good  advantage. 

But  the  Secretary  of  the  Treasury  felt 
that,  particularly  in  the  case  of  taxpay¬ 
ers  one  of  which  was  domestic,  and 
many  of  which  are  foreign,  the  present 


wording  of  section  482  did  not  give  the 
agent  a  sharp  enough  tool  for  the  opera¬ 
tion  required. 

The  report  of  the  Ways  and  Means 
Committee  had  this  to  say  about  the 
problem: 

vn.  ALLOCATION  OP  INCOME  BETWEEN  RELATED 

FOREIGN  AND  DOMESTIC  ORGANIZATIONS 

(Sec.  6  of  the  bill  and  sec.  482(b)  of  the  code) 

A.  Reasons  for  provision 
Under  present  law,  foreign  corporations 
which  are  controlled  by  domestic  corpora¬ 
tions  or  other  persons  are  not  taxed  by  the 
United  States  on  their  foreign  source  income. 
Thus,  United  States  imposes  no  tax  with 
respect  to  the  profits  of  such  a  corporation 
when  they  are  earned  although  it  does  im¬ 
pose  a  tax  on  the  domestic  shareholders  of 
this  corporation  when  they  receive  dividend 
distributions  from  it.  This  taxation  at  the 
time  of  distribution,  rather  than  at  the 
time  the  income  is  earned  by  the  foreign 
corporation,  has  become  known  as  “tax  de¬ 
ferral.”  U.S.  corporations,  it  is  believed,  may 
sell  goods  to  their  controlled  foreign  sub¬ 
sidiaries  at  less  than  a  fair  price  to  avoid 
a  U.S.  tax  on  what  should  be  their  full  profit 
for  such  sales.  Similarly,  in  other  cases  it 
is  believed  that  foreign-controlled  subsidi¬ 
aries  have  sold  goods  to  their  domestic  parent 
at  more  than  the  fair  market  price.  The 
effect  of  such  transactions  is  to  understate 
the  taxable  income  of  the  domestic  corpora¬ 
tion  subject  to  U.S.  tax  and  to  overstate  the 
income  of  the  foreign  subsidiary.  Thus,  to 
the  extent  the  U.S.  tax  rate  is  above  that 
imposed  by  the  foreign  country  or  country 
involved,  tax  deferral  is  achieved  with  re¬ 
spect  to  this  diverted  income  during  the 
period  of  time  the  income  is  held  abroad. 
The  Secretary  of  the  Treasury,  in  his  testi¬ 
mony  last  year  on  this  subject,  stated: 

“This  is  not  simply  a  question  of  allocat¬ 
ing  the  profits  of  foreign  operations  to  tax 
haven  countries.  It  is  a  problem  that  sig¬ 
nificantly  affects  U.S.  taxation  of  domestic 
profits.  The  technique  that  is  used  for 
diverting  profits  from  one  company  to  an¬ 
other  among  European  affiliates  is  also  used 
to  divert  income  from  U.S.  companies  to 
foreign  affiliates.  Income  that  would  nor¬ 
mally  be  taxable  by  the  United  States  is 
thrown  into  tax  .haven  companies  with  the 
object  of  obtaining  tax  deferral.  This  is 
done,  for  example,  by  placing  in  a  Swiss  or 
Panamanian  corporation  the  activities  of 
the  export  division  of  a  U.S.  manufacturing 
enterprise.  A  very  substantial  volume  of 
exports  is  required  merely  to  offset  the  loss 
in  foreign  exchange  which  the  retention 
abroad  of  export  profits  entails.” 

Present  law  in  section  482  authorizes  the 
Secretary  of  the  Treasury  to  allocate  income 
between  related  organizations  where  he  de¬ 
termines  this  allocation  is  necessary  “in  or¬ 
der  to  prevent  evasion  of  taxes  or  clearly  to 
reflect  the  income  of  any  such  organiza¬ 
tions.”  This  provision  appears  to  give  the 
Secretary  the  necessary  authority  to  allo¬ 
cate  income  between  a  domestic  parent  and 
its  foreign  subsidiary.  However,  in  practice 
the  difficulties  in  determining  a  fair  price 
under  this  provision  severely  limit  the  use¬ 
fulness  of  this  power  especially  where  there 
are  thousands  of  different  transactions  en¬ 
gaged  in  between  a  domestic  company  and 
its  foreign  subsidiary. 

Because  of  the  difficulty  in  using  the  pres¬ 
ent  section  482,  your  committee  has  added  a 
subsection  to  this  provision  authorizing  the 
Secretary  of  the  Treasury  or  his  delegate  to 
allocate  income  in  the  case  of  sales  or  pur¬ 
chases  between  a  U.S.  corporation  and  its 
controlled  foreign  subsidiary  on  the  basis  of 
the  proportion  of  the  assets,  compensation  of 
the  officers  and  employees,  and  advertising, 
selling,  and  sales  promotion  expenses,  at¬ 
tributable  to  the  United  States  and  attribu¬ 
table  to  the  foreign  country  or  countries 


Involved.  This  will  enable  the  Secretary  to 
make  an  allocation  of  the  taxable  income  of 
the  group  involved  (to  the  extent  it  is  at¬ 
tributable  to  the  sales  in  question)  whereas 
in  the  past  under  the  existing  section  482 
he  has  attempted  only  to  determine  the  fair 
market  sales  price  of  the  goods  in  question 
and  build  up  from  this  to  the  taxable  in¬ 
come — a  process  much  more  difficult  and  re¬ 
quiring  more  detailed  computations  than 
the  allocation  rule  permitted  by  this  bill. 

The  bill  provides,  however,  that  the  allo¬ 
cation  referred  to  will  not  be  used  where  a 
fair  market  price  for  the  product  can  be  de¬ 
termined.  It  also  provides  that  other  fac¬ 
tors  besides  those  named  can  be  taken  into 
account.  In  addition,  it  provides  that  en¬ 
tirely  different  allocation  rules  may  be  used 
where  this  can  be  worked  out  to  mutual 
agreement  of  the  Treasury  Department  and 
the  taxpayer. 

Madam  President,  even  as  late  as  his 
appearance  before  the  Finance  Commit¬ 
tee  on  May  10,  1962,  the  Secretary  en¬ 
dorsed  the  tightening  up  of  the  section 
482  formula,  and  on  May  17,  1962,  As¬ 
sistant  Secretary  Surrey  wrote  to  the 
Senator  from  Delaware  a  letter  in  which 
he  pointed  out  how  effective  the  new 
language  in  section  482  would  be  in  deal¬ 
ing  with  any  difficulties  which  might 
arise  between  U.S.  mainland  taxpayers 
and  their  operations  in  the  Virgin 
Islands. 

Madam  President,  I  ask  unanimous 
consent  that  the  letter  which  appears 
on  page  4392  of  the  hearings  be  printed 
at  this  point  in  the  Record. 

There  being  no  objection,  the  letter 
was  ordered  to  be  printed  in  the  Record, 
as  follows : 

May  17,  1962. 

Hon.  John  J.  Williams, 

U.S.  Senate, 

Washington,  D.C. 

Dear  Senator  Williams:  This  is  in  re¬ 
sponse  to  your  question  at  the  hearings  Fri¬ 
day,  May  11,  1962,  on  whether  the  Virgin 
Islands  could  be  used  as  a  tax  haven.  You 
were  concerned  in  particular  about  Harvey 
Alumina  Virgin  Islands,  Inc.,  a  Virgin  Islands 
corporation  which  is  a  wholly  owned  sub¬ 
sidiary  of  Harvey  Alumninum,  a  domestic 
corporation.  The  subsidiary  has  entered  a 
contract  with  the  Virgin  Islands  under 
which  the  inducements,  such  as  free  lanct 
and  exemption  from  real  estate  tax,  com¬ 
monly  offered  by.  local  governments  in  the 
United  States,  are  granted.  One  of  the  addi¬ 
tional  inducements  granted  by  the  Virgin 
Islands  is  a  subsidy  based  on  income  tax 
liability. 

In  general,  the  Virgin  Islands  taxes  cor¬ 
porations  created  in  the  Virgin  Islands  at 
full  Internal  Revenue  Code  rates  on  the  in¬ 
come  from  all  sources.  Under  section  934, 
added  in  1960,  however,  the  Virgin  Islands 
may  grant  subsidies  based  on  the  tax  lia¬ 
bility  of  a  Virgin  Islands  corporation  80  per¬ 
cent  of  whose  gross  income  is  from  sources 
within  the  Virgin  Islands  and  50  percent  of 
whose  gross  income  is  from  the  active  con¬ 
duct  of  a  trade  or  business  in  the  Virgin 
Islands.  Although  section  934  in  itself  would 
not  preclude  all  tax  haven  operations,  Vir¬ 
gin  Islands  law  provides  that  the  subsidy 
based  on  income  tax  liability  can  be  granted 
only  with  respect  to  income  from  the  con¬ 
struction,  ownership,  or  operation  of  new 
housing  projects,  factory  buildings,  or  hotels. 
In  the  case  of  the  Harvey  Aluminum  sub¬ 
sidiary  a  nontaxable  subsidy  equal  to  75  per¬ 
cent  of  the  income  tax  liability  over  a  period 
of  16  years  is  granted  on  the  condition  that 
the  subsidiary  construct  and  operate  a  plant 
costing  $15  million  and  produce  at  50,000 
tons  of  alumina  from  bauxite  ore. 
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Such  substantial  production  is  not  con¬ 
sidered  a  tax-haven  operation  in  the  case 
of  foreign  countries  even  though  the  coun¬ 
try  in  which  the  production  takes  place 
grants  special  -writeoffs,  or  reduced  rates. 
Such  operations  in  foreign  countries  would 
continue  to  obtain  deferral  under  H.R.  10650. 
The  Virgin  Islands  incentive  program  is  com¬ 
parable  to  those  provided  by  many  foreign 
countries. 

A  problem  will  exist,  however,  in  making 
certain  that  the  prices  paid  by  the  domestic 
parent  corporation  to  the  subsidiary  for 
alumina  to  be  further  processed  in  the 
United  States  will  not  shift  to  the  Virgin 
Islands  income  which  is  properly  attributable 
to  the  United  States.  This  problem,  just  as 
in  the  case  of  transactions  between  other 
related  domestic  and  related  foreign  cor¬ 
porations,  will  be  dealt  with  under  the 
amendments  to  section  482  made  by  section 
6  of  the  bill.  The  Virgin  Islands  government 
cooperates  completely  in  providing  the  nec¬ 
essary  information. 

Sincerely  yours, 

Stanley  S.  Surrey, 

Assistant  Secretary. 

Mr.  GORE.  Mr.  President,  but  in  the 
meantime,  Dresser  Industries,  whose  tax 
haven  tax  dodges  I  have  outlined  for  the 
Senate,  Westinghouse,  and  Cargill  began 
to  push  the  Treasury  to  endorse  an 
escape  valve  which  would  allow  them  to 
continue  the  type  of  operations  in  which 
they  have  so  profitably  indulged  over¬ 
seas.  This  escape  valve  is  the  export 
trade  corporation  provision  contained  in 
the  Finance  Committee  version  of  this 
bill. 

When  these  corporations  were  trying 
to  drum  up  support  in  the  Senate  for 
their  pet  provision,  they  asked  that  it  be 
specified  in  the  bill  that  their  operations 
be  exempt  from  the  operation  of  section 
482.  They  knew  that  it  would  be  rela¬ 
tively  easy  for  any  good  agent  to  show 
that  they  did  not  have  the  substance 
to  their  oversea  operations  which  would 
warrant  their  draining  off  10  percent  of 
gross  sales  into  Switzerland  or  some 
other  tax  haven  country,  there  to  escape 
U.S.  taxation. 

The  bill  does  not  provide  any  such 
blanket  exemption  from  section  482  for 
these  corporations,  but  the  Finance  Com¬ 
mittee  report,  on  page  90,  does  say: 

With  the  limitations  it  is  not  expected 
that  the  allocation  rule  in  present  law  (sec¬ 
tion  482)  will  be  needed  in  many  cases  in¬ 
volving  export  trade  corporations. 

In  the  meantime,  for  reasons  best 
known  to  others  than  myself,  the  Treas¬ 
ury  decided  to  drop  this  much  more  defi¬ 
nite  and  much  tougher  language  which 
the  bill  had  proposed  to  put  into  section 
482  of  the  Internal  Revenue  Code.  I  can 
only  conclude,  in  the  absence  of  a  good 
explanation,  that  this  tightening  up  of 
section  482  was  dropped  because  of  the 
pressure  of  those  taxpayers  who  can  now 
escape  any  effective  enforcement  under 
the  existing  section  482. 

Mr.  PROXMIRE.  Madam  President, 
will  the  Senator  yield  for  a  question  on 
the  last  point  he  has  raised? 

Mr.  GORE.  I  yield. 

Mr.  PROXMIRE.  I  should  like  to 
have  him  clarify  it  for  me.  On  page  90 
of  the  report  the  Senator  quotes  the  ma¬ 
jority  report  as  saying: 

the  llmitations  it  is  not  expected  that 
the  allocation  rule  in  present  law  (section 


482)  will  be  needed  in  many  cases  involving 
export  trade  corporations. 

What  does  that  mean? 

Mr.  GORE.  This  sentence  refers  to 
the  limitations  spelled  out  in  the  two 
preceding  paragraphs  which  are  subject 
matters  of  the  amendments  recom¬ 
mended  by  the  Finance  Committee.  If 
the  Senator  will  read  the  two  preceding 
paragraphs,  Nos.  1  and  2,  he  will  see  that 
it  is  stated: 

1.  iy2  times  “export  promotion  expenses,” 
(attributable  to  the  otherwise  excluded  in¬ 
come)  or 

2.  10  percent  of  gross  receipts  of  the  ex¬ 
port  trade  corporation  from  the  sale,  instal¬ 
lation,  operation,  maintenance  or  use  of  the 
property  from  which  it  derives  the  income 
which  otherwise  is  excluded.  (In  the  case 
of  commissions  or  fees,  this  10  percent  is 
measured  on  the  same  basis  on  which  the 
commissions  or  fees  are  based.) 

Having  added  this  to  the  bill,  the  com¬ 
mittee  then  says  that  with  these  limita¬ 
tions  which  it  recommends  it  is  not  ex¬ 
pected  that  the  allocation  rule  in  present 
law,  section  482,  will  be  needed  in  many 
cases  involving  export  trade  corpora¬ 
tions. 

Perhaps  I  should  read  further  from 
the  report : 

The  export  trade  income  which  is  to  be 
deferred  also  is  limited  to  the  portion  of  this 
income  which  is  invested  by  the  export  trade 
corporation  in  “export  trade  assets”  (or,  more 
specifically,  by  the  portion  of  the  increase  in 
investments  in  such  assets  which  is  at¬ 
tributable  to  export  trade  income  which  con¬ 
stitutes  foreign  base  company  income) .  Any 
amount  of  export  trade  income  where  U.S. 
taxation  has  been  deferred  because  of  such 
investments,  will  subsequently  be  taxed  if 
there  is  a  decrease  in  export  trade  assets. 

This  provision  is  intended  to  continue  tax 
deferral  in  the  case  of  corporations  engaged 
in  export  trade  who  are  selling  abroad  prod¬ 
ucts  produced,  grown,  or  extracted  in  the 
United  States. 

Does  that  make  it  plain  for  the  Sen¬ 
ator? 

Mr.  PROXMIRE.  I  thank  the  Sen¬ 
ator. 

Mr.  GORE.  I  read  further: 

This  is  intended  as  an  encouragement  to 
export  trade.  Nevertheless,  limitations  are 
imposed  to  provide  that  the  income  at¬ 
tributed  to  the  export  trade  corporation  is  in 
line  with  the  income  actually  generated  by 
such  activity.  This  is  the  function  of  limit¬ 
ing  the  export  trade  income  to  1  y2  times  ex¬ 
port  promotion  expenses  or  10  percent  of 
gross  receipts  from  the  property,  whichever 
is  the  lesser.  Also,  the  provision  is  inten¬ 
tionally  limited  to  the  extent  to  which  the 
export  trade  income  receiving  the  special 
treatment  is  used  for  the  expansion  of  the 
export  trade  business,  itself. 

Madam  President,  I  have  now  ad¬ 
dressed  the  Senate  for  approximately  3 
hours  on  this  difficult,  technical,  and 
complicated  subject,  to  which  I  and 
dedicated  members  of  my  staff  have 
devoted  3  years  of  work  and  study.  It 
really  is  a  heartbreaking  experience  to 
see  amendments  such  as  the  Committee 
on  Finance  has  approved,  offered  at  the 
last  minute,  to  take  care  of  special  in¬ 
terests,  which  create  and  perpetuate 
such  a  loophole  for  tax  dodgers. 

It  is  also  a  disappointment  that  the 
subject  is  so  complicated  that  this  dis¬ 
cussion  is  not  of  great  interest. 


I  believe  I  have  no  real  choice  but  to 
let  the  amendment  be  adopted  viva  voce, 
and  hope  that  after  my  colleagues  in  the 
Senate  have  had  an  opportunity  to  read 
the  Record  tomorrow,  I  may  then  offer 
an  amendment  to  the  original  text, 
which  would  improve  the  bill. 

The  PRESIDING  OFFICER.  The 
question  is  on  agreeing  to  the  commit¬ 
tee  amendment  on  page  52,  beginning 
in  line  1. 

Mr.  MANSFIELD.  Madam  President, 
I  suggest  the  absence  of  a  quorum. 

The  PRESIDING  OFFICER.  The 
clerk  will  call  the  roll. 

The  legislative  clerk  proceeded  to  call 
the  roll. 

Mr.  KERR.  Madam  President,  I  ask 
unanimous  consent  that  the  order  for 
the  quorum  call  be  rescinded. 

The  PRESIDING  OFFICER.  With¬ 
out  objection,  it  is  so  ordered. 

The  question  is  on  agreeing  to  the  com¬ 
mittee  amendment  on  page  52,  line  1. 

The  amendment,  which  was  agreed  to, 
is  on  page  52,  line  1,  to  strike  out: 

Sec.  6.  Amendment  of  Section  482. 

(a)  In  General. — Section  482  (relating  to 
allocation  of  income  and  deductions  among 
taxpayers)  is  amended  by  adding  at  the  end 
thereof  the  following  new  subsection: 

“(b)  Sales  and  Purchases  Within  a  Re¬ 
lated  Group  Which  Includes  a  Foreign 
Organization. — 

“(1)  In  General. — In  applying  subsection 
(a)  to  sales  of  tangible  property  within  a 
group  of  organizations — 

“(A)  owned  or  controlled  directly  or  indi- 
recently  by  the  same  interests,  and 

“(B)  at  least  one  of  which  is  a  domestic 
organization  and  at  least  one  of  which  is 
a  foreign  organization. 

the  Secretary  or  his  delegate  may  allocate 
the  taxable  income  of  the  group  arising  from 
such  sales  in  the  manner  set  forth  in  para¬ 
graph  (2).  This  subsection  shall  not  apply 
with  respect  to  any  sale  of  tangible  property 
for  which  the  taxpayer  can  establish  an 
arm’s-length  price  (within  the  meaning  of 
paragraph  (4) . 

“(2)  Methods  of  allocation. — 

“(A)  Consideration  of  certain  factors. — 
Except  as  provided  in  subparagraph  (B),  the 
allocation  referred  to  in  paragraph  (1)  shall 
be  made  by  the  Secretary  or  his  delegate 
by  taking  into  consideration  that  portion  of 
the  following  factors  which  is  attributable  to 
the  United  States  and  that  portion  thereof 
which  is  not  attributable  to  the  United 
States. 

“(i)  assets  of  the  group,  to  the  extent  used 
in  the  production,  distribution,  and  sale  of 
the  property, 

“(ii)  compensation  of  officers  and  em¬ 
ployees,  to  the  extent  attributable  to  the 
production,  distribution,  and  sale  of  the 
property,  and 

“(iii)  advertising,  selling,  and  sales  pro¬ 
motion  expenses  (including  technical  and 
servicing  expenses),  to  the  extent  attributa¬ 
ble  to  the  property. 

Such  method  of  allocation  may  also  give 
consideration  to  other  factors,  including  the 
special  risks  (if  any)  of  the  market  in  which 
the  property  is  sold. 

“(B)  Alternative  methods. — If  the  tax¬ 
payer  establishes  to  the  satisfaction  of  the 
Secretary  or  his  delegate  that  an  alternative 
method  of  allocation  clearly  reflects  the  in¬ 
come  of  each  member  of  the  group  with  re¬ 
spect  to  the  property  referred  to  in  para¬ 
graph  ( 1 ) ,  such  alternative  method  shall  be 
used  (in  lieu  of  the  method  provided  in  sub- 
paragraph  (A) ) . 

“(3)  Special  rules. — In  applying  the 
method  of  allocation  referred  to  in  paragraph 
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(2)  (A) ,  the  following  rules  shall  be  applied: 

“(A)  Adjusted  basis  op  assets. — The  val¬ 
ues  to  be  assigned  to  the  assets  referred  to 
in  paragraph  (2)  (A)  (i)  is  their  adjusted 
basis  in  the  hands  of  the  taxpayer  or,  if  such 
basis  is  not  available  in  the  case  of  a  foreign 
organization,  then  their  book  values,  ad¬ 
justed  to  approximate  their  adjusted  basis. 

“(B)  Includible  assets. — The  assets  re¬ 
ferred  to  in  paragraph  (2)  (A)  (i)  include 
real  property  and  tangible  personal  property 
(whether  owned  or  leased  by  a  member  of 
the  group) ,  but  do  not  include  inventory  and 
stock  in  trade. 

“(4)  Arm’s-length  price  defined. — For 
purposes  of  this  subsection,  the  term  arm  s- 
length  price’  means — 

“(A)  the  price  at  which  tangible  property 
similar  or  comparable  to  the  property  re¬ 
ferred  to  in  paragraph  (1)  generally  is  or 
can  be  sold  in  transactions  in  the  same  areas 
involving  unrelated  persons  and  made  under 
similar  conditions  of  sale;  and 

“(B)  if  subparagraph  (A)  does  not  apply, 
the  price  at  which  tangible  property  similar 
or  comparable  to  the  property  referred  to  in 
paragraph  (1)  is  sold  in  the  same  or  other 
areas  under  similar  circumstances  and  in 
transactions  involving  unrelated  persons, 
with  adjustment  for  material  differences  in 
quantity,  marketing  conditions  (including 
customs  duties  and  transportation  costs), 
and  other  relevant  factors. 

Subparagraph  (B)  shall  apply  only  if  the 
adjustment  referred  to-  therein  is  properly 
determinable. 

“(5)  Sales  commissions. — The  Secretary 
or  his  delegate  shall  by  regulation  prescribe 
rules  for  the  allocation  of  commissions  aris¬ 
ing  from  sales  of  tangible  property  within  a 
group  of  organizations  described  in  para¬ 
graph  (1).  Such  rules  shall  be  consistent 
with  the  principles  specified  in  the  other 
paragraphs  of  this  subsection. 

“(6)  Grossly  inadequate  assets,  etc., 
outside  united  states. — In  allocating  tax¬ 
able  income  under  this  subsection,  no 
amount  shall  be  allocated  to  a  foreign  or¬ 
ganization  whose  assets,  personnel,  and  of¬ 
fice  and  other  facilities  which  are  not  at¬ 
tributable  to  the  United  States  are  grossly 
inadequate  for  its  activities  outside  the 
United  States. 

“(7)  Information  necessary  for  consid¬ 
eration  of  factors. — In  the  case  of  any 
transaction  to  which  paragraph  (2)  (A)  ap¬ 
plies,  if — 

“(A)  the  information  submitted  with  re¬ 
spect  to  the  group  of  organizations  is  insuf¬ 
ficient  for  the  proper  application  of  the 
method  of  allocation  set  forth  in  the  first 
sentence  of  such  paragraph,  and 

"(B)  upon  request  of  the  Secretary  or  his 
delegate,  such  group  fails  to  furnish  such 
additional  information  with  respect  to  such 
transaction  as  may  be  reasonably  supplied, 
the  Secretary  or  his  delegate  may  estimate 
the  taxable  income  arising  from  such 
transaction  and  may  allocate  such  taxable 
income  among  the  members  of  the  group  or 
to  any  single  member  thereof. 

“8)  Treatment  of  foreign  taxes. — 

“(A)  For  purposes  of  this  subsection,  tax¬ 
able  income  shall  be  determined  without  re¬ 
gard  to  any  income,  war  profits,  or  excess 
profits  taxes  paid  to  any  foreign  country  or 
to  any  possession  of  the  United  States. 

“(B)  Where  the  application  of  this  sub¬ 
section  results  in  a  decrease  in  the  taxable 
income  of  any  foreign  organization  and  an 
increase  in  the  taxable  income  of  any  do¬ 
mestic  organization,  then  any  of  the  taxes 
referred  to  in  subparagraph  (A)  paid  by  such 
foreign  organization  and  attributable  to  the 
taxable  income  so  transferred  shall  be 
treated  for  purposes  of  this  chapter — 

“(i)  as  paid  by  such  domestic  organiza¬ 
tion,  and 

“(ii)  as  not  paid  by  such  foreign  organiza¬ 
tion.” 


(b)  Clerical  Amendment. — Section  482  is 
amended  by  striking  out  “In  any  case  of  two 
or  more  organizations”  and  inserting  in  lieu 
thereof  the  following: 

“(a)  General  Rule. — In  the  case  of  two  or 
more  organizations”. 

(c)  Effective  Date. — The  amendments 
made  by  this  section  shall  apply  with  respect 
to  taxable  years  beginning  after  December 
31,  1962. 

Sec.  7.  Distributions  of  Foreign  Personal 
Holding  Company  Income. 

(a)  Definition  of  Foreign  Personal 
Holding  Company. — So,  much  of  subsection 
(a)  of  section  552  (relating  to  definition  of 
foreign  personal  holding  company)  as  pre¬ 
cedes  paragraph  (2)  is  amended  to  read  as 
follows : 

“(a)  General  Rule. — For  purposes  of  this 
subtitle,  the  term  ‘foreign  personal  holding 
company’  for  a  taxable  year  beginning  after 
December  31,  1962,  means  any  foreign  corpo¬ 
ration  if — 

“(1)  Gross  income  requirement. — At 
least  20  percent  of  its  gross  income  (as  de¬ 
fined  in  section  555(a))  for  the  taxable 
year  is  foreign  personal  holding  company  in¬ 
come  (as  defined  in  section  553).  For  pur¬ 
poses  of  this  paragraph,  there  shall  be  in¬ 
cluded  in  the  gross  income  the  amount  in¬ 
cludible  therein  as  a  dividend  by  reason  of 
the  application  of  section  555(c)(2):  and”. 

(b)  Amount  of  Undistributed  Income. — 
Subsection  (a)  of  section  556  (relating  to 
undistributed  foreign  personal  holding  com¬ 
pany  income)  is  amended  to  read  as  follows: 

“(a)  Definition. — For  purposes  of  this 
part — 

“(1)  If  the  foreign  personal  holding  com¬ 
pany  income  of  a  foreign  personal  holding 
company  exceeds  80  percent  of  its  gross  in¬ 
come,  the  ‘undistributed  foreign  personal 
holding  company  income’  of  such  company  is 
its  taxable  income  adjusted  in  the  manner 
provided  in  subsection  (b),  minus  the 
dividends  paid  deduction  (as  defined  in  sec¬ 
tion  561) . 

“(2)  If  the  foreign  personal  holding  com¬ 
pany  income  of  a  foreign  personal  holding 
company  does  not  exceed  80  percent  of  its 
gross  income,  the  ‘undistributed  foreign  per¬ 
sonal  holding  company  income’  of  such  com¬ 
pany  is  that  amount  which  bears  the  same 
ratio  to — 

“(A)  its  taxable  income  adjusted  in  the 
manner  provided  in  subsection  (b) ,  minus 
the  dividends  paid  deduction  (as  defined  in 
section  561 ) ,  as 

“(B)  its  foreign  personal  holding  company 
income  bears  to  its  gross  income.” 

(c)  Effective  Date. — The  amendments 
made  by  this  section  shall  apply  only  in  re¬ 
spect  to  taxable  years  of  foreign  corpora¬ 
tions  beginning  after  December  31,  1962. 

Mr.  KERR.  Madam  President,  I  move 
that  the  Senate  reconsider  the  vote  by 
which  the  amendment  was  agreed  to. 

Mr.  DIRKSEN.  Madam  President,  I 
move  to  lay  that  motion  on  the  table. 

The  motion  to  lay  on  the  table  was 
agreed  to. 

The  PRESIDING  OFFICER.  The 
question  is  on  agreeing  to  the  commit¬ 
tee  amendment  on  page  121,  line  2. 

The  amendment,  which  was  agreed  to, 
is  on  page  121,  after  line  2,  to  strike  out: 

(a)  Entire  Amount  of  Foreign  Tax  Be 
Taken  Into  Account. — 

(1)  Definition  of  accumulated  profits. — 
So  much  of  paragraph  (1)  of  section  902(c) 
(relating  to  applicable  rules  for  computing 
credit  for  corporate  stock  holder  in  foreign 
corporation)  as  precedes  the  semicolon  is 
amended  to  read  as  follows: 

“(1)  The  term  ‘accumulated  profits’,  when 
used  in  this  section  in  reference  to  a  foreign 
corporation,  means  the  amount  of  its  gains, 
profits,  or  income  computed  without  reduc¬ 


tion  by  the  amount  of  the  income,  war 
profits,  and  excess  profits  taxes  imposed  on 
or  with  respect  to  such  profits  or  income  by 
any  foreign  country  or  any  possession  of  the 
United  States”. 

(2)  Conforming  amendments. — 

(A)  Section  902(a)  is  amended  by  striking 
out  “which  the  amount  of  such  dividends 
bears  to  the  amount  of  such  accumulated 
profits”  and  inserting  in  lieu  thereof  “which 
the  amount  of  such  dividends  (determined 
without  regard  to  section  78)  bears  to  the 
amount  of  such  accumulated  profits  in  ex¬ 
cess  of  such  income,  war  profits,  and  excess 
profits  taxes  (other  than  those  deemed 
paid)  ”. 

(B)  Section  902(b)  is  amended  by  striking 
out  “which  the  amount  of  such  dividends 
bears  to  the  amount  of  such  accumulated 
profits”  and  inserting  in  lieu  thereof  “which 
the  amount  of  such  dividends  bears  to  the 
amount  of  such  accumulated  profits  in  ex¬ 
cess  of  such  income,  war  profits,  and  excess 
profits  taxes”. 

And,  in  lieu  thereof,  to  insert: 

(a)  Foreign  Taxes  Deemed  Paid  by  Do¬ 
mestic  Corporations _ Section  902  (relat¬ 

ing  to  credit  for  corporate  stockholder  in 
foreign  corporations)  is  amended  to  read  as 
follows: 

“Sec.  902.  Credit  for  Corporate  Stockholder 
in  Foreign  Corporation 
“(a)  Treatment  of  Taxes  Paid  by  Foreign 
Corporation. — For  purposes  of  this  subpart, 
a  domestic  corporation  which  owns  at  least 
10  percent  of  the  voting  stock  of  a  foreign 
corporation  from  which  it  receives  dividends 
in  any  taxable  year  shall — 

“  ( 1 )  to  the  extent  such  dividends  are  paid 
by  such  foreign  corporation  out  of  ac¬ 
cumulated  profits  (as  defined  in  subsection 
(c)  (1)  (A) )  of  a  year  for  which  such  foreign 
corporation  is  not  a  less  developed  country 
corporation,  be  deemed  to  have  paid  the  same 
proportion  of  any  income,  war  profits,  or 
excess  profits  taxes  paid  or  deemed  to  be 
paid  by  such  foreign  corporation  to  any 
foreign  country  or  to  any  possession  of  the 
United  States  on  or  with  respect  to  such 
accumulated  profits,  which  the  amount  of 
such  dividends  (determined  without  regard 
to  section  78)  bears  to  the  amount  of  such 
accumulated  profits  in  excess  of  such  income, 
war  profits,  and  excess  profits  taxes  (other 
than  those  deemed  paid) ;  and 

“(2)  to  the  extent  such  dividends  are  paid 
by  such  foreign  corporation  out  of  ac¬ 
cumulated  profits  (as  defined  in  subsection 
(c)  (1)  (B) )  of  a  year  for  which  such  foreign 
corporation  is  a  less  developed  country  cor¬ 
poration,  be  deemed  to  have  paid  the  same 
proportion  of  any  income,  war  profits,  or 
excess  profits  taxes  paid  or  deemed  to  be 
paid  by  such  foreign  corporation  to  any 
foreign  country  or  to  any  possession  of  the 
United  States  on  or  with  respect  to  such 
accumulated  profits,  which  the  amount  of 
such  dividends  bears  to  the  amount  of  such 
accumulated  profits. 

“(b)  Foreign  Subsidiary  of  Foreign  Cor¬ 
poration. — If  such  foreign  corporation  owns 
50  percent  or  more  of  the  voting  stock  of  an¬ 
other  foreign  corporation  from  which  it  re¬ 
ceives  dividends  in  any  taxable  year,  it  shall 
be  deemed  to  have  paid  the  same  propor¬ 
tion  of  any  Income,  war  profits,  or  excess 
profits  taxes  paid  by  such  other  foreign  cor¬ 
poration  to  any  foreign  country  or  to  any 
possession  of  the  United  States,  on  or  with 
respect  to  the  accumulated  profits  of  the 
corporation  from  which  such  dividends  were 
paid  which — 

“(1)  for  purposes  of  applying  subsection 
(a)  (1),  the  amount  of  such  dividends  bears 
to  the  amount  of  the  accumulated  profits  (as 
defined  in  subsection  (c)(1)(A))  of  such 
other  foreign  corporation  from  which  such 
dividends  were  paid  in  excess  of  such  in- 
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come,  war  profits,  and  excess  profit  taxes, 
or 

"(2)  for  purposes  of  applying  subsection 
(a)  (2),  the  amount  of  such  dividends  bears 
to  the  amount  of  the  accumulated  profits 
(as  defined  in  subsection  (c)  (1)  (B)  )  of  such 
other  foreign  corporation  from  which  such 
dividends  were  paid. 

“(c)  Applicable  Rules  . — 

“(1)  Accumulated  profits  defined. — For 
purposes  of  this  section,  the  term  ‘accumu¬ 
lated  profits’  means  with  respect  to  any 
foreign  corporation — 

“(A)  for  purposes  of  subsections  (a)(1) 
and  (b)  (1),  the  amount  of  its  gains,  profits, 
or  income  computed  without  reduction  by 
the  amount  of  the  income,  war  profits,  and 
excess  profits  taxes  imposed  on  or  with  re¬ 
spect  to  such  profits  or  income  by  any  for¬ 
eign  country  or  any  possession  of  the  United 
States;  and 

“(B)  for  purposes  of  subsections  (a)(2) 
and  (b)  (2),  the  amount  of  its  gains,  profits, 
or  Income  in  excess  of  the  income,  war 
profits,  and  excess  profits  taxes  imposed  on 
or  with  respect  to  such  profits  or  income. 
The  Secretary  or  his  delegate  shall  have  full 
power  to  determine  from  the  accumulated 
profits  of  what  year  or  years  such  dividends 
were  paid,  treating  dividends  paid  in  the 
first  60  days  of  any  year  as  having  been 
paid  from  the  accumulated  profits  of  the 
preceding  year  or  years  (unless  to  his  satis¬ 
faction  shown  otherwise),  and  in  other  re¬ 
spects  treating  dividends  as  having  been  paid 
from  the  most  recently  accumulated  gains, 
profits,  or  earnings. 

“(2)  Accounting  periods. — In  the  case  of  a 
foreign  corporation,  the  income,  war  profits, 
and  excess  profits  taxes  of  which  are  deter¬ 
mined  on  the  basis  of  an  accounting  period 
of  less  than  1  year,  the  word  ‘year’  as  used 
in  this  subsection  shall  be  construed  to  mean 
such  accounting  period. 

“(d)  Less  Developed  Country  Corpora¬ 
tion  Defined. — For  purposes  of  this  section, 
the  term  ‘less  developed  country  corpora¬ 
tion’  means — 

“(1)  a  foreign  corporation  which,  for  its 
taxable  year,  is  a  less  developed  country  cor¬ 
poration  within  the  meaning  of  section  955 
(c)  (1)  or  (2) ,  and 

“(2)  a  foreign  corporation  which  owns  10 
percent  or  more  of  the  total  combined  voting 
power  of  all  classes  of  stock  entitled  to  vote 
of  a  foreign  corporation  which  is  a  less  de¬ 
veloped  country  corporation  within  the 
meaning  of  section  955(c)(1),  and — 

“(A)  80  percent  or  more  of  the  gross  in¬ 
come  of  which  for  its  taxable  year  meets  the 
requirement  of  section  955(c)  (1)  (A);  and 
“(B)  80  percent  or  more  in  value  of  the 
assets  of  which  on  each  day  of  such  year 
consists  of  property  described  in  section  955 
(c)(1)(B). 

A  foreign  corporation  which  is  a  less  de¬ 
veloped  country  corporation  for  its  first  tax¬ 
able  year  beginning  after  December  31,  1962, 
shall,  for  purposes  of  this  section,  be  treated 
as  having  been  a  less  developed  country  cor¬ 
poration  for  each  of  its  taxable  years  begin¬ 
ning  before  January  1,  1963. 

“(e)  Cross  References. — 

“(1)  For  inclusion  in  gross  income  of  an 
amount  equal  to  taxes  deemed  paid  under 
subsection  (a)(1),  see  section  78. 

“(2)  For  application  of  subsections  (a) 
and  (b)  with  respect  to  taxes  deemed  paid  in 
a  prior  taxable  year  by  a  United  States  share¬ 
holder  with  respect  to  a  controlled  foreign 
corporation,  see  section  960. 

"(3)  For  reduction  of  credit  with  respect 
to  dividends  paid  out  of  accumulated  profits 
for  years  for  which  certain  information  is 
not  furnished,  see  section  6038.” 

Mr .  KERR.  Madam  President,  I  move 
that  the  Senate  reconsider  the  vote  by 
■which  the  amendment  was  agreed  to. 


Mr.  BUSH.  Madam  President,  I  move 
to  lay  that  motion  on  the  table. 

The  motion  to  lay  on  the  table  was 
agreed  to. 

Mr.  KERR.  Madam  President,  a  par¬ 
liamentary  inquiry. 

The  PRESIDING  OFFICER.  The 
Senator  will  state  it. 

Mr.  KERR.  Does  that  dispose  of  all 
committee  amendments? 

The  PRESIDING  OFFICER.  All 
committee  amendments  have  been  dis¬ 
posed  of.  The  bill,  as  amended,  under 
the  original  agreement,  is  treated  as 
original  text  for  the  purpose  of  amend¬ 
ment.  Are  there  further  amendments 
to  be  proposed? 

Mr.  KERR.  Madam  President,  is  the 
third  reading  in  order? 

Mr.  KUCHEL.  Madam  President,  I 
call  up  my  amendment  identified  as  “8- 
24-62— H.” 

The  PRESIDING  OFFICER.  The 
amendment  will  be  stated. 

The  Legislative  Clerk.  On  page 
391,  between  lines  21  and  22,  it  is  pro¬ 
posed  to  insert  the  following  new  sec¬ 
tion: 

Sec.  27.  Exclusion  From  Gross  Income  of 
Certain  Awards  Made  Pursuant 
to  Evacuation  Claims  of  Ameri- 
can-Japanese  Individuals. 

(a)  In  General. — No  amount  received  as 
an  award  under  the  Act  entitled  “An  Act 
to  authorize  the  Attorney  General  to  adjudi¬ 
cate  certain  claims  resulting  from  evacuation 
of  certain  persons  of  Japanese  ancestry  under 
military  orders”,  approved  July  2,  1948,  as 
amended  by  Public  Law  116,  Eighty-second 
Congress,  and  Public  Law  673,  Eighty-fourth 
Congress  (50  U.S.C.  App.,-  secs.  1981-1987), 
shall  be  included  in  gross  income  for  pur¬ 
poses  of  chapter  1  of  the  Internal  Revenue 
Code  of  1939  or  chapter  1  of  the  Internal 
Revenue  Code  of  1954. 

(b)  Effective  Date,  etc.— Subsection  (a) 
shall  apply  with  respect  to  taxable  years  end¬ 
ing  after  July  2,  1948.  If  refund  or  credit 
of  any  overpayment  of  Federal  income  tax 
resulting  from  the  application  of  subsection 
(a)  (including  interest,  additions  to  the  tax, 
additional  amounts,  and  penalties)  is  pre¬ 
vented  on  the  date  of  the  enactment  of  this 
Act,  or  within  one  year  from  such  date,  by 
the  operation  of  any  law  or  rule  of  law,  the 
refund  or  credit  of  such  overpayment  may 
nevertheless  be  made  or  allowed  if  claim 
therefor  is  filed  within  one  year  after  the 
date  of  enactment  of  this  Act.  In  the  case 
of  a  claim  to  which  the  preceding  sentence 
applies,  the  amount  to  be  refunded  or 
credited  as  an  overpayment  shall  not  be 
diminished  by  any  credit  or  set-off  based 
upon  any  item  other  than  the  amount  of  the 
award  referred  to  in  subsection  (a) .  No 
interest  shall  be  allowed  or  paid  on  any  over¬ 
payment  resulting  from  the  application  of 
this  section. 

On  page  391,  line  22,  strike  out  “27” 
and  insert  in  lieu  thereof  “28”. 

Mr.  KUCHEL.  Madam  President,  in 
the  early  days  of  the  Second  World  War, 
a  group  of  American  citizens  of  Japanese 
extraction,  who  lived  in  my  State  of 
California,  as  well  as  in  the  States  of 
Oregon  and  Washington,  were  suddenly 
and  summarily  removed  inland  by  the 
American  Military  Establishment.  Be¬ 
hind  them  they  left  their  homes  and 
their  businesses,  their  real  property  and 
their  personal  property,  most  of  it  im¬ 
proved,  some  of  it  in  fee  title,  other 
under  leasehold,  representing,  in  every 


instance,  what  they  had  been  able  to 
accumulate  and  save  through  long  years 
of  honest  toil. 

That  act  by  the  United  States  against 
some  Americans  was  a  cruel  thing,  and 
the  American  people  ever  since  have 
hung  their  heads  in  shame  as  they  recall 
it.  , 

In  the  successful  prosecution  of  the 
war  against  Imperial  Japan,  Nazi  Ger¬ 
many,  and  Fascist  Italy,  no  Americans 
fought  more  gallantly  or  more  bravely 
than  did  the  Nisei,  who  with  valor  and 
with  courage  wore  the  American  military 
uniform  and  fought  heroically  for  their 
beloved  country,  the  United  States  of 
America.  Many  shed  blood,  many  gave 
their  lives  for  America. 

At  the  war’s  end,  Congress  recognized 
the  injustice  which  had  been  done,  and 
legislation  was  passed  by  which  a  token 
payment  by  way  of  restitution  might  be 
awarded  to  those  injured  and  aggrieved 
citizens.  The  distinguished  senior  Sen¬ 
ator  from  Kentucky  [Mr.  Cooper]  and 
the  distinguished  senior  Senator  from 
Washington  [Mr.  Magnuson]  were  Mem¬ 
bers  of  the  Senate  at  that  time  and 
helped  Congress  pass  that  remedial 
legislation. 

In  the  hearings  which  were  held  then, 
the  Secretary  of  the  Interior,  Mr.  Julius 
Krug,  among  others,  testified  that  the 
Government  of  the  United  States  needed 
to  make  some  modicum  of  award  to  our 
fellow  Americans  who,  when  they  were 
yanked  away  from  their  homes  and  their 
businesses,  suffered  a  tragic  loss  and, 
when  later  they  were  permitted  to  re¬ 
turn,  found  their  homes  in  disarray, 
found  their  leaseholds  broken,  found 
their  businesses  completely  destroyed. 

So,  in  1948,  Congress  pased  the  Jap- 
anese-American  Evacuation  Claims  Act 
which  established  a  procedure  for  han¬ 
dling  the  thousands  of  claims  which  had 
arisen  from  the  forced  evacuation  of 
these  American  citizens.  This  act  was 
amended  3  years  later,  in  1951,  when 
Congress  authorized  the  Attorney  Gen¬ 
eral  to  compromise  and  settle  all  claims 
up  to  three-quarters  of  the  amount  of 
compensable  items,  or  $2,500,  whichever 
was  less.  Thus  as  a  condition,  precedent 
to  an  award,  an  individual  had  to  agree 
to  an  automatic  25 -percent  de¬ 
duction  of  his  allowable  items.  Now,  on 
top  of  this  fact  that  a  claimant  auto¬ 
matically  had  to  declare  a  smaller  than 
actual  loss,  the  Internal  Revenue  Service 
recently  announced  that  these  awards 
were  subject  to  taxation.  If  the  Internal 
Revenue  Service  were  correct  in  its  in¬ 
terpretation  of  the  law,  then  the  Gov¬ 
ernment  of  the  United  States  would  be 
adding  insult  to  the  injury  already  done 
American  citizens  of  Japanese  extrac¬ 
tion. 

I  have  written  to  and  spoken  with 
the  Commissioner  of  Internal  Revenue, 
Mr.  Mortimer  M.  Caplin,  on  this  matter. 
To  his  eternal  credit  Mr.  Caplin  said, 
“Senator,  you  may  say  publicly  that  I 
look  with  great  sympathy  upon  what  you 
are  trying  to  do.” 

One  month  ago  I  introduced  an 
amendment  to  the  bill  now  before  the 
Senate  which  would  prevent  the  Inter¬ 
nal  Revenue  Service  from  taking  away, 


CONGRESSIONAL  RECORD  —  SENATE 


17111 


1962 

under  the  guise  of  taxation,  a  portion  of 
the  modest  awards  made  by  the  Govern¬ 
ment  under  the  1948  act,  as  amended. 
Various  bills  seeking  the  same  result 
were  introduced  in  the  House  of  Repre¬ 
sentatives,  and  one  of  them,  H.R.  12719, 
as  reported  by  the  House  Committee  on 
Ways  and  Means,  pased  the  House  today. 

Mr.  MANSFIELD.  Madam  President, 
will  the  Senator  yield? 

Mr.  KUCHEL.  I  yield. 

Mr.  MANSFIELD.  It  is  my  under¬ 
standing  that  this  proposal,  which  I 
think  is  meritorious,  has  the  approval 
of  the  Internal  Revenue  Service;  at  least, 
the  Internal  Revenue  Service  looks  upon 
it  with  favor. 

Mr.  KUCHEL.  I  am  pleased  to  tell 
the  majority  leader  that  the  Commis¬ 
sioner  of  Internal  Revenue  says  that 
he  is  sympathetic  to  the  proposed  leg¬ 
islation. 

Mr.  MANSFIELD.  The  Treasury  De¬ 
partment  states  that  the  bill  is  noncon- 
troversial  as  well  as  nonpartisan. 

Mr.  KUCHEL.  I  think  that  is  correct. 

I  am  pleased  at  the  number  of  cospon¬ 
sors  who  have  voluntarily  joined  with 
me  in  offering  the  amendment. 

Madam  President,  I  ask  unanimous 
consent  that  the  names  of  the  distin¬ 
guished  Senator  from  Kentucky  [Mr. 
Cooper],  the  Senator  from  Colorado 
[Mr.  Carroll],  and  the  junior  Senator 
from  Idaho  [Mr.  Jordan]  be  added  as 
cosponsors  of  the  amendment. 

The  PRESIDING  OFFICER.  Without 
objection,  it  is  so  ordered. 

Mr.  MANSFIELD.  As  I  read  the  re¬ 
port  on  the  bill  which  passed  the  House, 
H.R.  12179, 1  note  that  it  states; 

This  bill  has  been  reported  unanimously 
by  your  committee.  The  Treasury  Depart¬ 
ment  has  indicated  that  although  as  a  gen¬ 
eral  rule  it  would  not  favor  exempting  awards 
from  tax,  under  the  special  circumstances 
involved  in  these  cases  it  does  not  interpose 
any  objection  to  the  bill. 

I  hope  the  committee  will  see  fit  to  ac¬ 
cept  the  amendment. 

Mr.  KERR.  I  refer  to  the  language  on 
page  2,  line  11: 

If  the  refund  or  credit — 

And  the  language  in  line  16: 

The  refund  or  credit  of  such  overpayment 
may  nevertheless  be  made — 

And  on  line  20 : 

The  amount  to  be  refunded  or  credited — • 

In  order  that  there  may  be  no  doubt 
as  to  there  being  no  refund  involved, 
would  the  Senator  from  California  be 
willing  to  delete  the  words  “the  refund 
or  credit  of  such  overpayment  may 
nevertheless  be  made  or  allowed”? 

Mr.  KUCHEL.  No.  In  all  frankness, 
it  is  my  understanding  that  the  Internal 
Revenue  Service  has  made  this  an¬ 
nouncement,  but  so  far  there  has  been 
no  imposition  of  the  tax  which  it  con¬ 
tends  is  due. 

I  think  this  language  has  been  placed 
in  the  bill  simply  out  of  an  abundance  of 
caution,  so  that  were  there  to  be  such  a 
transaction,  then  the  injured  or  ag¬ 
grieved  American  would  have  a  right  to 
reclaim  moneys. 

Mr.  MANSFIELD.  Again,  I  read  from 
the  report  of  the  House  Committee  on 


Ways  and  Means  under  date  of  August 
20,  to  accompany  H.R.  12719,  under  the 
heading  “General  Explanation  of  Pro¬ 
visions.” 

The  treatment  described  above  is  to  apply 
to  taxable  years  ending  after  July  2,  1948,  the 
date  of  enactment  of  the  Japanese-American 
Evacuation  Claims  Act.  If  any  refund  or 
credit  (including  interest,  penalties,  and  so 
forth)  of  an  overpayment  of  Federal  income 
tax  arising  from  the  tax  treatment  described 
above,  is  prevented  at  the  time  of  the  enact¬ 
ment  of  this  bill,  or  within  the  following  12 
months,  by  any  law  or  rule  of  law  (whether 
or  not  a  compromise  or  closing  agreement), 
the  refund  or  credit  is,  nevertheless,  to  be 
made  if  a  claim  is  filed  within  1  year  after 
the  date  of  enactment  of  this  bill. 

Where  amounts  are  refunded  or  credited 
under  this  bill  in  cases  where  the  period  of 
limitations  has  run,  these  refunds  or  credits 
are  not  to  be  decreased  by  credits  or  setoffs 
for  other  items  where  the  taxpayer  paid  less 
than  the  amount  properly  due.  However, 
this  does  not  prevent  resulting  adjustments 
(upward  or  downward)  in  other  items  which 
may  have  been  increased  or  decreased  as  a 
result  of  the  inclusion  of  the  award  in 
income. 

Mr.  KERR.  Has  the  Senator  from 
Montana  read  from  the  report  or  from 
the  bill? 

Mr.  MANSFIELD.  I  have  read  from 
the  report. 

Mr.  KERR.  Does  the  Senator  know 
whether  the  amendment  before  us  is 
identical  with  the  bill  as  passed  by  the 
House? 

Mr.  MANSFIELD.  It  is  my  under¬ 
standing  that  it  is. 

Mr.  KUCHEL.  That  is  precisely  cor¬ 
rect. 

Mr.  KERR.  If  it  is  not,  will  the  Sena¬ 
tor  amend  the  amendment  in  order  to 
have  it  conform  to  the  bill  as  passed  by 
the  House? 

Mr.  KUCHEL.  I  assure  the  Senator 
from  Oklahoma  that  that  is  precisely  the 
fact. 

Mr.  KERR.  If  the  Senator  can  give 
that  assurance,  and  if  he  will  verify  it 
by  agreeing  that  if  there  is  any  differ¬ 
ence,  he  will  amend  the  amendment  in 
order  to  have  it  conform  to  the  bill  as 

passed  by  the  House - 

Mr.  KUCHEL.  I  do. 

Mr.  KERR.  Madam  President,  with 
that  assurance,  I  accept  the  amendment. 

Mr.  PROXMIRE.  Madam  President, 
will  the  Senator  from  California  yield? 
Mr.  KUCHEL.  I  yield. 

Mr.  PROXMIRE.  Can  the  Senator 
from  California  state  whether  the 
amendment  will  have  any  effect  on  the 
revenue  or  the  receipts  of  the  Govern¬ 
ment;  and,  if  so,  what  the  effect  would 
be? 

Mr.  KUCHEL.  There  would  be  an  ef¬ 
fect  on  the  revenue,  because  if  the 
Americans  to  whom  these  awards  wei  e 
given  by  act  of  Congress  were  to  have 
their  awards  subjected  to  tax,  as  the 
Internal  Revenue  Service  now  intends  to 
do,  to  that  extent  some  parts  of  the 
awards  would  be  taken  from  these  fel¬ 
low  citizens  and  the  Treasury  would 
consequently  receive  some  additional 
revenue.  But  I  do  not  believe  that  the 
Congress,  in  passing  the  1948  act,  con¬ 
templated  that  these  awards  would  be 
subject  to  taxation.  The  Senator  fiom 


Kentucky  [Mr.  Cooper],  who  helped 
guide  the  original  bill  through  the  Sen¬ 
ate,  has  confirmed  this  fact  in  conver¬ 
sations  with  me  on  this  matter. 

However,  to  answer  the  Senator’s 
question:  If  this  measure  is  enacted,  it 
will  prevent  the  Internal  Revenue  Serv¬ 
ice  from  taxing  any  part  of  the  awards 
previously  made  by  the  Government  un¬ 
der  the  Japanese-American  Evacuation 
Claims  Act  of  1948,  as  amended. 

Mr.  PROXMIRE.  Do  I  correctly  un¬ 
derstand  that  there  is  no  estimate  of 
what  that  would  be? 

Mr.  KUCHEL.  That  is  correct. 

Mr.  PROXMIRE.  The  bill  has  been 
passed  by  the  House,  has  it? 

Mr.  KUCHEL.  Yes,  it  has. 

Mr.  PROXMIRE.  And  the  bill  is  now 
pending  in  the  Senate,  is  it? 

Mr.  KUCHEL.  I  do  not  know  whether 
it  is  yet  here.  My  amendment  was  first 
introduced  on  July  31.  It  was  modified 
on  August  24  to  conform  with  the  lan¬ 
guage  reported  by  the  House  Committee 
on  Ways  and  Means  on  August  20.  Thus 
my  present  amendment  and  its  prede¬ 
cessor  have  been  before  the  Senate  for 
a  month. 

Mr.  PROXMIRE.  I  wonder  whether 
the  tax  bill  should  be  a  vehicle  for  ad¬ 
ditional  bills.  I  have  no  objection  to 
this  one,  but  I  wonder  about  adding  it 
to  the  tax  bill. 

Mr.  KUCHEL.  This  should  be  done, 
because  this  amendment  relates  to  an 
urgent  situation,  and  the  amendment  is 
in  the  public  interest.  Furthermore,  the 
Senate  probably  is  unanimously  in  favor 
of  this  provision;  and  I  believe  it  to  be 
my  duty  and  also  the  duty  of  other  Sen¬ 
ators  to  have  the  bill,  as  passed,  include 
this  amendment. 

Mr.  PROXMIRE.  Certainly  it  is  my 
general  feeling  that  it  is  bad  policy  to 
add  to  a  tax  bill  amendments  which  re¬ 
late  to  other  matters. 

Mr.  KUCHEL.  Yes;  but  I  say  this 
amendment  does  not  constitute  special 
legislation. 

The  PRESIDING  OFFICER.  The 
question  is  on  agreeing  to  the  amend¬ 
ment  of  the  Senator  from  California. 

The  amendment  was  agreed  to. 

Mr.  KUCHEL.  Madam  President,  I 
move  that  the  vote  by  which  the  amend¬ 
ment  was  agreed  to  be  reconsidered. 

Mr.  DIRKSEN.  Madam  President,  I 
move  that  the  motion  to  reconsider  be 
laid  on  the  table. 

The  motion  to  lay  on  the  table  was 

agreed  to.  . ,  ,  _ 

Mr.  KUCHEL.  Madam  President,  I 
wish  to  say  to  my  able  friend,  the  Sena¬ 
tor  from  Oklahoma  [Mr.  Kerr]  that  I 
appreciate  the  grace  with  which  he  has 
accepted  my  amendment,  and  I  thank 
him  for  it  from  the  bottom  of  my  heart. 

I  am  very  grateful.  , 

Madam  President,  I  ask  consent  that 
the  amendment  just  adopted,  a  copy  of 
my  letter  to  Commissioner  Caplin,  vari¬ 
ous  editorials  on  this  matter,  and  poi- 
tions  of  an  excellent  memorandum  on 
this  subject  prepared  by  the  Japanese - 
American  Citizens  League  be  included  at 
this  point  in  the  Record. 

There  being  no  objection,  the  material 
was  ordered  to  be  printed  in  the  Record, 
as  follows: 
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Amendments  to  H.R.  10650  by  Mr.  Kuchel 
(for  Himself,  Mr.  Bennett,  Mr.  Magnu- 
son,  Mr.  Jackson,  Mrs.  Neuberger,  Mr. 
Morse,  Mr.  McCarthy,  Mr.  Carroll,  Mr. 
Cooper,  Mr.  Jordan  of  Idaho,  and  Mr. 
Engle)  to  the  Bill  (H.R.  10650)  To  Amend 
the  Internal  Revenue  Code  of  1954  To 
Provide  a  Credit  for  Investment  in  Cer¬ 
tain  Depreciable  Property,  To  Eliminate 
Certain  Defects  and  Inequities,  and  for 
Other  Purposes 

On  page  391,  between  lines  21  and  22,  in¬ 
sert  the  following  new  section: 

“Sec.  27.  Exclusion  Prom  Gross  Income  of 
Certain  Awards  Made  Pursuant 
to  Evacuation  Claims  of  Amer- 
ican-Japanese  Individuals. 

“(a)  In  General.— No  amount  received  as 
an  award  under  the  Act  entitled  ‘An  Act  to 
authorize  the  Attorney  General  to  adjudicate 
certain  claims  resulting  from  evacuation  of 
certain  persons  of  Japanese  ancestry  under 
military  orders’,  approved  July  2,  1948,  as 
amended  by  Public  Law  116,  Eighty-second 
Congress,  and  Public  Law  673,  Eighty-fourth 
Congress  (50  U.S.C.  App.,  secs.  1981-1987), 
shall  be  included  in  gross  income  for  pur¬ 
poses  of  chapter  1  of  the  Internal  Revenue 
Code  of  1939  or  chapter  1  of  the  Internal 
Revenue  Code  of  1954. 

“(b)  Effective  Date,  etc. — Subsection  (a) 
shall  apply  with  respect  to  taxable  years  end¬ 
ing  after  July  2,  1948.  If  refund  or  credit  of 
any  overpayment  of  Federal  income  tax  re¬ 
sulting  from  the  application  of  subsection 
(a)  (including  interest,  additions  to  the  tax, 
additional  amounts,  and  penalties)  is  pre¬ 
vented  on  the  date  of  the  enactment  of  this 
Act,  or  within  one  year  from  such  date,  by 
the  operation  of  any  law  or  rule  of  law,  the 
refund  or  credit  of  such  overpayment  may 
nevertheless  be  made  or  allowed  if  claim 
therefor  is  filed  within  one  year  after  the 
date  of  enactment  of  this  Act.  In  the  case 
of  a  claim  to  which  the  preceding  sentence 
applies,  the  amount  to  be  refunded  or 
credited  as  an  overpayment  shall  not  be 
diminished  by  any  credit  or  set-off  based 
upon  any  item  other  than  the  amount  of  the 
award  referred  to  in  seubsection  (a).  No 
interest  shall  be  allowed  or  paid  on  any  over¬ 
payment  resulting  from  the  application  of 
this  section.” 

On  page  391,  line  22,  strike  out  “27”  and 
insert  in  lieu  thereof  “28”. 


U.S.  Senate, 
August  1,  1962. 

Hon.  Mortimer  M.  Caplin, 

Commissioner,  Internal  Revenue  Service, 
Department  of  the  Treasury,  Washing¬ 
ton,  D.C. 


Dear  Commissioner  Caplin:  I  believe  all 
Americans  share  the  feeling  that  a  grievous 
wrong  was  done  to  American  citizens  of 
Japanese  ancestry  when  they  were  forcibly 
evicted,  by  military  orders,  during  the  Second 
World  War  from  their  homes  and  places  of 
business  on  the  Pacific  coast.  An  embar¬ 
rassed  nation  sought  to  rectify  this  con¬ 
stitutional  and  human  wrong  when  Congress, 
in  1948,  authorized  the  Attorney  General  to 
adjudicate  the  claims  of  persons  of  Japanese 
ancestry  against  the  United  States  for  losses 
arising  from  their  forced  evacuation. 


The  Federal  Reserve  Bank  of  San  Fran¬ 
cisco  early  in  1942  estimated  that  the  real 
and  personal  property  losses  of  the  110,000 
evacuees  would  approximate  $400  million. 
When  the  evacuation  claims  program  was 
liquidated  by  the  Department  of  Justice  in 
1958,  $36,874,240.29  had  been  paid  out; 
26,552  claims  had  been  considered. 


When  the  Truman  administration  recom 
mended  this  legislation  in  1947,  then  Secre 
tary  of  the  Interior  Krug  succinctly  state< 
,  f  hectic  conditions  of  the  evacuation 
Merchants  had  to  dispose  of  their  stock 
and  business  at  sacrifice  prices.  In  a  settini 


of  confusion  and  hysteria,  many  evacuees 
sold  personal  possessions  for  a  small  frac¬ 
tion  of  their  value.  A  large  number  had  to 
accept  totally  inadequate  arrangements  for 
protection  and  management  of  property. 
Valuable  leasehold  interests  had  to  be 
abandoned.”  Vandalism,  theft,  fires,  and 
property  damage  were  prevalent.  Property 
records  were  sometimes  inadequate,  mislaid, 
or  lost. 

Three  years  after  the  passage  of  the  1948 
act,  the  Department  of  Justice  in  1951 
recommended  that  Congress  authorize  the 
Attorney  General  to  compromise  and  settle 
all  claims  up  to  three  quarters  of  the  amount 
of  the  compensable  items,  or  $2,500,  which¬ 
ever  was  less.  Congress  agreed  to  this  change 
and  it  was  approved  by  the  President  on 
August  17,  1951.  As  a  condition  precedent 
to  the  award,  the  applicant  had  to  agree  to 
an  automatic  25  percent  deduction  of  his 
allowable  items.  In  addition,  there  was  no 
appeal  procedure. 

Thus  the  claimant  was  faced  with  a  choice 
of  getting  a  little  bit  now  and  nothing  later 
or,  through  other  procedures  including  an 
action  in  the  Court  of  Claims,  waiting  sev¬ 
eral  additional  years  in  the  hopes  of  secur¬ 
ing  a  greater  amount,  but  quite  possibly 
securing  nothing.  The  “bird  in  the  hand 
rather  than  two  in  the  bush”  philosophy  is 
not  new  to  human  affairs.  Many  accepted 
these  awards  in  full  and  complete  settle¬ 
ment  of  their  claims  against  the  Govern¬ 
ment.  Rising  inflation,  increasing  age,  the 
desire  to  get  reestablished,  and  the  fact  that 
no  interest  was  provided  on  any  award 
made  in  the  future  were  certainly  material 
factors  in  making  a  determination  to  accept 
a  smaller  and  probably  inadequate  amount. 

Regardless  of  procedure,  thousands  of 
these  claims  have  been  settled,  surveyed  by 
the  Internal  Revenue  Service,  and  closed. 
On  many  of  these  settlements  the  statute 
of  limitations  has  already  run. 

A  few  of  these  claims,  however,  remain. 
The  Internal  Revenue  Service  apparently  has 
announced  that  the  awards  made  under  the 
1948  act,  as  amended,  will  now  be  subject  to 
taxation. 

I  respectfully  disagree  with  this  decision. 
I  do  not  believe  that  it  can  reasonably  be 
construed  as  the  intent  of  Congress.  Such 
action  by  the  Internal  Revenue  Service 
would  compound  a  wrong  already  long  and 
valiantly  borne  by  American  citizens  of 
Japanese  ancestry.  That  the  original  awards 
were  inadequate,  paltry,  and  late  in  terms 
of  the  damages  actually  inflicted  is  clear. 
At  no  time  in  the  letters,  records,  and  offi¬ 
cial  hearings  pertaining  to  this  vexations 
problem  have  officials  of  the  Federal  Gov¬ 
ernment  raised  the  question  of  subjecting 
these  awards  to  taxation.  The  fact  that  the 
great  majority  of  the  claims  are  now  closed 
and  not  subject  to  taxation  would  mean  that 
discriminatory  treatment  is  being  applied  to 
the  remaining  few  for  whom  the  statute  of 
limitations  has  not  yet  run. 

I  am  unable  to  find  any  testimony  in  the 
action  of  Congress  regarding  possible  taxa¬ 
tion  of  these  awards.  The  nature  of  the 
awards  themselves  would,  it  seems  to  me, 
negate  any  such  intention  by  the  Congress. 
I  urge  you  to  resolve  this  matter  adminis¬ 
tratively  by  overruling  the  prior  position 
your  Service  has  taken. 

May  I  hear  from  you. 

Very  sincerely  yours, 

Thomas  H.  Kuchel, 

U.S.  Senator. 


[From  the  San  Francisco  Chronicle,  Aug.  9, 
1962] 

Justice  for  the  Nisei  on  Income  Tax  Claims 
In  the  midst  of  its  larger  business  of  pro¬ 
moting  the  general  welfare,  even  when  that 
seems  to  involve  killing  the  President’s  legis¬ 
lative  program,  we  trust  Congress  will  find 
time  before  adjourning  to  do  justice  to  the 
unjustly  treated  Nisei  of  World  War  II. 


Remedial  measures  to  exempt  them  from 
income  tax  compensation  claims  have  been 
introduced  by  Senator  Thomas  H.  Kuchel 
and  Representative  John  F.  Baldwin,  of 
California.  These  bills  resulted  from  the  dis¬ 
closure  that  the  Internal  Revenue  Service 
was  demanding  tax  payments  on  the  claims 
which  Congress  had  allowed  the  Nisei  to 
make  for  losses  suffered  when  they  were  sent 
to  concentration  camps  during  the  war. 

The  mass  evacuation  from  the  Pacific  coast 
of  U.S.  citizens  of  Japanese  ancestry  was  a 
shameful  episode  for  which  a  tax-exempt 
compensation  is  little  enough  reparation. 

In  an  editorial  commenting  on  the  death 
last  June  of  Gen.  John  L.  De  Witt,  who  was 
commander  of  the  Western  Defense  Com¬ 
mand  during  the  war,  we  referred  to  this 
episode  and  noted  that  it  was  De  Witt  who 
ordered  the  mass  evacuation  of  all  Japanese. 
While  it  is  true  that  the  order  went  out 
from  General  De  Witt’s  headquarters,  it  has 
been  called  to  our  attention  that  the  his¬ 
torical  record  does  not  warrant  the  implica¬ 
tion  that  he  recommended  concentrating  the 
Nisei  behind  wire-mesh  fences. 

"Command  Decisions,”  an  official  history 
of  the  episode  published  by  the  Office  of  the 
Chief  of  Military  History,  Department  of  the 
Army,  discloses  that  General  De  Witt  went 
no  further  than  to  recommend,  in  February 
1942,  that  all  Japanese  should  be  evacuated 
from  “category  A”  areas — Los  Angeles 
County,  San  Diego,  and  most  of  the  bay 
area.  Under  his  plan,  the  Japanese-Ameri- 
can  citizens  were  either  to  accept  intern¬ 
ment  voluntarily  or  relocate  themselves  out¬ 
side  these  areas.  The  difference  between 
this  option  and  the  forcible  removal  of 
Japanese  citizens  and  aliens  alike  from  the 
entire  coast  and  their  incarceration  in  camps 
is  a  substantial  one.  The  official  record 
shows  that  it  was  President  Roosevelt  and 
his  Washington  advisers,  not  De  Witt,  who 
were  responsible  for  issuing  the  order  con¬ 
centrating  the  Nisei  behind  wire-mesh 
fences. 

Be  that  as  it  may,  it  is  only  proper  to 
point  out  that  one  of  General  De  Witt’s  im¬ 
mortal  contributions  to  American  culture 
was  delivered  later  on  in  testimony  before 
a  House  Naval  Affairs  Subcommittee.  “A 
Jap’s  a  Jap,”  he  said,  "and  it  makes  no  dif¬ 
ference  if  he  is  an  American.” 

[From  the  Los  Angeles  Herald-Examiner, 
Aug.  7,  1962] 

Righting  Some  Wrongs 

Heeding  the  outcries  not  only  from  our 
friends  in  the  Philippines  who  helped  us  so 
much  when  we  were  sorely  pressed  in  World 
War  II  but  the  indignation  by  the  U.S.  pub¬ 
lic  as  well,  the  House  has  passed  a  bill  to  pay 
$73  million  in  war  damage  claims  to  the  Phil¬ 
ippines.  The  bill  is  now  before  the  Senate 
and  action  there  should  be  favorable. 

Of  course,  this  should  have  been  done  a 
long  time  ago,  but  the  matter  has  dragged 
along.  This  was  a  case  in  which  the  people 
of  the  Philippines  suffered  war  damages 
while  actively  aiding  our  military  causes. 

Last  May  the  House  defeated  a  similar 
measure  and  the  public  outcry  went  up  that 
while  this  country  is  willing  to  give  over¬ 
seas  aid  to  so-called  neutrals  who  actually 
are  on  the  Communist  side,  it  is  unwilling 
to  pay  its  friends  their  justly  deserved  war 
bills. 

Another  instance  in  which  a  wrong  should 
be  righted  involves  the  repayment  of  $36.9 
million  to  Japanese-American  citizens  who 
were  deprived  of  their  liberty  and  property 
during  the  relocation  of  these  people  on  the 
Pacific  coast  during  the  scare  that  followed 
the  bombing  of  Pearl  Harbor. 

Although  they  were  repaid  only  one-tenth 
of  what  they  claimed  in  damages,  the  Inter¬ 
nal  Revenue  officials  have  now  decided  that 
the  small  amount  repaid  is  taxable. 
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California’s  Senator  Thomas  H.  Kcchel 
has  introduced  a  bill  which  would  make  all 
compensation  under  the  1957  repayment  act 
nontaxable. 

Congress  should  act  swiftly  to  pass  this 
bill.  Perhaps  thus  we  will  have  two  wrongs 
righted,  that  to  the  Philippines  and  that 
to  loyal  Pacific  coast  Japanese-American 
citizens. 


[From  the  Los  Angeles  Times,  Aug.  2,  1962] 
Insult  Added  to  Injury 

In  the  hysteria  that  followed  Pearl  Harbor, 
80,000  U.S.  citizens  were  deprived  of  then- 
freedom  and  property.  There  was  no  proof 
of  sabotage  or  disloyalty,  but  they  were  of 
Japanese  ancestry. 

An  Executive  order  issued  February  19, 
1942,  by  President  Roosevelt  authorized  the 
exclusion  from  the  Pacific  coastal  areas  of  all 
German  and  Italian  aliens  and  all  Japanese 
aliens  and  citizens.  A  total  of  135,000 
persons  of  Japanese  origin  were  thus  forced 
to  “relocation  centers.” 

For  20  years  non-Japanese  Americans  have 
been  trying  to  forget  this  incident.  In  1957 
the  Congress  tried  to  make  amends  by  pass¬ 
ing  the  National  Japanese  Evacuation  Claims 
Act. 

Unfortunately  the  $400  million  in  claims 
for  property  lost  by  the  Nisei  were  settled  for 
less  than  10  cents  on  the  dollar — $36.9  mil¬ 
lion.  Many  Nisei,  including  members  of  the 
much-decorated  442d  Combat  Team  must  at 
times  have  thought  that  they  would  have 
been  better  off  to  have  stayed  in  Japan  and 
been  rehabilitated  as  ex-enemies,  for  Con¬ 
gress  was  much  more  generous  with  Japan. 

But  none  of  us  can  now  ignore  the  plight 
of  these  Nisei.  Internal  Revenue  Service  of¬ 
ficials  have  discovered  that  Congress  left  a 
loophole  in  the  compensation  act  so  that  the 
money  paid  out  in  claims  is  taxable. 

This,  as  Senator  Kuchel  said,  "is  adding 
insult  to  injury.” 

Senator  Kuchel  this  week  introduced  a 
bill  to  right  the  wrong.  His  measure  would 
make  all  compensation  under  the  1957  act 
nontaxable.  The  bill  should  have  high 
priority  in  the  Congress. 

We  cannot  undo  the  injury.  But  we  can 
prevent  the  added  insult. 

[From  the  Los  Angeles  Examiner,  July  24, 
1962] 

Piling  an  Injustice  Upon  Injustice 

The  income  tax  bite  now  being  put  upon 
Japanese-American  wartime  evacuees  from 
the  west  coast  for  compensation  awards  car¬ 
ries  injustice  to  an  extreme  few  can  counte¬ 
nance.  The  Internal  Revenue  Service  prob¬ 
ably  has  no  other  recourse  under  existing 
law.  But  if  the  compensation  law  is  that 
bad,  remedial  law  is  needed  and  should  be 
promptly  written. 

The  IRS  ruling  is  that  compensation 
awarded  for  property  losses  incurred  in  con¬ 
sequence  of  evacuation  is  in  part  taxable 
income.  Comparison  is  made  with  lands 
seized  for  freeways.  Conscience  rejects  that 
interpretation,  if  law  doesn’t.  And  if  law 
doesn’t,  the  statutes  should  be  made  to  re¬ 
flect  conscience. 

The  evacuees  were  never  compensated  ade¬ 
quately  for  property  losses.  There  was  no 
indemnification  at  all  for  the  months  and 
years  taken  out  of  their  lives,  the  hardships 
endured  and  the  humiliation  suffered. 

The  merits  of  evacuation  are  not  being 
argued.  The  facts  are.  And  the  facts  are 
that  thousands  of  people  with  full  rights 
of  American  citizenship  were  compelled  to 
leave  their  homes  and  businesses  and  accept 
imprisonment.  We  called  it  relocation,  but 
it  was  plain  and  simple  incarceration. 

Few  Americans  have  easy  minds  about 
that  now.  Congress  acknowledged  injustice 
in  enactment  of  the  Evacuation  Claims  Act. 


But  indemnification  seldom  covered  actual 
physical  loss.  Now,  because  Congress  failed 
to  exempt  the  compensation  awards  from 
income  tax,  IRS  feels  under  compulsion  to 
take  back  a  good  part  of  what  was  so  nig¬ 
gardly  given. 

Instead  of  the  original  wrong  being 
righted,  new  wrongs  are  being  pyramided 
upon  it.  Congress  should  start  all  over 
again  in  setting  the  record  straight.  The 
first  thing  needed  is  to  put  an  end  to  the 
absurdity  that  Government  can  admit  a 
wrong,  offer  indemnification  for  it,  and  then 
take  it  back  in  taxes.  Bad  as  the  original 
injustice  was,  this  rivals  it. 


[Memorandum  from  the  Washington  office, 
Japanese  American  Citizens  League] 
Nontaxability  of  Japanese-American  Evacu¬ 
ation  Claims  Awards 

This  memorandum  is  to  explain  the  back¬ 
ground  and  the  reasons  for  the  proposed  bi¬ 
partisan  amendment,  by  Senators  Thomas 
H.  Kuchel,  Clair  Engle,  Wallace  F.  Ben¬ 
nett,  Warren  G.  Magnuson,  Henry  M.  Jack- 
son,  Wayne  Morse,  Maurine  B.  Neuberger, 
John  Sherman  Cooper,  John  A.  Carroll, 
and  Len  B.  Jordan,  to  clarify  the  congres¬ 
sional  intent  that  awards  paid  pursuant  to 
the  Japanese-American  Evacuation  Claims 
Act  are  not  subject  to  tax.  More  specifi¬ 
cally,  the  proposed  amendment  declares  that 
“gross  income  does  not  include  any  amount 
received  as  an  award”  made  under  the  Japa¬ 
nese-American  Evacuation  Claims  Act  of 
1948,  as  amended. 

The  Japanese-American  Citizens  League 
(JACL)  believes  that  the  proposed  amend¬ 
ment  correctly  states  the  congressional 
intent.  JACL  understands  that  this  is  a 
noncontroversial,  bipartisan  bill,  to  which 
neither  the  White  House  nor  the  Department 
of  the  Treasury,  including  the  Internal  Rev¬ 
enue  Service,  interposes  any  objection. 

Identical  legislation  (H.R.  12719  (by  Con¬ 
gressman  Cecil  R.  King,  of  California) ,  as 
amended,  H.  Rept.  2254,  August  20,  1962) 
was  unanimously  reported  by  the  House 
Ways  and  Means  Committee. 

In  the  spring  of  1942,  the  Army  evacu¬ 
ated — with  trial  or  hearing,  and  without  in¬ 
dividual  charges,  at  a  time  when  the  courts 
were  functioning — -some  110,000  persons  of 
Japanese  ancestry  from  their  homes,  busi¬ 
nesses,  enterprises,  employment,  and  asso¬ 
ciations  on  the  west  coast.  Two-thirds  of 
those  evacuated  were  native-born  citizens. 
The  remaining  third  were  immigrant  alien 
Japanese  who  were  denied  naturalization 
privileges  under  Federal  law. 

These  evacuees  were  permitted  to  take 
with  them  only  what  they  could  carry.  Un¬ 
der  the  unique  circumstances  of  evacuation, 
every  evacuee  lost  something.  Most  lost 
almost  everything  that  they  had.  The  Fed¬ 
eral  Reserve  Bank  of  San  Francisco  that 
spring  estimated  that  the  evacuees  lost  some 
$400  million  in  that  mass  movement. 

In  July  1948  Congress  enacted  the  Japa¬ 
nese-American  Evacuation  Claims  Act  (Pub¬ 
lic  Law  80-886,  62  Stat.  1231  [1948] ) ,  author¬ 
izing  the  Attorney  General  to  accept  and 
adjudicate  certain  claims  for  damage  to  or 
loss  of  real  and  personal  property  suffered  as 
a  direct  consequence  of  that  1942  evacuation. 

Under  the  original  statute,  some  25,000 
claims  were  timely  filed,  totaling  some  $135 
million  in  amount.  That  only  one-third  of 
the  estimated  loss  was  even  claimed  initially 
under  the  1948  law  suggests  the  very  limited 
scope  of  the  legislation  in  providing  partial 
compensation  for  evacuation  losses. 

In  1949  only  21  claims  were  adjudicated, 
one  of  which  was  dismissed,  and  awards  au¬ 
thorized  in  the  amount  of  $6,882,  of  some 
$13,544  originally  claimed.  In  1950,  211 
claims  were  adjudicated,  of  which  73  were 
dismissed.  Of  the  original  $141,374  claimed 
by  the  137  awardees,  $62,599  was  authorized 
in  awards. 


In  August  1951  Congress  amended  the  act 
(Public  Law  82-116,  65  Stat.  192  [1951]),  au¬ 
thorizing  the  Attorney  General  to  compro¬ 
mise  and  settle  timely  claims  “up  to  three- 
quarters  the  amount  of  compensable  items, 
or  $2,500,  whichever  was  less.”  What  this 
meant  was  that  the  evacuees  in  order  to  se¬ 
cure  early  and  expeditious  compromise  settle¬ 
ments  automatically  forfeited  25  percent  or 
more  of  their  compensable  awards. 

By  the  end  of  fiscal  1955,  20,211  claims  had 
been  compromised  and  settled  for  awards 
totaling  $24,259,528.  The  original  amount 
claimed  was  $69,185,472.  Claims  adjudicated 
numbered  688,  for  which  awards  totaling  $1,- 
421,396  were  authorized,  though  the  original 
claims  amounted  to  $3,404,503.  More  than  a 
thousand  claims  for  almost  $4  million  were 
dismissed. 

In  July  1956  Congress  further  amended 
the  act  (Public  Law  84-673,  70  Stat.  513 
[1956]),  to  extend  the  compromise  settle¬ 
ment  procedure  to  awards  up  to  $100,000, 
and  for  other  purposes. 

When  the  Department  of  Justice  termi¬ 
nated  its  administrative  program  in  Novem¬ 
ber  1958,  it  was  announced  that  it  had 
settled  26,552  claims  and  authorized  awards 
totaling  $36,874,240.  Nine  claims  were  filed 
in  the  Court  of  Claims.  All  in  all,  including 
the  amendments,  26,568  claims  were  filed  for 
an  aggregate  amount  of  $147,714,876.  With 
only  two  claims  still  pending  in  the  Court  of 
Claims,  a  total  of  $37,442,706  has  been 
awarded  pursuant  to  this  law,  as  amended. 

In  summary  about  $37%  million  have 
been  awarded,  out  of  some  $148  million 
claimed  under  the  law.  And,  the  total 
originally  claimed  is  about  a  third  of  the 
estimated  $400  million  loss  sustained  in  the 
evacuation. 

Beginning  late  in  1959,  the  Internal  Reve¬ 
nue  Service  began  to  question  the  tax  liabil¬ 
ity  of  these  evacuation  claims  awards.  In 
September  1961,  the  Service  decided  that  in 
the  absence  of  any  congressional  statement 
to  the  contrary,  certain  of  these  awards  were 
taxable  on  the  theory  that  they  are  com¬ 
parable  to  involuntary  conversions  of  prop¬ 
erty  or  condemnations. 

Although  neither  the  House  nor  the  Sen¬ 
ate  Judiciary  Subcommittees  on  Claims,  re¬ 
spectively,  published  their  hearings  on  this 
subject,  we  have  carefully  reexamined  the 
voluminous  testimony  before  both  these 
subcommittees  and  have  found  nothing  to 
suggest  that  any  of  the  Government  depart¬ 
ments  involved,  or  private  witnesses  who 
testified,  thought  that  the  awards  paid  in  ac¬ 
cordance  with  this  legislation  would  be  sub¬ 
ject  to  tax.  Moreover,  a  reexamination  of 
the  floor  debates  in  both  the  House  and  the 
Senate  in  the  Congressional  Record  fails 
to  suggest  that  any  Member  ever  contem¬ 
plated  or  intended  that  part  or  all  of  these 
awards  should  be  considered  as  taxable. 
Quite  to  the  contrary,  the  reports  of  the 
Judiciary  Committees  and  the  approving 
comments  in  both  the  House  and  the  Senate 
suggest  that  these  awards  were  to  be  con¬ 
sidered  as  “acts  of  grace”. 

Furthermore,  after  the  first  adjudications 
were  made  and  when  the  1951  and  1956 
amendments  were  being  considered,  no  men¬ 
tion  was  made  anywhere  in  the  record  that 
the  awards,  or  any  part  thereof,  should  be 
subject  to  tax. 

If  the  Internal  Revenue  Service  felt  that 
these  awards  might  be  subject  to  tax,  we 
submit  that  it  should  have  come  forward 
at  those  opportunities  to  request  congres¬ 
sional  clarification  on  this  matter,  espe¬ 
cially  since  the  Attorney  General,  who  was 
charged  with  the  administration  of  the  stat¬ 
ute,  was  proceeding  to  adjudicate  and  to 
compromise  and  settle  these  claims  on  an 
entirely  different  conception  of  the  congres¬ 
sional  intent. 

The  original  act,  and  the  subsequent 
amendments,  incidentally,  were  enacted 
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unanimously,  without  objection,  in  both 
Houses. 

As  suggested  earlier,  in  his  administration 
of  the  program,  the  Attorney  General,  in  the 
absence  of  any  specific  direction  on  the  mat¬ 
ter,  determined  in  his  precedent-setting  ad¬ 
judications  that  these  awards  were  "acts  of 
congressional  grace’’  or  "acts  of  bounty,” 
neither  of  which,  we  understand,  is  taxable. 

In  the  light  of  this  interpretation,  the 
Department  of  Justice  adjudicated  and  com¬ 
promised  and  settled  all  except  about  10 
of  the  more  than  26,500  claims  filed. 

If  the  Attorney  General  had  interpreted 
the  congressional  intent  as  the  Internal 
Revenue  now  appeal's  to  be  doing,  we  sus¬ 
pect  that  the  basis  for  determining  the 
amount  of  the  awards  would  have  been  sig¬ 
nificantly  different  from  that  which  was  fol¬ 
lowed.  In  this  connection,  it  may  be  of  in¬ 
terest  that  the  Los  Angeles  and  San  Fran¬ 
cisco  newspapers  quote  former  U.S.  Attorney 
General  William  Rogers,  under  whose  ad¬ 
ministration  most  of  these  claims  were  set¬ 
tled,  as  saying  (Aug.  4,  1962)  “It  never  had 
occurred  to  me  that  these  partial  awards 
were  ever  to  be  taxed.” 

Since  the  Department  of  Justice  deter¬ 
mined  the  amount  of  awards  on  the  basis 
that  the  claims  were  "acts  of  grace”  and  not 
subject  to  taxation,  we  submit  that  it  is 
most  unfair,  inequitable,  and  unjust  for  the 
Internal  Revenue  Service,  after  all  these 
years,  to  now  attempt  to  collect  taxes  on  a 
theory  that  was  not  advanced  or  utilized 
by  the  Attorney  General  in  his  administra¬ 
tion  of  the  congressionally  authorized  pro¬ 
gram. 

Although  we  are  not  attorneys,  and  cer¬ 
tainly  do  not  pose  as  tax  experts,  it  appears 
patent  to  us  that  the  military  evacuation 
of  1942  cannot  be  compared  reasonably  to 
"involuntary  conversions  or  condemnations,” 
as  these  terms  axe  generally  understood. 

Aside  from  the  more  obvious  differences, 
it  should  be  remembered  that  the  1942  mass 
movement  was  unprecedented  in  American 
history,  was  directed  arbitrarily  and  solely 
against  a  single  group  of  citizens  and  their 
parents  simply  on  the  basis  of  their  an¬ 
cestry,  and  that  no  other  group  of  citizens 
or  their  parents  in  the  same  areas  were  simi¬ 
larly  treated. 

In  “involuntary  conversions”  and  condem¬ 
nation  proceedings,  we  understand  that  the 
private  property  owners  have  several  rights, 
that  among  these  are  the  time  and  oppor¬ 
tunity  to  freely  negotiate  the  settlement 
value  and,  if  not  satisfied  with  the  Govern¬ 
ment  offer,  to  appeal  to  the  courts  for  the 
"just  compensation”  to  which  the  Federal 
Constitution  entitles  them.  Clearly,  the  cir¬ 
cumstances  of  evacuation  did  not  offer  these 
alternatives  to  the  evacuees. 

Furthermore,  the  awards  were  paid  from 
almost  10  to  15  years  after  the  losses  toot 
place  and  at  1942,  not  1958,  values.  The 
drastic  personal,  group,  and  community 
changes  in  the  general  economy,  circum¬ 
stances,  and  situations  from  1942  to  1958 
made  the  awards  only  partial  at  best.  And, 
because  of  postwar  inflation  and  other  wide¬ 
spread  developments,  over  which  the  evacu¬ 
ees  had  little  or  no  control,  it  was  imprac¬ 
tical  for  the  evacuees  to  attempt  to  replace 
exactly  what  they  lost,  especially  since  none 
of  the  awards  were  based  on  replacement 
value  as  of  the  time  of  the  Government  pay¬ 
ments.  An  example  of  the  great  changes 
that  have  taken  place  on  the  west  coast 
would  be  in  former  farmlands  which  are 
now  suburban  areas. 

Indeed,  the  mere  arithmetic  of  less  than 
10  cents  being  paid  out  in  awards  for  every 
dollar  lost  in  the  evacuation  (some  $37  mil¬ 
lion  paid  for  the  estimated  $400  million  lost) 
suggests  that  the  claims  program  was  not 
intended  to  be  one  that  would  be  further 
reduced  by  way  of  taxation. 

event’  the  JACL-  which  has  been 
ntimately  involved  in  this  program  since  the 


1942  evacuation  itself,  believes  that  the  Con¬ 
gress  that  enacted  this  remedial  and  cor¬ 
rective  “act  of  grace”  should  clarify  its  in¬ 
tent  regarding  the  tax  liability  of  the  awards 
paid  by  the  Government  pursuant  to  con¬ 
gressional  authorization. 

LOBBYING  EXPENSE  DEDUCTIONS 

Mr.  KEPAUVER.  Madam  President, 
the  provision  in  the  tax  bill  which  pro¬ 
vides  for  deduction  of  lobbying  expenses 
has  been  called  a  sleeper.  This  is  cer¬ 
tainly  true  because  it  was  not  proposed 
by  the  President  and  it  was  written  into 
the  bill  by  the  House  Ways  and  Means 
Committee  even  though  hearings  had 
not  been  held  on  the  subject.  The 
Treasury  Department  opposes  it. 

But  it  is  more  than  just  a  sleeper.  It 
is  a  sleeping  giant.  It  will  put  lobbying 
at  State,  local  and  Federal  levels  on  a 
completely  new  basis  and  mushroom  the 
efforts  of  special  interest  groups  to  ob¬ 
tain  favorable  legislation. 

If  this  becomes  law,  it  will  do  away 
with  a  principle  which  has  been  in  our 
tax  laws  since  1919.  I  do  not  believe  the 
public  should  pay  the  cost  of  anyone’s 
attempting  to  influence  legislation.  I 
therefore  hope  the  Senate  will  act  favor¬ 
ably  on  the  amendment  of  my  colleague 
from  Tennessee  Senator  Gore,  and  the 
Senator  from  Illinois,  Senator  Douglas, 
which  seeks  to  strike  this  provision  from 
the  bill. 

Like  many  other  pieces  of  recent  leg¬ 
islation  favoring  special  interest  groups, 
this  has  not  received  the  public  atten¬ 
tion  which  it  deserves.  To  me,  it  is  a 
shocking  and  outrageous  proposal  that 
the  public  should  pay,  by  reduced  tax 
revenues,  for  lobbying  activities  for  leg¬ 
islation  to  favor  special  groups.  But, 
strangely  enough,  this  drastic  change  in 
present  law  has  received  little  attention 
in  the  press  and  I  do  not  believe  very 
many  of  the  American  people  are  aware 
of  it.  Section  3  of  the  bill  would  allow 
a  deduction  for  expenses,  including 
traveling  expenses,  incurred  in  carrying 
on  any  trade  or  businesss  “in  direct  con¬ 
nection  with  appearances  before,  sub¬ 
mission  of  statements  to,  or  sending 
communications  to,  the  committees  or 
individual  Members  of  Congress  or  any 
legislative  body  of  a  State,  a  possession 
of  the  United  States,  or  a  political  sub¬ 
division  of  any  of  the  foregoing  with 
respect  to  legislation  or  proposed  legisla¬ 
tion  of  direct  interest  to  the  taxpayer.” 

This  means  that  a  corporation  or  any 
other  business  could  take  a  tax  deduc¬ 
tion  for  the  expenses  of  coming  to  Wash¬ 
ington,  hiring  lobbyists  or  attorneys  to 
prepare  statements,  or  draft  amend¬ 
ments,  and  even  the  cost  of  circularizing 
individual  Senators  or  Representatives. 

It  would  have  the  same  effect  for  lob¬ 
bying  activities  before  State  legislatures 
and  city  councils. 

Madam  President,  I  hesitate  to  call 
this  a  giveaway  because  that  seems  to 
have  the  result  of  helping  legislation 
rather  than  hurting  it  lately.  But  this 
bill  unquestionably  will  result  in  a  re¬ 
duction  of  tax  revenues  to  the  Federal 
Government.  I  do  not  think  anyone 
can  estimate  how  much  this  might  be 
because  there  is  no  way  of  telling.  By 
making  lobbying  less  expensive,  it  will 
undoubtedly  encourage  lobbying.  In 


fact,  I  will  show  in  a  moment  that  that 
is  its  apparent  purpose.  We  can  un¬ 
doubtedly  then  expect  increased  lobby¬ 
ing  activities  and  expect  that  money  will 
be  spent  for  lobbying  which  would  other¬ 
wise  have  been  spent  in  other  ways. 
When  one  considers  that  this  will  oper¬ 
ate  to  encourage  lobbying  before  every 
city  council  and  every  State  legislature, 
as  well  as  the  Congress,  it  is  impossible 
to  guess  what  the  total  effects  of  this 
bill  will  be.  But  to  the  extent  that  tax 
deductions  are  taken  for  these  lobbying 
activities,  those  taxpayers’  liabilities  are 
reduced  and  other  taxpayers  have  a  cor¬ 
respondingly  greater  burden.  Thus,  to 
the  extent  these  deductions  are  taken, 
the  cost  is  transferred  to  the  general 
public. 

This  is  not  only  unwise,  in  that  it  will 
mushroom  lobbying  activities  for  special 
interests,  but  I  think  it  is  unfair,  and 
this  is  the  reason  why  such  concessions 
have  never  been  made  in  previous  laws. 

I  do  not  mean  to  say  that  lobbying  is 
not  a  legitimate  and  often  worthwhile 
activity.  It  assists  Congress  in  having 
the  aid  and  viewpoint  of  groups  who  are 
affected  by  legislation,  but  I  cannot  be¬ 
lieve  that  there  is  such  a  shortage  of 
lobbying  activity  that  we  need  to  en¬ 
courage  it  by  tax  advantages.  It  is  al¬ 
ready  unfortunate  that  there  is  no  lobby 
for  consumers  and  the  public  at  large  to 
represent  their  interests  in  legislation, 
but  it  will  only  compound  the  one-sided 
picture  we  often  get  if  we  allow  tax  in¬ 
centives  to  encourage  more  and  better 
lobbying. 

Let  us  consider  what  the  effects  of 
this  legislation  might  be.  As  Senator 
Gore  and  Senator  Douglas  pointed  out 
in  their  very  fine  minority  views  in  the 
committee  report,  a  State  legislature 
might  be  considering  a  measure  designed 
to  decrease  stream  pollution.  A  manu¬ 
facturing  company  which  was  perhaps 
dumping  waste  in  the  stream  and  would 
be  affected  by  such  a  law  could  deduct 
the  costs  of  sending  its  lawyers  and  offi¬ 
cials  to  the  State  capitol,  their  room  and 
lodging  while  staying  there  and  legal 
fees  for  the  preparation  of  testimony 
before  committees,  proposed  amend¬ 
ments  and  promotional  literature  circu¬ 
lated  to  legislators.  On  the  contrary, 
homeowners  or  members  of  the  general 
public  interested  in  pure  water  for 
drinking  or  recreational  uses  would  have 
to  finance  their  support  of  such  a  law 
entirely  from  their  own  pockets  with  no 
tax  deduction. 

Another  example  cited  in  the  minority 
views  would  be  that  a  businessman  could 
deduct  expenses  of  lobbying  to  change  a 
zoning  ordinance  which  affected  his 
property,  but  the  owners  of  residences 
who  would  also  be  affected  would  not 
benefit  from  reduced  taxes  for  the  cost 
of  their  preparing  exhibits  and  briefs  to 
oppose  a  change. 

Let  us  consider  some  examples  closer 
to  home.  A.T.  &  T.  could  have  deducted 
from  its  taxable  income  the  costs  of  its 
attorneys  and  public  relations  men  in 
working  for  the  communications  satel¬ 
lite  bill.  Businessmen  who  were  con¬ 
cerned  with  sugar  quotas  could  have  de¬ 
ducted  the  costs  of  lobbying  on  the 
Sugar  Act.  An  American  company 
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which  wanted  high  protective  tariffs  to 
avoid  competition  from  imports  could 
deduct  the  cost  of  lobbying  against  the 
trade  bilL  These  examples  could  be 
multiplied  many  times.  And  if  this  bill 
is  enacted,  we  can  expect  that  the  in¬ 
tensive  lobbying  efforts  to  which  we  are 
often  subjected  will  be  multiplied 
greatly. 

When  one  considers  the  sort  of  legis¬ 
lation  on  the  books  in  the  various  States, 
many  other  examples  occur.  For  in¬ 
stance,  the  liquor  industry  could  deduct 
the  cost  of  lobbying  for  liberalized  liquor 
laws.  In  a  State  which  has  local  op¬ 
tion  for  gambling,  operators  of  gambling 
establishments  and  manufacturers  of 
gambling  devices  could  pass  on  to  the 
Federal  Treasury  a  part  of  the  costs  of 
trying  to  get  legalized  gambling  through¬ 
out  the  State.  Individuals  who  op¬ 
posed  liberalized  liquor  or  gambling  laws 
could  not  deduct  the  costs  of  opposing 
such  legislation. 

Another  provision  of  this  section  au¬ 
thorizes  the  deduction  of  that  portion  of 
the  dues  paid  to  an  organization  which 
is  attributable  to  lobbying  expenses.  In 
other  words,  trade  associations  wThich 
conduct  lobbying  for  special  groups 
would  now  be  able  to  solicit  more  and 
bigger  dues  on  the  inducement  of  the 
tax  deduction.  But  contributions  to  the 
League  of  Women  Voters  by  civic- 
minded  citizens  are  still  not  deductible 
to  any  extent  because  it  attempts  to 
influence  legislation.  Thus,  associations 
who  represented  special  interests  in  leg¬ 
islative  matters  would  be  given  an  ad¬ 
vantage  over  associations  which  concern 
themselves  with  matters  of  general  pub¬ 
lic  interest  of  a  nonbusiness  nature. 

In  the  hearings  before  the  Finance 
Committee,  Mr.  Stanley  H.  Ruttenberg, 
of  the  AFL-CIO,  made  a  very  persuasive 
argument  against  this  provision.  I 
would  like  to  quote  from  his  testimony 
on  page  610  of  the  hearings: 

I  might  just  say  on  lobby  expenses  we 
strongly  urge  that  this  provision  be  removed 
from  the  bill.  It  is  a  provision  which,  in 
effect,  would  permit  corporations  of  America 
to  double  their  amount  of  expenditure  on 
lobbying,  and  thereby  increase  substantially 
their  lobbying  activities. 

We  think  that  there  is  no  reason  to  give 
them  tax  exemption  for  lobbying  expenses 
any  more  than  there  is  reason  to  give  the 
individual  worker  who  pays  dues  to  his 
organization  the  right  to  deduct  expenses 
for  lobbying  activities. 

The  corporation  ought  to  be  on  the  same 
basis  as  the  individual.  The  tax-free  insti¬ 
tutions,  the  nonprofitable  institutions  like 
the  U.S.  Chamber  of  Commerce,  National 
Association  of  Manufacturers,  American 
Farm  Bureau  Federation,  AFL-CIO,  other 
organizations  have  tax-exempt  status  and, 
therefore,  their  expenditures  can  be  made 
on  various  activities. 

Only  a  minor  proportion  of  the  AFL-CIO’s 
expenditures  are  made  on  lobbying  but  that 
fits  within  the  concept  of  a  tax-free  organi¬ 
zation. 

But  as  far  as  an  individual  union  mem¬ 
ber  is  concerned,  any  portion  of  his  dues 
which  are  attributed  to  lobbying  is  not  a 
deductible  item  on  his  income  tax  return 
just  as  expenditures  by  corporations  should 
not  be  as  they  are  not  now  an  item  for  de¬ 
ductible  allowances.  Under  this  bill  such 
lobbying  expenditures  now  not  deductible  by 
corporations  would  be  permitted  to  be  de¬ 
ductible  and  we  think  this  provision  ought 
to  be  removed. 


Unions  represent  and  protect  the 
workingman’s  interests  in  labor  legisla¬ 
tion  and  general  legislation.  The  bene¬ 
fits  they  secure  to  him  are  as  meaning¬ 
ful  as  those  which  business  lobbyists  se¬ 
cure  for  their  interests.  In  fact,  their 
interests  may  be  directly  opposed  in 
some  legislation.  Why  should  not  the 
workingman  be  allowed  the  same  tax 
consideration  for  petitioning  his  repre¬ 
sentatives? 

Madam  President,  under  the  general 
corporate  tax  rate  of  52  percent,  this 
deduction  will  cut  in  half  the  effective 
cost  of  lobbying.  As  Mr.  Ruttenberg 
pointed  out,  this  will  enable  them  to 
double  expenditures  for  lobbying  with 
no  effect  on  their  profits. 

Anyone  who  thinks  this  is  not  in¬ 
tended  to  accomplish  just  this  result 
should  study  the  testimony  in  support 
of  it  before  the  Finance  Committee.  At 
page  1960  of  part  5,  appears  the  testi¬ 
mony  of  Mr.  George  D.  Webster,  an  at¬ 
torney  in  the  District  of  Columbia  who 
appeared  on  behalf  of  the  District  Bar 
Association.  He  strongly  urged  enact¬ 
ment  of  this  provision  and  the  language 
of  his  testimony  at  the  bottom  of  page 
1961  is  almost  exactly  the  same  as  the 
language  of  the  Finance  Committee  re¬ 
port  on  this  provision  at  page  22  of  the 
report.  He  said  that  it  appeared 
anomalous  to  the  association  that  legal 
fees  for  appearances  of  lawyers  before 
legislative  bodies  or  contacts  with  indi¬ 
vidual  legislators  are  not  deductible, 
while  such  appearances  and  contacts 
with  tribunals  or  administrative  officials 
are  deductible.  The  committee  report 
adopts  the  same  language,  leaving  out 
only  the  words  “to  the  association.”  Mr. 
Webster  went  on  to  say  that  his  asso¬ 
ciation  believed  that  presentations  to  the 
legislative  branch  should  not  be  dis¬ 
criminated  against. 

I  am  a  member  of  the  legal  profession 
myself,  but  I  do  not  believe  we  should 
raid  the  Public  Treasury  in  order  to  in¬ 
crease  the  use  of  Washington  lawyers  for 
lobbying  purposes.  Mr.  Webster  also 
justified  this  provision  as  eliminating 
discrimination  between  lawyers’  fees  in 
presentations  to  the  legislatures  and 
lawyers’  fees  in  appearances  before 
courts  and  agencies.  The  two  things  are 
very  different.  In  every  court  and  in 
every  agency,  there  is  an  adversary  pro¬ 
ceeding  with  someone  representing  both 
points  of  view.  This  is  not  true  of  lobby¬ 
ing  for  special  interests.  More  often 
only  one  side  of  the  picture  is  heard  and 
the  general  public  or  the  consumer,  or 
whoever  may  be  affected  by  the  legisla¬ 
tion  on  the  other  side,  is  not  heard  at  all. 
It  is  for  this  reason  that  the  costs  should 
not  be  passed  on  to  the  public  by  tax 
reductions. 

Madam  President,  in  my  opinion,  this 
is  one  of  the  worst  legislative  proposals 
we  have  considered  in  a  long  time.  It 
would  increase  the  imbalance  in  what  is 
already  a  deficit  tax  bill.  But  worse 
than  that.  It  is  discriminatory  and  it 
would  multiply  lobbying  and  the  effects 
of  lobbying  by  special  interests.  I 
strongly  urge  my  colleagues  in  the  Sen¬ 
ate  to  join  me  in  voting  to  remove  it 
from  the  bill  and  keep  present  law. 

The  PRESIDING  OFFICER.  The  bill 
is  open  to  further  amendment. 


Mr.  MCCARTHY.  Madam  President, 

I  call  up  my  amendment  identified  as 
“8-25—62”. 

The  PRESIDING  OFFICER.  The 
amendment  will  be  stated. 

The  Chief  Clerk  proceeded  to  read 
the  amendment. 

Mr.  MCCARTHY.  Madam  President, 

I  ask  unanimous  consent  that  the  read¬ 
ing  of  the  amendment  be  dispensed 
with,  and  that  it  be  printed  at  this  point 
in  the  Record. 

The  PRESIDING  OFFICER.  Without 
objection,  it  is  so  ordered. 

The  amendment  offered  by  Mr.  Mc¬ 
Carthy  is  as  follows: 

Sec.  12.  Controlled  Foreign  Corporations. 

(a)  In  General. — Part  III  of  subchapter 
N  of  chapter  1  (relating  to  income  from 
sources  without  the  United  States)  is  amend¬ 
ed  by  adding  at  the  end  thereof  the  follow¬ 
ing  new  subpart: 

“Subpart  F — Controlled  Foreign  Corporations 
“Sec.  951.  Amounts  included  in  gross  Income 
as  the  result  of  improper  ac¬ 
cumulations. 

“Sec.  952.  Earnings  improperly  accumulated. 
“Sec.  953.  Income  from  insurance  of  United 
States  risks  included  in  gross 
income. 

“Sec.  954.  Definitions  included  in  gross  in¬ 
come. 

“Sec.  955.  Rules  for  determining  stock  owner¬ 
ship. 

“Sec.  956.  Exclusion  from  gross  income  of 
previously  taxed  earnings  and 
profits. 

“Sec.  957.  Special  rules  for  foreign  tax  credit. 
“Sec.  958.  Adjustments  to  basis  of  stock  in 
controlled  foreign  corporations 
and  of  other  property. 

“Sec.  959.  Miscellaneous  provisions. 

“Sec.  951.  Amounts  Included  in  Gross  In¬ 
come  as  the  Result  of  Im¬ 
proper  Accumulations. 

“(a)  General  Rule. — If  a  foreign  corpora¬ 
tion  is  a  controlled  corporation  for  an  un¬ 
interrupted  period  of  30  days  or  more  during 
any  taxable  year  beginning  after  December 
31,  1962,  every  person  who  is  a  United  States 
shareholder  (as  defined  in  section  952(a)) 
of  such  a  corporation  and  who  owns  (with¬ 
in  the  meaning  of  section  955(a))  stock  in 
such  corporation  on  the  last  day  in  such 
year,  on  which  such  corporation  is  a  con¬ 
trolled  foreign  corporation  shall  include  in 
his  gross  income,  for  his  taxable  year  in 
which  or  with  which  such  taxable  year  of 
the  corporation  ends,  his  pro  rata  share 
(determined  under  section  952(a)  (2) )  of  the 
corporation’s  increase  in  earnings  improperly 
accumulated. 

“(b)  Limitation  on  Amount  of  Pro  Rata 
Share  of  Earnings  Improperly  Accumulated 
Included  in  Gross  Income. — For  purposes  of 
subsection  (a),  the  pro  rata  share  of  any 
person  who  is  a  United  States  shareholder 
in  the  increase  of  the  earnings  of  a  con¬ 
trolled  foreign  corporation  Improperly  ac¬ 
cumulated  shall  not  exceed  an  amount  (A) 
which  bears  the  same  ratio  to  his  pro  rata 
share  of  such  increase  (as  determined  under 
section  952(a)(2))  for  the  taxable  year,  as 
(B)  the  part  of  such  year  during  which  the 
corporation  is  a  controlled  foreign  corpora¬ 
tion  bears  to  the  entire  year. 

“(c)  Coordination  With  Provisions  Re¬ 
lating  to  Foreign  Investment  Company  and 
Foreign  Insurance  of  United  States  Risks. — 
A  United  States  shareholder  who,  for  his 
taxable  year  is — 

“(1)  a  qualified  shareholder  (within  the 
meaning  of  section  1247(c))  of  a  foreign 
investment  company  with  respect  to  which 
an  election  under  section  1247  Is  in  effect,  or 
“(2)  as  the  result  of  the  application  of 
section  953  required  to  take  an  amount  into 
income. 
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shall  not  be  required  to  include  in  gross  in¬ 
come,  for  such  taxable  year,  any  amount  un¬ 
der  subsection  (a)  with  respect  to  such  for¬ 
eign  investment  company  or  with  respect  to 
income  taken  into  account  by  such  share¬ 
holder  as  the  result  of  the  application  of  sec¬ 
tion  953. 

“Sec.  952.  Earnings  Improperly  Accumulated. 

“(a)  General  Rules. — For  purposes  of  this 
subpart — 

“  ( 1 )  Amount  of  investment. — The  amount 
of  earnings  of  a  controlled  foreign  corpora¬ 
tion  improperly  accumulated  at  the  close 
of  any  taxable  year  in  the  case  of  a  corpora¬ 
tion  formed  or  availed  of  for  the  purpose  of 
avoiding  United  States  income  tax  is  the 
aggregate  amount  of  the  investment  in  ex¬ 
traneous  property  at  the  close  of  the  tax¬ 
able  year,  to  the  extent  such  amount  does 
not  exceed  the  sum  of  (A)  the  earnings  and 
profits  for  the  taxable  year,  and  (B)  the 
earnings  and  profits  accumulated  for  prior 
taxable  years  beginning  after  December  31, 
1962. 

“(2)  Pro  rata  share  of  increase  for 
year. — In  the  case  of  any  person  who  is  a 
United  States  shareholder  the  pro  rata  share 
of  the  increase  for  any  taxable  year  in  the 
earnings  of  a  controlled  foreign  corporation 
improperly  accumulated  is  the  amount  de¬ 
termined  by  substracting — 

“(A)  his  pro  rata  share  of  the  amount  de¬ 
termined  under  paragraph  (1)  for  the  close 
of  the  preceding  taxable  year,  reduced  by 
amounts  paid  during  the  taxable  year  or 
treated  as  paid  during  that  or  prior  years  as 
a  result  of  the  application  of  section  951  or 
953,  from 

“(B)  his  pro  rata  share  of  the  amount 
determined  under  paragraph  (1)  for  the  close 
of  the  taxable  year. 

“(3)  Amount  attributable  to  property. — 
The  amount  taken  into  account  under  para¬ 
graph  (1)  or  (2)  with  respect  to  any  prop¬ 
erty  shall  be  its  adjusted  basis,  reduced  by 
any  liability  to  which  the  property  is  subject. 

“(b)  Definition  of  Investment  in  Ex¬ 
traneous  Property. — For  purposes  of  this 
subpart — 

“(1)  General  rule. — The  term  ‘invest¬ 
ment  in  extraneous  property’  means  any 
money  or  other  property  (tangible  or  intangi¬ 
ble)  acquired  after  December  31,  1962,  which 
is  beyond  the  reasonable  needs  of  the  busi¬ 
ness. 

“(2)  Property  not  requiring  preponder¬ 
ance  of  evidence  by  taxpayer. — Any  property 
other  than  the  following  shall  be  considered 
property  beyond  the  reasonable  needs  of  the 
business  unless  the  United  States  shareholder 
by  the  preponderance  of  the  evidence  shall 
prove  to  the  contrary: 

“(A)  Any  money  or  other  property  which 
is  located  outside  the  United  States  and  is 
ordinary  and  necessary  for  the  active  conduct 
of  a  trade  or  business  carried  on  almost 
wholly  without  the  United  States  by  the 
controlled  foreign  corporation. 

“(B)  Property  which  would  qualify  under 
subparagraph  (A)  except  for  the  fact  that 
it  is  located  in  the  United  States,  but  only 
if  such  property  is — 

“(i)  obligations  of  the  United  States, 
money,  or  deposits  with  persons  carrying  on 
the  banking  business; 

"(ii)  property  purchased  in  the  United 
States  for  export  to,  or  for  use  in,  foreign 
countries; 

“(ill)  any  loan  arising  in  connection  with 
the  sale  of  property  if  the  amount  of  such 
loan  outstanding  at  no  time  during  the 
taxable  year  exceeds  the  amount  which  would 
be  ordinary  and  necessary  to  carry  on  the 
trade  or  business  of  both  the  lending  corpo¬ 
ration  and  the  borrowing  United  States  per¬ 
son  had  the  sale  been  made  between  un¬ 
related  persons; 

“(iv)  any  aircraft,  railroad  rolling  stock, 
vessel,  motor  vehicle,  or  container  used  in 
tne  transportation  of  persons  or  property  in 


foreign  commerce  and  used  predominantly 
outside  of  the  United  States;  or 
“(v)  the  amount  of  assets  of  an  insurance 
company  equivalent  to  the  unearned  premi¬ 
ums  or  a  reasonable  allowance  for  policy  and 
similar  reserves,  on  outstanding  business 
with  respect  to  contracts  which  are  not  con¬ 
tracts  described  in  section  953(c) . 

“(C)  Stock  and  obligations  owned  by  the 
controlled  foreign  corporation  in  another 
foreign  corporation  in  which  it  owns  at  least 
10  percent  of  the  voting  stock  and  10  percent 
of  the  value  of  all  classes  of  stock;  but  this 
subparagraph  shall  apply  only  if  substanti¬ 
ally  all  of  the  property  of  such  other  foreign 
corporation  is  ordinary  and  necessary  for  the 
active  conduct  of  a  trade  or  business  en¬ 
gaged  in  by  such  corporation  almost  wholly 
without  the  United  States. 

“(D)  Any  investment  which  is  required 
because  of  restrictions  imposed  by  a  foreign 
country,  and  any  investment  which,  when 
made,  was  so  required  and  which  would  result 
in  substantial  losses  if  withdrawn. 

“(3)  Holding  or  investment  company. — 
The  fact  that  any  corporation  is  a  mere  hold¬ 
ing  or  investment  company  shall  be  prima 
facie  evidence  that  property  held  by  it  is 
‘investment  in  extraneous  property’. 

“(4)  Situs  of  certain  property. — Property 
which  is  an  obligation  of,  or  pledges  and 
guarantees  made  with  respect  to  obligations 
of,  United  States  persons  shall  be  considered 
as  property  located  in  the  United  States. 

“(5)  Reasonable  needs  of  the  business. — 
For  purposes  of  this  part,  the  term  ‘reason¬ 
able  needs  of  the  business’  includes  the  rea¬ 
sonably  anticipated  needs  of  the  business. 
“Sec.  953.  Amounts  Included  in  Gross  In¬ 
come  Which  Is  Income  From  In¬ 
surance  of  United  States  Risks. 
“(a)  General  Rule. — If  a  foreign  corpora¬ 
tion  is  a  controlled  corporation  on  any  day 
of  a  taxable  year  beginning  after  December 
31,  1962,  every  person  who  is  a  United  States 
shareholder  (as  defined  in  section  954(b) )  of 
such  a  corporation  who  owns  (within  the 
meaning  of  section  955(a))  stock  in  such 
corporation  on  the  last  day,  in  such  year,  in 
which  such  a  corporation  is  a  controlled 
foreign  corporation  shall  include  in  his  gross 
income  as  a  dividend,  for  his  taxable  year  in 
which  or  with  which  such  taxable  year  of  the 
corporation  ends  his  pro  rata  share  (deter¬ 
mined  under  subsection  (b) )  of  the  corpora¬ 
tion’s  income  derived  from  insurance  of 
United  States  risks  (as  determined  under 
subsection  (c) ) . 

“(b)  Pro  Rata  Share  of  Income  Derived 
From  Insurance  of  United  States  Risks. — 
“(1)  In  general. — The  pro  rata  share  re¬ 
ferred  to  in  subsection  (a)  in  the  case  of 
any  United  States  person  is  the  amount — 
“(A)  which  would  have  been  distributed 
with  respect  to  the  stock  which  such  person 
owns  (within  the  meaning  of  section  955 
(a) )  in  such  corporation  if  on  the  last  day, 
of  its  taxable  year,  on  which  the  corporation 
is  a  controlled  foreign  corporation  it  had 
distributed  pro  rata  to  its  shareholders  an 
amount  (i)  which  bears  the  same  ratio  to 
its  income  derived  from  insurance  of  United 
States  risks  for  the  taxable  year,  as  (ii)  the 
part  of  such  year  during  which  the  corpora¬ 
tion  is  a  controlled  foreign  corporation  bears 
to  the  entire  year,  reduced  by 
“(B)  the  amount  of  any  distribution  re¬ 
ceived  by  any  other  United  States  person 
during  such  year  as  a  dividend  with  respect 
to  such  stock. 

“(2)  Limitation  on  amount  of  pro  rata 
share  of  income  derived  from  insurance  of 
united  states  risks  included  in  gross  in¬ 
come. — For  purposes  of  subsection  (a),  the 
pro  rata  share  of  any  person  who  is  a  United 
States  shareholder  in  a  controlled  foreign 
corporation’s  income  derived  from  insurance 
of  United  States  risks  shall  not  exceed  an 
amount  (A)  which  bears  the  same  ratio  to 
his  pro  rata  share  of  such  income  for  the 


taxable  year,  as  (B)  the  part  of  such  year 
during  which  the  corporation  is  a  controlled 
foreign  corporation  bears  to  the  entire  year. 

"(c)  Income  From  Insurance  of  United 
States  Risks. — 

"(1)  General  rule. — For  purposes  of  this 
section,  the  term  ‘income  derived  from  the 
insurance  of  United  States  risks’  means  that 
income  which  is  attributable  to  the  rein¬ 
surance  or  the  issuing  of  any  insurance  or 
annuity  contract — 

"(A)  in  connection  with  property  or  lia¬ 
bility  arising  out  of  activity  in,  or  in  con¬ 
nection  with  the  lives  or  health  of  residents 
of,  the  United  States,  or 

“(B)  in  connection  with  risks  not  in¬ 
cluded  in  subparagraph  (A)  as  the  result  of 
any  arrangement  whereby  another  corpora¬ 
tion  receives  a  substantially  equal  amount  of 
premiums  or  other  consideration  in  respect 
of  any  reinsurance  or  the  issuing  of  any  in¬ 
surance  or  annuity  contract  in  connection 
with  property  or  liability  arising  out  of  ac¬ 
tivity  in,  or  in  connection  with  the  lives  or 
health  of  residents  of,  the  United  States, 
and  which  (subject  to  the  modifications  pro¬ 
vided  by  subparagraphs  (A),  (B),  and  (C) 
of  paragraph  (2) )  would  be  taxed  under  sub- 
chapter  L  of  this  chapter  if  such  income  were 
the  income  of  a  domestic  insurance  corpora¬ 
tion.  This  section  shall  apply  only  in  the 
case  of  a  controlled  foreign  corporation 
which  receives  during  any  taxable  year  pre¬ 
miums  or  other  consideration  in  respect  of 
any  reinsurance  or  the  issuing  of  any  in¬ 
surance  or  annuity  contract  described  in 
this  paragraph  in  excess  of  5  percent  of  the 
total  of  premiums  and  other  consideration 
received  by  it  during  such  taxable  year  in 
respect  of  all  reinsurance  and  issuing  of  in¬ 
surance  and  annuity  contracts. 

"(2)  Special  rules. — For  purposes  of 
paragraph  (1)  — 

“(A)  In  the  application  of  part  I  of  sub¬ 
chapter  L,  life  insurance  company  taxable 
income  is  the  gain  from  operations  as  de¬ 
fined  in  section  809(b) . 

“(B)  A  corporation  which  would,  if  it 
were  a  domestic  corporation,  be  taxable  un¬ 
der  part  II  of  subchapter  L  shall  apply  para¬ 
graph  (1)  as  if  it  were  taxable  under  part 
III  of  subchapter  L. 

“(C)  The  following  provisions  of  sub¬ 
chapter  L  shall  not  apply; 

"(i)  Section  809(d)(4)  (operation  loss 
deduction) . 

“(ii)  Section  809(d)(5)  (certain  nonpar¬ 
ticipating  contracts) . 

“(iii)  Section  809(d)  (6)  (group  life,  acci¬ 
dent,  and  health  insurance) . 

“(iv)  Section  809(d)  (10)  (small  business 
deduction) . 

“(v)  Section  817(b)  (gain  on  property 
held  on  December  31,  1958,  and  certain  sub¬ 
stituted  property  acquired  after  1958). 

“(vi)  Section  832(b)(5)  (certain  capital 
losses) . 

“(D)  The  items  referred  to  in — 

“(i)  Section  809(c)(1)  (relating  to  gross 
amount  of  premiums  and  other  considera¬ 
tion)  , 

“(ii)  Section  809(c)(2)  (relating  to  net 
decrease  in  reserves) , 

“(iii)  Section  809(d)(2)  (relating  to  net 
increase  in  reserves) ,  and 
"(iv)  Section  832(b)  (4)  (relating  to  pre¬ 
miums  earned  on  insurance  contracts) , 
shall  be  taken  into  account  only  to  the  ex¬ 
tent  they  are  in  respect  of  any  reinsurance  or 
the  issuing  of  any  insurance  or  annuity  con¬ 
tract  described  in  paragraph  (1) . 

“(E)  All  items  of  income,  expenses,  losses, 
and  deductions  (other  than  those  taken 
into  account  under  subparagraph  (D) )  shall 
be  properly  allocated  or  apportioned  under 
regulations  prescribed  by  the  Secretary  or 
his  delegate. 

“(F)  The  income  derived  from  insurance 
of  United  States  risks  of  any  controlled  for¬ 
eign  corporation  for  any  taxable  year  shall 
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not  exceed  the  earnings  and  profits  of  such 
corporation  for  such  year. 

“Sec.  954.  Definitions. 

“(a)  Controlled  Foreign  Corporation. 

“(1)  General  rule. — For  purposes  of  this 
subpart,  the  term  ‘controlled  foreign  corpo¬ 
ration’  means  any  foreign  corporation  of 
which  more  than  50  percent  of  the  total 
combined  voting  power  of  all  classes  of  stock 
entitled  to  vote  is  owned  (within  the  mean¬ 
ing  of  section  955(a)),  or  is  considered  as 
owned  by  applying  the  rules  of  ownership  of 
section  955(b) ,  by  United  States  shareholders 
on  any  day  during  the  taxable  year  of  such 
foreign  corporation. 

“(2)  Special  rule  for  insurance. — For 
purposes  only  of  taking  into  account  income 
described  in  section  953(c)  (relating  to  in¬ 
come  derived  from  insurance  of  United 
States  risks) ,  the  term  ‘controlled  foreign 
corporation’  includes  not  only  a  foreign  cor¬ 
poration  as  defined  by  paragraph  (1)  but 
also  one  of  which  more  than  25  percent  of 
the  total  combined  voting  power  of  all  classes 
of  stock  is  owned  (within  the  meaning  of 
section  955(a)),  or  is  considered  as  owned 
by  applying  the  rules  of  ownership  of  section 
955(b)),  by  United  States  shareholders  on 
any  day  during  the  taxable  year  of  such  cor¬ 
poration,  if  the  gross  amount  of  premiums  or 
other  consideration  in  respect  of  reinsurance 
or  the  issuing  of  insurance  or  annuity  con¬ 
tracts  described  in  section  953(c) ,  exceeds  75 
percent  of  the  gross  amount  of  all  premiums 
or  other  consideration  in  respect  to  all  risks. 

“(b)  United  States  Shareholders  De¬ 
fined. — For  purposes  of  this  subpart,  the 
term  ‘United  States  shareholder’  means,  with 
respect  to  any  foreign  corporation,  a  United 
States  person  (as  defined  in  section  7701(a) 
(30) )  who  owns  (within  the  meaning  of  sec¬ 
tion  955(a)),  or  is  considered  as  owning  by 
applying  the  rules  of  ownership  of  section 
955(b),  10  percent  or  more  of  the  total  com¬ 
bined  voting  power  of  all  classes  of  stock 
entitled  to  vote  of  such  foreign  corporation. 
“Sec.  955.  Rules  for  Determining  Stock 
Ownership. 

"(a)  Direct  and  Indirect  Ownership. — 
“(1)  General  rule. — For  purposes  of  this 
subpart,  stock  owned  means — 

“(A)  stock  owned  directly,  and 
“(B)  stock  owned  with  the  application  of 
paragraph  (2) . 

“(2)  Stock  ownership  through  foreign 
entities. — For  purposes  of  subparagraph 
(B)  of  paragraph  (1),  stock  owned,  directly 
or  indirectly,  by  or  for  a  foreign  corporation, 
foreign  partnership,  or  foreign  trust  or  for¬ 
eign  estate  (within  the  meaning  of  section 
7701  (a)  (31))  shall  be  considered  as  being 
owned  proportionately  by  its  shareholders, 
partners,  or  beneficiaries.  Stock  considered 
to  be  owned  by  a  person  by  reason  of  the  ap¬ 
plication  of  the  preceding  sentence  shall, 
for  purposes  of  applying  such  sentence,  be 
treated  as  actually  owned  by  such  person. 

“(3)  Special  rule  for  mutual  insurance 
companies. — For  purposes  of  applying  para¬ 
graph  (1)  in  the  case  of  a  foreign  mutual 
insurance  company,  the  term  ‘6tock’  shall 
include  any  certificate  entitling  the  holder 
to  voting  power  in  the  corporation. 

“(b)  Constructive  Ownership.— For  pur¬ 
poses  of  sections  951,  953,  and  954,  section 
318(a)  (relating  to  constructive  ownership 
of  stock)  shall  apply  to  the  extent  that  the 
effect  is  to  treat  any  United  States  person  as 
a  United  States  shareholder  within  the 
meaning  of  section  954(b)  or  to  treat  a  for¬ 
eign  corporation  as  a  controlled  foreign  cor¬ 
poration  under  section  954(a),  except — 

“(1)  In  applying  paragraph  (1)  (A)  of 
section  318(a),  stock  owned  by  a  nonresi¬ 
dent  alien  individual  (other  than  a  foreign 
trust  of  foreign  estate)  shall  not  be  con¬ 
sidered  as  owned  by  a  citizen  or  by  a  resident 
alien  individual. 

“(2)  In  applying  the  first  sentence  of  sub- 
paragraphs  (A)  and  (B),  and  in  applying 


clause  (i)  of  subparagraph  (C) ,  of  section 
318(a)(2)  if  a  partnership,  estate,  trust,  or 
corporation  owns,  directly  or  indirectly,  more 
than  50  percent  of  the  total  combined  voting 
power  of  all  classes  of  stock  entitled  to  vote 
of  a  corporation,  it  shall  be  considered  as 
owning  all  the  stock  entitled  to  vote. 

“(3)  Stock  owned  by  a  partnership,  estate, 
trust,  or  corporation,  by  reason  of  the  appli¬ 
cation  of  the  second  sentence  of  subpara¬ 
graphs  (A)  and  (B),  and  the  application  of 
clause  (ii)  of  subparagraph  (C),  of  section 
318(a)  (2),  shall  not  be  considered  as  owned 
by  such  partnership,  estate,  trust,  or  corpora¬ 
tion,  for  the  purposes  of  applying  the  first 
sentence  of  subparagraphs  (A)  and  (B),  and 
in  applying  clause  (i)  of  subparagraph  (C), 
of  section  318(a)  (2). 

“(4)  In  applying  clause  (i)  of  subpara¬ 
graph  (C)  of  section  318(a)(2),  the  50-per¬ 
cent  limitation  contained  in  subparagraph 
(C)  shall  not  apply. 

“(5)  The  second  sentence  of  subparagraphs 
(A)  and  (B) ,  and  clause  (ii)  of  subparagraph 
(C) ,  of  section  318(a)  (2)  shall  not  be  applied 
so  as  to  consider  a  United  States  person  as 
owning  stock  which  is  owned  by  a  person 
who  is  not  a  United  States  person. 

“Sec.  956.  Exclusion  From  Gross  Income  of 
Previously  Taxed  Earnings 
and  Profits. 

“(a)  Exclusion  From  Gross  Income  of 
United  States  Persons. — For  purposes  of 
this  chapter,  the  earnings  and  profits  for  a 
taxable  year  of  a  foreign  corporation  attribu¬ 
table  to  amounts  which  are,  or  have  been, 
included  in  the  gross  income  of  a  United 
States  person  under  section  951  or  953  shall 
not,  when  such  amounts  are  distributed  to 
(or  would  but  for  this  subsection  be  included 
in  the  gross  income  of)  such  shareholder 
(or  any  other  United  States  person  who 
acquires  from  any  person  any  portion  of  the 
interest  of  such  United  States  shareholder 
in  such  foreign  corporation,  but  only  to  the 
extent  of  such  portion,  and  subject  to  such 
proof  of  the  identity  of  such  Interest  as  the 
Secretary  or  his  delegate  may  by  regulations 
prescribe)  directly,  or  indirectly  through  a 
chain  of  ownership  described  under  section 
955(a),  be  again  included  in  the  gross  in¬ 
come  of  such  United  States  person  (or  of 
such  other  United  States  person). 

“(b)  Exclusion  From  Gross  Income  of 
Certain  Foreign  Subsidiaries. — For  purposes 
of  sections  951  and  953,  the  earnings  and 
profits  for  a  taxable  year  of  a  controlled 
foreign  corporation  attributable  to  amounts 
which  are,  or  have  been,  included  in  the 
gross  income  of  a  United  States  shareholder 
under  section  951  or  953,  shall  not,  when 
distributed  through  a  chain  of  ownership 
described  under  section  955(a),  be  also  in¬ 
cluded  in  the  gross  income  of  another  con¬ 
trolled  foreign  corporation  in  such  chain  for 
purposes  of  the  application  of  section  951 
and  953  to  such  other  controlled  foreign 
corporation  with  respect  to  such  United 
States  shareholder  (or  to  any  other  United 
States  shareholder  who  acquires  from  any 
person  any  portion  of  the  interest  of  such 
United  States  shareholder  in  the  controlled 
foreign  corporation,  but  only  to  the  extent 
of  such  portion,  and  subject  to  such  proof 
of  identity  of  such  interest  as  the  Secretary 
or  his  delegate  may  prescribe  by  regula¬ 
tions)  . 

“(c)  Allocation  of  Distributions. — For 
purposes  of  subsections  (a)  and  (b),  section 
316(a)  shall  be  applied  by  applying  para¬ 
graph  (2)  thereof,  and  then  paragraph  (1) 
thereof — 

“(1)  first  to  earnings  and  profits  attribu¬ 
table  to  amounts  included  in  gross  income 
under  section  951  or  953,  and 

“(2)  then  to  other  earnings  and  profits. 

“(d)  Distributions  Excluded  From  Gross 
Income  Not  To  Be  Treated  as  Dividends. — 
Except  as  provided  in  section  957(a)  (3),  any 
distribution  excluded  from  gross  income 


under  subsection  (a)  shall  be  treated,  for 
purposes  of  this  chapter,  as  a  distribution 
which  is  not  a  dividend. 

“Sec.  957.  Special  Rules  for  Foreign  Tax 
Credit. 

“(a)  Taxes  Paid  by  a  Foreign  Corpora¬ 
tion. — 

“(1)  General  rule. — For  purposes  of  sub¬ 
part  A  of  this  part,  if  there  is  included,  under 
section  951  or  953,  in  the  gross  income  of  a 
domestic  corporation  any  amount  attribut¬ 
able  to  earnings  and  profits — 

“(A)  of  a  foreign  corporation  at  least  10 
percent  of  the  voting  stock  of  which  is  di¬ 
rectly  owned  by  such  domestic  corporation, 
or 

“(B)  of  a  foreign  corporation  at  least  50 
perecnt  of  the  voting  stock  of  which  is  di¬ 
rectly  owned  by  a  foreign  corporation  at  least 
10  percent  of  the  voting  stock  of  which  is 
in  turn  directly  owned  by  such  domestic 
corporation, 

then,  under  regulations  prescribed  by  the 
Secretary  or  his  delegate,  such  domestic 
corporation  shall  be  deemed  to  have  paid  the 
same  proportion  of  the  total  income,  war 
profits,'  and  excess  profits  taxes  paid  (or 
deemed  paid  if  paragraph  (4)  applies)  by 
such  foreign  corporation  to  a  foreign  coun¬ 
try  or  possession  of  the  United  States  for  the 
taxable  year  on  or  with  respect  to  earnings 
and  profits  of  such  foreign  corporation  which 
the  amount  of  earnings  and  profits  of  such 
foreign  corporation  so  included  in  gross  in¬ 
come  of  the  domestic  corporation  bears  to 
the  entire  amount  of  the  earnings  and  profits 
of  such  foreign  corporation  for  such  taxable 
year. 

“(2)  Taxes  previously  deemed  paid  by  do¬ 
mestic  corporation. — If  a  domestic  corpora¬ 
tion  receives  a  distribution  from  a  foreign 
corporation,  any  portion  of  which  is  ex¬ 
cluded  from  gross  income  under  section  956, 
the  income,  war  profits,  and  excess  profits 
taxes  paid  or  deemed  paid  by  such  foreign 
corporation  to  any  foreign  country  or  to  any 
possession  of  the  United  States  in  connection 
with  the  earnings  and  profits  of  such  foreign 
corporation  from  which  such  distribution  is 
made  shall  not  be  taken  into  account  for 
purposes  of  section  902,  to  the  extent  such 
taxes  were  deemed  paid  by  such  domestic 
corporation  under  paragraph  (1)  for  any 
prior  taxable  year. 

“(3)  Taxes  paid  by  foreign  corporation 
AND  NOT  PREVIOUSLY  DEEMED  PAID  BY  DOMESTIC 
corporation. — Any  portion  of  a  distribution 
from  a  foreign  corporation  received  by  a  do¬ 
mestic  corporation  which  is  excluded  from 
gross  income  under  section  956(a)  shall  be 
treated  by  the  domestic  corporation  as  a 
dividend,  solely  for  purposes  of  taking  into 
account  under  section  902  any  income,  war 
profits,  or  excess  profits  taxes  paid  to  any 
foreign  country  or  to  any  possession  of  the 
United  States,  on  or  with  respect  to  the  ac¬ 
cumulated  profits  of  such  foreign  corporation 
from  which  such  distribution  is  made,  which 
were  not  deemed  paid  by  the  domestic  cor¬ 
poration  under  paragraph  (1)  for  any  prior 
taxable  year. 

“(b)  Special  Rules  for  Foreign  Tax 
Credit  in  Year  of  Receipt  of  Previously 
Taxed  Earnings  and  Profits. — 

“(1)  Increase  in  section  904  limitation. — 
In  the  case  of  any  taxpayer  who — 

“(A)  either  (i)  chose  to  have  the  benefits 
of  subpart  A  of  this  part  for  a  taxable  year 
in  which  he  was  required  under  section  951 
or  953  to  include  in  his  gross  income  an 
amount  in  respect  of  a  controlled  foreign 
corporation,  or  (ii)  did  not  pay  or  accrue  for 
such  taxable  year  any  income,  war  profits, 
or  excess  profits  taxes  to  any  foreign  country 
or  to  any  possession  of  the  United  States,  and 

“(B)  chooses  to  have  the  benefits  of  sub¬ 
part  A  of  this  part  for  the  taxable  year  in 
which  he  receives  a  distribution  or  amount 
which  is  excluded  from  gross  income  under 
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section  956(a)  and  which  is  attributable  to 
earnings  and  profits  of  the  controlled  foreign 
corporation  which  was  Included  In  his  gross 
income  for  the  taxable  year  referred  to  in 
subparagraph  (A) ,  and 

“(C)  for  the  taxable  year  in  which  such 
distribution  or  amount  is  received,  pays,  or 
is  deemed  to  have  paid,  or  accrues  income, 
war  profits,  or  excess  profits  taxes  to  a  for¬ 
eign  country  or  to  any  possessions  of  the 
United  States  with  respect  to  such  distribu¬ 
tion  or  amount, 

the  applicable  limitation  under  section  904 
for  the  taxable  year  in  which  such  distribu¬ 
tion  or  amount  is  received  shall  be  increased 
as  provided  in  paragraph  (2),  but  such  in¬ 
crease  shall  not  exceed  the  amount  of  such 
taxes  paid,  or  deemed  paid,  or  accrued  with 
respect  to  such  distribution  or  amount. 

“(2)  Amount  of  increase. — The  amount 
of  increase  of  the  applicable  limitation 
under  section  904(a)  for  the  taxable  year  in 
which  the  distribution  or  amount  referred 
to  in  paragraph  (1)  (B)  is  received  shall  be 
an  amount  equal  to — 

“(A)  the  amount  by  which  the  applicable 
limitation  under  section  904(a)  for  the  tax¬ 
able  year  referred  to  in  paragraph  (1)  (A) 
was  increased  by  reason  of  the  inclusion  in 
gross  income  under  section  951  or  953  of  the 
amount  in  respect  of  the  controlled  foreign 
corporation,  reduced  by 

“(B)  the  amount  of  any  income,  war 
profits,  and  excess  profits  taxes  paid,  or 
deemed  paid,  or  accrued  to  any  foreign 
country  or  possession  of  the  United  States 
which  were  allowable  as  a  credit  under  sec¬ 
tion  901  for  the  taxable  year  referred  to  in 
paragraph  (1)  (A)  and  which  would  not  have 
ben  allowable  but  for  the  inclusion  in  gross 
income  of  the  amount  described  in  subpara¬ 
graph  (A). 

“(3)  Cases  in  which  taxes  not  to  be  al¬ 
lowed  as  a  deduction. — In  the  case  of  any 
taxpayer  who — 

“(A)  chose  to  have  the  benefits  of.  sub¬ 
part  A  of  this  part  for  a  taxable  year  in 
which  he  was  required  under  section  951  or 
953  to  include  in  his  gross  income  an  amount 
in  respect  of  a  controlled  foreign  corpora¬ 
tion,  and 

“(B)  does  not  choose  to  have  the  benefits 
of  subpart  A  of  this  part  for  the  taxable  year 
in  which  he  receives  a  distribution  or 
amount  which  is  excluded  from  gross  in¬ 
come  under  section  956(a)  and  which  is  at¬ 
tributable  to  earnings  and  profits  of  the  con¬ 
trolled  foreign  corporation  which  was  in¬ 
cluded  in  his  gross  income  for  the  taxable 
year  referred  to  in  subparagraph  (A) , 
no  deduction  shall  be  allowed  under  section 
164  for  the  taxable  year  in  which  such  dis¬ 
tribution  or  amount  is  received  for  any  in¬ 
come,  war  profits,  or  excess  profits  taxes  paid 
or  accrued  to  any  foreign  country  or  to  any 
possession  of  the  United  States  on  or  with 
respect  to  such  distribution  or  amount. 

"(4)  Insufficient  taxable  income. — If  an 
increase  in  the  limitation  under  this  sub¬ 
section  exceeds  the  tax  imposed  by  this 
c.hapter  for  such  year,  the  amount  of  such 
excess  shall  be  deemed  an  overpayment  of 
tax  for  such  year. 

“Sec.  958.  Adjustments  to  Basis  of  Stock  in 
Controlled  Foreign  Corpora¬ 
tion  and  of  Other  Property. 

“(a)  Increase  in  Basis. — Under  regula¬ 
tions  prescribed  by  the  Secretary  or  his  dele¬ 
gate,  the  basis  of  a  United  States  share¬ 
holder’s  stock  in  a  controlled  foreign  corpo¬ 
ration,  and  the  basis  of  property  of  a  United 
States  shareholder  by  reason  of  which  he  is 
considered  under  section  955(a)  (2)  as  own¬ 
ing  stock  of  a  controlled  foreign  corporation, 
shall  be  increased  by  the  amount  required  to 
be  included  in  his  gross  income  under  sec¬ 
tion  951  or  953  with  respect  to  such  stock 
or  with  respect  to  such  property,  as  the  case 
may  be,  but  only  to  the  extent  to  which  such 
amount  was  included  in  the  gross  income  of 
such  shareholder. 


“(1)  In  general. — Under  regulations  pre¬ 
scribed  by  the  Secretary  or  his  delegate,  the 
adjusted  basis  of  stock  or  other  property  with 
respect  to  which  a  United  States  shareholder 
receives  an  amount  which  is  excluded  from 
gross  income  under  section  956(a)  shall  be 
reduced  by  the  amount  so  excluded. 

“(2)  Amount  in  excess  of  bases. — To  the 
extent  that  an  amount  excluded  from  gross 
income  under  section  956(a)  exceeds  the  ad¬ 
justed  basis  of  the  stock  or  other  property 
with  respect  to  which  it  is  received,  the 
amount  shall  be  treated  as  gain  from  the 
sale  or  exchange  of  property. 

“Sec.  959.  Miscellaneous  provisions. 

“(a)  Earnings  and  Profits. — For  purposes 
of  this  subpart,  the  earnings  and  profits  of 
any  foreign  corporation,  and  the  deficit  in 
earnings  and  profits  of  any  foreign  corpora¬ 
tion,  for  any  taxable  year  shall  be  determined 
according  to  rules  substantially  similar  to 
those  applicable  to  domestic  corporations, 
under  regulations  prescribed  by  the  Secretary 
or  his  delegate. 

“(b)  Blocked  Foreign  Income. — Under 
regulations  prescribed  by  the  Secretary  or  his 
delegate,  no  part  of  the  earnings  and  profits 
of  a  controlled  foreign  corporation  for  any 
taxable  year  shall  be  included  in  earnings 
and  profits  for  purposes  of  this  subpart,  if 
it  is  established  to  the  satisfaction  of  the 
Secretary  or  his  delegate  that  such  part  could 
not  have  been  distributed  by  the  controlled 
foreign  corporation  to  U.S.  shareholders  who 
own  (within  the  meaning  of  section  955(a) ) 
stock  of  such  controlled  foreign  corporation 
because  of  currency  or  other  restrictions  or 
limitations  imposed  under  the  laws  of  any 
foreign  country. 

“(c)  Records  and  Accounts  of  United 
States  Shareholders.— The  Secretary  or  his 
delegate  may  by  regulations  require  each 
person  who  is,  or  has  been,  a  United  States 
shareholder  of  a  controlled  foreign  corpora¬ 
tion  to  maintain  such  records  and  accounts 
as  may  be  prescribed  by  such  regulations  as 
necessary  to  carry  out  the  provisions  of  this 
subpart.” 

(b)  Technical  and  Clerical  Amend¬ 
ments.— 

(1)  Section  551(b)  (relating  to  foreign 
personal  holding  company  income  included 
in  gross  income  of  United  States  sharehold¬ 
ers)  is  amended  by  adding  at  the  end  thereof 
the  following  new  sentence:  “The  amount 
included  in  the  gross  income  of  any  United 
States  shareholder  for  any  taxable  year  under 
the  preceding  sentence  shall  be  reduced  by 
such  shareholder’s  proportionate  share  of  the 
undistributed  personal  holding  company  in¬ 
come  which  is  included  in  his  gross  income 
under  section  951  or  953  (relating  to  certain 
amounts  included  in  gross  income  of  United 
States  shareholders)  for  such  taxable  year 
as  his  pro  rata  share  of  the  company’s  earn¬ 
ings  improperly  accumulated  in  income  de¬ 
rived  from  insurance  of  United  States  risks, 
as  the  case  may  be. 

(2)  Section  901  (relating  to  foreign  tax 
credit)  is  amended  by  striking  out  “section 
902”  and  inserting  in  lieu  thereof  “sections 
902  and  957”. 

(3)  Section  902(e)  is  amended  to  read  as 
follows : 

"(e)  Cross  References.— 

“(1)  For  application  of  subsections  (a) 
and  (b)  with  respect  to  taxes  deemed  paid 
in  a  prior  taxable  year  by  a  United  States 
shareholder  with  respect  to  a  controlled  for¬ 
eign  corporation,  see  section  957. 

"(2)  For  reduction  of  credit  with  respect 
to  dividends  paid  out  of  accumulated  profits 
for  years  for  which  certain  information  is 
not  furnished,  see  section  6038.” 

(4)  Section  904(f)  is  amended  to  read  as 
follows : 

“(f)  Cross  References. — 

“(1)  For  increase  of  applicable  limitation 
under  subsection  (a)  for  taxes  paid  with 
respect  to  amounts  received  which  were  in- 
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eluded  in  the  gross  Income  of  the  taxpayer 
for  a  prior  taxable  year  as  a  United  States 
shareholder  with  respect  to  a  controlled  for¬ 
eign  corporation,  see  section  957(b). 

“(2)  For  special  rule  relating  to  the  appli¬ 
cation  of  the  credit  provided  by  section  901 
in  the  case  of  affiliated  groups  which  include 
Western  Hemisphere  trade  corporations  for 
years  in  which  the  limitation  provided  by 
subsection  (a)  (2)  applies,  see  section  1503 
(d>.” 

(5)  The  table  of  subparts  for  part  III  of 
subchapter  N  of  chapter  1  is  amended  by 
adding  at  the  end  thereof  the  following: 

“Subpart  F.  Controlled  foreign  corpora¬ 
tions.” 

(6)  Section  1016(a)  (relating  to  adjust¬ 
ments  to  basis)  is  amended — 

(A)  by  striking  out  the  period  at  the  end 
of  paragraph  (18)  and  inserting  in  lieu 
thereof  a  semicolon;  and 

(B)  by  adding  after  paragraph  (18)  the 
following  new  paragraph: 

“(1)  to  the  extent  provided  in  section  958 
in  the  case  of  stock  in  controlled  foreign 
corporations  (or  foreign  corporations  which 
were  controlled  foreign  corporations)  and  of 
property  by  reason  of  which  a  person  is  con¬ 
sidered  as  owning  such  stock.” 

(c)  Effective  Date. — The  amendments 
made  by  this  section  shall  apply  with  re¬ 
spect  to  taxable  years  of  foreign  corpora¬ 
tions  beginning  after  December  31,  1962,  and 
to  taxable  years  of  United  States  shareholders 
within  which  or  with  which  such  taxable 
years  of  such  foreign  corporations  end. 


ORDER  FOR  ADJOURNMENT  UNTIL 
10  A.M.  TOMORROW 

Mr.  MANSFIELD.  Madam  President, 
I  ask  unanimous  consent  that  when  the 
Senate  concludes  its  session  tonight,  it 
adjourn  to  meet  at  10  o’clock  tomorrow 
morning. 

The  PRESIDING  OFFICER.  With¬ 
out  objection,  it  is  so  ordered. 


INCORPORATION  OF  SEA  CADET 
CORPS  OF  AMERICA 

The  PRESIDING  OFFICER  laid  be¬ 
fore  the  Senate  the  amendments  of  the 
House  of  Representatives  to  the  bill  (S. 
1308)  to  incorporate  the  Sea  Cadet  Corps 
of  America,  and  for  other  purposes, 
which  were,  on  page  4,  line  23,  after 
“title”  insert  “and  for  not  more  than 
one  year  thereafter,”;  on  page  5,  line  8, 
strike  out  “three”  and  insert  “ten”;  on 
page  5,  line  9,  strike  out  “fifteen”  and 
insert  “twenty-five”;  on  page  7,  line  20, 
strike  out  all  after  “(a)”  down  through 
and  including  “standards.”  in  line  23, 
and  insert  “The  accounts  of  the  corpora¬ 
tion  shall  be  audited  annually  in  accord¬ 
ance  with  generally  accepted  auditing 
standards  by  independent  certified  pub¬ 
lic  accountants  or  independent  licensed 
public  accountants,  certified  or  licensed 
by  a  regulatory  authority  of  a  State  or 
other  political  subdivision  of  the  United 
States.” 

And  to  amend  the  title  so  as  to  read: 
“An  Act  to  incorporate  the  Naval  Sea 
Cadet  Corps.” 

Mr.  DIRKSEN.  Madam  President,  the 
only  amendments  added  by  the  House 
were  amendments  to  require  an  audit  of 
this  corporation,  which  is  a  Federal  cor¬ 
poration.  I  move  that  the  Senate  concur 
in  the  amendments  of  the  House. 
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The  PRESIDING  OFFICER.  The 
question  is  on  agreeing  to  the  motion  of 
the  Sentor  from  Illinois. 

The  motion  was  agreed  to. 


REVENUE  ACT  OF  1962 

The  Senate  resumed  the  consideration 
of  the  bill  (H.R.  10650)  to  amend  the 
Internal  Revenue  Code  of  1954  to  provide 
a  credit  for  investment  in  certain  de¬ 
preciable  property,  to  eliminate  certain 
defects  and  inequities,  and  for  other 
purposes. 

ORDER  OP  BUSINESS  FOR  TOMORROW 

Mr.  MANSFIELD.  Madam  President, 

I  ask  unanimous  consent  that  tomorrow, 
following  the  convening  of  the  Senate  at 
10  a.m.,  under  the  order  now  entered, 
there  be  no  morning  hour;  that  the  vote 
on  the  pending  amendment  be  taken  at 

II  o’clock  tomorrow  morning,  and  that 
the  time  be  divided  equally  between  the 
Senator  from  Minnesota  [Mr.  Mc¬ 
Carthy]  and  the  Senator  from  Okla¬ 
homa  [Mr.  Kerr]. 

The  PRESIDING  OFFICER.  Is  there 
objection?  Without  objection,  it  is  so 
ordered. 

Mr.  MANSFIELD  subsequently  said: 
Mr.  President,  previously  I  made  a  unan¬ 
imous-consent  request  to  the  effect  that 
tomorrow  the  Senate  would  vote  on  the 
McCarthy  amendment  at  11  o’clock.  I 
should  like  to  change  that  schedule  now, 
due  to  circumstances  the  leadership  had 
not  foreseen,  to  11:30  a.m.,  with  the  time 
to  be  equally  divided  between  the  Sen¬ 
ator  from  Minnesota  [Mr.  McCarthy] 
and  the  Senator  from  Oklahoma  [Mr. 
Kerr] 

The  PRESIDING  OFFICER  (Mr.  Tal- 
madge  in  the  chair) .  Is  there  objection 
to  the  unanimous-consent  request? 
The  Chair  hears  none,  and  it  is  so 
ordered. 

Mr.  MANSFIELD.  Mr.  President,  I 
ask  unanimous  consent  that  at  the  con¬ 
clusion  of  the  vote  on  the  McCarthy 
amendment,  that  the  Senate  lay  aside 
the  pending  business  temporarily  and 
consider  the  independent  offices  appro¬ 
priation  bill,  and  that  2  hours  be  al¬ 
lowed  for  such  consideration,  and  that 
at  the  end  of  not  to  exceed  2  hours, 
the  Senate  return  to  the  consideration 
of  the  tax  bill. 

The  PRESIDING  OFFICER.  Is  there 
objection  to  the  unanimous-consent  re¬ 
quest?  The  Chair  hears  none,  and  it  is 
so  ordered. 

The  unanimous-consent  agreement 
was  subsequently  reduced  to  writing,  as 
follows: 

Unanimous-Consent  Agreement 

Ordered,  That  at  11:30  a.m.  tomorrow 
(Friday,  August  31,  1962),  the  Senate  proceed 
to  vote  without  further  debate  on  the  ques¬ 
tion  of  agreeing  to  the  amendment  pro¬ 
posed  by  Mr.  McCarthy,  relating  to  con¬ 
trolled  foreign  corporations  (printed  as 
“8-25-62-B”) ,  to  the  pending  bill  H.R.  10650, 
the  Revenue  Act  of  1962;  that  the  time  be¬ 
tween  the  meeting  of  the  Senate  at  10 
o’clock  a.m.  and  11:30  o’clock  be  equally 
divided  and  controlled  by  Mr.  McCarthy 
and  Mr.  Kerr;  that  immediately  following 
the  vote  on  the  foregoing  amendment  the 
said  bill  be  temporarily  laid  aside;  that  the 
Senate  then  proceed  to  consider  H.R.  12711, 
the  independent  offices  appropriation  bill,  for 


a  period  not  exceeding  2  hours,  after  which 
the  consideration  of  H.R.  10650  shall  be 
resumed.  (August  30,  1962.) 

Mr.  MCCARTHY  obtained  the  floor. 

Mr.  CARLSON.  Madam  President, 
will  the  Senator  from  Minnesota  yield 
briefly  to  me? 

Mr.  MCCARTHY.  I  yield,  with  the  un¬ 
derstanding  that  I  do  not  lose  the  floor. 

The  PRESIDING  OFFICER.  Without 
objection,  it  is  so  ordered. 


ADMINISTRATIVE  DIFFICULTIES 

INVOLVED  IN  CURRENT  TAXA¬ 
TION  OF  FOREIGN  INCOME 

Mr.  CARLSON.  Madam  President,  I 
wish  to  discuss  what  I  believe  to  be  some 
of  the  administrative  difficulties  involved 
in  the  current  taxation  of  foreign  in¬ 
come. 

We  have  before  us  consideration  of  the 
proposed  Revenue  Act  of  1962,  which  is 
replete  with  its  knotty  provisions  for  tax¬ 
ing  shareholders  currently  on  certain 
types  of  income  which  has  been  earned, 
but  not  distributed,  by  foreign  subsid¬ 
iaries  of  U.S.  taxpayers — if  I  may  be 
permitted  to  reduce  their  essence  and 
intent  to  simple  terms. 

Instead  of  solving  the  problems  pre¬ 
sented  by  oversea  operations  of  this 
kind,  I  feel  this  bill  would  legislate  even 
more  problems  into  existence.  These 
problems  arise  partly  because  these  fea¬ 
tures  of  the  measure  appear  to  be  aimed 
more  at  regulating  the  foreign  business 
of  U.S.  firms  than  to  raising  additional 
revenue,  and  partly  because  this  pro¬ 
posed  legislation  has  become  a  patch- 
work  which  attempts  to  correct  in¬ 
equities.  But  inequities  still  remain. 
Indeed,  the  entire  bill  is  studded  with 
outlandish  provisions  which  will,  if 
enacted  into  law,  create  a  nightmare  of 
administrative  confusion  for  both  tax¬ 
payers  and  the  Internal  Revenue  Service. 

I  doubt  very  much  that  section  12  of 
the  proposed  legislation  can  meet  very 
many  of  the  requirements  of  a  good  reve¬ 
nue  bill.  I  am  far  from  convinced,  for 
example,  that  the  tax  burden  will  be  a 
fair  and  equitable  one,  particularly  when 
I  see  such  things  as  the  penalty  laid  upon 
sales  income  as  differentiated  from 
manufacturing  income. 

This  legislation  falls  far  short  of  the 
basic  requirement  of  administrative  sim¬ 
plicity  which  is  an  important  objective 
in  drafting  tax  legislation.  First,  let  us 
ask:  is  the  plan  easy  to  administer  and 
the  tax  easy  to  collect?  Emphatically, 
no.  Not  only  the  taxpayer’s  determina¬ 
tion  of  the  amount  to  be  taxed  but  also 
the  Internal  Revenue  Service’s  collection 
and  auditing  activities  will  be  inundated 
in  a  sea  of  paperwork,  creating  a  waste¬ 
land  of  fruitless  records  and  conferences, 
leading  only  to  arbitrary  decisions  which 
will  clutter  court  calendars  for  years  to 
come.  Second,  will  the  tax  yield  ade¬ 
quate  revenue  in  terms  of  the  cost  of 
collection?  The  answer  must  again  be 
no.  As  we  all  know,  administrative  costs 
run  high,  and  unraveling  the  tangled 
knots  which  these  sections  are  bound  to 
produce  will  give  a  vast  upward  push  to 
our  administrative  and  collection  costs. 

A  good  indication  of  the  problems 
which  the  tax  bill  will  engender  can  be 


found  in  the  provisions  of  section  12, 
where  an  attempt  is  made  to  choke  off 
the  so-called  tax  haven  loophole  and 
remedy  suitcase  operation  abuses.  This 
section  may  well  have  the  desired  effect, 
but  the  burden  of  complying  with  the  re¬ 
quirements  of  this  proposal  is  not  limited 
to  those  companies  which  abuse  loop¬ 
holes  in  the  present  tax  legislation.  The 
problems  and  costs  of  compliance  are 
thrust  indiscriminately  upon  all,  includ¬ 
ing  the  Internal  Revenue  Service  which 
will  share  the  brunt  of  the  administra¬ 
tive  burden  with  the  taxpayer. 

The  differentiation  between  so-called 
“sales”  income — or  income  derived  solely 
from  pi’oducts  shipped  by  an  American 
firm  to  a  foreign  subsidiary  for  resale  in 
another  country — and  “manufacturing” 
income  is  designed,  of  course,  to  thwart 
loopholes  and  abuses,  but  in  so  doing  it 
traverses  a  maze  which  may,  in  many 
cases,  defy  solution. 

Theoretically,  if  less  than  30  percent 
of  the  gross  income  of  the  subsidiary 
is  derived  from  “sales”  income,  no  U.S. 
tax  will  be  imposed.  On  the  surface  this 
may  seem  like  a  reasonable,  if  somewhat 
arbitrary,  yardstick  to  ease  the  adminis¬ 
trative  burden  on  a  U.S.-controlled  for¬ 
eign  subsidiary  which  is  not  being  used 
to  avoid  taxes.  But  every  controlled  for¬ 
eign  corporation  which  does  any  “sales” 
business  outside  its  country  of  incorpora¬ 
tion  would  find  it  necessary  to  maintain 
product-by-product  records  of  purchases 
from  or  sales  to  related  corporations, 
tracing  the  flow  of  each  product  from 
source  to  destination.  It  would  be  ask¬ 
ing  a  bit  too  much  of  the  perspicacity  of 
the  businessman,  in  many  cases,  to  ex¬ 
pect  him  to  know  a  year  or  more  in  ad¬ 
vance  what  percentage  of  a  foreign  sub¬ 
sidiary’s  earnings  might  come  from 
“sales”  income. 

Consequently,  the  accumulation  of 
such  special-requirement  information 
would  be  necessary  whether  or  not  the 
sales  income  is  eventually  equal  to  30 
percent  or  more  of  the  foreign  corpora¬ 
tion’s  gross  income. 

Again,  complex  and  costly  record- 
keeping  would  be  required,  so  that  in¬ 
formation  would  be  available,  accumu¬ 
lated  on  a  current  basis,  even  though 
not  used.  Few,  if  any,  foreign  corpora¬ 
tions  maintain  their  records  on  the 
basis  of  U.S.  concepts.  To  compute 
earnings  and  profits  as  required  by  sec¬ 
tion  12  of  the  bill,  a  complete  trans¬ 
formation  of  accounting  records  back  to 
the  inception  of  the  foreign  subsidiary 
would  be  necessary. 

In  many  instances,  these  records  will 
simply  not  be  available.  In  short,  the 
Internal  Revenue  Service  is  being  asked 
to  insure  compliance  with  a  statute  that 
often  will  prove  impossible  to  enforce. 
We  must  remember  that  in  situations 
where  local  foreign  groups  own  a  sub¬ 
stantial  interest  in  the  corporation,  con¬ 
siderable  opposition  may  be  leveled 
against  the  added  accounting  burdens 
imposed  by  U.S.  tax  laws.  At 
best,  the  foreign  interest  would  insist 
that  the  costs  of  additional  recordkeep¬ 
ing  be  borne  exclusively  by  the  con¬ 
trolling  shareholder  in  the  United 
States.  As  a  result,  these  expenses 
would  relate  to  the  U.S.  income  tax  re- 
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turn,  and,  to  the  extent  that  they  are 
deductible,  would  like  any  other  ordi¬ 
nary  and  necessary  business  expenses 
be  assumed  in  part  by  the  U.S.  Treasury. 

Many  U.S.  companies  for  good  busi¬ 
ness  reasons  have  organized  100-percent 
owned  foreign  distribution  subsidiaries 
to  market  their  products  more  effec¬ 
tively  abroad.  Now  these  companies  will 
be  required  to  set  up  special  purpose 
records  to  segregate  their  earnings  by 
nature  and  type  of  income.  Local  man¬ 
agements  will  be  watching  these  records 
closely  to  check  on  whether  the  foreign 
income  will  or  will  not  be  taxed  to  the 
U.S.  shareholders  currently.  Where 
“sales”  income  approaches  the  ci'itical 
point,  each  additional  foreign  sale  will 
be  weighed  against  the  possibility  of  the 
tax  on  all  “sales”  income  back  in  the 
United  States.  Although  we  are  en¬ 
gaged  in  a  great  competitive  struggle  for 
export  markets  we  are  now  proposing  a 
whole  complex  of  new  rules  and  regula¬ 
tions  to  hamper  this  sales  effort. 

But  what  about  the  new  provisions 
for  the  relief  of  export  trade  corpora¬ 
tions?  Do  they  avoid  the  administrative 
burdens?  It  is  true  that  the  U.S.  stock¬ 
holder  would  not  be  taxed  currently  if 
the  foreign  corporation  qualifies  but  let 
us  review  briefly  what  it  must  establish 
to  qualify: 

First.  To  qualify  as  an  export  trade 
corporation  its  records  must  show  that  at 
least  90  percent  of  its  income  for  the 
prior  3-year  period  came  from  sources 
outside  the  United  States.  Its  records 
must  also  show  that  at  least  75  percent 
of  its  income  for  the  same  prior  3-year 
period  was  from  export  trade  income. 
But  bear  in  mind  that  the  75-percent  test 
does  not  apply  if  50  percent  or  more  of 
the  income  for  the  same  prior  3 -year 
period  is  derived  from  income  from  agri¬ 
cultural  products  grown  in  the  United 
States. 

Second.  Its  records  must  now  reflect 
the  new  concept  of  export  trade  income. 
Export  trade  income  results  from  the  sale 
to  an  unrelated  person;  this  means  the 
records  must  separately  reflect  those 
sales  where  there  is  less  than  50  percent 
common  control.  Now  after  it  is  deter¬ 
mined  that  the  sale  is  made  to  an  un¬ 
related  person  the  records  must  show 
that  the  sale  is  for  use  outside  the  United 
States.  Then,  furthermore,  the  records 
must  show  that  the  export  property  was 
manufactured  or  otherwise  originated  in 
the  United  States. 

Third.  The  records  have  established 
that  we  have  an  export  trade  corporation 
which  has  export  trade  income.  But  the 
U.S.  shareholder  may  still  be  taxed  on 
the  undistributed  income  of  the  export 
trade  corporation  if  the  income  arises 
from  the  marketing  of  goods  manufac¬ 
tured  by  the  U.S.  shareholder.  The  U.S. 
shareholder  is  still  taxed  on  this  undis¬ 
tributed  export  trade  income  to  the 
extent  that  it  exceeds  either  of  two  other 
factors,  which  must  be  established  by  the 
records. 

The  first'  factor  is  1  y2  times  export 
promotion  expenses.  The  records  must 
show  that  these  export  promotion  ex¬ 
penses  are  incurred  in  connection  with 
export  trade  income  and  specifically  in¬ 
clude  salaries,  rentals,  depreciation,  and 
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any  other  expenses  related  to  the  ex¬ 
port  trade  income.  But  the  records 
must  exclude  those  expenses  incurred  in 
the  United  States,  except  where  at  least 
90  percent  of  each  category  of  expense 
is  incurred  outside  the  United  States. 
So  much  for  the  first  limiting  test  on 
the  amount  of  export  trade  income  which 
is  not  taxed  currently  to  the  U.S.  share¬ 
holder. 

The  second  factor  limiting  tax  defer¬ 
ral  on  export  trade  income  is  also  com¬ 
puted  from  records  the  taxpayer  would 
be  required  to  keep.  The  tax  deferred 
income  is  limited  to  10  percent  of  the 
gross  receipts  of  the  export  trade  income 
for  the  tax  year.  But  even  after  all  this, 
the  special  recordkeeping  does  not  end 
here,  if  the  U.S.  shareholders  is  not  to 
be  taxed  on  the  undistributed  income  of 
the  export  trade  corporation. 

Fourth.  The  records  must  also  show 
that  this  income  which  we  now  have 
finally  determined  is  actually  invested  in 
export  trade  assets.  In  other  words, 
this  income  must  be  traced  in  the  rec¬ 
ords  into  these  specific  assets:  working 
capital  needed  to  produce  the  export 
trade  income;  inventory  of  export  prop¬ 
erty;  facilities  outside  the  United  States 
for  handling  the  export  products,  or  evi¬ 
dence  of  debt  executed  by  unrelated  per¬ 
sons  who  buy  export  property. 

Fifth.  The  recordkeeping  problems 
which  we  have  observed  arise  where  the 
export  trade  company  handles  only  goods 
manufactured  by  the  U.S.  shareholder- 
manufacturer.  The  complexity  of  the 
administrative  problems  is  vastly  in¬ 
creased  where  the  trading  company  also 
markets  goods  of  unaffiliated  manufac¬ 
turers.  But  the  tremendous  recordkeep¬ 
ing  difficulties  imposed  by  this  situation 
defy  description. 

The  administrative  burdens  involved 
in  supporting  export  trade  corporation 
relief  are  so  great  that  taxpayers  may  be 
impelled  to  establish  a  new  sales  sub¬ 
sidiary  in  each  separate  country  to  which 
they  export.  This  reorganization  of  sales 
activity  would  also  avoid  current  taxa¬ 
tion  of  the  sales  income  to  the  U.S.  stock¬ 
holder.  But  think  of  the  administrative 
burdens  caused  by  multiplying  sales  or¬ 
ganizations  so  that  each  separate  coun¬ 
try  would  have  its  own  separate  sales 
company.  For  example,  instead  of  one 
sales  company  for  the  Common  Market, 
there  would  be  six  sales  companies  for 
the  Common  Market;  there  would  be  a 
multiplicity  of  sales  organizations  in 
each  primary  marketing  area  in  place 
of  a  single  corporation.  And  this  extra 
burden  would  be  imposed  at  a  time  when 
we  are  trying  to  encourage  exports. 

It  is  not  my  purpose  to  dwell  on  the 
many  cumbersome  provisions  dealing 
with  the  current  taxation  of  foreign  in¬ 
come.  We  have  noted  just  a  few  of  the 
absurdities  which  are  readily  apparent 
in  the  tax  provisions  under  considera¬ 
tion.  They  are,  however,  typical  of  the 
administrative  problems  which  these’ 
proposals  would  unleash  for  both  the 
taxpayer  and  the  Internal  Revenue 
Service. 

Adding  up  the  more  obvious  problems 
which  this  proposed  legislation  would 
create  leads  us  to  the  following  conclu¬ 
sions  ;  It  will  unduly  burden  the  taxpay¬ 


er  by  requiring  him  to  develop  and  main¬ 
tain  special  records  to  support  his 
position;  it  will  create  a  difficult  audit 
problem  for  the  Internal  Revenue  Service 
which  may  lead  to  a  breakdown  of  audit 
control;  it  will  be  a  source  of  needless 
controversy  between  the  Service  and  the 
taxpayer;  it  will  create  a  vast  stream  of 
litigation  which  would  in  turn  delay  the 
determination  of  liability  for  many  years 
after  the  close  of  the  tax  year  in  ques¬ 
tion  ;  and  it  will  disrupt  established  busi¬ 
ness  relationships  in  an  intensely  com¬ 
petitive  worldwide  business  situation. 

It  is  strange,  indeed,  that  at  the  very 
tiim.  when  we  are  faced  with  the  avowed 
necessity  for  greater  productivity,  we 
suggest  legislation  which  would  siphon 
off  productive  manpower  into  nonpro¬ 
ductive  and  unnecessary  activity.  So 
great  is  the  impact  of  taxes  on  our  econ¬ 
omy  that  countless  hours  must  be  spent 
in  determining  the  effect  of  taxes  on  all 
forms  of  contemplated  business  transac¬ 
tions,  and  in  accumulating  the  informa¬ 
tion  required  for  the  proper  administra¬ 
tion  of  tax  laws.  How  much  more  logi¬ 
cal  and  effective  it  would  be  if  the  talent 
and  effort  devoted  to  tax  administration 
could  be  directed  to  increasing  the  na¬ 
tional  production  of  goods  and  services 
or  even  to  reducing  the  cost  of  produc¬ 
tion. 

We  cannot  go  on  forever  increasing 
our  administrative  burdens  if  we  are  to 
meet  the  challenge  of  foreign  competi¬ 
tion  and  keep  our  economy  strong.  Our 
foreign  competitors  are  lean  and  hungry. 
We  should  be  looking  for  ways  to  help 
business  trim  the  fat  from  its  operations 
rather  than  larding  it  on. 


ARMY’S  UTILIZATION  OF  SCIEN¬ 
TISTS  AND  ENGINEERS  CRITICIZED 

Mr.  PROXMIRE.  Mr.  President,  I 
hava  been  concerned  about  the  serious 
shortage  of  scientific  and  engineering 
manpower  that  we  face.  In  connection 
with  tlrtspace  authorization  earlier  this 
year,  I  offered  an  amendment  calling  for 
an  independent  study  of  the  manpower 
impact  ofVur  space  effort.  Just  a  few 
days  ago  I  rook  part  in  a  discussion  with 
the  Senator  \rom  Nevada  [Mr.  Cannon] 
on  this  problem,  during  his  fine  and 
thorough  speech  on  the  scientific  and 
engineering  manpower  crisis. 

This  afternoon.  I  would  like  to  call 
attention  to  another  aspect  of  this  prob¬ 
lem.  It  concerns  the  proper  utilization 
of  scientific  and  engineering  personnel 
by  our  Armed  Forces.  On  the  basis  of 
information  given  to  Ae,  it  appears  that 
the  U.S.  Army’s  critic^  skills  and  sci¬ 
entists  and  engineers  programs  are  by  no 
means  affording  a  satisfactory  way  of 
making  good  use  of  scientific  talent. 
Young  men  who  are  drafted  may  be 
assigned  to  these  programs,  where 
ostensibly  their  scientific  skills  will  be 
used  effectively.  Each  of  these  young 
men  has  as  a  minimum  some  graduate 
scientific  or  engineering  trainings.  Some 
have  Ph.D.’s;  many  have  master 
degrees.  \ 

Yet  there  are  abundant  indications 
that  these  able  young  men  frequently 
waste  their  time,  perform  low  priority 
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periodorSfif^ears  in  the  Standby  Reserve  of 
the  Army  ReservST— Mayal  Reserve,  Marine 
Corps  Reserve,  Air  ForceResatye,  or  Coast 
Guard  Reserve.”  "  - — . 


TRADE  EXTENSION  ACT  OF  1962- 
VIEWS  OF  TREASURY  DEPART¬ 
MENT 

Mr.  KERR.  Mr.  President,  the  memo¬ 
randum  expressing  the  views  of  the 
Treasury  on  the  Trade  Extension  Act  of 
1962,  H.R.  11970,  was  not  received  by  the 
Committee  on  Finance  in  time  to  be 
printed  in  the  official  hearings.  I  there¬ 
fore  ask  unanimous  consent  that  it  may 
be  printed  in  the  Record. 

There  being  no  objection,  the  memo¬ 
randum  was  ordered  to  be  printed  in  the 
Record,  as  follows: 

The  Secretary  of  the  Treasury, 
Washington,  D.C.,  August  15, 1962. 
Hon.  Harry  F.  Byrd, 

Chairman,  Committee  on  Finance, 

U.S.  Senate,  Washington,  D.C. 

Dear  Mr.  Chairman:  Thank  you  for  your 
letter  of  July  2,  1962,  requesting  a  report  on 
H.R.  11970,  the  Trade  Expansion  Act  of  1962. 
The  Treasury  Department  strongly  favors 
this  proposed  legislation  and  urges  its  en¬ 
actment. 

X  believe  it  to  be  vital  for  the  President  to 
have  the  authority  which  would  be  granted 
by  this  legislation.  It  would  permit  us  to 
adjust  our  trade  policies  so  as  to  give  maxi¬ 
mum  support  to  the  political,  military,  and 
economic  aims  of  the  United  States.  Ex¬ 
pansion  of  our  trade  is  important  to  our  bal¬ 
ance  of  payments  and  also  in  meeting  the 
need  for  more  rapid  economic  growth. 

I  enclose  a  memorandum  which  more  fully 
sets  forth  the  reasons  for  our  support  of  H.R. 
11970.  I  urge  prompt  and  favorable  consid¬ 
eration  of  the  proposed  legislation. 

Sincerely  yours, 

Douglas  Dillon. 

Memorandum  for  Senate  Finance  Commit¬ 
tee  on  Proposed  Trade  Expansion  Act  of 
1962  (H.R.  11970)  Treasury  Department 
The  Treasury  Department  recommends  ap¬ 
proval  of  H.R.  11970,  the  Trade  Expansion 
Act  of  1962.  It  would  provide  authority 
which  would  enable  the  President  to  adjust 
our  trade  policies  so  that  they  can  give  maxi¬ 
mum  support  to  the  political,  military,  and 
economic  aims  of  the  United  States.  It 
would  contribute  greatly  to  the  accomplish¬ 
ment  of  our  national  financial  objectives, 
especially  to  the  solution  of  our  balance  of 
payments  problem. 

Although  the  United  States  has  a  large 
surplus  of  exports  of  goods  and  services  over 
imports,  that  surplus  is  not  large  enough  to 
meet  our  other  payments.  The  commercial 
export  surplus  of  goods  and  services  (ex¬ 
cluding  exports  financed  with  U.S.  aid)  was 
at  an  annual  rate  of  $4.6  billion  in  the  first 
quarter  of  1962  and  was  $5.1  billion  in  1961 
and  $4.4  billion  in  1960.  Commercial  sur¬ 
pluses  of  this  magnitude,  however,  have  not 
been  large  enough  to  finance  all  of  the  foreign 
undertakings,  public  and  private,  of  the 
United  States.  The  largest  items  for  which 
provision  had  to  be  made  in  1961  were:  al¬ 
most  $3  billion  to  support  U.S.  military 
forces  abroad,  $2.5  billion  for  private  long¬ 
term  foreign  investment,  and  $1.3  billion  of 
economic  aid,  not  provided  in  the  form  of 
U.S.  goods  and  services. 

It  has  proved  possible,  however,  by  vigor¬ 
ous  attention  to  the  problem,  to  arrange  sub¬ 
stantial  offsetting  transactions.  Military 
cash  receipts  amounted  to  $400  million  in 
1961  and  to  more  than  $200  million  in  the 
first  quarter  of  1962.  Intensive  administra¬ 
tion  efforts  are  expected  to  result  in  further 
substantial  reductions  in  net  dollar  outlay 


for  military  expenditures  abroad  and  eco¬ 
nomic  assistance.  Almost  $700  million  was 
received  in  the  form  of  special  debt  prepay¬ 
ments  to  the  United  States  in  1961  and  sub¬ 
stantial  further  prepayments  are  being  re¬ 
ceived  in  1962.  The  basic  deficit  of  the 
United  States,  which  includes  all  interna¬ 
tional  transactions  except  the  unrecorded 
items  and  movements  of  U.S.  private  short¬ 
term  capital,  was  approximately  $400  million 
in  1961  as  compared  with  $1.9  billion  in  1960. 

Unrecorded  transactions,  and  various  types 
of  short-term  capital  movements,  involved 
additional  outflows  of  $2  billion  in  1961. 
The  overall  deficit  in  the  U.S.  balance  of 
payments  was  a  little  less  than  $2.5  billion, 
compared  with  $3.9  billion  in  1960.  Unre¬ 
corded  and  short-term  capital  transactions 
appear  to  have  been  more  favorable  during 
the  first  half  of  1962.  Looking  at  the  data 
now  available,  the  overall  deficit  in  the  first 
half  seems  to  have  been  at  an  annual  rate 
somewhere  between  $1  billion  and  $1.5 
billion. 

As  the  domestic  economy  grows,  American 
demand  for  imports  will  become  greater. 
Despite  our  best  efforts,  outlays  abroad  for 
the  national  defense,  aid  and  investment 
will  continue  to  be  large.  If  these  payments 
are  to  be  met,  the  United  States  must  export 
more.  The  necessary  expansion  of  exports 
can  occur  only  if,  through  negotiations,  the 
doors  to  major  foreign  markets — and  espe¬ 
cially  the  new  and  expanding  Common  Mar¬ 
ket  of  Western  Europe — are  opened  wider 
for  U5.  products. 

The  six  countries  which  formed  the  Eu¬ 
ropean  Economic  Community  have  now  es¬ 
tablished  their  common  external  tariff,  and 
are  expected  to  bring  it  into  full  effect  when 
their  “transitional  period”  is  over,  at  the 
latest  by  the  end  of  1969.  Also,  they  are 
rapidly  reducing  the  tariffs  which  apply  to 
their  trade  with  one  another  and  are  com¬ 
mitted  to  eliminate  them  altogether  by  the 
end  of  1969.  Their  common  agricultural 
policy,  and  the  terms  of  continued  associa¬ 
tion  with  newly  independent  countries  which 
were  formerly  European  colonies,  are  rapidly 
taking  shape.  The  United  Kingdom  is  ex¬ 
pected  to  join  the  European  Economic  Com¬ 
munity,  and  others  may  well  follow.  The 
resulting  expanded  Common  Market  will 
constitute  a  giant  new  economic  unit  within 
the  free  world.  If  U.S.  exports  are  to  be 
expanded  to  the  necessary  extent,  liberal 
access  to  the  Common  Market  is  absolutely 
essential. 

Efforts  to  achieve  balance  in  the  inter¬ 
national  payments  of  the  United  States  must 
not  be  viewed  as  a  battle  in  which  we  can 
win  a  decisive  victory  and  then  relax.  This 
is  a  campaign  which  must  be  waged  suc¬ 
cessfully  year  after  year.  To  ensure  favor¬ 
able  conditions  for  that  continuing  cam¬ 
paign,  we  must  show,  by  determined  action 
now,  the  direction  American  trade  policy  is 
going  to  take.  Then  foreign  governments 
will  know  that  the  United  States  is  resolved 
to  obtain  liberalized  access  to  foreign  mar¬ 
kets  for  its  products  and  is  prepared  to  bar¬ 
gain  realistically  for  such  access.  Moreover, 
investors  can  then  begin  without  delay  to 
base  their  forward  planning  on  the  premise 
that  it  will  be  economically  feasible  to  sup¬ 
ply  European  markets  with  products  from 
American  factories  and  farms. 

Trade  negotiating  authority  like  that  which 
has  recently  expired  would  be  completely  in¬ 
adequate  for  the  solution  of  the  problems 
we  face,  for  several  reasons.  First,  if  our 
negotiating  authority  continues  to  be  sub¬ 
ject  to  unduly  narrow  and  unrealistic  pro¬ 
cedures  for  item-by-item  determination  of 
possible  injury,  the  basic  intention  to  create 
authority  for  broad  negotiations  covering  a 
wide  range  of  commodities  would  be  frus¬ 
trated.  The  Common  Market  countries, 
which  have  found  across-the-board  tech¬ 
niques  the  only  practicable  method  for  their 
own  tariff  negotiations,  cannot  be  expected 


to  take  much  Interest  in  further  item-by¬ 
item  bargaining  on  narrowly  selective  lists 
of  commodities.  Second,  if  American  prod¬ 
ucts  are  to  be  competitive  with  European 
products,  all  of  which  are  to  gain  the  right 
to  move,  free  of  duty,  across  European  bor-. 
ders,  substantial  tariff  action  is  needed.  If 
reductions  cannot  exceed  the  20  percent  au¬ 
thority  under  which  negotiations  have  taken 
place  in  the  past,  at  best  only  marginal 
changes  in  our  trading  prospects  could  be 
achieved.  Third,  tariff  reduction  by  broad 
categories  offers  the  best  way  of  assuring 
reciprocity — of  obtaining  from  the  Com¬ 
mon  Market  full  value  in  tariff  cuts  for  U.S. 
reductions. 

If  broad  and  substantial  mutual  tariff  re¬ 
ductions  by  the  Common  Market  and  the 
United  States  are  effected  and  if  American 
producers,  through  appropriate  tax  and  other 
measures,  are  put  on  a  comparable  footing 
with  their  European  competitors,  the  re¬ 
sulting  expansion  of  two-way  trade  can  be 
expected  to  increase  significantly  the  com¬ 
mercial  trade  surplus  of  the  United  States — - 
with  corresponding  benefit  to  the  balance- 
of-payments  position. 

Commercial  merchandise  exports  of  the 
United  States  have  been  $17.7  billion,  and 
imports  have  averaged  about  $14.6  billion, 
in  each  of  the  last  2  years,  giving  an  annual 
merchandise  trade  surplus  of  about  $3  bil¬ 
lion  for  these  years. 

Exports  in  1961  to  the  Common  Market 
were  about  $3.5  billion  and  imports  $2.2  bil¬ 
lion,  giving  a  surplus  of  $1.3  billion.  A 
major  part  of  the  surplus  resulted  from  the 
movement  of  agricultural  goods,  which 
Europe  does  not  export  in  significant 
amounts.  Even  for  nonagricultural  goods, 
however,  our  exports  in  1961  to  the  Common 
Market  countries  were  valued  at  $2.4  bil¬ 
lion,  and  our  imports  at  $2  billion,  giving 
us  a  surplus  of  $400  million. 

The  trade  surplus  gives  the  United  States 
a  favorable  basis  for  improvement  of  its 
balance  of  payments  through  reciprocal  re¬ 
duction  of  tariffs.  The  scope  for  improve¬ 
ment  is  greatest  in  trade  with  European 
countries,  which  have  surpluses,  arising  from 
transactions  other  than  trade,  which  they 
could  use  readily  to  finance  larger  U.S. 
merchandise  trade  surpluses. 

If  tariffs  on  our  exports  and  imports  are 
reduced  to  a  comparable  extent,  the  natural 
assumption  would  be  that  exports  and  im¬ 
ports  would  rise  by  the  same  percentage. 
As  a  result,  the  American  trade  surplus 
would  become  larger. 

Conditions  now  evident,  and  likely  to  per¬ 
sist  for  a  number  of  years,  make  it  more 
likely,  however,  that  American  exports  to 
Western  Europe  would  rise  by  a  greater  per¬ 
centage  than  the  exports  of  Western  Euro¬ 
pean  countries  to  the  United  States.  Euro¬ 
pean  labor  resources  and  productive  capacity 
are  being  strained  to  support  present  rates 
of  production.  The  rapid  rise  of  real  in¬ 
comes  and  the  high  rate  of  capital  forma¬ 
tion  prevailing  in  the  European  economy 
may  be  expected  to  exert  strong  pressure 
toward  absorption  of  increases  in  output 
in  domestic  markets.  In  addition,  Euro¬ 
pean  demand  may  be  particularly  strong  and 
persistent  for  products  which  the  United 
States  already  has  the  plant  capacity  and 
the  labor  force  to  supply  in  quantity.  This 
is  particularly  true  of  (1)  machinery  asso¬ 
ciated  with  the  advanced  labor-saving  meth¬ 
ods  already  well  established  in  the  United 
States,  (2)  equipment  resulting  from  our 
intensive  research  and  development  pro¬ 
grams,  and  (3)  consumer  goods  which  have 
not  been  available  in  Europe,  but  are  com¬ 
ing  into  use  as  incomes  of  ever-larger  groups 
rise  toward  the  American  level. 

The  trade  expansion  bill  is  also  important 
in  meeting  the  need  for  more  rapid  economic 
growth.  Our  principal  domestic  economic 
problem  is  how  to  stimulate  increasing  pro¬ 
duction  and  jobs.  A  million  and  a  half 
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new  jobs  must  be  created  every  year  during 
the  present  decade  to  provide  for  the  ex¬ 
pected  increase  in  our  labor  force.  In  ad¬ 
dition,  more  than  a  million  jobs  are  needed 
if  unemployment  is  to  be  reduced  from  its 
present  unacceptable  level  of  more  than  5j4 
percent,  to  a  more  tolerable  level  of  4  per¬ 
cent.  Finally,  there  must  be  employment 
opportunities  for  the  millions  of  workers 
whose  present  jobs  will  be  affected  by  ad¬ 
vancing  technology  in  the  years  ahead. 

The  proposed  trade  program  is  designed  to 
be  a  key  portion  of  our  whole  effort  to  meet 
the  need,  both  for  more  employment,  and 
for  better  employment  of  all  our  resources. 
With  new  trade  legislation  we  may  look  for¬ 
ward  to  substantial  increases  in  a  wide  range 
of  American  exports.  These  will  be  in  lines 
of  production  in  which  we  have  now,  or  in 
which  we  can  achieve,  our  greatest  com¬ 
petitive  strength.  These  will  be  branches 
of  industry  and  of  agriculture  in  which  our 
advanced  technology  and  high  skills  find 
their  greatest  role. 

Increases  of  imports,  as  well  as  of  exports, 
will  result  from  the  reciprocal  reduction  of 
tariffs.  In  a  resilient,  expanding  economy, 
there  will  be  a  minimum  of  damage  from 
those  increased  imports.  The  reduction  in 
tariffs  and  any  resulting  increase  in  im¬ 
ports  will  be  gradual  over  a  period  of  years. 
Most  of  the  adjustment  to  import  competi¬ 
tion  will  take  place,  unnoticed,  as  part  of 
the  dynamic  readjustment  of  our  economy 
which  goes  on  constantly.  If  the  American 
labor  and  capital  which  may  have  been 
gradually  displaced  by  imports  could  be  iden¬ 
tified,  they  would  not  be  found  idle,  but 
rather,  busily  engaged  in  new  enterprises, 
using  new  methods,  furnishing  new  services, 
or  producing  new  products,  many  of  them 
for  export  markets. 

The  Treasury  Department  has  particular 
responsibility  for  several  phases  of  the  ad¬ 
ministration’s  general  program  to  stimulate 
faster  application  of  technical  achievements, 
and  to  strengthen  emphasis  upon  facing  the 
challenges,  and  winning  the  rewards,  of  more 
rapid  economic  growth.  While  helping  to 
achieve  the  goals  we  have  set  for  our  do¬ 
mestic  economy,  these  measures  will 
strengthen  our  ability  to  meet  international 
competition. 

One  measure,  designed  by  the  Treasury 
Department  to  encourage  business  gener¬ 
ally,  and  to  assist  it  in  modernization  of  ma¬ 
chinery  and  equipment,  is  the  investment 
credit  proposal  which  the  Finance  Commit¬ 
tee  has  considered.  A  second  measure  is 
the  Treasury  Department’s  recent  publica¬ 
tion  of  new  guidelines  for  depreciation  in  all 
industries.  Substantial  reductions  in  the 
suggested  useful  lives  of  equipment  were 
made,  effective  immediately. 

Revision  of  depreciation  schedules  and 
the  investment  credit  can  powerfully  assist 
American  manufacturers  to  modernize  and 
to  sell  at  competitive  prices  at  home  and 
abroad.  These  tax  reforms  should  be  espe¬ 
cially  valuable  to  U.S.  producers  who  are, 
for  competitive  reasons,  forced  to  speed  their 
replacement  of.  existing  equipment  with 
more  efficient  machinery. 

A  third  tax  measure  is  now  proposed.  It 
appears  as  section  317  of  the  Trade  Expan¬ 
sion  bill.  Firms  found  to  be  eligible  for  ad¬ 
justment  assistance  as  a  consequence  of  in¬ 
creased  imports  could  be  given  tax  relief  in 
the  form  of  a  5 -year  carryback  of  net  op¬ 
erating  losses,  as  contrasted  with  the  usual 
3 -year  carryback.  The  additional  carry¬ 
back  provided  by  the  adjustment  assistance 
provisions  of  the  bill  would  permit  a  firm 
suffering  a  net  operating  loss  resulting  from 
import  competition  to  receive  a  refund  of 
taxes  paid  in  previous  years.  The  firm,  in 
accordance  with  its  readjustment  plan, 
would  be  able  to  use  such  tax  refunds  to 
finance  new  investments  designed  to  restore 
profitable  operation. 


The  impact  of  imports  will  be  gradual 
enough  to  allow  almost  all  of  the  readjust¬ 
ment  to  be  accomplished  through  normal 
retirements  of  workers,  through  normal 
write-offs  and  abandonment  of  obsolete  pro¬ 
duction  equipment,  and  the  like,  just  as  is 
the  case  in  response  to  domestic  competition. 
The  adjustment  assistance  provisions,  plus 
the  escape  clause,  which  will  be  retained,  are 
intended  to  take  care  of  the  cases  of  hard¬ 
ship  that  are  likely  to  arise. 

The  annual  expenditure  for  adjustment 
assistance  to  firms  would,  of  course,  be  very 
limited  in  the  period  before  new  tariff  re¬ 
ductions  have  been  made.  Outlays  are  not 
expected  to  exceed  $25  million,  however, 
even  in  the  5th  year,  by  which  time  the 
program  will  be  in  full  operation.  As  the 
program  is  continued  over  a  period  of  years, 
any  outlays  for  loans  to  firms  would  be  offset 
to  an  increasing  extent  by  repayments  on 
prior  loans.  The  additional  expenditures 
arising  from  benefits  to  workers  under  the 
bill  are  not  expected  to  exceed  $20  mililon 
annually  after  5  years. 

If  the  United  States  does  not  press  for 
wider  trading  opportunities,  what  develop¬ 
ments  should  be  expected?  Perhaps  our 
principal  trading  partners  would  not,  in  gen¬ 
eral,  resort  to  increased  tariffs  against  us,  or 
any  other  deliberate  action  to  curtail  our 
trade  opportunities.  But,  if  internal  tariffs 
in  the  Common  Market  disappear,  and  if  we 
have  not  been  able  to  bargain  down  the  out¬ 
side  tariff  wall  of  the  Common  Market,  it 
may  well  prove  impossible  for  the  United 
States  to  avoid  serious  shrinkage  of  our  trade 
surpluses  from  levels  which  are  already 
proving  inadequate. 

H.R.  11970  has  been  carefully  developed  to 
meet  the  need  for  more  far-reaching  trade 
negotiations,  consistent  with  our  goals  for 
the  economy  of  the  United  States.  The 
trade  adjustment  program  for  which  this 
legislation  would  provide  appears  financially 
sound,  and  can  be  expected  to  furnish,  at 
reasonable  cost,  justified  assistance  to  firms 
and  their  employees  encountering  unusual 
difficulty  in  adjusting  to  changes  in  tariff 
rates.  Trade  legislation  of  this  scope  is 
essential  for  the  achievement  and  mainte¬ 
nance  of  a  reliable  balance  between  the  for¬ 
eign  payments  and  receipts  of  the  United 
States  in  the  years  ahead. 


REVENUE  ACT  OF  1962 

The  Senate  resumed  the  consideration 
of  the  bill  (H.R.  10650)  to  amend  the 
Internal  Revenue  Code  of  1954  to  pro¬ 
vide  a  credit  for  investment  in  certain 
depreciable  property,  to  eliminate  cer¬ 
tain  defects  and  inequities,  and  for  other 
purposes. 

Mr.  McCarthy.  Mr.  President,  the 
amendment  I  am  offering  is  a  partial 
substitute  for  the  Finance  Committee’s 
provision  relating  to  controlled  foreign 
corporations,  taxes  to  U.S.  shareholders 
of  controlled  foreign  corporations,  and 
their  share  of  the  profits  of  these  cor¬ 
porations  which  are  accumulated  beyond 
the  reasonable  needs  of  the  business. 
The  profits  unreasonably  accumulated 
are  taxed  to  the  U.S.  shareholders  only 
to  the  extent  of  earnings  and  profits  ac¬ 
cumulated  in  taxable  years  beginning 
after  December  31,  1962.  The  concepts 
and  procedures  followed  in  determining 
when  profits  are  accumulated  beyond  the 
reasonable  needs  of  the  business  follow, 
to  the  extent  feasible,  the  same  concepts 
provided  under  present  law  in  taxing 
domestic  corporations  on  earnings  un¬ 
reasonably  accumulated,  although  the 
tax  imposed  is  different. 


August  30 

In  general  terms,  the  amendment  pro¬ 
vides  that  property,  other  than  the  fol¬ 
lowing,  will  be  considered  property  be¬ 
yond  the  reasonable  needs  of  the  busi¬ 
ness  unless  by  the  preponderance  of  the 
evidence  proved  to  the  contrary: 

First.  Property  located  outside  the 
United  States  which  is  ordinary  and 
necessary  to  a  business  carried  on  by  the 
controlled  corporations  almost  wholly 
without  the  United  States. 

Second.  Certain  specified  property 
necessary  to  the  trade  or  business  out¬ 
side  the  United  States,  even  though  lo¬ 
cated  in  this  country.  Thus,  the  amend¬ 
ment  would  permit  the  funds  to  be  held 
in  Government  obligations  and  bank  ac¬ 
counts  in  the  United  States  for  the  for¬ 
eign  business.  Similarly,  property  may 
be  held  here  for  the  foreign  business  if 
it  is  purchased  for  export,  if  it  repre¬ 
sents  a  reasonable  loan  arising  from  the 
foreign  business,  if  it  represents  certain 
specified  types  of  transportation  equip¬ 
ment  used  partially  within  but  largely 
without  the  United  States,  or  if  it  repre¬ 
sents  certain  assets  of  insurance  com¬ 
panies. 

Third.  Stocks  or  bonds  owned  by  con¬ 
trolled  foreign  corporation  in  another 
foreign  corporation  in  which  it  has  at 
least  a  10-percent  interest. 

Fourth.  Any  investments  which  are 
required  because  of  restrictions  imposed 
by  a  foreign  country.  This  would  in¬ 
clude  investments  even  though  not  im¬ 
mediately  associated  with  a  trade  or 
business  if  they  arise  from  compensation 
paid  to  a  company  for  expropriation  of 
its  foreign  business  or  a  part  of  such 
business. 

In  addition  to  taxing  to  the  U.S. 
shareholders  accumulations  beyond  the 
reasonable  needs  of  the  business,  this 
amendment  also  taxes  to  these  U.S. 
shareholders  in  the  case  of  a  controlled 
foreign  corporation  income  such  a  com¬ 
pany  earns  from  insurance  of  U.S.  risks. 
This  provision  in  my  amendment  is 
practically  .the  same  as  the  first  feature 
of  the  controlled  foreign  corporation 
provisions  in  the  bill  as  reported  by  the 
Finance  Committee. 

As  indicated  in  the  committee  report, 
this  is  designed  to  tax  what  is  essentially 
U.S.  insurance  business  which,  through 
one  device  or  another,  has  been  either 
issued  to,  or  transferred  to,  foreign  cor¬ 
porations  in  order  to  avoid  the  U.S.  cor¬ 
porate  income  tax  on  underwriting  gains. 

I  repeat  and  stress,  my  amendment 
is  essentially  the  same  in  this  respect  as 
the  provision  in  the  bill  as  reported  by 
the  Finance  Committee. 

The  controlled  foreign  corporation 
provision  in  the  Finance  Committee  ver¬ 
sions  of  this  bill  in  the  case  of  controlled 
foreign  corporation  taxes  to  U.S.  share¬ 
holders  : 

First.  Income  from  insurance  abroad 
of  U.S.  risks; 

Second.  Income  from  passive  invest¬ 
ments,  such  as  dividends,  interest,  roy¬ 
alties,  etc; 

Third.  Income  from  sales  subsidiaries 
of  U.S.  concerns  which  are  incorporated 
in  countries  other  than  that  where  the 
principal  operations  of  the  foreign  busi¬ 
ness  are  carried  on; 
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Fourth.  Service  income  from  subsidi¬ 
aries  of  the  basic  foreign  corporations; 
and 

Fifth.  Earnings  from  foreign  opera¬ 
tions  which  are  invested  in  U.S.  property 
which  is  unrelated  to  the  basic  foreign 
business. 

This  amendment  taxes  income  from 
insurance  abroad  of  U.S.  risks  in  sub¬ 
stantially  the  same  manner  as  the  Fi¬ 
nance  Committee  bill.  In  addition,  since 
investments  in  U.S.  property  are  likely 
to  be  classified  as  beyond  the  reasonable 
needs  of  the  business,  this  amendment 
essentially  treats  earnings  reinvested  in 
U.S.  property  in  the  same  manner  as 
the  Finance  Committee  provision. 

The  basic  difference  between  my 
amendment,  which  is  cosponsored  by  tlfe 
Senator  from  New  York  [Mr.  JavitsI 
and  the  Finance  Committee  provision  is 
that  the  amendment  would  substitute  a 
tax  on  funds  accumulated  beyond  the 
reasonable  needs  of  the  business  for  a  tax 
on  investment  income,  income  from  sales 
subsidiaries  and  income  from  service  sub¬ 
sidiaries. 

Questions  have  been  raised  as  to  the 
effect  of  the  Finance  Committee  provi¬ 
sion,  and  this  amendment,  on  what  has 
sometimes  been  described  as  runaway 
movie  productions.  These  generally  are 
foreign  corporations  set  up  for  the  pro¬ 
duction  of  either  a  single  or  a  series  of 
motion  picture  productions.  Once  the 
motion  pictures  are  produced,  they  may 
be  sold  to  another  corporation,  or  they 
may  be  held  by  the  corporation  in  ques¬ 
tion  for  the  receipt  of  movie  rental  in¬ 
come.  Under  the  Finance  Committee 
provision,  if  after  the  sale  of  the  movies 
the  funds  were  invested»in  stocks  or  se¬ 
curities,  this  income  would  be  taxed  to 
the  U.S.  shareholders.  If  the  produc¬ 
tions  were  not  sold  but  instead  were  held 
for  the  receipt  of  rental  income,  once 
this  income  reached  30  percent  or  more 
of  the  total  income  of  the  corporation, 
the  Finance  Committee  provision  would 
tax  this  income  to  the  U.S.  shareholders. 

This  amendment,  if  the  movie  produc¬ 
tions  were  sold  and  the  proceeds  invested 
in  stocks  or  securities,  would  tax  this  in¬ 
come  to  the  U.S.  shareholders  as  income 
beyond  the  reasonable  needs  of  the  busi¬ 
ness,  in  the  same  way  it  would  be  taxed 
under  the  Finance  Committee  provision. 
This  would  also  be  true  if  the  films  were 
held  for  the  receipt  of  rental  income  un¬ 
less  these  proceeds  were  used  in  the  pro¬ 
duction  of  further  movies  or  were  used 
to  purchase  movies  so  that  the  business 
of  the  corporation  was  viewed  as  leasing 
motion  picture  films.  It  is  clear,  how¬ 
ever,  that  an  unreasonable  accumula¬ 
tions  tax,  coupled  with  section  15  of  the 
bill  which  taxes  the  accumulations  of  a 
foreign  corporation  made  in  the  future 
at  ordinary  income  tax  rates  when  the 
foreign  operation  is  liquidated  or  its  stock 
is  sold,  would  tax  earnings  from  motion 
picture  productions  as  ordinary  income 
either  currently  as  earned  or  at  the  time 
of  the  liquidation  of  the  foreign  enter¬ 
prise. 

Mr.  President,  the  Committee  on  Fi¬ 
nance  held  extensive  healings  on  the 
question  of  the  manner  in  which  income 
of  domestic  corporations  which  control 
subsidiaries  in  foreign  countries  should 
be  treated;  as  to  how  the  taxes  might  be 


properly  determined,  and  as  to  how  they 
might  be  imposed.  The  deliberations  re¬ 
ceived  a  great  deal  of’ attention  in  the 
financial  press  of  the  country,  as  well  as 
in  the  general  popular  press. 

I  ask  unanimous  consent  to  have 
printed  in  the  Record  a  series  of  edi¬ 
torials  and  articles  which  appeared  in 
the  newspapers  of  this  country  over  the 
period  of  the  past  month  or  two,  touch¬ 
ing  upon  the  question  of  the  taxation  of 
foreign  income. 

One  is  from  the  Washington  Post  and 
Times  Herald  and  is  entitled  “Taxation 
of  Foreign  Income.” 

Another  is  from  the  Cincinnati  En¬ 
quirer  and  bears  the  title  in  the  form  of 
a  question,  “Why  Cut  Our  Own 
Throats?” 

A  third  is  from  Business  Week  of  May 
5,  1962,  and  makes  reference  to  the  pro¬ 
visions  of  the  bill  with  the  lead  state¬ 
ment,  “Too  Confused  for  Words.” 

Another  is  from  the  New  York  Herald 
Tribune,  written  by  Donald  I.  Rogers,  en¬ 
titled  “Hobbling  Business.” 

Another  is  from  the  Wall  Street  Jour¬ 
nal  and  is  entitled  “How  Not  To  Succeed 
in  the  World.” 

Another  is  from  the  Journal  of  Com¬ 
merce,  with  the  general  title  of  “Taxing 
Foreign  Earnings.” 

One  is  from  the  Baltimore  Sun  and 
relates  to  the  question  of  “Oversea 
Investment.” 

Another  is  from  the  Vineland  (N.J.) 
Times  Journal  and  is  entitled  “Keeping 
Up  With  the  Times.” 

One  is  from  the  Daily  Commercial 
News  of  San  Francisco,  Calif.,  and  is  en¬ 
titled  “We  Need  a  Spur— Not  a  Brake.” 

Another  is  from  the  Camden  Chronicle 
of  Camden,  S.C.,  and  is  entitled  “Could 
Cost  Jobs.” 

One  from  the  Christian  Science  Moni¬ 
tor  is  in  the  form  of  an  article  written 
by  George  H.  Favre  and  is  entitled  “Tax 
Policy  in  Perspective.” 

There  is  a  special  report  from  the 
U.S.  News  &  World  Report  entitled 
“Other  Side  of  Oversea  Dollars — the 
Dollars  That  Flow  Back.” 

From  Time  magazine,  the  section  on 
public  policy,  is  an  article  dealing  with 
the  topic  of  “Those  Foreign  Profits.” 

From  the  Los  Angeles  (Calif.)  Times  is 
an  editorial  entitled  “What  Makes  the 
Tax  Bill  Bad.” 

The  final  article  is  from  the  Toronto 
Financial  Post,  which  opens  up  with  the 
observation,  written  by  John  G.  McDon¬ 
ald,  “Here’s  Where  United  States  Aids 
Rivals  in  Other  Markets.” 

There  being  no  objection,  the  articles 
and  editorials  were  ordered  to  be  printed 
in  the  Record,  as  follows : 

[Prom  the  Washington  Post,  June  3,  1962] 
Taxation  op  Foreign  Income 
The  legislative  debate  over  the  taxation  of 
foreign  income  points  to  the  conclusion  that 
the  benefits  that  might  flow  from  the  legis¬ 
lation  proposed  by  the  Treasury  would  fail  to 
compensate  for  the  damage  it  might  do.  The 
Treasury  wants  to  tax  the  income  of  Ameri¬ 
can  foreign  subsidiaries  in  industrial  coun¬ 
tries  when  it  is  earned,  instead  of,  as  now, 
when  it  is  received.  It  also  wants  to  block 
the  use  of  so-called  tax  havens  abroad.  The 
Treasury  argues  that  the  legislation  would 
make  the  tax  law  neutral  as  between  domes¬ 
tic  and  foreign  investment,  strengthen  the 


balance  of  payments,  and  stimulate  invest¬ 
ment  and  employment  at  home. 

The  House,  in  voting  on  the  bill,  left  the 
present  tax  deferral  largely  in  being,  but 
went  along  on  the  closing  of  tax  havens.  In 
presenting  the  project  to  the  Senate  Finance 
Committee,  the  Treasury  stresses  its  prefer¬ 
ence  for  ending  the  deferral,  but  seems  rec¬ 
onciled  to  getting  only  the  tax  haven  pro¬ 
visions. 

Continued  freedom  for  foreign  investment, 
except  for  specific  tax  haven  abuses,  seems 
to  be  the  logical  conclusion  to  be  drawn 
from  the  debate  between  the  Treasury  and 
the  taxpaying  corporations.  This  debate  has 
proceeded  at  a  remarkably  high  intellectual 
level,  in  commendable  contrast  to  much  of 
the  discussion  over  the  tax  bill.  The  com¬ 
panies  no  doubt  have  tended  to  overstate 
their  case.  But  their  fundamental  points 
they  have  made  to  stick. 

It  has  become  clear  that  the  improvement 
in  the  balance  of  payments  probably  would 
be  smaller  than  had  been  supposed  and  in 
any  case  short  lived.  The  reason  is  that 
while  the  outflow  of  capital  might  diminish, 
so  would  exports  in  the  form  of  sales  to 
subsidiaries.  In  the  longer  run,  foreign  in¬ 
come  forgone  would  outweigh  any  gains 
from  reduced  capital  outflow. 

The  neutrality  of  the  tax  impact  between 
domestic  and  foreign  investment  at  which 
the  Treasury  alms  would  destroy  the  com¬ 
petitive  equality  between  American  subsidi¬ 
aries  and  their  foreign  rivals.  If  the  latter 
are  taxed  less  heavily,  they  will  outcompete 
the  American  firms.  The  present  law,  more¬ 
over,  does  not  involve  a  deliberate  subsidiza¬ 
tion  of  foreign  investment.  It  is  the  logical 
application  of  the  principle  which  rules  for 
domestic  taxes  that  income  is  not  to  be 
taxed  before  it  is  received. 

The  fear  that  some  Jobs  and  some  sales 
will  be  lost  if  American  firms  supply  then- 
foreign  markets  from  abroad  instead  of  by 
exporting  is  probably  realistic.  But  to  try 
to  protect  American  industry  and  labor  by 
means  of  the  tax  law  would  constitute  a 
new  form  of  protectionism  that  ill  accords 
with  the  liberal  principles  embodied  in  the 
trade  legislation  sponsored  by  the  adminis¬ 
tration.  In  any  case,  the  effort  to  protect 
jobs  and  sales  may  prove  futile  if  the  prod¬ 
ucts  meanwhile  have  ceased  to  be  com¬ 
petitive. 

The  outlook  for  investment  in  the  less 
developed  countries  will  suffer  if  investment 
in  the  industrial  countries  is  penalized,  even 
though  those  countries  are  now  exempted 
from  the  legislation.  The  investor  can 
hardly  fail  to  notice  the  handwriting  on  the 
wall  telling  him  that  some  future  turn  of 
the  tax  screw  will  probably  reach  him  even 
there. 

The  issue  then  boils  down  to  a  simple  ques¬ 
tion.  Is  the  balance-of-payments  situation 
so  desperate  that  in  order  to  get  some  quick 
relief  the  United  States  must  sacrifice  the 
unquestioned  benefits  of  foreign  investment? 
The  time  may  come,  if  we  mishandle  our 
affairs,  when  we  can  no  longer  afford  to 
build  up  our  investment  position  in  some  of 
the  world’s  fastest  growing  economies.  But 
it  does  not  look  as  if  that  time  had  arrived 
now. 

[From  the  Cincinnati  Enquirer,  May  6,  1962] 
Why  Cut  Our  Own  Throats? 

The  old  fable  about  the  man  who  killed 
the  goose  that  laid  the  golden  eggs  should 
be  recalled  by  Members  of  the  U.S.  Senate 
before  they  proceed  with  that  part  of  the 
administration  tax  bill  that  would  tax 
American  companies  on  profits  of  oversea 
subsidiaries  before  they  are  distributed  in 
the  form  of  dividends. 

Foreign  trade,  the  outflow  of  gold,  and 
related  subjects  are  difficult  for  the  man 
in  the  street  (sometimes  even  Wall  Street) 
to  comprehend. 
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But  to  state  the  question  simply,  the 
fable  about  the  goose  that  laid  the  golden 
eggs  is  very  directly  applicable  to  the  pro¬ 
posed  change  in  a  long-standing  tax  rule. 

U.S.  BUSINESS  MUST  COMPETE  ON  AN  EQUAL 
FOOTING 


About  the  only  way  that  American  capital 
can  compete  in  many  areas  of  the  world, 
or  stimulate  economic  growth,  is  to  do  busi¬ 
ness  on  equal  footing  with  foreign-owned 
companies  beyond  our  borders.  This  means 
getting  behind  tariff  barriers,  or  enjoying 
comparable  tax  status.  In  fact  it  is  the 
only  way  in  which  the  American  free  enter¬ 
prise  system  can  venture  much-needed  de¬ 
velopment  in  the  so-called  high  risk  areas — 
the  emerging  and  developing  countries. 

The  foreign  aid  programs  of  the  United 
States  have  achieved  wonders  in  various 
critical  zones — prominent  examples  being 
Western  and  Southern  Europe  and  the  Par 
East  after  World  War  n.  But  there  isn’t 
enough  money  in  the  U.S.  Treasury — pres¬ 
ently  almost  $300  billion  in  debt — to  “prime 
the  pump”  all  over  the  globe,  advance  civil¬ 
ization  generally,  and  reduce  the  tensions 
that  may  lead  to  war  or  bloody  revolutions 
by  the  attainment  of  a  markedly  better 
standard  of  living  for  the  free  world. 

But  here  we  come  to  a  paradox.  An  ad¬ 
ministration  that  pleads  for  foreign  aid,  and 
proposes  costly  Alliances  for  Progress  as 
a  means  of  combating  communism,  now  es¬ 
pouses  a  tax  rule  that  would  be  ruinous  to 
the  development  of  foreign  industrialization 
by  private  American  investors. 

Part  of  the  contradiction — perhaps  a  very 
large  part — stems  from  lack  of  understanding 
of  the  way  in  which  our  foreign  enterprises 
are  set  up  and  work. 

And  far  too  many  people — in  and  out  of 
Government — believe  things  that  simply  are 
not  so  in  this  complicated  field. 

The  worst  of  these  misconceptions  is  that 
American-developed  plants  overseas  are  a 
drain  on  our  gold  reserve,  or  take  jobs  and 
business  away  from  our  domestic  enterprises. 

The  fact  of  the  matter,  as  pointed  out 
earlier  this  year  by  the  U.S.  News  &  World 
Report,  is  that  the  volume  of  dollars  flowing 
into  the  United  States  from  the  operations 
of  foreign  subsidiaries  is  more  than  twice 
as  great  as  the  amount  flowing  out  of  the 
United  States  to  foreign  subsidiaries. 

Why  so?  Our  privately  owned  businesses 
abroad  provide  markets  for  American  ma¬ 
chinery,  materials,  products,  royalties,  fees, 
etc.,  as  well  as  dividends  to  American  in¬ 
vestors. 

The  statistics  on  this  are  somewhat  start¬ 
ling.  In  the  last  15  years  Eastman  Kodak 
sent  abroad  about  $13  million  in  foreign  in¬ 
vestments.  Dividends  received  from  their 
foreign  operations  have  totaled  $101  mil¬ 
lion — and  Eastman  Kodak  has  sold  $532  mil¬ 
lion  in  American-made  goods  to  its  foreign 
subsidiaries. 

Another  good  example  is  the  Procter  & 
Gamble  Co.,  which  in  the  last  decade  sent 
abroad  for  investment  $11  million.  But  this 
relatively  small  amount  (by  Government 
standards) ,  plus  money  borrowed  and  re¬ 
invested  abroad,  set  up  a  market  for  $243 
million  in  American  raw  materials,  finished 
products,  and  equipment  from  the  United 
States  for  use  in  oversea  subsidiaries.  In 
addition,  $47  million  was  paid  in  dividends 
to  Procter  &  Gamble  in  this  country  (and 
upon  which,  of  course,  they  paid  the  regular 
taxes  to  the  U.S.  Government) . 

Neil  McElroy,  chairman  of  the  board  of 
Procter  &  Gamble,  who  has  served  as  Sec¬ 
retary  of  Defense  and  knows  both  sides  of 
the  picture,  made  an  excellent  presentation 
of  the  case  for  continuing  unfettered  foreign 
investment  of  American  capital  in  an  ap¬ 
pearance  before  the  House  Ways  and  Means 
Committee  last  year.  He  made  these  basic 
points : 


Our  country’s  interests  are  well  served  by 
legitimate  business  activity  abroad. 


The  type  of  development  that  Procter  & 
Gamble  has  been  pursuing  for  45  years,  and 
much  more  actively  since  World  War  II,  is 
an  effective  cold  war  weapon  that  deserves 
encouragement,  not  discouragement.  (Most 
other  nations  do  encourage  such  commercial 
development  abroad.) 

Such  foreign  subsidiaries  improve  our  bal- 
lance  of  payments  and  provide  domestic 
employment. 

Mr.  McElroy  also  made  the  very  telling 
point  that  this  is  about  the  only  way  that 
American  free  enterprise  can  penetrate  many 
foreign  markets. 

That’s  what  we  mean  about  killing  the 
goose  that  has  been  laying  the  golden  eggs. 

This  is  how  the  administration  tax  pro¬ 
posal  would  strike  at  the  heart  of  our  com¬ 
mercial  and  industrial  enterprises  abroad: 
The  U.S.  oversea  subsidiary  would  pay  to  the 
country  in  which  it  operates  the  same  taxes 
paid  by  its  competitors  in  the  same  country. 
In  addition,  it  would  be  required  to  pay  to 
the  U.S.  Government  any  difference  between 
its  foreign  tax  and  the  U.S.  corporation  tax 
of  52  percent  on  profits.  If,  for  example,  the 
subsidiary  paid  a  30-percent  tax  overseas, 
then  it  would  pay  an  additional  tax  of  22 
percent  to  the  U.S.  Government.  For  many, 
it  would  mean  the  loss  of  ability  to  compete 
with  others  doing  business  in  that  country. 
For  others,  it  would  mean  a  crippling  of 
growth. 

To  conserve  American  dollar  investment, 
most  such  subsidiaries  begin  in  a  small  way, 
and  grow  with  the  expansion  of  plants  and 
development  of  markets  made  possible  by 
the  profits  they  earn.  Their  growth  poten¬ 
tial  depends  wholly  upon  their  retained 
profits — unless  we  continually  ship  money 
overseas  to  support  this  means  of  getting  our 
share  of  the  world’s  trade. 

THIS  COULD  BECOME  ANOTHER  COMMUNIST 
VICTORY 

It  cannot  be  stressed  too  strongly  that  the 
system  followed  now  and  in  the  past  has  not 
constituted  a  “tax  loophole,”  or  made  pos¬ 
sible  a  “tax  haven”  abroad  for  American 
business.  As  dividends  accrue  to  American 
investors — once  profits  overseas  have  built  up 
the  business — they  are  taxable  in  the 
United  States. 

If  we  scuttle  our  oversea  businesses,  by 
making  it  impossible  for  them  to  grow  com¬ 
petitively  or  venture  into  the  high-risk 
underdeveloped  areas,  we  will  be  handing 
communism  a  great  economic  victory — and 
the  American  taxpayer  a  bill  he  cannot 
possibly  pay. 


[Prom  Business  Week,  May  5, 1962] 

Too  Confused  for  Words 

As  any  teacher  of  English  composition  will 
tell  you,  an  idea  that  can’t  be  expressed  in 
clear,  precise  language  is  likely  to  be  a  poor 
idea.  By  this  standard,  the  administration’s 
proposals  for  taxing  the  earnings  of  foreign 
subsidiaries  of  U.S.  corporations  must  count 
as  one  of  the  poorest  ideas  that  has  come 
along  in  some  time.  The  more  tax  lawyers 
read  the  fine  print  of  the  bill  that  has 
passed  the  House  and  is  now  under  con¬ 
sideration  by  the  Senate  Finance  Committee 
the  more  they  wonder  Just  what  its  various 
clauses  do  mean. 

In  fact,  the  bill  is  so  ambiguous  that  some 
businessmen  have  concluded  that  bad  drafts¬ 
manship  alone  cannot  explain  the  fuzziness 
of  the  language.  They  suspect  that  the 
Treasury  is  deliberately  creating  obscurities 
so  that  it  can  have  a  free  hand  later  to 
interpret  the  language  as  it  pleases. 

Even  if  the  Treasury  gets  the  benefit  of  the 
doubt  on  this  point,  the  fact  remains  that 
the  bill  is  full  of  confusions,  complexities, 
and  unresolved  questions.  One  of  its  clauses 
apparently  would  set  a  boobytrap  for  U.S. 
directors  of  foreign  corporations  by  forcing 
them  to  reveal  information  that  foreign  law 
forbids  them  to  disclose.  Another  might  put 


a  heavy  penalty  on  the  liquidation  of  foreign 
subsidiaries  after  the  bill  has  passed. 

This  sort  of  vagueness  is  a  tipoff  to  the  fact 
that  neither  the  Treausry  nor  the  Congress 
has  decided  Just  what  the  new  legislation  is 
supposed  to  do  or  how  it  should  do  it.  As 
the  bill  stands,  it  is  neither  a  measure  to 
raise  revenue  nor  an  effective  device  to  limit 
the  flow  of  U.S.  capital  abroad.  It  is  an 
arbitrary  change  in  the  rules  of  the  game 
that  would  produce  endless  litigation  and 
perpetual  confusion. 

For  this— if  for  no  other  reason — the  Sen¬ 
ate  should  reject  the  proposals  out  of  hand. 
If  the  law  is  to  be  changed,  companies  with 
a  vital  stake  in  oversea  operations  at  least 
are  entitled  to  know  what  the  changes  are 
and  what  purpose  they  are  supposed  to  serve. 

[From  the  New  York  Herald  Tribune, 

*  May  18,  1962] 

Hobbling  Business 
(By  Donald  I.  Rogers) 

Even  as  Treasury  Secretary  Douglas  Dillon 
was  addressing  top-level  European  bankers 
in  Rome,  urging  them  to  restrain  the  flood 
of  multimillion  dollar  European  bond  flota¬ 
tions  on  Wall  Street,  the  Senate  Finance 
Committee  was  considering  the  administra¬ 
tion’s  tax  bill  which  would  impose  indis¬ 
criminate  penalties  on  all  American  com¬ 
panies  that  compete  for  foreign  markets 
through  subsidiary  operations  overseas. 

On  the  surface  it  appears  as  though  the 
liberal  Kennedy  administration  is  pushing 
for  drastic  conservative  revisions  in  American 
foreign  economic  policy,  revisions  that  would 
curtail  American  expenditures  abroad  and 
at  the  same  time  discourage  American  risk 
capital  from  helping  to  finance  foreign  enter¬ 
prises. 

It  is  part  of  an  administration  maneuver, 
however,  to  increase  the  pressure  on  Britain 
to  join  the  European  Common  Market  and 
simultaneously  clear  the  way  for  eventual 
entry  into  the  Common  Market  by  the 
United  States.  It  is  a  planned  evolvement 
in  the  international  economy  to  supplant 
America's  gigantic  foreign  aid  program. 

While  it  is  possible  to  understand  the 
motives  of  the  central  planners,  it  is  not 
so  easy  to  fathom  what  appears  to  be  an 
absolute  disregard  for  American  business 
during  the  transitionary  period. 

The  tax  bill,  for  instance,  which  would 
drastically  change  the  taxing  procedures  on 
foreign  income  of  American  business,  was 
presumably  initiated  to  curb  “tax  havens” 
which  some  tax  experts  had  estimated  cost 
the  United  States  hundreds  of  millions  of 
dollars  annually.  The  general  impression 
was  that  the  object  of  the  pursuit  was  the 
elusive  income  of  U.S.  movie  stars. 

Unfortunately,  this  scouting  of  foreign  tax 
havens  is  part  of  a  trade  program  fostered 
by  the  administration  that  businessmen  gen¬ 
erally  hold  to  be  sound. 

As  the  tax  bill  now  stands,  however,  many 
business  leaders  feel  it  would  nullify  the 
broad  aims  of  the  generally  acceptable  Ken¬ 
nedy  foreign  trade  programs.  It  is  also  a 
complete  reversal  of  the  policy  of  previous 
administrations  and  Congress  itself  which 
encouraged  American  investments  abroad, 
holding  them  to  be  of  greater  value  than 
unrestrained  foreign  aid. 

The  business  leaders  believe  that  if  the  bill 
becomes  law,  the  effect  will  be  to  reduce  to¬ 
tal  employment  in  the  United  States,  curtail 
the  manufacture  of  goods  in  the  United 
States  for  export  abroad,  sharply  decrease 
what  is  presently  the  largest  favorable  factor 
in  the  U.S.  balance  of  payments,  and  put 
American  business  at  a  grave  disadvantage 
in  competition  with  the  aggressive  producers 
of  other  countries  for  world  markets. 

Heretofore  the  official  American  policy  has 
been  to  encourage  direct  American  invest¬ 
ments  overseas.  The  apologetic  and  sympa¬ 
thetic  Washington  press  corps  has  tried  to 
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plant  the  Idea  that  tax  provisions  had  been 
devised  to  encourage  investment  in  the  re¬ 
building  of  Europe  after  the  war  and  that 
consequently  these  provisions  are  no  longer 
valid  or  necessary.  The  truth  is  the  basic 
provisions  involved  have  been  part  of  the 
U.S.  income  tax  law  since  it  was  enacted  in 
1913,  nor  were  they  changed  in  substance 
during  the  Marshall  plan  period. 

Tough  European  competitors,  of  course, 
like  the  idea  of  imposing  additional  tax 
-handicaps  on  American  business.  Mr.  Dillon 
told  the  House  Ways  and  Means  Committee 
that  the  finance  ministers  of  the  six  Com¬ 
mon  Market  countries  were  “good  enough  to 
give  us  the  general  tenor  of  their  thinking.” 

While  European  competitors  heartily  ap¬ 
prove  steps  to  decrease  the  effectiveness  of 
American  business,  it  is  notable  that  no 
similar  measures  have  been  proposed  by  their 
governments  with  respect  to  their  own  in¬ 
dustries.  In  fact  their  tax  policies  have  been 
in  the  opposite  direction — to  encourage  ex¬ 
pansion  of  their  businesses  abroad. 

It  would  appear,  then,  that  our  American 
Government  is  more  concerned  with  the  vig¬ 
or  of  foreign  businesses  than  of  its  own  busi¬ 
nesses.  It  is  also  obvious  that  additional 
heavy  tax  burdens  on  American  oversea  busi¬ 
ness  would  greatly  abet  the  increasing  eco¬ 
nomic  competition  of  the  Communists. 

Congress  is  being  asked  to  approve  a  pol¬ 
icy  which  is:  (1)  Detrimental  to  American 
business;  (2)  beneficial  to  foreign  businesses 
in  competition  with  American  business;  and 
(3)  greatly  beneficial  to  the  state-owned 
Communist  industries  which  seek  to  “bury 
us.” 

This  may  be  liberal,  but  it  is  hardly  con¬ 
structive. 

The  loss  or  curtailment  of  foreign  markets 
inevitably  would  mean  a  decline  in  U.S.  ex¬ 
ports  with  loss  of  production  jobs  and  a  rise 
in  unemployment  in  this  country.  A  school- 
child  should  know  that  the  way  to  provide 
more  jobs  in  American  factories  is  not  to 
pull  out  of  the  great  world  marketplace  but 
to  compete  more  successfully  in  it. 

Can  either  President  Kennedy  or  Dr.  Dillon 
honestly  believe  that  a  cutback  in  American 
exports  will  improve  the  aggravating  gold 
problem? 


Taxation  Committee  of  the  U.S.  Council  of 
the  International  Chamber  of  Commerce, 
told  the  Senate  Finance  Committee  just  a 
couple  of  days  ago: 

“What  *  *  *  deferral  has  done  is  to  permit 
U.S.  subsidiaries  to  operate  under  condi¬ 
tions  more  nearly  equal  to  their  rivals  in 
the  West  European  countries  by  permitting 
them  to  finance  a  larger  part  of  their  in¬ 
vestments  out  of  retained  earnings. 

“If  the  administration  proposals  become 
law,”  he  went  on,  “the  American  business¬ 
man  will  find  his  foreign  subsidiary  strug¬ 
gling  to  compete  with  businessmen  from 
countries  which  levy  no  tax  at  all  on  foreign 
income,  or  grant  preferential  rate  differen¬ 
tials  to  foreign  income  *  *  *.  [Those 
countries]  want  their  businessmen  to  suc¬ 
ceed  in  the  competitive  struggle  for  world 
markets.” 

So  whatever  the  administration  may  ar¬ 
gue,  the  Treasury’s  foreign  tax  proposals 
inevitably  constitute  an  attack  on  American 
private  foreign  investment.  And  herein  lies 
an  even  deeper  confusion  of  approach. 

The  administration  is  unhappy  about  this 
outflow  because  it  thinks  it  increases  our 
serious  international  payments  deficit; 
boosting  exports,  on  the  hand,  improves  our 
payments  position.  Yet,  over  the  years,  the 
net  return  on  foreign  investment  exceeds 
outflow.  So  the  Treasury  is  taking  at  best  a 
shortsighted  view. 

Moreover,  it  is  by  no  means  necessarily  a 
case  of  either  investments  or  exports.  In 
many  ways,  the  two  go  together.  A  foreign 
investment  often  increases  the  demand  for 
exports  from  this  country.  The  investment 
may  necessitate  parts  or  equipment  from  the 
United  States.  More  broadly,  investment 
stimulates  economic  activity  and  hence  de¬ 
mand  for  all  kinds  of  American  goods.  Cer¬ 
tainly  both  investments  and  exports  are 
needed  in  that  competitive  struggle  which 
is  so  rapidly  intensifying  in  the  world. 

The  payments  deficit  and  resultant  gold 
flow  is  a  real  and  urgent  problem,  but  the 
heart  of  it  is  the  Government’s  own  prodi¬ 
gious  foreign  spending.  Instead  of  making 
any  serious  effort  to  curb  that  spending,  the 
administration  prefers  to  attack  the  gnat  of 
tax  “inducements”  and  in  the  process  swat 
everybody  who  is  trying  to  do  business 


[From  the  Wall  Street  Journal,  Apr.  27, 
1962] 

How  Not  To  Succeed  in  the  World 

The  administration’s  foreign  tax  proposals, 
according  to  Treasury  Secretary  Dillon,  “are 
not  directed  against  foreign  investment  as 
•  such.”  They  are  only  intended  to  stop  per¬ 
haps  10  percent  of  it — that  portion  of  the 
capital  outflow  which  “is  induced  by  tax 
reasons.” 

One  part  of  the  Treasury’s  concern  here 
seems  to  be  the  possibility  of  actual  tax 
avoidance  on  income  earned  abroad.  But 
that  is  a  minor  problem  which  requires 
no  new  legislation. 

More  importantly,  the  administration  is 
apparently  under  the  impression  that  pres¬ 
ent  law  is  "inequitable”  because  it  permits 
some  kind  of  “privilege”  or  “preference”  for 
the  stockholders  of  U.S.  firms  operating 
abroad.  As  it  is  now,  for  example,  the  earn¬ 
ings  of  American-owned  foreign  corporations 
are  not  taxed  until  they  are  returned  to  this 
country  as  dividends.  In  Mr.  Dillon’s  view, 
this  “deferral  privilege”  is  what  “induces” 
excessive  direct  investment  abroad. 

Yet  this  provision  was  not  put  into  the  law 
to  let  people  duck  any  taxes  or  get  away  with 
anything  else.  It  was  written  long  ago  with 
the  idea  in  mind  that  it  might  foster,  with¬ 
out  revenue  loss,  American  business  ac¬ 
tivity  abroad. 

That  is  exactly  why  businessmen  are  dis¬ 
turbed  about  the  effects  of  terminating  this 
“privilege,”  as  the  Treasury  is  trying  to  get 
Congress  to  do  with  regard  to  industrialized 
nations  like  those  in  Western  Europe.  Here 
is  what  Ellsworth  C.  Alvord,  chairman  of  the 


xbroad. 

This  confused  and  contradictory  course 
is  a  curious  way  to  preserve  the  Nation’s 
economic  position  in  the  world,  let  alone 
improve  it. 


|  From  the  Journal  of  Commerce,  May  16, 
1962] 

Taxing  Foreign  Earnings 
The  more  we  think  about  the  adminis¬ 
tration’s  push  to  tax  undistributed  earnings 
of  foreign  affiliates  the  less  sense  we  can 
see  in  it.  We  don’t  believe  that  even  if  the 
tax  is  enacted  it  will  cause  much  difference 
in  American  corporation  policy  respecting 
foreign  investment— which  certainly  has  not 
been  heavily  influenced  by  the  ability  to 
defer  taxes  on  earnings  on  such  outlays 
until  they  are  brought  home.  But  the  pro¬ 
posed  tax  will  be  some  kind  of  a  hindrance 
for  American  foreign  investment. 

The  projected  tax  upon  foreign  earnings 
is  officially  justified  on  several  grounds.  It 
will  produce  more  tax  income.  Even  the 
Treasury  puts  this  prospective  incorne  gain 
at  only  $145  million;  others  have  said  that 
it  will  be  only  $80  million  a  year. 

It  will  aid  the  U.S.  balance-of -payments 
deficit.  This  assertion  is  questionable;  if 
policy  of  corporations  is  not  likely 
changed,  the  only  gain  would  be  the  $145 
million  or  $80  million,  which  is  peanuts 
when  the  deficit  runs  into  billions. 

The  other  argument  is  that  by  removing 
the  tax  incentive,  such  as  it  is,  on  corporate 
subsidiaries  in  developed  countries  and  leav¬ 
ing  it  on  in  underdeveloped  nations,  more 
private  capital  will  be  channeled  to  the  un¬ 


derdeveloped.  This  seems  to  presuppose  that 
by  a  minor  wiggle  of  the  tax  finger,  invest¬ 
ments  in  Britain  or  France  will  automatically 
shift  to  Ghana  or  Guinea.  That’s  nonsense. 

A  still  further  and  minor  argument  is  that 
tax  havens  abroad  are  meretricious  and 
should  be  ended. 

If  they  are  meretricious,  why  continue 
them  as  respects  underdeveloped  nations? 
Sin  is  supposed  to  be  bad  per  se,  not  accord¬ 
ing  to  where  you  do  it.  Furthermore,  there 
is  some  distortion  of  truth  in  labeling  places 
where  you  invest  as  tax  havens  when  in  re¬ 
ality  you  are  merely  deferring,  not  avoiding 
the  taxes. 

We  think  the  administration  has  been 
again  inept  in  really  presenting  a  good  case 
for  the  tax  on  foreign  earnings.  It  should 
have  tied  in  the  proposal  to  a  larger  picture 
much  more  expertly  and  sensibly  than  it  did. 

It  might  have  said,  for  example,  that  under 
his  foreign  trade  program,  President  Kennedy 
is  going  to  seek  reciprocal  tariff  concessions, 
to  the  end  that  American  exports  will  enter 
Europe’s  common  markets  on  more  favor¬ 
able  terms  than  they  do  now. 

Negotiation  of  tariff  concessions  is  of 
course  inconsistent  with  the  idea  that  the 
U.S.  Government  will  subsidize  by  tax  con¬ 
cessions  the  establishment  of  foreign  plants 
which  in  effect  will  avoid  the  foreign  tariff 
levies.  When  you  have  a  plant  in  the  Com¬ 
mon  Market  producing  your  goods  within 
their  tariff  walls  you.  naturally  escape  pay¬ 
ment  of  import  duties. 

The  only  substantial  relationship  of  this 
foreign  overseas  direct  investment  to  the 
balance  of  payments  is  that  it  is  one  factor 
influencing  a  capital  outflow,  which  won’t 
be  reversed  even  if  the  alleged  tax  advantage 
is  given  up. 

We  suspect  that  for  reasons  of  logic  the 
administration  will  have  to  stand  pat  but 
that  it  won’t  in  the  end  consider  this  tax  on 
foreign  earnings  something  crucial,  which 
it  certainly  isn’t.  We  do  think  it  could  have 
made  a  better  case  for  the  idea  without 
throwing  around  so  many  red  herrings. 


[From  the  Baltimore  Sun,  May  7,  1962] 
Oversea  Investment 

One  of  the  most  controversial  features  of 
the  administration’s  tax  bill  is  the  proposed 
change  in  treatment  of  oversea  subsidiaries 
of  American  corporations.  The  provisions 
may  not  seem  as  comprehensible  or  of  as 
much  moment  as  the  restrictions  on  expense 
accounts  or  withholding  of  taxes  on  divi¬ 
dends  and  interest.  But  the  tremendous  ex¬ 
pansion  of  business  into  foreign  countries 
and  the  proposed  revision  of  the  foreign 
trade  program  make  the  question  increas¬ 
ingly  important. 

The  administration  bill  has  three  main 
purposes.  It  would  tighten  controls  on 
transactions  between  parent  companies  and 
subsidiaries  designed  primarily  to  evade 
taxes  in  this  country— as,  for  example,  where 
the  parent  company  “exports”  potential 
profit  by  charging  subsidiaries  less  than  rea¬ 
sonable  prices.  It  would  tax  income  earned 
by  foreign  subsidiaries  not  returned  to  this 
country  and  not  immediately  reinvested  in 
the  oversea  business.  This  is  the  heart  of 
the  revision  for,  under  present  law,  the  in¬ 
come  is  not  taxable  until  it  is  returned  to 
the  parent  company  in  this  country.  And 
by  curbing  these  and  other  artificial  incen¬ 
tives  to  setting  up  oversea  corporationsthe 
bill  is  designed  to  encourage  more  direct 
exports  from  the  United  States. 

In  broad  outline  and  to  a  degree  difficult 
to  define,  these  are  laudable  objectives. 
Most  responsible  businessmen  who  have 
testified  on  the  bill  strongly  support  restric¬ 
tive  measures  against  the  operation  of  paper 
oversea  subsidiaries  whose  only  real  purpose 
is  to  evade  taxes.  But  they  worry  about  the 
bill  as  written.  They  are  afraid  that  the 
effect  of  it  will  be  substantially  to  inhibit 
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the  establishment  and  operation  of  legitimate 
oversea  subsidiaries. 

As  they  point  out,  these  American  owned 
foreign  corporations  buy  rather  heavily  from 
the  United  States  and  so  increase  exports 
and  contribute  to  a  favorable  balance  of  pay¬ 
ments.  They  return  well  over  $2  billion  a 
year  in  dividends  and  interest  to  this 
country,  an  additional  factor  in  strength¬ 
ening  the  balance-of-payments  position. 
Finally,  a  good  many  foreign  markets  for 
particular  goods  are  difficult  to  penetrate 
with  expensive  American  exports,  produced 
at  higher  cost  to  which  shipping  charges 
and  tariffs  are  added.  If  American  firms  are 
to  capture  their  share  of  foreign  business, 
they  will  have  to  do  it  both  by  exports  and, 
in  some  cases,  by  putting  oversea  production 
plants  right  in  the  market  concerned. 

The  administration  and  business  would 
undoubtedly  agree  on  these  broad  objec¬ 
tives — the  elimination  of  real  abuses  and 
the  maintenance  of  healthy  oversea  sub¬ 
sidiaries  of  American  corporations.  The 
argument  comes  on  detail.  The  House  Ways 
and  Means  Committee  made  some  changes 
in  the  original  administration  draft  but  the 
bill  was  whipped  through  the  House  under 
strong  political  pressure.  Now,  in  the  Sen¬ 
ate,  committee  experts  have  a  last  chance 
to  sort  out  many  of  the  complexities  before 
the  measure  becomes  law. 


[From  the  Vineland  (N.J.)  Times  Journal, 
May  8,  1962] 

Better  Than  Charity 

If  the  foreign  tax  provisions  of  House  bill 
10650  would  result  in  less  American  invest¬ 
ment  in  industrial  growth  of  the  so-called 
underdeveloped  nations,  as  the  Owens-Illi¬ 
nois  Glass  Co.  claims,  these  provisions  ought 
to  be  changed. 

Owens-Hlinois’s  president  Ray  Mulford 
told  the  Senate  Finance  Committee  chair¬ 
maned  by  Senator  Harry  F.  Byrd  that  the 
provisions  “will  place  American  corporations 
doing  business  overseas  through  foreign  sub¬ 
sidiaries  at  a  competitive  disadvantage  with 
foreign-owned  corporations  operating  in  the 
same  markets.” 

Mulford  said  that  his  company  agreed  on 
the  need  to  end  “tax  havens”  overseas — in¬ 
vestments  used  by  some  Americans  only  as 
a  means  of  dodging  U.S.  taxes.  But  the  dou¬ 
ble-tax  provisions  of  the  proposed  legisla¬ 
tion — passed  by  the  House  of  Representatives 
on  March  29 — could  dry  up  the  supply  of 
U.S.  risk  capital  abroad. 

One  of  the  provisions  would  require  that 
an  American  corporation  report  to  the  U.S. 
Treasury  Department  on  the  basis  of  pre¬ 
tax  earnings  of  a  foreign  subsidiary,  whereas 
“only  that  portion  of. the  after-tax  earnings 
paid  in  dividends  is  available  to  the  Ameri¬ 
can  company.”  In  other  words,  the  corpora¬ 
tion  first  would  have  to  pay  taxes  on  its 
earnings  to  the  country  in  which  the  subsi¬ 
diary  business  is  located.  Then  it  would 
have  to  pay  to  Uncle  Sam  taxes  on  the  same 
gross  earnings,  instead  of  on  the  net  earn¬ 
ings  after  the  foreign  taxes  had  been  paid. 

There  are  a  number  of  other  provisions 
which  are  highly  complicated.  What’s  im¬ 
portant  about  them  is  that  they  ought  not 
discourage  U.S.  investment  abroad.  For  in 
the  long  run  of  history  it’s  a  lot  better  to  in¬ 
vest  in  another  nation  and  help  it  to  help 
itself  than  to  pour  charity  through  its  lips. 
A  mendicant  often  feels  no  love  for  his  bene¬ 
factor;  a  real  business  partnership  is  a  better 
basis  for  lasting  friendship  on  the  interna¬ 
tional  level. 


[From  the  Daily  Commercial  News,  San 
Francisco,  Calif.,  May  7,  1962] 

We  Need  a  Spur— Not  a  Brake 
To  keep  its  own  economic  health,  the 
United  States  must  face  up  to  the  realities 
of  worldwide  competition. 


That  is  the  view  of  the  head  of  an  Ameri¬ 
can  oil  company  (Standard  Oil  Co.,  New  Jer¬ 
sey)  which  operates  on  an  international 
scale.  To  quote  him  directly,  “We  must  re¬ 
gard  economic  competition  from  our  friends 
and  allies  in  the  free  world  with  the  same 
viewpoint  which  we  apply  to  competition 
amongst  ourselves — as  a  spur,  an  incentive, 
a  stimulant,  leading  us  to  innovation,  re¬ 
search,  cost  reduction,  improvement  of  effi¬ 
ciency  in  every  direction.” 

Government  policy,  to  say  the  obvious, 
will  have  a  great  deal  to  do  with  the  ability 
of  American  industry  to  achieve  such  objec¬ 
tives  and  to  compete  in  the  world  markets. 
This  spokesman  is  much  concerned,  and 
with  every  reason,  over  current  proposals  for 
changing  the  method  of  taxing  income  from 
foreign  operations.  Shareholders  of  Ameri¬ 
can  corporations  pay  individual  income  taxes 
only  on  dividends  received — that  is,  money 
in  hand.  They  don’t  pay  income  taxes  un¬ 
der  these  proposals  on  earnings  which  are 
plowed  back  into  the  expansion  of  U.S.  plant 
facilities.  But  U.S.  shareholders  in  foreign 
operations,  with  respect  to  certain  types  of 
foreign  business  earnings,  would  be  required 
to  do  just  that. 

The  inevitable  result  would  be  discourage¬ 
ment  to  foreign  investment — and  a  serious 
handicap  to  American  companies  which  are 
trying  to  compete  in  the  markets  of  the 
world.  Why  the  checkrein  on  U.S.  invest¬ 
ments  abroad? 


[From  the  Camden  Chronicle,  Camden,  S.C., 
Apr.  30,  1962] 

Could  Cost  Jobs  • 

American  business,  large  and  small,  is 
solidly  behind  the  objectives  which  the  ad¬ 
ministration  says  will  be  achieved  by  its 
foreign  trade  policy.  But  these  very  objec¬ 
tives  are  imperiled  by  the  radical  changes 
demanded  in  the  taxation  of  oversea  sub¬ 
sidiaries  of  American  companies. 

Those  American  businessmen  who  are 
best  informed  on  such  operations,  see  only 
disaster  ahead — both  at  home  and  abroad — 
in  the  proposed  reversal  of  tax  law  that  has 
served  the  Nation  well  for  40  years.  And 
they  have  been  flocking  to  Washington  to 
offer  their  testimony  to  the  Senate  Finance 
Committee  against  provisions  of  House  bill 
10650  that  would  tax  the  income  of  such 
companies  as  earned  at  the  source,  and  not 
as  heretofore,  when  such  income  was  re¬ 
mitted  to  the  United  States.  Furthermore, 
the  proposed  rules  impose  double  taxation  by 
considering  the  foreign  tax  paid  on  such  in¬ 
come  as  if  it  were  cash  received  in  the 
United  States. 

Administration  spokesmen  solemnly  de¬ 
clare  that  this  legislation  will  reduce  unem¬ 
ployment,  promote  exports,  check  the  out¬ 
flow  of  gold,  correct  tax  abuses — and  out  of 
the  other  side  of  their  mouths  calmly  admit 
this  new  tax  burden  is  designed  to  discourage 
U.S.  business  from  investing  abroad.  Which 
it  certainly  will. 

Actually,  American  oversea  operations  in¬ 
crease  jobs  at  home,  and  the  greater  their 
success,  the  greater  their  demand  for  ma¬ 
chinery,  components  and  finished  products 
made  in  the  United  States.  And  since  Ameri¬ 
can  business  goes  abroad  to  compete  with 
foreign  firms  in  their  own  markets,  not'  to 
make  goods  that  can  be  profitably  exported 
from  here,  the  jobs  it  creates  abroad  would 
not  otherwise  exist  in  the  United  States. 
Thus  the  charge  of  “exporting  American 
jobs”  is  fallacious. 

During  1960,  foreign  subsidiaries  of  U.S. 
firms  sold  $2.7  billion  of  American-made 
products  abroad  and  sent  goods  to  the 
United  States  that  amounted  to  only  one- 
sixth  of  that  volume.  From  1950  through 
1960  direct  U.S.  foreign  investment  totaled 
$12  billion — and  generated  a  return  of  $20.5 
billion  in  earnings  to  the  United  States. 


August  SO 

In  view  of  the  growing  competitive  strug¬ 
gle  of  the  North  Atlantic  trading  community 
for  the  markets  of  the  Western  World,  a 
worse  time  could  hardly  be  chosen  for  throw¬ 
ing  a  roadblock  in  front  of  the  American 
team — even  though,  as  the  Secretary  of  the 
Treasury  has  naively  reported,  the  finance 
ministers  of  six  Common  Market  countries 
are  in  favor  of  it. 

What  more  do  the  Senators  need  to  know? 


[From  the  Christian  Science  Monitor,  May  21, 
1962] 

Tax  Policy  in  Perspective 
(By  George  H.  Favre) 

Boston. — From  a  long-term  point  of  view, 
justification  for  the  Treasury’s  bid  to  tax 
undistributed  earnings  of  American  corpo¬ 
rations’  oversea  subsidiaries  has  never  been 
easy  to  find. 

Even  accepting  at  face  value  the  argument 
of  Secretary  of  the  Treasury  C.  Douglas  Dil¬ 
lon  that  oversea  investments  do  not  begin 
to  act  favorably  in  the  Nation’s  balance  of 
payments  for  14  or  15  years,  the  move  is 
open  to  attack  as  being  shortsighted. 

Returns  from  investments  made  14  or  15 
years  ago  and  now  beginning  to  flower  (ac¬ 
cording  to  Mr.  Dillon’s  own  estimates)  could 
be  expected  at  least  to  cancel  the  outflow  of 
future  investments. 

FIGURES  CHALLENGED 

But  now  Mr.  Dillon’s  figures  have  been 
challenged  by  some  practical  economists 
with  firsthand  knowledge  of  international 
financing.  The  challenge  will  give  congres¬ 
sional  opponents  of  the  Treasury  proposal 
some  factual  ammunition  in  their  fight 
against  allowing  the  provision  to  be  passed 
as  part  of  the  administration  tax-reform  bill. 

A  closely  reasoned  report  on  the  subject, 
made  independently  and  submitted  to  Con¬ 
gress  by  the  Standard  Oil  Co.,  of  New  Jersey, 
has  challenged  the  whole  basis  of  Mr.  Dillon’s 
figuring  on  impact  of  oversea  investments  on 
the  U.S.  balance  of  payments. 

The  oil  company’s  economists,  specialists 
in  international  finance,  dispute  Mr.  Dillon’s 
use  of  official  figures  in  describing  flow  of 
funds  for  investment  purposes  in  and  out  of 
the  United  States,  Europe,  and  Canada. 

SUBSTITUTION  ASSERTED 

The  economists  have  no  quarrel  with  Mr. 
Dillon’s  figures  for  investment  outflow  but 
assert  that  he  “substituted  calculated  fig¬ 
ures  of  his  own  for  the  inflows.”  Briefly, 
Standard  Oil  people  argue  that  Secretary 
Dillon  permitted  true  inflow  figures  from 
investments  made  in  any  single  year  to  be 
canceled  but  outflows  initiated  in  later  years 
for  unrelated  projects. 

The  effect,  says  Standard  Oil,  is  to  draw 
an  unwarranted  and  pessimistic  picture  of 
the  impact  of  such  investment  on  the  coun¬ 
try’s  balance-of-payment  account. 

The  company  economists  would,  instead, 
add  together  annual  earnings  and  related 
exports  (goods  and  services)  generated  by 
average  investment — which  Mr.  Dillon 
figures  at  14.7  percent  and  10.3  percent,  re¬ 
spectively.  The  25-percent  return  that  these 
two  figures  total,  after  the  year  of  first  in¬ 
vestment,  should  thus  offset  the  initial  out¬ 
flow  in  the  balance-of-payment  accounts 
within  a  4-  or  5-year  period. 

After  that,  the  investment  would  repre¬ 
sent  a  net  inflow  in  the  balance-of-payment 
account,  says  Standard  Oil,  which  considers 
its  way  the  "normal  method”  of  evaluating 
investments. 

The  Standard  Oil  findings  tend  to  corro¬ 
borate  case-history  testimony  compiled  by 
19  major  U.S.  corporations,  which  submitted 
their  export-import  figures  for  a  study  to 
show  actual  impact  of  their  oversea  opera¬ 
tions.  The  study,  conducted  by  Prof.  Emile 
Benoit  of  Columbia  University’s  Graduate 
School  of  Business,  showed  that  their  opera- 
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tlons  abroad  actually  had  resulted  in  a  posi¬ 
tive  inflow  In  the  country's  balance-of-pay- 
ment  account. 

Opponents  also  argue  that  the  Treasury’s 
position  is  inconsistent  with  past  practice, 
in  which  the  Federal  Government  actively 
encouraged  businesses  to  set  up  shop  over¬ 
seas  by  not  taxing  profits  earned  abroad  un¬ 
til  they  were  brought  back  to  this  country. 
The  earlier  Government  position  was  taken 
in  order  to  spur  the  economic  development  of 
Europe  after  the  war. 

COMPANIES  WAHY 

Now,  say  these  firms,  they  would  be  un¬ 
fairly  penalized  for  having  cooperated  ear¬ 
lier.  Meanwhile  the  Treasury  still  proposes 
to  permit  unrepatriated  earnings  from 
firms  investing  in  economically  underde¬ 
veloped  areas  to  go  untaxed.  But  with  the 
about-face  on  tax  benefits  for  firms  which 
invested  in  Europe  and  Canada,  companies 
now  may  be  wary  of  how  long  the  remaining 
inducement  might  remain  in  the  tax  laws. 

Strong  as  the  immediate  economic  argu¬ 
ments  are  against  the  Treasury  position,  the 
one  least  defensible  in  documented  figures 
may  yet  be  strongest  in  force  of  logic.  That 
is  the  proposition  that  any  effort  that  would 
discourage  expansion  overseas  by  private  in¬ 
vestment  must  in  the  long  run  tend  to  con¬ 
tradict  the  administration’s  thesis  for  its  No. 
1  legislative  fight,  the  President  trade  bill. 

For  President  Kennedy’s  trade  program  is 
based  on  the  assumption  that  the  cold  war 
is  a  long-term  struggle,  that  it  will  ulti¬ 
mately  be  fought  on  the  economic  front,  and 
that  the  major  card  in  the  West’s  favor  is  to 
develop  the  strongest  possible  economic 
bonds  between  the  Atlantic  community 
nations. 

It  can  be  cogently  argued  that  any  meas¬ 
ures  that  would  restrict  freedom  of  interna¬ 
tional  movement  by  private  industry  are 
basically  nationalist  in  tendency  and  veer 
away  from  the  long-term  goal  of  a  wider  and 
economically  more  closely  integrated  West. 


[From  U.S.  News  &  World  Report,  Jan.  15, 
1962] 

Other  Side  of  Oversea  Dollars 

New  facts  are  coming  to  light  on  how  this 
country  is  affected  by  the  big  and  growing 
operations  of  US.  companies  abroad. 

President  Kennedy  had  been  told  that 
firms  moving  to  industrial  countries  were 
exporting  both  capital  and  jobs,  taking  out 
of  the  country  far  more  dollars  than  they 
returned  to  the  United  States. 

The  President  proposed  that  tax  laws  be 
changed  to  discourage  American  companies 
from  expanding  operations  in  developed  na¬ 
tions  overseas. 

A  study  by  the  Government  itself,  how¬ 
ever,  plus  studies  by  individual  companies, 
now  is  putting  an  entirely  new  light  on  that 
picture. 

Facts  available  to  the  President  told  only 
part  of  the  story.  They  related  solely  to 
dollars  of  capital  invested  abroad  by  Ameri¬ 
can  companies  and  dividends  returned  by 
these  companies.  They  took  no  account  of 
materials  and  machinery  purchased  in  the 
United  States  by  these  American  companies. 
They  also  gave  no  weight  to  payments  of 
royalties  and  other  fees  by  U.S.  companies 
abroad. 

A  special  survey  by  the  U.S.  Commerce  De¬ 
partment  permits  a  more  complete  story  to 
be  told.  This  study  covered  operations  of 
155  U.S.  manufacturing  companies,  located 
mainly  in  developed  countries.  The  study, 
in  turn,  is  backed  by  examples  of  actual 
experience  of  individual  American  com¬ 
panies. 

The  accompanying  chart  gives  you  at  a 
glance  the  main  points  turned  up  in  the 
survey. 

Note  that  these  155  companies,  on  an  over¬ 
all  basis,  returned  to  the  United  States  from 


their  manufacturing  subsidiaries  $1.3  billion 
more  than  they  withdrew  from  the  United 
States  in  1960. 

The  operations  of  these  companies  thus 
are  shown  to  have  added  to  the  financial 
strength  of  the  United  States.  Supplies  of 
dollars  in  this  country  were  built  up,  not 
drained  away. 

The  Commerce  Department  survey  cov¬ 
ered  a  large  sample  of  manufacturing  com¬ 
panies.  If  all  American  companies  abroad 
were  counted — from  trading  subsidiaries  to 
oil  drilling — the  favorable  effect  on  the 
United  States  shown  by  the  Commerce  sur- 
very,  industry  officials  say,  would  be  much 
larger. 

For  example,  these  officials  estimate  that 
all  U.S.  companies  overseas  buy  a  total  of 
$5  billion  worth  of  American  goods  each 
year — as  against  only  $1.8  billion  worth 
shown  in  the  sample  survey. 

Similarly,  total  payments  to  the  United 
States  from  foreign-earned  royalties,  license 
payments,  management  fees  and  the  like  are 
estimated  to  be  running  at  the  rate  of  $400 
million  annually — as  against  only  $148  mil¬ 
lion  shown  in  the  manufacturing  survey. 

EXPORTS  THAT  AREN’T 

Not  all  of  the  sales  of  American  goods  to 
U.S.  companies  abroad  are  a  net  addition 
to  U.S.  exports.  Without  U.S.  firms  overseas, 
for  example,  foreign  producers  would  be  do¬ 
ing  more  business — and,  presumably,  im¬ 
porting  more  from  other  countries,  includ¬ 
ing  the  United  States.  Likewise,  companies 
in  the  United  States  could  earn  some  in¬ 
come  from  foreign  royalties  and  license  fees 
without  actually  having  subsidiaries  abroad. 

By  being  on  the  scene  overseas,  however, 
U.S.  companies  are  pictured  as  building  up 
sales  that  directly  boost  U.S.  exports.  Many 
of  these  sales,  industry  surveys  show,  would 
not  be  made  if  American  firms  were  not 
able  to  battle  foreign  firms  on  the  scene. 

The  stimulation  to  U.S.  exports  attributed 
to  American  companies  overseas  is  only  part 
of  the  story. 

These  oversea  subsidiaries  also  send  back 
to  the  country  a  large  chunk  of  the  profits 
earned  abroad,  plowing  the  rest  back  to 
build  up  the  business — and  the  base  from 
which  to  make  even  bigger  profits  in  the 
years  ahead.  In  addition,  these  subsidiaries 
send  back  earnings  from  royalties,  license 
and  management  fees,  and  the  like. 

Add  these  all  together,  and  the  total  in¬ 
flow  of  dollars  to  the  United  States  from 
foreign  operations  far  exceeds  the  amount  of 
dollars  sent  out  by  these  companies  to  build 
up  foreign  facilities  and  to  buy  goods  made 
abroad  by  their  subsidiaries. 

A  LOOK  AT  THE  RECORDS 

To  show  you  the  big  U.S.  gain,  net,  from 
foreign  operations,  consider  these  examples 
from  special  studies  by  individual  firms. 

In  the  last  15  years,  Eastman  Kodak  has 
sent  about  $13  million  out  of  the  United 
States  as  foreign  investment.  However,  divi¬ 
dends  received  from  foreign  operations  have 
totaled  $101  million.  Moreover,  Eastman 
Kodak  sold  U.S. -made  goods  worth  $532  mil¬ 
lion  to  its  oversea  companies.  Purchases 
from  its  foreign  subsidiaries  in  the  same 
period  came  to  only  $29  million. 

Or  consider  International  Telephone  & 
Telegraph.  In  10  years,  I.T.  &  T.  has  remit¬ 
ted  to  the  United  States,  net  $215  million. 
That’s  the  amount  of  dividends  and  other 
receipts  after  deducting  the  outflow  of  capi¬ 
tal  for  new  investment.  On  top  of  that, 
I.T.  &  T.  showed  net  exports  to  subsidiaries 
of  $175  million.  Total  gain  for  the  U.S.  bal¬ 
ance  of  payments,  company  officials  say,  was 
close  to  $400  million. 

Take  the  case  of  Joy  Manufacturing  Co. 
In  the  10y2  years  ended  last  March,  Joy 
has  invested  $17.7  million  abroad.  Return 
flow — from  exports  to  subsidiaries,  royalties, 


engineering  fees,  interest  and  dividends — 
was  $168  million. 

Against  a  total  outflow  of  $15  million  for 
foreign  investment,  American  Machine  & 
Foundry  has  generated  an  inflow  since  1956 
of  more  than  $42  million.  This  includes 
purchases  of  materials  from  the  United 
States,  royalties,  mangement  fees  and  divi¬ 
dends. 

Proctor  &  Gamble  in  the  10  years  ended  in 
1960,  sent  abroad  for  investment  $11  million. 
In  that  period  the  company  borrowed  abroad 
and  reinvested  abroad  $67  million.  But  note 
this :  Proctor  &  Gamble  returned  to  the 
United  States,  in  those  years,  $47  million  in 
dividends,  and  purchased  $243  million  worth 
of  raw  materials  and  equipment  from  the 
United  States  for  use  in  oversea  plants. 

Minnesota  Mining  &  Manufacturing,  be¬ 
tween  1951  and  1960,  made  an  investment  of 
$12  million  in  foreign  operations.  However, 
in  that  10-year  period,  the  company  brought 
into  the  United  States — through  exports  to 
subsidiaries,  royalties,  technical  fees,  divi¬ 
dends — about  $62  million.  The  company  says 
that  its  operations  have  thus  made  a  favor¬ 
able  contribution  to  the  U.S.  balance  of  pay¬ 
ments  by  a  ratio  of  5  to  1. 

Or  take  the  example  of  Abbott  Labora¬ 
tories.  In  5  years,  1956-60,  Abbott’s  exports 
from  the  United  States  exceeded  its  im¬ 
ports  by  $50  million.  Abbott  also  received 
from  abroad  loan  repayments  dividends,  and 
miscellaneous  income  of  $9.3  million — mak¬ 
ing  a  total  inflow  into  the  United  States  of 
$59.3  million.  The  total  outflow  of  dollars 
from  the  United  States  in  this  period — in 
foreign  investments  and  loans — was  only 
$2.2  million.  Result:  A  net  favorable  bal¬ 
ance  for  the  United  States  of  more  than  $57 
million. 

IF  THE  UNITED  STATES  CLAMPS  DOWN 

Says  one  business  executive:  “The  Ken¬ 
nedy  administration’s  moves  to  clamp  down 
on  foreign  investment  will  hurt,  not  help, 
the  balance  of  payments.” 

Despite  the  gains  from  the  operations  of 
U.S.  companies  overseas,  this  question  is 
being  asked:  Why  don’t  U.S.  firms  stay  in 
this  country  and  simply  export  goods 
abroad? 

The  answer  given  by  industry  officials: 
U.S.  firms  cannot  compete  with  foreign  com¬ 
panies  unless  they  get  inside  tariff  walls  and 
meet  local  competition. 

WHERE  SALES  WERE  GAINED 

Here  are  some  examples  of  companies  that 
have  gotten  sales  through  foreign  subsidi¬ 
aries  that  they  otherwise  would  have  lost. 
The  result  was  to  stimulate  exports  from 
the  United  States  to  those  subsidiaries 
abroad. 

American  Machine  &  Foundry’s  subsidiary 
in  Italy  recently  was  awarded  a  $9  million 
contract  to  build  and  equip  a  tobacco¬ 
processing  plant  there.  About  $5  million 
was  paid  to  the  U.S.  parent  company  for 
engineering  services  and  equipment;  the  rest 
went  to  the  Italian  subsidiary  for  locally 
supplied  items.  The  company  says  it  would 
not  have  gotten  the  contract,  in  the  face  of 
foreign  competition,  without  its  subsidiary 
in  Italy. 

Texas  Instruments  estimates  that  it  would 
export  less  than  10  percent  of  what  it  now 
sells  abroad  if  it  were  not  manufacturing 
abroad. 

General  Electric’s  foreign  subsidiaries  are 
usually  equipped  with  American  machinery. 
Local  managers  must  provide  acceptable  ex¬ 
cuses  for  the  use  of  foreign  machinery 
or  even  of  foreign-made  components  in  fin¬ 
ished  products. 

Hewlett-Packard,  west  coast  electronics 
firm,  reports  that  its  foreign  sales  are  double 
what  they  would  have  been  if  the  company 
had  not  decided  to  operate  abroad.  Every 
2  weeks  Hewlett-Packard  exports  a  cargo 
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plane  load  of  high-value  parts  to  its  Euro¬ 
pean  plants. 

JOBS  IN  DANGER? 

Businessmen  claim  that  the  administra¬ 
tion’s  tax  proposals  will  add  to  this  country’s 
unemployment  problems. 

The  reason  given:  Tougher  tax  treatment 
on  the  earnings  of  foreign  subsidiaries  of 
U.S.  firms  will  slow  down  expansion  of  com¬ 
panies  abroad.  As  a  result,  there  will  be 
reduced  exports  of  raw  materials  and  equip¬ 
ment  to  oversea  plants,  hurting  export  in¬ 
dustries. 

Company  officials  also  warn  that  the  ad¬ 
ministration’s  proposed  tax -haven  legisla¬ 
tion  will  result  in  a  smaller  flow  of  capital 
to  the  underdeveloped  areas.  This  would 
be  the  reverse  of  the  administration’s  aim  to 
get  more  capital  into  such  areas. 

Reason  cited  by  company  officials:  Capital 
investment  in  high-risk  areas,  such  as  Asia, 
Africa,  and  Latin  America,  comes,  in  large 
part,  from  earnings  of  U.S.  firms  in  tax- 
haven  countries,  where  taxes  are  relatively 
low.  If  you  tax  earnings  in  Europe  more 
stiffly,  businessmen  say,  less  capital  will  be 
available  to  flow  to  underdeveloped  areas. 

All  these  arguments — backed  by  additional 
facts  now  coming  to  light — are  presenting 
a  new  picture  of  the  impact  on  the  U.S.  com¬ 
panies  operating  abroad. 


[From  Time  magazine,  May  25,  1962] 
Those  Foreign  Profits 

In  Washington  this  week  the  Senate  Fi¬ 
nance  Committee  will  begin  debating  a  New 
Frontier  tax  proposal  with  far-reaching  con¬ 
sequences  in  foreign  trade.  The  argument 
swirls  around  the  manner  in  which  U.S.  firms 
should  be  taxed  on  their  oversea  profits.  Of 
all  the  Kennedy  administration’s  economic 
measures,  none  has  evoked  such  vehement 
and  unanimous  opposition  from  U.S.  busi¬ 
ness. 

payment  in  full 

Already  passed  by  the  House,  the  admin¬ 
istration’s  proposal  would  radically  change 
the  rules  under  which  U.S.  business  operates 
abroad.  At  present,  a  firm  pays  U.S.  corpo¬ 
rate  income  tax  only  on  whatever  part  of  its 
foreign  earnings  it  “repatriates”  to  the 
United  States  as  dividends.  Earnings  kept 
abroad  are  free  of  U.S.  tax — which  encour¬ 
ages  U.S.  corporations  to  use  a  substantial 
part  of  their  foreign  profits  to  expand  their 
oversea  operations. 

The  administration  wants  to  make  most 
foreign  profits  taxable  when  earned,  rather 
than  when  repatriated.  U.S.  subsidiaries  op¬ 
erating  in  such  economically  advanced  for¬ 
eign  nations  as  Britain  and  the  Common 
Market  countries  would  pay  the  full  52 -per¬ 
cent  U.S.  corporate  tax  on  all  earnings — less 
whatever  they  paid  in  local  income  tax.  Pay¬ 
ment  of  U.S.  taxes  could  still  be  deferred  in 
underdeveloped  nations,  where  the  adminis¬ 
tration  wants  to  encourage  U.S.  private  in¬ 
vestment.  The  administration  bill  has  three 
professed  purposes:  to  clamp  down  on  U.S. 
firms  that  channel  their  oversea  earnings 
into  foreign  tax  havens,  to  slow  the  al¬ 
leged  “export  of  jobs”  created  by  U.S.  in¬ 
vestment  abroad,  and  to  narrow  the  gap  in 
the  Nation’s  balance  of  payments  by  restrict¬ 
ing  the  outflow  of  U.S.  investment  capital. 


SACRIFICING  THE  MARKET 

Few  businessmen  are  prepared  to  defend 
publicly  the  increasingly  popular  U.S.  corpo¬ 
rate  practice  of  funneling  foreign  earnings 
into  semifictional  subsidiaries  in  such  low- 
tax  areas  as  Switzerland,  Liberia,  Panama, 
Bermuda,  or  the  Bahamas.  In  the  single  year 
of  1960,  the  undistributed  earnings  of  U.S. 
subsidiaries  in  such  tax  havens  increased  by 
100  percent  to  $122  million.  But  business¬ 
men  argue  that  passing  the  new  tax  bill  to 
get  at  the  tax  havens  would  amount  to 
rolling  out  a  cannon  to  kill  a  mouse.  The 
Lrovernment  would  gain  perhaps  $85  million 
a  year  in  tax  revenues,  but  in  doing  so,  say 


the  businessmen,  it  would  discourage  U.S. 
firms  from  plowing  most  of  their  oversea 
earnings  back  into  expansion. 

Opponents  of  the  administration  bill  con¬ 
tend  that  the  vast  majority  of  foreign  sub¬ 
sidiaries  are  set  up  not  to  dodge  taxes  but  to 
develop  new  markets  that  cannot  be  served 
from  U.S.  plants  because  of  tariffs,  transport 
costs,  higher  U.S.  production  costs — or  the 
simple  difficulty  of  selling  at  long  range. 
With  stiffer  tax  rules,  U.S.  businessmen 
would  be  faced  with  a  hard  choice:  either 
they  would  have  to  concede  many  of  these 
markets  to  hustling  and  lower-taxed  com¬ 
petitors  from  Europe  and  Japan,  or  they 
would  have  to  export  even  more  dollars  than 
they  now  do  to  keep  their  foreign  plants 
competitive. 

MATCHING  THE  NEWLY  MIGHTY 

Even  the  Government  recognizes  that  in¬ 
vestment  abroad  has  helped  rather  than  hurt 
the  U.S.  balance  of  payments.  Since  1951 
U.S.  businessmen  have  sent  $13  billion  over¬ 
seas  in  capital  investment  and  have  brought 
back  $20.2  billion  in  earnings.  Investment 
abroad  also  stimulates  U.S.  exports  of  raw 
materials,  machines,  and  spare  parts  to  feed 
the  foreign  branches.  In  1960,  the  latest  re¬ 
corded  year,  the  United  States  imported  $475 
million  worth  of  products  from  U.S. -owned 
foreign  companies,  while  exporting  $2.7  bil¬ 
lion  worth  of  U.S.  products  to  them.  These 
figures  weaken  U.S.  labor’s  thesis  that  invest¬ 
ment  abroad  generates  unemployment  at 
home. 

Criticism  of  the  administration  bill  has 
already  produced  one  significant  modifica¬ 
tion  of  it  in  the  House  Ways  and  Means 
Committee:  the  bill  now  provides  that  for¬ 
eign  profits  of  U.S.  companies  would  not 
be  taxed  so  long  as  they  are  reinvested  in 
the  same  line  of  business,  either  in  the 
country  where  they  were  earned  or  in  a  less 
developed  country.  But  the  critics  are  still 
not  appeased.  The  language  of  the  House 
provision,  they  contend,  is  dangerously 
vague;  it  does  not  make  clear,  for  example, 
whether  a  drug  company  could  reinvest  in  a 
related  chemical  operation. 

Above  all,  however,  businessmen  argue  that 
the  legislation  runs  contrary  to  the  admin¬ 
istration’s  expressed  ambition  to  bind  the 
U.S.  and  European  economies  closer  together. 
With  new  markets  and  newly  mighty  com¬ 
petitors  rising  within  the  Common  Market, 
many  businessmen  are  convinced  that  the 
United  States  must  rapidly  expand  its  capi¬ 
tal  base  abroad  or  face  an  economic  decline 
similar  to  Britain’s  after  she  was  forced  to 
sell  off  most  of  her  foreign  investments  in 
World  War  II.  “The  President’s  tax  bill,” 
says  International  Milling  Co.  President 
Atherton  Bean,  “is  nothing  other  than  a 
new  and  sophisticated  economic  isolation¬ 
ism.” 


[From  the  Los  Angeles  (Calif.)  Times,  May 
17,  1962] 

What  Makes  the  Tax  Bill  Bad 

While  the  U.S.  Senators  study  the  omnibus 
tax  bill  with  confusion  and  misgiving,  the 
report  goes  around  in  Washington  that  the 
administration  already  is  preparing  a  bill  for 
a  sizable  income  tax  cut  across  the  board. 
This  would  be  a  bill  for  next  year,  introduced 
this  summer,  possibly  for  its  effect  on  the 
November  election. 

Such  a  tax  cut  has  much  to  recommend 
it,  but  we  shall  discuss  its  possible  salutary 
effects  on  the  economy  at  another  time. 
Meanwhile,  the  rumor  that  such  a  proposal 
is  being  prepared  permits  the  inference  that 
the  administration  is  having  second  thoughts 
about  the  bill  now  being  considered,  even 
fearing  that  the  Senate  will  cut  it  to  pieces. 

The  Senate  ought  to  perform  some  ampu¬ 
tations,  for  there  are  things  in  the  bill  which 
are  pernicious  and  there  is  really  no  public 
enthusiasm  over  any  of  its  prescriptions. 


The  most  objectionable  features  of  the  bill 
are  these: 

1.  A  provision  to  require  the  withholding 
of  20  percent  of  all  dividend  and  interest 
payments  to  cover  the  income  tax  which  may 
be  due  on  these  payments. 

2.  A  provision  to  require  American  share¬ 
holders  in  foreign  corporations  to  pay  a  tax 
figured  on  their  proportionate  shares  of  the 
undistributed  profits  of  the  foreign  corpo¬ 
rations. 

The  first  of  these  provisions  would  work  a 
hardship  and  even  bring  a  loss  to  many  small 
stockholders  who  in  their  old  age  depend, 
often  to  a  large  degree,  on  their  dividend 
payments.  There  are  about  18  million  share¬ 
holders  in  the  United  States,  more  than  there 
are  members  of  all  the  labor  unions. 

If  the  20  percent  withholding  tax  is  too 
much,  the  taxpayer  can  claim  a  refund,  just 
as  he  does  when  he  is  overtaxed  through  the 
regular  withholding  of  part  of  his  wages  or 
salary.  But  the  bookkeeping  is  complex  and 
puts  an  additional  burden  on  old  persons 
who  would  otherwise  be  exempt  from  income 
tax.  Among  persons  in  this  category  are 
many  whose  minimum  comforts  can  be  sus¬ 
tained  only  if  they  regularly  receive  the 
full  amount  of  their  dividend  and  interest 
payments.  The  year-long  deferral  of  pay¬ 
ment  of '20  percent  is  a  clear  and  present 
threat  of  hardship  from  a  Government  which 
is  everlastingly  protesting  its  concern  over 
their  welfare.  Moreover,  if  the  shareholders 
are  in  the  class  whose  interest  payments  are 
compounded  several  times  a  year,  they  will 
never  have  the  full  advantage  of  the  with¬ 
held  20  percent,  for  the  compounded  interest 
cannot  be  figured  on  the  part  that  is  kept 
back  at  the  Government’s  pleasure. 

The  argument  for  this  obnoxious  provision 
is  that  the  rightful  tax  on  dividends  often 
is  lost  to  the  Government  because  people 
do  not  report  it.  It’s  a  lame  argument.  It 
implies  that  a  large  body  of  Americans  are 
dishonest,  deliberately  ignoring  the  instruc¬ 
tions  of  their  income  tax  returns. 

The  requirement  that  American  share¬ 
holders  in  foreign  corporations  pay  taxes  on 
earnings  in  which  they  do  not  share  was 
contrived  by  the  administration  (as  Treasury 
Secretary  Dillon  confessed  to  the  Senate 
Finance  Committee),  to  discourage  foreign 
investment.  This  must  seem  astonishing  to 
the  uninitiated,  who  have  been  told  ever 
since  the  war  that  American  private  invest¬ 
ment  abroad  is  the  ideal  device  for  fostering 
a  strong,  free  international  economy. 

The  administration  argues  that  this  js  a 
necessary  measure  for  curbing  the  flight  of 
gold.  It  also  has  a  disingenuous  argument, 
aimed  at  laymen,  that  the  measure  is  in¬ 
tended  to  catch  tax  dodgers. 

Mr.  Dillon  let  a  cat  out  of  the  bag  when 
he  testified  before  the  House  Ways  and  Means 
Committee  that  the  Common  Market  coun¬ 
tries  advised  the  U.S.  Government  to  resort 
to  this  kind  of  taxation  to  discourage  Ameri¬ 
can  investment  among  them.  They  appar¬ 
ently  were  the  first  ones  to  say  that  this  was 
the  way  to  restore  the  balance  of  payments 
(arrest  the  flight  of  gold)  that  is,  by  keep¬ 
ing  American  private  money  at  home. 

They  could,  of  course,  have  helped  to  pre¬ 
vent  the  flight  of  gold  from  America  by  pay¬ 
ing  a  little  toward  the  support  of  the  Ameri¬ 
can  military  establishments  in  NATO,  by 
sharing  foreign  aid  costs,  even  by  lowering 
their  tariffs  to  let  more  American  goods  in 
and  thus  let  more  money  come  back  to  the 
United  States.  But  the  proposal  to  drive 
out  American  investors  comes  easiest  to  them. 
They  don’t  need  American  investment  any 
more,  they  like  the  idea  of  a  balance  of  pay¬ 
ments  favoring  Europe,  and  they  do  not  think 
they  will  have  it  so  long  as  dividends  go 
home  to  American  investors — as  they  will 
eventually,  despite  the  pretensions  of  the 
U.S.  tax  collectors  that  if  they  don’t  get  their 
money  now  the  investors  will  discover  ways 
to  cheat  them. 


1962 
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So  when,  the  seventh  veil  is  removed  this 
provision  of  the  tax  bill  seems  to  stand  as 
another  concession  to  foreign  friends  at  the 
expense  of  Americans.  In  international  af¬ 
fairs  our  Government  often  treats  us  as  the 
world’s  second-class  citizens. 


[From  the  Toronto  Financial  Post,  Mar.  10, 
1962] 

Here’s  Where  United  States  Aids  Rivals  in 
Other  Markets 
(By  John  G.  McDonald) 

The  way  things  are  shaping  up,  it  is  clear 
that  1962  will  be  an  active  year  for  tax  legis¬ 
lators. 

The  British  Chancellor  of  the  Exchequer 
has  already  given  notice  that  he  will  intro¬ 
duce  a  new  tax  on  short-term  capital  gains 
derived  from  dealings  in  securities  and  real 
estate. 

In  the  United  States  the  House  Ways  and 
Means  Committee  issued  another  announce¬ 
ment  last  week  concerning  "tax  haven”  legis¬ 
lation  that  will  be  included  in  the  House 
bill  (not  yet  released).  General  approach 
will  be  to  tax  U.S.  shareholders  currently  on 
their  "share”  of  the  earnings  of  foreign  sub¬ 
sidiaries,  if  at  least  20  percent  of  the  income 
of  the  subsidiaries  is  made  up  of  interest, 
dividends,  rents,  royalties,  income  from 
patents  and  copyrights,  and  “export  income.” 

“Export  income”  is  defined  as  income  from 
the  sale  of  goods  by  a  controlled  foreign 
corporation  outside  of  the  country  in  which 
it  is  incorporated,  where  the  goods  are  not 
manufactured  by  the  corporation  and  where 
more  than  20  percent  of  such  corporation’s 
income  (other  than  “passive”  income)  con¬ 
sists  of  such  “export  income.” 

Needless  to  say,  the  Republican  members 
of  the  committee  oppose  the  bill.  Con¬ 
gressman  J.  W.  Byrnes  issued  a  statement 
saying: 

“The  bill  seeks  to  build  a  ‘Berlin  wall’  in 
the  tax  laws  to  keep  the  American  business¬ 
man  at  home.  The  bill  would  deny  to  Amer¬ 
ican  business  the  right  enjoyed  by  its  foreign 
competitors  to  go  into  any  area  of  the  free 
world  where  there  might  be  a  market,  a 
source  of  raw  materials,  or  the  workers 
needed  to  make  the  business  a  success. 

“The  policy  of  the  bill  is  a  policy  of  *  *  * 
isolationism  as  to  American-owned  business. 
[It]  adopts  the  outrageous  proposition  that 
American  business  should  surrender  to 
foreign  competition  in  the  world  market.” 

It  is  certainly  clear,  in  the  field  of  foreign 
trade,  that  a  foreign  corporation  controlled 
by  Canadians— or  an  oversea  trade  corpora¬ 
tion  in  Britain — will  have  a  decided  ad¬ 
vantage  over  its  U.S. -owned  competitors 
after  the  New  Frontier  people  in  Washing¬ 
ton  achieve  their  ends. 

The  new  law  will  also  serve  to  trim  Ameri¬ 
can  sails  in  Europe,  increase  the  downward 
pressure  on  the  U.S.  dollar,  and  indirectly 
assist  Britain’s  entry  in  the  Common  Market. 

The  point  is,  of  course,  that  businessmen 
regard  taxes  as  costs,  and  try  to  keep  them 
down.  Government  taxmen,  on  the  other 
hand,  are  indignant  over  foreign  investment 
of  “our”  money  by  the  businessmen  who  went 
out  and  earned  it  in  the  first  place. 

Let's  hope  that  Ottawa  encourages  Cana¬ 
dian  business  to  take  full  advantage  of  the 
mistakes  south  of  the  border. 

Mr.  MCCARTHY.  Mr.  President,  I 
wish  to  read  for  the  Record  certain  por¬ 
tions  from  the  editorial  published  by  the 
Toronto  Financial  Post,  written  by  John 
G.  McDonald. 

Mr.  McDonald  says: 

The  way  things  are  shaping  up,  it  is  clear 
that  1962  will  be  an  active  year  for  tax 
legislators. 

The  British  Chancellor  of  the  Exchequer 
has  already  given  notice  that  he  will  intro¬ 
duce  a  new  tax  on  short-term  capital  gains 


derived  from  dealings  in  securities  and  real 
estate. 

In  the  United  States,  the  House  Ways  and 
Means  Committee  issued  another  announce¬ 
ment  last  week  concerning  “tax  haven”  leg¬ 
islation  that  will  be  included  in  the  House 
bill  (not  yet  released).  General  approach 
will  be  to  tax  U.S.  shareholders  currently  on 
their  “share”  of  the  earnings  of  foreign  sub¬ 
sidiaries,  if  at  least  20  percent  of  the  income 
of  the  subsidiaries  is  made  up  of  interest, 
dividends,  rents,  royalties,  income  from 
patents  and  copyrights,  and  “export  income.” 

"Export  income”  is  defined  as  income  from 
the  sale  of  goods  by  a  controlled  foreign 
corporation  outside  of  the  country  in  which 
it  is  incorporated,  where  the  goods  are  not 
manufactured  by  the  corporation  and  where 
more  than  20  percent  of  such  corporation’s 
income  (other  than  "passive”  income)  con¬ 
sists  of  such  “export  income”. 

Mr.  McDonald  also  says : 

"The  bill  seeks  to  build  a  Berlin  Wall  in 
the  tax  laws  to  keep  the  American  business¬ 
man  at  home.  "The  bill  would  deny  to  Amer¬ 
ican  business  the  right  enjoyed  by  its  for¬ 
eign  competitors  to  go  into  any  area  of  the 
free  world  where  there  might  be  a  market, 
a  source  of  raw  materials,  or  the  workers 
needed  to  make  the  business  a  success. 

“The  policy  of  the  bill  is  a  policy  of  *  *  * 
isolationism  as  to  American-owned  business. 
(It)  adopts  the  outrageous  proposition  that 
American  business  should  surrender  to  for¬ 
eign  competition  in  the  world  market.” 

It  is  certainly  clear,  in  the  field  of  foreign 
trade,  that  a  foreign  corporation  controlled 
by  Canadians — or  an  oversea  trade  corpora¬ 
tion  in  Britain — will  have  a  decided  advan¬ 
tage  over  its  U.S.-owned  competitors  after 
the  New  Frontier  people — 

Of  course,  this  includes  us — 

in  Washington  achieve  their  ends. 

The  new  law  will  also  serve  to  trim  Amer¬ 
ican  sails  in  Europe,  increase  the  downward 
pressure  on  the  U.S.  dollar  and  indirectly  as¬ 
sist  Britain’s  entry  in  the  Common  Market. 

The  point  is,  of  course,  that  businessmen 
regard  taxes  as  costs,  and  try  to  keep  them 
down.  Government  taxmen,  on  the  other 
hand,  are  indignant  over  foreign  investment 
of  "our”  money  by  the  businessmen  who 
went  out  and  earned  it  in  the  first  place. 

I  note  that  the  “our”  is  in  quotes. 

The  concluding  remark  by  Mr.  John 
G.  McDonald,  who  reports  on  the  taxes 
in  the  Toronto  Financial  Post,  is: 

Let’s  hope  that  Ottawa  encourages  Cana¬ 
dian  business  to  take  full  advantage  of  the 
mistakes  south  of  the  border. 

This  I  assume  to  be  an  objective  view. 
At  least,  it  is  a  view  which  could  not  be 
considered  as  prejudiced  in  favor  of  the 
United  States.  The  recommendation  is 
that  the  Government  of  Canada  takes 
special  note  of  what  the  United  States 
is  doing  to  encourage  Canadian  busi¬ 
nessmen  to  take  full  advantage  of  the 
mistake  which,  in  his  judgment  at 
least — a  judgment  which  I  share  to  some 
extent — we  seem  to  be  prepared  to  make 
at  this  time. 

Mr.  President,  between  April  24  and 
about  May  11  of  this  year  approximately 
75  witnesses  testified  before  the  Senate 
Finance  Committee  on  the  foreign  in¬ 
come  provisions  of  the  Internal  Revenue 
Act  for  1962.  Of  that  number  more  than 
70  testified  in  opposition  to  the  provi¬ 
sions  of  the  bill  with  regard  to  the  taxa¬ 
tion  of  the  foreign  income  of  American 
corporations.  I  do  not  mean  to  argue 
that  because  70  to  75  witnesses  were  op¬ 


posed  to  the  provisions  and  only  2  or 
3  witnesses  were  in  favor  of  them,  that 
in  itself  is  an  argument  in  opposition  to 
the  provisions  of  the  bill  as  reported  by 
the  Senate  Finance  Committee  and  as 
those  provisions  were  originally  recom¬ 
mended  by  the  Treasury  Deparment  it¬ 
self.  However,  I  believe  that  most  of  the 
witnesses  were  reliable  and  responsible 
people.  Most  of  them  are  from  the 
American  business  community.  Some  of 
them  are  economists  and  business  spe¬ 
cialists  and  specialists  in  international 
trade. 

It  is  true  that  there  are  some  corpora¬ 
tions,  some  American  businesses,  which 
have  used  and  are  continuing  to  use 
oversea  organizations  of  various  kinds 
as  a  device  for  evading  taxes,  or  at  least 
for  the  postponement  of  the  payment 
of  taxes.  I  believe  that  the  provisions 
in  my  amendment  would  come  close  to 
collecting  the  taxes  from  corporations 
which  are  truly  tax-haven  corporations. 
Few  would  continue  to  evade  and  escape. 
I  believe  that  the  judgment  on  this  ques¬ 
tion  must  be  made  in  the  light  of  the 
overall  effects  of  the  proposals  that  are 
here  being  made,  rather  than  on  the 
basis  of  whether  or  not  one  or  two  dis¬ 
honest  people  or  dishonest  firms  that 
are  seeking  to  avoid  the  payment  of 
American  taxes  are  to  be  caught. 

Mr.  JAVITS.  Mr.  President,  will  the 
Senator  yield? 

Mr.  McCarthy.  I  am  glad  to  yield. 

Mr.  JAVITS.  I  should  like,  first,  to 
express  my  satisfaction  with  the  Sen¬ 
ator’s  typical  courtesy  in  joining  me  as 
a  sponsor  of  his  amendment.  I  have  a 
similar  amendment  which  was  proposed 
to  the  committee,  of  which  the  Senator  is 
a  distinguished  member.  I  shall  speak 
in  due  course  in  support  of  the  amend¬ 
ment. 

I  wished  to  interrupt  the  Senator  at 
this  point  because  what  the  Senator  is 
saying  is  very  pertinent.  He  speaks 
about  the  effort  which  one  or  two  or 
three  firms  are  making  to  avoid  taxes, 
and  the  effort  that  is  made  to  eliminate 
such  avoidance.  We  can  never  com¬ 
pletely  cure  that  situation,  because  there 
will  always  be  some  lawyers,  some  ac¬ 
countants,  and  some  firms  figuring  out 
how  to  defraud  the  Government,  and 
we  must  avoid  the  effort  that  is  being 
employed  in  this  manner  to  throttle  the 
whole  American  effort  overseas. 

When  it  comes  my  turn  to  speak,  I 
shall  try  to  demonstrate  how  unfairly 
this  provision  would  work  for  the  peo¬ 
ple  in  whom  the  Senator  and  I  are  in¬ 
terested;  namely,  the  new  firms,  the 
young  firms,  the  adventurous  firms  that 
are  going  into  the  foreign  market. 

This  also  has  its  effect  upon  the  pro¬ 
gram  of  expansion  of  trade  on  the  part 
of  the  United  States.  It  would  be  most 
harmful,  it  seems  to  me,  and  we  would 
be  cutting  off  our  nose  to  spite  our  face 
in  dealing  with  the  company  which  is 
trying  to  use  this  tax  haven,  and  we 
would  materially  thwart  the  national 
purpose.  It  is  a  very  significant  point, 
and  I  am  glad  the  Senator  is  making 
it. 

Mr.  MCCARTHY.  I  agree  with  the 
Senator.  It  is  very  much  like  saying 
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that  we  ought  somehow  to  outlaw  or 
hamper  the  operations  of  all  savings  and 
loan  associations  because  we  have  found 
that  1  or  2  percent  of  them  have  acted 
illegally  or  imprudently  and  have  abused 
the  trust  which  was  placed  in  them.  I 
am  sure  none  of  us  would  go  to  the  point 
of  saying  that  because  of  this  situation, 
the  whole  industry  should  be  destroyed 
or  hampered  or  hindered. 

Mr.  JAVITS.  Mr.  President,  will  the 
Senator  yield  further? 

Mr.  MCCARTHY.  I  yield. 

Mr.  JAVITS.  It  is  said — and  I  be¬ 
lieve  it  to  be  very  important  to  have  this 
recorded — that  no  country,  neither  the 
United  States  nor  any  other  country,  has 
tried,  except  in  the  case  of  a  foreign  per¬ 
sonal  holding  company,  to  establish  this 
kind  of  tax  consequences,  because  one 
happens  to  own  stock  in  a  company  op¬ 
erating  overseas. 

Mr.  MCCARTHY.  The  Senator  is  cor¬ 
rect.  The  Treasury  seems  to  be  pro¬ 
ceeding  as  though  it  were  proceeding 
against  a  personal  holding  company. 
There  is  a  different  kind  of  problem  in 
that  instance,  in  contrast  to  what  we 
are  dealing  with  here. 

Mr.  JAVITS.  The  Senator  is  exactly 
correct. 

Mr.  MCCARTHY.  To  follow  the  same 
rules  or  same  standards  or  the  same 
procedures,  or  the  same  methods,  could 
be  disastrous. 

Mr.  JAVITS.  It  is  very  interesting 
that  the  Senator  and  I,  quite  without 
knowledge  of  each  other’s  purposes, 
should  have  come  to  the  same  end  point 
as  to  how  to  tighten  the  control  in  the 
matter  of  unreasonable  accumulation  of 
earnings.  Does  not  the  Senator  feel  with 
me  that  if  we  had  that,  the  ideal  auto¬ 
matic  control,  without  constricting  or 
destroying  what  we  are  really  trying  to 
control — because  we  are  not  placing  al¬ 
most  complete  authority  in  the  Collector 
of  Internal  Revenue — the  courts  prob¬ 
ably  would  hold  that  the  burden  of  show¬ 
ing  that  the  amount  retained  is  actually 
needed  would  in  this  case  be  on  the  tax¬ 
payer,  unlike  a  domestic  situation,  in 
which  the  burden  is  on  the  collector? 

If  we  assume  that,  are  we  not  giving 
flexible  power  to  the  Treasury,  to  en¬ 
able  it  fully  to  come  abreast  of  any  pos¬ 
sible  or  conceivable  imposition  upon  the 
Government,  without  at  the  same  time 
by  force  of  law  automatically  strangling 
these  activities? 

Mr.  MCCARTHY.  The  Senator  is  cor¬ 
rect.  The  precedents  in  this  field  place 
the  burden  of  proof  upon  the  taxpayer. 
He  must  justify  and  defend  himself 
against  the  charge  of  unreasonable  ac¬ 
cumulation.  We  know  that  even  in  deal¬ 
ing  with  domestic  business  and  industry 
there  is  need  for  some  degree  of  flexibili- 
ity  in  the  manner  in  which  tax  laws  are 
applied.  When  we  move  into  what  is,  in 
a  sense,  almost  a  lawless  international 
competition,  there  is  all  the  more  reason 
why  there  should  be  flexibility  in  the 
way  the  law  is  administered,  so  that  our 
businessmen  competing  in  this  field  will 
not  be  put  in  an  unfair  position. 

Mr.  JAVITS.  Knowing  as  we  do  so 
well  how  taxes  are  avoided,  no  matter 
how  well  we  write  the  laws,  with  the  help 
of  high-priced  talent  employed  for  that 


purpose,  I  believe  that  our  provision, 
which  gives  the  collector  the  opportunity 
by  regulation  or  by  administration  to 
keep  abreast  of  the  situation  all  the  time, 
would  likely  tighten  the  situation  more 
than  a  set  of  strict  rules  would,  because 
very  astute  gentlemen,  studying  them 
day  by  day  and  year  by  year,  would  find 
effective  ways  in  which  to  avoid  them.1' 

Mr.  McCarthy.  I  think  the  Senator 
is  quite  correct.  This  was  one  of  the 
arguments  made  for  the  action  of  the 
Senate  committee  in  connection  with 
the  amendment  which  was  under  some 
discussion  this  afternoon,  with  regard  to 
the  present  section  482,  wherein  the 
House  attempted  to  write  a  rather 
restrictive  formula  on  the  basis  of  which 
allocations  of  income  would  be  made.  It 
was  decided  that  it  would  be  much  better 
to  leave  some  discretion  to  the  Treasury 
Department.  If  we  were  to  lay  down 
four  or  five  rigid  standards,  there  would 
be  more  cases  in  which  they  could  not 
be  applied  or  in  which  they  could  be 
evaded,  than  there  would  be  cases  in 
which  such  standards  would  be  helpful. 

Mr.  JAVITS.  I  should  like  to  make 
a  further  observation,  if  the  Senator  will 
permit  me  to  do  so.  Does  not  the  Sena¬ 
tor  feel  with  me — as  I  have  felt  ever 
since  I  entered  this  complex  and  im¬ 
portant  field — that  what  we  are  dealing 
with  is  much  more  a  foreign  policy  mat¬ 
ter  than  a  tax  matter,  and  that  we  really 
ought  to  look  at  the  situation  from  that 
standpoint,  rather  than  from  the  tax 
point  of  view? 

Mr.  MCCARTHY.  I  agree  with  the 
Senator.  It  is  particularly  important 
that  we  move  hesitantly  in  this  area  at 
this  time,  because  the  whole  complex 
international  trade  and  international 
competition  situation,  which  reflects 
politics  as  much  as  economics,  is  in  a 
condition  of  flux.  We  anticipate  the 
Common  Market.  It  may  be  that  the 
best  thing  that  could  happen  for  us  in 
the  United  States  in  4  or  5  years  would 
be  to  have  American  investments  with¬ 
in  the  Common  Market,  because  there  is 
some  evidence  that  the  first  action  will 
be  one  that  will  be  somewhat  restrictive 
in  terms  of  international  trade,  after 
which  there  may  well  be  a  freer  flow  of 
trade.  We  must  also  consider  the  mat¬ 
ter  of  the  undeveloped  countries  where 
we  seek  to  trade.  Another  factor  to  be 
considered  is  the  Alliance  for  Progress. 
We  must  also  consider  the  question  of 
competition  with  the  Soviet  bloc  itself. 
The  weight  of  the  argument  is  certainly 
against  our  taking  this  kind  of  rather 
drastic  action,  which  does  not  have  the 
support  of  reasoned  argument  or  sound 
historic  judgment. 

Mr.  JAVITS.  I  thank  the  Senator. 
I  express  my  satisfaction  at  our  unity  in 
this  very  important  matter,  and  my  great 
interest  at  our  having  arrived  at  almost 
the  same  conclusion  without  consulta¬ 
tion. 

Mr.  MCCARTHY.  Two  Senators  of 
good  judgment  can  come  to  the  same 
conclusion,  even  though  one  of  them  is 
a  member  of  the  Finance  Committee, 
with  whom  the  Finance  Committee  dis¬ 
agrees,  and  the  other  is  not  on  the  com¬ 
mittee  and  has  not  heard  the  same  testi¬ 
mony  and  evidence.  I  do  not  know  what 
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significance  there  is  in  terms  of  justify¬ 
ing  or  sustaining  the  interesting  state¬ 
ment  of  thinking  along  the  same  lines, 
but  I  am  glad  we  are  in  agreement  at 
this  point. 

Mr.  JAVITS.  I  thank  the  Senator. 

Mr.  MCCARTHY.  Mr.  President, 
since  1913,  when  the  income  tax  law  was 
first  enacted,  U.S.  subsidiary  corporations 
have  been  permitted  to  compete  with 
local  host  governments.  Subsidiary  U.S. 
corporation  income  taxes  were  paid  in 
the  United  States  on  those  earnings  un¬ 
til  they  were  received  in  the  United 
States  as  dividends.  At  that  time  they 
were  subject  to  the  ordinary  tax  imposed 
on  dividends  in  the  United  States.  No 
government,  the  United  States  or  any 
other,  so  far  as  I  know,  ever  asserted 
the  right  to  levy  taxes  on  the  undistrib¬ 
uted  profits  of  nonresident  or  foreign 
subsidiaries  except  as  in  the  case,  to 
which  reference  was  made  earlier,  of 
foreign  personal  holding  companies, 
which  is  something  quite  different  from 
a  business  or  industry  engaged  in  trade 
or  commerce  overseas. 

But  now  the  Treasury — this  action  has 
been  sustained  in  part  by  the  House 
of  Representatives  and  sustained  in  part 
by  the  Committee  on  Finance,  although 
neither  the  House  Committee  on  Ways 
and  Means  nor  the  Committee  on  Finance 
has  gone  as  far  as  the  Treasury  origi¬ 
nally  recommended — proposes  to  impose 
a  tax  on  the  undistributed  earnings  of 
subsidiaries  and  controlled  corporations 
engaged  in  business  overseas.  What  is 
proposed,  I  am  sure,  because  I  listened 
to  the  debate  and  the  speech  made  ear¬ 
lier  today  by  the  Senator  from  Tennessee 
[Mr.  Gore],  is  extremely  complicated, 
as  a  reading  of  the  report  or  the  record 
of  the  hearings  in  this  field  will  disclose. 
I  believe  the  witnesses  who  have  ap¬ 
peared  have  made  it  quite  clear  that 
responsible  American  businessmen  are 
greatly  concerned  over  the  potential  ef¬ 
fects  of  the  provisions  of  the  proposed 
legislation  on  business  health.  They  are 
concerned  about  its  potential  effect  upon 
their  ability  to  compete  overseas,  along 
with  their  concern  about  the  effect  of 
the  legislation  in  terms  of  implementing, 
at  home,  the  balance  of  payments,  and 
particularly  the  future  of  our  country’s 
businessmen  in  the  intensive  competitive 
field  of  international  trade  today. 

As  a  matter  of  fact,  the  record  of  the 
consideration  of  this  legislation  is  one 
not  of  retreat,  but  certainly  of  departure 
from  the  original  position.  So  far  as 
there  was  a  beginning  in  this  field,  it  was 
the  result  of  the  original  recommenda¬ 
tions  from  the  Treasury.  They  set  forth 
some  definitions.  They  proposed  to 
eliminate  all  tax  deferrals  for  what  was 
called  tax-haven  income,  which  is  de¬ 
fined  as  passive  incomes  from  sales  or 
service  not  directly  derived  from  manu¬ 
facturing.  It  included  purchases  from 
related  persons  and  sales  to  related  per¬ 
sons. 

We  moved  from  that  to  the  action 
taken  in  the  House,  where  some  modi¬ 
fications  were  made.  So  far  as  tax  hav¬ 
ens  were  concerned,  it  was  proposed  to 
eliminate  deferral  for  income  derived 
from  insurance  and  U.S.  risk  income 
from  patent  rights,  patent  incomes,  and 
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sales  income,  unless  invested  in  less  de¬ 
veloped  countries.  So  there  was  both  a 
retreat  and  an  escape.  Most  invest¬ 
ments  in  U.S.  property  would  be  taxed. 

The  Committee  on  Finance  has  de¬ 
parted  from  the  original  administration 
position  and  also  from  the  position  taken 
by  the  House  of  Representatives  by  way 
of  moderating  or  modifying  or  making 
application  of  attempts  to  collect  taxes 
on  these  incomes  somewhat  less  severe — 
perhaps  I  should  say  more  workable.  It 
proposes  to  eliminate  the  deferral  for 
income  derived  from  insurance,  U.S.- 
risk,  foreign-based  net  income,  of  what¬ 
soever  nature,  only  when  foreign-based 
company  income  is  less  than  30  percent 
of  the  total  income  of  a  subsidiary. 

This  will  apply  unless  income  is  rein¬ 
vested  in  less  developed  country  corpo¬ 
rations  or  in  the  country  in  which  the 
subsidiary  is  located.  The  intent  is  to 
make  the  effect  of  the  legislation  some¬ 
what  less  severe. 

So  far  as  export  trade  corporations 
are  concerned,  the  tax  deferral  is  to  be 
conducted  with  specific  limitations  for 
private  foreign  corporations  which  de¬ 
rive  90  percent  of  their  gross  income  for 
the  prior  3 -year  period  from  sources 
without  the  United  States,  and  which 
derive  75  percent — 50  percent  in  the  case 
of  agricultural  products — or  more  of  its 
gross  income  from  export  trade. 

I  think  this  summary  of  what  has 
happened  to  the  proposed  legislation 
since  the  original  proposal  of  the  Treas¬ 
ury,  as  it  passed  through  the  House  Com¬ 
mittee  on  Ways  and  Means,  through  the 
House,  and  the  Committee  on  Finance, 
and  came  to  the  Senate  floor,  indicates 
first  of  all,  that  it  was  fully  conceived, 
in  the  first  instance,  as  it  is  now  con- 
cieved;  but  in  order  for  it  to  be  effec¬ 
tively  administered  under  the  terms  of 
the  legislation  as  it  now  stands,  the  net 
effect  would  be  that  it  would  not  ac¬ 
complish  the  purposes  which  have  been 
set  out  for  it;  and,  in  a  sense,  all  the 
objectives  claimed  for  it  would  not  be 
accomplished. 

At  this  point  I  should  like  to  take  up 
certain  statements — I  hesitate  to  call 
them  allegations — with  respect  to  the 
claim  that  has  been  made  about  the 
whole  question  of  tax  evasion  and 
avoidance  on  the  part  of  American  bus¬ 
inesses  which  have  subsidiaries  overseas. 
One  of  the  charges  is  that  tens  of  thou¬ 
sands  of  U.S.  companies  have  gone 
abroad  to  avoid  U.S.  taxes,  or  that 
American  companies  have  gone  abroad 
in  great  numbers  to  avoid  U.S.  taxes. 
Perhaps  “tens  of  thousands”  is  to  set 
the  number  too  high. 

The  total  number  of  American  firms 
engaged  in  foreign  trade  is  estimated  at 
about  3,000.  Of  this  number,  approxi¬ 
mately  900  have  foreign  subsidiaries. 
Virtually  all  of  these  are  legitimate 
businesses  which  annually  report  the  fi¬ 
nancial  condition  of  their  businesses  to 
the  Commissioner  of  Internal  Revenue. 

A  second  charge  that  has  been  made 
is  that  American  industry,  according  to 
statements  made  to  some  Members  of 
the  Senate,  is  that  American  industry 
is  satisfied  with  the  provisions  of  the 
bill  as  reported  by  the  Committee  on 
Finance.  This  is  not  true.  Some 


American  businesses  are  reported  to  pre¬ 
fer  to  have  what  is  in  the  bill  now  to 
what  was  in  the  House  bill.  Some 
American  businesses  have  indicated  to 
Senators  that  they  would  rather  have 
what  is  in  the  bill  than  to  run  the  risk  of 
rocking  the  boat  or  stirring  up  trouble. 
Most  American  businesses  engaged  in 
oversea  operations  would  prefer  not  to 
have  the  provisions  of  the  Finance  Com¬ 
mittee  bill  as  it  now  stands,  but  would 
prefer  to  use  the  method  which  I  am  pro¬ 
posing  in  my  amendment,  to  provide  for 
action  against  the  unreasonable  accumu¬ 
lation  of  profits. 

Mr.  MORTON.  Madam  President, 
will  the  Senator  from  Minnesota  yield? 

The  PRESIDING  OFFICER  (Mrs. 
Neuberger  in  the  chair).  Does  the 
Senator  from  Minnesota  yield  to  the 
Senator  from  Kentucky? 

Mr.  McCarthy.  I  yield. 

Mr.  MORTON.  Would  the  amend¬ 
ment  apply  to  the  foreign  subsidiaries  of 
domestic  corporations  the  same  tax 
measures  which  apply  to  domestic  cor¬ 
porations?  It  would  do  so,  would  it 
not? 

Mr.  MCCARTHY.  That  is  correct;  it 
would  apply  the  same  rule. 

Mr.  MORTON.  Therefore,  would  not 
the  amendment  cure  the  abuses  of  tax 
havens  which  have  been  pointed  out  to 
us? 

Mr.  MCCARTHY.  In  my  opinion  it 
would  cure  all  the  abuses  we  can  rea¬ 
sonably  expect  to  cure,  and  it  would  not 
do  the  harm  which  would  be  done  under 
the  bill  as  proposed  by  the  Finance  Com¬ 
mittee  amendment. 

Mr.  MORTON.  Is  it  not  true  that  the 
treatment  of  foreign  subsidiaries  by 
means  of  the  Finance  Committee  amend¬ 
ments  would  not  be  conducive  to  the 
entry  of  a  new  company  into  this  field? 

Mr.  McCarthy.  In  my  opinion  the 
amendments  proposed  by  the  Finance 
Committee  are  most  acceptable  to  foreign 
subsidiaries  overseas,  and  would  make  it 
very  difficult  for  a  company  which  needs 
to  expand  its  operations  overseas  or  is  in 
need  of  establishing  such  operations. 

Mr.  MORTON.  Madam  President,  I 
support  the  argument  the  Senator  from 
Minnesota  is  developing  and  I  intend  to 
support  his  amendment. 

If  I  may  use  an  illustration  which  I 
used  in  the  committee,  in  my  opinion, 
the  present  situation  is  such  that  if  10 
people  wish  to  start  a  trucking  corpora¬ 
tion,  with  5  stockholders  in  Minnesota 
and  5  stockholders  in  Kentucky,  and  if 
the  corporation  is  successful  and  makes 
$100,000,  and  decides  to  pay  out  $25,000 
in  dividends  and  to  keep  the  other  $75,- 
000,  to  be  spent  in  expanding  the  busi¬ 
ness  and  in  purchasing  more  trucks  and 
employing  more  people,  one  of  the 
States — I  shall  not  say  which  one — could 
say,  “Oh,  no;  you  must  pay  the  tax  on 
what  was  not  distributed  by  you.” 

If  that  happened  in  this  country, 
would  not  it  be  unconstitutional? 

Mr.  McCarthy.  I  think  so.  But  if  a 
firm  were  operating  in  State  A  and  in 
State  B,  State  A  might  say,  “We  are 
sorry  to  say  it,  but  since  your  expansion 
will  be  in  State  B,  not  in  our  State,  we 
will  have  to  impose  our  corporate  tax 


on  the  part  of  your  income  that  you  will 
be  expending  in  State  B.” 

Mr.  MORTON.  I  think  the  Senator’s 
point  is  a  good  one  and  should  be  seri¬ 
ously  considered  in  connection  with  the 
amendment,  because  this  situation  goes 
far  beyond  the  amendment,  and  goes  to 
the  basis  of  oui-  taxation  traditions. 

Mr.  MCCARTHY.  It  is  a  departure 
from  a  practice  and  principle  that  has 
been  in  existence  and  has  been  accepted 
and  acknowledged  ever  since  the  income 
tax  was  enacted  into  law  in  1913. 

Mr.  MORTON.  I  wish  the  Senator’s 
amendment  well,  and  I  shall  support  it. 

Mr.  MCCARTHY.  I  thank  the  Senator 
from  Kentucky. 

Madam  President,  although  public 
hearings  were  not  held  on  the  amend¬ 
ment  which  is  known  as  the  Kerr 
amendment  to  the  amendment  of  the 
Finance  Committee,  as  a  substitute  for 
the  amendment  acted  on  by  the  House, 
those  who  testified  before  the  Finance 
Committee  were  nearly  unanimous  in 
their  opposition  to  the  provisions  from 
which  the  Kerr  amendment  was  devel¬ 
oped.  Specifically,  industry  opposed  the 
violation  of  the  50-year-old  principle 
that  income  is  not  taxable  until  it  is  re¬ 
ceived.  The  Finance  Committee’s  pro¬ 
posals  would  penalize  companies  in  less 
developed  countries  which  have  low  tax 
rates.  Also,  it  would  penalize  companies 
which  are  being  expanded  or  are  paying 
off  their  indebtedness — as  the  Senator 
from  Kentucky  has  pointed  out.  It 
works  against  companies  such  as  the 
Ford  Motor  Co.  The  witnesses  testified 
that  that  would  be  the  case  in  the  United 
Kingdom,  which  has  a  corporate  tax 
rate  of  53.75  percent,  or  in  Germany, 
which  has  a  corporate  tax  rate  of  51  per¬ 
cent. 

I  ask  unanimous  consent  to  have 
printed  in  the  Record  the  testimony  of 
various  witnesses  before  the  Finance 
Committee  who  testified  not  in  regard 
to  the  effect  of  the  amendments  as  in¬ 
cluded  in  the  version  reported  by  the 
Senate  Finance  Committee,  but  in  re¬ 
gard  to  the  amendments  included  in  the 
version  on  which  we  acted,  which  ver¬ 
sion  is,  I  think,  in  principle  essentially 
the  same  as  the  one  that  Was  reported. 
I  think  the  testimony  of  these  witnesses 
for  the  most  part  runs  against  the 
amendments  as  finally  adopted  by  the 
Senate  Finance  Committee  and  reported 
to  the  Senate. 

There  being  no  objection,  the  excerpts 
from  the  hearing  were  ordered  to  be 
printed  in  the  Record,  as  follows: 

Dow  Chemical  Co.,  Tyrone  Gillespie:  "More 
than  3,000  people  and  more  than  $70  million 
in  investment  in  the  United  States  are  di¬ 
rectly  employed  in  support  of  our  foreign 
activities.  Should  foreign  investment  be¬ 
come  unprofitable  due  to  Government  inter¬ 
vention,  our  judgment  is  that  60  percent  or 
more  of  the  domestic  people  and  facilities 
supporting  foreign  sales  might  be  idled. 

Minnesota  Mining  &  Manufacturing  Co., 
Robert  H.  Tucker:  "In  1951,  a  handful  of 
our  people  handled  our  total  foreign  busi¬ 
ness.  Today,  1  out  of  every  10  employees  in 
our  domestic  factories  owe  their  jobs  to  the 
fact  that  we  are  exporting  products  to  for¬ 
eign  countries.  Our  experience  is  that  ex¬ 
ports  are  increased  by  foreign  manufacturing 
operations.  Business  begets  business.” 
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Abbott  Laboratories,  George  R.  Cain:  “Our 
foreign  investments  were  not  made  at  the 
expense  of  our  exports  from  here,  but  rather 
because  exports  became  difficult  or  impos¬ 
sible,  due  to  trade  barriers,  tariffs,  legisla¬ 
tion,  or  arbitrary  decisions  protecting  or 
favoring  local  industry  in  foreign  nations, 
establishment  of  local  factories  and  plants 
by  competitors,  etc. 

“It  is  significant  that  Abbott  Laboratories 
International  Co.’s  employment  in  Chicago, 
as  a  result  of  its  increased  capital  invest¬ 
ments  abroad,  rose  50  percent  in  the  last 
6  years. 

“In  addition,  a  large  number  of  scientists, 
engineers,  technicians,  researchers,  manufac¬ 
turing  and  other  personnel  are  now  employed 
by  our  parent  company,  as  a  result  of  our 
expansion  in  foreign  markets  made  possible 
by  our  increased  investment  abroad.” 

Joy  Manufacturing  Co.,  J.  D.  A.  Morrow: 
«*  *  *  in  1961,  nearly  one-third  of  the  em¬ 
ployment  at  (Joy  Manufacturing  Co.’s) 
Franklin  (Pa.  plant)  was  derived  from  *  *  * 
exports.  The  Treasury  asserts  that  such 
cases  are  exceptional  and  not  representative 
and  should  be  disregarded.  Here  again  the 
Treasury  ignores  the  facts  published  by  the 
Department  of  Commerce,  which  show  that 
in  1960,  out  of  $18,900  million  of  exports, 
$2,695  million  went  to  or  through  foreign 
manufacturing  subsidiaries  of  American 
corporations.  These  are  not  the  statements 
of  private  industry,  these  are  the  Federal 
Government’s  own  official  figures.” 

Goodyear  Tire  &  Rubber  Co.,  Frank  T. 
Quirk:  “When  domestic  rubber  companies 
decide  to  locate  a  plant  overseas,  most  of  the 
equipment  for  the  plant  is  shipped  from  the 
United  States  and  is  made  by  American 
workmen.  If  further  expansion  is  curtailed 
by  revised  tax  provisions,  not  only  will  the 
foreign  markets  be  taken  over  by  foreign 
competitors  but  the  machinery,  equipment 
and  supplies  for  their  new  plants  will  come 
from  foreign  producers. 

“There  are  numerous  examples  in  our  in¬ 
dustry  where  the  annual  purchases  of  re¬ 
placement  equipment,  machinery,  materials, 
and  supplies  to  keep  foreign  plants  operat¬ 
ing  represent  more  than  the  total  U.S.  dollar 
investment  of  the  same  company  overseas. 
These  purchases,  amounting  to  many  mil¬ 
lions  of  dollars  each  year,  provide  work  for 
thousands  of  people  and  are  advantageous 
in  our  balance  of  payments  position." 

Pfizer  International,  John  J.  Powers,  Jr.: 
“The  key  point  is  that  those  who  say  that 
direct  business  investment  abroad  results  in 
the  export  of  American  Jobs  are  simply 
wrong.  For  this  to  be  true  it  would  have 
to  be  demonstrated  either  (a)  that  such 
investments  have  been  made  for  the  pur¬ 
pose  of  producing  goods  for  import  into  the 
United  States  in  lieu  of  producing  such 
goods  in  the  United  States,  or  (b)-  that  U.S. 
direct  investments  abroad  have  produced 
goods  for  sale  abroad  which  could  otherwise 
have  been  exported  from  the  United  States. 
The  facts  do  not  significantly  bear  out  either 
of  these  assumptions. 

“For  example,  U.S. -owned  manufacturing 
subsidiaries  in  Canada  and  Western  Europe 
had  total  sales  in  1960  of  $18.2  billion,  of 
which  only  $259  million  was  exported  to  the 
United  States.  It  is  preposterous  to  charge 
that  U.S.  business  has  gone  abroad  for  the 
specific  purpose  of  reselling  a  grand  total 
of  1.4  percent  of  production  back  to  the 
United  States,  or  that  $259  million  of  such 
imports  from  foreign  subsidiaries  could 
cause  any  appreciable  loss  of  jobs.  Using 
ratios  (jobs  to  sales)  cited  by  labor  officials, 
$259  million  of  sales  could  mean  about 
30,000  jobs,  or  less  than  one-twentieth  of  1 
percent  of  the  U.S.  labor  force — assuming 
that  the  goods  represented  by  the  $259  mil¬ 
lion  would  have  been  made  in  the  United 
States.  But  this  assumption  is  not  justified, 
tor  if  U.S. -owned  subsidiaries  in  Western 
urope  and  Canada  had  not  sold  these  goods 


to  the  US.  market,  it  is  more  likely  that 
other  foreign  companies  would  have  supplied 
the  goods,  not  U.S.  factories.  Thus  it  is 
hardly  justifiable  to  say  that  the  imports 
cited  were  responsible  for  the  loss  of  any 
significant  number  of  jobs. 

“While  U.S.-owned  facilities  in  Canada  and 
Western  Europe  were  selling  $259  million  of 
goods  to  the  United  States  in  1960,  these 
same  subsidiaries  were  importing  $1,246  mil¬ 
lion  worth  of  goods  from  the  United  States. 
Using  the  same  job-sales  ratio,  these  exports 
from  the  United  States  created  more  than 
100,000  jobs.” 

Harnischfeger  Corp.,  Frederick  Salditt: 
“Prior  to  our  active  participation  in  over¬ 
sea  investment  and  manufacture,  the  ex¬ 
ports  of  our  U.S.  products  lagged  slightly 
behind  the  exports  of  our  entire  industry. 
With  the  advent  of  our  active  oversea  man¬ 
ufacturing  program,  which  involved  the  use 
of  foreign  subsidiaries'  reinvested  profits, 
etc.,  our  exports  of  U.S.-produced  goods  have 
steadily  increased.  They  have  substantially 
surpassed  the  average  for  our  industry,  which 
has  generally  been  on  a  steady  to  downward 
trend. 

“This  means  that  we  have  been  able  to 
maintain  rather  steady  domestic  employ¬ 
ment  and  even  increase  it  in  some  of  our 
plants  during  a  most  difficult  and  competi¬ 
tive  period.  As  a  matter  of  fact,  during  the 
years  1958-59,  we  probably  would  not  even 
have  been  a  domestic  taxpayer  at  all  had  it 
not  been  for  our  foreign  operations  and  ex¬ 
ports,  and  we  most  certainly  would  have  em¬ 
ployed  fewer  people  in  the  States  of  Wiscon¬ 
sin  and  Michigan.” 

Sprague  International  Ltd.,  William  M. 
Adams:  “Although  the  argument  has  been 
propounded  that  the  establishment  of  for¬ 
eign  manufacturing  facilities  exports  U.S. 
jobs,  our  experience  indicates  that  this  is 
just  not  so.  I  cannot  give  you  an  accurate 
figure  of  how  many  of  our  employees  owe 
their  jobs  directly  to  export,  but  I  can  tell 
you  that,  in  many  instances,  lines  would 
have  been  temporarily  closed  or  restricted 
and  employees  laid  off  had  it  not  been  for 
the  welcome  export  business  that  came  into 
the  house  at  that  time. 

“In  other  words,  foreign  plants  stimulate 
exports  and  exports  tend  to  cancel  out  the 
slack  periods  that  occur  from  time  to  time 
domestically.” 

Pfaudler  Permutit,  Inc.,  William  G.  von 
Berg:  It  is  a  peculiar  fact  that  in  spite  of 
our  build-up  of  foreign  manufacturing  fa¬ 
cilities,  our  export  volume  from  plants  in 
the  United  States  did  not  suffer,  but  instead 
showed  a  tendency  to  increase.  The  rea¬ 
sons  are  several. 

“First  of  all,  we  supply  frit,  a  compound 
used  in  the  glassing  operation,  to  our  foreign 
plants. 

“Second,  special  parts  and  components  are 
supplied  from  our  U.S.  plants  to  our  fac¬ 
tories  abroad.  As  the  activity  of  our  foreign 
plants  increase,  so  do  our  exports  of  frit, 
parts,  and  components. 

"Third,  as  oversea  customers  became  ac¬ 
customed  to  our  equipment  and  familiar 
with  its  advantages,  orders  for  equipment  in 
sizes  which  could  not  be  made  by  our  for¬ 
eign  plants  were  transferred  to  the  larger 
U.S.  plants  for  manufacture.” 

Dresser  Industries,  Inc.,  H.  Neil  Mallon: 
“In  addition  to  the  significant  contribution 
which  Dresser’s  export  trade  has  made  to 
our  country’s  balance  of  payments,  during 
the  past  3  years  over  5,800,000  man-hours  of 
factory  labor  have  been  devoted  to  the  pro¬ 
duction  of  export  products.  There  is  no 
way  to  determine  how  many  additional  man¬ 
hours  of  labor  are  attributable  to  our  ex¬ 
port  trade  as  the  result  of  our  purchase  of 
materials,  components,  supplies  and  services 
from  others.  If  we  assume  that  our  sup¬ 
pliers  sales  require  the  same  number  of  man¬ 
hours  per  dollar  as  did  ours,  this  additional 


employment  due  to  our  exports  amounted  to 
3,405,000  man-hours. 

“We  hope  to  continue  to  do  our  part  in 
improving  the  balance  of  payments  and  in 
promoting  full  employment.  We  cannot  do 
so  unless  we  will  be  competitive  with  foreign 
manufacturers  who  already  enjoy  many  ad¬ 
vantages  not  available  to  us.”  » 

As  John  L.  Connolly,  general  counsel  of 
the  Minnesota  Mining  &  Manufacturing  Co., 
pointed  out  in  his  testimony:  “First  of  all, 
a  substantial  part  of  the  investment  is  nor¬ 
mally  spent  promptly  for  capital  goods  and 
services  in  the  United  States  with  a  conse¬ 
quent  return  of  dollars.  Secondly,  once  the 
foreign  activity  is  established,  it  usually  gen¬ 
erates  additional  exports  in  the  form  of  ma¬ 
terials,  parts,  services,  and  even  finished 
goods.  These  exports  in  all  likelihood  would 
not  occur  if  the  investment  had  not  been 
made.  Thus,  the  short-run  improvement 
that  could  be  expected  in  our  balance  of  pay¬ 
ments  from  the  proposed  legislation  is  more 
apparent  than  real.” 

Pharmaceutical  Manufacturers  Association, 
Kenneth  C.  Royall:  “A  survey  of  10  of  the 
members  of  the  association,  which  included 
several  of  the  larger  members,  over  the  years 
1956  through  1960  shows  that  the  total  in¬ 
flow  from  these  subsidiaries  to  the  United 
States  was  $618,600,000  and  the  total  out¬ 
flow  was  only  $78,500,000.  Total  inflow  ex¬ 
ceeded  total  outflow  by  $540,100,000,  or  by  a 
ratio  of  7.9  to  1.  Official  Government  statis¬ 
tics  show  that  over  the  same  period  the  aver¬ 
age  annual  exports  of  all  medicinal  and 
pharmaceutical  products  were  $273  million 
and  the  average  annual  imports  were  only 
$16  million.  These  amounts  of  inflow  will 
be  no  longer  available  if  this  legislation  is 
enacted,  because  there  will  be  no  foreign 
market.” 

Joy  Manufacturing  Co.,  J.  D.  A.  Morrow: 
“*  *  *  (Joy’s  figures  show)  total  11-year 
parent  company  investment  and  advances  to 
foreign  subsidiaries  of  about  $7,400,000  and 
dollar  expenses  of  operating  abroad  of  $11 
million,  a  total  dollar  outflow  of,  roughly, 
$18,400,000.  Please  note  that  these  outlays 
brought  $170  million  of  exports  in  those  11 
years,  60  percent  of  which  went  to  or  through 
our  manufacturing  subsidiaries  abroad.  In 
addition,  payments  of  $7  to  $8  million 
of  engineering  fees,  royalties,  dividends, 
and  interest  make  a  total  net  favorable  bal¬ 
ance  of  payments  of  $159  million,  and  the 
U.S.  Treasury  collected  more  than  $16  million 
of  income  tax  from  these  operations.  Is 
that  showing  unfavorable  to  the  U.S.  balance 
of  payments?  Gentlemen,  hundreds  of  other 
American  foreign  subsidiaries  would  present 
similar  results  if  you  had  their  figures.” 

Corn  Products  Co.,  Warren  S.  Adams:  “We 
are  a  food  company  primarily.  This  means 
we  operate  on  a  low  margin  of  profit.  *  *  * 
There  is  in  Europe  tremendous  competition 
in  the  food  industry.  We  have  to  meet  this 
competition  and  we  have  to  invest  money 
in  Europe  in  the  process.  For  us  the  Treas¬ 
ury’s  proposals  mean  not  that  we  shall  no 
longer  invest  money  in  Europe,  but  that  a 
significant  part  of  the  investments  we  will 
have  to  make  to  protect  our  present  invest¬ 
ment  there  will  be  more  costly  than  here¬ 
tofore,  and,  thus,  return  less  profit  for  re¬ 
mission  to  the  United  States.” 

Sprague  International,  Ltd.,  William  M. 
Adams:  “As  a  business  grows,  more  working 
capital  is  needed.  At  present,  this  is  sup¬ 
plied  from  foreign  sources  in  local  currency 
that  has  been  earned  abroad.  Therefore,  if 
this  bill  passes,  the  parent  company  will  have 
to  supply  this  capital  from  U.S.  dollars  in¬ 
stead  of  foreign  currency  and,  furthermore, 
will  have  to  earn  twice  as  many  dollars  as 
would  be  the  case  using  local  funds.  How 
this  is  going  to  help  the  balance  of  pay¬ 
ments  is  beyond  me.” 

International  Flavors  &  Fragrances,  Inc., 
Eugene  P.  Grisanti:  “If  this  bill  is  passed 
in  its  present  form,  it  would  seem  far  more 
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likely  that  such  funds,  in  the  majority  of 
cases,  would  he  reinvested,  and  not  neces¬ 
sarily  in  new  business  in  the  less  developed 
countries  where  so  many  uncertain  risks  are 
faced,  but  in  the  expanding  businesses  where 
the  existing  subsidiaries  are  already  situated. 
Funds  which  may  well  have  been  kept  idle 
until  the  time  was  ripe  to  make  a  decision 
whether  to  repatriate  them  as  dividends,  or 
to  invest  in  plant  expansion,  will  be  forced 
into  plant  expansion  instead  before  the  end 
of  the  tax  year  to  escape  the  tax.” 

Pfizer  International,  John  J.  Powers,  Jr.: 
“Treasury’s  ultimate  position  is  that  while 
direct  investment  abroad  may,  in  the  long 
run,  have  a  beneficial  effect  on  the  balance 
of  payments,  it  nevertheless  has  a  short¬ 
term  deleterious  effect.  This  is  simply  a 
recognition  of  the  obvious  fact  that  a  dollar 
invested  today  will  not  be  returned  until 
some  time  later.  Thus,  it  follows  that  if 
the  dollar  were  not  invested,  then  during 
the  period  it  would  have  taken  to  return  it, 
the  balance  of  payments  would  be  favorably 
affected.  But  later,  when  the  return  from 
dividends,  interest,  exports,  royalties,  fees, 
etc.,  would  have  exceeded  the  prior  capital 
outflow,  the  balance  of  payments  would  be 
permanently  hurt,  and  to  a  far  greater  ex¬ 
tent  than  it  had  been  temporarily  helped. 
The  farmer  who  is  short  of  money  can  cut 
down  on  his  expenses  by  not  planting  seed 
in  the  spring.  But  where  will  he  stand  at 
harvest  time? 

“Pfizer  International  has  really  been  in 
operation  only  since  1951.  In  the  period 
1951  through  1961,  Pfizer  operations  have  re¬ 
sulted  in  a  net  inflow  to  the  United  States 
of  about  $250  million.  This  is  despite  the 
fact  that  it  is  only  in  very  recent  years  that 
we  have  begun  to  pay  substantial  dividends 
to  the  parent  company.  Prior  to  that  time, 
nearly  all  profits  earned  abroad  were  rein¬ 
vested.  In  the  face  of  such  a  circumstance 
we  nevertheless  achieved  this  highly  favor¬ 
able  balance  because  we  exported  almost 
$200  million  of  U.S.-made  goods  to  Pfizer  for¬ 
eign  subsidiaries  and  because  we  brought 
home  some  $50  million  additional  in  divi¬ 
dends,  royalties,  fees,  etc.  Now  that  our  in¬ 
vestment  has  begun  to  mature  and  large 
dividends  are  being  brought  home,  we  are  re¬ 
turning  dollars  at  an  annual  rate  of  $45  mil¬ 
lion.  The  parent  company  has  not  made  any 
direct  dollar  investments  abroad  in  many 
years  and  it  is  the  policy  of  our  company 
that  its  international  organization  provide 
its  own  financing.” 

Abbott  Laboratories,  George  R.  Cain :  “For 
the  5-year  period  1956-60,  Abbott’s  exports 
from  the  United  States  exceeded  its  imports 
by  $50  million.  Abbott  also  received  from 
abroad  loan  repayments,  dividends,  and  mis¬ 
cellaneous  income  in  the  amount  of  $9.3 
million — making  a  total  inflow  into  this 
country  of  $59.3  million. 

“The  total  outflow  of  dollar  from  this 
country  by  Abbott,  during  the  same  5 -year 
period,  in  foreign  investments  and  loans  was 
only  $2.2  million.  This  gives  our  country  a 
net  favorable  balance  of  $67.1  million.  *  *  * 

"Proponents  of  the  foreign  income  provi¬ 
sions  apparently  would  not  understand  how 
a  company  can  expand  its  foreign  operations 
rapidly  with  so  little  outflow  of  U.S.  capital. 
The  answer  is  simple  and  well  known  to  all 
who  have  had  international  business  ex¬ 
perience.  Foreign  plants  can  be  and  are 
financed  very  heavily  through  the  use  of 
locally  borrowed  money  in  addition  to  earn¬ 
ings  retained  overseas.  Thus,  we  increase  our 
base  upon  which  greater  future  earnings  are 
built.  These  earnings  redound  to  the  benefit 
of  the  U.S.  Treasury  as  well  as  our  own 
shareholders.  This  is  accomplished  without 
a  heavy  immediate  or  long-term  drain  on 
U.S.  capital.” 

The  Machinery  &  Allied  Products  Insti¬ 
tute:  “The  establishment  of  a  permanent 
operation  overseas  serves  to  facilitate  con¬ 
tacts  with  foreign  customers  and  by  giving 


the  company  greater  local  identification 
helps  to  penetrate  markets  which  could  not 
otherwise  be  penetrated.  One  company,  with 
which  we  are  familiar,  prior  to  1959  was  un¬ 
able  to  penetrate  the  German  market  to  any 
significant  degree.  However,  as  a  result  of 
establishing  an  operation  in  that  country  it 
now  finds  that  its  German  customers  are  not 
only  willing  to  purchase  from  the  German- 
based  company  unit,  but,  because  of  the 
greater  local  identification  established  by  the 
U.S.  company  as  a  result  of  its  German  sub¬ 
sidiary,  it  now  exports  in  substantial  volume 
to  the  German  market  products  which  it  is 
manufacturing  in  the  United  States.” 

Caterpillar  Tractor  Co.,  E.  W.  Kuhlman: 
“I  wish  to  point  out  that  none  of  our  prod¬ 
ucts  are  completely  manufactured  abroad; 
many  of  the  components  such  as  engines, 
transmissions,  etc.,  are  produced  in  our  U.S. 
factories  and  exported  to  our  foreign  plants. 
If  we  did  not  manufacture  the  product 
abroad,  the  sale  would  not  be  made  at  all 
by  us  but  would  be  made  by  a  foreign  com¬ 
petitor  who  would  use  no  components  manu¬ 
factured  in  the  United  States.  The  sig¬ 
nificance  of  this  factor  is  emphasized  when 
it  is  noted  that  (1)  our  exports  to  Great 
Britain  in  1960  were  over  four  times  those 
of  1950,  the  year  before  our  subsidiary  began 
operation;  (2)  our  exports  to  Australia  in 
1960  were  more  than  double  those  of  1955 
when  tlie  subsidiary  was  formed;  (3)  our  ex¬ 
ports  to  Brazil  in  1960  were  more  than  five 
times  those  of  1956  when  manufacturing 
began  in  Brazil.” 

Clark  Equipment  Co.,  Walter  E.  Schirmer: 
“Exports  from  Clark’s  U.S.  plants  in  1955  to¬ 
taled  $5,500,000,  consisting  solely  of  ma¬ 
chines  and  parts  to  distributors.  By  1961 
such  sales  had  increased  to  $12,500,000  and  in 
addition  component  sales  to  manufacturing 
affiliates  rose  to  $10,500,000,  for  a  total  of 
$23  million  total  exports  from  U.S.  plants, 
excluding  Canada.  While  total  sales  of  Clark 
products  overseas  in  1955  therefore  was  only 
$5,500,000,  in  1961  this  figure  has  risen  to 
$88  million  including  $65  million  sales  of  the 
Clark  manufacturing  affiliates.  *  *  * 

“Clark’s  program  of  investment  oversea, 
far  from  being  detrimental  to  our  U.S.  in¬ 
vestment  program,  has  produced  profits  for 
the  parent  company  both  in  the  sale  of 
components,  never  sold  oversea  prior  to  this 
program,  plus  finished  machines  and  service 
parts.  This  has  provided  increased  funds  in 
the  parent  company  available  for  investment 
in  facilities  and  working  capital.  During 
the  years  1955-56  the  parent  company  has 
invested  in  U.S.  facilities  and  workitog  capi¬ 
tal  $40  million,  and  in  that  same  period  has 
invested,  in  Clark  International  $1  mil¬ 
lion.  *  *  * 

“Thus,  it  is  obvious  that  the  Clark  foreign 
investment  program  has  not  in  any  way  in¬ 
terfered  with  our  domestic  program,  nor  has 
it  to  any  material  extent  affected  our  balance 
of  payments,  since  the  earnings  of  the  parent 
company  on  its  oversea  exports  has  exceeded 
by  far  the  original  investment  in  Inter¬ 
national.” 

International  Economic  Policy  Associa¬ 
tion:  “A  large  part  of  the  world  is  not  avail¬ 
able  as  a  market  for  increased  U.S.  exports 
for  cash.  The  Iron  Curtain  countries  are  a 
limited  potential  market  for  trade  expan¬ 
sion  for  the  near-term  future;  the  under¬ 
developed  countries  do  not  have  the  re¬ 
sources  to  buy  for  cash — they  are  candidates 
for  gifts  and  grants  and  so-called  long  range, 
50-year  low  or  no-interest  loans.  Therefore, 
our  chance  of  selling  more  for  cash  is  re¬ 
stricted  pretty  much  to  industrialized  West¬ 
ern  European  countries  and  Japan. 

“The  question  is:  Can  these  exports  be 
increased,  not  on  a  reciprocal,  but  a  one-way 
unilateral  basis  by  between  $3  and  $4  bil¬ 
lion?  With  regard  to  Common  Market 
countries,  this  much  expansion  in  exports 
would  require  an  almost  100-percent  increase 


over  1961  products  of  $3.6  billion.  *  *  *  In 
total  the  immediate  prospects  do  not  come 
up  to  our  needs. 

"It  is  not,  therefore,  enough  merely  to 
exhort  American  Industry  to  export  more, 
because  it  is  not  likely  that  the  total  solu¬ 
tion  of  the  balance-of-payments  problem  will 
lie  in  this  field  in  the  foreseeable  future,  as 
long  as  we  have  to  maintain  our  Military 
Establishment  and  the  scale  of  foreign  aid 
expenditures  at  levels  comparable  to  the 
present.  Therefore,  the  United  States  must 
think  in  terms  of  a  long-range  solution  to 
this  problem  by  expanding  U.S.  earning 
power  abroad  in  ways  other  than  exports; 
namely,  the  sale  of  services,  and  the  making 
of  investments  on  which  growing  amounts  of 
earnings  may  accrue  and,  in  the  normal 
course  of  business  activity,  be  repatriated 
to  the  United  States.  The  encouragement 
of  private  investments  abroad  in  hard,  con¬ 
vertible  currency  countries  must  become 
one  of  the  major  objectives  of  the  adminis¬ 
tration,  with  as  much  emphasis  as  given  to 
the  encouragement  of  exports.” 

As  Mark  H.  Berens,  of  Mayer,  Friedlich, 
Spiess,  Tierney,  Brown  &  Platt,  told  the  Sen¬ 
ate  Finance  Committee:  “I  cannot  see  that  it 
is  in  our  national  interest  to  induce  Ameri¬ 
can  investment  operating  in  developed  areas 
to  be  customarily  in  a  minority  position. 
American  controlled  foreign  investment  has 
meant  greater  cooperation  of  foreign  enter¬ 
prise  with  American  policies,  as  for  example 
the  very  noticeable  pressure  in  other  coun¬ 
tries  to  cooperate  with  the  U.S.  embargo  of 
certain  trade  with  the  Soviet-Sino  bloc.” 

Ellsworth  C.  Alvord,  speaking  for  the  U.S. 
Council  of  the  International  Chamber  of 
Commerce,  noted:  “Reinvestment  of  profits 
in  a  developed  foreign  country  would  be  lim¬ 
ited  to  the  same  trade  or  business  in  which 
the  foreign  corporation  is  already  engaged. 
This  is  an  incredible  requirement.  It  serves 
no  apparent  policy  or  equity  purposes,  yet 
it  places  a  tax  penalty  on  dynamic  and  pro¬ 
gressive  business  practices.  It  penalizes 
switching  to  new  products.  It  could  con¬ 
ceivably  be  interpreted  as  penalizing  the 
opening  of  new  branches  of  the  corporation’s 
old  business.  It  is  unbelievable  that  Con¬ 
gress  would  saddle  this  sort  of  a  restriction 
on  American-owned  businesses  in  the  Euro¬ 
pean  Common  Market  at  the  very  time  when 
this  area  is  on  the  threshold  of  the  greatest 
growth  in  economic  activity  and  competi¬ 
tion  that  it  has  ever  experienced.” 

Harnischfeger  Corp.,  Frederick  Salditt: 
“We,  meaning  ourselves,  and  all  U.S.  indus¬ 
try,  must  be  able  to  deliver  our  products  to 
the  foreign  purchaser  competitive  as  to  qual¬ 
ity,  price,  terms  and  service.  Our  real  .for¬ 
eign  competitors  (by  this  I  don’t  mean 
oversea  subsidiaries  or  licensees  of  U.S.  com¬ 
panies)  are  a  very  formidable  group  and  are 
becoming  more  so.  Generally  they  have 
various  official  means  of  assistance  at  their 
disposal  encouraging  exports,  and  in  no  case 
that  I  know  of  do  they  actually  have  road¬ 
blocks  and  hurdles  thrown  in  their  path  to 
make  exporting  more  difficult. 

“We  and  other  U.S.  companies  have  had 
to  go  into  oversea  manufacturing  to  re¬ 
main  competitive  and  to  hold  markets  which 
we  would  otherwise  lose  completely.  Our 
oversea  manufacturing  and  investments 
have  helped  maintain  and  increase  our  ex¬ 
ports  from  this  country.  In  our  business 
these  two  things  are  inseparable.  The  uti¬ 
lization  of  tax  deferral  methods  has  helped 
provide  the  wherewithal  to  do  this  and  to 
keep  our  overall  costs,  both  overseas  and  in¬ 
directly  in  this  country,  in  line  so  that  we 
can  maintain  our  position  and  fend  with  our 
competition  with  some  measure  of  success. 
Anything  which  discourages  this  kind  of 
foreign  investment  by  taking  away  one  of 
the  many  tools  which  industry  needs  in  this 
fight  just  as  surely  makes  for  less  rather 
than  more  U.S.  exports.  We  have  enough 
problems  just  staying  competitive,  and  if 
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we  are  not  competitive  you  may  be  sure  that 
we  will  not  export  at  all  in  the  not  too  dis¬ 
tant  future.” 

International  Economic  Policy  Associa¬ 
tion:  “*  *  *  unequal  and  inequitable  tax 
treatment  of  income  on  U.S.  investment  in 
European  subsidiaries  may  diminish  the 
earning  power  of  American  companies  oper¬ 
ating  there,  to  the  extent  that  their  foreign- 
owned  competitors,  enjoying  more  favorable 
tax  treatment,  may  undersell,  through  com¬ 
petitive  price  reductions,  the  products  of 
American-owned  companies  in  Europe. 
Thus,  the  income  on  past  investments, 
which  the  Treasury,  in  its  assumptions,  takes 
as  a  fixed  item,  uninfluenced  by  the  current 
tax  proposals,  may  in  fact  diminish,  thereby 
reducing  the  amount  of  future  earnings 
that  may  be  repatriated.” 

Mayer,  Friedlich,  Spiess,  Tierney,  Brown  & 
Platt,  Mark  H.  Berens:  “*  *  *  no  other 
major  commercial  nation  taxes  unremitted 
divided  income  to  domestic  shareholders 
(other  than  in  personal  holding  company 
situations) ,  nor  do  any  have  any  legislation 
inhibiting  the  use  of  international  trading, 
leasing,  servicing,  and  licensing  companies. 
Many  give  special  tax  preferences  to  foreign 
business  income.  Almost  all  of  these  nations 
have  much  larger  per  capita  external  invest¬ 
ment  and  per  capita  export  trade  than  does 
the  United  States.  Moreover,  their  tax  sys¬ 
tems  persisted  through  balance  of  payments 
crises  far  worse  than  we  are  now  experi¬ 
encing.” 

Pharmaceutical  Manufacturers  Association, 
Kenneth  C.  Royall:  "*  *  *  we  would  predict 
that  if  these  provisions  are  enacted  it  will 
become  virtually  impossible  for  members  of 
the  Pharmaceutical  Manufacturers  Associa¬ 
tion  to  do  business  abroad.  The  Treasury 
Department  has  taken  the  opposite  view.  It 
has  said  that  under  these  provisions  Amer¬ 
ican  industry  can  continue  to  do  business 
abroad  because,  as  it  states,  the  present  de¬ 
mand  for  the  products  of  foreign  subsidiaries 
will  continue  as  a  demand  for  the  exports 
from  American  Industry. 

“This  assumption,  we  assert,  is  in  error, 
certainly  with  respect  to  our  particular  in¬ 
dustry.  The  proposed  provisions  will  to  a 
large  extent  dry  up  the  foreign  operations  of 
the  association’s  members. 

“The  reasons  are  simple.  Foreign  law  and 
foreign  competition  require  our  individual 
members  to  conduct  their  foreign  activities 
through  foreign  subsidiaries.  The  health 
codes  and  economic  development  programs 
of  many  foreign  countries  require  that  the 
final  manufacturing  and  packaging  processes 
occur  in  the  country  where  the  product  will 
be  Sold. 

“Even  where  there  are  no  legal  restrictions, 
foreign  custom  and  prejudice  require  these 
processes  to  occur  in  the  country  where  the 
product  will  be  sold.  For  example,  it  is  com¬ 
mon  knowledge  that  a  French  doctor  will 
not  prescribe  for  his  patients  a  drug  desig¬ 
nated  as  American  if  a  similar  French  drug 
is  available.  Nevertheless,  as  much  of  the 
manufacturing  process  as  is  possible  or  prac¬ 
tical  now  occurs  in  the  United  States.  But 
there  is  a  limit  to  how  far  we  can  go.  With¬ 
out  a  substantial  subsidiary  in  a  foreign 
country  and  without  foreign  packaging,  the 
market  for  our  American  products  would  be 
greatly  reduced  or — as  to  some  important 
products — would  disappear.” 

Price  Waterhouse  &  Co.,  O.  Kenneth  Pryor: 
“It  is  not  healthy  for  the  future  of  our  own 
economy  to  reason  that  if  a  U.S.-owned  enter¬ 
prise  has  to  bear  a  greater  tax  burden  than 
its  competition,  all  that  happens  is  that  it 
may  have  to  pay  this  additional  tax  from 
U.S.  earnings,  or  from  new  capital.  In  either 
event,  funds  otherwise  available  for  invest¬ 
ment  at  home  are  taken  away.” 

(<  Clark  Equipment  Co.,  Walter  E.  Schirmer: 
“Following  the  overall  profitability  of  Clark’s 
program  in  industrialized  countries  such  as 
France,  West  Germany,  Great  Britain,  and 


Belgium,  it  was  possible  to  provide,  out  of 
these  earnings,  for  a  substantial  investment 
in  Brazil,  a  less  developed  country.  This  in¬ 
vestment  now  amounts  to  almost  $10  million, 
no  portion  of  which  has  come  from  the 
parent  U.S.  company.  It  is  by  far  our  largest 
single  investment,  and  almost  one -half  of  it 
was  the  purchase  of  machinery,  tools  and 
supplies  here  in  the  United  States.  Such  an 
investment  in  a  country  such  as  Brazil  re¬ 
quires  greater  capital,  and  a  much  greater 
risk  because  of  dependence  upon  untrained 
labor,  insufficient  supplies  either  in  quan¬ 
tity  or  quality  of  materials,  lack  of  local 
capital,  governmental  instability,  and  other 
deficiencies.  This  plant  was  started  early 
in  1957  and  did  not  make  any  profits  what¬ 
soever  until  June,  1961.  It  will  be  at  least 
several  more  years  before  our  earlier  losses 
can  be  wiped  out  and  the  entire  operation 
considered  satisfactory. 

“As  an  officer  and  director  of  our  parent 
company,  I  can  assure  you  that  no  such  in¬ 
vestment  of  after-tax  parent  company  earn¬ 
ings  would  ever  have  been  risked  in  this 
project. 

“If  H.R.  10650  becomes  law,  I  am  not  quali¬ 
fied  at  this  time  to  say  what  its  exact  overall 
effect  will  be  on  our  company,  but  certainly 
it  is  going  to  reduce  materially  our  earnings 
from  our  oversea  operations.  This  will,  of 
course,  cause  a  substantial  reduction  in  our 
overall  foreign  investment  progranf,  with 
the  major  reduction  taking  place  in  the  less- 
developed  countries,  where  we  will  undoubt¬ 
edly  curtail  any  further  expansion  because 
of  the  risks  involved.” 

Owens-Illinois  Glass  Co.,  R.  H.  ])lulford: 
“Instead  of  stimulating  American  business  to 
invest  more  money  in  the  so-called  unde¬ 
veloped  countries,  it  (the  bill)  would  cut 
down  the  amount  of  risk  capital  available  for 
such  ventures.  Profits  from  subsidiaries  in 
developed  countries  make  it  possible  to  take 
the  much  greater  risks  in  undeveloped  coun¬ 
tries.  This  bill  not  only  discourages  further 
investment  in  the  countries  which  supply  the 
risk  capital,  but  it  also  puts  an  unreasonably 
short  time  limit  on  investment  of  oversea 
earnings  in  undeveloped  countries  before 
they  are  eroded  by  U.S.  taxes.” 

Minnesota  Mining  &  Manufacturing  Co., 
Robert  H.  Tucker:  “U.S.  industry  feels  it  has 
been  a  partner  with  the  U.S.  Government  in 
raising  the  technological  and  living  stand¬ 
ards  of  other  countries  through  our  private 
investment  programs.  It  has  been  U.S.  for¬ 
eign  trade  policy  to  increase  exports  *  *  * 
and  yet  a  tax  bill  has  been  designed  which 
will  tend  to  reduce  the  amount  of  U.S.  ex¬ 
ports.  As  a  representative  of  a  company 
engaged  in  foreign  trade  for  many  years,  it 
is  my  firm  belief  that  many  sections  of  this 
bill  relating  to  foreign  activities  will  have 
a  practical  effect  which  will  run  directly 
counter  to  what  I  have  understood  to  be  the 
U.S.  Government’s  foreign  trade  policy.” 

The  Machinery  and  Allied  Products  In¬ 
stitute:  “It  should  be  emphasized  that  earn¬ 
ings  brought  back  to  this  country  will  nor¬ 
mally  not  be  transferred  to  underdeveloped 
areas.  We  have  been  informed  by  some  com¬ 
panies  that  top  management  is  extremely 
reluctant  to  approve  new  investment  of  capi¬ 
tal  in  countries  of  South  America,  Asia,  or 
Africa  from  earnings  generated  within  the 
United  States  because  of  the  relatively  high 
risk  accruing  to  such  investments.” 

For  28  State  and  Regional  Chambers  of 
Commerce,  John  L.  Connolly:  “American  in¬ 
vestments  and  business  operations  in  the 
highly  developed  countries  have  brought 
benefits  to  the  underdeveloped  countries. 
Improvements  in  production  and  marketing 
in  other  highly  developed  countries,  as  well 
as  in  the  United  States,  have  lowered  the 
prices  of  goods  and  services,  brought  new 
products  into  being,  and  increased  the  avail¬ 
ability  of  new  productive  facilities  and  tech¬ 
niques  for  the  underdeveloped  countries. 
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“The  profits  of  American  business  in  the 
more  highly  developed  countries  have  pro¬ 
vided  surplus  funds  which  may  be  invested 
in  these  countries  or  the  underdeveloped 
countries.  The  increased  prosperity  in  the 
highly  developed  countries  to  which  Ameri¬ 
can  business  investments  have  contributed 
also  make  it  possible  for  these  countries  to 
share  with  us  the  foreign  aid  programs  for 
the  benefit  of  the  underdeveloped  countries.” 

International  Flavors  &  Fragrances,  Inc., 
Eugene  P.  Grisanti:  “If  it  is  a  worthy  objec¬ 
tive  to  foster  investment  in  the  less  devel¬ 
oped  countries,  must  an  American  company 
be  penalized  by  an  extra  tax  burden,  unless 
it  does  so?  This  is,  in  essence,  what  the  tax 
bill  does.  United  States  businesses  were  once 
encouraged  to  assist  in  rebuilding  and  in¬ 
vesting  in  the  devastated  economies  of  West¬ 
ern  Europe  after  World  War  II.  Will  the 
American  companies  who  now  respond  to 
the  call  to  invest  in  the  less  developed  coun¬ 
tries,  after  a  decade  or  more  has  passed,  be 
penalized  for  their  initiative,  as  this  tax  bill 
seeks  to  penalize  those  who  have  responded 
to  a  previous  call 

Committee  of  18  New  York  tax  lawyers: 
“The  bill’s  provisions  in  respect  of  foreign 
income  are  so  complex,  overlapping  and  re¬ 
plete  with  unprecedented  tests  that  it  is 
difficult  to  analyze  them.  The  members  of 
this  group  submitting  this  report  are  ex¬ 
perienced  in  matters  of  tax  law;  they  have 
spent  over  40  hours  in  group  discussion  and 
countless  hours  of  individual  study  review¬ 
ing  the  contents  of  the  aforementioned  sec¬ 
tions. 

“Despite  this,  the  practical  problems  of 
working  with  the  proposed  legislation  are 
so  immense  that  the  group  has  found  it 
difficult  to  understand  the  bill  and  impos¬ 
sible  to  measure  its  full  impact.  So  many 
new  concepts  are  included  in  the  bill  that 
a  definitive  technical  analysis  by  tax  practi¬ 
tioners  has  been  virtually  impossible.  The 
complexity  of  its  provisions  can  only  cause 
uneven  and  arbitrary  enforcement  and  ad¬ 
ministration  of  the  bill.  Skilled  tax  practi¬ 
tioners  will  undoubtedly  find  technical  loop¬ 
holes. 

“On  the  other  hand,  many  U.S.  entrepre¬ 
neurs  will  by  chance  find  themselves  caught 
by  extremely  harsh  provisions  of  the  bill 
which  by  proper  planning  could  ha*ve  been 
avoided.  Revenue  agents  cannot  be  reason¬ 
ably  expected  to  understand  the  provisions 
or  to  enforce  them  uniformly.  Thus,  the 
impact  of  the  bill  will  be  haphazard. 

“The  immense  complexity  of  the  proposed 
legislation  can  only  occasion  immense  and 
unprecedented  difficulty  and  cost  of  adminis¬ 
tration  and  compliance.  The  administration 
of  section  13,  as  now  drafted,  would  require, 
to  mention  a  few  of  the  worst,  regular  de¬ 
terminations:  whether  a  foreign  corporation 
is  controlled  at  any  time  during  the  year; 
whether  a  taxpayer  directly  or  indirectly  owns 
10  percent  of  the  voting  power  or  total  value 
of  the  shares  of  a  controlled  foreign  corpora¬ 
tion:  whether  patents,  copyrights,  and  ex¬ 
clusive  formulas  and  processes  were  sub¬ 
stantially  developed,  created  or  produced  in 
the  United  States;  amounts  of  royalties  to 
be  imputed  to  exploitations  of  such  U.S. 
source  intangible  rights;  whether  fees  are  for 
services  or  for  the  expoitation  of  intangible 
property  rights;  where  the  ultimate  destina¬ 
tion  of  goods  is;  where  certain  goods  are 
deemed  to  have  been  manufactured;  whether 
earnings  are  reinvested  in  substantially  the 
same  trade  or  business;  and  whether  in¬ 
vestments  in  property  are  ordinary  and  neces¬ 
sary  to  the  active  conduct  of  a  trade  or  busi¬ 
ness  as  to  be  qualified  property.  Each  of 
these  determinations  normally  will  be  diffi¬ 
cult  and  costly,  and  frequently  will  be  vir¬ 
tually  impossible. 

“In  reading  it,  one  is  impressed  with  the 
highly  complicated  and  uncertain  language 
employed,  which  will  take  years  to  clarify, 
and  has  the  feeling  that  it  was  concocted 
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in  great  haste  and  without  due  consideration 
of  all  of  the  phases  of  U.S.  foreign  operations. 

“The  result  can  only  be  long-drawn-out 
controversy,  years  of  uncertainty  as  to  the 
tax  liabilities  of  major  segments  of  our  busi¬ 
ness  community,  and  possible  eventual  dic¬ 
tatorial  imposition  of  tax  liabilities  with  no 
adequate  opportunity  for  appeal  or  review. 

“Under  present  law,  if  the  foreign  sub¬ 
sidiary  were  a  branch  instead  of  a  subsidiary, 
not  only  would  its  income  and  earnings  be 
taxable  to  the  parent  corporation,  as  this 
act  would  have  it,  but  also  its  losses  would 
be  available  to  the  parent  corporation  to 
offset  other  taxable  income.  But  if  the  pro¬ 
posed  act  is  passed,  there  is  no  provision  at 
all  for  the  utilization  of  a  foreign  subsidi¬ 
ary’s  losses  by  the  American  parent  cor¬ 
poration  to  offset  other  taxable  income.  It 
is  very  possible  for  the  parent  corporation 
to  be  taxed  on  income  or  earnings  of  the 
subsidiary  which  were  not  paid  to  it  in  the 
year  of  taxation  and  which  will  never  be 
paid  to  it  because  of  subsequent  losses  by 
the  subsidiary.” 

Corn  Products,  Co.,  Warren  S.  Adams:  “The 
transparency  of  the  neutrality  concept  is 
quite  clear.  In  one  breath  it  is  stated  that 
‘neutrality  is  a  fundamental  principle  of 
taxation  in  the  United  States.’  In  the  very 
next  breath  the  same  spokesman  says  ‘his¬ 
torically  we  have  not  adhered  to  the  tax 
neutrality  concept  as  it  relates  to  domestic 
and  foreign  corporate  income.’  And  in  still 
another  breath  we  are  told  that  this  funda¬ 
mental  principle,  which  is  honored  far  more 
in  the  breach  than  in  the  observance,  should 
be  followed  as  far  as  investments  in  devel¬ 
oped  countries  are  concerned,  but  should  be 
disregarded  as  far  as  Investments  in  under¬ 
developed  countries  are  concerned — someone 
in  the  executive  department  making  the  de¬ 
termination  from  time  to  time  as  to  which 
country  falls  into  which  category. 

“In  addition,  there  is  the  problem  of  the 
constitutionality  of  the  proposals.  To  tax 
one  on  income  that  has  not  been  received 
and,  indeed,  may  never  be  received,  as  for 
instance,  if  subsequent  losses  wiped  out 
dividends  paying  ability,  would  seem  to  deny 
due  process.” 

International  Economic  Policy  Associa¬ 
tion:  “Contrary  to  the  claim  of  the  admin¬ 
istration  that  current  taxation  of  foreign 
profits  of  foreign  corporations  will  produce 
tax  neutrality,  the  proposal  will  add  another 
inequity  in  the  law  by  burdening  American 
business  overseas  with  a  heavy  U.S.  tax  when 
their  competitors  are  not  so  burdened.” 

Price  Waterhouse  &  Co.,  O.  Kenneth 
Pryor:  "No  one  can  quarrel  with  espousal 
of  ‘equity’  or  ‘equality,’  or  with  the  removal 
of  ‘special  privilege’  and  ‘preferential  treat¬ 
ment.’  But  the  facts  are  that  these  pro¬ 
posals  would  create  burdensome  inequities 
and  inequalities  and  no  case  has  been  made 
that  ‘special  privileges’  or  ‘preferential  treat¬ 
ments’  generally  exist. 

“These  earnings  could  not  even  be  offset 
by  losses  of  the  same  foreign  corporation  in 
other  years;  or  by  current  losses  of  other 
controlled  foreign  corporations.  Thus,  in¬ 
equitable  as  it  would  be,  the  domestic  cor¬ 
poration  could  owe  an  income  tax  in  an 
amount  that  would  be  greater  than  the  total 
income  actually  realized  by  it  and  its  foreign 
affiliates.” 

Clark  Equipment  Co.,  Walter  E.  Schirmer: 
“But  between  whom  do  they  wish  to  assert 
this  neutrality?  If  our  foreign  competitors 
pay  lower  taxes,  the  imposition  of  higher 
ui.  taxes  on  the  earnings  of  our  foreign 
companies  will  not  impose  such  neutrality 
between  these  Clark  foreign  companies  and 
their  local  foreign  competitors.  A  controlled 
foreign  corporation  of  Clark  domiciled  ’com¬ 
pletely  overseas  and  carrying  on  no  business 
in  the  United  States  receives  no  services  from 
the  United  States  so  any  tax  charged  on  its 


income  not  transferred  to  the  United  States 
is  certainly  not  tax  neutrality. 

“Many  of  the  provisions  of  this  legislation 
have  questionable  legality,  and  may  be  con¬ 
sidered  by  some  countries  a  violation  of  ex¬ 
isting  tax  treaties.” 

Adrian  A.  Kragan,  prbfessor  of  law,  Berke¬ 
ley,  Calif.:  “In  the  event  that  an  accretion 
to  wealth  in  and  of  itself  can  be  considered 
as  income  for  U.S.  income  tax  purposes,  we 
would  only  need  to  consider  whether  the 
proposal  to  measure  an  income  tax  by  such 
accretion  accorded  the  taxpayer  due  process 
of  law.  In  essence  this  is  the  much  con¬ 
sidered  and  discussed  question  of  whether 
realization  is  necessary  in  order  to  have  in¬ 
come  within  the  meaning  of  that  word  in 
the  16th  amendment  of  the  U.S.  Constitu¬ 
tion. 

“The  focal  point  for  any  discussion  of  the 
doctrine  of  realization  is  the  classic  Eisner  v. 
Macomber  case.  In  Eisner  v.  Macomber  there 
was,  in  my  opinion,  a  clear  and  unequivocal 
statement  that  income  of  a  corporation  could 
not  be  taxed  to  the  shareholder  without  a 
receipt  of  that  income  by  the  shareholder, 
i.e.,  that  realization  in  some  measure  is  es¬ 
sential  to  the  definition  of  income  for  Fed¬ 
eral  income  tax  purposes. 

“The  Supreme  Court  of  the  United  States 
has  never  seen  fit  to  overrule  the  funda¬ 
mental  doctrine  enunciated  in  the  case.  In 
fact,  even  where  the  court  has  distinguished 
Eisner  v.  Macomber,  it  has  actually  or  im¬ 
pliedly  recognized  the  continuing  validity 
of  the  definition  insofar  as  realization  is 
concerned. 

“The  doctrine  that  the  corporate  entity  is 
an  entity  distinct  and  apart  from  that  of  its 
shareholders  is  one  of  long  standing  in 
Anglo-American  law  and  in  our  Revenue  sys¬ 
tem.  The  Supreme  Court  in  Eisner  v. 
Macomber  placed  this  doctrine  on  a  con¬ 
stitutional  footing  when  it  stated  that  the 
income  of  a  corporation  was  not  income  to 
a  shareholder  within  the  meaning  of  that 
term  in  the  16th  amendment. 

“The  Supreme  Court  has  indicated  that 
this  constitutional  prohibition  does  not  exist 
when  the  corporate  entity  is  not  a  real  entity, 
when  the  corporate  entity  is  in  effect  a  mere 
form  without  substance. 

“We  are  dealing  in  the  area  of  taxation 
with  a  constitutional  definition  of  income 
enunciated  by  the  Supreme  Court  and  with 
the  apparently  established  right  of  the  tax¬ 
payer  under  the  due  process  clause  of  the 
Constitution  to  be  free  from  compulsory  tax¬ 
ation  on  that  which  is  not  and  cannot  be  ob¬ 
tained  or  enjoyed  by  him.  Whether  the 
shareholder  has  sufficient  ‘control’  to  be  an 
‘insider’  for  the  purposes  of  the  Securities 
and  Exchange  Act  or  has  sufficient  ‘control’ 
to  be  considered  as  falling  within  the  reach 
of  the  Public  Utility  Holding  Company  Act 
is  not  relevant  in  the  instant  situation  where 
established  specific  constitutional  questions 
must  be  resolved. 

“In  the  cases  decided  since  Collector  v. 
Hubbard,  which  have  determined  that  the 
corporate  entity  should  be  disregarded  and 
corporate  income  attributed  for  tax  purposes 
to  the  shareholders,  there  was  no  doubt  that 
actual  command  of  the  corporate  income 
existed  in  the  shareholders. 

“This  actual  command  of  the  income  is  the 
essence  of  the  Treasury’s  own  regulation  on 
constructive  receipt  of  income  (Reg.  1-452.2 
(a)).  However,  the  provisions  of  section  13 
of  H.R.  10650  would  allow  the  taxation  of 
income  to  shareholders  who  had  no  com¬ 
mand  of  the  income  and  no  possibility  of 
acquiring  actual  control  of  it.  Under  the 
provisions  of  section  13,  a  shareholder  who 
owned  10  percent  of  the  voting  power  of  a 
foreign  corporation  and  who  had  no  rela¬ 
tionship  with  the  other  shareholders,  no 
representation  on  its  board  of  directors,  and 
no  actual  power  to  determine  its  policies 


would  be  considered  to  have  constructively 
received  income  of  the  corporation  which  as 
a  matter  of  actual  fact  he  might  never  re¬ 
ceive  or  have  command  over.  Further,  this 
attribution  might  occur  even  though  the 
corporation  could  not  have  distributed  the 
income  to  its  shareholders  by  reason  of  the 
law  of  the  country  of  its  organization. 

“The  fact  that  the  shareholder  happened 
to  be  an  American  and  that  51  percent  of 
the  total  corporate  shares  were  held  by 
Americans  is  hardly  a  sufficient  basis  upon 
which  to  conclude  that  he  had  actual  con¬ 
trol  over  the  corporate  income.  It  cannot 
be  logically  reasoned  that  the  remaining 
American  shareholders  were  subject  to  his 
domination  and  control  as  if  they  were  mem¬ 
bers  of  his  family  for  it  is  manifest  that 
shareholders  who  possess  only  a  common 
nationality  do  not  have  the  same  common 
economic  interests  as  do  members  of  a  natu¬ 
ral  family  group.  With  respect  to  the  10- 
percent  American  shareholder,  there  is  in 
my  view  no  difference  between  a  situation 
where  41  percent  of  a  51-percent  American 
majority  is  in  the  hands  of  unrelated  Amer¬ 
icans  and  one  where  all  the  shares  other  than 
his  10  percent  are  in  the  hands  of  foreign 
shareholders. 

“The  attribution  of  the  income  of  a  bona 
fide  operating  corporation  as  provided  in 
section  13  of  H.R.  10650  would  appear  to 
attribute  the  income  of  A  to  B  in  violation 
of  constitutional  principles.” 

Mayer,  Friedlich,  Spiess,  Tierney,  Brown  & 
Platt,  Mark  H.  Berens:  “In  most  of  the  de¬ 
veloped  countries,  the  effective  tax  rates 
(for  domestic  income)  are  from  about  5  to 
25  percentage  points  below  the  American 
corporate  rate,  which  means  that  if  this 
legislation  is  adopted,  American  investors 
in  the  long  run  must  either  divest  them¬ 
selves  of  their  majority  position  in  foreign 
corporations  operating  in  developed  areas  or 
retain  a  smaller  portion  of  the  market  than 
they  would  if  their  tax  cost  were  equal  to 
competitors  in  the  same  markets. 

“This  choice  is  even  more  acute  to  the 
extent  that  the  legislation  inhibits  use  of 
international  trading,  leasing  and  service 
companies,  or  of  companies  exploiting  in¬ 
tangible  rights  on  an  international  basis. 
Such  so-called  tax  haven  companies  must 
compete  with  foreign  financed  enterprises 
performing  the  same  type  of  activities  at 
rates  seldom  exceeding  15  percent.  It  is 
these  types  of  international  companies  that 
most  effectively  have  developed  U.S.  exports 
in  competition  with  foreign  made  products.” 

State  and  regional  chambers  of  com¬ 
merce,  John  L.  Connolly:  “We  are  opposed 
to  placing  all  taxpayers  operating  in  these 
countries  in  a  straitjacket  because  of  tax 
evasion  by  some.” 

Corn  Products  Co.,  Warren  S.  Adams:  “The 
Treasury’s  tax  proposals  will  bite  this  com¬ 
pany  to  the  tune  of  $2  million  a  year.  And, 
yet,  I  know  of  nothing  reprehensible  that 
we  are  doing  in  the  foreign  field  by  way  of 
playing  games  with  the  U.S.  Treasury. 

“We  think  it  only  fair  and  honest  that  it 
be  conceded  that  sufficient  law  exists  today 
to  meet  most  of  such  abuses — as  the  shell 
corporation  or  the  intercompany  loan  that, 
in  fact,  is  not  a  loan,  or  downright  dis¬ 
honesty  in  the  failure  to  report  transac¬ 
tions.” 

Clark  Equipment  Co.,  Walter  E.  Schirmer: 
“We  certainly  agree  with  the  proponents  of 
the  bill  that  tax  deferral  should  not  be  ob¬ 
tained  by  so-called  ‘paper  companies’  in 
sham  operations.  However,  the  U.S.  Treas¬ 
ury  now  has  the  necessary  preventive  con¬ 
trols  available  to  control  such  situations,  if 
properly  exercised.” 

Mr.  McCarthy.  Madam  President, 
it  is  said  that  many  American  industries 
establish  operations  abroad  in  order  to 
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avoid  taxation.  I  say  these  develop¬ 
ments  occur  primarily  for  other  reasons, 
not  for  taxation  reasons. 

One  charge  which  is  made  is  that  tens 
of  thousands  of  U.S.  companies  have 
gone  abroad  to  avoid  U.S.  taxes. 

Madam  President,  an  estimated  total 
of  3,000  American  firms  are  engaged  in 
foreign  trade.  Of  these,  approximately 
900  have  foreign  subsidiaries.  Virtually 
all  of  these  are  legitimate  businesses 
which  annually  report  all  financial  data 
to  the  Commissioner  of  Internal  Rev¬ 
enue.  Most  abuses  are  in  the  area  of 
individuals  who  have  incorporated  bank 
accounts.  These  can  be  stopped  through 
the  unreasonable  accumulations  ap¬ 
proach,  without  hitting  legitimate  over¬ 
sea  operations. 

Another  charge  which  is  made  is  that 
American  industry  is  satisfied  with  the 
provisions  of  the  Kerr  amendment. 

But  this  is  not  so.  Although  public 
hearings  were  not  permitted  on  the  Fi¬ 
nance  Committee  amendment,  American 
industry — and  its  representatives,  such 
as  the  National  Association  of  Manu¬ 
facturers  and  the  U.S.  Chamber  of 
Commerce — testified  before  the  Finance 
Committee  with  near  unanimity  against 
the  provisions  parent  to  the  Finance 
Committee  amendment.  Specifically, 
industry  is  opposed  to  the  violation  of 
the  50-year-old  principle  that  income 
is  not  taxed  until  it  is  received.  The 
Finance  Committee  proposals  penalize 
companies  in  the  less  developed  coun¬ 
tries  which  have  relatively  low  income 
tax  rates.  Also,  they  work  against  small 
companies  and  medium-sized  companies 
which  have  not  yet  built  or  paid  for  their 
plant  and  equipment  or  repaid  their  in¬ 
debtedness.  They  work  in  favor  of  large 
corporations,  such  as  Ford  Motor  Co., 
which  already  have  established  large 
facilities  abroad  in  high  income  tax 
countries,  such  as  the  United  Kingdom, 
which  has  a  53.75  percent  corporate  tax 
rate,  and  Germany,  which  has  a  51  per¬ 
cent  corporate  tax  rate. 

Another  charge  is  that  whole  indus¬ 
tries  like  the  typewriter  industry  go 
abroad  to  avoid  taxes.  This  results  in 
the  export  of  thousands  of  U.S.  jobs. 

However,  first,  these  industries  do  not 
produce  abroad  for  tax  reasons,  but 
rather  for  other  economic  reasons. 
Second,  if  American  companies  did  not 
go  abroad  to  produce,  the  U.S.  market 
would  be  taken  over  by  foreign-owned 
firms — Olivetti,  and  so  forth — and  the 
United  States  would  lose  dividends,  in¬ 
terest,  royalties,  and  so  forth. 

Another  charge  is  that  section  12  is 
needed  to  stop  movie  producers  and 
movie  stars  from  setting  up  incorporated 
“pocketbooks”  abroad  to  avoid  U.S.  taxes. 

But  the  McCarthy  amendment  would 
accomplish  this  purpose  without  injuring 
legitimate  U.S.  business  abroad.  Ac¬ 
cumulations  would  not  be  allowed  for  the 
purpose  of  avoiding  U.S.  taxes. 

Another  charge  is  that  the  present 
draft  as  amended  by  the  Finance  Com¬ 
mittee  makes  special  concessions  for  un¬ 
derdeveloped  countries  and  is  consistent 
with  Allianza  program,  and  so  forth. 

However,  while  it  does  allow  for  rein¬ 
vestment  of  the  earnings  of  underdevel¬ 
oped  country  corporations  in  underdevel¬ 


oped  countries,  the  present  draft  is  not 
consistent  with  Allianza,  and  so  forth,  in 
the  following  respects:  First,  it  does  not 
allow  for  reinvestment  in  underdeveloped 
countries  of  earnings  from  developed 
countries:  second,  the  Kerr  sliding-scale 
amendment  treats  underdeveloped  coun¬ 
tries — which  usually  have  lower  effective 
tax  rates — worse  than  it  treats  developed 
countries,  the  burden  of  repatriation  or 
taxation  consequently  could  be  much 
heavier  on  the  low-tax  countries. 

The  Finance  Committee  export  trade 
corporation  amendment  is  more  con¬ 
fining  in  less  developed  countries, 
because  of  the  promotion  expense 
limitation.  In  developed  countries, 
competition  usually  necessitates  greater 
promotion  expenses  and  results  in  less 
limitation  than  is  imposed  in  less  de¬ 
veloped  countries,  which  have  greater 
risk  but  usually  lower  promotional  ex¬ 
pense. 

The  sixth  allegation  is  that  the  present 
section  12  provides  protection  for  quali¬ 
fied  investment  in  countries  whose  des¬ 
ignation  may  be  changed  from  “under¬ 
developed”  to  “developed.” 

This  is  true  only  as  to  qualified  in¬ 
vestment  already  made.  Protection  is 
not  given  to  committed  investment  which 
would  be  qualified.  Let  us  assume  that 
a  corporation  had  committed  itself  to 
a  $5  million  investment  program  to  be 
completed  over  5  years.  If  only  $1  mil¬ 
lion  had  been  invested  when  the  country 
designation  was  changed  by  the  Presi¬ 
dent,  this  would  be  the  only  part  of  the 
investment  protected,  even  though  it 
might  be  worthless  unless  the  commit¬ 
ment  for  the  other  $4  million  were  ful¬ 
filled. 

I  cite  this  as  a  special  example  of  the 
kind  of  confusion  which  would  be  in¬ 
jected  into  American  business  overseas 
if  this  committee  amendment  were 
adopted. 

The  seventh  allegation  is  that  section 
12  would  not  make  U.S.  business  non¬ 
competitive.  This  being  an  income  tax, 
the  fact  that  it  would  have  to  be  paid 
means  that  we  have  already  success¬ 
fully  competed.  That  is  the  allegation. 

Obviously,  it  would  not  make  all 
American  businesses  noncompetitive,  but 
it  would  put  all  of  them  at  a  competitive 
disadvantage,  and  in  some  cases  make 
them  noncompetitive.  Obviously,  we 
measure  the  success  of  a  business  ven¬ 
ture  in  terms  of  earnings  after  taxes, 
whether  we  use  them  for  dividends,  re¬ 
investment,  replenishing  inventories,  or 
increasing  promotion  expenses.  If  a  U.S. 
subsidiary  in  Europe  must  pay  52  per¬ 
cent  on  all  earnings  and  is  competing 
with  a  Swiss  subsidiary  of  a  German 
parent  which  is  paying  a  tax  of  only  10 
to  15  percent,  it  has  less  earnings  avail¬ 
able  for  replenishing  inventories,  hiring 
more  salesmen,  buying  more  advertising 
space,  and  conducting  other  activities 
which  would  make  it  a  more  effective 
competitor. 

If  we  were  to  think  of  a  1-year  basis 
and  say  this  is  successful  because,  despite 
the  tax  law,  there  is  a  profit,  or  say  that 
only  when  there  is  a  profit  is  a  tax  to 
be  imposed,  we  might  make  a  case.  The 
fact  is  that  it  has  to  be  based  on  a  pro¬ 
jection  of  operations  over  a  longer  period 
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of  time.  To  make  this  kind  of  argument 
is  to  attempt  to  distract  the  attention  of 
the  Senate  away  from  the  real  question 
which  should  be  its  concern. 

The  eighth  allegation  is  that  the  use 
of  “tax  haven”  subsidiaries  is  unique  to 
American  business  and  should  be  elim¬ 
inated  as  an  artificial  incentive.  I  put 
the  words  “tax  haven”  in  quotation 
marks  because  the  term  has  come  to  take 
on  a  connotation  far  beyond  what  in 
many  cases  it  should  carry. 

The  answer  is  deserving  of  the  Senate's 
consideration.  According  to  Treasury 
Department  figures,  U.S.  corporations 
have  1,025  subsidiaries  in  Switzerland. 
Five  European  countries,  with  a  smaller 
total  gross  national  product  than  the 
United  States,  have  an  estimated  1,474 
Swiss  subsidiaries. 

I  cite  this  to  make  the  point  that,  far 
from  being  unique  to  American  business, 
they  are  even  more  widely  used  abroad 
than  in  the  case  of  our  country.  Second, 
instead  of  being  artificial  incentives  to 
tax  avoidance,  foreign  based  sales  com¬ 
panies  are  essential  to  maintaining  the 
competitive  position  of  U.S.  business  in 
world  trade,  particularly  in  the  Common 
Market  area.  They  will  become,  I  think, 
much  more  important  in  that  area  as 
the  Common  Market  develops,  as  they 
have  in  the  recent  past. 

The  ninth  allegation  is  that  there  is 
no  reason  why  U.S.  corporations  oper¬ 
ating  abroad  should  not  pay  the  same 
taxes  and  bear  the  same  burden  of  pay¬ 
ing  for  government  as  U.S.  companies 
operating  here  at  home. 

This  would  seem  to  be  a  compelling 
argument  unless  one  looked  beyond  the 
superficial  and  immediate  period.  In 
the  first  place,  these  are  not  two  differ¬ 
ent  classes  of  companies.  Corporations 
doing  overseas  business  are  domestic 
companies  that  do  a  substantial  amount 
of  the  total  domestic  business,  for  the 
most  part,  and  pay  U.S.  taxes. 

Second,  they  bear  the  same  burden 
under  present  law  when  the  foreign 
earnings  are  available  to  the  U.S.  par¬ 
ent  as  domestic  earnings  do.  When 
these  earnings  are  repatriated  they  are 
subject  to  the  same  tax  as  if  earned  in 
this  country. 

Third,  even  Secretary  Dillon,  in  mak¬ 
ing  the  same  statement,  related  the  tax 
burden  which  should  be  borne  to  the 
receipt  of  equivalent  or  equal  services 
from  the  U.S.  Government.  U.S.  com¬ 
panies  do  not  receive  equivalent  services 
from  the  U.S.  Government  on  unremit¬ 
ted  earnings  of  foreign  affiliates  as  they 
do  with  respect  to  domestic  earnings. 

The  argument  could  be  made  that  it  is 
imposible  to  establish  a  ratio  or  propor¬ 
tion  and  say  they  should  pay  so  much  or 
repatriate  so  much.  The  fact  is  that 
they  do  not  receive  the  same  service  on 
unremitted  earnings. 

A  further  consideration  is  that  it  is  an 
altogether  different  kind  of  competitive 
situation.  To  say  that  they  should  pay 
the  same  taxes  as  firms  doing  business 
in  the  United  States  pay  is  to  be  utterly 
unreasonable  and  to  neglect  the  basic 
facts  of  the  situation — first,  that  they  do 
it  on  what  is  repatriated;  second,  that 
they  do  not  receive  the  same  services; 
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third,  that  they  are  operating  in  a  dif¬ 
ferent  kind  of  competitive  situation. 

All  these  factors  should  be  taken  into 
account  as  we  consider  the  possibility 
of  changing  the  tax  law  in  this  regard. 

The  tenth  allegation  is  that  foreign 
investment  should  be  discouraged  be¬ 
cause  of  its  adverse  effect  on  the  balance 
of  payments.  The  adverse  effect  results 
from  a  time  lag  of  10  to  15  years  between 
the  export  of  capital  and  the  return  on 
the  investment.  So  the  argument  runs. 

If  one  were  to  take  a  section  out  of 
time,  I  suppose  there  would  be  strength 
in  the  argument.  We  must  base  it  ei¬ 
ther  on  the  overall  record  or  on  the  his¬ 
torical  record  of  investment  overseas  and 
the  return  of  capital  or  investment.  On 
that  basis,  if  we  look  at  the  record  in 
recent  years — the  last  12  years  of  the 
postwar  period — the  record  shows  that 
foreign  investment  does  not  adversely 
affect  the  balance  of  payments.  Except 
for  the  year  1957,  the  inflow  to  the 
United  States  of  dividends  and  interest 
on  U.S.  investments  abroad  has  exceeded 
the  outflow  from  direct  investments  in 
every  year  since  1950.  Over  the  12-year 
period  mentioned,  the  net  inflow  to  the 
United  States — the  excess  over  what 
went  out  by  way  of  investment — has 
been  $8,552  million. 

I  ask  unanimous  consent  that  a  table 
showing  the  record  in  each  year  from 
1950  through  1961  may  appear  at  this 
point  in  the  Record. 

The  PRESIDING  OFFICER  (Mrs. 
Neuberger  in  the  chair).  Is  there  ob¬ 
jection? 

There  being  no  objection,  the  table 
was  ordered  to  be  printed  in  the  Record, 
as  follows : 

Schedule  A 


Dollar  inflow  and  outflow  to  direct  invest¬ 
ment — Companies  abroad,  1950-61 
[In  millions  of  dollars] 


Year 

Direct  in¬ 
vestment 
outflow 

Dividends 
and  interest 
inflow 

Net  inflow 

1950 . . 

621 

1,294 

673 

1951 . . . .. 

528 

1,492 

964 

1952 . . 

850 

1.419 

569 

1953 . 

751 

1,442 

721 

1954 _ _ _ 

664 

1,725 

1,061 

1955 . 

779 

1,912 

1,133 

1956 . . . 

1,859 

2. 120 

261 

1957 . . . 

2,482 

2,249 

-233 

1958 . . . 

1, 181 

2,140 

959 

1959 . . . 

1,372 

2,  200 

834 

1960 . . 

1,694 

2,348 

654 

1961 . . . 

1,681 

2,637 

956 

Total . 

14, 432 

22,984 

8,552 

NOTES 

1.  Data  from  Department  of  Commerce.  See  p.  3. 

2.  Covers  all  areas  and  all  activities,  branches,  and  sub¬ 
sidiaries. 

3.  Unremitted  branch  earnings  are  included  in  both 
"Outflow”  and  “Inflow”  columns. 

Mr.  MCCARTHY.  Certainly,  this  is 
the  best  evidence,  in  my  judgment,  to 
answer  the  charge  that  this  tax  program 
should  be  adopted  because  the  record 
foreign  investment  should  be  discour¬ 
aged  because  of  its  adverse  effect  on  bal¬ 
ance  of  payments. 

The  record,  taken  as  a  whole,  shows 
that  there  has  been  a  net  gain  over  the 
period  of  11  or  12  years  of  more  than  $8 
billion. 


It  is  argued  that  if  investment  abroad 
were  curtailed  there  would  be  more  to 
invest  within  the  United  States,  and  that 
such  added  investment  in  the  United 
States  would  provide  more  jobs  in  the 
United  States,  whereas  the  investment 
abroad  is  equivalent  to  the  exporting  of 
jobs. 

I  submit  that  these  allegations  are 
made  without  any  real  attention  to  the 
economic  facts  of  life  in  this  picture.  I 
assume  that  there  are  some  limited  areas 
in  which  there  has  been  some  export  of 
jobs.  It  is  impossible  to  sort  out  the 
cases  in  which  that  would  be  true. 

Again,  one  must  look  at  the  overall 
picture  on  the  basis  of  competent  testi¬ 
mony  and  on  the  basis  of  the  record,  to 
come  to  some  reasonable  conclusion. 
The  conclusion  at  which  I  have  arrived, 
after  participating  in  the  hearings  on 
this  bill  and  giving  the  subject  most 
careful  study — because  certainly  I  am 
concerned  about  possible  export  of  jobs, 
about  unemployment,  and  about  the 
flight  of  industry,  when  those  things  oc¬ 
cur — is  that  the  tax  program  as  recom¬ 
mended  would  prevent  the  loss  of  jobs  in 
America.  I  am  convinced  that  it  would 
contribute  to  an  increased  solving  of  the 
problem  of  unemployment  and  would 
not  cause  the  loss  of  jobs  to  Americans. 

I  speak,  of  course,  of  the  program  I 
am  recommending. 

In  my  judgment,  direct  investment  in 
business  operations  abroad  has  created 
substantial  employment  in  the  United 
States.  I  should  like  to  cite  some  of  the 
facts  given  in  the  testimony  which  was 
presented  to  our  committee. 

Abbott  Laboratories  testified  that 
company  employment  in  Chicago  rose 
by  50  percent  in  6  years  as  a  direct  result 
of  the  increased  capital  investments 
abroad.  This,  they  said,  would  not  have 
happened  without  their  oversea  outlets. 

Dow  Chemical  representatives  testi¬ 
fied  that  more  than  3,000  employees  in 
the  United  States  are  directly  employed 
in  support  of  their  foreign  sales. 

Dresser  Industries,  to  which  reference 
was  made  earlier  today,  testified  that 
“additional  employment  due  to  our  ex¬ 
ports  amounted  to  3,405,000  man-hours.” 

Minnesota  Mining  &  Manufacturing 
Co.,  which  is  a  most  reputable  firm  in  my 
State,  said: 

Exports  are  increased  by  foreign  manu¬ 
facturing  operations.  Business  begets  busi¬ 
ness.  In  1951  a  handful  of  our  people  han¬ 
dled  our  total  foreign  business.  Today,  1 
out  of  every  10  employees  in  our  domestic 
factories  owe  their  jobs  to  our  foreign  op¬ 
erations. 

The  statement  by  the  witness  from  the 
Minnesota  Mining  &  Manufacturing  Co., 
at  least  with  reference  to  what  it  has 
to  say  about  the  balance  of  payments, 
is  particularly  deserving  of  the  atten¬ 
tion  of  Members  of  the  Senate.  Cer¬ 
tainly  to  the  extent  that  it  gives  addi¬ 
tional  data  in  regard  to  the  flow  of  in¬ 
vestments,  the  return  of  capital,  and  the 
return  of  income  to  the  United  States, 
it  has  a  special  bearing  upon  the  debate 
in  the  Senate  today. 

I  have  no  reason  to  question  this  testi¬ 
mony,  or  to  believe  that  this  is  not  a 


reasonably  accurate  judgment  on  their 
part,  or  that  it  is  not  an  honest  con¬ 
clusion  and  an  honest  statement  of  their 
judgment  with  regard  to  the  possible 
effects  of  the  proposed  tax  change. 

Cutting  back  on  growth  abroad  would 
result  not  in  greater  U.S.  production  but 
in  curtailed  U.S.  production  as  a  result 
of  lower  levels  of  exports  to  support  the 
oversea  subsidiary  operations.  It  will 
not  improve  the  balance  of  payments. 
It  will  not  create  jobs  but  may  well  de¬ 
stroy  them. 

Madam  President,  I  ask  unanimous 
consent  to  have  printed  in  the  Record 
exhibit  A,  which  makes  reference  to  a 
statement  made  by  the  Assistant  Com¬ 
missioner  for  Compliance  of  the  Inter¬ 
nal  Revenue  Service,  particularly  with 
respect  to  section  482  of  the  present  law, 
dealing  with  the  allocation  of  earnings 
of  controlled  corporations:  schedule  A, 
to  which  I  referred  earlier,  regarding  dol¬ 
lar  inflow  and  outflow  to  direct  invest¬ 
ment:  and  schedule  B,  regarding  dollar 
inflow  and  outflow  to  direct  investment 
abroad. 

There  being  no  objection,  the  exhibit 
and  schedules  were  ordered  to  be  printed 
in  the  Record,  as  follows: 

Exhibit  A:  Assistant  IRS  Commissioner  for 

Compliance  Says  Present  Law  Not  Used 

to  Full  Potential 

In  a  speech  before  the  American  Manage¬ 
ment  Association  on  Thursday,  April  26,  1962, 
William  H.  Loeb,  Assistant  IRS  Commissioner 
for  Compliance,  made  the  following  state¬ 
ments: 

Present  tax  law  allows  IRS  to  reallocate 
income  among  the  related  corporations  where 
necessary  to  prevent  evasion  of  taxes.  These 
reallocation  decisions  are  subject  to  court 
review,  but  the  courts  have  ruled  IRS  can 
reshuffle  income  if  the  intercompany  prices 
are  higher  or  lower  than  would  be  charged  if 
the  corporations  weren’t  related.  This  is 
known  as  the  arm’s-length  rule. 

He  added  that  perhaps  IRS  hasn’t  yet 
“used  the  full  potential”  of  the  law  that 
allows  it  to  reallocate  income.  “In  the  fu¬ 
ture  we  intend  to  utilize  that  potential  to  the 
fullest  extent  possible,”  he  said.  He  added 
IRS  will  be  helped  in  this  by  a  1960  law  re¬ 
quiring  more  detailed  reporting  of  foreign 
transactions  by  U.  S.  taxpayers. 

Schedule  A 

Dollar  inflow  and  outflow  to  direct  invest¬ 
ment — Companies  abroad,  1950-61 
[In  millions] 


Year 

Direct  in¬ 
vestment 
outflow 

Dividends 
and  interest 
inflow 

Net 

inflow 

1950 . . 

$621 

$1,294 

$673 

1951 . . . 

528 

1,492 

964 

1952 . - 

850 

1,419 

569 

1953 _ 

751 

1,442 

721 

1954 . - 

664 

1,725 

1,061 

1955 . . 

779 

1,912 

1,133 

1956  . 

1,859 

2,120 

261 

1957-- . 

2,482 

2,249 

-233 

1958 . 

1,181 

2,140 

959 

1959 . . . 

1,372 

2,206 

8114 

I960  _ 

1,694 

2. 348 

654 

1961 . - 

1,681 

2,637 

956 

Total _ 

14, 432 

22,984 

8,  552 

notes 


1.  Data  Irom  Department  of  Commerce.  See  p.  3. 

2.  Covers  all  areas  and  all  activities,  branches,  and 
sulisidisrios 

3.  Unremitted  branch  earnings  are  included  in  both 
“outflow”  and  “inflow”  columns. 
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Schedule  B 

Dollar  inflow  and  outflow  to  direct  invest¬ 
ment  abroad — Pfaudler  Permutit,  Inc. 

[In  thousands] 


10  years  (Jan.  1,  1952, 
to  Deo.  31,  1961) 

Amount 

invested 

abroad 

Amount  of 
income 
received  in 
United  States 
(before  U.S. 
income  taxes) 

$40 

164 

1,088 

$2, 385 
1,364 

450 

Western  Hemisphere  (outside 

Total . 

1,282 

4, 199 

i 

(During  the  delivery  of  Mr.  Mc¬ 
Carthy’s  remarks:) 

Mr.  KEATING.  Madam  President, 
will  the  distinguished  Senator  from 
Minnesota  yield? 

The  PRESIDING  OFFICER.  Does 
the  Senator  from  Minnesota  yield  to  the 
Senator  from  New  York? 

Mr.  McCarthy.  I  yield  to  the  dis¬ 
tinguished  Senator  from  New  York. 

Mr.  KEATING.  Madam  President,  I 
ask  unanimous  consent  that  my  remarks 
be  printed  at  the  conclusion  of  the  re¬ 
marks  of  the  Senator  from  Minnesota. 

The  PRESIDING  OFFICER.  With¬ 
out  objection,  it  is  so  ordered. 

Mr.  KEATING.  Madam  President,  I 
wish  to  express  my  support  of  the 
amendment  offered  by  the  distinguished 
Senator  from  Minnesota.  As  he  knows, 
it  is  a  matter  in  which  I  have  had  a 
deep  interest.  I  believe  he  has  fashioned 
an  amendment  which  should  be  agreed 
to. 

It  strikes  me  that  section  12  of  this 
bill  is  in  direct  conflict  with  the  objec¬ 
tives  of  the  pending  trade  bill  and  with 
our  overall  effort  to  strengthen  and  ex¬ 
pand  the  economic  ties  that  bind  the  free 
world. 

Our  investments  overseas  allow  us  to 
get  into  markets  from  which  we  might 
otherwise  be  excluded.  They  help  our 
allies  and  the  free  world  to  grow  and 
prosper.  They  earn  money  for  American 
shareholders;  in  the  final  analysis,  they 
result  in  a  net  inflow  of  gold  back  into 
the  United  States.  Finally,  they  create 
work  for  American  workers  who  make 
parts  for  products  assembled  overseas, 
and  who  are  engaged  in  all  of  the  other 
work  connected  with  the  transactions 
by  foreign  subsidiaries. 

There  are,  of  course,  people  who  take 
undue  advantage  of  this  privilege.  They 
are  like  tax  chiselers”  anywhere.  We 
must  use  a  fine  toothed  comb  to  ferret 
them  out.  It  would  be  a  great  mistake 
to  adopt  a  broad,  comprehensive,  new, 
and  unwise  tax  principle  simply  to  avoid 
abuses  in  this  area.  The  amendment  of 
the  junior  Senator  from  Minnesota  is 
so  carefully  worded  that  he  meets  that 
proposition,  it  seems  to  me,  properly. 
His  amendment  would  toss  out  the  dirty 
bath  water  but  save  the  baby. 

Every  other  nation  which  does  busi¬ 
ness  in  world  markets  and  which  earns 
capital  overseas  permits  deferral  of 
oversea  income  until  repatriated.  If 
we  restrict  our  American  firms  from 


doing  this,  we  will  seriously  threaten 
their  ability  to  compete.  It  would  be  a 
wonderful  thing  for  their  competitors — 
but  it  would  be  a  very  bad  turn  of  events 
for  us  and  our  industries  and  our 
woi’kers. 

Let  me  cite  a  comment  by  a  Canadian 
newspaper  reporter  writing  in  the  To¬ 
ronto  Financial  Post.  He  says  this  bill 
will  put  our  U.S.  firms  overseas  at  a  big 
disadvantage. 

He  says  in  part: 

It  is  certainly  clear,  in  the  field  of  foreign 
trade,  that  a  foreign  corporation  controlled 
by  Canadians — or  an  oversea  trade  corpora¬ 
tion  in  Britain — will  have  a  decided  ad¬ 
vantage  over  its  U.S.-owned  competitors. 

The  new  law  will  also  serve  to  trim  Ameri¬ 
can  sails  in  Europe,  increase  the  downward 
pressure  on  the  U.S.  dollar  and  indirectly 
assist  Britain’s  entry  in  the  Common  Market. 

Then  he  says : 

Let’s  hope  that  Ottawa  encourages  Ca¬ 
nadian  business  to  take  full  advantage  of  the 
mistakes  south  of  the  border. 

Another  source  of  expert  opinion  which 
I  respect  in  this  area  is  former  Assistant 
Secretary  of  the  Treasury  Dan  Throop 
Smith.  His  testimony  before  the 
Finance  Committee  on  this  point  was 
most  lucid.  He  said  in  part: 

American  parent  companies  usually  estab¬ 
lish  foreign  subsidiaries  to  maintain  a  posi¬ 
tion  in  foreign  markets  or  to  secure  a  posi¬ 
tion  in  new  markets.  They  do  not  -estab¬ 
lish  foreign  operating  subsidiaries  as  an  al¬ 
ternative  to  expansion  at  home  for  produc¬ 
tion  of  export  commodities.  When  foreign 
markets  become  large  enough  and  foreign 
conditions  for  production  good  enough,  pro¬ 
duction  is  going  to  take  place  abroad.  There 
are  plenty  of  local  companies  able  and 
anxious  to  expand  to  meet  domestic  require¬ 
ments  in  foreign  countries,  and  plenty  of 
large  corporations  in  other  major  industrial 
countries  able  and  anxious  to  set  up  their 
own  foreign  subsidiaries,  and.  active  in  doing 
so.  If  our  country  is  to  get  its  rightful  com¬ 
petitive  share  in  the  expanding  income  of 
the  world,  our  business  firms  must  be  free 
to  compete  where  production  is  taking  place. 

And,  again  he  sums  the  situation  up 
neatly  when  he  says : 

American-owned  subsidiaries  abroad  are 
in  competition  with  other  businesses  abroad: 
they  are  not  primarily  in  competition  with 
domestic  production  in  the  United  States. 

Madam  President,  the  evidence  I  have 
seen  and  the  people  I  have  talked  to 
have  convinced  me  that  this  amendment 
is  highly  desirable.  It  is  a  complicated 
and  difficult  subject,  but  the  essential 
question  is,  are  we  to  compete  or  retreat. 
I  favor  competition.  I  want  our  Nation’s 
private  industries  to  continue  to  show 
the  world  that  American  “know-how” 
and  ingenuity — both  at  home  and 
abroad — have  got  what  it  takes. 

For  those  reasons  I  am  glad  to  support 
the  amendment  offered  by  the  distin¬ 
guished  Senator  from  Minnesota,  and  I 
am  grateful  to  him  for  allowing  me  to 
intrude  on  his  time. 

Mr.  MCCARTHY.  I  appreciate  the 
support  of  the  Senator  from  New  York. 

Mr.  JAVITS.  Madam  President,  I  ask 
unanimous  consent  that  my  remarks 
may  follow  those  of  the  Senator  from 
Minnesota  [Mr.  McCarthy]  as  they  re¬ 
late  to  the  amendment  which  I  jointly 
sponsor  with  him. 
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The  PRESIDING  OFFICER.  With¬ 
out  objection,  it  is  so  ordered. 

Mr.  JAVITS.  I  have  every  hope  that 
tomorrow  Senators  will  read  the  Record 
of  tonight,  because  we  shall  then  have 
only  a  relatively  short  of  time  for  debate. 
I  shall  do  my  utmost  to  summarize  why 
the  approach  which  is  taken  by  the 
Senator  from  Minnesota  [Mr.  McCar¬ 
thy]  and  myself  in  respect  to  making 
the  taxation  of  the  earnings  of  foreign 
subsidiaries  a  matter  cognizable  under 
the  unreasonable  cumulation  of  surplus 
provisions  of  the  law,  rather  than  by  di¬ 
rect  taxation  and  imputation  to  the 
American  stockholder,  is  superior  in 
every  way  to  the  scheme  which  is  con¬ 
tained  in  the  bill.  It  seems  to  me  that 
our  proposal  rests  upon  four  arguments. 

First.  The  essential  competition  with 
foreign  operators  in  the  foreign  field. 

Second.  The  fact  that  the  provision  in 
the  bill  will  work  adversely  with  respect 
to  new  firms  which  do  not  have  an 
established  and  long-standing  pattern  of 
operations  abroad. 

Third.  It  makes  a  distinction,  which 
will  turn  out  to  be  invidious  to  our  own 
national  interest,  between  developed  na¬ 
tions  and  less  developed  nations. 

Fourth.  Because  the  so-called  escape 
valve  which  the  Committee  on  Finance 
has  established  in  order  to  make  the  pro¬ 
vision  more  palatable  will  not  act  as 
such  because  it  is  based  upon  the  funda¬ 
mental  proposition  of  taxing  corporate 
earnings  to  shareholders  before  distribu¬ 
tion.  This  is  something  the  United 
States  has  never  done  in  terms  of  opera¬ 
tions  of  this  nature,  except  possibly  with 
respect  to  personal  holding  companies, 
which  we  are  not  arguing  about  here, 
and  something  which  no  other  country 
has  done.  Yet  we  must  compete  in  in¬ 
ternational  investment  with  the  nation¬ 
als  of  all  other  countries. 

One  thing  which  the  Senator  from 
Minnesota  did  not  discuss,  but  which  I 
should  like  to  refer  to,  is  that  much  was 
made  in  the  hearings  about  the  balance 
of  payments.  Very  elaborate  tables  were 
submitted  by  the  Secretary  of  the  Treas¬ 
ury,  in  which  he  endeavored  to  show  that 
there  was  too  long  a  time  lag  between 
oversea  private  investment  and  re¬ 
patriation  through  earnings,  of  that  in¬ 
vestment.  I  challenge  that  concept  and 
invite  Senators  to  examine  in  that  re¬ 
gard  the  rather  important  and,  I  think, 
proper  analysis  which  appears  on  pages 
3891  to  3907  of  the  record  of  the  hear¬ 
ings.  The  analysis  demonstrates,  in  my 
view,  the  fallacy  of  the  Secretary’s  argu¬ 
ments  on  that  score.  I  shall  obtain,  and 
offer  tomorrow  in  the  debate,  precise 
figures  which  were  developed  before  the 
Joint  Economic  Committee,  and  which 
indicate  how  this  gap  is  rapidly  being 
closed  and  how  advantageous  we  already 
begin  to  see  will  be  the  income  from 
overseas  to  private  investments  by 
American  investors  and  Americans  who 
operate  through  subsidiaries  overseas. 
The  gap  is  closing  very  rapidly.  The 
increase  is  quite  marked.  I  shall  take 
great  pleasure  in  presenting  those  fig¬ 
ures  to  the  Senate  tomorrow. 

Now  I  shall  comment  upon  the  points 
which  I  have  stated.  First,  as  to  com- 
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petition  with  foreign  operators,  it  has 
already  been  made  clear  that  we  are 
engaged  in  a  profound  struggle  in  the 
world.  We  are  not  alone  in  the  world. 
We  are  deeply  affected  by  world  affairs, 
and  must  have  important  and  material 
world  sources  to  dispose  of  our  exports. 
Those  exports  are  made  up  not  only  of 
goods  and  services  which  we  sell  abroad; 
they  are  also  made  up  of  parts  and  other 
equipment  which  we  send  to  American 
subsidiaries  which  manufacture  over¬ 
seas  in  a  very  important  way. 

In  addition,  we  do  not  wish  to  be  dis¬ 
advantaged  in  our  competition  for  export 
markets,  which  are  very  often  heavily 
supplied  by  foreign  subsidiaries  pro¬ 
ducing  under  favorable  conditions.  Our 
exports  cannot  compete  unless  we  en¬ 
courage  the  establishment  of  subsidi¬ 
aries  and  investments  abroad.  The  fac¬ 
tor  of  competition  is  critically  important, 
both  to  our  world  position  and  to  the 
exporting  of  our  surplus.  Also,  we  must 
remember  that  we  cannot  write  the  tax 
bill  in  such  a  way  as  to  confound  and 
bedevil  our  international  interest  in  the 
expansion  of  trade  abroad,  which  we 
shall  deal  with  in  another  bill  which 
will  follow  rather  rapidly  on  the  heels 
of  this  one.  Yet,  it  strikes  me  that  that 
is  precisely  what  we  are  doing  in  this 
situation. 

The  second  provision  drafted  by  the 
Committee  on  Finance  is  adverse  to  the 
new  premise,  that  essentially,  at  least 
with  one  of  the  escape  valves,  which  is 
generally  considered  the  major  one  of 
the  escape  valves,  is  a  provision  under 
which  the  overall  foreign  company  tax 
paid  with  respect  to  U.S.  operations  “is 
not  substantially  below  what  the  U.S. 
tax  would  be  on  the  income.”  This  com¬ 
pletely  disregards  the  competitive  factor 
which  I  have  described.  It  completely 
disregards  the  higher  taxes  paid  by  U.S. 
citizens  for  reasons  quite  apart  from 
income  which  they  earn  from  the  for¬ 
eign  operations  or  which  accrue  from 
foreign  operations.  That  also  is  really 
an  escape  valve  only  for  a  corporation 
which  has  established  a  longstanding 
practice  in  this  regard  and  is  only  ad¬ 
vantageous  to  it.  It  does  not  serve  the 
needs  of  small  and  new  firms  at  all, 
which  will  be'  hit  by  the  principle  of 
taxing  corporate  earnings  to  share¬ 
holders  before  distribution,  which  con¬ 
tinues  unless  the  corporation  comes 
under  the  escape  valve. 

Mr.  CURTIS.  Madam  President,  will 
the  Senator  from  New  York  yield? 

Mr.  JAVITS.  I  yield. 

Mr.  CURTIS.  Is  it  not  true  that  the 
so-called  escape  valve  will  lessen  the  dol¬ 
lar  impact  on  certain  taxpayers,  but 
will  not  eliminate  the  basic  objection  to 
the  faulty  premise  upon  which  the 
Treasury  has  based  the  whole  scheme? 

Mr.  JAVITS.  The  Senator  is  exactly 
correct;  not  only  the  false  premise,  but 
the  unprecedented  premise. 

Mr.  CURTIS.  And  the  unconstitu¬ 
tional  premise. 

Mr.  JAVITS.  That  will  certainly  be 
argued.  I  have  little  doubt  that  it  could 
be  considered  as  taxing  income  which  is 
imputed  and  not  received,  or  even 
accrued. 

Mr.  CURTIS.  One  of  the  most  dis¬ 
tinguished  legal  authorities  in  the  coun¬ 


try,  Prof.  Adrian  A.  Kragen,  professor 
of  law  at  Berkeley,  Calif.,  has  written 
an  excellent  paper  on  this  subject.  I 
believe  his  conclusions  are  sound.  When 
I  spoke  on  this  subject  last  Saturday, 
I  placed  Professor  Kragen’s  statement 
in  the  Record,  and  it  appears  on  page 
16536  of  the  Record  of  August  25,  1962. 
To  say  the  least,  we  are  inviting  contro¬ 
versy  and  lawsuits  by  this  action,  and 
that  will  mean  tax  uncertainty;  and 
uncertainty  will  destroy  plans  for  going 
ahead  with  business.  I  thank  the  Sena¬ 
tor  from  New  York  for  yielding. 

Mr.  JAVITS.  I  thank  the  Senator 
from  Nebraska  for  his  very  pertinent  and 
wise  observations,  which  are  extremely 
helpful  to  the  total  argument. 

I  should  like  to  deal  now  with  a  subject 
which  is  perhaps  most  native  to  me  in 
terms  of  my  experience  in  Congress,  that 
is,  the  basic  distinction  which  is  made,  or 
attempted  to  be  made,  in  the  proposed 
legislation  between  investments  or  sub¬ 
sidiaries  which  operate  in  developed 
countries  and  those  which  operate  in 
less  developed  countries. 

Let  it  be  clear  that  the  income  which 
we  are  talking  about  as  it  comes  from 
the  less  developed  countries  must  not 
only  be  income  which  is  derived  from 
those  countries  as  a  practical  matter, 
but  also  must  be  the  result  of  income 
which  comes  from  a  reinvestment  in 
those  countries.  It  must  be  derived  from 
and  reinvested  in  those  countries.  I 
think  the  distinction  here  is  not  only 
artificial  but  is  also  likely  to  be  very 
damaging,  for  the  reason  that  the  main 
thrust  of  our  present  effort  to  equalize 
the  situation  in  terms  of  exports  between 
ourselves  and  the  European  Common 
Market  is  today  directed  toward  the  in¬ 
vestments  in  these  very  subsidiaries  in 
the  European  Common  Market  countries, 
which  tomorrow  will  be  much  more 
powerful,  for  I  have  no  doubt  that  the 
British  and  the  members  of  the  so- 
called  Outer  Seven — the  European  Trade 
Association — will  become  members  of  it. 
This  proposed  tax  law  loads  the  situa¬ 
tion  against  the  very  companies  which 
right  now  should  be  encouraged,  in  order 
to  protect  the  American  position  in  this 
way,  rather  than  be  discouraged  and 
penalized  by  it. 

Furthermore,  we  are  trying  to  get  the 
developed  countries  to  share  with  us  the 
responsibility  for  foreign  aid  to  the  less 
developed  countries;  and  one  of  the  big 
ways  we  can  do  that  is  by  doing  business 
in  the  developed  countries  in  a  creative 
way,  in  the  effort  to  work  out.  those  ar¬ 
rangements  with  businesses  in  those 
countries.  But  this  committee  amend¬ 
ment  would  go  in  exactly  the  opposite 
direction,  by  placing  a  heavy  penalty  on 
that  operation.  In  addition,  the  com¬ 
mittee  amendment  would  prevent  the 
supplying  from  the  developed  countries 
to  the  less  developed  countries  which 
these  firms  will  wish  to  do,  because  the 
test  would  be  that  the  investment  must 
have  been  attributable  to  one  in  a  less 
developed  country.  Therefore,  our  whole 
effort  to  help  in  the  development  of  the 
less  developed  countries  would  be 
thwarted  by  these  tax  provisions. 

It  seems  to  me  this  committee  amend¬ 
ment  is  completely  inconsistent  with  the 
whole  basic  policy  we  are  adopting  with 


respect  to  world  economic  cooperation, 
with  respect  to  our  trade  policy,  with 
respect  to  our  investment  policy,  with 
respect  to  the  relationships  between 
American  businesses  and  foreign  busi¬ 
nesses,  and  with  respect  to  the  competi¬ 
tion  between  American  businesses  and 
foreign  businesses. 

As  I  developed  in  the  course  of  my 
colloquy  with  the  Senator  from  Minne¬ 
sota,  it  will  not  produce  more  taxes.  On 
the  contrary,  I  am  more  and  more  be¬ 
coming  convinced  that  it  will  produce 
less  taxes,  whereas  the  flexibility  and 
the  power  available  under  our  amend¬ 
ment  with  respect  to  the  unreasonable 
accumulation  of  surplus  will  give  the 
Collector  of  Internal  Revenue  an  infi¬ 
nitely  greater  opportunity  to  keep  up 
with  the  developments  of  business  and 
industry  in  their  legal  aspects  as  they 
relate  to  the  tax  law,  and  to  do  so  in  a 
more  effective  way  than  he  could  under 
such  a  fixed  provision  of  the  tax  law 
which  would  enable  keen  minds — which 
always  are  directed  to  studying  the  tax 
laws — to  find  new  means  of  evasion  and 
circumvention. 

So  I  think  the  committee  amendment 
is  unwise  and  violates  the  definite  policy 
of  our  country;  and  I  think  the  amend¬ 
ment  of  the  Senator  from  Minnesota 
[Mr.  McCarthy]  and  myself  is  infi¬ 
nitely  to  be  preferred.  For  all  these  rea¬ 
sons,  and  also  for  the  pragmatic  reasons 
of  producing  more  taxes  for  our  country 
and  aiding  in  the  giving  of  encourage¬ 
ment  to  the  less  developed  countries,  I 
hope  the  Senate  will  see  the  wisdom  of 
our  amendment,  and  will  adopt  it. 

Tomorrow,  I  shall  further  buttress  the 
arguments  in  favor  of  this  amendment, 
by  producing  additional  material,  as 
submitted  in  the  Joint  Economic  Com¬ 
mittee  and  elsewhere. 

I  thank  the  Senator  from  Nebraska  for 
his  courtesy;  and  I  yield  the  floor. 

Mr.  CURTIS.  Mr.  President,  will  the 
Senator  from  New  York  yield? 

The  PRESIDING  OFFICER  (Mr. 
Hickey  in  the  chair) .  Does  the  Senator 
from  New  York  yield  to  the  Senator  from 
Nebraska? 

Mr.  JAVITS.  I  yield. 

Mr.  CURTIS.  The  Senator  from  New 
York  pointed  out  that  by  means  of  the 
establishment  of  foreign  subsidiaries, 
certain  exports  are  fed  from  this  coun¬ 
try — for  example,  parts,  replacements, 
raw  materials,  and  many  other  things. 
Is  it  not  true  that,  in  addition,  our  ex¬ 
ports  are  enhanced,  once  such  a  sub¬ 
sidiary  is  established  in  another  country, 
by  reason  of  the  operation  of  the  sub¬ 
sidiary  there  and  the  establishment  of 
its  working  force  and  its  sales  force 
there? 

Mr.  JAVITS.  The  Senator  from  Ne¬ 
braska  is  correct;  and  that  adds  to 
American  investments  in  business,  espe¬ 
cially  those  of  this  character.  It  must 
be  remembered  that  tax  havens  will  be 
as  definitely  thwarted  if  the  Internal 
Revenue  Service  is  able  to  exercise  the 
powers  provided  by  our  amendment  as 
they  will  be  if  it  is  able  to  take  advan¬ 
tage  of  the  purely  mechanical  features 
of  this  committee  amendment.  In  other 
words  the  catching  of  the  rascals  will  not 
be  done  more  effectively  by  means  of 
the  committee  amendment. 
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Mr.  CURTIS.  As  for  the  catching  of 
the  rascals  and  the  so-called  escape  pro¬ 
cedure  benefits,  such  a  concern  might  be 
able  to  evade  taxes  as  easily  under  the 
committee  amendment  as  under  the 
present  provisions  of  law,  might  it  not? 

Mr.  JAVITS.  Exactly  so,  whereas  our 
amendment  has  the  added  virtue  of 
making  it  possible  for  the  Collector  of 
Internal  Revenue  to  reach  out  and  to 
deal  with  any  new  schemes. 

Mr.  CURTIS.  Precisely. 

Mr.  President,  section  12  of  the  pend¬ 
ing  measure  establishes  a  new  and  un¬ 
precedented  method  of  taxation,  by  at¬ 
tributing  income  to  a  taxpayer  based  on 
the  profits  realized  by  a  foreign  corpora¬ 
tion  of  which  it  is  a  stockholder.  The 
administration  attempts  to  justify  such 
a  course  by  reference  to  the  Personal 
Holding  Company  Act.  This  is  unwar¬ 
ranted,  inasmuch  as  we  are  dealing  with 
active  business  enterprises  which  are  in 
reality  owned  by  millions  of  our  own  citi¬ 
zens.  There  are  serious  questions  as  to 
the  constitutionality  of  such  a  procedure ; 
and  I  discussed  this  question  in  my  re¬ 
marks  on  the  Senate  floor  on  August  25. 

Mr.  President,  I  ask  unanimous  con¬ 
sent  to  have  printed  in  the  Record  three 
brief  excerpts  from  the  material  I  used 
on  Saturday,  taken  from  the  brief  by 
Adrian  A.  Kragen,  professor  of  law, 
Berkeley,  Calif. 

There  being  no  objection,  the  excerpts 
were  ordered  to  be  printed  in  the  Record, 
as  follows: 


In  Eisner  v.  Macomber  there  was,  in  my 
opinion,  a  clear  and  unequivocal  statement 
that  income  of  a  corporation  could  not  be 
taxed  to  the  shareholder  without  a  receipt 
of  that  income  by  the  shareholder,  I.e.,  that 
realization  in  some  measure  is  essential  to 
the  definition  of  income  for  Federal  income 
tax  purposes. 

The  Treasury  over  a  long  period  has  at¬ 
tacked  that  concept  and  has  consistently 
urged  the  overruling  of  Eisner  v.  Macomb er 
Despite  such  urging  the  Supreme  Court  of 
the  United  States  has  never  seen  fit  to  over¬ 
rule  the  fundamental  doctrine  enunciated  in 
the  case.  In  fact,  even  where  the  Court  has 
distinguished  Eisner  v.  Macomber,  it  has  ac¬ 
tually  impliedly  recognized  the  continuing 
validity  of  the  definition  insofar  as  realiza¬ 
tion  is  concerned.  Thus,  in  Commissioner  v. 
Glenshaw  Glass  Co.  (1955)  384  U.S.  426,  the 
Court  in  distinguishing  Eisner  v.  Macomber 
stated  (pp.  430—431)  : 

“The  Court  was  there  endeavoring  to  deter¬ 
mine  whether  the  distribution  of  a  corporate 
stock  dividend  constituted  a  realized  gain  to 
the  shareholder,  or  changed  ‘only  the  form, 
not  the  essence,’  of  his  capital  investment. 
Id.,  at.  210.  It  was  held  that  the  taxpayer 
had  ‘received  nothing  out  of  the  company’s 
assets  for  his  separate  use  and  benefit.’ 

*  «  *  *  * 

My  examination  of  the  decisions  of  the 
Supreme  Court  of  the  United  States  has 
resulted  in  my  opinion  that  Eisner  v.  Macom¬ 
ber  is  still  the  controlling  authority  on 
the  issue  of  the  necessity  for  realization  for 
the  purpose  of  the  determination  of  income 
under  our  income  tax  laws.  Therefore,  I 
must  conclude  that  an  attempt  to  tax  a 
shareholder  in  general  on  the  undistributed 
profits  of  the  corporation  on  the  theory  of 
accretion  is  of  very  dubious  constitutionality 
under  article  1,  section  2,  clause  3,  and  article 
1,  section  9,  clause  4. 


This  memorandum  indicates  at  least  in 
that  there  are  serious  doubts 
as  to  the  validity  under  the  Constitution  of 


the  basic  provisions  of  section  13  of  HA 
10650.  The  testimony  before  the  House 
Ways  and  Means  Committee  and,  I  assume, 
before  this  committee  indicates  considerable 
difference  of  opinion  as  to  the  efficacy  of  this 
legislation  to  meet  the  problem,  if  one  exists. 
In  other  sections  of  the  bill,  H.R.  10650  has 
taken  steps  to  tighten  up  the  tax  treatment 
given  to  income  from  foreign  sources  and  to 
preclude  the  use  of  devices  to  attribute  im¬ 
properly  income  to  foreign  sources.  The  bill 
also  provides  for  the  Treasury  request  for 
more  extensive  reporting  requirements  with 
respect  to  certain  foreign  corporations. 
These  new  weapons  in  the  hands  of  the 
Treasury  may  enable  it  to  meet  adequately 
the  problem  to  which  its  request  is  directed 
without-  plunging  into  the  doubtful  and 
exceedingly  controversial  area  of  the  attribu¬ 
tion  to  shareholders  of  the  income  of  bona 
fide  operating  corporations  organized  under 
the  laws  of  foreign  countries. 

Mr.  CURTIS.  Mr.  President,  I  have 
also  referred  to  them  in  the  individual 
views  contained  in  the  Report  No.  1881 
submitted  by  the  Committee  on  Finance 
in  collaboration  with  the  senior  Senator 
from  Kansas,  the  senior  Senator  from 
Utah,  the  senior  Senator  from  Maryland, 
and  the  junior  Senator  from  Kentucky. 

I  discussed  the  economic  implications 
involving  the  taxation  of  foreign  source 
income  in  my  remarks  on  the  Senate 
floor  on  April  17,  19,  25,  27,  May  1,  4,  8, 
and  10.  Apparently,  many  of  the  objec¬ 
tions  I  raised  have  had  some  impact 
upon  the  administration,  inasmuch  as 
the  original  proposals  recommended  by 
the  Secretary  of  the  Treasury  in  his  ap¬ 
pearance  before  the  Committee  on  Fi¬ 
nance  have  been  drastically  modified.  It 
is  of  some  significance  that  the  version 
of  H.R.  10650  which  was  passed  by  the 
House  of  Representatives  only  permitted 
the  deferral  of  income  for  a  foreign  sub¬ 
sidiary  if  its  earnings  were  reinvested  in 
the  same  trade  or  business.  This  limita¬ 
tion  necessarily  restricts  the  opportuni¬ 
ties  of  U.S.  firms  to  take  advantage  of 
new  technological  developments  and  to 
integrate  both  vertically  and  horizon¬ 
tally  so  as  to  maximize  their  competitive 
opportunities. 

The  Secretary  of  the  Treasury,  Mr. 
Dillon,  was  not  too  happy  with  the 
measure  adopted  by  the  other  body.  In 
fact,  in  his  appearance  before  the  Com¬ 
mittee  on  Finance  on  April  2,  he  urged 
that  the  House  bill  be  amended  in  order 
to  completely  eliminate  any  deferral. 
He  said: 

H.R.  10650,  as  passed  by  the  House  of  Rep¬ 
resentatives,  apart  from  tax  havens,  deals 
only  peripherally  with  tax  deferral  for  for¬ 
eign  income,  another  important  tax  pref¬ 
erence  now  accorded  foreign,  as  compared 
with  domestic,  corporate  income.  It  re¬ 
sponds  to  the  President’s  recommendation  in 
this  area  only  insofar  as  it  specifies  that  the 
undistributed  foreign  income  of  U.S.  subsid¬ 
iaries  operating  abroad  will  be  subject  to 
U.S.  tax  as  it  is  earned  unless  it  is  reinvested 
in  substantially  the  same  trade  or  business 
already  conducted  by  the  firm  in  question, 
or  in  a  less  developed  country. 

By  not  treating  the  tax  deferral  issue  fully 
and  directly,  the  bill  still  retains  a  substan¬ 
tial  tax  advantage  for  investment  abroad 
rather  than  at  home.  The  privilege  of  defer¬ 
ring  U.S.  taxes  until  income  is  repatriated  as 
dividends  should  simply  be  eleminated  for 
our  subsidiaries  in  advanced  industrial  coun¬ 
tries,  as  the  President  has  requested.  (Rev¬ 
enue  Act  of  1962,  hearings  before  the  Com¬ 


mittee  on  Finance,  U.S.  Senate,  87th  Cong., 
2d  sess.  H.R.  10650,  pt.  1,  p.  99.) 

Mr.  President,  the  many  witnesses 
who  appeared  before  the  Committee  on 
Finance  clearly  showed  that  deferral 
was  necessary  if  American  firms  were 
to  maintain  a  competitive  position  in 
markets  abroad.  In  order  to  satisfy  the 
administration’s  demand  for  a  bill  that 
would  at  least  attempt  to  establish  an 
unconstitutional  principle  of  taxing 
earnings  which  have  not  been  construc¬ 
tively  received  from  a  foreign  subsidiary, 
new  language  was  adopted  in  section  12 
of  the  pending  bill  in  the  hape  that  it 
would  satisfy  some  of  the  objections  so 
that  the  President  could  claim  a  legisla¬ 
tive  victory.  In  essence,  section  12  per¬ 
mits  complete  deferral  for  those  opera¬ 
tions  that  are  conducted  solely  within 
a  single  country.  Rather  than  simpli¬ 
fying  the  already  complex  language  of 
the  bill,  a  new  formula  has  been  added 
which  levies  a  tax  dependent  upon  the 
dividends  received  from  foreign  sub¬ 
sidiaries  and  the  rate  of  taxation  pre¬ 
vailing  in  othef  countries. 

In  actual  practice,  Mr.  President,  this 
provision  will  make  it  extremely  difficult 
for  many  taxpayers  to  properly  deter¬ 
mine  their  liabilities  at  the  time  their 
returns  are  filed. 

However,  the  escape  valve  which  was 
adopted  by  the  Committee  on  Finance 
to  secure  acceptance  for  section  12  vir¬ 
tually  eliminates  its  effect  on  those  busi¬ 
nesses  whose  activities  are  conducted  en¬ 
tirely  within  a  single  country. 

On  May  11  when  Secretary  Dillon  ap¬ 
peared  before  the  Committee  on  Finance, 
I  posed  the  following  question: 

How  does  it  benefit  anybody  to  require 
seven  foreign  corporations  when  one  would 
be  more  efficient?  (Revenue  Act  of  1962, 
hearings  before  the  Committee  on  Finance, 
U.S.  Senate,  87th  Cong.  2d  sess.,  H.R.  10650, 
pt.  10,  p.  4319.) 

Secretary  Dillon  replied  that  he  had 
no  intention  of  requiring  the  establish¬ 
ment  of  seven  corporations.  He  con¬ 
ceded  that  one  would  be  more  efficient, 
but  that  the  U.S.  parent  should  then  pay 
a  tax  merely  because  it  had  chosen  to 
operate  in  a  more  efficient  manner  and 
hence  be  in  a  better  position  to  meet 
competition. 

Mr.  President,  the  position  of  the  ad¬ 
ministration  in  connection  with  our  for¬ 
eign  economic  policy  is  contradictory, 
and  we  are  apparently  working  at  cross 
purposes.  On  the  one  hand,  the  admin¬ 
istration  suggests  an  isolationist  tax 
policy  which  it  wishes  to  combine  with 
an  internationalist  trade  expansion  pro¬ 
gram.  The  emergence  of  the  European 
Economic  Community  is  one  of  the  most 
important  developments  in  our  era.  Our 
Government  played  a  significant  role  in 
urging  its  formation,  and  we  are  now 
suggesting  that  countries  in  other  parts 
of  the  world  should  also  disregard  na¬ 
tional  boundaries  insofar  as  trade  and 
economic  matters  are  concerned.  From 
the  standpoint  of  strengthening  the  eco¬ 
nomic  potential  of  the  free  world,  the 
European  Economic  Community  is  an 
important  development,  and  the  Con¬ 
gress  can  welcome  the  added  strength 
which  this  new  economic  block  of  na¬ 
tions  provide. 
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My  studies  of  this  legislation  have 
convinced  me  that  the  investment  of 
U.S.  capital  overseas  promotes  exports 
and  creates  additional  jobs  in  the  United 
States.  I  would  have  no  interest  in  any 
proposal  that  could  deprive  an  American 
worker  of  gainful  employment  or  destroy 
the  investments  of  our  citizens  in  en¬ 
terprises  located  within  our  own  borders. 
However,  measures  to  protect  American 
workers  are  not  the  pending  business  be¬ 
fore  the  Senate.  When  the  Trade  Ex¬ 
pansion  Act  is  reported,  we  should  assure 
that  the  Congress  retain  adequate  powers 
so  that  American  jobs  are  not  destroyed. 
If  the  economic  potential  of  the  Euro¬ 
pean  Economic  Community,  which  may 
ultimately  include  the  nations  that  are 
now  in  the  European  Free  Trade  Asso¬ 
ciation — namely,  Austria,  Denmark, 
Norway,  Portugal,  Sweden,  Switzerland, 
and  the  United  Kingdom — is  fully  de¬ 
veloped,  it  would  certainly  be  unfair  to 
require  that  a  U.S.  firm  must  establish 
a  separate  operation  in  every  one  of  these 
countries  so  as  to  avoid  the  punitive  ef¬ 
fects  of  section  12.  It  is  not  an  accident 
that  many  U.S.  firms  have  chosen  Switz¬ 
erland  as  their  base  for  European  opera¬ 
tions.  It  provides  banking  and  commer¬ 
cial  facilities  that  are  unrivaled  by  any 
other  European  country.  It  is  centrally 
located  and  readily  accessible.  However, 
if  the  base  of  all  European  operations  had 
been  located  within  any  one  of  the  coun¬ 
tries  in  the  European  Economic  Commu¬ 
nity,  the  provisions  of  this  bill  would  be 
just  as  onerous.  It  should  be  remem¬ 
bered  that  two  of  the  largest  interna¬ 
tional  firms  are  the  Shell  Oil  group  and 
the  Unilever  group,  which  operate  un¬ 
der  the  British  Overseas  Trading  Cor¬ 
poration  Act  as  well  as  a  similar  law 
enacted  in  the  Netherlands.  In  each  in¬ 
stance,  tax  deferral  on  foreign  operations 
is  permitted.  U.S.  subsidiaries  could 
avail  themselves  of  similar  privileges  in 
either  the  United  Kingdom  or  the  Neth¬ 
erlands,  rather  than  establishing  base 
companies  in  Switzerland,  if  section  12  of 
the  pending  measure  is  not  adopted  by 
the  Senate.  It  is  ironic  that  on  June  20, 
the  Under  Secretary  of  the  Treasury,  the 
Honorable  Henry  H.  Fowler,  in  an  ad¬ 
dress  before  a  regional  conference  of  the 
Commerce  Department  at  Atlanta,  Ga., 
said: 

This  need  to  expand  our  export  trade  is 
the  basic  reason  behind  President  Kennedy’s 
trade  program.  The  fantastic  growth  of 
Western  Europe  in  the  last  decade  has 
created  vast  new  markets  for  just  the  kind 
of  goods  that  our  own  manufacturers  are 
so  skilled  and  experienced  in  producing. 
New  cars,  new  highways,  new  shopping  cen¬ 
ters,  new  suburban  developments — all  these 
are  characteristic  of  the  rapidly  expanding 
European  scene.  As  the  Common  Market 
takes  in  new  members,  and  as  this  self-stim- 
ulating  growth  continues,  these  markets  will 
grow  also. 

It  is  essential  for  the  maintenance  of  U.S. 
export  trade  that  we  have  a  part  in  this 
future.  If  we  fail  to  maintain  our  access 
to  European  markets  at  this  critical  time 
when  new  trade  patterns  are  being  evolved, 
when  new  customers  are  forming  preferences, 
we  may  find  ourselves  at  some  later  date 
unable  to  regain  that  access,  no  matter  what 
concessions  we  may  be  prepared  to  offer, 
because  the  pattern  may  have  been  set  with¬ 
out  us.  This  goes  much  deeper,  of  course, 
than  customer  preferences.  It  encompasses 


the  whole  range  of  business  relationships, 
both  here  and  abroad.  Firms  will  be  either 
geared  to  deal  with  the  United  States,  or  not. 
Furthermore,  the  more  we  allow  this  new 
pattern  to  be  set  without  us,  the  more  diffi¬ 
culty  we  will  have  in  dealing  with  a  Europe 
whose  own  special  interests  will  have  be¬ 
come  accustomed  to  a  Europe-oriented  mar¬ 
ket,  and  which  may  look  upon  exports  from 
the  United  States  i  as  a  disturbing  and 
threatening  influence. 

Mr.  President,  the  views  stated  by  Sec¬ 
retary  Fowler  explain  the  need  for  U.S. 
direct  investment,  as  we  cannot  de¬ 
velop  these  markets  without  intimate 
contact  with  our  customers.  Products 
must  be  designed  and  produced  to 
meet  their  particular  preferences.  As 
Secretary  Fowler  so  clearly  stated,  if 
we  fail  to  maintain  our  access  to  these 
markets  at  this  critical  time,  no  matter 
what  we  may  attempt  later  will  prove  of 
little  value.  Rather  than  seeking  to  at¬ 
tribute  the  growth  in  our  investments  in 
Western  Europe  to  tax  inducements,  it 
should  be  recognized  that  many  firms 
have  sought  to  secure  a  position  within 
the  European  Economic  Community 
which  will  ultimately  have  immeasurable 
benefit  for  the  American  economy.  Their 
activities  will  provide  more  jobs  that  will 
expand  exports,  that  will  promote  eco¬ 
nomic  growth,  and  ultimately  will  make 
a  substantial  contribution  to  our  bal- 
ance-of -payments  position. 

Mr.  President,  the  enactment  of  sec¬ 
tion  12  cannot  produce  any  significant 
revenue,  but  it  may  force  some  firms  to 
ultimately  readjust  their  corporate 
structures,  and  if  need  be,  establish  sub¬ 
sidiaries  within  each  of  the  principal 
countries  of  the  Common  Market.  How¬ 
ever,  this  will  weaken  their  competitive 
position,  since  there  is  no  evidence  that 
any  other  developed  country  intends  to 
handicap  its  own  producers  by  the  enact¬ 
ment  of  legislation  that  cannot  promote 
the  true  interests  of  its  citizens. 

The  July  6  issue  of  Life  magazine  con¬ 
tains  an  interesting  exchange  of  corre¬ 
spondence  between  Mr.  David  Rocke¬ 
feller,  the  chairman  of  the  board  of  the 
Chase  Manhattan  Bank,  and  President 
Kennedy.  Mr.  Rockefeller’s  letter  was 
written  at  the  express  request  of  the 
President.  In  discussing  the  balance-of- 
payments  problem,  Mr.  Rockefeller  said: 

The  bard  truth  is,  Mr.  President,  that  the 
only  way  to  achieve  a  solid  solution  to  our 
balance-of-payments  problem,  one  which  is 
consistent  with  the  key  role  of  the  dollar  in 
international  monetary  affairs,  is  through 
time-honored  methods — through  an  expan¬ 
sion  of  exports,  an  appropriate  level  of  inter¬ 
est  rates,  and  through  maintaining  confi¬ 
dence  (both  here  and  abroad)  in  the  sound¬ 
ness  and  integrity  of  the  dollar.  Moreover, 
every  aspect  of  the  balance  of  payments  can¬ 
not  help  but  be  influenced  profoundly  by 
the  basic  health  of  the  American  economy. 

President  Kennedy’s  reply  continued 
to  refer  to  the  need  to  deter  direct  in¬ 
vestment  abroad.  In  the  President’s 
message  to  the  American  people  on 
August  13,  he  again  referred  to  these 
objectives.  He  said: 

We  need  to  enlarge  our  export  markets 
through  the  trade  expansion  bill  so  that 
we  can  sell  abroad,  so  that  we  can  get  into 
the  great  Common  Market  which  is  being 
built  up,  so  that  we  won’t  have  our  money 
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going  abroad  to  invest  in  plants  overseas, 
but  invest  here  in  this  country. 

By  lightening  tax  burdens,  as  the  Com¬ 
mon  Market  countries  have  done  so  success¬ 
fully,  and  they  have  full  employment  and 
an  economic  growth  rate  twice  ours,  it  will 
improve  the  competitive  position  of  Ameri¬ 
can  business,  encourage  investment  at  home 
instead  of  abroad  and  improve  our  balance 
of  payments. 

Mr.  President,  certainly  all  of  us  wish 
to  encourage  investments  in  this  coun¬ 
try  and  to  promote  economic  growth, 
but  I  find  it  difficult  to  accept  the  prem¬ 
ise  that  investments  abroad  in  any  way 
impede  the  normal  development  and 
growth  of  our  own  economy.  In  fact, 
in  the  statements  which  I  have  pre¬ 
viously  made  on  the  floor,  I  have  clearly 
shown  that  such  investments  are  com¬ 
plementary,  and  not  competitive  with 
our  own  efforts.  It  is  a  great  disservice 
to  promote  the  reduction  of  tariff  bar¬ 
riers  on  one  hand  and  at  the  same  time 
impose  additional  penalties  on  those 
firms  which  seek  to  penetrate  new  and 
growing  markets  for  American  products. 
Mr.  Fowler  in  his  address  in  Atlanta,  Ga., 
to  which  I  have  already  referred  also 
said: 

I  might  also  add,  in  a  similar  vein,  that 
U.S.  business  operating  abroad  should  not 
neglect  to  fully  explore  possibilities  for  pro¬ 
curing  their  supplies,  equipment,  and  serv¬ 
ices  from  American  sources  on  an  economi¬ 
cal  basis. 

All  the  testimony  before  the  Commit¬ 
tee  on  Finance  and  previously  before  the 
Committee  on  Ways  and  Means  has 
shown  that  the  establishment  of  direct 
investment  by  our  citizens  abroad  pro¬ 
vides  a  ready  market  for  supplies,  equip¬ 
ment,  and  services  from  American 
sources. 

Should  the  Senate  enact  the  provisions 
suggested  by  the  administration  as  em¬ 
bodied  in  section  12  of  this  bill,  there 
would  be  less  opportunity  for  U.S.  busi¬ 
nessmen  to  follow  Secretary  Fowler’s  ad¬ 
vice.  It  is  precisely  to  encourage  the 
opportunities  to  use  American  source 
materials  and  talent  that  U.S.  firms  have 
established  foreign  operations. 

In  this  same  address,  Secretary  Fowler 
made  another  significant  proposal.  He 
said: 

American  firms  might  also  explore  and 
seek  out  more  fully  opportunities  for  bor¬ 
rowing  abroad,  especially  in  support  of  the 
operations  of  their  own  foreign  branches 
and  subsidiaries,  instead  of  relying  as  heavily 
as  they  do  on  the  easy  alternative  of  seeking 
funds  from  familiar  American  sources. 

Again,  Mr.  President,  this  is  precisely 
the  course  which  has  been  followed  by 
many  U.S.  firms  with  foreign  operations. 
For  example,  the  annual  report  of  the 
General  Motors  Corp.,  for  the  year  1961 
shows  that  a  total  of  $144  million  of 
debt  has  been  contracted  by  foreign  sub¬ 
sidiaries  which  will  be  due  during  the 
period  1963  through  1977. 

A  large  portion  of  these  funds  were 
secured  from  foreign  sources.  Insofar 
as  the  capital  base  is  broadened  by  the 
use  of  funds  borrowed  locally,  the  ulti¬ 
mate  profits  to  be  remitted  to  U.S.  equity 
shareholders  are  increased,  and  of 
course,  the  U.S.  Treasury  receives  its 
share  of  such  profits  based  on  a  52-per- 
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cent  tax  less  the  applicable  foreign  tax 
credit. 

Regardless  of  escape  valves,  section  12 
represents  a  complete  departure  from 
the  concepts  which  have  governed  our 
income  tax  laws  since  1913.  No  less  an 
authority  than  the  Assistant  Secretary 
of  the  Treasury,  Mr.  Stanley  S.  Surrey, 
unequivocally  supported  the  concept  to 
tax  deferral  in  the  statement  he  pre¬ 
sented  to  the  Committee  on  Ways  and 
Means  on  July  8,  1959,  in  its  considera¬ 
tion  of  H.R.  5,  86th  Congress. 

Mr.  President,  I  ask  unanimous  con¬ 
sent  that  the  justification  for  both  the 
foreign  tax  credit  and  tax  deferral  in 
terms  of  tax  equality  and  the  recognition 
of  the  claims  of  foreign  countries  may 
be  printed  at  this  point  in  the  Record. 

There  being  no  objection,  the  justifica¬ 
tion  was  ordered  to  be  printed  in  the 
Record,  as  follows: 

The  Basic  Perspective — Present  U.S.  Tax 
Treatment  op  Foreign  Income 


A  few  words  regarding  the  present  U.S.  tax 
treatment  of  foreign  income  are  in  order, 
since  it  forms  the  perspective  necessary  to  a 
consideration  of  current  issues  and  proposals. 
This  treatment  may  be  summarized  as  fol¬ 
lows  : 

1.  Basic  standard  of  tax  equality:  The 
basic  standard  under  our  income  tax,  to  be 
followed  as  far  as  possible,  is  the  necessity 
of  maintaining  equality  among  American 
taxpayers  whereby  taxpayers  with  equal 
amounts  of  income  pay  the  same  tax.  To  the 
extent  that  this  standard  is  seriously 
breached,  so  that  preferences  and  favoritism 
replace  equality,  the  income  tax  deteriorates 
as  an  effective  fiscal  instrument. 


2.  Jurisdiction  based  on  residence  and  na¬ 
tionality:  As  respects  foreign  income,  ob¬ 
servance  of  this  basic  standard  requires  that 
the  foreign  income  of  U.S.  taxpayers  be  taxed 
as  well  as  their  domestic  income.  Accord¬ 
ingly,  our  jurisdictional  basis  for  taxation 
must  go  beyond  geographical  jurisdiction 
and  rest  also  on  residence  and  nationality. 
In  this  we  are  not  unique,  for  other  mature 
income  tax  systems  also  stress  both  source, 
jurisdiction,  and  residence. 


3.  Foreign  tax  credit  accommodation  to 
foreign  source  jurisdiction:  While  residence 
and  nationality,  including  domestic  incor¬ 
poration,  thus  support  income  taxation,  rec¬ 
ognition  must  be  paid  to  the  fact  that  we 
live  in  one  world  and  that  the  foreign  in¬ 
come  of  our  citizens  and  corporations  may 
therefore  be  subject  to  taxation  at  the  for¬ 
eign  source.  The  modus  vivendi  for  that 
recognition  under  our  system  is  the  foreign 
tax  credit  mechanism.  Under  this  credit,  a 
foreign  income  tax  paid  is  treated  as  payment 
to  the  extent  of  the  U.S.  tax  on  the  foreign 
income,  so  that  only  a  tax  representing  the 
difference  between  the  foreign  tax  rate  and 
the  U.S.  tax  rate  must  be  paid  to  our  Treasury 
Department.  It  is  this  foreign  tax  credit 
which  accommodates  our  need  to  stress  na¬ 
tionality  jurisdiction,  so  as  to  achieve  the 
objective  of  equality  among  our  citizens  and 
corporations,  with  the  need  of  foreign  coun¬ 
tries  to  stress  source  jurisdiction  if  they  are 
to  protect  their  revenue  structures.  The 
accommodation  permits  the  foreign  country 
of  source  to  obtain  revenue  and  also  permits 
the  United  States  to  maintain  the  standard 
of  equality  at  home  since  the  taxpayer’s  tax 
burden  is  still  at  our  domestic  level  (unless 
the  foreign  rate  is  higher  than  our  rate) . 
This  accommodation  is  possible  because  of 
the  revenue  yielded  by  our  Treasury  Depart¬ 
ment  to  the  extent  of  the  credit  granted. 
It  is  this  foreign  tax  credit  mechanism  there¬ 
fore  which  makes  international  trade  and 
P°ssible  under  our  income  tax 
y  tern,  and  that  of  other  mature  income  tax 


systems  as  well  which  stress  equality  of  tax 
burden.  While  the  credit  mechanism  is  com¬ 
plicated,  it  is  thus  absolutely  vital  to  our 
tax  system. 

4.  Tax  deferral  accommodation  to  foreign 
source  jurisdiction:  A  second  accommoda¬ 
tion  to  international  activity  is  represented 
by  our  grant  of  deferral  of  taxation  on  for¬ 
eign  source  income  until  that  income  is  re¬ 
turned  to  the  United  States.  The  mechan¬ 
ism  of  deferral  is  the  recognition  accorded 
to  foreign  incorporation.  Under  this  mech¬ 
anism,  foreign  subsidiaries  of  American  cor¬ 
porations  are  treated  as  separate  entities  and 
thus  essentially  outside  the  reach  of  the  U.S. 
tax  system.  The  income  of  these  foreign 
subsidiaries  is  thus  free  of  U.S.  tax  until  paid 
out  as  a  dividend  to  the  parent,  or  distrib¬ 
uted  in  liquidation. 

The  above  two  accommodations — the  for¬ 
eign  tax  credit  mechanism  and  the  foreign 
subsidiary  tax  deferral  mechanism — have 
supporting  justifications  which  are  readily 
understood  and  which  are  capable  of  ra¬ 
tional  support.  (Statement  by  Stanley  S. 
Surrey,  Foreign  Investment  Incentive  Act, 
hearings  before  the  Committee  on  Ways  and 
Means,  House  of  Representatives,  86th  Cong., 
1st  sess.,  H.R.  5,  pp.  535-537.) 

Mr.  CURTIS.  Our  Government  must 
adopt  a  consistent  policy  in  keeping 
with  our  position  of  world  leadership. 
We  cannot  encourage  foreign  investment 
at  one  time  and  deter  it  later  when  it 
suits  the  whim  of  a  new  administration. 

If  we  are  to  maintain  our  position  of 
financial  and  commercial  leadership  in 
the  Western  World,  we  must  abandon 
isolationist  economic  policies.  This  does 
not  mean  that  we  should  not  provide 
adequate  protection  for  those  domestic 
industries  which  are  essential  to  our 
economy,  but  this  historically  has  been 
accomplished  by  tariffs  rather  than  by 
deterring  investment.  We  can  achieve 
a  higher  rate  of  economic  growth,  create 
more  new  jobs,  and  improve  our  balance 
of  payments  position  by  abandoning  any 
attempt  to  hamper  U.S.  firms  in  their 
competitive  efforts  in  world  markets. 
After  all,  the  United  States  has  no  power 
to  unilaterally  alter  the  climate  in  other 
countries,  and  our  competitors  abroad 
will  be  the  true  beneficiaries  of  the  en¬ 
actment  of  punitive  taxes  on  foreign 
source  income  of  American  citizens. 

Taxes  are  a  necessary  cost  of  doing 
business,  and  our  Congress  should  not 
impose  a  burden  on  the  activities  of  cor¬ 
porate  entities  established  in  other  coun¬ 
tries  which  happen  to  be  controlled  by 
U.S.  nationals  that  their  competitors  do 
not  bear.  If  we  pursue  such  a  course  in 
due  time,  our  balance  of  payments  will 
deteriorate,  and  we  will  lose  our  position 
of  world  leadership.  In  the  individual 
views  which  I  submitted  with  a  number 
of  my  colleagues,  we  referred  to  the  fact 
that  President  Chiari  of  Panama  had 
advised  President  Kennedy  that  the  ad¬ 
ministration’s  tax  proposals  represent 
“undue  interference  in  the  internal  af¬ 
fairs  of  Panama.”  He  also  stressed  that 
these  measure  are  “almost  equivalent  to 
economic  aggression.” 

The  New  York  Journal  of  Commerce 
in  its  issue  of  June  12  commented  on  the 
fact  that  the  Swiss  had  also  become  con¬ 
cerned  at  the  repeated  characterization 
of  their  country  as  a  tax  haven  by  the 
U.S.  Government.  In  this  instance, 
they  instituted  retaliatory  measures  by 
holding  back  work  permits  for  American 
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executives.  Without  a  work  permit,  no 
visa  can  be  issued,  and  already  some  U.S. 
companies  reportedly  have  had  to  change 
their  operating  plans  because  they  were 
not  able  to  locate  their  executives  in 
Switzerland. 

Those  of  us  who  believe  in  a  free 
economy,  which  is  responsive  to  the  laws 
of  supply  and  demand  and  open  compe¬ 
tition  in  free  markets  abhor  government 
policies  which  attempt  to  dictate  the 
decisions  of  management  by  indirect 
methods  such  as  are  found  in  section  12 
of  the  pending  bill. 

Our  balance-of-payments  problem  is 
one  for  continuing  concern,  but  it  can¬ 
not  be  corrected  by  temporizing  with  re¬ 
medial  measures  that  fail  to  meet  the 
true  problem. 

Federal  expenditures  currently  repre¬ 
sent  more  than  20  percent  of  the  na¬ 
tional  income.  In  addition,  taxpayers 
must  support  State  and  local  govern¬ 
ments.  They  supply  many  of  the  es¬ 
sential  services  which  under  our  system 
of  decentralized  governmental  respon¬ 
sibility  are  extremely  important,  and 
they  should  continue  to  do  so.  However, 
the  total  cost  of  government — Federal, 
State,  and  local — must  be  factored  into 
the  prices  of  all  the  goods  and  services 
which  we  sell.  If  the  Congress  would 
concentrate  on  reducing  the  cost  of  Gov¬ 
ernment,  it  would  make  a  direct  con¬ 
tribution  to  price  reductions  that  would 
automatically  increase  our  exports  and 
improve  our  balance-of-payments  posi¬ 
tion. 

It  is  impossible  to  accomplish  the  ob¬ 
jectives  sought  by  the  administration 
through  punitive  taxation  on  foreign  in¬ 
vestment.  Such  action  will  merely  re¬ 
sult  in  the  loss  of  opportunities  for  our 
citizens  in  the  new  expanding  economic 
markets  to  which  Mr.  Fowler  referred. 

Mr.  President,  it  is  my  considered 
judgment  that  section  12  is  unconstitu¬ 
tional  in  that  it  ignores  corporate  en¬ 
tities.  Its  enactment  would  provide  the 
basis  for  new  concepts  of  taxation  in  do¬ 
mestic  matters.  In  the  long  run,  the  en¬ 
actment  of  this  provision  will  harm  our 
balance-of-payments  position.  It  will 
destroy  American  jobs  and  reduce  our 
exports. 

Mr.  President,  it  should  be  rejected  by 
the  Senate  as  it  is  unsound  and  un¬ 
workable. 

The  amendment  offered  by  the  dis¬ 
tinguished  Senator  from  Minnesota  and 
the  distinguished  Senator  from  New 
York  is  much  preferable.  I  shall  support 
it. 

It  may  erroneously  be  argued  by  some 
persons  that  to  support  the  McCarthy 
amendment  would  jeopardize  the  posi¬ 
tion  of  the  Senate  in  the  conference  be¬ 
cause  it  might  be  conceded  that  the  ver¬ 
sion  of  the  Senate  Committee  on  Finance 
as  represented  by  the  Kerr  amendment 
was  better  than  the  bill  as  reported  by 
the  House.  I  wish  to  point  out  that  if 
the  McCarthy  amendment  is  adopted 
and  the  bill  goes  to  conference,  it  will 
still  be  possible  for  the  conferees  to  ac¬ 
cept  the  McCarthy  amendment,  or  to  ac¬ 
cept  the  House  version,  either  one  with 
an  amendment,  in  which  case  the  Kerr 
amendments  would  be  in  order. 
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I  do  not  believe  the  argument  as  to 
procedure  should  cause  the  Senate  to 
refuse  to  take  the  best  possible  course. 
I  believe  that  would  be  done  by  the 
adoption  of  the  McCarthy  amendment. 

Mr.  President,  I  make  the  point  of  no 
quorum. 

The  PRESIDING  OFFICER.  The 
clerk  will  call  the  roll. 

The  legislative  clerk  proceeded  to  call 
the  roll. 

Mr.  KERR.  Mr.  President,  I  ask 
unanimous  consent  that  the  order  for 
the  quorum  call  be  rescinded. 

The  PRESIDING  OFFICER.  Without 
objection,  it  is  so  ordered. 

Mr.  HARTKE.  Mr.  President,  yester¬ 
day  action  was  taken  in  the  Senate  on 
the  question  of  whether  or  not  the  U.S. 
Government  should  withhold  taxes  on 
earnings  from  dividends  and  interest. 
Consistently  during  the  time  the  bill  was 
before  the  Finance  Committee,  I  was  one 
of  the  small  group  who  voted  in  favor 
of  providing  tax  equality  and  equity  of 
treatment  for  the  people  who  are  paying 
their  taxes,  and  to  have  the  people  who 
earn  their  living  by  wages  or  salaries 
treated  the  same  as  people  who  earn 
their  living  by  clipping  coupons  or  who 
obtain  their  method  of  livelihood  from 
dividends  or  interest.  Only  four  other 
Senators  on  the  Finance  Committee 
shared  this  opinion. 

I  was  rather  surprised,  because,  frank¬ 
ly,  this  was  the  only  part  of  the  tax  bill 
which  did  not  change  the  tax  law.  It 
changed  the  tax  procedure,  but  it  had 
absolutely  nothing  whatsoever  to  do  with 
the  tax  law.  The  procedural  method 
really  meant  that  there  would  be  a  new 
method  of  acquiring  for  the  Treasury 
some  of  the  taxes  which  were,  either 
intentionally  or  unintentionally,  not  be¬ 
ing  paid. 

I  have  always  felt  that  there  has  been 
a  consistent  and  glaring  inequity  arising 
from  the  treatment  of  wage  earners,  or 
persons  who  earn  their  living  by  obtain¬ 
ing  salaries  or  wages  in  factories  or 
other  kinds  of  similar  work,  as  compared 
to  those  persons  who  obtain  their  liveli¬ 
hood  by  living  off  what  they  have,  or 
what  they  have  acquired  in  the  past,  or 
through  inheritance,  savings,  or  other 
means. 

Equal  treatment  under  the  tax  laws 
should  be  the  aim  of  every  Senator.  I 
hoped,  and  believed,  this  would  be  true. 
I  suppose  those  who  thought  otherwise 
felt  that  perhaps  there  might  be  an  ad¬ 
ditional  imposition  of  burden  on  some 
persons,  but  certainly  the  burden  placed 
on  wage  earners  has  not  been  as  light  as 
it  has  been  on  those  who  clip  coupons. 
The  expenses  of  operating  the  Govern¬ 
ment  are  the  responsibility  of  all.  The 
expenses  should  be  borne  by  all.  They 
should  be  shared  equally  and  fairly,  ac¬ 
cording  to  the  laws  which  we  write.  The 
debt  which  we  have  incurred,  principally 
because  of  the  war — but,  for  whatever 
reason — is  a  bona  fide  debt  of  the  United 
States,  representing  the  difference  be¬ 
tween  what  has  been  paid  in  taxes  in  the 
past  and  what  we  have  not  been  able  to 
receive  by  way  of  taxes.  The  difference 
between  the  two  represents  the  debt.  It 
is  a  bona  fide  debt  which  is  owed  by  all, 


and  everybody  should  pay  his  fair  share 
under  the  law. 

This  was  what  we  were  attempting  to 
do  when  we  tried  to  provide  for  with¬ 
holding  of  taxes  on  dividends  and  inter¬ 
est  in  the  provision  which  was  presented 
by  the  House,  and  which  failed  in  the 
Senate  Finance  Committee,  and  then 
failed  here  on  the  floor  yesterday. 

I  still  think  we  could  take  a  giant 
step  forward,  because  most  of  the  op¬ 
position  which  arose  to  this  particular 
portion  of  the  bill  came  from  the  ele¬ 
ment  of  the  people  who  had  accumulated 
savings  and  who  had  deposited  funds 
into  savings  and  loan  institutions  or  into 
banks.  In  other  words,  basically  the 
opposition  was  that  it  was  said  that,  a 
burden  would  be  placed  upon  those  in¬ 
stitutions  which  were  providing  services 
for  peciple,  by  taking  their  savings  as 
accumulated  through  the  years,  namely, 
the  banks  which  had  taken  those 
amounts  and  were  paying  interest. 

With  respect  to  the  people  who  re¬ 
ceived  income  from  dividends  on  stocks 
or  interest  on  bonds,  there  was  not  much 
talk.  That  is  a  different  segment  of  the 
people.  I  had  occasion  to  talk  with 
some  of  the  business  people  who  are 
basically  involved  in  the  field  of  those 
individuals  who  own  bonds.  I  asked 
them  how  much  of  an  additional  burden 
it  would  be  on  them  if  they  were  re¬ 
quired  to  withhold  the  taxes  on  the  divi¬ 
dends  they  paid  or  to  withhold  the  in¬ 
terest  on  the  bonds.  They  explained  to 
me  that  for  all  practical  purposes  the 
machinery  was  already  set  up  for  the 
individual  corporations,  for  the  purpose 
of  computing  all  these  items,  and  that 
there  would  be  no  great  difficulty  in  that 
regard. 

I  went  to  the  Treasury  Department 
and  asked,  in  view  of  the  action  taken 
on  the  floor  of  the  Senate  yesterday, 
which  confirmed  the  previous  action 
taken  by  the  Finance  Committee,  wheth¬ 
er  the  Treasury  would  be  in  favor  of 
attempting  to  hold  on  to  a  part  of  what 
I  though  was  a  worthwhile  principle,  to 
take  another  giant  step  forward  by  pro¬ 
viding  for  the  withholding  of  taxes  on 
dividends  from  stocks  and  on  interest  on 
bonds. 

Therefore,  when  the  occasion  arises 
and  I  have  the  opportunity  to  present 
the  amendment  to  the  Senate — hope¬ 
fully  tomorrow — I  shall  call  up  the 
amendment  at  the  desk.  The  amend¬ 
ment  in  effect  would  say  to  the  Senate 
again,  “If  you  want  to  balance  out  this 
tax  bill  by  including  in  it  an  amount 
of  from  $350  to  $400  million,  which 
would  more  than  offset  the  loss  of 
revenue  which  would  be  occasioned 
under  the  bill,  this  is  the  way  to  do  it.” 
This  would  give  Senators  an  opportunity 
again  to  vote  on  this  proposal. 

This  is  the  first  of  a  series  of  six 
amendments  which  I  plan  to  offer.  I 
have  been  told  that  there  is  not  much 
chance  that  the  Senate  will  pass  such 
an  amendment.  Frankly,  I  shall  wait 
to  see,  and  find  out,  as  a  result  of  action 
by  the  Senate. 

In  line  with  this  proposal,  I  feel,  as  I 
have  always  felt — I  am  not  a  newcomer 
to  this  particular  principle — that,  the 
wage  earners  should  be  treated  exactly 


the  same  as  the  coupon  clippers.  The 
wage  earners,  in  respect  to  the  matter 
of  taxation,  ever  since  the  bill  was  passed 
in  1942,  have  had  their  taxes  withheld. 

Under  the  social  security  laws,  we 
see  that  the  same  discrepancy  appears 
in  respect  to  the  treatment  of  people. 
The  social  security  law,  enacted  for  the 
benefit  of  individuals,  provided  for  them 
a  method  of  taking  care  of  themselves  in 
their  older  years.  However,  the  law  also 
provided  a  method  whereby  the  people, 
in  a  way,  are  kept  from  attempting  to 
provide  for  themselves.  The  law  forces 
retirement  upon  them  or  else  forces  a 
condition  upon  them. 

In  the  previous  Congress  I  offered  an 
amendment  which  in  some  ways  would 
have  relaxed  that  provision.  It  had  a 
basic  purpose.  If  a  person  has  been  a 
wage  earner  and  if  he  received  social 
security  benefits,  under  the  old  law — 
the  law  in  existence  when  I  came  to  the 
Senate — he  could  not  earn  more  than 
$1,200  a  year,  or  more  than  $100  a 
month,  unless  he  was  willing  to  forfeit 
some  of  his  social  security  benefits. 
However,  if  an  individual  received  in¬ 
come  from  interest  or  from  rents,  or  was 
clipping  coupons  from  bonds,  or  receiving 
dividends  on  stock,  he  could  earn  any 
amount,  an  unlimited  amount,  and  still 
draw  his  social  security  payments. 

This  disparity  again  demonstrates  the 
fact  that  there  are  two  sets  of  rules  and 
two  different  standards  for  people,  de¬ 
pending  upon  their  status  in  life. 

During  the  previous  Congress  I  was 
able  to  obtain  the  passage  of  an  amend¬ 
ment  which  increased  the  amount  a  per¬ 
son  could  earn  under  the  social  security 
law  to  $1,500,  and  which  provided  that 
50  percent  of  the  amount  between  the 
$1,200  and  the  $1,500  should  not  be  in¬ 
cluded  in  the  computation  of  earnings. 

Again,  in  the  Finance  Committee  I  was 
able  this  last  year  to  secure  an  addi¬ 
tional  increase  of  the  amount  to  $1,750, 
with  the  result  that  a  person  can  earn 
up  to  $1,200  and  still  receive  his  social 
security  payments,  and,  if  the  person 
should  earn  up  to  $1,750,  the  difference 
between  the  $1,200  and  the  $1,750,  or 
$550,  would  be  considered  income  only 
to  the  extent  of  50  percent. 

Frankly,  I  think  the  entire  amount 
should  be  eliminated  from  consideration. 
I  think  the  wage  earner  should  be  treated 
in  the  same  fashion  as  the  coupon  clip¬ 
per,  as  I  have  said. 

This  would  be  a  tremendous  step  for¬ 
ward.  I  know  it  will  be  opposed,  be¬ 
cause  of  the  effect  it  would  have  upon 
the  social  security  fund. 

As  I  previously  indicated,  I  did  not 
come  to  this  conclusion  only  lately.  In 
a  few  minutes  I  shall  indicate  that  pos¬ 
sibly  not  every  Senator  who  now  believes 
in  this  system  was  of  such  conviction 
not  so  long  ago. 

In  respect  to  elderly  people,  I  propose 
to  offer  a  different  amendment.  For  the 
sake  of  the  record,  the  withholding  on 
dividends  from  stocks  and  interest  on 
bonds  is  an  amendment  which  is  now 
printed  and  is  at  the  desk.  The  amend¬ 
ment  about  which  I  have  just  spoken, 
on  the  question  of  the  earning  limita¬ 
tions  under  social  security,  was  an 
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amendment  to  H.R.  12580  which  I  offered 
June  29,  1960. 

I  state  this  for  the  sake  of  making  sure 
that  people  do  not  believe  these  are 
things  I  thought  up  last  night  or 
dreamed  about  in  an  election  year. 

S.  3249  is  another  bill  which  I  intro¬ 
duced  in  the  Senate  and  which  I  propose 
to  attempt  to  have  apply  to  the  pending 
tax  bill.  This  proposal  calls  for  the 
elimination  of  the  capital  gains  tax  on 
the  sale  of  a  residence  by  a  person  who 
is  over  the  age  of  62.  We  know  that  as 
people  go  through  life  their  status 
changes.  Some  individuals  have  large 
families,  which  grow  older,  and  the 
younger  members  of  the  family  move 
away  and  establish  homes  of  their  own, 
and  frequently  the  older  people  are  left 
with  a  much  larger  residence  than  the 
housewife  prefers  to  take  care  of. 

This  proposal  in  substance  would  elim¬ 
inate  from  the  present  capital  gains  tax 
any  tax  whatsoever  on  a  person  over  the 
age  of  62  if  he  should  sell  his  residence — 
strictly  his  residence.  To  enforce  that 
provision  there  would  be  a  requirement 
that  the  person  would  have  to  live  in  his 
home  at  least  5  years  prior  to  the  time  of 
sale. 

The  tax  on  such  sales  creates  quite  a 
hardship  even  today,  for  the  people  who 
have  to  pay  the  capital  gains  tax,  be¬ 
cause  in  many  cases  the  people  who  are 
selling  the  properties  have  raised  large 
families  and  are  living  upon  their  sav¬ 
ings,  in  the  latter  part  of  their  lives,  or 
upon  social  security  benefits. 

As  I  shall  indicate  in  a  few  minutes, 
some  people  have  only  lately  come  to 
the  conclusion  that  this  happens  to  be 
a  good  proposal. 

S.  602  is  another  bill  I  introduced, 
which  I  propose  to  call  up  as  an  amend¬ 
ment.  When  the  bill  was  introduced  by 
me  in  the  Senate,  I  hoped  there  would 
be  complete  hearings.  We  had  some  in¬ 
dication  on  an  education  bill  that  there 
might  be  hearings  in  this  session.  Un¬ 
fortunately  that  seems  to  have  passed 
by.  The  hearings  were  not  held. 

I  am  not  complaining  about  that,  be¬ 
cause  I  know  that  much  important  leg¬ 
islation  has  been  considered  during  the 
session,  and  there  have  been  a  lot  of 
hearings. 

Many  people  today  worry  about  edu¬ 
cation  expense  and  activities  with  re¬ 
spect  to  sending  children  to  school  or  to 
college.  We  have  learned  of  many  cases 
of  individuals  who  have  provided  for 
themselves  while  going  to  college. 

Contrary  to  the  time  when  I  went  to 
school,  the  truth  is  that  today  many  col¬ 
lege  students  are  married.  In  some  cases 
they  are  attempting  to  provide  for  one 
another,  as  they  provide  funds  for  them¬ 
selves  to  go  through  college.  At  the 
same  time,  we  know  of  many  parents 
who  are  struggling  to  send  their  chil¬ 
dren  through  school. 

I  feel  it  would  be  only  fair  to  give  an 
allowance  to  those  people,  since  we  did 
not  pass  a  scholarship  aid  bill,  of  which 
I  fully  approve.  I  feel  that  we  should 
allow  an  additional  exemption  of  $600 
for  any  individual  who  is  a  full-time  stu¬ 
dent  in  school.  I  would  propose  that 
that  exemption  apply  to  the  student  him¬ 
self,  or  to  a  spouse,  or  to  a  taxpayer  who 


is  the  father  or  the  parent  of  a  student 
attending  school.  I  propose  that  there 
be  allowed  an  additional  exemption  of 
$600  while  the  student  is  a  full-time  stu¬ 
dent  in  a  college  or  university. 

Another  amendment  which  I  intend  to 
call  up  is  an  item  about  which  I  spoke 
when  I  had  occasion  to  be  with  my  de¬ 
lightful,  intelligent  and  wonderful  col¬ 
leagues  on  the  other  side  of  the  aisle, 
the  chairman  of  the  Republican  Central 
Campaign  Committee.  I  hope  that  I 
can  obtain  from  him  the  same  support 
on  the  measure  on  the  floor  of  the 
Senate.  At  that  time  I  indicated  that  I 
thought  the  broad  base  of  political  ex¬ 
penditure  should  be  borne  by  more  peo¬ 
ple.  We  ought  to  encourage  individuals 
of  all  sorts,  ranks,  and  income  to  par¬ 
ticipate  in  the  elections,  not  only  fi¬ 
nancially,  but  also  with  their  votes.  But 
in  order  to  help  them  participate 
financially,  I  have  submitted  my  pro¬ 
posal. 

We  find  many  such  people  feel  that 
they  have  the  burden  of  caring  for 
their  own  lives.  They  do  not  feel  that 
they  can  contribute  to  a  political  cam¬ 
paign.  We  have  long  recognized  that 
contributions  to  charitable  organizations 
and  many  items  of  that  sort  are  legiti¬ 
mate  deductions  for  income  tax  pur¬ 
poses.  I  talked  with  representatives  of 
the  Treasury  Department  about  this  sub¬ 
ject.  I  have  the  assurance  that  the 
Treasury  Department  is  not  opposed  to 
the  provision  and,  frankly,  looks  upon  it 
sympathetically.  They  would  welcome 
it  as  a  part  of  the  tax  bill. 

My  amendment  would  permit  any  in¬ 
dividual  who  made  a  political  contribu¬ 
tion  to  the  party  committee  of  his  choice 
or  to  an  individual  candidate  of  his 
choice  in  any  general  or  special  election 
to  deduct  up  to  50  percent  of  his  contri¬ 
bution,  with  a  tax  credit  up  to  an  amount 
not  exceeding  $10.  Those  filing  joint  re¬ 
turns  would  be  entitled  to  a  tax  credit 
up  to  $20. 

In  other  words,  an  individual  who 
might  contribute  $15  to  a  political  cam¬ 
paign  would  be  entitled  to  receive  $7.50 
as  a  tax  credit.  A  person  who  contrib¬ 
uted  $20  would  be  entitled  to  receive  a 
tax  credit  of  $10.  If  a  husband  and 
wife  wished  to  contribute  $40,  between 
them  they  could  deduct  $20. 

The  final  amendment  which  I  intend 
to  call  up  is  commonly  referred  to  as 
H.R.  10.  I  introduced  a  separate  bill 
under  the  title  of  S.  197.  Again  I  wish 
to  indicate  that  I  am  not  a  Johnny- 
come-lately  to  that  proposed  litigation. 
I  supported  it  in  the  Senate  Finance 
Committee.  At  the  time  I  introduced 
the  measure,  on  January  6,  1961,  it  was 
one  of  the  first  bills  introduced  in  the 
Congress.  At  the  same  time  I  intro¬ 
duced  the  bill,  the  gentleman  from  New 
York,  Representative  Eugene  Keogh,  in¬ 
troduced  a  bill  on  the  same  subject  on 
the  House  side.  In  fact,  they  were  com¬ 
panion  bills  introduced  on  the  same 
day. 

S.  197  is  a  bill  which  would  provide 
pensions  for  self-employed  people.  The 
bill  was  reported  to  the  Senate.  It  has 
been  passed  by  the  House.  The  bill  has 
been  passed  in  modified  form  by  the 
Senate  Finance  Committee  and  is  now 
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on  the  Senate  Calendar.  I  had  hoped 
that  the  leadership  would  find  it  within 
their  means  to  call  up  the  measure  for 
action  before  this.  It  has  not  been  done. 

The  estimated  cost  of  the  proposed 
program  is  about  $180  million. 

I  wish  the  Senate  to  know  that  if  we 
should  pass  the  tax  bill  with  all  the 
amendments  which  I  have  submitted, 
the  result  would  be  a  surplus  so  far  as 
the  Treasury  is  concerned.  So  I  do  not 
feel  that  anyone  could  ever  say  that  I 
am  in  favor  of  budget  “busting.”  I  be¬ 
lieve  in  a  balanced  budget.  That  is  ex¬ 
actly  what  the  bills  would  do.  Some 
have  come  forward  and  talked  about 
budget  “busting”  on  one  hand  while  they 
made  no  attempt  to  porvide  income  on 
the  other  hand.  I  was  very  interested 
that  one  of  our  late  converts  was  the 
distinguished  minority  leader,  the  Sen¬ 
ator  from  Illinois  [Mr.  DirksenL  He 
indicated  a  few  days  ago  that  he  had 
six  amendments  that  he  intended  to  of¬ 
fer.  The  last  program  which  I  talked 
about  was  the  so-called  H.R.  10  or  my 
bill  S.  197.  I  do  not  know  why  the 
Senator  suddenly  has  become  so  inter¬ 
ested  in  that  program.  I  did  not  notice 
that  he  urged  passage  of  the  bill  or  its 
being  called  up  for  consideration.  He 
was  within  his  right  not  to  do  so.  He 
certainly  has  a  right  to  take  up  meas¬ 
ures  if  and  when  he  pleases,  or,  at  his 
pleasure,  not  to  do  so  at  all. 

Another  one  of  the  items  upon  which 
I  hope  I  can  have  the  support  of  the 
Senator  from  Illinois  is  the  matter  of 
political  contributions,  inasmuch  as  the 
designated  leader  of  his  campaign  com¬ 
mittee  this  year  is  the  distinguished 
Senator  from  Arizona  [Mr.  Goldwater], 
who  has  indicated  publicly  that  he 
thought  it  was  a  fine  plan  and  he  would 
be  interested  in  joining  with  us. 

The  other  item  to  which  the  minority 
leader  seems  to  have  been  lately  con¬ 
verted — at  least,  I  share  with  him  the 
feeling  that  it  is  a  good  bill  and  I  wel¬ 
come  him  to  join  me  in  support  of  the 
measure — is  the  bill  (S.  3249),  which 
would  eliminate  the  capital  gains  tax  on 
the  sale  of  a  residence  by  the  elderly. 
A  big  difference  is  that  the  Senator  sug¬ 
gested  a  change  in  his  amendment.  He 
would  change  the  age  from  62  to  60.  I 
would  not  be  inclined  to  quibble  about 
that.  We  might  split  the  difference  at 
61,  if  the  Senator  so  desired.  If  he  feels 
that  60  years  is  a  proper  age  and  has 
become  convinced  of  the  propriety  of 
such  action,  it  would  be  wonderful.  I 
do  not  question  his  sincerity  in  any  re¬ 
gard  whatsoever,  in  view  of  his  late  con¬ 
version  of  those  programs.  I  know  it  is 
an  election  year.  But  I  feel  that  it  is 
sometimes  interesting  to  compare  what 
happens  in  election  years  and  what  hap¬ 
pens  in  other  years. 

I  call  attention  to  the  proposal  to  in¬ 
crease  the  earnings  limitation  to  $1,800, 
which  is  the  subject  of  an  amendment 
which  I  submitted  back  on  June  29,  1960, 
which  I  followed  through  in  the  last  ses¬ 
sion  in  the  Finance  Committee,  and 
which  I  indicated  has  been  considered 
in  both  the  Finance  Committee  and  on 
the  floor  of  the  Senate. 

On  June  26,  1961,  when  the  same  sub¬ 
stantive  question  was  before  the  Senate, 
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I  asked  for  a  yea-and-nay  vote  on  the 
amendment  which  I  had  submitted,  and 
it  is  recorded  on  page  10515  of  the  Rec¬ 
ord  of  June  26.  I  notice  that  in  the  yea- 
and-nay  vote  No.  83  the  distinguished 
minority  leader  found  himself  not  in  a 
position  to  support  that  principle. 

I  am  looking  forward  with  great  in¬ 
terest  and  hope  to  an  explanation  of 
the  change  of  heart.  I  hope  that  the 
Senator  will  be  able  to  convince  the 
many  Republicans  who  joined  him  at 
that  time,  and  that  he  will  be  able  to 
exert  his  influence  to  have  them  join 
with  those  of  us  on  the  Democratic  side 
who  voted  to  help  people  who  make  their 
earnings  from  wages  or  salaries. 

I  wanted  to  point  that  matter  out  to 
the  Senate  so  that  we  may  avoid  being 
caught  in  the  hurry  and  scurry  of  all  the 
motions  that  come  during  debate,  and 
may  be  able  to  devote  our  time  to  the 
substantive  issues  of  the  amendments, 
and  obtain  a  result  which  will  be  bene¬ 
ficial  to  the  people  in  our  country  who 
need  to  be  considered. 

I  think  it  is  very  important  for  us  to 
remember  that  all  people,  whether  they 
make  their  living  from  wages,  salaries, 
or,  if  they  are  more  fortunate, .  from 
stocks  and  bonds,  should  be  treated  alike. 

I  think  it  is  important  for  us  to  be 
consistent  in  our  concern  for  those  who 
are  drawing  social  security  benefits  in 
the  so-called  golden  years  of  their  lives, 
and  to  be  concerned  about  individuals 
who  are  attempting  to  better  their  edu¬ 
cation  and  those  who  are  interested  in 
attempting  to  make  a  real  contribution 
to  the  worthwhile  political  life  and  fu¬ 
ture  of  America.  I  am  looking  forward 
to  what  tomorrow  may  bring.  I  thank 
the  Senate. 

Mr.  MILLER.  Mr.  President,  I  wish 
to  say  a  few  words  in  support  of  the 
amendment  offered  by  the  distinguished 
Senator  from  Minnesota  [Mr.  Mc¬ 
Carthy],  which  I  intend  to  support.  I 
make  this  statement  with  the  realiza¬ 
tion  that  there  may  be  a  few  difficulties 
which  I  will  have  with  the  amendment, 
and  which  I  hope  may  be  clarified  dur¬ 
ing  the  course  of  discussion  with  the 
Senator  from  Minnesota.  Nevertheless, 
the  adoption  of  the  amendment  would 
go  a  long  way  toward  relieving  most  of 
the  difficulties  I  have  with  the  bill  with 
respect  to  its  proposed  taxation  of  for¬ 
eign  income. 

Then  Senate  bill  contains  significant 
changes  in  the  foreign  income  provisions 
of  the  bill  as  passed  by  the  House.  These 
changes  are  helpful  in  limiting  the  scope 
of  the  bill  and  in  eliminating  or  amelio¬ 
rating  some  of  the  technical  and  ad¬ 
ministrative  problems  and  some  of  its 
unduly  harsh  effects.  I  recognize  that 
much  commendable  work  has  gone  into 
these  revisions  in  a  conscientious  effort 
to  improve  the  bill.  I  therefore  regret 
that  I  am  compelled  to  express  the  view 
that,  even  as  revised,  the  bill  does  not 
effectively  distinguish  between  such 
tax  avoidance  devices  and  legitimate 
business  operations  conducted  outside 
the  United  States  and,  further,  that  the 
foreign  income  provisions  are  unwork¬ 
able,  are  unduly  penal  in  their  impact 
on  the  foreign  business  of  U.S.  persons, 
and  would  have  many  consequences  that 


are  clearly  adverse  to  the  interests  of  the 
United  States. 

As  in  the  case  of  the  House  bill,  merely 
reading  the  new  draft  will  suffice  to 
demonstrate  its  utter  complexity.  Even 
the  most  sophisticated  become  lost  in  the 
forest  of  its  technicalities:  its  phraseol¬ 
ogy  is  vague  at  critical  points;  precedents 
for  its  constructon  and  application  are 
lacking  because  of  the  novelty  of  its  con¬ 
cepts:  and  it  seeks  to  resolve  vital  and 
and  difficult  problems  by  the  expedient 
of  delegating  authority  to  issue  regula¬ 
tions.  Moreover,  it  still  requires  that 
U.S.  shareholders  obtain  from  abroad 
detailed  historical  and  current  informa¬ 
tion  which  must  be  prepared  according 
to  American  accounting  and  tax  concepts 
unknown  to  foreign  accountants.  I 
seriously  question  whether  a  law  of  such 
complexity  could  be  applied  and  ad¬ 
ministered  in  an  effective  and  reason¬ 
ably  evenhanded  way. 

The  provisions  are  still  unduly  harsh 
in  many  respects  in  imposing  burdens 
of  taxation  and  compliance  much  more 
extensive  than  in  the  case  of  domestic 
operations,  particularly  as  they  affect 
individual  shareholders  of  foreign  cor¬ 
porations.  Although  section  15,  dealing 
with  gain  on  sale  of  stock  or  liquidation 
of  controlled  foreign  corporations,  would 
limit  the  taxes  payable  by  individual 
shareholders  on  the  gain,  no  limitation 
of  any  kind  has  been  placed  upon  cur¬ 
rent  taxation  of  income  to  individual 
shareholders  under  section  12.  Further, 
no  provision  has  yet  been  made  to  permit 
adjustment  of  or  exemption  for  legiti¬ 
mate  business  arrangements  established 
in  reliance  upon  existing  law,  particular¬ 
ly  with  respect  to  present  contractual 
commitments  or  indebtedness  abroad 
which  could  not  be  met  if  heavy  new 
taxes  are  to  be  imposed. 

The  provisions  as  amended  still  have 
numerous  consequences  that  seem  clearly 
undesirable.  They  impose  upon  U.S. 
persons  doing  business  abroad  burdens 
which  their  vigorous  foreign  competi¬ 
tors  do  not  bear.  This  is  especially  true 
because  the  bill,  like  the  House  bill, 
taxes  profits  from  certain  foreign  trans¬ 
actions  considered  to  lead  to  possible 
reduction  in  foreign  income  taxes, 
though  the  transactions  do  not  them¬ 
selves  involve  U.S.  taxes  or  taxpayers. 
Under  present  economic  conditions,  it 
seems  unwise  indeed  to  shackle  American 
business  with  a  complex  scheme  of  new 
taxes  which  cannot  be  imposed  by  Con¬ 
gress  upon  our  foreign  competitors  and 
which  in  effect  protects  not  the  U.S.  tax 
system  but  the  tax  systems  of  the  coun¬ 
tries  of  our  competitors. 

WORKABILITY  OF  THE  BILL 

I  do  not  believe  that  the  provisions  of 
the  bill  are  workable,  even  though  they 
represent  an  appreciable  improvement 
over  the  bill  as  passed  by  the  House.  The 
basic  approach  of  bill  section  12  seems 
inherently  so  complex  that  amendments 
which  leave  intact  its  funadmentals  will 
not  suffice. 

Foreign  business  operations  are  neces¬ 
sarily  complicated  because  of  the  wide 
variations  in  foreign  statutes  and  admin¬ 
istrative  controls:  in  foreign  methods  of 
business  organization,  marketing,  finan¬ 
cing,  and  accounting;  and  in  treaties 


among  foreign  countries  and  with  the 
United  States.  Consequently,  any  ap¬ 
proach  to  the  problem  of  imposing  taxes 
currently  upon  the  income  of  foreign 
corporations  from  active  foreign  busi-. 
nesses  necessarily  presents  many  compli¬ 
cations.  Yet,  in  lieu  of  a  clear  and  sim¬ 
ple  policy  that  might  be  superimposed 
upon  this  involved  business  and  legal 
background,  the  bill  adopts  a  multiplic¬ 
ity  of  difficult  new  tax  concepts  and 
techniques. 

The  bill,  in  effect,  disregards  the  sepa¬ 
rate  entity  of  foreign  corporations  for 
certain  purposes.  In  taxing  share¬ 
holders  of  foreign  corporations  on  un¬ 
distributed  income  of  active  businesses, 
the  bill  adopts  techniques  that  present  a 
variety  of  difficult  problems  for  which 
there  is  no  meaningful  precedent. 
These  techniques  include — 

First.  Taxing  U.S.  shareholders  of  a 
foreign  corporation  as  if  they  had  re¬ 
ceived  distributions  of  certain  items  of 
its  gross  income — reduced  by  allocable 
deductions — that  are  not  in  excess  of 
earnings,  without  regard  to  whether  or 
when  the  corporation  pays  dividends. 

Second.  “Hopscotching,”  which  in  the 
case  of  a  chain  of  foreign  entities  in¬ 
volves  taxing  U.S.  shareholders  of  the 
parent  foreign  corporation  as  if  they 
were  owners  of  shares  in  each  of  the 
corporations  further  removed  in  the 
chain. 

Third.  Exempting  from  tax  such 
shareholders — or  certain  identified  suc¬ 
cessors — with  respect  to  subsequent  dis¬ 
tributions  of  earnings  previously  taxed 
under  the  above  concepts. 

In  addition  to  the  difficulties  inherent 
in  computing  the  amount  of  income  or 
earnings  of  a  corporation  that  is  not 
itself  a  U.S.  taxpayer,  the  problems  nec¬ 
essarily  raised  by  the  techniques  used  in 
the  bill  include,  among  others:  deter¬ 
mining  stockholders’  shares  of  undis¬ 
tributed  income  where  there  are  differ¬ 
ent  classes  of  stocks  with  different  divi¬ 
dend  rates  and  preferences — a  problem 
which,  I  might  add,  I  find  present  in  the 
pending  amendment — resolving  incon¬ 
sistent  determinations  made  by  revenue 
agents  or  courts  with  respect  to  the  same 
corporation  in  cases  involving  different 
shareholders:  allowing  for  offsetting 
losses  of  the  same  or  affiliated  foreign 
corporations;  limiting  the  impact  of  the 
tax  burden  on  shareholders  who  are 
individuals;  and  adjusting  the  treatment 
of  subsequent  distributions  to  account 
for  previously  taxed  undistributed  in¬ 
come.  The  adjustments  for  previously 
taxed  undistributed  income  include  a 
variety  of  difficulties  incident  to  “hop- 
scotching,”  changes  in  stock  ownership, 
and  the  computation  of  foreign  tax 
credits.  The  foreign  tax  credit  problems 
are  further  complicated  by  the  payment 
of  foreign  taxes  withheld  at  the  source 
when  there  is  an  actual  distribution  of 
earnings  that  had  previously  been  taxed 
to  U.S.  shareholders. 

The  bill  multiplies  the  problem  of  tax¬ 
ing  undistributed  income  by  its  depend¬ 
ence  upon  many  new  and  involved  classi¬ 
fications  of  gross  income,  and  separate 
allocations  to  each  such  class  of  ex¬ 
penses,  losses  of  the  same  or  affiliated 
foreign  corporations,  other  deductions. 
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and  foreign  income  taxes.  With  respect 
to  all  of  these  calculations,  each  U.S. 
shareholder  having  a  10-percent  stock 
interest  would  be  entitled  to  be  heard 
separately. 

In  addition  to  the  complications  neces¬ 
sarily  resulting  from  the  involved  con¬ 
cepts  and  techniques  of  the  bill,  the 
difficulties  in  understanding  and  apply¬ 
ing  the  bill  are  increased  by  the  fact 
that  most  of  the  many  terms  used  would 
be  entirely  new  to  the  tax  law  and  are  to 
a  very  large  extent  vague. 

Some  idea  of  the  complexity  of  the 
provisions  of  the  bill  can  be  obtained  by 
simply  noting  the  number  and  nature  of 
the  entirely  new  terms  that  would  be 
added  to  the  Internal  Revenue  Code  by 
bill  section  12  alone,  even  after  the  sig¬ 
nificant  improvements  of  the  committee 
amendments. 

In  addition,  there  are  numerous  defi¬ 
nitions  and  formulas  in  bill  section  12 
that  are  related  to  the  new  terms.  Many 
of  these  involve  imprecise  words  such  as 
“substantial  part,”  “the  effect  of  sub¬ 
stantial  reduction,”  “substantially  sim¬ 
ilar  to,”  and  “similar  property  right.” 
It  requires  no  oracle  to  predict  that  if 
enacted  a  principal  effect  of  the  bill 
would  be  costly  administrative  contro¬ 
versy  and  litigation  for  years  to  come. 

Indeed,  I  suggest  that  if  these  foreign 
income  provisions  of  the  bill  become  law, 
the  first  qualification  for  any  new  ap¬ 
plicant  for  a  position  as  an  Internal 
Revenue  agent  with  the  Treasury  De¬ 
partment  will  be  that  he  be  a  genius. 

Many  major  questions  as  to  doubt¬ 
ful  technical  soundness,  inequitable  ap¬ 
plication,  and  administrative  unwork¬ 
ability  lie  below  the  surface  of  the  bill. 
As  suggested  by  the  foregoing  discus¬ 
sion,  the  bill  involves  an  extraordinary 
number  of  difficult  problems  of  inter¬ 
pretation.  In  addition  to  the  general 
authority  that  the  Treasury  has  to  issue 
interpretive  regulations,  section  12  alone 
contains  16  express  grants  of  author¬ 
ity  to  the  Secretary  or  his  delegate  to 
develop  the  substantive  rules  by  regula¬ 
tions.  Yet  even  this  extensive  delega¬ 
tion  of  rulemaking  power  leaves  impor¬ 
tant  substantive  problems  that  are  not 
covered  by  either  statutory  rules  or  ex¬ 
press  delegation  of  administrative 
authority. 

Such  broad  delegation  by  Congress  of 
the  power  to  develop  substantive  rules  of 
taxation  raises  serious  difficulties  quite 
apart  from  the  general  question  of  legis¬ 
lative  policy.  Where  legislative  drafts¬ 
men  have  been  unable  to  produce  guid¬ 
ing  principles  that  are  clear,  technically 
satisfactory,  and  administratively  work¬ 
able,  it  should  not  be  assumed  that  even 
the  ablest  draftsmen  of  regulations  can 
solve  the  myriad  of  problems  in  presently 
unexplored  areas. 

An  important  question  also  arises  as 
to  when  taxpayers  will  be  given  some 
idea  of  the  nature  of  the  law  that,  be¬ 
ginning  in  1963,  would  govern  their  op¬ 
erations.  In  a  number  of  important 
areas  final  regulations  have  not  yet  been 
issued  with  respect  to  the  Internal  Reve¬ 
nue  Code  adopted  by  Congress  nearly 
8  years  ago.  A  statute  with  material 
gaps  in  its  terms  that  is  to  be  filled  in 
by  administrative  action  after  its  ef¬ 


fective  date  may  be  just  as  inequitably 
retroactive  as  if  the  introduction  and 
enactment  of  the  bill  itself  had  occurred 
on  the  date  of  such  administrative  ac¬ 
tion.  And,  of  course,  no  matter  how 
relevant  to  a  meaningful  discussion  of 
the  bill,  it  is  impossible  to  discuss  here 
the  propriety  and  effect  of  these  pres¬ 
ently  nonexistent  regulations. 

Among  the  broadest  delegation  provi¬ 
sions  of  the  bill  the  provision  for  the 
determination  of  earnings  and  profits, 
which  controls  the  amount  of  income 
subject  to  tax,  “according  to  rules  sub¬ 
stantially  similar  to  those  applicable  to 
domestic  corporations,  under  regulations 
prescribed  by  the  Secretary  or  his 
delegate.” 

This  also  is  one  of  the  difficulties  I 
have  with  the  pending  amendment ;  but, 
as  I  have  stated,  the  pending  amend¬ 
ment  goes  a  long  way  toward  relieving 
most  of  the  problems  which  are  inherent 
in  the  present  section  12. 

These  rules  would  have  to  correlate 
subpart  P  with  most  of  the  other  pro¬ 
visions  of  the  Internal  Revenue  Code  in 
the  context  of  the  special  techniques  for 
taxing  to  various  shareholders  foreign 
adjusted  gross  income  whether  or  not 
distributed.  This  correlation  involves 
many  difficult  problems,  including  ques¬ 
tions  of  inconsistent  positions  of  share¬ 
holders,  determining  the  persons  who 
have  the  power  to  make  (and  the  timing 
and  procedures  for  making)  essential 
tax  elections,  and  further  related  ques¬ 
tions  that  arise  upon  transfers  of  stock 
to  or  from  either  a  foreign  shareholder 
or  another  U.S.  shareholder. 

The  committee  amendments  leave 
many  important  technical  problems  un¬ 
solved,  and  in  a  number  of  instances 
create  new  technical  difficulties. 

As  an  illustration  of  the  difficulties  in 
resolving  the  complications  of  the  bill,  it 
may  be  noted  that  the  following  prob¬ 
lems  relating  to  bill  sections  12  and  15, 
have  either  not  been  dealt  with  at  all 
in  the  bill,  or  have  not  adequately  been 
resolved : 

Determination  of  shareholders  and  at¬ 
tribution  of  ownership. 

Determination  of  subpart  P  income. 

Determination  of  earnings  and  profits. 

Determination  of  amount  of  invest¬ 
ment  in  property. 

Necessity  of  maintaining  separate  ac¬ 
counts  for  different  shares  and  share¬ 
holders. 

Lack  of  adequate  consolidation  of  in¬ 
come  and  loss  among  corporations  and 
years. 

Inappropriate  treatment  of  intercom¬ 
pany  transactions. 

Taxation  of  deemed  distribution  as 
ordinary  income  but  deduction  of  losses 
only  on  disposition  and  then  as  capital 
losses. 

Inadequate  correlation  of  section  12 
with  foreign  personal  holding  company 
provisions  and  possibility  of  double  tax. 

Discriminatory  treatment  of  non-cor¬ 
porate  shareholder. 

Disallowance  of  foreign  tax  credit  to 
non-corporate  shareholder. 

Relief  from  tax  of  income  subject  to 
prior  debt  or  other  commitments. 

Lack  of  provisions  permitting  tax-free 
readjustment  of  corporate  structures. 
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Determination  of  “pro  rata  share.” 

Failure  to  reduce  income  for  distribu¬ 
tions  to  non-United  States  shareholders. 

Double  taxation  of  income  under  bill 
sections  12  and  15. 

Difficulty  of  allocating  expenses  to 
items  of  income. 

Inappropriate  effect  of  liabilities  and 
methods  of  financing  upon  determination 
of  investment  in  property. 

Taxation  of  income  “owned”  by  other 
persons. 

Use  of  attribution  rules  to  tax  income 
but  not  to  secure  foreign  tax  credit. 

Application  of  bill  to  corporations  not 
controlled  after  December  31,  1962. 

Creation  of  unwarranted  presumption 
re  earnings  and  profits. 

Mr.  President,  the  bill  would  impose 
taxes  on  U.S.  shareholders  whose  for¬ 
eign  corporations  engage  in  transactions 
that  reduce  foreign  taxes,  even  though 
those  transactions  do  not  evade  or  avoid 
U.S.  taxes  or  themselves  have  any  con¬ 
ceivable  adverse  effect  on  the  revenues 
of  the  United  States.  Indeed,  any  re¬ 
duction  in  foreign  taxes  increases  funds 
available  for  distributions  subject  to 
U.S.  tax  and  decreases  offsetting  foreign 
tax  credits  on  such  distributions.  Tax¬ 
ing  income  which  has  not  actually  been 
received  and  taxing  it  though  it  may 
never  actually  be  received  is  a  severe 
penalty. 

This  is  another  problem  which  exists 
in  the  pending  amendment;  but,  as  I 
have  previously  stated,  it  is  only  one  of 
a  few  problems  compared  with  the  my¬ 
riad  of  problems  which  exists  in  the 
present  bill. 

Congress  must  provide  adequate  rules 
or  administrative  authority  to  protect 
the  U.S.  revenues  from  sham  devices 
that  reduce  taxes  on  income  from  U.S. 
sources.  However,  the  bill  would  tax 
a  person  who  owns  an  interest  in  a  cor¬ 
poration  which  engages  in  a  transaction 
designed  to  minimize  taxes  payable  to 
a  foreign  nation  in  a  manner  permitted 
by  the  laws  of  that  nation  and  cus¬ 
tomarily  employed  by  its  citizens  -  and 
corporations.  Thus  it  would  “protect” 
the  revenue  of  foreign  nations  beyond 
their  own  desires.  These  nations  are 
sovereign  and  it  is  fair  to  assume  that 
they  and  not  we  are  best  equipped  to 
determine  in  what  way  and  to  what  ex¬ 
tent  their  revenues  should  be  protected. 
The  United  States  may  cooperate  with 
them  in  the  revision  of  their  laws  and 
administration,  or  may  negotiate  with 
them  treaties  which  would  bring  their 
citizens  and  ours  under  comparable 
rules.  But  I  believe  that  the  effect  of 
the  bill  in  penalizing  our  own  citizens 
and  corporations  for  transactions  which 
reduce  foreign  taxes  in  a  manner  per¬ 
mitted  by  foreign  laws  and  administra¬ 
tion  is  wrong  in  principle.  Its  effect 
would  be  to  impose  substantial  disad¬ 
vantages  on  the  foreign  enterprises  of 
U.S.  citizens  and  corporations. 

I  cite  an  example:  A  is  a  Belgian  cor¬ 
poration  owned  75  percent  by  U.S.  share¬ 
holders  and  25  percent  by  Belgian  na¬ 
tionals.  B  is  a  Belgian  corporation 
owned  100  percent  by  Belgian  nationals. 
The  two  companies  are  in  competition 
manufacturing  agricultural  chemicals  in 
Belgium  for  use  in  the  Middle  East.  A 
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and  B  each  sells  its  products  to  its  Swiss 
subsidiary  at  cost  plus  5  percent.  The 
Swiss  subsidiaries  resell  the  chemicals 
and  invest  their  profits  (after  relatively 
low  Swiss  taxes)  in  needed  expansion  of 
inventories  and  in  providing  financing 
for  customers. 

Under  the  bill,  the  Swiss  selling  sub¬ 
sidiary  of  A  is  a  “controlled  foreign  cor¬ 
poration.”  Its  profits  are  “foreign  base 
company  income”  and  the  U.S.  share¬ 
holders  of  A  would  be  taxed  on  75  per¬ 
cent  of  these  profits  as  dividend  income. 
The  shareholders  of  B  would  not  be  sub¬ 
ject  to  similar  tax. 

The  net  effect  would  be  that  the  for¬ 
eign  enterprise  owned  by  Americans 
must  operate  under  a  tax  system  which 
is  much  more  burdensome  than  that  un¬ 
der  which  its  foreign-owned  competitor 
operates.  A  substantial  part  of  the  earn¬ 
ings  of  the  American-owned  business 
could  not  be  used  for  the  requirements 
of  the  business  but  would  have  to  be  dis¬ 
tributed  for  payment  of  the  sharehold¬ 
ers’  taxes. 

I  do  not  believe  that  the  penalty  for 
reducing  foreign  taxes  can  be  justified 
on  the  ground  that  U.S.  business  ac¬ 
tivities  will  be  promoted  by  discourag¬ 
ing  foreign  enterprises.  Experience  of 
businessmen  who  are  planning  foreign 
operations  indicates  that  they  seldom 
really  have  a  choice  between  establishing 
a  business  outside  the  United  States,  on 
the  one  hand,  and,  on  the  other  hand, 
establishing  the  same  business  within  the 
United  States,  or  expanding  an  existing 
business  so  that  it  can  export  abroad. 
Experience  indicates  that  American 
business  generally  establishes  enterprises 
abroad  only  when  the  practical  alterna¬ 
tive  is  to  let  a  foreign  market  be  exploited 
by  foreigners. 

The  avoidance  of  U.S.  taxes  through 
foreign  corporations  can  and  should  be 
dealt  with.  However,  the  bill  should  not 
impose  a  U.S.  tax  based  on  foreign  tax 
results.  I  believe  therefore  that  the  in¬ 
come  of  a  foreign  corporation  should  not 
be  subjected  to  the  rules  of  subpart  P 
except  to  the  extent  that  (a)  the  corpo¬ 
ration  is  used  to  reduce  taxable  income 
from  U.S.  sources  by  transactions  involv¬ 
ing  an  affiliated  U.S.  person  which  enable 
that  person  to  understate  the  gross  in¬ 
come  it  earns  or  to  claim  deductions  to 
which  it  would  not  otherwise  be  entitled ; 
or  (b)  the  foreign  corporation  accumu¬ 
lates  funds  beyond  the  reasonable  pres¬ 
ent  and  anticipated  needs  of  its  business 
in  order  to  avoid  the  U.S.  tax  which 
would  be  imposed  on  its  shareholders 
were  its  profits  distributed. 

I  may  point  out  that  this  is  exactly 
what  the  pending  amendment  of  the 
junior  Senator  from  Minnesota  would 
do.  That  is  why  it  conforms  substan¬ 
tially  to  my  position  in  regard  to  this 
matter. 

Surely  there  can  be  no  need  or  justifi¬ 
cation  for  putting  foreign  enterprises 
owned  by  U.S.  shareholders  at  a  com¬ 
petitive  disadvantage  merely  because 
they  are  conducted  so  as  to  reduce  their 
foreign  tax  burdens. 

INEQUITABLE  TREATMENT  OF  NONCORPORATE 

SHAREHOLDERS  UNDER  BILL  SECTION  12 

Section  12  of  the  bill  taxes  income 
earned  by  a  controlled  foreign  corpora¬ 


tion  to  an  individual  or  to  an  estate  or 
trust  at  individual  income  tax  rates 
ranging  up  to  91  percent.  No  credit  for 
foreign  taxes  paid  by  the  corporation  is 
available  to  him. 

This  treatment  would  impose  severe 
hardships  and  would  certainly  not  be 
equal  to  the  tax  treatment  afforded 
U.S.  stockholders  of  domestic  corpora¬ 
tions.  If  the  business  which  produced 
the  income  were  conducted  by  a  foreign 
branch  of  a  U.S.  corporation  owned  by 
the  individual,  the  income  would  be 
taxed  only  at  the  corporate  rate,  less 
foreign  tax  credits,  unless  it  were  actu¬ 
ally  distributed.  The  income  remaining 
after  corporate  taxes  could  be  plowed 
back  into  the  business  of  a  U.S.  corpora¬ 
tion,  and  no  individual  income  tax  would 
be  payable  until  his  stock  would  be  sold 
or  the  company  liquidated.  Even  then 
the  tax  would  be  at  capital  gains  rates. 

If  undistributed  income  of  a  foreign 
corporation  is  to  be  taxed  to  a  U.S.  share¬ 
holder,  I  believe  that  it  should  not  in  any 
event  be  taxed  more  severely  than  un¬ 
distributed  income  of  a  domestic  corpo¬ 
ration.  The  amendments  to  section  15 
of  the  bill,  which  relates  to  gain  on  the 
sale  or  exchange  of  a  foreign  corpora¬ 
tion’s  stock,  proposed  by  the  Treasury 
recognize  the  need  for  more  equitable 
treatment  in  this  respect  when  an  indi¬ 
vidual  disposes  of  his  stock,  but  no  relief 
whatever  for  shareholders  who  are  indi¬ 
viduals  has  been  provided  under  bill  sec¬ 
tion  12. 

The  inequitable  position  in  which  an 
individual  shareholder  of  a  controlled 
foreign  corporation  is  put  under  the  bill 
is  made  even  more  troublesome  as  a  re¬ 
sult  of  the  lack  of  correlation  between 
section  12  and  the  foreign  personal  hold¬ 
ing  company  provisions.  The  bill  retains 
unchanged  the  proposed  amendment  of 
section  551(b)  of  the  code,  which  amend¬ 
ment  is  designed  to  prevent  taxation  of 
individual  shareholders  on  the  same  in¬ 
come  under  both  the  foreign  personal 
holding  company  provisions  and  section 
12.  This  is  especially  disturbing  in  view 
of  the  greatly  enlarged  scope  of  the  for¬ 
eign  personal  holding  company  provi¬ 
sions  under  the  bill.  Moreover,  in  view 
of  the  differences  in  calculations  of  in¬ 
come  taxed  under  foreign  personal  hold¬ 
ing  company  provisions  and  under  those 
of  section  12,  individual  stockholders 
would  be  subjected  to  the  administrative 
burdens  of  making  calculations  under 
both  provisions  and  would  be  liable  for 
income  tax  under  those  provisions  that 
impose  the  higher  tax. 

THE  CONCEPT  OF  “U.S.  PROPERTY” 

The  bill  includes  in  section  956  a  defi¬ 
nition  of  “U.S.  property,”  the  acquisition 
of  which  results  in  the  imposition  of  a 
tax  on  shareholders  under  subpart  F. 
Presumably,  section  956  reflects  a  view 
that  a  purchase  of  “U.S.  property”  by  a 
controlled  foreign  corporation  should  be 
treated  as  the  equivalent  of  an  actual 
distribution  of  earnings  or  that  the  pur¬ 
chase  evidences  an  improper  accumu¬ 
lation. 

These  provisions  do  not  appear  well 
directed  toward  the  problems  of  either 
“constructive”  dividends  or  improper  ac¬ 
cumulations.  The  exceptions  to  the 


definition  of  “U.S.  property”  should  in 
any  event  be  expanded  to  include  any 
property  reasonably  necessary  to  the 
trade  or  business  of  the  corporation  ac¬ 
quiring  it.  For  example,  it  would  cer¬ 
tainly  seem  preferable  for  a  foreign 
corporation  making  temporary  invest¬ 
ments  of  working  capital  to  be  permitted 
to  purchase  U.S.  Treasury  bills — as  the 
pending  amendment  of  the  distinguished 
Senator  from  Minnesota  provides — rath¬ 
er  than  encouraged  to  purchase  foreign 
short-term  obligations.  Similarly,  if  a 
foreign  corporation  is  employed  to  accu¬ 
mulate  funds  unnecessarily  and  avoid 
U.S.  income  tax  on  U.S.  shareholders,  the 
effect  of  section  956  is  to  encourage  the 
corporation  to  purchase  foreign  invest¬ 
ment  securities  rather  than  U.S.  invest¬ 
ment  securities.  In  such  cases,  section 
956  does  not  strike  at  the  accumulation; 
it  simply  encourages  the  retention  of 
funds  offshore  with  presumably  adverse 
effects  on  our  balance  of  payments. 

CONCLUSION 

In  conclusion,  it  is  my  view  that  the 
only  important  U.S.  tax  problems  aris¬ 
ing  from  the  use  of  American-owned  for¬ 
eign  corporations  involve  (a)  allocations 
of  income  and  deductions  in  transactions 
with  affiliated  persons  subject  to  U.S. 
taxes,  and  (b)  unwarranted  accumula¬ 
tions  of  earnings  to  avoid  U.S.  taxes  on 
distributions  to  shareholders. 

The  provisions  of  the  bill  are  not  well 
designed  to  identify  and  deal  with  these 
or  any  other  U.S.  tax  problems.  More¬ 
over,  the  burden  that  would  be  imposed 
by  the  bill  on  our  foreign  business  would 
be  substantial.  The  concepts  and  tech¬ 
niques  of  the  bill  are  so  highly  complex 
that  I  doubt  that  reasonable  technical 
solutions  for  its  defects  can  be  devised. 
In  any  event,  I  am  convinced  that  the 
bill  could  not  be  equitably  and  uniformly 
administered,  because  it  would  be  impos¬ 
sible  for  most  revenue  agents  and  tax¬ 
payers  to  understand  and  apply  its  pro¬ 
visions. 

I  therefore  regretfully  conclude  that 
the  foreign  income  provisions  of  the  bill, 
even  as  revised  by  the  Treasury  draft, 
would  have  a  seriously  adverse  effect  on 
foreign  operations  of  American  business. 

I  therefore  regretfully  conclude  that 
the  foreign  income  provisions  of  the  bill, 
and  particularly  those  contained  in  sec¬ 
tion  12,  would  have  a  seriously  adverse 
effect  on  foreign  operations  of  American 
business. 

Mr.  President,  I  have  a  fairly  long 
discussion  of  some  of  the  technical  prob¬ 
lems  that  exist  in  various  subsections  of 
section  12.  In  the  event  that  the  pend¬ 
ing  amendment  is  adopted,  of  course, 
these  technical  problems  will  disappear. 
In  the  event  the  pending  amendment  is 
not  adopted,  we  will  have  with  us  all  of 
these  technical  problems,  and  at  that 
time  I  would  find  it  necessary  to  discuss 
them.  In  the  interest  of  brevity,  I  ask 
unanimous  consent  that  -this  discussion 
be  included  as  a  part  of  my  remarks  at 
the  conclusion  of  my  statement. 

The  PRESIDING  OFFICER.  With¬ 
out  objection,  it  is  so  ordered. 

(See  exhibit  1.) 

Mr.  MILLER.  Mr.  President,  finally, 
it  would  be  my  preference  that  the  taxa- 


CONGRESSIONAL  RECORD  —  SENATE  August  30 


17150 

tion  of  foreign  income  provisions  of  the 
bill  be  completely  deleted  and  that  this 
entire  matter  be  given  special  and  long¬ 
time  consideration  by  the  respective 
taxing  committees  of  the  Congress  next 
year;  that  it  be  considered  as  one  separ¬ 
ate  problem,  rather  than  as  one  of  many 
problems  that  are  contained  in  the  om¬ 
nibus  tax  bill.  But,  failing  that,  as  I 
have  said,  the  next  best  thing  we  can 
do  is  to  adopt  the  pending  amendment, 
and  at  least  minimize  the  number  of 
problems  that  would  be  created  by  the 
pending  bill. 

Exhibit  1 

Technical  Discussion  op  Section  12  (Con¬ 
trolled  Foreign  Corporations) 

AMOUNTS  INCLUDED  IN  GROSS  INCOME  OF  U.S. 

SHAREHOLDERS  (SEC.  951) 

Section  951(a)  (1)  :  This  section  sets  forth 
the  amounts  to  be  included  in  the  gross  in¬ 
come  of  persons  who  are  “U.S.  shareholders” 
(i.e.  10-percent  shareholders)  of  a  controlled 
foreign  corporation. 

The  bill  does  not  do  anything  toward  de¬ 
fining  what  is  the  pro  rata  share  of  a  U.S. 
shareholder  who  holds  noncumulative  pre¬ 
ferred  stock  of  a  controlled  foreign  corpora¬ 
tion  or  who  holds  the  common  stock  of  a 
controlled  foreign  corporation  which  is  sub¬ 
ordinate  to  an  issue  of  cumulative  preferred 
stock  upon  which  no  dividend  is  declared 
during  the  year  in  question  or  which  is  in 
arrears. 

If  A  sells  stock  of  a  controlled  foreign  cor¬ 
poration  to  B,  earnings  and  profits  of  the 
year  of  sale  may  be  taxed  to  A  under  section 
1248(b),  and  taxed  again  to  B  as  subpart  F 
income  for  the  year. 

As  in  the  House  bill,  it  remains  doubtful 
whether  the  amount  includible  in  gross  in¬ 
come  of  a  U.S.  corporate  shareholder  under 
this  section  is  treated  as  a  dividend  for  per¬ 
sonal  holding  company  purposes. 

It  may  not  be  entirely  clear  under  this  sec¬ 
tion  whether  in  order  to  be  taxed  a  person 
must  be  a  10-percent  shareholder  on  the  last 
day  of  the  taxable  year,  or  whether  it  is 
enough  that  the  person  owning  stock  on  the 
last  day  shall  have  been  a  IQ-percent  share¬ 
holder  on  any  day  of  the  taxable  year. 

Section  951(a)  (2) :  The  pro  rata  amount 
taxable  to  a  U.S.  shareholder  is  reduced  only 
by  distributions  to  some  other  U.S.  person 
during  the  taxable  year  as  a  dividend  on  the 
particular  stock  in  question.  It  would  seem 
that  any  distributions  during  the  year  on  a 
stock  should  reduce  the  pro  rata  shares  of 
tainted  items  allocable  to  a  U.S.  person  who 
holds  that  stock  at  the  critical  date.  Fur¬ 
thermore,  the  result  of  the  provisions  in 
their  present  form  could  be  to  tax  two  U.S. 
persons  on  the  same  income. 

Example:  X,  a  U.S.  corporation,  owns  P, 
a  Panamanian  subsidiary  which  owns  S,  a 
Brazilian  corporation.  P  sells  all  the  stock 
of  S  to  A,  a  U.S.  citizen,  under  arrangements 
by  which  current  income  to  the  date  of  sale 
is  paid  out  to  P  as  a  dividend.  The  S  divi¬ 
dend  will  be  taxed  to  X  as  subpart  F  income 
and  the  earnings  of  S  (already  taxed  to  X) 
will  be  taxed  again  to  A  if  they  are  subpart 
F  income. 

Section  951(a)  (3)  and  (4):  Unlike  sec¬ 
tion  951(a)(2)  ,  dealing  with  subpart  F  in¬ 
come,  there  is  no  reduction  of  either  the  pro 
rata  share  of  previously  excluded  subpart  F 
income  withdrawn  from  investment  or  the 
pro  rata  share  of  investment  in  U.S. 
property  by  reason  of  distributions  received 
by  other  persons  during  such  year  as  a  divi¬ 
dend.  Section  951(a)  (1)  should  specifically 
provide  that  all  income  taxable  under  that 
section  should  be  reduced  by  distributions 
during  the  year  (and,  as  noted  above,  by 
other  amounts  treated  as  dividends  under 
section  1248)  in  lieu  of  the  more  limited 


provision  of  section  951(a)  (2),  which  is  ap¬ 
plicable  only  to  subpart  F  income. 

Sections  951  (a)  (2) ,  951(a)  (3) ,  and  951  (a) 
(4) :  These  provisions  of  the  bill  apparently 
are  intended  to  deal  with  a  case  in  which  a 
foreign  corporation  is  a  “controlled  foreign 
corporation”  during  part  of  the  year  but  is 
not  during  the  remainder  of  the  year.  (See 
comment  under  section  957(a)  below.)  In 
order  to  limit  the  amount  taxable  to  U.S. 
shareholders  as  subpart  F  income  in 
such  a  case,  these  provisions  reduce  the 
amount  otherwise  taxable  as  subpart  F  in¬ 
come  to  a  fraction  of  the  total.  This  frac¬ 
tion  is  the  same  as  the  fraction  of  the  year 
during  which  the  foreign  corporation  was 
“controlled.”  This  rule  would  not  produce 
a  correct  result  when  control  of  a  foreign 
corporation  shifts  between  foreigners  and 
U.S.  shareholders  during  the  year  and  the 
company’s  subpart  F  income  is  not  realized 
proportionately  during  the  two  periods. 

Example:  X  corporation  is  a  foreign  cor¬ 
poration  on  a  calendar  taxable  year.  On 
January  1  it  is  owned  entirely  by  U.S.  share¬ 
holders.  Between  January  1  and  June  30  X 
has  no  subpart  F  income.  On  June  30  the 
U.S.  shareholders  sell  their  interests  in  X  to 
a  group  of  nonresident  aliens.  Between  July 
1  and  December  31  X  has  subpart  F  income. 
Under  section  951(a)  (2)  half  of  this  subpart 
F  income  is  taxable  to  the  former  U.S.  share¬ 
holders. 

Provision  should  be  made  permitting  U.S. 
shareholders  who  acquire  or  sell  control  of  a 
foreign  corporation  to  be  treated  as  though 
the  taxable  year  of  the  foreign  corporation 
had  commenced  or  terminated  at  the  date 
of  acquisition  or  sale. 

SUBPART  P  INCOME  DEFINED  (SEC.  952) 

Section  952(b):  The  wording  is  identical 
with  section  952(a)(2)  of -the  House  bill. 
This  section  excludes  from  subpart  F  income 
the  income  derived  from  sources  within  the 
United  States  of  a  foreign  corporation  en¬ 
gaged  in  trade  or  business  in  the  United 
States.  Where  a  foreign  corporation  is  not 
engaged  in  trade  or  business  within  the 
United  States  and  receives  fixed  or  deter¬ 
minable  periodic  income  from  U.S.  sources, 
within  the  meaning  of  section  881  (a) ,  then 
it  would  appear  that  a  tax  would  still  be  im¬ 
posed  upon  the  foreign  corporation  under 
section  881(a)  and  a  second  tax  might  be 
imposed  upon  its  U.S.  shareholders  under 
proposed  section  951.  A  possible  approach 
to  the  problem  of  imposing  a  second  tax  on 
section  881(a)  income  might  be  to  provide 
a  deduction  from  the  gross  amount  of  such 
income  equal  to  twice  the  amount  of  U.S. 
tax  paid  thereon.  This  would  reduce  the 
amount  of  such  income  taxable  under  sub¬ 
part  F  by  excluding  such  part  thereof  as  in 
effect  might  be  considered  to  have  already 
borne  a  U.S.  tax  at  a  50-percent  rate.  • 

Section  952(c) :  This  is  a  new  section 
which  is  apparently  intended  to  meet  the 
criticism  that  the  House  bill  contains  no 
provisions  with  respect  to  allowance  of  losses, 
section  952(c)  permits  the  carry-forward  of 
post-1962  losses  of  a  controlled  foreign  cor¬ 
poration  against  its  subsequent  earnings. 
It  makes  no  provision  for  the  carryback  of 
losses.  Thus  where  a  controlled  foreign 
corporation  is  initially  successful  but 
ultimately  incurs  a  loss  (as  in  the  case  of' 
expropriation  by  foreign  governments) ,  the 
U.S.  shareholders  would  be  required  to  pay 
a  tax  at  ordinary  income  rates  with  respect 
to  the  undistributed  income  of  the  profitable 
years  without  receiving  the  benefit  of  any 
carryback  with  respect  to  the  subsequent 
year  in  which  such  income  was  ultimately 
lost. 

Section  952(c)  is  technically  deficient. 
Under  this  section,  the  subpart  F  income  of 
any  controlled  corporation  may  not  exceed 
the  earnings  and  profits  of  the  corporation 
for  the  current  year  reduced  by  the  amount 


by  which  (1)  the  sum  of  the  deficits  in  earn¬ 
ings  and  profits  for  prior  years  beginning 
after  December  31,  1962  exceeds  (2)  an 
amount  equal  to  the  “earnings  and  profits 
described  in  section  959(c)  (3)  ”  accumulated 
for  taxable  years  beginning  after  December 
31,  1962  (including  the  current  year) .  Pre¬ 
sumably  under  this  section  “earnings  and 
profits  described  in  section  959(c)  (3)  ”  means 
earnings  and  profits  which  are  not  taxed 
under  section  951.  When  there  are  earnings 
and  profits  in  the  current  year  which  are 
not  taxed  under  section  951,  this  provision 
does  not  work  as  intended. 

Example:  In  1963  a  corporation  has  a  def¬ 
icit  in  earnings  and  profits  of  $400,000.  In 
1964  the  corporation  has  earnings  and  profits 
of  $400,000,  consisting  of  subpart  F  income 
of  $300,000  and  other  income  of  $100,000. 
Since  the  deficit  in  1963  is  Just  equal  to  the 
earnings  in  1964,  it  would  be  expected  that 
no  amount  would  be  taxable  in  1964.  Under 
the  limitation  set  forth  in  section  952(c), 
the  limitation  on  subpart  F  income  in  1964 
would  be  determined  as  follows :  the  earnings 
and  profits  for  the  current  year  of  $400,000 
would  be  reduced  by  (1)  the  deficit  for  1963 
of  $400,000  minus  (2)  the  nonsubpart  F  in¬ 
come  in  1964  of  $100,000,  i.e.,  $300,000 
($400,000 — $100,000) ;  therefore,  subpart  F  in¬ 
come  of  $100,000  would  be  taxed  even  though 
the  deficit  in  1963  was  equal  to  the  entire 
earnings  and  profits  of  1964. 

This  anomalous  result  would  be  corrected 
if  section  952(c)  (2)  merely  provided  for  the 
deficits  of  prior  years  to  be  reduced  by  an 
amount  equal  to  the  earnings  and  profits 
described  in  section  959(c)  (3)  accumulated 
for  prior  taxable  years  beginning  after  De¬ 
cember  31,  1962.  This  would  eliminate  the 
double  counting  of  earnings  and  profits  of 
the  current  year. 

It  should  also  be  noted  that  the  section 
does  not  permit  the  carryforward  of  losses 
incurred  prior  to  1963. 

The  reference  in  subparagraph  (2)  of  this 
section  to  accumulated  earnings  and  profits 
of  the  type  described  in  section  959(c)(3) 
should  explicity  provide  that  such  earnings 
should  be  reduced  by  distributions  that  are 
not  excluded  from  gross  income  under  sec¬ 
tion  959.  It  may  not  be  clear  that  the  word 
“accumulated”  by  itself  accomplishes  this 
result. 

In  the  last  sentence  of  the  section,  it 
should  also  be  made  clear  that  the  deficit 
will  be  excluded  only  if  it  was  previously 
taken  into  account  in  computing  subpart 
F  income;  one  way  of  accomplishing  this 
would  be  to  add  the  words  “and  thereby  re¬ 
duce  subpart  F  income”  to  the  end  of  the 
sentence. 

Section  952(d)  :  This  is  another  new  sub¬ 
section  dealing  with  losses.  It  permits 
losses  within  a  single  chain  of  controlled 
foreign  corporations  to  be  applied  against 
earnings  of  other  foreign  corporations 
within  the  same  chain,  “in  such  manner  as 
the  Secretary  or  his  delegate  shall  prescribe 
by  regulations.”  Among  the  problems  which 
the  regulations  would  have  to  face  would  be 
questions  of  prorating  as  between  share¬ 
holders  having  preferred  and  common  stock 
or  having  varying  interests  during  the  year 
or  having  varying  interests  in  the  various 
corporate  links  in  the  chain  of  corporations; 
prorating  as  between  foreign  corporations 
which  came  under  U.S.  control  at  different 
times  during  the  year;  and  resolving  com¬ 
peting  interests  of  shareholders  with  respect 
to  the  carryforward  of  losses  within  a  single 
corporate  entity  (under  sec.  952(c) )  or  at¬ 
tribution  of  the  losses  to  another  corpora¬ 
tion  in  the  chain  (under  sec.  952(d)).  It  is 
questionable  whether  substantive  problems 
of  this  magnitude  should  be  or  can  be  dele¬ 
gated  to  the  Secretary’s  discretion  without 
legislative  guidelines. 

It  seems  unfair  to  impose  a  tax  on  U.S. 
shareholders  of  the  parent  with  respect  to 
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undistributed  income  from  a  submember  of 
the  chain,  without  giving  the  taxpayer  any 
indication  of  the  manner  in  which  losses  are 
to  be  attributed  within  the  chain.  The 
essential  drafting  difficulty  here  stems  from 
the  statutory  device  of  attributing  to  the 
U.S.  shareholder  directly  the  undistributed 
income  of  a  foreign  subsidiary  in  which  the 
U.S.  shareholder  owns  no  shares.  It  would 
appear  preferable  to  adopt  either  the  system 
of  hypothetical  distributions  upward  in  the 
chain  (the  link  system)  which  is  used  in 
existing  section  555(b)  with  respect  to  for¬ 
eign  personal  holding  companies,  or  to  pro¬ 
vide  a  method  under  which  the  U.S.  taxpayers 
would  be  given  the  election,  subject  to  suit¬ 
able  safeguards,  to  determine  the  income  of 
all  the  foreign  corporations  in  a  chain  or  In 
an  affiliated  group  on  a  consolidated  basis 
similar  to  the  one  available  to  domestic  cor¬ 
porations.  If  this  hopscotching  method  is 
adhered  to,  it  would  be  desirable  to  enlarge 
section  952(d)  so  as  to  (i)  permit  attribu¬ 
tion  of  losses  between  affiliates  as  well  as  be¬ 
tween  members  of  a  single  chain,  (ii)  make  it 
clear  that  losses  so  applied  may  be  carried 
forward  under  section  952(c) ,  and  (iii)  estab¬ 
lish  standards  for  the  Secretary  to  follow. 

FOREIGN  BASE  COMPANY  INCOME  (SEC.  954) 

Section  954(b)  (1) .  This  new  section  would 
exclude  from  foreign  base  company  income 
“dividends  and  interest"  received  from  cer¬ 
tain  qualified  investments  in  less  developed 
country  corporations,  providing  such  divi¬ 
dends  and  interest  do  not  exceed  the  increase 
in  such  investments  for  the  taxable  year. 
If  the  purpose  is  to  permit  earnings  from  an 
investment  from  one  less  developed  country 
to  be  withdrawn  for  reinvestment  in  another 
less  developed  country,  then  the  subsection 
should  not  be  limited  to  dividends  and  in¬ 
terest  but  should  extend  to  all  subpart  P  in¬ 
come  received  from  a  less  developed  coun¬ 
try,  such  as  royalties,  gains  from  the  sale  of 
the  stock  of  a  less  developed  country  corpo¬ 
ration,  foreign  base  company  sales  income, 
or  foreign  base  company  service  income. 

Section  954(b)  (3) :  This  paragraph,  which 
is  similar  to  section  952(e)  (6)  of  the  House 
bill,  imposes  a  special  rule  where  the  foreign 
base  company  income  is  less  than  20  percent, 
or  more  than  80  percent  of  gross  income. 
The  interrelation  between  sections  954(b) 
(3),  954(b)(1),  and  955(a)(1)(A)  should 
be  clarified.  As  presently  worded,  it  is  not 
certain  whether  interest  and  dividends  from 
certain  less  developed  country  investments 
which  qualify  for  exclusion  under  section 
954(b)(1),  are  included  in  the  numerator 
in  applying  the  percentage  tests  of  section 
954(b) (3). 

Section  954(b)  (4)  :  This  new  paragraph 
provides  an  exception  for  any  item  of  in¬ 
come  of  a  controlled  foreign  corporation  if 
the  Secretary  is  satisfied  that  “the  creation 
or  organization  [of  the  corporation]  receiv¬ 
ing  such  item  under  the  laws  of  the  foreign 
country”  of  incorporation  does  not  have  the 
effect  of  “substantial  reduction”  of  income, 
war  profits,  excess  profits  or  “similar  taxes”. 

Section  954(b)  (4)  represents  an  attempt 
to  limit  the  complex  provisions  of  the  pro¬ 
posed  statute  to  cases  of  tax  avoidance.  As 
discussed  in  part  I,  it  is  suggested  that  this 
provision  should  be  amended  so  that  the 
reference  to  reduction  of  taxes  applies  only 
to  U.S.  taxes.  Whatever  the  decision  on 
this  question  of  policy  may  be  this  sec¬ 
tion  should  be  technically  clarified  in  a 
number  of  respects.  The  taxpayer  should 
have  the  right  to  establish  his  right  to 
the  exception  by  the  preponderance  of 
the  evidence  instead  of  leaving  the  deter¬ 
mination  entirely  to  the  discretion  of  the 
Secretary.  In  addition,  the  section  should 
be  clarified  so  as  to  refer  to  the  transaction 
giving  rise  to  the  income,  rather  than  the 
“creation  or  organization”  of  the  corpora¬ 
tion. 

Section  954(b)  (5)  :  There  are  some  of  the 
difficulties  which  would  be  involved  in  de¬ 


termining  which  deductions  would  be  prop¬ 
erly  allocable  in  determining  foreign-base- 
company  income.  The  present  bill  would 
give  the  Secretary  authority  to  promulgate 
regulations  to  determine  the  allocation  of 
deductions  to  four  different  types  of  tainted 
income.  This  is  another  instance  in  which 
the  statute  seeks  to  sidestep  difficult  prob¬ 
lems  by  delegating  their  solution  to  the  Sec¬ 
retary.  It  would  seem  preferable  to  face 
these  problems  from  the  outset,  in  order  to 
help  ascertain  whether  the  statute  would  be 
workable  in  practice.  In  particular,  it  should 
be  made  clear  that  any  excess  of  expenses, 
losses  and  deductions  allocable  to  one  cate¬ 
gory  of  subpart  P  income  over  the  income 
in  that  category  should  be  charged  against 
other  categories  of  subpart  F  income.  Merely 
allowing  such  excesses  to  reduce  earnings 
and  profits  will  not  suffice,  since  they  may 
be  absorbed  by  earnings  from  sources  which 
do  not  constitute  subpart  P  income. 

Section  954(b)  (5)  should  be  clarified  so 
as  to  refer  to  expenses  and  losses  as  well  as 
deductions  (as  in  done  in  section  953(b)  (5) 
with  respect  to  certain  insurance  income), 
and  to  permit  the  various  elections  as  to  de¬ 
preciation,  etc.,  of  the  kind  available  to  do¬ 
mestic  corporations  (as  appears  to  be  intend¬ 
er  in  section  962(a)  with  respect  to  de¬ 
termination  of  earnings  and  profits). 

Section  954(c)  (2)  :  As  in  the  case  of  sec¬ 
tion  952(e)  (3)  of  the  House  bill,  this  section 
would  include  all  rents  in  foreign  base  com¬ 
pany  income  without  regard  to  whether  they 
constitute  more  than  50  percent  of  gross  in¬ 
come,  subject  to  the  exceptions  of  sections 
954(c)(3)  and  954(c)(4)(B)  (see  below). 
These  exceptions  are  responsive  in  part  to 
our  original  comments  (hearings,  pp.  3179- 
3180) ,  but  do  not  deal  at  all  with  the  prob¬ 
lem  of  rents  which  have  been  “locked  in”  to 
cover  debt  or  commitments  of  a  foreign  cor¬ 
poration.  One  way  to  handle  the  “lock  in” 
problem  generally  would  be  to  expand  new 
section  962(b)  (blocked  foreign  income)  to 
include  restrictions  or  limitations  imposed 
under  loan  agreements  or  other  commit¬ 
ments  necessary  for  the  business. 

Consideration  should  also  be  given  to  the 
desirability  of  excluding  rent  where  it  con¬ 
stitutes  the  principal  income  of  the  foreign 
corporation,  as  is  done  with  respect  to  per¬ 
sonal  holding  companies  under  the  50-per¬ 
cent  limitation  of  present  section  543(a)  (7) . 
If  the  purpose  of  removing  the  50-percent 
limitation  is  to  prevent  rental  income  from 
sheltering  other  foreign  base  company  in¬ 
come,  this  could  be  accomplished  simply  by 
excluding  rental  income  from  “gross  income” 
for  the  purposes  of  the  computation  in  sec¬ 
tion  954(b)(3). 

Section  954(c)  (3)  :  This  is  a  new  para¬ 
graph  which  excludes  dividends,  interest, 
rents  and  royalties  from  foreign  base  com¬ 
pany  income  if  they  are  both  (A)  “derived 
in”  the  active  conduct  of  a  business,  and  (B) 
not  received  from  a  related  person.  The 
listed  items  of  income  may  be  received  in 
connection  with,  or  as  an  ordinary  incident 
to,  a  manufacturing  or  other  operating  busi¬ 
ness,  but  it  is  not  clear  that  the  phrase 
“derived  in”  would  cover  these  cases.  More¬ 
over,  the  exception  from  the  exclusion  under 
(B)  should  be  limited  to  the  case  where  the 
related  person  is  a  U.S.  person.  A  transfer 
of  items  between  related  persons  in  connec¬ 
tion  with  an  active  foreign  business  should 
not  be  the  occasion  for  imposing  a  U.S.  tax 
unless  it  involves  the  shunting  of  income 
from,  or  increasing  the  deductions  of,  a 
U.S.  person. 

Section  954(c)  (4)  :  This  is  a  new  paragraph 
which  excludes  dividends,  interest,  rents,  and 
royalties  from  foreign  base  company  income 
if  received  from  a  related  person  under  cer¬ 
tain  described  circumstances.  In  the  case  of 
dividends  and  interest,  the  payor  must  be 
organized  under  the  laws  of  the  same  coun¬ 
try  as  the  payee  and,  in  addition,  the  payor 
must  have  substantial  assets  used  in  its 


business  in  such  country.  In  the  case  of 
rents,  royalties,  and  “similar  amounts”  the 
payor  must  be  paying  for  the  use  of  prop¬ 
erty  located  in  the  country  in  which  the  re¬ 
cipient  corporation  is  organized.  It  is  as¬ 
sumed  that  the  theory  behind  the  exclusion 
is  that  under  the  laws  of  most  foreign  coun¬ 
tries  the  payment  of  the  item  under  the  cir¬ 
cumstances  described  will  not  result  in  a  re¬ 
duction  of  foreign  taxes.  As  stated  above, 
it  does  not  seem  desirable  to  use  the  avoid¬ 
ance  of  foreign  taxes  as  an  occasion  for  im¬ 
posing  U.S.  taxes;  it  would  be  preferable  to 
disregard  foreign-to-foreign  intercompany 
transactions  entirely. 

Special  provisions  should  be  made  for 
property  of  the  type  which  is  necessarily 
used  within  or  between  two  or  more  coun¬ 
tries,  such  as  ships  or  planes.  The  reference 
to  a  corporation  “created  or  organized”  under 
the  laws  of  a  particular  country  should  be 
expanded  to  include  a  corporation  treated 
as  a  resident  under  such  laws. 

Section  954(d)  (1)  :  This  section  defines 
foreign  base  sales  income  in  terms  similar 
to  section  952(e)  (2)  of  the  House  bill.  It 
would  deprive  U.S.  controlled  foreign  cor¬ 
porations  of  the  benefits  of  using  a  sales 
subsidiary  or  affiliate  which  is  incorporated 
outside  the  country  from  which  it  buys  or 
to  which  it  sells.  This  is  apparently  in¬ 
tended  to  make  it  difficult  for  U.S.  controlled 
business  conducted  abroad  to  minimize  for¬ 
eign  taxes,  even  though  such  benefits  are 
freely  available  to  their  foreign  competitors. 

Section  954(d)  (2j  :  This  is  a  new  sec¬ 
tion.  It  provides  that  in  “situations  in 
which  the  carrying  on  of  activities  *  *  * 
through  a  branch  or  similar  establishment 
outside  the  country  of  incorporation  of  the 
controlled  foreign  corporation  has  substan¬ 
tially  the  same  effect  as  if  such  branch  or 
similar  establishment  were  a  wholly  owned 
subsidiary  corporation,  deriving  such  in¬ 
come,”  then,  under  regulations  to  be  pre¬ 
scribed,  the  income  attributable  to  the  “car¬ 
rying  on  of  such  activities”  is  to  be  treated  as 
income  derived  by  a  wholly  owned  subsidiary 
and  shall  constitute  foreign  base  company 
sales  income  of  the  controlled  foreign  cor¬ 
poration. 

The  entire  provision  is  vague  and  uncer¬ 
tain  in  the  extreme.  Its  application  and  op¬ 
eration  are  so  uncertain  that  comment  upon 
the  provision  is  most  difficult. 

Many  foreign  countries  do  not  tax  corpora¬ 
tions  organized  under  their  laws  with  re¬ 
spect  to  income  attributable  to  branches  lo¬ 
cated  in  other  countries.  The  Treasury  may 
regard  operation  under  laws  of  this  as  a 
method  of  avoidiing  foreign  taxes  which  this 
provision  is  intended  to  penalize.  If  so,  this 
would  represent  an  extreme  instance  of  the 
Treasury’s  concern  regarding  the  payment  of 
foreign  taxes  which  are  not  required  by  the 
countries  involved.  In  such  cases  it  would 
appear  that  section  954(d)  (2)  might  well 
lead  those  countries  not  taxing  branch  in¬ 
come  to  impose  a  “soak-up”  tax  on  United 
States  controlled  corporations  organized  un¬ 
der  their  laws,  but  not  on  their  foreign  com¬ 
petitors. 

This  provision,  if  it  were  to  remain  in  the 
bill,  would  create  innumerable  problems. 
For  example,  should  the  “branch”  be  treated 
as  a  corporation  which  has  been  organized 
under  the  laws  of  the  country  in  which  the 
putative  parent  is  organized,  or  in  which  the 
branch  is  actually  located,  or  elsewhere? 
How  would  it  be  possible  at  one  and  the 
same  time  to  treat  the  income  of  the  branch 
as  "income  derived  by  a  wholly  owned  sub¬ 
sidiary”  and  as  constituting  foreign  base 
company  sales  income  of  the  putative  par¬ 
ent?  What  part  of  the  income  of  the  branch 
is  to  be  so  treated? 

Section  954(d)  (3)  ;  This  new  section  con¬ 
tains  a  definition  of  “related  person,”  which 
substantially  expands  the  language  of  the 
last  sentence  in  section  952(e)  (2)  of  the 
House  bill.  In  determining  stock  owner- 
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ship,  the  new  section  Incorporates  the  rules 
of  direct  and  indirect  ownership  of  section 
958(a)  and  the  attribution  rules  of  section 
958(b) .  In  view  of  the  incorporation  of  the 
rules  of  section  958,  it  is  confusing  for  sec¬ 
tion  954(d)  (3)  to  refer  again  to  "owner¬ 
ship,  directly  or  indirectly.” 

Section  954(e) :  This  new  section  defines 
“foreign  base  company  services  income”  as 
meaning  any  income  derived  "in  connection 
with”  the  performing  or  furnishing  of  “tech¬ 
nical,  managerial,  engineering,  architectural, 
scientific,  skilled,  industrial,  commercial  or 
like  services”  which  are  performed  for  a  re¬ 
lated  person  "for  or  in  connection  with 
business  activities  carried  on  by  such  re¬ 
lated  person  outside  the  country  under  the 
laws  of  which  the  controlled  foreign  cor¬ 
poration  is  created  or  organized.”  The  mean¬ 
ing  and  scope  of  this  new  section  is  ob¬ 
scure.  For  example,  it  is  not  clear  whether 
the  section  covers  services  performed  (for 
a  related  person)  outside  the  country  of 
incorporation  of  the  corporation  rendering 
the  service,  or  whether  it  refers  to  services 
performed  anywhere  in  connection  with  busi¬ 
ness  carried  on  by  the  related  person  out¬ 
side  such  country  of  incorporation.  It  is 
also  not  clear  what  kind  of  business  enter¬ 
prises  would  be  included  under  such  broad 
terms  as  “managerial,”  “industrial,”  “com¬ 
mercial,”  and  the  “like,”  or  whether  income 
derived  “in  connection”  with  such  services 
for  a  related  person  would  include  compen¬ 
sation  received  from  an  unrelated  third 
party. 

The  language  of  section  954(e)  seems 
broad  enough  to  encompass  marketing  com¬ 
panies  and  sales  agencies  of  the  kind  de¬ 
scribed  in  section  954(d)  (1).  If  an  item  of 
income  should  fall  under  both  section  954(e) 
and  954(d)  (1),  then  under  section  954(b)  (6) 
the  allocation  of  the  item  would  be  deter¬ 
mined  by  regulations  to  be  prescribed.  This 
adds  still  another  element  of  uncertainty  to 
the  statute,  since  the  exceptions  set  forth  in 
section  954(d)  (1)  are  not  the  same  as  those 
in  section  954(e). 

WITHDRAWAL  OP  PREVIOUSLY  EXCLUDED  SUBPART 

T  INCOME  FROM  QUALIFIED  INVESTMENT 

(SEC.  955) 

Under  the  provisions  of  sections  954(b)  (1) 
and  954(f)  a  controlled  foreign  corporation 
can  exclude  from  subpart  F  income  certain 
dividends  and  interest  received  from  less  de¬ 
veloped  countries  and  reinvested  in  those 
countries.  When  the  investment  is  with¬ 
drawn,  sections  955  and  951(a)  (1)  (A)  (ii) 
would  tax  the  previously  excluded  income 
to  U.S.  shareholders  as  a  new  category  of 
income,  called  “previously  excluded  subpart 
F  income  withdrawn  from  investment  in  less 
developed  country  corporations  for  such 
year.”  The  technique  of  creating  a  new 
category  of  income  (rather  than  treating  the 
withdrawal  as  subpart  F  income  in  the  year 
of  withdrawal)  results  in  serious  complexi¬ 
ties  and  incongruities. 

Section  955(a)(1):  It  is  not  clear  under 
this  section  whether  interest  and  dividends 
would  be  considered  to  have  been  excluded 
from  foreign  base  company  income  under 
section  954(b)  (1)  (and  therefore  potentially 
taxable  under  section  955)  if  they  were  re¬ 
ceived  in  a  year  in  which  there  was  no  for¬ 
eign  base  company  income  because  all  of  the 
foreign  base  company  income  (including 
such  dividends  and  interest)  was  less  than 
20  percent  of  the  gross  income  of  the  con¬ 
trolled  foreign  corporation. 

The  word  “foreign”  is  omitted  after  the 
word  “controlled”  in  the  second  line  of  this 
provision  in  the  committee  print. 

Section  955(a)  (2)  :  This  section  defines  a 
decrease  in  qualified  investments,  and  limits 
the  amount  of  such  decrease  to  “the  sum  of 
the  earnings  and  profits  for  the  taxable  year 
and  the  earnings  and  profits  accumulated  for 
prior  taxable  years  beginning  after  Decem¬ 
ber  31,  1962.” 


Under  the  quoted  language  it  is  entirely 
unclear  whether  a  deficit  existing  at  the  be¬ 
ginning  of  the  taxable  year  may  be  applied 
to  reduce  or  eliminate  earnings  and  profits 
of  that  year.  Moreover,  even  if  a  deficit  may 
be  so  applied,  there  seems  to  be  no  reason 
why  its  treatment  under  section  955(a)(2) 
should  differ  from  its  treatment  under  sec¬ 
tion  952(c).  The  latter  section  expressly 
provides  that  subpart  F  income  is  to  be  taxed 
only  to  the  extent  of  untaxed  earnings  and 
profits  less  prior  deficits.  Section  955(a)  (2), 
however,  would  seem  to  permit  the  taxation 
of  section  955  withdrawals  if  there  are  any 
accumulated  earnings  and  profits,  whether 
or  not  they  have  been  taxed. 

Example:  In  1963  corporation  X  (wholly 
owned  by  U.S.  shareholders)  has  $300,000  of 
subpart  F  income  and  $300,000  of  dividends 
and  interest  excluded  from  subpart  F  income 
under  section  954(b)(1).  In  1964  X  has  a 
$300,000  operating  loss.  In  1965  X  has 
neither  current  earnings  and  profits  nor  a 
current  loss,  and  withdraws  from  investment 
the  $300,000  previously  excluded  from  sub¬ 
part  F  income.  Since  X  has  accumulated 
earnings  and  profits  of  $300,000  ($600,000 
from  1963  less  the  $300,000  loss  of  1964) ,  the 
withdrawal  would  be  taxable  under  section 
955(a)(2).  Thus,  taxes  have  been  imposed 
on  $600,000  of  income,  even  though  X’s  ac¬ 
cumulated  earnings  and  profits  through  the 
year  of  withdrawal  were  only  $300,000. 

The  incongruity  of  the  rules  provided  by 
section  955(a)  (2)  is  illustrated  by  the  differ¬ 
ent  result  which  would  occur  were  the  tax- 
free  distribution  made  prior  to  the  year  of 
section  955  withdrawal. 

Example :  ' Same  facts  as  in  the  preceding 
example,  except  that  in  1964  X  distributes 
$300,000  to  its  U.S.  shareholders.  The  dis¬ 
tribution  is  tax  free  under  section  959,  but 
results  in  a  reduction  of  earnings  and  profits. 
The  section  955  withdrawal  in  1965  is  like¬ 
wise  tax  free,  because  there  are  no  accumu¬ 
lated  earnings  or  profits  at  the  beginning  of 
1965. 

Under  section  955(a)(2),  the  amount  of 
any  decrease  in  qualified  investments  is  to 
be  adjusted  by  eliminating  decreases  result¬ 
ing  from  net  losses  on  qualified  investments 
which  are  “disposed  of”  during  the  taxable 
year.  It  is  not  clear  whether  an  investment 
which  has  become  worthless  during  the  tax¬ 
able  year  (and  which  would  thereby  con¬ 
tribute  to  the  decrease  in  qualified  invest¬ 
ments)  has  been  "disposed  of”  for  the  pur¬ 
poses  of  the  above  adjustment.  Section 
955(a)(2)  should  be  revised  to  clarify  this 
point. 

Section  955(a)(3):  This  section  purports 
to  define  pro  rata  share  of  amount  with¬ 
drawn.  The  definition  says  only  that  a  per¬ 
son’s  pro  rata  share  is  his  pro  rata  share. 
It  contributes  nothing  toward  resolving  this 
important  question.  See  our  comments 
under  section  951(a)  (1)  above. 

Section  955(c)(1)(B):  This  section  re¬ 
quires  that  80  percent  or  more  in  value  of 
the  assets  of  a  less  developed  country  cor¬ 
poration  consist  of  certain  assets.  These  as¬ 
sets  include  “property  used  in  such  trades  or 
businesses  and  located  in  less  developed 
countries.”  It  is  not  clear  that  accounts  re¬ 
ceivable  from  customers  located  in  countries 
outside  less  developed  countries  are  “prop¬ 
erty”  located  in  less  developed  countries, 
even  though  the  receivables  grew  out  of  a 
trade  or  business  conducted  in  a  less  de¬ 
veloped  country. 

Section  955(c)  (1)  (C) :  There  seems  to  be 
no  reason  for  requiring  that  a  less  developed 
country  corporation  be  incorporated  under 
the  laws  of  such  a  country  if  it  meets  the 
other  tests  of  section  955(c)  (1).  » 

INVESTMENT  OP  EARNINGS  IN  U.S.  PROPERTY 
(SEC.  956) 

Section  956(a)  (1) :  In  defining  the  amount 
of  earnings  invested  in  U.S.  property,  this 
section  limits  such  amount  to  the  extent  it 


would  have  "constituted  a  dividend  (deter¬ 
mined  after  the  application  of  section 
955(a))  if  it  had  been  distributed.”  I 
would  have  thought  the  reference  would  be 
to  section  959(a)  rather  than  section  955(a), 
so  that  an  investment  in  U.S.  property  would 
not  be  taxed  if  it  could  only  be  made  out 
of  earnings  available  for  tax-free  distribu¬ 
tion  under  section  959. 

The  reference  to  “property  held,  directly 
or  indirectly”  is  obscure  and  should  be  clari¬ 
fied. 

Section  956(a)  (2)  :  This  section  deals  with 
the  “pro  rata  share”  of  an  increase  in  the 
earnings  of  a  controlled  foreign  corporation 
invested  in  U.S.  property.  I  have  observed 
earlier,  the  term  “pro  rata  share”  requires 
clarification.  The  section  would  tax  an  in¬ 
crease  in  investment  in  U.S.  property  even 
though  attributable  to  earnings  and  profits 
accumulated  before  January  1,  1963.  This 
represents  a  marked  change  from  the  parallel 
provisions  of  section  953  of  the  House  bill, 
which  limited  the  tax  to  earnings  and  profits 
accumulated  after  December  31,  1962.  In 
this  important  respect  it  seems  clear  that 
section  956  is  not  “with  technical  changes, 
substantially  the  same”  as  the  parallel  pro¬ 
visions  of  the  House  bill. 

Section  956(b)(1):  This  section  defines 
“U.S.  property”  as  tangible  property  located 
in  the  United  States,  stock  of  a  domestic 
corporation,  or  an  obligation  of  a  U.S.  per¬ 
son,  if  “acquired  after  December  31,  1962.” 
If  the  purpose  of  section  956  is  to  impose  a 
tax  with  respect  to  U.S.  investments  which 
are  tantamount  to  dividends  by  reason  of 
benefits  conferred  upon  related  U.S.  persons, 
then  the  section  should  apply  only  to  such 
investments.  On  the  other  hand,  if  the  pur¬ 
pose  of  section  956  is  to  strike  at  investments 
which  evidence  unreasonable  accumulations, 
then  there  would  seem  to  be  no  reason  to 
limit  it  to  U.S.  property  or  to  apply  it  to  in¬ 
vestments  made  in  connection  with  the  busi¬ 
ness  of  a  controlled  foreign  corporation. 

The  reference  to  property  “acquired  after” 
December  31,  1962,  is  not  clear.  For  exam¬ 
ple,  if  securities  held  prior  to  December  31, 
1962,  are  exchanged  in  a  tax-free  reorgani¬ 
zation,  it  is  not  clear  when  the  securities 
resulting  from  the  refunding  transaction 
have  been  “acquired.” 

It  should  also  be  noted  that  the  restric¬ 
tion  of  the  definition  to  property  acquired 
after  December  31,  1962,  would  bar  replace¬ 
ment  of  existing  U.S.  investments  upon  their 
maturity  or  sale  after  December  31,  1962. 
As  a  result,  the  statute  would  tend  to  force 
capital  out  of  the  United  States  as  well  as 
to  bar  its  flow  into  the  United  States.  The 
advisability  of  these  provisions  seems  highly 
doubtful  in  the  light  of  our  balance-of-pay- 
ments  problem. 

Section  956(b)  (2)  (A) :  This  section  would 
exclude  from  the  definition  of  "U.S.  prop¬ 
erty”  any  “money,  or  deposits  with  persons 
carrying  on  the  banking  business,  located 
in  the  United  States.”  In  view  of  the  phras¬ 
ing,  it  would  appear  that  the  deposits,  as 
well  as  the  money,  must  be  “located”  in  the 
United  States.  This  would  raise  substan¬ 
tial  doubts  with  respect  to  the  potential  tax¬ 
ability  of  deposits  made  with  a  foreign 
branch  of  a  U.S.  bank,  even  though  there 
would  be  no  question  if  the  deposit  had 
been  made  at  the  home  office  of  the  U.S. 
bank.  This  result  was  probably  unintended. 
It  is  suggested,  accordingly,  that  section 
956(b)  (2)  (A)  be  worded  to  read  as  follows: 

“(A)  money,  or  deposits  with  or  obliga¬ 
tions,  pledges,  and  guarantees  of  persons 
carrying  on  the  banking  business;” 

Section  956(b)(2)(C):  This  is  an  excep¬ 
tion  which  is  apparently  intended  to  permit 
sales  to  U.S.  persons  on  usual  credit  terms. 
The  wording  of  the  exception  is  singularly 
awkward  and  gives  rise  to  numerous  ques¬ 
tions  of  construction.  In  particular,  it  is 
not  clear  whether  the  exception  would  apply 
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in  the  case  of  a  sale  made  to  an  unrelated 
person. 

An  exception  should  he  provided  for  any 
obligation  arising  in  the  ordinary  course  of 
business.  In  the  absence  of  such  an  ex¬ 
ception,  obligations  arising  from  the  per¬ 
formance  of  services  for  a  U.S.  person  or 
obligations  for  rentals  due  under  leases  to 
U.S.  persons  would  be  treated  as  if  they  were 
investments  in  U.S.  property  under  section 
956(b)  (1)  (C),  even  though  the  services  were 
performed  or  the  rental  property  was  located 
entirely  outside  the  United  States. 

Section  956(c)  :  This  section  states  that  a 
controlled  foreign  corporation  shall  be  con¬ 
sidered  "as  holding  an  obligation  of  a  United 
States  person  if  it  is  a  pledgor  or  guarantor 
of  such  obligation."  It  is  assumed  that  the 
word  “it”  refers  to  the  controlled  foreign 
corporation,  but  this  is  not  clear.  If  this 
assumption  is  correct,  the  section  would  pre¬ 
vent  a  tax  haven  company,  for  example,  from 
guaranteeing  a  loan  by  a  foreign  bank  to  the 
tax  haven  company’s  U.S.  parent  based  on 
funds  of  the  tax  haven  corporation  accumu¬ 
lated  in  the  foreign  bank.  If  such  is  the 
intent,  this  should  be  made  clear  by  deleting 
the  word  “it”  and  substituting  in. its  place 
the  words  “the  controlled  foreign  corpora¬ 
tion.”  This  was  the  thrust  of  the  original 
section  953(b)  (4) . 

If  the  word  “it”  were  to  be  construed  to 
refer  to  “United  States  person,”  it  is  be¬ 
lieved  that  it  would  raise  very  serious  unin¬ 
tended  problems.  For  example,  it  is  a  com¬ 
mon  banking  practice  abroad  for  a  bank  to 
guarantee  obligations  of  various  kinds  be¬ 
tween  its  customers.  A  number  of  these 
transactions  would  be  exempted  under  sec¬ 
tion  956(b)(2)(C).  Many  other  similar 
problems  arise  in  connection  with  sales  of 
property  and  if  the  guarantee  of  a  foreign 
branch  of  a  U.S.  bank  in  such  transactions 
would  convert  the  obligation  guaranteed 
into  U.S.  property,  it  would  not  only  put  the 
bank  branch  at  a  competitive  disadvantage 
but  would  raise  difficult  problems  for  its 
customers  who  were  controlled  foreign  cor¬ 
porations. 

CONTROLLED  FOREIGN  CORPORATIONS  (SEC.  9S7) 

Section  957(a)  :  The  bill  as  passed  by  the 
House  also  presented  substantial  difficulties 
in  determining  the  facts  necessary  for  iden¬ 
tification  of  a  controlled  foreign  corporation. 
The  incidence  of  these  problems  has  been 
substantially  reduced  under  the  bill  by  the 
proposed  limitation  on  attribution  through 
corporations  and  by  the  disregard,  for  pur¬ 
poses  of  the  definition,  of  U.S.  persons  whose 
owned  or  attributed  stock  interests  are  less 
than  10  percent.  However,  serious  problems 
could  still  arise  for  a  minority  shareholder 
who  must  determine  whether  the  number  of 
remaining  shares  held  by  or  attributed  to 
U.S.  persons  is  such  as  to  place  the  corpora¬ 
tion  in  the  category  of  a  “controlled  foreign 
corporation.”  Even  though  only  10  percent 
shareholders  (actual  or  attributed)  are 
counted  for  this  purpose,  the  counting  may 
be  complicated  or  impossible  because  of  reg¬ 
istration  of  the  remaining  stock  in  numbered 
accounts  or  “street”  names,  the  use  of  bearer 
shares,  the  difficulties  of  applying  the  at¬ 
tribution  rules,  and  the  fact  that  “control” 
might  exist  on  only  1  day  in  the  year. 

Moreover,  despite  the  10-percent  limitation 
it  is  still  possible  for  situations  to  arise  in 
which  a  corporation  will  be  treated  as  “con¬ 
trolled”  by  U.S.  persons  although  it  is  in  fact 
controlled  by  foreigners. 

Example:  A  U.S.  publicly  held  corporation 
owns  40  percent  of  the  stock  of  foreign  cor¬ 
poration  X.  The  remaining  60  percent  of  X 
stock  is  owned  by  a  foreign  corporation 
which  is  owned  by  foreigners  except  that  20 
percent  of  its  stock  is  owned  by  an  American. 
X  is  deemed  to  be  a  “controlled  foreign  cor¬ 
poration”  under  sections  957  and  958,  al¬ 


though  Americans  do  not  have  effective 
control. 

As  set  forth  in  the  bill,  a  foreign  corpora¬ 
tion  would  seem  to  be  a  “controlled  foreign 
corporation”  for  the  entire  taxable  year  if 
the  ownership  test  is  met  on  any  one  day. 
This  is  inconsistent  with  sections  951(a)  (2), 
951(a)  (3)  and  951(a)  (4)  where  a  U.S.  share¬ 
holder  is  taxed  only  with  respect  to  the 
portion  of  the  year  that  the  foreign  corpora¬ 
tion  is  a  “controlled  foreign  corporation”. 
This  section  should  specifically  provide  that 
a  foreign  corporation  is  a  “controlled  foreign 
corporation”  only  during  the  period  in  which 
the  ownership  test  is  met. 

Section  957(c)  :  The  other  basic  change  in 
what  constitutes  a  controlled  foreign  cor¬ 
poration  is  in  the  exclusion  of  certain  cor¬ 
porations  organized  in  U.S.  possessions.  This 
is  a  desirable  change.  The  parenthetical 
reference  in  sections  957(c)(1)  and  957(c) 
(2)  seems  unnecessary. 

RULES  FOR  DETERMINING  STOCKOWNERSHIP 
(SEC.  958) 

Section  958(a):  Under  section  958(a),  a 
U.S.  person  is  treated  as  owner  not  only  of 
stock  he  actually  owns,  but  also  of  stock  he 
indirectly  owns  through  a  foreign  corpora¬ 
tion,  foreign  partnership,  foreign  trust,  or 
foreign  estate.  This  section  has  been  made 
applicable  not  only  for  the  purpose  of  taxing 
U.S.  persons  (as  the  corresponding  provision 
in  the  House  bill  was)  but  also  for  the  pur¬ 
pose  of  determining  whether  a  U.S.  per¬ 
son  is  a  “U.S.  shareholder”  and  whether  a 
corporation  is  a  “controlled  foreign  corpora¬ 
tion.”  No  reason  has  been  given  or  is  appar¬ 
ent  for  making  this  change. 

Section  958(b)  :  This  is  the  same  as  former 
section  955(b)  of  the  House  bill  except  for 
the  change  embodied  in  section  958(b)(4). 
The  latter  section  narrows  the  attribution 
of  stock  ownership  through  a  corporation  to 
a  situation  where  the  stockholder  owns  10 
percent  or  more  of  the  stock  directly  or  in¬ 
directly.  Unfortunately,  a  similar  limita¬ 
tion  has  not  been  introduced  into  section 
958(a).  Since  sections  958(a)  and  958(b) 
serve  the  same  statutory  purposes  (deter¬ 
mining  who  is  a  “U.S.  shareholder”  and  de¬ 
termining  if  a  foreign  corporation  is  “con¬ 
trolled”) ,  the  failure  to  include- the  10  per¬ 
cent  limitation  in  section  958(a)  largely 
negatives  the  change  made  in  section  958 
(b).  For  this  reason,  section  958(a)  should 
be  restricted  to  its  original  purpose. 

EXCLUSION  FROM  GROSS  INCOME  OF  PREVIOUSLY 
TAXED  EARNINGS  AND  PROFITS  (SEC.  959) 

Section  959:  This  section  is  identical  to 
section  956  of  the  House  bill  except  for  the 
occasional  substitution  of  the  word  “share¬ 
holder”  for  “person,”  and  the  major  diffi¬ 
culties  continue  to  be  the  same. 

Whether  a  distribution  of  earnings  or  an 
investment  of  earnings  in  U.S.  property  re¬ 
sults  in  the  realization  of  taxable  income 
by  a  person  subject  to  Federal  income  tax¬ 
ation  will  depend  upon  whether  such  earn¬ 
ings  were  previously  included  in  the  taxable 
income  of  a  “U.S.  shareholder”  who  owned 
the  shares  now  owned  by  the  person  whose 
income  tax  liability  is  in  issue.  Shares 
which  are  otherwise  identical  may  therefore 
have  different  tax  attributes  depending  upon 
how  they  were  previously  owned.  If  the 
puposes  of  section  959  are  to  be  served, 
administrative  problems  of  almost  insuper¬ 
able  complexity  will  be  encountered,  espe¬ 
cially  in  tracing  and  identifying  shares  of 
a  public  corporation  which  may  be  registered 
in  street  name  and  purchased  and  sold 
through  brokers. 

Example:  A,  a  U.S.  citizen,  acquires  one 
hundredth  of  1  percent  of  the  stock  of  X,  a 
foreign  corporation.  The  value  of  his  invest¬ 
ment  is  about  $10,000.  X  company  has  ac¬ 
quired  over  a  number  of  years  control  of  sev¬ 
eral  foreign  corporations  owning  rental  prop¬ 


erty  in  various  foreign  countries.  X  acquired 
the  stocks  of  its  subsidiaries  from  other  for¬ 
eign  corporations,  from  U.S.  corporations, 
from  trustees  and  executors  of  estates  here 
and  abroad,  etc.  Subsidiaries  of  X  sell  prop¬ 
erties  (realizing  no  net  gain) ,  and  distribute 
the  proceeds  to  X.  Then  X  distributes  a 
dividend  of  $1,000  to  A. 

To  the  extent  that  the  rental  income  of 
the  underlying  companies  was  taxed  to 
U.S.  persons  in  previous  years  through  the 
stock  which  X  has  acquired,  A  should  receive 
his  $1,000  tax  free  under  section  959(a)  when 
the  rule  of  section  958(a)  is  taken  into  ac¬ 
count.  However,  it  may  be  prohibitively  ex¬ 
pensive  for  A  to  examine  the  past  sharehold¬ 
ings  of  the  companies  now  underlying  X  (and 
the  shareholdings  of  the  companies  of  which 
they  were  once  subsidiaries) . 

Moreover,  there  many  be  no  reason  for  the 
management  of  X  to  provide  A  with  infor¬ 
mation  or  assist  him  in  securing  it.  X  may 
not  be  a  “controlled  foreign  corporation”. 
A  and  other  VS.  shareholders  taken  together 
may  have  a  very  small  fractional  interest  in 
X.  Their  problems  would  not  stem  from  the 
status  X  as  a  “controlled  foreign  corpora¬ 
tion,”  but  from  the  fact  that  they  receive 
cash  and  the  fact  that  some  of  the  sub¬ 
sidiaries  of  X  were  at  one  time  or  other  con¬ 
trolled  foreign  corporations  whose  income 
was  taxed  to  U.S.  citizens  and  is  now  being 
taxed  again. 

In  the  case  described,  a  revenue  agent 
faced  with  the  statute,  the  lack  of  proof  and 
A’s  cash  receipt  would  have  to  include  in 
A’s  gross  income  the  $1,000  cash  distribu¬ 
tion  by  X.  Despite  the  elaborate  technical 
machinery  of  section  959,  the  same  income 
could,  in  practice,  be  taxed  twice. 

Section  959(b)  excludes  previously  taxed 
earnings  from  gross  income  “for  purposes 
of  the  application  of  section  951(a)”  when 
distributed  through  a  chain  of  ownership 
through  other  controlled  foreign  corpora¬ 
tions.  Such  distributions  should  also  be  ex¬ 
cluded  from  gross  income  for  the  purposes 
of  section  551  of  the  Internal  Revenue  Code. 
Absent  such  an  exclusion,  distributions  of 
previously  taxed  income  through  a  chain  of 
foreign  corporations  may  be  taxed  again  as 
foreign  personal  holding  company  income. 

SPECIAL  RULES  FOR  FOREIGN  TAX  CREDIT  (SEC. 

960) 

Section  960:  Section  957  of  the  House  bill, 
providing  special  rules  for  the  foreign  tax 
credit,  has  been  renumbered  as  section  960 
of  the  bill.  Some  of  the  problems  in  the 
section  are: 

Under  section  960,  no  credit  for  foreign 
taxes  is  available  to  individual  U.S.  stock¬ 
holders  in  controlled  foreign  corporations. 

Attribution  rules  are  used  to  compute  in¬ 
come  elsewhere  in  subpart  F,  but  are  not 
used  to  determine  eligibility  for  the  foreign 
tax  credit  in  section  960. 

Section  960(a)(3)  should  be  correlated 
with  the  gross-up  provisions  of  the  bill,  for 
otherwise  a  domestic  parent  may  be  required 
to  include  income  of  a  controlled  foreign 
corporation  in  its  gross  income  twice  in  order 
to  obtain  a  foreign  tax  credit. 

It  is  not  clear  whether  section  960(a)  (4) 
is  intended  to  mean  that  inclusions  in  gross 
income  are  not  ordinarily  to  be  considered 
as  dividends. 

Section  960(b)  should  be  extended  to  apply 
to  successors  in  interest  and  provision  for 
prior  year  limit  should  be  made. 

Section  960(b)  (2)  (A)  should  be  clarified 
so  as  to  include  appropriate  amounts  grossed- 
up  in  determining  the  amount  of  increase  in 
the  section  904  limitation. 

Section  960(b)(2)  should  be  modified  to 
take  into  account  in  the  year  of  distribution, 
in  addition  to  the  increase  in  the  section 
904  limitation  for  the  year  of  taxability,  the 
carryovers  and  carrybacks  resulting  from 
such  limitation  for  the  year  of  taxability. 
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Section  960(b)  (2)  will  require  keeping 
prior  jf'c-ars  open  for  long  periods  of  time,  for 
purposes  of  that  section,  since  the  section 
904  limitation  in  the  year  of  distribution  will 
be  determined  in  the  light  of  that  limitation 
in  the  year  of  taxability. 

Section  960(b)  (4)  :  This  provision  does  not 
yield  the  correct  result  in  cases  such  as  the 
following: 

Example:  Under  section  951(a)  the  1963 
income  of  A  corporation  (a  foreign  corpora¬ 
tion)  is  taxed  to  X  corporation,  a  U.S.  corpo¬ 
ration.  In  1964  X  corporation  receives  a 
tax-free  distribution  from  A  corporation.  In 
1964  X  corporation  also  realizes  taxable  for¬ 
eign  income  from  source  B.  X  corporation 
increases  its  section  904  limitation  under 
section  960(b)  (1)  and  (b)(2).  After  doing 
so,  X  has  the  following  items  for  1964: 


U.S.  income  tax  liability _ $1,000 

Foreign  tax  credit  under  sec.  901  aris¬ 
ing  from  source  B  income  after  ap¬ 
plying  sec.  904 _  500 

Increase  in  limitation  under  sec.  960 
(b)  arising  from  tax-free  distribu¬ 
tion  by  A  corporation _  700 


The  statute  is  intended  to  permit  X  to 
employ  the  $700  increase  in  its  credit  limi¬ 
tation  under  section  960(b)  so  as  to  elimi¬ 
nate  its  net  liability  of  $500  for  1964  and  also 
claim  a  $200  “refund.”  The  statute,  how¬ 
ever,  does  not  operate  because  the  $700  in¬ 
crease  in  the  section  904  limitation  which 
arises  under  section  960(b)  does  not  exceed 
the  tax  of  $1,000  imposed  for  1964.  The 
statute  should  read: 

“The  tax  imposed  by  this  chapter  for  such 
year  reduced  by  any  credits  allowable  under 
any  provisions  of  this  chapter  other  than 
credits  arising  out  of  or  allocable  to  the  in¬ 
crease  in  the  limitation  arising  under  sec¬ 
tion  960(b) .” 

ADJUSTMENTS  TO  BASIS  (SEC.  961) 

This  section  provides  for  increases  in  basis 
pf  stock  of  a  controlled  foreign  corporation 
by  amounts  included  in  gross  income  under 
section  951(a).  It  is  submitted  that  the 
basis  increase  provision  does  not  go  far 
enough. 

Example:  X,  a  U.S.  citizen,  owns  all 
the  stock  of  P,  a  Panama  corporation, 
which  owns  all  the  stock  of  S,  a  Swiss  cor¬ 
poration.  S  has  subpart  F  income  charged 
to  X  under  section  951.  Under  section 
961(a)  the  basis  of  the  P  stock  is  increased, 
but  not  the  basis  of  the  S  stock  in  the  hands 
of  P.  A  sale  of  S  stock  by  P  would  thus  in¬ 
crease  the  earnings  and  profits  of  P  and  the 
increase  could  form  the  base  for  further 
taxes  (for  example  under  sec.  956)  imposed 
upon  X,  essentially  stemming  from  the  same 
income  already  taxed. 

It  is  submitted  that  the  basis  of  the  S 
stock  in  the  hands  of  P  should  also  be  in¬ 
creased  under  these  circumstances. 

MISCELLANEOUS  PROVISIONS  (SEC.  962) 

Section  962(a)  :  This  section  provides  that 
earnings  and  profits  of  a  foreign  corporation 
are  to  be  computed  for  purposes  of  subpart 
F  according  to  rules  "substantially  similar” 
to  those  applicable  to  domestic  corpora¬ 
tions,  under  regulations  to  be  prescribed  by 
the  Secretary  or  his  delegate.  This  section 
leaves  unanswered  specific  questions  with 
respect  to  elections,  accounting  methods  and 
fiscal  periods  affecting  the  computation  of 
earnings  and  profits. 

Section  962(b)  :  This  section  provides  that 
under  regulations  to  be  prescribed  “no  part 
of  the  earnings  and  profits  of  a  controlled 
foreign  corporation  for  any  taxable  year 
shall  be  included  in  earnings  and  profits  for 
purposes  of  sections  952,  955  and  956”  if  it 
is  established  that  such  part  could  not  be 
distributed  because  of  currency  or  other 
restrictions  or  limitations. 

It  is  presumed  that  this  section  is  in¬ 
tended  to  prevent  the  inclusion  of  blocked 
income  in  the  taxable  income  of  a  U.S. 


shareholder  of  a  controlled  foreign  corpora¬ 
tion.  It  will  not  always  accomplish  this 
purpose. 

Example :  A  controlled  foreign  corporation 
has  $300,000  of  operating  income  from  coun¬ 
try  A  which  is  not  blocked  and  $300,000  of 
subpart  F  income  from  country  B  which  is 
blocked.  Section  962(b)  excludes  the 
blocked  income  from  earnings  and  profits. 
Section  951(a)  (1)  (A)  (i)  and  section  952(c) 
require  the  U.S.  shareholder  to  include  in 
his  taxable  income  the  amount  of  subpart 
F  income  not  in  excess  of  earnings  and 
profits  of  the  taxable  year.  Subpart  F  in¬ 
come  is  $300,000  and  earnings  and  profits 
are  likewise  $300,000.  The  shareholder 
would  be  required  to  include  $300,000  in  his 
taxable  income. 

The  result  in  the  foregoing  example  was 
presumably  not  intended  and  the  section 
should  be  redrafted.  Moreover,  it  would  ap¬ 
pear  imperative  that  blocked  income  be  com¬ 
pletely  excluded  from  all  calculations  of 
gross  income,  earnings  and  profits  and  taxes 
paid  until  it  is  unblocked.  Otherwise  the 
20-80  ratio  of  section  954(b)  (3)  and  the 
operation  of  the  foreign  tax  credit  provisions 
would  be  materially  distorted. 

TECHNICAL  AND  CLERICAL  AMENDMENTS 

Bill  section  13(b)  :  This  section  is  the  same 
as  section  13(b)  of  the  House  bill.  This 
section  was  intended  to  relieve  the  stock¬ 
holders  of  foreign  personal  holding  com¬ 
panies  from  imposition  of  a  second  tax  under 
section  551  with  respect  to  any  subpart  F 
income  on  which  they  will  be  taxed  under 
section  951.  This  section  is  technically 
deficient  and  fails  to  accomplish  its  purpose. 
The  failure  to  correct  these  deficiencies  is 
particularly  troublesome  because  the  scope 
of  the  foreign  personal  holding  company  pro¬ 
visions  has  been  broadened  by  bill  section  7. 

Mr.  McCarthy.  Mr.  President,  will 
the  Senator  yield  for  a  question? 

Mr.  MILLER.  I  am  happy  to  yield  to 
the  Senator  from  Minnesota. 

Mr.  MCCARTHY.  I  commend  the 
Senator  from  Iowa  for  the  remarks  he 
has  made,  particularly  on  the  technical 
difficulties  that  will  arise  if  this  section 
of  the  bill  is  adopted.  I  quite  agree  with 
his  statement  that  the  entire  section 
should  be  given  prolonged  study  and 
that  we  should  not  act  upon  it  at  this 
time. 

In  the  past,  on  technical  provisions, 
even  in  simple  areas  like  domestic  excise 
taxes,  long  studies,  running  a  year  or 
two,  ordinarily  have  been  made.  In  this 
case,  the  House  Ways  and  Means  Com¬ 
mittee  had  the  bill  for  about  a  year 
and  a  half,  but  in  the  course  of  that 
time  it  dealt  with  five  or  six  very  com¬ 
plicated  areas  of  taxation. 

On  the  Senate  side,  we  have  had  the 
bill  only  about  2  months  in  the  Finance 
Committee,  because  we  have  had  to  deal 
with  other  pressing  and  difficult  pieces 
of  legislation. 

In  the  committee  I  voted  to  refer  the 
whole  section  to  the  Joint  Committee  on 
Internal  Revenue  Taxation  for  a  study 
of  6  months.  Another  motion  was  made 
for  a  study  of  90  days.  I  thought  6 
months  was  a  reasonable  time.  The  mo¬ 
tion  was  defeated. 

I  think  it  best  now  not  to  act  on  it. 
There  is  no  great  emergency  or  press. 
But  since  I  do  not  believe  that  course 
of  action  is  likely  to  be  followed,  I  think 
the  amendment  I  am  offering  would 
tighten  up  some  of  the  very  obvious  tax- 
haven  or  tax-avoidance  devices. 
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Though  there  may  be  technical  prob¬ 
lems  even  in  carrying  out  the  terms  of 
my  amendment,  at  least  we  have  estab¬ 
lished  rules  to  guide  our  actions  with 
regard  to  unreasonable  accumulation, 
and  we  leave  the  procedure  somewhat 
flexible,  so  the  Treasury  can  work  out 
some  prudent  rules  by  which  it  may  act. 
This  would  be  at  least  a  kind  of  com¬ 
promise,  interim  proposal,  after  which 
we  might  decide  that  we  had  better  call 
the  whole  thing  off,  or  have  a  year’s 
study,  at  the  end  of  which  time  we  might 
decide  to  call  it  off  again. 

I  thank  the  Senator  for  his  remarks 
and  support. 

Mr.  MILLER.  I  thank  the  Senator 
from  Minnesota.  Let  me  add  to  what 
he  has  just  said  that  I  think  he  has 
well  pointed  out  why  it  has  been  so  dif¬ 
ficult  for  the  Congress  itself,  and  par¬ 
ticularly  for  the  members  of  the  House 
Ways  and  Means  Committee  and  the 
Senate  Finance  Committee,  to  tackle  this 
very  complex  section  of  the  law  and  the 
bill  in  an  adequate  manner. 

He  has  pointed  out  that  the  House 
spent  about  a  year  on  this  subject;  that 
in  the  Senate  Finance  Committee  it  re¬ 
quired  at  lea'st  2  months,  and  even  then 
the  efforts  of  the  members  were  diffused 
among  the  very  many  sections  of  this 
very  long,  complicated  tax  bill — not  con¬ 
centrated  merely  on  the  section  we  are 
speaking  about  now. 

Mr.  MCCARTHY.  Mr.  President,  if 
the  Senator  will  yield,  is  the  Senator 
familiar  with  the  section  dealing  with 
taxes  on  insurance  companies?  He 
knows  from  experience  in  tax  law  that 
the  problem  of  trying  to  tax  insurance 
companies  is  one  of  the  most  complex 
we  face  in  this  country,  and  this  is  one 
area  of  the  legislation  with  which  we 
had  to  deal. 

Mr.  MILLER.  I  agree  with  the  Sena¬ 
tor. 

I  hope  my  comments  this  evening  will 
not  be  interpreted  as  being  a  criticism 
of  the  members  of  the  Finance  Commit¬ 
tee.  Having  been  in  the  tax  business 
some  20  years,  I  know  there  is  a  limita¬ 
tion  on  the  ability  of  human  beings,  no 
matter  how  skilled  they  are,  to  handle 
problems  of  such  great  complexity  as  are 
involved  in  the  bill.  But  the  point  I  am 
making  is  that  if  we  have  this  problem 
with  respect  to  the  members  of  the 
Finance  Committee  in  drawing  up  the 
basic  law,  we  should  think  of  the  great 
administrative  problems  that  will  de¬ 
scend  upon  the  legislation  and  regula¬ 
tion  officials  in  the  Commissioner’s  office 
if  the  Congress  passes  the  bill  with  these 
complex  sections  in  it,  including  the 
complex  section  on  insurance  companies, 
as  the  Senator  has  mentioned.  The  In¬ 
ternal  Revenue  Service  would  be  told: 
“Now,  go  to  work  and  write  the  regula¬ 
tions.”  It  seems  to  me  it  would  re¬ 
quire  years  to  issue  various  sets  of  regu¬ 
lations,  going  through  the  established 
testing  devices,  before  good  regulations 
could  be  formulated. 

We  can  relieve  the  Treasury  Depart¬ 
ment  and  its  staff  of  a  great  amount  of 
unnecessary  workload  if  we  delete  such 
a  section  as  this  and  replace  it  with  the 
Senator’s  amendment,  which,  as  he  has 
pointed  out,  has  the  background  of 
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1  court  decisions  and  regulations 
matter  of  what  is  “unreasonable 
accumulation.” 

not  the  Senator  agree  that  there 
will  b /plenty  of  material  to  work  on, 
for  the  re&ulation  purposes,  without  this 
section  beiHfe  added  to  the  burdens,  if  we 
the  bill? 

HY.  I  certainly  do. 
EI\  I  thank  the  Senator 
his  remarks. 


delete  it  fro: 

Mr.  McC 

Mr.  MIL! 
from  Minne; 

I  yield  the 

(During  the 
ihy’s  remarks : ) 

Mr.  McCarthy 
yield  to  the  Senato 
[Mr.  Pastore]  with 
that  his  remarks  will  be 
Record  following  the  co 

vprYi  q  vlrQ 

Mr.  PASTORE.  And,  Mai 
dent,  I  ask  unanimous  consent 
Senator  from  Minnesota  not  lose 
to  the  floor  by  so  doing. 

The  PRESIDING  OFFICER.  Wit] 
objection,  it  is  so  ordered. 


iry  of  Mr.  McCar- 


{lam  President,  I 
Rhode  Island 
nderstanding 
ted  in  the 
clrfcsjon  of  my 


Presi- 
it  the 
ight 
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THE  TEXTILE  PROGRAM 

Mr.  PASTORE.  Madam  President, 
this  morning’s  Washington  Post  and 
Times  Herald  contains  an  editorial 
which  attacks  the  textile  program  an¬ 
nounced  by  the  President  a  year  ago  last 
May,  accuses  the  industry  of  “blackmail” 
in  urging  its  implementation,  and  the  ad¬ 
ministration  of  “appeasement”  in  car¬ 
rying  it  out. 

I  ask  unanimous  consent  that  the  edi¬ 
torial  may  be  printed  in  the  Record  at 
this  point. 

There  being  no  objection,  the  editorial 
was  ordered  to  be  printed  in  the  Record, 
as  follows :  • 

Self -Defeating  Tactics 

In  its  efforts  to  secure  the  passage  of  the 
Trade  Expansion  Act  the  administration  ap¬ 
pears  to  have  ignored  a  lesson  which  every 
victim  of  blackmail  has  learned  through 
painful  experience.  Once  paid  off,  black¬ 
mailers  refuse  to  stay  "bought.” 

In  order  to  appease  the  strongly  protec¬ 
tionist  elements  in  the  cotton  textile  indus¬ 
try  a  long-term  cotton  textile  agreement  was 
negotiated  at  Geneva  this  year  which,  when 
fully  implemented,  would  oblige  its  signa¬ 
tories  to  place  quotas  on  cotton  exports  to 
the  United  States  when  requested  to  do  so.. 
But  this  concession  failed  to  satisfy  th^ 
domestic  cotton  interests,  and  they  are  no 
busily  lobbying  for  an  additional  8%  -cent 
“equalization”  tariff  on  cotton- textile/ im¬ 
ports. 

Having  been  burned  by  the  cottoll  inter¬ 
ests,  the  administration  is  taking/still  an¬ 
other  step  along  the  primros/  path  of 
appeasement.  Myer  Feldman,  deputy  special 
counsel  to  the  President,  info/med  the  Na¬ 
tional  Association  of  Wool /Manufacturers 
that — 

"Limitation  of  textile  imports  to  prevent 
market  disruption  is  a /  essential  element 
of  administration  policy.  We  intend  to  im¬ 
plement  this  policy  vmh  regard  to  all  tex¬ 
tiles,  and  particularly  to  prevent  market 
disruption  such  as/would  result  from  an  in¬ 
crease  over  currant  levels  of  exports.  The 
functions  of  the  Interagency  Textile  Com¬ 
mittee  have  j/t  been  expanded  to  cover  all 
textiles.” 

This  imntfied  commitment  to  extend  the 
protectionist  quota  system  to  woolens  comes 
at  a  time,  when  that  industry  is  experienc¬ 
ing  rising  sales  and  high  profits. 


The  willingness  of  the  administration  to 
buy  off  the  protectionist  opposition  with 
piecemeal  concessions  is  causing  growing 
suspicion  abroad  and  alienating  the  support¬ 
ers  of  the  Trade  Expansion  Act  at  home. 
According  to  the  terms  of  the  original  cot¬ 
ton  agreement,  negotiated  at  Geneva  in  1961, 
the  base  period  of  imports  is  specified  as  a 
guaranteed  minimum.  But  the  program 
appears  to  be  administered  in  such  a  way 
as  to  establish  that  base  level  as  a  maximum 
above  which  “market  disruption”  is  auto¬ 
matically  presumed.  Cotton  imports  are 
now  cut  off  without  attempts  to  determine 
public  damage,  and  as  a  result  a  suit  has 
been  filed  which  challenges  the  constitu¬ 
tionality  of  the  cotton  quota  agreements. 

The  administration  has  made  remarkable 
progress  in  breaking  down  traditional  pro¬ 
tectionist  sentiment  and  garnering  nation¬ 
wide  support  for  the  Trade  Act  which  now 
has  an  excellent  chance  of  passing  the  Sen¬ 
ate.  When  passed,  the  act  will  empower  the 
President  to  enter  into  negotiations  for  the 
lowering  of  international  tariff  barriers,  but 
his  chances  of  success  will  be  severely  limited 
if  his  hands  are  tied  by  the  concessions 
which  are  now  being  made  to  the  enemies  of 
freer  world  trade. 

'/Mr.  PASTORE.  Madam  President, 
tne  President’s  textile  program  of  May 
1961  follows  in  essential  respects  the  rec; 
ommendations  of  the  special  Subcommii 
tee  oKthe  Committee  on  Commerce/on 
which  the  Senator  from  New  Hami/liire 
[Mr.  Cotton],  the  Senator  from /South 
Carolina  [Mr.  Thurmond],  and /served. 
Our  investigations  and  extensive  hear¬ 
ings  began  ir/ 1958;  were  held  again  in 
1961  and  1962/  The  subcommittee  held 
hearings  in  Washington, /D.C.,  in  the 
principal  textile  \roducing  States,  and 
in  New  York.  Wb  li/ened  to  repre¬ 
sentatives  of  management  and  labor  for 
the  domestic  textile/and  apparel  indus¬ 
tries,  as  well  as  tcyimp/rters,  exporters, 
and  representatives  of  me  various  de¬ 
partments  of  ou / Governrnwit. 

The  Post  has  overlooked  me  fact  that 
both  President  Kennedy  and  former  Vice 
President  Richard  Nixon  in  19§0  recog¬ 
nized  the/serious  import  problem  con¬ 
fronting/ll  branches  of  the  textile  Indus¬ 
try.  Each  pledged  himself  to  remedy,  the 
situation  which  was  eroding  one  of  taur 
basi/  industries  and  damaging  the  m 
tifjnal  economy. 

Following  further  study  in  February 
.nd  March  of  1961  by  the  President’s 
Cabinet  Subcommittee,  made  up  of 
representatives  of  the  Departments  of 
State,  Treasury,  Commerce,  Agriculture, 
and  Labor,  the  President  on  May  2,  1961, 
announced  a  special  program  for  the  tex¬ 
tile  industry,  and  said : 

It  is  our  second  largest  employer.  Some 
2  million  workers  are  directly  affected  by 
conditions  in  the  industry.  There  are  an¬ 
other  2  million  persons  employed  in  furnish¬ 
ing  requirements  of  the  industry  at  its 
present  level  of  production.  Two  years  ago, 
the  Office  of  Defense  Mobilization  testified 
that  it  was  one  of  the  industries  essential  to 
our  national  security.  It  is  of  vital  im¬ 
portance  in  peacetime  and  has  a  direct  effect 
upon  our  total  economy.  All  the  studies 
have  shown  that  unemployment  in  textile 
mills  strikes  hardest  at  those  communities 
suffering  most  from  depressed  conditions. 

Among  the  seven  points  of  the  Presi¬ 
dent’s  program,  the  following  are  rele¬ 
vant  here: 

First.  Direction  to  the  Department  of 
State  to  call  a  conference  to  seek  an  in¬ 


ternational  understanding  “which  wu 
provide  a  basis  for  trade  that  will  avoid 
undue  disruption  of  established  indus¬ 
tries.”  This  direction  applied  to  /II  of 
the  textile  industry,  although  to  date 
such  understandings  cover  on]/  cotton 
goods. 

Second.  In  addition,  the  P/sident  also 
recognized  the  inequity  of/ the  adverse 
differential  in  raw  cotton/costs  between 
domestic  and  foreign  mins.  He  directed 
the  Department  of  A/iculture  to  make 
recommendations  to  /liminate  or  offset 
the  cost  to  the  U.S/mills  of  this  differ¬ 
ential.  The  Department  of  Agriculture 
requested  the  Tariff  Commission  to  es¬ 
tablish  such  an/  offset  fee  on  November 
13,  1961,  and/the  Tariff  Commission  is 
expected  to /make  its  recommendations 
soon.  / 

Third./rhe  President  also  said  that  an 
application  by  the  textile  industry  for 
actioiyunder  the  national  security  pro¬ 
visions  of  the  Trade  Act  would  be  care¬ 
fully  considered  on  its  merits.  Such  an 
application  has  been  made  and  is  cur- 
;ntly  pending. 

The  program  for  the  fiber-textile-ap- 
parel  industry,  affecting  4  million  Amer¬ 
ican  workers,  is  basic  and  far  reaching. 
The  President,  as  well  as  industry  and 
labor,  are  to  be  congratulated  and  not 
maligned  for  facing  up  to  these  realities. 

Ten  months  of  experience  with  the 
short-term  Geneva  arrangement  on  cot¬ 
ton  textile  trade  has  proven  the  wisdom 
of  the  President’s  request  through  the 
Agriculture  Department  for  a  fee  to  off¬ 
set  the  cotton  cost  differential  of  over  30 
percent  in  the  price  of  cotton.  I  should 
like  to  state  a  few  examples : 

Imports  of  cotton  yarn  during  the  first 
6  months  of  this  year  totaled  17  million 
pounds,  or  over  three  times  higher  than 
1961  and  over  twice  as  high  as  1960.  Im¬ 
ports  of  heavy  fabrics,  such  as  sheeting, 
containing  a  large  amount  of  cotton  rela¬ 
tive  to  total  cost,  have  more  than 
doubled  since  last  year.  In  fact,  during 
the  short-term  arrangement  which  ex¬ 
pires  on  September  30,  1962,  imports  of 
all  cotton  manufactures,  including  ap¬ 
parel,  will  be  at  least  25  percent  above 
the  disruptive  levels  which  existed  dur¬ 
ing  the  base  period  in  the  arrangement, 
tmely,  fiscal  year  1961. 

Ixperience  has  proved  the  wisdom  of 
theVequest  to  the  Tariff  Commission  for 
an  offset  fee  to  help  alleviate  a  situation 
so  destructive  of  American  jobs  and 
America/  plants.  Within  the  past  2 
weeks,  three  cotton  mills  have  been 
forced  to  close  down.  One  is  in  my  own 
State  of  Rhbde  Island,  another  in  Ala¬ 
bama,  and  only  today  one  in  Massachu¬ 
setts.  The  hundreds  of  workers  involved 
in  each  case  are  now  looking  for  employ¬ 
ment  which  may  \ell  be  impossible  to 
find  in  these  areas. 

Since  1947,  as  the  Imports  of  textiles 
have  risen  from  insignificant  amounts 
to  over  a  billion  square  yards  annually, 
over  400,000  textile  jobs  have  been  per¬ 
manently  closed.  Over  85(\  mills  have 
closed.  Not  all  of  this  is  due  to  imports; 
some  is  caused  by  a  loss  of  exports,  and 
some  by  rapidly  rising  productivity  in 
the  industry. 

But  imports  have  contributed  a  major 
share  and  constitute  a  heavy  burden\>n 
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ttee  industry.  It  is  essential  that  the 
cotton  textile  arrangement  be  enforced 
ana  tarried  out  so  as  to  prevent  the  high 
levels/ of  fiscal  year  1961  from  rising 
higher, \ausing  further  disruption,  hard¬ 
ship  anck  liquidation.  To  do  this,  the 
President’\program  must  be  carried  out 
in  full,  including  the  offset  fee. 

The  Post  Objects  to  the  President’s 
carrying  out  miprogram  for  other  tex¬ 
tiles  as  well  as  cotton  to  prevent  market 
disruption,  unemployment,  and  hard¬ 
ship  in  those  industries.  I  know  about 
wool  textiles.  My  State,  as  well  as  many 
others,  has  a  heavy  stake  in  this  seg¬ 
ment  of  the  industry.  \pur  domestic 
mills  are  practically  the  sole  consumers 
for  the  wool  grown  by  the  sheep  men  in 
the  United  States.  This  industry,  since 
the  end  of  World  War  II,  has  seen  re¬ 
duced  in  size  by  more  than  onte-half. 
Employment  has  dropped  from  180,w)0  to 
70,000  workers.  Mills  which  provided 


the  sole  or  principal  source  of  employ¬ 
ment  in  many  communities  have  been 
wiped  out.  Three  hundred  and  sixteen 
mills  have  permanently  closed. 

But,  what  is  the  picture  in  relation  to 
imports?  It  is  conservatively  estimated 
that  imports  this  year  will  be  60  percent 
higher  than  last  year,  and  will  even  ex¬ 
ceed  the  record  year  1960  by  close  to  25 
percent. 

Within  this  rising  total  are  heavy  and 
serious  concentrations  in  yarns  and  in 
better  fabrics.  We  have  just  received 
last  month’s  import  figures.  They  are 
the  highest  month  on  record  in  the  his¬ 
tory  of  wool  textile  imports  into  the 
United  States. 

Imports  of  apparel  rose  particularly 
sharply  and  these  displaced  not  only  the 
worker  in  the  textile  mill  but  the  worker 
in  the  apparel  plant.  The  administra¬ 
tion  has  waited  much  too  long  to  call  an 
international  conference  to  provide  a 
basis  for  trade  in  wool  textiles. 


When  the  President  announced  hi§ 
textile  program,  wool  textile  impor 
equaled  about  19  percent  of  domejftic 
production,  but  unless  prompt  ancr  af¬ 
firmative  action  is  taken,  imports  this 
year  will  amount  to  25  percent  o/aomes- 
tic  production. 

The  Post  asserts  that  the/industry  is 
experencing  rising  sales  an/high  profits. 
There  is  no  evidence  of  this. 

In  fact,  only  last  week  another  mill  in 
my  own  State  of  Rhode  Island  had  to 
close  down,  displacing  about  450  people. 

I  ask  unaninuaais  consent  to  have 
printed  in  the  Ivecord  at  this  point  a 
list  of  textile  .mill  liquidations  between 
January  and/ August  of  this  year,  pre¬ 
pared  by  tjne  Textile  "Workers  Union  of 
America, /AFL-CIO. 

Ther/beihg  no  objection,  the  list  was 
orderpa  to  be  printed  in  the  Record,  as 
follows: 


Textile  Workers  n^Jnion  of  America,  Research  Department,, 

ztile  mill  liquidations,  January- August  196& 


Iew  York,  N.Y. 


Massachusetts: 

J.  P.  Stevens  <fc  Co.,  Hampton  Mills,  Eastliampton _ 

Ames  Textile  Corp.,  Sutton’s  Mills,  North  Andover _ 

Connecticut: 

Burlington  Industries,  Princeton  Knitting  Mills,  Water- 
town. 

Parke-Davis  &  Co.,  Bay  Division,  Bridgeport _ 

Rhode  Island: 

New  England  Lace  Mills,  Pawtucket . 

Burlington  Industries,  S.  Blumenthal  &  Co.,  Valley 
Falls. 

Berkshire  Hathaway  Co.: 

Bourne  Mills  Division,  Tiverton _ _ 

Coventary  Mill,  Anthony _ 

New  York: 

Jos.  Bancroft  &  Sons,  Albert  D.  Smith,  Textile  Division, 
West  New  Brighton. 

Faith  Mills,  Averill  Park . . . . . . 

Percy  Kent  Bag  Co.,  Buffalo. . . . . 

Mohasco  Industries,  Firth  Carpet  Co.,  Auburn . . 

Wilson  Athletic  Goods  Manufacturing  Co.,  Buffalo _ 

New  Jersey:  Velvet  Textile  Corp.,  Lodi . . . . 

Pennsylvania: 

American  Beauty  Fabrics,  Allentown _ 

Universal  Dyo  Works,  Philadelphia . . . 

Ferdinand  W.  Mostertz  &  Sons,  Philadelphia.. 

Wisconsin: 

Rock  River  Woolen  Mills,  Janesville _ 

Chippewa  Falls  Woolen  Co.,  Chippewa  Falls. 

Alabama:  Indian  Head  Mills,  Cordova . . 


Date 


Announced  March  1902. 
Fcbru  ary >062. . 


Equipment,  auction  nj  Feb¬ 
ruary  1962. 

February  1962 _ \A. 


April  1962. 
Announced  August^ 

February  1962.. 7 

June  1962. 

_ do. 

SeptemlVr  1962. 
Augu:/l962. 

Maroh  1962., 


Ipril  1962. 
June  1962.. 


J62-. 


July  1962. 


February  1962 . . 

January  1962 _ 

Announced  August  1962. 


Product 


Dye  and  fjnish. 
Woolens/ 


Kniypile  fabrics _ 

Surgical  dressing _ 

'Levers  laces _ _ 

Worsted  and  mohair  yams. 

Cotton  linings,  sateens _ 

Droadwoven  cottons _ 

Botoc  and  shade  cloth, 
industrial  fabrics,  fabrics. 
WoolYnit  underwear. 

Fabric  bit 
Carpets  and^rugs.. 

Golf  bags. 

Finishing  velv§ 

Cotton  and  Latex  ^ods. 
Dye  sweaters  and  hosjgry. 

Upholstery  fabrics. 

Woolen  fabrics _ 

Woolen  garments.. 

Coarse  cottons _ 


Miscellaneous 


Consolidating  at  North  Star 
Mills  in  Maine. 


Moving  to  Greenwood,  S.O. 


Purchased  by  Poittiac 
Weaving  March  1962. 

Consolidated  at  other  mills.. 

_ do . . . 


Purchased  July  1962  by 
Sotihan  Textiles. 


Consolidated  at  Glaston¬ 
bury,  Conn.,  plant. 


Forced  out  by  highway 
construction. 

Consolidated  at  Greenville, 
S.O. 

Consolidated  at  Browns- 
wood,  Tex. 


Employ¬ 

ees 


315 

200 


225 


630 

390 

120 

160 


35 

100 

125 


200 

150 

750 


Union 


TWUA 


TWUA 

TWUA 

TWUA 

TWUA 

TWUA 

TWUA 

TWUA 

TWUA 

TWUA 

TWUA 

TWUA 


1  January  1962. 


2  August  1962. 


Mr.  PASTORE.  Curtailme/t,  begin¬ 
ning  about  2  months  ago,  y  spreading 
throughout  the  industry.  /.  P.  Stevens 
&  Co.  has  announced  curtailment  in 
eight  mills  in  North  Carolina  and  South 
Carolina. 

I  have  before  me  af  newspaper.  It  is 
the  Daily  Mountain/Eagle,  which  is  pub¬ 
lished  in  Jasper,  Ala.,  and  is  dated  Fri¬ 
day,  August  3./1962.  A  big  headline 
states,  “Indian/Head  Mills  Co.  To  Dis¬ 
continue  Ope/ations  at  Cordova  Manu¬ 
facturing  Firm.” 

The  Imnan  Head  mills  in  Cordova, 
Ala.,  ha/e  closed  permanently.  Two 
woolen/  mills  in  Massachusetts  have 
closed:  According  to  the  press  the  Cone 
Mll/in  North  Carolina  have  announced 
“bailment  and  Burlington  industries 


has  reduced  production.  The  press  an¬ 
nounced  that  Cannon  Mills  states  that 
‘‘curtailment  is  imminent.”  It  is  reliably 
reported  to  me  that  many  wool  textile 
mills  have  orders  for  only  a  few  weeks 
of  production  and  face  curtailment  or 
shutdown  before  this  Congress  ad¬ 
journs. 

The  President’s  program  is  designed  to 
solve  a  problem  important  not  only  to 
the  4  million  workers  in  fibers,  textiles 
and  apparel,  but  to  the  other  workers 
who  supply  the  fuel,  transportation, 
chemicals,  machinery  and  other  supplies 
and  services  needed  by  this  basic  indus¬ 
try. 

This  is  not  appeasement.  This  is  not 
blackmail.  This  is  a  well  thought  out 
response  to  a  basic  national  problem. 


This  is  indicative  of  the  responsible  way 
in  which  theNPresident  will  exercise  the 
broad  powers  requested  in  the  trade  ex¬ 
pansion  bill. 

Madam  President,  I  am  perfectly  will¬ 
ing  to  take  cognizance  of  the  fact  that 
the  Washington  PostNs  published  in  the 
Capital  City  where  we  oo  not  have  mills. 
We  do  not  have  manufacturing  and  other 
industrial  concerns  to  an\great  extent. 
The  chances  are  that  the  individual  who 
wrote  the  editorial  sits  in  his  ivory  tower 
and  does  not  know  the  situation,  in  other 
States  of  the  Union.  But  if  nh  would 
take  the  time  to  travel  and  to  reacksome 
of  the  editorials  that  have  been  published 
in  my  State,  he  would  have  a  better 
derstanding  of  how  serious  the  situation 
is. 
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Reclamation . .29 

Research, . 1,23 

Safety . 7 

School  lunch . . . 2 

Small  business. ......... 24 

Tariffs . 16 

Taxation. . . , . . 5 

Transportation . 28 

Wheat . 12 

World  Food  Congress . 4 

Youth  Conservation . ..3 


HIGHLIGHTS:  Senate  passed  independent/ offices  appropriation  bill.  Sen.  Javits 

commended  holding  of  World  Food  Cong/ess.  Sen/\Moss  urged  enactment  of  Youth  Con¬ 
servation  Corps  bill.  Senate  passau  measure  foV  National  School  Lunch  Week. 

)Rep,  Breeding  inserted  Secretary'  f  statement  regX^ing  .vote  on  wheat  referendum. 


SENATE 

1.  INDEPENDENT  OFFICES  APPROPRIATION  BILL,  1963.  By  a  v^e  of  65  to  5,  passed 
with  amendments  this  bill,  H.  R.  12711  (pp.  17247-63,  1^266-73,  17278-90). 
Conferees  were  appoi/ted  (p.  17290).  By  a  vote  of  14  to\68,  rejected  an 
amendment  by  Sen.  Youn6>  0. ,  to  strike  out  the  item  of  $93^800,000  for  construc¬ 
tion  of  civil  defense  shelters  in  Federal  buildings  and  provide,  instead, 
$10,000,000  for y6ivil  defense  research  studies  (pp.  17258-63)vV  The  committee 
report  include/^ the  following  statement  regarding  limitations  on  indirect  ex¬ 
penses  of  res/arch  projects  for  agencies  included  in  this  bill: 

"Section  /504  of  the  General  Provisions  of  the  act  as  passed  by  the  House 
limits  the/payment  of  indirect  expenses  in  connection  with  researchtprojects  to 
a  maximum/rate  of  25  percent  of  the  direct  costs.  This  limitation  is\applicabe 
to  research  projects  supported  by  grants.  The  committee  strongly  supports  e 
action/of  the  House  in  establishing  a  maximum  rate  of  25  percent  smce^ife^wil 
permit  agencies,  such  as  the  National  Science  Foundation,  to  approve  the  p^v- 
men/of  Indirect  costs  on  the  basis  of  a  flat  rate  percent  which  is  eqaitabM 
tn/both  the  Federal  Government  and  the  colleges  and  universities.  The  tomm 
b4e  feels  that  the  current  flat  rates  being  used  by  agencies  shoul  j 


so  that  colleges  and  universities  will  be  reimbursed  for  indirect  expenses 

connection  with  research  projects  at  a  flat  rate  which  is  a  reasonable/ approxi¬ 
mation  of  average  costs." 


2.  SCHOOL  LUNCH  WEEK.  Passed  with  amendment  S.  J.  Res  211,  to  providy'that  the 

week  beginning  on  the  second  Sunday  of  October  each  year  shall  b/  designated  as 
National  School  Lunch  Week.  p.  17295 


3.  YOUTH  CONSERVATION  CORPS.  Sen.  Moss  urged  enactment  of  legislation,  during  this 
session  of  Congress,  to  provide  for  the  establishment  of  a  Y?Uth  Conservation 
Corps,  p.  1730, 


4.  WORLD  FOOD  CONGRESS^  Sen.  Javits  commended  the  World 
in  Washington,  D.C.\in  June  1963,  and  praised  the  U. 


Foe 


Congress  to  be  held 
.  Food  and  Agriculture 

Organization  "as  one  of  the  oldest  and  most  effective/ organizations  of  the 


-Unit! 


lations, 


f» 


f 243-4 


5.  TAXATION.  Continued  debate  on  H.  R.  10650,  the  proposed  Revenue  Act  of  1962. 
pp.  17232-43,  17300-06 


£ 


6.  MINERALS.  Conferees  were  appointed  on  H.  R.  1)$566,  to  provide  for  the  withdrawal 
and  orderly  disposition  of  mineral  interest/  in  certain  public  lands  in  Pima 
County,  Ariz. ,  and  H.  R.  8134,  tb  effect  a/statutory  withdrawal  of  certain 
former  Taylor  Grazing  Act  lands  rmar  Phoenix,  Ariz.,  from  all  forms  of  entry 
under  the  public  land  laws.  House 'conferees  have  already  been  appointed  on 
these  bills,  p.  17246 


7.  SAFETY.  Passed  without  amendment  S.  A,  xRes.  222,  to  provide  for  the  designation 
of  the  period  Oct.  1962  to  Oct.  19/3  as  National  Safety  Council  Fiftieth  Anni¬ 
versary  Year.  p.  17299 


8.  COURTS.  The  Judiciary  Committeer  reported  with  amendments  H.  R.  1960,  to  amend 

title  28  of  the  U.  S.  Code  relating  to  the  jurisdiction  of  the  U.  S.  district 
courts  (S.  Rept.  1992).  p.  /I7314 

9.  NOMINATION.  Received  the  domination  of  Willard  Wirtz  to  be  Secretary  of  Labor. ( 
p.  17315 


10.  ELECTRIFICATION.  Sen. /Metcalf  criticized  the  electric  /ower  rates  of  the  Montana 
Power  Company  as  "exorbitant" ,  and  inserted  several  itetas  to  support  his  posi¬ 
tion.  pp.  17311-4 


11.  ADJOURNED  until  T/ies.f  Sep.  4.  p.  17315 

HOUSE 


12.  WHEAT.  Rep. /Breeding  inserted  a  statement  by  Secretary  Freeman  regarding  the 
wheat  referendum  which  says  in  part,  "I  would  interpret  this  referendum  as  a 
spec ifi</ demand  for  better  action  on  farm  legislation  than  we  have\een  to  date." 
p.  in'"* 


13.  PUBLIC  WORKS.  Rep.  Gross  objected  to  returning  S.  2965,  the  public  workk  bill, 
to  /he  House  in  order  to  make  a  technical  correction  in  the  House  amendments. 
Pp.  17214-5 


14^/(ppropriations.  Received  the  conference  report  on  H.  R.  11151,  the  legislative 
appropriation  bill  (H.  Rept.  2316).  pp.  17213-4.  17230 
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PRIVATE  BILLS~7n,7»-RESaLiUTIONS 

Under  clause  1  of  rule  XXII,  private 
bills  and  resolutions  were  introduced  and 
severally  referred  as  fol 

5LESTON: 

H.R.  13048.  A  bill  for  the  relief  of  Dimitrlos 


Bountouvas;  to  the  Committee  on  the 
Ciary 
By 

Ot.  13049.  A  biU  for  the  relief 
Olga  Bernice  Bramson  Gilflllan;  to  the  Com¬ 
mittee  on  the  Judiciary. 


H.R.  13050.  a  bjn  f.n  iin  ||i|n  |  I,,  1 1,,  heirs 
"a  Ualazans  and  others;  to  the  Com¬ 
mittee  on  the  Judiciary. 

By  Mr.  TOLL: 

tt  t?~*1  'in  i  I,  |  (ii  fnr  thr  relief  of  Wallace 


J.  Knerr;  to  the  Committee  on 


ary. 


Senate 

Friday,  August  81.  1962 


The  Senate  met  at  10  o’clock  a.m.,  and 
waA  called  to  order  by  the  President  pro 
tempore. 

Tne  Chaplain,  Rev.  Frederick  Brown 
Harns,  D.D.,  offered  the  following 
prayer: 

O  God,  whose  word  is  hidden  in  the 
framework  of  the  world,  which  shines  in 
the  mind  of  man,  and  is  made  flesh  in  the 
Holy  One  who  unveils  Thy  heart:  We 
can  know  Thee  only  in  part,  as  in  a  glass 
darkly;  but  we  know  what  goodness  is, 
and  we  believe  that  Thou  art  good;  we 
know  what  justice  is,  and  we  believe  that 
Thou  art  just;  we  know  what  love  is,  and 
we  believe  that  Thou  art  love,  and  that 
that  love  will  not  let  us  go. 

Help  us  tb  yield  our  flickering  torch 
to  Thee,  to  give  Thee  back  the  life  we 
owe,  that  in  Thine  ocean  depths  its  flow 
may  richer,  fuller  be. 

May  new  days  bring  new  visions  of 
Thy  truth,  new  surprises  of  Thy  love, 
and  an  ampler  service  to  our  fellow  men. 
May  our  homes  be  more  hallowed,  our 
work  more  sacramental,  as  the  life  in 
Thee  unveils  to\us  its  worth  and  its 
wonder.  \ 

We  ask  it  in  the  name  of  Jesus  Christ, 
our  Lord.  Amen.  \ 


THE  JOURNAL 

On  request  of  Mr\  Smathers,  and  by 
unanimous  consent,  the  reading  of  the 
Journal  of  the  proceedings  of  Thursday, 
August  30,  1962,  was  dispensed  with. 


MESSAGES  FROM  THE  PRESIDENT 

Messages  in  writing  from  the  Presi¬ 
dent  of  the  United  States  were  com¬ 
municated  to  the  Senate \by  Mr.  Miller, 
one  of  his  secretaries.  \ 


EXECUTIVE  MESSAGES  \REFERRED 
As  in  executive  session,  \ 

The  PRESIDENT  pro  tempore  laid 
before  the  Senate  messages!  from  the 
President  of  the  United  States  submit¬ 
ting  sundry  nominations,  which  were  re¬ 
ferred  to  the  appropriate  committees. 

(For  nominations  this  day  received, 
see  the  end  of  Senate  proceedings.) 


COMMITTEE  MEETINGS  DURING 
SENATE  SESSION'  \ 

On  request  of  Mr.  Smathers,  and  by 
unanimous  consent,  the  following  ^sub¬ 
committees  were  authorized  to  meet  dur¬ 
ing  the  session  of  the  Senate  today  :\ 
The  Permanent  Subcommittee  on  In¬ 
vestigations,  of  the  Committee  on  Op¬ 
erations.  \ 

The  Subcommittee  on  Arts,  of  the 
Committee  on  Labor  and  Public  Welfare, 


REVENUE  ACT  OF  1962 

The  PRESIDENT  pro  tempore.  The 
Chair  lays  before  the  Senate  House  bill 
10650,  the  Internal  Revenue  Act  of  1962. 

The  Senate  resumed  the  consideration 
of  the  bill  (H.R.  10650)  to  amend  the 
Internal  Revenue  Code  of  1954  to  pro¬ 
vide  a  credit  for  investment  in  certain 
depreciable  property,  to  eliminate  cer¬ 
tain  defects  and  inequities,  and  for  other 
purposes. 

The  PRESIDENT  pro  tempore.  The 
question  is  on  agreeing  to  the  McCarthy 
amendment  as  a  substitute  for  section 
12,  relating  to  controlled  foreign  corpora¬ 
tions. 

The  time,  until  11:30  a.m.,  is  to  be 
equally  divided,  and  controlled  by  the 
Senator  from  Minnesota  [Mr.  Mc¬ 
Carthy]  and  the  Senator  from  Okla¬ 
homa  [Mr.  Kerr]. 

Mr.  SMATHERS.  Mr.  President,  I 
yield  2  minutes  to  the  Senator  from 
Nebraska  [Mr.  Curtis], 

The  PRESIDENT  pro  tempore.  The 
Senator  from  Nebraska  is  recognized  for 
2  minutes. 

Mr.  CURTIS.  Mr.  President,  one  of 
the  erroneous  arguments  advanced  by  the 
supporters  of  punitive  taxation  against 
American  firms  investing  abroad  is  that 
such  investment  “exports  American 
jobs.”  Supposedly  whenever  an  Amer¬ 
ican  firm  builds  a  plant  and  produces 
abroad,  it  replaces  with  foreign-made 
goods  products  which  otherwise  would 
have  been  exported  from  the  United 
States  to  that  foreign  market.  Further¬ 
more,  American  firms  are  supposed  to  go 
abroad  to  take  advantage  of  “cheap 
labor”  and  “lower  taxes”  and  to  import 
foreign-made  products  into  the  United 
States. 

Both  these  charges  are  absolutely 
false.  Not  a  single  shred  of  evidence 
was  introduced  into  the  House  or  Sen¬ 
ate  hearings  on  the  tax  bill  to  back  them 
up.  The  reason  why  no  evidence  was 
introduced  is  that  little,  if  any,  exists, 
and  plenty  of  evidence  proves  the  op¬ 
posite  to  be  true. 

U.S.  private  foreign  investment  does 
not  export  jobs.  It  creates  jobs  for 
American  workers  here  in  the  United 
States. 

The  Senate  Commerce  Committee  re¬ 
cently  studied  this  very  matter.  Its  re¬ 
port,  “The  United  States  and  World 
Trade — Challenges  and  Opportunities,” 
June  26,  1961,  states: 

U.S.  foreign  investment  does  not  on  the 
whole — certainly  not  on  balance — mean  the 
export  of  American  jobs  any  more  than  the 
introduction  of  labor-saving  equipment  at 
home  really  destroys  employment.  Ameri¬ 
can  companies  manufacturing  abroad  are 
not,  necessarily,  making  things  which  dis¬ 
place  American  exports  or  which  are  sent 
back  to  the  United  States  to  take  the  place 


of  American  goods  in  the  home  market.  *  *  * 
So  far  as  Europe  is  concerned,  it  appears  that 
in  the  great  majority  of  cases  foreign  plants 
have  been  established  or  expanded  to  reach 
a  market  which  could  not  reasonably  be 
served  through  normal  exportation. 

U.S.  firms  invest  abroad  only  if  they 
cannot  sell  their  proper  share  of  a  for¬ 
eign  market  through  exports.  Those 
that  can  export  profitably  do  so  until 
they  begin  to  lose  markets  to  local  for¬ 
eign  manufacturers.  When  those  for¬ 
eign  firms,  taking  advantage  of  local 
economics,  begin  to  produce  and  outsell 
the  exports  of  American  firms,  the 
American  firm  must  either  give  up  the 
market  or  manufacture  locally  in  com¬ 
petition.  The  Commerce  Committee’s 
report  emphasizes: 

*  The  question,  therefore,  is  really  not 
whether  these  products  will  be  manufactured 
abroad  but  by  whom. 

Stated  in  another  way,  U.S.  foreign 
manufacturing  investment  comes  only 
after  export  sales  are  lost  or  are  about 
to  be  lost  or  when  exports  are  not  really 
possible  in  the  first  place.  The  U.S. 
firm  that  invests  abroad  must  invest 
abroad  or  not  have  any  share  of  the 
market. 

Foreign  manufacturing  investment 
saves  American  jobs  that  might  other¬ 
wise  be  lost  to  a  foreign-owned  com¬ 
petitor  in  a  foreign  market.  The  for¬ 
eign  plant  will,  in  most  cases,  buy  its 
capital  equipment,  its  semimanufac¬ 
tured  components,  and  its  raw  materials 
from  the  United  States — and  in  each 
case  increase  the  number  of  American 
jobs.  The  existence  of  an  American- 
owned  subsidiary  will  also  lead  to  an  in¬ 
crease  in  U.S.  exports  of  allied  products 
not  manufactured  abroad  by  the  in¬ 
vestor — goods  which  might  otherwise  not 
be  permitted  entry  or  which  would  not 
normally  be  exported  because  of  lack  of 
sufficient  volume  of  themselves.  Finally, 
the  existence  of  the  foreign  plant  will 
cut  the  volume,  productivity,  and  profit 
of  foreign  competitors  and  thus  tend  to 
keep  foreign  manufacturers  out  of  the 
American  market. 

The  Commerce  Department  has  pro¬ 
vided  dramatic  figures  to  show  just 
what  the  job-creating  or  job-loss  effect 
of  foreign  manufacturing  investment 
actually  is.  U.S.-owned  manufactur¬ 
ing  subsidiaries  in  Canada  and  West¬ 
ern  Europe  had  total  sales  of  $18.2 
billion  in  1960.  Of  that  massive  figure, 
only  1.4  percent  or  $259  million  repre¬ 
sented  imports  into  the  United  States. 
Even  assuming  that  those  same  prod¬ 
ucts  could  have  been  manufactured 
competitively  in  the  United  States,  a 
very  doubtful  assumption  for  the  over¬ 
whelming  percentage  of  them,  they  dis¬ 
place  only  30,000  jobs.  But  the  same 
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subsidiaries  that  sold  $259  million 
worth  of  foreign-made  goods  in  the 
United  States,  purchase  $1.25  billion 
worth  of  goods  from  the  United 
States — creating  or  maintaining  more 
than  100,000  jobs  for  American  workers. 
The  effect  of  U.S.  private  foreign  in¬ 
vestment  in  manufacturing  thus  creates 
70,000  jobs.  These  are  the  facts,  sub¬ 
stantiated  by  the  Department  of  Com¬ 
merce  and  the  Senate’s  own  committee. 
Yet,  I  repeat,  not  one  shred  of  evidence 
has  been  given  substantiating  the  false 
charge  that  foreign  manufacturing  in¬ 
vestment  “exports”  jobs. 

Look  at  specific  case  examples  show¬ 
ing  how  individual  U.S.  corporations 
that  have  invested  heavily  abroad  during 
the  past  decade  have  increased  their 
own  exports  tremendously.  Theoreti¬ 
cally  the  job-export  allegation  should 
show  that  those  companies  invest¬ 
ing  heavily  abroad  have  lost  exports  be¬ 
cause  of  the  expansion  of  foreign 
plants. 

Consider  the  Clark  Equipment  Co. 
In  1955,  when  this  firm  had  no  foreign 
investment,  it  exported  $5.5  million 
worth  of  goods.  By  1961,  it  had  a  chain 
of  foreign  affiliates,  and  exports  reached 
$23  million.  Taking  into  account  the 
sales  of  the  foreign  affiliates,  Clark’s 
foreign  sales  jumped  to  $88  million.  In 
1955,  1  our  of  21  of  this  company’s  em¬ 
ployees  were  involved  in  foreign  busi¬ 
ness;  in  1961,  the  figure  jumped  to  1  out 
of  9. 

Consider  the  Beckman  Instruments 
Co.  In  1959  U.S.  exports  were  $4.3  mil¬ 
lion,  and  production  of  foreign  plants 
was  $1.4  million.  The  estimate  for  1962 
show  a  jump  in  U.S.  exports  to  $8.9  mil¬ 
lion  and  in  foreign  production  to  $3.2 
million.  But  more  interesting  are  the 
changes  in  the  firm’s  employment  fig¬ 
ures.  On  July  1,  1958,  Beckman  em¬ 
ployed  2,628  American  and  307  foreign¬ 
ers.  On  January  1,  1962,  it  had  4,468 
American  employees  and  543  foreign 
ones.  Production  by  foreign  plants  more 
than  doubled,  but  U.S.  exports  did  the 
same  thing,  and  1,840  U.S.  jobs  were  cre¬ 
ated  in  the  process. 

Two  more  good  examples:  American 
Machine  &  Foundry  began  investing  in 
foreign  manfacturing  plants  in  1956. 
Now  it  has  10  units  abroad.  Yet,  ex¬ 
ports  rose  from  $3.9  million  in  1956  to 
$16  million  in  1961.  And  Willys  Motors 
in  the  1955-60  period  invested  $10.38 
million  abroad,  but  the  overwhelming 
percentage  of  it,  $7.93  million,  is  in  the 
form  of  American-made  machinery. 
During  that  period,  Willys  exported 
$151.2  million  worth  of  component  parts 
to  its  foreign  assembly  plants,  yet  its 
export  of  built-up  vehicles  and  of  spare 
parts  remained  practically  constant. 

One  of  the  most  significant  cases  is 
H.  J.  Heinz.  Many  years  ago  Heinz  in¬ 
troduced  canned  baked  beans  to  Eng¬ 
land.  Today  its  plant  each  year  remits 
as  dividends  more  dollars  than  were 
originally  invested  in  it  and  also  pur¬ 
chases  each  year  raw  beans  from  the 
United  States  in  a  value  greater  than  the 
original  investment.  The  importance 
of  foreign  investment  by  American  food 
processing  firms  cannot  be  underesti¬ 
mated.  For  example,  Heinz  in  the  10 


years  ending  June  1961,  invested  $10.7 
million  in  equity  and/or  loans  to  foreign 
subsidiaries.  At  the  same  time  its  for¬ 
eign  subsidiaries  purchased  $36.7  mil¬ 
lion  of  American-grown  agricultural 
products. 

These  case  studies  could  be  multiplied 
over  and  over  again.  A  host  of  other 
American  firms  could  all  be  given  as  ex¬ 
amples  of  corporations  that  have  in¬ 
vested  heavily  in  recent  years  in  for¬ 
eign  markets  and  have  at  the  same  time, 
increased  their  U.S.  exports  and  at  the 
same  time  increased  the  U.S.  work  force 
mightily.  Practically  every  American 
company  that  has  invested  in  foreign 
plants  has  sharply  boosted  their  exports 
and  work  force.  Practically  every  Amer¬ 
ican  company  that  has  invested  heavily 
abroad  has  created  American  jobs  where 
none  before  existed. 

The  foreign  provisions  of  the  Revenue 
Act  of  1962  will  seriously  damage  Amer¬ 
ican  private  investment  and  by  so  do¬ 
ing  will  slow  the  creation  of  new  jobs 
for  America’s  farmers  and  workers — 
these  will  go  to  foreigners  when  foreign 
manufacturers  put  American  firms  out 
of  business  in  foreign  and  domestic  mar¬ 
kets.  The  foreign  provisions  of  the  act 
must  be  deleted. 

Mr.  President,  either  the  top  leader¬ 
ship  in  the  Treasury  do  not  understand 
the  American  economy,  or  they  are 
ignoring  the  facts  of  life  as  presented  by 
all  the  witnesses  before  the  House  Ways 
and  Means  Committee  and  before  the 
Senate  Finance  Committee. 

I  express  the  hope  that  the  President 
will  call  in  some  leadership  that  will  be 
in  tune  with  the  American  idea  of  busi¬ 
ness  and  can  be  more  realistic  about 
these  things. 

Mr.  GORE.  Mr.  President - 

Mr.  SMATHERS.  I  yield  1  minute  to 
the  Senator  from  Tennessee. 

The  PRESIDENT  pro  tempore.  The 
Senator  from  Tennessee  is  recognized 
for  1  minute. 

Mr.  GORE.  Mr.  President,  to  show 
how  utterly  unsupportable  are  the  state¬ 
ments  and  conclusions  which  the  dis¬ 
tinguished  junior  Senator  from  Nebras¬ 
ka  [Mr.  Curtis],  has  just  uttered,  I  ask 
unanimous  consent  to  have  printed  at 
this  point  in  the  Record  an  article  from 
the  Anglo-American  Business  Journal. 

The  PRESIDENT  pro  tempore.  Is 
there  objection? 

Mr.  CURTIS.  Mr.  President,  reserv¬ 
ing  the  right  to  object - 

Mr.  SMATHERS.  Mr.  President,  we 
are  proceeding  under  controlled  time ;  so 
I  yield  1  more  minute  to  the  Senator 
from  Tennessee,  in  order  that  the  Sena¬ 
tor  from  Nebraska  may  ask  him  a  ques¬ 
tion. 

The  PRESIDENT  pro  tempore.  The 
Senator  from  Tennessee  is  recognized 
for  1  more  minute. 

Mr.  CURTIS.  No,  Mr.  President;  I 
was  reserving  the  right  to  object. 

I  wonder  whether  the  distinguished 
Senator  from  Tennesee,  in  his  statement 
that  my  utterances  were  ridiculous  and 
unfounded,  is  disregarding  the  pre¬ 
ponderance  of  the  evidence  submitted  by 
American  businessmen  to  the  Senate 
Finance  Committee. 


Mr.  GORE.  I  have  regarded  all  the 
evidence,  not  merely  the  special  plead¬ 
ing  which  seems  to  have  so  impressed  my 
friend,  the  Senator  from  Nebraska. 

Mr.  CURTIS.  Oh,  Mr.  President,  I 
think  every  time  a  taxpayer  appears,  he 
is  a  special  individual.  The  people  back 
home  have  an  interest  in  our  Govern¬ 
ment,  and  their  interest  is  worth  re¬ 
specting. 

Mr.  GORE.  The  parties  referred  to 
are  not  people  back  home;  they  are  peo¬ 
ple  who  are  interested  in  tax  dodging  by 
foreign  investments. 

Mr.  CURTIS.  I  do  not  know  whether 
I  shall  object  or  not,  Mr.  President,  to 
the  Senator’s  request.  But  I  wish  to 
point  out  that  a  tax  dodger  is  someone 
who  earns  income  in  the  United  States, 
and,  by  a  gimmick,  “hikes”  it  abroad,  to 
avoid  taxes. 

Mr.  GORE.  Well,  the  pending  bill 
makes  that  possible. 

Mr.  CURTIS.  It  does  not.  That  is 
the  trouble  with  it;  it  gives  to  the  tax 
dodger  every  benefit  of  the  honest  op¬ 
erating  company. 

Mr.  President,  I  withhold  objection. 

The  PRESIDENT  pro  tempore.  Is 
there  objection  to  the  request  of  the 
Senator  from  Tennessee? 

There  being  no  objection,  the  article 
was  ordered  to  be  printed  in  the  Record, 
as  follows: 

American  Exports  From  Britain — A  New 

Survey  of  120  U.S.  Manufacturing  Sub¬ 
sidiaries  Operating  in  the  United  King¬ 
dom 

American  manufacturing  enterprises  based 
in  the  United  Kingdom  are  continuing  to 
make  solid  and  constructive  contribution  to 
Britain’s  export  effort  and  payments  balance. 

This  is  the  story  that  emerges  from  export 
performance  data  gathered  by  the  American 
Chamber  of  Commerce  in  London  from  chief 
management  executives  of  the  leading  Amer¬ 
ican  manufacturing  subsidiaries  in  the 
United  Kingdom.  Results  of  a  recent  survey 
which  included  hard  figures  from  120  cham- 
mer  member  companies  of  American  paren¬ 
tage  show  that  26  percent  of  them  exported 
from  41  to  100  percent  of  their  entire  pro¬ 
duction  during  the  first  half  of  1961. 

Thirty  percent  of  these  American  owned 
companies  shipped  21  to  40  percent  of  their 
output  abroad  during  the  first  6  months  of 
last  year.  The  remaining  44  percent  of  the 
group  sampled  by  the  chamber  sold  up  to 
20  percent  of  their  production  in  oversea 
markets. 

Additionally,  15  firms  reported  that  they 
estimated  their  contributions  in  indirect  ex¬ 
ports  were  of  much  greater  importance  to 
the  British  economy  than  the  direct  ex¬ 
port  figures  indicate.  These  makers  of  com¬ 
ponents  and  subassemblies  supply  British 
customers  whose  products  in  turn  are  prime 
sellers  in  world  market. 

The  majority  of  U.S.  subsidiaries  in  this 
category  estimated  that  inclusion  of  their 
indirect  exports  in  their  totals  would  be 
sufficient  to  more  than  double  their  direct 
export  performance.  Two  companies  which 
reported  no  direct  imports  noted  that  their 
entire  production  finds  its  way  to  export 
markets  in  this  manner. 

Proper  evaluation  of  figures  and  percent¬ 
ages  requires  comparison  to  convey  meaning, 
and  it  is  by  using  a  yardstick  of  past  per¬ 
formance  and  by  measuring  against  current 
available  data  on  exports  of  British  industry 
generally  that  the  scope  of  American-fin¬ 
anced  contribution  becomes  significant. 

In  his  1954—55  study,  “American  Invest- 
-ment  in  British  Manufacturing  Industry” 
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(George  Allen  &  Unwin,  1958),  Prof.  John 
H.  Dunning,  of  the  University  of  South¬ 
hampton,  revealed  that  152  American  manu¬ 
facturing  subsidiaries  in  the  United  King¬ 
dom  reported  the  following  export  perform¬ 
ance:  26.2  percent  of  them  exported  41  to 
100  percent  of  their  production;  41.3  per¬ 
cent  sold  21  to  40  percent  of  output  to  for¬ 
eign  markets,  and  32.5  percent  recorded  ex¬ 
port  sales  up  to  20  percent. 

It  can  be  assumed  that  many  of  the  com¬ 
panies  in  the  Dunning  study  are  identical 
with  those  sampled  in  the  chamber  survey, 
although  a  number  of  firms  in  the  current 
sample  have  been  established  during  the 
past  8  years.  This  is  worth  noting  because 
recently  the  United  Kingdom  Government 
has  tended  to  relax  its  entry  requirements 
for  foreign  direct  investment  in  manufac¬ 
turing  enterprises.  Formerly  the  dollar 
shortage  in  the  United  Kingdom  made  it 
mandatory  that  the  prospective  investor’s 
product  be  a  vital  dollar  saver  on  the 
domestic  market  and  a  prodigious  seller 
overseas. 

With  easier  entrance  for  the  newcomer 
and  with  more  affluent  domestic  consumers 
to  be  tapped  by  both  the  neophyte  and  the 
long-established  companies,  it  might  be 
expected  that  the  current  export  graph  would 
drop  precipitously  below  the  1954  mark.  This 
has  not  been  the  case. 

Measured  against  contemporary  perform¬ 
ance  of  British  industry  generally,  the  Amer¬ 
ican  manufacturers  in  the  United  Kingdom 
appear  to  run  slightly  ahead  of  the  current. 
The  Federation  of  British  Industries  export 
supplement  to  “Industrial  Trends  Enquiry 
No.  12,”  released  for  publication  on  October 
13,  1961,  shows  that  492  United  Kingdom 
manufacturers  with  annual  exports  amount¬ 
ing  to  more  than  £10,000  line  up  in  this 
manner:  12  percent  deliver  more  than  50 
percent  of  their  output  overseas:  28  percent 
export  25  to  50  percent;  31  percent  sell  10 
to  25  percent  abroad;  17  percent  export  5 
to  10  percent,  and  12  percent  record  export 
sales  of  less  than  5  percent. 

Comparable  figures  for  the  120  American 
firms  in  the  United  Kingdom  are:  Exports 
over  50  percent,  19  percent  of  the  companies; 
25  to  50  percent,  29  percent  of  the  com¬ 
panies;  10  to  25  percent,  36  percent  of  the 
total,  and  in  the  5  to  10  and  less  than  5 
percent  categories,  5  and  10  percent  of  the 
companies,  respectively. 

Again,  in  the  FBI  inquiry  it  can  be  ex¬ 
pected  that  a  majority  of  the  U.S.  com¬ 
panies  are  included,  but  it  should  be  re¬ 
membered  that  the  FBI  includes  among  its 
members  this  country’s  largest  concerns  and 
its  most  formidable  exporters.  On  the  other 
hand,  with  the  exception  of  a  small  minority 
of  the  U.S.  financed  companies,  the  Ameri¬ 
can  firms  supplying  information  for  the 
chamber  study  class  themselves  in  the  small 
to  medium  sized  brackets.  Notwithstand¬ 
ing  this,  American  industry  in  Britain  has 
been  credited  by  numerous  British  authori¬ 
ties  with  employing  nearly  1  in  every  20 
workers  employed  in  United  Kingdom  manu¬ 
facturing  industry  today. 

Enlarging  on  this,  Sir  Miles  Thomas,  chair¬ 
man  of  Monsanto  Chemicals,  Ltd.,  in  a  talk 
he  gave  at  a  chamber  luncheon  meeting  in 
mld-1959,  said: 

“I  wonder  if  any  of  you  read  some  rela- 
vant  and  extremely  interesting  figures  in  the 
Times  recently?  There  are  roughly  400  U.S. 
subsidiaries  and  Anglo-American  companies 
in  the  United  Kingdom  and  they  employ 
about  375,000  people.  Impressive  figures, 
hut — and  it’s  a  very  considerable  but — these 
people  only  represent  about  4  percent  of  our 
total  labor  force.  And  the  total  value  of  the 
output  of  those  400  or  so  companies,  at 
around  £1,200  million,  is  about  5.5  percent 


of  the  gross  output  for  all  United  Kingdom 
manufacturing  industry  for  1957. 

"A  further  fact  was  that,  at  the  present 
time,  U.S.  representation  in  United  Kingdom 
industry  is  confined  almost  entirely  to  in¬ 
dustries  supplying  products  which  were  first 
developed  on  a  significant  scale  in  the 
United  States,  if  not  actually  discovered 
there. 

“Let  me  take  three  more  points,  all  from 
the  same  source.  Between  1950  and  1957 
U.S.  subsidiaries  and  Anglo-American  firms 
accounted  for  something  like  7.5  percent  of 
the  net  capital  expenditure  of  all  British 
manufacturing  industry.  Secondly,  such 
firms  have  access  to  the  benefits  of  more 
research  and  development  than  all  United 
Kingdom  industry  (on  private  account) 
combined.  Finally,  these  firms  currently 
supply  between  10  and  12  percent  of  all 
United  Kingdom  manufacturing  exports  and 
one-third  of  the  exported  goods  commercial¬ 
ized  within  the  last  two  decades.” 

Further  emphasis  on  the  impact  of  the 
contribution  of  direct  American  investment 
on  the  British  economy  can  be  drawn  from 
a  statement  made  recently  by  Carl  Gilbert, 
chairman  of  the  Gillette  Co.,  of  Boston,  at 
the  convention  of  the  National  Foreign 
Trade  Council  in  New  York.  He  stated  that 
of  the  3  million  oversea  workers  employed  by 
U.S.  industry  only  about  one  in  every  hun¬ 
dred  is  a  U.S.  citizen.  Rough  calculations 
in  the  United  Kingdom  show  that  this  ratio 
is,  for  Britain,  entirely  unrealistic.  The 
British  labor  participation,  from  the  man¬ 
aging  director’s  desk  to  the  apprentice’s 
bench,  in  American  manufacturing  industry 
in  the  United  Kingdom  comes  much  nearer 
complete  saturation. 

Returning  to  data  compiled  from  answers 
to  the  chamber’s  questionnaire,  two  out¬ 
standing  trends  come  to  light. 

1.  Additional  manufacturing  facilities  es¬ 
tablished  by  the  U.S.  parent  within  the 
Common  Market  or  in  other  areas  where 
various  conditions  make  local  manufacture 
unavoidable  have  cut  into  exports  from  a 
number  of  the  United  Kingdom  subsidiaries; 
and 

2.  Domestic  United  Kingdom  sales  have  in 
numerous  cases  increased  sufficiently  to 
downgrade  export  percentage  figures,  al¬ 
though  actual  exports  have  remained  static, 
or  even  improved. 

Consolidation  of  answers  to  the  question¬ 
naire  which  asked  respondents  for  a  simple 
“percentage  figure  which  your  exports  repre¬ 
sented  in  relation  to  your  total  sales  for  the 
first  half  of  1961  compared  with  the  corre¬ 
sponding  period  of  1960,  together  with  two 
or  three  main  areas  of  their  destination,  e.g., 
the  Far  East,  Middle  East,  Western  Hemi¬ 
sphere,  and  Western  Europe,”  gave  the  fol¬ 
lowing  picture: 

A  total  of  23  concerns  directly  exported 
between  50  and  100  percent  of  their  total 
sales  in  each  of  the  two  periods  (January  to 
July  1960,  1961).  These  companies  manu¬ 
facture  specialized  lines  of  capital  goods  and 
consumer  durables  for  which  there  is  a  rela¬ 
tively  limited  market  in  the  United  King¬ 
dom.  They  possess  either  their  own  world 
marketing  organizations  or  highly  qualified 
distributors.  The  majority  of  them — 15 — 
registered  increases  in  their  export  sales  for 
the  1961  period;  the  increases  varied  from 
13  to  0.4  percentage  points. 

The  remaining  companies  in  this  group 
indicated  decreases  in  their  export  business 
during  the  first  half  of  1961.  One  of  the 
causes  mentioned  being  the  type  of  business 
involved  (often  consisting  of  large  contracts) 
does  not  lend  itself  to  meaningful  compari¬ 
sons  between  given  periods.  In  some  cases 
the  total  volume  of  exports  was  up  in  the 
1961  period,  although  the  percentage  was 
less,  compared  with  1960. 


The  destinations  of  the  exports  of  the 
companies  in  the  50  to  100  percent  category 
were  worldwide,  the  percentages  by  markets 
having  varied  considerably  between  the  two 
periods.  In  the  rough  order  of  importance 
the  destinations  were  Europe,  Far  East,  and 
Australia,  South  America,  Middle  East,  and 
Africa. 

The  group  showing  exports  ranging  be¬ 
tween  25  and  50  percent  in  each  of  the  2 
periods  consisted  of  35  companies.  Of  these, 
19  indicated  increases  of  a  few  points  in 
most  instances  during  1961.  The  decreases 
shown  by  the  balance  of  the  group  were  also 
of  minor  magnitude,  while  the  percentage 
of  total  sales  was  lower  in  some  cases  dur¬ 
ing  the  1961  period,  the  actual  amounts  were 
greater.  Again  the  marketing  areas  were 
more  or  less  worldwide,  that  is,  Europe, 
South  America,  the  Far  East,  Middle  East, 
Africa,  and  North  America. 

The  largest  group  in  the  sample  comprised 
the  43  companies  which  exported  from  10 
to  25  percent  of  their  total  sales  in  the  1961 
period.  Barring  a  few  exceptions  these  con¬ 
cerns  were  also  in  the  same  category  in  1960. 
The  export  sales  of  22  of  the  companies  in¬ 
creased  in  the  1961  period;  the  highest  of  an 
individual  company  having  been  from  zero 
in  1960  to  17  percent  of  total  sales  in  1961. 
The  smallest  increase  recorded  was  from  20.2 
percent  in  1960  to  20.4  percent  in  1961. 

The  firms  reporting  reduced  sales  in  1961 
numbered  19,  the  reductions  in  most  cases 
being  small.  Reasons  given  for  some  of  the 
reductions  were  the  opening  of  other  over¬ 
sea  plants  by  the  parent  companies  con¬ 
cerned,  due  to  the  unavoidable  need  in 
many  countries  to  set  up  local  manufactur¬ 
ing  operations.  Here  again  several  of  the 
companies  confided  that  in  actual  fact  there 
were  appreciable  increases  in  the  export  sales 
during  the  1961  period,  though  the  per¬ 
centages  were  slightly  diminished  owing  to  a 
proportionately  slightly  greater  increase  in 
the  consolidated  sales.  The  percentage  of 
exports  to  the  several  areas  of  destination 
varied  considerably  in  many  cases,  but  in 
general  the  principal  areas  were  Euprope,  Far 
East,  Middle  East,  Africa,  and  the  Americas. 

There  were  only  seven  companies  in  the 
group  exporting  from  5  to  10  percent  of 
their  total  sales,  two  of  these  enterprises  hav¬ 
ing  reported  decreases  in  such  sales  during 
the  1961  period.  One  of  the  companies 
showing  a  decrease  explained  that  the  rela¬ 
tively  low  percentage  in  the  1961  period  un¬ 
der  review  was  due  to  the  fact  that  an  as¬ 
sociated  firm  in  a  Common  Market  country 
began  to  supply  that  area.  The  other  com¬ 
pany  stated  that  while  its  export  business 
has  been  growing,  the  lower  percentage  ex¬ 
port  figure  in  January-July  1961  was  chiefly 
due  to  unusually  high  exports  in  the  cor¬ 
responding  period  of  1960.  Destinations  in 
general  were  Europe,  the  Middle  East,  and 
Far  East. 

The  group  having  less  than  5  percent  of 
direct  export  sales  consisted  of  12  concerns, 
4  of  which  reported  decreases  in  the  1961 
period.  The  differences  in  all  cases  were 
small,  and  the  areas  of  destination  were 
Middle  East,  Africa,  Europe,  and  the  Far 
East.  A  few  of  these  companies  have  been 
established  in  the  United  Kingdom  only  a 
short  while,  and  others  reported  the  fact 
that  sales  in  the  United  Kingdom  materially 
affected  the  export  figures. 

Finally,  an  aggregate  of  70  companies  re¬ 
ported  export  sales  running  at  20  percent  of 
total  sales  during  both  periods;  53  firms 
showed  export  business  ranging  from  25  to 
100  percent  in  the  first  half  of  both  1960  and 
1961,  and  no  less  than  39  U.S.  subsidiaries 
stated  that  their  export  shipments  were  at 
the  level  of  40  percent  or  more  of  their  out¬ 
put  during  both  periods  in  question. 
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Export  performance 
[All  figures  in  percentages] 


120  U.S.  MANUFACTURING  SUBSIDIARIES  IN 
BRITAIN,  1961 


Exports _ 

To  21 

20  to  40 

41  to  100 

44 

30 

26 

152  US.  MANUFACTURING  SUBSIDIARIES  IN 
BRITAIN,  1954 


Exports _ 

To  20 

21  to  40 

41  to  100 

Companies _ 

32.6 

41.3 

26.2 

492  UNITED  KINGDOM  MANUFACTURERS,  1961 


Exports... 

To  5 

5  to  10 

10  to  26 

25  to  50 

50  to  100 

Companies.... 

12 

17 

31 

28 

12 

120  U.S.  MANUFACTURING  SUBSIDIARIES, 

1961 

Exports _ 

To  5 

6  to  10 

10  to  25 

25  to  50 

50  to  100 

Companies _ 

10 

5 

36 

29 

19 

Mr.  SMATHERS.  Mr.  President,  I 
suggest  the  absence  of  a  quorum,  and 
I  ask  unanimous  consent  that  the  time 
required  for  the  quorum  call  be  charged 
equally  to  both  sides. 

The  PRESIDENT  pro  tempore.  With¬ 
out  objection,  it  is  so  ordered;  and  the 
clerk  will  call  the  roll. 

The  legislative  clerk  proceeded  to  call 
the  roll. 

Mr.  GORE.  Mr.  President,  I  ask 
unanimous  consent  that  further  proceed¬ 
ings  under  the  quorum  call  be  dispensed 
with. 

The  PRESIDING  OFFICER  (Mr. 
Proxmire  in  the  chair).  Without  ob¬ 
jection,  it  is  so  ordered. 

Mr.  GORE  addressed  the  Chair. 

The  PRESIDING  OFFICER.  Does  the 
Senator  from  Florida  yield  the  Senator 
from  Tennessee  time? 

Mr.  GORE.  May  I  have  4  minutes? 

Mr.  SMATHERS.  I  yield  4  minutes  to 
the  Senator  from  Tennessee. 

The  PRESIDING  OFFICER.  The 
Senator  from  Tennessee  is  recognized  for 
4  minutes. 

Mr.  GORE.  Mr.  President,  indignant 
editorials  are  sweeping  across  the  coun¬ 
try.  Telegrams  are  beginning  to  arrive. 
I  hope  the  country  is  awakening  to  what 
is  happening  to  the  public  interest  in  the 
course  of  consideration  and  action  on 
the  pending  tax  bill. 

I  should  like  to  read  a  portion  of  an 
editorial  in  the  Washington  Post  of  to¬ 
day  which  deals  with  the  expense  ac¬ 
count  amendment.  The  editorial  is  en¬ 
titled  “The  Tax  Chiselers’  Friends”: 

The  tax  chiselers  who  fail  to  report  divi¬ 
dend  and  interest  income  and  those  privi¬ 
leged  few  who  enjoy  everything  that  a  fat 
“business”  expense  account  can  buy  should 
give  public  thanks  to  the  U.S.  Senate.  They 
have  received  a  gift  which  may  cost  the 
Treasury — and  those  of  us  who  are  not  in  a 
position  to  share  the  loot — as  much  as  $968 
million. 

*  *  *  *  * 

There  is  ample  evidence  that  business  ex¬ 
pense  accounts  have  been  employed  as  a  de¬ 
vice  for  padding  costs  and  providing  a  tax- 


free  supplement  to  the  incomes  of  corporate 
executives  and  independent  proprietors. 
Every  expense-account  dollar  received  by  a 
person  in  the  50-percent  tax  bracket  is  the 
equivalent  of  $2  of  taxable  income,  and  the 
Treasury  estimates  that  the  expense-account 
loopholes  in  the  present  tax  laws  cost  it  at 
least  $250  million  a  year.  By  allowing  de¬ 
ductions  for  entertainment  that  is  merely 
“associated”  with  business  the  Senate’s  bill 
will  permit  the  Treasury  to  recoup  no  more 
than  $60  million. 

Mr.  President,  I  should  like  to  read  a 
portion  of  an  editorial  in  today’s  New 
York  Times  which  deals  with  the  expense 
account  amendment.  The  title  of  the 
editorial  is  “The  Mutilated  Tax  Bill.” 

Although  the  Senate  has  not  yet  com¬ 
pleted  its  consideration  of  the  tax  revision 
bill,  there  is  no  doubt  about  the  shape  in 
which  it  will  emerge.  It  is  accepting  the 
Finance  Committee’s  handiwork,  which  pro¬ 
duced  a  mutilated  and  distorted  version  of 
the  administration’s  original  bill. 

*  *  *  Instead  of  cutting  out  business  en¬ 
tertainment  expenses,  which  would  also  have 
added  to  the  Treasury’s  revenues,  it  proposes 
to  go  easy  on  deductions. 

Mr.  President,  I  have  read  the  particu¬ 
lar  sentences  of  the  editorials  dealing 
with  expense  accounts,  but  I  ask  unani¬ 
mous  consent  that  the  texts  of  both  edi¬ 
torials  be  printed  in  the  Record  at  the 
conclusion  of  my  remarks. 

The  PRESIDING  OFFICER  (Mr. 
Young  of  Ohio  in  the  chair).  Is  there 
objection  to  the  request  by  the  Senator 
from  Tennessee?  The  Chair  hears  none, 
and  it  is  so  ordered. 

(See  exhibit  No.  1.) 

The  PRESIDING  OFFICER.  The 
time  of  the  Senator  from  Tennessee  has 
expired. 

Mr.  GORE.  Mr.  President,  may  I  have 
1  more  minute? 

Mr.  SMATHERS.  I  yield  the  Senator 
an  additional  minute. 

The  PRESIDING  OFFICER.  The 
Senator  from  Tennessee  may  proceed  for 
an  additional  minute. 

Mr.  GORE.  Mr.  President,  the  com¬ 
mittee  amendments  are  now  to  be  con¬ 
sidered  original  text  and  the  bill  is  open 
to  amendment,  so  there  will  be  a  re¬ 
bout  on  the  expense  account  amend¬ 
ment.  There  will  be  a  rebout  between 
the  public  interest  and  the  special  in¬ 
terests. 

I  invite  Members  of  both  parties  to 
join.  I  invite  President  Kennedy  to 
enter  the  ring  on  behalf  of  the  Amer¬ 
ican  people  and  against  the  special  in¬ 
terests  that  want  to  preserve  the  right 
to  clothe  their  personal  expenses  with  a 
business  outlay  and  thus  continue  the 
widespread  abuse  of  expense  accounts. 

Exhibit  1 

The  Tax  Chiseler’s  Friends 

The  tax  chiselers  who  fail  to  report  divi¬ 
dend  and  interest  income  and  those  privi¬ 
leged  few  who  enjoy  everything  that  a  fat 
“business”  expense  account  can  buy  should 
give  public  thanks  to  the  United  States  Sen¬ 
ate.  They  have  received  a  gift  which  may 
cost  the  Treasury — and  those  of  us  who  are 
not  in  a  position  to  share  the  loot — as  much 
as  $968  million. 

In  defeating  the  withholding  tax  on  divi¬ 
dend  and  interest  income  the  Senate  re¬ 
jected  a  plan  to  enforce  effectively  existing 
laws,  and  not  a  radical  new  fiscal  device. 
The  Treasury  is  presently  being  defrauded  of 
$778  million  a  year  in  taxes  on  unreported 


dividends  and  interest  payments,  and  yet 
only  20  Senators  voted  to  enforce  the  law 
and  place  dividend  and  interest  payments 
on  the  same  footing  with  wages  and  salaries 
from  which  taxes  are  withheld. 

There  is  ample  evidence  that  business  ex¬ 
pense  accounts  have  been  employed  as  a  de¬ 
vice  for  padding  costs  and  providing  a  tax- 
free  supplement  to  the  incomes  of  corporate 
executives  and  independent  proprietors. 
Every  expense-account  dollar  received  by  a 
person  in  the  50-percent  tax  bracket  is  the 
equivalent  of  $2  of  taxable  income,  and 
the  Treasury  estimates  that  the  expense- 
account  loopholes  in  the  present  tax  laws 
cost  it  at  least  $250  million  a  year.  By  al¬ 
lowing  deductions  for  entertainment  that  is 
merely  “associated”  with  business  the  Sen¬ 
ate’s  bill  will  permit  the  Treasury  to  recoup 
no  more  than  $60  million. 

If  anything  can  be  said  in  defense  of  the 
Senate’s  sorry  performance  it  is  that  by  re¬ 
fusing  to  close  loopholes  it  has  reduced  tax 
revenues  at  a  time  when  they  have  been 
inhibiting  economic  growth.  Such  an 
apology,  however,  is  reminiscent  of  Bernard 
Mandeville’s  “Fable  of  the  Bees”  (1714)  in 
which  he  argues  that  “private  vices”  are  in 
fact  “public  benefits.”  Several  lines  of  an 
earlier  doggerel  which  forms  an  introduction 
to  that  work  are  especially  appropriate: 

Such  were  the  blessings  of  that  state: 

Their  crimes  conspir’d  to  make  them  great: 

And  virtue,  who  from  politics 

Has  learn’d  a  thousand  cunning  tricks. 

Was,  by  their  happy  influence, 

Made  friends  with  vice:  And  ever  since. 

The  worst  of  all  the  multitude 

Did  something  for  the  common  good. 

The  Mutilated  Tax  Bill 

Although  the  Senate  has  not  yet  com¬ 
pleted  its  consideration  of  the  tax  revision 
bill,  there  is  no  doubt  about  the  shape  in 
which  it  will  emerge.  It  is  accepting  the 
Finance  Committee’s  handiwork,  which  pro¬ 
duced  a  mutilated  and  distorted  version  of 
the  administration’s  original  bill. 

Instead  of  a  relatively  simple  tax  credit 
incentive  for  business  spending  on  new 
plant,  the  Senate  has  approved  a  compli¬ 
cated  provision  that  is  much  less  satisfac¬ 
tory.  Instead  of  automatic  withholding  of 
interest  and  dividend  income,  which  would 
have  helped  to  offset  the  loss  stemming  from 
the  tax  credit,  it  has  passed  a  weak  provi¬ 
sion  requiring  only  the  reporting  of  such 
payments.  Instead  of  cutting  out  business 
entertainment  expenses,  which  would  also 
have  added  to  the  Treasury’s  revenues,  it 
proposes  to  go  easy  on  deductions.  Instead 
of  plugging  up  loopholes  on  earnings  abroad, 
it  is  still  leaving  escape  hatches. 

The  House  bill,  itself  a  pale  facsimile 
of  the  administration’s  recommendations, 
would  not  involve  the  loss  of  revenues  that 
the  Senate  is  willing  to  accept.  So  when  it 
goes  into  conference,  the  White  House  and 
its  supporters  in  Congress  will  have  to  seek 
a  compromise  that  would  tighten  the  Sen¬ 
ate’s  proposals  and  add  to  the  tax  take.  The 
incentive  credit  is  needed  most,  and  the  bill 
should  be  approved  on  that  account  alone, 
yet  every  attempt  must  be  made  to  make  up 
for  the  loss  that  will  be  incurred. 

This  is  important  because  the  adminis¬ 
tration’s  promise  to  undertake  major  tax  re¬ 
forms  will  include  measures  to  increase 
taxes.  Its  failure  to  obtain  even  moderate 
increases  through  revision  of  the  tax  struc¬ 
ture,  which  it  viewed  as  a  forerunner  of  a 
thorough  overhaul,  illustrates  the  magni¬ 
tude  of  the  task  before  it.  Despite  all  its 
defects,  the  present  bill  has  one  merit.  It 
is  the  first  step,  admittedly  feeble  and  halt¬ 
ing,  on  the  road  to  tax  reform. 

Mr.  McCarthy.  Mr.  President,  I 
have,  of  course,  listened  with  some  in¬ 
terest  to  the  Senator  from  Tennessee  as 
he  has  quoted  from  editorials  which  indi- 
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cate  that  those  of  us  who  favor  the  posi¬ 
tion  of  the  committee  are  in  favor  of  tax 
chiseling.  The  statement  from  the  edi¬ 
torial  is  somewhat  consistent  with  the 
statements  in  supplemental  and  minority 
views,  as  well  as  statements  which  have 
been  made  on  the  floor  of  the  Senate 
with  regard  to  the  action  taken  by  the 
Finance  Committee,  to  the  end  that  those 
of  us,  for  example,  who  were  not  in  favor 
of  withholding  were  condoning  tax  eva¬ 
sion. 

I  should  like  to  believe  that  those  who 
use  words  like  “condoning  tax  evasion” 
are  not  quite  sure  as  to  the  exact  mean¬ 
ing  or  connotation  of  the  word  “con¬ 
done,”  that  they  are  not  really  charging 
that  we  are  protecting  tax  evaders  or 
that  we  approve  such  action.  If  this 
were  the  case,  I  suppose  I  should  have  to 
make  a  kind  of  countercharge,  since  the 
testimony  before  our  committee  was  that 
in  addition  to  the  income  from  interest 
and  dividends  which  is  not  reported  and 
therefore  not  subjected  to  a  tax  there  is 
some  additional  $20  billion  of  income  re¬ 
ceived  in  this  country  which  is  not  re¬ 
ported  for  tax  purposes.  I  could  charge, 
therefore,  that  because  the  Senator  from 
Tennessee  has  not  recommended  some 
kind  of  withholding  provision  or  some 
other  kind  of  device  by  which  we  could 
get  at  that  $20  billion,  he  is  condoning 
tax  evasion. 

Certainly  I  would  not  make  that 
charge,  because  I  know  the  Senator  could 
make  the  very  proper  answer  that  if  he 
were  satisfied  that  there  was  a  reason¬ 
able  and  workable  method  by  which  we 
could  get  at  that  $20  billion  and  see  to  it 
that  the  taxes  owed  on  it  were  paid — 
some  of  it  is  wages,  some  of  it  is  the  ordi¬ 
nary  profit  of  the  self-employed,  some 
of  it  is  in  the  form  of  fees  paid  to  pro¬ 
fessional  men — he  would  be  in  favor  of 
such  a  method.  But  I  think  he  would 
say  that  in  his  judgment  there  is  no 
workable  way  at  the  present  time  by 
which  we  could  get  at  that  income. 

We  could,  I  suppose,  appoint  an  Inter¬ 
nal  Revenue  Service  man  to  keep  books 
for  every  doctor  and  businessman  in 
America.  That  would  be  a  workable 
method.  Probably  it  would  be  an  effec¬ 
tive  method.  But  it  would  be  an  un¬ 
reasonable  approach  to  the  problem. 

So  I  do  not  charge  that  the  Senator 
from  Tennessee  is  condoning  tax  eva¬ 
sion  merely  because  he  has  made  no  pro¬ 
posal  by  which  we  might  reach  out  to  the 
self-employed  who,  according  to  the 
Treasury  Department  reports,  have  $20 
billion  of  income  not  reported  for  tax 
purposes. 

I  think  the  Senator  ought  to  allow 
those  of  us  who  have  decided  that  the 
withholding  approach  is  not  feasible,  is 
not  as  clearly  workable  as  some  people 
say,  the  right  to  say  that  we  ought  to  try 
the  reporting  method  as  an  intermediate 
device,  at  least.  If  that  does  not  work, 
he  can  then  come  before  the  Senate  to 
say,  “Very  well.  You  have  tried  it. 
There  is  some  limitations  on  the  with¬ 
holding  approach,  but  I  think,  on  bal¬ 
ance,  it  ought  to  be  tried.” 


But  to  say  in  the  report  that  we  cor 
done  tax  evasion  because  we  do  not  suj 
port  or  oppose  a  particular  method, 
tmnk  is  to  be  somewhat  unfair  to  tl 
members  of  the  Finance  Committee. 


Mr.  SMATHERS.  Mr.  President,  will 
the  Senator  yield? 

Mr.  McCarthy.  I  yield  to  the  Sen¬ 
ator  from  Florida. 

Mr.  SMATHERS.  I  wish  to  associ¬ 
ate  myself  with  the  remarks  made  by 
the  able  Senator  from  Minnesota. 

There  are  130  million  savings  accounts 
in  America.  These  savings  are  in  insur¬ 
ance  policies,  in  savings  and  loan  institu¬ 
tions,  commercial  banks,  as  well  as  in 
credit  accounts. 

I  do  not  believe  that  those  people  are 
all  cheaters,  chiselers,  tax  avoiders,  or 
tax  dodgers.  The  Senator  from  Tennes¬ 
see  can  call  them  that  if  he  wishes  to, 
but  the  Senator  from  Florida  does  not 
call  them  that.  These  people  had  no 
knowledge  that  they  were  required  to 
report  such  income  for  tax  purposes. 
Many  of  these  accounts  are  small.  No 
one  is  condoning  tax  avoidance.  The 
notification  system  will  prove  adequate 
to  inform  these  individuals  of  the 
amount  of  interest  they  receive  which 
should  be  reported  on  their  returns  for 
tax  purposes. 

I  think,  in  regard  to  this  problem,  as 
we  have  said  previously  and  as  the  Sen¬ 
ate  Finance  Committee  believes,  if  these 
people  know  they  are  to  report  the  $8 
of  interest  they  get  a  year  for  tax  pur¬ 
poses,  the  majority  of  them  will  do  so. 

The  Senator  can  speak  for  his  con¬ 
stituents  in  Tennessee.  So  far  as  I  am 
concerned,  I  do  not  charge  the  savers 
in  Florida  with  being  tax  chiselers  and 
tax  dodgers,  even  though  the  Senator 
from  Tennessee  might  wish  to  say  that 
about  his  own  constituents,  and  even 
though  the  Washington  Post  might  wish 
to  say  that  about  the  people  of  the  Dis¬ 
trict  of  Columbia. 

I  associate  myself  with  the  remarks  by 
the  Senator  from  Minnesota. 

Mr.  MCCARTHY.  Mr.  President,  I 
add,  with  reference  to  the  action  taken 
by  the  committee  with  respect  to  ex¬ 
pense  accounts,  that  this  is  a  very  diffi¬ 
cult  area  in  which  to  legislate.  The  basic 
law,  I  think,  establishes  quite  clearly 
that  no  businessman  is  to  charge  off  as 
a  business  expense  what  is  not  a  busi¬ 
ness  expense. 

The  significant  action  taken  by  the 
committee,  I  think,  was  to  reject  the 
Cohan  rule,  under  which  the  burden  of 
proof  with  regard  to  deductions  was 
placed  on  the  Government,  and  to  turn 
it  back  and  to  say  that  the  businessman 
who  takes  a  deduction  must  justify  it, 
himself.  This,  together  with  existing 
practices  and  existing  regulations,  and 
some  minor  changes  in  the  language  in 
the  amendment  as  the  committee  recom¬ 
mended  it  to  the  Senate,  I  think  will 
give  to  the  Internal  Revenue  Serivce 
genuine  and  effective  weapons  to  be  used 
to  get  at  those  who  are  really  tax  dod¬ 
gers,  those  who  are  not  paying  the  taxes 
on  the  income  on  which  they  should  pay 
taxes,  and  those  who  are  taking  deduc¬ 
tions  which  are  not  legal,  which  are  not 
justified,  which  are  not  warranted. 

Certainly  I  think  the  intent  of  the 
committee — and  that  intent  will  be  sus¬ 
tained  by  the  Senate,  I  believe — is  quite 
clear.  With  proper  and  thorough  ad¬ 
ministration,  the  worst  abuses  will  be 
eliminated. 


August  31 

Mr.  GORE.  Mr.  President,  will  the 
Senator  yield? 

Mr.  MCCARTHY.  Yes,  I  yield  to  my 
friend  from  Tennessee. 

Mr.  GORE.  The  “rebout”  which  I 
have  suggested  will  be  on  the  provisions 
in  the  bill  which  would  permit  the  con¬ 
tinuation  of  expense  account  abuses. 
Lest  there  be  some  mistake  about  the 
existence  of  abuses,  I  wish  to  call  the 
Senator’s  attention  once  again  to  the 
fact  that  in  the  first  tax  message  to  the 
Congress  by  President  Kennedy  he  said : 

In  recent  years  widespread  abuses  have 
developed  through  the  use  of  the  expense 
account. 

He  went  on  to  say: 

This  is  a  matter  of  national  concern,  af¬ 
fecting  not  only  our  public  revenues,  our 
sense  of  fairness  and  our  respect  for  the  tax 
system,  but  our  moral  and  business  practices 
as  well.  This  widespread  distortion  of  our 
business  and  social  structure  is  largely  a 
creature  of  the  tax  system,  and  the  time  has 
come  when  our  tax  laws  should  cease  their 
encouragement  of  luxury  spending  as  a 
charge  on  the  Federal  Treasury.  The  slogan 
“It  Is  deductible”  should  pass  from  the  scene. 

He  said  also: 

In  other  cases  deductions  are  obtained  by 
disguising  personal  expenses  as  business  out¬ 
lays. 

What  I  have  pointed  out  and  proven 
unmistakably  is  that  the  provision  of  the 
Senate  amendment,  as  described  in  the 
Senate  committee  report,  permits  con¬ 
tinuation  of  expense  account  abuses. 
Neither  the  ranking  Republican  mem¬ 
ber,  nor  the  Senator  in  charge  of  the  bill, 
the  Senator  from  Oklahoma  [Mr.  Kerr], 
would  defend  the  provision  of  the  report 
but  it  has  now  been  voted  into  the  bill. 
It  would  permit  continuation  of  the  very 
kind  of  expense  account  abuses  of  which 
the  President  complains  and  described 
as  a  national  concern.  I  shall  offer  an 
amendment  to  correct  the  bill  in  these 
regards.  I  invite  the  President,  and 
every  Democrat  and  every  Republican 
Senator  to  choose  sides  and  determine 
whether  he  wants  to  defend  the  public 
interest  against  these  special  interest 
provisions  now  in  the  bill. 

Mr.  MCCARTHY.  I  am  glad  the  Sen¬ 
ator  has  given  me  the  simple  choice  be¬ 
tween  the  public  interest  and  special  in¬ 
terest.  That  is  the  choice  he  has  been 
giving  to  us  for  about  2  months.  I  think 
I  have  been  making  my  choices  on  the 
basis  of  a  somewhat  responsible  con¬ 
science  and  as  one  who  is  reasonably  in¬ 
formed  and  is  as  much  concerned  about 
corruption  in  Government  or  corruption 
in  our  country  as  the  Senator  from  Ten¬ 
nessee. 

I  do  not  say  that  he  has  proven  his 
case  with  the  absoluteness  that  he  de¬ 
clares  he  has  proven  it.  The  subject  has 
been  considered  in  the  committee  and  it 
is  now  being  considered  on  the  floor  of 
the  Senate.  I  will  be  glad  to  have  an¬ 
other  vote  on  the  issue. 

The  debate  has  reached  the  point  at 
which  the  best  commentary  I  can  recall 
is  that  of  Mr.  Dooley,  a  political  com¬ 
mentator  who  lived  back  around  the  be¬ 
ginning  of  this  century.  He  wrote  some 
rather  good  things  on  life  in  America 
and  American  politics.  One  of  his  essays 
was  entitled  “National  Housecleaning.’* 
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Hennessy  opened  the  discussion,  say¬ 
ing: 

It  looks  to  me  as  though  this  counthry  was 
goin’  to  th’  dlvvle. 

Dooley  said: 

Put  down  that  magazine.” 

I  might  have  said  to  my  friend  the 
Senator  from  Tennessee,  “Will  you  put 
down  the  New  York  Times  and  the 
Washington  Post?  Put  aside  those 
editorials.” 

Mr.  Dooley  then  said : 

Now  d’ye  feel  betther?  I  hought  so. 

Then  the  story  continues  for  several 
pages.  Finally  the  conversation  got 
around  to  the  question  of  housecleaning. 

I  should  like  to  quote  for  the  Record 
what  Mr.  Dooley  had  to  say  upon  that 
subject: 

"It  reminds  me,  Hinnissy,  iv  th’  time  I 
lived  at  a  boardin’-house  kept  be  a  lady  be 
th’  name  iv  Doherty.  She  was  a  good  woman, 
but  her  idee  iv  life  was  a  combination  iv 
pneumony  an’  love.  She  was  niver  still.  Th’ 
sight  iv  a  spot  on  th’  wall  where  a  gintelman 
boorder  had  laid  his  head  after  dinner  would 
give  her  nervous  prostration.  She  was  al¬ 
ways  polishin’,  scrubbin’,  sweepin’,  airin’. 
She  had  a  plumber  in  to  look  at  th’  dhrains 
twice  a  week.  Fifty-two  times  a  year  there 
was  a  rivolution  in  th’  house  that  wud’ve 
made  th’  Czar  iv  Rooshya  want  to  go  home 
to  rest.  An’  yet  th'  house  was  niver  really 
clean.  It  looked  as  if  it  was  to  us.  It  was 
so  clean  that  I  always  was  ashamed  to  go 
into  it  onless  I’d  shaved.  But  Mrs.  Doherty 
said  no;  it  was  like  a  pig-pen.  ‘I  don’t  know 
what  to  do,’  says  she.  ‘I’m  worn  out,  an’  it 
seems  impossible  to  keep  this  house  clean.’ 
‘What  is  th’  trouble  with  it?’  says  he.  ‘Mad¬ 
am,’  says  me  frind  Gallagher,  ‘wud  ye  have 
me  tell  ye?’  he  says.  ‘I  wud,’  says  she.  ‘Well,’ 
says  he,  ‘th’  throuble  with  this  house  is  that 
it  is  occypied  entirely  be  human  bein’s,’  he 
says.  ‘If  ’twas  a  vacant  house,’  he  says,  ‘it 
cud  aisily  be  kept  clean,’  he  says. 

I  would  suggest  that  the  Senator  from 
Tennessee,  who  is  quite  properly  con¬ 
cerned  about  what  he  thinks  is  corrup¬ 
tion  and  what  in  some  cases  is  real  cor¬ 
ruption  and,  at  least  in  his  judgment, 
the  lack  of  regard  for  what  he  considers 
to  be  the  facts  and  the  failure  of  the 
rest  of  the  Senate  to  respond  to  that 
pressing  need,  that  in  his  spare  time  he 
give  some  attention  to  Mr.  Dooley. 

Mr.  GORE.  Mr.  President,  will  the 
Senator  yield? 

Mr.  McCarthy.  I  am  glad  to  yield 
to  the  Senator  from  Tennessee. 

Mr.  GORE.  I  have  enjoyed  the  por¬ 
tions  of  the  delightful  essay  read  by  the 
distinguished,  scholarly  Senator  from 
Minnesota.  He  read  some  very  per¬ 
tinent  references  to  human  beings, 
people,  and  house  cleaning. 

I  am  willing  to  put  down  the  editorials. 
But  what  I  wish  to  raise  ever  before  the 
Senate  concerning  this  issue  is  the  pub¬ 
lic  conscience.  It  must  be  outraged  by 
the  action  of  the  Senate  in  approving 
an  amendment  which  would  permit  a 
continuation  of  the  widespread  and  scan¬ 
dalous  abuses  and  tax  avoidance  through 
the  “disguising  of  personal  expenses  as 
business  outlays,”  as  the  President  said. 

It  is  not  for  the  junior  Senator  from 
Tennessee  to  suggest  a  house  cleaning. 
I  am  suggesting,  not  a  house  cleaning, 
but  some  soul  searching  on  the  part 
of  the  Members  of  this  body,  in  which 


the  voice  of  the  people  is  theoretically 
spoken.  I  am  suggesting  that  the  repre¬ 
sentatives  of  the  people  speak  the  true 
voice  of  the  people.  It  is  not  the  Amer¬ 
ican  people  as  a  whole  who  benefit  by 
the  special  gimmick  of  abuse  of  expense 
accounts.  It  is  a  privileged  few,  largely 
the  corporate  insiders  who,  as  the  Presi¬ 
dent  has  said,  disguise  personal  expenses 
with  business  outlays.  It  may  well  be 
that  if  Senators  do  not  heed  the  public 
conscience,  it  may  occur  to  the  American 
people  to  do  some  house  cleaning  them¬ 
selves.  The  junior  Senator  from  Ten¬ 
nessee  did  not  suggest  it,  but  since  the 
distinguished  Senator  has  read  that  de¬ 
lightful  literary  gem,  it  might  occur  to 
the  American  people. 

Mr.  MCCARTHY.  It  may  well  be,  but 
I  think  it  is  a  fair  proposition  that  we 
should  not  be  prejudiced  by  the  Senator 
from  Tennessee,  who  seems  to  have  dis¬ 
covered  that  he  is  the  voice  of  the  peo¬ 
ple.  He  may  have  a  special  gift.  I  do 
not  have  this  gift.  There  are  some  peo¬ 
ple  who  seem  to  have  what  the  Scripture 
terms  the  power  of  discernment  of 
spirits,  or  the  reading  of  spirits,  in  that 
they  understand  and  speak  the  will  of 
the  people.  There  are  Members  of  the 
Senate  who  say  they  speak  for  the  ma¬ 
jority  of  the  people  of  the  country.  I 
do  not  know  how  they  have  discovered 
that.  On  the  other  hand,  I  think  it  is 
best  to  proceed  by  examining  a  problem 
and  by  coming  to  a  mastery  of  the  many 
facts  that  are  available,  and  on  that 
basis  to  make  a  reasonable  judgment. 

That  has  been  the  procedure  in  the  Fi¬ 
nance  Committee,  to  examine  all  the 
facts.  I  believe  we  are  aware  of  the 
problem  of  the  abuse  of  the  expense  ac¬ 
count,  and  we  have  tried  to  give  the 
Internal  Revenue  Service  the  kind  of  au¬ 
thority  which  we  think  we  ought  to  give 
to  them,  and  give  it  to  them  in  a  meas¬ 
ure — not  perhaps  by  way  of  arbitrary, 
absolute  power,  because  there  is  always 
danger  in  handing  over  that  kind  of 
power  to  an  executive  agency — to  give 
them,  in  other  words,  a  reasonable  ex¬ 
tension  of  power,  with  some  clarification 
of  the  bill,  so  that  they  can  proceed  in  an 
intelligent  way. 

It  was  the  intention  of  the  majority  of 
the  committee  to  take  action  that  will 
be  effective. 

It  is  rather  distressing  to  find  in  the 
Senate  that  it  is  considered  to  be  almost 
undemocratic  to  vote  with  the  majority. 
I  rather  had  the  impression  that  it  was 
one  of  the  fundamental  tenets  of  democ¬ 
racy  that  the  majority  position  was  to 
be  given  not  only  attention,  but  that  it 
also  was  credited  with  some  moral 
strength,  and  that  it  was  accepted  that 
if  people  were  given  information,  there 
was  enough  good  will,  so  that  there 
would  be  progress  toward  a  good  society. 

We  have  apparently  reached  the  point 
where  we  must  apologize  for  voting  with 
the  majority.  It  is  as  though  by  doing 
that  we  were  violating  the  democratic 
processes. 

Mr.  GORE.  Mr.  President,  will  the 
Senator  yield? 

Mr.  McCarthy.  I  yield. 

Mr.  GORE.  In  the  case  of  the  expense 
account  amendment  an  apology  to  the 
American  people  might  well  be  in  order. 


Mi-.  MCCARTHY.  I  do  not  intend  to 
apologize.  The  Senator  from  Tennessee 
certainly  owes  several  apologies,  but  I 
will  not  insist  on  them  I  am  not  dis¬ 
turbed  by  his  criticism.  I  think  the  Sen¬ 
ate  is  called  upon  to  justify  its  action  to 
the  people,  but  not  called  upon  to  apolo¬ 
gize  for  anything  the  Finance  Commit¬ 
tee  has  done  with  regard  to  the  bill,  or 
what  the  Senate  has  done  on  the  bill. 
It  may  be  that  some  explanation  may  be 
necessary. 

Mr.  PROXMIRE.  Mr.  President,  will 
the  Senator  yield? 

Mr.  McCarthy.  I  yield. 

Mr.  PROXMIRE.  Is  it  correct  to  say 
that  the  amendment  of  the  Senator  from 
Minnesota  deals  with  section  12? 

Mr.  MCCARTHY.  That  is  correct. 

Mr.  PROXMIRE.  As  I  understand, 
the  estimates  that  have  been  made  show 
that  the  Finance  Committee  version 
would  gain  revenue  over  the  present  law 
of  $85  million.  Is  that  correct? 

Mr.  MCCARTHY.  Yes;  that  is  a  rough 
estimate.  It  is  a  very  rough  estimate. 
I  have  little  basis  for  it. 

Mr.  PROXMIRE.  Does  the  Senator 
from  Minnesota  have  any  informa¬ 
tion  for  the  Senate  as  to  how  his  amend¬ 
ment  would  affect  Treasury  revenues? 

Mr.  MCCARTHY.  A  very  rough  esti¬ 
mate  shows  that  the  increase  would  be 
about  $50  million. 

Mr.  PROXMIRE.  It  would  be  a  re¬ 
duction  of  $35  million  below  what  the 
committee  recommends,  would  it  not? 

Mr.  MCCARTHY.  Yes. 

Mr.  PROXMIRE.  I  thank  the  Senator. 

Mr.  MCCARTHY.  I  yield  5  minutes  to 
the  Senator  from  New  York. 

Mr.  JAVITS.  Mr.  President,  it  is  my 
belief  that  the  provisions  contained  in 
section  12  of  the  committee  version  of  the 
tax  bill  would  discourage  the  considera¬ 
tion  of  economic  advantage  as  the  basis 
for  oversea  investment  decisions  by  U.S. 
business.  As  the  result  of  the  “escape 
clause”  provisions,  the  discouragement  of 
such  considerations  would  affect  most 
heavily  new  investors  who  had  not  yet 
built  up  an  earning  base  overseas  and 
would  need  to  accumulate  a  larger 
amount  of  earnings  for  capital  reinvest¬ 
ment. 

Bluntly  speaking,  the  effect  of  this  sec¬ 
tion  would  be  to  cause  the  very  thing 
which  the  administration  is  trying  to 
avoid:  It  would  make  tax  considerations 
paramount  in  investment  decisions. 

Further,  it  would  do  the  opposite  of 
what  the  administration  claims  for  it: 
It  would  soon  worsen  our  balance-of- 
payments  situation  and  it  would  place 
U.S.  businesses — investors  and  export¬ 
ers — at  a  serious  disadvantage  in  their 
competition  with  foreigners  for  a  foreign 
economic  base  and  for  export  markets. 

Although  it  is  freely  conceded  by  the 
administration  that  the  returns  from 
our  oversea  investments  exceed  the  an¬ 
nual  outflow,  I  should  like  to  refresh 
our  memory  and  therefore  ask  unani¬ 
mous  consent  to  insert  in  the  Record  the 
latest  statistics,  showing  that  from  1950 
through  1961  dividend  and  interest  in¬ 
come  from  our  oversea  investments  ex¬ 
ceeded  the  outflow  of  new  capital  by  a 
total  of  $8.6  billion.  In  1962  alone,  the 
difference  came  to  $1.2  billion.  These 
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are  U.S.  Department  of  Commerce  fig¬ 
ures. 

There  being  no  objection,  the  table 
was  ordered  to  be  printed  in  the  Record, 
as  follows: 

Dollar  infloio  and  outflow  to  direct  invest¬ 
ment  companies  abroad,  1950-61 


[Millions  of  dollars] 


Year 

Direct  in¬ 
vestment 
outflow 

Dividends 
and  inter¬ 
est  inflow 

Net  inflow 

1950.... . 

621 

1,294 

673 

1951 . 

528 

1,  492 

964 

1952 . 

850 

1,  419 

569 

1953 . . . . 

751 

1,442 

721 

1964 . . . 

664 

1,  725 

1,061 

1955.. . 

779 

1,912 

1,133 

1956 . . 

1,859 

2,120 

201 

1957 . 

2,482 

2,249 

(233) 

1968 . 

1,181 

2,140 

959 

1969 _ _ 

1,372 

2,206 

834 

1960 . . 

1,694 

2,348 

654 

1961 . 

1,467 

2,672 

1,205 

Total . 

14,  218 

23,019 

8,601 

Note. — (1)  Data  from  Department  of  Commerce. 
(2)  Covers  all  areas  and  all  activities,  branches,  and 
subsidiaries.  (3)  Unremitted  branch  earnings  are  in¬ 
cluded  in  both  outflow  and  inflow  columns. 

Mr.  JAVITS.  Mr.  President,  the  ad¬ 
ministration  contends  that  it  is  invest¬ 
ment  in  Western  Europe  which  is  not 
producing  a  sufficient  return  as  com¬ 
pared  to  outflow.  The  facts  are  that  the 
dividend  and  interest  inflow  from  the 
European  Economic  Community  coun¬ 
tries  has  steadily  increased  between  1950 
and  1961  from  $22  million  annually  to 
$197  million — a  ninefold  increase.  In 
the  meantime,  investment  outflow  to 
that  area  has  increased  from  $59  million 
in  1950  to  $270  million  in  1961 — less  than 
a  fivefold  increase.  It  is  clear  that  a 
further  large  increase  in  returns  will 
occur  when  our  more  recent  investments 
begin  to  pay  off  fully  in  the  near  future. 
But  these  investments  must  be  kept  com¬ 
petitive  by  a  continued,"  economically 
based  program  of  expansion.  We  can¬ 
not  afford  to  let  decisions  taken  in  re¬ 
sponse  to  tax  considerations  hamper 
this  program,  lest  our  investments  be¬ 
come  unproductive  and  contract  our 
ability  to  earn  foreign  exchange.  Mr. 
President,  I  ask  unanimous  consent  to 
have  inserted  in  the  Record  Commerce 
Department  statistics  on  our  investments 
in  the  European  Economic  Community 
and  the  United  Kingdom. 

There  being  no  objection,  the  statistics 
were  ordered  to  be  printed  in  the  Rec¬ 
ord,  as  follows: 

Dollar  inflow  and  outflow  on  direct  invest¬ 
ment  in  the  European  Economic  Com¬ 
munity  members  and  the  United  Kingdom, 
1950-61 


[Millions  of  dollars] 


Year 

Divi¬ 

dends 

and 

interest 

inflow 

Direct 

invest¬ 

ment 

outflow 

Net 

inflow 

1950: 

United  Kingdom . 

European  Economic 

73 

49 

24 

Community . 

1951: 

United  Kingdom . 

European  Economic 

22 

59 

(37) 

74 

21 

53 

Community . 

1952: 

29 

28 

1 

United  Kingdom  __ 
European  Economic 

78 

(19) 

97 

Community.  . 

32 

8 

24 

Dollar  inflow  and  outflow  on  direct  invest¬ 
ment  in  the  European  Economic  Com¬ 
munity  members  and  the  United  Kingdom, 
1950-61 — Continued 


[Millions  of  dollars] 


Year 

Divi¬ 

dends 

and 

interest 

inflow 

Direct 

invest¬ 

ment 

outflow 

Net 

inflow 

1953: 

United  Kingdom . 

90 

(3) 

93 

European  Economic 
Community . . 

33 

36 

(3) 

1954: 

United  Kingdom . 

114 

15 

99 

European  Economic 
Community . 

51 

16 

35 

1965: 

United  Kingdom _ 

149 

32 

117 

European  Economic 
Community _ 

82 

76 

6 

1956: 

United  Kingdom _ 

210 

282 

72 

Europ  eanE  conom  ic 
Community _ 

70 

145 

75 

1957: 

United  Kingdom..  .. 

173 

172 

1 

European  Economic 
Community _ 

83 

96 

(13) 

1958: 

United  Kingdom . 

192 

63 

129 

European  Economic 
Community _ .... 

81 

106 

(25) 

1959: 

United  Kingdom . 

231 

190 

41 

European  Economic 
Community _ 

134 

180 

(46) 

1960: 

United  Kingdom _ 

217 

589 

(371) 

European  Economic 
Community . . 

144 

282 

(138) 

1961: 

United  Kingdom _ 

258 

188 

70 

European  Economic 
Community . 

197 

270 

(73) 

Mr.  JAVTTS.  Mr.  President,  these 
data  do  not  include  the  other  direct 
earnings  of  dollars  deriving  from  U.S. 
oversea  investments — from  exports  di¬ 
rectly  to  subsidiaries,  from  capital  goods 
which  we  export  to  build  the  oversea 
factories  in  which  we  invest,  from  royal¬ 
ties  and  from  direct  transfers. 

Above  all,  however,  it  gives  no  indica¬ 
tion  of  the  subtle  but  all-pervasive  fac¬ 
tors  which  accompany  our  holdings  over¬ 
seas  and  which  are  primary  determi¬ 
nations  of  our  international  economic 
power.  These  relate  primarily  to  the 
presence  of  U.S.  goods,  factories,  techni¬ 
cians,  and  interests  overseas,  and  to  the 
increasing  amount  of  vital  information 
which  we  gather  by  our  very  daily  con¬ 
tacts  with  our  oversea  competitors  in 
their  own  environments.  On  this  last 
point,  I  wish  to  make  just  one  remark: 
After  World  War  n — and  right  up  un¬ 
til  now,  as  far  as  the  developing  nations 
are  concerned — we  had  to  bring  their 
people  over  here  to  show  them  our  tech¬ 
niques  of  doing  business  or  we  had  to 
send  our  personnel  into  their  countries. 
This  was  an  important  part  of  foreign 
aid  and  it  was  necessary  because  they 
had  little  of  their  own  sources  of  infor¬ 
mation  over  here. 

Mr.  President,  now  the  time  has  come 
for  us  to  learn  from  them.  Let  us  not 
cut  off  the  sources  of  our  own  informa¬ 
tion. 

Mr.  President,  this  matter  of  the  tax 
on  foreign  operations  of  American  bus¬ 
iness  suffers  from  one  thing  more  than 
from  anything  else,  and  that  is  the  ob¬ 
vious  inability,  because  it  seems  like  a 
complicated  subject,  to  make  clear  how 
vitally  important  it  really  is  in  terms  of 
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the  country  and  in  terms  of  the  coun¬ 
try’s  business  community.  I  know  of 
very  little  that  has  roused  the  business 
community  as  much  as  this,  and  quite 
justly  so.  It  involves  not  only  business 
operations  in  terms  of  its  own  economic 
possibility,  but  it  involves  as  well  the 
capability  of  the  United  States  to  wage 
the  struggle  in  the  cold  war.  It  involves 
also  competition  between  American  bus¬ 
iness  and  the  business  of  other  coun¬ 
tries. 

Perhaps  the  best  example  that  is  avail¬ 
able  is  what  I  have  ascertained — and 
which  is  of  great  economic  importance — 
namely,  the  fact  that  the  excess  of  the 
net  return  from  our  investments  abroad, 
that  is,  our  private  investments  abroad, 
aggregates  $8V2  billion  since  1950.  Let 
me  repeat  that,  because  I  believe  it  is 
a  critical  figure — $8y2  billion  in  net  in¬ 
come  has  been  received  in  the  United 
States  over  and  above  foreign  private 
investments  in  a  12-year  period.  The 
income  from  private  investments  abroad 
is  now  running  in  the  area  of  $2,700 
million  a  year. 

Every  year  since  1950 — with  the  ex¬ 
ception  of  one  year,  1957 — the  inflow  of 
dividends  and  interest  from  private  U.S. 
investments  overseas  has  exceeded  the 
outflow  by  a  tremendous  amount. 

Secondly,  we  are  meeting  very*  keen 
competition  from  all  the  nations  abroad, 
especially  from  the  industrialized  na¬ 
tions. 

We  are  living  in  a  working  and  active 
world,  and  it  seems  to  me  it  would  be 
most  unwise  to  disadvantage  ourselves 
in  this  way  by  this  kind  of  provision. 

Let  us  remember  that  no  matter  what 
escape  valves  are  provided  here,  the  fact 
is  that  basically  this  tax  law,  which  we 
would  be  enacting,  would  impose  an  obli¬ 
gation  upon  businessmen,  whether  cor¬ 
porate  or  personal,  which  is  unusual  and 
unprecedented. 

Therefore,  whatever  else  we  do  by  way 
of  exemptions,  the  fundamental  ap¬ 
proach  is  wrong  and  will  stifle  and  in¬ 
hibit  foreign  private  investment,  which 
it  is  to  the  interest  of  our  Nation  to 
encourage. 

Let  us  see,  for  example,  how  U.S. 
business  will  be  hurt.  I  speak  of  all 
U.S.  business,  not  only  personal  hold¬ 
ing  companies,  but  all  business. 

It  will  be  hurt,  first,  because  the  ex¬ 
clusion  for  oversea  manufacturing  sub¬ 
sidiaries  only  covers  income  from  sales 
in  the  country  of  manufacture,  and  U.S. 
firms,  in  order  to  sell  throughout  the 
Common  Market  would  have  to  manu¬ 
facture  in  each  country.  Their  com¬ 
petitors,  on  the  other  hand,  could  sell 
throughout  the  Common  Market  area 
from  one  large,  efficient,  centrally  located 
plant. 

Second,  U.S.  firms  attempting  to  sell 
throughout  the  Common  Market  area 
would  be  faced  with  paying  a  current 
tax  of  at  least  52  percent  on  the  sales 
profits.  European  companies,  on  the 
other  hand,  may  sell,  for  example, 
through  a  Swiss  subsidiary,  and  pay  a 
current  tax  of  between  10  and  15  per¬ 
cent,  with  the  remainder  of  their  profits 
available  for  increased  advertising,  pro- 
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motion  expenses,  replenishing  of  inven¬ 
tories,  and  so  forth. 

Let  us  remember  that  under  the  sys¬ 
tem  which  would  be  established  by  the 
bill,  if  it  is  passed,  we  would  not  even 
allow  for  amortizing  on  debt  and  other 
responsibilities  of  that  character,  for 
which  very  important  reserves  are  neces¬ 
sary,  let  alone  the  question  of  develop¬ 
ment.  So  by  that,  and  by  the  so-called 
minimum  distribution  test,  incorporated 
in  the  bill,  American  business,  as  con¬ 
trasted  with  European  business,  would  be 
disadvantaged. 

And,  most  important,  this  whole  tax 
provision  would  be  very  bad  for  new 
firms,  one  of  the  great  problems.  We 
have  to  let  the  right  hand  know  what 
the  left  hand  is  doing.  In  other  words, 
what  we  do  with  the  tax  bill  will  directly 
and  materially  affect  the  trade  bill,  which 
will  come  right  along  on  the  heels  of  the 
tax  bill.  This  tax  provision  will  inhibit 
the  very  thing  we  are  trying  to  encour¬ 
age;  namely,  to  have  more  companies 
engage  in  foreign  trade  and  foreign  pro¬ 
ductivity,  which  the  trade  bill  is  designed 
to  encourage.  The  Senator  from  Min¬ 
nesota  [Mr.  McCarthy]  gave  the  figures 
yesterday.  It  is  absolutely  remarkable, 
and  few  people  realize  it,  that  only  5  per¬ 
cent  of  American  companies  are  actually 
engaged  in  any  foreign  operation.  We 
want  to  have  more  engage  in  it.  Yet  this 
very  tax  bill  will  inhibit  new  concerns, 
as  against  more  established  concerns, 
because  the  real  effect  of  the  so-called 
escape  valve  is  to  make  it  easier  to  op¬ 
erate  within  the  confines  of  this  bill  for 
firms  which  have  well-established  op¬ 
erations  and  have  been  operating  for  a 
very  long  time,  but  will  make  it  prac¬ 
tically  impossible  for  newly  established 
firms,  which  do  not  have  such  a  back¬ 
ground  in  that  regard,  to  operate. 

Finally,  there  is  an  artificial  distinc¬ 
tion  between  developed  countries  and 
less  developed  countries.  For  example, 
the  bill  does  not  allow  a  flow  of  earn¬ 
ings  from  the  industrial  countries,  where 
the  most  capital  can  be  divided  into 
underdeveloped  countries,  because  it  re¬ 
quires  the  income,  in  order  to  be  free  of 
this  very  onerous  tax  burden,  not  only 
to  be  earned  in  underdeveloped  coun¬ 
tries,  but  to  originate  from  investment 
which  was  made  there.  So  it  is  a  double 
inhibition,  emphasizing  the  difficulty  of 
causing  a  flow  of  earned  capital  to  take 
place  between  developed  country  A  and 
underdeveloped  country  B. 

It  seems  to  me  that  if  there  was  any¬ 
thing  which  instructed  us  to  turn  down 
this  particular  provision,  it  was  that 
absolutely  artificial  distinction  which 
runs  counter  to  everything  our  country 
is  trying  to  do,  which  is  to  stimulate 
American  private  investment  abroad.  It 
seems  to  me  this  has  been  much 
maligned  and  much  too  little  understood 
in  terms  of  its  value  to  the  whole  Ameri¬ 
can  struggle  for  freedom  abroad.  It  is 
very  clear — and  every  analysis  shows  it, 
whether  it  be  the  analysis  of  the  United 
Nations,  of  the  International  Bank  for 
Reconstruction  and  Development,  of  the 
International  Finance  Corporation  or  of 
the  Inter-American  Development  Bank — 
that  if  we  depend  for  the  development 
of  underdeveloped  countries  upon  capi¬ 


tal  put  up  by  governments,  including  the 
U.S.  Government,  we  will  never  make 
it,  and  that  our  struggle  against  commu¬ 
nism  will  be  in  very  grave  jeopardy  and 
will  very  likely  be  unsuccessful  in  terms 
of  the  development  of  the  less  developed 
countries. 

For  example,  can  any  Senator  say  to 
himself,  legitimately  and  honestly,  that 
the  U.S.  Congress  will  vote  more  than, 
roughly,  $2  billion  a  year,  which  we  are 
now  voting,  for  economic  aid?  We  all 
know  that  Congress  will  not  do  that.  As 
a  matter  of  fact,  it  will  not,  because 
that  amount  just  seems  to  fit  the  con¬ 
gressional  conscience.  Yet  that  amount 
is  not  enough — every  survey  shows  it — 
to  gear  up  and  move  forward  a  standard 
of  living  in  the  less  developed  countries 
in  an  amount  which  would  at  least  be 
satisfactory  in  relation  to  the  advance  in 
developed  countries.  The  big  justifica¬ 
tion  is  that  developed  countries  are  de¬ 
veloping  faster,  and  the  underdeveloped 
countries,  in  relation  to  the  developing 
countries,  are  practically  standing  still. 

In  other  words,  the  situation  of  dis¬ 
similarity,  which  is  too  often  phrased  in 
terms  of  imperialism,  although  it  is  not, 
is  being  emphasized  and  accented,  in¬ 
stead  of  being  reduced. 

The  bill,  by  its  inhibitions  and  restric¬ 
tions,  tries  to  achieve  a  minor  national 
objective  which  is  almost  myopic  in  its 
influence.  All  we  need  to  look  at  are 
the  tax  consequences,  which,  as  has  just 
been  explained,  amount  to  a  few  tens  of 
millions  of  dollars  a  year,  to  see  the 
insignificance  of  this  objective  compared 
to  the  potential  damage  to  the  trade  pro¬ 
gram,  the  whole  foreign  investment  pro¬ 
gram,  and  the  whole  development  of  the 
underdeveloped  areas  program,  which 
represent  a  political  objective  which  can 
be  looked  at  in  terms  of  billions  of  dol¬ 
lars,  because  it  involves  the  defense  and 
security  of  the  United  States  and  the  rest 
of  the  free  world.  It  is  completely  over¬ 
looked,  but  is  very  urgent,  in  this  par¬ 
ticular  tax  provision. 

So  I  emphasize,  again  and  again,  the 
importance  of  this  provision.  Here  we 
are  trying  to  get  a  private  enterprise 
system  into  the  foreign  aid  picture,  to 
take  its  proper  part,  to  help  the  load  to 
be  carried,  and  to  make  available  re¬ 
sources  which  are  absolutely  essential  to 
success. 

It  is  the  people  who'  invest,  whose  busi¬ 
ness  judgment  and  ability  this  provision 
will  inhibit  or  not  inhibit.  Especially 
am  I  concerned  by  the  fact  that  it  in¬ 
hibits  the  very  new,  the  very  young,  the 
very  ambitious  elements  which  we  should 
be  encouraging  to  move  into  this  field. 

By  way  of  alternative,  the  amend¬ 
ment  offered  by  the  Senator  from  Min¬ 
nesota  [Mr.  McCarthy]  and  me  deals 
with  this  problem  in  a  most  rational  way. 
It  catches  the  personal  holding  com¬ 
pany  tax  haven  at  the  complete  discre¬ 
tion  of  the  collector  of  internal  reve¬ 
nue.  He  is  the  person  who  can  start 
the  proceeding  with  respect  to  an  im¬ 
proper  accumulation  of  earnings  in  any 
country  in  the  world,  so  far  as  Amen- 
cans  are  concerned.  The  burden  of  proof 
is  then  not  upon  the  collector  but  upon 
the  person  from  whom  he  is  seeking  to 
collect.  It  seems  to  me  that  that  would 


be  a  very  tight  way  to  administer  this 
provision  so  as  to  get  the  most  out  of  it. 
It  should  catch  every  one  of  the  people 
who  we  think  are  guilty  of  improperly 
avoiding  or  evading  the  payment  of 
taxes.  At  the  same  time,  it  will  not  warp 
or  destroy  the  economic  system,  so  far 
as  economic  policy  is  concerned. 

Mr.  President,  the  situation  is  impor¬ 
tant  enough  to  warrant  every  Senator 
being  in  his  seat  when  the  vote  is  taken. 
Senators  must  understand  that  the  po¬ 
litical  and  economic  consequences  will 
be  far  more  important  than  the  tax 
consequences  which  will  flow  from  mak¬ 
ing  a  mistake  of  this  nature,  especially 
as  we  have  a  very  feasible,  practical, 
realistic  alternative  to  juxtapose  to  it. 
As  nowr  in  the  bill,  this  provision  would 
not  be  in  the  national  interest — apart 
from  taxes,  where  it  does  not  mean  very 
much  either  way.  I  hope  very  much  that 
the  amendment  which  has  been  proposed 
by  the  Senator  from  Minnesota  [Mr. 
McCarthy]  and  me  will  be  adopted. 

As  the  bill  now  is  before  us,  it  is  pro¬ 
posed  that,  with  one  and  the  same  mo¬ 
tion,  with  complete  blindness  to  what  is 
really  at  stake,  we  pass  a  law  which  can 
have  very  little  financial  effect  in  abso¬ 
lute  terms  on  the  question  of  tax  reve¬ 
nue,  but  could  completely  inhibit,  abroad, 
the  national  policy  of  the  United  States, 
which  is  to  encourage  oversea  private 
investment. 

Mr.  President,  in  view  of  the  absence 
of  most  Senators  from  the  Chamber,  I 
suggest  the  absence  of  a  quorum. 

The  PRESIDING  OFFICER.  To 
whose  time  will  the  time  for  the  quorum 
call  be  charged? 

Mr.  JAVITS.  Mr.  President,  I  ask 
unanimous  consent  that  the  time  for  the 
quorum  call  not  be  charged  to  either 
side. 

The  PRESIDING  OFFICER.  Is  there 
objection?  The  Chair  hears  none,  and 
it  is  so  ordered.  The  clerk  will  call  the 
roll. 

The  legislative  clerk  proceeded  to  call 
the  roll. 

Mr.  KERR.  Mr.  President,  I  ask 
unanimous  consent  that  the  order  for 
the  quorum  call  be  rescinded. 

The  PRESIDING  OFFICER  (Mr. 
Metcalf  in  the  chair).  Without  objec¬ 
tion,  it  is  so  ordered. 

Mr.  MAGNUSON.  Mr.  President - 

The  PRESIDING  OFFICER.  Does  the 
Senator  from  Oklahoma  yield  time? 
The  time  is  under  control. 

Mr.  KERR.  I  yield  2  minutes  to  the 
Senator  from  Washington. 

The  PRESIDING  OFFICER.  The 
Senator  from  Washington  is  recognized 
for  2  minutes. 

Mr  MAGNUSON.  Mr.  President  I 
wish  to  ask  the  distinguished  Senator 
from  Oklahoma  a  question. 

On  pages  295  and  296  of  the  bill,  in  the 
definition  of  the  term  “patronage  divi¬ 
dend  ”  it  is  stated  that  a  patronage  divi¬ 
dend’ is  a  payment  “determined  by  refer¬ 
ence  to  the  net  earnings  of  the  organiza¬ 
tion  from  business  done  with  or  for  its 
patrons.” 

In  a  case  which  has  been  called  to  my 
attention — it  involves  the  manufacture  of 
plywood  in  the  Pacific  Northwest,  and 
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many  of  the  companies  are  cooperative 
organizations — the  cooperative  renders 
services  for  the  patron.  I  wanted  to  be 
sure  that  in  the  opinion  of  the  Senator 
from  Oklahoma  the  phrase  “business 
done  with  or  for  its  patrons”  includes 
services  with  or  for  patrons. 

Mr.  KERR.  I  think  it  is  clear,  both 
under  the  interpretation  of  a  patronage 
dividend  under  present  law  and  also  un¬ 
der  the  words  “business  done  with  or  for 
its  patrons,”  that  services  rendered  with 
or  for  patrons  are  included.  Business 
done  is  not  necessarily  limited  to  prod¬ 
ucts  sold  to  or  purchased  for  patrons. 
Business  done  also  includes  services  per¬ 
formed  for  patrons,  as  well. 

Mr.  MAGNUSON.  I  thank  the  Sen¬ 
ator  from  Oklahoma. 

Mr.  McCarthy.  Mr.  President,  if 
the  Senator  will  yield,  let  me  say  I  think 
this  is  a  reasonable  and  desirable  inter¬ 
pretation  of  the  language;  and  I  believe 
that  any  other  interpretation  would  cre¬ 
ate  an  impossible  distinction. 

Mr.  MAGNUSON.  I  thank  the  Sen¬ 
ator. 

Mr.  KERR.  Mr.  President,  a  parlia¬ 
mentary  inquiry:  What  is  the  time  situ¬ 
ation? 

The  PRESIDING  OFFICER.  The 
Senator  from  Minnesota  has  no  time 
left.  The  Senator  from  Oklahoma  has 
25  minutes  remaining. 

Mr.  MILLER.  Mr.  President,  will  the 
Senator  from  Oklahoma  yield  2  minutes 
to  me? 

Mr.  KERR.  I  yield  2  minutes  to  the 
Senator  from  Iowa. 

The  PRESIDING  OFFICER.  The 
Senator  from  Iowa  is  recognized  for  2 
minutes. 

Mr.  MILLER.  I  thank  the  Senator 
from  Oklahoma. 

Mr.  President,  if  I  may  have  the  at¬ 
tention  of  the  Senator  from  Minnesota 
[Mr.  McCarthy],  I  wish  to  ask  him  a 
question:  On  page  5  of  his  amendment, 
paragraph  (b)  (1)  refers  to  “money  or 
other  property”  “beyond  the  reasonable 
needs  of  the  business.” 

And  in  line  19,  subparagraph  (2)  re¬ 
fers  to  “reasonable  needs  of  the  busi¬ 
ness.” 

But  beginning  in  line  22,  in  defining 
“reasonable  needs  of  the  business,”  the 
amendment  provides : 

(A)  Any  money  or  other  property  which 
is  located  outside  the  United  States  and  is 
ordinary  and  necessary  for  the  active  conduct 
of  a  trade  or  business. 

And  on  page  8,  in  line  5,  we  find  a 
heading  “Reasonable  Needs  of  the  Busi¬ 
ness.” 

For  the  purpose  of  establishing  the 
legislative  history  in  regard  to  his 
amendment,  I  ask  the  Senator  from  Min¬ 
nesota,  whether,  in  line  24,  the  statement 
“a  trade  or  business”  should  mean  “the 
trade  or  business.” 

Mr.  MCCARTHY.  Yes,  it  is  my  inter¬ 
pretation  that  it  should  mean  “the  trade 
or  business,”  instead  of  “a  trade  or  busi¬ 
ness,”  in  order  to  be  consistent  with  the 
legislative  history  which  has  been  made. 

Mr.  MILLER.  Then  let  us  say  there 
is  a  corporation  in  a  manufacturing 
business,  and  that  it  has  some  accumu¬ 
lated  funds,  and  invests  them,  let  us 
say,  in  a  rental  type  business  or  in  a 


hotel  operation.  Would  that  be  outside 
the  scope  of  the  exception? 

Mr.  MCCARTHY.  I  think  if  it  were 
a  manufacturing  operation  or  a  sales 
operation,  it  probably  would  not  be  al¬ 
lowable  under  the  terms  of  Act. 

Mr.  MILLER.  Suppose  it  manufac¬ 
tures  shoes  and  wishes  to  diversify  by 
beginning  the  manufacture  of  fishing- 
tackle  equipment. 

Mr.  MCCARTHY.  I  am  not  sure  how 
it  would  be  interpreted.  The  Senator 
from  Iowa,  in  his  remarks  last  night, 
pointed  out  that  the  language  of  the  bill 
has  not  been  interpreted,  and  that  there 
are  any  number  of  new  terms.  The  dis¬ 
tinctions  between  “a”  and  “the”  and 
between  a  manufacturing  operation  and 
a  distribution  operation  have  not  been 
clearly  made. 

The  PRESIDING  OFFICER.  The 
time  yielded  to  the  Senator  from  Iowa 
has  expired. 

Mr.  MILLER.  May  I  have  1  more 
minute? 

Mr.  KERR.  I  yield  1  more  minute  to 
the  Senator  from  Iowa. 

The  PRESIDING  OFFICER.  The 
Senator  from  Iowa  is  recognized  for  1 
more  minute. 

Mr.  MILLER.  Then,  for  the  sake  of 
the  legislative  history,  since  we  are  try¬ 
ing  to  enable  American  enterprises  to 
compete  with  their  counterparts  in  for¬ 
eign  countries,  cannot  we  interpret  the 
amendment  to  mean  an  investment  in 
the  same  line  of  business  or  in  a  diversi¬ 
fied  line  of  business  which  would  enable 
the  corporation  to  compete  effectively 
with  its  competitor? 

Mr.  McCarthy.  Certainly  that  is 
the  purpose  I  have  in  mind  in  my  amend¬ 
ment.  The  reason  we  proposed  the  un¬ 
reasonable  accumulation  approach, 
rather  than  the  technical  and  confined 
amendment  proposed  by  the  committee, 
was  that,  in  my  judgment,  this  would  be 
a  related  activity  and  it  would  not  be 
unreasonable  to  use  earnings  for  that 
purpose. 

Mr.  MILLER.  In  other  words,  if  it 
is  designed  to  enable  them  to  diversify, 
and  diversification  is  necessary  in  order 
to  enable  them  to  compete,  it  should  be 
encouraged? 

Mr.  McCarthy.  Yes,  it  should  be 
encouraged. 

Mr.  KERR.  Mr.  President,  I  yield 
myself  5  minutes. 

Mr.  McCarthy.  Mr.  President,  I 
have  a  question  on  the  time.  I  had  con¬ 
trol  of  the  time  on  this  side.  I  think  I 
had  used  15  minutes,  when  I  yielded  5 
minutes  to  the  Senator  from  New  York. 

The  PRESIDING  OFFICER.  Does 
the  Senator  from  Oklahoma  yield  time? 

Mr.  KERR.  I  yielded  3  minutes  to  the 
Senator  from  Iowa. 

Mr.  MCCARTHY.  I  asked  a  question 
about  the  time. 

Mr.  KERR.  Mr.  President,  a  parlia¬ 
mentary  inquiry.  What  is  the  situation 
on  the  time? 

The  PRESIDING  OFFICER.  The 
time  of  the  Senator  from  Minnesota  has 
expired.  The  Senator  from  Oklahoma 
has  the  remaining  time.  The  vote  will 
take  place  at  11:30. 

Mr.  KERR.  Mr.  President,  the  pend¬ 
ing  amendment  would  practically  de¬ 
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stroy  the  opportunity  for  constructive 
improvement  overseas  in  taxation  of 
American  corporations  doing  business 
overseas.  The  amendment  would  create 
a  very  substantial  drain  on  our  balance 
of  payments.  The  amendment  would 
legalize  foreign  tax  havens  to  the  fullest 
extent.  The  amendment  would  en¬ 
courage  all  existing  tax  havens  to  con¬ 
tinue  and  encourage  others  to  be  created, 
because  it  permits  the  accumulation  of 
earnings  in  foreign-owned  corporations, 
and  once  they  reinvest  them,  they  cannot 
be  reached  for  American  taxation. 

The  amendment  not  only  exports  jobs, 
it  not  only  increases  the  drain  on  our 
balance  of  payments;  it  perpetuates  the 
very  sad  and  adverse  situation  that  the 
foreign  tax  provisions  in  the  bill  were 
calculated  to  cure. 

The  House  tried  to  do  two  things: 
First,  eliminate  tax  havens;  second,  tax 
the  income  of  a  foreign  corporation  as 
it  earns  it,  rather  than  as  it  pays  it  back 
to  this  country  in  dividends. 

The  committee  amendment  took  out 
all  provisions  that  would  tax  foreign  in¬ 
come  as  it  was  earned,  and  permitted  it 
to  remain  on  a  reasonable  basis,  and  to 
be  taxed  when  it  came  back,  but  it  put 
incentives  in  the  bill  to  bring  the  money 
back.  It  put  an  incentive  in  the  bill  to 
increase  jobs  by  permitting  a  foreign 
sales  corporation  to  keep  a  considerable 
part  of  its  earnings  so  long  as  it  bought 
American  products  and  sent  the  money 
back  to  America  to  pay  for  those  prod¬ 
ucts,  sustaining  jobs  in  this  country  and, 
in  the  end,  our  balance  of  payments  and 
gold  position. 

The  pending  amendment  would  ad¬ 
versely  affect  that  situation,  because  it 
exempts  those  earnings  from  taxes  so 
long  as  they  are  kept  over  there  and  re¬ 
invested  over  there.  It  involves  nearly 
$100  million  a  year. 

The  pending  amendment  would  cost 
from  $80  to  $100  million  a  year,  and 
that  amount  would  be  kept  in  foreign 
tax  havens  owned  by  American  com¬ 
panies  and  used  to  expand  their  opera¬ 
tions  overseas  and  increase  their  manu¬ 
facturing  over  there,  instead  of  over 
here;  increase  jobs  over  there  instead  of 
over  here;  increase  the  drain  on  our  gold 
reserve,  rather  than  reverse  the  flow  and 
bring  it  back  here. 

I  yield  back  the  remainder  of  my  time 
to  the  Senator  from  Montana  [Mr. 
Mansfield], 

Ml-.  MANSFIELD.  Mr.  President,  if  I 
may,  under  the  procedure  in  effect,  I 
yield  5  minutes  to  the  Senator  from  Min¬ 
nesota  [Mr.  McCarthy],  and  I  will  then 
have  10  minutes. 

Mr.  McCarthy.  Mr.  President,  I 
appreciate  the  courtesy  of  the  Senator. 
There  was  some  misunderstanding  about 
the  granting  of  time,  as  a  consequence 
of  which  time  was  charged  against  me 
which  should  not  have  been  charged 
against  me. 

Mr.  President,  I  am  in  almost  com¬ 
plete  disagreement  with  the  general 
statements  which  have  been  made  by  the 
Senator  from  Oklahoma  in  his  conclud¬ 
ing  remarks.  I  hope  that  Members  of 
the  Senate,  in  the  course  of  this  debate, 
have  had  occasion  to  examine  some  of 
the  testimony  and  some  of  the  judg- 
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ments  that  have  been  passed  on  this 
section  of  the  bill. 

I  have  looked  around  at  Senators’ 
desks  and  at  the  books  of  hearings  piled 
up  on  them.  I  do  not  find  that  the  order 
in  which  they  have  been  piled  on  the 
desks  has  been  disturbed  on  very  many 
desks.  The  piles  of  hearing  records,  run¬ 
ning  from  volume  1  to  11,  in  most  cases 
have  not  been  disturbed  in  any  way,  so, 
unless  Members  of  the  Senate  have  been 
reached  either  by  statements  made  on 
the  floor  or  by  communications  sent  to 
their  offices,  I  am  afraid  they  may  be 
moved  to  act  on  recommendation  with¬ 
out  full  study. 

I  regret  that  this  is  the  case,  because, 
in  my  judgment,  this  amendment  is  not 
so  highly  technical  that  it  could  not  be 
understood  but  that  the  technical  as¬ 
pects  of  what  is  being  proposed  by  the 
committee  have  not  been  worked  out. 

The  Senator  from  Iowa  [Mr.  Miller] 
made  a  statement  on  the  floor  which, 
should  have  been  read,  or  at  least  should 
have  been  scanned,  because,  as  one  who 
has  worked  on  the  technical  side  of  tax 
law  and  tax  administration  for  many 
years,  he  made  telling  points  about  the 
difficulty  of  administering  the  kind  of 
proposal  being  made  to  the  Senate  in  the 
amendment  by  the  Senate  committee. 

In  addition,  I  hope  Senators  have  had 
occasion  to  read  the  remarks  of  the 
Senator  from  Nebraska  in  this  connec¬ 
tion,  in  the  two  major  points  he  made: 
First,  the  constitutional  questions  which 
are  raised  by  this  proposal;  and  second, 
some  mistakes  in  drafting  are  misunder¬ 
standing.  One  of  them  I  learned — sec¬ 
tion  963 — in  consultation  with  the  staff 
of  the  Committee  on  Internal  Tax  Reve¬ 
nue,  was  not  known  to  them.  It  relates 
to  the  question  of  tax  credit  on  foreign 
taxes.  Although  the  Treasury  said  they 
knew  it  was  in,  and  that  it  was  not  an 
accident  on  their  part,  yet  the  staff  of 
the  Committee  on  Internal  Revenue 
Taxation  said  they  did  not  know  until 
last  evening  that  it  was  in.  If  the 
Treasury  knew  it — and  it  is  a  drastic 
change  in  policy,  letting  the  Treasury 
determine  what  foreign  taxes  can  be 
determined  or  credited  against  the  taxes 
of  American  corporations — this  infor¬ 
mation  should  have  been  given  out,  and 
at  least  the  staff  of  the  Committee  on 
Internal  Revenue  Taxation  should  have 
known  about  it. 

Finally,  I  hope  Senators  will  give  some  ♦ 
attention  to  the  remarks  of  the  Senator 
from  New  York  [Mr.  Javits],  who 
touched  particularly  on  the  question  of 
our  competition  with  foreign  corpora¬ 
tions  engaged  in  business  in  those  coun¬ 
tries  where  we  hope  American  industry, 
business,  and  finance  may  become  more 
operative  and  active  than  they  have  in 
the  past. 

It  is  my  opinion  that  much  more  study 
should  have  been  given  to  the  proposals 
that  has  been  given  to  them  by  the  Fi¬ 
nance  Committee. 

Mr.  President,  the  August  25,  1962, 
amendment  now  before  the  Senate 
would  be  a  substitute  for  the  Committee 
on  Finance  provision  with  respect  to 
controlled  foreign  corporations  which 
now  occupies  71  pages  of  the  bill.  In¬ 
stead  of  the  complex  and  unworkable 


provisions  of  the  Kerr-Treasury  amend¬ 
ments,  the  August  25,  1962,  amendment 
would  substitute  a  tax  on  earnings  im¬ 
properly  accumulated  beyond  the  rea¬ 
sonable  needs  of  the  foreign  business.  It 
is  to  be  a  simple,  straightforward  adop¬ 
tion  of  the  unreasonable  earnings  ap¬ 
proach  we  now  use  in  sections  531  to  537 
of  the  code  for  domestic  corporations 
which  improperly  accumulate  earnings 
to  avoid  the  payment  of  additional  in¬ 
come  tax  by  their  shareholders. 

All  of  the  court  decisions  and  prece¬ 
dents  which  have  been  developed  over 
many  years  in  the  domestic  area  on  this 
matter  of  unreasonably  accumulated 
earnings  will  now  be  available  to  make 
clear  rules  for  taxation  of  improperly 
accumulated  foreign  income.  It  must 
be  said  for  this  amendment  that,  should 
Senators  vote  for  it,  they  will  be  clear 
on  exactly  what  they  have  supported. 

This  is  in  direct  contrast  to  the  Treas¬ 
ury  proposal,  even  without  the  compli¬ 
cated  and  untried  Kerr  amendments, 
which  was  described  by  a  group  of  New 
York  tax  lawyers  as  follows : 

As  in  the  case  of  the  House  bill,  merely 
reading  the  new  draft  will  suffice  to  demon¬ 
strate  its  utter  complexity.  Even  the  most 
sophisticated  become  lost  in  the  forest  of 
its  technicalities:  its  phraseology  is  vague 
at  critical  points;  precedents  for  its  construc¬ 
tion  and  application  are  lacking  because  of 
the  novelty  of  its  concepts;  and  it  seeks  to 
resolve  vital  and  difficult  problems  by  the 
expedient  of  delegating  authority  to  issue 
regulations  *  *  *.  We  seriously  question 
whether  a  law  of  such  complexity  could  be 
applied  and  administered  in  an  effective  and 
reasonably  even-handed  way. 

The  concepts  and  techniques  of  the  bill 
are  so  highly  complex  that  we  doubt  that 
reasonable  technical  solutions  for  its  defects 
can  be  devised.  In  any  event,  we  are  con¬ 
vinced  that  the  bill  could  not  be  equitably 
and  uniformly  administered  because  it  would 
be  impossible  for  most  revenue  agents  and 
taxpayers  to  understand  and  apply  its  pro¬ 
visions. 

We  therefore  regretfully  conclude  that 
the  foreign  income  provisions  of  the  bill, 
even  as  revised  by  the  Treasury  draft,  would 
have  a  seriously  adverse  effect  on  foreign 
operations  of  American  business. 

By  contrast,  the  August  25,  1962, 
amendment  is  designed  as  concisely  and 
clearly  as  possible  to  strike  at  tax  abuses, 
in  the  use  of  controlled  foreign  corpora¬ 
tions,  or  “incorporated  pocketbooks”  or 
“tax  havens”  by  U.S.  shareholders.  It 
would  levy  a  U.S.  tax  on  any  unreason¬ 
ably  accumulated  profits  held  abroad  by 
U.S.  shareholders.  To  the  extent  that 
a  controlled  foreign  corporation  had  $1 
abroad  which  it  could  not  prove  by  a 
preponderance  of  evidence  was  actually 
needed  in  its  business,  such  dollar  would 
be  immediately  taxed  to  the  shareholder 
in  the  United  States. 

This  is  no  new  and  untried  theory — • 
as  is  the  case  with  the  Kerr  amend¬ 
ments.  This  is  a  tried  and  proven  ap¬ 
proach,  used  for  many  years  in  the  do¬ 
mestic  area,  following  proven  concepts 
under  present  law.  Its  constitutional¬ 
ity  would  not  be  seriously  questioned  be¬ 
cause,  like  the  foreign  personal  holding 
company  provisions  of  the  code,  it  is 
designed  to  stop  tax  evasion  by  improp¬ 
erly  accumulating  income  abroad. 
Since  1937  this  type  of  legislation  to  stop 


tax  evasion  has  been  considered  consti¬ 
tutional,  as  opposed  to  the  Kerr  amend¬ 
ments  which  would  tax  foreign  income 
to  the  U.S.  shareholders  whether  or  not 
tax  evasion  is  involved.  It  is  this  type 
of  indiscriminate  treatment  of  taxpay¬ 
ers — the  good  being  punished  with  the 
bad — which  can  be  avoided  by  not 
adopting  the  Kerr  amendments  and  the 
present  section  12. 

The  August  25,  1962,  amendment  to¬ 
gether  with  a  vigorous  enforcement  of 
the  Treasury’s  powers  under  sections 
482  and  6046,  will  stop  all  of  the  flagrant 
abuses  pointed  up  by  the  Treasury  De¬ 
partment’s  assertions.  The  Treasury 
now  has  the  authority,  seldom  used,  to 
prevent  abuses  of  intercompany  pricing, 
intercompany  charging  of  expenses,  in¬ 
tercompany  loans,  and  the  diversion  of 
U.S.  income  to.  a  controlled  foreign  cor¬ 
poration.  It  may  have  been  a  last  min¬ 
ute  realization  of  this  Treasury  author¬ 
ity  under  section  482  which  caused  the 
Senator  from  Oklahoma  [Mr.  Kerr]  to 
move  the  deletion  of  section  6  of  H.R. 
10650  as  it  was  passed  by  the  House. 

The  Treasury  also  now  has  the  au¬ 
thority  under  sections  6038  and  6046  to 
obtain  full  financial  data  on  all  foreign 
subsidiaries  of  U.S.  corporations  so  that 
secrecy  of  foreign  bank  accounts  or  fi¬ 
nancial  data  is  now  penalized  by  fine  and 
imprisonment  as  a  violation  of  our  In¬ 
ternal  Revenue  Code.  With  this  new 
reporting  data,  no  foreign  operations  of 
U.S.  taxpayers  can  be  withheld  from  the 
Treasury  Department,  which  must  now 
step  up  its  program  of  enforcement 
rather  than  push  for  new,  complicated, 
and  unworkable  tax  laws. 

The  August  25,  1962,  amendment  is 
clear.  A  vote  for  it  can  be  cast  with  a 
full  knowledge  that  it  is  understandable 
to  taxpayers  and  tax  collectors.  The 
Chamber  of  Commerce  of  the  United 
States  announced  this  morning  that  it 
fully  supports  this  amendment  because 
it  is  consistent  with  the  proposed  Trade 
Expansion  Act.  On  the  other  hand,  the 
chamber  as  well  as  other  business  or¬ 
ganizations  which  will  bear  major  re¬ 
sponsibilities  under  the  Trade  Expansion 
Act  strongly  oppose  the  Treasury  tax 
proposals  and  the  Kerr  amendments  as 
being  antithetical  to  the  trade  bill. 


The  Committee  for  Export  Expansion 
Through  Subsidiaries  Abroad,  a  group  of 
64  small-  and  medium-sized  companies 
engaged  in  export  trade,  supports  the 
August  25  amendment  and  has  no  doubt 
been  to  you  to  solicit  your  support. 
These  companies,  as  many  publicly  testi¬ 
fied,  do  not  wish  to  be  put  in  the  same 
category  with  the  tax  haven  operators, 
nor  should  they  be.  President  Kennedy 
has  said  that  he  does  not  wish  to  penalize 
legitimate  American-owned  oversea  husi- 
ness  which  will  strengthen  our  trade  and 
currency  in  future  years.  It  is  to  this 
objective  that  the  August  25,  1962, 

amendment  is  dedicated. 

I  am  advised  by  the  Joint  Committee 
on  Internal  Revenue  Taxation  staff  that 
the  August  25  amendment  will  produce 
at  least  $50  million  in  additional  tax 
revenue  in  1963  or  1964 — as  opposed  to 
the  Treasury -Kerr  proposals  which  are 
estimated  to  collect  $80  million  in  the 
early  years,  but  in  the  following  yeais 
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the  August  25  amendment  will  result  in 
greater  tax  revenue  than  the  Treasury- 
Kerr  proposals  because  U.S.  foreign  trade 
will  be  allowed  to  remain  competitive 
and  not  be  diminished  or  destroyed  by 
unreasonable  limitations  such  as  the 
present  section  12  before  the  Senate. 

The  PRESIDING  OFFICER.  The 
time  of  the  Senator  from  Minnesota  has 
expired.  The  Senator  from  Montana 
has  10  minutes  remaining. 

Mr.  MANSFIELD.  Mr.  President,  this 
amendment  would  be  an  abandonment 
of,  rather  than  a  substitute  for,  legis¬ 
lation  ending  the  rapidly  increasing  tax 
haven  abuse.  This  amendment,  to  tax 
only  funds  unreasonably  accumulated 
abroad,  would  leave  entirely  untouched 
almost  all  tax  haven  income. 

It  would  lose  between  $80  and  $100 
million. 

It  would  encourage  the  flight  of 
American  capital. 

It  would  be  more  likely  to  injure  than 
to  aid  our  balance  of  payments. 

It  would  encourage  the  retention  of 
capital  abroad  to  provide  jobs  for  for¬ 
eign  workers  while  5.3  percent  of  our 
working  force  is  idle. 

I  cannot  believe  that  the  Senate  wants 
to  endorse  tax  havens  by  adopting  this 
amendment. 

The  only  tax  haven  income  which 
would  still  be  covered  by  the  amend¬ 
ment  would  be  income  derived  from  in¬ 
surance  abroad  of  U.S.  risks. 

The  amendment  would  fail  to  tax  the 
principal  forms  of  tax  haven  income.  It 
would  not  even  touch  tax  haven  income 
channeled  into  foreign  sales  subsidiaries. 
These  corporations  are  artificial  entities 
deliberately  separated  from  the  principal 
foreign  operations.  The  reason  for  their 
existence  is  to  siphon  income  into  tax 
shelter  countries,  such  as  Switzerland, 
Liechtenstein,  and  the  like  which  have 
especially  low  rates  of  tax.  Nor  would 
this  amendment  catch  tax  haven  service 
income  which  has  been  diverted  to  tax 
shelter  countries.  Nor  would  this 
amendment  touch  holding  companies 
used  as  a  receptacle  to  draw  off  earnings 
that  should  be  returned  to  the  United 
States. 

The  Treasury  estimates  that  the  com¬ 
mittee  provision  will  raise  $85  million  a 
year.  The  Treasury  says  this  amend¬ 
ment  would  raise  practically  nothing. 
What  company  cannot  find  some  excuse 
for  using  its  earnings  abroad?  The 
amendment  would  only  be  a  sanctuary 
for  the  tax  avoiders  and  a  trap  for  the 
unwary. 

I  want  this  next  statement  I  am  mak¬ 
ing  to  be  clearly  understood.  If  we  take 
this  so-called  unreasonable  accumula¬ 
tions  tax  to  conference,  I  am  convinced 
that  the  House  conferees  would  not  ac¬ 
cept  it.  Instead,  they  then  would  have 
to  insist  on  their  own  much  harsher 
provisions,  which  not  only  would  reach 
tax  haven  operations  but  also  would 
seriously  affect  manufacturing  and  other 
operating  companies.  This  would  mean 
that  all  the  good  work  which  the  Fi¬ 
nance  Committee  has  done  to  shape  a 
workable  provision — but  one  which  curbs 
the  tax  haven  abuses  and  them  only — 
might  be  lost. 

While  this  amendment  would  fail  to 
tax  U.S.  shareholders  on  tax  haven  in¬ 


come,  it  nevertheless  would  invite  reve¬ 
nue  agents  to  try  to  tax  operating  com¬ 
panies  by  imposing  their  judgment  as  to 
what  capital  a  taxpayer  needs  in  his 
business. 

Why  do  we  want  an  amendment  that 
would  interfere  in  any  way  with  estab¬ 
lished  manufacturing  operations 
abroad?  The  approach  of  this  amend¬ 
ment  was  examined  by  the  Finance  Com¬ 
mittee  and,  after  extensive  considera¬ 
tion,  rejected. 

Although  it  would  be  a  tremendous 
nuisance,  this  unreasonable  accumula¬ 
tions  tax  would  be  of  very  little  revenue 
significance,  since  most  overseas  com¬ 
panies  can  find  some  place  to  invest 
funds  in  operations  whether  they  are 
needed  or  not.  It  would  be  very  easy  for 
companies  to  find  one  way  or  another 
of  diversifying  or  expanding  their  busi¬ 
ness.  Of  course  the  unwary  may  be 
caught — for  example,  a  few  small,  close¬ 
ly-held  companies.  But,  I  am  informed, 
they  are  of  little  significance  in  the  for¬ 
eign  investment  area.  In  short,  the 
amendment  would  do  little  that  is  con¬ 
structive. 

Let  no  one  think  that  the  present  code 
provisions  for  an  accumulated  earnings 
tax  on  domestic  corporations  is  a  pre¬ 
cedent  here.  The  penalty  tax  on  ac¬ 
cumulated  earnings  in  the  domestic  area 
is  aimed  at  a  completely  unrelated  prob¬ 
lem — the  avoidance  of  surtax  rates  upon 
dividends  to  individual  shareholders.  Its 
application  has  thus  been  limited  in 
practice  to  the  small  closely  held  cor¬ 
poration. 

I  am  also  convinced  that  an  unreason¬ 
able  accumulations  tax  on  foreign  op¬ 
erations  would  not  be  in  the  national 
interest.  The  Finance  Committee 
amendment,  through  the  export  trade 
corporation  provision,  would  provide 
special  encouragement  for  the  export  of 
U.S.  products  and  in  this  way  would 
create  jobs  here  at  home.  But  Senators 
will  find  no  such  provision  as  this  under 
the  amendment.  Actually,  the  amend¬ 
ment  now  before  us  would  export  jobs. 
Let  me  show  Senators  how.  First,  for¬ 
eign  subsidiaries  under  present  law  tend 
to  hold  funds  abroad,  where  the  foreign 
f  tax  rate  is  less  than  our  domestic  rate. 
But  at  least  now  there  is  no  pressure  on 
them  to  reinvest  these  earnings  in  ex¬ 
panding  and  diversifying  their  foreign 
operations.  They  may  take  their  time 
in  deciding  whether  to  use  their  earnings 
abroad  or  repatriate  them.  But  if  the 
Congress  should  see  fit  to  enact  this  un¬ 
reasonable  accumulation  tax,  this  would 
actually  place  pressure  on  the  companies 
to  immediately  reinvest  these  earnings 
abroad — to  shift  production  and  jobs 
from  this  country  to  foreign  countries. 
The  new  investment  in  foreign  produc¬ 
tion  would,  of  course,  worsen  our  bal¬ 
ance  of  payments  position.  The  Finance 
Committee’s  tax  haven  legislation,  on  the 
other  hand,  would  encourage  investment 
here  at  home  and  help  our  balance  of 
payments. 

In  conclusion,  let  me  urge  Senators 
not  to  adopt  this  amendment.  It  would 
not  reach  the  basic  tax  haven  types  of 
operation.  It  would  present  many  diffi¬ 
cult  administrative  problems.  It  would 
encourage  the  export  of  jobs. 


Once  the  bill  reached  conference  it 
would  almost  surely  be  rejected  if  this 
amendment  were  adopted,  since  the 
House  conferees  would  insist  upon  reach¬ 
ing  tax  haven  income.  This  means  we 
might  well  end  up  with  the  much 
harsher  House  version  of  this  provision 
which  would  go  beyond  tax  havens  to 
reach  operating  companies. 

I  am  informed  that  if  the  pending 
amendment  should  be  adopted,  it  would 
mean  that  instead  of  providing  between 
$80  million  and  $100  million  in  revenue 
for  the  Government,  the  amount  might 
well  be  in  the  vicinity  of  $2  million. 

Mr.  President,  I  urge  the  rejection  of 
the  amendment.  I  yield  the  remaining 
time  to  the  Senator  from  Ohio  [Mr. 
Lausche], 

The  PRESIDING  OFFICER.  The 
Senator  from  Ohio  may  proceed. 

Mr.  LAUSCHE.  Mr.  President,  I  con¬ 
template  voting  against  the  amendment 
offered  by  the  Senator  from  Minnesota. 
I  shall  do  so  for  several  reasons. 

First.  I  believe  that  every  reasonable 
effort  should  be  made  to  eliminate  the 
tax  havens  which  admittedly  exist  in 
foreign  countries.  In  my  judgment,  the 
House  and  the  Senate  committee  have 
striven  to  reach  that  objective. 

Second.  I  am  alarmed  by  the  constant 
evidence,  at  least  in  my  own  State,  of 
industry  moving  into  foreign  countries, 
knowing  that  it  can  put  itself  in  a  bet¬ 
ter  competitive  position  in  those  coun¬ 
tries,  proclaiming  it  does  not  intend  to 
manufacture  abroad  and  ship  to  the 
United  States.  Intermittently  evidence 
appears  that  the  purpose  not  only  is  to 
compete  in  the  world  markets,  but  also 
to  compete  in  domestic  markets. 

Third — and  this  is  not  a  reason  for 
the  casting  of  my  vote — the  discussions 
which  have  been  had  clearly  indicate  the 
need  for  doing  something  domestically 
to  place  ourselves  in  a  better  position  in 
competition  for  world  markets.  In  my 
opinion,  our  conduct  in  the  Congress  has 
been  of  a  nature  to  induce  placing  our¬ 
selves  in  a  less  favorable  competitive 
position.  But  that  is  not  one  of  the  as¬ 
pects  of  the  discussion. 

To  repeat,  first,  I  wish  to  eliminate 
tax  havens.  Second,  I  do  not  wish  to 
give  inducement  to  American  industry 
to  settle  abroad,  taking  jobs  from  Amer¬ 
ican  workers  and  providing  them  for  the 
workers  in  foreign  countries. 

*  The  PRESIDING  OFFICER.  All 
time  has  expired. 

Mr.  DOUGLAS.  Mr.  President,  a  par¬ 
liamentary  inquiry. 

The  PRESIDING  OFFICER.  The 
Senator  will  state  it. 

Mr.  DOUGLAS.  Have  the  yeas  and 
nays  been  ordered? 

The  PRESIDING  OFFICER.  The 
yeas  and  nays  have  not  been  ordered. 

Mr.  KERR  and  Mr.  DOUGLAS  re¬ 
quested  the  yeas  and  nays. 

The  yeas  and  nays  were  ordered. 

The  PRESIDING  OFFICER.  The 
question  is  on  agreeing  to  the  amend¬ 
ment  of  the  Senator  from  Minnesota. 
All  time  having  expired,  the  clerk  will 
call  the  roll. 

The  Chief  Clerk  proceeded  to  call  the 
roll. 

Mr.  HUMPHREY  (when  his  name  was 
called) .  On  this  vote  I  have  a  pair  with 
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the  senior  Senator  from  Missouri  [Mr. 
Symington].  If  he  were  present  and 
voting,  he  would  vote  “nay.”  If  I  were 
at  liberty  to  vote,  I  would  vote  “yea.”  I 
therefore  withhold  my  vote. 

The  rollcall  was  concluded. 

Mr.  HUMPHREY.  I  announce  that 
the  Senator  from  Nevada  [Mr.  Bible] 
and  the  Senator  from  Mississippi  [Mr. 
Eastland]  are  absent  on  official  business. 

I  further  announce  that  the  Senator 
from  New  Mexico  [Mr.  Anderson],  the 
Senator  from  Alaska  [Mr.  Gruening]  , 
and  the  Senator  from  Missouri  [Mr.  Sy¬ 
mington]  are  necessarily  absent. 

On  this  vote,  the  Senator  from  Alaska 
[Mr.  Gruening]  is  paired  with  the  Sena¬ 
tor  from  Mississippi  [Mr.  Eastland]. 
If  present  and  voting,  the  Senator  from 
Alaska  would  vote  “yea”  and  the  Senator 
from  Mississippi  would  vote  “nay.” 

I  further  announce  that,  if  present 
and  voting,  the  Senator  from  New  Mex¬ 
ico  [Mr.  Anderson]  would  vote  “nay.” 

On  this  vote,  the  Senator  from  Min¬ 
nesota  [Mr.  Humphrey]  is  paired  with 
the  Senator  from  Missouri  [Mr.  Syming¬ 
ton]  .  If  present  and  voting,  the  Senator 
from  Minnesota  would  vote  “yea”  and 
the  Senator  from  Missouri  would  vote 
“nay.” 

Mr.  KUCHEL.  I  announce  that  the 
Senator  from  Maryland  [Mr.  Beall], 
the  Senator  from  Utah  [Mr.  Bennett], 
the  Senator  from  Connecticut  [Mr. 
Bush],  the  Senator  from  Arizona  [Mr. 
Goldwater],  the  Senator  from  New 
Hampshire  [Mr.  Murphy],  the  Senator 
from  Massachusetts  [Mr.  Saltonstall], 
and  the  Senator  from  Wisconsin  [Mr. 
Wiley]  are  necessarily  absent. 

The  Senator  from  Vermont  [Mr. 
Prouty]  is  detained  on  official  business, 
and  if  present  and  voting,  would  vote 
“nay.” 

On  this  vote,  the  Senator  fpgpi  Mary¬ 
land  [Mr.  Beall]  is  paired  with  the 
Senator  from  Utah  [Mr.  Bennett],  If 
present  and  voting,  the  Senator  from 
Maryland  would  vote  “yea”  and  the 
Senator  from  Utah  would  vote  “nay.” 

On  this  vote,  the  Senator  from  Con¬ 
necticut  [Mr.  Bush]  is  paired  with  the 
Senator  from  New  Hampshire  [Mr.  Mur¬ 
phy].  If  present  and  voting,  the  Sena¬ 
tor  from  Connecticut  would  vote  “yea” 
and  the  Senator  from  New  Hampshire 
would  vote  “nay.” 

The  result  was  announced— yeas  21r 


nays  65,  as 

follows ; 

[No.  228  Leg.] 

YEAS— 21 

Bartlett 

Fong 

Miller 

Bottum 

Hickenlooper 

Morton 

Capehart 

Hruska 

Mundt 

Case 

Javits 

Scott 

Curtis 

Keating 

Thurmond 

Dirksen 

Kuchel 

Williams,  N.J. 

Engle 

McCarthy 

NAYS — 65 

Young,  N.  Dak. 

Aiken 

Cooper 

Holland 

Allott 

Cotton 

Jackson 

Boggs 

Dodd 

Johnston 

Burdick 

Douglas 

Jordan,  N.C. 

Butler 

Ellender 

Jordan,  Idaho 

Byrd,  Va. 

Ervin 

Kefauver 

Byrd,  W.  Va. 

Fulbright 

Kerr 

Cannon 

Gore 

Lausche 

Carlson 

Hart 

Long,  Mo. 

Carroll 

Hartke 

Long,  Hawaii 

Chavez 

Hayden 

Long,  La. 

Church 

Hickey 

Magnuson 

Clark 

Hill 

Mansfield 

McClellan 

Pastore 

Smith,  Maine 

McGee 

Pearson 

Sparkman 

McNamara 

Pell 

Stennis 

Metcalf 

Proxmire 

Talmadge 

Monroney 

Randolph 

Tower 

Morse 

Robertson 

Williams,  Del. 

Moss 

Russell 

Yarborough 

Muskie 

Smathers 

Young,  Ohio 

Neuberger 

Smith,  Mass. 

NOT  VOTING— 

•14 

Anderson 

Eastland 

Prouty 

Beall 

Goldwater 

Saltonstall 

Bennett 

Gruening 

Symington 

Bible 

Humphrey 

Wiley 

Bush 

Murphy 

So  Mr.  McCarthy’s  amendment  was 
rejected. 

Mr.  KERR.  Mr.  President,  I  move  that 
the  vote  by  which  the  amendment  was 
rejected  be  reconsidered. 

Mr.  MANSFIELD.  I  move  to  lay  that 
motion  on  the  table. 

The  motion  to  lay  on  the  table  was 
agreed  to. 

Mr.  JACKSON.  Mr.  President,  I 
should  like  to  ask  the  Senator  in  charge 
of  H.R.  10650  a  question  with  respect  to 
that  bill. 

I  refer  to  subsection  (f)  of  section  8 
of  the  bill,  election  for  multiple-line  com¬ 
pany  to  be  taxed  on  total  income.  It  is 
my  understanding  that  if  a  company 
which  has  always  filed  its  return  as  a 
mutual  marine  insurance  company 
makes  this  election,  it  will  be  consis¬ 
tently  taxed  on  a  stock  company  basis 
for  all  prior  years,  as  well  as  future 
years,  and  will  not  be  taxed  as  a  mutual 
fire  and  casualty  company  for  any  years 
preceding  the  effective  date  of  the  elec¬ 
tion. 

Is  my  understanding  correct? 

Mr.  KERR.  The  Senator’s  under¬ 
standing  is  correct.  It  is  the  intent  of 
this  section  to  assure  that  a  company 
which  has  been  taxed  as  a  mutual  marine 
insurance  company  for  5  years  or  more 
will  continue  to  be  taxed  on  a  stock 
company  basis  for  all  years.  When  this 
amendment  was  under  consideration  by 
the  Senate  Finance  Committee,  I  was 
assured  by  Mr.  Stanley  S.  Surrey,  As¬ 
sistant  Secretary  of  Treasury,  that  a 
company  which  has  always  filed  its  re¬ 
turns  as  a  mutual  marine  insurance 
company  on  a  stock  company  basis  un¬ 
der  section  831,  and  which  makes  this 
election,  will  be  taxed  on  a  stock  com¬ 
pany  basis  for  all  prior  years  as  well 
as  future  years. 

Mr.  JACKSON.  I  thank  the  Senator. 


WORLD  FOOD  CONGRESS 

Mr.  JAVITS.  Mr.  President,  I  would 
like  to  call  the  attention  of  my  colleagues 
to  the  World  Food  Congress  which  our 
Government  will  host  in  June  1963  in 
Washington,  D.C. 

This  congress  will  be  the  20th  anni¬ 
versary  of  the  first  international  food 
congress  held  at  Hot  Springs,  Va.,  in 
1943.  Out  of  this  first  congress  was  born 
the  idea  of  an  international  organiza¬ 
tion  designed  to  study  world  food  prob¬ 
lems  and  alleviate  world  hunger.  At  a 
subsequent  world  food  meeting  in  Que¬ 
bec  in  1946,  this  organization  known  as 
the  Food  and  Agriculture  Organiza¬ 
tion,  or  FAO,  for  short,  was  officially 

launched.  . 

Today,  with  headquarters  in  Rome, 
Italy,  and  with  some  1,300  personnel  on 


duty  throughout  the  world,  under  the/ 
leadership  of  its  Director  General,  B.  R. 
Sen  of  India,  the  FAO  is  serving  hu¬ 
manity  as  one  of  the  oldest  and  Hlost 
effective  organizations  of  the  United  Na¬ 
tions.  / 

Over  this  span  of  20  years,  >FAO  ex¬ 
perts  have  worked  in  food  deficit  areas  of 
the  world  in  an  effort  to  combat  causes 
of  world  hunger.  They  .have  brought 
nations  and  areas  together  to  deal  with 
pests  and  disease;  and/to  work  out  soil 
and  conservation  proffiems  of  all  kinds 
that  affect  food  supply  and  nutritional 
standards,  and  whym  know  no  territorial 
jurisdiction.  Many  of  these  problems 
have  been  effectively  dealt  with  by  means 
of  international  cooperation  under  the 
leadership  cfi/FAO.  Many  more  remain 
yet  to  be  sowed  and  are  rapidly  worsen¬ 
ing  undei/the  pressure  of  expanding  pop¬ 
ulations/ 

In  sjnte  of  all  that  has  been  done  about 
it,  h/nger  remains  as  man’s  oldest  and 
greatest  enemy.  Yet,  this  problem  is 
capable  of  solution.  Studies  which  FAO 
/as  complied  on  population  trends  and 
'sources  of  food  supply,  prove  that  the 
earth  can  feed  her  people,  if  the  world 
can  but  make  use  of  the  existing  reser¬ 
voir  of  agricultural  knowledge  and  pro¬ 
ductive  capacity. 

How  then,  can  we  allow  fully  one-half 
of  the  world’s  population  to  suffer  the 
misery  of  hunger  and  malnutrition,  when 
this  problem  is  capable  of  a  solution? 
The  solution  is  to  help  the  underdevel¬ 
oped  and  underfed  countries  themselves 
to  acquire  the  agricultural  techniques 
and  methods  needed  to  produce  enough 
of  the  right  kinds  of  food  to  improve 
their  health  and  living  standards. 

It  was  this  thought  of  both  developed 
nations  and  developing  nations  working 
together  in  a  cooperative  approach  to 
alleviate  world  hunger,  that  motivated 
the  Food  and  Agriculture  Organization 
to  launch  its  5-year  freedom  from  hun¬ 
ger  campaign  in  1960.  All  104  member- 
countries  of  FAO  have  been  asked  to 
particiate  with  their  own  national  com¬ 
mittees  and  nearly  50  have  already  done 
so. 

In  January  the  United  States  estab¬ 
lished  a  nongovernmental,  nonpartisan, 
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this  information  and  education  program 
are '"asked  to  become  members  of  the 
foundation. 

Thesk  member  organizations  will  play 
an  important  part  in  the  forthcoming 
World  Foojj.  Congress.  The  Congress  is 
nongovernmental  and  delegates,  who 
attend  from  oyer  100  countries,  are  the 
community  leaders  of  their  respective 
countries.  ThisXjs  a  people’s  approach 
to  a  solution  of  fide  problems  of  world 
hunger;  not  a  goveikament  approach.  It 
represents  an  opportunity  for  the  people 
of  the  United  States  to  meet  with  the 
people  of  developing  countries  to  try  to 
work  out  a  solution  to  the\reatest  prob¬ 
lem  that  faces  mankind. 

In  the  words  of  Director  'General  B. 
R.  Sen,  “One  man’s  hunger  and  want  is 
every  man’s  hunger  and  wan^.  One 
man’s  freedom  from  hunger  and  fyant  is 
neither  a  true  nor  a  secure  freedom'until 
all  men  are  free  from  hunger  and  want.” 

It  is  my  hope  that  Americans  ever 
where  will  respond  to  this  challenge  an 
let  our  friends  in  the  developing  coun¬ 
tries  know  that  we  are  interested  in  their 
welfare;  that  we  will  help  them  to  help 
themselves  according  to  the  work  of  the 
American  Freedom  From  Hunger  Foun¬ 
dation  and  the  World  Food  Congress. 
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Repeal  of  the  Silver  Purchase  Act  en¬ 
tails  major  policy  considerations  of  fiscal, 
economic,  and  monetary  importance  and 
has  been  described  by  some  of  my  col¬ 
leagues  as  “highly  controversial.”  Join¬ 
der  of  this  proposal  with  the  suggested 
repeal  of  the  tax  on  silver  transfers  is 
unfortunate  to  the  extent  that  the  repeal 
of  the  tax  on  silver  transfers  may  be 
unnecessarily  delayed. 

The  silver  transfer  tax  was  originally 
imposed  under  the  Silver  Purchase  Act 
of  1934  as  a  device  to  protect  the  Gov¬ 
ernment  against  speculation  in  the 
Treasury  program  to  purchase  foreign 
silver  and  was  subsequently  incorporated 
in  the  Internal  Revenue  Code  of  1954 — 
10  years  later.  It  is  an  uncontroverted 
fact  that  the  Government  has  not 
bought  a  single  ounce  of  silver  since  1941 
and  for  that  reason  it  no  longer  needs 
the  protection  of  this  act. 

I  understand  from  officials  of  the 
Treasury  Department  that  the  Treasury 
does  not  intend  to  buy  any  silver  at  any 
i.time  in  the  foreseeable  future. 

While  the  expense  of  administering 
this  tax  cannot  be  accurately  deter¬ 
mined,  it  is  estimated  that  funds  in  ex-/ 
cess\f  $60,000  per  annum  are  necesss 
to  thiXend.  Collection  of  this  tax  dur¬ 
ing  fiscaj  year  1961  dropped  to  $14*000. 


INDEPENDENT  OFFICES  APPROPRIA¬ 
TIONS,  1963 

The  PRESIDING  OFFICER.  Under 
the  unanimous-consent  agreement  pre¬ 
viously  entered  into,  the  Senate  will  now 
proceed  to  the  consideration  of  H.R. 
12711,  making  appropriations  for  the  in¬ 
dependent  offices,  which  the  clerk  will 
state  by  title. 

The  Legislative  Clerk.  A  bill  (H.R. 
12711)  making  appropriations  for  sun¬ 
dry  independent  executive  bureaus, 
boards,  commissions,  corporations,  agen¬ 
cies,  and  offices  for  the  fiscal  year  end¬ 
ing  June  30,  1963,  and  for  other  pur¬ 
poses. 


TRANSACTIONS  TAX  ON  SILVER 

Mr.  MAGNUSON.  Mr.  President,  the 
Senate  has  before  it  the  independent 
offices  appropriation  bill.  By  unani¬ 
mous  consent,  in  order  to  keep  the  legis- / 
lative  situation  as  it  was  asked  for 
the  leadership,  the  independent  offipfes 
appropriation  bill  is  now  the  penjKng 
business. 

However,  I  wish  to  discuss  a  provision 
in  the  tax  bill,  and  I  shall  take  inis  time 
to  do  so.  Several  other  Senators  also 
are  interested  in  this  question,  and  we 
desire  to  discuss  it  at  thisr  time  before 
further  action  is  taken  oprthe  appropri 
ation  bill. 

Mr.  President,  on  November  26,  1961, 
the  President  by  Executive  order  termi¬ 
nated  Treasury  safes  of  the  Govern¬ 
ment’s  free  silver/stock  and  at  the  time 
both  he  and  Secretary  Dillon  indicated 
that  Congress  xvould  be  requested  to  re¬ 
peal  the  silver  purchase  laws  and  the 
silver  transfer  tax  to  restore  a  free  mar¬ 
ket  in  silver. 

These^proposals  from  the  White  House 
are  a  recognition  of  the  painfully  obvious 
fact  that  our  unhealthy  silver  market  is 
in  peed  of  help. 


Treasury  Department  to  repeal  the  tax, 
on  silver  transfers.  I,  together  wit 
many  other  Senators  who  are  interested 
in  the  problem,  discussed  the  situation 
with  the  Treasury,  and  the  Treasury 
submitted  a  suggested  amendment  and 
discussed  it  with  the  Committee  on  Fi¬ 
nance.  Some  30  Senators  have  joined 
with  me  in  cosponsoring  the  amendment. 

However,  there  seems  to  Jbe  some  mis¬ 
understanding  in  one  segment  of  the  in¬ 
dustry  as  to  the  effect  at  such  a  repeal. 
That  segment  is  comp/lsed  of  those  who 
finally  buy  the  silver/and  process  it  into 


silver  plate,  silver 
cles  of  that  kind. 


laments,  and  arti- 
lere  is  no  misunder- 


is  a 
iels  of 


Having  outlived  its  purpose,  the  t§ 
deterrent  \o  the  normal  char 
trade. 

It  is  one  bf  the  built-in /provisions 
which  had  somXreason  back/m  1934,  but 
absolutely  no  reason  now/  The  cost  to 
administer  this  act  is  four-  or  five  times 
greater  than  the  $14,0X0  which  is  col¬ 
lected. 

The  effect  of  thhf  tax 
the  operation  of  a  futures 
the  user,  dealer,  /efinev,  ok 
ver  an  opporti 
eration  agair 


is  to  prevent 
larket  to  deny 
^rniner  of  sil- 
iity  to  protect  his  op- 
otherwise  unavoidable 


market  risk/  For  example  if  >a  user  of 
silver  makes  a  profit  on  a  sale\f  silver 
scrap  gei/rated  in  his  processing\pera- 
tion  because  the  market  price  of  Silver 
has  advanced  since  his  original  purchase, 
he  must  pay  a  50 -percent  tax  on  t. 
profit  realized  unless  he  promptly  buyi 
apr  equivalent  amount  of  refined  silver, 
ms  preventing  him  from  using  his  own 
"judgment  as  to  the  quantity  of  silver 
he  should  hold  in  inventory.  If  on  a 
subsequent  sale  of  scrap  he  sustains  a 
loss  because  the  market  price  of  silver 
has  declined,  he  has  no  way  to  offset*  Xay  ha' 
this  loss  against  the  profit  realized  on  problem 
the  previous  sale. 

They  are  the  people  represented  by 
the  distinguished  Senator  from  Mary¬ 
land  [Mr.  Butler]  and  the  distinguished 
Senator  from  Rhode  Island  [Mr.  Pas- 
tore]. 

There  is  no  question  that  the  silver 
transfer  tax  put  an  end  to  the  develop¬ 
ment  of  New  York  as  the  principal  mar¬ 
ket,  and  at  the  same  time  caused  Lon¬ 
don  to  exist  as  the  most  important 
clearing  point  for  international  silver 
trade.  No  other  commodity,  regardless 
of  its  intrinsic  value  or  importance  to 
the  public  welfare  is  subject  to  similar 
taxation. 

My  intention  was  to  offer  an  amend¬ 
ment  at  this  session  to  carry  out  the 
recommendation  of  the  President  and  the 


standing  on  the/art  of  the  President  of 
the  United  States,  the  Treasury  Depart¬ 
ment,  the  miners,  those  who  refine  silver, 
or  the  group  who  make  the  silver  into 
bullion  or/fvire  and  then,  in  turn,  sell  it 
to  manufacturers  in  Rhode  Island,  Mary¬ 
land,  f/w  York,  and  other  places.  What 
has  pippened  is  that  those  manufac- 
s  are  now  at  the  mercy  of  the  Lon- 
silver  market  as  against  the  Ameri- 
,n  market,  and  they  cannot  make  their 
Ians. 

In  all  fairness,  I  should  say  that  no 
hearings  were  held  on  this  question.  The 
proposal  is  tied  into  the  Silver  Purchase 
Act.  What  those  who  make  silver  plate 
or  buy  bullion  or  wire  or  silver  sheet  are 
talking  about  is  not  this  tax.  They  want 
to  put  this  tax  together  with  the  silver 
purchase  tax.  They  are  two  different 
taxes.  This  is  a  complicated  problem 
and  involves  fiscal  policies  of  the  U.S. 
Government  which  are  well  established 
by  the  Treasury  Department.  The  peo¬ 
ple  whom  the  Senator  from  Rhode  Island 
and  the  Senator  from  Maryland  repre¬ 
sent  should  be  heard. 

I  have  spoken  with  many  of  the  Sen¬ 
ators  who  have  joined  with  me  as  co¬ 
sponsors  of  the  amendment.  I  observe 
in  the  Chamber  the  distinguished  Sen¬ 
ator  from  Montana  [Mr.  Mansfield]  and 
also  the  distinguished  Senator  from 
Idaho  [Mr.  Church],  whose  State  is 
vitally  interested  in  this  question,  be¬ 
cause  it  produces  a  greater  amount  of 
silver  than  is  produced  in  any  other 
tate  in  the  Union.  We  shall  not  offer 
e  amendment  at  this  time,  but  I 
thought  I  should  place  in  the  Record  a 
letter  from  about  15  Senators  who  are 
interested  in  this  question,  in  which  they 
suggest\this  course  of  action.  Then  we 
a  better  understanding  of  the 
d  can  take  up  the  whole 
silver  questhan  in  January. 

I  have  spoken  with  the  distinguished 
chairman  of  the  Committee  on  Finance 
the  Senator  frona  Virginia  [Mr.  Byrd]. 
I  feel  certain  thaNjiat  committee  will  be 
sympathetic  to  considering  the  problem. 

Much  has  been  saiosabout  business  and 
economic  conditions\in  the  United 
States.  Some  persons  have  said  that  the 
economy  is  not  moving\  forward  fast 
enough  and  is  not  advancing^  it  should; 
that  the  gross  national  product,  per¬ 
centagewise,  is  not  as  high  as\it  should 
be.  These  are  two  built-in  factors  which 
are  causing  a  part  of  the  trouble*.  The 
repeal  of  the  transfer  tax  would  provide 
flexibility  in  the  silver  market  and  aHow 
the  purchasers  of  silver  to  make  their 
plans.  I  do  not  know  whether  this  pro- 


1962 


CONGRESSIONAL  RECORD  —  SENATE 


17299 


witftvamendments  on  page  1,  at  the  be- 
of  line  5,  to  insert  “may  be  issued 
a  visa 'and”;  and  in  line  10,  after  the 
word  “Abt,”  to  insert  a  colon  and  “And 
provided  further.  That  this  exemption 
shall  applyXnly  to  a  ground  for  exclu¬ 
sion  of  whicN  the  Department  of  State 
or  the  Department  of  Justice  has  knowl¬ 
edge  prior  to  theNenactment  of  this  Act.” 

The  amendments  were  agreed  to. 

The  amendmentsSvvere  ordered  to  be 
engrossed,  and  the  biX  to  be  read  a  third 
time. 

The  bill  was  read  theXjrird  time,  and 
passed. 

DARIO  TACQUECHI 

The  Senate  proceeded  to  consider  the 
bill  (H.R.  7582)  for  the  relief  of  >Dario 
Tacquechel,  which  had  been  reported 
from  the  Committee  on  the  Judiciary 
with  an  amendment  in  line  4,  after  tl 
name  “Dario”,  to  strike  out  “Tacque-' 
chel”  and  insert  “Taquechel”. 

The  amendment  was  agreed  to. 

The  amendment  was  ordered  to  be  en¬ 
grossed,  and  the  bill  to  be  read  a  third 
time. 

The  bill  was  read  the  third  time,  and 
passed. 

The  title  was  amended,  so  as  to  read: 
“An  act  for  the  relief  of  Dario 
Taquechel.” 


BILL  PASSED  OVER 

The  bill  (H.R.  11217)  to  amend  section 
6112  of  title  10,  United  States  Code,  was 
announced  as  next  in  order. 

Mr.  MANSFIELD.  Over. 

The  PRESIDING  OFFICER.  The 
bill  will  be  passed  over. 


CERTIFICATES  OF  HONORABLE  DIS¬ 
CHARGE  IN  LIEU  OF  CERTIFI¬ 
CATES  OF  DISENROLLMENT, 

COAST  GUARD  RESERVE 

The  Senate  proceeded  to  consider  the 
bill  (H.R.  2292)  to  authorize  the  Secre¬ 
tary  of  the  Treasury  to  issue  certificates 
of  honorable  discharge  in  lieu  of  certifi¬ 
cates  of  disenrollment  to  certain  persons 
who  served  as  temporary  members  of  the 
United  States  Coast  Guard  Reserve  dur¬ 
ing  World  War  II,  which  had  been  re¬ 
ported  from  the  Committee  on  Com¬ 
merce  with  amendments  on  page  1,  line 
6,  after  the  numerals  “763”,  to  strike  out 
“Honorable  discharge”  and  insert  “Certi-y 
ficate  of”;  on  page  2,  line  1,  after  tl 
word  “issue”,  to  strike  out  “a  certificate 
of  honorable  discharge”  and  insertA'an 
appropriate  certificate  of  honorable 
service” ;  in  line  7,  after  the  wora  “hon¬ 
orable”,  to  strike  out  “discharge”  and 
insert  “service”;  and  in  tl y?  first  line 
after  line  12,  after  the  nuinerals  “763”, 
to  strike  out  “Honorable  discharge”  and 
insert  “Certificate  of  honorable  service”. 

The  amendments  w^re  agreed  to. 

The  amendments  jwere  ordered  to  be 
engrossed,  and  the  Joill  to  be  read  a  third 
time. 

The  bill  was  yfe ad  the  third  time,  and 
passed. 

The  title  v/as  amended,  so  as  to  read: 
“An  Act  tp  authorize  the  Secretary  of 
the  Treasury  to  issue  certificates  of  hon¬ 
orable  service  in  lieu  of  certificates  of 
disenrollment  to  certain  persons  who 
served  as  temporary  members  of  the 
United  States  Coast  Guard  Reserve  dur- 
World  War  II.” 


NATIONAL  SAFETY  COUNCIL  50TH 
ANNIVERSARY  YEAR 

The  joint  resolution  (S.J.  Res.  222) 
providing  for  the  designation  of  the  pe¬ 
riod  October  1962  through  October  1963 
as  “National  Safety  Council  50th  Anni¬ 
versary  Year”  was  considered,  ordered 
to  be  engrossed  for  a  third  reading,  was 
read  the  third  time,  and  passed,  as 
follows: 

Resolved,  by  the  Senate  and  House  of  Rep¬ 
resentatives  of  the  United  States  of  America 
in  Congress  assembled.  That  the  President  is 
authorized  and  requested  to  issue  a  procla¬ 
mation  designating  the  period  October  1962 
irough  October  1963  as  “National  Safety 
iamcil  Fiftieth  Anniversary  Year,”  and/ 
caltmg  upon  the  governments  of  the  State/ 
and  Ncommunities  and  the  people  of  the 
Unite®. States  to  join  in  observance  of  /this 
significant  occasion  and  to  increase, /their 
efforts  toXeduce  the  number  of  accidents  in 
homes,  in  Ndustry,  in  public  placey;  and  on 
our  streets  afsU  highways. 

The  preamble  was  agreed  te, 


NATIONAL  GUARD  PARTICIPATION 
in  reenactmekt/of  BATTLE  OF 
ANTIETAM 

Mr.  MANSFIEITf.  Madam  President, 
in  view  of  the  faot  that  a\ime  limitation 
is  involved,  I  move  that  thA.Senate  pro¬ 
ceed  to  the  /Consideration  of  calendar 
1944,  Senat/bill  3613. 

The  motion  was  agreed  to;  Vnd  the 
bill  (S.  3613)  to  provide  that  participa¬ 
tion  bVmembers  of  the  National  Guard 
in  the  reenactment  of  the  Battle\of 
Antietam  shall  be  held  and  considered 
b 5/full-time  training  duty  under  sectiorN 
33  of  title  32,  United  States  Code,  and 
''for  other  purposes,  was  considered,  or¬ 
dered  to  be  engrossed  for  a  third  reading, 
read  the  third  time,  and  passed,  as 
follows : 

Be  it  enacted  by  the  Senate  and  House  of 
Representatives  of  the  United  States  of 
America  in  Congress  assembled,  That  (a)  any 
member  of  the  Army  National  Guard  of  the 
United  States  or  the  Air  National  Guard  of 
the  United  States  who,  in  his  status  as  a 
member  of  the  National  Guard,  voluntarily 
participates  in  the  reenactment  of  the  Battle 
of  Antietam  shall,  while  participating  in 
and  while  proceeding  directly  to  and  from 
any  such  reenactment,  pageant,  or  ceremony, 
be  held  and  considered  to  be  engaged  in  full¬ 
time  training  duty  under  a  call  or  order  to 
perform  training  under  the  provisions  of 
section  503  of  title  32,  United  States  Code; 
but  no  such  member  shall  be  entitled  to  any 
pay  or  allowances  from  the  Federal  Govern¬ 
ment  on  account  of  his  participation  in  any 
such  reenactment,  pageant,  or  ceremony. 

(b)  With  respect  to  the  transportation  of 
members  described  in  subsection  (a)  of  this 
section,  maximum  utilization  shall  be  made 
of  transportation  facilities  issued  to  National 
Guard  units  by  the  Federal  Government,  and 


in  any  case  in  which  such  facilities  are 
adequate  for  such  purpose,  transportation 
facilities  of  the  Armed  Forces  may  be /used 
to  the  extent  deemed  practicable  hy  the 
Secretary  of  Defense. 


EXECUTIVE  SESSION 

Mr.  MANSFIELD.  Mad/m  President, 
I  move  that  the  Senate/proceed  to  the 
consideration  of  executive  business,  to 
consider  the  nominations  on  the  Execu¬ 
tive  Calendar,  beginning  with  the  new 
reports. 

The  motion  wfCs  agreed  to;  and  the 
Senate  proceeded  to  the  consideration  of 
executive  business. 

The  PRESIDING  OFFICER  (Mrs. 
NEUBERGER/in  the  chair) .  If  there  be  no 
executive"  reports  of  committees,  the 
nominations  on  the  Executive  Calendar, 
beginning  with  the  new  reports,  will  be 
stag'd. 

POSTMASTERS 

The  legislative  clerk  proceeded  to  read 
sundry  nominations  of  postmasters. 

Mr.  MANSFIELD.  Madam  President, 
I  ask  unanimous  consent  that  these  nom¬ 
inations  be  considered  en  bloc. 

The  PRESIDING  OFFICER.  Without 
objection,  the  nominations  will  be  con¬ 
sidered  en  bloc;  and,  without  objection, 
they  are  confirmed. 


DIPLOMATIC  AND  FOREIGN 
SERVICE 

Mr.  MANSFIELD.  Madam  President, 
I  move  that  the  Senate  proceed  to  the 
consideration  of  the  nomination  for  the 
Diplomatic  and  Foreign  Service. 

The  PRESIDING  OFFICER.  Without 
objection,  the  nomination  will  be  stated. 

The  legislative  clerk  read  the  nomina¬ 
tion  of  Charles  E.  Bohlen,  of  the  District 
of  Columbia,  a  Foreign  Service  officer  of 
the  class  of  career  ambassador,  to  be 
Ambassador  Extraordinary  and  Pleni¬ 
potentiary  of  the  United  States  of  Amer- 

Ni 0  fn 

’he  PRESIDING  OFFICER.  The 
qu^tion  is  on  agreeing  to  the  motion 
thatXhe  Senate  proceed  to  the  considera¬ 
tion  orsthis  nomination. 

The  nmtion  was  agreed  to;  and  the 
Senate  proceeded  to  consider  the  nomi¬ 
nation. 

Mr.  MANSFIELD.  Madam  President, 
I  wish  to  staX,  for  the  record,  and  at 
the  request  of  the  distinguished  Senator 
from  South  Carolina  [Mr.  Thurmond], 
that  he  is  opposeckto  this  nomination, 
and  wishes  to  be  so  reX^ed- 

The  PRESIDING  \OFFICER.  The 
question  is,  Will  the  Senate  advise  and 
consent  to  this  nomination? 

The  nomination  was  confirmed. 

Mr.  MANSFIELD.  MadaimPresideiit, 
I  ask  unanimous  consent  that  tlm  Presi¬ 
dent  be  immediately  notified  of  tXe  con¬ 
firmation  of  all  nominations  confirmed 
this  day. 

The  PRESIDING  OFFICER.  Withd\fi 
objection,  the  President  will  be  notified 
forthwith. 
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PROTOCOL  MODIFYING  AND  SUP¬ 
PLEMENTING  CONVENTION  FOR 
XVOIDANCE  OF  DOUBLE  TAXA¬ 
TION  AND  PREVENTION  OF  FIS¬ 
CAL  EVASION  WITH  RESPECT  TO 
TAXES  ON  INCOME— REMOVAL  OF 
INJUNCTION  OF  SECRECY 

Mr. \  MANSFIELD.  Madam  President, 
I  ask  \unanimous  consent  that  the  in¬ 
junction  of  secrecy  be  removed  from 
Executive  G,  87th  Congress,  2d  session, 
the  protocol  between  the  United  States 
and  Japan,  signed  at  Tokyo  on  August 
14,  1 9 62, \  modifying  and  supplementing 
the  convention  for  the  avoidance  of 
double  taxation  and  the  prevention  of 
fiscal  evasion  with  respect  to  taxes  on  in¬ 
come  signed  at  Washington  on  April  16, 
1954,  as  s implemented  by  the  protocol 
signed  at  Tokyo  on  March  23,  1957,  and 
as  modified  \  and  supplemented  by  the 
protocol  signed  at  Tokyo  on  May  7,  1960, 
transmitted  up  the  Senate  today  by  the 
President  of  tne  United  States,  and  that 
the  protocol,  together  with  the  Presi¬ 
dent’s  message!  be  referred  to  the  Com¬ 
mittee  on  Foreign  Relations,  and  that 
the  President’s  message  be  printed  in  the 
Record.  \ 

The  PRESIDING  OFFICER.  Is  there 
objection?  The  Qhair  hears  none,  and  it 
is  so  ordered.  \ 

The  message  from  the  President  is  as 
follows:  \ 

To  the  Senate  of  ttie  United  States: 

With  a  view  to  receiving  the  advice 
and  consent  of  the  Senate  to  ratification, 
I  transmit  herewith  tne  protocol  between 
the  United  States  and  Japan,  signed  at 
Tokyo  on  August  14,  1962,  modifying  and 
supplementing  the  convention  for  the 
avoidance  of  double  taxation  and  the 
prevention  of  fiscal  evasion  with  respect 
to  taxes  on  income  signed  at  Washing¬ 
ton  on  April  16,  1954,  as  supplemented 
by  the  protocol  signed  at  Tokyo  on  March 
23,  1957,  and  as  modified  and  supple¬ 
mented  by  the  protocol  sigWd  at  Tokyo 
on  May  7,  1960.  \ 

I  transmit  also  for  the\information 
of  the  Senate  the  report  by  the  Secre¬ 
tary  of  State  with  respect  io  the  pro¬ 
tocol  and  a  copy  of  each  of  the  two  notes 
and  each  of  the  two  letters,  with  accom¬ 
panying  memorandum,  referred  to  in 
and  enclosed  with  that  report.X 
It  is  hoped  that  the  Senate  will  be  able 
to  give  consideration  to  the  protocol 
transmitted  herewith,  together  with  the 
1960  protocol  which  is  under  considera¬ 
tion  in  the  Committee  on  Foreign  Rela¬ 
tions,  with  a  view  to  their  ratification  as 
soon  as  possible.  \ 

John  F.  Kennedy. 
The  White  House,  August  31,  19\2. 


LEGISLATIVE  SESSION  \ 

Mr.  MANSFIELD.  Madam  President, 
I  move  that  the  Senate  resume  the  con¬ 
sideration  of  legislative  business.  \ 
The  motion  was  agreed  to;  and  the 
Senate  resumed  the  consideration  oi 
legislative  business.  \ 


REVENUE  ACT  OF  1962 

Mr.  MANSFIELD.  Madam  President, 

I  move  that  the  Senate  resume  the  con¬ 


sideration  of  H.R.  10650,  the  Revenue 
Act  of  1962,  which  was  laid  aside  tem¬ 
porarily,  for  the  consideration  of  other 
business. 

The  motion  was  agreed  to;  and  the 
Senate  resumed  the  consideration  of  the 
bill  (H.R.  10650)  to  amend  the  Internal 
Revenue  Code  of  1954  to  provide  a  credit 
for  investment  in  certain  depreciable 
property,  to  eliminate  certain  defects 
and  inequities,  and  for  other  purposes. 

Mr.  COTTON.  Madam  President,  I 
offer  the  amendment  which  I  send  to 
the  desk  and  ask  to  have  stated. 

The  PRESIDING  OFFICER.  The 
amendment  will  be  stated. 

The  Legislative  Clerk.  At  the  end  of 
the  bill  it  is  proposed  to  add  the  follow¬ 
ing  new  section: 

Sec.  28.  Effective  Date  of  Amendment  to 
Section  1374(b) . 

The  amendment  made  by  section  2(b)  of 
Public  Law  86-376  (73  Stat.  699)  shall  take 
effect  on  September  2, 1958. 

Mr.  COTTON.  Madam  President,  this 
is  an  amendment  to  correct  a  techni¬ 
cality  in  the  law.  I  understand  that  the 
amendment  is  acceptable  to  the  manager 
of  the  bill  and  also  to  the  senior  minority 
member  of  the  committee.  I  hope  I  am 
correct- in  stating  that  they  are  willing 
to  accept  the  amendment. 

Mr.  KERR.  Madam  President,  the 
Senator  from  New  Hampshire  is  correct; 
and.  Madam  President,  the  amendment 
is  acceptable  to  the  Treasury.  I  recom¬ 
ment  its  adoption. 

The  PRESIDING  OFFICER.  The 
question  is  on  agreeing  to  the  amend¬ 
ment  of  the  Senator  from  New  Hamp¬ 
shire. 

The  amendment  was  agreed  to. 

Mr.  COTTON.  Madam  President,  I 
ask  unanimous  consent  to  have  printed 
at  this  point  in  the  Record  a  statement 
on  the  amendment,  which  I  send  to  the 
desk. 

There  being  no  objection,  the  state¬ 
ment  was  ordered  to  be  printed  in  the 
Record,  as  follows: 

Brief  Explanation  of  Amendment  to  H.R. 

10650  Introduced  by  Mr.  Cotton 

In  the  Technical  Amendments  Act  of  1958 
the  Congress  enacted  subchapter  S,  relating 
to  small  business  corporations.  Under  these 
provisions  a  qualified  small  business  corpora¬ 
tion  can  elect  to  have  its  income  taxed  di¬ 
rectly  to  its  shareholders  and  to  have  its  net 
operating  losses  passed  through  directly  to 
its  shareholders.  As  initially  enacted  in_1958, 
section  1374  allowed  a  shareholder  of  an  elect¬ 
ing  small  business  corporation  to  deduct  his 
pro  rata  share  of  the  corporation’s  net  operat¬ 
ing  loss  for  his  taxable  year  in  which  or  with 
which  the  taxable  year  of  the  corporation 
ends.  However,  a  shareholder  who  dies  be¬ 
fore  the  end  of  the  corporation’s  taxable  year 
was  deprived  of  his  share  of  the  net  operating 
loss  which  occurred  in  the  corporation’s  tax¬ 
able  year  in  which  he  died  because  there  was 
no  taxable  year  of  the  corporation  that  ended 
with  or  within  the  abbreviated  taxable  year 
of  the  shareholder.  Because  of  this,  section 
1374  was  amended  by  section  2(b)  of  Public 
Law  86-376,  86th  Congress,  1st  session,  to 
make  it  clear  that  in  such  a  case  a  deceased 
shareholder  will  not  be  denied  his  pro  rata 
share  of  the  electing  small  business  corpora¬ 
tion’s  net  operating  loss.  This  amendment, 
however,  was  made  effective  only  from  the 
day  after  the  date  of  the  enactment  of  Public 
Law  86-376.  This  was  September  24,  1959. 

The  purpose  of  the  proposed  amendment  is 
to  make  the  effective  date  of  this  particular 
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provision  of  Public  Law  86-376  September  2, 
1958,  the  date  of  the  original  enactment  of 
subchapter  S,  in  order  that  shareholders  of 
an  electing  small  business  corporation  who 
died  prior  to  September  24,  1959,  are  also  not 
denied  their  pro  rata  share  of  the  net  operat¬ 
ing  loss  of  the  electing  small  business  corpo¬ 
ration  occurring  in  the  year  of  the  share¬ 
holder’s  death. 

Mr.  SPARKMAN.  Madam  President, 
I  call  up  my  amendment  identified  as 
“8-25-62— A.” 

The  PRESIDING  OFFICER.  The 
amendment  will  be  stated. 

The  Legislative  Clerk.  After  section 
21  of  the  bill,  relating  to  treaties,  it  is 
proposed  to  add  the  following  new  sec¬ 
tion  : 

Sec.  22.  Deduction  for  Depreciation  by 
Tenant-Stockholder  of  Cooper¬ 
ative  Housing  Corporation. 

(a)  Allowance  of  Deduction. — Section 
216  (relating  to  deductions  by  tenant-stock¬ 
holders  of  a  cooperative  housing  corporation) 
is  amended  by-* 1- 

(1)  amending  the  heading  thereof  to  read 
as  follows: 

“Sec.  216.  Deduction  of  Taxes,  Interest, 
and  Depreciation  by  Coopera¬ 
tive  Housing  Corporation  Ten¬ 
ant-Stockholder.”;  and 

(2)  adding  at  the  end  of  section  216  the 
following  new  subsection: 

“(c)  So  much  of  the  stock  of  a  tenant- 
stockholder  in  a  cooperative  housing  cor¬ 
poration  as  is  allocable,  under  regulations 
prescribed  by  the  Secretary  or  his  delegate, 
to  a  proprietary  lease  or  right  of  tenancy  in 
property  subject  to  the  allowance  for  depre¬ 
ciation  under  section  167(a)  shall,  to  the  ex¬ 
tent  such  proprietary  lease  or  right  of  ten¬ 
ancy  is  used  by  such  tenant-stockholder  in 
a  trade  or  business  or  for  the  production  of 
income,  be  treated  as  property  subject  to  the 
allowance  for  depreciation  under  section 
167(a).” 

Mr.  SPARKMAN.  Madam  President, 
this  amendment  follows  the  policy  of 
section  216  of  the  Internal  Revenue  Code 
of  1954  that  a  tenant-stockholder  of  a 
cooperative  housing  corporation  be 
treated  in  a  manner  consistent  with  that 
of  the  owner  of  improved  real  property. 
It  makes  it  clear  that  when  such  a  ten¬ 
ant-stockholder  leases  all  or  part  of  his 
interest  in  the  property  of  such  corpora¬ 
tion  and  thereby  uses  such  property  in 
a  trade  or  business  or  for  the  production 
of  income,  such  portion  of  the  basis  of 
his  stock  as  is  allocable  to  a  proprietary 
lease  or  right  of  tenancy  in  property  sub¬ 
ject  to  the  allowance  for  depreciation 
shall  itself  be  treated  as  property  sub¬ 
ject  to  the  allowance  for  depreciation. 

Mr.  DOUGLAS.  Madam  President, 
will  the  Senator  from  Alabama  yield  for 
a  question? 

Mr.  SPARKMAN.  I  yield. 

Mr.  DOUGLAS.  Am  I  correct  in  un¬ 
derstanding  that  this  amendment  is  de¬ 
signed  to  permit  those  who  purchase 
apartments  in  a  cooperative,  or  who  be¬ 
come  members  of  a  housing  cooperative, 
to  obtain  loans  from  building  and  loan 
associations? 

Mr.  SPARKMAN.  No;  this  has  no 
connection  with  savings  and  loan  asso¬ 
ciations.  As  it  stands  now,  persons  who 
own  apartments,  we  will  say  in  a  build¬ 
ing  that  is  condominium - 

Mr.  DOUGLAS.  The  Puerto  Rican 
system — horizontal  slices  of  an  apart¬ 
ment. 
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Mr.  SPARKMAN.  That  is  correct.  If 
a  person  rents  out  that  kind  of  property, 
he  can  deduct  depreciation  and  expenses, 
and  so  forth;  but  the  person  who  owns 
almost  the  identical  same  thing  in  a 
cooperative  housing  cannot  do  that. 
This  amendment  puts  those  persons  on 
a  par  with  the  others. 

Mr.  DOUGLAS.  I  think  this  is  a  con¬ 
structive  amendment. 

Mr.  JAVITS.  Madam  President,  will 
the  Senator  yield  for  a  question? 

Mr.  SPARKMAN.  I  yield. 

Mr.  JAVITS.  This  amendment,  of 
course,  seeks  to  take  account  of  the 
legal  form  of  organization  which  repre¬ 
sents  a  proprietary  lease  and  a  stock  in¬ 
terest,  which  is  a  quite  usual  form  of 
organization,  for  example,  in  New  York 
City,  for  cooperatives.  As  a  matter  of 
fact,  I  happen  to  have  one  of  those,  my¬ 
self.  So  what  this  amendment  would 
do,  as  the  Senator  has  explained  in  re¬ 
sponse  to  the  Senator  from  Illinois,  is 
treat  property  owners  the  same  across 
the  board,  regardless  of  the  form  of  legal 
organization  of  the  cooperative,  with  re¬ 
spect  to  the  availability  of  deductions 
for  interest,  and  so  forth. 

Mr.  SPARKMAN.  That  is  correct. 

Mr.  SMATHERS.  Madam  President, 
will  the  Senator  yield? 

Mr.  SPARKMAN.  I  yield. 

Mr.  SMATHERS.  As  I  understand  the 
amendment,  it  merely  permits  those  per¬ 
sons  who  buy  cooperative  apartments 
and  call  them  their  homes  to  get  the 
same  advantage  of  the  tax  deduction  for 
depreciation,  and  so  forth,  as  people  who 
own  their  own  homes. 

Mr.  KERR.  In  the  event  they  rent 
them  out. 

Mr.  SPARKMAN.  Yes;  in  the  event 
they  rent  them  out.  It  places  all  prop¬ 
erty  ownership  on  the  same  level. 

Mr.  KERR.  Madam  President,  the 
amendment  has  been  submitted  to  the 
Treasury.  It  has  been  submitted  to 
members  of  the  committee.  The  Sen¬ 
ator  from  Oklahoma  feels  it  is  a  worthy 
amendment,  and  recommends  its  adop¬ 
tion. 

The  PRESIDING  OFFICER.  The 
question  is  on  agreeing  to  the  amend¬ 
ment  of  the  Senator  from  Alabama. 

The  amendment  was  agreed  to. 

Mr.  KERR.  Madam  President,  I  move 
that  the  vote  by  which  the  amendment 
was  agreed  to  be  reconsidered. 

Mr.  JAVITS.  Madam  President,  I 
move  to  lay  that  motion  on  the  table. 

The  motion  to  lay  on  the  table  was 
agreed  to. 

Mr.  SPARKMAN.  Madam  President, 
on  behalf  of  Senators  Javits,  Beall, 
Lausche,  Case,  and  myself,  I  call  up  my 
amendments  identified  as  “8-30-62 — G.” 

The  PRESIDING  OFFICER.  Does  the 
Senator  wish  the  amendments  to  be 
read? 

Mr.  DOUGLAS.  Madam  President,  I 
wonder  if  we  may  have  an  explanation 
of  the  amendment. 

Mr.  SPARKMAN.  Madam  President, 
I  ask  unanimous  consent  that  the 
amendments  be  printed  without  their 
being  read. 

The  PRESIDING  OFFICER.  Without 
objection,  it  is  so  ordered. 


The  amendments  ordered  to  be  printed 
in  the  Record  are,  as  follows : 

On  page  74,  line  18,  after  the  comma  strike 
out  “and”. 

On  page  74,  line  20,  after  the  comma  in¬ 
sert  “and  certificates  of  deposit  in,  or  obliga¬ 
tions  of,  a  corporation  organized  under  a 
State  law  which  specifically  authorizes  such 
corporation  to  insure  the  deposits  or  share 
accounts  of  member  associations,”. 

On  page  74,  line  24,  strike  out  “and”  before 
“(v)”. 

On  page  74,  line  25,  after  “clause  (iii)  ”  and 
insert  ",  and  (vi)  property  used  by  the 
association  in  the  conduct  of  the  business 
described  in  subparagrap  (B)”. 

On  page  75,  line  9,  after  “or”  insert  “real 
property  used  primarily  for  church 
purposes,”. 

On  page  75,  line  10,  after  “property”  insert 
“or  real  property  used  primarily  for  church 
purposes,  or  property  acquired  through  the 
liquidation  of  defaulted  loans  described  in 
this  clause”. 

On  page  75,  line  11,  strike  out  “70”  and 
insert  “60”. 

On  page  75,  line  17,  strike  out  “units,  or” 
and  insert  “units  or  real  property  used  pri¬ 
marily  for  church  purposes,”. 

On  page  75,  line  19,  after  “units”  insert 
“or  real  property  used  primarily  for  church 
purposes,  or  property  acquired  through  the 
liquidation  of  defaulted  loans  described  in 
this  clause”. 

On  page  75,  line  24,  strike  out  “27”  and 
insert  “36”. 

On  page  76,  line  2,  beginning  with  the 
comma,  strike  out  all  through  “(c)”  in  line 
9. 

On  page  76,  line  11,  strike  out  “none”  and 
insert  “not  more  than  3  percent”. 

On  page  76,  line  12,  strike  out  the  closing 
quotation  marks  and  after  line  12  insert  the 
following:  “At  the  election  of  the  taxpayer, 
the  percentages  specified  in  this  paragraph 
shall  be  applied  on  the  basis  of  the  average 
assets  outstanding  during  the  taxable  year, 
in  lieu  of  the  close  of  the  taxable  year, 
computed  under  regulations  prescribed  by 
the  Secretary  or  his  delegate.’  ” 

Mr.  SPARKMAN.  Madam  President, 
I  offer  this  amendment  to  make  cer¬ 
tain  minor  changes  in  the  definition  of  a 
domestic  building  and  loan,  primarily 
designed  to  permit  a  more  reasonable 
investment  in  loans  on  multifamily 
dwellings. 

First  of  all  the  amendment  would  per¬ 
mit  the  inclusion  of  “property  acquired 
through  liquidation  of  defaulted  loans” 
in  the  appropriate  residential  categor¬ 
ies  under  paragraph  (D). 

My  amendment  would  also  increase 
permissible  apartment  lending  by  9 
percentage  points. 

Mr.  DOUGLAS.  Madam  President,  if 
the  Senator  will  yield,  from  what  to 
what?  May  I  ask  what  the  present  limit 
is? 

Mr.  SPARKMAN.  There  is  no  limita¬ 
tion  under  existing  law,  but  this  amend¬ 
ment  would  increase  by  9  percentage 
points  what  the  bill  would  do. 

Mr.  DOUGLAS.  What  does  the  bill 
have  in  it? 

Mr.  SPARKMAN.  Twenty-seven. 

Mr.  KERR.  Madam  President,  if  the 
Senator  will  yield,  the  bill  has  in  it  70 
percent  of  90  percent  to  be  invested  in 
residential  units  of  four  or  less. 

Mr.  DOUGLAS.  That  is  the  conven¬ 
tional  type,  but  what  about  more  than 
four? 


Mr.  KERR.  If  the  Senator  will  listen, 
I  will  explain  it.  The  amendment  would 
require  that  60  percent  of  90  percent  be 
invested  in  the  one  to  four  type,  and 
therefore  another  10  percent  of  90  per¬ 
cent  could  be  invested  in  more  than  four- 
family  units. 

Mr.  SPARKMAN.  Yes,  but  there  is  a 
further  restriction  under  subparagraph 
(E)  which  would  limit  multifamily  loans 
to  36  percent,  which  is  9  percent  more 
than  the  27  percent  in  the  bill  as  re¬ 
ported. 

Mr.  KERR.  That  is  correct;  9  percent 
more. 

Mr.  SPARKMAN.  It  is  27  percent  in 
the  bill,  and  the  amendment  would  raise 
it  to  36  percent. 

Mr.  DOUGLAS.  What  is  it  before  the 
bill  is  passed? 

Mr.  SPARKMAN.  There  is  no  limi¬ 
tation  as  far  as  tax  law  is  concerned. 

Mr.  DOUGLAS.  Is  there  no  limitation 
or  no  permission? 

Mr.  SPARKMAN.  There  is  no  limita¬ 
tion. 

Mr.  DOUGLAS.  In  practice,  have  not 
the  building  and  loan  associations  con¬ 
fined  themselves  to  loans  on  dwellings 
of  from  one  to  four  units? 

Mr.  SPARKMAN.  No.  It  all  depends 
upon  the  community.  I  would  say  “Yes” 
to  the  question  of  the  Senator  with  re¬ 
spect  to  the  type  of  housing  we  have  ih 
the  particular  area  of  my  hometown, 
but  my  guess  would  be  that  as  to  a 
building  and  loan  association  in  the  city 
of  Chicago,  the  Senator  would  find - • 

Mr.  KERR.  That  it  is  already  lend¬ 
ing  more  than  this  language  provides. 

Mr.  DOUGLAS.  I  would  like  to  wait 
for  the  final  explanation  of  the  Senator 
from  Alabama. 

Mr.  SPARKMAN.  I  shall  be  glad  to 
proceed. 

The  present  limitations  in  paragraphs 
(D)  and  (E)  on  page  75  have  the  effect 
of  limiting  an  association’s  investment  in 
apartment  loans  to  between  15  percent 
and  20  percent  of  assets. 

Today  some  30  percent  of  all  residen¬ 
tial  construction  is  in  the  apartment 
category  and  such  construction  is  on  the 
upturn.  The  proportion  has  doubled 
since  the  15  percent  of  1959. 

As  land  becomes  more  costly  and  diffi¬ 
cult  to  get,  buildings  tend  to  extend 
higher  into  the  air.  That  is  what  has 
happened. 

This  is  due  to  urban  renewal,  in¬ 
creased  urbanization,  and  increases  in 
the  number  of  elderly  families.  The 
resources  of  the  savings  and  loan  busi¬ 
ness  are  vitally  needed  to  finance  multi¬ 
family  housing.  Federal  law  in  recent 
years  has  been  amended  generally  to  pro¬ 
vide  more  assistance  to  multifamily 
housing.  This  new  restriction  would 
exert  a  contrary  influence. 

Ideally,  all  types  of  housing  should 
be  treated  equally,  but  reasonable  flexi¬ 
bility  could  be  accomplished  by  increas¬ 
ing  permissible  apartment  lending  by 
9  percentage  points  over  the  commit¬ 
tee  bill.  This  would  enable  substantial 
multifamily  financing,  but  still  maintain 
a  distinction  as  established  by  the  Senate 
Finance  Committee. 
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The  amendment  would  r  Iso  permit  real 
property  used  primarily  as  a  church  and 
being  held  by  a  savings  and  loan  asso¬ 
ciation  to  be  treated  the  same  as  a  loan 
secured  by  one-  to  four-family  property 
under  subparagraph  (D) . 

My  amendment  would  also  permit  a 
very  limited — 3  percent  of  assets — own¬ 
ership  of  private  corporate  stock  by  sav¬ 
ings  and  loan  associations.  This  is  nec¬ 
essary  because  State  and  Federal  asso¬ 
ciations  currently  have  authority  to 
make  minor  investments  in  certain 
closely  related  service  organizations  and 
quasi-public  corporations.  Last  year  the 
Congress,  under  the  sponsorship  of  Sen¬ 
ators  Fulbright  and  Ervin,  enacted 
legislation  to  permit  Federal  associa¬ 
tions  to  make  limited  investments  in 
State  business  development  commissions. 
There  are  various  State  enacted  savings 
and  loan  corporations  and  insurance 
funds  which  are  serving  a  worthy  pur¬ 
pose,  and  there  is  a  trend  for  the  estab¬ 
lishment  of  service  corporations  to  ac¬ 
quire  electronic  accounting  equipment 
for  the  use  of  participating  institutions. 
A  3 -percent  exemption  would  be  sufficient 
to  permit  these  worthy  investments,  but 
not  in  any  way  suggest  any  change  in 
the  basic  function  of  savings  and  loan 
institutions. 

The  last  part  of  my  amendment  would 
permit  a  savings  and  loan  association  to 
elect  the  percentages  under  the  bill  to 
be  applied  on  the  basis  of  its  average 
outstanding  assets  during  the  year, 
rather  than  at  the  end  of  the  taxable 
year. 

This  amendment  has  no  revenue  con¬ 
sequences  and  is  simply  a  technical  per¬ 
fecting  amendment.  I  understand  that 
the  managers  of  the  bill  have  no  objec¬ 
tion  to  my  amendment. 

I  may  say  this  amendment  likewise 
has  been  cleared  with  the  Treasury.  As 
a  matter  of  fact,  it  was  at  the  sugges¬ 
tion  of  the  Treasury  that  I  reintroduced 
the  measure  that  I  had  introduced  sev¬ 
eral  days  ago,  in  that  we  have  changed 
the  percentages  and  we  do  make  it  pos¬ 
sible  to  take  care  of  such  situations  as 
I  have  mentioned  among  savings  and 
loan  associations  in  several  States,  for 
instance,  in  the  State  of  Maryland. 

Let  us  consider  the  situation  in  the 
State  of  Maryland,  or  in  the  State  of 
Ohio.  The  State  of  Ohio  has  a  very 
fine  insurance  program  of  its  own.  This 
amendment  would  permit  the  making  of 
the  necessary  deposits  in  statewide  in¬ 
surance  corporations  without  affecting 
its  eligibility  for  special  tax  considera¬ 
tion  under  the  bill.  It  is  necessary  to 
have  certificates  of  deposit,  as  I  think 
they  are  called. 

Mr.  JAVITS.  Madam  President,  will 
the  Senator  yield? 

Mr.  SPARKMAN.  Before  I  yield,  I 
wish  to  say  that  the  Senator  from  Flor¬ 
ida  [Mr.  SmathersI  has  been  greatly  in¬ 
terested  in  this  amendment,  and  his 
name  should  have  been  included  as  a  co¬ 
sponsor  of  the  amendment.  I  hope  that 
it  may  appear  in  the  Record  that  the 
Senator  from  Florida  is  a  cosponsor  of 
the  amendment. 

smatHERS.  Madam  President, 
Will  the  Senator  yield? 

Mr.  SPARKMAN.  I  yield. 


Mr.  SMATHERS.  I  thank  the  able 
Senator.  In  the  committee  we  discussed 
the  problem  as  to  what  should  be  the 
limitations  with  respect  to  these  opera¬ 
tions.  We  tried  at  that  time  to  get  some 
language  in  the  bill,  as  we  discussed  it, 
but,  frankly,  we  were  not  able  to  do  so 
at  that  time.  I  am  glad  the  Senator 
from  Alabama,  who  has  taken  such  an 
interest  in  this  problem  for  so  long  a 
time,  has  offered  the  amendment.  I 
associate  myself  with  him. 

Mr.  DOUGLAS.  Madam  President, 
will  the  Senator  yield? 

Mr.  SPARKMAN.  I  yield  to  the  Sena¬ 
tor  from  Illinois. 

Mr.  DOUGLAS.  This  is  a  very  im¬ 
portant  amendment,  which  is  brought 
up  with  very  few  Senators  in  the 
Chamber.  It  would  result  in  a  further 
intensification  of  the  change  in  the 
functions  of  building  and  loan  associ¬ 
ations,  and  I  think  it  should  be  scru¬ 
tinized  very  carefully. 

Building  and  loan  associations  were 
originally  organized  by  groups  of  neigh¬ 
bors  who  combined  their  savings  in  or¬ 
der  to  provide  individual  homeowner- 
ship.  This  was  thereafter  broadened  to 
include  not  merely  the  individual  home, 
but  also  buildings  of  not  more  than  one 
to  four  housing  units,  when  the  owner 
was  to  be  the  occupant  of  one  of  the 
apartments,  frequently  serving  as  the 
janitor.  That  extension  was  con¬ 
structed,  but  it  was  intended  to  provide 
mutual  associations  for  the  purpose  of 
promoting  homeownership. 

The  investments  of  the  building  and 
loan  associations  were  in  the  field  of 
homes  which  were  individually  owned. 
They,  have  been  a  very  constructive  force 
in  American  life.  Again  and  again  on 
the  floor  of  the  Senate  I  have  defended 
the  building  and  loan  mutuals.  I  think 
they  are  a  most  constructive  force. 

In  the  process  of  time  a  great  many 
changes  have  crept  into  the  building  and 
loan  associations.  Many  of  them  have 
become  larger.  In  many  instances,  the 
neighborhood  quality  has  been  lost.  In 
many  instances,  while  ostensibly  the  de¬ 
positors  and  shareholders  are  those  who 
direct  the  business,  the  control  passes  to 
an  inner  group,  with  all  the  difficulties 
this  sometimes  involves. 

To  complicate  the  problem  still  fur¬ 
ther,  stock  building  and  loan  associa¬ 
tions  have  grown  up,  particularly  in  Cali¬ 
fornia,  where  they  have  driven  interest 
rates  up  and  where  much  speculation 
has  been  carried  on  of  a  none-too-savory 
character. 

Now  it  is  proposed  to  increase  the  zone 
of  commercial  investments  of  the  build¬ 
ing  and  loan  associations,  divorced  from 
any  ownership.  If  this  were  to  finance 
the  purchase  of  cooperative  apartments 
or  condominiums  I  would  most  heartily 
agree. 

The  Senator  from  Illinois  comes  from 
the  second  largest  city  in  the  United 
States.  We  well  recognize  the  impor¬ 
tance  of  apartments  and  multifamily 
housing  units  and  buildings.  I  think 
there  should  be  a  greater  extension  of 
this  in  the  suburbs,  as  a  matter  of  fact, 
than  is  now  the  case. 

Mr.  SPARKMAN.  Of  course,  even¬ 
tually  there  will  have  to  be. 
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Mr.  DOUGLAS.  But  in  this  connec¬ 
tion  I  point  out  that  if  36  percent  of  the 
assets  could  be  invested  in  commercially 
operated  apartments  and  3  percent  of 
the  assets  could  be  invested  in  State  de¬ 
velopment  associations,  the  building  and 
loan  associations  would,  more  and  more, 
be  permitted  to  become  a  type  of  bank, 
not  a  mutual  association  of  prospective 
homeowners. 

This  may  be  proper.  This  may  be  the 
way  we  should  move.  I  certainly  do  not 
want  to  agree  to  the  amendment,  with 
only  five  Senators  on  the  floor  at  7:25 
o’clock  in  the  evening.  I  think  it  should 
be  scrutinized  very  carefully. 

Mr.  SPARKMAN.  We  are  not  seek¬ 
ing  by  the  amendment  to  extend  the 
savings  and  loan  association  authority. 
There  is  nothing  in  the  amendment 
which  would  extend  the  savings  and  loan 
association  authority  beyond  what  it  is 
today. 

Mr.  DOUGLAS.  It  would  be  extended 
from  27  percent  to  36  percent. 

Mr.  SPARKMAN.  No.  The  bill  would 
put  a  limitation  on  the  authority  of  sav¬ 
ings  and  loans  associations  to  invest. 
The  language  of  the  bill  would  not  affect 
what  is  allowed  today  under  the  basic 
law.  That  basic  law  came  from  the 
Banking  and  Currency  Committee. 

Mr.  DOUGLAS.  I  think  we  should 
scrutinize  that  law  carefully. 

Mr.  SPARKMAN.  What  we  have  said 
is,  “It  is  all  right  to  have  a  restric¬ 
tion - ” 

Mr.  DOUGLAS.  When  did  that  law 
come  from  the  Committee  on  Banking 
and  Currency? 

Mr.  SPARKMAN.  Provisions  regard¬ 
ing  the  various  powers  given  to  the  sav¬ 
ings  and  loan  associations  came  from 
the  Committee  on  Banking  and  Cur¬ 
rency. 

Mr.  DOUGLAS.  When? 

Mr.  SPARKMAN.  The  amendment  to 
which  I  referred  a  moment  ago  is  an 
example.  The  savings  and  loan  associ¬ 
ations  were  authorized  to  invest  one- 
half  of  1  percent  in  making  loans  to 
State  development  corporations  or  local 
development  corporations. 

Mr.  DOUGLAS.  The  Senator  from 
Illinois  would  agree  to  that,  but  that  is 
only  a  sprinkle  of  salt. 

Mr.  SPARKMAN.  Yes. 

Mr.  DOUGLAS.  That  is  only  one-half 
of  1  percent. 

Mr.  SPARKMAN.  That  is  one  of  the 
provisions. 

Mr.  DOUGLAS.  When  did  we  provide 
that  a  very  large  percentage  of  assets 
could  be  invested  in  commercially  run 
apartment  buildings?  When  was  that 
done? 

Mr.  SPARKMAN.  Under  the  existing 
tax  law  there  is  no  limitation  on  the 
savings  and  loan  associations  as  to 
multifamily  buildings.  The  bill  would 
provide  a  limit  of  27  percent.  We  said, 
in  effect,  “A  limitation  is  all  right,  but 
the  proposed  limitation  would  be  too  re¬ 
strictive.’’  We  agreed  to  36  percent. 

I  say  to  the  Senator  from  Illinois  that 
these  figures  were  drawn  up  with  the 
agreement  of  the  Treasury  Department. 

Mr.  DOUGLAS.  The  Treasury  De¬ 
partment  is  not  interested  in  homeown¬ 
ership.  It  is  interested  in  financial 
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solvency.  I  happen  to  be  interested  in 
homeownership. 

Mr.  SPARKMAN.  The  ownership  of 
an  apartment  or  a  unit  of  an  apartment 
is  as  much  ownership  as  ownership  of  a 
single  family  dwelling. 

Mr.  DOUGLAS.  If  this  were  confined 
to  cooperative  housing  or  to  a  condomin¬ 
ium  I  would  agree  with  the  Senator,  but 
apparently  the  amendment  proposes  that 
there  be  commercial  investment,  like  that 
of  a  commercial  bank,  of  up  to  36  per¬ 
cent  of  the  assets,  and  plus  3  percent 
to  be  used  for  development. 

Mr.  SPARKMAN.  For  these  special 
purposes. 

Mr.  DOUGLAS.  That  means  the  fig¬ 
ure  could  virtually  go  up  to  40  percent 
for  purposes  other  than  those  originally 
intended. 

Mr.  SPARKMAN.  No.  The  3  percent 
to  which  the  Senator  refers  includes 
such  amounts  as  would  have  to  be  used 
to  buy  furniture  and  office  equipment. 
That  is  a  necessary  expense  of  operation. 

Mr.  DOUGLAS.  There  is  a  great  dif¬ 
ference  between  making  loans  to  enable 
people  to  purchase  cooperative  apart¬ 
ments  and  making  loans  to  real  estate 
operators  who  operate  apartment  houses 
as  a  commercial  venture. 

The  building  and  loan  associations 
certainly  were  intended  to  promote 
homeownership.  I  am  not  acquainted 
with  the  technique  of  the  savings  bank 
institutions,  which  are  the  opposite  num¬ 
ber,  in  a  sense,  of  the  building  and  loan 
associations  on  the  Atlantic  coast. 

Mr.  SPARKMAN.  May  I  make  a  com¬ 
ment  at  that  point? 

Mr.  DOUGLAS.  It  may  be  that  they 
have  such  powers. 

Mr.  SPARKMAN.  They  have.  The 
bill  would  not  limit  them  in  any  way. 

Mr.  DOUGLAS.  I  understand. 

Mr.  SPARKMAN.  I  am  not  in  favor 
of  limiting  them.  They  have  rendered 
an  excellent  service  in  financing  home 
mortgages. 

Mr.  DOUGLAS.  The  mutual  savings 
banks  on  the  Atlantic  seaboard  differ 
from  the  building  and  loan  associations 
in  the  remainder  of  the  country,  in  that 
the  mutual  savings  banks,  as  I  under¬ 
stand,  are  associations  of  savers.  They 
primarily  put  their  investments  in  real 
estate  because  that  was  a  very  handy 
thing  to  do.  But  their  purpose  was  not 
primarily  to  promote  home  ownership. 
Their  purpose  was  to  find  safe  invest¬ 
ments  for  their  depositor  members. 

It  may  well  be  that  there  should  be 
no  restrictions  on  the  mutual  savings 
banks.  I  am  not  saying  that  there  should 
be.  I  am  not  very  well  acquainted  with 
the  mutual  savings  banks  because  there 
are  not  many  of  them  out  west.  But  I 
do  know  something  about  the  savings 
and  loan  institutions;  and,  as  one  who 
has  believed  in  them,  worked  for  them, 
and  has  tried  to  protect  them,  and  yet 
not  wanted  to  give  them  unfair  privi¬ 
leges,  I  say  we  should  consider  for  a 
time  before  we  put  them  in  the  business 
of  loaning  on  commercial  real  estate. 

Mr.  KERR.  Madam  President,  will 
the  Senator  from  Alabama  yield  to  me? 

Mr.  SPARKMAN.  I  yield  to  the  Sen- 
atof  from  Oklahoma. 


Mr.  DOUGLAS.  I  am  always  glad  to 
yield  for  a  question,  although  I  always 
wonder  what  is  coming. 

Mr.  KERR.  I  have  never  started  on 
a  more  friendly  basis. 

Mr.  DOUGLAS.  I  assure  the  Senator 
from  Oklahoma  that  is  mutual  and  re¬ 
ciprocal. 

Mr.  KERR.  As  I  understand,  under 
existing  law  there  is  no  restriction. 

Mr.  DOUGLAS.  Perhaps  there  should 
be. 

Mr.  KERR.  I  am  not  talking  about 
that.  But  under  existing  law  there  are 
no  restrictions  on  the  building  and  loan 
associations  here  in  Washington,  New 
York  City,  Chicago,  or  other  cities  in 
the  matter  of  the  lending  of  their  money 
on  apartment  buildings. 

Mr.  DOUGLAS.  That  statement  has 
come  as  a  surprise  to  me.  I  have  been 
a  member  of  the  Subcommittee  on  Hous¬ 
ing  of  the  Committee  on  Banking  and 
Currency  as  long  as  I  have  been  in  the 
Senate.  I  think  the  Senator  from  Ala¬ 
bama  [Mr.  Sparkman]  will  agree  that 
I  have  tried  to  attend  quite  regularly 
and  have  taken  my  duties  and  obliga¬ 
tions  seriously. 

Mr.  SPARKMAN.  The  Senator  from 
Illinois  has  been  a  very  effective  and 
efficient  member. 

Mr.  DOUGLAS.  I  am  somewhat  sur¬ 
prised  at  the  proposal.  I  was  startled 
when  the  Senator  from  Alabama  said 
that  already  30  percent  of  the  housing 
was  in  multifamily  housing. 

Mr.  KERR.  Madam  President,  will 
the  Senator  yield? 

Mr.  SPARKMAN.  I  yield. 

Mr.  KERR.  The  Senator  was  present 
when  the  bill  was  reported  from  the 
Finance  Committee.  A  suggestion  as  to 
a  restriction  was  made.  It  was  agreed 
not  that  we  would  change  the  restriction 
in  the  existing  law,  but  that  we  would 
place  one  in  the  bill  with  reference  to 
building  and  loan  associations  which  is 
not  now  in  the  law. 

After  we  took  that  action,  the  distin¬ 
guished-  Senator  from  Alabama  and 
others  who  seemed  to  know  more  about 
this  subject  than  did  the  Senator  from 
Oklahoma  came  to  the  Senator  from 
Oklahoma  and  said,  “You  gentleman 
have  placed  a  restriction  in  the  law  that 
has  not  been  in  it  and  is  not  in  it.  You 
have  actually  made  it  possible  not  only 
to  slow  down,  but  to  stop  the  present 
trend  toward  lending  money  by  the 
building  and  loan  associations  to  apart¬ 
ments,  in  connection  with  the  building 
of  apartment  houses.” 

The  Senator  from  Oklahoma  discussed 
the  subject  with  the  gentlemen  who  were 
talking  with  him.  He  discussed  it  with 
representatives  of  the  Treasury  Depart¬ 
ment,  and  with  some  members  of  the 
committee.  Had  he  thought  that  the 
Senator  from  Illinois  was  interested  in 
it,  he  certainly  would  have  discussed  the 
subject  with  him.  He  found  no  objection 
on  the  part  of  anyone,  and  felt  that 
the  proposed  amendment  would  be 
constructive. 

Mr.  DOUGLAS.  I  heard  about  the 
amendment  this  afternoon  when  Mr. 
Coan  courteously  came  to  my  office  to 
discuss  it  with  me. 


Mr.  KERR.  If  it  is  the  purpose  of  the 
Senator  that  no  action  be  taken  on  the 
proposal  tonight,  I  know  of  nothing  that 
we  can  do.  It  is  the  pending  business. 
We  shall  have  to  let  it  go  over. 

Mr.  JAVITS.  Madam  President,  will 
the  Senator  yield  to  me? 

Mr.  SPARKMAN.  Certainly. 

Mr.  JAVITS.  I  believe  I  can  clarify 
the  situation.  The  savings  and  loan 
associations  in  the  East,  including  New 
York,  would  be  seriously  affected. 

Mr.  DOUGLAS.  Are  there  many  in 
the  State  of  New  York? 

Mr.  JAVITS.  There  are  a  great  many. 
Hundreds  of  millions  of  dollars  are  on 
deposit. 

Mr.  DOUGLAS.  They  are  mutual 
savings  banks  also. 

Mr.  JAVITS.  No,  we  have  savings  and 
loan  associations,  which  are  also  mutual. 
That  is  the  point  I  wish  to  make  to  the 
Senator.  It  is  a  subject  of  great  com¬ 
plaint  to  me  and  to  my  colleague  [Mr. 
Keating]. 

To  be  realistic,  the  amendment  would 
not  establish  a  relaxation.  It  would 
establish  a  restriction.  The  question  is. 
What  shall  be  the  character  of  the  re¬ 
striction?  Let  us  be  clear  on  that  point. 
The  present  definition  of  the  law  is  that 
a  domestic  building  and  loan  association 
is  one  the  substantial  business  of  which 
is  confined  to  the  making  of  loans  to 
members.  That  is  all.  Everyone  who 
deposits  $5  in  the  bank  is  a  member. 

We  are  really  dealing  with  a  new  situ¬ 
ation.  The  savings  and  loan  associa¬ 
tions  which  the  Senator  envisaged  were 
originally  associations  of  small  groups  of 
members,  doing  for  housing  what  credit 
unions  did  for  small  loans. 

Mr.  DOUGLAS.  They  preceded  credit 
unions. 

Mr.  JAVITS.  It  was  the  same  general 
idea.  However,  what  has  happened  is 
that  those  institutions  have  become  very 
large  thrift  institutions,  competing  with 
mutual  savings  banks  and  with  each 
other.  The  Senator  may  have  noticed 
in  the  press  that  there  has  been  great 
competition  for  deposits  by  savings  and 
loan  associations. 

Mr.  DOUGLAS.  I  believe  we  have  no¬ 
ticed  that  in  Maryland. 

Mr.  JAVITS.  In  Maryland  and  in 
California.  They  give  depositors  more 
interest  to  attract  deposits  to  their  in¬ 
stitutions.  There  has  been  a  develop¬ 
ment  of  that  character.  That  is,  they 
have  become  competing  thrift  associa¬ 
tions  with  banks  and  with  other  savings 
and  loan  associations. 

Second,  the  market  for  loans  has 
naturally  changed  from  almost  exclu¬ 
sively  the  private  house,  which  was  its 
original  purpose,  or  the  small  two-, 
three-,  or  four-family  house,  to  the  mul¬ 
tifamily  dwelling. 

Naturally  as  these  institutions  have 
attracted  more  assets  they  have  had 
more  loaning  power. 

I  should  like  to  add  one  other  fact 
which  has  not  been  mentioned. 

Every  savings  and  loan  institution 
that  is  a  State  savings  and  loan  institu¬ 
tion  is  under  State  control  and  under 
the  State  jurisdiction  of  its  banking  su¬ 
perintendent.  The  Federal  savings  and 
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loan  institutions  are  under  Federal  con¬ 
trol  and  Federal  inspection.  That  ap¬ 
plies  to  both  Federal  and  State  because 
it  relates  to  taxes.  We  can  reach  them 
through  income  taxes. 

People  have  come  to  us  and  to  Sena¬ 
tors  from  other  States — for  example,  to 
the  Senators  from  Maryland  [Mr.  Beall 
and  Mr.  Butler],  the  Senators  from 
Delaware  [Mr.  Williams  and  Mr. 
Boggs],  or  the  Senators  from  other  East¬ 
ern  States — and  have  pointed  out  that 
under  our  rather  lower  interest  rate 
situations - 

Mr.  DOUGLAS.  By  “lower”  what 
does  the  Senator  mean? 

Mr.  JAVITS.  By  “lower”  I  mean  low¬ 
er  rates  on  mortgages.  They  are  able  to 
earn  enough  money,  if  they  are  re¬ 
stricted  they  would  be  under  the  new 
restrictions.  I  point  that  out  to  the 
Senator  because  I  do  not  think  he  gave 
that  full  credit  in  his  discussion.  They 
are  able  to  earn  enough  money.  With 
the  new  restriction,  which  they  have 
never  had  before,  which  would  be  im¬ 
posed  upon  them,  they  would  have  to  go 
out  of  business.  No  matter  what  we  do 
or  say  about  it,  there  is  an  intolerable 
pressure  upon  them. 

When  I  came  into  this  situation  and 
took  it  up  with  other  Senators  who  are 
similarly  situated,  such  as  the  Senator 
from  Alabama  [Mr.  Sparkman]  and 
some  other  Senators,  it  became  clear  to 
us  that  there  had  to  be  some  alleviation, 
though  not  of  the  situation  in  which  the 
institutions  find  themselves  today.  They 
are  fine  now.  They  would  be  glad  if 
there  were  no  change  in  the  law.  They 
would  be  happy  if  the  bill  were  killed. 
But  there  had  to  be  an  alleviation  of  the 
situation  in  which  the  committee 
amendment  would  put  them,  because  for 
the  first  time  there  would  be  a  restric¬ 
tion. 

I  think  there  is  some  justice  to  the 
restriction  in  the  sense  that  competition 
between  thrift  associations,  such  as 
mutual  savings  and  savings  and  loan  as¬ 
sociations  should  be  somewhat  regulated 
so  that  the  savings  and  loan  associations 
would  be  preponderantly  in  the  real 
property  field.  I  am  inclined  to  agree 
with  that.  But  we  cannot  strangle  them 
in  the  process.  Therefore,  we  must  give 
them  a  little  more  flexibility,  which  they 
need  in  order  to  operate — especially  the 
eastern  concerns.  Eastern  institutions 
do  not  earn  the  large  interest  on  mort¬ 
gages  which  earned  in  the  Far  West, 
not  only  because  of  State  restrictions 
but  also  because  of  competition,  which 
is  good.  We  have  to  give  them  a  little 
more  flexibility. 

The  amendment  of  the  Senator  from 
Alabama  would  give  them  the  very  mini¬ 
mum  they  feel  they  need.  They  feel 
they  need  more.  But  I  decided  it  would 
be  very  difficult  to  have  any  amendment 
to  the  bill  approved,  with  my  stalwart 
friend  here  holding  the  ramparts,  and 
therefore  I  felt  it  was  better  to  go  along 
with  what  might  be  done  and  which  the 
institutions  could  conceivably  live  than 
to  try  for  something  more. 

That  is  the  story  in  a  nutshell.  I  agree 
with  the  Senator  from  Oklahoma  that 
no  “hidden  ball”  tricks  are  involved.  If 


the  Senator  feels  disquieted  about  it  and 
does  not  feel  satisfied  with  any  explana¬ 
tions  that  have  been  made,  let  the  Sena¬ 
tor  think  about  it.  I  assure  the  Senator 
that  I  have  told  him  everything  I  know 
about  it. 

Mr.  DOUGLAS.  I  am  sure  of  the  good 
faith  of  the  Senator  from  New  York,  but 
I  point  out  that  this  may  be  the  shape  of 
things  to  come,  so  to  speak.  If  no  re¬ 
strictions  have  been  imposed  in  the  past 
on  the  percentage  of  the  assets  that  a 
building  and  loan  association  can  invest 
in  commercial  real  estate - 

Mr.  SPARKMAN.  Oh - 

Mr.  DOUGLAS.  May  I  finish  this 
paragraph? 

Mr.  JAVITS.  The  Senator  means 
rentable  housing. 

Mr.  DOUGLAS.  Yes. 

Mr.  SPARKMAN.  I  would  like  to  clear 
that  up. 

Mr.  DOUGLAS.  May  I  please  finish 
this  paragraph  without  being  inter¬ 
rupted? 

Mr.  SPARKMAN.  I  would  like  to  clear 
up  this  point. 

Mr.  DOUGLAS.  The  Senator  can 
clear  it  up  after  I  have  finished  the  para¬ 
graph. 

Mr.  SPARKMAN.  Very  well.  I  will 
yield  to  the  Senator  to  finish  the  para¬ 
graph. 

Mr.  DOUGLAS.  Very  well.  If  there 
have  been  no  restrictions  in  the  past  on 
the  proportion  of  the  assets  of  a  build¬ 
ing  and  loan  association - 

Mr.  SPARKMAN.  That  is  exactly  the 
point  I  wish  to  correct. 

Mr.  DOUGLAS.  The  Senator  has  stat¬ 
ed  that  there  are  no  restrictions. 

Mr.  SPARKMAN.  So  far  as  the  pres¬ 
ent  tax  law  is  concerned.  Actually,  the 
States  have  different  limitations.  One 
State  may  have  one  limitation,  and  an¬ 
other  State  may  have  another  limitation. 
So  far  as  the  use  of  the  assets  of  the 
associations  is  concerned,  there  is  a  lim¬ 
itation.  On  Federal  associations,  the 
limitation  is  20  percent — not  to  exceed 
20  percent.  That  is  in  the  law. 

Mr.  DOUGLAS.  They  do  about  half 
the  business. 

Mr.  SPARKMAN.  They  would  not  be 
affected  by  this  proposal. 

Mr.  DOUGLAS.  This  applies  purely  to 
States,  then? 

Mr.  SPARKMAN.  It  says  “not  to  ex¬ 
ceed”  this  amount. 

Mr.  DOUGLAS.  Not  to  exceed  36  per¬ 
cent?  > 

Mr.  SPARKMAN.  Yes. 

Mr.  DOUGLAS.  So  the  States  can  go 
up  to  36  percent? 

Mr.  SPARKMAN.  Unless  the  State 
laws  prohibit  it. 

Mr.  DOUGLAS.  But  the  Federal  in¬ 
stitutions  can  handle  up  to  that  amount? 

Mr,  SPARKMAN.  No ;  they  cannot. 

Mr.  DOUGLAS.  Then  this  is  restrict¬ 
ed  to  State  institutions? 

Mr.  SPARKMAN.  It  is  restricted  to 
the  tax  definition.  It  is  the  definition  for 
tax  purposes  that  is  involved. 

Mr.  JAVITS.  Madam  President,  will 
the  Senator  yield? 

Mr.  SPARKMAN.  I  yield. 

Mr.  JAVITS.  It  does  not  affect  the 
other  type  of  restrictions. 


Mr.  KERR.  The  Senator  is  one  of  the 
smartest  men  on  the  floor.  Will  he  let 
me  try  to  help? 

Mr.  DOUGLAS.  I  fear  the  Senator 
from  Oklahoma  when  he  starts  to  help. 

Mr.  KERR.  Under  the  bill  we  are 
saying  that  an  institution  of  a  certain 
character  shall  pay  a  certain  rate  of  tax. 
It  does  not  say  that  a  building  and  loan 
association  under  Federal  charter  can 
do  this. 

Mr.  DOUGLAS.  In  other  words, 
through  the  taxing  power  the  Senator 
would  control  the  lending  power.  Is  that 
correct? 

Mr.  SPARKMAN.  We  are  saying  that 
any  institution  that  does  not  go  above 
this  situation  will  be  taxed  at  a  certain 
rate,  rather  that  at  the  regular  cor¬ 
porate  rate. 

Mr.  DOUGLAS.  That  means  that 
they  will  get  favorable  tax  privileges  if 
they  lend  up  to  36  percent. 

Mr.  KERR.  Now  they  are  not  taxed 
at  all. 

Mr.  DOUGLAS.  They  can  get  favor¬ 
able  tax  privileges  which  are  accorded 
now  to  building  and  loan  associations 
and  granted  to  savings  banks? 

Mr.  SPARKMAN.  But - 

Mr.  DOUGLAS.  I  believe  that  is  cor¬ 
rect.  Through  the  taxing  power  the 
Senator  would  alter  the  lending  power. 

Mr.  JAVITS.  If  the  Senator  would 
put  a  semicolon  at  the  end  of  that  sen¬ 
tence  and  add  “if  permitted  by  the  State 
or  Federal  regulatory  authorities,  as  the 
case  may  be,”  that  would  be  correct.  In 
other  words,  it  is  correct  to  say  that,  if 
there  is  added  “if  permitted  by  the  State 
or  Federal  regulatory  authority,  as  the 
case  may  be.”  That  is  a  correct  state¬ 
ment,  but  not  otherwise. 

Mr.  KERR.  Under  existing  law,  they 
are  not  taxed. 

Mr.  SPARKMAN.  On  this  basis. 

Mr.  DOUGLAS.  Madam  President, 
this  is  a  highly  complicated  subject.  We 
are  witnessing  a  very  rapid  transforma¬ 
tion  of  the  purposes  and  practices  of  the 
building  and  loan  associations.  They 
started  as  mutuals,  and  they  are  in¬ 
creasingly  becoming  stock  associations. 

Mr.  SPARKMAN.  No. 

Mr.  DOUGLAS.  Yes,  their  stocks  have 
been  growing.  Mutuals  have  been  grow¬ 
ing  to  the  point  that  even  within  large 
mutuals  membership  control  has  been 
diminishing. 

Now  I  have  learned  for  the  first  time — 
I  was  probably  uninformed  not  to  know 
this  before — that  they  are  going  into  the 
field  not  only  of  home  ownership,  but 
also  of  commercial  apartment  buildings 
of  more  than  four  units.  It  is  one  thing  to 
lend  to  a  homeowner,  even  if  he  is  a  one- 
fourth  homeowner.  It  is  another  to  lend 
to  a  commercially  owned  apartment 
which  acts  as  landlord  and  leases  out 
apartments  to  tenants.  That  is  a  very 
different  thing.  I  would  like  to  retain 
as  much  individual  home  ownership  as 
we  can.  Granted  the  importance  of 
apartments — and  I  am  aware  of  the  im¬ 
portance  of  apartments  perhaps  even 
more  than  most  Members  of  the  Senate 
are — I  would  not  like  to  see  building  and 
loan  associations  transformed  into  great 
real  estate  renting  companies. 


1962 


17305 


CONGRESSIONAL  RECORD  —  SENATE 


Mr.  JAVITS.  Madam  President,  will 
the  Senator  yield? 

Mr.  SPARKMAN.  I  yield. 

Mr.  JAVITS.  I  share  the  Senator’s 
view.  I  do  not  care  whether  he  will  let 
this  amendment  go  through  tonight  or 
not,  although  I  am  interested  in  the 
amendment.  If  the  Senator  has  an£ 
disquietude  about  it,  I  do  not  wish  to  talk 
him  out  of  it. 

I  point  out  to  him  that  the  difficulty 
with  the  Senator’s  position  is  that  if  we 
want  to  have  competition  for  the  thrift 
dollar,  which  encourages  thrift — and  the 
savings  and  loan  associations  are  very 
fine  competitors  and  they  are  very  keen 
in  attracting  depositors — if  we  are  to  let 
them  stay  in  business — and  they  are  ad¬ 
versely  affected  if  the  bill  goes  through, 
I  say  to  the  Senator — then  we  are  sup¬ 
plementing  the  pool  of  money  which  is 
available  of  64  percent  of  their  lending 
power.  Let  us  take  the  Senator’s  figure, 
although  it  is  not  true.  Let  us  not  be 
myopic,  though.  Let  us  look  at  that 
percentage,  but  let  us  also  look  at  the 
fact  that  the  64  percent  is  to  be  devoted 
to  one-  and  four-family  house  loans. 

The  situation  is  one  in  which  we  either 
encourage  and  help  these  kinds  of  outfits 
to  stay  in  business — and  the  fact  is  that 
they  are  competing  for  the  thrift  dollar 
just  as  mutual  savings  banks  are — or  we 
make  it  difficult  for  them  to  stay  in 
business. 

What  the  Senator  is  talking  about  has 
already  happened;  it  is  not  happening 
because  of  the  bill. 

The  eastern  companies  are  very  large¬ 
ly  mutual  companies,  but  there  are  some 
States — California  is  one  of  them — in 
which  it  is  possible  to  have  building 
and  loan  stock  companies. 

Mr.  DOUGLAS.  Yes.  There  have 
been  some  serious  abuses  in  the  neigh¬ 
boring  State  of  Maryland. 

Mr.  JAVITS.  State  regulation  is  all 
important.  I  repeat  to  the  Senator  that 
whatever  we  do  on  the  tax  bill,  the  in¬ 
stitutions  are  functioning,  and  the  situ¬ 
ation  which  we  face  will  not  be  made  or 
unmade  by  the  tax  bill.  What  we  can 
make  or  unmake  is  the  extent  of  the 
competition  in  certain  areas  where  they 
are  put  out  of  competition  if  the  new 
definitions  remain  as  they  are. 

Mr.  DOUGLAS.  I  hope  the  Senator 
from  New  York  will  not  take  it  amiss — he 
is  a  good  friend  and  we  have  been  allies 
on  most  subjects — if  I  say  that  I  believe 
that  his  point  of  view  is  myopic.  He  is 
looking  at  the  savers,  at  the  institutions 
which  require  capital.  He  is  not  looking 
at  the  ultimate  end,  which  is  to  try  to 
promote  as  much  home  ownership  as 
possible. 

Mr.  JAVITS.  I  respectfully  differ. 

Mr.  DOUGLAS.  I  do  not  wish  to  be 
an  obstructionist,  in  spite  of  the  com¬ 
ments  which  the  Senator  from  Okla¬ 
homa  has  made. 

Mr.  KERR.  Those  were  other  times. 

Mr.  DOUGLAS.  Yes.  This  is  a  very 
important  subject.  It  may  be  that  we 
should  approach  it  through  the  housing 
laws  of  the  country,  rather  than  through 
the  tax  laws. 

Mr.  SPARKMAN.  I  find  myself  in 
complete  agreement  with  the  Senator  on 
that  point.  That  is  why  I  offered  the 


amendment.  We  saw  this  restriction  in 
the  basic  law,  and  we  are  trying  to  loosen 
it  up  a  bit. 

Mr.  KERR.  When  the  Senator  called 
the  matter  to  my  attention  I  felt  that 
his  position  had  merit,  and  I  agreed  with 
it.  If  the  Senator  from  Illinois  wants 
the  matter  to  go  over,  we  will  put  it 
over. 

Mr.  SPARKMAN.  I  assure  my  good 
friend  from  Illinois — and  of  course  I 
have  no  objection  to  having  it  go  over 
for  additional  discussion — that  there  are 
no  hidden  tricks  in  this  matter. 

Mr.  DOUGLAS.  I  have  never  charged 
that  there  were.  However,  all  this  sig¬ 
nifies  an  extraordinary  change  in  the 
type  of  investments  made  by  building 
and  loan  associations. 

Mr.  SPARKMAN.  This  amendment 
does  not  change  it,  except  insofar  as  the 
committee  bill  placed  a  restriction  upon 
what  is  already  authorized  by  the  basic 
law. 

Mr.  KERR.  And  defined  the  insti¬ 
tution  which  would  be  subject  to  a  cer¬ 
tain  tax. 

Mr.  SPARKMAN.  And  defined  the  in¬ 
stitution  which  would  be  subject  to  a 
certain  tax.  It  does  not  in  any  way  pro¬ 
vide  that  a  certain  percentage  shall  not 
be  used.  The  law  still  stands  that  Fed¬ 
eral  savings  and  loan  associations  can¬ 
not  lend  more  than  20  percent  on  multi¬ 
family  use  housing. 

Mr.  KERR.  Would  it  be  agreeable 
to  adopt  the  amendment  but  not  move 
to  reconsider,  so  that  the  amendment 
would  then  be  subject  to  a  motion  to 
reconsider? 

Mr.  DOUGLAS.  I  am  not  certain  as 
to  that. 

Mr.  KERR.  Then  let  us  leave  it  as 
the  pending  business  and  adjourn. 

Mr.  DOUGLAS.  Before  adjourning, 
since  the  Record  has  some  importance, 
I  should  say  that  in  the  bill  we  place 
restrictions  on  the  amount  which  the 
building  and  loan  associations  can  in¬ 
vest  because  of  the  great  tax  privileges 
which  building  and  loan  associations 
enjoy. 

Mr.  SPARKMAN.  That  is  correct. 

Mr.  DOUGLAS.  Even  with  the  in¬ 
creases  which  the  bill  puts  into  effect — 
and  I  think  properly  so — on  building  and 
loan  associations  and  mutual  savings 
banks,  those  institutions  will  still  enjoy 
privileges  in  comparison  with  commer¬ 
cial  corporations  and  banks. 

Mr.  SPARKMAN.  It  is  my  under¬ 
standing  that  the  American  Bankers  As¬ 
sociation  favors  the  provision  relating 
to  savings  and  loan  associations  and 
mutual  savings  banks.  Also,  I  have  re¬ 
ceived  letters  and  telegrams  from  nu¬ 
merous  banks  in  my  State  asking  me  to 
support  the  bill. 

Mr.  KERR.  Madam  President,  I 
move - 

Mr.  SPARKMAN.  Just  a  moment, 
please.  Let  me  yield  to  the  Senator 
from  Chicago. 

Mr.  DOUGLAS.  Madam  President,  I 
happen  also  to  be  a  Senator  from  Illi¬ 
nois.  I  live  in  Chicago.  Incidentally,  I 
polled  a  larger  vote  downstate  than  any 
other  Democrat  who  has  ever  run  for 
office  in  Illinois. 


Mr.  SPARKMAN.  I  believe  we  can  go 
further  and  say  that  the  Senator  from 
Illinois  polled  the  biggest  vote  in  the 
State  of  Illinois  that  anyone  has  ever 
polled. 

Mr.  DOUGLAS.  I  am  very  happy  to 
represent,  in  part,  the  whole  State  of 
Illinois,  not  merely  the  city  of  Chicago. 
I  do  not  believe  the  Senator  from  Ala¬ 
bama  represents  merely  Huntsville,  Ala. 

Mr.  SPARKMAN.  I  apologize  to  the 
Senator  from  Illinois. 

Mr.  DOUGLAS.  Madam  Pi’esident,  it 
is  always  possible  to  stir  up  tempests  in 
teapots  in  these  matters  late  at  night. 

In  return  for  the  tax  privileges  which 
we  give  to  building  and  loan  associations, 
I  think  we  are  entitled  to  try  to  promote 
as  much  as  possible  one  of  the  original 
purposes  of  such  associations;  namely, 
home  ownership,  in  the  changing  condi¬ 
tions  of  city  life. 

Mr.  SPARKMAN.  I  agree  with  the 
Senator,  if  the  regulating  is  done  under 
the  basic  law.  I  do  not  believe  that  after 
the  basic  law  has  been  placed  on  the 
statute  books,  the  Committee  on  Finance 
should  seek,  by  restrictive  legislation, 
effectively  to  change  the  basic  law.  That 
is  exactly  what  we  are  trying  to  avoid 
by  the  amendment. 

Mr.  JAVITS.  That  is  the  best  argu¬ 
ment  I  have  heard  tonight.  The  Senator 
is  absolutely  correct. 

Mr.  SPARKMAN.  I  have  adopted  the 
argument  made  by  the  Senator  from  Il¬ 
linois.  He  said  so  a  few  minutes  ago. 

Mr.  KEATING.  Madam  President, 
will  the  Senator  from  Alabama  yield? 

Mr.  SPARKMAN.  I  yield. 

Mr.  KEATING.  I  favor  the  amend¬ 
ment,  but  I  shall  not  prolong  the  debate. 

Mr.  DOUGLAS.  One  Senator  cannot 
stop  this  drift.  I  have  already  tried,  as 
hard  as  I  could,  to  improve  the  bill.  I 
do  not  pretend  to  know  everything. 
These  thoughts  and  queries  came  to  my 
mind,  and  I  thought  it  proper  to  express 
them.  I  know  that  I  shall  probably  not 
be  able  to  stop  this  measure  on  any  vote 
of  the  Senate.  I  am  ready  to  have  a 
vote.  With  the  information  which  I  now 
have  I  will  vote  in  the  negative.  I  may 
be  mistaken,  but  with  the  information  I 
have,  I  will  vote  in  the  negative.  Then 
I  hope  that  the  Senator  from  Alabama, 
as  chairman  of  the  Subcommittee  on 
Housing  of  the  Committee  on  Banking 
and  Currency,  will  examine  into  this 
issue. 

Mr.  KEATING.  Madam  President, 
will  the  Senator  from  Alabama  yield? 

Mr.  SPARKMAN.  I  yield. 

Mr.  KEATING.  I  still  insist  that  I 
shall  not  prolong  the  debate  by  stating 
my  own  views.  The  Senator  from  Ala¬ 
bama  knows  that  we  have  worked  to¬ 
gether  on  this  amendment  and  that  I 
favor  it. 

I  have  been  requested  by  the  distin¬ 
guished  senior  Senator  from  Maryland 
[Mr.  Beall!  to  place  at  this  point  in  the 
Record  a  statement  with  reference  to 
one  particular  phase  of  the  amendment 
in  which  he  is  especially  interested,  and 
in  which  the  State  of  New  York  may  in 
the  near  future  be  interested. 

Mr.  JAVITS.  Madam  President,  will 
the  Senator  yield? 
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Mr.  KEATING.  I  yield. 

Mr.  JAVITS.  The  junior  Senator 
from  Maryland  had  asked  that  I  make 
this  request,  but  I  am  glad  that  my  col¬ 
league  from  New  York  has  done  so.  The 
part  in  which  the  Senator  from  Mary¬ 
land  is  interested  is  that  which  relates 
to  the  mutualization  of  insurance  within 
the  State.  If  the  Senator  from  Mary¬ 
land  were  here,  he  would  maintain  that 
position.  I  am  certain  that  he  will  be 
gratified  that  the  amendment  is  being 
adopted. 

Mr.  KEATING.  Madam  President,  I 
ask  unanimous  consent  that  the  state¬ 
ment  of  Senator  Beall  be  printed  at  this 
point  in  the  Record. 

There  being  no  objection,  the  state¬ 
ment  was  ordered  to  be  printed  in  the 
Record,  as  follows : 

Statement  by  Senator  Beall 

This  amendment  is  concerned  with  the 
definition  of  a  domestic  building  and  loan 
association  in  section  6(c)  of  H.R.  10650,  as 
amended  by  the  Finance  Committee.  Spe¬ 
cifically,  the  problem  relates  to  current  ef¬ 
forts  by  Maryland  savings  and  loan  associa¬ 
tions  to  invest  in  mutual,  nonprofit  company 
to  insure  their  accounts. 

The  background  of  this  problem  begins 
with  the  enactment  of  chapter  131  of  the 
Laws  of  Maryland  of  1962.  This  bill  au¬ 
thorized  the  creation  of  a  nonprofit  mutual 
corporation  which  would  have  as  its  purpose 
the  insuring  of  free  share  deposits  in  savings 
and  loan  associations  regularly  doing  busi¬ 
ness  in  the  State  of  Maryland.  This  cor¬ 
poration  is  called  Maryland  Savings-Share 
Insurance  Corp. 

The  Governor  has  appointed  an  interim 
board  of  directors  for  the  corporation;  the 
boards  has  been  meeting  constantly  since 
the  first  of  June  and  has  devised  a  tenta¬ 
tive  draft  of  bylaws,  rules,  and  regulations; 
applications  for  membership  in  the  corpora¬ 
tion  have  been  sent  to  all  Maryland  savings 
and  loan  associations;  at  the  present  time, 
230  associations  have  applied  for  member¬ 
ship,  representing  free  share  deposits  in  ex¬ 
cess  of  $175  million. 

Under  the  proposed  bylaws,  rules,  and  reg¬ 
ulations,  each  savings  and  loan  association 
will  be  required  to  make  a  capital  contri¬ 
bution  to  the  insurance  company  in  an 
amount  equal  to  2  percent  of  its  free  share 
deposits.  Upon  making  this  contribution 
(the  bylaws  permit  it  to  be  paid  in  install¬ 
ments,  in  the  first  instance) ,  the  contribut¬ 
ing  association  will  become  an  insured  mem¬ 
ber.  It  will  receive  in  exchange  for  its 
capital  contribution  a  certificate  of  deposit, 
the  face  amount  of  which  will  equal  the 
amount  of  capital  contributed  to  the  in¬ 
surance  company.  Any  association  may,  of 
course,  withdraw  its  capital  contribution  by 
giving  notice  in  accordance  with  the  bylaws, 
rules  and  regulations,  and,  thereafter,  its 
free  share  deposits  will  no  longer  be  insured. 

Section  6(c)  of  H.R.  10650,  which  defines 
a  domestic  building  and  loan  association, 
makes  it  clear  that  such  associations  may 
invest  in  obligations  of  the  United  States  or 
of  a  State  or  local  subdivision  and  in  stock 
or  obligations  of  a  corporation  which  is  an 
instrumentality  of  the  United  States  or  of 
a  State  or  local  subdivision.  The  bill  also 
provides  that  except  for  these  stock  invest¬ 
ments,  an  association  may  not  invest  its 
assets  in  stock  of  any  corporation. 

The  problem  here  is  whether  or  not  the 
certificate  of  deposit  which  will  be  received 
by  all  Maryland  savings  and  loan  associa¬ 
tions  in  exchange  for  their  capital  contri¬ 
butions  to  the  insurance  company  would 
qualify  as  a  permitted  investment  under  the 
definition  contained  in  subparagraph  (C)  of 
section  6(c)  of  the  revenue  bill  of  1962.  A 


secondary  problem  is  whether  or  not  such 
certificates  of  deposit  would  be  considered 
as  “stock  of  any  corporation”  within  the 
meaning  of  subparagraph  (F)  of  section 
6(c)  of  the  revenue  bill  of  1962.  Of  course, 
if  the  Internal  Revenue  Service  answered 
the  second  question  in  the  affirmative,  it 
would  mean  virtual  disaster  for  all  Maryland 
savings  and  loan  associations  who  became 
members  of  the  insurance  company. 

Ohio  has  a  mutual  insurance  company  very 
similar  to  the  new  Maryland  corporation.  It 
is  my  understanding  that  New  York  State 
will  soon  have  one. 

I  know  that  Congress  does  not  intend  to 
disqualify  a  legitimate  savings  and  loan 
association  from  the  tax  benefits  contained 
in  the  revenue  bill  of  1962  merely  because 
it  was  a  member  of  the -Maryland  Savings- 
Share  Insurance  Corp.,  and  had  received,  as 
a  result  of  that  membership,  a  certificate  of 
deposit  in  exchange  for  its  capital  contri¬ 
butions.  Accordingly,  my  amendment  will 
make  it  clear  that  any  savings  and  loan  as¬ 
sociation  may  join  a  State-sponsored  non¬ 
profit  mutual  corporation  which  has  as  its 
purpose  the  insuring  of  free  share  deposits. 

The  PRESIDING  OFFICER.  The 
question  is  on  agreeing  to  the  amend¬ 
ment  offered  by  the  Senator  from  Ala¬ 
bama  [Mr.  Sparkman]. 

The  amendment  was  agreed  to. 

Mr.  KERR.  Madam  President,  I  shall 
not  move  to  reconsider  the  vote  by  which 
the  amendment  was  agreed  to,  believing 
that  it  would  be  well  to  leave  that  ques¬ 
tion  open  until  Tuesday. 

Mr.  DOUGLAS.  Madam  President,  I 
appreciate  what  the  Senator  has  said. 
It  is  very  gracious  of  him.  This  is  a 
highly  difficult  subject.  We  are  explor¬ 
ing  a  technical  field.  It  may  well  be 
that  I  am  mistaken.  I  have  been  mis¬ 
taken  before.  It  may  be  that  I  am  right. 

Mr.  KERR.  The  distinguished  Sena¬ 
tor  from  Illinois  has  a  greater  knowledge 
of  this  subject,  and  of  many  other  sub¬ 
jects,  than  does  the  Senator  from  Okla¬ 
homa.  If  he  does  happen  to  be  wrong, 
he  would  still  be  wrong  fewer  times  than 
the  Senator  from  Oklahoma  has  been 
wrong. 

Mr.  DOUGLAS.  The  Senator  from 
Oklahoma  is  very  kind. 

Mr.  JAVITS.  Madam  President,  I 
should  like  to  have  a  colloquy  with  the 
Senator  from  Oklahoma,  because  it 
would  dispose  of  the  mutual  savings 
bank  and  savings  and  loan  association 
aspect  of  the  bill.  I  now  propound  the 
following  question  to  the  Senator  from 
Oklahoma: 

It  is  my  understanding  that  under 
the  existing  Treasury  Regulations,  sec¬ 
tion  1.593-1  (c),  amounts  credited  by 
mutual  thrift  institutions  to  qualifying 
reserves  for  losses  in  compliance  with 
requirements  of  State  law  or  regulations 
are  deemed  to  have  been  credited  to  the 
reserve  for  bad  debts.  Would  this  use 
of  the  bad  debt  reserve  deduction  be 
continued  in  effect  under  this  particular 
provision? 

Mr.  KERR.  It  is  my  understanding 
that  it  would.  It  is  intended  to  continue 
the  rule  of  Treasury  Regulations,  section 
1. 593-1  (c),  under  the  new  law,  and 
amounts  credited  pursuant  to  such  or 
similar  regulations  will  be  deemed  to 
have  been  credited  to  the  reserve  for 
losses  on  qualifying  real  property  loans. 
It  is  expected  that,  as  under  present 


regulations  and  rulings,  these  institu- 
tions.will  keep  records  which  will  make 
it  possible  to  identify  amounts  thus 
credited. 

Mr.  JAVITS.  To  identify  them? 

Mr.  KERR.  To  identify  them. 

Mr.  JAVITS.  I  thank  the  Senator. 


COMMUNICATIONS  SATELLITE  LAW 

\  Mr.  KERR.  Mr.  President,  the  Presi¬ 
dent  of  the  United  States  has  signed  into 
law  the  communications  satellite  bill, 
which  the  Senate  passed  August  17  after 
mu4h  debate  and  travail. 

Tlie  action  of  the  President  offers  us 
encouragement  and  strengthens  our  re¬ 
solvent  a  time  when  all  Members  of  the 
Senate  can  use  generous  portions  of 
these.  \  The  signing  of  this  bill  will  also, 
I  believe,  generate  a  renewal  of  confi¬ 
dence  on  the  part  of  all  the  American 
people  in  our  democratic  processes.  The 
people  will  be  reassured  that  their  Con¬ 
gress  earn  come  to  grips  with  unprece¬ 
dented  anVl  extremely  difficult  economic 
opportunities  arising  from  our  wondrous 
new  space\  technology.  We  have  not 
only  come  vo  grips  with  the  problems 
and,  opportunities ;  we  have  brought 
forth  a  blueprint  by  which  this  Nation 
can  move  ahead. 

The  course  W  human  events  becomes 
ever  more  complex.  The  expansion  of 
scientific  and  technical  knowledge  has 
introduced  complication  after  complica¬ 
tion  into  the  enterprises  that  make  up 
our  free  economy  and  in  their  relations 
with  governments 

No  one  will  aAue,  I  am  sure,  with 
the  statement  tha\  the  communications 
satellite  technology  posed  for  the  people 
and  Congress  a  grfeat  challenge  and  a 
great  opportunity,  were  on  the  Senate 
floor,  despite  many  days  of  hearings  and 
exhaustive  study  ana  drafting  by  three 
committees,  this  bill  ptrovoked  an  amaz¬ 
ing  filibuster.  Them  came  the  more 
amazing  application  for  the  first  time  in 
35  years  of  the  rule  which  limits  debate. 

But  now,  from  the  perspective  pro¬ 
vided  by  the  passage  of  only  a  brief  span 
of  time,  we  can  point  proudly  to  both 
the  strife  of  battle  and  the  victory  at  its 
end  which  will  lead  to  the  establishment 
of  a  communications  satellite  system. 

Insofar  as  the  communications  satel¬ 
lite  issue  is  concerned,  a  reasonable  and 
tolerant  calm  now  possesses\  the  minds 
of  all  who  debated  and  wrestled  over  it. 
The  signing  of  the  bill  signifies  the  re- 
mobilization  of  our  physical  and  mental 
resources  in  a  renewed  effort  tn  go  for¬ 
ward  as  efficiently  and  expeditiously  as 
possible  in  our  program  for  the  develop¬ 
ment  of  space  for  peaceful  purposes. 

This  enactment  stands  as  an  historic 
turning  point  in  the  space  program.  It 
gives  us  our  best  chance  to  reinforce  and 
increase  our  undisputed  lead  oven  So¬ 
viet  Russia  in  the  most  important  con¬ 
test  to  establish  a  worldwide  system  of 
communications  based  on  earth-orbifsng 
satellites.  \ 

Mr.  President,  in  my  judgment,  tms 
new  communications  satellite  law  also 
provides  dramatic  evidence  to  the  AmerV 
ican  people  that  our  free  enterprise  sysA 
tern  and  our  democratic  processes  of 
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Senate 

Tuesday,  September  4,  1962 


The  Senate  met  at  10  o’clock  a.m.,  and 
wassailed  to  order  by  the  President  pro 
tempore. 

The  \haplain,  Rev.  Frederick  Brown 
Harris,  T?.D.,  offered  the  following 
prayer : 

Our  Father,  God,  whose  paths  are 
mercy  and  tfcuth,  who  knowest  our 
down-sitting  ana.  our  up-rising,  and  wh® 
understandeth,  afSr  off,  the  thoughts  of 
our  hearts:  At  the  beginning  of  another 
week,  we  pause  in  this  busy  rush  of  the 
legislative  process,  to  ask  that  the  de¬ 
liberations  of  these  hoursspiay  reflect  the 
guidance  of  Thy  Spirit. 

When  work,  worry,  ancf\hopes  de¬ 
ferred  take  their  constant  thll  of  our 
human  resources,  as  laborers  \ogether 
with  Thee,  grant  us,  we  implore,  a.  sense 
of  an  untapped  spiritual  reservoir.\Re- 
store  our  souls  with  the  joyous  assurance 
of  Thy  salvation.  Search  us,  O  God,  ar 
know  our  hearts;  try  us,  and  know  our' 
thoughts,  and  see  if  there  be  any  wicked 
or  perverse  way  in  us,  for  we  would  come 
to  this  high  and  holy  hill  of  the  people’s 
weal  with  pure  hearts  and  clean  hands, 
not  lifting  up  our  souls  unto  vanity. 

We  ask  it  in  the  dear  Redeemer’s 
name.  Amen. 


THE  JOURNAL 

On  request  of  Mr.  Mansfield,  and 
by  unanimous  consent,  the  reading  of 
the  Journal  of  the  proceedings  of  Friday, 
August  31,  1962,  was  dispensed  with. 

LIMITATION  OF  DEBATE  DURING 
MORNING  HOUR 

On  request  of  Mr.  Mansfield,  and  by 
unanimous  consent,  statements  during 
the  morning  hour  were  ordered  limited 
to  3  minutes. 


COMMITTEE  MEETINGS  DURING 
SENATE  SESSION 

On  request  of  Mr.  Mansfield,  the Al¬ 
lowing  committees  or  subcommittees 
were  authorized  to  meet  during  t fie  ses¬ 
sion  of  the  Senate  today: 

The  Subcommittee  on  Patents,  Trade 
Marks,  and  Copyrights  of  tlje  ' Committee 
on  the  Judiciary. 

The  Committee  on  J?ost  Office  and 
Civil  Service. 

SUBCOMMITTEE  MEETING  DURING 
SENATE  SESSION  TOMORROW 

Mr.  MANSfriELD.  Mr.  President,  I 
ask  unanimous  consent  that  the  Sub¬ 
committee  on  Labor  of  the  Committee 
on  Labpr  and  Public  Welfare  may  be 
permitted  to  sit  during  the  session  of  the 
Sengrce  tomorrow. 

le  PRESIDENT  pro  tempore.  With- 
it  objection,  it  is  so  ordered. 


EXECUTIVE  COMMUNICATIONS, 
ETC. 

The  PRESIDENT  pro  tempore  laid  be¬ 
fore  the  Senate  the  following  letters, 
which  were  referred  as  indicated: 

Report  on  Construction  at  Langley 
Research  Center,  Hampton,  Va. 

A  letter  from  the  Acting  Administrator, 
National  Aeronautics  and  Space  Administra- 
tration,  Washington,  D.C.,  reporting  pursu¬ 
ant  to  law,  on  the  construction  of  a  low 
frequency  environmental  noise  facility  at 
the  Langley  Research  Center,  Hampton,  Va.; 
to  the  Committee  on  Aeronautical  and  Space 
Sciences. 

Report  on  Manganese 

A  letter  from  the  Chairman,  U.S.  Tariff 
Commission,  Washington,  D.C.,  transmitting, 
pursuant  to  law,  a  report  of  that  Commis¬ 
sion’s  investigation  concerning  manganese 
(with  an  accompanying  report) ;  to  the  Com¬ 
mittee  on  Finance. 

Payment  of  Claim  of  United  Kingdom  of 
Great  Britain  and  Northern  Ireland 
. A  letter  from  the  Under  Secretary  of  they 
Navy,  transmitting  a  draft  of  proposed  legis 
lation  to  authorize  payment  of  a  claim  matle 
by  thK  Government  of  the  United  Kingdom 
of  Great  Britain  and  Northern  Ireland/(  with 
an  accompanying  paper) ;  to  the  C  committee 
on  ForeignsRelations. 

Disposimon  of  Executive  /Papers 

A  letter  from,  the  Administrator,  General 
Services  Administration,  Washington,  D.C., 
transmitting,  pursuant  to' law,  a  report  of 
the  Archivist  of  thesUnited  States  on  a  list 
of  papers  and  documeW®  on  the  files  of  sev¬ 
eral  departments  antragencies  of  the  Gov¬ 
ernment  which  are/not  needed  in  the  con¬ 
duct  of  business/and  have  no  permanent 
value  or  historical  interestoand  requesting 
action  lookina/to  their  disposition  (with  ac- 
companyingjpapers) ;  to  a  JointNselect  Com¬ 
mittee  on  Jdhe  Disposition  of  Papers  in  the 
Executive' Departments. 

Thp'  PRESIDENT  pro  temporK  ap¬ 
pointed  Mr.  Johnston  and  Mr.  Carlson 
ibers  of  the  committee  on  the  parti 
le  Senate. 


REPORTS  OF  COMMITTEES 

The  following  reports  of  committees 
were  submitted: 

By  Mr.  STENNIS,  from  the  Committee  on 
Appropriations,  with  amendments; 

H.R.  12870.  An  act  making  appropriations 
for  military  construction  for  the  Depart¬ 
ment  of  Defense  for  the  fiscal  year  ending 
June  30,  1963,  and  for  other  purposes  (Rept. 
No.  1994). 


By  Mr.  MONRONEY,  from  the  Committee, 
on  Commerce,  with  amendments: 

S.  2773.  A  bill  to  amend  section  503  of  tgie 
Federal  Aviation  Act  to  provide  substantive 
Federal  law  relating  to  the  validity  or  con¬ 
veyances  which  affect  title  to  or  interests  in 
civil  aircraft  of  the  United  States  ajara  related 
equipment  (Rept.  No.  1995) . 


BILL  INTRODUCED 

A  bill  was  introduced,  read  the  first 
time,  and,  by  unanimous  consent,  the 
second  time,  and  referred  as  follows: 

By  Mr.  CHiWEZ: 

S.  3692.  A  bill /for  the  relief  of  Warena 
Allahverdi;  to  jme  Committee  on  the  Judi¬ 
ciary. 

/- 

STANDBY  AUTHORITY  TO  ACCEL¬ 
ERATE  PUBLIC  WORKS  PRO- 
IAMS  OF  FEDERAL,  STATE, 
iND  LOCAL  PUBLIC  BODIES— 
REFERENCE  OF  HOUSE  AMEND¬ 
MENTS  TO  COMMITTEE  ON  PUB¬ 
LIC  WORKS 

Mr.  KERR.  Mr.  President,  Senate 
bill  2965,  entitled  “An  act  to  provide 
standby  authority  for  accelerated  Fed¬ 
eral  public  works  programs  for  the  Fed¬ 
eral  Government  and  State  and  local 
public  bodies,”  was  passed  by  the  Senate 
some  months  ago,  and  went  to  the  House 
of  Representatives.  It  has  been  returned 
to  the  Senate  with  amendments,  and  is 
on  the  Vice  President’s  desk.  I  ask 
unanimous  consent  that  the  bill  be  im¬ 
mediately  referred  to  the  Committee  on 
Public  Works. 

The  PRESIDENT  pro  tempore.  With¬ 
out  objection,  it  is  so  ordered. 


PETITION 

The  PRESIDENT  pro  tempore  <iaid 
before  the  Senate  a  letter  in  the  nature 
of  a  petition  from  the  United  States 
Army  Mothers  and  Wives  Club,  of  Bur¬ 
bank,  Calif.,  signed  by  Melva  Devine, 
president,  relating  to  the  reduction  of 
airmail  package  rates  to  Army  APO’s, 
which  was  referred  to  the  Committee  on 
Post  Office  and  Civil  Service. 


REVENUE  ACT  OF  1962- 
AMENDMENTS 

Mr.  KERR.  Mr.  President,  I  submit 
amendments,  intended  to  be  proposed 
by  me,  to  the  bill  (H.R.  10650)  to  amend 
the  Internal  Revenue  Code  of  1954  to 
provide  a  credit  for  investment  in  cer¬ 
tain  depreciable  property,  to  eliminate 
certain  defects  and  inequities,  and  for 
other  purposes.  I  ask  that  the  amend¬ 
ments  be  printed  and  lie  on  the  table. 
I  ask  unanimous  consent  that  a  state¬ 
ment  in  explanation  of  the  amendments 
be  printed  in  the  Record. 

The  PRESIDENT  pro  tempore.  The 
amendments  will  be  received,  printed, 
and  will  lie  on  the  table;  and,  without 
objection,  the  statement  will  be  printed 
in  the  Record. 

The  statement  presented  by  Mr.  Kerr 
is  as  follows: 

Statement  by  Senator  Kerr 

I  am  submitting  today  several  amend¬ 
ments  to  the  foreign  income  provisions  of 
H.R.  10650  as  reported  by  the  Committee 
on  Finance.  These  changes  are  necessary  to 
correct  certain  inequities  and  defects  which 
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have  been  called  to  my  attention  since  the 
bill  was  reported.  The  following  is  an  ex¬ 
planation  of  the  changes  made  by  the 
amendments : 

1.  Earned  income  exclusion:  One  of  the 
amendments  would  provide  that  the  new 
earned  income  exclusion  limitations  of  $20,- 
000  and  $35,000  for  U.S.  citizens  residing 
abroad  would  apply  to  advance  salaries  paid 
before  December  31,  1962,  for  services  to  be 
rendered  after  December  31,  1962.  This  is 
necessary  in  order  to  prevent  evasion  of 
the  new  law.  For  example,  a  highly  paid 
employee,  especially  one  who  has  a  con¬ 
trolling  stock  ownership  in  the  corporation 
for  which  he  works,  may  be  able  to  have  his 
entire  salary  of  $150,000  a  year  for  the  years 
1963  and  1964  advanced  to  him  before  De¬ 
cember  31,  1962.  If  these  salaries  were  paid 
after  December  31,  1962,  under  the  new  law 
the  maximum  amount  which  could  be  ex¬ 
cluded  for  each  of  these  2  years  because  of 
foreign  residence  would  be  $35,000.  Clearly, 
the  same  result  should  apply  to  the  em¬ 
ployee’s  salary  for  such  years  whether  the 
salary  is  advanced  to  him  prior  to  Decem¬ 
ber  31,  1962,  or  paid  to  him  after  December 
31,  1962. 

2.  Improvement  of  less-developed-country 
corporation  exceptions:  Another  of  the 
amendments  would  Improve  the  exceptions 
available  for  less-developed-country  corpo¬ 
rations  under  section  9  (“gross-up”),  section 
12  (controlled  foreign  corporations) ,  and  sec¬ 
tion  15  (gain  from  certain  sales  or  exchanges 
of  stock  in  certain  foreign  corporations). 
Under  the  language  of  the  bill  as  reported, 
the  benefit  of  these  exceptions  would  not  be 
available  to  certain  corporations  even  though 
they  meet  the  income  and  asset  requirements 
for  a  less-developed-country  corporation 
merely  because  such  corporations  had  their 
place  of  incorporation  in  a  developed  country. 
Under  this  amendment,  corporations  which 
meet  the  income  and  asset  requirements  for 
a  less-developed-country  corporation  would 
not  be  technically  disqualified  merely  because 
of  their  place  of  incorporation. 

A  related  change  in  section  15  would  make 
the  exception  for  less-developed-country  cor¬ 
porations  available  for  the  profits  of  those 
years  in  which  a  company  qualified  as  a  less- 
developed-country  corporation  even  though 
the  company  did  not  qualify  during  all  the 
years  the  stock  was  held. 

Another  change  would  also  make  the  less- 
developed-country  corporation  exception  to 
section  15  available  for  the  profits  of  a  hold¬ 
ing  company  for  less-developed-country  cor¬ 
porations.  This  would  conform  these  rules 
to  the  gross-up  exception  rules. 

The  amendments  would  also  remove  cer¬ 
tain  inequities  and  cure  certain  defects  in 
the  definition  of  qualified  investments  in  less 
developed  countries  for  purposes  of  section 
12.  Income  from  the  investments  described 
in  section  955(b),  even  though  constituting 
base  company  income,  will  not  be  taxed  if 
reinvested  in  similar  qualified  investments 
in  less  developed  countries.  Under  the  bill 
one  type  of  qualified  Investment  is  an  obliga¬ 
tion  of  a  10-percent  owned  less-developed- 
country  corporation  having  a  maturity  of  at 
least  5  years  or  more  at  the  time  of  its  acqui¬ 
sition.  It  has  been  called  to  my  attention 
that  this  required  period  may  be  unduly  long 
to  accomplish  the  purpose  of  preventing  very 
short-term  loans  from  qualifying  for  the  re¬ 
investment  deduction.  The  amendment 
would  reduce  this  period  to  a  1-year  require¬ 
ment. 

Under  the  bill,  there  is  no  holding  period 
requirement  with  respect  to  qualified  in¬ 
vestments  in  less  developed  countries  and  it 
has  been  called  to  my  attention  that  it  is 
possible  to  acquire  such  investments  at  the 
close  of  a  year  and  dispose  of  them  imme¬ 
diately  following  the  close  of  the  year.  The 
amendment  would  prevent  the  possibility  of 
such  sham  investments  by  providing  that 


otherwise  qualified  investments  in  less  de¬ 
veloped  countries  would  not  qualify  if  they 
were  held  for  a  period  of  less  than  6  months. 

A  final  related  change  in  section  955(b)  (3) 
would  provide  that  an  election  to  treat  in¬ 
vestments  made  after  the  close  of  the  tax¬ 
able  year  and  on  or  before  the  close  of  the 
following  taxable  year  (or  such  further  pe¬ 
riod  as  allowed  under  regulations)  shall  be 
binding  for  future  years.  This  amendment 
will  require  that  a  controlled  foreign  corpo¬ 
ration  elect  to  value  its  investments  in  less 
developed  countries  on  a  consistent  annual 
basis  and  not  have  the  opportunity  to  shift 
back  and  forth  between  differing  valuation 
dates.  This  would  conform  the  rules  under 
this  section  to  the  rules  in  a  similar  provision 
relating  to  investments  in  export  trade  assets 
which  is  described  below. 

3.  Time  allowed  under  investment  require¬ 
ments  for  export  trade  companies:  Another 
of  the  amendments  would  provide  that  ex¬ 
port  trade  companies  will  have  a  full  year, 
or  such  further  time  as  may  be  granted  by 
the  Secretary  or  his  delegate,  in  which  to 
invest  export  trade  profits  in  fixed  export 
trade  assets  such  as  warehouses  or  equip¬ 
ment.  Under  the  bill  as  reported,  only  75 
days  after  the  close  of  a  year  is  allowed  for 
the  making  of  such  investments.  Since  the 
decision  to  acquire  such  fixed  facilities  often 
requires  a  substantial  period  of  time  and 
since  the  actual  acquisition  of  such  facilities 
will  generally  require  further  substantial  pe¬ 
riods  of  time,  it  is  believed  that  this  change 
is  appropriate.  Further,  it  conforms  these 
rules  to  the  reinvestment  in  less  developed 
country  rules. 

4.  Clarification  of  section  15  (liquidation 
of  foreign  corporations)  to  prevent  its  cir¬ 
cumvention  through  interposition  of  holding 
company:  Because  the  use  of  less  developed 
country  operations  is  permitted  and  because 
it  is  possible  that,  under  some  circumstances, 
the  provisions  of  section  15  could  be  avoided 
for  technical  reasons  simply  through  the 
interposition  of  a  foreign  or  domestic  holding 
company.  The  amendments  would  make  it 
clear  that  where  appropriate  the  new  law 
would  apply  to  gain  attributable  to  the 
stock  of  foreign  corporations  Irrespective  of 
whether  such  stock  were  sold  directly  or 
whether  stock  of  an  intervening  holding 
company  were  sold. 

5.  Clarification  of  business  interest  excep¬ 
tions  to  section  10  (separate  limitation  on 
foreign  tax  credit  with  respect  to  certain 
interest  income) :  Section  10  of  the  bill  cor¬ 
rects  certain  inducements  that  now  exist 
under  the  foreign  tax  credit  mechanism  for 
the  movement  of  funds  abroad  to  earn  in¬ 
terest  income.  There  is  excepted  from  the 
section  a  number  of  normal  business  trans¬ 
actions  giving  rise  to  interest  which  are 
unrelated  to  the  problem  that  the  section 
is  designed  to  correct.  Among  these  ex¬ 
ceptions  are  interest  derived  from  any  trans¬ 
action  which  is  directly  related  to  the  active 
conduct  of  a  trade  or  business  in  a  foreign 
country  or  possession  of  the  United  States. 
The  amendments  would  make  it  clear  that 
this  exception  also  applies  to  interest  derived 
from  obligations  received  upon  the  sale  or 
exchange  of  such  a  foreign  trade  or  business. 

Section  10  also  has  an  exception  for  inter¬ 
est  received  from  a  corporation  in  which  the 
U.S.  taxpayer  owns  at  least  10  percent  of 
the  voting  stock.  The  amendments  would 
make  it  clear  that  this  exception  also  applies 
to  interest  received  from  obligations  which 
were  received  as  a  result  of  the  sale  or  ex¬ 
change  of  securities  in  such  a  corporation. 

Mr.  KERR.  Mr.  President,  I  also  sub¬ 
mit  an  amendment  to  H.R.  10650,  and 
ask  that  it  be  printed  and  lie  on  the 
table. 

The  PRESIDENT  pro  tempore.  The 
amendment  will  be  received,  printed,  and 
lie  on  the  table. 


Mr.  KERR.  Mr.  President,  this 
amendment  to  H.R.  10650  would  change 
the  special  transitional  loss — contained 
in  new  section  821(f) — in  two  ways. 
First,  it  would  create  the  special  loss 
carryforward  only  out  of  losses  com¬ 
puted  without  regard  to  policyholder 
dividends.  Secondly,  the  special  loss 
carryforward  could  only  be  applied 
against  statutory  underwriting  income 
rather  than  total  taxable  income. 

Mr.  CURTIS  submitted  an  amend¬ 
ment,  intended  to  be  proposed  by  him, 
to  House  bill  10650,  supra,  which  was 
ordered  to  lie  on  the  table  and  to  be 
printed.  


ADDRESSES,  EDITORIALS,  ARTI¬ 
CLES,  ETC.,  PRINTED  IN  THE 

V.A.PPENDIX 

On  request,  and  by  unanimous  con¬ 
sent!  addresses,  editorials,  articles,  etc., 
wereWdered  to  be  printed  in  the  Appen¬ 
dix,  as  follows: 

By  Mr.  WILEY: 

Statement  prepared  by  himself  on  eight- 
point  anti-Communist  program. 

By  Mr.  MUNDT: 

Editorial  entitled  “NFO  Has  a  Laudable 
Aim,  But\  We  Don’t  Believe  Their  Holding 
Action  Wnl  Work,”  published  in  the  Sioux 
Falls  (S.  Dak.)  Argus-Leader  on  August  30, 
1962.  \ 

By  Mi  WILLIAMS  of  New  Jersey: 

Resolution^  adopted  by  the  Knights  of 
Lithuania  49ih  annual  convention,  at  New¬ 
ark,  N.J.,  relating  to  Captive  Nations  Week, 
and  expressing  hope  to  Lithuania’s  freedom. 

The  PRESIDENT  pro  tempore. 
Morning  business  is  in  order.  If  there  is 
no  further  morning  business  to  be  sub¬ 
mitted,  morning  business  is  closed. 


REVENUE  ACT  OF  1962 

Mr.  MANSFIEKD.  Mr.  President,  I 
ask  unanimous  consent  that  the  un¬ 
finished  business  oe  laid  down  and  be 
made  the  pending  business. 

The  PRESIDENT  nro  tempore.  With-  - 
out  objection,  the  Chair  lays  before  the 
Senate  the  unfinished  business. 

The  Senate  resumem  the  consideration 
of  the  bill  (H.R.  10650)\to  amend  the  In¬ 
ternal  Revenue  Code  of  U954  to  provide  a 
credit  for  investment  in  certain  depreci¬ 
able  property,  to  eliminate  certain  de¬ 
fects  and  inequities,  and\for  other  pur¬ 
poses.  \ 


GOLD  MINING 

Mr.  BARTLETT.  Mr.  President,  we 
like  to  build  up  the  image  onUncle  Sam 
as  a  kindly  old  gentleman,  thoughtful 
and  always  helpful  and  considerate  of  his 
own  people.  This  gives  us  a  reeling  of 
well-being,  of  satisfaction,  andWobably 
of  self- contentment.  \ 

Mr.  President,  I  do  not  propose  to  poll 
the  goldmining  industry  in  ordento  dis¬ 
cover  what  the  image  of  Uncle  Sam  is 
among  employers  and  miners,  u  am 
rather  sure  I  know  the  result  before¬ 
hand.  I  fear  that  the  image  would  be 
found  to  be  somewhat  tarnished.  \ 

If  so,  Mr.  President,  that  would  be  un¬ 
derstandable,  for  I  do  not  know  of  any 
other  group  of  people  in  the  entire  h)s- 
tory  of  the  United  States  who  have  beem 
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which  would  very  affirmatively  en- 
our  presence  there  and  give  re¬ 
assurance  to  the  West  Berliners,  who 
are  understantably  concerned,  as  is 
shown  ew  the  street  activity  which  they 
undertook,  and  which  we  can  under¬ 
stand,  considering  the  provocations  to 
which  they\have  been  subjected,  but 
which  nevertheless  have  the  threat  Of 
making  American  policy  on  the  streets 
of  Berlin,  whichNwe  cannot  have. 

Therefore,  I  bXlieve  we  must  show 
initiative  through  activities  and  actions 
which  are  affirmative  and  are  tangible 
and  which  at  the  same  time  will  bring 
assurance  to  the  city  of 'West  Berlin,  be¬ 
cause  it  will  serve  notice  on  the  Russians 
of  our  determination,  which  we  have 
already  expressed,  and  will  \lso  present 
to  them  the  firm  governmental  organ¬ 
ization  indicating  that  we  intend  to  take 
action  to  back  up  words,  by  mean\which 
they  can  understand. 

I  have  suggested  three  course! 
action,  namely,  the  incorporation  \of 
West  Berlin  into  the  Federal  Republj 
of  Germany;  an  embargo  by  NATO' 
against  trade  with  East  Germany;  and 
some  action  through  the  United  Nations, 
which  would  bring  before  the  world  in  a 
most  dramatic  way  the  difference  be¬ 
tween  the  situation  in  East  Berlin  and 
West  Berlin. 

Again  I  repeat  that  the  State  Depart¬ 
ment  planners  probably  have  a  number 
of  other  ideas  on  the  planning  board. 
However,  the  time  has  come  for  us  to 
move  and  not  sit  still  and  wait  for  the 
next  Russian  action  before  we  react. 


REVENUE  ACT  OF  1962 

The  Senate  resumed  the  considera¬ 
tion  of  the  bill  (H.R.  10650)  to  amend 
the  Internal  Revenue  Code  of  1954  to 
provide  a  credit  for  investment  in  cer¬ 
tain  depreciable  property,  to  eliminate 
certain  defects  and  inequities,  and  for 
other  purposes. 

Mr.  DIRKSEN.  Mr.  President,  if  it  is 
in  order  to  ask,  what  is  the  pending 
question  before  the  Senate? 

The  PRESIDING  OFFICER  (Mr. 
Hart  in  the  chair) .  The  bill  is  before 
the  Senate.  There  is  no  amendment 
pending. 

Mr.  DIRKSEN.  Mr.  President,  I  call 
up  my  amendments  “8-23-62 — I.” 

The  PRESIDING  OFFICER.  The 
amendments  will  be  stated  for  the  in¬ 
formation  of  the  Senate. 

The  Legislative  Clerk.  On  page  391, 
between  lines  21  and  22,  it  is  proposed  to 
insert  the  following  new  section: 

Sec.  27.  Exclusion  Prom  Gross  Income  of 
Gain  From  Sale  of  Residence  by 
Individual  Age  60  or  Over. 

(a)  Exclusion  Prom  Gross  Income. — 
Part  III  of  subchapter  B  of  chapter  1  of  the 
Internal  Revenue  Code  of  1954  (relating  to  ' 
items  specifically  excluded  from  gross  in¬ 
come)  is  amended  by  renumbering  section 
121  as  122,  and  by  inserting  after  section  120 
the  following  new  section  : 

"Sec.  121.  Gain  From  Sale  or  Exchange  of 
Residence  of  Individual  Who 
Has  Attained  Age  60. 

“(a)  General  Rule. — In  the  case  of  an 
individual,  gross  income  does  not  include 
gain  from  the  sale  or  exchange  after  Decem¬ 
ber  31,  1961,  of  property  used  by  the  tax¬ 
payer  as  his  principal  residence,  if — 


“(1)  the  taxpayer  has  attained  the  age  of 
60  years  before  such  sale  or  exchange  occurs, 
and 

“(2)  such  property  has  been  used  by  the 
taxpayer  as  his  principal  residence  for  a 
period  of  not  less  than  5  years  at  the  time 
such  sale  or  exchange  occurs. 

“(b)  Property  Held  Jointly  by  Husband 
and  Wife. — In  the  case  of  property  held  by 
a  husband  and  wife  as  joint  tenants  or  as 
tenants  by  the  entirety,  the  age  requirement 
contained  in  subsection  (a)(1)  and  the  use 
requirement  contained  in  subsection  (a)(2) 
shall  be  treated  as  having  been  met  by  both 
the  husband  and  the  wife  if  it  is  met  by 
either  spouse. 

“(c)  Property  Used  in  Part  as  Principal 
Residence. — In  the  case  of  property  only  a 
portion  of  which  is  used  by  the  taxpayer  as 
his  principal  residence,  subsection  (a)  shall 
apply  to  so  much  of  the  gain  from  the  sale 
or  exchange  of  such  property  as  is  deter¬ 
mined,  under  regulations  prescribed  by  the 
Secretary  or  his  delegate,  to  be  attributable 
to  the  portion  of  the  property  used  by  the 
taxpayer  as  his  principal  residence. 

“(d)  Involuntary  Conversions. — For  pur¬ 
poses  of  subsection  (a),  the  destruction, 
seizure,  requisition,  or  condemnation  of 
property,  occurring  after  December  31,  1961, 
shall  be  treated  as  the  sale  or  exchange  of 
such  property.” 

(b)  Table  of  Contents. — The  table  of 
sections  for  such  part  is  amended  by  strik¬ 
ing  out 

“Sec.  121.  Cross  references  to  other  Acts.” 
and  inserting  in  lieu  thereof 
"Sec.  121.  Gain  from  sale  or  exchange  of 
residence  of  individual  who  has 
attained  age  60. 

“Sec.  122.  Cross  references  to  other  Acts.” 

(c)  Technical  Amendments. — (1)  Sec¬ 
tion  1033(h)  of  the  Internal  Revenue  Code 
of  1954  (relating  to  involuntary  conver¬ 
sions)  is  amended  by  adding  at  the  end 
thereof  the  following  new  paragraph: 

“(3)  For  exclusion  from  gross  income  of 
gain  from  involuntary  conversion  occurring 
after  December  31,  1961,  of  residence  of  tax¬ 
payer  who  has  attained  age  60,  see  section 
121.” 

(2)  Section  1034  of  such  Code  (relating 
to  sale  or  exchange  of  residence)  is  amended 
by  adding  at  the  end  thereof  the  following 
new  subsection: 

“(k)  Cross  Reference. — 

“For  exclusion  from  gross  income  of  gain 
from  sale  or  exchange  after  December  31, 
1961,  of  residence  of  taxpayer  who  has  at¬ 
tained  age  60,  see  section  121.” 

(d)  Effective  Date. — The  amendments 
made  by  this  section  shall  apply  to  taxable 
years  beginning  after  December  31,  1961. 

On  page  391,  line  22,  strike  out  “27”  and 
insert  in  lieu  thereof  “28”. 

Mr.  DIRKSEN.  Mr.  President,  I  wish 
to  modify  the  amendments. 

On  page  2,  line  6,  strike  out  “1961” 
and  insert  “1962.” 

I  wish  to  make  the  same  modification 
on  page  4,  line  7;  to  strike  out  “1961” 
and  to  insert  “1962.” 

•  The  PRESIDING  OFFICER.  The 
Senator  has  a  right  to  modify  his 
amendments. 
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Mr.  President,  the  serious,  nagging 
problem  of  unemployment  drags  on  ir 
spite  of  general  economic  improvemer 
I  feel  that  in  spite  of  the  very  sinq^re 
efforts  of  the  Congress  and  the  ac 
tration  there  is  no  evidence  we  are/hiak- 
ing  any  real  progress  in  solving /t. 

Mr.  proposal  would  play  a  inoderate 
part  in  helping  to  solve  unemployment. 

I  hope  that  the  Congress /will  give  se¬ 
rious  consideration  to  my /proposal. 

I  ask  unanimous  consent  that  the  ex¬ 
cellent,  thoughtful  editorial  from  the 
Milwaukee  Sentinel  printed  at  this 
point  in  the  Record./ 

There  being  no  objection,  the  editorial 
was  ordered  to  bq/printed  in  the  Record, 
as  follows: 

Recrement  at  60 

There  is  much  to  be  said  for  Senator 
Proxmire’s  proposal  to  lower  the  optional 
retirement ^age  under  social  security  to  60. 

Any  person  electing  to  retire  at  60  would 
have  a  <me-third  reduction  in  the  benefits 
he  would  have  received  if  he  had  continued 
working  to  age  65.  Proxmire  has  been  told 
by  /he  Social  Security  Administration  that 
wiwi  the  one-third  reduction  there  would 
«  no  increased  costs  to  the  social  security 
und  and  no  increase  in  social  security  taxes. 
At  present  the  earliest  age  for  retirement 
is  62. 

Under  Proxmire’s  proposal,  a  man  and 
wife  who  would  get  $180  a  month  if  they 
retired  at  65  would  get  $120  if  they  retired 
at  60. 

The  number  of  workers  who  could  afford 
to  take  advantage  of  the  earlier  retirement 
would  not  be  large,  but  each  one  doing  so 
would  open  up  a  job  for  some  younger  per¬ 
son.  We  agree  with  Proxmire  that  there 
would  be  a  relatively  small  but  nevertheless 
significant  effect  on  our  persistent  unem¬ 
ployment  problem. 


MILWAUKEE  SENTINEL  SUPPORTS 
PROXMIRE  ON  CUTTING  RETIRE¬ 
MENT  AGE 

Mr.  PROXMIRE.  Mr.  President,  the 
Milwaukee  Sentinel  recently  carried  a 
concise  and  thoughtful  editorial  support¬ 
ing  my  proposal  to  reduce  the  social 
security  retirement  age  from  62  to  60, 
with  a  corresponding  reduction  in  the 
benefits. 


THE  TAXPAYERS’  “BLACK  FRIDAY” 
FROM  A  RED-INK  CONGRESS 

Mr.  PROXMIRE.  Mr.  President,  the 
closing  session  of  the  Senate  before  the 
Labor  Day  weekend  I  think  can  properly 
be  called  the  taxpayers’  “black  Friday” 
because  massive  increases  in  nonmilitary 
spending  shot  through  the  Senate  crush¬ 
ing  economy  amendments  by  overwhelm¬ 
ing  margins. 

The  runaway -spending  attitude  of  the 
Congress,  supported  by  a  topheavy  ma¬ 
jority  of  both  Republicans  and  Demo¬ 
ns,  is  shown  by  the  following : 

rst.  The  Senate  virtually  doubled 
the 'Government’s  most  inexcusable  sub¬ 
sidy, 'ihe  helicopter  giveaway,  which 
subsidises  the  affluent  passengers  who 
take  helicopters  between  airports  in  ma¬ 
jor  cities. 

In  doingV)  for  the  first  time  it  threw 
the  subsidy  oSen  to  all  cities,  guarantee¬ 
ing  that  the  size  of  this  subsidy  will  vast¬ 
ly  increase  in  coming  years.  It  over¬ 
whelmed  a  Proxmire  amendment  to  kill 
the  subsidy  by  a  vojce  vote  that  almost 
blew  the  top  off  the  SJapitol. 

Second.  The  Senate  vforced  the  Veter¬ 
ans’  Administration  ter-Aake  $8  million 
more  than  its  Administrator  said  he 
could  efficiently  use  or  than  the  Ken¬ 
nedy  administration  requested  or  the 
House  allowed.  The  SenateNkilled  my 
amendment  to  cut  this  VA  spen&mg  back 
to  the  Administration  request  by\i  56  to 
22  vote. 

Third.  On  the  big  item  in  the  bilMhe 
Senate  approved  a  soaring  jump  in  space 
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Spending  from  $1.7  billion  last  year  to 
SX.7  billion  this  year  in  the  NASA  budget, 
f oiynonmilitary  space  appropriations.  In 
doing  so  the  Senate  showed  its  spend¬ 
ing  temper  when  it  rejected  a  Proxmire 
amendment  based  on  demonstrated 
waste  m  the  space  program. 

The  amendment  would  have  pared  the 
space  budget  by  5  percent  below  the 
budget  estimates,  or  $180  million.  It 
lost  by  a  resounding  66  to  4  votes. 

Fourth.  Finally  the  Senate  demon¬ 
strated  howXfeeble  is  its  concern  for 
economy  when,  a  motion  by  the  Senator 
from  Iowa  [mAmiller]  to  recommit  the 
bill  to  reduce  i\  by  $289  million  to  the 
House  figure  wa^  crushed  by  a  57  to  12 
margin. 

The  irony  of  this  sad  spending  per¬ 
formance  is  that  tnis  appropriations  so 
vastly  increasing  Federal  nondefense 
spending  was  called  up  in  the  middle  of 
consideration  of  a  tax  bill  which  Con¬ 
gress  has  converted  from  a  measure  that, 
as  recommended  by  theNadministration, 
would  have  increased  revenue  by  $500 
million  to  one  that  will  losa$500  million. 

This  Congress  is  well  on  its  way  to  be¬ 
coming  the  biggest,  bipartisan,  Demo¬ 
cratic-Republican,  red-ink  operation  in 
history. 

Mr.  President,  I  suggest  the\absence 
of  a  quorum. 

The  PRESIDING  OFFICER\  The 
clerk  will  call  the  roll. 

The  legislative  clerk  proceeded  to\call 
the  roll. 

Mr.  MANSFIELD.  Mr.  President, \  I 
ask  unanimous  consent  that  the  orde 
for  the  quorum  call  be  rescinded. 

The  PRESIDING  OFFICER  (Mr. 
Proxmire  in  the  chair) .  Without  objec¬ 
tion,  it  is  so  ordered. 
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KIM  JUNG  IM— BILL  INDEFINITELY 
POSTPONED 

Mr.  MANSFIELD.  Mr.  President,  on 
Friday  last  the  Senate  passed  /he  bill 
(H.R.  9589)  for  the  relief  of  Kim  Jung 
Im.  It  is  my  understanding  that  on  the 
basis  of  word  received  since  /{hat  time, 
administrative  relief  has  beren  granted 
the  beneficiary  of  the  bill./ 1  therefore 
ask  unanimous  consent  tmat  the  votes.- 
by  which  the  bill  was  ordered  to  a  third 
reading  and  passed  be  reconsidered,  and 
the  bill  indefinitely  postponed. 

The  PRESIDING  OFFICER.  Is  there 
objection?  The  Cha/r  hears  none,  and 
it  is  so  ordered. 


ORDER  FOR  ADCJ OURNMENT  UNTIL 
9  a.mTtomorrow 

Mr.  MANSFIELD.  Mr.  President,  I 
ask  unanimous  consent  that  when  the 
Senate  adjourns  tonight — late,  I  hope — 
that  it  adjourn  to  meet  at  9  a..m.  to¬ 
morrow  morning. 

The  PRESIDING  OFFICER.  Without 
objection  it  is  so  ordered. 

Mr.  JMANSFIELD.  Mr.  President,  I 
suggest  the  absence  of  a  quorum. 

Til/  PRESIDING  OFFICER.  The 
clerK  will  call  the  roll. 

.  le  legislative  clerk  called  the  roll, 
.  the  following  Senators  answered  to 
heir  names: 


Aiken 

Byrd,  W.  Va. 

Dirksen 

Gore 

Hayden 

Hill 

Holland 


[No.  234  Leg.] 

Hruska  Robertson 


Javits 

Kerr 

Mansfield 

McGee 

Pearson 

Proxmire 


Smith,  Maine/ 
Stennis 
Talmadge 
Young,  N.  Dak. 
Young,  OJlio 


ator  from  Oregon 
are  absent  on  offi- 


Mr.  MANSFIELD.  I  announce  that 
the  Senator  from  Nevada  [Mr/ Bible], 
the  Senator  from  Minnesota  [Mr.  Hum¬ 
phrey],  the  Senator  from  Washington 
[Mr.  Magnuson],  the  Senato/ from  Utah 
[Mr.  Moss] ,  the  Senator  /from  Maine 
[Mr.  Muskie]  ,  the  Senatoi/from  Florida 
[Mr.  Smathers],  the  Senator  from  Mas¬ 
sachusetts  [Mr.  Smith/,  the  Senator 
from  Texas  [Mr.  Yarborough],  the  Sen¬ 
ator  from  Pennsylvania  [Mr.  Clark], 
the  Senator  from  Mississippi  [Mr.  East- 
land],  and  the  Se 
[Mrs.  Neuberger] 
cial  business. 

I  further  anno6nce  that  the  Senator 
from  New  Mexico  [Mr.  Anderson],  the 
Senator  from  Alaska  [Mr.  Gruening], 
the  Senatoi/  from  Wyoming  [Mr. 
Hickey]  ,  andr  the  Senator  from  Missouri 
[Mr.  Symington]  are  necessarily  absent. 

Mr.  DIRKSEN.  I  announce  that  the 
Senator  from  Maryland  [Mr.  Beall], 
the  Senator  from  Utah  [Mr.  Bennett], 
the  Senator  from  South  Dakota  [Mr. 
Bottom]  ,  the  Senator  from  Connecticut 
[Mr.  Bush]  ,  the  Senator  from  Indiana 
[Mi'./Capehart]  ,  the  Senators  from  New 
Hampshire  [Mr.  Cotton  and  Mr.  Mur¬ 
phy],  the  Senator  from  Arizona  [Mr. 
ildwater],  the  Senator  from  Idaho 
Ir.  Jordan],  the  Senator  from  Cali¬ 
fornia  [Mr.  Kuchel],  the  Senator  from 
'Kentucky  [Mr.  Morton],  the  Senator 
\from  Massachusetts  [Mr.  Saltonstall], 
le  Senator  from  Pennsylvania  [Mr. 
fOTT],  the  Senator  from  Wisconsin 
Hr.  Wiley]  and  the  Senator  from  Dela- 
[Mr.  Williams]  are  necessarily 

ftbScllt 

Thk  PRESIDING  OFFICER.  A 
quorum  is  not  present. 

Mr.  MANSFIELD.  Mr.  President,  I 
move  that  the  Sergeant  at  Arms  be  di¬ 
rected  to.  request  the  attendance  of 
absent  Senators. 

The  motion  was  agreed  to. 

The  PRESIDING  OFFICER.  The 
Sergeant  at  A^ms  will  execute  the  order 
of  the  Senate. 

After  a  little \delay,  Mr.  Allott,  Mr. 
Bartlett,  Mr.  BbGGS,  Mr.  Burdick,  Mr. 
Butler,  Mr.  BYRD\of  Virginia,  Mr.  Can¬ 
non,  Mr.  Carlson,  Mr.  Carroll,  Mr.  Case, 
Mr.  Chavez,  Mr.  Church,  Mr.  Cooper, 
Mr.  Curtis,  Mr.  Dodd.  Mr.  Douglas,  Mr. 
Ellender,  Mr.  Englei  Mr.  Ervin,  Mr. 
Fong,  Mr.  FulbrightX  Mr.  Hart,  Mr. 
Hartke,  Mr.  Hickenlooper,  Mr.  Jackson, 
Mr.  Johnston,  Mr.  JoRDAi/of  North  Caro¬ 
lina,  Mr.  Keating,  Mr.  Kefauver,.  Mr. 
Lausche,  Mr.  Long  of  Missouri,  Mr.  Long 
of  Hawaii,  Mr.  Long  of  Louisiana,  Mr. 
McCarthy,  Mr.  McClellanX  Mr.  Mc¬ 
Namara,  Mr.  Metcalf,  Mr.  Miller,  Mr. 
Monroney,  Mr.  Morse,  Mr.  Mhndt,  Mr. 
Pastore,  Mr.  Pell,  Mr.  ProuVy,  Mr. 
Randolph,  Mr.  Russell,  Mr.  Sparkman, 
Mr.  Thurmond,  Mr.  Tower,  anii  Mr. 
Williams  of  New  Jersey  entered^  the 
Chamber  and  answered  to  their  namfes. 

The  PRESIDING  OFFICER  (Mr.  p\ll 
in  the  chair) .  A  quorum  is  present, 
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REVENUE  ACT  OF  1962 

The  Senate  resumed  the  consideration 
of  the  bill  (H.R.  10650)  to  amend  the 
Internal  Revenue  Code  of  1954  to  pro¬ 
vide  a  credit  for  investment  in  certain 
depreciable  property,  to  eliminate  cer¬ 
tain  defects  and  inequities,  and  for  other 
purposes. 

Mr.  MANSFIELD.  Mr.  President,  I 
am  about  to  propound  a  unanimous- 
consent  request. 

I  ask  unanimous  consent  that  on  the 
pending  Dirksen  amendments  time  be 
limited  to  1  hour,  one-half  hour  to  be 
under  the  charge  of  the  Senator  from 
Illinois,  the  minority  leader,  and  one- 
half  hour  to  be  under  the  charge  of  the 
Senator  from  Oklahoma  [Mr.  Kerr]. 

Mr.  FULBRIGHT.  Mr.  President,  re¬ 
serving  the  right  to  object,  when  would 
the  vote  come  under  this  request? 

Mr.  MANSFIELD.  In  1  hour  or  less. 

Mr.  FULBRIGHT.  Beginning  when? 

Mr.  MANSFIELD.  Right  now. 

Mr.  GORE.  Mr.  President,  reserving 
the  right  to  object,  this  limitation  in  no 
sense  applies  to  H.R.  10,  does  it? 

Mr.  MANSFIELD.  No;  only  to  the 
pending  amendments. 

The  PRESIDING  OFFICER.  Is 
there  objection? 

Mr.  MILLER.  Mr.  President,  reserv¬ 
ing  the  right  to  object,  may  I  be  advised 
what  the  proposed  unanimous-consent 
agreement  is? 

Mr.  MANSFIELD.  One  hour  on  the 
amendments,  a  half  hour  to  a  side.  It 
has  been  cleared  with  the  Senators  di¬ 
rectly  interested.  I  thought  there  was 
no  objection  to  it. 

The  PRESIDING  OFFICER.  Is  there 
objection? 

Mr.  MILLER.  Mr.  President - 

Mr.  MANSFIELD.  Mr.  President,  I 
ask  unanimous  consent  that  the  time 
allotted  be  20  minutes,  10  minutes  on  a 
side. 

Mr.  MILLER.  For  each  amendment 
pending? 

Mr.  MANSFIELD.  No ;  on  the  pending 
amendments. 

The  PRESIDING  OFFICER.  Is  there 
objection?  The  Chair  hears  none,  and 
it  is  so  ordered. 

Mr.  MANSFIELD.  Mr.  President,  is 
time  running? 

The  PRESIDING  OFFICER.  Time  is 
running. 

Mr.  DIRKSEN.  Mr.  President,  I  yield 
3  minutes  to  the  distinguished  Senator 
from  Kansas  [Mr.  Carlson]. 

The  PRESIDING  OFFICER.  The 
Senator  from  Kansas  is  recognized  for 
3  minutes. 

Mr.  CARLSON.  Mr.  President,  I  had 
made  arrangements  to  discuss  with  the 
Senator  from  Oklahoma  an  understand¬ 
ing  I  have  with  regard  to  some  language 
in  the  report.  I  would  not  like  to  use 
this  time,  which  is  running  against  the 
time  of  the  Senator  from  Illinois,  until 
the  Senator  from  Oklahoma  is  on  the 
floor.  He  stepped  out  of  the  Chamber 
only  for  a  few  moments. 

I  shall  be  glad  to  proceed  with  my  dis¬ 
cussion  of  section  3  of  H.R.  10650.  First, 
with  a  brief  reference  to  some  of  the  leg¬ 
islative  history  surrounding  the  adop¬ 
tion  of  this  section  in  the  House  of 
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Representatives.  Except  for  a  minor 
change  in  the  Senate  Finance  Commit¬ 
tee,  this  section  is  the  same  as  enacted 
by  the  House  of  Representatives. 

I  have  been  advised  when  section  3 
was  discussed  by  Chairman  Wilbur  D. 
Mills  of  the  House  before  the  House 
Rules  Committee  on  March  20,  1962,  he 
was  careful  to  exclude  from  the  adver¬ 
tising  ban  the  so-called  institutional  ad¬ 
vertising.  Regarding  advertising  for  or 
against  legislation,  Chairman  Mills  was 
careful  to  point  out  that  that  was  in¬ 
cluded  in  the  ban,  but  further  on  in  his 
testimony  before  the  House  Rules  Com¬ 
mittee,  he  stated  that: 

A  company  may  want  to  get  its  name  be¬ 
fore  the  people  and  buy  space  in  national 
magazines  and  tells  us  all  we  ought  to  be 
against  sin  and  be  for  motherhood.  That 
kind  of  thing  can  be  deducted,  but  to  put  an 
ad  in  the  paper  that  the  people  ought  to 
write  their  Congressmen  to  be  against  H.R. 
9000  would  not  be  allowed  under  existing 
prevailing  regulations. 

I  subscribe  to  this  limited  application 
of  section  3  in  this  measure,  but  feel  we 
should  be  very  careful  not  to  eliminate 
advertising  having  to  do  with  good  will 
and,  in  a  broader  sense,  real  public  serv¬ 
ices.  In  light  of  this  background,  I 
should  like  to  ask  my  distinguished  col¬ 
league,  the  ranking  majority  member  of 
the  Senate  Finance  Committee,  the  fol¬ 
lowing  questions: 

First.  Would  a  company  be  denied  the 
right  of  tax  deduction  for  costs  incurred 
in  carrying  advertising  that  promotes 
the  sale  of  savings  bonds? 

Mr.  KERR.  The  answer  is  “No.” 

Mr.  CARLSON.  Second,  would  a  com¬ 
pany  be  denied  the  right  to  charge  off 
the  costs  of  ads  having  to  do  with  blood 
bank  donations,  the  prevention  of  forest 
fires,  or  Community  Chest  contribu¬ 
tions? 

Mr.  KERR.  No. 

Mr.  CARLSON.  Third,  would  an  in¬ 
surance  company  be  denied  the  right  to 
a  tax  deduction  for  promoting  highway 
safety,  as  a  part  of  their  advertising 
campaign? 

Mr.  KERR.  The  answer  would  be 
“No”  if  unrelated  to  pending  or  proposed 
legislation. 

Mr.  CARLSON.  Fourth,  would  a 
roadbuilding  machinery  company  be  per¬ 
mitted  deductions  on  a  general  plea  for 
improved  highways? 

Mr.  KERR.  The  answer  is  “No,”  if 
unrelated  to  pending  or  proposed  leg¬ 
islation. 

Mr.  CARLSON.  Fifth,  I  have  in  my 
hand  an  advertisement  of  a  bank  in  Vir¬ 
ginia  comparing  our  system  with  that 
of  the  Communist.  Will  the  cost  of  this 
ad  be  excluded  under  section  3? 

Mr.  KERR.  The  answer  to  that  ques¬ 
tion  is  “No”  if  it  is  unrelated  to  pending 
or  proposed  legislation. 

Mr.  CARLSON.  I  agree  with  my  dis¬ 
tinguished  colleague  that  the  answer  to 
all  of  these  questions  is  generally  “no,” 
and  in  light  of  this,  I  have  one  more 
question:  Is  it  not  the  intent  of  this 
legislation  to  prohibit  advertising  that 
deals  specifically  with  a  legislative  pro¬ 
posal  arising  under  local,  State  or  na¬ 
tional  law  when  the  advertising  is  di¬ 
rected  against  such  a  measure  by  title 
or  number? 


Mr.  KERR.  The  answer  to  that  ques¬ 
tion  is  “Yes.” 

Mr.  CARLSON.  I  am  satisfied  with 
those  answers.  I  thank  the  Senator 
from  Oklahoma.  I  am  satisfied  both 
with  the  contents  of  section  3  and  the 
legislative  history  accompanying  it. 

I  ask  unanimous  consent  that  I  may 
have  placed  in  the  Record  at  this  point 
an  extract  from  a  statement  by  the 
chairman  of  the  House  Ways  and  Means 
Committee,  the  Honorable  Wilbur  D. 
Mills,  when  he  appeared  before  the 
Rules  Committee  of  the  House  and  dis¬ 
cussed  this  matter. 

There  being  no  objection,  the  extract 
was  ordered  to  be  printed  in  the  Record, 

•  as  follows: 

Extract  of  Statement  by  Hon.  Wilbur  D. 
Mills,  March  20,  1962,  Washington, 

D.C. 

(Hearings  before  the  Committee  on  Rules  on 
H.R.  10650,  a  bill  to  amend  the  Internal 
Revenue  Code  to  provide  a  credit  for  in¬ 
vestment  in  certain  depreciable  property, 
to  eliminate  certain  defects  and  inequities, 
and  for  other  purposes.) 
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Mr.  Mills.  Read  the  report  particularly 
with  respect  to  this.  I  think  you  will  like 
it. 

Mr.  Madden.  I  went  over  that  last  night 
and  I  did  not  cover  it  all.  Is  there  some¬ 
thing  in  here  so  that  the  big  lobbies  that 
come  to  Washington  can  have  the  taxpayers 
pay  for  their  lobbying  expenses? 

Mr.  Mills.  Any  expenses  of  this  sort  that 
are  incurred  in  lobbying  are  disallowed,  or 
supposed  to  be. 

Mr.  Madden.  There  is  something  in  here. 
Mr.  Mills.  Do  you  mean  this  additional 
section  in  the  bill,  section  3?  That  has  to 
do  with  appearances  before  committees  of 
■  Congress,  yes. 

Mr.  Madden.  Does  that  include  expenses 
for  people  to  come  to  Washington  and  en¬ 
tertain,  and  whatnot,  so  that  they  can  con¬ 
duct  a  lobbying  action? 

Mr.  Mills.  That  involves  the  right  of  ap¬ 
peal  to  people,  I  think,  to  Congress.  Does  it 
not?  Here  they  can  fight  a  case  all  the  way 
through  the  courts,  through  the  Supreme 
Court.  They  can  deduct  those  expenses  if 
they  are  incident  to  a  business. 

Mr.  Madden.  I  am  not  talking  about  court 
procedure.  I  am  talking  about  the  propa¬ 
ganda  that  goes  out,  advertising  expenses  on 
propaganda  on  legislation. 

Mr.  Mills.  Let  me  talk  about  that  a 
second.  They  can  do  all  that.  That  is  ad¬ 
mitted,  isn’t  it?  A  man’s  business  is  in 
jeopardy,  it  is  in  the  court.  He  can  deduct 
the  expenses  incident  to  the  protection  of 
his  business  in  that  respect. 
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Mr.  Madden.  Pertaining  to  legislation? 

Mr.  Mills.  No,  in  court,  all  the  way 
through  the  Supreme  Court. 

Mr.  Madden.  In  a  lawsuit.  Go  ahead. 

Mr.  Mills.  Say  he  is  also  in  jeopardy  in  a 
business  way  before  a  department  of  Gov¬ 
ernment.  Say  it  is  the  Federal  Communica¬ 
tions  Commission.  He  is  in  the  television 
business  or  radio  business,  he  can  deduct 
all  the  expenses  for  any  appearance  before 
the  Commission  in  preservation  of  his  busi¬ 
ness,  but  that  same  individual  cannot  even 
come  to  Washington  to  appeal  to  the  Con¬ 
gress  not  to  pass  a  bill  that  it  is  hearing  or 
considering  in  committee  that  drives  him 
out  of  business. 

Mr.  Madden.  There  has  been  a  lot  of  public¬ 
ity  in  the  newspapers  and  magazines  against 
a  piece  of  legislation  or  for  a  piece  of  legis¬ 
lation. 

Mr.  Mills.  That  is  not  Involved  here. 
This  is  limited  to  appearances  before  Con¬ 


gress,  the  committees  of  Congress,  Mem¬ 
bers  of  Congress,  the  cost  of  preparing 
material  for  these  appearances.  That  is 
what  is  involved  here.  No  entertainment  or 
anything  of  that  sort. 

Mr.  Madden.  But  in  regard  to  propaganda 
and  publicity  and  advertising  for  or  against 
legislation,  they  can  deduct  that? 
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Mr.  Mills.  That  is  not  involved  here  and 
they  cannot  deduct  it. 

Mr.  Madden.  Nothing  is  mentioned  in  this 
bill  about  that? 

Mr.  Mills.  They  cannot  deduct  it  under 
treasury  regulations,  unless  it  is  institutional 
type.  A  company  may  want  to  get  its  name 
before  the  people  and  buys  space  in  national 
magazines  and  tells  us  all  we  ought  to  be 
against  sin  and  for  motherhood. 

That  kind  of  thing  can  be  deducted.  But 
to  put  an  ad  in  the  paper  that  the  people 
ought  to  write  their  Congressman  to  be 
against  H.R.  9000  would  not  be  allowed  under 
existing  prevailing  regulation. 

Mr.  CARLSON.  I  thank  the  Senator 
from  Oklahoma. 

The  PRESIDING  OFFICER.  The 
question  is  on  agreeing  to  the  amend¬ 
ments  of  the  Senator  from  Illinois. 

Mr.  DIRKSEN.  Mr.  President,  the 
pending  amendments  are  very  simple. 

Mr.  KERR.  Mr.  President,  will  the 
Senator  yield? 

Mr.  DIRKSEN.  I  yield. 

Mr.  KERR.  Is  there  a  copy  of  the 
Senator’s  amendments  available? 

Mr.  DIRKSEN.  Yes;  they  are  printed. 

Mr.  KERR.  Will  the  clerk  identify 
the  amendments? 

Mr.  DIRKSEN.  The  amendments  are 
identified  as  “8-23-62-1.” 

They  provide  for  a  very  simple  amend¬ 
ment.  They  provide  that  taxpayers  who 
are  over  60  years  of  age  who  sell  the  resi¬ 
dences  that  have  been  their  primary 
residences  for  5  years  or  more  shall  be 
exempted  from  the  payment  of  capital 
gains  taxes  on  the  gains  that  may  re¬ 
sult  from  such  sales  or  exchanges. 

I  offered  this  about  a  year  ago.  The 
provision  came  to  my  attention  in  con¬ 
nection  with  a  hearing  which  was  held 
in  St.  Louis  by  a  subcommittee  of  the 
Special  Committee  on  Aged  and  the 
Aging.  Suggestions  were  made  at  the 
meeting  at  that  time  that  in  order  to 
provide  some  direct  benefit  for  our  aged 
this  would  be,  by  all  odds,  one  of  the 
most  acceptable  approaches  one  could 
find. 

It  follows,  of  course,  what  results  from 
the  great  tradition  of  the  American  fam¬ 
ily.  A  family  is  established.  There  are 
children.  Homes  are  enlarged.  New 
homes  are  occupied  to  accommodate 
larger  families.  Then,  in  due  course,  the 
youngsters  establish  families  of  their 
own.  So,  very  often,  there  is  a  building 
on  a  rather  expensive  lot  which  is  no 
longer  necessary  for  an  aged  couple  or 
for  an  aged  individual,  whether  it  be  a 
widow  or  a  widower.  Yet,  with  respect 
to  the  sale,  such  a  piece  of  property 
might  have  developed  some  real  value, 
and  it  might  be  impossible  to  sell  the 
property  without  paying  the  customary 
capital  gains  tax  under  exising  law. 

To  me  that  looks  like  a  burden  which 
might  well  be  removed  from  our  aged 
people.  That  is  the  purpose  of  the 
amendment.  Beyond  that  there  is  not 
much  which  needs  to  be  said. 
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With  respect  to  cost,  it  is  obviously 
impossible  to  determine  what  the  cost 
would  be  to  the  Treasury.  There  is  no 
way  of  developing  a  statistic  to  show  how 
many  homes  might  be  sold  by  aged  people 
in  respect  to  which  a  capital  gains  would 
eventuate. 

I  discussed  this  with  the  Secretary  of 
the  Treasury,  very  informally  and  very 
briefly,  and  he  indicated  to  me  that  it 
had  merit  and  that  it  was  hoped  perhaps 
next  year  something  could  be  done  with 
this  proposal. 

It  has  been  languishing  now  for  some 
time.  I  had  hoped  that  something  could 
be  done  now.  Since  it  is  a  tax  matter,  it 
is  entirely  germane  to  the  bill  presently 
before  the  Senate. 

When  I  first  offered  this  proposal, 
there  was  a  variety  of  very  favorable 
editorial  comment  from  all  sections  of 
the  country.  I  had  hoped  that  perhaps 
the  committee  could  see  fit  to  accept  the 
proposal.  It  needs  no  discussion  beyond 
that. 

I  can  think  of  no  better  way  to  provide 
some  benefits  for  our  aged  citizens  than 
to  exempt  them  from  the  payment  of 
this  capital  gains  tax,  because  it  would 
mean  some  money  in  their  purses  to 
tide  them  over  if  they  are  in  straitened 
circumstances. 

With  that  explanation,  Mr.  President, 
there  is  little  I  need  add.  I  remember 
how  tearful  were  the  pleas  when  we  were 
discussing  medicare  on  this  floor  not  too 
long  ago. 

I  think  this  is  one  of  the  times  when 
some  of  the  tears  can  well  be  redeemed 
by  the  approval  of  the  amendments  be¬ 
fore  the  Senate. 

I  think  that  just  about  exhausts  the 
time  I  have  allowed  myself. 

Mr.  KERR.  Mr.  President,  I  know 
what  the  distinguished  Senator  from 
Illinois  has  in  mind.  There  are  other 
amendments  before  us  which  go  gener¬ 
ally  to  the  same  purpose. 

I  should  like  to  suggest  to  the  Senator 
from  Illinois  a  compromise,  to  see  how 
he  would  feel  about  it.  If  he  has  a  copy 
of  the  amendments  before  him,  I  think 
I  can  identify  this. 

On  page  2,  line  8,  change  “60”  to  “65.” 

On  page  2,  between  lines  12  and  13, 
insert  a  new  subsection,  as  follows: 

(b)  Limitation  to  $30,000. — The  amount 
of  gain  which  is  not  recognized  as  the  result 
of  subsection  (a)  shall  not  exceed  the  same 
proportion  of  such  gain  which  $30,000  is  of 
the  total  sales  price  of  such  property. 

Change  “(b)  ”  to  “(c)  ”  at  line  13,  page 

2. 

Change  “(c)  ”  to  “(d)  ”  at  line  20,  page 

2. 

Change  “(d)”  to  “(e)”  at  line  5,  page 
3. 

And,  of  course,  the  effective  date 
should  be  December  31,  1962,  wherever 
“1961”  appears  in  the  amendments. 

Mr.  DIRKSEN.  The  date  has  already 
been  changed. 

Mr.  KERR.  If  the  Senator  would  be 
willing  to  change  his  amendments  to 
that  basis,  Mr.  President,  I  would  be 
glad  to  recommend  that  they  be 
adopted. 


suggested  age  60,  trying  to  keep  it  in 
line  with  what  I  thought  was  a  present 
trend.  Certainly  the  age  of  65  does  fit 
with  the  present  concept  in  so  far  as 
legislation  of  this  kind  is  concerned. 

Moreover,  the  design  is  to  help  those 
upon  whom  the  capital  gains  tax  would 
be  a  burden.  I  would  have  no  objection 
to  the  $30,000  limitation. 

In  view  of  my  discussion  with  the 
Treasury,  if  the  provision  needs  liberali¬ 
zation,  that  could  be  achieved,  I  think, 
when  there  is  a  further  look  at  tax  re¬ 
vision  next  year. 

I  believe  we  ought  to  make  a  begin¬ 
ning,  and  ought  to  do  so  now. 

Mr.  KERR.  If  the  Senator  will  look 
that  over,  to  be  sure  that  he  and  T 
understand  what  we  are  talking  about, 
I  think  the  staff  has  provided  accurate 
language.  We  can  submit  it  to  the  staff 
again,  in  order  to  effectuate  what  we 
have  discussed. 

Mr.  PROXMIRE.  Mr.  President,  will 
the  Senator  yield? 

Mr.  DIRKSEN.  Mr.  President,  the 
effective  date,  which  appears  in  four 
different  places,  has  already  been  modi¬ 
fied  by  my  motion. 

I  yield  to  the  Senator  from  Wisconsin. 

Mr.  PROXMIRE.  As  I  understand  the 
amendments,  as  modified,  they  would 
apply  only  to  the  home  selling  for  $30,000, 
or  that  portion  of  the  sales  price  less 
than  $30,000  of  a  home  which  is  sold? 

Mr.  KERR.  No.  There  is  to  be  a 
$30,000  limitation.  If  the  sales  price  of 
the  house  did  not  exceed  $30,000,  the 
capital  gain  in  its  entirety  would  be  ex¬ 
empt.  I  believe  that  is  the  purpose. 

Mr.  DIRKSEN.  It  would  be  entirely 
exempt. 

Mr.  KERR.  If  the  sales  price  did  not 
exceed  $30,000,  the  entire  capital  gain 
would  be  exempt. 

The  sales  price  might  exceed  $30,000. 
Let  us  say  the  sales  price  is  $40,000. 
Then  three-fourths  of  the  capital  gain 
would  be  exempt.  If  the  sales  price  were 
$50,000,  then  three-fifths  of  the  capital 
gain  would  be  exempt.  If  the  sales  price 
were  $60,000,  one-half  of  the  capital  gain 
would  be  exempt. 

In  other  words,  the  amount  of  the  gain 
which  would  be  exempt,  if  the  sales  price 
were  above  $30,000,  would  be  in  direct 
proportion  as  $30,000  is  to  the  total  sales 
price. 

Mr.  PROXMIRE.  I  have  one  other 
question. 

As  I  understand  the  modification  of 
the  amendments,  it  would  limit  the  pro¬ 
vision  to  people  over  the  age  of  65,  rather 
than  over  the  age  of  60. 

Mr.  KERR.  Those  65  or  over  would 
be  covered. 

Mr.  PROXMIRE.  As  I  understand  the 
present  tax  law,  it  permits  double  deduc¬ 
tions  for  people  over  the  age  of  65.  In¬ 
stead  of  having  $600  exemptions,  they 
have  $1,200  exemptions;  do  they  not? 

Mr.  KERR.  The  Senator  is  correct. 

Mr.  PROXMIRE.  Is  it  not  correct 
that  some  75  to  80  percent  of  the  people 
over  the  age  of  65  pay  no  income  taxes 
now? 

Mr.  KERR.  I  am  not  in  a  position  to 
answer  that  question. 

Mr.  McNAMARA.  Mr.  President,  will 
the  Senator  yield  for  a  question? 


Mr.  KERR.  I  yield  to  the  Senator. 

Mr.  McNAMARA.  Does  the  proposi¬ 
tion  offered  by  the  Senator  from  Illinois 
and  the  Senator  from  Oklahoma  require 
that  this  be  a  one-shot  operation?  It 
could  not  be  repeated  over  and  over? 

Mr.  KERR.  Well,  it  could  not  be  re¬ 
peated  very  often,  because  under  the  lan¬ 
guage  of  the  Senator’s  amendments,  as  I 
understand,  they  would  be  applicable 
only  if  the  owner  had  the  home  5  years. 

Mr.  McNAMARA.  A  man  might  own 
several  pieces  of  property. 

Mr.  KERR.  This  would  apply  only  to 
the  home. 

Mr.  McNAMARA.  By  going  from  one 
to  another  he  could  repeat  the  operation. 

Mr.  DIRKSEN.  It  would  have  to  be 
his  primary  residence. 

Mr.  McNAMARA.  I  would  expect  the 
amendment  to  be  spelled  out,  to  limit  it 
as  the  law  is  limited  with  respect  to 
special  benefits  on  the  purchase  of  a 
home,  or  with  respect  to  educational 
benefits — to  one  opportunity. 

Mr.  MANSFIELD.  Mr.  President,  will 
the  Senator  yield? 

Mr.  DIRKSEN.  I  yield. 

Mr.  MANSFIELD.  I  think  the  Sena¬ 
tor  from  Michigan  has  made  a  good 
point.  I  think  that  intent  ought  to  be 
made  clear  in  the  debate  which  is  now 
going  on. 

Mr.  McNAMARA.  I  would  have  no 
objection  to  the  amendment,  if  that 
limitation  were  included. 

Mr.  DIRKSEN.  The  arithmetic  would 
be  against  any  individual  who  would  try 
to  make  it  a  repeating  operation.  First, 
we  have  to  start  with  65.  Second,  it  must 
be  the  taxpayer’s  primary  home.  Third, 
he  must  have  occupied  the  dwelling  for  a 
period  of  5  years. 

Let  us  assume  that  there  had  been  one 
such  operation.  The  taxpayer  acquiring 
another  home  would  probably  have  to  be 
well  over  70  before  he  could  sell  it  and 
undertake  to  realize  another  capital  gain. 
He  would  have  to  qualify  the  dwelling  as 
a  home  for  a  period  of  5  years. 

Mr.  KERR.  Mr.  President,  I  believe 
that  answers  the  Senator’s  question. 

Mr.  McNAMARA.  I  think  it  answers 
it.  What  the  Senator,  in  effect,  said  is 
that,  as  a  practical  matter,  it  would  work 
out.  So  why  not  limit  the  provision  to 
one  home?  I  think  it  would  make  sense. 

Mr.  MANSFIELD.  I  think  the  debate 
has  shown  that  to  be  the  intent. 

Mr.  KERR.  Mr.  President,  if  we  are 
going  to  agree  to  the  amendment  with 
reference  to  a  homeowner,  the  provisions 
in  the  bill  seem  to  the  Senator  from 
Oklahoma  to  be  sufficiently  restrictive, 
so  that  it  would  be  a  remote  possibility 
that  one  taxpayer  would  receive  the 
benefit  of  the  amendment  more  than 
once.  But,  so  far  as  I  am  concerned,  if 
I  were  going  to  accept  the  amendment, 
and  pursuant  to  its  provisions  a  person 
made  a  sale  of  a  home  after  he  or  she 
was  65  years  of  age,  and  then  acquired 
another  home  and  occupied  it  as  a  pri¬ 
mary  residence  and  home  for  a  period  of 
5  years  or  longer  and  made  a  sale,  I 
would  see  no  reason  for  the  provision 
being  applicable  again. 

Mr.  McNAMARA.  I  thank  the  Sen¬ 
ator. 
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The  PRESIDING  OFFICER.  The 
question  is  on  agreeing  to  the  amend¬ 
ment  as  modified. 

The  amendment,  as  modified,  was 
agreed  to. 

Mr.  PROXMIRE.  Mr.  President,  I 
call  up  my  amendments  numbered 
“8-30-62 — C”  and  ask  that  it  be  stated 
by  title. 

The  PRESIDING  OFFICER.  The 
amendments  of  the  Senator  from  Wis¬ 
consin  will  be  stated. 

The  Chief  Clerk.  Amendments  pro¬ 
posed  by  the  Senator  from  Wisconsin 
designated  “8-30-62 — C.” 

Mr.  PROXMIRE.  Mr.  President,  I 
ask  unanimous  consent  that  the  read¬ 
ing  of  the  amendments  be  dispensed 
with. 

Mr.  KERR.  Mr.  President,  reserving 
the  right  to  object,  I  should  like  to  see 
a  copy  of  the  amendments. 

Mr.  PROXMIRE.  They  are  amend¬ 
ments  “8-30-62— C.” 

Mr.  KERR.  I  have  no  objection,  if 
the  Senator  will  explain  them. 

The  PRESIDING  OFFICER.  With¬ 
out  objection,  the  amendments  will  be 
printed  in  the  Record. 

The  amendments  offered  by  the  Sena¬ 
tor  from  Wisconsin  are  as  follows: 

On  page  15,  beginning  with  line  11,  strike 
out  all  through  line  16  on  page  16. 

On  page  16,  line  16,  strike  out  “(4)”  and. 
insert  “(3)  ”. 

On  page  19,  beginning  with  line  23,  strike 
out  all  through  line  12  on  page  20. 

On  page  20,  line  13,  strike  out  “(3)”  and 
insert  “(2)”. 

On  page  20,  lines  15  and  16,  strike  out  “or 
any  change  in  use  described  in  paragraph 
(2)”. 

On  page  20,  line  18,  strike  out  “(or  change 
in  use)”. 

On  page  20,  line  19,  strike  out  “(4)”  and 
insert  “(3)”. 

On  page  20,  line  21,  strike  out  “(3)”  and 
insert  “(2)”. 

On  page  22,  lines  13  and  14,  strike  out 
“transportation,  communications,  electrical 
energy,  gas,  water,  or  sewage  disposal”  and 
insert  "transportation  or  communications”. 

On  page  25,  after  line  11,  insert  the  follow¬ 
ing: 

“(7)  Public  utility  property. — 

“(A)  Public  utility  property  (as  defined 
in  subparagraph  (B) )  shall  not  be  treated  as 
section  38  property. 

“(B)  For  purposes  of  subparagraph  (A), 
the  term  ‘public  utility  property’  means 
property  used  predominantly  in  the  trade  or 
business  of  the  furnishing  or  sale  of — 

“(i)  electrical  energy,  gas,  water,  or  sew¬ 
age  disposal  services, 

“(ii)  gas  through  a  local  distribution  sys¬ 
tem, 

“(iii)  telephone  service,  or 

“(iv)  telegraph  service  by  means  of  do¬ 
mestic  telegraph  operations  (as  defined  in 
section  222(a)  (5)  of  the  Communications 
Act  of  1934,  as  amended;  47  U.S.C.,  sec. 
222(a) (5) ), 

if  the  rates  for  such  furnishing  or  sale,  as 
the  case  may  be,  have  been  established  or  ap¬ 
proved  by  a  State  or  political  subdivision 
thereof,  by  an  agency  or  instrumentality  of 
the  United  States,  or  by  a  public  service  or 
public  utility  commission  or  other  similar 
body  of  any  State  or  political  subdivision 
thereof.” 

Make  necessary  changes  in  cross-references 
to  the  paragraphs  renumbered  by  the  pre¬ 
ceding  amendments. 


Mr.  PROXMIRE.  Mr.  President,  the 
amendments  would  eliminate  utilities 
from  the  investment  credit  provisions 
and  privileges  provided  in  the  bill.  The 
bill  as  presently  drafted  would  permit 
a  3-percent  credit  for  utilities.  My 
amendment  would  eliminate  that.  It  is 
in  accordance  with  the  recommendation 
of  the  Treasury  and  the  Kennedy  ad¬ 
ministration.  It  would  reduce  the  reve¬ 
nue  lost  under  the  bill  by  $225  million, 
according  to  Treasury  estimates.  The 
case  that  has  been  made  by  the  Treas¬ 
ury  in  favor  of  the  amendment  in  my 
judgment  is  extremely  strong. 

There  is  no  question  that  utilities  are 
regulated  monopolies  legally  obligated  to 
serve  public  needs,  and  to  construct  fa¬ 
cilities  on  a  demand  basis  to  meet  pub¬ 
lic  requirements. 

STUDY  SHOWS  FALLACY  OF  INVESTMENT  CREDIT 
APPLICATION  TO  ELECTRIC  UTILITIES 

There  is  a  very  excellent  and  schol¬ 
arly  study  by  Avram  Kesselgoff  and 
Franco  Modigliani  which  supports  that 
position.  The  study,  which  is  recognized 
among  economists  as  one  of  the  most 
competent  in  the  area,  was  made  in  1957, 
and  I  wish  to  quote  very  briefly  from 
the  conclusions  of  the  study: 

The  main  hypothesis  of  our  model  is  that 
investment  outlays  are  primarily  determined 
by  the  relation  between  the  demand  for 
electricity  and  the  amount  of  capacity  re¬ 
quired  to  satisfy  this  demand  economically. 

The  article  points  out  that  the  indus¬ 
try  is  characterized  by  these  particular 
elements,  which  make  it  clear  that  de¬ 
mand  rather  than  common  cost  factors 
or  tax  factors  is  mainly  responsible  for 
investment.  The  article  states : 

Of  primary  relevance  among  these  char¬ 
acteristics  are  (a)  the  long  planning  and 
gestation  period  for  investment;  (b)  the 
presence  and  quantitative  importance  of  in¬ 
divisibilities  in  fixed  assets;  (c)  the  rapid 
growth  of  the  demand  for  electrical  energy; 
(d)  the  impossibility  of  storing  the  product; 
and  last  but  not  least  (e)  the  influence  of 
institutional  factors  resulting  from  public 
regulation  of  the  industry. 

The  final  conclusion  of  the  study  is  as 
follows : 

On  the  basis  of  our  statistical  analysis, 
we  cannot  reach  a  definite  conclusion  con¬ 
cerning  the  influence  of  interest  rates  on 
investment;  however,  the  evidence  strongly 
suggests  that  in  this  industry,  where  fixed 
assets  are  of  great  longevity,  the  cost  of  bor¬ 
rowed  funds  was  not  an  important  factor. 
In  general,  cost  considerations  appeared  to 
play  a  minor  role  in  the  decisions  of  the 
utilities — a  finding  which  may  again  reflect 
the  way  the  “fair  return  on  the  fair  value” 
principle  is  applied  in  the  industry. 

Of  course,  that  is  the  only  way  in 
which  the  investment  credit  could  have 
an  effect  in  providing  an  incentive  for 
investment.  Cost  considerations  appear 
to  play  a  minor  role. 

Mr.  President,  I  ask  unanimous  con¬ 
sent  that  the  details  of  the  study  be 
printed  at  this  point  in  the  Record. 

There  being  no  objection,  the  article 
was  ordered  to  be  printed  in  the  Record, 
as  follows : 


Private  Investment  in  the  Electric  Power 
Industry  and  the  Acceleration  Principle 
(By  Avram  Kisselgoff  and  Franco 
Modigliani) 

This  inquiry  is  part  of  a  more  compre¬ 
hensive  investigation  of  investment  be¬ 
havior,  carried  out  under  a  grant  of  the 
Merrill  Foundation  for  Advancement  of  Fi¬ 
nancial  Knowledge.  In  the  companion 
studies  of  this  Investigation,  extensive  use 
was  made  of  data  on  entrepreneurial  expecta¬ 
tions  and  plans.1  Unfortunately,  reliable 
and  systematic  information  of  this  type  is 
limited  exclusively  to  the  postwar  period, 
relatively  brief  and  abnormal  in  many  re¬ 
spects.  Thus  it  was  thought  desirable  to 
supplement  the  studies  based  on  business 
anticipations  in  the  postwar  period  with 
an  intensive  analysis  of  historical  data  on 
investment  in  fixed  capital  in  selected  in¬ 
dustries  prior  to  the  last  war.  In  this  anal¬ 
ysis  an  attempt  was  made  to  isolate  the 
causal  factors  underlying  investment  deci¬ 
sions  without  the  benefit  of  the  interme¬ 
diate  link  represented  by  data  on  expecta¬ 
tions  and  plans. 

The  present  paper  is  concerned  with  the 
electric  power  industry  only.2  The  most  im¬ 
portant  considerations  that  led  us  to  focus 
our  attention  on  this  industry  are  (a)  its 
heavy  capital  requirements,  (b)  the  homo¬ 
geneous  character  of  its  physical  output 
and  productive  capacity  (c)  the  availability 
of  abundant  economic  accounting  and  oper¬ 
ational  data  of  a  relatively  high  degree  of 
uniformity. 

The  electric  power  industry  can  be  di¬ 
vided  into  two  segments:  (1)  Privately 
owned  utility  companies  which  now  provide 
about  80  percent  of  total  public  energy 
supply  and  (2)  other  electric  power  facili¬ 
ties  mainly  owned  by  the  Federal,  State,  and 
local  governments  which  account  for  the 
remaining  20  percent.3 

Since  the  primary  objective  of  this  study 
is  to  throw  light  on  the  behavior  of  private 
investment,  the  analysis  will  be  restricted 
here  to  fluctuations  in  the  capital  expendi¬ 
tures  of  private  electric  utility  companies. 
Because  of  the  impossibility  of  separating 
new  investments  from  reinvestments — a 
great  many  installations  in  the  electric 
power  industry  being  at  the  same  time  re¬ 
placements,  extensions,  and  improvements — 
gross  expenditures  on  plant  and  equipment 
will  be  used  in  this  paper  as  the  variable 
to  be  explained. 

The  statistical  analysis,  unless  otherwise 
indicated,  is  based  on  time  series  of  industry 
aggregates  for  the  period  1926-41. 4 


1  See  I.  Friend  and  J.  Bronfenbrenner, 
“Business  Investment  Programs  and  their 
Realization,”  Survey  of  Current  Business, 
December  1950,  and  “Plant  and  Equipment 
Programs  and  Their  Realization,”  Studies  in 
Income  and  Wealth,  vol.  XVII;  F.  Modi¬ 
gliani  and  O.  H.  Sauerlender,  "Economic  Ex¬ 
pectations  and  Plans  of  Firms  in  Relation  to 
Forecasting,”  Studies  in  Income  and  Wealth, 
vol.  XVII;  R.  Eisner,  “Interview  and  Other 
Survey  Techniques  and  the  Study  of  Invest¬ 
ment,”  Studies  in  Income  and  Wealth,  vol. 
XIX,  and  “Expectations,  Plans  and  Capital 
Expenditures;  A  Synthesis  of  Ex  Post  and  Ex 
Ante  Data,”  Proceedings  of  the  Conference 
on  Expectations,  Uncertainty  and  Business 
Behavior,  sponsored  by  the  Social  Science 
Research  Council. 

2  Another  study  on  investment  in  the  tele¬ 
phone  industry  is  forthcoming. 

3  The  percentages  mentioned  above  refer  to 
the  year  1953. 

4  A  similar  study  for  the  electric  power  in¬ 
dustry  based  on  cross-section  data  will  be 
published  separately. 
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BASIC  HYPOTHESES  AND  TESTS 

It  is  a  commonly  accepted  view  in  eco¬ 
nomic  theory  that  the  flow  of  capital  ex¬ 
penditures  depends  on  the  relation  between 
the  anticipated  productivity  of  money  spent 
on  additions  to  plant  and  equipment  and  the 
cost  of  funds,  which  is  mostly  identified 
with  long-term  interest  rates  after  some  al¬ 
lowance  for  risk.  This  view,  however,  is 
purely  formal  and  is  of  doubtful  value  in  a 
statistical  analysis  because  of  the  lack  of  di¬ 
rect  information  on  the  anticipated  produc¬ 
tivity  of  capital.  It  has  been  frequently 
suggested  that  the  productivity  of  capital 
can  be  approximated  by  the  level  of  real¬ 
ized  profits.  This  suggestion  may  have 
merits  in  dealing  with  competitive  indus¬ 
tries,  although  even  in  this  case  several  as¬ 
sumptions  must  be  made.  In  a  competitive 
industry  a  shift  to  the  right  of  the  demand 
schedule  or  a  reduction  in  costs  should  tend 
initially  to  increase  profits.  If  the  change 
in  cost  or  demand  conditions  is  regarded  as 
permanent,  the  initial  increase  in  profits 
(above  the  levels  prevailing  in  other  indus¬ 
tries)  would  tend  to  bring  about  expansion 
of  production  and,  therefore,  investment  by 
the  existing  firms  and/or  by  new  entrants. 
However,  in  monopolistic  industries  a  high 
level  of  realized  profits  (i.e.,  a  high  average 
productivity  of  capital)  need  not  be  a  re¬ 
liable  measure  of  the  marginal  productivity 
of  investments,  which  presumably  controls 
capital  outlays;  indeed  the  high  level  of 
profits  may  simply  reflect  the  successful  ex¬ 
ploitation  of  the  monopoly  power  which  may 
be  “spoiled”  by  an  expansion.  These  consid¬ 
erations  apply  with  particular  force  to  regu¬ 
lated  industries,  such  as  electric  utilities, 
where  firms  are  usually  without  direct  com¬ 
petition  in  their  service  areas  and  are  sub¬ 
ject  to  various  controls  which  greatly  affect, 
directly  and  indirectly,  the  level  of  their 
profits  and  the  conditions  under  which  the 
profits  are  obtained.  It  is  not  surprising, 
therefore,  to  find  that  profits  and  interest 
rates  alone  completely  fail  to  account  for 
investment  behavior  of  electrical  utilities. 
This  is  shown  by  equations  (1)  and  (2) 
based  on  data  for  1924-41. 

(1) 

(I/A)  (  =  18 .9 -.162(11--/ A)  <  +  62.9n 
(±•805)  (±42.7) 

ff  =  .22  S=  122.0 

(2) 

(I/A)  <  =  297-. 909(1174)  1-1  +  61.7,-/-! 
(±.570)  (±35.0) 

B  =  .  38  S  =  115.5 

where 

/= aggregate  gross  expenditures  on  plant 
and  equipment  in  private  electrical 
utilities,  measured  in  millions  of 
dollars; 

A  =  construction  costs  for  plant  and  equip¬ 
ment  in  the  electric  light  and  power 
industry,  1911:  1.00; 

II  r= aggregate  net  income  before  Interest 
deduction  of  private  electrical  utili¬ 
ties,  measured  in  millions  of  dollars. 
Since  the  purpose  of  the  present  test 
is  to  determine  the  influence  of  the 
rate  of  interest  on  investment,  inter¬ 
est  charges  were  added  to  net  income.5 

r= annual  yield  averages  of  new  bonds. 

The  numbers  in  parentheses  below  the 
regression  coefficients  are  standard  errors; 
B  is  the  multiple  correlation  coefficient,  and 
S  is  the  standard  error  of  estimate;  both 
statistics  are  adjusted  for  degrees  of  free¬ 
dom. 

It  can  be  seen  from  equation  (1)  that  cur¬ 
rent  profits  and  the  cost  of  borrowed  new 
money  account  for  only  a  negligible  propor¬ 
tion  of  the  variation  In  Investment;  further¬ 
more,  the  estimated  coefficients  of  both  vari- 


5  See  T.  Haavelmo,  “The  Effect  of  the  Rate 
of  Tnterest  on  Investment,”  this  Review,  xxm 
(February  1941) ,  49-52. 


ables  have  signs  opposite  from  what  would 
have  been  expected  on  a  priori  grounds,  and 
they  are  not  significantly  different  from  zero 
at  the  5  percent  level.*  Equally  unsatisfac¬ 
tory  results  are  obtained  in  equation  (2) , 
where  lagged  income  and  interest  rates  were 
used  in  order  to  make  some  allowance  for 
the  time  that  may  be  required  to  carry  out 
investment  decisions.7 

A  major  reason  for  these  poor  results  is 
to  be  found  in  the  influence  of  institutional 
factors.  Because  of  their  monopolistic  char¬ 
acter  which  may  lead  to  abuses,  electric  util¬ 
ities  are  subjected  to  various  regulations. 
The  most  important  among  them,  having  a 
direct  bearing  on  the  problem  under  con¬ 
sideration,  are  controls  over  profits  and  rates. 
Generally,  profits  in  the  electric  power  in¬ 
dustry  are  governed  by  the  “cost  plus”  prin¬ 
ciple  with  the  specific  recognition  that  in¬ 
vestors  are  entitled  to  a  “fair  return  on  a 
fair  value.”  In  practice  the  application  of 
this  principle  is  a  complicated  procedure 
which  requires  the  determination  of  the 
utilities’  operating  expenses,  taxes,  depreci¬ 
ation,  and  the  value  of  property,  which  Is 
most  frequently  fixed  by  State  commissions 
and  courts.  The  rate  of  return,  as  a  rule, 
is  computed  on  the  overall  rate  base,  and 
no  increase  in  rates  is  granted  on  the  basis 
of  insufficient  return  on  a  part  of  invest¬ 
ment.  As  a  result,  the  return  on  new  in¬ 
vestments  frequently  is  not  estimated  by 
utilities.  Equally  relevant  in  this  connec¬ 
tion  is  the  fact  that  once  capital  expendi¬ 
tures  are  made,  the  commissions  usually  sup¬ 
port  the  utilities’  capitalization.  However, 
when  the  demand  for  electrical  power  ex¬ 
pands,  no  increase  in  the  utilities’  profits 
through  an  increase  in  rates  is  possible.  The 
regulatory  measures  on  the  books  will  pre¬ 
vent  electric  utilities  from  exploiting  this 
situation.  On  the  contrary,  since  electric 
utilities  are  under  obligation  to  meet  the  ex¬ 
panded  demand,  they  can  be  expected  to 
provide  additional  facilities  which  might  re¬ 
sult  in  reduced  rates  through  reduced  costs. 
But  if  a  company,  in  its  search  for  profit, 
decreases  its  costs  to  the  extent  that  it  ob¬ 
tains  a  considerable  increment  in  earnings, 
the  regulatory  bodies  can  initiate  an  in¬ 
vestigation  and  eliminate  the  whole  incre¬ 
ment.  It  may  be  observed  here  that  the 
development  of  these  practices  applied  by 
regulatory  authorities  in  profit  and  rates 
determination  have  been  greatly  facilitated 
by  a  rather  low  price  elasticity  of  demand 
for  electrical  energy.8 


*  It  would  have  been  interesting  to  repeat 
the  test  of  equations  (1)  and  (2)  using  as 
the  dependent  variable  net  investment  (out¬ 
lays  for  additions  to  capacity)  instead  of 
gross  investment.  Unfortunately  data  for 
such  a  test  are  not  available.  There  are 
reasons  to  believe,  however,  that  this  substi¬ 
tution  could  not  affect  significantly  the  con¬ 
clusions  suggested  by  the  test.  In  the  first 
place  the  electric  power  industry  is  relatively 
young  and  the  major  types  of  plant  and 
equipment  it  employs  have  a  very  long  serv¬ 
ice,  ranging  from  20  to  50  years.  (Cf.  Bul¬ 
letin  P,  rev.  ed.  January  1942,  of  the 
Bureau  of  Internal  Revenue,  U.S.  Treasury 
Department.)  Accordingly,  in  the  period 
under  consideration  expenditures  on  replace¬ 
ments  were  relative  unimportant.  This  is 
precisely  the  finding  of  the  investigation 
reported  by  Michael  Gort  in  Journal  of  Busi¬ 
ness  of  the  University  of  Chicago,  xxrv  (July 
1951),  188.  According  to  Mr.  Gort,  “Of  the 
six  categories  (of  investment)  the  first,  addi¬ 
tional  capacity  for  load  growth,  completely 
dominated  all  others  in  all  the  budgets  seen.” 

7  Poor  results  are  also  obtained  when  only 
current  income,  or  income  lagged  1  year, 
after  deducting  interest  payments,  is  cor¬ 
related  with  investment. 

*  See  Emery  Troxel,  “Economics  of  Public 
Utilities”  (New  York,  1947),  429-431. 


The  protective  as  well  as  the  restrictive  na¬ 
ture  of  controls,  as  they  are  exercised  in  the 
electric  power  industry,  greatly  reduces  the 
importance  of  past  or  current  profits  as  a 
decisionmaking  variable  in  planning  invest¬ 
ment.  However,  as  a  source  of  investible 
funds  and  as  a  factor  reflecting  short  run 
business  expectations,  profits  probably  are 
of  some  significance  in  the  investment  proc¬ 
ess  and,  therefore,  should  be  considered  in 
the  analysis;  their  effect  may  be  expected 
to  become  apparent  only  when  other  major 
investment  determinants  are  taken  into  ac¬ 
count. 

In  order  to  formulate  a  satisfactory  hy¬ 
pothesis  as  to  these  other  major  determi¬ 
nants,  one  must  take  into  account  four  es¬ 
sential  characteristics  of  the  industry  which 
have  been  mentioned  in  the  previous  dis¬ 
cussion:  (a)  the  strong  upward  secular  trend 
in  the  demand  for  electricity;  (b)  the  legal 
obligation  of  the  companies  to  satisfy  the 
demand  for  electric  power  in  the  areas  in 
which  they  have  a  franchise;  (c)  the  ex¬ 
pectation  of  the  companies,  founded  on  prec¬ 
edent  and  legal  provisions,  that  the  regula¬ 
tory  bodies  will  include  the  new  investment 
in  the  rate  base  and  will  be  willing  to  estab¬ 
lish  such  rates  as  to  insure  an  adequate  re¬ 
turn  on  the  expanded  property;  (d)  the  con¬ 
fidence  of  the  companies,  justified  by  the 
growing  demand  and  the  monopolistic  na¬ 
ture  of  the  market,  that  such  rates  can  be 
enforced.9  These  characteristics  strongly 
suggest  that  the  major  determinant  of  in¬ 
vestment  in  this  industry  is  to  be  found 
along  the  lines  indicated  by  the  acceleration 
principle,  i.e.,  in  the  relation  between  exist¬ 
ing  production,  distribution,  and  transmis¬ 
sion  facilities  and  the  facilities  required  to 
satisfy  efficiently  the  current  and  prospec¬ 
tive  demand  for  electric  power. 

To  translate  this  relation  into  a  specific 
hypothesis  capable  of  empirical  testing,  it 
will  be  useful  to  introduce  the  notions  of 
“actual”  and  “optimum”  annual  rates  of 
utilization  of  capacity. 

The  actual  rate  of  utilization  in  a  given 
year  t  is  defined  as  the  ratio  of  kilowatt- 
hours  sold  in  that  year,  denoted  by  P,  to 
kilowatts  of  installed  capacity,  S;  it  is,  there¬ 
fore,  represented  by  (P/S)t.  The  upper 
theoretical  limit  of  this  rate,  is,  of  course, 
equal  to  the  number  of  hours  per  year  or 
8,760.  However,  for  a  variety  of  reasons  the 
technologically  feasible  and  economically  ad¬ 
vantageous  rate  of  utilization  tends  to  be 
well  below  this  ceiling. 

First,  the  demand  for  electricity  from  a 
given  source,  like  most  other  demands,  ex¬ 
hibits  characteristic  and  systematic  patterns 
of  daily  and  seasonal  peaks  and  troughs. 
However,  in  contrast  with  many  other  com¬ 
modities,  electric  power  cannot,  at  present, 
be  stored  on  a  commercial  basis  and  must, 
therefore,  be  produced  at  the  instant  it  is 
demanded.  Hence,  facilities  have  to  be 
geared  to  peak  sales  and  generally  cannot 
be  utilized  continuously  and  fully  through¬ 
out  the  year.  Moreover,  in  order  to  insure 
reliable  and  orderly  service,  suppliers  must 
have  enough  reserve  equipment  for  the  re¬ 
placement  of  any  unit  of  equipment  which 
becomes  incapacitated  for  mechanical  rea¬ 
sons.  Finally,  since  this  growing  industry 
also  enjoys  economies  of  scale,  when  an  ex¬ 
pansion  is  undertaken,  it  is  profitable  (in 
the  sense  that  it  reduces  costs  over  time)  to 
add  more  capacity  than  is  expected  to  be 
required  in  the  immediate  future.  Hence, 


9  It  is  this  last  characteristic  together  with 
the  related  characteristic  (a)  that  sharply 
distinguishes  the  electric  utilities  from  the 
other  major  regulated  public  utility;  namely, 
railroads.  In  the  latter  industry,  because  of 
the  strong  competition  from  other  means  of 
transportation,  it  may  be  impossible  to  en¬ 
force  a  system  of  rates  insuring  an  “ade¬ 
quate”  return. 
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for  this  reason,  too,  it  is  generally  advan¬ 
tageous  for  companies  to  carry  on  the  average 
a  certain  margin  of  overcapacity.1* 

On  the  basis  of  these  considerations,  the 
optimum  rate  of  utilization  at  a  given  point 
of  time  will  be  defined  as  the  maximum 
number  of  killowatt-hours  per  year  which 
it  is  economically  desirable  to  produce  for 
sale  per  kilowatt  of  installed  capacity,  under 
the  conditions  (technology,  pattern  of  de¬ 
mand,  etc.)  prevailing  at  that  point  of  time. 
This  optimum  rate,  varying  over  time,  will 
be  denoted  by  (P/S)t. 

In  terms  of  these  concepts,  we  propose  to 
test  the  hypothesis  that  the  major  factor 
controlling  the  rate  of  investment  by  private 
electric  utilities  is  their  endeavor  to  main¬ 
tain  the  rate  of  utilization  of  capacity  at  the 
optimum  level.  It  should  be  observed  that 
capacity,  as  measured  by  kilowatts  installed, 
does  not  include  all  the  facilities  of  the  in¬ 
dustry.  However,  capacity  so  defined  is  a 
component  which  can  be  measured  with  a 
minimum  of  ambiguity  and  constitutes,  in 
fact,  the  principal  part  of  the  facilities  to 
which  all  other  parts  of  the  capital  stock 
are  largely  geared. 

Let  us  assume  for  the  moment  that  addi¬ 
tional  capacity  can  be  provided  in  about  1 
year.  Then,  on  the  basis  of  the  hypothesis 
put  forth  above,  we  should  expect  investment 
in  a  given  year  to  be  an  increasing  function 
of  the  difference  between  the  ratio  of  de¬ 
mand  anticipated  a  year  hence  to  presently 
existing  facilities,  on  the  one  hand,  and  the 
optimum  rate  of  utilization  of  capacity,  on 
the  other.  Neglecting  other  factors  tempo¬ 
rarily,  this  hypothesis  can  be  approximated 
by  a  linear  function  as  follows : 

(3) 

It—a[APttvl/St-x—  (P/S)  <] 
where  It  is  investment,  in  real  terms,  in  a 
given  year  t;  APt-n,  output  anticipated  in  the 
given  year  for  the  next  year, 11  t+i;  S t-u  the 
amount  of  capacity  in  existence  in  the 
previous  year;  and  a,  a  proportionality  con¬ 
stant,  reflecting  the  intensity  of  response  to 
the  stimulus  to  invest  as  well  as  the  cost  of 
providing  adidtional  capacity. 

Since  we  have  no  direct  information  on 
anticipated  output,  APt'*1,  it  is  necessary  to 
introduce  some  hypothesis  as  to  how  this 
variable  might  be  approximated.  Methods 
frequently  used  by  electric  utilities  for  esti¬ 
mating  prospective  demand  are  based  on 
their  past  experience  and  amount  roughly 
to  an  extrapolation  of  the  sales  trend.  Since 
the  latest  information  available  on  output 
is  Pt- 1,  then,  if  demand  is  assumed  to  grow 
at  a  constant  rate  of  i  percent  per  year,  we 
may  write 

AP<*+1=  (i+i)2Pi-i. 

This  leads  by  substitution  in  equation  (3) 
to: 

(4) 

/<  =  a[Pf-i(1+o2/iS»-i--  (P/S)  <] 

=  a(i+i)2[P»-i/Sf-i— i/(i+i)2(P/S)  ] 
^a'lP.VSq— (i— y)  (P/S)  <] 
where  a'=a(i+f)2  and  y=i— i/(i+i)!. 

Equation  (4)  is  also  consistent  with  an¬ 
other  hypothesis  on  the  formation  of  antici¬ 
pations  of  future  demand  and  the  method 
of  providing  capacity  to  meet  this  demand. 
Instead  of  making  explicit  forecasts  of  fu- 


10  This  idea  has  been  aptly  developed  by 
H.  B.  Chenery  in  “Overcapacity  and  Accelera¬ 
tion  Principle,”  Econometrica,  xxrr  (Janu¬ 
ary  1952) ,  1-28. 

11  In  this  study  we  shall  consistently  meas¬ 
ure  demand  by  output.  Demand  so  defined 
exceeds  sales  by  the  loss  of  energy  in  the 
process  of  transmission  and  the  use  of  energy 
by  the  utilities  themselves;  it  may  be  re¬ 
garded  as  the  amount  of  production  neces¬ 
sary  to  meet  the  given  sales. 


ture  sales  and  deriving  from  them  estimates 
of  capital  requirements,  companies  might 
adopt  investment  programs  designed  to  pro¬ 
vide  a  “normal”  margin  of  reserve  capacity 
over  and  above  that  needed  for  current 
demand.  This  idea  can  be  formalized  by 
introducing  the  notion  of  a  “critical”  rate 
of  utilization  of  capacity,  say  ( P/S)°t ,  some 
7  percent  below  the  optimum  rate  (P/S)  t. 
Then  whenever  the  current  actual  rate  of 
utilization  exceeds  (P/S)  “<  =  (x— 7)  (P/S)  1 

companies  may  be  expected  to  invest  in  order 
to  reestablish  the  proper  cushion  of  excess 
capacity.  For  instance,  if  7  were  .20  and 
(P/S)  were  4,000  hours,  an  increase  in  the 
actual  average  rate  of  utilization  of  ca¬ 
pacity  beyond  3,200  hours  would  call  for 
additional  investment.  The  procedure  de¬ 
scribed  is  a  flexible  way  of  allowing  for  the 
anticipated  growth  of  demand,  since  the 
availability  of  reserve  capacity  permits  the 
utility  to  meet  increased  demand  while  addi¬ 
tional  capacity  is  being  provided.  Clearly 
this  type  of  behavior  can  be  represented 
again  by  an  equation  of  the  form  (4),  and 
the  expression  (1—7)  ( P/S)°t  in  the  bracket 
on  the  right-hand  side  can  be  regarded  as 
the  critical  rate  of  utilization  of  capacity. 
Thus  equation  (4)  is  consistent  with  either 
approach  to  the  determination  of  capital  re¬ 
quirements,  or  with  any  mixtures  of  these 
two  types  or  closely  related  ones.12  While 
our  equation  need  not  describe  accurately 
the  behavior  of  any  individual  firm,  it  may 
be  hoped  to  provide  a  reasonable  approxi¬ 
mation  to  aggregate  behavior. 

In  order  to  make  our  description  of  the 
investment  process  in  the  electric  industry 
more  realistic,  we  must,  however,  take  into 
account  the  actual  time  period  of  planning, 
ordering,  and  installing  of  new  generating 
capacity.  According  to  information  gath¬ 
ered  directly  from  the  industry,  the  length 
of  this  period  under  normal  conditions  can 
be  estimated  at  about  2  years,  on  the  aver¬ 
age.  Since  the  length  of  the  gestation  period 
plays  an  important  role  in  our  analysis,  an 
attempt  was  made  to  test  the  reliability  of 
this  information  by  means  of  the  following 
indirect  test. 

If  about  2  years  are  required  to  complete 
an  installation  of  new  generating  capacity, 
then  part  of  investment  expenditures  in  a 
given  year,  t,  would  represent  outlays  for  the 
purpose  of  bringing  to  completion  projects 
started  in  the  year  before.  These  outlays, 
which  we  shall  call  “completion  expendi¬ 
tures”  or  simply  “completions,”  should  re¬ 
sult  in  additions  to  generating  capacity 
within  year  t  itself,  denoted  by  A  St.  An¬ 
other  part  of  current  outlays  would  be  gen¬ 
erated  by  the  initiation  of  new  projects  or 
“starts”  and  would  result  in  additions  to 
generating  capacity  in  the  following  year, 
A  S<+ 1.  Under  these  conditions  total  invest¬ 
ment  in  year  t  should  be  closely  correlated 
with,  and  largely  accounted  for  by,  A  St  and 
A  St+i.  Equation  (.5) ,  based  on  these  three 
variables  for  the  period  1924-41,  yields  a 
confirmation  of  this  expectation. 


12  Note  that  under  the  type  of  investment 
behavior  implied  by  our  second  formulation, 
the  actual  rate  of  utilization  would  usually 
be  above  the  critical  rate,  because  of  the 
growth  of  demand  occurring  during  the  ges¬ 
tation  period.  In  fact,  if  demand  were 
growing  at  a  fairly  steady  rate,  we  might 
expect  the  coefficient  7  to  be  such  that  the 
actual  rate  of  utilization  would  tend,  on  the 
average,  to  be  close  to  the  optimum  rate. 
The  difference  between  the  two  alternative 
hypotheses  leading  up  to  equation  (4)  is, 
therefore,  less  significant  than  might  ap¬ 
pear  at  first  sight,  and  it  is  quite  conceivable 
that  in  many  cases  utilities  might  rely 
simultaneously  on  both  approaches. 


(5) 

(I/A)  i  =  101  +  .057AS<+i+.074AS* 
(±.015)  (±.015) 

B  =  .935  S=46.3 

where  (I/A)  t  represents  gross  investment  ex¬ 
penditure  in  year  t  in  millions  of  deflated 
dollars;  A  St  and  AS1+1,  capacity  installed  in 
year  f  and  t+1,  respectively,  in  thousands  of 
kilowatts. 

It  is  hardly  necessary  to  point  out  that  this 
is  essentially  a  “technical”  and  not  a  “be¬ 
havior”  equation.  First,  it  relates  invest¬ 
ments  in  the  year  t  to  events  occurring  after 
that  year,  and  second,  it  does  not  contain 
factors  determining  decisions  to  add  to  ca¬ 
pacity.  The  fact  that  the  coefficients  of  both 
variables  are  reliable  statistically  and  their 
relative  magnitude  plausible,  is,  however,  of 
significance.  It  confirms  that  it  is  both 
reasonable  and  useful  to  regard  investment 
in  year  t  as  consisting  of  two  major  com¬ 
ponents,  starts  and  completions,  each  of 
which  must  be  taken  into  consideration.13 

Since  completion  expenditures  in  year  t 
are  generated  by  starts  of  year  t—  1,  we  can 
account  for  this  component  by  using 
equation  (4),  after  replacing  in  it  Pt-i/St-i 
by  Pt-2/St- 2.  As  for  outlays  on  starts,  we  may 
measure  the  incentive  to  initiate  new  proj¬ 
ects  by  means  of  the  ratio  Pt-i/St-i,  corrected 
for  the  dampening  influence  of  projects 
started  in  year  f  — 1  which  are  not  yet  re¬ 
flected  in  St- 1  but  will  shortly  result  in  ad¬ 
ditional  capacity.  Since  starts  of  year  t  —  1 
are  assumed  to  depend  on  Pi-2/St- 2,  we  pro¬ 
pose  to  measure  the  net  incentive  in  year  t 
by  means  of  the  difference  (Pi-i/S<-i— P1-2/ 
Si-2) .  In  so  doing  we  recognize  that  Pi-2/S<-a 
has  the  following  double  and  partly  offsetting 
effect  on  investment  In  year  t:  on  the  one 
hand,  the  larger  the  volume  of  projects  in 
year  t  —  1  the  greater  will  be  expenditures  re¬ 
quired  for  the  completion  of  these  projects  in 
year  t ;  on  the  other  hand,  the  larger  the 
volume  of  the  projects  started  in  year  f— 1, 
the  smaller  will  be,  ceteris  paribus,  the 
necessity  to  initiate  new  projects  in  year  t. 
Thus  when  the  lag  between  decisions  to 
invest  and  the  corresponding  investment 
outlays  is  taken  into  account,  our  hypothesis 
becomes : 

It=f£(P/S)  i-2,  [  (P/S)  t-i- (P/S)  (-2 ],  (P/S)  tj. 

(6) 

If  (P/S)  t  were  constant,  this  relation 
would  contain  only  two  explanatory  vari¬ 
ables.  However,  we  have  evidence  that  the 
ratio  (P/S)  t  rose  gradually  over  time,  that 
is  to  say,  an  increasing  flow  of  services  was 
obtained  from  a  given  stock  of  capital.  The 
main  factors  responsible  for  this  increase  are 
consolidation  and  integration  of  markets  for 
electric  energy,  along  with  the  development 
of  new  uses  for  such  energy  and  incentive 
rates.  As  a  result,  coincidental  peaks  were 
greatly  reduced  and  idle  capacity  and  excess 
reserves  were  rendered  more  flexible  in  both 
space  and  time,  a  process  that  led  to  a  gain 
in  the  average  annual  rate  of  utilization  of 
capacity  from  1926  to  1941  of  a  little  more 
than  30  percent.  Of  course,  it  would  have 
been  ideal  to  know  exactly  the  value  of 
(P/S)  <  at  each  point  of  time.  Unfortunately 
this  information  cannot  be  obtained  directly 
from  engineering  data.  One  possible  solu¬ 
tion  consists  in  approximating  (P/S)t  by 
some  function  of  time,11 


12  A  lack  of  data  on  replacements  made  it 
necessary  to  relate  in  equation  (5)  gross 
expenditures  to  net  additions  to  capacity. 
Since,  however,  additional  capacity  for  load 
growth  was  predominant  during  the  period 
under  consideration,  the  indicative  value 
of  the  test  is  not  greatly  affected. 

11  An  alternative  solution  will  be  advanced 
on  p.  37. 
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(P/S)t  =  <fi(T)  (7) 

(7) 

Substituting  (7)  into  (6)  we  obtain: 

7i=F[(P/S)i-s,  l(P/S)i-1-(P/S)t-il,  T]. 

(8) 

We  6hall  also  add  to  this  expression  the 
variable,  Hi,  representing  net  income  plus 
depreciation  in  year  t.  This  variable  may 
be  expected  to  play  the  role  of  an  enabling 
factor,  to  the  extent  that  it  can  be  a  source 
of  funds  from  current  operations  for  invest¬ 
ment  purposes,  and  of  a  controlling  factor, 
to  the  extent  that  the  net  income  com¬ 
ponent  might  reflect  shortrun  business 
expectations  and  lead  to  the  cancellation, 
postponement,  or  acceleration  of  investment 
plans.  Thus,  after  adjustment  of  the  vari¬ 
ables  I  and  II  for  price  changes,  our  basic 
hypothesis,  when  expressed  in  a  linear  form, 
becomes: 

(I/A)  i  =  8o+8i(H/A)  i 

+  5o[  (P/S)  i-i- (P/S)  1-2] 

(9) 

+5:i(P/S)i-z+8iT+Et 

where  E  is  the  random  disturbance.  The 
least-square  estimates  of  the  parameters  are: 

(10) 

,(I/A)  i  =  —  495  +  .661(II/A)  i 
(±.234) 

+  .253  [  (P/S)  i-i—  (P/S)  1-2]  +  .225 (P/S)  <-s 

(±.038)  (±.024) 

—  21.3  T 
(±  2.4) 

77  =  .972  S=29.3  K=2.24. 

Judged  by  statistical  criteria,  the  parame¬ 
ters  of  equation  (10)  seem  to  be  reliably  esti¬ 
mated.  The  value  of  K,  which  is  the  meas¬ 
ure  of  the  autocorrelation  of  E,  is  high 
enough  so  that  the  hypothesis  that  the  re¬ 
sidual  variation  is  random  with  respect  to 
time  cannot  be  rejected.15  Taken  together, 
the  four  explanatory  variables  account  for 
about  95  percent  of  the  annual  variation  in 
capital  expenditures  in  the  period  under  con¬ 
sideration.  The  most  important  of  the 
variables  are  those  representing  the  yearly 
rates  of  utilization  of  capacity  and  T,  reflect¬ 
ing  the  gradual  increase  in  the  optimum  rate 
of  utilization  of  capacity  and  possibly  also 
other  influences.10  The  net  income  plus  de¬ 
preciation  variable,  (U/A)i  also  was  found 
significant.  It  may  be  observed,  however, 
that  when  equation  (10)  is  modified  by  re¬ 
placing  (11/4)1  with  (11/4)1-!  the  new  esti¬ 
mates  are: 

(II) 

(7/4)  1=  —  451  +  .321  (II/4)  1-1 
(±.226) 

+  .261  [(P/S)  i-i- (P/S)  1-2] 

(±.050) 

+  .252(P/S)  i-a  —  22.2  T 
(±.026)  (±2.4) 

R  —  .959  ;  S  =  35.4 

In  this  equation,  the  coefficient  of  regres¬ 
sion  of  n/4  decreases  by  a  little  more  than 
50  percent,  becomes  statistically  less  reliable, 
and  the  total  correlation  falls  below  that  of 
equation  (10).w  On  the  contrary,  the  co¬ 
efficients  of  regression  of  the  other  variables 
show  a  high  degree  of  stability.  Since  at 
least  1  year  is  required  to  carry  out  large- 
scale  investment  programs,  these  results  are 
not  inconsistent  with  the  hypothesis  that 
profits  are  not  a  key  variable  in  major  invest¬ 
ment  decisions. 

On  the  whole,  our  analysis  so  far  indicates 
that  the  most  satisfactory  explanation  of 
fluctuations  in  capital  expenditures  in  the 
electric  power  industry  for  the  period  of 


15  K  is  the  ratio  of  the  mean-square  suc¬ 
cessive  differences  to  the  variance  of  the 
residuals. 


30  See  p.  375  below. 

wu0^nf-^t,1?,actory  results  are  also  observe 
wnen  (n/4)  1-3  is  used  in  the  similar  test. 
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1926-41  is  provided  by  equation  (10).  It  is 
not  without  interest,  however,  to  review  at 
this  point  some  other  hypotheses  tested 
which  throw  additional  light  on  the  process 
of  investment  decisions. 

FURTHER  TESTS  ON  THE  ROLE  OF  PROFITS, 
INTEREST  RATES,  OTHER  VARIABLES 

An  attempt  was  made  to  take  into  account 
the  structure  of  investment  in  the  electric 
power  industry.  The  available  data  allow 
the  splitting  of  total  investment  into  plant 
expenditures  and  equipment  expenditures. 
This  breakdown  of  total  investment  outlays, 
however,  can  be  done  only  crudely  and  our 
estimates  are  subject  to  a  very  considerable 
margin  of  error.  Yet  the  attempt  appears 
worth  while  because  the  two  components  of 
investment  may  be  expected  to  be  affected 
by  somewhat  different  influences. 

Our  hypothesis  of  a  2-year  gestation  period 
appears  acceptable  in  the  case  of  investment 
in  plant  but  probably  is  less  reasonable  for 
equipment  expenditures.  Accordingly  equa¬ 
tion  (9)  can  be  used  without  further  modi¬ 
fication  to  explain  outlays  on  plant. 

The  results  are  shown  in  equation  (12). 

(12) 

(77B)i  =  -195  +  .155(777A)i 
(.±■107) 

+  .123[  (P/S)  1-1—  (P/S)  1-2) 

(±.017) 

+  .116(P/S)  1-2— 11.9T 
(±.011)  (±.82) 

77  =  .979  S  =  13.3  #=2.43 

where  7'  denotes  plant  expenditures  in  mil¬ 
lions  of  dollars;  and  B,  the  plant  construc¬ 
tion  cost  index  (1911:1.00). 

These  results  are  again  quite  favorable 
and  are  generally  very  similar  to  those  of 
equation  (10)  both  in  form  and  interpreta¬ 
tion.  The  only  difference  worth  noting  is 
that  the  coefficient  of  profits  is  considerably 
lower  and  its  standard  error  is  relatively 
greater.  This  indicates  that  the  influence 
of  profits,  II/ A,  on  investment  in  plant  is 
weak,  a  finding  to  be  expected  on  a  priori 
grounds.  Once  the  construction  of  a  plant 
is  started,  a  utility  might  find  it  advan¬ 
tageous  to  carry  it  to  completion  regardless 
of  current  fluctuations  in  profits,  rather  than 
to  incur  losses  from  halting  the  construction. 
Such  a  situation  seems  to  have  existed,  for 
instance,  in  1930  when  many  companies,  dis¬ 
regarding  a  decrease  in  their  incomes,  pre¬ 
ferred  to  complete  their  plants  under  con¬ 
struction  rather  than  to  abandon  them 
entirely. 

In  the  case  of  equipment,  the  lag  between 
decision  and  outlays  is  likely  to  be  shorter. 
Hence  spending,  both  for  expansion  and  re¬ 
placement,  should  be  primarily  influenced 
by  the  rate  of  utilization  of  capacity  In  the 
immediately  preceding  year  (P/S)  i-3.  In 
addition,  .because  of  the  complementarity 
between  plant  and  equipment,  we  might  ex¬ 
pect  equipment  outlays  to  depend  also  on 
current  expansion  of  plant,  which  can  be  ap¬ 
proximated  by  plant  expenditures  (I'/B)  t. 
Finally,  because  equipment  can  be  procured, 
on  the  average,  on  relatively  short  notice, 
and  previous  commitments  can  be  canceled 
with  smaller  loss  than  in  the  case  of  con¬ 
struction  underway,  we  should  expect  cur¬ 
rent  profit  to  be  of  greater  relevance  than  in 
equation  (12).  The  resulting  hypothesis  ex¬ 
plaining  expenditures  on  equipment  and  its 
statistical  test  is  as  follows: 

(I"/C)  1  = —  155  +  .286(II/4)  1  (13) 

(±.082) 

±  .034 (P/S )  11+  .802 ( 7'/B )  1 
(±.009)  (±.051) 

77=  .985  S  =  11.0  if  =1.63 
where  I"  represents  estimated  equipment  ex¬ 
penditures,  and  C  is  the  price  index  of  equip¬ 
ment  (1911:1.00). 

The  data  appear  to  support  our  hypothesis. 
This  is  evidenced  by  the  very  high  multiple 
correlation  coefficient  and  by  the  fact  that 


the  coefficients  of  all  the  variables  have  rela¬ 
tively  small  standard  errors.  In  particular 
the  coefficient  of  profits  is  larger  than  in 
equation  (12)  both  in  absolute  terms  and 
relative  to  its  standard  error.  This  suggests 
that  the  importance  of  the  profit  variable  in 
equation  (10),  pertaining  to  total  invest¬ 
ment,  can  be  attributed  mainly  to  its  signifi¬ 
cant  role  in  the  determination  of  equipment 
expenditures. 

It  may  be  noted  that  in  equation  (13)  we 
have  used  as  one  of  explanatory  variables 
current  expenditures  on  plant  (I'/B)t. 
Since  this  variable  is  part  of  the  total  in¬ 
vestment  outlays  that  we  are  interested 
in  explaining,  it  might  appear  that  equation 
(13)  could  be  of  little  use  in  forecasting. 
Such-  a  conclusion  would  not  be  warranted, 
however,  since  for  purposes  for  fore¬ 
casting,  the  unknown  value  of  (I'/B)  1  could 
be  replaced  by  the  known  value  computed 
from  equation  (12).  This  substitution,  in 
fact,  may  be  used  also  in  estimating  the  co¬ 
efficients  of  equation  (13)  and  has  some  mer¬ 
it  from  the  statistical  point  of  view.  It 
amounts  to  recognizing,  in.  the  estimating 
procedure,  that  equations  (12)  and  (13)  rep¬ 
resent  a  system  of  simultaneous  stochastic 
difference  equations  in  which  (I'/B)  and 
( I"/C )  are  jointly  determined  variables.16 
This  procedure  was,  therefore,  actually  em¬ 
ployed  to  obtain  an  alternative  estimate  of 
the  coefficients  of  equation  (13),  and  the  re¬ 
sults  were  found  to  be  very  nearly  the  same 
as  those  reported  above. 

It  must  be  pointed  out,  however,  that  be¬ 
cause  of  the  crudeness  of  the  estimates  of  the 
plant  and  equipment  breakdown  of  total  in¬ 
vestment,  great  reliance  cannot  be  placed  on 
equations  (12)  and  (13).  The  main  reason 
for  reporting  the  results,  tentative  as  they 
are,  is  for  the  light  they  may  throw  on  the 
behavior  of  the  two  components  of  invest¬ 
ment  and  especially  on  the  role  of  profits  as  a 
decision  variable. 

A  full  inquiry  into  the  investment  process 
should  include  an  exploration  of  the  effect 
of  the  rate  of  interest.  While  factual  inves¬ 
tigations  in  various  industries  do  not  indi¬ 
cate  that  the  interest  rate  has  a  marked  in¬ 
fluence  an  capital  spending,  there  are  theo¬ 
retical  reasons  to  believe  that  this  variable 
might  affect  investments  in  long-lived  as¬ 
sets,  especially  when  financed  with  outside 
funds.1* 

Electric  utilities  have  large  capital  invest¬ 
ments  of  great  longevity.  Because  they 
make  capital  commitments,  on  the  average, 
of  $5  to  $7  in  order  to  produce  a  yearly  rev¬ 
enue  of  $1,  the  rate  of  utilities’  capital  turn¬ 
over  is  low.  This  fact,  as  well  as  regulatory 
practices,  makes  it  impossible  for  them  to 
finance  extensive  construction  programs  by 
means  of  retained  earnings  and/or  deprecia¬ 
tion  accruals  alone.  The  available  data  in¬ 
dicate  that  during  the  second  half  of  the 
1920’s  approximately  75  percent  of  the  funds 
came  from  the  capital  market  and  the  re¬ 
maining  25  percent  from  internal  sources.20 
During  the  second  half  of  the  1930’s  the  util¬ 
ities  had  recourse  to  capital  market  funds 
for  only  about  20  percent  of  their  total 


18  This  statement  implies  that  (77/4)  1  can 
be  treated  as  an  exogenous  variable,  an  as¬ 
sumption  which  we  regard  as  not  too  un¬ 
realistic  for  a  single  industry. 

19  See  George  W.  Terborgh,  “Dynamic 
Equipment  Policy”  (New  York,  1949).  Law¬ 
rence  Klein  found  the  effect  of  the  rate  of 
interest  on  investment  decisions  in  the  rail¬ 
road  industry  to  be  significant.  See  his 
“Studies  in  Investment  Behavior’’  (National 
Bureau  of  Economic  Research).  Although, 
from  the  viewpoint  of  “rational”  behavior, 
the  origin  of  funds  should  not  affect  invest¬ 
ment  decisions  of  management,  it  seems  to 
be,  empirically,  a  factor  of  importance. 

20  Eli  Winston  Clemens,  “Economics  and 
Public  Utilities,”  119. 
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financial  requirements.  This  lesser  reliance 
on  external  financing  is  due  partly  to  the 
lower  level  of  their  investments  and  partly  to 
a  shift  from  the  retirement  to  the  deprecia¬ 
tion  method  of  accounting  which  resulted  in 
a  greater  availability  of  funds  from  internal 
sources.21  In  the  postwar  period  when  the 
utilities  undertook  a  huge  building  program 
in  order  to  meet  the  tremendously  increased 
demand  for  electricity,  the  capital  market 
again  became  the  major  source  of  their 
financing. 

These  observations  suggest  that,  at  least 
in  the  case  of  electric  utilities,  there  might 
be  some  opportunity  for  interest  rates  to 
play  a  role  in  investment  decisions.  Yet 
there  is  surprisingly  little  evidence  to  sup¬ 
port  such  a  conclusion.  While  changes  in 
interest  rates  may  have  had  some  influence 
on  the  form  of  financing,  they  do  not  appear 
to  have  exerted  a  significant  stimulating  or 
restraining  effect  on  investments.  In  fact 
a  cursory  examination  of  the  record  shows 
that  utilities  (not  unlike  many  other  in¬ 
dustries)  usually  drew  heavily  on  external 
sources  to  finance  their  investments  in 
periods  when  interest  rates  were  high  but 
reduced  their  demand  for  outside  funds 
when  interest  was  low.22 

This  lack  of  data  supporting  the  proposi¬ 
tion  that  interest  rates  influence  investment 
decisions  in  the  electric  power  industry  may 
be  due  to  the  overshadowing  influence  of 
other  variables  whose  importance  was 
brought  out  by  the  earlier  analysis.  There¬ 
fore,  in  order  to  test  the  effect  of  interest 
rates  on  capital  expenditures,  we  revised 
equation  (10)  by  adding  the  variable  r, 
annual  yield  average  of  new  bonds  lagged 
one  year,  and  replacing  (XL/ A)  t  with 
(IIr/A)  t-i,  the  net  operating  income  plus 
interest  charges.23  The  statistical  estimates 
of  the  parameters  are: 

(14) 

( // A )  <  =  —  780  +  .282 (Hr/A)i-i 
( ±  .207) 

+  .300  [  (P/S)  i-j —  (.P/S)  i~s] 

(±.060) 

+  .295(P/S)  <-2+33.3ri-i — 16.7  T 
(±.038)  (±35.1)  (±5.6) 

B  =  .959  £  —  35.3. 

In  this  equation  the  regression  coefficient 
of  r  is  smaller  than  its  standard  error  and, 
furthermore,  its  sign  is  contrary  to  what 
would  be  expected  on  theoretical  grounds.21 
This  test  also,  therefore,  fails  to  support  the 
hypothesis  that  interest  rates  play  a  sig¬ 
nificant  role  in  the  investment  process.25 

This  negative  result  may  reflect,  to  a 


21  It  may  be  observed  that  during  the 
1930’s  the  utilities  not  only  paid  off  large 
amounts  of  their  notes  payable  and  unse¬ 
cured  loans,  but  also  accumulated  large  cash 
holdings. 

22  Huge  utility  borrowings  during  the  1930’s 
represented  to  a  great  extent  refunding 
operations  for  the  purpose  of  reducing  capital 
costs. 

23  See  footnote  5. 

21  The  large  standard  error  and  the  positive 
sign  of  the  coefficient  of  r  may  be  partly  due 
to  a  very  high  negative  correlation  between 
the  variables  r  and  T  ( — .89).  While  this 
intercorrelation  reduces  the  reliability  of  our 
finding,  it  does  not  seem  to  affect  the  general 
nature  of  our  conclusion.  Although  the  sign 
of  the  coefficient  of  r  in  this  equation  is 
correct  the  coefficient  itself  is  still  unreliable. 

23  This  conclusion,  however,  is  subject  to  a 
limitation  which  should  be  carefully  noted. 
In  our  model  the  behavior  of  demand  up  to 
year  t  was  taken  as  a  datum;  the  only  con¬ 
clusion  warranted  by  our  test,  therefore,  is 
that,  given  the  previous  history  of  demand, 
interest  rates  are  not  an  important  factor. 
But  this  history  of  demand  may  depend  on 
interest  rates,  since  these  certainly  affect 
the  price  of  electricity,  which,  in  turn,  may 


considerable  extent,  the  regulatory  bodies’ 
policies  and  practices.  When  a  company 
makes  bona  fide  additions  to  plant  and 
equipment,  it  is  fairly  confident  that  the 
State  commissions  will  fix  rates  adequate  to 
cover  all  the  costs  of  the  services  and  to  yield 
an  average  return  on  the  new  investment.20 
Moreover,  although  the  regulatory  authori¬ 
ties  can  influence  expenditures  for  capital 
additions  through  the  control  of  security 
issues  and  capital  ratios,  it  is  not  likely  that 
a  company  with  a  balanced  capital  structure 
would  be  prevented  from  raising  the  neces¬ 
sary  funds  on  the  capital  market  for  its  legit¬ 
imate  investment,  whatever  is  the  level  of 
the  prevailing  interest  rates.27  Under  these 
practices  the  rate  of  interest  as  an  element 
of  cost  does  not  seem  to  have  much  oppor¬ 
tunity  to  influence  investment  decisions. 

Slightly  better  results  are  obtained  when  r 
and  IIr/A  are  related  to  the  year  of  invest¬ 
ment. 

(I/A)i  =  - 493  +  .580 (H'/i )  <  +  .261 

[  {P/S)  i-x—  (P/S)  <-2] 
(±•213)  (±.049) 

+  .259  (P/S)  <-2  — 20.8n  -22.5 T 

(14') 

(±.025)  (±26.8)  (±4.3) 

_R  =  .970  S= 30.6. 

Another  hypothesis  considered  in  our  in¬ 
vestigation  is  that,  in  addition  to  variables 
contained  in  equation  (10),  the  substitution 
of  capital  for  labor  may  also  affect  invest¬ 
ment  expenditures  of  electric  utilities.  The 
ratio  of  A/W,  where  A  is  electric  light  and 
power  construction  cost  index  (1911:1.00). 
and  W,  average  hourly  wages  measured  in 
cents,  may  be  used  as  an  indicator  of  the 
incentive  for  such  substitution.  When  this 
variable  is  added  to  equation  (10)  the  fol¬ 
lowing  results  are  obtained: 

(15) 

(I /A)  i  =  -799  +  .626(11 /A)  i 
(±.241) 

+  .277 [  (P/S)  «i- (P/S)  *-*] 

(±.050) 

+  .202(P/S)  <-2+130(A/W)  <-1  —  17.0  T 

(±.037)  (±157)  (±5.5) 

.R  =  .971  S= 29.8 

The  coefficient  of  A/W  is  small  relative  to 
its  standard  error  and  it  has  the  wrong  sign. 
We  can,  therefore,  find  no  evidence  that  the 
relation  between  capital  goods  prices  and 
wage  costs  exerts  a  significant  influence  on 
investment  in  this  industry.23  The  result  is 


be  expected  to  affect  demand.  A  more  com¬ 
prehensive  test  of  the  effect  of  interest  would 
require  an  analysis  of  the  quantitative  im¬ 
portance  of  this  factor  in  the  price  of  electric 
energy,  as  well  as  of  the  price  elasticity  of 
demand,  which  is  beyond  the  scope  of  this 
study.  If  the  demand  for  electricity  is  in¬ 
elastic,  as  is  frequently  stated,  then  even  the 
roundabout  influence  of  interest  may  well 
be  negligible. 

20  As  already  noted,  this  policy  on  the  part 
of  regulatory  bodies  is  possible  because  the 
electric  power  industry  is  still  growing  and 
has  a  very  great  potential  market  for  its  out¬ 
put. 

27  Since  1930  there  has  been  a  tendency  on 
the  part  of  the  State  commissions  to  use 
more  extensively  their  powers  in  the  financial 
field.  In  1935  the  Public  Utility  Holding 
Company  Act  empowered  the  Securities  Ex¬ 
change  Commission  to  prescribe  capital  ratios 
for  corporations  subject  to  its  jurisdiction. 

28  It  may  be  argued  that  in  this  test  one 
should  consider  not  only  the  price  of  capital 
goods  but  also  the  cost  of  funds,  which  af¬ 
fects  the  carrying  cost  of  the  productive  fa¬ 
cilities.  For  this  reason  we  consider  using 
as  a  variable  in  this  test  rA/W  instead  of 
A/W  (although  this  might  exaggerate  the 
role  of  interest) .  However,  an  inspection  of 
the  data  suggested  that  the  results  would  not 
be  significantly  different  from  those  reported 
when  A/W  is  used. 


less  surprising  than  the  one  relating  to 
interest  rates.  The  industry  under  consider¬ 
ation  is  highly  mechanized  with  large  physi¬ 
cal  assets  in  relation  to  the  labor  employed 
and  its  technology  does  not  appear  to  offer 
much  scope  for  substitution  between  capi¬ 
tal  and  labor.28 

REFORMULATION  OF  BASIC  EQUATION,  EXCLUDING 
TIME 

The  basic  equation  (10)  was  found  to  yield 
estimates  in  close  agreement  with  investment 
experience  in  the  years  covered  by  the  study. 
Yet  the  results  obtained  cannot  be  considered 
entirely  satisfactory,  either  as  an  explanation 
of  the  past  or  as  a  tool  for  forecasting,  with¬ 
out  some  exploration  of  the  role  and  signifi¬ 
cance  of  the  time  trend  used  in  the  equation. 

The  time  variable  is  introduced  in  em¬ 
pirical  econometric  analysis  for  reasons  of 
expediency,  as  a  convenient  proxy  for  known 
or  unknown  influences.  Obviously,  more 
meaningful  structural  equations  are  obtained 
when  proxy  variables  are  replaced,  whenever 
possible,  by  the  specific  factors  which  they 
are  supposed  to  represent.  Even  if  these 
factors  can  only  be  measured  crudely,  the 
equations  which  Include  them  may  be  ex¬ 
pected  to  provide  a  better  description  of  the 
mechanism  of  economic  decisions  and  to 
produce  more  accurate  extrapolations  to 
points  of  time  considerably  removed  from  the 
period  of  observation. 

The  major  Justification  we  have  advanced 
for  the  inclusion  of  the  time  variable  In 
equation  (10)  is  the  gradual  increase  in  the 
optimum  rate  of  utilization  of  capacity  from 
1926  to  1941,  made  possible  by  the  various  de¬ 
velopments  discussed  above.  In  order  to  at¬ 
tempt  to  measure  this  factor  directly  we  shall 
have  to  recast  our  hypothesis. 

We  may  assume  that  in  any  given  year  t, 
the  investment  program  of  the  electric  power 
industry  will  aim  at  providing  a  total  ca¬ 
pacity  which  will  be  denoted  (PS)«,+1  with 
the  superscript  t+1  used  as  a  reminder  that 
the  capacity  resulting  from  capital  expendi¬ 
tures  in  year  t  will  be  partly  available  only 
in  the  following  year.  The  addition  to  ca¬ 
pacity  implied  by  the  program  is  thus 
(APS)  (,+1=  (PS)  (,+1— Si-i  where  Si-j  is  actual 
capacity  in  the  preceding  year.  Part  of  this 
increase  in  capacity  will  be  caused  within  the 
year  t  by  the  current  completion  of  previous 
starts  and  part  by  new  projects  with  a  short 
gestation  period.  Let  us  denote  S't  total  ca¬ 
pacity  expected  by  the  end  of  year  t  (after 
allowance  for  any  reduction  in  the  stock  of 
capital  goods  due  to  retirements) .  Then  the 
amount  of  additional  capacity  which  must 
be  started  in  year  t  for  completion  in  year 
t+1  will  be  (PS)  (*+!— S'i.  On  the  assump¬ 
tion  that  investment  expenditures  in  con¬ 
stant  dollars  required  in  the  year  t+1  to 
complete  such  projects,  denoted  (Ie/A)  t+1, 
will  be  proportional  to  the  added  capacity  we 
may  write:  (J'/A)  «+i=Oi[  (PS)  »,+1—S'<].  It 
follows  that  completion  expenditures  in  year 
t  will  be:  (1°M)  *  — Oi[(PS)  *«^— S'»^J.  In 
this  equation  the  quantity  S't-i  is  not  direct¬ 
ly  observable  but  can  be  approximated  by 
S t-i.  We  therefore  have : 

(16) 

(1C/A)  <  =  Oi[(PS)  «-i'-S.-i]. 

Besides  expenditures  on  completions,  there 
will  be  in  year  t  some  expenditures  on  starts, 
i.e.,  new  projects  which  will  result  partly  in 
expansion  of  capacity  in  the  same  year  t  and 
partly  in  an  Increase  in  capacity  in  the  fol¬ 
lowing  year.  These  expenditures  will  again 


28  It  is  interesting  to  note  that  Lawrence 
Klein  did  not  find  the  substitution  of  capital 
for  labor  important  in  the  investment  proc¬ 
ess  even  in  the  railroad  industry  where  there 
would  appear  to  be  more  basis  for  substitu¬ 
tion  both  because  of  the  technology  and  be¬ 
cause  of  the  constant  pressure  to  reduce  costs 
in  order  to  withstand  the  competition  of 
other  means  of  transportation. 
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be  assumed  proportional  to  the  difference  be¬ 
tween  the  amount  of  capacity  which  appears 
desirable  in  year  t,  (PS)  tM,  and  the  amount 
of  capacity  which  will  be  in  existence  in  the 
year  t  upon  the  completion  of  projects  carried 
over  from  the  previous  year.  Since,  by  defi¬ 
nition,  the  completion  of  the  preceding  year's 
investment  program  is  supposed  to  produce 
a  total  capacity  of  (PS)  t-i',  expenditures  on 
starts,  denoted  by  (I  l  A)  i,  can  be  written: 

(17) 

(I'M)  i=«2[  (PS) •  <«—  (PS)  »-*«]. 

Total  investment  expenditures  in  year  t  thus 
will  be : 

(18) 

(I/A),  =  (I‘/A),  +  (V/A), 

=  ai[  (PS)  *»-!— S<-i] 

+o2 [  (PS)  *««  —  (PS)  <i-i] 

In  this  equation  (PS)  t1*1  and  (PS)  t-i‘  are 
variables  on  which  we  do  not  have  direct 
information;  they  can,  however,  be  readily 
expressed  in  terms  of  other  variables  by 
making  use  of  the  fundamental  hypothesis 
underlying  equation  (10).  According  to  this 
hypothesis,  the  investment  policies  of  the 
electric  utilities  are  directed  toward  the 
maintenance  of  a  certain  optimum  ratio  be¬ 
tween  the  latest  rate  of  production  and  ca¬ 
pacity,  denoted  by  (P/S)  t.  Hence  the 
amount  of  capacity  we  should  expect  the 
industry  to  aim  for  in  year  t  will  be: 

(19) 

(PS)t‘^-Pt-1/(P/S)  i=P(-i.(S/P)  < 
where  (S/P)i  denotes  the  reciprocal  of 
(P/S)  i  and  represents  the  desirable  amount 
of  capacity  per  unit  of  output.  Substituting 
from  (19)  into  (18)  we  now  obtain: 

(20) 

(I/A)  ,-chIPi-AS/P)  i-Si-j] 
+a2[Pi-i(S/P)  t—Pi-i(S/P) »]. 

This  equation,  however,  requires  one  im¬ 
portant  modification.  In  years  when  the  de¬ 
mand  for  electricity  falls  below  its  previous 
peak,  excess  capacity  may  develop  and  the 
first  term  of  equation  (20)  may  become  neg¬ 
ative.  In  such  cases  the  negative  value 
should  be  replaced  by  zero,  since  it  would 
be  meaningless  to  assume  that  the  existence 
of  excess  capacity  in  year  t-i  will  lead  to 
negative  completion  expenditures  in  year  t. 
Or  to  formulate  this  more  precisely,  the 
quantity  (PS)  i-j  of  equation  (18),  the 
amount  of  capacity  planned  in  year  t-i,  can 
no  longer  be  identified  with  the  optimum 
amount  of  capacity  Pi-2(S/P)  i  as  suggested 
by  equation  (19)  and  should  instead  be  re¬ 
placed  by  Si-!.  Thus  when  Pi-2(S/P)i<Si-i, 
equation  (20)  becomes: 

(20a) 

(I/A)  t  =  a2[Pt-1(S/P)t-St-1]. 

The  two  special  cases  represented  by  equa¬ 
tions  (20)  and  (20a)  may  be  consolidated  in 
the  following  more  general  statement:  our 
basic  hypothesis  is  described  by  equation 
(18)  with  (PSq'i+i  defined  by  equation  (19) 
and  (PS)  ‘t- 1  defined  as  follows: 

(19a) 

(PS)  t-i  =[Pt-2(S/P)  i,  if  larger  than  Si-i 
S/-j,  otherwise.31 


30  It  should  be  noted  that  the  two  terms 
of  equation  (18)  are  not  quite  symmetrical. 
This  is  due  to  the  fact  that  the  first  meas¬ 
ures  expenditures  on  projects  carried  over 
from  the  previous  year  whereas  the  second 
measures  spending  on  projects  started  in 
year  t,  part  of  which  may  be  completed  with¬ 
in  year  t. 


31  In  this  formulation,  the  second  term  o 
equation  (18)  is  allowed  to  assume  negativi 
as  well  as  positive  values,  in  contrast  witl 
the  first  term  which  is  allowed  to  assurn 
only  positive  or  zero  values.  This  asymmetr' 
is  justified  by  the  considerations  mentionei 
In  footnote  30  and  by  the  additional  assump 
t  on  that  only  major  expansion  projects  typi 
cally  involve  a  long  gestation  period,  i 


The  variable  (S/P)  t  appearing  in  the  equa¬ 
tions  (19)  and  (19a)  is  not  directly  observ¬ 
able.  Its  changing  value  over  time,  however, 
can  be  approximated.  Since  in  the  electri¬ 
cal  utilities  industry  there  is  little  incentive 
to  cancel  major  projects  once  started  because 
of  the  favorable  long-term  outlook  and  the 
high  cost  of  cancellation,  we  may  assume 
that  (PS)  i 1+1  is  equal  to  the  actual  amount 
of  capacity  in  year  t-f-i,  Si+i.  Then,  on  the 
basis  of  equation  (19),  we  obtain: 

(21) 

(PS)  i<+i  =  Sui=Pi-i(S/P)  i. 

This  equation  can  be  rewritten  as  follows: 

(22) 

(S/P)i  =  Si+i/Pi-i. 

In  other  words,  the  optimum  rate  of  utiliza¬ 
tion  in  any  given  year  may  be  measured  by 
the  ratio  of  actual  capacity  a  year  later  to 
output  lagged  2  years  behind  capacity.  The 
lag  reflects,  of  course,  the  interval  between 
investment  decisions  and  the  capacity  gen¬ 
erated  thereby.  Since  St+i,  and  hence  the 
ratio  S1+1/.P1-1  is  not  known  in  year  t,  it  will 
be  replaced  in  the  statistical  analysis  by  the 
latest  known  ratio,  St-i/Pt-a.  Because  gen¬ 
erating  capacity  was  utilized  with  increasing 
intensity  over  the  period  under  considera¬ 
tion,  this  ratio  exhibited  a  declining  trend. 
While  there  were  occasional  reversals  in  the 
direction  of  the  ratio,  these  must  be  regarded 
as  related  chiefly  to  cyclical  changes  in  de¬ 
mand  and  reflecting,  therefore,  temporary  ex¬ 
cess  capacity.  It  thus  appears  that  the  trend 
value  of  (S/P)  t  in  any  given  year  t  can  be 
approximated  best  by  the  lowest  previous 
ratio  of  capacity  to  lagged  output,  which  we 
will  denote  by  (S1-1/P1-3) L. 

Substituting  this  term  in  equation  (22) 
we  have:  32 

(23) 

(S/P),=  (Si-i/P«-3)i. 

Equation  (23)  represents  the  basic  relation 
we  have  used  in  estimating  the  optimum 
amount  of  capacity  per  unit  of  output.33 


negative  value  for  the  second  term  indicates, 
of  course,  excess  capacity  in  year  t  which 
may  be  expected  to  exert  a  depressing  in¬ 
fluence  on  capital  outlays,  tending  to  reduce 
expenditures  below  the  level  required  to 
maintain  capacity  intact.  It  may  be  argued 
that  we  are  not  going  far  enough  in  recog¬ 
nizing  the  asymmetrical  influence  of  under- 
as  against  overcapacity  on  Investment  ex¬ 
penditures.  Positive  and  negative  values  of 
the  second  variable  of  equation  (18)  may 
well  have  a  different  quantitative  effect,  and 
one  should,  therefore,  estimate  two  separate 
coefficients,  one  for  positive  and  one  for  neg¬ 
ative  values.  Whatever  the  theoretical  merits 
of  this  argument,  the  number  of  years  in 
which  the  second  term  of  (18)  is  negative 
is  so  small  in  the  period  under  observation 
that  it  would  be  impossible  to  secure  a  re¬ 
liable  estimate  of  the  appropriate  coefficient. 
Furthermore,  the  asymmetrical  effect  on 
investment  of  under-  versus  over-capacity  is 
already  recognized  in  our  formulation 
through  the  definition  (19a). 

32  We  might  also  have  measured  (S/P)  t  in 
terms  (St/Pt)L,  the  ratio  of  capacity  to  out¬ 
put  of  the  same  year.  If  our  model  is  sub¬ 
stantially  correct,  however,  the  measure  we 
have  proposed  should  be  more  reliable,  since, 
in  contrast  with  the  suggested  alternative,  it 
should  not  be  significantly  distorted  by  un¬ 
foreseen  short-run  variations  in  demand. 
An  examination  of  the  data  reveals  consider¬ 
ably  less  pronounced  short-run  fluctuations 
around  the  falling. trend  of  (St-i/Pt-s)L  than 
around  that  of  (St/Pt)L,  thus  confirming  our 
expectations. 

33  Some  further  adjustment  of  data  was 
necessary  for  part  of  the  decade  of  the 
1930’s.  Because  of  the  depressed  condi¬ 
tions  and  the  resulting  widespread  unin¬ 
tentional  excess  capacity,  during  this  period 
(St-i/Pt- s)t  tends  to  overestimate  the  desir- 


In  addition  to  the  gradual  increase  in  the 
optimum  rate  of  utilization  of  capacity,  an¬ 
other  factor  that  appears  to  contribute  to 
the  downward  trend  in  capital  outlays  in 
electrical  utilities  is  a  gradual  decline  in  the 
ratio  of  plant  to  equipment  expenditures, 
which  prevailed  through  most  of  the  period 
studied.  This  decline  may  be  attributed  to 
two  major  causes.  In  the  1920’s  when  the 
industry  was  new  and  looking  forward  to  an 
almost  unlimited  expansion,  utilities  tended 
to  build  a  great  deal  of  basic  plant  capacity 
in  excess  of  immediate  needs.  As  a  result, 
although  additions  to  plant  facilities  contin¬ 
ued  in  subsequent  years,  relatively  larger 
amounts  were  spent  on  equipment  than  on 
plant.  It  was  not  until  1940  and  1941,  when 
the  production  of  energy  rose  substantially 
above  the  1929  level,  that  plant  expenditures 
began  once  more  to  gain  in  relation  to  those 
on  equipment.  Another  cause  of  the  down¬ 
ward  trend  was  found  in  the  greater  lon¬ 
gevity  of  plant  as  compared  with  equipment, 
a  factor  of  significance  in  the  early  stages 
of  an  industry’s  development  when  expendi¬ 
tures  for  replacement  are  concentrated 
mainly  on  equipment. 

In  order  to  take  into  account  this  last  fac¬ 
tor  we  shall  Incorporate  in  our  equation  the 
ratio  of  plant  to  equipment  expenditures 
(both  measured  in  constant  dollars) ; 
namely 

(Ip/B/Is/C)  i3* 

After  the  further  inclusion  of  the  profit 
variable  (II /A)  t,  whose  importance  was  sug¬ 
gested  in  previous  sections,  and  with  sub¬ 
stitutions  from  (19),  (19a),  and  (23),  our 
equation  becomes: 

( I/A )  t  =  ao+ aiIPi-2 ( St-i/Pt-s)  l - S t -J 
+a£(P,-1-P,-2)  ( St-i/P t-t)*l 

(24) 

+ aj[Ip/B/I*/Cl,+at(n/A)  t  +  Ut 

where  Ut  is  a  random  term. 

When  the  hypothesis  expressed  in  (24), 
an  alternative  to  that  in  equation  (10),  is 
tested,  the  outcome  is  as  follows: 

(I/A)  t=  -300+.205[(Pi-i-Pi-a)  (St-i/Pt-^)  L1 
(±.045) 

+  .281CPi-a(Si  VP1-1)  L-St-J 
(±-132) 

(25) 

+  4.18[/p/B//fl/C3i  -f  .441  (11/ A )  t 
(±.98)  (±.422) 

.R=.935  S  =  43.0  If  =  1.98 
where  the  starts  and  completions  variables 
are  measured  in  10,000  kilowatts  and  the 
ratio  of  plant  to  equipment  expenditures  is 
expressed  in  percentages. 

Considering  the  nature  of  the  approxima¬ 
tions  made  in  the  process  of  reformulation  of 
equation  (10),  these  results  appear  quite 
satisfactory  and  are  in  agreement  with  our 
supposition  that  the  time  trend  in  equation 
(10)  reflects  primarily  the  two  factors  we 
have  explicitly  recognized  in  (24). 

EXTRAPOLATION  TESTS 

A  final  test  of  the  reliability  of  our  results 
is  provided  by  a  check  on  the  predicting  abil¬ 
ity  of  equations  (10)  and  (25)  outside  the 
sample,  1926-41. 

In  the  years  preceding  1926  adequate  in¬ 
formation  is  available  only  for  1924  and 


able  amount  of  capacity  per  unit  of  output 
and  therefore  cannot  be  used  as  a  direct 
measure  of  (S/P)t.  Accordingly,  from  1932 
to  1940,  (S/P)  t  was  approximated  by  inter¬ 
polating  linearly  between  the  values  of 
(St-i/Pt-s) L  in  1931  and  1939  and  extra¬ 
polating  to  1940.  These  adjustments,  how¬ 
ever,  do  not  affect  the  basic  logic  -of  our 
approach. 

M  The  value  of  this  ratio  is  generally  not 
known  at  the  beginning  of  year  t.  Since  the 
ratio  changes  very  gradually  over  time,  one 
can  utilize  for  forecasting  purposes,  as  a 
good  first  approximation,  the  actual  ratio  of 
the  previous  year. 


1962 
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1925.  In  the  table  below,  actual  values  of 
investment  (deflated)  for  these  2  years  are 
compared  with  the  values  calculated  by 
extrapolating  our  regression  equations. 
Table  1. — Actual  and  computed  expenditure 
on  plant  and  equipment,  deflated,  1924  and 
1925 

[In  millions  of  dollars] 

1924  1925 


Actual 

.  420 

397 

Computed : 

Equation 

(10) - 

__  447 

400 

Computed : 

Equation 

(25) - 

_ 437 

416 

It  is  apparent  that  the  results  of  this  test 
are  quite  favorable.  For  both  equations  the 
computed  values  are  close  to  the  actual  ex¬ 
perience  both  in  terms  of  level  and  of  year- 
to-year  movements. 

In  attempting  to  carry  out  a  similar  test 
for  years  after  1941,  several  difficulties  arise. 
For  obvious  reasons  one  cannot  make  use 
of  the  war  years  1942—45.  But  even  the 
years  immediately  following  the  war  could 
not  provide  a  satisfactory  basis  for  a  test, 
as  there  is  reason  to  believe  that,  at  least 
up  to  1950,  investment  behavior  was  seri¬ 
ously  disrupted  by  transitory  conditions,  re¬ 
flecting  the  aftermath  of  the  war  and  the 
effect  of  the  Korean  hostilities.  There  is, 
in  particular,  considerable  evidence  to  sug¬ 
gest  that  throughout  the  above-mentioned 
years  the  electric  power  industry  was  unable 
to  grow  fast  enough  to  bring  capacity  to 
desired  levels,  because  of  actual  limitations 
on  the  supply  of  materials  and  equipment 
and  probably  also  because  of  limitations  on 
the  rate  at  which  firms  can  afford  to  grow. 
A  meaningful  extrapolation  test  can,  there¬ 
fore,  be  carried  out  at  best  beginning  with 
1951  and  ending  with  1955,  the  last  year 
for  which  the  required  statistical  informa¬ 
tion  is  presently  available.  Such  a  test  is 
clearly  a  severe  one  since  it  involves  extrapo¬ 
lating  10  to  15  years  beyond  the  period  un¬ 
derlying  our  equations. 

An  extrapolation  over  an  interval  of  time 
as  long  as  this  raises  serious  questions  par¬ 
ticularly  in  connection  with  equation  (10) 
because  of  the  negative  time  trend  appear¬ 
ing  in  it.  From  the  previous  analysis  we 
have  seen  that  this  trend  reflects  in  part  a 
gradual  increase  in  the  efficiency  with  which 
capacity  was  being  utilized  during  the  pe¬ 
riod  of  observation.  This  trend  appears  to 
have  considerably  subsided  if  not  altogether 
ceased  in  recent  years,  the  major  opportu¬ 
nities  for  more  efficient  utilization  consist¬ 
ent  with  present  technology  having  been 
largely  tapped.  The  negative  trend  reflects 
also  a  gradual  decline  in  the  ratio  of  plant 
to  equipment  expenditures,  occurring 
through  most  of  the  interwar  period.  Un¬ 
fortunately,  there  exist  no  reliable  estimates 
of  the  breakdown  of  total  investment  ex¬ 
penditures  into  plant  and  equipment  for 
recent  years,  but  there  are  indications  that 
the  declining  trend  in  this  ratio  has  actually 
been  reversed  in  the  course  of  the  major 
expansion  program  of  the  postwar  period. 

Thus,  there  seems  to  be  no  ground  for  ex¬ 
trapolating  the  negative  time  trend  of 
equation  (10),  at  least  for  the  1950’s.  Just 
how  far  (if  at  all)  the  trend  should  be  ex¬ 
trapolated  beyond  1941  is  an  issue  which  can¬ 
not  be  precisely  settled.  It  is  worthy  of  note, 
however,  that  the  answer  to  this  question 
affects  only  the  level  of  the  “computed” 
series  and  not  the  direction  of  its  yearly 
movements.  Hence,  even  in  the  absence  of 
a  precise  answer,  we  can  still  test  how  well 
equation  (10)  accounts  for  the  year-to-year 
movement  of  investment  in  recent  years. 
Accordingly,  in  table  2  below,  two  sets  of 
computed  values  are  presented  for  equation 
(10),  obtained  respectively  by  extrapolating, 
and  not  extrapolating,  the  time  trend  be¬ 
yond  the  period  of  observation. 


Table  2. — Actual  and  computed  expenditures 
on  plant  and  equipment,  deflated,  1951- 
55 

[In  millions  of  dollars] 


• 

1951 

1952 

1953 

1954 

1955 

Actual . . 

464 

551 

679 

555 

514 

Computed:  Equation 
(10),  time  trend 

270 

318 

284 

295 

213 

Computed:  Equation 
(10),  time  trend  not 

490 

552 

539 

672 

611 

Computed:  Equation 
(25)  _ . 

445 

553 

597 

563 

488 

It  is  apparent  that  a  mechanical  extrapo¬ 
lation  of  the  time  trend  yields  rather  poor 
results :  the  computed  values  consistently 
underestimate  investment  with  the  discrep¬ 
ancy  showing  a  systematic  increase  from 
year  to  year.  When,  however,  the  time  trend 
is  not  extrapolated,  the  results  are  consider¬ 
ably  improved.  As  noted  above,  the  actual 
level  around  which  the  computed  values  fluc¬ 
tuate  is  not  too  important  in  this  connec¬ 
tion.  However,  the  fact  that,  except  for 
the  minor  dip  in  1953,  the  year-to-year  move¬ 
ments  correspond  fairly  closely  to  those  of 
actual  investment  is  of  some  significance. 
It  suggests  that,  while  the  negative  time 
trend  is  no  longer  operating,  the  basic  mech¬ 
anism  embodied  in  hypothesis  (10)  still  pro¬ 
vides  a  reasonably  good  explanation  of  the 
forces  making  for  fluctuations  in  investment. 

This  conclusion  is  supported  by  the  results 
of  the  extrapolation  test  for  equation  (25) , 
given  in  the  last  row  of  the  table.  For  the 
purpose  of  this  test,  in  estimating  the  de¬ 
sired  ratio  of  capacity  to  output  through  the 
lowest  previous  ratio  {Si-i/Pt-s)L,  years  pre¬ 
ceding  1949  were  disregarded.  This  proce¬ 
dure  was  dictated  by  the  consideration  that 
some  of  the  extremely  low  ratios  observed  in 
the  war  years  and  the  early  postwar  period 
reflected  the  inability  of  the  industry  to  ex¬ 
pand  capacity  as  rapidly  as  demand  was 
growing;  35  their  use  therefore,  would  seri¬ 
ously  underestimate  the  desired  ratio.  As  a 
matter  of  fact,  since  1949  the  ratio  has  never 
fallen  again  to  the  low  levels  prevailing  in 
some  of  the  postwar  years.30  Another  diffi¬ 
culty  that  had  to  be  faced  in  extrapolating 
(25)  is  the  absence  of  reliable  estimates  on 
the  breakdown  of  total  investment  outlays 
into  plant  and  equipment,  to  which  refer¬ 
ence  has  been  made  earlier.  Lacking  precise 
information,  the  extrapolation  had  to  be 
based  on  an  admitted  crude  estimate  of  the 
average  value  of  the  ratio  in  the  relevant 


35  The  inability  of  the  industry  to  expand 
its  capacity  is  indicated,  for  instance,  by  the 
sharp  decline  in  the  marging  of  reserve  ca¬ 
pacity  in  the  wartime  and  early  postwar  years. 
Only  by  about  1953  did  the  margin  rise  again 
to  levels  considered  adequate  to  insure  an 
uninterrupted  flow  of  electrical  energy. 

30  It  is  possible  that  the  ratio  remained 
somewhat  abnormally  low  even,  after  1949 — 
possibly  as  late  as  1953.  Beyond  1953  this 
phenomenon  is  unlikely  to  have  been  sig¬ 
nificant,  as  suggested  by  various  considera¬ 
tions  such  as  the  abatement  of  investment 
outlays  in  1954  and  1955.  To  the  extent 
that  ( Si-i/Pt-s)L  underestimates  the  desired 
ratio  of  capacity  to  output,  the  figures 
shown  in  the  last  row  of  the  table  would  be 
unduly  low.  However,  the  error  from  this 
source  cannot  be  substantial,  since,  between 
1949  and  1955  the  ratio  (Si/Pi-,)  fluctuated 
within  very  narrow  limits.  Measured  in 
kilowatts  per  1,000-kilowatt  hours  of  out¬ 
put,  the  ratio  has  a  lowest  value  of  0.236  in 
1953  as  against  a  peak  value  of  0.246  in  1954, 
a  fluctuation  of  only  about  4  percent.  See 
also  footnote  37. 


years,  a  fact  that  reduces  somewhat  the  con¬ 
clusiveness  of  our  test.37  Even  if  one  keeps 
this  qualification  in  mind,  the  results  of  the 
extrapolation  test  appear  rather  favorable. 
Considering  the  standard  error  of  estimate 
of  equation  (25),  there  seems  to  be  no 
ground  for  reejecting  the  hypothesis  that 
the  equation  fits  the  recent  postwar  expe¬ 
rience  at  least  as  well  as  it  fitted  the  period 
of  observation. 

SUMMARY  AND  CONCLUSIONS 

In  this  study  we  have  developed  and  tested 
a  model  which  appears  to  provide  an  ac¬ 
ceptable  explanation  of  investment  decisions 
in  the  electric  power  industry.  The  main 
hypothesis  of  our  model  is  that  investment 
outlays  are  primarily  determined  by  the  rela¬ 
tion  between  the  demand  for  electricity  and 
the  amount  of  capacity  required  to  satisfy 
this  demand  economically.  This  hypothesis, 
needless  to  say,  is  nothing  else  but  the 
familiar  acceleration  principle.  If  properly 
understood,  this  “principle”  is,  of  course,  a 
broad  concept  which  cannot  be  applied  me¬ 
chanically,  as  has  sometimes  been  done  in 
the  past.  In  the  present  study  the  accelera¬ 
tion  principle  was  adapted  to  our  specific 
needs  by  taking  into  account  a  number  of 
characteristics  peculiar  to  the  industry 
studied. 

Of  primary  relevance  among  these  charac¬ 
teristics  are  (a)  the  long  planning  and  gesta¬ 
tion  period  for  investment;  (b)  the  presence 
and  quantitative  importance  of  indivisibili¬ 
ties  in  fixed  assets;  (c)  the  rapid  growth  of 
the  demand  for  electrical  energy;  (d)  the 
impossibility  of  storing  the  product;  and  last 
but  not  least  (e)  the  influence  of  institu¬ 
tional  factors  resulting  from  public  regu¬ 
lation  of  the  industry. 

The  first  of  these  characteristics  gives  rise 
to  a  relatively  long  lag  between  capital 
spending  and  its  principal  determinants  in 
our  model  and  causes  year-to-year  fluctu¬ 
ations  in  investment  to  be  influenced  not 
only  by  the  rate  of  change  of  demand  (as  in 
the  classical  interpretation  of  the  accelera¬ 
tion  principle)  but  also  by  the  change  in 
the  rate  of  change.  The  next  three  charac¬ 
teristics,  in  conjunction  with  the  first,  make 
it  advantageous  for  utilities  to  plan  their  in¬ 


s'  After  extensive,  though  not  very  con¬ 
clusive,  consultations  with  experts  and  in¬ 
dustry  sources,  the  ratio  of  plant  to  equip¬ 
ment  expenditure  was  estimated  at  100  per¬ 
cent.  This  figure  is  roughly  the  same  as  the 
average  value  of  the  ratio  in  the  period  1926- 
29  (namely  98  percent)  in  the  course  of 
which  the  industry  underwent  an  expansion 
of  dimension  comparable  to  the  postwar  one. 
It  is  possible  that  the  chosen  figure  is  some¬ 
what  on  the  high  side,  which  would  tend  to 
impart  an  upward  bias  to  the  computed 
values  shown  in  the  last  row  of  table  2. 
This  bias  is,  however,  unlikely  to  be  too 
serious  especially  since  it  is  in  the  direction 
opposite  to  the  possible  bias  arising  from  the 
factors  discused  in  footnote  35.  As  a  check, 
the  figures  of  the  last  row  of  table  2  were 
recomputed,  assuming  for  the  ratio  of  plant 
to  equipment  expenditure  a  value  of  90  per¬ 
cent,  and  for  the  desired  ratio  of  capacity  to 
output  a  value  of  0.245  which  is  the  actual 
value  of  S t/Pt-2  in  1955.  The  following  re¬ 
sults  are  obtained  for  the  years  1951  to  1955 
respectively:  424,  535,  590,  609,  539.  These 
figures  do  not  agree  with  actual  investment 
quite  as  closely  as  those  obtained  in  table 
2;  the  average  absolute  error  is  somewhat 
higher  (25  instead  of  15)  and  the  1953  turn¬ 
ing  point  is  missed  by  1  year.  However, 
the  differences  are  not  too  great,  and  the 
fit  is  actually  improved  in  2  years  out  of  5. 
Furthermore,  the  average  absolute  error  of 
25  still  compares  favorably  with  a  standard 
error  of  estimate  of  40. 
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vestments  so  as  to  provide  a  normal  margin 
of  spare  capacity  over  and  above  the  capacity 
required  to  meet  immediate  needs;  this  mar¬ 
gin  in  turn  makes  it  possible  to  take  care  of 
the  growth  of  demand  which  may,  and 
normally  does,  occur  during  the  long  gesta¬ 
tion  period. 

Over  the  years  studied,  we  have  also  found 
a  marked  downward  trend  in  the  relation 
between  investments  and  changes  in  de¬ 
mand.  This  trend  appears  to  reflect  primar¬ 
ily  a  gradually  more  effective  utilization  of 
capacity,  technological  progress  (including, 
probably,  improved  marketing  techniques), 
and  a  relative  decrease  in  plant  as  compared 
with  equipment  expenditures.  The  latter 
development  is  likely  to  be  an  important 
feature  of  capital-intensive  industries  as 
they  reach  a  more  mature  stage  in  their 
growth.  In  the  electric  power  industry,  how¬ 
ever,  this  phenomenon  reflected  also  the 
overexpansion  of  plant  in  the  1920’s.  Two 
alternative  formulations  of  our  basic  hypoth¬ 
esis  have  been  advanced  to  describe  this 
downward  trend.  In  the  first,  embodied  in 
equation  (10),  we  have  introduced  the  time 
variable  to  represent  this  trend.  The  equa¬ 
tion  was  found  to  give  very  satisfactory  re¬ 
sults  in  the  period  of  observation  and  im¬ 
mediately  neighboring  years.  It  was  also 
found  to  account  rather  well  for  year-to-year 
variations  in  investment  in  the  long-run  ex¬ 
trapolations  when  a  proper  adjustment  is 
made  for  changes  in  the  behavior  of  the  fac¬ 
tors  underlying  the  time  trend.  In  the  sec¬ 
ond  formulation — equation  (25) — we  have 
attempted  to  measure  directly  the  factors  for 
which  the  time  variable  was  supposed  to  be 
a  proxy.  In  spite  of  the  crude  nature  of  our 
measures  the  results  were  again  quite  satis¬ 
factory  for  the  period  of  observation;  fur¬ 
thermore,  the  model  apparently  stood  the 
test  of  extrapolation  to  the  postwar  years 
well  enough  to  suggest  that  its  explanatory 
value  is  not  merely  historical. 

The  acceleration  principle  is  also  some¬ 
what  modified  by  the  influence  of  profits — 
probably  as  a  source  of  funds  and  a  meas¬ 
ure  of  the  shortrun  business  outlook.  This 
influence  is,  however,  not  very  pronounced; 
it  manifests  itself  not  in  the  planning  but 
in  the  realization  phase  of  the  investment 
process,  tending  to  stimulate  capital  expen¬ 
ditures  in  prosperity  and  retard  them  in  de¬ 
pression.  One  may  conjecture  that  the  far 
greater  role  played  by  the  accelerator  mech¬ 
anism  as  against  profits  in  explaining  invest¬ 
ment  behavior  in  the  electric  utilities  in¬ 
dustry  reflects  partly  the  institutional  con¬ 
ditions  under  which  firms  operate — their  ob¬ 
ligation  to  meet  the  demand  in  the  geograph¬ 
ical  regions  in  which  they  have  a  franchise 
and  the  customary  support  of  their  capitali¬ 
zation  by  the  regulatory  bodies  whenever 
“legitimate”  capital  outlays  are  made.  It 
would,  therefore,  be  hazardous  to  extend  our 
findings  to  industries  having  characteristics 
similiar  to  those  of  the  electric  power  in¬ 
dustry  but  which  are  not  in  a  sheltered  po¬ 
sition. 

On  the  basis  of  our  statistical  analysis,  we 
cannot  reach  a  definite  conclusion  concerning 
the  influence  of  interest  rates  on  investment; 
however,  the  evidence  strongly  suggests  that 
even  in  this  industry,  where  fixed  assets  are 
of  great  longevity,  the  cost  of  borrowed  funds 
was  not  an  important  factor.  In  general, 
cost  considerations  appeared  to  play  a  minor 
role  in  the  decisions  of  the  utilities — a  find¬ 
ing  which  may  again  reflect  the  way  the 
“fair  return  on  the  fair  value”  principle  is 
applied  in  the  industry. 

APPENDIX - SYMBOLS  AND  SOURCES  OF  DATA 

I  =  gross  plant  and  equipment  expenditures 
by  privately  owned  electric  utilities  meas¬ 
ured  in  millions  of  current  dollars.  George 
Terborgh,  “Estimated  Expenditures  for  New 
Durable  Goods,  1919-38,”  Federal  Reserve 
Bulletin,  September  1939,  732,  for  1924-36. 

•  B.  Epstein,  "Electric  Power  Output  and 


Investment,”  Survey  of  Current  Business, 
May  1949,  23,  for  1937-41.  Statistical  Bul¬ 
letin,  1955,  Edison  Electric  Institute,  55,  for 
1951-55. 

7' =  gross  plant  expenditures  by  privately 
owned  electric  utilities,  measured  in  millions 
of  current  dollars.  George  Terborgh,  “Esti¬ 
mated  Expenditures  for  New  Durable  Goods, 
1919-38,”  Federal  Reserve  Bulletin,  Sep¬ 
tember  1939,  732,  for  1926-36.  J.  B.  Epstein, 
“Electric  Power  Output  and  Investment,” 
Survey  of  Current  Business,  May  1949,  23, 
for  1937-41.  For  1939,  1940,  1941,  the  esti¬ 
mates  are  obtained  by  splitting  Epstein’s  ag¬ 
gregates  into  plant  and  equipment,  on  the 
basis  of  ratios  of  plant-to-equipment  ex¬ 
penditures  given  by  F.  Dirks  in  “Durable 
Goods  Expenditures  in  1941,”  Federal  Reserve 
Bulletin,  April  1942,  317. 

7"  =  gross  equipment  expenditures  by 
privately  owned  electric  utilities,  measured 
in  millions  of  current  dollars.  George  Ter¬ 
borgh,  “Estimated  Expenditures  for  New  Dur¬ 
able  Goods,  1919-38,  Federal  Reserve  Bul¬ 
letin,  September  1939,  733,  for  1926-36.  J.  B. 
Epstein,  “Electric  Power  Output  and  Invest¬ 
ment,”  Survey  of  Current  Business,  May  1949, 
23,  for  1937—41.  For  1939,  1940,  1941,  the 
estimates  are  obtained  by  splitting  Epstein’s 
aggregates  into  plant  and  equipment,  on  the 
basis  of  ratios  of  plant-to-equipment  ex¬ 
penditures  given  by  F.  Dirks,  in  “Durable 
Goods  Expenditures  in  1941,”  Federal  Reserve 
Bulletin,  April  1942,  317. 

Ai= total  electric  light  and  power  construc¬ 
tion  and  equipment  cost  index,  1911:1.00, 
Engineering  News — Record,  April  22,  1943, 
100,  for  1924—41.  Statistical  Bulletin,  1955, 
Edison  Electric  Institute,  69,  for  1951-55. 
These  data  are  given  by  region.  The  separate 
indexes  are  combined  into  a  U.S.  index  by 
forming  a  weighted  sum  of  the  regional  esti¬ 
mates  with  the  weights  proportional  to  re¬ 
gional  population  estimates  from  the  nearest 
census.  The  index  is  published  for  Jan¬ 
uary  and  July  of  each  year.  An  annual  in¬ 
dex  is  computed  from  a  weighted  sum  of 
beginning  of  year,  middle  of  year,  and  end 
of  year  figures.  The  weights  are  0.25,  0.50, 
and  0.25  respectively. 

B  =  electric  light  and  powerplant  construc¬ 
tion  cost  index,  1911:1.00.  Source:  ibid. 

C= electric  light  and  power  equipment  cost 
index,  1911:1.00.  Source:  ibid. 

IIr= electric  utility  companies’  net  income 
and  interest  payments,  in  millions  of  dollars. 
Statistical  Bulletin,  1942,  Edison  Electric  In¬ 
stitute,  39.  Statistical  Bulletin,  1955,  Edison 
Electric  Institute,  57,  for  1951-55. 

11= electric  utility  companies’  net  income 
and  depreciation,  in  millions  of  dollars. 
Same  source  as  IIr,  for  1926-41.  Statistical 
Bulletin,  1955,  Edison  Electric  Institute,  57, 
for  1951-55. 

r= yield  averages  on  newly  issued  light, 
power,  gas  bonds.  Moody’s  Utilities,  1947, 
p.  a5. 

P  =  output  of  electrical  energy  by  private 
companies,  in  millions  of  kilowatt-hours. 
Statistical  Bulletin,  1942,  Edison  Electric  In¬ 
stitute,  10,  for  1924—41.  Statistical  Bulletin, 
1955,  Edison  Electric  Institute,  14,  for  1941- 
55. 

S= generating  capacity  of  electric  utility 
companies,  in  thousands  of  kilowatts.  Sta¬ 
tistical  Bulletin,  1942,  Edison  Electric  Insti¬ 
tute,  5,  for  1924-41.  Statistical  Bulletin,  1955, 
Edison  Electric  Institute,  6,  for  1951-55. 

W = average  hourly  earnings  in  the  electric 
power  industry,  in  cents.  Economic  Alma¬ 
nac,  1941-42,  306. 

Mr.  PROXMIRE.  In  addition,  a  very 
careful  study  of  the  telephone  industry, 
which  is  another  vital  part  of  the  utility 
segment  of  the  industry  that  is  included 
in  the  bill,  was  made  by  an  economist 
named  Paul  Clark  in  1953  in  a  very  fine 
series  of  studies  of  the  American  econ¬ 
omy  by  Vasily  Leontieff.  The  study  by 
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Mr.  Clark  also  concludes  that  in  the 
telephone  industry  the  investment  credit 
incentive  would  have  very  little  effect. 

Mr.  Clark  concluded  that  there  are 
particular  reasons  why  investment  in  the 
telephone  industry  is  primarily  depend¬ 
ent  on  demand  not  cost.  If  this  is  true 
the  investment  credit  could  not  increase 
investment  because  the  investment 
credit  can  only  work  through  reducing 
tax  cost.  The  reasons  given  by  Clark 
for  telephone  investment  depending  on 
demand,  not  cost,  are  as  follows: 

First,  its  productive  process  is  heavily 
capital-intensive,  with  little  scope  for  sub¬ 
stitution  of  other  inputs,  and  its  product 
cannot  be  produced  for  inventory.  This 
means  that  investment  decisions  are  dom¬ 
inated  by  essentially  rigid  technological  re¬ 
lationships.  Second,  the  demand  for  tele¬ 
phone  service  has  risen  steadily  and  rapidly 
throughout  the  history  of  the  industry,  so 
that  investment  designed  to  expand  ca¬ 
pacity  has  bulked  large  in  the  investment 
program,  technological  improvements  have 
been  introduced  primarily  as  alternative 
techniques  for  expansion,  and  it  has  been 
economical  to  build  ahead  of  demand. 
Third,  the  telephone  industry  is  essentially 
a  monopoly,  and  is  subject  to  public  utility 
regulation.  Its  investment  is  little  affected 
by  the  reactions  of  oligopolistic  rivals,  and 
must  be  adequate  to  meet  demand  at  com¬ 
mission-determined  prices. 

These  favorable  characteristics,  however, 
are  clearly  not  limited  to  the  telephone  in¬ 
dustry.  The  other  public  utilities,  which 
together  provide  a  significant  fraction  of 
total  investment  in  our  economy,  are  simi¬ 
lar  in  most  of  these  respects. 

I  ask  unanimous  consent  that  the 
study  by  Mr.  Clark  on  investment  in  the 
telephone  industry  be  printed  at  this 
point  in  the  Record. 

There  being  no  objection,  the  article 
was  ordered  to  be  printed  in  the  Record, 
as  follows: 

Chapter  7 — The  Telephone  Industry:  A 
Study  in  Private  Investment 
(By  Paul  G.  Clark) 

I.  INTRODUCTION 

The  study  presented  here  is  an  attempt 
to  test  a  simple  theory  of  private  investment, 
called  the  capital-requirements  theory, 
against  the  investment  practice  in  the  tele¬ 
phone  industry.  The  theory  has  been 
derived  in  a  form  suitable  for  integrating 
investment  and  disinvestment  in  capital 
equipment  into  interindustry  input-output 
analysis.  Therefore,  although  the  study  also 
has  more  general  implications,  in  the  con¬ 
text  of  this  volume  it  is  significant  primarily 
as  an  empirical  investigation  of  the  validity 
of  a  theory  suitable  for  this  purpose. 

The  course  of  discussion  will  be  as  follows. 
In  section  II  the  capital  requirements  theory 
is  developed  as  a  modification  of  the  pure 
acceleration  principle.  In  section  III  the 
procedures  currently  followed  in  reaching  in¬ 
vestment  decisions  in  the  Bell  System  are 
outlined,  and  the  theory  is  tested  qualita¬ 
tively  against  these  procedures.  In  section 
IV  the  coefficients  of  the  capital-require¬ 
ments  theory  are  calculated  statistically  from 
data  for  the  telephone  industry,  and  the 
theory  is  tested  quantitatively  by  evaluating 
the  reasonableness  of  the  statistical  results. 
In  section  V  certain  conclusions  are  drawn 
as  to  the  empirical  validity  of  the  capital- 
requirements  theory,  and  as  to  its  usefulness 
in  input-output  analysis. 

II.  THE  CAPITAL-REQUIREMENTS  THEORY  OF  PRI¬ 
VATE  INVESTMENT 

A.  The  pure  acceleration  principle 

A  distinctive  strand  in  the  theoretical  an¬ 
alysis  of  private  Investment  is  the  accelera- 
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tion  principle.  The  essential  assumption  of 
the  principle  in  its  pure  form  is  that  the 
firm  must  maintain  for  technological  reasons 
a  fixed  ratio  between  its  output  and  its  stock 
of  capital  equipment.  It  follows  from  this 
assumption  that  the  firm  must  undertake 
changes  in  its  stock  of  capital  equipment, 
i.e.,  must  undertake  net  investment,  in  ac¬ 
cordance  with  changes  in  its  output.  The 
principle  in  this  pure  form  can  be  stated 
algebraically  as  follows: 

(7.1) 

Kt  =  kOt 

(7.2) 

/\Kt  =  k/\Ot 

in  which 

Oi  =  the  firm’s  output  in  time  period  t, 
if(  =  the  firm’s  stock  of  capital  equipment 
at  the  end  of  the  period, 

AOt  =  the  difference  between  the  firm's 
output  in  t  and  its  output  in  t— 1, 

Aff»=the  difference  between  the  firm’s 
stock  of  capital  equipment  at  the  end  of  t 
and  its  stock  at  the  end  of  t— 1,  and 

fc  =  the  fixed  technological  ratio  which  the 
firm  is  assumed  to  maintain  between  its  out¬ 
put  and  its  stock  of  capital  equipment. 

Both  theoretical  considerations  and  em¬ 
pirical  tests,  however,  suggest  that  the  pure 
acceleration  principle  is  subject  to  several 
important  qualifications  as  a  realistic  theory 
of  private  investment. 

First,  the  pure  acceleration  principle  im¬ 
plies  that  the  firm  is  able  to  adjust  its  stock 
of  capital  equipment  instantaneously  to  in¬ 
creases  in  demand  for  its  output,  but  in 
practice  a  construction  period  of  some  length 
must  usually  intervene  between  the  deci¬ 
sion  to  purchase  additional  capital  equip¬ 
ment  and  its  actual  installation.  The  firm 
might  react  to  the  time  required  for  con¬ 
struction  in  either  of  two  ways:  by  post¬ 
poning  investment  decisions  until  additional 
demand  actually  materializes;  thus  postpon¬ 
ing  its  ability  adequately  to  meet  the  de¬ 
mand  until  after  the  construction  period; 
or  by  making  investment  decisions  on  the 
basis  of  its  expectations  of  what  the  de¬ 
mand  will  be  after  the  construction  period, 
thus  beginning  the  construction  process  in 
advance  of  expected  changes  in  demand. 
The  latter  reaction  is  assumed  in  the  capital  - 
requirements  theory. 

Second,  the  pure  acceleration  principle  im¬ 
plies  that  the  firm  adjusts  the  capacity  of 
its  stock  of  capital  equipment  precisely  to 
its  output,  but  in  practice  a  margin  of  spare 
capacity  is  commonly  provided.  One  reason 
for  maintaining  some  spare  capacity  is  that 
demand  is  expected  to  fluctuate,  and  that 
the  firm  wishes  to  be  able  to  handle  tem¬ 
porary  increases  in  demand  without  undue 
delay.  This  motive  is  particularly  strong  in 
cases  in  which  the  essential  assumption  of 
the  pure  acceleration  principle  is  most 
realistic— cases  in  which  the  technological 
relation  between  capacity  and  capital  equip¬ 
ment  is  quite  rigid.  Another  reason  for 
maintaining  some  spare  capacity  is  that  de¬ 
mand  is  exepcted  to  follow  an  upward  secu¬ 
lar  trend,  and  that  there  are  economies  in 
making  a  small  number  of  large  installations 
of  capital  equipment  rather  than  a  large 
number  of  small  installations.  The  signifi¬ 
cance  of  the  margin  of  spare  capacity  de¬ 
pends,  of  course,  on  whether  it  is  regularly 
varied,  or  is  kept  at  some  normal  level.  The 
latter  practice  is  assumed  in  the  capital- 
requirements  theory,  and  means  that  the  ra¬ 
tio  between  the  firm’s  output  and  its  stock 
of  capital  equipment  depends  on  the  firm’s 
decision  to  maintain  a  normal  margin  of 
spare  capacity,  as  well  as  on  the  techno¬ 
logical  relation  between  capacity  and  capital 
equipment. 

Third,  the  pure  acceleration  principle  is 
perfectly  symmetrical  with  respect  to  in¬ 
creases  and  decreases  in  output,  but  actually 
the  firm  frequently  is  unable  to  react  in  the 
same  way  to  decreases  in  demand  for  its  out¬ 


put  as  to  increases.  If  demand  rises,  the  firm 
can  usually  expand  its  stock  of  capital 
equipment  as  rapidly  as  the  fixed  ratio  to 
output  requires,  although  at  times  it  may  be 
restricted  by  supply  shortages.  If  demand 
falls,  on  the  other  hand,  the  firm  frequently 
cannot  contract  its  stock  of  capital  equip¬ 
ment  rapidly  enough  to  maintain  a  fixed 
ratio  to  output,  since  it  can  contract  only 
as  fast  as  retirement  because  of  wear  and 
tear  and  obsolescence  permits.  The  firm 
might,  of  course,  simply  junk  the  equipment, 
or  sell  it  at  distress  prices,  but  this  accept¬ 
ance  of  capital  loss  is  usually  not  worth 
while,  since  the  cost  of  retaining  idle  capital 
equipment  is  usually  small  relative  to  possi¬ 
ble  future  returns  if  and  when  it  can  be 
used  again.  If  demand  falls,  therefore,  the 
firm  frequently  cannot  make  its  net  invest¬ 
ment  as  negative  as  the  pure  acceleration 
principle  asserts,  but  instead  accumulates 
excess  capacity.  Moreover,  if  demand  then 
rises,  the  firm  need  not  make  any  positive 
net  investment  until  this  excess  capacity  has 
again  been  brought  into  use.  The  pure  ac¬ 
celeration  principle  should  be  modified  to 
take  account  of  this  asymmetry  in  the  firm’s 
reaction  to  increases  and  decreases  in  de¬ 
mand. 

Fourth  and  finally,  the  assumed  ratio  be¬ 
tween  the  firm’s  output  and  its  stock  of  capi¬ 
tal  equipment  is  changed  from  time  to  time 
by  technological  developments.  This  quali¬ 
fication  does  not  destroy  the  usefulness  of 
the  principle,  provided  that  the  technologi¬ 
cal  changes  are  discontinuous,  and  that  the 
ratio  remains  stable  from  one  technological 
change  to  the  next.  This  qualification  does 
suggest  two  modifications  in  the  form  of  the 
principle,  however,  (1)  since  a  technological 
change  typically  leads  the  firm  to  modify  its 
purchases  of  new  capital  equipment,  but  not 
immediately  to  scrap  and  replace  all  its  ob¬ 
solescent  plant,  the  principle  should  be 
stated  in  terms  of  ratios  between  changes  in 
the  firm’s  output  and  changes  in  its  stocks 
of  capital  equipment,  rather  than  in  terms  of 
ratios  between  the  firm’s  total  output  and 
its  total  stocks;  (2)  since  a  technological 
change  directly  affects  a  particular  type  of 
capital  equipment,  the  principle  should  be 
stated  in  terms  of  a  set  of  ratios,  one  for  each 
of  the  various  types  of  capital  equipment. 

B.  The  capital-requirements  theory 

The  acceleration  principle  in  its  pure  form 
is  thus  not  sufficiently  realistic  to  warrant 
confidence.  If  it  is  modified  to  make  allow¬ 
ance  for  the  four  qualifications  just  dis¬ 
cussed,  however,  it  can  provide  the  basis  for 
a  more  realistic,  yet  still  simple,  theory  of 
private  investment — the  capital-require¬ 
ments  theory. 

The  first  modification  of  the  pure  accel¬ 
eration  principle  introduces  the  firm’s  ex¬ 
pectations  of  future  demand.  The  firm  is 
conceived  to  adjust  its  stock  of  capital 
equipment  to  the  demand  which  it  expects 
to  prevail  after  the  construction  period. 
Algebraically,  equation  (7,  1)  becomes: 

(7,  3) 

Ki+1=kOet+1 
and  equation  (7,  2)  becomes: 

(7,  4) 

AK<+i=kOet+i  —  Kt 

in  which 

Oct+i  =  the  expected  output  in  the  period 
i+l,  the  length  of  the  period  is  the  time  re¬ 
quired  for  construction. 

Once  the  firm’s  demand  expectations  have 
been  introduced  into  the  theory,  however,  it 
is  necessary  to  find  a  relation  between  these 
subjective  expectations  and  some  measur¬ 
able  objective  variables.  Here  a  variant  of 
Metzler’s  expectations  coefficient  may  serve 
as  a  simple  hypothesis.  The  expectations 
coefficient  is  defined  as  the  ratio  between  the 
expected  proportional  change  in  output  from 
the  current  period  to  the  next  period,  and 
the  actual  proportional  change  from  the  last 
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period  to  the  current  period.  Thus  the  ex¬ 
pected  output  in  the  next  period  equals  the 
output  in  the  current  period,  plus  a  positive 
or  negative  increment  which  depends  upon 
the  expectations  coefficient  and  the  actual 
proportional  change  from  the  last  period 
to  the  current  period.  Algebraically, 

(7,  5) 

e=0"  t+i  —  Ot /O  t  /  O  t  —  Oi-t/Ot-i 
(7,  6) 

Or<Tl  =  Of[l-t~e(Oi  —  Of-i/ Oi-i)  ] 
in  which 

e  =  the  expectations  coefficient. 

Note  that  if  the  coefficient  is  0,  future  out¬ 
put  is  expected  to  be  the  same  as  current 
output;  if  the  coefficient  is  +1,  the  current 
proportional  trend  is  expected  to  continue; 
if  the  coefficient  is  —1,  the  current  propor¬ 
tional  trend  is  expected  to  reverse  itself. 

The  question  may  arise  how  the  effect  of 
uncertainty  of  the  future  may  be  recognized 
in  this  treatment  of  expectations.  On  the 
assumption  that  a  firm  becomes  less  willing 
to  undertake  investment  if  the  uncertainty 
surrounding  future  yields  increases,  the 
effect  of  greater  uncertainty  can  be  repre¬ 
sented  by  a  smaller  expectations  coefficient 
for  future  output,  so  that  a  given  increase 
in  demand  from  the  last  period  to  the  cur¬ 
rent  period  leads  the  firm  to  undertake  less 
net  investment  than  it  would  if  the  future 
were  more  certain. 

The  second  modification  of  the  pure  accel¬ 
eration  principle  provides  for  a  normal  mar¬ 
gin  of  spare  capacity.  One  fixed  ratio,  or 
capital  coefficient,  depending  on  technologi¬ 
cal  considerations,  is  assumed  to  exist  be¬ 
tween  the  stock  of  capital  equipment  and 
its  capacity.  Another  fixed  ratio,  or  spare- 
capacity  coefficient,  depending  on  the  firm’s 
decision  to  maintain  a  normal  margin  of 
spare  capacity,  is  assumed  to  exist  between 
the  capacity  of  the  capital  equipment  and 
the  output  which  the  firm  expects  to  pro¬ 
duce.  Algebraically,  equation  (7,  3)  is  modi¬ 
fied  to  read: 

(7,  7) 

K  i+x  =  fJC  t+x 
(7,  8) 

and 

C<+i=70e<+i,  7>1 

in  which 

/3=the  capital  coefficient, 

7=the  spare-capacity  coefficient,  and 

Cin=the  capacity  of  the  stock  of  capital 
equipment,  defined  in  the  same  units  as 
output. 

Equation  (7,  4)  is  modified  to  read 
(7,  9) 

AKt+i=PyOet+i  —  Kt  z=py(Oet+i — 1/7 Ci) 

The  third  modification  of  the  pure  accel¬ 
eration  principle  recognizes  the  asymmetry 
between  the  firm’s  reaction  to  a  decrease  in 
expected  output  and  its  reaction  to  an  in¬ 
crease.  This  is  accomplished  by  assuming 
that  the  firm’s  net  investment  cannot  be 
more  negative  than  its  retirement  of  capital 
equipment  because  of  wear  and  tear  and 
obsolescence,  and  that  such  retirement  is 
technologically  determined  as  a  fixed  frac¬ 
tion  of  its  stock  of  capital  equipment.  In 
the  algebraic  statement  equation  (7,  9)  is 
subjected  to  the  limitation  that 
(7,  10) 

AKt+ — Rt+ 1 

in  which 

— i?i+1=the  firm’s  retirement,  conceived  as 
a  negative  flow. 

It  should  be  noted  that  if  this  limitation 
becomes  operative  in  any  period,  the  firm  will 
be  left  with  a  capacity  relative  to  its  ex¬ 
pected  output  greater  that  that  indicated  by 
the  spare -capacity  coefficient.  If  expected 
output  susequently  rises,  positive  net  in¬ 
vestment  will  be  undertaken  only  to  the  ex¬ 
tent  that  expected  output  exceeds  the  nor- 
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mal  fraction  of  capacity  indicated  by  the 
spare  capacity  coefficient.  The  firm's  retire¬ 
ment  in  turn  is  determined  by 
(7,  XI) 

— iti+i  =  —pKi 

in  which 

—/>  =  the  retirement  coefficient. 

This  assumption  regarding  retirement  is  a 
simple  one,  subject  to  a  number  of  qualifi¬ 
cations  in  practice.  Retirement  due  to  wear 
and  tear  is  determined  most  rigidly  for  capi¬ 
tal  equipment  with  a  well-defined  service 
life.  Even  with  a  well-defined  service 
life,  however,  retirement  depends  on  the  age 
distribution  of  the  capital  equipment,  and 
on  the  degree  of  past  utilization  of  its  ca¬ 
pacity,  as  well  as  on  the  current  stock.  On 
the  other  hand,  the  more  durable  the  capi¬ 
tal  equipment  the  more  variable  its  service 
life,  until  some  types,  given  proper  main¬ 
tenance  and  spare-parts  replacement,  are 
essentially  immortal.  Finally,  retirement 
due  to  obsolescence  depends  in  part  on  the 
firm’s  policy  regarding  the  rate  of  introduc¬ 
tion  of  technological  improvements.  Thus  a 
complete  theory  would  have  to  introduce 
other  variables  affecting  retirement  in  addi¬ 
tion  to  the  stock  of  capital  equipment. 
Nonetheless  in  the  capital-requirements 
theory  a  fixed  retirement  coefficient  has  been 
assumed,  partly  because  retirement  enters 
the  theory  primarily  as  a  limitation  on  nega¬ 
tive  net  investment,  and  partly  because  it 
seems  worth  while  to  test  the  simple  as¬ 
sumption  before  developing  a  more  complex 
one. 

The  fourth  modification  of  the  pure  ac¬ 
celeration  principle,  suggested  by  the 
necessity  of  admitting  technological  change 
into  the  theory,  defines  the  capital  and  spare- 
capacity  coefficients  as  incremental  coeffi¬ 
cients,  relating  changes  in  expected  output, 
capacity,  and  capital  stock,  rather  than  as 
average  coefficients,  relating  total  expected 
output,  capacity,  and  capital  stock.  In  other 
words,  the  capital-requirements  theory  is 
stated  in  terms  of  equation  (7,  9),  rather 
than  in  terms  of  equations  (7,  7)  and  (7,  8). 
When  a  technological  change  occurs,  the 
firm  introduces  it  by  modifying  its  pur¬ 
chases  of  new  capital  equipment  of  the 
various  types;  its  net  investment  as  deter¬ 
mined  by  equation  (7,  9)  is  modified  by 
abrupt  changes  in  fl  and  y.  The  firm  does 
not  immediately  scrap  and  replace  all  its 
obsolescent  equipment,  however;  its  total 
stock  of  equipment  and  total  capacity  are 
not  determined  immediately  by  equations 
(7,  7)  and  (7,  8)  using  the  changed  /3  and  y, 
but  only  gradually  as  all  its  obsolescent 
equipment  is  replaced. 

The  necessity  of  recognizing  technological 
change  suggests  another  modification,  which 
defines  the  capital,  spare-capacity,  and  re¬ 
tirement  coefficients  so  that  they  apply  to 
particular  types  of  capital  equipment,  rather 
than  to  all  types  lumped  together.  Alge¬ 
braically,  all  the  coefficients  and  stocks  (but 
not  expected  output)  in  equations  (7,  9), 
(7,  10),  and  (7,  11)  are  rewritten  to  read: 

(7,  12) 

AK"t-n  =  P"ya(0''i+i  —  l/y',Cai) ,  AK"t^  — 

(7,  13) 

—  R"ui—  —  paK"i 
in  which  the  superscript 

a  refers  to  a  particular  type  of  capital 
equipment,  and  similar  superscripts  are  used 
for  other  types. 

Here  a  definitional  problem  is  raised.  If 
the  types  are  defined  narrowly,  as  physically 
identical  units,  then  a  technological  change 
must  be  conceived  as  the  introduction  of  an 
entirely  new  set  of  coefficients.  If  the  types 
are  defined  broadly,  however,  as  physically 
different  units  performing  a  similar  func¬ 


tion  (which  requires  that  they  be  measured 
in  terms  of  value),  then  a  technological 
change  can  be  conceived  as  the  alteration  of 
the  old  set  of  coefficients.  This  broader  defi¬ 
nition  is  adopted  here. 

The  capital-requirements  theory  as  now 
formulated  may  be  summarized  in  the  fol¬ 
lowing  basic  hypotheses,  which  are  to  be 
tested  against  actual  practice  in  the  tele¬ 
phone  industry:  (1)  The  firm’s  demand  esti¬ 
mates  depend  via  a  fixed  expectations  co¬ 
efficient  upon  the  recent  trend  of  its  output. 
(2)  The  firm’s  net  investment  depends  via 
a  fixed  capital  coefficient  and  a  fixed  spare- 
capacity  coefficient  upon  these  demand  esti¬ 
mates.  (3)  The  firm’s  retirement  depends 
via  a  fixed  retirement  coefficient  upon  its 
present  stock  of  capital  equipment.  The 
second  and  third  hypotheses  are  conceived 
to  apply  to  each  particular  type  of  capital 
equipment.  In  the  algebraic  statement, 
these  basic  hypotheses  are 

(7,  6) 

0"(+1=0<[l+e(0(-0i-i/0i-i)] 

(7,  12) 

AKa  i  +r=  f}"y"(Oet+i —  l/yaCat)  ,  A  if"  f  +1^ —Rai+1 

(7,  13) 

—Rat+ 1=  —  paKai 

C.  The  relation  of  the  capital-requirements 
theory  to  a  more  general  theory 

The  capital-requirements  theory,  although 
more  complex  than  the  pure  acceleration 
principle,  is  still  quite  simple.  What  then 
is  the  relation  between  this  simple  theory 
and  a  more  general  theory,  based  on  the 
profit-maximizing  equilibrium  of  the  firm? 
Without  going  into  detailed  analysis,  the 
question  can  be  answered  generally  by  in¬ 
dicating  the  principal  alternative  assump¬ 
tions  which  are  made  in  the  two  theories. 

A  more  general  theory  usually  assumes 
that  in  all  markets  the  firm  can  sell,  buy, 
and  borrow  either  unlimited  quantities  at 
going  prices,  or  varying  quantities  at  vary¬ 
ing  prices  as  indicated  by  sloping  supply  and 
demand  curves.  On  the  other  hand,  the 
capital-requirements  theory  assumes  that  in 
the  market  for  output  the  firm  can  sell  only 
a  limited  quantity  at  the  going  price,  and 
that  the  price  is  accepted  as  a  stable  parame¬ 
ter  of  its  decisions.  In  other  words,  a  sloping 
demand  curve  exists,  but  because  of  conven¬ 
tional  price-setting,  it  can  be  represented 
simply  by  the  quantity  demanded.  The 
theory  assumes  as  before  that  in  the  mar¬ 
kets  for  capital  equipment,  for  other  inputs, 
and  for  capital  funds  the  firm  can  buy  and 
borrow  unlimited  quantities  at  going  prices, 
or  at  rising  prices  as  indicated  by  sloping 
supply  curves;  and  in  addition  that  these 
prices  or  supply  curves  are  so  related  that  it 
is  profitable  to  purchase  whatever  amount 
of  capital  equipment  is  required  to  produce 
the  output  which  the  firm  can  sell. 

The  production  function  assumed  in  the 
more  general  theory  usually  contains  con¬ 
tinuous  decreasing  marginal  rates  of  sub¬ 
stitution  among  inputs  for  given  outputs, 
and  among  outputs  for  given  inputs;  and 
continuous  decreasing  marginal  rates  of 
transformation  between  input  combinations 
and  output  combinations,  i.e.,  decreasing 
returns  to  scale.  In  the  capital-requirements 
theory,  however,  the  production  function 
contains  fixed  coefficients  relating  the  firm’s 
output  to  the  stocks  of  various  types  of 
capital  equipment  in  use,  and  hence  relat¬ 
ing  its  capacity  to  its  total  existing  stocks. 
In  addition,  the  firm  as  a  matter  of  policy 
is  supposed  to  maintain  normal  margins  of 
spare  capacity  as  fixed  fractions  of  total 
capacity  in  the  various  types  of  equipment. 

Although  both  theories  adopt  the  hypoth¬ 
esis  that  the  firm  seeks  to  maximize  its 
profit,  the  consequence  of  profit  maximlza- 
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tion  differs.  In  a  more  general  theory,  profit 
maximization  consists  in  purchasing  addi¬ 
tional  units  of  capital  equipment  up  to  the 
point  at  which  the  expected  profit  from  the 
marginal  unit  falls  to  zero.  In  the  capital- 
requirements  theory,  on  the  other  hand, 
profit  maximization  consists  in  purchasing 
additional  units  of  capital  equipment  up  to 
the  point  at  which  the  sum  of  the  addi¬ 
tional  outptus  which  they  can  produce 
equals  the  expected  total  increase  in  output 
in  the  next  period.  The  expected  profit  from 
the  marginal  unit  remains  positive,  but  if 
the  firm  purchased  still  more  units,  their 
output  could  not  be  sold  in  the  next  period. 

The  particular  assumptions  of  the  capital- 
requirements  theory  also  mean  that  changes 
in  the  rate  of  interest  and  in  the  prices  of 
output,  of  capital  equipment,  and  of  other 
inputs,  have  no  effect  upon  the  firm’s  in¬ 
vestment.  There  can  be  no  substitution 
effect  so  long  as  the  production  function 
contains  fixed  coefficients  relating  the  firm’s 
output  to  the  stocks  of  various  types  of 
capital  equipment  in  use,  and  the  firm  main¬ 
tains  normal  margins  of  spare  capacity. 
There  can  be  no  expansion  effect  so  long  as 
the  firm’s  output  is  limited  by  a  sloping 
demand  curve  and  a  conventional  price;  a 
change  in  any  of  these  prices  causes  a  change 
in  profit,  but  not  in  investment. 

It  may  be  noted  at  this  point  that  in 
two  respects  the  capital-requirements  theory 
is  actually  more  complete  than  the  more 
general  theory  as  often  formulated.  It  at¬ 
tempts  to  explain  both  the  formation  of 
expectations  regarding  future  demand  and 
the  determination  of  retirement.  The 
simpler  capital-requirements  theory  also  has 
certain  advantages  for  empirical  investiga¬ 
tions.  To  begin  with,  it  suggests  a  smaller 
number  of  relevant  economic  factors.  In 
questioning  businessmen  about  their  invest¬ 
ment  decisions,  a  smaller  number  of  variables 
reduces  the  problem  of  multicollinearity. 
The  capital-requirements  theory  also  speci¬ 
fies  linear  relationships  among  its  variables, 
which  eases  the  statistical  analysis.  Most 
important  of  all,  a  number  of  existing  empir¬ 
ical  investigations  of  private  investment 
have  indicated  that  the  relevant  economic 
factors  suggested  by  the  capital-require¬ 
ments  theory  are  of  major  importance,  while 
the  additional  factors  suggested  by  a  more 
general  theory  can  be  readily  neglected. 

III.  A  QUALITATIVE  ANALYSIS  OP  TELEPHONE 
INVESTMENT 

A.  The  method 

The  capital -requirements  theory  is  tested 
in  the  course  of  this  study  of  telephone  in¬ 
vestment  in  two  different  ways.  In  this  sec¬ 
tion  it  is  tested  qualitatively  by  examining 
the  procedures  followed  in  reaching  invest¬ 
ment  decisions  in  the  Bell  System,  and 
judging  whether  these  procedures  can  be 
approximated  by  the  fixed  coefficients  of  the 
theory.  In  the  next  section  a  quantitative 
test  is  made  by  calculating  coefficients  from 
statistical  data  for  the  entire  industry,  and 
evaluating  the  reasonableness  of  the  com¬ 
puted  coefficients. 

The  importance  of  the  qualitative  analy¬ 
sis  presented  in  this  section  should  be  em¬ 
phasized.  Not  only  is  it  a  direct  observation 
of  investment  procedures  which  can  be  com¬ 
pared  in  its  own  right  with  the  procedures 
envisioned  in  the  capital-requirements 
theory,  but  also  it  provides  a  basis  for  the 
subsequent  quantitative  analysis.  The  pro¬ 
cedural  information  serves  as  a  guide  for 
various  details  of  the  statistical  calculations, 
and  the  chronology  of  technological  develop¬ 
ments  in  the  industry  serves  as  a  standard 
for  evaluating  the  statistical  results. 

The  information  for  this  qualitative  analy¬ 
sis  was  obtained  primarily  in  interviews  with 
members  of  the  staff  of  the  American  Tele- 
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phone  &  Telegraph  Co.1  An  attempt  was 
made  to  avoid  some  of  the  common  short¬ 
comings  of  the  questioning  technique  by 
relying  upon  interviews  rather  than  ques¬ 
tionnaires,  so  that  ambiguous  questions  and 
answers  could  be  reexplored;  and  by  placing 
the  emphasis  upon  procedures  rather  than 
motives,  which  is  feasible  in  a  large  institu¬ 
tionalized  organization.  It  may  be,  how¬ 
ever,  that  the  resulting  qualitative  descrip¬ 
tion  lays  insufficient  stress  upon  the 
judgment  used  in  weighing  less  tangible 
considerations  than  those  discussed  here. 
The  final  statement,  of  course,  is  my  own 
responsibility. 

B.  Demand  estimates  in  the  Bell  System 

The  first  stage  of  the  investment  process 
in  the  Bell  System  consists  in  estimating 
future  demand.  These  demand  estimates 
are  made  by  the  commercial  departments  of 
the  associated  operating  companies,  and  by 
corresponding  personnel  in  the  American 
company’s  long-lines  operating  department, 
with  procedural  assistance  from  the  staff  of 
the  American  company. 

The  basic  demand  estimates  are  stated  in 
terms  of  three  interrelated  variables — the 
number  of  lines,  the  number  of  main  tele¬ 
phones,  and  the  number  of  total  telephones. 
These  three  variables  are  in  ascending  order 
of  size,  the  number  of  main  telephones  be¬ 
ing  larger  than  the  number  of  lines  because 
it  includes  main  telephones  on  multiparty 
lines,  and  the  number  of  total  telephones  be¬ 
ing  larger  than  the  number  of  main  tele¬ 
phones  because  it  includes  extension  tele¬ 
phones.  Therefore  once  one  of  the  vari¬ 
ables  is  estimated  independently,  the  others 
can  be  calculated  from  it  by  the  use  of  ap¬ 
propriate  ratios.  The  common  practice  is  to 
take  the  number  of  main  telephones  as  the 
independent  estimate.  The  ratios  used  in 
calculating  the  other  two  variables  are  ob¬ 
tained  largely  from  past  records,  but  modi¬ 
fied  by  expected  future  changes.  Thus  they 
vary  somewhat  from  year  to  year,  and  also 
between  exchanges.  From  these  basic  esti¬ 
mates  of  lines,  main  telephones,  and  total 
telephones,  more  detailed  estimates,  broken 
down  among  all  the  various  classes  of  tele¬ 
phone  service,  are  derived  by  the  use  of  still 
other  ratios.  In  smalltown  exchanges,  for 
example,  the  number  of  business  telephones 
is  often  calculated  In  this  way  from  the  esti¬ 
mated  number  of  residence  telephones.  In 
metropolitan  areas,  on  the  other  hand,  the 
number  of  business  telephones  is  estimated 
directly. 

The  complete  demand  estimates  are  of  two 
types,  depending  upon  the  use  to  which  they 
are  put.  The  first  type,  the  general  plan¬ 
ning  estimates,  are  usually  made  for  a  period 
of  3. years  in  advance,  although  the  period 
may  be  shortened  or  lengthened  according 
to  the  confidence  which  the  analysts  place 
in  the  expected  future  trends.  They  are 


1  Published  materials  which  relate  to  in¬ 
vestment  procedures  in  the  Bell  System,  and 
which  were  also  consulted,  include:  Federal 
Communications  Commission,  “Investigation 
of  the  Telephone  Industry  in  the  United 
States,”  H.  Doc.  No.  340,  76th  Cong.,  1st  sess., 
Government  Printing  Office,  Washington, 
1939.  Ibid.,  “Special  Investigation  Docket,” 
No.  1,  1936,  exhibit  No.  135,  “Long-Lines  De¬ 
partment,  Financial  and  Operating  Sum¬ 
mary”;  exhibit  No.  580,  “Long-Lines  Depart¬ 
ment,  Property  Not  Used  and  Useful”;  exhibit 
No.  2096-G,  “Effect  of  Control  Upon  Tele¬ 
phone  Service  and  Rates.”  American  Tele¬ 
phone  &  Telegraph  Co.,  “Comments  on  the 
Telephone  Investigation,”  1937,  No.  31,  “Com¬ 
ments  on  Exhibit  No.  135”;  No.  32,  “Com¬ 
ments  on  Exhibit  No.  580,”  Ibid.,  “Annual 
Reports,”  1913-48. 


made  annually,  and  reviewed  and  modified 
quarterly,  or  whenever  a  more  detailed  spe¬ 
cial-project  estimate  has  been  made.  Their 
inain  purpose  is  to  serve  as  a  rough  guide  in 
determining  when  an  expansion  of  capacity 
in  a  particular  exchange  will  be  required. 
The  second  type,  the  special -project  esti¬ 
mates,  are  made  whenever  an  expansion  of 
capacity  in  a  particular  exchange  is  planned 
in  detail.  They  are  more  elaborate  than  the 
general  planning  estimates,  and  are  fitted  to 
the  particular  projects  under  consideration. 
Their  chief  purpose  is  to  help  determine,  in 
conjunction  with  the  policy  of  building 
ahead  of  demand,  how  much  capital  equip¬ 
ment  is  required;  and  hence  the  number  of 
years  for  which  demand  is  forecast  de¬ 
pends  upon  the  period  of  building  in  advance 
which  is  applied  to  that  particular  type  of 
capital  equipment. 

The  basic  technique  applied  in  making  all 
of  these  demand  estimates  is  a  field  survey 
of  each  individual  exchange.  The  com¬ 
mercial  departments  of  the  associated  com¬ 
panies  have  staffs  of  development  engi¬ 
neers,  each  of  whom  is  responsible  for 
making  the  periodic  demand  estimates  for 
certain  exchanges.  The  development  engi¬ 
neer’s  analysis  is  usually  based  on  a  sample 
of  typical  streets  or  blocks,  and  involves  the 
consideration  of  two  factors.  He  must  fore¬ 
cast  the  number  of  new  families.  This  part 
of  his  analysis  is  usually  based  on  existing 
or  prospective  building  programs.  He  must 
also  forecast  the  increase  in  development, 
or  percentage  of  families  with  telephones. 
This  part  of  his  analysis  is  usually  based  on 
prospective  personal  incomes  of  individuals 
and  prospective  business  conditions,  plus 
such  less  tangible  considerations  as  changes 
in  telephone  habits,  e.g.,  changes  due  to  serv¬ 
icemen’s  wartime  experience  with  long-dis¬ 
tance  calls. 

Demand  estimates  formed  in  this  way  ob¬ 
viously  contain  large  subjective  elements. 
Their  reliability  depends  on  the  reliability  of 
the  development  engineer’s  Judgment  regard¬ 
ing  future  building  programs,  personal  in¬ 
comes,  and  business  conditions;  and  also  on 
the  reliability  of  his  judgment  upon  the  re¬ 
lations  which  exist  between  these  factors  and 
the  demand  for  telephone  service.  The  ad¬ 
visory  staff  of  the  American  company  recog¬ 
nize  this  fact,  but  feel  that  subjective 
methods  of  this  sort  are  the  most  depend¬ 
able  methods  available.  Therefore,  although 
they  suggest  that  the  development  engineer 
make  his  assumptions  and  his  line  of  reason¬ 
ing  explicit,  so  that  his  estimate  can  be 
modified  if  either  is  later  found  to  be  in 
error,  they  encourage  him  to  rely  primarily 
upon  his  own  judgment,  using  statistical 
trends  and  correlations  as  only  one  element 
to  be  considered.  Rough  consistency  of  the 
assumptions  and  reasoning  applied  in  the 
various  exchanges  is  obtained  in  the  course 
of  consultations  among  the  development 
engineers.  There  is  also  some  evidence  that 
a  general  feeling  of  optimism  regarding  fu¬ 
ture  expansion  of  demand  for  telephone  serv¬ 
ice  has  prevailed,  which  probably  has  affect¬ 
ed  these  subjective  estimates.2  Such  opti¬ 
mism  is  of  course  natural  in  view  of  the 
steady  increase  in  number  of  telephones 
actually  experienced. 

Although  the  basic  technique  used  in  mak¬ 
ing  demand  estimates  is  the  field  survey, 
statistical  methods  are  used  to  supplement 
this  technique.  Statistical  projections  for 
the  entire  area  of  an  associated  company  are 
frequently  used  as  a  check  on  the  totals 
emerging  from  forecasts  in  the  individual 
exchanges.  Economic  statisticians  on  the 


3  American  Telephone  &  Telegraph  Co., 
“Annual  Reports,”  1919,  p.  43;  1925,  p.  8; 
1935,  pp.  10-11. 


staff  of  the  American  company,  besides  pro¬ 
viding  various  data,  also  periodically  make 
general  studies  of  business  conditions,  and 
general  statistical  projections  for  the  entire 
Bell  System.  These  are  circulated  and  dis¬ 
cussed  with  personnel  of  the  associated  com¬ 
panies. 

Moreover,  a  technique  based  upon  trend 
extrapolation  was  used  by  the  long-lines 
department  in  its  demand  estimates  made  in 
the  fall  of  1930.  The  American  company 
stated  in  reply  to  criticism  of  these  esti¬ 
mates  3  that  five  factors  had  been  considered 
in  making  them:  (1)  Long-lines  messages 
had  had  an  average  annual  rate  of  growth 
of  13.5  percent  in  the  period  1915-29;  (2) 
They  had  had  an  annual  rate  of  growth  of 
18  percent  in  1928  and  1929;  (3)  In  the  first 
half  of  1930  they  had  been  6.5  percent  above 
the  first  half  of  1929,  and  in  the  last  half  of 
1930  they  had  been  only  slightly  below  the 
last  half  of  1929;  (4)  In  the  1921  depression 
they  had  merely  failed  to  increase  over  1920, 
and  in  1922  they  had  increased  17  percent 
over  1921;  (5)  A  majority  of  economists  and 
business  forecasters  had  predicted  recovery 
in  the  first  half  of  1931,  which  would  have 
made  the  1929  depression  similar  to  the  1921 
depression.  The  company  presented  the  data 
from  which  these  considerations  were  de¬ 
rived  in  the  form  of  a  semilogarithmic  chart, 
upon  which  were  plotted  index  numbers  on 
a  1910  base  of  long-lines  toll  traffic,  local 
stations,  local  traffic,  national  production, 
and  national  population,  all  compared  to  ex¬ 
ponential  reference  trends  of  1  percent  up 
to  10  percent.  The  company  also  stated  that 
the  pattern  of  the  past  had  apparently  re¬ 
established  itself  after  the  depression,  for 
long-lines  messages  had  increased  20  percent 
in  1936  over  1935,  and  29  percent  in  1937 
(based  on  7  months’  experience)  over  1936. 

In  summary,  demand  estimates  in  the  Bell 
System  are  based  primarily  upon  field  studies 
in  each  individual  exchange,  i.e.,  upon  sub¬ 
jective  methods,  supplemented  and  checked 
by  statistical  calculations.  Representing 
the  formation  of  these  estimates  by  a  simple 
device  like  the  expectations  coefficient,  as  in 
the  capital-requirements  theory,  is  only  an 
approximation.  Nonetheless,  a  natural 
tendency  for  subjective  forecasts  to  be  in¬ 
fluenced  by  current  trends,  plus  the  use  of 
supplementary  statistical  analysis  relying 
explicitly  upon  trend  extrapolation,  suggest 
that  the  expectations  coefficient  is  a  useful 
approximation.  To  this  extent  the  first  basic 
hypothesis  of  the  capital  requirements 
theory — that  demand  estimates  depend  via 
a  fixed  expectations  coefficient  upon  the 
recent  trend  of  output — is  supported  by  the 
Bell  System  procedures. 

C.  Determination  of  required  capital  equip¬ 
ment  in  the  Bell  System 

The  second  stage  of  the  investment  process 
in  the  Bell  System  consists  in  determining 
the  additional  amounts  of  capital  equipment 
required  to  handle  the  estimated  demand. 
These  calculations  are  handled  by  the  engi¬ 
neering  departments  of  the  associated  com¬ 
panies  and  corresponding  personnel  in  the 
long-lines  department,  again  with  procedural 
assistance  from  the  staff  of  the  American 
company. 

One  feature  of  the  engineering  is  that  a 
new  installation  of  capital  equipment  must 
be  decided  upon  a  certain  period  of  time  be¬ 
fore  it  is  needed  in  service,  because  of  the 
time  required  to  engineer,  manufacture,  and 
install  new  capital  equipment.  The  construc- 

3  Federal  Communications  Commission, 
“Docket,”  Exhibit  No.  580,  “Long-Lines  De¬ 
partment,  Property  Not  Used  and  Useful,” 
pp.  11-14.  American  Telephone  &  Telegraph 
Co.,  “Comments,”  No.  32,  “Comments  on  Ex¬ 
hibit  No.  580,”  pp.  16-24. 
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tion  period  varies  according  to  the  size  of 
the  job,  but  it  is  now  roughly  a  year  for 
automatic  switchboards,  6  months  for  man¬ 
ual  switchboards,  9  months  for  repeaters 
(amplifiers,  which  restore  the  strength  of  the 
signal  over  long  lines),  3  months  for  new 
cable  on  an  existing  pole  line,  and  2  years 
for  a  major  new  pole  line  requiring  a  new 
right-of-way.  The  necessity  of  allowing  for 
these  construction  periods  is  in  keeping  with 
the  capital -requirements  theory. 

Another,  and  quite  important,  feature  of 
the  engineering  stage  is  the  practice  of 
building  ahead  of  demand — of  providing  in 
each  new  installation  of  capital  equipment 
a  certain  margin  of  spare  capacity.  This  is 
accomplished  by  taking  the  demand  estimate 
for  several  years  in  the  future  as  the  meas¬ 
ure  of  the  capacity  which  is  to  be  provided 
in  the  new  installation.  The  appropriate 
period  of  building  ahead  of  demand  varies 
from  one  type  of  capital  equipment  to  an¬ 
other,  the  criterion  in  each  case  being  the 
relative  cost  of  a  single  installation  with 
large  capacity  and  of  a  succession  of  instal¬ 
lations  with  small  capacity.  Detailed  stud¬ 
ies  are  made  in  applying  this  criterion,  and 
for  each  type  of  equipment  a  period  of 
building  in  advance  is  selected  which  gives 
the  lowest  present  value  of  the  expected 
costs,  discounted  at  a  rate  of  7  percent. 

The  periods  currently  in  use  are  approxi¬ 
mately  as  follows:  In  the  case  of  open-wire 
pole  lines,  poles  are  usually  erected  of  suf¬ 
ficient  size  to  carry  the  expected  number  of 
crossarms  and  wires  20  to  25  years  in  the 
future,  and  then  the  crossarms  and  wires 
are  added  to  keep  up  with  current  demand. 
Underground  conduit  is  also  normally  placed 
to  provide  capacity  adequate  for  20  to  25 
years.  In  long  toll  cables,  a  sufficient  num¬ 
ber  of  conductors  is  usually  provided  to  han¬ 
dle  the  expected  traffic  15  to  20  years  in  the 
future,  and  then  the  carrier  systems  which 
are  needed  to  convert  these  conductors  into 
usable  circuits  are  provided  only  1  to  2  years 
in  advance.  Central  office  equipment  is 
normally  installed  with  a  capacity  adequate 
for  1  to  3  years;  central  office  buildings  are 
normally  erected  with  sufficient  floor  space 
to  house  the  expected  expansion  of  equip¬ 
ment  during  the  next  4  to  8  years;  and 
when  a  new  building  site  is  acquired,  land 


may  be  purchased  for  the  anticipated  build¬ 
ing  needs  20  or  more  years  ahead. 

This  practice  of  building  ahead  of  de¬ 
mand  suggests  that  the  concept  of  the 
spare-capacity  coefficient  adopted  in  the 
capital-requirements  theory  is  reasonably 
applicable  to  the  telephone  industry.  It 
should  be  remembered  that  the  spare- 
capacity  coefficient  is  defined  as  a  marginal 
coefficient,  relating  changes  in  oapacity  to 
changes  in  expected  output,  and  not  as  an 
average  coefficient,  relating  total  capacity 
and  total  expected  output.  New  invesstment 
in  a  particular  type  of  equipment  is  under¬ 
taken  whenever  demand  in  the  near  future, 
making  allowance  for  the  construction  pe¬ 
riod,  is  expected  to  exceed  current  total  ca¬ 
pacity.  This  capacity  was  installed  at  some 
time  in  the  past  on  the  basis  of  demand  esti¬ 
mates  made  then,  rather  than  on  the  basis  of 
demand  estimates  in  the  immediately  pre¬ 
ceding  period,  as  indicated  in  the  capital- 
requirements  theory.  When  new  investment 
is  undertaken,  a  margin  of  spare  capacity, 
measured  by  the  period  of  building  ahead  of 
demand,  is  provided.  With  a  fixed  number 
of  years  of  building  in  advance,  the  amount 
of  additional  capacity  provided  is  propor¬ 
tional  to  the  expected  annual  increase  in 
output,  and  hence  its  determination  can  be 
represented  by  a  fixed  marginal  spare- 
capacity  coefficient.  The  total  amount  of 
spare  capacity  in  this  type  of  equipment 
then  gradually  diminishes  as  the  expected 
future  demand  materializes,  and  the  next 
new  investment  is  required  only  when  de¬ 
mand  is  again  expected  to  exceed  total  ca¬ 
pacity  in  the  near  future. 

Once  the  desired  increase  in  capacity  has 
been  determined,  the  amount  of  additional 
capital  equipment  required  to  provide  this 
increase  in  capacity  must  be  determined. 
The  procedure  varies  according  to  the  type 
of  equipment  under  consideration. 

The  required  number  of  additional  tele¬ 
phone  instruments,  to  begin  with,  can  be 
determined  almost  directly  from  the  esti¬ 
mated  increase  in  total  telephones,  the  third 
item  in  the  basic  demand  estimates.  The 
ratio  is  somewhat  higher  than  1:1,  how¬ 
ever,  because  the  required  took  of  instru¬ 
ments  includes  a  certain  number  to  absorb 
variations  in  the  flow  of  connects  and  dis¬ 
connects. 
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The  required  number  of  additional  pairs 
of  conductors  in  subscriber  cables  and  open 
wires  (i.e.  those  which  connect  subscribers’ 
telephones  to  the  central  office  of  an  ex¬ 
change)  can  be  determined  similarly  from 
the  estimated  increase  in  lines,  the  first  item 
in  the  basic  demand  estimates.  The  ratio 
here  is  considerably  higher  than  1:1,  how¬ 
ever,  because  of  the  impossibility  of  filling 
each  cable  exactly  to  the  100-percent  point. 
The  fill  is  of  course  better  in  heavily  popu¬ 
lated  than  in  lightly  populated  areas,  but  a 
75-percent  fill  is  considered  a  satisfactory 
objective. 

The  procedure  by  which  the  engineer  de¬ 
termines  the  required  number  of  additional 
circuits  in  trunk  cables  and  open  wires  (i.e. 
those  which  connect  the  central  office  of  one 
exchange  to  the  central  office  of  another  ex¬ 
change)  is  more  complex.  The  calculation 
is  "further  complicated  by  the  fact  that  cables 
between  two  exchanges  frequently  include 
circuits  which  connect  still  other  pairs  of 
exchanges.  The  following  discussion  refers, 
ford  simplicity,  only  to  circuits  required  to 
handle  traffic  between  the  two  terminal  ex¬ 
changes.  In  this  simple  case  the  engineer 
uses,  in  essence,  two  ratios:  (1)  The  average 
number  of  busy-hour  calls  per  main  tele¬ 
phone  (counting  only  those  from  one  ex¬ 
change  to  the  other)  is  deterimned  from  the 
records  of  the  traffic  department,  modified  by 
expected  changes.  Note  that  capacity  is  pro¬ 
vided  to  handle  the  traffic  during  the  busy 
hours  of  the  average  day  of  the  busy  month, 
and  therefore  that  at  other  times  there  is 
necessarily  some  spare  capacity.  (2)  The 
average  holding  time  per  call,  in  seconds,  is 
likewise  determined  from  the  records  of  the 
traffic  department,  modified  by  any  expected 
changes.  Using  these  two  ratios  and  the  fu¬ 
ture  demand  estimates  for  the  two  exchanges 
under  consideration,  the  engineer  can  com¬ 
pute  the  traffic  which  the  trunk  cables  and 
open  wires  will  have  to  carry,  in  terms  of 
hundreds  of  call-seconds,  or  CCS,  by  means 
of  the  following  formula: 

Estimated  number  of  main  telephones 
times  average  number  of  busy-hour  calls  per 
main  telephone  times  average  holding  time 
per  call  divided  by  100  equals  traffic  in  CCS. 


Table  1.- — Trunk  capacity  tables:  Hundred  call-seconds  and  percent;  use  at  various  service  levels  for  trunk  groups  of  1  to  50 


[The  table  number  indicates  the  number  of  calls  per  thousand  encountering  ail  trunks  busy] 
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The  number  of  circuits  required  to  carry 
this  traffic  can  then  be  read  off  a  set  of 
trunk  capacity  tables,  some  of  which  are  re¬ 
produced  in  table  1.  Each  of  these  tables 
represents  a  particular  level  of  availability 
of  circuits,  as  measured  by  the  number  of 
calls  per  thousand  which  can  be  expected  to 
encounter  all  circuits  busy,  on  the  assump¬ 
tion  of  random  distribution  of  calls  within 
the  busy  hours.  To  illustrate  the  use  of 
these  different  tables,  the  availability  of  cir¬ 
cuits  is  usually  set  lower  for  trunk  cables 
in  toll  service  than  for  trunk  cables  in  local 
exchange  service,  so  that  the  former  will  be 
in  use  a  larger  percentage  of  the  time. 
Once  the  desired  availability  of  circuits  is 
specified,  the  engineer  can  read  down  the 
appropriate  table  to  the  required  CCS,  and 
there  find  the  required  number  of  circuits, 
as  well  as  the  percentage  of  time  these  cir¬ 
cuits  can  be  expected  to  be  in  use. 

The  required  increase  in  central  office 
equipment  is  determined  differently  accord¬ 
ing  to  whether  the  central  office  is  equipped 
with  manual  switchboards  or  with  automatic 
switchboards.  In  determining  the  required 
number  of  operator  positions  for  a  central 
office  equipped  with  manual  switchboards, 
the  engineer  uses  in  essence  three  ratios: 
(1)  The  average  number  of  busy-hour  calls 
per  main  telephone  (counting  all  calls  this 
time)  is  again  determined  from  the  records 
of  the  traffic  department,  modified  by  ex¬ 
pected  changes;  (2)  the  number  of  work- 
units  per  call  is  determined  from  time  studies 
of  the  work  required  to  handle  calls  of  dif¬ 
ferent  kinds,  e.g.,  toll  calls,  local  exchange 
calls,  uncompleted  calls;  (3)  the  number  of 
work  units  per  operator,  i.e.,  the  operator 
load,  is  determined  for  each  central  office  on 
the  basis  of  past  experience  and  expected 
changes.  The  Bell  System  has  a  theoretical 
standard  operator  load,  established  in  1911, 
of  230  work-units  in  the  busy  hour,  the 
standard  being  defined  as  the  number  of 
work-units  which  can  be  handled  by  a  fully 
experienced  operator  of  average  ability  while 
maintaining  a  satisfactory  grade  of  service. 
In  particular  central  offices,  however,  the 
actual  load  differs  from  the  theoretical 
standard,  primarily  because  of  differing  ex¬ 
perience  of  the  operators.  Using  these  three 
ratios  and  the  future  demand  estimate  for 
the  particular  exchange  under  considera¬ 
tion,  the  required  number  of  operator  posi¬ 
tions  is  computed  by  means  of  the  follow¬ 
ing  formula: 

Estimated  number  of  main  telephones 
times  average  number  of  busy-hour  calls 
per  main  telephone  times  number  of  work- 
units  per  call  divided  by  number  of  work- 
units  per  operator  equals  required  number 
of  operator  positions. 

The  determination  of  the  required  stock  of 
automatic  switchboards  in  a  central  office 
using  the  dial  system  is  complicated  by  the 
fact  that  there  are  three  main  types  of  auto¬ 


matic  switchboards,  according  to  the  type  of 
switching  mechanism  employed— step-by- 
step,  panel,  and  crossbar.  Each  of  these  types 
consists  of  a  group  of  more  or  less  separate 
components— for  example,  in  the  step-by- 
step  switchboard,  llnefinders,  selectors,  and 
connectors.  For  each  of  the  components  in 
each  of  these  types,  the  engineer  must  de¬ 
termine  the  number  required  to  meet  the 
estimated  demand.  In  each  calculation,  two 
ratios  are  used:  (1)  The  average  number  of 
busy-hour  calls  per  main  telephone  is  deter¬ 
mined  as  in  the  case  of  manual  switchboards; 
(2)  the  average  holding-time  per  call,  either 
from  the  records  of  the  traffic  department,  as 
before,  or  from  engineering  data,  if  the  com¬ 
ponent  is  in  use  only  part  of  the  total  time 
consumed  in  a  call.  Using  these  two  ratios 
and  the  future  demand  estimate  for  the  par¬ 
ticular  exchange  under  consideration,  the 
traffic  which  the  component  will  have  to  carry 
is  estimated,  in  CCS,  by  the  same  formula 
used  for  trunk  cables.  Then  the  number  of 
units  of  the  component  required  to  carry  this 
traffic,  with  a  specified  availability  of  circuits 
can  be  read  off  a  trunk  capacity  table. 

Through  all  these  compexities,  there  exist 
certain  fixed  ratios  between  the  increase  in 
capacity  desired  in  each  particular  type  of 
capital  equipment,  and  the  number  of  addi¬ 
tional  units  required  to  provide  that  increase. 
These  ratios  depend  variously  on  spares  for 
temporary  replacements,  on  practicable  cable 
fills,  on  the  timing  and  duration  of  calls,  on 
operators’  experience,  on  random  distribution 
of  calls  within  the  busy  hour,  and  on  the 
planned  availability  of  circuits.  They  could 
in  principle  be  calculated  directly  from  the 
rather  complicated  engineering  procedures, 
although  because  of  lack  of  sufficiently  com¬ 
plete  data  I  have  not  been  able  to  do  this 
in  the  quantitative  analysis  below.  In  other 
words,  the  concept  of  the  capital  coefficient 
adopted  in  the  capital-requirements  theory 
is  a  close  approximation  to  reality  in  the  tele¬ 
phone  industry. 

The  possibility  of  varying  tbe  number  of 
CCS  handled  by  a  given  stock  of  capital 
equipment  by  permitting  the  availability  of 
circuits  to  vary  should  be  noted.  This  pos¬ 
sibility  arises  because  the  product  of  the  tele¬ 
phone  industry  has  more  than  one  dimen¬ 
sion,  and  these  dimensions  are  to  some  ex¬ 
tent  substitutable  for  each  other.  The  con¬ 
sequence  of  attempting  to  produce  beyond 
capacity  is  not  a  rise  in  the  marginal  cost 
of  an  unchanged  product,  as  in  most  manu¬ 
facturing  industries,  but  rather  a  change  in 
one  of  the  dimensions  of  the  product.  Spe¬ 
cifically,  if  an  automatic  switchboard  is  made 
to  handle  a  larger  number  of  CCS  in  the  busy 
hour  than  it  was  designed  to  handle,  this  is 
accomplished  by  keeping  customers  waiting 
a  few  moments  until  circuits  are  open,  thus 
keeping  the  circuits  in  use  more  con¬ 
tinuously.  In  the  trunk  capacity  tables,  this 
appears  as  a  movement  to  the  right,  along 


the  row  for  the  existing  number  of  trunks, 
to  a  table  with  a  higher  percentage  of  use, 
but  also  a  higher  number  of  calls  per  thou¬ 
sand  encountering  all  trunks  busy. 

How  consistent  has  been  the  practice  in 
the  Bell  System  of  maintaining  the  planned 
level  of  availability  of  circuits?  In  'time  of 
war,  clearly,  it  has  been  permitted  to  fall 
where  necessary  to  the  maximum  practicable 
extent.  Yet  even  in  these  circumstances  the 
fall  is  limited  technologically;  in  World  War 
II  maximum  wartime  capability  in  central 
office  equipment  was  only  5  percent  greater 
than  peacetime  capacity.  The  excess  war¬ 
time  demand  has  appeared  to  a  large  extent 
in  a  backlog  of  unfilled  order  for  service;  the 
backlog  has  then  been  eliminated,  and  the 
availability  of  circuits  raised  again,  in  the 
course  of  postwar  construction.  This  se¬ 
quence  of  events  can  be  traced  during  and 
after  both  World  Wars  I  and  II.4 

To  sum  up,  then,  the  engineering  stage 
in  the  investment  process  in  the  Bell  Sys¬ 
tem  approximates  closely  the  second  basic 
hypothesis  of  the  capital-requirements 
theory — that  the  firm’s  net  investment  de¬ 
pends  via  fixed  capital  and  sparse-capacity 
coefficients  upon  its  demand  estimates. 
Given  the  demand  estimates,  and  making 
allowance  for  the  construction  period,  the 
engineer  determines  the  desired  increase  in 
capacity  by  referring  to  the  appropriate  pe¬ 
riod  of  building  ahead  of  demand;  this  calcu¬ 
lation  can  be  represented  by  the  spare-ca¬ 
pacity  coefficients.  Given  the  desired  in¬ 
crease  in  capacity,  and  a  specified  level  of 
availability  of  circuits,  the  engineer  deter¬ 
mines  the  necessary  net  investment  by 
referring  to  a  complex  of  technological  con¬ 
siderations;  this  calculation  can  be  repre¬ 
sented  by  the  capital  coefficients. 

D.  Financing  investment  in  the  Bell 
System 

In  the  third  stage  of  the  investment  proc¬ 
ess  in  the  Bell  System  funds  must  be  raised 
to  finance  the  investment  expenditures. 
The  American  company  has  the  main  respon¬ 
sibility  for  carrying  out  this  function,  be¬ 
cause  of  an  arrangement  by  which  the  asso¬ 
ciated  companies  and  the  long-lines  depart¬ 
ment  obtained  a  large  part  of  their  funds  in 
the  first  instance  as  advances  from  the 
American  company,  while  the  American  com¬ 
pany  provides  these  advances  by  raising 
funds  from  the  public.  The  associated  com¬ 
panies  later  liquidate  the  advances  from 
the  proceeds  of  new  stock  or  bond  issues. 


‘American  Telephone  &  Telegraph  Co., 
“Annual  Reports,”  1916,  pp.  7-9;  1917,  pp.  7- 
8;  1919,  pp.  16-17,  1920,  pp.  27-28;  1923,  pp. 
22-23;  1924,  pp.  11-15;  1925,  p.  11;  1941,  p.  3; 
1942,  pp.  3-8;  1943,  pp.  2-8;  1944,  p.  13;  1945, 
pp.  1—6;  1946,  pp.  1-7;  1947,  pp.  1-6;  1948,  pp. 
2-6. 
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The  critical  question  here  is:  how  impor¬ 
tant  is  the  availability  of  funds  in  determin¬ 
ing  the  final  investment  decision?  The  an¬ 
swer  is  not  clear.  The  question  must  be 
considered  at  least  implicitly  before  the 
boards  of  directors  can  approve  a  suggested 
investment  program,  derived  from  the  de¬ 
mand  estimates  and  the  engineering  calcula¬ 
tions.  Yet  there  have  apparently  been  no 
instances  in  which  an  investment  program 
has  been  drawn  up  and  then  cut  back  be¬ 
cause  of  lack  of  funds,  or  expanded  because 
of  the  ease  of  obtaining  funds.  The  funda¬ 
mental  reason  why  the  availability  of  funds 
is  not  more  explicitly  considered,  however,  is 
probably  that  the  Bell  System  has  not  ex¬ 
perienced  serious  difficulty  in  financing 
whatever  investment  expenditures  have  been 
suggetsed  by  the  demand  estimates  and  the 
engineering  calculations.  On  the  basis  of 
these  considerations,  no  serious  error  seems 
to  be  involved  in  neglecting  the  influence  of 
the  availability  of  funds  upon  the  final  in¬ 
vestment  decisions,  as  suggested  in  the  capi¬ 
tal-requirements  theory. 

A  more  important  consideration  in  the  in¬ 
vestment  process  of  the  Bell  System  seems 
to  be  that  of  deciding  how  the  necessary 
funds  for  the  investment  program  can  best 
be  raised.  The  historical  pattern  of  Bell 
System  financing  can  be  seen  in  the  follow¬ 
ing  calculation.  During  the  period  from 
1913  to  1935  the  total  financial  requirements 
of  the  sytsem5  6  were  supplied  from  various 
sources  in  the  following  percentages:  depre¬ 
ciation — 21  percent:  undistributed  profits — 
7  percent;  other  Internal  sources — 4  percent; 
associated  company  stock  issues — 4  percent; 
associated  company  bond  issues — 12  percent; 
other  associated  company  sources — 3  per¬ 
cent;  American  company  stock  issues  (in¬ 
cluding  premiums  obtained  in  the  conver¬ 
sion  of  convertible  bonds  into  stocks) — 28 
percent;  American  company  bond  issues  (in¬ 
cluding  the  principal  of  convertible  bonds 
later  converted  into  stocks) — 19  percent; 
other  American  company  sources — 6  percent. 
The  figures  add  up  to  more  than  100  percent 
because  the  definition  of  funds  raised  ex¬ 
ceeded  the  definition  of  financial  require¬ 
ments  in  this  calculation  by  about  4  per¬ 
cent." 

E.  The  influence  of  technological  progress 
and  of  price  changes 

The  capital-requirements  theory  recog¬ 
nizes  only  one  important  source  of  change 
in  the  relationship  between  expected  in¬ 
creases  in  demand  and  the  firm's  net  invest¬ 
ment — technological  progress.  What  then 
have  been  the  principal  technological  de¬ 
velopments  in  the  history  of  the  telephone 
industry,  and  how  important  have  they  been 
in  affecting  Investment  in  the  Bell  System? 

A  major  technological  change  has  been  the 
development  of  the  three  existing  types  of 
automatic  switchboards.  The  panel  type, 
which  uses  selectors  operating  from  a  con¬ 
tinuous  power  drive,  was  introduced  in  1917, 
primarily  for  large  metropolitan  exchanges. 
During  the  twenties,  after  a  delay  due  to  the 
war,  manual  switchboards  in  these  exchanges 
were  generally  replaced.  About  the  same 
time  the  step-by-step  type,  which  uses  elec¬ 
tromagnetic  switches,  was  installed  in  vari¬ 
ous  small  cities  where  cost  studies  showed 
that  replacement  of  the  manual  switch¬ 
boards  would  be  economical.  This  trend  in 
the  smaller  exchanges  has  continued  up  to 
the  present  time.  Then  in  1938  the  crossbar 
type,  which  uses  all  relays,  was  developed 


5  Defined  as  the  funds  for  capital  expansion 
(75  percent  of  the  total) ,  omitting  the  funds 
used  for  replacement  of  retired  capital  equip¬ 
ment;  plus  the  funds  used  to  retire  maturing 
obligations,  omitting  retirements  of  conver¬ 
tible  bonds  by  the  issue  of  new  stocks. 

6  Federal  Communications  Commission, 
■‘Investigation,”  pp.  423-428. 


for  use  in  the  large  metropolitan  exchanges. 
While  the  existing  panel  type  has  not  been 
generally  replaced,  the  crossbar  type  has 
since  been  used  for  expansion  of  capacity  in 
these  exchanges.  The  latest  development  in 
t.biK  field  permits  toll  operators  to  make  long 
distance  connections  by  dialing,  and  requires 
supplementary  automatic  switching  appa¬ 
ratus  which  makes  connection  to  the  proper 
exchange.  .  . 

The  cost  calculations  made  in  deciding 
whether  to  convert  from  manual  to  dial 
operation  have  been  quite  detailed.  A  com¬ 
parison  was  made  between  the  present  value 
of  the  expected  annual  costs  of  operation, 
maintenance,  and  taxes  for  the  existing 
manual  switchboards;  and  the  present  value 
of  the  expected  total  annual  costs,  including 
amortization  (after  allowance  for  salvage  of 
the  manuals) ,  for  the  automatic  switch¬ 
boards — all  costs  being  calculated  over  the 
engineering  life  of  the  equipment,  and  dis¬ 
counted  at  a  rate  of  7  percent.  Many  of  the 
cost  calculations  for  the  smaller  exchanges 
revealed  that  it  would  be  economical  to  con¬ 
tinue  to  add  operator  positions  to  the  exist¬ 
ing  manual  switchboard  until  the  cost  of 
further  additions  rose  significantly,  e.g.,  be¬ 
cause  of  the  necessity  of  increasing  the  size 
of  the  building  to  house  the  additional  posi¬ 
tions.  Hence  replacement  of  the  existing 
manual  switchboards  in  these  exchanges  has 
been  a  gradual  process,  depending  in  each 
location  upon  the  time  when  a  major  ex¬ 
pansion  of  capacity  became  necessary. 

A  second  technological  change  obvious  to 
the  customers  has  occurred  in  the  design  of 
telephone  instruments.  In  1927,  a  hand  set 
with  separate  bell  box  was  distributed  among 
the  associated  companies  as  an  alternative 
to  the  existing  desk  sets.  Technical  im¬ 
provements  followed,  and  in  1934  another 
hand  set,  with  the  bell  in  the  base  and  with 
a  new  antisidetone  circuit,  was  authorized. 
In  both  cases  replacement  of  existing  tele¬ 
phone  sets  was  gradual.  This  technological 
change  has  repercussions  on  other  types  of 
equipment  as  well.  The  strength  of  the 
signal  from  the  new  instruments  was  greatly 
increased,  and  this  made  it  practicable  to 
reduce  the  diameter  of  the  conductors  in 
the  connecting  wires  and  cables.  The  in¬ 
creased  strength  of  signal  from  the  instru¬ 
ments  more  than  compensated  for  the  in¬ 
creased  attenuation  in  the  smaller  con¬ 
ductors. 

Third,  a  number  of  gradual  improvements 
in  the  design  and  utilization  of  cables  have 
occurred.  The  design  of  cables  has  been  im¬ 
proved  by  decreasing  the  size  of  the  wires, 
altering  their  insulation,  increasing  the 
number  of  wires  in  the  sheath,  and  altering 
the  sheath.  The  utilization  of  cables  has 
been  intensified  by  the  development  of  suit¬ 
able  loading  techniques,  which  consist  es¬ 
sentially  in  placing  coils  of  the  proper  in¬ 
ductance  at  regular  intervals  along  each  con¬ 
ductor.  Originally  the  attenuation  of  the 
signal  in  1  mile  of  cable  was  as  great  as 
the  attenuation  in  50  to  100  miles  of  open 
wires,  but  successive  improvements  in  load¬ 
ing  and  cable  design  gradually  extended  the 
distance  over  which  it  was  economical  to 
transmit  by  cables.  In  the  late  twenties  in 
particular,  open  wires  in  toll  service  were 
widely  replaced  by  cables. 

A  fourth  major  technological  improvement 
was  the  development  of  the  carrier  system  of 
transmission.  By  the  use  of  this  system  a 
large  number  of  messages  can  be  transmitted 
simultaneously  over  a  single  circuit,  and 
hence  its  introduction  means  that  a  smaller 
amount  of  outside  plant  is  subsequently  re¬ 
quired  to  handle  a  given  traffic  load.  The 
carrier  system  was  developed  in  1918,  but  at 
first  could  only  be  applied  to  circuits  in  open 
wires.  In  1938,  however,  the  K-type  carrier 
system  was  applied  on  a  commercial  basis  to 
toll  cables.  This  system  requires  twin  voice 
cables  for  transmission  in  both  directions, 
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but  each  pair  of  wires  in  the  two  cables  pro¬ 
vided  12  channels  of  voice  communication 
ranging  in  4-kilocycle  steps  from  16  to  60 
kilocycles.  A  few  years  later,  coaxial  cables 
were  put  into  commercial  use.  These  cables 
contain  eight  coaxial  conductors,  each  pair 
of  which,  because  of  their  wide  frequency  re¬ 
sponse,  is  capable  of  providing  600  channels 
of  voice  communications.  Both  the  K-type 
carrier  system  and  the  coaxial  cables,  how¬ 
ever,  are  most  economical  over  long  dis¬ 
tances,  and  cost  studies  have  therefore  been 
made  to  determine  their  proving-in  points. 
The  latest  development  in  this  field  has  been 
the  use  if  microwave  radio  channels,  beamed 
along  a  line  of  towers  spaced  at  approximate¬ 
ly  25-mlle  intervals,  thus  dispensing  with 
cables  entirely,  New  types  of  carriers  are 
still  being  developed,  and  Bell  System  engi¬ 
neers  expect  that  within  another  year  or  two 
a  system  suitable  for  operation  over  the  ex¬ 
isting  single  voice  cables  will  be  available. 
In  general  these  new  systems  will  be  in¬ 
stalled  to  handle  expansion  of  demand 
rather  than  to  replace  older  types. 

Thus  it  is  clear  that  technological  progress 
has  exerted  an  important  influence  upon  in¬ 
vestment  in  the  Bell  System.  It  should  be 
remembered  that  a  technological  change  is 
defined  in  the  capital-requirements  theory  as 
an  abrupt  alteration  of  the  marginal  capital 
and  spare-capacity  coefficients  for  the  af¬ 
fected  type  of  capital  equipment.  Therefore 
these  four  major  technological  developments 
should  be  reflected  in  the  statistical  coeffi¬ 
cients  calculated  in  the  next  section  from 
the  historical  course  of  telephone  investment. 
The  chronology  of  these  developments  is  used 
there  as  a  standard  for  evaluating  the  statis¬ 
tical  results.  Moreover,  it  should  be  noted 
that  technological  changes  have  been  intro¬ 
duced  in  the  Bell  System  in  the  course  of 
expanding  capacity,  and  that  replacement  of 
the  obsolescent  equipment  has  been  gradual. 
This  is  in  accord  with  the  emphasis  upon 
marginal  rather  than  average  coefficients  in 
the  capital-requirements  theory. 

The  capital-requirements  theory,  as 
pointed  out  before,  neglects  the  influence  of 
changes  in  prices  upon  the  firm’s  investment. 
Does  the  investment  practice  in  the  Bell 
System  throw  any  light  upon  the  validity  of 
this  simplification? 

The  detailed  calculations  of  the  present 
values  of  expected  costs  for  alternative  pe¬ 
riods  of  building  ahead  of  demand  indicate 
that  changes  in  the  prices  of  elements  in 
installation  costs  may  alter  the  spare-capac¬ 
ity  coefficients.  Indeed,  since  World  War  II 
the  period  of  building  ahead  of  demand  in 
cable  Installations  has  been  extended  some¬ 
what  because  of  increases  in  labor  costs. 
The  periods  of  building  ahead  of  demand  in 
use  today,  however,  are  essentially  the  same 
as  those  in  use  in  the  early  thirties,  and 
hence  in  general  price  changes  must  have 
been  either  infrequent  and  small,  or  of  minor 
importance  in  the  Investment  process.  It 
may  be  noted  in  passing  that  the  market 
rate  of  interest  is  not  relevant  here,  since  a 
conventional  7-percent  rate  of  discount  is 
used. 

The  detailed  calculations  of  the  present 
values  of  expected  costs  for  alternative  types 
of  switchboards  also  suggest  that  changes  in 
the  relative  prices  of  capital  equipment  and 
of  other  inputs  may  alter  the  capital  co¬ 
efficients.  In  the  history  of  the  Bell  Sys¬ 
tem,  however,  it  is  difficult  to  isolate  in¬ 
stances  in  which  relative  price  changes  have 
had  this  effect.  Possible  instances  are  the 
shift  from  open  wire  to  cable  and  the  shift 
from  manual  switchboards  to  automatic 
switchboards,  but  both  of  these  instances  are 
so  closely  associated  with  technological  de¬ 
velopments  that  the  influence  of  the  relative 
price  change  by  Itself  appears  small. 

In  general  the  influence  of  price  changes 
seems  to  have  been  of  minor  importance  in 
the  investment  process  in  the  Bell  System, 
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compared  to  the  influence  of  technological 
changes.  It  is  probably  a  reasonably  close 
approximation  to  reality  to  assume,  as  in  the 
capital -requirements  theory,  that  all  major 
changes  in  spare-capacity  coefficients  and 
capital  coefficients  are  due  to  technological 
developments. 

F.  Retirement  in  the  Bell  System 

According  to  the  capital-requirements 
theory,  retirement  is  a  fixed  fraction  of  the 
firm’s  stock  of  capital  equipment.  The  re¬ 
tirement  practice  in  the  Bell  System  casts 
some  light  on  the  usefulness  of  this  third 
basic  hypothesis. 

To  begin  with,  although  there  seems  to  be 
no  type  of  capital  equipment  which  is  re¬ 
tired  when  it  reaches  the  end  of  a  specified 
service  life,  there  is  some  tendency  for  retire¬ 
ment  to  be  fairly  regular  for  other  reasons. 
Outside  plant,  such  as  telephone  poles,  is 
tested  periodically  for  physical  soundness, 
and  a  fairly  stable  number  of  units  tends  to 
be  retired  every  year  because  of  wear  and 
tear  discovered  in  these  tests.  Inside  plant, 
such  as  switchboards,  is  retired  primarily 
when  new  technological  developments  are 
introduced,  but  the  policy  of  introducing 
technological  developments  gradually  tends 
to  make  retirement  of  inside  plant  fairly 
regular. 

On  the  other  hand,  almost  every  type  of 
capital  equipment  is  quite  durable,  which 
weakens  the  tendency  toward  regular  retire¬ 
ment.  In  1935  the  estimated  service  lives 
used  for  depreciation  accounting  by  the 
long-lines  department  were  as  follows:  Cen¬ 
tral  office  equipment,  13  years;  buildings, 
36  years;  pole  lines,  20  years;  aerial  cable, 
25  years;  underground  cable,  30  years;  un¬ 
derground  conduit,  75  years.7  The  durability 
of  capital  equipment  also  makes  it  difficult 
to  contract  the  existing  stock  when  demand 
falls,  which  is  in  keeping  with  the  asymmetry 
of  the  capital-requirements  theory. 

There  is  also  some  indication  that  once  a 
unit  of  capital  equipment  has  been  retired, 
its  replacement  is  in  most  cases  automatic. 
Inside  plant  is  usually  replaced  automat¬ 
ically  because  the  reason  fore  its  retirement 
is  to  substitute  new  equipment  of  improved 
design.  Many  types  of  outside  plant  are 
replaced  automatically  because  they  are 
links  in  a  chain  of  capital  equipment,  and 
failure  to  replace  the  individual  links  would 
involve  abandoning  the  capacity  of  the  en¬ 
tire  chain.  Individual  poles  in  pole  lines 
and  individual  sections  of  cable  have  this 
characteristic,  while  individual  open  wires 
do  not.  Finally,  the  automatic  replacement 
of  both  inside  and  outside  plant  may  be 
based  on  the  fact  that  demand  has  grown 
steadily  for  many  years,  and  even  when  its 
growthe  has  been  interrupted,  the  expecta¬ 
tion  of  future  growth  has  justified  main¬ 
taining  the  existing  stock  of  capital  equip¬ 
ment.  The  consequence  of  this  tendency 
toward  automatic  replacement  of  retired 
capital  equipment  is  that  net  investment 
has  never  become  significantly  negative  in 
the  Bell  System.  In  terms  of  the  capital- 
requirements  theory,  this  means  that  the 
asymmetry  between  the  effects  of  a  rise  and 
of  a  fall  in  expected  demand  has  occurred 
at  the  point  where  net  investment  is  ap¬ 
proximately  zero,  rather  than  at  the  point 
where  it  is  negative  and  equal  to  retirement. 

IV.  A  QUANTITATIVE  ANALYSIS  OF  TELEPHONE 
INVESTMENT 

A.  The  method 

The  capital-requirements  theory  is  tested 
quantitatively  in  this  section  by  calculating 
its  coefficients  from  statistical  data  for  the 
entire  industry,  and  then  examining  the 


7  Federal  Communications  Commission, 
“Docket,”  exhibit  No.  135,  “Long-time  De¬ 
partment,  Financial  and  Operating  Sum¬ 
mary,”  p.  85. 


statistical  coefficients  for  stability  and  for 
consistency  with  the  known  technological 
history  of  the  industry.  This  quantitative 
analysis  uses  the  investment  procedures  in 
the  Bell  System  as  a  guide  for  certain  details 
of  the  calculations;  more  important,  it  relies 
upon  the  chronology  of  major  technological 
developments  in  the  Bell  System  as  a  stand¬ 
ard  for  evaluating  the  statistical  coefficients. 

The  method  adopted  for  calculating  the 
coefficients  depends  upon  available  statistical 
series  for  output  of  telephone  service,  stocks 
of  various  types  of  capital  equipment,  and 
retirement  of  various  types  of  capital  equip¬ 
ment.  Because  of  lack  of  more  complete 
data,  I  have  not  been  able  to  calculate  the 
coefficients  directly  from  the  investment 
procedures  of  the  Bell  System.  In  principle 
this  could  be  done,  and  should  give  more 
precise  results,  but  the  quantitative  analysis 
presented  here  is  limited  to  a  cruder  method. 

The  method  uses  aggregate  statistical  series 
except  in  one  instance.  This  has  been  done 
both  because  most  of  the  available  data  are 
for  the  industry  as  a  whole,  and  because 
the  desired  results,  if  obtainable,  are  aggre¬ 
gate  coefficients.  One  of  the  distinctive 
characteristics  of  the  telephone  industry, 
however,  is  that  both  demand  and  capital 
equipment  are  geographically  localized.  The 
theoretical  relation  between  net  investment 
and  expected  increases  in  demand  applies 
strictly  only  to  each  individual  telephone 
exchange,  and  can  be  applied  to  the  indus¬ 
try  as  a  whole  only  as  a  statistical  approxi¬ 
mation.  In  particular,  the  stability  of  the 
statistical  coefficients  depends  partly  on  a 
regular  geographical  distribution  of  increases 
in  demand  among  the  individual  exchanges — 
a  regularity  which  has  not  always  prevailed 
in  fact. 

This  is  an  instance  of  a  general  problem  in 
statistical  analysis — the  problem  of  aggre¬ 
gation.8  Only  under  special  conditions  has 
it  been  found  possible  to  deduce  valid  rela¬ 
tionships  among  macro-economic  variables 
from  theoretical  relationships  among  micro- 
economic  variables.  '  Consequently,  most 
aggregate  relationships  suitable  for  statis¬ 
tical  analysis  are  derived  by  anology  rather 
than  deduction,  and  should  be  conceived 
simply  as  approximations  to  the  more  funda¬ 
mental  micro-economic  relationships.  Spe¬ 
cifically,  the  industrywide  coefficients  cal¬ 
culated  in  this  section  are  so  conceived. 

On  the  other  hand,  the  use  of  data  for  a 
single  industry  largely  avoids  another  gen¬ 
eral  problem  in  statistical  anaylsis — the 
problem  of  identification.  The  essence  of 
this  problem  is  how  to  isolate  a  single  caus¬ 
al  relationship  from  a  system  of  mutually 
interdependent  causal  relationships,  when 
the  available  statistical  time  series  reflect 
the  entire  system  rather  than  the  single  de¬ 
sired  relationship.  If  analysis  is  limited  to  a 
single  industry,  however,  the  reflex  effect  of 
that  industry  upon  itself,  by  way  of  the  sys¬ 
tem  of  mutually  interdependent  relationships 
outside  that  industry,  is  small  and  can  be  ne¬ 
glected  without  serious  error.  In  other 
words,  the  analysis  reverts  from  general 
equilibrium  to  partial  equilibrium  analysis. 
The  use  of  data  for  a  single  industry  also 
makes  the  analogy  between  aggregate  and 
micro-economic  relationships  more  plausible. 

The  principal  justification  in  the  past  for 
statistical  studies  at  the  level  of  the  entire 
economy  has  been  that  they  describe  the 
structure  of  the  economy  in  terms  of  a  com¬ 
paratively  small  number  of  relationships, 
and  hence  reduce  the  analysis  to  manage¬ 
able  proportions.  The  development  of  the 
interindustry  input-output  scheme,  how¬ 
ever,  which  describes  the  structure  of  the 
economy  in  terms  of  a  much  larger  number 
of  relationships  among  its  various  industries. 


8  The  regional  aspects  of  this  problem  are 
discussed  in  chs.  4  and  5. 


offers  some  hope  that  statistical  studies  can 
be  shifted  to  the  level  of  single  industries, 
thus  simplifying  the  problem  of  aggregation 
and  largely  avoiding  the  problem  of  identi¬ 
fication.  The  results  of  these  industry 
studies  can  then  be  tied  together  manage¬ 
ably  in  the  input-output  analysis. 

Another  feature  of  the  statistical  method 
is  that  it  uses  a  one-dimensional  measure 
of  output  and  capacity.  As  indicated  in  the 
last  section,  however,  one  of  the  distinctive 
characteristics  of  the  telephone  industry  is 
that  its  product  is  multidimensional,  and 
in  particular  that  the  number  of  CCS  han¬ 
dled  by  a  given  stock  of  capital  equipment 
can  be  altered  by  permitting  the  availability 
of  circuits  to  vary.  Unfortunately  the  data 
needed  to  compensate  for  the  other  dimen¬ 
sions  are  not  available.  Using  a  one-dimen¬ 
sional  measure  of  output  and  capacity,  of 
course,  implies  that  the  other  dimensions 
are  held  fairly  stable — an  implication  which 
has  not  always  been  valid  in  the  short  run. 
B.  Calculation  and  evaluation  of  demand 
estimates 

The  first  part  of  the  quantitative  analysis 
should  preferably  consist  in  calculating  a 
historical  series  of  expectations  coefficients 
from  statistical  data,  and  then  examining 
their  stability.  Unfortunately,  however,  in¬ 
formation  about  actual  demand  estimates  in 
the  telephone  industry  is  not  available  ex¬ 
cept  for  one  small  sample.  Therefore  it  has 
been  necessary  simply  to  assume  a  value  for 
the  expectations  coefficient,  and  then  to 
check  this  assumption  against  the  one  small 
sample. 

The  expectations  coefficient  is  assumed  to 
be  +1,  i.e.,  the  recent  proportional  trend  in 
output  is  expected  to  continue  without  dim¬ 
inution.  This  is  compatible  with  the  im¬ 
portance  of  trend  extrapolation  in  the  in¬ 
vestment  procedures  of  the  Bell  System,  and 
with  the  fact  that  the  growth  in  number 
of  telephones  in  the  United  States  actually 
has  approximated  an  exponential  trend.  In 
addition,  when  the  recent  trend  is  either 
negative  or  unusually  small,  the  trend  which 
is  extrapolated  is  assumed  to  be  that  of  the 
last  normal  year,  set  on  the  base  of  the  cur¬ 
rent  subnormal  year.  This  is  compatible 
with  the  optimism  regarding  future  growth 
which  seems  to  prevail  in  the  Bell  System. 

In  algebraic  terms,  the  first  basic  hypothe¬ 
sis  of  the  capital-requirements  theory  is 
(7,  6) 

Ocf+1=Oi[l+e(Oi  —  Oi-i/Oi-j)  ] 

With  the  expectations  coefficient  assumed 
to  be  +1,  and  with  the  modification  for 
optimism,  this  hypothesis  becomes 

(7.  14) 

Oe i+i=0 1  (Oi/Oi-i) 

in  which 

Of/Ot-i  in  a  “subnormal”  year  is  replaced 
by  the  same  ratio  in  the  last  “normal”  year. 

The  one  small  sample  of  actual  demand 
estimates  in  the  telephone  industry  which  is 
available  for  checking  the  assumed  expecta¬ 
tions  coefficient  consists  of  the  estimates  of 
toll  messages  made  in  the  Bell  System  in  the 
4  years  1927-30.  The  actual  number  of  toll 
messages  is  also  available,  and  hence  it  is 
possible  to  calculate  demand  estimates  in 
these  years,  using  equation  (7,  14),  and  to 
compare  them  with  the  actual  demand  esti¬ 
mates.  This  comparison  is  shown  in  table  2 
and  chart  1  [chart  not  printed  in  Record]. 
It  is  clear  that  the  calculated  demand  esti¬ 
mates,  based  on  the  assumed  expections  co¬ 
efficient  of  +1,  approximate  the  actual  de¬ 
mand  estimates  closely.  Note  in  particular 
that  the  calculated  demand  estimates  for 
1930,  based  on  the  “normal”  trend  of  1929, 
forecast  a  rising  trend  comparable  to  that  of 
the  actual  demand  estimates,  even  though 
the  number  of  toll  messages  showed  a  “sub¬ 
normal”  increase  in  1930.  Thus  insofar  as 
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such,  a  short  series  of  actual  demand  esti¬ 
mates  is  significant,  it  lends  support  to  the 
assumed  value  of  the  expectations  coefficient 
and  to  equation  (7,  14).  More  generally,  It 
lends  support  to  the  first  basic  hypothesis 


of  the  capital-requirements  theory — that  de¬ 
mand  estimates  depend,  via  a  fixed  expecta¬ 
tions  coefficient,  upon  the  recent  trend  of 
output. 

Three  steps  may  now  be  taken  in  prepara¬ 


tion  for  the  calculation  of  capital  and  spare- 
capacity  coefficients  in  the  next  part  of  the 
quantitative  analysis.  These  steps  are  set 
forth  in  table  3  and  chart  2  [chart  not 
printed  in  Record], 


Table  2. — Comparison  of  actual  and  calculated  demand  estimates 


Year 

Number  of 
toll  messages 

(1) 

Relative  in¬ 
crease  in  toll 
messages 

(2) 

Actual  1927 
estimates 

(3) 

Calculated 
1927  esti¬ 
mates  1 

(4) 

Actual  1928 
estimates 

(6) 

Calculated 
1928  esti¬ 
mates  3 

(6) 

Actual  1929 
estimates 

(7) 

Calculated 
1929  esti¬ 
mates  3 

(8) 

Actual  1930 
estimates 

(9) 

Calculated 
1930  esti¬ 
mates  4 

(10) 

fi)  1923 _ _ _ 

Millions 

22.3 

24.0 

27.7 
31.9 

35.2 

41.7 

49.3 
50.5 

48.4 
38.0 

35.5 

37.5 

Millions 

Millions 

Millions 

Millions 

Millions 

Millions 

Millions 

Millions 

(2)  1924 _ 

(3)  1925 . . 

(4)  1926 _ _ 

(5)  1927 . 

.185 

.192 

.025 

(6)  1928 . . . 

(7)  1929 . . . . 

(8)  1930 . . . . 

(9)  1931 . 

(10)  1932 . 

(11)  1933...  . 

42.  7 

47.4 
52.2 

67.4 

42.8 

47.2 

52.1 

57.5 

47.8 

55.4 

63.4 
71.0 
80.0 

49.4 

58.5 
69.3 
82.1 
97.2 

69.0 

69.0 

80.0 

92.0 

105.0 

58.3 
68.9 

81.4 
96.2 

113.7 

68.8 

68.2 

76.8 

59.7 

71.6 

84.6 

(12)  1934 . 

i  Calculated  from  formula,  35.2X  (1+0.103)",  in  which  n  is  number  of  years  in  future. 
3  Calculated  from  formula,  41.7X  (1+0.185)". 

3  Calculated  from  formula,  49.3X(1+0.182)”. 

4  Calculated  from  formula,  50.5X (1+0.182)”. 


Source:  Col.  1,  Federal  Communications  Commission,  docket,  exhibit  No  135 
p.  36;  data  are  for  long-lines  department  of  Bell  System;  cols.  3,  5,  7,  9,  Federal  Com- 
munications  Commission,  docket,  exhibit  No.  680,  p.  12;  data  aro  for  long-lines 
department  of  Bell  System. 


Table  3. — Calculation  of  demand  estimates 


Year 

Number 
of  tele¬ 
phones  in 
Bell 
System 

(1) 

Number 
of  tele¬ 
phones  in 
United 
States 

(2) 

Ratio  of 
U.S.  tele¬ 
phones 
this  year 
to  last 
year 

(3) 

Calcu¬ 
lated  tele¬ 
phones 
next 
year  1 

(4) 

Calcu¬ 

lated 

present 

capacity 

(6) 

Calcu¬ 
lated  in¬ 
crease  in 
tele¬ 
phones 
over 

capacity  3 

(6) 

Millions 

Millions 

Millions 

Millions 

Millions 

(1) 

1912 . 

4.  76 

8.  73 

(2) 

1913 . . 

5.11 

9.54 

1. 0928 

10.43 

9.54 

0.89 

(3) 

1914 . . 

5.44 

10.05 

1.  0535 

10.59 

10. 05 

.64 

(4) 

1915 . 

5.80 

19.52 

1.  0468 

11.01 

10.52 

.49 

(5) 

1916 . 

6.37 

11.24 

1. 0684 

12.01 

11.24 

.77 

(6) 

1917 . 

6.83 

11.72 

1.0427 

11  72 

(7) 

1918 _ 

7.  05 

12.  08 

1. 0307 

12. 08 

(8) 

1919 . 

7.69 

12.67 

1. 0488 

13. 21 

12.67 

.64 

(9) 

1920 . . 

8. 13 

13.  41 

1. 0584 

14.19 

13.41 

.78 

(10) 

1921 . 

8.72 

13.  88 

1.0350 

14.69 

13.88 

.81 

(11) 

1922 . 

9.32 

14.35 

1. 0339 

15. 19 

14.35 

.84 

J2> 

1923 . 

10.20 

15.  37 

1.0711 

16.  46 

16. 37 

1.09 

(13) 

1924 . 

11. 17 

16.21 

1.0547 

17. 10 

16.21 

.89 

(14) 

1925 . 

11.91 

16.94 

1.  0450 

17.70 

16.94 

.  76 

(15) 

1926 . . . 

12.  67 

17.  75 

1.  0478 

18.60 

17.75 

.85 

(16) 

1927 . 

13.41 

18.  52 

1.  0434 

19.32 

18.52 

.80 

17 

1928 . . 

14.  IS 

19.  34 

1.  0443 

20.20 

19.34 

.86 

(18) 

1929 . . 

15.04 

20.23 

1.  0460 

21. 16 

20.23 

.93 

(19) 

1930 . . 

15. 19 

20.20 

.9985 

21. 13 

21.16 

0 

(20) 

(21) 

(22) 

(23) 

(24) 

(25) 

(26) 

(27) 

(28) 

(29) 

(30) 

(31) 

(32) 

(33) 

(34) 

(35) 

(36) 

(37) 


Year 


1931. 

1932 

1933. 

1934. 

1935. 

1936. 

1937. 

1938. 

1939. 

1940. 

1941. 

1942. 

1943. 

1944. 

1945. 

1946. 

1947. 

1948. 


Number 
of  tele¬ 
phones  in 
Bell 
System 

(1) 

Number 
of  tele¬ 
phones  In 
United 
States 

(2) 

Ratio  of 
U.S.  tele¬ 
phones 
this  year 
to  last 
year 

(3) 

Calcu¬ 
lated  tele¬ 
phones 
next 
year  1 

(4) 

Calcu¬ 
lated 
present 
capacity  2 

(5) 

Calcu¬ 
lated  in¬ 
crease  in 
tele¬ 
phones 
over 

capacity 3 

(6) 

Millions 

Millions 

Millions 

Millions 

Millions 

14.91 

19.71 

.9757 

20.62 

21. 16 

0 

13.31 

17.42 

.8838 

21.16 

0 

12.82 

16.  71 

.9592 

21. 16 

0 

13. 12 

16. 97 

1.0156 

21.16 

0 

13. 57 

17.42 

1.0265 

21.16 

0 

14.45 

18.  43 

1.0580 

19.50 

21. 16 

0 

15.33 

19.  45 

1.0553 

20. 63 

21.16 

0 

15.  76 

19.95 

1.0257 

21.05 

21.16 

0 

16.64 

20.83 

1.0441 

21.75 

21.16 

.59 

17. 48 

21.93 

1.0528 

23.09 

21.93 

1. 16 

18.  84 

23.62 

1.0725 

23. 52 

20.01 

24.92 

1. 0545 

24.92 

21.  25 

26.  38 

1.  0586 

26. 38 

21.58 

26.86 

1. 0182 

26.  86 

22.  45 

27.  87 

1. 0376 

29.89 

27.87 

2.02 

25.71 

31.  61 

1. 1342 

35.85 

31.61 

4.24 

28.  51 

34.87 

1. 1031 

38.47 

34.87 

3.60 

31.36 

4  38. 35 

1.0998 

42. 18 

38.35 

3.83 

'  pataJiated  from  formula  (eol.  2)X(col.  3);  1919  calculation  uses  1917  ratio;  1921  and 

1922  calculations  use  1920  ratio;  1930  and  1931  calculations  use  1929  ratio;  1938  calcula¬ 
tion  uses  1937  ratio;  1945  calculation  uses  1941  ratio. 

3  Entered  from  col.  2,  1913-29  and  1940-48;  from  1929  entry  in  col  4  1930-39 
3  Calculated  from  formula  (col.  4)  — (col.  5). 


4  Calculated  from  number  of  telephones  in  Bell  System  and  1947  ratio  between  if  S. 
telephones  and  Bell  System  telephones,  31.36X34.87 -i- 28.51. 


Source:  Col.  1,  American  Telephone  &  Telegraph  Co. 
tions  Commission,  “Statistics,”  1947,  table  9. 


:  col.  2,  Federal  Communica- 


First,  equation  (7,  14)  is  used  to  compute 
a  series  of  demand  estimates  for  the  entire 
telephone  industry  over  the  period  1913-48. 
There  is,  of  course,  no  possibility  of  check¬ 
ing  these  estimates  directly,  because  of  lack 
of  information  on  actual  demand  estimates. 
The  measure  of  industrywide  output  used 
in  deriving  the  recent  trend  for  these  cal¬ 
culations  is  the  total  number  of  telephones 
in  the  United  States.  This  is  compatible 
with  the  practice  in  the  Bell  System  of  esti¬ 
mating  demand  in  terms  of  number  of  lines, 
main  telephones,  and  total  telephones. 
The  “subnormal”  years  for  the  purpose  of  the 
modification  for  optimism  in  equation 
(7,  14)  are  1921-22,  1930-31,  and  1938.  It  is 
not  reasonable  to  expect  such  optimism  in 
the  depth  of  the  depression,  1932-35,  but 


since  the  demand  estimates  in  those  year 
whether  optimistic  or  pessimistic,  were  fi 
below  capacity,  they  can  be  neglected.  N 
demand  estimates  are  calculated  for  tfc 
years  of  war  of  Government  seizure,  1918-1 
and  1942-45,  and  the  immediate  postwar  c 
postseizure  estimates  made  in  1919  and  194 

essentiaCnlated  fr°m  the  trends  of  the  la! 

respect  6  y6arS’  1917  and  194 


Second,  a  series  is  obtained  to  represent 
effective  industrywide  capacity  over  the 
same  period  1913-48.  According  to  the  in¬ 
vestment  procedures  of  the  Bell  System,  it 
should  be  remembered,  new  investment  in 
each  individual  exchange  is  undertaken 
whenever  expected  demand  exceeds  current 
total  capacity,  but  because  of  the  policy  of 
building  ahead  of  demand,  the  next  new  in¬ 
vestment  is  required  only  after  several 
years  in  which  the  growth  of  demand  grad¬ 
ually  uses  up  the  spare  capacity.  This  means 
that  at  any  one  time  in  the  industry  as  a 
whole  there  exists  a  distribution  of  spare 
capacity  in  the  individual  exchanges.  Un¬ 
fortunately,  however,  there  are  no  published 
figures  for  this  distribution  of  spare 
capacity.  Statistically,  therefore,  it  seems 
desirable  to  represent  effective  industry¬ 
wide  capacity  by  the  current  industrywide 
output,  as  measured  by  the  actual  number  of 
telephones  in  the  United  States.  The 
theoretical  justification  for  this  is  that  an 
expected  increase  in  industrywide  demand 
over  current  industrywide  outjait  provided 
it  is  distributed  in  some  regular  way  among 
the  individual  exchanges,  requires  new  in¬ 


vestment  in  those  particular  exchanges,  at 
one  end  of  the  distribution,  which  have  used 
up  their  spare  capacity.  It  would  also  be 
possible  to  represent  effective  industrywide 
capacity  by  the  calculated-demand  estimate 
made  in  the  previous  year,  but  since  this  is 
a  derived  figure,  it  seems  less  desirable  in 
most  years.  The  only  exception  to  this  rule 
is  in  1930,  when  the  actual  industrywide 
output  did  not  increase  over  1929,  yet  a  large 
net  investment  program  was  carried  through; 
capacity  in  1930,  is  therefore  measured  by  the 
calculated-demand  estimate.  The  statistical 
series  for  effective  industrywide  capacity  is 
continued  at  its  maximum  previous  level, 
even  when  expected  demand  subsequently 
falls.  In  other  words,  the  telephone  indus¬ 
try  is  assumed  to  make  replacement  invest¬ 
ment  equal  to  its  retirement.  This  is  com¬ 
patible  with  the  tendency  to  automatic  re¬ 
placement  noted  in  the  Bell  System  proce¬ 
dures. 

Third,  a  series  of  differences  is  computed 
between  the  calculated  demand  estimates 
1  year  in  the  future  and  the  calculated  ef¬ 
fective  capacity  in  the  current  year.  A  1- 
year  projection  is  used  here  because  it  is  the 
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closest  approximation  using  annual  data  to 
the  construction  periods  indicated  in  the 
last  section.  This  series  of  differences — the 
calculated  increases  in  expected  demand  over 
capacity — is  one  of  the  two  main  elements 
needed  for  computing  the  statistical  capital 
and  spare-capacity  coefficients. 

C.  Calculation  and  evaluation  of  capital 
and  spare-capacity  coefficients 

The  second  part  of  the  quantitative  analy¬ 
sis  consists  in  calculating  a  historical  series 
of  capital  and  spare-capacity  coefficients  for 
each  type  of  telephone  capital  equipment. 
Then  the  statistical  coefficients  are  exam¬ 
ined  to  see  if  they  vary  in  the  proper  direc¬ 
tion  and  in  the  proper  years  as  indicated 
by  the  known  history  of  technological  devel¬ 
opments  in  the  industry,  but  are  stable  from 
one  technological  change  to  the  next.  This 
is  a  key  part  of  the  quantitative  analysis. 
It  tests  directly  the  second  basic  hypothesis 
of  the  capital-requirements  theory — that  net 
investment  depends,  via  fixed  capital  and 
spare-capacity  coefficients,  upon  changes  in 
expected  demand — and  indirectly  the  first 
basic  hypothesis,  since  the  calculated  de¬ 
mand  estimates  are  used  in  computing  the 
coefficients. 

The  evaluation  of  the  stability  of  the  sta¬ 
tistical  coefficients  and  their  consistency 
with  the  technological  history  of  the  indus¬ 
try  requires  a  subjective  judgment.  Here  it 
is  meaningful  to  think  in  terms  of  a  scale 
of  closeness  of  approximation  of  the  hy¬ 
pothesis  to  the  data,  rather  than  in  terms 
of  the  dichotomy  of  proof  or  disproof.  This 
will  be  brought  out  in  the  evaluation  below. 

One  of  the  two  main  elements  needed  for 
computing  the  statistical  coefficients  has  al¬ 
ready  been  obtained — the  series  of  calculated 
increases  in  expected  demand  over  capacity. 
The  other  is  a  series  of  deflated  net  invest¬ 
ment  for  each  of  the  various  types  of  capital 
equipment  used  in  the  telephone  industry. 
It  is  obtained  as  follows : 

Data  are  available  stating  the  value  of  six 
types  of  capital  equipment  in  the  Bell  Sys¬ 
tem  at  the  end  of  each  year  1912-48.  These 
series  have  been  corrected  for  changes  in  the 
number  of  companies  included  in  the  con¬ 
solidated  accounts;  some  important  changes 
in  accounting  definitions  occurred  between 
1932  and  1933,  however.  The  six  types  are 
central-office  equipment  (mainly  switch¬ 
boards),  land  and  buildings  (mainly  central- 
office  buildings),  exchange  lines  (outside 
plant  used  mainly  for  local  service),  toll 
lines  (outside  plant  used  mainly  for  toll 
service),  station  equipment  (mainly  tele¬ 
phone  instruments  and  installations) ,  and 
other  plant  (mainly  vehicles  and  office  fur¬ 
niture)  . 

These  six  series  are  first  blown  up  to  the 
level  of  the  entire  industry  by  the  use  of  a 
series  of  ratios  between  the  total  value  of 
capital  equipment  in  the  industry  and  the 
total  value  in  the  Bell  System.  The  ratios 
are  computed  directly  for  every  fifth  year 
from  1912  to  1937  (years  of  the  Census  of 
Electrical  Industries) ,  and  by  interpolation 
for  the  intervening  years.  Annual  net  in¬ 
vestment  in  current  prices  in  each  type  of 
equipment  is  then  calculated  by  taking  the 
annual  increments  of  these  six  series.  Final¬ 
ly,  separate  price  indexes  on  a  1926  base  are 
derived  for  each  type  of  equipment,  and  the 
six  series  of  annual  increments  are  deflated 
with  these  indexes.  It  would  have  been  pref¬ 
erable  to  use  these  indexes  to  deflate  gross 
investment,  to  use  another  index  to  deflate 
retirement,  and  to  take  the  difference  be¬ 
tween  the  two  deflated  series,  but  this  was 
not  possible  because  of  lack  of  data.  The 
data  and  procedure  for  calculating  deflated 
net  investment  in  central-office  equipment 
are  presented  for  illustrative  purposes  in 
table  4. 

Now  that  both  of  the  main  elements 
needed  for  computing  the  statistical  capital 


and  spare-capacity  coefficients  have  been  ob¬ 
tained,  it  is  revealing  to  plot  the  two  series 
for  comparison  of  the  timing  of  their  varia¬ 
tions.  According  to  the  capital-require¬ 
ments  theory,  their  timing  should  be  syn¬ 
chronous.  This  comparison  is  shown  in 


charts  3  through  5  [not  printed  in  Record]. 
Note  that  the  expected  demand  increases 
are  plotted  in  the  charts  1  year  later  than  in 
table  3  to  refer  to  the  year  in  which  the  in¬ 
crease  is  expected  to  occur  rather  than  the 
year  in  which  the  estimate  is  made. 


Table  4. — Central  office  equipment:  Calculation  of  capital  and  spare-capacity  coefficients 


Year 

Central 

office 

equipment 
in  Bell 
System 
(millions  of 
dollars) 

(1) 

Ratio  of 
industry 
to  Bell 
System  x 

(2) 

Central 

office 

equipment 

in 

telephone 
industry  2 
(millions  of 
of  dollars) 

(3) 

Increase  in 
central 
office 

equipment 
(millions  of 
dollars) 

(4) 

Price 
index 
for  central 
office 
equip¬ 
ment  3 

(5) 

Deflated 
increase 
in  central 
office 
equip¬ 
ment  4 
(millions  of 
1926  dollars) 

(6) 

Calculated 
capital 
and  spare 
capacity 
coefficient 3 
(1926 

dollars  per 
telephone) 

(7) 

(1) 

1912 . 

99 

1.46 

145 

(2) 

1913 . 

108 

1.  440 

156 

11 

69 

16 

(31 

1914 . . 

119 

1.420 

169 

13 

69 

19 

21.  35 

(4) 

1915 . 

125 

1.  400 

176 

6 

69 

9 

16.  67 

(5) 

1916. . . . . 

136 

1.380 

188 

13 

69 

19 

38.78 

(til 

1917 . . 

167 

1.36 

214 

26 

69 

38 

49.35 

(7) 

1918 . . 

175 

1.340 

235 

21 

98 

21 

(8) 

1919. . . - 

191 

1.320 

252 

17 

98 

17 

(9) 

1920 . 

224 

1.300 

291 

39 

115 

34 

62.96 

(10) 

1921 . 

273 

1.280 

349 

58 

127 

46 

58.  97 

(ID 

1922 . . 

343 

1.26 

432 

83 

126 

66 

81.48 

02) 

1923 . 

436 

1.242 

542 

110 

112 

98 

116.  67 

(13) 

1924 . - 

565 

1.224 

692 

150 

110 

136 

124.  77 

(14) 

1925. . . 

652 

1.206 

786 

94 

103 

91 

102.  25 

(15) 

1926 _ _ _ 

735 

1.888 

873 

87 

100 

87 

114.  47 

(16) 

1927 _ _ 

795 

1.17 

930 

57 

97 

59 

69.  41 

(17) 

1928 _ _ 

858 

1. 166 

1,000 

70 

90 

78 

97.50 

(18) 

1929 _ _ 

946 

1. 162 

1,099 

99 

84 

118 

137.  21 

(19) 

1930 . . . . 

1,041 

1.168 

1,205 

106 

79 

134 

144.  09 

(20) 

1931 

1,101 

1. 154 

1,  271 

66 

89 

74 

(21) 

1932 . . 

1,099 

1.15 

1, 264 

-7 

89 

-8 

(22) 

1933 

1,067 

1. 148 

1,225 

(«) 

90 

(•) 

(23) 

1934... 

1,067 

1. 146 

1,223 

-2 

103 

-2 

(24) 

1935... 

1,  067 

1.144 

1,  221 

-2 

109 

-2 

(25) 

1936  . 

1,  082 

1. 142 

1,236 

15 

110 

14 

(26) 

1937  . 

1, 122 

1.14 

1,  279 

43 

109 

39 

(27) 

1938 

1, 162 

1. 140 

1,  325 

46 

95 

48 

(28) 

1939 

1, 194 

1. 140 

1,361 

36 

96 

38 

(29) 

1940 _ _ 

1,245 

1,140 

1,  419 

58 

101 

57 

96.  61 

(30) 

1941 . . 

1,360 

1. 140 

1,550 

131 

100 

131 

112. 93 

rai ) 

1942 

1,463 

1. 140 

1,068 

118 

100 

118 

(32) 

1943 

1,499 

1.140 

1,709 

41 

100 

41 

(33) 

1944 

1,542 

1. 140 

1,758 

49 

100 

49 

(34) 

1945 

1,611 

1.140 

1,837 

79 

100 

79 

(35) 

1946 . . 

1,816 

1. 140 

2,070 

233 

100 

233 

115.  35 

(36) 

1947 . 

2,246 

1.140 

2,560 

490 

122 

402 

94.  81 

(37) 

1948 . 

2,718 

1.140 

3,099 

539 

137 

393 

109. 17 

x  Calculated  from  total  capital  equipment  in  Bell  System  and  total  capital  equipment  in  telephone  industry,  at 
the  5-year  intervals  of  the  census  of  electrical  industries,  1912-37,  and  by  interpolation  in  the  intervening  years. 

2  Calculated  from  formula  (col.  l)X(col.  2). 

i  Calculated  from  data  supplied  by  American  Telephone  &  Telegraph  Co. 

4  Calculated  from  formula  (col.  4)  — (col.  5). 

s  Calculated  from  formula  (col.  6) -(col.  6,  table  2,  previous  year). 

4  Omitted  because  affected  by  accounting  change  between  1932  and  1933. 

Source:  col.  1:  American  Telephone  &  Telegraph  Co. 


Turning  to  the  individual  comparisons,  the 
timing  of  variations  in  net  investment  in 
central  office  equipment,  as  shown  in  chart 
3  [not  printed  in  the  Record],  is  quite  sim¬ 
ilar  to  the  timing  of  variations  in  the  ex¬ 
pected  demand  increases,  in  particular  at 
the  peaks  in  1914,  1917,  1924,  1930,  1941,  and 
1947.  This  correspondence  indicates  that  net 
investment  in  central  office  equipment, 
which  is  the  largest  component  of  total 
telephone  investment,  is  timed  in  accord¬ 
ance  with  the  capital-requirements  theory. 

One  discrepancy  which  recurs  in  the  com¬ 
parisons  for  the  other  types  of  equipment 
should  be  pointed  out,  however.  According 
to  the  capital-requirements  theory,  during 
the  thirties  no  positive  net  investment  should 
have  been  required,  since  actual  demand 
remained  below  the  1929  peak  until  1939 
and  expected  demand  remained  below  ca¬ 
pacity  until  1940.  During  the  early  thirties, 
in  fact,  net  investment  remained  approxi¬ 
mately  zero,  indicating  both  that  no  ex¬ 
pansion  was  required  and  that  retirement 
was  almost  entirely  replaced.  During  the 
late  thirties,  on  the  other  hand,  some  posi¬ 
tive  net  investment  was  undertaken.  This 
investment  apparently  was  not  due  to  lack 
of  capacity  in  the  industry  as  a  whole; 
rather  it  was  due  in  part  to  Increases  in 
demand  in  particular  geographical  areas,  not 


typical  of  the  entire  country,  and  in  part 
to  the  introduction  of  technological  im¬ 
provements  even  though  existing  capacity 
was  adequate.  Although  this  positive  net 
investment  began  earlier  than  the  capital- 
requirements  theory  indicates,  it  is  signifi¬ 
cant  that  net  investment  rose  sharply  in 
1940  and  1941,  when  expected  demand  defi¬ 
nitely  exceeded  existing  capacity. 

The  timing  comparisons  for  the  other 
kinds  of  capital  equipment  reveal  a  succes¬ 
sively  diminishing  correspondence  between 
net  investment  and  expected  demand  in¬ 
creases,  more  or  less  in  the  following  rank¬ 
ing:  Exchange  lines,  as  shown  in  chart  4 
[not  printed  in  Record],  rank  second  in 
correspondence,  and  are  also  the  second  larg¬ 
est  component  of  total  telephone  investment. 
Land  and  buildings,  as  shown  in  chart  4  [not 
printed  in  Record],  rank  third,  partly  be¬ 
cause  buildings  have  a  longer  construction 
period,  and  hence  annual  investment  is 
more  regular.  Station  equipment,  as  shown 
in  chart  5  [not  printed  in  Record],  ranks 
fourth  in  correspondence,  with  exceptionally 
large  discrepancies  over  the  depression  years. 
Two  distinctive  characteristics  of  station 
equipment  may  account  for  these  discrep¬ 
ancies:  its  construction  period  is  short,  so 
that  investment  can  be  rapidly  adjusted  to 
actual  rather  than  expected  changes  in  de- 
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mand;  and  its  retirement  is  large,  so  that 
disinvestment  can  be  significant  when  de¬ 
mand  falls,  and  excess  capacity  does  not 
persist  to  bar  investment  when  demand  rises 
again.  Toll  lines,  as  shown  in  chart  5  [not 
printed  in  Record],  are  fifth,  primarily  be¬ 
cause  they  are  “lumpy”  inputs.  Each  ma¬ 
jor  new  line  is  a  comparatively  large  part 
of  the  total  stock  of  toll  lines,  and  includes 
a  large  margin  of  spare  capacity.  Finally 
other  plant,  as  shown  in  chart  3  [not  printed 
in  Record],  ranks  last  in  correspondence, 
because  it  simply  does  not  have  a  definite 
technological  relationship  to  demand.  It  is 
also  the  smallest  component  of  total  tele¬ 
phone  investment. 

To  sum  up,  these  comparisons  indicate  that 
the  extent  to  which  net  investment  is  timed 
in  accordance  with  the  capital-requirements 
theory  differs  from  one  type  of  capital  equip¬ 
ment  to  the  next.  The  correspondence  be¬ 
tween  net  investment  and  expected  demand 
increases  is  quite  close,  however,  for  the 
most  important  types — central  office  equip¬ 
ment  and  exchange  lines. 

The  statistical  capital  and  spare-capacity 
coefficients  are  now  computed  by  dividing 
the  series  of  deflated  net  investment  in  each 
type  of  capital  equipment  by  the  series  of 
calculated  increases  in  expected  demand  over 
capacity,  i.e.,  by  finding  the  ratios  between 
the  two  main  elements  plotted  in  charts  3 
through  5  [not  printed  in  Record],  This 
calculation  is  illustrated  for  central  office 
equipment  in  table  4.  It  should  be  noted 
that  the  statistical  results  are  combined 
capital  and  spare-capacity  coefficients,  rather 
than  the  two  kinds  of  coefficients  taken 
separately.  The  reason  for  this  has  already 
been  pointed  out — that  data  for  the  distri¬ 
bution  of  spare  capacity  in  the  industry  are 
not  available.  The  coefficients  are  marginal 
coefficients,  stating  the  amount  of  capital 
equipment  (in  1926  dollars)  required  for 
each  additional  telephone,  rather  than  aver¬ 
age  coefficients,  stating  the  amount  of  capi¬ 
tal  equipment  required  for  each  existing 
telephone.  No  coefficients  have  been  calcu¬ 
lated  for  other  plant,  since  it  seems  clear 
that  net  investment  in  other  plant  is  not 
explained  by  the  capital-requirements 
theory. 

In  algebraic  terms,  the  second  basic  hypo¬ 
thesis  of  the  capital-requirements  theory  is 
(7,  12) 

AKat+x  —  fiaya(Oe  t+i —  1/ yaCat) ,  A 

For  statistical  analysis,  using  (a)  the  as¬ 
sumed  value  for  the  expectations  coefficient 
and  equation  (7,  14)  above,  (b)  the  statisti¬ 
cal  measure  for  effective  industrywide  ca¬ 
pacity  and  the  assumption  of  automatic 
replacement,  and  (c)  the  deflated  value  of 
increments  in  capital  stock  for  a  measure,  of 
net  investment,  the  combined  capital  and 
spare-capacity  coefficients  are  computed  from 
(7,  15) 

AVct-n/Patti=paya(Ori^1  —  C't), 

AV«/+1/P»(+1^0 

in  which 

AV=the  increment  in  value  of  capital 
stock, 

P=the  price  index,  and, 

C'=:effective  industrywide  capacity. 


The  historical  course  of  the  statistical  cap¬ 
ital  and  spare-capacity  coefficients  can  be 
seen  in  charts  6  to  8  [not  printed  in  Record], 
How  may  these  statistical  results  be  evalu¬ 
ated?  In  general  the  calculated  cofflcients 
have  two  notable  characteristics:  they  fluc¬ 
tuate  significantly  from  year  to  year,  and 
they  trace  out  underlying  patterns  of  varia¬ 
tion  over  the  entire  period. 

The  annual  fluctuations  are,  of  course,  at 
variance  with  the  capital-requirements 
theory,  which  assumes  that  the  coefficients 
are  stable  except  when  altered  by  techno- 
•These  fluctuations  do  not 

least  for  tv,  sufflclently  extreme,  however — at 
t  for  the  more  important  types  of  capi¬ 


tal  equipment — to  warrant  rejection  of  the 
theory.  The  year-to-year  fluctuations  seem 
to  arise  from  a  combination  of  three  sources. 
In  part  they  are  due  to  chance  variations  in 
the  number  of  local  exchanges  requiring  ex¬ 
pansions  of  capacity  as  a  result  of  a  given 
industrywide  increase  in  expected  demand, 
i.e.,  they  stem  from  the  aggregation  prob¬ 
lem  discussed  earlier.  In  part  they  result 
from  variations  in  the  availability  of  cir¬ 
cuits,  i.e.,  they  stem  from  using  a  one-dimen¬ 
sional  measure  of  output  and  capacity.  And 
in  part  they  arise  from  considerations  affect¬ 
ing  net  investment  which  are  abstracted 
from  in  the  capital-requirements  theory — 
in  particular,  from  policy  decisions  to  vary 
the  rate  of  introduction  of  technological  im¬ 
provements.  Such  year-to-year  fluctuations 
must  be  expected  in  view  of  the  approxi¬ 
mations  of  the  statistical  technique  and  the 
simplicity  of  the  theory. 

The  underlying  patterns  of  variation  over 
the  entire  period,  on  the  other  hand,  appear 
to  reflect  the  fundamental  influence  of  the 
capital  coefficients  and  spare-capacity  coef¬ 
ficients  of  the  capital-requirements  theory. 
These  patterns  can  in  general  be  explained 
in  the  light  of  the  technological  develop¬ 
ments  known  to  have  taken  place  in  the  vari¬ 
ous  types  of  capital  equipment  in  the  period 
1913-48.  In  the  charts,  therefore,  simple 
freehand  lines  have  been  drawn  to  repre¬ 
sent  these  underlying  patterns,  consistent 
with  the  dates  and  directions  of  the  known 
technological  changes. 

The  statistical  coefficients  for  the  indi¬ 
vidual  types  of  capital  equipment  reveal  a 
successively  diminishing  stability  and  con¬ 
sistency  with  the  technological  history,  more 
or  less  in  the  same  ranking  noted  earlier  in 
the  timing  comparison. 

As  shown  in  chart  6  [not  printed  in  Rec¬ 
ord],  the  coefficients  for  central  office  equip¬ 
ment  trace  out  an  underlying  pattern  of  var¬ 
iation  which  reflects  clearly  the  technolog¬ 
ical  change  from  manual  to  automatic 
switchboards.  The  coefficients  rose  sharply 
from  1920  to  1923,  when  the  automatics, 
which  have  higher  capital  costs  than  the 
manuals  (but  lower  operating  costs),  were 
first  introduced;  and  then  remained  in  the 
neighborhood  of  this  higher  level  through¬ 
out  the  twenties,  in  1940-41,  and  in  1946-48, 
when  the  automatics  continued  to  be  used 
for  expansion  and  gradual  replacement. 
Certain  of  the  year-to-year  fluctuations 
around  this  pattern  are  also  understand¬ 
able.  The  peak  in  1923  and  1924  was  due 
to  the  process  of  eliminating  backlog  de¬ 
mand  and  restoring  the  normal  availability 
of  circuits  after  wartime  shortages,  and  the 
fall  in  1925  followed  the  completion  of  this 
process.  The  peak  in  1929  and  1930  was  due 
to  temporary  acceleration  of  the  technolog¬ 
ical  shift  from  manual  to  automatic  switch¬ 
boards. 

Chart  7  [not  printed  in  Record]  indicates 
that  the  coefficient  for  exchange  lines  trace 
out  a  steadily  rising  pattern  from  1914 
through  1930,  and  then  a  falling  pat¬ 
tern  through  1941  to  the  years  after 
World  War  II.  The  earlier  upward  trend 
reflects  the  technological  shifts  which 
took  place  in  those  years  from  open 
wire  to  cable,  and  from  wire  and  cable  above 
ground  to  cable  underground,  each  of  which 
require  larger  amounts  of  capital  equipment 
per  telephone.  It  also  reflects  the  extension 
of  telephone  service  to  less  heavily  populated 
areas.  The  later  falling  trend  stems  from 
the  technological  changes  in  station  equip¬ 
ment  in  those  years,  raising  the  strength  of 
the  signal  from  the  telephone  instruments 
and  thus  permitting  a  reduction  in  the  size 
of  the  conductors  in  cables,  i.e.,  a  reduc¬ 
tion  in  capital  requirements  in  exchange 
lines. 

In  the  third  rank,  as  shown  in  chart  6  [not 
printed  in  Record],  the  coefficients  for  land 
and  buildings  trace  out  an  underlying  pat¬ 
tern  which  was  high  in  the  twenties,  low 


in  1914-17  and  1940-41,  and  rising  after 
World  War  II.  This  pattern  arose  from 
policy  decisions  as  well  as  technological  de¬ 
velopments.  The  high  level  of  the  coeffi¬ 
cients  in  the  prosperous  twenties  (especially 
1929  and  1930),  and  the  low  level  in  the 
post-depression  years,  were  due  partly  to  a 
program  of  constructing  large  administration 
buildings  and  making  general  improve¬ 
ments  in  architectural  design,  which  was 
carried  through  in  the  twenties  but  later 
curtailed.  The  low  level  of  coefficients  in 
later  years  was  also  partly  a  result  of  the 
technological  trend  to  smaller  and  more  com¬ 
pact  central  office  equipment,  reducing  cap¬ 
ital  requirements  in  land  and  buildings. 

The  coefficients  for  station  equipment, 
chart  7  [not  printed  in  Record],  trace  out 
an  underlying  pattern  in  variation  which 
reflects  the  technological  change  from  desk 
sets  to  hand  sets,  starting  in  1927  and  con¬ 
tinuing  through  the  thirties.  The  coeffi¬ 
cients  rose  somewhat  in  the  late  twenties 
and  continued  at  this  level  in  1940-41.  The 
lower  level  prevailing  after  World  War  II  is 
more  difficult  to  explain,  however.  Perhaps 
it  is  due  to  the  fact  that  the  actual  transtion 
from  desk  sets  to- hand  sets  had  been  virtu¬ 
ally  completed. 

The  coefficients  for  toll  lines  shown  in 
chart  8  [not  printed  in  Record],  have  been 
less  stable  from  year  to  year  than  those 
for  any  other  type  of  capital  equipment. 
This  reflects  the  lumpy  character  of  invest¬ 
ment  in  toll  lines.  Insofar  as  an  underly¬ 
ing  pattern  of  variation  can  be  discerned, 
however,  it  is  in  accord  with  the  known 
changes  in  technology.  The  rise  of  the  co¬ 
efficients  in  the  late  twenties  was  due  funda¬ 
mentally  to  the  technological  solution  of  the 
problem  of  long-distance  transmission  over 
cables;  although,  more  immediately,  to  a 
policy  decision  to  undertake  general  replace¬ 
ment  of  open  wire  by  aerial  and  underground 
cable  at  this  time,  and  to  provide  a  complete 
cable  network  in  the  northeastern  part  of 
the  country.  The  technological  change 
raised  the  underlying  pattern  of  the  coeffi¬ 
cients,  since  cable  requires  more  investment 
than  open  wire;  while  the  concentrated  re¬ 
placement  program  raised  the  annual  coeffi¬ 
cients  to  the  extraordinary  peak  of  1929  and 
1930.  The  subsequent  lower  level  of  the 
coefficients  before  and  after  World  War  II 
reflects  a  second  technological  change,  the 
development  of  carrier  systems  of  transmis¬ 
sion,  which  markedly  reduced  the  amount 
of  outside  plant  required  for  each  toll 
circuit. 


Table  5. — Central  office  equipment:  Calcula¬ 
tion  of  retirement  coefficients 


Year 

Retire¬ 

ment 

(1) 

Stock  of 
central 
office 

equipment 

(2) 

Retire¬ 
ment 
coeffi¬ 
cient  1  • 

(3) 

Thousands 

Millions 

(1) 

1915 . . 

$758 

$25. 65 

(2) 

1916 _ 

675 

27.00 

0.  02632 

(3) 

1917... . 

272 

29.76 

.01007 

(4) 

1918 _ 

715 

32  95 

.  02403 

(5) 

1919 _ 

663 

36.  91 

.02012 

(6) 

1920 _ 

710 

43. 16 

.  01924 

(7) 

1921 _ 

1,  464 

51.86 

.03392 

(8) 

1922 _ 

757 

72.87 

.01460 

(9) 

1923 _ 

892 

100.  47 

.01224 

(10) 

1924 . 

1,  768 

154.05 

.01760 

(11) 

1925 _ 

2,721 

178. 34 

.  01766 

(12) 

1926 _ 

3,639 

190.  61 

.02040 

(13) 

1927... . 

30,  712 

178. 81 

(») 

(14) 

1928 . . 

7,461 

186. 39 

.  04173 

(IS) 

1929 _ 

5,811 

204.  91 

.03118 

(16) 

1930 _ 

7,822 

220. 39 

.  03817 

(17) 

1931 . 

14,298 

230.  68 

.06488 

(18) 

1932 _ 

20, 345 

230.  50 

.08820 

(19) 

1933 _ 

13, 306 

231.  29 

.  (3) 

(20) 

1934 _ 

4,949 

230,  49 

.02140 

(21) 

1935 . . 

6,756 

227.  42 

.02931 

(22) 

1936 _ 

2,  779 

227.63 

.01222 

(23) 

1937 . . 

5,093 

231.34 

.02237 

(24) 

1938 _ 

7,016 

237. 74 

.03033 

(25) 

1939 . 

10,  952 

235.88 

.  04607 

(26) 

1940 . . 

8,  434 

238.  51 

.03576 

Footnotes  at  end  of  table. 
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Table  5. — Central  office  equipment:  Calcula¬ 
tion  of  retirement  coefficients — Continued 


Year 

Retire¬ 

ment 

a) 

Stock  of 
central 
office 

equipment 

(2) 

Retire¬ 
ment 
coeffi¬ 
cient  1 

(3) 

Thousands 

Millions 

(27) 

1941 _ 

$4,  621 

$244.  50 

.  01937 

(28) 

1942 _ 

3,457 

249.  98 

.01414 

(29) 

1943 _ 

1,084 

252.  52 

.  00434 

(30) 

1944 _ 

868 

254. 30 

.  00340 

(311 

1945.  _ 

1, 179 

258.  02 

.00464 

(32) 

1946 _ 

1,433 

275.06 

.  00555 

33) 

1947 _ 

2,  590 

340.  50 

.00942 

(34) 

1948 _ 

3,365 

243.  84 

.00988 

1  Calculated  from  formula  (col.  1)  •  (col.  2  previous  year 
X  1,000). 

-  Omitted  because  affected  by  change  in  area  of  opera¬ 
tions  in  1927. 

a  Omitted  because  affected  by  accounting  change 
between  1932  and  1933. 

Source:  Cols.  (1),  and  (2),  Federal  Communications 
Commission,  unpublished  reports  of  New  York  Tele¬ 
phone  Co. 

To  sum  up,  the  statistical  capital  and 
spare-capacity  coefficients  for  the  various 
types  of  capital  equipment  reveal  both  year- 
to-year  fluctuations  and  underlying  pat¬ 
terns  of  variation  over  the  entire  period. 
The  annual  fluctuations  are  at  variance  with 
the  capital-requirements  theory,  but  do  not 
seem  to  be  sufficient  to  reject  the  theory  for 
the  more  important  types  of  capital  equip¬ 
ment.  The  underlying  patterns  of  varia¬ 
tion,  on  the  other  hand,  are  in  general  con¬ 
sistent  with  the  known  timing  and  direction 
of  technological  developments.  All  in  all, 
this  statistical  analysis  seems  to  lend  con¬ 
siderable  support  to  the  second  basic  hy¬ 
pothesis  of  the  capital-requirements  the¬ 
ory — that  net  investment  depends,  via  fixed 
capital  and  spare-capacity  coefficients,  upon 
changes  in  expected  demand. 

D.  Calculation  and  evaluation  of  retirement 
coefficients 

In  the  third  part  of  the  quantitative 
analysis,  annual  retirement  coefficients  for 
the  various  types  of  capital  equipment  are 
derived,  and  the  stability  of  the  historical 
course  of  the  statistical  coefficients  is  exam¬ 
ined.  The  capital-requirements  theory  as¬ 
sumes  that  retirement  is  a  fixed  fraction  of 
the  stock  of  capital  equipment;  therefore 
these  coefficients  should  be  essentially  stable 
over  the  period  studied,  though  perhaps 
modified  by  technological  changes. 

The  essence  of  the  statistical  procedure 
is  to  take  ratios  between  the  retirement  in 
each  year  and  the  stock  of  capital  equip¬ 
ment  in  use  at  the  end  of  the  previous  year; 
thus  the  coefficients  are  stated  in  pure  num¬ 
bers.  Several  aspects  of  the  detailed  pro¬ 
cedure  should  be  pointed  out,  however. 
Since  statistical  series  for  retirement  by 
types  of  capital  equipment  are  not  available 
for  the  Bell  System  or  for  the  industry  as  a 
whole,  series  have  been  compiled  for  the 
New  York  Telephone  Co.,  the  largest  unit  in 
the  Bell  System,  from  unpublished  reports 
made  to  the  Interstate  Commerce  Commis¬ 
sion  and  the  Federal  Communications  Com¬ 
mission.  The  classification  of  capital  equip¬ 
ment  is  somewhat  different  from  that  used 
previously.  Four  types  are  essentially  the 
same — central  office  equipment,  land  and 
buildings,  station  equipment,  and  other 
plant. 

Outside  plant,  however,  which  previously 
was  divided  between  exchange  lines  and  toll 
lines,  is  divided  here  among  aerial  wire, 
aerial  cable,  underground  cable,  pole  lines, 
and  underground  conduit.  The  series  are  all 
stated  in  value  terms.  The  value  of  the 
stock  of  capital  equipment  is  essentially  the 
sum  of  the  original  values,  at  the  time  they 


were  first  installed,  of  the  various  units 
still  in  service;  no  adjustment  is  made  for 
depreciation.  The  value  of  retirement  is 
essentially  the  original  value  of  the  units 
retired.  Unfortunately  these  value  series 
cannot  be  deflated,  because  information  re¬ 
garding  the  dates  at  which  the  retired  units 
were  originally  purchased  is  lacking.  The 
year  1927  has  been  omitted  because  in  that 
year  the  New  York  Co.  transferred  its  prop¬ 
erties  in  northern  New  Jersey,  containing 
10  to  30  percent  of  the  various  types  of 
capital  equipment,  to  a  wholly  owned  sub¬ 
sidiary,  which  later  became  the  New  Jersey 
Bell  Telephone  Co.  The  years  1933,  in  some 
cases  1937,  and  in  other  cases  1933-37,  have 
been  omitted  because  of  changes  in  account¬ 
ing  definitions  in  those  years.  The  entire 
procedure  is  illustrated  in  table  5  for  central 
office  equipment. 

In  algebraic  terms,  the  third  basic  hypoth¬ 
esis  of  the  capital-requirements  theory  is 
(7,  13) 

p"K“t 

Using  undeflated  value  series  for  a  single 
telephone  company,  the  statistical  retire¬ 
ment  coefficients  are  calculated  from 
(7,  16) 

—  XJnt+x~  —  p"Vai 

in  which 

U  —  the  value  of  retirement,  and 

F=the  value  of  the  stock  of  capital  equip¬ 
ment. 

The  historical  course  of  the  resulting 
statistical  coefficients  can  be  seen  in  charts 
9  through  13  [not  printed  in  Record].  In 
general  the  retirement  coefficients  fluctuate 
quite  widely  from  year  to  year,  indicating 
that  annual  retirement  is  subject  to  con¬ 
siderably  more  managerial  discretion  than 
the  capital  requirements  theory  suggests. 
All  of  the  calculated  coefficients,  for  example, 
fell  very  low  during  World  Wax  II,  when  new 
equipment  was  difficult  to  get  for  replace¬ 
ment;  and  most  remained  low  in  the  postwar 
period,  when  new  equipment  was  used 
mainly  for  expansion.  These  year-to-year 
fluctuations  are  associated  with  the  fact  that 
the  coefficients  for  most  types  of  equipment 
are  very  small,  indicating  that  the  equip¬ 
ment  is  quite  durable,  and  hence  that  there 
is  scope  for  discretionary  variation  of  retire¬ 
ment.  Some  of  the  fluctuations  are  also 
associated  with  the  technological  changes 
which  are  known  to  have  occurred  in  this 
period.  On  the  other  hand,  there  appears  to 
be  some  tendency  for  the  year-to-year  fluc¬ 
tuations  to  center  around  certain  normal 
levels,  even  though  the  stocks  of  capital 
equipment  increased  manyfold  over  the  en¬ 
tire  period.  This  suggests  that  there  may  be 
a  longrun  tendency  for  retirement  to  be  a 
certain  fraction  of  the  capital  stock. 

Turning  to  the  individual  types  of  capital 
equipment,  the  two  types  which  have  the 
most  stable  retirement  coefficients  from  year 
to  year  and  are  most  consistent  with  the 
capital-requirements  theory  are  station 
equipment  and  other  plant.  It  is  significant 
that  these  two  types  also  have  the  largest 
retirement  coefficients.  This  supports  the 
generalization  that  the  less  durable  a  type 
of  equipment,  the  less  scope  there  is  for 
varying  its  retirement.  Moreover,  because 
large  fractions  of  station  equipment  and 
other  plant  are  retired  in  each  year,  replace¬ 
ment  investment  for  these  two  types  is  more 
important  than  net  investment.  The  statis¬ 
tical  coefficients  for  station  equipment  are 
shown  in  chart  9  [not  printed  in  Record]. 
The  normal  level  of  these  coefficients  seems 
to  have  varied,  rising  to  a  higher  level  be¬ 
ginning  in  1928  and  continuing  through  1940. 
This  reflects  the  technological  transition 
from  desk  sets  to  hand  sets  in  these  years. 
The  statistical  coefficients  for  other  plant  are 
plotted  in  chart  9  [not  printed  in  Record], 


The  normal  level  of  these  coefficients  seems 
to  have  fallen  from  about  15  percent  in  the 
twenties  to  about  11  percent  in  the  thirties. 

The  retirement  coefficients  for  central  of¬ 
fice  equipment,  chart  10  [not  printed  in  Rec¬ 
ord],  are  among  the  most  variable  from  year 
to  year,  and  the  least  consistent  with  the 
capital-requirements  theory.  This  may  be 
explained  by  the  fact  that  retirement  of  cen¬ 
tral  office  equipment  is  due  largely  to  ob¬ 
solescence,  and  is  primarily  affected  by  policy 
decisions  regarding  the  rate  of  introduction 
of  technological  improvements.  Thus  retire¬ 
ment  was  increased  from  1928  to  1932  as  a 
result  of  an  accelerated  program  of  replacing 
manual  with  automatic  switchboards;  where¬ 
as  in  the  8  years  1921-27  dial  service  had  been 
introduced  in  46  central  offices,  in  the  4  years 
1928-31  dial  service  was  installed  in  70  cen¬ 
tral  offices.0  An  additional  reason  for  increas¬ 
ing  retirement  in  1931  and  1932  was  to  reduce 
maintenance  and  operating  expense  by  aban¬ 
doning  manual  equipment  no  longer  needed 
in  view  of  the  fall  in  demand.  Over  the  en¬ 
tire  period  from  1915  to  1948,  however,  in 
which  the  value  of  central  office  equipment 
increased  about  16  times,  the  statistical  co¬ 
efficients  appear  to  have  some  tendency  to 
center  around  a  normal  level  of  about  2  % 
percent.  The  retirement  coefficients  for  land 
and  buildings,  as  shown  in  chart  10  [not 
printed  in  Record  ] ,  trace  out  a  pattern  of 
annual  fluctuations  similar  to  that  of  the  co¬ 
efficients  for  central  office  equipment,  since 
this  type  of  telephone  plant  consists  mainly 
of  buildings  to  house  the  central  office  equip¬ 
ment.  The  peak  of  retirement  in  1929,  how¬ 
ever,  was  due  to  the  transfer  of  many  admin¬ 
istrative  and  operating  functions  to  a  single 
new  building  in  that  year,  and  the  normal 
level  of  the  coefficients  seems  to  have  been 
about  1  percent. 

The  retirement  coefficients  for  aerial  wire, 
aerial  cable,  and  underground  cable  reflect 
an  interesting  way  the  technological  change 
which  took  place  in  this  period  from  open 
wire  to  cable,  both  aerial  and  underground, 
and  from  aerial  conductors,  both  wire  and 
cable,  to  underground  cable.  These  coeffi¬ 
cients  are  plotted  in  charts  11  and  12  [not 
printed  in  the  Record].  In  1929  and  1930 
the  coefficients  for  both  aerial  wire  and  aerial 
cable  rose  well  above  normal,  while  the 
coefficients  for  underground  cable  did  not. 
Then  in  1931  and  1932  the  coefficients  for 
aerial  wire  remained  high,  while  the  coeffi¬ 
cients  for  both  aerial  and  underground  cable 
fell.  Over  the  entire  period  the  coefficients 
for  aerial  wire  were  in  the  order  of  8  percent, 
and  in  contradiction  to  the  capital-require¬ 
ments  theory,  fluctuated  markedly  from  year 
to  year.  The  coefficients  for  both  aerial  cable 
and  underground  cable  where  in  the  order  of 
2  percent,  and  were  also  more  stable,  partic¬ 
ularly  after  1938. 

Pole  lines,  aerial  wire,  and  aerial  cable  are 
complementary  types  of  capital  equipment, 
and  hence  the  retirement  coefficients  for 
pole  lines,  as  shown  in  chart  12  [not  printed 
in  the  Record],  trace  out  a  pattern  of  an¬ 
nual  fluctuations  similar  to  that  of  the  coeffi¬ 
cients  for  aerial  wire  and  aerial  cable.  Over 
the  entire  period  from  1915  to  1948  the  nor¬ 
mal  level  of  the  coefficients  appears  to  have 
been  about  5  percent,  and  except  for  1921 
the  annual  fluctuations  are  reasonably  com¬ 
patible  with  the  capital-requirements  theory. 
Underground  conduit  and  underground  cable 
have  a  similar  complementary  technological 
relationship,  but  annual  retirement  in  these 
2  types  is  not  so  closely  related  because 
the  conduit  is  about  10  times  as  durable  as 
the  cable.  As  set  forth  in  chart  13  [not 
printed  in  the  Record]  (note  the  change  in 


0  New  York  Telephone  Co.,  annual  reports, 
1928,  p.  5;  1929,  p.  5;  1930,  p.  6;  1931,  p.  8. 
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scale) ,  the  retirement  coefficients  for  conduit 
were  in  the  order  of  0.2  percent  in  most  years. 
Moreover,  because  of  this  durability  the  co¬ 
efficients  were  more  erratic  from  year  to  year 
than  the  coefficients  for  any  other  type  of 
equipment,  and  hence  less  consistent  with 
the  capital-requirements  theory. 

In  sum,  the  statistical  retirement  coeffi¬ 
cients  for  the  various  types  of  capital  equip¬ 
ment  exhibit  varying  degrees  of  year-to-year 
fluctuations  in  the  period  studied.  Station 
equipment  and  other  plant  are  most  stable; 
underground  conduit,  aerial  wire,  central 
office  equipment,  and  land  and  buildings  are 
least  stable;  and  pole  lines,  aerial  cable,  and 
underground  cable  are  intermediate.  These 
fluctuations  reflect  the  managerial  discre¬ 
tion  which  enters  retirement  decisions,  but 
which  is  abstracted  from  in  the  capital- 
requirements  theory.  Such  discretion  is  in¬ 
versely  related  to  durability,  and  hence  it 
is  important  that  all  types  but  station  equip¬ 
ment  and  other  plant  are  quite  durable.  On 
the  other  hand,  over  the  period  as  a  whole, 
while  large  increases  in  stocks  of  capital 
equipment  were  taking  place,  normal  levels 
of  the  coefficients  can  in  general  be  dis¬ 
cerned.  Thus  there  may  be  a  long-run 
tendency  toward  normal  retirement.  All  in 
all,  however,  this  calculation  of  statistical 
retirement  coefficients  lends  only  limited 
support  to  the  third  basic  hypothesis  of  the 
capital-requirements  theory — that  retire¬ 
ment  depends,  via  a  fixed  coefficient,  upon 
the  existing  stock  of  capital  equipment. 

v.  CONCLUSION 

This  study  points  to  one  main  conclu¬ 
sion — that  the  capital -requirements  theory 
is  a  useful  explanation  of  certain  funda¬ 
mental  features  of  the  investment  process  in 
the  telephone  industry.  The  hypothesis  that 
demand  estimates  depend  upon  a  fixed  expec¬ 
tations  coefficient  is  supported  by  the  im¬ 
portance  of  trend  extrapolation  in  the  Bell 
System  procedures,  and  also  by  the  one 
short  series  of  actual  demand  estimates. 
The  hypothesis  that  net  investment  depends 
upon  fixed  capital  and  space-capacity  co¬ 
efficients  is  supported  by  the  policy  of  build¬ 
ing  ahead  of  demand  and  the  essentially 
rigid  engineering  relationships  in  the  Bell 
System  procedures,  and  also  by  the  consis¬ 
tency  of  the  statistical  capital  and  spare- 
capacity  coefficients  with  the  known  tech¬ 
nological  developments  in  the  period  studied. 
The  hypothesis  that  retirement  depends 
upon  fixed  retirement  coefficients,  on  the 
other  hand,  is  supported  to  only  a  limited 
degree,  largely  because  of  the  durability  of 
most  of  the  capital  equipment  in  the 
industry. 

An  important  question  is  the  extent  to 
which  the  capital-requirements  theory  can 
be  extended  to  other  industries.  It  should 
be  recognized  that  the  telephone  industry 
has  three  important  characteristics  which 
are  favorable  to  the  theory.  First,  its  pro¬ 
ductive  process  is  heavily  capital-intensive, 
with  little  scope  of  substitution  of  other 
inputs,  and  its  product  cannot  be  produced 
for  inventory.  This  means  that  investment 
decisions  are  dominated  by  essentially  rigid 
technological  relationships.  Second,  the  de¬ 
mand  for  telephone  service  has  risen  stead¬ 
ily  and  rapidly  throughout  the  history  of  the 
industry,  so  that  investment  designed  to  ex¬ 
pand  capacity  has  bulked  large  in  the  invest¬ 
ment  program,  technological  improvements 
have  been  introduced  primarily  as  alterna¬ 
tive  techniques  for  expansion,  and  it  has 
been  economical  to  build  ahead  of  demand. 
Third,  the  telephone  industry  is  essentially 
a  monopoly,  and  is  subject  to  public  utility 
regulation.  Its  investment  is  little  affected 
by  the  reactions  of  oligopolistic  rivals,  and 
must  be  adequate  to  meet  demand  at  com¬ 
mission-determined  prices. 

These  favorable  characteristics,  however, 
are  clearly  not  limited  to  the  telephone  in¬ 
dustry.  The  other  public  utilities,  which 


together  provide  a  significant  fraction  of 
total  investment  in  our  economy,10  are  simi¬ 
lar  in  most  of  these  respects.  Many  manu¬ 
facturing  industries  as  well  as  characterized 
by  capital-intensive  productive  processes, 
historically  rising  demand,  and  nonagres- 
sive  market  structures.  Therefore,  although 
each  industry  should  be  examined  individ¬ 
ually,  it  seems  probable  that  the  capital- 
requirements  theory  can  be  extended  to  a 
considerable  number  of  other  industries.* 11 

Moreover,  insofar  as  this  study  of  tele¬ 
phone  investment  can  be  generalized,  it  in¬ 
dicates  that  the  capital-requirements  theory 
can  justifiably  be  used  in  integrating  invest¬ 
ment  and  disinvestment  in  capital  equip¬ 
ment  into  the  interindustry  input-output 
scheme.  The  study  has  two  implications  for 
the  resulting  dynamic  analysis,  however. 
First,  the  theoretical  coefficients  were  found 
to  be  more  stable  over  periods  of  several 
years  than  in  any  single  year,  in  which 
managerial  discretion  may  affect  investment. 
Therefore  the  dynamic  input-output  analy¬ 
sis  itself  will  be  more  useful  in  determining 
what  is  required  to  accomplish  a  specified 
increase  in  total  outputs  over  periods  of 
several  years  than  over  a  single  year.  Sec¬ 
ond,  the  coefficients  were  significantly  al¬ 
tered  by  technological  developments,  which 
indicates,  particularly  when  analysis  is  fo¬ 
cused  on  periods  of  several  years,  that  the 
most  up-to-date  engineering  advice  should 
be  sought  in  calculating  the  coefficients,  in 
order  to  make  allowance  for  technological 
changes  which  are  on  the  verge  of  being 
introduced.  If  these  implications  are  recog¬ 
nized,  however,  this  study  of  telephone  in¬ 
vestment  offers  a  basis  for  hope  that  the 
capital-requirements  theory  can  be  success¬ 
fully  used  in  developing  a  dynamic  input- 
output  analysis. 


10  See  ch.  6,  sec.  4,  table  9. 

11  Throughout  this  chapter  I  have  referred 
to  the  capital-requirements  theory,  meaning 
the  particular  theory  tested  here  against  the 
investment  practice  in  the  telephone  indus¬ 
try.  By  modifications  of  particular  assump¬ 
tions,  of  course,  it  is  possible  to  develop  oth¬ 
er  variants  within  the  general  family  of 
capital-requirements  theories;  and  in  ex¬ 
tending  the  theory  to  other  industries,  such 
modifications  may  be  desirable.  The  partic¬ 
ular  assumptions  which  I  consider  central  to 
any  capital-requirements  theory  are  that  in¬ 
vestment  depends  upon  expected  output 
relative  to  capacity,  that  there  are  fixed  tech¬ 
nological  coefficients  relating  changes  in  ca¬ 
pacity  to  changes  in  stocks  of  capital  equip¬ 
ment,  and  that  negative  net  investment  is 
limited  by  the  durability  of  capital  equip¬ 
ment  to  feasible  retirement.  On  the  other 
hand,  modified  assumptions  can  readily  be 
introduced  regarding  the  formation  of  de¬ 
mand  expectations,  the  variability  of  margins 
of  spare  capacity,  and  the  determination 
of  retirement.  For  an  example  of  another 
formulation  within  the  family  of  capital- 
requirements  theories,  applied  to  a  number 
of  industries,  see  Hollis  Chenery,  “Over¬ 
capacity  and  the  Acceleration  Principle,” 
Econometrica,  January  1952.  The  principal 
difference  between  his  capacity  principle  and 
the  capital-requirements  theory  developed 
here  is  that  in  his  formulation  net  invest¬ 
ment  depends  upon  a  certain  fraction  of  the 
difference  between  output  and  normal  utili¬ 
zation  of  capacity,  so  that  the  margin  of 
spare  capacity  varies  from  year  to  year,  ap¬ 
proaching  the  normal  margin  as  a  goal;  while 
in  my  formulation  net  investment  depends 
upon  the  entire  difference  between  output 
and  normal  utilization  of  capacity,  so  that 
the  margin  of  spare  capacity  is  constant  from 
year  to  year.  The  choice  between  the  two 
versions  for  particular  industries  probably 
depends  primarily  on  whether  demand  has 
fluctuated  seriously  or  has  risen  steadily  in 
the  past. 


September  4 

COURTS  WOULD  NOT  PERMIT  INVESTMENT  CREDIT 
TO  INCREASE  PROFIT  INCENTIVE 

Mr.  PROXMIRE.  Mr.  President,  as 
I  have  said,  utilities  as  regulated  monop¬ 
olies  are  afforded  opportunities  to  earn 
a  just  and  reasonable  rate  of  return. 
The  rate  of  return  is  set  to  assure  a 
return  on  capital  and  to  attract  what¬ 
ever  capital  is  needed  to  serve  public 
convenience  and  necessity.  The  rate  of 
return  is  arranged  to  obtain  the  neces¬ 
sary  capital  at  whatever  cost  is  required. 
So  that  it  is  very  difficult  to  see  how  an 
investment  credit  under  any  circum¬ 
stances  could  provide  an  incentive.  In 
fact,  the  opinions  of  courts  in  several 
cases  with  respect  to  regulating  utilities 
make  clear  that  they  do  not  intend  to 
permit  the  utility  to  get  the  benefit  of 
any  such  provision  as  the  investment 
credit. 

I  call  attention  particularly  to  the 
opinion  by  the  Pennsylvania  Superior 
Court  in  the  case  of  city  of  Pittsburgh 
against  Pennsylvania  Public  Utilities 
Commission : 

Counsel  asserts  that,  since  utilities  are  an 
important  segment  of  the  national  economy, 
they  must  likewise  benefit.  The  weakness 
in  this  assertion  is  in  failing  to  recognize 
the  distinct  nature  of  a  utility  as  a  regu¬ 
lated  quasi-monopoly.  As  such  it  may  ob¬ 
tain  funds  for  modernization  and  expansion 
at  the  current  reasonable  cost,  and  it  is  al¬ 
lowed  to  pass  this  cost  on  to  its  customers 
in  an  annual  depreciation  allowance  and 
its  annual  allowable  net  return  as  well.  In 
fixing  the  rate  of  return  the  commission 
takes  cognizance  of  the  cost  of  capital  to 
the  utility.  It  appears  therefore  that  this 
general  desire  of  Congress  to  provide  work¬ 
ing  capital  and  funds  for  modernization  and 
expansion  is,  and  has  been  for  many  years, 
adequately  met  for  public  utilities  through 
rate  proceedings. 

This,  of  course,  referred  to  the  ac¬ 
celerated  depreciation  provision  in  the 
Revenue  Code,  which  was  put  into  effect 
in  1954. 

Similarly,  the  Supreme  Court  of  Illi¬ 
nois  said  in  the  case  of  city  of  Alton 
against  Commerce  Commission: 

Under  the  policy  of  this  State,  utilities 
are  allowed  a  rate  of  return  calculated  to  at¬ 
tract  the  capital  required  for  necessary  ex¬ 
pansion.  Since  in  this  respect  utilities  dif¬ 
fer  from  other  corporations,  the  purpose  of 
section  167  would  not  be  thwarted  nor  would 
discrimination  be  introduced  into  the  Fed¬ 
eral  tax  law  by  requiring  utilities  to  pass  the 
savngs  of  accelerated  depreciation  on  to  their 
customers.  Utilities  are  at  least  partial  mo¬ 
nopolies,  and  no  competition  exists  to  in¬ 
duce  them  to  pass  savings  on  to  the  public. 

Therefore  it  is  clear  that  regulatory 
bodies,  public  utilities  commissions,  treat 
the  corporation  income  tax  of  utilities 
as  a  cost  of  operation.  If  the  investment 
credit  is  given  to  utilities,  why  then 
should  public  utilities  accelerate  their  in¬ 
vestment  in  equipment? 

The  major  utility  companies  recognize 
the  fact  that  they  cannot  increase  their 
return  by  increasing  investment  as  long 
as  public  utility  commissions  are  suffi¬ 
ciently  alert  to  see  that  they  get  only  a 
specified  rate  of  return. 

The  utilities  and  their  investors  do  not 
bear  the  burden  of  the  corporation  in¬ 
come  tax. 

The  utilities  will  not  raise  investment 
significantly  in  response  to  this  invest- 
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ment  credit  because,  in  the  first  place, 
they  are  a  captive  monopoly  market; 
second,  they  have  a  guaranteed  rate 
of  return;  third,  they  have  a  ready  ac¬ 
cess  to  capital  funds;  fourth,  they  can 
raise  money  whenever  they  need  to  ex¬ 
pand. 

Finally,  the  need  for  new  investment 
is  determined  by  consumer  demand. 

EXPERIENCE  WITH  QUICKIE  WRITEOFFS  FOR 

UTILITIES  SHOWS  INVESTMENT  CREDIT  WOULD 

NOT  INCREASE  INVESTMENT 

Mr.  President,  fortunately,  in  this  case, 
we  have  the  experience  of  the  acceler¬ 
ated  amortization  provision  in  the  tax 
law,  which  Congress  provided  in  1954. 
That  experience  showed  that  it  did  not 
work  to  stimulate  the  utility  industry. 
As  a  matter  of  fact,  a  critical  review 
was  made  by  the  Finance  Committee  in 
1957,  on  the  basis  of  the  experience  with 
the  accelerated  depreciation  in  the  elec¬ 
tric  utility  field.  At  that  time  the  chair¬ 
man  of  the  Committee  on  Finance,  the 
Senator  from  Virginia  [Mr.  Byrd]  con¬ 
cluded  that  the  effect  had  not  been  to 
stimulate  investment.  This  is  what  he 
said,  on  page  9  of  the  hearings  before 
the  Committee  on  Finance  on  S.  1795: 

It  seems  to  me  there  is  no  justification 
whatever  for  a  power  utility  to  get  a  rapid 
tax  depreciation.  They  are  guaranteed 
profits. 

REGULATION  WOULD  EE  DISCRIMINATORY,  CON- 

FUSING  AND  CONTRADICTORY  WITH  INVEST¬ 
MENT  CREDIT 

It  is  argued  that  in  some  cases  utilities 
may  have  an  incentive,  because  regu¬ 
latory  bodies  may  be  disinclined  to  re¬ 
quire  the  utilities  to  reduce  their  rate  to 
reflect  their  increased  return  flowing 
from  the  investment  credit.  Should  util¬ 
ities  be  allowed  to  keep  the  investment 
credit  in  addition  to  a  fair  return?  I 
believe  that  undoubtedly  some  regulatory 
bodies  may  say  “Yes.”  I  believe,  how¬ 
ever,  that  many,  as  indicated  by  the  deci¬ 
sion  in  Pennsylvania  and  the  decision  in 
Illinois,  and  I  am  sure  in  other  States, 
would  say  “No.”  The  result  of  this  would 
be  discriminatory,  uncertain,  confusing, 
and  would  not  be  in  the  interest  of  the 
country  or  of  the  public  utility  interest. 

Certainly  any  flow-through  of  this  ad¬ 
vantage  to  consumers  which  is  called  for 
by  existing  law  means  no  incentive. 
Obviously,  if  the  advantage  in  increas¬ 
ing  income  is  not  permitted  by  the  reg¬ 
ulatory  body,  then  there  would  be  no 
real  incentive  for  the  utility  to  increase 
its  purchases  of  equipment  or  machinery. 

TREASURY  FORESEES  WINDFALL  FOR  UTILITIES 
FROM  INVESTMENT  CREDIT 

The  conclusion  of  the  Treasury  is  that 
substantially  no  benefit  to  consumers  or 
investors  would  result  from  this  invest¬ 
ment  credit  to  utilities  but  that  there 
would  be  an  addition  to  dividends. 

This  is  because  there  is  such  a  varia¬ 
tion  and  it  would  be  very  difficult  for 
regulatory  bodies  to  handle  the  situa¬ 
tion  fairly.  Under  those  circumstances 
it  is  felt  that  the  utility  would  not  pass 
through  or  permit  a  flowthrough  of  the 
investment  credit  advantage  to  the  con¬ 
sumers.  However,  there  would  be  a 
dividend  windfall. 


I  should  like  to  point  out  the  varia¬ 
tion  in  the  effect  on  the  consumers  in 
various  States  and  on  various  utilities. 

The  rate  regulating  agency  would  have 
to  monitor  each  utility’s  investment  in 
every  year  to  assure  that  the  company 
did  not  earn  an  excessive  return  through 
the  investment  credit. 

I  have  before  me  a  table  which  indi¬ 
cates  the  varying  effect  on  many  com¬ 
panies  during  the  period  1958,  assuming 
a  3 -percent  tax  credit.  It  shows,  for 
example,  in  the  case  of  the  Consolidated 
Edison  of  New  York,  in  1958,  the  cus¬ 
tomer  benefit  would  be  83  cents,  and  the 
stockholder  benefit  would  be  an  increase 
of  1.04  percent  on  equity.  There  would 
be  an  increase  in  1960  of  $1.99  by  way 
of  a  customer  benefit,  or  2.17  percent  in¬ 
crease  return  to  stockholders. 

Detroit  Edison,  Northern  States  Pow¬ 
er  Co.,  and  Pacific  Gas  and  Electric  Co., 
are  also  listed.  In  the  cast  of  Detroit 
Edison  the  variation  would  be  the  sharp¬ 
est.  In  1958,  the  consumer  benefit  would 
be  $1.37.  In  1960,  it  would  be  only  45 
cents.  In  1958  investors  would  have  got¬ 
ten  an  increased  return  of  1  percent, 
while  in  1960,  only  two-thirds  of  1  per¬ 
cent. 

This  is  typical  of  all  the  other  utilities 
on  the  basis  of  the  table  which  the  Treas¬ 
ury  has  made  available.  I  ask  unani¬ 
mous  consent  that  the  table,  shown  on 
page  136  of  the  hearings  be  printed  in 
the  Record  at  this  point. 

There  being  no  objection,  the  material 
was  ordered  to  be  printed  in  the  Record, 
as  follows : 


Estimated  effect  of  3-percent-tax  credit  cus¬ 
tomer  benefit  versus  stockholder  benefit, 
selected  utilities,  1958-60  data 


Results  whether 
customer  or  stock¬ 
holder  gets  benefits 

Company 

Cus¬ 
tomer 
benefit 
per 
year  1 

Stock¬ 
holder 
benefit 
extra 
return  on 
equity  1 

Consolidated  Edison  Co.  of 
New  York: 

1958  — . . 

$0.83 

Percent 

1.04 

1959  . . 

1.11 

1.33 

1960  _ 

1.99 

2. 17 

Northern  States  Power  Co. 
(Minn.) : 

1958  . . 

.61 

.66 

1959  _ _ 

1.18 

1.13 

1960 _ _ 

1.'35 

1.32 

The  Detroit  Edison  Co.: 

1958  _ _ - . 

1.37 

1.00 

1959 _ _ _ 

1.14 

.84 

I960  . . . . 

.45 

.33 

Pacific  Gas  &  Electric  Co.: 

1958  _ _ 

1.36 

1.20 

1959  _ _ - . 

.85 

.78 

I960  _ _  _ _ - 

.81 

.76 

Appalachian  Power  Co.: 

1958  _ _ 

2.88 

2.78 

1959  . . . 

.57 

.55 

I960  . . . . - 

.57 

.54 

1  Average  reduction  in  residential  electric  bills  conse¬ 

quent  to  rate  reductions  on  residential  sales  made  pos¬ 
sible  by  the  investment  credit.  , 

2  Average  percentage  point  increase  in  rate  of  return 
to  equity  made  possible  by  passing  the  investment  credit 
through  to  stockholders. 

Source:  Office  of  the  Secretary  of  the  Treasury,  Office 
of  Tax  Analysis,  Apr.  2, 1962. 
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PASSTHROUGH  TO  CONSUMERS  NEGLIGIBLE  AT 
BEST 

Mr.  PROXMIRE.  Mr.  President,  it 
could  be  argued,  I  presume,  that  if  this 
investment  credit  were  passed  on  to  the 
consumers,  what  is  wrong  with  that? 
The  consumers  would  get  a  cut  in  their 
rate  bill.  Of  course,  first,  this  would  not 
be  the  purpose  of  the  reduction.  Sec¬ 
ond,  the  cut  in  the  rate  bill  would  be 
very  slight  indeed. 

Some  might  argue  a  cut  in  the  rate 
would  be  sufficient  to  persuade  consumers 
to  buy  more  electricity  and  to  expand 
our  output  of  electricity  or  the  output 
of  utilities  generally.  The  facts  are,  on 
the  basis  of  the  Treasury  study,  that 
the  result  of  a  3-percent  credit  would 
be  a  1-percent  cut  in  consumer  costs. 
For  example,  a  monthly  residential  bill 
of  $7.20  would  be  cut  by  7  cents.  That 
is  a  typical  average  bill.  In  the  case  of 
the  average  industrial  bill,  which  is  ap¬ 
proximately  $73,  the  cut  would  be  only 
69  cents. 

On  the  basis  of  the  studies  made  by 
Fisher  &  Kaysen,  the  demand  is  rela¬ 
tively  inelastic.  On  this  basis  it  is  clear 
that  the  increase  in  demand,  the  result 
of  any  passthrough  or  flowthrough  of 
this  investment  credit  would  be  virtually 
nil. 

Would  the  investment  stimulate  in¬ 
creasing  capacity?  The  fact  is  that  the 
level  of  excess  capacity  in  the  utility  in¬ 
dustry  is  now  higher  than  at  any  time 
since  1940.  I  call  attention  to  a  table  on 
page  137  of  the  hearings.  This  table 
shows  that  there  was  a  real  burden  on 
capacity  in  the  period  right  after  World 
War  II.  At  that  time,  in  1947,  the  indi¬ 
cated  reserves — that  is,  the  excess  over 
the  December  peakload  as  a  percentage 
of  the  peak — was  only  1.2  percent.  Since 
then,  in  every  year,  the  capacity  in  pro¬ 
portion  to  demand  has  increased,  until 
in  1960  the  percentage  of  excess  was  28.6 
percent  in  December.  This  is,  of  course, 
the  month  in  which  there  are  heavy  de¬ 
mands  on  utilities.  So  the  most  recent 
figures  show  a  28.6  percent  and  increas¬ 
ing  excess  capacity.  Under  those  cir¬ 
cumstances,  it  is  obvious  that  the  level  of 
excess  capacity  is  so  high  that  any  in¬ 
vestment  credit  would  be  unlikely  to 
stimulate  capacity  significantly. 

While  I  disapprove  of  investment 
credit  generally,  I  think  it  is  possible  it 
may  have  some  stimulation  of  invest¬ 
ment  in  equipment  in  competitive  manu¬ 
facturing  industry.  I  think  that  the  ex¬ 
clusion  of  buildings  was  wise  and  a  good 
provision.  It  saved  revenue  and  elimi¬ 
nated  providing  overproduction  through 
an  investment  credit  tax  cut  for  build¬ 
ings,  which  obviously  would  not  have 
stimulated  our  growth  significantly. 

I  ask  unanimous  consent  to  insert  at 
this  point  in  the  Record  a  table  entitled 
“System  Capacity  and  Peakloads.” 

There  being  no  objection,  the  table 
was  ordered  to  be  printed  in  the  Record, 
as  follows : 
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System  capacity  and  peak  loads,  1940-60, 
U.S.  totals  for  major  systems 


End  of  year 

Dependable 
(adverse 
water  year) 

December 
peak  loads 

Indicated 
reserves 
(excess  of 
depend¬ 
able  over 
December 
peak  load 
as  percent 
of  peak) 

1940 . 

Kilowatts 

34,  403,  434 

Kilowatts 

27,948,071 

23.1 

1941 . . 

37,  353,  709 

31,  531,  206 

18.3 

1942 . 

39,  665,  335 

32,  942,  464 

20.4 

1943 . 

42,  416,  767 

37,  060,  061 

14.6 

1944 . . 

43,  760, 322 

37,  863,  847 

15.6 

1945 . 

45,  373,  031 

37,  368,  925 

19.8 

1946 . . 

45,  701,  894 

43, 173,  803 

6.9 

1947 . 

48, 146,  326 

47,  554,  537 

1.2 

1948 . 

52,  689,  808 

61,  611,  873 

2.1 

1949... . 

69,  285,  449 

54,  238,  069 

9.3 

1950 . . 

65,  574,  230 

61,719,096 

6.2 

1951 . 

72,  687,  964 

67,  869,  836 

7.1 

1952 . . 

80,  035,  407 

TS,  055,  403 

9.6 

1953 . 

89,  802,  220 

78,  592,  567 

14.3 

1954 . 

102,  056,  254 

85,  580, 848 

19.3 

1955 . . 

114,  512, 107 

98,  291,  077 

16.5 

1956 . . 

120,  453,  230 

102,  723,  432 

17.3 

1957 . . 

128,  325,  252 

107,  388,  343 

19.5 

1958 . . 

141,  827,  422 

113,  679,  341 

24.8 

1959... . . 

154,  537,  818 

121,  661, 168 

27.1 

1960 . . 

165,  536,  249 

128,  713,  483 

28.6 

Source:  June  1961  issue  of  FPC  “Electric  Power 
Statistics.” 


Mr.  PROXMIRE.  In  the  same  way,  it 
seems  to  me,  if  we  exclude  utilities,  as 
my  amendments  advocates,  we  follow  the 
same  course  as  we  did  in  excluding 
buildings. 

INVESTMENT  CREDIT  FOR  UTILITIES  COULD  NOT 

IMPROVE  COMPETITIVE  POSITION  WITH  OTHER 

NATIONS 

The  principal  purpose  of  investment 
credit,  as  argued  by  the  Secretary  of  the 
Treasury  and  the  proponents  of  the 
measure  on  the  floor,  was  that  it  would 
improve  our  competitive  position  with 
foreign  countries.  Is  this  principle  ap¬ 
plicable  to  utilities?  Are  Detroit  Edison 
Co.,  or  the  big  utilities  in  my  State  of 
Wisconsin,  or  the  utilities  in  Oklahoma 
or  New  York,  competitive  with  utilities 
in  Europe  or  in  any  other  part  of  the 
world?  Obviously,  they  are  not.  No 
persuasive  argument  can  be  made,  par¬ 
ticularly  in  view  of  the  fact  that  there 
is  likely  to  be  little,  if  any,  flowthrough 
to  the  consumer,  that  such  an  invest¬ 
ment  credit  will  help  us  compete  abroad. 
Industry  buying  power  would  not  bene¬ 
fit  because  the  record  shows  no  flow 
through. 

Would  industry  construct  its  own  utili¬ 
ties  to  take  advantage  of  the  credit? 
That  is  a  legitimate  fear  on  the  part  of 
the  utility  industry.  The  utility  industry 
believes  that  if  it  camiot  get  investment 
credit  for  constructing  generators  and 
such  facilities,  perhaps  industry  would 
step  in  to  take  advantage  of  its  own  tax 
position  to  increase  its  utility  capacity. 
An  excellent  study  by  the  Treasury  De¬ 
partment,  which  is  on  page  139  of  the 
hearings,  shows  that  the  trend  in  utili¬ 
ties  has  been  in  exactly  the  opposite 
direction. 

I  ask  unanimous  consent  that  this 
table  be  printed  at  this  point  in  the 
Record. 

There  being  no  objection,  the  table 
was  ordered  to  be  printed  in  the  Record, 
as  follows: 


Generating  capacity,  privately  owned,  elec¬ 
tric  utilities  and  industrial  establishments, 
1939-60 


[In  thousands  of  kilowatts] 


Fear 

Com¬ 

bined 

capacity 

Privately 

owned 

utilities 

capacity 

Industrial  estab¬ 
lishments 

Capac¬ 

ity 

Percent 
of  com¬ 
bined 
capacity 

1939.... . 

44,483 

33,908 

10,  676 

24 

1940 . . . 

45,  433 

34,398 

11, 035 

24 

1941 . 

47,631 

36, 041 

11,  590 

24 

1942 . . 

49,626 

37,442 

12, 184 

25 

1943 . 

51,  717 

39,128 

12,589 

24 

1944 . 

52,  610 

39,  733 

12,  877 

24 

1945 . 

53,  064 

40,  307 

12,  767 

24 

1946 . . 

53, 104 

40,  355 

12,  749 

24 

1947 . 

54, 816 

41,  987 

12,  829 

23 

1948.... . 

58,  436 

45,  381 

13, 055 

22 

1949.... . 

63,954 

60,  484 

13,  470 

21 

1950. . 

69, 106 

55, 175 

13,  931 

20 

1951 . 

74,544 

60, 192 

14,  352 

19 

1952 . 

79,  435 

64,  349 

15,086 

19 

1953 . . 

87,  053 

71,  201 

15,  852 

18 

1954. . 

95,  413 

79, 127 

16,  286 

17 

1955 _ 

103,  311 

86,  887 

16,  424 

16 

1956 _ 

107,  790 

91,145 

16,  646 

15 

1967 . 

114,  474 

97,  376 

17,098 

15 

1958.... . 

126,  256 

108,  202 

18,  054 

14 

1959. . . . 

136,  510 

118,999 

17,  511 

13 

I960.... . 

145,  793 

128,000 

17,  793 

12 

Source:  FPC. 


Mr.  PROXMIRE.  Mr.  President,  be¬ 
ginning  in  1939,  the  industrial  establish¬ 
ment  had  a  percentage  of  capacity  of  24 
percent  of  the  combined  capacity  of  the 
utility  production.  That  percentage  has 
declined  steadily  and  relentlessly  year 
after  year,  until  in  1960  industrial  es¬ 
tablishments  had  only  12  percent  of  such 
capacity,  while  privately  owned  utility 
capacity  was  88  percent.  There  is  a 
reason  for  this  decline  in  industrial  in¬ 
vestment  in  utility  production.  The 
reason  is  the  increasing  size  of  generat¬ 
ing  facilities  and  their  expense,  which 
puts  the  activity  far  beyond  the  desires 
of  most  corporations,  even  the  very  big 
corporations,  to  engage  in  it. 

Second,  the  life  of  a  facility  is  30  years, 
and  the  need  for  the  manufacture  for 
utility  service  and  power  is  highly  vari¬ 
able,  if  not  unpredictable. 

Furthermore,  as  the  Treasury  cal¬ 
culates,  the  flow  of  credit  is  far  less  for 
a  30-year  life  than  for  a  10-year  life 
or  a  15-year  life.  So  the  current  trend, 
as  I  have  pointed  out,  is  in  exactly  the 
opposite  direction.  Many  Arms  now 
lease  production  facilities  in  order  to 
minimize  the  capital  investment  re¬ 
quired. 

The  argument  is  made — and  I  am  sure 
it  will  be  made  in  opposition  to  my 
amendment— that  utility  investment 
credit  would  help  the  smaller  utilities. 
Would  it?  The  Treasury  shows  that 
there  is  no  support  for  this  contention 
at  all. 

GIANT  UTILITIES  GET  80  PERCENT  OF  INVESTMENT 
CREDIT  BENEFITS 

First,  80  percent  of  the  investment  by 
utilities  is  made  by  the  giants,  by  the 
big  utilities,  by  those  which  have  assets 
of  more  than  $250  million — more  than  a 
quarter  of  a  billion  dollars.  Those  are 
the  firms  which  would  get  the  lion’s 
share  of  the  benefit  from  a  tax  credit. 
Let  us  consider  the  smaller  utilities, 
which  are  very  small  in  relation  to  the 
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giants,  and  have  assets  of  from  $5  to 
$50  million.  The  fact  is  that  they 
now  enjoy  a  substantially  higher  re¬ 
turn.  The  Treasury  points  out  that 
there  is  no  support  for  the  argument 
that  the  small  utilities  because  they 
earn  less  would  get  the  principal  benefit. 
The  utilities  having  assets  of  from  $5 
to  $50  million  enjoy  a  rate  of  re¬ 
turn  of  from  10  to  20  percent  higher, 
on  the  average:  so  it  is  clear  that 
the  smaller  utilities  do  not  need  such 
an  advantage. 

Mr.  GORE.  Mr.  President,  will  the 
Senator  from  Wisconsin  yield? 

Mr.  PROXMIRE.  I  am  glad  to  yield 
to  the  Senator  from  Tennessee. 

Mr.  GORE.  Does  the  Senator’s 
amendment  cover  all  utilities?  Does  it 
cover  not  only  electric  utilities,  but  oil 
and  gas  pipelines,  as  well? 

Mr.  PROXMIRE.  My  amendment 
covers  utilities  as  defined  in  the  bill  at 
the  present  time;  for  that  reason  it 
does  not  cover  gas  pipelines.  The  reason 
why  it  does  not  include  gas  pipelines  is 
that  gas  pipelines  are  now  given  a  7-per- 
cent  credit. 

Mr.  GORE.  In  the  bill? 

Mr.  PROXMIRE.  That  is  correct.  I 
think  that  the  granting  of  such  a  bene¬ 
fit  is  wrong.  I  believe  gas  pipelines 
should  be  treated  as  are  all  other 
utilities. 

My  first  amendment  is  directed  to  the 
elimination  of  the  3-percent  provision  as 
it  applies  to  utilities.  Following  that,  as 
soon  as  I  can  get  the  floor,  I  shall  offer 
an  amendment  to  give  the  same  treat¬ 
ment  to  gas  pipelines  as  all  other  utili¬ 
ties  receive.  If  my  amendment  is  agreed 
to,  I  shall  move  to  withdraw  investment 
credit  entirely  for  pipelines.  If  my  first 
amendment  fails,  I  shall  move  to  treat 
gas  pipelines  on  the  same  basis  with  other 
regulated  utilities. 

Mr.  GORE.  I  am  sure  the  Senator 
has  good  reasons  for  a  division  of  the 
question,  one  reason  being  that  a  utility 
is  by  definition  under  the  bill  confined 
to  electric  and  similar  utilities. 

Mr.  PROXMIRE.  Including  a  tele¬ 
phone  utility. 

Mr.  GORE.  Yes.  To  put  it  another 
way,  by  definition  the  term  “public  util¬ 
ity”  does  not  include  gas  and  oil  pipe¬ 
lines. 

Mr.  PROXMIRE.  That  is  correct. 

Mr.  GORE.  Would  the  Senator  con¬ 
sider  possibly  combining  his  two  amend¬ 
ments,  so  that  by  this  vote  the  Senate 
would  have  an  opportunity  to  strike  from 
the  bill  investment  credit  for  all  public 
utilities? 

Mr.  PROXMIRE.  I  should  prefer  to 
treat  it  as  I  am  proposing.  I  think  the 
case  is  overwhelming  for  removing  the 
tax  credit  from  both  industries;  but  I 
cannot  imagine  an  argument  for  giving 
gas  pipelines  special  treatment  as  distin¬ 
guished  from  other  utilities.  The  Secre¬ 
tary  of  the  Treasury  made  a  statement 
which  I  should  like  to  use  when  I  call  up 
my  other  amendment,  a  statement  which 
is  irrefutable,  in  which  he  points  out 
that  the  case  for  gas  pipelines  getting 
credit  is  the  weakest  of  all.  I  should 
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prefer  to  make  that  argument  later,  be¬ 
cause  I  feel  that  if  there  is  any  chance 
of  this  amendment  being  adopted,  there 
will  be  very  little  trouble  adopting  a 
similar  amendment  with  respect  to  gas 
pipelines.  On  the  other  hand,  I  think 
I  may  have  trouble  in  having  this 
amendment  agreed  to,  since  the  commit¬ 
tee  rejected  it.  So  if  it  should  fail,  I 
feel  that  I  would  have  a  chance  to  have 
an  amendment  adopted  to  reduce  the  in¬ 
vestment  credit  for  pipelines,  and  thus 
reduce  the  revenue  loss  to  the  Treasury 
by  some  $30  million. 

Mr.  GORE.  Does  not  the  Senator  find 
interesting  the  argument  which  the  pro¬ 
ponents  advanced  for  giving  an  invest¬ 
ment  credit  benefit  to  regulated  utilities, 
to  the  effect  that  the  benefits  would  be 
passed  on  to  consumers?  If,  indeed,  the 
benefits  were  passed  on  to  consumers, 
where  would  be  the  alleged  incentive  for 
expansion? 

Mr.  PROXMIRE.  The  Senator  from 
Tennessee  could  not  be  more  correct.  In 
the  first  place,  the  pass-on,  on  the  basis 
of  this  careful  analysis,  which  no  one 
refutes  would  certainly  be  less  than  I 
percent  of  the  cost  to  consumers;  and 
there  is  no  evidence  that  a  pass-on  of  1 
percent  of  cost  to  consumers  would  in¬ 
crease  consumers’  demand.  In  fact, 
studies  show  exactly  the  contrary — 
namely,  that  there  would  be  no  signifi¬ 
cant  increase  in  consumers’  demand  if 
their  costs  were  cut  by  1  percent. 

Mr.  GORE.  Has  not  the  trend  in 
utility  rates  been  constantly  upward? 

Mr.  PROXMIRE.  There  is  no  ques¬ 
tion  about  that.  The  distinguished 
Senator  from  Montana  [Mr.  Metcalf] 
put  in  the  Record  the  other  day  a  per¬ 
fectly  shocking  exhibit,  from  the  Federal 
Power  Commission,  showing  that  in  some 
parts  of  the  country  utilities  are  allowed 
to  earn,  as  a  fair  return,  as  much  as  8 
or  9  percent  on  their  capital — on  their 
riskless  investment — although  they  can 
borrow  money  for  a  fraction  of  that.  As 
a  matter  of  fact,  the  Senator  from  Mon¬ 
tana  pointed  out,  in  his  excellent  state¬ 
ment,  that  some  utilities  are  now  con¬ 
sidered  growth  stocks — those  which  are 
regulated  by  public  utility  commissions 
which  are  so  feeble  in  their  regulation 
that  the  utilities  are  allowed  to  earn  in 
excess  of  a  fair  return.  Of  course,  on 
the  principle  of  leverage,  it  is  then  pos¬ 
sible  for  the  common  stockholder  to  get 
a  return  of  15  to  20  percent  on  his  invest¬ 
ment. 

Mr.  GORE.  Then  the  Senator  from 
Wisconsin  thinks  that  in  practical  effect 
the  benefits  of  this  investment  credit  to 
utilities  will  flow,  not  to  the  consumers, 
but  into  the  coffers  and  the  improvement 
of  the  cash  position  of  the  utilities  them¬ 
selves,  and  thus  to  the  stockholders? 

Mi-.  PROXMIRE.  I  think  that  will  be 
exactly  the  situation.  As  the  Treasury 
points  out,  the  reason  why  this  kind  of 
advantage  for  the  stockholders  will  not 
be  reflected  in  additional  investments  is, 
the  uncertainty  as  to  whether  the  regu¬ 
latory  body  will  act.  In  many  cases  they 
will  not  act  and  the  investment  credit 
will  be  a  windfall. 

Actually,  the  reason  why  this  invest¬ 
ment  credit  should  not,  in  principle,  af¬ 


fect  the  utility’s  incentive  to  make  fur¬ 
ther  investments  is  very  simple;  it  is 
because  the  investment  credit  can  only 
provide  an  incentive  by  acting  to  reduce 
the  corporation  income  tax.  But  under 
the  law  in  every  State  in  the  Union  the 
corporation  income  tax  is  considered  a 
cost  of  business  to  the  utility,  and  it  is 
allowed  to  earn  a  fair  return  after  the 
corporation  income  tax  is  deducted.  So 
if  the  corporation  income  tax  is  reduced 
through  the  investment  credit,  and 
therefore  the  utility’s  costs  are  reduced, 
its  prices  should  be  reduced,  at  least,  and 
its  return  is  reduced,  and  it  gets  no  bene¬ 
fit,  and  has  no  incentive. 

Mr.  GORE.  Mr.  President,  will  the 
Senator  from  Wisconsin  yield  again  to 
me? 

Mr.  PROXMIRE.  I  yield. 

Mr.  GORE.  I  wonder  whether  the 
American  people — the  overwhelming 
majority  of  whom  are  busy  in  their  daily 
walks  of  life — have  stopped  to  realize 
that  Congress  has  been  cutting  away 
at  taxes  since  1954,  and  I  wonder 
whether  they  realize  just  who  has  been 
getting  these  tax  cuts.  In  view  of  the 
myriad  of  problems  with  which  Con¬ 
gress  is  faced,  sometimes  I  wonder 
whether  all  Members  of  the  Senate  have 
stopped  to  take  stock  and  to  consider  to 
which  particular  group  the  benefits  of 
the  tax  cuts  have  been  flowing. 

If  the  Senator  from  Wisconsin  will  be 
willing  to  have  me  intrude  for  just  a 
moment  upon  his  time - 

Mr.  PROXMIRE.  Mr.  President,  I  am 
delighted  to  yield  for  that  purpose  to  the 
Senator  from  Tennessee. 

Mr.  GORE.  As  I  said,  I  doubt  that 
many  have  realized  the  extent  to  which 
taxes  have  been  cut  since  1954.  This  is 
true  because  the  tax  cuts  are  often  dis¬ 
guised,  and  therefore  generally  are  not 
recognized. 

In  1954,  accelerated  depreciation  was 
allowed  by  Congress.  It  resulted  in  an 
initial  loss  of  revenue  to  the  Government 
of  about  $2  billion  a  year.  That  benefit 
accrued  largely,  of  course,  to  corpora¬ 
tions.  About  $4  billion  was  shifted  from 
the  profit  side  of  the  ledger — and  there¬ 
fore  taxable — to  the  depreciation  side. 
That  benefit  accrued  indirectly  to  the 
owners  of  corporate  stock. 

Also  in  1954,  the  $50  dividend  exclu¬ 
sion  and  the  4-percent  dividend  credit 
were  enacted.  They  gave  about  $400 
million  a  year  directly  to  the  owners  of 
corporation  stock. 

Just  this  summer  the  Treasury  De¬ 
partment  finally  issued  its  long-awaited 
revision  of  Bulletin  F,  permitting  shorter 
lives  and  other  changes  in  depreciation 
procedures.  It  has  been  estimated  that 
this  will  reduce  the  taxes  of  business — 
largely  corporations,  and  largely  the 
large  corporations — by  about  $1.5  billion 
a  year. 

These  changes,  instituted  since  1954, 
have  reduced  the  Government’s  revenues 
by  about  $4  billion  a  year.  This  amount 
of  tax  reduction  has  gone  largely,  di¬ 
rectly  or  indirectly,  to  the  owners  of  the 
stock  of  the  country’s  corporations. 

If  the  Senate  were  now  to  approve  the 
proposed  investment  credit,  it  would  give 
the  same  beneficiaries  another  $1.3 


billion.  This  would  run  up  the  ante  to 
more  than  $5  billion  a  year — and  I  em¬ 
phasize  “a  year” — in  tax  reduction  for 
this  special  group. 

Who  are  these  people?  One  answer 
might  be  that  they  are  the  15  million 
people  in  the  United  States — 7  V2  mil¬ 
lion  families — who  own  some  amount  of 
common  stock.  But  such  an  answer 
would  be  somewhat  misleading,  because 
most  of  them  own  very  little  stock. 
Stockownership  is  concentrated  in  the 
high  income  groups.  Only  2  percent  of 
the  Nation’s  families  with  incomes  of 
less  than  $7,500  a  year  own  as  much  as 
$5,000  worth  of  stock,  which  could  be 
expected  to  return  to  them  about  $20 
a  month  in  dividends. 

Any  tax  “breaks,”  then,  associated 
with  corporations  must  eventually  be  of 
the  most  benefit  to  those  in  the  upper 
income  groups.  The  ordinary  consumer 
profits  little.  The  benefits  to  the  whole 
economy  are  minimal,  because  demand 
is  not  enhanced  appreciably  in  this  way. 

This  is  the  old,  wolfish,  “trickle  down” 
theory  dressed  up  in  a  sheep’s  coat. 

I  thought  the  distinguished  Senator 
from  Wisconsin  would  like  to  have  this 
summation  of  the  tax-cutting  movement 
in  which  the  Congress  and  two  admin¬ 
istrations  have  been  involved  for  8  years 
now,  and  bring  it  into  focus,  showing 
that  more  than  $5  billion  in  tax  reduc¬ 
tion  per  year  has  already  been  given,  or 
by  this  bill  will  be  given,  to  a  very  small 
percentage  of  the  people. 

Mr.  PROXMIRE.  What  the  Senator 
has  said  just  could  not  be  more  timely. 
It  is  exactly  the  point- 1  am  trying  to 
make.  The  Senator  has  documented  the 
historical  situation  so  well.  Is  it  true 
that  the  $5  billion  tax  cut - 

Mr.  GORE.  Per  year. 

Mr.  PROXMIRE.  Per  year.  Is  it  true 
that  none  of  it  goes  to  the  ordinary  tax¬ 
payer  or  ordinary  citizen?  In  other 
words,  the  man  who  is  getting  $600  a 
year  exemption  for  his  child  still  gets  no 
more.  Prices  are  higher.  Taxes  for 
other  people  are  lower.  But  he  still  gets 
only  a  $600  exemption. 

Mr.  GORE.  I  point  out  that  this  is  a 
$5  billion  tax  cut  per  year. 

Mr.  PROXMIRE.  Five  billion  dollars, 
and  none  of  it  goes  to  the  benefit  of  the 
ordinary  taxpayer,  as  I  have  said. 

Mr.  GORE.  I  point  out  one  other 
thing.  Very  little  of  such  tax  cut  is  the 
kind  of  tax  cut  that  we  generally  regard 
as  stimulative  of  consumer  demand. 

Mr.  PROXMIRE.  That  is  correct. 
My  proposal,  which  would  eliminate  the 
investment  credit  for  utilities,  in  the 
judgment  of  outstanding  economists, 
the  experts  in  the  Treasury  Department, 
the  Secretary  of  the  Treasury,  the  Presi¬ 
dent  of  the  United  States,  all  of  whom 
approve  my  amendment  on  the  basis  of 
their  testimony,  would  not  reduce  invest¬ 
ments  at  all,  but  would  save  $225  million 
for  the  Treasury. 

Mr.  GORE.  Mr.  President,  will  the 
Senator  yield  for  a  question? 

Mr.  PROXMIRE.  I  yield  for  a  ques¬ 
tion. 

Mr.  GORE.  Does  the  Senator  find  it 
disturbing  that  the  same  group  of  people 
who  with  glee  propose,  endorse,  accept, 
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and  vote  for  this  enormous  annual  tax 
reduction  for  the  benefit  of  a  minuscule 
percentage  of  our  people  who  own  cor¬ 
poration  stock  hold  up  their  hands  in 
hoiTor  and  shout  “fiscal  irresponsibility” 
when  someone  proposes  to  bring  within 
some  reasonable  proximity  of  the  cost 
of  rearing  and  educating  a  child,  a  per¬ 
sonal  exemption  which  is  now  held  down 
to  $600  despite  the  increase  in  the  cost 
of  living  and  education? 

Mr.  PROXMIRE.  The  Senator  is  so 
right.  There  is  no  question  about  it. 
Who  can  educate  a  child  on  $600  a  year  ? 

The  investment  credit  for  utilities  is 
almost  certain  to  result  in  a  windfall  to 
the  stockholders,  according  to  the  Treas¬ 
ury.  This  is  the  Treasury  itself  saying 
this;  it  is  not  the  argument  of  the  Sen¬ 
ator  from  Wisconsin,  but  the  argument 
made  before  the  Finance  Committee. 
The  utilities  already  have  access  to  capi¬ 
tal,  and  therefore  there  is  no  real  back¬ 
log  of  investment  which  they  can  in¬ 
crease  if  they  can  get  access  to  more 
funds.  They  have  all  the  funds  avail¬ 
able  that  they  need. 

Temporarily,  at  least — in  the  long  run 
they  may  be  required  to  do  so — I  doubt 
that  many  public  utility  commissions  are 
going  to  change  their  concept  of  what 
is  a  fair  return.  This  is  why  some  of  the 
outstanding  utilities  oppose  investment 
credit.  They,  themselves,  oppose  it. 

INVESTMENT  CREDIT  NOT  NECESSARY  FOR 
COMPETITIVE  PROTECTION  TO  UTILITIES 

Will  the  competitive  position  of  utili¬ 
ties  suffer  in  relation  to  other  energy 
suppliers?  This  is  another  argument 
the  Treasury  considered  very  carefully, 
and  found  that  the  answer  was  “No.” 
In  the  first  place,  conversion  costs  are 
prohibitive.  In  the  second  place,  the 
utility  is  independent  of  other  energy 
suppliers.  Competition  is  very  periph¬ 
eral  or  nonexistent.  The  Treasury  ar¬ 
gues  that  this  investment  credit  for  util¬ 
ities  is  not  appropriate,  because  they  are 
guaranteed  a  return.  They  are  insu¬ 
lated,  in  effect,  from  the  corporation  in¬ 
come  tax.  The  corporation  income  tax 
can  have  no  real  effect  on  its  return, 
by  law. 

Mr.  GORE.  Mr.  President,  will  the 
Senator  yield? 

Mr.  PROXMIRE.  I  yield  to  the  Sen¬ 
ator  from  Tennessee. 

Mr.  GORE.  Some  persons  seem  to  be 
of  the  impression  that  a  3 -percent  in¬ 
vestment  credit  is,  after  all,  “small  po¬ 
tatoes”  and  does  not  mean  very  much. 
I  call  to  the  Senator’s  attention  the  fact 
that  a  3 -percent  investment  credit  for 
Consolidated  Edison,  based  upon  its  1962 
spending  estimate,  which  is  public  in¬ 
formation,  considering  plans  underway, 
plans  already  executed,  construction  al¬ 
ready  being  achieved,  would  amount  to 
a  tax  reduction  of  21.9  percent  of  that 
corporation’s  1961  income  tax.  It  seems 
to  me  that  this  fact  should  serve  to  open 
some  eyes  as  to  the  amount  of  tax  re¬ 
duction  for  utilities  which  the  3 -percent 
investment  credit  would  give. 

I  direct  the  Senator’s  attention  to  an¬ 
other  company.  Alabama  Power  Co. 
would  have  a  tax  reduction  of  13.3  per¬ 
cent  by  this  3 -percent  investment  credit. 


Going  near  the  Senator’s  part  of  the 
country,  the  Montana-Dakota  Utilities 
would  receive  a  tax  reduction  of  16.9 
percent  by  this  3 -percent  investment 
credit 

Mr.  PROXMIRE.  If  the  Senator  will 
yield  at  that  point,  because  the  distin¬ 
guished  junior  Senator  from  Montana 
[Mr.  Metcalf]  is  here,  the  Senator  to 
whom  I  referred  a  few  moments  ago,  on 
the  basis  of  the  brilliant  statement  he 
made  the  other  dqy  to  the  effect  that 
Montana  Power  Co.  was  getting  9  per¬ 
cent  on  its  investment  capital - 

Mr.  METCALF.  Nine  and  three- 
tenths  percent. 

Mr.  PROXMIRE.  Nine  and  three- 
tenths  percent.  In  this  case  if  we  have 
public  utility  commissions  which  seem 
to  be  so  lax  in  terms  of  arriving  at  a  fair 
return,  there  will  be  no  passthrough  to 
consumers  of  the  investment  credit,  then 
that  9.3  percent  will  become  10  or  11  or 
14  percent,  and  with  the  principle  of 
leverage,  since  they  can  borrow  at  5  or  6 
percent,  the  common  stock  return  will 
be  almost  astronomical. 

Mr.  GORE.  Just  before  the  distin¬ 
guished  junior  Senator  from  Montana 
entered  the  Chamber,  I  had  pointed  out 
that  the  3 -percent  investment  credit 
would  mean  a  16. 9 -per cent  reduction  in 
/taxes  for  the  Montana-Dakota  Utilities. 

Mr.  METCALF.  Does  the  Senator 
from  Tennessee  have  figures  for  the 
Montana  Power  Co.? 

Mr.  GORE.  I  am  not  sure  that  I  have. 

Mr.  METCALF.  The  Montana  Power 
Co.’s  reduction  would  be  even  higher  be¬ 
cause  of  the  special  situation  it  has  in 
Montana,  where  it  has  the  highest  rate 
of  return,  where  it  is  now  attempting  to 
build  a  low  run  of  river  dam  on  the 
Columbia,  instead  of  the  Knowles  Dam 
which  would  have  a  full,  multipurpose 
development.  Under  the  tax  credit,  it 
could  borrow  money  and  get  a  tax  credit 
benefit  as  well  as  these  other  benefits, 
and  the  taxpayer  would  be  paying  for 
underdevelopment. 

Mr.  GORE.  The  table  from  which  I 


am  reading  contains  a  list  of  some  dozen 
selected  utilities.  It  does  not  include  the 
Montana  Power  Co.  I  am  not  at  all  sur¬ 
prised,  however,  to  learn  that  the  Mon¬ 
tana  Power  Co.  would  receive  a  tax  re¬ 
duction  greater  than  does  the  Montana- 
Dakota  Utilities.  In  fact,  the  percent¬ 
ages  of  reduction  vary  a  great  deal 
among  companies.  Union  Electric  would 
receive  a  17.2-percent  reduction,  whereas 
Virginia  Electric  and  Power  would  re¬ 
ceive  a  10 -percent  reduction  in  taxes. 

Mr.  PROXMIRE.  I  wish  to  call  to  the 
attention  of  the  Senator  from  Tennessee 
that  my  amendment  proposes  simply  the 
elimination  of  the  investment  credit  for 
utilities.  This  has  been  recommended 
by  the  Secretary  of  the  Treasury,  by  the 
Kennedy  administration.  It  would  not 
touch  the  remainder  of  the  investment 
credit.  It  would  put  the  provision  much 
closer  to  the  form  in  which  the  admin¬ 
istration  recommended  it.  And  it  would 
save  $225  million. 

Mr.  GORE.  Mr.  President,  will  the 
Senator  yield  further? 

Mr.  PROXMIRE.  I  yield  to  the  Sena¬ 
tor  from  Tennessee. 

Mr.  GORE.  I  wish  to  emphasize  that 
the  pending  legislation  is  not  to  be  tem¬ 
porary  legislation.  It  is  proposed  to 
give  this  kind  of  a  tax  reduction  on  a 
permanent  basis.  In  some  years  the 
percentage  might  be  much  greater  than 
has  been  stated.  If  the  utilities  stepped 
up  their  programs,  as  this  country  grows, 
the  tax  reduction  would  be  even  greater, 
yet  some  people  wish  to  dispute  the  prop¬ 
osition  that  the  investment  credit  is  a 
tax  reduction  gimmick.  I  say  that  un¬ 
mistakably  it  is. 

I  wonder  if  the  Senator  would  be 
willing  to  have  this  table  inserted  in 
the  Record  at  this  point  in  his  remarks. 

Mr.  PROXMIRE.  That  wifi  be  per¬ 
fectly  satisfactory.  I  ask  unanimous 
consent  that  the  table  may  be  printed 
in  the  Record  at  this  point. 

There  being  no  objection,  the  table 
was  ordered  to  be  printed  in  the  Record, 
as  follows: 


Investment  tax  credit — What  it  will  mean  in  new  tax  cut  subsidies  to  selected  1  private  power 

companies 


1962  capital 
spending 
estimate 

Tax  cut  under 
3-percent 
tax  credit 

1961  Federal 
income 
taxes 

3-pereent 
tax  credit 
as  percent 
of  1961 
Federal 
income 
tax 

$52, 000, 000 

$1,  560, 000 

$11,  712,  267 

13.3 

270, 000,  000 

8, 100, 000 
2, 400, 000 

36, 600, 000 

21.9 

80, 000, 000 

32, 965, 048 

7.3 

18,  000,  000 

540,  000 

4,  466,  974 

12. 1 

70,  000,  000 

2, 100,  000 

34,  089, 342 

6.2 

16,  500,  000 

496,000 

6,  446, 257 

7.7 

2  57, 000, 000 

1,  710,  000 

16, 060, 000 

10.6 

18, 000, 000 

540,000 

3, 190,  000 

16.9 

!  39,  500,  000 

1, 185,  000 

13,  600, 000 

8.7 

34,  500,  000 

1, 035, 000 

9,  549, 000 

10.8 

19, 000,  000 

670, 000 

8, 130,  000 

7.0 

53,  000,  000 

1,  590,  000 

9,  550, 074 

16.7 

76, 000, 000 

2,  280, 000 

13, 653, 000 

16.7 

120,  000, 000 

3, 600, 000 

36,  821,  386 

9.8 

16, 900, 000 

507,  000 

3,  667, 000 

13.8 

62, 000,  000 

1,  860,  000 

10,  787,  536 

17.2 

82,  500,  000 

2,  475,  000 

24,  872, 167 

10.0 

>  “Selected"  only  because  of  availability  of  company  estimates  of  capital  spending  in  1962. 

1  One-half  of  company’s  estimate  of  $114,000,000  for  1962  and  1963. 

!  One-half  of  company’s  estimate  of  $79,000,000  for  1962  and  1963. 

Sources:  For  figures  In  col.  1,  dally  and  trade  publications;  for  figures  In  col.  4,  company  annual  report  to  stock¬ 
holders  or  Federal  Power  Commission. 
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Mr.  METCALF.  Mr.  President,  will 
the  Senator  yield? 

Mr.  PROXMTRE.  I  yield  to  the  Sena¬ 
tor  from  Montana. 

Mr.  METCALF.  I  think  this  is  very 
important  at  the  present  time,  because 
tomorrow  the  Committee  on  Public 
Works  will  start  hearings  on  the  ques¬ 
tion  of  whether  or  not  Knowles  Dam 
should  be  built  on  the  Clark’s  Fork  of 
the  Columbia  River,  or  whether,  in 
places  of  Knowles  Dam,  Buffalo  Rapids 
2  and  4,  two  run-of-the-river  dams, 
should  be  built  by  the  Montana  company 
and  used  as  alternates. 

I  am  very  grateful  that  the  Senator 
has  pointed  out  that  if  the  Montana 
Power  Co.  alternate  dams,  which  are 
purely  run-of-the-river  and  would  not 
provide  for  complete  development  of  that 
great  resource,  are  built,  and  if  the  3 
percent  tax  credit  is  given  to  utilities, 
Uncle  Sam  will  help  pay  for  that  under¬ 
development. 

We  have  heard  a  lot  of  criticism  about 
the  fact  that  if  Knowles  Dam  should  be 
authorized  it  would  be  built  with  funds 
from  the  Federal  Treasury.  The  Senator 
from  Wisconsin  has  pointed  out  that  no 
matter  which  is  authorized,  the  project 
would  be  built  with  funds  from  the 
Federal  Treasury,  except  that  in  one 
instance  there  would  be  only  a  partial 
development  while  in  the  other  there 
would  be  full  development,  since  Knowles 
Dam  would  provide  multipurpose  de¬ 
velopment,  complete  and  comprehensive 
development. 

Mr.  PROXMIRE.  The  irony  of  the 
situation  is  that  the  investment  credit 
has  been  claimed,  by  those  who  propose 
the  across-the-board  credit,  to  be  a 
growth  stimulant,  which  would  permit 
the  economy  to  grow,  to  expand,  and  to 
compete  more  rapidly. 

As  the  Senator  from  Montana  has 
pointed  out,  this  investment  credit,  as  it 
would  work  out,  might  well  enable  a 
private  concern  to  grow  less  rapidly  or 
less  comprehensively  than  would  be  the 
case  otherwise. 

Mr.  METCALF.  And  the  utility,  in  the 
process,  could  make  more  money  for  the 
stockholders,  as  the  Montana  Power  Co. 
has  done  in  Montana. 

Mr.  PROXMIRE.  Exactly. 

Mr.  METCALF.  I  am  very  grateful  to 
the  Senator  from  Wisconsin  for  pointing 
that  out. 

Mr.  PROXMIRE.  I  thank  the  Sena¬ 
tor  from  Montana. 

Mr.  President,  I  wish  to  invite  atten¬ 
tion  of  the  Senator  from  Tennessee  fur¬ 
ther  to  the  point  that  the  Appalachian 
Power  Co.,  for  example,  on  the  basis  of 
the  Treasury  Department  calculation, 
for  1958  would  have  enjoyed  an  increase 
in  the  return  on  equity,  under  the  3 
percent  investment  credit,  of  2.78  per¬ 
cent.  In  other  words,  if  the  utility  had 
an  8-percent  return,  this  would  mean  an 
increase  to  nearly  11  percent,  to  10.78 
percent.  This  would  have  been  an  in¬ 
crease  of  something  like  30  or  35  percent 
in  the  return  on  capital,  if  the  invest¬ 
ment  credit  had  been  applicable. 

Talk  about  a  windfall.  I  think  this 
reenforces  the  position  so  brilliantly 
established  by  the  Senator  from  Tennes¬ 
see. 


Mr.  President,  the  Treasury  Depart¬ 
ment  is  opposed  to  this  provision  in  the 
bill,  and  I  think  they  are  absolutely  cor¬ 
rect.  While  it  is  conceivable  that  there 
might  be,  under  some  isolated  circum¬ 
stances,  which  are  hard  for  me  to  en¬ 
vision,  some  benefits - 

Mr.  GORE.  Mr.  President,  will  the 
Senator  yield  for  a  question? 

Mr.  PROXMIRE.  I  yield  to  the  Sen¬ 
ator  from  Tennessee  for  a  question. 

Mr.  GORE.  Will  the  Senator  make 
plain  what  it  is  the  administration  op¬ 
poses?  The  Senator  does  not  mean,  does 
he,  that  the  Treasury  Department  op¬ 
poses  the  amendment  which  the  junior 
Senator  from  Wisconsin  has  offered? 

Mr.  PROXMIRE.  No,  indeed. 

Mr.  GORE.  In  other  words,  the  ad¬ 
ministration  has  opposed  the  inclusion 
of  public  utilities  as  beneficiaries  of  the 
tax  credit. 

Mr.  PROXMIRE.  It  has,  indeed. 

Mr.  GORE.  I  refer  to  the  investment 
credit. 

Mr.  PROXMIRE.  And  the  adminis¬ 
tration  has  done  so  because,  as  I  point 
out,  there  would  be  a  revenue  loss  of  $225 
million,  with  very  little,  if  any,  invest¬ 
ment  encouraged.  Far  less  growth  could 
be  achieved  in  this  manner  than  could 
be  achieved  in  almost  any  other  way  the 
Government  could  spend  $225  million. 

As  the  administration  points  out, 
there  would  be  less  recoupment  of  the 
revenue  loss.  The  argument  for  the  in¬ 
vestment  credit  has  been  that  there 
might  not  be  a  gross  tax  loss,  to  the  full 
extent  of  the  credit,  because  growth 
would  be  so  increased,  revenues  generally 
would  expand,  and  even  though  there 
were  a  loss  the  effective  date  in  regard 
to  taxes  might  show  an  increase. 

But,  in  this  case,  because  it  would  not 
stimulate  growth,  the  $225  million  loss 
would  be  a  total  loss. 

The  Treasury  Department  has  also 
argued  that  the  utilities’  investment 
credit  is  almost  certain  to  result  in  a 
windfall  to  the  stockholders,  as  I  have 
said. 

A.T.  &  T.,  BIGGEST  BENEFICIARY,  DOESN’T  WANT 
TAX  CREDIT 

Before  I  conclude,  I  wish  to  refer  to 
another  argument.  I  point  out  that 
whereas  the  proposal  would  result  in  a 
reduction  of  $225  million  in  revenues, 
one-third  of  all  this  sum  of  money 
would  go  to  one  firm.  The  American 
Telephone  &  Telegraph  Co.  would  get  a 
reduction  in  its  tax  burden  of  $75 
million. 

The  travesty,  Mr.  President,  is  that 
A.T.  &  T.  does  not  want  it.  The  repre¬ 
sentatives  of  A.T.  &  T.  came  before  the 
committee  and  testified  against  the  in¬ 
vestment  credit  provision;  said  they  did 
not  want  it,  would  not  use  it,  and  that  it 
would  not  increase  their  investment  at 
all. 

Whatever  criticism  may  be  made  of 
that  company,  A.T.  &  T.  knows  what  it 
is  doing  and  knows  what  it  is  saying. 
They  have  based  then  position  on  a  very 
careful  and  thorough  study. 

I  wish  to  read  from  the  statement 
made  by  the  vice  president  and  comp¬ 
troller  of  American  Telephone  &  Tele¬ 
graph  Co.  Certainly,  if  this  is  chal¬ 


lenged,  he  does  speak  for  A.T.  &  T.  I 
refer  to  Mr.  Alexander  L.  Stott. 

Mr.  Stott  said,  in  his  appearance: 

This  statement  is  made  on  behalf  of  the 
Bell  System  companies  to  give  our  views  on 
the  proposal  in  the  pending  legislation  for 
an  incentive  tax  credit  and  other  matters. 
Because  the  Bell  System  is  a  heavy  user  of 
capital  equipment,  it  has  always  had  a  keen 
interest  in  construction  and  depreciation 
matters.  In  recent  years  the  construction 
program  of  the  Bell  System  companies  has 
been  running  in  the  neighborhood  of  $2.5 
billion  a  year. 

Mr.  Stott  further  said: 

The  Bell  System’s  construction  program 
for  1962  is  approximately  $2.8  billion  and 
will  probably  remain  in  this  general  area 
in  the  immediate  future.  This  construc¬ 
tion  is  designed  to  meet  the  needs  of  the 
public  for  telephone  service  and  we  have  an 
obligation  to  construct  adequate  facilities  to 
meet  this  need. 

Obviously,  the  company  will  construct 
the  facilities  whether  given  a  tax  gim¬ 
mick  or  a  tax  advantage  or  not. 

Mr.  Stott  also  said: 

Clearly  it  would  not  be  economically  de¬ 
sirable  to  build  excess  plant  merely  to  obtain 
a  tax  credit.  We  have  been  able,  under 
sound  regulation,  to  obtain  from  investors 
the  additional  amount  of  new  capital  re¬ 
quired  to  carry  on  our  construction  of  new 
facilities.  Therefore,  we  can  see  no  justifica¬ 
tion  for  using  tax  moneys  to  help  finance  our 
expansion. 

Mr.  President,  I  wish  to  repeat  that: 

We  have  been  able,  under  sound  regula¬ 
tion,  to  obtain  from  investors  the  additional 
amount  of  new  capital  required  to  carry  on 
our  construction  of  new  facilities.  There¬ 
fore,  we  can  see  no  justification  for  using  tax 
moneys  to  help  finance  our  expansion.  As 
the  proposed  incentive  credit  now  stands,  our 
business  would  obtain  substantial  benefits 
whether  its  construction  were  increased  or 
not.  For  example,  under  a  3-percent  rate  we 
estimate  that  our  credit  would  be  in  the 
range  of  $75  million  for  1962. 

This  has  been  confirmed  by  the  Treas¬ 
ury  Department.  One-third  of  the  bene¬ 
fit  of  the  investment  credit  to  utilities — 
and  this  is  all  my  amendment  would 
knock  out,  since  it  would  only  affect  utili¬ 
ties — would  go  to  one  firm,  which,  to  its 
credit,  has  appeared  before  the  Finance 
Committee  to  protest  the  investment 
credit.  The  firm  says  it  does  not  want 
it,  will  not  use  it,  and  that  it  will  not  in¬ 
crease  its  growth  at  all. 

Mr.  President,  it  would  seem  to  this 
Senator  that  on  the  basis  of  the  testi¬ 
mony  of  the  responsible  official  of  the 
A.T.  &  T.,  the  vice  president  and  comp¬ 
troller  of  the  American  Telephone  & 
Telegraph  Company,  certainly  as  to  that 
particular  industry  we  should  follow 
their  advice.  Their  advice  is  based  upon 
very  great  competence  and  success — a 
success  which  is  not  rivaled  by  another 
telephone  service  anywhere  in  the  world. 
They  have  said  the  provision  would  not 
work.  They  do  not  want  it,  and  it  should 
not  pass. 

I  ask  unanimous  consent  that  the 
statement  by  Mr.  Stott  to  which  I  re¬ 
ferred  be  printed  at  this  point  in  the 
Record. 

There  being  no  objection,  the  state¬ 
ment  was  ordered  to  be  printed  in  the 
Record,  as  follows: 
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This  statement  is  made  on  behalf  of  the 
Bell  System  companies  to  give  our  views  on 
the  proposal  in  the  pending  legislation  for 
an  incentive  tax  credit  and  other  matters. 
Because  the  Bell  System  is  a  heavy  user  of 
capital  equipment,  it  has  always  had  a  keen 
interest  in  construction  and  depreciation 
matters.  In  recent  years  the  construction 
program  of  the  Bell  System  companies  has 
been  running  in  the  neighborhood  of  $2.5 
billion  a  year. 

There  can  be  no  disagreement  with  the 
objective  of  stimulating  modernization  and 
expansion  of  the  Nation’s  productive  facil¬ 
ities.  If  our  Nation  is  to  create  the  jobs 
needed  for  its  expanding  work  force  and 
improve  our  competitive  position  in  world 
markets,  our  productive  facilities  must  be 
rapidly  modernized. 

Since  the  purpose  of  the  incentive  tax 
credit  to  promote  construction  and  growth, 
the  question  is  whether  it  would  have  that 
result.  As  far  as  the  Bell  System  companies 
are  concerned  it  will  not.  Apparently  this 
is  also  true  of  many  other  companies.  On 
February  8,  1962,  the  Wall  Street  Journal 
published  the  results  of  a  survey  it  had  made 
on  the  plans  of  68  large  corporations.  All 
except  1  stated  that  their  construction  pro- 
grams  would  not  be  significantly  affected  if 
the  proposal  should  be  enacted,  and  29  stated 
that  the  credit  would  not  change  their  cap¬ 
ital  spending  plans  at  all. 

The  Bell  System’s  construction  program 
for  1962  is  approximately  $2.8  billion  and 
will  probably  remain  in  this  general  area 
in  the  immediate  future.  This  construction 
is  designed  to  meet  the  needs  of  the  public 
for  telephone  service  and  we  have  no  obliga¬ 
tion  to  construct  adequate  facilities  to  meet 
this  need.  Clearly  it  would  not  be  econom¬ 
ically  desirable  to  build  excess  plant  merely 
to  obtain  a  tax  credit.  We  have  been  able, 
under  sound  regulation,  to  obtain  from  in¬ 
vestors  the  additional  amount  of  new  cap¬ 
ital  required  to  carry  on  our  construction 
of  new  facilities.  Therefore,  we  can  see  no 
justification  for  using  tax  moneys  to  help 
finance  our  expansion.  As  the  proposed  in¬ 
centive  credit  now  stands,  our  business 
would  obtain  substantial  benefits  whether 
its  construction  were  increased  or  not.  For 
example,  under  a  3-percent  rate  we  estimate 
that  our  credit  would  be  in  the  range  of 
$75  million  for  1962.  At  a  4-percent  rate 
it  would  be  about  $100  million,  and  at  an 
8-percent  rate  it  would  be  about  $200  mil¬ 
lion.  If  we  received  this  credit  we  would 
be  taking  money  from  the  Government 
which  we  should  obtain  from  investors  and 
not  the  taxpayers. 

The  investment  credit  is  not  a  step  toward 
needed  tax  reform.  Rather,  it  is  a  subsidy  to 
spur  new  construction  by  reducing  the  cost 
of  acquiring  new  equipment.  We  do  not 
think  that  business  needs  a  subsidy  to  ex¬ 
pand — it  needs  basic  tax  reform.  In  any  case 
we  are  convinced  that  it  would  not  be  sound 
tax  policy  to  offer  a  subsidy  until  faults  in 
the  present  tax  structure  have  been  remedied. 
The  credit  may  prove  to  be  a  windfall  to 
many  rapidly  growing  companies  which 
would  expand  in  any  event.  But  it  would 
be  of  little  help  to  those  companies  whose 
plant  and  equipment  is  in  the  most  need  of 
modernization.  Since  one  taxpayer’s  subsidy 
is  another  taxpayer’s  penalty,  the  credit 
would  introduce  an  undesirable  area  of  dis¬ 
crimination  as  among  taxpayers.  Further¬ 
more,  if  the  private  enterprise  system  as  we 
have  known  it  is  to  remain  strong  and 
healthy,  we  believe  it  would  be  a  mistake  to 
take  a  step  which  may  tend  to  cause  business 
to  look  more  and  more  to  the  Government  to 
solve  its  problems. 

It  has  been  stated  that  the  incentive  credit 
is  only  part  of  the  proposed  program  for 
spurring  economic  growth  and  that  the  other 
component  would  be  a  downward  revision  of 
depreciable  lives  set  forth  as  guidelines  in 
bulletin  F.  On  January  18,  1962,  the  Secre¬ 


tary  of  the  Treasury  said,  “I  consider  our 
program  of  depreciation  reform  [bulletin 
F] — including  the  investment  credit — a  cen¬ 
tral  part  of  our  economic  policy.”  If  the 
proposed  incentive  credit  becomes  law,  there 
ie  a  distinct  possibility  that  it  will  be  re¬ 
garded  as  providing  tax  depreciation  reform, 
and  true  reform  will  be  long  deferred. 

Revision  of  bulletin  F  may  be  useful  in 
some  areas.  It  should  be  kept  in  mind,  how¬ 
ever  that  bulletin  F  is  only  an  administra¬ 
tive  guide,  specifying  average  service  lives  for 
property  by  industry  groups.  Actual  depre¬ 
ciation  allowed  for  tax  purposes  is  seldom  de¬ 
rived  solely  by  reference  to  these  guidelines. 
This  situation  would  not  be  changed  simply 
by  having  the  Treasury  Department  issue  a 
new  bulletin  listing  shorter  lives.  Such  ac¬ 
tion  would  certainly  be  of  no  value  to  us  and 
we  suspect  the  same  would  be  true  for  many 
other  businesses.  In  our  case,  depreciation 
rates  are  established  on  the  basis  of  our  own 
detailed  engineering  studies.  As  a  matter  of 
actual  practice,  the  depreciation  which  we 
claim  for  tax  purposes  is  based  on  rates  pre¬ 
scribed  for  our  companies  by  regulatory  au¬ 
thorities  for  accounting  purposes. 

In  my  opinion  it  is  important  to  under¬ 
stand  why  the  Nation  has  fallen  behind  in 
modernization  and  expansion  of  productive 
facilities.  High  tax  rates,  and  inflation  in 
the  postwar  years  are  clearly  at  the  root  of 
our  trouble.  Depreciation  allowances  for  tax 
purposes  have  failed  to  recover  the  purchas¬ 
ing  power  of  the  investment  in  plant  being 
used  up  in  providing  goods  and  services, 
taxable  income  has  been  overstated,  and 
capital  has  been  taxed  under  the  label  Of 
income.  To  maintain  the  purchasing  power 
of  its  investment  in  plant  and  equipment, 
business  must  replace  the  capital  eroded 
through  taxation,  either  by  undertaking  out¬ 
side  financing  or  by  retaining  more  earnings 
in  the  business.  Many  businesses  have  not 
been  in  a  position  to  replenish  their  capital 
by  these  methods  and  so  have  not  been  able 
to  keep  their  plant  and  equipment  up  to  date. 
Furthermore,  even  when  businesses  have 
been  able  to  obtain  the  capital  needed  to 
offset  this  erosion,  they  have  put  a  burden 
on  the  savings  of  the  country  and  have  re¬ 
duced  the  amount  of  capital  that  otherwise 
would  have  been  been  available  for  expan¬ 
sion  of  the  economy. 

We  believe  that  the  first  and  most  im¬ 
portant  step  to  stimulate  modernization  and 
expansion  should  be  basic  tax  reform  to  per¬ 
mit  depreciation  allowances  adequate  to  pre¬ 
serve  the  purchasing  power  of  the  invest¬ 
ment  in  the  productive  facilities  of  the  Na¬ 
tion.  Such  depreciation  allowances  could 
be  calculated  by  adjusting  the  depreciation 
determined  on  the  basis  of  the  number  of 
dollars  originally  invested  in  plant  by  the 
changes  in  the  price  level  between  the  year 
of  investment  and  the  current  year.  The 
purpose  of  price-level  adjustment  of  de¬ 
preciation  is  to  allow  for  changes  in  the 
general  purchasing  power  of  the  dollar  and 
not  for  changes  in  the  price  of  particular 
assets. 

We  realize  that  many  methods  have  been 
advocated  for  improving  tax  depreciation  al¬ 
lowances  and  on  the  basis  of  studies  we  have 
made,  we  are  convinced  that  price-level  de¬ 
preciation  would  be  the  fairest  method  for 
all  concerned;  that  is,  the  public,  business, 
investors,  and  the  Treasury.  But,  whatever 
depreciation  methods  are  adopted,  effective 
control  of  tax  depreciation  can  be  achieved 
through  a  requirement  in  the  tax  law  that 
the  taxpayer  may  not  use  for  tax  purposes 
any  depreciation  method  that  is  more 
liberal  than  the  method  used  in  his  books 
of  account.  Since  generally  accepted  ac¬ 
counting  principles  require  realistic  deprecia¬ 
tion  methods  for  financial  reporting  and  ac¬ 
counting  purposes,  this  requirement  would 
protect  the  Government’s  tax  revenues  by 
preventing  the  use  of  fast  depreciation 
methods  for  tax  purposes  where  such 
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methods  cannot  be  justified  for  financial  re¬ 
porting  purposes. 

By  recognizing  changes  in  purchasing 
power  in  the  computation  of  depreciation 
allowances  for  tax  purposes  and  requiring 
that  no  more  liberal  tax  depreciation 
methods  may  be  used  than  are  used  for  ac¬ 
counting  purposes,  substantial  amounts  of 
new  funds  would  become  available  for  mod¬ 
ernization  and  expansion  to  businesses  with 
an  appreciable  investment  in  productive 
facilities.  All  businesses  would  obtain  re¬ 
lief  on  an  equitable  basis,  and  businesses 
with  the  greatest  need  for  modernization 
would  share  in  the  relief.  Furthermore, 
whereas  the  expected  cost  of  the  proposed 
incentive  credit  is  currently  estimated  at 
about  $1.4  billion,  without  including  any 
changes  in  depreciation  tax  treatment,  the 
cost  of  recognizing  realistic  depreciation  de¬ 
ductions  based  on  purchasing  power,  with 
appropriate  safeguards,  would  be  about  $2 
billion.  We  are  convinced,  too,  that  in¬ 
adequate  depreciation  allowances  for  tax 
purposes  have  been  holding  back  growth  and 
that  realistic  tax  depreciation  allowances 
which  reflect  the  change  in  the  purchasing 
power  of  the  dollar  are  a  necessary  condition 
for  a  dynamically  growing  economy. 

I  should  like  to  comment  briefly  on  two 
other  subjects  which  were  mentioned  dur¬ 
ing  the  appearance  of  the  Secretary  of  the 
Treasury  before  your  committee  earlier  this 
week.  These  are,  first,  the  suggestion  to 
change  the  restricted  stock  option  provisions 
presently  contained  in  section  421  of  the  In¬ 
ternal  Revenue  Code  and,  second,  a  pro¬ 
posal  to  eliminate  the  $50  dividend  exclusion 
and  4-percent  dividend  credit  presently 
available  to  individuals.  Any  major  changes 
in  these  provisions  would  seriously  impair 
our  ability  to  continue  to  obtain  the  amounts 
of  new  capital  needed  in  our  business. 

RESTRICTED  STOCK  OPTIONS 

Concerning  changes  in  the  restricted  stock 
option  provisions,  our  position  in  this  mat¬ 
ter  was  set  forth  in  a  statement  appearing 
at  page  180  in  the  record  of  the  hearings  held 
by  your  committee  last  year  on  S.  1625. 
Briefly,  our  position  is  that  if  there  should 
be  any  legislation  which  would  change  the 
existing  law  in  this  field  it  should  be  care¬ 
fully  drafted  so  as  not  to  cripple  the  opera¬ 
tion  of  the  capital-raising  type  of  employee 
stock  purchase  plan  which  is  being  used  to 
great  advantage  by  American  Telephone  & 
Telegraph  Co.  and  many  other  companies. 

Reference  to  our  company’s  stock  purchase 
plan  will  illustrate  how  very  different  such 
a  plan  is  from  the  incentive-type  stock  option 
ordinarily  offered  only  to  executives.  Under 
our  plan,  shares  are  offered  to  all  employees 
meeting  minimum  length-of -service  require¬ 
ments,  on  a  voluntary  and  nondiscriminatory 
basis,  at  a  price  set  at  15  percent  below 
market  value.  Payment  for  shares  is  made 
by  employees  on  an  installment  basis  over  a 
24-month  period,  with  no  right  of  prepay¬ 
ment.  The  essential  corporate  purpose  of 
the  plan  is  to  raise  new  capital.  Important, 
too,  is  the  opportunity  provided  for  employ¬ 
ees  to  save  systematically  while  at  the  same 
time  acquiring  a  proprietary  interest  in  the 
business.  Sales  of  stock  under  our  plan  in 
the  years  since  World  War  II  have  produced 
about  $1.7  billion,  or  about  one-fifth  of  the 
total  new  equity  capital  raised  by  the  Bell 
System  in  this  period.  Almost  400,000  em¬ 
ployees  of  American  Telephone  &  Telegraph 
Co.  and  its  subsidiaries  are  now  participating 
in  the  plan.  It  is  currently  providing  about 
$300  million  in  equity  captal  annually  as 
compared  to  our  current  new  money  require¬ 
ments  of  about  $1  billion  a  year. 

Many  other  companies  have  used  and  are 
now  using  stock  purchase  plans  of  this  kind. 
A  survey  which  we  undertook  recently  of 
other  companies  indicated  that,  in  the  1957- 
61  period,  some  $500  million  of  stock  was 
approved  for  offering  by  33  separate  corpora- 
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tions  under  this  kind  of  employee  stock  pur¬ 
chase  plan. 

The  primary  purpose  of  the  broadly  based 
employee  stock  purchase  plan,  that  of  rais¬ 
ing  needed  equity  capital,  is  far  different 
from  the  purpose  of  incentive  stock  option 
arrangements  for  top  management.  It  is 
generally  agreed  that  compensation  is  the 
basic  business  reason  behind  the  granting 
of  stock  options  to  executives.  There  are 
strong  reasons  advanced  for  the  position  that 
the  granting  of  such  options  serves  a  legiti¬ 
mate  purpose.  What  I  want  to  emphasize 
is  that  the  purpose  served  by  executive  op¬ 
tions  is  completely  unrelated  to  any  need  of 
the  business  for  additional  capital,  whereas 
the  raising  of  needed  capital  is  the  essence 
of  the  employee  stock-purchase  plan.  I 
might  add  that  our  companies  have  never 
offered  incentive-type  stock  options  to  their 
executives. 

The  two  types  of  plans  are  therefore  quite 
different  in  scope  and  purpose.  Neverthe¬ 
less,  our  capital-raising  employee  stock-pur¬ 
chase  plan  is  treated  for  tax  purposes  under 
the  identical  rules  which  apply  to  options. 
We  believe  that  this  is  fundamentally  un¬ 
sound.  The  small  discount  available  to  an 
employee  in  connection  with  his  purchase  of 
stock  under  an  employee  stock  plan  such  as 
that  of  our  company  is  merely  normal  un¬ 
derpricing — no  more  of  a  price  differential 
than  is  necessary  to  sell  the  large  number 
of  shares  required  for  any  successful  capi¬ 
tal-raising  endeavor.  But  under  the  com¬ 
plicated  provisions  of  section  421,  which  was 
devised  initially  to  deal  with  executive  stock 
options,  the  discount  is  subject  to  tax  as 
ordinary  income  despite  the  fact  that,  from 
the  corporate  employer’s  standpoint,  no  com¬ 
pensation  is  intended  and  none  is  paid. 

Section  421  does  give  our  employees  a 
modest  tax  benefit  in  that  they  do  not  have 
to  pay  income  tax  on  the  differential  between 
the  purchase  price  and  the  market  value  of 
the  stock  at  the  time  of  acquisition  but  can 
defer  this  tax  until  disposition  of  the  stock. 
Without  the  protection  provided  in  section 
421,  even  this  slight  benefit  would  presum¬ 
ably  disappear.  This  would  certainly  have 
an  adverse  effect  on  the  capital-raising  type 
of  employees  stock-purchase  plan. 

I  therefore  urge  that  any  legislation  di¬ 
rected  toward  changing  the  present  provi¬ 
sions  of  the  code  in  this  area  expressly  rec¬ 
ognize  the  distinction  between  capital-rais¬ 
ing  employee  stock-purchase  plans  and  ex¬ 
ecutive  stock  options.  It  seems  to  us  that  if 
any  changes  are  to  be  made,  the  tax  status 
of  the  employee  stock-purchase  plan  should 
be  improved  so  as  to  give  greater  encourage¬ 
ment  to  the  use  of  this  type  of  plan,  which 
has  made  such  a  valuable  contribution  to 
the  Nation’s  economy  by  providing  new  capi¬ 
tal  to  industry.  Certainly  this  type  of  plan 
should  not  be  stripped  of  the  limited  tax 
benefit  it  now  has. 

PROPOSED  REPEAL  OF  $50  DIVIDEND  EXCLUSION 
AND  4 -PERCENT  DIVIDEND  CREDIT 

The  proposed  repeal  of  the  $50  dividend 
exclusion  and  4-percent  dividend  credit  will 
probably  fall  with  greater  impact  on  the  Bell 
System  than  on  most  other  corporate  enter¬ 
prises.  Many  investors,  especially  small  in¬ 
vestors,  are  financially  interested  in  our 
enterprise  and  the  Bell  System  is  more  de¬ 
pendent  than  most  other  businesses  on  the 
securities  markets  to  secure  the  necessary 
funds  for  expansion  to  meet  the  public’s 
demand  for  service. 

The  American  Telephone  &  Telegaph  Co., 
the  parent  company  of  the  Bell  System,  has 
more  than  2  million  shareowners  accounts, 
representing  more  than  2.5  million  individual 
shareowners.  Since  the  passage  of  these 
dividend  provisions  in  1954,  almost  1  million 
shareowners  have  been  added,  the  great 
majority  being  small  investors.  About  40 
percent  of  A.T.  &  T.’s  shareowners  accounts 


hold  less  than  28  shares  of  stock  and  receive 
less  than  $100  in  dividends  per  year. 

To  meet  the  public’s  demand  for  service  the 
Bell  System  has  had  to  raise  about  $15.5  bil¬ 
lion  in  new  capital  from  investors  since  the 
end  of  world  War  II.  More  than  $9  billion 
was  equity  capital,  obtained  through  the  is¬ 
suance  of  some  175  million  additional  shares 
of  stock  and  representing  over  20  percent  of 
all  new  equity  capital  raised  by  corporations. 
It  is  clear  that  no  other  U.S.  corporation  has 
depended  on  the  investing  public  and  its 
willingness  to  place  its  savings  in  risk  capi¬ 
tal  as  heavily  as  has  the  Bell  System. 

In  1954  both  the  House  and  Senate  com¬ 
mittees  were  explicit  in  their  reports  as  to 
the  reasons  for  enacting  the  dividend  exclu¬ 
sion  and  dividend  credit.  It  was  stated  that 
the  double  taxation  of  distributed  corporate 
earnings  had  contributed  to  the  impairment 
of  investment  incentives,  and  had  driven  in¬ 
vestment  capital  away  from  equities  into 
safer  forms  of  investment.  Thus,  the  ability 
of  companies  to  raise  equity  capital  was  re¬ 
stricted  and  they  were  forced  to  rely  too 
heavily  on  debt. 

Dividends  received  from  corporations  by 
individual  shareowners  were  not  subject  to 
the  normal  tax  prior  to  the  Revenue  Act  of 
1936.  At  that  time,  our  economy  had  very 
little  demand  for  new  equity  capital.  Hence, 
the  effect  of  imposing  a  double  tax  burden 
on  distributed  corporate  earnings  was  then 
of  little  significance.  But  in  retrospect  the 
long-range  effect  on  investment  incentives 
and  capital  formation  was  serious. 

It  was  quite  clear  in  1954  that  remedial 
action  was  required  to  remove  the  obstacles 
from  risk  capital  formation  for  the  good  of 
the  economy. 

Advocates  of  repeal  of  the  $50  dividend  ex¬ 
clusion  and  the  4  percent  dividend  credit 
have  advanced  two  principal  arguments  sup¬ 
porting  their  position. 

The  first  is  that  the  existing  provisions 
are  not  efficient  in  that  the  tax  effects  are 
spread  over  outstanding  shares  rather  than 
over  new  shares  alone.  Thus,  it  is  asserted 
the  stimulating  effects  are  diluted  with  little 
increase  in  the  supply  of  equity  funds  and  a 
minor  reduction  in  the  cost  of  equity  financ¬ 
ing. 

The  second  is  that  the  exising  provisions 
deal  inadequately  with  the  problem  of  tax 
relief  and  double  taxation  and  are  wholly 
inequitable  as  between. taxpayers  in  different 
income  brackets. 

These  arguments  in  no  way  negate  the 
existence  in  1954,  or  today,  of  the  factors 
which  motivated  the  action  taken  by  Con¬ 
gress  in  1954.  No  one  has  contended  that 
conditions  have  so  changed  since  1954  that 
a  return  to  the  older  tax  basis  is  desirable. 
Instead,  it  is  argued  that  the  1954  act  does 
not  go  far  enough  to  be  fully  effective  and 
so  should  be  repealed  until  something  better 
is  devised. 

It  is  inconsistent  to  offer  tax  incentives 
to  corporate  business  to  increase  its  spend¬ 
ing  for  plant  and  equipment  and,  at  the 
same  time,  enact  legislation  that  will  sub¬ 
stantially  reduce  the  supply  of  capital  avail¬ 
able  for  that  purpose.  In  short,  all  the  tax 
inducements  in  the  world  for  business  to 
expand  its  plant  and  equipment  will  be 
worthless  unless  investors  willingly  risk  their 
savings  to  finance  that  expansion. 

Investment  capital  in  the  United  States 
is  not  an  unlimited  reservoir  that  can  be 
tapped  at  will-.  The  supply  of  investment 
capital  can  be  great  or  small  depending  on 
what  investors  think  of  the  outlook.  If 
investors  have  confidence  that  they  will  re¬ 
ceive  fair  treatment  they  will  have  an  in¬ 
centive  to  commit  their  capital — otherwise 
they  will  not.  Clearly  the  1954  legislation 
was  to  relieve  the  punitive  effects  of  double 
taxation,  which  contributed  to  the  impair¬ 
ment  of  investment  incentives. 
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It  is  argued  that  the  dividend  provisions 
give  taxpayers  in  higher  income  brackets 
proportionately  greater  relief.  It  is  obvious 
that  the  inclusion  or  exclusion  in  taxable 
income  of  any  kind  of  income  subjects  tax¬ 
payers  in  different  tax  brackets  to  different 
tax  effects  so  long  as  personal  incomes  are 
taxed  at  progressive  rates.  Even  the  $600 
exemption  for  dependents  provides  propor¬ 
tionately  greater  tax  reduction  to  taxpayers 
subject  to  the  higher  tax  brackets.  But  this 
fact  has  been  recognized  by  the  Congress 
time  and  again  in  legislation  where  the 
effects  on  public  policy  were  more  important 
than  the  relative  impact  on  taxpayers  of  dif¬ 
ferent  means. 

While  the  remedy  granted  by  the  act  of 
1954  was  admittedly  only  partial,  the  up¬ 
surge  of  investors  in  equities  since  that  time 
has  been  remarkable.  In  1954  only  7  million 
individuals  owned  shares  in  American  cor¬ 
porations.  Today  there  are  around  15  mil¬ 
lion,  an  increase  of  more  than  100  percent 
in  only  8  years. 

The  majority  of  these  new  share  owners 
are  in  the  middle  and  lower  income  brackets. 
A  1960  survey  of  stock  ownership  among 
American  families  made  by  the  University 
of  Michigan  Survey  Research  Center  shows 
that  58  percent  of  the  value  of  all  publicly 
traded  stocks  in  private  possession  is  owned 
by  families  with  less  than  $15,000  annual  in¬ 
come;  36  percent  is  owned  by  families  with 
less  than  $10,000  annual  income;  and  10 
percent  is  owned  by  families  with  less  than 
$5,000  annual  income.  The  median  income 
of  share  owners  pa  reported  by  the  latest 
New  York  Stock  Exchange  survey  was  $7,000. 
In  other  words,  one-half  the  share  owners  in 
America  have  an  annual  income  below  the 
$7,000  mark  and  are  in  the  income  level  of 
most  schoolteachers  and  retired  individuals. 
In  these  groups  the  incentive  to  save  must  be 
encouraged,  not  stifled,  if  the  Nation  is  to 
obtain  the  capital  needed  for  dynamic 
growth. 

Since  the  passage  of  the  1954  act,  the 
amount  of  capital,  both  debt  and  equity, 
provided  by  investors  to  corporate  enterprises 
has  increased  substantially.  Government 
data  in  the  attached  table  show  that  the 
average  annual  amount  of  external  equity 
financing  by  all  U.S.  corporations  in  the  8 
years  ending  with  1961  was  $3.2  billion,  as 
compared  with  an  annual  average  of  $1.9 
billion  in  the  preceding  8  postwar  years,  or 
a  68-percent  increase.  In  the  same  period, 
the  average  annual  amount  of  all  external 
financing  increased  from  $7.6  billion  to  $11.1 
billion,  or  about  46  percent.  These  amounts 
represent  new  investment  capital  actually 
supplied  to  business  by  investors  for  the 
expansion  of  plant  and  equipment,  and  do 
not  include  funds  placed  by  investors  in 
outstanding  securities  through  market  pur¬ 
chases. 

It  is  argued  that  corporate  profits  and 
stock  prices  have  been  more  important  than 
the  dividend  credit  provisions  in  stimulating 
stockownership.  However,  corporate  profits 
today  are  lower  than  when  the  provision 
was  passed  by  the  Congress  in  1954.  The 
well-known  series  published  by  First  Na¬ 
tional  City  Bank  shows  that  net  income 
of  leading  manufacturing  companies  as  a 
percentage  of  net  worth  has  declined  from 
12.4  percent  in  1954  and  15.0  percent  in  1955 
to  10.5  percent  in  1960  and  10.1  percent  in 
1961. 

U.S.  Department  of  Labor  data  show  there 
are  today  more  than  4.5  million  unemployed 
persons,  considerably  above  the  normal  level. 
The  Department  estimates  that  13.5  million 
new  workers  will  join  the  labor  force  during 
the  1960  decade.  Business  must  provide  jobs 
for  these  millions  of  workers  and  to  do  so 
will  require  great  expansion  running  into 
many  billions  of  dollars.  Studies  indicate  it 
requires  an  average  investment  of  around 
$12,000  to  provide  one  new  job  in  American 
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industry  today.  Further,  a  greater  share 
of  available  savings  will  be  needed  to  ad¬ 
vance  the  greatly  expanded  programs  for 
schools,  highways,  and  adequate  housing. 

The  administration  has  an  expressed  goal 
for  the  Nation’s  economic  rate  of  growth  of 
5  percent  per  annum,  about  twice  that  ex¬ 
perienced  in  recent  years.  If  business  is  to 
achieve  this  rate  it  will  require  much  more 
rapid  capital  expansion  than  the  present  rate 
and  much  greater  incentive  for  investors  to 
place  their  savings  in  free  enterprise.  For 
this  reason,  it  is  extremely  important  to 
avoid  any  expedient  that  might  throttle  the 
creation  of  new  capital  required  for  the  ex¬ 
pansion  of  our  economy.  A  complete  return 
to  double  taxation  of  corporate  dividends 
as  a  means  for  raising  more  tax  revenues,  or 
to  simplify  the  administration  of  dividend 
withholding,  without  regard  to  the  possible 
damage  it  might  cause  to  the  economy, 
should  be  rejected. 

Mr.  PROXMIRE.  I  conclude  by 
pointing  out,  first,  that  the  amendment 
is  one  which  the  Treasury,  the  outstand¬ 
ing  champion  of  investment  credit,  sup¬ 
ports  the  investment  credit  provision, 
contending  that  we  need  it  for  growth. 
It  seems  to  me  the  Department  of  the 
Treasury  must  inevitably  support  the 
Proxmire  amendment.  Representatives 
of  the  Treasury  Department  have  also 
said  that  utilities  should  be  excluded 
from  the  investment  credit. 

Second,  the  Senate  has  a  great  respon¬ 
sibility  for  raising  revenue  as  well  as  for 
spending  money.  This  year  we  have 
passed  the  largest  appropriation  meas¬ 
ures  in  the  peacetime  history  of  our 
country.  We  have  greatly  increased 
spending  by  the  Federal  Government. 
Some  of  that  increase  in  spending  has 
been  absolutely  essential.  Some  of  it 
perhaps  has  not  been.  But  it  seems  to 
this  Senator  that  under  circumstances 
like  the  present  we  should  do  our  level 
best  to  provide  a  revenue  system  that  is 
adequate  to  meet  our  spending  needs. 
The  amendment,  which  would  conserve 
$225  million  as  effectively  as  if  we  had 
eliminated  $225  million  of  unnecessary 
spending,  is  highly  merited,  in  view  of 
the  overwhelming  testimony.  The  clear 
evidence  of  impartial  and  expert  econo¬ 
mists  is  that  the  investment  credit  for 
utilities  could  not  possibly  provide  a  sig¬ 
nificant  increase  in  investment.  My 
amendment  would  wipe  out  about  one- 
half  of  the  present  revenue  loss  in  the 
bill  as  it  is  presently  drafted.  As  I 
understand,  the  bill  would  provide  for 
a  revenue  loss  of  something  less  than 
$500  million.  My  amendment  would  in¬ 
crease  revenues  and  reduce  the  loss  by 
$225  million.  Therefore  it  would  cut 
the  loss  in  half.  It  seems  to  me  to  be 
well  merited. 

Mr.  MANSFIELD.  Mr.  President,  I 
am  about  to  make  a  uanimous-consent 
request,  which  has  been  cleared  with  the 
minority  leader,  the  Senator  from  Wis¬ 
consin  [Mr.  Proxmire],  and  the  Senator 
from  Oklahoma  [Mr.  Kerr].  I  ask 
unanimous  consent  that  at  the  conclus- 
sion  of  some  brief  remarks  to  be  made 
by  the  Senator  from  Oklahoma,  there  be 
a  quorum  call,  and  that  at  the  conclu¬ 
sion  of  the  quorum  call  there  be  a  time 
limitation  for  debate  on  the  Proxmire 
amendment  of  10  minutes,  5  minutes  to 
be  controlled  by  the  Senator  from  Okla¬ 


homa  and  5  minutes  by  the  Senator  from 
Wisconsin. 

Mr.  PROXMIRE.  I  wish  to  make  a 
comment  in  connection  with  that  agree¬ 
ment.  I  hope  that  the  majority  leader 
and  the  minority  leader  will  help  me  get 
the  yeas  and  nays. 

Mr.  MANSFIELD.  Certainly. 

The  PRESIDING  OFFICER.  Is  there 
objection?  The  Chair  hears  none,  and 
it  is  so  ordered. 

Mr.  KERR.  I  rise  to  oppose  the 
amendment  of  the  Senator  from  Wiscon¬ 
sin.  The  Senator  in  the  main  quoted  a 
great  deal  from  a  study  made  by  a  Mr. 
Clark.  I  did  not  understand  exactly 
who  Mr.  Clark  was.  He  referred  to  Mr. 
Clark  as  having  made  a  study  prior  to 
1953,  and  that  Mr.  Clark  found  that  such 
a  provision  as  is  in  the  bill,  of  providing 
an  investment  credit  of  3  percent  on  new 
construction  other  than  depreciable  ex¬ 
pansion,  materials,  and  facilities,  by  reg¬ 
ulated  utilities  would  not  stimulate  in¬ 
vestment  for  modernization  and  expan¬ 
sion. 

This  Mr.  Clark,  in  1953,  found  that 
such  investment  credit  would  not  be  a 
stimulant  to  investment  and  moderniza¬ 
tion  by  telephone  companies. 

As  I  say,  I  do  not  know  who  Mr.  Clark 
is.  I  do  not  know  the  basis  of  his  study 
in  1953  or  before. 

I  remind  the  Senator  from  Wisconsin 
that  a  more  recent  and  current  study  was 
made  by  the  Ways  and  Means  Committee 
of  the  House  of  Representatives,  and 
that  study  was  made  in  1961.  They 
found  that  the  investment  credit  would 
be  a  stimulant  to  regulated  utilities,  in¬ 
cluding  telephone  companies,  and  would 
encourage  investment  for  modernization 
and  expansion. 

The  Finance  Committee  of  the  Senate 
made  a  study  of  this  subject  in  1962.  I 
wish  to  say  to  the  able  Senator  from 
Wisconsin  that  the  Finance  Committee 
went  into  this  matter  for  many  months. 
They  found  that  the  measure  would 
stimulate  investment  for  modernization 
and  expansion  by  regulated  utilities,  in¬ 
cluding  telephone  companies. 

As  I  said  a  while  ago,  I  do  not  know 
who  Mr.  Clark  is.  I  do  know  who  the 
Ways  and  Means  Committee  members 
are.  I  do  know  who  the  members  of  the 
Finance  Committee  are.  I  must  say  that 
I  have  more  respect  for  their  judgment, 
on  the  basis  of  my  acquaintance  with 
them  and  knowledge  of  them,  than  I  do 
of  someone  who  is  identified  only  as  be¬ 
ing  referred  to  as  a  Mr.  Clark.  I  will 
say,  of  course,  that  Mr.  Clark  has  not 
had  the  benefit  of  serving  in  the  Senate; 
neither  was  he  hindered  nor  impaired  by 
having  done  so.  Of  course,  the  members 
of  the  Ways  and  Means  Committee  and 
the  members  of  the  Finance  Committee 
have  the  responsibility  of  studying  tax¬ 
ation,  actual  and  proposed,  and  the  rela¬ 
tion  of  it  to  our  economy  and  to  the 
fiscal  position  of  the  Government.  In 
the  judgment  of  the  Senator  from  Okla¬ 
homa,  they  are  more  entitled  to  the  con¬ 
fidence  of  this  body  than  someone  about 
whom  the  only  thing  we  know  is  his 
name. 

The  distinguished  Senator  from  Wis¬ 
consin  said  that  the  argument  was  made 
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for  the  investment  credit  as  a  stimulant 
and  encouragement  to  domestic  indus¬ 
try  in  their  competition  with  foreign  in¬ 
dustry. 

Then  he  wonders  who  would  be  so 
foolish  as  to  think  that  domestic  regu¬ 
lated  utilities  were  in  competition  with 
foreign-regulated  utilities.  They  are 
not;  but  their  customers  are;  and  any¬ 
thing  which  affects  the  efficiency  and 
economy  of  the  service  of  an  American- 
regulated  utility  affects  the  efficiency  and 
economy  of  its  customers. 

The  Senator  from  Wisconsin  said  that 
even  if  the  benefit  of  the  tax  credit  or 
investment  credit  were  passed  on  by 
utilities  to  their  customers,  it  would 
amount  to  only  about  1  percent — as  if 
that  were  nothing.  In  the  sixth  or 
seventh  grade,  in  the  arithmetic  I 
studied,  I  learned  that  three  times  noth¬ 
ing  is  nothing.  So  if  a  1 -percent  savings 
to  the  consumer  of  a  utility  is  nothing, 
then  three  times  nothing,  to  the  uitlity 
would,  I  presume,  be  nothing.  If  the 
Senator  from  Wisconsin  is  complaining 
that  the  pass-on  to  the  consumer  would 
be  so  little,  I  see  no  basis  for  his  com¬ 
plaint  about  giving  the  utility  three 
times  nothing,  since  that  would  be  noth¬ 
ing  also. 

But  the  pass-on  of  1  percent  to  the 
consumer  is  significant,  because  indus¬ 
try  is  also  in  the  category  of  customers 
of  utilities;  and  any  benefit  that  indus¬ 
try  receives,  competitive,  even  though  in 
the  form  of  a  pass-on  in  the  cost  of  that 
electric  power  or  other  utility  service, 
is  substantially  an  economic  benefit  to 
those  industrial  consumers  with  refer¬ 
ence  to  whom  the  House  Committee  on 
Ways  and  Means  and  the  Senate  Com¬ 
mittee  on  Finance  have  expressed  a  deep 
concern  as  to  the  improvement  of  the 
competitive  position  of  all  American  in¬ 
dustry  with  foreign  industry. 

The  distinguished  Senator  from  Wis¬ 
consin  said  that  the  private  regulated 
utilities  have  a  guaranteed  return.  That 
is  a  fallacy  long  since  exploded.  I  know 
of  no  regulatory  body  that  can  guaran¬ 
tee  a  return  to  a  utility  company  sub¬ 
ject  to  its  jurisdiction.  The  regulatory 
body  can  adjust  the  utility’s  rates  so  as 
to  permit  a  return;  but  I  know  of  no 
greater  fallacy  than  the  conclusion  often 
expressed  that  a  regulatory  body  guar¬ 
antees  a  return  on  the  investment  of 
utilities  subject  to  the  regulation  of  the 
regulatory  body. 

The  Senator  from  Wisconsin  then 
said  that  there  would  be  no  benefit  to 
the  utility,  that  there  would  be  no  stimu¬ 
lant  to  the  utility,  if  the  utility  gave  its 
customers  the  benefit  of  the  savings  en¬ 
joyed  by  the  utility  in  the  construc¬ 
tion  or  modernization  of  its  equipment 
and  facilities  by  reason  of  the  proposed 
investment  credit.  I  do  not  know  how 
much  experience  the  Senator  from  Wis¬ 
consin  has  had  in  the  handling  of  the 
business  of  a  utility.  I  do  not  know  how 
many  of  them  he  has  operated.  There¬ 
fore,  I  am  not  in  a  position  accurately 
to  evaluate  his  judgment  in  that  regard. 
I  remind  him  that  the  president  of  the 
largest  regulated  utility  in  this  Nation 
was  before  our  committee  for  many 
hours,  and  he  made  the  positive  state- 
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ment,  first,  that  the  3  percent  invest¬ 
ment  credit  would  be  a  stimulant  to  his 
company;  that  it  would  result  in  a 
greater  modernization  and  an  acceler¬ 
ated  modernization  and  improvement  of 
its  generating  equipment;  that  it  would 
result  in  an  expansion  at  a  faster  rate 
than  would  be  effective  or  possible  with¬ 
out  the  proposed  investment  credit. 

The  president  of  that  regulated  elec¬ 
tric  utility  said,  in  addition,  that  it 
would  be  their  purpose  to  pass  on  to 
their  customers  every  dollar  of  saving 
realized  by  reason  of  the  proposed  in¬ 
vestment  credit. 

Mr.  President,  the  Senator  from  Wis¬ 
consin  can  doubt  the  gentleman’s  word 
if  he  wishes  to;  but  I  say  in  behalf  of  the 
witness  that  he  is  well  known  to  Mem¬ 
bers  of  this  body.  His  name  is  Donald 
C.  Cook,  and  he  is  president  of  Ameri¬ 
can  Electric  Power  Co.  He  has  been 
an  official  in  the  Government  for  many 
years  and  enjoys  as  fine  a  reputation  as 
any  man  I  know.  The  members  of  the 
committee  had  no  basis  to  doubt  his 
word.  He  does  have  the  advantage  of 
some  experience  in  the  operation  of  a 
regulated  public  utility.  He  made  the 
positive  statement  that  the  proposed  in¬ 
vestment  credit  would  cause  his  com¬ 
pany  to  accelerate  the  modernization 
and  expansion  of  its  facilities  and  en¬ 
able  it  to  be  of  greater  service  to  its 
present  consumers  and  extend  its  serv¬ 
ice  to  other  customers.  He  said  that 
the  proposed  investment  credit  would 
enable  his  company  to  reduce  the  cost 
of  its  service  both  to  present  and  fu¬ 
ture  customers,  and  that  would  be  what 
they  would  do. 

Therefore,  Senators  can  understand 
why  the  Committee  on  Finance  acted  as 
it  did.  It  accepted  the  judgment  of  the 
president  of  a  great  utility  company  as 
to  the  value  of  the  proposed  investment 
credit  to  his  company  and  his  com¬ 
pany’s  customers.  The  committee  ac¬ 
cepted  as  valid  his  assurance  that  the 
saving  would  be  passed  on  to  the  com¬ 
pany’s  customers. 

Then  the  distinguished  junior  Senator 
from  Tennessee  [Mr.  Gore],  in  a  col¬ 
loquy  with  the  distinguished  Senator 
from  Wisconsin,  indicated  that  he  like¬ 
wise  opposed  the  proposed  credit  to  regu¬ 
lated  electric  utilities.  The  Senator 
from  Tennessee  comes  from  an  area 
which  is  served  by  the  Tennessee  Valley 
Authority.  There  are  those  who  feel 
that  the  Tennessee  Valley  Authority 
and  its  customers  have  some  advantage 
over  other  utilities  in  this  country  and 
their  customers.  There  are  some  who 
believe  that  regulated  utilities  in  the 
areas  around  them  and  in  the  rest  of 
the  country  pay  a  higher  rate  of  taxes, 
are  subject  to  different  regulations,  and 
operate,  both  with  reference  to  their 
own  operations  and  their  relations  with 
their  customers,  at  some  disadvantage 
as  compared  with  the  Tennessee  Valley 
Authority. 

I  am  sure  that  the  fact  that  this 
modest  investment  credit  to  regulated 
electric  utilities  who  are  competitive  with 
the  Tennessee  Valley  Authority  might 
slightly  improve  their  competitive  posi¬ 
tion  with  reference  to  the  Tennessee 
Valley  Authority  would  not  be  the  basis 


of  the  opposition  to  this  investment 
credit  by  the  Senator  from  Tennessee. 
Yet  such  a  conclusion  might  possibly  be 
drawn,  Mr.  President,  by  other  Sena¬ 
tors — that  it  would  be  the  purpose  of 
the  Senator  from  Tennessee  not  only  to 
preserve  the  TV  A  in  its  operations,  for 
the  benefit  of  his  area.  I  remind  him 
that  no  Member  of  this  body  has  worked 
harder  to  enable  the  TVA  to  be  of  com¬ 
plete  service  to  the  customers  in  its  area 
than  has  the  Senator  from  Oklahoma. 
It  so  happens  that  the  Senator  from 
Oklahoma  come  from  a  State  which  has 
public  power  and  private  power.  Two 
great  private  utilities  operate  in  Okla¬ 
homa.  The  Senator  from  Oklahoma  is 
interested  in  securing  electric  power  to 
the  domestic  consumers  and  the  indus¬ 
trial  consumers  in  Oklahoma  at  the 
lowest  possible  cost  consistent  with  an 
adequate  return  to  the  private  electric 
utilities  serving  the  State  of  Oklahoma. 

He  is  frank  to  admit  that  the  domestic 
consumers  and  the  industrial  consumers 
in  Oklahoma  do  not  have  the  benefit  of 
as  low-cost  electricity  as  that  which  is 
available  in  the  Tennessee  Valley.  But 
that  fact  has  not  in  any  way  hindered 
the  support  of  the  Senator  from  Okla¬ 
homa  of  the  Tennessee  Valley  Authority 
and  the  adequacy  of  its  service  within 
its  service  area.  So  he  is  a  little  dis¬ 
appointed  that  the  Senator  from  Ten¬ 
nessee  would  now  oppose  a  measure 
which,  in  the  judgment  of  the  Senator 
from  Oklahoma,  would  result  in  making 
it  possible  for  the  utilities  in  Oklahoma 
to  give  a  little  better  service  and  a  little 
cheaper  service  to  the  domestic  con¬ 
sumers  and  the  industrial  consumers  in 
Oklahoma;  and  the  same  situation  would 
prevail  in  every  other  State  in  the  Union, 
even  in  Wisconsin. 

The  result  of  this  investment  credit 
for  the  regulated  utilities  can  be  nothing 
other  than  encouragement  of  more  mod¬ 
ernization  and  expansion  of  those  regu¬ 
lated  utilities  and  better  service  and 
cheaper  service  to  the  domestic  con¬ 
sumers  and  the  industrial  consumers  in 
their  service  areas;  and  the  Senator  from 
Oklahoma  feels  that  this  is  an  appro¬ 
priate  manner  in  which  to  give  encour¬ 
agement  to  and  to  be  of  benefit  to  the 
regulated  electric  utilities  in  his  State. 
The  Senator  from  Oklahoma  believes 
that  by  reason  of  this,  the  favorable  dif¬ 
ferential  to  the  Tennessee  Valley  Au¬ 
thority,  now  existing,  as  compared  to 
any  other  area  in  the  Nation,  save  the 
Pacific  Northwest  alone,  might  be  elimi¬ 
nated  or  might  be  reduced  just  a  little, 
to  the  benefit  of  the  domestic  consumers 
and  the  industrial  consumers  in  Okla¬ 
homa;  and  he  is  disappointed  that  his 
good  friend,  the  Senator  from  Tennes¬ 
see,  who  always  has  had  the  benefit  of 
the  help  of  the  Senator  from  Oklahoma 
in  connection  with  matters  related  to 
electric  service  in  his  area,  would  now 
be  opposing  something  which,  insofar 
as  the  electric  service  and  its  cost  in  his 
area  are  concerned,  can  have  no  effect 
whatever  except  to  result  in  some  reduc¬ 
tion  of  cost  to  the  domestic  consumers 
and  the  industrial  consumers  in  Okla¬ 
homa.  So  the  Senator  from  Oklahoma 
is  disappointed  that  his  great  and  good 
friend,  the  Senator  from  Tennessee, 


would  now  be  opposing  it;  and  the  Sena¬ 
tor  frorq  Oklahoma  hopes  that,  upon  due 
and  deliberate  consideration,  the  Sena¬ 
tor  from  Tennessee  may  consider  with¬ 
drawing  that  opposition. 

Mr.  GORE.  Mr.  President,  will  the 
Senator  from  Oklahoma  yield? 

Mr.  KERR.  I  yield. 

Mr.  GORE.  The  able  and  distin¬ 
guished  Senator  from  Oklahoma  has 
drawn  an  interesting  analogy,  but  I  re¬ 
spectfully  submit  that  it  is  not  a  valid 
one. 

From  the  profits  which  the  private 
power  companies  reap  from  the  utility 
bills  American  consumers  pay,  a  portion 
is  paid  to  the  U.S.  Government  in  the 
form  of  taxes.  The  benefits  which  the 
people  of  the  Tennessee  Valley  receive 
from  the  TVA  result  from  the  quality  of 
the  service  they  receive  and  the  rates 
they  pay  for  it.  The  profits  which  the 
TVA  earns  in  supplying  that  service,  for 
which  the  people  of  the  Tennessee  Valley 
pay,  go  to  the  U.S.  Treasury — not  in 
part,  but  100  percent.  The  tax  rate  on 
the  TVA  profits  is  not  52  percent;  it  is 
100  percent.  I  do  not  complain  about 
that,  because  this  is  a  publicly  owned 
utility — owned  by  the  Federal  Govern¬ 
ment;  and,  therefore,  all  the  proceeds 
properly  belong  to  the  Federal  Govern¬ 
ment.  Therefore,  I  suggest  to  the  dis¬ 
tinguished  and  able  Senator  from  Okla- 
home  that  the  analogy  he  draws  is  not 
a  valid  one. 

Before  closing,  I  should  like  to  say 
that  both  I  and  other  Senators  from 
the  Tennessee  Valley  area  and  the  peo¬ 
ple  of  that  area  are  very  grateful  for 
the  leadership  which  the  distinguished 
senior  Senator  from  Oklahoma  provided 
as  chairman  of  the  subcommittee  in 
bringing  about  the  enactment  of  the 
self-financing  bill  for  the  TVA.  But  let 
us  not  misunderstand  that.  It  operates 
in  this  way:  The  Tennessee  Valley  Au¬ 
thority  sells  its  own  bonds  to  raise  the 
money  with  which  to  build  hydroelectric 
dams  or  steamplants.  The  people  of  the 
Tennessee  Valley  pay  for  those  steam- 
plants  and  those  hydroelectric  dams 
through  the  payment  of  their  utility 
bills.  Yet  when  they  are  paid  for,  they 
belong  to  the  Federal  Government,  not 
to  the  people  of  the  Tennessee  Valley. 

When  the  same  thing  occurs  in  the 
case  of  a  private  utility  company  which 
sells  its  bonds  in  order  to  raise  the  money 
with  which  to  build  additional  facilities, 
or  when  it  borrows,  by  other  means,  the 
money  with  which  to  do  so,  and  when 
its  customers  amortize  those  plants 
through  the  payment  of  their  utility 
bills,  those  facilities,  too,  belong,  not  to 
the  people  who  pay  the  utility  bills,  but 
to  the  corporation  which  borrowed  the 
money  in  the  first  place. 

It  happens  that  the  Tennessee  Valley 
Authority  is  a  corporation,  a  corporation 
wholly  Government  owned,  all  the  prof¬ 
its  and  all  the  net  proceeds  of  which — 
not  52  percent,  and  not  subject  to  the 
benefit  of  the  investment  credit,  but,  I 
repeat,  100  percent — belong  to  the  Fed¬ 
eral  Government. 

In  view  of  all  of  this,  the  people  of 
the  Tennessee  Valley  are  grateful  for 
the  leadership  the  distinguished  senior 
Senator  from  Oklahoma  has  accorded 
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on  this  subject.  The  people  of  the  Ten¬ 
nessee  Valley,  I  believe — and  I  am  priv¬ 
ileged,  I  think,  to  speak  for  them— are 
proud  of  the  TV  A,  because  it  is  the  most 
efficient  and  the  largest  integrated  util¬ 
ity  in  the  world.  It  has  led  the  way  and 
pointed  the  way  toward  the  use  of  larger 
generators  and  toward  more  economic 
generation  of  power,  and  it  has  blazed 
the  trail  for  mass  distribution  of  elec¬ 
tric  energy — many  kilowatts  at  a  small 
profit,  rather  than  a  few  kilowatts  at  a 
large  profit  per  kilowatt. 

The  Tennessee  Valley  Authority  has 
served  the  Nation  well,  including  the 
privately  owned  utilities;  but  again  I  re¬ 
peat,  all  of  its  proceeds,  not  52  percent 
thereof,  become  the  property  of  the  U.S. 
Government. 

Mr.  KERR.  I  appreciate  the  kind  re¬ 
marks  by  the  Senator  from  Tennessee 
about  the  Senator  from  Oklahoma.  He 
knows  of  our  mutual  affection  and  re¬ 
gard.  I  am  in  a  little  disturbed  state  of 
mind  about  what  the  Senator  from 
Tennessee  said  I  did.  He  said  I  drew 
an  analogy.  I  do  not  know  just  what 
goes  on  when  one  draws  an  analogy.  I 
think  I  know  what  an  analogy  is,  but 
I  do  not  know  what  happens  to  it  when 
one  draws  it.  But  the  Senator  from 
Tennessee  then  addressed  himself  to  the 
difference  between  TV  A  and  a  private 
utility  and  what  it  pays  to  the  Federal 
Government. 

The  Senator  from  Oklahoma  did  not 
say  anything  about  that.  It  may  be  that 
if  a  comparison  between  the  TVA  and 
a  private  utility  constitutes  an  analogy, 
the  Senator  from  Oklahoma  had  some¬ 
thing  to  do  with  it.  But  if  the  Senator 
from  Tennessee  wants  to  relate  that 
comparison  of  the  taxes  paid  by  private 
utilities  to  the  Federal  Government  and 
the  taxes  paid  by  the  TVA  to  the  Gov¬ 
ernment  and  call  that  a  drawing  of  an 
analogy,  I  remind  him  that  is  something 
he  did.  The  Senator  from  Oklahoma  did 
not  do  it.  The  Senator  from  Oklahoma 
compared  the  situation  of  consumers  in 
the  two  areas,  not  the  relationship  of 
either  to  the  Federal  Government  in 
the  matter  of  taxes  they  paid. 

The  Senator  from  Tennessee  went  on 
to  talk  about  the  low  cost  electricity 
available  in  his  area.  That  is  what  the 
Senator  from  Oklahoma  was  talking 
about.  He  is  glad  they  have  it.  He 
helped  make  it  possible,  and  was  glad 
to  do  so,  and  shall  continue  to  do  so. 

What  the  Senator  from  Oklahoma 
said  was  that  he  was  trying  to  make  it 
possible  for  the  electric  utilities  in  Okla¬ 
homa  to  provide  lower  cost  electrical 
power  to  the  domestic  and  industrial 
consumers  in  Oklahoma.  There  is  no 


The  Senator  from  Oklahoma  is  glad 
that  the  Senator  from  Tennessee  advised 
him  that  the  TVA  paid  taxes  to  the 
Federal  Government.  The  Senator  from 
Oklahoma  did  not  know  that.  Some 
day,  when  the  Senator  from  Tennessee 
has  a  little  time,  the  Senator  from  Okla¬ 
homa  would  appreciate  having  placed  in 
the  Record  a  little  statement  which 
shows  what  the  Tennessee  Valley  Au¬ 
thority  has  paid  to  the  Federal  Govern¬ 
ment  in  taxes  from  the  day  of  its  cre¬ 
ation  to  the  present  time.  It  would  be 
an  interesting  piece  of  information  to 
the  Senator  from  Oklahoma  and  other 
Senators.  I  will  say  to  the  Senator  from 
Tennessee  that  if  the  taxes  which  have 
been  paid  to  the  Federal  Government 
have  been  exorbitant  and  the  Senator 
from  Tennessee  thinks  they  ought  to  be 
adjusted,  the  Senator  from  Oklahoma 
will  be  glad  to  take  under  consideration 
with  him  a  joint  effort  to  bring  about 
a  more  equitable  rate  on  the  taxes  the 
Tennessee  Valley  Authority  pays  to  the 
Federal  Government. 

I  repeat,  I  am  in  opposition  to  the 
amendment  of  the  Senator  from  Wis¬ 
consin. 

I  suggest  the  absence  of  a  quorum  in 
accordance  with  the  unanimous-consent 
agreement. 

The  PRESIDING  OFFICER  (Mr.  Can¬ 
non  in  the  chair).  The  clerk  will  call 
the  roll. 

The  legislative  clerk  called  the  roll, 
and  the  following  Senators  answered  to 
their  names : 


Aiken 

[No.  235  Leg.] 
Hart 

Metcalf 

Allott 

Hartke 

Miller 

Bartlett 

Hayden 

Monroney 

Boggs 

Hickenlooper 

Morse 

Bush 

Hill 

Mundt 

Byrd,  Va. 

Holland 

Pas  tore 

Byrd,  W.  Va. 

Hruska 

Pearson 

Cannon 

Jackson 

Pell 

Carlson 

Javits 

Prouty 

Carroll 

Johnston 

Proxmire 

Case 

Jordan,  N.C. 

Randolph 

Chavez 

Keating 

Russell 

Church 

Kefauver 

Smith,  Maine 

Cooper 

Kerr 

Sparkman 

Curtis 

Lausche 

Stennls 

Dirksen 

Long,  Mo. 

Thurmond 

Dodd 

Long,  Hawaii 

Tower 

Douglas 

Long,  La. 

Wiley 

Ellender 

Mansfield 

Williams,  N.J. 

Ervin 

McCarthy 

Young,  N.  Dak. 

Fong 

McGee 

Young,  Ohio 

Gore 

McNamara 

The  PRESIDING  OFFICER.  A  quo¬ 
rum  is  present. 

Mr.  MANSFIELD.  Mr.  President,  I 
ask  for  the  yeas  and  nays  on  the  Prox- 
mire  amendment. 

The  yeas  and  nays  were  ordered. 

Mr.  MANSFIELD.  Mr.  President,  for 
the  information  of  the  Senate,  a  unani¬ 
mous-consent  agreement  has  been  ar¬ 
rived  at  for  a  yea-and-nay  vote  within 


hope  of  making  it  possible  to  have  the 
utilities  supply  electricity  to  the  domestic 
and  industrial  consumers  in  Oklahoma 
at  as  low  a  rate  as  is  available  to  the 
domestic  and  industrial  consumers  in  the 
Tennessee  Valley.  The  Senator  from 
Oklahoma  said  he  thought  the  invest¬ 
ment  credit  would  bring  about  a  slight 
narrowing  of  the  margin.  There  is  no 
possibility  of  eliminating  it.  That  is 
what  the  Senator  from  Oklahoma  was 
talking  about,  not  about  how  much  taxes 
either  had  paid  to  the  Federal  Govern¬ 
ment. 


the  next  10  minutes. 

The  PRESIDING  OFFICER.  Under 
the  agreement  the  Senator  from  Okla¬ 
homa  [Mr.  Kerr]  has  5  minutes  and  the 
Senator  from  Wisconsin  [Mr.  Proxmire] 
has  5  minutes. 

Mr.  DIRKSEN.  Mr.  President,  a  par¬ 
liamentary  inquiry. 

The  PRESIDING  OFFICER.  The 
Senator  will  state  it. 

Mi-.  DIRKSEN.  What  is  the  amend¬ 
ment  now  pending  before  the  Senate? 

The  PRESIDING  OFFICER.  The 
pending  amendment  is  the  amendment 


of  the  Senator  from  Wisconsin  [Mr. 
Proxmire]  designated  “8-30-62 — C.” 

Mr.  DIRKSEN.  Mr.  President,  is  it 
an  appropriate  inquiry  to  ask  whether 
the  amendment  would  delete  the  3 -per¬ 
cent  investment  credit  provision  in  the 
pending  bill  with  respect  to  utilities? 

The  PRESIDING  OFFICER.  The 
Chair  states  that  is  not  a  proper  parlia¬ 
mentary  inquiry. 

Mr.  DIRKSEN.  I  withdraw  the  in¬ 
quiry. 

Mr.  KERR.  Mr.  President,  I  yield 
myself  2  minutes. 

The  PRESIDING  OFFICER.  The 
Senator  from  Oklahoma  is  recognized  for 
2  minutes. 

Mr.  KERR.  The  amendment  of  the 
Senator  from  Wisconsin  would  deny  a 
3 -percent  investment  credit  to  regulated 
utilities  while  leaving  a  7 -percent  in¬ 
vestment  credit  available  to  other  indus¬ 
try.  The  Senator  from  Oklahoma,  in  ac¬ 
cordance  with  the  action  of  the  Finance 
Committee,  is  very  much  opposed  to  the 
denial  of  the  investment  credit  to  reg¬ 
ulated  utilities.  The  Senator  from  Wis¬ 
consin  has  said  that  it  would  not  bring 
about  any  expansion  and  would  not  bring 
about  cheaper  rates. 

I  refer  Senators  to  the  statement  of 
Donald  C.  Cook,  president  of  the  Ameri¬ 
can  Electric  Power  Co.,  found  at  pages 
935  through  937  in  the  hearings.  Mr. 
Cook,  who  is  president  of  the  American 
Electric  Power  Co.,  the  largest  in  the 
Nation,  said: 

I  think  it  clear — and  I  intend  to  show — 
that,  in  the  case  of  electric  utilities,  the  tax 
credit  will  do  more  to  increase  construction 
and,  therefore,  to  bring  about  the  desired 
growth  in  the  economy,  than  in  the  case  of 
nonutilities. 

Further  on  Mr.  Cook  made  the  very 
positive  statement: 

While  we  are  among  those  companies  hav¬ 
ing  the  lowest  rates  for  power  in  the  United 
States,  we  are  nonetheless  even  now  study¬ 
ing  still  further  rate  reductions  which  we 
believe  will  become  possible  if  the  tax  credit 
is  made  available  to  us. 

Favorable  action  of  this  committee  and  of 
the  Congress  on  this  bill  will  either  make 
possible  or  prevent  these  rate  decreases. 

What  Mr.  Cook  said  was  that  the 
companies  would  respond  to  the  stimu¬ 
lus  for  greater  growth  and  moderniza¬ 
tion,  and  that  they  would  be  able  to  re¬ 
duce  correspondingly  both  domestic  and 
industrial  rates  to  their  consumers. 

The  PRESIDING  OFFICER.  The 
Senator’s  2  minutes  have  expired. 

Mr.  PASTORE.  Mr.  President,  will 
the  Senator  yield  for  a  question’ 

Mr.  KERR.  I  yield  myself  1  minute 
in  order  to  answer  the  question  of  the 
Senator  from  Rhode  Island.  I  yield  to 
the  Senator. 

Mr.  PASTORE.  In  the  New  England 
section  of  the  country  there  are  pri¬ 
vately  owned  public  utilities  serving 
telephone,  electricity,  and  gas  users.  I 
think  the  rates  are  the  highest  in  any 
area  in  the  country.  Would  the  bill  as¬ 
sist  consumers  of  electricity  and  gas,  and 
telephone  users  in  our  region  of  the 
country  if  the  amendment  were  agreed 
to? 

Mr.  KERR.  The  Senator  from  Okla¬ 
homa  is  of  the  positive  conviction  that 
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the  present  provision  of  the  bill  would 
enable  utilities  in  the  section  of  the 
country  from  which  the  Senator  comes 
to  bring  the  area  better  service  at  lower 
cost,  and  that  such  would  be  the  result. 

Mr.  AIKEN.  Mr.  President,  will  the 
Senator  yield  for  another  question? 

Mr.  KERR.  I  yield. 

Mr.  AIKEN.  I  should  like  to  ask  the 
Senator  from  Oklahoma  if  the  3-percent 
reduction  would  apply  to  rural  electrifi¬ 
cation  lines  and  municipal  lines  as  well? 

Mr.  KERR.  If  they  are  taxpayers  to 
the  Federal  Government  it  would. 

The  PRESIDING  OFFICER.  The 
Senator’s  additional  1  minute  has  ex¬ 
pired. 

Mr.  AIKEN.  If  they  make  a  profit  it 
would? 

Mr.  KERR.  Definitely  it  would. 

Mr.  PROXMIRE.  Mr.  President,  I 
yield  myself  5  minutes.  The  amend¬ 
ment  follows  the  recommendation  of 
the  Kennedy  administration  and  of  the 
Treasury  Department.  That  recom¬ 
mendation  originally  was  that  utilities 
be  excluded,  not  included.  The  Treas¬ 
ury  Department  correctly  points  out  that 
this  provision  in  the  bill  would  cost  the 
Treasury  $225  million  in  revenue.  It  was 
also  argued  very  emphatically  by  the 
Treasury  that  this  amount  would  not  be 
passed  on  generally  to  the  consumers  and 
that  it  will  not  increase  investment;  on 
the  other  hand,  it  will  generally  result  in 
a  windfall  for  stockholders. 

The  Treasury  argues  that  the  principal 
purpose  of  the  investment  credit  was 
not  to  cut  people’s  electric  light  bills,  but 
to  stimulate  investment.  They  say  this 
cannot  be  done  in  the  utility  industry 
because  under  the  law,  at  least  as  it 
exists  now,  the  public  utilities  are  regu¬ 
lated  and  their  investors  under  the  reg¬ 
ulations  of  the  regulatory  body  receive 
a  fair  rate  of  return.  Obviously,  if  the 
corporation  income  tax  is  to  be  cut  in 
this  way,  utilities  income  should  be  cut 
in  the  same  way.  So  where  is  the 
incentive? 

It  is  argued  that  the  consumers  will 
benefit.  However,  the  Treasury  has 
shown  that  the  consumer  benefit  would 
be  no  more  than  1  percent. 

Mr.  President,  furthermore,  we  have 
had  experience  with  this  kind  of  cut 
under  the  1954  act,  when  there  was  a 
similar  reduction  made  in  taxes  on  utili¬ 
ties  through  a  speedup  of  amortization. 
In  the  report  by  the  Subcommittee  on 
Antitrust  and  Monopoly  of  the  Judiciary 
Committee,  it  was  found  that  the  ac¬ 
celerated  amortization  had  no  real  tend¬ 
ency  to  encourage  construction  of  emer¬ 
gency  facilities.  The  report  stated: 

“*  *  *  Under  the  policies  then  (i.e.,  April 
1955)  in  force,  no  clear  relation  to  defense 
needs  was  required  for  approval  of  certifi¬ 
cates  for  electric  power  generation  as  they 
were  granted  on  the  basis  of  total  demand, 
including  civilian  as  well  as  military  needs. 
The  lack  of  incentive  was  indicated  by  the 
fact  that  in  the  few  instances  where  pro¬ 
posed  facilities  were  held  ineligible — because 
of  location  in  target  areas — the  utility  com¬ 
panies  constructed  them  despite  the  re¬ 
jection.  *  *  * 

“Of  the  applications  considered  by  the 
Department  of  the  Interior  and  the  Office 
of  Defense  Mobilization,  approval  was  given 
to  facilities  scheduled  to  bring  in  13,013,450 
kilowatts.  Applications  which  were  denied 


because  of  their  target  area  location  totaled 
5,298,000.  All  of  the  projects  so  denied  still 
are  scheduled  for  completion  in  1958,  de¬ 
spite  the  withholding  of  the  tax-amortiza¬ 
tion  inducement. 

In  other  words,  the  experience  shows 
clearly  that  although  in  some  cases  tax 
benefits  were  not  given,  the  utilities 
nevertheless  went  ahead  and  made  their 
investment. 

Furthermore,  one  firm  would  get  one- 
third  of  the  benefit.  That  is  the  Ameri¬ 
can  Telephone  &  Telegraph  Co.  It 
would  get  $75  million  of  the  $225  mil¬ 
lion  that  we  are  talking  about.  How¬ 
ever,  to  their  credit,  the  comptroller  and 
vice  president  of  A.T.  &  T.  appeared  be¬ 
fore  the  committee  and  said  in  behalf  of 
A.T.  &  T.,  “We  do  not  want  it.  '  We 
should  not  have  it.”  He  said: 

The  Bell  System’s  construction  program 
for  1962  is  approximately  $2.8  billion  and 
will  probably  remain  in  this  general  area 
in  the  immediate  future.  This  construction 
is  designed  to  meet  the  needs  of  the  public 
for  telephone  service  and  we  have  an  obliga¬ 
tion  to  construct  adequate  facilities  to  meet 
this  need.  Clearly  it  would  not  be  eco¬ 
nomically  desirable  to  build  excess  plants 
merely  to  obtain  a  tax  credit.  We  have  been 
able,  under  sound  regulation,  to  obtain  from 
investors  the  additional  amount  of  new 
capital  required  to  carry  on  our  construction 
of  new  facilities.  Therefore,  we  can  see  no 
justification  for  using  tax  moneys  to  help 
finance  our  expansion.  As  the  proposed  in¬ 
centive  credit  now  stands,  our  business 
would  obtain  substantial  benefits  whether 
its  construction  were  increased  or  not.  For. 
example,  under  a  3-percent  rate  we  estimate 
that  our  credit  would  be  in  the  range  of  $75 
million  for  1962.  At  a  4-percent  rate  it 
would  be  about  $100  million,  and  at  an  8- 
percent  rate  it  would  be  about  $200  million. 
If  we  received  this  credit  we  would  be  taking 
money  from  the  Government  which  we 
should  obtain  from  investors  and  not  the 
taxpayers. 

That  position  of  this  very  capable 
management  makes  sense  and  adds  up. 

To  summarize,  this  provision  will  not 
increase  investment — and  that  is  the 
only  justification  for  it  that  was  given — 
on  the  basis  of  the  testimony  of  the  one 
firm  that  would  get  the  principal  benefit 
from  it.  It  may  reduce  rates  in  some 
cases,  but,  the  Treasury  says,  that  is 
very  erratic  and  will  be  rare. 

It  is  their  conclusion — and  I  have 
documented  it  by  the  many  tables  I  have 
put  in  the  Record — that  this  will  primar¬ 
ily  result  in  a  windfall  for  stockholders 
of  the  public  utilities,  which  is  not 
merited. 

The  PRESIDING  OFFICER.  The 
time  of  the  Senator  has  expired. 

Mr.  KERR.  Mr.  President,  I  yield 
back  the  remainder  of  my  time. 

The  PRESIDING  OFFICER.  All  time 
for  debate  has  expired. 

The  question  is  on  agreeing  to  the 
amendment  offered  by  the  Senator  from 
Wisconsin.  The  yeas  and  nays  have 
been  ordered,  and  the  clerk  will  call  the 
roll. 

The  legislative  clerk  called  the  roll. 

Mr.  MANSFIELD.  I  announce  that 
the  Senator  from  Nevada  [Mr.  Bible], 
the  Senator  from  North  Dakota  [Mr. 
Burdick],  the  Senator  from  Pennsyl¬ 
vania  [Mr.  Clark],  the  Senator  from 
Mississippi  [Mr.  Eastland],  the  Senator 
from  California  [Mr,  Engle],  the  Sena¬ 


tor  from  Arkansas  [Mr.  Fulbright],  the 
Senator  from  Minnesota  [Mr.  Hum¬ 
phrey],  the  Senator  from  Washington 
[Mr.  Magnuson],  the  Senator  from  Ar¬ 
kansas  [Mr.  McClellan],  the  Senator 
from  Utah  [Mr.  Moss],  the  Senator  from 
Maine  [Mr.  Muskie],  the  Senator  from 
Oregon  [Mr.  Neuberger],  the  Senator 
from  Virginia  [Mr.  Robertson],  the 
Senator  from  Florida  [Mr.  Smathers], 
the  Senator  from  Massachusetts  [Mr. 
Smith],  the  Senator  from  Georgia  [Mr. 
Talmadge],  and  the  Senator  from  Texas 
[Mr.  Yarborough]  are  absent  on  official 
business. 

I  further  announce  that,  if  present  and 
voting,  the  Senator  from  California  [Mr. 
Engle],  the  Senator  from  Wyoming, 
[Mr.  Hickey]  ,  and  the  Senator  from  Vir¬ 
ginia  [Mr.  Robertson]  would  each  vote 
“nay.” 

I  further  announce  that  the  Senator 
from  New  Mexico  [Mr.  Anderson],  the 
Senator  from  Alaska  [Mr.  Gruening], 
the  Senator  from  Wyoming  [Mr. 
Hickey],  and  the  Senator  from  Missouri 
[Mr.  Symington]  are  necessarily  absent. 

On  this  vote,  the  Senator  from  Nevada 
[Mr.  Bible]  is  paired  with  the  Senator 
from  Pennsylvania  [Mr.  Clark],  If 
present  and  voting,  the  Senator  from 
Navada  would  vote  “nay,”  and  the  Sen¬ 
ator  from  Pennsylvania  would  vote 
“yea.” 

On  this  vote,  the  Senator  from  Missis¬ 
sippi  [Mr.  Eastland]  is  paired  with  the 
Senator  from  Texas  [Mr.  Yarborough], 
If  present  and  voting,  the  Senator  from 
Mississippi  would  vote  “nay,”  and  the 
Senator  from  Texas  would  vote  “yea.” 

On  this  vote,  the  Senator  from  Arkan¬ 
sas  [Mr.  Fulbright]  is  paired  with  the 
Senator  from  Utah  [Mr.  Moss].  If 
present  and  voting,  the  Senator  from 
Arkansas  would  vote  “nay,”  and  the 
Senator  from  Utah  would  vote  “yea.” 

On  this  vote,  the  Senator  from  Mis¬ 
souri  [Mr.  Symington]  is  paired  with 
the  Senator  from  Alaska  [Mr.  Gruen¬ 
ing].  If  present  and  voting,  the  Sena¬ 
tor  from  Missouri  would  vote  “nay,”  and 
the  Senator  from  Alaska  would  vote 
“yea.” 

On  this  vote,  the  Senator  from  Arkan¬ 
sas  [Mr.  McClellan]  is  paired  with  the 
Senator  from  Washington  [Mr.  Magnu¬ 
son].  If  present  and  voting,  the  Sena¬ 
tor  from  Arkansas  would  vote  “nay,” 
and  the  Senator  from  Washington  would 
vote  “yea.” 

On  this  vote,  the  Senator  from  Geor¬ 
gia  [Mr.  Talmadge]  is  paired  with  the 
Senator  from  Oregon  [Mrs.  Neuberger]  . 
If  present  and  voting,  the  Senator  from 
Georgia  would  vote  “nay,”  and  the  Sen¬ 
ator  from  Oregon  would  vote  “yea.” 

On  this  vote,  the  Senator  from  Florida 
[Mr.  Smathers]  is  paired  with  the  Sen¬ 
ator  from  Massachusetts  [Mr.  Smith], 
If  present  and  voting,  the  Senator 
from  Florida  would  vote  “nay,”  and  the 
Senator  from  Massachusetts  would  vote 
“yea.” 

Mr.  DIRKSEN.  I  announce  that  the 
Senator  from  Maryland  [Mr.  Beall],  the 
Senator  from  Utah  [Mr.  Bennett],  the 
Senator  from  South  Dakota  [Mr.  Bot- 
tum],  the  Senator  from  Indiana  [Mr. 
Capehart],  the  Senators  from  New 
Hampshire  [Mr.  Cotton  and  Mi-. 
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Murphy],  the  Senator  from  Arizona 
l  Mr.  Goldwater],  the  Senator  from 
Idaho  [Mr.  Jordan],  the  Senator  from 
California  [Mr.  Kuchel],  the  Senator 
from  Kentucky  [Mr.  Morton],  the  Sen¬ 
ator  from  Massachusetts  [Mr.  Salton¬ 
stall],  the  Senator  from  Pennsylvania 
[Mr.  Scott]  ,  and  the  Senator  from  Dela¬ 
ware  [Mr.  Williams]  are  necessarily 
absent. 

The  Senator  from  Maryland  [Mr. 
Butler]  is  detained  on  official  business, 
and  if  present  and  voting,  would  vote 

‘•nay.” 

If  present  and  voting,  the  Senator 
from  Maryland  [Mr.  Beall],  the  Sena¬ 
tor  from  Utah  [Mr.  Bennett],  the  Sen¬ 
ator  from  South  Dakota  [Mr.  Bottum], 
the  Senator  from  Indiana  [Mr.  Cape- 
hart],  the  Senator  from  Idaho  [Mr. 
Jordan],  the  Senator  from  California 
[Mr.  Kuchel],  the  Senator  from  Ken¬ 
tucky  [Mr.  Morton],  the  Senator  from 
Massachusetts  [Mr.  Saltonstall],  and 
the  Senator  from  Pennsylvania  [Mr. 
Scott]  would  vote  “nay.” 

The  result  was  announced — yeas  16, 
nays  49,  as  follows: 

[No.  236  Leg.] 

YEAS  16 


Bartlett 

Jackson 

Proxmire 

Byrd,  Va. 

Kefauver 

Russell 

Douglas 

Lausche 

Thurmond 

Gore 

McNamara 

Young,  Ohio 

Hart 

Metcalf 

Hartke 

Morse 

NAYS— 49 

Aiken 

Fong 

Miller 

Allott 

Hayden 

Monroney 

Boggs 

Hickenlooper 

Mundt 

Bush 

HiU 

Pas  tore 

Byrd,  W.  Va. 

Holland 

Pearson 

Cannon 

Hruska 

Pell 

Carlson 

Javits 

Prouty 

Carroll 

Johnston 

Randolph 

Case 

Jordan,  N.C. 

Smith,  Maine 

Chavez 

Keating 

Sparkman 

Church 

Kerr 

Stennis 

Cooper 

Long,  Mo. 

Tower 

Curtis 

Long,  Hawaii 

Wiley 

Dirksen 

Long,  La. 

Williams,  N.J. 

Dodd 

Mansfield 

Young,  N.  Dak. 

Ellender 

McCarthy 

Ervin 

McGee 

NOT  VOTING- 

-35 

Anderson 

Fulbrlght 

Muskie 

Beall 

Goldwater 

Neuberger 

Bennett 

Gruening 

Robertson 

Bible 

Hickey 

Saltonstall 

Bottum 

Humphrey 

Scott 

Burdick 

Jordan, Idaho 

Smathers 

Butler 

Kuchel 

Smith,  Mass. 

Capehart 

Magnuson 

Symington 

Clark 

McClellan 

Talmadge 

Cotton 

Morton 

Williams,  Del. 

Eastland 

Moss 

Yarborough 

Engle 

Murphy 

So  Mr.  Proxmire’s  amendment  was 
rejected. 

Mr.  KERR.  Mr.  President,  I  move 
that  the  action  whereby  the  amendment 
was  rejected  be  reconsidered. 

Mr.  DIRKSEN.  I  move  to  lay  that 
motion  on  the  table. 

The  motion  to  lay  on  the  table  was 
agreed  to. 

Mr.  DIRKSEN.  Mr.  President,  I  sub¬ 
mit  an  amendment,  which  I  have  dis¬ 
cussed  with  the  members  of  the  com¬ 
mittee.  I  shall  take  but  a  minute  or 
two  to  inform  the  Senate  about  it.  I 
ask  that  the  reading  of  the  amendment 
be  dispensed  with,  but  that  the  amend¬ 
ment  be  printed  in  the  Record. 

The  PRESIDING  OFFICER  (Mr.  Mc¬ 
Carthy  in  the  chair).  Without  objec¬ 


tion,  the  reading  of  the  amendment  will 
be  dispensed  with;  and  the  amendment 
will  be  printed  in  the  Record. 

The  amendment  is  as  follows: 

At  the  end  of  the  hill  insert  the  following 
new  section: 

“Sec.  128.  Deduction  for  income  tax  pur¬ 
poses  of  contributions  to  cer¬ 
tain  organizations  for  judicial 
reform 

“For  purposes  of  section  170  of  the  In¬ 
ternal  Revenue  Code  of  1954  (relating  to  de¬ 
duction  for  charitable,  etc.,  contributions 
and  gifts) ,  a  contribution  or  gift  made  after 
December  31,  1961,  with  respect  to  a  refer- 
rendum  occurring  during  the  calendar  year 
1962  to  or  for  the  use  of  any  nonprofit  organ¬ 
ization  created  and  operated  exclusively — 
"(1)  to  consider  proposals  for  the  reor¬ 
ganization  of  the  judicial  branch  of  the  gov¬ 
ernment  of  any  State  of  the  United  States 
or  political  subdivision  of  such  State,  and 
“(2)  to  provide  information;  make  recom¬ 
mendations,  and  seek  public  support  or  op¬ 
position  as  to  such  proposals, 

“shall  be  treated  as  a  charitable  contribution 
if  no  part  of  the  net  earnings  of  such  organ¬ 
ization  inures  to  the  benefit  of  any  private 
shareholder  or  individual.  The  provisions  of 
the  preceding  sentence  shall  not  apply  to 
any  organization  which  participates  in,  or 
intervenes  in,  any  political  campaign  on  be¬ 
half  of  any  candidate  for  public  office.” 

Mr.  DIRKSEN.  Mr.  President,  the 
basis  for  the  amendment  is  simply  that 
the  Illinois  constitution  dates  back  to 
1870;  and  so  far  as  its  judicial  article  is 
concerned,  it  dates  back  to  1848.  There 
has  been  no  revision  in  the  court  system 
of  our  State  since  that  time,  notwith¬ 
standing  a  number  of  efforts  that  have 
been  made. 

One  of  the  difficulties  is  in  getting  in¬ 
formation  to  the  people.  That  is  so  nec¬ 
essary,  because  before  an  amendment 
can  be  adopted,  it  requires  either  a  two- 
thirds  vote  by  the  people  in  a  referen¬ 
dum  or  a  majority  of  all  the  votes  cast 
in  that  particular  election  for  elective 
State  offices. 

Over  a  period  of  time,  the  Illinois  con¬ 
stitution  has  been  subjected  to  26 
amendments.  Some  have  carried ;  others 
have  failed.  But  the  problem  of  stir¬ 
ring  public  interest  in  a  modernization 
of  our  court  system  is  a  difficult  one, 
unless  sufficient  funds  can  be  obtained  in 
order  to  make  manifest  to  the  people 
what  the  issue  is.  That  requires  the  use 
of  television,  radio,  newspaper  space,  and 
every  other  means  of  propaganda  and 
publicity  in  order  to  bring  the  proposal 
to  the  attention  of  the  people.  This 
amendment,  then,  would  make  it  possible 
for  anyone  who  makes  a  contribution 
to  this  cause,  which  is  nonprofit  and  is 
carried  on  by  a  nonpartisan  group,  to 
deduct  that  contribution  for  tax  pur¬ 
poses  only  for  the  year  1962. 

That  is  the  substance  of  the  amend¬ 
ment,  and  I  sincerely  hope  it  will  be 
adopted.  I  have  submitted  it  to  the 
chairman,  and  I  think  it  is  agreeable  to 
the  committee. 

Mr.  KEATING.  Mr.  President,  will 
the  Senator  from  Illinois  yield? 

Mr.  DIRKSEN.  I  yield. 

Mr.  KEATING.  In  New  York  a  simi¬ 
lar  situation  exists;  for  years  a  distin¬ 
guished  and  important  nonprofit  organi¬ 
zation  has  been  seeking  reform  of  our 
courts.  In  fact,  a  constitutional  amend¬ 


ment  to  reorganize  the  court  system  has 
now  been  adopted.  But  many  improve¬ 
ments  remain  to  be  made.  This  organi¬ 
zation  and  others  throughout  the  Nation 
must  be  able  to  continue  the  fine  work 
which  is  being  done  in  this  field.  Cer¬ 
tainly,  no  one  is  engaging  in  it  for  any 
purpose  except  to  improve  the  courts  and 
facilitate  and  modernize  our  judicial 
machinery. 

I  support  the  Senator  from  Illinois  and 
I  commend  him  for  offering  this  amend¬ 
ment.  I  hope  his  amendment  will  be 
adopted. 

Mr.  DIRKSEN.  I  thank  the  Senator 
from  New  York. 

I  only  add,  Mr.  President,  that  these 
referendums  always  appear  on  a  sep¬ 
arate  ballot;  and  there  is  great  difficulty 
in  getting  people  to  mark  them,  rather 
than  throw  them  away  or  turn  them  in 
and  have  them  deposited  without  having 
made  any  mark  whatever  on  them.  Of 
course  that  requires  something  of  a  cam¬ 
paign,  and  funds  are  required  for  it. 

Since  it  is  in  the  public  interest,  and 
not  for  the  benefit  of  any  group,  I  think 
the  amendment  should  commend  itself 
to  the  Senate. 

Mr.  KERR.  Mr.  President,  I  under¬ 
stand  that  this  amendment  is  identical 
with  House  bill  10080,  as  amended,  which 
has  been  reported  unanimously  by  the 
House  Ways  and  Means  Committee.  In 
view  of  the  fact  that  no  contribution 
treated  by  this  amendment  could  possibly 
inure  to  the  benefit  of  any  private  in¬ 
dividual,  and  in  view  of  the  further  fact 
that  the  organization  must  not  partici¬ 
pate  in  any  political  campaign  in  behalf 
of  any  candidate  for  public  office,  and  in 
view  of  the  further  fact  that  the  non¬ 
profit  organizations  involved  must  be 
created  and  must  operate  exclusively  for 
the  purpose  of  considering  proposals  for 
the  reorganization  of  the  judicial  branch 
of  the  State  government,  and  to  provide 
recommendations  or  to  seek  support  for 
such  proposals,  and  in  view  of  the  further 
fact  that  the  amendment  is  limited  to 
1962,  I  feel  that  the  amendment  is 
worthy,  and  I  urge  its  adoption. 

The  PRESIDING  OFFICER.  The 
question  is  on  agreeing  to  the  amend¬ 
ment  of  the  Senator  from  Illinois. 

The  amendment  was  agreed  to. 

Mr.  DIRKSEN.  Mr.  President,  I  move 
that  the  vote  by  which  the  amendment 
was  agreed  to  be  reconsidered. 

Mr.  KERR.  Mr.  President,  I  move 
that  the  motion  to  reconsider  be  laid 
on  the  table. 

The  motion  to  lay  on  the  table  was 

8i§T6Gd  to  / 

Mr.  PROXMIRE.  Mr.  President,  I 
call  up  my  amendments  identified  as 
“8-29-62 — G,”  and  ask  unanimous  con¬ 
sent  that  the  reading  of  the  amendments 
be  dispensed  with.  I  am  perfectly  will¬ 
ing  to  have  a  unanimous-consent  agree¬ 
ment  entered  in  connection  with  the 
amendments. 

The  PRESIDING  OFFICER.  With¬ 
out  objection,  the  reading  of  the  amend¬ 
ments  will  be  dispensed  with,  and  they 
will  be  printed  in  the  Record. 

Mr.  Proxmire’s  amendments  are  as 
follows: 

On  page  15,  line  20,  after  “electrical  en¬ 
ergy,”  insert  "gas,”. 
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On  page  16,  strike  out  lines  1  and  2  and 
insert  the  following: 

“(ii)  transportation  of  gas  by  pipeline,”. 

On  page  16.  line  16,  after  the  period  insert 
the  following:  “The  term  ‘public  utility 
property’  does  not  include  property  used  pre¬ 
dominantly  in  the  production  or  gathering 
of  gas.” 

Mr.  MANSFIELD.  Mr.  President,  I 
ask  unanimous  consent  that  20  minutes 
be  allotted  for  the  consideration  of  the 
amendments;  10  minutes  to  be  controlled 
by  the  Senator  from  Wisconsin  [Mr. 
Proxmire]  and  10  minutes  to  be  con¬ 
trolled  by  the  Senator  from  Oklahoma 
[Mr.  Kerr]. 

The  PRESIDING  OFFICER.  Is  there 
objection?  Without  objection,  it  is  so 
ordered. 

Mr.  PROXMIRE.  Mr.  President,  on 
the  question  of  agreeing  to  the  amend¬ 
ments;  I  ask  for  the  yeas  and  nays. 

The  PRESIDING  OFFICER.  Is  there 
a  sufficient  second? 

The  yeas  and  nays  were  ordered. 

Mr.  PROXMIRE.  Mr.  President,  these 
amendments  would  include  gas  pipelines 
as  a  utility  under  the  bill,  and  would 
provide  a  3-percent  investment  credit, 
instead  of  the  7 -percent  credit  permitted 
by  the  bill. 

On  page  155  of  the  committee  report, 
gas  pipelines  are  specifically  singled  out 
as  examples  of  property  qualifying  for 
the  full  7-percent  investment  credit. 
This  is  done  in  spite  of  the  statement  of 
Secretary  Dillon  on  page  130  of  the  hear¬ 
ings,  as  follows: 

B.  The  investment  credit  is  especially  in¬ 
appropriate  for  gas  pipelines. 

The  natural  gas  pipeline  industry  has  ex¬ 
panded  at  a  very  rapid  rate  without  the 
investment  credit.  As  of  the  end  of  1960,  the 
index  of  plant  investment  was  around  350  as 
compared  to  100  at  the  end  of  1950. 

In  other  words,  in  10  years  an  expan¬ 
sion  of  three  and  one-half  times. 

Secretary  Dillon  also  testified : 

So  far  as  is  known,  no  desirable  expan¬ 
sion  or  modernization  has  been  prevented 
by  lack  of  readily  available  funds. 

Expansion  of  interstate  natural  gas  pipe¬ 
lines  can  be  effectuated  only  with  a  certifi¬ 
cate  of  convenience  and  necessity  issued  by 
the  FPC.  The  Commission  requires  an  affir¬ 
mative  showing  of  the  adequacy  of  reserves 
before  any  such  certificate  will  be  granted. 
Certification  procedures  are  designed  to  as¬ 
sure  orderly  growth  in  the  industry  and  will 
limit  the  extent  to  which  investment  credit 
can  stimulate  growth. 

On  the  basis  of  that  clear  statement 
by  Secretary  Dillon,  I  cannot  imagine 
that  there  will  be  any  increased  invest¬ 
ment  because  of  the  investment  credit 
for  gas  pipe  lines;  but  I  am  perfectly 
willing  to  have  them  treated  in  the  same 
way  that  other  utilities  are  treated. 

Mr.  PASTORE.  In  other  words,  the 
amendments  would  cause  gas  pipelines 
to  be  treated  in  the  same  way  other  utili¬ 
ties  are  treated — by  receiving  a  3 -percent 
investment  credit,  instead  of  a  7-percent 
investment  credit? 

Mr.  PROXMIRE.  That  is  correct; 
that  is  all  the  amendments  will  do. 

This  amendment  is  a  moderate 
amendment.  It  would  not  prevent  the 
gas  pipelines  from  receiving  an  invest¬ 
ment  credit.  It  would  simply  put  them 
in  the  same  category  with  every  other 
utility  under  the  bill. 


Gas  pipelines  have  all  the  attributes 
of  other  utilities.  They  are  classified 
as  utilities  by  every  authoritative  indus¬ 
trial  and  investment  survey — whether 
Moody’s  or  any  other. 

Furthermore,  according  to  the  Joint 
Committee  on  Reduction  of  Nonessential 
Federal  Expenditures,  this  amendment 
would  reduce  the  revenue  loss  of  the  bill 
by  $31.6  million.  Mr.  President,  at  a 
time  when  there  is  a  deficit  and  when 
the  deficit  is  increasing,  it  seems  to  me 
that  such  an  amendment,  which  would, 
in  effect,  provide  some  additional  rev¬ 
enue,  should  be  supported. 

Mr.  LAUSCHE.  Mr.  President,  will 
the  Senator  from  Wisconsin  yield? 

Mr.  PROXMIRE.  I  yield  2  minutes 
to  the  Senator  from  Ohio. 

The  PRESIDING  OFFICER.  The 
Senator  from  Ohio  is  recognized  for  2 
minutes. 

Mr.  LAUSCHE.  Mr.  President,  I  desire 
to  support  the  amendments  offered  by 
the  Senator  from  Wisconsin. 

In  his  recommendation  for  a  tax  bill, 
the  President  omitted  public  utilities;  he 
did  not  include  them  among  the  proposed 
recipients  of  the  bounty  that  has  been 
labeled  a  capital-investment  incentive. 

First,  we  included  public  utilities,  and 
granted  them  a  3-percent  tax  credit  as 
an  inducement,  although  the  representa¬ 
tives  of  the  Government,  occupying  a 
position  of  impartiality,  urged  against 
including  public  utilities  as  benefici¬ 
aries. 

Now  we  find  that  the  gas  pipelines  are 
to  receive,  not  the  3-percent  credit,  but 
the  7-percent  credit.  I  cannot  under¬ 
stand  why  that  should  be,  in  view  of  the 
testimony  given  by  the  Secretary  of  the 
Treasury,  who  said  there  is  no  need  for 
this  incentive,  first,  for  the  public  utili¬ 
ties  in  general,  and,  second,  much  less 
for  the  gas  pipelines.  To  one  group,  a 
3 -percent  credit  is  to  be  given;  to  the 
other  group,  a  7-percent  credit.  What  is 
the  difference  between  them?  Why  is 
one  given  preferential  treatment  over  the 
others?  I  cannot  understand  it. 

I  think  there  is  logic  in  the  argument 
which  has  been  made  by  the  Senator 
from  Wisconsin  that  there  should  be 
equality  of  treatment  for  all  of  them. 

The  PRESIDING  OFFICER.  The  time 
yielded  to  the  Senator  from  Ohio  has 
expired. 

Mr.  KERR.  Mr.  President,  I  yield  my¬ 
self  5  minutes. 

The  PRESIDING  OFFICER.  The 
Senator  from  Oklahoma  is  recognized  for 
5  minutes. 

Mr.  KERR.  Mr.  President,  I  rise  to 
oppose  the  amendments. 

These  amendments  did  not  originate 
in  the  Finance  Committee.  They  origi¬ 
nated  in  the  House  Ways  and  Means 
Committee,  and  they  were  adopted  by 
the  House. 

Under  the  House  version  of  the  bill,  all 
expenditures  in  connection  with  the 
transportation  of  commodities  or  hu¬ 
mans  are  eligible  for  the  7-percent  in¬ 
vestment  credit.  Under  this  bill,  the 
railroads,  the  trucks,  the  buses,  the  au¬ 
tomobiles,  the  airlines,  the  ships,  and  the 
gas  pipelines  are  to  receive  the  7-per¬ 
cent  investment  credit;  all  are  to  be 
treated  alike. 


Actually,  I  would  think  that  the  con¬ 
sumers  of  Wisconsin  were  more  inter¬ 
ested  in  the  7  percent  given  to  inter¬ 
state  pipelines  than  in  the  7  percent 
given  to  any  other  system  of  transpor¬ 
tation,  because  interstate  carriers  of  gas 
are  utilities  regulated  by  the  Federal 
Power  Commission.  There  may  be  State 
regulatory  bodies  that  will  fail  to  re¬ 
quire  a  regulated  private  utility  to  pass 
on  the  3-percent  credit  to  the  customers 
or  consumers.  I  do  not  know  of  any. 
I  am  not  saying  there  are,  but  I  am 
saying  there  may  be.  But  there  is  not  a 
Member  of  the  Senate  who  does  not 
know  that  the  Federal  Power  Commis¬ 
sion  will  require  the  regulated  interstate 
pipeline  companies  or  transporters  to 
pass  on  to  the  consumers  the  benefit 
of  the  7-percent  tax  credit  available  to 
interstate  gas  pipelines. 

The  amendment  of  the  Senator  from 
Wisconsin  is  a  little  difficult  for  the  Sen¬ 
ator  from  Oklahoma  to  understand  from 
the  standpoint  of  the  motivation  back 
of  it.  Under  the  bill,  a  local  gas  dis¬ 
tribution  system  gets  only  a  3-percent 
investment  credit. 

Since  the  interstate  gas  transporters 
are  in  the  bill  under  the  general  classifi¬ 
cation  of  all  transportation,  they  are 
treated  alike  and  given  7  percent.  But 
under  the  Senator’s  amendment,  he 
would  reduce  the  credit  to  interstate  gas 
transportation  companies  from  7  per¬ 
cent  to  a  3  percent  credit.  He  would 
increase  the  credit  to  a  local  gas  dis¬ 
tribution  company  from  a  3-percent  basis 
to  a  7-percent  basis. 

There  may  be  a  reason  for  it  and  a 
justification  for  it.  I  do  not  know  what 
they  could  possibly  be.  What  the  Sen¬ 
ator  would  do  would  be  to  fix  it  so  that 
the  only  transportation  facility  that 
would  have  its  tax  credit  reduced  from 
7  to  3  percent  would  be  the  interstate 
gas  pipeline  company,  which,  above  oth¬ 
ers,  is  strictly  regulated  to  give  the  bene¬ 
fit  in  saving  to  the  consumer.  Yet  the 
Senator  from  Wisconsin  would  fix  it  so 
that  the  only  local  utility  in  the  Nation 
which  is  regulated  that  would  be  moved 
up  from  a  3-  to  7-percent  basis  would 
be  the  local  gas  distribution  company. 

There  may  be  a  reason  for  that  kind 
of  amendment.  The  Senator  from  Okla¬ 
homa  cannot  comprehend  it,  and  there¬ 
fore,  he  must  oppose  it. 

Mr.  PROXMIRE.  Mr.  President,  I 
had  the  amendment  drafted  carefully 
by  the  legislative  counsel  staff,  and  I 
checked  it  over  and  doublechecked  it. 
I  think  they  are  competent  personnel. 
There  is  nothing  in  my  amendment  that 
would  increase  the  investment  credit 
allowable  to  a  gas  distribution  company 
from  3  to  7  percent.  Both  would 
receive  a  tax  credit  of  3  percent.  It 
seems  to  me  every  argument  made  by 
the  Senator  from  Oklahoma  to  the  effect 
that  transportation  of  gas  by  pipelines 
is  done  by  utilities  regulated  by  the  Fed  ¬ 
eral  Power  Commission  would  tend  to 
support  my  position  that  they  ought  to 
be  treated  just  like  every  other  regulated 
utility. 

It  is  interesting  that  the  Senator  from 
Oklahoma,  who  is  a  man  of  great  ability , 
did  not  even  discuss  the  argument  made 
by  the  Secretary  of  the  Treasury  to  the 
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effect  that  expansion  of  natural  gas 
pipelines  can  be  effectuated  only  by  cer¬ 
tificates  of  convenience  and  necessity  by 
the  Federal  Power  Commission,  and  that 
the  Federal  Power  Commission  issues 
those  certificates  only  to  sustain  growth 
of  the  industry,  and  that  a  tax  cut  should 
be  granted  only  to  the  extent  that  it  will 
stimulate  growth.  The  purpose  of  in¬ 
vestment  credit  is  to  stimulate  the  indus¬ 
try  to  expand. 

The  Secretary  of  the  Treasury,  it 
seems  to  me,  has  established  clearly  that 
the  investment  credit  will  not  stimulate 
expansion,  cannot  stimulate  expansion, 
and  it  is  no  way  to  stimulate  expansion 
of  natural  gas  pipelines. 

However,  in  equity,  in  view  of  the  fact 
that  other  utilities  are  treated  with  a  3- 
percent  tax  credit,  it  makes  sense  to  me 
that  they  should  also  be  so  treated. 


MESSAGE  FROM  THE  HOUSE 

A  message  from  the  House  of  Repre¬ 
sentatives,  by  Mr.  Maurer,  one  of  its 
reading  clerks,  announced  that  the  House 
had  passed,  without  amendment,  the  fol¬ 
lowing  bills  of  the  Senate: 

S.  1108.  An  act  authorizing  the  conveyance 
of  certain  property  in  the  city  of  San  Diego 
to  the  regents  of  the  University  of  Cali¬ 
fornia: 

S.  1878.  An  act  to  add  certain  lands  to  the 
Wasatch  National  Forest,  Utah,  and  for  other 
purposes; 

S.  2421.  An  act  to  provide  for  retrocession 
of  legislative  jurisdiction  over  U.S.  Naval 
Supply  Depot  Clearfield,  Ogden,  Utah; 

S.  3071.  An  act  for  the  relief  of  Hidayet 
Danish  Nakashidze; 

S.  3221.  An  act  to  provide  for  the  exchange 
of  certain  lands  in  Puerto  Rico;  and  /- 

S.  3628.  An  act  to  amend  title  10,  United 
States  Code,  to  authorize  the  appointment 
of  citizens  or  nationals  of  the  United  States 
from  American  Samoa,  Guam,  or  the  Virgin 
Islands  to  the  U.S.  Military  Academy,  the 
U.S.  Naval  Academy,  and  the  U.S.  Air  Force 
Academy. 

The  message  also  announced  that  the 
House  had  agreed  to  the  report  of  the 
committee  of  conference  on  the  disagree¬ 
ing  votes  of  the  two  Houses  on  the 
amendments  of  the  House  to  the  bill 
(S.  167)  to  authorize  the  Attorney  Gen¬ 
eral  to  compel  the  production  of  docu¬ 
mentary  evidence  required  in  civil  in¬ 
vestigations  for  the  enforcement  of  the 
antiturst  laws,  and  for  other  purposes. 

The  message  further  announced  that 
the  House  had  agreed  to  the  amend¬ 
ments  of  the  Senate  to  each  of  the  fol¬ 
lowing  bills  of  the  House : 

H.R.  852.  Ael  act  to  amend  chapter  3  of 
title  38,  United  States  Code,  to  authorize  the 
Administrator  of  Veterans’  Affairs  to  estab¬ 
lish  medical  advisory  panels  to  resolve  con¬ 
flicts  of  evidence  in  questions  involving 
service  connection  of  disabilities  or  deaths; 
and 

H.R.  857.  An  act  to  amend  section  4005  of 
title  38,  United  States  Code,  to  provide  that 
cases  appealed  to  the  Board  of  Veterans’  Ap¬ 
peals  shall  contain  a  brief  statement  of  the 
facts  of  the  case  appealed,  with  a  citation  and 
application  of  the  law,  together  with  the  rec¬ 
ommendations  of  the  office  appealed  from, 
and  for  other  purposes. 

The  message  also  announced  that  the 
House  had  agreed  to  the  amendment  of 
the  Senate  to  each  of  the  following  bills 
of  the  House : 


H.R.  860.  An  act  to  repeal  certain  obsolete 
provisions  of  title  38,  United  States  Code, 
relating  to  unemployment  compensation  for 
Korean  conflict  veterans;  and 

H.R.  5234.  An  act  to  amend  title  38,  United 
States  Code,  to  provide  for  the  restoration  of 
certain  widows  and  children  to  the  rolls  upon 
annulment  of  their  marriages  or  remar¬ 
riages,  and  for  other  purposes. 

The  message  further  announced  that 
the  House  had  agreed  to  following  con¬ 
current  resolutions,  in  which  it  requested 
the  concurrence  of  the  Senate: 

H.  Con.  Res.  518.  Concurrent  resolution 
expressing  sympathy  for  the  victims  of  the 
recent  earthquake  in  Iran;  and 

H.  Con.  Res.  519.  Concurrent  resolution  re¬ 
questing  the  President  to  return  to  the  House 
the  bill  (H.R.  10062)  extending  the  applica¬ 
tion  of  certain  laws  to  American  Samoa. 


ENROLLED  BILL  SIGNED 

The  message  also  announced  that  the 
Speaker  had  affixed  his  signature  to  the 
enrolled  bill  (S.  476)  to  establish  the 
Point  Reyes  National  Seashore  in  the 
State  of  California,  and  for  other  pur¬ 
poses,  and  it  was  signed  by  the  President 
pro  tempore. 


REVENUE  ACT  OF  1962 

The  Senate  resumed  the  consideration 
of  the  bill  (H.R.  10650)  to  amend  the 
Internal  Revenue  Code  of  1954  to  pro¬ 
vide  a  credit  for  investment  in  certain 
depreciable  property,  to  eliminate  cer¬ 
tain  defects  and  inequities,  and  for  other 
purposes. 

Mr.  PROXMIRE.  Mr.  President,  the 
Senator  from  Oklahoma  has  said  we 
should  treat  pipelines  not  as  utilities, 
but  as  transportation  companies,  which 
they  are.  The  fact  is  that  the  compari¬ 
son  with  oil  pipelines,  truck  lines,  and 
other  forms  of  transportation  is  very 
imperfect  indeed,  because  it  is  clear  that 
the  latter  are  not  regulated  utilities. 
While  railroads  might  have  some  of  that 
attribution,  the  fact  is  that  railroads  do 
not  come  close  to  earning  a  fair  rate  of 
return,  unlike  gas  pipelines.  So  the  com¬ 
parison  is  not  good.  It  seems  to  me  that 
is  where  the  gas  pipelines  belong.  That 
is  where  my  amendment  puts  them. 

Mr.  CARROLL.  Mr.  President,  will 
the  Senator  yield  for  a  question? 

Mr.  PROXMIRE.  I  yield  to  the  Sen¬ 
ator  from  Colorado. 

Mr.  CARROLL.  Will  the  Senator  in¬ 
form  me  to  what  Other  interstate  in¬ 
dustry  the  3 -percent  tax  credit  is  ap¬ 
plicable?  I  would  fully  agree  with  the 
argument  of  the  Senator  from  Wiscon¬ 
sin  about  natural  gas,  but  I  would  like 
to  have  him  point  out  another  interstate 
utility  which  is  regulated  and  which 
comes  in  the  same  category.  Railroads 
are  not  in  the  same  category,  so  far  as 
I  know. 

Mr.  PROXMIRE.  I  said  that.  The 
argument  of  the  Senator  from  Wiscon¬ 
sin  is  that  in  other  interstate  transpor¬ 
tation  the  basis  for  limiting  the  tax 
credit  to  3  percent — to  wit,  that  there 
is  a  guaranteed  fair  return — does  not  ap¬ 
ply,  because  many  railroads  do  not  come 
close  to  earning  anything  like  a  fair 
return  on  capital  investment.  All  the 
railroads  in  my  State  are  in  that  posi¬ 
tion. 


Mr.  CARROLL.  I  was  thinking  of  pri¬ 
vate  utilities.  What  other  ones  are  in 
the  interstate  category? 

Mr.  PROXMIRE.  There  may  be  some 
power  companies. 

Mr.  CARROLL.  Is  there  any  other  in¬ 
dustry  that  comes  within  the  3-percent 
category? 

Mr.  PROXMIRE.  I  am  sure  that 
many  power  companies  sell  power  across 
State  lines  and  they  come,  of  course, 
under  the  3 -percent  provision.  I  think 
the  Senator  makes  an  excellent  point. 

Mr.  CARROLL.  I  was  not  sure 
whether  they  would  be  included. 

Mr.  PROXMIRE.  The  colloquy  sup¬ 
ports  my  position  that  there  are  many 
utilities  that  are  in  interstate  commerce 
because  they  sell  across  State  lines  and 
they  are  in  the  3 -percent  category. 

Mr.  CARROLL.  Gas  pipelines  are  un¬ 
der  the  supervision  provided  for  in  the 
Natural  Gas  Act.  There  is  no  question 
about  it.  It  does  not  quite  answer  the 
argument  of  the  Senator  from  Okla¬ 
homa.  Is  there  anything  in  the  record 
to  show  the  other  interstate  utilities 
which  are  not  going  to  get  the  7-percent 
tax  credit?  I  have  not  been  advised  on 
that  question.  I  would  like  to  have  the 
Senator  from  Wisconsin  advise  us. 

Mr.  PROXMIRE.  I  think  my  position 
is  clear.  I  think  the  comparison  made 
with  gas  pipelines  is  imperfect.  I  think 
it  should  be  with  other  utilities,  not  with 
other  transportation  methods  or  vehicles 
or  institutions,  because  they  are  not 
vested  with  the  same  very  excellent  po¬ 
sition  which  the  gas  pipelines  enjoy — 
that  of  being  in  fact,  in  practice  guar¬ 
anteed  a  fair  return — and  the  argument 
of  the  Secretary  of  the  Treasury  is  very 
clear  on  it. 

Mr.  CARROLL.  Will  the  Senator 
yield  further? 

Mr.  PROXMIRE.  My  time  is  almost 
up. 

Mr.  CARROLL.  The  Senator  from 
Oklahoma  says  there  are  none. 

Mr.  PROXMIRE.  The  decision  for  the 
Senate  is  very  clear.  It  is  whether  the 
Senate  feels  gas  pipelines  should  be  clas¬ 
sified  as  a  public  utility  or  as  a  means 
of  transportation,  and  whether,  there¬ 
fore,  they  fall  primarily  within  the  cate¬ 
gory  of  utility  rather  than  transporta¬ 
tion. 

Mr.  KERR.  Mr.  President,  I  yield  1 
more  minute  to  the  Senator  from  Wis¬ 
consin,  if  he  needs  time. 

Mr.  PROXMIRE.  No;  I  am  through. 

Mr.  KERR.  Mr.  President,  I  was  in¬ 
terested  in  the  question  of  the  Senator 
from  Colorado,  as  to  whether  there  are 
no  regulated  interstate  utilities  which 
would  get  the  7  percent  tax  credit.  The 
railroads  will  get  it.  They  are  regulated 
by  the  Interstate  Commerce  Commission. 
The  airlines  will  get  it.  They  are  regu¬ 
lated  by  the  Federal  Aviation  Agency. 
The  Intercoastal  shipping  lines  will  get 
it.  They  are  regulated  on  their  rates. 
Interstate  bus  lines  will  get  it,  as  will 
interstate  truck  lines,  and  they  are  all 
regulated  by  some  regulatory  body  here 
in  Washington.  They  would  get  the  7 
percent,  as  is  provided  in  the  bill  for  the 
interstate  gas  pipeline. 

The  Senator  said  I  was  mistaken  about 
the  effect  of  the  proposal.  I  ask  Sena¬ 
tors  to  turn  to  page  15  of  the  bill.  Un- 
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der  the  amendment  the  Senator  would 
take  the  interstate  gas  pipelines  alone 
out  of  the  transportation  facilities.  He 
would  deny  them  the  7  percent  which 
all  other  interstate  transportation  facili¬ 
ties  would  get,  and  would  reduce  it  to 
3  percent. 

On  line  11  of  page  15  Senators  will  see 
the  language: 

(3)  Public  utility  property. — 

(A)  In  the  case  of  section  38  property 
which  is  public  utility  property,  the  amount 
of  the  qualified  investment  shall  be  3/7  of 
the  amount  determined  under  paragraph  (1) . 

Mr.  PROXMIRE.  Mr.  President,  will 
the  Senator  yield? 

Mr.  KERR.  No,  I  do  not  have  time. 
This  is  the  provision  under  which  the 
utilities  would  go  from  7  to  3  percent. 

Mr.  PROXMIRE.  Will  the  Senator 
please  let  me  explain  that? 

Mr.  KERR.  I  ask  for  order,  Mr. 
President. 

Mr.  PROXMIRE.  Mr.  President,  will 
the  Senator  yield? 

Mr.  KERR.  I  do  not  yield. 

The  PRESIDING  OFFICER.  The 
Senate  will  be  in  order. 

Mr.  PROXMIRE.  Mr.  President,  will 
the  Senator  yield? 

The  PRESIDING  OFFICER.  The 
Senator  from  Oklahoma  has  the  floor. 

Mr.  KERR.  The  language  further 
reads: 

(B)  For  purposes  of  subparagraph  (A), 
the  term  “public  utility  property’’  means 
property  used  predominantly  in  the  trade 
or  business  of  the  furnishing  or  sale  of— 

(i)  electrical  energy,  water,  or  sewage  dis¬ 
posal  services, 

I  continue  to  read,  from  the  top  of 
page  16: 

(ii)  gas  through  a  local  distribution  sys¬ 
tem, 

The  pending  amendment  provides,  in 
part : 

On  page  16,  strike  out  lines  1  and  2 - 

Mr.  PROXMIRE.  I  ask  the  Senator 
to  read  lines  1  and  2,  and  the  language 
of  my  amendment.  That  is  the  answer. 

Mr.  KERR.  The  amendment  states 
further : 

and  insert  the  following : 

“(ii)  transportation  of  gas  by  pipeline,” 

Certainly.  The  Senator  would  bring  it 
back  to  the  transportation  system  after 
having  eliminated  the  distribution  sys¬ 
tem.  Every  Senator  knows  that  if  we 
should  eliminate  the  distribution  sys¬ 
tem  from  the  three -sevenths  basis  we 
would  put  it  back  to  the  7  percent  basis. 
It  is  that  simple. 

The  Senator  from  Oklahoma  has  no 
corner  on  the  ability  to  read  the  amend¬ 
ment. 

Mr.  PROXMIRE.  Mr.  President,  will 
the  Senator  yield,  and  permit  me  to  have 
30  seconds  to  explain? 

Mr.  KERR.  I  yield  the  Senator  30 
seconds  from  my  time.  I  have  finished 
my  presentation. 

Mr.  PROXMIRE.  The  amendment 
provides  for  striking  out  lines  1  and  2 
on  page  16  and  inserting  “transportation 
of  gas  by  pipeline.” 

If  the  Senator  will  read  the  bill,  he 
will  find  that  the  language  is: 


For  purposes  of  subparagraph  (A),  the 
term  “public  utility  property”  means  prop¬ 
erty  used  predominantly  in  the  trade  or  busi¬ 
ness  of  the  furnishing  or  sale  of — 

electrical  energy,  water,  or  sewage  disposal 
services, 

I  submit  that  what  that  means  is  that 
gas  would  be  treated  as  would  an  elec¬ 
trical  energy  distribution  system,  a  wa¬ 
ter  distribution  system,  or  a  sewage 
disposal  distribution  system. 

I  have  been  assured  by  the  legislative 
counsel  that  this  is  so.  That  is  adequate 
to  answer  the  Senator’s  position. 

There  is  simply  no  question  as  any 
Senator  who  can  read  can  see  that  gas 
distribution  under  my  amendment  would 
get  3  percent,  not  7  percent,  investment 
credit. 

Mr.  KERR.  I  do  not  ask  any  Senator 
to  go  to  legislative  counsel.  I  merely  ask 
Senators  to  read  the  amendment. 

Mr.  PROXMIRE.  I  ask  them  to  do 
the  same. 

Mr.  MANSFIELD  rose. 

Mr.  KERR.  Mr.  President,  I  yield  to 
the  Senator  from  Montana. 


EXPRESSION  OF  SYMPATHY  FOR 

VICTIMS  OF  RECENT  EARTH¬ 
QUAKE  IN  IRAN 

Mr.  MANSFIELD.  Mr.  President,  I 
ask  unanimous  consent  that  the  Senate 
may  proceed  to  the  immediate  consid¬ 
eration  of  House  Concurrent  Resolution 
518. 

The  PRESIDING  OFFICER.  The 
resolution  will  be  stated  for  the  informa¬ 
tion  of  the  Senate. 

The  legislative  clerk  read  as  follows : 

Resolved  by  the  House  of  Representatives 
(the  Senate  concurring) ,  That  the  Congress 
of  the  United  States  has  learned  with  shock 
and  sorrow  of  the  devastation  caused  by  the 
recent  earthquake  in  Iran,  which  resulted 
in  the  death  of  thousands  of  its  people  and 
injuries  and  loss  of  homes  to  many  tens  of 
thousands.  The  Congress,  on  behalf  of  the 
people  of  the  United  States,  hereby  expresses 
its  deepest  sympathy  for  the  people  of  Iran. 

The  PRESIDING  OFFICER.  Is  there 
objection  to  the  request  by  the  Senator 
from  Montana? 

There  being  no  objection,  the  Senate 
proceeded  to  consider  the  concurrent 
resolution. 

The  PRESIDING  OFFICER.  The 
question  is  on  agreeing  to  the  concur¬ 
rent  resolution. 

The  resolution  (H.  Con.  Res.  518)  ex¬ 
pressing  sympathy  for  the  victims  of  the 
recent  earthquake  in  Iran,  was  agreed 
to. 


EXTENSION  OF  CERTAIN  LAWS  TO 
AMERICAN  SAMOA— REQUEST  TO 
PRESIDENT  TO  RETURN  BILL  TO 
HOUSE  OF  REPRESENTATIVES 

Mr.  MANSFIELD.  Mr.  President,  I 
ask  unanimous  consent  that  the  Senate 
may  proceed  to  the  immediate  consid¬ 
eration  of  House  Concurrent  Resolution 

519 

The  PRESIDING  OFFICER.  The 
resolution  will  be  stated  for  the  infor¬ 
mation  of  the  Senate. 


The  legislative  clerk  read  as  follows: 

Resolved  by  the  House  of  Representatives 
(the  Senate  concurring).  That  the  President 
of  the  United  States  is  requested  to  return 
to  the  House  of  Representatives  the  enrolled 
bill  (H.R.  10062)  to  extend  the  application 
of  certain  laws  to  American  Samoa.  If  and 
when  said  bill  is  returned  by  the  President, 
the  action  of  the  Presiding  Officers  of  the  two 
Houses  in  signing  said  bill  shall  be  deemed 
rescinded;  and  the  Clerk  of  the  House  is 
authorized  and  directed  to  reenroll  said  bill 
in  accordance  with  the  conference  report 
thereon  adopted  by  the  two  Houses. 

The  PRESIDING  OFFICER.  Is  there 
objection  to  the  request  by  the  Senator 
from  Montana? 

There  being  no  objection,  the  Senate 
proceeded  to  consider  the  concurrent  res¬ 
olution. 

The  PRESIDING  OFFICER.  The 
question  is  on  agreeing  to  the  concur¬ 
rent  resolution. 

The  resolution  (H.  Con.  Res.  519)  re¬ 
questing  the  President  to  return  to  the 
House  the  bill  (H.R.  10062)  extending 
the  application  of  certain  laws  to  Amer- 
can  Samoa,  was  agreed  to.  . 


COMMITTEE  MEETING  DURING  SES¬ 
SION  OF  THE  SENATE  TOMORROW 

Mr.  ELLENDER.  Mr.  President,  I 
ask  unanimous  consent  that  the  Com¬ 
mittee  on  Agriculture  and  Forestry  be 
authorized  to  meet  during  the  session 
of  the  Senate  tomorrow.  I  have  con¬ 
sulted  with  both  the  majority  and  mi¬ 
nority  leaders,  and  there  is  no  objection. 

The  PRESIDING  OFFICER.  Is  there 
objection?  The  Chair  hears  none,  and 
it  is  so  ordered. 


REVENUE  ACT  OF  1962 

The  Senate  resumed  the  consideration 
of  the  bill  (H.R.  10650)  to  amend  the 
Internal  Revenue  Code  of  1954  to  pro¬ 
vide  a  credit  for  investment  in  certain 
depreciable  property,  to  eliminate  cer¬ 
tain  defects  and  inequities,  and  for  other 
purposes. 

Mr.  KERR.  Mr.  President,  I  yield 
back  the  remainder  of  my  time. 

The  PRESIDING  OFFICER.  All 
time  for  debate  has  expired.  The  ques¬ 
tion  is  on  agreeing  to  the  amendments 
offered  by  the  Senator  from  Wisconsin 
[Mr.  Proxmire],  On  this  question  the 
yeas  and  nays  have  been  ordered,  and 
the  clerk  will  call  the  roll. 

The  Chief  Clerk  called  the  roll. 

Mr.  MANSFIELD.  I  announce  that 
the  Senator  from  Alaska  [Mr.  Bartlett], 
the  Senator  from  Nevada  [Mr.  Bible], 
the  Senator  from  North  Dakota  [Mr. 
Burdick]  ,  the  Senator  from  Penn¬ 
sylvania  [Mr.  Clark],  the  Senator  from 
Mississippi  [Mr.  Eastland],  the  Senator 
from  Arkansas  [Mi-.  Fulbright],  the 
Senator  from  Arizona  [Mr.  Hayden],  the 
Senator  from  Minnesota  [Mr.  Hum¬ 
phrey],  the  Senator  from  Washington 
[Mr.  Magnuson],  the  Senator  from 
Montana  [Mr.  Metcalf],  the  Senator 
from  Utah  [Mr.  Moss],  the  Senator  from 
Maine  [Mr.  Muskie],  the  Senator  from 
Oregon  [Mrs.  Neuberger],  the  Senator 
from  Florida  [Mr.  Smathers],  the  Sena- 
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tor  from  Massachusetts  [Mr.  Smith],  the 
Senator  from  Georgia  [Mr.  Talmadge], 
and  the  Senator  from  Texas  [Mr.  Yar¬ 
borough]  are  absent  on  official  business. 

I  further  announce  that,  if  present  and 
voting,  the  Senator  from  Nevada  [Mr. 
Bible],  the  Senator  from  Wyoming  [Mr. 
Hickey],  and  the  Senator  from  Alaska 
[M.  Bartlett]  would  each  vote  “nay.” 

I  further  announce  that  the  Senator 
from  New  Mexico  [Mr.  Anderson],  the 
Senator  from  Alaska  [Mr.  Gruening], 
the  Senator  from  Wyoming  [Mr. 
Hickey],  and  the  Senator  from  Missouri 
[Mr.  Symington]  ,  are  necessarily  absent. 

On  this  vote,  the  Senator  from  Penn¬ 
sylvania  [Mr.  Clark]  is  paired  with  the 
Senator  from  Mississippi  [Mr.  East- 
land],  If  present  and  voting,  the  Sena¬ 
tor  from  Pennsylvania  would  vote  “yea,” 
and  the  Senator  from  Mississippi  would 
vote  “nay.” 

On  this  vote,  the  Senator  from  Wash¬ 
ington  [Mr.  Magnuson]  is  paired  with 
the  Senator  from  Missouri  [Mr. 
Symington].  If  present  and  voting  the 
Senator  from  Washington  would  vote 
“yea,”  and  the  Senator  from  Missouri 
would  vote  “nay.” 

On  this  vote,  the  Senator  from  Oregon 
[Mrs.  Neuberger]  is  paired  with  the  Sen¬ 
ator  from  Georgia  [Mr.  Talmadge].  If 
present  and  voting,  the  Senator  from 
Oregon  would  vote  “yea,”  and  the  Sena¬ 
tor  from  Georgia  would  vote  “nay.” 

On  this  vote,  the  Senator  from  Florida 
[Mi-.  Smathers]  is  paired  with  the  Sena¬ 
tor  from  Massachusetts  [Mr.  Smith]  .  If 
present  and  voting,  the  Senator  from 
Florida  would  vote  “nay,”  and  the  Sena¬ 
tor  from  Massachusetts  would  vote  “yea.” 

Mr.  DIRKSEN.  I  announce  that  the 
Senator  from  Maryland  [Mr.  Beall],  the 
Senator  from  Utah  [Mr.  Bennett],  the 
Senator  from  South  Dakota  [Mr.  Bot¬ 
tom]  ,  the  Senator  from  Indiana  [Mr. 
Capehart],  the  Senators  from  New 
Hampshire  [Mr.  Cotton  and  Mr.  Mur¬ 
phy],  the  Senator  from  Arizona  [Mr. 
Goldwater],  the  Senator  from  Idaho 
[Mr.  Jordan],  the  Senator  from  Cali¬ 
fornia  [Mr.  Kuchel],  the  Senator  from 
Kentucky  [Mr.  Morton],  the  Senator 
from  Massachusetts  [Mr.  Saltonstall], 
the  Senator  from  Pennsylvania  [Mr. 
Scott]  ,  and  the  Senator  from  Delaware 
[Mr.  Williams]  are  necessarily  absent. 

The  Senator  from  New  York  [Mr. 
Javits]  is  detained  on  official  business. 

If  present  and  voting,  the  Senator 
from  Maryland  [Mr.  Beall],  the  Senator 
from  Utah  [Mr.  Bennett],  the  Senator 
from  South  Dakota  [Mr.  Bottom],  the 
Senator  from  Idaho  [Mr.  Jordan],  the 
Senator  from  California  [Mr.  Kuchel], 
and  the  Senator  from  Massachusetts 
[Mr.  Saltonstall]  would  each  vote 
“nay.” 

On  this  vote,  the  Senator  from  New 
York  [Mr.  Javits]  is  paired  with  the 
Senator  from  Indiana  [Mr.  Capehart]. 
If  present  and  voting,  the  Senator  from 
New  York  would  vote  “yea,”  and  the 
Senator  from  Indiana  would  vote  “nay.” 

The  result  was  announced — yeas  27, 
nays  38,  as  follows: 


[No.  237  Leg.]. 
YEAS— 27 


Aiken 

Hart 

Pas  tore 

Byrd,  Va. 

Hartke 

PeU 

Cannon 

Jackson 

Proxmire 

Case 

Keating 

Robertson 

Church 

Kefauver 

Russell 

Cooper 

Lausche 

Stennls 

Dodd 

Long,  Hawaii 

Thurmond 

Douglas 

McNamara 

Williams,  N.J. 

Gore 

Morse 

NAYS— 38 

Young,  Ohio 

Allott 

Fong 

McGee 

Boggs 

Hickenlooper 

Miller 

Bush 

Hill 

Monroney 

Butler 

Holland 

Mundt 

Byrd,  W.  Va. 

Hruska 

Pearson 

Carlson 

Johnston 

Prouty 

Carroll 

Jordan,  N.C. 

Randolph 

Chavez 

Kerr 

Smith,  Maine 

Curtis 

Long,  Mo. 

Sparkman 

Dirksen 

Long,  La. 

Tower 

Ellender 

Mansfield 

Wiley 

Engle 

McCarthy 

Young,  N.  Dak. 

Ervin 

McClellan 

NOT  VOTING— 
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Anderson 

Goldwater 

Murphy 

Bartlett 

Gruening 

Muskie 

Beall 

Hayden 

Neuberger 

Bennett 

Hickey 

Saltonstall 

Bible 

Humphrey 

Scott 

Bottum 

Javits 

Smathers 

Burdick 

Jordan,  Idaho 

Smith,  Mass. 

Capehart 

Kuchel 

Symington 

Clark 

Magnuson 

Talmadge 

Cotton 

Metcalf 

Williams,  Del. 

Eastland 

Morton 

Yarborough 

Fulbright 

Moss 

So  Mr.  Proxmire’s  amendments  G 
were  rejected. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  I  move  to  reconsider  the  vote  by 
which  the  amendment  was  rejected. 

Mr.  MANSFIELD.  Mr.  President,  I 
move  to  lay  that  motion  on  the  table. 

The  motion  to  lay  on  the  table  was 
agreed  to. 

Mr.  GORE.  Mr.  President,  I  offer  my 
amendment  8-31-62 — A,  and  ask  that  it 
bo  st&tcd 

The  PRESIDING  OFFICER.  The 
amendment  of  the  Senator  from  Ten¬ 
nessee  will  be  stated. 

The  Chief  Clerk.  On  page  41,  line 
18,  it  is  proposed  to  strike  out  “or  asso¬ 
ciated  with”  and  insert  “and  directly 
connected  with”. 

On  page  42,  line  4,  it  is  proposed  to 
strike  out  “or  associated  with”  and  insert 
“and  directly  connected  with”. 

On  page  42,  line  7,  it  is  proposed  to 
strike  out  “or  associated  with”  and  insert 
“and  directly  connected  with”. 

The  PRESIDING  OFFICER.  The 
question  is  on  agreeing  to  the  amend¬ 
ment  of  the  Senator  from  Tennessee. 

Mr.  GORE.  Mr.  President,  I  shall  de¬ 
tain  the  Senate  but  a  few  moments  on 
the  amendment,  having  debated  perhaps 
at  greater  length  than  I  should  have  the 
liberality  of  the  bill  with  respect  to  ex¬ 
pense  accounts. 

If  Senators  will  be  so  kind  as  to  pick 
up  a  copy  of  the  bill  and  turn  to  page  41, 
I  can  explain  my  amendment  very 
quickly.  The  amendment  would  strike 
out,  in  line  18,  page  41,  the  three  words 
“or  associated  with,”  and  insert  in  lieu 
thereof  the  words  “and  directly  con¬ 
nected  with.” 

The  same  amendment  would  be  re¬ 
peated  twice  on  page  42. 


September  4 

On  page  41  is  found  a  general  rule 
for  expense  account  deductions.  If  the 
Senate  wishes  to  confine  tax  deductions 
for  entertainment,  recreation,  and 
amusement  to  functions  which  are  di¬ 
rectly  connected  with  and  related  to  a 
business  function,  the  pending  amend¬ 
ment  is  necessary.  On  the  other  hand, 
if  Senators  wish  to  permit  deductions 
for  entertainment,  amusement,  and  rec¬ 
reation  for  vague  good  will,  so  long  as  it 
is  indirectly  associated  with  some  busi¬ 
ness  purpose  or  prospective  business 
purpose,  they  should  vote  against  my 
amendment. 

I  emphasize  that  on  page  41  of  the  bill, 
is  the  general  rule  for  deduction  of  ex¬ 
penditures  for  entertainment,  amuse¬ 
ment,  or  recreation. 

My  amendment  would  make  the  gen¬ 
eral  rule  tight,  as  the  House  bill  did. 
My  amendment  would  strike  out  the 
three  little  words  “or  associated  with,” 
which  blow  the  lid  off. 

I  invite  the  attention  of  Senators  to 
the  exceptions  to  the  general  rule  on 
page  45  of  the  bill. 

Subsection  (a)  on  page  41  states  the 
general  rule.  It  begins  in  line  10.  If 
Senators  will  follow  me  by  turning  to 
page  45,  line  8,  they  will  find  the  specific 
exceptions  to  the  application  of  subsec¬ 
tion  (a),  which  is  the  general  rule. 
There  are  about  four  pages  of  exceptions. 

If  Senators  will  read  the  exceptions — 
nine  of  them — they  will  see  that  they  are 
not  covered  by  the  general  rule.  It  has 
been  my  view  that  the  nine  exceptions 
permit  deductions  for  entertainment, 
amusement,  and  recreation  and  other 
expenses  which  are  more  generous  than 
Congress  and  the  Government  should 
permit. 

I  would  prefer  the  original  recommen¬ 
dation  of  the  President,  but  that  is  not 
now  before  the  Senate.  What  I  am  talk¬ 
ing  about  now  is  the  pending  bill.  If 
Senators  wish  to  see  how  broad  these 
exceptions  are,  I  ask  them  to  look  at  the 
report  of  the  committee,  which  is  on  the 
desk  of  each  Senator.  I  ask  Senators  to 
turn  to  page  36.  There  they  will  find 
the  exceptions  spelled  out  in  detail.  I 
should  like  to  read  brief  excerpts  from 
the  report: 

Expenses  for  food  and  beverages  furnished 
under  circumstances  which  are  of  a  type 
generally  considered  to  be  conducive  to  a 
business  discussion. 

The  language  makes  it  plain  that  this 
is  a  deductible  expense.  The  report  con¬ 
tinues  : 

Under  this  exception,  the  general  custom 
of  entertaining  business  guests  at  meals  in 
restaurants  and  hotels  would  not  be  disal¬ 
lowed  if  they  meet  the  ordinary  and  neces¬ 
sary  test  of  existing  law. 

Some  of  my  colleagues  seem  to  be  dis¬ 
turbed  for  fear  that  expenses  in  connec¬ 
tion  with  attending  conventions  might 
not  be  deductible,  and  that  expenses  of 
entertainment  in  a  hotel  or  restaurant 
which  are  related  to  business  might  not 
be  permitted.  The  bill  makes  it  perfectly 
plain,  and  the  committee  report  makes 
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it  perfectly  plain,  that  if  these  expenses 
are  directly  related  to  a  business  func¬ 
tion,  the  tax  deduction  is  permitted. 

What  I  am  trying  to  strike  out  is  the 
amendment  of  the  committee  which 
blows  the  lid  off,  which  allows  almost 
anything  to  be  tax  deductible.  I  have 
challenged  Senators  to  name  something 
for  which  a  tax  deduction  could  not  be 
claimed  which  is  now  permissible.  Of 
course  Senators  have  been  able  to  cite 
a  few  things  for  which  tax  deductions 
would  not  be  permitted,  but  the  tax 
deduction  is  not  permissible  for  this  item 
now  in  almost  every  instance  that  has 
been  cited. 

I  should  like  to  read  from  the  bill  the 
nine  exceptions.  I  will  read  the  titles : 

Business  meals. 

The  committee  report  makes  it  per¬ 
fectly  plain  that  these  would  be  allowed. 
Subsection  (1)  reads: 

(1)  Business  meals. — Expenses  for  food 
and  beverages  furnished  to  any  individual 
under  circumstances  which  (taking  into  ac¬ 
count  the  surroundings  in  which  furnished, 
the  taxpayer’s  trade,  business,  or  income- 
producing  activity  and  the  relationship  to 
such  trade,  business,  or  activity  of  the  per¬ 
sons  to  whom  the  food  and  beverages  are 
furnished)  are  of  a  type  generally  consid¬ 
ered  to  be  conducive  to  a  business  discussion. 

Suppose  this  is  at  a  convention,  and  a 
businessman  attending  that  convention 
gives  a  luncheon  to  which  guests  are  in¬ 
vited — guests  who  in  some  way  offer  an 
opportunity  for  further  business.  I  have 
just  read  the  provision  of  the  bill  which 
I  do  not  seek  now  to  change.  That  pro¬ 
vision  makes  this  expense  tax  deducti¬ 
ble.  There  is  no  question  about  it.  Let 
me  read  the  next  items : 

2.  Food  and  beverages  for  employees. 

3.  Expenses  treated  as  compensation. 

4.  Reimbursed  expenses. 

5.  Recreation,  etc.,  expenses  for  employees. 

6.  Employee,  stockholder,  etc.,  business 
meetings. 

7.  Meetings  of  business  leagues,  etc. 

I  should  like  to  read  what  the  bill  and 
the  committee  report  say  of  No.  7. 

I  read  from  page  47  of  the  bill,  sub¬ 
section  (7) : 

Meetings  of  business  leagues,  etc. — Ex¬ 
penses  directly  related  and  necessary  to  at¬ 
tendance  at  a  business  meeting  or  conven¬ 
tion  of  any  organization  described  in  section 
501(c)(6)  (relating  to  business  leagues, 
chambers  of  commerce,  real  estate  boards, 
and  boards  of  trade)  and  exempt  from  taxa¬ 
tion  under  section  501(a). 

Now  I  shall  read  what  the  committee 
report  says  on  that  subject: 

Expenses  directly  related  and  necessary  to 
attendance  at  a  business  meeting  of  an  or¬ 
ganization,  such  as  a  trade  association, 
chamber  of  commerce,  real  estate  board,  etc., 
described  in  section  501(c)  (6)  of  the  Code. 

I  now  read  subparagraph  (8) ,  on  page 
47  of  the  bill : 

Items  available  to  public. — Expenses  for 
goods,  services,  and  facilities  made  available 
by  the  taxpayer  to  the  general  public. 

(9)  Entertainment  sold  to  customers. — 
Expenses  for  goods  or  services  (including  the 
use  of  facilities)  which  are  sold  by  the  tax¬ 
payer  in  a  bona  fide  transaction  for  an 
adequate  and  full  consideration  in  money 
or  money’s  worth. 


When  we  consider  that  on  pages  41 
and  42  of  the  bill  is  set  forth  the  general 
rule,  I  submit  that  the  general  rule 
should  be  strict,  particularly  when  more 
than  three  pages  of  exceptions  are  pro¬ 
vided,  citing  specific  instances  in  which 
legitimate  expenditures  for  purposes 
which  are  directly  related  to  or  con¬ 
nected  with  the  business,  will  be  tax 
deductible.  What  Senator  wishes  to  go 
further  than  that?  We  want  to  give  a 
tax  deduction  for  every  legitimate  ex¬ 
penditure  that  is  spelled  out  in  these 
exceptions  for  business  functions  that 
are  directly  related  to  business.  That 
is  provided  in  the  bill.  But  when  we  add, 
in  the  general  rule,  the  words  “or  asso¬ 
ciated  with,”  together  with  the  interpre¬ 
tation  of  the  legislative  intent  of  those 
three  words,  the  sky  is  the  limit,  and  the 
exceptions  come  to  have  no  meaning  at 
all,  and  no  reason  for  being. 

Therefore,  I  offered  an  amendment  to 
strike  out  the  words  which  were  added 
by  the  Senate  committee  amendment, 
“or  associated  with,”  and  substitute 
therefor  the  words  “and  directly  con¬ 
nected  with.” 

I  shall  not  detain  the  Senate  further. 
The  issue  is  simple.  I  have  done  my  best 
in  a  brief  time  to  explain  the  provisions 
of  the  bill.  I  hope  Senators  do  not 
wish  to  go  further  than  to  allow  a  tax 
deduction  for  legitimate  business 
expenses.  But  I  say  in  all  candor  and 
sincerity  that  if  we  go  further  than  that, 
I  do  not  think  it  will  be  right.  That  is 
why  I  am  so  wrought  up  about  the  three 
little  words  that  make  the  sky  the  limit. 

Mr.  BUSH.  Mr.  President,  will  the 
Senator  from  Tennessee  yield? 

Mr.  GORE.  I  yield. 

Mr.  BUSH.  It  seems  to  me  that  we 
went  all  through  this  discussion  about  a 
week  ago.  I  voted  for  an  amendment 
similar  to  this.  I  cannot  quite  see  the 
difference  between  what  the  Senator 
from  Tennessee  is  now  proposing  and 
what  he  proposed  last  week. 

Mr.  GORE.  The  Senator  from  Con¬ 
necticut  makes  a  valid  point.  I  opposed, 
and  the  Senator  from  Connecticut  op¬ 
posed,  the  committee  amendment  which 
wrote  into  the  bill  the  words  “or  asso¬ 
ciated  with.” 

Mr.  BUSH.  That  is  correct. 

Mr.  GORE.  But  under  the  parlia¬ 
mentary  rule,  after  the  committee 
amendments  had  been  acted  upon,  the 
bill  became  original  text.  Therefore, 
although  my  amendment  would  accom¬ 
plish  the  same  purpose  as  if  the  Senate 
had  defeated  the  committee  amendment, 
I  do  have  the  parliamentary  right  to 
offer  it  again. 

Mr.  BUSH.  And  that  is  what  the 
Senator  is  doing? 

Mr.  GORE.  That  is  what  I  am  doing. 
I  hope — perhaps  I  am  hoping  against 
hope — that  upon  careful  reconsideration 
the  Senate  will  not  persist  in  a  deliberate 
desire  to  give  a  tax  deduction  for  some¬ 
thing  which  is  not  a  legitimate  business 
expense,  that  is,  connected  with  the 
business.  Therefore,  I  shall  not  insist 
further.  So  far  as  I  am  concerned,  the 
Senate  can  vote  viva  voce. 

Mr.  ELLENDER.  Mr.  President,  will 
the  Senator  yield  for  a  question? 


Mr.  GORE.  I  yield. 

Mr.  ELLENDER.  I  have  been  trying 
to  follow  the  argument  of  the  distin¬ 
guished  Senator  from  Tennessee.  I  can¬ 
not  see  much  difference  between  the 
words  “associated”  and  “connected.” 
The  Senator’s  amendment  does  not  in 
any  way  affect  the  exemptions  to  which 
he  referred  a  moment  ago,  does  it? 

Mr.  GORE.  No ;  my  amendment  would 
not  modify  the  exceptions  at  all. 

Mr.  ELLENDER.  What  the  Senator  is 
attempting  to  do  is  to  use  the  w0rd 
“connected”  so  that  it  will  more  or  less 
be  in  accord  with  the  interpretations 
placed  in  the  report? 

Mr.  GORE.  The  Senator  will  note 
that  I  use  the  conjunction  “and”  instead 
of  “or.”  As  the  bill  is  now  written,  a 
deduction  would  be  allowed  on  an  “or” 
basis;  but  when  one  reads  the  commit¬ 
tee  report  interpretation  of  the  words 
“or  associated  with,”  he  sees  that  the  sky 
is  the  limit.  According  to  the  commit¬ 
tee  report,  these  three  words  were  placed 
in  the  bill  to  eliminate  the  strict  general 
rule  as  interpreted  in  the  report  of  the 
Ways  and  Means  Committee.  Do  I  make 
myself  clear? 

Mr.  ELLENDER.  That  is  what  I  sug¬ 
gested. 

Mr.  GORE.  The  point  I  am  trying  to 
make  is  that  my  amendment  would  not 
modify  the  specific  exceptions.  There 
are  9  of  them,  and  they  are  generous, 
indeed.  My  amendment  would  prevent 
the  general  rule  from  being  so  loose, 
so  indefinite,  as  to  permit  almost  any¬ 
thing  as  a  so-called  deductible  expendi¬ 
ture  associated  with  business. 

Mr.  ELLENDER.  The  language  used 
by  the  Senator  would  be  more  in  ac¬ 
cord  with  the  House  report. 

Mr.  GORE.  I  agree. 

The  PRESIDING  OFFICER.  The 
question  is  on  agreeing  to  the  amend¬ 
ment  of  the  Senator  from  Tennessee. 
[Putting  the  question.] 

Mr.  LONG  of  Louisiana.  Mr. 
President,  on  this  question,  I  ask  for 
a  division. 

On  a  division,  the  amendment  was  re- 
j  6Ct6d. 

Mr.  KERR.  Mr.  President,  I  move 
that  the  action  whereby  the  amendment 
was  rejected  be  reconsidered. 

Mr.  BUSH.  Mr.  President,  I  move  to 
lay  that  motion  on  the  table. 

The  motion  to  lay  on  the  table  was 
agreed  to. 

DELETE  LOBBYING  AMENDMENT 

Mr.  DOUGLAS.  Mr.  President,  I  call 
up  my  amendment  designated  “8-25- 
62 — G”  and  ask  that  it  be  read. 

The  PRESIDING  OFFICER.  Tire 
amendment  will  be  stated. 

Tire  Chief  Clerk.  On  page  38,  begin¬ 
ning  with  line  17,  it  is  proposed  to  strike 
out  all  through  line  21  on  page  40— sec¬ 
tion  3  of  the  bill,  relating  to  appear¬ 
ances,  and  so  forth,  with  respect  to 

legislation.  .  .,  . 

Mr.  DOUGLAS.  Mr.  President,  it  is 
with  a  sense  of  deep  discouragement  that 
I  rise  to  propose  this  amendment.  Dur¬ 
ing  the  past  weeks  we  have  seen  included 
in  the  bill  provision  after  provision  un¬ 
justly  designed  to  favor  large  corpora¬ 
tions,  and  we  have  seen  defeated  amend- 
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ment  after  amendment  intended  to  in¬ 
troduce  a  greater  degree  of  tax  reform 
into  our  laws.  These  votes  have  been 
overwhelming.  The  leadership  on  both 
sides  of  the  aisle  have  tried  to  protect 
the  wealthy  and  powerful,  have  opposed 
the  administration  in  connection  with 
many  crucial  features,  and  have  opposed 
provisions  designed  to  protect  the  gen¬ 
eral  taxpayers  and  the  Treasury. 

So,  Mr.  President,  in  the  light  of  past 
performance,  I  have  little  expectation 
that  my  amendment  will  be  adopted. 

Nevertheless,  it  is  one’s  duty  to  re¬ 
main  at  one’s  post  and  discharge  what 
one  conceives  to  be  one’s  obligation,  even 
though  the  odds  against  one  are  heavy. 
The  first  general  order  to  which  a  soldier 
must  be  faithful  is  not  to  leave  his  post 
unless  he  is  properly  relieved.  So  long 
as  one  serves  in  the  Senate,  he  has  the 
obligation,  even  though  he  stands  with  a 
very  small  group,  to  try  to  make  legisla¬ 
tion  as  good  as  possible. 

WHAT  THE  HOUSE  DID 

My  amendment  deals  with  lobbying. 
It  aims  at  striking  out  two  provisions 
which  were  not  in  the  original  bill  sub¬ 
mitted  by  the  President,  and  to  which, 
indeed,  the  administration  says  it  is  op¬ 
posed.  One  of  these  amendments  was 
inserted  by  the  House  Ways  and  Means 
Committee  at  the  last  minute — no  one 
knows  quite  why.  The  bill  then  went  to 
the  House  under  a  closed  rule  which 
prohibited  amendments,  and  which  only 
permitted  the  body  of  the  House  to  vote 
either  for  the  bill  as  a  whole  or  against 
the  bill  as  a  whole.  It  is  the  amendment 
which  permitted  tax  deductions  for  ex¬ 
penses  incurred  in  direct  appearances 
by  business  groups  and  corporations  be¬ 
fore  legislative  bodies — not  only  the  trav¬ 
eling  expenses,  but  also  all  other  ex¬ 
penses  incurred  by  a  trade  or  business 
in  connection  with  such  appearances. 

This  would  apply  whether  the  appear¬ 
ances  were  before  local  bodies,  such  as 
city  councils,  or  whether  they  were  be¬ 
fore  State  legislatures  or  the  Congress; 
and  it  would  include  the  cost  of  prepar¬ 
ing  testimony  and  the  cost  of  all  the  re¬ 
search  and  developmental  work  in  that 
connection.  It  would  also  permit  deduc¬ 
tions  of  the  expenses  of  mass  appear¬ 
ances,  not  only  individual  appearances 
and  dues  by  organizations  which  lobbied 
for  their  divers  business  interests.  That 
was  the  House  provision;  and  it  is  to  be 
found  on  page  39,  between  line  5  and 
line  23. 

WHAT  THE  FINANCE  COMMITTEE  DID 

Then  the  Senate  Finance  Committee 
went  one  better — or  one  worse — than 
that;  it  voted  to  permit  deductions  for 
lobbying  costs  connected  with  communi¬ 
cations  between  a  business  firm  and 
their  employees  or  stockholders,  with  re¬ 
spect  to  legislation  or  proposed  legisla¬ 
tion  of  direct  monetary  interest  to  the 
taxpayer.  That  amendment  was  ap¬ 
proved  by  a  very  large  majority  in  the 
Senate  Finance  Committee,  with  the 
Senator  from  Tennessee,  the  Senator 
from  Illinois,  and  perhaps  one  or  two 
other  Senators  voting  in  the  negative. 

If  these  two  amendments  are  enacted, 
we  shall  legitimitize  very  large  amounts 
of  expenditures  by  special  interests,  for 
the  purpose  of  effecting  legislation,  while 


denying  any  comparable  right  to  those 
who  seek  to  defend  the  general  interest, 
whether  they  comprise  consumers,  small 
taxpayers,  or  general  citizens.  I  think 
it  is  worthwhile  for  us  to  know  what  the 
existing  law  on  this  subject  really  is. 

EXISTING  LAW - LOBBYING  NOT  DEDUCTIBLE 

Following  the  Cammarano  decision, 
there  was  affirmed  the  principle  that  the 
tax  laws  should  be  neutral  insofar  as 
lobbying  is  concerned,  and  that  expendi¬ 
tures  by  business  groups  before  legisla¬ 
tive  bodies  for  the  purpose  of  furthering 
their  own  financial  interests,  are  not 
tax  deductible.  There  can  be  no  ques¬ 
tion  of  their  right  to  appear  before  leg¬ 
islative  groups  or  regulatory  bodies ;  that 
is  a  part  of  their  right  as  citizens.  There 
is  no  intent  to  deprive  them  of  their 
right  of  petition.  But  up  until  now, 
at  least,  the  law  has  been  that  they 
should  pay  for  such  appearances  them¬ 
selves;  that  Uncle  Sam  should  not  pay 
52  percent  of  the  cost  of  such  appear¬ 
ances,  by  exempting  those  amounts  from 
the  corporate  income  tax. 

On  the  other  hand,  those  who  appear 
because  of  a  general  interest  as  con¬ 
sumers  or  as  small  taxpayers  are  ex¬ 
pected  to  pay  these  costs  themselves.  If 
they  feel  that  a  given  tax  measure,  such 
as  the  present  one,  is  against  the  public 
interest,  and  if  they  wish  to  testify 
against  it,  and  if  they  go  to  the  expense 
of  appearing  and  testifying,  they  must 
pay  the  costs  themselves;  they  may  not 
be  charged  off  as  expenses,  and  the  tax¬ 
payer  may  not  obtain  a  tax  deduction 
for  them.  That  is  the  law — namely, 
that  the  tax  system  shall  be  neutral  in¬ 
sofar  as  lobbying  costs  are  concerned. 

But  we  well  know  that,  in  practice, 
business  concerns  frequently  are  able  to 
evade  or  avoid  the  meaning  of  the  law, 
by  disguising  lobbying  expenses  and  put¬ 
ting  them  in  other  categories.  Instead 
of  hiring  “lobbyists,”  they  will  hire  “at¬ 
torneys”  or  “economists”  or  “research 
specialists”;  and  these  men  will  appear, 
not  as  “lobbyists,”  but  as  “legal  repre¬ 
sentatives.”  They  will  put  lawyers  on 
retainer — ostensibly  to  be  called  upon 
for  legal  services,  but  in  reality  held  in 
reserve  to  influence  legislation. 

PRESENT  LAW  RESTRAINS  BAD  PRACTICE  EVEN  IF 
NOT  PERFECT 

In  practice,  a  great  deal  of  the  lobby¬ 
ing  expenses  of  the  corporations  and  the 
big  industries  of  the  country  are  charged 
off  as  business  expenses  and  escape  tax¬ 
ation;  but  the  law  holds  these  expendi¬ 
tures  in  some  degree  of  restraint.  It  is 
not  a  perfect  protection,  by  any  means, 
but  it  operates  to  some  degree  as  a  re¬ 
straint. 

If  anyone  looks  at  the  political  scene, 
and  the  pressures  operating  on  city 
councils,  and  on  State  legislatures,  and 
on  the  Congress  of  the  United  States,  I 
think  he  would  have  to  say  that  the  large 
companies  of  this  country  are  not  un¬ 
duly  handicapped.  Quite  the  contrary, 
they  are  very  powerful.  They  spend 
large  sums  of  money.  They  are  able  to 
shape  and  influence  legislation.  They 
are  very  powerful. 

GENERAL  INTEREST  WEAK 

The  general  interest,  however,  is  al¬ 
ready  extremely  weak.  Any  particular 
measure,  such  as  the  gas  bill,  which  our 
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good  friend  from  Oklahoma  got  through 
the  Senate  in  1950,  and  helped  to  get 
through  in  1956,  may  mean  a  gain  of 
$600  million  a  year  to  the  producers,  but 
it  will  only  cost,  let  us  say,  $20  a  year 
to  each  of  the  30  million  consumers  who 
use  gas  for  household  purposes.  And  the 
consumer  has  so  many  things  on  his  or 
her  mind  that  it  is  hard  to  get  excited 
over  $20  a  year,  or  5  or  6  cents  a  day. 
And  so  the  great  mass  of  consumers  tend 
not  to  be  interested  in  this  measure,  or, 
if  they  are  interested  in  it,  they  hardly 
feel  it  is  worth  their  while  to  go  to  the 
labor  and  expense  of  running  up  against 
these  powerful  lobbies  when  their  own 
interests  are  so  infinitesimal. 

So,  as  I  said  on  the  floor  of  the  Senate 
last  week,  the  struggle  all  too  often  is 
one  in  which  the  concentrated  power  of 
the  producing  interests  conquers  over 
the  diffused  general  interest. 

LOBBYING  FOR  TAX  PRIVILEGES 

And  it  is  so  in  tax  measures,  too. 
Those  who  seek  special  favors  in  getting 
a  particular  measure  which  will  mean 
millions,  tens  of  millions,  and  hundreds 
of  millions  of  dollars  to  them,  can  carry 
on  quite  a  campaign.  The  individual 
taxpayer  among  the  60  million  who  pay 
income  taxes  will  not  be  greatly  affected. 
But,  of  course,  what  happens  is  that, 
special  privilege,  after  special  privi¬ 
lege,  after  special  privilege  is  able  to  write 
these  measures  into  the  laws  and  ad¬ 
ministrative  rulings  of  the  Nation,  the 
general  interest,  the  general  taxpayer, 
the  general  consumer,  becomes  burdened 
with  a  multitude  of  exactions  which, 
taken  in  their  totality,  are  extreme  and 
great. 

This,  I  think,  is  one  of  the  great  weak¬ 
nesses  of  modern  democracy. 

BILL  MAKES  MATTERS  WORSE 

These  two  amendments  would  make 
the  situation  much  worse,  because  now, 
instead  of  the  corporations  meeting  these 
costs,  the  Government  will  instead  meet 
52  percent  of  the  costs,  and  the  small 
taxpayers  themselves  will  have  to  under¬ 
write  the  lobbying  campaigns,  which,  in 
a  large  percentage  of  the  cases,  are  di¬ 
rected  against  them.  The  small  tax¬ 
payers  not  only  have  to  pay  for  any  ef¬ 
forts  they  make  on  behalf  of  the  public 
interest  byt  they  do  not  get  any  tax 
exemptions  for  them.  In  addition,  they 
have  to  pay  half  the  cost  of  the  lobbying 
expenses  of  these  selfish  special  inter¬ 
ests  which  want  to  get  special  favors  for 
themselves.  I  think  this  section  of  the 
bill  adds  insult  to  injury. 

DOUBLE  STANDARD  DEVISED 

Now  let  us  take  up  a  few  of  the  meas¬ 
ures  which  have  come  before  the  Senate. 
Suppose  we  take  the  matter  of  drug 
safety  or  drug  pricing.  The  costs  of 
presenting  the  views  of  the  drug  manu¬ 
facturers  or  distributors  would  be  de¬ 
ductible.  The  general  taxpayer  would 
meet  half  of  those  costs.  But  the  cost 
of  presenting  evidence  on  behalf  of  the 
consumers  or  of  disinterested  profes¬ 
sional  or  technical  advisers  would  not 
be  tax  deductible. 

Suppose,  on  the  State  level,  that  a 
State  legislature  is  debating  a  measure 
designed  to  decrease  stream  pollution. 
Manufacturers  who  dump  industrial 
wastes  into  the  rivers,  who  would  be  ad- 
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versely  affected  by  the  enactment  of 
such  a  law,  could  deduct  the  cost  of  their 
opposition.  Members  of  the  public  in¬ 
terested  in  pure  water  for  drinking  or 
for  recreational  uses  would  have  to  fi¬ 
nance  their  support  of  the  measure  en¬ 
tirely  from  their  own  pockets. 

Or,  at  the  local  level,  a  business  owner 
of  a  piece  of  real  estate  could  file  an  ad¬ 
vantageous  amendment  of  a  local  zoning 
ordinance  and  deduct  the  cost  of  his 
presentation  and  appearance  before  the 
local  city  council;  but  owners  of  nearby 
residences  would  not  receive  this  help 
from  the  Federal  Treasury  in  the  prepa¬ 
ration  of  exhibits  and  briefs  necessary 
for  effective  opposition. 

LOBBYING  CAMPAIGNS  DEDT7CTIBILE 

In  the  great  struggle  in  which  some 
of  us  went  down  to  overwhelming  de¬ 
feat  last  week,  that  of  withholding  of 
the  basic  income  tax  on  interest  and 
dividends,  the  building  and  loan  associa¬ 
tions  and  the  banks  and  mutual  savings 
banks,  which  launched  one  of  the  great¬ 
est  lobbies  and  letter  campaigns  ever 
seen  in  the  history  of  the  United  States 
or  of  this  body,  could  deduct  not  merely 
the  cost  of  their  direct  appearances,  but 
also  the  cost  of  the  letterwriting  cam¬ 
paign.  For  they  circularized  not  merely 
their  employees,  but  also  their  members 
and  their  stockholders.  As  a  result 
many  Senators,  and  I  assume  each  Sena¬ 
tor,  received  scores  of  thousands  of  let¬ 
ters.  I  have  stated  before  that  I  re¬ 
ceived  75,000.  Another  Senator  has  said 
that  he  received  over  50,000.  I  know  of 
other  cases  where  the  number  was  al¬ 
most  as  great. 

This  amendment,  once  passed,  will 
permit  these  building  and  loan  associa¬ 
tions  and  banks  to  deduct  the  cost  of 
their  circularizing  their  members  and 
stockholders,  and  Uncle  Sam  will  pay  52 
percent  of  the  bill. 

Mr.  BUSH.  Mr.  President,  will  the 
Senator  yield  at  that  point? 

Mr.  DOUGLAS.  I  yield. 

Mr.  BUSH.  My  recollection  is  that  I 
received  thousands  of  letters  on  that 
subject,  too,  but  they  were  all  paid  for 
by  the  individual  citizens  themselves, 
who  were  protesting  against  that  pro¬ 
vision  of  the  bill. 

May  I  say  to  the  Senator  it  seems  to 
me  that  what  the  building  and  loan  as¬ 
sociations  and  the  savings  banks  may 
have  done  was,  in  sending  out  their  nor¬ 
mal  monthly  statements,  or  whatever 
they  send  out,  to  enclose  a  statement 
which  alerted  the  saver  to  the  issue  be¬ 
fore  the  Senate.  I  would  say  the  great 
bulk  of  the  expense  incurred  by  that 
corporation  was  incurred  by  the  savers 
themselves,  the  citizens  themselves. 

Mr.  DOUGLAS.  First  let  me  say  that 
these  members  and  depositors  in  the 
building  and  loan  associations  and  in 
the  savings  banks  did  not  write  to  us 
in  an  unsolicited  fashion.  They  were 
solicited  by  the  institutions.  In  some 
cases,  as  the  Senator  says,  slips  were 
sent  out  with  the  ordinary  dividend 
statements. 

At  least  in  those  cases  the  cost  of 
printing  of  the  slips  would  be  tax  de¬ 
ductible  under  the  committee  amend¬ 
ment.  In  a  very  large  proportion  of  the 
cases  however  the  people  were  circular¬ 


ized  by  individual  letter.  Many  savings 
institutions  mailed  a  letter  to  each  one 
of  their  depositors  or  members,  asking 
them  to  write  to  their  Senators  protest¬ 
ing  against  the  measure. 

At  present  this  type  of  communica¬ 
tion  is  legally  not  tax  deductible,  al¬ 
though  I  grant  that  frequently  it  is  very 
hard  for  the  Internal  Revenue  Service 
agents  to  go  through  the  books  and  to 
detect  precisely  the  postage  and  printing 
and  expense  involved  on  these  particu¬ 
lar  letters. 

In  this  case  the  Finance  Committee 
amendment  would  permit  these  types  of 
costs  to  be  tax  deductible,  and  52  per¬ 
cent  of  the  cost  would  be  borne  by  the 
general  public. 

POWERFUL  GROUPS  STRENGTHENED 

Mr.  President,  one  of  the  weaknesses 
of  modern  democracy,  as  I  have  said,  is 
the  extraordinary  disparity  between  the 
great  and  concentrated  power  of  special 
and  powerful  interests  and  the  diffused 
weakness  of  the  general  interest.  The 
committee  and  House  amendments 
would  still  further  intensify  and  accen¬ 
tuate  this  lack  of  balance. 

I  fear  that  what  the  Senate  is  about 
to  do,  with  the  cooperation  of  the  lead¬ 
ership  on  both  sides  of  the  aisle — if  it  is 
about  to  do  what  I  fear  it  will  do — will 
help  to  drive  another  nail  in  the  coffin 
of  effective  political  democracy. 

I  am  not  going  to  speak  more  on  this 
subject  although  I  will  answer  questions. 

Mr.  PROXMIRE.  Mr.  President,  will 
the  Senator  yield? 

Mr.  DOUGLAS.  Yes,  I  am  glad  to 
yield. 

Mr.  PROXMIRE.  Under  the  pro¬ 
vision  in  the  bill,  if  a  gambling  syndi¬ 
cate,  a  group  of  liquor  dealers,  or  others 
wished  to  support  or  to  oppose  proposed 
legislation,  which  involved  their  partic¬ 
ular  interests,  and  they  hired  an  expert 
to  do  all  of  the  research  they  wished 
to  have  done,  so  that  they  could  make 
a  strong  case,  how  much  of  the  expense 
would  the  general  taxpayer  be  required 
to  pay,  assuming  a  large  corporation 
were  involved? 

Mr.  DOUGLAS.  Fifty-two  percent. 

Mr.  PROXMIRE.  Assuming  that  the 
action  on  the  part  of  the  liquor  lobby 
or  on  the  part  of  the  gambling  lobby 
was  opposed  by  a  group  of  clergymen 
or  a  group  of  people  who  felt  very 
strongly  that  the  action  might  adversely 
affect  the  morals  of  the  people  of  the 
community,  or  the  moral  fiber  of  the 
community,  how  much  of  their  expense 
would  that  group  be  allowed  to  subtract 
from  taxes? 

Mr.  DOUGLAS.  Not  1  cent. 

Mr.  PROXMIRE.  Suppose  one  of 
these  big  financial  corporations  wished 
to  send  not  1  or  2  or  even  3,  but  a  very 
large  number  of  skilled  lobbyists  to 
Washington,  so  that  there  could  be  as¬ 
signed  1  man  to  each  10  Senators  and 
Representatives  in  Congress,  at  a  big 
expense,  how  much  of  that  expense 
would  the  general  taxpayer  have  to  bear? 

Mr.  DOUGLAS.  Fifty-two  percent. 

Mr.  PROXMIRE.  Would  it  be  pos¬ 
sible  under  the  Senate  version  of  the 
bill  for  a  very  large  corporation,  such 
as  Du  Pont  or  American  Telephone  & 
Telegraph  Co.,  which  might  have  an  in¬ 


terest  in  legislation  pending  before  the 
Congress,  to  send  out  literature,  or  to 
send  out  men,  for  that  matter — to  send 
out  communications  in  almost  any  man¬ 
ner — to  stimulate  the  stockholders  or  the 
employees  to  support  the  position  of  the 
company?  If  they  did  so,  how  much  of 
the  expense  would  the  general  taxpayer 
have  to  bear? 

Mr.  DOUGLAS.  Under  the  bill  as  it 
comes  to  us,  the  corporation  would  be 
able  to  avoid  the  payment  of  the  cor¬ 
porate  income  tax  on  these  expenditures, 
and  the  general  taxpayer  would  pay  52 
percent  of  the  expenditures. 

Mr.  PROXMIRE.  The  Senator  from 
Illinois  has  served  in  this  body  since 
1949.  He  also  served  on  the  Chicago  City 
Council  some  years  before  that. 

Mr.  DOUGLAS.  The  Senator  is  cor¬ 
rect. 

Mr.  PROXMIRE.  The  Senator  has 
had  great  experience.  Has  the  Senator 
ever  felt  lonely,  in  the  sense  that  he  was 
ignored  by  special  interest  groups  which 
had  an  interest  in  advancing  them¬ 
selves?  Has  the  Senator  ever  felt  he  did 
not  have  a  sufficient  number  of  lobbyists 
writing  to  him,  coming  to  see  him,  or 
contacting  him?  Does  the  Senator  feel 
he  needs  these  “pen  pals,”  only  more  so? 

Mr.  DOUGLAS.  I  believe  in  the  right 
of  petition,  and  I  believe  that  business 
concerns  have  a  right  to  have  lobbyists. 
I  try  to  see  them  and  to  listen  to  their 
arguments.  Very  frequently  they  are 
able  to  present  information  which  I  did 
not  previously  have.  Very  frequently 
they  are  able  to  present  arguments  of 
which  I  was  not  previously  aware.  I 
think  they  carry  out,  properly,  a  very 
valuable  function. 

Mr.  PROXMIRE.  I  share  that  view¬ 
point. 

Mr.  DOUGLAS.  What  I  object  to  is 
the  granting  to  the  big  corporations, 
which  have  a  direct  business  and  finan¬ 
cial  interest,  of  a  tax  deduction  of  52 
percent,  whereas  the  people  who  are  try¬ 
ing  to  defend  the  general  interest  have 
to  pay  all  of  their  expenses  from  their 
own  pockets,  though  they  already  suffer 
from  the  disadvantage  that  their  inter¬ 
est  in  a  particular  measure  may  be 
slight,  although  the  concentrated  inter¬ 
est  of  the  producing  or  business  group  is 
tremendous. 

Mr.  PROXMIRE.  The  question  asked 
by  the  Senator  from  Wisconsin  went  to 
a  different  point.  I  heard  a  Member  of 
the  House  of  Representatives  protest 
this  provision  in  the  law  quite  vigorously. 
He  argued  that  he  is  now  swamped  with 
special  interest  group  proposals. 

What  the  Senator  has  said  is  tme. 
These  people  often  perform  very  valu¬ 
able  service.  They  ought  to  have  a  right 
to  present  their  viewpoint. 

Is  it  not  very  likely,  however,  that  if 
the  bill  shall  pass,  the  staffs  of  all  Sen¬ 
ators  will  be  deluged  with  even  more 
correspondence?  My  staff  must  spend 
some  70  percent  of  its  time,  or  more, 
answering  mail.  I  have  to  spend  a  great 
deal  of  my  time  talking  to  people  who 
have  a  special  interest  in  proposed  leg¬ 
islation. 

Along  with  the  Senator  from  Illinois, 
I  am  happy  to  do  that,  but  I  must  say 
that  if  this  provision  in  the  bill  is  made 
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law,  the  burden  may  likely  become  near¬ 
ly  intolerable.  There  will  be  an  incen¬ 
tive  for  corporations  to  send  representa¬ 
tives  to  the  Congress,  with  the  general 
taxpayer  forced  to  pay  52  percent  of  the 
cost.  It  seems  to  me  this  would  greatly 
increase  the  burden  on  Members  of  Con¬ 
gress.  Is  that  not  a  correct  assump¬ 
tion? 

Mr.  DOUGLAS.  I  think  the  Senator 
from  Wisconsin  is  completely  correct. 

In  the  old  days,  after  the  Civil  War, 
when  Sam  Ward  was  the  king  of  the 
lobby,  he  used  to  entertain  Members  of 
Congress  with  champagne  suppers,  and 
there  would  be  shares  of  stock  to  be  dis¬ 
tributed  and  cash  as  well. 

EXAMPLES  OF  MAIL  CAMPAIGNS 

I  think  the  modern  lobbyist  operates 
in  a  more  wholesale  fashion.  He  is  in¬ 
creasingly  trying  to  muster  mail  cam¬ 
paigns  from  constituents.  This  bill 
would  open  the  gates  for  tremendous 
mail  campaigns. 

The  doctors  loosed  one  on  health  care 
for  the  aged.  I  am  sure  they  will  now 
seek  to  deduct  the  costs  of  that  cam¬ 
paign  from  their  personal  incomes. 

The  savings  institutions  loosed  a  tre¬ 
mendous  campaign  with  respect  to  with¬ 
holding.  The  various  interests  seeking 
to  get  protective  tariffs  or  to  prevent 
the  trade  bill  from  going  through  in  any 
effective  form  will  be  able  to  make  de¬ 
ductions. 

We  are  all  acquainted  with  the  his¬ 
toric  struggle  between  the  truckers  and 
the  railroads  on  piggybacks  which 
swamped  our  offices  with  mail.  I  re¬ 
ceived,  I  think,  10,000  letters  from  the 
truckers,  and  then  I  received  about 
15,000  from  the  railways.  A  Senator 
has  to  answer  all  that  mail. 

The  Senator  from  Wisconsin  is  quite 
correct.  A  large  proportion  of  our  time 
is  now  devoted  to  attempting  to  respond 
to  the  pressures  which  come  upon  us. 
One  can  stand  up  under  it  and  would 
welcome  it,  but  to  have  the  general  tax¬ 
payer  called  upon  to  finance  special  in¬ 
terests  is  more  than  I  can  personally 
understand. 

Mr.  PROXMIRE.  I  should  like  to  ask 
the  Senator  to  answer  arguments  raised 
by  those  who  favor  this  provision  in  the 
bill  reported  by  the  committee.  I  refer 
the  Senator  to  page  22  of  the  committee 
report,  in  which  the  majority,  which 
favors  this  position,  says: 

The  difficulty  in  allowing  trade  or  business 
expenses  generally,  but  isolating  expenses 
relating  to  legislative  matters  and  denying 
deductions  for  them,  stems  in  part  from  the 
difficulty  in  segregating  and  classifying  such 
expenses.  This  is  a  form  of  detailed  record¬ 
keeping  to  which  taxpayers  are  not  accus¬ 
tomed.  Moreover,  in  the  case  of  many  ex¬ 
penses  which  may  primarily  be  incurred  to 
inform  the  business  itself  as  to  the  applica¬ 
tion  of  certain  proposed  legislation,  when 
such  information  is  also  made  available  to 
legislators  it  is  difficulty  to  determine  how 
an  allocation  of  the  expense  should  be  made 
between  legislation  and  mere  planning  of 
the  company. 

It  has  been  the  experience  of  the  Sen¬ 
ator  from  Wisconsin  that  that  would  in¬ 
volve  no  difficulty. 

Mr.  DOUGLAS.  None  at  all.  These 
costs  could  be  segregated. 


Mr.  PROXMIRE.  And  that  has  been 
the  law  until  now. 

Mr.  DOUGLAS.  That  is  correct.  It 
is  a  law  which  has  been  imperfectly  ex¬ 
ecuted,  but  one  which  has  had  some 
restraining  influence. 

Mr.  PROXMIRE.  Why  would  it  not 
be  perfectly  possible  for  a  business  firm 
to  keep  track  of  the  cost  of  hiring  its 
lobbyists  and  exclude  the  cost  from  its 
expenses  in  computing  its  taxes? 

Mr.  DOUGLAS.  And  also  the  cost  of 
correspondence  designed  to  influence  leg¬ 
islation.  Those  costs  could  be  segre¬ 
gated.  We  must  do  so  in  our  own  offices 
in  segregating  our  personal  mail  from 
our  official  mail. 

Mr.  PROXMIRE.  The  next  point 
about  which  the  Senator  from  Wiscon¬ 
sin  wishes  to  ask  the  Senator  from  Illi¬ 
nois  is  the  provision  in  the  argument  in 
the  committee  report  a  little  further 
down,  as  follows: 

It  appears  anomalous,  for  example,  that 
expenses  incurred  in  appearing  before  legis¬ 
lative  bodies  or  before  legislators  are  not 
deductible  while  appearances  before  execu¬ 
tive  or  administrative  officials  with  respect 
to  administrative  matters,  or  before  the 
courts  with  respect  to  judicial  matters,  are 
deductible  where  the  expenses  otherwise 
qualify  as  trade  or  business  expenses. 

Does  it  not  occur  to  the  Senator  from 
Illinois  that  legislation  should  be  and 
must  be  a  matter  of  general  interest  and 
cover  the  whole  generality  of  the  body 
politic? 

Mr.  DOUGLAS.  That  is  correct. 

Mr.  PROXMIRE.  All  180  million 
Americans  without  discrimination? 

Mr.  DOUGLAS.  That  is  correct. 

Mr.  PROXMIRE.  To  design  legisla¬ 
tion  for  a  specific  industry  or  individual 
would  be  the  worst  thing  that  could  hap¬ 
pen  in  respect  to  legislation.  In  other 
words,  legislation  should  be  designed  to 
apply  equally  to  all  people.  It  should  not 
be  designed,  as  regulations  sometimes 
must  be,  or  as  decisions  by  the  admin¬ 
istration  under  the  law  must  be,  in  ac¬ 
cordance  with  a  particular  special  inter¬ 
est  involved. 

Mr.  DOUGLAS.  The  Senator  from 
Wisconsin  has  made  an  admirable  reply 
to  his  own  question.  Proceedings  before 
a  regulatory  body  are  necessarily  narrow 
and  refer  to  special  and  particular  inter¬ 
ests;  and  it  is  legitimate  for  such  spe¬ 
cial  and  particular  interests  to  deduct 
their  expenses  connected  with  appearing 
to  defend  their  interests.  But  as  the 
Senator  has  said,  it  is  an  entirely  differ¬ 
ent  thing  when  we  deal  with  legislation 
supposedly  affecting  all  people  as  equally 
as  possible. 

Mr.  PROXMIRE.  At  the  bottom  of 
page  23  of  the  committee  report  it  is 
stated — 

The  bill  also  provides  that  where  a  tax¬ 
payer  is  a  member  of  an  organization  and  the 
organization  pays  or  incurs  the  expenses  of 
the  types  referred  to  above  on  behalf  of  its 
members,  the  dues  which  the  taxpayer  pays 
to  the  organization  in  carrying  on  his  trade 
or  business  are  to  be  deductible  to  the  extent 
they  are  used  for  such  purposes. 

As  I  understand,  what  that  language 
means  in  the  way  the  bill  is  drafted  and 
is  interpreted  at  other  places,  too,  in  the 


committee  report,  is  an  organization — 
whether  it  be  the  National  Association 
of  Manufacturers,  the  chamber  of  com¬ 
merce,  or  other  group — which  is  repre¬ 
senting  the  particular  pecuniary  interest 
of  the  member. 

Mr.  DOUGLAS.  That  is  correct. 

Mr.  PROXMIRE.  Under  those  cir¬ 
cumstances  dues  could  be  subtracted. 

Mr.  DOUGLAS.  That  is  correct. 

Mr.  PROXMIRE.  On  the  other  hand, 
if  one  wishes  to  contribute  to  a  church 
group,  the  League  of  Women  Voters,  the 
Civil  Liberties  Union,  or  the  Americans 
for  Constitutional  Government,  the  con¬ 
tribution  could  not  be  subtracted  because 
the  expense  is  not  directly  related  to 
one’s  making  a  living.  Is  that  correct? 

Mr.  DOUGLAS.  That  is  correct. 

Mr.  PROXMIRE.  Such  interpretation 
would  particularly  discriminate  against 
groups  which  fight  for  the  public  interest 
as  they  see  it,  whether  they  are  conser¬ 
vatives,  liberals,  or  whatever  they  are. 

Mr.  MILLER.  Mr.  President,  will  the 
Senator  yield  at  that  point  for  a  clarifi¬ 
cation  of  the  Record? 

Mr.  DOUGLAS.  I  yield. 

Mr.  MILLER.  Referring  to  the  dues 
to  which  the  Senator  from  Wisconsin 
alluded — for  example,  in  connection 
with  the  Chamber  of  Commerce — would 
not  that  interpretation  be  applicable  to 
the  portion  of  the  dues  of  the  union 
member  paying  union  dues? 

Mr.  DOUGLAS.  It  might  be;  but  off¬ 
hand  I  am  not  certain. 

Mr.  MILLER.  Insofar  as  such  dues 
might  be  used  by  the  union  organiza¬ 
tion  in  connection  with  its  legislative  ac¬ 
tivities? 

Mr.  DOUGLAS.  It  might  be  held  that 
the  interest  in  question  was  a  general 
interest  and  not  a  direct  pecuniary  in- 
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Mr.’  PROXMIRE.  It  is  the  under¬ 
standing  of  the  Senator  from  Wisconsin 
that  union  dues  are  deductible  in  com¬ 
puting  income  taxes.  Is  that  true? 

Mr.  DOUGLAS.  Most  union  members 
do  not  take  the  deduction. 

Mr.  PROXMIRE.  They  do  not  itemize 
their  returns. 

Mr.  DOUGLAS.  That  is  correct. 

Mr.  PROXMIRE.  So  they  do  not  get 
the  benefit  either  way. 

I  should  like  to  ask  the  Senator  from 
Illinois  two  additional  questions  on  the 
point,  because  I  think  it  is  important. 
The  majority  argues  that  in  the  provi¬ 
sions  of  the  bill  there  are  exceptions  to 
safeguard  public  interest.  They  say: 

It  is  not  intended  by  your  committee  that 
any  deduction  be  allowed  for  an  amount  paid 
or  incurred  for  participation  or  interven¬ 
tion  in  any  political  campaign  for  any 
candidate. 

That  is  in  the  second  paragraph  on 
page  24.  While  that  may  be  correct,  is 
it  not  perfectly  possible  that  in  case 
after  case  there  may  be  an  overwhelm¬ 
ing  issue  between  candidates  for  public 
office?  In  those  circumstances,  under 
the  terms  of  the  bill  a  large  corporation 
could  circularize  all  its  employees  in 
many  towns — that  could  mean  most  of 
the  people  who  live  in  the  town. 

Mr.  DOUGLAS.  That  is  correct. 
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Mr.  PROXMIRE.  In  many  States 
they  may  be  the  dominant  force  in  the 
State. 

Mr.  DOUGLAS.  That  is  correct. 

Mr.  PROXMIRE.  Without  mention¬ 
ing  names  all  the  stockholders  could  be 
circularized  to  take  a  position  in  effect 
in  favor  of  candidate  A  as  against  can¬ 
didate  B. 

Mr.  DOUGLAS.  The  material  distrib¬ 
uted  would  not  mention  the  candidates 
but  would  mention  the  issues  which  ev¬ 
eryone  would  know  divided  candidate  A 
and  candidate  B;  and  the  company 
could  take  a  stand  on  the  issues  with 
its  stockholders  and  employees,  charge 
off  the  expense,  and  get  a  tax  deduction. 

Mr.  PROXMIRE.  So  one-half  of  that 
kind  of  politicking  would  be  paid  for  by 
all  the  taxpayers  throughout  the  coun¬ 
try  as  a  result  of  the  company  taking  a 
deduction  from  its  income  tax. 

Mr.  DOUGLAS.  That  is  correct. 

Mr.  BUSH.  Mr.  President,  will  the 
Senator  yield  for  a  question? 

Mr.  DOUGLAS.  I  yield. 

Mr.  BUSH.  Would  not  the  language 
on  page  40,  line  12,  outlaw  that  kind 
of  deduction  entirely? 

Mr.  DOUGLAS.  It  would  not  be  a 
direct  intervention  in  a  campaign.  It 
might  be  said  to  be  the  marshaling  of 
opinion  opposed  to  a  given  course  of  leg¬ 
islation  with  its  employees  and  stock¬ 
holders.  It  might  be  defended  on  that 
ground.  Those  taking  the  deduction 
could  piously  say,  “We  are  not  favoring 
candidate  A  as  compared  to  candidate 
B.  We  are  only  opposed  to  TV  A  or  to 
health  care  for  the  aged.” 

Mr.  BUSH.  The  language  is: 

(B)  In  connection  with  any  attempt  to 
influence  the  general  public,  or  segment 
thereof,  with  respect  to  legislative  matters, 
elections,  or  referendums. 

Mr.  PROXMIRE.  “Stockholders”  are 
defined  in  the  committee  report  in  such 
a  way  as  to  exempt  them. 

Mr.  DOUGLAS.  The  reference  is  to 
attempts  to  influence  employees  or  stock¬ 
holders.  But  the  appeal  could  not  be 
made  tax  deductible  if  addressed  to  the 
general  public.  If  someone  tried  to  ap¬ 
peal  to  the  general  public,  the  expense  of 
such  attempt  would  not  be  tax  deducti¬ 
ble.  It  would  only  be  tax  deductible  when 
one  could  appeal  to  the  direct  pecuniary 
interest  or  alleged  pecuniary  interest  of 
one’s  stockholders  and  employees.  But 
if  he  should  try  to  appeal  to  the  general 
interest,  he  would  be  out  of  luck. 

Mr.  PROXMIRE.  I  come  to  my  last 
question.  The  first  sentence  in  the  third 
paragraph  on  page  24  reads: 

Your  committee’s  hill  further  provides 
that  no  expense  deduction  is  to  be  allowed 
for  expenditures  to  influence  the  general 
public,  or  segments  thereof,  with  respect  to 
legislative  matters,  elections,  or  referendums. 

The  reference  is  to  the  general  public, 
but  the  law  is  explicit  in  providing  that 
if  an  attempt  is  made  to  influence  em¬ 
ployees  and  stockholders,  who,  as  the 
Senator  from  Illinois  has  pointed  out, 
may  be  a  very  large  and  perhaps  decisive 
part  of  the  general  public,  in  a  city  or 
even  a  State,  the  cost  of  the  attempt  is 
tax  deductible,  and  the  general  taxpayer 
must  pay  for  it. 


Mr.  MILLER.  Mr.  President,  will  the 
Senator  yield? 

Mr.  DOUGLAS.  I  yield. 

Mr.  MILLER.  In  discussing  the  ques¬ 
tion  with  the  Senator  from  Connecticut, 
the  Senator  from  Illinois  talked  about 
direct  intervention  in  a  campaign. 

Mr.  DOUGLAS.  I  said  it  would  not 
be  direct  intervention. 

Mr.  MILLER.  The  Senator  used  the 
word  “direct.”  That  is  the  basis  for  my 
question.  The  language  of  the  bill  con¬ 
tains  nothing  about  “direct”  interven¬ 
tion.  In  a  case  such  as  the  one  the  Sen¬ 
ator  from  Illinois  or  the  Senator  from 
Wisconsin  suggested — I  do  not  recall 
which — when  the  issues  are  so  clearly 
defined  that  a  position  on  an  issue  would 
identify  a  candidate,  I  think  it  would  be 
straining  the  language  of  the  bill  con¬ 
siderably  if  under  those  circumstances, 
in  the  light  of  what  is  set  forth  beginning 
on  line  12,  page  40,  such  expenses  would 
be  allowable.  The  language  is: 

(a)  For  participation  in,  or  intervention 
in,  any  political  campaign  on  behalf  of  any 
candidate  for  public  office — 

The  timing  of  the  information  that  is 
being  sent  out  would  be  presumptive  of 
the  intention  to  intervene  in  a  political 
campaign,  under  the  circumstances  of 
the  example  the  Senator  from  Illinois 
has  used. 

Mr.  DOUGLAS.  That  is  possible,  but 
I  call  attention  to  the  clause  beginning 
on  line  24,  page  39: 

In  direct  connection  with  communica¬ 
tion  of  information  between  the  taxpayer  and 
employee  or  stockholder  with  respect  to  leg¬ 
islation  or  proposed  legislation  of  direct 
interest  to  the  taxpayer. 

As  I  have  said,  a  doctor  could  certain¬ 
ly  claim  that  health  care  for  the  aged 
was  of  direct  interest  to  him;  or  the 
American  Medical  Association  could 
claim  that  it  was;  or  the  Du  Pont  Co., 
could  claim  that  their  bill,  which  they 
got  through  Congress  with  bipartisan 
support  at  the  beginning  of  this  session, 
was  of  direct  interest  to  them.  A  sav¬ 
ings  institution  could  claim  that  the 
withholding  provision  in  the  tax  bill  was 
of  direct  interest  to  them;  and  so  on. 

Mr.  MILLER.  Mr.  President,  the  pro¬ 
vision  starting  on  line  12  of  page  40 
comes  after  this  statement,  and  I  there¬ 
fore  say  would  be  a  definite  limitation  on 
the  expense  which  the  Senator  is  now 
talking  about.  I  would  suggest  that  if 
in  the  middle  of  an  election,  where  the 
line  was  clearly  drawn  between  candi¬ 
dates,  let  us  say,  on  a  savings  and  loan 
issue,  if  a  savings  and  loan  association 
got  out  a  mailing  which  clearly  identified 
the  candidate  through  the  issue,  that 
would  constitute  an  intervention,  be¬ 
cause  the  timing,  I  believe,  in  line  12 
would  be  a  limitation  on  the  expenses, 
to  which  the  Senator  has  referred,  on 
line  24  on  page  39,  because  this  material 
starting  on  line  12  of  page  40  comes  later. 

Mr.  DOUGLAS.  The  Senator  said  the 
intervention  on  behalf  of  any  candidate 
must  be  direct.  However,  some  influ¬ 
ences  in  life  are  not  only  direct,  but  also 
indirect.  Sometimes  an  indirect  influ¬ 
ence  is  more  important  than  a  direct  in¬ 
fluence. 

The  American  Medical  Association  and 
doctors  have  been  carrying  on  a  cam¬ 


paign  against  health  care  for  the  aged, 
and  they  could  indirectly  influence  the 
election  of  Senators  and  Congressmen. 
Similarly  on  every  measure  they  could 
decide  that  they  were  working  for  no 
particular  candidate,  but  would  say  they 
were  trying  to  educate  the  stockholders 
and  employees  about  proposed  legisla¬ 
tion.  It  could  be  said  to  them,  “But  this 
will  help  John  Jones,  and  not  Jack 
Smith.”  They  could  reply,  “Oh,  we  did 
not  know  that.  What  we  are  trying  to 
do  is  build  up  employee  and  stockholder 
sentiment  about  proposed  legislation.” 

Mr.  MILLER.  I  would  agree  if  the 
language  starting  on  line  12,  page  40, 
contained  the  word  “direct.”  It  does  not 
contain  the  word  “direct.”  Therefore, 
we  can  read  the  language  as  being  direct 
or  indirect.  This  intervention  can  be 
indirect  intervention. 

Mr.  DOUGLAS.  Of  course,  no  one 
knows  what  the  courts  or  administrative 
officials  will  do.  In  order  to  be  safe,  the 
Senator  from  Iowa  should  vote  for  my 
amendment  in  order  to  make  it  certain 
that  it  will  not  be  used  that  way. 

Mr.  President,  I  ask  unanimous  con¬ 
sent  that  a  section  of  my  minority  views 
on  lobbying  expenses  be  printed  in  the 
Record  at  this  point  in  my  remarks. 

There  being  no  objection,  the  excerpt 
was  ordered  to  be  printed  in  the  Record, 
as  follows: 

The  Deduction  for  Certain  Lobbying  Ex¬ 
penses  of  Taxpayers  With  Business  In¬ 
come 

Section  3  would  permit  the  deduction  of 
certain  lobbying  expenses  by  taxpayers  with 
business  income.  This  would  depart  from  a 
salutary  principle  which  has  been  part  of 
the  income  tax  law  since  World  War  I.  It 
would  provide  unwarranted  tax  reduction 
where  it  is  least  needed  for  reasons  which 
are  specious.  It  would  introduce  novel  dis¬ 
tinctions  into  the  tax  law,  producing  new  re¬ 
quirements  difficult  for  the  Internal  Revenue 
Service  to  administer.  The  specific  language 
in  which  the  deduction  is  cast  contains  am¬ 
biguities  which  will  create  continuing  un¬ 
certainty  as  to  its  exact  meaning,  and,  most 
important,  the  relationship  of  this  provision 
to  the  whole  process  by  which  our  citizens 
seek  to  influence  the  enactment  of  legisla¬ 
tion  at  all  levels  of  government  was  not  ade¬ 
quately  considered.  Section  3  should  be  de¬ 
leted  from  the  bill. 

Under  existing  law  the  costs  of  efforts  to 
influence  legislation  are  not  deductible,  a 
rule  applicable  to  all  taxpayers.  Whatever 
the  motive  for  a  citizen’s  efforts  to  influence 
legislation,  he  now  bears  the  whole  cost 
of  that  effort  himself.  No  part  of  the  expense 
can  be  passed  on  to  the  Federal  Government 
through  an  income  tax  deduction.  In  the 
constant  competition  for  legislative  favor 
and  results  at  National,  State,  and  local 
levels,  the  Federal  Treasury  stands  neutral — 
and  properly  so. 

Section  3  would  change  all  that.  It  would 
amend  section  162  of  the  Internal  Revenue 
Code  of  1954,  the  section  creating  the  gen¬ 
eral  authority  for  deduction  of  the  ordinary 
and  necessary  expenses  of  business  opera¬ 
tion.  Section  3  would  add  a  new  subsec¬ 
tion  specifically  authorizing  deduction  of 
lobbying  expenses  in  certain  categories  by 
taxpayers  with  business  income.  Only  those 
taxpayers  with  business  income  would  re¬ 
ceive  any  benefit.  All  others  would  still  be 
subject  to  the  existing  rule  of  no  tax  bene¬ 
fits  for  lobbying,  a  result  which  follows 
necessarily  from  incorporation  of  the 
amendment  in  section  162  and  one  which 
is  specifically  spelled  out  by  the  House  com¬ 
mittee  report. 
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Some  specific  typical  examples  will  bring 
this  into  sharper  focus.  Suppose  a  measure 
is  being  considered,  as  many  have  been, 
involving  a  proposed  change  in  the  standards 
or  testing  procedures  for  food,  drugs,  or 
cosmetics.  The  costs  of  presenting  the 
views  of  drug  manufacturers  and  distrib¬ 
utors  would  be  deductible.  The  cost  of 
presentations  on  behalf  of  consumers  or  of 
disinterested  professional  or  technical  ad¬ 
visers  would  not  be.  Or  suppose  that  a  State 
legislature  is  debating  a  measure  designed 
to  decrease  stream  pollution.  Manufacturers 
who  would  be  adversely  affected  by  its  enact¬ 
ment  could  deduct  the  cost  of  opposition. 
Members  of  the  public  interested  in  pure 
water  for  drinking  or  for  recreational  uses 
would  have  to  finance  their  support  of  the 
measure  entirely  from  their  own  pockets. 
Or,  at  the  local  level,  a  business  owner  of  a 
piece  of  real  estate  could  seek  advantageous 
amendment  of  the  local  zoning  ordinance, 
deducing  the  cost  of  his  presentation  before 
the  local  city  council.  The  owners  of  nearby 
residences  would  not  receive  this  help  from 
the  Federal  Treasury  in  preparing  the 
exhibits  and  briefs  necessary  for  effective 
opposition. 

These  are  discriminations  impossible  to 
Justify.  Can  anyone  seriously  contend  that 
consideration  of  legislative  proposals  affect¬ 
ing  business  taxpayers  is  seriously  handi¬ 
capped  by  absence  or  weakness  of  expression 
of  business  viewpoints?  Is  there  any  evi¬ 
dence  that  business  taxpayers,  individually 
or  collectively,  are  now  deterred  from  ex¬ 
pressing  themselves  on  these  subjects  by  the 
present  rule  of  tax  neutrality  which  permits 
no  deduction  for  lobbying  expenses?  To 
ask  these  questions  is  to  answer  them.  Of 
all  viewpoints  on  legislative  proposals,  those 
of  business  are  consistently  the  most  ably 
represented  before  the  Congress  and  before 
State  and  local  legislative  bodies.  Why 
then  should  the  cost  of  lobbying  activities 
of  taxpayers  with  business  income  be  singled 
out  for  this  preferential  tax  reduction?  No 
adequate  reason  has  been  given. 

Any  discrimination  at  all  among  citizens 
in  the  exercise  of  their  constitutional  right 
to  petition  their  representatives  is  patently 
undesirable.  Discrimination  by  preferential 
tax  deduction  is  magnified  as  the  amounts 
spent  for  these  purposes  increase.  Modern 
efforts  to  influence  legislation  cover  a  wide 
range  of  techniques,  some  of  which  are 
very  costly.  One  can  send  a  letter  to  his 
Senator  for  4  cents.  However,  to  stimulate 
tens  of  thousands  to  do  so  requires  the  ex¬ 
penditure  of  large  amounts  running  some¬ 
times  into  the  hundreds  of  thousands,  even 
millions,  of  dollars.  But  all  this  is  well 
known.  It  has  been  thoroughly  documented 
many  times. 

The  application  of  section  3  would  not  be 
confined  to  nominal  amounts.  It  would  per¬ 
mit  the  deduction  of  some  very  large  sums. 
In  addition  to  provision  for  deduction  of  the 
costs  involved  in  direct  contacts  with  legis¬ 
lators  (personal  calls  and  visits,  appearances 
before  committees  or  statements  filed  with 
them),  the  cost  of  efforts  to  influence  legis¬ 
lation  indirectly  are  also  made  deductible 
in  some  instances.  The  costs  of  communica¬ 
tions  to  organization  members  and  to  share¬ 
holders  and  employees  have  all  been 
blanketed  in. 

When  section  3  is  applied  to  today’s  scene, 
we  find  that  it  will  authorize  giant  corpora¬ 
tions  to  deduct  the  cost  of  communicating 
the  views  of  management  officials  to  hun¬ 
dreds  of  thousands,  even  millions,  of  share¬ 
holders  and  employees,  for  the  purpose  of 
influencing  them  with  respect  to  current 
controversial  legislative  proposals.  To  use 
a  painfully  familiar  example,  section  3  would 
authorize  deduction  of  the  cost  of  campaigns 
designed  to  produce  a  flood  of  letters  oppos¬ 
ing  withholding  on  dividend  income. 


Under  existing  law  these  sums  are  not 
properly  deductible — and  never  have  been. 
To  permit  deduction  now  would  shift  a  very 
large  proportion  of  these  heavy  costs  to  the 
Federal  Treasury,  a  disguised  subsidy  for 
which  there  would  be  no  justification. 

The  effects  of  such  subsidized  efforts  to 
influence  legislation  indirectly  would  not  be 
confined  to  the  recipient  members,  share¬ 
holders,  and  employees.  The  views  expressed 
and  their  source  would  frequently  come  to 
the  attention  of  families  and  friends  of  the 
recipients,  thereby  broadening  the  scope  of 
the  influence  subsidized  by  the  Federal 
Treasury.  Of  course,  the  benefits  of  section 
3  as  they  would  apply  to  these  broadcast  ef¬ 
forts  to  influence  legislation  can  only  benefit 
very  large  organizations.  Small  business 
taxpayers,  as  well  as  nonbusiness  taxpayers, 
would  have  little  or  no  use  for  it  and  could 
well  suffer  from  its  use  where  their  interests 
on  legislative  matters  are  opposed  to  those 
who  could  take  advantage  of  it. 

True,  not  all  lobbying  costs  of  business 
taxpayers  would  be  made  deductible  by  sec¬ 
tion  3.  The  bill  purports  to  create  limita¬ 
tions  which  will  restrict  the  kind  of  expenses 
for  which  a  deduction  can  be  claimed.  Thus, 
to  qualify  for  the  deduction,  the  legislative 
proposal  must  be  of  “direct  interest”  to  the 
taxpayer.  In  addition,  specific  provisions 
deny  deductions  for  political  campaign  ex¬ 
penses  or  for  efforts  "to  influence  the  general 
public,  or  segments  thereof.”  However,  a 
close  inspection  raises  genuine  doubt  as  to 
the  precise  meaning  and  application  of  these 
restrictions.  They  may,  in  fact,  prove  largely 
illusory. 

Thus,  one  might  ask.  What  subjects  are 
not  of  “direct  interest”  to  a  large  corpora¬ 
tion?  Any  measure  involving  a  tax  or  a 
change  in  the  regulation  of  business  or  the 
marketing  of  securities  or  foreign  trade  or 
the  terms  of  employment  or  labor  relations 
or  the  monetary  system  will  have  some  im¬ 
pact  on  every  substantial  business  enterprise. 
Is  it  intended  that  the  cost  of  testimony 
or  statements  or  communications  to  share¬ 
holders  or  employees  on  this  entire  range  of 
subjects  is  to  be  deductible?  Similarly,  can 
the  prohibition  against  deductions  for  po¬ 
litical  campaign  purposes  be  really  effective? 
Granted  that  the  cost  of  a  folder  urging 
shareholders  to  vote  for  Jim  Darkwater  will 
not  be  deductible,  what  of  the  cost  of  a 
folder  urging  a  position  on  the  principal 
issue  dividing  Darkwater  from  his  opponent 
Bob  Cleanriver?  Can  issues  and  the  candi¬ 
dates  be  separated  so  easily?  It  is  doubtful. 
Section  3  thus  could  make  slightly  veiled 
political  contributions  deductible.  '  The 
benefit  would  not  be  universal  though.  To 
return  for  a  moment  to  the  anti-water-pol¬ 
lution  measure  used  as  an  example  before, 
suppose  Darkwater  is  against  it  and  Clean- 
river  is  for  it.  The  former’s  supporters  could 
deduct  the  cost  of  their  literature  discuss¬ 
ing  the  antipollution  measure  (and  thus 
their  support  of  Darkwater);  supporters  of 
Cleanriver  could  not. 

Obviously,  congressional  memories  are 
very  short.  For  at  least  a  century  Senators 
and  Representatives  have  regularly  in¬ 
veighed,  individually  and  collectively,  against 
lobbyists  and  their  activities.  The  need  for 
substantial  disclosure  by  lobbyists,  particu¬ 
larly  in  financial  respects,  has  long  been  rec¬ 
ognized.  When  a  person  or  organization  be¬ 
comes  a  lobbyist,  he  is  required  to  register 
as  such  and  thereafter  to  report  quarterly 
his  expenditures  for  these  purposes.  In 
spite  of  these  safeguards,  every  few  years 
some  lobbyists  become  so  bold  and  their 
overreaching  so  bad  that  a  special  inquiry  is 
required.  A  prime  example  was  the  creation 
in  the  84th  Congress  of  the  Senate  Special 
Committee  to  Investigate  Political  Activi¬ 
ties,  Lobbying,  and  Campaign  Contributions. 
Its  report  states  graphically  the  kinds  of 
abuses  which  occur  and  the  large  sums  of 
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money  available  to  be  spent  on  efforts  to 
influence  legislation.  Sugar  quota  bills  at¬ 
tract  lobbyists  like  flies  and,  like  flies,  their 
activities  are  not  widely  admired.  The  Sen¬ 
ate  Foreign  Relations  Committee  is  cur¬ 
rently  beginning  an  investigation  of  another 
group  of  lobbyists,  an  inquiry  which  has 
grown  in  large  part  out  of  concern  for  their 
lucrative  financial  arrangements.  Nor  are 
problems  with  lobbyists  confined  to  Wash¬ 
ington.  Their  influence  on  State  legislators 
and  their  sometimes  questionable  methods 
in  State  capitols  is  notorious. 

When  projected  against  all  this  exper¬ 
ience,  section  3’s  proposed  financial  bonanza 
for  one  group  of  lobbyists  and  their  employ¬ 
ers  seems  ironic  in  the  extreme,  if  not  down¬ 
right  cynical. 

There  is  no  challenge  here  to  lobbying  per 
se.  It  is  unquestionably  legitimate.  A  con¬ 
stitutionally  protected  right  of  our  citizens,  it 
often  supplies  useful  information  and  reac¬ 
tions  on  pending  legislation.  However,  it 
would  be  foolish  to  exalt  it  unduly  for  those 
reasons.  At  best,  lobbying  is  a  mixed  bless¬ 
ing  for  it  is  almost  always  exclusively  con¬ 
cerned  with  self-interest  rather  than  the 
broad  public  interest.  Fortunately,  section  3 
presents  only  a  narrow  problem,  viz,  whether 
or  not  the  lobbying  done  by  one  segment  of 
our  society — taxpayers  with  business  in¬ 
come — should  be  entitled  to  support  from  the 
Federal  Treasury. 

A  number  of  arguments  are  made  in  favor 
of  this  measure.  Some  of  them  have  a  sur¬ 
face  plausibility,  but  on  close  analysis  none 
of  them  holds  water.  The  issue  is  actually 
a  simple  one.  We  begin  with  a  longstanding 
rule  that  all  taxpayers,  business  and  non¬ 
business,  who  seek  to  influence  the  work  of 
legislative  bodies,  National,  State,  or  local, 
pay  their  own  expenses  in  full  without  as¬ 
sistance  from  the  Federal  tax  system.  This 
neutral  posture  of  the  tax  law  is  a  healthy 
one  and  should  be  defended  and  strength¬ 
ened.  Legislation  affects  all  our  citizens.  It 
is  entirely  suitable  that  all  who  seek  to  in¬ 
fluence  that  legislation,  directly  or  indirectly, 
should  be  treated  alike.  The  expenses  of  all 
should  be  on  the  same  footing  as  far  as  the 
Treasury  of  the  United  States  is  concerned. 
The  only  issue  here  is  whether  or  not  to  de¬ 
part  from  this  principle  of  neutrality  and 
equality.  Plainly,  the  case  for  such  a  change 
has  not  been  and  cannot  be  proved. 

Mr.  DOUGLAS.  Mr.  President,  I  ask 
for  the  yeas  and  nays  on  my  amendment. 

The  yeas  and  nays  were  ordered. 

Mr.  BUSH.  Mr.  President,  I  wish  to 
oppose  the  amendment  of  the  Senator 
from  Illinois.  It  seems  to  me  that  this 
is  a  very  disturbing  amendment,  one 
which  discriminates  very  much  against 
small  business  organizations  in  this 
country.  The  amount  which  large  cor¬ 
porations,  the  ones  the  Senator  from 
Illinois  is  talking  about,  spend  in  con¬ 
nection  with  appearances  before  com¬ 
mittees  and  Members  of  Congress  and 
agencies  of  the  Government,  is  a  very 
small  matter  for  the  large  corporations, 
but  it  may  be  of  great  importance  to 
the  smaller  companies. 

It  seems  to  me  that  the  committee 
amendment  is  very  considerate — as  op¬ 
posed  to  the  Douglas  amendment — in 
that  it  gives  the  smaller  business  com¬ 
panies  an  opportunity  to  assert  their  own 
self-defense,  so-called,  when  Govern¬ 
ment  has  its  hand  in  almost  everything, 
and  most  small  corporations  have  some 
business  to  transact  in  Washington  and 
must  wait  upon  their  Representatives 
and  Senators  and  some  of  the  agencies, 
and  even  appear  before  committees. 


r 


1962 


CONGRESSIONAL  RECORD  —  SENATE 


It  is  a  real  hardship  for  them  not  to 
be  able  to  charge  off  as  business  expenses 
such  appearances  in  connection  with 
which  these  expenses  are  incurred.  Such 
appearances  are  made  by  labor  organi¬ 
zations  and  by  such  groups  as  the  League 
of  Women  Voters,  and  a  great  many  oth¬ 
er  nonprofit  organizations.  So  I  would 
say,  as  I  read  the  amendment,  having 
listened  carefully  to  the  debate,  that  the 
purpose  of  the  committee  amendment  is 
to  correct  an  injustice  and  to  give  the 
smaller  business  organizations  a  better 
chance  to  defend  themselves  and  to  state 
their  case  before  Members  of  Congress  or 
before  committees  or  before  governmen¬ 
tal  agencies.  I  very  much  hope  that  the 
amendment  of  the  Senator  from  Illinois 
will  not  prevail. 

Mr.  PROXMIRE.  Mr.  President,  will 
the  Senator  yield? 

Mr.  BUSH.  I  yield. 

Mr.  PROXMIRE.  Is  it  not  true  that 
under  present  law  when  any  businessman 
comes  .to  Washington  and  appears  be¬ 
fore  an  agency  of  Government,  other 
than  Congress,  if  the  visit  relates  to  his 
business,  the  expenses  of  his  trip  are 
deductible  at  the  present  time? 

Mr.  BUSH.  I  hope  so. 

Mr.  PROXMIRE.  That  is  correct. 

Mr.  BUSH.  That  being  the  case,  I  see 
no  reason  why  these  people  should  not 
be  given  the  same  treatment  when  ap¬ 
pearing  before  the  Congress. 

Mr.  PROXMIRE.  Is  it  not  true  that 
the  members  of  other  groups  to  which 
the  Senator  has  referred,  such  as  the 
League  of  Women  Voters,  cannot  sub¬ 
tract  their  expenses?  I  am  referring  to 
the  members  of  the  league  who  make 
contributions  to  the  league. 

Mr.  BUSH.  Such  organizations  do 
not  pay  any  income  tax,  because  they 
are  nonprofit  organizations. 

Mr.  PROXMIRE.  I  mean  the  people 
who  contribute  to  the  league.  The  con¬ 
tribution  they  make  to  the  league  is  not 
deductible,  although  it  is  for  members 
of  a  trade  association,  for  example. 

Mr.  BUSH.  I  assume  that  if  mem¬ 
bers  of  the  league  come  here  as  dele¬ 
gates,  their  State  organization  pays  their 
expenses.  If  that  is  the  case,  they  should 
be  able  to  deduct  their  expenses,  if  they 
have  a  legitimate  case. 

Mr.  PROXMIRE.  I  agree  with  the 
Senator.  However,  they  cannot  do  it. 
They  are  not  allowed  to  do  it.  The 
amendment  of  the  Senator  from  Illinois 
would  do  away  with  a  very  severe  imbal¬ 
ance.  The  members  of  the  league  can¬ 
not  deduct  their  contributions  from  their 
income  taxes. 

Mr.  BUSH.  I  would  correct  that  im¬ 
balance  the  other  way.  I  would  be 
liberal  in  giving  them  a  chance  to  deduct 
their  expenses,  or  to  have  someone  as¬ 
sume  the  expenses,  if  they  have  business 
to  transact  with  the  Federal  Govern¬ 
ment  in  their  own  interest.  I  do  not 
believe,  because  organizations  have  an 
interest,  that  it  is  necessarily  an  inter¬ 
est  against  the  public  interest.  That  has 
been  so  often  said  here  this  afternoon. 
Many  people  come  to  Washington  who 
belong  to  small  organizations.  They 
may  consist  of  40,  50,  or  60  people.  Not 


long  ago  a  delegation  came  to  see  me  on 
the  trade  bill.  One  of  the  organizations 
employs  60  people,  another  200  or  300 
people.  These  are  important  employers 
in  little  towns  in  my  State.  What  the 
Senator  from  Illinois  wants  to  do,  as  I 
see  it,  is  to  deprive  them  of  the  privilege 
given  them  under  the  bill  of  charging 
their  expenses  against  their  income 
account. 

Mr.  PROXMIRE.  I  agree  100  per¬ 
cent  that  those  business  groups  often 
do  represent  the  public  interest.  But 
whether  they  do  or  not  they  should  in 
all  instances  be  heard  and  be  given  every 
encouragement  to  appear.  Their  ap¬ 
pearance  is  not  on  the  same  basis  as 
the  appearance  of  nonprofit  groups, 
because  the  activities  of  such  groups  as 
the  League  of  Women  Voters  or  the  Com¬ 
mittee  for  Constitutional  Action,  or  any 
other  such  group,  are  not  related  to  any 
financial  benefit  but  to  a  deep  conscien¬ 
tious  conviction.  So  under  the  present 
tax  laws,  unless  we  violate  in  some  way 
the  principle  of  permitting  only  those 
expenses  to  be  deducted  which  are  re¬ 
lated  to  increasing  income  or  reducing 
cost,  I  do  not  see  how  we  can  give  the 
same  consideration  to  other  groups.  Un¬ 
less  we  can  equate  it  in  that  way,  it 
seems  to  me  it  would  be  much  better  to 
carry  on  with  the  present  law,  which 
treats  all  groups  equally. 

Mr.  CURTIS.  Mr.  President,  will  the 
Senator  from  Connecticut  yield? 

Mr.  BUSH.  I  yield. 

Mr.  CURTIS.  I  do  not  think  we  can 
compare  a  business  entity  with  non¬ 
business  or  nonprofit  organizations 
which  are  interested  in  causes.  The  pur¬ 
pose  of  a  deduction  under  the  income  tax 
law,  is  to  enable  a  taxpayer  to  determine 
his  net  income,  so  that  the  Government 
may  apply  and  collect  the  tax.  If  a 
small  businessman  must  make  an  ex¬ 
penditure  of  any  kind,  whether  it  is  for 
a  repair  or  for  buying  supplies,  that  ex¬ 
penditure,  of  course,  must  be  deducted 
from  his  gross  income  to  ascertain 
whether  there  is  enough  income  from 
which  to  pay  the  tax. 

By  the  same  token,  in  this  day  of  big 
government,  if  small  business  must  come 
to  the  government  and  present  its  case, 
as  an  ordinary  and  necessary  step  to 
take  in  transacting  business,  that  ex¬ 
pense  cannot  be  distinguished  from  any 
other  expense,  and  it  should  be  de¬ 
ductible. 

Mr.  BUSH.  The  Senator  is  absolutely 
correct. 

Mr.  CURTIS.  An  organization  may  be 
a  worthwhile  organization,  but  may  not 
be  engaged  in  a  trade  or  a  business,  so 
is  not  taxed.  Therefore,  there  is  no 
necessity  for  determining  its  net  income, 
and  the  principle  of  the  business  deduc¬ 
tion  does  not  apply  at  all. 

Mr.  BUSH.  The  Senator  is  abso¬ 
lutely  correct. 

Mr.  CURTIS.  I  think  it  might  be 
well  to  show  the  legislative  intent  as  to 
why  paragraph  (C)  was  included  as  a 
committee  amendment.  That  para¬ 
graph  reads: 

In  direct  connection  will  communication 
of  information  between  the  taxpayer  and 
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an  employee  or  stockholder  with  respect  to 
legislation  or  proposed  legislation  of  direct 
interest  to  the  taxpayer. 

That  provision  was  adopted  by  the 
committee  after  it  had  rejected  an  argu¬ 
ment  for  extending  it  to  the  general 
public.  The  committee  decided  that  that 
would  not  be  a  proper  tax  deduction,  be¬ 
cause  such  an  extension  would  go  quite 
far.  But  the  committee  very  appro¬ 
priately,  I  think,  contended  that  the 
language  in  paragraph  (C)  was  some¬ 
thing  vital  to  the  business  and  was  a 
proper  business  expense. 

Mr.  BUSH.  I  think  that  is  absolutely 
correct. 

Mr.  President,  I  again  express  the  hope 
that  the  amendment  will  be  rejected. 

Mr.  KERR.  Mr.  President,  the 
amendment  in  the  bill  which  the  Sen¬ 
ator  from  Illinois  seeks  to  strike  is  in 
reality  a  very  simple  amendment  and, 
in  my  judgment,  an  equitable  and  just 
amendment.  The  Senator  from  Illinois 
made  two  or  three  significant  remarks. 
He  said  there  is  no  way  to  foretell  what 
the  Supreme  Court  will  do.  That  is  true. 
If  the  Supreme  Court  had  not  done 
something  that  was  not  foreseen,  this 
amendment  would  not  have  been  neces¬ 
sary,  because  under  the  1954  code,  sec¬ 
tion  162(a),  is  the  provision: 

There  shall  be  allowed  as  a  deduction 
all  the  ordinary  and  necessary  expenses  paid 
or  incurred  during  the  taxable  year  in  car¬ 
rying  on  any  trade  or  business,  including — - 

Among  other  things — 

(2)  traveling  expenses  (including  the  entire 
amount  expended  for  meals  and  lodging) 
while  away  from  home  in  the  pursuit  of  a 
trade  or  business. 

That  language  is  specifically  in  the 
basic  income  tax  law.  It  provides  that 
the  income  tax  percentages  shall  not 
apply  to  that  part  of  the  expenditures 
by  a  taxpayer  made  in  carrying  on  any 
trade  or  business,  including  traveling 
expenses,  meals,  lodging,  and  so  forth, 
while  away  from  home  in  the  pursuit  of 
a  trade  or  business. 

In  spite  of  that  plain  provision  in  the 
law,  the  Treasury  issued  regulations 
which  were  to  the  contrary,  and  said 
that  if  they  were  expenditures  to  come 
to  Washington  to  see  Members  of  Con¬ 
gress,  such  expenditures  were  not  deduc¬ 
tible. 

The  Supreme  Court  held  that  in  view 
of  these  regulations  having  been  promul¬ 
gated  by  the  Treasury,  the  act  of  Con¬ 
gress  was  ineffective,  in  view  of  the  fact 
that  it  did  not  specifically  repeal  them. 

Therein,  as  I  said,  the  Senator  from 
Illinois  is  right;  we  cannot  tell  what  the 
Supreme  Court  will  do. 

The  Supreme  Court  handed  down  two 
decisions  upholding  the  validity  of  the 
regulations. 

Mr.  DOUGLAS.  Mr.  President,  will 
the  Senator  yield? 

Mr.  KERR.  Please  let  me  finish. 

In  Cammarano  against  United  States 
and  F.  Straus  and  Sons,  Inc.,  against 
United  States,  the  Court  held  that  al¬ 
though  the  amounts  expended  for  legis¬ 
lative  matters  were  “ordinary  and  neces¬ 
sary” — in  fact,  essential  to  the  very  sur¬ 
vival  of  the  taxpayer’s  business — never- 
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theless  they  were  not  deductible  because 
the  regulations  barred  the  deduction  of 
this  particular  type  of  expense. 

Congress  finally  got  around  to  rec¬ 
ognizing  its  duty  of  establishing  the 
rights  of  taxpayers. 

Mr.  DOUGLAS.  Mr.  President,  will 
the  Senator  yield? 

Mr.  KERR.  I  yield. 

Mr.  DOUGLAS.  Is  the  Senator  quot¬ 
ing  from - 

Mr.  KERR.  I  am  quoting  from  the 
committee  report. 

Mr.  DOUGLAS.  Is  the  Senator  quot¬ 
ing  the  opinion  of  the  Court  as  handed 
down  by  Justice  Harlan? 

Mr.  KERR.  I  would  not  know. 

Mr.  DOUGLAS.  Or  is  the  Senator 
quoting  the  concurring  opinion  of  Justice 
Douglas? 

Mr.  KERR.  I  am  reading  from  the 
report  of  the  committee  with  reference 
to  the  bill. 

Mr.  DOUGLAS.  The  Senator  is  not 
going  back  to  the  decision  itself? 

Mr.  KERR.  I  am  not  reading  from 
the  language  of  the  decision. 

Mr.  DOUGLAS.  The  Senator  said 
that  the  Court  had  held  that  those  ex¬ 
penses  were  ordinary  and  necessary.  I 
have  the  decision  before  me.  I  cannot 
find  that  anywhere  in  the  Harlan  opin¬ 
ion,  which  was  joined  in  by  eight  of  the 
nine  members  of  the  Court.  There  is 
language  of  a  similar  nature  in  the  con¬ 
curring  opinion  of  Justice  Douglas.  I 
think  the  Senator  is  quoting  the  ex¬ 
ception,  not  the  rule. 

Mr.  KERR.  Mr.  President,  if  the  Su¬ 
preme  Court  had  not  handed  down  the 
decision  holding  that  the  language  of 
the  statute  did  not  mean  what  it  said, 
and  was  adversely  affected  by  regula¬ 
tions,  then  this  amendment  would  not 
be  necessary.  The  reason  why  the  com¬ 
mittee  amendment  is  necessary  is  that 
the  code,  in  1954,  specifically  provided 
that  such  expenses  were  deductible. 

Mr.  DOUGLAS.  No,  it  did  not.  It 
provided  for  expenses  which  were  ordi¬ 
nary  and  necessary  to  the  conduct  of  a 
business. 

Mr.  KERR.  I  liked  what  the  Senator 
said  about  the  first  amendment  to  the 
Constitution. 

Congress  shall  make  no  law  respecting 
an  establishment  of  religion,  or  prohibiting 
the  free  exercise  thereof;  or  abridging  the 
freedom  of  speech,  or  of  the  press;  or  the 
right  of  the  people  peaceably  to  assemble, 
and  to  petition  the  Government  for  a  redress 
of  grievances. 

Mr.  DOUGLAS.  There  was  no  viola¬ 
tion  of  that  in  the  Cammarano  case. 

Mr.  KERR.  I  understand.  The  Con¬ 
stitution  guarantees  the  people  the  right 
to  petition  the  Government,  provided  it 
is  at  their  own  expense. 

Mr.  DOUGLAS.  But  it  does  not  create 
a  business  interest  and  provide  that  the 
taxpayers  shall  pay  52  percent. 

Mr.  KERR.  Oh,  the  Senator  kind  of 
tickles  me  about  that.  He  talks  about 
consumers.  I  am  a  consumer.  A  con¬ 
sumer  has  a  right  to  this  deduction  if  he 
comes  here  to  talk  about  his  trade  or 
business . 

Mr.  DOUGLAS.  No;  he  does  not. 

Mr.  KERR.  Yes,  he  does,  if  he  comes 
here  in  connection  with  his  trade  or  busi¬ 
ness. 
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Mr.  DOUGLAS.  But  not  in  his  func¬ 
tion  as  a  consumer;  not  in  his  function 
as  a  generalized  taxpayer. 

Mr.  KERR.  The  big  corporation  can¬ 
not  get  a  deduction  for  its  expenses  in 
coming  here  as  a  consumer. 

Mr.  DOUGLAS.  But  it  can  get  a  de¬ 
duction  for  its  expenses  when  it  appears 
here  in  connection  with  its  direct  finan¬ 
cial  interest  as  a  producer. 

Mr.  KERR.  It  can  get  a  deduction  for 
its  expenses  if  it  comes  here  in  relation 
to  a  legislative  matter  directly  connected 
with  its  business,  and  so  can  a  consumer. 

Mr.  DOUGLAS.  But  the  consumer’s 
interest  is  not  directly  related. 

Mr.  KERR.  But  every  consumer  has  a 
trade  or  business. 

Mr.  DOUGLAS.  But  the  consumption 
function  is  not  included. 

Mr.  KERR.  Well,  that  is  subject  to 
another  tax;  it  has  not  been  overlooked, 

I  say  to  the  Senator  from  Illinois. 

Mr.  DOUGLAS.  I  am  sure  it  has  not; 
and  the  Senator  from  Oklahoma  would 
heap  more  onerous  sales  taxes  on  the 
consumers,  too. 

Mr.  KERR.  That  is  not  correct,  and 
I  defy  the  Senator  to  show  that  I  have 
ever  said  anything  in  that  regard.  I  do 
not  impute  his  motives.  I  simply  say  he 
has  made  an  incorrect  statement,  and  I 
challenge  him  to  document  to  the  con¬ 
trary. 

Mr.  DOUGLAS.  The  effect  of  what 
the  Senator  from  Oklahoma  is  doing  is 
to  make  the  tax  system  of  the  country 
more  regressive. 

Mr.  KERR.  That  is  a  matter  of  opin¬ 
ion,  Mr.  President. 

Mr.  DOUGLAS.  No,  it  is  a  matter  of 
fact. 

Mr.  KERR.  It  is  stated  as  a  fact;  I 
know  some  Senators  think  their  opin¬ 
ions  are  automatically  facts.  But  I  know 
of  no  law  making  it  so,  nor  do  I  know  of 
any  law  making  their  opinions  binding 
on  the  Congress. 

Mr.  DOUGLAS.  The  Senator  from 
Oklahoma  is  proceeding  in  his  charac¬ 
teristic  fashion. 

Mr.  KERR.  That  is  marvelous.  And 
so  is  the  Senator  from  Illinois.  And  I 
am  sure  is  is  enjoying  it  as  much  as 
the  Senator  from  Oklahoma  is. 

Mr.  DOUGLAS.  It  is  never  a  pleasure 
to  debate  with  the  Senator  from  Okla¬ 
homa. 

Mr.  KERR.  Then  why  waste  so  much 
time  doing  it? 

Mr.  DOUGLAS.  Because  I  think  some 
matters  of  principle  are  involved.  I  do 
not  take  pleasure  in  insulting  fellow 
Senators. 

Mr.  KERR.  Then  why  do  it?  Why 
make  the  statement  that  the  Senator 
from  Oklahoma  is  in  favor  of  sales  taxes? 
That  was  making  an  attack  by  the  use 
of  a  statement  not  based  on  fact.  How¬ 
ever,  I  do  not  regard  it  as  an  insult.  I 
do  not  think  the  Senator  from  Illinois 
could  insult  me,  Mr.  President.  I  love 
him;  I  respect  him;  I  am  delighted  to 
debate  with  him;  I  would  not  be  denied 
that  privilege,  or  have  it  denied  him,  for 
anything  in  the  world — although  it  is 
a  great  job  to  try  to  keep  his  mind  on 
his  business  or  to  try  to  keep  his  state¬ 
ments  in  line  with  the  record.  But  even 
that  is  not  a  burden,  I  admit. 

Mr.  President,  this  provision  in  the 


Constitution  is  a  very  valid  one  and  a 
very  interesting  one. 

The  Senator  from  Illinois  said  special 
privilege  after  special  privilege  after  spe¬ 
cial  privilege  exert  pressure  and  get  spe¬ 
cial  legislation  against  consumers. 

You  know,  Mr.  President,  all  the  peo¬ 
ple  who  come  here  constitute  all  of  Amer¬ 
ica.  The  people  who  come  here  to  peti¬ 
tion  their  Congress  represent  the  sum 
total  of  the  population  of  the  United 
States;  and  it  is  our  job  to  represent 
them.  As  was  said  by  the  Senator  from 
Illinois,  every  once  in  a  while  they  bring 
us  information  we  did  not  have.  It 
probably  happens  as  often  to  me  as  it 
does  to  any  other  Senator.  I  welcome 
them,  if  they  are  from  Oklahoma;  I  want 
them  to  come  here. 

But  I  sat  here  and  listened  to  the  Sen¬ 
ator  from  Wisconsin  and  the  Senator 
from  Illinois  talk  about  how  unbearable 
it  was  for  their  constituents  to  come  here 
and  press  upon  them  their  matters  of 
interest.  I  wish  to  say  to  the  people  from 
Oklahoma  that  it  is  not  unbearable  to 
the  Senator  from  Oklahoma  for  his  peo¬ 
ple  to  come  here. 

Mr.  DOUGLAS.  May  I  ask  whether 
the  Senator  from  Oklahoma  is  speak¬ 
ing  for  the  administration  when  he 
speaks  now? 

Mr.  KERR.  I  am  speaking  for  Kerr, 
of  Oklahoma,  and  I  did  not  know  the 
administration  had  authorized  Douglas 
to  speak  for  it. 

Mr.  DOUGLAS.  No,  it  has  not.  But 
the  Treasury  has  announced  that  it  is 
opposed  to  these  provisions;  and  it  is 
extraordinary  to  see  the  Senator  from 
Oklahoma  sitting  in  the  seat  of  the 
Democratic  leadership  and  opposing 
amendments  which  are  quite  in  harmony 
with  the  administration. 

Mr.  KERR.  And  it  is  amazing  to  me 
to  see  the  Senator  from  Illinois  sitting 
here  and  lobbying  for  the  administration 
and  getting  a  deduction  for  his  expenses. 
[Laughter.] 

Yet  that  is  done  under  the  law : 

For  purposes  of  the  preceding  sentence, 
the  place  of  residence  of  a  Member  of  Con¬ 
gress  (including  any  Delegate  and  Resident 
Commissioner)  within  the  State,  congres¬ 
sional  district,  territory,  or  possession  which 
he  represents  in  Congress  shall  be  considered 
his  home,  but  amounts  expended  by  such 
Members  within  each  taxable  year  of  living 
expenses  shall  not  be  deductible  for  income 
tax  purposes  in  excess  of  $3,000. 


Why,  Mr.  President,  every  Member  of 
Congress  has  a  deductible  item  of  up  to 
$3,000  for  living  expenses  while  attend¬ 
ing  to  his  business  here,  even  though  his 
business  for  the  moment  is  lobbying  for 
the  administration.  Yet  he  would  deny 
that  right  to  his  constituents. 

Mr.  President,  I  wish  to  say  that  I  am 
glad  to  have  my  constituents  come  here. 
I  would  be  worried  if  they  did  not  come. 

Mr.  President,  all  in  the  world  that 
this  provision  does  is  to  say  that  business 
people  or  consumers  or  laborers  or 
truckers  or  farmers  who  come  here  to 
talk  to  their  Members  of  Congress  about 
their  business  can  deduct,  for  income- 
tax  purposes,  their  expenses  of  coming 
here  and  doing  that.  Would  not  it  be 
an  empty  right  to  guarantee  them  the 
right  to  petition  their  Members  of  Con¬ 
gress,  and  then  say,  “You  have  that 
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right,  but  you  must  pay  all  the  expenses 
out  of  your  own  funds,  and  they  will  not 
constitute  a  deduction” — although  the 
income  tax  applies  only  to  the  net  in¬ 
come  after  the  deductions  specifically 
mentioned  in  the  1954  code;  and  the  ref¬ 
erence  to  that  would  not  be  necessary 
except  for  the  fact  that  the  Supreme 
Court  disregarded  it  and  held  that  it  was 
not  effective. 

Mr.  President,  I  urge  that  the  amend¬ 
ment  be  rejected. 

Mr.  COOPER.  Mr.  President,  I  should 
like  to  ask  one  or  two  questions  of  either 
the  Senator  from  Oklahoma  or  the  Sen¬ 
ator  from  Illinois.  I  have  listened  to  the 
arguments  made  for  the  amendment, 
and  I  have  listened  to  the  arguments 
made  against  it. 

As  I  understand  it,  the  argument  made 
by  the  Senator  from  Oklahoma  is  that 
these  expenses  are  like  other  expenses; 
that  if  they  are  directly  related  to  or  as¬ 
sociated  with  the  carrying  on  of  the 
trade  or  business,  then,  so  the  Senator 
from  Oklahoma  argues,  they  should  be 
deductible,  if  they  are  involved  in  pre¬ 
senting  claims  for  legislation. 

Mr.  KERR.  Yes. 

Mr.  COOPER.  And  I  also  understand 
that  that  would  apply,  as  a  matter  of 
policy,  in  connection  with  the  taxpayer’s 
right  to  petition. 

But  I  ask  about  provision  (1)  on  page 
39,  to  which  the  Senator  from  Nebraska 
referred.  As  I  understand,  there  is  no 
connection  with  the  obtaining  by  the  em¬ 
ployer  or  stockholder  of  information  in 
reference  to  proposed  legislation  of  di¬ 
rect  interest  to  the  taxpayer.  If  this 
section  remains  in,  as  I  see  it,  such  ex¬ 
penses  would  be  deductible  if  they  are 
for  transportation,  for  travel,  or  for  food 
or  for  preparing  information  or  state¬ 
ments,  or  talks  between  a  taxpayer  and 
the  employers  or  stockholder,  with  re¬ 
spect  to  legislation. 

Mr.  KERR.  In  connection  with  his 
own  business. 

Mr.  COOPER.  His  own  business? 

Mr.  KERR.  Yes. 

Mr.  COOPER.  I  must  say  that  in  this 
case  I  cannot  see  that  the  same  argu¬ 
ment  would  apply  to  this  section;  I  refer 
to  the  argument  supporting  the  deduc¬ 
tion  of  expenses  by  a  taxpayer  who  pre¬ 
sents  his  case  to  this  legislative  body  or 
to  some  other  legislative  body.  I  should 
like  to  know  the  rationale  in  favor  of  ar¬ 
guing  that  expenses  covered  by  subpara¬ 
graph  (C)  should  be  deductible  expenses. 
Accepting  the  Senator’s  argument  that 
a  taxpayer  should  have  the  right  to  de¬ 
duct  expenses  for  presenting  his  case  be¬ 
fore  a  legislative  body,  whether  of  the 
Federal  Government,  a  State,  or  a  local 
subdivision  of  government — on  what  rea¬ 
soning  can  the  same  argument  be  ap¬ 
plied  to  a  taxpayer  discussing  legislation 
with  his  employees  or  stockholders?  Is 
not  that  a  normal  expense  of  his  busi¬ 
ness  which  does  not  bear  directly  .upon 
his  presentation  of  the  businesses’  inter¬ 
est — whether  corporate  or  individual — to 
a  legislative  body? 

Mr.  KERR.  Mr.  President,  is  the  Sen¬ 
ator  directing  a  question  to  me? 

Mr.  COOPER.  Yes. 

Mr.  KERR.  One  of  the  responsibilities 
of  management  is  to  operate  its  busi¬ 


ness  in  such  a  way  as  to  pay  a  return 
to  the  stockholders  on  their  investment. 
Certainly,  management  has  the  respon¬ 
sibility  of  keeping  the  stockholders  and 
the  employees  informed  as  to  legislation 
which  affects  their  business.  Why  should 
a  business  or  trade  be  denied  the  right 
to  deduct  the  expense  of  informing  its 
owners  of  matters  which  could  adversely 
affect  it,  when  they  are  charged  with  the 
responsibility  of  management?  Other¬ 
wise,  it  occurs  to  the  Senator  from  Okla¬ 
homa,  they  would  be  derelict  in  their 
duty.  If  an  insurance  policy  is  taken 
out  against  fire  loss,  that  is  a  deductible 
expense.  If  a  lawyer  is  hired  on  a  re¬ 
tainer  basis  to  protect  the  company  and 
to  handle  its  business  in  accordance  with 
the  law.  that  is  a  deductible  expense.  If 
a  law  is  proposed  which  would  have  an 
adverse  effect,  the  cost  of  opposing  that 
law  in  Congress  is  deductible.  Should 
not  the  managers  have  a  right  to  deduct 
the  expense  of  informing  the  stockhold¬ 
ers  or  employees  so  they  can  be  pro¬ 
tected,  just  as  they  are  protected  against 
fire,  adverse  litigation,  or  other  matters 
affecting  the  welfare  or  profitability  of 
the  business? 

Mr.  COOPER.  If  Congress  wants  to, 
it  can  extend  the  right  to  deduct  expenses 
in  this  or  other  fields,  but  I  think  there 
is  a  distinction  here. 

Mr.  KERR.  I  say  to  the  Senator  that 
while  that  is  a  separate  item  from  that 
of  sending  someone  to  Washington,  it 
still  has  to  be  directly  connected  with 
the  trade  or  business;  but  the  amend¬ 
ment  of  the  Senator  from  Illinois  would 
strike  both  provisions  out  of  the  bill. 

Mr.  COOPER.  As  has  been  argued, 
and  reported,  this  entire  section  is  bot¬ 
tomed  on  the  idea  that  a  taxpayer — one 
carrying  on  a  trade  or  business — should 
be  able  to  deduct  expenses  for  appearing, 
communicating,  or  preparing  to  present 
his  case  to  legislative  bodies  upon  pend¬ 
ing  or  proposed  legislation.  That  is  the 
essence  of  the  section.  If  it  is  desired 
to  give  the  taxpayer  such  deductions  for 
appearing  before  legislative  bodies,  pre¬ 
paring  testimony,  and  for  necessary  and 
proper  expenses  in  connection  with  pre¬ 
senting  their  petitions — if  one  wants  to 
use  the  constitutional  phrase — to  a  legis¬ 
lative  body,  such  a  purpose  is  under¬ 
standable.  But  the  provision  I  am  talk¬ 
ing  about  is  something  else.  The  tax¬ 
payer  would  also  be  permitted  to  deduct 
expenses  for  communications  between 
the  taxpayer  and  his  stockholders  or  his 
employees — persons  who  do  not  have 
jurisdiction  for  the  enactment  of  legisla¬ 
tion. 

For  example,  this  would  cover  all  kinds 
of  expenses  for  communications  between 
persons  and  to  persons  who  are  not 
charged  with  legislation.  Admitting  the 
reasoning  upon  which  the  plea  for  the 
entire  section  is  based — that  of  the  pres¬ 
entation  of  a  position  to  a  legislative 
body— it  does  not  apply  to  carrying  on  a 
kind  of  campaign  with  stockholders  for 
or  against  legislation.  There  is  a  distinc¬ 
tion  between  these  two  kinds  of  expenses. 

Mr.  KERR.  I  can  understand  how  one 
could  make  a  differentiation,  but  the 
majority  of  the  Finance  Committee  felt 
that  this  language  was  consistent  with 
the  language  of  the  entire  provision. 


The  Senator  from  Oklahoma  concurred 
in  that  feeling.  That  action  certainly 
is  not  binding  on  the  Senate. 

The  proposed  amendment  would  strike 
out  the  entire  section.  After  that 
amendment  was  disposed  of,  if  the  Sen¬ 
ator  from  Kentucky  wanted  to  offer  an 
amendment  to  strike  out  the  particular 
portion  to  which  he  is  addressing  him¬ 
self,  it  would  be  in  order.  I  would  not 
agree  with  him,  but  it  would  be  in  order. 

Mr.  CURTIS.  Mr.  President,  will  thq 
Senator  yield? 

Mr.  COOPER.  I  yield. 

Mr.  CURTIS.  I  am  opposed  to  the 
amendment  that  is  offered. 

Mr.  COOPER.  Is  the  Senator  re¬ 
sponding  to  the  question  I  raised? 

Mr.  CURTIS.  Yes.  I  believe  that 
paragraph  (C)  should  be  the  law,  any¬ 
way,  but  I  also  think  it  is  well  to  keep 
it  in  the  bill.  Certainly,  it  is  a  duty  of 
management  to  keep  the  stockholders 
and  owners  informed,  if  it  is  a  necessary 
expense  of  doing  business,  and  without 
the  doing  of  business,  no  employees  could 
be  kept  employed. 

May  I  also  point  out  that  in  lines  6 
and  7  of  page  39  of  the  bill  are  the  words 
“ordinary  and  necessary.”  This  section 
is  not  an  invitation  to  businessmen  to 
come  to  Washington  on  anything  which 
might  be  interesting.  It  has  to  be  an  or¬ 
dinary  and  necessary  expense.  The  bus¬ 
iness  must  be  threatened  or  it  must  be 
proposed  that  burdensome  government 
regulations  are  to  be  put  on  the  busi¬ 
ness  which  might  result  in  loss  of  opera¬ 
tions  or  loss  or  jobs.  To  defend  against 
that  kind  of  legislation,  as  the  Senator 
from  Oklahoma  has  pointed  out,  is  just 
the  same  as  defending  the  business 
against  fire  or  any  other  business  hazard. 

Mr.  COOPER.  I  understand  and 
agree  with  the  Senator  on  the  para¬ 
graphs  dealing  with  the  presentation  of 
position  to  legislative  bodies.  I  un¬ 
derstand  that  legitimate  expenses  are 
incurred  in  presenting  views  on  legisla¬ 
tion  at  Washington,  or  Frankfort,  Ken¬ 
tucky,  or  Omaha,  Nebraska,  on  legisla¬ 
tion  which  may  be  critical  to  the  busi¬ 
ness.  But  the  Senate  version  extends  the 
House  version  and  permits  deductions  for 
functions  which  the  business  performs 
anyway,  and  which  are  not  communica¬ 
tions,  appearances,  with  legislative  bodies 
or  officials. 

Mr.  CURTIS.  The  business  would 
perform  it  anyway,  but  there  should  be 
a  deduction  for  it. 

Mr.  COOPER.  With  respect  to  ex¬ 
penses  incurred  in  connection  with  tax¬ 
payers  appearing  before  Congress  or 
other  legislative  bodies,  it  would  be  rea¬ 
sonably  easy  to  ascertain  whether  the 
expenses  were  necessary  for  a  legislative 
purpose,  because  the  legislation  or  pro¬ 
posed  legislation  could  be  identified,  as 
well  as  the  committees  or  members. 
But  I  do  not  know,  how  it  could  practi¬ 
cably  be  determined  whether  expenses 
covered  by  subparagraph  (C)  were  neces¬ 
sary  in  the  case  of  legislation  which  was 
proposed  or  pending  before  a  legislative 
body. 

My  question  is,  Why  was  it  added? 
What  is  the  rationale? 

Mr.  CURTIS.  I  have  stated  my  rea¬ 
son. 
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Mr.  COOPER.  For  the  purpose  of  in¬ 
forming  the  stockholders  or  employees 

about  legislation?  ..  .  „ 

Mr.  CURTIS.  No;  because  it  is  a 
necessity  of  doing  business. 

Let  us  consider  a  hypothetical  case  ot 
an  industry  threatened  by  a  trade  agree¬ 
ment  or  a  tariff  change.  If  the  industry 
were  threatened  with  injury,  that  would 
be  a  threat  to  the  employees.  Suppose 
that  this  caused  an  explanation  to  be 
made  to  the  employees,  as  to  what  the 
industry  believed  about  the  situation. 
Suppose  it  caused  a  petition  to  be 
printed,  so  that  employees  might  sign 
their  names.  There  would  be  a  com- 
munication  to  them.  I  think  that  would 
be  the  same  necessary  expense  of  doing 
business  as  a  fire  insurance  policy  would 

bSMr.  MILLER.  Mr.  President,  would 
the  Senator  yield? 

Mr.  COOPER.  I  yield. 

Mr.  MILLER.  Perhaps  I  can  be  be 

helpful.  ...  .. 

I  wish  to  say  that  I  agree  with  the 
Senator  from  Nebraska  that,  generally 
speaking,  such  expenses  are  deductible 
expenses  now.  There  is  no  point,  even, 
in  having  the  provision  enacted  for 
those,  since  that  is  already  a  part  of  the 
law  and  is  already  contained  in  the  con¬ 
cept  of  what  is  ordinary  and  necessary. 

I  can  visualize  a  situation  which 
might  develop  in  which  a  different  as¬ 
pect  might  arise.  For  example,  let  us 
consider  the  case  mentioned  by  the  Sen¬ 
ator  from  Nebraska,  in  which  a  mailing 
might  be  made  to  employees  and  to 
stockholders,  calling  their  attention  to 
the  fact  that  a  certain  bill  was  pending  in 
the  Congress  and  that,  if  enacted,  it 
might  cause  considerable  hardship  to 
the  company.  That  would  be  all  that 
would  be  said,  and  I  think  that  would 
be  a  deductible  expense  under  the  pres¬ 
ent  law.  That  would  be  a  matter  of  in¬ 
formation.  Usually  that  information 
would  be  contained  in  some  kind  of  a 
weekly  or  monthly  letter  of  information 
to  the  people  involved,  anyway. 

Let  us  assume,  however,  that  coupled 
with  the  information  there  would  be  a 
statement,  “We  urge  upon  you  to  con¬ 
tact  your  Members  of  Congress.  This  is 
the  list  of  the  Members  of  Congress. 
Write  to  them  along  this  line.  Here  is 
a  sample  letter  you  might  use.” 

I  would  suggest  that  then  they  would 
be  getting  into  an  area  prohibited  un¬ 
der  present  tax  law,  which  would  be  the 
effort  to  influence  legislation.  It  would 
be  almost  a  direct  invitation  to  people  to 
participate  in  a  mass  movement  to  af¬ 
fect  legislation. 

I  think  this  type  of  activity  probably 
would  not  be  allowable  as  a  deduction 
under  the  present  state  of  the  law,  but 
under  the  proposed  provision  it  would 
be  deductible. 

I  think  each  Senator  must  reach  a 
judgment  as  to  whether  that  latter  type 
of  activity  is  a  kind  of  activity  to  be  en¬ 
couraged,  to  be  put  in  about  the  same 
category  as  the  first  activity.  So  far  as 
I  am  concerned,  I  wish  to  say  that  the 
junior  Senator  from  Iowa  believes  it  is 
a  good  idea  for  people  to  be  educated  on 
these  things,  and  I  think  it  is  all  right. 
But  there  would  be  a  question,  in  the 
present  state  of  the  law. 
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Mr.  PROXMIRE.  Mr.  President,  will 
the  Senator  yield  for  a  question? 

Mr.  COOPER.  I  yield. 

Mr.  PROXMIRE.  The  Senator  from 
Kentucky  has  raised  a  question  to  which 
there  has  been  no  answer.  What  the 
proponents  of  the  amendment  argue  is 
that  this  expense  should  be  allowed  as 
a  deduction  as  a  necessary  business  ex¬ 
pense.  The  Senator  from  Kentucky 
raised  the  question  as  to  why  it  would 
be  a  necessary  expense  to  tell  the  stock¬ 
holders  about  proposed  legislation  or  to 
tell  employees  about  proposed  legislation 
unless  there  were  a  desire  for  them  to 
take  some  kind  of  action  to 'bring  pres¬ 
sure  on  the  Congress,  on  a  State  legis¬ 
lative  body,  or  on  a  city  council,  or  to 
take  a  particular  action  which  the  busi¬ 
ness  might  wish  them  to  take. 

So  far  as  that  being  a  necessary  busi¬ 
ness  expense  is  concerned,  in  the  sense 
of  reducing  cost  or  of  increasing  income, 
it  is  perfectly  obvious  and  apparent  it 
would  not  be.  I  think  the  question  raised 
by  the  Senator  from  Kentucky  has  not 
been  answered  at  all. 

The  Senator  from  Nebraska  made  a 
noble  attempt  to  given  an  example,  un¬ 
der  the  Trade  Agreement  Act,  of  a  com¬ 
pany  which  might  be  injured.  In  that 
particular  case,  he  said,  the  employees 
should  be  told  the  situation,  for  they 
might  wish  to  sign  a  petition.  Certainly 
that  would  be  fair,  but  it  would  have 
nothing  to  do  with  reducing  cost  or  in¬ 
creasing  income,  unless  there  were  a 
desire  to  bring  pressure  upon  a  legisla¬ 
tive  body. 

Mr.  MILLER.  Mr.  President,  will  the 
Senator  yield  at  that  point,  so  that  I  may 
develop  the  idea  about  increasing  income 
or  reducing  cost?  It  is  not  merely  a 
question  as  to  whether  it  will  increase 
income  or  reduce  cost.  It  also  involves 
the  question  of  maintaining  income. 
That  would  involve  ordinary  and  neces¬ 
sary  expense.  If  the  business  volume  of 
a  taxpayer  were  threatened  by  proposed 
legislation,  it  would  be  an  ordinary  and 
necessary  business  expense  to  seek  to 
maintain  volume  by  fighting  the  pro¬ 
posed  legislation. 

Mr.  PROXMIRE.  That  might  be. 
The  Senator  from  Kentucky  very  wisely 
divided  his  question.  He  said  that  ap¬ 
pearances  before  a  legislative  body  might 
involve  a  necessary  expense,  but  that  the 
carrying  on  of  a  campaign  among  stock¬ 
holders  would  have  nothing  to  do  with  it. 
The  stockholders  could  do  nothing  about 
that. 

Mr.  COOPER.  Mr.  President,  I  be¬ 
lieve  I  still  have  the  floor. 

Mr.  MILLER.  Mr.  President,  if  the 
Senator  will  permit,  the  Senator  from 
Iowa  wished  to  make  the  point  that  this 
would  be  only  one  step  removed  from 
having  a  lawyer  go  to  the  city  of  Wash¬ 
ington,  D.C.,  to  say  something  about  a 
bill  being  considered,  of  importance  to 
a  company.  What  would  be  the  differ¬ 
ence  between  that  case  and  notifying 
the  stockholders,  so  that  they,  in  turn, 
could  write  to  their  representatives  in 
Congress?  It  seems  to  me  the  same  ob¬ 
jective  would  be  involved. 

If  someone  is  opposed  to  sending  a 
lawyer  to  Washington,  D.C.,  and  allow¬ 
ing  the  taxpayer  to  take  that  expense  as 
a  deduction,  naturally  the  same  person 


would  be  opposed  to  allowing  a  business 
deduction  based  on  stockholders  con¬ 
tacting  Members  of  Congress. 

Mr.  PROXMIRE.  Mr.  President,  if 
the  Senator  will  permit.  I  should  be 
glad  to  answer  that. 

Mr  MILLER.  If  the  Senator  believes 
in  the  first,  I  think  he  will  believe  in  the 

second.  ,  ,  „  „ 

Mr.  COOPER.  Mr.  President,  I  offer 
an  amendment,  which  I  send  to  the  desk 
and  ask  to  have  stated. 

The  PRESIDING  OFFICER  (Mr. 
Hart  in  the  chair).  The  amendment 
will  be  stated  for  the  information  of  the 
Senate. 

The  Legislative  Clerk.  Beginning 
on  line  24,  page  34,  it  is  proposed  to 
strike  out  all  through  line  2  on  page  40. 

Mr.  COOPER.  Mr.  President,  this 
puts  the  question  before  the  Senate. 

Mr.  PROXMIRE.  Mr.  President,  will 
the  Senator  yield  for  a  question? 

Mr.  COOPER.  I  yield. 

Mr.  PROXMIRE.  I  say  to  the  Sena¬ 
tor  from  Iowa  that  if  employees  were  to 
go  to  the  city  of  Washington,  D.C. - 

The  PRESIDING  OFFICER.  The 
Senator  will  suspend. 

The  Chair  is  advised  that  the  proposed 
amendment  does  not  bear  on  the  Doug¬ 
las  amendment. 

Mr.  KERR.  Mr.  President,  I  should 
like  to  remind  the  distinguished  Senator 
from  Kentucky  that  after  the  pending 
amendment  is  voted  upon,  his  amend¬ 
ment  then  would  be  in  order. 

Mr.  COOPER.  I  wrote  the  amend¬ 
ment  hurriedly  in  pencil,  and  I  will  per¬ 
fect  it. 

Mr.  KERR.  Mr.  President 


The  PRESIDING  OFFICER.  The 
Chair  assumes  that  the  Senator  from 
Kentucky  temporarily  is  withholding  his 
amendment. 

Mr.  KERR.  It  could  not  be  before  the 
Senate,  because  it  has  not  been  com¬ 
pleted. 

Mr.  COOPER.  The  amendment  is 
completed  now.  I  ask  that  it  be  stated. 

The  PRESIDING  OFFICER.  The 
Chair  is  now  advised  that  the  amend¬ 
ment  offered  by  the  Senator  from  Ken¬ 
tucky  is  in  order,  and  the  amendment 
will  be  stated  for  the  information  of  the 
Senate. 

The  Legislative  Clerk.  Beginning 
on  line  24,  page  39,  it  is  proposed  to 
strike  out  through  line  2  on  page  40. 

Mr.  KERR.  Mr.  President,  a  parlia¬ 
mentary  inquiry. 

The  PRESIDING  OFFICER.  The 
Senator  will  state  it. 

Mr.  KERR.  Is  the  parliamentary 
situation  one  in  which  the  amendment 
offered  by  the  Senator  from  Kentucky 
is  to  be  considered  a  substitute  for  the 
amendment  offered  by  the  Senator  from 
Illinois? 

The  PRESIDING  OFFICER.  The 
Chair  is  advised  that  it  will  be  regarded 
as  a  perfecting  amendment. 

Mr.  KERR.  I  would  say  to  the  Pre¬ 
siding  Officer  in  that  relationship,  as  I 
understand  the  situation,  the  Senator 
from  Illinois  offered  an  amendment  to 
strike  out  a  very  great  deal  of  language. 

The  PRESIDING  OFFICER.  The 
Senator  is  correct. 

Mr.  KERR.  Now  the  Senator  from 
Kentucky  has  offered  an  amendment  to 
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strike  out  only  a  limited  part  of  that 
same  language. 

The  PRESIDING  OFFICER.  The 
Chair  is  advised  that  this  is  in  order  as 
a  perfecting  amendment. 

Mr.  KERR.  I  understand. 

Mr.  COOPER.  Mr.  President,  may  I 
ask  the  status  of  my  amendment? 

The  PRESIDING  OFFICER.  The 
amendment  has  been  stated.  The  ques¬ 
tion  is  on  agreeing  to  the  amendment 
offered  by  the  Senator  from  Kentucky. 

Mr.  MCCARTHY.  Mr.  President,  as  I 
understand  the  amendment  offered  by 
the  Senator  from  Kentucky,  it  would 
leave  in  section  3,  the  deductions  which 
are  to  be  allowed,  to  include  all  neces¬ 
sary  and  ordinary  expenses  paid  or  in¬ 
curred  in  the  taxable  year  in  direct  con¬ 
nection  with  appearances  before  com¬ 
mittees  of  Congress  or  legislative  bodies. 
It  would  also  leave  intact  section  (B)  on 
page  39,  providing  for  communications 
between  the  taxpayer  and  the  organiza¬ 
tion  of  which  he  is  a  member. 

However,  the  effect  would  be  to  strike 
from  the  bill  section  (C),  beginning  on 
page  39,  which  would  allow  deductions 
“in  direct  connection  with  communica¬ 
tion  of  information  between  the  taxpayer 
and  an  employee  or  stockholder  with  re¬ 
spect  to  legislation  or  proposed  legis¬ 
lation  of  direct  interest  to  the  taxpayer.” 

This  section  was  added  in  the  Finance 
Committee,  and  I  think  it  would  open 
the  way  to  real  abuse. 

I  was  in  favor  of  allowing  deductions 
for  the  ordinary  expenses  of  lobbying. 
But  I  do  think  that  the  proposed  deduc¬ 
tion  which  would  permit  deductions  in 
connection  with  communications  of  in¬ 
formation  between  the  taxpayer  and  his 
employer  or  stockholders  would  open  the 
way  to  the  use  of  the  deduction  for  po¬ 
litical  purposes.  If  such  a  deduction 
were  to  be  allowed,  it  should  be  part  of 
a  general  change  in  the  law,  so  that  in¬ 
dividual  voters  or  individual  citizens 
could  have  the  same  advantages.  I  hope 
that  the  amendment  offered  by  the  Sen¬ 
ator  from  Kentucky  will  be  agreed  to. 

Mr.  COOPER.  Mr.  President,  I  ask 
that  my  amendment  be  perfected  by 
adding  on  line  23  the  word  “or.”  I  make 
the  request  because  of  the  reference  to 
“O.”  The  last  word  in  line  23  would 
be  “or.” 

Mr.  JAVTTS.  Mr.  President,  will  the 
Senator  yield? 

Mr.  COOPER.  I  yield. 

Mr.  JAVITS.  I  wish  to  express  my 
agreement  with  the  Senator  from  Ken¬ 
tucky  and  the  Senator  from  Minnesota. 
I  think  we  are  approaching  or  appar¬ 
ently  getting  into  a  field  which  needs 
some  charting.  The  proposal  is  a  fair 
way  to  begin.  I  am  somewhat  acquaint¬ 
ed  with  the  legal  problems  of  corpora¬ 
tions.  I  think  there  should  be  some, 
analogy  with  the  authority  of  trade 
unions.  If  the  amendment  is  trimmed  in 
the  way  my  colleagues  have  now  de¬ 
signed  it,  it  will  get  started  upon  that 
path  without  going  beyond  it. 

The  reason  is  that  almost  any  general 
piece  of  legislation,  no  matter  how  broad, 
will  affect  a  major  company.  There¬ 
fore  we  would  open  quite  a  door  in  the 
proposal  with  relation  to  stockholders 
and  employees.  It  may  be  justified,  but 


I  think  we  are  well  advised  to  start  in  a 
limited  way  with  what  the  Senators  have 
outlined.  I  support  them  in  their 
amendment. 

The  PRESIDING  OFFICER.  The 
question  is  on  agreeing  to  the  amend¬ 
ment  of  the  Senator  from  Kentucky. 

Mr.  JAVITS.  Mr.  President,  I  ask  for 
the  yeas  and  nays. 

The  PRESIDING  OFFICER.  Is  there 
a  sufficient  second? 

The  yeas  and  nays  were  not  ordered. 

Mr.  COOPER.  Mr.  President,  I  sug¬ 
gest  the  absence  of  a  quorum. 

The  PRESIDING  OFFICER.  The 
clerk  will  call  the  roll. 

The  legislative  clerk  proceeded  to  call 
the  roll. 

Mr.  KERR.  Mr.  President,  I  ask 
unanimous  consent  that  the  order  for 
the  quorum  call  be  rescinded. 

The  PRESIDING  OFFICER.  Is  there 
objection?  The  Chair  hears  none,  and 
it  is  so  ordered. 

Mr.  KERR.  Mr.  President,  I  ask  for 
the  yeas  and  nays. 

The  PRESIDING  OFFICER.  Is  there 
a  sufficient  second? 

The  yeas  and  nays  were  ordered. 

The  PRESIDING  OFFICER.  The 
question  is  on  agreeing  to  the  amend¬ 
ment  of  the  Senator  from  Kentucky. 

Mr.  COOPER.  Mr.  President,  as  the 
Senator  from  New  York  has  said,  when 
testimony  is  adduced,  on  this  particular 
section,  necessity  for  it  may  be  demon¬ 
strated.  But  the  committee  report  deals 
only  with  the  question  of  taxpayers  ap¬ 
pearing  before  and  communicating  with 
legislative  bodies.  There  has  been  op¬ 
position  even  to  these  deductions.  So 
far  as  I  am  concerned,  I  have  felt  that 
taxpayers  have  the  right  to  present  their 
cases  before  legislative  bodies.  But  it 
seems  to  me  that  this  particular  provi¬ 
sion  would  add  a  new  element,  which  is 
not  connected  with  the  problem  of  tax¬ 
payers  presenting  their  cases  before  leg¬ 
islative  bodies. 

Taxpayers  would  have  the  right  to 
deduct  for  their  communications  to  em¬ 
ployees  or  stockholders,  upon  matters 
which,  it  seems  to  me,  are  wholly  the 
concern  of  their  business  considered  in 
the  context  of  the  entire  section  which 
is  dealing  with  the  presentation  of  is¬ 
sues  before  legislative  bodies.  It  seems 
to  me  that  this  provision  is  an  exten¬ 
sion  beyond  the  purpose  of  the  entire 
section. 

The  PRESIDING  OFFICER.  The 
question  is  on  agreeing  to  the  amend¬ 
ment  of  the  Senator  from  Kentucky. 
The  yeas  and  nays  have  been  ordered, 
and  the  clerk  will  call  the  roll. 

The  legislative  clerk  proceeded  to  call 
the  roll. 

Mr.  DOUGLAS.  Mr.  President,  a  par¬ 
liamentary  inquiry. 

The  PRESIDING  OFFICER.  The 
Senator  will  state  it. 

Mr.  DOUGLAS.  Is  the  amendment  of 
the  Senator  from  Kentucky  an  amend¬ 
ment  to  the  bill  or  an  amendment  to  my 
amendment? 

The  PRESIDING  OFFICER.  The 
amendment  would  amend  the  language 
of  the  bill  which  the  amendment  of  the 
Senator  from  Illinois  proposes  to  strike. 
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Mr.  KERR.  Mr.  President,  a  parlia¬ 
mentary  inquiry. 

The  PRESIDING  OFFICER.  The 
Senator  will  state  it. 

Mr.  KERR.  If  the  Cooper  amendment 
is  agreed  to,  then  the  Senate  will  vote 
on  the  Douglas  amendment,  which 
would  strike  the  remainder  of  the  lan¬ 
guage  of  the  section. 

The  PRESIDING  OFFICER.  The 
Senator  is  correct. 

Mr.  KERR,  it  is  kind  of  like  cutting 
a  dog’s  tail  off  an  inch  at  a  time  so  it 
would  not  hurt  so  badly. 

Mr.  GORE.  Mr.  President,  a  parlia¬ 
mentary  inquiry. 

The  PRESIDING  OFFICER.  The 
Senator  will  state  it. 

Mr.  GORE.  How  is  it  possible  that 
while  one  amendment  to  a  section  of  the 
bill  is  pending,  an  amendment  in  the 
second  degree  to  the  same  section  to 
which  the  pending  amendment  applies, 
may  be  considered? 

The  PRESIDING  OFFICER.  The 
Chair  is  advised  that  the  amendment  is 
a  perfecting  amendment,  intended  for 
the  purpose  of  perfecting  a  portion  of 
the  bill  proposed  to  be  stricken. 

Mr.  MILLER.  Mr.  President,  a  parlia¬ 
mentary  inquiry. 

The  PRESIDING  OFFICER.  The 
Senator  will  state  it. 

Mr.  MILLER.  I  regret  that  the  Sen¬ 
ator  from  Iowa  is  still  not  clear  on  the 
question.  Do  I  correctly  understand 
that  the  Cooper  amendment  would 
amend  the  Douglas  amendment  in  such 
a  way  that  the  only  portion  that  would 
affect  the  bill  would  be  on  page  39  to 
strike  the  language  starting  on  line  23 
with  the  word  “or”  and  going  over  to 
line  2  on  page  40? 

The  PRESIDING  OFFICER.  The 
Chair  is  advised  that  it  would  not  affect 
the  Douglas  amendment.  The  action  on 
the  Cooper  amendment  would  not  affect 
the  motion  by  the  Senator  from  Illinois 
to  strike  out  what  may  thereafter  be 
left. 

Mr.  DOUGLAS.  Mr.  President,  a  par¬ 
liamentary  inquiry. 

The  PRESIDING  OFFICER.  The 
Senator  will  state  it. 

Mr.  DOUGLAS.  If  the  amendment 
does  not  affect  my  amendment,  how  can 
it  be  a  perfecting  amendment  to  my 
amendment? 

The  PRESIDING  OFFICER.  The 
Chair  is  advised  that,  in  the  parliamen¬ 
tary  sense,  it  is  not  a  perfecting  of  the 
language  in  the  Senator’s  amendment 
at  all. 

Mr.  McCarthy.  Mr.  President,  a 
parliamentary  inquiry. 

The  PRESIDING  OFFICER,  The 
Senator  will  state  it. 

Mr.  McCarthy.  If  the  amendment 
is  agreed  to,  then  the  bill  would  be  with¬ 
out  section  (C).  The  Douglas  amend¬ 
ment  would  then  strike  out  sections  (A) 
and  (B) ,  because  (C)  would  be  gone.  So 
the  practical  effect  would  be  the  same, 
it  seems  to  me,  in  any  case. 

If  the  amendment  is  agreed  to,  the 
Douglas  amendment  would  run  only  to 
(A)  and  (B)  because  only  those  two 
sections  would  be  left  in  the  bill. 

The  PRESIDING  OFFICER.  The 
Parliamentarian  points  out  that  the 
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Senate  could  change  any  section  that 
remains  in  the  bill  thereafter. 

Mr.  McCarthy.  The  Douglas 
amendment  now  runs  to  sections  (A), 
(B),  and  (C).  If  the  Cooper  amend¬ 
ment  is  agreed  to,  no  section  (C)  would 

remain.  „ 

The  PRESIDING  OFFICER .  The  mo  - 
tion  of  the  Senator  from  Illinois  would 
have  the  effect  of  striking  out  all  that 
remains  in  the  bill  after  action  on  the 
Cooper  amendment. 

Mr.  HOLLAND.  Mr.  President,  to 
simplify  the  question,  I  ask  for  a  division 
of  the  three  elements  in  the  Douglas 
amendment. 

The  PRESIDING  OFFICER.  The 
Chair  is  advised  that  the  yeas  and  nays 
having  been  ordered  on  the  Cooper 
amendment,  the  request  for  a  division  on 
the  other  parts,  not  included  in  the 
Cooper  amendment,  is  not  in  order  at 
this  time. 

Mr.  PASTORE.  Mr.  President,  a  par¬ 
liamentary  inquiry. 

The  PRESIDENT.  The  Senator  will 


state  it 

Mr.  PASTORE.  If  the  Cooper  amend¬ 
ment  were  rejected,  would  not  the  Doug¬ 
las  amendment  have  to  be  modified? 
Otherwise,  we  would  have  to  vote  on 
part  C  a  second  time.  Is  that  not 

correct?  _. 

The  PRESIDING  OFFICER.  The 
question  would  then  come  on  the  amend¬ 
ment  of  the  Senator  from  Illinois  to 
strike  out  all  of  that  section,  whereas 
the  amendment  of  the  Senator  from 
Kentucky  is  to  strike  out  only  one  sec¬ 
tion. 

Mr.  PROXMIRE.  Mr.  President,  a 


parliamentary  inquiry. 

The  PRESIDING  OFFICER.  The 
Senator  will  state  it. 

Mr.  PROXMIRE.  Is  it  not  true  that 
the  amendment  of  the  Senator  from  Il¬ 
linois  was  pending,  and  therefore  the 
Cooper  amendment  would  be  in  order 
only  as  an  amendment  to  the  amend¬ 
ment  of  the  Senator  from  Illinois? 

The  PRESIDING  OFFICER.  The 
Chair  is  advised  that  the  Senator’s  state¬ 
ment  is  not  correct. 

Mr.  HICKENLOOPER.  Mr.  President, 
I  ask  for  the  regular  order. 

The  PRESIDING  OFFICER.  The  ques- 


Senator  from  Washington  [Mr.  Magnu- 
sonI,  the  Senator  from  Utah  [Mr. 
Moss],  the  Senator  from  Maine  [Mr. 
Muskie],  the  Senator  from  Florida  [Mr. 
Smathers],  the  Senator  from  Massa¬ 
chusetts  [Mr.  Smith],  and  the  Senator 
from  Texas  [Mr.  Yarborough]  are  ab¬ 
sent  on  official  business. 

I  further  announce  that  the  Senator 
from  New  Mexico  [Mr.  Anderson],  the 
Senator  from  Alaska  [Mr.  Gruening], 
the  Senator  from  Wyoming  [Mr. 
Hickey],  and  the  Senator  from  Missouri 
[Mr.  Symington]  are  necessarily  absent. 

I  further  announce  that,  if  present 
and  voting,  the  Senator  from  North  Da¬ 
kota  [Mr.  Burdick],  the  Senator  from 
Louisiana  [Mr.  Ellender],  the  Senator 
from  Alaska  [Mr.  Gruening],  the  Sena¬ 
tor  from  Minnesota  [Mr.  Humphrey], 
the  Senator  from  Washington  [Mr.  Mag- 
nuson ] ,  the  Senator  from  Utah  [Mr. 
Moss],  the  Senator  from  Maine  [Mr. 
Muskie],  and  the  Senator  from  Massa¬ 
chusetts  [Mr.  Smith]  would  each  vote 
“yea.” 

On  this  vote,  the  Senator  from  Florida 
[Mr.  Smathers]  is  paired  with  the  Sena¬ 
tor  from  Missouri  [Mr.  Symington]. 
If  present  and  voting,  the  Senator  from 
Florida  would  vote  “nay,”  and  the  Sena¬ 
tor  from  Missouri  would  vote  “yea.” 

Mr.  DIRKSEN.  I  announced  that 
the  Senators  from  Maryland  [Mr.  But¬ 
ler  and  Mr.  Beall],  the  Senator  from 
Utah  [Mr.  Bennett],  the  Senator  from 
South  Dakota  [Mr.  BottumI,  the  Sena- 
-tor  from  Indiana  [Mr.  Capehart],  the 
Senators  from  New  Hampshire  [Mr. 
Cotton  and  Mr.  Murphy],  the  Senator 
from  Arizona  [Mr.  Goldwater],  the 
Senator  from  Idaho  [Mr.  Jordan],  the 
Senator  from  California  [Mr.  Kuchel], 
the  Senator  from  Kentucky  [Mr.  Mor¬ 
ton],  the  Senator  from  Massachusetts 
[Mr.  Saltonstall],  and  the  Senator 
from  Delaware  [Mr.  Williams]  are  nec¬ 
essarily  absent. 

The  Senator  from  Wisconsin  [Mr. 
Wiley]  is  detained  on  official  business. 

If  present  and  voting,  the  Senator 
from  Maryland  [Mr.  Beall],  the  Sena¬ 
tor  from  Indiana  [Mr.  Capehart],  and 
the  Senator  from  Idaho  [Mr.  Jordan] 
would  each  vote  “nay.” 

The  result  was  announced — yeas  40, 


tion  is  on  agreeing  to  the  amendment  of¬ 
fered  by  the  Senator  from  Kentucky 
[Mr.  Cooper]. 

The  yeas  and  nays  have  been  ordered, 
and  the  clerk  will  call  the  roll. 

The  legislative  clerk  proceeded  to  call 
the  roll. 

Mr.  METCALF  (when  his  name  was 
called) .  On  this  vote  I  have  a  pair  with 
the  Senator  from  Texas  [Mr.  Yarbor¬ 
ough]  .  If  he  were  present  and  voting  he 
would  vote  “yea.”  If  I  were  at  liberty 
to  vote,  I  would  vote  “nay.”  I  therefore 
withhold  my  vote. 

The  rollcall  was  concluded. 

Mr.  MANSFIELD.  I  announce  that 
the  Senator  from  Nevada  [Mr.  Bible], 
the  Senator  from  North  Dakota  [Mr. 
Burdick],  the  Senator  from  Mississippi 
[Mr.  Eastland],  the  Senator  from  Lou¬ 
isiana  [Mr.  Ellender],  the  Senator  from 
Arkansas  [Mr.  Ftjlbright],  the  Senator 
from  Minnesota  [Mr.  Humphrey],  the 


nays  20,  as  follows: 

[No.  238  Leg.] 
YEAS  40 


Aiken 

Hill 

Pas  tore 

Bartlett 

Jackson 

Pell 

Byrd,  W.  Va. 

Javits 

Prouty 

Carroll 

Keating 

Proxmlre 

Case 

Kefauver 

Randolph 

Church 

Long,  Mo. 

RusseU 

Clark 

Long,  Hawaii 

Scott 

Cooper 

Long,  La. 

Sparkman 

Dodd 

McCarthy 

Stennis 

Douglas 

McGee 

Talmadge 

Engle 

McNamara 

Williams,  N.J. 

Gore 

Monroney 

Young,  Ohio 

Hart 

Morse 

Hayden 

Neuberger 

NAYS  29 

Allott 

Fong 

McClellan 

Boggs 

Hartke 

Metcalf 

Bush 

Hickenlooper 

Miller 

Byrd,  Va. 

Holland 

Mundt 

Cannon 

Hruska 

Robertson 

Carlson 

Johnston 

Smith,  Maine 

Chavez 

Jordan,  N.C. 

Thurmond 

Curtis 

Kerr 

Tower 

Dirksen 

Lausche 

Young,  N.  Dak. 

Ervin 

Mansfield 

NOT  VOTING — 31 


Anderson 

Fulbright 

Muskie 

Beall 

Goldwater 

Pearson 

Bennett 

Gruening 

Saltonstall 

Bible 

Hickey 

Smathers 

Bottum 

Humphrey 

Smith,  Mass. 

Burdick 

Jordan,  Idaho  Symington 

Butler 

Kuchel 

WUey 

Capehart 

Magnuson 

Williams,  Del. 

Cotton 

Eastland 

Ellender 

Morton 

Moss 

Murphy 

Yarborough 

So  Mr. 

Cooper’s 

amendment  was 

agreed  to. 

“Mr.  COOPER.  Mr.  President,  I  move 
that  the  vote  by  which  the  amendment 
was  agreed  to  be  reconsidered. 

Mr.  KEATING.  I  move  to  lay  that 
motion  on  the  table. 

The  motion  to  lay  on  the  table  was 
agreed,  to. 

The  PRESIDING  OFFICER.  The 
question  now  recurs  on  the  amendment 
of  the  Senator  from  Illinois  [Mr.  Doug¬ 
las],  as  amended. 

Mr.  GORE.  Mr.  President,  a  number 
of  Senators  have  indicated  that  they 
have  engagements.  I  understand  that 
the  Arkansas  Choir  is  about  to  present 
a  program.  I  will  make  an  offer.  If 
Senators  will  give  me  their  attention  for 
5  minutes,  I  will  finish  in  5  minutes. 

I  think  the  philosophical  basis  for 
support  of  or  opposition  to  the  amend¬ 
ment  was  amply  delineated  by  comments 
of  the  distinguished  and  able  senior  Sen¬ 
ator  from  Oklahoma  [Mr.  Kerr],  who 
said  a  few  moments  ago  that  the  people 
who  come  to  Washington  “to  petition 
their  Congress  represent  the  sum  total  of 
the  population  of  the  United  States:  and 
it  is  our  job  to  represent  them.”  He 
also  stated  that  “all  the  people  who  come 
here  constitute  ail  of  America.” 

I  fear  there  is  a  tendency  to  feel  that 
this  is  so;  but  I  deny  that  it  is  or  ought 
to  be  a  fact.  True,  we  are  now  tending 
to  become  a  government  by  organiza¬ 
tion  and  for  organization.  This  is  con¬ 
trary  to  the  fundamental  concept  of  our 
system  which  is  based  upon  individual 
citizenship  and  the  concept  that  Mem¬ 
bers  of  Congress  represent  the  whole 
people  and  must  give  the  interests  of 
the  whole  people  more  weight  than  is 
given  private  interests,  no  matter  how 
organized. 

The  question  involved  in  this  amend¬ 
ment  is  not  the  constitutional  right  of 
petition.  That  is  not  at  issue  in  the  bill 
at  all.  No  right  is  impinged  by  the 
pending  amendment.  The  right  of  peti¬ 
tion  is  clear;  indeed,  Congress  could  not 
deny  it  if  it  desired  to  do  so.  What  is 
involved?  I  think  there  is  here  a  basic 
question  of  public  policy  in  the  ends 
which  can  properly  be  promoted  by  tax 
law — the  policy  of  giving  legislative  en¬ 
dorsement  by  way  of  tax  deduction  to 
lobbying  on  a  national  scale;  tax  deduc¬ 
tion  for  lobbying  not  only  with  respect 
to  contacts  with  Members  of  Congress, 
but  appearances  before  congressional 
committees.  It  is  activity  at  the  con¬ 
gressional  level  that  we  hear  most  about. 

But  if  we  read  the  bill,  starting  at  the 
bottom  of  the  section,  instead  of  the 
first  sentence  of  the  section,  we  find  that 
a  tax  deduction  is  provided  for  lobbying 
all  the  way  down  to  the  grass  roots — 
with  respect  to  legislative  bodies  of  the 
counties;  the  city  council  of  the  smallest 


1962 


CONGRESSIONAL  RECORD  —  SENATE  17413 


incorporated  town  in  every  State;  and 
State  legislatures. 

Dues  are  made  tax  deductible.  What 
kind  of  dues?  In  what  amount?  How 
assessed?  No  definition  is  provided.  I 
believe  the  records  show  that  last  year 
the  American  Medical  Association  spent 
more  money  for  lobbying  than  any  other 
organization  in  the  United  States.  Sup¬ 
pose  next  year  the  AMA  spent  twice  that 
much,  or  ten  times  that  amount;  and  at 
the  end  of  the  year,  each  individual 
member  of  the  AMA  received  a  notice 
saying,  “Your  dues  are  thus  and  so” — 
perhaps  10  times  or  25  times  what  they 
were  last  year.  No  limits  are  placed  by 
the  bill ;  there  is  no  definition  in  the  bill. 
The  word  used  is  “dues”.  For  what 
purpose?  For  the  purpose  of  buying 
$100  a  plate  dinners?  For  the  purpose 
of  ringing  doorbells  in  an  attempt  to 
manufacture  sentiment? 

The  real  question  before  the  Senate  is 
a  simple  one:  Do  we  want  to  preserve 
the  traditional  concept  of  our  democratic 
way  of  life  that  Members  of  Congress 
represent  individual  citizens,  or  do  we 
want  to  give  legislative  endorsement  and 
encouragement  to  government  by  organ¬ 
ization  and  for  organization?  The  ques¬ 
tion  is  just  that  simple,  it  seems  to  me. 

Perhaps  it  is  old  fashioned,  but  I  prefer 
to  view  my  job  otherwise.  I  do  not 
wish  to  see  the  people  of  the  country 
misled — as  they  were,  recently,  into 
thinking  that  a  withholding  procedure 
was  a  new  tax. 

Mr.  President,  sometimes  I  feel  that 
my  heaviest  responsibility  is  to  represent 
those  who  are  least  aware  of  their  need 
for  representation — to  be  of  assistance  to 
the  people  who  do  not  belong  to  special- 
interest  lobbies. 

Mr.  PASTORE.  Mr.  President,  will 
the  Senator  from  Tennessee  yield? 

Mr.  C-ORE.  I  yield. 

Mr.  PASTORE.  The  Senator  does 
make  a  point ;  but  it  has  been  my  experi¬ 
ence,  in  serving  on  congressional  com¬ 
mittees,  that  they  invite  people  to  come 
to  Washington  and  to  testify  before 
them,  and  not  all  the  witnesses  are  sub- 
penaed.  Many  of  them  are  invited  to 
come  to  testify,  in  order  to  help  the  com¬ 
mittee  make  its  record.  Does  the  Sena¬ 
tor  take  the  position  that  they  should 
have  to  pay  their  own  expenses,  out  of 
their  own  pockets,  rather  than  be  able 
to  have  them  handled  as  deductible  ex¬ 
penses?  Such  witnesses  testify  before 
many  committees — in  fact,  before  all 
the  committees,  including  the  Joint 
Committee  on  Atomic  Energy.  When 
we  invite  them  to  come  before  the  com¬ 
mittees,  as  witnesses,  to  help  the  com¬ 
mittees,  how  would  the  Senator  from 
Tennessee  have  their  expenses  treated? 

Mr.  GORE.  It  seems  to  me  that  when 
Congress  wishes  to  receive  testimony 
from  an  individual  who  is  knowledge¬ 
able  in  a  given  area,  Congress  should  be 
able  to  provide  reimbursement  of  his  ex¬ 
penses. 

Mr.  PASTORE.  But  Congress  does 
not  do  that;  that  is  done  only  when  a 
witness  is  subpenaed.  Only  when  a 
witness  is  subpenaed  are  his  expenses 
paid.  Otherwise,  there  is  absolutely  no 
appropriation  for  any  such  purpose. 


Many  witnesses  come  here  and  testify 
before  the  congressional  committees  at 
their  own  expense.  For  instance,  wit¬ 
nesses  testify  for  that  purpose  before  the 
J oint  Committee  on  Atomic  Energy.  The 
Senator  from  Tennessee  says  they  would 
have  to  pay  their  expenses  out  of  their 
own  pockets.  That  makes  no  sense  at 
all. 

Mr.  GORE.  But  there  is  no  reason 
why  there  could  not  be  such  an  appro¬ 
priation;  and  I  think  public  policy  might 
well  be  served  by  adopting  such  a  policy. 

Mr.  PASTORE.  But  that  would  have 
to  be  done,  it  seems  to  me,  before  this 
provision  is  discarded;  otherwise  there 
would  be  a  vacuum. 

Mr.  GORE.  On  the  contrary,  if  the 
provisions  of  this  section  of  the  bill  are 
adopted,  it  seems  to  me  the  other  course 
is  foredoomed.  I  think  this  is  quite  an 
unwise  provision.  The  Senator  from 
Rhode  Island  and  the  Senator  from  Ten¬ 
nessee  are  discussing  expenses  in  con¬ 
nection  with  appearing  and  testifying 
before  a  congressional  committee.  But 
I  say  to  my  friend  from  Rhode  Island 
that  will  be  a  minuscule  part  of  the  ex¬ 
penses  dealt  with  and  encouraged  by 
this  provision.  Senators  should  read  the 
section.  Let  them  find  in  it  some  defini¬ 
tion  of  “dues”  or  some  definition  of  “ex¬ 
penditures”  or  some  definition  of  “re¬ 
search,”  cr  some  way,  by  means  of  this 
provision,  whereby  the  government  could 
deny  a  tax  deduction  for  a  retainer  fee 
paid  to  the  leading  politician  in  every 
congressional  district  or  in  every  county 
in  the  country,  or  to  lawyers  or  public- 
relations  experts.  This  provision  gives 
legislative  sanction  to  nationwide  lobby¬ 
ing  organizations,  operating  from  the 
level  of  city  councils  and  the  magistrates’ 
courts  in  the  counties  to  the  State  legis¬ 
latures  and  to  the  Congress.  This  pro¬ 
vision  is  more  serious  than  some  seem  to 
think.  I  feel  that  its  adoption  would 
be  a  grave  mistake. 

Mr.  President,  I  promised  to  be  brief; 
and  I  now  take  my  seat. 

Mr.  HOLLAND.  Madam  President - 

The  PRESIDING  OFFICER  (Mrs. 
Netjberger  in  the  chair).  The  Senator 
from  Florida  is  recognized. 

Mr.  HOLLAND.  Madam  President.  I 
strongly  support  the  provision  of  the 
committee  bill  which  is  being  attacked  by 
means  of  this  amendment;  and  I  oppose 
the  amendment. 

Everyone  knows  that  when  a  business, 
large  or  small,  a  corporation  or  an  in¬ 
dividual,  is  being  sued  in  court  and  is  be¬ 
ing  threatened,  either  in  its  entirety  or 
in  regard  to  any  part — large  or  small — of 
its  equities,  it  has  a  right  to  employ  law¬ 
yers  or  economists  or  specialists  or  other 
professional  men  in  various  fields,  and 
the  expenses  in  connection  with  employ¬ 
ing  them  are  deductible  as  business  ex¬ 
penses.  Everyone  knows  that,  and  it  is 
taken  for  granted. 

Madam  President,  the  greatest  Chief 
Justice  our  country  ever  had  made  one 
statement  for  which  he  will  always  be 
remembered — namely,  that  the  power  to 
tax  is  the  power  to  destroy. 

When  taxation  is  proposed  or  threat¬ 
ened  against  a  business,  and  when  the 
business  believes  the  tax  will  be  destruc¬ 


tive  in  whole  or  in  part  of  its  property 
rights,  why  is  it  any  less  a  business  ex¬ 
pense  for  that  business  to  employ  some¬ 
one  who  can  properly  defend  it,  and,  in 
that  connection,  send  to  Washington 
someone — whether  a  lawyer  or  an  econ¬ 
omist  or  an  engineer  or  some  other  ex¬ 
pert — and  have  the  knowledge  that  that 
expert  will  do  his  best  to  represent  the 
business,  and  have  the  knowledge  that 
the  expense  of  employing  that  expert 
will  be  deductible  as  a  business  expense. 

It  seems  to  me  that  is  so  reasonable 
and  is  such  a  commonsense  proposal 
that  no  one  could  for  a  moment  deny  it. 

Shall  we  say  that  anyone  who  is  en¬ 
gaged  in  business  or  who  has  a  business, 
large  or  small,  does  not  have  the  right  to 
defend  himself  when  he  is  confronted 
with  a  legislative  proposal  which  he  re¬ 
gards  as  injurious  or  destructive  of  his 
business,  and  does  not  have  the  right  to 
regard  the  expenses  of  his  defense  as  ex¬ 
penses  which  he  should  be  allowed  to  de¬ 
duct  from  his  income-tax  statement?  It 
seems  to  me  that  such  a  provision  is  just 
full  of  commonsense  and  reason  and 
equity,  and  of  course  I  support  it. 

The  only  other  provision  left  in  the 
Senate  version  of  the  bill  against  which 
the  amendment  is  directed  is  the  similar 
provision  allowing  such  a  business  to  de¬ 
duct  as  a  business  expense  its  payment  to 
an  association  or  organization  of  which 
it  is  a  part — an  organization  which  is 
conducting  the  defense  or  is  engaging 
in  the  representation  of  a  group  of  busi¬ 
nesses — for  example,  a  railroad  which 
pays  dues  to  the  National  Association  of 
Railroads  for  assembling  the  facts  which 
relate  to  the  entire  industry  may  deduct 
such  dues,  and  similar  cases  will  occur 
to  all  Senators.  That  is  all  that  is  left  in 
this  provision  of  the  bill. 

The  only  provision  which  might  have 
been  subjected  to  reasonable  question 
was  the  one  which  was  attacked  by  the 
Senator  from  Kentucky.  In  its  wisdom, 
the  Senate  has  deleted  that  provision.  I 
did  not  agree  with  that  act  of  deletion, 
but  I  do  agree  that  that  provision  was 
more  subject  to  question  than  the  two 
portions  which  are  left. 

But  the  provision  now  under  con¬ 
sideration  simply  cannot  be  questioned — 
the  provision  that  any  businessman  shall 
have  a  right  to  proceed  to  his  own  de¬ 
fense  and,  in  that  connection,  to  em¬ 
ploy  those  he  may  need  to  represent  and 
defend  him — whether  it  be  a  lawyer  or 
an  economist  or  an  engineer,  or  whoever 
in  his  opinion  will  properly  represent  his 
particular  business  and  regard  such 
employment  as  a  business  expense.  I 
think  the  committee  provision  should 
be  defended,  and  that  the  amendment 
should  be  rejected. 

Mr.  KERR.  Madam  President,  all  of 
us  know  that  the  Government  is  collect¬ 
ing  taxes  of  nearly  $100  billion  a  year 
from  the  American  people  and  from 
American  businesses,  both  large  and 
small,  regardless  of  the  size  of  their 
financial  activities  or  interests.  Such 
taxes  are  collected  from  corporations, 
many  of  them  regulated  and  controlled, 
and  all  of  them  having  to  do  with  the 
life,  the  health,  the  vigor,  and  the  vitality 
of  American  business. 
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To  say  that  the  expenses  should  not  be 
deductible  when  a  taxpayer  or  citizen 
comes  to  Washington  in  connection  with 
a  matter  directly  related  to  his  business 
is,  as  the  Senator  from  Florida  has  just 
now  said,  like  saying  to  that  taxpayer 
that  if  he  has  a  matter  which  is  in  court, 
he  can  employ  a  lawyer  to  help  defend 
him,  but  he  cannot  deduct  the  expense 
of  employing  the  lawyer — or  that  if  a 
taxpayer  or  a  businessman  has  a  mat¬ 
ter  before  the  Federal  Trade  Commis¬ 
sion  or  the  Federal  Power  Commission  or 
the  Interstate  Commerce  Commission,  he 
can  defend  himself,  but  cannot  deduct 
that  expense  as  a  business  expense. 

I  cannot  imagine  the  concept  of  those 
who  would  say  that  expenses  directly 
connected  with  the  trade  or  business  of 
a  taxpayer  should  not  be  deductible — 
when  the  taxpayer  travels  to  Washing¬ 
ton  and  testifies  before  a  congressional 
committee,  when  the  Congress  is  in  the 
process  of  increasing  taxes,  which  now 
total  nearly  $100  billion  a  year,  or  is  in 
the  process  of  expanding  the  restrictions 
or  controls,  which  already  are  most 
burdensome. 

So  I  join  the  Senator  from  Florida 
in  urging  that  the  amendment  be 
rejected. 

The  PRESIDING  OFFICER.  The 
question  is  on  agreeing  to  the  amend¬ 
ment  of  the  Senator  from  Illinois  [Mr. 
Douglas]  to  strike  out  section  3  on  page 
38,  line  17,  through  line  2,  page  40,  as 
amended  by  the  Senator  from  Kentucky 
[Mr.  Cooper]. 

The  yeas  and  nays  have  been  ordered, 
and  the  clerk  will  call  the  roll. 

The  Chief  Clerk  proceeded  to  call  the 
roll. 

Mr.  HART  (when  his  name  was 
called) .  On  this  vote  I  have  a  live  pair 
with  the  Senator  from  Nevada  [Mr. 
Bible],  If  he  were  present  and  voting, 
he  would  vote  “nay.”  If  I  were  at  lib¬ 
erty  to  vote,  I  would  vote  “yea.”  I  there¬ 
fore  withhold  my  vote. 

The  rollcall  was  concluded. 

Mr.  KERR.  I  announce  that  the  Sen¬ 
ator  from  Nevada  [Mr.  Bible],  the  Sen¬ 
ator  from  North  Dakota  [Mr.  Burdick], 
the  Senator  from  Mississippi  [Mr.  East- 
land],  the  Senator  from  Louisiana  [Mr. 
Ellender],  the  Senator  from  Arkansas 
[Mr.  Fulbright],  the  Senator  from  Min¬ 
nesota  [Mr.  Humphrey],  the  Senator 
from  Washington  [Mr.  Magnuson],  the 
Senator  from  Montana  [Mr.  Mansfield], 
the  Senator  from  Utah  [Mr.  Moss],  the 
Senator  from  Maine  [Mr.  Muskie],  the 
Senator  from  Georgia  [Mr.  Russell], 
the  Senator  from  Florida  [Mr.  Smath- 
ers],  the  Senator  from  Massachusetts 
[Mr.  Smith],  the  Senator  from  Alabama 
[Mr.  Sparkman],  and  the  Senator  from 
Texas  [Mr.  Yarborough]  are  absent  on 
official  business. 

I  further  announce  that  the  Senator 
from  New  Mexico  [Mr.  Anderson],  the 
Senator  from  Alaska  [Mr.  Gruening], 
the  Senator  from  Wyoming  [Mr.  Hick¬ 
ey],  and  the  Senator  from  Missouri  [Mr. 
Symington]  are  necessarily  absent. 

I  further  announce  that,  if  present  and 
voting,  the  Senator  from  Mississippi  [Mr. 
Eastland],  the  Senator  from  Louisiana 
[Mr.  Ellender],  the  Senator  from  Mon¬ 
tana  [Mr.  Mansfield],  and  the  Senator 


from  Missouri  [Mr.  Symington]  would 
each  vote  “nay.” 

On  this  vote,  the  Senator  from  Alas¬ 
ka  [Mr.  Gruening]  is  paired  with  the 
Senator  from  Florida  [Mr.  SmathersL 
If  present  and  voting,  the  Senator  from 
Alaska  would  vote  “yea,”  and  the  Sena¬ 
tor  from  Florida  would  vote  “nay.” 

Mr.  YOUNG  of  North  Dakota.  I  an¬ 
nounce  that  the  Senators  from  Maryland 
[Mr.  Butler  and  Mr.  Beall],  the  Sena¬ 
tor  from  Utah  [Mr.  Bennett]  ,  the  Sena¬ 
tor  from  South  Dakota  [Mr.  Bottum], 
the  Senator  from  Indiana  [Mr.  Cape- 
hart],  the  Senators  from  New  Hamp¬ 
shire  [Mr.  Cotton  and  Mr.  Murphy], 
the  Senator  from  Arizona  [Mr.  Gold- 
water],  the  Senator  from  Idaho  [Mr. 
Jordan],  the  Senator  from  California 
[Mr.  Kuchel],  the  Senator  from  Ken¬ 
tucky  [Mr.  Morton],  the  Senator  from 
Massachusetts  [Mr.  Saltonstall],  and 
the  Senator  from  Delaware  [Mr.  Wil¬ 
liams]  are  necessarily  absent. 

The  Senator  from  Illinois  [Mr.  Dirk- 
sen],  the  Senator  from  Iowa  [Mr. 
Hickenlooper],  and  the  Senator  from 
Wisconsin  [Mr.  Wiley]  are  detained  on 
official  business. 

If  present  and  voting,  the  Senator 
from  Maryland  [Mr.  Beall],  the  Sena¬ 
tor  from  Utah  [Mr.  Bennett],  the  Sena¬ 
tor  from  South  Dakota  [Mr.  Bottum], 
the  Senator  from  Indiana  [Mr.  Cape- 
hart],  the  Senator  from  Illinois  [Mr. 
Dirksen],  the  Senator  from  Idaho  [Mr. 
Jordan],  the  Senator  from  California 
[Mr.  Kuchel],  the  Senator  from  Ken¬ 
tucky  [Mr.  Morton],  and  the  Senator 
from  Massachusetts  [Mr.  Saltonstall] 
would  each  vote  “nay.” 

The  result  was  announced — yeas  13, 
nays  51,  as  follows: 

[No.  239  Leg.] 

YEAS — 13 


Bartlett 

Gore 

Pell 

Carroll 

Kefauver 

Proxmire 

Church 

McNamara 

Young,  Ohio 

Clark 

Morse 

Douglas 

Neuberger 

NAYS— 51 

Aiken 

Hayden 

Metcalf 

Allott 

H1U 

Miller 

Boggs 

Holland 

Monroney 

Bush 

Hruska 

Mundt 

Byrd,  Va. 

Jackson 

Pas  tore 

Byrd,  W.  Va. 

Javits 

Pearson 

Cannon 

Johnston 

Prouty 

Carlson 

Jordan,  N.C. 

Randolph 

Case 

Keating 

Robertson 

Chavez 

Kerr 

Scott 

Cooper 

Lausche 

Smith,  Maine 

Curtis 

Long,  Mo. 

Stennis 

Dodd 

Long,  Hawaii 

Talmadge 

Engle 

Long,  La. 

Thurmond 

Ervin 

McCarthy 

Tower 

Fong 

McClellan 

Williams,  N.J. 

Hartke 

McGee 

Young,  N.  Dak. 

NOT  VOTING— 

-36 

Anderson 

Fulbright 

Moss 

Beall 

Goldwater 

Murphy 

Bennett 

Gruening 

Muskie 

Bible 

Hart 

Russell 

Bottum 

Hickenlooper 

Saltonstall 

Burdick 

Hickey 

Smathers 

Butler 

Humphrey 

Smith,  Mass. 

Capehart 

Jordan,  Idaho 

Sparkman 

Cotton 

Kuchel 

Symington 

Dirksen 

Magnuson 

Wiley 

Eastland 

Mansfield 

Williams,  Del. 

Ellender 

Morton 

Yarborough 

So  Mr. 

Douglas’  amendment,  as 

amended,  was  rejected. 

Mr.  KERR.  Madam  President,  I  move 
that  the  vote  whereby  the  amendment 
was  rejected  be  reconsidered. 

Mr.  CURTIS.  Madam  President,  I 
move  to  lay  that  motion  on  the  table. 


The  PRESIDING  OFFICER.  The 
question  is  on  agreeing  to  the  motion  to 
lay  on  the  table  the  motion  to  recon¬ 
sider. 

The  motion  to  lay  on  the  table  was 
agreed  to. 

Mr.  CURTIS.  Madam  President,  I  do 
not  wish  to  call  up  an  amendment,  but 
I  wish  to  discuss  an  amendment. 

It  is  my  understanding  that,  perhaps 
tomorrow,  the  distinguished  Senator 
from  Illinois  will  offer  his  amendment 
identified  as  “8-23-62— K,”  commonly  re¬ 
ferred  to  as  H.R.  10.  The  amendment 
relates  to  payments  into  retirement 
funds,  before  taxes,  for  the  self-em¬ 
ployed  and  for  unincorporated  busi¬ 
nesses. 

The  Senator  from  Nebraska  has  an 
amendment  “8-30-62 — I,”  which  is  in¬ 
tended  to  be  an  amendment  to  the  Dirk- 
sent  amendment.  I  wish  to  explain  that 
amendment  at  this  time,  briefly. 

Under  existing  law  corporations  can 
set  up  pension  plans  covering  both 
their  employees  and  their  officers.  Pay¬ 
ments  into  the  pension  funds  are  made 
before  taxes.  The  pension  funds  them¬ 
selves  are  tax  free.  The  income  which 
comes  to  the  pension  funds  is  not  sub¬ 
ject  to  tax. 

That  is  the  reason  why  there  will  be 
proposed  the  Dirksen  amendment, 
known  as  H.R.  10.  An  individaul  doc¬ 
tor,  lawyer,  operator  of  a  farm,  or 
operator  of  a  grocery  store  which  is  un¬ 
incorporated,  when  he  saves  for  his  re¬ 
tirement,  must  do  so  from  income  upon 
which  he  has  paid  the  tax.  Then,  if  the 
income  is  put  into  a  fund  and  it  earns 
interest  or  dividends  or  other  income, 
that  also  is  subject  to  tax  annually. 

Corporate  entities  are  able  to  provide 
pension  funds  or  retirement  funds  be¬ 
fore  taxes,  and  those  funds  can  grow 
without  payment  of  taxes,  while  the  in¬ 
dividual  citizen  must  save  for  his  retire¬ 
ment  after  taxes,  and  the  income  he 
may  receive  is  taxed  annually. 

H.R.  10  would  provide  that  the  indi¬ 
vidual,  by  meeting  substantially  the  same 
requirements  met  by  a  corporation,  could 
save  for  his  retirement  before  taxes. 
This  would  mean  that  the  individual 
lawyer,  in  order  to  qualify  a  pension 
plan,  would  also  provide  for  his  em¬ 
ployees,  other  lawyers  working  for  the 
firm,  the  stenographers,  and  so  on.  The 
doctor,  the  grocer,  the  farmer,  or  some¬ 
one  else  would  have  to  do  the  same 
thing.  This  would  tend  to  equalize  the 
opportunity  for  the  citizens  to  save  for 
their  own  retirement  before  taxes. 

However,  if  H.R.  10  should  be  passed, 
there  still  would  be  many  individuals 
who  would  be  employed  for  a  concern 
which  would  not  and  perhaps  could  not 
set  up  a  pension  plan.  There  would  be 
individual  businessmen  and  individual 
farmers  who,  because  of  advanced  years 
or  because  of  limited  income  of  their  bus¬ 
inesses,  could  not  set  up  a  plan  and  take 
advantage  of  H.R.  10. 

My  amendment  to  H.R.  10  would  pro¬ 
vide  that  any  individual,  in  any  calen¬ 
dar  year  in  which  he  was  not  covered  by 
either  a  corporate  plan  or  a  plan  under 
H.R.  10  could  buy  a  special  issue  of 
Government  bonds  in  an  amount  not  to 
exceed  $300  a  year,  and  that  he  could 
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buy  such  bonds  before  taxes.  Those 
bonds  could  be  cashed  when  the  person 
reached  64  y2  years  of  age,  or  was  older. 
When  the  individual  cashed  them,  he 
would  pay  taxes  on  the  entire  amount, 
both  the  principal  and  the  interest. 

The  amendment  of  the  Senator  from 
Nebraska  to  H.R.  10  would  equalize  the 
opportunity  for  our  people  to  provide  for 
their  pensions.  It  would  place  Govern¬ 
ment  bonds  in  the  hands  of  individuals, 
.  as  contrasted  to  banks  and  other  in¬ 
stitutions.  It  would  provide  long-term 
financing  for  Government  bonds.  It 
would  promote  thrift.  It  would  make  it 
possible  for  the  people  who  are  not  so 
fortunate  as  to  be  able  to  work  for  a  con¬ 
cern  which  has  a  retirement  plan  to  save 
a  small  amount  and  to  do  so  before  taxes. 

As  a  matter  of  simple  equality,  these 
people  should  have  that  opportunity. 

A  question  has  been  raised  as  to  why 
the  amount  should  be  held  down  to  $300 
a  year,  or  $25  a  month.  The  people 
about  whom  I  am  talking  perhaps  can¬ 
not  have  a  great  deal  more  than  that. 
That  is  a  reason.  When  they  get  greater 
allowances,  they  must  set  up  plans  for 
their  employees.  These  people  would 
have  to  meet  other  requirements.  The 
modest  provision  would  cover  people  who 
could  not  meet  other  requirements. 

It  is  my  expectation  that  tomorrow, 
or  whenever  the  Dirksen  amendment  is 
offered,  I  shall  offer  this  amendment, 
which  would  permit  the  people  with 
modest  incomes  to  save  some  money  for 
old  age  and  to  do  so  before  taxes,  exactly 
as  the  corporate  officers  and  corporate 
employees  now  do,  and  as  it  is  proposed 
that  or  more  successful  farmers,  busi¬ 
nessmen  and  professional  men  could  do 
if  H.R.  10  should  pass. 

Madam  President,  I  yield  the  floor. 

Mr.  MCCARTHY.  Madam  President, 
I  offer  the  amendment  which  I  send  to 
the  desk  and  ask  to  have  stated. 

The  PRESIDING  OFFICER.  The 
amendment  will  be  stated  for  the  infor¬ 
mation  of  the  Senate. 

The  Legislative  Clerk.  On  page  98, 
in  line  14,  it  is  proposed  to  strike  out 
the  period  and  to  insert  a  comma  and 
the  following:  “and  without  any  deduc¬ 
tion  for  dividends  to  policyholders  pro¬ 
vided  by  section  832(c)  (11)’’. 

Mr.  MCCARTHY.  Madam  President, 
the  amendment  is  in  the  nature  of  a 
correcting  amendment.  It  was  made 
necessary  because,  subsequent  to  the 
adoption  of  a  committee  amendment  in 
the  Finance  Committee,  another  amend¬ 
ment  was  adopted,  and  the  language  of 
the  bill  as  it  now  stands  would  have  the 
effect  of  giving  an  unintended  benefit 
to  certain  insurance  companies. 

Mr.  KERR.  Madam  President,  the 
Senator  from  Oklahoma  has  also  sub¬ 
mitted  a  series  of  amendments,  one  of 
which  is  the  amendment  that  has  been 
offered  by  the  Senator  from  Minnesota. 
Therefore  I  request  its  adoption. 

The  PRESIDING  OFFICER.  The 
question  is  on  agreeing  to  the  amend¬ 
ment  of  the  Senator  from  Minnesota. 

The  amendment  was  agreed  to. 


OMIDE  AND  THE  FOOD  AND 
DRUG  ADMINISTRATION 

Mr.  'KERR.  Madam  President,  I  ask 
unanimous  consent  that  two  very  able 
articles  which  appear  in  the  current  is¬ 
sue  of  tho.  Saturday  Review,  namely,  an 
article  by  Mr.  John  Lear  entitled  “The 
Unfair  StoiV  of  Thalidomide,”  and  an¬ 
other  articleXtracing  the  history  of  the 
work  of  Dr.  Frances  Oldhan  Kelsey  and 
Dr.  Barbara  Moulton,  be  printed  at  this 
point  in  the  Record. 

There  being  n/ objection,  the  articles 
were  ordered  to  beSprinted  in  the  Record, 
as  follows : 

The  Unfinished  StWy  of  Thalidomide 

Two  years  and  threeynonths  ago — on  the 
3d  day  of  June  1960 — Mr.  George  P.  Lar- 
rick,  U.S.  Commissioner  of  Food  and  Drugs, 
the  man  responsible  for  policing  abuses  in 
the  marketing  of  drugs  in  this  country,  ap¬ 
peared  as  a  witness  before  flfie  Senate  Sub¬ 
committee  on  Antitrust  and^  Monopoly  in 
Washington,  D.C.  He  was  there  primarily  to 
explain  how  it  was  that  his  professional  sub¬ 
ordinate  and  personal  friend,  Hfenry  Welch, 
Ph.  D.,  then  Chief  of  the  Antibiotics  Division 
of  the  Food  and  Drug  Administration,  had 
managed  to  obtain  and  keep  officiaDsanction 
for  an  arrangement  under  which  DA  Welch 
collected  more  than  a  quarter  of  a  million 
dollars  in  private  fees  as  editor  of  antibiotics 
promotion  journals  at  the  same  time  hk  was 
being  paid  a  Government  salary  for  Judging 
the  worth  of  antibiotics  to  physicians  ®pd 
their  patients.  Mr.  Larrick  explained  thAt 
he  had  trusted  his  Antibiotics  Division  Chie: 
completely,  hence  had  no  cause  to  ask  for\ 
figures  when  Dr.  Welch  assured  him  that  \ 
only  a  few  small  honoraria  were  involved  in 
straightforward  editorial  work  free  of  ethical 
conflict. 

A  woman  physician  recently  resigned  from 
the  FDA  staff — Dr.  Barbara  Moulton,  daugh¬ 
ter  of  a  family  long  distinguished  in  Amer 
ican  science — had  testified  earlier  that  qu 
tionable  relationships  like  the  one  existih^ 
between  Dr.  Welch  and  the  drugmakers  were 
constantly  invited  through  repeated  vis/ing 
and  telephoning  of  FDA  officers  by  drug /Com¬ 
pany  agents.  But  Commissioner  Larr/k  de¬ 
nied  “categorically  *  *  *  all  *  *  *  /sugges¬ 
tions  and  accusations  *  *  *  that  tine  review 
of  new  drug  applications  *  *  *  mar  in  some 
instances’  *  *  *  have  been  superficial. ’’ 

“You  will  recall  *  *  *  the  tragedy  that  led 
to  the  enactment  [in  1938]  of  tile  new  drug 
section  of  the  present  law,”  he  justified.  “In 
1937  a  drug  manufacturer,  believing  that  a 
liquid  solution  of  sulfanilamide  would  be 
more  acceptable  to  the  patient  than  a  tablet, 
used  [as  a  solvent]  an  industrial  chemical 
that  had  heretofore  been/ widely  employed 
as  an  antifreeze.  Animal  Zesting  would  have 
exposed  the  danger  from  this  poisonous 
elixir.  But  the  manufacturer  did  not  test 
his  liquid.  His  mixture  of  sulfanilamide 
killed  over  100  people  before  we  could  re¬ 
move  stocks  from  th/market. 

“For  the  past  22  /ears  *  *  *  we  have  not 
had  a  repetition  oy  the  type  of  disaster  that 
brought  the  new /drug  section  into  the  law, 
and  will  not  under  the  present  procedures.” 

Let  us  set  tliem  aside  for  consideration 
later,  and  proc/ed  with  recollection  of  events 
as  they  occurred  in  1960. 

The  Sen/tors  accepted  Commissioner 
Larrick’s  assurances  and  passed  over  sug¬ 
gestions  that  he  be  requested  to  retire  from 
his  post  at  authority. 

On  that  same  day,  however.  Commissioner 
Larrik’s/official  superior,  the  then  U.S.  Sec¬ 
retary  /of  Health,  Education,  and  Welfare, 


Hon.  Arthur  S.  Flemming,  directed  that  twj 
investigations  be  opened  into  FDA’s  affa 
One  of  these  studies  would  be  scientific,  afod 
would  be  carried  out  by  a  special  pane/  of 
the  National  Academy  of  Sciences.  / The 
second  inquiry  would  be  administrativ/  and 
would  be  assigned  to  a  task  force  headed  by 
Mr.  Charles  Kendall.  In  due  time,  the  Na¬ 
tional  Academy  panel  recommended  that 
the  drug  law  be  changed  to  reahire  new 
drugs  to  be  proved  effective  as  well  as  safe 
before  going  onto  the  market,  /he  Kendall 
group  urged,  among  other  advices,  that 
fraternization  between  FDA  /officers  and 
drugmakers’  agents  be  discouraged;  and  in 
January  1961  Commissioner  Larrick's  deputy, 
John  Harvey,  circulated  a  m/mo  to  the  FDA 
staff  calling  for  obedienc/  to  the  Kendall 
injunction.  Why  the  memo  was  necessary 
to  exorcise  a  spirit  whos/ presence  Commis¬ 
sioner  Larrick  refused  t/  admit  was  not  ex¬ 
plained. 

One  year  and  six  nAonths  later — on  July 
15,  1962 — the  Washington  Post  published 
published  word  thayan  hypnotic  drug  called 
thalidomide  (tha/id'-o-mide) — implicated 
in  the  birth  during  1961  of  thousands  of 
armless,  legless,  /arless  and  otherwise  mal¬ 
formed  babies  (/ome  mere  cocoons  of  flesh, 
with  heads  attached)  to  women  in  many  for¬ 
eign  countries'  who  took  the  drug  in  early 
pregnancy — /id  been  held  off  the  American 
market  by  a/tubborn  woman  doctor  in  FDA, 
Dr.  France/  Oldham  Kelsey,  herself  mother 
of  two.  T/ie  writer  of  this  Post  news  report, 
Mr.  Morten  Mintz,  said  Dr.  Kelsey  had  ac- 
complisbred  her  purpose  only  after  months 
of  resis/ance  to  a  steady  stream  of  telephone 
calls,  letters,  personal  visits  and  appeals  over 
her  h,ead  to  her  FDA  superiors  by  representa¬ 
tive/  of  the  William  S.  Merrell  Company  of 
Ci/innati,  which  wanted  to  sell  the  drug  in 
's  country. 

.S.  Senator  Estes  Kefauver,  of  Tennes- 
before  whose  subcommittee  Commis- 
ioher  Larrick  in  1960  had  denied  the  pos¬ 
sibility  of  such  tactics  by  drugmakers,  im¬ 
mediately  proposed  to  President  Kennedy 
that  Dr.  Kelsey  be  awarded  the  Distinguished 
Federal  Civilian  Service  Medal  for  standing 
off  the  promoters  of  thalidomide. 

The  Mtrrell  Co.  reacted  by  publishing  a 
statementNniinimizlng  and  justifying  the  de¬ 
mands  it  hVd  made  on  Dr.  Kelsey’s  time  and 
patience.  Senator  Kefauver  replied  by  read¬ 
ing  into  the  Congressional  Record  on 
August  8,  1900,  a  play-by-play  account  of 
Dr.  Kelsey’s  experience  (see  chronology  be¬ 
low)  .  Taken  frbm  a  memo  in  FDA’s  files, 
this  document  fisted  50-odd  different  ap¬ 
proaches  including  a  question  of  libel  and 
an  open  hint  that  Commissioner  Larrick 
himself  would  be  enlisted  by  the  drug  house 
to  neutralize  Dr.  Ke\ey  if  she  continued  to 
refuse  a  permit. 

What  medical  mira&e  did  thalidomide’s 
maker  claim  deserved  slich  urgency? 

Thalidomide  would  help  people  to  sleep. 

Very  well.  The  drug  house  salesman  lost 
their  sense  of  perspective\on  thalidomide. 
Such  things  happen  to  all  of  us  from  time 
to  time.  Why  emphasize  thiXin. stance?  Dr. 
Kelsey  had  some  trouble  keeping  thalido¬ 
mide  off  the  American  market. \  But  she  did 
keep  it  off.  That’s  history.  CaVt  we  treat 
it  as  history? 

Even  after  some  matters  have  passed  into 
history,  they  ought  not  to  be  I Vr gotten. 
But  does  thalidomide  yet  belong  to  history  ? 

The  Council  on  Drugs  of  the  American 
Medical  Association  has  issued  a  public 
statement  saying  that  although  thalidomide 
has  never  been  sold  commercially  in  this 
country,  the  drug  has  been  in  experimental 
use  since  1956.  Since  the  experimenters  aim 
not  identified  in  this  document,  and  sincX 
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existing  law  does  not  require  the  drug 
houses  to  notify  the  Government  of  such 
experiments,  and  since  physicians  taking 
part  iK  the  experiments  are  not  required 
to  tell  patients  that  the  patients  are  being 
used  as  experimental  subjects,  and  since 
physicians  are  not  required  by  law  to  report 
births  of  abnormal  babies,  there  is  no  way 
of  knowing  h W  many  babies  deformed  by 
the  drug  are  now  living  as  helpless  and 
hopeless  charges \f  unwitting  parents. 

It  was  only  af te\  the  epidemic  of  infant 
monsterism  in  Europe  became  public  knowl¬ 
edge  in  late  1961  and\early  1962  that  occa¬ 
sional  deformed  babies\were  found  to  have 
been  bom  of  European\nothers  who  took 
thalidomide  as  far  back  as  1957. 

There  is  one  armless  child  in  New  Eng¬ 
land,  now  aged  3  years,  who  medical  authori¬ 
ties  are  almost  certain  is  a  product  of  thali¬ 
domide’s  experimental  use  herk.  But  the 
baby’s  mother  cannot  remember  Vhat  pills 
she  took  during  her  pregnancy.  XJan  you 
remember  what  pills  you  took  4  yeajjs  ago, 
or  even  last  year? 

Troubled  parents  all  over  the  country  have 
written  letters  to  Government  offices  N^n 
Washington  by  the  hundreds  since  Dr.  Ke. 
sey  got  the  medal  from  the  President. 
Among  them  is  a  report  of  an  unexplained 
crop  of  deformed  babies  born  in  the  same 
block  of  New  York  City  within  a  short  span 
of  time  5  or  6  years  ago.  All  the  families 
in  the  block  patronized  the  same  drug  store. 
Could  thalidomide  somehow  have  got  into 
drugstores  during  its  early  period  of  experi¬ 
mental  use?  Some  doctors  have  sold  drug- 
makers’  “samples”  of  other  drugs  to  drug¬ 
gists,  who  have  got  into  trouble  on  resale, 
sometimes  because  the  labels  got  mixed  up. 
Or  are  drugs  other  than  thalidomide,  cap¬ 
able  of  mutilating  babies,  on  the  market 
unknown  to  physicians? 

Appropriate  investigation  of  such  ques¬ 
tions  is  a  long  and  tedious  process.  Without 
pinpoint  documentation  of  details,  firm 
answers  are  unlikely.  The  first  set  of  reli¬ 
able  statistics  on  infant  deformations  in  the 
country  is  only  now  being  compiled  in 
Philadelphia  by  the  Foundation  for  Medical 
Research — Perinatal  Project.  Working  on  a 
grant  from  the  American  Medical  Associa¬ 
tion,  supplemented  by  other  sources  inter¬ 
ested  in  drugs,  Dr.  Sydney  Kane,  chief  of 
pediatrics  at  Frankford  Hospital,  is  tabulat¬ 
ing,  on  a  high-speed  computer,  voluntary  re¬ 
ports  of  births  in  150  hospitals  in  43  of  the 
50  States,  the  District  of  Columbia  and 
Puerto  Rico.  During  the  18  months  ending 
with  June  30,  1962,  the  number  of  babies 
born  with  any  type  of  abnormality  averaged 
2.7  in  100,000  births. 

This  figure  will  in  time  become  a  bas< 
for  comparative  studies.  Because  there  is 
way  to  tell  how  many  isolated  cases  of  tha¬ 
lidomide  deformation  may  be  dotted  thrj 
Dr.  Kane’s  record  of  the  last  18  moi 
would  probably  take  an  epidemic/of  ab¬ 
normalities  to  show  up  clearly  in  the  data. 

What  are  the  prospects  of  an  epidemic  of 
this  sort  arising  from  Merrell’syexperiments 
with  thalidomide? 

When  Merrell  applied  for  An  FDA  permit 
to  sell  the  drug  on  September  12,  1960,  the 
company  said  its  experimenters  had  been 
using  the  drug  on  human  patients  since 
January  1959.  In  anticipation  of  sales  aris¬ 
ing  from  the  experiments,  Merrell  had 
originally  imported  approximately  2,000 
kilograms  of  thalidomide  from  Chemie 
Gruenthal,  the  /West  German  drug  house 
whose  employees  (Herbert  Keller  and  Willie 
Kunz)  had  Synthesized  the  drug  in  1953. 
Later,  Merrell  itself  had  manufactured  3,300 
kilograms /more  in  this  country.  Simple 
addition/gives  a  total  of  5,300  kilograms. 

On  March  8,  1962,  when  Merrell  withdrew 
its  application  for  a  permit  to  sell  the  drug, 
the/ company  had  3,200  kilograms  of  the 
DO  total  in  the  company  warehouses.  The 


2,100  kilogram  balance  had  gone  out  to 
physicians  for  experimental  use. 

A  kilogram  contains  1,000  grams.  A  gram 
contains  1,000  milligrams.  Therefore,  there 
are  1  million  milligrams  in  a  kilogram.  In 
other  words,  2,100  million  miligrams  of  tha¬ 
lidomide  had  been  put  into  the  hands  of 
doctors. 

When  FDA  rounded  up  what  was  left  of 
the  drug  in  doctors’  offices  between  July  27, 
1962,  and  August  21,  field  agents  found 
79  American  physicians  with  a  total  of 
25,096  unused  pills. 

The  biggest  size  thalidomide  pill  that  Mer¬ 
rell  made  contained  200  milligrams.  If  all 
the  confiscated  pills  had  been  that  size, 
the  total  thus  accounted  for  would  have  been 
5,019,200  milligrams. 

What  happened  to  the  remaining  2,094,- 
980,800  milligrams  that  Merrell  turned  over 
to  the  doctors? 

Merrell  told  FDA  it  was  all  disposed  of  by 
1,231  physicians  who  took  part  in  the  experi¬ 
ment. 

FDA  agents  turned  up  36  additional 
doctors  who  were  not  participating  in  the 
experiment  but  nevertheless  had  thalido¬ 
mide  in  their  possession  and  had  prescribed 
it  to  patients. 

"A  few  investigators,”  FDA  explained,  “gave 
le  of  the  drug  to  their  partners  or  to 
other  physicians.” 

l’s  total  of  the  number  of  pattern 
using\he  pill  was  19,822. 

In  order  for  that  many  patients  to/ac¬ 
count  foivthat  much  of  a  drug,  each  patient 
would  havkto  take  a  200-milligram  pijl  every 
day  for  528\Jays — the  best  part  of  />ne  and 
a  half  years. 

Merrell  says'kn  undisclosed  amount  of  the 
drug  was  destroyed  by  the  doctors.  What¬ 
ever  that  amounK  is  would  Wave  to  be  de¬ 
ducted  from  the  immense  dosage  designated 
above  for  the  experimental/patients.  On  the 
other  hand,  it  must  by»fecognized  that  the 
average  dose  of  thalidojnkie  is  not  200  milli¬ 
grams  but  perhaps  lOt/or  even  50  milligrams. 
Merrell  made  tablets/of  the  stuff  in  200  milli¬ 
grams,  100  milligrams,  50  milligrams,  25  mil¬ 
ligrams,  12i/2  milligrams,  6(4  milligrams,  and 
4  milligrams,  it  was  prescribed,  as  a  sleep- 
inducer,  a  cough  suppressor,  ax  bellyache 
quieter,  ancDhn  antidote  for  “morning  sick¬ 
ness”  in  pregnancy. 

Therefore,  the  number  of  doses  oflthali- 
domide /distributed  over  the  country\was 
considerably  greater  than  the  number  cal¬ 
culated  on  the  basis  of  a  200  milligram  avei 
ag^aose. 

tith  such  a  broad  distribution,  some 
Questions  logically  arise: 

At  what  point  does  medical  experimenta¬ 
tion  end,  and  when  does  sample  salesmanship 
begin? 

Was  thalidomide  actually  on  the  American 
market  in  every  sense  except  a  sale  price? 

Could  FDA  possibly  be  sure  that  only 
19,822  persons  took  Merrell ’s  thalidomide 
pills? 

Could  the  physicians  to  whom  Merrell  gave 
the  drug  be  sure? 

One  thousand  pills  were  found  in  the 
medicine  cabinet  of  a  single  doctor’s  office 
in  Virginia  months  after  Merrell  called  off  its 
experiment  with  thalidomide. 

One  doctor  in  New  York  kept  prescribing 
thalidomide  to  a  patient  and  was  puzzled 
by  her  repeated  failure  to  fill  the  prescription 
at  a  drugstore. 

FDA  says  that  3,760  women  of  childbear¬ 
ing  age,  207  known  to  be  pregnant,  got  the 
drug  as  part  of  the  Merrell  experiment  and 
that  one  of  these  women  may  have  produced 
a  deformed  baby. 

Dr.  Helen  Taussig,  of  Johns  Hopkins  Uni¬ 
versity,  has  authorized  me  to  say  that  she 
knows  of  another  deformed  baby  born  of 
a  mother  who  took  some  of  Merrell’s  pills. 
This  mother  had  participated  in  the  thali¬ 
domide  experiment  without  the  mother’s 


knowledge,  her  doctor’s  knowledge,  or  Mer¬ 
rell’s  knowledge.  She  was  given  the  drug  by / 
an  older  person  who  had  received  it  froij 
a  doctor. 

“I  fear  we  will  learn  of  others  who  have 
taken  the  drug  in  the  same  innocent /way,” 
Dr.  Taussig  told  me.  Her  opinion  n/ust  be 
respected  not  only  for  the  fame  of  her  “blue 
baby”  research  but  because  she  is  the  one 
physcian  in  this  country  who/knows  the 
German  and  British  experience^with  thalido¬ 
mide  at  firsthand.  Within  days  after  learn¬ 
ing  about  the  epidemic  of/nfant  monster¬ 
ism  abroad  from  a  German  doctor  who  vis¬ 
ited  her  Johns  Hopkins /Clinic,  she  took  off 
on  a  tour  of  Europeaiynospitals  and  clinics 
last  spring.  She  alert/d  the  American  medi¬ 
cal  community  to  hue  danger  here  as  soon 
as  she  learned  o y  the  Merrell  experiment 
from  FDA  upon  her  return  home. 

Dr.  Taussig  hflieves  that  even  if  the  pros¬ 
pect  of  an  American  epidemic  of  malformed 
infants  is  small,  the  danger  should  be  faced 
openly.  Women  who  have  reason  to  suspect 
the  abnormality  of  embryos  now  in  their 
wombs  /could  seek  X-ray  confirmation. 
Where/malformation  is  apparent,  therapeu¬ 
tic  abortion  is  as  justifiable  in  Dr.  Taussig’s 
opinion  as  is  therapeutic  abortion  for  moth¬ 
ers  attacked  by  German  measles.  German 
leasles  abortions  are  legal  in  most  States. 
Qualified  statisticians  familiar  with  phar¬ 
macy  not  only  share  Dr.  Taussig’s  concern 
about  malformed  babies  yet  to  come,  but 
anticipate  worse  possibilities  than  she.  One 
who  prefers  not  to  be  quoted  because  of 
his  vulnerable  position  in  the  Government 
figures  that  by  Christmas,  or  by  Easter  at 
the  latest,  between  30  and  40  malformed 
children  may  be  born  in  this  country  of 
women  who  took  thalidomide. 

This  chilling  estimate  may  be  wrong.  The 
man  who  made  it  hopes  it  will  turn  out  to 
be  so.  The  gods  of  chance  may  in  the  end 
be  kind.  Through  an  incredible  piece  of  luck 
American  parents  may  escape  any  sizeable 
epidemic  of  helpless  offspring.  But  during 
the  months  of  anxious  waiting  that  lie 
ahead,  it  will  not  be  reassuring  to  know  that 
drug  experiments  on  human  guinea  pigs  can 
be  and  have  been  conducted  in  this  country 
by  persons  not  only  inexpert  in  any  particu¬ 
lar  discipline  of  healing  art  but  lacking  even 
a  medical  degree. 

The  whole  business  of  drug  experimenting 
(and  business  is  a  far  more  accurate  word  for 
it  than  is  science  under  the  law  as  now 
worded)  is  turned  over  to  the  drugmakers. 
They  pick  the  experimenters,  decide  the 
lumber  of  same,  and  are  free  to  accept  or 
reject  anyone’s  claim  to  qualifications  and 
facilities.  They  may  begin  using  drugs  on 
humsms  before  safety  has  been  established 
through  animal  tests,  and  they  have  the 
privilege  of  keeping  the  patients  in  ignor- 
rance  throughout  lest  knowledge  of  the 
guinea  pigv  status  have  some  undesirable 
psychological  effect  on  the  results  of  the 
experiment. 

FDA  need  ndt  be,  and  normally  is  not, 
advised  of  these  experiments  until  a  request 
comes  in  for  a  salev permit  for  the  drug. 

Considering  this  quality  of  drug  experi¬ 
mentation,  FDA  Commissioner  Larrick  was 
hardly  in  position  in  June  1960  to  say  that 
“under  the  present  procedures  *  *  *  we 
*  *  *  will  not  *  *  *  havK  *  *  *  a  repeti¬ 
tion  of  the  type  of  disaster  that  brought  the 
new  drug  section  into  the  law’  For  it  was 
faulty  procedures,  not  faulty  law,  that  made 
it  possible  for  the  thalidomide  Experiment 
to  threaten  unborn  children.  Theylaw  spe¬ 
cifically  authorizes  administrative\regula- 
tions  to  cover  drug  experiments.  Th&regu- 
lations  could  have  been  changed  athany 
time  Mr.  Larrick  chose  to  recommend  change. 
The  climate  for  change  has  been  favorable 
ever  since  SR  exposed  the  conflict  of  interes 
in  Dr.  Henry  Welch’s  affairs  in  February  1959. 
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was  still  incomplete  and  that  in  particular 
she\was  awaiting  receipt  of  the  data  on 
safetV  which  had  been  promised  at  the 
September  7  meeting. 

“September  18,  1961:  Mr.  Murray  tele¬ 
phoned  Dr.  Kelsey  to  ask  what  additional 
data  was  \equired.  Dr.  Kelsey  told  him 
she  needed  tl»e  toxicity  data  promised  at  the 
recent  meeting. 

“September  26,  1961:  Mr.  Murray  tele¬ 
phoned  Dr.  Smith  to  ask  whether  it  was 
possible  to  predict  when  the  drug  applica¬ 
tion  would  become  effective.  Merrell  wanted 
to  put  the  drug  on  the.  market  by  the  middle 
of  November;  to  do  tfaat>  printing  of  the 
labels  should  commencN  early  in  October. 
When  Dr.  Smith  offered  no  prediction,  the 
telephone  call  was  switched  to  Dr.  Kelsey. 
Mr.  Murray  tried  to  get  herNto  set  a  dead¬ 
line  for  marketing  the  drug.  Vie  wondered 
if  he  could  give  labeling  changes  on  the 
telephone  so  that  the  printing  equld  begin 
in  October  and  the  drug  could  off  on  the 
market  by  Christmas.  Dr.  Kelsey  said  no. 

"September  29,  1961 :  Merrell  senk.  new 
data  on  use  of  the  drug  during  the  ter 
months  of  pregnancy. 

“October  2,  1961 :  Merrell  sent  a  letter  cokr 
recting  an  accidental  omission  from  its  letter 
of  September  29. 

“October  19,  1961 :  Merrell  sent  further 
data  on  nervous  side  effects  of  the  drug. 

“October  23,  1961 :  A  Merrell  representative 
telephoned  one  of  Dr.  Kelsey's  colleagues  in 
the  new  drug  branch  of  FDA  to  ask  sug¬ 
gestions  on  who  would  be  good  investigators 
to  study  the  drug  in  children. 

“November  2,  1961 :  Merrell  sent  changes 
in  labeling  and  promised  further  data. 

“November  7,  1961 :  Dr.  Kelsey  advised  Mer¬ 
rell  by  letter  that  the  application  was  still 
incomplete  and  consequently  was  again  be¬ 
ing  considered  as  withdrawn  and  resub¬ 
mitted. 

“November  30,  1961 :  Mr.  Murray  called  Dr. 
Kelsey  to  tell  her  that  the  drug  had  been 
withdrawn  from  sale  in  Germany  because 
of  reports  of  abnormal  babies  born  to  women 
who  took  the  drug  in  early  pregnancy.  He 
expressed  hope  that  the  abnormal  births 
would  prove  to  be  only  coincidental.  Dr. 
Kelsey  questioned  the  safety  of  the  drug  in 
view  of  the  fact  that  one  of  its  uses  was 
supposed  to  be  in  treatment  of  morning 
sickness. 

“December  27,  1961:  Dr.  Kelsey  advised 
Merrell  by  letter  that  the  application  was 
still  incomplete  in  absence  of  data  relative 
to  the  drug’s  role  in  deformities  in  newborn 
babies.  * 

"March  8,  1962:  Merrell  withdrew  its  ap¬ 
plication  for  sale  of  the  drug  in  the  United 
States. 

“March  14,  1962:  Dr.  Kelsey  acknowledge 
withdrawal  of  the  drug  application. 

“April  11,  1962:  Dr.  Kelsey  asked  Merrell 
by  letter  whether  the  drug  was  still  under¬ 
going  investigational  use.  If  so,  sly?  asked 
to  be  informed  what  had  been  done' to  warn 
physicians  of  the  dangers  of  the  drug.  She 
asked  what  measures  the  company  had  taken 
to  inform  doctors  of  the  association  between 
the  drug  and  fetal  abnormalities  at  the 
time  the  association  first  became  known  to 
the  firm.  She  also  asked  tpr  a  complete  and 
up-to-date  list  of  all  physicians  who  had 
been  supplied  with  th/  drug  for  investiga¬ 
tional  purposes  since  the  experiment  began.” 

THE  FEMININE  CONSCIENCE  OF  FDA:  DR.  FRAN¬ 
CES  OLDHAM  KELSEY - SHE  FOLLOWED  A 

TRADITION  THA’d' ONLY  SEEMS  NEW,  THAT  OF 

THE  REASONING  WOMAN 

Invitations/to  the  White  House  are  not 
easily  come  day.  A  citizen  who  unexpectedly 
finds  hinyrelf  in  position  to  ask  a  dozen 
others  to'  go  along  and  meet  the  President 
is  bound  to  pick  the  dozen  from  those  he 
holds /n  deepest  regard  and  respect.  There¬ 
fore/the  character  of  Dr.  Frances  Oldham 
Kelsey  may  be  illuminated  by  examining  the 


list  of  guests  who  accompanied  her  to  the 
August  7,  1962,  ceremony  at  which  Presi¬ 
dent  John  F.  Kennedy  clasped  about  her 
neck  a  ribbon  dangling  the  Distinguished 
Federal  Civilian  Service  Medal. 

As  everyone  who  can  read  or  hear  surely 
knows  by  now.  Dr.  Kelsey  is  the  Canadian- 
born  medical  officer  of  the  U.S.  Food  and 
Drug  Administration  who  refused  to  approve 
American  marketing  of  thalidomide,  the 
hypnotic  drug  that  somehow  makes  armless, 
legless,  and  otherwise  monstrous  cripples  of 
babies  bora  to  women  who  take  the  drug 
“to  get  a  good  night’s  sleep”  during  early 
pregnancy. 

Dr.  Kelsey  did  not  actually  have  a  full 
dozen  White  House  invitations  to  dispense. 
But  she  did  receive  10  a  few  days  in  ad¬ 
vance  of  her  bemedalling,  and,  by  special 
dispensation  at  the  last  minute,  she  got 
an  11th. 

Dr.  Kelsey  gave  the  first  invitation  to  her 
husband,  Ellis  Kelsey,  Ph.  D.,  a  pharmacology 
professor  turned  public  health  officer,  who, 
among  many  other  things,  had  sat  up  nights 
with  her  in  September  of  1960  trying  in  vain 
to  understand  the  chemical  analysis  which 
the  William  S.  Merrell  Co.  had  submitted  to 
FDA  in  support  of  an  application  for  per¬ 
mission  to  sell  thalidomide. 

The  next  two  White  House  invitations 
ait  to  the  teenage  daughters  Frances  Kel- 
sejNhad  borne  to  Ellis:  Susan  and  Christin/ 

The  fourth,  fifth,  and  sixth  invitations 
Dr.  KAlsey  gave  to  her  brothers,  John /and 
Stewartspidham,  and  to  Stewart’s  claqghter: 
Nancy. 

The  seventh  invitation  went  to  /Cfrs.  Es¬ 
ther  McGuir^,  an  old  friend  of  the  Kelseys. 

Recipient  oS.  the  eighth  invitation  was  Dr. 
Kelsey’s  onetime  professor  at  the  University 
of  Chicago:  Dr.  M.  K.  Geiiing,  a  pioneer 
in  pharmacological  science  /n  America. 

Those  eight  choices  were  the  sort  anyone 
might  be  expected  toVia/e.  The  immediate 
family,  an  old  family  \/iend,  and  a  revered 
teacher.  Who  would  /feserve  the  remaining 
three  places  in  such  oompany? 

Dr.  Kelsey’s  9th/ 10th,  and  11th  invita¬ 
tions  to  the  White  Housexwent  to  three 
physician  colleagues  in  Federal  Government 
service:  Dr.  B/bara  Moulton,  l\.  John  Nes¬ 
tor,  and  Dr.  i/vin  Siegel. 

Why  thos/ three? 

Dr.  Moulton  is  already  a  famili^t  figure 
to  readers  of  SR.  Her  account  of  lies;  har- 
rassed  Hie  as  an  officer  of  the  U.S.  Foo\  and 
Drug /Administration  was  told  in  SR/Re- 
searph  for  July  1960  under  the  title:  “TT^e 
Dr/gmakers  and  the  Government — Wh< 
kes  the  Decisions?”  Member  of  a  family 
'ong  distinguished  in  American  science  (her 
father  was  founding  director  of  the  Brook¬ 
ings  Institution,  an  uncle  for  many  years 
„was  operating  head  of  the  American  Associ¬ 
ation  for  the  Advancement  of  Science,  and 
for  a  period  only  one  other  family  name  ap¬ 
peared  more  often  than  the  Moulton  name 
in  “Who’s  Who  in  America”),  Dr.  Moulton 
had  preceded  Dr.  Kelsey  in  the  FDA  post 
Dr.  Kelsey  now  occupies.  After  fighting  to 
keep  worthless  and  dangerous  drugs  off  the 
American  market,  sometimes  being  overruled 
by  her  official  superiors,  and  finally  ac¬ 
ceding  to  a  transfer  in  jobs  before  realizing 
that  she  had  been  moved  to  please  a  drug 
house.  Dr.  Moulton  quit  FDA  in  disgust  in 
1960  and  related  her  experiences  from  a  U.S. 
Senate  witness  stand  during  the  Kefauver 
investigation  of  drug  abuses.  Following  that 
she  made  a  special  study  of  drugs  for  the 
Kefauver  committee,  took  a  scientific  evalu¬ 
ation  job  with  the  Federal  Trade  Commis¬ 
sion,  became  a  personal  friend  of  Dr.  Kelsey,- 
and  privately  coached  Dr.  Kelsey  on  ways 
and  means  of  avoiding  some  of  the  political 
booby  traps  Dr.  Moulton  herself  had  previ¬ 
ously  fallen  into. 

By  inviting  Dr.  Moulton  to  the  White 
House  ceremony,  Dr.  Kelsey,  a  modest 
woman,  was  plainly  saying;  “Maybe  you  are 


the  one  who  really  should  be  getting  this 
medal  from  the  President.” 

Natural  enough. 

Now  the  other  two  Government  phys/ians 
among  Dr.  Kelsey’s  guests — what  ha/  they 
done  to  win  her  affection?  / 

Curiously,  newspaper,  radio  and/TV  com¬ 
mentators  have  ignored  this  que/tion.  Yet 
the  answer  is  of  considerable  inrfportance  to 
a  country  now  in  the  midst  eft  a  desperate 
struggle  to  escape  the  peril/  of  antiquated 
drug  control  laws.  When  qne  of  the  newest 
recruits  in  FDA’s  ranks  /eceives  from  the 
President  of  the  Unite/  States  one  of  the 
highest  honors  the  p/esident  has  in  his 
power  to  bestow — ar/  honor  that  logically 
should  have  gone  to  her  more  experienced 
superiors — it  is  appropriate  to  inquire  how 
she  managed  to  /take  herself  felt  effectively 
from  so  low  a  lerfel.  She  could  not  have  done 
it  alone.  Whomelped  her? 

Dr.  Kelse/  was  not  nominated  for  the 
President’s/  Distinguished  Federal  Civilian 
Service  Medal  by  her  immediate  superior. 
Dr.  Ralph  Smith,  or  by  Dr.  Smith’s  superior. 
Dr.  W/liam  H.  Kessenich,  or  by  Dr.  Kes- 
senic/’s  superior,  FDA  Commissioner  Larrick. 
Th/nomination  came  originally  from  Sena¬ 
te/  Estes  Kefauver  of  Tennessee,  immedi- 
:ely  seconded  by  the  four  other  Demo¬ 
cratic  Senators  on  the  drug  investigating 
committee,  and  later  seconded  again  by  the 
entire  membership — Democrat  and  Repub¬ 
lican  alike — of  the  Senate  Government  Op¬ 
erations  Subcommittee  chaired  by  the 
Honorable  Hubert  Humphrey,  Democratic 
party  whip.  Aside  from  Dr.  Moulton,  who 
helped  Dr.  Kelsey  when  she  needed  help? 

The  recipient  of  her  tenth  invitation  to 
the  White  House,  Dr.  John  Nestor,  works  on 
the  same  administrative  level  of  FDA  as 
Dr.  Kelsey  herself.  He  is  a  physician  in  the 
new  drug  branch  of  the  medical  division  of 
FDA.  He,  too,  is  a  fighter.  To  insiders,  he 
and  Dr.  Kelsey  are  known  as  “the  young 
turks  of  the  FDA.”  “Some  people  ask 
whether  the  name  fits  me  properly,”  Dr. 
Kelsey  says  wistfully.  She  is  48  years  old. 
“Perhaps  I  am  young  in  spirit.” 

The  holder  of  the  11th  of  Dr.  Kelsey’s  in¬ 
vitations,  Dr.  Irwin  Siegel,  is  deputy  director 
of  the  medical  division  of  FDA.  Throughout 
Dr.  Kelsey’s  ordeal,  Dr.  Siegel  stood  between 
her  superior,  new  drug  branch  chief  Dr. 
Smith,  and  Dr.  Smith’s  superior,  medical 
division  director  Dr.  Kessenich.  When  asked 
about  his  role  in  the  thalidomide  affair.  Dr. 
Siegel  temporizes  with  such  remarks  as:  “I 
am  happy  indeed  to  see  Dr.  Kelsey’s  work 
recognized.” 

It  is  interesting  that  the  medical  division 
irector.  Dr.  Kessenich,  has  chosen  this 
moment  in  time  to  resign  from  FDA  in  order 
to  lake  a  lesser  and  more  exhausting  job  in 
a  Veterans’  Administration  hospital.  His 
frienak  are  puzzled  by  his  explanation  that 
he  feared  continuance  in  FDA  would  over¬ 
strain  hik  heart. 

It  is  eveiVmore  interesting  that  FDA  Com¬ 
missioner  Murick  should  choose  the  new 
drug  branch  ohief,  Dr.  Smith,  as  acting  re¬ 
placement  for  Dr-  Kessenich.  For  the  FDA’s 
own  chronologyV of  the  thalidomide  case 
shows  that  Dr.  Smith  gave  the  drug  company 
repeated  access  to  Pl  Kelsey  3  months  after 
Commissioner  LarricKi,  assured  the  Senators 
that  such  openings  fkr  fraternization  be¬ 
tween  FDA  officials  and  agents  of  the  drug- 
makers  did  not  occur.  And  in  an  unchal¬ 
lenged  passage  of  her  Senate  testimony  of 
1960,  Dr.  Moulton  said-  that'Or.  Smith  had 
unexpectedly  joined  a  meetingSbetween  her¬ 
self  and  four  drug  company  delegates  and 
had  on  the  spot  released  a  new  dr\ig  for  sale 
"without  proof  of  safety  for  chronic  use, 
and  without  waiting  for  completion  of  phar¬ 
macological  studies.”  Dr.  Moulton  told  the 
Senators  she  was  “reasonably  sure’\Dr. 
Smith  “had  not  at  that  time  reviewed 
data  in  the  new  drug  application  but  .. 
acting  solely  on  instructions  from  above.’ 
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Under  the  usual  rules  of  internal  promo¬ 
tion  \n  Federal  Government  agencies,  Dr. 
Siegel  would  have  been  given  an  opportunity 
to  fill  Dr\Kessenich’s  place.  The  announce¬ 
ment  thatSDr.  Siegel  had  been  passed  over  in 
favor  of  DrXSmith  was  given  to  the  press  by 
Mr.  Larrick office  just  1  day  before  Dr. 
Siegel  appeare\at  the  White  House  as  a  guest 
of  Dr.. Kelsey:  1  of  the  11  people  she  most 
wanted  to  share  "her  pleasure  over  an  acco¬ 
lade  from  the  President. 

Is  Dr.  Kelsey  discouraged  by  any  of  this? 

If  so,  she  is  hiding  the  signs.  She  professes 
not  to  notice  that  anyone  in  FDA  is  out  of 
tune  with  her  own  senfee  of  dedication  to 
protection  of  the  drug  consumer.  The  last 
time  she  stopped  to  countVthere  were  up¬ 
ward  of  600  letters  on  the  tsd>le  inside  the 
front  door  of  her  home  on  Brookside  Drive 
in  Kenwood,  a  Maryland  suburbpf  Washing¬ 
ton,  D.C.;  most  of  them  were  frhm  women 
cheering  her  on,  telling  her  wherBM to  look 
for  clues  to  drug  law  conundrums  sh\  might 
have  missed  in  her  reading  of  the  nodical 
literature.  Every  one  of  those  letters  ingo¬ 
ing  to  be  answered,  either  by  a  personal  nqte, 
or  by  referral  to  FDA  and  other  agencies 
which  have  power  to  inquire  and  to  act.  Fo 
Dr.  Kelsey  knows  that  the  female  of  the 
species  really  is  more  deadly  than  the  male 
when  the  female  chooses  to  sting.  And  she 
remembers  the  decisive  role  that  other 
women  played  in  hanging  that  medal  around 
her  neck. 

There  was,  first  of  all,  the  woman  reader  of 
SR  who  asked  SR’s  science  editor  to  compile 
a  census  of  antibiotics,  and  so  broke  the  case 
of  Henry  Welch.  The  Welch  case  brought  Dr. 
Moulton  off  the  family  farm  in  West  Vir¬ 
ginia  to  throw  her  weight  behind  all-out  re¬ 
form  in  the  drug  laws.  Following  the  fem¬ 
inine  bent  to  seek  advice  from  another  fe¬ 
male,  Dr.  Moulton  went  to  Congresswoman 
Leonor  Sullivan  of  Missouri,  who  had  been 
trying  for  10  years  to  stir  interest  in  a  new 
law  that  would  protect  women  from  the 
chemical  dangers  of  cosmetics  and  the  me¬ 
chanical  perils  of  purportedly  protective  de¬ 
vices  as  well  as  from  the  hazards  of  un¬ 
familiar  drugs.  Through  Congresswoman 
Sullivan,  Dr.  Moulton  reached  the  Kefauver 
committee  in  the  Senate,  where  she  teamed 
her  talents  as  an  outsider  with  two  Gov¬ 
ernment  insiders  of  formidable  talent:  Dr. 
Irene  Till,  an  economist  noted  for  her  asso¬ 
ciation  with  the  late  Franklin  D.  Roosevelt’s 
New  Deal,  and  Mrs.  Lucille  Went,  a  patent 
attorney,  one  of  the  few  persons  anywhere 
who  knows  which  chemical  names  fit  the 
myriad  trade  names  of  drugs. 

Knowing  that  Dr.  Moulton  had  resigned 
the  FDA  post  she  now  occupied.  Dr.  Kelsey 
attended  the  Kefauver  drug  hearings  to  hear 
her  predecessor’s  testimony.  In  this  way  th 
two  women  met.  They  liked  each  other,  a 
quickly  became  friends 

Dr.  Moulton’s  formal  contact  on  tlwKe- 
fauver  committee  staff  was  Dr.  Eppes  IVayles 
Browne,  Jr.,  who  reports  to  Chief  Staff  Econ¬ 
omist  Dr.  John  Blair.  In  time,  Drs.  Moul¬ 
ton  and  Browne  discovered  thev/had  other 
common  interests  than  drugs,  iiut  courting 
was  difficult  because  Dr.  Browne  was  newly 
divorced  and  because  hardly /anyone  outside 
the  Kefauver  committee  w/s  talking  to  Dr. 
Moulton  at  that  point  in/time.  Dr.  Kelsey 
solved  the  problem  by  inciting  the  lovestruck 
pair  to  the  Kelsey  hgdtse  for  dinners  and 
evenings  of  talk. 

These  evenings  were  as  comforting  to  Dr. 
Kelsey  as  they  were  to  her  guests.  For  Dr. 
Kelsey  had  many' moments  of  feeling  rather 
alone  after  the la  err  ell  application  for  thalid¬ 
omide  reached  her  FDA  desk  in  September 
1960.  She  recognized  her  own  experiences  as 
a  parallel  Vb  the  experiences  Dr.  Moulton  had 
described^  on  the  witness  stand,  and  she 
wondered  whether  she  could  escape  Dr. 
MouldSn’s  fate.  At  one  point,  when  a  Mer- 
rell  Representative  questioned  whether  Dr. 
Kefsey  had  libeled  Merrell,  she  sought  legal 
nvice. 


She  had  her  husband’s  support,  of  course, 
and  it  was  much  more  than  a  husband  usu¬ 
ally  can  give.  For  as  a  pharmacologist,  Dr. 
Ellis  Kelsey  could  follow  and  confirm  his 
wife’s  reasoning  step  by  step.  First  the 
puzzling  chemistry  of  the  drug,  then  the  un¬ 
satisfying  tests  on  animals — none  of  which 
it  put  to  sleep,  then  the  discovery  in  England 
that  habitual  use  of  the  drug  brought  peri¬ 
pheral  paralysis  to  some  people,  and  finally 
the  awful  truth  about  the  malformed  babies. 

After  the  struggle  was  past  and  Merrell 
had  withdrawn  its  application  for  permission 
to  sell  the  drug  commercially.  Dr.  Kelsey  felt 
she  had  lived  through  a  fairy  tale.  It  was 
hard  for  her  to  believe  that  she,  Frances  Kel¬ 
sey,  had  accurately  predicted,  on  theoretical 
grounds,  that  because  thalidomide  caused 
paralysis  of  peripheral  nerves  in  those  who 
took  the  drug  habitually,  the  drug  probably 
would  cause  greater  damage  to  the  develop¬ 
ing  human  embryo.  Great  scientists  did  such 
things.  But  “Frankie”  Kelsey? 

Most  women  who  afterward  read  or  heard 
about  what  she  had  done  lacked  the  scien¬ 
tific  background  to  appreciate  her  accom¬ 
plishments.  They  really  didn’t  care  about 
the  science  of  it;  what  mattered  to  them  was 
the  heartbreak  of  helpless  babies.  They 
•ere  all  for  Dr.  Kelsey.  The  male  politicians 
o\  Washington  did  not  at  first  understand 
this.  They  saw  an  aura  of  partisan  politics 
arodnd  Senator  Kefauver’s  proposal  for  ~ 
Presidential  medal  for  Dr.  Kelsey.  And  I 
Kelsey\  name  was  missing  from  the  original 
White  House  list  of  those  who  were  t/  re¬ 
ceive  thev  Distinguished  Federal  Civilian 
Service  awawl.  . 

At  that  point,  a  woman  who  grasped  both 
the  human  and  scientific  implications  de¬ 
cided  to  act.  \  The  aforementioned  Mrs. 
Lucille  Went,  having  left  the  Kefauver  com¬ 
mittee  staff  for  a  post  on  thg  Federal  Trade 
Commission,  risked 'crossing  the  party  line 
of  a  Democratic  admiPistmtion  in  Washing¬ 
ton  and  took  the  story a  Republican  Sen¬ 
ator  from  her  home  9wie,  South  Dakota: 
the  Honorable  Karl  1C.  Mundt.  Mrs.  Went 
pointed  out  to  the  SenatorNttiat  Dr.  Frances 
Kelsey  and  her  family  had \ived  in  South 
Dakota  for  8  yeans  prior  to  mo\ing  to  Wash¬ 
ington,  and  thaff  the  Kelseys  st' 
a  home  in  Vpfmillion,  S.  Dak., 
address. 

Senator  /Wundt  is  not  one  to  slight  a 
worthy  constituent  of  either  politicaI\party. 
When  Dr.  Kelsey  appeared  before  Senator 
Humphrey's  Government  Operations  Sub- 
comnfittee,  Mr.  Mundt  took  over  the  stage 
to  .Acknowledge  South  Dakota’s  particul 
debt  to  her.  He  lauded  her  as  “friend  to 
(ver  50,000  South  Dakota  residents”  whom 
she  had  served  as  a  family  doctor:  citizens 
of  “Lemmon,  in  Perkins  County;  Faith,  in 
Meade  County;  Philip,  in  Haakon  County; 
Martin  in  Bennett  County;  Pierre,  in  Hughes 
County;  Gregory  and  Burke,  in  Gregory 
County;  Armour,  in  Douglas  County;  and 
Vermillion,  in  Clay  County,  the  seat  and  the 
home  of  the  University  of  South  Dakota 
Medical  School.” 

Before  that  hearing  day  was  over,  Dr. 
Kelsey’s  symbolic  value  was  plain  to  the 
whole  membership  of  Senator  Humphrey’s 
subcommittee,  and  Mr.  Humphrey  led  the 
group  in  seconding  Senator  Kefauver’s  nom¬ 
ination  of  her  for  the  Presidential  medal. 

As  the  New  York  Times  has  noted.  Dr. 
Kelsey’s  triumph  over  a  powerful  drug  house 
“points  up  the  fact  that  all  important  Gov¬ 
ernment  decisions  do  not  flow  from  plush 
offices  with  wall-to-wall  carpeting.”  She 
works  in  a  bare-floored  room  in  a  rickety  bar¬ 
rack  that  has  been  temporary  quartering  for 
FDA  since  World  War  II;  the  walls  are  tat¬ 
tered  with  faded  green  paint;  there  are 
blinds  but  no  curtains  at  the  windows;  desk 
and  tables  are  piled  with  books  and  papers, 
in  the  manner  of  a  place  accustomed  to  long 
and  intense  concentration. 

Entirely  apart  from  her  demonstration  that 
science  can  fulfill — and  thrill  in  the  fulfilling 


of — its  social  responsibility  to  a  democratic/ 
people,  many  women  will  love  Dr.  Kelsey  be 
cause  of  her  personal  candor.  She  admits 
she  doesn’t  like  housework.  She  would 
rather  read  or  play  tennis.  She  /isn’t 
a  good  cook  (at  least  not  in  her  own  estima¬ 
tion),  yet  she  cheerfully  prepares  the  meals 
for  the  family  and  finds  some  pride  in  a 
relative  lack  of  complaints  of  indigestion. 

Dr.  Kelsey  has  been  a  naturalized  citizen 
of  the  United  States  since  1055.  But  she 
still  betrays  many  signs  of  hat  birth  on  Van¬ 
couver  Island,  where  the  /itizenry  is  more 
British  than  the  BritishVShe  is  altogether 
reserved,  wears  her  haijr  short  and  straight 
and  her  heels  broad  and  flat.  Her  faith  in 
the  goodness  of  people  sometimes  leads  her 
into  moments  of  /laivete.  However,  like 
others  who  share  aer  shyness,  she  can  wreak 
havoc  on  those /Who  expect  either  fear  or 
gullibility. 


^maintained 
a  voting 


Mr.  DOUGLAS.  Madam  President,  I 
urge  Members  of  Congress  and  the  peo¬ 
ple  of  the  country  to  read  those  articles. 
I  thini/they  will  confirm  our  opinion  of 
the  heroism  not  only  of  Dr.  Kelsey  but 
alsc/Of  Dr.  Barbara  Moulton,  who  earlier 
protested  against  the  way  in  which  the 
drug  section  of  the  Food  and  Drug  Ad¬ 
ministration  was  being  maladministered 
under  the  direction  of  Mr.  Larrick,  and 
who  was  also  very  helpful  in  exposing 
some  of  the  activities  of  Dr.  Welch. 

Dr.  Moulton  comes  from  a  very  dis- 
tiguished  family.  Her  father  was  Har¬ 
old  G.  Moulton,  who  was  for  many  years 
professor  at  the  University  of  Chicago, 
and  then  for  many  years  head  of  the 
Brookings  Institution.  Her  uncle  was 
the  celebrated  astronomer  Forrest  Moul¬ 
ton,  who  for  many  years  was  secretary 
of  the  American  Asssociation  for  the  Ad¬ 
vancement  of  Science. 

Dr.  Moulton  is  one  of  the  unsung 
heroines  in  the  whole  battle  because,  ex¬ 
posed  to  heavy  pressure  from  drug 
manufacturers  and  with  little  or  no  sup¬ 
port  from  her  superiors,  she  stood  fast. 
The  two  articles  indicate  the  need  for  a 
thorough  housecleaning  in  the  Food  and 
Drug  Administration.  I  believe  the 
President  should  seriously  consider 
whether  or  not  Dr.  Larrick  and  his  as¬ 
sistants  should  be  reappointed. 


REVENUE  ACT  OF  1962 

The  Senate  resumed  the  consideration 
of  the  bill  (H.R.  10650)  to  amend  the 
Internal  Revenue  Code  of  1954  to  pro¬ 
vide  a  credit  for  investment  in  certain 
depreciable  property,  to  eliminate  cer¬ 
tain  defects  and  inequities,  and  for  other 
purposes. 

Mr.  PROXMIRE.  Madam  President, 
it  is  my  understanding  that  the  Senate 
is  about  to  adjourn.  Before  the  Senate 
adjourns,  I  wish  to  say  that  this  is  one 
of  the  saddest  days  in  the  history  of  the 
Senate,  in  my  judgment.  The  failure  of 
the  Douglas  amendment  was  a  real  trag¬ 
edy.  It  goes  far  beyond  tax  legislation 
because  it  relates  to  all  legislaion  that 
comes  before  us.  I  think  we  should  now 
be  aware  that  what  we  have  done  in  the 
tax  bill  is  to  provide  special  advantages 
to  those  persons  and  corporations  that 
have  a  financial  interest  in  the  legisla¬ 
tion.  The  advantage  is  perfectly  enor¬ 
mous.  It  means  that  one-half  the  cost 
of  lobbying  legislation  would  be  borne  by 
the  Federal  Government  if  the  lobbyists 
are  large  corporations.  Of  course,  small 
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corporations  would  not  have  that  ad¬ 
vantage. 

But  the  public  interest  and  those  who 
advocate  the  public  interest,  whether 
they  are  the  Civil  Liberties  Union,  the 
League  of  Women  Voters,  or  Americans 
for  Constitutional  Reform,  or  any  group 
that  fights  for  their  ideals  would  not 
have  an  equal  opportunity  or  equal  ad¬ 
vantage.  The  administration  directly 
opposed  this  lobbying  provision.  The 
House  under  a  closed  rule  had  no  chance 
to  vote  on  it.  The  Senate  collapsed. 

I  intended  to  vote  against  the  bill  even 
before  the  Douglas  amendment  failed. 
Now  I  feel  that  it  is  important  that  all 
Senators  give  the  most  careful  and 
thoughtful  consideration  to  the  action 
which  was  taken  today  especially  the  36 
Senators  who  failed  to  vote  on  the  Doug¬ 


las  amendment.  This  has  indeed  been  a 
tragic  day  for  the  U.S.  Senate. 


RUMOKE33INVITATION  TO  KHRU- 
SHCHEV  TGkJflSIT  THE  UNITED 
STATES 

Mr.  LAUSCHE.  MacTSsa^  President, 
word  has  been  received  thaCth^e  is  a 
movement  in  Ohio  to  invite  Khrushohev 
to  the  United  States,  and  especially  ti 
Ohio.  I  wish  the  Record  to  show  ths 
I  do  not  approve  of  any  such  movemeht. 
I  am  sure  that  the  people  of  Ohio  do 
not  approve  it.  I  am  certam^that  a  visit 
by  Khrushchev  to  the/Cfnited  States 
could  not  be  of  help^to  our  country.  It 
would  only  givetafther  encouragement 
and  cause  trouble  to  us  on  all  shores  and 
in  many  sptfts  of  the  world. 


E  17421 

ENROLLED  BILL  PRESENTED 

The  Secretary  of  the  Senate  roptfrted 
that  on  today,  September  4,  1962Che  pre¬ 
sented  to  the  President  of^the  United 
States  the  enrolled  476)  to  estab¬ 

lish  the  Point  ReyeSNational  Seashore 
in  the  State  opCalifornia,  and  for  other 
purposes. 


5JOURNMENT  UNTIL  10  O’CLOCK 
TOMORROW  MORNING 
Mr.  KERR  Madam  President,  I  move 
that  the  Sen&testand  in  adjournment 
until  10  o’clock  toiho^row  morning. 

The  motion  was  agreM^o;  and  (at  5 
o’clock  and  36  minutes  p.rmT'-^tie  Sen¬ 
ate  adjourned  until  tomorrow,  wSdn^s- 
day,  September  5,  1962,  at  10  o’clock  aun> 
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HIGHLIGHTS:  Senate  committee  voted  to  r^ort  bills  for  revised  apportionment  of 

school  lunch  and  extension  work  funds ,  Expanded  forestry  research,  land  develop¬ 
ment  program  in  Alaska,  and  cooperation  with\States  in  administration  of  agricul¬ 
tural  laws.  Senate  committee  reported  roads  oiAl.  Sen.  Neuberger  urged  removal 
of  Jones  Act  restrictions  on  lumber/ shipments  t\  Puerto  Rico.  Sen.  Humphrey  urged 
discontinuance  of  administrative  /dget. 

SENATE 

1.  AGRICULTURE  AND  FORESTRY  CfoMMITTEE.  The  Agricultur^and  Forestry  Committee 
voted  to  report  (but  di/6  not  actually  report)  without  amendment  S.  2805,  to 
provide  for  a  program/of  agricultural  land  development\in  Alaska;  S.  3589, 
authorizing  acquisilyton  of  certain  lands  in  Wright  County  Minn.,  for  exchange 
for  State-owned  lanHs  in  Superior  National  Forest;  S.  3475,  to  provide  further 
cooperation  with  /he  States  in  the  administration  and  enforcement  of  certain 
Federal  laws;  */  R.  9728,  authorizing  an  increase  from/2. 5\nillion 
lion  in  the  annual  appropriation  under  the  Cooperative  Forest  Kan age me^t  c  , 

H.  R.  12589,  revise  the  formula  for  the  distribution  of  Fedef^l  funds  fo 
aericultura/extension  work;  with  amendment  H.  R.  12688,  aut  ioriz\^g  coo 
tion  with  2nd  encouragement  of  the  States  in  carrying  out  program |o££^£2 
research/  and  H.  R.  11665,  to  revise  the  formula  for  the  apport lonm^it  8 


the  Stages  of  funds  under  the  National  School  Lunch  Act.  p, 


2.  INTERt6r  AND  INSULAR  AFFAIRS  COMMITTEE.  The  Interior  and  Insular  Affaire 
mit/ee  voted  to  report  (but  did  not  actually  report)  S.  3335,  changing  cne 
of  Big  Hole  Battlefield  National  Monument  to  Big  Hole  Nationa 


.om- 


ni 


2 


field,  and  acquiring  additional  land  therefor  (amended);  S.  3530*  authorizing 
acquisition  of  land  along  the  Delaware  River  for  the  creation  of  Tocks^Island 
National  Recreation  Area  (amended);  S.  3160,  to  amend  the  act  concerning  home 
stead  e\try  on  land  containing  coal,  oil,  and  gas  so  as  to  extend  its  provi¬ 
sions  toNthe  tovnsite  laws  applicable  in  Alaska  (amended);  S.  J.  Res.  136,  to 
determine  \he  susceptibility  of  minerals  to  electrometallurgical /processes 
(amended);  II.  R.  9280 ,  to  give  the  Secretary  of  the  Interior  di/c ret ionary 
authority  toisell  certain  mineral  and  vegetative  materials  on  Public  lands  by 
negotiation  rather  than  by  competitive  bid  when  in  the  best  interest  of  the 
Government;  H.  R.  10540,  to  make  deposits  of  petrified  woo d/aispo sable  under 
the  Materials  Ac\:  and  H.  R.  11164,  to  approve  an  amendatory  repayment  con¬ 
tract  negotiated  with  the  Quincy  Columbia  Basis  Irrigation  District,  p.  D809 


3.  ROADS.  The  Public  WoRks  Committee  reported  with  amendments  H.  R.  12135 >  the 
proposed  Federal -Aid  Highway  Act  of  1962,  which  includes  authorizations  for 
forest  highways  and  forest  development  roads  and  trails  (S.  Rept.  1997)- 
p.  17425 


4.  FORESTRY.  Sen.  Neuberger  stated  that  no  domestic /umber  is  now  being  shipped  to 
Puerto  Rico  because  of  certain  restrictions  of /the  Jones  Act  and  that  she  in¬ 
tended  to  propose  an  amendmemXto  the  foreigiytrade  bill  to  permit  the  Secre¬ 
tary  of  Commerce  to  waive  JonesVAct  requirements  with  respect  to  such  lumber 
shipments  to  Puerto  Rico.  p.  17427 


5.  BUDGET.  Sen.  Humphrey  urged  that  thevp resent  administrative  budget  be  replaced 
by  two  budgets,  "the  current  budget  covered  by  current  revenues,  and  the  capi¬ 
tal  budget  financed  largely  by  borrowings  backed  up  by  capital  assets  and  by 
earnings  from  these  projects,"  and  staffed  that  "until  we  scrap  the  obsolete 
accounting  procedures  of  the  Federal  administrative  budget,  we  will  be  unable 
to  create  the  dynamism  which  one  l^as  a  rigjrt  to  expect  from  the  leader  of  the 
free  world."  pp.  17557-8 


6.  TAXATION.  Continued  debate  on  H.  R.  IO65O,  the  proposed  Revenue  Act  of  1962 
(pp.  17425-^,  17440-556).  Agreed  to  a  unanimous -consent  agreement  that, 
effective  Thurs.,  Sept.  6,  further  debate  on  the  bill  will  be  limited  to  four 


hours  (p.  17516).  Sen.  McCarthy  inserted  a  statement  to  clarify  the  tax  statu 
of  farmers*  cooperatives  after  Sen.  Kerr  assured  him  that  "I  have  a  positive  * 


conviction  that  nothing  in  the  bill  would  lose  to  a  cooperative  any  tax-exempt 
status  it  now  has  under  existing  law"  (p.  17551) . 


7.  RECLAMATION.  The  Interior  and  Insular  Affairs  Committee 
ment  H.  R.  575 }  to /authorize  construction  of  the  upper 
reclamation  proje/t,  Ore.  (S.  Rept.  1996),  p.  17425 


Reported  without  amend 
cision  of  the  Baker 


8.  APPROPRIATIONS.  /The  "Daily  Digest"  states  that  a  subcommittee\of  the  Appropria 
tions  Committee  "marked  up  and  agreed  to  report  to  the  Subcommittee  on  Public 
Works  proposed  funds  for  the  Atomic  Energy  Commission  and  the  Tennessee  Valley 
Authority  embodied  in  H.  R.  12900,  fiscal  1963  appropriations  for\public  works 
p.  D808 


9.  FOREIGN 
to  H. 


Sen.  Neuberger  submitted  an  amendment  intended  to  be  proposed 
11970,  the  foreign  trade  bill.  p.  17425 


DRY;  NATURAL  RESOURCES.  Sen.  Morse  inserted  his  speech  at  the  Wester^ 
2S  Democratic  Conference  at  Seattle,  Wash.,  on  Aug.  5,  in  which  he  dis' 
isses  legislation  relating  to  forestry,  natural  resource  development,  and 
'other  subjects,  pp.  17569-70 
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EXECUTIVE  COMMUNICATIONS, 
ETC. 

Th\  ACTING  PRESIDENT  pro  tem¬ 
pore  laid  before  the  Senate  the  follow¬ 
ing  letters,  which  were  referred  as  in¬ 
dicated: 

Reports  on  Reserve  Components  Construc¬ 
tion  Authorization  Program 
A  letter  from  \he  Deputy  Assistant  Secre¬ 
tary  of  Defense '^Properties  and  Installa¬ 
tions)  ,  transmitting,  pursuant  to  law,  re¬ 
ports  on  the  location,  nature,  and  estimated 
cost  of  facilities  projects  proposed  to  be  un¬ 
dertaken  for  the  respective  Reserve  compo¬ 
nents  of  the  Armed  Forces  (with  accom¬ 
panying  reports) ;  to  th\  Committee  on 
Armed  Services. 

Report  on  Department  op  fiteFENSE  Prime 
Contract  Awards  to  Smali\  and  Other 
Business  Firms 
A  letter  from  the  Acting  Assistant  Secre¬ 
tary  of  Defense  (Installations  and  Logistics), 
transmitting,  pursuant  to  law,  a  report  on 
Department  of  Defense  prime  contract 
awards  to  small  and  other  business  firms, 
for  the  fiscal  year  1962  (with  an  accompanV- 
ing  report) ;  to  the  Committee  on  Banking 
and  Currency. 

Suspension  of  Deportation  of  Certain 
Aliens 

Two  letters  from  the  Commissioner,  Im¬ 
migration  and  Naturalization  Service,  De¬ 
partment  of  Justice,  transmitting,  pursuant 
to  law,  copies  of  orders  suspending  deporta¬ 
tion  of  certain  aliens,  together  with  a  state¬ 
ment  of  the  facts  and  pertinent  provisions 
of  law  pertaining  to  each  alien,  and  the 
reasons  for  ordering  such  suspension  (with 
accompanying  papers) ;  to  the  Committee  on 
the  Judiciary. 


REPORTS  OP  COMMITTEES 

The  following  reports  of  committees 
were  submitted: 

By  Mr.  JACKSON,  from  the  Committee  on 
Interior  and  Insular  Affairs,  without  amend¬ 
ment: 

H.R.  575.  An  act  to  authorize  the  Secre¬ 
tary  of  the  Interior  to  construct,  operate, 
and  maintain  the  upper  division  of  the 
Baker  Federal  reclamation  project,  Oregon, 
and  for  other  purposes  (Rept.  No.  1996). 

By  Mr.  CHAVEZ,  from  the  Committee  on 
Public  Works,  with  amendments: 

H.R.  12135.  An  act  to  authorize  approj 
priations  for  the  fiscal  years  1964  and  1985 
for  the  construction  of  certain  highways 
in  accordance  with  title  23  of  the  United 
State  Code,  and  for  other  purposes  /Rept. 
No.  1997). 

Mr.  MANSFIELD.  Mr.  Prudent,  I 
ask  unanimous  consent  that  a  state¬ 
ment  prepared  by  the  Senator  from 
New  Mexico  [Mr.  Chave/j  relating  to 
the  bill  (H.R.  12135),  mst  reported  by 
him,  be  printed  in  the/RECORD. 

There  being  no  objection,  the  state¬ 
ment  was  ordered /o  be  printed  in  the 
Record,  as  follow* 

Statement /BY  Senator  Chavez 

This  bill  authorizes  a  continuation  of  the 
Federal-aid  highway  program  for  the  reg¬ 
ular  systems/  for  the  fiscal  years  1964  and 
1965.  It  ajso  authorizes  additional  amounts 
for  roads/on  Federal  lands  for  those  years, 
and  additional  funds  for  completion  of  the 
Inter  ^American  Highway  and  the  Rama 
Roa^K 

Ae  bill  also  provides  for  payment  of  re- 
lhcation  assistance  to  families  and  businesses 


displaced  by  Federal-aid  highway  construc¬ 
tion. 

On  April  5,  1962,  the  President  sent  to 
Congress  his  message  on  the  transportation 
system  of  the  Nation.  This  message  con¬ 
tained  several  important  recommendations 
as  to  the  role  of  highways  in  our  transporta¬ 
tion  system. 

On  April  6,  1962,  the  Secretary  of  Com¬ 
merce  submitted  to  the  Congress  a  draft  of 
proposed  legislation  to  implement  the  rec¬ 
ommendations  of  the  President  concerning 
Federal-aid  highway  legislation. 

H.R.  12135  follows  very  closely  the  recom¬ 
mendations  of  the  Secretary  of  Commerce 
on  Federal-aid  legislation. 

The  bill  authorizes  $950  million  for  each 
of  fiscal  years  1964  and  1965  for  the  regular 
A-B-C  systems. 

It  authorizes  funds  for  roads  for  adminis¬ 
tration,  development,  utilization,  and  pro¬ 
tection  of  our  public  lands  and  reservations, 
at  slightly  increased  amounts  over  previous 
years.  These  amounts  are  believed  necessary 
for  proper  development  of  our  natural  re¬ 
sources,  and  to  take  care  of  the  increased 
use  of  our  forests,  parks,  and  public  lands. 

It  authorizes  the  use  of  secondary  high¬ 
way  funds  on  urban  extensions  of  the  sec¬ 
ondary  system,  transportation  planning  in 
\urban  areas,  and  for  highway  planning  and/ 
'^search. 

ae  committee  believes  that  the  provi¬ 
sions  of  H.R.  12135  will  keep  our 
highway  program  in  balance  with  the/other 
highway  programs,  to  meet  the  needs  of 
presentV traffic,  and  will  go  a  long  way 
toward  meeting  the  recommendations  of  the 
President  \n  transportation  qnd  Federal- 
aid  highway! 


BILLS\INTRODU  CED 

Bills  were  intiWlu/ed,  read  the  first 
time,  and,  by  unanimous  consent,  the 
second  time,  and  /ervrred  as  follows: 

By  Mr.  SMITH  ofSMassachusetts : 

S.  3693.  A  bill/for  the  relief  of  Emilia  Sup- 
pa;  to  the  Committee  on  tne  Judiciary. 

By  Mr/LONG  of  Missouri : 

S.  3694.  A/bill  for  the  relief\of  Dr.  Dunet 
Francois  Jselancourt;  to  the  Copimittee  on 
the  Judi/iary. 

iy  Mr.  HUMPHREY: 

S.3^95.  A  bill  for  the  relief  of  thN  Stand¬ 
ard/Spring  Co.;  to  the  Committee  the 
Judiciary. 

By  Mr.  CLARK: 

S.  3696.  A  bill  for  the  relief  of  Nicoldas 
Louvaris;  to  the  Committee  on  the  Judiciary 


TRADE  EXPANSION  ACT  OF  1962- 
AMENDMENT 

Mrs.  NEUBERGER.  Mr.  President,  I 
submit  an  amendment,  intended  to  be 
proposed  by  me,  to  the  bill  (H.R.  11970) 
to  promote  the  general  welfare,  foreign 
policy,  and  security  of  the  United  States 
through  international  trade  agreements 
and  through  adjustment  assistance  to 
domestic  industry,  agriculture,  and  la¬ 
bor,  and  for  other  purposes,  and  ask  that 
it  be  printed  and  appropriately  referred. 
I  ask  unanimous  consent  that  the 
amendment  be  held  at  the  desk  for  5  days 
to  receive  signatures  of  additional  co¬ 
sponsors. 

The  ACTING  PRESIDENT  pro  tem¬ 
pore.  The  amendment  will  be  received, 
printed,  and  referred  to  the  Committee 
on  Finance;  and,  without  objection,  the 
amendment  will  be  held  at  the  desk,  as 
requested  by  the  Senator  from  Oregon. 


NOTICE  OF  HEARING  ON  NOMINA¬ 
TION  OF  WALTER  C.  SAUER, 
THE  DISTRICT  OF  COLUMBIA  VtO 
BE  FIRST  VICE  PRESIDENT/  OF 
THE  EXPORT-IMPORT  BANK  OF 
WASHINGTON 

Mr.  ROBERTSON.  Mr.  P/esident,  as 
chairman  of  the  Committed  on  Banking 
and  Currency,  I  wish  to  give  notice  that 
a  public  hearing  has  been  scheduled  for 
Friday,  September  7/  at  10  a.m.,  in 
room  5302,  New  Semite  Office  Building, 
on  the  nomination  af  Walter  C.  Sauer,  of 
the  District  of  Columbia,  to  be  First  Vice 
President  of  the/Export-Import  Bank  of 
Washington,  vice  Tom  Killefer. 

All  person/  who  wish  to  appear  and 
testify  on  this  nomination  are  requested 
to  notify/ Mr.  Matthew  Hale,  chief  of 
staff,  Senate  Committee  on  Banking  and 
Currency,  room  5300,  New  Senate  Office 
Building,  telephone  Capitol  4-3121,  ex¬ 
tension  3921. 

- - 

''ADDRESSES,  editorials,  arti¬ 
cles,  ETC.,  PRINTED  IN  THE  AP¬ 
PENDIX 

On  request,  and  by  unanimous  consent, 
addresses,  editorials,  articles,  etc.,  were 
ordered  to  be  printed  in  the  Appendix,  as 
follows: 

By  Mr.  WILEY: 

Excerpts  from  address  prepared  by  him  for 
delivery  over  Wisconsin  radio  stations  on  the 
weekend  of  September  1-2,  1962,  on  the  sub¬ 
ject  of  “Major  U.S.  Economic  Goals.” 

Article  by  Justin  Schmiedeke,  public  in¬ 
formation  director,  Wisconsin  State  Histori¬ 
cal  Society,  dealing  with  the  mobile  museum 
traveling  throughout  the  State  featuring 
subjects  of  major  significance  to  Wisconsin’s 
history. 

By  Mr.  HUMPHREY; 

Editorial  entitled  “Canadian  Competition,” 
published  in  the  Minneapolis  Morning  Trib¬ 
une  of  August  15,  1962,  dealing  with  quotas 
and  tariffs  on  lumber  imports  from  Canada. 

By  Mrs.  NEUBERGER: 

Article  entitled  “A  Complicated  Maze  Puz¬ 
zles  the  Consumer,”  written  by  David  Hamil¬ 
ton  and  published  in  the  September  1962 
issue  of  Frontier  magazine,  dealing  with 
various  consumer  protection  proposals. 

By  Mr.  SCOTT: 

Sundry  newspaper  articles  dealing  with 
iJlae  Berlin  situation  and  the  visit  of  Presi¬ 
dent  de  Gaulle  of  France  to  West  Germany. 

MANSFIELD.  Mr.  President,  is 
there  sJiy  further  morning  business? 

The  ACTING  PRESIDENT  pro  tem¬ 
pore.  IsVthere  any  further  morning 
business?  NIf  not,  morning  business  is 
closed. 


REVENUE  ACT  OF  1962 
Mr.  MANSFIELD.  Mr.  President,  I 
move  that  the  unfinished  business  be 
laid  before  the  Senate  and  be  made  the 
pending  business. 

The  motion  was  agreed  to;  and  the 
Senate  resumed  the  consideration  of  the 
bill  (H.R.  10650)  to  amend  the  Internal 
Revenue  Code  of  1954  to  provide  a  credit 
for  investment  in  certain  depreciable 
property,  to  eliminate  certain  defects 
and  inequities,  and  for  other  purposes. 
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The  ACTING  PRESIDENT  pro  tem¬ 
pore.  The  bill  is  open  to  further  amend¬ 
ment.  „  .  T 

Mr.  MANSFIELD.  Mr.  President,  I 

suggest  the  absence  of  a  quorum. 

The  ACTING  PRESIDENT  pro  tem¬ 
pore.  The  clerk  will  call  the  roll. 

The  Chief  Clerk  proceeded  to  call  the 

roll.  .  J  ,  _ 

Mr.  MANSFIELD.  Mr.  President,  I 
ask  unanimous  consent  that  the  order 
for  the  quorum  call  be  rescinded. 

The  ACTING  PRESIDENT  pro  tem¬ 
pore.  Without  objection,  it  is  so  ordered. 

Mr.  DIRKSEN.  Mr.  President,  I  sub¬ 
mit  an  amendment,  and  send  it  to  the 
doslc 

The  ACTING  PRESIDENT  pro  tem¬ 
pore.  The  amendment  will  be  stated. 

The  Legislative  Clerk.  On  page  391, 
between  lines  21  and  22,  it  is  proposed  to 
insert  a  new  section  127. 

Mr.  DIRKSEN.  Mr.  President,  I  ask 
that  the  further  reading  of  the  amend¬ 
ment  be  dispensed  with. 

The  ACTING  PRESIDENT  pro  tem¬ 
pore.  Without  objection,  it  is  so  ordered; 
and  the  amendment  will  be  printed  in 
the  Record. 

The  amendment  submitted  by  Mr. 
Dirksen  is  as  follows; 

On  page  391,  between  lines  21  and  22,  in¬ 
sert  the  following  new  section: 

“Sec.  127.  Amendment  to  Title  I  or  the  So¬ 
cial  Security  Act  Relating  to 
Statement  op  Financial  Status 
op  Claimants  for  Medical  As¬ 
sistance  for  the  Aged. 
“Paragraph  (11)  of  section  2(a)  of  the 
Social  Security  Act  is  amended  (1)  by  strik¬ 
ing  out  ‘and’  and  at  the  end  of  clause  (D), 
(2)  by  striking  out  the  period  at  the  end  of 
clause  (E),  and  (3)  by  adding  after  clause 
(E)  the  following  new  clause: 

“‘(F)  prior  to  October  1,  1963,  may,  and 
on  and  after  such  date,  shall,  provide  that 
any  statement  required  of  a  claimant  for 
medical  assistance  for  the  aged,  if  made  in 
writing  and  signed  by  the  claimant,  shall, 
insofar  as  such  statement  relates  to  the 
financial  status  of  such  claimant,  be  pre¬ 
sumed  by  such  State  agency  to  be  factually 
correct  for  purposes  of  determining  his  eligi¬ 
bility  for  such  assistance.’ ’’ 

On  page  391,  line  22,  strike  out  “27”  and 
insert  in  lieu  thereof  “28”. 

TAX-REDUCTION  VIEWS  OF  CHAM-y 
BER  OF  COMMERCE  OF  THJ 
UNITED  STATES 
Mrs.  NEUBERGER.  Mi’.  President,  on 
July  23  I  had  printed  in  the  Congres¬ 
sional  Record  a  statement  by  tho'Cham- 
ber  of  Commerce  of  the  Unitgfu  States 
which  set  forth  in  detail  the/chamber’s 
view  that  taxes  should  /be  reduced 
promptly.  Although  the  statement  was 
most  explicit,  I  noted  one/portion  lacking 
substantiation.  That  statement  read: 

Another  implication /of  the  problem  of 
high  tax  rates  is  that/every  needless  public 
expenditure  should  A>e  eliminated.  As  of 
now,  approximately  20  percent  of  our  gross 
national  product/ is  required  to  keep  the 
Federal  Government  running.  Since  we 
must  continu/To  meet  every  demand  which 
the  cold  war  imposes,  all  other  types  of 
expenditure  must  be  scrutinized  rigorously 
to  meet  the  highest  standard  of  the  public 
interest. 


Of  course,  I  concur  with  much  of  what 
was  said  in  this  statement,  as  do  most 
Senators.  I  am  certain  that  all  Sena¬ 
tors  feel  that  “every  needless  public  ex¬ 
penditure  should  be  eliminated.”  We 
would  be  remiss  in  our  duties  if  we  know¬ 
ingly  voted  large  expenditures  which 
were  unneeded.  Therefore,  I  think  that 
Senators  who  vote  for  the  appropriation 
of  sums  which  the  chamber  might  call 
“needless”  must  only  disagree  with  what 
can  be  considered  the  “highest  standard 
of  the  public  interest.” 

In  seeking  to  understand  what  the 
chamber  of  commerce  might  consider 
the  “public  interest,”  I  wrote  Mr.  Ladd 
Plumley,  president  of  the  chamber  of 
commerce,  and  asked  for  a  specific  state¬ 
ment  of  what  expenditures  the  chamber 
thought  constituted  “needless”  public  ex¬ 
penditures. 

The  chamber  responded  with  a  large 
notebook  crammed  with  copies  of  the 
many  letters  the  chamber  has  written 
urging  their  specific  point  upon  the  many 
airmen  of  appropriation  subcommit¬ 
tees  of  both  Houses.  Included  were 
copies  of  testimony  by  the  chamber  be- 
fore\congressional  committees,  urging 
budgeVreductions. 

I  noted  a  summary  of  recommem 
tions,  with  small  comments  on  /the 
chamber’s  position  on  each.  But, /after 
much  searching,  I  came  to  the  s/a  con¬ 
clusion  that  the  chamber  had  failed  in 
many  instances\to  provide  any  detailed 
explanation,  beyohd  this  small  summary, 
of  a  recommendeav  reduction .  For  ex¬ 
ample,  I  was  immediately/ struck  by  the 
note  attached  to  the  recommendation  of 
a  $105  million  reduction  in  the  special 
milk  fund  which  woulav result  in  the 
termination  of  this  program.  In  ex¬ 
plaining  the  chamber's  reasons  for  urg¬ 
ing  this  reduction,  they  state/ 

Federal  fund/4hould  not  be  appropriated 
for  this  progr/m  as  it  is  the  responsibility 
of  the  State/ 

This  statement  constitutes  the  c  , 
plete  explanation  of  the  chamber’s  fe 
ing  on/this  program.  Yet  I  would  hav< 
appreciated  a  comment  which  would  ex¬ 
plain  in  more  detail  why  the  program 
i/considered  a  waste  when  it  does  much 
help  reduce  surpluses  in  milk  and  ac¬ 
tually  provides  the  Government  with  a 
means  of  insuring  our  children  an  inex¬ 
pensive  supplement  to  their  diet.  I  also 
would  have  appreciated  a  recommenda¬ 
tion  for  the  establishment  of  an  equally 
effective  program  at  the  State  level. 

I  was  even  more  dismayed  to  discover 
that  the  chamber  would  recommend  a 
$108  million  decrease  in  the  amounts 
appropriated  to  the  school  lunch  pro- 
gi-am,  a  program  which  provided  2,470,- 
400,000  meals  to  13.5  million  needy  chil¬ 
dren  last  year.  Their  reduction  is  rec¬ 
ommended  with  this  justification: 

The  portion  of  this  appropriation  used 
for  cash  payments  to  the  States  is  opposed 
as  an  unnecessary  Federal  school  subsidy. 

To  further  complicate  the  oft-stated 
view  that  $5  billion  can  be  cut  from  the 
fiscal  1963  Federal  budget,  the  chamber 
has  recommended  the  elimination  of 
more  than  a  half  billion  dollars  in  aid 


to  education  funds  which  have  not  yet 
been  authorized  by  the  Congress.  They, 
recommend  the  elimination  of  the  $60? 
million  proposed  for  general  aid  to  pub/c 
schools,  and  the  elimination  of  the/$29 
million  that  will  be  spent  if  the  confer¬ 
ence  committee  recommends  passage  of 
an  aid  to  higher  education  bilDwith  the 
provisions  of  the  Federal  scholarship 
program  intact.  Of  course,  /  and  many 
other  Senators  find  aid  to/education  in 
the  “public  interest.”  We  voted  for  the 
higher  education  bill  because  of  our  con¬ 
cern  that,  under  exist/ng  programs,  we 
may  not  be  meeting  the  tremendous 
needs  of  our  exploiting  school  age  popu¬ 
lation. 

In  further  examination  of  the  reduc¬ 
tions  recommended  by  the  chamber  in 
expenditures/  of  the  Department  of 
Health,  Education,  and  Welfare,  I  noted 
that  the  chamber  favored  a  $5.6  million 
reduction  in  the  budget  request  of  the 
Food  /and  Drug  Administration.  Of 
cours/  this  request  was  made  in  March 
before  the  public  was  informed  of  FDA’s 
role  in  preventing  the  use  of  thalido- 
niide,  but  it  still  did  not  answer  many 
’arguments  that  are  being  made  for  the 
need  to  expand  the  Food  and  Drug  Ad¬ 
ministration  so  that  it  can  keep  pace 
with  the  mounting  complexities  of  food 
and  drug  proposals. 

I  have  mentioned  many  of  the  smaller 
programs  of  the  Federal  Government 
which  are  considered  by  the  chamber  to 
be  “needless”  in  whole  or  part.  I  think 
that  other  Senators  would  probably 
wonder,  as  I  did,  what  sort  of  recom¬ 
mendations  the  chamber  of  commerce 
made  for  reduction  of  needless  expendi¬ 
tures  in  the  Department  of  Agriculture 
and  the  Department  of  Defense,  the  two 
areas  where  the  greatest  amount  of 
Federal  funds  are  spent. 

When  I  examined  the  Department  of 
Agriculture,  however,  I  began  to  see  the 
pattern  of  the  chamber’s  budget  philos¬ 
ophy.  I  have  already  mentioned  the 
special  milk  program  which  it  opposed, 
and  the  school  lunch  program  which  the 
chamber  felt  should  be  reduced.  These 
>rograms  represent  a  proposed  expendi¬ 
ture  of  only  $275  million  of  the  approxi¬ 
mately  $6  billion  that  will  be  appropri¬ 
ated  for  the  activities  of  the  Department 
of  Agriculture.  Yet  the  reduction  of 
$213  million  in  the  budget  of  these  two 
minor  but  important  activities  would 
amount  to.  almost  half  of  the  $505  mil¬ 
lion  reduction  proposed  by  the  chamber 
of  commerce/. 

Further,  theschamber  would  favor  the 
reduction  of  approximately  $60  million 
in  the  program  ibr  the  removal  of  sur¬ 
plus  agricultural  commodities.  With  the 
ever-mounting  cost  sf  commodity  stor¬ 
age  that  results  from  our  increasing  pro¬ 
ductivity,  I  would  have  thought  that  the 
chamber  would  approve  of  programs  de¬ 
signed  to  reduce  the  immense  agricul¬ 
tural  surpluses  so  that  weqould  lower 
the  cost  of  the  vast  price  support  and 
crop  storage  programs.  \ 

I  must  confess  that  I  found  thexecom- 
mendations  of  the  chamber  of  comnierce 
rather  disappointing.  It  seems  thacsthe 
chamber  has  been  acting  a  lot  like  roe 
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ritjyand  the  guarantee  of  collective  bar-  be  divorced  from  such  considerations  and 
gaining  in  the  Wagner  Act.  must  consider  only  whether  the  law  had 

Whd^i  Justice  Cardozo  died  in  1938,  Frank-®  passed  the  bounds  of  reason  or  had  violated 
ra.s  wideiv  rptxnrripri  ns  hi»  ^  a  specific  prohibition  in  the  Constitution. 


furter  Was  widely  regarded  as  his  appro¬ 
priate  successor,  as  Cardozo  had  been  the 
rightful  inheritor  of  the  place  left  by 
Holmes  in  1932. 

Two  appointments  had  already  been  made 
to  the  Court  \y  Roosevelt,  that  of  Hugo 
Black  to  succeed.  Justice  Van  Devanter  in 
1937,  and  of  Stanley  Reed  to  succeed  Jus¬ 
tice  Sutherland  in  N. 938.  Frankfurter’s  ap¬ 
pointment  was  urgetsl  by  the  faculties  of 
leading  law  schools  as\well  as  by  members 
of  the  bar. 

A  poll  conducted  in  tills  autumn  of  1938 
showed  that  he  was  the  choice  of  five  times 
as  many  lawyers  as  any  other  individual, 
although  two-thirds  of  those.  voting  were 
anti-Roosevelt. 

He  was  nominated  on  Januafv  5,  1939, 
confirmed  12  days  later,  and  toolc\his  seat 
on  January  30. 

While  the  nomination  was  pendfng  in 
the  Senate  Judiciary  Committee,  he  wa\  in¬ 
vited  to  appear  before  the  committee  Apd 
he  did  so,  though  expressing  regret  that  t: 
committee  was  departing  from  an  almos 
unbroken  practice  of  refraining  from  sum¬ 
moning  a  Supreme  Court  nominee. 

“While  X  believe  that  a  nominee’s  record 
should  be  thoroughly  scrutinized  by  this 
committee,”  Frankfurter  said,  “I  hope  you 
will  not  think  it  presumptuous  on  my  part 
to  suggest  that  neither  such  examination 
nor  the  best  interests  of  the  Supreme  Court 
will  be  helped  by  the  personal  participation 
of  the  nominee  himself. 

"I  should  think  it  improper  for  a  nominee 
no  less  than  for  a  member  of  the  Court  to 
express  his  personal  views  on  controversial 
issues  affecting  the  Court.  My  attitude  and 
outlook  have  been  fully  expressed  over  a 
period  of  years  and  are  easily  accessible. 

“I  should  think  it  not  only  bad  taste  but 
inconsistent  with  the  duties  of  the  office 
for  which  I  have  been  nominated  for  me 
to  attempt  to  supplement  my  past  record  by 
present  declarations.” 

Despite  these  animadversions,  the  prece¬ 
dent  set  in  the  hearings  on  Frankfurter  has 
been  adhered  to  by  the  committee  in  con¬ 
sidering  more  recent  nominations  to  the 
High  Court. 

On  the  Court,  Justice  Frankfurter  sought 
to  avoid  extreme  positions.  In  many  cases 
he  was  in  disagreement  with  Justices  Black 
and  Douglas,  who  were  joined  in  late  years 
by  Chief  Justice  Warren  and  Justice 
Brennan. 

Critics  have  argued  that  Frankfurter 
weakened  in  his  attachment  to  the  principles 
of  civil  liberty.  The  answer  contained  in  hi, 
opinions  is  that  for  a  judge,  the  issues  a: 
more  complex  than  the  critics  acknowledge. 

On  questions  of  fair  procedure,  due  process 
of  law  in  the  primary  sense,  Justice  Frank¬ 
furter  remained  insistent  on  the  observance 
of  civilized  standards  by  prosecutors  and 
judges. 

He  did  not  hesitate,  for  exampj6,  to  reverse 
convictions  obtained  in  the  Ej/deral  courts 
through  illegal  searches  and/seizures,  wire¬ 
tapping,  or  confessions  obtained  during  a 
period  of  unlawful  detenti/n  of  the  accused. 

Over  these  abuses,  he/believed,  the  Su¬ 
preme  Court  rightly  e/ercised  wide  super¬ 
visory  control.  But  Jae  was  more  hesitant 
about  applying  the/identical  standards  to 
the  States  as  a  matter  of  constitutional  law, 
however  much  h ^personally  deprecated  these 
practices. 

Similarly,  refused  to  apply  his  own 
judgments  of  sound  legislative  policy  to  in¬ 
validate  statutes  on  constitutional  grounds. 

Though/much  of  the  legislation  affecting 
rights  ay  speech  and  association  in  the  name 
of  internal  security  was  offensive  to  him, 
he  insisted  that  a  Judicial  Judgment  must 


This  judicial  philosophy  was  poignantly 
expressed  in  the  Flag-Salute  case  of  1943. 

Members  of  the  sect  of  Jehovah’s  Wit¬ 
nesses  had  been  required  to  join  in  the  tra¬ 
ditional  flag-salute  ceremony  in  the  public 
schools  despite  their  religious  conviction  that 
to  do  so  was  an  act  of  profanation. 

The  Supreme  Court  ruled  that  the  re¬ 
quirement  was  unconstitutional. 

Frankfurter,  however,  delivered  a  dissent¬ 
ing  opinion  which  began  with  this  self- 
revealing  passage : 

“One  who  belongs  to  the  most  vilified  and 
persecuted  minority  in  history  is  not  likely 
to  be  insensible  to  the  freedoms  guaranteed 
by  our  Constitution. 

“Were  my  purely  personal  attitude  rele¬ 
vant,  I  should  wholeheartedly  associate  my¬ 
self  with  the  general  libertarian  views  in  the 
Court’s  opinion,  representing  as  they  do  the 
thought  and  action  of  a  lifetime. 

"But  as  judges,  we  are  neither  Jew  nor 
Gentile,  neither  Catholic  nor  agnostic.  *  *  * 
As  a  member  of  this  Court  I  am  not  justified 
^n  writing  my  private  notions  of  policy  into 
ie  Constitution,  no  matter  how  deeply  X 
rriW  cherish  them  or  how  mischievous  I  may 
deeni  their  disregard.” 

In  appreciation  of  this  judicial  philosop] 
JudgeNearned  Hand  wrote  concerning  Jus¬ 
tice  Frankfurter,  on  the  latter’s  76th  bjrth- 
day:  “I  rkgard  him  at  the  moment  afe  the 
most  important  single  figure  in  ou/  whole 
judicial  systel 

On  occasion\Justice  Frankfurter  was  pre¬ 
pared  to  find  t\at  State  action/had  passed 
the  limits  of  tolerance  under  the  Bill  of 
Rights.  Thus,  he  joined  in  tile  decision  up¬ 
setting  released-timX  programs  for  religious 
education  carried  onV  the  public  schools, 
and  he  wrote  the  Court'y'opinion  ruling  that 
Michigan  could  not  pre/ent  all  sales  of  books 
that  might  corrupt  the  mihds  of  children. 

In  1957  he  wrote/ a  separate  concurring 
opinion  in  the  case/ of  Sweezy\v.  New  Hamp¬ 
shire  in  which  /he  Court  held  that  the 
State  attorney  .general  lacked  authority  to 
question  a  university  lecturer  about  the  con¬ 
tents  of  a  classroom  lecture. 

Justice  Frankfurter  voiced  his  conctyn  for 
academic /freedom  when  threatened  b; 
ernmental  intrusion : 

“These  pages  need  not  be  burdened  wfl 
proof/ based  on  the  testimony  of  a  cloud  ol 
impressive  witnesses,  of  the  dependence  of 
a  /Tree  society  on  free  universities.  This 
leans  the  exclusion  of  governmental  inter¬ 
vention  in  the  intellectual  life  of  a  uni¬ 
versity. 

“It  matters  little  whether  such  interven¬ 
tion  occurs  avowedly  or  through  action  that 
inevitably  tends  to  check  the  ardor  and  fear¬ 
lessness  of  scholars,  qualities  at  once  so  frag¬ 
ile  and  so  indispensable  for  fruitful  academic 
labor.” 

Justice  Frankfurter  was  able  to  differenti¬ 
ate  the  Sweezy  case  when  he  was  faced  in 
1959  with  the  conviction  of  Lloyd  Baren- 
blatt,  a  college  instructor,  for  contempt  of 
the  House  Un-American  Activities  Commit¬ 
tee  in  refusing  to  answer  questions  concern¬ 
ing  his  membership  in  the  Communist  Party. 

Justice  Frankfurter  allied  himself  with  a 
five-man  majority  to  uphold  the  conviction, 
believing  that  actual  Communist  member¬ 
ship  was  a  subject  into  which  government 
might  inquire,  even  in  the  case  of  a  teacher. 

Frequently  delivering  a  separate  concur¬ 
ring  opinion  to  sharpen  the  meaning  of  a  de¬ 
cision,  Justice  Frankfurter  regretted  that  the 
pressure  of  the  Court’s  docket  did  not  per¬ 
mit  the  writing  of  individual  opinions  in 
every  case,  as  is  the  practice  in  the  British 
House  of  Lords. 

Highly  articulate  and  sensitive  to  the 


shadings  of  language,  he  took  great  pains  ir 
the  composition  of  his  opinions.  Of  his  liV 
erary  style,  Archibald  MacLeish,  writing/in 
1939,  said:  ^ 

“Few  scholars  and  fewer  scholars  of  the 
law,  have  written  a  more  natural/  more 
lucid  or  more  readable  English  Jffian  Mr. 
Frankfurter  writes  at  his  best.”  , 

Justice  Frankfurter  is  fond  of/saying  that 
his  best  literary  critic  is  his  wi/fe,  the  former 
Marian  A.  Denman,  whom  he  n/rried  in  1919. 

A  warm  admirer  of  English  justice  and 
English  literature.  Justice' Frankfurter  has 
maintained  close  ties  witn  judges,  scholars, 
and  journalists  in  that  country. 

More  than  any  othei/member  of  the  Court, 
he  has  embellished/nis  opinions  with  ref¬ 
erences  to  the  law  of  England  and  the  British 
Commonwealth.  /Tie  is  a  regular  reader  of 
English  newspapers  and  learned  periodicals; 
the  air  edition/of  the  London  Times  is  sup¬ 
plied  to  him/ach  day  by  the  Library  of  Con¬ 
gress  beforent  is  filed. 

He  speyt  the  academic  year  1933-34  as 
Eastmai/visiting  professor  at  Oxford,  and  in 
1939  r/ceived  an  honorary  doctorate  of  laws 
froin/liat  university.  . 

”ie  range  of  Justice  Frankfurter’s  friend¬ 
ships  reflected  the  catholicity  of  his  interests 
~nd  the  warmth  of  his  nature. 

A  volume  of  essays  by  the  justice,  pub¬ 
lished  in  1956  under  the  title  “Of  Law  and 
Men,”  contains  such  diverse  figures  as  Alfred 
E.  Smith  and  Alfred  North  Whitehead,  Har¬ 
old  J.  Laski  and  Lord  Lothian,  John  Dewey 
and  Thomas  Mann.  . 

When  Justice  Brandeis  was  asked  on  his 
retirement  whether  he  planned  to  write  his 
memoirs,  he  replied,  “I  think  you  will  find 
that  my  memoirs  have  already  been  writ¬ 
ten.” 

In  a  sense  the  same  could  be  said  of  Jus¬ 
tice  Frankfurter,  but  those  who  know  the 
liveliness  and  richness  of  his  mind  will  be 
looking  forward  to  some  new  and  exciting 
chapters. 


[From  the  Washington  Post,  Aug.  31,-  1962] 
Frankfurter’s  Gift  to  Law 
Justice  Felix  Frankf inter’s  contribution  to 
American  life  and  law  cannot  be  adequately 
measured  in  these  columns.  Like  his  great 
predecessor.  Justice  Oliver  Wendell  Holmes, 
Mi’.  Frankfurter  and  his  philosophy  and 
judicial  decisions  will  be  a  fruitful  subject 
for  judges,  authors,  and  commentators  for 
many  years  to  come.  Out  of  this  intellectual 
churning  of  his  ideas  will  emerge  a  clearer 
ew  of  his  standing  among  the  great  jurists 
ofNaur  history.  It  is  possible,  however,  as  he 
goesy into  retirement,  to  appraise  some  of 
the  qualities  of  his  mind  and  thus  to  give  a 
better  \mderstanding  of  the  void  that  his 
departure  leaves  on  the  bench. 

Probably,  the  most  significant  thing  about 
him  is  the  oread th  of  his  intellectual  inter¬ 
ests.  It  haNpot  been  possible  to  fit  Mr. 
Frankfurter  into  a  narrow  groove  or  to 
identify  him  with  any  “ism,”  “interest,”  cult 
or  predilection.  'On  one  occasion  he  ex¬ 
pressed  the  view  that  a  Judge  “should  be 
compounded  of  theyaculties  that  are  de¬ 
manded  of  the  historian,  and  the  philosopher 
and  the  prophet,”  and  this  has  been  the  aim 
of  his  own  endeavor. 

He  has  recognized  that  'fudges  are  men, 
“not  disembodied  spirits.”  But  this  does  not 
mean  that  all  men  are  fit  to  be  judges — far 
from  it.  Recognizing  that  the\udge  needs 
something  of  the  creative  artist  in  him,  he 
has  cultivated  acquaintance,  ak  Judge 
Learned  Hand  advised,  with  Acton  anti  Mait¬ 
land,  with  Thucydides,  Gibbon  and 
with  Homer,  Dante,  Shakespeare,  MiltonNand 
many  others.  Knowing  that  decisions  on  The 
bench  will  reflect  “the  totality  at  a  manS 
nature  and  experience,”  he  has  fcstisted  onS 
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snriching  the  resources  on  which  his  judg¬ 
ment  could  draw. 

Despite  his  generous  measure  of  self -confi¬ 
dence,  Justice  Frankfurter  has  never  sup¬ 
pose^  that  he  was  elevated  to  the  Supreme 
Bench  to  weave  his  own  superior  wisdom 
into  me  law  of  the  land.  Rather,  he  has 
soughtuo  make  his  conclusions  reflect  un¬ 
derstanding  of,  and  due  regard  for,  law  as 
the  expression  of  the  views  and  feelings  that 
may  fairlyy.  he  deemed  representative  of  the 
community  as  a  continuing  society.”  He 
has  recognised  a  duty  to  emancipate  his  con¬ 
clusions  as  a\iudge  from  his  personal  preju¬ 
dices  and  desires. 

It  would  be  \oolish,  of  course,  to  assume 
that  Mr.  Frankfurter  or  any  other  judge  has 
attained  complete  objectivity.  But  he  must 
be  credited  with  X  mighty  struggle  in  that 
direction.  As  one  Vho  deeply  loves  the  Su¬ 
preme  Court  and  who  deeply  believes  in  its 
function  as  the  balance  wheel  of  our  demo¬ 
cratic  system,  he  has  sought  to  emulate  the 
best  judicial  traditionX  of  the  Court.  “A 
judge  worth  his  salt,”  lie  has  often  said,  “is 
in  the  grip  of  his  function.”  As  a  dedicated 
instrument  of  justice  on  ^national  scale,  he 
naturally  gravitated  toward  soul  searching 
and  disinterestedness. 

The  retiring  Justice  has  aleo  been  keenly 
aware  of  the  complicated  nature  of  the  prob¬ 
lems  that  are  laid  before  the  Supreme  Court. 
Most  of  the  cases  reaching  the  (Sourt  of  last 
resort  are  highly  controversial  and  some  of 
them  involve  more  than  one  basiX  constitu¬ 
tional  principle.  In  situations  of\his  kind 
Justice  Frankfurter  has  insisted  orA looking 
at  the  whole  complex  and  not  at  merely  an 
oversimplified  part  of  it.  One  may  parrel 
with  some  of  his  conclusions  in  specific 
cases,  but  it  is  difficult  to  take  exception  to 
his  insistence  that  the  judicial  process  Re¬ 
quires  reconciliation  of  these  conflicting 
claims  in  the  light  of  the  whole  Constitt^ 
tion,  the  nature  of  our  system,  the  expert 
ence  of  nearly  two  centuries  and  previous 
decisions  of  the  Court. 

When  the  work  of  Justice  Frankfurter  ca 
be  seen  in  greater  perspective,  his  sense  df 
historic  continuity  is  likely  to  command 
greater  appreciation  than  it  does  torfay. 
Some  of  his  critics  accused  him  of  shifting, 
with  the  advance  of  the  years,  from  liberal¬ 
ism  to  conservatism.  In  part  this  seeming 
evolution  is  attributable  to  changes'  in  the 
orientation  of  the  Court  as  a  whole/  In  part 
it  is  also  due  to  changes  in  the  obncept  of 
liberalism  on  the  Bench.  What  /tsed  to  be 
called  liberalism  was  the  disposition  of 
Holmes,  Brandeis,  Stone  and  others  to  give 
Congress  a  free  hand  in  legislating  so  long 
as  it  did  not  patently  overstep  its  powers. 
Now  liberalism  is  often  equated  with  the 
policy  of  restricting  congressional  power  for 
the  attainment  of  greater  individual  liberty. 

Actually  Justice  Frani/urter  has  followed 
the  Holmes  tradition  with  a  large  measure 
of  consistency.  When  imwilling  to  go  as  far 
as  some  of  his  brethren  in  upholding 
claimed  rights,  it  w/s  because  he  saw  the 
long-range  necessity  of  preserving  govern¬ 
mental  power  to  sferve  the  public  welfare. 
The  interests  of  both  stability  and  adapta¬ 
tion  to  new  conditions  must  be  served.  The 
Justice  is  fontf  of  quoting  Alfred  North 
Whitehead  to  the  effect  that  “those  societies 
which  cannot/  combine  reverence  to  their 
symbols  with  freedom  of  revision,  must 
ultimately  /decay  either  from  anarchy,  or 
from  the  slow  atrophy  of  a  life  stifled  by  use¬ 
less  shadows.” 

Justic/Frankfurter’s  service  has  been  ded¬ 
icated  to  the  idea  that  the  United  States  can 
use  the  principles  that  have  proved  trust¬ 
worthy  in  the  past  as  a  guide  to  changes 
that/need  to  be  effected  in  the  present  and 
future.  With  all  his  emphasis  on  judicial 
re/raint,  he  has  never  had  a  static  approach 
t/ the  momentous  business  of  judging.  Now 
rat  he  will  be  seeking  well-earned  rest  the 
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country  will  be  keenly  aware  of  its  need  for y 
new  jurists  of  his  stature,  of  hishistoric  per^ 
spective  and  of  his  largeness  of  spirit. 

Mr.  MANSFIELD.  Mr.  Presidem 
suggest  the  absence  of  a  quorum. 

The  ACTING  PRESIDENT  pro  ytem- 
pore.  The  clerk  will  call  the  roll. 

The  legislative  clerk  called  the  roll,  and 
the  following  Senators  answered/to  their 
names : 

[No.  240  Leg 
Aiken  Hickenlooper 

Bartlett  Hill 

Bush  Hruska 

Byrd,  Va.  Keating 

Cannon  Kerr 

Carlson  Lausche 

Dirksen  Mansfield 

Ervin  Monroney 

Fulbright  Morse 

Gore  Neuberger 

Hartke  Pearson 

Hayden  Saltonstsfll 

Mr.  MANSFIELD.  I  announce  that 
the  Senator  from  ^Mississippi  [Mr.  East- 
land],  the  Senator  from  Alaska  [Mr. 
Gruening]  ,  the  ^Senator  from  Minnesota 
[Mr.  Humphrey/] ,  and  the  Senator  from 
Washington  [Mr.  Magnuson]  are  absent 
on  official  business. 

I  further/announce  that  the  Senator 
from  New /Mexico  [Mr.  Anderson],  the 
Senator  from  Nevada  [Mr.  Bible],  the 
Senator  Arom  Wyoming  [Mr.  Hickey], 
and  the  Senator  from  Missouri  [Mr. 
Symington]  are  necessarily  absent. 

Mr/KUCHEL.  I  announce  that  the 
Senator  from  Utah  [Mr.  Bennett],  the 
Senator  from  South  Dakota  [Mr.  Bot- 
tum],  the  Senator  from  Indiana  [Mr. 
&PEHART],  the  Senator  from  Arizona 
Mr.  Gold  water],  the  Senator  from 
Kentucky  [Mr.  Morton],  and  the  Sen¬ 
ator  from  New  Hampshire  [Mr.  Mur¬ 
ry]  are  necessarily  absent. 

The  ACTING  PRESIDENT  pro  tem¬ 
ple.  A  quorum  is  not  present. 

r.  MANSFIELD.  Mr.  President,  I 
moVfc  that  the  Sergeant  at  Arms  be  di¬ 
rected  to  request  the  presence  of  absent 
Senators. 

The  ACTING  PRESIDENT  pro  tem¬ 
pore.  The  question  is  on  agreeing  to 
the  motion  of  the  Senator  from  Mon¬ 
tana. 

The  motion  was  agreed  to. 

The  ACTING  PRESIDENT  pro  tem¬ 
pore.  The  Stergeant  at  Arms  will  carry 
out  the  order  of  the  Senate. 

After  a  little^  delay  Mr.  Allott,  Mr. 
Beall,  Mr.  BoGGaMr.  Burdick,  Mr.  But¬ 
ler,  Mr.  Byrd  of  west  Virginia,  Mr.  Car- 
roll,  Mr.  Case,  MX  Chavez,  Mr.  Church, 
Mr.  Clark,  Mr.  Cooler,  Mr.  Cotton,  Mr. 
Curtis,  Mr.  Dodd,  Mr.  Douglas,  Mr.  El- 
lender,  Mr.  Engle,  Mr.  Fong,  Mr.  Hart, 
Mr.  Holland,  Mr.  Jackson,  Mr.  Javits, 
Mr.  Johnston,  Mr.  jWdan  of  North 
Carolina,  Mr.  Jordan  of  Vdaho,  Mr.  Ke- 
fauver,  Mr.  Kuchel,  MrXLoNG  of  Mis¬ 
souri,  Mr.  Long  of  Hawaii\  Mr.  Long  of 
Louisiana,  Mr.  McCarthy,  Mr.  McClel¬ 
lan,  Mr.  McGee,  Mr.  McNamara,  Mr. 
Metcalf,  Mr.  Miller,  Mr.  Moss,  Mr. 
Mundt,  Mr.  Muskie,  Mr.  Pasmore,  Mr. 
Pell,  Mr.  Prouty,  Mr.  Proxmre,  Mr. 
Randolph,  Mr.  Robertson,  Mr.  Russell, 
Mr.  Smathers,  Mr.  Smith  of  Massachu¬ 
setts,  Mr.  Talmadge,  Mr.  Williams  of 
New  Jersey,  and  Mr.  Yarborough  entered 
the  Chamber  and  answered  to  t.Rjeh 
names. 


The  PRESIDING  OFFICER  (Mr.  Pell 
in  the  chair) .  A  quorum  is  present. 


REVENUE  ACT  OF  1962 

The  Senate  resumed  the  consideration 
of  the  bill  (H.R.  10650)  to  amend  the  In¬ 
ternal  Revenue  Code  of  1954  to  provide 
a  credit  for  investment  in  certain  depre¬ 
ciable  property,  to  eliminate  certain  de¬ 
fects  and  inequities,  and  for  other  pur¬ 
poses. 

Mr.  DIRKSEN.  Mr.  President,  when 
the  Senate  had  under  consideration  the 
so-called  social  security  amendments,  to 
which  there  was  offered  the  Anderson- 
Javits  proposal,  copious  tears  were  shed 
in  this  Chamber  over  the  alleged  fact 
that  our  senior  citizens  were  compelled 
to  take  a  so-called  pauper’s  oath  to  se¬ 
cure  benefits  under  the  Kerr-Mills  Act. 

I  made  mention  at  that  time  that  no 
Senator  stood  in  his  place  in  the  Senate 
and  offered  a  proposal  to  amend  existing 
law  in  order  to  cure  that  difficulty  if  it 
actually  was  a  difficulty.  I  saw  no  one 
stand  in  his  place  and  offer  an  amend¬ 
ment  to  the  Kerr-Mills  Act  with  respect 
to  what  was  called  the  pauper’s  oath. 

Mr.  KERR.  Mr.  President,  will  the 
Senator  yield? 

Mr.  DIRKSEN.  I  yield. 

Mr.  KERR.  I  ask  unanimous  consent 
that  Mr.  Fred  Amer,  of  the  Legislative 
Reference  Service,  a  technician  on  social 
security  legislation,  be  permitted  to  sit 
with  me  in  the  consideration  of  this 
amendment. 

The  PRESIDING  OFFICER.  With¬ 
out  objection,  it  is  so  ordered. 

Mr.  DIRKSEN.  I  determined  then 
that  before  the  end  of  the  session  I  was 
going  to  offer  some  language  that  would 
wholly  or  in  part  cure  what  was  the  al¬ 
leged  difficulty.  It  is  never  easy  to  con¬ 
trive  language  which  will  retain  the 
spirit  of  the  Kerr-Mills  Act  and  still 
effectuate  what  one  has  in  mind. 

However,  I  have  submitted  an  amend¬ 
ment  this  morning,  which  is  permissive 
in  character.  It  amends  the  Social  Se¬ 
curity  Act  in  the  proper  place  to  this 
effect,  in  adding  another  criterion  that 
is  spelled  out  in  the  law.  It  says: 

On  page  391,  between  lines  21  and  22,  it  is 
proposed  to  insert  the  following  new  sec¬ 
tion: 

“Sec.  127.  Amendment  to  Title  I  of  the  So¬ 
cial  Security  Act  Relating  to  Statement 

of  Financial  Status  of  Claimants  for 

Medical  Assistance  for  the  Aged. 

“Paragraph  (11)  of  section  2(a)  of  the 
Social  Security  Act  is  amended  (1)  by  strik¬ 
ing  out  ‘and’  and  at  the  end  of  clause  (D), 
(2)  by  striking  out  the  period  at  the  end  of 
clause  (E)  ,  and  (3)  by  adding  after  clause 
(E)  the  following  new  clause: 

“  ‘  (F)  provide  that  any  statement  required 
of  a  claimant  for  medical  assistance  for  the 
aged,  if  made  in  writing  and  signed  by  the 
claimant,  shall,  insofar  as  such  statement 
relates  to  the  financial  status  of  such  claim¬ 
ant,  be  presumed  by  such  State  agency  to  be 
factually  correct  for  purposes  of  determining 
his  eligibility  for  such  assistance.’  ” 

On  page  391,  line  22,  strike  out  “27”  and 
insert  in  lieu  thereof  "28”. 

Mr.  President,  as  the  amendment  was 
originally  drawn,  it  included  the  word 
“shall,”  which  would  have  made  the  pro¬ 
vision  mandatory.  But  after  conferring 
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on  the  amendment,  and  in  order  to  pre¬ 
serve  the  Federal-State  spirit  of  the 
Kerr-Mills  Act,  I  have  modified  the 
amendment  to  make  it  permissive.  So  id 
would  be  up  to  the  States  to  do  exactly 
what  I  have  in  mind;  and  if  anyone 
should  quarrel  about  what  his  State  does 
with  respect  to  the  requirement  of  an 
oath  that  in  effect  must  affirm  the  in¬ 
digence  of  the  claimant  in  question,  that 
is  a  question  for  the  State  to  determine. 
Certainly  the  State  will  still  qualify  un¬ 
der  the  Federal  act  to  make  it  permis¬ 
sive. 

In  connection  with  this  whole  subject, 
I  recall  that  not  only  was  the  pauper’s 
oath  so  generously  ventilated  on  the 
floor,  but  so  many  other  things  in  con¬ 
nection  with  medicare  were  advanced, 
that  I  made  the  statement  then  that,  in 
my  judgment,  neither  the  Federal  nor 
the  State  authortiies  had  undertaken 
any  real  effort  or  had  diligently  set 
themselves  to  the  business  of  selling  to 
the  people  what  was  available  to  them 
under  the  Kerr-Mills  Act.  Since  that 
time,  I  have  caused  to  be  prepared  a 
pamphlet  on  the  subject. 

Mr.  President,  I  ask  unanimous  con¬ 
sent  that  in  the  form  in  which  it  is 
printed  be  made  a  part  of  the  Record. 

There  being  no  objection,  the  pamphlet 
was  ordered  to  be  printed  in  the  Record, 
as  follows : 

Are  You  Over  65? — Illinois  Has  Medicare — 
You  Are  Entitled  to  Medical  Care 

You  are  eligible  for  medicare  In  Illinois 
if  you  (1)  are  65  or  over,  (2)  a  permanent 
resident,  (3)  have  yearly  Income  not  over 
$1,800 — if  an  individual  or  $2,400 — if  mar¬ 
ried  couple,  (4)  own  assets  under  $2,400  (not 
counting  home),  (5)  need  major  medical 
care. 

Apply:  Illinois  Public  Aid  Commission,  at 
your  county  seat. 

FIRST  11  MONTHS  ILLINOIS  MEDICARE 

The  following  report  on  Illinois  medicare 
Is  from  its  beginning,  August  1,  1961,  through 
June  1962: 

Applications  approved _ 3,  329 

Applications  pending _  660 

Applications  denied  or  withdrawn 1 _ 2,  277 

Cases  billed  and  payment  made _ 1, 183 

Paid  out  on  these  bills _ $634,  000 

Average  expenditure  made  on  paid 

bills _ _ _  $536 

Cases  approved  during  last  2  months 

(May,  June  1962) _ _ _  961 

1  Some  applications  were  for  information 
only.  Others  were  withdrawn  before  com¬ 
pletion  but  the  10  main  reasons  for  rejection 
were:  (1)  relatives  able  to  meet  costs;  (2)  in¬ 
come  or  assets  exceeded  limits;  (3)  applied 
for  services  not  offered;  (4)  refused  to  com¬ 
ply  with  IPAC  policy;  (5)  failed  appoint¬ 
ment;  (6)  death  of  applicant;  (7)  applicant 
not  yet  65;  (8)  applicant  not  hospitalized; 
(9)  medical  needs  met  by  insurance;  (10) 
eligible  for  another  State  program. 

HOW  MEDICARE  CAME  ABOUT 

I960:  Congress  approved  the  Kerr-Mills 
law.  The  Kerr-Mills  law  provides  for  a 
Federal-State  medical  program  on  behalf  of 
people  65  or  over. 

July  1961 :  The  Illinois  General  Assembly 
passed  the  Arrington-Kaplan  Act  authorizing 
the  Illinois  medicare  program;  $18,300,000 
for  the  first  2  years  of  the  program  was 
approved  in  the  Arrington-Kaplan  Act. 

Half  the  cost  of  services  are  paid  by  the 
Federal  Government  and  half  by  the  State 
of  Hlinois. 

August  1,  1961:  Services  became  available 
to  IUinois  residents. 


BENEFITS  OFFERED 

1.  Unlimited  hospital  care. 

2.  Doctors’  care  in  hospital  (except  in 
I  Cook  County  by  IPAC  decision) . 

3.  Thirty  days’  physician  care  after  hos¬ 
pitalization. 

WHAT  IS  AUTHORIZED 

The  Illinois  Public  Aid  Commission  has 
been  given  power  to  decide  what  will  be 
provided  through  the  program,  but  the  basic 
Illinois  law  authorizes  the  following 
services:  Drugs,  nursing  home,1  diagnostic, 
physician,  hospital-,  dental,  laboratory  and 
X-ray,  outpatient  clinic,  physical  therapy, 
home  health  care,  private  nursing. 

Mr.  DIRKSEN.  Mr.  President,  on  the 
first  page  of  the  pamphlet,  in  sufficiently 
large  type,  I  raise  the  question: 

I  read  from  the  pamphlet: 

Are  you  over  65? 

Beneath  that: 

Illinois  has  medicare.  You  are  entitled 
to  medical  care. 

On  the  next  two  pages,  in  large  type: 

You  are  eligible  for  medicare  in  Illinois 
if  you  (1)  are  65  or  over,  (2)  a  permanent 
resident,  (3)  have  yearly  income  not  over 
$1,800 — if  an  individual  or  $2,400 — if  mar¬ 
ried  couple,  (4)  own  assets  under  $2,400 
(not  counting  home),  (5)  need  major  medi¬ 
cal  care. 

Apply:  Illinois  Public  Aid  Commission,  at 
your  county  seat. 

Then  I  have  set  forth  the  experience 
in  Illinois : 

First  11  months  Hlinois  medicare: 

The  following  report  on  Illinois  medicare 
is  from  its  beginning,  August  1,  1961, 

through  June  1962:  3,329  applications  were 
approved;  660  applications  were  pending; 
2,277  applications  were  denied  or  withdrawn; 
1,183  cases  had  been  billed  and  payment 
made;  $634,000  had  been  paid  out  on  these 
bills;  $536  average  expenditure  was  made  on 
paid  bills;  961  cases  were  approved  during 
last  2  months  (May,  June  1962). 

Then  I  set  forth  in  the  pamphlet  some 
of  the  reasons  why  applications  were 
denied. 

Some  applications  were  for  information 
only,  others  were  withdrawn  before  comple¬ 
tion,  but  the  10  main  reasons  for  rejection 
were:  (1)  relatives  able  to  meet  costs;  (2) 
income  or  assets  exceeded  limits;  (3)  applied 
for  services  not  offered;  (4)  refused  to  com¬ 
ply  with  IPAC  policy;  (5)  failed  appoint¬ 
ment;  (6)  death  of  applicant;  (7)  applicant 
not  yet  65;  (8)  applicant  not  hospitalized; 
(9)  medical  needs  met  by  insurance;  (10) 
eligible  for  another  State  program. 

Then  I  set  forth  on  page  5,  under  the 
title  “How  Medicare  Came  About,”  this 
language: 

Year  1960:  Congress  approved  the  Kerr- 
Mills  law.  The  Kerr-Mills  law  provides  for 
a  Federal-State  medical  program  on  behalf 
of  people  65  or  over. 

July  1961:  The  Hlinois  General  Assembly 
passed  the  Arrington-Kaplan  Act  authoriz¬ 
ing  the  Illinois  medicare  program — $18,- 
300,000  for  the  first  2  years  of  the  program 
was  approved  in  the  Arrington-Kaplan  Act. 

Half  the  cost  of  services  are  paid  by  the 
Federal  Government  and  half  by  the  State  of 
Illinois. 

August  1,  1961:  Services  became  available 
to  Hlinois  residents. 

Finally,  on  page  6, 1  have  set  forth  the 
following  information: 

1  Persons  needing  nursing  home  care  for 
which  they  are  unable  to  pay  can  obtain 
such  services  through  another  State  pro¬ 
gram  through  the  IPAC  offices. 


Benefits  offered: 

1.  Unlimited  hospital  care, 

2.  Doctor’s  care  in  hospital  (except  in 
Cook  County  by  IPAC  decision) . 

3.  Thirty  days’  physician  care  after  hos¬ 
pitalization. 

Then  the  pamphlet  states: 

What  is  authorized: 

The  Hlinois  Public  Aid  Commission  has 
been  given  power  to  decide  what  will  be 
provided  through  the  program,  but  the 
basic  Illinois  law  authorizes  the  following 
services : 

Drugs,  nursing  home,1  diagnostic,  physi¬ 
cian,  hospital,  dental,  laboratory,  and  X-ray, 
outpatient  clinic,  physical  therapy,  home 
health  care,  private  nursing. 

Mr.  President,  I  desired  that  the  con¬ 
tents  of  this  pamphlet  be  a  part  of  my 
remarks  to  indicate  that  28  States  have 
now  passed  enabling  legislation  whereby 
the  benefits  of  the  Kerr-Mills  Act  be¬ 
come  available. 

So  we  come  to  the  question  whether  a 
person  in  need  of  medical  care  is  re¬ 
quired  to  take  a  so-called  pauper’s  oath. 
As  I  read  the  language  of  the  existing 
law,  I  doubt  whether  that  is  a  valid  in¬ 
terpretation;  but  in  order  to  clear  any 
doubts  on  the  subject  and  to  make  cer¬ 
tain  that  there  is  no  requirement  upon 
the  State  to  require  an  oath  or  affirma¬ 
tion  of  that  kind,  it  would  be  made  clear 
in  the  Federal  law  itself,  by  the  language 
of  this  amendment,  that  any  statement 
required  of  the  claimant  for  medical  as¬ 
sistance  for  the  aged,  if  made  in  writing 
and  signed  by  the  claimant,  shall,  so 
far  as  the  last  statement  relates  to  the 
financial  status  of  such  claimant,  be  pre¬ 
sumed  by  such  agency  to  be  factually 
correct  for  the  purposes  of  determining 
his  eligibility  for  such  assistance. 

Mr.  President,  I  know,  of  course,  that 
the  amendment  amends  the  Social  Se¬ 
curity  Act  and  not  a  tax  or  revenue  act 
as  such ;  but  after  all  the  discussion  and 
after  the  surcharged  atmosphere  of  the 
Senate  Chamber  when  the  Senate  was 
considering  the  Anderson-Javits  pro¬ 
posal,  I  did  not  feel  at  that  time  that  it 
was  appropriate  to  complicate  the 
matters  before  the  Senate  by  submitting 
this  amendment.  But  I  was  dutybound, 
and  I  was  bound  in  my  own  conscience, 
to  offer  it  before  this  session  of  Congress 
adjourned.  As  a  result,  this  language 
will  make  it  permissive  and  will  leave  it 
to  the  States  whether  or  not  they  will 
require  that  kind  of  oath.  In  doing  so, 
the  amendment  preserves  the  essential 
and  basic  spirit  of  the  Kerr-Mills  Act, 
which  is  essentially  a  Federal-State 
system. 

After  all  the  tears  that  were  shed,  Mr. 
President,  here  is  an  opportunity  to  re¬ 
deem  those  tears,  if  some  still  feel  that 
Federal  law  requires  that  the  recipient 
take  some  sort  of  oath  declaring  the  im¬ 
poverishment  of  the  claimant  who  may 
be  in  need  of  medical  care. 

Mr.  McNAMARA.  Mr.  President,  will 
the  Senator  from  Illinois  yield  for  several 
questions? 

Mr.  DIRKSEN.  I  yield. 

Mr.  McNAMARA.  Is  it  not  true  that 
the  States  generally  already  do  what  is 
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proposed  by  this  amendment?  In  my  ex¬ 
perience,  the  States  follow  this  proce¬ 
dure;  they  pay  the  bill  when  the  claim  is 
made,  and  later  determine  whether  there 
is  justification  for  the  payment.  Under 
the  Senator’s  amendment,  what  is  hap¬ 
pening  now  would  continue  to  happen. 
So  it  seems  to  me  the  amendment  would 
not  change  a  thing. 

Mr.  DIRKSEN.  In  the  first  place, 
Mr.  President,  I  am  not  familiar  with 
the  provisions  of  the  laws  of  all  the 
States.  But  here  on  the  floor  of  the 
Senate  it  was  averred  that  there  was  a 
requirement  to  take  a  pauper’s  oath.  I 
wish  to  make  sure  that  the  Federal  law 
makes  no  such  requirement  of  the  States. 
Then  those  who  made  the  statements 
about  a  pauper’s  oath  will  be  free  to 
return  home  and  question  their  aid  com¬ 
missions,  their  Governor,  and  anyone 
else  concerned,  and  say  to  them,  “The 
Federal  law  does  not  require  it;  so  now 
let  us  take  it  out  of  our  State  law,  if  it 
is  included  in  the  enabling  act.” 

Mr.  McNAMARA.  Mr.  President,  will 
the  Senator  from  Illinois  yield  again? 

Mr.  DIRKSEN.  I  yield. 

Mr.  McNAMARA.  I  repeat  that  this 
is  what  is  happening  now :  The  claimant 
is  paid,  generally,  on  the  basis  of  state¬ 
ments  he  makes  in  his  application,  and 
later  it  is  checked.  Logically  this  follows, 
because  the  Kerr-Mills  Act  is  based  on 
need;  and  if  there  is  need,  proof  is  re¬ 
quired.  Whether  it  is  called  a  pauper’s 
oath  or  whether  it  is  called  something 
else,  the  facts  are  the  same.  Does  not 
the  Senator  from  Illinois  agree  that  the 
amendment  does  not  change  anything 
from  the  present  procedure? 

I  repeat  that  when  there  is  a  law 
based  on  need — as  is  true  of  the  Kerr- 
Mills  Act — there  is  a  requirement  to 
show  the  need.  It  can  be  called  a 
pauper’s  oath  or  anything  else. 

Mr.  DIRKSEN.  If  the  Senator  from 
Michigan  is  correct,  then  all  the  throb¬ 
bing  statements  made  on  this  floor  when 
the  Anderson- Javits  proposal  was  before 
us  would  have  no  validity  whatever. 

Mr.  McNAMARA.  I  do  not  agree. 
The  Kerr-Mills  Act  is  based  on  need,  and 
the  applicant  is  required  to  prove  the 
need.  The  proof  of  need  may  take  the 
form  of  a  pauper’s  oath  or  some  other 
form,  but  the  effect  is  the  same. 

Mr.  DIRKSEN.  The  Senator  forgets 
that  need  is  expressed  in  terms  of  the 
ownership  or  lack  of  ownership  of  as¬ 
sets  or  of  a  home,  and  so  forth;  and 
those  things  are  set  forth  in  the  State 
law.  In  Illinois  one  can  have  an  income 
of  $1,800,  if  he  is  single,  or  a  couple  can 
have  an  income  of  $2,400,  and  can  own 
a  home  and,  in  addition,  can  own  $2,400 
in  assets,  and  still  can  be  eligible  to  re¬ 
ceive  medical  care — under  our  law. 

Mr.  McNAMARA.  In  some  States. 

Mr.  DIRKSEN.  I  am  talking  about 
my  State. 

Mr.  McNAMARA.  I  have  no  doubt 
that  is  time  in  Illinois.  But  it  is  not  the 
general  rule.  In  some  States  one  who 
is  to  receive  such  aid  can  own  little  or 
nothing — not  even  enough  funds  to 
make  possible  a  decent  burial.  But  this 
amendment  would  not  change  that 
situation. 


Mr.  DIRKSEN.  But  I  feel  a  responsi¬ 
bility  to  the  people  of  my  State.  If 
it  was  not  properly  done — although  I 
think  it  was  properly  done — I  would  re¬ 
turn  home  and  would  render  my  sup¬ 
plications  and  apologies  to  the  people  of 
my  State.  So  I  wish  to  be  sure  that  no 
one  interprets  the  Kerr-Mills  Act  as  re¬ 
quiring  something  which  could  be  called 
a  pauper’s  oath. 

Mr.  McNAMARA.  I  merely  wish  to 
say  that  any  law  based  on  need  requires 
a  showing  of  the  need.  It  can  be  called  a 
pauper’s  oath  or  it  can  be  given  some 
other  name,  but  the  facts  are  the  same. 

I  thank  the  Senator  from  Illinois. 

Mr.  DIRKSEN.  I  wish  to  say  that 
when  we  started  with  the  Kerr-Mills  Act, 
we  made  plain  that  need  should  be 
shown.  Of  course  in  that  respect  it  dif¬ 
fered  from  the  Anderson- Javits  proposal, 
under  which  everyone — regardless  of  his 
assets  or  estate  or  income — could  qualify; 
it  made  no  difference  whether  the  person 
involved  was  Everett  Dirksen  or  Bob 
Kerr  or  Mike  Mansfield  or  Nelson  Rocke¬ 
feller  or  the  richest  man  in  the  Nation; 
all  would  still  be  eligible,  under  the 
Anderson- Javits  proposal,  for  medical 
care. 

So  we  just  recite  some  income  limita¬ 
tions,  and  say,  "Below  this  amount,  you 
are  entitled  to  receive  this  aid.”  And  I 
think  those  are  very  generous  proposals, 
to  say  the  least. 

Mr.  McNAMARA.  But  this  is  not  the 
general  rule  throughout  the  States.  It 
might  be  the  rule  in  Illinois,  but  it  does 
not  prevail  in  other  States. 

Mr.  DIRKSEN.  Well,  it  is  in  Illinois; 
and  nearly  every  program  of  which  I 
have  any  knowledge  which  provides  a 
State-Federal  basis  tries  to  make  the  aid 
available,  and  then  permits  the  State  to 
assume  its  share  of  the  responsibility.  If 
Michigan  is  behind  the  parade,  the  Sen¬ 
ator  should  go  to  Lansing  and  should 
importune  his  legislature. 

Mr.  McNAMARA.  Then  we  would 
just  go  up  the  hill  and  come  down  again. 

The  trouble  was  that  the  States  were 
not  handling  this  matter  in  the  manner 
in  which  the  framers  of  the  law  thought 
it  should  be  handled.  So  we  would  go 
up  the  hill  and  would  come  down  again, 
and  would  still  say  it  should  be  left  to 
the  States.  So  we  would  have  accom¬ 
plished  nothing. 

Mr.  DIRKSEN.  I  simply  remind  my 
friend  that  since  we  are  in  the  month  of 
September,  in  a  few  days  we  shall  observe 
the  175th  anniversary  of  the  Constitu¬ 
tion  of  the  United  States;  and  if  it  does 
anything  in  addition  to  protecting  the 
freedoms  of  the  people,  it  sets  up  a 
framework  of  government  beautifully 
checked  and  balanced,  to  which  we  refer 
as  a  State-Federal  system;  and  the  pow¬ 
ers  we  enjoy  here  in  the  Senate  are  those 
which  have  been  expressly  delegated  to 
the  Central  Government  by  the  Consti¬ 
tution.  All  other  powers  are  reserved. 
I  try  to  see  to  it  that  that  balance  of 
State-Federal  responsibility  is  carefully 
safeguarded.  I  think  we  did  so  very  well 
in  the  Kerr-Mills  Act;  we  made  it  a 
State-Federal  system.  And  the  people 
of  Michigan  ought  to  exercise  their 
responsibility,  even  as  we  in  the  State  of 
Illinois  have  done. 


Mr.  McNAMARA.  It  is  not  a  ques¬ 
tion  of  the  law  to  be  applied  to  the  State 
of  Illinois  or  to  the  State  of  Michigan. 
I  think  perhaps  the  only  justification  for 
this  law.  if  applied  at  the  Federal  level, 
will  be  that  it  applies  to  all  the  States. 
I  know  there  are  certain.things  that  were 
not  specifically  delegated  to  the  Federal 
Government;  but  there  have  been  many 
changes  since  then.  If  we  carry  the  orig¬ 
inal  concept  to  a  logical  conclusion,  we 
could  not  today  have  a  Federal  income- 
tax  law.  And  if  we  leave  everything  to 
the  States,  we  would  have  trouble  with 
a  conscription  act  in  time  of  war. 

So  we  have  progressed  very  far  from 
the  time  when  that  was  the  accepted 
theory  of  government. 

In  order  to  make  this  meaningful,  I 
think  there  might  be  a  further  amend¬ 
ment.  I  hold  one  in  my  hand,  and  I 
suggest  that  the  Senator  from  Illinois 
consider  accepting  it.  The  purpose  is 
to  strike  out,  at  the  end  of  paragraph 
(f ) ,  the  period  and  the  quotation  marks, 
and  to  add : 

Such  statement  shall  be  conclusive  as  to 
claimant’s  eligibility,  and  no  action  at  law 
or  equity  shall  be  brought  for  the  recovery 
of  payments  made  after  the  filing  and  ac¬ 
ceptance  of  such  statement. 

This  goes  a  little  further;  but  if  any¬ 
thing  is  to  be  accomplished,  I  think  this 
route  must  be  followed. 

I  repeat  that  I  think  the  Senator’s 
amendment  accomplishes  nothing;  I 
think  it  deals  with  the  way  this  is  oper¬ 
ating  now,  for  any  law  based  on  need 
will  require  a  means  test,  or  whatever 
else  it  may  be  called. 

Mr.  DIRKSEN.  Mr.  President,  that  is 
only  a  personal  opinion. 

However,  I  do  not  wish  to  have  the 
next  to  the  last  statement  the  Senator 
from  Michigan  made  stand — that  we 
have  departed  from  our  basic  concept  of 
government.  I  do  not  agree,  because 
in  the  Constitution  there  is  a  mandatory 
provision ;  and  whenever  either  the  Con¬ 
gress  or  the  States  initiate  the  action  un¬ 
der  that  mandatory  clause,  then  it  is  up 
to  the  people  to  decide  whether  the  Con¬ 
stitution  shall  be  amended — but  always 
within  the  concept  as  laid  down  175  years 
ago. 

Mr.  McNAMARA.  I  ask  the  Senator, 
What  brought  this  up?  The  Senator 
from  Illinois  injected  this  question  into 
the  debate. 

Mr.  DIRKSEN.  I  think,  if  we  looked 
at  the  reporter’s  notes,  they  would  show 
that  the  Senator  from  Michigan  indi¬ 
cated  that,  somehow,  we  had  myster¬ 
iously  departed  from  the  sound  Federal- 
State  system;  and  we  have  not  at  any 
time  in  the  history  of  the  Republic. 

When  we  speak  about  recovery,  that 
would  have  to  involve  a  suit  in  equity 
or  law.  It  would  have  to  be  one  of  the 
two.  I  want  to  be  sure  no  one  will  rise 
in  his  place  and  say  that  under  the  Kerr- 
Mills  Act  a  pauper’s  oath  is  required, 
but  leave  it  to  the  State  as  to  what  it 
will  propose  to  do  about  it. 

Mr.  McNAMARA.  Mr.  President,  if 
the  Senator  will  yield,  I  will  rise  in  my 
place  and  say  that  I  construe  it  in  just 
that  way.  It  is  a  pauper’s  oath.  One 
may  call  it  something  else;  it  is  a  re¬ 
quirement  based  on  need,  and  the  Sen- 
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ator  does  not  change  it  with  his  amend¬ 
ment. 

Mr.  DIRKSEN.  Mr.  President,  it  is 
so  wonderful  that,  under  our  Constitu¬ 
tion,  my  friend  can  cherish  that  opinion 
to  his  heart’s  content. 

Mr.  SMATHERS.  Mr.  President,  will 
the  Senator  yield? 

Mr.  DIRKSEN.  I  yield. 

Mr.  SMATHERS.  I  wish  to  congrat¬ 
ulate  the  able  Senator  from  Illinois  for 
offering  this  amendment.  I  believe  it  is 
both  desirable  and  needed. 

I  think  it  should  be  very  clear  that, 
so  far  as  the  Federal  Government  is 
concerned,  and  as  the  Senator  from  Illi¬ 
nois  has  so  well  stated,  there  should  be 
no  requirement  of  a  pauper’s  oath  in¬ 
sofar  as  Federal  participation  is  con¬ 
cerned.  I  think  it  should  be  left  to  the 
States  as  to  how  generous  or  ungenerous 
they  wish  to  be  in  applying  their  funds 
under  the  Kerr-Mills  law  to  take  care 
of  elderly  people  who  might  be  in  need 
of  medical  attention. 

The  State  Legislature  of  Florida  has 
not  seen  fit  so  far  to  implement  the 
Kerr-Mills  Act,  but  I  am  very  hopeful 
that  in  the  forthcoming  session  in  1963 
it  will  implement  it,  and  that  it  will  fol¬ 
low  the  same  pattern  which  the  State 
of  Illinois  is  following,  which  I  think  is 
quite  fair,  and  certainly  generous  in  most 
respects.  I  think  this  is  the  kind  of 
medical  program  we  ought  to  have — a 
program  that  provides  total  medical  care 
for  those  in  need. 

I  cannot  see  any  earthly  reason  why 
the  richest  man  in  my  State  or  in  my 
community,  who  probably  does  not  want 
it  to  start  with,  should  have  other  citi¬ 
zens  pay  for  his  medical  bills.  On  the 
other  hand,  I  do  not  like  the  idea  of  re¬ 
quiring  elderly  persons  to  take  an  oath 
and  state  they  are  completely  without 
funds,  that  they  are  destitute,  in  order 
to  get  such  medical  aid.  This  amend¬ 
ment,  which  would  leave  it  to  the  States 
to  decide  how  generous  they  want  to  be, 
is  very  desirable.  The  State  of  Illinois 
has  set  standards  which  are  eminently 
generous.  One  can  own  his  own  home 
and  have  an  income  with,  of  course, 
limitation  and  still  be  eligible  for  bene¬ 
fits  under  the  Kerr-Mills  Act. 

We  should  make  it  abundantly  clear, 
and  I  am  hopeful  all  States  will  do  like¬ 
wise,  that  none  of  our  senior  citizens  be 
required  to  take  a  paupers  oath  to  avail 
themselves  of  needed  medical  care  when 
it  is  obvious  from  their  financial  position 
that  a  need  exists.  These  people  should 
not  be  deprived  of  living  in  honor  and 
decency  or  be  required  to  dispose  of 
their  property  to  obtain  such  medical 
care  under  this  law. 

I  wish  to  associate  myself  with  the  re¬ 
marks  made  by  the  Senator  from  Illi¬ 
nois,  and  approve  everything  he  said,  in¬ 
cluding  the  statement  that  we  must  not 
destroy  the  Federal-State  relationship. 
This  system  has  over  the  past  proved  to 
be  the  best  way  to  take  care  of  problems 
which  in  essence,  and  basically,  are  local 
problems,  it  is  desirable  to  get  the  coun¬ 
ty,  State,  and  Federal  governments  in 
cooperation  with  each  other  to  provide 
medical  care  for  elderly  people  in  need, 
without  requiring  them  to  take  a  hu¬ 
miliating  pauper’s  oath,  or  to  indicate  a 


complete  lack  of  funds,  which  they  do 
not  want  to  do,  and  should  not  be  re¬ 
quired  to  do. 

The  pending  amendment,  which  would 
allow  the  States  to  set  the  standards,  is 
eminently  desirable;  and  I  hope  the  com¬ 
mittee  and  the  Senate  will  accept  the 
amendment  of  the  Senator  from  Illinois. 

Mr.  KERR.  Mr.  President,  I  am  aware 
of  every  word  the  distinguished  Senator 
from  Illinois  has  said.  I  am  aware  that 
this  is  an  insistence,  but  not  a  social 
security  insistence,  for  a  medical  care 
amendment  to  the  tax  bill.  I  must  say, 
however,  that  the  Senator  from  Okla¬ 
homa  is  in  entire  accord  with  what  the 
Senator  from  Illinois  has  said  and  with 
the  language  of  the  amendment,  and 
therefore  finds  himself  unable  to  offer 
any  opposition  to  its  adoption. 

The  PRESIDING  OFFICER.  The 
question  is  on  agreeing  to  the  amend¬ 
ment  of  the  Senator  from  Illinois. 

The  amendment  was  agreed  to. 

Mr.  DIRKSEN.  Mr.  President,  I  move 
to  reconsider  the  vote  by  which  the 
amendment  was  agreed  to. 

Mr.  HRUSKA.  Mr.  President,  I  move 
to  lay  that  motion  on  the  table. 

The  motion  to  lay  on  the  table  was 
agreed  to. 

Mr.  KERR.  Mr.  President,  I  call  up 
my  amendments  9-4-62 — C. 

The  PRESIDING  OFFICER.  The 
amendments  offered  by  the  Senator 
from  Oklahoma  will  be  stated. 

The  legislative  clerk  proceeded  to  read 
the  amendments. 

Mr.  KERR.  Mr.  President,  I  ask 
unanimous  consent  that  the  amend¬ 
ments  be  printed  in  the  Record,  without 
their  being  read. 

There  being  no  objection,  the  amend¬ 
ments  were  ordered  to  be  printed  in  the 
Record,  as  follows: 

On  page  131,  line  11,  strike  out  "or”. 

On  page  131,  line  14,  strike  out  "stock.” 
and  insert  “stock,  or”. 

On  page  131,  after  line  14,  insert  the  fol¬ 
lowing: 

“(D)  received  on  obligations  acquired  as  a 
result  of  the  disposition  of  a  trade  or  busi¬ 
ness  actively  conducted  by  the  taxpayer  in 
a  foreign  country  or  possession  of  the  United 
States  or  as  a  result  of  the  disposition  of 
stock  or  obligations  of  a  corporation  in 
which  the  taxpayer  owned  at  least  10  per¬ 
cent  of  the  voting  stock.” 

On  page  140,  beginning  with  line  16,  strike 
out  all  through  line  3  on  page  141  and  in¬ 
sert  the  following: 

“(c)  Effective  Dates. — 

“(1)  Amendment  to  section  911. — The 
amendment  made  by  subsection  (a)  shall 
apply  to  taxable  years  ending  after  Decem¬ 
ber  31,  1962,  but  only  with  respect  to 
amounts — 

"(A)  received  after  March  12,  1962,  which 
are  attributable  to  services  performed  after 
December  31,  1962,  or 

“(B)  received  after  December  31,  1962, 
which  are  attributable  to  services  performed 
on  or  before  December  31,  1962,  unless  on 
March  12,  1962,  there  existed  a  right  (wheth¬ 
er  forfeitable  or  nonforfeitable)  to  receive 
such  amounts. 

“(2)  Amendment  to  section  72(f). — The 
amendment  made  by  subsection  (b)  shall 
apply  to  taxable  years  ending  after  Decem¬ 
ber  31,  1962.” 

On  page  196,  line  20,  strike  out  "5  years” 
and  insert  “one  year”. 

On  page  197,  strike  out  lines  9  through  18 
and  insert  the  following: 


17443 

"(3)  Special  rule. — For  purposes  of  this 
subpart,  a  United  States  shareholder  of  a 
controlled  foreign  corporation  may,  under 
regulations  prescribed  by  the  Secretary  or 
his  delegate,  make  the  determinations  un¬ 
der  subsection  (a)(2)  of  this  section  and 
under  subsection  (f)  of  section  954  as  of 
the  close  of  the  years  following  the  years  re¬ 
ferred  to  in  such  subsections,  or  as  of  the 
close  of  such  longer  period  of  time  as  such 
regulations  may  permit,  in  lieu  of  on  the  last 
day  of  such  years.  Any  election  under  this 
paragraph  made  with  respect  to  any  taxable 
year  shall  apply  to  such  year  and  to  all  suc¬ 
ceeding  taxable  years  unless  the  Secretary  or 
his  delegate  consents  to  the  revocation  of 
such  election. 

“(4)  Exception. — For  purposes  of  this  sub¬ 
part,  property  shall  not  constitute  qualified 
investments  in  less  developed  countries  if 
such  property  is  disposed  of  within  6  months 
after  the  date  of  its  acquisition.” 

On  page  197,  line  19,  strike  out  “(4)”  and 
insert  “(5)”. 

On  page  198,  lines  2  and  3,  strike  out 
“which  is  created  or  organized  under  the 
laws  of  a  less  developed  country  and”. 

On  page  198,  lines  17  and  18,  strike  out 
“5  years”  and  insert  “one  year”. 

On  page  238,  line  16,  strike  out  “An  elec¬ 
tion”  and  insert  the  following:  “A  United 
States  shareholder  of  an  export  trade  cor¬ 
poration  may,  under  regulations  prescribed 
by  the  Secretary  or  his  delegate,  make  the 
determinations  under  paragraphs  (2)  and 
(3)  with  respect  to  export  trade  assets  de¬ 
scribed  in  section  971(e)(3)  as  of  the  close 
of  the  years  following  the  years  referred  to 
in  such  paragraphs,  or  as  of  the  close  of 
such  longer  period  of  time  as  such  regula¬ 
tions  may  permit,  in  lieu  of  on  the  last  day 
of  such  years  and  in  lieu  of  on  the  day  pre¬ 
scribed  in  the  preceding  sentence.  Any  elec¬ 
tion”. 

On  page  280,  after  line  10,  insert  the  fol¬ 
lowing: 

“(c)  Determination  of  Earnings  and 
Profits. — 

“(1)  In  general. — For  purposes  of  this  sec¬ 
tion,  the  earnings  and  profits  of  any  foreign 
corporation  for  any  taxable  year  shall  be  de¬ 
termined  according  to  rules  substantially 
similar  to  those  applicable  to  domestic  cor¬ 
porations,  under  regulations  prsecribed  by 
the  Secretary  or  his  delegate. 

“(2)  Earnings  and  profits  of  subsidi¬ 
aries  OF  FOREIGN  CORPORATIONS. - If - 

“(A)  subsection  (a)  applies  to  a  sale  or 
exchange  by  a  United  States  person  of  stock 
of  a  foreign  corporation  and,  by  reason  of  the 
ownership  of  the  stock  sold  or  exchanged, 
such  person  owned  within  the  meaning  of 
section  958(a)  (2)  stock  of  any  other  foreign 
corporation;  and 

(B)  such  person  owned,  within  the  mean¬ 
ing  of  section  958(a),  or  was  considered  as 
owning  by  applying  the  rules  of  ownership 
of  section  958(b),  10  percent  or  more  of  the 
total  combined  voting  power  of  all  classes 
of  stock  entitled  to  vote  of  such  other  for¬ 
eign  corporation  at  any  time  during  the 
5-year  period  ending  on  the  date  of  the  sale 
or  exchange  when  such  other  foreign  cor¬ 
poration  was  a  controlled  foreign  corpora¬ 
tion  (as  defined  in  section  957), 
then,  for  purposes  of  this  section,  the  earn¬ 
ings  and  profits  of  the  foreign  corporation 
the  stock  of  which  is  sold  or  exchanged 
which  are  attributable  to  the  stock  sold  or 
exchanged  shall  be  deemed  to  include  the 
earnings  and  profits  of  such  other  foreign 
corporation  which — 

“(C)  are  attributable  (under  regulations 
prescribed  by  the  Secretary  or  his  delegate) 
to  the  stock  of  such  other  foreign  corporation 
which  such  person  owned  within  the  mean¬ 
ing  of  section  958(a)  (2)  (by  reason  of  his 
ownership  within  the  meaning  of  section 
958(a)  (1)  (A)  of  the  stock  sold  or  exchanged) 
on  the  date  of  such  sale  or  exchange;  and 
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“(D)  were  accumulated  in  taxable  years 
of  such  other  corporation  beginning  after 
December  31,  1962,  and  during  the  period  or 
periods — 

“(i)  such  other  corporation  was  a  con¬ 
trolled  foreign  corporation,  and 

“(ii)  such  person  owned  within  the  mean¬ 
ing  of  section  958(a)  (2)  the  stock  of  such 
other  foreign  corporation.” 

On  page  280,  line  11,  strike  out  "(c)  Spe¬ 
cial  Rules”  and  insert  “(d)  Exclusions 
From  Earnings  and  Profits”. 

On  page  281,  beginning  with  line  12,  strike 
out  all  through  line  3  on  page  282  and  insert 
the  following:  “corporation  (as  defined  in 
section  902(d)),  if  the  stock  sold  or  ex¬ 
changed  was  owned  for  a  continuous  period 
of  at  least  10  years,  ending  with  the  date 
of  the  sale  or  exchange,  by  the  United  States 
person  who  sold  or  exchanged  such  stock.” 

On  page  283,  after  line  17,  insert  the  fol¬ 
lowing  : 

“(e)  Sales  or  Exchanges  of  Stock  in  Cer¬ 
tain  Domestic  Corporations. — Under  regu¬ 
lations  prescribed  by  the  Secretary  or  his 
delegate,  if — 

“(1)  a  United  States  person  sells  or  ex¬ 
changes  stock  of  a  domestic  corporation,  or 
receives  a  distribution  from  a  domestic  cor¬ 
poration  which,  under  section  302  or  331, 
is  treated  as  an  exchange  of  stock,  and 

"(2)  such  domestic  corporation  was  formed 
or  availed  of  principally  for  the  holding,  di¬ 
rectly  or  indirectly,  of  stock  of  one  or  more 
foreign  corporations, 

such  sale  or  exchange  shall,  for  purposes 
of  this  section,  be  treated  as  a  sale  or  ex¬ 
change  of  the  stock  of  the  foreign  corpora¬ 
tion  or  corporations  held  by  the  domestic 
corporation.” 

On  page  283,  line  18,  strike  out  “(d)”  and 
“(f)”. 

On  page  284,  line  8,  strike  out  “(e)”  and 
insert  “(g)  ”. 

Mr.  KERR.  Mr.  President,  this  is  a 
series  of  amendments,  a  number  of 
which  are  purely  technical,  a  number 
of  which  are  clarifying,  some  of  which 
are  corrective. 

I  ask  unanimous  consent  that  they 
may  be  adopted  en  bloc,  and  become  a 
part  of  the  text  of  the  bill  and  subject 
to  amendment  by  any  Senator  who  de¬ 
sires  to  offer  amendments  with  reference 
thereto. 

The  PRESIDING  OFFICER.  Is  there 
objection?  Without  objection,  the 
amendments  will  be  considered  en  bloc. 
Without  objection,  they  are  agreed  to 
en  bloc. 

The  bill  is  open  to  further  amendment. 

Mr.  DIRKSEN.  Mr.  President,  I  pro¬ 
pose  at  this  time  to  submit  as  an  amend¬ 
ment  H.R.  70,  but  before  doing  so,  I  think 
we  ought  to  have  a  quorum  call. 

Mr.  MANSFIELD.  I  suggest  that  the 
Senator  have  the  amendment  laid  be¬ 
fore  the  Senate. 

Mr.  DIRKSEN.  Mr.  President,  am  I 
recognized? 

The  PRESIDING  OFFICER.  The 
Senator  from  Illinois  is  recognized. 

Mr.  DIRKSEN.  Before  having  the 
amendment  laid  before  the  Senate,  I 
would  like  to  talk  to  the  distinguished 
Senator  from  Tennessee  [Mr.  Gore],  and 
then  I  shall  lay  down  H.R.  10  as  an 
amendment  to  the  bill.  I  know  that  a 
motion  to  table  will  be  in  order  imme¬ 
diately  after  someone  gets  the  floor  for 
that  purpose,  and  I  wonder  if  we  could 
have  some  understanding  as  to  whether 
or  not  a  given  amount  of  time  can  be 
allotted  to  it  before  a  motion  to  table, 


if  any  is  contemplated,  is  made.  I  think 
there  are  Senators  on  this  side  who  want 
to  be  heard. 

Mr.  MANSFIELD.  Mr.  President,  to 
remove  any  doubt  in  the  Senator’s 
mind — and  I  am  sure  there  is  no  doubt 
in  his  mind — a  motion  to  table  will  be 
made. 

How  much  time  would  the  Senator  like 
to  have  in  a  limitation  of  debate? 

Mr.  DIRKSEN.  Speaking  for  myself, 
I  would  want  to  have  15  minutes.  The 
distinguished  Senator  from  Florida,  who 
is  the  actual  author  of  this  proposal,  will 
doubtless  want  to  speak  on  it. 

Mr.  MANSFIELD.  Would  the  Senator 
agree  to  an  hour’s  limitation,  40  minutes 
on  his  side  and  20  minutes  on  the  other 
side? 

Mr.  DIRKSEN.  I  think  that  would  be 
fair. 

Mr.  MANSFIELD.  Mr.  President,  I 
ask  unanimous  consent  that  IV2  hours 
be  allocated  to  the  consideration  of  the 
amendment  involving  H.R.  10,  1  hour  to 
be  allocated  to  the  minority  leader,  and 
one-half  hour  to  the  majority  leader.  I 
feel  certain  that  some  of  the  time  I 
would  be  allotted  could  be  allocated  to 
Senators  who  wish  to  speak. 

Mr.  GORE.  Mr.  President,  reserving 
the  right  to  object,  as  I  understand  the 
Senator’s  request,  it  relates  only  to  the 
amount  of  debate  before  the  motion  to 
lay  the  amendment  on  the  table. 

Mr.  MANSFIELD.  That  is  correct. 

Mr.  GORE.  In  the  perhaps  unlikely 
event  that  the  motion  is  not  agreed  to, 
then  the  limitation  of  time  would  not  be 
effective? 

Mr.  MANSFIELD.  That  is  correct.  Is 
that  agreeable? 

Mr.  DIRKSEN.  Yes. 

Mr.  GORE.  Reserving  the  right  to 
object,  Mr.  President — and  I  shall  not 
object— in  view  of  the  fact  that  there  is 
to  be  a  limitation  of  time  before  the  mo¬ 
tion  to  table,  I  wonder  if  the  distin¬ 
guished  majority  leader  and  distin¬ 
guished  minority  leader  would  consider 
it  advisable  to  have  a  brief  quorum  call, 
to  alert  other  Senators  that  such  a  pro¬ 
posal  is  being  made.  It  is  a  little  out 
of  the  ordinary. 

Mr.  MANSFIELD.  If  the  Senator 
wishes  to  do  so,  that  is  all  right;  but  the 
procedure  is  not  out  of  the  ordinary.  I 
think  we  have  cleared  it  with  the  pro¬ 
ponents  and  the  opponents.  I  think  no¬ 
body’s  mind  would  be  changed.  I  am 
merely  trying  to  make  it  possible  for  us 
to  get  out  sometime  and  to  get  home. 

Mr.  GORE.  I  shall  not  assume  any 
responsibility  for  other  Senators.  So  far 
as  I  am  concerned,  I  have  no  objection. 
I  was  merely  making  the  suggestion  that 
it  was  a  little  unusual. 

Mr.  DIRKSEN.  I  think  it  is  quite  ap¬ 
propriate  that  there  be  a  short  quorum 
call  and  that  the  staff  notify  Senators 
that  the  amendments  embodying  the 
provisions  of  H.R.  10  will  be  before  the 
Senate. 

Mr.  MANSFIELD.  Mr.  President,  I 
wish  to  say — and  I  hope  this  will  be 
taken  in  the  right  way,  and  I  hope  all 
Senators  will  understand — that,  so  far 
as  I  am  concerned,  I  do  not  intend  to 
spend  all  day  on  these  amendments,  be¬ 


cause  there  are  other  amendments  which 
must  be  considered,  also. 

Mr.  GORE  Yes. 

Mr.  MANSFIELD.  As  Senators  know, 
a  motion  to  table  is  in  order  at  any  time 
that  a  Senator  who  so  desires  can  obtain 
the  floor. 

Mr.  GORE.  I  do  not  object. 

The  PRESIDING  OFFICER.  Is  there 
objection  to  the  request  by  the  Senator 
from  Montana? 

Mr.  MANSFIELD.  Mr.  President,  I 
suggest  the  absence  of  a  quorum. 

The  PRESIDING  OFFICER.  The 
clerk  will  call  the  roll. 

The  legislative  clerk  proceeded  to  call 
the  roll. 

Mr.  MANSFIELD.  Mr.  President,  I 
ask  unanimous  consent  that  further  pro¬ 
ceedings  under  the  quorum  call  may  be 
dispensed  with. 

The  PRESIDING  OFFICER.  Without 
objection,  it  is  so  ordered. 

Mr.  DIRKSEN.  Mr.  President,  I  offer 
my  amendments  identified  as  “8-23-62 — 
K.” 

The  PRESIDING  OFFICER.  The 
amendments  will  be  identified  for  the  in¬ 
formation  of  the  Senate. 

The  Legislative  Clerk.  On  page  391, 
after  line  21,  it  is  proposed  to  insert  a 
new  section  27,  “Self-Employed  Individ¬ 
uals  Voluntary  Pension  Plans.” 

The  amendments  are  as  follows: 

On  page  391,  after  line  21,  insert  the  fol¬ 
lowing  new  section: 

“Sec.  27.  Self-Employed  Individuals  Vol¬ 
untary  Pension  Plans. 

“Section  401  of  the  Internal  Revenue  Code 
of  1954  (relating  to  qualified  pension,  profit- 
sharing,  and  stock  bonus  plans)  is  amend¬ 
ed — 

“(1)  by  adding  at  the  end  of  paragraph 
(5)  of  subsection  (a)  the  following  new 
sentence:  ‘For  purposes  of  this  paragraph 
and  paragraph  (10),  the  total  compensation 
of  an  individual  who  is  an  employee  within 
the  meaning  of  subsection  (c)(1)  means 
such  individual’s  earned  income  (as  defined 
in  subsection  (c)(2)),  and  the  basic  or 
regular  rate  of  compensation  of  such  an  in¬ 
dividual  shall  be  determined,  under  regula¬ 
tions  prescribed  by  the  Secretary  or  his  dele¬ 
gate,  with  respect  to  that  portion  of  his 
earned  income  which  bears  the  same  ratio 
to  his  earned  income  on  the  basic  or 
regular  compensation  of  the  employees  under 
the  plan  bears  to  the  total  compensation  of 
such  employees.’; 

"(2)  by  adding  at  the  end  of  subsection 
(a)  the  following  new  paragraphs: 

“  ‘(7)  A  trust  shall  not  constitute  a  quali¬ 
fied  trust  under  this  section  unless  the  plan 
of  which  such  trust  is  a  part  provides  that, 
upon  its  termination  or  upon  complete  dis¬ 
continuance  of  contributions  under  the  plan, 
the  rights  of  all  employees  to  benefits  secured 
to  the  date  of  such  termination  or  discon¬ 
tinuance,  to  the  extent  then  funded,  or  the 
amounts  credited  to  the  employees’  accounts, 
are  nonforfeitable.  This  paragraph  shall  not 
apply  to  benefits  or  contributions  which,  un¬ 
der  provisions  of  the  plan  adopted  pursuant 
to  regulations  prescribed  by  the  Secretary 
or  his  delegate  to  preclude  the  discrimina¬ 
tion  prohibited  by  paragraph  (4),  may  not 
be  used  for  designated  employees  in  the 
event  of  early  termination  of  the  plan. 

“‘(8)  A  trust  forming  part  of  a  pension 
plan  shall  not  constitute  a  qualified  trust 
under  this  section  unless  the  plan  provides 
that  forfeitures  must  not  be  applied  to  in¬ 
crease  the  benefits  any  employee  would 
otherwise  receive  under  the  plan. 
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“  ‘(9)  In  the  case  of  a  plan  which  provides 
contributions  or  benefits  for  employees  some 
or  all  of  whom  are  employees  within  the 
meaning  of  subsection  (c)  (1),  a  trust  form¬ 
ing  part  of  such  plan  shall  not  constitute  a 
qualified  trust  under  this  section  unless,  un¬ 
der  the  plan,  the  entire  interest  of  each  em¬ 
ployee — 

“  ‘(A)  either  will  be  distributed  to  him  not 
later  than  his  taxable  year  in  which  he  at¬ 
tains  the  age  of  70  y2  years,  or,  in  the  case 
of  an  employee  other  than  an  owner-em¬ 
ployee  (as  defined  in  subsection  (c)  (3)),  in 
which  he  retires,  whichever  is  the  later,  or 
“  ‘(B)  will  be  distributed,  commencing  not 
later  than  such  taxable  year,  (i)  in  accord¬ 
ance  with  regulations  prescribed  by  the  Sec¬ 
retary  or  his  delegate,  over  the  life  of  such 
employee  or  over  the  lives  of  such  employee 
and  his  spouse,  or  (ii)  in  accordance  with 
such  regulations,  over  a  period  not  extending 
beyond  the  life  expectancy  of  such  employee 
or  the  life  expectancy  of  such  employee  and 
his  spouse. 

“  ‘(10)  In  the  case  of  a  plan  which  provides 
contributions  or  benefits  for  employees  some 
or  all  of  whom  are  owner-employees  (as  de¬ 
fined  in  subsection  (c)(3))  — 

“‘(A)  paragraph  (3)  and  the  first  and 
second  sentences  of  paragraph  (5)  shall  not 
apply,  but — 

“‘(i)  such  plan  shall  not  be  considered 
discriminatory  within  the  meaning  of  para¬ 
graph  (4)  merely  because  the  contributions 
or  benefits  of  or  on  behalf  of  employees  un¬ 
der  the  plan  bear  a  uniform  realtionship 
to  the  total  compensation,  or  the  basic  or 
regular  rate  of  compensation,  of  such  em¬ 
ployees,  and 

“‘(ii)  such  plan  shall  not  be  considered 
discriminatory  within  the  meaning  of  para¬ 
graph  (4)  solely  because  under  the  plan 
contributions  described  in  subsection (e)  (3) 
(A)  which  are  in  excess  of  the  amounts 
which  may  be  deducted  under  section  404 
(determined  without  regard  to  section  404 
(a)  (10) )  for  the  taxable  year  may  be  made 
on  behalf  of  any  owner-employee;  and 

“  ‘(B)  a  trust  forming  a  part  of  such  plan 
shall  constitute  a  qualified  trust  under  this 
section  only  if  the  requirements  in  subsec¬ 
tion  (d)  are  also  met.’;  and 

“(3)  by  redesignating  subsection  (c)  as 
subsection  (h)  and  inserting  after  subsec¬ 
tion  (b)  the  following  new  subsections: 

“‘(c)  Definitions  and  Rules  Relating 
to  Self-Employed  Individuals  and  Owner- 
Employees. — For  purposes  of  this  section — 
“‘(1)  Employee. — The  term  “employee” 
includes,  for  any  taxable  year,  an  individual 
who  has  earned  income  (as  defined  in  para¬ 
graph  (2) )  for  the  taxable  year.  To  the  ex¬ 
tent  provided  in  regulations  prescribed  by 
the  Secretary  or  his  delegate,  such  term  also 
includes,  for  any  taxable  year — 

“  ‘(A)  an  individual  who  would  be  an  em¬ 
ployee  within  the  meaning  of  the  preceding 
sentence  but  for  the  fact  that  the  trade  or 
business  carried  on  by  such  individual  did 
not  have  net  profits  for  the  taxable  year,  and 
“  ‘(B)  an  individual  who  has  been  an  em¬ 
ployee  within  the  meaning  of  the  preceding 
sentence  for  any  prior  taxable  year. 

“‘(2)  Earned  income. — 

“‘(A)  In  general. — The  term  “earned  in¬ 
come”  means  the  net  earnings  from  self- 
employment  (as  defined  in  section  1402 
(a) )  to  the  extent  that  such  net  earnings 
constitute  earned  income  (as  defined  in  sec¬ 
tion  911(b)  but  determined  with  the  appli¬ 
cation  of  subparagraph  (B)),  but  such  net 
earnings  shall  be  determined — 

“‘(i)  without  regard  to  paragraphs  (4) 
and  (5)  of  section  1402(c) , 

“‘(ii)  in  the  case  of  any  individual  who 
is  treated  as  an  employee  under  sections  3121 
(d)(2)  (A),  (C),  or  (D),  without  regard  to 
paragraph  (2)  of  section  1402(c),  and 

“‘(iii)  without  regard  to  items  which  are 
not  included  in  gross  income  for  purposes 
of  this  chapter,  and  the  deductions  properly 
allocable  to  or  chargeable  against  such  items. 


For  purposes  of  subparagraph  (A),  sections 
911(b)  and  1402,  as  in  effect  for  a  taxable 
year  ending  on  December  31,  1961,  and  sub- 
paragraph  (B) ,  as  in  effect  for  a  taxable  year 
beginning  on  January  1, 1962,  shall  be  treated 
as  having  been  in  effect  for  all  taxable  years 
ending  before  such  date. 

“‘(B)  Earned  income  when  both  per- 

SONAL  SERVICES  AND  CAPITAL  ARE  MATERIAL  IN¬ 
COME-PRODUCING  factors. — In  applying  sec- 
tion  911(b)  for  purposes  of  subparagraph 
(A),  in  the  case  of  an  individual  who  is  an 
employee  within  the  meaning  of  paragraph 
(1)  and  who  is  engaged  in  a  trade  or  business 
in  which  both  personal  services  and  capital 
are  material  income-producing  factors  and 
with  respect  to  which  the  individual  actu¬ 
ally  renders  personal  services  on  a  full-time, 
or  substantially  full-time,  basis,  so  much  of 
his  share  of  the  net  profits  of  such  trade  or 
business  as  does  not  exceed  $2,500  shall  be 
considered  as  earned  income.  In  the  case  of 
any  such  individual  who  is  engaged  in  more 
than  one  trade  or  business  with  respect  to 
which  he  actually  renders  substantial  per¬ 
sonal  services,  if  with  respect  to  all  such 
trades  or  businesses  he  actually  renders  per¬ 
sonal  services  on  a  full-time,  or  substan¬ 
tially  full-time,  basis,  there  shall  be  con¬ 
sidered  as  earned  income  with  respect  to  the 
trades  or  businesses  in  which  both  personal 
services  and  capital  are  material  income- 
producing  factors — 

“‘(i)  so  much  of  his  share  of  the  net 
profits  of  such  trades  or  businesses  as  does 
not  exceed  $2,500,  reduced  by 

“‘(ii)  his  share  of  the  net  profits  of  any 
trade  or  business  in  which  only  personal 
services  is  a  material  income-producing  fac¬ 
tor. 

The  preceding  sentences  shall  not  be  con¬ 
strued  to  reduce  the  share  of  net  profits 
of  any  trade  or  business  which  under  the 
second  sentence  of  section  911(b)  would  be 
considered  as  earned  income  of  any  such 
individual. 

“  ‘(3)  Owner-employee. — The  term  ‘owner 
employee”  means  an  employee  who— 

“‘(A)  owns  the  entire  interest  in  an  un¬ 
incorporated  trade  or  business,  or 

“‘(B)  in  the  case  of  a  partnership,  is  a 
partner  who  owns  more  than  10  percent  of 
either  the  capital  interest  or  the  profits  in¬ 
terest  in  such  partnership. 

To  the  extent  provided  in  regulations  pre¬ 
scribed  by  the  Secretary  or  his  delegate,  such 
term  also  means  an  individual  who  has  been 
an  owner-employee  within  the  meaning  of 
the  preceding  sentence. 

“  ‘  (4)  Employer. — An  individual  who  owns 
the  entire  interest  in  an  unincorporated 
trade  or  business  shall  be  treated  as  his  own 
employer.  A  partnership  shall  be  treated 
as  the  employer  of  each  partner  who  is  an 
employee  within  the  meaning  of  paragraph 
(1). 

“‘(5)  Constructive  ownership. — An  indi¬ 
vidual  shall  be  treated  as  owning  any  interest 
in  an  unincorporated  trade  or  business  which 
is  owned,  directly  or  indirectly,  by  his  spouse 
or  minor  children.  An  individual  who  owns 
any  interest  in  an  unincorporated  trade  or 
business  or  is  an  employee  of  such  trade  or 
business  shall  be  treated  as  owning  any  in¬ 
terest  in  such  unincorporated  trade  or  busi¬ 
ness  which  is  owned,  directly  or  indirectly, 
by  his  ancestors  or  lineal  descendants.  Any 
interest  treated  as  owned  by  any  individual 
by  reason  of  the  application  of  the  preceding 
sentences  shall  not  be  treated  as  owned  by 
him  for  the  purpose  of  applying  such  sen¬ 
tences  in  order  to  make  any  other  individual 
the  constructive  owner  of  such  interest.  For 
purposes  of  this  paragraph,  a  legally  adopted 
child  of  an  individual  shall  be  treated  as  a 
child  of  such  individual  by  blood. 

“  ‘(6)  Contributions  on  behalf  of  own¬ 
er-employees.— The  term  “contribution  on 
behalf  of  an  owner-employee”  includes,  ex¬ 
cept  as  the  context  otherwise  requires,  a  con¬ 
tribution  under  a  plan — 
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“‘(A)  by  the  employer  for  an  owner-em¬ 
ployee,  and 

“‘(B)  by  an  owner-employee  as  an  em¬ 
ployee.” 

“  ‘(d)  Additional  Requirements  for  Qual¬ 
ification  of  Trusts  and  Plans  Benefiting 
Owner-Employees. — A  trust  forming  part  of 
a  pension  or  profit-sharing  plan  which  pro¬ 
vides  contributions  or  benefits  for  employ¬ 
ees  some  or  all  of  whom  are  owner-employees 
shall  constitute  a  qualified  trust  under  this 
section  only  if,  in  addition  to  meeting  the 
requirements  of  subsection  (a) ,  the  following 
requirements  of  this  subsection  are  met  by 
the  trust  and  by  the  plan  of  which  such 
trust  is  a  part: 

“‘(1)  In  the  case  of  a  trust  which  is 
created  on  or  after  the  date  of  the  enact¬ 
ment  of  this  subsection,  or  which  was  created 
before  such  date  but  is  not  exempt  from  tax 
under  section  501(a)  as  an  organization  de¬ 
scribed  in  subsection  (a)  on  the  day  before 
such  date,  the  trustee  is  a  bank,  but  a  person 
(including  the  employer)  other  than  a  bank 
may  be  granted,  under  the  trust  instrument, 
the  power  to  control  the  investment  of  the 
trust  funds  either  by  directing  investments 
(including  reinvestments,  disposals,  and  ex¬ 
changes)  or  by  disapproving  proposed  invest¬ 
ments  (including  reinvestments,  disposals, 
and  exchanges) .  This  paragraph  shall  not 
apply  to  a  trust  created  or  organized  outside 
the  United  States  before  the  date  of  the  en¬ 
actment  of  this  subsection  if,  under  section 
402(c) ,  it  is  treated  as  exempt  from  tax  under 
section  501(a)  on  the  day  before  such  date. 
For  purposes  of  this  paragraph,  the  term 
“bank”  means  a  bank  as  defined  in  section 
581,  a  corporation  which  under  the  laws  of 
the  State  of  its  incorporation  is  subject  to 
supervision  and  examination  by  the  commis¬ 
sioner  of  banking  or  other  officer  of  such 
State  in  charge  of  the  administration  of  the 
banking  laws  of  such  State,  and,  in  the 
case  of  a  trust  created  or  organized  outside 
the  United  States,  a  bank  or  trust  company, 
wherever  incorporated,  exercising  fiduciary 
powers  and  subject  to  supervision  and  ex¬ 
amination  by  governmental  authority. 

“‘(2)  Under  the  plan — 

“‘(A)  the  employees’  rights  to  or  derived 
from  the  contributions  under  the  plan  are 
nonforfeitable  at  the  time  the  contributions 
are  paid  to  or  under  the  plan;  and 

“  ‘(B)  in  the  case  of  a  profit-sharing  plan, 
there  is  a  definite  formula  for  determining 
the  contributions  to  be  made  by  the  em¬ 
ployer  on  behalf  of  employees  (other  than 
owner-employees) . 

Subparagraph  (A)  shall  not  apply  to  con¬ 
tributions  which,  under  provisions  of  the 
plan  adopted  pursuant  to  regulations  pre¬ 
scribed  bjr  the  Secretary  or  his  delegate  to 
preclude  the  discrimination  prohibited  by 
subsection  (a)  (4) ,  may  not  be  used  to  pro¬ 
vide  benefits  for  designated  employees  in  the 
event  of  early  termination  of  the  plan. 

“‘(3)  The  plan  benefits  each  employee 
having  a  period  of  employment  of  3  years 
or  more.  For  purposes  of  the  preceding  sen¬ 
tence,  the  term  “employee”  does  not  include 
any  employee  whose  customary  employment 
is  for  not  more  than  20  hours  in  any  one 
week  or  is  for  not  more  than  5  months  in 
any  calendar  year. 

“  ‘(4)  Under  the  plan — 

“‘(A)  contributions  or  benefits  are  not 
provided  for  any  owner-employee  unless  such 
owner-employee  has  consented  to  being  in¬ 
cluded  under  the  plan;  and 

“  ‘(B)  no  benefits  may  be  paid  to  any  own¬ 
er-employee,  except  in  the  case  of  his  becom¬ 
ing  disabled  (within  the  meaning  of  section 
213(g)  (3) ) ,  prior  to  his  attaining  the  age  of 
59(4  years. 

“  ‘  (5)  The  plan  does  not  permit — 

“‘(A)  contributions  to  be  made  by  the 
employer  on  behalf  of  any  owner-employee 
in  excess  of  the  amounts  which  may  be  de¬ 
ducted  under  section  404  (determined  with- 
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out  regard  to  section  404(a)  (10))  for  the 
taxable  year; 

‘“(B)  in  the  case  of  a  plan  which  pro¬ 
vides  contributions  or  benefits  only  for  own¬ 
er-employees,  contributions  to  be  made  on 
behalf  of  any  owner-employee  in  excess  of 
the  amounts  which  may  be  deducted  under 
section  404  (determined  without  regard  to 
section  404(a)  (10) )  for  the  taxable  year;  and 

“‘(C)  if  a  distribution  under  the  plan 
is  made  to  any.  employee  and  if  any  portion 
of  such  distribution  is  an  amount  described 
in  section  72 (m)  (5)  (A)  (i) ,  contributions  to 
be  made  on  behalf  of  such  employee  for  the 
5  taxable  years  suceeding  the  taxable  year  in 
which  such  distribution  is  made. 
Subparagraphs  (A)  and  (B)  shall  not  apply 
to  any  contribution  which  is  not  considered 
to  be  an  excess  contribution  (as  defined  in 
subsection  (e)  (1) )  by  reason  of  the  applica¬ 
tion  of  subsection  (e)  (3) . 

“‘(6)  Except  as  provided  in  this  para¬ 
graph,  the  plan  meets  the  requirements  of 
subsection  (a)  (4)  without  taking  into  ac¬ 
count  for  any  purpose  contributions  or  bene¬ 
fits  under  chapter  2  (relating  to  tax  on  self- 
employment  income),  chapter  21  (relating 
to  Federal  Insurance  Contributions  Act), 
title  II  of  the  Social  Security  Act,  as 
amended,  or  any  other  Federal  or  State  law. 
If— 

“‘(A)  of  the  contributions  deductible 
under  section  404  (determined  without  re¬ 
gard  to  section  404(a)  (10) ),  not  more  than 
one-third  is  deductible  by  reason  of  con¬ 
tributions  by  the  employer  on  behalf  of 
owner-employees,  and 

“‘(B)  taxes  paid  by  the  owner-employees 
under  chapter  2  (relating  to  tax  on  self- 
employment  income) ,  and  the  taxes  which 
would  be  payable  under  such  chapter  2  by 
the  owner-employees  but  for  paragraphs  (4) 
and  (5)  of  section  1402(c),  are  taken  into 
account  as  contributions  by  the  employer  on 
behalf  of  such  owner-employees, 
then  taxes  paid  under  section  3111  (relating 
to  tax  on  employers)  with  respect  to  an 
employee  may,  for  purposes  of  subsection  (a) 
(4) ,  be  taken  into  account  as  contributions 
by  the  employer  for  such  employee  under 
the  plan. 

“‘(7)  Under  the  plan,  if  an  owner-em¬ 
ployee  dies  before  his  entire  interest  has 
been  distributed  to  him,  or  if  distribution 
has  been  commenced  in  accordance  with 
subsection  (a)  (9)  (B)  to  his  surviving  spouse 
and  such  surviving  spouse  dies  before  his 
entire  interest  has  been  distributed  to  such 
surviving  spouse,  his  entire  interest  (or  the 
remaining  part  of  such  interest  if  distribu¬ 
tion  thereof  has  commenced)  will,  within 
5  years  after  his  death  (or  the  death  of  his 
surviving  spouse),  be  distributed,  or  applied 
to  the  purchase  of  an  immediate  annuity  for 
his  beneficiary  or  beneficiaries  (or  the  bene¬ 
ficiary  or  beneficiaries  of  his  surviving 
spouse)  which  will  be  payable  for  the  life  of 
such  beneficiary  or  beneficiaries  (or  for  a 
term  certain  not  extending  beyond  the  life 
expectancy  of  such  beneficiary  or  benefi¬ 
ciaries)  and  which  will  be  immediately  dis¬ 
tributed  to  such  benefiicary  or  beneficiaries. 
The  preceding  sentence  shall  not  apply  if 
distribution  of  the  interest  of  an  owner- 
employee  has  commenced  and  such  distribu¬ 
tion  is  for  a  term  certain  over  a  period  per¬ 
mitted  under  subsection  (a)  (9)  (B)  (ii). 

“‘(8)  Under  the  plan — 

“‘(A)  any  contribution  which  is  an  ex¬ 
cess  contribution,  together  with  the  income 
attributable  to  such  excess  contribution,  is 
(unless  subsection  (e)  (2)  (E)  applies)  to  be 
repaid  to  the  owner-employee  on  whose  be¬ 
half  such  excess  contribution  is  made; 

“  ‘(B)  if  for  any  taxable  year  the  plan  does 
not,  by  reason  of  subsection  (e)  (2)  (A),  meet 
(for  purposes  of  section  404)  the  require¬ 
ments  of  this  subsection  with  respect  to  an 
owner-employee,  the  income  for  the  taxable 
year  attributable  to  the  interest  of  such 


owner-employee  under  the  plan  is  to  be  paid 
to  such  owner-employee;  and 

“‘(C)  the  entire  interest  of  an  owner- 
employee  is  to  be  repaid  to  him  when  re¬ 
quired  by  the  provisions  of  subsection  (e) 
(2) (E). 

“‘(9)  (A)  If  the  plan  provides  contribu¬ 
tions  or  benefits  for  an  owner-employee  who 
controls,  or  for  two  or  more  owner-employees 
who  together  control,  the  trade  or  business 
with  respect  to  which  the  plan  is  established, 
and  who  also  control  as  an  owner-employee 
or  as  owner-employees  one  or  more  other 
trades  or  businesses,  such  plan  and  the  plans 
established  with  respect  to  such  other  trades 
or  busineses,  when  coalesced,  constitute  a 
single  plan  which  meets  the  requirements  of 
subsection  (a)  (including  paragraph  (10) 
thereof)  and  of  this  subsection  with  respect 
to  the  employees  of  all  such  trades  or  busi¬ 
nesses  (including  the  trade  or  business  with 
respect  to  which  the  plan  intended  to  qualify 
under  this  section  is  established) . 

“‘(B)  For  purposes  of  subparagraph  (A), 
an  owner-employee,  or  two  or  more  owner- 
employees,  shall  be  considered  to  control  a 
trade  or  business  if  such  owner-employee,  or 
such  two  or  more  owner- employees  together — 
“‘(i)  own  the  entire  interest  in  an  un¬ 
incorporated  trade  or  business,  or 

“‘(ii)  in  the  case  of  a  partnership,  own 
more  than  50  percent  of  either  the  capital 
interest  or  the  profits  interest  in  such  part¬ 
nership. 

For  purposes  of  the  preceding  sentence,  an 
owner-employee,  or  two  or  more  owner-em¬ 
ployees,  shall  be  treated  as  owning  any  in¬ 
terest  in  a  partnership  which  is  owned,  di¬ 
rectly  or  indirectly,  by  a  partnership  which 
such  owner-employee,  or  such  two  or  more 
owner-employees,  are  considered  to  control 
within  the  meaning  of  the  preceding  sen¬ 
tence. 

“‘(10)  The  plan  does  not  provide  con¬ 
tributions  or  benefits  for  any  owner-employee 
who  controls  (within  the  meaning  of  para¬ 
graph  (9)  (B)),  or  for  two  or  more  owner- 
employees  who  together  control,  as  an  owner- 
employee  or  as  owner-employees,  any  other 
trade  or  business,  unless  the  employees  of 
each  trade  or  business  which  such  owner- 
employee  or  such  owner-employees  control 
are  included  under  a  plan  which  meets  the 
requirements  of  subsection  (a)  (including 
paragraph  (10)  thereof)  and  of  this  subsec¬ 
tion,  and  provides  contributions  and  benefits 
for  employees  which  are  not  less  favorable 
than  contributions  and  benefits  provided  for 
owner-employees  under  the  plan. 

“‘(11)  Under  the  plan,  contributions  on 
behalf  of  any  owner-employee  may  be  made 
only  with  respect  to  the  earned  income  of 
such  owner-employee  which  is  derived  from 
the  trade  or  business  with  respect  to  which 
such  plan  is  established. 

“  ‘(e)  Excess  Contributions  on  Behalf  of 
Owner-Employees. — 

“‘(1)  Excess  Contribution  Defined. — For 
purposes  of  this  section,  the  term  “excess 
contribution”  means,  except  as  provided  in 
paragraph  (3)  — 

“‘(A)  if,  in  the  taxable  year,  contribu¬ 
tions  are  made  under  the  plan  only  on  be¬ 
half  of  owner-employees,  the  amount  of  any 
contribution  made  on  behalf  of  any  owner- 
employee  which  (without  regard  to  this  sub¬ 
section)  is  not  deductible  under  section  404 
(determined  without  regard  to  section  404(a) 
(10) )  for  the  taxable  year;  or 
“‘(B)  if,  in  the  taxable  year,  contribu¬ 
tions  are  made  under  the  plan  on  behalf  of 
employees  other  than  owner-employees — 
“‘(i)  the  amount  of  any  contribution 
made  by  the  employer  on  behalf  of  any  own¬ 
er-employee  which  (without  regard  to  this 
subsection)  is  not  deductible  under  section 
404  (determined  without  regard  to  section 
404(a)  (10))  for  the  taxable  year; 

"‘(ii)  the  amount  of  any  contribution 
made  by  any  owner-employee  (as  an  em¬ 


ployee)  at  a  rate  which  exceeds  the  rate  of 
contributions  permitted  to  be  made  by  em¬ 
ployees  other  than  owner-employees; 

“  ‘  (iii)  the  amount  of  any  contribution 
made  by  any  owner-employee  (as  an  em¬ 
ployee)  which  exceeds  the  lesser  of  $2,500 
or  10  percent  of  the  earned  income  for  such 
taxable  year  derived  by  such  owner-em¬ 
ployee  from  the  trade  or  business  with  re¬ 
spect  to  which  the  plan  is  established;  and 

“‘(iv)  in  the  case  of  any  individual  on 
whose  behalf  contributions  are  made  under 
more  than  one  plan  as  an  owner-employee, 
the  amount  of  any  contribution  made  by 
such  owner-employee  (as  an  employee)  un¬ 
der  all  such  plans  which  exceeds  $2,500;  and 

“‘(C)  the  amount  of  any  contribution 
made  on  behalf  of  an  owner-employee  in  any 
taxable  year  for  which,  under  paragraph  (2) 
(A)  or  (E),  the  plan  does  not  (for  purposes 
of  section  404)  meet  the  requirements  of 
subsection  (d)  with  respect  to  such  owner- 
employee. 

For  purposes  of  this  subsection,  the  amount 
of  any  contribution  which  is  allocable  (de¬ 
termined  in  accordance  with  regulations 
prescribed  by  the  Secretary  or  his  delegate) 
to  the  purchase  of  life,  accident,  health,  or 
other  insurance  shall  not  be  taken  into 
account. 

“‘(2)  Effect  of  excess  contribution. — 

“‘(A)  In  general. — If  an  excess  contri¬ 
bution  (other  than  an  excess  contribution  to 
which  subparagraph  (E)  applies)  is  made  on 
behalf  of  an  owner-employee  in  any  taxable 
year,  the  plan  with  respect  to  which  such 
excess  contribution  is  made  shall,  except  as 
provided  in  subparagraphs  (C)  and  (D),  be 
considered,  for  purposes  of  section  404,  as 
not  meeting  the  requirements  of  subsection 
(d)  with  respect  to  such  owner-employee  for 
the  taxable  year  and  for  all  succeeding  tax¬ 
able  years. 

“  ‘(B)  Inclusion  of  amounts  in  gross  in¬ 
come  of  owner -employees. — For  any  taxable 
year  for  which  any  plan  does  not  meet  the 
requirements  of  subsection  (d)  with  respect 
to  an  owner-employee  by  reason  of  subpar¬ 
agraph  (A) ,  the  gross  income  of  such  owner- 
employee  shall,  for  purposes  of  this  chapter, 
include  the  amount  of  income  for  such  tax¬ 
able  year  attributable  to  the  interest  of  such 
owner-employee  under  such  plan. 

“‘(C)  Repayment  within  prescribed  pe¬ 
riod.— Subparagraph  (A)  shall  not  apply  to 
an  excess  contribution  with  respect  to  any 
taxable  year,  if,  on  or  before  the  close  of  the 
6-month  period  beginning  on  the  day  on 
which  the  Secretary  or  his  delegate  sends 
notice  (by  certified  or  registered  mail)  to  the 
person  to  whom  such  excess  contribution, 
the  amount  of  such  excess  contribution,  and 
the  income  attributable  thereto,  is  repaid 
to  the  owner-employee  on  whose  behalf  such 
excess  contribution  was  made.  If  the  excess 
contribution  is  an  excess  contribution  as  de¬ 
fined  in  paragraph  (1)(A)  or  (B)(1),  or  is 
an  excess  contribution  as  defined  in  para¬ 
graph  (1)  (C)  with  respect  to  which  a  deduc¬ 
tion  has  been  claimed  under  section  404,  the 
notice  required  by  the  preceding  sentence 
shall  not  be  mailed  prior  to  the  time  that 
the  amount  of  the  tax  under  this  chapter  of 
such  owner-employee  for  the  taxable  year  in 
which  such  excess  contribution  was  made  has 
been  finally  determined. 

"‘(D)  Repayment  after  prescribed  pe¬ 
riod. — If  an  excess  contribution,  together 
with  the  Income  attributable  thereto,  is  not 
repaid  within  the  6-month  period  referred 
to  in  subparagraph  (C),  subparagraph  (A) 
shall  not  apply  to  an  excess  contribution 
with  respect  to  any  taxable  year  beginning 
with  the  taxable  year  in  which  the  person 
to  whom  such  excess  contribution  was  paid 
repays  the  amount  of  such  excess  contribu¬ 
tion  to  the  owner-employee  on  whose  behalf 
such  excess  contribution  was  made,  and  pays 
to  such  owner-employee  the  amount  of  in¬ 
come  attributable  to  the  interest  of  such 
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owner-employee  which,  under  subparagraph 
(B),  has  been  Included  in  the  gross  income 
of  such  owner-employee  for  any  prior  taxable 
year. 

“  ‘(E)  Special  rule  ip  excess  contribution 
was  willfully  made. — If  an  excess  contribu¬ 
tion  made  on  behalf  of  an  owner-employee 
is  determined  to  have  been  willfully  made, 
then — 

“‘(i)  subparagraphs  (A),  (B),  (C),  and 
(D)  shall  not  apply  with  respect  to  such 
excess  contribution; 

“‘(ii)  there  shall  be  distributed  to  the 
owner-employee  on  whose  behalf  such  excess 
contribution  was  willfully  made  his  entire 
interest  in  all  plans  with  respect  to  which 
he  is  an  owner-employee;  and 

“‘(ili)  no  plan  shall,  for  purposes  of  sec¬ 
tion  404,  be  considered  as  meeting  the  re¬ 
quirements  of  subsection  (d)  with  respect 
to  such  owner-employee  for  the  taxable  year 
in  which  it  is  determined  that  such  excess 
contribution  was  willfully  made  and  for  the 
5  taxable  years  following  such  taxable  year. 

“‘(F)  Statute  op  limitations. — In  any 
case  in  which  subparagraph  (A)  applies,  the 
period  for  assessing  any  deficiency  arising  by 
reason  of — 

“  ‘(i)  the  disallowance  of  any  deduction 
under  section  404  on  account  of  a  plan  not 
meeting  the  requirements  of  subsection  (d) 
with  respect  to  the  owner-employee  on  whose 
behalf  an  excess  contribution  was  made,  or 

‘‘‘(ii)  the  inclusion,  under  subparagraph 
(B) ,  in  gross  income  of  such  owner-employee 
of  income  attributable  to  the  interest  of  such 
owner-employee  under  a  plan, 
for  the  taxable  year  in  which  such  excess 
contribution  was  made  or  for  any  succeed¬ 
ing  taxable  year  shall  not  expire  prior  to  1 
year  after  the  close  of  the  6-month  period 
referred  to  in  subparagraph  (C) . 

“  ‘(3)  Contributions  for  premiums  on  an¬ 
nuity,  etc.,  contracts. — A  contribution  by 
the  employer  on  behalf  of  an  owner- em¬ 
ployee  shall  not  be  considered  to  be  an  ex¬ 
cess  contribution  within  the  meaning  of 
paragraph  (1) ,  if — 

“‘(A)  under  the  plan  such  contribution 
is  required  to  be  applied  (directly  or  through 
a  trustee)  to  pay  premiums  or  other  con¬ 
sideration  for  one  or  more  annuity,  endow¬ 
ment,  or  life  insurance  contracts  on  the  life 
of  such  owner-employee  issued  under  the 
plan, 

“‘(B)  the  amount  of  such  contribution 
exceeds  the  amount  deductible  under  section 
404  (determined  without  regard  to  section 
404(a)  (10) )  with  respect  to  contributions 
made  by  the  employer  on  hehalf  of  such 
owner-employee  under  the  plan,  and 

“‘(C)  the  amount  of  such  contribution 
does  not  exceed  the  average  of  the  amounts 
which  were  deductible  under  section  404 
(determined  without  regard  to  section  404 
(a)  (10) )  with  respect  to  contributions  made 
by  the  employer  on  behalf  of  such  owner- 
employee  under  the  plan  (or  which  would 
have  been  deductible  under  such  section  if 
such  section  had  been  in  effect)  for  the 
first  3  taxable  years  (i)  preceding  the  year 
in  which  the  last  such  annuity,  endowment, 
or  life  insurance  contract  was  issued  under 
the  plan  and  (ii)  in  which  such  owner- 
employee  derived  earned  income  from  the 
trade  or  business  with  respect  to  which  the 
plan  is  established,  or  for  so  many  of  such 
taxable  years  as  such  owner-employee  was 
engaged  in  such  trade  or  business  and  de¬ 
rived  earned  income  therefrom. 

In  the  case  of  any  individual  on  whose  be¬ 
half  contributions  described  in  subparagraph 
(A)  are  made  under  more  than  one  plan  as 
an  owner-employee  during  any  taxable  year, 
the  preceding  sentence  shall  not  apply  if  the 
amount  of  such  contributions  under  all 
such  plans  for  such  taxable  year  exceeds 
$2,500.  Any  contribution  which  is  not  con¬ 


sidered  to  be  an  excess  contribution  by  rea¬ 
son  of  the  application  of  this  paragraph 
shall,  for  purposes  of  subparagraphs  (B) 
(ii),  (iii),  and  (iv)  of  paragraph  (1),  be 
taken  into  account  as  a  contribution  made 
by  such  owner-employee  as  an  employee  to 
the  extent  that  the  amount  of  such  con¬ 
tribution  is  not  deductible  under  section 
404  (determined  without  regard  to  section 
404(a)  (10))  for  the  taxable  year,  but  only 
for  the  purpose  of  applying  such  subpara¬ 
graphs  to  other  contribution  made  by  such 
owner-employee  as  an  employee. 

“  ‘  (f )  Certain  Custodial  Accounts. — 
“‘(1)  Treatment  as  qualified  trust. — 
For  purposes  of  this  title,  a  custodial  account 
shall  be  treated  as  a  qualified  trust  under 
this  section,  if — 

“‘(A)  such  custodial  account  would,  ex¬ 
cept  for  the  fact  that  it  is  not  a  trust,  con¬ 
stitute  a  qualified  trust  under  this  section; 

“  ‘(B)  the  custodian  is  a  bank  (as  defined 
in  subsection  (d)(1)); 

“  ‘(C)  the  investment  of  the  funds  in  such 
account  (including  all  earnings)  is  to  be 
made — 

“  ‘(i)  solely  in  regulated  investment  com¬ 
pany  stock  with  respect  to  which  an  em¬ 
ployee  is  the  beneficial  owner,  or 

"‘(ii)  solely  in  annuity,  endowment,  or 
life  insurance  contracts  issued  by  an  in¬ 
surance  company; 

“  ‘(D)  the  shareholder  of  record  of  any 
such  stock  described  in  subparagraph  (C) 

(1)  is  the  custodian  or  its  nominee;  and 
“  ‘(E)  the  contracts  decribed  in  subpara¬ 
graph  (C)  (ii)  are  held  by  the  custodian 
until  distributed  under  the  plan. 

For  purposes  of  this  title,  in  the  case  of  a 
custodial  account  treated  as  a  qualified  trust 
under  this  section  by  reason  of  the  preceding 
sentence,  the  custodian  of  such  account  shall 
be  treated  as  the  trustee  thereof. 

“‘(2)  Definition. — For  purposes  of  para¬ 
graph  (1),  the  term  “regulated  investment 
company”  means  a  domestic  corporation 
which — 

“‘(A)  is  a  regulated  investment  company 
within  the  meaning  of  section  851(a),  and 
“‘(B)  issues  only  redeemable  stock. 

“‘(g)  Annuity  Defined. — For  purposes  of 
this  section  and  sections  402,  403,  and  404, 
the  term  “annuity”  includes  a  face-amount 
certificate,  as  defined  in  section  2(a)  (16)  of 
the  Investment  Company  Act  of  1940  (15 
ll.S.C.  sec.  80a^2);  but  does  not  include  any 
contract  or  certificate  issued  after  December 
31,  1961,  which  is  transferable,  if  any  person 
other  than  the  trustee  of  a  trust  described 
in  section  401(a)  which  is  exempt  from  tax 
under  section  501(a)  is  the  owner  of  such 
contract  or  certificate.’ 

“Sec.  28.  Deductibility  of  Contributions  to 
Plans. 

“(a)  Inclusion  of  Self-Employed  Indi¬ 
viduals. — Section  404(a)  of  the  Internal 
Revenue  Code  of  1954  (relating  to  the  de¬ 
ductibility  of  contributions  to  pension,  an¬ 
nuity,  profit-sharing,  or  stock  bonus  plans 
or  plans  of  deferred  compensation)  is 
amended — 

“(1)  by  striking  out  in  paragraph  (2)  ‘and 
(6),’  and  inserting  in  lieu  thereof  ‘(6),  (7), 
and  (8),  and,  if  applicable,  (9)  and,  in  the 
case  of  a  plan  described  in  paragraph  (9)  of 
this  subsection,  which  meets  the  require¬ 
ments  of  section  401(a)  (10)  and  of  section 
401(d)  (other  than  paragraph  (1)),’;  and 
“(2)  by  adding  after  paragraph  (7)  the 
following  new  paragraphs: 

“‘(8)  Self-employed  individuals. — In  the 
case  of  a  plan  included  in  paragraph  (1), 

(2) ,  or  (3)  which  provides  contributions  or 
benefits  for  employees  some  or  all  of  whom 
are  employees  within  the  meaning  of  section 
401(c)(1),  for  purposes  of  this  section — 

“‘(A)  the  term  “employee”  includes  an 
Individual  who  is  an  employee  within  the 
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meaning  of  section  401(c)  (1),  and  the  em¬ 
ployer  of  such  individual  is  the  person 
treated  as  his  employer  under  section  401 
(c)(4); 

“‘(B)  the  term  “earned  income”  has  the 
meaning  assigned  to  it  by  section  401(c)(2); 

“‘(C)  the  contributions  to  such  plan  on 
behalf  of  an  individual  who  is  an  employee 
within  the  meaning  of  section  401(c)(1) 
shall  be  considered  to  satisfy  the  conditions 
of  section  162  or  212  to  the  extent  that  such 
contributions  do  not  exceed  the  earned  in¬ 
come  of  such  individual  derived  from  the 
trade  or  business  with  respect  to  which  such 
plan  is  established,  and  to  the  extent  that 
such  contributions  are  not  allocable  (deter¬ 
mined  in  accordance  with  regulations  pre¬ 
scribed  by  the  Secretary  or  his  delegate)  to 
the  purchase  of  life,  accident,  health,  or 
other  insurance;  and 

“  ‘(D)  any  reference  to  compensation  shall, 
in  the  case  of  an  individual  who  is  an  em¬ 
ployee  within  the  meaning  of  section  401(c) 

(1) ,  be  considered  to  be  a  reference  to  the 
earned  income  of  such  individual  derived 
from  the  trade  or  business  with  respect  to 
which  the  plan  is  established. 

“  ‘(9)  Plans  benefiting  owner-employ¬ 
ee. — In  the  case  of  a  plan  included  in  para¬ 
graph  (1),  (2),  or  (3)  which  provides  con¬ 
tributions  or  benefits  for  employees  some'or 
all  of  whom  are  owner-employees — 

“‘(A)  the  limitations  provided  by  para¬ 
graphs  (1),  (2),  (3),  and  (7)  on  the  amounts 
deductible  for  any  taxable  year  shall  be  com¬ 
puted,  with  respect  to  contributions  on  be¬ 
half  of  employees  (other  than  owner-em¬ 
ployees)  ,  as  if  such  employees  were  the  only 
employees  for  whom  contributions  and  bene¬ 
fits  are  provided  under  the  plan; 

“‘(B)  the  limitations  provided  by  para¬ 
graphs  (1) ,  (2) ,  (3) ,  and  (7)  on  the  amounts 
deductible  for  any  taxable  year  shall  be  com¬ 
puted,  with  respect  to  contributions  on  be¬ 
half  of  owner-employees — 

“‘(i)  as  if  such  owner-employees  were 
the  only  employees  for  whom  contributions 
and  benefits  are  provided  under  the  plan, 
and 

“‘(ii)  without  regard  to  paragraph  (1) 
(D) ,  the  second  and  third  sentences  of  para¬ 
graph  (3),  and  the  second  sentence  of  para¬ 
graph  (7) ;  and 

“  ‘(C)  the  amounts  deductible  under  para¬ 
graphs  (1),  (2),  (3),  and  (7),  with  respect 
to  contributions  on  behalf  of  any  owner-em¬ 
ployee,  shall  not  exceed  the  applicable  limi¬ 
tation  provided  in  subsection  (e) . 

For  purposes  of  this  paragraph  and  subsec¬ 
tions  (e)  and  (f),  the  term  “owner-employ¬ 
ee’  has  the  meaning  asssigned  to  it  by  sec¬ 
tion  401(c)(3)  (determined  with  the  appli¬ 
cation  of  section  401  (c)(5)). 

“‘(ID)  Special  limitation  on  amount 

ALLOWED  AS  DEDUCTION  FOR  SELF-EMPLOYED 

individuals. — Notwithstanding  any  other 
provision  of  this  section,  the  amount  allow¬ 
able  as  a  deduction  under  paragraphs  (1), 

(2) ,  (3),  and  (7)  in  any  taxable  year  with 
respect  to  contributions  made  on  behalf  of 
an  individual  who  is  an  employee  within  the 
meaning  of  section  401(c)(1)  shall  be  an 
amount  equal  to — 

“‘(A)  so  much  of  the  contributions  made 
on  behalf  of  such  individual  in  such  taxable 
year  which  are  deductible  under  such  para¬ 
graphs  (determined  with  the  application 
of  paragraph  (9)  and  of  subsection  (e)  but 
without  regard  to  this  paragraph)  as  does 
not  exceed  $1,000,  plus 

“  *(B)  one-half  of  the  contributions  made 
on  behalf  of  such  individual  in  such  taxable 
year  which  are  deductible  under  such  para¬ 
graphs  (as  so  determined)  as  exceeds  $1,000. 
For  purposes  of  section  401,  the  amount 
which  may  be  deleted,  or  the  amount  de¬ 
ductible,  under  this  section  with  respect 
to  contributions  made  on  behalf  of  such 
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individual  shall  be  determined  without  re¬ 
gard  to  the  preceding  sentence.’ 

“(b)  Limitations  on  Deductible  Contri¬ 
butions  on  Behalf  of  Owner-Employees. — 
Section  404  of  the  Internal  Revenue  Code  of 
1954  (relating  to  the  deductibility  of  con¬ 
tributions  to  pension,  annuity,  profit-shar¬ 
ing,  or  stock  bonus  plans  or  plans  of  de¬ 
ferred  compensation)  is  amended  by  adding 
after  subsection  (d)  the  following  new  sub¬ 
sections  : 

“  ‘(e)  Special  Limitations  for  Owner-Em¬ 
ployees. — 

“‘(1)  In  general. — In  the  case  of  a  plan 
included  in  subsection  (a)  (1),  (2),  or  (3), 
which  provides  contributions  or  benefits  for 
employees  some  or  all  of  whom  are  owner- 
employees,  the  amounts  deductible  under 
subsection  (a)  (determined  without  regard 
to  paragraph  (10)  thereof)  in  any  taxable 
year  with  respect  to  contributions  on  be¬ 
half  of  any  owner-employee  shall,  subject  to 
the  provisions  of  paragraph  (2),  not  exceed 
$2,500,  or  100  percent  of  the  earned  income 
derived  by  such  owner-employee  from  the 
trade  or  business  with  respect  to  which  the 
plan  is  established,  whichever  is  the  lesser. 

“‘(2)  Contributions  made  under  more 
THAN  ONE  PLAN. - 

“‘(A)  Overall  limitation. — In  any  tax¬ 
able  year  in  which  amounts  are  deductible 
with  respect  to  contributions  under  two  or 
more  plans  on  behalf  of  an  individual  who 
is  an  owner-employee  with  respect  to  such 
plans,  the  aggregate  amount  deductible  for 
such  taxable  year  under  all  such  plans  with 
respect  to  contributions  on  behalf  of  such 
owner-employee  (determined  without  regard 
to  subsection  (a)  (10))  shall  not  exceed 
$2,500. 

‘‘‘(B)  Allocation  of  amounts  deduct¬ 
ible. — In  any  case  in  which  the  amounts 
deductible  under  subsection  (a)  (within  the 
application  of  the  limitations  of  this  subsec¬ 
tion)  with  respect  to  contributions  made  on 
behalf  of  an  owner-employee  under  two  or 
more  plans  are,  by  reason  of  subparagraph 
(A) ,  less  than  the  amounts  deductible  under 
such  subsection  determined  without  regard 
to  such  subparagraph,  the  amount  de¬ 
ductible  under  subsection  (a)  (determined 
without  regard  to  paragraph  (10)  thereof) 
with  respect  to  such  contributions  under 
each  such  plan  shall  be  determined  in  ac¬ 
cordance  with  regulations  prescribed  by  the 
Secretary  or  his  delegate. 

“  ‘(B)  Contributions  allocable  to  in¬ 
surance  protection. — For  purposes  of  this 
subsection,  contributions  which  are  allocable 
(determined  under  regulations  prescribed  by 
the  Secretary  or  his  delegate)  to  the  pur¬ 
chase  of  life,  accident,  health,  or  other  in¬ 
surance  shall  not  be  taken  into  account. 

“‘(f)  Certain  Loan  Repayments  Con¬ 
sidered  as  Contributions. — For  purposes  of 
this  section,  any  amount  paid,  directly  or 
indirectly,  by  an  owner-employee  in  repay¬ 
ment  of  any  loan  which  under  section 
72(m)  (4)  (B)  was  treated  as  an  amount  re¬ 
ceived  under  a  contract  purchased  by  a  trust 
described  in  section  401(a)  which  is  exempt 
from  tax  under  section  601(a)  or  purchased 
as  a  part  of  a  plan  described  in  section 
403(a)  shall  be  treated  as  a  contribution  to 
which  this  section  applies  on  behalf  of  such 
owner-employee  to  such  trust  or  to  or  under 
such  plan.’ 

“Sec.  29.  Taxability  of  Distributions. 

“(a)  Employees’  Annuities. — Section  72 
(d)  (2)  of  the  Internal  Revenue  Code  of  1954 
i  relating  to  employees’  annuities)  is  amend¬ 
ed  to  read  as  follows: 

“‘(2)  Special  rules  for  application  of 
paragraph  ( i ) . — For  purposes  of  paragraph 
(1)  — 

“‘(A)  if  the  employee  died  before  any 
amount  was  received  as  an  annuity  under 
the  contract,  the  words  “receivable  by  the 
employee”  shall  be  read  as  "receivable  by  a 
beneficiary  of  the  employee”;  and 


“‘(B)  any  contribution  made  with  re¬ 
spect  to  the  contract  while  the  employee  is 
an  employee  within  the  meaning  of  section 
401(c)(1)  which  is  not  allowed  as  a  de¬ 
duction  under  section  404  shall  be  treated 
as  consideration  for  the  contract  contributed 
by  the  employee.’ 

“(b)  Special  Rules  Relating  to  Self- 
Employed  Individuals  and  Owner-Employ¬ 
ees, — section  72  of  the  Internal  Revenue 
Code  of  1954  (relating  to  annuities,  etc.) 
is  amended  by  redesignating  subsection  (m) 
as  subsection  (o)  and  by  inserting  after 
subsection  (1)  the  following  new  subsec¬ 
tions  : 

“‘(m)  Special  Rules  Applicable  to  Em¬ 
ployee  Annuities  and  Distributions  Under 
Employee  Plans. — 

“  •  ( 1 )  Certain  amounts  received  before 
annuity  starting  date. — Any  amounts  re¬ 
ceived  under  an  annuity,  endowment,  or  life 
insurance  contract  before  the  annuity  start¬ 
ing  date  which  are  not  received  as  an  an¬ 
nuity  (within  the  meaning  of  subsection 
(e)  (2) )  shall  be  included  in  the  recipient’s 
gross  income  for  the  taxable  year  in  which 
received  to  the  extent  that — 

“‘(A)  such  amounts,  plus  all  amounts 
theretofore  received  under  the  contract  and 
includible  in  gross  income  under  this  para¬ 
graph,  do  not  exceed 

“‘(B)  the  aggregate  premiums  or  other 
consideration  paid  for  the  contract  while  the 
employee  was  an  owner -employee  which  were 
allowed  as  deductions  under  section  404  for 
the  taxable  year  and  all  prior  taxable  years. 
Any  such  amounts  so  received  which  are  not 
includible  in  gross  income  under  this  para¬ 
graph  shall  be  subject  to  the  provisions  of 
subsection  (e). 

“  '(2)  Computation  of  consideration  paid 
by  the  employee. — In  computing— 

“  ‘(A)  the  aggregate  amount  of  premiums 
or  other  consideration  paid  for  the  contract 
for  purposes  of  subsection  (c)  (1)  (A)  (relat¬ 
ing  to  the  investment  in  the  contract), 

“‘(B)  the  consideration  for  the  contract 
contributed  by  the  employee  for  purposes  of 
subsection  (d)  (1)  (relating  to  employee’s 
contributions  recoverable  in  3  years),  and 
“‘(C)  the  aggregate  premiums  or  other 
consideration  paid  for  purposes  of  subsection 
(e)(1)(B)  (relating  to  certain  amounts  not 
received  as  an  annuity) , 

any  amount  allowed  as  a  deduction  with  re¬ 
spect  to  the  contract  under  section  404  which 
was  paid  while  the  employee  was  an  em¬ 
ployee  within  the  meaning  of  section  401(c) 
(1)  shall  be  treated  as  consideration  con¬ 
tributed  by  the  employer,  and  there  shall  not 
be  taken  into  account  any  portion  of  the 
premiums  or  other  consideration  for  the  con¬ 
tract  paid  while  the  employee  was  an  owner- 
employee  which  is  properly  allocable  (as 
determined  under  regulations  prescribed  by 
the  Secretary  or  his  delegate)  to  the  cost  of 
life,  accident,  health,  or  other  insurance. 
“‘(3)  Life  insurance  contracts. — 

“‘(A)  This  paragraph  shall  apply  to  any 
life  insurance  contract— 

“  '(i)  purchased  as  a  part  of  a  plan  de¬ 
scribed  in  section  403(a),  or 

“‘(ii)  purchased  by  a  trust  described  in 
section  401(a)  which  is  exempt  from  tax 
under  section  501(a)  if  the  proceeds  of  such 
contract  are  payable  directly  or  indirectly  to 
a  participant  in  such  trust  or  to  a  beneficiary 
of  such  participant. 

“‘(B)  Any  contribution  to  a  plan  de¬ 
scribed  in  subparagraph  (A)  (i)  or  a  trust 
described  in  subparagraph  (A)  (ii)  which  is 
allowed  as  a  deduction  under  section  404, 
and  any  income  of  a  trust  described  in  sub- 
paragraph  (A)  (ii) ,  which  is  determined  in 
accordance  with  regulations  prescribed  by 
the  Secretary  or  his  delegate  to  have  been 
applied  to  purchase  the  life  insurance  pro¬ 
tection  under  a  contract  described  in  sub- 
paragraph  (A),  is  includible  in  the  gross  in¬ 


come  of  the  participant  for  the  taxable  year 
when  so  applied. 

“  ‘(C)  In  the  case  of  the  death  of  an  indi¬ 
vidual  insured  under  a  contract  described  in 
subparagraph  (A),  an  amount  equal  to  the 
cash  surrender  value  of  the  contract  imme¬ 
diately  before  the  death  of  the  insured  shall 
be  treated  as  a  payment  under  such  plan  or 
a  distribution  by  such  trust,  and  the  excess 
of  the  amount  payable  by  reason  of  the  death 
of  the  insured  over  such  cash  surrender 
value  shall  not  be  includible  in  gross  income 
under  this  section  and  shall  be  treated  as 
provided  in  section  101. 

“  ‘(4)  Amounts  constructively  received.— 

“‘(A)  Assignments  or  pledges. — If  dur¬ 
ing  any  taxable  year  an  owner-employee 
assigns  (or  agrees  to  assign)  or  pledges  (or 
agrees  to  pledge)  any  portion  of  his  interest 
in  a  trust  described  in  section  401(a)  which 
is  exempt  from  tax  under  section  501(a)  or 
any  portion  of  the  value  of  a  contract  pur¬ 
chased  as  part  of  a  plan  described  in  section 
403(a),  such  portion  shall  be  treated  as 
having  been  received  by  such  owner-em¬ 
ployee  as  a  distribution  from  such  trust  or 
as  an  amount  received  under  the  contract. 

“‘(B)  Loans  on  contracts. — If  during 
any  taxable  year,  an  owner-employee  re¬ 
ceives,  directly  or  indirectly,  any  amount 
from  any  insurance  company  as  a  loan  un¬ 
der  a  contract  purchased  by  a  trust  de¬ 
scribed  in  section  401(a)  which  is  exempt 
from  tax  under  section  501(a)  or  purchased 
as  part  of  a  plan  described  in  section  403(a) , 
and  issued  by  such  insurance  company,  such 
amount  shall  be  treated  as  an  amount  re¬ 
ceived  under  the  contract. 

“‘(5)  Penalties  applicable  to  certain 
amounts  received  by  owner-employees. — 

“‘(A)  This  paragraph  shall  apply — 

“  ‘(i)  to  amounts  (other  than  any  amount 
received  by  an  individual  in  his  capacity 
as  a  policyholder  of  an  annuity,  endowment, 
or  life  insurance  contract  which  is  in  the 
nature  of  a  dividend  or  similar  distribution) 
which  are  received  from  a  qualified  trust 
described  in  section  401(a)  or  under  a  plan 
described  in  section  403(a)  and  which  are 
received  by  an  individual,  who  is,  or  has 
been,  an  owner-employee,  before  such  in¬ 
dividual  attains  the  age  of  59  Vi  years,  for 
any  reason  other  than  the  individual’s  be¬ 
coming  disabled  (within  the  meaning  of 
section  213(g)(3)),  but  only  to  the  extent 
that  such  amounts  are  attributable  to  con¬ 
tributions  paid  on  behalf  of  such  indi¬ 
vidual  (whether  or  not  paid  by  him)  while 
he  was  an  owner-employee, 

“  ‘(ii)  to  amounts  which  are  received  from 
a  qualified  trust  described  in  section  401(a) 
or  under  a  plan  described  in  section  403(a) 
at  any  time  by  an  individual  who  is,  or 
has  been,  an  owner-employee,  or  by  the  suc¬ 
cessor  of  such  individual,  but  only  to  the 
extent  that  such  amounts  are  determined, 
under  regulations  prescribed  by  the  Secre¬ 
tary  or  his  delegate,  to  exceed  the  benefits 
provided  for  such  individual  under  the  plan 
formula,  and 

“  ‘ (iii)  to  amounts  which  are  received,  by 
an  individual  who  is,  or  has  been,  an  owner- 
employee,  by  reason  of  the  distribution  un¬ 
der  the  provisions  of  section  401(e)(2)(E) 
of  his  entire  interest  in  all  qualified  trusts 
described  in  section  401(a)  and  in  all  plans 
described  in  section  403(a) . 

“  ‘(B)  (i)  If  the  aggregate  of  the  amounts 
to  which  this  paragraph  applies  received  by 
any  person  in  his  taxable  year  equals  or 
exceeds  $2,500,  the  increase  in  his  tax  for 
the  taxable  year  in  which  such  amounts 
are  received  and  attributable  to  such 
amounts  shall  not  be  less  than  110  percent  of 
the  aggregate  increase  in  taxes,  for  the  tax¬ 
able  year  and  the  4  immediately  preced¬ 
ing  taxable  years,  which  would  have  resulted 
if  such  amounts  had  been  included  in  such 
person’s  gross  income  ratably  over  such 
taxable  years. 
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“  *  (ii)  If  deductions  have  been  allowed 
under  section  404  for  contributions  paid  on 
behalf  of  the  individual  while  he  is  an 
owner-employee  for  a  number  of  prior  tax¬ 
able  years  less  than  4,  clause  (i)  shall  be 
applied  by  taking  into  account  a  number  of 
taxable  years  immediately  preceding  the 
taxable  year  in  which  the  amount  was  so 
received  equal  to  such  lesser  number. 

“  ‘(C)  If  subparagraph  (B)  does  not  apply 
to  a  person  for  the  taxable  year,  the  increase 
in  tax  of  such  person  for  the  taxable  year 
attributable  to  the  amounts  to  which  this 
paragraph  applies  shall  be  110  percent  of 
such  increase  (computed  without  regard  to 
this  subparagraph ) . 

“‘(D)  Subparagraph  (A)  (ii)  of  this  para¬ 
graph  shall  not  apply  to  any  amount  to 
which  section  402(a)(2)  or  403(a)(2)  ap¬ 
plies. 

“‘(E)  For  special  rules  for  computation 
of  taxable  income  for  taxable  years  to  which 
this  paragraph  applies,  see  subsection  (n) 
(3). 

“  ‘(6)  Owner-employee  defined. — For  pur¬ 
poses  of  this  subsection,  the  term  “owner- 
employee”  has  the  meaniDg  assigned  to  it  by 
section  401(c)  (3)  (determined  with  the  ap¬ 
plication  of  section  401(c)(5)). 

“  ‘(n)  Treatment  of  Certain  Distribu¬ 
tions  With  Respect  to  Contributions  by 
Self-Employed  Individuals. — 

“  ‘(1)  Application  of  subsection. — 

“‘(A)  Distributions  by  employees’ 
trust.— Subject  to  the  provisions  of  sub- 
paragraph  (C),  this  subsection  shall  apply 
to  amounts  distributed  to  a  distributee,  in 
the  case  of  an  employees’  trust  described  in 
section  401(a)  which  is  exempt  from  tax 
under  section  501(a),  if  the  total  distribu¬ 
tions  payable  to  the  distributee  with  respect 
to  an  employee  are  paid  to  the  distributee 
within  one  taxable  year  of  the  distributee — 
“‘(i)  on  account  of  the  employee’s  death, 
“  ‘(ii)  after  the  employee  has  attained  the 
age  of  59%  years,  or 

“  ‘ ( iii)  after  the  employee  has  become  dis¬ 
abled  (within  the  meaning  of  section  213 
(g)(3)). 

“‘(B)  Annuity  plans. — Subject  to  the 
provisions  of  subparagraph  (C),  this  sub¬ 
section  shall  apply  to  amounts  paid  to  a 
payee,  in  the  case  of  an  annuity  plan  de¬ 
scribed  in  section  403(a),  if  the  total 
amounts  payable  to  the  payee  with  respect 
to  an  employee  are  paid  to  the  payee  within 
one  taxable  year  of  the  payee — 

“‘(i)  on  account  of  the  employee’s  death, 
“  ‘(ii)  after  the  employee  has  attained 
the  age  of  59%  years,  or 

"  ‘(iii)  after  the  employee  has  become  dis¬ 
abled  (within  the  meaning  of  section  213 
(g)(3)). 

“‘(C)  Limitations  and  exceptions. — This 
subsection  shall  apply — 

“  ‘(i)  only  with  respect  to  so  much  of  any 
distribution  or  payment  to  which  (without 
regard  to  this  subparagraph)  subparagraph 
(A)  or  (B)  applies  as  is  attributable  to  con¬ 
tributions  made  on  behalf  of  an  employee 
while  he  was  an  employee  within  the  mean¬ 
ing  of  section  40®(c)  (1),  and 

“‘(ii)  if  the  recipient  is  the  employee  on 
whose  behalf  such  contributions  were  made, 
only  if  contributions  which  were  allowed  as 
a  deduction  under  section  404  have  been 
made  on  behalf  of  such  employee  while  he 
was  an  employee  within  the  meaning  of 
section  401(c)(1)  for  5  or  more  taxable 
years  prior  to  the  taxable  year  in  which  the 
total  distributions  payable  or  total  amounts 
payable,  as  the  case  may  be,  are  paid. 

Tills  subsection  shall  not  apply  to  amounts 
described  in  clauses  (ii)  and  (iii)  of  sub- 
paragraph  (A)  of  subsection  (m)  (5)  (but, 
in  the  case  of  amounts  described  in  clause 
(ii)  of  such  subparagraph,  only  to  the  extent 
that  subsection  (m)  (5)  applies  to  such 
amounts) . 


‘(2)  Limitation  of  tax. — In  any  case  to 
which  this  subsection  applies,  the  tax  attrib¬ 
utable  to  the  amounts  to  which  this  sub¬ 
section  applies  for  the  taxable  year  in  which 
such  amounts  are  received  shall  not  exceed 
whichever  of  the  following  is  the  greater: 

“‘(A)  5  times  the  increase  in  tax  which 
would  result  from  the  inclusion  in  gross  in¬ 
come  of  the  recipient  of  20  percent  of  so 
much  of  the  amount  so  received  as  is  includ¬ 
ible  in  gross  income,  or 

“‘(B)  5  times  the  increase  in  tax  which 
would  result  if  the  taxable  income  of  the 
recipient  for  such  taxable  year  equaled  20 
percent  of  the  amount  of  the  taxable  in¬ 
come  of  the  recipient  for  such  taxable  year 
determined  under  paragraph  (3)  (A). 

“‘(3)  Determination  of  taxable  in¬ 
come. — Notwithstanding  section  63  (relating 
to  definition  of  taxable  income),  for  pur¬ 
poses  only  of  computing  the  tax  under  this 
chapter  attributable  to  amounts  to  which 
this  subsection  or  subsection  (m)  (5)  applies 
and  which  are  includible  in  gross  income — 
“‘(A)  the  taxable  income  of  the  recipient 
for  the  taxable  year  of  receipt  shall  be 
treated  as  being  not  less  than  the  amount 
by  which  (i)  the  aggregate  of  such  amounts 
so  includible  in  gross  income  exceeds  (ii) 
the  amount  of  the  deductions  allowed  for 
such  taxable  year  under  section  151  (relat¬ 
ing  to  deductions  for  personal  exemptions): 
and 

"  ‘(B)  in  making  ratable  inclusion  com¬ 
putations  under  paragraph  (5)(B)  of  sub¬ 
section  (m),  the  taxable  income  of  the  recip¬ 
ient  for  each  taxable  year  involved  in  such 
ratable  inclusion  shall  be  treated  as  being 
not  less  than  the  amount  required  by  such 
paragraph  (5)  (B)  to  be  treated  as  includible 
in  gross  income  for  such  taxable  year. 

In  any  case  in  which  the  preceding  sentence 
results  in  an  increase  in  taxable  income  for 
any  taxable  year,  the  resulting  increase  in 
the  taxes  imposed  by  section  1  or  3  for  such 
taxable  year  shall  not  be  reduced  by  any 
credit  under  part  IV  of  subchapter  A  (other 
than  section  31  thereof)  which,  but  for  this 
sentence,  would  be  allowable.’ 

“(c)  Capital  Gains  Treatment  of  Cer¬ 
tain  Employees'  Trusts  Distributions. — 
Section  402(a)  (2)  of  the  Internal  Revenue 
Code  of  1954  (relating  to  capital  gains  treat¬ 
ment  for  certain  distributions)  is  amended 
by  adding  at  the  end  thereof  the  following 
new  sentence:  ‘This  paragraph  shall  not 
apply  to  distributions  paid  to  any  distributee 
to  the  extent  such  distributions  are  attrib¬ 
utable  to  contributions  made  on  behalf  of 
the  employee  while  he  was  an  employee 
within  the  meaning  of  section  401(c)  (1).’ 

“(d)  Capital  Gains  Treatment  of  Certain 
Employees'  Annuity  Payments. — Section 
403(a)  of  the  Internal  Revenue  Code  of  1954 
(relating  to  taxability  of  a  beneficiary  under 
a  qualified  annuity  plan)  is  amended — 

“(1)  by  striking  out  ifi  paragraph  (2) 
(A)  (i)  ‘which  meets  the  requirements  of 
section  401(a)  (3),  (4),  (5),  and  (6)’  and 
inserting  in  lieu  thereof  ‘described  in  para¬ 
graph  (1)’; 

“(2)  by  adding  at  the  end  of  paragraph 
(2)  (A)  the  following  new  sentence:  ‘This 
subparagraph  shall  not  apply  to  amounts 
paid  to  any  payee  to  the  extent  such  amounts 
are  attributable  to  contributions  made  on 
behalf  of  the  employee  while  he  was  an 
employee  within  the  meaning  of  section 
401(c)  (1) .’;  and 

“(3)  by  adding  after  paragraph  (2)  the 
following  new  paragraph : 

“‘(3)  Self-employed  individuals.  —  For 
purposes  of  this  subsection,  the  term  ‘em¬ 
ployee’  includes  an  individual  who  is  an 
employee  within  the  meaning  of  section  401 
(c)  (1),  and  the  employer  of  such  individual 
is  the  person  treated  as  his  employer  under 
section  401(c)  (4).’ 


“Sec.  30.  Plans  for  Purchase  of  United 
States  Bonds. 

“(a)  Qualified  Bond  Purchase  Plans. — 
Part  I  of  subchapter  D  of  chapter  1  of  the 
Internal  Revenue  Code  of  1954  (relating  to 
deferred  compensation,  etc.)  is  amended  by 
adding  at  the  end  thereof  the  following  new 
section : 

“  ‘Sec.  405  Qualified  Bond  Purchase  Plans. 

“‘(a)  Requirements  for  Qualification. — 
A  plan  of  an  employer  for  the  purchase  for 
and  distribution  to  his  employees  or  their 
beneficiaries  of  United  States  bonds  de¬ 
scribed  in  subsection  (b)  shall  constitute  a 
qualified  bond  purchase  plan  under  this 
section  if — 

“  ‘(1)  the  plan  meets  the  requirements  of 
section  401(a)(3),  (4),  (5),  (6),  (7),  and 
(8)  and,  if  applicable,  the  requirements  of 
section  401(a)(9)  and  (10)  and  of  section 
401(d)  (other  than  paragraphs  (1),  (5)(B), 
and  (8)  ) ;  and 

“‘(2)  contributions  under  the  plan  are 
used  solely  to  purchase  for  employees  or 
their  beneficiaries  United  States  bonds  de¬ 
scribed  in  subsection  (b). 

“  ‘(b)  Bonds  to  Which  Applicable. — 
“‘(1)  Characteristics  of  bonds. — This 
section  shall  apply  only  to  a  bond  issued 
under  the  Second  Liberty  Bond  Act,  as 
amended,  which  by  its  terms,  or  by  regula¬ 
tions  prescribed  by  the  Secretary  under 
such  Act — 

“  ‘(A)  provides  for  payment  of  interest,  or 
investment  yield,  only  upon  redemption; 

“  ‘(B)  may  be  purchased  only  in  the  name 
of  an  individual; 

“‘(C)  ceases  to  bear  interest,  or  provide 
investment  yield,  not  later  than  5  years  after 
the  death  of  the  individual  in  whose  name 
it  is  purchased; 

“‘(D)  may  be  redeemed  before  the  death 
of  the  individual  in  whose  name  it  is  pur¬ 
chased  only  if  such  individual — 

“  ‘(i)  has  attained  the  age  of  59%  years,  or 
“  ‘(ii)  has  become  disabled  (within  the 
meaning  of  section  213(g)(3));  and 
“‘(E)  is  nontransferable. 

“  ‘(2)  Must  be  purchased  in  name  of  em¬ 
ployee. — This  section  shall  apply  to  a  bond 
described  in  paragraph  (1)  only  if  it  is  pur¬ 
chased  in  the  name  of  the  employee. 

“‘(c)  Deduction  for  Contributions  to 
Bond  Purchase  Plans.. — Contributions  paid 
by  an  employer  to  or  under  a  qualified  bond 
purchase  plan  shall  be  allowed  as  a  deduction 
in  an  amount  determined  under  section  404 
in  the  same  manner  and  to  the  same  extent 
as  if  such  contributions  were  made  to  a  trust 
described  in  section  401(a)  which  is  exempt 
from  tax  under  section  501(a). 

“  ‘(d)  Taxability  of  Beneficiary  of  Quali¬ 
fied  Bond  Purchase  Plan. — 

“  ‘(1)  Gross  income  not  to  include  bonds 
at  time  of  distribution. — For  purposes  of 
this  chapter,  in  the  case  of  a  distributee  of  a 
bond  described  in  subsection  (b)  under  a 
qualified  bond  purchase  plan,  or  from  a  trust 
described  in  section  401(a)  which  is  exempt 
from  tax  under  section  501(a),  gross  income 
does  not  include  any  amount  attributable  to 
the  receipt  of  such  bond.  Upon  redemption 
of  such  bond,  the  proceeds  shall  be  subject 
to  taxation  under  this  chapter,  but  the  pro¬ 
visions  of  section  72  (relating  to  annuities, 
etc.)  and  section  1232  (relating  to  bonds  and 
other  evidences  of  indebtedness)  shall  not 
apply. 

“‘(2)  Basis. — The  basis  of  any  bond  re¬ 
ceived  by  a  distributee  under  a  qualified 
bond  purchase  plan — 

“‘(A)  if  such  bond  is  distributed  to  an 
employee,  or  with  respect  to  an  employee, 
who  at  the  time  of  purchase  of  the  bond,  was 
an  employee  other  than  an  employee  within 
the  meaning  of  section  401(c)(1),  shall  be 
the  amount  of  the  contributions  by  the  em¬ 
ployee  which  were  used  to  purchase  the  bond, 
and 
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'“(B)  if  such  bond  is  distributed  to  an 
employee,  or  with  respect  to  an  employee, 
who,  at  the  time  of  purchase  of  the  bond, 
was  an  employee  within  the  meaning  of 
section  401(c)  (1) ,  shall  be  the  amount  of  the 
contributions  used  to  purchase  the  bond 
which  were  made  on  behalf  of  such  employee 
and  were  not  allowed  as  a  deduction  under 
subsection  (c). 

The  basis  of  any  bond  described  in  subsec¬ 
tion  (b)  received  by  a  distributee  from  a 
trust  described  in  section  401(a)  which  is 
exempt  from  tax  under  section  501(a)  shall 
be  determined  under  regulations  prescribed 
by  the  Secretary  or  his  delegate, 

“‘(e)  Capital  Gains  Treatment  Not  To 
Apply  to  Bonds  Distributed  by  Trusts. — 
Section  402(a)  (2)  shall  not  apply  to  any 
bond  described  in  subsection  (b)  distributed 
to  any  distributee  and,  for  purposes  of  ap¬ 
plying  such  section,  any  such  bond  distrib¬ 
uted  to  any  distributee  and  any  such  bond 
to  the  credit  of  any  employee  shall  not  be 
taken  into  account. 

“  ‘(f)  Employee  Defined. — For  purposes  of 
this  section,  the  term  "employee”  includes 
an  Individual  who  is  an  employee  within 
the  meaning  of  section  401(c)(1),  and  the 
employer  of  such  individual  shall  be  the  per¬ 
son  treated  as  his  employer  under  section 
401(c) (4). 

"  ‘(g)  Proof  of  Purchase. — At  the  time  of 
purchase  of  any  bond  to  which  this  section 
applies,  proof  of  such  purchase  shall  be 
furnished  in  such  form  as  will  enable  the 
purchaser,  and  the  employee  in  whose  name 
such  bond  is  purchased,  to  comply  with  the 
provisions  of  this  section. 

*‘‘(h)  Regulations. — The  Secretary  or  his 
delegate  shall  prescribe  such  regulations  as 
may  be  necessary  to  carry  out  the  provisions 
of  this  section.’ 

“(b)  Clerical  Amendment. — The  table  of 
sections  for  such  part  is  amended  by  adding 
at  the  end  thereof  the  following  new  item: 
“  ‘Sec.  405.  Qualified  bond  purchase  plans.’ 
“Sec.  31.  Prohibited  Transactions. 

“Section  503  of  the  Internal  Revenue  Code 
of  1954  (relating  to  prohibited  transactions) 
Is  amended  by  adding  at  the  end  thereof  the 
following  new  subsection : 

“‘(j)  Trusts  Benefiting  Certain  Owner- 
Employees. — 

“‘(1)  Prohibited  transactions. — In  the 
case  of  a  trust  described  in  section  401(a) 
which  is  part  of  a  plan  providing  contribu¬ 
tions  or  benefits  for  employees  some  or  all 
of  whom  are  owner-employees  (as  defined 
in  section  401(c)(3))  who  control  (within 
the  meaning  of  section  401(d)(9)(B),  de¬ 
termined  with  the  application  of  section 
401(c)  (5) )  the  trade  or  business  with  respect 
to  which  the  plan  is  established,  the  term 
“prohibited  transaction”  also  means  any 
transaction  in  which  such  trust,  directly  or 
Indirectly — 

“  ‘(A)  lends  any  part  of  the  corpus  or  in¬ 
come  of  the  trust  to; 

“  ‘(B)  pays  any  compensation  for  personal 
services  rendered  to  the  trust  to; 

“  ‘(C)  makes  any  £>art  of  its  services  avail¬ 
able  on  a  preferential  basis  to;  or 

“‘(D)  acquires  for  the  trust  any  property 
from,  or  sells  any  property  to; 

any  person  described  in  subsection  (c)  or  to 
any  such  owner-employee,  a  member  of  the 
family  (as  defined  in  section  267(c)(4))  of 
any  such  owner-employee,  or  a  corporation 
controlled  by  any  such  owner-employee 
through  the  ownership,  directly  or  indirect¬ 
ly,  of  50  percent  or  more  of  the  total  com¬ 
bined  voting  power  of  all  classes  of  stock 
entitled  to  vote  or  50  percent  or  more  of 
the  total  value  of  shares  of  all  classes  of 
stock  of  the  corporation. 

“‘(2)  Special  rule  for  loans. — For  pur¬ 
poses  of  the  application  of  paragraph  (1) 
(A) ,  the  following  rules  shall  apply  with  re¬ 
spect  to  a  loan  made  before  the  date  of  the 
enactment  of  this  subsection  which  would 


be  a  prohibited  transaction  if  made  in  a  tax¬ 
able  year  beginning  after  December  31,  1961: 

“  ‘(A)  If  any  part  of  the  loan  is  repayable 
prior  to  December  31,  1964,  the  renewal  of 
such  part  of  the  loan  for  a  period  not  ex¬ 
tending  beyond  December  31,  1964,  on  the 
same  terms,  shall  not  be  considered  a  pro¬ 
hibited  transaction. 

‘“(B)  If  the  loan  is  repayable  on  demand, 
the  continuation  of  the  loan  beyond  Decem¬ 
ber  31,  1964,  shall  be  considered  a  prohibited 
transaction.’ 

“Sec.  32.  Other  Special  Rules,  Technical 
Changes,  and  Administrative 
Provisions 

“(a)  Retirement  Income  Credit. — Section 
37(c)(1)  of  the  Internal  Revenue  Code  of 
1954  (relating  to  definition  of  retirement  in¬ 
come)  is  amended — 

“(1)  by  striking  out  subparagraph  (A)  and 
inserting  in  lieu  thereof  the  following: 

“‘(A)  pensions  and  annuities  (including, 
in  the  case  of  an  individual  who  is,  or  has 
been,  an  employee  within  the  meaning  of 
section  401(c)(1),  distributions  by  a  trust 
described  in  section  401(a)  which  is  exempt 
from  tax  under  section  501(a)),’;  and 

“(2)  by  striking  out  ‘and’  at  the  end  of 
subparagraph  (C),  by  striking  out  ‘or’  at 
the  end  of  subparagraph  (D)  and  inserting 
in  lieu  thereof  ‘and’,  and  by  adding  after 
subparagraph  (D)  the  following  new  sub- 
paragraph  : 

“■(E)  bonds  described  in  section  405(b) 
( 1 )  which  are  received  under  a  qualified  bond 
purchase  plan  described  in  section  405(a)  or 
in  a  distribution  from  a  trust  described  in 
section  401(a)  which  is  exempt  from  tax  un¬ 
der  section  501(a) ,  or’. 

“(b)  Adjusted  Gross  Income. — Section  62 
of  the  Internal  Revenue  Code  of  1954  (re¬ 
lating  to  the  definition  of  adjusted  gross 
income)  is  amended  by  inserting  after  para¬ 
graph  (6)  the  following  new  paragraph: 

“  ‘(7)  Pension,  profit-sharing,  annuity, 

AND  BOND  PURCHASE  PLANS  OF  SELF-EMPLOYED 

individuals. — In  the  case  of  an  individual 
who  is  an  employee  within  the  meaning  of 
section  401(c)(1),  the  deductions  allowed 
by  section  404  and  section  405(c)  to  the 
extent  attributable  to  contributions  made 
on  behalf  of  such  individual.’ 

“(c)  Death  Benefits. — Section  101(b)  of 
the  Internal  Revenue  Code  of  1954  (relat¬ 
ing  to  employees’  death  benefits)  is 
amended — 

“(1)  by  striking  out  clause  (ii)  of  para¬ 
graph  (2)  (B)  and  inserting  in  lieu  thereof 
the  following: 

“  ‘(ii)  under  an  annuity  contract  under  a 
plan  described  in  section  403(a),  or’;  and 

“(2)  by  adding  at  the  end  thereof  the  fol¬ 
lowing  new  paragraph: 

“‘(3)  Self-employed  individual  not  con¬ 
sidered  an  employee. — For  purposes  of  this 
subsection,  the  term  “employee”  does  not  in¬ 
clude  an  individual  who  is  an  employee 
within  the  meaning  of  section  401(c)(1) 
(relating  to  self-employed  individuals).’ 

“(d)  Amounts  Received  Through  Accident 
or  Health  Insurance. — Section  104(a)  of  the 
Internal  Revenue  Code  of  1954  (relating  to 
compensation  for  injuries  or  sickness)  is 
amended  by  adding  at  the  end  thereof  the 
following  new  sentence:  ‘For  purposes  of 
paragraph  (3),  in  the  case  of  an  individual 
who  is,  or  has  been,  an  employee  within 
the  meaning  of  section  401(c)(1)  (relating 
to  self-employed  individuals) ,  contributions 
made  on  behalf  of  such  individual  while 
he  was  such  an  employee  to  a  trust  described 
in  section  401(a)  which  is  exempt  from  tax 
under  section  501(a),  or  under  a  plan 
described  in  section  403(a),  shall,  to  the 
extent  allowed  as  deductions  under  section 
404,  be  treated  as  contributions  by  the  em¬ 
ployer  which  were  not  includible  in  the 
gross  income  of  the  employee.’ 

“(e)  Amounts  Received  Under  Accident 
and  Health  Plans. — Section  105  of  the  In¬ 


ternal  Revenue  Code  of  1954  (relating  to 
amounts  received  under  accident  and  health 
plans)  is  amended  by  adding  at  the  end 
thereof  the  following  new  subsection: 

‘‘‘(g)  Self-Employed  Individual  Not 
Considered  an  Employee. — For  purposes  of 
this  section,  the  term  “employee”  does  not 
include  an  individual  who  is  an  employee 
within  the  meaning  of  section  401(c)  (1)  (re¬ 
lating  to  self-employed  individuals) .’ 

“(f)  Net  Operating  Loss  Deduction. — Sec¬ 
tion  172(d)  (4)  of  the  Internal  Revenue  Code 
of  1954  (relating  to  nonbusiness  deductions 
of  taxpayers  other  than  corporations)  is 
amended— 

“(1)  by  striking  out  ‘and’  at  the  end  of 
subparagraph  (B); 

“(2)  by  striking  out  the  period  at  the  end 
of  subparagraph  (C)  and  inserting  ';  and’; 
and 

“(3)  by  adding  after  subparagraph  (C)  the 
following  new  subparagraph: 

“‘(D)  any  deduction  allowed  under  sec¬ 
tion  404  or  section  405(c)  to  the  extent  at¬ 
tributable  to  contributions  which  are  made 
on  behalf  of  an  individual  who  is  an  em¬ 
ployee  within  the  meaning  of  section  401(c) 
(1)  shall  not  be  treated  as  attributable  to 
the  trade  or  business  of  such  individual.’ 

“(g)  Certain  Life  Insurance  Reserves. — 
Section  805(d)(1)  of  the  Internal  Revenue 
Code  of  1954  (relating  to  pension  plan  re¬ 
serves)  is  amended — 

“(1)  by  striking  out  in  subparagraph  (B) 
‘meeting  the  requirements  of  section  401(a) 

(3) ,  (4),  (5),  and  (6)  or’  and  Inserting  in 
lieu  thereof  ‘described  in  section  403(a),  or 
plans  meeting’;  and 

"(2)  by  striking  out  in  subparagraph  (C) 
‘and  (6)’  and  inserting  in  lieu  thereof  ‘(6), 
(7),  and  (8)’. 

“(h)  Unincorporated  Businesses  Elect¬ 
ing  To  Be  Taxed  as  Corporations. — Section 
1361  (d)  of  the  Internal  Revenue  Code  of  1954 
(relating  to  unincorporated  business  enter¬ 
prises  electing  to  be  taxed  as  domestic  cor¬ 
porations)  is  amended  by  inserting  before 
the  period  at  the  end  thereof  the  following: 
‘other  than  an  employee  within  the  meaning 
of  section  401(c)(1)  (relating  to  self-em¬ 
ployed  individuals),  or  for  purposes  of  sec¬ 
tion  405  (relating  to  qualified  bond  purchase 
plans)  other  than  an  employee  described  in 
section  405(f)’. 

“(i)  Estate  Tax  Exemption  of  Employees’ 
Annuities. — Section  2039  of  the  Internal 
Revenue  Code  of  1954  (relating  to  exemption 
from  the  gross  estate  of  annuities  under  cer¬ 
tain  trusts  and  plans)  is  amended — 

“(1)  by  striking  out  in  subsections  (e)  (2) 
‘met  the  requirements  of  section  401(a)  (3), 

(4) ,  (5),  and  (6)’  and  inserting  ‘was  a  plan 
described  in  section  403(a)’;  and 

“(2)  by  adding  at  the  end  of  subsection 
(c)  the  following  new  sentence:  ‘For  pur¬ 
poses  of  this  subsection,  contributions  or 
payments  on  behalf  of  the  decedent  while  he 
was  an  employee  within  the  meaning  of  sec¬ 
tion  401(c)(1)  made  under  a  trust  or  plan 
described  in  paragraph  (1)  or  (2)  shall  be 
considered  to  be  contributions  or  payments 
made  by  the  decedent.’  w 

“(J)  Gift  Tax  Exemption  of  Employees’ 
Annuities. — Section  2517  of  the  Internal 
Revenue  Code  of  1954  (relating  to  exclusion 
from  gift  tax  in  case  of  certain  annuities 
under  qualified  plans)  is  amended — 

“(1)  by  striking  out  in  subsection  (a)(2) 
‘met  the  requirements  of  section  401(a)  (3), 
(4) ,  (5) ,  and  (6)  ’  and  inserting  in  lieu  there¬ 
of  ‘was  a  plan  described  in  section  403(a)’; 
and 

“(2)  by  adding  at  the  end  of  subsection 
(b)  the  following  new  sentence:  ‘For  pur¬ 
poses  of  this  subsection,  payments  or  con¬ 
tributions  on  behalf  of  an  individual  while 
he  was  an  employee  within  the  meaning  of 
section  401(c)(1)  made  under  a  trust  or  plan 
described  in  subsection  (a)  (1)  or  (2)  shall 
be  considered  to  be  payments  or  contribu¬ 
tions  made  by  the  employee.’ 
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“(k)  Federal  Unemployment  Tax  Act. — 
Section  3306(b)(5)  of  the  Internal  Revenue 
Code  of  1954  (relating  to  definition  of  wages) 
is  amended  by  striking  out  subparagraph 
(B)  and  inserting  in  lieu  thereof  the  follow¬ 
ing  new  subparagraphs: 

“  ‘(B)  under  or  to  an  annuity  plan  which, 
at  the  time  of  such  payment,  is  a  plan  de¬ 
scribed  in  section  403(a),  or 

“‘(C)  under  or  to  a  bond  purchase  plan 
which,  at  the  time  of  such  payment,  is  a 
qualified  bond  purchase  plan  described  in 
section  405(a);'. 

“(1)  Withholding  of  Income  Tax. — Sec¬ 
tion  3401(a)  (12)  of  the  Internal  Revenue 
Code  of  1954  (relating  to  definition  of  wages) 
is  amended  by  striking  out  subparagraph  (B) 
and  inserting  in  lieu  thereof  the  following 
new  subparagraphs: 

“  ‘(B)  under  or  to  an  annuity  plan,  which, 
at  the  time  of  such  payment,  is  a  plan  de¬ 
scribed  in  section  403(a) ;  or 

“‘(C)  under  or  to  a  bond  purchase  plan 
which,  at  the  time  of  such  payment,  is  a 
qualified  bond  purchase  plan  described  in 
section  405(a).’ 

“(m)  Information  Requirements. — 

“(1)  In  general. — Subpart  B  of  part  III 
of  subchapter  A  of  chapter  61  of  the  Internal 
Revenue  Code  of  1954  (relating  to  informa¬ 
tion  concerning  transactions  with  other  per¬ 
sons)  is  amended  by  adding  at  the  end 
thereof  the  following  new  section: 

“  ‘Sec.  6047.  Information  Relating  to  Cer¬ 
tain  Trusts  and  Annuity 
and  Bond  Purchase  Plans. 
“‘(a)  Trustees  and  Insurance  Com¬ 
panies. — The  trustee  of  a  trust  described  in 
section  401(a)  which  is  exempt  from  tax  un¬ 
der  section  501(a)  to  which  contributions 
have  been  paid  under  a  plan  on  behalf  of 
any  owner-employee  (as  defined  in  section 
401(c)  (3) ),  and  each  insurance  company  or 
other  person  which  is  the  issuer  of  a  contract 
purchased  by  such  a  trust,  or  purchased 
under  a  plan  described  in  section  403(a), 
contributions  for  which  have  been  paid  on 
behalf  of  any  owner-employee,  shall  file  such 
returns  (in  such  form  and  at  such  times), 
keep  such  records,  make  such  identification 
of  contracts  and  funds  (and  accounts  within 
such  funds) ,  and  supply  such  information, 
as  the  Secretary  or  his  delegate  shall  by 
forms  or  regulations  prescribe. 

“‘(b)  Owner-Employees. — Every  indivi¬ 
dual  on  whose  behalf  contributions  have 
been  paid  as  an  owner-employee  (as  defined 
in  section  401(c)  (3) )  — 

“  ‘(1)  to  a  trust  described  in  section  401(a) 
which  is  exempt  from  tax  under  section  501 
(a) ,  or 

“'(2)  to  an  insurance  company  or  other 
person  under  a  plan  described  in  section  403 
(a), 

shall  furnish  the  trustee,  insurance  company, 
or  other  person,  as  the  case  may  be,  such  in¬ 
formation  at  such  times  and  in  such  form 
and  manner  as  the  Secretary  or  his  delegate 
shall  prescribe  by  forms  or  regulations. 

“‘(c)  Employees  Under  Qualified  Bond 
Purchase  Plans. — Every  individual  In  whose 
name  a  bond  described  in  section  405(b)  (1) 
is  purchased  by  his  employer  under  a  quali¬ 
fied  bond  purchase  plan  described  in  section 
405(a) ,  or  by  a  trust  described  in  section  401 
(a)  which  is  exempt  from  tax  under  section 
501(a),  shall  furnish — 

“‘(1)  to  his  employer  or  to  such  trust, 
and 

“  ‘(2)  to  the  Secretary  (or  to  such  person 
as  the  Secretary  may  by  regulations  pre¬ 
scribe)  , 

such  information  as  the  Secretary  or  his  dele¬ 
gate  shall  by  forms  or  regulations  prescribe. 
“‘(d)  Cross  Reference. — 

“  ‘For  criminal  penalty  for  furnishing 
fraudulent  information,  see  section  7207.’ 

“(2)  Clerical  amendment. — The  table  of 
sections  for  such  subpart  B  is  amended  by 
adding  at  the  end  thereof  the  following: 


“  -‘Sec.  6047.  Information  relating  to  certain 
trusts  and  annuity  and  bond 
purchase  plans.’ 

“(3)  Penalty. — Section  7207  of  the  In¬ 
ternal  Revenue  Code  of  1954  (relating  to 
fraudulent  returns,  statements,  or  other 
documents)  is  amended  by  adding  at  the 
end  thereof  the  following  new  sentence: 
‘Any  person  required  pursuant  to  section 
6047  (b)  or  (c)  to  furnish  any  information 
to  the  Secretary  or  any  other  person  who 
willfully  furnishes  to  the  Secretary  or  such 
other  person  any  information  known  by  him 
to  be  fraudulent  or  to  be  false  as  to  any 
material  matter  shall  be  fined  not  more  than 
$1,000,  or  imprisoned  not  more  than  1  year, 
or  both.’ 

“Sec.  33.  Effective  Date. 

“The  amendments  made  by  this  Act  shall 
apply  to  taxable  years  beginning  after  July 
31,  1963.” 

On  page  391,  line  22,  strike  out  “27”  and 
insert  in  lieu  thereof  “28”. 

Mr.  DIRKSEN.  Mr.  President,  the 
amendments  have  been  modified  from 
the  printed  form  in  one  respect.  As  first 
submitted,  the  effective  date  was  to  be 
December  31,  1961.  That  has  been  mod¬ 
ified  to  July  1,  1963. 

Mr.  MANSFIELD.  Mr.  President,  I 
should  like  to  renew  the  unanimous- 
consent  request  to  the  effect  that  there 
be  1 V2  hours  allocated  to  the  considera¬ 
tion  of  the  amendments,  1  hour  to  be 
under  the  control  of  the  distinguished 
minority  leader  and  one-half  hour  to  be 
under  the  control  of  the  Senator  from 
Montana. 

Mr.  CURTIS.  Mr.  President,  reserv¬ 
ing  the  right  to  object,  the  Senator  from 
Nebraska  will  offer  an  amendment  to 
the  amendments  offered  by  the  distin¬ 
guished  minority  leader,  the  Senator 
from  Illinois  [Mr.  Dirksen]  .  What  was 
the  intent  in  reference  to  that? 

Mr.  MANSFIELD.  I  meant  to  limit 
debate  on  the  amendment  and  amend¬ 
ments  thereto. 

We  are  trying  to  be  reasonable  as  to 
the  amount  of  time,  because,  as  I  have 
indicated,  I  will  make  a  motion  to  table, 
and  that  is  in  order  at  any  time. 

Mr.  CURTIS.  Not  a  great  deal  of 
time  would  be  desired,  but  I  would  want 
an  assurance  of  having  a  short  time  to 
state  the  amendment.  Whether  it  is 
voted  on  before  the  motion  to  table  or 
after  does  not  matter. 

Mr.  MANSFIELD.  I  am  sure  we 
could  arrange  that. 

Mr.  DIRKSEN.  Yes.  Time  can  be 
granted  from  the  1  hour. 

Mr.  CURTIS.  Ten  minutes  would  be 
satisfactory. 

Mr.  DIRKSEN.  I  have  only  one  other 
request,  for  15  minutes. 

Mr.  CURTIS.  Ten  minutes  would  be 
satisfactory. 

Mr.  DIRKSEN.  I  will  take  about  10 
minutes. 

Mr.  CURTIS.  I  have  no  objection. 

The  PRESIDING  OFFICER.  Is  there 
objection  to  the  request  by  the  Senator 
from  Montana?  The  Chair  hears  none, 
and  it  is  so  ordered. 

Mr.  MANSFIELD.  Mr.  President,  the 
agreement  is  on  the  motion  to  table  only. 

Mr.  DIRKSEN.  Mr.  President,  there 
is  no  occasion  for  me  to  labor  the  pro¬ 
posal  very  long.  I  think  merely  to  recite 
the  history  pretty  well  states  the  case. 
Actually,  bills  substantially  like  H.R.  10 
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have  been  before  the  House  and  Senate 
for  the  past  1 1  years. 

Mr.  MANSFIELD.  Mr.  President, 
with  the  concurrence  of  the  distin¬ 
guished  minority  leader,  I  should  like  to 
change  the  time  of  the  agreement  en¬ 
tered  into  by  the  Senate  from  “an  hour 
and  a  half”  to  “not  exceeding  an  hour 
and  a  half.” 

The  PRESIDING  OFFICER.  Without 
objection,  it  is  so  ordered. 

Mr.  MANSFIELD.  I  thank  the  Sena¬ 
tor  from  Illinois. 

Mr.  DIRKSEN.  Mr.  President,  as  I 
indicated,  this  is  not  a  new  question 
before  the  Congress.  The  first  bill  on 
this  subject  was  introduced  in  1951,  and 
there  have  been  at  least  six  or  more 
measures  comparable  and  similar  to 
H.R.  10  which  have  been  considered  at 
one  time  or  another  either  by  the  House 
or  the  Senate,  or  by  the  Senate  Finance 
Committee  or  the  House  Committee  on 
Ways  and  Means. 

I  believe  the  first  bill  passed  the  House 
on  July  29,  1958,  but  there  was  no  action 
taken  in  the  Senate.  The  bill  passed  the 
House  again  in  the  87th  Congress. 

In  the  first  instance,  when  the  first 
bill  was  passed  by  the  House,  in  1958,  in 
the  85th  Congress,  it  was  approved  by 
the  Senate  Finance  Committee  by  a  vote 
of  12  to  5. 

The  measure  now  before  the  Senate 
was  approved  by  the  Finance  Committee 
August  25,  1961,  by  a  vote  of  14  to  3, 
and  the  bill  has  been  on  the  Senate  Cal¬ 
endar  since  September  of  last  year. 
That  means  the  bill  has  been  on  the 
calendar  for  nearly  a  year. 

At  this  point  I  wish  to  pay  my  respects 
to,  and  to  salute  the  distinguished  Sen¬ 
ator  from  Florida  [Mr.  Smathers],  who 
has  labored  so  long  and  earnestly  with 
the  measure.  He  is  entitled  to  full 
credit,  because  what  is  before  the  Sen¬ 
ate  is  really  the  so-called  Keogh- 
Smathers  bill,  named  after  Representa¬ 
tive  Keogh,  of  New  York,  and  the  dis¬ 
tinguished  Senator  from  Florida. 

The  purpose  of  the  measure  and  the 
reason  therefor  are  thoroughly  set  out 
in  the  report  on  the  bill. 

In  1942  legislation  to  encourage  the 
establishment  of  pension  funds  was  first 
enacted  by  the  Congress  for  the  benefit 
of  people  who  operate  in  business  and 
industry.  I  understand  that  66,000  pen¬ 
sion  plans  have  been  filed  and  are  now 
in  effect,  covering  approximately  20  mil¬ 
lion  people,  and  that  nearly  a  million 
people  are  added  to  those  plans  every 
year.  If  one  adds  to  the  private  pension 
plans  the  plans  for  State  officials  and 
employees  of  local  governments,  for  the 
Army,  for  the  civil  service,  for  railroad 
retirement,  and  so  forth,  an  estimated 
30  million  people  now  receive  benefits 
under  a  private  plan  or  a  public  plan 
of  some  kind. 

In  addition,  of  course,  there  is  social 
security. 

But  it  seems  that  there  has  been  one 
group  in  the  country  which  has  been 
forgotten.  Those  are  the  self-employed, 
which  includes  professional  people — doc¬ 
tors,  lawyers,  small  businessmen,  farm¬ 
ers,  and  a  great  many  others. 

I  could  read  a  statement  with  respect 
to  what  the  measure  contains.  The 
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principle  is  very  simple.  In  the  case  of 
the  self-employed,  they  have  the  dual 
character  of  employer  and  employee,  in 
order  to  carry  out  a  principle  that  has 
been  established  in  law.  As  the  bill  now 
recites,  the  entire  amount  of  the  first 
$1,000  that  would  be  trusteed  could  be 
deducted  and  would  be  deductible  for  tax 
purposes.  Of  the  remaining  $1,500 — 
since  $2,500  is  the  limit — 50  percent 
could  be  deducted,  so  the  top  would  be 
$1,700,  and  $50  a  year,  which  could  be 
actually  trusteed.  It  would  become 
available  at  a  given  retirement  date. 
When  it  would  become  available  then, 
of  course,  it  would  become  taxable. 

I  set  out  a  statement  in  the  Record 
on  September  27,  1961,  which  contains 
an  analysis  of  the  bill.  It  is  brief  but 
sufficiently  complete.  Mr.  President,  I 
ask  unanimous  consent  that  the  state¬ 
ment  be  printed  at  this  point  in  my  re¬ 
marks. 

There  being  no  objection,  the  state¬ 
ment  was  ordered  to  be  printed  in  the 
Record,  as  follows: 

Statement  by  Senator  Dirksen 

ESTABLISHMENT  OF  VOLUNTARY  PENSION  PLANS 
BY  SELF-EMPLOYED  INDIVIDUALS 

For  the  past  10  years  I  have  followed  with 
considerable  interest  H.R.  10,  a  bill  to  en¬ 
courage  the  establishment  of  voluntary  pen¬ 
sion  plans  by  self-employed  individuals.  I 
have  long  been  in  favor  of  the  principle  of 
this  legislation,  but  on  several  occasions  dur¬ 
ing  the  course  of  this  10-year  period  I  found 
it  necessary  to  differ  with  the  proponents  as 
to  the  method  of  achieving  their  goal.  To¬ 
day  I  am  pleased  to  say  that  I  wholeheartedly 
endorse  H.R.  10  as  reported  by  the  Senate 
Finance  Committee.  The  features  which  X 
found  objectionable  in  the  past  have  either 
been  eliminated  or  changed  to  the  point 
where  I  can,  in  all  good  conscience,  embrace 
this  legislation. 

Practically  everyone  who  is  acquainted 
with  this  subject  will  agree  that  the  prin¬ 
ciple  of  this  legislation  as  now  proposed  is 
sound.  Certainly  the  Members  of  the  House 
recognized  this  in  the  85th  and  86th  Con¬ 
gresses  and  again  in  this  session  when  they 
passed  H.R.  10  by  a  practically  unanimous 
vote.  Certainly  the  members  of  the  Senate 
Finance  Committee  in  the  86th  Congress 
recognized  this  when,  after  extensive  hear¬ 
ings,  they  approved  H.R.  10  by  a  12  to  5 
vote.  On  August  25  of  this  year,  this  com¬ 
mittee  ordered  H.R.  10  favorably  reported 
14  to  3. 

It  was  apparent  to  me,  after  reading  the 
minority  views  in  the  Senate  Finance  Com¬ 
mittee  report,  that  a  number  of  miscon¬ 
ceptions  still  exist  in  the  minds  of  two 
of  my  distinguished  colleagues.  Their  pro¬ 
posals  were  heard  and  voted  down  by  the 
committee  in  the  86th  Congress  and  again 
this  year.  I  am  confident  that  the  pro¬ 
ponents  of  this  legislation  will,  on  the  floor 
of  this  Congress,  meet  these  arguments 
again  and  in  such  a  way  as  to  gain  the 
overwhelming  support  of  this  body.  Rather 
than  criticize,  I  wish  to  commend  the 
spokesmen  for  the  various  national  self-em¬ 
ployed  groups  because,  to  the  best  of  my 
knowledge,  at  no  time  have  they  said,  “If 
you  won’t  give  us  these  benefits,  then  we 
wish  to  have  them  taken  away  from  the 
corporate  employees.” 

This  is  a  good  bill  and  for  a  number  of 
reasons,  one  of  which  is  the  fact  that 
it  encourages  people  to  help  themselves.  It 
encourages  initiative,  self-reliance,  and  the 
other  quantities  which  helped  to  make  this 
country  great,  but  qualities,  which  I  regret 
to  say,  are  disappearing  rapidly  from  the 
American  scene.  This  Congress  has  an  op¬ 


portunity  to  resurrect  these  attributes  which 
are  so  desperately  needed  by  our  country  at 
this  time  by  enacting  H.R.  10  into  law. 

This  remedial  legislation  is  designed  to 
correct  an  inequity  in  our  tax  structure 
which  prevents  this  Nation’s  10  million  small 
business,  farm,  and  professional  people  from 
receiving  treatment  comparable  to  that 
which  is  accorded  corporate  employees. 

The  impetus  for  the  steady  growth  in 
corporate  coverage  was  supplied  in  1942  by 
the  77th  Congress  when  it  wisely  enacted 
legislation  which  encouraged  corporations  to 
promote  the  economic  well-being  and  fu¬ 
ture  security  of  their  employees.  One  has 
only  to  look  at  the  increase  which  has  oc¬ 
curred  since  1940  to  appreciate  the  sound¬ 
ness  of  this  legislation.  In  that  year  4.1  mil¬ 
lion  were  covered;  in  1950,  9.8  million;  and 
in  1960  the  figure  rose  to  20  million.  Ap¬ 
proximately  1  million  people  are  being  added 
each  year  to  private  pension  plans. 

When  we  add  to  the  1960  total  the  ap¬ 
proximately  8  million  covered  by  State  and 
local  government  plans,  civil  service,  armed 
services,  railroad  retirement  systems,  etc., 
the  total  number  of  Americans  covered  by 
pension  plans  is  approximately  30  million 
people. 

H.R.  10  does  not,  as  its  few  opponents 
would  have  you  believe;  broaden  a  tax  loop¬ 
hole,  and  open  a  Pandora’s  box,  but  rather 
extends  what  has  been  proven  over  the  past 
19  years  to  be  sound  legislation  to  the  point 
where  it  includes  a  dedicated,  courageous 
group  of  Americans,  the  self-employed. 

To  accomplish  this,  self-employed  per¬ 
sons  are  treated  for  retirement  plan  pur¬ 
poses  as  the  employers  of  themselves.  This 
was  the  fundamental  concept  of  the  House 
bill  and  it  is  retained  in  the  Senate  Finance 
Committee’s  substitute.  As  employers,  self- 
employed  individuals  are  permitted,  like 
other  employers,  to  deduct  contributions 
(within  specified  limits)  made  to  pension  or 
profit-sharing  plans  for  the  benefit  of  them¬ 
selves  and  such  other  employees  as  may  be 
covered  under  the  plan.  Under  the  commit¬ 
tee  bill,  a  self-employed  person  would  be 
permitted  to  contribute  to  a  retirement  plan 
10  percent  of  his  earned  income  or  $2,500. 
whichever  is  the  lesser.  He  would  be  per¬ 
mitted  to  deduct  100  percent  of  the  first 
$1,000  contributed  and  50  percent  of  the 
remaining  $1,500,  which  may  be  contributed. 
The  maximum  deductible  amount  would  be 
$1,750. 

As  employees,  as  with  other  employees, 
they  are  not  taxed  on  such  contributions 
made  for  their  benefit,  or  the  income  there¬ 
on,  until  they  receive  the  funds  upon  retire¬ 
ment  or  otherwise. 

The  committee  changes  have  drastically 
reduced  the  size  of  the  revenue  deferral,  in 
fact  to  a  point  where  this  can  no  longer 
be  used  as  a  major  argument  against  this 
measure.  Oh,  I  am  not  deluding  myself, 
because  there  will  be  some  who  will  cry 
economy,  who  will  use  the  international 
situation  as  an  excuse  for  opposing  this  bill; 
but  these  few,  time  and  time  again  have, 
and  will  continue,  to  support  domestic  pro¬ 
grams  with  high  price  tags  and  question¬ 
able  dollar  value. 

The  estimates  for  H.R.  10  range  from  less 
than  $100  million  to  $200  million.  In  view 
of  the  actual  experience  in  other  countries, 
Great  Britain,  Canada,  and  New  Zealand; 
and  the  fact  that  the  Treasury  Department 
generally  overestimates,  I  am  inclined  to 
accept  the  lower  figure. 

Regardless  of  the  exact  amount,  I  wish 
to  remind  you  that  the  potential  revenue 
deferral  is  already  made  possible  in  the  pres¬ 
ent  tax  law  since  the  establishment  of  tax- 
deferred  pension  plans  is  available  to  any 
self-employed  person  who  incorporates  his 
business  or  occupation. 

If  we  fail  to  act  in  this  Congress,  we  will, 
I  am  certain,  force  a  great  many  of  this 
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Nation’s  self-employed  to  incorporate  and 
in  most  cases  solely  for  the  purpose  of  gain¬ 
ing  tax  treatment  relative  to  their  retire¬ 
ment  savings  similar  to  that  which  is  offered 
their  corporate  brethren.  Passage  of  H.R.  10 
will  encourage  these  fine,  hard-working 
Americans  to  retain  their  self-employed 
status,  defeat  will  be  a  major  blow  to  them 
and  an  invitation  to  incorporate  for  tax 
advantage  because  of  their  national  desire 
to  protect  themselves  in  their  later  years. 
Now  I  don’t  believe  we  can  afford  the  loss 
of  too  many  more  self-employed  without 
jeopardizing  the  position  of  this  country 
both  on  the  domestic  and  international 
fronts. 

H.R.  10  is  a  good  bill,  it  is  a  just  bill. 
I  urge  my  colleagues  on  both  sides  of  the 
aisle  to  join  with  me  in  working  for  the 
early  enactment  of  H.R.  10  in  the  2d  session 
of  the  87th  Congress. 

Mr.  DIRKSEN.  I  think  there  are  only 
two  other  things  I  care  to  say. 

First,  since  we  have  pending  a  tax  bill, 
the  amendment  obviously  is  completely 
germane  to  the  subject  matter  of  the 
bill  under  consideration.  The  so-called 
H.R.  10  is  a  tax  measure.  Therefore  it  is 
rightly  before  the  Senate  at  the  present 
time. 

I  should  like  to  read  into  the  record  a 
statement  made  by  the  President  of  the 
United  States  when  he  was  a  Member 
of  the  Senate.  This  statement  was  made 
in  January  of  1960,  and  came  in  an 
answer  to  an  inquiry  as  to  his  position 
on  what  was  then  known  as  the  Simp- 
son-Keogh  bill,  named  after  Representa¬ 
tive  Simpson  of  Pennsylvania  and  Rep¬ 
resentative  Keogh  of  New  York.  The 
statement  appears  in  volume  107,  No. 
67,  April  20,  1961,  of  the  Congressional 
Record.  At  that  time  the  President 
said: 

I  am  myself  disposed  to  support  the  type 
of  provisions  which  are  contained  in  the 
Simpson-Keogh  bill.  I  personally  feel  that 
there  has  been  ample  testimony  from  many 
sources  over  a  long  period  of  time  in  both 
Houses  and  that  it  is  time  to  take  floor 
action  on  this  legislation.  *  *  *  I  hope  that 
it  will  be  acted  upon  favorably  during  this 
Congress. 

I  now  read  into  the  record  one  other 
statement  of  the  President,  which  was 
made  prior  to  November  1960.  The  dis¬ 
tinguished  President  wired  the  fol¬ 
lowing  message  to  the  American  Thrift 
Assembly: 

Thank  you  for  providing  me  with  an  op¬ 
portunity  to  comment  upon  the  proposal  to 
amend  the  Revenue  Act_to  permit  small  busi¬ 
nessmen,  farmers  and  self-employed  people 
to  make  provisions  for  their  retirement  with 
the  same  tax  advantages  now  possessed  by 
corporate  employees.  As  you  know,  this 
proposal  has  been  before  the  Congress  for  9 
years.  During  that  time  extensive  hearings 
have  been  held.  Committee  reports  have 
been  filed  and  the  original  proposal  has  un¬ 
dergone  considerable  modification  to  meet 
objections  against  it.  These  objections  now 
seem  to  have  been  overcome,  for  the  Treas¬ 
ury  reports  there  will  be  little  loss  of  tax 
revenues.  The  objectives  of  encouraging 
thrift  and  independence  in  retirement  have 
my  wholehearted  support.  I  am  particularly 
pleased  that  it  is  planned  to  eliminate  the 
discrimination  against  employees  and  permit 
them  to  participate  in  pension  plans. 

Mr.  President,  I  know  of  nothing  else 
that  I  need  add  to  the  cause,  for  in  the 
past  11  years  the  subject  has  insinuated 
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itself  into  the  mind  of  every  Senator. 
Senators  know  what  it  is  about.  I  am 
now  prepared  to  yield  the  floor.  I  think 
my  distinguished  friend  from  Florida 
[Mr.  Smathers]  ,  who  deserves  all  the 
credit  for  the  work  done  on  the  bill,  and 
who  was  the  coauthor  along  with  Rep¬ 
resentative  Keogh,  may  now  wish  to 
address  himself  to  the  Senate. 

Mr.  SMATHERS.  Mr.  President,  will 
the  Senator  yield  me  2  minutes? 

Mr.  KERR.  Mr.  President,  I  yield  5 
minutes  to  the  Senator  from  Florida. 

Mr.  SMATHERS.  Mr.  President,  I  am 
grateful  to  the  abl*  Senator  from  Illinois 
[Mr.  Dirksen],  the  minority  leader,  for 
his  very  kind  references  to  me.  I  know 
of  his  great  interest  in  the  proposal.  I, 
like  him  and  many  others,  feel  that  it 
is  a  most  meritorious,  worthwhile,  and 
long  overdue  piece  of  proposed  legisla¬ 
tion. 

I  understand  that  the  majority  leader, 
the  distinguished  Senator  from  Montana 
[Mr.  Mansfield],  will  later  today  make  a 
motion  to  table  the  amendment.  At 
that  time  I  shall  have  several  questions 
to  put  to  the  majority  leader  and  I  will 
elaborate  a  bit  further  on  my  feelings 
with  respect  to  H.R.  10.  I  am  grateful  to 
the  very  able  minority  leader  and  con¬ 
gratulate  him  for  having  made  the  move. 
I  had  a  similar  amendment  prepared 
which  I  also  intended  to  propose  to  the 
pending  bill.  Had  he  not  brought  his 
amendment  up,  I  would  have  brought 
mine  up.  His  offer  of  the  amendment  at 
the  present  time  brings  the  subject  to 
a  head  and,  as  a  result  of  his  having 
offered  the  amendment,  I  now  feel  com¬ 
pletely  confident  that  there  will  be  an 
opportunity  to  discuss  rather  fully  the 
merits  of  H.R.  10  as  reported  by  the 
Senate  Finance  Committee.  But  most 
important  of  all,  I  am  satisfied  that  we 
shall  now  be  able  to  get  a  vote  on  the 
measure.  I  commend  the  Senator,  and 
I  thank  him.  I  will  have  more  to  say 
a  little  later. 

Mr.  PASTORE.  Mr.  President,  will 
the  Senator  give  us  a  brief  explanation 
of  what  the  amendment  would  do? 

Mr.  SMATHERS.  A  brief  explana¬ 
tion  of  the  amendment  is  as  follows:  It 
would  provide  for  self-employed  people, 
such  as  doctors,  lawyers,  accountants, 
real  estate  people,  barbers,  farmers,  and 
small  businessmen,  the  opportunity  to 
set  aside  certain  sums  of  money  not  to 
exceed  $2,500,  or  10  percent  of  their  in¬ 
come,  whichever  is  the  lesser,  in  an  ap¬ 
proved  retirement  program  to  take  care 
of  themselves  in  their  retirement  years. 
Benefits  under  such  program  may  not 
begin  before  age  59  y2,  except  in  case  of 
disability  or  death,  nor  later  than  age 
70 

They  are  not  permitted  to  deduct  the 
entire  amount  contributed  under  the 
plan.  The  first  $1,000  contributed  and 
50  percent  of  the  contribution  in  excess 
of  this  amount  is  deductible.  This  means 
that  an  owner-employee  who  makes  the 
maximum  annual  contribution  of  $2,500 
may  only  deduct  $1,750  of  that  amount. 

We  say  this  proposal  is  long  overdue, 
because  since  1941,  under  laws  passed  by 
Congress,  we  have  authorized  the  setting 
up  of  retirement  and  pension  programs 
for  large  corporations.  Today  there  are 


perhaps  60  million  people  who  are  cov¬ 
ered  by  these  pension  programs  which 
are  much  more  generous  than  the  self- 
employed  provisions  which  we  are  pro¬ 
posing.  Many  of  the  corporations  set 
up  programs  theoretically  for  all  of  their 
employees,  and  all  of  that  money  con¬ 
tributed  by  the  corporation  is  deductible. 
The  self-employed  under  the  proposed 
amendment  have  only  a  tax  deferral. 
They  will  be  taxed  when  they  derive 
their  benefits  under  the  approved  plan. 

Mr.  PASTORE.  Mr.  President,  will 
the  Senator  yield? 

Mr.  SMATHERS.  I  yield. 

Mr.  PASTORE.  Must  the  individual 
retire? 

The  PRESIDING  OFFICER.  The 
time  of  the  Senator  has  expired. 

Mr.  KERR.  I  yield  3  additional  min¬ 
utes  to  the  Senator  from  Florida. 

Mr.  SMATHERS.  Not  necessarily.  If 
he  is  to  avail  himself  of  the  retirement 
program  he  must  begin  to  draw  benefits 
sometime  between  the  ages  of  59  V2  and 
70  y2  • 

Mr.  PASTORE.  He  must  retire,  under 
the  law? 

Mr.  SMATHERS.  Ordinarily  he  will 
retire.  The  proposal  does  not  permit 
him  to  defer  receipt  of  this  money  in¬ 
definitely.  No  retirement  test  is  pro¬ 
vided  by  the  bill  because  of  the  difficulty 
of  determining  when  a  self-employed 
person  has  retired.  In  any  event,  the 
retirement  program  does  go  into  effect 
at  age  701/2.  It  is  not  merely  left  to  his 
estate  as  a  tax-free  amount  of  money 
to  be  passed  on  to  his  heirs. 

Mr.  PASTORE.  What  if  he  does  not 
retire? 

Mr.  SMATHERS.  Then  he  just  con¬ 
tinues  to  work  and  the  program  con¬ 
tinues  and  just  stays  in  effect.  He  is 
eventually  taxed  on  what  he  receives 
under  the  plan  at  ordinary  income  tax 
rates. 

Mr.  PASTORE.  As  it  would  have  been 
in  the  beginning? 

Mr.  SMATPIERS.  As  it  would  be  at 
the  moment.  That  is  the  big  advantage, 
I  might  say.  There  is  no  question  that 
there  is  an  advantage  in  a  person  doing 
it,  because  usually  he  is  in  a  lower  in¬ 
come  bracket  when  he  is  65  or  67  and 
retires  than  he  is  when  he  is  earning  the 
money.  There  is  no  question  that  that 
gives  him  some  advantage.  However,  we 
say  there  are  already  60  million  people 
who  are  enjoying  the  privilege  today. 
The  self-employed  have  not  thus  far 
been  able  to  take  advantage  of  the  cor¬ 
porate  pension  programs.  We  are  at¬ 
tempting  to  bring  equity  to  these  7*4 
million  people  who  have  not  been  able 
to  set  up  a  retirement  program  for  them¬ 
selves. 

Mr.  PASTORE.  I  should  like  to  clear 
up  one  point.  The  Senator  said  that  a 
person  must  retire  in  order  to  receive 
this  money.  Then  the  Senator  has  said 
that  if  the  person  continues  to  work  he 
can  still  get  the  money. 

Mr.  SMATHERS.  He  is  not  required 
to  retire.  What  I  meant  was  that  he 
cannot  have  it  both  ways.  We  say  if  he 
continues  to  work  he  must  begin  to 
draw  benefits  before  he  is  age  70  y2. 

Mr.  PASTORE.  At  the  prevailing  rate 
of  interest? 


Mr.  SMATHERS.  Yes. 

Mr.  CURTIS.  Mr.  President,  will  the 
Senator  yield? 

Mr.  SMATHERS.  I  yield. 

Mr.  CURTIS.  I  believe  the  distin¬ 
guished  Senator  from  Rhode  Island  will 
be  interested  in  this  fact.  Under  the 
amendment  the  self-employed  person 
must  set  up  a  program  for  his  employees. 
He  cannot  merely  qualify  himself.  The 
self-employed  person — the  operator  of 
an  unincorporated  business  or  a  pro¬ 
fessional  man — must  substantially  meet 
the  same  requirements  that  the  corpo¬ 
rate  pension  plan  requires.  There  they 
must  cover  every  employee,  and  the  offi¬ 
cers  cannot  be  covered  alone. 

The  PRESIDING  OFFICER.  The 
time  of  the  Senator  has  again  expired. 

Mr.  KERR.  I  yield  3  additional  min¬ 
utes  to  the  Senator  from  Florida. 

Mr.  PASTORE.  Will  the  Senator  from 
Nebraska  be  a  little  more  specific?  If  a 
doctor  has  three  nurses,  he  cannot  set  up 
a  plan  for  himself  without  setting  up  the 
plan  for  his  three  nurses  as  well.  Is 
that  correct? 

Mr.  CURTIS.  That  is  correct.  Just 
as  our  great  corporations  cannot  set  up 
retirement  plans  to  cover  the  officers 
only.  There  are  provisions,  however, 
that  they  can  classify  employees  and 
cover  their  regular  employees  as  con¬ 
trasted  with  the  casual  employees. 

Mr.  PASTORE.  How  does  that  work? 
Let  us  assume  that  a  doctor  has  three 
nurses.  Do  we  say  he  can  deduct  up  to 
a  thousand  dollars  and  then  take  one- 
half  of  the  remaining  $1,500?  What  does 
he  do  about  the  other  employees,  in 
other  words? 

Mr.  CURTIS.  He  has  to  pay.  First 
of  all,  he  has  to  have  a  plan  that  is  ap¬ 
proved. 

Mr.  PASTORE.  Approved  by  whom? 

Mr.  SMATHERS.  I  appreciate  the 
Senator  from  Nebraska  making  that 
clear.  Each  one  of  these  plans  must  be 
approved  by  the  Treasury  of  the  United 
States. 

Mr.  PASTORE.  In  other  words,  if  a 
lawyer  has  a  stenographer  or  secretary, 
he  must  provide  for  her  as  well.  Is  that 
correct? 

Mr.  SMATHERS.  He  must.  He  must 
provide  for  her  on  what  we  call  a  non- 
discriminatory  basis.  He  cannot  set  up 
a  generous  proposal  for  himself  and  a 
less  generous  proposal  for  his  employees. 
There  must  be  the  same  ratio. 

Mr.  PASTORE.  Where  does  the 
money  come  from  to  set  up  the  fund  for 
the  benefits  that  are  made  available? 

Mr.  SMATHERS.  From  the  employer. 

Mr.  PASTORE.  From  his  own  per¬ 
sonal  income? 

Mr.  CURTIS.  From  his  business  in¬ 
come. 

Mr.  SMATHERS.  He  is  permitted  to 
deduct  it. 

Mr.  CURTIS.  The  employer  pays  it. 

Mr.  SMATHERS.  When  the  employer 
puts  the  money  into  the  fund  for  his 
employees  from  his  business,  he  is  per¬ 
mitted  to  deduct  the  amount  of  money 
to  take  care  of  his  employees.  There  are 
large  corporations  which  are  permitted 
to  deduct  the  amount  of  money  which 
they  put  into  a  fund  to  take  care  of  all 
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their  employees.  The  same  thing  would 
be  true  in  this  case. 

Mr.  PASTORE.  It  would  be  a  busi¬ 
ness  expense?  . 

Mr.  SMATHERS.  It  would  be  a  busi¬ 
ness  expense,  Mr.  President,  I  will  have 
more  to  say  about  this  matter  later  in 
the  coming  days — and  I  hope  there  will 
not  be  too  many  of  them — and  this 
measure  will  be  rather  well  explored. 

I  now  yield  the  floor. 

Mr.  DIRKSEN.  Mr.  President,  I  yield 
5  minutes  to  the  distinguished  Senator 
from  Nebraska. 

Mr.  CURTIS.  Mr.  President,  I  thank 
the  distinguished  Senator  from  Illinois. 

If  I  may  have  the  attention  of  the  pro¬ 
ponents  of  the  amendment,  I  wish  to 
say  that  I  have  long  favored  the  prin¬ 
ciple  involved  in  it.  Many  years  ago, 
as  a  member  of  the  Ways  and  Means 
Committee,  I  made  the  motion  that  we 
hold  what  were  the  first  hearings  on  the 
principle  involved  here. 

A  great  inequity  exists  throughout  the 
country.  The  corporate  entities  can  set 
up  pension  plans  for  their  officers  and 
for  their  employees.  The  money  which 
goes  into  these  pension  plans  goes  into 
them  before  taxes.  The  income  that 
the  pension  fund  earns  is  not  taxed.  An 
individual  who  is  in  some  kind  of  busi¬ 
ness — be  he  a  grocer,  or  doctor,  or  den¬ 
tist,  or  farmer,  or  lawyer — pays  taxes 
and  must  save  for  his  old  age  after  taxes. 
Then  when  he  puts  his  savings  aside,  if 
it  earns  income,  he  is  taxed  again.  So 
we  have  one  group  that  sets  aside  money 
before  taxes,  and  the  tax  is  paid  when 
the  benefits  are  paid  later.  Another 
group  has  two  handicaps.  We  cannot  go 
on  like  that.  The  corporate  plans  are 
increasing  rapidly.  No  one  is  suggest¬ 
ing  that  they  be  abolished  or  that  the 
tax  benefits  that  may  be  applicable  to 
them  should  be  repealed.  The  answer  is 
that  we  must  equalize  it  and  extend  it  to 
others.  The  requirement  of  putting  10 
percent  of  income  aside — or  up  to  $2,500, 
or  $1,750,  as  now — is  quite  rigid. 

There  is  the  trustee  plan,  for  example, 
which  projects  itself  for  some  distance 
into  the  future;  or  an  insurance  con¬ 
tract  must  be  entered  into;  and  all  em¬ 
ployees  must  be  covered  in  both  in¬ 
stances.  In  a  trustee  plan  it  is  permis¬ 
sible  to  use  Government  bonds. 

But  if  we  adopt  the  Dirksen  amend¬ 
ment,  there  will  still  be  millions  of  peo¬ 
ple  throughout  the  country  who  will  not 
be  covered  by  a  corporate  plan  and  will 
never  be  able  to  set  up  a  plan  under  H.R. 
10.  Legally,  they  are  permitted  to  do 
so,  but  practically  they  cannot.  Some 
of  them  may  be  57  or  58  years  old  now. 
Some  of  them  have  a  business  which  is 
uncertain,  and  they  cannot  enter  into  an 
insurance  contract  to  provide  them¬ 
selves  and  their  employees  with  any  de¬ 
gree  of  certainty.  Their  business  is  so 
small  that  they  cannot  go  to  the  expense 
of  having  a  plan  drafted  and  submitted 
to  the  Internal  Revenue  Service  and  ap¬ 
proved  and  carried  out.  Yet  those  peo¬ 
ple,  if  they  save  anything  for  their  old 
age,  will  have  to  do  so  after  taxes,  and 
their  savings  will  be  taxed. 

My  amendment  to  the  Dirksen  amend¬ 
ment  would  not  in  any  sense  take  away 
any  of  the  rights  and  privileges  of  the 


self-employed  that  the  amendment 
would  give,  but  it  would  take  care  of  the 
other  group  which  would  still  be  out¬ 
side  these  plans,  should  the  amendment 
be  adopted. 

I  refer  to  the  small  employer,  who 
cannot  set  up  a  plan.  I  refer  to  the 
employee  who  has  worked  all  his  life 
and  will  continue  to  work  all  his  life  for 
an  establishment  for  which  there  will 
not  be  a  pension  plan. 

So  we  say  that  any  individual,  in  any 
calendar  year  in  which  he  is  not  covered 
by  a  pension  plan,  either  a  corporate 
plan  or  under  H.R.  10  or  a  Government 
plan - 

The  PRESIDING  OFFICER.  The 


time  of  the  Senator  from  Nebraska  has 
expired. 

Mr.  CURTIS.  I  yield  myself  5  addi¬ 
tional  minutes. 

We  say  that  in  any  such  year  he  may 
buy  a  special  issue  of  Government  bonds 
up  to  a  total  limit  of  $300.  In  other 
words,  he  may  save  $25  a  month,  and 
on  that  saving  he  will  not  be  taxed. 
Then  in  his  old  age,  when  he  cashes  the 
bond,  just  as  in  the  case  of  the  other 
plans,  he  will  pay  a  tax  on  the  full 
amount.  The  plan  would  be  very  simple 
to  operate. 

Suppose  there  is  a  bond  for  the  base 
amount  of  $100.  The  person  could  go 
to  the  bank  or  post  office  where  the  bonds 
were  sold.  He  would  give  his  age.  The 
teller  or  clerk  could  look  at  a  table  and 
determine  that  the  bond  could  be  bought 
for  X  dollars.  Just  as  in  the  case  of  an 
E-bond,  if  the  purchaser  did  not  cash 
the  bond  at  age  65,  it  would  draw  inter¬ 
est  beyond  that  time. 

This  proposal  would  enable  people 
having  modest  incomes,  people  who  are 
some  of  the  hardest  working  and  most 
worthy  in  our  country,  to  have  an  op¬ 
portunity  to  save  for  their  old  age  be¬ 
fore  taxes. 

I  say  to  the  proponents  of  H.R.  10, 
who  are  concerned  with  whether  or  not 
such  a  bill  might  be  vetoed,  if  this 
amendment  be  adopted — and  perhaps  it 
will  not  have  such  universal  applica¬ 
tion— the  chances  of  the  bill  being  vetoed 
will  be  very  much  less. 

Mr.  HRUSKA.  Mr.  President,  will 
the  Senator  from  Nebraska  yield? 

Mr.  CURTIS.  I  yield. 

Mr.  HRUSKA.  Through  his  fine  pres¬ 
entation  and  constructive  contribution, 
my  colleague  has  again  demonstrated 
why  he  is  considered  to  be  one  of  the 
valuable  members  of  the  Committee  on 
Finance. 

I  should  like  to  ask  the  Senator  a 
question  concerning  his  proposal:  As¬ 
sume  a  person  who  invests  in  such  a  bond 
does  not  wait  until  he  is  64  y2  years  of 
age,  but  rather  sells  the  bond  prior  to 
that  time.  What  would  happen  in  that 
event? 


Mr.  CURTIS.  The  bonds  would  be 
nontransfer  able.  The  only  occasion  on 
which  the  holder  of  such  a  bond  could 
cash  it — and  it  would  be  in  a  lesser 
amount — and  have  it  nontaxable,  would 
be  if  he  were  found  to  be  totally  disabled 
under  the  same  section  under  which  he 
must  prove  disability  for  social  security. 
Then  he  could  cash  the  bond. 


Mr.  HRUSKA.  Otherwise,  the  bond 
would  not  be  cashable  until  the  holder 
reached  the  age  of  64^2? 

Mr.  CURTIS.  It  would  not  be  trans¬ 
ferable.  Let  me  state  what  it  will  mean. 

It  will  mean  the  sale  of  bonds  to  indi¬ 
viduals  instead  of  to  banks  and  finance 
companies.  The  program  would  be  anti- 
inflationary.  Many  of  these  bonds 
would  be  for  long  terms.  One  of  the 
Treasury’s  problems  arises  from  the  sale 
of  bonds  for  a  term  of  less  than  5  years. 
The  problem  of  financing  our  enormous 
debt  is  made  difficult  when  the  the  sale 
of  bonds  is  on  such  a  short  turnover 
basis.  What  is  needed  is  long-term  fi¬ 
nancing.  This  proposal  will  contribute 
to  long-term  financing.  The  income 
would  not  escape  taxation ;  taxation 
would  merely  be  deferred  until  the  holder 
of  the  bond  used  the  income. 

Mr.  HRUSKA.  I  thank  my  colleague. 

Mr.  CURTIS.  I  thank  the  Senator 
from  Nebraska. 

Mr.  PASTORE.  Mr.  President,  will 
the  Senator  yield? 

Mr.  CURTIS.  I  yield. 

Mr.  PASTORE.  I  am  very  much  in¬ 
terested  in  the  Senator’s  proposal.  Was 
his  amendment  advanced  in  the  com¬ 
mittee? 

Mr.  CURTIS.  It  was,  and  it  failed,  as 
I  recall,  by  one  vote. 

Mr.  PASTORE.  Did  the  Treasury  De¬ 
partment  make  any  comment  on  the 
amendment? 

Mr.  CURTIS.  Those  hearings  were 
not  held  this  year.  I  am  reaching  back 
in  memory.  It  is  my  understanding  that 
the  Treasury  was  opposed  to  all  such 
legislation — including  both  H.R.  10  and 
my  proposal.  I  hope  I  am  not  doing  the 
Treasury  an  injustice,  but  that  is  my 
recollection. 

Mr.  PASTORE.  Did  I  correctly  un¬ 
derstand  the  Senator  to  say  that  when 
one  of  these  bonds  was  purchased,  it 
would  not  be  redeemable  until  its  ma¬ 
turity? 

Mr.  CURTIS.  That  is  correct;  except 
that  if  the  holder  became  disabled  be¬ 
fore  that  time,  he  could  cash  it. 

Mr.  PASTORE.  What  if  he  should 
die  in  the  meantime? 

Mr.  CURTIS.  The  bond  would  be¬ 
come  a  part  of  the  estate. 

Mr.  PASTORE.  It  would  become  a 
part  of  the  estate? 

Mr.  CURTIS.  Yes.  An  individual  who 
came  under  the  $300  limit  and  could  buy 
nothing  but  Government  bonds  would 
not  be  required  to  cover  employees  or 
other  persons.  I  dare  say  that  the  more 
successful  business  and  professional  men 
who  are  advocating  H.R.  10  would  prefer 
trustee  plans  under  which  they  could  get 
growth  investment. 

The  PRESIDING  OFFICER.  The 
time  of  the  Senator  from  Nebraska  has 
expired. 

Mr.  DIRKSEN.  I  yield  5  additional 
minutes  to  the  Senator  from  Nebraska. 

Mr.  PASTORE.  Those  who  would  be 
eligible  under  the  Senator’s  plan  would 
be  only  the  self-employed  who  did  not 
employ  other  persons? 

Mr.  CURTIS.  Employees  could  avail 
themselves  of  this  plan.  A  person  who 
worked  for  a  small  business  which  did 
not  have  a  pension  plan,  and  perhaps 


1962  CONGRESSIONAL  RECORD  —  SENATE  17455 


could  never  come  under  such  a  plan, 
could  use  any  of  his  earned  income  to 
buy  Government  bonds  for  his  old  age 
and  pay  taxes  when  he  cashed  them. 

Mr.  PASTORE.  Suppose  later  such 
a  person  joined  a  pension  plan. 

Mr.  CURTIS.  His  limit  would  be 
fixed  yearly.  In  any  year  in  which  he 
was  not  covered  by  a  pension  plan,  he 
could  buy  the  bonds. 

Mr.  PASTORE.  So  all  the  safeguards 
are  provided? 

Mr.  CURTIS.  I  believe  so. 

Mr.  President,  I  yield  back  the  re¬ 
mainder  of  my  time. 

Mr.  KERR.  Mr.  President,  I  yield  5 
minutes  to  the  junior  Senator  from  Ten- 
nessee. 

Mr.  GORE.  Mr.  President,  H.R.  10 
goes  in  the  opposite  direction  from  tax 
reform.  While  apparently  throughout 
the  country  there  is  a  feeling  that  there 
is  a  dire  need  of  thoroughgoing  tax  re¬ 
form,  H.R.  10  is  seriously  proposed  in 
the  opposite  direction.  Instead  of  clos¬ 
ing  loopholes  of  tax  favoritism,  the 
enactment  of  H.R.  10  would  create  one 
of  the  biggest  and  one  of  the  worst, 
another  big  and  another  bad,  loophole 
of  tax  favoritism. 

For  the  moment,  I  shall  not  discuss 
the  details  of  the  bill.  Suffice  it  to  say 
that  this  special  benefit  would  accrue 
largely  to  those  who  least  need  tax  re¬ 
lief.  Let  me  cite  the  estimate  of  the 
Treasury  Department,  made  during  the 
administration  of  President  Eisenhower, 
as  to  the  use  which  would  be  made  of 
the  provisions  of  H.R.  10.  In  estimating 
revenue  losses  under  terms  of  the  bill, 
the  Treasury  assumed  that  only  15  per¬ 
cent  of  the  people  in  the  low  income 
brackets  who  would  be  eligible  to  re¬ 
ceive  this  benefit  would  be  in  financial 
circumstances  to  take  advantage  of  it, 
but  two -thirds  of  those  in  the  upper  in¬ 
come  brackets  who  would  be  eligible  for 
this  special  benefit  or  favor  would  not 
only  be  able  to  take  advantage  of  it,  but 
would  do  so. 

I  should  like  to  observe,  briefly,  that 
every  statement  made  today  in  the  Sen¬ 
ate  in  support  of  H.R.  10  has  attempted 
to  justify  it  on  the  basis  of  abuses  of 
corporate  pension  provisions  of  our  tax 
law.  Thus,  we  see  a  continuation  of  the 
trend  to  justify  a  proposed  new  tax  gim¬ 
mick  on  the  basis  of  abuse  of  provisions 
already  in  the  law.  But  what  is  the 
duty  of  representatives  of  the  people, 
with  respect  to  loopholes  of  tax  favori¬ 
tism?  Is  it  to  remove  the  offending  pro¬ 
visions  from  the  law;  or  is  it  to  leave 
them  in  the  law,  and  to  enact  other  loop¬ 
holes,  using  the  existing  ones  as  an  ex¬ 
cuse?  I  think  the  proper  course  is  to 
enact  tax  reform  which  will  be  fair  and 
equitable,  and  to  strike  down  the  existing 
loopholes  and  favoritism  gimmicks,  in¬ 
stead  of  creating  more. 

When  H.R.  10  is  before  the  Senate,  I 
shall  attempt  to  have  it  amended.  I 
shall  have  two  objectives.  The  first  will 
be  to  make  the  benefits  of  the  bill  avail¬ 
able  to  all  taxpayers.  Mr.  President, 
what  is  the  justice  of  providing  that  a 
well-to-do  doctor  can  receive  tax  deduc¬ 
tion  for  the  purchase  of  an  insurance 
policy  for  his  own  benefit,  whereas  a 


newspaper  reporter  or  a  bank  clerk  can¬ 
not  have  that  privilege?  I  have  been 
imbued  with  the  notion  that  Congress 
represents  all  the  people.  I  shall  under¬ 
take  so  to  do  with  respect  to  H.R.  10. 

Second,  I  shall  undertake,  by  means  of 
amendments — since  the  Senate  is  deter¬ 
mined  to  enter  upon  consideration  of 
pension  plans - 

The  PRESIDING  OFFICER.  The 
time  yielded  to  the  Senator  from  Ten¬ 
nessee  has  expired. 

Mr.  GORE.  May  I  have  2  additional 
minutes? 

Mr.  MANSFIELD.  Mr.  President,  I 
yield  2  additional  minutes  to  the  Sen¬ 
ator  from  Tennessee. 

The  PRESIDING  OFFICER.  The 
Senator  from  Tennessee  is  recognized  for 
2  more  minutes. 

Mr.  GORE.  I  thank  the  Senator  from 
Montana. 

Mr.  President,  by  means  of  amend¬ 
ments,  I  shall  undertake  to  correct  some 
of  the  more  flagrant  abuses  of  the  cor¬ 
porate  pension  plans,  particularly  the 
owner-manager  type  corporation,  to 
which  the  junior  Senator  from  Florida 
referred,  and  by  which  he  sought  to 
justify  H.R.  10. 

Mr.  President,  I  believe  in  tax  reform. 
But  I  believe  that  if  we  continue  to  load 
down  this  bill  with  one  example  of  favor¬ 
itism  after  another,  tax  reform  will  be 
aborted. 

I  have  given  assurances  to  the  distin¬ 
guished  majority  leader  that  if  this  bill 
is  brought  up  by  motion  as  a  separate 
bill,  I  shall  undertake  to  have  it  defeated, 
and  shall  do  so  with  all  the  strength  and 
power  of  persausion  that  I  may  have; 
and  if  it  is  not  defeated,  I  shall  under¬ 
take  to  amend  it  in  the  ways  I  have  sug¬ 
gested.  But  I  have  also  assured  him  that 
I  would  not  engage  in  dilatory  tactics 
with  respect  to  H.R.  10  as  a  separate  bill, 
any  more  than  I  have  been  with  respect 
to  the  pending  bill. 

The  PRESIDING  OFFICER.  The 
additional  time  yielded  to  the  Senator 
from  Tennessee  has  expired. 

Mr.  GORE.  May  I  have  1  more  min¬ 
ute? 

Mr.  MANSFIELD.  I  yield  1  more 
minute  to  the  Senator  from  Tennessee. 

The  PRESIDING  OFFICER.  The 
Senator  from  Tennessee  is  recognized  for 
1  more  minute. 

Mr.  GORE.  Mr.  President,  I  shall 
neither  organize  nor  participate  in  a  dil¬ 
atory  movement  with  respect  to  H.R.  10, 
to  prevent  it  from  coming  to  a  vote. 

Mr.  KERR.  Mr.  President,  I  ask  for 
1  minute. 

Mr.  MANSFIELD.  Mr.  President,  I 
yield  1  minute  to  the  Senator  from  Okla¬ 
homa. 

The  PRESIDING  OFFICER.  The 
Senator  from  Oklahoma  is  recognized 
for  1  minute. 

Mr.  KERR.  Mr.  President,  yesterday, 
as  I  stated,  I  submitted  a  series  of  amend¬ 
ments  on  page  140,  line  16.  One  of  them 
was  to  make  the  effective  date  Septem¬ 
ber  4,  1962.  I  find  that  as  set  forth  on 
page  2  of  the  amendments,  in  line  8, 
instead  of  that  date,  there  has  inadvert¬ 
ently  been  set  forth  there  the  date  De¬ 
cember  31,  1962. 


I  ask  unanimous  consent  that  the  date 
December  31,  1962,  be  stricken,  and  that 
there  be  inserted  in  lieu  thereof  the  date 
of  the  submission  of  the  amendments, 
which  was  September  4,  1962. 

The  PRESIDING  OFFICER.  Without 
objection,  it  is  so  ordered. 

Mr.  KEATING.  Mr.  President - 

Mr.  DIRKSEN.  Mr.  President,  I  yield 
5  minutes  to  the  Senator  from  New  York 
[Mr.  Keating]. 

The  PRESIDING  OFFICER.  The 
Senator  from  New  York  is  recognized  for 
5  minutes. 

Mr.  KEATING.  Mr.  President,  I  sin¬ 
cerely  hope  that  the  amendment  offered 
by  the  distinguished  minority  leader  will 
not  be  tabled. 

When  I  was  in  the  other  body,  I  intro¬ 
duced  a  bill  which  went  considerably 
farther  than  this  bill  does,  in  giving  peo¬ 
ple  an  opportunity  to  lay  funds  aside  for 
their  future  years  and  to  have  the 
amounts  laid  aside  declared  tax  deducti¬ 
ble.  My  recollection  is  that  the  amount 
permitted  to  be  so  treated  in  my  bill  was 
less  than  $2,500,  but  the  bill  extended  to 
a  much  wider  group  of  taxpayers.  I 
therefore  think  there  is  considerable 
merit  in  the  argument  earlier  presented 
by  the  distinguished  Senator  from  Ten¬ 
nessee  to  the  effect  that  more  people 
should  be  included  in  coverage  of  H.R. 
10  but,  we  shall  not  have  an  opportunity 
to  deal  with  this  proposition  unless  we 
defeat  the  proposed  motion  to  lay  on  the 
table.  I  hope  the  Senator  from  Tennes¬ 
see  will  vote  accordingly. 

This  amendment  by  the  distinguished 
minority  leader  gives  self-employed  per¬ 
sons  an  opportunity  to  plan  their  re¬ 
tirement  on  a  basis  similar  to  that  very 
generally  and  widely  afforded  corporate 
employees.  Adoption  of  the  amendment 
would  do  away  with  an  unfortunate  dis¬ 
crimination  in  existing  law,  under  which 
both  employees  and  persons  defined  as 
owner-managers  are  permitted  to  par¬ 
ticipate  in  tax-exempt  retirement  plans; 
yet  self-employed  individuals  have  no 
opportunity  to  do  so. 

When  we  speak  of  the  self-employed, 
we  are  not  just  referring  to  a  small  mi¬ 
nority,  but  to  a  group  estimated  at  be¬ 
tween  7  million  and  9  million  persons 
engaged  in  a  wide  group  of  activities. 
Included  in  the  group  would  be  lawyers, 
doctors,  and  journalists  earning  fees  of 
as  much  as  $40,000  or  $50,000  or  $100,000. 
However,  these  are  by  no  means  the  only 
people  covered. 

It  must  be  remembered  that  there 
would  also  be  included  gasoline  station 
attendants  and  persons  running  small 
grocery  stores — persons  with  incomes  of 
perhaps  $2,000  or  $3,000,  and— and  I 
speak  from  personal  experience — in 
many  years  running  their  businesses  at 
a  loss.  Also  included  would  be  employees 
of  the  self-employed  persons— which 
means  that  under  this  bill,  pension  plans 
would  become  available  to  an  estimated 
9  million  or  10  million  Americans  who 
are  not  self-employed  and  do  not  pres¬ 
ently  have  pension  rights.  This  is  a 
very  significant  change  in  the  original 
version  of  H.R.  10. 

Every  year  this  idea,  which  I  believe 
is  eminently  sound  and  just,  has  gained 
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increased  momentum.  In  the  82d  and 
83d  Congresses,  the  bill  was  submitted, 
but  it  never  got  out  of  committee.  In 
the  84th  Congress  it  was  reported  to  the 
floor  of  the  House,  but  no  action  was 
taken  on  it.  Finally,  in  the  85th  Con¬ 
gress,  a  bill  similar  to  the  amendment 
now  pending,  was  passed  by  the  House. 
In  each  of  the  two  succeeding  Congresses 
legislation  was  passed  in  the  other  body, 
but  in  no  instance  has  it  received  Senate 
consideration. 

The  present  H.R.  10,  as  it  is  desig¬ 
nated,  was  passed  on  June  3,  1961.  The 
Senate  Finance  Committee  reported  the 
bill  in  September  of  last  year.  Since 
that  time  it  has  remained  on  the  calen¬ 
dar,  collecting  new  supporters  all  the 
time,  but  not  receiving  any  attention  in 
the  Senate. 

The  principal  argument  that  has  been 
used  against  this  legislation  is  the  loss 
of  revenue  involved.  Of  course,  that 
is  a  matter  which  we  must  always  con¬ 
sider  most  seriously.  Every  time  the  bill 
has  come  up,  the  Executive  has  indicated 
that  the  revenue  that  would  be  lost 
would  be  some  enormous  sum  of  money. 

In  the  first  place,  I  have  serious  doubt 
about  the  size  of  the  figures  that  are 
given.  Of  course,  it  will  result  in  some 
revenue  loss 
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The  PRESIDING  OFFICER.  The  time 
of  the  Senator  has  expired. 

Mr.  KEATING.  I  yield  myself  2  more 
minutes. 

But  offset  against  this  loss  is  the  in¬ 
herent  fairness  of  the  plan,  plus  the  fact 
that  it  will  be  a  significant  spur  to  our 
economy,  because  many  of  the  persons 
who  will  benefit  under  H.R.  10  will  feel 
that,  if  they  are  providing  for  their  later 
years,  they  can  more  liberally  spend  now 
and  enjoy  life  as  they  go  along.  It  will 
thereby  be  an  impetus  to  our  economy, 
which  certainly  needs  it. 

Mr.  President,  the  tabling  of  H.R.  10 
will  be  the  death  knell  not  only  of  these 
hopes  and  aspirations,  but  any  effort 
which  may  be  made  to  improve  H.R.  10 
as  worded.  I  sincerely  hope  that  the 
effort  to  table  this  amendment,  will  be 
defeated. 

Mr.  DIRKSEN.  Mr.  President,  I 
yield  3  minutes  to  the  Senator  from 
Nebraska  [Mr.  Hruska], 

Mr.  HRUSKA.  Mr.  President,  I  rise 
in  support  of  the  amendment  of  the 
Senator  from  Illinois  and  join  in  the 
thoughts  and  conclusions  just  expressed 
by  our  colleague  the  Senator  from  New 
York. 

The  amendment,  after  all,  has  for  its 
objective  the  correction  of  an  inequity 
which  has  existed  ever  since  the  present 
provisions  for  pension  plans  were  de¬ 
vised  for  officers  and  employees  of  cor¬ 
porations.  It  is  a  substantial  inequity 
because  it  affects  somewhere  between  7 
and  10  million  self-employed  individuals. 

The  Dirksen  amendment  would  place 
these  small  businessmen,  farmers,  and 
professional  people  on  a  parity  with  of¬ 
ficers  and  employees  of  corporations. 

By  treating  self-employed  individuals 
as  their  own  employers  for  the  purposes 
of  establishing  voluntary  pension  plans, 
this  amendment  would  give  these  indi¬ 
viduals  substantially  the  same  oppor¬ 
tunities  they  would  otherwise  have  were 


they  carrying  on  their  business  or  pro¬ 
fession  as  a  corporation.  Limited 
amounts  which  are  set  aside  for  retire¬ 
ment  plans  for  the  benefit  of  themselves 
would  be  made  deductible.  As  in  the 
case  of  other  employees,  self-employed 
persons  would  not  be  taxed  on  these  con¬ 
tributions  or  the  income  which  accrues 
thereon  until  such  time  as  these  funds 
are  distributed  to  them  during  their  re¬ 
tirement. 

Thus,  this  amendment  looks  beyond 
the  mere  form  in  which  an  individual 
may  be  doing  business.  It  brings  us  to 
the  substance  of  this  whole  question, 
that  people  should  be  encouraged  to  help 
themselves  regardless  of  the  particular 
form  or  style  of  business  organization 
under  which  they  may  be  operating. 

This  concept  has  been  advanced  for 
several  years.  Similar  legislation  for 
providing  equal  treatment  for  the  self- 
employed  was  passed  by  the  House  dur¬ 
ing  the  85th  and  86th  Congresses  and 
again  during  the  first  session  of  this 
Congress.  The  Senate  Finance  Commit¬ 
tee  held  extended  hearings  on  H.R.  10 
during  the  86th  Congress  and  approved 
the  bill.  The  committee  reaffirmed  its 
approval  of  the  bill  almost  a  year  ago, 
and  it  has  been  pending  on  the  Senate 
Calendar  since  that  time. 

Therefore,  the  Dirksen  amendment 
which  embodies  the  provisions  of  H.R. 
10  is  a  seasoned  piece  of  legislation.  It 
has  been  developed  and  refined  to  its 
present  form  after  a  great  deal  of  con¬ 
sideration,  debate,  and  study. 

Under  the  amendment,  a  self-em¬ 
ployed  person  would  be  permitted  to  con¬ 
tribute  10  percent  of  his  earned  income 
or  $2,500,  whichever  is  smaller,  to  a 
qualified  retirement  plan.  Like  other 
employers,  he  could  claim  a  deduction 
for  this  contribution  in  the  year  that  it 
is  made.  However,  this  deduction  would 
be  limited  to  100  percent  of  the  first 
$1,000  and  50  percent  of  the  remaining 
contribution.  Hence,  the  maximum  de¬ 
duction  in  any  year  would  be  $1,750. 

Like  other  employees,  the  self-em¬ 
ployed  person  would  not  be  taxed  on 
these  contributions  until  such  time  as 
the  benefits  are  payed  out  during  his  re¬ 
tirement. 

The  amendment  also  insures  equality 
of  treatment  as  between  the  self-em¬ 
ployed  individual  and  his  own  employees. 
In  order  to  qualify,  a  pension  plan  must 
cover  all  full-time  employees  with  3 
years  of  service.  Further,  contributions 
on  behalf  of  these  employees  must  vest 
at  the  time  they  are  made  so  that  they 
are  nonforfeitable. 

The  PRESIDING  OFFICER.  The 
time  of  the  Senator  has  expired. 

Mr.  DIRKSEN.  Mr.  President,  I  yield 
2  more  minutes  to  the  Senator  from 
Nebraska. 

Mr.  HRUSKA.  An  objection  fre¬ 
quently  raised  to  H.R.  10  is  that  its  en¬ 
actment  would  result  in  a  substantial 
loss  of  tax  revenue.  The  loss  under  the 
House  passed  version  was  estimated  to 
be  somewhere  between  $325  and  $358 
million  a  year.  The  Treasury  Depart¬ 
ment  cited  this  as  one  of  its  principal 
objections  to  the  measure. 

However,  the  amendments  recom¬ 
mended  by  the  Senate  Finance  Commit¬ 


tee  would  reduce  this  potential  loss  in 
revenue  to  an  estimated  $180  million  for 
a  full  year’s  operation.  Therefore  the 
objection  voiced  is  largely  overcome. 
And  in  view  of  the  gross  inequities  over¬ 
come  by  the  present  bill,  which  have  al¬ 
ready  been  discussed,  this  cannot  be  the 
sole  consideration. 

Mr.  President,  I  hope  that  our  many 
self-employed  citizens  will  at  last  be  ex¬ 
tended  the  relief  provided  by  H.R.  10  as 
it  now  stands  on  the  Senate  Calendar. 
This  bill  should  have  been  called  up  for 
full  debate  and  action  by  the  Senate  a 
long  time  ago.  Unfortunately,  it  was 
not.  We  now  have  the  opportunity  to 
act  upon  it. 

It  is  my  hope  that  the  motion  to  table 
will  be  defeated  and  the  amendment  will 
be  approved. 

I  yield  back  the  remainder  of  my  time. 
Mr.  DIRKSEN.  Mr.  President,  I 
thought  it  might  be  well  for  the  Record 
to  read  just  a  few  excerpts  from  the  re¬ 
port  of  the  Senate  Finance  Committee  on 
H.R.  10.  I  read  from  page  8  of  the  re¬ 
port,  in  which  are  assigned  the  reasons 
for  the  bill : 

The  primary  reason  for  the  House  bill  (as 
amended  by  your  committee)  is  to  give  self- 
employed  persons  access  to  retirement  plans 
on  a  reasonably  similar  basis  to  that  accorded 
corporate  stockholder  employees.  It  thus 
tends  to  correct  a  discrimination  in  present 
law  under  which  self-employed  individuals — 
sole  proprietors  and  partners— are  prevented 
from  participating  in  retirement  plans  es¬ 
tablished  for  the  benefit  of  their  employees 
although  owner-managers  of  corporations 
may  do  so. 

The  second  reason  assigned  for  the  bill 
is,  as  follows: 

The  bill  allows  contributions  to  retirement 
plans  to  be  a  deduction  for  income  tax  pur¬ 
poses  at  the  time  these  contributions  are 
made,  but  requires  that  retirement  benefits 
when  received  be  subject  to  taxation. 

The  third  reason  assigned : 

Your  committee,  like  the  Committee  on 
Ways  and  Means  of  the  House,  is  of  the  opin¬ 
ion  that  extending  the  coverage  of  individ¬ 
uals  under  voluntary  retirement  plans  is  in 
the  public  interest.  The  bill  will  make  self- 
employment  somewhat  more  attractive  than 
at  present  compared  to  employment  with  a 
corporation,  and  will  thus  help  to  keep  small 
business  strong  and  independent  professional 
practice  thriving. 

As  a  part  of  my  remarks,  Mr.  Presi¬ 
dent,  I  may  say  that  there  have  been 
statements  to  the  effect  that  this  is  a 
lawyers’  bill  and  a  doctors’  bill.  I  heard 
a  statement  on  the  floor  a  moment  ago 
with  respect  to  teachers,  reporters,  and 
others.  I  know  of  no  teachers  who  are 
under  no  private  pension  plan.  I  pre¬ 
sume  that  statement  would  apply  to  re¬ 
porters,  and  other  newspaper  employees 
as  well,  who  would  be  under  corporate 
pension  plans. 

In  addition,  Mr.  President,  there  have 
been  many  endorsements  of  H.R.  10.  I 
shall  ask  to  have  some  of  the  endorse¬ 
ments  printed,  but  I  recite  at  this  point 
that  the  list  I  am  submitting  includes 
the  American  Association  of  Small  Busi¬ 
ness,  the  American  Farm  Bureau  Feder¬ 
ation,  the  American  Authors  League  of 
America,  Inc.,  the  Contracting  Plaster¬ 
ers’  and  Lathers’  International  Associa¬ 
tion,  the  National  Association  of  Plumb- 
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ing  Contractors,  the  National  Associa¬ 
tion  of  Real  Estate  Boards,  the  National 
Farmers  Union,  the  National  Federation 
of  Independent  Business,  the  National 
Milk  Producers  Federation,  the  Painting 
and  Decorating  Contractors  of  America, 
and  the  National  Wholesale  Furniture 
Salesmen’s  Association. 

I  am  sure  others  could  be  added,  be¬ 
cause  I  noted  in  the  Record  that  Repre¬ 
sentative  Keogh,  of  New  York,  included 
a  very  large  number  of  associations  and 
groups  which  wholeheartily  endorse  H.R. 
10. 

I  ask  unanimous  consent  that  these 
endorsements  may  be  printed  in  the 
Record. 

There  being  no  objection,  the  endorse¬ 
ments  were  ordered  to  he  printed  in  the 
Record,  as  follows : 

I  urgently  request  you  again  to  do  your 
utmost  to  see  that  H.R.  10,  the  Self-Employed 
Individuals’  Retirement  Act,  is  approved  by 
your  committee  promptly,  so  that  it  may  be 
acted  upon  by  the  entire  Senate. 

The  inequality  of  opportunity  experienced 
by  the  self-employed,  as  compared  with  the 
pension  provisions  furnished  the  employee 
by  the  many  segments  of  industry,  has  long 
created  a  hardship  for  the  self-employed. — 
American  Association  of  Small  Business. 

The  American  Farm  Bureau  Federation  has 
supported  the  general  principles  of  this  type 
of  legislation  for  several  years,  within  limits 
adequate  to  prevent  abuse. — Statement  of 
the  American  Farm  Bureau  Federation. 

Like  many  other  organizations  speaking 
for  self-employed  craftsmen,  businessmen 
and  professional  people,  the  Authors  League 
has  previously  had  the  opportunity — I  might 
add  ruefully  and  regretfully — several  oppor¬ 
tunities — to  express  its  support  for  H.R.  10 
and  the  retirement  program  for  self-em¬ 
ployed  taxpayers,  which  it  would  make  pos¬ 
sible. — American  Authors  League  of  Amer¬ 
ica,  Inc. 

The  Contracting  Plasterers’  &  Lathers’ 
International  Association  is  an  organization 
of  lathing  and  plastering  contractors  with 
members  in  the  United  States  and  Canada, 
but  with  the  great  bulk  of  its  membership 
in  the  United  States. 

The  members  of  this  association  are  all 
small  businessmen.  A  good  number  of  the 
members  are  in  unincorporated  firms,  and 
have  no  means  of  setting  up  a  retirement 
fund  of  their  own  through  which  they  may 
prepare  for  the  day  when  they  are  no  longer 
able  to  carry  on  their  business. 

H.R.  10  would  meet  the  need  of  the  good 
majority  of  the  members  of  this  association, 
and  indeed,  would  meet  the  needs  of  a  ma¬ 
jority  of  the  small  businessmen  in  Amer¬ 
ica  today. — Contracting  Plasterers’  &  Lathers’ 
International  Association. 

The  National  Association  of  Plumbing 
Contractors  is  composed  of  approximately 
10,000  members  who  do  about  80  percent  of 
the  total  volume  of  plumbing  contracting  in 
the  United  States.  *  *  *  The  vast  majority 
of  these  contractors  are  small  shops  and  as 
such  qualify  as  small  businessmen.  Our 
association  has  46  State  associations  and  ap¬ 
proximately  390  local  affliated  groups. 

The  National  Association  of  Plumbing 
Contractors  feel  that  a  measure  like  H.R. 
10  would  help  keep  many  people  from  in¬ 
corporating  to  reduce  their  taxes.  There 
are  a  number  of  plumbing  and  heating  con¬ 
tractors  who  could  have  saved  considerable 
money  during  the  past  few  years  on  their 
income  tax  by  incorporating  their  business. — 
National  Association  of  Plumbing  Contrac¬ 
tors. 

I  am  testifying  on  behalf  of  the  more  than 
69,000  members  of  the  National  Association 
of  Real  Estate  Boards,  the  largr  ^majority  of 


whom  would  be  directly  affected  by  enact¬ 
ment  of  this  bill.  It  is  consistent  with  the 
professional  nature  of  their  work  that  they 
do  business  in  a  noncorporate  form,  and  most 
of  them,  therefore,  are  self-employed.  Be¬ 
cause  of  this,  the  present  tax  inequity 
which  exists  relative  to  pension  plans  for 
the  self-employed  affects  them  adversely  just 
as  it  does  doctors,  lawyers,  and  others. 
There  is,  therefore,  overwhelming  support 
in  our  association  for  passage  of  H.R.  10. — 
National  Association  of  Real  Estate  Boards 
by  Realtors’  Washington  Committee. 

Delegates  to  the  convention  of  National 
Farmers  Union,  meeting  in  Washington,  D.C., 
in  March  of  this  year,  adopted  a  resolution 
in  favor  of  a  retirement  program  for  self- 
employed  persons.  Their  approval  was  ex¬ 
pressed  as  follows: 

“Deductions  for  farmers  and  other  self- 
emplojred  to  establish  retirement  funds 
should  be  permitted  on  the  same  basis  cur¬ 
rently  afforded  to  corporations  to  provide 
such  benefits  for  their  employees.” 

I  respectfully  request  your  support  of 
H.R.  10  *  *  *  when  it  comes  before  the 
Senate  Finance  Committee  for  action. — Na¬ 
tional  Farmers  Union. 

Speaking  for  the  more  than  170,000  in¬ 
dividual  independent  business  and  profes¬ 
sional  people  from  all  50  States  of  this 
country,  individuals  who  are  active,  current 
members  of  this  federation,  we  urge  that 
you  act  favorably  on  bill  H.R.  10,  a  bill  that 
rights  an  injustice  in  our  laws  which  per¬ 
mit  corporations  to  take  tax  deductions  for 
payments  into  private  retirement  funds  for 
their  officers  and  employees,  yet  prohibits 
self-employed  business  and  professional  peo¬ 
ple  from  enjoying  the  same  opportunities. 

Please  understand,  we  are  not  telling  you 
what  we  or  any  small  self-appointed  group 
think  our  members  want.  We  are  only  re¬ 
peating  to  you  what  our  members  themselves 
have  told  their  Congressmen  and  told  us  in 
repeated  soundings  in  federation  nationwide 
membership  mandate  polls  in  which  each  of 
our  members  has  had  one  and  only  one  vote 
and  in  the  course  of  which  members  have 
sent  their  voted,  signed  and  thereby  authen¬ 
ticated,  opinions  to  their  Congressmen.— 
National  Federation  of  Independent  Busi¬ 
ness. 

We  shall  greatly  appreciate  it  if  you  will 
include  in  the  hearing  record  of  H.R.  10  this 
statement  supporting  the  bill. 

The  National  Milk  Producers  Federation  is 
a  national  farm  organization.  It  represents 
approximately  half  a  million  dairy  farmers 
and  some  800  dairy  cooperative  associations. 

The  lack  of  adequate  provisions  for  the 
retirement  income  of  dairy  farmers  is  a  mat¬ 
ter  about  which  we  are  deeply  concerned. 

We  have  given  a  great  deal  of  thought  to 
what  might  be  done  for  dairy  farmers  in  this 
field.  The  more  we  work  on  it,  the  more  con¬ 
vinced  we  are  that  the  first  step  should  be 
legislation  such  as  H.R.  10. 

We  hope  you  will  bear  in  mind,  in  your  de¬ 
liberations  on  this  bill,  the  need  of  dairy 
farmers  for  a  base  on  which  they  can  build 
more  adequately  for  their  own  retirement.— 
National  Milk  Producers  Federation. 

The  Painting  &  Decorating  Contractors 
of  America  is  the  spokesman  for  some  8,500 
active  painting  contractors  from  every  sec¬ 
tion  of  this  great  Nation.  I  do  not  believe 
that  a  better  example  of  the  American  small 
businessman  can  be  found  than  today’s 
painting  and  decorating  contractor.  The 
large  majority  of  these  men  employ  less  than 
10  workmen.  They  willingly  contribute  to 
welfare  and  pension  funds  for  their  workmen 
but  are  denied  the  right  to  set  aside  any 
amount  for  their  own  retirement  on  any  tax 
deferred  basis.  As  a  national  association  we 
strongly  feel  that  this  is  working  a  hardship 
on  these  lelf-employed  persons  who  help 
make  up  the  backbone  of  this  Nation.  We 
strongly  urge  that  the  Senate  Finance  Corn- 
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mittee  favorably  report  H.R.  10  for  considera¬ 
tion  of  the  U.S.  Senate.— Painting  & 
Decorating  Contractors  of  America. 

I  hope  that  the  members  of  this  commit¬ 
tee  will  consider  the  effect  on  the  morale  of 
the  self-employed  who  comprise  a  very  im¬ 
portant  part  of  this  country’s  citizenry.  It  is 
our  feeling  that  passage  of  H.R.  10  will  show 
an  act  of  faith  on  the  part  of  Members  of  the 
Congress  in  the  well-being  of  their  con¬ 
stituents  who  are  self-employed  and  an  in¬ 
tegral  part  of  the  backbone  of  America. — 
National  Wholesale  Furniture  Salesmen’s  As¬ 
sociation. 

Mi-.  MANSFIELD.  Mr.  President,  it 
is  my  understanding  that  the  propo¬ 
nents  of  the  amendments  have  com¬ 
pleted  their  presentation  on  their  time. 
I  do  not  anticipate  using  the  11  minutes 
remaining  on  this  side,  but  I  wish  to 
state  that  one  of  the  reasons  why  I  shall 
make  the  motion  to  table  the  pending 
amendments  is  because  of  a  fear  on  my 
part  that  if  the  amendments  are  agreed 
to  it  is  possible — and  I  say  this  only  in 
a  personal  sense — that  the  tax  bill  may 
well  be  vetoed.  I  make  that  statement 
because  of  the  fact  that  in  my  opinion 
there  are  enough  opponents  of  H.R.  10 
and  of  the  tax  bill,  perhaps,  to  be  able 
t'~  sustain  a  Presidential  veto. 

I  do  not  know  what  the  President 
will  do  if  the  motion  to  table  is  success¬ 
ful  and  H.R.  10  then  becomes  the  pend¬ 
ing  business  at  the  conclusion  of  con¬ 
sideration  of  the  tax  bill,  as  it  will  if 
the  motion  to  table  is  successful,  but  I 
would  anticipate  the  chances  for  its  pas¬ 
sage  would  be  much  better  then  than 
they  are  at  the  present  time. 

Mr.  HARTKE  rose. 

Mr.  MANSFIELD.  I  yield  at  this  time 
to  the  Senator  from  Indiana  [Mr. 
Hartke]  . 

Mr.  HARTKE.  Mr.  President,  as  I 
understand  the  remarks  made  by  the 
majority  leader,  one  difficulty  with 
respect  to  the  bill  is  that  the  President 
has  an  understanding  that  it  would 
cause  an  increase  in  the  deficit,  so  far 
as  overall  revenues  are  concerned.  Is 
that  correct? 

Mr.  MANSFIELD.  I  am  certain  that 
is  the  feeling  both  of  the  present  Presi¬ 
dent  and  was  of  the  previous  President, 
Mr.  Eisenhower. 

Mr.  HARTKE.  Is  it  not  true  also  that 
the  withholding  provision  which  was 
recommended  could  have  been  helpful  in 
regard  to  the  deficit,  and  that  the  diffi¬ 
culty  would  not  have  been  presented,  at 
least  in  the  same  scope,  under  the  bill 
with  the  withholding  provision  as  it  is 
presented  under  the  bill  as  it  is  today? 

Mr.  MANSFIELD.  The  Senator  is 
correct.  It  is  unfortunate  that  the  with¬ 
holding  provisions  were  not  retained  in 
the  bill.  That  was  a  good  proposal.  It 
is  a  fact  that  the  law  now,  and  the  law 
foE.  20  years,  has  provided  for  payment 
of  taxes  on  such  income,  but  the  with¬ 
holding  provision  involves  the  question 
of  enforcement. 

Mr.  HARTKE.  If  the  motion  to  table 
is  sustained,  is  my  understanding  cor¬ 
rect  that  it  is  the  intention  of  the 
majority  leader  to  make  H.R.  10  the 
next  order  of  business? 

Mr,  MANSFIELD.  That  is  correct. 
Immediately  after  the  disposition  of  the 
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pending  tax  revenue  measure  it  is  the 
intention  of  the  Senator  from  Montana 
to  lay  before  the  Senate  H.R.  10  and 
to  make  it  the  pending  business,  and  to 
stay  with  it  until  a  vote  is  taken  one  way 
or  another. 

Mr.  HARTKE.  That  is  the  measure 
which  at  the  present  time  is  on  the 
calendar? 

Mr.  MANSFIELD.  The  Senator  is 
correct. 

Mr.  SMATHERS.  Mr.  President,  will 
the  Senator  yield  for  a  question? 

Mr.  MANSFIELD.  I  yield  to  the  Sen¬ 
ator  from  Florida. 

Mr.  SMATHERS.  I  had  intended  to 
ask  very  much  the  same  questions  the 
Senator  from  Indiana  has  asked.  As  I 
gathered,  the  majority  leader  has  said 
it  is  his  impression  that  if  H.R.  10  is 
attached  to  the  pending  tax  bill  there 
is  some  likelihood  the  bill  will  be  vetoed. 

Mr.  MANSFIELD.  Yes.  I  can  see 
some  people  in  effect  laughing  up  their 
sleeves  after  such  a  statement,  but  I 
would  urge  caution.  In  my  personal 
opinion,  if  the  bill  were  vetoed  there 
would  be  sufficient  votes  on  the  part  of 
those  who  are  opposed  to  H.R.  10  and 
those  opposed  to  the  tax  bill  itself  to 
uphold  a  Presidential  veto. 

Mr.  SMATHERS.  I  wish  to  say  to 
the  able  majority  leader  that,  while 
there  was  not  a  very  specific  statement, 
nonetheless  the  impression  I  gathered 
was  that  if  H.R.  10  were  attached  to  the 
tax  bill  there  was  a  great  likelihood  the 
whole  tax  bill,  including  H.R.  10,  would 
be  vetoed.  As  I  say,  there  was  nothing 
specific  said  in  that  respect,  but  that 
was  the  definite  impression  I  had. 

Another  question  I  had  related  to  an 
assurance  by  the  majority  leader  that 
there  will  be  a  vote  on  the  merits  of 
HR.  10  prior  to  the  Senate  considering 
the  trade  bill. 

Mr.  MANSFIELD.  Yes.  Immediately 
following  the  disposition  of  the  tax  bill, 
it  will  be  considered.  I  had  notified 
certain  Senators  that  at  an  appropriate 
time  H.R.  10  would  be  considered  this 
session.  That  appropriate  time  has  been 
moved  up  considerably,  due  to  circum¬ 
stances  over  which  I  had  no  control. 

Mr.  SMATHERS.  Mr.  President,  will 
the  Senator  yield  to  me  so  that  I  may 
make  a  brief  statement,  with  the  under¬ 
standing  that  he  will  not  lose  his  right 
to  the  floor? 

Mr.  MANSFIELD.  I  yield. 

Mr.  SMATHERS.  In  the  light  of  what 
the  majority  leader  has  said,  I  wish  to 
state  that  the  impression  I  gathered, 
after  talking  to  people  at  the  White 
House,  was  the  same  impression  gathered 
by  the  able  majority  leader. 

It  would  seem  to  me  that  the  wisest 
course  to  be  followed  by  those  who 
genuinely  wish  to  see  H.R.  10  pass  would 
be  to  support  the  majority  leader  in  his 
motion  to  table.  This  I  say  for  the  very 
simple  reason  that  later,  down  the  road, 
after  we  pass  H.R.  10 — and  I  am  con¬ 
fident  we  have  enough  votes  in  the 
Senate  to  pass  it  as  amended  by  the 
Senate  Finance  Committee,  which  would 
reduce  the  cost  to  the  Government  from 
$380  million  a  year  to  $180  million  a 
year,  and  perhaps  less  than  that — the 


question  then  would  arise  as  to  whether 
H.R.  10,  standing  by  itself,  might  run 
into  a  Presidential  veto. 

I  have  heard  no  expression  about  that. 
Anticipating  the  worst,  and  with  no 
great  reason  to  do  so,  other  than  to  be 
forewarned,  it  would  occur  to  me  that 
H.R.  10,  standing  by  itself,  could  be 
passed  over  a  Presidential  veto. 

I  do  not  believe,  however,  that  we 
could  override  a  veto  of  the  tax  bill 
and  H.R.  10  combined,  because  there  are 
certain  Senators  opposed  to  H.R.  10  and 
other  Senators  opposed  to  certain  fea¬ 
tures  of  the  tax  bill.  There  are  a  num¬ 
ber  of  Senators  who  would  like  to  see 
the  tax  bill  defeated. 

After  all,  since  the  bill  would  collect 
from  the  savings  and  loan  associations 
and  mutual  banks  $200  million,  it  is  in  a 
way  to  their  interest  not  to  have  the 
tax  bill  passed. 

Since  the  bill  would  tighten  up  on 
expense  accounts  bringing  in  an  addi¬ 
tional  $85  million  in  tax  revenue,  many 
people  would  like  to  see  the  tax  bill  not 
passed,  for  that  reason. 

Since  the  bill  would  provide  for  col¬ 
lecting  some  $105  million  from  the  sale 
of  certain  depreciable  property,  there 
are  some  people  who  would  not  like  to 
see  it  pass  for  this  reason. 

Since  the  bill  would  provide  for  col¬ 
lecting  $25  million  from  mutual,  fire  and 
casualty  insurance  companies,  there  are 
certain  companies  which  would  not  like 
to  see  it  pass. 

Since  the  bill  would  provide  for  col¬ 
lecting  $30  million  from  cooperatives, 
there  are  some  others  who  would  not 
like  to  see  it  pass. 

Since  there  would  be  $90  million  com¬ 
ing  in  from  a  tax  on  foreign  subsidiaries, 
there  are  even  others  who  would  not  like 
to  see  the  measure  pass. 

When  we  note  all  of  the  people  who 
are  opposed  to  the  tax  bill,  or  to  certain 
provisions  in  it,  combined  with  those  who 
are  opposed  to  H.R.  10,  it  is  my  con¬ 
sidered  opinion  we  would  have  a  very 
difficult  time  overriding  a  veto  of  a  tax 
bill  including  H.R.  10.  If  we  should  pass 
H.R.  10,  standing  on  its  own  feet,  with 
the  knowledge  which  Senators  and  Rep¬ 
resentatives  in  Congress  have  about  it, 
considering  the  many  expressions  which 
have  been  made  by  Senators  as  to  their 
belief  in  the  equitableness  and  righteous¬ 
ness  of  it,  and  their  willingness  to  sup¬ 
port  it,  I  am  of  the  firm  conviction  that 
we  could  override  a  presidential  veto  if 
one  should  occur.  I  certainly  hope  there 
will  not  be  a  Presidential  veto. 

I  should  like  to  say,  so  far  as  the  jun¬ 
ior  Senator  from  Florida  is  concerned,  I 
have  long  been  interested  in  this  pro¬ 
posed  legislation.  I  think  its  passage 
is  overdue.  I  think  it  is  an  equitable 
proposal.  I  think  it  is  a  just  proposal. 
I  think  the  Senate  ought  to  pass  it.  I 
think  the  way  to  pass  it  is  to  support  the 
motion  by  the  majority  leader  to  table 
the  pending  amendment. 

Mr.  PASTORE.  Mr.  President,  will 
the  Senator  yield? 

Mr.  MANSFIELD.  I  yield  to  the  Sen¬ 
ator  from  Rhode  Island. 

Mr.  PASTORE.  One  of  the  things 
which  has  impressed  the  Senator  from 


Rhode  Island  in  the  past  has  been  the 
fine  cooperation  betwen  the  majority 
and  minority  floor  leadership.  In  view 
of  the  assurance  by  the  majority  leader 
that  he  will  make  H.R.  10  the  pending 
business  following  action  on  the  tax  bill, 
and  the  fact  that  he  is  determined  to 
have  it  come  to  a  vote,  I  wonder  why, 
in  his  good  judgment,  the  minorits' 
leader  does  not  withdraw  his  amend¬ 
ments. 

Mr.  MANSFIELD.  That  is  something 
for  the  minority  leader  to  decide  for 
himself. 

Mr.  PASTORE.  I  was  looking  at  the 
minority  leader  when  I  said  that. 

Mr.  MANSFIELD.  I  can  well  under¬ 
stand  his  point  of  view.  As  a  matter  of 
fact,  I  can  sympathize  with  it. 

We  have  the  issue  now  before  us. 

Mr.  DIRKSEN.  Mr.  President,  if  an 
egg  is  good,  it  is  good  whether  it  is 
served  up  alone  or  served  up  with  a 
dozen  other  eggs. 

The  measure  is  a  good  egg  and  it  is 
in  a  bill.  We  can  take  our  choice  as  to 
whether  the  President  would  veto  the 
measure  or  not.  I  leave  the  question  to 
Senators  on  the  basis  of  the  President’s 
statement  in  January  1960,  which  Sena¬ 
tors  will  find  in  volume  107  of  the  Con¬ 
gressional  Record.  I  shall  read  it  once 
more  into  the  Record. 

Senator  Kennedy,  now  President 
Kennedy,  said: 

I  am  myself  disposed  to  support  the  type 
of  provisions  which  are  contained  in  the 
Simpson-Keogh  bill.  I  personally  feel  that 
there  has  been  ample  testimony  from  many 
sources  over  a  long  period  of  time  in  both 
Houses,  and  that  it  is  time  to  take  floor 
action  on  this  legislation.  *  *  *  I  hope 
that  it  will  be  acted  upon  favorably  during 
this  Congress. 

That  was  John  Fitzgerald  Kennedy 
speaking. 

I  for  the  life  of  me  cannot  understand 
why  the  President  should  veto  a  tax  bill 
containing  H.R.  10,  in  view  of  that 
statement  made  in  January  of  1960. 

Mr.  PASTORE.  Mr.  President,  will 
the  Senator  yield? 

Mr.  DIRKSEN.  I  yield. 

Mr.  PASTORE.  The  senior  Senator 
from  Rhode  Island  is  impressed  with 
the  logic  stated,  and  certainly  supports 
it.  But  I  doubt  very  much  that  that  is 
the  real  reason.  After  all,  it  is  impor¬ 
tant  proposed  legislation.  The  House 
bill  has  been  modified  by  the  Senate. 
We  have  not  had  a  thorough  explana¬ 
tion.  The  question  has  not  been  fully 
debated,  and  I  think  it  is  worthy  of  such 
debate. 

Cursory  examination  on  my  part 
makes  me  feel  that  I  would  support  the 
proposed  legislation.  But  there  has  not 
been  sufficient  opportunity  to  debate  it. 
I  think  it  should  be  debated  for  the 
benefit  of  the  country  and  all  the  tax¬ 
payers.  For  that  reason  I  think  the 
amendment  should  be  withdrawn. 

Mr.  HRUSKA.  Mr.  President,  will  the 
Senator  yield? 

Mr.  DIRKSEN.  I  yield. 

Mr.  HRUSKA.  The  Senator  from  Ne¬ 
braska  might  suggest  to  the  Senator 
from  Rhode  Island  that  one  way  to  get  a 
debate  on  the  question  is  to  defeat  the 
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motion  to  table  the  amendment.  There 
will  then  be  ample  time  to  debate  all  the 
merits,  all  the  history,  and  all  the  fine 
features  embodied  in  the  bill. 

Mr.  MANSFIELD.  There  would  be 
more  than  ample  time  if  the  motion  to 
table  were  defeated. 

Mr.  PASTORE.  That  is  correct.  The 
measure  is  not  completely  germane  to 
the  issue  before  the  Senate.  The  Sena¬ 
tor  knows  that. 

Mr.  DIRKSEN.  Mr.  President,  I  have 
only  one  further  statement  to  make.  I 
have  before  me  the  Senate  committee 
report  on  H.R.  10.  It  is  dated  September 
13,  1961.  We  are  now  in  the  month  of 
September.  Within  a  week  the  meas¬ 
ure  will  have  been  on  the  Senate  Calen¬ 
dar  for  1  whole  year.  By  that  time 
everybody  should  have  developed  a  rea¬ 
sonable  familiarity  with  the  provisions 
of  the  bill.  But  I  am  content  now  to  let 
the  Senate  vote. 

Mr.  HARTKE.  Mr.  President,  will  the 
Senator  yield  for  a  question? 

Mr.  MANSFIELD.  Mr.  President, 
how  much  time  have  I  remaining? 

The  PRESIDING  OFFICER.  The 
Senator  from  Montana  has  2  minutes 
remaining. 

Mr.  HARTKE.  Mr.  President,  will  the 
Senator  yield  1  minute  to  me? 

Mr.  MANSFIELD.  I  yield. 

Mr.  HARTKE.  I  should  like  to  ask 
whether  the  Senator  from  Illinois  did 
not  make  a  statement  some  time  ago — 
about  1959 — that  the  measure  was  a 
budget-busting  measure? 

Mr.  DIRKSEN.  Mr.  President,  I 
should  like  to  refresh  the  memory  of  my 
friend.  When  the  bill  was  first  reported 
under  the  Eisenhower  administration, 
the  Treasury  Department  indicated  that 
the  cost  would  be  $400  million  or  more. 
The  Senator  from  Illinois  picked  up  the 
cudgels  for  the  then  President  of  the 
United  States  on  the  measure  and  said 
that  in  its  then  form  he  was  opposed  to 
it.  I  remind  my  friend,  who  happens 
to  be  a  member  of  the  Senate  Finance 
Committee,  that  the  measure  has  been 
put  in  such  form  that  even  the  objections 
of  the  Treasury  Department  have  been 
withdrawn.  Even  liberals  who  filed 
minority  views  on  the  measure  have  in¬ 
dicated  that  it  would  probably  cost  not 
in  excess  of  $185  million.  I  think  the 
amount  would  be  less.  Though  I  am  not 
a  member  of  the  Finance  Committee,  I 
am  happy  to  refresh  the  memory  of  the 
Senator  from  Indiana  as  to  the  facts. 

Mr.  HARTKE.  Mr.  President,  will  the 
Senator  yield  1  additional  half  minute? 

Mr.  MANSFIELD.  I  yield. 

Mr.  HARTKE.  In  response  to  that 
statement,  if  the  minority  leader  is  will¬ 
ing  to  follow  the  recommendations  of 
the  Treasury  Department,  I  shall  give 
him  an  opportunity  again  to  vote  on  the 
proposed  withholding  of  taxes  on  divi¬ 
dends  and  interest  before  the  debate  is 
over,  and  we  shall  see  whether  we  can 
have  consistency  of  cooperation  with  the 
Treasury  Department,  and  we  will  see 
whether  the  Senator  has  had  a  change 
of  heart  on  the  subject. 

Mr.  DIRKSEN.  I  shall  be  delighted, 
and  I  shall  tell  the  Senator  now  how  I 
shall  vote. 


Mr.  MANSFIELD.  Mr.  President,  be¬ 
fore  I  make  the  motion  to  table  the 
amendment,  I  wish  to  say  that  when  the 
distinguished  minority  leader  acted  as  he 
has  described  under  the  previous  ad¬ 
ministration,  the  Senator  from  Illinois 
was  the  leader  of  the  President’s  party 
in  the  Senate. 

While  the  Senator  said  that  he  would 
cook  only  one  egg  at  this  time,  I  hope 
this  egg  will  be  laid  at  this  time. 

Mr.  HOLLAND.  Mr.  President,  will 
the  Senator  yield? 

Mr.  MANSFIELD.  Mr.  President, 
how  much  time  have  I  remaining? 

The  PRESIDING  OFFICER.  The 
Senator  from  Montana  has  1  minute 
remaining. 

Mr.  MANSFIELD.  Mr.  President,  I 
yield  to  the  Senator  from  Florida. 

Mr.  HOLLAND.  Mr.  President,  I 
think  I  heard  the  distinguished  majority 
leader  say  that  he  would  move  to  con¬ 
sider  H.R.  10  immediately  after  the  dis¬ 
position  of  the  pending  business  and 
that  H.R.  10  would  remain  the  pending 
business  until  it  was  disposed  of.  Am  I 
correct? 

Mr.  MANSFIELD.  The  Senator  is 
correct. 

Mr.  HOLLAND.  I  thank  the  Senator. 

Mr.  WILLIAMS  of  Delaware.  Mr. 
President,  will  the  Senator  yield  for  a 
question? 

Mr.  MANSFIELD.  I  yield. 

Mr.  WILLIAMS  of  Delaware.  Does 
that  statement  mean  that  consideration 
of  the  trade  bill  will  be  postponed  until 
after  the  Senate  completes  considera¬ 
tion  of  H.R.  10? 

Mr.  MANSFIELD.  I  do  not  think  so. 

Mr.  President,  I  move  to  table  the 
amendment  of  the  Senator  from  Illi¬ 
nois,  and  ask  for  the  yeas  and  nays  on 
the  question. 

The  yeas  and  nays  were  ordered. 

Mr.  MANSFIELD.  Mr.  President,  I 
suggest  the  absence  of  a  quorum. 

The  PRESIDING  OFFICER.  The 
clerk  will  call  the  roll. 

The  legislative  clerk  proceeded  to  call 
the  roll. 

Mr.  MANSFIELD.  Mr.  President,  I 
ask  unanimous  consent  that  the  order 
for  the  quorum  call  be  rescinded. 

The  PRESIDING  OFFICER.  Without 
objection,  it  is  so  ordered. 

The  question  is  on  agreeing  to  the 
motion  of  the  Senator  from  Montana  to 
lay  on  the  table  the  amendments  of  the 
Senator  from  Illinois.  On  this  question 
the  yeas  and  nays  have  been  ordered, 
and  the  clerk  will  call  the  roll. 

The  legislative  clerk  called  the  roll. 

Mr.  MANSFIELD.  I  announce  that 
the  Senator  from  Mississippi  [Mr.  East- 
land],  the  Senator  from  Washington 
[Mr.  Magnuson],  the  Senator  from 
Alaska  [Mr.  Gruening],  and  the  Senator 
from  Minnesota  [Mr.  Humphrey]  are 
absent  on  official  business. 

I  also  announce  that  the  Senator  from 
Missouri  [Mr.  Symington],  the  Senator 
from  New  Mexico  [Mr.  Anderson],  the 
Senator  from  Nevada  [Mr.  Bible],  and 
the  Senator  from  Wyoming  [Mr. 
Hickey]  are  necessarily  absent. 

I  further  announce  that,  if  present 
and  voting,  the  Senator  from  Mississippi 
[Mr.  Eastland]  would  vote  “nay.” 
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On  this  vote,  the  Senator  from  Alaska 
[Mr.  Gruening]  is  paired  with  the  Sen¬ 
ator  from  Wyoming  [Mr.  Hickey],  If 
present  and  voting,  the  Senator  from 
Alaska  would  vote  “yea,”  and  the  Sen¬ 
ator  from  Wyoming  would  vote  “nay.” 

On  this  vote,  the  Senator  from  Min¬ 
nesota  [Mr.  Humphrey]  is  paired  with 
the  Senator  from  Nevada  [Mr.  Bible]. 
If  present  and  voting,  the  Senator  from 
Minnesota  would  vote  “yea,”  and  the 
Senator  from  Nevada  would  vote  “nay.” 

Mr.  KUCHEL.  I  announce  that  the 
Senator  from  Utah  [Mr.  Bennett],  the 
Senator  from  South  Dakota  [Mr.  Bot¬ 
tom],  the  Senator  from  Indiana  [Mr. 
Capehart],  the  Senator  from  Arizona 
[Mr.  Goldwater],  the  Senator  from 
Kentucky  [Mr.  Morton],  and  the  Sen¬ 
ator  from  New  Hampshire  [Mr.  Mur¬ 
phy]  are  necessarily  absent. 

If  present  and  voting,  the  Senator 
from  Utah  [Mr.  Bennett],  the  Senator 
from  South  Dakota  [Mr.  Bottum],  the 
Senator  from  Arizona  [Mr.  Goldwater], 
the  Senator  from  Kentucky  [Mr.  Mor¬ 
ton  ],  and  the  Senator  from  New  Hamp¬ 
shire  [Mr.  Murphy]  would  each  vote 
“nay.” 

On  this  vote,  the  Senator  from  Indiana 
[Mr.  Capehart]  is  paired  with  the  Sen¬ 
ator  from  Minnesota  [Mr.  Humphrey], 
If  present  and  voting,  the  Senator  from 
Indiana  would  vote  “nay,”  and  the  Sen¬ 
ator  from  Minnesota  would  vote  “yea.” 

The  result  was  announced — yeas  45. 
nays  41,  as  follows: 

[No.  241  Leg.] 

YEAS— 45 


Bartlett 

Jackson 

Miller 

Byrd,  Va. 

Johnston 

Monroney 

Byrd,  W.  Va. 

Jordan,  N.C. 

Moss 

Carroll 

Kefauver 

Muskie 

Church 

Kerr 

Neuberger 

Clark 

Lausche 

Pastore 

Dodd 

Long,  Mo 

Pell 

Ellender 

Long,  Hawaii 

Randolph 

Engle 

Long,  La. 

Russell 

Ervin 

Mansfield 

Smathers 

Gore 

McCarthy 

Smith,  Mass. 

Kart 

McClellan 

Sparkman 

Hayden 

McGee 

Talmadge 

Hill 

McNamara 

Williams,  N.J. 

Holland 

Metcalf 

.  NAYS— 41 

Young,  Ohio 

Aiken 

Dirksen 

Prouty 

Allott 

Douglas 

Froxmire 

Beall 

Fong 

Robertson 

Boggs 

Fulbright 

Saltonstall 

Burdick 

Hartke 

Scott 

Bush 

Hickenlooper 

Smith,  Maine 

Butler 

Hruska 

Stennis 

Cannon 

Javits 

Thurmond 

Carlson 

Jordan, Idaho 

Tower 

Case. 

Keating 

Wiley 

Chavez 

Kuchel 

Williams,  Del. 

Cooper 

Morse 

Yarborough 

Cotton 

Mundt 

Young,  N.  Dak 

Curtis 

Pearson 

NOT  VOTING— 

-14 

Anderson 

Eastland 

Magnuson 

Bennett 

Goldwater 

Morton 

Bible 

Gruening 

Murphy 

Bottum 

Hickey 

Symington 

Capehart 

Humphrey 

So  Mr.  Mansfield’s  motion  to  lay  on 
the  table  Mr.  Dirksen ’s  amendment  was 
agreed  to.  .  , 

Mr.  MANSFIELD.  Mr.  President,  I 
move  that  the  Senate  reconsider  the  vote 
by  which  the  motion  to  lay  on  the  table 
was  agreed  to, 

Mr.  KERR.  I  move  to  lay  that  motion 
on  the  table. 

The  motion  to  lay  on  the  table  was 
agreed  to. 
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Ml’.  DIRKSEN.  Mr.  President,  I 
should  like  to  make  a  parliamentary  in¬ 
quiry — if  it  can  be  considered  a  parlia¬ 
mentary  inquiry.  I  believe  the  majority 
leader  stated  immediately  before  the  vote 
on  the  motion  to  table  that  once  the 
Senate  had  completed  action  on  the  tax 
bill,  H.R.  10  would  be  laid  before  the 
Senate  as  the  pending  business. 

Mr.  MANSFIELD.  That  is  correct.  If 
the  Senate  will  agree  to  my  doing  so,  it 
is  my  intention  to  call  up  H.R.  10  and  to 
make  it  the  pending  business  immedi¬ 
ately  following  the  disposal  of  the  tax 
bill. 

Mr.  DIRKSEN.  I  thank  the  distin¬ 
guished  majority  leader. 

Mr.  KEFAUVER.  Mr.  President,  un¬ 
til  the  very  last  moment,  I  had  intended 
to  vote  against  the  majority  leader’s  mo¬ 
tion  to  table.  The  amendment,  which 
was  the  same  as  H.R.  10,  was  certainly 
germane  to  the  tax  bill  in  that  it  would 
remove  a  great  inequity  in  our  present 
tax  structure.  Executives  and  employ¬ 
ees  of  corporations  can  have  part  of  their 
earnings  paid  into  a  pension  fund  with¬ 
out  paying  taxes  on  this  portion  of  their 
earnings  at  the  time.  It  is  only  fair  that 
a  lawyer,  doctor,  farmer,  or  small  busi¬ 
nessman  who  is  not  incorporated  should 
also  be  able  to  set  aside  part  of  his  in¬ 
come  before  taxes  in  order  to  provide 
retirement  income.  H.R.  10  would  put 
the  self-employed  individual  on  substan¬ 
tially  the  same  basis  as  the  employee  of 
a  corporation  with  respect  to  saving  for 
retirement. 

This  proposal  has  been  pending  before 
the  Congress  for  11  years  and  the  House 
has  passed  it  several  times  but  the  Sen¬ 
ate  has  never  even  voted  on  it.  While 
we  are  concerned  with  a  broad  bill  cor¬ 
recting  inequities  in  our  tax  structure, 
we  should  also  face  up  to  this  problem. 

I  was  impressed  though  with  the  state¬ 
ment  of  the  distinguished  majority  lead¬ 
er  that  he  feared  the  inclusion  of  H.R. 
10  in  the  tax  bill  might  result  in  a  veto, 
and  that  a  bill  this  broad  could  not  then 
be  passed  over  the  President’s  veto.  I 
was  also  impressed  with  the  supporting 
argument  by  the  Senator  from  Florida 
[Mr.  Smathers],  who  has  always  been 
one  of  the  most  dedicated  supporters  of 
this  bill  and  who  reported  H.R.  10  from 
the  Finance  Committee,  when  he  said 
that  he  felt  confident  that  there  were 
sufficient  votes  to  pass  H.R.  10,  and  if 
necessary  override  a  Presidential  veto,  if 
it  were  vetoed  separately. 

These  remarks,  coupled  by  the  major¬ 
ity  leader’s  promise  to  take  up  H.R.  10 
and  pursue  it  to  a  final  vote  immediately 
upon  completion  of  the  tax  bill,  led  me 
to  support  the  motion  to  table.  I  ex¬ 
pect  to  vote  for  H.R.  10  on  final  passage 
and  I  make  this  statement  now  so  that 
my  vote  in  favor  of  the  motion  to  table 
will  not  be  misconstrued. 

Mr.  GORE.  Mr.  President,  I  call  up 
my  amendment  designated  “8-27-62 — 
A,”  and  ask  that  it  be  identified. 

The  PRESIDING  OFFICER.  The 
amendment  will  be  identified. 

The  legislative  clerk  identified  the 
amendment  designated  “8-27-62 — A.” 

The  PRESIDING  OFFICER.  Without 
objection,  the  amendment  will  be  printed 
in  the  Record. 


The  amendment  is  as  follows: 

On  page  175,  beginning  with  line  9,  strike 
out  all  through  line  18,  on  page  245  (section 
12  of  the  bill),  and  in  lieu  thereof  insert 
the  following: 

“Sec.  12.  Controlled  Foreign  Corporations. 

“(a)  In  General. — Part  III  of  subchapter 
N  of  chapter  1  (relating  to  income  from 
sources  without  the  United  States)  is 
amended  by  adding  at  the  end  thereof  the 
following  new  subpart: 

“  ‘Sijbpart  F — Controlled  Foreign  Corpora¬ 
tions 

“  ‘Sec.  951.  Amounts  included  in  gross  in¬ 
come  of  United  States  share¬ 
holders. 

“  ‘Sec.  952.  Limitations  on  amounts  included 
in  gross  income  of  United 
States  shareholders. 

“  ‘Sec.  953.  Less  developed  country  corpora¬ 
tions  defined. 

« ‘Sec.  954.  Withdrawal  of  previously  ex¬ 
cluded  foreign  base  company 
income  from  qualified  invest¬ 
ment. 

“  ‘Sec.  955.  Investment  of  earnings  in  United 
States  property. 

“  ‘Sec.  956.  Controlled  foreign  corporations. 

“  ‘Sec.  957.  Rules  for  determining  stock  own¬ 
ership. 

“  ‘Sec.  058.  Exclusion  from  gross  income  of 
previously  taxed  earnings  and 
profits. 

“  ‘Sec.  959.  Special  rules  for  foreign  tax 
credit. 

“  ‘Sec.  960.  Adjustments  to  basis  of  stock 
in  controlled  foreign  corpora¬ 
tions  and  of  other  property. 

“  ‘Sec.  961.  Miscellaneous  provisions. 

“  ‘Sec.  962.  Inclusion  on  a  consolidated 
basis  of  earnings  and  profits. 

“  ‘Sec.  951.  Amounts  Included  in  Gross  In¬ 
come  op  United  States  Share¬ 
holders. 

“‘(a)  Amounts  Included. — 

“‘(1)  In  general. — If  a  foreign  corpora¬ 
tion  is  a  controlled  corporation  on  any  day 
of  a  taxable  year  beginning  after  December 
31,  1962,  every  person  who  is  a  United  States 
shareholder  (as  defined  in  subsection  (b)) 
of  such  corporation  and  who  owns  (within 
the  meaning  of  section  957 (a) )  stock  in  such 
corporation  on  the  last  day,  in  such  year, 
on  which  such  corporation  is  a  controlled 
foreign  corporation  shall  include  in  his  gross 
income,  for  his  taxable  year  in  which  or  with 
which  such  taxable  year  of  the  corporation 
ends — ■ 

‘“(A)  in  case  of  a  controlled  foreign  cor¬ 
poration  which  is  not  a  less  developed  coun¬ 
try  corporation  (as  defined  in  section 
953(a) ),  his  pro  rata  share  (determined  un¬ 
der  paragraph  (2))  of  the  corporation’s 
earnings  and  profits  for  such  year;  and 
“  ‘(B)  his  pro  rata  share  (determined  un¬ 
der  section  955(a)(2))  of  the  corporation’s 
increase  in  earnings  invested  in  United 
States  property  for  such  year  (but  only  to 
the  extent  not  excluded  from  gross  income 
under  section  958(a)(2)). 

“‘(2)  Pro  rata  share  op  earnings  and 
profits. — The  pro  rata  share  referred  to  in 
paragraph  (1)  (A)  in  the  case  of  any  United 
States  shareholder  is  the  amount — 

‘“(A)  which  would  have  been  distributed 
with  respect  to  the  stock  which  such  share¬ 
holder  owns  (within  the  meaning  of  section 
957(a))  in  such  corporation  if  on  the  last 
day,  in  its  taxable  year,  on  which  the  cor¬ 
poration  is  a  controlled  foreign  corporation 
it  had  distributed  pro  rata  to  its  sharehold¬ 
ers  an  amount  (i)  which  bears  the  same 
ratio  to  its  earnings  and  profits  for  the  tax¬ 
able  year,  as  (ii)  the  part  of  such  year  dur¬ 
ing  which  the  corporation  is  a  controlled  for¬ 
eign  corporation  bears  to  the  entire  year,  re¬ 
duced  by 

"  ‘(B)  the  amount  of  any  distribution  re¬ 
ceived  by  any  other  United  States  person 
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during  such  year  as  a  dividend  with  respect 
to  such  stock. 

“‘(3)  Limitation  on  pro  rata  share  of 
investment  in  united  states  property. — 
For  purposes  of  paragraph  (1)(B),  the  pro 
rata  share  of  any  United  States  shareholder 
in  the  increase  of  the  earnings  of  a  con¬ 
trolled  foreign  corporation  invested  in 
United  States  property  shall  not  exceed  an 
amount  (A)  which  bears  the  same  ratio  to 
his  pro  rata  share  of  such  increase  (as  deter¬ 
mined  under  section  955(a)(2))  for  the 
taxable  year,  as  (B)  the  part  of  such  year 
during  which  the  corporation  is  a  controlled 
foreign  corporation  bears  to  the  entire  year. 

“‘(b)  United  States  Shareholder  De¬ 
fined.— For  purposes  of  this  subpart,  the 
term  “United  States  shareholder”  means, 
with  respect  to  any  foreign  corporation,  a 
United  States  person  (as  defined  in  section 
7701(a)  (30))  who  owns  (within  the  mean¬ 
ing  of  section  957(a)),  or  is  considered  as 
owning  by  applying  the  rules  of  ownership 
of  section  957(b),  10  percent  or  more  of  the 
total  combined  voting  power  of  all  classes  of 
stock,  or  of  the  total  value  of  shares  of  all 
classes  of  stock*  of  such  foreign  corporation. 

“‘(c)  Coordination  With  Election  of  a 
Foreign  Investment  Company  To  Distribute 
Income. — A  United  States  shareholder  who, 
for  his  taxable  year,  is  a  qualified  shareholder 
(within  the  meaning  of  section  1247  (c) )  or 
a  foreign  investment  company  with  respqct 
to  which  an  election  under  section  1247  is  in 
effect  shall  not  be  required  to  include  in  gross 
income,  for  such  taxable  year,  any  amount 
under  subsection  (a)  with  respect  to  such 
company. 

“  ‘Sec.  952.  Limitations  on  Amount  In¬ 
cluded  in  Gross  Income  of 
United  States  Shareholders. 
“‘(a)  In  General. — For  purposes  of  sec¬ 
tion  951(a)  the  term  “earnings  and  profits 
for  the  taxable  year”  means,  in  the  case  of 
any  controlled  foreign  corporation,  the  earn¬ 
ings  and  profits  as  defined  in  section  316(a) 
(2)  for  the  taxable  year  subject  to  the  pro¬ 
visions  of  subsections  (b)  and  (c) . 

“  ‘(b)  Exclusion  of  United  States  In¬ 
come. — Earnings  and  profits  do  not  include 
any  item  includible  in  gross  income  under 
this  chapter  (other  than  this  subpart)  as  in¬ 
come  derived  from  sources  within  the  United 
States  of  a  foreign  corporation  engaged  in 
trade  or  business  in  the  United  States. 

“‘(c)  Limitation. — For  purposes  of  sub¬ 
section  (a),  the  earnings  and  profits  of  any 
controlled  foreign  corporation  for  any  taxable 
year  shall  not  exceed  the  earnings  and  profits 
of  such  corporation  for  such  year  reduced 
by  the  amount  (if  any)  by  which — 

“‘(1)  the  sum  of  the  deficits  in  earnings 
and  profits  for  prior  taxable  years  beginning 
after  December  31, 1962,  exceeds 

“‘(2)  an  amount  equal  to  the  earnings 
and  profits  described  in  section  958(c)(3) 
accumulated  for  taxable  years  beginning 
after  December  31, 1962  (determined  as  of  the 
close  of  the  taxable  year) . 

For  purposes  of  the  preceding  sentence,  any 
deficit  in  earnings  and  profits  for  any  prior 
taxable  year  shall  be  taken  into  account  un¬ 
der  paragraph  (1)  for  any  taxable  year  only 
to  the  extent  it  has  not  been  taken  into 
account  under  such  paragraph  for  any  pre¬ 
ceding  taxable  year  to  reduce  earnings  and 
profits  of  such  preceding  year. 

‘“(d)  Special  Rule  in  Case  of  Indirect 
Ownership. — For  purposes  of  subsection  (c) , 
if— 

“‘(1)  a  United  States  shareholder  owns 
(within  the  meaning  of  section  957(a) )  stock 
of  a  foreign  corporation,  and  by  reason  of 
such  ownership  owns  (within  the  meaning 
of  such  section)  stock  of  any  other  foreign 
corporation,  and 

“  ‘(2)  any  of  such  foreign  corporations  has 
a  deficit  in  earnings  and  profits  for  the  tax¬ 
able  year. 
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then  the  earnings  and  profits  for  the  taxable 
year  of  each  such  foreign  corporation  which 
is  a  controlled  foreign  corporation  shall,  with 
respect  to  such  United  States  shareholder,  be 
properly  reduced  to  take  into  account  any 
deficit  described  in  paragraph  (2)  in  such 
manner  as  the  Secretary  or  his  delegate  shall 
prescribe  by  regulations. 

“  ‘Sec.  953.  Less  Developed  Country  Corpo¬ 
rations  Defined. 

“‘(a)  Less  Developed  Country  Corpora¬ 
tions. — 

“‘(1)  In  general. — For  purposes  of  this 
subpart,  the  term  “less  developed  country 
corporation”  means  a  foreign  corporation 
which  during  the  taxable  year  is  engaged  in 
the  active  conduct  of  6ne  or  more  trades  or 
businesses  and — 

"  ‘(A)  80  percent  or  more  of  the  gross  in¬ 
come  of  which  for  the  taxable  year  is  derived 
from  sources  within  less  developed  countries 
other  than  as  foreign  base  company  income 
or  as  previously  excluded  foreign  base  com¬ 
pany  income  withdrawn  from  qualified  in¬ 
vestment  in  less  developed  country  corpora¬ 
tions, 

'“(B)  80  percent  or  more  in  value  of  the 
assets  of  which  on  each  day  of  the  taxable 
year  consists  of — 

“  ‘(1)  property  used  in  such  trades  or  busi¬ 
nesses  and  located  in  less  developed  coun¬ 
tries, 

‘“(ii)  money,  and  deposits  with  persons 
carrying  on  the  banking  business,  located  in 
less  developed  countries, 

“  '  (iii)  stock,  and  obligations  which,  at  the 
time  of  their  acquisition,  have  a  maturity  of 
5  years  or  more,  of  any  other  less  developed 
country  corporation, 

“‘(iv)  obligations  of  the  government  of  a 
less  developed  country, 

“  ‘(v)  an  investment  which  is  required  be¬ 
cause  of  restrictions  imposed  by  a  less  de¬ 
veloped  country,  and 
“‘  ( vl )  property  described  in  section  955(b) 
(2);  and 

*“(C)  is  created  or  organized  under  the 
laws  of  one  of  the  less  developed  countries  in 
which  property  described  in  subparagraph 
(B)  (1)  is  located. 

For  purposes  of  subparagraph  (A),  the  de¬ 
termination  as  to  whether  income  is  derived 
from  sources  within  less  developed  countries 
shall  be  made  under  regulations  prescribed 
by  the  Secretary  or  his  delegate  and,  for 
purposes  of  subparagraph  (A)  only,  amounts 
previously  excluded  from  foreign  base  com¬ 
pany  income  withdrawn  from  qualified  in¬ 
vestment  in  less  developed  country  corpora¬ 
tions  shall  be  treated  as  included  in  gross 
income. 

“  ‘(2)  Less  developed  country  defined. — 
for  purposes  of  this  subpart,  the  term  “less 
developed  country”  means  (in  respect  of  any 
foreign  corporation)  any  foreign  country 
(other  than  an  area  within  the  Sino-Soviet 
bloc)  or  any  possession  of  the  United  States, 
with  respect  to  which  on  the  first  day  of 
the  taxable  year,  there  is  in  effect  an  Execu¬ 
tive  order  by  the  President  of  the  United 
States  designating  such  country  or  posses¬ 
sion  as  an  economically  less  developed  coun¬ 
try  for  purposes  of  this  subpart.  For  pur¬ 
poses  of  the  preceding  sentence,  an  overseas 
territory,  department,  province,  or  possession 
may  be  treated  as  a  separate  country.  No 
designation  shall  be  made  under  this  para¬ 
graph  with  respect  to  Australia,  Austria,  Bel¬ 
gium,  Canada,  Denmark,  France,  Germany 
(Federal  Republic) ,  Hong  Kong,  Italy,  Japan, 
Liechtenstein,  Luxembourg,  Monaco,  Nether¬ 
lands,  New  Zealand,  Norway,  San  Marino, 
Sweden,  Switzerland,  Union  of  South  Africa, 
United  Kingdom. 

“‘(b)  Foreign  Base  Company  Income. — 
For  purposes  of  section  952(a)(2),  the  term 
“foreign  base  company  income”  means  for 
any  taxable  year  the  sum  of — 

“‘(1)  the  foreign  personal  holding  com¬ 
pany  in  come  for  the  taxable  year  (deter¬ 
mined  under  subsection  (d) ) , 


‘“(2)  the  foreign  base  company  sales  in¬ 
come  for  the  taxable  year  (determined  under 
subsection  (e) ) ,  and 

‘“(3)  the  foreign  base  company  services 
Income  for  the  taxable  year  (determined  un¬ 
der  subsection  (f ) ) . 

“‘(c)  Exclusions  and  Special  Rules.— 

“  ‘  ( 1 )  Certain  dividends  and  interest  from 

LESS  DEVELOPED  COUNTRY  CORPORATIONS  EX¬ 
CLUDED. — For  purposes  of  subsection  (b), 
foreign  base  company  income  does  not  in¬ 
clude  dividends  and  interest  received  during 
the  taxable  year  by  a  controlled  foreign  cor¬ 
poration  from  qualified  investments  in  less 
developed  country  corporations  (as  defined 
in  section  954(d)),  to  the  extent  that  such 
dividends  and  interest  do  not  exceed  the  in¬ 
crease  for  the  taxable  year  in  qualified  in¬ 
vestments  in  less  developed  country  corpora¬ 
tions  of  the  controlled  foreign  corporation 
(as  determined  under  subsection  (g)). 

“  ‘Exception  for  foreign  corporations  not 

AVAILED  OF  TO  REDUCE  TAXES. - For  purposes  Of 

subsection  (b),  foreign  base  company  in¬ 
come  does  not  include  any  item  of  income 
received  by  a  controlled  foreign  corporation 
if  it  is  established  to  the  satisfaction  of  the 
Secretary  or  his  delegate  with  respect  to 
such  item  that  the  creation  or  organization 
of  the  controlled  foreign  corporation  receiv¬ 
ing  such  item  under  the  laws  of  the  foreign 
country  in  which  it  is  incorporated  does  not 
have  the  effect  of  substantial  reduction  of 
income,  war  profits,  excess  profits,  or  simi¬ 
lar  taxes. 

"‘(3)  Items  of  income  to  be  included 
only  once. — If  an  item  of  income  would, 
but  for  the  provisions  of  this  paragraph,  be 
includible  as  an  item  of  income  under  more 
than  one  paragraph  of  subsection  (b),  such 
item  shall  be  included  under  the  paragraph 
specified  by  regulations  prescribed  by  the 
Secretary  or  his  delegate. 

“‘(d)  Foreign  Personal  Holding  Com¬ 
pany  Income. — 

“‘(1)  In  general. — For  purposes  of  sub¬ 
section  (b)(1),  the  term  “foreign  personal 
holding  company  income”  means  the  for¬ 
eign  personal  holding  company  income  (as 
defined  in  section  553),  modified  and  ad¬ 
justed  as  provided  in  paragraphs  (2),  (3), 
and  (4). 

“‘(2)  Rents  included  without  regard  to 

50  PERCENT  LIMITATION. - For  purposes  Of 

paragraph  ( 1 ) ,  all  rents  shall  be  included  in 
foreign  personal  holding  company  income 
without  regard  to  whether  or  not  such  rents 
constitute  more  than  50  percent  of  gross  in¬ 
come. 

“‘(3)  Certain  income  derived  in  active 

CONDUCT  OF  TRADE  OR  BUSINESS. - For  pUT- 

poses  of  paragraph  ( 1 ) ,  foreign  personal 
holding  company  income  does  not  include 
dividends,  interest,  rents,  and  royalties 
which — 

“  ‘(A)  are  derived  in  the  active  conduct  of 
a  trade  or  business;  and 

“‘(B)  are  received  from  a  person  other 
than  a  related  person  (within  the  meaning 
of  subsection  (e)(3)). 

“‘(4)  Certain  income  received  from  re¬ 
lated  persons. — For  purposes  of  paragraph 
(1),  foreign  personal  holding  company  in¬ 
come  does  not  include — 

“‘(A)  dividends  and  interest  received 
from  a  related  person  which  (i)  is  organized 
under  the  laws  of  the  same  foreign  country 
under  the  laws  of  which  the  controlled  for¬ 
eign  corporation  is  created  or  organized,  and 
(ii)  has  a  substantial  part  of  its  assets  used 
in  its  trade,  or  business  located  in  such  same 
foreign  country;  or 

“  ‘(B)  rents,  royalties,  and  similar  amounts 
received  from  a  related  person  for  the  use 
of,  or  the  privilege  of  using,  property  within 
the  country  under  the  laws  of  which  the 
controlled  foreign  corporation  is  created  or 
organized. 

“‘(e)  Foreign  Base  Company  Sales  In¬ 
come. — 

“‘(1)  In  general. — For  purposes  of  sub¬ 
section.  (b)(2),  the  term  “foreign  base  corn- 
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patiy  sales  income”  means  income  (whether 
in  the  form  of  profits,  commissions,  fees,  or 
otherwise)  derived  in  connection  with  the 
purchase  of  personal  property  from  a  related 
person  and  its  sale  to  any  person,  the  sale 
of  personal  property  to  any  person  on  be¬ 
half  of  a  related  person,  the  purchase  of  per¬ 
sonal  property  from  any  person  and  its  sale 
to  a  related  person,  or  the  purchase  of  per¬ 
sonal  property  from  any  person  on  behalf 
of  a  related  person,  where — 

“‘(A)  the  property  which  is  purchased 
(or  in  the  case  of  property  sold  on  behalf 
of  a  related  person,  the  property  which  is 
sold)  is  manufactured,  produced,  grown,  or 
extracted  outside  the  country  under  the  laws 
of  which  the  controlled  foreign  corporation 
is  created  or  organized,  and 

“  ‘(B)  the  property  is  sold  for  use,  con¬ 
sumption,  or  disposition  outside  such  for¬ 
eign  country,  or,  in  the  case  of  property 
purchased  on  behalf  of  a  related  person,  is 
purchased  for  use,  consumption,  or  disposi¬ 
tion  outside  such  foreign  country. 

“‘(2)  Certain  branch  income. — For  pur¬ 
poses  of  determining  foreign  base  company 
sales  income  (within  the  terms  of  paragraph 
( 1 ) ) ,  in  situations  in  which  the  carrying 
on  of  activities  by  a  controlled  foreign  cor¬ 
poration  through  a  branch  or  similar  estab¬ 
lishment  outside  the  country  of  incorpora¬ 
tion  of  the  controlled  foreign  corporation 
has  substantially  the  same  effect  as  if  such 
branch  or  similar  establishment  were  a 
wholly  owned  subsidiary  corporation  deriv¬ 
ing  such  income,  then,  under  regulations 
prescribed  by  the  Secretary  or  his  delegate 
the  income  attributable  to  the  carrying  on 
of  such  activities  of  such  branch  or  similar 
establishment  shall  be  treated  as  income 
derived  by  a  wholly  owned  subsidiary  of  the 
controlled  foreign  corporation  and  shall  con¬ 
stitute  foreign  base  company  sales  income 
of  the  controlled  foreign  corporation. 

‘“(3)  Related  person  defined. — For  pur¬ 
poses  of  this  section,  a  person  is  a  related 
person  with  respect  to  a  controlled  foreign 
corporation,  if — 

“‘(A)  such  person  is  an  individual,  part¬ 
nership,  trust,  or  estate  which  controls  the 
controlled  foreign  corporation; 

“‘(B)  such  person  is  a  corporation  which 
controls,  or  is  controlled  by,  the  controlled 
foreign  corporation;  or 

“‘(C)  such  person  is  a  corporation  which 
is  controlled  by  the  same  person  or  persons 
which  control  the  controlled  foreign  corpo¬ 
ration. 

For  purposes  of  the  preceding  sentence,  con¬ 
trol  means  the  ownership,  directly  or  in¬ 
directly,  of  stock  possessing  more  than  50 
percent  of  the  total  combined  voting  power 
of  all  classes  of  stock  entitled  to  vote.  For 
purposes  of  this  paragraph,  the  rules  for 
determining  ownership  of  stock  prescribed 
by  section  957  shall  apply. 

“  ‘(f)  Foreign  Base  Company  Services  In¬ 
come. — For  purposes  of  subsection  (b)(3), 
the  term  “foreign  base  company  services  in¬ 
come”  means  income  (whether  in  the  form 
of  compensation,  commissions,  fees,  or 
otherwise)  derived  in  connection  with  the 
performance  or  furnishing  of  technical, 
managerial,  engineering,  architectural, 
scientific,  skilled,  industrial,  commercial,  or 
like  services  which  are — 

“‘(1)  performed  or  furnished  for  or  on 
behalf  of  any  related  person  (within  the 
meaning  of  subsection  (e)(3)),  and 

“  ‘(2)  are  performed  or  furnished  for  or 
in  connection  with  business  activities  car¬ 
ried  on  by  such  related  person  outside  the 
country  under  the  laws  of  which  the  con¬ 
trolled  foreign  corporation  is  created  or  or¬ 
ganized. 

“*(g)  Increase  in  Qualified  Investments 
in  Less  Developed  Country  Corporations. — 
For  purposes  of  subsection  (c)(1),  the  in¬ 
crease  for  any  taxable  year  in  qualified  in¬ 
vestments  in  less  developed  country  cor¬ 
porations  of  any  controlled  foreign  corpora¬ 
tion  is  the  amount  by  which — 
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“•(1)  the  qualified  investments  in  less 
developed  country  corporations  (as  defined 
in  section  954(b))  of  the  controlled  foreign 
corporation  at  the  close  of  the  taxable  year, 
exceeds 

«  ‘(2)  the  qualified  investments  in  less  de¬ 
veloped  country  corporations  (as  so  defined) 
of  the  controlled  foreign  corporation  at  the 
close  of  the  preceding  taxable  year. 

“  ‘Sec.  954.  Withdrawal  op  Previously  Ex¬ 
cluded  Foreign  Base  Company 
Income  From  Qualified  Invest¬ 
ment. 

“‘(a)  General  Rules. — 

“‘(1)  Amount  withdrawn. — For  purposes 
of  this  subpart,  the  amount  of  previously 
excluded  foreign  base  company  income  of  any 
controlled  corporation  withdrawn  from  in¬ 
vestment  in  less  developed  country  corpora¬ 
tions  for  any  taxable  year  is  an  amount 
equal  to  the  decrease  in  the  amount  of 
qualified  investments  in  less  developed 
country  corporations  of  the  controlled  for¬ 
eign  corporation  for  such  year,  but  only  to 
the  extent  that  the  amount  of  such  decrease 
does  not  exceed  an  amount  equal  to — 

“‘(A)  the  sum  of  the  amounts  excluded 
under  section  953(b)(1)  from  the  foreign 
base  company  income  of  such  corporation 
for  all  prior  taxable  years,  reduced  by 
“‘(B)  the  sum  of  the  amounts  previously 
excluded  from  foreign  base  company  income 
withdrawn  from  investment  in  less  devel¬ 
oped  country  corporations  of  such  corpora¬ 
tion  determined  under  this  subsection  for 
all  prior  taxable  years. 

“  ‘(2)  Decrease  in  qualified  invest¬ 
ments. — For  purposes  of  paragraph  (1),  the 
amount  of  the  decrease  in  qualified  invest¬ 
ments  in  less  developed  country  corporations 
of  any  controlled  foreign  corporation  for 
any  taxable  year  is  the  amount  by  which — 
“'(A)  the  amount  of  qualified  invest¬ 
ments  in  less  developed  country  corporations 
of  the  controlled  foreign  corporation  at  the 
close  of  the  preceding  taxable  year,  exceeds 
“  ‘(B)  the  amount  of  qualified  investments 
in  less  developed  country  corporations  of  the 
controlled  foreign  corporation  at  the  close 
of  the  taxable  year,  to  the  extent  the  amount 
of  such  decrease  does  not  exceed  the  sum 
of  the  earnings  and  profits  for  the  taxable 
year  and  the  earnings  and  profits  accumu¬ 
lated  for  prior  taxable  years  beginning  after 
December  31,  1962.  For  purposes  of  this 
paragraph,  if  qualified  investments  in  less 
developed  country  corporations  are  disposed 
of  by  the  controlled  foreign  corporation 
during  the  taxable  year,  the  amount  of  the 
decrease  in  qualified  investments  in  less 
developed  country  corporations  of  such  con¬ 
trolled  foreign  corporation  for  such  year  shall 
be  reduced  by  an  amount  equal  to  the 
amount  (if  any)  by  which  the  losses  on  such 
dispositions  during  such  year  exceed  the 
gains  on  such  dispositions  during  such  year. 

"‘(3)  Pro  rata  share  of  amount  with¬ 
drawn. — In  the  case  of  any  United  States 
shareholder  the  pro  rata  share  of  the  amount 
of  previously  excluded  foreign  base  company 
income  of  any  controlled  foreign  corpora¬ 
tion  withdrawn  from  investment  in  less  de¬ 
veloped  country  corporations  for  any  taxable 
year  is  his  pro  rata  share  of  the  amount  de¬ 
termined  under  paragraph  ( 1 ) . 

“  ‘(b)  Qualified  Investments  in  Less  De¬ 
veloped  Country  Corporations. — 

"‘(1)  In  general.— For  purposes  of  this 
subpart,  the  term  “qualified  investments  in 
less  developed  country  corporations”  means 
property  acquired  after  December  31,  1962, 
which  is — 

“‘(A)  stock  of  a  less  developed  country 
corporation  held  by  the  controlled  foreign 
corporation,  but  only  if  the  controlled  foreign 
corporation  owns  10  percent  or  more  of  the 
total  combined  voting  power  of  all  classes 
of  stock,  or  of  the  total  value  of  shares  of  all 
classes  of  stock,  of  such  less  developed  coun¬ 
try  corporation;  or 


“  ‘  (B)  an  obligation  of  a  less  developed 
country  corporation  held  by  the  controlled 
foreign  corporation,  which,  at  the  time  of  its 
acquisition  by  the  controlled  foreign  cor¬ 
poration,  has  a  maturity  of  5  years  or  more, 
but  only  if  the  controlled  foreign  corpora¬ 
tion  owns  10  percent  or  more  of  the  total 
combined  voting  power  of  all  classes  of 
stock,  or  of  the  total  value  of  shares  of  all 
classes  of  stock,  of  such  less  developed 
country  corporation. 

“‘(2)  Country  ceases  to  be  less  devel¬ 
oped  country. — For  purposes  of  this  subpart, 
property  which  would  be  a  qualified  invest¬ 
ment  in  less  developed  country  corporations, 
but  for  the  fact  that  a  foreign  country  has, 
after  the  acquisition  of  such  property  by 
the  controlled  foreign  corporation,  ceased  to 
be  a  less  developed  country,  shall  be  treated 
as  a  qualified  investment  in  less  developed 
country  corporations.  , 

“  ‘(3)  Investments  after  close  of  year. — 
For  purposes  of  this  subpart,  a  controlled 
foreign  corporation  may,  under  regulations 
prescribed  by  the  Secretary  or  his  delegate, 
elect  to  treat  property  described  in  para¬ 
graph  (1)  or  (2)  which  was  acquired  after 
the  close  of  a  taxable  year  and  on  or  before 
the  close  of  the  following  taxable  year,  or 
on  or  before  such  day  after  the  close  of  the 
following  taxable  year  as  such  regulations 
may  prescribe,  as  having  been  acquired  on 
the  last  day  of  such  yedr. 

“  ‘(4)  Amount  attributable  to  property. — 
The  amount  taken  into  account  under  this 
subpart  with  respect  to  any  property  de¬ 
scribed  in  paragraph  (1)  or  (2)  shall  be  its 
adjusted  basis,  reduced  by  any  liability  to 
which  such  property  is  subject. 

“  ‘Sec.  955.  Investment  of  Earnings  in 
United  States  Property. 

“‘(a)  General  Rules.— For  purposes  of 
this  subpart — 

“‘(1)  Amount  of  investment. — The 
amount  of  earnings  of  a  controlled  foreign 
corporation  invested  in  United  States  prop¬ 
erty  at  the  close  of  any  taxable  year  is  the 
aggregate  amount  of  such  property  held, 
directly  or  indirectly,  by  the  controlled  for¬ 
eign  corporation  at  the  close  of  the  taxable 
year,  to  the  extent  such  amount  would  have 
constituted  a  dividend  (determined  after 
the  application  of  section  954(a) )  if  it  had 
been  distributed. 

“‘(2)  Pro  rata  share  of  increase  for 
year. — In  the  case  of  any  United  States  share¬ 
holder,  the  pro  rata  share  of  the  increase  for 
any  taxable  year  in  the  earnings  of  a  con¬ 
trolled  foreign  corporation  invested  in  United 
States  property  is  the  amount  determined 
by  subtracting — 

“‘(A)  his  pro  rata  share  of  the  amount 
determined  under  paragraph  (1)  for  the  close 
of  the  preceding  taxable  year,  reduced  by 
amounts  paid  during  the  taxable  year  to 
which  section  958(c)  (1)  applies,  from 

“‘(B)  his  pro  rata  share  of  the  amount 
determined  under  paragraph  ( 1 )  for  the  close 
of  the  taxable  year. 

“  ‘  (3 )  Amount  attributable  to  property. — 
The  amount  taken  into  account  under  para¬ 
graph  (1)  or  (2)  with  respect  to  any  property 
shall  be  its  adjusted  basis,  reduced  by  any 
liability  to  which  the  property  is  subject. 
“‘(b)  United  States  Property  Defined. — 
“‘(1)  In  general. — For  purposes  of  sub¬ 
section  (a),  the  term  “United  States  prop¬ 
erty”  means  any  property  acquired  after 
December  31,  1962,  which  is — 

“‘(A)  tangible  property  located  in  the 
United  States; 

“‘(B)  stock  of  a  domestic  corporation;  or 
‘‘‘(C)  an  obligation  of  a  United  States 
person. 

“‘(2)  Exceptions. — For  purposes  of  sub¬ 
section  (a),  the  term  “United  States  prop¬ 
erty”  does  not  include — 

“‘(A)  money,  or  deposits  with  persons 
carrying  on  the  banking  business,  located  in 
the  United  States; 


“  ‘  (B)  property  located  in  the  United 
States  which  is  purchased  in  the  United 
States  for  export  to,  or  use  in,  foreign  coun¬ 
tries; 

“‘(C)  any  obligation  of  a  United  States 
person  arising  in  connection  with  the  sale 
of  property  if  the  amount  of  such  obligation 
outstanding  at  no  time  during  the  taxable 
year  exceeds  the  amount  which  would  be 
ordinary  and  necessary  to  carry  on  the  trade 
or  business  of  both  the  other  party  to  the 
sale  transaction  and  the  United  States  per¬ 
son  had  the  sale  been  made  between  un¬ 
related  persons; 

“‘(D)  any  aircraft,  railroad  rolling  stock, 
vessel,  motor  vehicle,  or  container  used  in 
the  transportation  of  persons  or  property  in 
foreign  commerce  and  used  predominantly 
outside  the  United  States;  or 

“‘(E)  the  amount  of  assets  of  an  insur¬ 
ance  company  equivalent  to  the  unearned 
premiums  on  outstanding  business  with  re¬ 
spect  to  reinsurance  contracts  or  insurance 
or  annuity  contracts — 

“‘(i)  in  connection  with  property  or 
liability  arising  out  of  activity  in,  or  in  con¬ 
nection  with  the  lives  or  health  of  residents 
of,  the  United  States,  or 

“  ‘ (ii)  in  connection  with  property  not  in¬ 
cluded  in  subdivision  (i)  as  the  result  of  any 
arrangement  whereby  another  corporation 
receives  a  substantially  equal  amount  of  pre¬ 
miums  or  other  consideration  in  respect  of 
any  reinsurance  or  the  issuing  of  any  insur¬ 
ance  or  annuity  contract  in  connection  with 
property  or  liability  arising  out  of  activity  in, 
or  in  connection  with  the  lives  or  health  of 
residents  of,  the  United  States. 

“‘(c)  Pledges  and  Guarantees.— For  pur¬ 
poses  of  subsection  (a),  a  controlled  foreign 
corporation  shall,  under  regulations  pre¬ 
scribed  by  the  Secretary  or  his  delegate,  be 
considered  as  holding  an  obligation  of  a 
United  States  person  if  it  is  a  pledgor  or 
guarantor  of  such  obligation. 

“  ‘Sec.  956.  Controlled  Foreign  Corpora¬ 
tions. 

“‘(a)  General  Rule. — For  purposes  of 
this  subpart,  the  term  “controlled  foreign 
corporation”  means  any  foreign  corporation 
of  which  more  than  50  percent  of  the  total 
combined  voting  power  of  all  classes  of  stock 
entitled  to  vote  is  owned  (within  the  mean¬ 
ing  of  section  957(a)),  or  is  considered  as 
owned  by  applying  the  rules  of  ownership 
of  section  957(b),  by  United  States  share¬ 
holders  on  any  day  during  the  taxable  year 
of  such  foreign  corporation. 

“‘(b)  Corporations  Organized  in  United 
States  Possessions. — For  purposes  of  this 
subpart,  the  term  “controlled  foreign  corpo¬ 
ration”  does  not  include  any  corporation 
created  or  organized  in  the  Commonwealth 
of  Puerto  Rico  or  a  possession  of  the  United 
States  or  under  the  law  of  the  Common¬ 
wealth  of  Puerto  Rico  or  a  possession  of  the 
United  States  if— 

“  ‘  ( 1 )  80  percent  or  more  of  the  gross  in¬ 
come  of  such  corporation  (computed  with¬ 
out  regard  to  section  931)  for  the  3-year 
period  immediately  preceding  the  close  of 
the  taxable  year  (or  for  such  part  of  such 
period  immediately  preceding  the  close  of 
such  taxable  year  as  may  be  applicable)  was 
derived  from  sources  within  the  Common¬ 
wealth  of  Puerto  Rico  or  a,  possession  of 
the  United  States;  and 

“  ‘(2)  50  percent  or  more  of  the  gross  in¬ 
come  of  such  corporation  (computed  with¬ 
out  regard  to  section  931)  for  such  period, 
or  for  such  part  thereof,  was  derived  from 
the  active  conduct  within  the  Common¬ 
wealth  of  Puerto  Rico  or  a  possession  of  the 
United  States  of  any  trades  or  businesses 
constituting  the  manufacture  or  processing 
of  goods,  wares,  merchandise,  or  other  tan¬ 
gible  personal  property;  the  processing  of 
agricultural  or  horticultural  products  or 
commodities  (including  but  not  limited  to 
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livestock,  poultry  or  fur-bearing  animals); 
the  catching  or  taking  of  any  kind  of  fish 
or  mining  or  extraction  of  natural  resources, 
or  any  other  manufacturing  or  processing  of 
any  products  or  commodities  obtained  from 
such  activities;  or  the  ownership  or  operation 
of  hotels. 

For  purposes  of  paragraphs  (1)  and  (2),  the 
determination  as  to  whether  income  was 
derived  from  sources  within  the  Common¬ 
wealth  of  Puerto  Rico  or  a  possession  of  the 
United  States  and  was  derived  from  the  ac¬ 
tive  conduct  of  a  described  trade  or  business 
within  the  Commonwealth  of  Puerto  Rico 
or  a  possession  of  the  United  States  shall 
be  made  under  regulations  prescribed  by 
the  Secretary  or  his  delegate. 

“  ‘  Sec.  957.  Rules  for  Determining  Stock 
Ownership. 

“‘(a)  Direct  and  Indirect  Ownership. — 

“  ‘(1)  General  rule. — For  purposes  of  this 
subpart  (other  than  sections  954  (b)  (1) 
(A)  and  (B) ) ,  stock  owned  means — 

“  ‘(A)  stock  owned  directly,  and 

“‘(B)  stock  owned  with  the  application 
of  paragraph  (2) . 

“‘(2)  Stock  ownership  through  foreign 
entities. — For  purposes  of  subparagraph  (B) 
of  paragraph  (1),  stock  owned,  directly  or 
indirectly,  by  or  for  a  foreign  corporation, 
foreign  partnership,  or  foreign  trust  or  for¬ 
eign  estate  (within  the  meaning  of  section 
7701(a)  (31))  shall  be  considered  as  being 
owned  proportionately  by  its  shareholders, 
partners,  or  beneficiaries.  Stock  considered 
to  be  owned  by  a  person  by  reason  of  the 
application  of  the  preceding  sentence  shall, 
for  purposes  of  applying  such  sentence,  be 
treated  as  actually  owned  by  such  person. 

“  ‘(3)  Special  rule  for  mutual  insurance 
companies. — For  purposes  of  applying  para¬ 
graph  (1)  in  the  case  of  a  foreign  mutual 
insurance  company,  the  term  “stock”  shall 
include  any  certificate  entitling  the  holder 
to  voting  power  in  the  corporation. 

“  ‘(b)  Constructive  Ownership. — For  pur¬ 
poses  of  section  951(b),  953(e)(3),  and  956, 
section  318(a)  (relating  to  constructive  own¬ 
ership  of  stock)  shall  apply  to  the  extent 
that  the  effect  is  to  treat  any  United  States 
person  as  a  United  States  shareholder  with¬ 
in  the  meaning  of  section  953(e)(3),  or  to 
treat  a  foreign  corporation  as  a  controlled 
foreign  corporation  under  section  956,  ex¬ 
cept — 

“  ‘(1)  In  applying  paragraph  (1)  (A)  of  sec¬ 
tion  318(a),  stock  owned  by  a  nonresident 
alien  individual  (other  than  a  foreign  trust 
or  foreign  estate)  shall  not  be  considered  as 
owned  by  a  citizen  or  by  a  resident  alien 
individual. 

“‘(2)  In  applying  the  first  sentence  of 
subparagraphs  (A)  and  (B) ,  and  in  applying 
clause  (1)  of  subparagraph  (C),  of  section 
318(a)  (2)  — 

“‘(A)  if  a  partnership,  estate,  trust,  or 
corporation  owns,  directly  or  indirectly,  more 
than  50  percent  of  the  total  combined  voting 
power  of  all  classes  of  stock  entitled  to  vote 
of  a  corporation,  it  shall  be  considered  as 
owning  all  the  stock  entitled  to  vote,  and 

“‘(B)  if  a  partnership,  estate,  trust,  or 
corporation  owns,  directly  or  indirectly,  more 
than  50  percent  of  the  total  value  of  shares 
of  all  classes  of  stock  of  a  corporation,  it 
shall  be  considered  as  owning  the  total 
value  of  all  of  the  outstanding  stock  of 
such  corporation.  The  application  of  this 
subparagraph  shall  not  have  the  effect  of  in¬ 
creasing  voting  power  of  a  partner,  bene¬ 
ficiary,  or  shareholder,  for  purposes  of  sub- 
paragraph  (A). 

“‘(3)  Stock  owned  by  a  partnership,  es¬ 
tate,  trust,  or  corporation,  by  reason  of  the 
application  of  the  second  sentence  of  sub- 
paragraphs  (A)  and  (B),  and  the  applica¬ 
tion  of  clause  (ii)  of  subparagraph  (C),  of 
section  318(a)  (2) ,  shall  not  be  considered  as 
owned  by  such  partnership,  estate,  trust,  or 


corporation,  for  the  purposes  of  applying  the 
first  sentence  of  subparagraphs  (A)  and  (B) 
and  in  applying  clause  (i)  of  subparagraph 
(C),  of  section  318(a)  (2). 

“‘(4)  In  applying  clause  (i)  of  subpara¬ 
graph  (C)  of  section  318(a)(2),  the  phrase 
“10  percent”  shall  be  substituted  for  the 
phrase  “50  percent”  used  in  subparagraph 

“  ‘Sec.  958.  Exclusion  From  Gross  Income  of 
Previously  Taxed  Earnings  and 
Profits. 

“‘(a)  Exclusion  From  Gross  Income  of 
United  States  Persons. — For  purposes  of  this 
chapter,  the  earnings  and  profits  for  a  tax¬ 
able  year  of  a  foreign  corporation  attributa¬ 
ble  to  amounts  which  are,  or  have  been,  in¬ 
cluded  in  the  gross  income  of  a  United  States 
shareholder  under  section  951(a)  shall  not, 
when — - 

“  ‘(1)  such  amounts  are  distributed  to,  or 

‘“(2)  such  amounts  would,  but  for  this 
subsection,  be  included  under  section  951 
(a)  (1)  (B)  in  the  gross  income  of, 
such  shareholder  (or  any  other  United  States 
person  who  acquires  from  any  person  any 
portion  of  the  interest  of  such  United  States 
shareholder  in  such  foreign  corporation,  but 
only  to  the  extent  of  such  portion,  and  sub¬ 
ject  to  such  proof  of  the  identity  of  such 
interest  as  the  Secretary  or  his  delegate  may 
by  regulations  prescribe)  directly,  or  in¬ 
directly  through  a  chain  of  ownership  de¬ 
scribed  under  section  957(a),  be  again  in¬ 
cluded  in  the  gross  income  of  such  United 
States  shareholder  (or  of  such  other  United 
States  person). 

“‘(b)  Exclusion  From  Gross  Income  of 
Certain  Foreign  Subsidiaries. — For  purposes 
of  section  951(a),  the  earnings  and  profits 
for  a  taxable  year  of  a  controlled  foreign 
corporation  attributable  to  amounts  which 
are,  or  have  been,  included  in  the  gross  in¬ 
come  of  a  United  States  shareholder  under 
section  951(a),  shall  not,  when  distributed 
through  a  chain  of  ownership  described 
under  section  957(a) ,  be  also  included  in  the 
gross  income  of  another  controlled  foreign 
corporation  in  such  chain  for  purposes  of  the 
application  of  section  951(a)  to  such  other 
controlled  foreign  corporation  with  respect 
to  such  United  States  shareholder  (or  to  any 
other  United  States  shareholder  who  acquires 
from  any  person  any  portion  of  the  interest 
of  such  United  States  shareholder  in  the 
controlled  foreign  corporation,  but  only  to 
the  extent  of  such  portion,  and  subject  to 
such  proof  of  identiy  of  such  interest  as 
the  Secretary  or  his  delegate  may  prescribe 
by  regulations) . 

“‘(c)  Allocation  of  Distributions. — For 
purposes  of  subsections  (a)  and  (b),  section 
316(a)  shall  be  applied  by  applying  para¬ 
graph  (2)  thereof,  and  then  paragraph  (1) 
thereof — 

“  ‘  ( 1 )  first  to  earnings  and  profits  at¬ 
tributable  to  amounts  included  in  gross  in¬ 
come  under  section  951(a)  (1)  (B)  (or  which 
would  have  been  included  except  for  sub¬ 
section  (a) (2) ) , 

“‘(2)  then  to  earnings  and  profits  at¬ 
tributable  to  amounts  included  in  gross  in¬ 
come  under  section  951(a)(1)(A)  (but  re¬ 
duced  by  amounts  not  included  under  sec¬ 
tion  951(a)(1)(B)  because  of  the  exclusion 
in  subsection  (a)(2),  and 

“‘(3)  then  to  other  earnings  and  profits. 

“  ‘(d)  Distributions  Excluded  From  Gross 
Income  Not  To  Be  Treated  as  Dividends. — 
Except  as  provided  in  section  959(a)  (3) ,  any 
distribution  excluded  from  gross  income  un¬ 
der  subsection  (a)  shall  be  treated,  for  pur¬ 
poses  of  this  chapter,  as  a  distribution  which 
is  not  a  dividend. 

“  ‘Sec.  959.  Special  Rules  for  Foreign  Tax 
Credit. 

“‘(a)  Taxes  Paid  by  a  Foreign  Corpora¬ 
tion. — 
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“  ‘  ( 1 )  General  rule. — For  purposes  of 
subpart  A  of  this  part,  if  there  is  included, 
under  section  951(a),  in  the  gross  income  of 
a  domestic  corporation  any  amount  attrib¬ 
utable  to  earnings  and  profits — 

“‘(A)  of  a  'oreign  corporation  at  least 
10  percent  of  the  voting  stock  of  which  is 
directly  owned  by  such  domestic  corpora¬ 
tion,  or 

‘“(B)  of  a  foreign  corporation  at  least 
50  percent  of  the  voting  stock  of  which  is 
directly  owned  by  a  foreign  corporation  at 
least  10  percent  of  the  voting  stock  of  which 
is  in  turn  directly  owned  by  such  domestic 
corporation, 

then,  under  regulations  prescribed  by  the 
Secretary  or  his  delegate,  such  domestic 
corporation  shall  be  deemed  to  have  paid  the 
same  proportion  of  the  total  income,  war 
profits,  and  excess  profits  taxes  paid  (or 
deemed  paid,  if  paragraph  (4)  applies)  by 
such  foreign  corporation  to  a  foreign 
country  or  possession  of  the  United  States 
for  the  taxable  year  which  the  amount  of 
earnings  and  profits  of  such  foreign  corpora¬ 
tion  so  included  in  gross  income  of  the  do¬ 
mestic  corporation  bears  to  the  entire 
amount  of  the  total  earnings  and  profits  of 
such  foreign  corporation  for  such  taxable 
year. 

“  ‘(2)  Taxes  previously  deemed  paid  by  do¬ 
mestic  corporation. — If  a  domestic  corpora¬ 
tion  receives  a  distribution  from  a  foreign 
corporation,  any  portion  of  which  is  ex¬ 
cluded  from  gross  income  under  section  958, 
the  income,  war  profits,  and  excess  profits 
taxes  paid  or  deemed  paid  by  such  for¬ 
eign  corporation  to  any  foreign  country  or 
to  any  possession  of  the  United  States  in 
connection  with  the  earnings  and  profits 
of  such  foreign  corporation  from  which  such 
distribution  is  made  shall  not  be  taken  into 
account  for  purposes  of  section  902,  to  the 
extent  such  taxes  were  deemed  paid  by  such 
domestic  corporation  under  paragraph  (1) 
for  any  prior  taxable  year. 

“  ‘(3)  Taxes  paid  by  foreign  corporation 
AND  NOT  PREVIOUSLY  DEEMED  PAID  BY  DOMESTIC 

corporation. — Any  portion  of  a  distribution 
from  a  foreign  corporation  received  by  a 
domestic  corporation  which  is  excluded  from 
gross  income  under  section  958(a)  shall  be 
treated  by  the  domestic  corporation  as  a 
dividend,  solely  for  purposes  of  taking  into 
account  under  section  902  any  income,  war 
profits,  or  excess  profits  taxes  paid  to  any 
foreign  country  or  to  any  possession  of  the 
United  States,  on  or  with  respect  to  the  ac¬ 
cumulated  profits  of  such  foreign  corpora¬ 
tion  from  which  such  distribution  is  made, 
which  were  not  deemed  paid  by  the  domestic 
corporation  under  paragraph  (1)  for  any 
prior  taxable  year. 

“‘(4)  Taxes  paid  by  a  foreign  subsid¬ 
iary. — If  subparagraph  (A)  of  paragraph  (1) 
applies  with  respect  to  an  amount  included 
in  gross  income  under  section  951(a)  for  a 
taxable  year,  then  such  amount  shall  be  con¬ 
sidered  a  dividend  for  purpose  of  the  ap¬ 
plication  of  section  902(b) . 

“  ‘  (5)  Inclusion  in  gross  income. — 

“  ‘For  inclusion  in  gross  income  of  amount 
equal  to  taxes  deemed  paid  under  paragraph 
( 1 ) ,  see  section  78. 

“‘(b)  Special  Rules  for  Foreign  Tax 
Credit  in  Year  of  Receipt  of  Previously 
Taxed  Earnings  and  Profits. — 

“‘(1)  Increase  in  section  904  limita¬ 
tion. — In  the  case  of  any  taxpayer  who — 

“  ‘(A)  either  (i)  chose  to  have  the  benefits 
of  subpart  A  of  this  part  for  a  taxable  year 
in  which  he  was  required  under  section  951 
(a)  to  include  in  his  gross  income  an  amount 
in  respect  of  a  controlled  foreign  corpora¬ 
tion,  or  (ii)  did  not  pay  or  accrue  for  such 
taxable  year  any  income,  war  profits,  or 
excess  profits  taxes  to  any  foreign  coun¬ 
try  or  to  any  possession  of  the  United  States, 
and 
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“  ‘(B)  chooses  to  have  the  benefits  of  sub¬ 
part  A  of  this  part  for  the  taxable  year  in 
which  he  receives  a  distribution  or  amount 
which  is  excluded  from  gross  income  under 
section  958(a)  and  which  is  attributable  to 
earnings  and  profits  of  the  controlled  for¬ 
eign  corporation  which  was  included  in  his 
gross  income  for  the  taxable  year  referred  to 
in  subparagraph  (A) ,  and 

“‘(C)  for  the  taxable  year  in  which  such 
distribution  or  amount  is  received,  pays,  or 
is  deemed  to  have  paid,  or  accrues  income, 
war  profits,  or  excess  profits  taxes  to  a  for¬ 
eign  country  or  to  any  possession  of  the 
United  States  with  respect  to  such  distribu¬ 
tion  or  amount, 

the  applicable  limitation  under  section  904 
for  the  taxable  year  in  which  such  distri¬ 
bution  or  amount  is  received  shall  be  in¬ 
creased  as  provided  in  paragraph  (2),  but 
such  increase  shall  not  exceed  the  amount 
of  such  taxes  paid,  or  deemed  paid,  or  ac¬ 
crued  with  respect  to  such  distribution  or 
amount. 

“  ‘(2)  Amount  op  increase— The  amount 
of  increase  of  the  applicable  limitation  un¬ 
der  section  904(a)  for  the  taxable  year  in 
which  the  distribution  or  amount  referred 
to  in  paragraph  (1)  (B)  is  received  shall  be 
an  amount  equal  to — 

“  ‘(A)  the  amount  by  which  the  applicable 
limitation  under  secton  904(a)  for  the  tax¬ 
able  year  referred  to  in  paragraph  (1)(A) 
was  increased  by  reason  of  the  inclusion  in 
gross  income  under  section  951(a)  of  the 
amount  in  respect  of  the  controlled  foreign 
corporation,  reduced  by 

“‘(B)  the  amount  of  any  income,  war 
profits,  and  excess  profits  taxes  paid,  or 
deemed  paid,  or  accrued  to  any  foreign 
country  or  possession  of  the  United  States 
which  were  allowable  as  a  credit  under  sec¬ 
tion  901  for  the  taxable  year  referred  to  in 
paragraph  (1)  (A)  and  which  would  not 
have  been  allowable  but  for  the  inclusion 
in  gross  income  of  the  amount  described  in 
subparagraph  (A). 

“  ‘(3)  Cases  in  which  taxes  not  to  be  al¬ 
lowed  as  deduction. — In  the  case  of  any  tax¬ 
payer  who — 

“  ‘(A)  chose  to  have  the  benefits  of  sub¬ 
part  A  of  this  part  for  a  taxable  year  in 
which  he  was  required  under  section  951(a) 
to  include  in  his  gross  Income  an  amount  in 
respect  of  a  controlled  foreign  corporation, 
and 

“  ‘(B)  does  not  choose  to  have  the  benefits 
of  subpart  A  of  this  part  for  the  taxable  year 
in  which  he  receives  a  distribution  or  amount 
which  is  excluded  from  gross  income  under 
section  958(a)  and  which  is  attributable  to 
earnings  and  profits  of  the  controlled  foreign 
corporation  which  was  included  in  his  gross 
income  for  the  taxable  year  referred  to  in 
subparagraph  (A), 

no  deduction  shall  be  allowed  under  section 
164  for  the  taxable  year  in  which  such  dis¬ 
tribution  or  amount  is  received  for  any  in¬ 
come,  war  profits,  or  excess  profits  taxes 
paid  or  accrued  to  any  foreign  country  or  to 
any  possession  of  the  United  States  on  or 
with  respect  to  such  distribution  or  amount. 

“  ‘(4)  Insufficient  taxable  income. — If  an 
increase  in  the  limitation  under  this  subsec¬ 
tion  exceeds  the  tax  imposed  by  this  chapter 
for  such  year,  the  amount  of  such  excess 
shall  be  deemed  an  overpayment  of  tax  for 
such  year. 

“‘Sec.  960.  Adjustments  to  Basis  of  Stock 
in  Controlled  Foreign  Corpo¬ 
ration  and  of  Other  Property. 

“  ‘(a)  Increase  in  Basis. — Under  regula¬ 
tions  prescribed  by  the  Secretary  or  his  dele¬ 
gate,  the  basis  of  a  United  States  share¬ 
holder’s  stock  in  a  controlled  foreign  corpo¬ 
ration,  and  the  basis  of  property  of  a  United 
States  shareholder  by  reason  of  which  he  is 
considered  under  section  957(a)  (2)  as  own¬ 
ing  stock  of  a  controlled  foreign  corporation, 


shall  be  increased  by  the  amount  required  to 
be  included  in  his  gross  income  under  sec¬ 
tion  951(a)  with  respect  to  such  stock  or 
with  respect  to  such  property,  as  the  case 
may  be,  but  only  to  the  extent  to  which  such 
amount  was  included  in  the  gross  income  of 
such  United  States  shareholder. 

“‘(b)  Reduction  in  Basis. — 

“  ‘(1)  In  general. — Under  regulations  pre¬ 
scribed  by  the  Secretary  or  his  delegate,  the 
adjusted  basis  of  stock  or  other  property 
with  respect  to  which  a  United  States  share¬ 
holder  or  a  United  States  person  receives  an 
amount  which  is  excluded  from  gross  in¬ 
come  under  section  958(a)  shall  be  reduced 
by  the  amount  so  excluded. 

“  ‘(2)  Amount  in  excess  of  basis.- — To  the 
extent  that  an  amount  excluded  from  gross 
income  under  section  958(a)  exceeds  the 
adjusted  basis  of  the  stock  or  other  property 
with  respect  to  which  it  is  received,  the 
amount  shall  be  treated  as  gain  from  the 
sale  or  exchange  of  property. 

“'Sec.  961.  Miscellaneous  Provisions. 

“‘(a)  Earnings  and  Profits. — For  pur¬ 
poses  of  this  subpart,  the  earnings  and  prof¬ 
its  of  any  foreign  corporation,  and  the  def¬ 
icit  in  earnings  and  profits  of  any  foreign 
corporation,  for  any  taxable  year  shall  be 
determined  according  to  rules  substantially 
similar  to  those  applicable  to  domestic  cor¬ 
porations,  under  regulations  prescribed  by 
the  Secretary  or  his  delegate. 

“‘(b)  Blocked  Foreign  Income. — Under 
regulations  prescribed  by  the  Secretary  or 
his  delegate,  no  part  of  the  earnings  and 
profits  of  a  controlled  foreign  corporation 
for  any  taxable  year  shall  be  included  in 
earnings  and  profits  for  purposes  of  sections 
952,  954,  and  955,  if  it  is  established  to  the 
satisfaction  of  the  Secretary  or  his  delegate 
that  such  part  could  not  have  been  distrib¬ 
uted  by  the  controlled  foreign  corporation 
to  United  States  shareholders  who  own 
(within  the  meaning  of  section  957(a) )  stock 
of  such  controlled  foreign  corporation  be¬ 
cause  of  currency  or  other  restrictions  or 
limitations  imposed  under  the  laws  of  any 
foreign  country. 

“‘(c)  Records  and  Accounts  of  United 
States  Shareholders. — The  Secretary  or  his 
delegate  may  by  regulations  require  each 
person  who  is,  or  has  been,  a  United  States 
shareholder  of  a  controlled  foreign  corpora¬ 
tion  to  maintain  such  records  and  accounts 
as  may  be  prescribed  by  such  regulations 
as  necessary  to  carry  out  the  provisions  of 
this  subpart. 

“  ‘Sec.  962.  Inclusion  in  Gross  Income  on 
Consolidated  Basis  of  Earn¬ 
ings  and  Profits. 

“‘(a)  General  Rule. — A  United  States 
shareholder  may  elect  to  include  in  gross 
income  under  section  951  on  a  consolidated 
basis  the  earnings  and  profits  (less  his  pro 
rata  share  of  deficits)  of  controlled  foreign 
corporations. 

“‘(b)  Regulations. — The  Secretary  or  his 
delegate  shall  prescribe  such  regulations  as 
he  may  deem  necessary  in  order  that  the 
tax  liability  with  respect  to  the  earnings  and 
profits  (less  deficits)  of  controlled  foreign 
corporations  for  which  the  election  provided 
for  under  subsection  (a)  is  exercised  and  of 
each  separate  corporation,  both  during  and 
after  the  period  of  such  consolidation,  may 
be  returned,  determined,  computed,  assessed, 
collected,  and  adjusted,  in  such  manner  as 
clearly  to  reflect  the  income  tax  liability  and 
the  various  factors  necessary  for  determina¬ 
tion  of  such  liability,  and  in  order  to  pre¬ 
sent  avoidance  of  such  tax  liability.’ 

“(b)  Technical  and  Clerical  Amend¬ 
ments. — 

“(1)  Section  551(b)  (relating  to  foreign 
personal  holding  company  income  included 
in  gross  income  of  United  States  sharehold¬ 
ers)  is  amended  by  adding  at  the  end  there¬ 
of  the  following  new  sentence:  ‘The  amount 


included  in  the  gross  income  of  any  United 
States  shareholder  for  any  taxable  year  un¬ 
der  the  preceding  sentence  shall  be  reduced 
by  such  shareholder’s  proportionate  share 
of  the  undistributed  personal  holding  com¬ 
pany  income  which  is  included  in  his  gross 
income  under  section  951(a)  (1)  (A)  (relating 
to  amounts  included  in  gross  income  of 
United  States  shareholders)  for  such  taxable 
year  as  his  pro  rata  share  of  the  earnings 
and  profits  of  the  company.’ 

“(2)  Section  901  (relating  to  foreign  tax 
credit)  is  amended  by  striking  out  ‘section 
902’  and  inserting  in  lieu  thereof  ‘sections 
902  and  960’. 

“(3)  Section  902(e)  is  amended  to  read 
as  follows: 

“‘(e)  Cross  References. — 

“‘(1)  For  application  of  subsections  (a) 
and  (b)  with  respect  to  taxes  deemed  paid 
in  a  prior  taxable  year  by  United  States 
shareholder  with  respect  to  a  controlled  for¬ 
eign  corporation,  see  section  960. 

“‘(2)  For  reduction  of  credit  with  re¬ 
spect  to  dividends  paid  out  of  accumulated 
profits  for  years  for  which  certain  informa¬ 
tion  is  not  furnished,  see  section  6038.’ 

“Section  904(f)  is  amended  to  read  as  fol¬ 
lows: 

“‘(f)  Cross  References. — 

“  ‘  ( 1 )  For  increase  of  applicable  limita¬ 
tion  under  subsection  (a)  for  taxes  paid 
with  respect  to  amounts  received  which  were 
included  in  the  gross  income  of  the  taxpayer 
for  a  prior  taxable  year  as  a  United  States 
shareholder  with  respect  to  a  controlled  for¬ 
eign  corporation,  see  section  960(b). 

“'(2)  For  special  rule  relating  to  the  ap¬ 
plication  of  the  credit  providing  by  section 
901  in  the  case  of  affiliated  groups  which  in¬ 
clude  Western  Hemisphere  trade  corpora¬ 
tions  for  years  in  which  the  limitation  pro¬ 
vided  by  subsection  (a)  (2)  applies,  see  sec¬ 
tion  1503(d).’ 

“(5)  The  table  of  subparts  for  part  III  of 
subchapter  N  of  chapter  1  is  amended  by 
adding  at  the  end  thereof  the  following: 

“  ‘subpart  f.  controlled  foreign 
corporations.’ 

“(6)  Section  1016(a)  (relating  to  adjust¬ 
ments  to  basis)  is  amended — 

“(A)  by  striking  out  the  period  at  the 
end  of  paragraph  (18)  and  inserting  in  lieu 
thereof  a  semicolon;  and 

“(B)  by  adding  after  paragraph  (18)  the 
following  new  paragraph : 

“‘(19)  to  the  extent  provided  in  section 
961  in  the  case  of  stock  in  controlled  foreign 
corporations  (or  foreign  corporations  which 
were  controlled  foreign  corporations)  and  of 
property  by  reason  of  which  a  person  is  con¬ 
sidered  as  owning  such  stock.’ 

“(c)  Effective  Date. — The  amendments 
made  by  this  section  shall  apply  with  respect 
to  taxable  years  of  foreign  corporations  be¬ 
ginning  after  December  31,  1962,  and  to  tax¬ 
able  years  of  United  States  shareholders 
within  which  or  with  which  such  taxable 
years  of  such  foreign  corporations  end.” 

Page  164,  after  line  18,  insert  the  following 
new  section: 

“Sec.  .  Sales  and  Exchanges  of  Patents, 
Etc.,  to  Certain  Foreign  Corpo¬ 
rations. 

“(a)  Treatment  of  Gain  as  Ordinary  In¬ 
come. — Part  IV  of  subchapter  P  of  chapter 
1  (relating  to  special  rules  for  determining 
capital  gains  and  losses)  is  amended  by  add¬ 
ing  after  section  1248  (as  added  by  section 
16  of  this  Act)  the  following  new  section: 

“  ‘Sec.  1249.  Gain  From  Certain  Sales  or 
Exchanges  of  Patents,  Etc., 
to  Foreign  Corporations. 

“  ‘(a)  General  Rules. — Gain  from  the  sale 
or  exchange  after  December  31,  1962,  of  a 
patent,  an  invention,  model,  or  design 
(whether  or  not  patented) ,  a  copyright,  a 
secret  formula  or  process,  or  any  other  similar 
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property  right  to  any  foreign  corporation  by 
any  United  States  person  (as  defined  in  sec¬ 
tion  7701(a)  (30))  which  controls  such  for¬ 
eign  corporation  shall,  if  such  gain  would 
(but  for  the  provisions  of  this  subsection)  be 
gain  from  the  sale  or  exchange  of  a  capital 
asset  or  of  property  described  in  section  1231, 
be  considered  as  gain  from  the  sale  or  ex¬ 
change  of  property  which  is  neither  a  capital 
asset  nor  property  described  in  section  1231. 

“  ‘(b)  Control. — For  purposes  of  subsec¬ 
tion  (a),  control  means,  with  respect  to  any 
foreign  corporation,  the  ownership,  directly 
or  indirectly,  of  stock  possessing  more  than 
50  percent  of  the  total  combined  voting  power 
of  all  classes  of  stock  entitled  to  vote.  For 
purposes  of  this  subsection,  the  rules  for 
determining  ownership  of  stock  prescribed 
by  section  957  shall  apply. 

“  ‘(c)  Other  Transfers  of  Patent  Rights, 
etc.,  to  Foreign  Corporations. — 

“  ‘For  allocation,  etc.,  of  income  by  the 
Secretary  or  his  delegate,  in  case  of  corpora¬ 
tions  owned  or  controlled  directly  or  indi¬ 
rectly  by  the  same  interests,  see  section 
482(a).’ 

“(b)  Clerical  Amendment. — The  table  of 
sections  for  such  part  IV  is  amended  by 
adding  at  the  end  thereof  the  following: 

“  ‘Sec.  1249.  Gain  from  certain  sales  or 
exchanges  of  patents,  etc.,  to  foreign  corpora¬ 
tions.’ 

"(c)  Effective  Date. — The  amendments 
made  by  this  section  shall  apply  to  taxable 
years  beginning  after  December  31,  1962.” 

Mr.  GORE.  Mr.  President,  this 
amendment  is  the  identical  text  pre¬ 
sented  to  the  Committee  on  Finance  by 
the  Secretary  of  the  Treasury.  It  pro¬ 
poses  to  require  the  annual  payment  of 
taxes  by  U.S.  taxpayers  on  profits  earned 
in  foreign  countries  through  foreign 
corporations  controlled  by  U.S.  taxpay¬ 
ers  or  foreign  subsidiaries  of  U.S.  corpo¬ 
rations. 

I  have  already  spoken  at  considerable 
length  on  this  subject  in  the  debate  on 
the  pending  bill.  Earlier  this  year  I 
made  a  series  of  four  major  addresses 
on  this  subject.  Therefore,  my  views  are 
well  known  to  the  Senate  and  are  clearly 
a  matter  of  record.  It  seems  to  me  that 
this  makes  it  unnecessary  to  debate  the 
amendment  at  great  length,  unless  Sen¬ 
ators  have  questions  or  unless  state¬ 
ments  are  made  which  require  refuta¬ 
tion  or  answer. 

Existing  tax  law  gives  many  advan¬ 
tages  to  business  operations  in  foreign 
countries. 

One  of  the  factors  now  at  work  to 
draw  economic  activities  abroad  and 
keep  them  there  is  the  tax  magnet,  the 
tax  advantage,  the  tax  subsidy  existing 
in  present  U.S.  law  which  favors  opera¬ 
tions  in  countries  other  than  our  own. 
This  is  not  the  only  force  at  work,  of 
course;  but  it  is  one  about  which  Con¬ 
gress  can  do  something  effective  at  this 
session  and  in  this  bill.  The  pending 
bill  contains  many  provisions  affecting 
the  taxation  of  income  and  profits 
earned  abroad.  Many  of  these  provi¬ 
sions  are  meritorious  and  deserve  sup¬ 
port.  The  major  deficiency  in  the  bill 
in  this  respect  is  that  it  does  not  go  far 
enough  to  do  the  job  effectively. 

The  pending  amendment  is  a  substi¬ 
tute  for  section  12.  As  I  have  said,  it 
is  identical  to  the  provision  which  the 
Treasury  Department  drafted.  It  fol¬ 
lows  the  recommendation  of  President 
Kennedy.  It  was  submitted  to  the  Fi¬ 


nance  Committee  by  Secretary  Dillion; 
and  I  introduced  the  amendment  as  a 
bill,  after  it  had  bene  presented  to  the 
Senate  Finance  Committee. 

Section  12  is  the  principal  section 
dealing  with  the  taxation  of  foreign  op¬ 
erations.  As  now  drafted  and  included 
in  the  bill,  it  is  a  purely  tax-haven  ap¬ 
proach  to  the  problem.  It  is  good  as  far 
as  it  goes,  and  would  do  about  half  the 
job  which  needs  to  be  done.  I  wish  to 
express  gratitude  that  Congress  is,  on 
this  subject,  at  least  going  in  the  right 
direction,  finally.  Only  2  years  ago  a 
bill,  identified  as  H.R.  5,  was  nearing  en¬ 
actment;  and  it  would  have  created  a 
greater  tax  subsidy  and  would  have  pro¬ 
vided  greater  incentive  for  the  move¬ 
ment  of  American  industry  and  the 
making  of  investments  by  American  in¬ 
terests  abroad.  However,  now  that  the 
Congress  is  proceeding  in  the  right  di¬ 
rection,  we  must  do  an  effective  job. 
Half  a  loaf  is  not  enough,  when  the  full 
loaf  is  attainable. 

My  amendment  strikes  directly  at  the 
heart  of  the  entire  question  of  the  de¬ 
ferral  of  payment  of  U.S.  income  taxes. 
As  the  law  now  stands,  U.S.  income 
taxes  on  profits  earned  abroad 
through  foreign  corporations  may  be  in¬ 
definitely  or  even  permanently  post¬ 
poned.  In  the  case  of  a  foreign  sub¬ 
sidiary  corporation  organized  in  a  tax- 
haven  country,  this  may  amount  to  vir¬ 
tual  forgiveness  of  all  income  taxes,  both 
United  States  and  foreign.  Even  in  non¬ 
tax-haven  countries,  tax  favors  such  as 
those  now  being  given  in  southern  Italy 
and  elsewhere  may  eliminate  all  income 
taxes  for  several  years,  until  the  opera¬ 
tion  concerned  has  grown  and  matured 
through  reinvestment  of  tax-free  earn¬ 
ings.  As  I  have  said,  the  tax -haven  ap¬ 
proach  embodied  in  the  bill,  while  ac¬ 
complishing  something,  is  far  from 
sufficient.  We  should,  and  I  think  we 
must,  do  more.  What  we  must  do  if  we 
are  to  make  progress  toward  a  real  solu¬ 
tion  of  this  problem  is  to  strike  directly 
at  the  deferral  privilege  in  our  own  tax 
law,  so  that  U.S.  taxpayers  are  taxed 
annually  on  the  profits  they  realize 
through  their  foreign  investments  in 
technically  foreign  corporations  which 
they  control. 

The  Secretary  of  the  Treasury  has 
agreed  that  anything  short  of  this 
world  be  but  “piddling”  with  the  job.  I 
call  the  testimony  of  Secretary  Dillon 
on  this  point  to  the  attention  of  the 
Senate. 

The  President  of  the  United  States,  in 
his  message  to  Congress  on  April  20, 
1961,  said: 

I,  therefore,  recommend  that  legislation  be 
adopted  which  would,  after  a  two-step  tran¬ 
sitional  period,  tax  each  year  American  cor¬ 
porations  on  their  current  share  of  the 
undistributed  profits  realized  in  that  year 
by  subsidiary  corporations  organized  in 
economically  advanced  countries.  This  cur¬ 
rent  taxation  would  also  apply  to  individual 
shareholders  of  closely  held  corporations  in 
those  countries. 

So,  Mr.  President,  we  have  the  request 
and  the  recommendation  of  President 
Kennedy,  and  we  have  the  testimony  of 
the  Secretary  of  the  Treasury,  Douglas 
Dillon;  and  the  Senate  has  before  it  an 
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amendment— drafted  by  the  Treasury 
Department — to  implement  the  recom¬ 
mendations  of  the  President  and  the 
Secretary  of  the  Treasury. 

I  ask  the  Senate  to  adopt  it.  I  think 
it  is  a  good  provision.  It  will  eliminate 
the  tax  subsidy  for  the  movement  of 
business  and  industry  and  jobs  abroad. 

As  I  have  said,  the  pending  amend¬ 
ment  does  exactly  what  President  Ken¬ 
nedy  sought  and  requested.  The  bill  as 
it  has  come  to  the  Senate  from  the  Sen¬ 
ate  Finance  Committee  falls  far  short 
of  this  desirable  end.  The  concern  of 
American  citizens  with  the  flight  abroad 
of  business  and  jobs  and  capital  is  a  deep 
one,  and  this  is  a  serious  problem.  The 
outflow  of  capital  adversely  affects  the 
national  interest.  It  creates  a  severe 
balance-of-payments  problem;  and  it  is 
one  of  the  big  factors  creating  widespread 
unemployment  in  our  country. 

To  illustrate  the  concern  of  working 
men  and  women,  I  wish  to  read  to  the 
Senate  a  telegram  which  I  received  to¬ 
day  from  Mr.  George  Meany,  president 
of  AFL-CIO.  I  believe  other  Members 
of  the  Senate  received  an  identical  tele¬ 
gram. 

Senator  Gore:  AFT— CIO  firmly  believes 
that  Gore  amendment  on  foreign  income  is 
essential  to  tax  equity  and  to  prevent  export 
of  jobs  of  American  workers.  Finance  Com¬ 
mittee  bill  continues  practice  of  subsidizing 
oversea  investment  through  tax  incentives. 
Therefore  our  tax  laws  are  subsidizing  manu¬ 
facture  of  products  abroad  instead  of  in  the 
United  States,  cutting  exports  and  eliminat¬ 
ing  American  jobs.  Gore  amendment  would 
not  prevent  foreign  investment.  It  would 
merely  remove  the  tax  incentive  to  such 
investment.  I  therefore  urge  you  to  vote 
for  the  Gore  foreign  income  amendment. 

George  Meant, 
President,  AFL-CIO. 

The  amendment  to  which  this  tele¬ 
gram  refers  is  now  pending  at  the  desk, 
and  upon  this  amendment  we  shall  soon 
have  a  vote.  The  amendment  provides 
that  those  U.S.  taxpayers  who  own  as 
much  as  10  percent  of  the  stock  of  a  for¬ 
eign  corporation  which  is  controlled  by 
-these  American  taxpayers  will  be  taxed 
each  year  on  their  share  of  the  profits 
made  by  these  foreign  corporations. 

As  President  Kennedy  has  recom¬ 
mended,  this  amendment  provides  for 
an  exception  in  the  case  of  a  corpora¬ 
tion  doing  business  in  an  underdevel¬ 
oped  country  unless  most  of  the  income 
of  that  corporation  is  of  a  tax  haven 
type. 

For  the  benefit  of  those  who  have  not 
had  an  opportunity  to  study  the  pro¬ 
visions  of  this  amendment,  let  me  give 
a  few  additional  details.  Under  this 
amendment,  deferral  of  taxes  of  U.S. 
taxpayers  based  on  the  income  of  con¬ 
trolled  foreign  corporations,  as  defined 
in  the  amendment,  would  be  eliminated 
except,  as  I  have  noted,  with  regard  to 
certain  corporations  operating  legiti¬ 
mately  in  underdeveloped  countries. 

This  approach  to  the  problem  is,  of 
course,  a  more  direct  and  all-inclusive 
approach  than  that  contained  in  section 
12  of  the  pending  bill,  which  is  aimed, 
as  I  have  said,  merely  at  tax-haven 
operations. 

I  submit  that  the  tax-haven-operation 
approach  will  do  only  about  50  percent 
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of  the  job  which  needs  to  be  done  if  we 
are  going  to  put  our  tax  laws  in  a  posi¬ 
tion  of  neutrality  with  respect  to  domes¬ 
tic  and  foreign  operations  of  U.S.  inter¬ 
ests. 

This  amendment  would  affect  only 
foreign  operations  which  are  in  fact  con¬ 
trolled  by  American  interests.  A  “con¬ 
trolled  foreign  corporation”  is  defined 
as  one  which  is  more  than  50  percent 
owned  by  U.S.  taxpayers  each  of  whom 
owns  at  least  10  percent  of  the  stock  of 
the  foreign  corporation.  As  I  have 
stated,  an  exception  is  made  for  legiti¬ 
mate  operations  in  underdeveloped 
countries,  and  in  this  respect  the 
amendment  pretty  well  follows  section 
12  of  the  bill. 

The  tax-haven  operations,  even  in 
underdeveloped  countries,  however,  are 
included  in  operations  to  be  taxed  cur¬ 
rently  by  providing  that  a  “less-devel¬ 
oped-country  corporation”  must  not 
receive  a  sizable  amount  of  its  income 
from  the  typical  tax-haven  activities — 
that  is,  base-company  income. 

The  amendment  has  been  carefully 
drafted  by  technicians  in  the  Treasury 
Department  in  consultation  with  our 
own  experts  here  on  the  Hill.  It  has 
been  reworked  several  times  since  it  was 
first  drafted  at  my  request  more  than 
a  year  ago.  So  it  comes,  I  believe,  as  a 
carefully  drawn  measure,  with  the 
recommendation  and  endorsement  of 
President  Kennedy  and  Secretary  Dillon. 

As  Mr.  Meany’s  telegram  points  out, 
my  amendment  in  no  way  seeks  to  pre¬ 
vent  U.S.  citizens  from  investing  their 
capital  abroad,  in  whatever  amounts 
they  please.  Perhaps  the  Congress 
should  consider  placing  the  export  of 
capital  under  some  reasonable  regula¬ 
tion,  but  that  question  is  not  now  before 
the  Senate.  My  amendment  does  not 
propose  that. 

All  that  my  amendment  would  do 
would  be  to  require  the  U.S.  owners  of 
foreign  corporate  subsidiaries  and  for¬ 
eign  corporations  controlled  by  Amer¬ 
ican  taxpayers  to  be  amenable,  on  an  an¬ 
nual  basis,  to  the  tax  laws  of  the  United 
States.  In  other  words,  the  income  from 
such  corporations  to  the  U.S.  taxpayer 
who  owns  and  controls  such  foreign  cor¬ 
porations  would  be  taxable  on  an  annual 
basis. 

Annual  payment  of  taxes  is  not  an 
innovation,  Madam  President,  and  every 
American  taxpayer  whose  income  is 
earned  in  the  United  States  must  pay 
such  taxes  annually.  Why  should  we 
permit  a  corporation  that  builds  up  in¬ 
dustry  abroad  through  a  technically  for¬ 
eign  subsidiary  and  earns  a  profit  in 
doing  so  to  defer  the  payment  of  its  taxes 
until  such  time  as  it  may  suit  the  pur¬ 
poses  and  desires  of  such  corporation? 

I  do  not  know  why  we  should  discrim¬ 
inate  against  an  American  citizen  or 
corporation  who  invests  in  economic  and 
industrial  development  in  the  United 
States.  Conversely,  I  do  not  see  either 
the  sense  or  justice  in  rewarding  one 
with  a  tax  favor  who  builds  an  industry 
and  makes  jobs  in  other  countries. 

Let  me  repeat  and  make  perfectly  plain 
that  my  amendment  would  not  prevent 
any  American  taxpayer  from  investing 
to  his  heart’s  content  in  a  foreign  coun¬ 


try,  but  I  do  respectfully  submit  that 
I  do  not  think  we  should  continue  to 
reward  him  for  doing  so  by  means  of 
favored  tax  treatment. 

There  may  have  been  a  time  when  our 
national  interest  was  served  by  encour¬ 
aging  the  investment  of  American  cap¬ 
ital  abroad.  I  refer  particularly  to  West¬ 
ern  Europe,  in  its  wartorn  condition  dur¬ 
ing  the  period  following  World  War  II. 
But  that  period  has  passed.  Now  busi¬ 
ness  activity  in  Western  Europe  is  grow¬ 
ing  at  2  V2  times  the  rate  of  economic 
growth  of  the  United  States.  It  is  to 
Western  Europe  that  much  of  our  mi¬ 
grating  capital  is  flowing,  and  most  of 
this  flow  to  Europe  goes  into  manufac¬ 
turing  establishments. 

We  are  now  beginning  to  get  the  back¬ 
wash  of  imports  into  the  United  States 
of  goods  manufactured  abroad  by  corpo¬ 
rations  financed  by  American  capital, 
employing  American  know-how,  using 
well-known  and  well-established  Amer¬ 
ican  trade  names  and  brands. 

The  most  difficult  competition  which 
an  American  businessman  faces  comes 
from  imports  of  goods  manufactured  by 
American  capital  with  American  know¬ 
how  abroad,  bearing  a  trade  name  which 
has  long  been  established  in  our  country. 

Mr.  MORSE.  Madam  President,  will 
the  Senator  yield? 

The  PRESIDING  OFFICER.  (Mrs. 
Netjberger  in  the  chair) .  Does  the 
Senator  yield? 

Mr.  GORE.  I  yield. 

Mr.  MORSE.  I  am  glad  the  Senator 
from  Tennessee  is  emphasizing  this 
point  again,  because  it  needs  to  be  em¬ 
phasized  over  and  over.  I  should  like 
to  have  my  Democratic  Party  know  that 
there  is  a  growing  resentment  against 
Democratic  Party  policy  in  regard  to 
this  matter,  as  manifested  in  this  bill 
and  as  illustrated  by  the  Senator  from 
Tennessee  in  the  point  he  is  now  mak¬ 
ing. 

What  we  are  doing,  in  effect,  is  ex¬ 
porting  American  jobs  abroad,  to  the 
great  detriment  and  economic  hardship 
of  American  labor,  American  farmers, 
and  of  American  consumers  generally. 

I  wish  to  cite  two  industries  in  which 
this  is  particularly  notorious  at  the  pres¬ 
ent  time.  The  first  is  the  movie  indus¬ 
try.  This  has  brought  a  great  depres¬ 
sion  to  the  movie  industry  of  this  coun¬ 
try,  as  American  investors  go  abroad 
filming  movies  and  bringing  them  to  the 
United  States,  further  depressing  our 
movie  industry.  The  other  is  the  music 
industry,  in  regard  to  musical  produc¬ 
tions  and  the  development  of  records, 
as  a  result  of  which  a  great  many  musi¬ 
cians  in  this  country  are  out  of  work. 

I  am  one  Democrat  who  leaves  the 
party  on  this  issue.  That  does  not  mean 
I  leave  the  party — I  leave  it  on  this  issue, 
because  the  Democratic  Party,  in  my 
judgment,  is  dead  wrong.  I  do  not  know 
why  we  should  play  the  Republicans’ 
game  for  them. 

Mr.  GORE.  I  wish  to  point  out  to 
my  distinguished  friend  that  the  amend¬ 
ment  I  have  offered,  which  is  now  pend¬ 
ing,  was  recommended  by  President  Ken¬ 
nedy.  It  was  drafted  by  the  Treasury 
Department.  It  was  submitted  to  the 
Senate  Finance  Committee.  This  is  what 
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the  administration  requested,  recom¬ 
mended,  and  desired. 

I  take  it  that  the  Senator’s  remark 
with  respect  to  the  Democratic  Party 
applies  not  to  the  original  recommenda¬ 
tion  by  President  Kennedy,  but  to  the 
bill  recommended  by  the  Finance  Com¬ 
mittee,  which  is  now  before  the  Senate. 

Mi’.  MORSE.  And  to  the  President’s 
support  of  the  bill  now  before  the  Sen¬ 
ate. 

Mr.  GORE.  I  was  hoping  that  before 
the  vote  the  President  might  again  re¬ 
quest  the  Congress  to  do  an  effective  job 
with  respect  to  removing  the  preferen¬ 
tial  tax  treatment  of  income  earned 
abroad.  I  must  say  that  I  know  of  no 
official  record  which  shows  that  either 
the  President  or  the  Secretary  of  the 
Treasury  supports  the  provisions  of  sec¬ 
tion  12  of  the  pending  bill. 

Mr.  MORSE.  Madam  President,  will 
the  Senator  yield? 

Mr.  GORE.  I  will  yield  in  a  moment. 

I  read  in  the  newspapers  that  the 
terms  of  the  pending  bill  have  the  tacit 
support  of  the  administration,  whatever 
that  means.  But  I  am  going  by  the  rec¬ 
ord.  We  have  seen  the  President’s  rec¬ 
ommendations.  We  have  heard  the  tes¬ 
timony  by  the  Secretary  of  the  Treas¬ 
ury  in  support  of  those  recommenda¬ 
tions.  We  have  before  us  the  text  of 
the  amendment  presented  by  the  admin¬ 
istration. 

Now  I  yield  to  the  Senator. 

Mr.  MORSE.  Is  the  Senator  from 
Tennessee  laboring  under  any  mistaken 
notion  that  the  President  of  the  United 
States  does  not  know  the  Senate  is  about 
to  have  a  third  reading  of  this  bill? 

Mr.  GORE.  I  am  sure  the  President 
is  perfectly  aware  of  the  progress  of  this 
proposed  legislation. 

Mr.  MORSE.  The  bill  has  been  under 
debate  in  the  Senate  for  a  good  many 
days,  has  it  not? 

Mr.  GORE.  Yes,  indeed. 

Mr.  MORSE.  The  Secretary  of  the 
Treasury  and  the  President  of  the 
United  States  have  been  in  Washington, 
D.C.,  most  of  that  time,  have  they  not? 

Mr.  GORE.  Yes. 

Mr  MORSE.  Does  the  Senator  have 
any  indication  of  any  message  which 
has  been  brought  to  us,  directly  or  indi¬ 
rectly,  officially  or  unofficially,  of  any 
disapproval  by  the  President  or  by  the 
Secretary  of  the  Treasury  of  this  bill? 

Mr.  GORE.  No.  On  the  other  hand, 
I  know  of  no  record  indicating  any  dis¬ 
approval  of  the  amendment  which  I  have 
offered. 

Mr.  MORSE.  I  shall  vote  for  the 
Senator’s  amendment,  but  I  wish  to  state 
that  I  have  recently  returned  from  my 
State.  I  want  the  President  of  the 
United  States  to  know  that,  in  my  judg¬ 
ment,  the  overwhelming  majority  of  the 
people  of  my  State  will  have  none  of 
this  bill,  as  they  will  have  none  of  the 
satellite  bill  and  as  they  will  have  none 
of  a  whole  series  of  mistakes  being  made 
in  recent  weeks  in  regard  to  legislation 
before  the  Senate. 

Mr.  GORE.  Madam  President,  the 
senior  Senator  from  Oregon  referred  to 
the  movie  industry.  I  recently  read  an 
advertisement  of  a  movie  in  a  Wash¬ 
ington,  D.C.  newspaper.  A  statement 
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was  made  in  the  advertisement  that  this 
was  the  first  major  movie  which  had 
been  made  in  Hollywood  in  a  long  while. 
I  do  not  remember  the  exact  time,  but 
I  believe  it  was  5  years. 

The  senior  Senator  from  California  on 
the  floor  of  the  Senate  only  a  few  days 
ago  referred  to  Hollywood  as  a  ghost 
city. 

Mr.  MORSE.  Madam  President,  will 
the  Senator  yield? 

Mr.  GORE.  I  yield. 

Mr.  MORSE.  I  was  about  to  say  that 
in  my  part  of  the  country  we  have  some 
old  western  ghost  towns.  Not  so  long 
ago  I  went  through  the  movie  sets  of 
Hollywood.  I  think  it  is  quite  appropri¬ 
ate  to  refer  to  them  as  the  ghost  town 
part  of  Hollywood. 

Mr.  GORE.  This  result  has  not  oc¬ 
curred  because  movies  are  not  being 
made.  It  is  because  the  industry  has 
moved  abroad  almost  en  masse  as  a  re¬ 
sult  of  our  faulty  tax  laws.  I  propose  to 
correct  that. 

Madam  President,  this  issue  is  of  far 
greater  importance  than  the  movie  in¬ 
dustry,  important  as  that  is,  or  than  the 
recording  industry,  important  as  that  is. 

Last  year,  in  the  12-month  period,  $4  y2 
billion  of  American  capital  was  invested 
abroad,  including  retained  earnings,  de¬ 
preciation  allowances,  and  new  money,  a 
large  part  in  manufacturing  facilities. 
Meanwhile,  the  Senate  was  considering 
and  passing  a  bill  to  help  economically 
distressed  areas  in  the  United  States. 
West  Virginia  was  cited  as  were  other 
States.  There  are  many  depressed  com¬ 
munities  in  my  own  State.  That  law  has 
not  yet  been  too  successful  in  relieving 
the  stringent  economic  conditions  in 
many  areas  of  the  United  States  which 
are  in  economic  distress. 

What  would  the  $4%  billion  have  ac¬ 
complished  if  invested  in  the  United 
States?  The  bill  contains  a  provision 
known  as  the  investment  credit.  It  is 
estimated  that  the  provision  would  pro¬ 
vide  $1,300  million  per  year  in  tax  re¬ 
duction  to  American  business.  Invest¬ 
ment  credit  is  advocated  on  the  ground 
that  the  great  incentive  of  $1,300  mil¬ 
lion  in  tax  reduction  would  stimulate  our 
economy,  solve  our  unemployment  prob¬ 
lem,  and  generate  economic  activity  that 
would  swell  the  tax  revenues  of  the 
Government.  Compare  that  $1,300  mil¬ 
lion  with  the  $4%  billion  of  Ameri¬ 
can  capital  that  was  invested  abroad  last 
year. 

The  Senate  by  overwhelming  vote  has 
approved  the  investment  credit.  I  ask 
it  to  vote  to  eliminate  the  tax  incentive 
for  investments  abroad.  As  I  have  said 
many  times,  I  know  that  there  are  other 
inducements  that  entice  American  cap¬ 
ital  into  other  counrties.  The  Congress 
has  no  jurisdiction  over  the  actions  and 
the  policies  of  other  countries.  But  we 
do  have  jurisdiction  over  the  tax  policies 
and  the  tax  laws  of  the  United  States. 

I  am  asking  that  we  repeal  the  provi¬ 
sion  that  grants  deferral  of  taxes  on  in¬ 
come  and  profits  earned  abroad  until 
such  income  has  been  repatriated  to  the 
United  States.  I  shall  not  now  speak  at 
great  length. 

I  call  to  the  attention  of  Senators  the 
addresses  which  I  have  previously  made 


on  the  subject.  It  is  a  subject  to  which 
I  have  been  devoting  concentrated  study 
for  almost  3  years.  I  belive  I  have 
learned  a  good  deal  about  the  problem. 
It  is  a  serious  one. 

Some  people  think  that  the  proposal 
of  the  President  and  the  junior  Senator 
from  Tennessee  would  lead  to  economic 
isolation.  Madam  President,  nothing 
could  be  further  from  the  truth.  The 
amendment  is  on  all  fours  with  the  reci¬ 
procal  trade  program.  The  reciprocal 
trade  program  proposes  to  eliminate  ob¬ 
stacles  and  barriers,  insofar  as  prac¬ 
tical,  to  the  even  flow  of  commerce  be¬ 
tween  and  among  nations.  The  pending 
amendment  which  I  have  offered  pro¬ 
poses  to  remove  an  incentive  for  a  flow 
in  one  direction,  a  subsidy  for  the  out¬ 
flow  of  U.S.  capital. 

There  are  many  communities  in 
America  that  would  be  very  happy  if 
some  foreign  capital  were  invested  in 
their  home  communities.  It  would  pro¬ 
vide  jobs,  profits,  economic  activity,  the 
upbuilding  of  the  State  and  the  locality, 
and  swell  the  revenues  of  the  U.S. 
Treasury. 

The  same  thing  happens  in  foreign 
communities  when  American  investment 
is  made  in  manufacturing  facilities 
abroad.  The  Ford  Motor  Co.  has  130,000 
employees  in  other  countries.  This  will 
indicate  the  magnitude  of  the  problem. 

I  hope  that  the  Senate  will  ponder  the 
issue.  It  goes  to  the  very  heart  of  the 
balance-of -payments  problem,  which  is 
serious.  It  goes  to  the  heart  of  the  ex¬ 
port  of  business,  industry,  and  jobs.  It 
goes  to  the  heart  of  America’s  unem¬ 
ployment  problem.  I  do  not  claim  that 
the  enactment  of  my  amendment  would 
provide  a  complete  solution  to  any  of 
these  problems.  But  it  would  help  all 
three.  It  is  within  the  jurisdiction  and 
the  power  of  the  United  States  to  put 
into  execution  the  provisions  of  the 
amendment,  which  I  think  would  be 
very  helpful. 

Later  I  shall  suggest  the  absence  of  a 
quorum.  I  shall  ask  for  a  yea-and-nay 
vote  on  the  amendment,  after  debate 
has  been  concluded. 

Mr.  MANSFIELD.  Madam  President, 
would  the  Senator  from  Tennessee  be 
agreeable  to  vote  on  the  amendment  at  a 
time  certain? 

Mr.  GORE.  What  time  limit  would 
the  Senator  suggest? 

Mr.  MANSFIELD.  I  would  suggest 
that  at  2  o’clock  there  be  a  quorum  call, 
and  immediately  afterward,  the  vote. 

Mr.  GORE.  Not  later  than  2.  Would 
the  Senator  reserve  for  me  the  last  5 
minutes  in  case  I  desire  it? 

Mr.  MANSFIELD.  If  that  would  be 
agreeable,  I  should  like  to  make  a  unani¬ 
mous-consent  request  that  there  be  a 
quorum  call  at  2  o’clock,  and  that  im¬ 
mediately  after  the  quorum  call,  the  yeas 
and  nays  would  be  asked  for,  and  that 
the - 

Mr.  KERR.  Madam  President,  will 
the  Senator  yield? 

Mr.  MANSFIELD.  I  yield. 

Mr.  KERR.  And  that  the  time  there¬ 
after  be  divided  5  minutes  to  a  side,  and 
the  Senator  from  Tennessee  may  have 
the  remaining  time. 
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Mr.  MANSFIELD.  No,  the  last  5 
minutes  before  the  quorum  call. 

Mr.  GORE.  I  like  the  suggestion  of 
the  senior  Senator  from  Oklahoma  bet¬ 
ter.  After  the  quorum  is  present,  per¬ 
haps  the  senior  Senator  from  Oklahoma 
and  I  could  exchange  views  that  might 
be  helpful. 

Mr.  MANSFIELD.  Madam  Presi¬ 
dent,  I  ask  unanimous  consent  that,  at 
the  conclusion  of  a  quorum  call  to  be 
instituted,  there  be  20  minutes  allotted 
for  debate  on  the  amendment,  10  min¬ 
utes  to  each  side,  the  time  to  be  equally 
divided  between  the  Senator  from  Ten¬ 
nessee  [Mr.  Gore]  and  the  Senator  from 
Oklahoma  [Mr.  Kerr], 

The  PRESIDING  OFFICER.  Is  there 
objection?  The  Chair  hears  none,  and 
it  is  so  ordered. 

Mr.  MANSFIELD.  Madam  President, 

I  suggest  the  absence  of  a  quorum. 

The  PRESIDING  OFFICER.  The 
clerk  will  call  the  roll. 

The  Chief  Clerk  proceeded  to  cail  the 
roll. 

Mr.  MANSFIELD.  Mr.  President,  I 
ask  unanimous  consent  that  the  order 
for  the  quorum  call  be  rescinded. 

The  PRESIDING  OFFICER  (Mr.  Bur¬ 
dick  in  the  chair).  Without  objection, 
it  is  so  ordered. 

Mr.  MANSFIELD.  Mr.  President,  in 
view  of  the  unusual  circumstances — and 
not  to  set  a  precedent — I  ask  unanimous 
consent  that  the  yeas  and  nays  may  be 
ordered  on  the  Gore  amendment. 

The  PRESIDING  OFFICER.  Is  there 
objection?  The  Chair  hears  none,  and 
it  is  so  ordered. 

Mr.  MANSFIELD.  I  wish  to  state 
again  to  the  Senate  that  this  is  not  to 
be  considered  a  precedent. 

The  PRESIDING  OFFICER.  The 
time  for  debate  is  under  control,  with 
10  minutes  allotted  to  each  side. 

Mr.  KERR.  Do  the  10  minutes  on 
each  side  prior  to  the  vote  start  now? 

The  PRESIDING  OFFICER.  The 
Senator  is  correct. 

Mr.  KERR.  I  yield  myself  5  minutes. 

I  hope  the  amendment  offered  by  the 
Senator  from  Tennessee  [Mr.  Gore]  and 
the  Senator  from  Illinois  [Mr.  Douglas] 
may  be  resoundingly  defeated.  I  really 
wish  that  every  Member  of  the  Senate 
could  hear  the  Senator  from  Tennessee 
relate  in  complete  detail  what  is  con¬ 
tained  in  the  amendment.  Could  he  do 
so,  no  remarks  would  be  necessary  in 
opposition  to  it. 

The  amendment  seeks  to  go  com¬ 
pletely  contrary  to  the  basic  concept 
of  the  income  tax  law,  which  has  long 
been  the  foundation  pillar  in  our  tax 
structure.  Under  our  income  tax  law, 
income  is  taxed  when  received  by  the  in¬ 
dividual  receiving  it.  The  Senator  from 
Tennessee  made  a  statement  that  I  was 
surprised  to  hear  him  make.  He  said 
every  taxpayer  of  the  United  States  must 
pay  such  taxes  annually  as  earned  as  the 
Senator  seeks  to  reach  in  this  amend¬ 
ment. 

If  I  know  anything  about  the  income 
tax  law,  and  if  I  know  anything  about 
what  is  in  the  amendment  of  the  Sen¬ 
ator  from  Tennessee  and  the  Senator 
from  Illinois,  that  statement  cannot  be 
supported  by  the  provisions  of  either. 


CONGRESSIONAL  RECORD  —  SENATE 


17468 

Certainly  it  cannot  be  supported  by  the 
provisions  of  the  income  tax  law,  be¬ 
cause  under  the  income  tax  law  a  stock¬ 
holder  pays  taxes  on  his  dividends  when 
he  receives  them.  He  does  not  pay  taxes 
as  the  corporation  in  which  he  owns 
stock  earns  money.  He  does  not  pay 
his  taxes  until  that  corporation  has 
passed  those  earnings  on  to  its  stock¬ 
holders. 

The  Senator  from  Tennessee  is  of  the 
opinion — I  know  he  is  because  he  said 
so — his  amendment  would  stop  the  ex¬ 
porting  of  jobs;  that  his  amendment 
wTould  stop  investment  by  Americans  in 
foreign  manufacturing  corporations. 

In  my  judgment,  the  Senator  from 
Tennessee  could  not  be  in  greater  error. 
In  my  considered  judgment,  all  that  his 
amendment  would  do  would  be  to  change 
the  investment  by  Americans,  so  far  as 
they  sought  and  desired  to  make  invest¬ 
ments  in  corporations  doing  business 
abroad,  from  corporations  controlled  by 
American  stockholders  to  corporations 
controlled  by  foreign  stockholders. 

Drastic  as  his  amendment  is,  it  does 
not  reach  earnings  in  foreign  corpora¬ 
tions  which  are  controlled  by  foreign 
stockholders,  even  to  the  extent  of  the 
earnings  of  those  corporations  and  the 
beneficial  effect  of  those  earnings  on 
Americans  owning  stock  in  those  corpo¬ 
rations.  His  amendment  would  tax 
earnings  in  American-controlled  foreign 
corporations.  His  amendment  would  ex¬ 
port  jobs  with  reference  to  the  corpora¬ 
tions  doing  the  manufacturing  and  with 
reference  to  the  export  of  American 
industry  selling  its  output  for  export  to 
foreign  corporations. 

Any  Senator  knows  that  if  an  Amer¬ 
ican  group  controlled  a  foreign  corpora¬ 
tion,  there  would  be  far  more  likelihood 
that  they  would  buy  the  output  of 
American  factories  and  American  indus¬ 
try  and  export  it  from  this  country  for 
use  by  that  foreign-controlled  corpora¬ 
tion,  than  would  be  the  case  of  foreign 
corporations  controlled  by  foreign  man¬ 
agement  and  foreign  owners. 

The  PRESIDING  OFFICER.  The 
time  of  the  Senator  from  Oklahoma  has 
expired. 

Mr.  KERR.  I  yield  myself  3  addi¬ 
tional  minutes. 

The  tendency  would  be  for  those  cor¬ 
porations  to  buy  their  industrial  prod¬ 
ucts  abroad.  So  the  Senator  from  Ten¬ 
nessee  would  defeat  the  very  purpose 
which  he  states  that  he  seeks  to  accom¬ 
plish. 

His  amendment  would  make  it  impos¬ 
sible  for  American  investors  abroad  to 
compete  with  foreign  competitors  who 
do  not  have  to  pay  the  taxes  with  refer¬ 
ence  to  manufacturing  efforts  which 
would  be  collected  under  the  amendment 
of  the  Senator  from  Tennessee  and  the 
Senator  from  Illinois. 

This  proposal  was  before  the  House 
Committee  on  Ways  and  Means,  and 
was  rejected  by  that  committee.  The 
amendment  was  before  the  Committee 
on  Finance,  and  was  rejected  by  it.  The 
Senators  now  offering  the  amendment 
are  in  the  same  posture  as  an  automobile 
dealer  would  be  who  came  forth  this  fall, 
when  all  others  were  presenting  their 
1963  models,  and  offered  a  model  T  or  a 


1925  model,  seeking  to  compete  with 
other  automobile  manufacturers  who 
were  in  the  field  With  their  1963  models. 

This  amendment  would  destroy  the 
opportunity  for  Americans  to  do  busi¬ 
ness  abroad,  compete  in  foreign  markets,, 
be  customers  for  the  American  industrial 
production,  and  be  in  the  posture  of 
bringing  back  their  money  to  this  coun¬ 
try  as  it  was  paid  out,  as  it  was  earned 
and  declared  as  dividends. 

The  bill  before  the  Senate  cures  the 
tax  haven  provisions  which  now  exist 
and  stops  the  tax  haven  abuses  now  in 
being,  but  does  not  destroy  the  oppor¬ 
tunity  for  Americans  owning  manufac¬ 
turing  companies  to  compete  in  foreign 
countries  with  domestic  industi'y  in 
those  foreign  countries. 

I  submit  that  the  amendment  should 
be  rejected. 

Mr.  GORE.  Mr.  President,  the  distin¬ 
guished  senior  Senator  from  Oklahoma 
seems  to  belaboring  under  the  impres¬ 
sion  that  the  defeat  of  an  amendment  by 
the  Committee  on  Finance  in  some  way 
condemns  it  to  outer  darkness.  I  re¬ 
spectfully  submit  that,  in  the  opinion  of 
some,  rejection  of  an  amendment  by  the 
Committee  on  Finance  may  sometimes 
add  luster  to  it.  The  1963  model  public 
interest  amendments  to  the  pending  bill 
are  more  likely  to  be  identified  with  those 
defeated  by  the  committee  than  with 
those  adopted  by  the  committee. 

I  did  not  say  that  the  amendment 
which  I,  along  with  the  senior  Senator 
from  Illinois  [Mr.  Douglas],  have  of¬ 
fered,  would  stop  the  export  of  jobs.  I 
did  not  say  that  the  amendment  would 
stop  the  outflow  of  U.S.  capital.  I  did 
not  say  the  amendment  would  cure  our 
balance -of -payments  problem.  I  did  not 
say  it  would  solve  our  unemployment 
problem.  I  said  it  would  remove  the  tax 
subsidy,  the  tax  incentive,  for  the  export 
of  capital,  industry,  and  jobs;  that  it 
would  help  to  solve  our  balance-of-pay- 
ments  problem. 

Let  us  consider  the  balance-of-pay- 
ments  problem.  The  Treasury  Depart¬ 
ment  estimated  that  this  amendment 
would  help  the  balance -of -payments 
problem  by  about  $400  million  a  year. 
That  is  a  very  sizable  amount,  indeed. 
I  should  like  to  read  what  the  Secretary 
of  the  Treasury  said  about  the  pending 
bill  and  the  subject  matter  of  the  pend¬ 
ing  amendment.  His  statement  appears 
on  page  455  of  part  1  of  the  hearings : 

Senator  Gore.  Unless  the  tax  deferral 
problem  is  treated  effectively,  then  we  but 
piddle  with  the  problem  of  preferential 
treatment  of  foreign  income;  would  you 
agree  with  that? 

Secretary  Dillon.  I  think  that  is  it.  We 
do  hit  the  tax  haven  thing  fairly  well  here, 
but  the  basic  problem  is  in  deferral,  and  that 
has  not  been  touched  at  all. 

Mr.  President,  that  problem  is  not 
touched  at  all  in  the  committee  bill.  It 
is  this  lodestone,  this  magnet,  that  may 
be  the  decisive  factor,  next  year  and  the 
year  after  and  the  year  after  that,  in  the 
establishment  of  factories  abroad,  bring¬ 
ing  unemployment  to  our  own  people, 
worsening  our  balance-of-payments 
problem,  and  increasing  the  import  com¬ 
petition  that  comes  most  severely  from 
goods  manufactured  abroad  by  Ameri- 
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can  capital  and  American  know-how, 
imported  into  the  United  States,  sold  by 
well-established  distribution  chains,  un¬ 
der  well-established  and  well-known 
American  labels  and  brand  names. 

Mr.  President,  how  much  time  have 
I  left? 

The  PRESIDING  OFFICER.  Five 
and  one-half  minutes. 

Mr.  GORE.  Mr.  President,  I  should 
like  to  cite  some  statistics  from  a  study 
and  survey  reported  in  the  U.S.  News 
&  World  Report  for  January  1,  1962. 
The  report  concerned  75  firms  with  sub¬ 
stantial  foreign  sales.  In  1950  these 
firms  manufactured  abroad  36  percent 
of  the  products  they  sold  abroad.  The 
same  U.S.  corporations  in  1955  manu¬ 
factured  abi’oad  56  percent  of  their  for¬ 
eign  sales.  In  1960  the  figure  had 
increased  to  68  percent.  The  trend  is 
continuing. 

So  we  find  that  American  manufac¬ 
turing  abroad  is  displacing  exports  from 
U.S.  factories;  and  then  there  is  the 
backwash,  which  we  are  now  beginning 
to  get  in  large  volume — the  importation 
into  the  United  States  of  those  products 
manufactured  abroad  by  these  subsidi¬ 
aries  of  U.S.  corporations.  Today,  Mr. 
President,  if  only  a  little  over  1  per¬ 
cent  of  the  $9  billion  of  sales  by 
U.S.-owned  European  subsidiaries 
displaces  sales  from  the  United  States 
or  if  8  percent  of  the  sales  outside  the 
country  of  production  displace  U.S. 
sales,  the  net  export  effect  of  U.S.  sub¬ 
sidiary  investment  would  be  lost.  As 
for  creating  domestic  jobs,  a  dollar  in¬ 
vested  in  Europe  has  the  effect,  through 
increased  exports,  of  only  10  cents  in¬ 
vested  at  home.  But  a  dollar  invested 
at  home  generates  40  cents  worth  of 
continuing  production. 

Foreign  profits  are  becoming  more 
important  and  inducing  additional  out¬ 
flows  of  capital.  The  1960  profits  of 
foreign  subsidiaries  and  branches  of 
U.S. -controlled  corporations  totaled 
$3,500  million  after  foreign  taxes. 

Mr.  President,  I  wish  to  point  out  how 
much  this  means,  and  what  an  entice¬ 
ment  it  is  to  the  movement  abroad  of 
American  industry.  A  study  by  the 
American  Management  Association,  con¬ 
ducted  in  1960,  and  reported  in  Business 
Week  for  December  31,  1960,  shows  that: 

Because  of  tax  differentials,  the  reinvest¬ 
ment  of  foreign  earnings  over  a  3 -year  period 
can  provide  roughly  double  the  rate  of  profit 
accumulation  for  reinvestment  that  is  pos¬ 
sible  under  domestic  tax  schedules. 

Think  of  that,  Mr.  President.  I  ask 
Senators  who  have  engaged  in  our  free- 
enterprise  system  to  contemplate  a  situa¬ 
tion  in  which  in  3  years’  time  one  can 
double  his  rate  of  profit  accumulation  for 
reinvestment  abroad  over  what  one  could 
do  here  at  home. 

Again  I  ask,  why  do  we  provide  a  tax 
subsidy  for  this  flight  of  capital?  Why 
do  we  provide  a  tax  incentive  for  the 
outflow  of  jobs  and  industry?  What  is 
the  sense  of  it? 

Mr.  President,  I  am  not  proposing  to 
stop  the  outflow  of  capital.  Frankly,  I 
feel  that  the  time  may  be  just  around  the 
comer  when  direct  regulation  may  be 
considered  by  Congress.  But  I  am  not 
proposing  that  now.  I  am  only  propos- 
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ing  to  strike  down  the  tax  incentive  for 
such  export  of  capital. 

I  know  that  it  is  argued  that  the 
United  States  will  receive  a  return  on 
foreign  investments.  Perhaps  it  will; 
but  we  do  not  know  just  when  that  will 
happen.  It  may  be  12  to  16  years  before 
current  investments  pay  off.  The 
United  Kingdom  insists  on  a  2-year  pay¬ 
back,  before  authorities  there  will  au¬ 
thorize  investment  capital  outflow. 

The  PRESIDING  OFFICER.  The 
time  of  the  Senator  from  Tennessee  has 
expired. 

Mr.  GORE.  Mr.  President,  I  see  that 
my  time  has  terminated. 

Mr.  MANSFIELD.  Mr.  President,  how 
much  time  remains  available  to  the  Sen¬ 
ator  from  Oklahoma? 

The  PRESIDING  OFFICER.  Two 
minutes. 

Mr.  MANSFIELD.  I  yield  that  time  to 
the  Senator  from  Tennessee. 

Mr.  GORE.  I  thank  the  distinguished 
majority  leader. 

The  PRESIDING  OFFICER.  The 
Senator  from  Tennessee  is  recognized  for 
2  additional  minutes. 

Mr.  GORE.  Mr.  President,  I  say  now 
is  the  time  to  deal  with  this  tax  problem. 
The  bill  contains  mild,  timid,  half-way 
effective  treatment  of  the  subject.  I 
have  offered  an  amendment  which,  in  my 
opinion,  will  deal  effectively  with  the 
subject;  and  in  the  opinion  of  the  Secre¬ 
tary  of  the  Treasury,  the  amendment 
will  deal  effectively  with  the  subject. 

I  repeat  that  I  have  submitted  an 
amendment  which  was  drafted  by  the 
Treasury  Department,  was  submitted  to 
the  Senate  Finance  Committee,  was  rec¬ 
ommended  by  the  Secretary  of  the  Treas¬ 
ury,  and  was  recommended  by  the  Presi¬ 
dent  of  the  United  States.  It  is  true  that 
the  amendment  does  not  bear  the  en¬ 
dorsement  of  the  Senate  Finance  Com¬ 
mittee;  but  I  have  every  right  to  appeal 
that  decision  to  the  Senate. 

The  PRESIDING  OFFICER.  The  ad¬ 
ditional  time  yielded  to  the  Senator  from 
Tennessee  has  expired. 

Mr.  GORE.  Mr.  President,  I  am  ready 
for  the  vote  to  be  taken. 

The  PRESIDING  OFFICER.  The 
question  is  on  agreeing  to  the  amend¬ 
ment  of  the  Senator  from  Tennessee. 
On  this  question,  the  yeas  and  nays  have 
been  ordered;  and  the  clerk  will  call  the 
roll. 

The  legislative  clerk  called  the  roll. 

Mi\  HUMPHREY.  I  announce  that 
the  Senator  from  Mississippi  [Mr.  East- 
land],  the  Senator  from  Washington 
[Mr.  Magnuson],  and  the  Senator  from 
Virginia  [Mr.  Byrd]  are  absent  on  offi¬ 
cial  business. 

I  further  announce  that  the  Senator 
from  New  Mexico  [Mr.  Anderson],  the 
Senator  from  Nevada  [Mr.  Bible],  the 
Senator  from  Wyoming  [Mr.  Hickey], 
and  the  Senator  from  Missouri  [Mr. 
Symington]  are  necessarily  absent. 

I  further  announce  that,  if  present 
and  voting,  the  Senator  from  Wyoming 
[Mr.  Hickey]  and  the  Senator  from 
Mississippi  [Mr.  Eastland]  would  each 
vote  “nay.” 

Mr.  KUCHEL.  I  announce  that  the 
Senator  from  Utah  [Mr.  Bennett],  the 


Senator  from  South  Dakota  [Mr.  Bot- 
tum],  the  Senator  from  Arizona  [Mr. 
Goldwater],  the  Senator  from  Kentucky 
[Mr.  Morton]  and  the  Senator  from  New 
Hampshire  [Mr.  Murphy]  are  neces¬ 
sarily  absent. 

If  present  and  voting,  the  Senator  from 
Utah  [Mr.  Bennett],  the  Senator  from 
South  Dakota  [Mr.  Bottum],  the  Sen¬ 
ator  from  Kentucky  [Mr.  Morton]  and 
the  Senator  from  New  Hampshire  [Mr. 
Murphy]  would  each  vote  “nay.” 

The  result  was  announced— yeas  30, 
nays  58,  as  follows: 

[No.  242  Leg.] 

YEAS — 30 


Bartlett 

Hart 

Morse 

Burdick 

Hill 

Moss 

Byrd,  W.  Va. 

Jackson 

Muskie 

Carroll 

Kefauver 

Neuberger 

Church 

Lausche 

Pastore 

Clark 

Long,  Hawaii 

Proxmire 

Douglas 

Mansfield 

Randolph 

Ervin 

McGee 

Sparkman 

Gore 

McNamara 

Yarborough 

Gruening 

Metcalf 

NAYS— 58 

Young,  Ohio 

Aiken 

Hartke 

Pearson 

Allott 

Hayden 

Pell 

Beall 

Hickenlooper 

Prouty 

Boggs 

Holland 

Robertson 

Bush 

Hruska 

Russell 

Butler 

Humphrey 

Saltonstall 

Cannon 

Javits 

Scott 

Capehart 

Johnston 

Smathers 

Carlson 

Jordan,  N.C. 

Smith,  Mass. 

Case 

Jordan,  Idaho 

Smith,  Maine 

Chavez 

Keating 

Stennis 

Cooper 

Kerr 

Talmadge 

Cotton 

Kuchel 

Thurmond 

Curtis 

Long,  Mo. 

Tower 

Dirksen 

Long,  La. 

Wiley 

Dodd 

McCarthy 

Williams,  N.J. 

Ellender 

McClellan 

Williams,  Del. 

Engle 

Miller 

Young,  N.  Dak. 

Fong 

Monroney 

Fulbright 

Mundt 

NOT  VOTING— 
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Anderson 

Byrd,  Va. 

Magnuson 

Bennett 

Eastland 

Morton 

Bible 

Goldwater 

Murphy 

Bottum 

Hickey 

Symington 

So  Mr.  Gore’s  amendment  was  re¬ 
jected. 

Mr.  KERR.  Mr.  President,  I  move  to 
reconsider  the  action  whereby  the 
amendment  was  rejected. 

Mr.  DIRKSEN.  Mr.  President,  I  move 
to  lay  that  motion  on  the  table. 

The  PRESIDING  OFFICER.  The 
question  is  on  agreeing  to  the  motion  to 
lay  on  the  table  the  motion  to  reconsider. 

The  motion  to  lay  on  the  table  was 
agreed  to. 

Mr.  HARTKE.  Mr.  President,  I  offer 
my  amendment  8-29-62 — A,  and  I  ask 
for  the  yeas  and  nays  on  the  amendment. 

The  yeas  and  nays  were  ordered. 

The  PRESIDING  OFFICER.  With¬ 
out  objection,  the  amendment  will  be 
printed  in  the  Record  without  being- 
read. 

The  amendment  is  as  follows : 

On  page  354,  beginning  with  line  4,  strike 
out  all  through  line  19  on  page  369  and  in¬ 
sert  the  following: 

“Sec.  19.  Withholding  of  Income  Tax  at 
Source  on  Interest,  Dividends, 
and  Patronage  Dividends. 

“(a)  In  General. — 

“(1)  Amendment  of  subtitle  c. — Subtitle 
C  (relating  to  employment  taxes  and  collec¬ 
tion  of  income  tax  at  source)  is  amended  by 
redesignating  chapter  25  as  chapter  26  and 
by  inserting  after  chapter  24  the  following 
new  chapter: 


at  Source  on  Interest,  Dividends,  and 
Patronage  Dividends 
“  ‘Subchapter  A.  Interest. 

“  ‘Subchapter  B.  Dividends. 

“  ‘Subchapter  C.  Patronage  dividends. 

"  ‘Subchapter  D.  General  provisions. 

“  ‘Subchapter  A — Interest 
Sec.  3451.  Income  tax  collected  at  source 
on  interest. 

“  ‘Sec.  3452.  Interest  defined. 

Sec.  3451.  Income  Tax  Collected  at 
Source  on  Interest. 

“‘(a)  Requirement  of  Withholding. — Ex¬ 
cept  as  otherwise  provided  in  this  chapter, 
every  person  who  pays  interest  shall  deduct 
and  withhold  on  such  interest  a  tax  equal  to 
20  percent  of  the  amount  thereof. 

“‘(b)  Payee  Unknown. — If  the  withhold¬ 
ing  agent  is  unable  to  determine  the  person 
to  whom  the  interest  is  payable,  the  tax  un¬ 
der  this  section  shall  be  deducted  and  with¬ 
held  at  the  time  payment  of  the  interest 
would  be  made  if  such  person  were  known. 

“  ‘(c)  Cross  References. — 

“‘(1)  For  credit,  against  income  tax  of 
the  recipient  of  the  income,  of  amounts  de¬ 
ducted  and  withheld  under  this  section,  see 
section  39. 

“‘(2)  For  special  rules  as  to  credit  or  re¬ 
fund  of  such  amounts,  see  sections  3484 
3485,  3486,  3487,  and  3505. 

“  ‘(3)  For  exemption  from  requirement  of 
deducting  and  withholding  on  certain  in¬ 
terest  paid  to  certain  persons,  see  section 
3483. 

“  ‘Sec.  3452.  Interest  Defined. 

“  ‘(a)  General  Rule. — For  purposes  of 
this  chapter,  the  term  “interest’’  means— 
“‘(1)  interest  on  evidences  of  indebted¬ 
ness  (including  bonds,  debentures,  notes, 
and  certificates )  issued  by  a  corporation  with 
interest  coupons  or  in  registered  form,  and, 
to  the  extent  provided  in  regulations  pre¬ 
scribed  by  the  Secretary  or  his  delegate,  in¬ 
terest  on  other  evidences  of  indebtedness 
issued  by  a  corporation  of  a  type  offered  by 
corporations  to  the  public; 

“‘(2)  interest  on  amounts  held  by  an 
insurance  company  under  an  agreement  to 
pay  interest  thereon; 

“  ‘(3)  interest  on  deposits  with  stock¬ 
brokers; 

“‘(4)  interest  on  obligations  of  the  United 
States;  and 

“‘(5)  in  the  case  of  a  non-interest- 
bearing  obligation  of  the  United  States — 
“‘(A)  issued  on  a  discount  basis,  and 
“‘(B)  having  a  maturity  date  more  than 
one  year  from  the  date  of  issue, 
the  amount  by  which  the  amount  paid  on 
surrender  or  redemption  exceeds  the  issue 
price. 

“‘(b)  Exceptions. — For  purposes  of  this 
chapter,  the  term  “interest”  does  not  in¬ 
clude — 

“‘(1)  interest  on  obligations  described  in 
section  103(a)  (1)  or  (3)  (relating  to  interest 
on  certain  governmental  obligations) ; 

“‘(2)  any  amount  paid  by — 

“‘(A)  a  foreign  government  or  interna¬ 
tional  organization, 

“  ‘(B)  a  foreign  corporation  not  engaged 
in  trade  or  business  within  the  United  States, 
“‘(C)  a  nonresident  alien  individual  not 
engaged  in  trade  or  business  within  the 
United  States,  or 

“  ‘(D)  a  partnership  not  engaged  in  trade 
or  business  within  the  United  States  and 
composed  in  whole  or  in  part  of  nonresi¬ 
dent  aliens; 

“‘(3)  any  amount  paid  by  one  corpora¬ 
tion  to  another  corporation,  if  both  corpora¬ 
tions  are  members  of  the  same  affiliated 
group  which  filed  a  consolidated  return  for 
the  preceding  taxable  year  of  the  affiliated 
group; 
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“‘(4)  interest  subject  to  withholding 
under  subchapter  A  of  chapter  3  (sec.  1441 
and  following,  relating  to  withholding  of 
tax  on  nonresident  aliens  and  foreign  cor¬ 
porations)  by  the  person  paying  such  in¬ 
terest,  or  which  would  be  so  subject  to  with¬ 
holding  by  such  person,  but  for  the  fact 
that  it  is  not  treated  as  income  from  sources 
within  the  United  States; 

“  ‘(5)  any  amount  on  which  the  withhold¬ 
ing  agent  Is  required  to  deduct  and  with¬ 
hold  a  tax  under  section  1451  (relating  to 
tax-free  covenant  bonds),  or  would  be  so  re¬ 
quired  but  for  section  1451(d)  (relating  to 
benefit  of  personal  exemptions) ; 

“  ‘(6)  any  amount  described  in  subsec¬ 
tion  (a)  (5)  paid  to  a  State  or  a  foreign  gov¬ 
ernment  or  international  organization. 

“  ‘(c)  Exemption  for  United  States. — The 
Secretary  may  authorize  exemption  from  the 
tax  imposed  by  section  3451  for  any  amount 
paid  by  the  United  States  or  any  wholly 
owned  agency  or  instrumentality  thereof  to 
the  United  States  or  any  wholly  owned 
agency  or  instrumentality  thereof  if  the  Sec¬ 
retary  determines  that  the  imposition  of  the 
tax  with  respect  to  such  amount  will  cause 
a  burden  or  expense  which  can  be  avoided  by 
granting  the  tax  exemption. 

"  ‘Subchapter  B — Dividends 
“  ‘Sec.  3461.  Income  tax  collected  at  source 
on  dividends. 

“  ‘Sec.  3462.  Dividend  defined. 

“  ‘Sec.  3461.  Income  tax  Collected  at  Source 
on  Dividends. 

“  ‘(a)  Requirement  of  Withholding. — Ex¬ 
cept  as  otherwise  provided  in  this  chapter, 
every  person  who  pays  a  dividend  shall  de¬ 
duct  and  withhold  on  such  dividend  a  tax 
equal  to  20  percent  of  the  amount  thereof. 

“‘(b)  Payee  Unknown. — If  the  withhold¬ 
ing  agent  is  unable  to  determine  the  person 
to  whom  the  dividend  is  payable,  the  tax 
under  this  section  shall  be  deducted  and 
withheld  at  the  time  payment  of  the  divi¬ 
dend  would  be  made  if  such  person  were 
known. 

“‘(c)  Amount  of  Dividend  Unknown. — 
If  the  withholding  agent  is  unable  to  de¬ 
termine  the  portion  of  a  distribution  which 
is  a  dividend,  the  tax  under  this  section 
shall  be  computed  on  the  entire  amount  of 
the  distribution. 

“‘(d)  Cross  References. — 

"  ‘  ( 1 )  For  credit,  against  income  tax  of 
the  recipient  of  the  income,  of  amounts  de¬ 
ducted  and  withheld  under  this  section,  see 
section  39. 

“‘(2)  For  special  rules  as  to  credit  or  re¬ 
fund  of  such  amounts,  see  sections  3484, 
3485,  3486,  3487,  and  3505. 

“‘(3)  For  exemption  from  requirement  of 
deducting  and  withholding  on  dividends  paid 
to  certain  individuals,  see  section  3483. 

“  ‘Sec.  3462.  Dividend  Defined. 

“  ‘(a)  General  Rule. — For  purposes  of  this 
chapter,  the  term  “dividend”  means — 

“  ‘  ( 1 )  any  distribution  by  a  corporation 
which  is  a  dividend  (as  defined  in  section 
316) ;  and 

“  ‘(2)  any  payment  made  by  a  stockholder 
to  any  person  as  a  substitute  for  a  dividend 
(as  so  defined) . 

“  ‘(b)  Exceptions.— For  purposes  of  this 
chapter,  the  term  “dividend”  does  not  in¬ 
clude — 

“  ‘  ( 1 )  any  amount  paid  in  the  stock,  or 
rights  to  acquire  the  stock,  of  the  distrib¬ 
uting  corporation  if  the  distribution  is  not 
includible  in  gross  income  of  the  recipient 
under  the  provisions  of  section  305  (relating 
to  distributions  of  stock  and  stock  rights); 

“‘(2)  any  distribution  to  the  extent  that, 
under  chapter  1 — 

“‘(A)  the  amount  thereof  is  treated  by 
the  recipient  as  an  amount  received  on  the 
sale  or  exchange  of  property,  or 

“  ‘(B)  gain  or  loss  to  the  recipient  is  not 
recognized; 


“‘(3)  any  amount  which  is  includible  in 
gross  income  as  a  taxable  dividend  by  rea¬ 
son  of  the  provisions  of  section  302  (relat¬ 
ing  to  redemptions  of  stock) ,  306  (relating 
to  dispositions  of  certain  stock) ,  356  (re¬ 
lating  to  receipt  of  additional  consideration 
in  connection  with  certain  reorganizations), 
or  1081(e)(2)  (relating  to  certain  distribu¬ 
tions  pursuant  to  order  of  the  Securities  and 
Exchange  Commission); 

“‘(4)  any  amount  paid  by  one  corpora¬ 
tion  to  another  corporation,  if  both  corpora¬ 
tions  are  members  of  the  same  affiliated 
group  which  filed  a  consolidated  return  for 
the  preceding  taxable  year  of  the  affiliated 
group; 

“‘(5)  an  amount  which — 

‘“(A)  is  subject  to  withholding  under 
subchapter  A  of  chapter  3  (sec.  1441  and 
following,  relating  to  withholding  of  tax 
on  nonresident  aliens  and  foreign  corpora¬ 
tions)  by  the  person  paying  such  amount, 
or 

“'(B)  would  be  subject  to  withholding 
under  such  subchapter  A  by  the  person  pay¬ 
ing  such  amount  but  for — 

“'(i)  the  fact  that  it  is  attributable  to 
income  from  sources  outside  the  United 
States,  or 

‘“(ii)  the  fact  that  the  payor  thereof  is 
excepted  from  the  application  of  section 
1441(a)  by  the  provisions  of  section  1441(c); 

“‘(6)  any  amount  paid  by  a  foreign  cor¬ 
poration  not  engaged  in  trade  or  business 
within  the  United  States; 

“‘(7)  any  amount  described  in  section 
1373  (relating  to  undistributed  taxable  in¬ 
come  of  electing  small  business  corpora¬ 
tions)  ; 

“  ‘(8)  amounts  paid  pursuant  to  the  terms 
of  a  lease  entered  into  before  January  1, 
1954,  if  under  such  lease  the  shareholders 
of  the  lessor  corporation  are  entitled  to  such 
amounts  without  deduction  for  any  tax 
which  any  law  of  the  United  States  might 
require  to  be  deducted  and  withheld  on  the 
payment  of  dividends. 

‘‘Subchapter  C — Patronage  dividends 
“‘Sec.  3471.  Income  tax  collected  at  source 
on  patronage  dividends. 

“  ‘Sec.  3472.  Amounts  subject  to  withhold¬ 
ing. 

“ ‘Sec.  3471.  Income  Tax  Collected  at 
Source  on  Patronage  Divi¬ 
dends. 

“  ‘(a)  Requirement  of  Withholding.— Ex¬ 
cept  as  otherwise  provided  in  this  chapter, 
every  cooperative  to  which  part  I  of  subchap¬ 
ter  T  of  chapter  1  applies  which  pays  an 
amount  described  in  section  3472  shall  de¬ 
duct  and  withhold  on  such  amount  a  tax 
equal  to  20  percent  of  such  amount. 

“  ‘(b)  Payee  Unknown. — If  the  withhold¬ 
ing  agent  is  unable  to  determine  the  person 
to  whom  the  amount  is  payable,  the  tax  un¬ 
der  this  section  shall  be  deducted  and  with¬ 
held  at  the  time  payment  of  the  amount 
would  be  made  if  such  person  were  known. 
“‘(c)  Cross  References. — 

"  ‘  ( 1 )  For  credit,  against  income  tax  of  the 
recipient  of  the  income,  of  amounts  deducted 
and  withheld  under  this  section,  see  section 
39. 

“  ‘(2)  For  special  rules  as  to  credit  or  re¬ 
fund  of  such  amounts,  see  sections  3484, 
3485,  3486,  3487,  and  3505. 

‘“(3)  For  exemption  from  requirement  of 
deducting  and  withholding  on  amounts  paid 
to  certain  individuals,  see  section  3483. 

“  ‘Sec.  3472.  Amounts  Subject  to  With- 

'  HOLDING. 

“  ‘(a)  General  Rule. — Except  as  otherwise 
provided  in  this  section  or  section  3483,  the 
amounts  subject  to  deduction  and  withhold¬ 
ing  under  section  3471  are — 

‘“(1)  the  amount  of  any  patronage  divi¬ 
dend  (as  defined  in  section  1388(a) )  which 
is  paid  in  money,  qualified  written  notices  of 
allocation  (as  defined  in  section  1388(c)), 


or  other  property  (except  nonqualified  writ¬ 
ten  notices  of  allocation  as  defined  in  section 
1388(d) ) ,  and 

“‘(2)  any  amount,  described  in  section 
1382(c)  (2)  (A)  (relating  to  certain  nonpat¬ 
ronage  distributions) ,  which  is  paid  in 
money,  qualified  written  notices  of  alloca¬ 
tion,  or  other  property  (except  nonqualified 
written  notices  of  allocation)  by  an  organi¬ 
zation  exempt  from  tax  under  section  521 
(relating  to  exemption  of  farmers’  coopera¬ 
tives  from  tax) . 

“‘(b)  Exceptions. — The  provisions  of  sec¬ 
tion  3471  shall  not  apply  to — 

“  ‘  ( 1 )  any  amount  paid  by  one  corporation 
to  another  corporation,  if  both  corporations 
are  members  of  the  same  affiliated  group 
which  filed  a  consolidated  return  for  the  pre¬ 
ceding  taxable  year  of  the  affiliated  group; 

“  ‘(2)  an  amount  which — 

“‘(A)  is  subject  to  withholding  under 
subchapter  A  of  chapter  3  (sec.  1441  and  fol¬ 
lowing,  relating  to  withholding  of  tax  on 
nonresident  aliens  and  foreign  corporations) 
by  the  person  paying  such  amount,  or 
“‘(B)  would  be  subject  to  withholding 
under  such  subchapter  A  by  the  person  pay¬ 
ing  such  amount  but  for  the  fact  that  it  is 
attributable  to  income  from  sources  outside 
the  United  States;  and 

“‘(3)  any  amount  paid  by  a  foreign  cor¬ 
poration  not  engaged  in  trade  or  business 
within  the  United  States. 

“‘(c)  Exemption  for  Certain  Consumer 
Cooperatives. — A  cooperative  which  the 
Secretary  or  his  delegate  determines  is  pri¬ 
marily  engaged  in  selling  at  retail  goods  or 
services  of  a  type  that  are  generally  for 
personal,  living,  or  family  use  shall,  upon 
application  to  the  Secretary  or  his  delegate, 
be  granted  exemption  from  the  tax  imposed 
by  section  3471.  Application  for  exemption 
under  this  subsection  shall  be  made  in  ac¬ 
cordance  with  regulations  prescribed  by  the 
Secretary  or  his  delegate. 

“‘(d)  Determination  of  Amount  Paid. — 
For  purposes  of  this  subchapter,  in  deter¬ 
mining  amounts  paid — 

“‘(1)  property  (other  than  a  written  no¬ 
tice  of  allocation)  shall  be  taken  into  ac¬ 
count  as  its  fair  market  value,  and 
“  ‘(2)  a  qualified  written  notice  of  alloca¬ 
tion  shall  be  taken  into  account  as  its  stated 
dollar  amount. 

“  ‘Subchapter  D — General  Provisions 
“  ‘Sec.  3481.  Liability  for  return  and  pay¬ 
ment  of  withheld  tax. 

“  ‘Sec.  3482.  Return  and  payment  by  United 
States. 

“  ‘Sec.  3483.  Exemption  certificates. 

“  ‘Sec.  3484.  Refund  of  tax  to  individuals. 

“  ‘Sec.  3485.  Refund  of  tax  to  States,  tax- 
exempt  organizations,  etc. 

“  ‘Sec.  3486.  Refund  of  tax  to  corporation. 

“  ‘Sec.  3487.  Credit  for  tax  withheld  on  cor¬ 
poration. 

“  ‘Sec.  3488.  Obligation  sold  between  inter¬ 
est-payment  dates. 

“  ‘Sec.  3489.  Presumption. 

“  ‘Sec.  3490.  Definitions. 

“‘Sec.  3481.  Liability  for  Return  and  Pay¬ 
ment  of  Withheld  Tax. 

“  ‘(a)  General  Rule. — Every  person  re¬ 
quired  to  deduct  and  withhold  any  tax  under 
this  chapter  shall,  on  or  before  the  last  day 
of  the  first  month  following  the  close  of  each 
quarter  of  his  taxable  year,  make  a  return  of 
the  tax  required  to  be  deducted  and  withheld 
during  such  quarter  and  pay  the  tax  to  the 
officer  designated  in  section  6151.  The  with¬ 
holding  agent  shall  be  liable  for  the  payment 
of  the  taxes  required  to  be  deducted  and 
withheld  under  this  chapter,  and  shall  not 
otherwise  be  liable  to  any  person  for  the 
amount  of  any  such  payment. 

“  ‘(b)  Tax  Paid  by  Recipient. — If  the  with¬ 
holding  agent,  in  violation  of  the  provisions 
of  this  chapter,  fails  to  deduct  and  withhold 
any  tax  under  this  chapter,  and  thereafter 
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the  tax  against  which  such  tax  may  be 
credited  is  paid,  the  tax  so  required  to  be 
deducted  and  withheld  shall  not  be  collected 
trom  the  withholding  agent;  but  this  sub¬ 
section  shall  in  no  case  relieve  the  with¬ 
holding  agent  from  liability  for  any  penalties 
or  additions  to  the  tax  otherwise  applicable 
in  respect  of  such  failure  to  d°duct  and 
withhold. 

“‘(c)  Cross  Reference. — 

“  ‘For  limitation  on  the  use  of  Government 
depositaries  in  the  collection  of  taxes  de¬ 
ducted  and  withheld  under  this  chapter,  see 
the  last  sentence  of  section  6302(c). 

“  ‘Sec.  3482.  Return  and  Payment  by  United 
States. 

“  ‘If  the  withholding  agent  is  the  United 
States  the  return  of  the  tax  deducted  and 
withheld  under  this  chapter  may  be  made 
by  an  officer  or  employee  of  the  United  States 
having  control  of  the  payment  of  the  amount 
subject  to  withholding,  or  appropriately  des¬ 
ignated  for  that  purpose. 

“  ‘Sec.  3483.  Exemption  Certificates. 

“‘(a)  General  Rules. — 

“‘(1)  Individuals  under  age  is. — Any  in¬ 
dividual  may  file  with  any  withholding  agent 
an  exemption  certificate  on  which  he  certi¬ 
fies  the  date  of  his  birth.  If  such  a  certifi¬ 
cate  is  filed,  all  amounts  payable  by  such 
withholding  agent  to  such  individual,  on 
and  after  the  effective  date  for  such  certifi¬ 
cate  and  before  the  beginning  of  the  calendar 
year  during  which  the  certificate  indicates 
that  he  will  attain  age  18,  shall  be  exempt 
from  the  requirement  of  deducting  and 
withholding  under  this  chapter. 

“‘(2)  Individuals  over  age  17. — Any  indi¬ 
vidual  may  file  with  any  withholding  agent 
an  exemption  certificate  on  which  he  certi¬ 
fies — 

“  ‘(A)  that  he  will  have  attained  age  18 
before  the  close  of  the  calendar  year  for 
which  such  certificate  is  filed,  and 

“  ‘(B)  that  he  reasonably  believes  that  he 
will  not  (after  the  application  of  the  credits 
against  tax  provided  by  part  IV  of  sub¬ 
chapter  A  of  chapter  1,  other  than  the  credits 
under  sections  31  and  39)  be  liable  for  the 
payment  of  any  tax  under  chapter  I  for  each 
of  his  taxable  years  any  portion  of  which  is 
included  in  the  period  for  which  such  certifi¬ 
cate  will  be  in  effect. 

If  such  a  certificate  is  filed,  all  amounts  pay¬ 
able  by  such  withholding  agent  to  such  indi¬ 
vidual  during  the  period  such  certificate  is 
in  effect  shall  be  exempt  from  the  require¬ 
ment  of  deducting  and  withholding  under 
this  chapter.  Except  as  may  otherwise  be 
provided  in  regulations  prescribed  by  the 
Secretary  or  his  delegate,  an  exemption 
certificate  filed  by  an  individual  described 
in  this  paragraph  shall  remain  in  effect  only 
for  the  period  beginning  on  the  effective 
date  of  such  certificate  and  ending  at  the 
close  of  the  calendar  year  in  which  such 
period  begins. 

“‘(3)  Tax-exempt  organizations. — 

“  ‘(A)  Any  organization  (other  than  a 
cooperative  described  in  section  521)  which 
is  exempt  from  the  tax  imposed  by  chapter 
I  may  file  with  any  withholding  agent  who 
pays  amounts  described  in  section  3452(a) 
(5)  an  exemption  certificate  on  which  it 
certifies  that  it  is  such  an  organization.  If 
such  a  certificate  is  filed,  all  amounts  de¬ 
scribed  in  section  3452(a)(5)  payable  by 
such  withholding  agent  to  such  organiza¬ 
tion  on  and  after  the  effective  date  for  such 
certificate  shall  (except  as  provided  in  sub- 
paragraph  (B) )  be  exempt  from  the  require¬ 
ment  of  deducting  and  withholding  under 
this  chapter. 

“  ‘(B)  An  exemption  certificate  filed  by  an 
organization  under  subparagraph  (A)  shall 
cease  to  be  effective  on  the  thirtieth  day 
after  the  day  on  which  the  withholding 
agent,  with  whom  such  certificate  was  filed. 


is  notified  by  either  the  organization  or  the 
Secretary  or  his  delegate  that  the  organiza¬ 
tion  is  no  longer  exempt  from  the  tax  im¬ 
posed  by  chapter  1.  If  an  organization 
ceases  to  be  exempt  from  such  tax,  it  shall, 
within  the  time  specified  in  regulations  pre¬ 
scribed  by  the  Secretary  or  his  delegate,  so 
notify  each  withholding  agent  with  whom  it 
has  an  exemption  certificate  in  effect. 

“  ‘(b)  Exceptions  and  Special  Rules. — 

“  ‘  ( 1 )  Certain  exceptions. — This  section 
shall  not  apply  to  any  amount — ■ 

“  ‘(A)'  described  in  section  3452(a)(1) 
(relating  to  interest  on  evidences  of  in¬ 
debtedness)  ,  or 

“‘(B)  described  in  section  3452(a)(4) 
(relating  to  interest  on  obligations  of  the 
United  States) . 

“  ‘(2)  Series  e  bonds,  etc. — In.-the  case 
of  transactions  involving  the  redemption  of 
one  or  more  obligations  described  in  section 
3452(a)  (5)  (relating  to  certain  obligations 
of  the  United  States  issued  on  a  discount 
basis) ,  a  separate  certificate  shall  be  filed 
with  respect  to  each  such  transaction. 

“‘(3)  Nominees,  custodians,  and  joint 
ownerships. — Under  regulations  prescribed 
by  the  Secretary  or  his  delegate,  the  exemp¬ 
tion  provided  by  subsection  (a)  may  be  ex¬ 
tended,  in  a  manner  consistent  with  the 
other  provisions  of  this  section,  to — ■ 

“‘(A)  amounts  (other  than  amounts  de¬ 
scribed  in  section  3462(a),  relating  to'  divi¬ 
dends)  paid  through  nominees; 

“‘(B)  amounts  paid  to  custodians;  and 
“‘(C)  amounts  paid  jointly  to  2  or  more 
individuals; 

“‘(4)  Effective  date  of  certificate. — Any 
exemption  certificate  under  this  section  shall 
take  effect  on  such  day  as  is  specified  in  ac¬ 
cordance  with  regulations  prescribed  by  the 
Secretary  or  his  delegate. 

“‘(5)  Form  and  contents  of  certificate 
and  notice. — Any  exemption  certificate  under 
this  section,  and  any  notice  under  sub¬ 
section  (a)(3)(B),  shall  be  in  such  form 
and  contain  such  information  as  the  Secre¬ 
tary  or  his  delegate  may  by  regulations  pre¬ 
scribe. 

“‘(c)  Cross  Reference. — 

“  ‘For  penalty  for  filing  fraudulent  certifi¬ 
cate,  or  for  failing  to  provide  notice,  under 
this  section,  see  section  7205. 

“  ‘Sec.  3484.  Refund  of  Tax  to  Individuals. 

“  ‘(a)  General  Rule. — Except  as  provided 
in  subsection  (e) ,  the  tax  deducted  and  with¬ 
held  under  this  chapter  with  respect  to 
amounts  received  by  an  individual  during 
any  quarter  (other  than  the  fourth  quarter) 
of  his  taxable  year  (together  with  any  tax 
so  deducted  and  withheld  on  amounts  which 
were  received  by  him  during  any  prior  quar¬ 
ter  of  such  year  and  with  respect  to  which 
no  allowable  claim  for  refund  has  been  filed 
under  this  section)  shall,  to  the  extent  such 
tax  does  not  exceed  his  refund  allowance 
as  of  the  time  the  claim  for  refund  is  filed, 
be  promptly  refunded  to  him  as  an  overpay¬ 
ment  of  tax.  A  refund  of  tax  shall  be  made 
under  this  section  only  if  the  amount  claimed 
and  allowable  equals  or  exceeds  $10. 

“‘(b)  Refund  Allowance. — For  purposes 
of  this  section,  the  refund  allowance  of  an 
individual  as  of  the  tim'e  the  claim  for  re¬ 
fund  is  filed  is  an  amount  equal  to  the  ex¬ 
cess,  if  any,  of — 

"  ‘(1)  an  amount  equal  to  22  percent  of — 

“  ‘(A)  the  total  of  the  deductions  which, 
on  the  basis  of  facts  existing  at  the  time  the 
claim  for  refund  is  filed,  such  individual 
would  be  allowed  for  the  taxable  year  under 
section  151  (relating  to  deductions  for  per¬ 
sonal  exemptions) ,  plus 

“  ‘(B)  in  the  case  of  an  individual  who, 
at  the  time  the  claim  for  refund  is  filed,  rea¬ 
sonably  expects  that  he  will  be  allowed  a 
credit  under  section  37  (relating  to  retire¬ 
ment  income)  for  the  taxable  year,  the 
amount  which,  at  such  time,  such  individual 
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reasonably  expects  to  be  the  amount  of  his 
retirement  income  (as  defined  in  section 
37(c)  and  as  limited  by  section  37(d))  for 
the  taxable  year,  less 

“  ‘(C)  the  amounts  (other  than  amounts 
on  which  tax  is  required  to  be  deducted  and 
withheld  under  this  chapter)  which,  at  the 
time  the  claim  for  refund  is  filed,  such  in¬ 
dividual  reasonably  expects  to  be  includible 
in  his  gross  income  for  the  taxable  year; 
over 

“‘(2)  the  amounts  of  tax  with  respect  to 
which  an  allowable  claim  for  refund  has 
been  previously  filed  under  this  section  dur¬ 
ing  the  taxable  year. 

For  purposes  of  paragraph  (1)(C),  an  in¬ 
dividual  who  files  more  than  one  claim  for 
refund  under  this  section  for  any  taxable 
year  may  use  the  estimate  for  the  preceding 
claim  for  such  year  unless,  at  the  time  he 
files  the  claim,  he  reasonably  expects  the 
amounts  referred  to  in  paragraph  (1)  (C)  to 
exceed  such  prior  estimate  by  more  than 
$100. 

(c)  Married  Individuals. — For  purposes 
of  subsections  (a),  (b),  and  (d),  married 
individuals  shall  be  treated  as  an  individual 
if,  at  the  time  the  claim  for  refund  is  filed, 
they  reasonably  expect  that  they  will  file 
a  joint  return  for  the  taxable  year  in  which 
such  claim  is  filed. 

“‘(d)  Time  for  Filing  Claim. — Not  more 
than  one  claim  may  be  filed  under  this  sec¬ 
tion  by  any  individual  during  any  quarter  of 
his  taxable  year.  A  refund  of  tax  deducted 
and  withheld  on  amounts  received  during  a 
taxable  year  shall  be  made  under  this  sec¬ 
tion  only  if  claim  therefor  is  filed  on  or  be¬ 
fore  the  last  day  of  such  taxable  year. 

“  ‘(e)  Individuals  Nor  Eligible  for  Re¬ 
fund. — No  claim  for  refund  may  be  filed 
under  this  section  by — 

‘“(1)  any  individual  (other  than  an  in¬ 
dividual  referred  to  in  paragraph  (2)  or  (3)  ) 
unless,  at  the  time  the  claim  for  refund  is 
filed,  he  reasonably  expects  that  his  gross 
income  for  the  taxable  year  will  not  exceed 
$5,000; 

“‘(2)  any  married  individual  unless,  at 
the  time  the  claim  for  refund  is  filed,  he 
reasonably  expects  that  the  aggregate  gross 
income  of  such  individual  and  his  spouse  for 
the  taxable  year  will  not  exceed  $10,000; 

“‘(3)  a  head  of  a  household  (as  defined 
in  section  1(b)(2))  or  a  surviving  spouse 
(as  defined  in  section  2(b))  unless,  at  the 
time  the  claim  for  refund  is  filed,  he  rea¬ 
sonably  expects  that  his  gross  income  for  the 
taxable  year  will  not  exceed  $10,000;  or 
“  ‘(4)  any  child,  unless,  at  the  time  the 
claim  for  refund  is  filed,  he  reasonably  ex¬ 
pects  that  no  deduction  would  be  allowed 
for  him  under  section  151(e)  (1)  (B)  for  the 
taxable  year  of  his  parent  (or  parents)  be¬ 
ginning  with  or  within  the  calendar  year  in 
which  the  claim  for  refund  is  filed. 

“‘(f)  Cross  Reference. — 

“  ‘For  credit  or  refund  of  amounts  not  re¬ 
funded  under  this  section,  see  section  39. 

“  ‘Sec.  3485.  Refund  of  Tax  to  States, 
Tax-Exempt  Organiza¬ 
tions,  Etc. 

“‘(a)  General  Rule. — In  the  case  of  a 
person  which  is— 

“  ‘(1)  the  United  States  or  a  State. 

“  ‘(2)  an  organization  (other  than  a  co¬ 
operative  described  in  section  521)  which 
is  exempt  from  the  tax  imposed  by  chapter  1, 
“‘(3)  a  foreign  government  or  interna¬ 
tional  organization,  or 

“  ‘(4)  a  foreign  central  bank  of  issue, 
if  the  tax  deducted  and  withheld  under 
this  chapter  with  respect  to  amounts  re¬ 
ceived  by  such  person  during  any  calendar 
quarter  exceeds  the  credit,  if  any,  claimed 
by  and  allowable  to  such  person  under  sec¬ 
tion  3505  (relating  to  credit  against  em¬ 
ployment  taxes)  for  such  quarter,  the  ex¬ 
cess  (together  with  any  such  excess  for  any 
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prior  quarter  of  the  same  calendar  year  with 
respect  to  which  no  refund  has  been  claimed 
and  allowed  under  this  section)  shall  be 
promptly  refunded  or  credited  to  such  per¬ 
son  as  an  overpayment  of  tax.  In  the  case 
of  a  person  to  which  paragraph  (4)  applies, 
the  amount  which  may  be  refunded  or  cred¬ 
ited  against  this  section  shall  not  exceed 
the  amount  of  tax  deducted  and  withheld 
under  section  3451  on  interest  paid  on  ob¬ 
ligations  of  the  United  States  which  are  not 
held  for,  or  used  in  connection  with,  the 
conduct  of  commercial  banking  functions  or 
other  commercial  activities. 

“‘(b)  Cross  References. — 

"  ‘  ( 1 )  For  period  of  limitation  for  filing 
claim  under  this  section,  see  section  6511. 

“‘(2)  For  presumed  date  of  payment  for 
purposes  of  (A)  period  of  limitation,  see  sec¬ 
tion  6513(b),  and  (B)  allowance  of  interest 
on  overpayments,  see  section  6611(d). 

“  ‘Sec.  3486.  Refund  of  Tax  to  Corporation. 

“‘(a)  General  Rule. — If  the  tax  deduct¬ 
ed  and  withheld  under  this  chapter  with  re¬ 
spect  to  amounts  received  by  a  corporation 
(other  than  a  corporation  described  in  sec¬ 
tion  3485(a))  during  any  quarter  (other 
than  the  fourth  quarter)  of  its  taxable 
year  exceeds  the  amount  claimed  by  and 
allowable  to  such  corporation  under  section 
3487  as  a  credit  against  its  liability  for  tax 
under  this  chapter  for  such  quarter,  the 
excess  (together  with  any  such  excess  for 
any  prior  quarter  of  the  same  year 
with  respect  to  which  no  refund  has  been 
claimed  and  allowed  under  this  section) 
shall  be  promptly  refunded  or  credited  to 
such  corporation  as  an  overpayment  of  tax. 

A  refund  of  tax  shall  be  made  under  this 
section  only  if  claim  therefor  is  filed  after 
the  close  of  the  period  covered  by  the  claim 
and  on  or  before  the  last  day  of  the  taxable 
year. 

“  ‘(b)  Cross  Reference. — 

“  ‘For  credit  or  refund  of  amounts  not  re¬ 
funded  under  this  section,  see  section  39. 

“  ‘Sec.  3487.  Credit  for  Tax  Withheld  on 
Corporation. 

“‘(a)  General  Rule. — Any  tax  deducted 
and  withheld  under  this  chapter  with  respect 
to  amounts  received  by  a  corporation  (other 
than  a  corporation  described  in  section 
3485(a))  during  a  taxable  year  shall,  to  the 
extent  not  claimed  and  allowable  as  a  credit 
or  refund  to  the  corporation  under  section 
3486,  be  allowed,  under  regulations  pre¬ 
scribed  by  the  Secretary  or  his  delegate,  as 
a  credit  against  (but  not  in  excess  of)  the 
tax  for  which  such  corporation  is  liable 
under  this  chapter  in  respect  of  amounts 
paid  by  it  during  such  year. 

“‘(b)  Dividends  and  Patronage  Dividends 
Paid  During  Taxable  Year. — For  purposes  of 
determining  the  credit  allowable  to  any  cor¬ 
poration  under  subsection  (a),  a  dividend, 
or  amount  subject  to  withholding  under  sec¬ 
tion  3471,  paid  by  it  may  be  considered  as 
having  been  paid  during  the  taxable  year — 
“  ‘  ( 1 )  in  the  case  of  a  personal  holding 
company,  if  treated  as  paid  during  such  tax¬ 
able  year  under  section  663(b) , 

“‘(2)  in  the  case  of  a  regulated  invest¬ 
ment  company,  if  treated  as  paid  during  such 
taxable  year  under  section  855(a) , 

“‘(3)  in  the  case  of  a  real  estate  invest¬ 
ment  trust,  if  treated  as  paid  during  such 
taxable  year  under  section  858(a),  or 

'“(4)  in  the  case  of  a  cooperative  de¬ 
scribed  in  section  1381(a),  if  paid  during 
the  payment  period  (as  defined  in  section 
1382(d) )  for  such  taxable  year. 

“  ‘(c)  Special  Rule  for  Corporations 
Which  Are  Members  of  an  Affiliated 
Group. — To  the  extent  and  subject  to  such 
conditions  as  may  be  provided  in  regula¬ 
tions  prescribed  by  the  Secretary  or  his  dele¬ 
gate,  the  tax  deducted  and  withheld  under 
this  chapter  with  respect  to  amounts  re¬ 


ceived  by  a  corporation  which  is  a  member 
of  an  affiliated  group  which  filed  a  consoli¬ 
dated  return  for  the  preceding  taxable  year 
of  the  affiliated  group  may,  for  purposes  of 
this  section,  be  treated  as  tax  deducted  and 
withheld  under  this  chapter  from  any  cor¬ 
poration  which  is  a  member  of  the  same 
affiliated  group. 

“  ‘Sec.  3488.  Obligation  Sold  Between  In¬ 
terest-Payment  Dates. 

“  ‘For  purposes  of  any  credit  or  refund 
provided  in  section  3484,  3485,  3486,  or  3487, 
in  the  case  of  an  obligation  which  is  sold  or 
exchanged  between  interest-payment  dates 
the  amount  required  to  be  deducted  and 
withheld  on  the  interest  at  the  end  of  the 
interest-payment  period  shall  be  treated  in 
the  manner  provided  in  section  39(c). 

“  ‘Sec.  3489.  Presumption. 

“  ‘For  purposes  of  establishing  that  any 
person  is  entitled  to  a  credit  or  refund  of 
any  tax  required  to  be  deducted  and  with¬ 
held  under  this  chapter  with  respect  to 
amounts  received  by  such  person,  the  correct 
amount  of  such  tax  shall,  in  the  absence 
of  evidence  to  the  contrary,  be  presumed  to 
have  been  so  deducted  and  withheld. 

“  ‘Sec.  3490.  Definitions. 

“  ‘For  purposes  of  this  chapter — 

“‘(1)  Person. — The  term  “person”  in¬ 
cludes  the  United  States,  a  State,  a  foreign 
government,  and  an  international  organiza¬ 
tion. 

'“(2)  State. — The  term  “State”  includes 
a  State,  the  District  of  Columbia,  a  posses¬ 
sion  of  the  United  States,  any  political  sub¬ 
division  of  any  of  the  foregoing,  and  any 
wholly  owned  agency  or  instrumentality  of 
any  one  or  more  of  the  foregoing. 

“  ‘  ( 3 )  Foreign  government. — The  term 
“foreign  government”  includes  a  foreign  gov¬ 
ernment,  a  political  subdivision  of  a  for¬ 
eign  government,  and  any  wholly  owned 
agency  or  instrumentality  of  any  one  or 
more  of  the  foregoing. 

“‘(4)  Nonresident  alien. — The  term 

“nonresident  alien  individual”  includes  an 
alien  resident  of  Puerto  Rico.’ 

“(2)  Clerical  amendments,  etc. — 

“(A)  The  heading  for  subtitle  C  is 
amended  to  read  as  follows  : 

“  ‘Subtitle  C —  Employment  Taxes  and  Col¬ 
lection  of  Income  Tax  at  Source’ 

“(B)  The  table  of  chapters  for  subtitle  C 
is  amended  by  striking  out  the  last  line  and 
inserting  in  lieu  thereof  the  following: 

“  ‘Chapter  25.  Collection  of  income  tax  at 
source  on  interest,  divi¬ 
dends,  and  patronage  divi¬ 
dends. 

“  ‘Chapter  26.  General  provisions  relating 
to  employment  taxes  and 
collection  of  income  taxes 
at  source.’ 

“(C)  The  table  of  subtitles  under  the 
heading  ‘Internal  Revenue  Title’  at  the  be¬ 
ginning  of  the  Internal  Revenue  Code  of  1954 
is  amended  by  striking  out  the  third  line 
and  inserting  in  lieu  thereof  the  following: 
“  ‘Subtitle  C.  Employment  taxes  and  collec¬ 
tion  of  income  tax  at 
source.’ 

“(D)  The  heading  for  chapter  26  (as  re¬ 
designated  by  paragraph  (1)  of  this  subsec¬ 
tion)  is  amended  to  read  as  follows: 

“  ‘Chapter  26 — General  Provisions  Relat¬ 
ing  to  Employment  Taxes  and  Collection 
of  Income  Taxes  at  Source’ 

“(b)  Credits  Against  Income  Tax  for  Tax 
Withheld. — 

“(1)  Allowance  of  credit. — Part  IV  of 
subchapter  A  of  Chapter  1  (relating  to  cred¬ 
its  against  tax)  is  amended  by  inserting  after 
section  38  (added  by  section  2  of  this  Act) 
the  following  new  section: 
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“  'Sec.  39.  Tax  Withheld  on  Interest, 
Dividends,  and  Patronage 
Dividends. 

“‘(a)  General  Rule.— Under  regulations 
prescribed  by  the  Secretary  or  his  delegate, 
the  tax  deducted  and  withheld  under  chap¬ 
ter  25  (relating  to  withholding  at  source 
on  interest,  dividends,  and  patronage  divi¬ 
dends)  shall  he  allowed,  to  the  recipient  of 
the  amount  with  respect  to  which  such  tax 
was  deducted  and  withheld,  as  a  credit 
aginst  the  tax  imposed  by  this  subtitle  for 
the  taxable  year  in  which  such  amount  is 
received. 

“‘(b)  Special  Rule  for  Dependent  Chil¬ 
dren. — If — 

“  ‘  ( 1 )  the  taxpayer  for  his  taxable  year 
is  entitled  to  a  deduction  under  section 
151(e)  (1)  (B)  with  respect  to  a  child,  and 
“‘(2)  such  child  had,  for  the  calendar 
year  ending  with  or  within  the  taxpayer’s 
taxable  year — • 

“  ‘(A)  gross  income  of  less  than  $600.  and 
“‘(B)  no  wages  (as  defined  in  section 
3401(a) )  with  respect  to  which  withholding 
was  required  under  chapter  24, 
then,  under  regulations  prescribed  by  the 
Secretary  or  his  delegate,  the  taxpayer  shall 
be  entitled  to  the  credit  provided  by  subsec¬ 
tion  (a)  with  respect  to  amounts  received 
by  such  child  during  such  calendar  year,  but 
only  if  such  child  has  not  filed  any  claim  for 
credit  or  refund  of  any  portion  of  the  tax 
deducted  and  withheld  with  respect  to  such 
amounts. 

'(c)  Apportionment  of  Credit. — For  pur¬ 
poses  of  subsection  ( a ) ,  if  an  obligation  is 
sold  or  exchanged  between  interest-payment 
dates — 

“  ‘(1)  so  much  of  the  amount  required  to 
be  deducted  and  withheld  on  the  interest 
at  the  end  of  the  interest-payment  period 
as  is  properly  allocable  to  that  part  of  such 
period  which  ends  on  the  date  of  the  sale  or 
exchange  shall  be  treated  as  an  amount  de¬ 
ducted  and  withheld  from  the  transferor 
on  the  date  of  the  sale  or  exchange,  and 
“  ‘(2)  so  much  of  such  amount  as  is  prop¬ 
erly  allocable  to  that  part  of  such  period 
which  begins  on  the  day  after  the  date  of 
the  sale  or  exchange  shall  be  treated  as  an 
amount  deducted  and  withheld  from  the 
transferee. 

"‘(d)  Limitations. — The  credit  provided 
by  subsection  (a)  shall  not  be  allowed — 

“  ‘(1)  Refund  to  individuals. — To  any  in¬ 
dividual  with  respect  to  any  amount  of  tax 
allowed  him  as  a  refund  under  section  3484. 

“‘(2)  Credit  or  refund  to  states,  etc. — 
To  any  person  with  respect  to  any  amount  of 
tax  allowable  to  such  person  as  a  credit  or 
refund  under  section  3485  or  as  a  credit  un¬ 
der  section  3605. 

“‘(3)  Credit  or  refund  to  corpora¬ 
tions. — To  any  person  with  respect  to  any 
amount  of  tax  allowed  such  person  as  a 
credit  or  refund  under  section  3486  or  as  a 
credit  under  section  3487. 

“‘(4)  Certain  dependent  children. — To 
any  person  with  respect  to  any  amount  of 
tax  which  has  been  claimed  and  is  allowable 
as  a  credit  to  such  person’s  parent  by  reason 
of  the  provisions  of  subsection  (b). 

“  ‘(5)  Nominees,  etc. — To  any  person  with 
respect  to  any  amount  of  tax  allowed  such 
person  as  a  credit  under  section  1444(b).’ 

“(2)  Common  trust  funds. — Section  584 
(c)  (relating  to  the  income  of  participants 
in  the  fund)  is  amended  by  adding  at  the  end 
thereof  the  following  new  paragraph: 

“  ‘(3)  Tax  withheld  at  source  on  inter¬ 
est,  DIVIDENDS,  AND  PATRONAGE  DIVIDENDS. - In 

any  case  where  tax  under  chapter  25  is  de¬ 
ducted  and  withheld  on  any  amounts  re¬ 
ceived  by  a  common  trust  fund,  for  purposes 
of  any  credit  or  refund  provided  in  section 
39  or  3505,  or  chapter  25,  such  tax  shall,  in 
accordance  with  regulations  prescribed  by 
the  Secretary  or  his  delegate,  be  considered 
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as  having  been  deducted  and  withheld  pro¬ 
portionately  from  each  participant.’ 

“(3)  Estates  and  trusts. — Section  642(a) 
(relating  to  special  rules  for  credits  and  de¬ 
ductions  in  the  case  of  estates  and  trusts) 
is  amended  by  adding  at  the  end  thereof  the 
following  new  paragraph: 

"  ‘(4)  Tax  withheld  at  source  on  inter¬ 
est,  DIVIDENDS,  AND  PATRONAGE  "DIVIDENDS. - In 

any  case  where  tax  under  chapter  25  is  de¬ 
ducted  and  withheld  on  any  amounts  re¬ 
ceived  by  an  estate  or  trust,  for  purposes  of 
any  credit  or  refund  provided  in  section  39 
or  3505,  or  chapter  25,  such  tax  shall,  in  ac¬ 
cordance  with  regulations  prescribed  by  the 
Secretary  or  his  delegate,  be  considered  as 
having  been  deducted  and  withheld  from 
each  beneficiary  in  an  amount  which,  when 
added  to  the  amounts  paid,  credited,  or  re¬ 
quired  to  be  distributed  to  him,  equals  the 
amounts  which  would  have  been  paid, 
credited,  or  required  to  be  distributed  to 
him  in  the  absence  of  chapter  25.  Any  tax 
under  chapter  25  which  is  deducted  and 
withheld  on  amounts  received  by  the  estate 
or  trust  shall  be  considered  as  withheld 
from  such  estate  or  trust  to  the  extent  it  is 
not  considered  as  withheld  from  a  beneficiary 
under  the  provisions  of  the  preceding  sen¬ 
tence.’ 

“(4)  Technical  amendments. — 

“(A)  Section  164(b)(1)  (relating  to  de¬ 
duction  denied  in  the  case  of  certain  taxes) 
is  amended  by — 

“(i)  striking  out  the  word  “and”  at  the 
end  of  subpargaraph  (B); 

“(ii)  striking  out  the  comma  at  the  end  of 
subparagraph  (C)  and  inserting  and’;  and 
“(iii)  adding  after  subparagraph  (C)  the 
following  new  subparagraph: 

“‘(D)  the  tax  withheld  at  source  under 
chapter  25  (relating  to  collection  of  income 
tax  at  source  on  interest,  dividends,  and 
patronage  dividends),’. 

“(B)  Section  874(a)  (relating  to  allow¬ 
ance  of  deductions  and  credits  to  nonresi¬ 
dent  alien  individuals)  is  amended  by 
striking  ‘31  and  32’  and  inserting  in  lieu 
thereof  ‘31,  32,  and  39’. 

“(C)  Section  1314(e)  (relating  to  inap¬ 
plicability  of  part  II  of  subchapter  Q  of 
chapter  1  of  subtitle  A  to  taxes  imposed  by 
subtitle  C)  is  amended  by  striking  ‘employ¬ 
ment  taxes’  and  inserting  in  lieu  thereof 
‘employment  taxes  and  collection  of  income 
tax  at  source’. 

“(D)  Section  6211  (b)  (1)  (relating  to  rules 
applicable  in  determination  of  deficiency)  is 
amended  by  striking  ‘31’  and  inserting  in  lieu 
thereof  ‘31  or  39’. 

“(E)  The  table  of  sections  for  part  IV  of 
subchapter  A  of  chapter  1  is  amended  by 
striking  out 

“  ‘Sec.  38.  Overpayments  of  tax.’ 
and  inserting  in  lieu  thereof 
“  ‘Sec.  38.  Investment  in  certain  depreciable 
property. 

“Sec.  39.  Tax  withheld  on  interest,  divi¬ 
dends,  and  patronage  dividends. 

“  ‘Sec.  40.  Overpayments  of  tax.’ 

“(c)  Interest  and  Dividend  Paid  to  Non¬ 
resident  Aliens,  etc. — 

“(1)  Withholding  rate. — 

“(A)  Section  1441  (relating  to  withhold¬ 
ing  of  tax  on  nonresident  aliens)  is  amended 
by  adding  at  the  end  thereof  the  following 
new  subsection: 

“‘(e)  Treaties. — In  the  case  of  amounts 
described  in  section  3452(a)  (relating  to  in¬ 
terest),  section  3462(a)  (relating  to  divi¬ 
dends),  and  section  3472(a)  (relating  to 
patronage  dividends),  the  tax  required  to 
be  deducted  and  withheld  under  subsection 
(a)  shall  not  by  reason  of  the  provisions  of 
any  treaty  be  less  than  20  percent  of  such 
amounts.’ 

"(B)  Section  1442  (relating  to  withhold¬ 
ing  of  tax  on  foreign  corporations)  is 
amended  by  adding  at  the  end  thereof  the 


following  new  sentence:  ‘In  the  case  of 
amounts  described  in  section  3452(a)  (relat¬ 
ing  to  interest),  section  3462(a)  (relating  to 
dividends),  and  section  3472(a)  (relating  to 
patronage  dividends) ,  the  tax  required  to  be 
deducted  and  withheld  under  the  preceding 
sentence  shall  not  by  reason  of  the  provisions 
of  any  treaty  be  less  than  20  percent  of  such 
amounts.’ 

“(2)  Nominees  etc. — Subchapter  A  of 
chapter  3  (relating  to  withholding  of  tax  on 
nonresident  aliens  and  foreign  corporations) 
is  amended  by  adding  at  the  end  thereof  the 
following  new  section: 

“  ‘Sec.  1444.  Interest  and  Dividends  Paid 
to  Nominees;  Credits  to 
Withholding  Agents. 

“‘(a)  Withholding  of  Tax  by  Payor. — 
Under  regulations  prescribed  by  the  Secre¬ 
tary  or  his  delegate,  every  person  who  pays 
amounts  subject  to  withholding  under  chap¬ 
ter  25  and  who  has  been  notified  by  a  payee 
thereof  that  the  payee  is  a  nominee  required 
to  deduct  and  withhold  on  such  amounts 
under  section  1441  or  1442  shall,  in  lieu  of 
the  nominee,  deduct  and  withhold  from 
such  amounts  paid  to  the  nominee  the  tax 
required  to  be  deducted  and  withheld  under 
section  1441  or  1442,  in  the  same  manner  as 
if  such  amounts  were  paid  by  such  person 
directly  to  the  beneficial  owner  thereof. 

*“(b)  Credits  to  Withholding  Agents. — 
In  the  case  of  any  person  who  is  required  to 
deduct  and  withhold  tax  under  section  1441 
or  1442  in  respect  of  amounts  received  by 
him  during  any  calendar  year  on  which  tax 
was  deducted  and  withheld  (or,  in  the  case 
of  amounts  described  in  section  39(c)(1), 
was  treated  as  deducted  and  withheld)  un¬ 
der  chapter  25,  the  taxes  so  deducted  and 
withheld  (or  treated  as  deducted  and  with¬ 
held)  under  chapter  25  shall,  under  regula¬ 
tions  prescribed  by  the  Secretary  or  his 
delegate,  be  allowed  as  a  credit  against  (but 
not  in  excess  of)  his  liability  for  the  year 
in  respect  of  the  taxes  imposed  by  sections 
1441  and  1442.’ 

“(3)  Clerical  amendment. — The  table 
of  sections  for  subchapter  A  of  chapter  3  is 
amended  by  adding  at  the  end  thereof  the 
following : 

“  ‘Sec.  1444.  Interest  and  dividends  paid  to 
nominees;  credits  to  with¬ 
holding  agents.’ 

“(d)  Credit  for  States  and  Tax-Exempt 
Organizations. — 

“(1)  Allowance  of  Credit. — Chapter  26 
(general  provisions  relating  to  employment 
taxes  and  income  tax  withheld  at  source) 
is  amended  by  adding  at  the  end  thereof 
the  following  new  section : 

“  ‘Sec.  3505.  Special  Credit  in  Case  of  States 
or  Tax-Exempt  Organizations. 
“‘(a)  General  Rule. — In  the  case  of  a 
person  which  is  a  State  (as  defined  in  section 
3490(2))  or  which  is  an  organization  (other 
than  a  cooperative  described  in  section  521) 
which  is  exempt  from  the  tax  imposed  by 
chapter  1,  the  tax  deducted  and  withheld 
under  chapter  25  with  respect  to  amounts 
received  by  it  during  any  calendar  quarter 
shall  be  allowed,  under  regulations  pre¬ 
scribed  by  the  Secretary  or  his  delegate,  as 
a  credit  against  (but  not  in  excess  of)  such 
person’s  liability  (after  the  adjustments,  if 
any,  provided  for  in  sections  6205(a)  and 
6413(a)  for  such  quarter  in  respect  of  the 
taxes  imposed  by  chapter  21  (Federal  In¬ 
surance  Contributions  Act)  and  by  chapter 
24  (collection  of  income  tax  at  source  on 
wages) .  Such  credit  shall  be  allowed  only 
if  claim  therefor  is  made,  in  accordance  with 
such  regulations,  at  the  time  of  the  filing  of 
the  return  with  respect  to  the  taxes  under 
chapter  21  and  chapter  24  for  such  quarter. 

“‘(b)  Obligations  Sold  Between  Inter¬ 
est-Payment  Dates. — For  purposes  of  this 
section,  in  the  case  of  an  obligation  which  is 
sola  or  exchanged  between  interest-payment 
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dates,  the  amount  required  to  be  deducted 
and  withheld  on  the  interest  at  the  end  of 
the  interest-payment  period  shall  be  treated 
in  the  manner  provided  in  section  39(c). 

“  ‘(c)  Cross  Reference. — 

“  ‘For  refund  under  chapter  25,  see  section 
3485.’ 

“(2)  Technical  amendments. — 

“(A)  Section  3502  (relating  to  nondeducti¬ 
bility  of  taxes  in  computing  taxable  income) 
is  amended  by  adding  at  the  end  thereof  the 
following  new  subsection : 

“‘(c)  The  tax  deducted  and  withheld 
under  chapter  25  shall  not  be  allowed  as  a 
deduction  in  computing  taxable  income 
under  subtitle  A  either  to  the  person  deduct¬ 
ing  and  withholding  the  tax  or  to  the  re¬ 
cipient  of  the  amounts  subject  to  with¬ 
holding.’ 

“(B)  The  table  of  sections  for  chapter  26 
is  amended  by  adding  at  the  end  thereof  the 
following : 

“  ‘Sec.  3505.  Special  credit  in  case  of  States 
or  tax-exempt  organizations.” 
“(e)  Other  Technical  Amendments. — 

“(1)  Declaration  of  estimated  income 
tax  BY  individuals. — Section  6015(a)  (relat¬ 
ing  to  declaration  of  estimated  income  tax 
by  individuals)  is  amended  by  striking  out 
the  period  at  the  end  of  paragraph  (2)  and 
inserting  in  lieu  thereof  ‘and  amounts  on 
which  tax  is  required  to  be  deducted  and 
withheld  under  chapter  25.’. 

“(2)  Adjustment  of  tax;  underpayment. — 
“(A)  Subsection  (a)(1)  of  section  6205 
(relating  to  special  rules  relating  to  assess¬ 
ment  of  employment  taxes)  is  amended  by 
striking  out  ‘or  3402  is  paid  with  respect  to 
any  payment  of  wages  or  compensation,’  and 
inserting  in  lieu  thereof  '3402,  3451,  3461,  or 
3471  is  paid  with  respect  to  any  payment  of 
remuneration,  interest,  dividends,  or  other 
amounts,’. 

“(B)  Subsection  (b)  of  such  section  is 
amended  by  striking  out  ‘or  3402  is  paid  or 
deducted  with  respect  to  any  payment  of 
wages  or  compensation’  and  inserting  in  lieu 
thereof  ‘3402,  3451,  3461,  or  3471  is  paid  or 
deducted  with  respect  to  any  payment  of 
remuneration,  interest,  dividends,  or  other 
amounts’. . 

“(C)  The  heading  for  such  section  is 
amended  to  read  as  follows : 

“  ‘Sec.  6205.  Special  Rules  Applicable  to 
Certain  Taxes  Under  Subtitle 
C.’ 

“(D)  The  table  of  sections  for  subchapter 
A  of  chapter  63  is  amended  by  striking  out 
“  ‘Sec.  6205.  Special  rules  applicable  to  cer¬ 
tain  employment  taxes.’ 
and  inserting  in  lieu  thereof 
“  ‘Sec.  6205.  Special  rules  applicable  to  cer¬ 
tain  taxes  under  subtitle  C.’ 

“(3)  Use  of  government  depositaries. — 
Section  6302(c)  (relating  to  use  of  Govern¬ 
ment  depositaries)  is  amended  by  adding  at 
the  end  thereof  the  following  new  sentence: 
‘The  Secretary  or  his  delegate  shall  not  re¬ 
quire  the  deposit  under  this  subsection  of 
any  tax  deducted  and  withheld  under  chapter 
25  (relating  to  collection  of  income  tax  at 
source  on  interest,  dividends,  and  patronage 
dividends)  in  a  Government  depositary  be¬ 
fore  the  last  day  prescribed  in  section  3481 
for  payment  of  the  tax.’ 

“(4)  Excessive  withholding. — Section 
6401(b)  (relating  to  excessive  withholding) 
is  amended  to  read  as  follows : 

“  ‘  (b)  Excessive  Withholding. — If  the 
amounts  allowable  as  credits  under  section 
31  (relating  to  credit  for  tax  withheld  at 
source  under  chapter  24)  and  section  39 
(relating  to  credit  for  tax  withheld  on  inter¬ 
est,  dividends,  and  patronage  dividends  un¬ 
der  chapter  25)  exceed  the  taxes  imposed 
by  chapter  1  against  which  such  credits  are 
allowable,  the  amount  of  such  excess  shall 
be  considered  an  overpayment.’ 

“(5)  Adjustment  of  tax;  overpayment.-— 
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“(A)  Subsection  (a)(1)  of  section  6413 
(relating  to  special  credit  and  refund  rules 
applicable  to  certain  employment  taxes)  is 
amended  by  striking  out  ‘or  3402  is  paid  with 
respect  to  any  payment  of  remuneration,’ 
and  inserting  in  lieu  thereof  ‘3402,  3451, 
3461,  or  3471  is  paid  with  respect  to  any 
payment  of  remuneration,  interest,  divi¬ 
dends,  or  other  amounts,’. 

"(B)  Subsection  (b)  of  such  section  is 
amended — 

“(i)  By  striking  from  the  heading  of  such 
subsection  the  words  ‘of  Certain  Employ¬ 
ment  Taxes;  and 

“(ii)  By  striking  out  ‘or  3402  is  paid  or 
deducted  with  respect  to  any  payment  of  re¬ 
muneration’  and  inserting  in  lieu  thereof 
‘3402,  3451,  3461,  or  3471  is  paid  or  deducted 
with  respect  to  any  payment  of  remunera¬ 
tion,  interest,  dividends,  or  other  amounts’. 

“(C)  The  following  new  subsection  is  add¬ 
ed  at  the  end  of  such  section: 

‘“(e)  Cross  References. — 

"  ‘For  special  refunds  or  credits  of  tax 
withheld  on  interest,  dividends,  or  patronage 
dividends  under  chapter  25,  see  sections  3484, 
3485,  3486,  3487,  and  3605.’ 

"(D)  The  heading  for  such  section  is 
amended  to  read  as  follows: 

“  ‘Sec.  6413.  Special  Rules  Applicable  to 
Certain  Taxes  Under  Sub¬ 
title  C.’ 

"(E)  The  table  of  sections  for  subchapter 
B  of  chapter  65  is  amended  by  striking  out 
"  ‘Sec.  6413.  Special  rules  applicable  to  cer¬ 
tain  employment  taxes.’ 
and  inserting  in  lieu  thereof 
“  ‘Sec.  6413.  Special  rules  applicable  to  cer¬ 
tain  taxes  under  subtitle  C.’ 

“(6)  Overpayment  not  deducted  and  with¬ 
held. — Section  6414  (relating  to  income  tax 
withheld)  is  amended  by  striking  ‘chapter 
3’  and  inserting  in  lieu  thereof  ‘chapter  3 
or  25’. 

“(7)  Time  tax  considered  paid. — Section 
6513(b)  (relating  to  time  tax  considered 
paid)  is  amended  by  adding  at  the  end 
thereof  the  following  new  sentences:  ‘For 
purposes  of  section  6511  or  6612,  any  tax  de¬ 
ducted  and  withheld  under  chapter  25  which 
is  allowable  under  section  39,  3484,  3485,  or 
3486  as  a  credit  against  tax  or  as  a  refund 
of  an  overpayment  (or  an  amount  treated 
as  an  overpayment)  of  the  tax  imposed  by 
chapter  1  shall,  in  respect  of  the  person  en¬ 
titled  to  such  credit  or  refund,  be  deemed  to 
have  been  paid  by  him  on  the  last  day  pre¬ 
scribed  for  filing  the  return  (determined 
without  regard  to  any  extension  of  time  for 
filing  such  return)  of  tax  under  chapter  1 
for  his  taxable  year  in  which  the  amount 
subject  to  withholding  under  chapter  25  is 
received  by  him  or,  if  such  person  has  no 
taxable  year,  on  the  fifteenth  day  of  the 
fifth  calendar  month  following  the  close 
of  such  person’s  annual  accounting  period 
within  which  such  amount  is  received  by 
him.  In  the  case  of  an  amount  allowable 
as  a  credit  under  section  39(b)  to  the  parent 
of  a  child,  such  amount  shall,  if  claimed  by 
the  parent,  be  deemed  to  have  been  paid 
on  the  last  day  for  filing  his  return  (deter¬ 
mined  without  regard  to  any  extension  of 
time  for  filing  such  return)  for  his  taxable 
year  which  begins  with  or  within  the  calen¬ 
dar  year  in  which  amounts  subject  to  with¬ 
holding  under  chapter  25  were  received  by 
the  child.’ 

“(8)  Failure  to  pay  estimated  income 
tax. — 

“(A)  Individuals. — Subsections  (e)  and 
(f)  of  section  6654  (relating  to  failure  by 
individuals  to  pay  estimated  income  tax)  are 
amended  to  read  as  follows: 

“‘(e)  Application  of  Section  in  Case  of 
Withheld  Taxes. — For  purposes  of  applying 
this  section — 

"  ‘(1)  the  estimated  tax  shall  be  computed 
without  any  reduction  for  amounts  which 


the  individual  estimates  as  his  credits  under 
section  31  (relating  to  tax  withheld  at  source 
on  wages)  and  section  39  (relating  to  tax 
withheld  on  interest,  dividends,  and  patron¬ 
age  dividends) ;  and 

"  ‘(2)  the  amount  of  the  credits  allowed 
under  sections  31  and  39  for  the  taxable 
year  shall  be  deemed  a  payment  of  estimated 
tax,  and  an  equal  part  of  such  amount  shall 
be  deemed  paid  on  each  installment  date 
(determined  under  section  6153)  for  such 
taxable  year,  unless  the  taxpayer  establishes 
the  dates  on  which  all  amounts  were  actually 
withheld  (or  in  the  case  of  amounts  described 
in  section  39(c)(1),  were  treated  as  with¬ 
held)  ,  in  which  case  the  amounts  so  with¬ 
held  shall  be  deemed  payments  of  estimated 
tax  on  such  dates. 

*•  ‘(f)  Tax  Computed  After  Application  of 
Credits  Against  Tax. — For  purposes  of  sub¬ 
sections  (b)  and  (d),  the  term  "tax”  means 
the  tax  imposed  by  chapter  1  reduced  by  the 
credits  against  tax  allowed  by  part  IV  of  sub¬ 
chapter  A  of  chapter  1,  other  than  the  credits 
against  tax  provided  by  section  31  (relating 
to  tax  withheld  on  wages)  and  section  39 
(relating  to  tax  withheld  on  interest,  divi¬ 
dends,  and  patronage  dividends) .’ 

“(B)  Corporations. — Section  6655  (relat¬ 
ing  to  failure  by  corporation  to  pay  esti¬ 
mated  income  tax)  is  amended — 

“(i)  by  striking  out  the  period  at  the  end 
of  subsection  (e)  (2)  (B)  and  inserting  in  lieu 
thereof  ',  other  than  the  credit  against  tax 
provided  by  section  39  (relating  to  tax  with¬ 
held  on  interest,  dividends,  and  patronage 
dividends).’;  and 

“(ii)  by  redesignating  subsection  (f)  as 
subsection  (g)  and  inserting  after  subsection 
(e)  the  following  new  subsection: 

“‘(f)  Application  of  Section  in  Case  of 
Tax  Withheld  on  Interest,  Dividends,  and 
Patronage  Dividends. — For  purposes  of  ap¬ 
plying  this  section — 

“  ‘(1)  the  estimated  tax  shall  be  computed 
without  any  reduction  for  the  amount  which 
the  corporation  estimates  as  its  credit  under 
section  39  (relating  to  tax  withheld  on  inter¬ 
est,  dividends,  and  patronage  dividends) ; 
and 

“‘(2)  the  amount  of  the  credit  allowed 
under  section  39  for  the  taxable  year  shall 
be  deemed  a  payment  of  estimated  tax,  and 
an  equal  part  of  such  amount  shall  be 
deemed  paid  on  each  installment  date  (deter¬ 
mined  under  section  6164)  for  such  taxable 
year,  unless  the  corporation  establishes  the 
dates  on  which  all  amounts  were  actually 
withheld  (or  in  the  case  of  amounts  de¬ 
scribed  in  section  39(c)(1),  were  treated  as 
withheld) ,  in  which  case  the  amounts  so 
withheld  shall  be  deemed  payments  of  esti¬ 
mated  tax  on  such  dates.’ 

“(9)  Penalty  for  filing  fraudulent  ex¬ 
emption  certificate. — Section  7205  (relating 
to  fraudulent  withholding  exemption  certifi¬ 
cate  or  failure  to  supply  information)  is 
amended  by  adding  the  following  new  sen¬ 
tence  at  the  end  thereof:  ‘Any  person  who 
willfully  files  an  exemption  certificate  with 
any  withholding  agent  under  section  3483, 
on  which  the  certification  is  known  by  him 
to  fraudulent  or  to  be  false  as  to  any  mate¬ 
rial  matter,  or  who  is  required  to  file  a 
notice  under  subsection  (a)  (3)  (B)  of  section 
3483  and  who  willfully  fails  to  provide  such 
notice  in  the  manner,  at  the  time,  and  show¬ 
ing  the  information  required  under  such 
subsection  (a)  (3)  (B) ,  or  the  regulations  pre¬ 
scribed  thereunder,  shall,  in  lieu  of  any 
penalty  otherwise  provided,  upon  conviction 
thereof,  be  fined  not  more  than  $500,  or 
imprisoned  not  more  than  1  year,  or  both.’ 

“(10)  Offenses  with  respect  to  collected 
taxes. — The  last  sentence  of  section  7215(b) 
(relating  to  offenses  with  respect  to  collected 
taxes)  is  amended  to  read  as  follows:  ‘For 
purposes  of  paragraph  (2),  a  lack  of  funds 
existing  immediately  after  the  payment  of 
wages  or  amounts  subject  to  withholding 
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under  chapter  25  (whether  or  not  created  by 
the  payment  of  such  wages  or  amounts) 
shall  not  be  considered  to  be  circumstances 
beyond  the  control  of  a  person.’ 

“(1)  Definition  of  withholding  agent. — 
Section  7701(a)  (16)  (defining  the  term 
‘withholding  agent’)  is  amended  by  striking 
out  ‘or  1461’  and  inserting  in  lieu  thereof 
‘1461,  3451,  3461,  or  3471’. 

“(f)  Effective  Dates. — 

“(1)  General  rule. — Except  as  provided  in 
paragraph  (2),  the  provisions  of  this  section 
shall  apply  in  the  case  of  interest  and  divi¬ 
dends  paid  on  or  after  January  1,  1963. 

“(2)  Special  rules. — 

“(A)  In  the  case  of  transferable  obliga¬ 
tions  described  in  paragraph  (1)  or  (6)  of 
section  3452(a)  of  the  Internal  Revenue  Code 
of  1954,  the  provisions  of  this  section  shall 
apply  only  to  interest  paid  with  respect  to 
interest-payment  periods  commencing  on  or 
after  January  1,  1963. 

“(B)  The  provisions  of  this  section  shall 
apply  to  amounts  described  in  section  3472 
of  such  Code  paid  on  or  after  January  1, 
1963,  with  respect  to  patronage  occurring  on 
or  after  the  first  day  of  the  first  taxable  year 
of  the  cooperative  beginning  on  or  after  Jan¬ 
uary  1,  1963.” 

Mr.  BUSH.  Mr.  President,  may  we 
have  the  amendment  identified? 

Mr.  HARTKE.  Mr.  President,  it  is  my 
amendment  8-29-62 — A. 

The  PRESIDING  OFFICER.  The 
clerk  will  identify  the  amendment. 

The  Legislative  Clerk.  The  Sen¬ 
ator  from  Indiana  [Mr.  Hartke] 
offers  an  amendment  identified  as  “8- 
29-62 — A,”  which  is,  on  page  354,  be¬ 
ginning  with  line  4,  to  strike  out  all 
through  line  19  on  page  369  and  insert 
a  section  19,  “Withholding  of  Income 
Tax  at  Source  on  Interest,  Dividends, 
and  Patronage  Dividends.” 

The  PRESIDING  OFFICER.  The 
question  is  on  agreeing  to  the  amend¬ 
ment  offered  by  the  Senator  from  Indi¬ 
ana  [Mr.  Hartke], 

Mr.  HARTKE.  Mr.  President,  much 
has  been  said  about  the  proposal  to  with¬ 
hold  taxes  due  on  dividends  and  inter¬ 
est,  and  many  Americans  have  been  led 
to  believe — I  think  mistakenly — that  the 
original  proposal  was  for  new  taxation. 
Of  course  it  was  not. 

My  amendment  is  designed  to  elimi¬ 
nate  any  arguments  which  might  come 
from  the  widows,  from  the  children, 
from  the  older  people,  from  the  thrift 
associations — the  savings  and  loan  as¬ 
sociations  or  the  banks — because  it 
would  not  cover  those  persons. 

When  I  originally  examined  the  tax 
bill,  as  I  understood  it  to  come  from  the 
President,  the  bill  had  two  basic  pur¬ 
poses.  The  first  basic  purpose  was  to 
close  the  tax  loopholes;  and  the  second 
basic  purpose  was  to  provide  an  incen¬ 
tive  for  business  growth.  Insofar  as 
revenues  were  concerned,  the  cost  of  pro¬ 
viding  incentives  for  business  growth 
was  to  be  recouped  by  closing  the  hidden 
loopholes. 

One  part  of  that  proposal  was  not  to 
be  a  substantive  change  in  the  law,  but 
instead  a  procedural  change,  which  was 
to  apply  the  same  withholding  provi¬ 
sion  to  dividends  and  interest  income  as 
was  applied  to  wages  and  salaries  of 
wage  earners.  The  proposal  was  to  ap¬ 
ply  withholding  to  those  who  earn  their 
living  from  investments  and  also  from 
coupon  clipping,  in  the  same  manner  as 
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it  applied  to  income  from  wages;  in 
other  words,  to  apply  the  same  principle 
of  withholding  to  those  who  receive 
funds  from  the  working  of  their  dollars 
as  is  applied  in  the  case  of  those  who 
work  with  their  hands  and  their  minds. 

My  amendment  would  provide  for  the 
Government  an  estimated  revenue  re¬ 
coupment  of  $530  million.  It  was  esti¬ 
mated  that  the  original  proposed  with¬ 
holding  provision  would  bring  in,  ac¬ 
cording  to  what  I  have  been  able  to 
calculate  from  reliable  reports,  some 
$780  million.  As  a  result  Senators  are 
to  be  given  an  opportunity  to  place  back 
into  the  bill  about  three-fourths  of  the 
loss  already  occasioned  by  the  failure  to 
adopt  the  House  withholding  principle. 

Frankly,  the  withholding  provision 
proposal  in  the  Finance  Committee  was 
turned  down  based  upon  the  arguments 
made  by  the  thrift  institutions,  the  sav¬ 
ings  and  loan  institutions,  and  the  banks. 
Their  opposition  to  the  bill  was  quite 
vehement. 

There  was  a  problem  presented  as  to 
minors,  which  I  thought  was  corrected. 
There  was  a  problem  with  respect  to  the 
elderly,  which  I  thought  was  corrected. 
There  was  a  problem  with  respect  to 
widows  and  others,  which  I  thought  was 
corrected. 

Some  people  thought,  however,  so  far 
as  this  question  is  concerned,  that  the 
procedure  recommended  would  be  too 
cumbersome.  As  a  result,  the  Finance 
Committee  proposed  that  a  certain  .re¬ 
porting  system  be  adopted. 

The  Treasury  Department  has  consist¬ 
ently  said  that  the  reporting  system 
could  not  and  would  not  provide  for  the 
recoupment  of  the  revenue  loss. 

I  have  consistently  supported  this  pro¬ 
vision,  both  in  the  committee  and  in  the 
Senate.  I  understand  how  Senators 
could  be  swayed,  either  by  the  large 
amount  of  mail  or  by  arguments  con¬ 
cerning  withholding  on  savings  accounts. 
Frankly,  I  disagree  with  them,  but  I  can 
understand  how  they  could  be  swayed  by 
the  arguments. 

However,  I  fail  to  see  why  the  entire 
principle  of  withholding  should  be  re¬ 
jected,  especially  in  respect  to  those  who 
are  receiving  their  incomes  from  divi¬ 
dends  on  stocks,  or  those  who  are  receiv¬ 
ing  interest  on  certain  evidences  of  in¬ 
debtedness,  in  particular  stocks  and  cor¬ 
porate  investments. 

(At  this  point  Mrs.  Neuberger  assumed 
the  chair  as  Presiding  Officer.) 

Mr.  HARTKE.  This  list  of  those  types 
of  interest  and  those  types  of  dividends 
which  would  be  covered  is  set  forth  on 
page  3  of  my  proposal,  in  case  any  Sena¬ 
tor  would  like  to  read  about  that  in  de¬ 
tail. 

The  withholding  principle  in  and  of  it¬ 
self  is  a  good  principle.  It  has  been  good 
because  it  has  provided  not  alone  a 
means  for  collection.  It  has  been  help¬ 
ful  to  the  Treasury  Department  on  a  cer¬ 
tain  level.  It  has  provided  for  payment 
by  all  of  a  fair  share  of  the  taxes. 

After  all,  the  national  debt,  to  the  ex¬ 
tent  it  has  been  incurred — much  of  it  due 
to  war — is  the  debt  of  each  individual 
person  who  pays  taxes.  It  does  not  be¬ 
long  to  some  more  than  to  others,  merely 


because  some  have  an  opportunity  to 
avoid  payment  of  taxes  or,  in  some  cases, 
an  opportunity  to  evade  the  payment  of 
taxes. 

Frankly,  I  feel  that  the  Finance  Com¬ 
mittee  and  the  Senate  acted  in  good  faith 
in  striking  the  proposed  withholding  sec¬ 
tion  from  the  bill.  I  assume  they  did. 
As  I  have  said,  that  argument  certainly 
can  apply  to  dividends.  It  certainly  can¬ 
not  apply  to  interest  on  stocks  and  bonds. 
Many  people  are  avoiding  paying  those 
amounts  at  the  present  time. 

The  tables  shown  in  volume  10  of  the 
hearings,  pages  4355  and  4356,  show  that 
about  11.8  percent  of  dividends  which 
are  paid  are  never  reported  on  income 
tax  returns. 

I  believe  in  plugging  loopholes.  I  think 
we  should  be  fair  to  one  group  of  our 
society  as  well  as  to  others.  As  I  have 
said  before,  the  arguments  which  apply 
to  widows  and  children,  thrift  associa¬ 
tions,  and  banks  no  longer  apply  here. 

I  call  attention  to  the  fact  that  the 
minority  leader  and  I  had  a  little  dis¬ 
cussion  about  a  certain  statement  in 
which  he  was  speaking  about  H.R.  10.  I 
did  not  oppose  him  on  H.R.  10.  I  op¬ 
posed  my  own  leadership  on  that  mea¬ 
sure.  I  thought  the  measure  had  some 
merit. 

I  ask  unanimous  consent  to  have 
printed  at  this  point  in  the  Record  an 
article  entitled  “Dirksen  Tells  Opposi¬ 
tion  to  Tax  Break  for  Professionals,”  by 
Carleton  Kent,  published  in  the  Chicago 
Sun-Times  on  March  4, 1959. 

There  being  no  objection,  the  article 
was  ordered  to  be  printed  in  the  Record, 
as  follows : 

Dirksen  Tells  Opposition  to  Tax  Break  for 
Professionals 
(By  Carleton  Kent) 

Washington. — Senate  Republican  Leader 
Everett  M.  Dirksen,  of  Illinois,  emerged 
Tuesday  as  an  opponent  of  a  tax-exemption 
bill  supported  by  doctors,  lawyers,  and  other 
professional  persons. 

Fresh  from  the  regular  weekly  conference 
of  GOP  leaders  with  President  Eisenhower, 
Dirksen  told  White  House  reporters  the  bill 
would  “plow  a  hole”  of  as  much  as  $3,365 
million  in  Federal  revenues. 

The  measure,  which  the  House  Ways  and 
Means  Committee  has  reported  out  favorably, 
is  identical  to  one  the  House  passed  by  a 
voice  vote  (no  rollcall)  late  in  the  last  ses¬ 
sion  of  Congress,  and  which  died  in  the 
Senate  Finance  Committee’s  files. 

Its  authors  are  Representative  Eugene  J. 
Keough,  Republican  of  New  York,  and  Rep¬ 
resentative  Richard  M.  Simpson,  Republican 
of  Pennsylvania,  both  of  whom  rank  high  on 
the  Ways  and  Means  Committee. 

personal  opposition 

Perhaps  because  Simpson  also  is  chairman 
of  the  Republican  House  campaign  com¬ 
mittee,  Dirksen  emphasized  that  his  oppo¬ 
sition  was  personal,  and  that  he  had  not  dis¬ 
cussed  it  with  other  Republican  leaders. 

Nor  had  President  Eisenhower  taken  a  po¬ 
sition  on  the  matter  when  Dirksen  brought 
it  up,  the  Illinois  Senator  said. 

The  Keogh-Simpson  bill  would  permit 
self-employed  persons  to  deduct  from  their 
taxable  incomes  up  to  $2,500  a  year,  and  a 
total  of  $50,000,  paid  into  private  institutions 
to  create  pensions  for  themselves. 

TELLS  CHIEF  OBJECTION 

Dirksen  claimed  this  would  cost  $365  mil¬ 
lion  annually  in  Federal  revenues,  starting 
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January  1,  1959,  but  indicated  this  wasn’t 
the  chief  reason  for  his  opposition. 

“If  you  do  this,  teachers,  railroad  work¬ 
ers,  people  on  social  security  and  others  who 
pay  on  pension  funds  could  come  in  with 
good  grace  and  ask  for  tax  exemptions  on 
their  contributions,”  Dirksen  said. 

And  this  would  open  a  $3  billion  hole  in 
Federal  revenues  over  a  period  of  years.” 

The  Senate  minority  leader  indicated  he 
might  have  favored  the  bill  earlier  when  he 
added : 

“My  dedication  to  a  balanced  budget  is 
such  that  I  will  assert  it  even  if  it  means 
rejecting  a  commitment  I  had  already  made.” 

DOUGLAS  HELD  DUBIOUS 

So  far  Senator  Paul  H.  Douglas,  Democrat 
of  Illinois,  has  not  announced  his  position 
on  the  bill,  which  has  an  excellent  chance 
to  be  passed  by  the  House  again.  But  his 
friends  said  he  was  dubious,  on  grounds  that 
the  bill  would  narrow  the  Federal  tax  base. 

A  leading  light  in  pushing  the  Keough- 
Simpson  measure  is  Stephen  A.  Mitchell,  Chi¬ 
cago  attorney,  former  Democratic  national 
chairman,  and  an  old  political  foe.  But 
Dirksen’s  friends  said  Mitchell’s  position  had 
not  turned  Dirksen’s  sympathies  against  the 
measure. 

LOBBY  FORMED  IN  1957 

The  lobby  behind  the  Keough-Simpson 
bill,  formed  in  1957,  calls  itself  the  Ameri¬ 
can  Thrift  Assembly,  and  claims  to  repre¬ 
sent  500,000  persons.  Its  board  of  directors 
represents  a  broad  range  of  professional  and 
other  self-employed  groups: 

The  American  Bar  Association,  American 
Institute  of  Accountants,  American  Insti¬ 
tute  of  Architects,  American  Dental  Associa¬ 
tion,  American  Medical  Association,  Ameri¬ 
can  Optometric  Association,  American  Patent 
Law  Association,  American  Veterinary  Medi¬ 
cal  Association,  National  Association  of  Real 
Estate  Boards,  National  Association  of  Re¬ 
tail  Druggists,  National  Association  of  Tax 
Accountants,  National  Association  of  Wom¬ 
en  Tax  Lawyers,  National  Small  Business¬ 
men’s  Association,  and  the  National  Society 
of  Professional  Engineers. 

Mr.  HARTKE.  In  answer  to  a  ques¬ 
tion  a  while  ago  the  Senator  from  Illi¬ 
nois  [Mr.  Dirksen]  stated  that  the  meas¬ 
ure  would  have  caused  a  revenue  loss  of 
$3,365  million.  Two  amendments  to  the 
bill  before  the  Senate  have  been  offered 
by  the  minority  leader,  both  of  which 
would  cause  a  revenue  loss  to  the  Treas¬ 
ury.  The  Senator  did  not  seem  to  feel 
any  qualms  about  asking  the  Senate  to 
agree  to  those  measures.  There  would 
be  a  reduction  of  $500  million  in  tax  rev¬ 
enue  in  regard  to  judicial  reform.  I  am 
not  arguing  the  merits  of  the  proposal, 
but  it  would  cost  $500  million.  The  Sen¬ 
ator  did  not  seem  to  object  to  asking  for 
a  $50  million  annually  loss  of  revenues 
in  respect  to  the  measure  which  would 
provide  for  special  tax  consideration  for 
people  over  65  in  the  sale  of  their  houses, 
eliminating  the  capital  gains  tax.  I 
asked  the  Senator  at  that  time  how  he 
planned  to  vote,  if  given  an  opportunity, 
to  provide  for  a  closing  of  some  of  the 
loopholes  and  to  provide  for  a  balanced 
budget. 

My  amendment  would  balance  the  tax 
bill.  Senators  who  are  concerned  about 
balancing  the  budget  should  support  the 
measure.  As  I  said  before,  the  amend¬ 
ment  would  provide  a  recoupment  of  $530 
million  of  the  $800  million  which  was  lost. 

Mr.  MILLER.  Mr.  President,  will  the 
Senator  yield  for  a  question? 
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Mr.  HARTKE.  I  yield  to  the  Senator 
from  Iowa. 

Mr.  MILLER.  The  Senator  is  talking 
about  recouping  revenue  which  he  fears 
would  be  lost  without  the  amendment. 
However,  it  seems  to  me  that  by  having 
the  language  which  is  present  in  the  bill, 
and  which  was  added  to  the  bill  in  com¬ 
mittee  by  the  chairman  of  the  committee, 
which  would  require  information  returns 
to  be  sent  to  the  taxpayer — the  recip¬ 
ient — and  to  the  Internal  Revenue  Serv¬ 
ice  alike,  would  go  a  long  way  toward 
improving  the  present  situation. 

I  am  wondering  why  the  Senator  would 
not  be  content  to  try  that  system  to  see 
how  it  would  work.  If  it  did  not  work — 
if  it  did  not  catch  the  revenue  which  is 
being  lost  now — then  and  only  then  we 
would  resort  to  something  as  vast  as  the 
Senator’s  proposal. 

Mr.  HARTKE.  The  Secretary  of  the 
Treasury  told  us  in  committee  that,  so 
far  as  the  procedure  of  reporting  is  con¬ 
cerned,  although  it  was  thought  to  be  a 
good  suggestion,  no  provision  would  be 
made  for  the  necessary  checking.  The 
task  would  be  beyond  the  capabilities  of 
the  present  staff.  Additional  staff  mem¬ 
bers  would  be  required  to  collect  the 
revenue.  Although  reports  would  be  sent 
to  individuals,  still  someone  would  have 
to  check  the  returns  against  the  reports. 

I  do  not  object  to  that  type  of  informa¬ 
tional  return,  but  I  do  not  believe  it 
would  provide  the  proper  revenue.  The 
Treasury  Department  does  not  believe  it 
would  provide  the  revenue  necessary  to 
balance  the  tax  bill. 

Mr.  MILLER.  I  thank  the  Senator  for 
his  response.  I  cannot  agree  with  the 
Secretary  of  the  Treasury  in  that  respect. 

I  think  the  additional  auditing  which  he 
envisions  as  a  result  of  trying  to  take 
care  of  the  informational  returns  would 
be  offset  by  the  additional  auditing  of 
millions  of  claims  for  refunds,  which  the 
amendment  of  the  Senator  from  Indiana 
would  entail.  I  recognize  that  there  is 
a  difference  of  opinion.  I  appreciate  the 
Senator’s  response. 

Mr.  BYRD  of  Virginia.  Mr.  President, 
will  the  Senator  yield? 

Mr.  HARTKE.  I  yield. 

Mr.  BYRD  of  Virginia.  As  I  under¬ 
stand,  the  amendment  of  the  Senator 
from  Indiana  is  similar  to  an  amendment 
which  was  previously  rejected  by  the 
Senate — receiving  only  20  votes — with 
the  exception  of  the  fact  that  under  the 
Senator’s  amendment  there  would  be  no 
withholding  of  interest  on  deposits  in 
savings  and  loan  institutions. 

Mr.  HARTKE.  Savings  and  loan  in¬ 
stitutions  and  bank  deposits. 

Mr.  BYRD  of  Virginia.  With  that  ex¬ 
ception,  the  amendment  is  the  same  as 
that  which  was  rejected  in  the  Senate 
Finance  Committee  twice,  once  by  a  vote 
of  10  to  5  and  once  by  a  vote  of  11  to  5. 
When  the  proposal  reached  the  floor  of 
the  Senate,  it  received  only  20  votes. 

Mr.  HARTKE.  The  chairman  of  the 
committee  is  exactly  correct.  I  was  1 
of  the  20. 

Mr.  BYRD  of  Virginia.  Senators  have 
already  voted  on  the  substantive  provi¬ 
sions  of  the  amendment,  and  only  20 
Senators  voted  in  favor  of  it. 

Mr.  HARTKE.  I  invite  the  attention 


of  my  distinguished  chairman  to  the  fact 
that  the  House  of  Representatives 
passed  the  bill  in  a  form  which  included 
withholding  of  taxes  on  savings,  and  the 
opposition  to  the  withholding  provision 
basically  came  from  the  savings  and 
loan  institutions.  I  am  not  saying 
whether  they  were  right  or  wrong.  I 
thought  they  were  wrong.  Many  Sena¬ 
tors  probably  thought  they  were  right, 
and  that  an  undue  burden  would  be 
placed  upon  those  institutions. 

It  now  seems  that  the  burden  is  re¬ 
lieved.  The  representatives  of  most 
corporations  with  whom  I  have  talked 
tell  me  that  there  would  be  no  addition¬ 
al  burden  involved  in  withholding,  as 
distinguished  from  reporting  on  divi¬ 
dends. 

Mi-.  BYRD  of  Virginia.  The  amend¬ 
ment  of  the  Senator  from  Indiana  would 
withhold  taxes  on  every  other  kind  of 
interest  except  interest  from  building 
and  loan  institutions.  Such  institutions 
were  eliminated  because  of  the  fact  that 
they  made  strong  objection  to  the  with¬ 
holding  plan.  I  think  if  we  were  to  with¬ 
hold  taxes  of  that  kind  at  all,  we  ought 
to  withhold  with  respect  to  everyone. 

Mr.  HARTKE.  I  quite  agree  with  the 
distinguished  chairman. 

Mr  BYRD  of  Virginia.  If  taxes  were 
to  be  withheld  on  all  other  kinds  of 
interest  and  on  all  kinds  of  dividends, 
there  should  be  no  exemptions. 

Mr.  HARTKE.  The  distinguished 
chairman  is  exactly  correct.  I  think 
withholding  should  apply  to  everyone. 
The  Senate  decided  otherwise.  I  am  now 
giving  Senators  an  opportunity  to  vote 
to  withhold  taxes  on  payments  by  some 
of  such  institutions. 

If  the  principle  of  withholding  is  to  be 
applied  to  a  person  who  works  with  his 
hands  and  to  a  person  who  is  on  salary, 
it  should  apply  also  to  a  man  Who  clips 
coupons,  receives  dividends,  and  obtains 
his  income  from  investments.  I  grant 
that  the  amendment  would  not  cover  all 
savings  institutions;  but  possibly  next 
year  we  can  apply  the  measure  to  the 
remainder  of  the  institutions.  I  wish 
the  principle  to  be  applied.  I  think  it  is 
good. 

Mr.  BYRD  of  Virginia.  Mr.  President, 
will  the  Senator  yield? 

Mr.  HARTKE.  I  yield. 

Mr.  BYRD  of  Virginia.  The  Senator 
knows  that  the  Senate  Committee  on 
Finance  spent  many  hours  considering 
that  provision.  The  committee  heard 
many  witnesses.  It  remained  in  execu¬ 
tive  session.  There  were  two  votes  on 
the  measure.  It  was  we  decided  that 
the  reporting  system  would  be  adequate. 
The  information  would  be  available  in 
time  so  that  the  Secretary  of  the  Treas¬ 
ury  could  collect  the  taxes. 

It  was  further  concluded  that  the 
measure  would  be  a  great  hardship  on 
millions  of  people.  Fifteen  million  peo¬ 
ple  would  be  involved.  It  was  said  that 
those  entitled  to  receive  refunds  would 
get  them  within  4  months.  However, 
there  is  no  assurance  that  they  would 
get  their  refunds  in  4  months.  The 
Senator  from  Indiana  knows  that  a  tax¬ 
payer  desiring  a  refund  would  have  to 
fill  out  a  four-page  complicated  applica¬ 
tion  to  get  a  refund  of  a  few  dollars. 


I  hope  the  Senate  will  reject  the 
amendment.  The  proposal  has  been  be¬ 
fore  the  Senate  for  months.  I  do  not 
see  why  we  should  reverse  ourselves  and 
give  privileges  to  the  building  and  loan 
people,  and  apply  withholding  to  every¬ 
one  else.  It  ought  to  be  all  or  none. 

The  PRESIDING  OFFICER.  The 
question  is  on  agreeing  to  the  amend¬ 
ment  of  the  Senator  from  Indiana  [Mr. 
Hartke]  .  On  this  question,  the  yeas  and 
nays  have  been  ordered,  and  the  clerk 
will  call  the  roll. 

The  legislative  clerk  called  the  roll. 

Mr.  HUMPHREY.  I  announce  that 
the  Senator  from  Mississippi  [Mr.  East- 
land]  and  the  Senator  from  Washing¬ 
ton  [Mr.  Magnuson]  are  absent  on  of¬ 
ficial  business. 

I  further  announce  that  the  Senator 
from  New  Mexico  [Mr.  Anderson],  the 
Senator  from  Nevada  [Mr.  Bible],  the 
Senator  from  Wyoming  [Mr.  Hickey], 
and  the  Senator  from  Missouri  [Mr. 
Symington]  are  necessarily  absent. 

I  further  announce  that,  if  present 
and  voting,  the  Senator  from  Nevada 
[Mr.  Bible],  the  Senator  from  Missis¬ 
sippi  [Mr.  Eastland],  the  Senator  from 
Wyoming  [Mr.  Hickey],  and  the  Sen¬ 
ator  from  Washington  [Mr.  Magnuson] 
would  each  vote  “nay.” 

Mr.  KUCHEL.  I  announce  that  the 
Senator  from  Utah  [Mr.  Bennett],  the 
Senator  from  South  Dakota  [Mr.  Bot¬ 
tom]  ,  the  Senator  from  Arizona  [Mr. 
Goldwater]  ,  the  Senator  from  Kentucky 
[Mr.  Morton],  and  the  Senator  from 
New  Hampshire  [Mr.  Murphy]  are  nec¬ 
essarily  absent. 

If  present  and  voting,  the  Senator 
from  Utah  [Mr.  Bennett],  the  Senator 
from  South  Dakota  [Mr.  Bottom],  and 
the  Senator  from  New  Hampshire  [Mr. 
Murphy]  would  each  vote  “nay.” 

The  result  was  announced — yeas  20, 


nays  69,  as 

follows : 

[No.  243  Leg.] 
YEAS — 20 

Bartlett 

Gruening 

Morse 

Carroll 

Hart 

Neuberger 

Clark 

Hartke 

Pell 

Cooper 

Humphrey 

Proxmire 

Dodd 

Kefauver 

Smith,  Mass. 

Douglas 

Mansfield 

Yarborough 

Gore 

McNamara 

NAYS— 69 

Aiken 

Hayden 

Moss 

Allott 

Hickenlooper 

Mundt 

Beall 

Hill 

Muskie 

Boggs 

Holland 

Pastore 

Burdick 

Hruska 

Pearson 

Bush 

Jackson 

Prouty 

Butler 

Javits 

Randolph 

Byrd,  Va. 

Johnston 

Robertson 

Byrd,  W.  Va. 

Jordan,  N.C. 

Russell 

Cannon 

Jordan,  Idaho 

Saltonstall 

Capehart 

Keating 

Scott 

Carlson 

Kerr 

Smathers 

Case 

Kuchel 

Smith,  Maine 

Chavez 

Lausche 

Sparkman 

Church 

Long,  Mo. 

Stennis 

Cotton 

Long,  Hawaii 

Talmadge 

Curtis 

Long,  La. 

Thurmond 

Dirksen 

McCarthy 

Tower 

Ellender 

McClellan 

Wiley 

Engle 

McGee 

Williams,  N.J. 

Ervin 

Metcalf 

Williams,  Del. 

Fong 

Miller 

Young,  N.  Dak. 

Fulbright 

Monroney 

Young,  Ohio 

NOT  VOTING — 11 

Anderson 

Eastland 

Morton 

Bennett 

Goldwater 

Murphy 

Bible 

Hickey 

Symington 

Bottum 

Magnuson 
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So  Mr.  Hartke’s  amendment  was  re¬ 
jected. 

Mr.  BYRD  of  Virginia.  Madam  Presi¬ 
dent,  I  move  that  the  Senate  reconsider 
the  vote  by  which  the  amendent  was 
rejected. 

Mr.  ROBERTSON.  I  move  to  lay  that 
motion  on  the  table. 

The  motion  to  lay  on  the  table  was 
agreed  to. 

Mr.  HARTKE.  Madam  President,  I 
call  up  my  amendment  designated 
“8-29-62 — C”  and  ask  that  it  be  read. 

The  PRESIDING,  OFFICER  (Mrs. 
Neuberger  in  the  chair).  The  amend¬ 
ment  will  be  stated. 

The  Legislative  Clerk.  At  the  end 
of  the  bill  it  is  proposed  to  insert  the 
following  new  section: 

Sec. — Credit  for  Political  Contributions. 

(a)  Allowance  of  Credit. — Part  IV  of  sub- 
chapter  A  of  chapter  1  (relating  to  credits 
against  tax)  is  amended  by  renumbering  sec¬ 
tion  39  (as  renumbered  by  section  2(a)  of 
this  Act)  as  section  40  and  by  inserting  after 
section  38  (as  added  by  such  section)  the 
following  new  section: 

“Sec.  39.  Contributions  to  Political  Candi¬ 
dates  or  Political  Committees. 

“(a)  General  Rule. — In  the  case  of  an 
individual,  there  shall  be  allowed,  as  a  credit 
against  the  tax  imposed  by  this  chapter  for 
the  taxable  year,  an  amount  equal  to  one- 
half  of  so  much  of  the  political  contributions 
(as  defined  in  subsection  (c)),  payment  of 
which  is  made  by  the  taxpayer  within  the 
taxable  year,  as  does  not  exceed — 

“(1)  $20,  or 

“(2)  $40,  in  the  case  of  a  husband  and 
wife  who  file  a  joint  return  under  section 
6013  for  the  taxable  year. 

“(b)  Application  With  Other  Credits. — 
The  credit  allowed  by  subsection  (a)  shall 
not  exceed  the  amount  of  the  tax  imposed 
by  this  chapter  for  the  taxable  year  reduced 
by  the  sum  of  the  credits  allowable  under 
section  33  (relating  to  foreign  tax  credit) , 
section  34  (relating  to  credit  for  dividends 
received  by  individuals) ,  section  35  (relat¬ 
ing  to  partially  tax-exempt  interest) ,  and 
section  37  (relating  to  retirement  income) . 

“(c)  Definitions. — For  purposes  of  sub¬ 
section  (a),  the  term  'political  contribution’ 
means  a  contribution  or  gift  to — 

“(1)  any  political  candidate,  or 

"(2)  any  political  committee, 
but  only  if  such  contribution  or  gift  is  made 
to  further  the  candidacy  of  one  or  more  in¬ 
dividuals  in  a  general  or  special  election.” 

(b)  Clerical  Amendment. — The  table  of 
contents  for  such  part  IV  is  amended  by 
striking  out 

“Sec.  39.  Overpayments  of  tax.” 
and  inserting  in  lieu  thereof 
“Sec.  39.  Contributions  to  political  candi¬ 
dates  or  political  committees. 
“Sec.  40.  Overpayments  of  tax.” 

(c)  Effective  Date. — The  amendments 
made  by  this  section  shall  apply  to  taxable 
years  beginning  after  December  31,  1962. 

Mr.  McNAMARA.  Madam  President, 
all  too  seldom  do  we  have  an  oppor¬ 
tunity  to  vote  on  major  tax  legislation. 

It  seems  to  be  much  easier  to  permit 
tax  inequities  to  remain  locked  into  the 
statute  books,  to  permit  loopholes  to  re¬ 
main  wide  open,  than  to  attempt  the  re¬ 
form  so  urgently  needed  in  our  tax  laws. 

Thus  it  is  a  real  disappointment  to 
find  what  has  been  billed  as  a  major  tax 
revision — is  the  sorry  specimen  now  be¬ 
fore  us. 

This  measure  is  a  quagmire  of  incon¬ 
sistencies. 


Rather  than  plug  up  gaping  tax  loop¬ 
holes,  the  bill  has  managed  to  drill  a 
brandnew  one  through  which  more  than 
a  billion  dollars  will  escape  the  Treasury 
under  the  guise  of  an  “investment  incen¬ 
tive”  to  business. 

Adding  insult  to  that  is  the  apparent 
fact  that  not  even  the  business  commu¬ 
nity  is  particularly  enthusiastic  about 
this  handout  that  a  willing  Congress  is 
about  to  force  upon  it  at  the  expense  of 
the  Treasury. 

And  rather  than  put  an  end  to  the 
shocking  abuses  of  the  expense  account, 
the  Senate  version  of  the  tax  bill  seems 
to  have  found  a  way  to  make  these 
abuses  a  bit  more  legal. 

What  about  the  major  revenue-pro¬ 
ducing  item  in  this  so-called  “tax  revi¬ 
sion” — the  application  of  the  withhold¬ 
ing  tax  to  dividends  and  interest? 

This  would  have  brought  in  an  esti¬ 
mated  $900  million  a  year  in  taxes  due 
the  Government  but  not  paid,  and  might 
have  made  the  rest  of  the  bill  at  least 
palatable,  if  not  exactly  savory. 

But  no.  The  Senate  permitted  itself 
to  be  snowed  under  by  an  avalanche  of 
propaganda,  and  withholding  on  divi¬ 
dends  and  interest  was  knocked  out  of 
the  bill. 

This  is  not  the  first  time  the  tax  dodger 
has  hidden  behind  the  skirts  of  the  wid¬ 
ows  and  orphans,  and  it  probably  will 
not  be  the  last. 

But  the  worst  of  all  defects  in  this  tax 
bill  is  that  it  is  an  empty  bag  so  far  as 
the  rank-and-file  taxpayer  is  concerned. 
It  contains  nothing  to  alleviate  his  un¬ 
fair  tax  burden.  It  does  not  lower  his 
tax  rate — or  increase  his  deductions — or 
raise  personal  exemptions  from  the  pres¬ 
ent  $600  to  a  more  realistic  $700  or  $800. 

It  does  not  do  away  with  unfair  con¬ 
sumer  taxes,  such  as  the  10-percent 
excise  tax  on  the  purchase  of  his  new 
automobile. 

It  contains  nothing  for  him  except  an 
interesting  object  lesson  of  how  the  lob¬ 
byist  and  the  tax  lawyer  plys  his  trade  in 
behalf  of  already  well-heeled  interests. 

To  be  sure,  a  ray  of  hope  is  held  out 
to  the  taxpayer.  We  are  told  that  his 
turn  will  come  next  year,  when  a  major 
revision  of  the  tax  structure  will  be 
undertaken. 

But  I  would  caution  the  taxpayer  not 
to  get  too  excited  over  this  prospect.  If 
next  year’s  tax  revision  displays  the 
same  vast  gap  between  proposal  and 
performance  as  does  this  year’s  bill,  there 
will  be  precious  little  in  it  for  the  aver¬ 
age  taxpayer. 

Madam  President,  for  these  reasons, 
because  the  bill  before  us  does  nothing 
for  those  who  need  help  the  most,  be¬ 
cause  it  will  create  new  tax  loopholes 
costing  upward  of  a  billion  dollars  with 
no  matching  income,  I  shall  vote  against 
the  pending  measure. 

Mr.  HARTKE  obtained  the  floor. 

Mr.  SPARKMAN.  Madam  President, 
will  the  Senator  from  Indiana  yield  to 
me? 

Mr.  HARTKE.  Madam  President,  I 
yield  to  the  Senator  from  Alabama  with¬ 
out  losing  my  right  to  the  floor. 

Mr.  SPARKMAN.  I  ask  the  atten¬ 
tion  of  the  senior  Senator  from  Okla¬ 


homa.  I  should  like  to  ask  a  question 
for  clarification.  It  relates  to  the  lan¬ 
guage  in  the  report  concerning  the  defi¬ 
nition  of  a  domestic  building  and  loan 
association. 

Am  I  correct  in  understanding  that 
there  is  nothing  in  the  bill  or  the  report 
which  would  preclude  or  limit  savings 
and  loan  associations  in  the  buying  of 
participations  in  loans  to  the  extent  per¬ 
mitted  by  the  regulations  of  the  Federal 
Savings  and  Loan  Insurance  Corporation. 

Mr.  KERR.  The  Senator  is  correct, 
and  on  page  186  of  the  report  specific 
reference  is  made  to  the  fact  that  a 
participation  in  the  loan  will  be  con¬ 
sidered  in  the  same  manner  as  •  a  loan 
made.  The  program  of  participation 
lending  has  been  developed  and  en¬ 
couraged  by  the  Federal  Home  Loan 
Bank  Board  and  this  bill  does  nothing 
to  impede  it. 

Mr.  SPARKMAN.  On  page  48  of  the 
report,  referring  to  paragraph  (B)  in  the 
definition  of  a  domestic  building  and 
loan,  there  is  a  sentence: 

It  is  not  intended,  however,  that  this  pre¬ 
vent  necessary  borrowings  from  Government 
agencies  such  as  HOLC. 

Am  I  correct  in  assuming  that  this  in¬ 
cludes  loans  from  Federal  Home  Loan 
Banks,  the  Federal  Savings  and  Loan 
Corporation,  and  any  other  Federal 
agency  from  which  a  savings  and  loan 
might  legally  borrow? 

Mr.  KERR.  The  Senator  from  Ala¬ 
bama  is  correct;  an  association  could 
borrow  any  amount  from  any  Federal 
agency  to  the  extent  otherwise  legally 
permissible.  The  reference  in  the  report 
to  the  HOLC  was  intended  merely  as 
an  example. 

Mr.  SPARKMAN.  Also,  Madam  Presi¬ 
dent,  I  assume  that  the  word  “necessary” 
means  “necessary”  for  the  conduct  of 
business  as  determined  by  management. 

Mr.  KERR.  It  was  not  intended  that 
such  borrowings  would  be  limited  to 
emergencies.  Any  borrowing  that  the 
management  felt  was  necessary  or  desir¬ 
able  for  the  conduct  of  business  would 
meet  this  test. 

Mr.  SPARKMAN.  Along  this  same 
line,  Federal  and  State  associations  are 
also  permitted  to  borrow  from  commer¬ 
cial  banks.  Am  I  correct  in  under¬ 
standing  that  such  borrowing  is  not  pre¬ 
cluded  under  this  definition? 

Mr.  KERR.  Federal  associations  are 
permitted  to  borrow  up  to  10  percent  of 
their  capital  from  non-Government 
sources.  I  understand  State  laws  are 
similar.  Some  may  be  slightly  higher  or 
lower,  but  borrowing  in  this  range  would 
certainly  be  acceptable.  We  do  not  have 
the  intention  of  forcing  borrowing  from 
Government  agencies  instead  of  private 
banks. 

Mr.  SPARKMAN.  Madam  President, 

I  certainly  thank  the  Senator  from  Okla¬ 
homa  for  clarifying  these  points.  I  know 
the  clarification  was  needed. 

I  also  thank  the  Senator  from  Indiana 
[Mr.  Hartke]  for  yielding  for  this  pur¬ 
pose. 

Mr.  KERR.  Madam  President,  I  thank 
the  Senator  from  Alabama,  who  is  a 
recognized  authority  on  the  matters  to 
which  his  questions  were  addressed,  for 
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bringing  them  up,  so  that  these  points 
might  be  clai’ified. 

Mr.  HARTKE.  Madam  President,  my 
amendment  is  simple,  but  is  important 
to  the  cause  of  democracy. 

The  question  is  whether  elections  will 
continue  to  be  run  on  the  basis  of  con¬ 
tributions  by  large  contributors,  or 
whether  the  contribution  base  will  be 
broadened.  In  1960  over  $8  million  was 
donated  by  individuals  to  groups  such  as 
health,  welfare,  and  charitable  organi¬ 
zations.  Every  one  of  these  organiza¬ 
tions  is  very  important,  but  none  of 
them  will  be  of  value  if  the  cause  of 
democracy  is  lost. 

This'  matter  is  of  great  concern  to 
many  persons.  The  President  has  called 
for  a  study  of  this  subject,  and  his  Com¬ 
mission  on  Campaign  Costs  endorses  the 
approach  taken  in  my  amendment. 

The  amount  involved  in  the  amend¬ 
ment  is  very  small.  The  maximum 
credit  any  individual  could  claim  would 
be  $10.  In  order  to  get  a  $10  tax  credit, 
he  would  have  to  make  a  political  con¬ 
tribution  of  at  least  $20.  In  other 
words,  he  could  deduct  half  of  his  $20 
contribution  and  could  receive  it  as  a  tax 
credit — but  only  half.  One  who  con¬ 
tributed  $10  would  be  able  to  deduct,  as 
a  tax  credit,  $5. 

In  the  first  place,  we  know  that  it  costs 
a  great  deal  to  conduct  political  cam¬ 
paigns.  The  exact  amount  perhaps  is 
unknown ;  but  it  has  been  estimated  as 
being  between  $165  and  $175  mil¬ 
lion.  At  the  present  time,  this  cost  is 
spread  over  an  estimated  10  million 
givers.  In  my  opinion,  the  base  of  the 
political  contributions  should  be  broad¬ 
ened.  We  know  that  unless  something 
is  done,  some  Government  action  will 
have  to  be  taken,  although  perhaps  at  a 
different  level. 

I  talked  to  the  distinguished  Senator 
from  Arizona  [Mr.  Goldwater],  the 
chairman  of  the  Senate  Republican 
Campaign  Committee,  and  he  indicated 
that  he  is  receptive  to  a  measure  along 
this  line,  which  will  make  it  possible  for 
people  to  receive  such  tax  credits  for  the 
political  contributions  they  make. 

Some  persons  may  feel  that  such  an 
amendment  does  not  belong  in  this  bill; 
but  I  think  the  time  has  come  to  do 
something  constructive  about  this  mat¬ 
ter,  so  long  as  it  will  not  interfere  with 
the  President’s  recommendations. 

Mr.  MCCARTHY.  Madam  President, 
will  the  Senator  from  Indiana  yield? 

Mr.  HARTKE.  I  yield. 

Mi’.  MCCARTHY.  I  support  the  Sen¬ 
ator’s  amendment.  Our  State  has  al¬ 
lowed  for  some  years  a  deduction  of  up 
to  about  $100  against  the  State  income 
tax,  for  political  contributions.  That 
works  well,  and  has  been  easy  to  ad¬ 
minister;  and  I  think  it  has  had  a  good 
effect  on  politics  in  Minnesota. 

Mr.  HARTKE.  I  thank  the  distin¬ 
guished  Senator  from  Minnesota.  I  may 
say  that  Minnesota  has  taken  a  lead  in 
this  field,  and  has  been  pointed  to  with 
a  great  deal  of  pride  by  the  Political 
Research  Foundation,  which  has  given  a 
great  deal  of  study  to  this  matter  and  to 
the  subject  of  tax  incentives  for  this 
purpose.  On  page  22  of  its  report  it  says 
that,  on  balance,  such  a  tax  credit  for 


half  of  the  amount  of  the  contribution, 
up  to  a  maximum  of  $10,  appears  to  have 
more  advantages  and  to  represent 
greater  justice,  is  easier  to  claim,  and 
appears  to  offer  more  incentive  to  small 
contributors. 

Mr.  CANNON.  Madam  President,  will 
the  Senator  from  Indiana  yield? 

Mr.  HARTKE.  I  am  glad  to  yield  to 
the  distinguished  Senator  from  Nevada — 
who,  incidentally,  has  introduced  a  bill 
which  encompasses  this  item  and  other 
items  in  connection  with  the  financing 
of  Presidential  campaigns.  He  has  done 
an  excellent  job,  and  I  commend  him  for 
it. 

Mr.  CANNON.  I  thank  the  Senator 
from  Indiana.  I  wish  to  say  that  the 
Subcommitee  on  Privileges  and  Elections 
considered  this  matter  and  heard  con¬ 
siderable  testimony  in  support  of  such  a 
provision.  The  bill  as  reported  to  the 
floor  of  the  Senate  contained  such  a  pro¬ 
vision.  However,  there  was  a  question 
as  to  whether  the  provision  might  be 
subject  to  a  point  of  order.  Therefore, 
the  controversial  section  was  withdrawn, 
and  the  bill  was  sent  to  the  House;  but 
I  took  the  opportunity  to  recommend  to 
the  chairman  of  the  House  committee 
that  it  consider  adding  the  particular 
provision  with  which  the  Senator  from 
Indiana  is  concerned. 

I  may  say  that  the  evidence  presented 
before  our  committee  supported  this 
type  of  approach  to  campaign  financing. 
I  believe  it  is  a  reasonable  and  a  good 
one,  and  I  am  very  happy  to  support 
the  Senator’s  amendment. 

Mr.  HARTKE.  I  thank  the  Senator 
from  Nevada. 

I  wish  to  say  that  this  amendment  will, 
at  least  to  this  extent,  be  of  assistance 
to  individuals  who  wish  to  make  contri¬ 
butions  to  the  committees  or  candidates 
or  parties  of  their  personal  choice,  so 
long  as  the  contributions  are  made  for 
the  purpose  of  sponsoring  or  aiding  a 
person  in  a  particular  election  to  be 
elected. 

Campaign  funds  and  expenses  are 
growing  larger  and  larger.  We  hear 
about  the  great  costs  of  television.  In 
New  Jersey  the  television  costs  are 
probably  prohibitive,  because  of  the  fact 
there  are  no  television  stations  in  that 
State.  Yet  the  candidates  there  would 
like  to  have  their  message  brought  to  the 
American  people. 

Madam  President,  I  think  the  amend¬ 
ment  makes  good  sense.  The  American 
Heritage  Foundation,  various  labor  or¬ 
ganizations,  and  similar  organizations 
would,  in  my  opinion,  feel  that  this  is 
the  type  of  approach  which  they  could 
support. 

I  hope  that  Senators  who  are  inter¬ 
ested  in  the  cause  of  democracy  and  in 
the  financing  of  political  campaigns  will 
give  this  amendment  favorable  consid¬ 
eration;  and  I  hope  the  amendment  will 
be  adopted. 

Mr.  YOUNG  of  Ohio.  Madam  Presi¬ 
dent,  will  the  Senator  from  Indiana 
yield? 

Mr.  HARTKE.  I  yield. 

Mr.  YOUNG  of  Ohio.  I  desire  to  com¬ 
pliment  the  distinguished  Senator  from 
Indiana.  I  feel  that  he  has  offered  a 
meritorious  amendment  to  this  tax  bill. 


He  has  rendered  a  real  and  a  needful 
public  service. 

I  think  we  should  encourage  people 
of  moderate  circumstances  and  poor 
people  to  aspire  to  public  office;  and  any 
legislative  proposal  of  this  sort  certainly 
deserves  our  support.  So  I  hope  the 
amendment  will  be  adopted. 

Mr.  HARTKE.  I  thank  the  distin¬ 
guished  Senator  from  Ohio  for  his  offer 
of  confidence. 

Mr.  KERR.  Madam  President - - 

The  PRESIDING  OFFICER.  Does 
the  Senator  from  Indiana  yield? 

Mr.  HARTKE.  I  am  glad  to  yield  to 
the  Senator  from  Oklahoma. 

Mr.  KERR.  I  was  seeking  the  floor. 

Mr.  HARTKE.  I  am  glad  to  yield  the 
floor. 

Mr.  KERR.  I  would  hope  my  good 
friend  from  Indiana  would  not  press  this 
amendment.  It  is  one  which  would  im¬ 
plement  a  new  policy  which  has,  so  far 
as  I  know,  never  heretofore  been  a  part 
of  our  tax  laws.  There  have  been  no 
hearings  on  it  before  the  committee, 
either  of  the  House  or  the  Senate.  If  we 
were  going  to  recognize  the  principle  of 
permitting  a  deduction  for  a  contribu¬ 
tion  to  a  political  committee,  I  call  the 
Senator’s  attention  to  the  fact  that,  if  I 
understand  the  amendment,  it  is  not 
limited  to  contributions  to  a  poliical 
party,  but  includes  contributions  to  any 
political  committee,  and  each  person  can 
use  his  imagination  as  to  the  scope  and 
extent  of  the  committees  which  would 
be  eligible  to  be  the  beneficiaries  of  this 
amendment,  and  the  donor  would  have 
a  tax  credit  for  making  the  contribution. 
It  would  seem  to  me  that  that  certainly 
is  going  very  far  afield  and  implementing 
a  privilege  with  a  wide-open  application 
insofar  as  the  indentity  of  the  beneficiary 
is  concerned. 

We  are  going  to  have  tax  legislation 
before  the  Congress  next  year,  general 
in  nature,  and  I  am  sure  there  will  be 
an  abundance  of  opportunity  available 
to  any  Member  of  Congress  who  seeks 
to  have  such  an  amendment  or  proposal 
as  this  considered. 

In  view  of  that  fact,  I  hope  the  dis¬ 
tinguished  Senator  from  Indiana  will 
not  press  his  amendment. 

Mr.  HARTKE.  Madam  President, 
will  the  Senator  yield  for  a  question? 

Mr.  KERR.  I  do. 

Mr.  HARTKE.  In  the  first  place,  with 
reference  to  the  Senator’s  statement 
about  its  being  wide  open,  I  suppose  the 
Senator  is  aware  of  the  fact  that  the 
maximum  a  taxpayer  could  claim  would 
be  $10.  He  is  not  going  to  spread  that 
amount  far  and  wide. 

Mr.  KERR.  I  understand  he  would 
not  spread  it  far  and  wide,  but  he  could 
apply  it  far  and  wide. 

Mr.  HARTKE.  He  could  not  spread 
it  very  far  and  wide  if  he  wanted,  for 
example,  to  contribute  $1  each  to  several 
committees. 

Mr.  KERR.  He  might  want  to  con¬ 
tribute  the  full  amount  to  one  commit¬ 
tee  whose  identity  the  Senator  from 
Oklahoma  could  not  imagine. 

Mr.  HARTKE.  It  is  the  right  of  every 
American  not  only  to  vote  as  he  wants 
to,  but  to  contribute  to  a  political  com¬ 
mittee  if  he  wants  to  contribute  to  it,  so 
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long  as  that  committee  does  not  subvert 
the  Constitution.  The  taxpayer  should 
have  the  right,  if  he  wants  to,  to  con¬ 
tribute  $10  to  someone  for  one  vote,  and 
that  would  not  go  too  far. 

Mr.  KERR.  If  the  Senator  from 
Oklahoma  were  going  to  contemplate 
favorably  such  a  proposal  as  this,  the 
first  identity  he  would  want  to  make 
eligible  would  be  the  Democratic  Party. 
The  Senator  from  Oklahoma  is  aware 
of  the  fact  that  he  would  not  get  very 
far  in  proposing  a  deductible  privilege 
for  a  donor  to  the  Democratic  Party 
without  also  making  that  deduction 
available  for  a  donor  to  the  Republican 
Party.  But  the  Senator  from  Oklahoma 
would  feel  that,  having  had  an  urge  to 
make  such  a  contribution  deductible,  he 
would  have  gone  far  enough  and  have 
satisfied  most  Members  of  this  body  if 
it  were  limited  to  the  Democratic  or  the 
Republican  Party. 

I  would  not,  as  of  today,  favor  an 
amendment  of  that  kind,  because  it  is  a 
new  principle  in  the  matter  of  tax  deduc¬ 
tions,  and  it  should  be  studied  by  the 
committees  of  Congress  before  being  pre¬ 
sented  to  the  Senate  or  the  House  for 
their  action.  But  even  though  the  Sen¬ 
ator  from  Oklahoma  would  urge  making 
contributions  to  the  Democratic  Party 
and/or  the  Republican  Party  deductible, 
he  could  not  support  this  amendment, 
because  under  its  provisions  a  contribu¬ 
tion  to  other  political  committees  would 
be  deductible. 

Mr.  HARTKE.  The  Senator  is  right. 
I  would  point  out,  however,  that  there 
have  been  hearings  on  the  proposal.  As 
the  Senator  from  Nevada  [Mr.  Cannon] 
pointed  out,  there  were  hearings  held. 
The  President - 

Mr.  KERR.  Before  what  committees 
of  the  Congress? 

Mr.  HARTKE.  The  Senate  committee 
of  which  the  distinguished  Senator  from 
Nevada  [Mr.  Cannon]  is  chairman.  The 
Subcommittee  on  Privileges  and  Elec¬ 
tions  of  the  Committee  on  Rules  and  Ad¬ 
ministration  conducted  hearings  on  this 
matter,  and,  if  I  understood  the  Senator 
from  Nevada,  acted  favorably  and  ap¬ 
proved  deductions  of  this  kind.  If  I  am 
in  error,  I  would  like  to  be  corrected. 

Mr.  CANNON.  Madam  President,  if 
the  Senator  will  yield,  the  Senator  from 
Indiana  is  correct.  This  matter  was 
gone  into  by  our  committee  on  the  overall 
bill,  which  included  various  methods  of 
financing,  whether  by  tax  credit  or 
deductions  or  other  methods,  and  this 
was  the  method  approved  by  the  Sub¬ 
committee  on  Privileges  and  Elections, 
and  also  reported  by  the  full  committee. 

Mr.  KERR.  Madam  President,  I 
would  presume  that  a  matter  having  to 
do  with  tax  measures  must  have  been 
heard  by  the  House  Ways  and  Means 
Committee  or  the  Senate  Finance  Com¬ 
mittee.  It  is  my  understanding  that 
those  are  the  committees  which  appro¬ 
priately  have  jurisdiction  over  such 
matters.  I  did  not  attempt  to  speak 
with  reference  to  which  other  commit¬ 
tees  considered  it. 

Mr.  MANSFIELD.  Madam  Presi¬ 
dent,  if  the  Senator  will  yield,  I  believe 
the  chairman  of  the  Subcommittee  on 


Elections  and  Privileges  will  agree  that 
the  financial  aspect  of  the  bill  which  his 
committee  reported  on  was  taken  out 
because  there  was  a  conflict  as  to  wheth¬ 
er  or  not  the  Finance  Committee  should 
have  jurisdiction  of  the  section.  Is  that 
correct? 

Mr.  CANNON.  The  Senator  is  cor¬ 
rect.  I  made  the  statement  that  there 
was  a  good  question  as  to  whether  the 
particular  provision  was  subject  to  a 
point  of  order  because  it  should  prop¬ 
erly  be  considered  by  other  committees 
of  the  Senate.  Therefore,  the  provision 
that  is  in  question  here  was  deleted 
from  the  bill  as  it  was  considered  in  the 
committee. 

Mr.  MANSFIELD.  Was  that  dele¬ 
tion  considered  by  the  Finance  Commit¬ 
tee,  which  has  jurisdiction  of  tax 
matters? 

Mr.  KERR.  So  far  as  I  know,  it  was 
not,  and  I  would  hope  the  Senator  from 
Indiana  would  delete  that  part  of  the 
amendment. 

Mr.  HARTKE.  The  bill  had  basically 
two  purposes.  One  was  an  incentive  for 
business  growth,  and  the  other  was  clos¬ 
ing  tax  loopholes.  I  would  like  to  have 
offered  the  amendment,  but  hearings 
were  had  upon  tax  reform  and  upon  the 
subject  of  giving  special  benefits  to  peo¬ 
ple  who  have  capital  gains. 

Mr.  KERR.  As  I  understand,  the 
Senator  refers  to  H.R.  10  in  one  part  of 
the  amendment - 

Mr.  HARTKE.  No;  I  am  talking  about 
the  two  amendments  submitted  by  the 
minority  leader.  One  was  with  relation 
to  a  special  situation  in  the  State  of  Il¬ 
linois,  to  permit  a  tax  deduction  for 
contributions  for  tax  reform - 

Mr.  KERR.  With  reference  to  that, 
the  measure  was  considered  by  the  Ways 
and  Means  Committee  of  the  House  and 
reported  by  it  unanimously. 

Mr.  HARTKE.  To  the  Senate  Finance 
Committee? 

Mr.  KERR.  To  the  House. 

Mr.  HARTKE.  I  ask  the  Senator  in 
charge  of  the  bill  if  this  matter  was  con¬ 
sidered  by  the  Finance  Committee. 

Mr.  KERR.  No;  my  statement  to  the 
Senator’s  question  is  that  it  was  not 
considered  either  by  the  Ways  and  Means 
Committee  or  the  Finance  Committee. 

Mr.  HARTKE.  I  stand  corrected  if  I 
am  wrong.  Really,  the  first  amendment 
submitted  by  the  minority  leader  was  the 
amendment  which  was  going  to  cost 
$50  million  annually,  which  the  Execu¬ 
tive  says  has  basic  inequities  in  it.  The 
Senate  accepted  the  amendment  sub¬ 
mitted  by  the  minority  leader  relating  to 
the  capital  gains  tax  for  people  over  65, 
which  had  an  escalator  amendment  in 
it.  Was  that  measure  considered  by  the 
Finance  Committee  or  the  Ways  and 
Means  Committee? 

Mr.  KERR.  That  particular  amend¬ 
ment  was  not  considered.  The  par¬ 
ticular  amendment  offered  by  the  Sena¬ 
tor  from  Illinois  was  not  adopted. 

Mr.  HARTKE.  It  was  accepted. 

Mr.  KERR.  It  was  not  accepted.  The 
particular  amendment  which  he  offered 
was  not. 

The  Senator  offered  an  amendment 
which  would  have  exempted  from  taxa¬ 
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tion  any  gain  by  a  person  60  years  of 
age  or  older  on  the  sale  of  a  home  which 
the  taxpayer  had  possessed  and  in  which 
he  had  resided  for  5  years. 

The  matter  of  the  tax  treatment  on 
the  sale  of  homes,  as  the  distinguished 
Senator  knows,  is  a  question  which  has 
been  before  the  committees  of  Congress 
innumerable  times  through  the  years 
and  has  been  the  subject  of  legislation. 
I  know  the  Senator  is  familiar  with  many 
of  the  provisions  of  law  which  have  to  do 
with  the  tax  treatment  of  gains  on  homes 
sold  by  taxpayers. 

The  amendment  accepted  by  the  Sen¬ 
ate  was  drastically  different  from  the 
one  originally  offered  by  the  Senator 
from  Illinois,  as  to  which  I  understand 
the  estimate  was  made  with  respect  to 
losing  $50  million  in  revenue. 

Mr.  HARTKE.  I  am  sorry,  but  I  did 
not  hear  the  statement  by  the  Senator 
as  to  how  much  revenue  was  involved. 

Mr.  KERR.  I  used  the  figure  given 
by  the  Senator  from  Indiana. 

Mr.  HARTKE.  $50  million  was  esti¬ 
mated  by  the  Treasury  Department. 

Mr.  KERR.  Yes.  As  I  say,  the 
amendment  which  was  accepted  changed 
the  age  of  eligibility  from  60  to  65  and 
recognized  the  entire  gain  with  reference 
to  the  sale  of  a  residence  which  sold 
for  not  more  than  $30,000  and  the  pro¬ 
portionate  gain  on  the  sale  of  a  residence 
which  sold  for  more  than  $30,000,  on 
the  basis  of  the  relationship  between 
$30,000  and  the  amount  of  the  sale. 

I  am  sure  that  if  the  Senator  will 
examine  the  mathematics,  he  will  find 
that  the  cost  would  be  substantially  less 
than  would  have  resulted  by  adoption  of 
the  amendment  which  the  Senator  from 
Illinois  originally  offered. 

Mr.  HARTKE.  I  quite  agree  with  the 
Senator  from  Oklahoma.  The  only 
point  I  am  making  is  that  the  rule  with 
respect  to  considering  only  those  meas¬ 
ures  which  have  been  heard  by  the  Fi¬ 
nance  Committee,  in  regard  to  questions 
of  taxation,  was  broken  for  the  minority 
leader  in  this  case,  because  the  proposal, 
in  its  form  as  offei'ed  or  in  the  form  as 
accepted,  as  amended  by  the  minority 
leader,  was  never  heard.  The  rules  were 
broken  at  that  stage  of  the  game.  I  am 
willing  to  abide  by  the  rules,  but  since 
the  rules  were  broken  at  that  stage  of 
the  game,  I  think  this  proposal  deserves 
much  more  attention,  because  it  goes  to 
the  heart  and  the  spirit  of  democracy. 

People  in  their  old  age  should  have 
their  problems  considered.  I  supported 
medicare.  I  am  in  favor  of  that.  I  would 
have  supported  this  measure.  I  intro¬ 
duced  a  bill  similar  to  this. 

The  point  is  that  the  rules  were  broken 
at  that  stage  of  the  game.  This  is  a 
much  more  important  proposal  in  respect 
to  the  welfare  of  democracy  in  its  over¬ 
all  total  than  the  proposal  with  respect 
to  people  over  the  age  of  65. 

Mr.  KERR.  The  statement  by  the 
Senator  from  Oklahoma  is  that  the  prin¬ 
ciple  in  this  amendment  is  one  which, 
so  far  as  I  know,  has  never  been  heard 
either  by  the  Ways  and  Means  Commit¬ 
tee  or  by  the  Finance  Committee  of  the 
Senate.  The  principle  of  tax  treatment 
of  a  gain  in  connection  with  the  sale  of 
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a  home  is  one  which  has  been  before  the 
committees  of  Congress  ever  since  I  have 
been  a  Member. 

Mr.  CARLSON.  Madam  President, 
will  the  Senator  yield? 

Mr.  KERR.  I  yield  to  the  Senator 
from  Kansas. 

Mr.  CARLSON.  While  the  amend¬ 
ment  offered  by  the  Senator  from  In¬ 
diana  might  have  great  merit — I  think 
it  does  have — certainly  it  ought  to  be 
heard  by  our  committee.  It  deals  with 
a  reduction  in  revenue  income,  as  well 
as  involving  a  complete  change  in  the 
present  tax  statutes.  I  hope  the  Sena¬ 
tor  will  not  press  for  a  vote. 

Mr.  KERR.  I  thank  the  Senator  from 
Kansas.  Again  I  urge  my  friend  from 
Indiana  not  to  press  his  amendment. 

The  PRESIDING  OFFICER.  The 
question  is  on  agreeing  to  the  amend¬ 
ment  offered  by  the  Senator  from  In¬ 
diana. 

Mr.  KERR.  Madam  President,  I  sug¬ 
gest  the  absence  of  a  quorum. 

The  PRESIDING  OFFICER.  The 
clerk  will  call  the  roll. 

The  legislative  clerk  proceeded  to  call 
the  roll. 

Mi-.  KERR.  Madam  President,  I  ask 
unanimous  consent  that  the  order  for 
the  quorum  call  be  rescinded. 

The  PRESIDING  OFFICER.  Without 
objection,  it  is  so  ordered. 

Mr.  HARTKE.  Madam  President,  I 
ask  for  the  yeas  and  nays. 

The  yeas  and  nays  were  not  ordered. 

The  PRESIDING  OFFICER.  The 
question  is  on  agreeing  to  the  amend¬ 
ment  offered  by  the  Senator  from  Indi¬ 
ana  [Mr.  Hartke]. 

The  amendment  was  rejected. 

Mr.  WILLIAMS  of  Delaware.  Madam 
President,  for  myself,  the  Senator  from 
Vermont  [Mr.  Aiken],  the  Senator  from 
Maine  [Mrs.  Smith],  and  the  Senator 
from  Wisconsin  [Mr.  Proxmire],  I  call 
up  my  amendment  identified  as  8-17- 
62— C. 

The  PRESIDING  OFFICER.  The 
amendment  will  be  stated  for  the  infor¬ 
mation  of  the  Senate. 

The  Legislative  Clerk.  At  the  ap¬ 
propriate  place  in  the  bill  it  is  proposed 
to  insert  a  new  section,  as  follows: 

Sec.  .  Reduction  op  Overall  Limitation 
on  Individual  Income  Tax. 

(a)  1962. — With  respect  to  taxable  years 
beginning  after  December  31,  1961,  and  be¬ 
fore  January  1,  1963,  section  1(c)  of  the 
Internal  Revenue  Code  of  1954  (relating  to 
overall  limitation  on  individual  income  tax) 
is  amended  by  striking  out  “87  percent”  and 
inserting  in  lieu  thereof  “75  percent”. 

(b)  1963. — With  respect  to  taxable  years 
beginning  after  December  31,  1962,  and 
before  January  1,  1964,  such  section  is 
amended  by  striking  out  “75  percent”  and 
inserting  in  lieu  thereof  “65  percent”. 

(c)  1964  and  Subsequent  Years. — With 
respect  to  taxable  years  beginning  after  De¬ 
cember  31,  1963,  such  section  IS  amended  by 
striking  out  "65  percent”  and  inserting  in 
lieu  thereof  “60  percent”. 

Sec.  .  Deduction  op  Depletion  Allow¬ 
ances  With  Respect  to  Oil  and 
Gas  Wells. 

(a)  1962. — With  respect  to  taxable  years 
beginning  after  December  31,  1961,  and 

before  January  1,  1963,  section  613(b)(1) 
of  the  Internal  Revenue  Code  of  1954  (re¬ 
lating  to  percentage  depletion  in  case  of  oil 


and  gas  wells)  is  amended  by  striking  out 
“27  (4  percent”  and  inserting  in  lieu  thereof 
“26  percent". 

(b)  1963. — With  respect  to  taxable  years 
beginning  after  December  31,  1962,  and 
before  January  1,  1964,  such  section  is 
amended  by  striking  out  “25  percent”  and 
inserting  in  lieu  thereof  “22(4  percent”. 

(c)  1964  and  Subsequent  Years. — With 
respect  to  taxable  years  beginning  after 
December  31,  1963,  such  section  is  amended 
by  striking  out  “22(4  percent”  and  insert¬ 
ing  in  lieu  thereof  "20  percent”. 

Mr.  WILLIAMS  of  Delaware.  Madam 
President,  this  amendment  has  a  two¬ 
fold  purpose: 

First,  it  would  provide  for  a  three-step 
reduction  in  the  depreciation  allowance 
for  oil  and  gas  with  a  2  (4-percent  reduc¬ 
tion  for  each  year  for  the  next  3  years, 
bringing  it  down  from  its  present  level  of 
27  (4  percent  to  20  percent. 

The  second  provision  of  the  amend¬ 
ment  would  permit  a  simultaneous 
three-step  reduction  in  the  overall  limi¬ 
tation  on  individual  income  taxes  from 
its  present  limitation  of  87  percent, 
bringing  it  down  to  60  percent  over  the 
3 -year  period. 

The  combination  of  these  two  pro¬ 
posals  would  effectuate  a  long  overdue 
correction  in  our  existing  tax  structure 
and  would  make  this  adjustment  with 
an  actual  gain  of  revenue  to  the  U.S. 
Government. 

For  example,  in  the  first  year  the  de¬ 
preciation  allowance  on  oil  and  gas 
would  be  reduced  from  27(4  percent  to 
25  percent,  and  the  estimated  revenue 
gained  from  this  action  is  $75  million. 

At  this  same  time  the  maximum  effec¬ 
tive  rate  limitation  on  individual  income 
taxes  will  be  reduced  from  its  present 
87  percent  to  75  percent,  which  would 
result  in  a  loss  of  revenue  of  $25  million, 
thus  representing  a  net  gain  to  the 
Treasury  Department  for  that  year  of 
$50  million. 

The  second  year  the  depletion  allow¬ 
ance  for  oil  and  gas  would  be  reduced 
from  25  percent  to  22(4  percent,  thus 
providing  additional  revenue  over  pres¬ 
ent  law  of  $160  million  for  that  year. 

Simultaneously  the  effective  rate  on 
individual  income  taxes  would  be  further 
reduced  from  75  percent  to  65  percent, 
which  action  would  result  in  an  esti¬ 
mated  revenue  loss  of  $80  million. 

Thus  as  the  result  of  this  combined 
action  the  Federal  Government  would 
gain  $80  million. 

Effective  the  third  year  and  for  each 
year  thereafter  the  percentage  depletion 
rate  would  be  reduced  to  20  percent.  The 
estimated  revenue  gain  resulting  over 
present  law  by  bringing  the  depletion 
rate  on  oil  and  gas  down  from  27(4  per¬ 
cent  to  the  20 -percent  level  would  be 
$250  million  annually. 

At  the  same  time  in  this  third  year  the 
maximum  effective  rate  limitation  on  in¬ 
dividual  income  taxes  would  be  further 
reduced  to  60  percent.  The  revenue  loss 
by  reducing  this  maximum  effective  rate 
limitation  on  individual  income  taxes 
from  its  present  87  percent  to  60  percent 
is  estimated  at  $130  million  annually. 

The  combined  net  effect  of  the  adop¬ 
tion  of  this  twofold  amendment  would 
be  that  at  the  end  of  the  3 -year  period 
the  present  27  (4 -percent  depletion  al¬ 
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lowance  on  oil  and  gas  would  be  reduced 
to  20  percent  and  the  present  overall 
limitation  on  individual  income  taxes 
would  be  reduced  from  its  present  87 
percent  to  60  percent  with  an  annual 
net  gain  to  the  U.S.  Government  of  $120 
million. 

One  of  the  main  arguments  in  support 
of  the  need  of  the  present  27  (4 -percent 
depletion  rate  for  oil  and  gas  has  been 
that  under  our  existing  tax  structure, 
which  runs  as  high  as  91  percent — with 
an  overall  87-percent  limitation — has 
been  that  without  some  special  incentive 
men  of  wealth  would  not  venture  their 
capital  for  the  narrow  margin  of  gain  of 
9  or  13  percent.  On  that  point  they  have 
a  valid  argument,  and  it  is  for  that  reason 
that  we  have  coupled  this  proposed  re¬ 
duction  in  the  depletion  allowance  with 
the  simultaneous  reduction  in  the  overall 
limitation  on  individual  income  taxes. 

The  most  important  feature  of  this 
amendment  is  that  its  adoption  would 
provide  a  more  equitable  distribution  of 
the  tax  load  in  America. 

At  this  point  I  ask  unanimous  consent 
to  have  incorporated  in  the  Record  a 
letter  dated  January  7,  1961,  signed  by 
Colin  F.  Stam,  chief  of  staff  of  the  Joint 
Committee  on  Internal  Revenue  Taxa¬ 
tion,  in  which  the  estimates  as  to  the 
revenue  of  the  different  sections  of  the 
amendment  are  outlined. 

There  being  no  objection,  the  letter 
was  ordered  to  be  printed  in  the  Record, 
as  follows : 

Congress  of  the  United  States, 

Joint  Committee  of  Internal 
Revenue  Taxation, 

Washington,  June  7,  1961. 
Hon.  John  J.  Williams, 

U.S.  Senate, 

Washintgon,  D.C. 

Dear  Senator  Williams:  As  you  requested 
the  staff  has  prepared  a  draft  of  an  amend¬ 
ment  (attached)  to  reduce  the  overall  maxi¬ 
mum  limitation  on  individual  income  tax 
from  87  percent  at  present  to  60  percent  over 
a  3-year  period,  and  to  lower  the  rate  of 
percentage  depletion  in  the  case  of  oil  and 
gas  wells  from  27(4  percent  at  present  to  20 
percent,  also  over  a  3 -year  period 

With  respect  to  the  overall  limitation  on 
individual  income  taxes,  the  draft  provides 
for  a  three-step  reduction,  at  1-year  inter¬ 
vals,  commencing  in  1962.  For  taxable  years 
beginning  in  1962,  the  rate  would  be  75  per¬ 
cent;  for  taxable  years  beginning  in  1963,  the 
rate  would  be  65  percent;  and  for  taxable 
years  beginning  in  1964  and  thereafter,  the 
limitation  would  be  60  percent.  The  staff 
estimates  that  these  changes  in  the  overall 
limitation  would  cause  a  reduction  in  rev¬ 
enues  to  the  Federal  Government  in  the 
amounts  shown  in  the  following  table. 

Maximum  effective  rate  Revenue  loss 

limitation  (percent)  :  (millions  of  dollars) 

75 - 25 

65 -  80 

60 - 130 

The  draft  also  provides  for  a  three-step 
reduction  in  the  27(4  percent  depletion  al¬ 
lowance  for  oil  and  gas,  at  1-year  intervals, 
commencing  in  1962.  Under  the  draft,  for 
taxable  years  beginning  in  1962,  the  rate 
would  be  25  percent;  for  taxable  years  be¬ 
ginning  in  1963,  the  rate  would  be  22(4  per¬ 
cent;  and  for  taxable  years  beginning  in 
1964  and  thereafter,  the  rate  would  be  20 
percent. 

It  is  extremely  difficult  to  estimate  the 
effect  of  small  changes  in  the  depletion  rate 
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for  oil  and  gas,  because  we  do  not  have  the 
data  we  need  concerning  the  present  effect 
of  the  50  percent  limitation,  and  because 
the  data  on  depletion  claimed  on  individual 
income  tax  returns  Is  incomplete.  Con¬ 
sequently,  our  estimates  for  your  proposal 
are  rough. 


Tax  year 

Proposed 
depletion 
rate  for  oil 
and  gas 

Estimated 
revenue 
gain  over 
present 
law 

1962. . . 

Percent 

26 

22H 

20 

Million 

$75 

160 

250 

1963 . . . . 

1964 . . 

I  hope  this  will  be  helpful  to  you. 

Sincerely  yours, 

Colin  F.  Stam, 

Chief  of  Staff. 

Mr.  WILLIAMS  of  Delaware.  Madam 
President,  this  proposal  should  not  be 
too  controversial.  Perhaps  the  com¬ 
mittee  is  ready  to  accept  it. 

Mr.  MANSFIELD.  Madam  President, 
it  is  my  intention  to  move  to  table  the 
very  worthwhile  amendment  offered  by 
the  Senator  from  Delaware  [Mr.  Wil¬ 
liams].  It  is  something  new  in  the  way 
of  amendments.  It  has  a  good  name. 
It  is  being  offered  by  the  Senator  from 
Delaware  [Mr.  Williams],  the  Senator 
from  Vermont  [Mr.  Aiken],  the  Senator 
from  Maine  [Mrs.  Smith],  and  the  Sen¬ 
ator  from  Wisconsin  [Mr.  Proxmire], 
which  gives  to  it  the  name  “The  WASP 
amendment.” 

But  I  do  think  that  Senators  ought  to 
have  their  say  both  pro  and  con.  I 
should  like  to  suggest  that  the  Senate 
vote  on  a  motion  to  table  the  pending 
proposal  at  4:30  p.m. 

Mr.  WILLIAMS  of  Delaware.  Madam 
President,  so  far  as  I  am  concerned,  I 
have  no  intention  of  prolonging  the  de¬ 
bate.  I  do  not  know  how  much  time 
other  Senators  may  require. 

The  amendment  has  received  commit¬ 
tee  consideration.  It  was  offered  as  an 
amendment  to  the  bill  which  was  be¬ 
fore  our  committee. 

Notice  was  served  to  all  interested 
parties  who  wished  to  testify  that  they 
had  an  opportunity  to  appear  before  our 
committee.  The  amendment  was  pend¬ 
ing  at  the  time  hearings  were  held  on 
H.R.  10650.  It  was  discussed  during 
those  hearings  and  it  was  offered  in  the 
committee.  So  the  measure  is  not  some¬ 
thing  which  has  been  sprung  on  the 
Senate  without  having  received  commit¬ 
tee  consideration. 

Mr.  MANSFIELD.  Madam  President, 
I  hope  the  Senator  did  not  take  seriously 
my  facetious  remark  when  I  referred  to 
his  amendment  as  a  new  amendment. 
It  is  an  old,  old  amendment.  I  should 
like  to  change  my  request.  I  ask  unan¬ 
imous  consent  that  1  hour  be  allotted 
on  the  amendment,  the  time  to  be  di¬ 
vided  equally,  before  a  motion  to  table 
the  amendment  is  made  and  the  vote 
is  taken  thereon. 

The  PRESIDING  OFFICER.  Is  there 
objection?  The  Chair  hears  none,  and 
it  is  so  ordered. 

Mr.  MANSFIELD.  The  time  will  be 
controlled  by  the  Senator  from  Dela¬ 
ware  [Mr.  Williams]  and  the  Senator 
from  Oklahoma  [Mr.  Kerr]. 


Mr.  MONRONEY.  Madam  President, 
has  the  Senator  from  Delaware  used  the 
time  available  to  him? 

Mr.  WILLIAMS  of  Delaware.  I  un¬ 
derstand  that  a  half  hour  is  available 
to  each  side.  I  am  willing  to  have  the 
Senator  from  Oklahoma  proceed.  If  the 
Senator  from  Oklahoma  finds  that  he 
needs  more  than  one-half  hour,  I  shall 
yield  some  of  my  time  to  him,  I  have  no 
intention  of  using  all  my  time. 

Mr.  MONRONEY.  Madam  President, 
the  2754-percent  depletion  allowance  has 
given  America  its  vast  supplies  of  oil 
and  gas.  It  has  helped  us  to  victory  in 
two  world  wars,  in  Korea,  and  in  the 
cold  war.  The  amendment  is  not  a  new 
amendment.  It  has  been  before  the 
Senate  about  once  a  year  as  long  as  I 
have  been  in  the  Senate.  It  has  been 
considered  by  the  Finance  Committee  al¬ 
most  every  year.  As  the  distinguished 
author  of  the  amendment  has  said,  the 
only  new  provision  is  the  method  of  the 
proposed  reduction. 

This  amendment  proposes  the  progres¬ 
sive  reduction  in  the  depletion  allowance 
with  respect  to  oil  and  gas  wells  ftom 
its  present  level  of  2754  percent  to  25 
percent  for  the  current  taxable  year,  2254 
percent  for  1963,  and  20  percent  for  1964 
and  subsequent  years. 

It  proposes  that  a  substantial  part  of 
the  additional  revenue  which  its  spon¬ 
sors  claim  would  result  from  this  reduc¬ 
tion  be  used  to  offset  loss  of  revenues 
which  would  result  from  a  related  pro¬ 
vision  reducing  the  maximum  limitation 
on  individual  income  tax  from  87  per¬ 
cent  to  60  percent  over  the  same  3-year 
period. 

This  reduction  in  income  tax  in  the 
highest  brackets  is  estimated  by  the  staff 
of  the  Joint  Committee  on  Internal 
Revenue  Taxation  to  result  in  a  loss  of 
revenue  of  $25  million  the  first  year,  $80 
million  the  second  year,  and  $130  million 
in  the  third  and  subsequent  years. 
While  it  is  very  difficult  to  make  an 
accurate  estimate  of  the  number  of  tax¬ 
payers  involvel,  I  am  advised  by  the 
Treasury  Department  that  the  $25  mil¬ 
lion  lost  in  the  first  year  would  prob¬ 
ably  be  divided  among  some  700  tax¬ 
payers;  that  the  $80  million  lost  in  the 
second  year  would  be  divided  among 
some  2,500  taxpayers;  and  that  the  $130 
million  loss  of  revenue  in  the  third  and 
subsequent  years  would  probably  bene¬ 
fit  no  more  than  10,000  taxpayers. 

The  proposal  for  making  a  cut  only  in 
these  upper  levels  of  income  tax  has  not 
been  recommended  by  the  administra¬ 
tion,  has  not  been  the  subject  of  more 
than  casual  attention  in  the  hearings, 
and  is  proposed  at  a  time  when  the  ad¬ 
ministration  is  engaged  in  a  review  of 
the  tax  structure  looking  toward  rec¬ 
ommendations  for  general  reduction 
next  year. 

When  this  amendment  was  suggested 
to  the  Secretary  of  the  Treasury  during 
the  hearings,  the  following  exchange  oc¬ 
curred  between  Secretary  Dillon  and  the 
Senator  from  Delaware  [Mr.  Williams]  : 

Secretary  Dillon.  I  do  not  think  we  would 
agree  with  that,  because  we  do  not  think  it 
is  equitable  to  Just  reduce  the  higher  rates 
and  not  also  make  the  adjustments  up  and 
down  in  the  rate  structure. 
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Senator  Williams.  This  would  be  making 
adjustments  with  the  same  class  of  taxpayers 
and  picking  up  revenue  at  the  same  time. 

I  think  that  you  have  said  that  you 
thought  the  individual  rates  were  too  high. 

Secretary  Dillon.  I  agree  they  are,  but 
when  we  recommend  the  change,  we  will  rec¬ 
ommend  one  up  and  down  the  line,  not  just 
for  the  top  rates. 

Not  only  do  I  agree  with  the  Secretary 
of  the  Treasury  that  it  is  not  equitable 
just  to  reduce  the  higher  tax  rates  with¬ 
out  a  general  adjustment  in  the  rate 
structure,  but  I  suggest  that  this  amend¬ 
ment  in  effect  proposes  to  benefit  these 
few  thousand  taxpayers  by  means  of 
what  would  amount  to  an  indirect  Fed¬ 
eral  sales  tax  on  gasoline  and  other  pe¬ 
troleum  products,  which  would  be  paid 
by  every  person  who  drives  a  car,  oper¬ 
ates  a  truck,  or  heats  his  home  with  fuel 
oil. 

I  make  this  charge  because  the  eco¬ 
nomic  facts  of  the  matter  are  that  the 
2754-percent  depletion  allowance,  or  an 
increase  in  petroleum  prices  which  would 
yield  the  same  amount  of  money,  is  ab¬ 
solutely  necessary  if  the  oil  and  gas  in¬ 
dustry  is  to  find  sufficient  new  oil  and 
gas  to  replace  that  being  used,  and  to 
meet  the  growing  need  for  oil  products  in 
our  expanding  industrial  economy. 

They  must  get  the  funds  for  explora¬ 
tion  from  somewhere.  Either  they  will 
come  from  the  27  54 -percent  allowance 
for  depletion  of  natural  resources  or 
they  will  have  to  be  added  to  the  price 
of  oil  products.  There  is  no  other  way 
to  get  the  money  - 

When  any  mining  industry  sells  a 
barrel  of  oil,  or  a  ton  of  coal,  or  a  pound 
of  uranium,  it  has  one  barrel  or  ton  or 
pound  less  left  to  sell.  It  exhausts  that 
natural  resource.  If  it  is  to  stay  in  busi¬ 
ness,  it  must  replace  these  resources  just 
as  a  manufacturing  industry  must  re¬ 
place  its  wornout  equipment. 

A  manufacturing  industry  is  allowed 
to  retain  a  part  of  its  earnings,  on  which 
it  pays  no  tax,  through  a  depreciation 
allowance  in  order  that  it  may  replace 
wornout  equipment.  In  the  same  way, 
all  mining  industries  are  allowed  to  re¬ 
tain  a  part  of  their  earnings  to  permit 
them  to  find  and  develop  new  supplies  to 
replace  those  which  have  been  used  up. 
The  oil  industry  spends  a  far  greater 
percentage  of  its  income  for  this  purpose 
than  any  other  mining  industry. 

It  is  not  generally  recognized  that  the 
depletion  allowance  for  the  oil  industry 
is  limited  to  2754  percent  of  its  gross  or 
50  percent  of  its  net  earnings,  whichever 
is  less.  For  the  industry  as  a  whole,  this 
results  in  an  average  depletion  allow¬ 
ance  of  about  23  percent— the  same  as 
provided  for  sulfur,  lead,  zinc,  ura¬ 
nium,  nickel,  in  fact,  for  a  total  of  37 
other  mining  industries.  Even  the  pro¬ 
ducers  of  sand  and  clay  have  smaller  de¬ 
pletion  allowances  under  our  laws. 

If,  when  an  oil  well  is  exhausted,  the 
owner  could  just  go  out  and  buy  another, 
as  he  would  buy  a  new  truck  to  replace 
one  that  is  worn  out,  the  depletion  al¬ 
lowance  could  be  set  much  lower.  The 
allowance  is  set  where  it  is  because  the 
process  of  finding  new  supplies  of  oil  and 
gas  entails  great  risk.  Unlike  minerals 
which  have  outcrops  on  the  surface  of 
the  earth,  there  is  no  way  to  be  certain 
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where  oil  is  located  until  the  well  is 
drilled  and  the  money  spent.  If  he  has 
average  luck,  the  man  looking  for  the 
new  well  will  drill  eight  dry  holes  before 
he  hits  a  producer. 

Does  the  Senator  from  Texas  [Mr. 
Tower]  wish  some  time? 

Mr.  TOWER.  Yes. 

Mr.  MONRONEY.  Will  the  Senator 
tell  me  how  much  time  he  requires? 

Mr.  TOWER.  I  should  like  to  have  5 
or  10  minutes,  if  the  Senator  will  yield 
to  me. 

Mr.  KERR.  Madam  President,  will 
the  Senator  yield? 

Mr.  MONRONEY.  I  yield. 

Mr.  KERR.  I  remind  the  distin¬ 
guished  Senator  that  the  Senator  from 
Wyoming  [Mr.  McGee]  and  the  Senator 
from  Arkansas  [Mr.  Fulbright]  wish  a 
little  time. 

Mr.  MONRONEY.  I  shall  try  to  make 
my  remarks  brief. 

If  an  oil  producer  invested  $300,000  in 
a  well,  and  was  allowed  to  recover  tax 
free  from  the  output  of  that  well  this 
same  $300,000  of  his  original  investment, 
he  could  not  normally  go  out  and  for 
$300,000  find  another  well  to  replace  the 
one  he  had  depleted  by  production. 

Wildcatting  odds  are  dead  against 
that.  On  the  average,  a  man  drilling 
rank  wildcats — a  man  going  out  to  find 
new  reserves  to  replace  those  being  de¬ 
pleted — would  have  to  drill  nine  explora¬ 
tory  wells  to  find  one  that  even  qualified 
as  a  producer.  But  even  at  that,  his  one 
producing  well  out  of  nine  would — if 
typical — turn  out  to  be  a  financial  fail¬ 
ure.  Under  the  prevailing  odds,  only 
about  3  percent  of  all  the  new-field  wild¬ 
cat  wells  drilled  are  ultimately  success¬ 
ful — producing  oil  or  gas  or  both  in 
quantities  deemed  sufficient  to  turn  a 
profit.  Ninety-seven  percent  of  all  new- 
field  wildcat  wells  are  commercial  fail¬ 
ures. 

Therefore,  based  on  industry  averages 
over  a  period  of  time,  an  oil  producer  who 
was  depleting  a  well  that  cost  him  $300,- 
000  would  have  to  have  not  his  $300,000 
back  but,  at  the  very  least,  32  times  that 
original  investment,  or  $9,600,000,  to 
stand  a  fighting  chance  of  bucking  the 
mathematical  odds  and  finding  replace¬ 
ment  reserves. 

Giving  him  $300,000  in  tax  deductions 
would  be  little  better  than  giving  him 
nothing.  It  would  be  the  same  as  telling 
him  to  go  out  of  business  because — unless 
he  had  a  very  sensational  and  remark¬ 
able  stroke  of  luck — he  just  wouldn’t  be 
able  to  find  a  new  wildcat  well  if  allowed 
no  more  of  a  deduction  than  his  invest¬ 
ment  in  a  well  that  was  depleting. 

In  September  of  1958  the  Chief  Petro¬ 
leum  Engineer  of  the  U.S.  Bureau  of 
Mines  presented  a  paper  to  the  World 
Power  Conference  in  Montreal,  Canada, 
in  which  he  discussed  the  receipts  and 
expenditures  of  the  U.S.  petroleum  pro¬ 
ducing  industry — including  both  inde¬ 
pendents  and  major  companies — for  the 
years  1951,  1953,  and  1955.  The  study 
shows  that  in  1955  the  industry  expended 
a  total  of  $5.1  billion  in  the  search  for 
and  development  of  new  petroleum  re¬ 
serves  within  the  United  States.  This 
study  also  shows  that  for  the  year  1955, 
finding  and  developing  costs  together 


with  lifting  and  other  operating  costs 
were  in  excess  of  income  from  petroleum 
production  for  the  entire  producing  in¬ 
dustry  by  approximately  one-half  billion 
dollars. 

The  $5.1  billion  expended  in  1955  in 
the  exploration  for  and  development  of 
new  oil  reserves  was  equivalent  to  $2.40 
per  barrel  of  net  crude  oil  production  in 
that  year.  Based  on  the  U.S.  Bureau  of 
Mines  average  wellhead  price  of  crude 
oil  for  the  year  1955  of  $2.77  per  barrel, 
the  theoretical  maximum  percentage  de¬ 
pletion  could  not  have  exceeded  76  cents 
per  barrel.  This  depletion  figure,  how¬ 
ever,  for  petroleum  producers  is  a  theo¬ 
retical  maximum,  based  on  the  27%- 
percent  rate,  rather  than  the  actual 
amount  of  depletion,  since  the  50-per- 
cent-of-net-income  limitation  reduces 
the  average  effective  depletion  rate  for 
the  petroleum  industry  to  no  more  than 
23  percent. 

Thus,  the  domestic  petroleum  indus¬ 
try’s  exploration  and  development  ex¬ 
penditures  alone  in  1955 — not  including 
lifting  costs,  taxes,  and  so  forth — totaled 
$2.40  per  barrel  or  more  than  three  times 
the  maximum  percentage  depletion  of 
76  cents.  That  is,  for  every  dollar  from 
percentage  depletion  plowed  back  in  the 
search  for  new  oil  reserves,  the  producing 
industry  put  up  and  spent  $2  from  other 
sources. 

This  information,  detailed  in  the  ac¬ 
companying  table,  clearly  demonstrates 
that  the  petroleum  producing  industry 
requires  new  capital  far  in  excess  of  the 
depletion  deduction  to  carry  on  the  con¬ 
stant  search  for  new  oil  and  gas  re¬ 
serves. 

Mr.  RANDOLPH.  Madam  President, 
will  the  Senator  yield? 

Mr.  MONRONEY.  I  am  glad  to  yield 
to  the  Senator  from  West  Virginia. 

Mr.  RANDOLPH.  West  Virginia  is 
not  ranked  with  Texas  and  Oklahoma 
and  Louisiana  and  other  major  States 
in  the  production  of  petroleum.  Yet 
from  our  hills  went  the  oil  people  of 
another  era  to  help  explore  these  vast 
fields  in  other  sections  of  the  country. 
In  West  Virginia,  in  years  gone  by,  we 
were  a  pioneering  and  important  oil  and 
gas  producing  State. 

Our  State  in  its  entirety,  the  western 
three-fourths  of  Pennsylvania,  much  of 
the  southwestern  area  of  the  State  of 
New  York,  the  eastern  half  of  Ohio, 
eastern  Kentucky,  and  a  narrow  strip 
of  the  westernmost  part  of  the  Com¬ 
monwealth  of  Virginia  comprise  an  area 
known  in  the  oil  geology  circles  as  the 
Appalachian  Basin. 

Here  was  located  oil’s  discovery  in  the 
United  States  in  1859 — by  Col.  Edwin 
Drake  at  Titusville,  Pa.  And  this  is  the 
region  of  considerable  activity  in  earlier 
years. 

Four  of  these  pioneer  oil  States — 
Pennsylvania,  New  York,  Ohio,  and  West 
Virginia — are  experiencing  a  new  wave 
of  “oil  fever.’’  These  four  States  are 
oil-hunting  territory  again  for  several 
major  searchers  for  new  discoveries. 
During  the  last  5  years  there  has  been  a 
sharply  stepped-up  effort  to  try  to  find 
more  sources  of  oil  and  gas  closer  to  the 
vast  market  which  surrounds  it,  namely, 
the  industrial  complex  of  the  Ohio  River 
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Valley  with  its  population  of  more  than 
52  million. 

Technological  advances  in  exploration, 
drilling  tools,  and  methods  have  brought 
about  a  significant  reworking  of  this 
pioneer  oil  producing  Appalachian  Basin. 
But  today’s  driller  must  reach  1  or  2 
miles  deeper  than  Colonel  Drake’s  first 
69 -footer  at  Titusville  to  find  a  product 
the  colonel  would  have  considered  a 
bothersome  pest — gas.  But  gas,  as  well 
as  oil,  is  a  frequent  drilling  objective 
today. 

Madam  President,  exploratory  and 
drilling  expenditures  have  more  than 
doubled  during  the  past  5  years  in  the 
Appalachian  Basin.  The  level  of  $6.5 
million  in  1958  reached  $11.9  million  in 
1961.  Estimates  for  1962  exceed  $14 
million.  By  the  end  of  this  year,  the  oil 
industry’s  outlay  for  the  5-year  period 
is  expected  to  represent  a  risk  venture 
of  approximately  $52.7  million  in  the 
basin.  In  addition,  farmers  and  land- 
owners  in  the  basin  have  been  paid 
$24.4  million  for  leases  plus  annual  rental 
payments  of  $8.6  million. 

Even  though  these  concerted  efforts 
and  huge  expenditures  so  far  have  not 
brought  significant  new  discoveries  in 
the  Appalachian  Basin,  the  industry  is 
continuing  its  activities  in  the  hope  and 
belief  that  they  may  ultimately  lead  to 
the  discovery  of  substantial  reserves. 

Each  drilling  prospect  and  the  acre¬ 
age  surrounding  it  represents  the  con¬ 
centrated  and  coordinated  skills  of 
highly  trained  and  experienced  explora¬ 
tion  specialists.  Yet,  no  one  in  the  group 
can  say  oil  or  gas  will  be  found.  They 
can  only  locate  zones  where  conditions 
are  right  for  the  accumulation  of  oil  or 
gas.  Whether  oil  or  gas  actually  is  there 
must  be  proved  by  drilling  a  wildcat 
well.  The  chances  are  9  to  1  against 
it — 45  to  1  against  finding  a  commercial 
quantity.  To  engage  in  risks  of  that 
nature  is  to  require  encouragement  such 
as  the  necessary  cushion  from  the  de¬ 
pletion  allowance. 

Considering  the  unemployment  situa¬ 
tion  and  other  economic  factors  pre¬ 
vailing  in  West  Virginia,  we  are  grate¬ 
ful  that  there  is  increased  search  and 
discovery  activity  in  our  State  by  the 
oil  and  gas  industry.  We  know  there  is 
drilling  at  deeper  horizons  and  that  this 
requires  more  risk  capital. 

Drilling  permits  issued  in  West  Vir¬ 
ginia  increased  from  988  in  1959  to  1,383 
in  1960  to  1,647  last  year. 

Producing  gas  wells  last  year  num¬ 
bered  16,485  and  produced  194,178,000 
thousand  cubic  feet  of  gas;  12,699  oil 
wells  in  our  State  produced  2,703,000  bar¬ 
rels  in  1961. 

Crude  oil  and  natural  gas  production 
and  distribution — exclusive  of  refineries 
and  service  outlets — provided  jobs  for 
8,547  West  Virginia  resident  employees 
of  independent  producers  and  gas  utili¬ 
ties,  and  provided  pension  payments  for 
2,282  annuitants.  The  independent  and 
utility  segment  of  the  industry — again 
excepting  refineries  and  service  outlets — 
spent  approximately  $61  million  in  West 
Virginia  last  year — $43.6  million  of  it  in 
payrolls  and  $8.4  million  for  rentals  and 
royalties. 
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Madam  President,  I  have  cited  statis¬ 
tics  indicating  that  the  oil  and  gas  in¬ 
dustry  is  not  an  inconsequential  seg¬ 
ment  of  the  West  Virginia  economy — 
that  it  is  happily  an  expanding  segment 
again — not  in  contraction.  We  want  it 
to  continue  expanding  and  to  discover 
vitally  needed  new  reserves.  Our  State 
needs  them  and  they  are  vital  to  the 
economy  and  the  security  of  our  country. 
I  cannot  support  a  deterrent. 

There  is  another  reason  why  I  believe 
the  pending  amendment  is  ill  timed. 
More  than  60  Members  of  the  Senate 
joined  me  in  cosponsoring  a  resolution 
which  was  adopted  earlier  this  year  and 
which  empowered  the  Committee  on  In¬ 
terior  and  Insular  Affairs  to  make  a 
thorough  national  fuels  and  energy 
study.  The  committee  has  been  making 
very  real  progress  with  this  study  under 
the  capable  direction  of  its  distinguished 
chairman,  the  junior  Senator  from  New 
Mexico  [Mr.  Anderson],  It  is  antici¬ 
pated  that  substantial  findings  and  rec- 


Mr.  MONRONEY.  In  the  years  since 
1955  the  cost  of  finding  oil  has  steadily 
risen.  Not  only  have  drilling  costs  per 
foot  increased,  but  the  number  of  feet 
which  must  be  drilled  to  find  a  barrel 
of  oil  has  gone  up  each  year.  Most 
of  the  oil  located  2,000  to  3,000  feet  be¬ 
low  the  surface  of  the  earth  has  already 
been  found.  A  far  greater  percentage  of 
wells  are  being  drilled  at  greater  depths, 
and  we  are  now  exploring  at  depths  of 
15,000  to  25,000,  at  costs  as  high  as  a 
$1  million  per  well. 

During  the  same  period,  the  price  of 
crude  oil  has  remained  essentially  stable, 


ommendations  will  be  reported  early  next 
year  as  the  87th  Congress  gives  away  to 
the  88th.  We  should  await  the  commit¬ 
tee’s  report  and  its  evaluations  before 
taking  the  nature  of  action  contemplated 
by  the  pending  amendment.  There 
should  be  more  assurance  than  has  thus 
far  been  demonstrated  that  this  amend¬ 
ment  will  not  destroy  more  than  it  will 
create  in  revenues  and  in  gross  national 
product. 

I  believe  that  the  incentive  which  is 
now  written  into  the  law  should  be  con¬ 
tinued.  The  amount  of  money  spent 
proportionately  in  West  Virginia  equals 
the  averages  which  were  given  by  the 
knowledgeable  Senator  from  Oklahoma. 

Mr.  MONRONEY.  I  thank  the  Sena¬ 
tor  for  his  contribution.  I  ask  unani¬ 
mous  consent  to  have  printed  in  the 
Record  at  this  point  in  my  remarks  some 
tables  which  bear  on  this  subject. 

There  being  no  objection,  the  tables 
were  ordered  to  be  printed  in  the  Record, 
as  follows: 


the  average  value  at  wellhead  having 
been  $2.77  in  1955,  $2.79  in  1956,  $3.09  in 
1957,  $3.01  in  1958,  $2.90  in  1959,  $2.88 
in  1960  and  $2.89  in  1961. 

If  the  oil  industry  were  keeping  more 
money  than  it  needed  to  replace  the  oil 
being  used,  then  it  might  be  argued  that 
the  depletion  allowance  is  too  high.  The 
fact  is  that  each  year  the  industry  con¬ 
tinues  to  spend  more  finding  and  de¬ 
veloping  new  supplies  of  oil  than  it  re¬ 
tains  under  the  depletion  allowance. 

It  stands  to  reason  that  the  funds 
available  to  the  industry  for  exploration 
and  development  cannot  be  significantly 
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reduced  without  resulting  in  a  propor¬ 
tionate  reduction  in  exploration  and  de¬ 
velopment.  T  hope  that  we  have  not 
reached  the  point  when  the  Congress  of 
the  United  States  is  ready  to  adopt  a 
policy  that  we  should  not  develop  our  own 
mineral  resources  and  gain  the  benefits 
that  such  development  brings  to  our 
economy,  but  should  become  completely 
dependent  on  imported  oil.  Our  entire 
economic  system  is  geared  to  an  adequate 
and  dependable  supply  of  petroluem. 
All  our  transport,  from  compact  cars  to 
jets,  from  diesel  trucks  to  diesel  locomo¬ 
tives,  depends  upon  a  cheap  and  plenti¬ 
ful  supply  of  petroleum.  Our  industrial 
plant  depends  to  a  large  degree  upon  pe¬ 
troleum  products  or  electricity  generated 
from  them  for  the  sinews  of  its  power. 

During  World  War  II  petroleum  prod¬ 
ucts  comprised  more  than  half  of  the 
tonnage  shipped  from  the  United  States 
to  battle  fronts  all  over  the  globe.  The 
military  machines  that  have  been  devel¬ 
oped  since  that  conflict  are  even  more 
demanding  in  their  fuel  consumption. 
The  Air  Force  alone  consumed  nearly  6 
billion  gallons  of  aviation  fuel  in  the 
peacetime  fiscal  year  1960.  And  it  is 
no  wonder  when  we  realize  that  a  single 
jet  bomber  has  a  fuel  tank  capacity  equal 
to  four  railroad  tank  cars.  A  Forrestal- 
class  aircraft  carrier  carries  1  million 
gallons  of  aircraft  fuel  plus  more  than 
2  million  gallons  of  fuel  for  its  own  en¬ 
gines.  Recent  model  Army  tanks  con¬ 
sume  600  gallons  of  gasoline  in  covering 
100  miles,  and  an  armored  division  must 
burn  up  2,100  gallons  of  fuel  to  advance 
1  mile. 

We  cannot  afford  to  depend  upon  im¬ 
ported  oil  because  of  our  balance-of- 
payments  situation.  Oil  imports  already 
contribute  a  billion  dollars  a  year  to  our 
balance -of -payments  deficit.  We  should 
rather  look  forward  to  the  time  when 
the  dependence  on  imported  oil  can  be 
substantially  reduced  and  when  the 
growth  of  world  markets  again  makes 
the  United  States  a  net  exporter  of 
petroleum  products. 

It  is  inconceivable  that  as  we  enter  a 
trade  war  with  the  Soviet  Union,  with  oil 
as  the  principal  weapon,  our  Nation 
should  simply  relinquish  the  field  to  the 
enemy. 

Mr.  TOWER.  Madam  President,  will  . 
the  Senator  yield? 

Mr.  MONRONEY.  I  yield. 

Mr.  TOWER.  Is  the  Senator  aware 
of  the  fact  that  at  the  conclusion  of 
World  War  II  the  oil  reserves  of  the 
Soviet  bloc  were  approximately  one-third 
of  ours  and  that  today  they  are  almost 
equal  to  those  of  the  United  States? 
Does  not  this  point  up  the  vital  necessity 
of  staying  ahead  in  this  field? 

Mr.  MONRONEY.  Yes.  The  great 
threat  of  the  Soviet  trade  offensive  is  in 
oil.  That  is  one  field  in  which  they  have 
surpluses.  With  it  they  are  penetrating 
the  free  world  markets. 

We  cannot  have  it  both  ways.  If  the 
American  oil  industry  is  to  continue  to 
find  adequate  supplies  to  meet  the  Na¬ 
tion’s  needs,  it  must  obtain  the  necessary 
funds  to  pay  for  the  cost  of  exploration. 
We  must  either  retain  the  present  deple¬ 
tion  allowance,  or  accept  a  substantial 
increase  in  the  cost  of  gasoline  and  other 


Net  valve  of  'production  versus  expenditures  for  finding,  developing,  and  producing  oil  and  gas 

[In  thousands] 


Industry  income: 

Net  value  oil  produced-. 
Net  value  gas  produced. 


Total,  net  value  production. 


Industry  expenditures-exploration  costs: 

Geological,  geophysical,  and  related  professional  services. 

Lease  purchases  and  rentals _ _ 

Dry  holes _ 

Overhead _ 


Total,  exploration  costs. 


Development  costs: 

Drilling  and  completion  of  producing  wells. . 
Equipment  (tubing,  tanks,  flow  value,  etc.)_ 
Overhead _ _ _ 


Total,  development  costs _ _ 

Subtotal,  exploration  and  development  costs. 


Operating  costs: 

Oil: 

Dir  ect  costs. 
Overhead.. .. 


Total,  oil  operating  costs. 


Gas: 


Direct  costs. 
Overhead _ 


Total,  gas  operating  costs _ _ _ _ 

Total,  operating  costs _ _ _ 

Total,  expenditures  for  finding,  developing,  and  producing  U 
Net  annual  balance . . . . . . . 


1951 

1953 

1955 

$4,  862, 136 
465,  451 

$5, 401, 018 
660,  501 

$5,  884,215 
836. 324 

5, 327,  587 

6, 061,  519 

6,  720,  539 

186, 000 
637,  910 
650, 290 
126,  780 

243,  590 
744, 630 
795,  890 
171, 270 

245, 440 
876,  520 
940,  210 
206, 220 

1, 600, 980 

1,  955, 380 

2, 268, 390 

1,390,050 
420,360 
135, 780 

1, 689, 607 
483, 000 
168,  378 

2,097,225 
556, 210 
205, 640 

1,  946, 190 

2,340,985 

2,  859, 075 

3, 547, 170 

4, 296,  365 

5, 127, 465 

1, 274, 149 
242,146 

1,392,576 

306,326 

1,  540, 092 
337, 758 

1,516,295 

1,  698, 902 

1,877,850 

89, 220 
7,758 

134,  675 
10,  920 

134, 097 
9,387 

96, 978 

145,  595 

143,  484 

1,  613,  273 

1,  844,  497 

2, 021, 334 

5, 160,  443 

6, 140, 862 

7, 148,  799 

+167, 144 

-79,  343 

-428,260 

1  Includes  maintenance,  supervision,  and  general  overhead  but  excludes  charges  for  research.  The  costs  do  not 
include  income  taxes,  payment  on  interest  and  principal,  or  return  to  investors. 

Source:  “Petroleum  and  Natural  Gas  in  the  United  States — Relation  of  Economics  and  Technologic  Trends,” 
by  O.  O.  Anderson,  Chief  Petroleum  Engineer,  U.S.  Bureau  of  Mines,  Washington,  D.C. 
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petroleum  products.  There  are  no  other 
sources  of  the  necessary  money.  The 
profits  of  this  industry  are  consistently 
lower  than  the  average  profits  of  manu¬ 
facturing  industries  in  the  United  States. 

Some  of  those  who  have  been  critical 
of  the  depletion  allowance  have  frankly 
recognized  that  its  withdrawal  would  re¬ 
quire  an  increase  in  price.  Prof.  Arnold 
G.  Harberger,  of  the  University  of  Chi¬ 
cago,  has  testified  that — 

More  oil  can  indeed  be  obtained  by  tax 
concessions  *  *  *  [but]  *  *  *  if  the  rest  of 
the  economy  wants  more  oil,  it  should  be 
willing  to  pay  for  it  by  way  of  a  higher 
market  price. 

This  means  primarily  an  increase  in 
the  price  of  gasoline. 

It  is  impossible  to  estimate  the  contri¬ 
bution  to  our  economic  health  which  has 
been  made  by  the  availability  of  low-cost 
motor  fuel.  The  entire  automobile  in¬ 
dustry  and  much  of  our  commercial 
transportation  has  been  built  on  this  tre¬ 
mendous  economic  advantage. 

Excluding  excise  taxes,  a  gallon  of 
gasoline  costs  less  today  than  it  did  in 
1926.  Today,  it  costs  20.2  cents  per  gal¬ 
lon,  in  1926  it  cost  20.9  cents.  At  average 
wage  rates,  1  hour’s  work  bought  2.6 
gallons  in  1926.  Today,  it  buys  10  gal¬ 
lons,  exclusive  of  tax.  * 

To  give  a  tax  benefit  to  a  handful  of 
Americans  with  taxable  income  over 
$150,000  a  year  and  to  make  up  the 
difference  by  levying  an  indirect  tax 
through  immediate  higher  prices  on 
everyone  who  owns  a  car  or  heats  his 
home  with  fuel  oil — this  is  a  proposition 
which  I  am  confident  the  Senate  will 
overwhelmingly  reject. 

Madam  President,  I  yield  5  minutes 
to  the  Senator  from  Texas. 

Mr.  TOWER.  Madam  President,  I 
thank  the  distinguished  Senator  from 
Oklahoma,  and  I  associate  myself  with 
his  comprehensive  report  on  this  subject. 
The  oil  business  is  a  .very  unique  busi¬ 
ness,  indeed.  Actually,  it  is  a  business 
that  has  been  made  by  the  small  entre¬ 
preneur,  the  independent  operator.  Ap¬ 
proximately  80  percent  of  our  oil  reserves 
have  been  discovered  by  the  independent 
or  marginal  operator. 

If  the  depletion  allowance  is  reduced, 
it  will  drive  the  independent  operator 
out  of  business.  As  the  able  Senator 
from  Oklahoma  has  pointed  out,  produc¬ 
tion  costs  have  risen  steadily.  In  1959 
the  average  cost  per  well  was  around 
$60,100.  In  1961  it  was  $62,200. 

It  has  been  pointed  out  that  we  have 
to  go  deeper  and  deeper  for  oil,  and  at 
present  costs,  to  get  down  to  10,000  feet 
it  costs  $140,000  to  drill  a  well.  And 
then  one  does  not  know  whether  or  not 
he  will  get  any  oil. 

In  most  businesses  that  is  not  the  situ¬ 
ation  at  all.  For  example,  if  a  man 
wishes  to  open  a  hardware  store,  he  can 
take  a  market  survey  in  the  area  to 
determine  whether  his  business  will  suc¬ 
ceed  and  if  there  will  be  a  market  for  his 
business.  Based  on  that  survey  he  can 
build  his  store  and  buy  his  stock.  Then, 
if  his  business  does  not  succeed,  he  still 
has  his  capital  assets  that  have  some 
value,  and  which  he  can  dispose  of.  He 
has  not  taken  a  very  big  risk.  That  is 


not  the  case  when  a  man  drills  an  oil 
well.  When  he  does  that,  he  does  not 
know  whether  he  will  get  any  oil.  It  is 
somewhat  like  the  roll  of  the  dice  or  the 
turn  of  a  card. 

Oil  is  extremely  important  to  the  de¬ 
fense  of  this  Nation.  It  is  certainly  a 
very  important  source  of  tax  revenue  for 
State  and  local  governments  throughout 
the  various  parts  of  the  land. 

Oil  provides  a  great  number  of  jobs. 
It  provides  our  country  with  material 
wealth.  For  this  reason  the  explora¬ 
tion  and  production  of  oil  must  be  en¬ 
couraged. 

If  we  eliminate  the  depletion  allow¬ 
ance,  the  oil  industry,  which  is  already 
sick,  will  be  even  sicker.  We  are  suf¬ 
fering  already  from  imports  of  oil,  and 
if  we  eliminate  or  reduce  the  depletion 
allowance,  we  will  inflict  an  additional 
burden  on  the  oil  industry.  We  are  pro¬ 
ducing  only  8  allowable  days  a  month  in 
Texas,  now.  This  is  well  below  even 
marginal  requirements. 

Therefore,  I  urge  the  Senate  to  re¬ 
ject  this  very  well  intentioned  amend¬ 
ment  by  the  distinguished  Senator  from 
Delaware,  with  whom  I  am  usually  as¬ 
sociated  on  fiscal  matters,  because  its 
adoption  would  mean  economic  disaster 
to  many  of  our  oil-producing  States.  It 
would  mean  a  substantial  loss  of  tax 
revenue.  Even  more,  Madam  President, 
it  would  mean  a  reduction  in  the  ability 
of  our  Nation  to  wage  war  through  the 
industrial  power  that  is  fueled  by  petro¬ 
leum.  I  believe,  furthermore,  that  it 
would  mean  a  considerable  loss  of  jobs 
and  production  in  related  industries,  and 
might  very  well  precipitate  a  recession  in 
the  country. 

Mr.  MONRONEY.  Madam  President, 
I  yield  5  minutes  to  the  distinguished 
Senator  from  Louisiana. 

Mr.  LONG  of  Louisiana.  Madam 
President,  during  the  14  years  that  I 
have  served  in  the  Senate  I  have  had 
some  experience  with  this  matter.  From 
time  to  time  a  Senator  has  offered  a 
proposal  to  reduce  the  depletion  allow¬ 
ance  on  oil  and  gas.  We  have  debated 
the  matter  many  times  in  the  Senate. 
The  subject  has  been  studied  in  commit¬ 
tee  on  occasion.  It  has  not  been  sus¬ 
tained  in  the  House  and  it  has  not  been 
recommended  by  the  committee.  Fur¬ 
thermore,  the  proposal  has  been  defeated 
by  overwhelming  vote  in  the  Senate  every 
time  it  has  been  brought  before  us. 

If  there  is  a  case  for  reducing  the  de¬ 
pletion  allowance  on  oil  and  gas,  it  is 
not  nearly  so  good  a  case  as  it  was  10 
or  12  years  ago,  when  the  domestic  in¬ 
dustry  was  much  more  profitable  than 
it  is  now.  Actually,  the  industry  is  in 
not  nearly  so  good  a  condition  as  it  was 
12  years  ago.  About  17  percent  of  the 
market  for  oil  in  this  industry  has  al¬ 
ready  been  taken  from  us  by  low-cost 
foreign  imports  which  come  in  under  an 
extremely  low  tariff. 

In  addition,  as  has  been  indicated, 
costs  have  risen.  A  study  made  a  few 
years  ago  by  the  Chase  National  Bank 
indicates  that,  all  things  considered,  in¬ 
cluding  the  allowance  for  depletion,  the 
oil  and  gas  production  industry  is  less 
profitable  than  the  average  for  all  manu- 
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facturing  in  America.  The  industry  to¬ 
day  is  in  worse  shape  than  it  was  at 
the  time  that  study  was  made. 

So  the  facts  simply  do  not  prove  that 
there  is  any  basis  for  coming  in  at  this 
time,  without  any  additional  supporting 
evidence,  and  saying  that  the  depletion 
allowance  should  be  reduced  below  the 
point  where  it  presently  exists. 

I  have  given  some  thought  to  a  pro¬ 
posal  that  the  top  income  tax  brackets 
be  reduced  by  taking  away  the  tax  ad¬ 
vantages  which  various  groups  have.  If 
that  is  to  be  done,  it  seems  to  me  it  would 
be  much  fairer  simply  to  eliminate  the 
dividend  credit,  as  the  President  has  rec¬ 
ommended  it  should  be  eliminated,  and 
save  much  more  money  in  that  way. 
Instead  of  reducing  the  tax  level  from 
85  to  65  percent,  or  60  percent,  we  could 
reduce  it  to  50  percent  and  still  save  $100 
million  to  be  applied  against  the  national 
deficit  or  national  debt,  however  Sena¬ 
tors  wish  to  look  upon  it. 

If  a  motion  to  table  the  amendment 
does  not  carry,  I  intend  to  offer  such  a 
proposal  as  a  substitute  for  the  amend¬ 
ment  offered  by  the  Senator  from  Dela¬ 
ware.  Most  of  the  giant  corporations 
are  incorporated  in  his  State  anyway. 
Inasmuch  as  the  reduction  is  to  be  re¬ 
garded  as  a  reduction  in  personal  in¬ 
come  tax  rates,  it  seems  appropriate  to 
me  that  those  who  are  in  the  class  who, 
for  the  most  part,  do  not  enjoy  the  high¬ 
est  personal  income  tax — that  is,  who  en¬ 
joy  large  incomes  from  dividends — 
should  be  willing  to  give  up  something 
rather  than  to  hope  to  gain  a  complete 
tax  advantage  at  the  expense  of  only 
one  segment  of  the  economy — those  who 
produce  oil  and  gas. 

If  that  approach  is  to  be  pursued,  I 
should  like  to  offer  an  amendment  in  the 
nature  of  a  substitute  to  abolish  the  divi¬ 
dend  credit,  a  credit  which  has  never 
been  approved  affirmatively  by  the  Sen¬ 
ate.  It  was  rejected  by  the  Senate.  It 
got  into  the  law  only  as  a  part  of  a  con¬ 
ference  report,  with  the  administration 
fully  supporting  the  whole  package  in  the 
conference  report.  The  Senate  has  re¬ 
peatedly  voted  to  reject  the  dividend 
credit. 

If  this  approach  is  to  be  persisted  in — 
and  I  shall  not  insist  upon  it  myself — I 
shall  insist  on  reducing  income  taxes 
from  the  top  level  by  a  proposal  to  elimi¬ 
nate  the  dividend  credit,  because  that 
seems  to  me  to  be  a  way  which  would  fall 
generally  across  the  whole  economy  with 
regard  to  all  those  who  are  privileged 
to  enjoy  dividends,  both  from  oil  and  gas 
companies  and  any  other  kind  of  indus¬ 
trial  companies,  so  that  everyone  may 
share  the  burden  of  reducing  the  top 
bracket  to  a  rate  of  50  percent  instead 
of  60  percent. 

Mr.  DOUGLAS.  Madam  President,  I 
ask  for  the  yeas  and  nays. 

Mr.  WILLIAMS  of  Delaware.  Madam 
President,  will  the  Senator  from  Illinois 
withhold  his  request?  The  motion  to 
table  has  not  yet  been  made. 

Mr.  DOUGLAS.  I  withhold  my  re¬ 
quest. 

Mr.  CARLSON.  Madam  President, 
will  the  Senator  from  Oklahoma  yield 
5  minutes  to  me? 
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Mr.  MONRONEY.  Madam  President, 
I  yield  5  minutes  to  the  distinguished 
Senator  from  Kansas. 

Mr.  CARLSON.  Madam  President,  I 
wish  to  associate  myself  with  the  dis¬ 
tinguished  Senator  from  Oklahoma 
[Mr.  Monroney],  the  distinguished 
Senator  from  Texas  [Mr.  Tower],  and 
the  distinguished  Senator  from  Louisiana 
[Mr.  Long],  in  their  opposition  to  the 
pending  amendment. 

For  various  reasons,  this  proposal  has 
received  increasing  attention  in  this  body 
over  the  past  several  years,  as  well  as  in 
the  public  press.  I  shall  refer  in  general 
to  the  differential  tax  treatment  Con¬ 
gress  has  authorized  for  mineral  pro¬ 
ducers  and,  more  particularly,  to  the  per¬ 
centage  depletion  rate  for  oil  and  gas 
production. 

As  we  well  know,  this  tax  provision 
has  been  the  subject  of  repeated  study 
and  review  by  Congress  during  the  36 
years  that  it  has  been  a  part  of  the  In¬ 
ternal  Revenue  Code.  In  spite  of  re¬ 
peated  votes  of  approval  of  this  vital 
tax  provision,  there  still  remain  some 
who,  for  one  reason  or  another,  seek  to 
reduce  the  rate  or  eliminate  this  vital 
tax  provision. 

Many  Senators  are  well  acquainted 
with  the  historical  growth  and  merits 
of  percentage  depletion;  while  others,  I 
fear,  do  not  quite  understand  how  this 
provision  has  served  the  national  in¬ 
terest  for  more  than  36  years. 

Madam  President,  without  going  into 
an  extensive  discussion  of  this  matter, 
I  believe  that  when  Congress  placed  this 
tax  provision  in  the  law  back  in  1926,  it 
intended  and  expected  that  its  newly  en¬ 
acted  tax  policy  would  accomplish  two 
basic  things:  First,  recognize  that  min¬ 
eral  extraction  is  the  using  up  of  a  cap¬ 
ital  asset  and,  therefore,  should  not  be 
taxed  as  income;  second,  encourage, 
through  fair  tax  laws,  the  continuing 
and  increasing  exploration  for  and  de¬ 
velopment  of  new  mineral  reserves  to 
replace  those  currently  being  used  up.  In 
the  case  of  oil  and  gas,  as  well  as  many, 
many  other  minerals,  percentage  de¬ 
pletion  has  proven  eminently  worthwhile 
in  accomplishing  these  goals.  It  is  no 
longer  an  experiment;  it  is  a  proven  ex¬ 
perience.  Percentage  depletion  has 
proven  its  worth  in  helping  to  make 
available  at  reasonable  prices  adequate 
supplies  of  petroleum  products  to  meet 
the  needs  of  our  national  security  and 
ever-growing  economy. 

I  do  not  wish  to  unduly  add  to  what 
has  been  said  so  many  times  about  per¬ 
centage  depletion  and  just  why  it  is  a 
part  of  our  tax  structure.  Nor  do  I  in¬ 
tend  to  cite  to  you  lengthy  statistical 
data  to  support  the  principle  and  allow¬ 
able  depletion  rates  for  the  many,  many 
minerals  now  subject  to  percentage  de¬ 
pletion.  This  information  is  readily 
available  for  all  to  read  and  consider 
in  the  many  studies  by  the  Senate  Com¬ 
mittee  on  Finance  and  the  House  Ways 
and  Means  Committee. 

I  do  not  believe  the  Senate  floor  is  the 
proper  place  to  delve  into  the  detailed 
operation  of  this  or  any  other  long¬ 
standing  tax  provision.  We  have  a 
highly  competent  Committee  on  Finance, 
of  which  I  am  proud  to  be  a  member, 


which,  if  need  be,  is  the  proper  and  log¬ 
ical  place  for  a  thorough  review  of  this 
very  much  misunderstood  tax  provision. 

However,  I  firmly  believe  that  in  the 
light  of  all  that  has  been  said  in  the 
Senate  during  the  past  several  years, 
we  in  the  United  States  Senate  have  a 
duty  and  a  responsibility  to  place  this 
matter  of  percentage  depletion  in  its 
proper  perspective.  One  might  ask  the 
question,  “Just  why  do  we  continue  per¬ 
centage  depletion  in  the  law?’’  The  an¬ 
swer  is  obvious.  It  has  successfully  ac¬ 
complished  the  task  laid  down  for  it 
when  it  was  first  written  into  the  law 
in  1926.  When  Congress  first  estab¬ 
lished  the  present  depletion  rate  for  oil 
and  gas,  it  recognized  the  need  for  an 
incentive  for  men  to  assume  the  extreme 
risks  peculiar  to  petroleum  exploration. 
Congress  understood  then,  which  re¬ 
mains  a  fact  today,  that  geological,  geo¬ 
physical,  and  other  predrilling  work  can 
only  indicate  possible  oil  and  gas  struc¬ 
tures  in  the  earth’s  crust.  Only  the 
di'ill  can  determine  the  actual  existence 
of  petroleum.  The  well-known  odds 
against  finding  oil  in  the  exploratory 
well  still  are  8  to  1,  and  the  dry  holes 
are  just  as  costly  to  drill  as  producing 
wells.  I  should  also  point  out  that  even 
in  proven  areas  the  driller  of  oil  wells 
finds  that  one  of  every  four  wells  drilled 
is  dry. 

In  spite  of  the  fact  that  this  is  a  very 
risky  industry  and  that  the  cost  of  find¬ 
ing  and  producing  petroleum  have 
grown  in  leaps  and  bounds  the  oil  indus¬ 
try  is  making  available  to  the  consum¬ 
ing  public  today  its  products  at  very 
reasonable  prices.  Possibly,  without 
percentage  depletion,  our  Nation  today 
would  not  have  available  enough  petro¬ 
leum  to  meet  our  current  as  well  as  our 
future  needs.  However,  even  the  critics 
of  this  tax  provision  agree  that  with¬ 
out  it  the  price  of  oil  and  its  products 
would  be  far  greater  than  now  prevail. 

If  the  price  of  gasoline  had  increased 
since  1926,  the  year  percentage  deple¬ 
tion  came  into  the  law,  in  proportion  to 
the  increase  in  the  consumer  price  in¬ 
dex,  gasoline  would  cost  today  65  per¬ 
cent  more  than  it  did  in  1926.  Instead, 
gasoline,  the  principal  product  from  a 
barrel  of  crude  oil,  sells  today,  exclud¬ 
ing  State  and  Federal  taxes,  for  about 
the  same  price  that  the  consumer  paid 
for  a  much  lower  grade  product  back  in 
1926. 

In  1926  average  hourly  wages  would 
buy  2.6  gallons  of  gasoline  excluding 
taxes.  Today  an  hour’s  average  earn¬ 
ings  will  buy  about  10  gallons  of  much 
better  gasoline. 

Stated  simply,  for  more  than  36  years, 
percentage  depletion  has  helped  the 
petroleum  industry  to  make  available  to 
the  American  people  the  vital  energy  re¬ 
quired  to  make  more  and  better  things 
for  more  people — at  very  reasonable 
prices.  The  consumer  has  been  the  chief 
beneficiary  of  this  wise  congi’essional  tax 
policy,  percentage  depletion. 

Madam  President,  in  my  own  State  of 
Kansas,  which  is  not  only  a  large  prod- 
ducer  of  petroleum  but  a  large  consumer 
of  petroleum,  the  reduction  or  elimina¬ 
tion  of  percentage  depletion  would  have 
a  great  adverse  impact  upon  the  produc¬ 


ing  branch  of  the  industx-y  as  well  as  ad¬ 
versely  affecting  the  consumers  of  petro¬ 
leum  in  my  State.  Recent  competent 
studies  have  shown  that  to  offset  the 
elimination  of  percentage  depletion,  if 
we  are  to  continue  to  maintain  the  neces¬ 
sary  levels  of  exploration  for  and  devel¬ 
opment  of  adequate  petroleum  supplies 
in  this  Nation,  the  service  stations’  price 
of  gasoline  would  have  to  be  increased 
approximately  5  cents  per  gallon  in  order 
to  provide  to  the  oil  producers,  after  Fed¬ 
eral  income  taxes,  the  necessary  funds 
which  would  be  denied  him  from  his 
earnings  if  percentage  depletion  were 
eliminated.  Thus,  this  would  mean  to 
the  consumers  of  the  State  of  Kansas  an 
additional  cost  of  approximately  $54  mil¬ 
lion  per  year  or  approximately  $90  addi¬ 
tional  cost  to  the  average  family  in  the 
State  of  Kansas. 

Madam  President,  in  these  days  when 
we  hear  so  much  about  the  need  for  eco¬ 
nomic  growth  and  increased  productiv¬ 
ity,  it  becomes  important  to  take  a  look 
at  some  of  the  basic  ingredients  for  the 
strong  economic  growth  of  our  Nation 
and  its  productivity. 

Economic  growth  and  productivity  of 
the  United  States  is  based  squarely  on 
the  use  of  inanimate  energy.  Today, 
more  than  70  percent  of  the  inanimate 
energy  used  in  America  is  supplied  by  oil 
and  natural  gas  with  coal  furnishing  24 
percent  and  water  power  and  atomic 
energy  the  balance. 

With  each  barrel  of  oil  or  cubic  foot  of 
natural  gas  produced  in  the  United 
States,  there  comes  into  being  additional 
energy  for  use  in  meeting  the  ever- 
broadening  national  goal  of  more  and 
better  things  for  more  people.  Large 
consumption  of  petroleum  at  prices  every 
citizen  can  afford  has  provided  this  Na¬ 
tion  with  the  highest  standard  of  living- 
in  the  world. 

Without  question,  one  of  the  essential 
ingredients  for  meeting  and  winning  the 
struggle  to  preserve  our  way  of  life  is  our 
Nation’s  growth.  Sound  growth  is  de¬ 
pendent  upon  abundant  supplies  of  en¬ 
ergy.  Development  of  the  energy  age 
in  America  has  been  swift  and  dramatic 
causing  phenomenal  growth  in  America 
during  the  past  quarter  of  a  century. 

America  has  substituted  petroleum  en¬ 
ergy  for  the  work  once  largely  performed 
by  humans  and  animals  because  of  the 
availability  of  this  commodity  at  reason¬ 
able  prices. 

For  more  than  36  years  a  prime  factor 
contributing  to  adequate  supplies  of 
petroleum  at  reasonable  prices  is  the 
wise  congressional  tax  policy — percent¬ 
age  depletion. 

For  more  than  a  quarter  of  a  century, 
the  growth  in  the  national  income  in  the 
United  States,  as  well  as  most  other  na¬ 
tions  of  the  world,  has  paralleled  the 
growth  in  each  nation’s  energy  consump¬ 
tion.  If  we  consider  each  gallon  of  en¬ 
ergy  produced  and  consumed — express¬ 
ing  total  energy  in  terms  of  equivalent 
gallons  of  oil  consumed  each  year — the 
national  income  of  the  nations  of  the 
world  varies  from  country  to  country  in 
the  direct  relationship  of  about  $1  of  na¬ 
tional  income  per  capita  for  each  gallon 
of  such  energy  consumption. 
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For  example,  according  to  the  report 
of  the  Joint  Congressional  Committee  on 
Atomic  Energy,  January  1956,  in  the 
Netherlands  per  capita  consumption  of 
energy  was  equal  to  448  gallons  of  oil. 
National  income  per  capita  was  $447. 
In  the  case  of  the  United  States — the 
highest  energy  consuming  Nation  in  the 
world — per  capita  consumption  of  energy 
amounted  to  1,711  gallons,  and  the  na¬ 
tional  income  per  capita  amounted  to 
$1,857. 

As  growth  and  expansion  of  a  nation 
is  directly  tied  to  growth  and  expansion 
of  available  energy  supplies,  it  is  axio¬ 
matic  that  our  Nation’s  policies  should 
be  such  as  to  encourage  the  exploration 
for  and  development  of-  new  petroleum 
reserves.  For  more  than  30  years  the 
27  y2 -Percent  depletion  rate  for  petroleum 
has  been  the  keystone  of  the  many  gov¬ 
ernmental  policies  designed  to  increase 
this  Nation’s  petroleum  resources.  It 
has  done  its  job  well.  It  should  be  al¬ 
lowed  to  continue  to  do  so. 

Abmidant  low-cost  energy  is  the  foun¬ 
dation  of  a  growing  economy,  and  per¬ 
centage  depletion  is  the  key  to  greater 
and  greater  supplies  of  such  energy  at 
reasonable  costs  to  the  consumer. 

Percentage  depletion  fosters  growth. 

I  could  speak  at  length  about  how  a 
reduction  in  the  effectiveness  in  percen¬ 
tage  depletion  would  adversely  affect  the 
economy  of  my  State  of  Kansas.  How¬ 
ever,  in  the  interest  of  time,  I  shall  sim¬ 
ply  state  that  the  oil-producing  industry 
in  Kansas  is  becoming  more  and  more 
a  marginal  operation,  and  any  adverse 
tampering  with  this  would,  to  say  the 
least,  be  a  crushing  blow  to  the  economy 
and  welfare  of  my  State.  This  would, 
no  doubt,  be  the  case  in  the  majority  of 
the  other  30  oil-producing  States. 

I  emphasize  that  aside  from  the  harm 
that  could  result  to  the  consumers  and 
oil  producers  in  my  State  from  any  cut 
in  percentage  depletion  rate,  there  is  an¬ 
other  and  possibly  a  bigger  issue,  and 
that  is  how  would  the  tampering  with 
this  long-established  congressional  policy 
affect  our  basic  national  resources 
policy? 

In  September  1960  President  Kennedy 
stated  aptly  the  basic  consideration  in¬ 
volved  in  the  depletion  principle  when 
he  declared — 

The  depletion  allowances  which  affect  over 
100  items  should  be  considered  primarily  as 
a  matter  of  resources  policy  and  only  sec¬ 
ondarily  as  a  tax  issue. 

President  Kennedy  stated  further 
that — 

Its  purpose  and  its  value  are  first  of  all 
to  provide  a  rate  of  exploration,  development 
and  production  adequate  to  our  national  se¬ 
curity  and  the  requirements  of  our  econ¬ 
omy.  *  *  *  The  oil  depletion  allowance  has 
served  us  well  by  this  test. 

All  too  often  the  critics  of  percentage 
depletion  ignore  this  sound  observation 
and  rather  contend  that  a  reduction  in 
percentage  depletion  is  necessary  because 
Government  temporarily,  at  least,  might 
collect  more  revenue  if  depletion  were 
eliminated.  This  understood  rationale 
would,  of  course,  have  far  reaching  and 
undesirable  impact  throughout  our  econ¬ 
omy. 


One  of  the  most  sound  analyses  of  the 
need  for  and  merits  of  percentage  deple¬ 
tion  was  contained  in  an  editorial  paper 
in  the  August  1962  issue  of  the  Inde¬ 
pendent  Petroleum  Monthly  by  Minor  S. 
Jameson,  Jr.,  executive  vice  president  of 
the  Independent  Petroleum  Association 
of  America.  I  quote  in  part  from  this 
fine  editorial : 

Percentage  depletion  is  ingrained  in  the 
economic  and  financial  processes  of  the  pe¬ 
troleum  industry.  It  has  been  for  36  years. 
Its  change  or  elimination  would  have  reper¬ 
cussions  of  vast  proportion,  all  detrimental. 
These  adverse  results  could  be  factually  pre¬ 
sented  only  with  great  detail,  but  they  can 
be  summarized  as  follows : 

1.  A  flight  of  capital  from  the  industry 
and  disruption  of  investments  on  an  almost 
panic  scale.  There  would  be  chaos  during 
an  unprecedented  adjustment  in  industry 
financial  processes. 

2.  Sellouts  and  mergers  among  smaller  in¬ 
dustry  units  would  be  greatly  accelerated 
with  a  resulting  increase  in  corporate  con¬ 
centration  in  the  production  and  control  of 
petroleum. 

3.  Contraction  of  the  industry  would  lead 
to  greatly  reduced  levels  of  exploration,  drill¬ 
ing  and  development  with  an  inevitable 
gradual  decline  in  availability  of  domestic 
petroleum. 

4.  Severe  impairment  would  occur  in  the 
economies  of  the  thousands  of  oil  communi¬ 
ties  throughout  33  producing  States. 

5.  Through  shrinking  of  the  largest  of  the 
mineral  producing  industries,  there  would 
follow  a  reduction  in  the  overall  base  for 
local,  State  and  Federal  tax  revenues. 

6.  Expanding  military  requirements  for 
petroleum  fuels,  one  of  the  larger  single  ex¬ 
pense  items  of  the  Federal  Government, 
would  be  filled  only  at  a  much  greater  cost. 

7.  Reduced  industrial  activities  would  be 
followed  by  reduced  markets  for  steel,  other 
basic  materials,  and  hundreds  of  supplying 
and  servicing  organizations  sustained  by  pe¬ 
troleum  production. 

8.  Capital  expenditures  would  be  diverted 
in  large  scale  to  foreign  areas  with  a  com¬ 
pounding  of  our  adverse  balance-of-pay- 
ments  situation. 

9.  With  economic  growth  directly  related 
to  energy  use,  principally  low-cost  petroleum 
fuels,  economic  expansion  would  be  im¬ 
peded. 

10.  Unquestionably  there  would  be  less 
crude  oil  and  gas  found  and  developed,  or 
adequate  domestic  supplies  would  be  main¬ 
tained  by  a  more  concentrated  industry  at 
greater  cost  and  much  higher  prices  to  con¬ 
sumers.  The  alternative  would  be  greater 
dependence  on  foreign  oil.  Neither  alterna¬ 
tive  would  be  in  the  public  or  national  in¬ 
terest. 

These  are  some  of  the  fundamentals  which 
cannot  be  ignored  in  consideration  of  petro¬ 
leum  tax  policy.  Some  would  occur  imme¬ 
diately,  others  if  depletion  provisions  were 
reduced  or  eliminated.  Certainly,  as  a  mat¬ 
ter  of  national  policy,  it  would  be  inconsist¬ 
ent  to  precipitate  such  an  upheaval  in  so 
basic  an  industry  at  a  time  when  economic 
progress  and  growth  has  such  priority  and 
urgency. 

Madam  President,  as  I  stated  in  the 
beginning,  this  important  tax  policy  is 
one  that  should  not  be  subject  to  emo¬ 
tional  and  unfounded  attacks  on  the 
Senate  floor;  but  rather  any  review  of 
how  it  works  and  why  we  have  it  in  the 
law  should  be  considered  only  after  a 
thorough  and  comprehensive  study  by 
the  committee  of  Congress  charged  with 
the  responsibility  of  weighing  all  the  fac¬ 
tors  involved  in  recommending  to  this 
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body  changes  or  additions  to  our  Nation’s 
tax  laws. 

Madam  President,  I  am  convinced  that, 
when  thoroughly  reviewed  and  consid¬ 
ered  in  this  manner,  percentage  deple¬ 
tion  will  once  more  be  overwhelmingly 
approved  by  Congress. 

Mr.  TOWER.  Madam  President,  will 
the  Senator  from  Kansas  yield? 

Mr.  CARLSON.  I  yield. 

Mr.  TOWER.  Is  the  Senator  from 
Kansas  aware  that  sometimes  the  deple¬ 
tion  allowance  is  referred  to  as  a  sub¬ 
sidy,  but  that  under  no  definition  of  the 
term  could  the  depletion  allowance  be 
regarded  as  a  subsidy,  because  actually 
it  is  the  forgiveness  of  a  tax  to  a  man 
who  is  actually  selling  his  capital  assets, 
for  once  oil  is  sold,  it  is  gone  and  is  not 
replaceable?  As  the  distinguished  jun¬ 
ior  Senator  from  Oklahoma  said  a  while 
ago,  it  is  not  possible  to  go  out  and  buy 
a  new  oil  well. 

Mr.  CARLSON.  The  depletion  allow¬ 
ance  is  given  because  a  capital  asset  is 
being  destroyed  or  being  used  as  it  is 
taken  out  of  the  ground. 

Madam  President,  I  continue  to  em¬ 
phasize  the  need  for  a  depletion  allow¬ 
ance. 

'  Mr.  McGEE.  Madam  President,  will 
the  distinguished  Senator  from  Okla¬ 
homa  yield  5  minutes  to  me? 

Mr.  MONRONEY.  I  yield  5  minutes 
to  the  distinguished  Senator  from 
Wyoming. 

Mr.  McGEE.  Madam  President,  in  no 
area  of  the  country  is  the  question  of  oil 
depletion  allowance  of  more  vital  con¬ 
cern  than  in  Wyoming.  Because  of  the 
particular  attributes  of  the  geology  in 
our  area,  exploration  for  oil  is  extreme¬ 
ly  costly  and  a  much  less  productive  ven¬ 
ture.  Yet  because  the  industry  has  been 
willing  to  take  chances,  it  has  been  pos¬ 
sible  to  bring  in  large  reserves  of  oil  to 
serve  the  national  interest. 

I  think  this  is  the  real  point  at  stake 
in  this  particular  operation:  There  is  a 
tendency  among  some  who,  I  am  sure, 
do  not  understand  the  situation,  to  call 
the  depletion  allowance  an  evasion  or  a 
loophole  when,  in  fact,  it  is  only  a  device 
that  is  determined  upon  to  encourage 
further  exploration  activities.  The  oil 
industry  in  my  State  would  go  out  of 
business  very  quickly  if  it  did  not  have 
this  further  inducement,  because  of  the 
cost  of  exploration  for  oil. 

Madam  President,  America’s  position 
in  history  has  been  greatly  bolstered  by 
the  fact  that  it  is  a  nation  rich  in  nat¬ 
ural  resources.  We  have  been  abundant¬ 
ly  blessed  with  mineral  wealth — iron 
ore,  gold,  silver,  copper,  bauxite,  to  name 
a  few  such  treasures,  plus  the  vital 
energy  fuels — oil,  coal,  natural  gas,  and, 
more  recently,  uranium.  But  having 
these  minerals  in  the  ground  means,  in 
itself,  nothing  to-  national  progress. 
Other  lands  with  vast  mineral  resources 
have  remained  backward  and  poverty- 
ridden. 

Mineral  wealth  of  itself  is  meaningless 
until  there  are  people  with  the  initiative, 
the  courage,  the  means,  the  vision,  and 
the  enterprise  to  get  these  raw  materials 
out  of  the  ground  and  make  them  avail¬ 
able  to  their  fellow  citizens. 
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For  example,  there  are  vast  pools  of  oil 
in  this  country  over  and  above  the 
nearly  39  billion  barrels  of  proved 
reserves — known  reserves — of  crude  oil 
and  natural  gas  liquids.  These  addi¬ 
tional  reserves,  still  to  be  discovered  and 
to  be  made  available  for  future  genera¬ 
tions,  are  variously  estimated  to  run  to 
hundreds  of  billions  of  barrels;  the  re¬ 
cent  National  Fuels  and  Energy  Study, 
prepared  by  a  special  staff  for  the  Sen¬ 
ate  Committee  on  Interior  and  Insular 
Affairs,  places  the  figure  at  somewhere 
between  225  and  300  billion  barrels. 

But  this  oil  that  is  now  in  the  ground 
could  stay  there,  and  conceivably  future 
generations  of  Americans  could  suffer 
all  the  deprivations  of  a  fuel  famine — 
unless  venturesome  people  pooled  the 
money  and  the  skill  to  find  these  re¬ 
serves  in  their  hiding  places  thousands 
of  feet  in  tfie  earth. 

The  odds  are  about  50  to  1  against 
commercial  success  in  wildcat  drilling 
for  crude  oil,  and  are  only  a  bit  better  in 
the  hunt  for  oil  and  gas  combined. 
Furthermore,  no  one  is  guaranteed  even 
average  luck — that  he  will  make  a  com¬ 
mercial  find  if  he  drills  50  wildcat  wells. 
Many  an  oilman  has  drilled  his  way  to 
the  poorhouse  with  a  run  of  hard  luck 
that  went  even  beyond  the  severe  law 
of  averages  in  wildcatting. 

The  purpose  of  percentage  depletion 
is  to  make  the  hunt  for  new  oil  possible 
even  in  the  face  of  these  adverse  odds. 
Without  this  tax  provision,  there  would 
be  an  inevitable  slackening  in  the  search 
for  new  reserves,  with  the  consequence 
that  consumers  would  feel  the  pinch  a 
few  years  hence — and  this  country  could 
be  faced  with  a  very  grave  crisis. 

There  is  no  such  thing  as  percentage 
depletion  in  Russia,  because  in  that 
country  the  Government  owns  all  the  oil 
lands  and  oil-finding  equipment.  The 
Government  does  the  wildcatting,  and  it 
also  makes  the  decision  as  to  what  is  to 
be  done  with  the  oil.  The  Soviet  Gov¬ 
ernment  has  already  decided  that  it  is 
uneconomic  for  average  citizens  to  own 
automobiles — and  for  that  reason  Soviet 
policy  deliberately  prevents  mass  owner¬ 
ship  of  automobiles  such  as  we  have  in 
the  United  States.  This  leaves  the  Gov¬ 
ernment  free  to  exploit  its  national  oil 
resources  by  using  oil  exports  as  a  weap¬ 
on  in  the  economic  cold  war. 

Our  domestic  oil  industry  is  faced  with 
this  Russian  challenge,  and  so  are  the 
oil  industries  of  other  free  world  na¬ 
tions — many  of  them  operated  by  or  af¬ 
filiated  with  American  companies.  If 
any  amendment  that  tinkers  with  the 
depletion  rate  is  enacted,  it  will  directly 
impair  the  ability  of  our  free-enterprise 
domestic  oil  industry  and  its  foreign  af¬ 
filiates  to  compete  effectively  against  the 
government-controlled  Soviet  oil  enter¬ 
prise,  and  we  shall  be  handing  Russia  a 
trump  card  that  it  is  sure  to  play  in  the 
cold  war. 

If  this  amendment  should  be  adopted, 
would  its  sponsors  be  content  with  their 
victory  and  would  they  end  their  attacks 
on  the  percentage  depletion  provision? 
It  is  certain  that  they  would  not.  One 
victory  like  this  would  only  whet  their 
appetities  for  more.  It  would  spur  on 


the  attack  against  this  provision  in  the 
law.  And  it  should  be  understood  by  all 
who  are  going  to  vote  on  this  amend¬ 
ment  that  the  real  issue  is  not  confined 
by  any  means  to  percentage  depletion  as 
it  applies  to  oil  and  gas. 

The  real  issue  being  disputed  today  is 
percentage  depletion  as  it  applies  to  some 
100  or  so  mineral  industries — practically 
every  type  of  mineral  produced  in  this 
country  today.  All  these  industries  are 
the  real  targets  for  this  attack,  with  oil 
and  gas  just  positioned  in  the  bull’s-eye. 
A  Senator  who  votes  for  this  amendment 
should  keep  in  mind  the  extent  to  which 
he  could  be  jeopardizing  the  future  of 
the  leading  mineral  industries  of  his 
home  State,  whether  his  State  produces 
lead,  zinc,  copper,  iron  ore,  granite,  as¬ 
bestos,  or  whatever. 

Other  segments  of  the  extractive  in¬ 
dustry  affected  by  the  depletion  allow¬ 
ance  consist  of  100  or  so  other  min¬ 
erals  that  come  under  the  very  same  tax 
provision — though  at  varying  rates — 
which  it  is  being  proposed  we  reduce  for 
oil  and  natural  gas.  Should  this  amend¬ 
ment  succeed,  it  will  be  used  as  a  lever 
to  pry  loose  the  depletion  rates  all  these 
other  minerals  now  receive.  The  only 
question  is  which  mineral  would  be  next 
to  suffer  a  cut  in  its  depletion  rate? 

Would  it  be  uranium?  I  ask  this  ques¬ 
tion  with  some  anxiety  because  my  State 
happens  to  rank  second,  behind  New 
Mexico,  in  the  production  of  this  vital 
mineral — which  now  receives  a  23-per¬ 
cent  rate.  Would  the  next  mineral  be 
fluorspar,  also  entitled  to  a  23-percent 
deduction,  or  tripoli — with  15  percent? 
Illinois,  for  example,  happens  to  lead 
the  Nation  in  the  production  of  both 
these  minerals,  and  it  is  an  important 
producer  of  bituminous  coal  as  well  as 
a  significant  contributor  to  the  Nation’s 
supply  of  oil  and  gas. 

Perhaps  zinc  would  be  singled  out,  and 
that  would  be  bad  news  for  Tennessee 
because  that  State  happens  to  be  the 
leader  in  producing  this  mineral,  with 
a  23-percent  deduction  helping  to  en¬ 
courage  the  development  of  that  impor¬ 
tant  industry  there. 

Perhaps  the  people  of  Vermont  should 
be  alerted  to  the  danger  threatening 
their  asbestos  industry.  The  23 -percent 
depletion  rate  for  this  mineral  would  be  a 
sure  victim  of  any  massive  campaign  to 
eradicate  or  slash  to  pieces  this  provi¬ 
sion  in  the  Nation’s  tax  laws. 

If  the  deduction  for  oil  and  gas  is  a 
loophole,  then  so  are  these  identically 
based  deductions  for  other  minerals; 
and  if  the  rate  for  oil  and  gas  is  to  be 
reduced,  proportionate  reductions  would 
necessarily  have  to  be  made  for  these 
other  minerals  to  restore  the  balance. 
But  if  percentage  depletion  is  a  loop¬ 
hole — in  the  common  meaning'  of  the 
term — then  a  20-percent  rate  or  %  15- 
percent  rate  can  no  more  be  justified 
than  a  27  y2  percent  or  23  percent.  If 
depletion  is  wrong  in  principle,  chang¬ 
ing  the  rate,  cannot  possibly  make  it 
right. 

But,  of  course,  the  hard  fact  is  that 
these  provisions  are  not  loopholes — none 
of  them.  Loophole  has  merely  become  an 
inaccurate  label.  To  the  average  per- 
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son  on  the  street,  the  term  “loophole’' 
suggests  an  evasion  of  the  law.  It  im¬ 
plies  taking  advantage  of  some  opening 
never  intended  by  the  framers  of  a 
statute.  We  know  that  this  is  not  the 
case  with  the  percentage  depletion  pro¬ 
vision,  as  it  applies  to  oil  and  gas  or  to 
uranium  or  to  zinc  or  gold  and  silver  or 
any  other  mineral. 

The  percentage  depletion  provision  is 
clearly  authorized  by  law.  It  was  duly 
enacted  by  Congress  in  the  case  of  oil 
and  gas  and  in  the  case  of  every  other 
mineral  included  under  the  terms  of 
that  provision.  There  is  no  question 
whatsoever  of  its  being  a  loophole.  It 
is  a  deliberate,  express,  and  clearly  in¬ 
tended  provision  of  the  tax  code. 

Was  the  purpose  of  this  provision — 
as  its  opponents  insinuate — to  give  some 
special  advantage  to  the  few?  Not  at 
all.  The  intent  of  Congress  when  it  en¬ 
acted  this  provision  with  respect  to  oil 
and  gas  was  to  remove  tax  obstacles  that 
might  have  the  effect  of  hindering  the 
high-risk  and  costly  exploration  for  and 
development  of  these  vitally  needed  en¬ 
ergy  fuels.  Other  minerals — coal,  ura¬ 
nium,  zinc,  lead,  asbestos,  gypsum,  to 
name  just  a  few — are  included  under  this 
provision  for  exactly  the  same  reason. 

Congress  recognized  that  the  person 
engaged  in  an  extractive  industry — 
whether  he  happens  to  be  a  producer  of 
oil  or  a  producer  of  zinc  or  of  some  other 
mineral — has  peculiar  operating  condi¬ 
tions  not  experienced  by,  let  us  say,  the 
operator  of  a  dry  goods  store  or  an  auto 
laundry.  The  mineral  producer— 
whether  he  is  producing  oil  or  iron  ore — 
is  depleting  the  resource  that  constitutes 
his  capital. 

Every  time  the  oil  producer  takes  a 
barrel  of  oil  out  of  his  well,  he  is  one  bar¬ 
rel  closer  to  going  out  of  business.  Every 
time  the  mine  owner  takes  out  a  ton  of 
ore,  he  is  in  the  same  position.  Both 
have  to  find  replacement  reserves,  and 
that  is  not  easy. 

In  the  case  of  oil  and  gas,  of  every  100 
exploratory  wells  drilled  in  the  search 
for  a  new  field,  only  3 — on  the  aver¬ 
age — will  make  a  commercially  success¬ 
ful  discovery. 

It  would  be  sheer  nonsense  to  tax  a 
business  that  is  up  against  these  odds  on 
the  same  basis  as  the  operator  of  a  candy 
store — who  has  his  own  problems,  it  is 
true,  but  not  this  kind  of  problem — • 
would  be  taxed. 

Abraham  Lincoln  used  to  be  fond  of 
quoting  a  riddle  that  went:  “If  you  call 
a  tail  a  leg — how  many  legs  does  a  cow 
have?”  The  answer  was  “Four,”  be¬ 
cause  calling  a  tail  a  leg  does  not  make  it 
one. 

And  no  matter  how  much  the  op¬ 
ponents  of  the  present  depletion  law  for 
oil  and  gas  may  pretend  that  there  is 
really  no  practical  difference  between 
the  business  of  wildcatting  for  oil  and  gas 
and  the  business  of  operating  a  barber¬ 
shop,  there  really  are  fundamental  dif¬ 
ferences;  and  if  our  tax  laws  refuse  to 
take  those  differences  into  due  account, 
our  tax  laws  will  not  make  sense. 

The  opponents  of  percentage  deple¬ 
tion  seem  to  be  saying,  “We  don’t  agree 
with  this  provision.  We  think  it  is  dead 


-9 


No.  159- 


17488 


CONGRESSIONAL  RECORD  —  SENATE  September  5 


wrong.  But  we  are  not  calling  for  its  re¬ 
peal.  We  just  want  to  change  it  a  little. 
We  want  to  cut  it  down  some,  for  oil  and 
gas.” 

Suppose  they  succeeded  in  what  they 
want.  Suppose  they  were  able  to  get 
even  a  few  percentage  points  deducted 
from  the  rate  of  this  provision  as  it  ap¬ 
plies  to  oil  and  gas.  Is  it  not  plain  that 
such  a  change  would  be  bound  to  affect 
the  petroleum  industry — already  going 
through  a  period  of  distress. 

The  oil  industry  would  be  faced  with 
a  grim  choice  between  two  highly  un¬ 
desirable  courses  of  action.  One  course 
would  be  to  make  substantial  increases 
in  the  price  of  its  products — which  would 
be  difficult  in  the  present  supply-demand 
situation.  The  other  possible  course 
would  be  for  the  oil  industry  to  curtail 
drastically  its  drilling  program  for  the 
present  and  for  an  indefinite  future,  de¬ 
pending  on  proved  reserves  already  in 
the  larder. 

Such  a  decision,  which  would  be  the 
almost  inevitable  course  if  this  amend¬ 
ment  were  adopted,  would  have  drastic 
consequences  for  my  State  and  for  every 
one  of  the  other  31  States  with  oil  and 
gas  pi'oduction.  Over  the  long  haul,  the 
Nation  would  be  badly  hurt;  but  the 
economies  of  these  States  would  suffer 
the  first  punishing  effects  of  this  un- 
wise  and  shortsighted  decision.  A  few 
examples  of  what  the  oil  industry  now 
means  to  Wyoming  will  indicate  how 
important  this  matter  is  to  us. 

The  petroleum  industry  provides  em¬ 
ployment  to  some  12,000  residents  of 
Wyoming,  which  means  that  1  of  every 
8  members  of  the  nonagricultural  labor 
force  earns  his  livelihood  in  the  oil  busi¬ 
ness. 

The  petroleum  industry  payroll  in 
Wyoming  runs  around  $66,500,000  an¬ 
nually,  which  is  important  money  for  us, 
more  than  8  percent  of  the  total  per¬ 
sonal  income  of  the  State. 

There  is  now  oil  or  gas  production  in 
21  of  the  23  counties  of  my  State,  with 
nearly  half  of  Wyoming’s  more  than  62 
million  acres  under  lease  for  oil  produc¬ 
tion  or  exploration.  Much  of  this  land 
is  not  productive  now,  but  is  in  line  for 
future  testing  to  determine  its  poten¬ 
tial — if  any.  It  is  estimated  that  there 
are  some  28  million  acres  in  this  cate¬ 
gory — presently  unproductive  land,  un¬ 
der  lease  for  future  exploration.  The 
owners  of  this  land  are  now  hopeful;  but 
enactment  of  this  amendment  would 
cruelly  dash  their  hopes,  because  it 
would  discourage  the  kind  of  high-risk 
ventures  that  alone  can  determine 
whether  their  land  will  become  oil-pro¬ 
ducing  property. 

Wyoming  now  ranks  fifth  in  oil  pro¬ 
duction,  but  this  does  not  mean  that  oil 
is  easy  or  inexpensive  to  find  there.  For 
many  years  my  State  held  the  national 
record  with  a  well,  completed  in  1949, 
that  went -down  20,521  feet — and  turned 
out  to  be  a  worthless  dry  hole — which 
cost  nearly  $1.5  million.  This  record 
stood  until  1953,  when  it  was  supplanted 
by  a  California  well — another  dry  hole — 
that  went  almost  a  thousand  feet  deeper. 
That  record,  in  turn,  has  since  been  sur¬ 
passed;  and  the  current  deepest  well 


titleholder  is  a  1958  Texas  wildcat  that 
went  down  25,340  feet— and  turned  out 
to  be  another  dry  hole. 

Taxes  are  not  paid  on  a  dry  hole;  that 
is  true.  But,  the  driller  does  not  get  back 
his  money,  either.  A  very  great  amount 
of  money  can  be  spent  in  drilling  those 
holes,  too — an  average  of  $900,000  per 
well  for  the  deep  ones  in  my  State. 

Last  year,  of  the  391  wildcat  wells 
drilled  in  Wyoming,  359  were  dry  holes. 
In  Laramie  County,  Wyo.,  there  was  a 
100-percent  dry  hole  record — one  wild¬ 
cat  well  drilled,  one  dry  hole  resulting 
from  it.  But  they  had  to  go  down  more 
than  7,500  expensive  feet  before  they 
knew  the  well  was  destined  to  be  an 
unproductive  dry  hole. 

To  a  man  unfamiliar  with  the  problems 
of  oil  and  gas  exploration,  this  dry-hole 
problem  may  seem  very  remote  and 
academic.  But  out  there  in  the  oilfields 
it  is  not  remote;  it  is  a  fact  of  life.  And 
a  simple  fact  of  economics — not  class¬ 
room  economics,  but  real  life  eco¬ 
nomics — is  that  people  will  not  invest 
their  money  in  ventures  of  this  sort  un¬ 
less  they  stand  to  get  some  tax  con¬ 
sideration  if  thew  succeed  in  spite  of  the 
heavy  odds  against  them.  If  they  take 
the  risks  and  the  tax  collectors  walks  off 
with  all  the  gravy,  they  will  not  take 
those  risks  any  more — and,  I  may  add, 
there  will  not  be  so  much  gravy  for  the 
tax  collector,  or,  in  years  to  come, 
enough  oil  for  the  American  people.  The 
issue  is  as  simple  as  that. 

Since  production  started  there  68 
years  ago,  Wyoming  has  produced  more 
than  2  billion  barrels  of  crude  oil.  It 
still  has  more  than  iy3  billion  barrels 
of  proved  crude  reserves.  We  know  that 
there  is  much  more  oil  thousands  of  feet 
deep  in  the  Wyoming  earth,  but  people 
have  to  drill  down  there  to  find  it,  and 
that  means  taking  big  chances.  How 
many  people  will  have  either  the  cour¬ 
age  or  the  means  to  keep  up  the  hunt 
if  the  already  discouraging  odds  against 
success  are  further  magnified  by  a  slash 
in  the  depletion  rate? 

When  Congress  enacted  this  depletion 
law  back  in  1926,  it  was  not  meant  to  be 
any  favor  to  oil  producers  or  investors. 
It  is  not  any  favor  to  them  now.  It  is  a 
favor  to  the  American  people.  It  has 
enabled  Americans  to  enjoy  an  abun¬ 
dance  of  the  energy  fuels  that  have  given 
us  the  means  to  become  the  world’s  fore¬ 
most  industrial  power,  with  unrivaled 
living  standards  and  invincible  military 
might. 

Reducing  the  rate  of  percentage  de¬ 
pletion  would  have  the  direct  effect  of 
discouraging  the  search  for  new  oil  re¬ 
serves  needed  to  meet  future  require¬ 
ments,  with  the  result  that  our  energy 
resources  would  soon  dwindle  and  prog¬ 
ress  would  lag.  This  would  be  an  unde¬ 
sirable  development  at  any  time.  It 
could  be  suicidal  when  we  are  admittedly 
engaged  in  a  desperate  race  with  Russia, 
and  should  be  intent  upon  building  up 
our  economy,  rather  than  tearing  it 
down — on  increasing,  rather  than  un¬ 
dercutting,  our  resources  for  defense. 

Oratory  does  not  alter  facts;  and  the 
facts — not  name  calling  or  emotional  re¬ 
sponses — are  what  should  influence  us. 


The  present  rate  of  percentage  depletion 
for  oil  and  gas  has  served  this  Nation 
very  well,  indeed.  So  have  the  rates  of 
this  provision  applying  to  other  minerals 
essential  to  our  peacetime  economy  and 
national  defense — uranium,  iron  ore,  sul¬ 
fur,  copper,  nickel,  zinc,  and  lead  for 
some  examples.  This  is  not  the  time  to 
be  stampeded  into  action  which  would 
lead  to  later  repentance  and  regrets — 
and  recriminations,  too.  Any  proposal 
that  would  impede  our  Nation’s  resource 
development  and  future  productivity  by 
reducing  the  depletion  rate  for  oil  or 
any  other  mineral  deserves  overwhelm¬ 
ing  rejection  as  contrary  to  the  public 
interest. 

I  would  like  to  commend  the  junior 
Senator  from  Oklahoma  [Mr.  Mon- 
roney],  who,  as  a  man  who  for  some  24 
years  has  represented  one  of  the  great¬ 
est  oil  States  in  the  Union,  fias  a  deep 
understanding  of  the  purposes  and  the 
need  for  the  depletion  allowance.  In 
July  of  this  year  at  an  oil  industrial  con¬ 
ference  held  at  Dallas,  Tex.,  Senator 
Monroney  gave  to  that  group  an  out¬ 
standing  address  on  the  subject  of  the  oil 
depletion  allowance  and  the  great  need 
for  its  continuance. 

The  junior  Senator  from  Oklahoma 
pointed  out,  as  I  have  attempted  to  do 
here  today,  that  in  States  where  oil  is 
not  considered  a  vital  ingredient  of  the 
economy,  the  basic  reasons  for  the  deple¬ 
tion  allowance  and  the  national  interest 
in  its  continuation  are  practically  un¬ 
known.  In  Senator  Monroney’s  words: 

To  the  uninformed,  it  (meaning  deple¬ 
tion)  has  become  a  symbol  of  tax  favoritism, 
rather  than  an  instrument  that  has  guaran¬ 
teed  an  unfailing  and  unlimited  petroleum 
supply  in  two  World  Wars  and  in  the  great 
industrial  and  population  expansion  that 
followed  them. 

I  sincerely  hope.  Madam  President, 
that  the  Members  of  this  body,  who  have 
the  responsibility  to  represent  not  only 
their  individual  States,  but  the  national 
public  interest,  as  well,  will  agree  with 
me  that  the  mineral  depletion  allowance 
is  not  only  necessary  but  is  absolutely 
essential  to  the  economic  well-being  and 
security  of  the  United  States. 

Mr.  ROBERTSON.  Madam  Presi¬ 
dent — 

Mr.  KERR.  Madam  President,  I  ask 
unanimous  consent  that  2  minutes  be 
allowed  for  questions  by  the  Senator 
from  Virginia  [Mr.  Robertson]. 

The  PRESIDING  OFFICER.  With¬ 
out  objection,  it  is  so  ordered. 

Mr.  ROBERTSON.  Madam  Presi¬ 
dent,  before  the  final  action  on  the  bill  is 
taken,  I  wish  to  raise  a  question  in  regard 
to  entertainment  expenses — namely, 
whether,  in  that  connection,  partner¬ 
ships  are  to  be  treated  on  the  same  basis 
as  corporations.  Yesterday  we  discussed 
this  matter  generally,  but  this  particular 
point  was  not  covered  in  detail. 

So  I  should  like  to  ask  the  Senator  from 
Oklahoma  [Mr.  Kerr]  this  question:  Is 
the  exception  to  entertainment  expense 
disallowances  in  section  4(a)  of  the  act 
intended  to  apply  to  partnership  busi¬ 
ness  meetings — meetings  of  its  employees 
or  its  partners,  or  both? 
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Mr.  KERR.  The  exception  in  section 
274(e)  (6)  is  intended  to  include  ex¬ 
penses  incurred  by  a  partnership  which 
are  directly  related  to  business  meetings 
of  its  employees,  or  its  partners,  or  both. 
Partners  are  agents,  and  agents  are  spe¬ 
cifically  mentioned  in  the  language  of 
the  bill. 

Mr.  ROBERTSON.  I  had  assumed 
that  the  committee  intended  that  mean¬ 
ing;  but  inasmuch  as  the  language  of 
the  bill  itself  was  not  too  clear,  I  am  very 
glad  to  have  this  legislative  history  made 
in  connection  with  this  matter. 

Mr.  KERR.  I  thank  the  Senator  from 
Virginia. 

Mr.  MONRONEY.  Madam  President, 
before  I  yield  back  the  remainder  of  my 
time,  may  I  ask  how  much  time  we  have 
remaining. 

The  PRESIDING  OFFICER.  Four 
minutes. 

Mr.  MONRONEY.  I  yield  that  time  to 
the  distinguished  Senator  from  Arkansas 
[Mr.  FulbrightL 

The  PRESIDING  OFFICER.  The 
Senator  from  Arkansas  is  recognized  for 
4  minutes. 

Mr.  FULBRIGHT.  Madam  President, 
I  regret  that  this  amendment  is  being 
offered  again. 

As  the  Senate  knows,  we  had  no  ade¬ 
quate  hearings  on  this  proposal.  Much 
that  could  be  said  about  it  cannot  be 
developed  here  on  the  floor. 

My  State  is  not  one  of  the  major 
producers  of  oil;  it  produces  only  about 
100,000  barrels  a  day.  Thus,  oil  is  not 
as  important  to  Arkansas  as  it  is  to  the 
major  producing  States,  such  as  Okla¬ 
homa  and  Texas. 

However,  attention  should  be  called  to 
the  greater  difficulty  in  obtaining  new 
sources  of  oil.  Certainly,  we  should  not 
forget  the  implications  of  such  an 
amendment.  When  taken  up  on  the 
floor,  it  is  impossible  to  have  due  con¬ 
sideration  given  to  the  long-term  ability 
of  our  country  to  supply  its  own  oil  needs 
in  case  of  war  or  other  disruption  of  the 
supply  of  oil. 

We  recall  that  not  too  long  ago  great 
difficulties  were  encountered  in  Europe, 
as  a  result  of  the  closing  of  the  Suez 
Canal. 

We  can  imagine  the  revolutions  which 
could  easily  develop  and  disrupt  foreign 
supplies  of  petroleum.  Very  frequently 
we  hear  about  the  possibility  of  political 
upheaval  in  parts  of  Latin  America  from 
which  we  now  import  substantial 
amounts  of  oil.  It  would  be  very  in¬ 
appropriate  and  inadvisable,  it  seems  to 
me,  to  reduce  this  depletion  allowance 
under  these  circumstances,  for,  in  effect, 
it  would  stop  or  would  slow  down  to  a 
very  great  extent  the  explorations  for 
new  supplies  of  oil  in  the  United  States 
and  leave  us  totally  dependent  on  foreign 
sources. 

It  is  no  news  to  this  body  or  to  the 
country  that  each  year  now,  for  a  long 
time,  it  has  become  more  and  more  diffi¬ 
cult  to  find  new  supplies  of  oil.  We  are 
using  oil  much  more  rapidly  than  we  are 
finding  new  reserves.  The  great  reserves 
which  have  been  discovered  in  recent 
years  have  not  been  on  the  North 
American  continent,  and  certainly  not  in 
the  United  States.  Primarily,  they  have 


been  in  the  Middle  East  and  in  North 
Africa.  As  a  matter  of  national  defense 
and  national  security,  this  matter  is 
much  too  important  to  be  passed  upon 
rather  casually  on  the  floor  of  the  Sen¬ 
ate,  without  having  careful  considera¬ 
tion,  in  hearings  before  the  committee, 
of  all  of  the  country’s  interests  which 
are  involved. 

It  will  be  said  that  hearings  have  been 
held  on  this  matter  in  the  past.  That  is 
true ,  but  conditions  have  changed  very 
rapidly  in  recent  years,  especially  in  the 
field  of  oil.  Therefore,  I  think  those 
hearings  are  obsolete  and  the  record  de¬ 
veloped  no  longer  useful. 

We  read  daily  that  one  of  the  prin¬ 
cipal  weapons  of  the  Russians,  in  their 
attempts  at  economic  penetration  of  the 
free  world,  is  their  use  of  oil.  Of  course 
the  production  of  oil  under  the  circum¬ 
stances  which  exist  in  the  Soviet  Union 
is  quite  different  from  its  production  in 
our  country.  The  Russians  can,  in  ef¬ 
fect,  use  oil  as  a  weapon,  regardless  of 
its  cost,  where  as  under  our  democratic, 
free-enterprise  system  these  companies 
cannot  replenish  their  supplies  without 
the  depletion  allowance. 

I  do  not  wish  to  repeat  what  has  al¬ 
ready  been  said  by  the  junior  Senator 
from  Oklahoma  [Mr.  Monroney]  and 
other  Senators  in  regard  to  the  expense 
incurred  by  the  oil  industry  in  its  efforts 
to  explore  for  and  to  find  new  reserves. 
He  has  already  pointed  out  that  every 
year  the  industry  has  spent  a  great  deal 
more  than  the  depletion  allowance  on 
its  search  for  oil. 

Another  vital  consideration,  it  seems 
to  me,  is  the  stabilizing  effect  of  the  de¬ 
pletion  allowance.  I  do  not  think  it  is 
the  only  reason,  but  it  has  certainly  con¬ 
tributed  to  the  fact  that  the  price  of  oil 
today  is  virtually  the  same  as  it  was 
nearly  40  years  ago. 

So,  Madam  President,  for  all  these  rea¬ 
sons,  I  hope  the  amendment  will  be  re¬ 
jected. 

The  PRESIDING  OFFICER.  The 
time  yielded  to  the  Senator  from  Arkan¬ 
sas  has  expired. 

Mr.  WILLIAMS  of  Delaware.  Madam 
President,  how  much  time  remains  avail¬ 
able  to  me? 

The  PRESIDING  OFFICER.  Twenty- 
five  minutes. 

Mr.  WILLIAMS  of  Delaware.  I-  shall 
not  need  all  of  that  time. 

I  merely  wish  to  make  a  correction  of 
the  Record.  It  was  said  that  the  amend¬ 
ment  has  not  received  committee  con¬ 
sideration.  They  are  wrong.  I  call  at¬ 
tention  to  the  fact  that  the  amendment 
was  submitted  in  the  normal  manner  as 
an  amendment  to  the  pending  bill;  and  it 
was  before  the  Finance  Committee,  of 
which  I  am  a  member;  and  testimony 
was  taken,  insofar  as  any  member  of  the 
industry  wished  to  be  represented  or  to 
be  heard  and  the  amendment  was  offered 
in  committee. 

The  amendment  was  offered  in  execu¬ 
tive  session  in  the  committee;  although 
the  amendment  was  not  approved  as  part 
of  the  bill,  I  wish  to  point  that  out  to 
refute  the  argument  that  the  amend¬ 
ment  was  not  properly  considered  or  that 
the  industry  did  not  have  a  proper 
chance  to  present  its  case. 
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It  is  argued - 

Mr.  LONG  of  Louisiana.  Madam 
President,  will  the  Senator  from  Dela¬ 
ware  tell  me  whether  the  Secretary  of 
the  Treasury  testified  for  it? 

Mr.  WILLIAMS  of  Delaware.  No,  he 
did  not  endorse  it. 

Mr.  LONG  of  Louisiana.  Did  any¬ 
one  testify  for  the  amendment? 

Mr.  WILLIAMS  of  Delaware.  Yes. 
Some  were  in  favor  of  the  amendment; 
some  were  opposed  to  it.  The  Senator 
is  a  member  of  the  committee.  I  would 
not  say  that  this  proposal  did  not  have 
just  a  little  controversy;  nevertheless, 
the  argument  that  there  was  no  oppor¬ 
tunity  for  hearings  on  it  cannot  be 
supported. 

The  amendment  does  not  propose  to 
take  away  the  oil  depletion  allowance 
in  its  entirety.  I  may  say,  in  all  fair¬ 
ness,  I  recognize  that  there  is  merit  to 
the  principle  of  depletion  allowance.  If 
this  were  a  proposal  to  take  away  all 
the  27  y2  -percent  depletion  allowance,  I 
would  not  be  in  favor  of  it.  On  the  other 
hand,  there  is  nothing  sacred  about  the 
27  !/2 -percent  figure.  That  rate  percent¬ 
age  was  fixed  in  1926,  when  the  corpo¬ 
rate  tax  rate  was  less  than  20  percent, 
and  the  top  individual  tax  rate  was 
around  15  percent.  The  effect  of  a  27  V2  - 
percent  depletion  allowance  is  far  dif¬ 
ferent  under  those  rates  than  when  there 
is  a  ceiling  of  about  90  percent  on  indi¬ 
vidual  tax  rates  and  a  52-percent  tax 
rate  on  corporations.  The  higher  the 
tax  rates  go,  the  greater  the  significance 
of  the  27  ^-percent  depletion  allowance. 

Let  me  emphasize  again  that  I  am 
not  offering  the  amendment  as  a  reflec¬ 
tion  on  the  oil  industry.  There  is  no 
Member  of  the  Senate  who  has  greater 
respect  for  the  oil  industry  than  I  do. 

I  recognize  it  as  one  of  the  great  indus¬ 
tries  of  the  country,  and  one  which  has 
made  a  great  contribution.  On  the  other 
hand,  it  is  no  more  essential  to  our  na¬ 
tional  welfare  than  are  other  industries. 
The  oil  industry  would  be  of  no  use  with¬ 
out  the  steel  industry.  Neither  of  those 
industries  would  be  of  any  use  without 
agriculture.  One  could  name  almost 
any  industry  without  which  we  could  not 
do.  So  to  single  out  one  industry  and 
say  America  could  not  survive  without  it 
is  not  a  valid  argument.  One  could 
make  make  the  same  argument  about 
many  of  the  other  industries. 

To  argue  that  the  depletion  allowance 
merely  means  that  the  man  investing  his 
capital  is  getting  back  his  investment  is 
not  valid,  because  in  addition  to  the  de¬ 
pletion  allowance,  the  oil  industry  gets 
the  normal  depreciation  rates  that  all 
other  industries  get.  In  addition  to  the 
depreciation  allowance,  it  receives  this 
depletion  allowance  on  gross  sales,  which 
has  no  connection  with  depreciation.  In 
many  cases,  a  member  of  the  oil  industry 
can  recover  his  investment,  not  once, 
twice,  or  three  times,  but  over  and  over 
again,  up  to  as  many  as  90  or  100  times 
the  original  investment.  There  is  no 
limit  as  to  the  number  of  times  a  member 
of  the  oil  industry  can  recover  his  orig¬ 
inal  investment.  Depletion  is  not  in  the 
same  category  as  depreciation. 

I  give  the  industry  credit  for  provid¬ 
ing  many  jobs,  but  so  do  other  industries 
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in  America  provide  jobs.  My  argument 
is  that  with  the.  cost  of  defense  amount¬ 
ing  to  $50  billion  a  year,  at  a  time  when 
the  total  budget  for  running  the  Gov¬ 
ernment  is  around  $90  billion,  here  is  an 
industry  which  in  my  opinion  is  not  pay¬ 
ing  its  proportionate  share  for  the  costs 
of  defending  and  running  the  Govern¬ 
ment.  The  $50  billion  defense  effort  is 
to  protect  property  investment  as  well 
as  the  lives'  of  the  people  of  America. 
Here  is  an  industry  which  represents  a 
major  part  of  the  investment  of  America. 
Why  should  not  it  pay  its  proportionate 
part  of  the  cost  of  Government,  instead 
of  having  its  tax  rate  frozen  at  a  rate 
fixed  in  1926. 

Under  this  amendment  we  are  trying 
to  adjust  this  matter  on  a  basis  so  the 
industry  can  pay  its  proportionate  part 
of  the  cost  of  operating  the  Government. 

I  want  to  emphasize  again  that  this  is 
not  punitive  legislation,  because  I  respect 
the  oil  industry  as  much  as  does  any 
Member  of  this  body.  But  I  am  not 
alone  in  saying  that  this  industry  is 
one  which  needs  attention  insofar  as  the 
tax  laws  are  concerned.  The  question 
has  been  before  the  committee  time  and 
time  again. 

I  wish  now  to  read  from  the  Demo¬ 
cratic  platform  of  1960.  I  think  it  well 
that  we  refresh  the  memory  of  Members 
on  the  other  side  of  the  aisle.  I  find  this 
in  the  Democratic  platform  on  which 
President  Kennedy  was  elected : 

Third,  we  shall  close  the  loopholes  in  the 
tax  laws  by  which  certain  privileged  groups 
legally  escape  their  fair  share  of  taxation. 

Among  the  more  conspicuous  loopholes  are 
depletion  allowances  which  are  inequitable. 

This  puts  the  whole  Democratic  Party 
on  record. 

Mr.  McGEE.  Madam  President,  will 
the  Senator  yield? 

Mr.  WILLIAMS  of  Delaware.  I  will 
yield  in  just  a  minute.  I  would  like  to 
finish  my  remarks  first,  because  I  am  on 
limited  time,  I  have  already  yielded  a 
substantial  part  of  my  time  to  the  op¬ 
ponents.  If  I  may  complete  my  state¬ 
ment,  I  will  yield. 

I  would  like  to  cite  another  authority 
on  the  need  for  correction  of  the  deple¬ 
tion  allowance.  I  quote  this  time  a 
former  President  of  the  United  States,  in 
a  message  which  he  sent  to  the  Congress. 
This  can  be  found  in  the  permanent 
Congressional  Record,  volume  96,  part  I, 
pages  770  and  771,  under  date  of  January 
23,  1950.  It  was  a  message  sent  by  Pres¬ 
ident  Harry  Truman,  and  I  read  from 
the  President’s  message : 

I  know  of  no  loophole  in  the  tax  laws  so 
inequitable  as  the  excessive  depletion  exemp¬ 
tions  now  enjoyed  by  oil  and  mining  inter¬ 
ests. 

Under  these'  exemptions,  large  percentages 
of  the  income  from  oil  and  mining  prop¬ 
erties  escape  taxation,  year  after  year.  Own¬ 
ers  of  mines  and  oil  wells  are  permitted, 
after  deducting  all  costs  of  doing  business, 
to  exclude  from  taxation  on  account  of  de¬ 
pletion  as  much  as  half  of  their  net  income. 
In  the  case  of  ordinary  businesses,  invest¬ 
ment  in  physical  assets  is  recovered  tax 
free  through  depreciation  deductions.  When 
the  original  investment  has  been  recovered, 
a  depreciation  deduction  is  no  longer  al¬ 
lowed  under  the  tax  laws.  In  the  case  of 
oil  and  mining  businesses,  however,  the  de¬ 


pletion  exemption  goes  on  and  on,  year  after 
year,  even  though  the  original  investment 
in  the  property  has  already  been  recovered 
tax  free,  not  once  but  many  times  over. 

Originally  introduced  as  a  moderate  meas¬ 
ure  to  stimulate  essential  production  in  the 
First  World  War,  this  special  treatment  has 
been  extended  during  later  years.  At  the 
present  time  these  exemptions,  together  with 
another  preferential  provision  which  permits 
oil-well  investment  costs  to  be  immediately 
deducted  from  income  regardless  of  source, 
are  allowing  individuals  to  build  up  vast 
fortunes,  with  little  more  than  token  con¬ 
tributions  to  tax  revenues. 

For  example,  during  the  5  years,  1943- 
47,  during  which  it  was  necessary  to  col¬ 
lect  an  income  tax  from  people  earning  less 
than  $20  a  week,  one  oil  operator  was  able, 
because  of  these  loopholes,  to  develop  prop¬ 
erties  yielding  nearly  $5  million  in  a  single 
year  without  payment  of  any  income  tax. 
In  addition  to  escaping  the  payment  of  tax 
on  his  large  income  from  oil  operations, 
he  was  also  able  through  the  use  of  his 
oil  tax  exemptions  to  escape  payment  of  tax 
on  most  of  his  income  from  other  sources. 
For  the  5  years  his  income  taxes  totaled 
less  than  $100,000,  although  his  income 
from  nonoil  sources  alone  averaged  almost 
$1  million  each  year. 

This  is  a  shocking  example  of  how  pres¬ 
ent  tax  loopholes  permit  a  few  to  gain  enor¬ 
mous  wealth  without  paying  their  fair  share 
of  taxes. 

I  am  well  aware  that  these  tax  privileges 
are  sometimes  defended  on  the  grounds  that 
they  encourage  the  production  of  strategic 
minerals.  It  is  true  that  we  wish  to  en¬ 
courage  such  production.  But  the  tax  boun¬ 
ties  distributed  under  present  law  bear  only 
a  haphazard  relationship  to  our  real  need 
for  proper  incentives  to  encourage  the  ex¬ 
ploration,  development,  and  conservation  of 
our  mineral  resources.  A  forward-looking 
resources  program  does  not  require  that  we 
give  hundreds  of  millions  of  ‘dollars  annu¬ 
ally  in  tax  exemptions  to  a  favored  few  at 
the  expense  of  the  many. 

I  have  just  read  from  President  Tru¬ 
man’s  message  as  sent  to  the  Congress 
under  date  of  January  23,  1950. 

This  amendment  before  the  Senate,  in 
my  opinion,  is  a  very  moderate  ap¬ 
proach,  making  a  long  overdue  correc¬ 
tion  in  our  existing  tax  laws.  Time  and 
time  again  we  have  changed  the  rates  at 
which  other  taxpayers  have  to  pay  taxes. 
I  see  nothing  sacred  about  the  27  Vz  per¬ 
cent  depletion  rate  fixed  for  this  particu¬ 
lar  industry. 

I  repeat  again  that  this  is  not  an  ef¬ 
fort  to  whittle  the  depletion  allowance 
down  to  nothing.  I  recognize  the  equity 
in  the  principle  of  some  depletion,  but 
there  is  nothing  sacred  about  a  271/4  per¬ 
cent  rate.  I  think  the  time  is  long  over¬ 
due  when  this  industry  should  pay  its 
proper  proportion  of  the  operating  costs 
of  Government. 

Mr.  TOWER.  Madam  President,  will 
the  Senator  yield  me  2  or  3  minutes? 

Mr.  WILLIAMS  of  Delaware.  Madam 
President,  how  much  do  I  have  left? 

The  PRESIDING  OFFICER.  The 
Senator  from  Delaware  has  14  minutes 
remaining. 

Mr.  WILLIAMS  of  Delaware.  I  yield 
3  minutes  to  the  Senator  from  Texas. 

Mr.  TOWER.  Madam  President,  the 
distinguished  Senator  from  Delaware  has 
quite  properly  pointed  out  that  the  oil 
industry  should  bear  its  share  of  the  tax 
burden  in  supporting  our  gigantic  na¬ 
tional  defense  effort.  It  should  be  noted 
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that  without  the  27y2-Percent  depletion 
allowance  there  would  not  be  the  incen¬ 
tive  to  produce  the  wealth  which  results 
from  oil  exploration  and  production. 
Actually,  the  27  V2 -percent  depletion  al¬ 
lowance,  rather  than  denying  to  the 
Government  a  source  of  revenue,  has 
stimulated  the  production  of  new  sources 
of  revenue.  I  would  predict  quite  freely 
that  if  the  27  V2  -percent  depletion  allow¬ 
ance  were  reduced  substantially  it  would 
so  discourage  a  sufficient  number  of  peo¬ 
ple  from  engaging  in  this  great  and  vital 
defense  industry  as  to  result  in  reducing 
sources  of  revenue  to  the  extent  that 
there  would  be  a  loss  of  revenue  to  the 
Government  of  the  United  States,  to  say 
nothing  of  the  loss  for  many  State  and 
local  governments  throughout  the  United 
States. 

This  is  not  a  tax  loophole.  It  is  not 
a  subsidy.  It  is  simply  a  tax  allowance 
because  of  the  fact  that  when  a  man 
sells  a  barrel  of  oil  he  is  selling  a  capital 
asset.  The  average  cost  or  production 
per  barrel  of  $2.40  is  three  times  greater 
than  the  76  cents  allowed  under  the 
depletion  allowance  per  barrel. 

Mr.  KUCHEL.  Madam  President,  will 
the  Senator  yield  for  a  question? 

Mr.  WILLIAMS  of  Delaware.  I  yield 
to  the  Senator  from  California. 

Mr.  KUCHEL.  Will  the  Senator  tell 
his  colleagues  the  rationale  behind  that 
part  of  the  amendment  which  has  to 
do  with  reducing  the  highest  surtax 

Mr.  WILLIAMS  of  Delaware.  Yes. 
One  of  the  arguments  made  in  connec¬ 
tion  with  the  depletion  allowance — and 
it  is  a  very  valid  argument — is  that  un¬ 
der  present  rates,  since  the  Government 
takes  as  much  as  91  percent  of  a  man’s 
income,  with  an  overall  limitation  of  87 
percent,  a  man  who  is  already  in  that 
tax  bracket  would  not  put  out  his  money 
on  a  gamble  wherein  he  can  keep  only 
13  percent.  Therefore  as  we  reduce  the 
depletion  rate  we  propose  to  lower  the 
individual  rates. 

There  is  a  gamble  involved  in  the  oil- 
producing  business.  I  recognize  that.  A 
man  in  the  87 -percent  tax  bracket  would 
not  gamble,  if  he  could  keep  only  13 
percent  of  that  which  he  made.  If  we 
reduce  the  depletion  allowance  without 
some  correction  in  other  rates,  we  would 
hinder  the  exploration  for  oil. 

That  is  the  reason  I  have  coupled  the 
two  proposals  together.  Let  us  reduce 
the  depletion  allowance  and  also  reduce 
the  overall  income  tax  rates. 

If  a  man  could  keep  40  percent  of 
that  which  he  made,  it  would  pay  him 
to  take  the  risk.  In  addition,  he  would 
have  the  remaining  20-percent  depletion 
allowance. 

At  the  same  time  the  Government 
would  pick  up  an  additional  $120  million 
of  revenue,  at  a  time  the  money  is  need¬ 
ed.  I  do  not  think  all  of  the  money 
should  be  passed  on. 

Mr.  KUCHEL.  Has  my  colleague,  by 
his  amendment,  restricted  the  reduction 
of  surtax  rates  to  the  87-percent  rate 
alone? 

Mr.  WILLIAMS  of  Delaware.  That  is 
the  only  way  to  approach  the  problem. 

Mr.  KUCHEL.  What  happens  with 
respect  to  the  rates  now  existing  in  the 
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tax  law,  lower  than  87  percent?  Would 
they  remain  the  same? 

Mr.  WILLIAMS  of  Delaware.  They 
would  remain  the  same,  down  to  60  per¬ 
cent. 

Mr.  KUCHEL.  They  would  remain  the 
same,  down  to  60  percent? 

Mr.  WILLIAMS  of  Delaware.  Yes. 

Mr.  KUCHEL.  What  would  happen 
to  those  surtax  rates  under  60  percent, 
as  presently  written  in  the  tax  law? 

Mr.  WILLIAMS  of  Delaware.  Noth¬ 
ing. 

Mr.  KUCHEL.  That  is  all. 

Mr.  WILLIAMS  of  Delaware.  There 
was  a  suggestion  made  that  instead  of 
applying  it  all  to  the  rates  over  60  per¬ 
cent,  we  should  raise  the  personal  exemp¬ 
tion  from  $1,200  to  $1,500  on  those  over 
65.  I  should  be  glad  to  consider  offering 
the  amendment  in  such  a  way,  if  the  Sen¬ 
ator  would  support  it. 

Mr.  KUCHEL.  I  shall  have  the  honor 
to  study  anything  my  able  friend  from 
Delaware  may  bring  forth.  The  only 
way  I  know  how  to  participate  in  the 
legislative  process  is  on  the  basis  of  what 
is  pending  and  to  deal  with  it,  up  or 
down.  On  that  basis,  I  have  the  honor 
to  disagree  with  my  friend. 

Mr.  WILLIAMS  of  Delaware.  I  under¬ 
stand.  I  appreciate  the  position  of  my 
good  friend  from  California. 

I  think  this  is  a  good  way  to  approach 
the  problem. 

Madam  President,  I  am  ready  to  yield 
back  the  remainder  of  my  time. 

Mr.  MANSFIELD.  Madam  President, 
I  move  to  lay  on  the  table  the  amend¬ 
ment  offered  by  the  Senator  from  Dela¬ 
ware. 

Mr.  WILLIAMS  of  Delaware.  Madam 
President,  I  ask  for  the  yeas  and  nays. 

The  yeas  and  nays  were  ordered. 

The  PRESIDING  OFFICER.  The 
question  is  on  agreeing  to  the  motion 
by  the  Senator  from  Montana  [Mr. 
Mansfield]  to  lay  on  the  table  the 
amendment  offered  by  the  Senator  from 
Delaware  [Mr.  Williams],  for  himself 
and  other  Senators.  On  this  question 
the  yeas  and  nays  have  been  ordered,  and 
the  clerk  will  call  the  roll. 

The  legislative  clerk  proceeded  to  call 
the  roll. 

Mr.  ERVIN  (when  his  name  was 
called) .  Madam  President,  on  this  vote 
I  have  a  live  pair  with  the  senior  Sen¬ 
ator  from  Mississippi  [Mr.  Eastland]. 
If  he  were  present  and  voting,  he  would 
vote  “yea.”  If  I  were  at  liberty  to  vote, 
I  would  vote  “nay.”  I  therefore  with¬ 
hold  my  vote. 

Mr.  SALTONSTALL  (when  his  name 
was  called) .  Madam  President,  on  this 
vote  I  have  a  pair  with  the  senior  Sen¬ 
ator  from  Washington  [Mr.  Magnuson], 
If  he  were  present  and  voting,  he  would 
vote  “nay.”  If  I  were  at  liberty  to  vote, 
I  would  vote  “yea.”  I  therefore  with¬ 
hold  my  vote. 

The  rollcall  was  concluded. 

Mr.  HUMPHREY.  I  announce  that 
the  Senator  from  Mississippi  [Mr.  East- 
land]  and  the  Senator  from  Washing¬ 
ton  [Mr.  Magnuson]  are  absent  on 
official  business. 

I  further  announce  that  the  Senator 
from  New  Mexico  [Mr.  Anderson],  the 
Senator  from  Nevada  [Mr.  Bible],  the 
Senator  from  Wyoming  [Mr.  Hickey], 


and  the  Senator  from  Missouri  [Mr. 
Symington]  are  necessarily  absent. 

I  further  announce  that  if  present 
and  voting,  the  Senator  from  New 
Mexico  [Mr.  Anderson],  the  Senator 
from  Nevada  [Mr.  Bible],  and  the  Sen¬ 
ator  from  Wyoming  [Mr.  Hickey]  would 
each  vote  “yea.” 

Mr.  KUCHEL.  I  announce  that  the 
Senator  from  Utah  [Mr.  Bennett],  the 
Senator  from  South  Dakota  [Mr.  Bot¬ 
tom),  the  Senator  from  Arizona  [Mr. 
Goldwater],  the  Senator  from  Ken¬ 
tucky  [Mr.  Morton],  and  the  Senator 
from  New  Hampshire  [Mr.  Murphy]  are 
necessarily  absent. 

If  present  and  voting,  the  Senator 
from  Utah  [Mr.  Bennett],  the  Senator 
from  South  Dakota  [Mr.  Bottom],  the 
Senator  from  Arizona  [Mr.  Goldwater], 
the  Senator  from  Kentucky  [Mr.  Mor¬ 
ton],  and  the  Senator  from  New  Hamp¬ 
shire  [Mr.  Murphy]  would  each  vote 
“yea.” 

The  result  was  announced— yeas  57, 
nays  30,  as  follows: 

[No.  244  Leg.] 

YEAS — 57 


Allott 

Fulbright 

McGee 

Bartlett 

Gruening 

Metcalf 

Beall 

Hartke 

Miller 

Burdick 

Hayden 

Monroney 

Bush 

Hickenlooper 

Moss 

Butler 

Hill 

Mundt 

Byrd,  W.  Va. 

Holland 

Pearson 

Cannon 

Hruska 

Randolph 

Capehart 

Johnston 

Robertson 

Carlson 

Jordan,  N.C. 

Russell 

Chavez 

Jordan,  Idaho 

Smathers 

Cooper 

Kerr 

Sparkman 

Cotton 

Kuchel 

Stennis 

Curtis 

Long,  Mo. 

Talmadge 

Dirksen 

Long,  Hawaii 

Thurmond 

Dodd 

Long,  La. 

Tower 

Ellender 

Mansfield 

Williams,  N.J. 

Engle 

McCarthy 

Yarborough 

Fong 

McClellan 

Young,  N.  Dak. 

NAYS— 30 

Aiken 

Humphrey 

Pastore 

Boggs 

Jackson 

Pell 

Byrd,  Va. 

Javits 

Prouty 

Carroll 

Keating 

Proxmire 

Case 

Kefauver 

Scott 

Church 

Lausche 

Smith,  Mass. 

Clark 

McNamara 

Smith,  Maine 

Douglas 

Morse 

Wiley 

Gore 

Muskle 

Williams,  Del. 

Hart 

Neuberger 

Young,  Ohio 

NOT  VOTING— 
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Anderson 

Ervin 

Murphy 

Bennett 

Goldwater 

Saltonstall 

Bible 

Hickey 

Symington 

Bottum 

Magnuson 

Eastland 

Morton 

So  Mr.  Mansfield’s  motion  to  lay  on 
the  table  the  amendment  offered  by  Mr. 
Williams  of  Delaware  was  agreed  to. 

Mr.  KERR.  Madam  President,  I  move 
that  the  action  of  the  Senate  whereby 
the  amendment  was  tabled  be  recon¬ 
sidered. 

Mr.  LONG  of  Louisiana.  Madam 
President,  I  move  to  lay  that  motion  on 
the  table. 

The  motion  to  lay  on  the  table  was 
agreed  to. 

Mr.  KERR.  Madam  President,  one  of 
the  provisions  on  which  the  Committee 
on  Finance  worked  the  longest  and  the 
hardest  has  to  do  with  the  taxation  of 
foreign  corporations,  domestically  owned 
or  controlled.  I  wish  to  make  a  few 
comments  as  legislative  history  to  aug¬ 
ment  the  language  in  the  committee  re¬ 
port  in  making  the  intent  of  the  com¬ 
mittee  clear. 

There  has  been  some  comment  as  to 
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the  workings  of  the  minimum  dis¬ 
tribution  escape  valve  to  section  12  when 
an  election  is  made  on  a  consolidated 
basis.  The  report  of  your  committee  on 
pages  271  and  272  contains  two 
examples — examples  1  and  2 — to  show 
how  foreign  tax  credits  may  have  to  be 
allocated  on  a  consolidated  basis  when 
only  a  minimum  distribution  is  made 
and  it  is  not  made  pro  rata  from  the 
foreign  subsidiaries  being  consolidated. 

I  have  discussed  this  matter  with  the 
Treasury  Department  and  they  agree 
with  me  that  it  would  be  desirable  to 
provide  some  further  illustrations  and 
examples  of  how  the  minimum  dis¬ 
tribution  escape  valve  is  intended  to 
operate  on  a  consolidated  basis.  Exam¬ 
ple  3  below  demonstrates  that  for  pur¬ 
poses  of  computing  the  available  foreign 
tax  credit,  a  domestic  corporation  elect¬ 
ing  the  minimum  distribution  section  on 
a  consolidated  basis  utilizes  the  regular 
rules  for  computing  foreign  tax  credit, 
with  no  allocations  of  its  credits,  pro¬ 
vided  that  its  actual  distribution  is 
such  that  the  combined  U.S.  and  for¬ 
eign  taxes  which  result,  produce  an 
overall  effective  rate  which  is  equal  to,  or 
above,  the  overall  effective  rate  that 
would  be  produced  if  the  taxpayer  had 
received  a  minimum  distribution  pro 
rata  from  all  of  the  foreign  subsidiaries 
included  in  the  consolidation.  If  no 
minimum  distribution  is  required  because 
the  effective  foreign  rate  is  47  percent 
or  higher,  then  the  normal  tax  credit 
rules  remain  applicable  with  no  alloca¬ 
tion  of  credits. 

Where  the  actual  distribution  does 
not  result  in  an  overall  effective  rate 
equal  to  or  above  the  overall  effective 
rate  that  would  have  been  produced  by 
such  a  pro  rata  minimum  distribution 
from  all  of  the  foreign  subsidiaries  in¬ 
cluded  in  the  consolidation,  then  the  do¬ 
mestic  taxpayer  still  continues  to  use  his 
regular  rules  for  computation  of  foreign 
tax  credit,  except  that  a  portion  of  the 
foreign  tax  credits  will  here  be  required 
to  be  allocated  on  a  consolidated  basis. 
The  allocation  that  is  required  is  only 
to  the  extent  needed  to  bring  the  over¬ 
all  rate  of  United  States  and  foreign 
taxes  up  to  the  rate  that  would  have  been 
produced  by  a  minimum  distribution  on 
a  pro  rata  basis.  See  examples  1  and  2 
in  committee  report  and  example  4  be¬ 
low. 

The  method  of  computation  when  a 
branch  is  involved  and  an  election  has 
been  made  to  treat  the  branch  as  a 
foreign  subsidiary  is  provided  by  ex¬ 
ample  5  below.  This  example  shows 
that  the  taxable  income  of  the  branch 
is  utilized  in  determining  the  foreign  ef¬ 
fective  rate  of  taxation.  Further,  when 
the  branch  is  entitled  to  deductions,  like 
that  provided  Western  Hemisphere  trade 
corporations,  this  is  reflected  by  a  reduc¬ 
tion  from  taxable  income. 

Thus,  what  the  examples  in  the  com¬ 
mittee  report  and  the  further  examples 
attached  to  this  statement  show  is  that 
the  authoriy  given  the  Secretary  of  the 
Treasury  or  his  delegate  in  section 
963(f)  to  prescribe  regulations  for  the 
determination  of  the  amount  of  foreign 
tax  credit  is  to  allocate  the  normal  avail¬ 
able  foreign  tax  credit  so  as  to  produce 
an  overall  effective  rate  of  taxation  equal 
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to  the  overall  effective  rate  that  would 
be  produced  by  a  pro  rata  minimum  dis¬ 
tribution  pattern.  If  the  taxpayer 
chooses  some  other  pattern  for  distribu¬ 
tion,  no  allocation  will  be  made  as  long 
as  the  overall  effective  rate,  utilizing 
regular  rules  for  computation  of  foreign 
tax  credit,  equals  or  exceeds  what  would 
have  been  produced  by  a  pro  rata  mini¬ 
mum  distribution. 

I  think  that  with  these  illustrations 
the  comments  that  have  been  made  will 
have  been  satisfactorily  answered.  My 
belief  continues  as  strongly  as  ever  that 
the  minimum  distributions  escape  valve 
is  an  effective  and  valuable  device. 

EXAMPLE  3 

Assume  domestic  corporation  M  owns 
100  percent  of  the  stock  of  controlled 
foreign  corporations  A  and  B.  All  the 
corporations  use  the  calendar  year  as  the 
taxable  year.  In  1963,  corporation  A  had 
earnings  and  profits  of  $62  after  pay* 
ment  of  foreign  income  tax  of  $38 — a 
38-percent  rate.  Corporation  B,  for  tax¬ 
able  year  1963,  had  earnings  and  profits 
of  $18  after  payment  of  foreign  income 
tax  of  $2— a  10-percent  rate.  The  con¬ 
solidated  effective  foreign  tax  rate  of 
corporations  A  and  B  was  33  %  percent- 
total  tax  paid  divided  by  consolidated 
earnings  and  profits  before  deduction  of 
foreign  taxes — 

38+2 

100  +  20 

The  required  minimum  distribution 
under  section  963  was  therefore  $48—60 
percent  of  the  consolidated  earnings  and 
profits  after  taxes— 60  percent  of  $80. 
An  election  is  made  to  consolidate  A  and 
B  for  purposes  of  section  963.  Assume 
the  application  of  “gross  up”  provisions. 
Assume  no  withholding  taxes  are  im¬ 
posed  on  distirbutions. 

If  corporations  A  and  B  had  each 
made  a  distribution  to  corporation  M 
equal  to  60  percent^the  required  mini¬ 
mum  distribution  percentage — of  their 
earnings  and  profits  after  taxes,  the  re¬ 
sulting  overall  effective  United  States 
and  foreign  tax  rate  on  the  earnings 
and  profits  af  A  and  B  for  the  year  1963 
would  be  44.5  percent  computed  as  fol¬ 
lows: 


A 

B 

Total 

Amount  Includible  In  gross 

income  as  a  dividend - 

Amount  includible  in  gross 
income  under  sec.  78 . - 

Total  amount  included 
in  gross  income - 

$37. 20 

22.80 

$10. 80 

1.20 

$48.00 

24.00 

60.00 

12.00 

72.00 

Tentative  U.S.  tax  (at  52-per¬ 
cent  rate) _ 

Foreign  tax  credit - - 

Net  U.S.  tax . 

31.20 
22.  80 

6.24 

1.20 

37.44 

24.00 

8.40 

5.04 

13. 44 

The  combined  foreign  and  U.S.  taxes 
would  equal  $53.44— $40  plus  $13.44.  The 
resulting  overall  effective  rate  would  thus 
be  44.5  percent — $53.44/$120. 

Assume  that  in  fact  the  actual  dis¬ 
tributions  from  A  and  B  and  the  result¬ 
ing  U.S.  tax  liabilities  and  overall  effec¬ 
tive  tax  rate  are  as  follows: 


•  A 

B 

Total 

Amount  included  in  gross  in- 

$7.20 

$63.00 

come  as  a  dividend - 

$55.80 

Amount  included  in  gross  in- 

34.20 

.80 

35.00 

come  under  sec.  78 - 

Total  amount  included 

8. 00 

98.00 

in  gross  income _ 

00.00 

Tentative  U.S.  tax  (at  52- 

46.80 

34.20 

4.16 

.80 

50.96 
35. 00 

percent  rate) - 

Foreign  tax  credit - 

Net  U.S.  tax . 

12. 60 

3.30 

15.96 

The  combined  U.S.  and  foreign 
taxes  equal  $55.96— $40  plus  $15.96. 
This  amount  exceeds  the  $53.44  total  tax 
which  would  have  resulted  had  a  pro 
rata  minimum  distribution  been  made 
from  each  corporation,  and  the  result¬ 
ing  combined  effective  rate  of  46.6  per¬ 
cent  exceeds  the  44.5  percent  that  would 
have  been  produced  by  a  pro  rata  mini¬ 
mum  distribution.  The  regular  foreign 
tax  credit  computations  remain  applica¬ 
ble  and  no  allocation  is  to  be  made. 

EXAMPLE  4 

Assume  the  facts  are  the  same  as  in 
example  3,  except  that  the  actual  dis¬ 
tributions  from  A  and  B  and  the  result¬ 
ing  U.S.  tax  liabilities  and  overall  effec¬ 
tive  tax  rate  are  as  follows: 


A 

B 

Total 

Amount  included  in  gross  in- 

$49. 60 

come  as  a  dividend - 

$49. 60 

0 

Amount  included  in  gross  in- 

30.40 

0 

30.40 

come  under  sec.  78— . — 

Total  amount  included 

80.00 

in  gross  income - 

80.00 

0 

Tentative  U.S.  tax  (at  52-per- 

41.60 

0 

41.60 

cent  rate) - - 

Foreign  tax  credit - 

30.40 

0 

30.40 

Net  U.S.  tax . 

11.20 

0 

11.20 

The  combined  U.S.  and  foreign  taxes 
equal  $51.20— $40  plus  $11.20.  Since  this 
amount  is  less  than  the  $53.44  total  tax 
which  would  have  resulted  had  a  pro 
rata  minimum  distribution  been  made 
from  each  corporation,  the  resulting 
combined  effective  rate,  42.7  percent,  is 
less  than  44.5  percent.  Therefore,  the 
regulations  will  require  that  a  sufficient 
amount  of  the  $30.40  foreign  tax  credit, 
namely  $2.24,  must  be  reallocated  on  a 
consolidated  basis  so  that  the  resulting 
U.S.  tax  will  equal  $13.44.  The  com¬ 
bined  U.S.  and  foreign  tax  would  then 
equal  $53.44,  resulting  in  a  combined 
effective  rate  of  44.5  percent. 

EXAMPLE  5 

Assume  domestic  corporation  X,  with 
a  foreign  branch,  wholly  owns  controlled 
foreign  corporation  Y.  The  foreign 
branch  of  X  has  taxable  income  of  $100 
before  payment  of  foreign  taxes  of  $38. 
Y  has  earnings  and  profits  of  $18  after 
payment  of  foreign  taxes  of  $2.  Both 
corporations  use  the  calendar  year  as 
their  taxable  year.  Y  distributes  $8  to 
X.  Elections  are  made  to  treat  the  for¬ 
eign  branch  of  X  as  a  controlled  foreign 
corporation  and  to  consolidate  Y  with 
the  branch  for  purposes  of  section  963. 
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If  only  60  percent — the  required  mini¬ 
mum  distribution  percentage — of  cor¬ 
poration  X’s  branch  income  is  taken  into 
account  and  assuming  that  corporation 
Y  made  a  distribution  to  corporation  X 
equal  to  60  percent  of  Y’s  earnings  and 
profits  after  taxes,  the  resulting  overall 
effective  U.S.  and  foreign  tax  rate  on 
the  combined  foreign  profits  of  X  and  Y 
for  the  year  1963  would  be  44.5  percent 
computed  as  follows: 


X 

Y 

Total 

60  percent  of  branch  Income. . 
Amount  included  in  gross  in¬ 
come  of  X  as  a  dividend — 
Amount  included  in  gross  in¬ 
come  of  X  under  sec.  78 - 

Total  amount  Included 
in  gross  income  of  X 
($60+$10.80+$1.20)... 

$60 

$10.80 

1.20 

$60. 00 

10.80 

1.20 

72.00 

===== 

- - 

37.  44 

24.00 

Foreign  tax  credit  (60  percent 
nf$3R+$l  20! 

13.44 

The  combined  foreign  and  U.S.  taxes 
equal  $53.44— $40  plus  $13.44.  The  re¬ 
sulting  overall  effective  rate  is  thus  44.5 
percent — $53.44/$120. 

In  fact  under  section  963,  X  is  consid¬ 
ered  to  have  distributed  100  percent  of 
its  branch  income.  Assume  that  cor¬ 
poration  Y  distributes  a  dividend  of  $7.20 
to  X.  Under  this  assumption  the  result¬ 
ing  U.S.  tax  liabilities  and  overall  effec¬ 
tive  tax  rate  are  as  follows: 


X 

Y 

Total 

Amount  of  branch  Income 
included  in  gross  income — 
Amount  included  in  gross 

income  as  a  dividend - 

Amount  included  in  gross 
income  under  sec.  78 - 

Total  amount  included 
in  gross  income _ 

$100 

$7.20 

.80 

$100. 00 

7.20 

.80 

108. 00 

Tentative  U.S.  tax  at  52-per- 

56.16 

38.80 

Foreign  tax  credit  ($38  plus 

fsjpt.  TT  ,q  tar  _ 

17.30 

The  combined  U.S.  and  foreign 
taxes  thus  equal  $57.36 — $40  plus 
$17.36.  The  amount  exceeds  the  $53.44 
total  which  would  have  resulted  had  only 
60  percent  of  the  income  of  X  and  Y 
been  taken  into  account  and  the  result¬ 
ing  combined  effective  rate  of  47.8  per¬ 
cent  thus  exceeds  44.5  percent,  which 
would  have  resulted  had  only  60  percent 
of  the  incomes  been  taken  into  account. 
The  regular  foreign  tax  credit  computa¬ 
tions  remain  applicable  and  no  allocation 
is  to  be  made. 

Mr.  CARLSON.  Madam  President, 
will  the  Senator  yield? 

Mr.  KERR.  I  yield. 

Mr.  CARLSON.  I  inquire  if  the  Sen¬ 
ator  from  Oklahoma,  in  reading  the  clar¬ 
ification  or  interpretation  of  sections  in 
the  bill,  referred  to  section  963. 

Mr.  KERR.  The  Senator  is  correct. 

Mr.  CARLSON.  As  the  distinguished 
Senator  from  Oklahoma  knows,  I  have 
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prepared  and  have  at  the  desk  two 
amendments,  one  of  them  identified  as 
“8-30-62— F,”  and  one  shown  as  “8-30- 
62 — E,”  dealing  with  some  proposed 
amendments  to  section  963. 

I  should  like  to  ask  the  Senator  if 
he  believes  that  the  statement  he  made 
would  generally  take  care  of  the  situa¬ 
tions  I  had  in  mind  in  the  amendments 
that  I  had  intended  to  propose. 

Mr.  KERR.  I  say,  generally,  to  the 
distinguished  Senator  from  Kansas,  that 
as  I  understand  his  amendment  “8-30- 
62 — F,”  the  illustrations  that  I  have 
given  do,  in  my  opinion,  take  care  of 
what  he  had  in  mind  in  that  regard. 
They  go  as  far  as  the  language  of  the 
bill  would  permit,  and  implement  the 
language  in  connection  with  the  Sena¬ 
tor’s  other  amendment. 

Mr.  CARLSON.  In  view  of  the  state¬ 
ment  of  the  Senator  from  Oklahoma,  I 
shall  not  offer  these  amendments. 

Mr.  KERR.  I  thank  the  Senator  from 
Kansas. 

Mr.  CANNON.  Madam  President,  I 
call  up  my  amendment  designated 
“8-27 — 62.”  I  ask  that  the  amendment 
not  be  read  but  that  it  be  printed  in  the 
Record. 

The  PRESIDING  OFFICER.  Without 
objection,  the  amendment  will  be  printed 
in  the  Record. 

The  amendment  is  as  follows : 

On  page  391,  between  lines  21  and  22,  in¬ 
sert  the  following  new  section : 

“Sec.  27.  Allowance  to  Taxpayer  of  Addi¬ 
tional  Exemption  With  Respect 
to  Dependent  Child  Who  Is  Stu¬ 
dent  Above  Secondary  Level  at 
Educational  Institution. 

“(a)  In  General. — Section  151  of  the  In¬ 
ternal  Revenue  Code  of  1954  (relating  to 
deductions  for  personal  exemptions)  is 
amended  by  adding  at  the  end  thereof  the 
following  new  subsection: 

“‘(f)  Additional  Exemption  for  Depend¬ 
ent  Children  Attending  School  Above  the 
Secondary  Level. — 

“‘(1)  In  general. — An  additional  exemp¬ 
tion  of  $600  for  each  child  of  the  taxpayer — 

“  ‘(A)  for  whom  the  taxpayer  is  entitled  to 
an  exemption  under  subsection  (e)(1)  for 
the  taxable  year; 

“  ‘(B)  who  has  not  attained  the  age  of  23 
at  the  close  of  the  calendar  year  in  which 
the  taxable  year  of  the  taxpayer  begins;  and 

“‘(C)  who,  during  at  least  4  calendar 
months  during  the  calendar  year  in  which  the 
taxable  year  of  the  taxpayer  begins,  is  a  full¬ 
time  student  above  the  secondary  level  at  an 
educational  institution. 

“  ‘(2)  Definitions. — For  purposes  of  para¬ 
graph  (1)  — 

“‘(A)  Child.— The  term  ‘child’  means  an 
individual  who  (within  the  meaning  of  sec¬ 
tion  152)  is  a  son,  stepson,  daughter,  or  step¬ 
daughter  of  the  taxpayer. 

“‘(B)  Educational  institution. — The 

term  ‘educational  institution’  has  the  mean¬ 
ing  assigned  to  it  by  subsection  (e)  (4) .’ 

“(b)  Technical  Amendment. — Section 
213(c)  of  the  Internal  Revenue  Code  of  1954 
(relating  to  maximum  limitations  on  deduc¬ 
tions  for  medical,  dental,  etc.,  expenses)  is 
amended  by  striking  out  ‘subsection  (c)  or 
(d),  relating  to  the  additional  exemptions 
for  age  or  blindness’  and  inserting  in  lieu 
thereof  ‘subsection  (c),  (d),  or  (f),  relating 
to  certain  additional  exemptions’. 

“(c)  Conforming  Amendment. — Section 
3402(f)  (1)  of  the  Internal  Revenue  Code  of 
1954  (relating  to  withholding  exemptions) 
is  amended — ■ 


“(1)  by  striking  out  ‘and’  at  the  end  of 
subparagraph  (D) ; 

“(2)  by  striking  out  the  period  at  the  end 
of  subparagraph  (E)  and  inserting  in  lieu 
thereof  ‘;  and’;  and 

“(3)  by  adding  after  subparagraph  (E) 
the  following  new  subparagraph: 

“‘(F)  one  additional  exemption  for  each 
child  with  respect  to  whom,  on  the  basis  of 
facts  existing  at  the  beginning  of  such  day, 
there  may  reasonably  be  expected  to  be  al¬ 
lowable  an  exemption  under  section  151(f) 
(relating  to  dependent  children  attending 
school  above  the  secondary  level)  for  the 
taxable  year  under  subtitle  A  in  respect  of 
which  amounts  deducted  and  withheld  un¬ 
der  this  chapter  in  the  calendar  year  in 
which  such  day  falls  are  allowed  as  a  credit.’ 

“(d)  Effective  Date. — The  amendments 
made  by  this  section,  other  than  the  amend¬ 
ments  made  by  subsection  (c),  shall  apply 
to  taxable  years  beginning  after  December 
31,  1961.  The  amendments  made  by  subsec¬ 
tion  (c)  shall  apply  with  respect  to  wages 
paid  on  or  after  the  first  day  of  the  first 
month  which  begins  more  than  10  days  after 
the  date  of  the  enactment  of  this  Act.” 

On  page  391,  line  22,  strike  out  “27”  and 
insert  in  lieu  thereof  “28”. 

Mr.  CANNON.  Madam  President,  I 
ask  unanimous  consent  that  the  follow¬ 
ing  Senators  may  be  added  as  cosponsors 
of  the  amendment:  the  Senator  from 
South  Carolina  [Mr.  Johnston],  the 
Senator  from  Florida  [Mr.  SmathersI, 
the  Senator  from  Indiana  [Mr.  Hartke], 
the  senior  Senator  from  West  Virginia 
[Mr.  Randolph],  the  junior  Senator 
from  West  Virginia  [Mr.  Byrd],  the 
Senator  from  Colorado  [Mr.  Allott], 
and  the  Senator  from  Ohio  [Mr.  Young], 
because  each  of  these  Senators  is  him¬ 
self  a  sponsor  of  a  bill  similar  in  legisla¬ 
tive  intent  to  my  amendment.  Each  has 
recognized  the  challenge  facing  this  Na¬ 
tion  and  the  importance  of  an  ac¬ 
celerated  program  for  advanced  educa¬ 
tion  in  order  to  meet  that  challenge. 

The  PRESIDING  OFFICER.  With¬ 
out  objection,  it  is  so  ordered. 

Mr.  SCOTT.  Madam  President,  will 
the  Senator  from  Nevada  yield? 

Mr.  CANNON.  I  yield. 

Mr.  SCOTT.  I  ask  that  my  name  also 
be  added  as  a  cosponsor  of  the  amend¬ 
ment.  I  strongly  urge  its  adoption. 

Mr.  SMATHERS.  Madam  President, 
will  the  Senator  from  Nevada  yield? 

Mr.  CANNON.  I  yield. 

Mr.  SMATHERS.  I  thank  the  Sen¬ 
ator  from  Nevada  for  having  included 
me  as  a  cosponsor  of  the  amendment. 
I  have  had  an  amendment  similar  to  this 
one  pending  in  the  Finance  Committee 
since  January  1961.  I  cannot  help  feel¬ 
ing  that  this  is  a  better  way  in  which  to 
educate  the  young  people  of  America,  or 
to  make  it  possible  for  their  parents  to 
educate  them,  rather  than  to  talk  about 
loan  or  grant  programs  or  other  pro¬ 
posals  of  that  type,  although  I  am  in 
favor  of  loan  programs.  However,  I  did 
not  see  fit  to  press  my  amendment  at 
this  particular  time  in  light  of  the  fact 
that  the  able  Senator  from  Nevada  had 
ventured  forth  with  his  amendment.  I 
still  believe  that  my  amendment  which 
also  includes  an  exemption  for  students 
who  work  their  way  through  school  as 
well  as  individuals  in  the  position  of 
foster  parents,  is  a  worthwhile  amend¬ 
ment. 
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I  am  delighted  to  know  that  progress 
appears  to  be  made  in  the  direction  of 
having  the  administration  look  with 
kindness  upon  an  approach  to  provide 
a  tax  deduction  for  parents  in  an  amount 
up  to  $600  of  the  cost  of  sending  each 
child  to  a  college  or  university.  Parents 
today  have  a  heavy  burden  due  to  the 
high  cost  of  tuition  in  sending  their 
children  to  schools  of  higher  learning. 
Many  of  them  find  it  an  impossible  task 
and  as  a  result  the  children  are  deprived 
of  furthering  their  education.  The  loser 
in  the  end  is  the  child  and  the  Nation. 
I  congratulate  the  able  Senator  from 
Nevada  upon  his  leadership  in  this  di¬ 
rection.  I  am  happy  to  join  with  him 
in  his  amendment.  With  administration 
help  I  sincerely  trust  we  will  achieve 
success  in  the  next  session  of  the  Con¬ 
gress. 

Mr.  CANNON.  I  thank  the  Senator 
from  Florida  for  his  remarks. 

Madam  President,  I  ask  unanimous 
consent  that  the  distinguished  junior 
Senator  from  Texas  [Mr.  Tower]  and 
the  distinguished  Senator  from  Rhode 
Island  [Mr.  Pastore]  also  be  added  as 
cosponsors  of  the  amendment. 

The  PRESIDING  OFFICER.  Without 
objection,  it  is  so  ordered. 

Mr.  CANNON.  Madam  President, 
many  of  the  Senators  whose  names  have 
been  added  at  their  request  as  cospon¬ 
sors  of  the  amendment  are  themselves 
the  sponsors  of  bills  having  a  similar 
legislative  intent,  each  of  them  recog¬ 
nizing  the  challenge  which  faces  the 
Nation  and  the  importance  of  an  ac¬ 
celerated  program  for  advanced  educa¬ 
tion  in  order  to  meet  that  challenge. 

On  Tuesday,  I  spoke  at  length  on  the 
floor  of  the  Senate  pointing  out  the 
urgent  need  in  the  Nation  for  an  accel¬ 
erated  program  to  train  additional 
needed  personnel  for  scientific  manpower 
utilization. 

In  addition,  I  have  consistently  sup¬ 
ported  programs  to  provide  aid  to  edu¬ 
cation  at  every  level.  My  amendment  is 
intended  to  make  possible  the  achieve¬ 
ment  of  some  of  those  goals  about  which 

1  spoke  on  Tuesday,  and  for  which  I  have 
voted  with  consistency.  It  would  pro¬ 
vide  an  additional  tax  exemption  to  the 
parent  of  any  child  under  23  who  is  a 
full-time  student  above  the  secondary 
level  at  an  educational  institution. 

As  of  October  1961,  approxmately 
2,900,000  students  under  the  age  of  23 
were  attending  universities  in  this  coun¬ 
try.  In  a  study  by  the  University  of 
Michigan,  it  was  determined  that  the 
average  annual  cost  per  student  was 
$1,550.  Of  this  amount,  the  student  had 
earned  and  saved  $360;  $130  was  pro¬ 
vided  by  scholarships;  $950  came  from 
parents;  and  $110  from  other  sources. 
The  study  also  showed  that  4  in  10  found 
financing  to  be  extremely  difficult,  while 

2  in  10  found  that  the  financial  assist¬ 
ance  which  they  were  able  to  obtain  was 
inadequate. 

I  believe  that  all  children  desire  an 
opportunity  to  compete  as  adults  on  an 
equal  basis  with  their  fellows.  I  believe 
that  every  parent  desires  to  give  his  child 
that  opportunity.  Yet,  many  of  our 
youth  are  being  denied  the  right  to  com- 
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pete  due  to  a  lack  of  advanced  training. 

A  study  financed  by  the  Ford  Foundation 
and  conducted  by  Elmo  Roper  &  Asso¬ 
ciates  revealed  that  60  percent  of  the  Na¬ 
tion’s  parents  had  no  savings;  and  of 
those  who  did  only  an  average  of  $150 
was  set  aside  for  college  expenses.  My 
amendment  would  assist  in  meeting  the 
expenses  and  thus  provide  an  added 
avenue  and  an  added  incentive  for  the 
Nation’s  youth  in  the  pursuit  of  higher 
education.  Many  additional  figures 
would  be  presented  to  show  that  there 
is  a  rather  desperate  financial  justifica¬ 
tion  for  this  amendment. 

Perhaps  more  important,  however,  in 
terms  of  the  Nation’s  continued  progress 
and  security  is  the  benefit  which  would 
accrue  by  making  possible  the  full 
academic  development  of  our  Nation’s 
youth. 

Madam  President,  in  the  past  there 
has  been  difficulty  in  getting  from  the 
Treasury  Department  a  statement  of  its 
position  on  such  a  proposal,  because  of 
the  cost  of  this  type  of  legislation.  Only 
today  I  received  from  the  Secretary  of 
the  Treasury  a  letter  which,  to  me,  points 
up  the  recognition  by  the  Treasury  De¬ 
partment  of  the  need  for  some  type  of 
approach  to  this  problem.  I  shall  ask 
unanimous  consent  that  the  entire  letter 
be  printed  in  the  Record,  but  first  I  wish 
to  emphasize  the  concluding  paragraph 
of  the  letter,  from  Secretary  Dillon, 
which  reads,  as  follows: 

In  the  light  of  the  overall  revenue  aspects 
of  the  pending  hill,  which  on  our  figures 
shows  a  gross  loss  on  a  full  year  basis  of 
$210  million,  the  addition  of  a  further  $400 
million  loss  is  obviously  quite  serious.  I 
feel  strongly  therefore  that  the  amendment 
should  be  deferred  until  next  year.  This 
will  permit  the  administration  to  conduct 
a  full  and  thorough  study  of  the  various 
approaches  to  financing  higher  education. 
We  plan  to  submit  to  the  Congress  early 
next  year  a  recommended  solution  to  the 
problem. 

Madam  President,  I  ask  unanimous 
consent  that  the  entire  letter  be  printed 
at  this  point  in  my  remarks. 

There  being  no  objection,  the  letter 
was  ordered  to  be  printed  in  the  Record, 
as  follows: 

The  Secretary  op  the  Treasury, 

Washington,  D.C.,  September  5,  1962. 
Hon.  Howard  W.  Cannon, 

U.S.  Senate, 

Washington,  D.C. 

Dear  Senator  Cannon:  I  am  writing  to 
you  in  regard  to  the  amendment  you  have 
proposed  to  H.R.  10650  to  grant  taxpayers  an 
extra  $600  dependency  deduction  for  each 
dependent  child  under  the  age  of  23  who  is  a 
full-time  student  above  the  secondary  level. 

The  problem  of  financing  the  higher  edu¬ 
cation  of  students,  with  which  your  amend¬ 
ment  is  concerned,  is  of  course  an  important 
.  one.  The  President  has  expressed  concern 
over  the  number  of  qualified  high  school 
graduates  who  are  unable  to  attend  college 
because  of  financial  reasons  and  has  pro¬ 
posed  a  program  of  scholarships  and  loans 
to  supplement  the  private  and  public 
scholarship  and  loan  programs  now  in  effect. 
Other  approaches  seek  to  provide  financial 
assistance  for  higher  education  by  granting 
various  tax  concessions.  All  these  ap¬ 
proaches  merit  serious  study.  A  solution  to 
the  basic  problem  of  financing  the  higher 
education  of  able  students  must  be  found. 
The  administration  is  pursuing  this  matter 
vigorously  in  order  to  reach  a  fair  and  effec¬ 
tive  solution. 


However,  I  do  not  believe  that  it  would  be 
desirable  to  attempt  to  deal  with  such  a 
vital  issue  as  financing  higher  education 
by  means  of  an  amendment  to  the  1962 
revenue  bill.  This  is  particularly  true  in 
view  of  the  fact  that  the  proposed  amend¬ 
ment  to  grant  taxpayers  extra  dependency 
deductions  for  college  students  would  in¬ 
volve  an  estimated  annual  revenue  loss  of 
at  least  $400  million.  This  estimate  is  based 
upon  the  following  considerations.  Approxi¬ 
mately  3  million  of  the  more  than  3  y2  mil¬ 
lion  students  enrolled  in  institutions  of 
higher  education  are  estimated  to  be  eligible 
for  the  extra  dependency  allowance.  At 
$600  per  eligible  student,  and  allowing  for 
the  fact  that  some  parents  of  college  stu¬ 
dents  do  not  report  taxable  income  sufficient 
to  absorb  the  extra  deduction,  this  means  a 
reduction  in  the  individual  income  tax  base 
of  $1.75  billion. 

In  1960  the  average  tax  rate  paid  on  taxable 
income  was  23  percent.  Twenty-three  per¬ 
cent  of  $1.75  billion  is  approximately  $400 
million.  This  is  undoubtedly  a  conservative 
estimate  because  it  is  to  be  expected  that 
the  income  of  taxpayers  who  have  children 
in  college  are  higher  than  that  reported  on 
the  average  taxable  income  tax  return,  and 
because  the  extra  deduction  would  reduce 
income  suhject  to  the  highest  marginal,  not 
the  average,  bracket  rate  paid  by  each  af¬ 
fected  taxpayer. 

In  the  light  of  the  overall  revenue  aspects 
of  the  pending  bill,  which  on  our  figures 
shows  a  gross  loss  on  a  full-year  basis  of 
$210  million,  the  addition  of  a  further  $400 
million  loss  is  obviously  quite  serious.  I 
feel  strongly  therefore  that  the  amendment 
should  be  deferred  until  next  year.  This 
will  permit  the  administration  to  conduct  a 
full  and  thorough  study  of  the  various  ap¬ 
proaches  to  financing  higher  education.  We 
plan  to  submit  to  the  Congress  early  next 
year  a  recommended  solution  to  the  problem. 

Sincerely  yours, 

Douglas  Dillon. 

Mr.  CANNON.  Madam  President,  I 
am  happy  to  state  that  the  Treasury 
Department  now  recognizes  the  serious¬ 
ness  of  the  problem  and  proposes  to  sub¬ 
mit  to  Congress  early  next  year,  so  that 
Congress  may  consider  the  enactment 
of  legislation  in  this  area,  a  recom¬ 
mended  solution  of  this  very  serious 
problem  which  confronts  approximately 
2,900,000  students  who  are  attending 
school. 

It  is  my  understanding  that  the  Sec¬ 
retary  of  the  Treasury  believes  that  if 
the  amendment  were  adopted  at  this 
time,  there  would  be  grave  doubt,  be¬ 
cause  of  the  deficit  which  will  be  cre¬ 
ated,  whether  the  bill  could  be  recom¬ 
mended  for  final  approval. 

I  shall  defer  to  the  distinguished  man¬ 
ager  of  the  bill  for  his  comments. 

Mr.  KERR.  Madam  President,  I  ex¬ 
press  deep  appreciation  to  the  distin¬ 
guished  Senator  from  Nevada,  first,  for 
the  amendment  he  has  discussed;  and 
second,  for  what  I  believe  to  be  the  con¬ 
structive  approach  he  has  shown. 

The  proposal  has  been  discussed  with 
officials  of  the  Treasury.  It  was  their 
opinion  that,  worthy  as  the  amendment 
is,  if  it  were  added  to  the  bill  it  would 
create  a  deficit  which  would  make  the 
bill  very  unattractive  and  possibly 
warrant  failure  of  its  approval. 

The  principle  of  the  Senator’s  amend¬ 
ment  is  highly  commendatory.  I  am 
glad  he  has  brought  it  up.  I  am  glad 
he  has  secured  a  commitment  from  the 
administration  that  it  is  a  subject  with 
reference  to  which  the  administration 
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will  make  an  appropriate  recommenda¬ 
tion  for  its  adequate  solution  early  next 
year. 

The  Senator  from  Nevada  has  made 
a  distinct  contribution  by  bringing  for¬ 
ward  a  proposal  which  is  of  deep  interest 
to  the  American  people,  one  which  will 
be  contributory  to  a  wider  spread  of  edu¬ 
cational  achievement  by  the  youth  of  our 
country.  I  thank  him  genuinely  for  the 
manner  in  which  he  has  handled  the 
situation. 

Mr.  CANNON.  I  thank  the  Senator 
from  Oklahoma. 

Mr.  RANDOLPH.  Mr.  President,  will 
the  Senator  from  Nevada  yield? 

The  PRESIDING  OFFICER  (Mr.  Bur¬ 
dick  in  the  chair) .  Does  the  Senator 
yield? 

Mr.  CANNON.  I  yield. 

Mr.  RANDOLPH.  I  commend  the 
Senator  from  Nevada  for  his  initiative 
and  industry  in  presenting  for  the  in¬ 
formation  of  the  Members  of  this  forum 
the  considered  and  valid  reasons  for  the 
adoption  of  the  amendment.  I,  too,  have 
introduced  proposed  legislation  relating 
to  this  problem.  It  was  presented  in 
January  1961,  for  myself  and  my  col¬ 
league  from  West  Virginia  [Mr.  Byrd]. 
I  felt  then,  in  presenting  S.  391,  as  I  feel 
now,  that  there  is  compelling  argument 
for  providing  this  exemption,  this  addi¬ 
tional  $600  benefit  for  the  taxpayer  in 
consideration  of  helping  to  offset  spiral¬ 
ing  education  costs  at  the  institutions  of 
collegiate  training. 

This  school  year  the  cost  for  education 
at  the  college  and  university  level  for 
approximately  4,600,000  young  men  and 
young  women  will  total  $9,500  million. 
Only  5  years  ago  that  cost  would  have 
been  $4,200  million  for  only  3  million  of 
our  young  people — which  indicates  that 
the  seriousness  of  this  problem  comes 
with  the  impact  of  the  greater  number 
of  our  youth  enrolled.  It  is  during  this 
period  of  special  impact  on  the  parents 
that  very  careful  attention  must  be  given 
the  imperative  need  for  this  added  ex¬ 
emption. 

I  have  in  my  files  letters  from  fathers 
who  struggle  with  the  costs  which  accrue 
to  them  when  they  have  two  or  three 
children  in  college.  One  of  these  citizens 
sets  down  the  problem  in  these  words: 

I  have  no  objection  to  paying  our  Federal 
income  taxes,  as  I  realize  that  our  Govern¬ 
ment  must  have  money  for  the  multitude  of 
purposes  set  forth  in  our  budget.  I  consider 
it  a  privilege  to  pay  my  small  share  in  help¬ 
ing  to  keep  our  country  great  and  good. 

However,  within  the  past  2  years,  two  of 
my  children  have  been  fortunate  enough  to 
enter  West  Virginia  institutions  of  higher 
education,  and  I  have,  under  our  American 
way  of  life,  been  fortunate  enough  to  have 
the  needed  income  to  pay  all  of  their  ex¬ 
penses.  For  the  school  year  of  1960—61,  it 
will  cost  me  approximately  $4,000,  or  $2,000 
per  student,  to  keep  these  two  in  college. 
At  the  same  time,  under  our  income  tax  laws 
I  am  allowed  an  exemption  of  only  $600  per 
student  or  a  total  of  $1,200.  Within  the  next 
3  years,  if  providence  permits,  I  shall  have  a 
third  child  in  college,  and  my  average  cost 
for  the  three  will  be  $6,000  per  year,  and  my 
total  exemption  will  be  $1,800. 

I  firmly  believe  that  higher  education  af¬ 
fords  one  of  the  best  ways  of  providing  bet¬ 
ter  American  leadership,  and  I  have  always 
strongly  urged  every  American  father  to 
attempt  to  provide  his  children  with  college 
educations.  If  this  recommendation  is  fol- 
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lowed,  I  believe  that  America  would  become 
a  better  country  in  which  to  live,  and  that 
we  will  thereby  make  certain  that  America 
will  always  remain  the  greatest  leader  among 
world  powers. 

Accordingly,  I  urge  that  legislation  be  en¬ 
acted  to  increase  the  personal  exemption 
under  our  income  tax  laws  to  at  least  $1,200 
tor  each  child  that  the  taxpayer  wholly  pro¬ 
vides  with  a  college  education. 

I  ask  unanimous  consent  to  have 
printed  at  this  point  in -the  Record,  in 
connection  with  my  remarks,  an  article, 
“College  Costs  Will  Hit  Record,”  pub¬ 
lished  today  in  the  Washington  Daily 
News.  It  indicates  the  heavy  and  in¬ 
creasing  expense  to  the  parents  of  the 
Nation,  because  of  the  mounting  cost  of 
the  education  of  their  children. 

There  being  no  objection,  the  article 
was  ordered  to  be  printed  in  the  Record, 
as  follows: 

College  Costs  Will  Hit  Record 
(By  Robert  Dietsch) 

It  will  cost  American  parents  almost  $9.5 
billion  to  send  4.6  million  offspring  to  college 
this  year. 

Both  figures  are  records. 

Five  years  ago,  parents  paid  about  $4.2  bil¬ 
lion  to  send  3  million  youngsters  to  college. 
And  because  spending  more  than  doubled 
in  the  period  while  the  number  of  students 
increased  only  53  percent,  it  should  be  no 
great  surprise  that: 

Since  1957,  spending  for  higher  education 
has  gone  up  faster  than  spending  on  any 
other  item  in  the  consumer’s  budget. 

ESTIMATE 

The  T7.S.  Office  of  Education  has  estimated 
2%  million  students  will  enroll  at  public- 
supported  colleges  and  universities  this 
month  and  1.84  million  at  private  insti¬ 
tutions.  In  1950,  the  total  was  2.7  million 
and  in  1957  about  3  million. 

Basic  charges  at  the  public  schools  (tuition 
and  fees)  have  gone  up  from  an  average 
$155  in  1958  to  $190  today.  At  private  col¬ 
leges  the  charges  have  zoomed  from  $526  to 
$740. 

The  differences  in  the  figures  indicate  why 
60  percent  of  today’s  college  students  enroll 
at  public  schools  and  only  40-percent  at  the 
private  ones. 

Five  years  ago,  total  costs  (tuition,  fees, 
books,  room,  board,  clothes,  transportation) 
were  $1,500  at  a  public-supported  college 
and  $2,000  at  a  private  school.  Educators 
now  put  those  averages  at  a  minimum  of 
$1,700  and  $2,500. 

Which  would  bring  total  outlays  at  public 
institutions  up  to  $4.6  billion  and  at  private 
institutions  up  to  $4.7  billion. 

In  the  last  5  years,  disposable  income  of 
all  Americans  rose  24  percent  (from  $293 
billion  to  current  rate  of  $382  billion) .  But 
spending  on  higher  education  more  than 
doubled.  • 

It  leads  any  list  showing  how  consumer 
spending  has  increased. 

Second  on  such  a  list  compiled  by  the 
investment  firm  of  David  L.  Babson  &  Co. 
is  expenditures  in  stocks  and  bonds  (up  90 
percent  from  1956  to  1962)  and  third  is 
private  school  expenditures,  up  85  percent. 

Spending  on  books  and  maps,  which 
might  be  related  to  education,  ranked  fifth — 
up  72  percent  and  only  slightly  behind  the 
75  percent  spending  increase  on  air  travel. 

REFLECTS  BOOM 

In  fact,  the  Babson  list  reflects  the  Ameri¬ 
can  boom  for  comforts,  conveniences,  luxu¬ 
ries,  entertainment,  and  culture.  The  only 
durable  goods  products  on  the  big  spend¬ 
ing  list  were  eyeglasses,  braces,  artificial 
limbs,  boats,  planes,  radios,  TV  sets,  records, 


and  musical  instruments — and  all  of  these 
are  connected  with  leisure,  recreation  or 
health. 

Behind  spending  increases  for  books  and 
maps  were  increased  outlays  for  transporta¬ 
tion  tolls  (up  65  percent) ,  private  hospitals 
(60  percent),  barbers  and  beauticians  (56 
percent),  participant  sports,  life  insurance 
expenses,  and  radio  and  TV  repair  (all  55 
percent)  and  bank  service  charges  and  toilet 
articles  (both  54  percent). 

Mr.  RANDOLPH.  Mr.  President,  I 
repeat  that  if  this  issue  is  delayed  today, 
it  must  be  met  in  the  coming  Congress. 

Mr.  CANNON.  Mr.  President,  I  thank 
the  distinguished  Senator  from  West 
Virginia  for  his  remarks. 

Mr.  SCOTT.  Mr.  President,  I  support 
the  amendment  offered  by  the  distin¬ 
guished  junior  Senator  from  Nevada 
[Mr.  Cannon]. 

On  January  20, 1959, 1  introduced  pro¬ 
posed  legislation  which  would  have  in¬ 
creased  the  amendment  on  personal  in¬ 
come  tax  exemption  allowed  a  taxpayer 
for  a  dependent  from  $600  to  $1,000  for 
any  taxable  year  in  which  such  depend¬ 
ent  was  a  student  attending  school  at 
the  college  level  or  above. 

It  has  long  been  my  feeling  that  the 
welfare  and  the  future  of  our  country  is 
closely  and  intimately  tied  to  the  educa¬ 
tional  accomplishments  of  our  young 
people.  The  mental  resources  and  tech¬ 
nical  skills  of  our  young  people  have  to 
be  developed  so  that  the  vast  knowledge 
and  mastery  of  complex  scientific  prin¬ 
ciples  so  vital  to  the  national  defense  are 
within  their  grasp.  The  full  resources 
for  strengthening  our  national  defense 
are  not  being  utilized  because  many  of 
our  young  people,  due  to  the  financial 
limitations  of  their  parents,  are  unable 
to  continue  their  educational  studies 
above  the  secondary  school  level. 

There  are  programs,  both  private  and 
Government,  which  have  aided  the  top 
qualified  students  desiring  to  continue 
their  education  beyond  high  school,  but 
I  feel  that  an  additional  exemption  of 
$600  to  a  taxpayer  who  has  a  dependent 
attending  a  school  of  higher  education 
on  a  full-time  basis  would  greatly  in¬ 
crease  the  educational  and  technical  po¬ 
tential  of  this  country  for  the  future,  and 
would  ease  the  heavy  burden  on  parents 
in  sending  their  children  to  college. 
Thousands  of  our  young  people  of  ability 
either  do  not  enter  college  or  have  to 
drop  out  before  graduation  for  financial 
reasons. 

This  amendment,  if  adopted,  would  go 
far  to  alleviate  the  loss  suffered  by  such 
dropouts  and  discontinuances  if  this 
amendment  is  favorably  considered  here 
today.  If  not,  I  urge  that  it  be  pre¬ 
sented  as  an  amendment  to  other  legis¬ 
lation  or  as  a  separate  bill. 

Mr.  President,  I  urge  the  Senate’s  fa¬ 
vorable  consideration  of  the  proposal. 

Mr.  CANNON.  Mr.  President,  in  view 
of  the  recognition  of  this  problem  by  the 
administration,  and  in  view  of  the  fact 
that  the  administration  intends  to  con¬ 
duct  a  full  and  thorough  study  of  the 
various  approaches,  and  plans  to  submit 
to  the  Congress,  early  next  year,  a  rec¬ 
ommended  solution,  I  intend  to  with¬ 
draw  my  amendment.  However,  before 


I  do  so,  I  yield  to  the  Senator  from 
Oregon  [Mr.  Morse],  who  wishes  to 
speak  on  the  amendment. 

Mr.  MORSE.  Mr.  President,  I  rise 
to  address  myself  briefly  to  the  amend¬ 
ment. 

I  must  completely  disagree  with  the 
Senator  from  Oklahoma  [Mr.  Kerr] 
that  this  is  a  desirable  amendment  from 
the  point  of  view  of  public  policy.  I 
point  out  that  the  amendment  is  not  a 
desirable  one  from  the  point  of  view  of 
policy,  and  that  it  is  not,  so  far  as  I 
know ,  a  part  of  the  administration’s  pro¬ 
gram.  The  administration  was  com¬ 
pletely  opposed  to  similar  amendments, 
throughout  all  of  our  consideration  of 
the  educational  program  of  S.  1021. 
Amendments  of  this  type  were  discussed 
then  but  not  adopted.  The  amendment, 
in  my  judgment,  is  unwise  from  the 
standpoint  of  educational  policy,  and  I 
believe  it  to  be  unwise  from  the  stand¬ 
point  of  tax  policy.  It  gives  no  help 
to  the  student  from  the  low-income 
family  who  needs  help  most  and  it  gives 
greatest  help  to  those  whose  family  in¬ 
come  is  highest. 

Taxes  should  be  based  upon  ability  to 
pay;  but  this  amendment  has  nothing 
to  do  with  the  general  problem  of  ability 
to  pay.  The  amendment  seeks  to  trans¬ 
fer  to  others  the  burden  of  paying  the 
cost  of  education  of  college  students. 
The  amendment  would  give  the  proposed 
benefit  to  the  parents  of  college  students, 
many  of  whom  are  in  middle  to  upper 
income  brackets. 

I  have  virtually  fought  my  heart  out 
on  the  floor  of  the  Senate,  working  to 
obtain  Federal  aid  to  education.  But 
Federal  aid  to  education  should  come 
directly  from  the  Treasury  of  the  United 
States  by  appropriation.  It  should  not 
be  provided  in  the  form  of  favoritism  to 
the  parents  of  some  college  students 
who  need  it  the  least. 

If  such  an  exemption  is  begun  as  a 
matter  of  tax  policy,  where  will  we  end 
the  making  of  exemptions  for  one  group 
after  another  which  have  enough  politi¬ 
cal  power  and  pressure  to  be  able  to  ob¬ 
tain  such  exemptions?  Rather,  I  believe 
we  should  end  the  practice  of  granting 
one  group  exemption  after  another  when 
such  exemptions  are  based  upon  the  po¬ 
litical  power  of  various  groups.  We 
should  proceed  to  determine,  from  the 
standpoint  of  public  policy,  what  we 
ought  to  spend  the  tax  dollars  for. 
Those  expenditures  should  come  from 
the  common  pool — the  Treasury  of  the 
United  States.  We  should  not  authorize 
various  groups  to  avoid  paying  their  fair 
share  of  taxes  which  are  based  upon  the 
sound  principle  of  ability  to  pay. 

I  favor  aid  to  colleges,  and  I  favor 
scholarship  and  loan  aid  to  students — 
but  not  by  means  of  such  special  legisla¬ 
tion  as  the  tax-exemption  approach  of 
this  amendment. 

I  should  like  to  have  the  sponsors  of 
this  proposal  give  to  Federal  aid-to-edu- 
cation  legislation  all  the  support  they 
wish  to  give  to  this  amendment.  We 
might  then  get  a  decent,  fair,  equalized, 
across-the-board  Federal  aid-to-educa- 
tion  program  for  the  public  elementary 
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and  secondary  schools.  We  could  then 
give  all  the  help  we  can  to  our  institu¬ 
tions  of  higher  learning,  and  to  their  stu¬ 
dents  by  way  of  scholarships  and  loans. 
But  all  such  aid  should  come  from  the 
Treasury  of  the  United  States  directly. 
It  should  not  issue  indirectly  from  a  tax 
exemption  amendment  such  as  that  pro- 
posed. 

Mr  CANNON.  Mr.  President,  I  with¬ 
draw  my  amendment.  • 

The  PRESIDING  OFFICER.  The 
amendment  of  the  Senator  from  Nevada 
is  withdrawn. 

Mr.  GORE.  Mr.  President,  perhaps 
it  would  be  appropriate  now  to  call  up 
my  amendment  which  would  reduce  the 
tax  exemption — now  provided  by  the 
bill — of  $35,000  a  year  for  bona  fide 
oversea  residents  to  $6,000,  or  exactly 
10  times  what  has  just  now  been  under 
consideration  in  the  case  of  a  parent 
who  has  a  child  in  college.  So  I  call 
up  my  amendment  which  is  identified  as 
“8-27-62 — G,”  and  ask  that  it  be  modi¬ 
fied,  on  page  2,  in  line  7,  by  making  the 
figure  at  that  point  read  “$6,000”. 

The  PRESIDING  OFFICER.  The 
amendment  will  be  stated. 

The  Legislative  Clerk.  On  page  134, 
beginning  with  line  24,  it  is  proposed  to 
strike  out  all  through  line  25  on  page  135 
and  insert  the  following: 

(a)  General  Rule. — In  the  case  of  an 
individual  citizen  of  the  United  States  who 
establishes  to  the  satisfaction  of  the  Secre¬ 
tary  or  his  delegate  that  he  has  been  a  bona 
fide  resident  of  a  foreign  country  or  coun¬ 
tries  for  an  uninterupted  period  which  in¬ 
cludes  an  entire  taxable  year,  amounts  re¬ 
ceived  from  sources  without  the  United 
States  (except  amounts  paid  by  the  United 
States  or  any  agency  thereof)  which  con¬ 
stitute  earned  income  attributable  to  serv¬ 
ices  performed  during  such  uninterrupted 
period  shall  not  be  included  in  gross  income 
and  shall  be  exempt  from  taxation  under  this 
chapter.  The  amount  excluded  under  this 
subsection  for  any  taxable  year  shall  be  com¬ 
puted  by  applying  the  special  rules  contained 
in  subsection  (c) . 

On  page  137,  strike  out  lines  4  through 
13  and  insert  the  following:  “a  daily 
basis  at  an  annual  rate  of  $6,000.” 

On  page  139,  line  2,  strike  out  “subsec¬ 
tion  (a)(1)”  and  insert  “subsection 
(a)”. 

On  page  139,  strike  out  lines  3  through 

20. 

On  page  140,  beginning  with  line  16, 
strike  out  all  through  line  3  on  page 
141  and  insert  the  following: 

(c)  Effective  Date. — The  amendments 
made  by  this  section  shall  apply  to  taxable 
years  beginning  after  December  31,  1962. 

Mr.  GORE.  Mr.  President,  by  the 
terms  of  the  pending  bill,  a  citizen  who 
establishes  a  so-called  permanent  resi¬ 
dence  in  Nassau  will  be  given  a  tax 
exemption  on  earned  income  from  for¬ 
eign  sources  of  $35,000  a  year.  Whereas 
a  citizen  of  the  United  States  begins  pay¬ 
ing  income  taxes  on  his  income  beyond 
$600,  a  citizen  who  establishes  a  resi¬ 
dence  outside  the  United  States,  but  re¬ 
tains  his  citizenship  in  the  United  States, 
will  have  an  exemption,  under  the  bill, 
of  $35,000  a  year.  I  think  that  is  un¬ 
reasonable;  it  is  only  one  of  the  many 
provisions  of  the  bill  with  which  I  found 


myself  in  sharp  disagreement  with  a  ma¬ 
jority  of  the  Senate  Finance  Committee. 

I  do  not  know  exactly  what  the  ex¬ 
emption  should  be.  Frankly,  I  think  it 
should  be  something  more  than  the  ex¬ 
emption  for  citizens  who  reside  in  the 
United  States.  I  would  like  to  see  it 
tied  to  the  kind  of  oversea  allowances 
that  our  ambassadors  receive  in  various 
countries,  but  it  seems  to  me  that  $6,000 
a  year  would  be  a  very  generous  amount 
of  tax-exempt  income.  It  is  10  times  the 
personal  exemption  of  a  resident  of  the 
United  States. 

I  shall  not  detain  the  Senate.  The 
issue  is  simple.  I  ask  for  a  vote. 

Mr.  KERR.  Mr.  President,  I  call  the 
attention  of  Senators  to  the  fact  that 
the  language  in  the  bill  is  restrictive,  not 
permissive.  As  of  now  and  up  to  this 
time  American  citizens  residing  abroad 
beyond  18  months,  who  are  bona  fide 
residents  of  another  country,  pay  no  tax 
on  their  income.  The  language  in  the 
bill  imposes  a  tax  upon  their  income.  It 
exempts  for  the  first  3  years  the  first 
$20,000  of  income. 

After  a  noninterrupted  period  of  3 
consecutive  years  of  bona  fide  residence 
in  a  foreign  country,  the  exemption  be¬ 
comes  $35,000. 

It  was  the  feeling  of  the  Finance  Com¬ 
mittee  that  such  a  provision  is  necessary 
to  enable  American  corporations  doing 
business  abroad  to  induce  residents  of 
our  country  to  leave  their  own  shores, 
leave  their  environment,  take  their  fami¬ 
lies  with  them  to  foreign  countries,  and 
there  reside  in  connection  with  the  op¬ 
eration  of  an  American  business  located 
in  a  foreign  country,  and  that  unless 
foreign  corporations  are  able  to  offer  in¬ 
ducements  of  this  kind,  they  cannot 
secure  the  kind  of  talent  and  ability 
that  will  enable  them  to  compete  suc¬ 
cessfully  in  the  operation  of  their  busi¬ 
nesses  in  other  countries. 

I  say  to  the  Senate  again  that  the 
language  in  the  bill  does  not  confer  a 
new  tax  exemption.  It  terminates  large 
tax  exemptions  which  are  now  in  the 
law.  It  is  highly  restrictive  in  compari¬ 
son  with  the  provisions  of  existing  law. 

It  was  adopted  by  the  House  Ways 
and  Means  Committee,  by  the  House 
itself,  and  by  the  Senate  Finance  Com¬ 
mittee,  after  the  testimony  of  represent¬ 
atives  of  American  industries  doing  busi¬ 
ness  abroad  that  in  no  other  way  could 
they  secure  the  experienced  and  able 
talent  required  to  permit  them  to  handle 
their  foreign  operations  competitively 
with  industries  and  companies,  either 
nationals  within  the  country  where  those 
American  companies  are  doing  business 
or  foreign  corporations  from  other  coun¬ 
tries  in  the  world  located  in  the  affected 
country  and  competing  with  American 
businesses  located  there. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  will  the  Senator  yield? 

Mr.  KERR.  I  yield. 

Mr.  LONG  of  Louisiana.  Are  Amer¬ 
ican  citizens  working  in  foreign  lands 
subject  to  the  State,  local,  and  Federal 
taxes  of  those  governments,  just  as  a 
person  working  in  this  country  is  sub¬ 
ject  to  the  taxes  of  Federal,  State,  and 
local  governments? 
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Mr.  KERR.  They  are.  They  must 
pay  the  taxes  of  the  countries  where 
they  reside,  and  in  many  of  those  coun¬ 
tries  the  taxes  exceed  those  paid  in  our 
country. 

Mr.  LONG  of  Louisiana.  If  the  logic 
is  correct  that  by  virtue  of  being  a  cit¬ 
izen  of  the  United  States  residing  in  a 
foreign  land,  a  person  would  owe  taxes, 
perhaps,  to  the  local,  State,  and  Federal 
governments  in  that  land  on  income 
earned,  would  not  the  same  logic  require 
that  the  U.S.  Federal,  State,  and  local 
governments — a  total  of  six  govern¬ 
ments — tax  the  same  income?  • 

Mr.  KERR.  That  would  be  the  case 
if  the  amendment  of  the  Senator  from 
Tennessee  were  adopted. 

Mr.  LONG  of  Louisiana.  As  I  under¬ 
stand  the  situation,  a  person  would  have 
to  live  overseas  for  3  years  as  a  bona 
fide  resident  there  before  the  $35,000 
exemption  limit  would  apply?  Up  to  that 
time  he  would  be  limited  to  an  exemp¬ 
tion  of  $20,000? 

Mr.  KERR.  The  Senator  is  correct. 

Mr.  LONG  of  Louisiana.  Beyond  that 
point,  he  would  still  be  subject  to  the 
taxes  of  this  Government  as  well  as  the 
governments  overseas? 

Mr.  KERR.  Except  to  the  extent  that 
the  taxes  he  owed  to  this  country  would 
be  after  he  had  received  credit  for  the 
taxes  he  paid  overseas. 

Mr.  LONG  of  Louisiana.  But  if  the 
logic  is  correct  that  this  taxation  should 
be  levied,  the  Senator  recognizes  that  a 
citizen  of  this  country  could  be  subject 
to  taxes  by  two  governments,  and  at 
three  different  levels  by  each  govern¬ 
ment,  a  total  of  six  different  types  of 
government? 

Mr.  KERR.  Yes. 

Mr.  GORE.  Mr.  President,  will  the 
Senator  yield? 

Mr.  KERR.  I  yield. 

Mr.  GORE.  Is  it  not  true  that  a  cit¬ 
izen  living  aljj’oad  who  pays  taxes  to  a 
foreign  government  receives  a  credit 
for  the  taxes  he  pays  to  that  foreign 
government  against  whatever  tax  lia¬ 
bility  he  may  have  to  the  U.S.  Govern¬ 
ment? 

Mr.  KERR.  As  I  stated  to  the  Sena¬ 
tor  from  Illinois,  the  American  taxpayer, 
in  computing  his  tax  liability  to  this 
country,  arrives  at  the  amount  of  his 
liability  after  having  taken  credit  for 
taxes  paid  to  the  foreign  government. 

Mr.  GORE.  I  would  like  to  ask  the 
Senator  two  more  questions. 

Under  present  law  a  person  who  is 
temporarily  abroad  for  17  out  of  18 
months  receives  an  exemption  of  $20,000 
a  year  on  his  earned  income  from  for¬ 
eign  sources. 

Mr.  KERR.  I  believe  that  is  correct. 

Mr.  GORE.  That  is  unchanged  by  the 
bill? 

Mr.  KERR.  I  think  that  is  true. 

Mr.  GORE.  Under  present  law,  as 
the  Senator  has  stated,  the  sky  is  the 
limit  on  tax  exemption  on  earned  in¬ 
come  for  bona  fide  nonresidents. 

Mr.  KERR.  I  am  not  familiar  with 
the  definition  of  the  language  “the  sky 
is  the  limit,”  but,  as  the  Senator  has 
said,  under  present  law,  if  a  U.S.  citi- 
is  a  bona  fide  resident  of  a  country  over- 
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seas,  after  18  months  he  is  not  subject  to 
income  taxes  in  this  country. 

Mr.  GORE.  Perhaps  that  is  a  rather 
good  description  of  “the  sky  is  the  limit.” 

Mr.  KERR.  Perhaps. 

Mr.  GORE.  The  bill  before  the  Sen¬ 
ate  would  provide  for  this  exemption,  in 
the  case  of  a  bona  fide  resident  abroad, 
in  two  steps.  If  I  went  abroad  and  be¬ 
came  a  permanent  resident,  for  the  first 
3  years  I  would  receive  a  tax  exemption 
of  $20,000,  but  after  having  been  a  resi¬ 
dent  abroad  for  3  years,  I  would  receive 
a  tax  exemption  of  $35,000. 

Mr.  KERR.  That  is  correct,  but  in 
that  same  period  of  time,  as  the  Senator 
well  knows,  and  as  I  have  indicated,  the 
Senator  would  be  paying  local,  State,  and 
Federal  taxes  in  the  land  where  he  was 
residing  and  receiving  an  income. 

Mr.  GORE.  That  fact  has  no  bearing 
upon  the  exemption  from  taxation  by  the 
United  States.  If  he  fell  in  the  income 
bracket  of  $600,  or  $6,000,  or  $60,000,  he 
would  still  get  a  credit  against  U.S.  taxes 
for  the  amount  of  taxes  he  paid  the  for¬ 
eign  government.  That  really  has  no 
bearing  upon  the  issue. 

Mr.  KERR.  The  Senator  from  Ten¬ 
nessee  may  not  agree  with  the  statement 
of  the  Senator  from  Oklahoma.  I  re¬ 
spect  the  Senator.  If  that  is  his  opin¬ 
ion,  he  is  justified  in  holding  it. 

Mr.  GORE.  Does  the  Senator  dis¬ 
agree? 

Mr.  KERR.  The  Senator  from  Okla¬ 
homa  has  said  that,  with  reference  to 
the  $20,000  exemption  and  the  $35,000 
exemption,  the  American  citizen  would 
be  paying  taxes  in  the  foreign  country 
in  which  he  resided. 

Mr.  GORE.  I  close  with  an  observa¬ 
tion. 

Mr.  KERR.  The  exemption  provided 
in  our  law  would  not  exempt  the  person 
from  paying  taxes  where  he  works. 

Mr.  GORE.  This  is  merely  another 
subsidy,  another  encouragement  for  the 
movement  of  industry  and  business  and 
jobs  overseas.  Why  give  a  tax  exemp¬ 
tion  to  a  permanent  resident  abroad  of 
10  times  the  tax  exemption  given  to  a 
citizen  at  home? 

Mr.  KERR.  Mr.  President,  I  cannot 
agree  with  the  statement  by  the  Senator 
from  Tennessee.  The  businesses  with 
reference  to  which  the  American  citizens 
are  employed  are  businesses  operating  at 
the  domestic  level  in  the  foreign  coun¬ 
tries.  They  are  engaged  in  the  business 
of  selling  products  which,  in  many  in¬ 
stances,  are  manufactured  in  this  coun¬ 
try.  For  instance.  Sears,  Roebuck  &  Co. 
has  outlets  around  the  world. 

They  are  not  exporting  jobs  from  this 
country  when  they  send  somebody  over¬ 
seas  to  manage  a  retail  outlet  in  Argen¬ 
tina,  in  Brazil,  anywhere  in  Latin 
America,  or  any  other  part  of  the  world. 
The  outlet  in  the  foreign  country  sells 
mainly  American-produced  products. 

What  these  companies  attempt  to  do 
is  to  find  the  most  able  talent  they  can 
to  go  overseas  to  effectively  manage  the 
local  branch  or  local  distribution  outlet, 
exactly  as  is  done  in  the  United  States. 
The  men  who  sell  in  those  markets  sell 
goods  produced  and  manufactured  in 
our  factories  and  sent  overseas  for  sale. 


That  creates  jobs  in  this  country-  it 
does  not  export  jobs.  ’ 

If  we  change  the  law  so  that  the  com¬ 
panies  cannot  employ  people  with  com¬ 
petitive  talent,  all  we  shall  do  is  either 
to  impair  their  business  or  put  them  out 
of  business.  If  we  should  do  that,  we 
would  destroy  American  jobs,  because, 
as  of  now,  countless  thousands  of  Amer¬ 
icans  are  engaged  in  manufacturing 
products  which  are  sold  in  the  outlets 
around  the  world. 

Rather  than  this  being  a  measure  to 
bring  about  the  export  of  jobs,  it  is  a 
measure  to  bring  about  the  creation  and 
maintenance  of  jobs  in  our  factories  at 
home,  in  which  men  and  women  produce 
the  products  which  American  companies 
sell;  whether  they  be  sewing  machines, 
washing  machines,  television  sets  or  any¬ 
thing  else. 

Mr.  LONG  of  Louisiana.  Mr.  Presi¬ 
dent,  will  the  Senator  yield? 

The  PRESIDING  OFFICER  (Mr.  Mc¬ 
Namara  in  the  chair) .  Does  the  Senator 
from  Oklahoma  yield  to  the  Senator 
from  Lousiana? 

Mr.  KERR.  I  yield. 

Mr.  LONG  of  Louisiana.  Is  it  not 
true  that  in  many  cases  the  people  of 
whom  we  are  speaking  compete  in  the 
same  countries  against  Japanese,  Ger¬ 
mans,  Englishmen,  Frenchmen,  and 
Italians,  trying  to  get  business  which  will 
generate  more  jobs  in  our  country?  In¬ 
sofar  as  we  put  our  business  people  in 
those  countries  at  a  competitive  disad¬ 
vantage  with  respect  to  those  with  whom 
they  are  competing,  from  other  coun¬ 
tries,  we  tend  to  lose  jobs  in  this  country, 
do  we  not? 

Mr.  KERR.  Not  only  do  we  lose  jobs 
in  this  country,  but  also  we  reduce  reve¬ 
nues  to  our  Government.  As  American 
industry  makes  money  overseas,  under 
the  language  of  the  bill  before  the  Sen¬ 
ate  the  profits  are  brought  back  home, 
and  the  profits  are  taxed  when  they  get 
here. 

It  is  very  simple,  Mr.  President. 
American  companies  which  do  business 
abroad  will  not  hire  Americans  and  send 
them  overseas  to  operate  outlets  merely 
because  the  businesses  love  them.  If 
they  can  employ  local  nationals  to  man¬ 
age  their  business  as  well  as  or  better 
than  somebody  from  this  country  can  do 
it,  or  as  well  for  less  money,  that  is  what 
they  will  do.  Only  when  they  find  that 
they  do  a  greater  volume  of  business  with 
correspondingly  greater  benefits  to  jobs 
and  revenues  back  home  do  they  employ 
the  American  citizens  and  give  them  the 
inducements  to  go  overseas,  to  enable 
them  more  effectively  to  compete  in  the 
foreign  markets,  as  the  Senator  from 
Louisiana  has  said,  with  outlets  supplied 
by  Japan,  Germany,  England,  Belgium, 
Luxembourg,  and,  even  Russia. 

Wherever  products  are  produced,  from 
wherever  business  organizations  have 
come  to  these  areas  seeking  to  do  busi¬ 
ness,  the  American  companies  find  them¬ 
selves  in  the  competition  provided  there¬ 
by. 

Mr.  LONG  of  Louisiana.  Is  it  not  also 
true  that  in  some  of  the  less  developed 
countries — I  have  particularly  in  mind 
the  Latin  American  countries — Ameri¬ 
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can  business  concerns,  such  as  Sears, 
Roebuck  &  Co.,  which  have  gone  there 
and  show  how  American  capitalism 
works  by  installing  American  methods, 
have  made  it  possible  for  the  people  to 
learn  how  capitalism  is  supposed  to 
work? 

Mr.  KERR.  That  is  true. 

Senators  are  as  aware  as  I  am  of  the 
fact  that  the  publications  in  the  greatest 
demand  in  many  of  the  underdeveloped 
countries  and,  for  that  matter,  in  the 
Communist  countries,  are  catalogs  from 
American  producing  and  distributing 
companies,  showing  all  the  American 
gadgets,  implements,  utilities,  and  so 
forth  which  have  been  produced  and 
which  are  available  for  them  to  buy. 

I  remember  very  well  the  testimony  of 
a  man  from  southern  California  who 
had  gone  to  Mexico.  He  had  taken  with 
him  his  American  organization.  They 
were  selling  tractors  and  farm  machin¬ 
ery.  This  man  told  our  committee  that 
his  volume  was  $5  million  a  year,  as  I 
recall,  and  every  dollar  resulted  from 
sales  of  products  manufactured  in  this 
country  by  American  workers.  Through 
the  development  of  his  organization  in 
Mexico,  he  was  selling  in  competition 
with  implements  and  machinery  being 
brought  in  from  many  other  countries. 
He  took  his  American  organization  there 
because  it  was  effective  and  successful 
in  the  competition. 

The  companies  which  go  into  foreign 
countries  to  distribute  American  prod¬ 
ucts  need  the  best  talent  they  can  get. 

In  order  to  get  it  they  must  offer  cer¬ 
tain  inducements.  Certainly  we  would 
be  penny  wise  and  pound  foolish  to 
adopt  the  amendment  offered  by  the 
Senator  from  Tennessee. 

Mr.  SMATHERS.  Mr.  President,  will 
the  Senator  yield? 

Mr.  KERR.  I  yield  to  the  Senator 
from  Florida. 

Mr.  SMATHERS.  Is  it  not  a  fact  that 
the  proposal  made  by  the  Finance  Com¬ 
mittee,  which  is  in  the  bill,  would  greatly 
tighten  existing  law  in  this  particular 
respect? 

Mr.  KERR.  The  Senator  is  correct. 

Mr.  SMATHERS.  Is  it  not  a  fact  that 
we  endeavored  to  do  that  in  order  to  get 
at  motion  picture  stars  and  others  who 
might  make  large  amounts  of  money 
and  go  overseas  to  avoid  taxes? 

Mr.  KERR.  The  Senator  is  correct. 
We  attempted  in  the  bill  to  cover  the 
people  who  were  leaving  the  country  to 
provide  havens  for  themselves,  but  also 
to  continue  to  protect  American  industry 
competitively  situated  in  the  distribu¬ 
tion  of  American  products  in  foreign 
countries. 

Mr.  SMATHERS.  Is  it  not  a  fact  that 
the  reason  for  the  $35,000  limitation  is, 
as  the  Senator  so  ably  says,  to  protect 
the  representatives  of  American  business 
doing  business  abroad?  This  provision 
was  in  no  way  designed  to  permit  any¬ 
body  to  seek  a  tax  haven.  We  took  care 
of  that  earlier  by  providing  that  any¬ 
body  who  had  an  income  above  the 
$35,000  limitation  would  have  to  pay  the 
total  tax. 

Mr.  KERR.  The  Senator  is  correct. 

I  am  sure  the  distinguished  Senator  re- 
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calls  the  testimony  by  those  represent¬ 
ing  large  families  of  Americans  who  live 
overseas.  The  heads  of  those  families 
send  their  children  back  to  this  country 
to  school,  at  great  expense  in  regard  to 
transportation  to  and  from  this  country. 
They  are  living  far  removed  from  their 
families  and  parents. 

The  opportunity  to  provide  incentive 
is  absolutely  necessary  if  the  American 
companies  doing  business  abroad  are  to 
be  permitted  to  remain  in  a  competitive 
position. 

Mr.  GORE.  Mr.  President,  to  be  spe¬ 
cific,  if  I  had  been  a  resident  of  Nassau 
for  3  years,  the  bill  would  give  me  a  per¬ 
sonal  tax  exemption  of  $35,000.  That 
means  that  a  tax  subsidy  in  the  amount 
of  the  tax  I  would  owe  on  $35,000  a  year 
would  be  provided  for  me  to  live  in  Nas¬ 
sau  instead  of  in  Miami.  It  is  not  very 
far  from  Miami  to  Nassau.  I  believe  the 
flight  is  about  30  or  40  minutes,  and  the 
fare  is  low.  One  can  be  a  so-called  per¬ 
manent  resident  of  Nassau  but  be  a 
frequent  visitor  to  and  do  business  in 
Miami,  while  drawing  his  salary  in  Nas¬ 
sau  from  a  technically  foreign  source. 

It  is  true,  as  has  been  said,  that  under 
present  law,  there  is  no  tax  on  earned 
income  of  a  so-called  permanent  resi¬ 
dent  abroad.  The  bill  would  require 
some  taxes  on  a  few  of  these.  I  think 
a  $35,000  exemption  is  utterly  unreason¬ 
able. 

The  reason  I  made  the  statement  that 
the  measure  was  another  encourage¬ 
ment  for  the  movement  of  business 
abroad  is  that  it  would  be  easier  to  per¬ 
suade  people  to  go  abroad  if  we  give 
them  a  tax  exemption  of  $35,000  a  year. 
I  think  it  is  unjustified.  The  commit¬ 
tee  has  done  something,  but  in  this  case, 
it  has  not  done  enough.  The  committee 
started  in  the  right  direction,  as  was  the 
case  in  several  other  instances  in  the 
bill. 

I  should  like  now  to  refute  another 
statement  that  my  distinguished  friend 
from  Oklahoma  made.  He  seemed  to 
treat  the  whole  subject  of  the  movement 
of  industry,  business,  and  investment 
abroad  as  something  that  would  increase 
jobs  in  the  United  States.  It  would, 
instead,  increase  exports. 

I  should  like  to  cite  some  figures. 
The  U.S.  News  &  World  Report  last  year 
published  the  results  of  a  survey  of  75 
firms  with  substantial  foreign  sales.  I 
wish  to  state  the  figures  which  show 
how  their  manufacturing  abroad  is  dis¬ 
placing  production  from  our  own  fac¬ 
tories  in  this  country.  In  1950,  these 
companies  produced  abroad  only  36  per¬ 
cent  of  what  they  sold  abroad.  By  1955, 
they  were  producing  abroad  56  percent 
of  their  foreign  sales.  By  1960,  this  fig¬ 
ure  had  leaped  to  68  percent.  That 
means  the  displacement  of  U.S.  exports. 
I  will  not  further  belabor  the  point.  I 
hope  the  Senate  will  agree  to  the  amend¬ 
ment.  How  can  we  say  that  someone 
living  in  Nassau  should  be  given  more 
than  10  times  the  tax  exemption  of  a 
person  living  in  Miami? 

The  PRESIDING  OFFICER.  The 
question  is  on  agreeing  to  the  amend¬ 
ment  of  the  Senator  from  Tennessee. 

Mr.  DOUGLAS.  Mr.  President,  I  ask 
for  a  division. 


The  Senate  proceeded  to  divide. 

Mr.  HOLLAND.  Mr.  President,  I  sug¬ 
gest  the  absence  of  a  quorum. 

The  PRESIDING  OFFICER.  The 
clerk  will  call  the  roll. 

The  legislative  clerk  proceeded  to  call 
the  roll. 

Mr.  KERR.  Mr.  President,  I  ask 
unanimous  consent  that  the  order  for 
the  quorum  call  be  rescinded. 

The  PRESIDING  OFFICER  (Mr.  Bur¬ 
dick  in  the  chair) .  Without  objection  it 
is  so  ordered. 

The  question  is  on  agreeing  to  the 
amendment  of  the  Senator  from  Ten¬ 
nessee  [Mr.  Gore].  [Putting  the  ques¬ 
tion.] 

Mr.  DOUGLAS.  Mr.  President,  I  ask 
for  a  division. 

On  a  division  the  amendment  was  re¬ 
jected. 

Mr.  DOUGLAS.  Mr.  President,  will 
the  Presiding  Officer  state  the  count  on 
the  vote? 

Mr.  CURTIS.  I  ask  for  the  regular 
order. 

Mr.  DOUGLAS.  Will  the  Presiding 
Officer  state  the  count  on  the  vote?  I 
suggest  the  absence  of  a  quorum. 

Mr.  HOLLAND.  A  point  of  order.  No 
business  has  been  transacted. 

The  PRESIDING  OFFICER.  Ordi¬ 
narily  the  result  of  a  standing  vote  is 
not  announced. 

Mr.  DOUGLAS.  May  we  have  it  an¬ 
nounced  in  this  case? 

Mr.  MANSFIELD.  I  ask  unanimous 
consent  that  the  vote  be  taken  and  that 
the  Senator  from  Illinois  be  notified  of 
what  it  was. 

Mr.  LONG  of  Louisiana.  A  parlia¬ 
mentary  inquiry. 

The  PRESIDING  OFFICER.  The 
Senator  will  state  it. 

Mr.  LONG  of  Louisiana.  Is  it  not  the 
practice  that  on  a  standing  vote,  if  there 
are  more  nays  than  yeas,  the  clerk  stops 
counting  at  the  time  he  arrives  at  the 
conclusion? 

Mr.  DOUGLAS.  A  parliamentary 
inquiry. 

The  PRESIDING  OFFICER.  The 
Senator  will  state  it. 

Mr.  DOUGLAS.  It  may  be  the  prac¬ 
tice.  However,  can  the  Senate  take 
action  unless  a  quorum  is  present?  Is  a 
Senator  to  be  deprived  of  the  knowledge 
of  how  many  Senators  are  present?' 

Mr.  MANSFIELD.  I  have  a  unani¬ 
mous  consent  request  pending.  I  should 
like  to  have  it  honored. 

The  PRESIDING  OFFICER.  Is  there 
objection  to  the  unanimous  consent  re¬ 
quest  of  the  Senator  from  Montana? 
The  Chair  hears  none,  and  it  is  so 
ordered. 

Mr.  CANNON.  What  is  th£  request? 
Mr.  MANSFIELD.  That  a  count  be 
taken  and  that  the  count  be  announced 
to  the  Senator  from  Illinois. 

Mr.  DOUGLAS.  That  the  previous 
count  be  announced. 

Mr.  BUSH.  Reserving  the  right  to 
object - 

Mr.  MANSFIELD.  Is  there  objection? 
I  believe  the  request  was  agreed  to. 

The  PRESIDING  OFFICER.  It  is 
agreed  to.  As  many  as  favor  the  amend¬ 
ment  will  rise  and  stand  until  counted. 


September  5 

[After  a  pause.]  Those  who  oppose  the 
amendment  will  rise  -and  stand  until 
counted. 

On  this  vote  the  yeas  are  11  and  the 
nays  are  15.  The  amendment  is  re¬ 
jected. 

Mr.  DOUGLAS.  Obviously  a  quorum 
is  not  present.  I  make  the  point  that  a 
quorum  is  not  present.  I  suggest  the 
absence  of  a  quorum. 

Mr.  HOLLAND.  May  I  be  heard  on 
that  question?  A  quorum  may  be  sug¬ 
gested  after  the  Chair  rules  and  the 
Senate  transacts  business,  but  not  be¬ 
fore. 

Mr.  DOUGLAS.  I  suggest  the  absence 
of  a  quorum. 

The  PRESIDING  OFFICER.  The 
clerk  will  call  the  roll. 

Mr.  HOLLAND.  Has  the  vote  been 
announced? 

The  PRESIDING  OFFICER.  It  has 
been  announced. 

Mr.  KERR.  A  parliamentary  inquiry. 

The  PRESIDING  OFFICER.  The 
Senator  will  state  it. 

Mr.  KERR.  Has  the  vote  on  the 
amendment  been  concluded? 

The  PRESIDING  OFFICER.  It  has 
been  concluded. 

Mr.  KERR.  Has  the  amendment  been 
rejected? 

The  PRESIDING  OFFICER.  The 
amendment  has  been  rejected. 

Mr.  DOUGLAS.  How  can  a  motion  be 
defeated  when  a  quorum  is  not  present 
to  pass  upon  it? 

The  PRESIDING  OFFICER.  The 
absence  of  a  quorum  was  not  suggested 
until  after  the  vote. 

Mr.  DOUGLAS.  I  previously  sug¬ 
gested  the  absence  of  a  quorum. 

The  PRESIDING  OFFICER.  There 
are  two  ways  in  which  to  establish  a 
quorum — either  by  a  yea  and  nay  vote 
or  by  a  request  for  a  quorum. 

Mr.  HICKENLOOPER.  Mr.  President, 
I  ask  for  the  regular  order. 

The  PRESIDING  OFFICER.  On  a  di¬ 
vision  the  count  does  not  affect  a  quorum. 

Mr.  DOUGLAS.  This  is  obviously  an¬ 
other  way  in  which  to  whipsaw  the  Sen¬ 
ate  to  pass  measures  by  a  small  num¬ 
ber  of  Senators.  If  the  rules  permit 
such  a  procedure,  the  rules  are  foolish. 

Mr.  MANSFIELD.  I  ask  unanimous 
consent  that  the  vote  previously  an¬ 
nounced  be  rescinded  and  that  I  may  be 
allowed  to  suggest  the  absence  of  a 
quorum. 

The  PRESIDING  OFFICER.  Is 
there  objection?  The  Chair  hears  none, 
and  it  is  so  ordered.  The  clerk  will  call 
the  roll. 

The  Chief  Clerk  proceeded  to  call  the 
roll. 

Mr.  MANSFIELD.  Mr.  President,  I 
ask  unanimous  consent  that  the  order 
for  the  quorum  call  be  rescinded. 

The  PRESIDING  OFFICER.  With¬ 
out  objection,  it  is  so  ordered. 

Mr.  MANSFIELD.  Mr.  President,  on 
the  Gore  amendment,  I  ask  for  the  yeas 
and  nays. 

The  yeas  and  nays  were  ordered. 

The  PRESIDING  OFFICER.  The 
question  is  on  agreeing  to  the  amend¬ 
ment  of  the  Senator  from  Tennessee 
[Mr.  Gore].  The  yeas  and  nays  have 
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been  ordered,  and  the  clerk  will  call  the 
roll. 

The  Chief  Clerk  called  the  roll. 

Mr.  HUMPHREY.  I  announce  that 
the  Senator  from  Mississippi  [Mr.  East- 
land]  and  the  Senator  from  Washington 
[Mr.  Magnuson]  are  absent  on  official 
business. 

I  further  announce  that  the  Senator 
from  New  Mexico  [Mr.  Anderson],  the 
Senator  from  Nevada  [Mr.  Bible],  the 
Senator  from  Wyoming  [Mr.  Hickey], 
and  the  Senator  from  Missouri  IMr. 
Symington]  are  necessarily  absent. 

Mr.  KUCHEL.  I  announce  that  the 
Senator  from  Utah  [Mr.  Bennett],  the 
Senator  from  South  Dakota  [Mr.  Bot¬ 
tom],  the  Senator  from  Arizona  [Mr. 
Goldwater],  the  Senator  from  Kentucky 
[Mr.  Morton],  and  the  Senator  from 
New  Hampshire  [Mr.  Murphy]  are  nec¬ 
essarily  absent. 

If  present  and  voting,  the  Senator 
from  Utah  [Mr.  Bennett],  the  Senator 
from  South  Dakota  [Mr.  Bottom],  the 
Senator  from  Kentucky  [Mr.  Morton], 
and  the  Senator  from  New  Hampshire 
[Mr.  Murphy]  would  each  vote  “nay.” 

The  result  was  announced — yeas  36,' 
nays  53,  as  follows: 

[No.  245  Leg.] 

YEAS— 36 


Allott 

Hart 

Miller 

Bartlett 

Humphrey 

Morse 

Burdick 

Jackson 

Moss 

Cannon 

Javits 

Muskie 

Carroll 

Johnston 

Neuberger 

Case. 

Keating 

Pastore 

Church 

Kefauver 

Pell 

Clark 

Kuchel 

Proxmire 

Douglas 

Lausche 

Scott 

Ervin 

Long,  Hawaii 

Thurmond 

Gore 

McNamara 

Yarborough 

Gruening 

Metcalf 

NAYS— 53 

Young,  Ohio 

Aiken 

Fulbright 

Pearson 

Beall 

Hartke 

Prouty 

Boggs 

Hayden 

Randolph 

Bush 

Hickenlooper 

Robertson 

Butler 

Hill 

Russell 

Byrd,  Va. 

Holland 

Saltonstall 

Byrd,  W.  Va. 

Hruska 

Smathers 

Capehart 

Jordan,  N.C. 

Smith,  Mass. 

Carlson 

Jordan,  Idaho 

Smith,  Maine 

Chavea 

Kerr 

Sparkman 

Cooper 

Long,  Mo. 

Stennis 

Cotton 

Long,  La. 

Talmadge 

Curtis 

Mansfield 

Tower 

Dirksen 

McCarthy 

Wiley 

Dodd 

McClellan 

Williams,  N.J. 

Ellender 

McGee 

Williams,  Del. 

Engle 

Monroney 

Young,  N.  Dak. 

Fong 

Mundt 

NOT  VOTING— 

-11 

Anderson 

Eastland 

Morton 

Bennett 

Goldwater 

Murphy 

Bible 

Hickey 

Symington 

Bottum 

Magnuson 

So  Mr.  Gore’s  amendment  was  re¬ 
jected. 

Mr.  KERR.  Mr.  President,  I  move 
that  the  vote  by  which  the  amendment 
was  rejected  be  reconsidered. 

Mr.  DIRKSEN.  Mr.  President,  I  move 
that  the  motion  to  reconsider  be  laid  on 
the  table. 

The  motion  to  lay  on  the  table  was 
agreed  to. 

The  PRESIDING  OFFICER.  The 
Chair  wishes  to  have  inserted  in  the 
Record  precedents  from  “Senate  Proce¬ 
dure,”  on  pages  632  and  633,  upholding 
the  practice  of  the  Senate  in  declaring 
that  it  is  not  necessary  for  a  quorum  to 
be  present  in  order  to  vote  by  a  division. 

Is  there  objection? 


There  being  no  objection,  the  excerpt 
from  the  volume  “Senate  Procedure,” 
pages  632  and  633,  was  ordered  to  be 
printed  in  the  Record,  as  follows: 

The  Presiding  Officer  is  not  required  nor 
is  it  a  practice  of  the  Senate  to  announce  the 
number  voting  on  a  division;  34  and  usually 
the  number  voting  for  or  against  a  proposi¬ 
tion  on  a  division  vote,  under  the  practice 
of  the  Senate,  is  not  stated  by  the  Presiding 
Officer;  35  he  merely  declares  the  results;  30  at 
times  the  number  voting  on  a  division  have 
been  announced.37 

There  is  no  question  of  a  quorum  involved 
in  a  division  vote;  38  it  is  not  required  that  a 
quorum  shall  vote  on  a  division39  and  the 
vote  is  not  invalidated  because  of  that  fact;  40 
the  number  voting  on  a  division  is  imma¬ 
terial,  the  question  being  simply  whether  the 
larger  vote  is  on  the  one  side  or  the  other.41 

Where,  on  a  division,  less  than  a  quorum 
voted  on  a  question,  the  Presiding  Officer 
held  the  vote  was  valid,  and  that  it  was  not 
in  order,  after  a  quorum  call  which  had  been 
demanded  by  a  Senator,  to  ash  for  another 
division  upon  the  question.42 

An  announcement  by  the  Presiding  Officer 
that,  on  a  division,  less  than  a  quorum  voted 
does  not  officially  disclose  the  absence  of  a 
quorum;  where,  in  such  a  case,  the  Presid¬ 
ing  Officer  made  no  declaration  of  the  re¬ 
sult,  the  Senate,  on  appeal,  decided  the  ques¬ 
tion  had  not  been  determined.13 

An  amendment,  on  a  division,  having  re¬ 
ceived  a  majority  of  the  votes  cast,  although 
not  a  quorum,  was  declared  to  have  been 
adopted;  while  the  number  of  votes  an¬ 
nounced  by  the  Presiding  Officer  was  less 
than  a  quorum,  it  does  not  officially  show 
that  a  quorum  is  not  present;  a  quorum  is 
presumed  to  be  present  until  the  contrary  is 
shown,44  and  any  Senator  can  call  for  a 
quorum  before  the  vote  is  announced. 

Mr.  DIRKSEN.  Mr.  President,  I 
should  like  to  ask  the  majority  leader 
whether  it  is  the  intention  to  complete 
action  on  the  bill  tonight. 

Mr.  MANSFIELD.  I  am  hopeful  that 
that  can  be  done.  I  do  not  know  how 
many  more  amendments  will  be  offered. 
So  far  as  I  know,  the  Senator  from  Min¬ 
nesota  [Mr.  McCarthy]  will  have  an 
amendment — if  he  intends  to  offer  it; 
and  the  Senator  from  Illinois  [Mr. 
Douglas]  will  have  an  amendment. 

Mr.  FULBRIGHT.  I  intend  to  offer 
an  amendment  on  behalf  of  the  Senator 
from  Minnesota. 

Mr.  MANSFIELD.  The  Senator  from 
Iowa  [Mr.  Hickenlooper]  will  have  an 


34  Aug.  11,  1914,  63-2,  Record,  pp.  13612, 
13613;  see  also  Mar.  6,  1940,  76-3,  Record,  p. 
2440. 

86  Jan.  19,  1944,  78-1,  Record,  p,  398;  July 
10,  1947,  80-1,  Record,  p.  8610;  Mar.  6,  1940, 
76-3,  Record,  p.  2440;  see  also  Mar.  28,  1933, 
73-1,  Record,  p.  927. 

30  Sept.  8,  1922,  67-2,  Record,  p.  12250. 

87  Mar.  18,  1940,  76-3,  Record,  p.  2985;  Apr. 
5,  1940,  76-3,  Record,  p.  4104;  May  21,  1940, 
76-3,  Record,  p.  6495;  June  14,  1940,  76-3, 
Record,  p.  8252;  Mar.  7,  1940,  76-3,  Record, 
pp.  2467-2468;  Mar.  19,  1935,  74-1,  Record,  p. 
3971;  Mar.  15,  1940,  76-3,  Record,  p.  2959; 
Mar.  21,  1940,  76-3,  Record,  p.  3213. 

88  May  4,  1914,  63-2,  Record,  p.  7671. 

30  Jan.  18,  1915,  63-3,  Record,  p.  1766. 

40  See  Mar.  10, 1916,  64-1,  Record,  p.  3898. 
a  May  4,  1914,  63-2,  Record,  p.  7671. 

42  June  15,  1910,  61-2,  Record,  pp.  8162- 
8167. 

43  Aug.  18,  1922,  67-2,  Journal,  p.  393,  Rec¬ 
ord,  pp.  11559-11561. 

44  Mar.  25,  1920,  66-2,  Record,  pp.  4812, 
4813. 


amendment,  and  perhaps  other  Sena¬ 
tors  will  have  amendments.  The  Senate 
will  remain  in  session  tonight  in  order 
to  finish  the  bill,  if  possible. 

Mr.  HICKENLOOPER.  My  remarks 
on  my  amendment  will  be  brief. 

Mr.  DIRKSEN.  I  think  the  amend¬ 
ment  of  the  Senator  from  Minnesota 
[Mr.  McCarthy]  will  be  offered  by  the 
Senator  from  Arkansas. 

Mr.  FULBRIGHT.  That  is  correct. 

Mr.  DIRKSEN.  Mr.  President,  at 
least  that  gives  us  some  idea. 

Mr.  MORSE.  Mr.  President,  will  the 
Senator  from  Montana  yield? 

Mr.  MANSFIELD.  I  yield. 

Mr.  MORSE.  When  the  majority 
leader  spoke  about  finishing  considera¬ 
tion  of  the  bill  tonight,  did  he  mean 
finishing  the  amendments  or  finishing 
the  speeches  on  the  bill,  following  the 
third  reading? 

Mr.  MANSFIELD.  That  all  depends 
on  the  membership;  it  is  not  up  to  the 
Senator  from  Illinois  and  the  Senator 
from  Montana.  We  are  the  servants  of 
the  Senate.  We  hope  to  do  the  best  we 
can.  If  that  is  the  decision  of  the  Sen¬ 
ate,  we  shall  do  the  best  we  can. 

Mr.  MORSE.  But  apparently  there 
are  four  or  five  or  six  amendments  still 
to  be  acted  on,  and  there  are  still 
speeches  to  be  made  on  the  bill.  I  do 
not  know  how  many  speeches  will  be 
made  on  it;  but  the  amendments  and 
the  speeches  might  require  that  the  ses¬ 
sion  continue  until  a  rather  late  hour. 

Mr.  MANSFIELD.  That  might  well 
be. 

Mr.  MILLER.  Mr.  President,  I  call 
up  the  amendment  which  I  have  at  the 
desk,  and  ask  that  it  be  stated. 

Mr.  MANSFIELD.  Mr.  President,  will 
the  Senator  from  Iowa  yield? 

Mr.  MILLER.  I  yield. 

Mr.  MANSFIELD.  I  am  about  to  pro¬ 
pound  a  unanimous-consent  request,  al¬ 
though  I  do  not  know  whether  it  will  be 
agreed  to.  But  in  view  of  the  fact  that 
a  number  of  Senators  have  indicated 
that  they  have  amendments  to  offer,  I 
propose  that  there  be  a  time  limitation 
of  30  minutes  on  each  amendment,  oi¬ 
ls  minutes  to  a  side. 

The  PRESIDING  OFFICER.  Is  there 
objection? 

Mr.  DOUGLAS.  Mr.  President,  re¬ 
serving  the  right  to  object,  let  me  state 
that  I  have  an  amendment  on  the  de¬ 
pletion  allowance.  The  amendment 
strikes  at  the  greatest  abuse  in  the  entire 
tax  system.  I  shall  not  present  the 
amendment  at  undue  length,  but  I  be¬ 
lieve  it  should  be  presented  in  such  fash¬ 
ion  that  it  can  be  properly  heard  and 
considered. 

Mr.  KERR.  How  much  time  does  the 
Senator  from  Illinois  think  he  will  need? 

Mr.  DOUGLAS.  I  do  not  intend  to 
speak  at  undue  length;  but  I  wish  to 
have  the  subject  treated  in  thorough 
fashion.  I  should  not  require  more  than 
an  hour. 

So  I  object. 

Mr.  MORSE.  Mr.  President,  a  parlia¬ 
mentary  inquiry. 

The  PRESIDING  OFFICER.  The 
Senator  from  Oregon  will  state  it. 
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Mr.  MORSE.  Was  objection  made  to 
the  proposed  unanimous-consent  agree¬ 
ment? 

The  PRESIDING  OFFICER.  Objec¬ 
tion  was  heard. 

Mr.  MILLER.  Mr.  President,  I  call 
up  my  amendment  and  ask  that  it  be 
stHitod 

The  PRESIDING  OFFICER.  The 
amendment  will  be  stated. 

The  Chief  Clerk.  It  is  proposed  to 
add  to  the  bill  a  new  section  entitled 
“Incentive  Taxation  of  Growth  Income.” 

Mr.  MILLER.  Mr.  President,  I  ask 
unanimous  consent  that  the  reading  of 
the  amendment  be  dispensed  with,  and 
that  the  amendment  be  printed  in  full 
in  the  Record. 

The  PRESIDING  OFFICER.  Is  there 
objection? 

There  being  no  objection,  the  amend¬ 
ment  submitted  by  Mr.  Miller  was  or¬ 
dered  to  be  printed  in  the  Record,  as 
follows: 

Add  the  following  new  section  to  the  bill: 
“Sec.  .  Incentive  Taxation  of  Growth 
Income. 

“(a)  Reduced  Rates  on  Growth  Income. — 

“(I)  Section  1  of  the  Internal  Revenue 
Code  of  1954  is  amended  by  striking  sub¬ 
section  ‘(d)  ’  and  inserting  in  lieu  thereof  the 
following: 

“  ‘(d)  Tax  on  Growth  Income.— Not¬ 
withstanding  the  rates  of  tax  prescribed 
above,  the  tax  on  growth  income  shall  be 
reduced  by  an  amount  equal  to  one-half  the 
tax  otherwise  computed  on  the  basis  of 
such  rates:  Provided,  That  such  reduction 
shall  not  exceed  the  tax  for  the  first  im¬ 
mediately  preceding  full  taxable  year:  And 
provided  further.  That  reductions  of  less 
than  $5  shall  not  be  recognized. 

“‘(e)  Cross  Reference. — 

“  ‘For  definition  of  taxable  income,  see  sec¬ 
tion  63. 

“  ‘For  definition  of  growth  income,  see  sec¬ 
tion  64.’ 

“(2)  Section  3  of  the  Internal  Revenue 
Code  of  1954  is  amended  by  adding  the  fol¬ 
lowing  at  the  end  thereof:  ‘Provided,  That 
the  tax  on  growth  income  shall  be  reduced 
by  an  amount  equal  to  one-half  the  tax 
otherwise  computed  under  the  table;  but 
such  reduction  shall  not  exceed  the  tax  for 
the  first  immediately  preceding  full  taxable 
year,  and  reductions  of  less  than  $5  shall 
not  be  recognized.’ 

“(3)  Section  11  of  the  Internal  Revenue 
Code  of  1954  is  amended  by  changing  sub- 
paragraph  ‘(d)’  to  ‘(e)’  and  by  adding  a 
new  subparagraph  ‘  (d)  ’  as  follows: 

“‘(d)  Tax  on  Growth  Income. — Not¬ 
withstanding  the  rates  of  tax  prescribed 
above,  the  tax  on  growth  income  shall  be 
reduced  by  an  amount  equal  to  one-half 
the  tax  otherwise  computed  on  the  basis 
of  such  rates:  Provided,  That  such  reduc¬ 
tion  shall  not  exceed  the  tax  for  the  first 
immediately  preceding  full  taxable  year: 
Provided  further.  That  reductions  of  less 
than  $15  shall  not  be  recognized.’ 

“(4)  Section  12  of  the  Internal  Revenue 
Code  of  1954  is  amended  by  adding  the  fol¬ 
lowing  subsection: 

‘‘‘(g)  For  definition  of  growth  income,  see 
section  64.’ 

“(b)  Tax  Reduction  Payback. — 

“(1)  The  Internal  Revenue  Code  of  1954 
is  amended  by  changing  section  ‘5’  to  ‘6’ 
and  by  adding  a  new  section  ‘5’  as  follows: 
“  ‘Sec.  5.  Tax  Reduction  Payback. 

“‘(a)  The  amount  of  tax  reduction  at¬ 
tributable  to  growth  income  provided  for  in 
sections  1  and  3  shall  be  voided  and  the  re¬ 
duction  shall  become  a  part  of  the  tax  due 
and  payable  for  the  following  taxable  year 


to  the  extent  prescribed  in  subparagraph 

(b). 

“‘(b)  If  a  taxpayer’s  combined  income 
from  wages  and  salaries,  rents,  ordinary  divi¬ 
dends,  royalties  (other  than  royalties  re¬ 
ceiving  special  tax  treatment) ,  interest,  and 
business  and  farming  (with  adjustments  pro¬ 
vided  in  section  64  applicable  to  the  cur¬ 
rent  taxable  year)  is  less  than  such  combined 
income  (with  adjustments  provided  in  sec¬ 
tion  64  applicable  to  the  first  immediately 
preceding  taxable  year)  for  the  year  of  tax 
reduction  due  to  growth  income,  the  tax 
reduction  shall  be  voided  according  to  the 
proportion  that  the  decrease  bears  to  the 
amount  of  growth  income  on  the  basis  of 
which  said  tax  reduction  was  computed: 
Provided,  That  said  tax  reduction  shall  not 
be  voided  to  the  extent  said  decrease  is  at¬ 
tributable  to  the  retirement  or  death  of  a 
taxpayer  (or  his  spouse)  or  to  losses  due  to 
fire,  flood,  drought,  windstorm,  theft,  or  other 
casualty,  not  covered  by  insurance  or  other¬ 
wise:  Provided  further.  That  if  said  follow¬ 
ing  taxable  year  is  a  short  year  due  to  ter¬ 
mination  of  an  estate  or  trust,  such  com¬ 
bined  income  (with  adjustments  provided 
in  section  64  applicable  to  the  current  tax¬ 
able  year)  shall  be  annualized  for  the  pur¬ 
pose  of  computing  said  decrease,  if  any.’ 

“(2)  The  Internal  Revenue  Code  of  1954 
is  further  amended  by  changing  section  ‘12’ 
to  ‘13’  and  by  adding  a  new  section  ‘12’  as 
follows: 

“  ‘Sec.  12.  Tax  Reduction  Payback. 

“‘(a)  The  amount  of  tax  reduction  at¬ 
tributable  to  growth  income  provided  for  in 
section  11  shall  be  voided  and  the  reduction 
shall  become  a  part  of  the  tax  due  and  pay¬ 
able  for  the  following  taxable  year  to  the 
extent  prescribed  in  subparagraph  (b) . 

“‘(b)  If  a  corporation’s  combined  income 
from  rents,  ordinary  dividends,  royalties 
(other  than  royalties  receiving  special  tax 
treatment) ,  interest,  and  business  and  farm¬ 
ing  (with  adjustments  provided  in  section 
64  applicable  to  the  current  taxable  year)  is 
less  than  such  combined  income  (with  ad¬ 
justments  provided  in  section  64  applicable 
to  the  first  immediately  preceding  taxable 
year)  for  the  year  of  tax  reduction  due  to 
growth  income,  the  tax  reduction  shall  be 
voided  according  to  the  proportion  that  the 
decrease  bears  to  the  amount  of  growth  in¬ 
come  on  the  basis  of  which  said  reduction 
was  computed:  Provided,  That  said  tax  re¬ 
duction  shall  not  be  voided  to  the  extent  said 
decrease  is  attributable  to  losses  due  to  fire, 
flood,  drought,  windstorm,  theft,  or  other 
casualty,  not  covered  by  insurance  or  other¬ 
wise:  Provided  further,  That  if  said  follow¬ 
ing  taxable  year  is  a  short  year  due  to 
liquidation,  dissolution,  or  reorganization, 
such  income  (with  adjustments  provided  in 
section  64  applicable  to  the  current  taxable 
year)  shall  be  annualized  for  the  purpose  of 
computing  said  decrease,  if  any.’ 

“(c)  Growth  Income  Defined. — 

“(1)  The  Internal  Revenue  Code  of  1954 
is  amended  by  adding  the  following  new 
section : 

“  ‘Sec.  64.  Growth  Income  Defined. 

“‘(a)  For  purposes  of  this  subtitle,  the 
term  “growth  income”  means  the  excess  of 
the  combined  income  from  the  current  tax¬ 
able  year  from  wages  and  salaries,  rents, 
ordinary  dividends,  royalties  (other  than 
royalties  receiving  special  tax  treatment), 
interest,  and  business  and  farming  (with  ad¬ 
justments  provided  below)  over  such  com¬ 
bined  income  (not  less  than  zero)  for  the 
first  immediately  preceding  full  taxable  year 
(with  adjustments  provided  below) ,  herein¬ 
after  referred  to  as  the  “base  year”. 

“  ‘(b)  With  respect  to  the  current  taxable 
year,  strike  out  the  following : 

“‘(1)  Gains  and  losses  from  the  sale  or 
exchange  of  capital  assets  or  property 
treated  as  capital  assets,  the  capital  loss 
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carryover  deduction,  and  net  operating  loss 
deduction. 

“‘(2)  Recognized  income  due  to  recovery 
of  bad  debts,  prior  taxes,  and  delinquency 
amounts,  and  due  to  improvements  by  a 
lessee. 

“‘(3)  Net  income  from  illegal  activities. 

“‘(4)  Lump  sum  income  which  the  tax¬ 
payer  may  ratably  allocate  for  tax  purposes 
except  to  the  extent  of  the  portion  ratably 
allocable  to  the  current  taxable  year. 

“‘(5)  Losses  from  fire,  flood,  windstorm, 
theft,  or  other  casualty  not  covered  by  in¬ 
surance  or  otherwise. 

“  ‘f6)  Income  resulting  from  a  change  in 
method  of  valuing  inventory,  method  of  ac¬ 
counting,  or  method  of  depreciation. 

“‘(7)  Dividend  income  from  a  corpora¬ 
tion  in  excess  of  125  percent  of  such  income 
received  from  the  corporation  in  the  previ¬ 
ous  taxable  year,  or  in  excess  of  current 
earnings  of  said  corporation,  whichever  ex¬ 
cess  amount  is  the  greater,  where  50  percent 
or  more  of  the  total  combined  voting  power 
of  all  classes  of  stock  of  said  corporation  is 
owned  by  the  taxpayer. 

“  ‘(8)  In  the  case  of  a  taxpayer  other  than 
a  corporation,  income  from  a  business  or  a 
partnership  which  represents  the  continua¬ 
tion  of  the  business  of  a  corporation,  50  per¬ 
cent  or  more  of  the  total  combined  voting 
_  of  all  classes  of  stock  of  which  is  owned  by 
"the  taxpayer.  (This  provision  shall  not  ap¬ 
ply  after  the  first  full  taxable  year  following 
cessation  of  such  business  by  the  corpora¬ 
tion.) 

“  ‘(9)  In  the  case  of  a  corporation,  income 
which  represents  the  continuation  of  the 
business  of  another  corporation  merged  or 
consolidated  with  the  taxpayer  or  which 
represents  the  continuation  of  the  business 
of  another  corporation  of  which  50  percent 
or  more  of  the  total  combined  voting  power 
of  all  classes  of  stock  is  owned  by  the  cor¬ 
poration.  (This  provision  shall  not  apply 
after  the  first  full  taxable  year  following 
such  merger  or  consolidation  or  cessation  of 
such  business  by  the  other  corporation.) 

“‘(10)  In  the  case  of  a  corporation,  the 
decrease  in  deductions  for  charitable  con¬ 
tributions  (under  section  170)  below  such 
deductions  for  the  first  immediately  pre¬ 
ceding  full  taxable  year. 

“‘(11)  In  the  case  of  estates  and  trusts, 
the  decrease  in  deductions  for  income  paid 
over  to  beneficiaries  below  such  deductions 
for  the  first  immediately  preceding  full  tax¬ 
able  year  where  such  payment  is  discretion¬ 
ary. 

“‘(c)  With  respect  to  the  base  year,  de¬ 
lete  the  following: 

“  ‘(1)  Gains  and  losses  from  the  sale  or 
exchange  of  capital  assets  or  property  treated 
as  capital  assets,  the  capital  loss  carryover 
deduction,  net  operating  loss  deductions,  and 
the  additional  first-year  depreciation  deduc¬ 
tion  authorized  by  section  179. 

“‘(2)  Recognized  income  due  to  recovery 
of  bad  debts,  prior  taxes,  and  delinquency 
amounts,  and  due  to  improvements  by  a 
lessee. 

“‘(3)  Losses  from  fire,  flood,  windstorm, 
theft,  or  other  casualty  not  covered  by  in¬ 
surance  or  otherwise. 

“‘(4)  Income  resulting  from  a  change  in 
method  of  valuing  inventory,  method  of  ac¬ 
counting,  or  method  of  depreciation  when 
such  change  results  from  action  of  the  Com¬ 
missioner. 

“‘(d)  In  the  case  of  corporations,  the 
combined  income  for  the  base  year  shall  not 
be  less  than  such  income  (with  the  same  ad¬ 
justments)  for  the  taxpayer’s  calendar  or 
fiscal  year  1962  or  (if  the  taxpayer  was  not 
in  existence  or  was  inactive  dining  such 
year)  the  first  full  taxable  year  thereafter: 
Provided,  That  the  taxpayer  may  elect  in 
lieu  of  such  limitation  to  use  the  average 
of  such  combined  income  (with  the  same  ad¬ 
justments)  for  calendar  or  fiscal  year  1962 
and  the  two  immediately  preceding  full  tax- 
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able  years  (or.  If  the  taxpayer  was  not  in  ex¬ 
istence  for  such  period,  the  first  immediately 
preceding  full  taxable  year)  if  active  during 
such  period. 

“  ‘In  the  case  of  a  reorganization,  the  limi¬ 
tation  on  the  base  year  of  the  continuing 
corporation  shall  be  computed  by  using  the 
combined  income  for  calendar  or  fiscal  year 
1962  of  the  corporations  which  are  parties 
to  the  reorganization;  and  if  the  combined 
income  of  fiscal  or  calendar  year  1962  and 
the  two  immediately  preceding  taxable  years 
(or  first  immediately  preceding  taxable  year, 
as  the  case  may  be)  is  used  in  lieu  of  such 
limitation,  the  combined  income  for  such 
period  of  the  corporations  which  are  parties 
to  the  reorganization  shall  be  used. 

“‘(e)  Where  income  or  deductions  have 
been  arbitrarily  shifted  from  one  year  to 
another  by  a  taxpayer  for  no  business  pur¬ 
pose  other  than  reduction  of  taxes  arising 
from  the  reduced  tax  rates  on  growth  in¬ 
come,  the  Commissioner  is  authorized  to 
make  such  adjustments  as  are  necessary  to 
protect  the  revenue. 

“‘(f)  In  determining  ownership  of  stock 
for  purposes  of  this  section,  actual  or  con¬ 
structive  ownership  (under  section  318) 
shall  be  taken  into  account. 

“  ‘(g)  Where  a  joint  return  is  filed  for  the 
current  taxable  year  and  separate  returns 
were  filed  (either  as  married  or  single  in¬ 
dividuals)  for  the  base  year,  the  base  year’s 
income  shall  include  the  income  (with  ad¬ 
justments  specified  above)  of  both  returns 
unless  the  income  on  the  joint  return  rep¬ 
resents  the  actual  income  of  only  one 
spouse.’ 

“(d)  Effective  Date. — The  section  added 
by  this  amendment  shall  be  effective  Jan¬ 
uary  1,  1963.  In  the  case  of  taxable  years 
ending  prior  to  December  31,  1963,  the  tax 
reduction  provided  for  herein  shall  be  re¬ 
duced  according  to  the  proportion  that  the 
number  of  months  not  falling  within  the 
calendar  year  1963  bears  to  12.” 

Amend  the  title  so  as  to  read:  “An 
Act  to  amend  the  Internal  Revenue  Code 
of  1954  to  encourage  economic  growth  by- 
providing  for  reduced  income  tax  rates 
on  growth  income  of  individuals,  estates, 
trusts,  and  corporations,  to  define 
‘growth  income’,  to  eliminate  certain 
defects  and  inequities,  and  for  other 
purposes.” 

Mr.  MILLER.  Mr.  President,  it  is  my 
intention  to  ask  that  the  amendment  be 
withdrawn.  Nevertheless,  I  ask  unani¬ 
mous  consent  that  the  usual  number  of 
copies  of  the  amendment  be  printed. 

The  PRESIDING  OFFICER.  With¬ 
out  objection,  it  is  so  ordered. 

Mr.  MILLER.  Mr.  President,  today 
there  is  a  long  overdue  national  concern 
over  the  adverse  effect  our  system  of  in¬ 
come  taxation  has  been  having  on  our 
capitalistic  economic  system.  As  the 
cost  of  living  moves  steadily  upward,  as 
the  squeeze  between  prices  and  costs 
grows  tighter,  as  competition  from  for¬ 
eign  lands  becomes  keener,  as  our  an¬ 
nual  rate  of  economic  growth  remains 
stagnant,  and  as  serious  unemployment 
continues  to  be  chronic,  the  key  role  of 
income  taxation  becomes  more  evident. 

Granted  that  the  basic  purpose  of  this 
taxation  is  to  raise  revenue,  it  is  obvious 
that  some  of  its  features  can  produce  by¬ 
products  of  discouragement  or  encour¬ 
agement  to  economic  growth.  Unfortu¬ 
nately  discouragement,  rather  than  en¬ 
couragement,  prevails  under  the  present 
system. 


The  need  for  increased  purchasing 
power  and  increased  capital  formation 
and  utilization  has  prompted  a  call  for 
tax  cuts  from  the  people  and  assurances 
of  tax  cuts  from  the  President.  How¬ 
ever,  despite  the  theories  of  some  sophis¬ 
ticated  economists,  there  seems  to  be  an 
awareness  on  the  part  of  the  people  that 
tax  cuts,  without  a  cutback  in  spending 
to  make  room  for  them,  would  not  be 
meaningful:  that  tax  cuts  which  produce 
increased  Federal  deficits  and  add  to  the 
national  debt  will,  sooner  or  later,  result 
in  reduced  purchasing  power  of  our 
money,  so  that  any  savings  or  capital  re¬ 
sulting  from  such  tax  cuts  will  be  diluted, 
and  any  increased  purchasing  power  or 
increased  capital  formation  will  be  illu¬ 
sory.  Worse  yet,  perhaps,  the  reduced 
value  of  our  dollar  would  add  to  the  seri¬ 
ousness  of  our  declining  gold  reserves. 

Congress  in  its  present  makeup  is  not 
disposed  to  cut  back  spending.  The 
President  says  there  will  be  no  reduction 
in  spending  for  programs  which  are 
essential  to  the  national  interest,  but  in¬ 
terpretation  of  what  is  essential  to  the 
national  interest  by  the  administration 
indicates  that  it  will  not  reduce  its  spend¬ 
ing  proposals  to  Congress.  With  such  an 
impasse,  we  are  on  dead  center;  and  the 
situation  poses  a  deadly  threat  to  the  fu¬ 
ture  of  our  Nation.  We  are  desperately 
in  need  of  a  tax  change  to  encourage 
economic  growth. 

REQUIREMENTS  OF  INCENTIVE  TAXATION 

The  word  “incentive”  has  been  rather 
loosely  applied  in  tax  policy.  Usually  it 
Is  associated  with  tax  reduction — either 
through  outright  tax  rate  reduction  or 
through  so-called  tax  reform,  or  both. 
It  assumes  that  tax  reduction  will  auto¬ 
matically  be  followed  by  economic 
growth,  but  there  is  no  guaranty  that 
this  will  happen.  Most  of  us  would 
probably  anticipate  an  overall  growth  in 
our  economy  if  we  had  tax  reduction  ac¬ 
companied  by  stable  purchasing  power 
of  our  money.  However,  there  would 
probably  be  taxpayers  who  would  hap¬ 
pily  enjoy  the  tax  reduction  without 
seeking  to  contribute  to  economic  growth. 
They  would  accept  the  reward  without 
earning  it. 

What  is  required  is  a  tax  change  which 
will  be  an  incentive,  which  will  not  give 
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the  reward  of  tax  reduction  unless  the 
objective  of  growth  is  fulfiilled,  which 
will  operate  without  jeopardizing  the 
purchasing  power  of  our  money,  which 
contains  elements  of  tax  reform  and  tax 
rate  reduction,  and  which  faces  up  to 
the  political  realities  existing  in  Con¬ 
gress  and  the  administration. 

In  the  current  issue  of  Fortune  mag¬ 
azine,  the  editorial  entitled  “The  Right 
Kind  of  Tax  Cut”  points  out  the  dilem¬ 
ma  that  some  tax-cutting  proponents 
are  in  because  of  the  atmosphere  with 
respect  to  the  refusal  to  cut  spending. 

In  the  Friday,  August  31,  issue  of  the 
Wall  Street  Journal  an  excellent  arti¬ 
cle  by  Mr.  Robert  D.  Novak  also  points 
out  the  dilemma  that  tax-cutting  pro¬ 
ponents  find  themselves  in  when  there 
is  a  refusal  to  cut  back  spending. 

I  ask  unanimous  consent  that  the  edi¬ 
torial  and  the  article  be  printed  in  the 
Record  at  the  conclusion  of  my  remarks. 

The  PRESIDING  OFFICER.  Without 
objection,  it  is  so  ordered. 

(See  exhibit  1.) 

Mr.  MILLER.  I  have  a  plan  for  such 
a  change,  and  I  call  it  incentive  taxation 
of  growth  income.  My  amendment  in¬ 
corporates  this  plan. 

INCENTIVE  TAXATION  OF  GROWTH  INCOME 

In  a  nutshell,  my  plan  proposes  to  tax 
any  increase  in  adjusted  gross  income — 
in  the  case  of  individuals — or  taxable 
income — in  the  case  of  estates,  trusts, 
and  corporations — over  the  adjusted 
gross  income  or  taxable  income  for  the 
preceding  year  at  one-half  the  rates  that 
would  otherwise  apply.  You  might  call 
it  an  excess  profits  tax  in  reverse.  This 
increase  represents  “growth  income,” 
and  tax  reduction  would  take  effect  only 
with  respect  to  it.  The  reward  of  tax 
reduction  would  have  to  be  merited. 
Taxpayers  would  have  an  incentive  to 
devote  extra  effort  in  the  use  of  their 
skills  and  responsibilities.  People  with 
savings  would  have  an  incentive  to  in¬ 
vest  their  money  as  risk  capital  in  the 
purchase  of  stock  or  bonds  or  the  mak¬ 
ing  of  loans — all  of  which  are  needed  to 
provide  the  expansion  of  our  private 
economy  needed  to  provide  job  oppor¬ 
tunities  for  our  unemployed  and  the 
millions  who  will  be  graduating  from 
our  high  schools  and  colleges. 

n  of  growth  income  ( effective  Jan.  1,  1963 ) 


Year 

Adjusted 

gross 

income 

Tax  at  old 
rate 

Increase  in 
tax  over 
prior  year 
at  regular 
rate 

Tax  reduc¬ 
tion  (H 
increase) 

New 

tax 

Individual,  married,  4  children,  using  optional  stand¬ 
ard  deduction,  with  adjusted  gross  income  from  a 
salary,  wages,  profession  or  business: 

1962  .  . . 

$10, 000 
16,000 

$1, 108 

0 

0 

0 

i963  . . . . 

2,304 

$1,196 

$598 

$1,706 

1964  _  _ _ _ _ 

20, 000 

3,740 

1,436 

718 

3,022 

Individual,  married,  2  children,  using  optional  stand¬ 
ard  deduction,  with  adjusted  gross  income  from  a 
salary,  wages,  profession  or  business: 

1962  - _ _ _ 

6,000 

420 

(>) 

0 

0 

1963  . . . . . 

6,600 

6,000 

610 

90 

45 

465 

1964  _ _ 

600 

90 

45 

555 

Corporation,  taxable  income  as  shown  in  2d  column 
(note  1st  $25,000  taxes  at  30  percent;  all  over  $25,000 
taxed  at  52  percent) : 

1Qfi9  _ _ _ _ _ 

100,000 

46, 600 

10, 400 

0 

0 

120,000 

66, 900 

6, 200 

51, 700 

1QA4  _  _  _  _ _ _ 

140,000 

67,300 

10,400 

5,200 

62,100 

i  Change  not  in  effect. 
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From  the  Government’s  standpoint, 
the  Treasury  would  have  reasonable  as¬ 
surance  of  the  same  amount  of  revenue 
from  the  same  amount  of  income  as  the 
previous  year,  so  that  the  tax  reduction 
under  this  plan  would  not  cause  a  loss 
of  revenue  and  a  consequent  loss  in  pur¬ 
chasing  power  of  our  money  which  char¬ 
acterize  other  tax-cutting  plans.  I 
recognize  that  Government  spending  in¬ 
creases  in  anticipation  of  increased  rev¬ 
enues  might  have  to  be  curbed,  but  these 
should  be  curbed  anyhow — as  the  admin¬ 
istration  has  learned  from  the  disappear¬ 
ance  of  its  promised  balanced  budget, 
which  was  based  on  excessive  optimism 
over  revenue  increases  for  the  current 
year. 

However,  I  suggest  that  the  prospect 
of  paying  tax  at  only  one-half  the  regu¬ 
lar  rate  on  growth  income  would  be  a 
tremendous  incentive  for  taxpayers  to 
increase  their  productivity.  Wasteful 
or  marginal  costs,  which  too  often  are 
tolerated  because  they  are  tax  deduct¬ 
ible,  would  be  reduced  or  eliminated. 
Tax  reform  is  built  into  the  plan  because 
taxpayers  would  have  an  incentive — 
other  than  that  furnished  by  a  revenue 
agent — to  avoid  unnecessary  or  excessive 
expgnditures.  Such  expenditures  would 
only  reduce  their  growth  income  and 
their  tax  reduction.  We  could  expect 
real  improvement  in  our  rate  of  economic 
growth. 

GROWTH  INCOME  DEFINED 

The  definition  of  “growth  income” 
must  be  precise  and  realistic.  It  should 
certainly  include  business  and  farming 
income.  With  respect  to  other  items  of 
income,  either  of  two  approaches  may  be 
used.  One  approach,  which  is  simpler, 
would  be  to  specify  the  items.  The  other 
approach  would  be  to  include  all  in¬ 
come  except  certain  items  which  do  not 
have  any  particular  relevance  to  growth 
during  the  cerrent  year  due  to  the  tax¬ 
payer’s  labor  or  capital.  For  example, 
pensions  and  annuities,  income  in  re¬ 
spect  of  a  decedent,  income  from  death 
benefits,  compensation  for  injuries,  in¬ 
come  from  an  estate  or  trust,  alimony 
and  separate  maintenance  benefit's,  in¬ 
come  from  the  discharge  of  indebtedness, 
and  the  like.  Even  with  these  exclu¬ 
sions,  however,  we  would  still  be  faced 
with  situations  under  which  an  incen¬ 
tive  would  be  extended  to  increase  in¬ 
come  that  would  be  of  marginal  or  ques¬ 
tionable  significance  insofar  as  labor  or 
capital  are  concerned,  not  to  mention 
illegal  income,  which  is  nonetheless  tax¬ 
able. 

Accordingly,  I  would  propose  that  in 
addition  to  business  and  farming  income, 
wages  and  salaries,  rents,  ordinary  divi¬ 
dends,  royalties — other  than  royalties 
receiving  special  tax  treatment — and  in¬ 
terest  be  specified  as  the  only  other  type 
of  income  which  can  be  used  in  comput¬ 
ing  growth  in  income.  These  items  con¬ 
stitute  the  major  sources  of  income  of 
the  vast  majority  of  taxpayers  and  are 
relatively  easy  to  ascertain;  and  from 
the  standpoint  of  administration,  it  is 
desirable  to  keep  them  at  a  minimum. 
Moreover,  all  of  them  have  a  clear  con¬ 
nection  with  the  utilization  of  labor  or 
capital  in  the  production  of  income. 
Capital  gains,  including  capital  divi¬ 


dends,  may  happen  to  be  realized  during 
the  current  taxable  year,  but  they  usu¬ 
ally  include  growth  which  has  occurred 
prior  to  the  current  taxable  year;  more¬ 
over,  they  already  receive  special  incen¬ 
tive  tax  treatment.  I  would  therefore 
exclude  them  from  the  definition  of 
“growth  income.” 

ADJUSTMENTS  TO  BUSINESS  INCOME 

To  have  a  realistic  measurement  of 
growth  in  business  income,  certain  ad¬ 
justments  should  be  made.  For  example, 
a  lump  sum  payment  received  in  the 
taxable  year  which  reflects  services 
rendered  over  a  period  of  several  years 
cannot  reasonably  be  attributed,  in  its 
entirety,  to  growth  during  the  taxable 
year.  A  ratable  allocation  to  the  cur¬ 
rent  year  under  the  option  available  to 
the  taxpayer  should  be  the  limit.  In¬ 
come  from  a  change  in  method  of  valuing 
inventory,  from  a  change  in  method  of 
accounting,  or  from  a  change  in  method 
of  computing  depreciation  hardly  re¬ 
flects  economic  growth.  Additional  in¬ 
come  of  a  corporation  resulting  from 
another  corporation  being  merged  with 
it,  to  the  extent  of  the  other  corpora¬ 
tion’s  income,  certainly  does  not  repre¬ 
sent  growth  of  the  first  corporation’s 
business.  Additional  income  of  an  indi¬ 
vidual  resulting  from  the  transfer  to 
him — through  dissolution — of  the  busi¬ 
ness  of  his  controlled  corporation  would 
not  represent  his  growth.  These  items 
of  taxable  income  should  be  eliminated 
in  computing  growth  income. 

To  be  fair,  there  are  other  adjust¬ 
ments  that  should  be  made  to  eliminate 
deductions  which  are  properly  allowable 
for  tax  purposes  but  have  no  essential 
relationship  to  growth.  Thus  net  op¬ 
erating  loss  carryover  deductions  or 
capital  loss  carryover  deductions  should 
not  be  taken  into  account  in  determin¬ 
ing  growth  income.  It  would  seem  that 
a  loss  deduction  attributable  to  fire, 
flood,  windstorm,  theft,  or  other  cas¬ 
ualty,  not  covered  by  insurance  or  other¬ 
wise,  should  not  be  permitted  to  destroy 
the  growth  a  taxpayer  may  otherwise 
have  achieved  and  should  also  be 
eliminated. 

Another  adjustment  appears  to  be  de¬ 
sirable  in  the  case  of  corporations.  Con¬ 
tributions  to  charitable,  educational,  re¬ 
ligious,  scientific,  and  similar  activities 
are  becoming  increasingly  important  and 
are  to  be  encouraged.  If  a  corporation’s 
growth  income  could  be  enhanced  merely 
by  cutting  back  its  contributions,  a  long¬ 
standing  policy  of  Congress  to  encourage 
corporate  giving  would  be  frustrated. 
Accordingly,  it  appears  desirable  to  pro¬ 
vide  that  growth  income  of  a  corpora¬ 
tion  may  not  be  so  achieved. 

Business  income  from  illegal  activities 
should  be  excluded  altogether,  for  I  pre¬ 
sume  this  kind  of  growth  is  not  to  be  en¬ 
couraged. 

PRIOR-YEAR  ADJUSTMENTS 

Adjustments  with  respect  to  the  cur¬ 
rent  year  are  not  the  only  ones  required 
to  properly  measure  growth.  Income  of 
the  immediately  preceding  taxable  year, 
which  ordinarily  would  serve  as  the  base 
for  measuring  growth,  also  requires  some 
adjustments.  First  of  all,  we  must  de¬ 
cide  whether  a  base  year  income  of  less 
than  zero  should  be  permitted.  Al- 
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though  I  would  admit  that  coming  from 
a  loss  of  $10,000  in  one  year  to  a  profit 
of  $10,000  in  the  following  year  repre¬ 
sents  $20,000  in  growth,  I  do  not  believe 
it  wise  to  permit  growth  income  to  be 
measured  from  a  loss  position,  particu¬ 
larly  since  a  taxpayer  already  has  the 
benefit  of  a  net  operating  loss  carryover 
or  carryback  deduction. 

Next,  we  should  not  measure  growth 
income  in  the  current  year  from  a  ficti¬ 
tiously  low  economic  income  base.  Thus, 
if  income  during  the  preceding  year  has 
been  lowered  for  tax  purposes  by  taking 
into  account  a  net  operating  loss  deduc¬ 
tion,  a  capital  loss  carryover  deduction, 
a  loss  deduction  arising  from  fire,  flood, 
windstorm,  theft,  or  other  casualty,  not 
covered  by  insurance  or  otherwise,  or  a 
deduction  for  the  extra  first-year  de¬ 
preciation  allowed  by  section  179,  these 
adjustments  should  be  added  back. 

I  am  dubious  over  permitting  a  low¬ 
ering  of  the  base  year’s  income  by  elimi¬ 
nating  income  arising  from  a  change  in 
method  of  valuing  inventory,  change  in 
method  of  accounting,  or  change  in 
method  of  depreciation.  Such  changes 
are  usually  voluntary  on  the  taxpayer’s 
part  and  often  are  made  with  a  view  to 
improving  his  tax  position.  Accordingly, 
I  would  propose  that  a  lowering  of  the 
base  year’s  income  by  eliminating  such 
income  be  permitted  only  where  the 
change  in  method  has  been  forced  on  the 
taxpayer  by  the  Government. 

Where  a  joint  return  is  filed  for  the 
current  taxable  year,  it  would  be  un¬ 
realistic  to  measure  the  income  reported 
therein  against  the  income  of  only  one 
of  the  spouses  for  the  preceding  year  if 
separate  returns  were  filed  by  them — 
either  as  married  or  single  persons — un¬ 
less  the  income  of  the  joint  return  repre¬ 
sents  the  actual  income  of  only  one  of 
them.  I  use  the  word  “actual”  to  make 
it  clear  that  community  property  law 
will  not  enter  into  this  calculation. 

PREVENTION  OF  WINDFALLS,  WHIPSAWING,  AND 
OTHER  UNDESIRABLE  RESULTS 

In  order  to  prevent  windfalls,  whip- 
falls,  whipsawing — fluctuating  income 
from  one  year  to  another  to  take  undue 
advantage  of  the  reduced  rates  on 
growth  income — and  other  undesirable 
results,  certain  provisions  are  necessary. 

The  question  arises  whether  a  tax¬ 
payer  who  becomes  a  wage  earner, 
salaried  person,  or  business  operator  for 
the  first  time  should  be  permitted  to 
treat  any  or  all  of  his  first  year’s  income 
as  growth  income.  The  answer  would 
seem  to  be  “No.”  Birth  of  income  is  not 
the  same  as  growth  in  income.  A  similar 
answer  should  apply  in  the  case  of  the 
first  year  of  operation  of  an  estate,  trust, 
or  corporation.  Accordingly,  I  would  de¬ 
fine  growth  income  in  such  a  way  as  to 
require  it  to  be  measured  against  the 
first  immediately  preceding  full  taxable 
year,  so  that  at  least  one  full  year’s 
experience  will  be  used  as  a  basis  for 
calculating  growth.  But  that  first  year’s 
experience  may  represent  only  part-time 
or  nominal  activity.  To  prevent  a  wind¬ 
fall  by  using  the  income  from  such  a 
year  as  a  base,  I  would  provide  that  tax 
reduction  from  the  special  rates  on 
growth  income  not  be  in  excess  of  the 
amount  of  tax  for  the  preceding  year. 
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For  example,  B,  a  college  senior, 
graduates  in  midyear  and  commences 
•full  employment,  earning  $5,000,  with 
regular  tax  thereon  of  $813.  During  the 
preceding  year  he  worked  part  time, 
earning  $1,200  and  paying  tax  of  $98. 
His  tax  reduction  for  the  current  year 
would  be  $98 — not  $357.50 — one-half  the 
difference  between  $813  and  $98.  C,  a 
corporation,  commenced  its  activities  in 
June  of  1963.  Reporting  on  a  calendar- 
year  basis,  it  had  a  loss  of  $10,000  dur¬ 
ing  the  short  year  1963,  income  of  $10,- 
000  for  1964,  on  which  tax  of  $3,000  was 
paid,  and  income  of  $100,000  for  1965,  on 
which  tax  of  $46,500  would  be  owing  un¬ 
der  the  present  rates.  C’s  tax  reduction 
for  1965  would  be  $3,000,  not  $21,750 — 
one-half  the  difference  between  $46,500 
and  $3,000. 

Also,  to  eliminate  administrative  costs 
with  respect  to  minute  amounts  of 
growth,  my  amendment  provides  that 
tax  reduction  of  under  $5  in  the  case  of 
individuals,  estates,  and  trusts  and  $15 
in  the  case  of  corporations  not  be  rec¬ 
ognized. 

An  individual  in  control  of  a  corpora¬ 
tion — or  a  corporation  in  control  of  an¬ 
other  corporation — might  seek  to  obtain 
growth  income  by  arbitrarily  having  the 
controlled  corporation  declare  extraor¬ 
dinary  dividends.  To  prevent  this  type 
of  abuse,  it  would  seem  desirable  to  limit 
the  amount  of  dividends  that  could  be 
counted  for  this  purpose — say  to  125 
percent  of  those  received  from  the  con¬ 
trolled  corporation  during  the  preceding 
taxable  year,  and,  in  any  event,  limit 
such  dividends  to  the  amount  of  current 
earnings  of  the  corporation.  In  ascer¬ 
taining  whether  or  not  a  taxpayer  is  in 
control  of  a  corporation,  constructive 
ownership  of  stock  under  the  attribution 
rules  of  section  318  should  be  taken  into 
account. 

With  the  payback  provision,  which  I 
shall  presently  discuss,  the  graduated  tax 
rates  applicable  to  individuals,  trusts, 
and  estates  do  not  offer  much  oppor¬ 
tunity  for  whipsawing.  There  is,  how¬ 
ever,  some  opportunity  for  whipsawing 
in  the  case  of  corporations.  To  dis¬ 
courage  this,  I  would  propose  using  as 
a  base  year  for  corporations  the  im¬ 
mediately  preceding  full  taxable  year — 
as  in  the  case  of  individuals,  estates,  and 
trusts — with  the  limitation  that  the  tax¬ 
able  income  for  such  base  year  be  not 
less  than  the  taxable  income  for  fiscal  or 
calendar  year  1962,  assuming  this  plan 
becomes  effective  January  1,  1962.  If 
the  corporation  was  not  in  existence  or 
active  during  fiscal  or  calendar  year  1962, 
its  first  full  taxable  year  thereafter 
would  be  used  for  this  purpose.  How¬ 
ever,  one  can  conceive  of  situations 
where  a  corporation’s  taxable  income 
for  fiscal  or  calendar  year  1962  might 
be  abnormally  high,  leaving  little  or  no 
incentive  to  the  corporation  to  seek 
growth  because  of  the  arbitrary  selec¬ 
tion  by  Congress  of  the  taxable  income 
of  such  year  as  a  limitation  on  the  base 
year.  To  cover  these  situations,  I  would 
propose  that  in  lieu  of  fiscal  or  calendar 
year  1962,  a  corporation  could  elect  to 


use  as  a  limitation  against  the  taxable 
income  of  the  base  year — the  average 
taxable  income  of  fiscal  or  calendar  1962 
and  the  2  preceding  taxable  years — or 
the  preceding  taxable  year,  if  the  corpo¬ 
ration  was  not  in  existence  or  active  dur¬ 
ing  the  2  years  preceding  fiscal  or 
calendar  1962. 

For  example,  corporation  X  had  tax¬ 
able  income  as  follows:  1960,  $75  000- 
1961,  $100,000;  1962,  $200,000;  1963’, 

$100,000;  1964,  $150,000.  No  adjustments 
were  required  to  taxable  income  for  1963 
and  1964.  Obviously  there  was  no 
growth  income  for  1963  and  no  tax  re¬ 
duction.  Growth  income  for  1964  can¬ 
not  be  measured  against  taxable  income 
of  $100,000  for  1963,  because  1963  tax¬ 
able  income  cannot  be  less  than  the 
$200,000  taxable  income  for  1962.  How¬ 
ever,  the  corporation  elects  to  take  the 
average  taxable  income  for  1960,  1961, 
and  1962,  which  is  $125,000,  as  the  limi¬ 
tation  below  which  base  income  for  1962 
cannot  go.  Growth  income  for  1964 
would  be  $25,000. 

Deliberate  whipsawing  by  taxpayers 
may  possibly  be  attempted  notwith¬ 
standing  the  precautionary  provisions 
built  into  this  plan.  With  a  view  to 
discouraging  such  efforts,  it  would  seem 
proper  to  provide  that  where  income  or 
deductions  have  arbitrarily  been  shifted 
from  one  year  to  another  by  a  taxpayer 
for  no  business  purpose  other  than  re¬ 
duction  of  taxes  arising  from  the  reduced 
rates  on  growth  income,  the  Cortimis- 
sioner  may  make  such  adjustments  as 
are  necessary  to  protect  the  revenue. 
The  doctrine  of  business  purpose  is  rea¬ 
sonably  well  settled  by  the  tax  law,  regu¬ 
lations,  and  court  decisions,  and  such  a 
provision  should  be  unwelcome  only  to 
those  who  would  seek  to  frustrate  the 
purpose  of  this  new  plan. 

TAX  REDUCTION  PAYBACK 

Not  only  do  we  wish  to  encourage 
growth.  We  wish  to  discourage  going 
backward  after  growth.  Such  a  policy, 
coupled  with  a  policy  against  whipsaw¬ 
ing,  prompts  me  to  recommend  what  I 
call  a  tax  reduction  payback  provision. 
It  would  require  the  voiding  of  a  tax  re¬ 
duction  based  on  growth  income  if,  in  the 
following  year,  the  taxpayer’s  income  de¬ 
creases.  The  tax  reduction  would  be 
voided  according  to  the  proportion  that 
the  decrease  in  the  following  year  bears 
to  the  amount  of  growth  income  on  the 
basis  of  which  the  tax  reduction  was 
computed. 

For  example,  corporation  A  has  tax¬ 
able  income — adjusted — of  $100,000  for 
1962,  $100,000  for  1963,  and  $100,000  for 
1964.  It  pays  $46,500  tax  for  each  year. 
It  has  no  tax  reduction  for  1963  and  1964 
because  there  is  no  growth  income.  On 
$200,000  combined  income  for  1963  and 
1964  its  combined  tax  is  $93,000. 

Corporation  B  has  taxable  income — 
adjusted — of  $100,000  for  1962,  $150,- 
000  for  1963,  and  $50,000  for  1964.  Its 
combined  income  for  1963  and  1964  is 
$200,000,  and  its  combined  tax  is  $93,- 
000 — the  same  as  corporation  A,  com¬ 
puted  as  follows: 


1963 

1964 

Total 

Taxable  income.  . 

Tax . 

$150, 000 
72,  500 
-13,000 

$50, 000 
20,  500 

$200, 000 
93,000 

Tax  reduction 

'1  ax  reduction  payback 

+13, 000 

If,  instead  of  a  decrease  from  taxable 
income— adjusted — of  $150,000  for  1963 
to  $50,000  for  1964,  corporation  B 
dropped  only  to  $125,000,  the  tax  reduc¬ 
tion  payback  would  be  only  $6,500 — one- 
half  of  $13,000  tax  reduction  for  1963 
based  on  the  proportion  of  the  decrease 
of  $25,000  in  1964  to  the  growth  income 
of  $50,000  for  1963. 

The  amount  of  the  tax  reduction  pay¬ 
back  would  become  a  part  of  the  tax  due 
and  payable  for  the  year  of  the  decrease 
in  income.  I  do  not  believe  it  is  neces¬ 
sary  to  require  payment  of  interest  inas¬ 
much  as  the  taxpayer  will  already  have 
lost  the  use  of  tax  money  paid  on  the 
higher  tax  that  would  have  been  due  for 
the  growth  year — even  after  allowance  of 
the  tax  reduction. 

My  amendment  has  been  drafted  to 
prevent  the  application  of  the  tax  re¬ 
duction  payback  under  circumstances 
which  have  no  particular  relevance  to 
the  policy  of  encouraging  growth; 
namely,  retirement  or  death  of  a  tax¬ 
payer,  or  losses  due  to  fire,  flood,  drought, 
windstorm,  theft,  or  other  casualty,  not 
covered  by  insurance  or  otherwise. 
Moreover,  if  the  year  following  the 
growth  year  is  a  short  taxable  year  due 
to  termination  of  an  estate  or  trust  or 
due  to  liquidation,  dissolution,  or  reor¬ 
ganization  of  a  corporation,  the  income 
is  to  be  annualized  to  see  whether  or  not 
there  has  been  a  decrease  in  income. 

I  recognize  that  the  tax  reduction  pay¬ 
back  may  not  be  popular,  but  it  would 
leave  a  taxpayer  in  no  worse  tax  posi¬ 
tion  than  he  is  now.  Moreover,  it 
might  serve  as  a  stimulus  to  prudent 
management.  For  example,  a  business¬ 
man  who  received  a  tax  reduction  of — 
say  $5,000  in  1  year — would  be  inclined 
to  use  it  to  reduce  his  indebtedness,  on 
the  chance  that  his  income  in  the  fol¬ 
lowing  year  might  decrease  and  some  or 
all  of  it  would  have  to  be  paid  back. 
Otherwise,  he  might  be  inclined  to  make 
an  untimely  or  risky  move. 

The  tax  reduction  payback,  as  I  said 
before,  is  also  needed  to  prevent  whip¬ 
sawing.  The  following  example  illus¬ 
trates  why  this  is  so  in  the  case  of  two 
corporations  which,  having  the  same 
base  year  income  of  $100,000,  have  $300,- 
000  in  income — without  adjustments — 
over  a  3 -year  period.  It  should  be  noted 
that  corporation  A  has  a  $100,000  stable 
annual  income  for  each  of  the  3  years; 
whereas  corporation  B  fluctuates — or 
whipsaws — its  income.  Both  corpora¬ 
tions  would  have  the  same  total  tax  to 
pay  for  the  3-year  period;  but  this  would 
not  be  true  unless  the  payback  provision 
applied  to  corporation  B,  along  with  the 
limitation  that  the  base  year  income 
cannot  be  less  than  that  of  fiscal  or 
calendar  year  1962: 
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Base  year 
1962 

1963 

1964 

1965 

3-year 

total 

Corporation  A: 

$100, 000 

$100,000 

$100, 000 

$100,000 

$300,000 

46,500 

46,500 

46,  500 

46,500 

139,500 

0) 

None 

None 

None 

None 

Not.  . . . 

160,600 

Corporation  B: 

100, 000 

150, 000 

50,000 

100, 000 

300,000 

46,  500 

72,500 

20,500 

46,500 

139,  600 

(9 

-13,000 

s  None 

-13,  000 

+13,000 

+13,  000 

Not  _  _ _ _ _ 

160,  600 

2  sincc^ncorne  for  this  year  of  $100,000  must  be  measured  against  income  of  $100,000  for  calendar  year  1962,  rather 
than  against  income  of  $50,000  for  the  1st  immediately  preceding  full  taxable  year. 


I  emphasize  that  with  the  tax  reduc¬ 
tion  payback  and  other  safeguards 
written  into  this  plan,  the  possibility  of 
manipulating  income  to  reduce  the 
cumulative  tax  burden  is  eliminated. 
Attempts  to  artificially  induce  an  in¬ 
come  cycle  in  which  the  rising  phase 
exceeds  1  year  will  meet  with  failure. 
I  have  worked  out  numerous  examples 
in  an  effort  to  beat  the  plan,  but  they 
are  frustrated  by  the  various  safeguards 
that  are  built  into  the  plan. 

CONCLUSION 

Like  any  other  major  plan  of  tax  re¬ 
form,  this  one  has  its  minuses  as  well 
as  its  pluses.  I  recognize  that  many 
taxpayers  would  not  receive  any  benefit 
from  it,  although  the  plan  envisages  ex¬ 
tension  of  the  tax  reduction  to  the 
maximum  number  of  taxpayers.  Some 
are  in  a  declining  income  position  which 
is  beyond  their  control.  Others,  in¬ 
cluding  most  Members  of  Congress,  are 
on  a  stable  earnings  basis  with  little 
likelihood  for  improvement — although 
this  plan  will  provide  encouragement  to 
make  the  most  of  opportunities  for  im¬ 
provement. 

Eliminating  tax  reductions  of  under 
$5  in  the  case  of  individuals  and  under 
$15  in  the  case  of  corporations  will 
greatly  reduce  the  administration  re¬ 
quired  to  implement  this  plan.  More¬ 
over,  cost  of  living  wage  increases  under 
escalation  clauses  do  not  really  repre¬ 
sent  increased  productivity,  and  the  $5 
limitation  will  eliminate  most  of  these. 

In  those  situations  where  weather  con¬ 
ditions  can  have  an  important  bearing 
on  income — such  as  in  the  agricultural 
or  construction  industries — growth  or 
decrease  in  income  would  naturally  be 
affected  regardless  of  the  capital  or  la¬ 
bor  contributed.  However,  the  plan  does 
have  the  protection  against  highly  ab¬ 
normal  vicissitudes  of  weather;  and 
where  weather  has  had  a  severe  impact 
on  business  or  wage  conditions,  there 
will  still  be  the  incentive  to  work  harder 
to  make  up  for  it. 

But  similar  criticisms  can  be  made  of 
other  tax-reduction  provisions  in  the  tax 
law.  For  example,  faster  depreciation 
methods  and  rates  are  meaningless  to  a 
taxpayer  caught  in  the  same  tax  bracket 
with  or  without  them.  Percentage  de¬ 
pletion  is  meaningless  to  a  taxpayer  to 
the  extent  that  it  exceeds  50  percent  of 
net  income.  The  deduction  for  medical 
and  hospital  expenses  means  nothing  to 
over  half  the  taxpayers  under  65,  who 
either  use  the  optional  standard  deduc¬ 
tion  or  find  such  expenses  exceeded  by  3 
percent  of  their  adjusted  gross  income. 


Nevertheless  these  have  been  enacted  be¬ 
cause  Congress  considered  that,  on  bal¬ 
ance,  they  were  in  the  national  interest. 
I  might  also  point  out  that  the  invest¬ 
ment  tax  credit  which  the  administra¬ 
tion  is  backing  so  strongly  would  result 
in  tax  relief  to  only  a  comparatively 
small  number  of  taxpayers. 

Incentive  taxation  of  growth  income 
is  entirely  workable  and  administrative¬ 
ly  feasible.  It  would  be  simple  for  most 
taxpayers  to  compute  their  tax  reduc¬ 
tion  because  they  would  have  few,  if  any, 
adjustments  to  make.  Corporations  and 
individuals  operating  a  business  would, 
in  some  cases,  find  it  complicated.  How¬ 
ever,  when  we  recall  how  complicated 
the  excess  profits  tax  law  was,  perhaps 
we  should  not  be  too  impatient  with  a 
far  less  complicated  proposal  which  will, 
unlike  the  excess  profits  tax  law,  reduce 
taxes,  and  provide  an  incentive  for  the 
business  expansion  so  greatly  needed  to 
solve  our  unemployment  problem. 

Incentive  taxation  of  growth  income 
would,  I  am  confident,  spur  capitalism 
and  the  free  enterprise  system  on  to 
victory  over  communism  in  the  economic 
competition  to  which  Premier  Khru¬ 
shchev  has  challenged  us. 

Mr.  DIRKSEN.  Mr.  President,  will 
the  Senator  yield? 

Mr.  MILLER.  I  am  very  happy  to 
yield  to  the  Senator  from  Illinois. 

Mr.  DIRKSEN.  Mr.  President,  the 
distinguished  Senator  from  Iowa  has 
previously  advanced  what  he  is  stating 
to  the  Senate  at  the  present  time,  and 
there  is  an  article  on  it  in  the  publica¬ 
tion  the  Weekly  Bond  Buyer,  September 
4,  1962,  under  the  heading  “The  Miller 
Plan.”  Altogether,  it  is  a  laudatory  arti¬ 
cle.  At  this  time  I  ask  unanimous  con¬ 
sent  to  have  it  printed  in  the  Record  as 
a  part  of  my  remarks,  because  it  is  very 
incisive.  It  sets  forth  the  very  captivat¬ 
ing,  effective  new  tax  proposal,  and  I 
believe  it  deserves  wide  currency  insofar 
as  the  Congressional  Record  can  pro¬ 
vide  it. 

There  being  no  objection,  the  article 
was  ordered  to  be  printed  in  the  Record, 
as  follows : 

The  Miller  Plan 

Washington. — Judging  from  the  rash  of 
publicity  that  is  being  given  to  their  current 
activities,  it  would  be  excusable  to  assume 
that  Messrs.  Byrd  and  Mills,  Curtis  and 
Proxmire,  Douglas  and  Patman,  and  perhaps 
one  or  two  others,  hold  a  tight  monopoly  on 
tax  ideas  emanating  from  Congress. 

However,  this  is  far  from  true,  as  the 
Republicans,  to  their  sorrow,  are  belatedly 
discovering.  Within  their  ranks,  but  virtu¬ 
ally  overlooked  for  the  past  Z  years,  is  one 


September  5 

of  the  brightest,  most  articulate  tax  minds 
in  Washington,  freshman  Senator  Jack  Mil¬ 
ler,  Republican,  of  Iowa. 

Senator  Miller,  who  staged  an  upset  vic¬ 
tory  to  win  his  seat  in  the  1960  elections, 
was  an  innocent  victim  of  the  Senate’s  ar¬ 
chaic  seniority  rules  when  the  party  chief¬ 
tains  organized  the  Republican  minority 
membership  of  committees  at  the  outset  of 
the  87th  Congress.  Otherwise,  today  he 
might  be  on  the  Senate  Finance  Committee — 
and  the  Nation,  and  the  Republicans,  might 
be  the  happier  for  it. 

Last  week,  at  the  17th  annual  meeting  of 
the  Tax  Executives  Institute,  at  White  Sul¬ 
phur  Springs,  W.  Va.,  Senator  Miller  un¬ 
corked  a  revolutionary  new  plan  for  tax  cuts 
that  brought  the  sophisticates  upright  in 
their  chairs. 

Senator  Miller,  previously  a  private  tax 
consultant  in  Sioux  City  and  before  that  an 
“idea  man”  for  the  Treasury’s  Bureau  of  In¬ 
ternal  Revenue,  calls  his  plan  “incentive  tax¬ 
ation  of  growth  income.” 

He  claims  it  would  cut  taxes  by  one-half 
on  the  amount  of  increase  in  income 
(growth)  over  the  previous  year.  It  could 
become  effective  in  1963,  and  it  would  apply 
to  individuals,  corporations,  estates,  trusts, 
and  partnerships. 

“In  its  simplest  terms,”  Senator  Miller 
says,  “the  plan  proposes  to  tax  any  increases 
in  adjusted  gross  income  for  individuals,  or 
taxable  income  of  estates,  trusts  or  corpora¬ 
tions  over  the  adjusted  gross  income  or  tax¬ 
able  income  for  the  preceding  year  at  one- 
half  the  rates  that  would  otherwise  apply. 

“This  increase  represents  growth  income 
and  the  tax  cut  would  take  effect  only  with 
respect  to  it.  The  reward  of  tax  reduction 
would  have  to  be  merited.” 

Senator  Miller  points  out  that  under  his 
scheme  the  Treasury  would  be  assured  of 
the  same  amount  of  revenue  from  the  same 
amount  of  income  as  in  the  previous  year, 
“so  that  the  tax  reduction  under  this  plan 
would  not  cause  a  loss  of  revenue  and  a  con¬ 
sequent  loss  in  purchasing  power  of  our 
money.” 

The  Iowan  recognizes  that  Government 
spending  increases  in  anticipation  of  in¬ 
creased  revenues  might  have  to  be  curbed. 
But,  these  should  be  curbed  anyhow — as  the 
administration  learned  in  the  disappearance 
of  its  promised  balanced  budget  for  fiscal 
1963,  which  was  based  on  excessive  optimism 
over  the  revenue  increases  for  the  current 
year. 

Senator  Miller  suggests  that  “the  pros¬ 
pect  of  paying  tax  at  only  one-half  the  regu¬ 
lar  rate  on  growth  income  would  be  a 
tremendous  incentive  to  taxpayers  to  increase 
their  productivity. 

"Wasteful  or  marginal  costs,”  he  says, 
“which  are  too  often  tolerated  because  they 
are  tax  deductible,  would  be  reduced  or 
eliminated. 

“Tax  reform  is  built  into  the  plan,  be¬ 
cause  taxpayers  would  have  an  incentive 
other  than  that  furnished  by  the  revenue 
agent,  to  avoid  unnecessary  or  excessive  ex¬ 
penditures.  Such  expenditures,  if  permitted 
to  continue,  would  only  reduce  their  growth 
income  and  their  tax  reduction.  We  could 
expect  real  improvement  in  our  rate  of 
economic  growth.” 

Another  way  of  viewing  Senator  Miller’s 
plan  is  as  a  sort  of  excess  profits  tax  in 
reverse. 

In  short,  rather  than  being  penalized  for 
sharper  management,  improved  production 
techniques  and  more  skilled  marketing  and 
advertising  programs — factors  which  produce 
greater  profits  and  hence,  growth — industry 
managers  would  be  rewarded  by  tax  cuts  in 
proportion  to  their  proven  skills  and  entre¬ 
preneurial  abilities. 

Senator  Miller,  who  has  acquired  a  nice 
veneer  of  political  savvy  to  accompany  his 
awaiteness  of  the  tax  facts  of  life  in  his  2 
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years  in  the  Senate,  says  he  is  totally  sympa¬ 
thetic  with  the  proposals  made  by  Repre¬ 
sentatives  A.  S.  Herlong,  of  Florida,  and 
Howard  Baker,  of  Tennessee,  for  a  gradual 
reduction  in  individual  and  corporate  rates. 

“However,”  he  says,  "the  Herlong-Baker 
suggestion  presupposes  a  stable  purchasing 
power  of  our  money — a  condition  that  is 
virtually  impossible  so  long  as  Congress  will 
refuse  to  reduce  spending  to  make  room  for 
tax  cuts. 

“It  also  assumes  a  period  of  growth  at  still 
some  undetermined  annual  rate — an  as¬ 
sumption  that  might  not  materialize  and, 
if  it  didn't  the  consequences  could  be 
serious.” 

“What  is  needed,”  he  continues,  “is  a  tax 
reduction  that  will  be  a  realistic  incentive, 
which  will  not  pay  out  the  rewards  of  tax 
cuts,  unless  the  objective  of  growth  is  ful¬ 
filled.  Also,  a  change  is  required  that  will 
operate  without  jeopardizing  the  purchas¬ 
ing  power  of  our  money,  and  which  acknowl¬ 
edges  the  political  realities  existing  in  Con¬ 
gress  and  the  administration.” 

What  is  also  needed  is  some  fresh  Re¬ 
publican  blood  on  the  Senate  Finance  Com¬ 
mittee,  whose  majority  and  chairmanship 
will  again  be  held  by  the  Democrats  next 
year,  barring  some  major  political  upheaval. 

If  the  GOP  policymakers  in  the  Senate  see 
fit  to  correct  the  error  of  1960  caused  by  al¬ 
most  blind  adherence  to  the  rules  of  se¬ 
niority,  the  Senate  Finance  Committee  could 
have  in  Senator  Miller  a  first-rate  team¬ 
mate  for  Representative  John  Byrnes,  of 
Wisconsin,  who  will  be  the  ranking  Republi¬ 
can  member  of  the  House  Ways  and  Means 
Committee  next  year. 

Mr.  DIRKSEN.  Mr.  President,  in 
conjunction  with  the  distinguished  Sen¬ 
ator  from  Iowa,  I  discussed  this  question 
with  the  chairman  of  the  Finance  Com¬ 
mittee,  the  Senator  from  Virginia  [Mr. 
Byrd].  I  am  not  only  hopeful,  but  en¬ 
couraged  by  the  fact  that  the  distin¬ 
guished  Senator  from  Virginia  will  be 
quite  willing  to  have  some  staff  work 
done  on  this  matter  between  now  and 
the  next  session. 

Mr.  MILLER.  I  thank  the  Senator 
for  his  kind  remarks.  I  have  the  as¬ 
surance  of  the  senior  Senator  from  Vir¬ 
ginia,  Chairman  of  the  Finance  Com¬ 
mittee,  that  he  will  turn  this  matter 
over  to  the  staff  of  the  Joint  Committee 
on  Internal  Revenue  Taxation  for  its 
study  this  fall.  I  welcome  such  a  study. 
I  wish  it  had  been  possible  to  have  had 
a  study  before  now.  I  wish  it  had  been 
possible  for  my  proposal  to  have  been 
studied  and  presented  after  appropriate 
hearings  so  that  it  could  have  received 
the  kind  of  consideration  which  I  be¬ 
lieve  would  have  warranted  its  adoption 
by  the  Senate  so  that  tax  relief  of  a  con¬ 
structive  form  could  begin  at  once.  But 
this  is  a  reasonable  assurance,  and  I 
appreciate  it. 

Mr.  DIRKSEN.  It  is  a  most  engaging 
idea,  and  since  it  deals  with  incentive 
and  with  growth,  certainly  the  plan 
merits  real  study. 

Mr.  MILLER.  Mr.  President,  as  in¬ 
dicated  earlier,  the  chairman  of  the  Fi¬ 
nance  Committee,  the  senior  Senator 
from  Virginia,  has  very  graciously  agreed 
to  have  this  proposal  referred  to  the  staff 
of  the  Joint  Committee  on  Internal  Rev¬ 
enue  Taxation  for  study.  With  that  as¬ 
surance,  I  withdraw  my  amendment. 

The  PRESIDING  OFFICER.  The 
amendment  of  the  Senator  from  Iowa 
is  withdrawn. 


Exhibit  1 

[From  Fortune  magazine,  August  1962] 
The  Right  Kind  of  Tax  Cut 

On  the  lawn  of  any  racetrack  you  can 
hear  after  the  finish  that  "he”  whipped  the 
horse  too  much  or  too  little,  that  “he”  made 
his  move  too  late  or  too  soon,  that  “he” 
should  have  taken  the  animal  inside  instead 
of  outside  (or  vice  versa) .  All  of  this, 
though  usually  spoken  in  bitterness,  is  a 
tribute  to  the  importance  of  jockeyship. 
But  in  many  cases  the  tribute  is  exagger¬ 
ated.  As  Ted  Atkinson,  speaking  for  all 
candid  jockeys,  once  put  it,  “In  racing  the 
chief  athlete  is  the  horse.” 

We  have  not  been  spending  the  summer 
along  the  rail — the  horsey  metaphor  was 
thrust  upon  us  by  the  vocabulary  of  this 
summer’s  discussion  of  the  financial  news. 
It’s  amazing  how  often  the  word  “spur,”  for 
instance,  turned  up,  as  in  “Tax  Cut  Urged 
to  Spur  Economy.”  And  as  we  go  to  press 
the  administration  is  considering  whether 
to  present  to  Congress  a  tax-reduction  bill 
of  just  that  type. 

We’d  like  to  see  a  tax  cut,  and  the  sooner 
the  better.  But  a  quickie  tax  cut  to  last 
for  only  1  year,  say,  a  cut  designed  primarily 
to  spur  business  during  the  next  few 
months,  isn’t  going  to  do  any  real  good. 
What’s  needed  is  a  permanent  cut  that  rises 
out  of  the  realization  that  the  basic  condi¬ 
tion  of  the  business  system — the  chief  ath¬ 
lete — has  been  hurt  by  the  size  and  shape 
of  the  present  tax  structure.  A  cut  will 
increase  this  year’s  expected  Federal  budget 
deficit,  which  is  as  grave  a  concern  to  us  as 
to  any  Congressman.  Some  advocates  of  a 
cut  point  out  that  the  stimulation  would 
generate  enough  business  to  offset  the 
defiict.  We  can  scarcely  believe  that  it 
would  have  that  immediate  effect.  But 
there  is  no  reason  to  assume  that  our  only 
long-range  choice  is  between  present  tax 
levels  and  a  succession  of  Federal  deficits. 
Government  expenditures  can  be  reduced  to 
a  smaller  proportion  of  national  product, 
and  indeed  if  a  permanent  tax  cut  is  to 
make  any  sense  they  will  have  to  be  reduced. 
We  have  to  begin  cutting  taxes  sometime, 
and  we  can  think  of  no  better  time  than 
right  now. 

UNDERNOURISHED  INVESTMENT 

This  summer’s  financial  news,  centering 
on  the  stock  market  drop,  has  been  dramatic 
and  suspenseful.  But  we  will  not  under¬ 
stand  the  present  situation  if  we  isolate  it 
from  previous  danger  signals  and  disappoint¬ 
ments  in  the  economy.  In  1960,  for  instance, 
when  John  F.  Kennedy  promised  to  “get  this 
country  moving  again”  he  was  assuming  that 
the  economy  had  bogged  down.  His  proposed 
remedies  involved  a  more  active  Government 
role  in  guiding  and  stimulating  the  economy. 
But  the  developments  of  1962  suggest  that 
some  of  the  trouble  may  lie  in  what  the  Gov¬ 
ernment  is  already  doing. 

The  general  health  and  spirit  of  business 
are  both  measured  and  affected  by  the  level 
of  profits.  An  article  called  “U.S.  Business  in 
Suspense”  discusses  how  the  present  profit 
squeeze  deprives  business  of  funds  needed 
for  expansion  and  at  the  same  time  weakens 
the  incentives  for  expansion.  Among  the 
main  factors  in  the  profit  squeeze  are  the 
high  level  of  Federal  taxes  and  the  way  taxes 
are  concentrated  upon  those  parts  of  the 
economy  that  should  produce  investment 
funds.  The  U.S.  economy’s  need  for  invest¬ 
ment  has  not  been  adequately  understood. 
We  have  maintained  in  the  postwar  period  a 
level  of  gross  capital  formation  that  is  more 
than  20  percent  of  gross  national  product. 
But  most  of  this  goes  to  offset  the  consump¬ 
tion  of  capital  in  the  huge  U.S.  industrial 
plant.  The  significant  change  is  in  net  capi¬ 
tal  formation— which  represents  growth. 
Until  1929  net  capital  formation  ran  above 
10  percent  of  gross  national  product;  in  the 
postwar  period  it  has  been  only  about  6 


percent.  This  change  is  one  of  the  main 
reasons  why  incipient  booms  abort,  why  a 
high  rate  of  unemployment  persists,  why  the 
national  growth  rate  has  slowed  down. 

THE  GREAT  DEPRESSANT 

When  do  taxes,  which  are  never  welcome, 
become  really  excessive?  President  Ken¬ 
nedy,  who  says  he  likes  sophisticated  eco¬ 
nomic  arguments,  can  read  plenty  of  them  on 
the  theoretical  limits  of  tax  capacity.  Some 
economists  believe  that  a  tax  burden  that 
exceeds  25  percent  of  net  national  product 
will  overload  any  economy.  (The  present 
take  of  Federal,  State,  and  local  taxes 
amounts  to  about  29  percent  of  the  net  na¬ 
tional  product.)  Other  theoreticians  argue 
that  the  distribution  of  the  tax  load  matters 
more  than  its  total  weight. 

But  the  present  U.S.  tax  structure  is  spon¬ 
sored  by  no  economic  theory.  It  just  grew 
out  of  a  combination  of  crises,  wars,  emo¬ 
tional  economics,  and  crude  efforts  to  use 
the  taxing  power  as  an  instrument  of  social 
justice.  Long  before  the  New  Deal,  an  idea 
flourished  that  the  Inequalities  of  wealth 
could  be  leveled  off  somewhat  by  progres¬ 
sive  taxes  on  incomes.  In  the  depression, 
very  heavy  increases  in  these  taxes  were  voted 
( contrary  to  all  prevailing  economic  theories 
of  recovery) ,  partly  in  a  spirit  of  vengeance 
against  the  rich  and  the  business  system. 
World  War  II  acted  as  a  kind  of  multiplier 
on  these  misconceived  taxes.  A  couple  of 
postwar  tax  cuts,  then  the  Korean  war  tax 
boosts,  then  the  modest  Eisenhower  cut  of 
1954 — and  that’s  the  tax  structure.  Nobody 
designed  it.  Nobody  takes  credit  for  it. 
And  hardly  anybody  defends  it. 

Such  a  tax  setup  has  to  be  judged  by  ex¬ 
perience  rather  than  theory.  But  through 
most  of  the  period  of  the  present  structure's 
existence  its  effects  have  been  masked  by  in¬ 
flation.  In  such  a  period  rising  values  in¬ 
vite  equity  investment;  business  planners 
hasten  expansion,  believing  that  the  cost  will 
be  higher  for  every  year  of  delay.  Experi¬ 
ence  in  those  years  seemed  to  contradict 
those  who  had  warned  that  the  tax  level 
would  dry  up  investment.  In  1955,  Har¬ 
vard’s  Prof.  J.  Keith  Butters  told  a  congres¬ 
sional  committee  he  could  find  little  evidence 
that  the*  tax  system  had  caused  an  under¬ 
supply  of  risk  capital.  But  he  went  on  to 
warn  that  “conclusions  as  to  the  extent  to 
which  the  tax  structure  stifles  the  flow  of 
risk  capital  during  a  period  of  high  business 
activity  cannot  be  applied  without  modifica¬ 
tion  to  a  time  of  declining  business  activity 
and  investor  pessimism.  *  *  *  The  tax  struc¬ 
ture  would  be  far  more  repressive  *  *  *  in 
a  declining  period.” 

Indeed,  it  tecame  far  more  repressive  as 
soon  as  the  upward  price  spiral  flattened  out 
in  1958.  But  the  United  States  was  slow  to 
recognize  that  in  the  new  situation  the  old 
taxes  were  having  a  much  more  serious  im¬ 
pact  on  business.  Federal  expenditures  con¬ 
tinued  to  rise,  and  warnings  on  this  point 
were  met  by  the  apparently  practical  argu¬ 
ment  that  the  same  tax  rates  had  not  pre¬ 
vented  prosperous  years  in  the  fifties. 

Most  of  the  tax-cut  discussions  of  the 
spring  and  summer  of  1962  have  been  pro¬ 
ceeding  on  the  unspoken  assumption  that 
Federal  expenditures  cannot  be  cut.  But  the 
present  level  of  Federal  expenditures  is  not 
forced  upon  us  by  some  inexorable  law  of 
nature.  True,  defense  expenditures  are 
forced  upon  us,  but  the  part  of  the  Federal 
budget  that  has  been  rising  most  rapidly 
in  the  last  decade  has  been  the  nondefense 
portion.  “Needs”  are  unlimited.  *  *  *  If 
present  Federal  tax  rates  are  left  unchanged 
and  the  economy  continues  its  recent  slow 
rate  of  growth,  the  Federal  Government  in 
1970  will  be  collecting  about  $130  billion  a 
year.  Will  it  be  able  to  spend  that  much? 
Foolish  question.  President  Kennedy,  just 
in  his  first  mopths  in  office,  proposed  ex¬ 
penditures  that,  had  Congress  approved, 
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might  have  added  an  extra  $10  billion  to 
expenditures  now  running  around  $90  bil¬ 
lion. 

A  5-TEAR  PLAN 

As  animals  go,  horses  are  pretty  dumb. 
They  don’t  know  that  the  harder  they  try 
and  the  more  they  win,  the  heavier  will  be 
the  weight  the  racing  secretary  puts  on  them 
the  next  time  out.  Even  so,  horses  seem  to 
get  discouraged  by  high  weights.  Business¬ 
men,  who  are  less  sophisticated  than  Har¬ 
vard  economists  but  not  so  dumb  as  horses, 
have  been  pervaded  by  the  deadening  pros¬ 
pect  that  the  tax  burden  will  go  on  and  on. 
Every  investment  decision  on  a  corporate 
agenda  in  the  summer  of  1962  must  be  con¬ 
sidered  under  the  depressing  knowledge  that 
it  must  struggle  to  pay  for  itself  under  a 
future  tax  burden  that  will  weigh  down 
upon  the  whole  economy.  This  forbidding 
long-range  prospect  will  have  to  be  changed. 

We  don’t  know  what,  if  anything,  Con¬ 
gress  will  do  about  taxes  before  it  adjourns 
this  summer.  A  cut  in  the  corporate  income 
tax  would  be  the  most  useful  part  of  any 
immediate  tax  reduction.  A  cut  from  52  per¬ 
cent  to  47  would  increase  corporate  earnings 
after  taxes  by  10  percent,  encourage  busi¬ 
ness  investment,  and  benefit  everybody. 
This  would  cost  the  Treasury  about  $2.5 
billion.  An  at  least  equal  reduction  in  the 
personal  income  tax  take  would  presuma¬ 
bly  be  the  political  price  of  the  corporate 
cut,  and  perhaps  do  the  economy  some  good 
in  the  next  few  months.  But  neither  corpor¬ 
ate  nor  personal  income  tax  cuts  will  accom¬ 
plish  anything  at  all  if  they  are  presented  as 
momentary  Federal  largess  for  a  momentari¬ 
ly  faltering  economy.  Tax  cuts,  whether 
they  come  now  or  next  January,  must  be 
made  in  such  a  way  as  to  show  that  public 
policy  has  established  a  new  level  of  what 
is  considered  a  tolerable  long-range  tax  bur¬ 
den.  We  favor  cutting  by  installments,  for 
example,  spreading  the  cuts  over  a  5-year 
period  (as  in  the  Baker-Herlong  bill). 
There  is  a  very  good  chance  that  business¬ 
men,  realizing  that  they  were  investing  for 
an  economy  with  a  decreasing  tax  burden, 
would  begin  immediately  to  make  expansive 
decisions. 

A  lower  level  of  tax  rates  (and  Govern¬ 
ment  expenditures)  over  fi  period  of  years 
should  be  accompanied  by  a  thorough  revi¬ 
sion  of  the  present  tax  structure.  Many  re¬ 
forms  are  needed,  but  a  change  in  the  pres¬ 
ent  emphasis  on  income  taxes  is  surely  one 
of  them.  Very  few  countries  count  so  heav¬ 
ily  on  personal  income  taxes  as  does  the 
United  States— and  only  Great  Britain  has 
as  high  a  corporate  profits  tax.  This  em¬ 
phasis  inhibits  investment  and  distorts 
business  decisions.  But  when  tax  conse¬ 
quences  become  a  dominant  factor  in  busi¬ 
ness  decisions,  the  efficiency  of  the  whole 
machine  is  impaired.  We  became  so  fasci¬ 
nated  by  the  idea  of  taxes  graded  to  ability 
to  pay  that  we  have  reduced  the  economy’s 
ability  to  progress. 

An  era  of  rapid  scientific  and  technologi¬ 
cal  progress  offers  opportunity  that  can  be 
seized  only  by  an  abundance  of  capital,  flex¬ 
ibly  deployed.  International  competition  in 
the  years  ahead  may  make  this  opportunity 
a  rather  grim  necessity. 

In  April  1958,  confronted  with  another 
of  these  chronic  discouragements  in  the  busi¬ 
ness  outlook,  Fortune  said :  “What  the  coun¬ 
try  needs  most  today  is  no  flash-in-the-pan 
panaceas,  and  no  panicky  rush  for  purchas¬ 
ing-power  hypodermics.  What  it  needs  is  a 
restoration  of  normal  incentives,  acknowl¬ 
edgment  of  the  basic  role  of  profits  in  the 
system,  and  reassurance  that  the  Government 
understands  the  true  nature  of  a  profit-and- 
loss  economy.” 

We  say  it  again. 


[From  the  Wall  Street  Journal,  Aug.  31,  1962] 
Down  on  the  Levies— President’s  Drive  for 

Tax  Reform  Is  Hobbled  bt  Lawmakers’ 

Changing  View  of  Rate  Cuts 
(By  Robert  D.  Novak) 

Washington. — The  hoary  maxim  that  Con¬ 
gress  will  swallow  the  most  bitter  tax  reform 
schemes  if  they  are  sweetened  enough  by 
tax  cuts  may  be  ready  for  consignment  to 
the  scrap  heap  of  outworn  adages. 

This  is  the  long-rang  conclusion  that  may 
be  drawn  from  Congress’  remarkable  reluc¬ 
tance  to  nibble  at  the  tax  reduction  bait 
dangled  this  summer  by  President  Kennedy. 
The  summertime  events  pose  this  question: 
If  the  lawmakers  this  year  disdained  a 
straight  tax  cut  with  no  strings  attached, 
how  can  they  be  expected  next  year  to  em¬ 
brace  a  tax  cut  encumbered  by  onerous 
revenue-producing  reforms  drawing  fire  from 
powerful  lobbies? 

And  if  the  “sweetener”  theory  of  tax  re¬ 
form  must  indeed  be  discarded,  then  the 
outlook  for  the  Treasury’s  grand  design  of 
overhauling  the  tax  structure  before  Mr. 
Kennedy  faces  reelection  in  1964  must  be 
changed  from  doubtful  to  pretty  near  im¬ 
possible. 

Not  since  those  heady  days  when  the  New 
Frontier  first  opened  in  Washington  some 
18  months  ago,  has  anybody  regarded  tax 
reform  as  anything  but  a  grim  and  hazard¬ 
ous  chore.  The  agonizing  and  still  uncom¬ 
pleted  task  of  guiding  through  Congress 
what  they  consider  a  minimal  tax  revision 
bill  has  been  a  sobering  experience  for  Mr. 
Kennedy’s  bright  young  men  at  the  Treas¬ 
ury,  who  once  talked  hopefully  of  Congress 
completing  a  full  rewrite  of  the  tax  laws  be¬ 
fore  the  1962  elections.  Those  old  hands  on 
Capitol  Hill  with  previous  experience  in  the 
jungles  of  tax  legislation  never  had  any 
illusions  about  the  size  of  the  task. 

TOO  RESTRICTED,  TOO  SMALL 

But  until  this  summer’s  abortive  try  for 
a  quick  tax  cut,  both  the  new  faces  at  the 
Treausry  and  the  veterans  in  Congress  at¬ 
tributed  much  of  the  difficulty  encountered 
by  the  1961-62  tax  revision  bill  to  its  lack 
of  sweetening  tax  reduction  provisions.  The 
bill’s  proposed  tax  credit  for  businessmen 
who  purchase  certain  kinds  of  equipment,  it 
was  reasoned,  was  too  restricted,  too  small 
and  too  novel  to  win  any  widespread  support 
from  business.  Far  from  serving  as  a  sweet¬ 
ener  to  ease  passage  of  the  bill,  the  invest¬ 
ment  credit  has  proved  more  difficult  to  pass 
than  most  of  the  revision  measure’s  revenue - 
producing  provisions. 

On  the  basis  of  this  experience,  the  tax 
writers  came  to  believe  that  the  revision  bill 
would  have  traveled  a  smoother  road  to 
passage  had  it  included  across-the-board 
cuts  in  personal  and  corporate  income  tax 
rates.  Because  the  major  reform  bill  next 
year  will  contain  just  such  a  tax  cut  plan, 
they  concluded,  its  prospects  for  approval 
might  be  fairly  good. 

Treasury  officials  insist  that  this  reasoning 
remains  essentially  valid.  They  point  out 
with  some  accuracy  that  the  possibility  of  a 
tax  cut  was  raised  so  suddenly  this  summer, 
after  the  stock  market  decline,  that  public 
sentiment  for  it  never  had  a  chance  to  grow. 
Moreover,  there  was  an  understandable 
prejudice  in  Congress  against  a  tax  reduction 
presented  as  an  emergency  measure  to  stimu¬ 
late  the  economy  at  a  time  when  most  law¬ 
makers  did  not  believe  the  economy  was  in 
such  bad  shape.  Things  will  be  different 
next  year,  say  the  Treasury  men,  when  sup¬ 
port  for  tax  reduction  has  gone  through  more 
than  6  months  of  gestation  and  the  cut  will 
be  advanced  as  part  of  orderly  and  perma¬ 
nent  tax  reform  rather  than  as  a  temporary 
expedient. 


APPARENT  PUBLIC  INDIFFERENCE 

However,  this  reasoning  tends  to  ignore 
some  of  the  most  interesting  aspects  of  the 
recent  debate  over  a  quickie  tax  cut.  A  sur¬ 
prisingly  large  number  of  Congressmen 
showed  they  simply  do  not  believe  there  is 
much  political  advantage  to  be  had  from 
cutting  taxes  in  these  days  of  wage  with¬ 
holding.  What’s  more,  the  apparent  public 
indifference  to  tax  reduction  is  causing  a 
reexamination  of  the  political  facts  of  life 
by  those  lawmakers  who  cling  to  the  time- 
honored  theory  that  a  drop  in  income  tax 
rates  pays  off  on  election  day. 

Barring  a  severe  economic  slump  in  the 
coming  months,  the  mood  on  Capitol  Hill 
next  January,  is  likely  to  be  mildly  receptive 
to  tax  redutcion— but  not  at  any  price.  In 
other  words.  Congress  is  not  apt  to  desire 
tax  cuts  so  much  that  it  will  lower  its  guard 
against  Mr.  Kennedy’s  reform  schemes. 

The  tax  legislation  dilemma  confronting 
the  administration  comes  into  focus  more 
clearly  when  talk  of  reform  shifts  from 
grand  generalities  to  hard  specifics.  It’s 
not  easy  to  find  anyone  today  willing  to  pre¬ 
dict  that  tax  reduction  would  induce  Con¬ 
gress  to  accept  any  of  the  major  reforms  un¬ 
der  consideration  at  the  Treasury:  Reduc¬ 
tion  of  depletion  allowances  for  oil  and  gas, 
limitations  of  the  type  of  earnings  that 
qualify  as  capital  gains,  cuts  in  tax  deduc¬ 
tions  for  interest  payments  or  charitable 
contributions,  reduction  of  the  tax  credit  for 
retired  persons — or  even  the  pending  pro¬ 
posal  for  tax  withholding  on  dividend  and 
interest  income. 

Moreover,  the  validity  of  the  sweetener 
theory  of' passing  tax  reform  bills  has  dimin¬ 
ished,  not  only  as  a  result  of  unexpected 
congressional  apathy  toward  tax  reduction, 
but  also  because  of  a  change  in  the  emphas- 
sis  of  the  administration’s  plans  for  tax 
reform. 

At  the  heart  of  the  sweetener  theory  is 
the  implied  threat  that  the  President  would 
veto  any  tax  reduction  bill  that  has  been 
stripped  of  his  major  revenue-producing  re¬ 
forms.  But  the  administration  has  made 
clear  in  recent  months  that  it  regards  across- 
the-board  tax  cuts  not  as  merely  a  sweetener 
but  as  the  most  important  ingredient  of  tax 
reform  and  a  necessity  for  accelerated  eco¬ 
nomic  growth.  Thus,  the  impression  has 
grown  in  Congress  that  Mr.  Kennedy  gladly 
would  accept  a  tax  cut  next  year  even  if  it 
included  nary  a  revenue-producing  feature. 

THORNY  PROBLEMS 

Tiie  President  strengthens  this  impression 
when  he  talks  of  passing  a  tax  bill  early 
next  year  with  tax  cuts  retroactive  to  Janu¬ 
ary  1,  1963.  Even  with  unprecedented  luck 
for  the  administration,  Congress  could  not 
complete  action  on  a  comprehensive  reform 
measure  until  sometime  in  1964.  Conse¬ 
quently,  lawmakers  seem  justified  in  assum¬ 
ing  that  Mr.  Kennedy  really  is  talking  about 
a  simple  tax  cut  for  1963. 

But  passage  of  such  an  unencumbered  tax 
reduction  bill  poses  problems  not  a  great 
deal  less  thorny  than  those  facing  a  com¬ 
prehensive  reform  measure.  Congressional 
hostility  toward  tax  reduction  this  summer, 
stemmed  in  large  part  from  fears  by  rank- 
and-file  Democrats  that  voters  would  turn 
against  Congressmen  who  deliberately  voted 
to  expand  the  Federal  budget  deficits  through 
tax  reduction.  More  important,  this  opposi¬ 
tion  to  straight  tax  cuts  in  times  of  deficit 
spending,  is  found  among  the  senior  Demo¬ 
crats  in  Congress  most  influential  in  the  tax 
legislation  field. 

Representative  Mills  of  Arkansas,  the 
enigmatic  Ways  and  Means  Committee  chair¬ 
man,  intimates  in  his  customary  delphic 
manner  that  tax  reduction  must  be  a  part  of 
a  general  reform  measure  and  should  not 
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result  In  a  net  revenue  loss  unless  the  Fed¬ 
eral  budget  is  balanced.  The  Senate  Fi¬ 
nance  Committee’s  two  top  Democrats,  Vir¬ 
ginia’s  Senator  Byrd  and  Oklahoma’s  Sena¬ 
tor  Kerr,  state  their  positions  clearly:  No  net 
tax  reduction  while  the  Federal  Government 
is  running  in  the  red. 

KERR’S  ROLE 

But  Senator  Kerr,  whose  support  is  abso¬ 
lutely  necessary  for  any  tax  bill  in  the  Sen¬ 
ate,  leaves  a  loophole.  The  Oklahoman  sug¬ 
gests  that  he  would  support  a  1963  tax  re¬ 
duction  if  accompanied  by  a  cutback  in  Fed¬ 
eral  spending  of  around  $3  billion  or  more. 
Furthermore,  the  talk  on  Capitol  Hill  of  a 
combined  tax  cut  and  spending  cut  no  longer 
is  confined  to  fiscal  conservatives.  “I’m 
afraid  it’s  the  only  way  we  can  get  a  tax  cut 
bill,”  gloomily  concedes  a  prominent  liberal 
Senator. 

Yet,  Mr.  Kennedy  would  have  to  perform 
the  most  spectacular  philosophical  somer¬ 
sault  of  his  career  to  accept  tlje  Kerr  for¬ 
mula.  It  would  constitute  a  direct  repudia¬ 
tion  of  the  President’s  top  economic  coun¬ 
selors,  who  regard  diminished  Government 
spending  during  slack  economic  times  as 
the  height  of  folly  and  deflationary  in  na¬ 
ture.  Even  Treasury  Secretary  Dillon,  one 
of  the  more  conservative  New  Frontiersmen, 
has  expounded  this  theory  repeatedly  in 
testimony  before  congressional  committees. 

Even  if  the  President  were  tempted  to  con¬ 
sider  the  acrobatics,  which  is  unlikely,  the 
problem  of  just  where  to  cut  spending  would 
remain.  A  slash  in  nondefense  outlays 
would  mean  a  tacit  abandonment  of  some 
of  the  Kennedy  administration’s  most  cher¬ 
ished  programs  and  policies.  A  reduction  in 
defense  expenditures  would  require  an  as¬ 
sessment  by  Mr.  Kennedy  that  cold  war 
tensions  are  easing — an  unlikely  assessment 
in  view  of  the  present  world  situation. 

In  truth,  there  is  not  now  an  obvious  way 
for  Mr.  Kennedy  to  get  any  kind  of  tax 
bill — comprehensive  or  straight  rate  reduc¬ 
tion — out  of  Congress  next  year.  The  fore¬ 
cast  may  be  premature,  but  there  is  a  grow¬ 
ing  belief  that  the  mangled  tax  revision  bill 
now  limping  along  toward  passage,  may  be 
the  only  general  revenue  measure  passed  by 
Congress  during  Mr.  Kennedy’s  first  term. 

Consequently,  Democratic  politicians  fear 
that  if  the  President  proclaims  tax  reform 
as  his  top  legislative  goal  for  1963-64,  he  may 
be  in  for  still  another  humiliating  rebuff 
at  the  hands  of  Congress. 

Mr.  JAVITS.  Mr.  President,  I  send 
an  amendment  to  the  desk,  on  behalf  of 
myself  and  the  Senator  from  Minnesota 
[Mr.  McCarthy],  and  ask  to  have  it 
stated 

The  PRESIDING  OFFICER.  The 
amendment  offered  by  the  Senator  from 
New  York  for  himself  and  the  Senator 
from  Minnesota  will  be  stated. 

The  Legislative  Clerk.  It  is  proposed, 
on  page  193,  after  line  22,  to  insert: 

(g)  Corporations  Incorporated  in  Coun¬ 
tries  of  the  European  Economic  Commu¬ 
nity. — For  purposes  of  subsections  (d)  and 
(e)  of  this  section,  a  foreign  corporation 
which  is  created  or  organized  under  the  laws 
of  a  country  of  the  European  Economic 
Community  shall  be  treated  as  being  created 
or  organized  under  the  laws  of  each  country 
of  the  European  Economic  Community.  For 
purposes  of  the  preceding  sentence,  the 
countries  of  the  European  Economic  Com¬ 
munity  as  of  any  date  shall  be  those  coun¬ 
tries  which  on  such  date  are  agreed  to 
achieve  a  common  external  tariff  through 
the  European  Economic  Community. 

Mr.  JAVITS.  Mr.  President,  I  sent 
the  amendment  to  the  desk  on  behalf 
of  myself  and  the  Senator  from  Minne¬ 
sota  [Mr.  McCarthy],  This  is  probably 


the  last  chance  which  we  shall  have  in 
respect  of  this  bill  to  do  anything  about 
the  new  concept  of  taxation  on  corpora¬ 
tions  which  have  subsidiaries  abroad  and 
which  are  manufacturing  and  selling 
abroad.  This  is  by  all  odds  the  minimal 
amount  of  relief  which  should  be  af¬ 
forded  in  the  interest  of  America’s  trade 
position.  I  would  like  to  emphasize  that. 

What  the  amendment  does  is  to  pro¬ 
vide  that  any  corporation  set  up  within 
the  common  market  area  is  deemed  to  be 
a  corporation  of  every  country  within 
that  area  and  does  not  have  to  be  sep¬ 
arately  incorporated  in  that  country. 
This  involves  more  than  a  mere  saving  of 
incorporation  expense. 

It  would  have  tax  implications.  The 
scheme  of  the  pending  bill  is  to  place  a 
tax  on  a  company  when  a  foreign  com¬ 
pany  sells  through  sales  outlets  in  any 
country  other  than  the  country  in  which 
the  product  is  manufactured.  The  tax 
consequences  could  be  avoided,  if  the 
amendment  were  adopted,  for  a  com¬ 
pany  which  manufactured  in  the  Com¬ 
mon  Market  and  sold  in  the  Common 
Market,  even  though  the  company  might 
set  up  sales  outlets  in  the  individual 
countries  of  the  Common  Market.  That 
is  the  purport,  of  the  amendment. 

There  is  a  valid  reason  for  the  amend¬ 
ment.  It  is  clear  that  one  of  the  things 
which  the  Senator  from  Minnesota  [Mr. 
McCarthy]  and  I  and  other  Senators 
have  been  pressing  in  the  field  of  foreign 
corporate  taxation  is  the  competitive 
angle;  that  is,  the  fact  that  American 
corporations  are  now  competing  with 
corporations  of  other  countries  in  an 
effort  to  sustain  the  export  position  of 
the  United  States.  To  sustain  that  posi¬ 
tion  it  is  necessary  for  them  to  manu¬ 
facture  abroad.  The  corporation  is  taxed 
abroad.  The  bill  would  tax  the  same 
operations  at  home. 

We  have  contended  that  competition 
is  what  makes  it  so  difficult  for  the 
American  corporation  moving  into  those 
areas.  The  competition  is  nowhere  more 
keen  and  nowhere  more  evident  than  in 
the  European  Common  Market.  If  the 
Common  Market  treats  itself  as  an  eco¬ 
nomic  unity,  the  proper  question  which 
we  must  ask,  before  we  leave  considera¬ 
tion  of  the  pending  bill — and  that  will 
be  the  end  of  the  matter,  so  far  as 
American  companies  which  manufacture 
and  sell  abroad  are  concerned — is,  “In 
order  for  American  companies  to  com¬ 
pete,  should  we  not  treat  the  European 
Common  Market  as  an  entity?” 

That  is  the  opportunity  which  is  af¬ 
forded  to  the  Senate  by  the  amendment. 
As  I  say,  it  is  a  minimal  amendment  on 
the  issue  of  competition,  and  should  be 
agreed  to. 

After  conferring  with  the  Senator 
from  Minnesota  [Mr.  McCarthy!  I  have 
confined  the  amendment  only  to  those 
two  sections  of  the  bill  which  relate  to 
sales  of  articles  which  are  manufac¬ 
tured,  produced,  grown  or  extracted — 
tangible  personal  property — and  serv¬ 
ices,  which  are  also  covered  by  the  bill, 
again  when  the  services  are  sold.  I  have 
omitted  the  foreign  holding  companies, 
so  as  to  avoid  getting  into  the  question 
of  securities  transactions,  havens,  and 
so  on.  We  are  dealing  now  with  Ameri¬ 


can  corporations  which  actually  are 
making  goods  or  rendering  services,  and 
the  freedom  of  their  operations  within 
the  limitations  of  the  new  tax  approach 
within  the  European  Common  Market. 

Mr.  President,  this  is  a  very  serious 
matter.  As  I  say,  this  is  probably  the 
last  opportunity  any  of  us  will  have  to 
do  anything  in  terms  of  trying  to 
rationalize  the  picture  of  competition 
between  American  firms  operating 
abroad  and  their  foreign  competitors. 

If  Senators  will  refer  to  page  79  of  the 
committee  report  they  will  find  how  the 
new  concept  of  taxation  is  applied.  I 
quote  from  the  second  full  paragraph  on 
page  79  of  the  report,  referring  to  U.S. 
corporations:  “for  their  income  from 
foreign  sales  subsidiaries  which  are 
separately  incorporated  from  their 
manufacturing  operations.” 

I  ask  Senators  to  look  at  page  84,  un¬ 
der  the  heading,  “Foreign  Base  Company 
Sales  Income.”  The  explanation  at  the 
top  of  the  page  is  as  follows: 

Foreign  base  company  sales  income  is  in¬ 
come  derived  from  the  purchase  and  sale  of 
personal  property  if  the  property  is  either 
purchased  from  a  related  person  or  sold  to 
a  related  person. 

That  refers  to  the  closeness  of  the 
relationship  as  between  the  U.S.  corpo¬ 
ration  and  its  subsidiary.  I  continue  the 
quotation: 

However,  this  applies  only  where  the  prop¬ 
erty  purchased  is  manufactured,  produced, 
grown,  or  extracted  outside  of  the  country 
where  the  controlled  foreign  corporation  is 
organized  and  the  property  also  is  sold  for 
use,  consumption  or  use  outside  of  that 
country. 

I  ask  Senators  to  refer  to  the  language 
in  the  paragraph  relating  to  foreign  base 
company  services  income,  in  the  last  full 
paragraph  on  page  84: 

As  in  the  case  of  sales  income,  the  purpose 
here  is  to  deny  tax  deferral  where  a  service 
subsidiary  is  separated  from  manufacturing 
or  similar  activities  of  a  related  corporation 
and  organized  in  another  country  primarily 
to  obtain  a  lower  rate  of  tax  for  the  service 
income. 

The  amendment  would  provide  that  if 
a  service  company  or  a  sales  company 
were  organized  in  any  one  country  with¬ 
in  the  European  Common  Market  area — 
that  is  now  six  countries,  but  it  may  be  a 
greater  number  as  we  go  along — it  shall 
be  deemed  to  be  a  corporation  of  the 
same  place  as  the  corporation  of  manu¬ 
facture,  when  that  corporation  is  itself 
within  the  European  Common  Market 
area. 

I  emphasize  that,  because  I  wish  to 
make  it  perfectly  clear  that  tax  conse¬ 
quences  are  envisaged  by  the  amend¬ 
ment.  It  does  not  merely  relate  to  the 
relatively  slight  expense  of  organizing  a 
corporation.  It  would  treat  the  whole 
Common  Market  area,  as  it  were,  as  one 
country  for  the  tax  implications  of  the 
bill  as  it  relates  to  foreign  corporations, 
provided  one  is  dealing  only  with  opera¬ 
tions  which  deal  with  manufacture  oi 
with  services,  and  excluding  the  whole 
personal  holding  company  concept. 

In  this  connection,  I  refer  to  the  state¬ 
ment  which  was  introduced  by  our  dis¬ 
tinguished  colleague  who  is  in  charge  of 
the  bill  [Mr.  Kerr],  which  appears  in 
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the  Congressional  Record  for  August 
30, 1962.  I  refer  to  the  memorandum  ex¬ 
plaining  the  view  of  the  Treasury  De¬ 
partment  on  the  proposed  Trade  Expan¬ 
sion  Act  of  1962,  which  is  now  being  con¬ 
sidered  by  the  Finance  Committee.  It 
explains  with  crystal  clarity  on  the  high¬ 
est  level  of  our  Government  the  reason 
why  I  say — which  I  believe  is  completely 
supported  by  the  statement — that  the 
European  economic  community  must  be 
considered  as  a  single  market  in  which 
American  companies  must  compete  with 
other  foreign  producers  who  will  be  op¬ 
erating  in  that  market. 

American  companies  are  going  to  be 
seriously  disadvantaged  by  the  tax  con¬ 
sequences  of  the  pending  bill.  This  is  an 
effort  to  reduce  somewhat  the  extent  of 
that  disadvantage. 

I  wish  to  read  from  the  memorandum 
prepared  by  the  Secretary  of  the  Treas¬ 
ury  and  sent  to  the  Senate  Finance 
Committee  in  respect  to  the  proposed 
Trade  Expansion  Act  of  1962: 

As  the  domestic  economy  grows,  American 
demand  for  imports  will  become  greater. 
Despite  our  best  efforts,  outlays  abroad  for 
the  national  defense,  aid,  and  investment 
will  continue  to  be  large.  If  these  payments 
are  to  be  met,  the  United  States  must  export 
more.  The  necessary  expansion  of  exports 
can  occur  only  if,  through  negotiations,  the 
doors  to  major  foreign  markets — and  espe¬ 
cially  the  new  and  expanding  Common  Mar¬ 
ket  of  Western  Europe — are  opened  wider 
for  U.S.  products. 

The  six  countries  which  formed  the  Eu¬ 
ropean  Economic  Community  have  now  es¬ 
tablished  their  common  external  tariff,  and 
are  expected  to  bring  it  into  full  effect  when 
their  transitional  period  is  over,  at  the  latest 
by  the  end  of  1969.  Also,  they  are  rapidly 
reducing  the  tariffs  which  apply  to  their 
trade  with  one  another  and  are  committed 
to  eliminate  them  altogether  by  the  end  of 
1969.  The  common  agricultural  policy,  and 
the  terms  of  continued  association  with 
newly  independent  countries  which  were 
formerly  European  colonies,  are  rapidly  tak¬ 
ing  shape.  The  United  Kingdom  is  expected 
to  join  the  European  Economic  Community, 
and  others  may  well  follow.  The  resulting 
expanded  Common  Market  will  constitute  a 
giant  new  economic  unit  within  the  free 
world. 

I  emphasize  those  words — 
will  constitute  a  giant  new  economic  unit 
within  the  free  world.  If  U.S.  exports  are  to 
be  expanded  to  the  necessary  extent,  liberal 
access  to  the  Common  Market  is  absolutely 
essential. 

Mr.  BUSH.  Mr.  President,  will  the 
Senator  yield? 

Mr.  JAVITS.  I  yield. 

Mr.  BUSH.  I  think  the  Senator  makes 
an  excellent  case  for  the  contention  that 
we  should  recognize  that  the  6  coun¬ 
tries— which  may  grow  to  7,  8,  9,  10,  or 
more,  if  the  Outer  Seven  come  in,  even¬ 
tually— are  one  unit  from  an  economic 
standpoint,  and  from  a  trade  stand¬ 
point. 

I  fail  so  far  to  grasp  what  are  the  tax 
implications  of  the  Senator’s  amend¬ 
ment.  So  far  as  an  American  company 
owning  a  subsidiary  abroad  and  operat¬ 
ing  in  one  of  the  Common  Market  coun¬ 
tries  is  concerned,  I  understand  that  if 
it  is  operated  in  one,  it  is  to  be  consid¬ 
ered  as  though  operating  in  all.  It 
would  be  one  for  all  and  all  for  one, 


under  the  Senator’s  amendment.  What 
would  be  the  tax  effects,  as  they  might 
affect  such  a  company? 

Mr.  JAVITS.  The  tax  effects  would 
result  if  the  income  realized  on  sales, 
according  to  the  bill,  were  realized  from 
a  corporation  which  was  a  sales  com¬ 
pany  incorporated  in  the  country  other 
than  the  country  in  which  the  manufac¬ 
turing  of  the  subsidiary  took  place.  For 
example,  American  corporation  X  might 
have  a  subsidiary  which  did  manufac¬ 
turing  in  France.  It  would  sell  in  Italy 
through  a  sales  corporation.  The  sales 
income  then  comes  under  the  inhibitions 
of  the  bill  in  the  sense  that  it  is  taxed 
immediately  to  the  American  stock¬ 
holder,  even  though  it  is  not  actually  re¬ 
ceived.  That  is  the  fundamental  tax 
change  made  by  the  bill. 

On  the  other  hand,  as  to  a  sales  com¬ 
pany  in  France  for  an  American  cor¬ 
poration  manufacturing  through  a  sub¬ 
sidiary  in  France,  there  is  no  such  tax 
.  consequence. 

Therefore,  the  amendment  would 
transform  the  whole  Common  Market 
area  into  a  situation  analogous  to  the 
one  I  have  stated  with  respect  to  a  sub¬ 
sidiary  manufacturing  in  France  and 
selling  in  France.  That  is  the  way  in 
which  the  scheme  of  taxation  in  the  bill 
is  traced  out.  I  have  made  the  amend¬ 
ment,  therefore,  to  apply  both  to  a  sales 
operation  in  which  tangible  goods  are 
involved,  and  to  the  business  of  selling 
services — as,  for  example,  an  accounting 
firm  or  a  company  servicing  various 
types  of  appliances  and  machinery,  some 
other  management  service,  or  some  other 
tangible  operating  servicing  company. 
Those  are  the  two  types  of  companies  to 
which  I  have  applied  the  scheme  as  it 
relates  to  the  integrated  European  Com¬ 
mon  Market.  So  the  tax  consequences 
would  then  not  flow  if  the  whole  opera¬ 
tion  were  conducted  with  the  Common 
Market,  as  provided  by  the  bill.  The 
tax  consequences,  therefore,  would  be 
analogous  to  the  situation  in  which  the 
manufacturing  and  selling  would  take 
place  in  one  country,  which,  as  the  bill 
is  drafted,  does  not  come  under  the  par¬ 
ticular  tax  applicability  which  is  now 
established  by  the  bill.  That  is  the 
thrust  of  the  amendment.  The  purpose 
of  it  is  to  do  what  we  can  to  rectify  the 
competitive  situation  as  between  other 
foreigners  operating  within  the  Euro¬ 
pean  Common  Market  and  ourselves. 

One  final  fact  and  I  shal  Ibe  through. 

I  point  out  that  business  with  the  Euro¬ 
pean  Common  Market  is  a  critically  im¬ 
portant  aspect  of  the  American  trade 
surplus.  The  same  memorandum  of 
Secretary  Dillon  to  which  I  have  referred 
shows  that  in  1961  we  had  a  surplus  in 
trade  with  the  Common  Market  of  $1.3 
billion,  that  is,  we  exported  $3%  billion; 
we  imported  $2.2  billion.  We  had  a  sur¬ 
plus  in  agricultural  goods  of  $1.3  billion. 
Even  in  nonagricultural  goods  we  had  a 
surplus  of  $400  million.  That  informa¬ 
tion  comes  directly  from  Secretary  Dil¬ 
lon’s  memorandum. 

This  will  grow  in  importance.  The 
standard  of  living  in  the  European  Com¬ 
mon  Market  is  rapidly  rising.  Many 
American  companies  are  finding  it  pos¬ 
sible  to  move  into  the  Common  Market 


with  a  part  of  their  operations.  The 
proposal  would  not  result  in  an  export  of 
American  jobs,  in  my  opnion.  I  think 
that  is  a  very  fallacious  position,  because 
it  has  been  demonstrated  time  and  again 
in  testimony  before  the  Joint  Economic 
Committee  and  many  other  committees 
that  in  the  export  of  parts,  management 
skills,  and  original  machinery  for  the 
purpose  of  settting  up  branch  plants 
abroad,  the  American  economy  prospers. 

In  addition,  it  is  impossible  to  compete 
in  terms  of  exports  at  all.  Unless  we- 
engage  in  those  operations  we  will  lose 
material  opportunities  in  the  export 
market  which  we  want. 

In  short,  it  is  not  a  question  of  export¬ 
ing  our  jobs  or  exporting  our  opportu¬ 
nity  to  export.  It  is  a  question  of 
maintaining  our  competitive  position  in 
the  field  and  improving  and  expanding, 
that  position  by  new  techniques,  in  view 
of  the  fact  that  old  techniques  are  being 
invalidated  by  competition  and  by  such 
things  as  the  European  Common  Market. 

As  I  have  said,  I  believe  this  is  the  last 
opportunity  for  us  to  do  anything  in 
respect  to  the  bill.  It  is  some  effort  to 
right  the  competitive  situation  which 
will  be  faced  by  more  and  more  Ameri¬ 
can  companies  abroad,  especially  as  new 
trade  legislation  is  passed.  I  am  the 
first  to  state  to  Senators  that  partici¬ 
pation  by  American  business  in  the 
export  field  is  very  poor.  It  represents 
about  3,000  firms,  about  5  percent  of  the 
total.  One  of  our  great  problems  is  how 
to  increase  materially  small  business 
participation  in  the  export  field.  Of 
course,  it  can  be  materially  inhibited  by 
adverse  tax  laws.  One  effort  is  being 
made  in  the  amendment  offered  by  the 
Senator  from  Minnesota  [Mr.  McCar¬ 
thy]  and  myself  to  equate  and  alleviate 
the  risks  of  the  new  tax  scheme — and  it 
is  new;  it  has  not  been  done  before — in. 
dealing  with  a  new  entity,  a  new  eco¬ 
nomic  problem  of  competition  in  the 
European  Common  Market. 

Mr.  COOPER.  Mr.  President,  will  the 
Senator  yield? 

Mr.  JAVITS.  I  yield. 

Mr.  COOPER.  Am  I  correct  when  I 
say  that  the  bill  as  reported  by  the  com¬ 
mittee  would  provide  certain  advantages 
in  the  way  of  tax  consequences  to  a  com¬ 
pany  which  has  a  manufacturing  plant 
in  more  than  one  country  in  Europe? 

Mr.  JAVITS.  It  would.  If  the  com¬ 
pany  sells  in  the  same  place,  it  would 
find  itself  free  of  the  new  tax  conse¬ 
quences  in  the  bill. 

Mr.  COOPER.  But  it  must  be  a  man¬ 
ufacturing  company,  producing  in  each 
of  the  countries,  or  in  more  than  one 
country. 

Mr.  JAVITS.  Exactly. 

Mr.  COOPER.  There  would  be  some 
way  of  averaging  the  local  taxes  which 
would  be  charged  against  the  company. 
Then,  as  the  Senator  has  said,  the  thrust 
of  his  amendment  would  be  to  make  that 
advantage  available  to  a  company 
which,  say,  had  a  manufacturing  unit 
in  one  country  and  a  sales  unit  in  an¬ 
other  country  in  the  Common  Market 
area. 

Mr.  JAVITS.  Provided  it  was  within 
the  Common  Market  area.  The  Com- 
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mon  Market  area  is  treated  as  if  it  were 
one  country. 

Mr.  COOPER.  What  is  the  basis  of 
the  Senator’s  argument  that  the  sales 
company  should  be  given  the  same 
advantage  if  it  is  acting  for  a  manufac¬ 
turing  company,  that  is,  a  subsidiary  of 
that  company  or  its  agent,  as  would  be 
the  situation  under  the  committee  bill 
in  which  it  must  be  manufacturing  in 
more  than  one  country? 

Mr.  JAVITS.  The  argument  is  that 
the  competitive  area — in  the  present  case 
the  European  Common  Market — is  not 
a  single  country.  It  is  the  whole  Euro¬ 
pean  Common  Market  area.  Therefore, 
we  would  be  materially  disadvantaged  in 
the  European  Common  Market  area  if 
we  were  to  visit  the  consequences  of  the 
new  tax  scheme  upon  corporations  op¬ 
erating  within  that  area  merely  because 
they  must  engage  in  selling  in  the  vari¬ 
ous  countries  of  that  area  which  fall 
under  the  new  provisions  of  the  bill. 
That  is  what  my  amendment  is  designed 
to  avoid,  if  at  all  possible. 

Mr.  KERR.  Mr.  President,  I  rise  to 
oppose  the  amendment  of  the  Senator 
from  New  York.  The  Senator  has  said 
that  the  European  Common  Market  is  a 
single  economic  unit.  That  is  true.  But 
it  is  certainly  not  a  single  tax  unit.  The 
committee  spent  many  weeks  rewriting 
the  foreign  tax  provisions,  or  the  tax  pro¬ 
visions  with  reference  to  foreign  corpo¬ 
rations  domestically  owned  or  controlled. 
The  Senator’s  amendment  would  entirely 
destroy  that  part  of  the  bill.  The  Sena¬ 
tor’s  amendment  would  legalize  tax 
havens  to  as  great  an  extent  as  they  are 
now  legal  under  existing  law.  If  the 
amendment  of  the  Senator  from  New 
York  were  agreed  to,  the  effort  that  has 
been  made  to  discourage  foreign  tax 
havens  would  be  nullified.  His  amend¬ 
ment  would  exempt  from  taxation  under 
the  bill  dividends  and  income  from  one 
foreign  corporation  to  another  or  to 
others  in  every  country  in  the  European 
economic  union  or  Common  Market,  now 
6  in  number — perhaps  soon  to  be  8,  10, 
or  12. 

Mr.  CAPEHART.  What  about  the 
other  countries? 

Mr.  KERR.  Only  as  they  would  be¬ 
come  members  of  the  European  economic 
union  would  the  Senator’s  amendment 
apply. 

One  of  the  things  the  bill  attempts  to 
reach  is  the  situation  of  a  Swiss  cor¬ 
poration  acting  as  the  sales  agency  per¬ 
haps  for  a  corporation  which  someone 
in  this  country  owns  in  Germany.  It 
manufactures  something  there  and 
makes  a  little  profit  on  it  in  Germany. 
Then  it  sells  its  product  cheap  to  a  Swiss 
corporation,  which  in  turn  sells  it  any¬ 
where  around  the  world.  The  profit 
accumulates,  and  it  is  kept  in  the  Swiss 
corporation  and  is  not  subject  to  Amer¬ 
ican  tax. 

In  view  of  the  fact  that  Switzerland 
may  probably  become  a  member  of  the 
European  Economic  Union,  or  perhaps 
Liechtenstein  or  Monaco,  which  coun¬ 
tries  have  no  income  tax  whatever,  un¬ 
der  the  Senator’s  amendment,  if  a  cor¬ 
poration  were  a  resident  of  Switzerland 
or  Monaco  or  Liechtenstein,  it  would 
have  the  privilege  under  the  amendment 


of  selling  anything  manufactured  any¬ 
where  in  the  world  in  the  European  Eco¬ 
nomic  Union,  make  its  profit,  and  keep 
the  profit  free  from  taxation  under  our 
laws  or  under  the  pending  bill. 

In  other  words,  the  choice  is  between 
legislation  which  would  correct  the  pres¬ 
ent  abuses  of  tax  havens  and  the  Sena¬ 
tor’s  amendment,  because  if  we  adopt 
the  Senator’s  amendment  we  destroy  the 
provisions  of  the  bill  calculated  to  elim¬ 
inate  tax  havens. 

As  the  House  passed  the  bill,  it  did  two 
things,  as  the  Senator  from  Tennessee 
has  so  often  said  on  the  floor  of  the  Sen¬ 
ate.  First,  it  eliminated  tax  havens. 
Second,  it  taxed  deferred  income  of  for¬ 
eign  corporations  as  it  was  earned  before 
it  was  brought  back  to  this  country. 
The  committee  took  that  provision  out 
of  the  bill.  The  committee  acted  on  the 
theory  that  earnings  should  be  taxed 
when  put  into  the  hands  of  the  taxpayer, 
not  while  they  are  still  in  the  hands  of 
the  corporation  in  which  the  taxpayer 
owns  stock,  and  which  have  not  yet  been 
declared  by  the  corporation  to  the  stock¬ 
holders. 

We  thought  that  was  not  a  reasonable 
provision  in  the  House  bill,  and  we  took 
it  out  of  the  bill.  However,  we  maintain 
the  provisions  of  the  bill — I  will  say  on 
a  much  more  liberal  basis  than  the  House 
provision — with  reference  to  the  elimi¬ 
nation  of  the  tax  havens.  The  Senator’s 
amendment  would  eliminate  all  that  the 
committee  did  to  stop  tax  havens.  Since 
the  committee  adopted  the  House  pro¬ 
visions  with  reference  to  taxing  deferred 
income,  if  the  Senator’s  amendment  is 
adopted  there  will  be  no  purpose  what¬ 
ever,  as  I  see  it,  for  the  bill. 

Mr.  McCarthy..  Mr.  President,  will 
the  Senator  yield? 

Mr.  KERR.  I  yield. 

Mr.  McCarthy.  I  believe  that  the 
Senator  from  Oklahoma  and  the  Senator 
from  New  York  have  stated  the  situation 
correctly.  The  Senator  from  New  York 
believes,  as  I  do,  that  it  would  be  a  good 
thing  for  us  to  be  within  the  European 
Economic  Union  for  the  purpose  of  com¬ 
peting  in  that  area.  The  committee  bill 
places  handicaps  in  the  way  of  effective 
competition,  as  we  see  it.  It  is  the  opin¬ 
ion  of  the  Senator  from  New  York,  which 
is  shared  by  me,  that  both  our  balance  of 
payments  and  the  stimulation  of  the 
economy,  including  the  increase  in  em¬ 
ployment,  would  be  helped  by  our  being 
active  in  that  competitive  market. 

The  Senator  from  Oklahoma  is  quite 
correct  in  saying  that  the  action  of  the 
Committee  does  not  interfere  with  or 
hamper  the  action  of  American  firms  in 
that  area.  We  could  departmentalize  the 
provisions  as  between  the  various  coun¬ 
tries,  and  thus  put  ourselves  at  a  great 
disadvantage,  to  the  extent  that  the 
firms  over  there  would  be  in  competition 
with  goods  produced  in  the  United 
States,  but  such  competition  means  very 
little;  on  the  other  hand,  it  would  put 
them  at  a  great  disadvantage  in  compe¬ 
tition  with  European  producers,  who 
compete  with  them  most  strongly  and 
most  actively  in  that  area. 

Switzerland  is  not  now  a  part  of  the 
European  Economic  Community.  In  the 
years  to  come  it  may  become  a  member, 


but  at  the  present  time  it  is  not.  The 
Swiss  subsidiaries  are  not  used  primarily 
for  avoiding  the  payment  of  taxes.  The 
Swiss  corporations  are  usually  used  as 
a  device  by  which  American  firms  doing 
business  in  other  European  countries  are 
able  to  take  the  income  out  of  higher  tax 
countries  and  put  them  into  a  low  tax 
country.  Instead  of  paying  high  taxes, 
they  use  Switzerland,  where  the  tax  rate 
is  lower.  When  the  money  is  repatriated, 
they  pay  more  taxes  to  the  United  States 
than  they  otherwise  would  if  they  had 
no  Swiss  subsidiary. 

Mr.  KERR.  The  Senate  very  deci¬ 
sively  defeated  the  unreasonable  ac¬ 
cumulated  tax  substitute  offered  by  the 
Senator  from  Minnesota  with  reference 
to  the  operation  of  the  Common  Market 
as  it  is  now  or  as  it  may  become.  The 
amendment  of  the  Senator  from  New 
York  is  far  looser,  or  goes  more  in  the 
direction  of  tax  havens  than  did  the 
amendment  of  the  Senator  from  Minne¬ 
sota.  The  adoption  of  the  amendment 
would  create  an  irresistible  magnet  in 
the  most  highly  developed  industrial  area 
in  the  world  outside  of  our  own,  for 
American  capital  to  be  used  in  building 
industrial  competitive  facilities  for  trade 
and  commerce  over  there  in  competition 
with  the  trade  and  commerce  that  is 
sought  to  be  built  here. 

The  Senator’s  amendment  would 
create  an  irresistible  magnet  for  the  ex¬ 
portation  of  American  capital,  American 
business,  and  American  jobs,  because  in¬ 
sofar  as  the  European  Economic  Union 
is  concerned,  their  operations  would  be 
practically  free  so  far  as  they  continued 
to  invest  money.  If  they  could  have  it 
free  from  taxation  by  this  Government, 
they  would  do  so. 

The  highly  developed  industrial  area 
of  Western  Europe  is  the  place  where 
that  is  needed  least  of  all. 

We  made  provision  in  the  bill  for  cer¬ 
tain  exemptions  with  reference  to  ex¬ 
pansion  of  American-owned  industry  in 
undeveloped  areas,  because  in  so  doing 
we  bring  about  a  situation  in  which  we 
encourage  the  exportation  of  American 
products  for  the  development  of  those 
economies.  We  believe  it  is  needed  there. 

However,  the  Senator’s  amendment 
would  make  that  provision  available 
where  it  is  needed  least,  where  the  in¬ 
dustrialization  practically  equals  our 
own. 

Therefore,  it  would  carry  forward  not 
only  the  abuses  now  in  the  law  with 
reference  to  tax  haven  exemptions,  which 
are  sought  to  be  corrected  by  the  pro¬ 
posed  legislation,  but  it  would  also  do  so 
in  a  manner  calculated  to  be  most  effec¬ 
tive  in  siphoning  off  American  business 
for  investment  over  there  and  siphoning 
off  jobs  which  otherwise  would  be 
created  or  maintained  in  American  in¬ 
dustries,  to  give  those  jobs  to  workers 
abroad  and  provide  an  ever-stronger  in¬ 
dustrial  complex  there  to  compete  with 
us  in  the  markets  of  the  world,  and  with 
our  own  domestic  industry  for  the 
domestic  market  here. 

Mr.  JAVITS.  Mr.  President,  I  be¬ 
lieve  the  Senator  from  Oklahoma,  who 
is  a  very  eloquent  man,  has  obviously 
let  his  eloquence  run  away  with  him,  and 
has  completely  overlooked  the  facts.  I 
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should  like  to  make  clear  what  I  am 
talking  about  in  that  regard.  The  Sen¬ 
ator  says  that  if  my  amendment,  in 
which  the  Senator  from  Minnesota  joins, 
were  adopted,  certain  corporations  would 
be  free  from  tax.  That  is  not  correct. 
They  would  not  be  free  from  tax.  Their 
tax  status  would  be  the  same  as  it  is 
now,  not  as  changed  by  the  bill,  but  the 
same  as  it  is  now.  Whenever  they  re¬ 
patriated  any  capital,  they  would  pay 
taxes  to  the  United  States,  just  as  they 
are  paying  them  now. 

Mr.  KERR.  Mr.  President,  will  the 
Senator  from  New  York  yield? 

Mr.  JAVTTS.  I  yield. 

Mr.  KERR.  What  does  a  corporation 
in  Switzerland  pay  in  taxes  to  this  coun¬ 
try? 

Mr.  JAVITS.  I  said  when  the  capital 
was  repatriated.  We  are  talking  only 
about  American  companies  which  have 
subsidiaries  and  sales  corporations 
abroad.  We  are  not  talking  about  Swiss 
companies.  We  cannot  tax  such  com¬ 
panies  unless  they  have  a  relationship  to 
American  companies.  The  Senator  had 
argued  that  under  this  amendment  such 
corporations  would  be  “free  of  tax.” 

Mr.  KERR.  The  Senator  from  Okla¬ 
homa  said  that  if  and  when  Switzerland 
or  Liechtenstein  or  Monaco  came  into 
the  Common  Market,  and  one  of  the 
sales  corporations  was  located  in  one 
of  those  countries,  it  would  pay  practi¬ 
cally  no  tax  where  it  was  located;  and 
under  the  Senator’s  amendment,  as  un¬ 
der  existing  law,  would  not  owe  any  tax 
here  until  and  unless  it  saw  fit  to  take 
out  its  capital  and  bring  it  here. 

Mr.  JAVITS.  The  Senator  from  Okla¬ 
homa  did  not  add  that  phrase  until  now : 
“until  and  unless  they  saw  fit  to  take 
it  out  and  bring  it  home.”  Then  they 
would  have  to  pay  a  tax. 

Mr.  KERR.  That  is  according  to 
existing  law. 

Mr.  JAVITS.  That  is  what  the  Sen¬ 
ator  from  New  York  has  been  talking 
about. 

Mr.  KERR.  The  Senator  is  trying  to 
amend  the  existing  law  by  his  amend¬ 
ment. 

Mr.  JAVITS.  As  to  those  corpora¬ 
tions  which  are  in  the  condition  that  I 
have  described. 

One  further  point:  Switzerland  and 
other  low-tax  countries  are  not  now  in 
the  Common  Market.  So  the  Common 
Market  is  now  composed  of  highly  in¬ 
dustrialized  countries  which  have  rather 
important  tax  structures  of  their  own. 

But  beyond  that,  I  think  the  funda¬ 
mental  point  on  which  I  would  differ  very 
sharply — and  the  whole  administration 
differs  with  it — is  that  investments  by 
American  corporations  which  manufac¬ 
ture  in  the  European  Common  Market 
represent  an  export  of  our  jobs.  If  the 
Senator  from  Oklahoma  would  argue 
that  when  the  trade  bill  is  before  the 
Senate,  the  Senator  would  be  dead  set 
against  the  trade  bill,  because  the  whole 
thrust  of  the  trade  bill  is  designed  to  en¬ 
courage  precisely  this  kind  of  freedom 
of  operation  on  the  part  of  American 
corporations. 

What  my  amendment  tries  to  accom¬ 
plish  is  to  retain  competitively  this  free¬ 


dom  of  operation  for  them,  which,  I 
would  tell  the  Senator,  with  just  as  much 
vigor  as  he  has  just  used,  will  be  de¬ 
stroyed — the  competitive  position  of 
American  corporations  will  be  absolutely 
destroyed — by  the  disadvantage  imposed 
upon  them  by  the  artificial  operations  of 
this  bill  in  this  very  respect  toward  the 
European  Common  Market,  as  the  bill 
treats  the  European  Common  Market,  as 
six  separate  countries  and  gives  tax 
status  as  it  relates  to  six  separate  coun¬ 
tries. 

Is  there  anything  in  the  bill  which 
would  impose  the  kind  of  tax  that  the 
Senator  wishes  to  impose  upon  these 
corporations,  on  American  corporations 
with  subsidiaries  and  sales  companies  in 
one  country  in  the  European  Common 
Market — France  or  Germany?  Is  it  not 
true  that  this  bill  expressly  excludes  such 
corporation  from  the  tax  treatment 
under  the  bill? 

Mr.  KERR.  In  this  bill,  at  page  189, 
if  Senators  wish  to  turn  their  attention 
to  it,  line  13,  the  language  reads: 

(4)  Certain  income  received  from  related 
persons. — For  purposes  of  paragraph  (1), 
foreign  personal  holding  company  incomes 
does  not  include — 

(A)  dividends  and  interest  received  from 
a  related  person  which  (i)  is  organized  un¬ 
der  the  laws  of  the  same  foreign  country 
under  the  laws  of  which  the  controlled  for¬ 
eign  corporation  is  created  or  organized,  and 
(ii)  has  a  substantial  part  of  its  assets  used 
in  its  trade  or  business  located  in  such  same 
foreign  country. 

That  provision  is  in  the  bill,  subject 
to  certain  limitations,  to  give  this  priv¬ 
ilege  to  foreign  personal  holding  com¬ 
panies  if  they  are  in  the  same  country 
where  the  controlled  foreign  corpora¬ 
tions  are  created  or  organized.  Under 
the  bill,  all  the  European  Community 
would  be  regarded  as  one  country,  so 
that  if  the  holding  company  were  or¬ 
ganized  in  Italy,  which  I  think  has  a 
30-percent  rate,  or  Switzerland,  it  could 
come  into  the  Common  Market,  which 
has  none.  Then  the  corporation  could 
have  companies  in  everyone  of  the  Com¬ 
mon  Market  countries  and  get  the  bene¬ 
fit  of  this  provision,  which  exempts 
dividends  and  interest  received  from  a 
related  person,  that  is,  which  is  organ¬ 
ized  under  the  laws  of  the  same  foreign 
country.  For  the  purposes  of  the  bill, 
the  amendment  would  make  the  entire 
Economic  Community,  as  it  now  is  or 
may  become,  one  country,  thereby  es¬ 
tablishing  this  benefit  to  a  holding  com¬ 
pany  in  Switzerland,  if  it  were  there,  or 
any  other  countries,  with  reference  to 
all  the  companies  it  operated  in  the  en¬ 
tire  Economic  Community. 

Mr.  JAVITS.  I  gather  that  the  man¬ 
ager  of  the  bill  concedes  that  I  am  right 
as  to  one  concept,  that  I  do  not  include 
in  my  amendment  foreign  personal  hold¬ 
ing  companies.  If  the  Senator  will 
examine  the  amendment,  he  will  see  that 
it  relates  to  foreign  business  and  foreign 
business  service  companies,  not  to  hold¬ 
ing  companies.  That  is  why  I  do  not 
believe  the  aspersions - 

Mr.  KERR.  A  foreign  service  com¬ 
pany  is  what  is  called  a  foreign  holding 
company. 

Mr.  JAVITS.  But  the  Senator  from 
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Oklahoma  was  reading  from  a  section  of 
the  bill  which  my  amendment  does  not 
affect. 

Mr.  KERR.  But  the  section  of  the 
amendment  which  the  Senator  from 
Oklahoma  read  would  be  applicable  if 
the  amendment  of  the  Senator  from  New 
York  became  a  part  of  the  bill. 

Mr.  JAVITS.  I  am  sorry;  it  would  not, 
because  my  amendment  affects  subsec¬ 
tions  (d)  and  (e) ,  and  then  it  would  in¬ 
clude  material  the  Senator  read  from 
page  189.  I  sought  to  exclude  specifical¬ 
ly  holding  companies  subject  to  tax  and 
holding  company  tax  havens.  That  is 
precisely  what  is  included. 

I  understood  the  argument  which 
would  be  made  on  the  other  side.  I  do 
not  feel,  in  all  fairness,  that  it  ought  to 
be  made  with  respect  to  what  I  was  try¬ 
ing  to  accomplish — the  same  opportuni¬ 
ties  for  American  companies  which  are 
going  to  be  operating  in  this  field,  in  ac¬ 
cordance  with  the  enlightened  concepts 
of  trying  to  compete  on  terms  of  equali¬ 
ty  with  the  British,  the  French,  the  Ger¬ 
mans,  and  all  others  who  operate  in 
those  markets.  The  bill  would  very 
materially  disadvantage  such  companies. 
That  is  the  correction  which  the  Senator 
from  Minnesota  [Mr.  McCarthy]  and  I, 
at  the  very  last  stages  of  the  debate  on 
the  bill,  are  still  trying  to  make.  If  we 
cannot,  we  cannot.  But  we  still  have 
the  right  to  try. 

With  all  respect  to  the  Senator  from 
Oklahoma,  I  still  do  not  believe  we  should 
be  subjected  to  the  charge  that  we  are 
trying  to  maintain  tax  havens  and  tax 
avoiders  when  we  have  designed  an 
amendment  expressly  to  exclude  the  per¬ 
sonal  holding  companies  which  are  re¬ 
ferred  to  on  pages  188  and  189  of  the 
bill. 

If  the  amendment  included  Switzer¬ 
land,  the  Senate  would  be  at  perfect  lib¬ 
erty  to  repeal  this  provision.  But  now 
we  are  talking  only  about  the  six  Com¬ 
mon  Market  countries  and  about  Amer¬ 
ican  corporations  seeking  to  operate 
there  in  the  interests  of  our  own  export 
trade  in  competition  with  the  companies 
which  are  not  subjected  to  that  which 
the  bill  will  subject  American  companies 
in  terms  of  their  income  from  those 
operations.  That  is  the  fundamental 
point  and  the  fundamental  reason  for 
our  position. 

I  do  not  feel,  in  all  honesty  and  fair¬ 
ness,  that  our  position  justifies  the  gen¬ 
eral  assertion  that  we  are  trying  to  sweep 
back  into  the  bill  tax  havens  and  all 
the  other  things  which  are  complained 
of. 

Mr.  McCarthy.  I  think  it  is  sig¬ 
nificant — and  the  Record  ought  to  show 
it — to  note  what  the  foreign  rates  of  in¬ 
come  tax  are  in  most  countries,  and  what 
they  are  in  the  European  Economic  Com¬ 
munity. 

The  committee  amendment  provides 
that  if  foreign  holding  income  taxes  are 
in  excess  of  47  percent,  no  repatriation 
is  called  for.  If  they  are  52  percent,  or 
approximately  that,  we  collect  any  taxes 
in  excess. 

But  these  are  the  foreign  income  taxes, 
including  State  and  local  taxes,  charge¬ 
able  against  U.S.  taxes: 
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I  Austria,  52  percent;  Belgium,  28.5  per¬ 
cent;  Denmark,  44  percent;  Finland,  50 
percent;  France,  50  percent;  Germany, 
38  percent ;  I  understand  it  is  now  up  to 
51  percent;  Great  Britain,  53.75  percent; 
Ireland,  40  percent;  Italy,  37  percent;  the 
Netherlands,  47  percent;  Norway,  59  per¬ 
cent;  Spain,  37  percent;  Sweden,  48  per¬ 
cent;  Switzerland,  33  percent. 

The  reason  why  American  companies 
operating  overseas  establish  Swiss  sub¬ 
sidiaries  is  to  escape  paying  high  taxes, 
up  to  47  percent  or  50  percent,  or  48 
percent  in  some  other  country.  They 
move  their  subsidiaries  into  a  33 -per¬ 
cent  country.  Then  when  they  repatri¬ 
ate  them  from  that  country,  We  have 
an  opportunity  to  collect  52  percent,  or 
at  least  to  impose  our  tax  as  opposed  to 
the  33-percent  tax  paid  in  Switzerland. 

So  the  amendment,  it  seems  to  me, 
could  do  nothing  but  help. 

Mr.  JAVITS.  I  thank  the  Senator 
from  Minnesota.  I  should  like  to  con¬ 
clude  my  remarks  on  this  point,  because, 
notwithstanding  the  importance  of  the 
tax  sections,  this  point  is  more  important 
than  anything  we  have  been  discuss¬ 
ing  in  the  way  of  taxes.  In  connection 
with  the  trade  bill,  the  fallacious  argu¬ 
ment  will  be  made  that  foreign  countries 
in  the  establishment  of  American  manu¬ 
facturing  facilities  somehow  brings  about 
the  “exporting  of  jobs.”  I  predict,  that 
if  that  is  the  concept  on  which  the  Sen¬ 
ate  will  vote  on  the  trade  bill  and  other 
policy  bills,  American  economic  power 
and  influence  will  atrophy,  and  Ameri¬ 
can  exports  will  diminish  very  material¬ 
ly,  and  we  shall  be  unable  to  maintain 
our  position  in  the  world.  Such  a  con¬ 
cept  reminds  one  of  a  general  who,  when 
confronted  with  an  overwhelming  force, 
goes  about  his  defense  by  keeping  all 
his  troops  in  his  castle.  In  such  a  situ¬ 
ation,  a  sortie  is  essential.  And  a  sortie 
is  essential  both  in  economics  and  in 
war. 

It  is  most  important  that  there  be 
widespread  realization  of  the  importance 
of  the  true  concept  in  this  connection. 
But,  I  say,  with  all  respect,  that  the  Pres¬ 
ident  has  loosely  used  the  concept  of  “ex¬ 
porting  jobs  by  means  of  making  Ameri¬ 
can  investments  abroad.”  * 

Mr.  President,  we  shall  not  be  able  to 
maintain  our  freedom  or  sustain  the 
Amei'ican  economy  unless  we  learn  that 
if  we  are  to  maintain  the  power  which 
we  must  maintain  if  we  are  to  survive 
and  if  freedom  is  to  survive,  we  must 
move  out  into  the  world.  That  is  essen¬ 
tial  if  we  are  to  do  the  economic  job 
which  needs  to  be  done. 

Arguments  based  on  statements  about 
“exporting  jobs”  deal  with  a  subject 
which  cannot  be  separated  from  the  eco¬ 
nomic  policy  of  the  Nation,  and  are 
symptomatic  of  the  general  climate  of 
thinking. 

Even  if  this  amendment  does  not  suc¬ 
ceed,  I  am  very  glad  we  have  had  this 
debate,  because  it  is  most  important  to 
put  an  end  to  the  idea  that  if  an  Ameri¬ 
can-owned  factory  is  established  abroad, 
it  cuts  down  the  American  economy.  On 
the  contrary,  that  is  the  only  way  by 
which  we  shall  survive  and  keep  our  com¬ 


petitive  position  in  the  world  and  ex¬ 
pand  our  economy  and  make  possible 
the  employment  of  our  people  and  main¬ 
tain  freedom  in  the  world— by  manifest¬ 
ing  our  capabilities  everywhere,  not 
merely  in  the  United  States. 

So,  Mr.  President,  based  upon  this 
concept  of  competition,  I  hope  the  Sen¬ 
ate  will  see  fit  to  adopt  the  amendment. 

The  PRESIDING  OFFICER.  The 
question  is  on  agreeing  to  the  amendment 
offered  by  the  Senator  from  New  York 
[Mr.  JavitsI,  for  himself  and  the  Senator 
from  Minnesota  [Mr.  McCarthy]. 

Mr.  KERR.  Mr.  President,  I  am  glad 
the  Senator  from  New  York  mentioned 
the  trade  bill.  If  the  trade  bill  has 
justification,  it  is  as  a  means  of  pro¬ 
viding  the  opportunity  for  American  cor¬ 
porations  in  the  United  States  to  compete 
with  corporations  in  other  countries  for 
the  domestic  market  here  and  for  the  do¬ 
mestic  markets  in  the  other  countries 
and  in  the  world.  There  would  be  no 
purpose  in  passing  a  bill  to  promote  trade 
if  we  could  not  expect,  as  a  result,  more 
exports  from  this  country  to  other 
countries  and  more  sales  by  our  indus¬ 
tries  at  home  to  our  domestic  customers. 

What  the  Senator  from  New  York  is 
seeking  to  do  is  to  strengthen  the  com¬ 
petitors  in  the  European  Economic  Union 
against  American-based  and  American- 
located  industries.  Otherwise,  why  offer 
the  amendment?  Otherwise,  why  offer 
an  amendment  of  this  sort? 

The  Senator  has  reminded  me  that 
the  amendment  applies  only  to  “(d)  For¬ 
eign  Base  Company  Sales  Income,”  on 
page  190,  and  “(e)  Foi'eign  Base  Com¬ 
pany  Services  Income,”  on  page  192. 
But  that  was  inked  into  the  amendment 
after  it  was  written,  and  I  did  not  know 
the  Senator  had  thus  limited  the  amend¬ 
ment. 

But  I  call  the  attention  of  Senators  to 
“(d)”  and  “(e)”.  “(d)”  refers  to  “For¬ 
eign  Base  Company  Sales  Income,”  and 
relates  to  a  foreign-based  company  and 
its  sales,  through  a  subsidiary,  of  goods 
or  property;  and  “(e)”  relates  to  “For¬ 
eign  Base  Company  Services  Income.” 

So  in  the  final  analysis,  whether  we 
call  it  a  foreign  holding  company  or  a 
foreign-based  service  company  or  a  for¬ 
eign-based  sales  company,  the  net  result 
is  the  same,  and  the  treatment  under  the 
bill  is  the  same.  The  bill  is  now  limited 
to  a  single  company;  but  the  amend¬ 
ment  of  the  Senator  from  New  York 
would  make  it  available  to  the  entire  Eu¬ 
ropean  Economic  Union  as  it  now  is  or 
as  it  may  become,  by  reason  of  the  fact 
that  the  Senator  from  New  York  says 
it  shall  be  treated  as  one  country. 

There  can  be  no  purpose  for  his 
amendment  if  it  is  not  to  permit  Ameri¬ 
can  finances  and  American  funds  to  be 
used  to  build  American-owned  and 
American -operated  industries  in  the  Eu¬ 
ropean  Economic  Community,  and  pro¬ 
vide  them — under  the  provisions  of  the 
amendment  of  the  Senator  from  New 
York — with  a  tax  haven.  If  the  amend¬ 
ment  does  not  do  that,  it  has  no  purpose. 
I  submit  that  is  what  it  does  do;  and 
when  it  does  it,  it  brings  about  the  re¬ 
sult  of  the  exporting  of  American  dol¬ 


lars  and  the  exporting  of  American  jobs. 
Therefore,  the  amendment  should  be  de¬ 
feated. 

Mr.  JAVITS.  Mr.  President,  I  think 
the  Senator  has  now  conceded  the  main 
point,  which  is  that  as  long  as  it  is  done 
in  one  country,  it  is  proper  under  this 
bill ;  and  my  concept  is  that  if  it  is  done 
in  the  European  Economic  Market,  it  is 
done  in  one  country,  because  the  Euro¬ 
pean  Economic  Community  is  an  eco¬ 
nomic  entity. 

But  my  point  is  that  this  amendment 
is  necessary  in  the  interest  of  American 
companies  which  employ  millions  of  per¬ 
sons  and  have  thousands  of  stockholders 
and  have  companies  operating  in  the 
European  economic  area.  That  is  the 
point  of  the  amendment;  and  it  deals 
with  one  of  the  great  concerns  of  Ameri¬ 
can  business  generally  in  connection  with 
this  entire  matter. 

Mr.  KERR.  Mr.  President,  the  pro¬ 
vision  of  the  bill  with  reference  to  com¬ 
panies  in  the  same  country  is  included 
because  in  one  country  such  companies 
receive  the  same  tax  treatment.  But  if 
we  provide  that  the  European  Economic 
Union  is  one  country,  for  purposes  of 
this  bill,  we  do  so  for  an  American  corpo¬ 
ration,  although  it  is  not  done  in  that 
country.  These  countries  do  not  have 
one  tax  treatment  for  all  companies. 
There  is  separate  tax  treatment  for  com¬ 
panies  in  each  of  these  countries.  It  is 
one  economic  union,  yes;  but  it  is  not 
one  tax  union  and  it  is  not  a  common  tax 
union.  But  that  would  be  the  result  of 
the  amendment  of  the  Senator  from 
New  York. 

Mi-.  JAVITS.  Mr.  President,  I  suggest 
the  absence  of  a  quorum. 

The  PRESIDING  OFFICER  (Mr. 
Miller  in  the  chair).  The  clerk  will 
call  the  roll. 

The  legislative  clerk  proceeded  to  call 
the  roll. 

Mr.  JAVITS.  Mr.  President,  I  ask 
unanimous  consent  that  the  proceedings 
under  the  quorum  call  be  suspended. 

The  PRESIDING  OFFICER.  With¬ 
out  objection,  it  is  so  ordered. 

Mr.  JAVITS.  Mr.  President,  on  the 
amendment  which  I  offered  on  behalf  of 
the  Senator  from  Minnesota  [Mr. 
McCarthy]  and  myself,  I  ask  for  a  divi¬ 
sion. 

On  a  division,  the  amendment  was 
rejected. 

Mr.  KERR.  Mr.  President,  I  move 
that  the  vote  by  which  the  amendment 
was  rejected  be  reconsidered. 

Mr.  HILL.  Mr.  President,  I  move  to 
lay  that  motion  on  the  table. 

The  motion  to  lay  on  the  table  was 
agreed  to. 

Mr.  FULBRIGHT.  Mr.  President,  on 
behalf  of  the  Senator  from  Minnesota 
[Mr.  McCarthy]  and  myself,  I  offer 
amendments  identified  as  “8-28-62 — G.” 

The  PRESIDING  OFFICER.  The 
amendments  offered  by  the  Senator  from 
Arkansas  for  himself  and  the  Senator 
from  Minnesota,  will  be  stated. 

The  Legislative  Clerk.  It  is  proposed 
on  page  208,  line  10,  insert  the  following 
new  paragraph: 
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(d)  Corporations  Engaged  in  Producing 
or  Selling  Books  or  Other  Media  op  Com¬ 
munications  Which  Are  Educational, 
Scientific,  Cultural,  or  Informational  in 
Nature.— For  purposes  of  this  subpart,  the 
term  “controlled  foreign  corporation”  does 
not  include  any  corporation  with  respect  to 
which  80  percent  or  more  of  its  gross  income 
for  the  3-year  period  immediately  preceding 
the  close  of  the  taxable  year  (or  for  such 
part  of  such  period  immediately  preceding 
the  close  of  such  taxable  year  as  may  be  ap¬ 
plicable)  was  derived  from  the  production  or 
sale  of  books,  including  textbooks,  educa¬ 
tional  and  scientific  books  and  journals,  and 
encyclopedias,  and  other  media  of  communi¬ 
cations  which,  under  regulations  prescribed 
by  the  Secretary  or  his  delegate,  are  deemed 
to  be  educational,  scientific,  cultural,  or  in¬ 
formational  in  nature.  For  purposes  of  de¬ 
termining  income  from  the  production  or 
sale  of  such  books  and  such  other  media  of 
communications,  dividends  and  interest 
from  a  corporation  which  is  excluded  from 
the  definition  of  “controlled  foreign  corpora¬ 
tion”  solely  by  reason  of  this  subsection  shall 
be  deemed  to  be  income  from  the  production 
or  sale  of  such  books  and  such  other  media 
of  communications. 

On  page  208,  line  11,  strike  out  “(d)” 
and  insert  in  lieu  thereof  “(e)”. 

Mr.  FULBRIGHT.  Mr.  President,  I 
ask  unanimous  consent  that  my  state¬ 
ment  explaining  the  amendments  be  in¬ 
serted  in  the  Record. 

There  being  no  objection,  the  state¬ 
ment  was  ordered  to  be  printed  in  the 
Record,  as  follows: 

Statement  by  Senator  Fulbright 

Members  of  the  Senate  who  have  traveled 
widely  in  the  past  several  years  will  know 
how  in  every  country  in  the  world — in  de¬ 
veloped  as  well  as  underdeveloped  coun¬ 
tries,  in  scores  of  languages,  and  by  the 
tens  of  millions — inexpensive  copies  of  So¬ 
viet  books  are  for  sale  everywhere,  often 
on  newsstands.  These  books  are  subsidized 
by  the  Soviet  Union  and  by  local  Communist 
parties.  In  1961,  according  to  the  USIA, 
more  than  150  million  copies  of  subsidized 
low-priced  Soviet  books,  translated  into  free 
world  languages,  were  produced  for  distri¬ 
bution  in  non-Communist  countries.  About 
90  percent  of  these  were  printed  in  German, 
English,  French,  or  Spanish.  They  are  part 
of  what  Professor  Baarghorn,  of  Yale,  calls 
the  Soviet  cultural  offensive.  They  are  front¬ 
line  weapons  in  the  battle  for  men’s  minds. 

No  doubt  the  Soviets  would  be  glad  to 
give  these  books  away — were  it  not  for  the 
fact  that  men  tend  to  put  more  value  on 
things  they  pay  for — even  if  it  is  only  a 
token  payment.  We  in  the  United  States, 
far  from  subsidizing  the  sale  of  our  books 
abroad,  are  in  danger  of  hamstringing  our 
American  publishers  who  seek  to  sell  their 
books  and  their  educational  materials  abroad. 
Our  book  publishers  have  found  their  mar¬ 
kets  abroad  widening.  They  have  been  learn¬ 
ing  to  sell  in  those  markets.  Last  year  they 
sold  $90  million  worth  of  American  books 
to  foreign  purchasers.  This  represents  an 
increase  in  recent  years  of  10  percent  a 
year. 

The  American  Book  Publishers  Council, 
and  the  American  Textbook  Publishers  In¬ 
stitute,  which  represent  concerns  doing  90 
percent  of  the  book  business  in  the  United 
States,  have  expressed  concern  that  the 
Treasury’s  proposals  about  taxation  of  for¬ 
eign  subsidiaries  will  hamper  their  expan¬ 
sion — and  may  tie  the  hands  of  our  pub¬ 
lishers  as  they  explore  new  and  better  ways 
to  project  to  foreign  peoples  the  best  prod¬ 
ucts  of  America’s  brainpower. 

These  two  associations  have  proposed  that 
books  and  other  educational,  scientific,  cul¬ 
tural,  and  informational  mediums  be  ex¬ 


empted  from  the  effect  of  proposed  new 
statutes  governing  taxation  of  controlled  for¬ 
eign  corporations.  They  point  out  that  there 
are  many  precedents  for  giving  books  a 
special  status.  This  special  status  is  implicit 
in  the  Smith-Mundt  Act,  creating  the  U.S. 
Information  program,  which  is  now  sup¬ 
ported  by  appropriations  of  more  than  $100 
million  a  year.  Because  USIA  libraries  could 
not  possibly  secure  adequate  distribution 
abroad  of  U.S.  books  and  periodicals,  the 
Congress  10  years  ago  created  an  informa¬ 
tion  medium  guarantee  program  backed  by 
appropriations  of  as  much  as  $10  million  a 
year,  to  help  publishers  and  others  with 
their  currency-conversion  problems;  this 
program  still  functions  in  certain  countries 
in  which  normal  sales  are  not  possible.  Un¬ 
der  the  AID  and  Alliance  for  Progress  pro¬ 
grams,  great  emphasis  is  being  placed  on  the 
development  of  education  as  an  important 
requisite  for  economic  progress.  Still  an¬ 
other  example  of  the  special  role  books  and 
other  cultural  materials  are  recognized  to 
play  in  modern  foreign  relations  is  the 
Florence  agreement,  a  treaty  approved  by 
the  Senate  which  exempts  such  educational 
materials  from  tariffs. 

I  have  asked  Edward  Murrow,  Director  of 
the  U.S.  Information  Agency,  to  comment  on 
the  proposed  exemption  of  books  and  other 
media  of  information.  Here  is  his  state¬ 
ment: 

“We  believe  that  the  objectives  of  the  U.S. 
Information  Agency  overseas  will  be  aided 
if  the  receipts  from  publication  or  sale  of 
books  or  other  media  of  communication  of 
an  educational,  scientific  or  cultural  nature 
by  American  companies  overseas  which  are 
reinvested  for  expansion  of  such  activities 
overseas  are  excepted  from  the  new  provi¬ 
sions  proposed  to  be  included  in  section  957 
of  the  Internal  Revenue  Code  through  pas¬ 
sage  of  the  pending  revenue  bill.  Wider 
distribution  of  such  American  books  and 
other  media  of  communication  overseas  is 
important  to  the  advancement  of  interna¬ 
tional  understanding,  and  we  are  aware  that 
the  principal  American  companies  involved 
are  expanding  their  distribution  now  and 
may  be  expected  to  continue  to  do  so  if  tax¬ 
ation  does  not  make  the  financing  of  such 
expanded  distribution  difficult  and  unprofit¬ 
able.” 

I  need  not  remind  the  Senate  that  no 
question  of  tax  forgiveness  is  involved  in 
such  an  exemption.  Earnings  would  be  tax¬ 
able  in  the  United  States,  as  they  are  now, 
when  they  are  remitted  to  the  parent  com¬ 
pany.  Indeed,  if  the  hopes  and  expectations 
of  the  publishers  are  realized,  the  taxable 
revenue  accruing  to  the  Treasury  presently 
may  be  substantially  larger  than  this  would 
be  in  the  absence  of  the  exemption.  Nor  is 
there  a  question  here  of  perpetuating  tax 
havens,  in  the  sense  of  refuges  for  earnings 
of  American  companies  abroad  which  cannot 
be  reached  by  the  Treasury;  the  earnings  are 
reinvested  until  they  come  home,  presum¬ 
ably  enlarged,  to  be  shared  with  the 
Treasury. 

One  American  publisher — his  company  is 
one  of  the  biggest  publishing  houses  in  the 
world — says  this: 

“We  are  just  beginning  to  learn  how  to 
distribute  our  books  and  other  educational 
materials  abroad.  I  fear  that,  if  section  12 
of  the  new  revenue  bill  is  adopted  in  its 
present  form,  we  may  have  to  pull  out  of 
some  of  the  so-called  developed  countries 
where  we  have  begun  to  expand,  and  to 
abandon  other  expansion  projects  abroad. 

“Our  principal  product  is  sets  of  books, 
but  we  also  sell  other  books  and  educational 
programs  as  well.  We  are  developing  new 
products  of  great  potential  importance,  for 
example  the  so-called  teaching  machine, 
which  is  actually  a  superior  form  of  text¬ 
book.  My  people  tell  me  it  may  be  pos¬ 
sible,  through  such  new  techniques,  to  teach 


English  to  tens  of  millions  abroad  for  i 
little  as  $3  a  student. 

“We  are  learning  how  to  sell  these  bool 
by  American  methods  abroad  (including  i 
countries  where  English  is  not  the  dom; 
nant  language)  and  this  means  we  sell  sel  j 
of  books  on  the  installment  plan  with  th 
purchasers  having  2  years  or  more  to  pa;  ' 
This  immediately  complicates  our  probiet 
of  financing.  We  deliver  the  sets  of  bools 
when  they  are  ordered,  and  we  pay  com 
missions  and  maintain  our  offices  abroad,  bn 
we  don’t  begin  to  show  cash  earnings  o 
the  sale  of  a  set  until  after  most  of  th 
monthly  payments  have  been  made — nc 
until  the  last  few  payments.  This  means  w 
are  faced  with  an  expensive  problem  of  fi 
nancing.  The  only  practicable  way  for  u 
to  handle  this  financing  is  to  use  the  earn 
ings  of  an  established  foreign  subsidiar; 
before  U.S.  taxes,  to  finance  the  develop 
ment  of  a  newer  subsidiary.” 

This  publisher’s  company  has  been  ex 
panding  explosively  both  at  home  an 
abroad.  Expansion  has  been  financed  b 
borrowings,  against  accounts  receivable,  noi ' 
totaling  some  $60  million,  of  which  abou 
one-third  is  due  to  foreign  expansior 
Partly  because  foreign  financial  institution 
are  not  accustomed  to  loaning  money  se 
ciued  by  installment  accounts  receivable 
interest  rates  paid  by  this  company  and  it 
foreign  subsidiaries  are  in  some  cases  as  higl 
as  12  percent — and  this,  of  course,  puts  i 
brake  on  expansion. 

For  a  simple  and  logical  reason  this  com 
pany  places  major  reliance  on  its  wholl; 
owned  Canadian  subsidiary  to  help  finano 
new  foreign  expansion.  The  American  com 
pany  and  its  various  foreign  subsidiary 
have  been  borrowing  for  expansion  up  to  thi 
prudent  limit  of  their  capabilities  and  logi 
cal  reason  for  placing  major  reliance  on  th( 
Canadian  company  is  that  under  Canadiar 
law,  the  earnings  of  foreign  subsidiaries  o: 
Canadian  corporations  are  not  subject  tc 
Canadian  tax.  Thus  the  Canadian  subsidi¬ 
ary  of  this  American  company  can  borrow 
money  for  the  company’s  foreign  expansion 
and  can  service  this  debt  with  the  earning! 
of  the  new  companies  in  other  foreign  coun¬ 
tries  which  are  its  subsidiaries.  The  largei 
this  income,  the  greater  the  expansion. 

Again  for  logical  reasons  the  Canadiar 
subsidiary  of  this  American  company  seeks 
to  take  advantage  of  whatever  legitimate  and 
legal  opportunities  exist  in  foreign  tax  laws 
which  will  maximize  its  foreign  earnings  and 
thus  increase  its  borrowing  capacity. 

I  do  not  pretend  to  understand  fully  the 
economics  of  the  foreign  distribution  of 
American  publishing  companies.  I  do  not 
know  how  many  other  U.S.  publishers  have 
problems  similar  to  those  of  the  company  I 
have  cited;  and  we  must,  of  course,  assume 
that  if  its  formula  is  successful  other  com¬ 
panies  will  follow  suit. 

I  do  not  know  if  the  Treasury  would  take 
such  a  myopic  view  of  what  constitutes  a 
tax  haven  as  to  bracket  this  company’s  prac¬ 
tices  within  its  new  rules  and  regulations— 
even  though  what  is  involved  is  obviously 
a  network  of  conduits  for  American  ideas 
and  American  influence — and  not  a  se¬ 
questered  haven  or  shelter. 

I  do  know  that  the  company  I  have  cited 
is  definite  in  its  statement  that  it  will  have 
to  curtail  some  of  its  foreign  expansion 
projects,  and  abandon  others,  if  the  present 
language  of  the  bill  is  approved  without  fur¬ 
ther  amendment  or  exemption. 

For  myself,  I  must  say  that  the  ability  of 
the  United  States  to  do  justice  to  itself  in 
the  intellectual  cold  war  that  is  shaking  the 
world  is  so  central  to  our  security  that  I 
would  favor  outright  subsidies  for  our  books 
and  informational  media  if  that  became 
necessary.  Fortunately,  that  is  not  necessary 
here.  Our  American  publishers  are  asking 
here  only  for  the  right  to  continue  expanding 
their  sales  abroad  under  the  conditions  that 
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have  prevailed  up  to  now.  The  cost  of  al¬ 
lowing  them  to  do  so — if  indeed  there  is  any 
cost — is  tiny  measured  against  the  stakes. 

The  Treasury  is  properly  concerned  with 
achieving  good  and  sound  tax  practice.  I 
suggest  our  responsibility  here  in  this  Cham¬ 
ber  is  much  broader.  We  are  responsible 
for  the  national  welfare  and  the  national 
security.  Our  security  overrides  all  other 
considerations.  That  is  why  I  have  risen  to 
offer  the  amendment  proposed  by  tbe  junior 
Senator  from  Minnesota. 

Mr.  FULBRIGHT.  Mr.  President, 
the  amendment  seeks  to  overcome  a  con¬ 
flict  in  our  overall  national  policy.  On 
the  one  hand,  there  is  a  tax  policy 
which,  under  the  bill,  would  discourage 
the  publication  in  foreign  countries  of 
books,  and  especially  of  educational  ma¬ 
terial  designed  to  teach  English,  and, 
on  the  other  hand,  we  are  subsidizing,  or 
paying  to  do  this  very  thing,  through 
the  USIA  and  other  agencies  of  govern¬ 
ment. 

The  amendment  would  apply  only  to 
book -publishing  companies — of  which 
there  are  two  principal  ones — which  are 
engaged  in  private  enterprise  in  an  ef¬ 
fort  to  make  available  facilities  for  the 
teaching  of  English  and  books  in  Eng¬ 
lish. 

I  believe  that  is  entirely  in  accord 
with  the  national  interest  and  policy 
of  the  Federal  Government  in  promot¬ 
ing  throughout  the  world  the  greater 
use  of  English,  the  understanding  of 
the  language,  the  reading  of  books,  and 
so  on,  for  the  purpose  of  creating  better 
relations  between  this  country  and  other 
countries. 

I  believe  that,  in  a  sense,  there  is  an 
inadvertent  conflict  of  the  law  that 
would  apply  to  book -publishing  com¬ 
panies.  I  hope  the  Senator  from  Okla¬ 
homa  will  agree  to  accept  the  amend¬ 
ment. 

Mr.  KERR.  Mr.  President,  I  cannot 
agree  to  accept  the  amendment,  but  I 
understand  that  the  USIA  and  the  State 
Department  favor  the  proposal. 

I  have  been  seeking  an  expression 
from  the  Treasury,  and  early  this  after¬ 
noon  I  received  from  the  Treasury  this 
assurance:  First,  that  we  could  provide 
in  the  conference  language  which 
would  accomplish  the  purpose  the  Sen¬ 
ator  has  in  mind.  The  Treasury  has 
further  assured  me  that  it  will  attempt 
to  do  just  that. 

In  the  opinion  of  the  Senator  from 
Oklahoma,  in  conference,  we  can  attain, 
within  the  purview  of  the  language  of 
the  two  versions  of  the  bill,  the  objective 
the  Senator  from  Arkansas  has  in  mind. 

Mr.  FULBRIGHT.  I  thank  the  Sen¬ 
ator  very  much.  I  realize  that  it  is  diffi¬ 
cult  to  adjust  these  technical  matters  on 
the  floor  of  the  Senate. 

I  assure  him  that  within  the  state¬ 
ment  which  I  have  placed  in  the  Record, 
I  quoted  Mr.  Edward  Murrow,  Director 
of  the  U.S.  Information  Agency,  in  sup¬ 
port  of  the  amendment. 

The  Senator  from  Oklahoma  is  quite 
correct  in  his  statement  about  the  atti¬ 
tude  of  the  Department  of  State  and  the 


Mr.  KERR.  The  objective  will  not  be 
accomplished  in  the  language  of  the 
amendment.  If  it  were,  I  would  recom¬ 
mend  accepting  the  amendment.  Tech¬ 
nically,  the  Treasury  thinks  this  purpose 
can  be  achieved  in  different  language, 
and  it  will  cooperate  in  doing  so. 

Mr.  FULBRIGHT.  I  thank  the  Sen¬ 
ator.  I  understand  that  in  the  particu¬ 
lar  activity  of  publishing  books  which 
we  foster  in  other  areas  of  our  Govern¬ 
ment  policy,  no  inhibition  would  arise 
under  the  present  language  of  the  bill; 
but  the  technical  way  to  arrive  at  a  con¬ 
clusion  is  that  the  Senator  will  try  to 
reach  an  agreement,  and  the  Treasury 
believes  it  can  be  done. 

Mr.  KERR.  The  Treasury  represent¬ 
atives  have  said  they  could,  and  that  they 
will  cooperate  in  doing  so. 

Mr.  FULBRIGHT.  I  withdraw  the 
amendment. 

Mr.  DOUGLAS  and  Mr.  LAUSCHE 
rose. 

The  PRESIDING  OFFICER.  The 
Senator  from  Illinois. 

Mr.  KERR.  Mr.  President,  I  wonder 
if  the  Senator  will  yield  5  minutes  to  the 
Senator  from  Colorado  [Mr.  Allott]  to 
offer  an  amendment? 

Mr.  LAUSCHE.  Mr.  President,  I  do 
not  know  whether  I  am  within  the  rules, 
but  my  name  has  been  on  the  list  at  the 
desk,  and  it  preceded  that  of  the  Sena¬ 
tor  from  Arkansas. 

Mr.  KERR.  Mr.  President,  I  with¬ 
draw  the  request. 

Mr.  LAUSCHE.  I  do  not  know  how  I 
have  been  relegated  to  the  position  to 
follow - 

Mr.  DOUGLAS.  Mr.  President,  I  shall 
be  glad  to  yield  the  floor  to  allow  other 
Senators  to  present  their  views. 

The  PRESIDING  OFFICER.  The 
Chair  is  following  the  designations  on 
the  list  at  the  desk. 

Mr.  LAUSCHE.  The  designation 
shows  my  name  preceding  that  of  the 
Senator  from  Arkansas.  Some  numerals 
were  added.  I  do  not  know  how  that 
was  done. 

I  yield  to  the  Senator  from  Colorado. 
Mr.  ALLOTT.  Mr.  President,  I  ask 
unanimous  consent  that  I  may  have  4 
minutes  within  which  to  propose  certain 
amendments,  without  the  Senator  from 
Ohio  losing  the  floor. 

The  PRESIDING  OFFICER.  With¬ 
out  objection,  it  is  so  ordered. 

Mr.  ALLOTT.  Mr.  President,  I  send 
to  the  desk  amendments,  and  ask  unan¬ 
imous  consent  that  the  reading  of  the 
amendments  be  dispensed  with  and  that 
the  amendments  be  printed  in  the  Rec¬ 
ord. 

The  PRESIDING  OFFICER.  With¬ 
out  objection,  it  is  so  ordered. 

The  amendments  offered  by  Mr.  Al¬ 
lott  are  as  follows : 

On  page  391,  between  lines  21  and  22,  in¬ 
sert  the  following  new  section: 

“Sec.  127.  Medical  Care  Covered  bt  Insur¬ 
ance  To  Be  Disregarded  in  De¬ 
termining  Whether  an  Indi¬ 
vidual  Is  a  Dependent  of  Tax- 


USIA. 

With  that  assurance,  I  will  not  press 
the  amendment,  because  I  realize  that 
the  hour  is  late,  and  I  do  not  wish  to 
belabor  it. 


PATER. 

“(a)  In  General. — Section  152  (relating 
3  definition  of  dependent)  is  amended  by 
dding  at  the  end  thereof  the  following  new 
ubsection : 


“  ‘(e)  Medical  Care  Covered  by  Insurance 
To  Be  Disregarded. — For  the  purposes  of  sub¬ 
section  (a) ,  medical  care  for  an  individual 
which  is  provided,  or  the  expenses  of  which 
are  paid,  under  an  insurance  plan,  policy, 
or  program  shall  not  be  taken  into  account 
in  determining  whether  such  individual  re¬ 
ceived  more  than  half  of  his  support  from 
the  taxpayer.’ 

“(b)  Effective  Date. — The  amendment 
made  by  subsection  (a)  shall  apply  to  taxa¬ 
ble  years  beginning  after  December  31,  1959.’’ 

On  page  391,  line  22,  strike  out  “27”  and 
insert  in  lieu  thereof  “28”. 

Mr.  ALLOTT.  Mr.  President,  this 
proposal  can  be  presented  very  briefly.  I 
think  it  can  best  be  shown  by  reading 
a  paragraph  from  a  letter  I  received 
from  the  Internal  Revenue  Service: 

Information  furnished  this  office  is  that 
the  total  cost  of  Mrs.  Tyrrell’s  support  for 
the  year  was  $2,479.23.  Of  this  amount, 
Mr.  and  Mrs.  Swanson  furnished  $780.76; 
Mrs.  Ted  Hunt,  Mrs.  Tyrrell’s  daughter, 
furnished  $266.67;  Mrs.  Tyrrell  furnished 
$50  from  her  own  funds;  and  the  balance 
of  $1,381.80  was  furnished  by  the  Scottish 
Union  &  National  Island  Marine  Insurance 
Co. 

The  sole  question  to  be  resolved  is 
this:  Mr.  Herbert  W.  Swanson,  who 
claims  the  woman  as  a  dependent,  sup¬ 
ported  her  for  11  months  out  of  the  year. 
She  fell  and  broke  her  hip,  and  because 
of  the  money  the  Scottish  Union  &  Na¬ 
tional  Island  Marine  Insurance  Co.  paid 
in  the  way  of  hospitalization  and  health 
insurance,  the  amount  it  paid  amounted 
to  more  than  that  which  had  been  con¬ 
tributed  to  her  support  for  the  year. 

The  Internal  Revenue  Service  has  said 
that  their  interpretation  of  the  regula¬ 
tions  is  that  such  funds,  taxable  or 
otherwise,  if  used,  must  be  considered 
in  determining  whether  or  not  Mr.  and 
Mrs.  Swanson  furnished  more  than  half 
the  support  of  the  dependent. 

This  question  has  been  discussed  with 
the  senior  Senator  from  Oklahoma,  who 
is  in  charge  of  the  consideration  of  the 
bill,  and  it  has  been  discussed  with  those 
connected  with  the  Internal  Revenue 
Service.  I  am  informed  it  is  believed 
the  problem  should  be  handled  admin¬ 
istratively.  If  it  is  not  handled  admin¬ 
istratively  certainly  it  should  be  handled 
by  approval  of  the  amendment,  because 
certainly  it  was  never  the  congressional 
intent  that  taxpayers  who  support  de¬ 
pendents  for  more  than  half  the  year, 
providing  normal  support,  should  be  de¬ 
prived  of  the  allowance  for  a  dependent 
because  an  accident  caused  insurance 
payments  to  be  made  in  behalf  of  the 
dependent. 

I  should  like  to  ask  the  senior  Senator 
from  Oklahoma  for  his  comments  in 
this  regard. 

Mr.  KERR.  Does  the  Senator  have 
available  a  copy  of  his  amendment? 

Mr.  ALLOTT.  The  amendment  is  at 
the  desk. 

Mr.  President,  it  is  my  intention  later 
to  withdraw  the  amendment,  if  we  can 
clear  this  up  administratively,  which  I 
think  we  can. 

Mr.  KERR.  Mr.  President,  I  agree 
with  the  Senator  from  Colorado.  In 
my  judgment,  this  is  a  matter  which  can 
be  handled  administratively.  I  have 
submitted  it  to  a  representative  of  the 
Treasury  Department.  While  he  did 


17514 


CONGRESSIONAL  RECORD  —  SENATE 


September  5 


not  authorize  me  to  say  it  would  be  so 
handled,  he  authorized  me  to  say  that 
was  his  opinion  and  that  he  would  en¬ 
deavor  to  have  it  done  that  way. 

I  hope  the  Senator  will  give  me  an 
opportunity  to  attempt  to  reach  an  ad¬ 
justment.  If  it  cannot  be  done,  when 
another  tax  bill  is  before  us,  I  will  favor 
his  amendment. 

Mr.  ALLOTT.  I  appreciate  that  ex¬ 
pression,  Mr.  President.  Certainly  I  do 
not  believe  the  law  was  ever  intended 
to  work  in  this  way.  The  regulation  has 
been  interpreted  in  an  arbitrary  manner. 

Since  I  have  the  assurance  from  the 
Senator  that  he  will  do  all  he  can,  I  will 
do  what  I  can,  and  I  hope  the  situation 
can  be  taken  care  of.  Many  other  peo¬ 
ple  will  find  themselves  in  the  same  situ¬ 
ation. 

I  am  sure  the  law  was  never  intended 
to  operate  in  this  way. 

Mr.  KERR.  Mr.  President,  a  person 
in  a  relationship  to  a  dependent  such  as 
the  person  the  Senator  has  described, 
under  those  circumstances  certainly  is 
entitled  to  an  exemption,  under  my  in¬ 
terpretation  of  the  law,  and  I  hope  to  be 
able  to  help  the  Senator  to  obtain  relief 
administratively. 

Mr.  ALLOTT.  I  appreciate  that  very 
much.  I  thank  the  Senator  from  Okla¬ 
homa. 

Mr.  President,  I  ask  unanimous  con¬ 
sent  that  a  copy  of  a  telegram  from  Mr. 
Swanson  and  a  copy  of  the  letter  of  the 
Internal  Revenue  Service  may  be  in¬ 
cluded  in  the  Record  at  this  point. 

There  being  no  objection,  the  tele¬ 
gram  and  letter  were  ordered  to  be  print¬ 
ed  in  the  Record,  as  follows: 

Denver,  Colo., 

July  24,  1962. 

Senator  Gordon  Allott, 

Washington,  D.C.: 

Internal  Revenue  here  claims  that  even 
though  taxpayer  keeps  aged  parent  11 
months,  contributing  all  support;  and  parent 
falls  in  his  house  breaking  hip  in  December, 
if  medical  expenses  exceeding  taxpayer’s 
support  are  paid  within  same  year  under 
liability  insurance  carried  by  taxpayer,  ex¬ 
emption  disallowed  on  grounds  insurance 
company  contributed  over  50  percent.  Ob¬ 
viously  law  means  normal  support  and  cer¬ 
tainly  nothing  so  ridiculous.  If  it  takes 
specific  amendment  to  remedy,  can’t  you 
introduce  such  bill?  Please  wire  reply. 

Herbert  W.  Swanson. 


U.S.  Treasury  Department, 

Internal  Revenue  Service, 
Denver,  Colo.,  August  2, 1962. 
The  Honorable  Gordon  Allott, 

The  U.S.  Senate, 

Washington,  D.C. 

Dear  Senator  Allott:  Thank  you  for  your 
letter  of  July  24,  1962,  relative  to  the  exam¬ 
ination  presently  being  made  of  the  1960 
income  tax  return  of  Herbert  W.  and  Eldora 
N.  Swanson,  5150  Raleigh  Street,  Denver 
Colo. 

The  sole  issue  involved  is  whether  Mr.  and 
Mrs.  Swanson  are  entitled  to  the  dependency 
exemption  for  Mrs.  Norah  Tyrrell,  mother  of 
Mrs.  Swanson.  Section  152(a)  of  the  Inter¬ 
nal  Revenue  Code,  in  defining  a  dependent, 
states  in  part  that,  “the  term  ‘dependent’ 
means  any  of  the  following  individuals  over 
half  of  whose  support  for  the  year  was  re¬ 
ceived  from  the  taxpayer:  *  *  *  (4)  The 
father  or  mother  of  the  taxpayer  *  * 

The  regulations  under  paragraph  1.152-1  (a) 
(2)  (i)  provide:  “For  purposes  of  determin¬ 
ing  whether  or  not  an  individual  received, 


for  a  given  calender  year,  over  half  of  his 
support  from  the  taxpayer,  there  shall  be 
taken  into  account  the  amount  of  support 
received  from  the  taxpayer  as  compared  to 
the  entire  amount  of  support  which  the  indi¬ 
vidual  received  from  all  sources,  including 
support  which  the  individual  himself  sup¬ 
plied.  The  term  ‘support’  includes  food, 
shelter,  clothing,  medical  and  dental  care, 
education,  and  the  like.” 

Information  furnished  this  office  is  that 
the  total  cost  of  Mrs.  Tyrrell’s  support  for 
the  year  was  $2,479.23.  Of  this  amount,  Mi', 
and  Mrs.  Swanson  furnished  $780.76;  Mrs. 
Ted  Hunt,  Mrs.  Tyrrell’s  daughter,  furnished 
$266.67;  Mrs.  Tyrrell  furnished  $50  from  her 
own  funds;  and  the  balance  of  $1,381.80  was 
furnished  by  the  Scottish  Union  and  Na¬ 
tional  Island  Marine  Insurance  Co.  The 
amount  of  $1,381.80  paid  by  the  insurance 
company  was  for  Mrs.  Tyrrell’s  medical  ex¬ 
penses  incurred  when  she  fell  and  broke  her 
hip  in  Mr.  and  Mrs.  Swanson’s  home. 

Mr.  and  Mrs.  Swanson  contend  that  funds 
from  the  insurance  company  which  were 
used  to  pay  Mrs.  Tyrrell’s  medical  expenses 
are  not  part  of  her  support.  Our  interpreta¬ 
tion  of  the  regulations  is  that  such  funds, 
taxable  or  otherwise,  if  used,  must  be  con¬ 
sidered  in  determining  whether  or  not  Mr. 
and  Mrs.  Swanson  furnished  over  half  of  the 
dependent’s  support. 

Mr.  and  Mrs.  Swanson  have  been  advised 
of  their  rights  of  appeal,  i.e.,  (1)  informal 
conference,  (2)  review  by  the  Appellate  Di¬ 
vision,  and  (3)  hearing  before  the  Tax  Court. 

If  we  can  be  of  any  further  assistance  in 
this  matter,  please  let  us  know. 

Best  regards. 

Sincerely  yours, 

L.  E.  Hill, 

Acting  District  Director. 

Mr.  ALLOTT.  I  thank  my  distin¬ 
guished  friend  from  Ohio  very  much  for 
yielding  to  me. 

The  PRESIDING  OFFICER.  Does 
the  Senator  from  Colorado  withdraw  his 
amendment? 

Mr.  ALLOTT.  I  withdraw  my  amend¬ 
ment. 

The  PRESIDING  OFFICER.  The 
Senator  from  Ohio  has  the  floor. 

Mr.  HICKENLOOPER.  Mr.  President, 
will  the  Senator  from  Ohio  yield  to  me 
for  the  purpose  of  my  offering  an  amend¬ 
ment,  with  the  understanding  that  the 
Senator  from  Ohio  will  not  lose  his  right 
to  the  floor? 

Mr.  LAUSCHE.  I  yield  to  the  Sena¬ 
tor  from  Iowa. 

The  PRESIDING  OFFICER.  Without 
objection,  the  Senator  from  Ohio  may 
yield  to  the  Senator  from  Iowa  with  that 
understanding. 

Mr.  HICKENLOOPER.  Mr.  President, 
on  behalf  of  myself  and  my  colleague 
[Mr.  Miller]  I  offer  the  amendment 
which  I  send  to  the  desk  and  ask  to  have 
stated. 

The  PRESIDING  OFFICER.  The 
amendment  will  be  stated  for  the  infor¬ 
mation  of  the  Senate. 

The  Legislative  Clerk.  On  page  104, 
line  14,  it  is  proposed  to  strike  out  “200” 
and  to  insert  “500”. 

Mr.  HICKENLOOPER.  Mr.  President, 
first  I  wish  to  express  my  appreciation  to 
the  Senator  from  Oklahoma  for  his  con¬ 
sideration  in  the  last  couple  of  days,  and 
that  of  his  staff,  in  attempting  to  meet 
the  problem  which  I  face,  which  is  quite 
important. 

The  amendment  refers  to  page  104. 

Mr.  KERR.  The  Senator  is  correct. 


Mr.  HICKENLOOPER.  It  would  give 
certain  consideration  to  casualty  com¬ 
panies  engaged  in  operations  relating  to 
hail  and  windstorm  damage.  A  radius 
of  200  miles  is  provided  in  which  the 
business  may  be  concentrated,  in  con¬ 
nection  with  certain  reserves  for  losses. 
I  shall  not  go  into  the  details  at  this 
time. 

I  have  discussed  this  question  with  the 
Senator  from  Oklahoma  and  with  his 
staff.  They  understand  the  problem 
thoroughly. 

The  language,  as  it  is  written,  seems  to 
be  an  adequate  or  satisfactory  provision 
for  all  the  companies  in  this  particular 
catastrophe  category  of  which  I  know 
except  one,  which  happens  to  be  in  my 
home  State.  It  is  a  very  substantial 
company  operating  there.  A  number  of 
the  catastrophe  insurance  companies 
have  offices  in  my  State,  but  mostly  the 
companies  are  of  limited  means. 

The  particular  company  involved  in 
this  regard  has  an  area  of  approximately 
1,000  miles  long  and  400  miles  wide.  It 
begins  with  the  northwest  corner  of  the 
State  of  Nebraska,  extends  to  the  south¬ 
west  corner  of  the  State  of  Kansas,  then 
eastward  across  the  northern  half  of 
Missouri  to  the  center  of  Ohio,  north 
through  most  of  Michigan  for  about  200 
miles,  and  then  southwest  to  the  north¬ 
ern  corner  of  Nebraska.  That  is  a  ter¬ 
ritory  of  approximately  1,000  miles  long 
and  200  miles  wide  in  which  the  com¬ 
pany  has  the  catastrophe  insurance  busi¬ 
ness,  relating  to  hail  and  windstorm  and 
those  items. 

The  conviction  of  the  company  is  that 
the  200-mile  radius  will  not  give  them 
the  benefit  which  other  companies  will 
enjoy — that,  in  fact,  it  would  pose  a  def¬ 
inite  hazard  to  their  reserves,  as  their 
records  show. 

In  connection  with  my  remarks,  Mr. 
President,  I  ask  unanimous  consent  to 
have  printed  in  the  Record  at  this  point 
a  copy  of  a  letter  to  me  from  Mr.  Max  D. 
Rutledge,  president  of  Farmers’  Mutual 
Hail  Insurance  Co.  of  Des  Moines,  Iowa, 
a  copy  of  which  I  have  already  delivered 
to  the  Senator  from  Oklahoma  and  to 
his  staff. 

There  being  no  objection,  the  letter 
was  ordered  to  be  printed  in  the  Record, 
as  follows: 

Hael  Insurance  Co., 

Des  Moines,  Iowa,  August  30,  1962. 
Hon.  BoURKE  B.  HICKENLOOPER, 

Senator  from  Iowa, 

Senate  Office  Duilding, 

Washington,  D.C. 

Dear  Senator  Hickenlooper:  In  response 
to  the  request  from  your  office,  I  shall  at¬ 
tempt  to  furnish  you  the  answers  to  the 
questions  arising  from  your  conference  with 
Senator  Kerr  and  his  office. 

The  term  “pure  loss  ratio”  as  used  by  Mr. 
Benson  in  his  letter  of  August  10,  is  the 
percentage  of  losses  paid  (excluding  all  ex¬ 
pense)  in  relation  to  total  premiums 
charged.  Underwriting  experience,  when 
reduced  to  percentage,  indicates  the  actual 
profit  or  loss  when  all  losses  and  expenses 
are  added  together  and  compared  to  the 
premium. 

The  underwriting  expedience,  especially 
in  our  hail  department,  was  exceptionally 
favorable  in  the  4  years  following  the 
catastrophe  of  1956.  This  favorable  experi¬ 
ence  provided  an  increase  in  policyholders’ 
reserve  far  greater  than  any  similar  period 
in  the  history  of  the  company. 
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Year 

Earned  pre¬ 
mium 

Underwriting 
gain  or  loss 

Change  in  sin-plus 

Surplus  on 
Dee.  31 

$9, 054, 079.  35 

-$3,548,674. 14 

— $3, 269, 679. 86 
651,  461.  21 
1,984,036.  72 

$2, 761,  481 
3, 402,  943 
5,386,  979 

7,  500, 070 

8,  835, 417 
9, 227,  449 

10,  958,240.03 

735, 712. 25 

11, 198,  749.  35 

2, 164,  050.  49 

10, 033, 806.  54 

2, 173, 054.  63 

2, 113,091.43 
1,  335, 346.  81 

10,  829,  527.  47 

1,  535, 357.  59 

11, 724, 685. 78 

269,  886.  43 

392, 032.  44 

In  the  year  of  1981,  there  was  an  under¬ 
writing  loss  In  the  catastrophe  lines;  how¬ 
ever,  this  loss  was  offset  by  underwriting 
gains  in  reinsurance  assumed  and  by  invest¬ 
ment  income. 

Already  1962  has  developed  an  underwrit¬ 
ing  loss  on  our  total  hail  premium  and  an 
underwriting  loss  by  the  individual  States 
of  Kansas,  Iowa,  Nebraska,  Minnesota,  and 
Wisconsin. 

X  understand  that  there  were  severe  storms 
yesterday  and  last  night  running  through 
Nebraska,  Minnesota,  Iowa,  and  Wisconsin 
which  will  add  to  this  loss. 

Your  third  question,  asking  what  percent 
of  our  catastrophe  business  would  be  in¬ 
cluded  in  a  300-mile  radius  and  a  400-mile 
radius,  is  very  difficult  to  answer  because 
of  the  shape  of  our  territory  in  relation  to 
a  circle  of  the  same  radius.  Approximately 
40  percent  of  our  catastrophe  business  (28 
percent  of  the  total)  is  contained  within  the 
200 -mile  radius.  The  remaining  50  percent 
is  almost  equally  divided  between  the  third, 
fourth,  and  fifth  hundred  miles,  depending 
upon  crop  conditions  in  Kansas  which  fluc¬ 
tuate  greatly  from  year  to  year.  I  believe  if 
the  present  200-mile  proposal  were  increased 
to  either  300  miles  or  400  miles,  administra¬ 
tion  of  the  provision  would  become  very  com¬ 
plicated.  As  we  have  pointed  out  before,  90 
percent  of  our  catastrophe  business  would 
fall  within  a  500-mile  radius.  The  remain- 
| .  ing  10  percent  is  isolated  along  the  eastern 
seaboard  and  could  be  easily  segregated. 

I  am  sure  the  fact  can  be  established  that 
Farmers  Mutual  Hail  Insurance  Co.  is  the 
only  mutual  company  writing  catastrophe 
insurance  that  would  be  limited  under  the 
proposed  200-mile  radius.  It  would  receive 
equal  benefit  with  other  mutuals  under  the 
500-mile  radius.  Our  concentration  of  catas¬ 
trophe  liability  extends  from  southwestern 
Kansas  northeasterly  to  north-central  Ohio, 
a  distance  of  approximately  1,000  miles,  yet 
the  width  of  this  concentration  is  less  than 
400  miles  at  any  point  and  would  easily  fall 
within  the  200-mile  radius.  This  situation 
results  from  the  fact  that  this  area  is  the 
.  principal  '  grain-producing  area  which  is 
affected  by  severe  hailstorm  damage.  Severe 
hailstorms  occur  over  practically  all  of  this 
area  during  a  storm  period  because  the  storm 
is  caused  by  a  cold  front  traveling  south¬ 
easterly  from  the  northern  Rocky  Mountain 
region  meeting  moist,  warm  air  from  the 
Gulf  of  Mexico.  It  seems  that  the  main  vio¬ 
lence  of  the  storm  is  expended  by  the  time 
it  has  gone  through  this  400-mile  strip  in¬ 
dicated  on  the  enclosed  map. 

Thank  you  again  for  your  interest  in  our 
problem.  Please  express  our  appreciation 
to  Senator  Kerr  and  his  staff  for  taking 
time  to  consider  this  very  important  problem 
which  directly  affects  farmers  of  the  Midwest 
who  are  trying  to  provide  for  themselves 
security  from  their  greatest  source  of 
financial  loss:  namely,  hailstorms. 

Yours  very  truly. 

Max  D.  Rutledge, 

President. 

Mr.  HICKENLOOPER.  The  company 
believes— and,  so  far  as  I  know,  it  is 
true — that  it  is  the  only  company  in  the 
United  States  which  would  be  so  ad¬ 
versely  affected  by  the  language  as  it 
now  stands.  The  company  feels  it  could 
live,  with  reasonable  assurance,  if  the 


radius  were  extended  to  500  miles  in¬ 
stead  of  200  miles.  Therefore,  we  have 
offered  the  amendment. 

I  have  discussed  the  problem  with  the 
Senator  from  Oklahoma  and  with  his 
staff.  We  have  arrived  at  an  under¬ 
standing  which  I  believe  the  staff  has 
reached,  which  may  afford  some  basis 
for  relief.  It  would  not  cause  undue  dif¬ 
ficulty. 

I  should  be  pleased  to  have  the  Sena¬ 
tor’s  comments. 

Mr.  KERR.  Mr.  President,  with  ref¬ 
erence  to  the  amendment  offered  by  the 
Senators  from  Iowa,  I  advise  the  Senate 
that  this  has  to  do  with  losses  in  concen¬ 
trated  disaster  areas.  The  committee 
felt,  in  making  certain  provisions  avail¬ 
able  to  companies  operating  either  in  one 
State  or  within  200  miles  of  any  fixed 
point  selected  by  the  taxpayer,  that  ade¬ 
quate  provision  was  being  made. 

The  Senator  advises  that  the  mutual 
company  he  has  in  mind  operates  in  a 
much  larger  area. 

The  Senator  from  Oklahoma  believes 
that  if  the  amendment  were  adopted  as 
presented,  it  very  likely  could  open  up 
additional  advantages  beyond  the  com¬ 
pany  which  the  Senator  has  in  mind. 
The  Senator  from  Oklahoma  would  sug¬ 
gest  a  compromise  in  language  as 
follows : 

On  page  103,  line  25,  strike  the  period 
and  insert  the  following:  or  one-half 

of  such  amount  in  the  case  of  a  taxpayer 
who  elects  to  compute  the  concentrated 
windstorm,  and  so  forth,  premium  per¬ 
centage  under  paragraph  (2)  (A)  (iii) .” 

Then,  on  page  104,  at  the  point  re¬ 
ferred  to  by  the  Senator,  to  include  a 
third  alternative,  which  would  be: 

(iii)  if  the  taxpayer  so  elects,  within  400 
miles  of  any  fixed  point  selected  by  the  tax¬ 
payer, 

In  that  event,  if  the  taxpayer  took  ad¬ 
vantage  of  the  third  option,  he  would  get 
one-half  the  benefit  that  those  who 
operated  within  a  point  200  miles  of  any 
fixed  point  would  get,  but  in  return  for 
taking  half  as  much  benefit  pro  rata, 
the  taxpayer  could  elect  an  area  within 
400  miles  of  a  fixed  point  which  would 
give  him  far  greater  than  twice  what 
one  would  have  at  200. 

Mr.  HICKENLOOPER.  I  think  I  un¬ 
derstand  what  the  Senator  is  suggesting. 
We  have  previously  discussed  it.  As  I 
said,  I  am  grateful  to  the  Senator  from 
Oklahoma,  his  staff,  and  the  staff  of  the 
Treasury  Department,  who  have  con¬ 
ferred  with  us  on  the  question. 

Mr.  KERR.  The  Senator  is  aware  of 
the  fact  that  the  Treasury  would  not  put 
itself  in  a  position  favoring  the  amend- 

ment.  ,  .  , 

Mr.  HICKENLOOPER.  I  understand 

that. 

Mr.  KERR.  But  under  a  good  deal  of 
persuasion  by  the  able  Senator  fiom 


Iowa,  who  seems  to  have  a  very  great 
ability  in  that  regard,  the  Treasury  De¬ 
partment  agreed  that  if  it  were  amended 
in  the  manner  suggested,  they  would  not 
vigorously  oppose  the  measure. 

Mr.  HICKENLOOPER.  When  one 
sits  in  the  presence  of  the  distinguished 
Senator  from  Oklahoma  for  any  appre¬ 
ciable  length  of  time,  that  persuasive 
ability  is  bound  to  rub  off  to  some  ex¬ 
tent — at  least  to  the  extent  of  a  thin 
veneer — on  those  who  hear  him.  I  am 
sure  that  my  amendment  is  a  worthy 
one. 

Mr.  KERR.  I  thank  the  Senator,  but 
I  remind  him  that  he  was  in  the  Senate 
when  I  arrived  here,  and  I  have  sat  at 
his  feet  and  learned. 

Mr.  HICKENLOOPER.  I  did  not 
want  to  create  the  idea  that  the  Treasury 
was  pressing  the  proposal.  I  wanted  to 
thank  the  officials  of  the  Treasury  for 
their  time  and  effort  in  attempting  to 
work  out  something  which  may  not  meet 
with  their  approval. 

Mr.  KERR.  Mr.  President,  I  send  to 
the  desk  an  amendment,  and  ask  that  it 
be  stated. 

The  PRESIDING  OFFICER.  The 
amendment  will  be  stated. 

The  Legislative  Clerk.  On  page  103, 
line  25,  strike  the  period  and  insert  the 
following:  “,  or  one-half  of  such  amount 
in  the  case  of  a  taxpayer  who  elects  to 
compute  the  concentrated  windstorm, 
etc.,  premium  percentage  under  para¬ 
graph  (2)  (A)  (iii) .” 

On  page  104,  strike  lines  13  and  14 
and  insert  in  their  place  the  following: 

arising — 

(i)  in  any  one  State: 

(ii)  if  the  taxpayer  so  elects,  within  200 
miles  of  any  fixed  point  selected  by  the  tax¬ 
payer;  or 

(iii)  if  the  taxpayer  so  elects,  within  400 
miles  of  any  fixed  point  selected  by  the  tax¬ 
payer. 

The  PRESIDING  OFFICER.  Does 
the  Senator  from  Iowa  accept  the 
amendment,  as  modified? 

Mr.  HICKENLOOPER.  Mr.  Presi¬ 
dent,  I  accept  the  modification  proposed 
by  the  Senator  from  Oklahoma. 

The  PRESIDING  OFFICER.  The 
question  is  on  agreeing  to  the  amend¬ 
ment  of  the  Senator  from  Iowa,  as  modi¬ 
fied. 

The  amendment  was  agreed  to. 

Mr.  KEATING.  Mr.  President,  will 
the  Senator  from  Ohio  yield  to  me  for  a 
colloquy  with  the  distinguished  Senator 
from  Oklahoma? 

Mr.  LAUSCHE.  I  yield. 

Mr.  KEATING.  Mr.  President,  the 
Savings  &  Loan  Bank  of  the  State  of 
New  York  operates  under  article  10B  of 
the  banking  laws  of  the  State  of  New 
York. 

Being  the  only  institution  of  its  kind, 
owned  and  originally  operated  entirely 
for  the  benefit  of  member  associations, 
it  was  taken  as  the  prototype  for  the 
establishment  of  the  Federal  Home  Loan 
Bank  system.  At  the  present  time,  it 
continues  to  function  in  a  manner  very 
similar  to  that  of  the  Federal  Home  Loan 
Bank  for  the  benefit  of  State  chartered 
savings  and  loan  associations  in  the 
State  of  New  York.  Basically,  it  ex¬ 
tends  credit  to  its  members  through 
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loans  financed  by  the  surplus  cash  it 
receives  from  its  members  in  the  form 
of  time  and  demand  deposits  or  by  the 
issuance  of  debenture  notes  which  it 
offers  on  the  open  market. 

My  colleague  [Mr.  Javits]  and  I  have 
been  in  close  touch  with  Mr.  Otto  J. 
Rabstejnek,  president  of  the  Savings  & 
Loan  Bank  of  the  State  of  New  York. 

It  is  our  understanding  that  the  defi¬ 
nition  of  a  savings  and  loan  association 
contained  in  section  8  of  H.R.  10650 
would  in  no  way  curtail  or  interfere  with 
the  essential  activities  of  financial  insti¬ 
tutions  such  as  the  Savings  &  Loan 
Bank  of  New  York  State.  The  deben¬ 
tures  floated  by  this  bank  would  clearly 
qualify  as  proper  holdings  under  the 
10-percent  category  contained  in  the 
definition  of  the  savings  and  loan  as¬ 
sociation  in  section  8.  While  I  believe 
it  would  have  been  preferable  to  have 
specifically  included  the  New  York  State 
Savings  &  Loan  Bank  in  the  Sparkman 
amendment,  I  am  advised  that  the  bill 
as  presently  written  would  in  no  way 
be  injurious  to  the  bank. 

All  who  are  familiar  with  the  workings 
of  the  bank  are  aware  of  the  vital  contri¬ 
bution  which  it  has  made  to  the  economy 
of  New  York  State  over  the  years  of  its 
existence.  Would  the  Senator  from 
Oklahoma  agree  that  the  definition  in 
the  pending  bill  would  not  in  any  way 
restrict  the  activities  of  this  institution 
as  far  as  the  issuance  and  sale  of  its 
debentures  is  concerned? 

Mr.  KERR.  Mr.  President,  respond¬ 
ing  to  the  question  of  the  distinguished 
Senator  from  New  York,  I  believe  it  is 
quite  clear  that  the  definition  of  domes¬ 
tic  savings  and  loan  associations  permits 
it  to  hold  debentures  of  a  type  issued 
by  the  Savings  &  Loan  Bank  of  the 
State  of  New  York  to  the  extent  of  the 
specified  10-percent  limit. 

Mr.  KEATING.  I  thank  the  Senator. 

Mr.  JAVITS.  Mr.  President,  will  the 
Senator  yield? 

Mr.  LAUSCHE.  I  yield. 

Mr.  JAVITS.  That  is,  according  to 
the  definition  as  amended  by  the  amend¬ 
ment  in  which  I  joined  with  the  Sena¬ 
tor  from  Alabama  [Mr.  Sparkman]  . 

Mr.  KERR.  That  is  my  understand¬ 
ing. 

Mr.  JAVITS.  I  thank  the  Senator. 

Mr.  DIRKSEN.  Mr.  President,  will 
the  Senator  yield? 

Mr.  LAUSCHE.  I  yield. 

Mr.  DIRKSEN.  The  distinguished 
Senator  from  Kentucky  [Mr.  Morton] 
is  unavoidably  absent.  If  he  were  pres¬ 
ent,  he  would  offer  his  amendment,  which 
has  been  designated  “8-29-62 — H.’’  I  am 
authorized  to  submit  for  him  an  expla¬ 
nation  and  an  analysis  of  the  amend¬ 
ment.  I  do  so,  and  ask  that  the  expla¬ 
nation  be  incorporated  as  a  part  of  my 
remarks. 

There  being  no  objection,  the  expla¬ 
nation  was  ordered  to  be  printed  in  the 
Record,  as  follows: 

The  proposed  amendment  gives  full  recog¬ 
nition  to  the  need  to  encourage  the  growth 
of  savings  and  loan  Institutions  in  this 
country.  Under  the  Finance  Committee  bill 
there  are  a  number  of  permissible  methods 


under  which  such  institutions  may  compute 
their  allowable  bad  debt  deductions — the  de¬ 
ductions  which  measure  the  extent  to  which 
such  institutions  can  make  provision  for 
uncollectible  loans.  One  of  such  permissible 
methods  would  allow  savings  and  loan  in¬ 
stitutions  a  bad  debt  deduction  generally 
equal  to  3  percent  of  their  growth  in  out¬ 
standing  loans.  The  proposed  amendment 
would  increase  the  deduction  to  5  percent. 

This  increase  in  the  deductible  reserve  for 
bad  debts  is  important  and  necessary  for 
the  following  reasons: 

1.  It  would  encourage  the  growth  of  sav¬ 
ings  and  loan  institutions  by  placing  the 
bad  debt  deduction  on  a  substantial  rela¬ 
tionship  to  savings  and  loan  institution 
growth. 

2.  It  would  be  particularly  beneficial  to 
small  and  medium-sized  institutions  which 
must  continue  to  grow  in  order  to  survive 
in  a  competitive  business. 

3.  It  would  provide  a  more  realistic 
measure  of  necessary  loss  reserves,  thus  per¬ 
mitting  savings  and  loan  institutions  to 
maintain  sound  financial  footing. 

4.  It  would  extend  to  small,  although  not 
new,  institutions  the  treatment  which  the 
Finance  Committee  recognized  should  be  ex¬ 
tended  to  small  new  institutions. 

5.  It  would  encourage  the  construction  of 
new  housing  by  increasing  the  ability  of 
savings  and  loan  institutions  to  provide  rea¬ 
sonable  financing. 

In  short,  the  proposed  amendment  would 
aid  small  business,  i.e.,  small  savings  and 
loan  institutions,  by  encouraging  their 
growth  and  aiding  them  in  maintaining  a 
sound  financial  basis.  The  nationwide  com¬ 
munity  of  savers  and  homeowners  is  thereby 
served. 

LEGISLATIVE  PROGRAM  AND  ORDER  FOR  ADJOURN¬ 
MENT  UNTIL  9  A.M.  TOMORROW 

Mr.  DIRKSEN.  Mr.  President,  will 
the  Senator  yield? 

Mr.  LAUSCHE.  I  yield. 

Mr.  DIRKSEN.  I  should  like  to  ask 
the  majority  leader  what  he  contem¬ 
plates  at  the  present  time.  I  ask  wheth¬ 
er  he  knows  how  many  more  amend¬ 
ments  will  be  offered,  what  general 
speeches  may  be  made,  and  if  we  can 
consummate  a  third  reading  of  the  bill 
this  evening. 

Mr.  MANSFIELD.  Mr.  President,  to 
the  best  of  my  knowledge,  the  Senator 
from  Tennessee  [Mr.  Gore]  has  two, 
three,  or  four  amendments  which  he 
thinks  can  be  disposed  of  very  shortly. 
The  Senator  from  Illinois  [Mr.  Douglas] 
has  an  amendment  relating  to  an  oil 
and  gas  depletion  allowance  on  a  grad¬ 
uated  basis  upon  which  he  would  like 
an  hour  altogether - 

Mr.  DOUGLAS.  I  do  not  wish  to  con¬ 
fine  myself  to  any  definite  time  limit.  I 
do  not  intend  to  take  an  excessive 
amount  of  time.  But  I  do  not  wish  to 
be  placed  within  an  iron  lung,  so  to 
speak. 

Mr.  MANSFIELD.  I  believe  the  Sena¬ 
tor  from  Minnesota  [Mr.  McCarthy] 
has  an  amendment  which  he  wishes  to 
offer. 

It  is  the  hope  of  the  leadership  that 
the  third  reading  of  the  bill  may  be 
reached  tonight.  With  the  understand¬ 
ing  that  a  third  reading  may  be  reached 
tonight,  I  should  like  to  propound  a 
unanimous -consent  request  that  there  be 
no  votes  after  the  third  reading  of  the 
bill  tonight,  and  that  the  Senate  meet  at 
9  o’clock  tomorrow  morning. 


Mr.  President,  I  ask  unanimous  con¬ 
sent  that  when  the  Senate  adjourns  to¬ 
night,  it  adjourn  to  meet  at  9  a.m.  to¬ 
morrow. 

The  PRESIDING  OFFICER.  Is  there 
objection?  The  Chair  hears  none,  and 
it  is  so  ordered. 

Mr.  MANSFIELD.  Mr.  President,  I 
ask  unanimous  consent  that  4  hours  of 
general  debate  be  allotted  on  the  bill  be¬ 
fore  the  final  vote  is  taken. 

The  PRESIDING  OFFICER.  Is  there 
objection? 

Mr.  LAUSCHE.  Mr.  President,  re¬ 
serving  the  right  to  object,  I  have  been 
yielding - 

Mr.  MANSFIELD.  Mr.  President,  will 
the  Senator  yield? 

Mr.  LAUSCHE.  I  yield. 

Mr.  MANSFIELD.  Since  the  Senator 
from  Ohio  has  been  so  generous  and 
tolerant,  I  ask  unanimous  consent  that 
at  the  conclusion  of  the  morning  hour 
tomorrow,  if  there  is  one,  the  Senator 
from  Ohio  be  given  first  recognition. 

The  PRESIDING  OFFICER.  Is  there 
objection?  The  Chair  hears  none,  and 
it  is  so  ordered. 

Mr.  MANSFIELD.  Mr.  President,  I 
ask  the  Chair  to  put  my  original  re¬ 
quest  to  the  Senate. 

The  PRESIDING  OFFICER.  Is  there 
objection  to  the  previous  request  of  the 
Senator  from  Montana?  The  Chair 
hears  none,  and  it  is  so  ordered. 

The  unanimous-consent  agreement, 
subsequently  reduced  to  writing,  is  as 
follows: 

Ordered,  That,  effective  on  Thursday,  Sep¬ 
tember  6,  1962,  at  not  later  than  9:15  a.m„ 
during  the  further  consideration  of  the  bill 
(H.R.  10650)  to  amend  the  Internal  Revenue 
Code  of  1954  to  provide  a  credit  for  invest¬ 
ment  in  certain  depreciable  property,  to 
eliminate  certain  defects  and  inequities,  and 
for  other  purposes,  all  debate  shall  be  limited 
not  -to  exceed  4  hours,  to  be  equally  divided 
and  controlled  by  the  majority  and  minority 
leaders,  or  someone  designated  by  them,  to 
be  followed  by  a  vote  on  final  passage  of  the 
said  bill. 

Mr.  LAUSCHE.  Mr.  President,  I  yield 
the  floor. 

Mr.  DOUGLAS  obtained  the  floor. 

Mr.  DIRKSEN.  Mr.  President,  will 
my  colleague  yield  to  me  for  a  moment? 

Mr.  DOUGLAS.  I  also  have  been 
yielding  for  some  time,  but  I  shall  be 
glad  to  yield  to  my  colleague. 

Mr.  DIRKSEN.  Mr.  President,  to 
clarify  the  unanimous-consent  request, 
do  I  correctly  understand  that  consid¬ 
eration  of  the  remaining  amendments 
will  be  concluded  this  evening,  so  far  as 
the  Senator  knows,  and  that  the  third 
reading  of  the  bill  will  occur  tonight? 

Mr.  MANSFIELD.  That  is  correct. 
The  third  reading  could  not  be  had  un¬ 
less  all  amendments  were  disposed  of. 

Mr.  DIRKSEN.  Exactly. 

Mr.  MANSFIELD.  But  once  the  third 
reading  is  reached.  Senators  may  speak 
on  any  subject  they  wish.  I  understand 
that  several  Senators  have  speeches 
covering  various  situations  in  the  world. 

Mr.  President,  I  ask  unanimous  con¬ 
sent  that  tomorrow  morning  there  be  a 
morning  hour  of  15  minutes,  from  9  a.m. 
to  9:15  a.m.,  and  that  the  4  hours  to  be 
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allotted  on  the  bill  shall  start  at  9:15 
a.m. 

The  PRESIDING  OFFICER.  Is  there 
\  objection?  The  Chair  hears  none,  and 
it  is  so  ordered. 

Mr.  MANSFIELD.  In  other  words, 
there  will  be  a  15-minute  morning  hour. 
Then  the  4  hours  will  begin  to  run  on 
the  debate  on  the  bill  before  the  vote  is 
tdikcn. 

Mr.  DIRKSEN.  I  have  a  further  in¬ 
quiry.  If  the  Senate  finished  with  the 
amendments  tonight,  and  the  third 
reading  is  had  tonight,  the  vote  tomor¬ 
row  probably  will  come  at  approximately 
1  o’clock. 

Mr.  MANSFIELD.  Between  1:15  and 
1:30. 

Mr.  DIRKSEN.  Will  my  colleague  ask 
for  a  yea-and-nay  vote  on  his  amend¬ 
ment? 

Mr.  DOUGLAS.  Yes. 

Mr.  MANSFIELD.  That  is  the  only 
yea-and-nay  vote  that  I  know  of.  There 
may  be  others,  but  as  of  now,  that  is  all 
I  know  of. 

Mr.  DOUGLAS.  Mr.  President,  I  call 
up  my  amendment  identified  as  “8-30- 
62— J.” 

The  PRESIDING  OFFICER.  The 
amendment  will  be  stated  by  title. 

The  legislative  clerk  proceeded  to  state 
the  amendment. 

Mr.  DOUGLAS.  I  ask  unanimous  con¬ 
sent  that  the  amendment  be  not  read, 
but  printed  in  the  Record  at  this  point. 

The  PRESIDING  OFFICER.  Without 
objection,  it  is  so  ordered. 

The  amendment  is  as  follows: 

On  page  391,  after  line  21,  insert  the  fol¬ 
lowing  new  section: 

“Sec.  27.  Percentage  Depletion  for  Oil  and 
Gas  Wells. 

“(a)  Graduated  Rates. — Section  613  (re¬ 
lating  to  percentage  depletion)  is  amended — 
“(1)  by  striking  out  in  subsection  (a), 
•specified  in  subsection  (b)’  and  inserting 
in  lieu  there  of  ‘specified’  in  subsections  (b) 
and  (d)’; 

“(2)  by  striking  out  paragraph  (1)  of  sub¬ 
section  (b)  and  inserting  in  lieu  thereof 
the  following: 

“‘(1)  Oil  and  gas  wells. — The  percentage 
applicable  under  subsection  (d)(1).’;  and 
“(3)  by  redesignating  subsection  (d)  as 
(e),  and  by  inserting  after  subsection  (c) 
the  following  new  subsection : 

“‘(d)  Oil  and  Gas  Wells. — 

“  ‘  ( 1 )  Percentage  depletion  rates.. — In  the 
case  of  oil  and  gas  wells,  the  percentage 
referred  to  in  subsection  (a)  is  as  follows: 

“  ‘(A)  27(4  percent — to  the  extent  that,  for 
the  taxable  "year,  the  taxpayer’s  gross  in¬ 
come  from  the  oil  and  gas  well,  when  added 
•  to  (i)  the  taxpayer’s  gross  income  from  all 
other  oil  and  gas  wells,  and  (ii)  the  gross 
income  from  oil  and  gas  wells  of  any  tax¬ 
payer  which  controls  the  taxpayer  and  of  all 
taxpayers  controlled  by  or  under  common 
control  with  the  taxpayer,  does  not  exceed 
$1,000,000; 

“‘(B)  21  percent — to  the  extent  that,  for 
the  taxable  year,  the  taxpayer’s  gross  in¬ 
come  from  the  oil  and  gas  well,  when  added 
to  (i)  the  taxpayer’s  gross  income  from  all 
other  oil  and  gas  wells,  and  (ii)  the  gross 
income  from  oil  and  gas  wells  of  any  tax¬ 
payer  which  controls  the  taxpayer  and  of  all 
taxpayers  controlled  by  or  under  common 
control  with  the  taxpayer,  exceeds  $1,000,- 
000  but  does  not  exceed  $5,000,000;  and 

“‘(C)  15  percent — to  the  extent  that,  for 
the  taxable  year,  the  taxpayer's  gross  income 
from  the  oil  and  gas  well,  when  added  to  (i) 
the  taxpayer’s  gross  income  from  all  other 


oil  and  gas  wells,  and  (ii)  the  gross  income 
from  oil  and  gas  wells  of  any  taxpayer  which 
controls  the  taxpayer  and  of  all  taxpayers 
controlled  by  or  under  common  control  with 
the  taxpayer,  exceeds  $5,000,000. 

“‘(2)  Control  defined. — For  purposes  of 
paragraph  (1),  the  term  “control”  means — 

“  ‘(A)  with  respect  to  any  corporation,  the 
ownership,  directly  or  indirectly,  of  stock 
possessing  more  than  50  percent  of  the  total 
combined  voting  power  of  all  classes  of  stock 
entitled  to  vote,  or  the  power  (from  what¬ 
ever  source  derived  and  by  whatever  means 
exercised)  to  elect  a  majority  of  the  board 
of  directors,  and 

“‘(B)  with  respect  to  any  taxpayer,  the 
power  (from  whatever  source  derived  and 
by  whatever  means  exercised)  to  select  the 
management  or  determine  the  business 
policies  of  the  taxpayer. 

“‘(3)  Constructive  ownership  of 
stock. — The  provisions  of  section  318(a) 
(relating  to  constructive  ownership  of  stock) 
shall  apply  in  determining  the  ownership 
of  stock  for  purposes  of  paragraph  (2). 

“  ‘(4)  Application  under  regulations. — 
This  subsection  shall  be  applied  under  reg¬ 
ulations  prescribed  by  the  Secretary  or  his 
delegate.’ 

“(b)  Effective  Date. — The  amendments 
made  by  subsection  (a)  shall  apply  only 
with  respect  to  taxable  years  beginning 
after  the  date  of  the  enactment  of  this  Act.” 

On  page  391,  line  22,  strike  out  “27”  and 
insert  “28”. 


Mr.  DOUGLAS.  I  ask  for  the  yeas 
and  nays  on  the  amendment. 

The  yeas  and  nays  were  ordered. 

Mr.  KEATING.  Mr.  President,  will 
the  Senator  from  Illinois  yield  for  a 
parliamentary  inquiry? 

Mr.  DOUGLAS.  I  yield  for  a  parlia¬ 
mentary  inquiry. 

Mr.  KEATING.  Is  the  amendment 
of  the  Senator  from  Illinois  divisible? 

Mr.  DOUGLAS.  No;  it  is  not  di¬ 
visible. 

Mr.  KEATING.  Perhaps  I  do  not 
understand  the  amendment.  My  un¬ 
derstanding — and  I  may  be  mistaken — 
is  that  it  has  to  do  with  the  oil  and  gas 
depletion  allowance,  and  also  makes 
provision  for  something  else.  Does  it 
relate  merely  to  the  depletion  allow¬ 
ance? 

Mr.  DOUGLAS.  Yes. 

Mr.  KEATING.  There  was  some  talk 
about  another  amendment. 

Mr.  DOUGLAS.  It  differs  from  the 
amendment  of  the  Senator  from  Dela¬ 
ware  [Mr.  Williams!,  which  proposed 
to  reduce  the  rates  on  the  upper 
brackets  of  the  income  tax  schedule  as 
well  as  reducing  the  depletion  allowance. 
My  amendment  is  confined  solely  to  the 
percentage  depletion  allowance  on  oil 
and  gas. 

Mr.  KEATING.  It  does  not  apply  to 


any  other  subject? 

Mr.  DOUGLAS.  That  is  correct. 

The  PRESIDING  OFFICER  (Mr. 
Miller  in  the  chair) .  The  Chair  rules 
that  the  amendment  is  divisible.  There 
are  parts  of  it  that  are  divisible. 

Mr.  MANSFIELD.  I  believe  what  the 
Senator  from  New  York  has  in  mind  is 
the  possibility  that  the  amendment  of 
the  Senator  from  Illinois  was  compa¬ 
rable  to  the  amendment  of  the  Senator 
from  Delaware.  The  Senator  from 
Illinois  says  that  his  amendment  is  not 


l  the  same  category. 

The  PRESIDING  OFFICER.  The 
hair  holds  that  it  is  not  a  parlia¬ 


mentary  inquiry  as  to  whether  it  is  the 
same  amendment  as  the  original  amend¬ 
ment  of  the  Senator  from  Delaware. 

Mr.  DOUGLAS.  I  suppose  technically 
my  amendment  is  divisible,  because  parts 
of  an  amendment  can  almost  always  be 
divided.  However,  I  believe  that  if  Sena¬ 
tors  will  read  the  amendment  they  will 
see  that  it  is  an  integral  whole,  one 
amendment.  It  is  no  more  divisible  than 
the  child  brought  before  King  Solomon 
was  divisible. 

SLIDING  SCALE  REDUCTION 

My  amendment  would  reduce  the  de¬ 
pletion  allowance  on  oil  and  gas  from 
the  present  27(4  percent  down  to  15 
percent  in  cases  where  the  taxpayer’s 
gross  income  from  oil  and  gas  in  any 
year  exceeds  $5  million.  The  allowance 
would  be  reduced  to  21  percent  where 
the  taxpayer’s  income  from  oil  and  gas 
exceeded  $1  million,  but  did  not  exceed 
$5  million.  It  would  leave  the  existing 
27(4  percent  allowance  for  those  whose 
incomes  from  oil  and  gas  did  not  exceed 
$1  million  gross  in  a  year.  It  differs, 
therefore,  from  the  amendment  offered 
earlier  today  by  the  Senator  from  Dela¬ 
ware,  which  would  gradually  have  re¬ 
duced  the  allowance  to  20  percent,  re¬ 
gardless  of  the  amount  of  the  gross  in¬ 
come  of  the  recipient.  It  leaves  out,  of 
course,  any  provision  for  a  reduction  in 
income  taxes,  which  was  included  in  the 
amendment  of  the  Senator  from  Dela¬ 
ware. 

To  repeat,  my  amendment  would  leave 
the  existing  27(4  percent  allowance  in 
tact  for  those  whose  incomes  from  oil 
and  gas  do  not  exceed  $1  million  gross  a 
year.  It  would  therefore  not  affect  roy¬ 
alties  received  by  farmers  or  land  owners 
for  the  use  of  their  land.  It  would  not 
affect  the  allowance  granted  to  small  oil 
producers  whose  gross  income,  I  repeat, 
is  not  in  excess  of  $1  million  a  year. 

Mr.  CARROLL.  Mr.  President,  will 
the  Senator  yield? 

Mr.  DOUGLAS.  I  yield  for  a  question. 

Mr.  CARROLL.  The  State  of  Colorado 
has  become  a  very  important  oil  produc¬ 
ing  State.  Denver  has  become  an  ad¬ 
ministrative  oil  center.  Will  the  Senator 
from  Illinois  tell  me  how  his  amendment 
compares  with  the  amendment  which  he 
presented  2  or  3  years  ago,  to  which  the 
Senator  from  Wyoming,  Mr.  O’Mahoney, 
had  an  amendment?  Is  the  O’Mahoney 
amendment  included  in  the  Senator’s 
amendment? 

Mr.  DOUGLAS.  It  is  the  same  amend¬ 
ment  which  I  have  presented  on  numer¬ 
ous  occasions  since  1955, 1  believe,  name¬ 
ly,  to  maintain  the  depletion  allowance 
intact  with  respect  to  those  whose  gross 
income  from  gas  and  oil  was  less  than 
$1  million  a  year;  to  reduce  the  allow¬ 
ance  from  27(4  percent  to  21  percent  for 
those  with  gross  incomes  from  gas  and 
oil  between  $1  million  and  $5  million  a 
year;  and  to  reduce  the  allowance  to 
15  percent  for  those  whose  gross  income 
from  gas  and  oil  is  more  than  $5  million 
a  year. 

Mr.  CARROLL.  Can  the  Senator  from 
Illinois  draw  upon  his  recollection  to 
inform  the  junior  Senator  from  Colo¬ 
rado  as  to  the  provisions  of  the  O’Ma¬ 
honey  amendment  which  was  included  in 
the  vote  2  or  3  years  ago?  The  junior 
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Senator  from  Colorado  does  not  recall 
the  provisions. 

Mr.  DOUGLAS.  I  regret  to  say  that 
neither  can  I  recall  its  provisions. 

Mr.  CARROLL.  It  was  my  impression 
that  at  that  time  the  Senate  voted  on 
the  amendment  as  modified  by  the 
amendment  of  the  former  Senator  from 
Wyoming,  Mr.  O’Mahoney.  I  was  hoping 
that  the  Senator  from  Illinois  could  in¬ 
form  me  in  that  respect. 

There  is  a  growing  feeling  among  cer¬ 
tain  groups,  especially  small  refiners, 
that  the  extensive  application  of  the 
benefits  from  the  depletion  allowance, 
not  within  the  continental  limits  of  the 
United  States,  has  given  a  great  eco¬ 
nomic  advantage  to  some  of  the  great 
major  oil  companies  of  the  Nation  oper¬ 
ating  in  foreign  nations  which  affects 
the  small  refiner’s  marketing  position 
within  this  country.  If  I  am  not  mis¬ 
taken,  the  former  Senator  from  Wyo¬ 
ming,  Mr.  O’Mahoney,  and  the  junior 
Senator  from  Colorado  at  one  time  had 
an  amendment  in  which  we  explored  the 
possibility  that  perhaps  the  depletion 
allowance  ought  to  be  confined  to  the 
continental  limits  of  the  United  States. 

One  of  the  reasons  for  that  was  based 
upon  the  hearings  of  the  Subcommittee 
on  Antitrust  and  Monopoly,  namely, 
that  excessively  large  depletion  allow¬ 
ance  benefits  were  given  to  major  oil 
companies  which  had  extensive  holdings 
in  Saudi  Arabia. 

Mr.  DOUGLAS.  May  I  reply  to  that? 

Mr.  CARROLL.  I  shall  be  happy  to 
have  the  Senator  do  so,  if  I  may  com¬ 
plete  this  thought. 

The  former  Senator  from  Wyoming, 
Mr.  O’Mahoney,  and  I,  after  those  hear¬ 
ings  hoped  that  there  might  be  some 
joinder  of  opinion  or  some  union  of.  ac¬ 
tion  among  the  independent  oil  com¬ 
panies  in  support  of  our  position,  be¬ 
cause  we  felt  that  this  situation  was 
contributing  the  tremendous  financial 
windfall  which  was  influencing  the  mar¬ 
keting  situation  in  the  United  States 
today.  I  have  been  told  this  has  been 
happening,  although  I  am  not  an  expert 
in  this  field.  This  is  not  a  small  matter; 
it  involves  hundreds  of  millions  of  dol¬ 
lars  which  are  being  currently  used, 
some  small  independents  and  some  small 
refiners  feel,  to  their  disadvantage  and 
to  that  of  our  domestic  economy. 

If  the  Senator  from  Illinois  would 
like  to  comment  on  that  thought,  I 
should  be  happy  to  have  him  do  so. 

Mr.  DOUGLAS.  The  Senator  from 
Colorado  makes  a  very  important  point. 
It  is  notorious  that  the  Abrabian-Ameri- 
can  Oil  Co.,  which  in  turn  is  owned  by 
several  American  oil  companies,  and 
which  has  the  concessions  in  Saudi  Ara¬ 
bia,  to  which  the  Senator  from  Colorado 
refers,  pays  virtually  no  taxes — I  think 
absolutely  no  taxes — to  the  United 
States,  although  it  makes  enormous  prof¬ 
its.  It  is  able  to  avoid  taxes  by  reason  of 
the  fact  that  the  50  percent  royalty  pay¬ 
ment  which  it  makes  to  Saudi  Arabia  is 
called  a  tax  rather  than  a  royalty;  and, 
as  a  tax,  is  therefore  offset  against  the 
American  tax  which  the  Arabian-Ameri- 
can  Oil  Co.,  or  the  parent  companies, 
would  otherwise  pay. 


The  big  oil  companies  which  do  busi¬ 
ness  in  Latin  America  and  the  Western 
Hemisphere  have  a  14-point  tax  reduc¬ 
tion;  but  whether  they  in  turn  are  able 
to  disguise  royalties  as  taxes,  and  hence 
avoid  the  payment  of  any  taxes  on  their 
business  overseas,  is  not  a  subject  on 
which  the  Senator  from  Illinois  can 
speak.  But  they  do  obtain  a  depletion 
allowance. 

The  amendment  of  the  Senator  from 
Illinois  applies  to  the  companies  over¬ 
seas  as  well  as  those  at  home;  and  since 
the  companies  overseas  are  huge  organi¬ 
zations,  their  depletion  allowance  would 
be  reduced  from  25  percent  to  15  percent. 

In  this  way,  the  smaller  companies  in 
the  United  States  would  not  be  taxed  as 
severely  as  are  the  big  companies  over¬ 
seas  or  at  home,  and  therefore  would 
have  a  relative  advantage  in  comparison 
with  the  big  companies.  This  would  help 
the  independent,  nonintegrated  refiners. 
It  would  also  help  independent  oil  dis¬ 
tributors  who  are  finding  themselves 
under  heavy  pressure  by  reason  of  preda¬ 
tory  price  cutting  carried  on  by  gaso¬ 
line  stations  really  owned  by  the  big 
integrated  companies,  even  though  there 
may  be  the  disguise  of  a  lease. 

Mr.  CARROLL.  Mr.  President,  will 
the  Senator  from  Illinois  yield? 

Mr.  DOUGLAS.  I  yield. 

Mr.  CARROLL.  In  the  short  time 
which  the  junior  Senator  from  Colorado 
has  had  to  prepare  for  this  discussion,  he 
does  not  in  any  way  wish  to  draw  from 
the  amendment  the  strength  to  which  it 
is  entitled,  because  it  is  his  opinion  that 
the  amendment  will  suffer  the  fate  of 
other  amendments  which  have  been  pro¬ 
posed  to  the  bill.  Therefore,  if  I  may 
express  my  personal  opinion,  I  do  not  feel 
that  there  is  any  chance  for  the 
adoption  of  the  amendment.  However, 
I  wish  to  make  the  Record  clear  for  the 
people  in  my  State  that  the  able  Senator 
from  Illinois  has  put  his  finger  on  a  sub¬ 
ject  which  involves  many  small  refiners. 
They  are  not  so  much  concerned,  if  I 
interpret  their  viewpoint  correctly,  about 
what  we  call  the  reduction  of  the  deple¬ 
tion  allowance  from  27*4  percent  to  15 
percent.  What  they  wish  to  do  is  to 
change  the  whole  concept  of  the  law. 
Rather  than  have  a  depletion-of-capital 
concept,  what  they  are  thinking  about  is 
the  use  of  the  money  that  they  get  for 
depletion  allowance  in  the  foreign  coun¬ 
tries  for  exploratory  purposes  in  our  own 
country.  That  is  the  proposition  as  is 
has  been  presented  to  .me.  In  other 
words,  they  do  not  want  this  great 
financial  windfall  to  be  put  into  the 
hands  of  the  giant  oil  companies  which 
can  control  the  market  and  the  market¬ 
ing  facilities.  It  is  not  so  much  that  the 
big  companies  undercut  the  market;  it  is 
that  they  are  in  a  position,  with  their 
huge  financial  resources,  to  establish 
marketing  systems  with  which  the  small 
refiners  and  the  small  independents 
cannot  compete.  , 

Mr.  DOUGLAS.  My  amendment,  with 
its  differential  rate  according  to  the 
amount  of  business  done,  would  natu¬ 
rally  help  the  small  producer,  the  small 
refiner,  and  indirectly  the  small  distribu¬ 
tor,  as  compared  with  the  giant  oil  com¬ 


panies.  It  would  also  lessen  some  of  the 
differential  advantage  which  the  big 
companies  get  from  their  operations 
abroad — notably,  the  Standard  Oil 
group. 

Mr.  CARROLL.  Mr.  President,  will 
the  Senator  from  Illinois  yield? 

Mr.  DOUGLAS.  I  yield. 

Mr.  CARROLL.  To  be  completely 
realistic,  I  have  voted  on  this  issue  a 
number  of  times.  Its  effects  have  been 
in  my  mind  and  my  philosophy  from  the 
days  of  Franklin  Roosevelt,  who  advo¬ 
cated  such  a  reduction  20  years  ago ;  and 
from  the  days  of  President  Truman,  who 
advocated  such  a  cut  in  1948  or  1949. 
Having  seen  this  concept  defeated  re¬ 
peatedly  upon  the  floor  of  the  Senate,  I 
think  a  realistic  view  is  that  even  the 
independent  producers  today — I  believe 
that  is  true  in  my  own  State — are  still 
influenced  by  the  major  oil  companies 
and  have  not  yet  seen  the  handwriting 
on  the  wall.  But  I  believe  they  are 
beginning  to  see  it  more  clearly  each 
year.  I  think  they  are  beginning  to  see 
it  more  clearly  year  after  year,  because 
of  the  point  I  make  about  their  great 
wealth  of  economic  resources  enabling 
them  to  set  up  marketing  conditions 
with  which  they  cannot  compete. 

Mr.  DOUGLAS.  Mr.  President,  I  wish 
to  supplement  what  the  Senator  from 
Colorado  has  said.  One  of  the  distin¬ 
guishing  features  in  the  early  years 
when  we  were  attacking  the  depletion 
allowance  was  the  way  in  which  the 
small  independents  would  attack  the 
proposal.  The  big  companies  were  able 
to  hoodwink  them  and  would  whip  them 
into  line. 

The  Senator  from  Illinois  has  been 
greatly  encouraged  by  the  fact  that  i» 
the  past  few  months  a  number  of  the 
smaller  independent  operators  have 
come  forward  and  said,  “Now  we  see  that 
this  proposal  would  be  a  protection  to 
us,  and  would  decrease  the  power  of 
the  big  companies.” 

As  I  have  said,  one  very  interesting 
development  is  the  way  in  which  the 
independent  owners  of  companies  and 
distributing  stations  are  coming  around. 
They  say  that  the  big  integrated  com¬ 
panies — the  Standard  Oil  group,  Texaco, 
Shell,  Gulf,  and  other  large  companies 
which  have  wells,  refineries,  and  sta¬ 
tions,  are  using  their  profits,  made  in 
large  part  from  not  paying  taxes  to  the 
U.S.  Government,  to  expand  the  dis¬ 
tributive  end  of  their  businesses  in  part 
by  predatory  local  price  cutting  or  by 
driving  the  independents  out  of  a  given 
market,  and  then,  when  they  have  been 
driven  out,  again  raising  prices  and 
moving  on  to  another  market. 

Some  of  them  have  come  to  see  that 
the  depletion  allowance  helps  to  finance 
the  onward  march  of  the  big  companies. 
It  has  taken  them  a  long  time  to  learn 
this,  and  their  knowledge  may  well  come 
too  late.  But  it  is  dawning  on  them. 

Mr.  CARROLL.  Mr.  President,  will 
the  Senator  from  Illinois  yield? 

Mr.  DOUGLAS.  I  yield. 

Mr.  CARROLL.  What  the  Senator 
from  Illinois  has  just  stated  is  what  I 
have  recently  learned  from  a  small  re¬ 
finer — in  other  words,  the  growing  un- 
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derstanding  of  the  domesitc  economic 
consequences  and  effects  of  the  deple¬ 
tion  allowance.  But  I  must  qualify  that 
by  saying  that  I  refer  to  the  effect  of  the 
depletion  allowance  on  the  companies 
abroad,  where  the  big  resources  are.  I 
recall  an  annual  financial  statement  that 
one  company  which  operates  in  Saudi 
Arabia  has  a  depletion  allowance  of  $120 
million. 

The  small  domestic  refiners  begin  to 
see  that  this  great  financial  wealth  and 
financial  strength  are  having  an  imme¬ 
diate  effect  upon  refiners  and  distrib¬ 
utors  in  this  country. 

But  I  point  out  that  this  is  not  pres¬ 
ently  a  great  popular  issue  in  Colorado, 
and  it  is  impossible  to  educate  the  people 
in  a  short  period  of  time. 

Mr.  DOUGLAS.  We  have  been  trying 
to  educate  the  public  for  11  years,  since 
this  issue  was  first  raised  in  1951. 

Mr.  CARROLL.  I  understand  that 
the  able  Senator  from  Illinois  has  ren¬ 
dered  a  magnificent  service. 

Mr.  DOUGLAS.  No;  apparently  I 
have  done  very  poorly. 

Mr.  CARROLL.  I  was  referring  to  my 
own  State.  I  can  hear  some  in  my  State 
say,  “The  junior  Senator  from  Colorado 
is  against  the  depletion  allowance,  and 
his  position  will  destroy  the  oil  indus¬ 
try  in  our  State.” 

The  Senator  from  Illinois  seeks  to 
limit  the  depletion  allowance  for  both 
the  domestic  economy  and  foreign  pro¬ 
ducers;  but  I  would  like  first  to  limit  the 
depletion  allowance  for  companies  be¬ 
yond  the  continental  limits  of  the  United 
States;  and  then  we  can  consider  deal¬ 
ing  with  the  situation  at  home.  The 
companies  beyond  the  continental  limits 
of  the  United  States  have  great  financial 
resources. 

The  Senator  from  Illinois  has  been 
fighting  for  years  for  the  adoption  of 
this  amendment,  and  I  have  been  fight¬ 
ing  for  it  for  a  few  years.  No  doubt  we 
shall  be  defeated.  But  I  point  out  that 
I  should  like  to  have  the  depletion  al¬ 
lowance  confined,  as  a  first  step,  to  the 
continental  limits  of  the  United  States. 

Mr.  DOUGLAS.  I  hope  the  Senator 
from  Colorado  will  prepare  such  an 
amendment.  But  again  I  point  out  that 
since  the  operations  abroad  are  on  a 
much  larger  scale  than  those  in  the 
United  States,  this  amendment,  when 
applied  both  abroad  and  at  home,  would 
affect  the  big  companies  abroad  more 
than  it  would  affect  the  average  com¬ 
pany  at  home.  That  is  the  point. 

Mr.  CARROLL.  I  thought  I  had 
stated  that  Senator  O’Mahoney  and  I 
had  prepared  such  an  amendment,  but 
there  was  no  general  support  for  it. 

Although  I  cannot  accept  the  full  im¬ 
plications  of  the  amendment  of  the  Sen¬ 
ator  from  Illinois,  I  intend  to  support  his 
position,  until  we  can  make  a  better 
fight;  and  I  hope  some  day  it  will  be  a 
winning  fight. 

Mr.  DOUGLAS.  I  appreciate  the  sup¬ 
port  of  the  Senator  from  Colorado;  it  is 
characteristic  of  him. 

I  voted  against  tabling  the  amendment 
of  the  Senator  from  Delaware  [Mr.  Wil¬ 
liams],  although  I  did  not  think  that 


amendment  was  the  best  way  to  treat 
this  subject.  That  amendment  would 
have  reduced  the  allowance  to  20  per¬ 
cent,  regardless  of  the  size  of  the  oper¬ 
ator.  It  would  have  cut  the  royalty  al¬ 
lowance  of  the  fanner  upon  whose  land 
oil  is  found,  and  from  which  oil  flows; 
and  the  amendment  also  would  have  in¬ 
cluded  the  income  tax  provisions,  which 
I  think  inappropriate. 

It  was  my  intention — had  not  the 
guillotine  fallen  on  his  amendment — to 
have  offered  my  amendment  as  a  substi¬ 
tute.  But  since  that  became  impossible, 
I  felt  that  we  should  not  close  the  debate 
after  merely  1  hour,  and  that  I  should 
not  be  .foreclosed  from  offering  my 
amendment  as  a  substitute. 

So,  although  I  would  have  voted 
against  the  Williams  amendment,  if  the 
question  of  its  adoption  had  been  before 
us,  I  felt  that  we  should  not  close  the  de¬ 
bate  at  that  point. 

My  amendment  is  free  from  the  de¬ 
fects  which  I  think  the  Williams  amend¬ 
ment  had.  In  other  words,  my  amend¬ 
ment  is  graduated  according  to  the  size 
of  the  operations.  Farmers  who  own 
land  from  which  oil  is  taken  and  whose 
income  is  less  than  $1  million — and  that 
is  true  of  virtually  all  of  them — would 
lose  absolutely  nothing  by  means  of  my 
amendment.  The  small  operator — one 
with  one,  two,  three,  or  four  wells — 
would  lose  nothing  by  means  of  my 
amendment.  The  fairly  large  operators, 
with  gross  incomes  between  $1  million 
and  $5  million  a  year,  will  have  their  de¬ 
pletion  allowance  reduced  by  5  percent. 
The  very  large  operators — those  with  an¬ 
nual  incomes  of  more  than  $5  million — 
would  have  their  depletion  allowance  re¬ 
duced  12  y2  points. 

Under  my  amendment  there  would  be 
a  gain  of  somewhere  between  $350  mil¬ 
lion  and  $500  million  a  year  in  revenue. 

Mr.  CARROLL.  Mr.  President,  will 
the  Senator  from  Illinois  yield? 

Mr.  DOUGLAS.  I  am  glad  to  yield. 

Mr.  CARROLL.  For  the  reasons 
which  the  Senator  from  Illinois  has 
stated  far  more  ably  than  I  could  have 
done,  I,  too,  voted  against  the  motion 
to  lay  the  Williams  amendment  on  the 
table,  because  I  think  this  subject  should 
be  fully  discussed.  It  involves  a  very 
important  issue. 

If  I  had  known  that  this  matter  was 
coming  up  on  the  floor  of  the  Senate,  I 
might  have  offered  the  amendment  of 
Senator  O’Mahoney,  which  increased 
the  gross  amount  of  your  amendment. 
Senator  O’Mahoney  was  one  of  the  great 
fighters  for  the  independent  oil  groups 
of  Wyoming — or  what  we  call  the  Rocky 
Mountain  Oil  Association;  and  when  he 
drew  up  the  amendment,  I  felt  that  it 
was  one  to  which  I  could  subscribe.  I 
voted  for  it;  and  if  I  had  had  time,  I 
would  have  offered  it  today. 

Mr.  DOUGLAS.  Let  me  say  to  my 
friend  that  it  is  relatively  easy  for  a 
Senator  to  support  such  amendments 
if  there  is  no  oil  production  in  his  State. 
But  it  so  happens  that  Illinois  is  the 
fourth  largest  oil-producing  State  in  the 
Nation.  One  congressional  district  in 
Illinois  obtains  its  major  revenue  from 


oil.  The  oil  operators  in  my  State  have 
consistently  been  opposed  to  me.  But 
I  go  into  that  district  and  I  explain  my 
position.  I  go  into  the  various  centers 
of  the  oil  industry — at  Carmi,  Mount 
Carmel,  and  other  towns.  Incidentally, 
I  carried  that  district  by  a  very  hand¬ 
some  margin,  although  the  oil  produc¬ 
ers  poured  a  lot  of  money  into  it  in  their 
attempt  to  defeat  me. 

Mr.  CARROLL.  Mr.  President,  few 
Members  of  the  Senate  have  such  per¬ 
suasive  charm  as  does  the  Senator  from 
Illinois. 

Mr.  DOUGLAS.  Oh,  no;  the  Senator 
from  Colorado  is  carrying  his  compli¬ 
ments  much  too  far. 

Mr.  CARROLL.  The  Senator  from 
Illinois  also  has  a  great  consumer  area 
which  can  balance  that  situation. 

Mr.  DOUGLAS.  I  point  out  that  I 
consistently  opposed  the  depletion  al¬ 
lowance,  and  I  met  the  oil  people  in 
debate. 

Mr.  CARROLL.  Those  of  us  who  come 
from  areas  where  there  is  a  very  sparse 
population  find  that  the  oil  groups  have 
great  financial  and  economic  strength. 
Certainly  this  is  not  an  easy  issue  for 
us  to  carry  to  the  people. 

Mr.  DOUGLAS.  I  understand. 

Mr.  CARROLL.  So  in  such  areas  we 
are  faced  with  great  difficulty. 

Mr.  DOUGLAS.  I  understand.  If  the 
Senator  could  make  the  independent  oil 
men  have  any  sense,  they  should  realize 
that  this  amendment  would  help  them 
against  the  pressure  of  the  big,  inte¬ 
grated  companies  that  are  putting  them 
out  of  business.  If  they  have  brains 
enough  to  go  into  the  proposal — and  the 
industry  is  supposed  to  be  composed  of 
able  men — they  should  have  brains 
enough  to  understand  that. 

Mr.  CARROLL.  Mr.  President,  the 
able  Senator  from  Illinois  has  con¬ 
vinced  me.  I  shall  ask  him  to  come  out 
to  Colorado  and  talk  to  the  oil  produc¬ 
ers  there;  I  think  he  could  convince 
them. 

Mr.  DOUGLAS.  I  shall  be  very  glad 
to  come  there,  unless  my  presence  would 
.hurt  the  able  Senator  from  Colorado — 
which  I  am  afraid  it  might  do. 

Mr.  CARROLL.  Mr.  President,  I 
thank  the  able  Senator  from  Illinois  for 
his  customary  patience. 

Mr.  DOUGLAS.  Mr.  President,  this 
amendment  strikes  at  the  greatest  abuse 
among  the  many  abuses  in  our  whole 
tax  system. 

PRESENT  BILL  MAKES  THINGS  WORSE 

The  many  unjust  tax  privileges  now 
embodied  in  the  revenue  system  cost  the 
Government  several  billion  dollars  a  year 
in  revenue.  These  privileges,  sometimes 
called  loopholes— perhaps  better  termed 
truck  holes— have  increased  over  the 
years,  so  that  the  tax  structure  of  the 
country  is  now  seriously  eroded.  The 
present  will  would  make  the  situation 
worse. 

The  President  thought  he  was  going 
to  close  some  loopholes,  but  he  did  not 
reckon  with  the  House  and  the  benate. 
We  end  by  opening  more  loopholes 
than  we  closed.  We  wind  up  opening 
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up  the  investment  credit  abuse  to  the 
tune  of  about  $1,300  million. 

A  lobbying  provision  has  been  added 
opening  the  floodgates  to  the  special  in¬ 
terests  and  selfish  interests,  and  putting 
pressure  on  all  the  legislative  bodies  of 
the  country. 

We  have  not  improved  the  situation 
with  regard  to  the  expense  account 
abuse;  and  indeed  in  some  respects  we 
may  have  made  it  worse. 

We  backed  down  on  applying  the 
withholding  method  for  the  collection  of 
the  basic  income  tax  on  dividends  and 
interest.  We  failed  to  close  that  loop¬ 
hole. 

We  granted  to  the  utilities  a  3 -percent 
investment  credit,  which  is  totally  un¬ 
necessary,  and  which  will  be  a  windfall 
to  them. 

We  granted  a  7 -percent  credit  to  gas 
pipelines,  which  have  many  powerful 
friends  on  both  sides  of  the  aisle. 

This  bill  would  make  the  situation 
worse,  rather  than  better. 

In  addition,  there  is  H.R.  10.  I  as¬ 
sume  the  understanding  is  that  while 
that  bill  is  not  attached  to  the  pending 
bill,  the  bipartisan  leadership  will  put 
it  through  shortly  after  action  on  this  bill 
is  completed. 

OIL  AND  GAS  DEPLETION  GREATEST  ABUSE 

Of  all  the  abuses,  the  depletion  allow¬ 
ance  on  oil  and  gas  is  the  worst.  Unless 
Congress  cures  this  and  other  erosions 
and  injustices,  these  abuses  will  con¬ 
tinue  to  spread  like  a  cancer  through  our 
tax  system. 

I  have  said  that  the  27  % -percent 
depletion  allowance  on  income  from  oil 
and  gas  is  the  worst  of  the  many  tax 
loopholes.  Let  me  review  the  situation 
so  far  as  oil  and  gas  are  concerned. 
Under  the  present  law,  the  host  of  costs 
and  special  allowances  are  deductible 
from  gross  income  even  before  the  deple¬ 
tion  allowance  applies.  I  wish  to  enu¬ 
merate  them. 

OPERATING  COSTS  DEDUCTIBLE 

First,  of  course,  there  are  operating 
costs.  This  is  a  deduction  which  every 
industry  has,  and  properly  so,  but  per¬ 
haps  it  is  the  only  deduction  every  in¬ 
dustry  has  which  is  not  a  special  deduc¬ 
tion  for  the  oil  industry. 

INTANGIBLE  DRILLINGS  COSTS 

Second,  the  gas  and  oil  industry  is 
credited  with  intangible  drilling  and  de¬ 
velopment  costs.  These  can  be  written 
off  1  year,  and  not  spread  over  a 
period  of  years,  as  is  the  case  in  other  in¬ 
dustries.  It  has  been  estimated  that  be¬ 
tween  75  and  90  percent  of  all  costs  can 
be  written  off  in  this  manner.  We  have, 
therefore,  accorded  to  this  industry 
virtually  the  ultimate  in  accelerated  de¬ 
preciation  and  fast  writeoffs.  This  is  in 
addition  to  and  apart  from  the  depletion 
allowance.  Thus,  there  is  the  very  great 
advantage  of  the  fast  writeoff,  which 
many  experts  tell  me  is  far  more  ad¬ 
vantageous  than  even  the  oil  depletion 
allowance. 

I  am  not  proposing  in  my  amendment 
to  alter  this  situation.  It  applies  abroad 
as  well  as  at  home.  Most  of  the  costs 
can  be  written  off  in  1  year. 


WRITEOFF  OF  DRY  HOLES 

Third.  The  cost  of  drilling  unsuccess¬ 
ful,  or  so-called  dry  holes,  can  be  writ¬ 
ten  off  against  the  income  from  suc¬ 
cessful  drillings. 

FOURTEEN-POINT  WESTERN  HEMISPHERE 
DEDUCTION 

Fourth.  There  is  a  14-point  reduction 
in  the  tax  itself,  or  a  reduction  from  52 
to  38  percent  on  taxable  income,  for  in¬ 
come  derived  from  operations  abroad 
in  the  Western  Hemisphere,  notably  in 
the  oil  centers  of  Venezuela,  but  also  in 
Mexico  and  other  countries.  I  point 
out  that  Standard  Oil  has  the  big  drill¬ 
ings  and  fields  in  Venezuela. 

ROYALTY  PAYMENTS  DISGUISED  AS  TAXES 

Fifth.  As  I  mentioned  in  my  colloquy 
with  the  Senator  from  Colorado,  royalty 
payments  abroad,  particularly  in  the 
Near  East,  are  commonly  disguised  as 
income  tax  payments,  for  which  the 
foreign  tax  credit  is  then  available. 
The  50-50  plan  was  started,  I  believe, 
in  Latin  America,  was  then  applied  to 
the  Middle  East,  and  now  has  been  ap¬ 
plied  to  Persia  and  throughout  the  Mid¬ 
dle  East.  This  is  really  a  royalty,  but 
it  is  called  a  tax,  and  therefore  it  offsets 
to  that  degree  the  tax  which  the  Ameri¬ 
can  company  would  otherwise  pay  on 
its  income  from  abroad. 

I  think  it  is  well  known  that  the 
Arabian  American  Oil  Co.,  which  is  a 
subsidiary  of  three  Standard  companies, 
probably  does  not  pay  a  single  dollar  in 
income  tax  to  the  American  people,  al¬ 
though  its  profits  run  into  the  hundreds 
of  millions  of  dollars.  There  are  also 
tax  havens;  and  as  the  Senator  from 
Tennessee  has  pointed  out,  oil  execu¬ 
tives  abroad,  who  declare  that  they  are 
permanent  residents  abroad,  up  to  now 
have  paid  no  personal  income  tax,  and 
under  the  present  bill  would  be  ex¬ 
empted  on  $35,000  of  income. 

PERCENTAGE  DEPLETION  ALSO 

All  these  provisions  would  seem  to  be 
extremely  generous,  but  the  oil  and  gas 
industry  is  permitted  a  still  further  al¬ 
lowance  called  the  percentage  depletion 
allowance.  In  the  case  of  gas  and  oil, 
this  amounts  to  an  additional  27  %  per¬ 
cent  of  gross  income  up  to  one-half  of 
net  income.  This  allowance  is,  more¬ 
over,  permitted  in  perpetuity  as  long  as 
there  is  any  flow  of  oil  or  gas  from  the 
well. 

There  are  wells  in  the  east  Texas  field 
which  started  gushing  40  or  50  years 
ago,  and  which  are  still  continuing.  I 
believe  there  is  one  in  the  original  Gal¬ 
veston  field  which  is  still  going.  The 
depletion  allowance  was  put  into  effect 
in  1926.  The  owners  of  such  wells  have 
deducted  the  depletion  allowance  every 
year  since  1926,  or  36  years  ago. 

Mr.  CLARK.  Mr.  President,  will  the 
Senator  yield? 

Mr.  DOUGLAS.  I  yield. 

Mr.  CLARK.  I  have  heard  it  said — 
and  I  wonder  if  the  Senator  knows 
whether  it  is  true — that  there  are  in¬ 
stances  in  which  an  oil  operator  has  re¬ 
covered,  through  the  depletion  and  other 
allowances,  19  times  the  cost  of  the  well. 

Mr.  DOUGLAS.  I  can  well  believe 
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that.  There  is  no  limit  to  the  depletion 
allowances  as  compared  to  the  original 
cost  of  the  well.  They  are  not  limited 
to  the  original  cost,  and  in  the  case  of 
rich  wells  and  long-gushing  or  long-flow¬ 
ing  wells,  the  deduction  of  the  depletion 
allowance  has  gone  on  interminably, 
without  any  regard  whatsoever  to  origi¬ 
nal  cost.  Nineteen  times  the  cost  seems 
a  very  modest  figure  to  me. 

I  emphasize  again  that  this  depletion 
allowance  is  not  limited  to  recapturing 
the  cost  of  the  well  in  question.  Most 
of  this  cost,  as  we  have  seen,  is  recovered 
for  tax  purposes  in  the  year  the  outlay  is 
made,  through  the  intangible  drilling  and 
development  cost  deduction. 

I  emphasize  that  the  depletion  allow¬ 
ance  is  in  addition  to  all  other  deduc¬ 
tions.  It  continues  through  time  with¬ 
out  relationship  to  the  taxpayer’s 
investment  in  the  venture  and  whether  or 
not  the  investment  has  been  recovered 
for  tax  purposes. 

As  I  previously  said,  the  beginnings  of 
the  allowance  go  back  about  36  years, 
to  1926,  when  an  effort  was  made  to 
revise  the  prevailing  discovery  depletion 
provisions. 

ONE  ABUSE  HAS  LED  TO  ANOTHER 

From  its  inception  the  percentage  de¬ 
pletion  allowance  has  been  27%  percent. 
As  the  Senator  from  Delaware  [Mr. 
Williams]  pointed  out  early  in  the  after¬ 
noon,  as  corporation  income  taxes  have 
risen  from  14  percent  to  the  present  52 
percent,  the  value  of  this  allowance  has 
grown.  Not  only  is  this  true,  but  also 
it  has  brought  in  its  train  a  host  of  simi¬ 
lar  deductions  on  virtually  everything 
else  extracted  from  the  earth  and  from 
the  sea — sulfur,  coal,  uranium,  helium 
and  every  other  mineral.  In  1951  former 
Senator  Connally  of  Texas  was  able  to 
include  oyster  shells  and  clam  shells, 
and  other  Senators  were  able  to  have 
sand  and  gravel  covered.  There  would 
seem  to  be  no  danger  of  dry  holes  in 
the  cases  of  oyster  shells,  clam  shells, 
and  sand,  and  gravel. 

The  depletion  allowance  is  almost  a 
perfect  example  of  a  case  in  which,  in¬ 
stead  of  closing  a  loophole  in  the  law, 
an  attempt  has  been  made  to  make  the 
loophole  universal. 

In  1956,  which  is  the  latest  year  for 
which  I  have  been  able  to  obtain  official 
figures,  the  total  deductions  for  deple¬ 
tion  allowances  in  the  extractive  indus¬ 
tries  were  approximately  $3  billion.  For 
oil  and  gas  alone,  the  deductions  in  that 
year  amounted  to  more  than  $2  billion. 

This  is  the  citadel  of  privilege.  This 
is  the  greatest  waste  of  the  taxpayers’ 
money.  This  is  the  truck  hole  which 
enables  certain  special  favored  groups 
to  get  enormous  privileges  from  the 
Treasury  and  from  the  taxpayers. 

OIL  COMPANIES  EFFECTIVE  TAX  RATES  LESS  THAN 
HALF  NORMAL  RATE 

The  Joint  Economic  Committee,  of 
which  I  was  chairman  at  that  time,  in 
1955  had  a  compendium  made  on  Fed¬ 
eral  tax  policy.  It  collected  a  great  deal 
of  very  interesting  material. 

We  found  that  the  effective  tax  rate 
which  was  paid  by  24  large  petroleum 
companies,  upon  net  income,  was  only 
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22.6  percent,  whereas  all  other  corpora¬ 
tions  in  that  year  paid  taxes  at  an  effec¬ 
tive  rate  of  48.1  percent.  In  other  words, 
the  fact  is  that  the  oil  industry  pays  less 
than  half  the  taxes,  percentage-wise, 
which  other  industries  pay. 

That  very  fact  leads  to  an  overinvest¬ 
ment  in  the  oil  industry,  as  compared  to 
other  industries,  and  an  improper  use  of 
the  resources  of  labor  and  capital  at¬ 
tracted  there  by  tax  favors. 

I  have  made  a  study  of  27  producing 
companies  dealing  in  oil  or  gas.  I  shall 
introduce  that  into  the  Record  very 
shortly.  It  shows  that  many  such  com¬ 
panies  paid  •infinitesimal  fractions  of 
their  profits  in  taxes. 

INDIVIDUAL  EXAMPLES 

Eleven  years  ago,  when  some  of  us 
first  started  fighting  this  excessive  de¬ 
pletion  allowance,  the  Secretary  of  the 
Treasury  published  official  statistics  on 
certain  unidentified  individuals  in  the  oil 
and  gas'industry,  which  showed  that  one 
individual  who  had  a  net  income  in  the 


Mr.  DOUGLAS.  Mr.  President,  while 
no  such  statistics  have  been  published 
by  the  Treasury  in  recent  years,  there  is 
no  reason  to  suppose  that  the.  facts  are 
any  different  or  any  better  now. 

The  justification  given  for  such  a  high 
deduction  is  that  it  is  a  needed  induce¬ 
ment  for  exploration  and  drilling. 
There  is  something  to  this  contention, 
but  not  enough  to  justify  the  added  al¬ 
lowance  of  27  y2  percent  of  gross  revenue. 

In  the  first  place,  the  other  tax  fea¬ 
tures  provided  for  the  industry — as  we 
have  seen — are  extremely  liberal  and,  in 
addition  to  this,  the  capital  gains  treat¬ 
ment,  which  I  have  not  gone  into,  gives 
even  further  advantages. 

Another  factor  is  involved.  It  is  that 
despite  the  big  depletion  allowance, 
the  average  rates  of  profit  in  the  indus¬ 
try  do  not  seem  to  be  appreciably  high¬ 
er  than  in  other  industries,  although  the 
oil  and  gas  industry  pays  less  than  half 


years  1943  to  1947  of  $14,300,000  paid  in¬ 
come  taxes  of  only  $80,000  in  the  entire 
period  of  time.  In  other  words,  this  man 
paid  $6  in  taxes  for  every  $1,000  of  in¬ 
come.  He.  paid  less  taxes  proportion¬ 
ately  than  a  poor  workman  getting  $3,000 
a  year,  or  $60  a  week. 

Mr.  President,  a  table  submitted  by  the 
Secretary  of  the  Treasury  in  the  House 
hearings  on  the  Revenue  Act  of  1950  gives 
examples  of  the  excessive  income  tax  de¬ 
ductions  from  the  depletion  allowance 
and  the  allowance  for  drilling  and  de¬ 
velopment  costs.  I  ask  unanimous  con¬ 
sent  that  a  table  showing  income,  de¬ 
ductions,  and  tax  liabilities  of  10  selected 
individual  oil  and  gas  operators  for  the 
5-year  period  1943-47  be  printed  at  this 
point  in  the  Record. 

The  PRESIDING  OFFICER  (Mr.  Met¬ 
calf  in  the  chair) .  Is  there  objection  to 
the  request  by  the  Senator  from  Illinois? 

There  being  no  objection,  the  table  was 
ordered  to  be  printed  in  the  Record,  as 
follows: 


as  much  percentagewise  in  taxes  as  do 
other  industries.  This  is  a  very  clear 
indication  that  the  tax  favors  lead  to 
overinvestment  in  oil  and  gas,  and  that 
the  overinvestment  brings  the  average 
return  down  to  about  the  level  of  other 
industries — not  quite  to  that  level,  but 
to  about  that  level.  This  brings  in  in¬ 
efficient  wells  and.  inefficient  producers. 

Also,  in  its  present  form,  this  helps 
the  big  operators  in  the  ways  I  have  in¬ 
dicated. 

WHAT  THE  AMENDMENT  DOES 

I  am,  therefore,  proposing  this  amend¬ 
ment  which  would  reduce  the  depletion 
allowance  of  27  y2  percent  to  15  percent 
if  the  taxpayer’s  gross  income  from  oil 
and  gas  wells  exceeds  $5  million  in  any  1 
year,  but  that  the  allowance  be  reduced 
only  from  271/2  percent  to  21  percent  for 
those  with  a  gross  income  from  oil  and 
gas  wells  of  between  $1  million  and  $5 


million,  and  that  the  depletion  allow¬ 
ance  remain  at  27  V2  percent  for  those 
whose  gross  incomes  from  oil  and  gas 
wells  does  not  exceed  $1  million  per  year. 

If  I  may  be  pardoned  for  saying  it  for 
the  third  or  fourth  time,  it  is  necessary  to 
drive  home  the  fact  that  no  farmer 
would  lose  a  dollar  from  the  royalties 
which  he  now  collects,  which  normally 
are  one-eighth  of  the  gross  income.  No 
small  operator  would  lose  a  dollar.  An 
operator  would  have  to  have  a  good  many 
wells  to  lose  money.  The  weight  of  the 
reduction  in  the  allowance  would  be  on 
the  big  companies,  which  have  enormous 
profits  and  which  are  driving  the  small 
producers  out  of  the  field. 

Mr.  President,  the  amendment  is  not 
a  punitive  one,  for  first,  it  would  not  do 
away  with  the  depletion  allowance  alto¬ 
gether;  and  second,  it  would  not  affect  at 
all  the  small  wildcat  driller  or  the  small 
producer,  except  to  his  competitive 
advantage. 

PROTECTS  SMALL  PRODUCER 

There  is  a  good  reason  for  this  last 
provision.  Drilling  for  oil  and  gas  in¬ 
volves  some  risk.  It  is  estimated  that 
only  about  one  in  nine  wells  which  are 
drilled  actually  produce  gas  or  oil.  The 
small  driller,  with  only  a  few  wells  over 
which  to  spread  this  risk,  does  not  have 
enough  wells  to  assure  that  he  will  hit  the 
1  in  9  and  may,  in  fact,  drill  20  or  30  dry 
holes  before  hitting  oil  or  gas.  Conse¬ 
quently,  without  a  great  number  of  wells 
over  which  to  spread  the  risk,  he  takes 
a  greater  risk  than  the  large  driller,  who 
will  average  1  in  9 -successful  wells  if  he 
drills  100  or  200  wells  a  year. 

Mr.  President,  it  is  the  practice  of  the 
big  companies  to  permit  the  wildcatters 
to  go  out  ahead  of  them,  to  explore 
the  fields,  and  to  take  the  risks.  When 
the  wildcatters  find  oil,  the  big  com¬ 
panies  move  in,  take  the  land,  put  in 
multiple  wells,  and  reap  the  profits. 

The  Treasury  estimated  sometime  ago 
that  the  adoption  of  this  amendment 
would  result  in  a  net  revenue  increase 
to  the  Federal  Treasury  of  $305  to 
$310  million  per  year.  At  the  present 
time  I  believe  this  amount  would  be  at 
least  $320  million.  Others  have  esti¬ 
mated  that  it  would  bring  in  as  much 
as  $400  to  $500  million  additional  reve¬ 
nue  a  year. 

The  latter  and  more  substantial  esti¬ 
mate  is  the  one  made  by  the  experts 
attached  to  the  Library  of  Congress. 

I  point  out  that  in  its  present  form 
the  tax  bill  would  result  in  a  deficit  or 
loss  of  revenue  of  somewhere  around 
$500  to  $600  million  a  year.  That  is  a 
very  serious  financial  problem. 

Mr.  McNAMARA.  That  is  a  very  con¬ 
servative  estimate,  too. 

Mr.  DOUGLAS.  The  reduction  in  the 
depletion  allowance  would  make  good 
most  of  the  loss  and  would  help  us  to 
balance  the  books  in  large  part,  so  far 
as  the  bill  is  concerned. 

Mr.  President,  I  ask  unanimous  consent 
that  three  tables  showing  the  amount 
of  depletion  which  corporations  took  as 
income  tax  reductions  in  the  period 
1946-58,  these  same  deductions  by  total 


Income,  deductions,  and  tax  liabilities  of  10  selected  individual  oil  and  gas  operators  for  th„ 

5-year  period  1943-47 


[Money  figures  in  millions] 


Individual  operator 

Net  income 

Special  deductions 

Taxable 
net  in¬ 
come 

Income  tax  liability 

From 
oil  and 
gas  i 

From 

other 

sources 

Total 

Percent¬ 
age  de¬ 
pletion  2 

Develop¬ 
ment 
costs  3 

Amount 

Percent  of 
total  net 
income 

A... . 

$10.6 

$3.8 

$14.3 

2.2 

$13. 0 

<  -$0. 9 

$0.08 

0.6 

B . . 

6.0 

.8 

5.8 

3.1 

2.1 

.6 

.  5 

8.0 

C . . . 

3.9 

.5 

4.4 

3.2 

4.4 

<  -3.2 

.15 

3.4 

D  6 . 

9.3 

.3 

9.6 

2.7 

0 

6.9 

6.1 

63.5 

E . . . 

2.7 

.8 

3.5 

1.0 

.3 

2.2 

1.4 

40.0 

F . - _ _ 

1.7 

1.4 

3.1 

.8 

1.6 

.8 

.6 

19.4 

O . . 

7.7 

-1.3 

6.4 

3.5 

2.1 

.8 

.5 

7.8 

2.1 

3.6 

6.7 

1.0 

.6 

4.1 

2.2 

38.6 

I _ _ _ 

1.7 

.  1 

1.8 

.5 

1.0 

.3 

.2 

11.1 

j . . . . 

8.0 

-.7 

7.3 

2.9 

1.7 

2.7 

2.2 

30. 1 

Total _ 

52.6 

9.3 

61.9 

20.9 

26.7 

14.3 

13.93 

22.5 

>  Income  after  deductions  for  operating  expenses,  depreciation,  adjusted-basis  depletion,  exploration  costs  and 
losses  on  abandonment. 

a  Excess  of  percentage  depletion  over  adjusted-basis  depletion. 

3  Development  costs  are  expenditures  for  the  preparation  of  mineral  properties  for  production,  which  are  deducted 
as  expenses  in  the  year  incurred.  Consequently,  these  expenditures  are  not  included  in  the  tax  basis  of  the  property 
and  future  cost  or  adjusted-basis  depletion  is  correspondingly  reduced.  The  treatment  of  development  costs  as  a 
current  expense,  however,  does  not  diminish  percentage  depletion  in  subsequent  years,  since  the  latter  is  determined 
on  the  basis  of  income  in  those  years. 

*  While  special  deductions  more  than  offset  the  total  net  Income  for  the  5  years,  some  income  tax  was  paid  because 
there  were  deficits  only  in  some  years.  A  deficit  caused  by  excess  percentage  depletion  cannot  be  carried  over  against 
net  taxable  income  of  other  years. 

5  Includes  only  4  years,  1943-46. 

Source:  Bureau  of  Internal  Revenue,  special  tabulation. 
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asset  classes  for  the  years  1948-58,  and 
a  further  table  showing  corporate  deple¬ 
tion  deductions  and  net  income  by  total 


asset  classes  for  the  years  1952-55, 
and  for  1958,  be  printed  in  the  Record 
at  this  point  in  my  remarks. 


There  being  no  objection,  the  tables 
were  ordered  to  be  printed  in  the  Rec¬ 
ord,  as  follows: 


Selected  corporate  business  deductions,  all  corporations,  1946-58 

[Dollar  amounts  in  millions] 


Deduction 

1916 

1947 

1948 

1949 

1950 

1951 

1952 

1953 

1954 

1955 

1956 

1957 

1958 

$5, 143. 1 

$6, 026. 4 

$6, 733. 3 

$6, 743. 0 

$7, 606. 8 

$8, 122. 0 

$8,  430. 0 

$8, 776. 7 

$9, 113. 2 

$10, 480. 7 

$11,045.1 

$11, 829. 6 

$12, 395. 3 

2, 251.0 

2, 501.  4 

2,  758.  7 

3,  045. 1 

3,211.9 

3,  700.  5 

5, 013.  2 

5, 680.  9 

6, 270.  6 

7, 058.  4 

8, 281.0 
15, 038.  5 
418.0 

10, 004. 5 
16,  393.  0 
417.3 

11, 070. 2 
16,691.7 
395.4 

5,  830.  5 

6, 892.  9 

7,  481.  7 

8,361.3 

9, 013.  2 

11, 030.  8 

11, 696.  8 

12, 194.  9 

12,  476. 9 

14, 202. 6 

213.9 

241.2 

239.  3 

222.6 

252.4 

343.0 

398.6 

494.  5 

313.  8 

414. 8 

798.9 

1,210.3 

1,711.3 

1, 476. 2 

1,709.3 

2,085.1 

2, 126.  5 

2,301.8 

2, 358. 6 

2, 805.  5 

3, 084.  3 

3, 346.  8 

3, 148.  4 

4,  201.  7 

5, 220. 1 

6,  298.  6 

7, 190. 5 

7,  858. 1 

8, 829.  0 

9,  604.  4 

10,  510.  6 

Jl3, 691. 5 

/ 13,418.  8 

1  2,  590. 3 

14, 952. 9 

16,  968. 3 
2, 463.  9 

18,  677. 1 

64.5 

58.9 

38.9 

30.6 

43.3 

291.9 

831.3 

1, 515. 3 

2, 625. 9 

1,  999.  2 

$2, 408. 3 

834.6 

3, 032.  2 

3,  466.  0 

3, 772. 7 

4,  097.  0 

4, 552. 9 

5, 026.  8 

5, 480.  9 

5, 770. 2 

6,  601.  8 

7, 061. 6 

7,  666. 1 

7,  875. 0 

Amounts  contributed  under  pen- 

1, 038. 3 

1, 153.  5 

1,  216. 1 

1, 660. 9 

2, 326. 9 

f  2,  551.  8 
\  2  630.4 
10,  493.  6 

2, 936. 3 

2  860.9 
11,  520.  5 

2, 840. 3 

3  940. 6 
11,  445.  5 

3, 296. 2 

2  1, 146.  9 
12,  959. 1 

3,  645.  5 

3  1, 302. 9 
14, 325. 4 

4, 043. 0 
1,  626.  2 
15,  476.  4 

3, 998. 7 
1, 727. 3 
15,  521.  2 

Other  3 . . . 

5,  892. 1 

7, 338. 4 

8, 062.  8 

7, 998.  7 

8, 371. 3 

9, 709. 7 

Total  selected  deductions . 

27, 638.  6 

33, 560. 1 

37, 944.  1 

40, 056. 8 

43, 824. 2 

50, 991.  8 

56, 803.  4 

62, 273. 3 

65,  191.  2 

74,  975. 1 

81, 781. 1 

90,  235. 1 

93, 499.  4 

Percentage  distribution 

Compensation  of  officers - - 

18.6 
8.  1 

18.0 

7.5 

17.7 

7.3 

16.8 

7.6 

17.4 

7.3 

15.9 

7.3 

14.8 

8.8 

14. 1 

9. 1 

14.0 

9.0 

14.0 
9.  4 

13.5 
10. 1 

13.1 

11. 1 

13.3 

11.8 

21.  1 

20.  5 

19.7 

20.9 

20.6 

21.  6 

20.  6 

19.6 

19.  1 

18.9 

18.4 

18.2 

17.9 

.8 

.7 

.6 

.6 

.6 

'  .7 

.7 

.8 

.5 

.6 

.5 

.5 

.4 

2.9 

3.6 

4.5 

3.7 

3.9 

4.1 

3.7 

3.7 

3.6 

3.7 

3.8 

3.7 

3.  4 

15.2 

15.6 

10.6 

18.0 

17.9 

17.3 

16.9 

16.9 

}  21.0 

/  17.9 

18.3 

18.8 

20.0 

.2 

.2 

.1 

.1 

.1 

.6 

1.5 

2.4 

l  3.5 

3.2 

2.7 

2.1 

8.7 

9.0 

9.1 

9.4 

9.3 

8.9 

8.8 

8.8 

8.9 

8.8 

8.6 

8.5 

8.4 

Amounts  contributed  under  pen- 

]  3.0 

3.1 

3.0 

3.0 

3.8 

4.6 

f  4.5 

l  1-1 

4.  7 
1.4 

4.  4 
1.4 

4.4 

1.6 

4.5 

1.6 

4.5 

1.8 

4.3 

1.8 

Other 3 _ 

21.3 

21.9 

21.2 

20.0 

19.1 

19.0 

18.  5 

18.5 

17.6 

17.3 

17.5 

17.1 

16.6 

Totfjl  selected  deductions - 

100.0 

100.0 

100.0 

100.0 

100.0 

100.0 

100.0 

100.0 

100.0 

100.0 

100.0 

100.0 

100.0 

l  Deductions  claimed  under  sec.  23(p)  of  the  Internal  Revenue  Code  for  amounts  con-  »  Comprises  bad  debts,  repairs,  and  rent  paid  on  business  property, 

tributed  by  employers  under  pension,  annuity,  stock-bonus,  or  profit-sharing  plans,  or  Source;  internal  Revenue  Service,  Statistics  of  Income,  Corporation  Income  Tax 

other  deferred  compensation  plans.  Returns 

3  Contributions  under  other  employee  benefit  plans.  u 


Corporate  depletion  deductions  by  total  assets  classes,  1948-58  1 

[Dollar  amounts  in  millions] 


Assets  classes 


Under  $50,000— _ _ 

$50,000  and  under  $100,000 - 

$100,000  and  under  $250,000 . 

$250,000  and  under  $500,000 _ 

$500,000  and  under  $1,000,000 _ 

$1,000,000  and  under  $5,000,000 _ 

$5,000,000  and  under  $10,000,000-. 
$10,000,000  and  under  $50,000,000. 
$50,000,000  and  under  $100,000,000. 
$100,000,000  or  more.- . 

Total _ _ 


Under  $50,000 _ _ 

$50,000  and  under  $100,000 . . 

$100,000  and  under  $250,000 . 

$250,000  and  under  $500,000 _ 

$500,000  and  under  $1,000,000 _ 

$1,000,000  and  under  $5,000,000 _ 

$5,000,000  and  under  $10,000,000.. 
$10,000,000  and  under  $50,000,000. 
$50,000,000  and  under  $100,000,000 
$100,000,000  or  more . . 

Total _ _ _ 


1948 

1949 

1950 

1951 

1952 

1953 

1954 

1955 

1956 

1957 

1968 

$4.9 

$3.7 

$4.0 

$3.5 

$3.1 

$4.7 

$4.2 

$5.7 

$8.6 

$12.5 

$9.2 

5.5 

4.0 

4.4 

3.7 

5.2 

3.7 

4.3 

5.2 

6.9 

6.4 

5.9 

16.  1 

11.9 

12.6 

12. 1 

13.5 

13.5 

15.7 

27.2 

21.1 

22.7 

22.3 

21.4 

16.1 

17. 1 

21.4 

21.2 

21.4 

22.6 

26.0 

27.5 

33.8 

32. 1 

40.8 

31.4 

31.5 

41.4 

35.1 

38.6 

32.2 

45. 1 

43.1 

47.0 

42.8 

126.1 

101.0 

120.8 

160.8 

150.3 

154.0 

147.0 

191.5 

181.6 

174.  1 

167.0 

72.5 

57.5 

68.5 

83.8 

85.7 

83.3 

73.7 

80.0 

90.7 

124.6 

91.4 

245.2 

213.1 

278.9 

318.9 

297.7 

306.1 

290.3 

351.2 

339.9 

358.3 

333.6 

89.7 

92.8 

115.2 

120.8 

131.2 

119.8 

134.0 

178.  1 

249.0 

241.6 

200.2 

1,  076.  5 

895.1 

1,  038.  8 

1,  299.  3 

1,  370.  0 

1,  539.  3 

1,  517.  9 

1,  869.  0 

2,  082. 5 

2,  308.  6 

2,  232.  5 

1, 698.  9 

1, 426.  5 

1,  691.  8 

2. 065.  8 

2,112.9 

2,  284.  3 

2,  242.  4 

2,  779. 1 

3,  056.  7 

3,  329.  7 

3, 137. 0 

Percentage  distribution 

0.3 

0.3 

0.2 

0.2 

0.1 

0.2 

0.2 

0.2 

0.3 

0.4 

.03 

.3 

.3 

.3 

.2 

.2 

.2 

.2 

.2 

.2 

.2 

.2 

.9 

.8 

.7 

.6 

.6 

.6 

.7 

1.0 

.7 

.7 

.7 

1.3 

1.  1 

1.0 

1.0 

1.0 

.9 

1.0 

.9 

.9 

1.0 

1.0 

2.4 

2.2 

1.9 

2.0 

1.7 

1.7 

1.4 

1.6 

1.4 

1.4 

1.4 

7.4 

7. 1 

7. 1 

7.8 

7.  1 

6.7 

6.6 

0.9 

5.9 

5.2 

5.3 

4.3 

4.0 

4.1 

4.  1 

4.1 

3.6 

3.3 

2.9 

3.2 

3.7 

2.9 

14.4 

14.9 

16.5 

15.4 

14.1 

13.4 

12.9 

-12.6 

11. 1 

10.8 

10.6 

5.3 

6.5 

6.8 

5.8 

6.2 

5.2 

6.0 

6.4 

8.1 

7.3 

6.4 

63.4 

62.7 

61.4 

62.9 

64.8 

67.4 

67.7 

67.3 

68.1 

69.3 

71.2 

100.0 

100.0 

100.0 

100.0 

100.0 

100.0 

100.0 

100.0 

100.0 

100.0 

100.  0 

1  All  returns  with  balance  sheets, 


Source:  Internal  Revenue  Service,  Statistics  of  Income,  Corporation  Income  Tax. 
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Corporate  depletion  deductions  and  net  income  by  total  assets  classes,  1952  l-55 

[Dollar  amounts  In  millions] 


1952 

1953 

1954 

1965 

Assets  classes 

Net  in¬ 
come  2 

Depletion 

deduc¬ 

tions 

Depletion 
deductions 
as  percent 
of  net  in¬ 
come 

Net.  in¬ 
come 

Depletion 

deduc¬ 

tions 

Depletion 
deductions 
as  percent 
of  net  in¬ 
come 

Net  in¬ 
come 

Depletion 

deduc¬ 

tions 

Depletion 
deductions 
as  percent 
of  net  in¬ 
come 

Net  in¬ 
come 

Depletion 

deduc¬ 

tions 

Depletion 
deductions 
as  percent 
of  net  in¬ 
come 

$382. 5 

$2.6 

0.7 

-  $370.6 

$3.2 

0.9 

$354. 9 

$3.3 

0.9 

$422.  6 

$4.7 

1. 1 

577.0 

4.7 

.8 

539.3 

3. 1 

.6 

518. 1 

2.9 

.6 

631.3 

4. 1 

.6 

1,364.9 

1,336.0 

11.2 

.8 

1,  251. 1 

11.2 

.9 

1, 281. 3 

13.3 

1.0 

1, 571.  8 
1, 589.  6 
1,871.0 

20.8 

1.3 

17.5 

1.3 

1, 228. 0 

18.0 

1.6 

1, 252. 2 

17.5 

1.4 

22.0 

1.4 

1,  044. 7 
4,716.4 

2,  -319. 1 

27.4 

1.7 

1,473.2 

28.8 

2.0 

1,459.3 

23.9 

1.6 

37.0 

2.0 

129.2 

2.7 

4,  331.  5 

120. 1 

2.8 

4, 172. 5 

120.8 

2.9 

5, 293. 6 

155. 2 

2.9 

04.6 

2.8 

2, 188.  6 

70.2 

3.2 

2, 026.  7 

59.  5 

2.9 

2,  410.  3 

65.5 

2.7 

6, 105.  7 
2,  806.  5 
19, 105.  5 

250.9 

4.1 

6, 123.  9 

263.6 

4.3 

5,  655. 0 

245.0 

4.4 

6,  736.  3 

305.1 

4.  f> 

122.4 

4.  4 

2,  854.  4 

106.5 

3.7 

4,  813,  8 

113.4 

4.0 

3, 174.  9 

157.6 

5.  0 

$100,000,000  or  more . - . 

1,  350.  6 

7.1 

21,  384.  2 

1,  515.  6 

7.1 

20,  085.  6 

1,  489.  9 

7.4 

26,  568.  5 

1, 835.  9 

6.9 

Total  . 

40,  358. 3 

1, 980. 9 

4.9 

41,  760.  9 

2, 140. 3 

6.1 

39,  518.  4 

2,  089.  3 

6.3 

50,  270.  9 

2,  608. 1 

6.2 

1  Returns  with  balance  sheets  and  net  Income.  ,  .  Source:  Internal  Revenue  Service,  Statistics  of  Income,  pt.  2. 

2  Compiled  receipts  less  compiled  deductions  as  shown  in  Statistics  of  Income. 


Corporate  depletion  deductions  and  net  income,  by  total  assets  classes,  195S  1 


[Dollar  amounts  in  millions] 


Assets  classes 

1958 

Assets  classes 

1958 

Net  income  2 

Depletion 

deductions 

Depletion 
deductions 
as  percent  of 
net  income 

Net  income 2 

Depletion 

deductions 

Depletion 
deductions 
as  percent  of 
net  income 

Tinder  $50,000 - - - 

$50,000  and  under  $100,000 . . 

$100,000  and  under  $250,000 . 

$250,000  and  under  $500,000.— . - 

$500,000  and  under  $1,000,000 . . 

$1,000,000  and  under  $5,000,000 . 

$514. 7 
746.2 

1. 770. 7 

1. 637. 7 

1,  747.  7 
4,  489.  6 

$7.8 

4.3 

15.2 
26.8 

30.2 
131.8 

1.5 
.6 
.9 

1.6 
1.7 
2.9 

$5,000,000  and  under  $10,000,000— . 

$10,000,000  and  under  $50,000,000 _ 

$50,000,000  and  under  $100,000,000 . 

$100,000,000  and  over . . 

Total  . . - . 

$2, 169. 1 

5, 694. 5 
2,960.8 
21, 985. 2 

$62.9 
289.3 
158.0 
2, 049. 3 

2.9 

5.1 

5.3 

9.3 

43, 716. 2 

2, 775. 5 

6.3 

1  Returns  with  balance  sheets  and  net  income.  Source:  Internal  Revenue  Service,  Statistics  of  Income,  Corporation  Income  Tax 

2  Compiled  receipts  less  compiled  deductions.  Returns,  19o8  59. 

Table  40. — Corporate  depletion  deductions  and  net  income,  by  major  industrial  group,  1958  1 

[Dollar  amounts  in  millions] 

Major  industrial  group 

Net  in¬ 
come  2 

Depletion 

deductions 

Depletion 
deductions 
as  percent  of 
net  income 

Major  industrial  group 

Net  in¬ 
come  2 

Depletion 

deductions 

Depletion 
deductions 
as  percent  of 
net  income 

All  industries . . . - . . 

Agriculture,  forestry,  and  fisheries . 

Mining _ 

Construction . . - 

M  anufacturing _ _ 

Chemicals  and  allied  products -  . 

Petroleum  refining  and  related  in¬ 
dustries _ _ 

Stone,  clay  and  glass  products - 

Primary  metal  industries _ _ 

$44, 148. 2 

231.4 
1, 191. 6 

939.5 
20, 314. 2 

2,  651.  0 

1,  451. 7 
889.1 
1, 763.  3 

$2, 783. 4 
2.2 
657.1 
6.3 
1,901.7 
79.7 

1, 369.  6 
153.9 
107.8 

6.3 
1.0 

55.1 

.7 

9.4 
3.0 

94.3 

17.3 
6.0 

Transportation,  communication,  electric, 

gas  and  sanitary  services - 

Wholesale  and  retail  trade - - - 

Finance,  insurance,  and  real  estate - 

Lessors  of  real  property  except  build- 

ings . 

Services _ 

Nature  of  business  not  allocable . 

$6, 114. 7 
5, 440. 3 
8, 809.  5 

97.4 
1, 084. 2 
22.9 

$90.4 

18.5 

105.8 

25.3 

1.5 

4.3 

1.5 

.3 

1.2 

26.0 

.1 

18.8 

»  Returns  with  net  income.  Source:  Internal  Revenue  Service,  Statistics  of  Income,  Corporation  Income  Tax 

2  Compiled  receipts  less  compiled  deductions.  Returns,  1958  59. 


Mr.  DOUGLAS.  Mr.  President,  the 
first  table  shows  that  in  1958,  the  total 
amount  of  deductions  for  depletion  by 
all  corporations  was  in  the  amount  of 
$3,148,400,000.  The  second  table  shows 
that  some  $2,232,500,000  of  the  corporate 
depletion  deductions  in  1958,  or  some 
71.2  percent  of  them,  were  taken  by  cor¬ 
porations  with  net  assets  of  over  $100 
million.  Thus,  the  really  big  corpora¬ 
tions  took  the  giant’s  share — over  two- 
thirds — of  the  depletion  allowances. 

This  is  not  something  that  goes  to  the 
small  man.  It  is  something  that  goes  to 
the  giant  corporations.  My  amendment 
would  exempt  the  small  operator. 

Mr.  PROXMIRE.  Mr.  President,  will 
the  Senator  yield? 

Mr.  DOUGLAS.  I  am  glad  to  yield. 

Mr.  PROXMIRE.  Is  it  not  true  that 
the  amendment  of  the  Senator  from 


Illinois  provides  that  the  large  firm,  that 
is,  the  firm  which  grosses  more  than  $5 
million  a  year,  would  have  its  depletion 
allowance  reduced  to  15  percent,  but  the 
small  firm,  which  grosses  less  than  $1 
million,  would  have  no  reduction  in  de¬ 
pletion  whatsoever? 

Mr.  DOUGLAS.  That  is  absolutely 
correct. 

Mr.  PROXMIRE.  Is  it  not  also  cor¬ 
rect  that  the  amendment  would  not 
eliminate  a  depletion  allowance  for 
larger  firms;  but  would  provide  an  al¬ 
lowance  near  the  highest  level  which 
other  minerals  enjoy? 

Mr.  DOUGLAS.  Operators  in  the  sul¬ 
fur  industry  receive  23  percent. 

Mr.  PROXMIRE.  With  the  exception 
of  sulfur  and  a  few  other  minerals. 
For  some  minerals,  as  I  undei’stand,  op¬ 
erators  obtain  as  little  as  5  or  6  pei'cent 


depletion  allowance.  Others  get  15  per¬ 
cent. 

Mr.  DOUGLAS.  That  is  true,  al¬ 
though  the  allowance  on  oyster  shells 
and  clam  shells  is  rising,  and  I  believe 
it  is  rising  on  sand  and  gravel. 

Mr.  PROXMIRE.  So  the  incidence  of 
the  increased  revenue  the  Federal  Gov¬ 
ernment  would  receive  on  the  basis  of 
the  amendment  of  the  Senator  from  - 
linois  would  fall  upon  the  big  fims,  and 
to  a  much  lesser  extent  on  firms  oi 
moderate  size,  that  is,  firms  which  gross 
between  $1  and  $5  million. 

Mr.  DOUGLAS.  Yes;  and  landowners 
would  get  exemption. 

Mr.  PROXMIRE.  The  fabled  and 
time-honored  wildcatter,  as  long  as  he 
operated  on  a  reasonably  small  scale, 
would  also  be  exempt? 
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Mr.  DOUGLAS.  The  Daniel  Boones 
of  the  oil  industry  would  not  have  their 
depletion  allowance  reduced.  They  could 
still  go  scouting  ahead. 

Mr.  PROXMIRE.  The  amendment  of 
the  Senator  from  Illinois  would  primarily 
provide  that  the  giants  of  the  petroleum 
industry,  that  is,  those  firms  with  assets 
over  $100  million  a  year - 

Mr.  DOUGLAS.  Over  $5  million  a 
year. 

Mr.  PROXMIRE.  I  understand  that, 
but  the  Senator  gave  statistics  show¬ 
ing — 

Mr.  DOUGLAS.  Those  that  had  as¬ 
sets  of  over  $100  million. 

Mr.  PROXMIRE.  I  should  say  firms 
that  had  assets  of  more  than  $100  mil¬ 
lion.  Those  firms  took  what  proportion 
of  the  total  depletion  allowance? 

Mr.  DOUGLAS.  They  took  71  per¬ 
cent  of  the  total  depletion  allowance. 

Mr.  PROXMIRE.  More  than  two- 
thirds? 

Mr.  DOUGLAS.  The  Senator  is  cor¬ 
rect. 

Mr.  PROXMIRE.  Those  would  be  the 
firms,  primarily,  which  would  pay  more 
taxes  to  the  Federal  Government  under 
the  Senator’s  amendments. 

Mr.  DOUGLAS.  That  is  correct. 

Mr.  PROXMIRE.  Is  it  not  also  true 
that  the  industry  is  far  more  lightly 
taxed  than  is  industry  generally? 

Mr.  DOUGLAS.  The  figures  which  I 
introduced  show  that  the  24  leading  oil 
firms  paid  approximately  22  percent  of 
their  profits  in  taxes,  whereas  all  cor¬ 
porations  paid  approximately  48  per¬ 
cent.  So  based  on  this  study  oil  firms 
pay  less  than  half  the  taxes  that  busi¬ 
ness  corporations  as  a  whole  pay.  That 
has  led  to  overinvestment  in  the  indus¬ 
try. 

Mr.  PROXMIRE.  I  thank  the  Senator. 

Mr.  DOUGLAS.  I  thank  the  Senator 
from  Wisconsin.  His  views  on  this,  as 
on  so  many  other  points,  are  cogent  and 
well  taken. 

Mr.  President,  back  in  1950,  Secretary 
of  the  Treasury  Snyder  came  before  the 
House  Ways  and  Means  Committee  and 
urged  that  it  reduce  the  depletion  allow¬ 
ances.  He  made  a  very  cogent  argument 
for  his  position,  and  he  further  placed 
in  the  record  a  great  many  facts  and 
figures  which  were  informative  and  per¬ 
suasive.  I  ask  unanimous  consent  that 
his  testimony  and  exhibits,  which  appear 
in  the  hearings  of  the  Ways  and  Means 
Committee  on  the  Revenue  Revision  of 
1950,  volume  1,  February  3,  1950,  be 
printed  in  the  Record  at  this  point. 

There  being  no  objection,  the  testi¬ 
mony  and  exhibits  were  ordered  to  be 
printed  in  the  Record,  as  follows: 

Secretary  op  Treasury  Snyder 
[Prom  hearings,  Ways  and  Means  Commit¬ 
tee,  81st  Cong.,  2d  sess.,  vol.  1.,  Feb.  3, 

1950] 

SPECIAL  DEPLETION  ALLOWANCE 

Depletion  in  ordinary  accounting  usage  is 
intended  to  permit  taxpayers  to  recover  the 
cost  of  mineral  properties  over  the  pro¬ 
ducing  life  of  the  properties.  Depletion  is 
the  counterpart  of  depreciation  which  is 
intended  to  permit  recovery  of  the  cost  of 
other  assets  over  the  period  of  their  useful 
life.  When  the  original  investment  has 
been  recovered,  no  further  depreciation  is 
allowed  for  tax  purposes.  However,  in  the 


case  of  depletion,  special  provisions  which 
allow  recovery  of  more  than  the  cost  of 
mineral  properties  have  been  in  the  law 
since  1918. 

Under  present  law,  special  allowances  are 
granted  on  the  basis  of  specified  percentages 
of  gross  income  for  different  types  of  min¬ 
erals.  The  percentage  of  gross  income  al¬ 
lowed  is  27  %  percent  for  oil  and  gas,  23 
percent  for  sulfur,  15  percent  for  metals 
and  a  large  number  of  nonmetallic  min¬ 
erals,  and  5  percent  for  coal. 

Percentage  depletion  continues,  for  the 
life  of  the  property  and  generally  results  in 
the  tax-free  recovery  of  many  times  the 
cost.  It  is  granted  to  those  purchasing 
properties  as  well  as  to  those  operating  prop¬ 
erties  they  have  developed.  The  allowances 
have  become  more  valuable  as  tax  rates 
have  been  increased. 

Furthermore,  the  benefits  from  percentage 
depletion  are  increased  by  provisions  which 
permit  development  costs  to  be  deducted  as 
an  expense  in  the  year  incurred  instead  of 
being  treated  as  a  capital  cost  to  be  re¬ 
covered  later  through  depletion  deductions. 
This  is  equivalent  to  a  double  deduction  for 
the  same  costs,  once  when  they  are  incurred 
and  again  under  percentage  depletion.  In 
the  oil  industry  during  1946  and  1947,  for 
every  $3  million  allowed  as  percentage  de¬ 
pletion,  another  $2  million  was  deducted  as 
development  costs. 

The  combination  of  percentage  depletion 
and  the  expensing  of  development  costs  pro¬ 
vides  a  mechanism  for  pyramiding  extensive 
holdings  in  oil  assets  with  payment  of  little 
or  no  income  tax. 

As  the  President  has  indicated,  millions  of 
dollars  are  made  annually  from  operating  oil 
properties  on  which  little  or  no  income  tax 
is  paid.  The  President  mentioned  one  out¬ 
standing  example.  You  will  find  others  in 
the  attached  material  (exhibit  2).  In  the 
examples  cited,  annual  incomes,  on  the  av¬ 
erage,  of  over  $1  million  were  obtained  on 
which  an  average  tax  of  only  22 %  percent 
was  paid.  This  is  the  rate  now  paid  by  per¬ 
sons  with  incomes  of  less  than  $25,000. 

These  illustrations  suggest  how  much  ad¬ 
ditional  revenue  the  Government  would  gain 
by  limiting  some  of  these  special  allowances. 

You  will  find  from  an  examination  of  the 
materials  I  am  submitting  to  assist  the  com¬ 
mittee  in  considering  revision  of  these  pro¬ 
visions  that: 

First,  the  estimated  revenue  loss  is  be¬ 
tween  400  and  500  million  dollars  annually. 
This  is  as  much  as  the  yield  of  all  the  retail 
excises. 

Second,  the  allowance  is  especially  exces¬ 
sive  in  the  case  of  oil  and  gas  and  exempts  a 
higher  proportion  of  the  earnings  of  this  in¬ 
dustry  which  may  expense  more  of  its  de¬ 
velopment  costs  than  the  other  mineral  in¬ 
dustries. 

Third,  the  provision  has  been  found  to  be 
of  little  benefit  to  small  prospectors  on  whose 
behalf  it  is  so  frequently  supported. 

Fourth,  these  deductions  enable  high-in¬ 
come  individuals  to  reduce  to  negligible  pro¬ 
portions  taxes  on  income  from  sources  totally 
unrelated  to  these  industries. 

There  are  a  number  of  ways  in  which  the 
necessary  revision  of  present  allowances  can 
be  accomplished.  In  general,  these  involve 
either  the  limitation  of  percentage  depletion 
or  the  termination  of  the  option  to  expense 
development  costs.  The  benefits  of  expens¬ 
ing  development  costs  are  confined  to  the 
finding  of  new  properties.  Percentage  deple¬ 
tion  on  the  other  hand  may  be  obtained  on 
established  as  well  as  new  properties,  and  re¬ 
gardless  of  whether  the  recipient  contributed 
to  the  development  of  the  property.  The 
reduction  of  percentage  depletion  would  tend 
to  reduce  windfalls  while  protecting  incen¬ 
tives  for  exploration. 

A  reasonable  way  to  reduce  the  excessive 
benefits  would  be  to  limit  the  percentage  of 
gross  income  which  might  be  deducted  as 


depletion.  A  reduction  in  the  present  net 
income  limitation  would  leave  the  more  ex¬ 
cessive  allowances  untouched  while  reducing 
the  benefits  on  the  small,  less  profitable 
properties. 

Specifically  it  is  proposed  that  percentage 
depletion  for  oil,  gas,  and  sulfur  be  reduced 
to  15  percent  of  gross  income  and  that  per¬ 
centage  depletion  for  nonmetallic  minerals 
be  reduced  to  5  percent.  The  existing  15- 
percent  rate  for  depletion  allowed  to  the 
metals  would  be  left  unchanged. 

It  is  further  proposed  that  oil  and  gas 
operators  who  elect  to  expense  intangible 
drilling  and  development  costs  be  required 
to  reduce  income  from  the  property  by  the 
amount  of  such  expensed  costs  in  comput¬ 
ing  their  depletion  allowance.  This  require¬ 
ment  will  reduce  the  extent  of  the  double 
deduction  now  enjoyed  by  oil  and  gas  enter¬ 
prises  with  respect  to  certain  of  their  capital 
costs. 

Together  these  proposals  would  remove  the 
more  obvious  inequities  of  the  present  system 
without  interfering  significantly  with  pro¬ 
duction  incentives. 

Exhibit  2 

Special  Depletion  Allowances  for  Mineral 
Properties 

One  of  the  major  avenues  of  escape  from 
income  tax  is  the  special  depletion  allowance 
now  accorded  mineral  properties.  This  sub¬ 
ject  has  received  consideration  by  congres¬ 
sional  committees  on  a  number  of  occasions. 

Nearly  25  years  have  passed,  however,  since 
the  date  of  the  investigation  of  depletion 
costs  on  which  present  allowances  were  es¬ 
tablished.  In  the  intervening  years  there 
have  been  important  basic  changes  in  those 
industries. 

This  study  presents  current  information 
on  the  basic  aspects  of  this  problem  and 
discusses  the  considerations  affecting  the 
desirability  of  the  present  allowances. 

I.  PRESENT  PROVISIONS 

The  Federal  income  tax  recognizes  deple¬ 
tion  of  wasting  mineral  assets  as  a  deductible 
cost  in  determining  net  taxable  income. 
The  purpose  is  to  allow  the  taxpayer  to  re¬ 
cover  tax  free  the  capital  he  has  invested  in 
the  mineral  property.  Special  allowances  in 
excess  of  cost  are  granted  to  certain  groups 
of  taxpayers.  In  most  cases  these  special 
allowances  are  based  on  a  percentage  of  gross 
income.  Of  less  importance  are  special  al¬ 
lowances  based  on  discovery  value. 

(a)  Percentage  depletion 

Percentage  depletion  is  computed  as  a 
specified  percentage  of  gross  income,  with¬ 
out  regard  to  the  capital  cost  of  the  property. 
The  rates  range  as  high  as  27  %  percent  of 
gross  income  in  the  case  of  petroleum,  but 
the  deduction  is  limited  to  50  percent  of  the 
net  income  (computed  without  regard  to  de¬ 
pletion)  from  the  particular  property.  The 
following  percentages  of  gross  income  are 
allowed  different  minerals  under  present  law. 

Percentage 
rate  on  gross 


Mineral :  income 

Oil  and  gas _  27% 

Sulfur _  23 

Metals _  15 

Coal _  5 


Bauxite,  fluorspar,  flake  graphite, 
vermiculite,  beryl,  feldspar,  mica, 
talc  (including  pyrophyllite) ,  le- 
pidolite,  spodumene,  barite,  ball, 
sagger,  and  china  clay,  phosphate 
rock,  rock  asphalt,  trona,  bento¬ 
nite,  gllsonite,  thenardite,  and 
potash _  15 

Percentage  depletion  continues  to  be  de¬ 
ductible  even  after  100  percent  of  the  in¬ 
vested  capital  has  been  retrieved  tax  free. 
The  total  tax-free  recoveries  may  be  substan¬ 
tially  in  excess  of  the  cost  of  the  property. 
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and  in  a  large  number  of  cases  amount  to 
many  times  the  capital  investment. 

(b)  Discovery  depletion 

Those  minerals  which  are  not  eligible  for 
percentage  depletion  may  qualify  for  dis¬ 
covery  depletion,  under  certain  conditions. 
Owing  to  the  wide  range  of  minerals  ex¬ 
cluded  because  they  are  eligible  for  percent¬ 
age  depletion,  and  the  special  conditions  at¬ 
taching  to  the  use  of  discovery  depletion,  it 
applies  only  to  certain  nonmetallic  sub¬ 
stances  and  is  of  limited  significance  at  the 
present  time. 

Under  discovery  depletion,  a  taxpayer  who 
discovers  a  mine  on  an  unproven  tract,  the 
value  of  which  is  materially  larger  than  the 
cost  to  the  taxpayer,  is  allowed  depletion 
deductions  designed  to  amortize  the  appreci¬ 
ated  discovery  value  over  the  economic  life 
of  the  mine.  As  in  the  case  of  percentage 
depletion,  the  annual  deduction  for  discovery 
depletion  is  limited  to  50  percent  of  the  net 
income  from  the  property.  However,  aggre¬ 
gate  tax-free  recoveries  under  this  method 
are  limited  to  the  discovery  value. 

(c)  Cost  or  adjusted-basis  depletion 

Percentage  depletion  is  one  of  the  most 
complex  provisions  in  the  tax  law.  Deple¬ 
tion  allowances  are  computed  with  respect 
to  each  individual  mineral  property.  Min¬ 
eral-tax  payers  commonly  own  several,  and 
in  many  cases  thousands  of  properties.  Each 
year  for  each  property  the  taxpayer  takes 
the  largest  depletion  deduction  allowable. 
Both  gross  and  net  income  must  be  deter¬ 
mined  for  each  separate  property  to  compute 
percentage  depletion.  Moreover,  a  corpo¬ 
rate-tax  payer’s  accounting  for  each  property 
entitled  to  percentage  depletion  must  reflect 
each  of  the  three  different  depletion  con¬ 
cepts:  (1)  Allowable  depletion,  including 
percentage  or  discovery,  (2)  adjusted-basis 
depletion,  and  (3)  strict  cost  depletion. 

In  all  cases  the  taxpayer  is  allowed  deple¬ 
tion  based  on  cost  as  a  minimum.  The  an¬ 
nual  cost  depletion  (usually  termed  ad¬ 
justed-basis  depletion)  is  computed  by 
spreading  the  original  cost,  less  amounts  pre¬ 
viously  recovered  tax  free,  over  the  estimated 
remaining  life  of  the  property,  measured  in 
units  of  mineral  product.  Increased  deduc¬ 
tions  for  percentage  depletion  reduce  the  re¬ 
maining  cost  or  adjusted  basis  more  rapidly. 
Therefore,  the  adjusted-basis  depletion, 
which  represents  the  minimum  annual  de¬ 
duction,  must  be  recomputed  at  a  lower  fig¬ 
ure  each  year  after  percentage  depletion  is 
taken.1  When  the  original  cost  is  exhausted 
through  depletion  allowances  the  adjusted- 
basis  depletion  is  reduced  to  zero,  although 
percentage  depletion  may  continue  to  be 
deducted. 

Corporations  also  account  for  annual  cost 
depletion  computed  without  regard  to 
amounts  recovered  from  time  to  time 
through  percentage  depletion,  in  determin¬ 
ing  their  net  profits  for  reports  to  stockhold¬ 
ers  and  other  purposes.  Cost  depletion  in 
this  sense  is  also  recognized  for  tax  purposes 
in  connection  with  the  treatment  of  liqui¬ 
dating  dividends  in  the  hands  of  the  stock¬ 
holders.2 


1  In  addition  to  determining  the  minimum 
annual  allowance,  the  adjusted-basis  deple¬ 
tion  is  important  in  computing  the  net  op¬ 
erating  loss  deduction.  Under  the  present 
2-year  carryback  and  2-year  carryforward 
of  net  operating  losses,  the  loss  to  be  carried 
over  is  reduced  by  the  excess  of  percentage 
over  cost  depletion  (and  similar  tax-exempt 
items)  in  the  year  in  which  the  loss  occurs. 
Similarly,  the  amount  of  the  loss  which  is 
deductible  is  reduced  by  the  amount  of  such 
exempt  income  in  the  year  to  which  the  loss 
is  carried. 

2  Under  existing  law  dividends  to  stock¬ 
holders  are  taxable  to  the  extent  they  are 
paid  out  of  earnings  and  profits.  For  this 
purpose,  earnings  and  profits  are  computed 
on  the  basis  of  cost  depletion. 


For  purposes  of  determining  gain  or  loss 
upon  sale  or  other  disposition  of  a  depletable 
property,  the  tax  basis  is  reduced  by  the 
total  amount  of  allowable  depletion  (per¬ 
centage,  discovery,  or  adjusted-basis  deple¬ 
tion)  in  previous  years.2 *  While  percentage 
depletion  may  continue  even  though  more 
than  100  percent  of  the  basis  has  been  recov¬ 
ered  tax  free,  the  basis  for  determining  gain 
or  loss  is  reduced  only  to  zero. 

(d)  Expensing  of  capital  costs 

In  addition  to  depletion  allowances,  cer¬ 
tain  capital  costs  of  developing  mineral 
properties  are  treated  as  expenses  incurred 
in  doing  business  and  allowed  as  deductions 
in  the  year  incurred.  This  expensing  treat¬ 
ment  does  not  reduce  allowable  percentage 
depletion  in  future  years,  which  is  based  on 
the  income  from  the  developed  property. 
This  results  in  a  double  deduction  for  re¬ 
covery  on  the  same  capital  investment. 

Owners  of  oil  or  gas  wells  have  wide  op¬ 
portunities  for  expensing  capital  costs  in¬ 
curred  in  developing  their  properties.  At 
their  option,  they  may  treat  intangible  drill¬ 
ing  and  development  costs  of  wells  (includ¬ 
ing  expenditures  for  labor,  supplies,  repairs, 
and  hauling)  as  current  expenses  deductible 
from  taxable  income  from  any  source.  For 
example,  90  percent  of  an  oil  operator’s 
capital  outlay,  exclusive  of  depreciable  items, 
may  be  for  intangible  drilling  and  develop¬ 
ment  costs.  If  this  is  deducted  as  a  current 
expense,  and  thus  recovered  tax  free  at  the 
outlet,  only  TO  percent  of  the  investment  re¬ 
mains  to  be  recovered  through  depletion 
allowances.  Hence,  depletion  allowances 
based  on  the  entire  income  in  effect  overlap 
the  initial  deduction  of  a  large  portion  of 
the  capital  outlays. 

In  the  case  of  mines,  development  costs 
can  be  immediately  offset  against  income 
only  to  the  extent  that  there  are  receipts 
derived  from  the  mine  during  the  develop¬ 
ment  period.  However,  if  considerable 
quantities  of  ore  are  taken  out  while  de¬ 
veloping  a  mine  to  full  producing  status,  it 
is  possible  for  a  taxpayer  to  recoup,  tax  free, 
immediately  a  large  part  of  the  capital  costs 
of  development. 

II.  BACKGROUND  AND  DEVELOPMENT  OP  SPECIAL 
DEPLETION  ALLOWANCES 

The  original  income-tax  legislation  pro¬ 
vided  a  “reasonable  allowance,”  not  to  ex¬ 
ceed  5  percent  of  gross  income,  for  wasting 
mineral  assets.  This  was  later  changed  to  a 
more  specific  allowance  of  depletion  based 
on  cost,  or  1913  value. 

Allowances  in  excess  of  cost  depletion  were 
first  granted  in  the  term  of  discovery  deple¬ 
tion  in  1918  as  a  measure  to  stimulate  miner¬ 
al  exploration  for  war  purposes  and  to  lessen 
tax  burdens  on  small-scale  prospectors  who 
made  discoveries  after  years  of  fruitless 
search.  Discovery  depletion  deductions  al¬ 
lowed  the  discoverer  of  any  new  mineral 
deposit  to  retrieve  not  only  his  costs  but  also 
the  materially  larger  appreciated  value  of  the 
property  at  the  time  its  profitability  was  es¬ 
tablished.  Since  no  limit  was  placed  on  the 
discovery  depletion  deduction,  in  many  cases 
the  deduction  was  in  excess  of  the  income 
from  the  discovered  property  and  served  to 
offset  income  from  other  sources.  To  pre¬ 
vent  such  excessive  discovery  depletion  al¬ 
lowances,  the  annual  deduction  was  limited 
in  1921  to  100  percent  of  the  net  income 
from  the  mineral  property.  In  1924,  the 
limit  was  reduced  to  50  percent  of  the  net 
income  from  the  property,  in  order  to  pro¬ 
vide  for  the  taxation  of  at  least  one-half  of 
the  income  from  these  properties. 

Percentage  depletion  was  substituted  for 
discovery  depletion  in  the  case  of  oil  and 
gas  properties  in  1926  and  extended  to 
metals,  sulfur,  and  coal  in  1932.  The  original 


3  For  years  prior  to  1932  the  excess  of  per¬ 
centage  over  cost  depletion  was  not  applied 
to  reduce  the  tax  basis. 


percentage-depletion  rates,  still  embodied  in 
present  law,  were  in  general  fixed  at  levels 
which  would  permit  the  respective  industries 
approximately  the  same  total  annual  deple¬ 
tion  they  had  previously  enjoyed  under  dis¬ 
covery  depletion. 

Despite  the  recommendation  of  the  Treas¬ 
ury  in  1942  that  percentage  depletion  be 
eliminated,  it  was  extended  in  1942  and  1943 
as  a  temporary  measure  to  certain  non¬ 
metallic  minerals  at  the  15-percent  rate 
applicable  to  metals.  In  1947  the  temporary 
wartime  extensions  were  made  permanent, 
and  in  addition  some  items  not  previously 
covered  were  granted  the  special  allowance. 
Since  1947  a  wide  range  of  nonmetallic  pro¬ 
ducers  who  have  not  been  granted  percentage 
depletion  have  sought  similar  preferential 
tax  treatment.'1 

III.  SURVEY  OF  DEPLETION  AND  RELATED 
ALLOWANCES 

Information  on  percentage  depletion  and 
other  special  allowances  for  mineral  produc¬ 
ers  has  been  recently  developed  through  a 
special  survey  of  350  corporation  income-tax 
returns.  These  returns  accounted  for  about 
three-fourths  of  all  corporation  income-tax 
allowances  for  depletion  for  the  year  1946 
(table  1).  Although  the  survey  group  does 
not  necessarily  represent  a  cross-section  of 
the  mineral  industries,  the  high  proportion 
of  tax  allowances  for  depletion  provides  re¬ 
liable  information  on  the  mineral-depletion 
provisions.  The  statistical  data  obtained  in 
the  course  of  this  survey  are  presented  in 
tables  1  to  10. 

While  the  survey  covers  corporations  only, 
it  is  estimated  that  corporations  account 
for  more  than  80  percent  and  individuals  for 
less  than  20  percent  of  all  depletion  deduc¬ 
tions. 

(a)  Excess  depletion  and  resulting  revenue 
loss 

The  allowable  depletion  deducted  by 
the  corporations  included  in  this  survey 
amounted  to  $555  million  in  1946  and  $839 
million  in  1947.  Of  these  amounts  only  10 
to  15  percent  represented  adjusted-basis  de¬ 
pletion  which  would  have  been  required  to 
recover  original  investment  cost.5  The  re¬ 
maining  85  to  90  percent  constituted  the  ex¬ 
cess  allowance  attributable  to  the  special 
depletion  provisions  for  mineral  industries 
(table  2). 

The  indicated  revenue  loss  for  all  corpora¬ 
tions  in  the  survey  due  to  excess  depletion 
was  about  $180  million  in  1946  and  $290 
million  in  1947  (table  3).  On  the  basis  of 
these  findings  it  is  estimated  that  the  total 
revenue  loss  for  all  corporations  due  to  ex¬ 
cess  depletion  was  nearly  $250  million  in 
1946  and  $400  million  in  1947. 

(b)  Distribution  of  excess  depletion  by 
industry  groups 

The  excess  of  percentage  depletion  over 
cost  or  basis  depletion  was  correspondingly 
high  for  most  industry  groups.  Relatively 
low  excess  depletion  for  a  few  industries, 
such  as  coal  and  the  stone,  clay,  and  glass 
group,  reflects  either  a  low-percentage 
depletion  rate  (5  percent  for  coal)  or  in¬ 
eligibility  or  important  components  of  the 
industry  for  percentage  depletion. 

A  high  proportion  of  the  excess  depletion 
shown  in  table  2  was  received  by  corpora¬ 
tions  whose  major  activity  was  other  than 
mining  and  quarrying.  In  1946,  for  example, 
$345  million  or  more  than  70  percent  of  the 


1  Within  the  past  3  years  bills  have  been 

ntroduced  in  Congress  to  extend  percentage 
lepletion  to  amblygonite,  oil  shale,  tripoli, 
narble,  pumice,  scoria,  limestone,  crushed 

tone,  perlite,  diatomaceous  earth,  granite, 
>orax,  calcium  and  magnesium  carbonates, 


metallic  clays  and  minerals. 

5  In  most  cases  the  adjusted-basis  deple¬ 
tion  was  approximately  equal  to  cost  deple¬ 


tion. 
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total  excess  was  deducted  toy  manufacturing 
enterprises  (notably  in  the  petroleum  field) 
representing  large  integrated  firms  whose 
predominant  industrial  activity  was  not  min¬ 
eral  extraction. 

(c)  Distribution  of  special  depletion  and 

related  allowances  by  mineral  products 

Survey  data  for  1946  and  1947  showing  the 
distribution  of  depletion  allowances  (includ¬ 
ing  deductions  for  development  costs)  classi¬ 
fied  by  the  principal  mineral  products  are 
presented  in  tables  4  and  5.  As  shown  in 
these  tables,  the  bulk  of  the  benefit  of  per¬ 
centage  depletion  in  excess  of  basis  deple¬ 
tion  was  derived  by  the  oil  and  gas  group. 
They  received  almost  85  percent  of  the  ex¬ 
cess  depletion  compared  with  55  percent  of 
the  gross  income  for  corporations  included 
in  the  survey. 

Total  deductions  for  development  costs  by 
the  selected  corporations  were  $394  million 
in  1946  and  $486  million  in  1947.  Compari¬ 
son  of  the  development-cost  deductions  with 
the  excess  of  percentage  over  basis  deple¬ 
tion  for  these  2  years  indicates  that  for 
every  $3  allowed  as  percentage  depletion 
another  $2  was  deducted  as  development 
costs.  In  addition,  substantial  deductions 
were  taken  for  exploration  costs  and  losses  on 
abandonment,  amounting  to  $204  million  in 
1946  and  $255  million  in  1947. 

Nearly  all  of  the  development-cost  deduc¬ 
tions  were  taken  by  oil  and  gas  producers, 
and  these  producers  also  claimed  most  of  the 
allowances  for  exploration  and  losses  on 
abandonment. 

Substantial  variations  are  also  shown  by 
tables  4  and  5  in  the  relative  tax  benefits 
derived  from  special  depletion  allowances 
among  different  types  of  mineral  producers, 
due  in  large  part  to  disparities  in  the  rates  of 
percentage  depletion.  In  1947,  for  example, 
alowable  depletion  was  about  equivalent  to 
basis  depletion  for  nonmetallics  not  entitled 
to  percentage  depletion,  about  3  times  basis 
depletion  for  coal,  5  times  basis  depletion  for 
metals,  and  16  times  basis  depletion  for  oil. 


Sulfur  producers  were  entitled  to  virtually 
no  basis  depletion,  yet  more  than  one-third 
of  their  aggregate  net  income  was  excluded 
from  taxation  through  excess  percentage 
depletion. 

The  relative  importance  of  special  deple¬ 
tion  allowances  for  different  type  of  mineral 
producers  is  presented  in  table  6.  As  shown 
in  this  table,  all  the  corporations  included 
in  the  survey  had  depletion  deductions  equal 
to  about  40  percent  of  their  net  income 
before  depletion  in  the  years  1946-47.  By 
contrast,  the  amount  of  basis  depletion  re¬ 
quired  to  recover  remaining  cost  ratably 
over  the  useful  economic  life  was  only  6  per¬ 
cent  of  net  income  in  1946  and  3.6  percent 
in  1947.  Significant  variations  are  shown 
among  mineral  products.  Thus,  depletion 
allowances  in  1946  amounted  to  49  percent 
of  net  income  in  the  case  of  oil  and  gas 
compared  with  1  y2  percent  for  nonmetallic 
products  not  entitled  to  percentage  deple¬ 
tion,  and  18  percent  for  all  nonmetals. 

(d)  Depletion  allowances  in  relation  to  size 
of  firm 

The  distributions  of  various  mineral-de¬ 
pletion  allowances  in  dollar  amounts  and  in 
relation  to  income,  by  size  of  firm,  for  1946 
and  1947,  are  shown  in  tables  7  and  8. 

As  shown  in  table  7,  about  three-fourths 
of  the  total  depletion  allowances  and  of  the 
excess  of  percenage  over  basis  depletion  was 
received  by  very  large  corporations,  with 
assets  of  at  least  $100  million.  By  contrast 
these  firms  received  slightly  less  than  two- 
thirds  of  the  total  gross  income  from  mining. 

The  percentage  of  income  excluded  from 
taxation  through  depletion  allowances  tends 
to  be  greater  for  larger  corporations  (table 
8).  In  1947,  for  example,  firms  with  assets 
of  $100  million  and  over  had  depletion  al¬ 
lowances  of  20  percent  of  their  gross  and 
38  percent  of  their  net  income,  as  against 
9  percent  of  gross  income  and  34.5  percent 
of  net  income  for  corporations  with  assets 
between  $100,000  and  $1  million.  The  bene¬ 


fits  of  special  depletion  allowances,  reflected 
in  the  ratio  of  allowable  depletion  to  basis 
depletion,  also  tend  to  increase  with  the 
size  of  the  firm.  In  1947,  for  example,  the 
allowable  depletion  of  corporations  with 
assets  of  $100  million  and  over  was  13  times 
their  basis  depletion  as  compared  with  about 
8  times  for  corporations  with  assets  between 
$1  million  and  $10  million. 

IV.  ILLUSTRATIVE  CASES  SHOWING  TAX  EFFECTS 
OF  SPECIAL  ALLOWANCES 

In  connection  with  the  survey  of  special 
depletion  and  related  allowances,  the  effect 
of  these  provisions  on  the  tax  liabilities  of 
particular  taxpayers  was  studied. 

Substantial  reductions  in  income  taxes 
were  obtained  by  a  number  of  individual  oil 
and  gas  operators  for  the  5  years  1943  to 
1947.  In  10  illustrative  cases,  summarized 
in  table  9,  the  effective  rate  of  tax  on  net 
economic  income  (based  on  cost  or  basis  de¬ 
pletion)  varied  from  63.5  percent  to  as  low 
as  six-tenths  of  1  percent.  This  represents 
a  striking  difference  between  the  effective 
rates  of  tax  actually  paid  and  the  general 
statutory  rates  on  such  income,  which  ranged 
as  high  as  90  percent  in  these  years. 

During  the  5-year  period  these  10  individ¬ 
ual  taxpayers  received  a  total  economic  net 
income  of  $52.6  million  from  oil  and  gas  prop¬ 
erties.  This  net  income  was  computed  after 
all  deductions  for  operating  expenses,  depre¬ 
ciation,  basis  depletion,  exploration  costs, 
and  losses  on  unsuccessful  ventures.  These 
taxpayers  also  received  a  total  of  $9.3  million 
of  net  income  from  other  sources.  Of  their 
aggregate  net  income  from  all  sources,  total¬ 
ing  $61.9  million,  77  percent  was  eliminated 
for  tax  purposes  through  the  special  deduc¬ 
tions. 

Similar  information  for  20  corporations 
taken  from  income  tax  returns  for  1947  is 
shown  in  table  10. 

(Note. — In  the  following  tables  figures  are 
rounded  and  will  not  necessarily  add  to  to¬ 
tals.  Percentages  were  computed  on  the 
basis  of  unrounded  figures.) 


Table  1. — Percentage  of  allowable  mineral  depletion  included  in  survey  of  selected  corporations,  1946 

[Money  figures  in  millions] 


Industry  group*  1 

Allowable 
depletion 
for  all  cor¬ 
porations  1 

Allowable  depletion  for 
selected  corporations s 

Amount 

Percent  of 
industry 
total 

Mining  and  quarrying: 

$46.1 

61.0 

124.1 

15.8 

.3 

$35.1 

17.6 

72.7 

12.8 
.1 

76.0 

34.4 

58.6 

80.8 

32.0 

237.3 

138.1 

58.2 

Allowable 

depletion 

Allowable  depletion  for 
selected  corporations  * 

Industry  group  i 

for  all  cor¬ 
porations  J 

Amount 

Percent  of 
industry 
total 

Manufacturing: 

Chemicals  and  allied  products . . . 

$14.4 

$9.7 

67.1 

Petroleum  and  coal  products... . . 

388.0 

350.6 

90.3 

Iron,  steel,  and  products _ _ _ 

21.0 

17.3 

82.3 

Nonferrous  metals  and  products _ 

23.5 

14.5 

61.8 

Stone,  clay,  and  glass  products . .. 

2.1 

.1 

7.1 

Other  manufacturing . . . . . 

3.3 

0 

0 

Total  manufacturing _ 

452.4 

392.2 

86.7 

Other  groups _ _ _ 

55.5 

245 

44.2 

Total  all  groups _ _ 

745.1 

654.9 

74.5 

i  The  industry  classification  is  the  business  activity  reported  on  the  tax  return .  Source:  Statistics  of  Income  for  1946,  pt.  2,  preliminary,  for  all  corporations;  Bureau 
When  multiple  businesses  are  reported,  the  classification  is  tho  business  activity  of  Internal  Revenue,  Statistical  Division,  special  tabulation,  for  the  selected  corpo- 
which  accounts  for  the  largest  percentage  of  total  receipts.  rations. 

i  Allowable  depletion  is  the  deduction  permitted  for  income  tax  purposes,  and  is 
the  larger  of  either  adjusted-basis  depletion  or  percentage  depletion. 
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Table  2. — Mineral  depletion  allowances  for  selected  corporations,  by  industry  groups,  1946  and  1947 


[Money  figures  In  millions] 


1946 

1947 

Industry  groups  1 

Number 

Allowable 
depletion  3 

Excess  over  basis  depletion 3 

Excess  over  basis  depletion  3 

Amount 

Percent  of 
allowable 
depletion 

Number 

Allowable 
depletion  3 

Amount 

Percent  of 
allowable 
depletion 

Mining  and  quarrying: 

68 

$35.1 

$28.7 

82.0 

Metal  mining . - . 

66 

$64.0 

$54.9 

85.9 

Coal _ _ _ _ _ 

53 

17.6 

10.5 

59.9 

52 

21.6 

14.9 

69.  2 

Crude  oil  and  natural  gas... - - - - 

66 

72.7 

62.0 

85.4 

60 

110.5 

100.2 

90.9 

Nonmetallic  mining... . . — . - 

18 

12.8 

12.6 

98.1 

17 

16.0 

16.8 

98.8 

Mining  not  allocable _ _ 

1 

.1 

(4) 

6.0 

1 

.1 

(‘> 

23.3 

Total  mining  and  quarrying . 

206 

138.1 

113.8 

82.4 

196 

212.2 

185.8 

87.6 

Manufacturing: 

14 

9.7 

7.3 

76.5 

14 

Chemicals  and  allied  products . . . . . 

11.7 

9.4 

80.3 

Petroleum  and  coal  products _ 

45 

350.6 

321.9 

91.8 

44 

538.7 

609.0 

94.4 

Iron,  steel  and  products _ 

14 

17.3 

11.0 

63.4 

16 

25.9 

17.2 

66.3 

N onferrous  metals  and  products - 

8 

14.5 

5.1 

34.8 

8 

17.5 

10.4 

59.4 

Stone,  clay,  and  glass  products . . . 

5 

.2 

(’) 

32.5 

5 

.2 

.1 

56.3 

Total  manufacturing . . . . - 

86 

392.2 

345.3 

88.0 

87 

694.0 

546.1 

91.9 

Other  groups. . . . . - . - 

60 

24.6 

20.8 

84.9 

61 

32.6 

28.0 

86.0 

Total  all  groups . - . 

362 

554.9 

479.9 

86.5 

344 

838.7 

759.9 

90.6 

i  The  industry  classification  is  the  business  activity  reported  on  the  tax  return. 
When  multiple  businesses  are  reported,  the  classification  is  the  business  activity  which 
accounts  for  the  largest  percentage  of  total  receipts.  . 

!  Allowable  depletion  is  the  deduction  permitted  for  income  tax  purposes,  and  is 
the  larger  of  either  adjusted-basis  depletion  or  percentage  depletion, 
a  Basis  depiction  is  the  deduction  necessary  to  recover  the  unamortized  portion  of 


the  taxpayer’s  depletable  property  over  its  estimated  remaining  useful  life.  The 
unamortized  portion,  or  adjusted  basis,  is  reduced  each  year  by  the  amount  of  allow¬ 
able  depletion. 

*  Less  than  $50,000. 

Source:  Bureau  of  Internal  Revenue,  Statistical  Division,  special  tabulation. 


Table  3 — Computed  revenue  loss  resulting  from  excess  mineral  depletion  deductions,  selected  corporations,  by  industry  groups, 

1946  and  1947  1 


[In  millions] 


Industry  group  3 

1946  (352 
returns) 

1947  (344 
returns) 

Mining  and  quarrying: 

$10.9 

4.0 

23.6 

4.8 

(>) 

$20.9 

6.7 

38.1 

6.0 

(>) 

Mining  not  allocable _ 

• 

Total  mining  and  quarrying . 

43.3 

70.6 

Manufacturing: 

2.8 

3.6 

1  Computed  at  the  standard  corporation  rate  of  38  percent. 

i  The  industry  classification  is  the  business  activity  reported  on  the  tax  return. 


Industry  group  3 

1946  (352 
returns) 

1947  (344 
returns) 

Manufacturing— Continued 

Petroleum  and  coal  products _ 

Iron,  steel,  and  products - - - 

Nonferrous  metals  and  products - 

Stone,  clay,  and  glass  products . . 

Total  manufacturing - - 

Other  groups . - . . . 

$122. 3 
4.2 
1.9 

(*) 

$193. 4 
6.6 
3.9 

(>) 

131.2 

7.9 

207.5 

10.6 

Total  all  gr  oups - - - 

182.4 

288.8 

When  multiple  businesses  are  reported,  the  classification  is  the  business  activity 
which  accounts  for  the  largest  percentage  of  total  receipts. 

3  Less  than  $50,000. 
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Table  4. — Mineral  depletion  and  related  allowances  for  selected  corporations,  by  principal  mineral  products,  1946 


[Money  figures  in  millions] 


Income  subject  to 
depletion 

Depletion 

Other  capital  recovery 
deductions 

Principal  mineral  products 

\ 

Number  of 
corpora¬ 
tions 

Gross  i 

Net2 

Allowable 2 

Basis 1 

Develop¬ 
ment 
costs  2 

Exploration 
costs  and 
losses  on 
abandon¬ 
ment  2 

Metals: 

20 

$335. 0 

$56.2 

$18.9 

$5.6 

$6.1 

$0.1 

12 

240.4 

91.2 

23.3 

12.0 

.6 

1.0 

22 

68.9 

21.0 

10.5 

.  2.5 

5.0 

.3 

14 

47  1 

16.0 

6.1 

.3 

.9 

.1 

8 

37.8 

7.2 

3.3 

(7 *) 

.1 

(?) 

Metals  not  allocable . - . - - - - - 

9 

32.1 

8.5 

3.0 

.3 

0 

.2 

Total,  metals . - . - . - . 

85 

761.3 

200.2 

65.0 

20.8 

12.7 

1.8 

Coal: 

17 

209.6 

27.7 

8.1 

5.0 

0 

Bituminous,  lignite,  etc . — . . 

52 

432.8 

44.5 

16.2 

5.0 

0 

0 

69 

642.4 

72.2 

24.3 

10.0 

(0 

0 

163 

1,  837.  6 

904.2 

447. 1 

41.9 

381.2 

161.3 

8 

66.2 

34.5 

12.3 

0 

20.7 

Nonmetals: 

19 

90.4 

20.0 

5.9 

2.0 

.1 

8 

56.1 

13.4 

.2 

.2 

0.3 

20.0 

Total  nonmctals - - - 

27 

146.6 

33.3 

0.2 

2.2 

.3 

20.2 

352 

3,  454. 1 

1, 244.  4 

554.9 

74.9 

394.2 

204.0 

1  Gross  income  subject  to  depletion  represents  the  amount  for  which  the  taxpayer 
sells,  or  could  sell,  in  the  immediate  vicinity  of  the  mine  or  well,  the  crude  mineral 
output  thereof. 

2  Net  income  subject  to  depletion  represents  the  gross  income  subject  to  depletion 
less  the  allowable  tax  deductions  attributable  to  the  particular  mineral  property. 

a  Allowable  depletion  is  the  deduction  permitted  for  Ineome-tax  purposes,  and  is 
the  larger  of  either  adjusted-basis  depletion  or  percentage  depletion. 

4  Basis  depletion  is  the  deduction  necessary  to  recover  the  unamortized  portion  of 
the  taxpayers’  depletable  property  over  its  estimated  remaining  useful  life.  The 
unamortized  portion,  or  adjusted  basis,  is  reduced  each  year  by  the  amount  of  allow¬ 
able  depletion. 

•  Development  costs  are  expenditures  for  the  preparation  of  mineral  properties  for 
production,  which  are  deducted  as  expenses  in  the  year  incurred.  Consequently, 
these  expenditures  are  not  included  in  the  tax  basis  of  the  property  and  future  cost  or 
adjusted-basis  depletion  is  correspondingly  reduced.  The  treatment  of  development 


costs  as  a  current  expense,  however,  does  not  diminish  percentage  depletion  in  sub¬ 
sequent  years,  since  the  latter  is  determined  on  the  basis  of  income  in  those  years. 

«  Tax  deductions  for  exploration  costs  represent  expenditures  which  are  made  in  the 
search  for  mineral  deposits  but  which  cannot  be  attributed  to  the  capital  costs  of 
particular  depletable  properties.  Abandonment  losses  represent  tax  deductions  for 
recovery  of  capital  invested  in  particular  mineral  properties  which  are  abandoned 
before  recovery  of  adjusted  basis.  Both  exploration  costs  and  abandonment  losses 
represent  tax  deductions  for  capital  recovery  in  addition  to  depletion  deductions. 

7  Less  than  $50,000. 

>  The  following  nonmetallics  are  entitled  to  percentage  depletion:  Fluorspar,  ball 
and  sagger  clay,  rock  asphalt,  potash,  flake  graphite,  vermiculite,  beryl,  feldspar, 
mica,  talc,  iepidolite,  spodumene,  barite,  bauxite,  china  clay,  phosphate  rock,  ben¬ 
tonite,  trona,  gilsonite,  and  thenardile. 

Source:  Bureau  of  Internal  Revenue,  Statistical  Division,  special  tabulation. 


Table  5. — Mineral  depletion  and  related  allowances  for  selected  corporations,  by  principal  mineral'producis,  1947 


[Money  figures  in  millions] 


Principal  mineral 
products 

Num¬ 
ber  of 
corpo¬ 
rations 

Income  subject 
to  depletion 

Depletion 

Other  capital 
recovery 
deductions 

Principal  mineral 
products 

Num¬ 
ber  of 
corpo¬ 
rations 

Income  subject 
to  depletion 

Depletion 

Other  capital 
recovery 
deductions 

Gross 1 

Net2 

Allow¬ 
able  2 

Basis  4 

De¬ 
velop¬ 
ment 
costs 2 * 

Explo¬ 

ration 

costs 

and 

losses  on 
aban¬ 
don¬ 
ment  9 

Gross 

Net2 

Allow¬ 
able  2 

Basis  4 

De¬ 
velop¬ 
ment 
costs  5 

Explo¬ 

ration 

costs 

and 

losses  on 
aban¬ 
don¬ 
ment  9 

Metals: 

Oil  and  gas _ _ 

153 

$2,691.5 

$1,544.9 

$677.  7 

$42.6 

$471.1 

$199. 9 

Iron _ _ _ 

21 

$310. 8 

$90.3 

$20.7 

$7.5 

$7.2 

$0.3 

Sulfur . . . 

8 

80.3 

43.8 

14.9 

0 

25.8 

Copper . — . 

Lead  and  zinc . 

11 

23 

432. 1 
99.4 

224.  3 
35.3 

45.  3 
14.6 

12. 1 
3.1 

.  9 
4.8 

.9 

.1 

Nonmetals: 

12 

66.8 

24.3 

9. 1 

.2 

1. 1 

1.  6 

Entitled  to  percent- 

7 

45.  5 

7.  5 

3.0 

0 

.1 

0 

age  depletion  4 _ 

17 

68.7 

20.2 

8.7 

1.8 

0 

.2 

Metals  not  allocable. 

12 

54.6 

17.6 

5.5 

.4 

,i 

.3 

Not  entitled  to  per- 

Tot ul  metalb — — — 

86 

1,009.2 

399.2 

ccntage  depletion.. 

9 

102.2 

53.4 

.3 

.3 

.4 

25.1 

Coal: 

Total  nonmetals. 

26 

170.9 

73.6 

9.0 

2.1 

.4 

25.4 

16 

211.  6 

18.  3 

7.  5 

4.  7 

0 

Grand  total _ 

344 

4,  775.  9 

2, 160.  9 

838.7 

78.8 

486.0 

254.5 

Bituminous,  lignite, 

etc  _ _ 

65 

612.5 

87.2 

.  25.4 

6.2 

,i 

.3 

Total  coal _ 

71 

824.1 

105.4 

33.0 

10.9 

.1 

.3 

1  Gross  income  subject  to  depletion  represents  the  amount  for  which  the  taxpayer 
sells,  or  could  sell,  in  the  immediate  vicinity  of  the  mine  or  well,  the  crude  mineral 
output  thereof. 

2  Net  income  subject  to  depletion  represents  the  gross  income  subject  to  depletion 
less  the  allowable  tax  deductions  attributable  to  the  particular  mineral  property. 

2  Allowable  depiction  is  the  deduction  permitted  for  income-tax  purposes,  and  is 
the  larger  of  either  adjusted-basis  depletion  or  percentage  depletion. 

4  Basis  depletion  is  the  deduction  necessary  to  recover  the  unamortized  portion  of 

the  taxpayers’  depletable  property  over  its  estimated  remaining  useful  life.  The 

unamortized  portion,  or  adjusted  basis,  is  reduced  each  year  by  the  amount  of  allow¬ 
able  depletion. 

2  Development  costs  are  expenditures  for  the  preparation  of  mineral  properties  for 
production,  which  are  deducted  as  expenses  in  the  year  incurred.  Consequently, 

these  expenditures  are  not  included  in  the  tax  basis  of  the  property  and  future  cost 

or  adjusted-basis  depletion  is  correspondingly  reduced.  The  treatment  of  develop¬ 


ment  costs  as  a  current  expense,  however,  does  not  diminish  percentage  depletion  in 
subsequent  years,  since  the  latter  is  determined  on  tlief  basis  of  income  in  those  years. 

» Tax  deductions  for  exploration  costs  represent  expenditures  which  are  made  in 
the  search  for  mineral  deposits  but  which  cannot  be  attributed  to  the  capital  costs 
of  particular  depletable  properties.  Abandonment  losses  represent  tax  deductions 
for  recovery  of  capital  invested  in  particular  mineral  properties  which  are  abandoned 
before  recovery  of  adjusted  basis.  Both  exploration  costs  and  abandonment  losses 
represent  tax  deductions  for  capital  recovery  in  addition  to  depletion  deductions. 

7  Less  than  $50,000. 

2  The  following  nonmetallics  are  entitled  to  percentage  depletion:  Fluorspar,  ball 
and  sagger  clay,  rock  asphalt,  potash,  flake  graphite,  vermiculite,  beryl,  feldspar, 
mica,  talc,  Iepidolite,  spodumene,  barite,  bauxite,  china  clay,  phosphate  rock,  ben¬ 
tonite,  trona,  gilsonite,  and  thenardite. 

Source:  Bureau  of  Internal  Revenue,  Statistical  Division,  special  tabulation. 
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Table  6. — Allowable  and  basis  depletion  related  to  income,  selected  corporations,  by  principal  mineral  products,  1946  and  1947 

[Percent] 


Principal  mineral 
products 


Metals: 

Iron.. 


Lead  and  zinc. 


Other  metals. 


Total  metals,. 


Coal: 

Anthracite . 

Bituminous,  lignite, 
peat _ 


Total  coal. 


1946 

1947 

Percent  of 
gross  income 

Percent  of 
net  income 

Percent  of 
gross  income 

Percent  of 
net  income 

Allow¬ 
able 
deple¬ 
tion  1 

Basis 
deple¬ 
tion  2 

Allow¬ 
able 
deple¬ 
tion  1 

Basis 
deple¬ 
tion  2 

Allow¬ 
able 
deple¬ 
tion  1 

Basis 
deple¬ 
tion  2 

Allow¬ 
able 
deple¬ 
tion  1 

Basis 
deple¬ 
tion  2 

5.6 

9.6 
15.2 
12.8 

8.6 
9.4 

1.7 

4.9 

3.5 

.5 

(?) 

.9 

32.6 

25.5 
50.0 
37.8 
44.3 

35.6 

9.9 

13.1 

11.7 

1.5 

.3 

3.7 

8.5 
10.4 

14.6 

13.6 

6.6 
10.0 

2.4 

2.7 

3.0 

.3 

(s) 

.7 

29.6 

20.1 

41.3 

37.4 
40.3 
31.0 

8.3 

5.3 
8.0 

.9 

.1 

2.2 

8.5 

2.7 

32.2 

10.3 

10.3 

2.3 

26.0 

5.8 

3.8 

2.3 

28.0 

17.9 

3.5 

2.2 

40.8 

25.6 

3.7 

1.1 

35.5 

11.0 

4.1 

1.0 

28.7 

6.9 

3.7 

1.5 

_ 

83.1 

13.6 

3.9 

1.3 

30.8 

10.1 

Principal  mineral 
products 


Sulfur.. 


Nonmetals: 

Entitled  to  percent¬ 
age  depletion  4 _ 

Not  entitled  to  per- 


1946 

1947 

Percent  of 
gross  Income 

Percent  of 
net  Income 

Percent  of 
gross  income 

Percent  of 
net  income 

Allow¬ 
able 
deple¬ 
tion  1 

Basis 
deple¬ 
tion  2 

Allow¬ 
able 
deple¬ 
tion  1 

Basis 
deple¬ 
tion  2 

Allow¬ 
able 
deple¬ 
tion  i 

Basis 
deple¬ 
tion  2 

Allow¬ 
able 
deple¬ 
tion  1 

Basis 
deple¬ 
tion  2 

24.3 

18.6 

2.2 

(*) 

49.3 

35.7 

4.6 

(2) 

25.1 
18.  5 

1.5 

(») 

43.8 

33.9 

2.7 

m 

6.5 

2.2 

29.7 

10.1 

12.6 

2.6 

43.0 

8.9 

.3 

.2 

1.5 

1.2 

.3 

.2 

.6 

.4 

4.2 

1.4 

18.4 

6.5 

5.2 

1.2 

12.2 

2.8 

16.0 

2.1 

44.4 

6.0 

17.5 

1.0 

38.6 

3.6 

2  denletion  is  the  deduction  necessary  to  recover  me  unamoruzeu  iioumu  ui  imui, 

the  taxpayer’s  depletahle  property  over  its  estimated  remaining  useful  life.  The  tonite,  trona,  gilsomte  and  tbenardite. 
unamortized  portion,  or  adjusted  basis,  is  reduced  each  year  by  the  amount  of  allow-  gouroe;  Bureau  of  Internal  Revenue,  Statistical  Division,  special  tabulation. 


able  depletion, 
a  Less  than  0.1  of  1  percent. 


Table  7 . — Mineral  depletion  and  related  allowances  for  selected  corporations,  by  size  of  total  assets,  1946  and  194 > 

[Money  figures  in  millions] 


Total  assets  classes  1 
(in  thousands) 

Num¬ 
ber  of 
corpo¬ 
rations  1 

Income  subject 
to  depletion 

Depletion 

Other  capital 
recovery  de¬ 
ductions 

Gross  2 

Net2 

Allow¬ 
able  4 

Basis  5 

De¬ 
velop¬ 
ment 
costs  6 

Explo¬ 

ration 

costs 

and 

losses 

on 

aban¬ 
don¬ 
ment  2 

1946 

$100  under  $1,000 - 

$1,000  under  $5,000 . — 

$5,000  under  $10,000 . . 

$10,000  under  $50,000 . 

$50,000  under  $100,000. — 
$100,000  and  over . 

$20 

105 

46 

96 

17 

64 

$22.7 

207.3 

135.4 
670.0 
283.1 

2, 129. 3 

$5.3 

47.3 

47.7 

190.7 

88.6 

861.3 

$2.0 

18.9 

18.9 
81.8 

35.9 
395.7 

$0.1 

3.8 

3.4 

13.4 
8.7 

45.4 

$0.1 

9.2 

5.3 
49.4 
15.7 

313.2 

$0.1 

2.0 

2.3 

19.3 
8.9 

171.2 

Total . . 

348 

3, 447. 8 

1,241.0 

553.2 

74.8 

392.  9 

203.7 

Total  assets  classes  1 
(in  thousands) 


1947 


$100  under  $1,000.. . 

$1,000  under  $5,000 - 

$5,000  under  $10,000 . 

$10,000  under  $50,000 - 

$50,000  under  $100,000... 
$100,000  and  over - 


Total.. 


Income  subject 
to  depletion 

Depletion 

Other  capital 
recovery  de¬ 
ductions 

Num¬ 
ber  of 
corpo¬ 
rations  1 

Gross 2 

Net2 

Allow¬ 
able  4 

Basis  5 

De¬ 
velop¬ 
ment 
costs 4 

Explo¬ 

ration 

costs 

and 

losses 

on 

aban¬ 
don¬ 
ment  2 

$20 

101 

42 

97 

14 

68 

$25.8 

268.3 

160.1 

870.2 

353.3 
3, 108.  7 

$6.7 
72.5 
60.0 
301.7 
117.2 
1, 604.  8 

$2.3 

26,8 

23.5 

118.4 

51.4 

614.3 

$0.1 

3.4 

3.1 

14.4 

10.7 

47.1 

$0.1 

11.0 

7.4 

59.0 

16.5 

390.8 

(*) 

$1.8 

3.0 

25.8 

13.2 

209.6 

342 

4, 768.  6 

2, 162. 9 

836.8 

78.8 

484.8 

254.1 

1  Total  asset  classes  are  based  on  the  net  amount  ot  total  assets  unei  leaoivw  mi 
depredatiem,  depletion, Amortization  and  bad  debts,  as  of  the  close  of  the  taxable 
vear  1946.  Only  corporations  with  balance  sheets  are  included.  Consequently,  the 
number  of  corporations  differs  slightly  from  that  in  the  tabulations  by  industry  groups 

an2dGro£rincome  subject  ^depletion  represents  the  amount  for,,wK1®h  ‘^  t“Pa^i 
sells,  or  could  sell,  in  the  immediate  vicinity  of  the  mine  or  well,  the  crude  mineral 

°U3t&'et  taemne  subject  to  depletion  represents  the  gross  income  subject  to  depletion 
less  the  allowable  tax  deductions  attributable  to  the  particular  minei  al  property. 

4  Allowable  depletion  is  the  deduction  permitted  for  income  tax  purposes,  and  is 
the  lamer  of  either  adjusted-basis  depletion  or  percentage  depletion. 

4  Basis  depletion  is  the  deduction  necessary  to  rccoycr  the  unamortizcd  portion 
of  the  taxpayers  dcpletable  property  over  its  estimated  remaiping  useful  hfe.  e 
unamortized  portion,  or  adjusted  basis,  is  reduced  each  year  by  the  amount  of  allow 
able  depiction. 


•  Development  costs  are  expenditures  for  the  prepantUm 

*  Less  than  $50,000, 

Source:  Bureau  of  Internal  Revenue,  Statistical  Division,  special  tabulation. 
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Table  8. — Allowable  and  basis  depletion  related  to  income,  selected  corporations,  by  size  of  total  assets,  1946  and  19J,7 


Total  assets  classes 1 
(in  thousands) 

Percent  of  gross  income 

Percent  of  net  income 

Total  assets  classes  > 

(in  thousands) 

Percent  of  gross  income 

Percent  of  net  income 

Allowable 
depletion  2 

Basis 
depletion  3 

Allowable 
depletion  2 

Basis 

depletion  2 

Allowable 
depletion  2 

Basis 

depletion  3 

Allowable 
depletion  2 

Basis 

depletion 3 

1946 

1947 

ft  Q 

0  4 

38. 2 

1.7 

$100  under  $1,000- . . 

9.0 

0.3 

34.5 

1.0 

9.  1 

1.8 

39.4 

8.4 

$1,000  under  $5,000.. . . 

9.9 

1.2 

36.8 

4.6 

13.9 

2.5 

39.7 

7. 1 

$5,000  under  $10,000 _ _ _ 

14.6 

1.9 

39. 1 

5.  1 

12.2 

2.0 

42.5 

6.9 

$10,000  under  $50,000 . . . 

13.6 

1.6 

39.2 

4.7 

$50000  iinrlp.r  $100,000 

12.6 

3.0 

40.4 

9.7 

$50,000  under  $100,000.... . . 

15.3 

3. 1 

43.8 

9.1 

$100,000  and  over . . . . 

18.6 

2. 1 

45.8 

6.2 

$100,000  and  over _ _ _ _ 

19.7 

1.5 

38.2 

2.9 

16.0 

2.1 

44.4 

6.0 

Tptal _ _ _ 

17.5 

1.6 

38.6 

3.6 

'  Total  asset  classes  are  based  on  the  net  amount  of  total  assets  after  reserves  for 
depreciation,  depletion,  amortization  and  bad  debts,  as  of  the  close  of  the  taxable 
year  1946.  Only  corporations  will  balance  sheets  are  included.  Consequently,  the 
number  of  corporations  differs  slightly  from  that  in  the  tabulations  by  industry 
groups  and  by  principal  mineral  products. 

2  Allowable  depletion  is  the  deduction  permitted  for  income  tax  purposes,  and  is 
the  larger  of  either  adjusted-basis  depletion  of  percentage  depletion. 


3  Basis  depletion  is  the  deduction  necessary  to  recover  the  unamortized  portion 
of  the  taxpayers  depletable  property  over  its  estimated  remaining  useful  life.  The 
unamortized  portion,  or  adjusted  basis,  is  reduced  each  year  by  the  amount  of  allow¬ 
able  depiction. 

Source:  Bureau  of  Internal  Revenue,  Statistical  Division,  special  tabulation. 


Table  9. — Income,  deductions,  and  tax  liabilities  of  10  selected  individual  oil  and  gas  operators,  for  the  5-year  period,  1943-47 


[Money  figures  in  millions] 


Individual 

operator 

New  income 

Special  deduc¬ 
tion 

Tax¬ 

able 

net 

income 

Income  tax 
liability 

From 
oil 
and 
gas  i 

From 

other 

sources 

Total 

Per¬ 
cent¬ 
age  de¬ 
ple¬ 
tion  2 

De¬ 
velop¬ 
ment 
costs  3 

Amount 

Per¬ 
cent  of 
total 
net  in¬ 
come 

A . . 

$10.5 

$3.8 

$14.3 

2.2 

$13.0 

4-$0. 9 

$0.08 

0.6 

B _ _ 

5.0 

.8 

5.8 

3.1 

2.1 

.6 

.5 

8.6 

C _ _ 

3.9 

.6 

4.4 

3.2 

4.4 

4— 3. 2 

.  15 

3.4 

D  3 . 

9.3 

.3 

9.6 

2.6 

0 

6.9 

6.  1 

63.5 

E. _ _ 

2.7 

.8 

3.5 

1.0 

.3 

2.2 

1.4 

40.0 

F . . . 

1.7 

1.4 

3. 1 

.8 

1.6 

.8 

.6 

19.4 

New  income 

Special  deduc¬ 
tion 

Tax- 

Income  tax 
liability 

Individual 

operator 

From 
oil 
and 
gas  ‘ 

From 

other 

sources 

Total 

Per¬ 
cent¬ 
age  de¬ 
ple¬ 
tion  2 

De¬ 
velop¬ 
ment 
costs 3 

able 

net 

income 

Amount 

Per¬ 
cent  of 
total 
net  in¬ 
come 

G . . . 

$7.7 

-$1.3 

$6.4 

3.5 

$2.1 

$0.8 

$0.5 

7.8 

11 . . 

2.1 

3.6 

5.7 

1.0 

.6 

4. 1 

2.2 

38.6 

I _ 

1.7 

.  1 

1.8 

.5 

1.0 

.3 

.2 

11. 1 

J . . 

8.0 

-.7 

7.3 

2.9 

1.7 

2.7 

2.2 

30. 1 

Total . . 

52.6 

9.3 

61.9 

20.9 

26.7 

14.3 

13.93 

22.5 

1  Income  after  deductions  for  operating  expenses,  depreciation,  adjusted-basis 
depletion,  exploration  costs  and  losses  on  abandonment. 

2  Excess  of  percentage  depletion  over  adjusted-basis  depletion. 

3  Development  costs  are  expenditures  for  the  preparation  of  mineral  properties  for 
production,  which  are  deducted  as  expenses  in  the  year  incurred.  Consequently, 
these  expenditures  are  not  included  in  the  tax  basis  of  the  property  and  future  cost 
of  adjusted-basis  depletion  is  correspondingly  reduced.  The  treatment  of  develop¬ 
ment  costs  as  a  current  expense,  however,  does  not  diminish  percentage  depletion  in 


subsequent  years,  since  the  latter  is  determined  on  the  basis  of  income  in  those  years. 

4  While  special  deductions  more  than  offset  the  total  net  income  for  the  6  years, 
some  income  tax  was  paid  because  there  were  deficits  only  in  some  years.  A  deficit 
caused  by  excess  percentage  depletion  cannot  be  carried  over  against  net  taxable 
income  of  other  years. 

3  Includes  only  4  years,  1943-46. 

Source:  Bureau  of  Internal  Revenue,  special  tabulation. 


Mr.  DOUGLAS.  Mr.  President,  one 
might  ask,  “Do  you  not  have  more  re¬ 
cent  reports  from  the  Secretary  of  the 
Treasury  than  that?” 

The  point  is  that  no  Secretary  of  the 
Treasury  since  then  has  had  the  courage 
to  face  the  issue.  I  hope  the  Secretary 
will  take  it  up  next  year. 

Mr.  President,  in  1955,  the  Joint  Eco¬ 
nomic  Committee  asked  a  number  of  tax 
experts  to  participate  in  its  study  of 
Federal  tax  policy  for  economic  growth 
and  stability.  One  of  the  finest  papers 
which  was  presented  to  the  committee 
was  that  by  William  F.  Hellmuth,  Jr., 
of  Oberlin  College,  who  wrote  on  the  sub¬ 
ject  of  the  “Erosion  of  the  Federal  Cor¬ 
poration  Income  Tax  Base.”  This  pa¬ 
per  appears  on  pages  888  to  917.  I  ask 
unanimous  consent  that  a  section  of  that 
paper,  which  appears  on  pages  897  to  903 
and  which  deals  with  the  percentage  de¬ 
pletion  question,  be  printed  at  this  point 
in  the  Record. 

There  being  no  objection,  the  section 
of  the  paper  was  ordered  to  be  printed  in 
the  Record,  as  follows: 

Depletion 

Present  depletion  deductions  are  probably 
the  most  glaring  and  most  widely  con¬ 


demned  source  of  erosion  in  the  corporate 
income-tax  base.  These  deductions  may  also 
be  the  ones  which  have  been  most  liber¬ 
alized  and  extended  over  the  past  15  years. 

Corporations  have  been  permitted  a  tax 
deduction  for  the  exhaustion  of  oil  and  min¬ 
eral  resources  since  1913.  In  economics  and 
in  our  tax  law,  the  principle  is  well  estab¬ 
lished  that  the  gradual  exhaustion  in  use  of 
a  well  or  mineral  deposit  represents  a  cost 
of  production  for  which  deductions  should 
be  aUowed  in  computing  net  income.  Con¬ 
troversy  exists  as  to  timing  and  total  amount 
of  depletion  deductions  allowable. 

On  the  basis  of  tax  neutrality  be¬ 
tween  different  industries  and  economic  ac¬ 
tivities,  deductions  from  income  over  the  life 
of  a  property  would  be  limited  to  original 
cost,  with  annual  tax-free  recovery  reflecting 
the  portion  of  the  total  deposit  which  is  ex¬ 
tracted  during  the  year.  Using  the  business- 
income  yardstick,  there  would  be  depletion 
deductions  based  on  actual  cost  or  in  some 
cases  no  deductions  at  all  for  depletion.1 
Pull  recovery  of  actual  cost  under  cost  de¬ 
pletion  would  correspond  to  tax  treatment 


1  Smith  and  Butters,  op.  cit.,  pp.  80-84. 
Some  businesses  make  no  deduction  for  de¬ 
pletion  due  to  the  difficulty  of  estimating  the 
future  life  of  a  deposit  accurately. 


of  depreciation  or  amortization  for  other 
capital  assets. 

Existing  legislation  allows  taxpayers  own¬ 
ing  an  economic  interest  in  mineral  deposits 
the  choice  of  a  depletion  deduction  based  on 
cost  or  percentage  depletion.  Percentage  de¬ 
pletion  gives  an  annual  deduction  equal  to 
the  smaller  of  a  statutory  percentage  of  gross 
income  from  mineral  property  or  50  percent 
of  net  income  from  the  property  before  any 
allowance  for  depletion.  Total  tax-free  de¬ 
ductions  under  percentage  depletion  are  not 
limited  or  even  necessarily  related  to  capital 
cost.  Annual  percentage  depletion  deduc¬ 
tions  are  related  to  production,  prices,  net 
income,  and  statutory  percentages.  There  is 
no  ceiling  on  the  total  amount  of  these  de¬ 
ductions  and  over  the  life  of  a  property  they 
may  total  many  times  a  taxpayer’s  actual  in¬ 
vestment  costs.  Thus  percentage  depletion 
deductions  diverge  from  allowable  deduc¬ 
tions  which  conform  either  to  tax  neutrality 
or  to  business-income  concepts  and  are  an 
important  element  of  erosion. 

The  dollar  estimate  of  the  excess  of  per¬ 
centage  over  cost  depletion  is  based  on 
Treasury  studies  of  those  corporations  which 
accounted  for  75  to  80  percent  of  all  deple¬ 
tion  allowances  claimed  by  corporations  dur- 
ing'1946-49. 


1962 
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Number  of 
corpora¬ 
tions 

Adjusted 

basis 

depletion 

Excess  of  allowable  over  basis 

Year 

depletion 

Amount 

Percent  of 
allowable 

Percent  of 
net  income 

352 

$555 

$75 

$480 

86.5 

90.6 
94.0 

38.4 

35.0 

£947  _ _ _ _ 

344 

839 

79 

760 

1,214 

1,059 

IQAft  . . 

260 

1,291 

77 

36. 3 

1949. 

. 

260 

1,120 

61 

94.  6 

3, 805 

292 

3, 513 

NOTE. — see  also  an  uiwii - - - 

Journal  of  Political  Economy,  June  1950,  pp.  222-240. 

sourppv  1946  aud  1967  data  from  Revenues  Revision  of  1960,  hearings  before  the  Committee  on  Ways  and  Means, 
trn,™  Slit  Com  2d  sess  vol  I,  pp.  194,  197;  1948  and  1949  data  from  E.  E.  Oakes,  Incentives  for  M  moral  Indus- 
^  President’s  Materials  Policy  Commission,  Resources  for  Freedom,  vol.  5  pp.  14-16.  Admittedly  adjusted- 
basfs  depSion  is  not  identical  to  cost  depletion  but  is  based  on  cost  less  allowable  depletion  (larger  of  percentage 
or  cost  depletion)  in  prior  years. 


This  table  indicates  that  total  allowable 
depletion  deduction  were  at  least  10  times 
depletion  deductions  based  on  cost.  As  legis¬ 
lation  in  1951  and  1954  further  liberalized 
percentages  depletion  and  extended  the  op¬ 
portunity  to  expense  (currently  or  deferred) 
exploration  and  development  costs  so  they 
never  are  charged  to  a  depletion  basis, 
allowable  depletion  may  now  be  nearer  20 
times  cost  depletion.  These  figures  conceal 
a  wide  variation  between  individual  prod¬ 
ucts.  Percentage  depletion  deduction  as  a 
multiple  of  cost  depletion  during  1946-49 
varied  from  a  high  of  over  200  for  sulfur  to 
19  for  oil  and  gas  down  to  about  3  V2  for 
copper  and  coal.  Note  that  oil  and  gas  ac¬ 
counted  for  more  than  80  percent  of  all 
depletion  deductions : 

Allowable  depletion  compared  with  adjusted 
basis  depletion  for  certain  products,  1946- 
49  combined 

[In  millions] 


Allow¬ 

able 

deple¬ 

tion 

Adjust¬ 

ed-basis 

deple¬ 

tion 

Allow¬ 
able  as 
multi¬ 
ple  of 
adjust¬ 
ed  basis 

Prod¬ 
uct  per¬ 
cent  of 
total 
allow¬ 
able 

All  products. -- 

$3,805 

$292 

3.7 

100.0 

3, 143 

167 

18.9 

82.8 

60 

(') 

(>) 

1.6 

136 

38 

3.5 

3. 6 

182 

49 

3.7 

4.8 

1 

i  Allowable  depletion  lor  sunur 
for  all  4  years  combined.  Individual  years  totals  were 
too  small  to  be  reported  in  tables.  Thus  allowable 
depletion  for  sulfur  was  at  least  200  tunes  the  amount 
of  adjusted-basis  depletion  and  possibly  much  more. 

Source:  Computed  from  Treasury  depletion  studies 
of  several  hundred  large  companies  for  1946-49,  op.  cit. 

The  most  recent  Statistics  of  Income  indi¬ 
cate  corporate  depletion  deductions  of  $2,- 
126  million  for  1952.  Corporate  depletion  in 
1955  might  amount  to  $2,500  million,  assum¬ 
ing  increased  dollar  volume  and  another  $100 
million  for  the  liberalization  of  depletion  by 
the  1954  code.  Ninety  percent  of  this  total 
gives  $2,250  million  as  the  conservatively  es¬ 
timated  amount  of  corporate  income  ex¬ 
cluded  from  taxable  income  due  to  over- 
generous  percentage  depletion.2 

Erosion  of  the  tax  base  due  to  depletion 
has  been  rapid  in  recent  years  and  perhaps 
has  now  come  to  a  position  of  equilibrium, 
at  a  position  of  great  liberality,  with  per¬ 
centage  depletion  now  available  to  eveiy 
metallic  and  nonmetallic  mineral  from  anor¬ 
thosite  to  zinc,  including  even  oystershells 


2  Since  corporations  account  roughly  for 
80  percent  of  all  depletion,  an  additional 
$500  to  $600  million  of  depletion  erosion 
would  be  estimated  for  the  1965  individual 
income-tax  base.  Revenue  Revision  of  1950, 
hearings  before  the  Committee  on  Ways  and 
Means,  House,  81st  Cong.,  2d  sess.,  vol.  X, 

p.  180. 


and  peat.  Under  section  613(b)  of  the  1954 
Code,  only  soil,  sod,  dirt,  turf,  water,  and 
mosses,  or  minerals  from  sea  water,  the  air, 
or  similar  inexhaustible  sources  are  not  eli¬ 
gible  for  percentage  depletion. 

But  this  hope— that  there  will  be  no  fur¬ 
ther  erosion  from  depletion — is  probably  too 
optimistic.  Industries  entitled  to  a  low  rate 
of  percentage  depletion  are  continually 
pressing  for  higher  rates;  pass-through  of 
depletion  deduction  opportunities  to  cor¬ 
porate  stockholders  in  extractive  industries 
has  been  requested.  A  Federal  circuit  court 
recently  held  that  the  value  of  finished  brick 
could  be  used  in  the  income  measure  for 
percentage  depletion.2  If  this  view  prevails 
for  brick,  other  industries  will  push  for  equal 
treatment,  possibly  even  to  the  value  of 
gasoline  for  a  vertically  integrated  oil  com¬ 
pany. 

The  statutory  history  of  depletion  is  a 
superb  example  of  at  least  three  types  of  tax 
changes  which  erode  the  corporate  tax  base. 

The  initial  break  from  cost  depletion  came 
in  1918  when  Congress  allowed,  to  the  dis¬ 
coverer  only,  tax-free  deductions  based  on 
value  of  property  at  the  time  of  the  dis¬ 
covery  or  within  30  days  thereafter.  This 
was  probably  the  first  instance  under  the 
Federal  income  tax  where  increment  of  value 
after  1913  was  not  taxed.  Usually,  of  course, 
discovery  of  oil  or  minerals  increases  the 
value  of  a  property  substantially  over  cost. 
This  higher  value  was  justified  as  an  in¬ 
centive  to  exploration  and  discovery  to  meet 
the  World  War  I  emergency.  A  comparable 
situation  arose  during  World  War  II  when 
percentage  depletion,  restricted  until  then 
to  oil  and  gas  (1926),  and  sulfur,  metal 
mines,  and  coal  (1932),  was  extended  m 
1942  to  3  nonmetals  and  in  1943  to  10  aacii- 
tional  nonmetalic  minerals.  This  expan¬ 
sion  of  percentage  depletion  was  limited  to 
the  period  of  the  war  emergency  to  encour¬ 
age  production  of  minerals  believed  to  be 
scarce  for  meeting  the  wartime  demands. 
After  both  wars,  these  incentive  features 
first  introduced  to  meet  temporary  emer¬ 
gencies  were  not  rescinded  nor  allowed  to  ex¬ 
pire  but  instead  remained  permanently  in 
the  tax  structure.  The  first  generalization 
is  that  temporary  tax  incentive  are  diffi¬ 
cult  or  impossible  to  terminate. 

A  second  observation  from  experience  with 
depletion  is  that  simplification  of  tax  ad¬ 
ministration  is  often  advanced  at  the  ex¬ 
pense  of  revenue  or  equity  or  both.  To  over¬ 
come  administrative  difficulties  from  the  use 
of  discovery  value,1  percentage  depletion  was 
allowed  in  1926  for  oil  and  gas  wells.  A 
figure  of  2 7  Vi  percent  of  gross  income  was 
chosen,  apparently  to  give  approximately 


equal  dollar  deductions  under  the  new 
method  as  had  been  available  under  the  dis¬ 
covery  value  method.  But  this  percentage 
method  became  more  valuable  as  tax  rates 
rose  far  above  the  1926  corporate  rate  of 
13.5  percent  and  as  price  levels  increased, 
causing  a  high  revenue  cost  to  the  Treasury 
and  arousing  the  envy  of  other  industries 
still  restricted  to  cost  or  discovery  value 
depletion.  And  the  percentage  depletion 
method,  as  noted  above,  unlike  the  cost  and 
discovery  value  methods,  has  no  overall 
limit  so  that  deductions  continue  as  long  as 
a  property  is  producing  income. 

A  third  lesson  is  that  it  is  difficult  to  limit 
tax  favors  to  just  those  who  discover  a  new 
oil  or  mineral  deposit  or  even  to  a  few 
selected  entire  industries,  however  justified 
this  special  incentive  is  on  grounds  of  rela¬ 
tive  risks  or  probable  scarcity  relative  to 
needs  for  economic  growth  and  national 
security.  The  other  extractive  industries  re¬ 
garded  the  availability  of  percentage  deple¬ 
tion  at  liberal  rates  to  a  few  industries  as 
unfair  discrimination  and  a  tax  deduction 
to  which  they  were  equally  entitled.  Politi¬ 
cally  the  have-nots  broke  the  dikes  against 
percentage  depletion  in  1947,  1951,  and  again 
in  1954.  Coverage  was  extended,  percentage 
rates  were  raised,  processes  covered  were 
broadened,  and  even  mine  residues  were 
made  eligible  for  percentage  depletion.  Ap¬ 
parent  discrimination  against  certain  indus¬ 
tries  was  ended  by  extending  the  liberal  de¬ 
ductions  to  all.5 6  Companies  exploiting  sand 
and  gravel  pits  and  oystershells  now  qualify 
for  percentage  depletion  along  with  oil  com¬ 
panies  and  uranium  prospectors,  though  at 
different  rates. 

The  incentive  value  of  percentage  deple¬ 
tion  for  certain  scarce  minerals  has  been 
blunted  by  extending  the  favors  to  all.  One 
problem  is  that  there  are  no  yardsticks  to 
indicate  the  incentives  needed  to  get  the 
socially  desired  amount  of  investment  in 
different  fields.  Congress  has  no  guide  to 
determine  which  industries  are  entitled  to 
percentage  depletion  and  what  depletion 
rates  produce  the  needed  amount  and  dis¬ 
tribution  of  investment  in  the  extractive  in¬ 
dustries.0 

The  economic  defense  of  generous  per¬ 
centage  depletion  results  from  national  pol¬ 
icy  to  provide  an  incentive  or  subsidy  for 
certain  selected  minerals  for  reasons  of  na¬ 
tional  security.  But  on  grounds  of  tax  neu¬ 
trality,  tax  equity,  and  conformity  to  busi¬ 
ness  income  accounting  practice,  the  excess 
of  percentage  over  cost  depletion  reflects 
erosion  in  the  income-tax  base.  In  fact 
from  the  standpoint  of  accounting  or  eco¬ 
nomics,  it  is  questionable  whether  these  de¬ 
ductions  are  properly  called  depletion  since 
they  do  not  relate  to  any  capital  sum  which 
is  being  exhausted.  In  some  cases  the  in¬ 
come  against  which  the  statutory  percent¬ 
ages  apply  includes  not  only  extraction  taut 
also  processes  which  are  essentially  manu¬ 
facturing  in  character,  such  as  finished  brick 
or  industrial  talc. 


2  Cherokee  Brick  &  Tile  Co.  (122  Fed.  Supp. 

5B.£,oT«uSm»«  «  ™ 

covery  determination  of  value  just  after  th 
discovery,  and  whether  the  owner  was  the 
discoverer  plagued  tax  administrators. 


5  No  reduction  in  depletion  rates  has  ever 
been  voted  by  Congress.  In  1954  every 
amendment  extending  percentage  depletion 
was  passed  in  the  Senate.  It  was  impossible 
even  to  get  the  necessary  10  Senators  to  re¬ 
quest  a  record  rollcall  on  any  of  these 
votes.  See  Congressional  Record,  June  30, 
1954.  especially  pp.  9301-9319. 

0  The  President’s  Materials  Policy  Commi  - 
sion,  op.  cit.,  vol.  I,  PP-  33-35.  The  Commis¬ 
sion  recommended  that  percentage  deple¬ 
tion  be  retained  because  of  its  strong  in¬ 
ducement  to  risk  capital  to  enter  the  mi  - 
erals  field.  It  also  recommended  that  no 
depletion  rates  be  raised  above  the  195 
level  and  that  recent  additions  to  minerals 
eligible  for  percentage  depletion  be  reexam¬ 
ined  to  see  if  incentives  are  needed  for  their 
production. 
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The  excess  of  percentage  over  cost-deple¬ 
tion  deductions  reduces  corporate  taxable 
net  income  by  about  $2*4  billion  in  1955 
and  this  figure,  under  existing  legislation, 
will  tend  to  increase  with  an  expanding 
economy. 

EXPLORATION  AND  DEVELOPMENT  COSTS 

Exploration  and  development  costs  are 
closely  allied  with  the  problem  of  depletion 
for  mineral  and  oil  producers.  Current  tax 
legislation  allows  these  producers  the  option 
of  capitalizing  or  expensing  development  and, 
with  qualifications,  exploration  costs. 

Oil  and  gas  producers  have  enjoyed  this 
option  since  1917,  first  by  Treasury  regula¬ 
tion,  now  codified  by  the  1954  Internal 
Revenue  Code.  Intangible  drilling  and  de¬ 
velopment  costs  include  all  costs  of  labor, 
fuel,  repairs,  materials,  and  construction, 
except  cost  of  assets  which  have  a  salvage 
value,  the  latter  assets  being  depreciated. 
The  development  costs  eligible  for  expensing 
account  on  the  average  for  about  75  percent 
of  the  costs  incurred  in  bringing  in  a  well.’ 

The  Revenue  Act  of  1951  extended  this 
option  even  more  fully  to  mining.  A  tax¬ 
payer  with  mining  interests  may  now  decide 
each  year  for  each  mine  to  expense  or  cap¬ 
italize  development  costs.  Mine  exploration 
and  development  costs  can  be  deducted  cur¬ 
rently  or  set  up  as  deferred  expense  to  run 
over  the  life  of  ore  benefited.  In  either  case 
a  deduction  in  lieu  of  cost  depletion  is  given, 
but  percentage-depletion  deductions  con¬ 
tinue  undiminished.  Before  1951  all  devel¬ 
opment  costs  in  excess  of  current  net  in¬ 
come  from  a  property  during  the  develop¬ 
ment  stage  had  to  be  capitalized. 

This  option  to  expense  what  are  essentially 
capital  costs  is  another  loss  to  the  tax  base. 
Tax  neutrality  and  conformity  to  business 
accounting  would  require  that  these  costs 
be  capitalized  and  amortized  over  the  life 
of  the  assets  or,  if  the  assets  cannot  be 
moved,  over  the  life  of  the  mineral  deposit, 
if  it  will  be  exhausted  before  the  assets  are 
fully  depreciated. 

The  erosion  here  is  twofold.  First,  the 
option  to  expense  development  costs  allows 
deductions  to  be  taken  sooner  than  if  these 
costs  were  capitalized  and  deducted  gradu¬ 
ally  over  a  period  of  years.  This  means  that 
total  deductions  to  any  given  date  are  larger 
than  if  these  costs  were  spread  over  several 
years.  Secondly,  expensing  of  development 
costs  combined  with  percentage  depletion 
allows  double  deductions  for  the  same  costs. 
To  the  extent  that  development  costs  are 
expensed,  there  is  no  need  for  depletion  to 
recover  investment.  If  75  percent  of  the 
cost  of  an  oil  well  is  expensed,  only  the 
remaining  25  percent  remains  to  be  recovered 
tax  free  through  cost  depletion.  But  with 
percentage  depletion,  the  annual  and  total 
deductions  bear  no  direct  relation  to  capital 
costs  but  depend  on  gross  and  net  income. 
The  dollar  amount  of  deductions  under  per¬ 
centage  depletion  is  not  influenced  by  the 
election  to  capitalize  or  expense. 

Thus,  with  the  expensing  of  development 
costs,  percentage  depletion  becomes  more 
than  ever  an  additional  deduction  which 
must  be  justified  on  grounds  other  than  re¬ 
covery  of  costs  for  these  are  recovered 
through  expensing.  Leasehold  costs  cannot 
be  expensed  but  they  are  usually  in  the 
form  of  royalty  payments.  Development 
costs  may  be  offset  against  income  from  all 
sources,  a  feature  which  has  attracted  cor¬ 
porations  (and  individuals)  primarily  inter¬ 
ested  in  other  industries  to  finance  new  oil 
wells,  thus  reducing  or  even  eliminating 
their  taxable  income  while  building  up  their 
capital  assets.7 8 


7  Oakes,  op.  cit.,  p.  17. 

8  J.  K.  Butters,  L.  E.  Thompson,  L.  L.  Bol¬ 
linger,  Effects  of  Taxation:  Investments  by 
individuals,  pp.  201-202  (1953).  Some  in¬ 
vestors  regard  investments  in  the  oil  indus¬ 
try  as  a  source  of  tax  exempt  income,  com¬ 
petitive  with  State  and  municipal  securities. 


The  Treasury  study  for  1946-47  cited  above 
reported  that  96.8  percent  of  all  corporate 
development  costs  were  claimed  by  oil  and 
gas  producers  and  that  these  deductions 
were  about  two-thirds  of  the  excess  of  per¬ 
centage  over  cost  depletion.  Applied  to  1955, 
this  suggests  about  $1.5  billion  of  costs 
which  are  expense  in  addition  to  being  re¬ 
covered  through  percentage  depletion.  With¬ 
out  percentage  depletion,  to  avoid  any  ero¬ 
sion  these  costs  would  still  not  be  expense 
but  would  be  capitalized  and  deducted  grad¬ 
ually  over  the  life  of  the  assets  or  the  life 
of  the  well,  whichever  is  shorter;  from  this 
point  of  view  erosion  would  be  at  least  $1.1 


Since  the  Revenue  Act  of  1951,  mining 
companies  may  expense  a  limited  amount  of 
exploration  costs,  even  if  for  a  productive 
property.  The  limit  on  such  costs  of  a  min¬ 
ing  taxpayer  was  raised  to  $100,000  a  year 
and  $400,000  total  by  the  1954  code.  The 
cost  here  is  relatively  small,  although  tax¬ 
payers  are  increasing  their  tax  saving  by 
incorporating  each  mine  separately.  Ex¬ 
ploratory  expenses  above  these  limits  by 
mining  corporations  must  be  capitalized. 
Only  exploratory  expenses  which  lead  to  dry 
holes  may  be  expensed  currently  by  the  oil 
and  gas  industry.  This  conforms  to  neu¬ 
trality  and  accounting  concepts. 

Mr.  DOUGLAS.  Mr.  President,  among 
the  other  points  Mr.  Hellmuth  makes  is 
that  in  1954,  one  major  oil  company  paid 
taxes  at  an  effective  rate  of  9.2  percent, 
another  at  16.3  percent,  and  still  another 
at  18.5  percent.  He  shows  further  that 
24  large  petroleum  companies  paid  taxes 
at  an  effective  rate  of  only  22.6  percent. 

TAX  RATES  OP  SPECIFIC  COMPANIES 

Mr.  President,  I,  myself,  have  been 
collecting  some  facts  and  figures  on  the 
taxes  paid  by  oil  and  gas  producing  com¬ 
panies.  I  have  collected  figures  for  these 
27  companies  since  1945;  and  I  have 
figures  which  show  the  amount  of  in¬ 
come  tax  they  have  paid  compared  with 
the  net  income  before  taxes.  We  all 
know  that  since  World  War  II  the  taxes 
of  most  corporations  have  been  in  the 
neighborhood  of  47  percent  to  52  percent. 
However,  oil  and  gas  companies  have 
paid  taxes  at  a  considerably  lower  rate 
than  one  would  believe  they  should  pay, 
and  what  other  corporations  actually  do 
pay. 

I  am  calling  these  companies  company 
A,  company  B,  company  C,  and  so  forth. 
They  have  done  nothing  illegal,  and  I  do 
not  wish  to  condemn  them.  I  merely 
wish  to  condemn  the  principle  of  per¬ 
centage  depletion.  In  the  Biblical 
phrase,  I  am  not  condemning  the  sinner, 
but  the  sin.  Perhaps,  technically  speak¬ 
ing,  what  they  have  done  is  not  a  sin  at 
all.  They  are  merely  taking  what  the 
law  and  Congress  permit  them  to  take. 
Thus  I  have  no  reason  to  go  after  any  in¬ 
dividual  company.  I  know  them.  I 
know  who  they  are.  I  have  collected 


billion  a  year  at  first,  declining  gradually 
as  annual  depreciation  charges  accumulate 
for  all  such  property  in  use. 

The  great  value  of  these  tax-saving  fea¬ 
tures  to  the  oil  industry  is  documented  by 
published  1954  annual  reports.  The  fol¬ 
lowing  table  compares  the  tax  position  of  3 
companies  which  specialize  in  crude  oil  pro¬ 
duction,  24  large  oil  companies  combined 
(whose  annual  reports  were  available) ,  and 
all  corporations.  Note  that  the  effective  tax- 
rate  increases  from  9.2  percent  for  Tide¬ 
water,  to  22.6  percent  for  24-company  aggre¬ 
gate,  to  48.1  percent  for  all  corporations. 


these  figures.  If  anyone  doubts  the  au¬ 
thenticity  of  my  figures,  I  can  supply  him 
with  the  code  which  identifies  the  com¬ 
panies.  I  would  not  like  to  do  so  unless 
challenged  by  a  fellow  Senator.  How¬ 
ever,  these  figures  are  public  informa¬ 
tion,  and  they  can  be  obtained  from 
Moody’s  Manual  and  other  manuals  on 
corporate  earnings.  I  wish  to  illustrate 
the  effects  of  the  great  many  legal  tax 
avoidance  provisions  of  the  code  with  re¬ 
spect  to  the  taxes  which  these  com¬ 
panies  actually  pay. 

Let  us  consider  the  company  identi¬ 
fied  as  company  W.  From  1953  to  1958, 
a  6-year  period,  that  company  made  $65 
million  in  profits,  and  paid  on  net  no 
taxes  whatever.  In  that  same  period,  it 
received  a  net  refund  of  $425,000.  I  re¬ 
peat  that  figure.  In  the  6-year  period 
from  1952  to  1958  it  made  $65  million  in 
profits  and  paid  on  net  no  taxes  what¬ 
ever,  and  actually  got  $425,000  in  net 
refunds  from  the  Federal  Treasury.  If 
I  am  challenged  on  the  name  of  that 
company,  I  can  give  it.  It  is  well  known 
to  Members  of  the  Senate. 

There  are  26  other  cases.  Let  me  cite 
some  of  the  others.  Take  company  Y, 
for  example.  In  1958  it  had  profits  of 
$6,231,000  and  paid  no  taxes. 

Company  I.  In  1957  it  made  more 
than  $9  million  in  profits,  and  paid  no 
taxes.  In  fact  it  received  over  $5,000  in 
tax  credits.  How  nice.  Let  us  take  the 
figure  for  1958.  It  made  $7  million  in 
profits,  and  not  only  paid  no  taxes  but 
received  $23,352  in  tax  credits.  That  is 
a  zero  rate  of  tax. 

Take  company  N.  This  is  a  good  one. 
In  1958  it  made  $5,378,973,  and  paid  no 
taxes. 

Company  O.  In  1957,  it  made  a  profit 
of  $1,573,165.  No  taxes  were  paid  by  the 
company.  In  1956,  it  made  $1,034,094  in 
profits.  No  taxes  were  paid.  In  other 
years  it  received  very  generous  allow¬ 
ances  when  it  paid  only  2.49  percent  in 
taxes  in  one  year;  in  another  year,  2.6 
percent;  in  another  year  2.96  percent, 
and  in  still  another  year  1.11  percent. 
That  was  when  other  corporations  were 
paying  52  percent,  and  the  average  per- 


Federal  taxes  and  effective  tax  rates  for  oil  companies  and  all  corporations,  1954 


Net  income 
before  tax 

Federal  in¬ 
come  tax 

Effective 
tax  rate 

Fer  share 

Earnings 
before  tax 

Federal  in¬ 
come  tax 

Millions 

$38.0 

174.8 

36.1 

2,  541.  0 
34, 042.  0 

Millions 
$3.5 
28.5 
6.7 
575.0 
16, 369.  0 

Percent 

9.2 

16.3 

18.5 

22.6 
48.1 

$3.45 

4.86 

6.28 

$0. 32 
.79 
1. 16 

Skelly  Oil  Co 

Source:  Annual  reports;  Department  of  Commerce  estimate  of  corporate  profits  and  Federal  tax  liability. 
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son  20  percent  on  the  first  $2,000  of  net 
taxable  income. 

One  of  the  better  companies  is  com¬ 
pany  G.  In  1957,  it  made  a  profit  of 
$1,167,000,  and  paid  $115,000  in  taxes. 
That  is  9  percent.  Ordinary  companies 
pay  52  percent.  In  1956  it  had  profits  of 
$560,000,  and  paid  no  taxes.  It  paid  no 
taxes  in  1955,  though  it  had  $832,000  in 
profits.  It  paid  no  taxes  in  1954,  al¬ 
though  it  had  $785,000  in  profits.  It 
paid  no  taxes  in  1953,  although  it  had 
$730,000  in  profits. 

I  could  cite  company  after  company. 
I  can  only  say  that  this  situation  is  a 
scandal  and  a  disgrace.  It  is  also  a 
scandal  and  a  disgrace  that  these  groups 
are  so  powerful  in  Congress  that  they 
cannot  be  touched. 

Mr.  President,  I  ask  unanimous  con¬ 
sent  to  have  tabulations  in  that  connec¬ 
tion  printed  at  this  point  in  the  Record. 

There  being  no  objection,  the  tabula¬ 
tions  were  ordered  to  be  printed  in  the 
Record,  as  follows : 

Company  A 


Company  D 


Company  H 


Year 

Net  income 
before 
income 
taxes 

Income 

taxes 

Net  income 
after 
income 
taxes 

Percent 
of  in¬ 
come 
taxes  to 
income 
before 
taxes 

1958.— 

$156, 130 

>  $13, 000 

$169, 130 

0 

1957.... 

271, 515 

5, 000 

266,  515 

1.84 

1956.... 

472,  556 

35, 000 

437,  656 

7.41 

1955.... 

549, 093 

15,000 

534, 093 

2.  73 

1QS4- 

309,  405 

309,  405 

1953.... 

303,  453 

11, 332 

292, 121 

3.  73 

1952.... 

159,  084 

25,  686 

133,  398 

16. 15 

1951.... 

415,  948 

8,234 

407,  714 

1.98 

1950... 

277,  514 

1,  500 

276,  014 

.54 

1949.... 

177, 187 

1, 000 

176, 187 

.56 

1948.— 

626, 061 

35,  000 

491,061 

6.  65 

1947— 

399,  643 

52,  000 

347,  643 

13.  01 

1946— 

139,923 

1,  000 

138,  923 

.71 

1946— 

140, 101 

1,500 

138,  601 

1.07 

Year 

Net  income 
before 
income 
taxes 

Income 

taxes 

Net  income 
after 
income 
taxes 

Percent 
of  in¬ 
come 
taxes  to 
income 
before 
taxes 

1958— 

$1,  760,  794 

0 

$1, 760,  794 

0 

1957.... 

2, 176, 226 

$160,  000 

2, 016, 226 

7.35 

1950.... 

2, 647,  058 

93,000 

2,  554, 058 

3.51 

1955.... 

1,  994,  072 

86,  000 

1,  908,  072 

4.31 

1954.... 

2,  276, 415 

238,  329 

2,  038, 086 

10. 47 

1953.... 

1, 899,  343 

156,  039 

1,743,304 

8.22 

1962.... 

1,998,758 

370,  291 

1, 628,  467 

18.  53 

1951.... 

1,  992,  234 

411, 166 

1,  581,  008 

20.64 

1950.... 

1,270,271 

72, 843 

1, 197,  428 

5.73 

Year 

Net  income 
before 
income 
taxes 

Income 

taxes 

Net  income 
after 
income 
taxes 

Percent 
of  in¬ 
come 
taxes  to 
income 
before 
taxes 

1958.... 

$22, 485, 135 

(■) 

$22, 485, 135 

1957.— 

35,  208, 979 

$5,260,000 

29,948,979 

14.94 

1956—. 

29, 523, 395 

3, 024, 000 

26,499,395 

10.24 

1955— 

28, 143, 673 

2,780,000 

25, 363, 673 

9.88 

1954 _ 

21, 029, 684 

1,252, 000 

19, 777, 648 

5.95 

1953 _ 

18, 812,  590 

367, 000 

18, 445,  590 

1.95 

1952.... 

16,  550, 361 

654, 000 

15. 896, 361 

3.  95 

1951 _ 

17, 369, 652 

1,073,000 

16,296,652 

6. 17 

1950.... 

18, 467, 607 

3,068,000 

15, 399, 607 

16.  61 

1949  ... 

14, 759, 193 

375, 000 

14, 384, 193 

2.54 

1948  ... 

27,367,252 

4, 725, 000 

22,  642,  252 

17.27 

1947.... 

17, 749, 626 

2, 830, 000 

14, 919,  626 

15. 94 

1946  . 

10,130,975 

1,275,000 

8,  855, 975 

12.59 

1945— 

5, 611, 770 

215, 000 

5, 396, 770 

3. 83 

i  Not  available. 


Company  B 


Year 

Net  income 
before 
income 
taxes 

Income 

taxes 

Net  income 
after 
income 
taxes 

Percent 
of  in¬ 
come 
taxes  to 
income 
before 
taxes 

1958.... 

$4, 371, 094 

$525, 000 

$3,  846, 094 

12.01 

1957.— 

5, 392, 505 

150,000 

5, 242,  505 

2.  78 

1956 _ 

6, 975, 382 

1,  095, 000 

5,  880,  382 

15.70 

1955  ... 

5, 975. 382 

485,  000 

4, 965,  220 

9.90 

1954. ... 

3, 291, 733 

38, 172 

3,  253,  561 

1. 16 

1953.... 

5, 594, 074 

1,  552,  600 

4,  441,  674 

27.  75 

1952 _ 

4,  436, 030 

669,  500 

3,  766,  530 

15.  09 

1951.... 

5,  661,  770 

714, 880 

4,  846,  890 

12.85 

1950 _ 

5,  709,  637 

1, 023,  900 

4, 685,  037 

17. 93 

1949 _ 

3, 259, 928 

163,  040 

3, 096,  888 

5. 00 

1948 _ 

6, 295,  858 

898, 900 

5,  396, 958 

14.28 

1947— 

4,011,073 

1,  023, 126 

2, 987, 947 

25, 51 

1946... 

2, 089, 932 

417,  000 

1,  672,  932 

19.95 

1945— 

j  2, 321,  605 

205, 908 

2, 115,  697 

8.87 

Company  C 


Year 

Net  income 
before 
income 
taxes 

Income 

taxes 

Net  income 
after 
income 
taxes 

Percent 
of  in¬ 
come 
taxes  to 
income 
before 
taxes 

1958— 

$5,  402,  894 

$481,  413 

$4,  921,  481 

8. 91 

1957 _ 

5,  561,  662 

640,  635 

4,  921,  017 

11. 52 

4,  770,  495 

261,  837 

4,  508,  058 

5.49 

1955. ... 

4,  826,  687 

417,388 

4, 409, 299 

8. 65 

1954.... 

4,  625,  759 

336, 889 

4, 288,  870 

7.28 

1953.... 

4,  391,  404 

179, 114 

4,  212,  290 

4. 08 

1952.. - 

3, 588, 107 

91,  660 

3, 496, 447 

2.  55 

1951 _ 

3, 934, 107 

399,  397 

3, 534, 710 

10. 16 

1950.... 

3,  696,  584 

847,  072 

2, 849, 412 

22. 91 

1949.... 

3, 373,  448 

679,  653 

2, 693, 895 

20. 14 

1948.... 

4,  542,  842 

982,  540 

3,  560,  302 

21.63 

1947...' 

2, 284,  109 

529,  781 

1, 754, 328 

23. 19 

1946.— 

161,  816 

212 

161,  604 

•  13 

1945— 

33, 895 

256 

33, 639 

.76 

i  Credit. 


Company  E 


Year 

Net  income 
before 
income 
taxes 

Income 

taxes 

1958. .. 

$8, 108, 706 

$800, 000 

1957... 

11, 303,  747 

1,  600,  000 

1956... 

11,  379,241 

1,  900, 000 

1955... 

8,  509, 136 

1,  500, 000 

1954... 

5, 320,  750 

1953. .. 

6,  420, 968 

1, 048, 000 

1952... 

5,  601,  723 

1,  400,  000 

1951. .. 

5, 866,  052 

2, 000, 000 

1950. .. 

4, 951,  476 

1,  500,  000 

1949. .. 

4, 928,  459 

1, 020, 000 

1948. . . 

5,  766,  543 

960,000 

1947... 

3, 650,  374 

600, 000 

1946... 

3,248,813 

200,  000 

Net  income 
after 
income 
taxes 


$7, 308, 706 
9,  703,  747 
9,  479, 241 
7, 009, 136 
6, 320,  760 
5, 372, 968 
4, 201, 723 
3, 866, 062 
3,461,476 
3, 908, 459 
4, 806, 543 
3, 050, 374 
3, 048, 813 


Percent 
of  in¬ 
come 
taxes  to 
income 
before 
taxes 


9.87 
14. 15 
16.69 
17.63 


16.32 
24.50 
34,09 
30,  29 
20.70 
16.  65 
16.  44 
6. 16 


Company  F 


Year 


1958— 

1967— 

1956— 

1955— 

1954— 

1953— 

1962— 

1951- 

mO— 

1949— 

1948— 

1947— 

1946— 

1945... 


Net  income 
before 
income 
taxes 


$54,  865, 371 
.51,273,749 

67,  617,  000 

66,  259, 000 
50,  383, 000 
55,  776, 000 
52,  488,  000 

68,  593, 000 

67,  407, 000 
46,  487, 000 
74, 080,  000 
40,  655,  000 
22,  599,  000 
16,  371,  700 


Income 

taxes 


$7, 400, 000 
4,  550, 000 
15,  700,  000 
9, 900, 000 

8,  700,  000 
14,  900,  000 
14,  400, 000 
17,  300,  000 
15,000,000 
10,  390,  000 
19,  863, 000 

9,  298,  000 
3,  585,  000 
1,  228, 000 


Net  income 
after 
income 
taxes 


Percent 
of  in¬ 
come 
taxes  to 
income 
before 
taxes 


$47,  465,  371 
46,  723, 749 
61,817,000 
46, 369, 000 
41, 683, 000 
40, 875, 000 
38, 088, 000 
41, 293, 000 
42,  407,  000 
36, 097,  000 
54,  217, 000 
31,357,  000 
19,014,000 
16,  143,  000 


Company  G 


Percent 

Net  income 

Net  income 

of  in- 

Income 

after 

come 

Year 

income 

taxes 

income 

taxes  to 

taxes 

taxes 

income 

before 

taxes 

1958— 

1957— 

1956— 

$804,  716 
1, 167,  546 
560,  753 

$50,000 
115, 000 

$754, 716 
1,052,546 
560, 753 
832,  765 
785, 624 
730,  699 

6.21 
9.  85 

lOSS- 

^l— 

1963— 

1952— 

832,  765 
785,  624 
730,  699 
968, 287 

69,022 

899, 265 
797, 914 
745,  277 
765, 131 
722, 352 
494,470 
336, 259 
280,640 

7.  13 
14.67 
16.50 
21.12 
17.23 
24.  45 
28.75 
39. 18 

1961— 

1950— 

1949— 

1948— 

1947— 

1946— 

1945— 

935, 134 
892,  652 
969, 991 
872,  719 

654.922 

471.923 
461, 448 

137, 220 
147, 276 
204, 860 
160, 367 
160, 462 
135,  664 
180,  808 

Note.— Records  available  only  for  last  9  years. 
Company  I 


Year 

Net  income 
before 
income 
taxes 

Incomo 

taxes 

Net  income 
after 
income 
taxes 

Percent 
of  in¬ 
come 
taxes  to 
incomo 
before 
taxes 

1958  1.. 

$7, 076,  455 

2  $23,  352 

$7, 099,  807 

0 

1957  1.. 

9,  079, 022 

2  5, 860 

9, 084,  882 

0 

1957.... 

9,  078,  922 

2  6,  860 

9, 084, 882 

(») 

1956— 

8, 886, 172 

151,  000 

8,  735, 172 

1.69 

1955.... 

8, 106,  746 

429,  076 

7, 677,  671 

5.29 

1954.... 

6,  769, 145 

196, 335 

6,  572, 810 

2.  90 

1953.... 

5,414, 053 

26, 156 

5,  387,  897 

.48 

1952.... 

5,  067,  243 

410, 539 

4, 656,  704 

8.10 

1951.... 

4,  477,  673 

404 

4, 477, 269 

.01 

I960.— 

3, 456,  001 

202,  087 

3, 253,  914 

5.  85 

1949  ... 

2, 949, 585 

72, 628 

2, 876, 957 

2.  46 

1948.... 

2,  774, 079 

201, 176 

2,  572,  903 

7.25 

1947.... 

3, 172, 001 

504,  487 

2,  667,  614 

15.90 

1046.... 

755, 220 

258, 488 

496,  732 

34.23 

1945.... 

102, 860 

65,966 

368,  946 

64. 13 

i  12montlis  ended  Juno 30. 

J  Credit. 

3  Credit  taxes. 

Note.— In  total  analysis  1956  equals  1957  on  this  com¬ 
pany,  etc. 

Company  J 


13.49 
8.87 
23.  25 
17.60 
17.27 
26.71 
27.43 
29.53 
26. 13 
22. 35 
26.  81 
22.  87 
15.  86 
7.50 


Year 

Net  income 
before 
income 
taxes 

Income 

taxes 

Net  income 
after 
income 
taxes 

Percent 
of  in¬ 
come 
taxes  to 
income 
before 
taxes 

1958.... 

$2, 950, 700 

$90, 000 

$2, 860, 700 

3. 05 

1967  ... 

3, 154, 900 

20,000 

3, 134, 900 

.  62 

1956  ... 

3, 168,  549 

75, 000 

3, 093,  549 

2.37 

1955  - 

3,  656,  274 

160,  000 

3,  506,  274 

4. 10 

1954  ... 

3,  570, 162 

360, 000 

3,  210, 162 

10.08 

1953 

3,363, 964 

500, 000 

2,  863, 964 

14.86 

1952  . 

2,  561, 162 

267,  461 

2, 293,  701 

10.44 

1951 

3, 971,  870 

965, 230 

3, 006, 140 

24. 30 

1950-... 

2, 302, 729 

519, 263 

1,  783,  466 

22. 55 

1949 

1,  551,  586 

104, 000 

1,  447,  586 

6.  70 

1948 

1,344,021 

150, 000 

1, 194, 021 

11. 16 

1947— 

1,  230, 364 

50, 000 

730,  364 
409, 171 

4.  00 

1946.... 

328, 260 

328',  260 

Company  K 


Year 


1958— 

1957— 

1966— 

1965.. .. 
1954— 
1953— 
1952— 

1951.. .. 
1950—- 
1949— 
1948—- 
1947—. 
1946— 
1946- 


Net  income 
before 
income 
taxes 


$14,145,331 
17,  938, 378 

16,  316, 268 
15,  599,  264 
11,541,464 
11,  762,  519 

9,  218, 224 
10, 327, 002 
8,  723,  484 

8,  716, 231 

17,  246,  547 

9,  301,386 
5, 321,  660 
4, 235, 097 


Income 

taxes 


$2,  300,  000 
3,  400,  000 
2,  600,  000 
1, 900, 000 
1, 278, 154 

1,  590,  080 
1,875,000 

2,  400, 000 
2, 000, 000 
1,800,000 
4, 000,  000 
2, 300, 000 
1, 010,  000 

257,000 


Net  income 
after 
income 
taxes 


$11,  845, 331 
14,  538, 378 
13,  816,  268 
13,  099,  264 
10, 263, 310 
10, 172, 439 
7, 343,  224 
7, 927, 002 
6, 723,  484 
6, 916, 231 
13, 245,  547 
7, 001,  386 
4, 311,  600 
3, 978, 097 


Percent 
of  in¬ 
come 
taxes  to 
income 
before 
taxes 


16.23 
18.  95 
15.  32 
12. 18 
10.  01 
13.62 
20.34 
23.  24 
22.93 
20.65 
23.19 
2-1.  73 
18. 98 
6.07 
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Company  L — Liquidated  Apr.  11, 1957 


Year 

Net  income 
before 
income 
taxes 

Income 

taxes 

Net  income 
after 
Income 
taxes 

Percent 
of  in¬ 
come 
taxes  to 
income 
before 
taxes 

1954.... 

$7, 762, 785 

$1,275,000 

$6,  487,  785 

16.42 

1953.... 

8,  494, 844 

1,  785, 000 

6,  709,  844 

21.01 

1952.... 

7, 844, 057 

1,500,000 

6, 344, 057 

19. 12 

1951.... 

8, 553,  640 

1,500,000 

7,053,640 

17.54 

1950.... 

8, 086,  702 

1,983,000 

6, 103,  702 

24.  52 

1949.... 

7, 805, 345 

1,900,000 

5,  905,  345 

24.  34 

1948.... 

7,  512,  733 

1,726,006 

5,  786,  727 

22.97 

1947.... 

7, 667, 536 

1,575,000 

6, 092,  536 

20.54 

1946.... 

6, 146, 094 

1,100,000 

4, 046, 094 

21.38 

1945.... 

3, 209,  359 

831,500 

2,  377,859 

25.  91 

1944.... 

3,  619, 208 

1, 068,  760 

2, 450, 448 

30.  37 

Company  M 


Year 

Net  income 
before 
income 
taxes 

Income 

taxes 

Net  income 
after 
income 
taxes 

Percent 
of  in¬ 
come 
taxes  to 
income 
before 
taxes 

1958.... 

$152,  543,  223 

$16,  COO,  000 

$136,  543, 223 

10. 49 

1957.... 

192,910,  393 

17, 000, 000 

175, 910, 393 

8.81 

1956.... 

212,961,000 

34, 000, 000 

178, 961, 000 

15.  97 

1955.... 

215, 997,  000 

41, 000,  000 

174, 997, 000 

18.98 

1954.... 

174, 803,  000 

28,  500, 000 

146, 303, 000 

16.30 

1953.... 

207, 757, 854 

43, 500, 000 

164,  257,  854 

20.94 

1952.... 

175,  792,  000 

30,  500, 000 

145, 292, 000 

14.68 

1951.... 

220, 981,  000 

51, 500, 000 

169,  481, 000 

23.  30 

1950.... 

161, 360, 000 

32, 000, 000 

129,  360,  000 

19.83 

1949.... 

138,  480, 000 

18, 000,  000 

120, 480, 000 

13.00 

1948.... 

240, 069, 000 

54, 000, 000 

186, 069, 000 

22.49 

1947.... 

153,  207,  000 

29, 100, 000 

124, 107,  000 

18.99 

1946.... 

79, 332,  000 

7,  500, 000 

71,832,000 

9.  45 

1945.... 

80, 395, 000 

9, 500, 000 

70,895,000 

11.82 

Company  N 


Year 

Net  income 
before 
income 
taxes 

Income 

taxes 

Net  Income 
after 
income 
taxes 

Percent 
of  in¬ 
come 
taxes  to 
income 
before 
taxes 

1958.... 

$5, 378, 973 

0 

$5, 378, 973 

0 

1957  i.. 

7, 972,  558 

$1,  727, 910 

6,  244, 648 

21.67 

1956.... 

5, 378,  994 

699,  000 

4, 679,  994 

13.00 

1955.... 

2,  502,  867 

18, 000 

2,  484, 867 

.72 

1954.... 

1, 603,  682 

23, 923 

1,  579,  759 

1.49 

1953.... 

3, 077,  447 

4,  724 

3,  072, 723 

.15 

1952.... 

2,  334,  532 

99, 844 

2,  234, 688 

4. 28 

1951.... 

1, 209,  045 

31, 250 

1, 177,  795 

2.58 

1950.... 

282,  202 

49,  750 

232,  452 

17.  63 

1949.... 

1,  225, 576 

6, 949 

1,  218,  627 

.57 

1948.... 

1,  395,  517 

29,053 

1, 366,  464 

2.  08 

1947.. .. 

1946.. .. 

359,  903 

2  106,  098 
1,  537,  551 

15,000 

200 

344, 903 

2  106,  298 
1, 131,  051 

4. 17 

1945.... 

406,  500 

26.44 

1 12  months  ended  June  30. 

J  Deficit. 

Note.— In  totals  analysis,  1956=1957  on  this  company, 
etc. 


Company  O 


Year 

Net  income 
before 
income 
taxes 

Income 

taxes 

Net  income 
after 
income 
taxes 

Percent 
of  in¬ 
come 
taxes  to 
incom  e 
before 
taxes 

1958— 

1957... 

(’) 

$1, 573, 165 
1, 034, 094 

1, 006,  718 

(') 

(') 

$1,  573, 165 
1,  034,  094 
1, 006,  718 

1956.... 

(J) 

(2) 

1955.... 

1954.... 

1,  690,  567 

$42, 130 

1, 648,  437 

2. 49 

1953.... 

1, 873,  226 

50,000 

1, 823,  226 

2.  67 

1952.... 

1,  502,  077 

40, 000 

1,  462,  077 

2.66 

1951.... 

2,  714,  277 

30,000 

2, 684, 227 

1.11 

1950— . 

2, 692, 947 

40,000 

2,  652, 947 

1.49 

1949.... 

3, 382, 140 

42, 323 

3, 382. 140 
3,  887, 157 

1.25 

1948.... 

4,  236,  057 

348,  900 

8.24 

1947.— 

1,  517,  480 

48,  919 

1, 468,  561 
679,  368 

3.22 

1946 2.. 

689,  609 

10,  241 

1.52 

1945  2.. 

664,  526 

4, 103 

660, 423 

.62 

1954*.. 

2, 205,  837 

42, 130 

2, 163,  707 

1.91 

1953 

2,  600,  271 

50,000 

2,  550, 271 

1.  92 

1952  3.. 

2,  202,  835 

40, 000 

2, 162,  835 

1.  81 

1951*.. 

2, 623, 191 

30,000 

2,  593, 191 

1.14 

1950  J__ 

3,  744, 852 

40, 000 

3,  704,  852 

1.01 

19493.. 

4, 168,  672 

42,  322 

4, 116, 350 

1.00 

1948 

4,363, 435 

348, 900 

4, 004,  635 

8.01 

1  Not  available. 
s  Not  reported. 

>  Figures  for  1954-48  restated  as  result  of  revision  of 
estimates  of  recoverable  oil  and  gas  reserves. 

Note. — Company  O  felt  not  liable  for  Federal  income 
tax  in  this  period. 

Company  P 


Year 

•come 

.•lore 

income 

taxes 

Income 

taxes 

Net  income 
after 
income 
taxes 

Percent 
of  in¬ 
come 
taxes  to 
income 
before 
taxes 

1958.... 

$6, 135, 363 

$470, 000 

$5, 765, 363 

7.66 

1957.... 

6, 611,110 

660,000 

5,951,110 

9. 98 

1956.... 

6,  277,  997 

478,000 

5, 799,  997 

7. 61 

1955.... 

6,  211,916 

470, 000 

5, 741, 916 

7.56 

1954— 

6,209,385 

470, 000 

5,  739,  385 

7.  67 

1953.... 

6,  761, 834 

515,000 

6,  246, 834 

7.02 

1952.... 

7,  023, 582 

540, 000 

6,  483, 582 

7.69 

1951.... 

7, 008,  444 

535,  000 

6, 473, 444 

7. 63 

1950.... 

6,  616, 103 

415,000 

6, 201,103 

6.  27 

1949.— 

4,  940,  029 

270, 000 

4, 670, 029 

5.  47 

1948— 

5, 679,  055 

333, 000 

5,  346,  055 

5.86 

1947.... 

2,  827,  824 

159, 000 

2,  668, 824 

5.  62 

1946— 

2, 532,  718 

151,  000 

2,381,718 

5.96 

1945.... 

2,  622, 301 

157, 075 

2, 365, 226 

6.23 

Company  Q 


Year 

Net  income 
before 
income 
taxes 

Income 

taxes 

Net  income 
after 
income 
taxes 

Percent 
of  in¬ 
come 
taxes  to 
income 
before 
taxes 

1958— 

$16, 344, 274 

$3, 271, 000 

$12, 873, 274 

20.26 

1957— 

19,  137,  735 

4,  500, 000 

14,  637,  735 

23. 51 

1956.... 

10,  690, 947 

2,  703, 000 

7,  887,  947 

25.  52 

1955— 

13, 034, 071 

1,  852, 000 

11, 182,  071 

14.21 

1954— 

14,  484,  813 

1,  967, 000 

12,  517,813 

13.58 

1953— 

12,  815,  586 

1, 143,  000 

11,  672,  586 

8.92 

1952.... 

9,  570,  934 

602,  000 

8,  968, 934 

6.29 

1951.... 

8, 190,  680 

385, 000 

7,  805,  680 

4.70 

1950— 

6,  263,  638 

400,  000 

5,  863,  638 

6.  39 

1949.... 

5, 183,  830 

210,  000 

4, 973,  830 

4.  05 

1948.... 

7,  713,  057 

407,  623 

7,  305,  434 

5.28 

1947.... 

3, 896, 936 

85, 000 

3,811,  936 

2.02 

1946.... 

1,  614,  888 

65,  000 

1,  549, 888 

4.  02 

1945— 

997, 075 

40,000 

957, 075 

4.  01 

Company  R 


Year 

Net  income 
before 
income 
taxes 

Income 

taxes 

Net  income 
after 
income 
taxes 

Percent 
of  in¬ 
come 
taxes  to 
income 
before 
taxes 

1958— 

$3, 620, 312 

1  $968, 000 

$4,588,312 

1957.... 

6, 908,  969 

882, 000 

6, 026, 969 

12. 77 

1956.... 

10,  595,  588 

2,  640, 000 

7,955,588 

24.92 

1955.... 

8, 052,  718 

1, 164,  559 

6,  S88, 159 

14.46 

1954.... 

8, 395,  561 

1,636,500 

6,  759,  061 

19.  49 

1953.... 

11,  536,  428 

3, 477, 350 

8,059,078 

30. 14 

1952.... 

13,  532,  095 

3,  884,  000 

9,  648,  095 

28.  70 

1951.... 

14, 940,  795 

4,  645, 000 

10, 295,  795 

30.11 

1950.... 

10,  850,  226 

2, 351,  801 

8, 498,  425 

21.68 

1949.... 

6, 470,  610 

299, 023 

6, 171,  687 

4.62 

1948.... 

8,  229,  656 

1,  635, 000 

6,  594,  656 

19.87 

1947.... 

4, 773,  864 

576,  444 

4,197,420 

12.07 

1946.... 

2,  475,  239 

370, 000 

2, 105,  239 

14.  95 

1945.... 

1, 983,  259 

252,  500 

1,  730,  759 

10.27 

1  Credit. 

Company  S 


Year  2 

Net  income 
before 
income 
taxes 

Income 

taxes 

Net  income 
after 
income 
taxes 

Porcent 
of  in¬ 
come 
taxes  to 
income 
before 
taxes 

1958 >.. 

$3,337, 324 

2  $236,  642 

$3, 100, 682 

7.09 

1957  i.- 

4, 712, 841 

330,000 

4,  382,  841 

7.00 

1957.... 

4,  712, 841 

330, 000 

4, 382,  841 

7.02 

1956.... 

4, 060,  798 

260,  000 

.  3,800,798 

6.40 

1955.... 

4,284,  521 

220, 000 

4, 064, 521 

5.13 

1954— 

5,  241, 179 

43, 000 

6, 198, 179 

.82 

1953— 

5, 525,  948 

583, 000 

4,  942, 948 

10.  55 

1952  ... 

5, 618,  762 

1,  425, 000 

4, 193, 762 

25.36 

1951.... 

5, 280,  678 

964,  000 

4,316,  578 

18.26 

1950.... 

2, 944,  322 

191, 000 

2,  753, 322 

6.  49 

1949.... 

4,  736, 153 

342, 000 

4,394, 153 

7. 22 

1948.... 

4, 213, 001 

266, 000 

3, 947, 001 

6.  31 

1947.... 

3, 200, 034 

160,000 

3, 040,  034 

4.99 

1946— 

1,809,404 

30,000 

1,779,404 

1.60 

1 12  months  ended  June  30. 

2  Includes  credit  of  $171,6*12  prior  years’  tax  adjustment. 


Note. — In  total  analysis  1956=1957  for  his  company, 
etc. 


Company  T 


Year 

Net  income 
before 
income 
taxes 

Income 

taxos 

Net  income 
after 
income 
taxes 

Percent 
of  in¬ 
come 
taxes  to 
income 
before 
taxes 

1958.... 

$1, 011, 165 

1  $235, 320 

$1,  246,  485 

0 

1957 _ 

701, 822 

0 

701,  822 

0 

1956.... 

949,  659 

138, 000 

811,  659 

14.53 

1955.... 

1, 385, 335 

185, 000 

1,200,  335 

13.  35 

1954.... 

542,  208 

2,500 

539,  708 

4.61 

1953— 

408, 107 

408, 107 

1952.... 

431,  569 

431,  569 

1951  .. 

273j  473 

273, 473 

1950.... 

183",  116 

5,000 

178, 116 

2.73 

1949  . 

‘  6, 000 

>  6, 000 

i  Credit. 

Company  V 


Year 

Net  income 
before 
income 
taxes 

Income 

taxes 

Net  income 
after 
income 
taxes 

Percent 
of  in¬ 
come 
taxes  to 
income 
before 
taxes 

1958—. 

(>) 

$11,  719, 324 

-(J) 

$560,  482 

(>) 

$11, 158,  842 

1957 _ 

4.78 

1956— 

9,  568,  842 

200,  000 

9, 368,  842 
8.  440,  810 

2. 09 

1955  2. . 

9,  340,  810 

900,000 

9.64 

1954— 

7,  805,  307 

335,  000 

7,  470,  307 

4.29 

1953  — 

7, 140, 132 

600,  000 

6,  540, 132 

8.40 

1952— 

7,  715,  591 

1,000,000 

6,  715,  591 

12.  96 

1951  — 

10,  239,  600 

2,  900,  000 

7, 396, 000 

28.32 

1950— 

7,  659,  000 

1,  200,  000 

6,  459, 000 

15.  67 

1949.... 

6,  656,  347 

875,  000 

5,  781,  347 

13.15 

1948— 

9,  030,  713 

2,  250,  000 

6,  780,  713 

24.  91 

1947— 

7, 191,  002 

1,  250,  000 

5,  941,  002 

17.  3S 

1946— 

3,  400,  586 

400,000 

3, 000,  580 

11.76 

»  Not  available. 

2  Restated  to  conform  with  accounting  practice  effec¬ 
tive  Jan.  1,  1956— method  of  charging  intangible  develop¬ 
ment  costs  was  changed.  1956  net  income  would  have 
been  $1,470,000  less  without  such  change. 

Company  V,  liquidated 


Year 

Net  income 
before 
income 
taxes 

Income 

taxes 

Net  income 
after 
Income 
taxes 

Percent 
of  in¬ 
come 
taxes  to 
income 
before 
taxes 

1954  ... 

$4, 173, 767 
3, 951, 367 

$4, 173, 767 
3, 601, 367 

1953— 

$350,  000 

8.86 

1952.. .. 

1951.. . 

4, 414, 623 
3, 112, 871 

1, 904, 836 

660,000 

3, 754, 623 
3, 112, 871 
1, 378, 836 

14.95 

1950.... 

626, 000 

27.61 

1949— 

‘  592, 448 

7,500 

584, 948 

1. 26 

1948— 

461, 640 

2,400 

459, 240 

.52 

1947.... 

416,  506 

4, 100 
11,282 

612,  406 

.98 

1946— 

328,  052 

316,  770 

3.44 

19462.. 

176,  841 

5, 250 

171,  591 

2.  97 

1945  2.. 

298,  539 

6,127 

287, 412 

2.00 

1  Before  $653,408  loss  on  wells  abandoned. 

2 12  months  ended  Apr.  30.  In  1946,  the  company 
changed  to  a  calendar  year  basis,  so  1946,  taxes  are  shown 
both  ways. 

Company  W 


Year  1 

Net  income 
before 
income 
taxes 

Income 

taxes 

Net  income 
after 
income 
taxes 

Percent 
of  in¬ 
come 
taxes  to 
income 
before 
taxes 

19581.. 

$16,  726,  337 

2  $175, 000 

$16,  551, 337 

1.05 

1957 1-. 

18,  877,  389 

0 

18,  877,  389 

0 

1957 

18,  877,  389 

IS,  877, 389 

1956 

5, 040,  752 

2  5, 040, 752 

1956  4 

'  (5)' 

'  (*)' 

1955  .. 

3, 395,  446 

3, 395, 446 

1954— 

10|  200, 388 

*  100, 000 

10, 360, 388 

O 

1953— 

11,  500,  382 

«  500, 000 

12,  000,  382 

0) 

1952— 

12, 100, 165 

200,  000 

11,  900, 165 

1.65 

1951 _ 

15, 195,  639 

1,  900,  000 

13,  295,  639 

12.03 

1950— 

7, 128,  542 

200,000 

6,  928,  542 

2.  81 

1949— 

7,  483,  443 

200,  000 

7,  283,  443 

2.67 

1948— 

17,  917,  474 

3,000,000 

14,  917,  474 

16.74 

1947.... 

5,  266,  897 

400,000 

4, 866,  897 

7.59 

1946.... 

1,  844, 156 

1,  844, 156 

1945— 

5,  422,  254 

450,000 

4,  972,  254 

8.29 

1962 
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1 12  months  ended  Ang.  31. 

>  Foreign  income  taxes. 

s  Same  for  both  consolidated  and  company  only. 

■'  Consolidated. 

5  Same 
« Credit. 

’  Credit  taxes. 

Note.— In  total  analysis,  1956=1957  on  this  company, 
etc. 


Company  X 


Year 

Net  income 
before 
income 
taxes 

Income 

taxes 

Net  income 
after 
income 
taxes 

Percent 
of  in¬ 
come 
taxes  to 
income 
before 
taxes 

1958.... 

$4, 642, 978 

$670, 023 

$3, 972, 955 

14.43 

1957.... 

7, 670, 654 

840,  709 

6,  829, 945 

10. 96 

1950— 

6, 057, 708 

400. 000 

5,  657,  708 

6.  60 

1955 _ 

1954 _ 

1953 _ 

6, 720, 029 
5, 245,  527 
4,  470, 659 

400,  000 

6,  320, 029 
6, 245,  527 
4, 230,  659 

5. 95 

240, 000 

5.37 

1952— 

3, 635, 498 

450,  000 

3, 185,  498 

12. 38 

1951— 

3, 702,  765 

550,  000 

3, 152, 765 

14.  85 

1950— 

3, 770,  706 

696,  200 

3, 047,  506 

18.46 

1949— 

4, 022, 266 

640, 907 

3, 381, 359 

15.93 

1948 _ 

4,731,952 

901,  906 

3,  830, 046 

19.  06 

1947— 

2, 940,  750 

597,  621 

2, 343, 129 

20. 32 

1946— 

1945.... 

1, 394,  512 
666,  557 

163, 973 

1, 230,  539 
666, 557 

11.75 

- 

Company  Y 


Year 

Net  income 
before 
income 
taxes 

Income 

taxes 

Net  income 
after 
income 
taxes 

Percent 
of  in¬ 
come 
taxes  to 
income 
before 
taxes 

1958. 

$6, 231, 481 

0 

$6, 231,  481 

0 

1957... 

7, 802, 218 

$570. 000 

7, 232, 218 

7. 31 

1956.  .. 

7, 859,  694 

650, 000 

7, 209, 694 

8.27 

1955... 

8.  449,  374 

500,000 

7, 949, 374 

5.  92 

1954 _ 

8, 256, 034 

400, 000 

7, 856, 034 

4.  85 

1953... 

8,874,068 

1,  275, 000 

7,599, 068 

14.37 

1952... 

8, 101, 335 

1, 255,  000 

6,  846,  335 

15.49 

1951 ... 

8,  009, 124 

1, 185,  000 

6, 824, 124 

14. 79 

1950... 

7, 047,  367 

1, 050, 000 

5,997,367 

14.89 

1949... 

7, 048, 753 

710,  000 

6, 338, 753 

10.07 

1948... 

9, 186,  038 

1, 725, 000 

7, 461,  038 

18.  78 

1947. .. 

4, 883, 907 

760,  000 

4, 123, 907 

15.  56 

194G. _. 

2, 428, 249 

315,  000 

2, 113, 249 

12.97 

1945... 

1, 934,  850 

175, 000 

1,  759,  850 

9. 04 

Company  Z 


Year 

Net  income 
before 
income 
taxes 

Income 

taxes 

Net  income 
after 
income 
taxes 

Percent 
of  in¬ 
come 
taxes  to 
income 
before 
taxes 

1968— 
1957— 
1956  l.. 
1956 
1955— 

1954 _ 

1953 _ 

$2, 065,  816 
2, 215,  290 
746,  447 
1,  602, 988 
1, 262, 177 
1,  720, 086 
1,  508, 988 
1, 547, 048 
703, 747 
151, 488 
154, 707 
134, 881 

0 

0 

$2,065,816 

1  2, 215,  290 
746,  447 
1,  602, 988 
1,262,177 
1, 720, 086 
1,058,988 
1,  547, 048 
703,  747 
151,488 
154,  707 
134, 881 

0 

0 

1951 _ 

1950 _ 

1949 _ 

1948.... 

1  Adjusted. 

2  7  months  ending  Dec.  31. 

» In  totals  analysis.  May  31  ending  years  used. 
Note.— Years  end  May  31  prior  to  1957. 


Company  A-Z 


Percent 

Net  income 

Net  income 

of  in- 

before 

Income 

after 

come 

Year 

income 

taxes 

income 

taxes  to 

taxes 

taxes 

income 

before 

taxes 

1958.... 

$909, 982 

0 

$909, 982 

0 

1957— 

1956.... 

1955 _ 

1954 _ 

1953 _ 

891, 025 
783,082 
981,994 
647, 516 
1,008,416 

0 

891,025 
783, 082 
981,994 

0 

647, 516 
928, 416 

$80,000 

7.93 

1952— 

1951.... 

768,  664 
1, 143, 004 

768, 664 

283, 000 

860',  004 

24.76 

1950— 

1949— 

1948— 

969, 156 
394,  227 
874, 306 

264, 774 

704,382 
394,  227 
701,306 

27.32 

173, 000 

19.79 

1947— 

1946 _ 

1945 _ 

665, 289 
227, 789 
322, 232 

73, 000 

582, 289 
227,  789 
332, 232 

11.14 

Company  B-Z 


Net  Income 

Net  income 

Percent 
of  in- 

before 

Income 

after 

come 

Year 

income 

taxes 

taxes 

income 

taxes 

taxes  to 
income 
before 
taxes 

1958... . 

1  $31,  647,  420 

2  $4,  074,  902 

$33, 825, 276 

1957.... 

35,  009,  503 

2  1,  827,  610 

35, 669,  759 

1  State  and  foreign  income  taxes  included. 

2  Credit. 


Mr.  LAUSCHE.  Mr.  President,  will 
the  Senator  yield? 

Mr.  DOUGLAS.  I  yield. 

Mr.  LAUSCHE.  Mr.  President,  I  con¬ 
cur  in  what  the  Senator  has  said.  What 
extenuating  argument  can  the  compa¬ 
nies  give  to  these  devastating  figures, 
when  it  is  pointed  out  that  if  it  were  a 
corporation  other  than  an  oil  company, 
the  taxes  would  have  been  much  high¬ 
er,  whereas  the  taxes  paid  by  the  oil 
companies  are  practically  nothing? 

Mr.  DOUGLAS.  The  Senator  from 
Ohio  has  been  in  the  Senate  ever  since 
1957.  He  has  heard  the  defense  made 
of  the  depletion  allowance  from  time  to 
time,  that  it  is  necessary  to  develop  ex¬ 
ploration,  that  the  oil  industry  is  a  great 
industry  in  the  economy  of  Oklahoma 
and  Texas  and  Kansas  and  other  States 
that  are  dependent  upon  it,  and  so  forth. 

Mr.  LAUSCHE.  The  fact  is  that  these 
profits  are  fixed  and  they  will  continue 
to  be  fixed  into  the  future  each  year  that 
follows,  except  for  an  economic  break¬ 
down,  and  they  still  will  be  paying  prac¬ 
tically  no  taxes,  while  other  corporations 
will  be  paying  52  percent  in  taxes. 

Mr.  DOUGLAS.  The  Senator  is  cor¬ 
rect.  It  is  one  of  the  great  scandals  of 
our  tax  system. 

Mr.  PROXMIRE.  Mr.  President,  will 
the  Senator  yield? 

Mr.  DOUGLAS.  I  yield  for  a  question. 

Mr.  PROXMIRE.  The  Senator  has 


put  into  the  Record  a  series  of  very  im¬ 
pressive  statistics,  showing  that  many  big 
firms  in  the  oil  industry  pay  no  taxes 
year  after  year,  or  very  small  taxes,  and 
in  most  instances  cited  by  the  Senator 
they  paid  far  less  than  10  percent  in 
taxes. 

I  invite  the  attention  of  Senators  to 
the  fact  that  to  my  certain  knowledge 
one  of  the  biggest  oil  companies,  within 
the  past  year  has  made  more  than  $50 
million  in  profits.  What  did  it  pay  in 
taxes?  Nothing.  It  received  a  $750,000 
refund  from  the  Government. 

This  is  not  something  that  has  hap¬ 
pened  years  ago.  It  is  happening  today. 

It  will  happen  next  year.  The  Govern¬ 
ment  will  continue  to  lose  this  money. 

Is  not  the  economic  basis  for  all  this  the 
fact  that  the  percentage  depletion  per¬ 
mits  someone  who  has  invested  in  an 
oil  property  to  get  far  more  of  a  tax 
writeoff  than  the  cost  of  the  oil  prop¬ 
erty.  He  can  write  off  more  than  the 
cost  of  the  oil  property.  One  study  made 
by  the  Truman  administration,  showed 
that  on  the  average  these  companies  are 
able  to  write  off  their  investment  not 
once,  not  twice,  not  10  times,  but  19 
times.  They  write  it  off  over  and  over 
and  over  again. 

Mr.  DOUGLAS.  That  has  occurred. 

Mr.  PROXMIRE.  What  the  Senator 
from  Illinois  is  doing  is  not  to  provide 
that  they  can  write  it  off  once  or  twice, 
but  that,  as  I  calculated  on  the  basis  of 
studies  that  have  been  made  before,  on 
the  average  they  can  write  it  off  about 
10  times  instead  of  the  19  times  that 
is  now  average.  So  what  the  Senator  ^ 
has  proposed  in  a  very  modest  restraint 
on  the  profit,  after  taxes,  of  the  huge  oil 
companies. 

Mr.  DOUGLAS.  I  am  continually 
astounded  at  my  own  moderation.  I  say 
to  the  oil  industry  that  the  blind  and 
powerful  opposition  which  they  have 
given  to  even  this  modest  improvement 
may  stir  up  against  them  a  justifiable  in¬ 
dignation  which  ultimately  will  sweep 
away  the  whole  system  of  depletion. 

Mr.  PROXMIRE.  Is  it  not  true  that 
one  of  the  reasons  why  this  enormous 
value  of  oil  depletion  has  developed  has 
nothing  to  do  with  the  intent  of  Congress 
when  it  passed  the  law,  because  at  the 
time  in  1926,  when  the  depletion  allow¬ 
ance  went  into  the  law,  the  corporation 
income  tax  was  about  13  percent? 

Mr.  DOUGLAS.  The  value  of  the  al¬ 
lowance  then  amounted  to  7  percent. 

Mr.  PROXMIRE.  So  now  with  the 
corporation  income  tax  at  52  percent,  the 
value  of  the  depletion  allowance  is  ap¬ 
proximately  four  times  as  great;  and  the 
amendment  of  the  Senator  from  Illinois 
would  simply  reduce  the  depletion  value 
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for  the  big  companies  to,  roughly,  60  per¬ 
cent  of  what  it  is  at  the  present  time. 

Mr.  DOUGLAS.  That  is  correct. 

Mr.  PROXMIRE.  Once  again,  the 
amendment  of  the  Senator  from  Illinois 
is  modest,  because  it  would  not  return  the 
value  of  the  depletion  allowance  to  what 
it  was  initially,  when  the  law  was  passed 
in  1926;  it  would  go  only  halfway  toward 
that  objective. 

Mr.  DOUGLAS.  That  is  correct. 

Mr.  PROXMIRE.  The  Senator  from 
Illinois  pointed  out  that  the  economic 
effect  of  the  depletion  allowance  has 
been  not  only  to  give  some  wealthy  per¬ 
sons  and  some  big  corporations  a  tre¬ 
mendous  tax  advantage,  but  also  to  pro¬ 
vide  for  overinvestment — a  heavy  over¬ 
investment — and  a  misallocation  of 
America’s  economic  resources. 

Mr.  DOUGLAS.  Yes;  this  is  some¬ 
thing  which  is  not  commonly  under¬ 
stood. 

Mr.  PROXMIRE.  And  it  is  perhaps 
one  of  the  most  important  economic  ef- 
fccis 

Mr.  DOUGLAS.  It  is  one  of  the  most 
important  economic  effects. 

Mr.  PROXMIRE.  Is  it  not  true,  how¬ 
ever,  that  oil  companies  are  able  to 
maintain  high  profits  or  increased 
profits  at  the  expense  of  the  consumer 
by  operating  on  the  basis  of  restrain¬ 
ing  their  production,  so  that  at  the  pres¬ 
ent  time  in  Texas  the  oilfields  pump 
only  8  or  10  days  a  month?  In  other 
words,  they  operate  far,  far  below  ca¬ 
pacity,  and  some  oil  firms  that  are  suc¬ 
cessful  in  maintaining  a  tax  advantage 
are  also  successful  in  imposing  quotas  on 
the  importation  of  oil. 

Mr.  DOUGLAS.  That  is  correct. 

Mr.  PROXMIRE.  So  the  American 
consumer  gets  virtually  no  benefit  what¬ 
soever  from  the  enormous  tax  advan- 

Mr.  DOUGLAS.  And  the  question 
might  very  well  be  asked:  If  the  great 
Texas  field  is  producing  during  only  8 
or  10  days  a  month,  is  it  wise  to  drill 
additional  wells  under  those  circum¬ 
stances? 

Mr.  PROXMIRE.  That  is  exactly 
what  the  present  depletion  allowance 
encourages. 

Mr.  DOUGLAS.  Yes.  The  Senator’s 
questions  are  extremely  good. 

Mr.  PROXMIRE.  Is  it  not  true  that 
in  the  bill  the  oil  companies  or  oil  in¬ 
dustry  gets  another  tax  advantage  which 
seems  extremely  hard  to  justify,  in  that 
gas  pipelines  receive  a  special  treatment 
not  given  to  other  utilities,  namely,  a  7- 
percent  investment  credit,  as  contrasted 
with  the  3-percent  investment  credit 
permitted  all  other  utilities? 

Mr.  DOUGLAS.  That  is  correct.  The 
Senator  from  Wisconsin  a  few  days  ago 
made  a  great  fight  against  that;  but  the 
steamroller  went  over  him,  and  the  7- 
percent  investment  credit  for  the  gas 
pipelines  was  retained.  This  is  one  of 
the  many  injustices  contained  in  the  bill. 

Mr.  PROXMIRE.  So  rather  than  hav¬ 
ing  the  effect  in  this  tax  reform — and 
this  is  supposed  to  be  a  tax  reform  bill — 
of  cutting  back  on  the  excessive  privi¬ 
leges  which  this  most  profitable  industry 
in  America  now  enjoys,  the  bill  aggra¬ 
vates  and  enhances  the  unjustifiable  and 


unjustified  profits  advantages  which  the 
gas  and  oil  industry  already  enjoys. 

Mr.  DOUGLAS.  The  bill  opens  more 
loopholes  than  it  closes. 

Mr.  President,  one  of  the  really  major 
loopholes  in  the  tax  code  is  the  method 
by  which  capital  gains  may  be  applied 
to  oil  and  gas  properties.  Because  this 
subject  is  little  understood,  I  have  again 
asked  that  a  memorandum  be  prepared 
concerning  it.  I  ask  unanimous  consent 
that  the  memorandum,  entitled  “Appli¬ 
cation  of  Capital  Gains  Treatment  to 
Income  From  Oil  and  Gas  Properties,” 
be  printed  at  this  point  in  the  Record. 

There  being  no  objection,  the  memo¬ 
randum  was  ordered  to  be  printed  in  the 
Record,  as  follows: 

Application  op  Capital  Gains  Treatment  to 
Income  From  Oil  and  Gas  Properties 

A  taxpayer  owning  rights  in  an  oil  and  gas 
property  may  sell  a  fractional  share  in  these 
rights  and  claim  capital  gains  treatment 
with  respect  to  the  excess  of  the  proceeds 
from  the  sale  over  his  adjusted  basis  in  the 
fractional  share  sold.  The  character  of  the 
fractional  share  as  a  capital  asset  within  the 
meaning  of  section  1221  of  the  Internal 
Revenue  Code  of  1954  is  not  and  has  not 
been  seriously  questioned.  The  distinguish¬ 
ing  characteristic  of  such  fractional  shares 
is  that  the  original  owner  permanently  di¬ 
vests  himself  of  all  interests  therein,  i.e„ 
no  provision  is  made  for  a  return  of  the 
rights  to  him  after  a  specified  period  of  time, 
or  after  a  specified  volume  of  production  or 
number  of  dollars  of  royalties  realized  with 
respect  to  the  fractional  share. 

On  the  other  hand,  for  some  considerable 
time  past  there  has  been  considerable  con¬ 
fusion  about  the  tax  treatment  of  “carved 
out”  oil  payments.  These  differ  from  assign¬ 
ment  or  sale  of  fractional  shares  in  that  the 
taxpayer  does  not  permanently  relinquish 
rights  to  income  in  the  oil  and  gas  property 
but  merely  assigns  or  sells  some  portion 
thereof  for  a  limited  period  of  time.  For 
example,  he  may  sell  the  next  2  years’  pro¬ 
duction,  or  the  next  100,000  barrels,  or  the 
next  $1  million  worth  of  output.  Upon  satis¬ 
faction  of  these  conditions,  the  rights  revert 
to  the  taxpayer.  Numerous  court  decisions, 
at  variance  with  Treasury  rulings,  main¬ 
tained  that  the  proceeds  from  such  sales 
should  be  treated  as  capital  gains. 

Quite  recently,  however,  the  U.S.  Supreme 
Court  in  the  Lake  case,  ruled  that  proceeds 
from  sale  or  exchange  of  carved-out  oil  pay¬ 
ments  were  to  be  construed  as  realization 
of  future  income  and  therefore  subject  to 
ordinary  income-tax  treatment.  The  Treas¬ 
ury  Department  apparently  feels  that  the 
Supreme  Court  ruling  is  sufficiently  broad 
and  sufficiently  definite  as  to  preclude  fur¬ 
ther  dispute  about  the  tax  treatment  of 
carved-out  oil  payments.  However,  the  in¬ 
genuity  of  the  American  taxpayer  must  never 
be  underestimated. 

Mr.  PROXMIRE.  Mr.  President,  it  is 
my  understanding,  on  the  basis  of  esti¬ 
mates  by  the  Committee  on  Unessential 
Expenditures  that  the  concession  to  the 
gas  industry,  made  in  the  bill,  under  the 
investment  credit  provision,  will  be  worth 
more  than  $51  million  to  them,  in  addi¬ 
tion  to  the  other  advantages  which  they 
already  have. 

Mr.  DOUGLAS.  I  think  that  is  a  con¬ 
servative  estimate. 

Mr.  MORSE.  Mr.  President,  will  the 
Senator  from  Illinois  yield? 

Mr.  DOUGLAS.  I  yield. 

Mr.  MORSE.  I  always  find  it  very 
educational  to  listen  to  the  Senator  from 
Illinois,  and  to  a  great  seminar  when  I 


September  5 

listen  to  a  colloquy  between  the  Senator 
from  Illinois  and  the  Senator  from  Wis¬ 
consin  [Mr.  Proxmire]  .  I  have  enjoyed 
the  educational  aspect  in  regard  to  the 
shocking  injustice  to  the  American  peo¬ 
ple,  symbolized  by  the  bill. 

Could  the  Senator  from  Illinois  cite 
to  me  to  any  article  in  the  Democratic 
platform  of  1960  which  would  justify  the 
bifi? 

Mr.  DOUGLAS.  No. 

Mr.  MORSE.  Does  the  Senator  from 
Illinois  think  the  Senator  from  Oregon 
would  be  mistaken  in  his  point  of  view 
if  he  expressed  the  opinion  that  the  bill 
cannot  be  reconciled  with  the  Demo¬ 
cratic  platform  of  1960? 

Mr.  DOUGLAS.  I  do  not  believe  it  can 
be  reconciled.  It  is  my  intention  to 
vote  against  the  bill  in  its  present  form. 

Mr.  MORSE.  Is  it  not  true  that  the 
Democratic  Party  in  its  platform  in  1960 
sought  to  hold  out  some  hope  to  the  peo¬ 
ple  of  the  country  to  pass  a  tax  reform 
bill  which  deserved  the  name? 

Mr.  DOUGLAS.  That  promise  was 
held  out  to  the  American  people. 

Mr.  MORSE.  The  other  day,  in  an¬ 
nouncing  my  opposition  to  the  bill,  I 
characterized  the  bill  as  one  which  could 
best  be  described  as  a  bill  for  tax  dodg¬ 
ers.  Does  the  Senator  from  Illinois  be¬ 
lieve  that  that  was  an  unfair  description 
of  the  bill,  from  the  account  which  the 
Senator  is  now  giving  to  the  Senate  as 
to  how  the  bill  increases  the  ducking 
and  dodging  ability  of  the  oil  industry 
to  escape  more  taxes  than  it  otherwise 
has  been  able  to  escape? 

Mr.  DOUGLAS.  I  should  prefer  to  say 
that  the  bill  is  an  unbalanced  bill.  It 
gives  rewards  to  the  wealthy  and  the 
powerful  and  denies  protection  to  the 
average  American. 

So  far  as  the  oil  industry  is  concerned, 
except  for  the  gas  pipelines,  it  is  true 
that  the  bill  does  not  make  things  any 
worse  than  they  are  now ;  but  it  does  not 
make  any  improvement. 

Mr.  MORSE.  A  few  minutes  ago  the 
Senator  from  Illinois  said  he  was  sur¬ 
prised  at  his  own  moderation.  I  think 
the  statement  he  has  just  made  is  one 
of  his  great  understatements,  because  I 
still  am  of  the  opinion  that  the  descrip¬ 
tion  of  the  bill  as  stated  by  the  Senator 
from  Oregon  is  a  much  more  accurate 
one  than  the  modest  understatement  of 
the  Senator  from  Illinois. 

Mr.  DOUGLAS.  I  expect  to  join  with 
the  Senator  from  Oregon  in  voting 
against  the  bill.  I  appreciate  the  serv¬ 
ices  which  he  has  given. 

Mr.  President,  in  addition,  I  ask  unani¬ 
mous  consent  to  have  printed  at  this 
point  in  the  Record  a  paper  entitled 
“Writeoffs,  Cost  Depletion,  and  Per¬ 
centage  Depletion — An  Appraisal,”  writ¬ 
ten  by  Paul  Haber,  doctor  of  jurispru¬ 
dence  and  doctor  of  philosophy. 

There  being  no  objection,  the  paper 
was  ordered  to  be  printed  in  the  Record, 
as  follows: 

Writeoffs,  Cost  Depletion,  and  Percent¬ 
age  Depletion — An  Appraisal 
(By  Paul  Haber,  J.D.,  Ph.  D.) 

INTRODUCTION 

Our  Federal  tax  system  Is  supposed  to  be 
based  on.  the  principle  of  progressive  tax¬ 
ation  or  “ability  to  pay” — the  higher  the  net 
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income,  the  higher  the  rate  of  tax.  In  the 
case  of  taxpayers  who  engage  in  the  business 
of  crude  oil,  however,  this  principle  is  made 
to  work  in  reverse — the  higher  the  net  in¬ 
come  from  the  production  and  sale  of  crude 
oil,  the  lower  the  rate  of  tax. 

There  seems  to  be  considerable  miscon¬ 
ception  as  to  the  true  value  of  the  tax  sub¬ 
sidy  to  crude  oil.  It  is  generally  assumed 
that  it  consists  of  “percentage  depletion” 
only,  which  is  supposed  to  be  worth  about 
$1.5  billion  a  year.  Those  who  are  ac¬ 
quainted  with  the  subject  know  that  the 
“writeoffs”  subsidy  is  worth  at  least  $7 
billion  more.  Nobody,  however,  seems  to  be 
aware  of  the  fact  that  “cost  depletion”  also 
represents  a  subsidy  to  crude  oil.  Because 
this  last  subsidy  is  concealed  in  a  provision 
of  the  code  which  on  the  surface  seems  to 
have  nothing  to  do  with  depletion,  it  seems 
to  have  escaped  everybody’s  attention.  It 
is  the  “sleeper”  subsidy  and  it  is  costing 
the  country  at  least  $5  billion  a  year. 

WHO  ENTERS  THE  CRUDE  OIL  BUSINESS? 

Consider  the  tax  situation  of  individuals 
in  the  following  groups: 

1.  The  stockholders  who  own  large  blocks 
of  stock  in  the  corporations  listed  on  the 
various  stock  exchanges,  who  receive  fabu¬ 
lous  incomes  from  dividends; 

2.  The  active  heads  of  these  listed  corpora¬ 
tions,  who  receive  substantial  salaries  for 
their  services  and  dividends  on  any  stock 
they  may  own  in  the  corporation; 

3.  The  professional  advisers  for  these  cor¬ 
porations,  who  receive  large  fees  for  their 
services; 

4.  The  movie  stars  and  other  independent 
professional  men  who  earn  large  salaries  and 
fees; 

5.  The  more  than  150,000  partners,  stock¬ 
holders,  and  sole  proprietors,  who  own  the 
thousands  of  medium-size  businesses  in  this 
country,  who  derive  substantial  income  from 
dividends,  salaries,  interest,  or  profits. 

The  more  than  200,000  individuals  who 
compromise  these  5  groups  derive  incomes 
anywhere  from  $100,000  to  $25  million  a  year, 
are  subject  to  taxes  in  the  very  top  brackets. 
Would  it  be  reasonable  to  assume  that  if 
these  people  are  smart  enough  to  earn  such 
large  incomes,  they  are  naive  enough  to  pay 
it  out  in  taxes?  Especially,  when  the  tax 
laws  applicable  to  crude  oil  oiler  them  a  safe 
and  sure  way  out  by  transforming  the  “pro¬ 
gressive  tax  rates”  into  “regressive  tax  rates,” 
so  that  instead  of  paying  out  90  percent  of 
their  incomes  in  taxes  and  keeping  10  per¬ 
cent  they  are  able  to  keep  90  percent  and  pay 
out  10  percent? 


will  come  out  a  happier  man  drilling  for  oil 
than  he  would  be  paying  income  taxes. 
When  a  taxpayer  enters  the  crude  oil  busi¬ 
ness,  he  forgets  about  income  taxes;  there 
simply  are  not  any  to  pay,  as  we  shall  see 
below. 

The  best  evidence  as  to  Mr.  Smith’s  proba¬ 
bilities  of  becoming  a  happy  and  prosperous 
oilman  can  be  attested  by  the  more  than 
55,000  wells  which  are  being  drilled  each  year 
in  this  country,  at  an  average  cost  of  $150,000 
per  well,  or  a  total  cost  of  $2,250  million  a 
year.  We  are  drilling  in  this  country  six  times 
as  many  wells  as  the  rest  of  the  world  does, 
even  though  our  oil  reserves  are  less  than 
one-sixth  the  world’s  reserves  (our  30  billion 
barrels  to  the  world’s  200  billion  barrels). 

Drilling  for  oil  is  like  playing  dice  with  the 
Treasury:  “Heads  I  win,  tails  you  lose,”  with 
the  Treasury  always  on  the  losing  end.  As  a 
matter  of  fact,  high  tax  rates  are  a  boon  to 
the  crude  oil  industry  rather  than  a  burden, 
because  the  higher  the  rate  of  tax  the  lower 
the  net  cost  (the  after-tax  cost)  of  the  drill¬ 
ing  operation.  This  explains  why  the  Ameri¬ 
can  Petroleum  Institute  does  not  support  the 
National  Association  of  Manufacturers  in  its 
fight  to  reduce  the  top  tax  bracket  from  90 
percent  to  40  percent.  If  the  rate  were  re¬ 
duced  to  40  percent,  the  search  for  crude  oil 
would  fall  off  tremendously,  because  the 
taxpayer’s  share  of  the  cost  of  the  search 
would  have  been  increased  from  10  percent 
(100  percent  less  90  percent  tax)  to  60  per¬ 
cent  ( 100  percent  less  40  percent  tax) .  As  a 
matter  of  fact,  the  phenomenal  growth  of 
the  crude  oil  industry  dates  back  to  the  year 
1940,  the  year  in  which  the  wartime  rates 
were  first  brought  into  the  statute. 

It  is  evident  from  the  above  that  taxwise 
it  is  far  more  profitable  when  the  drilling 
operation  is  done  by  a  taxpayer  (as  an 
individual)  who  is  in  the  90  percent  tax 
bracket  than  by  a  corporation  which  is 
subject  to  the  52  percent  tax  bracket.  That 
is  why  at  least  40,000  wells  a  year,  out  of 
the  total  of  55,000,  are  drilled  by  individual 
taxpayers  and  only  15,000  are  drilled  by  the 
major  oil  companies.  On  this  altogether 
plausible  assumption,  the  value  of  the 
“writeoffs”  subsidy  is  $6,557  million,  com¬ 
puted  as  follows: 

90  percent  of  40,000  wells 

multiplied  by  $150,000 _ $5,  400,  000,  000 

52  percent  of  15,000  wells 

multipled  by  $150,000 — 1,  157,  000,  000 


Total  value  of  tax 

subsidy _  6,  557,  000,000 

THE  “COST  DEPLETION”  SUBSIDY 


THE  WRITEOFFS  SUBSIDY 

Mr.  Smith,  whose  income  is  $1  million  a 
year,  decides  to  avail  himself  of  the  tax  sub¬ 
sidies  to  crude  oil  instead  of  paying  a  90-per¬ 
cent  tax  on  the  income.  He  spends  his  in¬ 
come  buying  fractional  interests  in  a  large 
number  of  pools  or  joint  ventures  which  en¬ 
gage  in  the  search  for  oil.  In  this  manner, 
he  spreads  the  risk  over  a  large  number  of 
drilling  operations,  one  or  more  of  which  are 
bound  to  find  oil. 

The  million  dollars  thus  spent  by  Mr. 
Smith  is  costing  him  $100,000,  because  the 
tax  laws  permit  him  to  write  off  the  cost  of 
the  search  for  oil,  irrespective  of  whether  the 
search  results  in  a  dry  hole,  a  commercial 
producer,  or  a  gusher.  Only  a  small  fraction 
of  the  cost  of  the  search  must  be  capitalized, 
less  than  12  percent,  when  the  well  finds  any 
oil  at  all.  Thus,  as  far  as  the  costs  of  the 
search  are  concerned,  the  odds  are  9  to  1  in 
favor  of  Mr.  Smith,  because  Mr.  Smith  is 
drilling  for  oil  with  money  which  would  oth¬ 
erwise  have  gone,  to  pay  the  income  tax  on 
the  million-dollar  income.  These  9-to-l 
odds  in  favor  of  Mr.  Smith  more  than  make 
up  for  the  risk  of  not  finding  oil.  In  actual 
practice,  because  the  risk  Is  spread  over  a 
great  many  drilling  operations,  the  overall 
odds  in  favor  of  Mr.  Smith  are  20  to  1  that  he 


Having  gotten  rid  of  his  original  income 
n  the  search  for  oil,  the  taxpayer’s  next 
iroblem  is  to  get  rid  of  the  income  from 
he  oil  property  after  an  oil  discovery. 
Since  the  taxpayer  has  no  cost  basis  in  the 
>il  property  (having  previously  written  off 
,he  cost  of  the  search  through  “writeoffs”) 
;he  taxpayer  cannot  compute  the  deduction 
'or  depletion  on  the  basis  of  full  discovery 
ralue  of  the  property.  His  deduction  for 
iepletion  is  limited  to  “percentage  deple¬ 
tion”  (27V2  percent  of  the  gross  income  from 
the  property,  not  to  exceed  50  percent  of  the 
net  income  from  such  property).  This, 
aowever,  would  leave  him  with  a  substan¬ 
tial  amount  of  income  from  oil,  subject  to 
ardinary  income  tax  rates.  To  relieve  him 
af  such  excess  income  the  code  contains 
a  “sleeper”  provision  which  makes  it  pos¬ 
sible  for  him  to  convert  the  income  from  the 
oil  property  into  capital  gain  without  his 
giving  up  ownership  in  the  property. 

During  the  hearings  conducted  by  the 
Senate  Committee  on  Economic  Growth 
(“Federal  Tax  Policy  for  Economic  Growth, 
84th  Cong.,  1st  sess..  Joint  Committee  on  the 
Economic  Report),  neither  Prof.  Horace  M. 
Gray  nor  Prof.  Arnold  C.  Harberger,  nor 
Prof.  James  R.  Nelson — who  argued  against 
the  depletion  subsidy — were  aware  of  the 


“sleeper”  provision  in  the  code.  Messrs. 
Henry  B.  Fernald,  Lowell  Stanley,  and  Arthur 
A.  Smith,  who  argued  in  favor  of  depletion, 
were,  of  course,  careful  to  keep  the  “sleeper” 
provision  well  hidden  under  cover. 

The  "sleeper” .provision 


Section  1239  of  the  1954  code,  which  cor¬ 
responds  to  section  117(o)  of  the  1939  code, 
provides  as  follows: 

“(a)  In  the  case  of  a  sale  or  exchange, 
directly  or  indirectly,  of  property  described 
in  subsection  (b)  — 

“1.  Between  a  husband  and  wife;  or 
“2.  Between  an  individual  and  a  corpora¬ 
tion  more  than  80  percent  in  value  of  the 
outstanding  stock  of  which  is  owned  by  such 
individual,  his  spouse,  and  his  minor  chil¬ 
dren  and  minor  grandchildren;  any  gain  rec¬ 
ognized  to  the  transferor  from  the  sale  or 
exchange  of  such  property  shall  be  consid¬ 
ered  as  gain  from  the  sale  or  exchange  of 
property  which  is  neither  a  capital  asset  nor 
property  described  in  section  1231. 

“(b)  This  section  shall  apply  only  in  the 
case  of  a  sale  or  exchange  by  a  transferor  of 
property  which  in  the  hands  of  the  trans¬ 
feree  is  property  of  a  character  which  is 
subject  to  the  allowance  for  depreciation.” 

In  simple  English,  this  section  states  that 
when  property  which  is  subject  to  deprecia¬ 
tion,  such  as  real  estate,  patents,  etc.,  is  sold 
to  a  spouse  or  to  a  corporation  controlled 
by  the  transferor  (and/or  the  transferor's 
spouse,  minor  children,  and  minor  grand¬ 
children),  the  gain  realized  on  the  sale  is 
ordinary  income  not  capital  gain.  The  same 
rule  applies  when  the  sale  is  from  one  cor¬ 
poration  to  another  corporation,  if  the  sell¬ 
ing  corporation  owns  80  percent  or  more 
of  the  stock  of  the  buying  corporation.  The 
purpose  of  this  provision  in  the  code  is  to 
prevent  fictitious  sales,  for  the  sole  purpose 
of  establishing  a  higher  depreciation  basis 
in  the  hands  of  the  “related”  transferee  by 


the  payment  of  a  capital-gains  tax  on  the 
part  of  the  transferor. 

Section  1239,  however,  does  not  apply  to 
property  which  is  subject  to  depletion,  as 
distinguished  from  property  which  is  sub¬ 
ject  to  depreciation.  Consequently,  a  tax¬ 
payer  (whether  an  Individual  or  a  corpora¬ 
tion)  who  has  no  cost  basis  in  an  oil  prop¬ 
erty  (such  costs  having  been  previously  writ¬ 
ten  off  from  the  taxpayer’s  income)  is  not 
limited  to  the  deduction  of  27 y2  percent  of 
the  gross  income  from  the  property  (“per¬ 
centage  depletion”).  The  income  from  the 
property  can  be  made  fully  deductible 
through  “cost  depletion”  by  the  sample  de¬ 
vice  of  a  “sale”  of  the  property  for  its  full 
discovery  value  to  one's  spouse  or  to  one  s 
“controlled”  corporation.  The  25-percent 
capital-gains  tax  incurred  on  the  transac¬ 
tion  is  then  reported  on  the  installment 
basis,  spread  over  the  life  of  the  oil  property. 
In  this  way  the  income  from  the  oil  prop¬ 
erty  automatically  is  limited  to  a  maximum 
tax  rate  of  25  percent,  payable  as,  when,  and 


if  the  oil  is  produced. 

The  value  to  the  crude  oil  industry  of  this 
loophole  in  the  law  is  approximately  $5  bil¬ 
lion  a  year.  Since  the  value  of  all  the  oil 
minerals  produced  in  this  country  each  year 
is  $8  billion  (see  “Facts  and  Figures  for 
1956  ”  p.  149,  published  by  the  American 
Petroleum  Institute),  the  depletion,  if  it 
were  computed  on  the  "percentage  deple¬ 
tion”  basis  would  have  amounted  to 
billion  (27i/2  percent  of  $8  pillion)  Com¬ 
puted  on  a  “cost  depletion  basis,  the  de¬ 
pletion  is  automatically  increased  from  $2.2 
billion  to  $8  billion,  at  a  tax  savings  of 
some  $5  billion. 


This  subsidy,  which  has  been  assumed 
nerally  to  be  the  principal  villain  in  our 
x  laws,  Is  by  comparison  with  the  last  two 
bsidies  a  small  handout.  Its  principal 
lrpose  is  to  scoop  up  the  tax  leftovers  to 
aich  the  taxpayers  in  the  crude  oil  bust- 
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ness  may  unexpectedly  be  exposed  to.  Thus, 
if  the  property  should  be  found  to  contain 
oil  after  the  deductions  have  been  taken 
under  the  “cost  depletion”  methods,  “per¬ 
centage  depletion”  steps  in  to  absorb  the 
excess  income  with  which  the  taxpayer  is  in¬ 
convenienced.  “Percentage  depletion”  may 
be  said  to  act  as  a  sort  of  basket  for  any 
leftover  income,  left  after  the  “cost  deple¬ 
tion”  subsidy  has  been  fully  availed  of. 

The  value  of  "percentage  depletion”  sub¬ 
sidy  to  the  crude  oil  industry  is  compara¬ 
tively  small,  less  than  half  a  billion  a  year, 
as  compared  with  a  total  of  some  $12  billion 
from  the  “writeoffs”  and  “cost  depletion” 
subsidies.  This  being  the  case,  why  does  the 
crude  oil  industry  so  bitterly  resist  any  cut 
in  the  27% -percent  rate? 

Is  it  because  by  resisting  a  cut  in  the  very 
smallest  subsidy  the  people’s  attention  re¬ 
mains  focused  on  “percentage  depletion”  as 
the  apparent  villain  and  is  thus  diverted 
from  the  real  villains — “writeoffs”  and  “cost 
depletion” — which  are  worth  at  least  25 
times  as  much?  There  is  no  other  expla¬ 
nation. 

THE  GROWTH  OF  THE  INDUSTRY 

As  would  be  expected,  an  industry  which 
is  the  beneficiary  of  three  tax  subsidies  ag¬ 
gregating  close  to  $13  billion  a  year  would 
grow  fast  and  big.  The  crude  oil  industry 
has  grown  very  fast  and  very  big.  The 
shares  of  the  listed  oil  companies  are  worth 
more  than  $50  billion,  or  more  than  the 
combined  value  of  all  the  listed  shares  of 
the  steel,  chemical,  and  automobile  indus¬ 
tries.  This  does  not  include  the  value  of  the 
tens  of  thousands  of  unlisted  companies,  the 
stock  of  which  is  held  by  the  hundreds  of 
thousands  of  spouses,  minor  children,  and 
minor  grandchildren  of  the  top  bracket 
taxpayers  engaged  in  the  crude  oil  business. 
And  to  think  that  less  than  20  years  ago 
the  crude  oil  industry  was  a  small  indus¬ 
try  by  comparison  with  either  steel,  chemi¬ 
cals,  or  automobiles. 

The  rate  of  the  crude  oil  industry’s  growth 
may  be  better  appreciated  when  the  stock 
splitups  of  a  few  of  the  major  oil  companies 
are  taken  into  consideration.  Humble  Oil 
Co.,  the  second  largest  subsidiary  of  Standard 
Oil  of  New  Jersey,  has  split  its  stock  5  times 
since  1922;  4  shares  for  1  in  1922;  3  shares 
for  1  in  1933  (a  depression  year) ;  2  shares 
for  1  in  1943;  2  shares  for  1  in  1951;  2  shares 
for  1  in  1957.  Thus,  each  share  of  the  1922 
vintage  stock  is  today  96  shares,  and  this 
does  not  take  into  account  the  many  stock 
dividends  voted  by  the  company  from  time 
to  time.  The  stock  is  selling  for  approxi¬ 
mately  100  times  its  earnings  after  taxes. 
What  makes  this  stock  so  valuable?  When 
90  percent  of  a  corporation’s  true  income 
(concealed  in  the  writeoffs  and  cost  deple¬ 
tion)  is  exempt  from  income  taxes  and  only 
10  percent  is  subject  to  tax,  a  stock  is  bound 
to  sell  for  100  times  the  amount  of  earnings. 
In  reality,  however,  the  value  of  the  stock 
reflects  the  fact  that  90  percent  of  the  com¬ 
pany’s  true  earnings  are  exempt  from  tax. 

Standard  Oil  Co.  of  California  split  its 
stock  twice  in  recent  years :  2  for  1  in 
1951  and  2  for  1  in  1956.  The  same  is  true 
of  Texas  Co.  Standard  of  New  Jersey  had  2 
recent  splitups:  2  for  1  in  1951  and  3  for  1  in 
1956.  The  latter  company  now  has  more 
than  200  million  shares  outstanding,  selling 
around  $50,  or  a  total  of  more  than  $10  bil¬ 
lion. 

It  may  be  interesting  to  observe  that  after 
each  stock  splitup  the  price  of  the  postsplit 
stock  soon  catches  up  with  the  price  of  the 
presplit  stock.  Apparently  you  cannot  keep 
a  crude  oil  stock  down.  When  a  stock  re¬ 
mains  unsplit,  as  in  the  case  of  Superior  Oil 
Co.  of  California,  its  price  zooms  to 
fantastic  heights.  This  stock  has  recently 
been  selling  at  $1,800  per  share,  even  though 
its  earnings  are  about  $10  a  share.  Thus, 
the  stock  is  selling  at  180  times  its  net  earn¬ 
ings.  For  the  5-year  period  from  1952  to 


1956,  the  company  wrote  off  on  the  average 
$36  million  a  year;  its  net  income  before 
depletion  was  $9  million  a  year,  on  the  av¬ 
erage;  the  average  amount  of  income  tax 
paid  by  it  was  $40,000  a  year.  Even  a  relig¬ 
ious  organization  could  not  ask  for  more. 

The  Oil  Record,  published  by  the  Petroleum 
Institute  Projects,  lists  several  hundred  oil 
companies,  giving  their  financial  operations 
for  the  5-year  period  from  1952  to  1956. 
These  reults,  of  25  companies  selected  at 
random,  are  reproduced  in  the  table  below. 
To  appreciate  the  significance  of  the  figures 
in  the  table,  it  is  suggested  that  they  be 
examined  carefully,  reading  each  line  across 
rather  than  down. 


Name  of  company 

Writeoffs 

Net 

Income 

income 

tax  paid 

Union  Oil  &  Gas  Co. 

of  Louisiana . . 

$7, 000, 000 

$3, 000, 000 

$30,000 

Superior  Oil  Co.  of 

California . 

36, 000, 000 

9, 000, 000 

40,000 

Texas  Pacific  Coal  & 

Oil  Co _ 

6, 000, 000 

7, 500, 000 

800,000 

Franco  Wyoming  Oil 

Co _ _ 

1, 660, 000 
7,  000, 000 

1,  500, 000 
2, 000, 000 

160,000 

75,000 

Kewanee  Oil  Co _ 

Crown  Central  Pe- 

troleum  Co _ 

1,  700, 000 

1, 750,  000 

500, 000 

General  Crude  Oil 

Co . . 

6, 000, 000 
000,  000 

3,  500,  000 
350, 000 
160, 000, 000 
35, 000,  000 

200,000 
18,000 
33, 000, 000 
4, 000, 000 

Bishop  Oil  Co _ 

Humble  Oil  Co . 

130, 000,  000 
35, 000,  000 

Tidewater  Oil  Co _ 

Sunrav  Mid-Conti- 

nent  Oil  Co  . 

44, 000, 000 

42,000,000 

16,  000, 000 

l’hillins  Petroleum 

Co _ 

90,  000,  000 

85, 000, 000 

22, 000, 000 

Reserve  Oil  &  Gas 

Co . . 

850,  000 
30, 000,  000 
700,000 

700, 000 
30, 000,  000 
600,000 

100,000 
10,  000, 000 
45,000 

Shelly  Oil  Co . 

Eason  Oil  Co _ 

Kerr-McGee  Oil  In- 

dustries. _ . 

7,  500,  000 

3,  500,  000 

350,  000 

Anderson-Pritchard 

Oil  Co . 

7, 750, 000 
2,  750,  000 

4,  750,000 
4, 000, 000 

500,000 
225, 000 

Argo  Oil  Co _ _ 

Drilling  &  Explora- 

tion  Co _ 

2,900,000 

750, 000 

22,000 

Petroleum  Explora- 

tion__ . 

500,000 
5,  000, 000 
650, 000 

750, 000 
10, 000, 000 
600,000 

80,000 

1,500,000 

Getty  Oil  Co _ 

Aztec  Oil  &  Gas  Co.. 

Weststates  Petro- 

leum  Co _ _ 

575, 000 

150,000 

30,000 

Is  it  any  wonder  that  the  growth  in  the 
ranks  of  oil  millionaries  keeps  pace  with 
the  growth  in  the  ranks  of  unemployed? 
Such  crude  distortion  of  the  principle  of 
progressive  taxation  in  the  case  of  crude  oil 
is  bound  to  cause  periodic  depressions. 
When  the  people’s  purchasing  power  is  being 
drained  by  high  taxes  in  order  to  make  up 
the  loss  of  $13  billion  in  revenue  which 
should  come  from  the  crude  oil  industry, 
there  is  bound  to  be  unemployment.  Some 
people  in  high  office  say  that  the  current 
depression  is  temporary — the  economy  is 
catching  its  breath.  A  more  correct  explana¬ 
tion  for  the  current  condition  would  be: 
The  people  are  taking  a  rest  to  get  up  more 
strength  to  pay  the  taxes  which  should  be 
paid  by  our  largest  industry. 

How  can  we  fight  the  battle  of  peace  with 
any  degree  of  success,  when  our  own  house 
is  in  such  disorder?  Our  cause  is  not  too 
convincing  so  long  as  people  are  allowed  to 
bore  into  the  vitals  of  our  national  economy 
through  excessive  drilling,  to  add  to  the 
swollen  ranks  of  oil,  millionaries  and  the 
swollen  ranks  of  jobless. 

In  order  to  eliminate  one  of  the  principal 
causes  of  periodic  depressions  and  to  restore 
a  modicum  of  social  justice,  the  following 
changes  in  our  tax  laws  are  proposed: 

1.  The  deduction  for  intangible  drilling 
costs  should  be  limited  to  situations  where 
the  well  finds  no  oil; 

2.  Intangible  drilling  costs  should  be  capi¬ 
talized  when  the  well  does  find  oil; 

3.  The  loophole  in  section  1239  should  be 
plugged,  to  discourage  fictitious  sales  to  re¬ 
lated  taxpayers  or  a  controlled  corporation, 
to  prevent  a  stepped-up  depletion  basis  based 
on  cost; 
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4.  Enact  legislation  to  prevent  the  tens  of 
thousands  of  reciprocal  sales  from  one  tax¬ 
payer  to  another,  for  the  twofold  purpose  of 
establishing  capital  gains  and  cost-deple¬ 
tion  basis.  Apply  the  dealer  rule  to  sales  of 
oil  properties  which  now  applies  to  sales  of 
real  estate; 

5.  Eliminate  percentage  depletion  as  an  un¬ 
warranted  handout. 

The  above  changes  in  our  tax  laws  would 
discourage  tax  drilling  and  encourage  scien¬ 
tific  drilling.  It  would  bring  many  billions 
of  revenue  to  the  Treasury. 

The  world’s  known  oil  reserves  are  esti¬ 
mated  at  250  billion,  enough  to  last  us  more 
than  100  years.  Why  not  start  using  them? 

The  crude  oil  industry  now  enjoys  a  $3 
monopoly  price  per  barrel  of  oil  and  a  $13 
billion  tax  subsidy.  The  people  can  make  it 
give  up  one  or  the  other  through  reduced 
consumption  of  gas  and  oil. 

Mr.  DOUGLAS.  Mr.  President,  there 
is  an  interesting  history  about  this  paper. 
I  had  it  printed  in  the  Congressional 
Record  in  another  connection.  The  big 
oil  companies  learned  about  it  and  had 
Dr.  Haber  fired  from  his  job.  He  is  un¬ 
employed  today  and  has  lost  his  income. 
He  wrote  me  a  pitiful  letter  about  the 
circumstances  under  which  he  is  suffer¬ 
ing. 

This  shows  the  power  of  the  oil  indus¬ 
try,  their  ruthlessness  toward  those  who 
stand  up  against  them  and  take  some 
risk.  In  a  sense,  I  feel  guilty  about  this 
matter,  because  I  mentioned  Dr.  Haber’s 
name  in  connection  with  a  previous  dis¬ 
cussion  of  this  subject.  I  had  no  idea 
that  the  oil  companies  would  hit  him  be¬ 
low  the  belt,  but  they  have  deprived  a 
scholar  and  an  impartial  man  of  his  job 
simply  because  he  spoke  his  mind  and 
told  the  truth.  I  thought  those  might  be 
tactics  used  in  Nazi  Germany  or  Com¬ 
munist  Russia;  I  did  not  think  they  were 
the  tactics  of  democratic  America.  But 
now  Dr.  Haber  has  lost  his  job,  and  he  is 
in  trouble.  I  hope  very  much  that  this 
fact  may  induce  some  philanthropist  to 
hire  this  man,  who  is  a  good  economist,  a 
good  accountant,  and  a  good  lawyer.  In 
fact,  I  should  devote  a  little  energy  to  see 
if  I  can  get  him  another  job. 

Finally,  Mr.  President,  I  ask  unani¬ 
mous  consent  that  correspondence  be¬ 
tween  Dean  Erwin  N.  Griswold,  of  the 
Harvard  Law  School,  and  Mr.  Rex  G. 
Baker,  who  was  then  general  counsel  of 
the  Humble  Oil  &  Refining  Co.,  which 
first  appeared  in  the  Harvard  Law  Re¬ 
view,  volume  64,  No.  3,  January  1951,  and 
which  was  reproduced  by  the  Joint  Eco¬ 
nomic  Committee  in  the  Compendium 
on  Federal  Tax  Policy,  for  Economic 
Growth  and  Stability,  be  printed  at  this 
point  in  the  Record. 

There  being  no  objection,  the  corre¬ 
spondence  was  ordered  to  be  printed  in 
the  Record,  as  follows: 

Percentage  Depletion — A  Correspondence  1 
(By  Rex  G.  Baker,  general  counsel,  Humble 

Oil  &  Refining  Co.;  Erwin  N.  Griswold, 

dean.  Harvard  Law  School) 

(Editor’s  Note. — On  September  18,  1950, 
Dean  Erwin  N.  Griswold  made  a  speech  be¬ 
fore  the  tax  section  of  the  American  Bar 


1  This  correspondence  appeared  in  the 
Harvard  Law  Review,  vol.  64,  No.  3,  January 
1951,  and  Is  reproduced  here  with  the  per¬ 
mission  of  the  authors  and  the  Harvard  Law 
Review. 
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Association,2  in  which  he  referred  to  gross 
inequities  of  the  law  in  favor  of  the  oil  and 
gas  interests.”  A  number  of  newspaper  ac¬ 
counts  of  the  speech  reported  this  as  an 
attack  on  the  percentage-depletion  provision 
of  the  Internal  Revenue  Code.3  On  the  basis 
of  these  reports,  Mr.  Rex  G.  Baker,  general 
counsel  of  the  Humble  Oil  &  Refining  Co., 
wrote  the  letter  that  began  the  correspond¬ 
ence  reproduced  herein.  Neither  author  had 
any  intention  to  publish  these  letters  at  the 
time  they  were  written.  No  revisions  have 
been  made  except  to  eliminate  those  parts 
irrelevant  to  the  percentage- depletion  con¬ 
troversy  and  to  add  footnotes  where  it  has 
been  thought  useful  to  refer  to  source  mate¬ 
rials.) 

September  22,  1950. 

Dear  Dean  Griswold:  You  will  recall  our 
conversation  in  Washington  concerning  the 
percentage-depletion  allowance  for  oil  and 
gas  wells. 

Your  remarks  before  the  tax  section  re¬ 
garding  the  depletion  allowance  received 
widespread  publicity,  and  I  am  afraid  they 
will  be  very  damaging  to  the  producers  of 
■oil  and  gas  in  view  of  your  reputation  and 
the  responsible  position  you  occupy  in  the 
education  world. 

Both  in  peace  and  in  war  the  country  must 
have  and  is  very  dependent  upon  oil  and  gas. 
Our  civilian  economy  and  the  national  safety 
would  be  jeopardized  if  we  failed  to  maintain 
adequate  reserves  of  petroleum  and  a  back¬ 
log  of  reserve  producing  capacity.  This 
means  that  it  is  essential  to  our  country’s 
welfare  and  safety  that  the  exploration  for 
oil  and  gas  within  the  United  States  be  con¬ 
tinued  at  an  accelerated  rate  due  to  increas¬ 
ing  demands  for  petroleum  and  its  products 
year  after  year. 

The  exploration  for  petroleum  is  an  ex¬ 
tremely  costly  and  hazardous  business.  Oil¬ 
men  must  lease  vast  areas,  must  spend  large 
sums  in  geophysical  operations,  must  drill 
very  expensive  wildcat  wells,  of  which  4  out 
of  5  on  the  average  are  dry  holes,  and  must 
then  make  enormous  expenditures  of  money 
in  developing  proven  or  semiproven,  acreage. 
Risk  capital  is  not  invested  unless  there  is 
hope  of  reward. 

The  producer  of  oil  depletes  his  capital 
asset.  If  he  is  to  stay  in  the  business  he  must 
find  and  develop  new  sources  of  supply.  If 
the  depletion  allowance  were  taken  off,  our 
present  tax  laws  would  tax  away  a  large  por¬ 
tion  of  his  capital. 

It  must  be  remembered  that  a  large  per¬ 
centage  of  exploratory  activity  is  carried  on 
by  the  independent  wildcatter.  He  often 
spends  a  lot  of  money  and  goes  broke  with¬ 
out  finding  anything.  To  say  that  he  would 
be  protected  by  charging  off  losses  ignores 
the  fact  that  until  he  finds  oil  he  has  no 
income  against  which  to  charge  off  his  losses. 
This  is  quite  typical  of  the  wildcatter.  If  he 
finally  succeeds,  in  finding  oil  he  creates  new 
capital  and  must  be  rewarded  for  the  risks 
he  has  taken.  This  reward  can  be  adequate 
only  if  the  depletion  allowance  is  maintained. 
The  fact  of  the  matter  is  that  the  oil  in¬ 


dustry  has  consistently  spent  in  exploratory 
effort  a  good  deal  more  than  the  27  '/2  -percent 
depletion  allowance.  It  has  thus  had  to  look 
elsewhere  for  funds  with  which  to  help  fi¬ 
nance  its  quest  for  oil. 

The  27  y2 -percent  depletion  allowance  was 
established  in  1926.  Congress  has  made 
searching  inquiries  on  several  occasions 
since  as  to  the  necessity  for  the  depletion 
allowance  and  the  wisdom  of  maintaining  it 
at  27  y2  percent.  Each  time  after  full  inves¬ 
tigation  and  inquiry  it  has  sustained  the 
27  y2  -percent  allowance.  This  fact  alone 
should,  it  seems  to  me,  cause  anyone  to  be 
sure  of  his  ground  before  he  launches  an 
attack  upon  the  depletion  allowance. 

Herewith  I  enclose  some  material  which  I 
believe  you  will  find  helpful  in  your  future 
consideration  of  this  matter:  a  booklet  en¬ 
titled  “Let’s  Keep  on  Hunting  Oil,”  some 
statistical  data  which  will  show  that  the  30 
leading  oil  companies  have  found  it  neces¬ 
sary  to  secure  new  capital  by  issuing  stock 
and  borrowing,  that  their  net  worth  has  con¬ 
sistently  been  lower  than  the  comparable 
figures  of  manufacturing  companies,  that  a 
large  percentage  of  the  net  investment  of 
the  30  leading  oil  companies  is  in  oil  and 
gas  producing  facilities,  data  showing  the 
ratio  of  dividends  to  net  income,  the  cost  of 
replacing  crude  petroleum,  this  cost  having 
steadily  risen,  financial  information  for  the 
25  leading  oil  companies  which  shows  mod¬ 
erate  incomes,  and  a  chart  showing  a  com¬ 
parison  of  petroleum  prices  with  the  price 
of  coal  and  oil  commodities.  This  chart 
shows  that  the  public  have  been  the  bene¬ 
ficiaries  of  the  depletion  allowance  in  the 
form  of  low  prices  for  petroleum  products. 

Your  attention  is  also  invited  to  the  hear¬ 
ings  before  the  Committee  on  Ways  and 
Means  of  the  House  of  Representatives  re¬ 
lating  to  the  1950  revision  of  the  revenue 
laws.4 

Yours  sincerely, 

Rex  G.  Baker. 


September  25,  1950. 

Dear  Mr.  Baker:  Thank  you  very  much 
for  your  letter  of  September  22,  which  has 
reached  me  this  morning.  I  particularly  ap¬ 
preciate  its  fair  and  restrained  tone.  This 
is  in  considerable  contrast  with  the  attitude 
which  is  often  taken  on  this  matter  by 
others  in  your  area. 

As  a  matter  of  fact,  I  said  nothing  at  all 
in  my  speech  in  Washington  about  percent¬ 
age  depletion.  My  remarks  were  directed 
entirely  to  the  so-called  in  oil  payment  pro¬ 
visions  which  had  been  added  to  the  bill  by 
the  Senate.5  This  seemed  to  me,  and  still 
seems  to  me,  to  have  been  a  rather  clear 
matter  of  special  privilege.  Naturally,  I  am 
pleased  that  it  was  finally  eliminated  by  the 
conference  committee. 

As  I  have  indicated,  I  did  not  talk  about 
percentage  depletion  and  had  no  thought  of 
doing  so.  There  is  lots  to  talk  about  there, 
though.  In  the  first  place,  I  would  want  to 
make  it  plain  that  I  have  never  advocated 
eliminating  the  depletion  allowance.  That 


2  Sec.  86  A.  B.  A.  J.  999,  1057  (1950). 

3  Internal  Revenue  Code,  sec.  114(b)(3), 
provides  as  follows :  “In  the  case  of  oil  and 
gas  wells  the  allowance  for  depletion  under 
sec.  28(m)  shall  be  27 y2  percent  of  the  gross 
income  from  the  property  during  the  taxable 
year,  excluding  from  such  gross  income  a,n 
amount  equal  to  any  rents  or  royalties  paid 
or  incurred  by  the  taxpayer  in  respect  of 
the  property.  Such  allowances  shall  not 
exceed  50  percent  of  the  net  income  of  the 
taxpayer  (computed  without  allowance  for 
depletion)  from  the  property,  except  that 
in  no  case  shall  the  depletion  allowance  un¬ 
der  sec.  23 (m)  be  less  than  it  would  be  if 
computed  without  reference  to  this  para¬ 
graph.” 


4  Hearings  before  Committee  on  Ways  and 

Means  on  H.R.  8920,  81st  Cong.,  2d  sess.,  49- 
60  100-101,  119,  133-134,  177-309,  733-740, 

818-895  901-926,  1267-1269,  1282-1286,  2975- 
2983,  2999-3001,  3017-3026,  3028-3029,  3040- 

3046(1950).  .  .  . 

5  The  Revenue  Act  of  1950,  as  reported  by 
the  Finance  Committee  of  the  Senate,  pro¬ 
vided  that  the  amount  received  from  the 
sale  of  the  right  to  obtain  a  stated  amount 
of  production  from  an  oil,  gas,  or  mineral 
property,  while  retaining  a  continuing  in¬ 
terest  in  such  property,  should  be  treated  as 
proceeds  from  the  sale  or  exchange  of  a  cap¬ 
ital  asset.  H.R.  8920,  81st  Cong.,  2d  sess^, 
sec.  214  (1950)  (as  passed  by  Senate) ;  see  S. 
Rept.  2375,  81st  Cong.,  2d  sess.,  66,  91  (1950) . 


would  be  taxing  capital.  There  would  be  no 
more  sense  in  it  than  in  eliminating  the 
depreciation  allowance. 

Nor  do  I  disagree  with  you  at  all  as  to  the 
importance  of  oil  in  our  economy,  and  the 
desirability  of  encouraging  the  industry, 
particularly  with  respect  to  exploration.  I 
do  think,  though,  that  there  is  real  reason 
to  question  whether  the  present  27(4 -per¬ 
cent  depletion  allowance  is  not  excessive, 
whether  it  does  not  cost  more  than  other 
ways  of  achieving  the  same  results,  and 
whether  a  very  large  proportion  of  the  bene¬ 
fits  do  not  now  go  in  fact  to  persons  who  are 
not  the  ones  who  do  the  exploring  and  take 
the  risks. 

How  about  direct  subsidies  to  explorers, 
for  example?  Might  this  not  be  a  better 
way,  and  at  the  same  time,  a  cheaper  way? 
We  use  subsidies  in  maritime  shipping  and 
elsewhere  in  our  economy.  It  might  be  a 
much  more  effective  stimulus  than  the  pres¬ 
ent  backhanded  way  of  doing  it  through  the 
depletion  allowance. 

For  example,  may  I  call  your  attention  to 
the  sentence  in  your  letter  which  reads  as 
follows:  “To  say  that  he  would  be  protected 
by  charging  off  losses  ignores  the  fact  that 
until  he  finds  oil  he  has  no  income  against 
which  to  charge  off  his  losses.”  I  think  you 
will  agree  that  this  is  really  no  argument, 
since  it  is  equally  applicable  to  the  percent¬ 
age  depletion  deduction.  The  wildcatter 
gets  no  depletion  deduction  until  he  finds 
oil.  In  other  words,  the  method  I  suggested 
then,  as  far  as  this  point  is  concerned,  would 
be  just  as  effective,  indeed,  even  more  effec¬ 
tive  (because  I  would  allow  a  100-percent 
deduction  until  all  principal  costs  had  been 
recovered  while  percentage  depletion  allows 
only  a  27 >/2  -percent  deduction)  than  is  the 
percentage  depletion  allowance. 

You  must  know  of  situations  where  the 
present  system  of  taxing  oil  production 
works  out  outrageously.  I  hear  about  actual 
cases  from  time  to  time,  and  they  must 
come  to  your  attention  much  more  fre¬ 
quently.  What  I  would  like  to  see  us  do  is 
to  work  out  a  system  which  would  maintain 
adequate  incentive  and  stimulate  further 
production  of  oil  without  granting  enormous 
tax  advantages  to  drones  and  others  who 
take  little  or  no  risk.  I  think  it  is  a  very 
real  problem,  and  it  would  be  a  great  con¬ 
tribution  if  people  in  your  area,  who  are 
familiar  with  the  situation,  would  devote 
themselves  toward  developing  a  sound  and 
sensible  solution  to  it. 

At  any  rate,  having  the  benefit  of  percent¬ 
age  depletion,  it  would  seem  to  me  to  be  the 
heart  of  wisdom  for  persons  interested  in  the 
oil  industry  not  to  jeopardize  that  advantage 
by  seeking  to  get  additional  tax  favors  which 
are  less  warranted.  I  refer,  of  course,  to 
such  things  as  the  in-oil  provision,  and 
others  which  are  suggested  from  time  to 
time.  There  is  a  good  deal  of  feeling  about 
percentage  depletion  but  it  is  very  likely 
that  nothing  can  or  will  be  done  about  it.  I 
would  point  out,  though,  that  the  commu¬ 
nity  property  problem  was  finally  solved, 
though  it  seemed  for  many  years  at  least  as 
difficult.  The  surest  way  that  I  can  think 
of  to  focus  attention  of  other  parts  of  the 
country  on  the  percentage-depletion  situa¬ 
tion,  and  possibly  to  produce  fairly  strong 
reaction,  is  to  push  it  even  more  in  the  way 
of  tax  privileges. 

Very  truly  yours, 

Erwin  N.  Griswold. 

October  11.  1950. 

Dear  Dean  Griswold:  I  did  not  have  jm 
opportunity  to  hear  your  speech  ^‘  Wash¬ 
ington.  My  information  came  from  re 
marks  made7  by  people  who  did  hear  it  and 
from  press  reports.  It  is  reassuring  to  be 
told  that  you  had  nothing  to  say  ‘a  your 
speech  about  percentage  depletion.  As  for 
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the  “in  oil”  payment  provision  referred  to, 

I  quite  agree  with  you  that  this  proposed 
legislation  was  not  justified.  I  do  not  know 
who  sponsored  it.  It  is  my  belief  that  no 
responsible  person  in  the  oil  industry  did  so. 
I,  too,  am  pleased  to  know  that  the  confer¬ 
ence  committee  eliminated  this  measure 
from  the  bill  that  was  finally  passed. 

It  helps  clarify  our  thinking  for  you  to 
state  that  you  have  never  advocated  elim¬ 
ination  of  the  depletion  allowance.  I  agree 
with  you  that  to  do  so  would  amount  to  tax¬ 
ing  capital.  The  question  is  at  what  point 
the  depletion  allowance  should  be  placed  in 
order  to  encourage  the  generation  of  risk 
capital  so  essential  in  finding  oil.  Those  of 
\is  in  the  oil  industry  who  have  lived  close 
to  the  subject  believe  that  the  27*4 -percent 
depletion  allowance  is  more  than  justified. 

The  rate  of  27  V2  percent  for  the  depletion 
allowance  has  resulted  over  a  period  of  years 
in  a  depletion  which  has  been  very  nearly 
equal  to  the  actual  expenditures  for  finding 
oil  by  the  industry.  A  survey  by  the  Mid- 
Continent  Oil  and  Gas  Association  of  com¬ 
panies  producing  approximately  half  of  the 
oil  in  the  United  States  showed  that  in  the 
period  1925-48  the  expenditures  for  finding 
oil  were  within  10  percent  of  the  allowable 
depletion.  In  3  of  the  5  years,  1944—48,  the 
expenditures  for  finding  oil  exceeded  the  al¬ 
lowable  depletion  of  this  group  of  produc¬ 
ers  and  for  the  5-year  period,  1944-48,  al¬ 
lowable  depletion  was  within  about  6  per¬ 
cent  of  the  expenditure  for  finding  oil. 
These  close  relations  indicate  that  the  al¬ 
lowable  depletion  does  have  a  direct  eflect 
on  expenditures  for  finding  oil  and  that  the 
amount  is  not  excessive  in  relation  to  the 
capital  risked  in  the  search  for  oil. 

The  rate  of  27  >4  percent  for  depletion  was 
determined  by  Congress  after  study  of  ex¬ 
perience  on  the  part  of  the  industry  in  the 
years  immediately  prior  to  1926  when  this 
method  was  first  adopted.  The  rate  has 
been  reexamined  subsequently  a  number  of 
times  and  approved  by  Congress  in  spite  of 
attack  by  the  Treasury  Department.  The 
depletion  provision  has  encouraged  the 
search  for  oil,  resulting  in  great  discoveries 
and  supplies.  Even  if  the  rate  of  27*4  per¬ 
cent  had  been  too  high  at  one  time,  it  has 
become  part  of  the  industry’s  cost  and  price 
structure  so  that  any  change  in  the  rate 
now  would  tend  to  affect  supply  and  price. 

You  have  raised  the  question  whether  the 
2714  percent  depletion  allowance  does  not 
cost  more  than  other  ways  of  achieving  the 
same  results.  Percentage  depletion  prob¬ 
ably  costs  less  than  any  other  way  which 
could  be  devised  to  compensate  for  the  risks 
involved  in  the  exploration  for  oil  and  to 
encourage  the  necessary  amount  of  explora¬ 
tion.  This  is  probable  from  an  economic 
standpoint,  because  the  provision  stimulates 
efficiency  on  the  part  of  operators,  since  de¬ 
pletion  is  limited  to  50  percent  of  the  net 
profit  margin.  The  operator  has,  in  addi¬ 
tion  to  the  normal  stimulus  of  profit  from 
efficiency,  the  further  attraction  of  a  tax 
incentive  under  the  present  law.  The  deple¬ 
tion  provision  also  attracts  into  the  search 
for  oil  some  capital  that  otherwise  never 
would  be  risked  in  the  industry,  some  of 
which  adds  to  the  discovery  of  oil  and  some 
of  which  is  lost  forever. 

Direct  subsidies  •  to  explorers  probably 
would  cost  more  and  be  less  effective  than 
percentage  depletion.  In  the  year  1949  there 
were  14,109  dry  holes  drilled  in  the  United 
States.  The  average  cost  of  these  wells  was 
at  least  $50,000  and  the  total  cost  was  about 
$700  million.  The  Treasury  Department  has 
never  claimed  that  taxes  could  be  increased 
by  any  amount  approaching  such  a  figure 
through  a  change  in  percentage  depletion. 
Even  if  Government  subsidies  involved  pay¬ 
ing  only  part  of  the  cost  of  dry  holes  instead 
of  the  complete  cost,  the  cost  of  the  program 
might  be  greater  than  $700  million  a  year 
because  of  the  additional  number  of  dry 


holes  that  could  be  encouraged  by  the  sub¬ 
sidies.  A  drilling  contractor,  unable  to  find 
sufficient  work  to  keep  all  of  his  rigs  busy, 
for  example,  very  probably  would  be  led  by 
subsidies  into  drilling  wells  even  if  he  did 
not  expect  to  establish  production.  Efforts 
to  limit  the  cost  of  the  subsidy  by  controll¬ 
ing  the  drilling  location  of  wells  would  in¬ 
volve  the  Government  in  endless  details  and 
expenses  regarding  geology,  geophysics,  and 
other  matters,  and  subject  the  industry  to 
stifling  controls  by  men  in  Government  who 
know  nothing  about  the  business  of  finding 
oil. 

Subsidies  in  maritime  shipping  are  closely 
related  to  the  fact  that  the  Government 
has  imposed  regulations  on  the  shipping  in¬ 
dustry  which  result  in  high  costs  relative 
to  the  merchant  marine  of  foreign  countries. 
There  is  no  comparable  reason  for  subsidies 
in  petroleum  production.  The  oil-producing 
industry  feels  that  it  is  entitled  to  reason¬ 
able  tax  treatment  to  avoid  the  taxation  of 
the  capital  which  it  creates  through  the 
discovery  of  new  reserves,  but  it  does  not 
seek  subsidies  which  at  best  would  be  de¬ 
structive  of  efficiency,  difficult  of  interpre¬ 
tation  and  administration,  and  extremely 
expensive  to  the  taxpayers.  Oilmen  are  by 
nature  individualists  and  are  opposed  in 
principle  to  Government  subsidies. 

You  further  inquire  whether  a  very  large 
portion  of  the  benefits  from  the  depletion 
allowance  does  not  go  to  persons  "who  are 
not  the  ones  who  do  the  exploring  and  take 
the  risks."  Statistics  cited  by  the  Treasury 
Department  in  its  latest  proposal  to  reduce 
percentage  depletion  make  it  clear  that  the 
great  majority  of  the  benefits  go  to  the  com¬ 
panies — both  small  and  large— which  are 
now  engaged  in  exploration  and  develop¬ 
ment.®  All  of  the  large  oil  companies  which 
produce  more  than  half  of  the  oil  in  the 
United  States,  are  engaged  in  extensive  and 
expensive  exploration  and  development  pro¬ 
grams.  A  review  of  the  annual  reports  of 
these  companies  demonstrates  the  vast  sums 
of  money,  running  into  the  billions  of  dol¬ 
lars,  which  have  been  poured  into  the  search 
for  and  development  of  new  reserves  within 
the  past  few  years.  The  small  operators, 
similarly,  are  spending  sums  proportionately 
as  large  considering  their  production.  It  is 
not  true,  as  is  sometimes  alleged,  that  the 
small  operator  searching  for  oil  today  sells 
his  property  upon  development  of  produc¬ 
tion.  Occasionally  some  operators  sell  pro¬ 
ducing  properties,  principally  to  put  their 
estates  in  liquid  condition  to  pay  inheri¬ 
tance  taxes,  but  the  great  majority  of  the 
operators,  who  discover  production  today  de¬ 
velop  their  properties  and  produce  them. 
Such  operators  are  receiving  the  benefits  of 
the  reasonable  tax  provisions  applicable  to 
oil  production  as  a  result  of  taking  risks 
in  exploration  and  development. 

The  purchaser  of  a  proved  property,  who  is 
still  taking  considerable  risks  with  respect  to 
the  amount  of  recoverable  oil  and  the  fu¬ 
ture  price,  generally  pays  a  price  which  means 
that  percentage  depletion  is  of  no  benefit  to 
him  because  it  is  less  than  cost  depletion. 
At  the  present  time,  for  example,  developed 
oil  reserves  in  the  ground  generally  sell  for 
about  $1  a  barrel  which  exceeds  the  per¬ 
centage  depletion,  amounting  to  a  maximum 
of  71  cents  a  barrel  on  the  present  price  of 
$2.58  a  barrel.  If  the  percentage  depletion 
provision  is  applicable  and  appears  to  place 
the  purchaser  in  a  position  to  save  taxes,  it 
influences  the  price  he  is  willing  to  pay  for 
the  property  and  so  results  in  a  benefit  to  the 
operator  who  found  and  developed  it.  An 
inflationary  trend  which  raises  the  price  of 
all  commodities  may  result  in  tax  benefits 
even  to  a  purchaser  whose  cost  depletion  at 
the  time  of  the  purchase  exceeded  the  pre- 


6  Hearings  before  Committee  on  Ways  and 
Means  on  H.R.  8920,  81st  Cong.,  2d  sees.,  pp. 
49-60  (1950). 


vailing  percentage  depletion,  but  that  is  the 
reason  for  criticism  of  the  conditions  which 
bring  about  inflation  and  not  for  criticism  of 
the  operator  who  purchased  an  oil  property 
on  the  basis  that  it  was  a  reasonable  invest¬ 
ment  at  the  prices  then  prevailing. 

Perhaps  the  criticism  that  the  benefits  of 
percentage  depletion  go  to  persons  who  are 
not  the  ones  who  do  the  exploring  and  tak¬ 
ing  of  risk  is  meant  to  apply  to  royalty  own¬ 
ers.  Even  the  royalty  owner,  however,  may 
take  risks  and  there  are,  in  fact,  many 
royalty  owners  who  are  also  engaged  in  ex¬ 
ploration  and  drilling.  In  fact,  many  inde¬ 
pendent  operators  regularly  buy  royalties  as 
part  of  their  business.  Basically,  however, 
the  reason  for  application  of  percentage  de¬ 
pletion  even  to  the  royalty  interest  is  to 
protect  the  capital  of  the  royalty  owner 
which  arises  from  the  discovery  and  de¬ 
velopment  of  oil.  The  royalty  owner,  as 
much  as  the  producer,  has  a  known  capital 
value  as  soon  as  production  is  established 
and  is  entitled  to  protection  of  that  capital 
value  before  his  income  is  subjected  to  the 
ordinary  tax  rates. 

In  your  comments  relative  to  the  “in  oil” 
provision  you  seem  to  imply  that  percentage 
depletion  is  an  advantage  amounting  to  a 
tax  favor,  even  though  you  can  see  it  is  war¬ 
ranted  more  than  the  provision  regarding  oil 
payments.7  In  the  opinion  of  the  oil  indus¬ 
try  the  percentage  depletion  provision  is 
merely  a  recognition  of  the  penalties  in¬ 
herent  in  the  risks  involved  in  finding  oil, 
and  is  necessary  to  avoid  a  tax  penalty 
amounting  to  taxation  of  its  capital  to  which 
it  should  not  be  subjected.  Percentage  de¬ 
pletion  merely  places  the  oil  industry,  inso¬ 
far  as  the  taxing  of  capital  is  concerned,  on 
an  equal  footing  with  other  industries  which 
do  not  create  new  capital  through  discovery 
of  hidden  resources. 

Yours  sincerely, 

Rex  G.  Baker. 

October  14,  1950. 

Dear  Mr.  Baker:  The  figures  which  you 
cited  in  your  last  letter  are  interesting  and 
significant.  However,  they  do  not,  I  believe, 
take  account  of  the  fact  that  a  large  pro¬ 
portion  of  these  expenses  are  deducted  in 
computing  income  taxes,  in  addition  to  the 
percentage  depletion  deduction.  I  am  re¬ 
ferring,  of  course,  to  the  optional  deduction 
•allowed  for  intangible  drilling  costs,  and 
other  similar  deductions.8  The  figures  you 
give  would  be  more  persuasive  to  me  if  they 
showed  a  comparison  between  the  costs  on 
the  one  hand  and  the  aggregate  deduction 
on  the  other.  By  aggregate  deduction,  I 
mean  not  only  percentage  depletion,  but  also 
the  deduction  allowed  for  intangible  drilling 
costs  and  other  expenses.  I  do  not  believe 
that  the  comparison  would  be  nearly  as 
favorable  as  the  figures  you  give  Indicate. 
Indeed,  I  should  think  this  might  be  a  ma¬ 
jor  weakness  in  your  argument. 

Now  let  me  turn  to  the  last  paragraph  of 
your  letter.  The  basic  difficulty  here,  it 
seems  to  me,  is  one  which  is  rarely  disclosed 
in  discussions  from  the  oil  country.  This  is 
the  “discovery”  allowance  which  is  implicit 
in  percentage  depletion.  I  know  of  no  other 
area  in  our  tax  law  where  very  large  incre¬ 
ments  in  capital  value  are  wholly  exempt 
from  taxation.  You  say  that  percentage 
depletion  is  necessary  to  enable  the  industry 
to  preserve  its  capital.  But  this  is  obviously 
using  capital  in  a  double  sense,  and  in  a 
sense  which  is  not  app'  cable  to  other  tax¬ 
payers.  For  other  taxpayers,  that  capital, 
recoverable  through  depreciation,  or  on  sale, 
or  otherwise,  is  their  investment  in  the 
property.  Only  in  the  oil  business  do  “dis¬ 
coveries”  become  capital  for  tax  purposes. 


7  See  p.  365,  supra. 

8  U.S.  Treasury  Regulation  III,  sec.  29-23 
(m)— 16(b)  1943. 
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Frankly,  I  find  some  trouble  seeing  why  this 
should  be  so. 

You  suggest  that  this  is  necessary  because 
of  the  risks  involved  in  finding  oil.  I  do 
not  minimize  these  risks.  I  know  that  in  a 
sense,  they  are  very  great.  However,  I  think 
a  pretty  good  case  can  be  made  for  the 
proposition  that  large  outfits,  like  the  Texas 
Co.,  or  the  various  Standard  Oil  companies 
do  not  take  very  substantial  risks,  except  in 
a  sense  analogous  to  that  in  which  it  is 
said  that  the  New  York  Life  Insurance  Co. 
takes  risks.  Or,  to  put  it  another  way,  when 
the  operations  are  on  a  large  scale,  as  in  the 
life  insurance  business,  the  probability  that 
things  will  come  out  somewhat  as  planned 
is  very  great.  I  do  not  mean  to  say  that  the 
probability  is  nearly  as  great  in  the  oil  in¬ 
dustry  as  in  the  life  insurance  business. 
Nevertheless,  experience  has  shown  over  the 
past  20  years  that  the  big  oil  companies 
stand  a  high  probability  of  success.  They 
have  no  difficulty  recovering  the  costs  of 
their  unsuccessful  ventures  from  the  prod¬ 
ucts  of  their  successful  ones.  I  really  seri¬ 
ously  question  whether  it  can  be  shown  that 
percentage  depletion  is  a  necessary  compen¬ 
sation  for  risks  taken  in  these  cases.  The 
situation  with  respect  to  wildcatters,  and 
the  problem  of  stripper  wells,  are  quite  dif¬ 
ferent.  But  the  big  companies  account  for 
a  very  large  proportion  of  the  production. 
It  is  far  from  clear  to  me  that  percentage 
depletion  is  ever  necessary  either  (a)  to  com¬ 
pensate  them  for  risks  taken  or  (b)  to  safe¬ 
guard  their  capital  investments. 

Very  truly  yours, 

Erwin  N.  Griswold. 


October  16,  1950. 

Dear  Dean  Griswold:  Enclosed  is  a  sec¬ 
tion  of  yesterday's  Houston  Chronicle  which 
contains  a  good  deal  of  information  con¬ 
cerning  the  oil  and  gas  industry.9  It  will 
give  you  some  idea  of  the  enormous  cost  in¬ 
volved  in  finding  and  developing  oil  and  gas, 
and  of  the  tax  burdens  borne  by  the  indus¬ 
try. 

Yours  sincerely, 

Rex  G.  Baker. 


October  20,  1950. 

Dear  Mr.  Baker:  It  was  good  of  you  to 
send  me  the  oil  progress  section  of  last 
Sunday’s  Houston  Chronicle.  I  have  looked 
at  this  with  much  interest. 

I  must  confess,  though  that  I  am  still  not 
impressed  by  the  tax  burdens  borne  by  the 
industry.  I  have  no  doubt  that  the  industry 
presents  many  problems  and  bears  a  good 
many  burdens.  But  its  tax  burdens  would 
surely  seem  to  be  lighter  than  those  carried 
by  most  other  industrial  enterprises.  Take 
a  look  someday  at  the  proportion  of  taxes  to 
net  income  of  three  large  oil  companies,  on 
the  one  hand,  and  three  large  nonoil  indus¬ 
trial  enterprises  on  the  other.  The  figures 
are  astounding. 

If  you  say  that  you  are  not  talking  about 
the  big  companies,  but  about  the  little  fel¬ 
lows,  then  I  think  we  might  meet  on  com¬ 
mon  ground.  But  a  very  high  proportion  of 
the  tax  benefit  goes  to  the  big  companies. 

Very  truly  yours, 

Edwin  N.  Griswold. 


October  26,  1950. 

Dear  Dean  Griswold:  It  is  a  pleasure  to 
receive  your  letters  of  October  14  and  20  on 
the  subject  of  taxes  paid  by  the  oil  industry. 
Your  interest  in  this  subject  leads  me  to  set 
forth  a  few  additional  points  about  the  oper¬ 
ations  of  the  oil  industry,  for  it  seems  that 
the  lack  of  general  understanding  of  the 
peculiarities  of  oil  production  is  one  of  the 
principal  reasons  why  the  tax  provisions  re¬ 
lating  to  oil  production  are  often  criticized. 


“Houston  Chronicle,  Oct.  15,  1950,  sec.  E. 


A  crucial  point,  as  brought  out  in  your 
letter  of  October  14,  is  the  question  of  con¬ 
tribution  of  the  developer  of  oil  production 
and  the  measure  of  the  capital  which  he  is 
entitled  to  recover  free  of  tax.  Two  points 
seem  pertinent  on  this  question. 

In  the  first  place,  let  us  consider  two  indi¬ 
viduals  investing  $500,000  each,  one  in  the 
search  for  oil  and  the  other  in  an  office 
building.  The  individual  searching  for  oil 
may  spend  $100,000  on  each  of  five  different 
leases  and  establish  production  on  only  one 
of  the  leases.  The  other  individual  erects  an 
office  building  with  his  $500,000.  Would  it 
be  fair  to  allow  the  oil  operator  to  recover 
as  capital  on  his  productive  lease  only  the 
$100,000  that  he  put  into  that  lease?  If  the 
individual  is  to  risk  his  money  in  the  search 
for  oil  it  would  seem  that  he  would  do  so 
only  with  the  prospect  that  he  would  re¬ 
cover  more  than  the  $500,000  spent  on  all  of 
his  ventures  if  he  is  successful.  There  is 
always  the  Ghance  that  he  may  find  no  pro¬ 
duction  with  his  investment  and  all  of  his 
capital  may  be  lost.  To  offset  that  risk 
there  must  be  the  attraction  of  a  reward 
commensurate  with  his  success  if  he  finds 
oil.  Another  individual  might  venture 
$500,000  in  the  search  for  oil  and  discover 
twice  as  many  barrels  of  reserves  as  his  com¬ 
petitor,  due  to  skill  and  good  fortune.  In 
this  latter  case  he  has  made  a  contribution 
to  society  which  is  worth  twice  as‘much  as 
that  of  his  competitor.  As  soon  as  the  oil 
is  discovered  and  developed  it  can  be  sold 
in  place,  without  being  produced,  for  a 
known  capital  value,  and,  in  case  of  such 
sale,  taxes  are  on  the  basis  of  capital  gain 
rather  than  current  income. 

The  second  point  is  that  a  producer  of  oil 
realizes  two  distinct  kinds  of  income;  name¬ 
ly,  a  capital  gain  on  the  sale  of  an  asset 
which  has  been  held  for  a  long  period  of  time 
and  a  short-term  income  on  the  operation 
of  a  producing  property.  The  capital  gain  is 
measured  by  the  difference  between  his  in¬ 
vestment  in  establishing  the  production  apd 
the  price  at  which  he  could  sell  the  oil  in 
place  and  turn  it  over  to  someone  else  who 
would  then  make  the  current  profit  on  the 
operation  of  the  producing  property.  The 
percentage-depletion  provision  results  in 
substantially  the  same  rate  of  taxation  as 
would  result  from  the  separation  of  income 
into  its  two  component  economic  parts  and 
the  taxation  of  one  part  as  capital  gains  and 
one  at  current  income-tax  rates.  In  the 
absence  of  such  consideration  in  the  income- 
tax  laws,  operators  discovering  and  develop¬ 
ing  oil  would  be  encouraged  to  sell  their  oil 
in  place  rather  than  to  continue  in  business. 
It  would  seem  to  be  in  the  public  interest 
for  tax  policy  to  permit  and  encourage  suc¬ 
cessful  operators  to  stay  in  the  business 
rather  than  to  sell  their  properties  to  others 
who  may  have  been  less  successful  in  the 
search  for  oil. 

You  raise  the  question  whether  the  oper¬ 
ations  of  large  oil  companies  do  not  in  effect 
reduce  the  risks  of  this  business  to  those 


comparable  with  a  life-insurance  company 
and  suggest  that  the  probability  that  things 
will  come  out  somewhat  as  planned  is  very 
great.  I  am  sure  you  would  find  that  the 
life-insurance  companies  do  not  consider 
their  business  in  any  way  comparable  with 
that  of  oil  production,  else  with  their  large 
funds  they  would  already  have  entered  this 
business.  A  life-insurance  company  not  only 
knows  the  risks  but  also  the  precise  amount 
of  money  which  it  is  going  to  spend  and 
take  in.  The  company  engaged  in  the  search 
for  oil  has  not  such  assurance.  It  only 
knows  that  if  it  has  average  experience  more 
than  1  out  of  3  wells  that  it  drills  will  be 
dry.  but  it  has  no  way  of  knowing  how 
much  oil  its  productive  wells  will  develop 
or  what  the  value  of  that  production  will 
be  when  the  oil  is  produced  over  a  period 
of  20  or  40  years.  A  decline  in  the  puce  of 


crude  oil,  for  example,  such  as  occurred  be¬ 
tween  1926  and  1933,  can  wipe  out  the 
apparent  profits  anticipated  on  the  basis  of 
cost  and  price  realizations  at  the  time  of 
the  investment.  Naturally,  the  investments 
of  the  oil  companies  made  during  the  de¬ 
pression  seem  very  successful,  but  so  do 
practically  all  other  investments  made  at  the 
same  time.  That  fact  does  not  provide  any 
assurance  against  a  decline  in  prices.  The 
big  oil  companies  are  definitely  taking  very 
substantial  risks  which  may  break  them  as 
well  as  make  them  in  the  future.  The 
Humble  Oil  &  Refining  Co.,  for  example,  has 
spent  millions  of  dollars  in  Florida  and  to 
date  established  only  a  very  small  produc¬ 
tion.  Unless  our  efforts  and  luck  in  that 
area  improve,  we  stand  to  lose  a  very  large 
sum  of  capital  that  Humble  has  risked  in 
the  venture.  If  we  do  lose  our  investment, 
we  can  deduct  it  in  calculating  our  income- 
tax  payments  just  as  any  other  business 
could  deduct  its  losses  on  an  unsuccessful  in¬ 
vestment,  but  that  does  not  return  to  us 
the  capital  which  Humble  has  risked.  In  the 
year  1949  alone  Humble’s  dry-hole  costs  were 
$32,267,000,  and  even  after  consideration  of 
the  reduction  in  income  taxes  due  to  such 
loss  it  is  clear  that  we  risked  and  lost  a  very 
substantial  sum  of  money.  We  can  have  no 
hope  of  realizing  a  return  on  that  invest¬ 
ment.  Indeed,  the  investment  itself  is  wiped 
out. 


One  final  observation  may  help  to  throw 
additional  light  on  the  question  of  the  oil 
industry’s  risks  and  the  relation  between 
its  costs  and  deductions.  I  mentioned  in 
the  previous  letter  that  a  survey  by  the  Mid- 
Continent  Oil  &  Gas  Association  showed  a 
close  relation  betweeh  the  expenditures  for 
finding  oil  and  the  allowable  depletion.  In 
your  letter  of  October  14  you  ask  about  the 
optional  deduction  allowed  for  intangible 
drilling  costs.  The  same  study  previously 
referred  to  shows  that  the  investment  of  the 
companies  included  in  the  survey  in  drilling 
and  equipping  productive  wells  exceeded 
their  expenditures  for  finding  oil.  The  sum 
of  the  expenditures  for  finding  oil  and  for 
drilling  and  equipping  productive  wells  was 
approximately  twice  the  total  allowable  de¬ 
pletion  of  the  companiesjor  the  period  1925- 
48.  The  investment  in^drilling  and  equip¬ 
ping  productive  wells  was  recovered  only 
once  as  a  deduction  of  intangible  drilling 
costs  and  depreciation  of  tangible  drilling 
costs.  I  did  not  mention  this  fact  in  my 
previous  letter  because  percentage  depletion 
relates  to  the  depletion  of  the  oil  itself  and, 
therefore,  to  the  expenditures  incurred  in  the 
search  for  oil  rather  than  to  the  tangible 
and  intangible  investments  in  drilling,  which 
are  recovered  through  the  option  to  expense 
intangible  drilling  costs  and  the  depreciation 
of  other  drilling  costs.  This  evidence  is 
quite  significant  on  the  point  which  you 
considered  a  weakness  in  my  previous  argu- 


lent. 

In  you  letter  of  October  20,  1950,  you 
uggest  that  we  look  at  the  proportion  of 
axes  to  net  income  for  three  large  oil  com- 
anies  on  the  one  hand  and  three  industrial 
nterprises  on  the  other.  The  point  you  are 
eferring  to  can  be  illustrated  from  the 
omparison  of  the  reports  of  United  States 
;teel  and  Humble.  In  1948  United  States 
iteel  showed  a  net  income  before  Federal 
ocome  taxes  of  $239  million,  compared 
nth  Humble’s  net  income  on  the  same  oasis 
f  $240  million,  while  United  States  Stee 
laid  Federal  income  taxes  of  $109  million 
nd  Humble  paid  $54  million.  In  19 
Tnited  States  Steel  paid  $126  million  in 
federal  income  taxes  on  a  net  income  be- 
ore  taxes  of  $292  million,  whereas  Humble 
laid  Federal  income  taxes  of  $18  million  on 
n  indicated  net  income  before  taxes  of 
138  million.  The  explanation  of  the  differ - 
nce  in  the  effective  rate  lies,  of  course,  in 
he  fact  that  a  considerable  part  of  Hum- 
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ble’s  net  income  really  represents  capital 
gain  on  the  sale  of  its  oil,  and  this  capital 
gain  should  be  taxed  at  25  percent  rather 
than  at  the  normal  corporate -  income  tax 
rate,  also  in  the  fact  that  Humble  is  taking 
its  depreciation  on  intangible  drilling  costs 
as  it  makes  such  investment  rather  than 
spreading  the  depreciation  over  the  life  of 
the  properties.  If  Humble  were  to  quit 
drilling  or  to  reduce  its  drilling  operations, 
the  effective  income  tax  rate  would  ma¬ 
terially  increase.  Over  a  period  of  time  the 
only  difference  between  the  effective  tax 
rate  on  a  steel  company  and  an  oil-produc¬ 
ing  company  would  be  because  of  the  per¬ 
centage  depletion,  which  is  thoroughly  jus¬ 
tified  in  order  to  afford  fair  treatment  of 
the  capital  gains  realized  on  the  sale  of  oil 
as  it  is  produced. 

I  have  taken  the  liberty  to  write  at  length 
on  points  suggested  by  your  letters  because 
you  have  shown  a  genuine  interest  in  an  ob¬ 
jective  inquiry  about  the  facts  with  respect  to 
the  tax  provisions  on  oil  production.  We  find 
in  our  own  operations  that  the  business  of 
exploration  for  and  development  of  oil  and 
gas  is  very  complicated  and  not  always  fully 
understood  even  by  some  of  the  operators 
engaged  in  this  business.  It  has  been  my  en¬ 
deavor  to  set  forth  information  which  may 
help  to  give  you  a  better  picture  of  the  prob¬ 
lems  of  oil  production.  We  believe  that  the 
problems  and  peculiarities  of  the  oil-produc¬ 
ing  business  warrant  and  require  the  tax  pro¬ 
visions  now  applicable  with  respect  to  per¬ 
centage  depletion  and  the  option  to  expense 
intangible  drilling  costs. 

Sincerely  yours, 

Rex  G.  Baker. 


November  6,  1950. 

Dear  Mr.  Baker:  Please  let  me  thank  you 
for  your  letter  of  October  26.  I  have  read 
it  with  much  interest,  and  I  would  like  to 
make  certain  observations. 

In  the  first  place,  it  seems  to  me  entirely 
clear  that  the  costs  of  any  oil  operations 
should  be  fully  deductible  from  income, 
including  subsequent  income  from  other  op¬ 
erations,  where  there  is  no  current  income 
against  which  the  costs  may  be  deducted. 
Taking  as  an  example  the  situation  given 
near  the  beginning  of  your  letter,  if  a  per¬ 
son  spent  $100,000  on  each  of  five  different 
leases,  and  established  production  on  only 
one  of  the  leases,  I  would  allow  the  full 
$500,000  to  be  deducted  against  income,  other 
current  income  from  any  source  if  there  was 
such  income,  or  against  subsequent  income 
from  any  source.  This  could  be  done  by  a 
system  of  carryovers.  If  the  present  5 -year 
limit 10  on  carryovers  is  not  enough,  I  would 
have  no  objection  to  its  being  extended.  I 
am  entirely  in  favor  of  taxing  no  more  than 
the  net  income  of  oil  operations.  I  still 
find  it  somewhat  difficult  to  see  why  we 
should  tax  less  than  that  net  income,  which 
may  be,  and  often  is,  the  result  of  the  27'/2 
percent  depletion  allowance,  which  goes  on 
without  limit,  and  without  relation  to  (a) 
actual  depletion  sustained  or  (b)  the  aggre¬ 
gate  amount  invested  by  the  taxpayer  in  oil 
production. 

The  rest  of  your  letter  is  devoted  to  what 
seems  to  me  to  be  the  heart  of  your  argu¬ 
ment.  In  substance,  you  seem  to  be  saying 
that  all  income  from  oil  production  should, 
in  effect,  be  taxed  as  capital  gain,  and  that 
this  gives  an  adequate  justification  for  the 
present  depletion  allowance.  This  argu¬ 
ment,  I  must  confess,  I  find  very  hard  to 
follow. 

Is  it  not  clear  that  income  derived  from 
oil  production  is  business  income?  Is  there 
any  other  sort  of  business  income  which  is 
taxable  as  capital  gain?  When  the  grocer 
sells  you  a  can  of  peas,  he  sells  you  property, 
but  the  gain  is  taxable  as  ordinary  income, 


10  Internal  Revenue  Code,  sec.  122. 


no  matter  how  long  he  has  held  the  peas. 
The  same  is  true  of  a  manufacturer,  or  of  a 
real-estate  operator.  Indeed,  the  same  is 
true  of  every  other  sort  of  business  income. 
Why  should  income  derived  from  oil  pro¬ 
duction  be  treated  in  any  other  way?  Per¬ 
haps  the  answer  is  that  all  income  should 
be  treated  as  capital  gain.  That  would,  of 
course,  be  attractive,  and  it  would  not  result 
in  discrimination  between  different  types  of 
business  activity,  as  is  the  situation  now. 
But  it  would  hardly  produce  the  revenue 
which,  for  better  or  for  worse,  is  necessary 
under  cur-rent  conditions. 

You  mention  the  fact  that  in  the  year 
1949  alone  Humble’s  dry-hole  costs  were 
$32,267,000.  But  every  nickel  of  that  was 
deducted  against  other  income,  and  Humble 
was  not  taxed  on  anything  in  excess  of  its 
net  income.  On  the  contrary,  Humble  paid 
taxes  on  much  less  than  its  economic  net 
income,  as  can  easily  be  shown  by  comparing 
the  company’s  net  income,  in  its  reports  to 
stockholders,  and  the  much  lower  figure  for 
net  income  which  was  undoubtedly  given  on 
its  income  tax  return  as  a  result  of  the  27 y2- 
percent  depletion  deduction.  It  is  true  that 
Humble  risked  and  lost  a  lot  of  money  on 
dry  holes.  But  it  is  also  true  that  it  made 
even  more  money  on  other  activities.  And 
no.  one  suggests  that  it  should  be  taxed  on 
anything  more  than  its  net  income,  after 
making  full  allowance  for  all  the  losing 
ventures.  Frankly,  I  find  it  very  hard  to  see 
why  the  dry-hole  costs,  fully  allowed  as  tax 
reductions,  have  any  bearing  on  the  justifi¬ 
cation  of  the  depletion  allowance.  There 
are  many  other  industries  which  have  to  risk 
large  sums,  without  any  immediate  or  cur¬ 
rent  tax  deduction.  I  need  to  refer  only  to 
the  steel  industry  for  an  illustration.  There, 
large  sums  must  be  spent  which  are  capital 
costs,  and  not  deductible  at  all,  except 
through  carefully  measured  and  limited  de¬ 
preciation  deductions.  In  this  respect,  it 
seems  to  me  that  the  oil  industry  has  a 
great  tax  advantage,  quite  apart  from  the 
unlimited  depletion  deduction. 

When  all  is  said  and  done,  your  argument 
seems  to  boil  down  to  the  proposition  that 
income  from  oil  production  should  be  taxed 
as  capital  gain.  This  appears  near  the  end 
of  your  letter  when  you  state  that  the  per¬ 
centage  depletion  deduction  “is  thoroughly 
justified  in  order  to  afford  fair  treatment  of 
the  capital  gains  realized  on  the  sale  of  oil 
as  it  is  produced.”  This  argument  seems 
to  me  to  be  clearly  unsound.  I  can  see  no 
reason  why,  if  valid  at  all,  it  would  not  be 
equally  valid  to  all  other  income  from  pro¬ 
duction.  Take,  for  example,  the  income 
from  farms  or  from  manufacturing.  The 
farmer  produces  property.  The  manufac¬ 
turer  produces  property.  Yet  no  one  has 
ever  seriously  argued,  I  believe,  that  their 
gains  on  the  sale  of  this  property  should  be 
taxed  as  capital  gains,  or  that  they  are  cap¬ 
ital  gains.  The  income  from  the  conduct  of 
the  business  is  clearly  business  income.  Oil 
production  is  clearly  a  business.  I  can  see 
no  reason  why  the  income  derived  from  the 
business  of  oil  production  should  not  be 
taxed  as  ordinary  income.  I  repeat  that  I 
refer  only  to  the  net  income,  after  full  allow¬ 
ance  for  all  costs  incurred  and  for  all  capital 
actually  invested  in  the  business.  But  the 
percentage  depletion  deduction  goes  far 
beyond  this.  It  gives  a  very  large  deduction, 
which  bears  no  relation  either  to  costs  or  to 
actual  capital  investment.  I  am  still  puzzled 
why  anyone  should  think  that  it  has  a 
proper  place  in  a  fair  and  equitable  tax 
system. 

I  have  no  hostility  to  the  oil  industry.  On 
the  contrary,  I  admire  its  great  achieve¬ 
ments,  and  its  great  contributions  to  the 
country,  its  economy,  and  its  defense.  But 
there  are  also  many  other  forms  of  activity 
which  contribute  greatly  to  the  country,  its 
economy,  and  its  defense.  Why  should  they 


not  all  be  treated  the  same?  Why  should 
the  oil  industry  be  the  recipient  of  a  tax 
deduction,  enormous  in  the  aggregate, 
which  bears  no  relation  to  its  costs,  or  to 
the  capital  invested  in  oil  production? 

Very  truly  yours, 

Erwxn  N.  Griswold. 


November  8,  1950. 

Dear  Dean  Griswold:  Your  letter  reveals 
the  difficulty  that  even  a  man  of  your  abil¬ 
ity  has  in  understanding  the  real  nature  of 
the  oil  business  and  the  risks  involved  in 
finding  and  producing  oil.  After  all,  the 
basic  principle  involved  in  the  depletion  al¬ 
lowance  is  rather  simple.  The  man  who  ex¬ 
plores  for  oil  must  invest  sums  of  risk 
capital.  He  may  lose  this  capital  altogether 
on  unsuccessful  ventures.  He  may  through 
luck  or  skill  succeed  in  finding  an  oilfield. 
If  he  does,  he  creates  new  capital.  In  pro¬ 
ducing  that  oil  he  depletes  the  corpus,  and 
if  the  taxing  away  of  his  capital  is  to  be 
avoided  he  must  have  a  depletion  allowance. 
Only  in  this  way  can  he,  under  our  existing 
tax  rates,  have  enough  left  with  which  to  do 
further  exploratory  work  with  the  hope  of 
finding  new  reserves  to  replace  those  de¬ 
pleted  by  production. 

There  is  no  way  to  compare  his  real  situa¬ 
tion  with  that  of  the  steel  manufacturer 
or  the  farmer  mentioned  in  your  letter.  The 
man  who  builds  a  steel  mill  can  depreciate 
every  dollar  of  his  investment  in  time,  and 
through  depreciation  get  his  capital  invest¬ 
ment  back  tax  free.  The  farmer  who  raises 
a  crop  does  not  deplete  the  corpus  of  his 
farm,  for  he  is  able  to  grow  a  new  crop 
year  after  year.  Therefore,  any  sums  he  may 
realize  from  the  sale  of  his  crbps  are  ordi¬ 
nary  income.  Of  course,  he  can  charge  off 
depreciation  on  his  tools  and  equipment  be¬ 
cause  they  wear  out  and  must  be  replaced. 

Thus  in  its  essentials  depletion  does  noth¬ 
ing  more  than  afford  the  oilman  an  oppor¬ 
tunity  to  replace  his  capital.  This  is  exactly 
what  is  done  with  the  owner  of  the  steel 
mill  who  is  allowed  depreciation  on  his  plant 
investment.  To  me  this  analysis  is  sim¬ 
plicity  itself  and  I  cannot  see  how  its  valid¬ 
ity  can  be  questioned. 

I  sincerely  hope  that  you  will  be  able  to 
come  to  Texas  some  day.  Perhaps  you  would 
enjoy  a  trip  to  the  oilfields  and  an  oppor¬ 
tunity  to  witness  the  widespread  wildcat 
operations  which  are  taking  place  in  this 
part  of  the  country.  Then  I  believe  you 
could  better  understand  why  the  enormous 
risk  capital  involved  in  operations  must  be 
regenerated  out  of  the  depletion  allowance 
on  the  oil  that  is  found  and  produced. 

Sincerely  yours, 

Rex  G.  Baker. 

November  27,  1950. 

Dear  Mr.  Baker:  It  seems  to  me  that  your 
position  boils  down  essentially  to  one  matter; 
namely,  that  oil  producers  are  entitled  to 
special  tax  treatment  because  their  income  is 
essentially  capital  gain. 

The  argument  that  the  present  percentage 
depletion  allowance  is  necessary  to  enable 
you  to  recover  your  actual  cost  will  not 
stand  up,  particularly  as  applied  to  a  com¬ 
pany  like  yours.  I  have  made  it  plain  that 
you,  or  any  other  oil  producer,  should  be 
able  to  recover  all  of  your  actual  investment 
before  any  tax  liability  is  incurred.  As  a 
matter  of  fact,  though,  the  combination  of 
the  deduction  of  intangible  drilling  costs 
plus  percentage  depletion  gives  you,  and 
most  oil  producers,  a  deduction  far  in  excess 
of  your  costs.  I  have  no  doubt,  for  example, 
that  the  aggregate  of  these  two  deductions 
taken  by  Humble  in  the  years  since  per¬ 
centage  depletion  became  available  is  far  in 
excess  of  the  aggregate  of  Humble’s  actual 
costs  in  those  years.  There  is  no  other  type 
of  business  enterprise  in  this  country  which 
receives  deductions  in  excess  of  costs 
through  depreciation  or  otherwise. 
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la  the  case  of  certain  independent  wild¬ 
catters,  it  may  be  that  a  succession  of  dry 
holes  will  produce  costs  which  cannot  be  off¬ 
set,  under  present  laws,  against  subsequent 
income.  This  should  be  largely  taken  care 
of,  however,  by  the  present  provision  of  the 
law  allowing  losses  to  be  carried  forward  for 
5  years.  If  this  is  not  enough,  I  would  have 
no  objection  whatever  to  any  change  in  the 
law  which  would  make  it  plain  that  no  oil 
producer  was  subject  to  tax  until  he  had  re¬ 
ceived  deductions  equal  to  all  of  his  costs 
which  had  not  previously  been  effectively  de¬ 
ducted  from  gross  income. 

Let  us  try  to  test  your  capital  gains  argu¬ 
ment.  Suppose  we  had  a  tax,  like  the  Eng¬ 
lish  tax  or  the  Canadian  tax,  in  which  capi¬ 
tal  gains  are  not  taxed  at  all.  Could  you 
successfully  maintain  the  position  that  in¬ 
come  from  oil  production  is  not  subject  to 
tax  at  all,  because  it  is  capital  gain?  It 
seems  to  me  that  the  answer  to  this  is  quite 
plainly  “No.” 

The  tax  systems  which  do  not  tax  capital 
gains  all  draw  the  line  closely  between  what 
they  regard  as  capital  gain  and  profits  from 
trade  or  business.  It  is  clear  that  the  opera¬ 
tions  of  oil  production  are  a  trade  or  busi¬ 
ness,  within  this  concept,  as  well  as  under 
our  own  law. 

We  do  not  have  to  speculate  about  this. 
The  Canadian  income  tax  is  a  clear  example. 
Under  that  law,  capital  gains  are  not  taxed. 
But  it  has  never  been  seriously  suggested, 
as  far  as  I  know,  that  the  income  from  the 
production  of  oil  and  gas  in  Canada  should 
be  wholly  exempted  from  tax  on  the  ground 
that  it  is  capital  gain.  On  the  contrary,  it 
is  clear  that  it  is  regarded  as  income  from 
trade  or  business,  and  subject  to  tax  as  in¬ 
come.  It  is  true  that  there  is  special  allow¬ 
ance  for  depletion  under  the  Canadian  tax 
law.  This  may,  however,  be  a  reflection  of 
the  special  deduction  allowed  in  the  United 
States  law. 

On  the  whole  it  seems  to  me  that  the 
best  position  you  have  developed  is  the 
capital-gain  one.  Even  on  that  basis, 
though,  I  think  you  claim  too  much.  Under 
our  law  capital  gains  are  taxed,  though  at 
a  maximum  rate  of  25  percent.  But  the  per¬ 
centage  depletion  deduction  is  supposed  to 
reflect  the  old  discovery-value  allowance. 
The  effect  of  this  was  to  make  the  capital 
gain  on  the  discovery  of  oil  (or  other  min¬ 
erals)  wholly  exempt  from  tax.  In  other 
words,  discovery  value — and,  therefore,  per¬ 
centage  depletion,  to  some  extent — clearly 
goes  too  far.  I  think  I  could  understand  a 
provision  which  said  that  income  from  oil 
and  gas  production  should  be  taxed  as  capi¬ 
tal  gain,  and  which,  accordingly,  completely 
eliminated  the  percentage-depletion  deduc¬ 
tion.  Trying  to  get  both  capital-gain  treat¬ 
ment,  and  the  percentage-depletion  deduc¬ 
tion,  as  in  the  recently  defeated  provision 
about  in-oil  payments,  is  clearly  trying  to 
get  too  much.  And  if  income  from  oil  pro¬ 
duction  was  taxable  as  capital  gain,  I  should 
feel  that,  under  current  conditions,  the 
present  25-percent  rate  was  far  too  low. 

However,  it  still  seems  to  me  that  taxing 
income  from  oil  production  as  capital  gain 
would  be  quite  wrong.  Such  income  is 
clearly  income  from  the  conduct  of  a  trade 
or  business  and  is  not  capital  in  its  nature, 
even  though  it  arises,  in  a  sense,  out  of  in¬ 
creases  in  the  value  of  property.  After  all, 
the  income  of  any  manufacturer  or  retailer 
likewise  arises  out  of  increases  in  the  value 
of  property;  namely,  the  property  which  is 
manufactured  or  sold.  Such  income,  how¬ 
ever,  is  clearly  not  capital  gain.  There  is 
no  better  reason,  as  far  as  I  can  see,  why 
the  business  income  of  oil  producers  should 
be  taxed  as  capital  gain  merely  because  it 
is  derived  by  selling  the  property  that  they 
produce. 

You  suggest  at  various  places  in  your  let¬ 
ters  that  the  oil  producer  should  be  able  to 


get  tax  free  the  capital  he  has  produced. 
I  do  not  know  any  other  line  of  activity  in 
which  a  person  recovers  tax  free  any  capital 
he  may  have  produced.  Even  in  the  case  of 
capital  gains,  the  basis  for  determining  gain 
or  loss  will  be  only  the  amount  actually  in¬ 
vested  in  the  property.  It  is  only  the  oil 
industry  which  gets  a  return  free  of  tax  in 
excess  of  its  actual  capital  investment. 

Thus,  the  percentage  depletion  allowance 
turns  out  to  be  nothing  more  than  a  special 
subsidy.  If  that  fact  were  more  generality 
understood,  I  cannot  help  wondering  wheth¬ 
er  the  present  allowance  would  be  continued 
unmodified. 

Very  truly  yours, 

Erwin  N.  Griswold. 


December  12,  1950. 

Dear  Dean  Griswold;  As  I  interpret  your 
letter  of  November  28,  you  insist  that  oil 
producers  receive  special  and  unwarranted 
tax  treatment  and  that  all  their  income 
should  be  taxed  as  ordinary  income,  despite 
the  fact  that  in  your  letter  of  September  25, 
you  concede  that  oil  producers  are  entitled 
to  a  depletion  allowance,  merely  questioning 
the  advisability  of  placing  it  at  27%  percent. 
Actually,  the  depletion  allowance  is  appli¬ 
cable  to  relatively  few  oil-producing  proper¬ 
ties.  In  practice,  cost  depletion  applies  to 
the  poorer  properties.  Furthermore,  per¬ 
centage  depletion  is  limited  to  50  percent  of 
net  income  derived  from  a  producing  prop¬ 
erty.  Thus,  in  general,  it  is  improper  to 
refer  to  27%  percent  depletion  rate  as  appli¬ 
cable  to  all  oil  properties. 

The  producer  of  oil  receives  two  different 
kinds  of  income.  He  realizes  a  capital  gain 
or  loss  on  the  sale  of  an  asset  held  over  a 
long  period  of  time  and  a  normal  income  on 
the  operation  of  a  producing  property.  The 
income  tax  law  authorizes  the  taxation  of 
income  and  not  capital.  Therefore,  any  capi¬ 
tal  gain  from  the  sale  of  an  asset  held  over  a 
long  period  of  time  should  not  be  taxed  as 
normal  income.  Only  the  income  derived 
from  producing  operations  can  justly  be 
taxed  as  normal  income.  Consequently,  the 
depletion  allowance,  which  makes  it  possible 
to  avoid  the  taxing  away  of  capital,  does  not 
give  special  treatment  to  the  oil  industry 
and  is  completely  justified.  This  is  proved 
by  the  fact  that  the  profit  figures  for  the  oil 
industry  clearly  follow  the  same  pattern  as 
for  other  industries. 

There  is  no  evidence  that  the  tax  provi¬ 
sions  have  resulted  in  advantage  for  oil  pro¬ 
ducers  as  compared  with  businesses  in  gen¬ 
eral.  The  fairness  of  a  tax  cannot  be  judged 
by  merely  looking  at  the  most  successful 
operators,  but  must  be  tested  by  considering 
the  average  results  for  all  operators. 

The  function  of  such  profits  as  are  realized 
after  taxes  is  to  direct  investment  capital 
into  different  activities  in  proportion  to  need. 
There  is  no  evidence  that  profits  have  been 
so  high  as  to  attract  any  more  capital  into 
the  oil  industry  than  is  needed.  While  the 
oil  industry  has  constantly  expanded,  the 
expansion  has  contributed  greatly  to  the 
maintenance  of  low  prices  for  fuels,  to  eco¬ 
nomic  progress,  and  an  expanding  economy. 
If  the  profit  rate  on  oil  production  had  been 
reduced  by  higher  taxes,  the  capital  attracted 
into  the  industry  would  have  been  reduced; 
additions  to  oil  reserves  would  have  been  less. 
The  smaller  supply  of  energy  would  have 
retarded  economic  progress  in  the  United 
States,  and  the  price  of  gasoline  and  other 
petroleum  products  to  the  consuming  public 
would  have  been  materially  increased. 

Thus,  it  seems  clear  that  the  wisdom  of 
the  depletion  allowance  is  more  than  justi¬ 
fied,  and  experience  has  demonstrated  that 
the  depletion  allowance  is  not  excessive  but 
has  been  only  enough  to  generate  new  risk 
capital  required  in  exploring  for  oil. 

Yours  sincerely, 

Rex  G.  Baker. 


Mr.  DOUGLAS.  Mr.  President,  this 
completes  the  formal  presentation  of  the 
material  in  support  of  my  amendment. 

I  have  not  been  in  politics  for  a  quar¬ 
ter  of  a  century  without  knowing  the 
forces  which  are  alined  against  this 
amendment — the  most  powerful  forces  in 
the  country,  contributors  to  campaign 
funds,  contributors  to  campaign  commit¬ 
tees,  contributors  to  individual  senatorial 
and  congressional  campaigns.  In  re¬ 
turn,  it  is  asked  that  the  men  so  helped 
protect  the  depletion  allowance.  This  is 
one  of  the  most  corrupting  influences  in 
American  politics;  and  both  parties  are 
tarred  with  it. 

I  had  hoped  that  my  party — the  party 
of  Bryan,  Woodrow  Wilson,  Franklin  D. 
Roosevelt,  and  Harry  Truman — might 
remain  immune,  or  relatively  immune, 
from  this  influence;  but  it  is  not  so. 
Those  in  the  know  are  well  aware  of 
the  powerful  influence  of  the  oil  com¬ 
panies  upon  Democratic  policy  and 
Democratic  votes,  and  also — perhaps  to 
an  even  greater  degree — upon  votes  on 
the  other  side  of  the  aisle. 

But,  Mr.  President,  if  we  are  to  retain 
any  faith  in  our  system,  we  must  enforce 
the  tax  laws  without  fear  or  favor.  By 
favoritism,  we  are  encouraging  evasion 
and  avoidance  on  the  part  of  millions, 
who  say  the  whole  system  is  a  racket, 
that  the  big  boys  can  get  legal  protec¬ 
tion,  so  why  should  the  others  declare  all 
their  income?  The  expense  accounts 
and  the  other  forms  of  evasion  are  eat¬ 
ing  like  an  ugly  cancer  all  through  our 
national  life;  and  we  have  made  it  worse 
in  the  last  weeks  in  the  Finance  Com¬ 
mittee  and  on  the  Senate  floor,  as  meas¬ 
ure  after  measure  to  help  the  powerful 
and  the  rich  has  gone  through,  but 
amendment  after  amendment  to  try  to 
protect  the  average  taxpayer  has  been 
voted  down.  We  have  seen  the  spectacle 
of  a  bipartisan  political  combination,  op¬ 
erating  on  both  sides  of  the  aisle,  move 
like  a  juggernaut  in  this  direction. 

Mr.  President,  I  am  well  aware  that 
when  the  issue  is  put  to  a  vote — whether 
on  a  motion  to  lay  on  the  table  or 
whether  a  vote  directly  on  the  amend¬ 
ment  there  will  be  a  majority,  and  prob¬ 
ably  a  big  majority,  against  this  amend¬ 
ment.  But  I  take  some  courage  from  the 
fact  that  when  the  vote  was  taken  on 
the  amendment  of  the  Senator  from 
Delaware  [Mr.  Williams],  30  Senators 
voted  against  laying  it  on  the  table. 

I  remember  that  back  in  1951,  when 
we  began  this  fight,  only  nine  Senators 
wanted  to  reduce  the  depletion  allow¬ 
ance.  They  were  the  Senator  from  Ore¬ 
gon  [Mr.  Morse],  the  Senator  from  Del¬ 
aware  [Mr.  Williams],  the  Senator  from 
Minnesota  [Mr.  Humphrey],  myself, 
and  five  others,  whose  names  I  cannot 
remember  at  the  moment — but  only  a 
total  of  nine.  Now  the  number  has 
grown,  even  on  an  incomplete  rollcall, 
to  30;  and  I  was  especially  pleased 
that  the  chairman  of  the  Senate  Finance 
Committee,  the  senior  Senator  from  Vir¬ 
ginia  [Mr.  Byrd],  voted  with  us  on  that 
yea-and-nay  vote.  I  think  it  is  the  first 
time  he  has  done  so.  It  may  be  indica¬ 
tive  of  the  shift  in  public  opinion. 

We  know  we  shall  be  beaten  tonight; 
the  bipartisan  coalition  will  roll  over  us. 
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But  we  shall  go  down  fighting,  even  at 
this  late  hour. 

Some  of  the  supporters  of  the  deple¬ 
tion  allowance  scornfully  say,  “These 
amendments  have  been  defeated  before, 
and  they  will  be  defeated  again.  So  pay 
no  attention  to  them;  they  do  not 
amount  to  anything.” 

Mr.  President,  I  thought  of  some  lines 
written  by  James  Russell  Lowell,  who 
perhaps  is  out  of  fashion  today,  but  who 
wrote  some  good  poetry  about  the  anti¬ 
slavery  issue — poetry  which  also  is  ap¬ 
plicable  to  the  depletion- allowance  is¬ 
sue.  Since  other  Members  of  the  Sen¬ 
ate  have  quoted  poetry — of  an  inferior 
nature — I  hope  I  may  be  pardoned  if  I 
quote  these  lines  from  James  Russell 
Lowell : 

Truth,  crushed  to  earth,  shall  rise  again; 

The  eternal  years  of  God  are  hers; 

But  Error,  wounded,  writhes  in  pain, 

And  dies  among  his  worshippers. 

Mr.  President,  it  is  solemn  truth  that 
the  depletion  allowance  should  be  great¬ 
ly  reduced.  We  are  going  to  be  beaten 
tonight;  but  in  God’s  good  time  we  will 
not  be  beaten,  and  the  powerful  oil  in¬ 
terests  which  have  their  representatives 
on  this  floor,  and  who  will  vote  down  this 
measure  and  who  will  be  victorious  this 
time,  in  due  course  of  time  will  not  be 
victorious,  because  they  are  defending 
something  which  is  morally  and  eco¬ 
nomically  wrong. 

Mr.  PROXMIRE.  Mr.  President,  will 
the  Senator  from  Illinois  yield? 

Mr.  DOUGLAS.  I  am  glad  to  yield  for 
a  question. 

Mr.  PROXMIRE.  Will  the  Senator 
from  Illinois  inform  the  Senate  how 
much  this  amendment  would  increase 
revenue? 

Mr.  DOUGLAS.  The  minimum  esti¬ 
mate  of  the  Treasury  is  about  $320  mil¬ 
lion.  The  Library  of  Congress  estimate 
is  approximately  $500  million.  Probably 
the  correct  figure  is  somewhere  between 
the  two;  and  the  amendment  would 
roughly  balance  the  tax  bill. 

Mr.  PROXMIRE.  That  is  my  second 
question.  One  of  the  serious  problems 
in  connection  with  the  pending  tax  bill — 
and  in  the  judgment  of  many  persons 
it  is  the  most  serious  problem  in  this 
connection — is  that  this  tax  bill,  which 
started  as  a  revenue-raising  bill,  will 
now  result  in  the  loss  of  hundreds  of 
millions  of  dollars  of  revenue. 

Mr.  DOUGLAS.  That  is  correct. 

Mr.  PROXMIRE.  But  the  effect  of 
the  amendment  of  the  Senator  from  Illi¬ 
nois  would  be  to  change  that  situation 
and  to  compensate  for  the  revenue  losses 
caused  by  other  parts  of  the  bill;  and 
thus  the  amendment  would  result  in  a 
balanced  tax  bill,  which  would  not  lose  a 
substantial  amount  of  revenue,  and 
might  even  balance  the  revenue  losses 
with  a  revenue  gain. 

Mr.  DOUGLAS.  The  amendment 
would  result  in  a  roughly  balanced  bill — 
not  a  precisely  balanced  bill,  but  a 
roughly  balanced  bill. 

Mr.  PROXMIRE.  Is  it  not  true  that 
perhaps  the  best  test  of  justice  or  of 
what  some  might  call  liberalism  is  one’s 
attitude  toward  revenue -raising  meas¬ 
ures?  And  is  it  not  true  that  we  can 
determine — on  the  basis  of  Senators’ 


votes  whether  they  believe  taxation 
should  be  based  on  ability  to  pay  or  that 
it  should  be  based  on  political  and  eco¬ 
nomic  power?  Would  not  this  seem  to  be 
the  place,  if  any,  to  divide  those  who  be¬ 
lieve  in  economic  and  political  justice 
from  those  who  do  not? 

Mr.  DOUGLAS.  Amendments  such  as 
this  one  will,  in  the  slang  parlance,  sep¬ 
arate  the  men  from  the  boys.  Whatever 
may  be  one’s  view  in  regard  to  the  gen¬ 
eral  system  of  taxation — whether  one  be¬ 
lieves  it  should  be  proportional,  with  the 
rate  constant  as  income  increases;  or 
whether  one  believes  that  it  should  be 
regressive,  with  the  rate  decreasing  as 
income  increases;  or  whether  one  sub¬ 
scribes  to  the  position  to  which  I  hold; 
namely,  that  the  rate  should  increase  as 
income  increases — in  any  case  those  with 
equal  incomes  should  pay  equal  taxes. 
But  that  is  not  the  case  when  special 
groups  receive  special  and  favored  treat¬ 
ment  in  regard  to  the  taxation  of  income. 

Mr.  President,  I  yield  the  floor. 

Mr.  MONRONEY.  Mr.  President,  I 
rise  in  opposition  to  the  amendment  of 
the  distinguished  Senator  from  Illinois. 

At  the  beginning,  I  would  like  to  say 
that  many  of  us  who  have  long  sup¬ 
ported  the  depletion  allowance  have 
done  so  from  deepest  conviction  that  it 
is  not  only  economically  sound,  but  that 
it  has  been  indispensible  to  building  in 
this  country  a  reliable,  available  source 
of  the  mineral  which  is  the  most  neces¬ 
sary  to  our  economy  in  peace  or  war. 

In  my  State  oil  is  the  second  largest 
income  producer,  ranking  only  slightly 
below  agriculture. 

I  assume  that  the  distinguished  Sen¬ 
ator  from  Illinois  is  speaking  with  com¬ 
plete  integrity  as  he  discusses  the  vari¬ 
ous  economic  issues  which  he  regards  as 
important  to  the  Nation  or  to  the  State 
of  Illinois.  I  ask  that  the  same  credit 
for  honest  conviction  be  given  to  those 
of  us  who  see  this  question  in  a  different 
light. 

The  Senator  implies  that  we  are  tools 
of  the  giant  oil  industry.  It  is  also  pos¬ 
sible  that  on  the  merits  of  the  issue,  he 
is  wrong  and  we  are  right. 

The  amendment  the  Senator  offers 
would,  I  believe,  be  subject  to  severe 
criticism  on  many  grounds.  The  Sen¬ 
ator,  in  his  amendment,  is  singling  out 
oil  as  an  evil  thing  and  treating  the  de¬ 
pletion  allowance  as  merely  a  means  of 
grabbing  extra  income. 

We  in  Oklahoma  consider  the  deple¬ 
tion  allowance  as  the  greatest  possible 
accelerator  to  make  America  self- 
sufficient  in  oil. 

Like  the  Williams  amendment,  this 
amendment  proposes  to  single  out  oil 
and  gas  and  establish  a  sliding  scale  of 
depletion  for  that  1  mineral  out  of  the 
37  which  enjoy  comparable  depletion  al¬ 
lowances. 

Not  only  does  it  single  out  one  in¬ 
dustry  for  different  treatment,  but  it 
singles  out  the  industry  which  consist¬ 
ently  spends  a  greater  percentage  of  its 
income  to  find  and  develop  new 
supplies — the  purpose  of  all  depletion 
allowances — than  any  other  mining  in¬ 
dustry.  It  singles  out  the  only  mining 
industry  which  consistently  spends  $3  on 
exploration  and  development  for  new 


supplies  for  every  dollar  that  it  retains 
in  depletion. 

The  greatest  objection  to  the  amend¬ 
ment  is  that  it  would  extend  the  maxi¬ 
mum  depletion  allowance  of  27  y2  per¬ 
cent  to  the  very  class  of  taxpayers  who 
are  least  likely  to  reinvest  in  explora¬ 
tion — those  whose  gross  income  from  oil 
and  gas  is  less  than  $1  million.  In  this 
group  would  be  most  royalty  owners  and 
one-shot  speculative  investors  in  wild¬ 
cat  wells.  It  would  reduce  the  allow¬ 
ance  to  the  very  classes  of  taxpayers  that 
are  most  likely  to  reinvest  not  only  the 
funds  retained  for  depletion,  but  much 
more  in  exploration  for  new  supplies. 
Thus,  taxpayers  with  incomes  from  oil 
and  gas  of  more  than  $1  million  but  less 
than  $5  million  would  be  given  an  allow¬ 
ance  of  21  percent  and  those  with  in¬ 
comes  from  oil  and  gas  in  excess  of  $5 
million  an  allowance  of  15  percent. 

The  33  largest  oil  companies  in  the 
United  States  are  the  subject  of  an  an¬ 
nual  report  by  the  petroleum  depart¬ 
ment  of  the  Chase  Manhattan  Bank.  All 
of  these  companies  would  have  their  de¬ 
pletion  allowance  reduced  from  27  V2  to 
15  y4  percent  on  all  oil  and  gas  produc¬ 
tion.  The  latest  issue  of  this  report,  en¬ 
titled  “Petroleum  Industry,  1961,”  indi¬ 
cates  that  these  companies  spent  in  1961 
on  exploration  and  development  in  the 
United  States  alone  over  $100  million 
more  than  they  retained  for  depletion, 
depreciation,  and  amortization  com¬ 
bined. 

We  cannot  have  it  both  ways.  If  the 
American  oil  industry  is  to  continue  to 
find  adequate  supplies  to  meet  the  Na¬ 
tion’s  needs,  it  must  obtain  the  neces¬ 
sary  funds  to  pay  for  the  cost  of  ex¬ 
ploration.  We  must  either  retain  the 
present  depletion  allowance,  or  accept  a 
substantial  increase  in  the  cost  of  gaso¬ 
line  and  other  petroleum  products. 
There  are  no  other  sources  of  the  neces¬ 
sary  money.  The  profits  of  this  indus¬ 
try  are  consistently  lower  than  the  aver¬ 
age  profits  of  manufacturing  industries 
in  the  United  States. 

Some  of  those  who  have  been  critical 
of  the  depletion  allowance  have  frankly 
recognized  that  its  withdrawal  would  re¬ 
quire  an  increase  in  price.  Prof.  Arnold 
G.  Harberger  of  the  University  of  Chi¬ 
cago  has  testified  that — 

More  oil  can  indeed  be  obtained  by  tax 
concessions  *  *  *  (but)  *  *  *  if  the  rest 
of  the  economy  wants  more  oil,  it  should  be 
willing  to  pay  for  it  by  way  of  a  higher 
market  price. 

This  means  primarily  an  increase  in 
the  price  of  gasoline. 

Rather  than  agree  with  the  Senator 
that  we  are  oversupplied  or  that  we  are 
wasteful  in  investing  in  oil,  I  am  proud 
that  we  continue  to  have,  within  the 
borders  of  this  Nation,  an  adequate  sup¬ 
ply  of  oil  which  has  taken  us  through 
two  World  Wars  and  the  Korean  conflict. 

I  shudder  to  think,  with  all  our  mech¬ 
anized  equipment,  from  airplanes  to  sub¬ 
marines  tr  diesel  trains  to  compact  cars, 
that  we  would  have  to  suffer  the  outflow 
of  dollars  which  would  be  required  to 
import  all  the  oil  needed  to  keep  our 
industrial  machine  on  the  move. 

I  feel  that  the  way  to  get  production 
is  the  way  we  have  gotten  it  in  the  past. 
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that  is  to  make  it  worth  the  gamble  for 
men  to  drill.  In  the  days  when  the  de¬ 
pletion  allowance  originated,  it  was  com¬ 
mon  to  take  a  string  of  cable  tools  and 
drill  1,000  or  1,500  feet  below  the  earth’s 
surface  and  hit  an  oil  well.  Today  we 
have  gone  below  the  5,000-foot  depth. 
We  are  probing  the  10,000  depth.  There 
are  wells  in  my  State  which  are  searching 
for  oil  at  the  15,000  foot  level,  and  there 
is  a  search  for  oil  where  it  has  not  been 
found  before. 

This  is  equally  true  of  all  search  for 
oil  today.  The  lush  days  of  the  east 
Texas  field  are  gone.  There  has  not  been 
a  field  like  that  found  in  more  than  a 
score  of  years.  Aside  from  the  Williston 
Basin,  the  fields  have  been  small  in  size 
and  low  in  production.  Yet  the  Senator 
from  Illinois  would  take  away  the  right 
of  oil  to  be  treated  as  any  other  mineral. 

There  are  over  50  minerals  that  receive 
a  depletion  allowance.  Oil  and  gas  re¬ 
ceive  the  top  allowance,  which  is  27  V2 
percent. 

It  is  not  generally  recognized  that  the 
depletion  allowance  for  the  oil  industry 
is  limited  to  27y2  percent  of  its  gross  or 
50  percent  of  its  net  earnings,  whichever 
is  less.  For  the  industry  as  a  whole,  this 
results  in  an  average  depletion  allowance 
of  about  23  percent — the  same  as  pro¬ 
vided  for  sulfur,  lead,  zinc,  uranium, 
nickel,  in  fact,  for  a  total  of  37  other 
mining  industries.  Even  the  producers 
of  sand  and  clay  have  depletion  allow¬ 
ances  under  our  laws. 

Mr.  DOUGLAS.  Mr.  President,  will 
the  Senator  yield? 

If  the  Senator  wishes  to  offer  an 
amendment  which  would  apply  to  sulfur, 
bauxite,  and  the  other  minerals  which  he 
has  mentioned,  the  same  depletion  allow¬ 
ance  as  to  oil,  I  would  be  willing  to  sup¬ 
port  the  amendment. 

Mr.  MONRONEY.  I  am  saying  that 
oil  which  is  found  by  a  group  that  has 
$1  million  gross  income  a  year  is  as 
much  entitled  to  a  depletion  allowance 
of  27  x/2  percent  as  a  group  that  has  a 
gross  income  from  oil  of  only  $500,000. 
After  all,  profit  is  the  thing  we  are  try¬ 
ing  to  measure.  In  a  situation  such  as 
this,  those  having  a  $1  million  gross  in¬ 
come,  whose  depletion  allowance  would 
be  cut  from  27  V2  percent  to  21  percent, 
are  not  giants.  At  $3  a  barrel,  $1  mil¬ 
lion  gross  would  be  produced  by  300,000 
barrels.  This  would  produce  a  net 
profit,  on  the  average,  of  25  cents  a  bar¬ 
rel  before  taxes,  or  about  $73,000  a  year. 
These  are  not  giants  whose  depletion 
allowance  would  be  reduced  from  27  V2 
percent  to  21  percent. 

Mr.  PROXMIRE.  Mr.  President,  will 
the  Senator  yield  at  that  point? 

Mr.  MONRONEY.  I  yield. 

Mr.  PROXMIRE.  Would  the  Senator 
support  an  amendment  merely  to  reduce 
the  level  of  oil  depletion  to  that  allowed 
sulfur,  23  percent,  and  permit  oil  to 
have  the  same  depletion  allowance  as 
the  second  most  favored  group  of 
minerals? 

Mr.  MONRONEY.  Of  course  not,  be¬ 
cause  sulfur  is  not  found  at  5,000 
to  25,000  feet  below  the  earth’s  surface. 
It  does  not  require  a  well  costing  $100,000 
to  $1  million  to  determine  whether  it  is 


there  at  all.  The  other  minerals  are 
found  near  the  surface  of  the  earth. 

I  have  listened  patiently  to  the  distin¬ 
guished  Senator’s  argument.  I  am  try¬ 
ing  to  say  that  the  much  maligned  27  V2 
percent  depletion  allowance  does  what  I 
think  all  America  wants;  and  that  is,  to 
make  us  self-sufficient  in  oil.  It  will  be 
remembered  that  when  the  Suez  Canal 
was  closed  we  had  to  open  our  wells 
and  produce  enough  to  supply  the  free 
world. 

I  think  it  is  a  good  investment  to  con¬ 
tinue  to  develop  our  oil  reserves,  because 
we  do  not  know  when  the  war  may  grow 
hotter  in  Berlin,  or  whether  we  may  have 
more  trouble  in  Laos,  or  whether  we  may 
face  another  blowup  in  the  Middle  East. 

Mr.  PROXMIRE.  May  I  ask  the  Sen¬ 
ator  another  question? 

Mr.  MONRONEY.  We  must  have  a 
supply  which  is  not  only  ample  for  our¬ 
selves  but  also  ample  for  our  allies.  In 
order  to  have  this  supply  there  must  be 
a  profit  motive,  to  make  it  profitable  for 
the  producer  to  drill,  generally,  nine 
holes  in  order  to  get  one  that  will  pro¬ 
duce.  Then,  if  he  has  nine  such  pro¬ 
ducing  wells,  new  discovery  wells,  prob¬ 
ably  only  one  will  prove  to  be  economi¬ 
cally  feasible,  to  return  a  good  invest¬ 
ment  on  a  good  oil  strike.  I  might  re¬ 
peat  what  I  said  earlier  today  in  connec¬ 
tion  with  the  Williams  amendment: 

And  if  an  oil  producer  invested  $300,000  in 
a  well — and  was  allowed  to  recover  tax  free 
from  the  output  of  that  well  this  same  $300,- 
000  of  his  original  investment,  he  could  not 
normally  go  out  and  for  $300,000  find  an¬ 
other  well  to  replace  the  one  he  had  depleted 
by  production. 

Wildcatting  odds  axe  dead  against  that. 
On  the  average,  a  man  drilling  rank  wild¬ 
cats — a  man  going  out  to  find  new  reserves 
to  replace  those  being  depleted — would  have 
to  drill  nine  exploratory  wells  to  find  one 
that  even  qualified  as  a  producer.  But  even 
at  that,  his  one  producing  well  out  of  nine 
would — if  typical — turn  out  to  be  a  financial 
failure.  Under  the  prevailing  odds,  only 
about  3  percent  of  all  the  new  field  wildcat 
wells  drilled  are  ultimately  successful — pro¬ 
ducing  oil  or  gas  or  both  in  quantities 
deemed  sufficient  to  turn  a  profit.  Ninety- 
seven  percent  of  all  new  field  wildcat  wells 
are  commercial  failures. 

Therefore,  based  on  industry  averages  over 
a  period  of  time,  an  oil  producer  who  was 
depleting  a  well  that  cost  him  $300,000  would 
have  to  have  not  his  $300,000  back  but — at 
the  very  least — 32  times  that  original  invest¬ 
ment — or  $9,600,000 — to  stand  a  fighting 
chance  of  bucking  the  mathematical  odds 
and  finding  replacement  reserves. 

Giving  him  $300,000  in  tax  deductions 
would  be  little  better  than  giving  him  noth¬ 
ing.  It  would  be  the  same  as  telling  him  to 
go  out  of  business  because — unless  he  had  a 
very  sensational  and  remarkable  stroke  of 
luck — he  just  wouldn’t  be  able  to  find  a  new 
wildcat  well  if  allowed  no  more  of  a  deduc¬ 
tion  than  his  investment  in  a  well  that  was 
depleting. 

Mr.  TOWER.  Mr.  President,  will  the 
Senator  yield  for  a  question? 

Mr.  MONRONEY.  I  yield  to  my  dis¬ 
tinguished  colleague. 

Mr.  TOWER.  Would  not  the  effect  of 
the  amendment  proposed  by  the  distin¬ 
guished  Senator  from  Illinois  be  to 
penalize  success,  to  discourage  the  pur¬ 
suit  of  success?  Is  not  the  pursuit  of 
success  that  which  has  built  the  great 
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industrial  empire  of  our  country? 
Should  we  penalize  success? 

Mr.  MONRONEY.  The  Senator  is 
exactly  correct  in  stating  the  position 
which  has  been  taken. 

It  is  said,  in  effect,  “The  more  success¬ 
ful  and  the  more  erudite  are  the  geolo¬ 
gists,  the  more  carefully  they  plan  the 
wildcatting  and  the  exploration,  the 
more  we  will  cut  them  off,  because  the 
allowance  is  wrong.  We  must  not  allow 
a  reward  for  success  in  finding  oil.’’  We 
are  not  asking  that  anything  special  be 
done  for  finding  oil,  but  we  think  it  is 
at  least  entitled  to  the  same  depletion 
allowance  everybody  else  gets. 

I  cannot  see  any  logic  in  saying  that 
well  A,  which  produces  a  commodity 
called  oil,  shall  be  allowed  a  27 ^-per¬ 
cent  depletion  allowance — but  never 
more  than  50  percent  of  net,  I  remind 
Senators,  on  each  well — and  well  B,  be¬ 
cause  somebody  else  owns  it,  because 
the  producer  might  make  $83,000  a  year 
net  on  the  production  of  $1  million  worth 
of  oil  gross,  shall  get  a  21-percent  de¬ 
pletion  allowance  on  identical  oil. 

Is  that  the  way  to  write  tax  legisla¬ 
tion?  I  do  not  think  so.  We  are  sin¬ 
gling  out  the  oil  industry,  and  making 
a  target  of  it.  I  do  not  know  why  it  is 
considered  to  be  so  evil,  compared  to 
other  minerals.  No  other  minerals  have 
strings  tied  to  the  amount  of  gross  in¬ 
come  which  can  be  produced — from  a 
coal  mine,  a  sulfur  mine,  a  bauxite 
mine,  or  a  borate  mine. 

Mr.  DOUGLAS.  Mr.  President,  will 
my  good  friend  yield? 

Mr.  MONRONEY.  I  yield. 

Mr.  DOUGLAS.  I  should  be  perfectly 
willing  to  accept  an  amendment  from  the 
Senator  to  reduce  the  depletion  allow¬ 
ances  in  the  case  of  other  minerals  and 
to  say  that  the  depletion  allowance  shall 
not  exceed  21  percent  for  the  amounts 
from  $1  million  to  $5  million  and  15  per¬ 
cent  for  the  amounts  over  $5  million.  If 
the  Senator  will  propose  that,  I  will  ac¬ 
cept  it. 

Mr.  MONRONEY.  I  do  not  intend  to 
propose  it. 

Mr.  DOUGLAS.  Of  course  the  Sena¬ 
tor  does  not  intend  to  propose  it. 

Mr.  MONRONEY.  I  don’t  apologize 
for  refusing  to  legislate  in  total  ignor¬ 
ance  of  the  problems  of  those  industries. 
I  think  the  27  V2  -percent  depletion  allow¬ 
ance  has  delivered  what  it  was  intended 
to  deliver,  which  is  an  adequate  supply 
of  oil  for  peace  or  war. 

Today  we  are  asked  to  cut  down  the  al¬ 
lowance,  though  we  are  faced  with 
threats  around  the  world.  I  think  such 
action  would  be  foolish  and  irrespon¬ 
sible. 

Mr.  DOUGLAS.  I  say  to  my  good 
friend,  if  he  will  yield,  that,  of  course, 
the  Senator  understands  that  once  the 
depletion  allowance  was  provided  for  oil 
the  pressure  began  for  depletion  allow¬ 
ances  for  sulfur  and  other  minerals, 
partly  to  protect  the  oil  depletion  allow¬ 
ance  and  to  bring  in  more  allies,  and 
partly  because,  with  oil  producers  get¬ 
ting  to  the  trough,  other  producers 
wanted  to  get  there,  too. 

This  is  the  greatest  source  of  abuse, 
because  more  than  $2  billion  of  the  $3 
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billion  we  lose  through  the  depletion  al¬ 
lowance  goes  to  the  oil  industry.  Less 
than  $1  billion  goes  to  all  other  minerals 
combined. 

If  the  Senator  wants  to  mete  out  the 
same  treatment  to  other  minerals  as  I 
would  mete  out  to  oil,  I  should  be  de¬ 
lighted  to  accept  the  amendment. 

Mr.  MONRONEY.  I  say  to  the  Sena¬ 
tor  that  I  know  as  little  about  sulfur 
and  some  of  the  other  minerals  as  I  be¬ 
lieve  some  of  my  colleagues  know  about 
oil. 

Certainly  I  do  not  feel  that  it  is  a 
proper  time,  during  one  night,  without 
any  hearings  as  to  the  effect  of  the  pro¬ 
posal,  to  drive  a  knife  into  the  one  thing 
which  has  kept  a  big  industry  solvent, 
moving  ahead,  and  finding  new  sources 
of  oil  while,  above  all,  maintaining  the 
price  of  gasoline,  which  is  the  principal 
product,  at  what  it  was  in  the  year  1920, 
exclusive  of  all  the  excise  taxes  that  have 
been  levied  since  that  time. 

I  think  this  is  a  pretty  good  record.  I 
think  it  is  a  record  of  a  great  American 
industry  under  a  proved  system  of  try¬ 
ing  its  dead  level  best  to  find  the  prod¬ 
uct  we  need  and  always  to  maintain  an 
adequate  supply. 

Mr.  CARROLL.  Mr.  President,  will 
the  Senator  yield? 

Mr.  MONRONEY.  I  yield  briefly.  I 
should  like  to  close  in  a  moment. 

Mr.  CARROLL.  I  say  to  the  Senator 
from  Oklahoma  that  I  think  he  is  one 
of  the  experts  in  the  field  of  our  domes¬ 
tic  oil  industry.  If  my  memory  serves 
me  correctly,  the  depletion  allowance  was 
enacted  into  a  statute  in  1926. 

Mr.  MONRONEY.  That  is  my  un¬ 
derstanding. 

Mr.  CARROLL.  The  purpose  of  the 
statute  initially  was  to  aid  in  regard  to 
exploration  for  oil  in  this  country;  does 
the  Senator  agree? 

Mr.  MONRONEY.  It  was  to  help  de¬ 
velop  an  adequate  supply  of  oil.  It  was 
also  a  means  to  have  a  uniform  cost  sys¬ 
tem  to  compensate  for  the  exhaustion 
of  a  natural  resource.  What  we  are 
talking  about  is  the  resource  which  is 
discovered.  As  it  is  exhausted  it  can¬ 
not  be  produced  the  second  time.  The 
27  y2  -percent  depletion  allowance  helps 
pay  the  cost  of  finding  a  replacement. 

Mr.  CARROLL.  Basically,  would  not 
the  Senator  agree  that  the  original  pur¬ 
pose  was  to  stimulate  the  exploration 
for  oil,  for  the  purpose  which  the  able 
Senator  from  Oklahoma  indicated,  to 
help  produce  a  domestic  oil  industry 
which  could  meet  the  needs  of  the  Na¬ 
tion? 

Mr.  MONRONEY.  That  is  correct. 

Mr.  CARROLL.  I  agree  with  that 
statement  by  the  Senator  from  Okla¬ 
homa.  I  must  confess  that  I  disagree 
with  some  of  my  colleagues. 

I  think  the  President  of  the  United 
States  said  at  one  time,  in  1960,  that 
there  were  about  108  commodities  which 
had  some  type  of  this  sort  of  support, 
and  he  intended  to  review  them. 

In  1932,  in  1935,  in  1937,  in  1938,  and 
in  1939,  when  we  began  to  move  into 
the  foreign  fields,  the  initial  concept 
of  the  depletion  allowance  had  nothing 
to  do  with  other  than  the  exploration 
for  domestic  oil.  Today  we  know  that 


in  Saudi  Arabia,  in  Venezuela,  and  in 
other  foreign  countries  the  depletion  al¬ 
lowance  is  being  given  to  American  oil 
companies  operating  in  these  areas. 

I  do  not  want  to  interfere  with  the 
Senator’s  presentation,  because  I  agree 
with  the  basic  premise  about  the  need 
for  developing,  for  exploring,  strengthen¬ 
ing  a  domestic  oil  industry  in  this 
Nation. 

The  question  occurred  to  me  about 
what  we  should  do  when  we  allow  a 
depletion  allowance,  which  was  never 
contemplated  in  the  original  statute,  to 
Saudi  Arabia  or  to  Venezuela,  and  we 
learn  that  great  financial  benefits  are 
going  to  giant  American  oil  companies 
who  operate  the  major  fields,  and  that 
oil  is  flowing  into  the  United  States, 
interfering  and  retarding  our  domestic 
oil  economy? 

Does  the  Senator  want  to  go  into  that 
field? 

Mr.  MONRONEY.  That  is  another 
matter.  Briefly,  the  rearrangement  of 
the  contract  makes  depletion  of  little 
significance,  because  of  the  treatment  of 
the  royalty  as  a  tax  which  is  deductible. 
Therefore,  as  I  understand  the  situation, 
very  few  of  the  Middle  Eastern  producers 
even  consider  the  depletion  allowance. 

Mr.  CARROLL.  Mr.  President,  will 
the  Senator  yield  further? 

Mr.  MONRONEY.  I  should  like  to 
conclude,  but  I  yield. 

Mr.  CARROLL.  I  do  not  wish  to 
interfere  with  the  presentation  by  the 
Senator  from  Oklahoma,  but  I  suggest 
that  those  contracts  were  negotiated 
with  the  support  of  the  State  Depart¬ 
ment.  In  Saudi  Arabia,  for  example, 
the  contract  was  set  up  by  royal  decree. 
The  taxes  paid  to  Saudi  Arabia  are  offset 
under  a  statute,  passed  in  1918. 

I  do  not  wish  to  demean  the  presenta¬ 
tion  by  the  Senator  from  Oklahoma. 
We  face  a  problem.  I  do  not  think  we 
can  solve  it  in  a  short  time.  We  ought 
to  examine  the  whole  program,  and  con¬ 
sider  whether  we  should  limit  the  deple¬ 
tion  allowance  to  the  continental  limits 
of  the  United  States. 

I  believe  I  am  correct  in  saying  that 
the  Senator  from  Oklahoma  and  the 
junior  Senator  from  Colorado  and  some 
other  Senators  have  asked  the  adminis¬ 
tration  to  control  the  importation  of  oil 
into  this  country  because  it  affects  our 
domestic  industry. 

Mr.  MONRONEY.  The  Senator  has 
been  very  helpful  in  that  connection,  as 
I  have  tried  to  be.  Generally  the  amend¬ 
ment  would  have  little  or  no  effect  in  the 
areas  of  the  Middle  East,  where  the 
trouble  occurs.  It  would  have  the  effect 
of  shutting  down  exploration  and 
eliminating  the  development  of  fields  in 
the  United  States.  If  the  amendment 
were  agreed  to,  we  would  be  playing  a 
dangerous  game.  We  can  pay  the  cost 
of  finding  oil  in  one  of  two  ways.  We 
would  either  pay  it  by  providing  an 
adequate  depletion  allowance,  and  the 
271/2  percent  allowance  has  proved  it¬ 
self  successful — or  if  we  reduce  that 
amount  we  will  make  up  the  difference 
in  the  price  of  gasoline  and  oil. 

Mr.  CARROLL.  Mr.  President,  will 
the  Senator  yield? 

Mr.  MONRONEY.  I  yield. 


Mr.  CARROLL.  Would  it  not  be  bet¬ 
ter  for  the  Senate,  the  administration, 
and  the  Department  of  the  Treasury  to 
begin  to  direct  its  attention,  first,  to  the 
question  of  the  advisibility  of  allowing 
depletion  allowance  to  American  oil 
companies  operating  in  foreign  coun¬ 
tries,  especially  when  the  Department  of 
State  is  or  has  been  negotiating  agree¬ 
ments  in  these  areas  and,  second,  to  the 
question  whether  or  not  we  should  con¬ 
sider  a  modification  of  the  offset  tax 
statute? 

Mr.  MONRONEY.  That  would  be  a 
subject  of  legislation. 

In  closing  I  wish  to  again  point  out 
that  the  latest  issue  of  the  Chase  Na¬ 
tional  report  entitled  “Petroleum  In¬ 
dustry — 1961”  indicates  that  in  1961  the 
33  largest  oil  companies  in  the  United 
States  spent  on  exploration  and  devel¬ 
opment  in  the  United  States  alone  over 
$100  million  more  than  they  retained  for 
depreciation  or  amortization  combined. 
I  yield  the  floor. 

Mr.  MANSFIELD.  Mr.  President,  it 
was  my  intention  to  move  to  table  the 
amendment  of  the  Senator  from  Illinois 
as  I  moved  to  table  the  amendment  of 
the  Senator  from  Delaware  [Mr.  Wil¬ 
liams].  However,  I  notified  the  Senator 
from  Delaware  ahead  of  time  that  such 
was  my  intention.  I  did  not  so  notify 
the  Senator  from  Illinois. 

Will  the  Senator  from  Illinois  do  me 
the  courtesy  of  stating  whether  he  pre¬ 
fers  to  have  a  motion  to  table  made  or 
would  he  prefer  an  outright  vote  on  his 
amendment? 

Mr.  DOUGLAS.  I  would  personally 
prefer  to  have  an  outright  vote  on  the 
amendment. 

Mr.  MANSFIELD.  Mr.  President,  I 
ask  for  the  yeas  and  nays  on  the  amend¬ 
ment. 

The  PRESIDING  OFFICER.  Is  there 
a  sufficient  second? 

The  yeas  and  nays  were  ordered. 

Mr.  CARROLL.  Mr.  President,  unless 
there  has  been  a  time  limitation  on  de¬ 
bate,  which  the  Senator  from  Colorado 
has  not  heard  about,  I  wish  to  make  a 
few  remarks  on  the  amendment. 

Again  we  are  confronted  with  one  of 
the  most  complex  economic  taxing  situ¬ 
ations  with  which  the  Senate  is  called 
upon  to  consider.  We  cannot  adequately 
discuss  such  an  important  proposal  in 
1  or  2  hours.  The  Senator  from  Okla¬ 
homa  has  made  a  very  fine  presentation 
from  the  standpoint  of  the  domestic  oil 
industry.  He  discussed  the  taxes  paid 
by  the  major  companies  in  our  country. 

I  point  out  to  the  Senate  that,  accord¬ 
ing  to  my  memory,  one  company  in  one 
taxing  year  in  Saudi  Arabia  received  a 
depletion  allowance  of  $120  million. 

I  previously  have  had  the  privilege  of 
discussing  this  evening  this  subject  with 
the  senior  Senator  from  Illinois  [Mr. 
Douglas],  Senator  O’Mahoney  and  I 
had  sponsored  an  amendment  which 
would  cut  off  depletion  allowances  at  the 
continental  limits  of  the  United  States. 
We  found  that  there  was  no  support  for 
the  measure  among  members  of  the  in¬ 
dependent  oil  industry  because  they  were 
greatly  influenced  by  the  major  com¬ 
panies  who  have  enormous  financial 
holdings  in  other  countries. 
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Recently  I  received  information  that 
some  of  the  small  refiners  and  distribu¬ 
tors  are  beginning  to  understand  the 
consequences  of  the  great  outpouring  of 
wealth  resulting  from  foreign  oil  produc¬ 
tion  into  their  own  marketing  and  dis¬ 
tributing  situation  here  in  the  United 
States.  The  able  Senator  from  Illinois 
and  I  discussed  the  subject  only  an  hour 
or  so  ago.  I  had  hoped  that  the  Senator 
from  Illinois  would  not  ask  for  a  record 
vote  on  the  present  proposal.  Why?  We 
cannot  adequately  discuss  the  question 
in  an  hour  or  two  of  debate  on  the  sort 
of  bill  before  the  Senate. 

The  vote  can  only  be  symbolic.  It  will 
not  be  a  definitive  vote  at  all.  The  sub¬ 
ject  is  one  which  should  be  discussed 
for  hours  in  the  Senate,  and  not  in  con¬ 
nection  with  this  type  of  a  tax  bill. 
Many  of  us  come  from  oil  producing 
States  and  have  voted  consistently  for 
the  principle  involved  in  the  amendment 
of  the  Senator  from  Illinois.  There  has 
been  no  adequate  time  for  preparation 
for  this  debate.  We  cannot  discuss  in¬ 
telligently  an  issue  of  such  importance 
in  an  hour  and  a  half  or  2  hours.  The 
question  involves  a  vital  part  of  the 
economy  of  our  Nation.  It  involves  a 
presidential  pledge  on  which  we  have  not 
received  any  information,  guidance,  di¬ 
rection  or  leadership. 

In  this  short  time  Senators  who  come 
from  oil  producing  States  should  not 
be  faced  with  the  contention  that  we 
should  have  a  depletion  allowance  only 
for  the  domestic  oil  industry.  This 
amendment  does  not  do  justice  to  those 
of  us  who  represent  independent  pro¬ 
ducers  and  distributors,  and  those  who 
have  deep  convictions  on  the  issue,  and 
who  seek  a  more  timely  and  equitable 
solution. 

No  experienced  Senator  believes  that 
the  amendment  will  be  approved.  Un¬ 
less  we  contemplate  extended  debate,  the 
issue  should  not  have  been  brought  be¬ 
fore  the  Senate  in  connection  with  the 
pending  bill  at  the  present  time.  Only 
with  extensive  debate,  with  statistics  pro 
and  con  brought  forth,  should  we  be  re¬ 
quired  to  vote  on  the  merits.  The  able 
Senator  from  Illinois  [Mr.  Douglas]  has 
presented  the  issue  hour  after  hour,  day 
after  day,  and  year  after  year,  and  we 
have  been  defeated  time  after  time.  This 
late  hour,  when  we  are  not  prepared, 
when  we  are  all  tired,  is  not  the  proper 
time  to  discuss  this  important  amend¬ 
ment.  No  one  has  really  discussed  the 
issue  as  it  should  have  been  debated. 

I  had  hoped  that  we  would  not  have 
a  vote  on  the  merits  of  the  issue. 

I  should  like  to  make  my  position 
clear.  I  should  like  to  have  had  the  op¬ 
portunity  to  present  the  original 
O’Mahoney  amendment,  which  would 
provide  a  larger  gross  income  than  the 
senior  Senator  from  Illinois  requested. 
Also  I  should  like  to  have  had  the  op¬ 
portunity  to  present  the  original 
O’Mahoney-Carroll  amendment  limit¬ 
ing  the  oil  depletion  allowance  to  the 
continental  limits  of  the  United  States. 
I  should  like  then  to  have  debated  the 
question  because  these  amendments  have 
never  been  fully  debated  in  the  Senate. 
I  repeat  I  was  hopeful  that  we  would  not 
have  to  vote  on  the  merits  of  the  amend¬ 


ment  at  the  present  time.  Therefore  I 
shall  vote  “no”  for  the  first  time  on  the 
general  issue. 

The  PRESIDING  OFFICER.  The 
question  is  on  agreeing  to  the  amend¬ 
ment  of  the  Senator  from  Illinois.  On 
this  question  the  yeas  and  nays  have 
been  ordered,  and  the  clerk  will  call  the 
roll. 

The  legislative  clerk  proceeded  to  call 
the  roll. 

Mr.  ERVIN  (when  his  name  was 
called) .  On  this  vote  I  have  a  pair  with 
the  senior  Senator  from  Mississippi  [Mr. 
Eastland],  If  he  were  present  and  vot¬ 
ing  he  would  vote  “nay.”  If  I  were  at 
liberty  to  vote  I  would  vote  “yea.”  I 
therefore  withhold  my  vote. 

Mr.  LONG  of  Missouri  (when  his  name 
was  called) .  On  this  vote  I  have  a  pair 
with  the  senior  Senator  from  Tennessee 
[Mr.  Kefauver].  If  he  were  present 
and  voting  he  would  vote  “yea.”  If  I 
were  at  liberty  to  vote  I  would  vote 
“nay.”  I  withhold  my  vote. 

Mr.  WILLIAMS  of  Delaware  (when  his 
name  was  called) .  On  this  vote  I  have 
a  pair  with  the^Senator  from  Kentucky 
[Mr.  Morton],  If  he  were  present  and 
voting  he  would  vote  “nay.”  If  I  were 
at  liberty  to  vote  I  would  -vote  “yea.”  I 
withhold  my  vote. 

Mr.  WILLIAMS  of  New  Jersey  (when 
his  name  was  called) .  On  this  vote  I 
have  a  pair  with  the  Senator  from  Min¬ 
nesota  [Mr.  Humphrey],  If  he  were 
present  and  voting  he  would  vote  “yea.” 
If  I  were  at  liberty  to  vote  I  would  vote 
“nay.”  I  withhold  my  vote. 

Mr.  COOPER  (when  his  name  was 
called) .  On  this  vote  I  have  a  pair  with 
the  senior  Senator  from  New  York  [Mr. 
JavitsL  If  he  were  present  and  voting 
he  would  vote  “yea.”  If  I  were  at 
liberty  to  vote,  I  would  vote  “nay.”  I 
withhold  my  vote. 

The  rollcall  was  concluded. 

Mr.  MANSFIELD.  I  announce  that 
the  Senator  from  Virginia  [Mr.  Byrd], 
the  Senator  from  New  Mexico  [Mr.  Cha¬ 
vez],  the  Senator  from  Mississippi  [Mi-. 
Eastland],  the  Senator  from  Alabama 
[Mr.  Hill],  the  Senator  from  Minnesota 
[Mr.  Humphrey],  the  Senator  from  Ten¬ 
nessee  [Mr.  Kefauver],  the  Senator  from 
Washington  [Mr.  Magnuson],  the  Sena¬ 
tor  from  Oregon  [Mrs.  Neuberger],  the 
Senator  from  Georgia  [Mr.  Russell], 
and  the  Senator  from  Florida  [Mr. 
Smathers]  are  absent  on  official  business. 

I  further  announce  that  the  Senator 
from  New  Mexico  [Mr.  Anderson],  the 
Senator  from  Nevada  [Mr.  Bible],  the 
Senator  from  Wyoming  [Mr.  Hickey], 
and  the  Senator  from  Missouri  [Mr.  Sy¬ 
mington]  are  necessarily  absent. 

I  further  announce  that,  if  present 
and  voting,  the  Senator  from  Nevada 
[Mr.  Bible],  the  Senator  from  New  Mex¬ 
ico  [Mr.  Chavez],  the  Senator  from  Wyo¬ 
ming  [Mr.  Hickey],  the  Senator  from 
Alabama  [Mr.  Hill],  and  the  Senator 
from  Florida  [Mr.  Smathers]  would 
each  vote  “nay.” 

On  this  vote,  the  Senator  from  Oregon 
[Mrs.  Neuberger]  is  paired  with  the  Sen¬ 
ator  from  New  Mexico  [Mr.  Anderson]. 
If  present  and  voting,  the  Senator  from 
Oregon  would  vote  “yea,”  and  the  Sena¬ 
tor  from  New  Mexico  would  vote  “nay.” 


Mr.  KUCHEL.  I  announce  that  the 
Senator  from  Utah  [Mr.  Bennett],  the 
Senator  from  South  Dakota  [Mr.  Bot- 
tum],  the  Senator  from  Arizona  [Mr. 
Gold  water]  ,  the  Senator  from  Kentucky 
[Mr.  Morton],  and  the  Senator  from 
New  Hampshire  [Mr.  Murphy]  are  nec¬ 
essarily  absent. 

The  Senator  from  New  York  [Mr. 
Javits],  the  Senator  from  Vermont  [Mr. 
Prouty  ] ,  and  the  Senator  from  Wiscon¬ 
sin  [Mr.  Wiley]  are  detained  on  official 
business. 

If  present  and  voting,  the  Senator 
from  South  Dakota  [Mr.  Bottum],  the 
Senator  from  Arizona  [Mr.  Goldwater], 
and  the  Senator  from  New  Hampshire 
[Mr.  Murphy]  would  each  vote  “nay.” 

The  respective  pairs  of  the  Senator 
from  New  York  [Mr.  Javits]  and  that 
of  the  Senator  from  Kentucky  [Mr. 
Morton]  have  been  previously  an¬ 
nounced. 

On  this  vote,  the  Senator  from  Wis¬ 
consin  [Mr.  Wiley]  is  paired  with  the 
Senator  from  Utah  [Mr.  Bennett].  If 
present  and  voting,  the  Senator  from 
Wisconsin  would  vote  “yea,”  and  the 
Senator  from  Utah  would  vote  “nay." 

The  result  was  announced — yeas  23, 
nays  50,  as  follows: 

[No.  246  Leg.] 

YE  A3 — 23 


Aiken 

Jackson 

Pastore 

Case, 

Keating 

Pell 

Church 

Lausche 

Proxmire 

Clark 

Long,  Hawaii 

Scott 

Dodd 

McCarthy 

Smith,  Mass. 

Douglas 

McNamara 

Smith,  Maine 

Gore 

Morse 

Young,  Ohio 

Hart 

Muskie 

NAYS— 50 

Allott 

Fong 

Metcalf 

Bartlett 

Fulbright 

Miller 

Beall 

Gruening 

Monroney 

Boggs 

Hartke 

Moss 

Burdick 

Hayden 

Mundt 

Bush 

Hickenlooper 

Pearson 

Butler 

Holland 

Randolph 

Byrd,  W.  Va. 

Hruska 

Robertson 

Cannon 

Johnston 

Saltonstall 

Capehart 

Jordan,  N.C. 

Sparkman 

Carlson 

Jordan,  Idaho 

Stennis 

Carroll 

Kerr 

Talmadge 

Cotton 

Kuchel 

Thurmond 

Curtis 

Long,  La. 

Tower 

Dirksen 

Mansfield 

Yarborough 

Ellender 

McClellan 

Young,  N.  Dak. 

Engle 

McGee 

NOT  VOTING— 

-27 

Anderson 

Goldwater 

Murphy 

Bennett 

Hickey 

Neuberger 

Bible 

Hill 

Prouty 

Bottum 

Humphrey 

Russell 

Byrd,  Va. 

Javits 

Smathers 

Chavez 

Kefauver 

Symington 

Cooper 

Long,  Mo. 

Wiley 

Eastland 

Magnuson 

Williams,  N.J. 

Ervin 

Morton 

Williams,  Del. 

So  Mr.  Douglas’  amendment  was  re¬ 
jected. 

Mr.  MANSFIELD.  Mr.  President,  I 
move  that  the  Senate  reconsider  the  vote 
by  which  the  amendment  was  rejected. 

Mr.  DIRKSEN.  I  move  to  lay  that 
motion  on  the  table. 

The  motion  to  lay  on  the  table  was 
agreed  to. 

Mr.  GORE.  Mr.  President,  it  is  said 
of  the  hill  people  from  whence  I  come 
that  they  are  given  to  starting  fights 
and  never  want  to  quit.  I  fear  I  am  af¬ 
flicted  with  the  latter  limitation;  but 
surely  after  many  days  and  at  this  hour 
it  is  time  to  bring  this  fight  to  a  close. 
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I  have  five  more  amendments,  each 
of  which  I  believe  is  of  considerable  im¬ 
portance,  although  they  are  not  major 
amendments.  With  the  cooperation  of 
the  distinguished  senior  Senator  from 
Oklahoma,  I  should  like  to  handle  them 
for  the  Record  in  pro  forma  fashion. 
I  shall  make  the  briefest  sort  of  state¬ 
ment  with  respect  to  each  amendment 
and  the  reason  why  I  believe  the  pro¬ 
vision  which  is  sought  to  be  amended 
is  unwise.  I  trust  the  distinguished  Sen¬ 
ator  from  Oklahoma  will  be  equally 
brief. 

Before  calling  up  my  amendments,  let 
me  say  that  this  has  been  a  long  and 
grueling  fight  on  a  very  technical  and 
complicated  subject.  I  have  offered  sev¬ 
eral  amendments.  I  have  not  won  any 
of  them.  Generally  in  the  press  the 
group  with  which  I  have  been  associated 
is  referred  to  as  a  “little  band.” 

But,  Mr.  President,  with  respect  to 
three  of  the  amendments  offered  by  the 
junior  Senator  from  Tennessee,  a  ma¬ 
jority  of  the  Democratic  Members  of  the 
Senate  voted  for  the  amendments.  I 
take  some  consolation  from  that  fact.  I 
take  some  consolation,  too,  because  as  a 
result  of  the  lengthy  efforts  which  I  have 
devoted  to  attempting  to  remove  prefer¬ 
ential  tax  treatment  of  income  earned 
abroad,  some  provisions  are  in  the  bill 
which  might  not  otherwise  have  been 
there. 

I  hope  that  one  benefit  especially,  may 
flow  from  this  fight.  I  hope  the  Kennedy 
administration  has  learned  a  lesson  and 
that  it  will  profit  from  that  lesson,  the 
lesson  being  that  a  constant  string  of 
compromises  and  accommodations  with 
respect  to  one  special  interest  after  an¬ 
other  can  lead  to  no  good  end;  and  if 
such  a  procedure  is  repeated  with  the 
big  tax  bill  expected  next  year  or  the 
year  after,  a  fiasco  will  be  the  result. 

Mr.  President,  with  those  brief  re¬ 
marks,  I  call  up  my  amendment  des¬ 
ignated  8-27-62 — E. 

The  PRESIDING  OFFICER.  The 
amendment  will  be  stated. 

The  Chief  Clerk.  On  page  180,  be¬ 
ginning  with  line  23;  it  is  proposed  to 
strike  out  all  through  line  5  on.page  181 
and  insert  the  following: 

(1)  an  amount  equal  to  the  sum  of  the 
deficits  in  earnings  and  profits  for  prior 
taxable  years  beginning  after  December  31, 
1962;  exceeds. 

Mr.  GORE.  Mr.  President,  this 
amendment  would  strike  from  the  bill  a 
committee  amendment  which  gives  the 
privilege  of  carrying  forward  certain 
losses  from  a  date  prior  to  the  effective 
date  of  the  bill.  This  confers  a  benefit 
retroactively.  I  feel  certain  the  the  dis¬ 
tinguished  Senator  from  Oklahoma  feels 
differently.  That  ends  my  statement. 

Mr.  KERR.  Mr.  President,  I  am  op¬ 
posed  to  the  amendment  of  the  Senator 
from  Tennessee.  The  report  of  the  com¬ 
mittee  fully  justifies  the  inclusion  of  the 
language  in  the  bill. 

The  PRESIDING  OFFICER.  The 
question  is  on  agreeing  to  the  amend¬ 
ment  of  the  Senator  from  Tennessee. 

The  amendment  was  rejected. 

Mr.  GORE.  Mr.  President,  I  call  up 
my  amendment  designated  “8-27-62— 
C.” 


The  PRESIDING  OFFICER.  The 
amendment  will  be  stated. 

The  Chief  Clerk.  On  page  187,  line 
5,  it  is  proposed  to  strike  out  “30  percent” 
and  insert  “20  percent”. 

On  page  187,  fine  10,  strike  out  “70 
percent”  and  insert  “80  percent”. 

Mr.  GORE.  Mr.  President,  the  com¬ 
mittee  bill  raises  the  de  minimis  rule 
from  20  percent,  as  contained  in  the 
House  bill,  to  30  percent.  I  am  unable  to 
justify  it. 

Mr.  KERR.  Mr.  President,  the 
amendment  should  not  be  adopted.  I 
hope  it  will  be  rejected. 

The  PRESIDING  OFFICER.  The 
question  is  on  agreeing  to  the  amend¬ 
ment  of  the  Senator  from  Tennessee. 

The  amendment  was  rejected. 

Mr.  GORE.  Mr.  President,  I  call  up 
my  amendment  designated  “8-27-62 — J.” 

The  PRESIDING  OFFICER.  The 
amendment  will  be  stated. 

The  Chief  Clerk.  On  page  31,  line  20, 
it  is  proposed  to  strike  out  “7  percent” 
and  insert  “14  percent.” 

On  page  32,  line  6,  after  “equal  to”  in¬ 
sert  “two  times.” 

On  page  32,  line  21,  after  “equal  to” 
insert  “two  times.” 

Mr.  GORE.  Mr.  President,  as  the  bill 
came  to  the  Finance  Committee  from  the 
House,  the  investment  credit  constituted 
a  direct  and  specific  subsidy  with  no  off¬ 
set  whatsoever.  The  Finance  Commit¬ 
tee,  in  an  effort  to  remove  some  of  the 
elements  of  subsidy  from  the  provision, 
decided  that  the  basis  of  the  equipment 
and  machinery  involved  should  be  re¬ 
duced  by  a  percentage  equal  to  the 
amount  of  the  tax  credit. 

In  this  connection,  the  committee  re¬ 
port  states  that  this  adjustment  is  made 
because  “your  committee  believes  that 
there  is  no  reason  to  allow  the  taxpayer 
depreciation  with  respect  to  the  portion 
of  the  investment  in  effect  paid  for  by 
the  Government.”  This  would  indicate 
that  the  committee  felt  that  it  was  re¬ 
moving  the  subsidy  element  from  this 
proposition.  Such  is  not  the  case. 

If  all  elements  of  subsidy  were  to  be 
removed,  it  would  be  necessary  to  reduce 
the  basis  by  double  the  amount  of  the 
credit  allowed.  As  the  bill  now  stands, 
a  tax  credit  is  being  equated  with  a 
deduction  from  income  otherwise  tax¬ 
able.  In  the  case  of  the  larger  cor¬ 
porations,  where  most  of  this  tax  credit 
will  be  received,  since  the  tax  rate  is  ap¬ 
proximately  50  percent,  any  adjustment 
on  the  deduction  side  must  be  equal  to 
twice  the  adjustment  on  the  credit  side 
if  matters  are  to  be  equalized.  As  the 
bill  now  stands,  the  manufacturer  recov¬ 
ers  only  $93  in  depreciation  after  hav¬ 
ing  received  a  refund  of  $7  from  the 
Government  on  the  purchase  of  a  $100 
piece  of  equipment.  But  this  $7  refund 
is  worth  a  deduction  of  $14  and  the 
manufacturer  is  getting,  in  effect,  de¬ 
preciation  of  107  percent  of  the  cost  of 
his  new  equipment. 

There  is  another  rather  cute  thing 
about  this  basis  adjustment  and  the  ef¬ 
fect  of  the  bill’s  restrictions  on  the 
amount  of  credit  which  can  be  taken. 
There  is  in  the  bill  a  little  noticed  “heads 
I  win,  tails  I  cannot  possibly  lose”  item 
which  provides  that  if,  due  to  the  various 
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restrictions  in  the  bill,  all  the  credit  is 
not  finally  taken,  the  amount  left  over 
will  be  used  in  the  following  year  as  a 
deduction. 

I  am  unable  to  support  this  provision 
of  the  bill;  and  the  amendment  I  offer 
would  correct  it. 

Mr.  KERR.  Mr.  President,  the  only 
effect  of  this  amendment  would  be  to 
eliminate  the  investment  credit  benefits. 

This  amendment  was  fought  out  in 
the  committee,  and  the  Senator  lost 
there. 

Now  the  Senator  has  offered  the 
amendment  on  the  floor.  I  hope  the 
amendment  will  be  defeated  again. 

Mr.  GORE.  Mr.  President,  I  regret  to 
ask  the  Senator  from  Oklahoma  to  re¬ 
peat  his  statement;  I  could  not  hear  it. 

Mr.  KERR.  I  said  the  effect  of  the 
amendment  would  be  to  eliminate  from 
the  bill  the  investment  credit.  The 
amendment  would  substitute  for  the  in¬ 
vestment  credit  accelerated  depreciation. 
The  fight  on  the  amendment  has  been 
made  many  times  in  the  committee,  and 
the  Senator  has  lost  there.  Now  the 
amendment  has  been  offered  on  the 
floor;  and  I  hope  it  will  be  rejected. 

Mr.  GORE.  I  did  not  offer  the  amend¬ 
ment  in  the  committee ;  perhaps  I  should 
have. 

But  if  that  is  the  only  justification  the 
Senator  from  Oklahoma  can  offer  for 
opposing  the  amendment,  I  am  ready 
for  the  vote  on  the  amendment  to  be 
taken. 

Mr.  KERR.  The  Senator  asked  me 
to  be  brief,  and  asked  me  to  comment 
on  the  amendments  which  I  thought  un¬ 
wise,  and  I  have  done  so. 

The  PRESIDING  OFFICER.  The 
question  is  on  agreeing  to  the  amend¬ 
ment  of  the  Senator  from  Tennessee. 

The  amendment  was  rejected. 

Mr.  GORE.  Mr.  President,  I  call  up 
my  amendment  identified  as  “8-27-62 — 
K.” 

The  PRESIDING  OFFICER.  The 
amendment  will  be  stated. 

The  Chief  Clerk.  On  page  29,  in  lines 
4  and  5,  it  is  proposed  to  restore  the 
matter  stricken  through,  and  to  strike 
out  the  matter  printed  in  italic. 

Mr.  GORE.  Mr.  President,  I  think  this 
amendment  relates  to  a  particularly  un- 
meritorious  provision  of  the  bill.  The 
bill  allows  lessors  to  shift  the  tax  credit 
to  the  lessee.  This  will  open  up  many 
possibilities  for  abuse.  A  lessee  will  be 
able  grea*ly  to  improve  his  cash  posi¬ 
tion  in  this  way.  This  is  somewhat  like 
the  situation  when  an  automobile  sales¬ 
man  allows  such  a  high  trade-in  and 
such  a  low  downpayment  that  the  pur¬ 
chaser  walks  out  with  a  new  car,  plus 
cash. 

There  is  here  another  small  gimmick 
which  would  be  overlooked  in  a  casual 
reading  of  the  bill.  The  taxpayer  who 
manufactures  or  constructs  a  facility  and 
then  leases  it  would  be  entitled  to  the 
credit  based  on  his  cost  or  other  basis. 
If  the  credit  is  shifted  to  the  lessee,  how¬ 
ever,  the  credit  can  be  figured  on  the 
basis  of  fair  market  value.  The  lessor, 
of  course,  gets  a  higher  rent.  Here  again 
is  a  fertile  field  for  abuse.  Who  is  going 
to  determine  what  the  fair  market  value 
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is  for  an  IBM  machine  which  never  is 
sold,  but  only  is  leased? 

The  entire  leasing  provision  ought  to 
be  stricken  from  the  bill. 

Mr.  President,  I  hope  that  even  at  this 
late  hour — I  will  not  hope  that  the  pro¬ 
vision  will  be  stricken  out. 

Mr.  KERR.  Mr.  President,  since  the 
Senator  from  Tennessee  does  not  hope 
the  provision  will  be  stricken  out,  I  share 
his  “no  hope,”  and  I  ask  that  the  amend¬ 
ment  be  rejected. 

Mr.  GORE.  Mr.  President,  my  hope 
for  improvements  in  the  bill  has  been 
dulled  in  the  past  week.  But  I  have 
tried. 

Mr.  KERR.  Mr.  President,  the  lan¬ 
guage  included  is  for  the  benefit  of  the 
lessor.  Under  the  House  version  of  the 
bill,  which  the  amendment  seeks  to  re¬ 
store,  the  tax  credit  would  be  available 
to  the  lessor  if  the  lessee  were  in  the 
business  of  leasing. 

Our  provision  is  that  it  is  to  be  avail¬ 
able  to  the  lessor,  regardless  of  whether 
the  lessee  is  in  that  business.  The  benefit 
to  the  lessor  is  the  same  under  either 
language 

The  PRESIDING  OFFICER.  The 
Question  is  on  agreeing  to  the  amend¬ 
ment  of  the  Senator  from  Tennessee. 

The  amendment  was  rejected. 

Mr.  GORE.  Mr.  President,  I  call  up 
my  amendment  identified  as  “8-27- 
62— L”. 

The  PRESIDING  OFFICER.  The 
amendment  will  be  stated. 

The  Chief  Clerk.  On  page  24,  in  line 
12,  beginning  with  “The”,  it  is  proposed 
to  strike  out  all  through  line  21,  and  to 
insert  the  following : 

The  preceding  sentence  shall  not  apply 
to  nonlodging  commercial  facilities  which 
are  available  to  persons  not  using  the  lodg¬ 
ing  facilities  on  the  same  basis  as  they  are 
available  to  persons  using  the  lodging  facili¬ 
ties. 

Mr.  GORE.  Mr.  President,  when  Pres¬ 
ident  Kennedy  first  suggested  the  in¬ 
vestment  credit,  I  was  favorably  im¬ 
pressed  with  the  suggestion.  The  pur¬ 
pose  of  the  proposal  at  that  time  was  to 
provide  an  incentive,  to  give  a  reward,  to 
one  who  improved  his  production  facili¬ 
ties  over  and  beyond  what  had  been 
planned,  over  and  beyond  the  deprecia¬ 
tion  allowance,  and  to  give  a  reward  or 
credit  for  so  doing.  But  somewhere  in 
this  contorted  process  of  tax  legislation, 
the  entire  purpose  was  subverted,  and 
the  investment  credit  was  turned  into 
nothing  more  than  tax  reduction  for  the 
particular  types  of  industry  which  can 
take  advantage  of  it.  Even  as  recently 
as  the  date  of  the  publication  of  the 
committee  report,  we  find  the  statement : 

The  objective  of  the  investment  credit  is 
to  encourage  modernization  and  expansion 
of  the  Nation’s  productive  facilities  and 
thereby  improve  the  economic  potential  of 
the  country,  with  a  resultant  increase  in 
job  opportunities  and  betterment  of  our 
competitive  position  in  the  world  economy. 

I  wonder  how  it  is  going  to  improve  our 
competitive  position  in  the  world  econ¬ 
omy  or  how  it  is  going  to  improve  our 
industrial  production  facilities  to  give 
the  investment  credit  to  motels  and  ho¬ 
tels.  The  inclusion  of  equipment  for 
transient  motels  and  hotels  is,  in  my 


opinion,  wholly  without  justification; 
there  is  no  connection  whatsoever  with 
exports,  and  only  a  very  remote  con¬ 
nection  with  the  betterment  of  the 
domestic  economy. 

I  ask  that  this  amendment  be  adopted. 

Mr.  KERR.  Mr.  President,  the  bill 
does  not  give  the  investment  credit  to  a 
hotel  or  a  motel,  but  gives  it  to  the  facili¬ 
ties  and  equipment  used  to  furnish  them. 

Mr.  GORE.  I  said  equipment  for  mo¬ 
tels  and  hotels. 

Mr.  KERR.  I  heard  the  Senator  from 
Tennessee. 

The  facilities  and  equipment  of  a 
commercial  motel  or  a  commercial  hotel 
are  just  like  the  facilities  in  a  commer¬ 
cial  factory  or  those  in  any  other  kind 
of  a  commercial  industrial  establishment 
or  business.  The  building  itself  is  not 
eligible  in  either  event.  The  facilities 
whereby  the  building  is  utilized  in  the 
trade  or  business  of  the  occupant  are 
eligible  for  the  credit;  and  the  same  is 
true  with  reference  to  the  commercial 
business  of  furnishing  facilities  and 
equipment  in  a  motel  or  a  hotel. 

Mr.  GORE.  Does  the  Senator  say  that 
improves  our  production  facilities  and 
helps  our  position  in  world  trade? 

The  PRESIDING  OFFICER.  The 
question  is  on  agreeing  to  the  amend¬ 
ment  of  the  Senator  from  Tennessee. 

The  amendment  was  rejected. 

Mr.  MCCARTHY.  Mr.  President,  I 
intend  to  offer  an  amendment  which  re¬ 
lates  to  the  section  of  the  bill  which  deals 
with  foreign  trusts.  I  think  it  will  be 
in  order  to  send  the  amendment  to  the 
desk  and  have  it  read;  and  then  we  can 
discuss  possible  modifications. 

The  PRESIDING  OFFICER.  The 
amendment  of  the  Senator  from  Minne¬ 
sota  will  be  stated. 

Mr.  MCCARTHY.  Mr.  President,  the 
purpose  of  the  amendment  is  to  ease 
the  adjustments  which  will  be  called  for 
on  the  part  of  some  of  those  who  hold  in¬ 
terest  in  foreign  trusts.  I  am  hopeful 
that  some  more  time  will  be  allowed - 

The  PRESIDING  OFFICER.  Does 
the  Senator  from  Minnesota  wish  to 
have  his  amendment  read? 

Mr.  McCarthy.  Yes. 

The  PRESIDING  OFFICER.  Very 
well;  the  amendment  will  be  read. 

The  Chief  Clerk.  On  page  90,  at  the 
end  of  line  17,  after  the  word  “made,”  it 
is  proposed  to  add  “more  than  12 
months.” 

The  PRESIDING  OFFICER.  The 
Senator  from  Minnesota  is  recognized. 

Mr.  MCCARTHY.  Mr.  President,  the 
effect  of  the  amendment  would  be  to 
allow  foreign  trusts  approximately  12 
months  from  the  date  of  enactment  of 
this  act  to  make  whatever  adjustments 
would  be  necessary.  In  my  opinion,  this 
is  not  an  unreasonable  time,  since,  so  far 
as  I  can  determine,  those  who  estab¬ 
lished  trusts  of  this  kind  did  so  in  good 
faith  and  under  existing  law.  I  think 
quite  suddenly  and  without  adequate 
warning  to  have  the  law  changed  could 
be  in  many  cases  unfair.  I  would  sug¬ 
gest  that  perhaps  allowing  them  a  year 
to  change  their  plans  and  make  the 
necessary  adjustments  and  liquidation, 
or  whatever  may  be  needed,  would  be  a 
reasonable  proposition. 


Mr.  KERR.  Mr.  President,  I  would  be 
agreeable — and  I  have  talked  this  mat¬ 
ter  over  with  the  Treasury — to  accept¬ 
ing  the  Senator’s  amendment  if  he  would 
make  the  end  of  the  grace  period  Decem¬ 
ber  31,  1962. 

Under  the  bill,  the  termination  of  the 
tax  haven  privilege  with  reference  to  all 
direct  income  operations  is  as  of  that 
date,  and  I  see  no  reason  why  a  tax 
haven  for  trust  fund  income  should  be 
treated  any  differently. 

If  the  Senator  wanted  to  accept  the 
suggestion  on  the  same  basis,  which 
would  be  to  insert  the  language  “after 
December  31,  1962”  instead  of  his  lan¬ 
guage,  which  is  1  year  from  the  date, 
or  6  months  from  the  date,  I  would  rec¬ 
ommend  the  adoption  of  the  amend¬ 
ment.  Otherwise  I  would  have  to  go  to 
some  extent  to  show  why  the  amend¬ 
ment  otherwise  would  be  unjustified. 

Mr.  MCCARTHY.  I  thank  the  Sena¬ 
tor  from  Oklahoma.  I  have  grave  doubt 
as  to  whether  a  termination  date  of  De¬ 
cember  31,  1962,  would  be  particularly 
helpful,  but  I  am  satisfied  that,  under 
the  circumstances  which  exist  here,  we 
are  not  likely  to  be  able  to  discuss  a  tech¬ 
nical  amendment  at  any  great  length.  I 
am  sorry  it  was  not  discussed  in  the  com¬ 
mittee. 

So,  under  the  circumstances,  I  am  glad 
to  accept  the  suggestion  expressed  by  the 
Senator  from  Oklahoma,  and  express  the 
hope  that  it  may  be  helpful  to  those 
affected  by  the  tax  provisions  in  the  bill. 

Mr.  KERR.  It  gives  them  4  months, 
or  nearly  so.  I  believe  it  is  adequate. 

The  PRESIDING  OFFICER.  The 
question  is  on  agreeing  to  the  amend¬ 
ment  of  the  Senator  from  Minnesota,  as 
modified  by  the  amendment  of  the  Sen¬ 
ator  from  Oklahoma. 

The  amendment,  as  amended,  was 
agreed  to. 

Mr.  MCCARTHY.  Mr.  President,  I 
call  up  my  amendment  identified  as  “8- 
28-62 — H”  and  ask  to  have  it  stated. 

The  PRESIDING  OFFICER.  The 
amendment  offered  by  the  Senator  from 
Minnesota  will  be  stated. 

The  legislative  clerk  proceeded  to  read 
the  amendment. 

Mr.  MCCARTHY.  Mr.  President,  I  ask 
unanimous  consent  that  further  reading 
of  the  amendment  be  dispensed  with  and 
that  the  amendment  be  printed  in  the 
Record. 

The  PRESIDING  OFFICER.  Without 
objection,  it  is  so  ordered. 

The  amendment  offered  by  Mr.  Mc¬ 
Carthy  is,  as  follows: 

On  page  391,  between  lines  21  and  22, 
insert  the  following  new  section: 

“Sec.  27.  Foreign  Subsidiaries  Manufactur¬ 
ing  Products  Abroad  for  Sale  in 
the  United  States. 

“(a)  Subpart  B  of  part  II  of  subchapter 
N  of  chapter  1  of  the  Internal  Revenue  Code 
of  1954  (relating  to  foreign  corporations)  is 
amended  by  adding  at  the  end  thereof  the 
following  new  section : 

«  ‘Sec.  885.  Certain  Foreign  Corporations 
Producing  Products  for  Sale 
in  the  United  States. 

“'(a)  General  Rule. — In  the  case  of  any 
foreign  corporation  to  which  this  section 
applies  for  the  taxable  year— 

“  ‘(1)  for  purposes  of  section  882(a),  such 
foreign  corporation  shall  be  deemed  to  be 
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engaged  in  trade  or  business  within  the 
United  States,  and 

“‘(2)  for  purposes  of  this  subtitle,  the 
gross  income  of  such  corporation  from 
sources  within  the  United  States  shall  be 
deemed  to  be  not  less  than  the  gross  income 
which  it  derives  for  such  taxable  year  from 
the  sale  of  competitive  articles  which  are 
sold  by  it  for  ultimate  use,  consumption,  or 
disposition  in  the  United  States. 

‘“(b)  Corporations  to  Which  Section 
Applies.— This  section  shall  apply  to  a  for¬ 
eign  corporation  for  the  taxable  year  if — 

“‘(1)  at  any  time  during  such  taxable 
year,  one  or  more  domestic  corporations 
own,  directly  or  through  one  or  more  other 
corporations,  10  percent  or  more  of  the  out¬ 
standing  stock  of  such  corporation,  and 

‘“(2)  for  such  taxable  year,  such  foreign 
corporation  derives  10  percent  or  more  of  its 
gross  income  from  the  sale  of  competitive 
articles  which  are  sold  by  it  for  ultimate  use, 
consumption,  or  disposition  in  the  United 
States. 

"  ‘(c)  Competitive  Article  Defined. — For 
purposes  of  this  section,  the  term  ‘competi¬ 
tive  article'  means  any  article  mined,  proc¬ 
essed,  or  manufactured  outside  the  United 
States  for  a  foreign  corporation  which  is  the 
same  as  or  similar  to  any  article  mined,  proc¬ 
essed,  or  manufactured  in  the  United  States 
(or  formerly  mined,  processed,  or  manufac¬ 
tured  in  the  United  States)  by — 

“‘(1)  any  domestic  corporation  which, 
with  respect  to  such  foreign  corporation,  is 
described  in  subsection  (b)(1);  or 

*“  ( 2 )  any  subsidiary  of  a  domestic  cor¬ 
poration  described  in  paragraph  (1)  of  this 
subsection.’ 

“(d)  The  table  of  sections  for  such  sub¬ 
part  B  is  amended  by  adding  at  the  end 
thereof  the  following: 

“  ‘Sec.  885.  Certain  foreign  corporations  pro¬ 
ducing  products  for  sale  in  the 
United  States.' 

"(e)  The  amendments  made  by  this  sec¬ 
tion  shall  apply  to  taxable  years  beginning 
after  December  31, 1962.” 

On  page  391,  line  22,  strike  out  “27”  and 
insert  in  lieu  thereof  "28”. 

Mr.  MCCARTHY.  Mr.  President,  this 
amendment  relates  to  the  section  of  the 
bill  which  deals  with  taxation  of  foreign 
income. 

In  my  opinion,  as  the  bill  now  stands, 
the  efforts  to  tax  that  income  fall  some¬ 
what  short  in  one  particular — in  the 
case  where  a  domestic  corporation  buys 
abroad  from  its  foreign  subsidiary  for  its 
own  use  in  the  United  States,  the  sub¬ 
sidiary  pays  no  tax  to  the  United  States 
on  the  profits  of  the  foreign  subsidiary. 
The  parent  corporation  is  taxed  in  the 
United  States  on  the  profits  from  its 
domestic  operations,  but  any  tax  on  sale 
of  the  commodity,  such  as  iron  ore, 
abroad  is  lost  to  the  United  States.  At 
least,  the  subsidiary  would  be  subject 
only  to  the  taxes  of  its  host  country. 

H.R.  10650,  as  it  stands,  would  affect 
that  transaction  only,  as  I  see  it,  where 
intermediaries  might  be  used,  namely, 
if  a  Canadian  subsidiary  sold  to  a  Pana¬ 
manian  subsidiary  and  the  latter  resold 
to  the  United  States.  The  profits  of  the 
Panamanian  subsidiary  would  probably 
be  considered  as  tax -haven  profits. 

This  amendment  seeks  to  stop  the  loss 
of  tax  dollars  to  the  United  States  from 
the  type  of  transaction  described  by  ex¬ 
tending  the  definition  of  section  882 
foreign  corporations  to  include  foreign 
corporations  10  percent  or  more  of 
whose  stock  is  owned  by  one  or  more  U.S. 
corporations  which  derive  10  percent  or 


more  of  their  gross  income  “from  the  sale 
of  competitive  articles  *  *  *  for  ulti¬ 
mate  use,  consumption,  or  disposition 
in  the  United  States” — that  is,  articles 
which  are  in  competition  with  articles 
used  in  the  United  States. 

The  amendment  aims  to  tax  at  regular 
U.S.  corporation  rates  the  profits  from 
a  transaction  overseas  between  that  sub¬ 
sidiary  and  the  U.S.  parent  corporation. 

It  is  estimated  that  an  amount  equal 
to  the  taxes  owed  would  be  repatriated 
to  the  parent  corporation.  In  any  event, 
the  tax  would  be  paid  by  the  parent 
corporations. 

This  amendment  raises  the  same  prob¬ 
lems  and  has  the  same  limitations  as 
those  existing  under  and  connected  with 
section  12  of  H.R.  10650,  but  I  believe  is 
consistent  with  the  purposes  indicated 
by  the  Senate  in  adopting  the  commit¬ 
tee  amendments  up  to  this  time.  It 
would  serve  as  a  clarification  and,  in  a 
sense,  put  these  profits  in  the  open, 
where  they  could  be  taxed  by  the  U.S. 
Government.  In  any  case,  it  would  elim¬ 
inate  unfair  competition  in  iron  ore,  and 
I  assume  copper,  and  other  raw  ma¬ 
terials,  as  well  as  finished  products,  but 
particularly  semifinished  products  which 
are  brought  back  by  parent  corporations 
and  are  in  competition  with  similar  prod¬ 
ucts  produced  in  the  United  States. 

Mr.  HUMPHREY.  Mr.  President,  will 
the  Senator  yield? 

Mr.  McCarthy.  I  yield. 

Mr.  HUMPHREY.  Many  Senators 
have  been  concerned  about  the  foreign 
subsidiary  and  parent  corporation  ar¬ 
rangement  as  it  affects  American  em¬ 
ployment  and  domestic  industry.  The 
amendment  offered  by  my  colleague  is 
one  that  gets  to  the  root  of  the  trouble. 
We  have  this  situation  in  our  own  State, 
and  I  assume  it  may  be  true  in  other 
States.  The  extractive  industries,  such 
as  a  mining  company,  may  go  into  a 
country  that  offers  unusual  tax  incen¬ 
tives.  There  is  an  incentive  by  the  Ca¬ 
nadian  Government  of  3  years  with  no 
taxes.  Such  a  corporation  sets  up  a  sub¬ 
sidiary  in  Canada,  ships  ore  into  the 
United  States,  into  the  American  do¬ 
mestic  market,  for  the  American  domes¬ 
tic  blast  furnaces  for  the  American  steel 
Industry,  and  displaces  American  indus¬ 
try,  American  miners,  and  American 
workers. 

The  Senator’s  amendment  simply  px-o- 
vides  that  if  the  purpose  of  a  foreign 
subsidiary  is  not  that  of  developing  an 
international  market  for  a  commodity 
produced  under  an  American  name  by 
an  American  corporation,  but  if  the  pur¬ 
pose  is  to  displace  American  products  in 
the  American  market  with  foreign  com¬ 
modities  or  foreign  products  owned  or 
controlled  or  manufactured  or  extracted 
by  an  American  company,  and  if  such 
company’s  interest  is  over  10  percent  of 
the  total  volume  of  the  business,  it  shall 
be  taxed  at  American  corporate  rates. 

This  is  the  amendment  that  really  gets 
at  some  of  the  problems  some  Repre¬ 
sentatives  and  Senators  have  been  con¬ 
cerned  about,  namely,  taking  jobs  from 
American  workers  and  displacing  Amer¬ 
ican  workers  and  American  production. 

The  same  thing  happened  with  respect 
to  the  radio  industry,  wherein  radio 


parts  that  are  manufactured  in  another 
country  are  brought  into  this  country 
under  the  terms  of  the  American  cor¬ 
poration’s  foreign  subsidiary,  and  are 
placed  on  the  American  market  after 
they  are  packaged  into  a  unit  called  a 
radio,  and  sold  on  the  American  market, 
with  little  or  no  American  labor  or  plant 
involved. 

Mr.  MORSE.  Mr.  President,  will  the 
Senator  yield? 

Mr.  HUMPHREY.  I  yield. 

Mr.  MORSE.  Would  not  the  Senator 
say  that  was  also  true  of  music  records 
and  true  of  movies? 

Mr.  HUMPHREY.  The  Senator  is 
correct. 

Mr.  MORSE.  The  Senator  was 
present  when  we  had  a  discussion  of 
that  problem  this  afternoon,  when  we 
tried  to  correct  the  wrong  being  done  to 
those  industries.  We  did  not  seem  to  get 
anywhere.  The  fact  that  we  did  not 
would  not  prevent  me  from  supporting 
the  amendment,  but  I  suspect  the  Sena¬ 
tor  will  have  the  same  “hatchet  job” 
done  on  him  that  we  received  earlier  this 
afternoon. 

Mr.  HUMPHREY.  I  was  hoping  that 
the  still  hours  of  the  night  might  some¬ 
how  subdue  passions,  that  reason  might 
move  to  the  forefront,  and  that  the 
Senate  of  the  United  States  might  vote 
for  the  amendment  offered  by  my  dis¬ 
tinguished  colleague.  I  think  the  Senate 
may  do  so.  Therefore,  I  yield  the  floor. 

Mr.  MORSE.  The  Senator  is  the 
greatest  optimist  I  have  ever  seen. 

Mr.  KERR.  Mr.  President,  will  the 
junior  Senator  from  Minnesota  yield 
for  a  question? 

Mr.  MCCARTHY.  I  yield  to  the  Sen¬ 
ator. 

Mr.  KERR.  Would  the  effect  of  the 
proposal,  in  the  event  of  the  occurrence 
of  the  conditions  set  forth  to  make  it 
applicable,  be  to  tax  the  entire  income 
of  the  foreign  corporation? 

Mr.  MCCARTHY.  It  would  relate  only 
to  the  portion  derived  from  the  sale  of 
competitive  articles  for  use  in  the  United 
States. 

Mr.  KERR.  Mr.  President,  I  am  en¬ 
tirely  in  sympathy  with  the  purpose  of 
the  amendment.  I  seriously  doubt  its 
efficacy  now.  If  the  intent  of  the  author 
is  to  make  only  that  part  of  the  business 
of  the  foreign  corporation  which  consists 
of  its  shipping  material  into  the  United 
States  applicable - 

Mr.  MCCARTHY.  That  is  the  inten¬ 
tion. 

Mr.  KERR.  Then  I  would  be  willing 
to  take  it  to  conference,  with  the  state¬ 
ment  to  the  distinguished  Senator  that 
if  counsel  should  advise  us  in  conference 
it  is  unconstitutional  I  am  sure  it  would 
be  taken  out.  If  the  effect  of  it  would 
be  to  “trigger”  the  applicability  of  the 
section  to  the  entire  income  of  the  for*- 
eign  corporation,  when  only  10  percent 
of  it  was  owned  in  the  United  States 
and  only  10  percent  of  its  business  was 
done  in  the  United  States,  I  think  it 
should  be  amended  to  make  it  clear  that 
the  Senator  intends  the  amendment  to 
apply  only  to  the  percentage  owned  and 
the  business  done  in  the  United  States. 

Mr.  MCCARTHY.  It  was  my  inten¬ 
tion  to  have  it  apply  only  to  that  profit 
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or  gain  as  a  result  of  business  which  was 
done  with  the  parent  company  in  the 
United  States. 

Mr.  KERR.  For  goods  or  merchandise 
or  materials  shipped  into  the  United 
States? 

Mr.  MCCARTHY.  Shipped  into  the 
United  States. 

Mr.  KERR.  And  to  the  extent  to 
which  ownership  in  the  foreign  corpora¬ 
tion  is  vested  in  citizens  of  the  United 
States? 

Mr.  MCCARTHY.  The  Senator  is 
correct. 

Mr.  KERR.  With  that  understand¬ 
ing,  I  have  no  objection  to  taking  the 
amendment  to  conference. 

The  PRESIDING  OFFICER.  The 
question  is  on  agreeing  to  the  amend¬ 
ment  offered  by  the  Senator  from  Minne¬ 
sota. 

The  amendment  was  agreed  to. 

TAX  STATUS  OP  COOPERATIVES 

Mr.  HUMPHREY.  Mr.  President,  I 
should  like  to  ask  my  colleague  a  ques¬ 
tion.  Does  the  bill  before  us  in  any  way 
deal  with  the  question  as  to  whether  in¬ 
come  to  a  cooperative  is  taxable  to  the 
cooperative  where  that  income  arises 
from  its  doing  business  with  the  Govern¬ 
ment?  Am  I  correct  that  under  the  bill, 
as  under  existing  law,  that  income  is  not 
td/X^blc  9 

Mr.  McCarthy.  The  bill  specifical¬ 
ly  provides  that  such  inconle  is  not  taxa¬ 
ble  to  the  cooperative  if  it  is  in  turn  dis¬ 
tributed  in  accordance  with  the  statu¬ 
tory  requirements.  This  is  also  made 
clear  in  the  general  explanation  of  the 
pertinent  provisions  contained  in  the  Fi¬ 
nance  Committee’s  general  report — sub- 
paragraph  4  of  heading  C  of  section 
XVII. 

Mr.  HUMPHREY.  I  thank  my  col¬ 
league. 

Mr.  MCCARTHY.  I  have  one  more 
question  to  ask  the  Senator  from  Okla¬ 
homa  with  regard  to  a  section  which  is 
not  in  the  bill.  It  pertains  to  the  tax 
status  of  cooperatives. 

A  question  has  been  raised  concerning 
whether  cooperatives  are  doing  business 
“with”  or  “for”  the  Government.  There 
are  conflicting  opinions  and  conflicting 
judgments  with  respect  to  this.  My  own 
opinion  is  that  the  two  words  should  be 
used  interchangeably,  without  distinc¬ 
tion. 

This  does  not  refer  to  language  in  the 
particular  bill  before  the  Senate,  I  say 
to  the  Senator  from  Oklahoma,  but  it 
relates  to  an  existing  practice  under  tax 
laws,  as  to  which  there  is  some  confu¬ 
sion  and  contradiction.  I  think  it  might 
be  a  good  time  to  try  to  clarify  the 
Record,  that  business  done  either  with 
or  for  the  Government,  on  the  part  of 
cooperatives,  should  be  treated  in  the 
same  way  under  the  tax  laws.  Does  the 
Senator  sustain  that  opinion  on  my  part? 

Mr.  KERR.  Mr.  President,  it  is  my 
impression  that  the  bill  would  not  in  any 
way-  change  the  existing  statute  in  that 
regard. 

Mr.  MCCARTHY.  The  Senator  is  cor¬ 
rect. 

Mr.  KERR.  The  statute  specifically 
permits  cooperatives  to  do  business  with 
the  Government  without  endangering 


their  tax-exempt  status.  That  is  the 
understanding  of  the  Senator  from  Okla¬ 
homa. 

Mr.  MCCARTHY.  Yes.  The  question 
does  not  relate  to  anything  in  the  bill. 

Mr.  KERR.  Nothing  in  the  bill  would 
change  that  tax-exempt  status. 

Mr.  MCCARTHY.  I  am  not  concerned 
about  what  is  in  the  bill  in  that  regard. 
There  have  been  some  conflicting  in¬ 
terpretations  by  the  Internal  Revenue 
Service  with  respect  to  the  two  words. 
In  my  judgment  the  history,  experience, 
and  application  of  the  language  of  the 
existing  code  is  such  that  business  which 
may  be  described  as  business  done  “with” 
or  “for”  the  Government  is  the  same. 

Mr.  KERR.  Mr.  President,  I  would 
not  want  to  speak  authoritatively  with 
reference  to  existing  law.  I  have  a  dis¬ 
tinct  opinion  about  it.  I  have  a  posi¬ 
tive  conviction  that  nothing  in  the  bill 
would  lose  to  a  cooperative  any  tax- 
exempt  status  it  now  has  under  existing 
law. 

Mr.  McCarthy.  Mr.  President,  I 
ask  unanimous  consent  that  a  statement 
relating  to  the  tax  status  of  farmers’ 
cooperatives  may  be  printed  in  the  Rec¬ 
ord  at  this  point. 

There  being  no  objection,  the  state¬ 
ment  was  ordered  to  be  printed  in  the 
Record,  as  follows: 

Statement  Relating  to  the  Tax  Status  of 
Farmers’  Cooperatives 

The  language,  “Business  done  for  the 
United  States,”  first  appeared  in  the  Reve¬ 
nue  Act  of  1934.  At  that  time,  cooperatives 
only  acted  as  occasional  agents  for  the  Gov¬ 
ernment  and  the  present  modern  system  of 
agricultural  price  stabilization  through 
which  grain  is  purchased  and  sold  by  the 
CCC  had  not  yet  evolved.  During  the  course 
of  the  consideration  of  the  1934  act.  Senator 
Norris  offered  an  amendment  on  the  floor 
of  the  Senate  which  he  said  was  identical 
to  one  he  had  earlier  introduced  in  1932. 
The  Senate  agreed  to  the  amendment  which 
read  as  follows: 

"Neither  shall  any  such  association  be 
denied  exemption  because  it  does  not  keep 
ledger  accounts  with  nonmembers  of  the 
business  it  transacts  with  such  nonmem¬ 
bers,  but  it  shail  only  be  required  to 
keep  such  records  of  its  business  with  non¬ 
members  as  will  show  the  actual  business 
done  with  such  nonmembers;  and  provided 
further,  that  the  profits,  if  any,  derived 
from  its  business  with  nonmembers  in  any 
fiscal  year  of  the  association  shall  be  allowed 
to  remain  in  the  business  of  the  association, 
subject  to  the  right  of  such  nonmember  to 
use  his  share  upon  a  patronage  basis  to 
qualify  as  a  member  of  the  association.” 
(78  Congressional  Record,  p.  6488,  73d 
Cong.  2d  sess.,  Apr.  12,  1934,  Senate  print. 
H.R.  10236,  May  9,  1932,  pp.  75-76,  72d  Cong., 
1st  sess.) 

The  amendment  had  a  further  proviso 
which  appeared  in  the  printed  version  of 
the  Senate  bill  and  read  as  follows;  " Pro¬ 
vided  further.  That  business  done  for  the 
Federal  Government  or  any  of  its  agencies 
shall  not  be  considered  as  nonmember  busi¬ 
ness  within  the  meaning  of  this  Act.”  (Sen¬ 
ate  print,  H.R.  7835,  73d  Cong.,  2d  sess., 
1934.) 

In  view  of  the  fact  that  the  House  version 
of  the  bill  did  not  contain  any  portion  of 
the  Norris  amendment,  the  issue  was  among 
those  resolved  in  conference.  The  result 
was  the  language  of  the  statute  which  is 
operative  today.  Representative  Hill  in  ex¬ 
plaining  the  intent  of  the  conference  com¬ 
mittee  in  adopting  the  provision,  made  the 
following  statement: 
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“This  amendment  provided  that  farmers' 
cooperative  marketing  or  purchasing  asso¬ 
ciations  (1)  need  not  keep  ledger  accounts 
of  transactions  with  nonmembers  and  (2) 
that  the  members  may  purchase  member¬ 
ships  with  profit  from  nonmember  business 
and  (3)  business  done  with  the  Federal  Gov¬ 
ernment  or  its  agencies  shall  not  be  con¬ 
sidered  nonmember  business.  The  Senate 
withdrew  the  first  two  points  upon  advice 
from  the  Treasury  that  they  were  already 
covered  by  existing  law.  On  the  third  point, 
we  got  the  Senate  conferees  to  agree  to  put 
in  a  provision  to  the  effect  that  business 
done  with  the  United  States  or  any  of  its 
agencies  shall  be  disregarded  in  determining 
whether  the  association  is  entitled  to  exemp¬ 
tion  from  Income  taxes.”  (78  Congres¬ 
sional  Record,  p.  7831,  73rd  Cong.,  2d  sess., 
May  1,  1934.) 

Thus,  in  the  only  written  legislative  his¬ 
tory  of  section  521(b)(5)  of  the  1954  code 
and  its  predecessors,  it  is  clear  that  the 
Congress  provided  that  business  done  with 
the  Federal  Government  or  its  agencies  shall 
not  be  considered  nonmember  business  and, 
therefore,  would  not  threaten  the  tax-ex¬ 
empt  status  of  cooperatives. 

The  Internal  Revenue  Service  also  recog¬ 
nizes  that  an  exempt  cooperative  may  do 
business  with  the  United  States.  Section 
522  of  the  current  code  exempts  from  tax¬ 
able  income  amounts  allocated  to  patrons 
that  are  not  derived  from  “patronage.”  This 
section  applies  only  where  an  organization 
has  an  exempt  status  under  section  521.  The 
regulations  adopted  by  the  Internal  Revenue 
Service  under  the  1954  code  state  in  section 
1.522-2 (d),  that  “business  done  with  the 
United  States  shall  constitute  income  not 
derived  from  patronage."  It  is,  therefore, 
clear  that  the  regulations  assume  that  a  co¬ 
operative  that  does  business  with  the  U.S. 
Government  can  have  a  tax  exemption  status 
under  section  521. 

Regulations  issued  by  the  Internal  Reve¬ 
nue  Service  under  prior  codes  contained 
similar  provisions.  (See  Regulations  118,  sec. 
39.101(12)-1.)  This  regulation  was  acknowl¬ 
edged  and  followed  by  the  Internal  Revenue 
Service  in  a  Revenue  ruling  in  1955  given 
with  respect  to  the  allocation  of  cooperative 
income  resulting  from  the  handling  and 
storage  of  Commodity  Credit  Corporation 
grain  (Revenue  ruling  55-591  Cumulative 
Bulletin  1955-2,  p.  553) .  On  page  554  of  the 
bulletin  there  appears  the  following  state¬ 
ment: 

“Section  39.101  (12) -1  (c)  of  Regulations 
118,  provides  that  business  done  with  the 
United  States  or  any  of  its  agencies  shall  be 
disregarded  in  determining  the  right  to 
exemption  under  section  101(12)  (now  521 
(b)(5))  of  the  code.” 

Furthermore,  I  note  in  a  copy  of  the  Presi¬ 
dent’s  tax  message  to  the  Congress,  dated 
May  3,  1961,  submitted  by  the  Secretary  of 
the  Treasury,  Douglas  Dillon,  at  hearings 
conducted  by  the  Committee  on  Ways  and 
Means  of  the  House  of  Representatives,  that 
there  is  included  an  exhibit  VII  on  coopera¬ 
tives.  In  that  exhibit,  there  is  a  discussion 
of  farmers’  marketing  and  purchasing  coop¬ 
eratives  described  in  section  521  of  the  code. 
The  discussion  in  the  exhibit  states  (p.  271, 
U.S.  Government  Printing  Office)  that  "in¬ 
come  derived  from  business  with  the  United 
State  and  distributed  or  allocated  to  its 
patrons  on  a  patronage  basis”  is  an  allowable 
deduction  from  taxable  income. 

Under  these  circumstances  it  is  clear  that 
farmers’  cooperatives  that  do  business  with 
the  United  States  or  any  of  its  agencies  do 
not  jeopardize  their  otherwise  tax  exempt 
status  under  section  521  of  the  Internal 
Revenue  Code  of  1954. 

unreasonable  accumulation  of  profits — 
amendments  of  senator  m'carthy 

Mr.  MCCARTHY.  Mr.  President,  I  ask 
unanimous  consent  that  a  statement  of 
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mine  with  reference  to  the  amendment 
which  I  offered  on  last  Friday  may  be 
printed  in  the  Record. 

There  being  no  objection,  the  state¬ 
ment  was  ordered  to  be  printed  in  the 
Record,  as  follows: 

Statement  by  Senator  McCarthy 
I  wish  to  refer  to  the  statement  read  into 
the  Record  last  Friday  by  Mr.  Mansfield. 

I  do  not  know  the  source  of  the  memoran¬ 
dum,  but  it  contains  a  great  many  errors 
which  I  wish  to  bring  to  the  attention  of  the 
Senate.  I  think  the  Senate  is  entitled  to  the 
sources. 

First,  the  memorandum  states  that  it  would 
cut  between  $80  million  and  $100  million. 
The  staff  estimate  as  to  the  effect  of  all  of 
section  12  is  $50  million.  This  is  the  entire 
section  12  without  my  amendment.  Then, 
Mr.  Mansfield  states  that  he  was  informed 
(I  am  at  a  loss  to  know  where  this  informa¬ 
tion  came  from)  that  my  amendment  might 
reduce  the  revenue  to  $2  million.  This 
seems  clearly  erroneous.  The  staff  of  the 
Joint  Committee  on  Internal  Revenue  Tax¬ 
ation  estimates  the  revenue  reasonably  ex¬ 
pected  to  result  from  my  amendment  would 
be  in  the  neighborhood  of  $30  million. 

ONE  NEEDS  HIS  OWN  TRAINED  STATISTICIAN 

We  have  in  the  present  law  a  special  tax 
on  domestic  corporations  who  accumulate 
earnings  beyond  the  reasonable  needs  of 
the  business.  If  my  amendment  is  effective, 
it  would  encourage  foreign  subsidiary  cor¬ 
porations  owed  by  Americans  to  distribute 
their  earnings  to  their  shareholders  and  in 
this  way  would  add  to  the  revenue.  Judg¬ 
ing  from  experience  with  existing  law,  I  be¬ 
lieve  my  amendment  would  go  a  long  way 
toward  forcing  foreign  corporations  owned 
by  Americans  to  distribute  their  earnings 
rather  than  accumulate  them  beyond  the 
reasonable  needs  of  the  business  for  pur¬ 
poses  of  avoiding  the  American  tax. 

The  memorandum  declared  my  amend¬ 
ment  would  injure  our  balance  of  payments. 
Testimony  before  the  Finance  Committee 
and  also  in  the  report  of  the  special  commit¬ 
tee  of  businessmen,  appointed  by  the  Pres¬ 
ident,  argued  that  the  proposals  of  the 
pending  bill  will  hurt  our  balance  of  pay¬ 
ments. 

John  L.  Connolly,  general  counsel  of  the 
Minnesota  Mining  &  Manufacturing  Co., 
pointed  out  in  his  testimony:  “First  of  all, 
a  substantial  part  of  the  investment  is  nor¬ 
mally  spent  promptly  for  capital  goods  and 
services  in  the  United  States  with  a  conse¬ 
quent  return  of  dollars.  Secondly,  once  the 
foreign  activity  is  established,  it  usually  gen¬ 
erates  additional  exports  in  the  form  of  ma¬ 
terials,  parts,  services,  and  even  finished 
goods.  These  exports  in  all  likelihood  would 
not  occur  if  the  investment  had  not  been 
made.  Thus,  the  short-run  improvement 
that  could  be  expected  in  our  balance  of  pay¬ 
ments  from  the  proposed  legislation  is  more 
apparent  than  real.” 

Pharmaceutical  Manufacturers  Association, 
Kenneth  C.  Royall:  “A  survey  of  10  of  the 
members  of  the  association,  which  included 
several  of  the  larger  members,  over  the  years 
1956  through  1960  shows  that  the  total  in¬ 
flow  from  these  subsidiaries  to  the  United 
States  was  $618,600,000  and  the  total  out¬ 
flow  was  only  $78,500,000.  Total  inflow  ex¬ 
ceeded  total  outflow  by  $540,100,000,  or  by  a 
ratio  of  7.9  to  1.  Official  Government  statis¬ 
tics  show  that  over  the  same  period  the  aver¬ 
age  annual  exports  of  all  medicinal  and 
pharmaceutical  products  were  $273  million 
and  the  average  annual  imports  were  only 
$16  million.  These  amounts  of  inflow  will 
be  no  longer  available  if  this  legislation  is 
enacted,  because  there  will  be  no  foreign 
market.” 

Joy  Manufacturing  Co.,  J.  D.  A.  Morrow: 
“[Joy’s  figures  show]  total  11-year  parent 
company  investment  and  advances  to  for¬ 


eign  subsidiaries  of  about  $7,400,000  and 
dollar  expenses  of  operating  abroad  of  $11 
million,  a  total  dollar  outflow  of,  roughly, 
$18,400,000.  Please  note  that  these  outlays 
brought  $170  million  of  exports  in  those  11 
years,  60  percent  of  which  went  to  or  through 
our  manufacturing  subsidiaries  abroad.  In 
addition,  payments  of  $7  to  $8  million  of 
engineering  fees,  royalties,  dividends,  and 
interest  make  a  total  net  favorable  balance 
of  payments  of  $159  million,  and  the  U.S. 
Treasury  collected  more  than  $16  million  of 
income  tax  from  these  operations.  Is  that 
showing  unfavorable  to  the  U.S.  balance  of 
payments?  Gentlemen,  hundreds  of  other 
American  foreign  subsidiaries  would  present 
similar  results  if  you  had  their  figures.” 

Corn  Products  Co.,  Warren  S.  Adams:  “We 
are  a  food  company  primarily.  This  means 
we  operate  on  a  low  margin  of  profit.  There 
is  in  Europe  tremendous  competition  in  the 
food  industry.  We  have  to  meet  this  com¬ 
petition  and  we  have  to  invest  money  in 
Europe  in  the  process.  For  us  the  Treasury’s 
proposals  mean  not  that  we  shall  no  longer 
invest  money  in  Europe,  but  that  a  signifi¬ 
cant  part  of  the  investments  we  will  have  to 
make  to  protect  our  present  investment  there 
will  be  more  costly  than  heretofore,  and, 
thus,  return  less  profit  for  remission  to  the 
United  States.” 

Sprague  International,  Ltd.,  William  M. 
Adams:  “As  a  business  grows,  more  working 
capital  is  needed.  At  present,  this  is  sup¬ 
plied  from  foreign  sources  in  local  currency 
that  has  been  earned  abroad.  Therefore,  if 
this  bill  passes,  the  parent  company  will  have 
to  supply  this  capital  from  U.S.  dollars  in¬ 
stead  of  foreign  currency  and,  furthermore, 
will  have  to  earn  twice  as  many  dollars  as 
would  be  the  case  using  local  funds.  How 
this  is  going  to  help  the  balance  of  payments 
is  beyond  me.” 

International  Flavors  &  Fragrances,  Inc., 
Eugene  P.  Grisanti:  “If  this  bill  is  passed 
in  its  present  form,  it  would  seem  far  more 
likely  that  such  funds,  in  the  majority  of 
cases,  would  be  reinvested,  and  not  neces¬ 
sarily  in  new  business  in  the  less  developed 
countries  where  so  many  uncertain  risks  are 
faced,  but  in  the  expanding  businesses  where 
the  existing  subsidies  are  already  situated. 
Funds  which  may  well  have  been  kept  idle 
until  the  time  was  ripe  to  make  a  decision 
whether  to  repatriate  them  as  dividends,  or 
to  invest  in  plant  expansion,  will  be  forced 
into  plant  expansion  instead  before  the  end 
of  the  tax  year  to  escape  the  tax.” 

Pfizer  International,  John  J.  Powers,  Jr.: 
“Treasury’s  ultimate  position  is  that  while 
direct  investment  abroad  may,  in  the  long 
run,  have  a  beneficial  effect  on  the  balance 
of  payments,  it  nevertheless  has  a  short¬ 
term  deleterious  effect.  This  is  simply  a 
recognition  of  the  obvious  fact  that  a  dollar 
invested  today  will  not  be  returned  until 
some  time  later.  Thus,  it  follows  that  if 
the  dollar  were  not  invested,  then  during 
the  period  it  would  have  taken  to  return  it, 
the  balance  of  payments  would  be  favorably 
affected.  But  later,  when  the  return  from 
dividends,  interest,  exports,  royalties,  fees, 
etc.,  would  have  exceeded  the  prior  capital 
outflow,  the  balance  of  payments  would  be 
permanently  hurt,  and  to  a  far  greater  ex¬ 
tent  than  it  had  been  temporarily  helped. 
The  farmer  who  is  short  of  money  can  cut 
down  on  his  expenses  by  not  planting  seed 
in  the  spring.  But  where  will  he  stand  at 
harvesttime? 

“Pfizer  International  has  really  been  in 
operation  only  since  1951.  In  the  period 
1951  through  1961,  Pfizer  operations  have  re¬ 
sulted  in  a  net  inflow  to  the  United  States 
of  about  $250  million.  This  is  despite  the 
fact  that  it  is  only  in  very  recent  years  that 
we  have  begun  to  pay  substantial  dividends 
to  the  parent  company.  Prior  to  that  time, 
nearly  all  profits  earned  abroad  were  rein¬ 
vested.  In  the  face  of  such  a  circumstance 


we  nevertheless  achieved  this  highly  favor¬ 
able  balance  because  we  exported  almost 
$200  million  of  U.S. -made  goods  to  Pfizer  for¬ 
eign  subsidiaries  and  because  we  brought 
home  some  $50  million  additional  in  divi¬ 
dends,  royalties,  fees,  etc.  Now  that  our  in¬ 
vestment  has  begun  to  mature  and  large 
dividends  are  being  brough  home,  we  are  re¬ 
turning  dollars  at  an  annual  rate  of  $45  mil¬ 
lion.  The  parent  company  has  not  made  any 
direct  dollar  investments  abroad  in  many 
years  and  it  is  the  policy  of  our  company 
that  its  international  organization  provide 
its  own  financing.” 

Abbott  Laboratories,  George  R.  Cain:  “For 
the  5-year  period  1956-60,  Abbott’s  exports 
from  the  United  States  exceeded  its  imports 
by  $50  million.  Abbott  also  received  from 
abroad  loan  repayments,  dividends,  and  mis¬ 
cellaneous  income  in  the  amount  of  $9.3 
million— making  a  total  inflow  into  this 
country  of  $59.3  million. 

“The  total  outflow  of  dollars  from  this 
country  by  Abbott,  during  the  same  5-year 
period,  in  foreign  investments  and  loans  was 
only  $2.2  million.  This  gives  our  country  a 
net  favorable  balance  of  $57.1  million. 

“Proponents  of  the  foreign  income  provi¬ 
sions  apparently  would  not  understand  how 
a  company  can  expand  its  foreign  operations 
rapidly  with  so  little  outflow  of  U.S.  capital. 
The  answer  is  simple  and  well  known  to  all 
who  have  had  international  business  ex¬ 
perience.  Foreign  plants  can  be  and  are 
financed  very  heavily  through  the  use  of 
locally  borrowed  money  in  addition  to  earn¬ 
ings  retained  overseas.  Thus,  we  increase  our 
base  upon  which  greater  future  earnings  are 
built.  These  earnings  redound  to  the  benefit 
of  the  U.S.  Treasury  as  well  as  our  own 
shareholders.  This  is  accomplished  without 
a  heavy  immediate  or  long-term  drain  on 
U.S.  capital.” 

The  Machinery  &  Allied  Products  Insti¬ 
tute  :  “The  establishment  of  a  permanent 
operation  overseas  serves  to  facilitate  con¬ 
tacts  with  foreign  customers  and  by  giving 
the  company  greater  local  identification 
helps  to  penetrate  markets  which  could  not 
otherwise  be  penetrated.  One  company,  with 
which  we  are  familiar,  prior  to  1959  was  un¬ 
able  to  penetrate  the  German  market  to  any 
significant  degree.  However,  as  a  result  of 
establishing  an  operation  in  that  country  it 
now  finds  that  its  German  customers  are  not 
only  willing  to  purchase  from  the  German- 
based  company  unit,  but,  because  of  the 
greater  local  identification  established  by  the 
U.S.  company  as  a  result  of  its  German  sub¬ 
sidiary,  it  now  exports  in  substantial  volume 
to  the  German  market  products  which  it  is 
manufacturing  in  the  United  States.” 

Caterpillar  Tractor  Co.,  E.  W.  Kuhlman: 
“I  wish  to  point  out  that  none  of  our  prod¬ 
ucts  are  completely  manufactured  abroad: 
many  of  the  components  such  as  engines, 
transmissions,  etc.,  are  produced  in  our  U.S. 
factories  and  exported  to  our  foreign  plants. 
If  we  did  not  manufacture  the  product 
abroad,  the  sale  would  not  be  made  at  all 
by  us  but  would  be  made  by  a  foreign  com¬ 
petitor  who  would  use  no  components  manu¬ 
factured  in  the  United  States.  The  sig¬ 
nificance  of  this  factor  is  emphasized  when 
it  is  noted  that  (1)  our  exports  to  Great 
Britain  in  1960  were  over  four  times  those 
of  1950,  the  year  before  our  subsidiary  began 
operation;  (2)  our  exports  to  Australia  in 
1960  were  more  than  double  those  of  1955 
when  the  subsidiary  was  formed;  (3)  our  ex¬ 
ports  to  Brazil  in  1960  were  more  than  five 
times  those  of  1956  when  manufacturing 
began  in  Brazil.” 

Clark  Equipment  Co.,  Walter  E.  Schirmer: 
“Exports  from  Clark’s  U.S.  plants  in  1955  to¬ 
taled  $5,500,000,  consisting  solely  of  ma¬ 
chines  and  parts  to  distributors.  By  1961 
such  sales  had  increased  to  $12,500,000  and 
in  addition  component  sales  to  manufactur¬ 
ing  affiliates  rose  to  $10,500,000,  for  a  total  of 
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$23  million  total  exports  from  U.S.  plants, 
excluding  Canada.  While  total  sales  of  Clark 
products  overseas  in  1955  therefore  was  only 
$5,500,000,  in  1961  this  figure  has  risen  to 
$88  million  including  $65  million  sales  of  the 
Clark  manufacturing  affiliates. 

“Clark’s  program  of  investment  overseas, 
far  from  being  detrimental  to  our  U.S.  in¬ 
vestment  program,  has  produced  profits  for 
the  parent  company  both  in  the  sale  of 
components,  never  sold  overseas  prior  to  this 
program,  plus  finished  machines  and  service 
parts.  This  has  provided  increased  funds  in 
the  parent  company  available  for  investment 
in  facilities  and  working  capital.  During  the 
years  1955-56  the  parent  company  has  in¬ 
vested  in  U.S.  facilities  and  working  capital 
$40  million,  and  in  that  same  period  has 
invested  in  Clark  International  $1  million. 

“Thus,  it  is  obvious  that  the  Clark  foreign 
investment  program  has  not  in  any  way  in¬ 
terfered  with  our  domestic  program,  nor  has 
it  to  any  material  extent  affected  our  balance 
of  payments,  since  the  earnings  of  the  parent 
company  on  its  oversea  exports  has  exceeded 
by  far  the  original  investment  in  Inter¬ 
national.” 

International  Economic  Policy  Associa¬ 
tion:  “A  large  part  of  the  world  is  not  avail¬ 
able  as  a  market  for  increased  U.S.  exports 
for  cash.  The  Iron  Curtain  countries  are  a 
limited  potential  market  for  trade  expan¬ 
sion  for  the  near-term  future;  the  under¬ 
developed  countries  do  not  have  the  re¬ 
sources  to  buy  for  cash — they  are  candidates 
for  gifts  and  grants  and  so-called  long  range, 
50-year  low  or  no-interest  loans.  Therefore, 
our  chance  of  selling  more  for  cash  is  re¬ 
stricted  pretty  much  to  industrialized  West¬ 
ern  European  countries  and  Japan. 

“The  question  is:  Can  these  exports  be 
increased,  not  on  a  reciprocal,  but  a  one-way 
unilateral  basis  by  between  $3  and  $4  bil¬ 
lion?  With  regard  to  Common  Market 
countries,  this  much  expansion  in  exports 
would  require  an  almost  100-percent  increase 
over  1961  products  of  $3.6  billion.  In  total 
the  immediate  prospects  do  not  come  up  to 
our  needs. 

“It  is  not,  therefore,  enough  merely  to 
exhort  American  industry  to  export  more, 
because  it  is  not  likely  that  the  total  solu¬ 
tion  of  the  balance-of -payments  problem  will 
lie  in  this  field  in  the  foreseeable  future,  as 
long  as  we  have  to  maintain  our  Military 
Establishment  and  the  scale  of  foreign  aid 
expenditures  at  levels  comparable  to  the 
present.  Therefore,  the  United  States  must 
think  in  terms  of  a  long-range  solution  to 
this  problem  by  expanding  U.S.  earning 
power  abroad  in  ways  other  than  exports; 
namely,  the  sale  of  services,  and  the  making 
of  investments  on  which  growing  amounts  of 
earnings  may  accrue  and,  in  the  normal 
course  of  business  activity,  be  repatriated 
to  the  United  States.  The  encouragement 
of  private  investments  abroad  in  hard,  con¬ 
vertible  currency  countries  must  become 
one  of  the  major  objectives  of  the  adminis¬ 
tration,  with  as  much  emphasis  as  given  to 
the  encouragement  of  exports.” 

It  was  charged  in  the  memorandum  that 
my  amendment  would  encourage  the  flight 
of  American  capital.  This  is  imaginative 
writing.  My  amendment  would  have  taxed 
earnings  of  controlled  foreign  corporations 
accumulated  beyond  the  reasonable  needs 
of  the  business.  Amounts  distributed  by 
such  corporations  to  their  American  share¬ 
holders  would  never  have  been  touched  by 
my  amendment.  Foreign  subsidiaries  which 
were  returning  a  reasonable  portion  of  their 
earnings  to  the  shareholders  in  the  form  of 
dividends  would  have  no  reason  to  fear  my 
amendment,  and  there  was  nothing  in  my 
amendment  which  would  have  encouraged 
American  capital  to  go  abroad.  Quite  the 
contrary,  my  amendment  would  have  en¬ 
couraged  controlled  foreign  corporations  to 
send  their  profits  home. 


This  would  obviously  have  aided  our  bal¬ 
ance  of  payments.  Now  this  involves  an¬ 
other  unproved  and  unprovable  statement 
made  in  the  memorandum,  that  is,  that  my 
amendment  would  be  more  likely  to  injure 
than  to  aid  our  balance  of  payments.  The 
philosophy  of  the  committee  bill  is  that  for¬ 
eign  investment  should  be  discouraged  be¬ 
cause  of  Its  adverse  effect  on  the  balance  of 
payments.  Applying  this  philosophy  to  my 
amendment,  the  majority  leader  concludes 
that  because  my  amendment  does  not  dis¬ 
courage  foreign  investment  it  hurts  our  bal¬ 
ance  of  payments.  The  adverse  effects  of 
foreign  investments,  if  there  are  any,  result 
from  a  time  lag  of  10  to  15  years  between 
the  export  of  capital  and  the  return  on  the 
investment.  If  we  look  at  the  record  of 
investment  outflow  and  dividend  and  in¬ 
terest  inflow  for  the  last  12  years  of  the 
postwar  period,  we  find  that  foreign  invest¬ 
ment  has  not  adversely  affected  the  balance 
of  payments.  Except  for  the  year  1957,  the 
inflow  to  the  United  States  of  dividends  and 
interest  on  U.S.  investments  abroad  has  ex¬ 
ceeded  the  outflow  from  direct  investments 
in  every  year  since  1950.  Over  the  12-year 
period,  1950-61,  inclusive,  the  net  inflow  to 
the  United  States — the  excess  over  what 
went  out  by  way  of  investment — has  been 
$8,552  million.  This  is  shown  in  the  at¬ 
tached  table  prepared  from  data  of  the  De¬ 
partment  of  Commerce : 

SCHEDULE  A 


Dollar  inflow  and  outflow  to  direct  invest¬ 
ment — Companies  abroad,  1950-61 
[In  millions  of  dollars] 


Year 

Direct  in¬ 
vestment 
outflow 

Dividends 
and  interest 
inflow 

Net  inflow 

1950. . . 

621 

1,294 

673 

1951 _ 

528 

1,  492 

964 

1952-.. . 

8.50 

1,419 

569 

1953 _ _ — 

751 

1,442 

721 

1954 _ _ _ 

664 

1,725 

1,061 

1955 _ 

779 

1,912 

1,  133 

1956 _ 

1,859 

2, 120 

261 

1957 _ 

2,  482 

2,249 

-233 

1958 _ 

1, 181 

2, 140 

959 

1959 _ 

1,372 

2,206 

834 

I960 _ 

1,694 

2,348 

654 

19C1 . . 

1,681 

2,637 

956 

Total . 

14,  432 

22, 984 

8,  552 

NOTES 

1.  Data  from  Department  of  Commerce.  See  p.  3. 

2.  Covers  all  areas  and  all  activities,  branches,  and 
subsidiaries. 

3.  Unremitted  branch  earnings  are  included  in  both 
“Outflow”  and  “Inflow”  columns. 

Cutting  back  on  growth  abroad  would  re¬ 
sult  in  my  judgment  not  in  greater  U.S. 
production  but  in  lower,  curtailed  U.S.  pro¬ 
duction  as  a  result  of  lower  levels  of  exports 
to  support  the  overseas  subsidiary  opera¬ 
tions.  It  will  not  improve  the  balance  of 
payments.  My  amendment,  on  the  other 
hand,  by  not  encouraging  foreign  invest¬ 
ments  for  legitimate  purposes  would  lead 
only  to  increased  U.S.  production  to  support 
the  overseas  subsidiary  operations  and  this 
increased  production  would  favorably  help 
our  balance  of  payments. 

The  memorandum  also  states  that  the 
only  tax  haven  income  which  would  be 
covered  by  my  amendment  is  income  from 
insurance  of  U.S.  risks.  When  asked  to  de¬ 
fine  a  tax  haven.  Secretary  Dillon  told  the 
Finance  Committee  that  it  was  any  country 
where  tax  rates  were  lower  than  U.S.  tax 
rates  and  pointed  to  such  countries  as 
Liechtenstein  and  Switzerland.  However, 
businessmen  have  made  it  plain  that  taxes 
is  only  one  reason  a  particular  country  is 
chosen  as  the  proper  place  to  incorporate 
a  foreign  subsidiary.  Switzerland,  for  ex¬ 
ample,  is  a  financial  and  banking  center.  It 
has  a  large  pool  of  skilled  workers  and  lan¬ 
guage  is  no  barrier.  It  has  a  stable  gov¬ 
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ernment  and  stable  currency.  Its  low  tax 
rates  apply  primarily  in  the  case  of  income 
derived  from  outside  of  Switzerland.  Amer¬ 
ican  business  which  creates  a  Swiss  sub¬ 
sidiary  to  handle  its  European  affairs  by 
virtue  of  their  Swiss  subsidiary  pay  a  lower 
foreign  tax  than  if  a  separate  subsidiary  was 
established  in  each  European  nation  in 
which  the  corporation  conducted  business. 
The  lower  Swiss  tax  in  such  cases  makes  it 
possible  for  the  subsidiary  to  send  more 
earnings  back  to  the  United  States  because 
the  foreign  taxes  have  been  reduced.  Let 
me  make  that  point  clear.  The  U.S.  tax  is 
not  avoided  in  any  case. 

Only  foreign  taxes  are  reduced  by  means 
of  Swiss  subsidiaries.  We  should  not  attempt 
to  call  Switzerland  a  tax  haven  country 
merely  because  it  taxes  earnings  from  busi¬ 
ness  done  in  other  European  nations  at  a 
lower  rate.  If  corporations  take  advantage 
of  the  low  Swiss  tax  and  accumulate  un¬ 
reasonably  large  amounts  of  earnings  in  a 
Swiss  subsidiary,  my  amendment  would  have 
taxed  those  earnings  just  as  effectively  as 
the  committee  amendment.  My  amendment 
would  not  arbitrarily  tax  income  of  a  Swiss 
subsidiary  which  was  returning  to  its  U.S. 
parent  a  substantial  part  of  its  earnings. 
The  committee  amendment  might  impose 
an  arbitrary  tax  in  such  a  case. 

Another  difficulty  about  such  a  concept 
is  that  it  would  encourage  foreign  coun¬ 
tries  with  low  rates  of  tax  to  raise  their 
rates  to  equal  ours. 

The  Treasury  amendment  sponsored  by 
Senator  Kerr  helps  only  well-established  cor¬ 
porations  and  not  the  new  or  growing  ones. 
It  is  much  like  the  undistributed  profits  tax 
which  was  proposed  in  1936  and  repealed  in 
1941.  Senator  Byrd,  at  that  time,  opposed 
the  proposal  because  it  operated  to  give  the 
old-established  firms  an  unfair  competitive 
advantage  over  the  new  and  growing  com¬ 
pany  because  the  new  company  could  not 
distribute  its  earnings  and  stay  in  business, 
and  had  no  surplus  out  of  which  to  pay  divi¬ 
dends.  He  stated  in  connection  with  the 
adoption  of  the  conference  report  on  the 
1936  act: 

“In  other  words,  what  this  bill  does  is  to 
entrench  the  great  monopolies  of  the  coun¬ 
try,  and  protect  them  from  competition.  I 
make  that  statement  without  fear  of  suc¬ 
cessful  contradiction,  because  the  bill  would 
leave  the  surpluses  as  they  now  are,  and 
prevent  any  other  company  from  establish¬ 
ing  a  surplus  except  by  the  sale  of  stock.” 

The  committee  amendments  will  encour¬ 
age  monopolies  by  giving  relief  only  to  large 
well-established  businesses  abroad  and 
denying  relief  to  the  new  struggling  and 
growing  companies.  It  will  limit  our  in¬ 
vestments  abroad  to  old  and  established 
firms  and  freeze  out  new  and  growing  ones. 

The  memorandum  says  that  my  amend¬ 
ment  did  not  tax  holding  companies  or  serv¬ 
ice  income.  This  is  clearly  erroneous.  I  do 
not  see  how  he  could  make  such  a  statement 
since  my  amendment  would  apply  to  both 
holding  company  income  and  service  income 
which  is  not  used  for  legitimate  business 
operations. 

As  a  matter  of  fact,  my  amendment  on 
page  7,  at  line  21,  creates  a  specific  presump¬ 
tion  that  property  held  by  a  holding  or  in¬ 
vestment  company  is  accumulated  beyond 
the  reasonable  needs  of  the  business.  More¬ 
over,  my  amendment  on  page  4,  beginning 
at  line  2,  makes  it  plain  that  service  income 
from  any  source  is  included  within  the 
definition  of  earnings  improperly  accumu¬ 
lated. 

The  memorandum  also  stated  that  my 
amendment  would  encourage  the  retention 
of  capital  abroad  to  provide  jobs  for  foreign 
workers.  This  is  unproved.  It  was  to  the 
end  the  weight  of  testimony  at  the  Finance 
Committee  hearings  that  foreign  invest¬ 
ments  actually  increased  American  employ- 
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ment  in  order  to  provide  needed  equipment, 
services,  and  know-bow  to  support  foreign 
operations.  Excerpts  from  statements  of 
witnesses  appearing  before  the  Finance  Com¬ 
mittee  who  commented  on  this  unemploy¬ 
ment  issue,  follow: 

Abbott  Laboratories,  George  R.  Cain:  “Our 
foreign  investments  were  not  made  at  the 
expense  of  our  exports  from  here,  but  rather 
because  exports  became  difficult  or  impos¬ 
sible,  due  to  trade  barriers,  tariffs,  legisla¬ 
tion,  or  abritrary  decisions  protecting  or 
favoring  local  industry  in  foreign  nations, 
establishment  of  local  factories  and  plants 
by  competitors,  etc. 

“It  is  significant  that  Abbott  Laboratories 
International  Co.’s  employment  in  Chicago, 
as  a  result  of  its  increased  capital  invest¬ 
ments  abroad,  rose  50  percent  in  the  last 
6  years. 

"In  addition,  a  large  number  of  scientists, 
engineers,  technicians,  researchers,  manufac¬ 
turing  and  other  personnel  are  now  employed 
by  our  parent  company,  as  a  result  of  our 
expansion  in  foreign  markets  made  possible 
by  our  increased  investment  abroad.” 

Joy  Manufacturing  Co.,  J.  D.  A.  Morrow: 
“In  1961,  nearly  one-third  of  the  employ¬ 
ment  at  (Joy  Manufacturing  Co.’s)  Franklin 
(Pa.)  plant  was  derived  from  exports.  The 
Treasury  asserts  that  such  cases  are  excep¬ 
tional  and  not  representative  and  should  be 
disregarded.  Here  again  the  Treasury  ig¬ 
nores  the  facts  published  by  the  Depart¬ 
ment  of  Commerce,  which  show  that  in  1960, 
out  of  $18,900  million  of  exports,  $2,695 
million  went  to  or  through  foreign  manu¬ 
facturing  subsidiaries  of  American  corpora¬ 
tions.  These  are  not  the  statements  of  pri¬ 
vate  industry,  these  are  the  Federal  Govern¬ 
ment’s  own  official  figures.” 

Goodyear  Tire  &  Rubber  Co.,  Frank  T. 
Quirk:  “When  domestic  rubber  companies 
decide  to  locate  a  plant  overseas,  most  of  the 
equipment  for  the  plant  is  shipped  from  the 
United  States  and  is  made  by  American 
workmen.  If  further  expansion  is  curtailed 
by  revised  tax  provisions,  not  only  will  the 
foreign  markets  be  taken  over  by  foreign 
competitors  but  the  machinery,  equipment 
and  supplies  for  their  new  plants  will  come 
from  foreign  producers. 

“There  are  numerous  examples  in  our  in¬ 
dustry  where  the  annual  purchases  of  re¬ 
placement  equipment,  machinery,  materials, 
and  supplies  to  keep  foreign  plants  operat¬ 
ing  represent  more  than  the  total  U.S.  dollar 
investment  of  the  same  company  overseas. 
These  purchases,  amounting  to  many  mil¬ 
lions  of  dollars  each  year,  provide  work  for 
thousands  of  people  and  are  advantageous 
in  our  balance  of  payments  position.” 

Pfizer  International,  John  J.  Powers,  Jr.: 

"The  key  point  is  that  those  who  say  that 
direct  business  investment  abroad  results  in 
the  export  of  American  jobs  are  simply 
wrong.  For  this  to  be  true  it  would  have 
to  be  demonstrated  either  (a)  that  such 
investments  have  been  made  for  the  pur¬ 
pose  of  producing  goods  for  import  into  the 
United  States  in  lieu  of  producing  such 
goods  in  the  United  States,  or  (b)  that  US. 
direct  investments  abroad  have  produced 
goods  for  sale  abroad  which  could  otherwise 
have  been  exported  from  the  United  States. 
The  facts  do  not  significantly  bear  out  either 
of  these  assumptions. 

"For  example,  U.S. -owned  manufacturing 
subsidiaries  in  Canada  and  Western  Europe 
had  total  sales  in  1960  of  $18.2  billion,  of 
which  only  $259  million  was  exported  to  the 
United  States.  It  is  preposterous  to  charge 
that  U.S.  business  has  gone  abroad  for  the 
specific  purpose  of  reselling  a  grand  total 
of  1.4  percent  of  production  back  to  the 
United  States,  or  that  $259  million  of  such 
imports  from  foreign  subsidiaries  could 
cause  any  appreciable  loss  of  jobs.  Using 
ratios  (jobs  to  sales)  cited  by  labor  officials, 
$259  million  of  sales  could  mean  about 
30,000  jobs,  or  less  than  one-twentieth  of  1 


percent  of  the  U.S.  labor  force — assuming 
that  the  goods  represented  by  the  $259  mil¬ 
lion  would  have  been  made  in  the  United 
States.  But  this  assumption  is  not  Justified, 
for  if  U.S. -owned  subsidiaries  in  Western 
Europe  and  Canada  had  not  sold  these  goods 
to  the  U.S.  market,  it  is  more  likely  that 
other  foreign  companies  would  have  supplied 
the  goods,  not  U.S.  factories.  Thus  it  is 
hardly  justifiable  to  say  that  the  imports 
cited  were  responsible  for  the  loss  of  any 
significant  number  of  jobs. 

"While  U.S.-owned  facilities  in  Canada  and 
Western  Europe  were  selling  $259  million  of 
goods  to  the  United  States  in  1960,  these 
same  subsidiaries  were  importing  $1,246  mil¬ 
lion  worth  of  goods  from  the  United  States. 
Using  the  same  job-sales  ratio,  these  exports 
from  the  United  States  created  more  than 
100,000  jobs.” 

Harnischfeger  Corp.,  Frederick  Salditt: 
“Prior  to  our  active  participation  in  over¬ 
sea  investment  and  manufacture,  the  ex¬ 
ports  of  our  U.S.  products  lagged  slightly 
behind  the  exports  of  our  entire  industry, 
With  the  advent  of  our  active  oversea  man¬ 
ufacturing  program,  which  involved  the  use 
of  foreign  subsidiaries’  reinvested  profits, 
etc.,  our  exports  of  U.S.-produced  goods  have 
steadily  increased.  They  have  substantially 
surpassed  the  average  for  our  industry,  which 
has  generally  been  on  a  steady  to  downward 
trend. 

“This  means  that  we  have  been  able  to 
maintain  ,  rather  steady  domestic  employ¬ 
ment  and  even  increase  it  in  some  of  our 
plants  during  a  most  difficult  and  competi¬ 
tive  period.  As  a  matter  of  fact,  during  the 
years  1958-59,  we  probably  would  not  even 
have  been  a  domestic  taxpayer  at  all  had  it 
not  been  for  our  foreign  operations  and  ex¬ 
ports,  and  we  most  certainly  would  have  em¬ 
ployed  fewer  people  in  the  States  of  Wiscon¬ 
sin  and  Michigan.’’ 

Sprague  International  Ltd.,  William  M. 
Adams:  “Although  the  argument  has  been 
propounded  that  the  establishment  of  for¬ 
eign  manufacturing  facilities  exports  U.S. 
jobs,  our  experience  indicates  that  this  is 
just  not  so.  I  cannot  give  you  an  accurate 
figure  of  how  many  of  our  employees  owe 
their  jobs  directly  to  export,  but  I  can  tell 
you  that,  in  many  instances,  lines  would 
have  been  temporarily  closed  or  restricted 
and  employees  laid  off  had  it  not  been  for 
the  welcome  export  business  that  came  into 
the  house  at  that  time. 

“In  other  words,  foreign  plants  stimulate 
exports  and  exports  tend  to  cancel  out  the 
slack  periods  that  occur  from  time  to  time 
domestically.” 

Pfaudler  Permutit,  Inc.,  William  G.  von 
Berg:  It  is  a  peculiar  fact  that  in  spite  of 
our  buildup  of  foreign  manufacturing  fa¬ 
cilities,  our  export  volume  from  plants  in 
the  United  States  did  not  suffer,  but  instead 
showed  a  tendency  to  increase.  The  rea¬ 
sons  are  several. 

"First  of  all,  we  supply  frit,  a  compound 
used  in  the  glassing  operation,  to  our  foreign 
plants. 

“Second,  special  parts  and  components  are 
supplied  from  our  U.S.  plants  to  our  fac¬ 
tories  abroad.  As  the  activity  of  our  foreign 
plants  increase,  so  do  our  exports  of  frit, 
parts,  and  components. 

“Third,  as  oversea  customers  became  ac¬ 
customed  to  our  equipment  and  familiar 
with  its  advantages,  orders  for  equipment  in 
sizes  which  could  not  be  made  by  our  for¬ 
eign  plants  were  transferred  to  the  larger 
U.S.  plants  for  manufacture.” 

Dresser  Industries,  Inc.,  H.  Neil  Mallon: 
“In  addition  to  the  significant  contribution 
which  Dresser’s  export  trade  has  made  to 
our  country’s  balance  of  payments,  during 
the  past  3  years  over  5,800,000  man-hours  of 
factory  labor  have  been  devoted  to  the  pro¬ 
duction  of  export  products.  There  is  no 
way  to  determine  how  many  additional  man¬ 
hours  of  labor  are  attributable  to  our  ex- 
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port  trade  as  the  result  of  our  purchase  of 
materials,  components,  supplies  and  services 
from  others.  If  we  assume  that  our  sup¬ 
pliers,  sales  require  the  same  number  of  man¬ 
hours  per  dollar  as  did  ours,  this  additional 
employment  due  to  our  exports  amounted  to 
3,405,000  man-hours. 

“We  hope  to  continue  to  do  our  part  in 
improving  the  balance  of  payments  and  in 
promoting  full  employment.  We  cannot  do 
so  unless  we  will  be  competitive  with  foreign 
manufacturers  who  already  enjoy  many  ad¬ 
vantages  not  available  to  us.” 

Dow  Chemical  Co.,  Tyrone  Gillespie:  “More 
than  3,000  people  and  more  than  $70  million 
in  investment  in  the  United  States  are  di¬ 
rectly  employed  in  support  of  our  foreign 
activities.  Should  foreign  investment  be¬ 
come  unprofitable  due  to  Government  inter¬ 
vention,  our  judgment  is  that  60  percent  or 
more  of  the  domestic  people  and  facilities 
supporting  foreign  sales  might  be  idled.” 

Minnesota  Mining  &  Manufacturing  Co., 
Robert  H.  Tucker:  “In  1951,  a  handful  of 
our  people  handled  our  total  foreign  busi¬ 
ness.  Today,  1  out  of  every  10  employees  in 
our  domestic  factories  owe  their  jobs  to  the 
fact  that  we  are  exporting  products  to  for¬ 
eign  countries.  Our  experience  is  that  ex¬ 
ports  are  increased  by  foreign  manufacturing 
operations.  Business  begets  business.” 

I  am  of  the  opinion  that  the  committee 
bill  which  actually  discourages  foreign  in¬ 
vestment  would  be  far  more  harmful  to 
American  employment  than  would  my 
amendment. 

The  memorandum  also  stated  that  if  my 
amendment  were  adopted  the  conferees 
would  be  unable  to  agree  on  the  committee 
version  of  the  foreign  income  provisions  but 
would  have  to  adopt  the  much  harsher  rules 
of  the  House  bill.  This  again  is  not  correct. 
If  my  amendment  were  adopted  the  con¬ 
ferees  would  have  much  more  latitude  within 
which  to  reach  an  agreement  than  if  the 
Fowler-Kerr  amendment  were  adopted  by  the 
Senate.  Furthermore,  the  Treasury  has 
given  no  assurance  that  it  will  support  the 
Fowler-Kerr  amendment  of  the  House  bill, 
and  we  would  be  forced  to  take  either  the 
Treasury-Kerr  amendment  or  the  House  bill. 

TAX  STATUS  OF  COOPERATIVES 

Mr.  HUMPHREY.  Mr.  President,  will 
the  Senator  from  Oklahoma  yield  to  me 
for  a  question? 

Mr.  KERR.  I  yield. 

Mr.  HUMPHREY.  I  have  discussed 
this  question  with  my  colleague  from 
Minnesota,  because  he  is  on  the  Finance 
Committee,  but  I  would  like  to  ask  the 
Senator  in  charge  of  the  bill  the  same 
question. 

My  colleague  and  I,  in  discussing  this 
subject,  agreed  that  the  bill  specifically 
provides  that  income  which  may  be  de¬ 
rived  from  a  cooperative  doing  business 
with  the  Government  is  not  taxable  to 
the  cooperative,  if  it  is.  in  turn  distrib¬ 
uted  in  accordance  with  statutory  re¬ 
quirements. 

Mr.  KERR.  My  understanding  is  that 
that  is  to  be  merely  a  continuation  of 
existing  law. 

Mr.  HUMPHREY.  The  Senator  is 
correct.  I  wished  the  Record  to  be  clear 
that  there  was  nothing  in  the  bill  which 
modified  that  interpretation  or  that 
principle  of  law. 

Mr.  KERR.  That  was  the  effect  of 
the  answer  by  the  Senator  from  Okla¬ 
homa  a  while  ago  to  the  Senator’s  col¬ 
league.  The  answer  is  the  same  now. 

Mr.  HUMPHREY.  So  far  as  we  are 
concerned  on  this  question,  then,  the 
bill  before  the  Senate  would  not  tax  at 
different  rates  the  income  derived  by  a 
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cooperative,  let  us  say,  and  grain  stor¬ 
age  with  the  Government,  as  compared 
to  other  income? 

Mr.  KERR.  The  Senator  is  talking 
about  a  contract  with  the  Government? 

Mr.  HUMPHREY.  That  is  correct. 

Mr.  KERR.  That  is  the  understand¬ 
ing  of  the  Senator  from  Oklahoma. 

Mr.  HUMPHREY.  There  is  no 
change? 

Mr.  KERR.  That  is  correct. 

The  PRESIDING  OFFICER.  The  bill 
is  open  to  further  amendment. 

Mr.  DIRKSEN.  Mr.  President,  I  offer 
my  amendment  8-23-62 — H. 

The  PRESIDING  OFFICER.  The 
amendment  will  be  stated  for  the  infor¬ 
mation  of  the  Senate. 

The  Chief  Clerk.  On  page  391,  be¬ 
tween  lines  21  and  22,  it  is  proposed  to 
insert  the  following  new  section: 

Sec.  27.  Increase  in  Amount  Individuals 
Are  Permitted  To  Earn  While 
Receiving  Benefits  Under  title 
II  of  the  Social  Security  Act. 

(a)  Increase  in  Amount. — (1)  Paragraphs 
(1),  (3),  and  (4)  (B)  of  subsection  (f)  of 
section  203  of  the  Social  Security  Act  are 
each  amended  by  striking  out  “$100”  where 
ever  it  appears  therein  and  inserting  in  lieu 
thereof  "$150”. 

(2)  The  first  sentence  of  paragraph  (3)  of 
such  subsection  (f)  is  amended  by  striking 
out  ”,  except  that  of  the  first  $500  of  such 
excess  (or  all  of  such  excess  if  it  is  less 
than  $500) ,  an  amount  equal  to  one-half 
thereof  shall  not  be  included”. 

(b)  Conforming  Amendment.— Paragraph 
(1)(A)  of  subsection  (h)  of  section  203  of 
such  Act  is  amended  by  striking  out  “$100” 
and  inserting  in  lieu  thereof  “$150”. 

(c)  Effective  Date. — The  amendments 
made  by  the  preceding  subsections  of  this 
section  shall  be  effective,  in  the  case  of  any 
individual,  with  respect  to  taxable  years 
of  such  individual  ending  after  1962. 

On  page  391,  line  22,  it  is  proposed  to 
strike  out  “27”  and  to  insert  in  lieu 
thereof  “28”. 

Mr.  DIRKSEN.  Mr.  President,  I  shall 
be  brief.  This  is  actually  a  social  se¬ 
curity  amendment.  It  deals  with  the 
amount  of  income  or  earnings  a  bene¬ 
ficiary  under  social  security  might  have 
before  there  would  be  a  reduction  in 
benefits.  Under  existing  law  it  is  $1,200, 
plus  the  formula  which  takes  it  up  to 
$1,750. 

This  would  simplify  it  by  making  it 
$1,800  without  any  reduction  in  bene¬ 
fits. 

I  think  the  amendment  needs  no  fur¬ 
ther  discussion,  because  it  has  been  be¬ 
fore  the  Senate  for  a  period  of  years. 

Mr.  KERR.  Mr.  President,  I  am  en¬ 
tirely  in  sympathy  with  the  objective  of 
the  distinguished  Senator  from  Illinois. 
There  have  been  times  when  the  Senator 
from  Oklahoma  has  been  the  author  of 
a  similar  amendment.  However,  that 
was  in  connection  with  a  social  security 
bill,  and  in  connection  with  action  by 
the  Congress  to  provide  the  additional 
revenue  for  the  trust  fund  which  would 
be  required  to  meet  the  cost  of  benefits 
which  would  accrue  to  the  beneficiaries 
by  reason  of  the  amendment. 

Much  as  I  sympathize  with  the  objec¬ 
tive  of  the  distinguished  Senator,  I  know 
he  is  aware  that  adoption  of  the  amend¬ 
ment  would  cost  hundreds  of  millions  of 
dollars  a  year,  which  money  would  be 


taken  out  of  the  old-age  and  survivors’ 
insurance  or  social  security  trust  fund. 
I  urge  the  Senator  not  to  press  the 
amendment  to  this  bill,  but  to  wait  un¬ 
til  a  social  security  bill  is  before  the 
Senate,  when  we  shall  also  be  consider¬ 
ing  raising  additional  revenue  to  meet 
the  costs  of  additional  benefits  which 
would  be  created  by  the  amendment. 

Mr.  DIRKSEN.  Mr.  President,  if  I 
may  interpret  that  as  some  reasonable 
assurance  that  the  distinguished  Sen¬ 
ator  from  Oklahoma  will  give  attention 
to  it  when  a  social  security  bill  is  be¬ 
fore  the  Finance  Committee,  I  shall  be 
glad  to  withdraw  the  amendment. 

Mr.  KERR.  I  thank  the  Senator. 

The  PRESIDING  OFFICER.  The 
amendment  is  withdrawn. 

Mr.  KERR.  I  assure  the  Senator  that 
his  requests  will  at  any  time  be  acted 
upon  in  the  manner  of  a  response  fox- 
hearings  and  consideration. 

Mr.  DIRKSEN.  I  thank  the  Senator. 

Mr.  YARBOROUGH.  Mr.  President,  I 
offer  an  amendment  which  I  send  to  the 
desk,  and  ask  unanimous  consent  that 
the  reading  be  waived,  and  that  it  be 
printed  at  this  point  in  the  Record. 

The  PRESIDING  OFFICER.  Without 
objection,  it  is  so  ordered. 

The  amendment  is  as  follows : 

On  page  134,  beginning  with  line  24,  it  is 
proposed  to  strike  out  all  through  line  25 
on  page  135  and  insert  the  following: 

“(a)  General  Rule. — In  the  case  of  an 
individual  citizen  of  the  United  States  who 
establishes  to  the  satisfaction  of  the  Secre¬ 
tary  or  his  delegate  that  he  has  been  a  bona 
fide  resident  of  a  foreign  country  or  coun¬ 
tries  for  an  uninterrupted  period  which  in¬ 
cludes  an  entire  taxable  year,  amounts  re¬ 
ceived  from  sources  without  the  United 
States  (except  amounts  paid  by  the  United 
States  or  any  agency  thereof)  which  consti¬ 
tute  earned  income  attributable  to  services 
performed  during  such  uninterrupted  period 
shall  not  be  included  in  gross  income  and 
shall  be  exempt  from  taxation  under  this 
chapter.  The  amount  excluded  under  this 
subsection  for  any  taxable  year  shall  be  com¬ 
puted  by  applying  the  .special  rules  con¬ 
tained  in  subsection  (c) .” 

On  page  137,  strike  out  lines  4  through  13 
and  insert  the  following :  “a  daily  basis  at  an 
annual  rate  of  $12,000.” 

On  page  139,  line  2,  strike  out  "subsection 
(a)(1)”  and  insert  “subsection  (a)”. 

On  page  139,  strike  out  lines  3  through  20. 

On  page  140,  beginning  with  line  16,  strike 
out  all  through  line  3  on  page  141  and  insert 
the  following : 

“(c)  Effective  Date.— The  amendments 
made  by  this  section  shall  apply  to  taxable 
years  beginning  after  December  31,  1962.” 

Mr.  YARBOROUGH.  Mr.  President, 
the  amendment  is  identical  with  the 
amendment  of  the  Senator  from  Ten¬ 
nessee  [Mr.  Gore]  designated  “8-27-62 — 
G,”  which  would  limit  the  amount  of 
earned  foreign  income  that  could  be  de¬ 
ducted,  except  that  on  page  2,  line  7  of 
the  Gore  amendment,  at  which  point 
$6,000  is  provided,  I  have  stricken  out 
that  amount  and  inserted  $12,000.  The 
amendment  would  reduce  the  $35,000 
stated  in  the  bill.  The  Gore  amendment 
would  reduce  the  amount  to  $20,000; 
$6,000  a  year  of  income  earned  abroad 
would  be  exempt  from  taxation.  My 
amendment  would  exempt  the  first 
$12,000. 


I  hope  the  distinguished  Senator  from 
Oklahoma  will  give  serious  consideration 
to  accepting  the  amendment.  Since  I 
live  in  close  proximity  to  Mexico,  I  know 
that  people  earning  a  dollar  abroad  have 
a  higher  purchasing  power  than  people 
in  the  United  States.  That  is  true  in 
many  countries.  It  seems  to  me  that 
$1,000  a  month  is  a  pretty  generous  ex¬ 
emption  from  taxation  to  allow  a  person 
for  the  first  $12,000  a  year  of  his  earnings 
abroad. 

I  invite  attention  to  the  fact  that  that 
is  twice  as  much  as  was  contained  in  the 
amendment  proposed  by  the  distin¬ 
guished  Senator  from  Tennessee.  He 
would  have  exempted  $6,000  a  year,  or 
$500  a  month.  The  proposed  amend¬ 
ment  would  exempt  $1,000  a  month,  or 
$12,000  a  year,  of  the  fix*st  year’s  income. 
I  have  no  further  statement  to  make.  I 
hope  that  the  distinguished  Senator  from 
Oklahoma  will  give  serious  consideration 
to  accepting  the  amendment. 

Mr.  KERR.  Mr.  President,  I  do  not 
believe  I  completely  understand  the  Sen¬ 
ator’s  amendment.  I  cannot  tell  wheth¬ 
er  he  would  limit  the  exemption  of  an 
American  citizen  in  the  status  of  a  non¬ 
resident  of  the  country,  and  therefore  a 
resident  of  the  counti-y  in  which  he  is 
woi-king  for  a  period  of  time  under  18 
months,  under  2  years,  or  beyond  2  years. 
Would  his  amendment  apply  equally 
with  reference  to  the  American  citizen 
who  is  a  bona  fide  resident  of  another 
country  for  any  period  of  time,  or  is 
there  a  period  of  time  in  which  the  bona 
fide  resident  in  another  country  could 
acquire  a  different  position  under  the 
amendment  of  the  Senator  from  Texas 
than  would  be  the  case,  let  us  say,  for 
the  first  year  of  his  absence  from  this 
country  and  being  a  bona  fide  resident 
of  another  country? 

Mr.  YARBOROUGH.  The  amend¬ 
ment  is  identical  with  the  Gore  amend¬ 
ment  except  that  on  page  2,  line  7,  of 
the  Goi-e  amendment,  where  he  has  pro¬ 
vided  an  exemption  of  $6,000, 1  have  pro¬ 
vided  $12,000,  and  that  would  be  in  lieu 
of  the  language  in  the  bill  on  page  137. 
It  would  strike  out  lines  4  through  13. 

Mr.  KERR.  Lines  4  thi'ough  13  on 
what  page? 

Mr.  YARBOROUGH.  Page  137  of  the 
bill.  That  would  include  either  an 
American  temporarily  abroad  who  had 
been  a  bona  fide  resident  of  a  foreign 
country  or  countries  for  less  than  3 
years — 17  or  18  months — in  which  case 
he  would  have  a  $20,000  exemption,  and 
would  also  apply  to  the  American  who 
had  been  abroad  for  more  than  3  years, 
in  which  case  the  first  $35,000  would  be 
exempt.  The  amendment  would  treat 
them  all  in  the  same  categoi-y  and  ex¬ 
empt  the  first  $12,000  of  earnings  abroad 
from  any  taxation  here.  I  have  taken 
the  language  of  the  proposed  Gore 
amendment,  which  would  l'educe  the  ex¬ 
empt  amount  to  $6,000  of  the  first  $35,- 
000,  and,  in  my  amendment,  reduce  it 
to  $12,000. 

It  would  apply  to  both  categories.  It 
would  apply  to  the  U.S.  citizen  who  had 
been  a  bona  fide  resident  of  a  foreign 
country  or  countries  more  than  3  years, 
and  it  would  apply  to  the  U.S.  citizen 
who  had  been  a  bona  fide  resident  of  a 
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foreign  country  or  countries  less  than  3 
years.  It  would  have  to  be  a  bona  fide 
resident  in  each  case.  But  under  the  bill 
as  drawn  if  a  man  goes  overseas  and 
stays  18  months — a  little  over  a  year — he 
receives  an  exemption  on  the  first  $20,000 
of  his  income — if  he  stays  there  less  than 
3  years.  If  he  stays  more  than  3  years, 
the  exemption  applies  to  the  first  $35,000 
of  his  income.  The  amendment  would 
roll  it  into  one  exemption.  He  would 
have  $1,000  a  month  free  and  clear  of 
any  taxes  whatsoever  before  he  started 
on  the  usual  deductions  and  exemptions 
that  would  apply  to  the  rest  of  us  living 
in  this  country.  He  would  get  $1,000 
scot  free  under  that  provision. 

Mr.  KERR.  Mr.  President,  I  must 
oppose  the  amendment.  I  tried  to  make 
clear  this  afternoon  in  the  discussion  of 
the  amendment  of  the  Senator  from 
Tennessee  [Mr.  Gore]  that  the  bill  would 
not  give  to  bona  fide  residents  of  our 
country  working  in  a  foreign  country  a 
benefit  which  they  do  not  have  under 
existing  law.  The  bill  would  take  from 
bona  fide  residents  working  in  foreign 
countries  benefits  which  they  now  have 
under  the  law.  Under  existing  law,  if 
an  American  citizen  is  a  bona  fide  resi¬ 
dent  of  another  country  for  18  months, 
the  income  he  earns  in  that  country, 
regardless  of  what  the  amount  may  be, 
is  not  subject  to  tax  by  our  Government. 
We  changed  that.  We  provided  that  his 
exemption  cannot  exceed  $20,000  for  the 
first  3  years,  and  cannot  exceed  $35,000 
thereafter. 

As  I  stated  today,  the  provision  applies 
to  American  citizens  who  go  abroad  to 
operate  businesses  owned  in  this  country 
and  which  are  in  competition  with  other 
local  businesses  in  the  respective  foreign 
countries. 

I  referred  to  the  fact  that  Sears,  Roe¬ 
buck  was  such  a  company.  When  a 
company  such  as  Singer  Sewing  Machine 
Co.,  or  whatever  the  American  industry 
may  be,  goes  into  Buenos  Aires,  Rio  de 
Janeiro  or  any  other  city  in  Latin  Amer¬ 
ica,  Central  America,  Western  Europe, 
or  anywhere  else  in  the  world,  it  must 
compete  with  local  distributors,  not  only 
of  products  produced  or  manufactured 
in  the  countries  in  which  the  business  is 
located,  but  also  against  the  products 
shipped  in  from  any  other  industrial  or 
productive  area  in  the  world.  Senators 
can  well  understand  that  if  an  American 
company  putting  a  place  of  business  in 
South  America  could  get  a  local  national 
to  operate  it  as  efficiently  as  an  Ameri¬ 
can  citizen  trained  here  and  going  there 
could  do,  it  would  get  the  local  national 
to  do  it  because  the  local  national  of 
equal  ability  would  receive  a  more 
favorable  response  and  be  a  more  effec¬ 
tive  operator  of  the  business  than  some¬ 
one  sent  from  the  United  States. 

But  such  is  not  the  case.  The  only 
reason  trained  American  citizens  are 
sent  abroad  is  that  thereby  the  business 
can  be  more  efficiently  and  successfully 
operated. 

But  to  encourage  American  citizens  to 
take  their  families  and  move  away  from 
these  shores  and  go  into  a  foreign  coun¬ 
try  and  handle  a  business  there  requires 
enough  incentive  to  persuade  them  to 
leave  the  more  favorable  environment 
that  exists  here  at  home. 


I  ask  Senators  to  remember  that 
American  businesses  in  the  main  sell  in 
foreign  countries  products  which  are 
manufactured  or  produced  in  the  United 
States.  Every  time  they  sell  a  dol¬ 
lar’s  worth  of  such  products  they  help 
to  insure  jobs  to  American  workmen 
here  at  home  in  our  factories  and  our 
mills  and  in  other  productive  facilities. 
Therefore,  it  is  not  only  to  the  advantage 
of  the  American  company  doing  business 
there  to  have  the  most  efficient  man¬ 
agement  possible,  but  it  is  also  to  the 
advantage  of  the  economic  condition  of 
this  country.  It  is  to  the  advantage  of 
the  industry  that  produces  products 
which  are  made  here  by  labor  paid  here 
in  communities  suppoi'ted  by  such  in7 
dustries  which  ship  into  other  countries, 
to  sell  there.  The  profits  come  back  to 
this  country  and  are  taxed  by  our  Gov¬ 
ernment,  whereby  dollars  come  to  our 
country,  which  help  our  balance  of  pay¬ 
ments. 

The  only  reason  that  American  com¬ 
panies  pay  the  salaries  they  do  and  of¬ 
fer  the  incentive  that  they  do  is  that  they 
must  do  it  to  keep  the  kind  of  talent 
which  can  efficiently  compete  in  foreign 
countries  with  others  who  are  doing 
business  there. 

If  we  did  not  perimt  these  exemptions, 
the  cox-porations  would  have  to  pay  much 
higher  salaries.  Citizens  who  are  resi¬ 
dents  of  foreign  countries  must  pay  lo¬ 
cal  taxes  in  those  foreign  countries.  To 
the  extent  that  they  pay  local  taxes  on 
their  salaries  in  foreign  countries  they 
receive  a  credit  here  against  the  tax 
liability  that  they  would  have  on  the 
same  salary. 

Therefore,  the  Senator’s  amendment 
would  defeat  its  own  purpose  by  impair¬ 
ing  the  efficiency  of  operation  of  the 
American  companies  doing  business  in 
foreign  countries,  with  the  advantage  to 
our  own  economy  and  our  own  labor 
force  that  I  have  outlined. 

Therefore  I  hope  the  Senator’s  amend¬ 
ment  will  be  disapproved,  as  was  the 
amendment  of  the  Senator  from  Tennes¬ 
see. 

Mr.  YARBOROUGH.  Mr.  President, 
I  should  like  Senators  to  recall  from 
their  own  experience  how  many  people 
have  come  to  their  offices  from  their 
home  States  wanting  Federal  employ¬ 
ment,  provided  they  could  go  overseas. 
I  point  to  the  experience  of  the  Peace 
Corps,  not  to  a  business  activity.  I  point 
to  young  people  and  to  the  American 
spirit  which  permeates  our  whole  so¬ 
ciety.  Every  Senator  has  had  the  ex¬ 
perience  of  seeing  people  from  his  State 
asking  if  they  could  go  to  work  overseas 
in  a  Government  job.  They  want  to  go 
overseas. 

Business  organizations  do  not  have  a 
difficult  time  recruiting  people  to  go 
overseas.  The  very  reason  that  the  dis¬ 
tinguished  Senator  from  Oklahoma 
gives  as  a  reason  for  defeating  the' 
amendment  is  a  reason  why  the  amend¬ 
ment  ought  to  be  adopted.  An  Ameri¬ 
can  living  overseas  can  deduct  from  his 
U.S.  income  tax  the  tax  he  pays  to  the 
foreign  government  before  he  begins  to 
compute  his  American  tax.  When  he 
deducted  his  foreign-paid  tax,  under 
the  amendment,  he  would  deduct  an¬ 
other  $1,000,  all  absolutely  tax  free.  He 
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is  favored  above  any  other  Americans. 
He  gets  all  tax  exemptions  that  people 
get  at  home,  and  in  addition  he  gets  his 
travel  and  any  other  expenses.  He  is 
in  a  very  favored  position. 

In  addition,  the  living  costs  in  many 
countries  are  very  much  lower.  When 
we  add  the  $1,000  allowance,  he  is  in  an 
exceedingly  favorable  position. 

I  point  out  that  many  Americans 
come  back  with  their  earnings  saved. 
Unless  they  have  spent  their  time  in 
Paris  or  in  Germany,  they  come  back 
with  their  savings,  especially  if  they 
have  lived  in  some  of  the  underdevel¬ 
oped  countries  of  the  world. 

We  maintain  a  great  Army,  a  great 
Navy,  a  great  Air  Force,  and  a  strong 
State  Department  to  protect  our  people 
overseas.  We  have  commercial  attaches 
all  over  the  world,  consular  officers, 
and  consulates  general,  and  embassies. 
We  support  these  people  with  the  mili¬ 
tary  might  of  the  most  powerful  na¬ 
tion  in  the  world,  and  in  that  way  pro¬ 
tect  investments  and  protect  our  per¬ 
sonnel.  Surely  they  ought  to  be  willing 
to  pay  something  for  that  protection 
while  they  earn  their  income. 

I  commend  the  distinguished  Senator 
from  Oklahoma.  As  he  has  correctly 
said,  under  present  law  such  income  is 
all  tax  free.  A  limitation  of  $20,000  and 
$35,000  has  been  set.  That  is  a  step 
in  the  right  direction.  However  I  point 
out  that  it  is  still  exceedingly  generous 
if  we  exempt  a  thousand  dollars  a  month 
of  that  sum,  free  from  income  taxation. 

I  point  out  further  that  there  is  no 
equity  in  allowing  individual  U.S.  citizens 
living  abroad,  either  temporarily  or  on 
a  more  permanent  bona  fide  basis,  to  pay 
less  taxes  than  citizens  and  residents 
here  at  home.  All  benefit  from  services 
rendered  by  both  the  U.S.  Government 
and  the  governments  of  their  host  coun¬ 
tries.  All  should  contribute  toward  the 
cost  of  United  States  and  free  world  pro¬ 
tection.  It  is  particularly  inappropriate 
to  allow  a  phasing-in  of  taxes  on  fringe 
benefits. 

I  hope  the  distinguished  Senator  from 
Oklahoma  will  accept  the  amendment. 
Apparently  he  will  not  accept  it,  and  I 
regret  that  he  cannot  do  so. 

Mr.  KERR.  I  cannot  accept  the 
amendment. 

The  PRESIDING  OFFICER.  The 
question  is  on  agreeing  to  the  amend¬ 
ment  offered  by  the  Senator  from  Texas. 

The  amendment  was  rejected. 

The  PRESIDING  OFFICER.  The  bill 
is  open  to  further  amendment.  If  there 
be  no  further  amendment  to  be  pro¬ 
posed,  the  question  is  on  the  engross¬ 
ment  of  the  amendments  and  third 
reading  of  the  bill. 

The  amendments  were  ordered  to  be 
engrossed,  and  the  bill  to  be  read  a  third 
time. 


The  bill  was  read  the  thii’d  time. 
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of  the  CoQurfittee  on  Government  Opera- 
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HIGHLIGHTS:  Sen.  Hickenlooper  criticized  and  Sen.  Humphrey  defended  Secretary's 
pledge  of  commodities  to  United  Nations.  Senate\passed  tax  revision  bill.  Rep. 
Libonati  commended  forestry  demonstration  in  Richmond,  Va. 


HOUSE 


1.  APPROPRIATIONS,  Conferees'  were  appointed  on  H.  R.  1264&J  the  agricultural 

appropriation  bill.  Senate  conferees  have  already  beerk  appointed.  p.  17573 
The  "Daily  Digest/states  that  "Conferees  met  in  executive  session  to  re¬ 
solve  the  differences  between  the  Senate-  and  House-passeo\ versions  of  H.  R. 
12648,  fiscal  196 /appropriations  for  the  Department  of  Agriculture,  but  did 
not  reach  final  agreement,  and  will  meet  again  tomorrow."  p.\D813 


2.  FORESTRY.  Rep./Libonati  described  and  commended  a  recent  forestry  demonstra¬ 
tion  in  Richmond,  Va.  pp.  17609-11 


3.  BREAD.  The/Ways  and  Means  Committee  reported  with  amendment  H.  R.  39? 
amend  the'  Tariff  Act  of  1930  to  impose  a  duty  upon  the  importation  of 
(H.  Rep/.  2325).  p.  17612 


4.  SO C I Al/ SECURITY;  FARMERS.  Rep.  Rhodes,  Pa.,  inserted  an  article  about  a  farmer 
get/ing  social  security  disability  benefits,  "Social  Security  Helps  Farmer." 
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p.  17576 


5.  ATOMIC  ENERGY.  Received  from  the  President  the  annual  report  of  U.  S.  partici¬ 
pation  in  Atomic  Energy  Agency  (H.  Doc.  538).  p.  17582,  p.  17614 


6.  LEGISLATIVE  PROGRAM.  Rep.  Albert  announced  that  H.  R.  12365,  health  clinics 
for  migratory  farmworkers,  will  be  considered  on  Mon.,  and  S.  4,  Pad ye  Island 
National\Seashore ,  will  be  brought  up  on  Tues.  p.  17575 


7.  ADJOURNED  urt^il  Mon.,  Sept.  10.  p.  17612 

SENATE 


8.  FARM  PROGRAM;  PUfflLLC  LAW  480.  Sen.  Hickenlooper  criticized  S4cretary  Freeman's 
pledge  of  commodities  to  the  United  Nations  food  program,  Questioned  whether 
the  Secretary  has  authority  under  Public  Law  480  to  pledge  commodities  for  thi 
purpose,  and  contended  it  was  "the  first  step  in  relinquishing  our  control  ove 
the  distribution  of  our  surplus  food  and  agricultural  commodities."  Sen. 
Humphrey  defended  the  Secretary's  action,  stating  that/"I  believe  it  falls  ful 
well  within  the  scope  orvauthority  granted  by  the  Co/lgress  to  the  executive 
branch."  pp.  17668,  1771 


( 


9.  TA.XATI0N.  By  a  vote  of  59  to  24,  passed  with  amendments  H.  R.  10650,  the  pro¬ 
posed  Revenue  Act  of  1962.  Conferees  were  appointed,  pp.  17620-1,  17624-6, 
17632-41,  17648,  17650-9 


10.  MINING.  Passed  as  reported  S.  345\,  to  authorize  the  Secretary  of  the  Interior 
to  provide  relief  for  residential  Oyccupanlos  of  unpatented  mining  claims  upon 
which  valuable  improvements  have  been  placed,  pp, 


17700-5 


11. 


LAW;  COURTS.  Passed  as  reported  H.  R.  X960,  to  make  it  possible  to  bring 
actions  against  Government  officials  ^andy agencies  in  U.  S.  district  courts 
outside  D.  C. ,  which,  because  of  certain  ^existing  limitations  on  jurisdiction 
and  venue,  may  now  be  brought  only/in  the  V.  S.  District  Court  for  D.  C. 
pp.  17699-700 


12.  CREDIT.  The  "Daily  Digest'  states  that  the  Subcommittee  on  Production  and  , 
Stabilization  of  the  Banking  and  Currency  Committee  "by  a  vote  of  5  to  4,  de-\ 
feated  a  motion  to  report  to/the  full  committee  1740,  to  require  the  dis¬ 
closure  of  finance  , charges  /.n  connection  with  extensions  of  credit."  p.  D812 


13.  WILDLIFE.  Passed  over,  ay  the  request  of  Sen.  Mansfield,  H.  J.  Res.  489,  to 
provide  for  protection  /, f  the  golden  eagle,  p.  17696  \ 


14.  RECLAMATION.  The  Interior  and  Insular  Affairs  Committee  ^ported  without  amend¬ 
ment  H.  R.  11164,  ty  approve  an  amendatory  repayment  contract  negotiated  with 
the  Quincy  Columbia  Basin  Irrigation  District  and  authorize'^imilar  contracts 
with  any  of  the  cither  Columbia  Basin  irrigation  districts  (S\Rept.  2002). 
p.  17614 


15.  PERSONNEL.  Agreed  to  as  reported  S.  Con.  Res.  53,  declaring  the  s'ense  of  Con 
gress  that  ail  official  air  travel  by  employees  and  officials  of  t\e  Federal 
Government /should  be  performed  on  U.  S.-flag  carriers  except  under  fcjie  most 
limited  circumstances,  pp.  17693-4 

Sen.  Efyrd,  Va. ,  submitted  the  report  of  the  Joint  Committee  on  Reduction  of 
Nonessential  Federal  Expenditures  on  Federal  employment  and  pay  for  July^  1962. 
pp.  17615-9 

Sen.  Hickenlooper  criticized  the  recent  increase  in  the  number  of  Federal 
employees  and  suggested  that  a  moratorium  be  declared  on  the  filling  of  all 
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Statement  by  Senator  Byrd  of  Virginia 
The  cost  of  civilian  employment  in  the 
executiveNbranch  of  the  Federal  Government 
reached  itik  alltime  high  in  fiscal  year  1962 
which  endeav  June  30,  and  average  employ¬ 
ment  over  the  full  12  months  was  at  its 
highest  point  \ance  fiscal  year  1954. 

Federal  civilian  payroll  costs  during  the . 
year  totaled  $14,296  million  plus  $314  million 
in  U.S.  pay  for  foreign  nationals  not  on  the 
regular  rolls.  The  personal  service  cost  of 
the  Government  exceeded  $1  billion  a  month 
for  the  fourth  consecutive  year. 

The  payroll  cost  for  employment  by  ci¬ 
vilian  agencies  in  fiscal  year  1962  was  $7,978 
million  and  for  civilian  employment  in  mili¬ 
tary  agences  was  $6,318  mllior 

Figures  by  fiscal  years  since\1954  follow: 

Annual  Federal  expenditures  fbr  civilian 
payroll,  executive  branch,  fiscal  yea\1954-62 
[In  millions  of  dollars] 


Fiscal  year 

Civilian 

agencies 

Department 
of  Defense  1 
(civilian  em¬ 
ployment) 

Tot\ 

1954 _ _ _ 

$4, 865 

$4,  588 

$9,453 

1955 . . 

4,921 

4,  700 

9,621 

1956 . . 

5, 359 

5,167 

10,  52^, 

1957 . 

5,602 

5, 399 

11,000 

1958 . _ . 

6, 040 

5,415 

11,455 

1959 _ 

6, 564 

5,  766 

12, 330 

1960 . . . 

6,877 

5,760 

12,  637 

1961 . . 

7,622 

6,026 

13, 648 

1962.... . 

7,978 

6,318 

14,296 

1  Excludes  U.S.  pay  for  foreign  nationals  not  on  regular 

rolls. 

Employment  by  executive  branch  agencies 
during  fiscal  year  1962  (ended  June  30)  av¬ 
eraged  2,443,808  as  compared  with  an  average 
of  2,372,445  in  the  previous  year.  Employ¬ 
ment  by  civilian  agencies  averaged  1,385,132, 
an  increase  of  50,043  as  compared  with  an 
average  of  1,335,089  in  the  previous  year. 
Civilian  employment  by  military  agencies 
averaged  1,058,675,  an  increase  of  21,319  as 
compared  with  an  average  of  1,037,356  in 
the  previous  year. 

Average  employment  by  fiscal  years  since 
1954  follows: 

Average  civilian  employment  by  Federal 
agencies,  executive  branch,  fiscal  year 
1954-62 


Fiscal  year 


1954 

1955 

1956 

1957. 

1958. 
1959 

1960. 

1961. 

1962. 


Civilian 

agencies 

Department 
of  Defense  > 
(civilian  em¬ 
ployment) 

1, 183, 389 
1, 182,  663 
1, 189,  458 
1, 219,  835 
1, 242, 941 

1, 266,  566 
1,331,605 

1, 335, 089 

1,  385, 132 

1, 252, 775 

1, 184,  627 

1, 174,  684 

1, 174, 263 

1, 104,  403 

1, 085,  676 
1,054,740 

1, 037, 356 

1, 058,  675 

Total 


2, 430, 164 
2, 367, 290 
2, 364, 042/ 
2,  394, 09 
2, 347, 
2,352/242 
2, 386,  345 
2,272,  445 
5*443,808 

drolls  (aver- 


1  Excludes  foreign  nationals  not  on  regu 
aging  169,835  during  fiscal  year  1962). 

JULY  1962  EMPLOYMENT 

Monthly  reports  on  personnel  certified  to 
the  committee  showed  civihan  employment 
by  executive  agencies  of  iTie  Federal  Gov¬ 
ernment  during  July  totaled  2,511,025  an 
increase  of  14,530  over /he  previous  month. 

Civilian  agencies  reporting  the  larger  in¬ 
creases  were  Post.  Office  Department  with 
2,857;  Department  /i  Health,  Education,  and 
Welfare  with  l,5o0;  Treasury  Department 
with  1,513;  Agriculture  Department  with 
1,467  and  Interior  Department  1,091.  The 
increases  in  the  Departments  of  Agriculture, 
Interior,  an a  Post  Office  were  largely  sea¬ 
sonal. 

Total  ©fnployment  inside  the  United  States 
in  July/was  2,350,365  an  increase  of  14,393 
as  cojjlpared  with  June.  Total  employment 


outside  the  United  States  in  July  was  160,660, 
an  increase  of  137  as  compared  with  June. 

Employment  by  civilian  agencies  in  July 
totaled  1,438,694,  an  increase  of  11,805  over 
June.  Civilian  employment  by  military 
agencies  in  July  totaled  1,072,331,  an  in¬ 
crease  of  2,725  as  compared  with  June. 

FOREIGN  NATIONALS 

The  total  of  2,511,025  civilian  employees 
certified  to  the  committee  by  executive 
agencies  in  their  regular  monthly  person¬ 
nel  reports  includes  some  foreign  nationals 
employed  in  U.S.  Government  activities 
abroad,  but  in  addition  to  these  there  were 
170,144  foreign  nationals  working  for  U.S. 
agencies  overseas  during  July  who  were  not 
counted  in  the  usual  personnel  report.  The 
number  in  June  was  171,109.  A  breakdown 
of  this  employment  for  July  follows : 


Coimtry 

Total 

Army 

Navy 

Air 

Force 

National 

Aero¬ 

nautics 

and 

Space 

Admin¬ 

istration 

Vustralia _ 

1 

1 

Canada _ 

3G 

36 

CrNc.... 

60 

60 

EneYand _ 

3, 151 

90 

3, 061 

FrandK.  .. 

22,728 

18,  521 

11 

4, 196 

Germany. . 

80,  947 

67,865 

84 

12, 998 

Greece. 

265 

265 

Greenlan(K 

133 

133 

Japan _ \ 

53,  452 

19,  268 

14,265 

19, 919 

Korea .  . 

X  6, 164 

6, 164 

\2,  540 

766 

1,  774 

Netherlands.. 

\  63 

63 

Trinidad _ 

W4 

614 

Total.  ... 

170, 14^\ 

111,  818 

15,830 

42, /M 

1 

BILLS 


rRODUCED 


Bills  were  introduced/  read  the  first 
time  and,  by  unanim/us  consent,  the 
second  time,  and  ref as  follows: 

By  Mr.  CLARI 

S.  3699.  A  bill  for/he  relief'pf  Theodore  S. 
Zoupanos;  to  t/e  Committee  on  the 
Judiciary. 

By  Mr.  DJRKSEN: 

S.  3700.  A  b/l  for  the  relief  of  Jan  Mru- 
gala;  to  the /Committee  on  the  Judrciary. 

By  Mr.  HILL  (for  himself  anH  Mr. 
park  man)  : 

S.  370/.  A  bill  providing  for  the  extension 
of  patent  No.  2,439,502,  issued  April  13 
1948/ relating  to  an  automatic  fire  alarm'' 
sys/m;  to  the  Committee  on  the  Judiciary. 
By  Mr.  KEATING: 

S.  3702.  A  bill  relating  to  the  effective  date 
of  the  qualification  of  Bricklayers  Local  45 
(Buffalo,  N.Y.)  pension  fund  as  a  qualified 
trust  under  section  401(a)  of  the  Internal 
Revenue  Code  of  1954;  to  the  Committee  on 
Finance. 

(See  the  remarks  of  Mr.  Keating  when  he 
introduced  the  above  bill,  which  appear 
under  a  separate  heading.) 


RESOLUTION 

PROPOSED  SELECT  COMMITTEE 
ON  TECHNOLOGICAL  DEVELOP¬ 
MENTS 

Mr.  LONG  of  Louisiana  submitted  the 
following  resolution  (S.  Res.  380) ;  which 
was  referred  to  the  Committee  on  Labor 
and  Public  Welfare: 

Resolved,  That  (a)  there  is  hereby  estab¬ 
lished  a  select  committee  of  the  Senate  to 
be  known  as  the  Select  Committee  on  Tech¬ 
nological  Developments  (referred  to  herein¬ 
after  as  the  “Committee”)  consisting  of  nine 
Members  of  the  Senate,  of  whom  six  shall 
be  members  of  the  majority  party  and  three 


shall  be  members  of  the  minority  party/ 
Members  and  the  chairman  thereof  shall  We 
appointed  by  the  President  of  the  Senate. 
Vacancies  in  the  membership  of  the  Com¬ 
mittee  shall  not  affect  the  authority  ax  the 
remaining  members  to  execute  the  fu/ctions 
of  the  Committee,  and  shall  be  filled  in  the 
same  manner  as  original  appointments  there¬ 
to  are  made.  / 

(b)  A  majority  of  the  mer/bers  of  the 
Committee  shall  constitute  a/uorum  thereof 
for  the  transaction  of  business,  except  . that 
the  Committee  may  fix  a/fesser  number  as 
a  quorum  for  the  purp/e  of  taking  sworn 
testimony.  The  Committee  shall  adopt 
rules  of  procedure  noVinconsistent  with  the 
rules  of  the  Senate  governing  standing  com¬ 
mittees  of  the  Senate. 

(c)  No  legislative  measure  shall  be  re¬ 
ferred  to  the  Committee,  and  it  shall  have 
no  authority  t/  report  any  such  measure  to 
the  Senate.  / 

(d)  The  Committee  shall  cease  to  exist 
on  January  31,  1965. 

Sec.  2/ia)  It  shall  be  the  duty  of  the 
Commi/ee  to  conduct  a  comprehensive  study 
and  VHvestigation  with  respect  to— 

(V(  the  extent  to  which  departments  and 
Cies  Unlted  States  Government, 

/■rough  research  and  development  activi- 
r  jies  undertaken  directly  or  by  the  use  of 
facilities  of  private  contractors  and 
grantees,  are  responsible  for  scientific  and 
technological  developments  achieved  within 
the  United  States; 

(2)  the  effect  of  such  activities  upon  the 
scientific,  technical,  and  economic  prog¬ 
ress  of  the  United  States  and  upon  the 
structure  of  the  economy  of  the  United 
States;  and 

(3)  the  nature  and  extent  of  the  action 
which  is  required  to  provide  for  the  effec¬ 
tive  employment  of  such  activities  to  pro¬ 
mote  to  the  greatest  practicable  extent  the 
scientific,  technical,  and  economic  progress 
of  the  United  States,  the  effective  utilization 
of  the  manpower  and  material  resources  of 
the  United  States,  the  promotion  of  higher 
standards  of  living  for  the  people  of  the 
United  States,  and  the  achievement  of  the 
maximum  economic  strength  of  the  United 
States. 

(b)  On  or  before  January  31  of  each  year, 
the  Committee  shall  report  to  the  Senate 
the  results  of  its  studies  and  investigations, 
together  with  its  recommendations  for  any 
additional  legislative  or  other  measures 
which  it  may  determine  to  be  necessary  or 
desirable  to  attain  the  objectives  specified 
in  paragraph  (3)  of  subsection  (a). 

\  Sec.  3.  (a)  For  the  purposes  of  this  reso¬ 
lution,  the  Committee  is  authorized  to  (1) 
make  such  expenditures;  (2)  hold  such  hear- 
ingsM3)  sit  and  act  at  such  times  and  places 
during,  the  sessions,  recesses,  and  adjourn¬ 
ment  periods  of  the  Senate;  (4)  require  by 
subpena\r  otherwise  the  attendance  of  such 
witnesses  arid  the  production  of  such  cor¬ 
respondence^  books,  papers,  and  documents; 
(5)  administer  such  oaths;  (6)  take  such  tes¬ 
timony  orally  or  by  deposition;  and  (7)  em¬ 
ploy  and  fix  theVompensation  of  such  tech¬ 
nical,  clerical,  anckother  assistants  and  con¬ 
sultants  as  it  deems  advisable,  except  that 
the  compensation  soxfixed  shall  not  exceed 
the  compensation  prescribed  under  the 
Classification  Act  of  1949,  as  amended,  for 
comparable  duties.  \ 

(b)  Upon  request  madeVby  the  members 
of  the  Committee  selected  frtom  the  minority 
party,  the  Committee  shalK  appoint  one 
assistant  or  consultant  designated  by  such 
members.  No  assistant  or  consultant  ap¬ 
pointed  by  the  Committee  may  receive  com¬ 
pensation  at  an  annual  gross  rate  which 
exceeds  by  more  than  $1,400  the ''annual 
gross  rate  of  compensation  of  any  individual 
so  designated  by  the  minority  member- 
the  Committee. 

(c)  With  the  prior  consent  of  the  execr. 
tive  department  or  agency  concerned  and 
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t&e  Committee  on  Rules  and  Administration, 
thtkcommittee  may  (1)  utilize  the  services, 
information,  and  facilities  of  any  such  de¬ 
partment  or  agency,  and  (2)  employ  on  a 
reimbursable  basis  the  services  of  such  per¬ 
sonnel  of\any  such  department  or  agency  as 
it  deems  \dvisable.  With  the  consent  of 
any  other  committee  of  the  Senate,  or  any 
subcommittees,  thereof,  the  Committee  may 
utilize  the  faculties  and  the  services  of  the 
staff  of  such  otnta-  committee  or  subcommit¬ 
tee  whenever  the  ohairman  of  the  Committee 
determines  that  suC^i  action  is  necessary  and 
appropriate. 

(d)  Subpenas  may  W  issued  by  the  Com¬ 
mittee  over  the  signature  of  the  chairman  or 
any  other  member  designated  by  him,  and 
may  be  served  by  any  person  designated  by 
such  chairman  or  members  The  chairman 
of  the  Committee  or  any  member  thereof 
may  administer  oaths  to  witnesses. 

Sec.  4.  The  expenses  of  the\Committee 
under  this  resolution,  which  sh&h  not  ex¬ 
ceed  $ - through  January  31,  I5M>5,  shall 

be  paid  from  the  contingent  fund\of  the 
Senate  upon  vouchers  approved  by  theN^hair- 
man  of  the  Committee. 
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EFFECTIVE  DATE  OF  QUALIFICA-) 

TION  OF  BUFFALO  (N.Y.)  BRICK¬ 
LAYERS  LOCAL  45  PENSION  FUND 

AS  A  QUALIFIED  TRUST 

Mr.  KEATING.  Mr.  President,  I  in¬ 
troduce,  for  appropriate  reference,  a  bill 
relating  to  the  effective  date  of  the  qual¬ 
ification  of  the  Buffalo,  N.Y.,  Bricklayers 
Local  45  pension  fund  as  a  qualified  trust 
under  the  Internal  Revenue  Code.  I  ask 
unanimous  consent  that  the  text  of  the 
bill  be  printed  in  the  Record  at  this 
point. 

The  PRESIDING  OFFICER  (Mr.  Met¬ 
calf  in  the  chair) .  The  bill  will  be  re¬ 
ceived  and  appropriately  referred;  and, 
without  objection,  the  bill  will  be  printed 
in  the  Record. 

The  bill  (S.  3702)  relating  to  the  ef¬ 
fective  date  of  the  qualification  of  Brick¬ 
layers  Local  45  (Buffalo,  N.Y.)  pension 
fund  as  a  qualified  trust  under  section 
401(a)  of  the  Internal  Revenue  Code  of 
1954,  introduced  by  Mr.  Keating,  was  re¬ 
ceived,  read  twice  by  its  title,  referred 
to  the  Committee  on  Finance,  and  or¬ 
dered  to  be  printed  in  the  Record,  as  fol¬ 
lows: 

Be  it  enacted  by  the  Senate  and  House 
of  Representatives  of  the  United  States yoj 
America  in  Congress  assembled,  That yt he 
Bricklayers  Local  45  (Buffalo,  New  York) 
pension  fund,  which  was  establishes/  by  a 
collective  bargaining  agreement  /effective 
June  1,  1958,  and  which  has  bee/  held  by 
the  Internal  Revenue  Service  ty  constitute 
a  qualified  trust  under  section  401(a)  of 
the  Internal  Revenue  Code  o I  1954,  and  to 
be  exempt  from  taxation  under  section  501 
(a)  of  such  Code,  for  years  ending  on  or 
after  November  29,  1960/shall  be  held  and 
considered  to  have  beeh  a  qualified  trust 
under  such  section  40/a) ,  and  to  have  been 
exempt  from  taxation  under  such  section 
501(a),  for  the  per/bd  beginning  on  June  1, 
1958,  and  ending'  on  November  29,  1960, 
but  only  if  it  Is  shown  to  the  satisfaction 
of  the  Secretary  of  the  Treasury  or  his  dele¬ 
gate  that  thg  trust  has  not  in  this  period 
been  operated  in  a  manner  which  would 
jeopardize/the  interests  of  its  beneficiaries. 

CSSAGE  FROM  THE  HOUSE 

message  from  the  House  of  Repre¬ 
sentatives,  by  Mr.  Bartlett,  one  of  its 


reading  clerks,  announced  that  the 
House  had  passed  the  bill  (S.  2184)  for 
the  relief  of  Mrs.  Heghine  Tomassian, 
with  an  amendment,  in  which  it  re¬ 
quested  the  concurrence  of  the  Senate. 

The  message  also  announced  that  the 
House  had  passed  the  joint  resolution 
(S.J.  Res.  60)  to  establish  the  Sesqui- 
centennial  Commission  for  the  Celebra¬ 
tion  of  the  Battle  of  New  Orleans,  to 
authorize  the  Secretary  of  the  Interior 
to  acquire  certain  property  within  Chal- 
mette  National  Historical  Park,  and  for 
other  purposes,  with  amendments,  in 
which  it  requested  the  concurrence  of 
the  Senate. 

The  message  further  announced  that 
the  House  had  disagreed  to  the  amend¬ 
ments  of  the  Senate  to  the  bill  (H.R. 
12648)  making  appropriations  for  the 
Department  of  Agriculture  and  related 
agencies  for  the  fiscal  year  ending 
June  30,  1963,  and  for  other  purposes; 
agreed  to  the  conference  asked  by  the 
Senate  on  the  disagreeing  votes  of  the 
two  Houses  thereon,  and  that  Mr.  Whit-  * 
ten,  Mr.  Natcher,  Mr.  Cannon,  Mr. 
Ioran,  and  Mr.  Taber  were  appointei 
magers  on  the  part  of  the  House  /t 
thh  conference. 


By  Mr.  MTJNDT: 

Letter  to  him  written  by  John  Jagger 
Covina,  Calif.,  September  3,  1962. 

By  Mr.  SMATHERS: 

Article  entitled  “The  Menace  of  Commu¬ 


nist  Cuba,"  by  William  S.  White,  p; 
in  the  Washington  Evening  Star 
ber  5. 


lished 
Septem- 
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TROLLED  BILLS  SIGNI 

The  message  also  announced7 that  the 
Speaker  h\d  affixed  his  signature  to  the 
following  enrolled  bills,  aim  they  were 
signed  by  thk President  pfo  tempore: 

S.  1108.  An  act  authorising  the  convey¬ 
ance  of  certain  pfoperty/in  the  city  of  San 
Diego  to  the  regents  /f  the  University  of 
California; 


certain  lands  to  the 
st,  Utah,  and  for 


S.  1878.  An  act  to 
Wasatch  National/1  For) 
other  purposes; 

S.  2421.  An  aot  to  provide  for  retrocession 
of  legislative/jurisdiction  over  U.S.  Naval 
Supply  Depot  Clearfield,  Ogdetu  Utah; 

S.  3071.  An  act  for  the  relief  of  Hidayet 
Danish  Nakashidze; 

S.  3221.  An  act  to  provide  for  the''exchange 
of  certain  lands  in  Puerto  Rico;  ana1 

S/3628.  An  act  to  amend  title  10,  touted 
Staves  Code,  to  authorize  the  appointment  of 
ttizens  or  nationals  of  the  United  States 
from  American  Samoa,  Guam,  or  the  Virgi 
Islands  to  the  U.S.  Military  Academy,  thi 
U.S.  Naval  Academy,  and  the  U.S.  Air  Force 
Academy, 


ADDRESSES,  EDITORIALS,  ARTI¬ 
CLES,  ETC.,  PRINTED  IN  THE  AP¬ 
PENDIX 

On  request,  and  by  unanimous  con¬ 
sent,  addresses,  editorials,  articles,  etc., 
were  ordered  to  be  printed  in  the  Ap¬ 
pendix,  as  follows: 

By  Mr.  HART: 

Address  delivered  by  Senator  Hartke  be¬ 
fore  Labor  Day  celebration  at  Anderson,  Ind., 
on  September  3,  1962. 

By  Mr.  HILL: 

Address  entitled  “Auburn  University: 
Past,  Present,  and  Future,”  delivered  by 
George  C.  Wallace,  Governor-elect  of  Ala¬ 
bama,  at  Auburn  University  on  August  1, 
1962. 

By  Mr.  HARTKE: 

Article  entitled  “The  Shadow  of  Unem¬ 
ployment”  written  by  Ralph  McGill  and  pub¬ 
lished  in  the  Evening  Star  of  September  4, 
1962. 


Mr.  MORSE.  Mr.  President,  I  wish  to 
thank  the  editors  of  the  Washington 
Post  for  setting  out  in  such  concise,  con¬ 
densed,  and  unanswerable  form  the 
thesis  of  the  speech  which  I  would  other¬ 
wise  make  against  the  shocking  tax  bill 
which  now  is  before  the  Senate.  I  refer 
to  the  editorial  entitled  “Tax  Bill  Per¬ 
versity,”  which  is  published  this  morning 
in  the  Washington  Post.  I  ask  unani¬ 
mous  consent  that  the  editorial  be 
printed  at  this  point  in  the  Record.  It 
will  constitute  my  speech,  and  will  save 
the  Senate’s  listening  to  me  speak  at 
some  length  this  morning  in  opposition 
to  the  pending  bill. 

There  being  no  objection,  the  editorial 
was  ordered  to  be  printed  in  the  Record, 
as  follows: 

Tax  Bill  Perversity 

Faith  in  the  processes  of  democratic  gov¬ 
ernment  is  hardly  likely  to  be  enhanced  by 
the  Revenue  Act  of  1962  which  is  about  to  be 
passed  by  the  Senate.  A  week  ago  it  was 
fair  to  charge  that  the  administration's  origi¬ 
nal  proposals  had  been  mutiliated  almost 
beyond  recognition.  In  the  interim  the  Sen¬ 
ate  in  a  veritable  fit  of  perversity  passed 
amendments  which  will  make  our  system  of 
personal  taxation  more  inequitable  and  more 
difficult  to  administer  than  ever  before. 

In  tracing  the  process  of  transmogrifica¬ 
tion,  it  is  necessary  to  go  back  to  President 
Kennedy’s  tax  proposals  of  April  1960.  At 
that  time  he  outlined  measures  designed  to 
close  tax  loopholes  which  covered  interest 
and  dividend  income,  savings  institutions, 
expense  accounts,  and  foreign  corporate  sub¬ 
sidiaries.  His  loophole-closing  measures 
would  have  added  $2.3  billion  to  Federal 
revenues,  thus  more  than  offsetting  the  in¬ 
vestment-credit  loss  of  $1.7  billion.  But  in 
their  passage  through  the  House  and  the 
Senate  Finance  Committee,  the  loophole¬ 
closing  provisions  were  systematically  weak¬ 
ened  or  eliminated  and  the  bill  that  reached 
the  floor  of  the  Senate,  shorn  of  its  dividend- 
interest  withholding  provision,  would  have 
^  resulted  in  a  net  revenue  loss  of  nearly  $700 
million. 

But  the  Senate  was  not  satisfied  with  the 
handiwork  of  its  Finance  Committee  and  it 
proceeded  to  pervert  as  well  as  attenuate  the 
remains  of  what  had  been  a  good  tax  bill. 
By  a  vote  of  51  to  13  it  joined  the  House  in 
overturning  a  1959  Supreme  Court  decision 
which  declared  that  business-lobbying  ex¬ 
penditures  are  not  tax  deductible.  And  it 
adopted  an  amendment  offered  by  Senator 
Dirksen  which  exempts  from  taxation  the 
profits  on  homes  sold  for  less  than  $30,000 
by  persons  over  65.  The  first  measure  will, 
according  to  Senator  Douglas,  “legitimize 
tremendous  expenditures  by  special  interests 
to  affect  legislation”  while  not  providing 
comparable  treatment  to  lobbyists  for  the 
general  interest.  Dirksen’s  amendment 
opens  another  captal-gains  loophole  which 
will  work  to  the  benefit  of  those  who  are 
not  in  need  of  tax  relief. 

The  worst,  however,  is  yet  to  come.  Yes¬ 
terday  the  Senate  voted  to  table  a  measure 
already  passed  by  the  House  (H.R.  10) , 
which  would  allow  self-employed  persons  to 
deduct  up  to  $1,750  annually  in  order  to 
finance  retirement  plans.  Assured  of  pas- 
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sage  In  the  Senate,  this  bill  would  provide 
a  tax  windfall  for  upper  income  profes¬ 
sionals.  It  is  estimated  by  the  Treasury 
that  53  percent  of  the  tax  benefits  would 
accrue  to  persons  with  incomes  of  more  than 
$20,000  who  constitute  only  3  percent  of  the 
self-employed. 

In  the  28  months  which  have  elapsed  since 
the  President  made  his  original  tax  pro¬ 
posals  the  administration  has  suffered  a 
series  of  humiliating  defeats  which  it  ac¬ 
cepted  without  strong  protest  in  order  to 
obtain  a  few  pallid  reforms.  But  there  is 
no  longer  any  justification  for  giving  ground. 
The  self-employed  pension  bill  is  a  piece  of 
special  interest  legislation  which  should  be 
promptly  vetoed  if  it  cannot  be  killed  by 
other  means. 

Mr.  MORSE.  Mr.  President,  I  only 
add  to  the  editorial  the  point  I  made  the 
other  day;  namely,  this  bill  is  for  tax 
dodgers.  The  bill  does  not  keep  faith 
with  the  promises  of  the  Democratic 
Party  for  tax  reform.  It  is  a  shocking 
.bill  which,  in  my  judgment,  betrays  the 
faith  of  the  American  taxpayers  in  the 
Democratic  Party.  It  transfers  to  the 
shoulders  of  those  least  able  to  pay  the 
tax  burdens  which  should  be  assumed' 
by  those  most  able  to  pay. 


CRITICISM  OP  NATIONAL  CHAIR¬ 
MAN  OP  THE  DEMOCRATIC  PARTY 

Mr.  MORSE.  Mr.  President,  last  night 
I  criticized  the  role  played  by  the  na¬ 
tional  chairman  of  the  Democratic 
Party,  Mr.  John  Bailey,  at  the  Western 
States  Democratic  Conference  of  13 
Western  States.  He  brought  to  that 
conference  the  machine  politics  of  the 
East  characterized  by  smoke-filled  hotel- 
room  pressures.  He  left  behind  him  a 
trail  of  deep  resentment  on  the  part  of 
many  Western  Democrats  who  have  a 
Democratic  record  of  supporting  Jeffer¬ 
sonian  democracy  that  is  not  surpassed 
by  the  chairman  of  the  Democratic 
Party. 

TRIBUTE  TO  JUDGE  EDWARD  A. 

BEARD 

Mr.  SCOTT.  Mr.  President,  Judge 
Edward  A.  Beard,  of  the  District  of  Co¬ 
lumbia  municipal  court,  is  an  excellent 
judge.  He  well  deserves  the  tribute  pak 
to  him  in  an  editorial  in  the  Washington 
Daily  News  of  September  5,  1962.  Task 
unanimous  consent  to  insert  the  editorial 
in  the  Record. 

There  being  no  objection,  the/editorial 
was  ordered  to  be  printed  in  ijtle  Record, 
as  follows: 

Applause  for  Judge/IBeard 

Here’s  a  belated  huzza#  for  Municipal 
Judge  Edward  A.  Beard  wm>,  while  sitting  in 
District  Juvenile  Court  /or  2  weeks  recently 
in  the  absence  of  Judge  Orman  W.  Ketcham 
not  only  managed  to/fceep  up  with  the  regu¬ 
lar  docket  but  disposed  of  some  400  other 
cases  in  Judge  K#tc  ham’s  sorry  backlog  of 
work  undone. 

The  fact  tha#  Judge  Beard  was  able  to  do 
this — and  do  Ire  with  a  great  deal  of  ease  and 
commonsense — demonstrates  what  the  Wash¬ 
ington  Daily  News  has  been  saying  for  the 
past  several  years — that  Judge  Ketcham, 
howeveg  well  meaning,  simply  is  not  able  to 
run  the  court  as  it  can  and  should  be  rim. 

Betaking  swift,  stern  action  against  traffic 
offenders,  Judge  Beard  disposed  of  some  200 
Jfgnmed  up  cases  in  short  order.  Many  other 
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cases  involving  minor  offenses — some  dating 
back  for  months — he  simply  dismissed. 

T  could  see  no  reason  to  try  youngsters 
who  have  been  home  awaiting  trial  for  8 
months  to  a  year  and  who  had  got  in  no 
further  trouble,”  he  explained.  As  for  the 
News  editorial  of  August  7  which  called  for 
the  wholesale  dismissal  of  juvenile  cases  so 
old  that  the  youngsters  had  forgotten  the 
offense,  Judge  Beard  simply  remarked  that 
he  had  beat  us  to  the  punch. 

And  so  he  had,  we’re  delighted  to  agree. 
In  fact,  he  found  one  case  so  old  that  even 
the  arresting  policeman  was  a  bit  hazy  about 
it.  Naturally,  that  went  out,  too. 

We  hope  the  two  new  judges  appointed  by 
President  Kennedy  to  help  Judge  Ketcham 
run  this  court  will  avail  themselves  of  Judge 
Beard’s  experience  and  comments. 

In  fact,  the  new  three-man  court,  and  the 
community  at  large,  could  very  well  take  a 
fresh  look  at  the  juvenile  court  and  its  prob¬ 
lems — not  particularly  those  relating  to  the 
way  it  has  been  run  in  recent  years,  but  to 
the  court’s  overall  philosophy,  such  as  the 
kind  of  cases  which  properly  should  be  re¬ 
ferred  to  it.  We’re  confident  they  could 
come  up  with  some  fresh  and  challenging 
ideas. 


ACHIEVEMENTS  OF  THE  PEACE, 
CORPS 

Mr.XpODD.  Mr.  President,  th^  New 
York  Times  of  September  1,  1982,  con¬ 
tained  art  account  of  a  news /interview 
held  in  Singapore  by  R.  Sargent  Shriver 
describing  stone  of  the  achievements  of 
the  Peace  Corps. 

It  was  only\  year  ag 6  that  the  first 
Peace  Corps  coimngent  was  dispatched 
overseas.  There  \ve;^  some  who  held 
grave  misgivings  abhut  this  project  but 
a  year’s  experiencp'nhs  laid  to  rest  those 
misgivings. 

All  American#  may  taXe  justified  pride 
in  the  accomplishments  and  progress  of 
the  Peace  Corps.  All  of  uk  owe  a  great 
debt  to  those  young  Americans  who  are 
laboring  /in  our  behalf  and\in  behalf 
of  the  Peoples  of  underdeveloped  areas 
in  s uch  distant  places  as  Thailand, 
North  Borneo,  Tanganyika,  and  Cyprus. 

mder  the  driving  idealistic  leader¬ 
ship  of  a  great  public  servant,  Sargtoit 
shriver,  the  Peace  Corps  has  more  that, 
redeemed  the  hopes  of  those  of  us  whos 
supported  this  project  from  its  incep¬ 
tion. 

I  ask  unanimous  consent  to  insert  at 
this  point  in  the  Record  the  brief  New 
York  Times  article  I  referred  to  above 
which  provides  some  idea  of  the  scope 
and  vitality  of  the  Peace  Corps  opera¬ 
tion. 

There  being  no  objection,  the  article 
was  ordered  to  be  printed  in  the  Record, 
as  follows: 

Shriver  Sees  Major  U.S.  Gain  in  Peace  Corps 

Work  in  Asia — Operation  Is  Going  Al¬ 
most  Too  Well  To  Be  Believed 

Singapore,  August  31. — Peace  Corps  opera¬ 
tions  in  Asia  are  "going  almost  too  well  to  be 
believed,”  according  to  Sargent  Shriver,  Di¬ 
rector  of  the  Corps,  a  U.S.  volunteer  program 
to  assist  developing  countries.  A  year  ago 
today  the  first  contingent  of  the  Corps  was 
dispatched  overseas. 

Mr.  Shriver  declared  in  an  interview  that 
all  the  countries  he  had  visited  on  his  cur¬ 
rent  Asian  tour  had  asked  for  “three  to  four 
times  as  many”  Peace  Corps  workers  as  had 
been  assigned.  Of  2,600  volunteers  sent  over¬ 
seas,  Mr.  Shriver  said,  400  are  in  southeast 


Asia  and  another  400  are  coming  to  the 
in  September. 

Corps  members  in  southeast  Asia  a#e  en¬ 
gaged  principally  in  farm  development^  road¬ 
building,  teaching,  and  medical  worJC  Many 
are  teaching  English  to  southeast  Asians 
eager  to  learn  a  language  in  which  they  can 
communicate  with  people  from:  other  coun¬ 
tries.  All  the  American  volunteers  speak  the 
language  of  the  people  with  ivhom  they  work. 

In  addition  to  their  jugular  work,  Mr. 
Shriver  said,  most  Peace  Corps  members  have 
undertaken  some  kind  eff  extracurricular  ac¬ 
tivity,  such  as  coacjnng  sports,  directing 
Scout  troops  or  running  camps  for  under¬ 
privileged  children/ 

jGANS  SHIFT 

All  this,  he  declared,  has  helped  to  estab¬ 
lish  a  more  favorable  image  of  the  United 
States  in  /Asian  countries.  The  slogan 
‘‘Yankee  so  home”  has  been  replaced  by 
“send  us  .more  Peace  Corps  volunteers,”  Mr. 
Shriver /aid. 

The/health  of  Peace  Corps  workers,  who 
live  exactly  as  local  people  do  and  eat  the 
same  food,  has  been  “incredibly  good,”  Mr. 
SJfriver  declared.  He  said  that  major  illness 
i ad  been  almost  unknown  in  the  Corps,  al¬ 
though  all  members  abroad  had  experienced 
minor  intestinal  upsets  from  unfamiliar 
diets. 

Mr.  Shriver  asserted  that  all  members  of 
the  Peace  Corps  were  thoroughly  trained  in 
simple  precautions  against  illness,  such  as 
boiling  drinking  water  and  keeping  inocula¬ 
tions  up  to  date.  He  added  that  a  U.S.  Pub¬ 
lic  Health  Service  physician  was  responsible 
for  the  health  of  Corps  members  in  each 
country. 

Mr.  Shriver  was  barely  preceded  to  the 
British  Crown  Colonies  of  North  Borneo  and 
Sarawak  by  60  young  men  and  women,  some 
only  18  years  old,  who  constitute  the  first 
U.S.  Government  mission  of  any  kind  in 
those  primitive  territories. 

ROADS  ARE  STRESSED 

Establishing  roads  is  the  principal  project 
of  the  Corps  in  North  Borneo  and  Sarawak, 
which  contain  some  of  the  most  extensive 
jungle  areas  in  the  world,  Mr.  Shriver  said. 
Some  Corps  members  will  be  living  in  the 
long  houses  of  the  Dyaks  and  other  tribal 
people  who  inhabit  the  more  remote  parts 
of  the  two  British  colonies. 

Mr.  Shriver  said  that  in  Thailand,  where 
the  Prime  Minister,  Field  Marshal  Sarit  Than- 
arat,  had  asked  that  the  Peace  Corps  con¬ 
tingent  be  tripled,  the  Government  plans  to 
make  a  television  film  of  Corps  members  at 
work. 

As  far  as  Mr.  Shriver  knows,  Thailand  may 
the  first  country  that  has  offered  to  pub¬ 
licize  U.S.  aid  activities  as  part  of  its  infor¬ 
mation  program. 


TRIBUTE  TO  SENATOR  KEFAUVER 

Mr.  DODD.  Mr.  President,  the  August 
24,  1962  edition  of  the  Keene  Evening 
Sentinel,  published  in  Keene,  N.H.,  con¬ 
tained  an  editorial  about  our  distin¬ 
guished  colleague,  the  senior  Senator 
from  Tennessee, ''Estes  Kefauver,  which 
I  think  ought  to  \e  given  wide  circula¬ 
tion. 

The  editorial  recounts  the  long  and 
lonely  struggle  carried,  on  by  Senator 
Kefauver  to  provide  for/  the  American 
people  protection  against  unsafe  and  in¬ 
effective  drugs.  It  reminds  us  of  the 
abusive  treatment  meted  outNto  our  col¬ 
league  and  some  of  the  defeats  he  en¬ 
countered  along  the  way.  I  beileve  this 
editorial  is  a  reflection  of  the  fact  that 
the  American  people  are  coming  th  ap¬ 
preciate  the  important  contribution^  to 
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their  Velfare  that  are  being  made  daily 
by  the 'great  senior  Senator  from  Ten¬ 
nessee.  \ 

I  ask  unanimous  consent  that  the 
editorial  entitled  “Short  Memories”  be 
printed  at  this  point  in  the  Record. 

There  being  no  objection,  the  editorial 
was  ordered  to  bk  printed  in  the  Record, 
as  follows:  \ 

Short  Memories 

Most  American  newspaper  readers  have 
very  short  memories.  But  for  those  whose 
memories  are  more  durably,  there  was  a  sar¬ 
donic  background  to  a  story  in  the  head¬ 
lines  earlier  this  week.  \ 

The  story  reported  that  the  Senate  Ju¬ 
diciary  Committee  had  unanimously  ap¬ 
proved  a  bill  which  would  givk.  President 
Kennedy  virtually  all  the  authorit^he  needs 
to  protect  the  public  from  unsafeNrnd  in¬ 
effective  drugs.  \ 

It  required  a  tragedy — the  deformities  ap¬ 
parently  caused  by  the  drug  thalidomide — 
to  prompt  the  Senators  to  provide  the  drug 
bill  with  a  set  of  dentures  to  replace  all  tnte 
teeth  they  had  earlier  extracted  from  it. 

Senator  Estes  Kefauver,  Tennessee  Demo¬ 
crat,  who  headed  a  Senate  Antitrust  Sub¬ 
committee  probe  of  the  drug  industry  in 
1959,  had  offered  stiff  reform  proposals  in  the 
first  place,  but  the  drug  manufacturers’ 
lobby  had  been  too  much  for  him. 

This  week,  when  the  Senate  Judiciary 
Committee  reversed  itself  in  the  aftermath 
of  the  thalidomide  scare,  Kefavver’s  reform 
measures  were  put  back  into  the  legislation. 

Those  with  good  memories  could  not  help 
but  recall  the  wild-swinging  campaign  con¬ 
ducted  against  Kefauver  by  the  Pharmaceu¬ 
tical  Manufacturers  Association,  a  campaign 
bolstered  impressively  by  reprints  of  edi¬ 
torials  from  American  newspapers — most 
of  them,  not  surprisingly,  in  the  South. 

Many  of  the  comments  at  that  time  were 
concerned  with  the  price  phase  of  the  Ke¬ 
fauver  probe,  but  the  most  important  re¬ 
sult  of  the  investigation  was  the  drug  bill 
drafted  by  Kefauver,  establishing  safe¬ 
guards  to  the  Nation’s  health. 

Money,  however,  not  health,  was  upper¬ 
most  in  the  minds  of  many  newspapers  in 
December  1959. 

The  Harrisonburg  (Va.)  News  Record  said: 
“The  drug  investigation  is  part  of  a  2-year 
probe  of  ‘administered  prices’ — prices  sup¬ 
posedly  set  arbitrarily  without  regard  to 
supply  and  demand.  The  bread,  steel  and 
auto  industries  have  already  gotten  the  Ke¬ 
fauver  treatment.” 

The  Charleston  (S.C.)  News  &  Courier 
said:  “Whether  the  Senate  Antitrust  Sub¬ 
committee,  headed  by  Senator  Estes  Kev 
fauver,  Democrat,  of  Tennessee,  can  corf- 
duct  a  fair  and  sensible  investigation  of  drug 
prices  is  yet  to  be  seen.  Senator  Kefauver 
is  a  confirmed  headline  hunter.  Whatever 
he  undertakes  should  be  regarded  .Warily.” 

The  Montgomery  (Ala.)  Journal  said:  “Sen¬ 
ator  Estes  Kefauver,  of  Tennessee/is  a  smart 
man,  but  is  one  of  our  most  easily  recog¬ 
nized  demagogs.  This  Senator  has  pre¬ 
viously  conducted  some  investigations  which 
caused  headlines  but  no  legislation.  He  is 
now  conducting  another  investigation;  this 
time  it  is  the  price  of  dr/gs  and  medicines.” 

The  Dallas  (Tex.)  Npws  said:  “It  appears 
that  the  59’ers  of  the  /olitical  mining  camps 
have  discovered  that  there  are  votes  in 
‘them  thar  scandals.’  The  scandal  now  al¬ 
leged  by  a  new  Kefauver  investigating  com¬ 
mittee  is  that  the  Schering  Corp.  has  made 
a  profit  of  7,070  percent  on  a  new  drug  com¬ 
bination  whJ6h  it  recently  marketed.  The 
News  is  inclined  to  suspect  a  charge  like 
that  because  of  its  sheer  dimensions. 

"The  / most  patent,  the  most  dangerous 
and  most  prevalent  markup  in  American 
life  />day  is  the  political  markup.  What 
men  like  Estes  Kefauver  cost  the  taxpayer, 


compared  to  what  the  Kefauvers  are  worth 
to  the  taxpayers,  would  probably  be  much 
more  than  7,079  percent.” 

There  were  many  more  similar  views  ex¬ 
pressed,  and  thoughtfully  forwarded  to  other 
American  newspapers  by  the  Pharmaceutical 
Manufacturers  Association  in  a  not  very 
subtle  attempt  to  promote  more  of  the  same. 

It  would  be  interesting  to  know  how  many, 
if  any,  of  the  same  newspapers  are  now 
satisfied  that — quite  aside  from  the  price 
factor — Kefauver’s  investigation  of  the  drug 
industry  wasn’t  a  waste  of  time,  after  all; 
that  the  public  needs  the  protection  it  will 
belatedly  get  from  the  bill  approved  this 
week  by  the  Senate  Judiciary  Committee. 

It  would  also  be  interesting  to  know  how 
many  U.S.  legislators  have  learned  that  the 
practice  of  closing  doors  after  horses  are 
stolen — as  was  the  case  in  the  thalidomide 
tragedy — is  not  a  particularly  progressive 
method  of  operation. 


SOVIET  SPACE  VEHICLES 

Mr.  KERR.  Mr.  President,  on  Tuesday 
September  4  the  distinguished  chairman 
''Of  the  House  Committee  on  Science  and# 
Astronautics,  the  Honorable  George  P.* 
Miller,  and  I,  as  chairman  of  the  Sen¬ 
ate  \Committee  on  Aeronautical  and/ 
Spac A. Sciences,  jointly  addressed  an  iyA 
quiry  to  the  Administrator  of  the  Na¬ 
tional  Aeronautics  and  Space  Adminis¬ 
tration.  Ln  our  letter  we  referred  to 
published  reports  that  the  Soviet:  Union 
had  tried  unsuccessfully  to  send  a  space 
vehicle  to  Vernas  on  August  25  and  to  a 
subsequent  denial  by  a  leading  Soviet 
space  expert  to  the  effect  that  the  Soviet 
Union  does  not  withhold/mformation  on 
such  failures.  \  / 

It  was  our  conclusion  that  once  again 
information  of  great  significance  con¬ 
cerning  a  Soviet  launch  failure  had  been 
widely  circulated/ throughout  the  world 
on  an  unofficiaLoasis  and  that  an  official 
spokesman  for  Soviet  spac/ programs 
had  attempted  to  discredit  thisNinforma- 
tion.  /  \ 

In  his  reply  to  the  Space  Committees 
of  the  Mouse  and  Senate,  Mr.  Webb 
quotes/a  report  which  he  obtained  from 
“appropriate  agencies  of  this  Goverh- 
mevd”  stating  that  the  Soviet  Union  hak 
made  two  attempts  to  send  spacecraft  to ' 
Mars  and  four  to  Venus  and  that  of  these 
'six  attempts,  only  one  probe  was  success¬ 
fully  launched  on  an  interplanetary 
path. 

The  whole  world  can  see  that  once 
again  the  Russians  have  been  less  than 
honest  in  releasing  information  about 
their  space  program.  The  advantages 
of  our  own  policy  of  frank  disclosure  will 
be  readily  seen. 

All  Members  of  the  Senate  will,  I  am 
sure,  find  these  letters  of  great  interest. 

I  ask  unanimous  consent  that  the  two 
letters  be  printed  in  the  Record  at  this 
point  for  the  information  of  the  Mem¬ 
bers  of  the  Senate. 

There  being  no  objection,  the  letters 
were  ordered  to  be  printed  in  the  Record, 
as  follows: 

U.S.  Senate, 

Committee  on  Aeronautical 

and  Space  Sciences, 
September  4,  1962. 

Hon.  James  E.  Webb, 

Administrator,  National  Aeronautics  and 
Space  Administration,  Washington,  D.C. 

Dear  Director  Webb:  In  the  past  weeks 
there  have  been  two  reports  in  the  press 


which  have  troubled  us  as  chairmen  of  the 
House  and  Senate  Committees  on  Space/ 
(1)  The  Saturday  morning  newspapers  car¬ 
ried  an  article  reporting  that  the  Soviet 
Union  failed  in  an  attempt  to  successfully 
send  a  space  vehicle  to  Venus  on  August  25, 
1962;  (2)  on  August  30,  1962,  Dr.  L.  I. 

Sedov,  a  leading  Soviet  space  e/pert  was 
interviewed  by  a  professor  of  Tokyo  Univer¬ 
sity.  The  question  was  asked/  “Since  the 
Soviet  Union  has  never  made  an  advance 
announcement  of  launchings,  some  people 
suspect  that  there  have  been  unsuccessful 
launchings  in  the  past;  /would  you  tell  me 
the  truth,  say,  confidentially?”  Sedov:  “The 
Soviet  Union  makes  An  announcement  as 
soon  as  a  rocket  is  .launched .  There  is  no 
substantial  differe/ce  between  the  Soviet 
Union  and  the  U/ited  States  in  the  way  of 
announcement. /if  there  is  any  failure,  it 
must  be  know/  to  the  world.” 

It  is  our  cl/ar  understanding  that  the  So¬ 
viet  Union  does  not  announce  all  of  its  shots 
and  therefore  Dr.  Sedov’s  answer  appears  to 
be  in  conflict  with  the  information  in  our 
possession.  Dr.  Sedov’s  statement  and  the 
repory  of  the  Venus  shot  failure  are  so 
patently  at  variance  that  we  feel  it  is  im¬ 
portant  that  if  the  U.S.  Government  pos¬ 
sesses  any  information  relative  to  unsuc¬ 
cessful  attempts  by  the  Soviet  Union  to 
launch  a  spacecraft  to  Venus,  or  other 
planetary  probes,  that  this  information 
should  be  made  available  to  our  committees 
and  to  the  American  people. 

The  world  must  of  necessity  admire  the 
remarkable  achievements  of  the  Soviet 
Union  in  the  field  of  space.  A  shadow  is 
thrown  over  the  entire  space  effort  through 
their  refusal  to  admit  to  failures.  The 
United  States  is  not  without  its  failures,  but 
we  operate  in  a  free  society  and  our  failures, 
as  well  as  our  successes,  are  made  known 
to  all. 

We  would  appreciate  an  answer  to  this 
letter  promptly. 

Sincerely  yours, 

George  P.  Miller, 

Chairman,  House  Committee  on  Science 
and  Astronautics. 

Rob’t  S.  Kerr, 

Chairman,  Senate  Aeronautical  and 
Space  Sciences  Committee. 


National  Aeronautics  and 

Space  Administration, 
Washington,  D.C.,  September  5, 1962. 
Hon.  Robert  S.  Kerr, 

Chairman,  Committee  on  Aeronautical  and 
Space  Sciences,  U.S.  Senate,  Washington, 
\  D.C. 

Hon.  George  P.  Miller, 

Chairman,  Committee  on  Science  and  As¬ 
tronautics,  U.S.  House  of  Representa¬ 
tives,  Washington,  D.C. 

Gentlemen:  I  agree.  The  Soviets’  broad 
policy  onannouncing  successes  but  declining 
to  admit 'failure  does  cast  a  shadow  over 
their  entire,  space  effort— remarkable  as  it 
might  be.  \ 

You  jointly\roposed  that  if  the  U.S.  Gov¬ 
ernment  possesses  any  information  relative 
to  unsuccessful  'planetary  probes  by  the 
Soviet  Union,  thak  this  information  should 
be  made  available  do  your  committees  and 
to  the  American  people. 

In  response  to  this  proposal,  inquiry  was 
made  of  appropriate  agencies  of  this  Gov¬ 
ernment.  The  response  wfts  as  follows : 

“The  Soviet  Union  has  pursued  a  vigorous 
but  unsuccessful  program  no  send  instru¬ 
mented  space  probes  to  the  planets.  Thus 
far,  two  attempts  have  been  made  to  send 
spacecraft  to  Mars  and  four  to  Venus.  Of 
these  six  attempts,  only  one  probkwas  suc¬ 
cessfully  launched  on  an  interplanetary  path, 
the  Venus  probe  of  February  12,  196 1\  How¬ 
ever,  it  was  only  a  qualified  success  because 
its  radio  transmission  failed  after  several 
days,  long  before  it  reached  Venus.  NoneSof 
the  five  remaining  attempts  achieved  a  sucV. 
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essful  trajectory  because  of  rocket  vehicle 
malfunctions. 

ie  same  mission-planning  philosophy 
and  Vehicle  combination  was  used  on  each 
of  the  \3oviet  interplanetary  series.  A  park¬ 
ing  orbi\  technique  is  consistently  exploited, 
whereby  1>he  first  three  stages  attempt  to 
launch  the\payload  Into  a  low  earth  sat¬ 
ellite  orbit  ak  in  the  U.S.  Mariner  program. 
After  one  passage  around  the  earth,  the 
fourth  or  ejection  stage  is  fired  over  Africa. 
If  successful,  tnss  sends  the  Instrumented 
probe  on  a  ballistiTpath  to  the  planets.  Had 
the  launching  been  Successful  in  each  of  the , 
six  cases  listed  belowNhe  probe  would  have 
arrived  at  Venus  or  M\rs  with  too  high  a 
velocity  to  have  been  orbited  around  either 
planet.  Optimum  conditions  were  chosen  for 
each  launching  attempted  thus  far  so  as  to 
simplify  the  task  of  either  guidance  or  per¬ 
formance — or  both. 

“1.  October  10,  1960:  A  unannounced  at¬ 
tempt  to  send  a  probe  to  Mars  fa  bed  before 
a  parking  orbit  was  achieved.  H(ad  this 
probe  been  successful,  it  would  have  reached 
Mars  In  about  230  days. 

"2.  October  14,  1960:  A  second  attempt 
to  send  a  probe  to  Mars  using  virtually  the 
same  trajectory  also  failed  before  a  parking 
orbit  was  achieved. 

“3.  February  4,  1961:  The  first  attempt 
to  send  a  spacecraft  to  Venus  was  success¬ 
fully  placed  in  Its  earth  parking  orbit,  but 
could  not  be  ejected  into  its  planned  Venus 
trajectory.  The  Soviet  Union  announced 
the  launching  as  a  successful  earth  satellite 
Sputnik  VII  and  claimed  for  it  a  new  weight 
in  orbit  record  of  14,300  pounds.  Had  this 
probe  been  successfully  ejected,  it  would 
have  taken  about  105  days  to  reach  Venus. 

“4.  February  12,  1961:  A  partially  suc¬ 
cessful  attempt  to  send  a  1,400-pound  space¬ 
craft  to  Venus  was  made  on  this  date.  All 
vehicle  stages  functioned  normally,  and  the 
probe  was  correctly  placed  on  its  inter¬ 
planetary  path.  The  Soviet  Union  correctly 
announced  that  this  was  the  first  time  that 
a  spacecraft  was  successfully  ejected  out¬ 
ward  from  orbit.  The  probe  took  97  days  to 
reach  the  vicinity  of  Venus.  The  Soviets  ap¬ 
parently  experienced  a  failure  in  the  power 
supply  or  radio  transmitter,  and  the  probe 
was  last  heard  from  at  a  distance  of  4.5 
million  miles  from  earth. 

“5.  August  25,  1962:  A  third  attempt  to 
send  a  probe  to  Venus  was  made  on  this 
date.  The  payload  was  successfully  placed 
into  its  satellite  parking  orbit,  but  apparent¬ 
ly  could  not  be  ejected.  Had  this  shot  been 
successful,  the  probe  would  have  arrived  at 
Venus  on  about  December  7,  1962,  ahead  of 
the  U.S.  Mariner  H.  It  appears  that  the 
normal  flight  time  of  112  days  for  this  date 
was  intentionally  shortened  to  104  da/s 
by  sacrificing  spacecraft  weights.  This 
launching  attempt  has  not  yet  beery' an¬ 
nounced  by  the  Soviet  Union. 

"6.  September  1,  1962:  The  fou/th  at¬ 
tempt  to  reach  Venus  was  also  su/cessfully 
placed  into  a  satellite  parking /orbit,  but 
could  not  be  ejected.  The  Soviet  Union  has 
not  yet  announced  this  attempt  nor  the 
presence  of  the  unused  Components  in 
orbit.” 

Sincerely, 

Jjy^ES  E.  Webb, 

Administrator . 


■N  ALASKA  LADY 

Mr.  President,  Sep- 
rk  the  90th  birthday 
s  great  ladies,  Mrs. 
iarrais,  of  Valdez, 
ars  in  Alaska  she  has 
ommunity  and  public 
possessed  always  a 
oneer  land.  Her  ex- 
Imost  half  a  century 


in  Alaska  and  the  contributions  she  made 
as  educator,  U.S.  Commissioner,  and 
more  recently  as  deputy  magistrate  for 
the  State,  a  position  from  which  she  is 
about  to  retire,  now  are  told  in  an  ex¬ 
cellent  article  written  by  a  Valdez  neigh¬ 
bor,  Frances  Walker.  Mrs.  Harrais’  in¬ 
spiring  friendship  has  meant  much  to 
Mrs.  Bartlett  and  me,  as  it  has  to  count¬ 
less  Alaskans  and  all  Alaska  salutes  her. 
My  wife  and  I  have  perhaps  especial 
reason  to  do  so  because  it  was  long,  long 
ago  that  we  attended  school  in  Fair¬ 
banks,  Alaska,  when  Mrs.  Harrais  was 
superintendent  there.  Her  life  has  been 
a  model  of  all  that  is  good  and  decent  and 
constructive.  All  who  know  Mrs.  Har¬ 
rais,  and  those  who  have  heard  of  her 
will  want  to  join  me  in  expressing  the 
hope  and  wish  that  she  will  have  many 
happy  birthday  anniversaries. 

I  ask  unanimous  consent  to  have  the 
article  printed  in  the  Record. 

There  being  no  objection,  the  article 
was  ordered  to  be  printed  in  the  Record, 
as  follows: 

Mrs.  Harrais  Will  Retire 
(By  Frances  Walker) 

>ldez. — Numerous  messages  of  congratfi- 
latio'srs  are  being  received  this  week  by  Mrs. 
Margatet  Keenan  Harrais,  who  will  resjgn  as 
deputy Nnagistrate  at  Valdez.  The  resigna¬ 
tion  wilnend  a  career  of  nearly  hayf  a  cen¬ 
tury  in  Alaska.  Mr.  Harrais  wj A  observe 
her  90th  birthday  September  23y 

Originally  Mrs.  Harrais  had  been  expected 
to  end  her  deputy  magistrate’s  duties  this 
week,  but  she  is\ontinuing  /or  a  short  time 
at  the  request  of  T^uperior/Court  Judge  Ed¬ 
vard  V.  Davis.  TheMudgg  asked  her  to  con¬ 
tinue  until  he  is  abl\,/>  name  a  successor, 
probably  next  week. 

A  schoolteacher  b/  profession,  Mrs.  Har¬ 
rais  came  to  Alaska/in  19*4  at  the  age  of  42 
after  a  successful/  career  if*  Idaho.  In  the 
span  of  years  that  followed^ she  served  as 
first  woman  superintendent  of  schools  in 
Fairbanks,  administered  “the  last  spanking 
he  ever  had/n  school”  to  Senator®.  L.  Bart¬ 
lett,  Democrat,  of  Alaska,  and  drillefcla  sound 
foundation  of  parliamentary  law \nto  a 
freshman  legislator,  William  A.  Egan^now 
Governor  of  Alaska. 

Iiyaddition,  Mrs.  Harrais  served  as  a  me 
ber/of  the  territorial  board  of  education  f( 
ly  years,  and  after  the  death  of  her  husband,' 
lartin,  in  1936  succeeded  him  as  U.S.  com¬ 
missioner  in  Valdez.  Twice  she  was  offered 
the  U.S.  commissioner’s  post  in  Anchorage 
and  twice  she  refused  the  honor  to  stay 
home  in  Valdez.  With  statehood,  her  duties 
remained  virtually  the  same  under  the  new 
title  of  deputy  magistrate. 

While  superintendent  of  schools  in  Fair¬ 
banks  from  1916  until  1919,  Mrs.  Harrais,  as 
“Margaret  Kennan,  spinster,”  wrote  with  an 
indelible  pencil  upon  the  memories  of  her 
pupils.  Few  could  forget  the  whooping  $10,- 
000  war  bond  drive  in  which  each  of  the 
200  children  enrolled  in  school  purchased  a 
$50  war  bond  through  his  or  her  own  earn¬ 
ings.  Parents  were  asked  not  to  help.  Mrs. 
Harrais  set  up  an  employment  office  at  school 
and  assisted  the  children  in  finding  spare 
time  jobs. 

The  women  of  Fairbanks  and  certainly  the 
editor  of  the  News-Miner,  the  late  W.  F. 
Thompson,  could  never  forget  her.  She 
edited  the  unusual  “Women’s  Edition”  of  the 
News-Miner  on  Thanksgiving  eve,  1917,  which 
enlisted  the  services  of  55  women.  The  news¬ 
paper  sparked  to  success  a  benefit  which 
raised  nearly  $4,000  in  less  than  1  month  to 
sponsor  six  beds  in  the  American  Ambulance 
Hospital  near  Paris.  Only  one  bed,  at  $600, 
had  been  anticipated  for  all  of  Alaska,  but 
Fairbanks  alone  had  paid  for  six. 


It  was  during  her  Fairbanks  stay  that  Mis 
Margaret  Keenan  met  Martin  Harrais, /a 
University  of  Washington  graduate  and/ an 
early  day  prospector  of  the  neighboring Amp 
city  of  Chena.  Harrais,  who  had  made  and 
lost  several  large  fortunes  in  gold,  was  keenly 
interested  in  statehood  and  had  /ossed  his 
hat  into  the  hot,  five-pronged  candidate  field 
in  1912  which  reelected  Judge  .hones  Wicker- 
sham  as  Delegate  to  Congress/  In  1920,  Har¬ 
rais  transferred  his  mining  .Interests  to  the 
McCarthy-Chitina  district/taking  with  him 
Miss  Keenan  as  his  bride/ 

While  he  prospected/Mrs.  Harrais  taught 
at  the  tiny  McCarthy/school  with  the  same 
devoted  interest  as/she  had  handled  the 
Fairbanks  school  s/tem.  On  the  eve  of  the 
1929  stock  marke/ crash,  Harrais  was  on  the 
verge  of  anothe/ fortune,  this  time  in  cop¬ 
per.  The  crash  not  only  dashed  all  hopes 
for  success  but  with  it  went  their  invest¬ 
ments  and  pavings  in  Seattle  banks  and  busi¬ 
ness  builchhgs. 

Undaunted  the  intrepid  pair  began  anew, 
first  near  Cordova,  then  in  Valdez  where  in 
1934  Harrais  accepted  an  appointment  as  U.S. 
commissioner.  Upon  his  death  2  years  later, 
Harrais  succeeded  him  in  this  capacity, 
"Maintaining  an  office  in  the  Federal  building 
ntil  it  was  leveled  by  Are  a  few  years  later. 

Since  then,  the  perfectly  kept  records  of 
the  Valdez  district,  that  include  the  1912 
recordings  in  the  firm  hand  of  Alaska  states¬ 
men,  Anthony  J.  Dimond,  have  been  kept  in 
the  front  room  of  her  modest  home.  A 
faded,  time-worn  shingle  with  the  inscrip¬ 
tion,  “U.S.  Commissioner,”  still  hangs  over 
her  doorway. 

Throughout  her  years  of  service  as  U.S. 
commissioner  and  as  deputy  magistrate,  Mrs. 
Harrais  has  conducted  her  office  with  such 
integrity  that  most  of  those  whom  she  has 
fined  or  sentenced  have  offered  a  hesitant, 
respectful  “thank  you”  as  they  departed. 

Honors  have  come  her  way.  In  the  latter 
1920’s,  Mrs.  Harrais  was  asked  to  serve  on  a 
15-member  national  committee  to  survey 
and  submit  a  report  on  law  enforcement  for 
the  National  Association  of  Women’s  Clubs. 
Her  report,  written  at  McCarthy,  appeared 
with  such  notables  of  the  times  as  Mrs.  H. 
W.  Peabody,  Commander  Evangeline  Booth, 
and  Carrie  Chapman  Catt. 

In  1941,  the  1,080  U.S.  commissioners  in 
other  States  and  the  72  in  Alaska  were  asked 
to  write  a  report  offering  suggestions  or 
criticisms  of  the  U.S.  commissioner  system. 
Just  two  submissions  were  included  in  the 
final  report,  one  from  a  district  Judge,  and 
one  from  a  U.S.  commissioner,  Mrs.  Harrais. 

Wide  attention  of  the  U.S.  Interior  De¬ 
partment  was  afforded  Mrs.  Harrais  in  1944 
when  she  engaged  in  a  “merry  scrap”  with 
Secretary  of  the  Interior  Harold  L.  Ickes, 
the  “old  curmudgeon”  and  “Lord  of  Alaska.” 
Her  ple\  for  statehood  brought  a  sheaf  of 
replies  from  well-placed  Government  officials, 
including  Mies. 

In  addition.  Mrs.  Harrais  found  time  to 
serve  as  Democratic  territorial  committee 
woman  and  also  president  of  the  Alaska 
Women’s  Christian  Temperance  Union  as 
well  as  membership  in  the  Woman’s  Club. 
In  Valdez  she  workHd  as  chairman  of  the 
Valdez  Hospital  board'wid  took  a  keen  inter¬ 
est  in  the  El  Nathan  Children’s  Home.  In 
her  spare  time  she  devoted  herself  to  the 
task  each  winter  of  mending  the  mittens, 
sweaters  and  socks  for  the  \i00  children  of 
the  home.  Since  the  home  m^s  been  closed 
she  has  turned  to  knitting  afghans  for  dis¬ 
abled  soldiers  in  veterans  hospitals  and  is 
presently  working  on  her  91st  afgmui.  Folks 
in  Valdez  supply  the  yarn.  \ 

It  was  while  she  was  in  Fairbanks  that 
Mrs.  Harrais  fell  into  the  habit  of  wh^ing 
a  newsletter  home  during  the  week  between 
Christmas  and  New  Years  because  she  w>vs 
too  busy  during  the  school  year  and  he\, 
summers  were  also  occupied. 
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iese  letters  have  now  arranged  them- 
selvfes  into  neat  chapters  of  her  life,  with 
the  most  hilarious  by  far  being  the  account 
of  the  \woman's  Edition”  of  the  Fairbanks 
Daily  News-Miner.  Pieced  together,  the 
chapters  give  a  glowing  account  of  her  en¬ 
tire  life  as  well  as  an  accurate  history  of  her 
pioneer  periock  The  book,  if  published,  could 
rank  in  lmportKfiee  with  the  ‘‘Diary  of  Judge 
Wickersham.” 

Mrs.  Harrais,  of\Scotch -Irish  ancestry,  was 
reared  in  Ohio,  graduated  from  Valparaiso 
University,  then  engaged  in  a  teaching 
career  in  Idaho. 

In  retirement  Mrs.  Harrais  is  looking  for¬ 
ward  to  knitting  more  afghans  for  disabled 
veterans  in  the  winter  months,  and  devoting 
herself  to  her  garden  in  the  summer.  Her 
interest  in  Alaska  and  the  \orld  at  large 
will  remain  the  same. 


RUSK  ASKS  OAS  PARLEY  ON.  CUBA 

Mr.  WILEY.  Mr.  President/  the 
Communist-supported  arms  buildup  in 
Cuba  is  a  matter  of  great  concern,  npt 
only  to  the  United  States,  but  to  tl 
Western  Hemisphere.  For  this  reason,'' 
I  urged  last  week  that  the  Organization 
of  American  States — OAS — investigate 
these  arms  shipments  to  Cuba. 

I  quote  from  the  statement: 

The  Organization  of  American  States 
(OAS)  has  a  fundamental  responsibility  for 
investigating — and  taking  action  against — 
this  menace  to  peace. 

The  OAS,  too,  I  believe,  could  well  (1) 
redefine  its  policy  on  such  threatening  ac¬ 
tions;  (2)  determine  more  effective  meas¬ 
ures  against  export  of  communism  and  ag¬ 
gression  from  Cuba  to  the  Latin  American 
nations;  and  (3)  reexpress  a  warning  to 
the  European-Asian  Communist  countries 
against  further  arms  shipments  invasion  of 
the  Western  Hemisphere. 

I  am  particularly  gratified  therefore 
that  Secretary  Dean  Rusk  has  now  pro¬ 
posed  to  members  of  the  OAS  that  a 
foreign  ministers’  conference  be  held  in 
September  to  discuss  the  possibility  of 
new  sanctions  against  Cuba. 

I  ask  unanimous  consent  to  have  an 
article  from  today’s  Washington  Post 
relating  to  this  matter  printed  in  the 
Record. 

There  being  no  objection,  the  article 
was  ordered  to  be  printed  in  the  Record, 
as  follows: 

Rusk  Asks  OAS  Parley  on  Cuba — Foreicj 
Ministers  Would  Consider  New  Sanctons 
(By  Dan  Kurzman)  / 

Secretary  of  State  Dean  Rusk  proposed  to 
members  of  the  Organization  of  American 
States  yesterday  that  a  foreign /ministers’ 
conference  be  held  late  in  September  to  dis¬ 
cuss  the  possibility  of  new  sanctions  against 
Cuba. 

Rusk  asked  the  ambassadors  of  the  OAS 
nations  at  an  "informarymeeting  to  relay 
the  request  to  their  /governments,  U.S. 
sources  said.  The  coherence  would  take 
place  in  the  United  .States,  as  the  foreign 
ministers  will  be  in  Ifew  York  for  the  United 
Nations  General  Assembly  session  opening 
on  September  18./ 

The  America;/  proposal  was  made  after 
Rusk  explained  and  expanded  on  President 
Kennedy’s  announcement  on  Tuesday  that 
Russia  is  dispatching  large  shipments  of  de¬ 
fensive  military  equipment  to  Cuba,  together 
with  about  3,500  technicians.  The  diplo¬ 
mats  a/ked  many  questions  about  the  nature 
and  ymount  of  aid  being  given,  but,  U.S. 
sources  said,  offered  no  opinioons  about  the 
significance  of  this  aid  or  what  might  be 
0one  about  it. 


The  United  States  feels  that  the  time  is 
now  psychologically  ripe  for  a  new  foreign 
ministers’  conference  in  view  of  Russia’s  in¬ 
creasing  involvement  in  Cuba. 

‘‘This  new  Russian  aid  to  Cuba  could  be 
a  mixed  blessing,”  one  U.S.  official  said.  ‘‘It 
should  serve  to  dispel  any  doubts  among  the 
other  Latin  American  countries  that  Cuba 
is  a  full-fledged  Soviet  satellite.” 

The  OAS  ousted  Cuba  from  its  ranks  ear¬ 
lier  this  year  at  Washington’s  behest,  but 
five  countries  opposed  the  move  for  ‘‘legal” 
reasons,  weakening  U.S.  efforts  to  isolate 
Cuba  completely.  ^ 

Washington  may  propose  at  the  projected 
conference  that  OAS  members  cut  off  all 
trade  with  Cuba.  Some  Latin  American 
countries  still  maintain  commercial  relations 
with  Havana. 

In  the  past  several  months,  U.S.  officials 
pointed  out,  two  of  the  countries  that  were 
opposed  to  an  excessively  tough  policy 
toward  Cuba — Argentina  and  Ecuador — have 
broken  off  diplomatic  relations  with  Havana, 
a  development  that  should  further  ease  the 
way  toward  a  strong  united  anti-Castro 
policy. 

NO  ALARM  AT  SOVIET  AID 
At  the  same  time.  Administration  leaders 
reemphasized  that  there  is  no  reason  for 
alarm  about  the  Soviet  shipments,  whict 
thby  maintain  comprise  strictly  defensi\ 
weapons  according  to  what  is  now  knowi/ 

On/  official  said  there  is  little  meaning  in 
statements  like  those  of  Senator  Kenneth 
B.  Keating,  Republican,  of  New  To*,  that 
the  Soviet\technicians  are  in  real itysoldiers . 
Not  only  iV  there  no  evidence  oY  this,  the 
source  said,  Nnit  3,500  common  foot-soldiers 
would  probably  pose  less  danger  to  hemi¬ 
spheric  security\than  3,500  gained  techni¬ 
cians. 

U.S.  officials  staged  furt/er  that  if  Russia 
has  refrained  from  supplying  Eastern  Europe 
and  Communist  Chmg  with  sophisticated 
offensive  weapons,  it  xuMbably  will  not  fur¬ 
nish  Cuba  with  sucl/ amis. 

SOVIET /SOURCES\AGREE 

Soviet  sources  agreed  with  this  view, 
maintaining  that  Russia  has,  no  intention 
of  furnishing/ Cuba  with  anyt*pnS  but  de* 
fensive  weapons. 

‘‘Actually,  we  are  helping  to  stabilize  the 
situation/ in  Latin  America,”  the\Russian 
sources/ said.  “Cuba  will  be  so  powerful 
defensively  that  your  leaders  will  have  to 
give/up  all  thought  of  a  new  invasion/md 
thjnk  only  of  peace.” 

The  informants  said  Cuba  explained 
6he  Soviet  Union  that  it  had  to  have  suffi-X, 
cient  defensive  weapons  to  assure  that  no 
new  U.S.  military  venture  would  be  at¬ 
tempted,  and  Moscow  heeded  the  plea. 

In  another  development,  the  Czechoslovak 
Ambassador  yesterday  delivered  a  Cuban 
note  to  the  United  States  charging  that 
American  planes  have  been  guilty  of  about 
20  violations  of  Cuban  airspace.  The 
Cuban  diplomat  said  Edwin  M.  Martin,  As¬ 
sistant  Secretary  of  State  for  Inter-American 
Affairs,  promised  to  investigate  the  charges. 

The  Ambassador  indicated  that  the  note 
did  not  necessarily  represent  a  reply  to  recent 
U.S.  charges  that  two  Cuban  naval  vessels 
fired  on  a  U.S.  Navy  plane  15  miles  off  the 
Cuban  coast. 

The  official  Cuban  newspaper  Revolucion 
said  yesterday  that  President  Kennedy’s 
statement  on  Tuesday  was  an  “inadmissible 
intervention”  in  Cuba’s  internal  affairs  and 
“a  new  step  along  the  path  of  criminal  ag¬ 
gression.”  The  newspaper  added,  “Don’t 
think,  Mr.  Kennedy,  that  Cuba  can  be  in¬ 
timidated.” 

Premier  Fidel  Castro  himself  has  issued 
no  comment  on  the  situation. 

Mr.  HUMPHREY.  Mr.  President,  if 
there  is  no  further  morning  business, 
I  shall  suggest  the  absence  of  a  quorum. 


Mr.  LAUSCHE.  Mr.  President,  ti 
Senator  from  Minnesota  need  not  /to 
that.  As  agreed  to  last  night — — 

The  PRESIDING  OFFICER. /Does 
the  Senator  from  Ohio  have  groining 
business  to  submit? 

Mr.  LAUSCHE.  No,  Mr. /^resident, 
not  morning  business. 

The  PRESIDING  OFFICER.  If  there 
is  no  further  morning  >DUsiness  to  be 
submitted,  morning  bujmess  is  closed. 


REVENUE  ACT  OF  1962 

The  Senate  resumed  the  consideration 
of  the  bill  (H.R.  10650)  to  amend  the 
Internal  Revenue  Code  of  1954  to  pro¬ 
vide  a  credit  for  investment  in  certain 
depreciable  property,  to  eliminate  cer¬ 
tain  defects  and  inequities,  and  for 
other  purposes. 

Mr.  LAUSCHE.  Mr.  President,  I  shall 
vote  against  the  pending  bill.  I  shall 
vote  against  it  for  a  number  of  reasons. 

If  there  are  to  be  tax  reductions,  I 
lould  like  to  support  them.  But  the 
reductions  should  be  made  on  the  basis, 
first,  of  achieving  reductions  in  our  ex¬ 
penditures. 

I  shall  vote  against  the  bill  because 
its  enactment  will,  first,  reduce  the 
revenues  of  the  Federal  Government  by 
$440  million  in  the  fiscal  year  1962; 
second,  enactment  of  the  bill  will  con¬ 
flict  with  the  advice  and  the  request  of 
the  principal  beneficiaries  of  the  bill; 
third,  enactment  will  prevent  considera¬ 
tion  of  the  various  items  in  the  bill  in 
their  relationship  to  the  over-all  tax  re¬ 
duction  bill  which  will  come  before  Con¬ 
gress  in  the  next  session;  fourth,  enact¬ 
ment  will  place  the  Government  in  a 
position  of  dealing  unequally  with  differ¬ 
ent  businesses  in  general,  and  also  with 
businesses  of  a  similar  nature ;  fifth,  en¬ 
actment  will  decrease  needed  revenues, 
not  only  in  the  fiscal  year  1963,  but  also 
in  each  year  thereafter  for  as  long  as 
the  provisions  of  the  bill  remain  in  effect. 

With  regard  to  item  No.  1  as  one  of 
the  bases  for  voting  against  the  bill,  I 
point  out  that,  on  page  9,  the  report  on 
k  the  bill  shows  that  the  revenue  losses 
by  means  of  the  bill  as  it  came  before 
the  Senate  would  be  $630  million.  I  have 
used  the  figure  $440  million,  because 
there  seems  to  be  some  controversy  as 
to  the  exact  amount.  But  the  report 
shows  that  the  loss  will  be  $630  million. 

It  is  my  view  that  inasmuch  as  in 
early  January  the  Treasury  Department 
made  available  to  businesses,  through  a 
reformation  of  the  formula  on  depre¬ 
ciation,  the  sum  of  $1,500  million  in  the 
first  year,  we,  by  means  of  the  enactment 
of  this  bill,  contemplate  providing  an¬ 
other  $630  million,  as  set  forth  in  the 
report,  or  $440  million,  which  is  my  con¬ 
servative  estimate  of  what  the  bill  will 
cost. 

According  to  present  figures,  it  is  ex¬ 
pected  that  there  will  be  a  deficit  of 
$3,900  million  in  the  fiscal  year  1963. 
This  $3,900  million  does  not  at  all  include 
the  losses  which  will  be  sustained  as  a 
result  of  the  enactment  of  the  pending 
bill.  Thus,  if  we  add  to  the  $3,900  mil¬ 
lion  my  figure  of  $440  million — reflecting 
the  losses  which  will  be  sustained  if  the 
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bill  is  enacted — there  will  be  a  deficit  of 
$4,340  million,  to  begin  with. 

But  we  must  move  on  from  that  basis. 
For  example,  there  are  pending  before 
the  Senate  a  number  of  bills,  as  follows: 

First.  The  stand-by  public  works  bill, 
which  will  cost  $1,500  million. 

Second.  The  $2,700  million  Federal-aid 
bill  for  colleges,  universities,  and  stu¬ 
dent  scholarships.. 

Third.  The  proposed  Federal  employ¬ 
ees  pay  raise  bill,  which  may  provide  an 
increased  expenditure  of  one  and  a  half 
billion  dollars. 

Fourth.  The  youth  employment  op¬ 
portunities  bill,  which  initially  calls  for 
an  expenditure  annually  of  $240  million. 

Fifth.  The  proposed  temporary  ex¬ 
tended  unemployment  compensation  bill 
could  require  outlays  of  several  hundi’ed 
million  dollars. 

Sixth.  The  $500  million  proposal  to 
subsidize  local,  governmentally  operated, 
transportation  systems. 

All  of  these  figures  forebode,  in  my 
judgment,  a  deficit  operation  in  fiscal 
1963  of  at  least  $6  or  $7  billion. 

I  submit  we  cannot  suffer  that  situa¬ 
tion  in  the  face  of  the  26  deficits  that 
we  have  had  in  the  last  32  years  of  op¬ 
eration  of  this  Government. 

Now  I  come  to  my  second  point,  and 
that  is,  the  passage  of  the  bill  will  con¬ 
flict  with  the  advice  of  the  principal 
beneficiaries  of  the  bill.  The  A.T.  &  T. 
is  to  be  a  beneficiary  of  at  least  $75  mil¬ 
lion.  My  understanding  is  that  it  will  be 
$130  million.  It  testified  that  the  bill 
should  not  be  passed. 

The  U.S.  Chamber  of  Commerce  and 
the  National  Association  of  Manufactur¬ 
ers,  having  members  that  would  be  bene¬ 
ficiaries  under  the  bill,  testified  that  it 
should  not  be  passed. 

I  cannot  understand  how,  in  the  face 
of  that  advice  and  that  judgment,  given 
by  corporations  and  individuals  who  are 
to  be  the  principal  beneficiaries  of  the 
bill,  we  ought  to  pass  it,  having  in  mind 
the  dire  impact  will  have  on  the  fiscal 
situation  of  the  future. 

The  AFL-CIO  advise  that  the  bill 
should  not  be  passed,  but  they  are  not 
beneficiaries. 

To  me  it  seems  that  when  A.T.  &  T., 
the  national  chamber  of  commerce,  and 
the  National  Association  of  Manufactur¬ 
ers  as  beneficiaries  take  the  position 
that  it  is  not  in  the  best  interest  of  the 
country  to  pass  the  bill,  we  definitely 
ought  not  do  so. 

Point  No.  3  is  that  it  will  prevent  a 
consideration  of  the  various  items  in  the 
bill  in  their  relation  to  the  overall  tax 
reduction  proposal  that  will  come  before 
the  Congress  in  the  next  session.  That 
subject  has  been  under  discussion.  The 
President  has  stated  that  he  will  recom¬ 
mend  that  the  tax  bill  passed  in  the  year 
1963  be  made  retroactive  as  of  January 
1,  1963. 

Mr.  Reuther,  president  of  the  United 
Automobile  Workers  of  America,  called 
for  a  $10  billion  income  tax  cut.  He, 
however,  concentrated  the  recommenda¬ 
tion  to  be  applicable  to  the  lower  and 
middle  income  brackets. 


President  Kennedy  has  said  that  his 
tax  cut  pi'oposal  would  provide  a  reduc¬ 
tion  for  both  corporate  and  individual 
income  tax  liabilities.  This  approach 
was  endorsed  as  recently  as  July  3,  1962, 
by  the  Americans  for  Democratic  Ac¬ 
tion,  in  advocating  a  reduction  in  the 
lowest  income  tax  bracket  rate  to  10 
percent  from  the  present  level  of  20  per¬ 
cent. 

If  we  are  to  have  this  subject  before 
us  in  1963,  with  all  of  its  ramifications, 
I  submit  that  we  ought  not  in  1962  deal 
with  it  on  a  piecemeal  basis.  The  whole 
context  of  the  problem  ought  to  be 
brought  before  the  Senate,  not  only  the 
proposed  reduction  that  is  to  be  made  in 
1963,  but  the  several  aspects  contained 
in  the  bill  now  pending  before  the  Sen¬ 
ate. 

Mr.  MORSE.  Mr.  President,  will  the 
Senator  yield? 

Mr.  LAUSCHE.  I  yield. 

Mr.  MORSE.  I  just  could  not  agree 
with  the  Senator  from  Ohio  more.  If 
we  are  to  have  a  tax  reform  bill,  I  think 
it  ought  to  be  considered  in  the  light 
of  the  totality  of  the  problem.  What  we 
are  going  to  do  here  today  is  pass  a 
makeshift  bill,  and  a  very  bad  make¬ 
shift  bill.  We  are  passing  it  under  the 
great  pressure  the  Senator  from  Ohio 
knows  is  being  visited  upon  every  Mem¬ 
ber  of  this  body  to  get  any  compromise 
we  have  to  accept  in  order  to  get  some 
tax  label  bill  passed  so  Congress  can 
adjourn.  Of  course,  what  we  ought  to 
do  is  adjourn,  go  home,  and  let  the  vot¬ 
ers  react  to  this  proposal,  have  the  elec¬ 
tion,  and  then  come  back  in  November 
after  the  election  or  in  January,  and 
face  the  total  tax  reform  problem  and 
pass  a  sound  bill,  and  not  this  kind  of 
an  unsound  bill. 

Mr.  LAUSCHE.  The  fact  that  the 
President  submitted  a  bill  early  that  is 
different  from  what  we  are  now  acting 
upon  and  the  fact  that  he  will  submit 
a  bill  in  1963  clearly  indicates  to  me  that 
to  have  an  intelligent,  related  approach, 
the  aspects  of  the  bill  pending  before 
us  and  those  that  will  come  in  1963 
ought  to  be  viewed  at  one  time.  What 
we  might  want  to  do  in  field  A  will  de¬ 
pend  upon  what  happens  in  field  B,  C, 
or  D. 

Mr.  MORSE.  Mr.  President,  will  the 
Senator  yield  for  half  a  second? 

Mr.  LAUSCHE.  Yes,  I  yield. 

Mr.  MORSE.  I  think  it  is  very  wise 
for  the  Senator  from  Ohio  to  point  out 
for  the  official  record  that  this  is  not 
the  President’s  bill.  This  is  a  far  cry 
from  what  the  President  of  the  United 
States  recommended.  I  shall  be  very 
much  interested,  because  I  think  this 
bill  is  going  to  be  passed,  in  seeing 
whether  or  not  the  President  of  the 
United  States  signs  a  bill  so  different 
from  the  bill  that  he  recommended,  so 
unjust  in  many  of  its  particulars,  so  full 
of  tax  escape  loopholes. 

I  say  to  the  President  of  the  United 
States  from  my  desk  this  morning, 
“America  will  be  watching  your  pen 
when  this  bill  reaches  your  desk,  and, 
in  my  judgment,  you  owe  it  to  the 


Democratic  Party  and  you  owe  it  to  the 
taxpayers  of  this  country  to  veto  this 
monstrosity  when  it  reaches  your  desk.” 

Mr.  LAUSCHE.  Mr.  President,  next 
year  there  may  come  before  us  the  ques¬ 
tion  of  changes  in  our  tax  structure 
again.  There  is  a  discussion  about  im¬ 
posing  : 

First.  Federal  taxes  on  interest  in¬ 
come  from  local  and  State  bonds. 

Second.  The  elimination  of  deductions 
for  State  or  local  taxes. 

Third.  The  prohibition  of  splitting  in¬ 
come  by  married  couples. 

Fourth.  The  elimination  of  deductions 
for  interest  paid  on  home  mortgage 
loans. 

Fifth.  Curtailing  deductions  for  medi¬ 
cal  expenses  and  for  contributions  to 
charitable  and  similar  nonprofit  organ¬ 
izations. 

*  Sixth.  Tightening  of  our  present  tax 
treatment  of  income  from  capital  gains. 

With  these  matters  coming  before  us, 
I  submit  we  cannot  intelligently  deal 
with  them,  and  adequately,  in  the  next 
year,  if  we  have  made  disposition  of  items 
which  will  have  a  direct  relationship  to 
the  separate  items  I  have  mentioned. 

Now  I  come  to  item  No.  4.  It  will  place 
the  Government  in  a  position  of  dealing 
unequally  with  different  businesses  in 
general  and  also  with  businesses  of  a 
similar  nature.  In  regard  to  this  item, 
I  have  in  mind  the  different  treatment 
which  is  given  to  a  businessman  who 
wants  to  construct  a  building  needed  for 
his  enterprise,  as  distinguished  from  the 
treatment  given  "to  the  one  who  installs 
machinery  and  equipment.  I  also  have 
in  mind  that  the  public  utilities,  con¬ 
trary  to  what  the  Treasury  Department 
recommended,  are  generally  to  be  al¬ 
lowed  a  3 -percent  tax  credit  as  an  in¬ 
ducement  for  expansion.  The  bill  would 
not  deal  equally  with  the  same  busi¬ 
nesses  in  a  xla.ss,  nor  would  it  deal  on 
a  basis  of  equality  with  businesses  in 
general. 

Mr.  MORSE.  Mr.  President,  will  the 
Senator  yield  at  that  point? 

Mr.  LAUSCHE.  I  yield. 

Mr.  MORSE.  I  am  glad  the  Senator 
has  brought  out  this  difference  between 
the  deduction  allowance  for  equipment 
to  operate  a  business  and  the  denial  of 
that  deduction  for  the  building  in  which 
the  equipment  is  to  operate.  Does  the 
Senator  agree  with  me  that  the  equip¬ 
ment  cannot  operate  unless  the  owner 
erects  a  building  in  which  to  place  the 
equipment  so  that  he  has  a  place  in 
which  it  can  operate? 

Mr.  LAUSCHE.  That  is  correct. 

Mr.  MORSE.  The  Senator  pointed  out 
that  the  bill  contains  this  unfairness,  in 
that  it  has  one  rule  for  the  machinery, 
but  a  lack  of  the  same  policy  for  the 
building  itself. 

Mr.  LAUSCHE.  Yes.  That  is  my  view 
of  it. 

In  addition,  those  who  have  been  alert 
and  who  have  installed  modern  equip¬ 
ment  as  they  have  gone  along  will  not 
receive  the  benefits  of  the  bill.  Those 
who  have  been  slothful  will.  I  submit 
that  is  not  equality  of  treatment. 
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Fifth.  The  bill  would  decrease  needed 
revenues  not  only  in  fiscal  year  1963  but 
also  in  each  year  hereafter.  This  is  not 
to  be  a  1-year  shot.  It  is  to  be  a  per¬ 
manent  tax  bill.  It  would  decrease  the 
revenues  each  year  hereafter  so  long  as 
these  provisions  remain  in  the  statutes 
of  our  country. 

As  a  summary,  I  voted  against  lifting 
the  debt  ceiling.  I  did  so  because  I 
thought  the  time  had  come  to  begin  to 
pay  off  our  debt,  especially  in  a  period 
of  prosperity.  How  could  I  in  July  vote 
against  lifting  the  debt  ceiling  and  in 
September  vote  for  a  measure  which 
would  induce  borrowing  and  create  a 
situation  when  the  administration  again 
would  have  to  come  back  to  the  Congress 
for  another  authorization  to  remove  the 
limitation  on  the  right  to  borrow? 

There  will  be  a  $6  billion  deficit  in 
fiscal  year  1963.  There  is  a  prospective 
$10  billion  deficit,  in  my  opinion,  in  fiscal 
year  1964. 

This  morning  I  read  in  the  newspaper 
that  the  authorities  are  down  in  the 
caverns  of  Fort  Knox  hauling  out  gold. 
For  what?  Our  international  short¬ 
term  creditors  are  demanding  gold,  being 
unwilling  to  take  our  dollars. 

Daily  in  the  newspapers  is  the  discus¬ 
sion  of  the  grave  problem  dealing  with 
out  adverse  international  balance  of 
payments  on  dollars. 

Mr.  MORSE.  Mr.  President,  will  the 
Senator  yield? 

Mr.  LAUSCHE.  I  yield. 

Mr.  MORSE.  The  Senator  takes 
note,  I  am  sure,  that  some  of  the  same 
countries  which  want  our  gold  also  want 
our  foreign  aid,  but  our  administration 
is  not  willing  to  eliminate  the  millions 
and  millions  and  millions  of  dollars  of 
waste  in  the  foreign  aid  program,  which 
has  caused  some  of  us  to  vote  against  the 
foreign  aid  bill. 

Mr.  LAUSCHE.  During  this  debate 
there  has  been  a  discussion  of  the  gold 
situation.  There  was  a  time  when  we 
had  $24  billion  worth  of  gold.  That  is 
now  down  to  about  $16  billion  worth; 
$11  billion  of  that  $16  billion  worth  of 
gold  is  earmarked  by  statute  as  being  the 
support  for  our  currency  and  for  de¬ 
posits  in  the  Federal  Reserve  banks — 
$11  billion  taken  from  the  $16  billion 
leaves  only  $5  billion  worth  of  gold  avail¬ 
able  to  pay  $20  billion  worth  of  debts,  if 
our  creditors  demand  gold  instead  of 
dollars. 

For  a  month  there  was  some  sort  of 
tranquillity  in  the  international  field,  and 
there  was  confidence  restored  that  we 
would  not  suffer  a  further  attrition  of 
this  limited  gold  possession,  but,  as  I 
say,  I  was  startled  this  morning  to  see 
that  at  Fort  Knox  they  are  moving  out 
gold,  taking  it  to  the  banks  in  New  York, 
where  it  will  be  used  to  pay  off  the  short¬ 
term  creditors. 

If  we  have  a  deficit  of  from  $6  to 
$7  billion  in  fiscal  year  1963  and  a  de¬ 
ficit  of  $10  billion  in  fiscal  year  1964, 
there  will  be  a  further  loss  of  gold. 

The  public  does  not  generally  under¬ 
stand  the  significance  of  this  situation  in 
our  Government.  In  my  opinion  it  is 
rather  generally  unmindful  of  what  is 
happening. 


I  submit  that  the  bill  which  is  pend¬ 
ing  before  the  Senate,  if  passed,  instead 
of  remedying  problems  confronting  our 
country,  would  aggravate  them. 

There  is  a  grave  question  about  the 
need  of  providing  an  incentive  to  indus¬ 
try  and  business  for  the  purpose  of  in¬ 
ducing  them  to  install  capital  equip¬ 
ment  and  machinery.  An  examination 
of  the  fiscal  situation  of  corporation  will 
show  that  money  is  available.  If  there 
is  any  hesitation  about  investing,  it  is 
because  of  fear  rather  than  the  absence 
of  money. 

To  summarize,  I  am  in  favor  of  tax  re¬ 
ductions,  but  those  tax  reductions  must 
be  first  built  upon  a  reduction  of  ex¬ 
penditures.  There  seems  to  be  no  pur¬ 
pose  to  reduce  expenditures,  and  I  can¬ 
not  go  along  with  the  proposal.  I  shall 
vote  against  the  bill. 


RICHARD  RODGERS 

!r.  JAVITS.  Mr.  President,  we  have 
a  NW  Yorker  of  whom  we  are  extreme¬ 
ly  proud — Richard  Rodgers,  the  great 
composer. 

The  hearings  on  various  bills  for  sup¬ 
port  of  the  arts  which  have  just  been 
concluded  \y  a  special  subcommittee  of 
the  Committee  on  Labor  and  Public  Wel¬ 
fare  have  repeatedly  emphasized  the 
tremendous  contribution  that  our  artists 
are  making  toward  enhancement  of  our 
national  prestige\  abroad.  One  man 
whose  music  and  \ongs  have  become 
world-famous  as  welNas  an  integral  part 
of  American  culture  re  the  great  com¬ 
poser,  Richard  Rodgers^  Who  does  not 
know  his  songs  from  “Oklahoma,”  “South 
Pacific,”  “The  King  and  l\  “The  Sound/ 
of  Music,”  “No  Strings,”  ancKprany  othe; 
famed  works  from  his  pen? 

The  60th  birthday  of  this\talent6d, 
great-hearted  and  much  belovea\Arnreri- 
can  was  celebrated  on  June  28,  190y  and 
a  luncheon  in  his  honor  was  hAl  on 
that  day  by  his  friends.  I  ask /unani¬ 
mous  consent  to  have  printed'  in  the 
Record  excerpts  from  the  speeches  o5 
tribute  by  Robert  W.  Dowling;  August' 
Heckscher;  Robert  Moses;  pr.  William 
Schuman,  of  the  Lincoln  c/nter  for  the 
Performing  Arts;  Dr.  Peter  Mennin, 
president  of  the  Juilliard'  School;  Ben¬ 
nett  Cerf,  publisher;  Alary  Martin; 
Stanley  Adams,  president  of  ASCAP; 
David  Keiser,  president  of  the  New  York 
Philharmonic;  and  /Dr.  Lawrence  H. 
Chamberlain,  vice  p/esident  and  provost 
of  Columbia  University,  which  were  so 
deservedly  paid  t /  Richard  Rodgers  at 
the  luncheon  he/d  at  the  Waldorf-As¬ 
toria  Hotel,  New  York. 

There  being  txo  objection,  the  excerpts 
were  ordered  /o  be  printed  in  the  Record, 
as  follows: 

Mr.  Dowling.  Our  guest  of  honor  antici¬ 
pated  this  /vent  back  in  1946  for  in  that 
year  he  e/nposed  and  coproduced  “Happy 
Birthday/ and  I  am  very  privileged  indeed  to 
extend  to  him  on  behalf  of  Mayor  Wagner 
and  th/  8  million  people  of  our  city  our 
gratit/le  for  what  he  is  and  our  affectionate 
best  wishes. 

a/gust  Heckscher.  Now,  I  am  very  proud 
and  happy  to  be  able  to  carry  to  this  occa- 
si/i  a  message  from  the  President  of  the 
lited  States : 


“I  am  delighted  to  join  with  you  all  in 
greeting  Richard  Rodgers  on  this  significant, 
birthday.  He  has  written  the  music  whicl 
the  generation  sings,  songs  of  land  an 
sea,  of  war  and  peace,  reminding  us  in  charg¬ 
ing  ways  of  the  strange  and  wonderful Ex¬ 
perience  it  is  to  be  an  American  in  the  20th 
century.  The  musical  theater  in  our  coun¬ 
try  has  reached  new  heights  in  consi/rable 
part  due  to  his  gifts.  With  all  of  yoiy  I  wish 
for  Mr.  Rodgers  many  more  years  a/l  many 
more  songs  for  our  delight. 

“John  F.  Kennedy." 

There  is  really  nothing  that  I  An,  or  per¬ 
haps,  should  add.  When  we  think  of  Dick 
Rodgers  we  think,  do  we  not/ of  an  inex¬ 
tinguishable  and  irrepressible/quality  about 
the  man,  music  that  come/  from  him  as 
naturally  as  water  bubbles  yp  from  a  spring. 

For  such  a  man  a  birth/ay  cannot  be,  in 
the  end,  a  terribly  signmcant  event.  The 
pattern  of  his  life  seei/s  to  be  that  of  a 
radiance  which  moves  o/tward  from  the  cen¬ 
ter,  not  that  of  a  journey  marked  by  rather 
clreary  milestones  wit/  its  beginnings  and  its 
ends,  with  its  uphil/  and  downs. 

And  yet,  in  spite  pi  all  that,  it  is  wonder¬ 
ful,  it  seems  to  m/  that  we  are  having  this 
party,  which  bri/gs  us  all  together,  and  I 
cannot  but  express  my  own  delight  that  I 
am  able  to  tak /  part  in  the  tribute. 

In  speaking /of  Mr.  Rodgers,  I  could  speak 
of  the  hour/ of  wonder  I  have  had  along 
with  million's  of  others,  due  to  his  music. 
I  could  sp/ak,  more  solemnly,  of  what  he 
has  meanyto  the  American  theater  here  and 
across  th/  world. 

Robei/  Moses.  A  tired  public  official  does 
not  re/ird  the  theater  as  a  place  of  wrath 
and  tears.  He  goes  to  Broadway  not  for 
torti/e  and  catharsis  but  to  be  transplanted 
inti/ a  world  of  melody  somewhere  between 
gr/id  opera  and  Viennese  waltzes.  This  is 
ttye  domain  where  Dick  Rodgers,  working 
/ith  Larry  Hart,  then  with  Oscar  Hammer- 
Stein  and  now  on  his  own,  has  reigned  su- 
'  preme. 

New  York  put  its  OK  on  “Oklahoma,”  and 
a  western  State  anthem  in  the  authentic 
American  idiom  was  born.  And  so  it  went 
until  the  conviction  grew  that  in  this  com¬ 
poser  there  was  more  than  a  touch  of  the 
universal. 

The  yodeling  of  funereal  Wagnerian 
Valkyries  is  for  the  afficionados.  The  tired 
husband  cannot  endure,  even  to  support  his 
wife’s  claims  to  culture,  the  throaty  bellow¬ 
ing  of  vast  pachyderms  emoting  in  a  foreign 
language,  and  so  he  surreptitiously  closes  his 
yeyes  and  hopes  he  won’t  be  caught  napping. 

But  this  barbarian  is  wide  awake  at  Dick 
Rodgers’  shows,  chuckles,  hums,  marks  time, 
ancV  helps  the  conductor  direct  the  orches¬ 
tra. 

Dick  Rodgers,  we  salute  you.  Millions  of 
feet  wkl  continue  to  beat  time  to  your 
tunes  w\en  the  works  and  voices  of  more 
pretentious  men,  who  strut  and  fret  on 
the  stage  Inday  are  mercifully  forgotten. 

Thank  yotk  for  preserving  our  optimism, 
our  faith  an<l  our  very  sanity  in  a  be¬ 
witched,  bothered,  and  bewildered  world,  and 
for  giving  us  so  ra^any  moments  of  unalloyed 
happiness. 

Dr.  William  SchJman.  I  like  to  feel  that 
I  am  not  a  freak  because  I  neither  sleep  at 
Rodgers’  plays  nor  at  Wagnerian  operas,  nor 
at  symphony  concerts  onconcerts  of  chamber 
music  or  choral  music  or\any  other  kind  of 
music. 

Dick  Rodgers  is  a  musical  knti-isolationist. 
He  has  done  more  than  almost  any  other 
man  I  can  think  of  in  the  fleltl  of  music  to 
break  down  this  kind  of  false  isolationism  to 
to  which  the  Commissioner  made\uch  witty 
and  feeling  reference. 

I  would  say  that,  although  I  ha\e  been 
asked  to  speak  for  music,  I  can  really  only 
speak  for  myself  and  those  of  my  colleagues 
whom  I  see  in  the  audience,  and  manV  of 
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of  peacekeeping  and  policing  the  coun¬ 
try  And  Into  the  constructive  Job  of  economic 
and  technical  assistance. 

OnceVthis  transition  Is  accomplished,  we 
will  hav\made  a  major  contribution  toward 
lasting  peace  and  security,  not  only  in  Africa 
but  throughout  the  world. 

This  is  wimt  we  hope  will  be  achieved 
through  the  united  Nations  Congo  plan  of 
reconciliation.  Vnd  this  is  why  we  are  giving 
our  full  support  a)ad  best  efforts  toward  mak¬ 
ing  this  plan  success 

We  hope  you  will  jt(in  us  in  support  of  this 
endeavor, 

HIGHER  EDUCATION  AND  ITS 
RELATIONSHIP  T<\  ECONOMIC 
GROWTH 
Mr.  MANSFIELD.  Mr.  President,  will 
the  Senator  from  Minnesota  yield  me  1 
minute? 

Mr.  HUMPHREY.  I  yield  1  mifvyte  to 
the  Senator  from  Montana. 

Mr.  MANSFIELD.  Mr.  President, N^e 
all  recognize  the  ever-increasing  impor 
tance  of  college  education  and  post-\ 
graduate  work  in  this  advanced  techni¬ 
cal  age  in  which  we  live.  The  need  for 
advanced  education  is  not  only  limited 
to  a  person’s  advancement  but  there  is 
also  a  direct  relationship  between  edu¬ 
cation  and  economic  growth.  This  is  a 
subject  recently  discussed  by  the  able 
president  of  Montana  State  College, 
Roland  R.  Renne,  in  an  article  he  pre¬ 
pared  for  the  September  edition  of  Mon¬ 
tana  Education,  the  official  publication 
of  the  Montana  Education  Association. 

Mr.  President,  I  ask  unanimous  con¬ 
sent  that  that  article  may  be  printed  at 
this  point  in  tne  Record. 

There  being  no  objection,  the  article 
was  ordered  to  be  printed  in  the  Record, 
as  follows : 

Higher  Education  and  Economic  Growth 
(By  Roland  R.  Renne) 

Quality  education  and  research  are  essen¬ 
tial  to  the  future  sound  growth  and  prosper¬ 
ity  of  Montana  and  the  Nation.  The  best 
proof  of  this  is  our  record  to  date.  There  is 
no  doubt  that  great  natural  resources,  a 
capitalistic  form  of  enterprise,  freedom  of 
trade  and  movement  of  products,  services, 
and  people  among  the  50  States  have  all  con¬ 
tributed  significantly  to  our  record  of  growth 
and  power.  But  these  three  factors  are  not/ 
unique  with  America. 

What  is  unique  and  undoubtedly  the  rryfet 
important  single  factor  accounting  for/our 
progress  is  our  system  of  universal  free1' pub¬ 
lic  schools.  The  emphasis  on  individual  at¬ 
tainment  and  the  opportunity  to'  develop 
one’s  abilities  to  the  fullest  possible  extent 
through  publicly  financed  schools  from  kin¬ 
dergarten  through  college  ha/e  raised  the 
standards  and  increased  th/ wants  of  our 
people,  and  have  at  the  sanfe  time  provided 
the  means  of  fulfillment  /by  increased  pro¬ 
ductivity  and  invention/ 

The  record  is  perhaps  best  exemplified  in 
the  field  of  agriculture.  Just  100  years  ago, 
the  Congress  of  the  United  States  created 
the  Department  or Agriculture  and,  by  pas¬ 
sage  of  the  Mor/lll  Act,  authorized  the  es¬ 
tablishment  of/at  least  one  land-grant  col¬ 
lege  of  agriculture  and  mechanic  arts  in  each 
State.  Grams  of  land  for  the  endowment 
of  such  colleges  were  authorized  and  annual 
appropriations  made  to  meet  part  of  the 
costs  or  instruction.  Later  (1887)  an  ex¬ 
tensive  system  of  agricultural  research 
thro/gh  experiment  stations  was  set  up  to 
unpbver  new  scientific  facts  and  develop 
((proved  methods  of  production  and  mar¬ 


keting  agricultural  products.  Still  alter,  in 
1914,  a  system  of  adult  education  was  es¬ 
tablished  and  financed  by  joint  contribu¬ 
tions  of  Federal,  State,  and  county  govern¬ 
ments.  This  cooperative  extension  service 
takes  the  latest  discoveries  of  the  agricul¬ 
tural  experiment  stations  and  passes  them 
on  to  farm  and  ranch  operators  who  put 
them  to  practical  use.  In  Montana,  the 
main  station  is  at  Bozeman  and  the  seven 
branch  stations  are  spread  over  the  State  to 
meet  the  varied  soil,  weather,  and  other  pro¬ 
duction  influences  peculiar  to  the  different 
areas  of  Montana. 

So  effective  has  been  this  three-way  system 
of  resident  instruction,  research,  and  adult 
education  that  today  American  agriculture 
efficiency  and  achievement  are  the  envy  of 
the  entire  world.  Only  8  percent  of  our 
population  is  required  to  produce  all  the 
food  and  fiber  we  need,  with  considerable  to 
spare  to  help  feed  and  clothe  people  in  other 
lands.  In  some  countries,  over  90  percent  of 
the  population  is  required  in  agriculture 
and  even  the  more  advanced  nations  have 
about  half  of  their  labor  force  engaged  in 
farming.  Only  one-fifth  of  our  income  is 
spent  for  food  while  in  most  other  leading 
nations  40  to  50  percent  is  required. 

This  progress  in  agriculture  has  released 
Lllions  of  people  from  farming  to  do  other, 
things  and  has  made  possible  our  highly  dl, 
versified,  industrialized,  and  powerful  Natic 
In  other  words,  we  can  have  a  high  standard 
of  living  and  at  the  same  time  spend  billions 
on  military  strength.  We  can  and  (Jo  have 
both  “gums  and  butter.’ 

If  thgre  over  was  a  convincing/record  of 
the  contributions  of  quality  higher  educa¬ 
tion  and  research  to  economic/growth,  it  is 
plainly  before  u\  in  what  has/nappened  and 
is  happening  in  American  /Agriculture,  and 
Montana  is  high  among  the  States  in  the 
dynamic  growth  an^  progress  of  its  agri¬ 
culture. 

It  seems  strange,  thb^fore,  in  the  face  of 
such  convincing  evidences,  that  the  percent¬ 
age  of  our  national  incomXspent  on  educa¬ 
tion,  both  public/schools  anCT  higher  educa¬ 
tion,  has  declined  steadily  fok  more  than  a 
decade  and  thdt  Montana  pubSic  education 
and  research'  are  suffering  a  serous  dollar 
crisis.  Today,  less  than  1  percent  (nine- 
tenths  olA.  percent)  of  our  gross  Rational 
product/is  spent  on  higher  education  and 
only  y  percent  on  elementary  and\sec- 
ondayy  education.  The  figures  for  Montana 
are/quite  comparable. 

in  the  meantime,  business  and  indust 
fave  stepped  up  their  expenditures  for  re- 
'search  and  development.  In  fact,  in 
American  industry  competition  has  become 
“a  race  in  innovation.”  Talk  with  business¬ 
men  in  almost  any  field  and  you  find  them 
convinced  that  growing  research  budgets  are 
a  necessity  for  companies  who  want  to  sur¬ 
vive.  They  say  "Just  stop  your  research  for 
a  year  while  your  competitors  keep  right 
on.  You’ll  be  dead.  Research  fosters  steady 
growth  even  in  times  of  recession.” 

In  the  electronics  industry,  for  example, 
it  is  estimated  that  products  unknown  10 
years  ago  account  for  80  percent  of  its  cur¬ 
rent  sales.  Chemical  companies  expect  60 
percent  of  their  1975  sales  to  be  based  on 
new  products  which  are  now  in  the  intro¬ 
ductory  stages  or  still  to  be  invented.  The 
National  Science  Foundation  reports  that 
during  the  decade  1945-55  the  rate  of 
growth  of  industrial  research  was  about 
14  percent  per  year,  greater  than  that  of 
any  other  major  economic  activity. 

The  scientists  for  this  expanded  research 
program  and  increased  economic  activity 
come  from  our  college  classrooms  and 
laboratories.  If  the  job  of  the  colleges  is 
poorly  done,  it  will  result  in  our  inability 
to  maintain  an  effective  rate  of  growth  and 
cause  a  serious  lessening  of  our  economic 
and  national  strength. 


For  the  past  several  years,  we  have  beep 
living  with  shortages  of  chemists,  physicisji 
engineers,  and  other  physical  scientists.  For 
many  years,  we  have  known  that  we  /need 
more  doctors  and  other  medical  persmmel, 
including  nurses,  than  have  been  available 
to  maintain  a  desirable  standard  eft  health 
services.  Shortages  of  qualified  school  teach¬ 
ers  have  constituted  a  serious  pvbblem  since 
World  War  II,  especially  in ythe  fields  of 
mathematics  and  science.  /The  expansion 
of  college  enrollments,  wjrii  prospects  of 
even  gerater  numbers  jus// ahead,  has  given 
us  fair  warning  that  there  will  soon  be 
acute  shortages  of  competent  college  and 
university  teachers,  /we  have  also  been 
hard  pressed  to  provide  adequate  numbers 
of  skilled  workers  And  technicians  in  many 
fields.  / 

This  demand' for  an  ever-growing  num¬ 
ber  of  scientifically  educated  and  trained 
people  seem/ to  be  built  into  our  American 
system  of/free  enterprise  and  economic 
growth.  /The  availability  of  trained  man¬ 
power  hastens  economic  growth;  its  absence 
acts  as  a  brake  on  advancement.  There 
w°u/  be  compelling  reasons  for  our  con¬ 
cern'  over  a  shortage  of  trained  manpower, 
ej/n  if  the  Communist  threat  to  freedom 
id  not  exist. 

The  investment  we  make  in  education  is 
the  heart  of  the  solution  to  our  manpower 
needs.  Strengthening  and  improving  edu¬ 
cational  institutions  is  the  most  important 
means  of  securing  adequate  numbers  of 
highly  trained  people  needed  in  numerous 
fields  of  activity.  Aside  from  health,  educa¬ 
tion  constitutes  society’s  major  investment 
in  people.  We  have  reached  the  point  where 
education  must  be  recognized  as  an  invest¬ 
ment  in  quite  new  and  different  terms. 

Whenever  private  enterprise  or  a  business 
corporation  6ees  an  opportunity  to  expand, 
to  increase  its  output  and  make  a  larger 
profit,  it  does  not  hesitate  to  increase  its 
capital  investment  and  enlarge  its  plant. 
Investment  proceeds  automatically  by  plow¬ 
ing  back  funds  from  earnings  into  capital 
expansion.  Where  such  earnings  are  inade¬ 
quate,  borrowing  occurs  either  through 
banks,  issuance  of  bonds,  or  issuance  of 
stock,  but  investment  in  people  (education) 
is  largely  undertaken  by  the  community 
from  public  funds. 

Support  for  this  public  investment,  of 
course,  is  dependent  upon  decisions  by  tax¬ 
payers  or  their  elected  representatives  to 
transfer  funds  from  other  uses.  However, 
the  process  by  which  the  investment  need 
or  the  relative  investment  needs  are  weighed 
is  not  automatic.  Frequently,  it  is  a  much 
obated  controversial  subject  because  there 
are  many  who  through  ignorance,  selfishness, 
misinformation  or  for  other  reasons,  are  not 
convinced  that  a  tax  dollar  can  be  spent  as 
efficiently  for  public  investment  as  a  dollar 
can  be  \pent  in  the  private  sector  of  our 
economyA  The  result,  too  often,  is  that  the 
tax  cost  is\not  related  to  benefits  received, 
immediatelySpr  over  the  longer  pull,  but  is 
branded  as  wasteful,  so  the  public  invest¬ 
ment  is  not  made. 

The  hour  is  lake.  Indeed  it  is  later  than 
we  think.  In  a  year  or  two  much  larger 
numbers  of  Montana  high  school  graduates 
will  be  knocking  at  dur  college  doors  to  be 
prepared  for  more  effective  service  in  our 
highly  scientific  and  technological  age.  If 
our  Montana  economy  is  t\  grow  and  develop 
as  it  could  and  should,  herdeaders  in  busi¬ 
ness,  agriculture,  labor,  and  government 
must  see  to  it  that  her  higher  educational 
institutions — the  university  system — receive 
adequate  financial  support.  Onlyvwith  ade¬ 
quate  financial  support  can  thes^v  institu¬ 
tions  render  services  vital  to  growth  and 
development. 

The  degree  to  which  this  responsibility  is 
met  will  determine,  more  than  any  ottier 
single  factor,  the  degree  of  Montana’s  fV- 
ture  economic  and  cultural  progress. 
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EXPRESSION  OP  THANKS  TO  SEN- 
ATOR\MORSE,  SENATOR  ENGLE, 
AND  SENATOR  KEATING 
Mr.  MANSFIELD.  Mr.  President,  at 
this  time  I  wish  to  thank  the  Senator 
from  Oregon  [MrNMoRSE],  the  Senator 
from  California  [mk,  Engle]  ,  and  the 
Senator  from  New  Yo*k  [Mr.  Keating] 
for  the  consideration  tliw  showed  last 
night  in  allowing  the  Senate  to  proceed 
to  the  third  reading  of  the  rax  bill  be¬ 
fore  they  made  their  speeches\nd  re¬ 
marks.  They  held  them  in  abfesmnce 
until  that  was  done;  and  I  thank  th^m 
for  the  consideration  they  have  shownS 


September  6 


REVENUE  ACT  OF  1962 

The  Senate  resumed  the  consideration 
of  the  bill  (H.R.  10650)  to  amend  the  In¬ 
ternal  Revenue  Code  of  1954  to  provide 
a  credit  for  investment  in  certain  de¬ 
preciable  property,  to  eliminate  certain 
defects  and  inequities,  and  for  other  pur¬ 
poses. 

Mr.  HUMPHREY.  Mr.  President,  I 
wish  to  renew  my  request  of  a  few  min¬ 
utes  ago  for  unanimous  consent  that 
there  be  a  quorum  call,  and  I  call  it  to 
the  attention  of  the  minority  leader.  I 
ask  unanimous  consent  that  there  now 
be  a  quorum  call,  and  that  the  time  re¬ 
quired  for  it  be  divided  equally  between 
the  two  sides. 

The  PRESIDING  OFFICER  (Mr. 
Burdick  in  the  chair).  Is  there  objec¬ 
tion?  Without  objection,  it  is  so  ordered. 

Mr.  HUMPHREY.  Then,  Mr.  Presi¬ 
dent,  I  now  suggest  the  absence  of  a 
quorum. 

The  PRESIDING  OFFICER.  The 
clerk  will  call  the  roll. 

The  Chief  Clerk  proceeded  to  call  the 
roll. 

Mr.  HUMPHREY.  Mr.  President,  I 
ask  unanimous  consent  that  further 
proceedings  under  the  quorum  call  be 

qi  1  qnpn  1-1  p/1 

The  PRESIDING  OFFICER.  With¬ 
out  objection,  it  is  so  ordered. 

Mr,  HUMPHREY.  Mr.  President,  I 
understand  the  Senator  from  Wisconsin 
[Mr.  Proxmire]  would  like  to  speak  on 
the  tax  bill,  and  I  will  yield  15  minutes 
to  him. 

Mr.  PROXMIRE.  I  thank  the  Sena¬ 
tor. 

The  PRESIDING  OFFICER.  The 
Senator  from  Wisconsin. 

Mr.  PROXMIRE.  Mr.  President,  any 
revenue  measure  which  comes  to  the 
Senate  or  the  House  should  meet,  above 
all,  the  standard  of  justice  and  equity. 
It  is  important  that  it  provide  adequate 
revenues;  but  justice  and  equity  should 
be  the  prime  criteria  for  judging  any 
revenue  measure. 

The  tax  bill  before  the  Senate  as  it 
emerged  from  the  administration  was 
designed  to  do  a  number  of  things,  but 
two  primarily :  First,  to  stimulate  invest¬ 
ment  in  plant  and  equipment;  second,  to 
plug  a  number  of  loopholes  in  our  tax 
laws.  As  designed  by  the  administra¬ 
tion,  it  was  expected  to  increase  revenues 
by  some  $500  million.  This  was  the  esti¬ 
mate  of  the  Treasury. 

The  kind  of  tax  bill  now  pending  does 
not  meet  either  the  criteria  of  justice 


or  the  criteria  of  revenue  adequately. 
Furthermore,  it  will  not  achieve  either  of 
the  two  purposes  for  which  the  adminis¬ 
tration  designed  it.  It  will  not  stimulate 
investment.  It  will  not  significantly 
plug  loopholes. 

Mr.  President,  last  year  our  Govern¬ 
ment’s  mammoth  deficit  was  some  $6  to 
$7  billion.  In  the  coming  year  virtually 
everyone  expects  that  we  will  suffer  an¬ 
other  heavy  deficit.  Under  these  cir¬ 
cumstances  it  is  unwise  for  the  Congress 
to  adopt  a  revenue  measure  which  would 
sharply  reduce  revenues. 

This  is  especially  true  in  view  of  the 
fact  that  only  a  few  weeks  ago  the  ad¬ 
ministration  acted  to  modify  deprecia¬ 
tion  schedules  to  reduce,  in  effect,  the 
tax  liability  of  American  business  by  $1% 
billion.  This  was  a  wise  and  necessary 
action.  But  it  means  that  in  the  pres¬ 
ent  year  the  big  deficit  previously  pre¬ 
dicted  will  be  increased  another  $114 
billion. 

RED-INK  BILL 

The  bill  which  is  before  the  Senate 
cuts  even  deeper  into  red  ink.  The  $500 
million  surplus  which  the  bill  would  have 
provided,  as  originally  designed  by  the 
Treasury  and  the  administration,  now 
turns  out  to  be  a  $700  million  revenue 
loser. 

Mr.  President,  I  want  very  briefly  to 
run  through  the  reasons  for  that  reve¬ 
nue  loss  and  point  out  how  thoroughly 
and  completely  unjustified  each  of  these 
cuts  below  administration  recommenda¬ 
tions  is. 

The  issues  I  am  going  to  discuss  have 
to  do  with  the  actions  taken  by  the  Con¬ 
gress  in  contradicting  the  position  orig¬ 
inally  taken  by  the  administration  and 
the  President. 

UTILITY  GIVEAWAY  THOROUGHLY  UNJUSTIFIED 

The  administration  recommended 
that  utilities  not  be  given  an  investment 
credit.  Secretary  Dillon  made  a  very 
comprehensive  study,  one  of  the  finest 
and  most  scholarly  studies  I  have  read, 
showing  that  the  investment  credit  could 
not  possibly  increase  the  investment  by 
utilities  in  plant  and  equipment. 

I  comprehensively  documented  the 
case  against  this  utility  giveaway  by 
putting  into  the  Record  two  superlative 
scholarly  studies  nailing  the  case  to  the 
mast  in  detail.  The  studies  were  made 
by  higher  competent  economists.  The 
credit  for  utilities  is  going  to  cost  the 
Government  of  the  United  States  $225 
million,  and  the  testimony  is  overwhelm¬ 
ing  on  the  part  of  competent  economists 
who  have  studied  the  subject  that  it 
could  not  increase  the  investment  by 
utilities  in  plant  and  equipment.  As  a 
matter  of  fact,  not  only  economists,  but 
competent  businessmen  who  are  closest 
to  this  situation,  even  though  they  would 
benefit  greatly,  have  said  so.  The  vice 
president  and  comptroller  of  the  Ameri¬ 
can  Telephone  &  Telegraph  Co.  testi¬ 
fied  that  in  the  experience  of  this  great 
company  this  investment  credit  provi¬ 
sion  was  unwise  and  would  not  increase 
the  A.T.  &  T.  investment  in  plant  and 
equipment,  although  A.T.  &  T.  would  get 
a  $75  million  annual  windfall,  one-third 
of  all  the  benefits  going  to  utilities. 


ADMINISTRATION  S  PLUGGING  FOREIGN  INVEST¬ 
MENT  LOOPHOLE  PLUGGED 

In  the  second  place,  the  Senate  acted 
to  eliminate  the  action  which  the  ad¬ 
ministration  recommended  which  would 
have  ended  the  deferral  of  taxes.  And 
in  its  other  action  on  foreign  investment 
it  reduced  by  $175  million  the  revenues 
designed  to  be  obtained  originally  by  the 
administration. 

GAS  PIPELINE  GIVEAWAY 

In  the  third  place,  probably  the  least 
justifiable  provision  in  the  bill  is  that 
gas  pipelines  are  given,  not  an  invest¬ 
ment  credit  of  3  percent  as  all  other 
utilities  are  given,  but  an  investment 
credit  of  7  percent.  Of  course,  the  ad¬ 
ministration  recommended  that  gas  pipe¬ 
lines  be  given  no  investment  credit 
whatsoever,  and  Secretary  Dillon  was 
very  specific  in  pointing  out  that  there 
was  no  excuse  at  all  to  give  gas  pipe¬ 
lines  an  investment  credit,  since  they 
build  their  pipelines  on  the  basis  of 
certificates  of  convenience  and  necessity, 
and  since  they  have  been  expanding 
very  rapidly  indeed,  and  every  pipeline 
is  going  to  be  built  without  any  relation 
to  their  corporate  income  tax  or  any 
modification  of  their  corporate  income 
tax. 

BUSINESS  EXPENSE  LOOPHOLE  KEPT  OPEN 

In  the  fourth  place,  Mr.  President,  the 
Senate  acted  to  refuse  to  close  business 
expense  loopholes  significantly.  It  acted 
against  the  recommendations  of  the  ad¬ 
ministration,  and  it  acted  in  doing  so 
in  a  way  that  loses  virtually  $200  million 
of  revenue  which  otherwise  would  have 
flowed  to  the  Treasury. 

As  the  Senator  from  Tennessee  [Mr. 
Gore]  pointed  out  so  eloquently,  this  was 
not  only  a  matter  of  raising  revenues 
which  should  be  raised  and  of  having 
people  pay  taxes  which  should  be  paid, 
but  also  a  very  real  and  definite  moral 
issue.  One  of  the  most  unfortunate 
aspects  of  American  economic  life  is  the 
expense  account  racket,  which  we  all 
recognize.  It  is  one  of  the  most  morally 
degrading  aspects  of  American  life. 
Businessmen  themselves  in  many  cases 
recognize  it  is  wrong,  but  Congress  has 
decided  not  to  take  effective  action 
against  it,  although  there  was  a  minor 
improvement  in  the  law. 

TWIN  CITIES  RAPID  TRANSIT  GETS  FREE-VETO- 
PROOF  RIDE 

In  addition  to  these  actions,  the  Senate 
insisted  on  loading  onto  the  tax  bill 
special  interest  legislation  for  the  Twin 
Cities  Rapid  Transit  System.  One  com¬ 
pany  is  to  be  given  relief  in  the  tax  bill,  a 
relief  which  the  President  refused  to  ap¬ 
prove  in  a  bill  submitted  to  him  last 
year.  In  fact,  the  President  specifically 
vetoed  the  bill  because  it  was  unjustifi¬ 
able.  The  Senate  acted  to  put  that 
relief  for  the  Twin  Cities  Rapid  Transit 
System  onto  the  tax  bill  to  make  it 
vetoproof. 

Mr.  President,  any  Senator  who  con¬ 
scientiously  acts  on  the  proposed  legis¬ 
lation  should  be  inclined  to  vote  against 
the  bill  if  only  on  the  grounds  of  the 
special  interest  legislation  for  one  com¬ 
pany,  and  the  precedent  it  would  provide. 
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BELL  SUBSIDIZES  BUSINESS  LOBBYING 

In  my  judgment,  the  worst  provision 
in  the  bill  is  the  subsidizing  of  lobbying 
of  the  Congress,  of  State  legislatures,  and 
of  city  councils  by  business  through  the 
Federal  Government,  in  effect,  paying 
half  the  cost  of  that  lobbying.  This  will 
be  true  because  this  bill  authorizes  corpo¬ 
rations  for  the  first  time  to  deduct  lobby¬ 
ing  expenses  in  computing  taxes.  I  think 
all  of  us  who  have  served  in  State  legis¬ 
latures  or  in  the  Congress  recognize  that 
lobbying  by  business  groups  is  very  in¬ 
tense  and  very  effective.  Mostly,  that 
lobbying  is  informative.  I  see  no  reason 
why  it  should  be  discouraged.  As  a  mat¬ 
ter  of  fact,  there  is  a  constitutional  pro¬ 
tection  for  lobbying.  But  I  cannot  see 
any  justification  for  Congress  writing 
into  the  tax  laws  a  subsidy,  in  effect,  for 
corporations  to  engage  in  this  kind  of 
lobbying,  particularly  in  view  of  the  fact 
that  it  would  give  a  special  advantage  to 
those  who  seek  pecuniary  advantage  out 
of  legislation,  as  opposed  to  those  who 
stand  up  to  fight  for  conviction,  for 
ideals,  and  for  principles,  but  not  so 
that  they  will  get  particular  financial 
advantage  from  legislation. 

Mr.  President,  in  the  Washington  Post 
and  Times  Herald  there  was  published 
this  morning  a  very  excellent  editorial 
commenting  on  the  tax  bill,  indicating 
why  the  tax  bill  should  be  rejected.  I 
quote  briefly  from  that  editorial: 

Faith  in  the  processes  of  democratic  gov¬ 
ernment  is  hardly  likely  to  be  enhanced  by 
the  Revenue  Act  of  1962  which  is  about  to 
be  passed  by  the  Senate.  A  week  ago  it  was 
fair  to  charge  that  the  administration’s 
original  proposals  had  been  mutilated  al¬ 
most  beyond  recognition.  In  the  interim 
the  Senate  in  a  veritable  fit  of  perversity 
passed  amendments  which  will  make  our 
system  of  personal  taxation  more  inequitable 
and  more  difficult  to  administer  than  ever 
before. 

In  tracing  the  process  of  transmogrifica¬ 
tion,  it  is  necessary  to  go  back  to  President 
Kennedy’s  tax  proposals  of  April,  1960.  At 
that  time  he  outlined  measures  designed  to 
close  tax  loopholes  which  covered  interest 
and  dividend  income,  savings  institutions, 
expense  accounts  and  foreign  corporate  sub¬ 
sidiaries.  His  loophole-closing  measures 
would  have  added  $2.3  billion  to  Federal 
revenues,  thus  more  than  offsetting  the  in¬ 
vestment-credit  loss  of  $1.7  billion.  But  in 
their  passage  through  the  House  and  the 
Senate  Finance  Committee  the  loophole¬ 
closing  provisions  were  systematically 
weakened  or  eliminated  and  the  bill  that 
reached  the  floor  of  the  Senate,  shorn  of  its 
dividend-interest  withholding  provision, 
would  have  resulted  in  a  net  revenue  loss 
of  nearly  $700  million. 

SENATE  REDUCED  ADMINISTRATION’S  RECOM¬ 
MENDATION  FOR  PLUGGING  LOOPHOLES  BY  A 

WHOPPING  $1.2  BILLIONS 

In  that  connection  I  point  out  that 
with  the  $600  million  of  loss  through  the 
knocking  out  of  the  withholding  pro¬ 
vision;  with  the  $225  million  of  loss 
through  the  provision  for  investment 
credit  for  utilities,  which  was  opposed 
by  the  administration;  with  the  $190 
million  of  loss  as  a  result  of  the  Senate 
failing  to  follow  the  administration’s 
proposals  for  eliminating  entertainment 
as  a  business  expense;  with  the  $175  mil¬ 
lion  loss  through  failing  to  follow  this 
administration’s  recommendation  to 
tighten  up  the  evasion  in  foreign  invest¬ 


ment;  there  is  a  total  of  $1,200  million 
of  provisions  recommended  by  the  ad¬ 
ministration  for  loophole  closing  which 
were  rejected  by  the  Senate. 

This  involves  $1,200  million,  ignoring 
the  fact  of  the  Dirksen  amendment  and 
ignoring  the  Douglas  depletion  allow¬ 
ance  amendment  or  the  Williams  of  Del¬ 
aware  depletion  allowance  amendment. 

Mr.  President,  I  quote  further  from 
the  editorial: 

But  the  Senate  was  not  satisfied  with  the 
handiwork  of  its  Finance  Committee  and  it 
proceeded  to  pervert  as  well  as  attenuate  the 
remains  of  what  had  been  a  good  tax  bill. 
By  a  vote  of  51  to  13  it  joined  the  House  in 
overturning  a  1959  Supreme  Court  decision 
which  declared  that  business -lobbying  ex¬ 
penditures  are  not  tax  deductible.  *  *  * 
The  *  *  *  measure  will,  according  to  Sena¬ 
tor  Douglas,  “legitimize  tremendous  expend¬ 
itures  by  special  interests  to  affect  legis¬ 
lation”  while  not  providing  comparable 
treatment  to  lobbyists  “for  the  general 
interest.” 

NOT  A  KENNEDY  OR  BYRD  BILL - A  KERR  BILL 

Mr.  President,  I  do  not  think  anyone, 
on  the  basis  of  the  Senate’s  record,  could 
call  this  a  “Kennedy  bill.”  It  certainly 
is  not  a  Kennedy  bill.  No  one  could 
call  it  a  “Dillon  bill.”  It  has  very  little 
identification  with  the  recommenda¬ 
tions  made  by  the  Secretary  of  the 
Treasury.  No  one  can  call  it  the  “Byrd 
bill.”  I  would  expect  the  chairman  of 
the  Finance  Committee  to  vote  against 
the  bill.  For  the  first  time  in  30  years, 
he  filed  minority  views. 

This  is  the  bill  of  the  distinguished 
Senator  from  Oklahoma  [Mr.  Kerr], 
the  very  able  uncrowned  king  of  the 
Senate. 

In  this  connection,  Mr.  President,  I 
should  like  to  quote  from  a  telling  col¬ 
umn  published  in  the  New  York  Times 
this  morning  entitled  “A  First  Reader  on 
Washington  for  Children  of  the  Space 
Age”: 

Look,  Jerry,  look.  See  the  New  Frontiers¬ 
man.  Look  and  see  the  New  Frontiersman 
run.  He  is  running  to  the  Capitol  to  save 
the  program.  Be  careful.  Do  not  get  in  his 
way  or  he  will  have  to  step  on  you.  Why 
does  the  New  Frontiersman  have  to  step  on 
people  who  get  in  his  way? 

Because,  little  children,  he  is  pragmatic. 
He  is  tough  minded.  He  is  hard  nosed. 
Look  at  his  hard  nose.  See  his  tough  mind. 
Is  he  not  a  splendid  sight?  He  will  soon 
teach  Senator  Robert  S.  Kerr  to  leave  the 
program  alone.  It  is  lucky  that  you  are 
not  Senator  Robert  S.  Kerr  or  you  would 
have  to  look  the  New  Frontiersman  in  the 
eye  and  feel  his  hard  nose. 

But  what  is  this?  Senator  Robert  S.  Kerr 
is  throwing  the  program  out  the  window. 
See  the  medicare  bill  fly  away.  See  the  tax 
bill  fly  away.  See  the  trade  bill  scattered 
on  the  air.  This  will  make  the  New  Fron¬ 
tiersman  very  cross,  will  it  not?  Poor  Sena¬ 
tor  Robert  S.  Kerr. 

Look,  the  New  Frontiersman  is  advancing. 
Why  is  the  Senator  not  running?  Why  is  he 
smiling?  Why  is  he  tweaking  the  New 
Frontiersman’s  nose?  Look,  he  is  giving  the 
New  Frontiersman  a  new  program.  It  is  the 
Senator  Robert  S.  Kerr  program.  The  New 
Frontiersman  is  accepting  it.  He  is  smil¬ 
ing  at  the  Senator  and  shaking  the  Sena¬ 
tor’s  hand.  What  a  splendid  sight.  This 
is  democracy  in  action. 

Why  did  the  New  Frontiersman  not  stop 
the  Senator  from  throwing  the  President’s 
program  out  the  window?  Children,  you 
have  much  to  learn.  Remember,  the  New 
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Frontiersman  is  pragmatic.  Stand  back. 
Stand  back.  He  is  leaving  for  the  White 
House.  You  must  not  smile  at  him  or  he 
will  ask  if  you  think  there  is  something 
funny  about  trying  to  run  a  country. 

The  PRESIDING  OFFICER.  The 
time  of  the  Senator  from  Wisconsin  has 
expired. 

Mr.  PROXMIRE.  Mr.  President,  I  ask 
that  I  may  have  2  minutes  more. 

Mr.  MANSFIELD.  Mr.  President,  I 
yield  the  Senator  2  additional  minutes. 

Mr.  PROXMIRE.  Mr.  President,  the 
fact  is  that  this  is  a  special  interest  tax 
bill.  It  is  a  tax  bill  for  the  gas  interests. 
It  is  a  tax  bill  for  one  company  in  Minne¬ 
sota.  It  is  a  tax  bill  for  the  tax  dodgers 
overseas  and  for  the  business  expense 
tax  dodgers.  It  is  a  tax  bill  that  will 
increase  our  deficit,  not  decrease  it.  It 
is  a  tax  bill  which  will  provide  no  justice 
and  no  equity  for  the  little  taxpayer.  It 
will  provide  no  relief  whatsoever  for  the 
little  taxpayer,  although  it  will  reduce 
revenues  by  some  $700  million. 

Mr.  President,  in  conclusion,  it  seems 
to  me  that  the  one  criterion  on  which 
any  revenue  measure  must  pass,  if  it  is 
to  be  approved  by  the  Congress,  is  that 
it  be  just  and  equitable. 

Well  justice  and  equity  lost.  Why? 
Justice  lost  because  special  interests  care 
very  deeply  about  tax  legislation.  They 
fight  for  it.  They  work  for  it.  They 
spend  time  and  effort — thousands  of 
hours  and  huge  sums — lobbying  the  pub¬ 
lic  and  the  Congress. 

They  have  able  and  diligent  represent¬ 
atives  in  the  Congress  who  know  how 
to  fight  for  their  interest. 

The  special  interests  won  because  they 
cared — deeply  cared.  On  the  basis  of 
any  evaluation  of  the  measure  that  comes 
before  the  Senate  it  is  not  just,  it  is  not 
equitable;  it  is  discriminatory  and  un¬ 
fair.  Mr.  President,  it  should  be  rejected. 
For  that  reason  I  intend  to  vote  against 
the  tax  bill.  I  yield  the  floor. 

Mr.  KERR.  Mr.  President,  will  the 
Senator  from  Montana  yield  to  me  10 
minutes  on  the  bill? 

Mr.  MANSFIELD.  I  yield  10  minutes 
to  the  Senator  from  Oklahoma. 

Mr.  KERR.  Mr.  President,  I  have 
been  very  interested  in  the  remarks  of 
the  Senator  from  Wisconsin.  I  wish  to 
congratulate  him  on  the  high  quality  of 
the  reading  material  he  has  been  investi¬ 
gating  and  going  over.  I  have  been 
going  over  some  of  the  reading  material 
that  he  has  made  available  to  Senators. 
Day  before  yesterday,  in  supporting  his 
amendment  to  strike  from  the  bill  the 
investment  credit  provision  for  regulated 
utilities,  he  placed  into  the  Record 
about  22  pages  of  material  which,  I  am 
frank  to  confess,  Mr.  President,  I  do 
not  understand. 

The  Senator  is  one  of  the  most  re¬ 
nowned  advocates  of  economy  in  the 
Senate.  I  am  sure  that  his  putting  into 
the  Record  the  material  at  a  cost  to  the 
taxpayers  of  nearly  $2,000  showed 
marked  restraint  on  his  part,  because  he 
could  have  put  in  $5,000  worth  of 
material.  When  he  put  in  only  about 
$2,000  worth,  he  was  very  moderate  and 
entirely  consistent  with  his  advocacy 
of  rigid  economy. 
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He  put  into  the  Record  a  study  which, 
he  said,  was  a  very  scholarly  study. 
Perhaps  it  is.  The  Senator  from  Okla¬ 
homa  is  not  a  very  scholarly  person 
and  therefore  would  not  be  expected  to 
recognize  the  attributes  of  scholarly 
writings  when  he  sees  them.  The  study 
is  by  Mr. — I  presume  it  is  a  mister, 
though  the  sex  is  not  stated — A-v-r-a-m 
K-i-s-s-e-l-g-o-f-f  and  Mr.  F-r-a-n-c-o 
M-o-d-i-g-l-i-a-n-i.  I  notice  that  some 
of  the  footnotes  referred  to  I.  Friend 
and  J.  B-r-o-n-f-e-n-b-r-e-n-n-e-r,  F. 
Modigliani  and  O.  H.  S-a-u-e-r-l-e-n- 
d-e-r,  R.  Eisner,  and  T.  H-a-a-v-e-l-m-o. 

Mr.  President,  I  think  they  are 
economists.  Since  the  Senator  from 
Oklahoma  is  not  an  economist,  he  would 
not  be  expected  to  understand  such 
things. 

But  the  algebraic  equations  in  the 
material  inserted  in  the  Record  are 
what  particularly  intrigue  the  Senator 
from  Oklahoma.  For  example,  on  page 
17366  of  the  Record  I  noticed  equations 
based  upon  the  period  1924-41.  The 
economic  study  of  the  Senator  from 
Wisconsin  was  purportedly  made  in  1957. 
But  I  think  it  was  an  anthology  of  either 
mythology  or  antiquity. 

On  page  17366 1  read  that — 

(I/A)  <  =  18.9  — ,162(IIr/A)  f +  62.9ri 

Then  appear  some  other  algebraic  fig¬ 
ures  with  which  the  Senator  from  Okla¬ 
homa  is  not  familiar.  A  plus  sign  over  a 
minus  sign  appears.  The  Senator  from 
Oklahoma  has  always  thought  that 
plus/minus  equals  minus.  I  do  not 
know  whether  that  is  true  in  this  case 
or  not,  but  I  rather  suspect  it  is. 

We  then  find: 

(±.805)  (±42.7) 

■R  =  .22  S  =  122.0 

Then  just  below  that  equation  I  dis¬ 
cover,  to  my  mystification  but  delight, 
because  I  am  curious — I  love  to  learn 
things  even  if  I  do  not  understand 
them — that — 

(2) 

(I/A)  (  =  297-. 909(11' '/A)  i-!  +  61.7r(-i 

I  am  mystified  because  in  the  equation 
above  we  had  discovered  that — 

( I/A )  I  =  1 8.9  —  .162  ( W/A ) ,  +  62 .9, < 

Down  beneath  that  equation  I  dis¬ 
covered,  according  to  the  printed  expres¬ 
sion,  that  the  same  designation,  that  is, 
(I/A)  t  equals  297  minus  .909 — something. 

As  I  go  through  the  study  and  observe 
the  equations,  I  come  to  the  statement, 

This  Idea  has  been  aptly  developed  by 
H.  B.  Chenery  In  “Overcapacity  and  Ac¬ 
celeration  Principle,”  Econometrica. 

The  first  time  I  looked  at  the  expres¬ 
sion  I  thought  it  was  Metrecal.  But  I 
knew  it  could  not  have  been  because 
Metrecal  had  not  been  discovered  when 
this  knowledge  first  dawned  upon  who¬ 
ever  it  was  that  the  Senator  from  Wis¬ 
consin  was  quoting. 

Then  I  thought  it  might  mean 
“egocentric.”  But  I  know  that  nothing 
the  Senator  from  Wisconsin  would  put 
into  the  Record  could  possibly  be  such 
or  indicate  such. 

But  I  was  glad  that  the  idea  was  aptly 
developed  by  Mr.  Chenery.  If  it  had 
been  a  “c”  it  might  have  been  chicory. 


and  I  know  what  that  is.  That  is  some¬ 
thing  that  one  who  lives  in  the  South 
puts  into  his  coffee  if  he  wants  to  ruin 
it.  I  am  not  right  sure,  but  I  believe 
if  this  thing  that  he  put  into  the  Record 
was  not  ruined  when  he  put  it  in,  then 
it  has  been  accomplished  for  him. 

I  notice  that: 

APf'+1=(I  +  i)2Pi-j. 

A  man  who  can  figure  that  out  and 
put  it  in  the  Record  for  the  benefit  of 
posterity  has  rendered  a  service  that 
probably  no  other  man  in  the  Senate 
could  render. 

It  distresses  me  that  I  am  unable  to 
evaluate  the  extent  of  the  sendee.  It 
even  distresses  me  that  there  might  be 
other  Members  of  the  Senate  who  are 
unaware  of  the  extent  of  the  service  this 
renders.  I  am  sure  that  it  is  a  service, 
or  the  Senator  from  Wisconsin  would 
not  have  done  it. 

Then  I  read: 

This  leads  by  substitution  in  equation 
(3)  to: 

Il-a[Pi-1d+h2/Si-1-(P/S)  i] 

=  a(I  +  i)2[P<-i/S<-i— 1/ (I+i) 2(P/S)  ] 

Right  now  I  would  suggest  that  the 
Public  Printer  use  bigger  type;  or,  if  the 
Senator  from  Wisconsin  is  going  to  put 
this  sort  of  thing  in  the  Record,  he 
should  furnish  Senators  with  magnify¬ 
ing  glasses. 

Mr.  MANSFIELD.  Mr.  President,  will 
the  Senator  yield? 

Mr.  KERR.  I  yield. 

Mr.  MANSFIELD.  I  would  suggest 
most  respectively  that  the  Senator  from 
Oklahoma  join  the  Senator  from  Penn¬ 
sylvania  [Mr.  Clark],  who  is  urging  that 
a  new  format  be  adopted  for  the  Con¬ 
gressional  Record.  The  Senator  from 
Pennsylvania  would  also  include  car¬ 
toons  and  illustrations,  and  so  forth. 

Mr.  KERR.  Cartoons  could  not  com¬ 
pete  with  this,  because  I  could  look  at 
cartoons  and  get  some  idea  of  what  the 
cartoonist  had  in  mind.  I  am  unable 
to  conceive  what  the  perpetrator  of  this 
thing  had  in  mind. 

The  PRESIDING  OFFICER.  The  time 
of  the  Senator  has  expired. 

Mr.  MANSFIELD.  I  yield  2  addition¬ 
al  minutes  to  the  Senator  from  Okla¬ 
homa. 

Mr.  KERR.  Exploring  through  the 
ramifications  of  these  algebraic  equa¬ 
tions  has  given  me  more  pleasure  than 
when  I  flunked  Greek.  I  want  to  say 
about  Greek,  however,  that  there  is  a 
possibility  that  a  man  of  limited  intel¬ 
ligence  can  eventually  learn  something 
about  Greek.  On  the  other  hand,  if  the 
Senator  from  Wisconsin  understands 
what  he  put  into  the  Record  he  has 
missed  his  calling.  He  ought  to  be  out 
at  CalTech  directing  the  space  probe 
that  is  on  its  way  to  Venus  now.  In¬ 
stead  of  correcting  its  line  of  flight  at 
100  million  miles  out  in  space,  to  deflect 
it  from  its  course,  which  would  have 
taken  it  within  250,000  miles  of  Venus, 
with  a  correction  calculated  to  get  it 
within  9,000  miles  of  Venus,  a  man  with 
the  ability  to  understand  these  equa¬ 
tions  could  very  easily  get  the  space 
probe  within  a  quarter  of  a  mile  of  Venus 
and  never  even  touch  a  mountain  peak 


or  fall  into  a  crater  which  is  terrible, 
because  it  might  be  better  if  he  did. 

In  view  of  the  fact  that  the  taxpayers 
have  paid  nearly  $2,000  to  put  these 
algebraic  equations  into  the  Record,  so 
that  Senators  in  their  spare  time  might 
conjure  them,  and  so  that  posterity 
through  all  the  years  to  come  might  be 
mystified  or  enthralled  or  captivated  by 
them,  I  wish  to  express  whatever  is  due 
the  Senator  from  Wisconsin  for  having 
put  them  in  the  Record,  because  never 
again  will  the  Senator  from  Oklahoma 
need  to  be  bored  or  uninterested  or  minus 
something  to  captivate  his  imagination 
or  to  challenge  his  attention.  Who 
knows — perhaps  some  day  in  the  oc¬ 
cupancy  of  this  earth  by  the  Senator 
from  Oklahoma  he  may  have  a  small 
portion  of  that  kind  or  degree  of  intel¬ 
ligence  which  the  Senator  from  Wis¬ 
consin  possesses,  which  permitted  the 
Senator  from  Wisconsin  to  make  avail¬ 
able  to  the  Senator  from  Oklahoma  and 
others  this  delightful,  fascinating,  mys¬ 
terious,  and  unintelligible  conglomera¬ 
tion  of  figures  by  a  man  whose  name  I 
spelled  but  could  not  pronounce,  in 
order  that  all  this  may  be  available  to 
the  Members  of  the  Senate  to  help  them 
arrive  at  the  conclusion  as  to  how  to 
vote  on  the  pending  bill. 

Mr.  MANSFIELD.  Mr.  President,  I 
yield  15  minutes  to  the  Senator  from 
Pennsylvania. 

Mr.  CLARK.  Mr.  President,  I  thank 
the  majority  leader.  I  now  yield  to  the 
Senator  from  Wisconsin. 

PROXMIRE  reply  to  kerb  on  scholarly  work 

IN  RECORD 

Mr.  PROXMIRE.  I  know  the  Senator 
from  Pennsylvania  has  only  15  minutes, 
and  that  he  would  like  to  deliver  his 
speech. 

In  response  to  the  Senator  from  Okla¬ 
homa  I  merely  wish  to  say  that  the  Sen¬ 
ator  has  made  a  typical  response  to  my 
speech,  which  wholly  ignored  the  merits 
of  what  I  had  to  say  about  the  tax  bill. 

The  Senator  spent  all  his  time  deriding 
scholarly  studies  I  put  into  the  Record. 
These  were  studies  which  had  been  cited 
by  the  Secretary  of  the  Treasury  as 
definitive  and  authoritative.  They 
showed  that  in  the  utility  industry  and 
in  the  telephone  industry,  demand  rather 
than  cost  elements  determined  invest¬ 
ment  in  plant  and  equipment.  The  only 
way  the  investment  credit  could  possibly 
stimulate  investment  would  be  by  work¬ 
ing  through  the  corporation  income  tax, 
that  is  on  cost. 

It  is  perfectly  clear,  in  view  of  the 
very  comprehensive  study  to  which  the 
Senator  from  Oklahoma  has  referred, 
and  that  I  placed  in  the  Record,  that  it 
is  not  possible  for  investment  to  be  stim¬ 
ulated  by  reducing  utility  costs.  Mr. 
Kisselgoff  and  Mr.  Modigliani,  two  very 
eminent  economists  who  developed  cost 
studies  of  this  kind,  are  recognized 
economists  throughout  the  world,  and 
are  extremely  able.  Mr.  Paul  Clark  is 
another  eminent  economist  who  con¬ 
tributed  excellent  work.  Both  studies 
are  recognized  as  definitive  studies  in 
this  field. 

It  is  a  sad  day  in  the  Senate  when  a 
Senator  cannot  put  into  the  Record 
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definitive  and  authoritative  works  in  eco¬ 
nomics  by  recognized  scholars  in  the 
‘field,  without  that  work  being  sarcasti¬ 
cally  ridiculed,  demeaned,  and  held  up  to 
scorn  because  the  subject  is  complicated. 
Admittedly  this  is  the  kind  of  writing 
that  takes  hard  work  to  understand. 

While  I  have  respect  for  the  general 
intellectual  capacity  of  the  Senator  from 
Oklahoma,  the  Senator  from  Oklahoma 
it  is  true  may  not  be  able  to  understand 
some  of  the  complex  economic  studies 
without  a  great  deal  of  effort. 

On  the  other  hand,  I  think  there  are 
Members  of  the  Senate,  a  number  of 
them  on  both  sides  of  the  aisle,  who  may 
be  able  to  understand  this  more  readily 
than  can  the  Senator  from  Oklahoma. 

Mr.  President,  should  we  follow  a 
policy  in  the  Senate  of  introducing  noth¬ 
ing  into  the  Record  which  the  Senator 
from  Oklahoma  cannot  understand  that 
might  reduce  the  size  of  the  Record. 
But  does  it  mean  that  he  becomes  the 
Senate’s  censor?  I  certainly  think  it 
was  worthwhile  to  put  this  tremen¬ 
dously  important  and  authoritative 
work  into  the  Record,  because  these 
studies  bore  directly  on  my  amendment. 
They  were  completely  relevant  in  sup¬ 
port  of  my  position  and  in  opposition  to 
a  provision  that  would  have  cost  the 
Government  not  $2,000,  but  $225  million. 
In  this  kind  of  fight  on  the  floor  of  the 
Senate  to  save  the  general  taxpayers 
$225  million,  it  is  well  worth  calling 
scholarly  work  to  the  attention  of  all 
Senators. 

I  thank  the  Senator  from  Pennsyl¬ 
vania  for  yielding  to  me. 

Mr.  CLARK.  Mr.  President,  this  is 
indeed  a  sad  day  for  the  Senate.  We  are 
about  to  pass  a  bill  which  I  hope  will  not 
bear  the  name  of  any  Senator.  I  would 
like  the  names  of  all  Senators  to  go  down 
in  history  as  eminent  and  able  men 
whose  names  are  affixed  only  to  legis¬ 
lation  of  which  they  can  be  proud  in 
the  long  course  of  history. 

Searching  around  for  a  name  for  the 
bill,  I  have  concluded  that  it  might  be 
just  as  well  to  call  it  the  “tax  dodger’s 
delight.”  I  think  that  would  perhaps 
be  better  than  to  try  to  tag  its  author¬ 
ship  on  any  particular  Senator,  because 
so  many  Senators  during  the  course  of 
the  long  and  sometimes  tedious  debate 
on  the  bill  have  played  their  fair  share 
in  earning  for  it  the  title  which  I  suggest. 

The  original  administration  tax  incen¬ 
tive  and  reform  proposal  would,  accord¬ 
ing  to  the  Treasury  Department,  have 
increased  annual  revenues  by  $768  mil¬ 
lion.  That  was  the  kind  of  bill  I  hoped 
to  be  able  to  vote  for  and  see  enacted. 
One  of  my  purposes  during  my  term  of 
office  in  the  Senate  has  been  to  do  what 
I  could  to  eliminate  inequitable  and  un¬ 
just  tax  loopholes  through  which  large 
sums  of  money  were  seeping  day  by  day, 
month  by  month,  and  year  by  year.  This 
constant  seepage  resulted  from  inequi¬ 
table  loopholes,  taken  advantage  of  by 
those  who,  while  we  may  not  want  to 
charge  them  with  the  harsh  term  “tax 
dodger,”  nonetheless  were  taking  every 
possible  advantage  of  tax  avoidance 
made  possible  by  these  loopholes.  In 
large  part  they  not  only  have  not  been 


closed,  but,  in  some  instances,  have  been 
widened.  In  at  least  one  major  instance, 
that  of  lobbying  expenses,  a  new  loop¬ 
hole  has  been  created  which  did  not  exist 
before  the  bill  which  is  about  to  be  passed 
came  to  the  floor  . 

The  $768  million  of  tax  savings  which 
the  President’s  original  proposal  con¬ 
templated  were  reduced  by  the  House  to 
$135  million.  I  think  that  was  most 
unfortunate;  but  we  still  had  in  the 
House  bill  legislation  which  would  have 
increased,  not  decreased,  revenues. 

As  the  bill  now  is  before  the  Senate,  my 
best  estimate  of  the  revenue  loss  is  $490 
million.  Stated  differently,  the  Treas¬ 
ury,  during  the  first  full  fiscal  year  that 
the  bill  will  be  in  effect,  would  have  been 
$1,258  million  better  off  under  the  orig¬ 
inal  proposals  of  the  administration  than 
under  the  Senate  committee  bill.  The 
Treasury  would  have  been  $625  million 
better  off  under  the  House  version  than 
under  the  Senate  version.  In  my  opin¬ 
ion,  the  Treasury  will  be  close  to  $500 
million  worse  off  as  the  result  of  what 
the  Senate  is  about  to  do  than  it  is 
today. 

I  am  aware  that  these  estimates  are 
not  firm.  They  could  not  be,  under  the 
constantly  changing  situation  as  amend¬ 
ments  are  adopted  or  rejected  on  the 
floor  of  the  Senate.  I  am  aware  also 
that  the  Treasury  was  willing  to  go  along 
with  the  statement  in  the  committee  re¬ 
port  that  the  net  loss  of  revenue  under 
the  committee  bill  might  be  as  small  as 
$15  million.  The  gross  loss,  they  said, 
would  have  been  $210  million.  But  I 
have  some  reason  to  believe  that  the 
Treasury — at  least,  some  of  the  responsi¬ 
ble  officials  of  the  Treasury  who  are 
charged  with  making  these  estimates — 
were  very  unhappy  with  the  figures  of  a 
$210  million  gross  loss  and  a  $15  million 
net  loss.  I  think  that  in  moments  of 
candor,  perhaps  off  the  record,  many  re¬ 
sponsible  Treasury  officials  would  can¬ 
didly  admit  that  the  $500  million  esti¬ 
mate  I  have  given,  which  is  based  in 
large  part  on  Treasury  estimates  but 
supplemented  by  studies  made  by  the 
very  able  staffs  of  Senator  Douglas  and 
Senator  Gore,  is  much  closer  to  the 
actual  fact. 

I  think  we  may  take  it  pretty  much  as 
true  that  the  bill  which  orginally  was 
designed  to  close  inequitable  and  un¬ 
just  loopholes  and  to  grant  an  invest¬ 
ment  credit  to  corporations  and  busi¬ 
nesses,  in  the  hope  that  the  credit  would 
stimulate  their  retooling,  cut  their  costs, 
and  thus  contribute  to  a  step-up  in  our 
economy  and  and  increase  in  our  gross 
national  product,  has  now  been  con¬ 
verted  into  something  far  different. 

Let  me  review  briefly  the  major  loop¬ 
holes  the  administration  requested  legis¬ 
lation  to  close,  which  are  not  closed  or 
only  partially  closed  in  the  pending  bill. 

The  first  is  the  expense-account  situa¬ 
tion.  In  June  of  1960,  the  Senate 
adopted,  by  a  vote  of  45  to  39,  an  amend¬ 
ment  which  I  sponsored,  which  was 
called  at  that  time  the  anti-swindle- 
sheet  amendment.  That  amendment, 
which  was  promptly  kicked  out  in  con¬ 
ference  by  the  Senate  conferees,  a  ma¬ 
jority  of  whom  were  opposed  to  it  on 
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the  floor,  would,  I  think,  have  pretty 
well  curtailed  tax  abuses  of  expense  ac¬ 
counts  and  would  have  brought  back, 
in  my  opinion,  some  fundamental  in¬ 
tegrity  and  ethics  in  the  area  of  what  is 
and  what  is  not  necessary  and  legiti¬ 
mate  business  expense.  The  Senate  the 
other  day  reversed  its  action  of  1960,  and 
the  end  result  is  that  a  pale  and  inef¬ 
fective  expense-account  amendment  has 
been  adopted,  which  in  truth  means  no 
substantial  change  in  what  has  come  to 
be  referred  to  as  our  expense-account 
economy.  It  other  words,  in  large  part, 
the  loophole  of  the  swindle  sheet  is  still 
in  effect. 

Next,  the  effort  to  close  the  loophole 
dealing  with  the  capital  gain  treatment 
of  income  derived  from  the  sale  of  de¬ 
preciable  real  property,  which  the  ad¬ 
ministration  favored  taxing  at  ordinary 
tax  rates,  was  completely  eliminated. 

Third,  no  effort  was  ever  made  to  re¬ 
peal  the  4-percent  dividend  credit  and 
the  $50  dividend  exclusion,  although 
their  repeal  was  originally  recommended 
by  the  administration. 

Foux-th,  the  treatment  of  foreign  in¬ 
come  was  far  less  rigorous  than  the  ad- 
ministi'ation  had  requested.  The  bill 
which  the  Senate  is  about  to  pass  re¬ 
laxed  the  administration  proposals,  with 
a  substantial  loss  of  revenue. 

Fifth,  the  proposal  of  the  administra- 
tion  with  respect  to  mutual  insurance 
companies  was  also  relaxed,  with  the  re¬ 
sult  that  the  net  yield  will  be  less  than 
the  administration  asked  for. 

Sxith,  and  perhaps  most  important  of 
all,  the  withholding  of  tax  on  dividends 
and  interest  was  eliminated  from  the 
House  bill,  resulting  in  the  largest  loss 
of  revenue  of  all — approaching  $900  mil¬ 
lion  per  annum  of  revenue  owed  to  the 
Governmeixt  under  existing  law. 

I  have  tried  to  follow  the  arguments 
in  opposition  to  the  withholding  tax; 
and  I  find  myself  as  confused  as  the 
Senator  from  Oklahoma  [Mr.  Kerr] 
purported  to  be  a  few  moments  ago  when 
he  was  commenting  on  some  vei-y  help¬ 
ful  and  useful  treatises  on  the  tax 
effects  on  our  economy,  which  the  Sen¬ 
ator  from  Wisconsin  [Mr.  Proxmire]  in¬ 
troduced  into  the  Record.  I  simply 
cannot  understand  how  anyone - - 

The  PRESIDING  OFFICER.  The  time 
yielded  to  the  Senator  from  Pennsyl¬ 
vania  has  expired. 

Mr.  CLARK.  Mr.  President,  I  ask  for 
5  more  minutes. 

Mr.  MANSFIELD.  Mr.  President,  I 
have  only  27  minutes  remaining  under 
my  control.  Will  the  Senator  from  Dela¬ 
ware  yield  5  minutes  to  the  Senator  from 
Pennsylvania? 

Mr.  WILLIAMS  of  Delaware.  Yes. 
Mr.  President,  I  yield  5  minutes  to  the 
Senator  from  Pennsylvania. 

The  PRESIDING  OFFICER.  The 
Senator  from  Pennsylvania  is  recognized 
for  5  additional  minutes. 

Mr.  CLARK.  I  thank  the  Senator 
from  Delaware. 

Mr.  President,  I  cannot  understand 
how  anyone  who  has  studied  the  situa¬ 
tion  could  oppose  the  imposition  of  the 
withholding  tax  on  dividends  and  inter¬ 
est.  However,  I  have  made  my  argument 


CONGRESSIONAL  RECORD  —  SENATE 


17636 

in  that  regard,  and  a  large  portion  of 
the  Senate  disagrees  with  me. 

Seventh,  a  brandnew  loophole — one 
with  respect  to  lobbying  expenditures — 
has  been  introduced  into  the  bill. 

The  end  result  must  be  that  a  Senator 
is  torn  between  deciding  to  vote  for  the 
bill  or  deciding  to  vote  against  it. 

On  the  one  hand,  the  administration 
suggests  that  the  loss  of  revenue  will  be 
far  less  than  many  of  us  think,  and  urges 
that  if  the  bill  goes  to  conference,  the 
House  will  stand  firm  for  its  version  of 
the  bill,  and  the  conference  report  will 
be  one  which  some  of  us  might  be  able 
to  accept. 

On  the  other  hand,  the  Senate  version 
of  the  bill  does  not  do  in  any  way  what 
the  President  wants  to  have  done  or 
what  the  House  wanted  to  have  done,  or 
what  some  of  us — but,  unfortunately,  not 
enough — here  in  the  Senate  want  to  have 
done. 

Therefore,  I  am  in  a  dilemma.  I 
should  like  to  be  able  to  think  that  when 
the  bill  goes  to  conference,  there  will  be 
a  chance  that  the  conference  report  will 
be  such  that  those  of  us  who  hold  to  my 
philosophy  can  conscientiously  vote 
for  it. 

On  the  other  hand,  this  is  a  bad  bill. 
I  think — and  I  express  only  my  own  opin¬ 
ion — that  it  is  an  iniquitous  bill. 

It  is  very  difficult  for  me  to  under¬ 
stand  why  the  administration  and  the 
Treasury  are  willing  to  take  a  bill  which 
is  so  far  removed  from  what  the  Presi¬ 
dent  wanted. 

I  think  it  might  be  better  if  we  put  off 
the  whole  matter  until  next  year.  But 
because  I  should  like  to  see  the  Senate 
face  up  to  the  revenue  implications  of  the 
bill,  I  shall  shortly  offer  a  motion  to  re¬ 
commit,  with  instructions  to  the  Finance 
Committee  to  obtain  from  the  Treasury 
current  estimates  of  the  revenue  losses 
and  revenue  gains  from  the  bill  in  its 
present  form,  and  to  report  the  bill  back 
to  the  Senate  at  the  earliest  practicable 
time,  with  instructions  which  will  equal¬ 
ize  the  revenue  losses  and  the  revenue 
gains  to  be  derived  therefrom. 

But  before  I  do  so,  I  wish  to  refer 
briefly  to  another  matter:  During  this 
session  of  Congress  there  has  been  a 
great  deal  of  criticism  because  of  our  ef¬ 
forts  to  impose  rigorous  conflict-of- 
interest  restrictions  on  the  executive 
branch  of  the  Government  and  on  nomi¬ 
nees  to  judicial  offices  and  other  offices. 
We  have  been  rather  strict  in  that  re¬ 
gard.  But  with  respect  to  ourselves,  I 
think  it  only  fair  to  say  that  we  have 
been  lax. 

I  have  felt  increasingly,  as  time  has 
passed,  that  it  would  be  wise  for  every 
Senator  to  have  printed  in  the  Congres¬ 
sional  Record,  at  the  beginning  of  each 
session,  a  statement,  in  general  terms,  of 
his  assets,  so  that  the  public  generally 
could  determine  to  what  extent,  if  at  all, 
he  was  affected  by  conflicts  of  interest  as 
he  proceeded  to  act  in  committee  and  to 
vote  on  the  floor  with  respect  to  particu¬ 
lar  pieces  of  legislation. 

It  has  not  seemed  to  me  that  it  would 
be  either  necessary  or  desirable  for  mem¬ 
bers  of  the  general  public  or,  indeed,  for 
other  Senators  to  know  the  net  worth  of 


Senators;  but  I  think  it  desirable  that 
they  know  what  securities  Senators  hold 
and  from  what  sources  they  derive  out¬ 
side  income,  if  any.  This  seems  to  me  to 
be  particularly  pertinent  in  connection 
with  tax  legislation. 

So,  Mr.  President,  I  ask  unanimous 
consent  to  have  printed  at  this  point  in 
the  Record,  as  part  of  my  remarks,  a  list 
of  the  securities  which  I  held  on  August 
27,1962. 

There  being  no  objection,  the  list  was 
ordered  to  be  printed  in  the  Record,  as 
follows: 

List  of  Securities  Held  By  Senator  Joseph 
S.  Clark  August  27,  1962 
bonds 

Government 

U.S.  Treasury,  2>/2  percent. 

US.  Treasury  notes,  4%  percent. 

Municipals 

Allegheny  County,  Pa.,  Peoples  Road. 

Ambler  Junior  High  School  Authority, 
Pennsylvania. 

Bethlehem  School  District. 

City  of  Philadelphia,  3  percent. 

City  of  Philadelphia,  3  y2  percent. 

City  of  Lebanon,  Pa.,  3.30  percent. 

Com.  Pa.  Turnpike  Rev.  Ref.,  3  y2  percent. 

Cumberland  County  Inst.  District,  3  y2 
percent. 

Gettysburg  School  Authority,  Pennsyl¬ 
vania,  3 1/2  percent. 

Haverford  Township  School  District,  3  V2 
percent. 

Radnor  Township  School  District,  2.55  per¬ 
cent. 

Pennsylvania  State  Public  School  Build¬ 
ing,  3  y2  percent. 

State  Highway  and  Bridge  Authority  Com., 
Pennsylvania,  2  y2  percent. 

State  Highway  and  Bridge  Authority  Com., 
Pennsylvania,  3  y2  percent. 

West  Goshen  Sewer  Authority,  3  percent. 

COMMON  STOCKS 

American  Telephone  &  Telegraph. 

Armstrong  Cork. 

Avery  Island,  Inc. 

Campbell  Soup  Co. 

First  Pennsylvania  Banking  &  Trust  Co. 

Franklin  Life  Insurance  Co. 

Friends  Suburban  Housing,  Inc. 

Insurance  Co.  of  North  America. 

International  Business  Machines  Corp. 

Johns-Manville. 

Modem  Community  Developers,  Inc. 

Oxford  Paper  Co. 

Penguin  Books  Regd. 

Rohm  &  Haas  Co. 

Scott  Paper  Co. 

Sel-Rex  Corp. 

PREFERRED  STOCK 

Newmont  Mining  Corp.,  4  percent  Cum. 
preferred. 

MISCELLANEOUS 

Bayhil  Fund 

Oil  royalties  paid  by  Humble  Oil  &  Re¬ 
fining  Co.  on  wells  drilled  on  Clark  family 
property  at  Avery  Island,  La. 

Mr.  CLARK.  Mr.  President,  I  point 
out,  with  respect  to  two  of  the  items, 
that  the  Bayhil  Fund  is  a  closely  held 
investment  trust  connected  with  an  in¬ 
vestment  banking  and  brokerage  firm 
which - 

The  PRESIDING  OFFICER.  The 
additional  time  yielded  to  the  Senator 
from  Pennsylvania  has  expired. 

Mr.  CLARK.  Mr.  President,  I  ask  for 
1  more  minute. 

Mr.  MANSFIELD.  Mr.  President,  I 
yield  1  more  minute  to  the  Senator  from 
Pennsylvania. 
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The  PRESIDING  OFFICER.  The 
Senator  from  Pennsylvania  is  recognized 
for  1  more  minute. 

Mr.  CLARK.  I  thank  the  majority 

leader. 

Mr.  President,  I  was  saying  that  the 
Bayhil  Fund  is  a  closely  held  investment 
trust  connected  with  an  investment 
banking  and  brokerage  company  which 
employs  my  son,  and  that  the  oil  royal¬ 
ties  paid  to  me  by  the  Humble  Oil  & 
Refining  Co.  constitute  the  major  part  of 
my  income  outside  my  Senate  salary. 

So,  Mr.  President,  I  move  that  House 
bill  10650  be  recommitted  to  the  Senate 
Finance  Committee,  with  instructions  to 
obtain  from  the  Treasury  Department 
current  estimates  of  revenue  losses  and 
revenue  gains  from  the  bill  in  its  present 
form,  and  to  report  the  bill  back  to  the 
Senate  at  the  earliest  practicable  time, 
with  recommendations  which  will  equal¬ 
ize  the  revenue  losses  and  the  revenue 
gains  to  be  derived  therefrom. 

Before  I  yield  to  the  majority  leader — 
who,  I  understand,  will  make  the  point  of 
order  which  he  has  told  me  he  is  pre¬ 
pared  to  make — I  wish  to  state  that  I 
would  not  request  a  yea-and-nay  vote  on 
the  question  of  agreeing  to  the  motion  to 
recommit. 

I  regret  very  much  that  the  majority 
leader  feels  it  necessary  to  make  the 
point  of  order. 

I  yield  the  floor. 

Mr.  MANSFIELD.  Mr.  President,  I, 
too,  regret  it;  but  I  do  so  only  because  I 
have  heard  rumors  to  the  effect  that  two 
Senators  on  the  other  side  might  also 
offer  motions  to  recommit.  So  I  think 
it  necessary  to  face  up  to  that  situation 
at  the  present  time. 

But  before  I  make  my  point  of  order, 
I  should  like  to  request — as  the  Senator 
from  Pennsylvania  [Mr.  Clark]  has  also 
requested — that  there  be  printed  in  the 
Record  a  list  of  my  assets;  I  have  none. 

Mr.  President,  I  make  the  point  of 
order  that  the  motion  of  the  Senator 
from  Pennsylvania  is  out  of  order. 

The  PRESIDING  OFFICER  (Mr.  Bur¬ 
dick  in  the  chair).  The  Chair  is  ready 
to  rule. 

The  unanimous-consent  agreement, 
entered  into  last  evening,  limits  debate 
on  the  pending  bill  today  to  not  exceed¬ 
ing  4  hours,  beginning  not  later  than 
9:15  a.m.  It  further  provides  that  after 
the  limitation  of  debate  has  expired,  a 
vote  shall  follow  on  the  final  passage  of 
the  bill,  thereby  fixing  a  specific  day  for 
passage.  Any  action  that  might  or  would 
prevent  this  final  vote  would  be  in  con¬ 
travention  of  the  unanimous-consent 
agreement.  If  the  motion  to  recommit 
were  agreed  to,  it  would  prevent  a  vote 
on  the  final  passage  of  the  pending  bill; 
and  therefore  the  motion  to  recommit  is 
not  in  order. 

Mr.  MANSFIELD.  I  thank  the  Chair. 
I  say  to  the  Senator  from  Pennsylvania 
that  I  deeply  regret  having  had  to  do 
this;  but,  unfortunately,  I  had  no  other 
choice. 

Mr.  CLARK.  Mr.  President,  will  the 
Senator  from  Montana  yield  30  seconds 
tome? 

Mr.  MANSFIELD.  Mr.  President,  I 
yield  1  minute  to  the  Senator  from  Penn¬ 
sylvania. 


1962 
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The  PRESIDING  OFFICER.  The 
Senator  from  Pennsylvania  is  recognized 
for  1  minute. 

Mr.  CLARK.  Mr.  President,  I  shall  not 
appeal  from  the  ruling  of  the  Chair,  al¬ 
though  in  my  judgment  the  ruling  is 
erroneous. 

I  point  out  that  almost  2  hours  remain 
before  the  time  scheduled  for  a  vote  on 
the  bill;  that  the  vote  on  the  motion  to 
recommit  would  be,  so  far  as  I  am  con¬ 
cerned,  a  voice  vote,  and  would  take 
perhaps  2  minutes,  thus  not  interfering 
in  any  way  with  the  scheduled  vote ;  and 
a  majority  of  the  Senate  should  always 
have  the  authority  to  modify  an  earlier 
consent  agreement;  and  that  therefore 
the  point  of  order  is  not,  either  prag¬ 
matically  or  legally,  well  taken. 

Mr.  BUSH.  Mr.  President - 

Mr.  WILLIAMS  of  Delaware.  Mr. 
President,  I  yield  10  minutes  to  the  Sen¬ 
ator  from  Connecticut. 

The  PRESIDING  OFFICER.  The 
Senator  from  Connecticut  is  recognized 
for  10  minutes. 

Mr.  BUSH.  Mr.  President,  I  regret 
very  much  that  I  feel  constrained  to  vote, 
on  the  question  of  final  passage,  against 
the  pending  measure. 

It  is  now  estimated  by  the  staff  of  the 
Joint  Committee  on  Internal  Revenue 
Taxation  that  the  bill  in  its  present  form 
will  produce  a  net  loss  of  revenue  ap¬ 
proximating  $600  million.  Coupled  with 
this,  we  see  no  potential  reduction  in  ex¬ 
penses  of  our  Government  for  the  com¬ 
ing  year,  but,  on  the  contrary,  we  ap¬ 
pear  to  be  facing  a  deficit  now  of  a  mini¬ 
mum  figure  of  $5  billion.  That  figure 
has  been  reliably  estimated — as  a  very 
conservative  figure.  I  have  heard  at 
least  one  estimate  from  a  source  I  con¬ 
sider  reliable  that  would  place  the  deficit 
at  approximately  $10  billion  in  the  fiscal 
year  of  1963. 

In  the  face  of  this  very  serious  budget¬ 
ary  situation,  which  has  very  formidable 
implications  so  far  as  our  balance  of  pay¬ 
ments  problem  is  concerned,  I  do  not  see 
how  I  can  support  a  measure  which  will 
produce  an  additional  deficit  by  virtue 
of  the  provisions  in  it. 

The  key  item  in  the  bill,  I  suppose,  or 
the  largest  item,  is  the  so-called  invest¬ 
ment  tax  credit  provision.  Having  re¬ 
viewed  carefully  the  debate  here  and  the 
testimony  in  hearings,  I  find  very  little 
support  for  the  tax  credit  measure.  It 
is  opposed  by  most  of  the  important 
organizations  who  one  would  think  would 
be  most  interested  in  it  and  most  com¬ 
petent  to  assess  its  value  to  American 
industry  and  business.  The  tax  credit 
provision  is  directed  solely  toward  that 
group.  It  is  opposed  by  the  U.S.  Cham¬ 
ber  of  Commerce.  It  is  opposed  by  the 
National  Association  of  Manufacturers. 
It  is  opposed  by  the  AFL-CIO.  It  is  op¬ 
posed  by  the  American  Farm  Bureau 
Federation. 

When  one  sees  that  group  united  in 
opposition  to  this  provision,  one  sees  a 
degree  of  unanimity  that  seldom  ap¬ 
pears. 

This  particular  tax  credit  is  a  dis¬ 
criminatory  measure  in  that  it  tends  to 
militate  against  the  well  operated,  suc¬ 
cessful,  farsighted  company  that  has 


gone  ahead  and  refurbished  its  plant, 
bought  new  machinery  and  equipment, 
so  that  for  the  next  5  years,  let  us  say, 
it  is  going  to  be  in  very  good  shape, 
whereas  a  company  which  has  been  lag¬ 
gard  in  keeping  up  with  modern  equip¬ 
ment,  and  has  done  little  moderniza¬ 
tion  or  improvement  of  plant,  will  get  a 
windfall  through  the  tax  credit. 

What  we  need  in  American  business 
is  not  a  tax  credit  for  a  small  segment 
of  American  industry;  what  we  need  is 
a  general  tax  revision  bill,  one  which 
deals  primarily  with  the  income  tax, 
which  looks  toward  eliminating  inequi¬ 
ties  in  the  income  tax,  both  corporate 
and  personal,  and  which  provides  more 
of  an  incentive  for  the  savers  of  our 
country,  at  all  levels,  to  invest  in  ex¬ 
panded  plant  facilities  of  all  kinds,  in¬ 
cluding  real  estate  and  buildings,  which 
are  excluded  under  this  provision  of  the 
bill.  What  is  needed  is  an  incentive  tax 
reform  measure. 

We  have  had  testimony,  as  I  have  said, 
from  leading  industrial  and  commercial 
groups  that  this  bill  does  not  provide  the 
incentive  that  is  so  sorely  needed. 

I  saw  in  the  papers  this  morning  men¬ 
tion  of  the  fact  that  the  unemployment 
rate  rose  sharply  and  unexpectedly  in 
mid-August,  to  a  seasonally  adjusted  5.8 
percent  of  the  work  force,  from  5.3  per¬ 
cent  a  month  earlier.  The  rise  disap¬ 
pointed  Federal  officials,  who  were 
pleased  last  month  when  the  rate  had 
fallen  from  5.5  percent  in  mid-June. 

This  increase  in  the  unemployment 
rate  comes  in  the  face  of  the  pending 
tax  bill,  which  appears  likely  to  pass  the 
Senate,  as  it  did  the  House,  and  become 
law.  So  it  seems  clear  that  the  so- 
called  investment  tax  credit  in  prospect 
has  had  very  little  effect  in  reviving 
business  confidence,  as  evidenced  in  the 
unemployment  figures. 

I  recognize  that  there  are  some  very 
useful  features  in  the  tax  bill.  Here 
again  we  face  the  same  dilemma  we  al¬ 
ways  face  in  omnibus  bills.  I  have  fre¬ 
quently  opposed  an  omnibus  bill  on  the 
basis  that  we  have  to  take  the  bitter 
with  the  sweet,  but  I  am  afraid  it  will 
be  a  long  time  before  Congress  will  get 
away  from  the  practice  of  considering 
omnibus  bills.  I  think  it  is  the  type  of 
legislation  which  enables  unnecessary 
and  unwarranted  provisions  to  get  into 
the  bill  in  order  for  the  Congress  to  avail 
itself  of  the  more  desirable  provisions 
which  do  appear  in  the  bill. 

Here  we  face  in  the  omnibus  bill  a 
net  loss  of  some  $600  million,  as  esti¬ 
mated  by  the  staff  of  the  Joint  Commit¬ 
tee  on  Internal  Revenue  Taxation,  in 
the  face  of  a  Federal  deficit  of  from  $5 
billion  to  as  much  as  $10  billion  for  the 
fiscal  year  1963. 

I  fear  the  passage  of  this  bill  will 
forestall  the  possibility  of  a  real  tax  re¬ 
form  measure  in  1963.  This  has  been 
promised  by  the  administration,  but 
even  now  we  hear  rumors  from  admin¬ 
istration  sources  that  there  will  not  be 
any  general  tax  reform  bill  in  1963. 

If  a  tax  reform  bill  is  indeed  consid¬ 
ered,  I  feel  that  the  pending  bill  will 
be  a  stumbling  block  and  will  be  a  hur¬ 
dle  that  the  Congress  will  find  difficult 


in  negotiating.  We  would  be  much  bet¬ 
ter  off,  in  my  opinion,  if  we  postponed 
action  on  this  tax  legislation  until  next 
year,  when  the  whole  question  of  tax 
reform,  the  whole  question  of  incentive 
taxation,  can  be  seriously  considered  by 
the  House  Ways  and  Means  Committee 
and  then  carefully  reviewed  by  the  Sen¬ 
ate. 

Among  those  who  have  the  control 
of  the  investment  of  the  savers  of  this 
country — corporate  and  individual  sav¬ 
ers — it  is  almost  unanimously  agreed 
that  what  is  needed  is  a  revision  of  the 
income  tax  laws  of  this  country,  which 
are  oppressive,  and  which  not  only  do 
not  provide  incentives,  but  which  pro¬ 
vide  obstacles,  which  provide  deterrents, 
to  the  investment  of  savings  for  the  cre¬ 
ation  of  new  job  opportunities  for  the 
rapidly  growing  population  of  this  coun¬ 
try. 

I  may  say  that  the  unemployment  sit¬ 
uation  is  a  very  serious  one,  to  which 
the  Joint  Economic  Committee  of  the 
Senate  and  House,  of  which  I  have  been 
a  member  for  a  number  of  years,  has 
given  very  considerable  attention. 

I  hope  that  next  week,  when  the  Fi¬ 
nance  Committee  gets  down  to  business 
on  the  proposed  Trade  Expansion  Act, 
which  is  now  before  it — and  I  hear  the 
committee  will  be  marking  up  the  bill 
next  week — it  will  scrutinize  very  care¬ 
fully  the  provisions  of  this  bill  which 
may  have  a  very  serious  adverse  affect 
upon  employment  in  this  country. 

The  PRESIDING  OFFICER.  The 
time  of  the  Senator  has  expired. 

Mr.  BUSH.  Will  the  Senator  yield  me 
an  additional  5  minutes? 

Mr.  WILLIAMS  of  Delaware.  Yes;  I 
yield  the  Senator  from  Connecticut  an 
additional  5  minutes. 

Mr.  BUSH.  Particularly,  I  hope  the 
committee  will  give  attention  to  amend¬ 
ments  which  provide  congressional 
guidelines  for  trade  agreements,  which 
will  give  the  Congress  the  constitutional 
authority  which  is  inherent  in  it. 

The  question  of  the  Common  Market 
is  involved.  The  bill  is  written  under 
the  assumption  that  the  United  King¬ 
dom  is  to  be  a  member  of  the  Common 
Market.  At  the  present  time  there 
seems  to  be  grave  doubt  whether,  in¬ 
deed,  the  United  Kingdom  will  be  ad¬ 
mitted  to  the  Common  Market,  or 
whether  it  will  decide  it  wishes  to  ask 
for  admission.  With  such  a  grave  doubt 
overhanging  the  bill,  which  is  keyed  so 
directly  to  the  Common  Market,  it  seems 
to  me  doubtful  whether  we  ought  to  pass 
a  bill  so  keyed  without  definite  assur¬ 
ance — indeed,  without  positive  assur¬ 
ance — that  the  United  Kingdom  will  be 
a  member  of  the  Common  Market. 

Mr.  President,  the  bill  before  the  Fi¬ 
nance  Committee  should  be  strength¬ 
ened  by  giving  the  Tariff  Commission 
a  better  status.  That  is  an  expert  Com¬ 
mission.  It  is  a  Commission  which  has 
a  large  staff  devoted  to  one  subject, 
which  is  the  study  of  the  effects  of 
tariffs,  or  other  changes  in  our  import 
and  export  laws,  upon  American  busi¬ 
ness,  upon  American  employers,  and 
upon  American  jobs.  I  hope  that 
amendments  will  be  adopted  which  will 
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take  into  account  that  very  important 
factor,  rather  than  to  disarm  the  Tariff 
Commission,  as  I  believe  the  House  bill 
is  intended  to  do. 

I  also  express  the  hope  that  atten¬ 
tion  will  be  given  to  the  most-favored- 
nations  amendments,  which  will  ask 
those  with  whom  we  make  trade  agree¬ 
ments  to  extend,  as  we  do,  most  fav¬ 
ored  nations  treatment  to  other  coun¬ 
tries.  The  effect  of  this  would  be  to 
open  up  the  markets  of  the  Common 
Market  to  countries  in  the  Far  East 
like  Japan,  markets  largely  now  closed 
to  these  important  allies  of  ours  in  the 
Far  East.  Also,  our  friends  in  Latin 
America  are  likely  to  be  strongly  dis¬ 
criminated  against  unless  the  most 
favored  nations  rule  is  indeed  modified 
so  as  to  make  our  partners  in  trade 
agreements  agree  to  most  favored  na¬ 
tions  treatment  the  same  as  we  do. 

Finally,  Mr.  President,  I  hope  that 
the  traditional  and  historic  concept  of 
no  serious  injury,  which  began  with 
Cordell  Hull  and  President  Franklin 
Roosevelt,  and  was  further  adhered  to 
by  President  Truman  and  his  adminis¬ 
tration  and  by  President  Eisenhower 
and  his  administration,  will  not  be 
abandoned,  as  it  appears  the  House  bill 
would  intend  to  abandon  it. 

Mr.  President,  I  ask  unanimous  con¬ 
sent  to  have  printed  in  the  Record  at 
this  point  a  brief  summary  of  some  of 
the  amendments  which,  in  cooperation 
with  other  Senators,  I  have  offered  in 
connection  with  the  trade  bill. 

There  being  no  objection,  the  sum¬ 
mary  was  ordered  to  be  printed  in  the 
Record,  as  follows: 

Summary  op  the  Bush  Amendments 

1.  RESTORE  BALANCE - TRADITIONAL  SAFEGUARDS 

(a)  Restore  peril  point  procedure  (amend¬ 
ments  6  (par.  1);  12). 

On  reductions  exceeding  50  percent  (80- 
percent  test) ,  make  peril  point  findings  man¬ 
datory  (amendments  3c;  4) . 

Clarify  peril  point  criteria  (amendment  6 
(par.  2)  ). 

(b)  Restore  escape  clause  (amendments 
18-22;  28a). 

Clarify  serious-injury  criteria  (amend¬ 
ment  26) . 

2.  INSURE  INTEGRITY  FOR  OUR  TRADE 
CONCESSIONS 

(a)  In  view  of  most-favored-nation  rule: 

Amendment  11a:  Between  EEC  and  United 

States  (treatment  by  EEC  of  our  exports 
equivalent  to  that  we  grant  EEC) . 

Amendment  lib:  Negotiations  only  with 
the  principal  supplier. 

Amendment  11c:  Benefit  Asia  by  opening 
markets  in  Europe. 

(b)  In  view  of  widespread  discrimination 
against  U.S.  exports:  Amendments  16a-16e 
require  Executive  action  to  counteract  dis¬ 
crimination. 

(c)  Enforcement  as  to  most-favored-na¬ 
tion  rule:  Amendments  17a  and  17b. 

3.  ADJUSTMENT  ASSISTANCE  (TITLE  III) 

(a)  Industries:  Escape  clause  only 

(amendments  20-22) . 

(b)  Firms,  not  industries:  Area  Redevel¬ 
opment  Act  (amendments  23,  24,  29,  33). 

(c)  Workers,  not  industries:  Manpower 
Development  and  Training  Act  (amend¬ 
ments  25,  30-32,  34) . 

4.  LEGISLATIVE  OVERSIGHT 

(a)  Report  by  President  to  Congress  in 
peril  point  cases  (amendment  12). 

(b)  Congress  authorized  to  make  Tariff 
Commission  recommendations  effective — • 


escape  clause  cases:  By  privileged  resolu¬ 
tion — simple  majority  vote — 60  days 
(amendment  28b) . 

5.  CLARIFY  NEGOTIATING  POWER  AND  PROCEDURE 

(a)  Industry  advisers  during  negotiations 
(amendment  15) . 

(b)  Expand  exports  (amendment  1). 

(c)  State  missing  portions  of  EEC  power: 
80  to  25  percent  test  (amendment  3a) . 

Delete  giveaways  (amendment  3g). 

Tropical:  Directly  competitive  test 

(amendments  5b  and  5f) . 

(d)  Delete  5-percent  duty  elimination 
power  (amendment  2) . 

6.  GROWTH  INDUSTRIES  (AMENDMENT  37) 

(a)  Preserve  job-creating  potential  of  high 
growth  industries  from  destruction  by  ex¬ 
cessive  imports. 

Tariff  Commission  advice  to  President  prior 
to  negotiations  warning  of  such  effect. 

(b)  Restore  such  job-creating  potential 
by  regulation  of  imports: 

Tariff  Commission  findings. 

Authority  for  the  President  to  act  if  he 
deems  national  interest  requires. 

The  Bush  amendments  carry  out  six  key 
reforms  of  the  trade  bill. 

1.  RESTORE  TRADITIONAL  SAFEGUARDS 

(a)  Peril  point  procedure:  They  restore 
the  existing  peril  point  procedure.  This  re¬ 
quires  the  Tariff  Commission  to  find  the  ex¬ 
tent  to  which  each  duty  proposed  for  nego¬ 
tiations  can  be  reduced  without  causing 
serious  injury  to  domestic  industry,  agricul¬ 
ture,  or  workers.  The  President  is  free  to 
exceed  these  “peril  points,”  but  he  must  ex¬ 
plain  to  the  Congress  in  each  instance  why 
he  did  so. 

The  Bush  amendments  would  make  the 
peril  point  findings  binding  on  the  President 
on  articles  proposed  for  elimination  of  duty 
under  the  special  EEC  authority  of  the  bill. 
This  is  necessary  because  the  United  States 
will  be  negotiating  in  broad  categories  of 
products  with  the  EEC;  selective,  item-by¬ 
item  negotiations  will  not  be  possible  within 
these  categories.  The  Bush  amendments 
would  remove  from  the  legal  definition  of 
each  such  category  those  individual  articles 
where  the  Commission  finds  that  an  elimi¬ 
nation  of  duty  would  cause  serious  injury 
to  the  domestic  industry,  sector  of  agricul¬ 
ture,  or  workers  producing  the  articles. 

To  provide  greater  certainty  in  peril  point 
determinations,  the  Bush  amendments  would 
clarify  the  criteria  of  serious  injury.  When¬ 
ever  the  Commission  finds  that  a  duty  reduc¬ 
tion  would  result  in  increased  imports  which 
would  take  over  a  larger  share  of  the  do¬ 
mestic  market  than  that  accounted  for  by 
imports  during  a  representative  base  period, 
and  a  decline  in  employment,  wage  pay¬ 
ments,  or  profits,  the  Commission  would  be 
required  to  find  that  duty  reduction  could 
not  take  place  without  causing  serious  in¬ 
jury. 

(b)  Escape  clause  procedure:  The  Bush 
amendments  would  restore  the  existing 
escape  clause.  This  was  enacted  in  1951  and 
improved  by  amendments  in  1955  and  1958. 
Its  key  concepts  are : 

(1)  A  finding  of  injury  may  be  made  if 
increased  imports  result  in  part  from  a  trade 
agreement  concession. 

(2)  The  increased  imports  causing  in¬ 
jury  may  be  an  absolute  increase  or  an  in¬ 
crease  relative  to  declining  domestic  pro¬ 
duction. 

(3)  The  industry  in  question  is  that  sec¬ 
tor  of  the  producing  organizations  engaged 
in  the  production  of  articles  like  or  directly 
competitive  with  the  imported  article  under 
investigation; 

(4)  Serious  injury  is  determined  on  the 
basis  of  declining  trends  in  production, 
sales,  employment,  wage  payments,  profits, 
or  a  higher  or  growing  inventory  in  conjunc¬ 
tion  with  an  increase  in  the  share  of  the 
market  accounted  for  by  imports. 
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H  R.  11970  repeals  the  existing  procedure 
and  each  one  of  these  concepts. 

The  criteria  of  serious  injury  are  clarified 
to  specify  that  a  finding  of  injury  by  the 
Commission  is  mandatory  when  it  deter¬ 
mines  that  increased  imports  are  accounting 
for  the  greater  share  of  the  domestic  market 
than  enjoyed  by  imports  during  a  repre¬ 
sentative  base  period  and  there  is  a  decline 
in  employment,  wage  payments,  or  profits 
in  the  domestic  industry  producing  articles 
competitive  with  the  imports  under  investi¬ 
gation. 

2.  MAINTAIN  LEGISLATIVE  OVERSIGHT  OF  THE 
TRADE  AGREEMENTS  PROGRAM 

The  Bush  amendments  restore  the  re¬ 
quirement  that  the  President  must  explain 
to  Congress  in  writing  his  reasons  for  ignor¬ 
ing  the  Tariff  Commission’s  peril  point  de¬ 
terminations  when  he  reduces  U.S.  duties 
beyond  the  limits  set  by  the  Commission  in 
its  peril  point  investigation. 

In  escape  clause  cases,  the  Bush  amend¬ 
ments  would  restore  and  strengthen  the 
right  of  the  Congress  to  make  effective 
Tariff  Commission  recommendations  when 
the  President  fails  to  do  so.  Under  exist¬ 
ing  law  the  President  must  report  to  Con¬ 
gress  his  refusal  to  act  on  Tariff  Commis¬ 
sion  recommendations;  Congress  then  by  a 
privileged  resolution,  adopted  by  a  two- 
thirds  majority  within  60  days,  may  itself 
make  the  Commission’s  recommendations 
effective.  H.R.  11970  deletes  the  privileged 
resolution  and  changes  the  two-thirds  ma¬ 
jority  vote  to  a  majority  of  the  authorized 
membership  of  each  House.  The  Bush 
amendments  reinstate  the  privileged  resolu¬ 
tion  and  change  the  required  vote  to  a 
simple  majority. 

3.  INSURE  THE  INTEGRITY  OF  U.S.  TRADE 
BENEFITS 

(a)  In  the  light  of  the  operation  of  the 
most-favored-nation  rule:  The  Bush  amend¬ 
ments  specify  three  principles  which  are 
designed  to  secure  true  reciprocity  and  ac¬ 
tual  value  received  for  U.S.  exports  from  U.S. 
tariff  concessions;  and,  to  open  up  Euro¬ 
pean  markets  for  Asiatic  exports  in  order  to 
strengthen  those  countries  against  economic 
penetration  of  communism  as  well  as  re¬ 
lieving  the  excessive  pressure  of  their  ex¬ 
ports  on  the  U.S.  market. 

Thus,  the  Bush  amendments  make  it  a 
condition  of  any  new  tariff  concession 
granted  to  the  Common  Market  that  U.S. 
exports  of  the  items  covered  by  such  con¬ 
cessions  be  admitted  into  the  Common  Mar¬ 
ket  countries  on  terms  as  favorable  as  we 
extend  to  EEC  exports.  Under  these  amend¬ 
ments  our  tariff  bargaining  must  be  con¬ 
ducted  with  the  principal  supplier  of  each 
article  so  that  we  may  demand  the  highest 
price  from  the  nation  that  benefits  the  most 
from  our  concession.  Finally,  recognizing 
that  European  countries  restrict  the  entry 
of  Asiatic  imports  by  quotas  and  other  non¬ 
tariff  barriers,  while  further  penalizing 
Asiatic  trade  by  withholding  most-favored- 
nation  treatment,  the  Bush  amendments 
make  it  a  condition  of  the  grant  of  any  new 
tariff  concession  to  any  country  that  it  ad¬ 
mit  exports  from  Asiatic  countries  on  terms 
as  favorable  as  the  recipient  country  re¬ 
quests  of  us  for  its  exports  to  the  United 
States.  This  principle  will  enable  the  Unit¬ 
ed  States,  while  increasing  access  for  its 
exports  to  European  markets,  to  apply  lever¬ 
age  to  European  countries  to  take  their 
share  of  Asiatic  imports.  This  will  relieve 
the  pressure  on  the  U.S.  market  which  now 
exists  as  a  result  of  European  restrictions 
which  divert  most  Asiatic  trade  to  this  coun¬ 
try. 

(b)  In  the  light  of  the  existence  of  wide¬ 
spread  discrimination  against  U.S.  exports 
and  nullification  of  U.S.  trade  benefits:  If 
the  conditions  referred  to  above,  after  being 
accepted  by  our  trading  partners,  axe  sub¬ 
sequently  dishonored  by  them,  the  Bush 
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amendments  would  require  the  President  to 
suspend  the  benefit  of  the  concessions  which 
we  granted  to  those  countries  on  the 
strength  of  their  commitments.  Our  conces¬ 
sions  could  be  reinstated  when  their  dis¬ 
criminatory  practice  ceased. 

The  meaning  of  section  252  of  the  bill  pro¬ 
hibiting  the  President  from  granting  new 
tariff  concessions  to  countries  which  dis¬ 
criminate  against  and,  thus,  burden  U.S. 
commerce  and  which  directs  him  to  with¬ 
draw  prior  concessions  from  such  countries 
v.'hen  their  actions  are  inconsistent  with  our 
rights  under  existing  trade  agreements,  is 
made  more  definite  by  the  Bush  amendments 
in  deleting  qualifying  words,  such  as  “un¬ 
justifiable”  and  “unlimited,”  which  would 
make  the  President’s  duty  to  act  purely  dis¬ 
cretionary  on  his  part.  These  words  also 
imply  that  restrictions  or  discriminations 
which  burden  our  commerce  contrary  to  the 
provisions  of  trade  agreements  could  some¬ 
how  be  “justifiable.” 

4.  CLARIFY  NEGOTIATING  POWER  AND  PROCEDURE 

(a)  Industry  advisers:  The  negotiating 
teams  of  other  countries  customarily  con¬ 
tain  industry  representatives.  The  high 
caliber  of  the  technical  advice  available  to 
these  delegations  places  the  United  States  at 
a  disadvantage.  The  Bush  amendments 
would  require  the  President  to  receive  ad¬ 
vice  and  information  from  representatives  of 
industry,  agriculture,  and  labor  during  the 
course  of  negotiations  concerning  articles 
affecting  their  production. 

(b)  Expansion  of  exports  as  a  primary 
purpose:  The  trade  bill  sets  forth  four  sepa¬ 
rate  purposes  which  are  to  govern  the  use 
of  the  President’s  power.  Only  one  relates 
to  an  expansion  of  our  exports.  The  Bush 
amendments  would  require  this  purpose  al¬ 
ways  to  be  included  among  the  purposes  for 
which  the  President  uses  tariff-reducing 
power  in  trade  negotiations. 

(c)  Complete  the  standards  essential  for 
identifying  categories  for  duty-free  EEC  bar¬ 
gaining:  If  the  exports  of  the  United  States 
and  the  EEC  amount  in  the  aggregate  to  80 
percent  of  world  trade,  H.R.  11970  authorizes 
the  President  to  eliminate  the  duties  on  the 
articles  in  the  category.  This  test  of  itself 
does  not  establish  that  the  United  States 
has  any  significant  competitive  strength  in 
world  trade  in  the  article.  The  Bush 
amendments  require  that  the  United  States 
account  for  at  least  25  percent  of  the  exports. 

Since  the  80  percent  test  in  theory  is  de¬ 
signed  to  identify  categories  in  which  the 
United  States  and  the  European  Common 
Market  have  competitive  commercial  strength 
in  foreign  trade,  the  statistical  determina¬ 
tion  should  exclude  the  value  of  cargoes  fi¬ 
nanced  under  foreign  aid  programs.  Such 
cargoes  do  not  result  from  commercial  de¬ 
mand  for  the  exports  in  question.  Their 
inclusion  in  the  statistics  simply  distorts 
the  identification  of  articles  whose  com¬ 
mercial  comnetitive  strength  evidences  some 
ability  to  withstand  the  effects  of  duty-free 
treatment  for  competitive  imports. 

The  Bush  amendments  also  complete  the 
explicit  statement  of  qualifications  upon 
which  the  tropical  agricultural  and  forestry 
commodity  authority  for  duty  elimination 
rests.  The  assumption  is  that  products  of 
the  Tropics  are  not  competitive  with  prod¬ 
ucts  of  the  United  States.  Since  it  is  known 
that  some  species  of  tropical  commodities, 
such  as  starch,  lumber,  fiber,  and  the  like, 
are  directly  competitive  with  Temperate 
Zone  products,  the  Bush  amendments  add 
the  qualification  to  the  tropical  section  that 
the  articles  selected  for  duty-free  treatment 
not  be  directly  competitive  with  items  pro¬ 
duced  in  substantial  quantity  in  the  United 
States. 

(d)  Delete  the  authority  to  transfer  low 
duty  items  to  the  free  list:  The  Bush  amend¬ 
ments  delete  the  power  that  would  be 
granted  to  the  President  to  eliminate  duties 


on  the  ground  that  they  are  5  percent  ad 
valorem  or  less.  The  low  level  of  a  duty  is 
probably  as  much  the  function  of  repeated 
reductions  under  the  various  extensions  of 
the  trade  agreements  authority  as  any  other 
factor.  The  level  of  the  duty  does  not  in 
and  of  itself  indicate  the  importance  of  the 
duty  to  the  competitive  position  of  the 
domestic  industry.  “Administrative  con¬ 
venience”  is  the  principal  reason  advanced 
for  this  power.  It  would  be  illogical  to  re¬ 
move  the  remaining  protection  from  do¬ 
mestic  industries,  agriculture,  and  workers 
on  such  a  basis. 

5.  ELIMINATE  SPECIAL  ADJUSTMENT  ASSISTANCE 

AS  AN  ALTERNATIVE  TO  REGULATION  OF  DAM¬ 
AGING  IMPORTS 

The  Bush  amendments  would  reinstate  the 
existing  “no  serious  injury”  rule  which  has 
been  the  guiding  principle  of  our  trade  agree¬ 
ments  program  since  1934.  The  amend¬ 
ments,  therefore,  would  delete  from  the  bill 
the  power  of  the  President  to  grant  special 
assistance  to  firms  and  workers  as  an  alter¬ 
native  to  regulating  imports  by  tariff  ad¬ 
justment  and  quotas  to  correct  serious  im¬ 
port  injury  caused  domestic  industries,  agri¬ 
culture,  and  workers. 

Recogni#hg  the  applicability  of  the  Area 
Redevelopment  Act  and  the  Manpower  De¬ 
velopment  and  Training  Act,  passed  by  this 
Congress,  to  the  situation  of  firms  and 
groups  of  workers  in  distressed  circum¬ 
stances,  the  Bush  amendments  would  make 
the  remedies  of  those  acts  available  to  firms 
and  groups  of  workers  in  cases  where  there 
is  not  widespread  import  injury. 

The  effect  of  the  Bush  amendments  on 
title  III  of  the  bill,  therefore,  is  to  limit  in¬ 
dustries  injured  by  imports  to  escape  clause 
relief;  and  to  limit  the  assistance  to  firms 
and  workers  to  the  benefits  provided  in 
present  law. 

6.  PRESERVE  THE  NEW  JOB-CREATING  POTENTIAL 

OF  DYNAMIC  GROWTH  INDUSTRIES 

When  an  industry  or  its  workers  are  in¬ 
jured  by  imports,  the  economy  suffers.  The 
Bush  amendments  recognize  that  the  Na¬ 
tion’s  economy  also  suffers  when  rapidly  in¬ 
creasing  imports  saturate  the  domestic  mar¬ 
ket  to  such  an  extent  that  the  growth 
potential  which  has  sustained  the  expansion 
of  growth  industries  is  destroyed.  Where  an 
industry  with  a  sustained  rate  of  growth 
suffers  a  serious  impairment  of  that  rate  of 
growth  as  a  result  of  excessive  imports,  the 
Bush  amendments  would  provide  for  a 
Tariff  Commission,  finding  to  that  effect. 
The  Persident  would  be  cloaked  with  the 
power  to  adjust  duties  to  the  extent  neces¬ 
sary  to  remove  that  impairment.  This  im¬ 
portant  concept  would  also  be  used  by  the 
Tariff  Commission  in  peril  point  investiga¬ 
tions  in  order  to  advise  the  President  of  any 
probable  impairment  to  the  growth  factor 
of  dynamic  industries. 

Mr.  BUSH.  Mr.  President,  I  yield  the 
floor. 

Mr.  WILLIAMS  of  Delaware.  Mr. 
President,  I  yield  myself  10  minutes. 

The  PRESIDING  OFFICER.  The 
Senator  from  Delaware  is  recognized  for 
10  minutes. 

Mr.  WILLIAMS  of  Delaware.  Mr. 
President,  the  bill  as  it  is  pending  before 
the  Senate  and  as  it  was  reported  by 
the  Senate  Finance  Committee,  in  my 
opinion,  represents  a  substantial  im¬ 
provement  over  the  bill  as  it  was  first 
approved  by  the  House  of  Representa¬ 
tives.  I  think  many  of  the  changes 
incorporated  in  the  bill  by  our  committee 
are  good.  I  am  in  complete  agreement 
with  many  of  these  changes  and  support 
them.  I  think  many  features  of  the  bill 
would  be  a  substantial  improvement  over 


our  existing  tax  laws,  and  particularly 
those  relating  to  the  change  in  the 
method  of  taxing  some  mutual  savings 
banks  and  saving  and  loan  associations. 

For  the  first  time  we  have  touched 
somewhat  on  the  treatment  of  taxing 
of  cooperatives,  although  in  this  con¬ 
nection  I  must  say  I  do  not  think  we  have 
approached  a  solution  to  the  problem. 
There  are  many  features  of  the  pro¬ 
posal  in  the  bill  which  I  do  not  think  will 
work  from  the  standpoint  of  coopera¬ 
tives  or  from  the  standpoint  of  more 
equitably  taxing  this  group.  At  the  same 
time,  there  is  a  serious  question  as  to 
the  constitutionality  of  this  section. 

There  will  still  be  a  situation  in  which 
farmers  will  be  taxed  on  income  which 
they  never  receive  and  over  which  they 
have  no  control. 

Personally,  I  would  have  preferred  a 
formula  which  I  supported  in  the  com¬ 
mittee,  this  was  the  proposal  recom¬ 
mended  by  the  American  Farm  Bureau 
Federation,  which  I  think  would  have 
come  far  closer  to  correcting  this  prob¬ 
lem  than  the  provision  ultimately  in¬ 
corporated  in  the  bill.  Nevertheless,  we 
are  confronted  with  the  bill  as  it  is  now 
before  the  Senate. 

The  investment  credit  provision 
which  has  been  incorporated  in  the  bill, 
is  in  my  opinion  unsound  and  I  think 
will  come  back  to  haunt  the  Senate  and 
the  Congress.  I  have  always  favored  a 
more  liberal  depreciation  formula.-  I 
think  American  business  generally 
favors  such  a  liberalized  formula. 

But  I  do  not  like  a  formula  wherein 
one  can  get  a  depreciation  credit  up  to 
107  percent  of  the  cost  o?  the  asset  as  is 
possible  under  the  Senate  bill,  and  up 
to  114  percent  of  the  cc  t  under  the 
House  bill.  That  is  an  unsound  prin¬ 
ciple. 

Furthermore  the  formula  is  too  com¬ 
plicated  for  the  average  businessman 
to  understand.  It  was  opposed  almost 
unanimously  by  American  industry. 

Walter  Slowinski,  appearing  in  behalf 
of  the  U.S.  Chamber  of  Commerce,  with 
respect  to  the  “investment  credit”  pro¬ 
visions,  said: 

The  chamber  again  recommends  against 
the  adoption  of  this  novel  and  untried 
preferential  tax  credit  subsidy  for  business. 
It  Is  also  unnecessarily  complex,  and  it  will 
be  difficult  to  administer. 

Harold  H.  Scaff,  chairman,  Tax  Com¬ 
mittee,  National  Association  of  Manu¬ 
facturers,  said  “investment  credit  would 
simply  provide  reduction  in  effective  tax 
rates  for  taxpayers  who  use  their  in¬ 
come  and  other  funds  as  the  Govern¬ 
ment  thinks  is  best  for  the  economy  at 
a  particular  time.” 

There  has  been  a  tendency  to  promote 
and  discuss  the  investment  tax  credit  apart 
from  the  price  which  it  would  exact  in  terms 
of  other  changes  in  the  tax  law.  Even  with¬ 
out  the  exaction  of  such  a  price,  we  would 
oppose  the  credit  for  the  reasons  set  forth 
In  the  appendix  attached  hereto.  Very 
simply,  we  believe  that  tax  reductions 
should  be  afforded  by  direct  means.  We 
would  take  this  position  even  if,  in  our 
opinion,  all  of  the  other  provisions  of  H  R. 
10650  constituted  sound  tax  policy. 

Charles  B.  Shuman,  president,  Amer¬ 
ican  Farm  Bureau  Federation,  took  the 
position  that  “these  provisions  are  both 
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unsound  and  likely  to  have  a  number  of 
undesirable  effects.  It  would  be  far 
better  to  liberalize  the  treatment  of  de¬ 
preciation  and  work  toward  a  general 
reduction  in  income  tax  rates.” 

The  proposed  investment  credit  is  a  selec¬ 
tive  form  of  tax  relief — in  reality  a  sub¬ 
sidy.  *  *  *  The  result  would  be  to  give 
some  taxpayers  a  competitive  advantage  at 
the  expense  of  others. 

Stanley  H.  Ruttenberg,  research  di¬ 
rector,  AFL-CIO,  urged  the  committee 
to  “delete  this  provision  from  the  bill,” 
because  those  he  represented  thought: 

It  is  a  multibillion-dollar  windfall  that 
will  not  really  contribute  anything  to  our 
national  goals  and  will  not  relieve  our  bal- 
ance-of -payments  problems  as  it  is  claimed. 

Mr.  President,  even  after  taking  into 
consideration  the  increased  revenues 


Mr.  WILLIAMS  of  Delaware.  Mr. 
President,  a  statement  was  issued  by 
the  Treasury  Department,  dated  August 
29,  indicating  that  our  national  debt  to¬ 
day  stands  at  $301.8  billion,  as  compared 
with  $293  billion  only  a  year  ago  today. 
In  other  words,  there  has  been  an  in¬ 
crease  of  $8.8  billion  in  our  national  debt 
during  the  past  12  months. 

We  are  still  operating  in  the  red  and 
there  is  no  prospect  of  a  balanced  budget 
at  any  time  in  the  foreseeable  future. 
Quite  the  contrary  our  spending  is  in¬ 
creasing. 

During  the  same  period  we  have  been 
losing  gold  at  the  rate  of  $1%  billion  a 
year.  Our  gold  holdings  today  stand  at 
$16,098  million.  One  year  ago  the  hold¬ 
ings  were  $17,600  million. 

Mr.  President,  I  noticed  in  the  Wash¬ 
ington  Evening  Star  for  yesterday  an 
article  calling  our  attention  to  the  fact 
that  our  gold  supply  is  getting  smaller. 
The  United  States  has  been  forced  to 
dip  into  the  Fort  Knox  gold  for  the 
first  time  in  17  years.  It  has  become 
necessary  to  dip  into  these  reserves  to 
meet  our  commitments.  Our  gold  re¬ 
serves  are  going  down  all  the  time.  This 
drain  is  largely  the  result  of  continued 


which  would  be  provided  by  some  of  the 
changes  in  existing  tax  structures,  based 
upon  estimates  furnished  by  the  staff, 
the  bill  still  would  lose  about  $600  mil¬ 
lion  annually.  We  would  lose  this  reve¬ 
nue  at  a  time  when  the  only  manner  in 
which  we  could  finance  the  loss  of  reve¬ 
nue  is  to  further  increase  the  national 
debt,  to  borrow  the  money  and  charge 
it  up  against  our  grandchildren. 

I  have  never  favored  tax  reductions 
that  can  be  financed  only  on  borrowed 
money. 

Mr.  President,  I  ask  unanimous  con¬ 
sent  to  have  printed  in  the  Record  a 
statement  of  the  estimated  full-year 
revenue  effect  of  H.R.  10650. 

There  being  no  objection,  the  state¬ 
ment  was  ordered  to  be  printed  in  the 
Record,  as  follows: 


deficit  planning  of  the  administration, 
and  bills  approved  by  the  Congress. 

Mr.  President,  I  ask  unanimous  con¬ 
sent  to  have  printed  in  the  Record  at  this 
point  the  article  to  which  I  referred. 

There  being  no  objection,  the  article 
was  ordered  to  be  printed  in  the  Record, 
as  follows : 

United  States  Forced  To  Dip  Into  Fort  Knox 
Gold 

For  the  first  time  in  17  years,  a  large 
amount  of  gold  has  been  removed  from 
storage  at  Fort  Knox,  Ky.,  in  order  to  meet 
foreign  demand  for  U.S.  bullion. 

The  Treasury  said  today  recent  shipments 
from  the  Fort  Knox  depository  represented 
the  first  significant  reduction  since  1945  in 
the  amount  of  gold  stored  there. 

Officials  would  not  disclose  the  value  of 
the  bullion  moved  from  Fort  Knox  to  the 
Treasury’s  assay  office  in  New  York  City. 
According  to  some  accounts,  which  were 
neither  confirmed  nor  denied,  the  total 
approached  $500  million. 

Before  the  shipments  were  made,  the  Fort 
Knox  bullion  hoard  totaled  $12.5  billion. 

The  Treasury  emphasized  that  shipments 
of  gold  to  the  New  York  assay  office  have 
been  routine  in  recent  years  because  of  the 
steady  drain  on  the  U.S.  gold  supply.  How¬ 
ever,  officials  said  most  shipments  in  the 
past  were  made  from  the  mints  in  San  Fran¬ 
cisco  and  Denver. 


The  U.S.  gold  supply  now  totals  $16.1  bil¬ 
lion,  down  from  a  postwar  peak  of  about 
$24  billion.  The  reduction  came  about  be¬ 
cause  Americans  have  been  spending,  lend¬ 
ing,  and  investing  abroad  more  dollars  than 
they  have  received  from  foreign  sources. 

Last  year’s  payments  deficit  was  $2.5  bil¬ 
lion,  a  drop  of  about  $1.5  billion  from  that 
of  1960.  So  far  this  year,  the  deficit  has 
been  running  at  an  annual  rate  of  about 
$1.5  billion. 

The  Government  has  undertaken  a  num¬ 
ber  of  programs  to  reduce  the  deficit,  and 
Secretary  of  the  Treasury  Dillon  has  pre¬ 
dicted  payments  will  be  in  balance  by  the 
end  of  next  year. 

But  meanwhile,  foreign  governments  and 
foreign  central  banks  have  continued  to 
buy  American  gold  as  they  have  built  up 
supplies  of  dollars.  Gold  sales  to  foreigners 
in  the  past  12  months  have  exceeded  $1.3 
billion. 

Mr.  WILLIAMS  of  Delaware.  Mr. 
President,  recently  we  had  before  our 
committee,  the  Director  of  the  Bureau  of 
the  Budget,  Mr.  Bell.  He  boasted  of  the 
fact — and  seemed  rather  proud  of  it — • 
that  this  administration  has  been  able 
to  convert  a  prospective  surplus  last  year 
of  around  $1  billion  into  a  $4  to  $5  billion 
deficit. 

This  is  the  first  time  I  ever  heard  of  a 
Budget  Director  boasting  of  a  deficit. 

He  told  our  committee  this  deficit  was 
deliberately  planned  by  the  administra¬ 
tion.  They  are  still  in  the  process  of 
deliberately  planning  deficits  and  trying 
to  live  beyond  our  income. 

The  time  is  long  overdue  when  we 
should  recognize  that  we  cannot  spend 
ourselves  into  prosperity  on  borrowed 
money.  That  was  unsuccessfully  tried 
during  the  1930’s.  It  is  being  tried 
again  today.  As  evidence  that  it  is  not 
succeeding,  the  Senator  from  Connecti¬ 
cut  [Mr.  Bush]  has  just  put  into  the 
Record  reports  showing  that  unemploy¬ 
ment  is  again  rising.  This  rise  in  un¬ 
employment  comes  at  a  time  when  we 
are  still  trying  to.  borrow  money  and 
spend  ourselves  into  prosperity. 

This  investment  credit  proposal  is  un¬ 
sound  and  we  cannot  afford  the  loss  in 
revenue  at  this  time.  For  that  and 
many  other  reasons  I  shall  not  support 
the  bill  at  this  time.  I  do  not  think  we 
could  justify  a  tax  reduction  at  any  time 
in  the  face  of  continued  deficits.  If  the 
administration  wishes  a  tax  reduction,  I 
will  be  the  most  enthusiastic  supporter, 
if  the  reduction  is  approached  with  the 
idea  of  first  cutting  down  on  Govern¬ 
ment  spending. 

The  PRESIDING  OFFICER.  The 
time  of  the  Senator  has  expired. 

Mr.  WILLIAMS  of  Delaware.  I  yield 
myself  5  additional  minutes. 

If  the  administration  would  cut  down 
on  Government  spending  so  that  the 
saving  could  be  passed  on  to  the  Amer¬ 
ican  taxpayers,  it  would  be  a  construc¬ 
tive  step.  It  would  do  more  to  stimulate 
business  than  anything  else  we  could  do. 

I  am  a  great  believer  in  the  thought 
that  the  American  people  better  know 
how  to  spend  their  money  than  any  bu¬ 
reaucrat  in  Washington  knows.  But  we 
cannot  get  away  from  the  fact  that  the 
administration  proposals  all  call  for 
more  and  more  spending  as  time  goes  on. 
There  has  not  been  a  single  appropria¬ 
tion  bill  before  the  Congress  which  has 


Estimated  full-year  revenue  effect  of  H.R.  10650,  1  as  passed  by  the  House  of  Represent¬ 
atives,  as  amended  by  the  Senate  Committee  on  Finance,  and  as  amended  by  the  Senate 


[Millions  of  dollars] 


As  passed  by 
the  House  of 
Representa¬ 
tives 

As  amended 
by  the  Com¬ 
mittee  on 
Finance 

As  amended 
by  the 
Senate 

-1,395 

+550 

-1,340 

-1,340 

+275 

2  +180 
+85 
+  105 

3  +25 
+30 

+50 

+15 

+25 

-5 

+275 
2  +180 
+85 
+105 
3  +25 
+30 

+50 

+15 

+25 

-5 

-30 

2  +170 
+125 
+110 

3  +25 
+30 

+50 

+25 

+25 

Capital  gains  on  depreciable  property . _ _ 

Foreign  items: 

-285 

-555 

-585 

1  At  levels  of  income  and  investment  estimated  for  the  calendar  year  1962,  without  taking  into  account  effect  of 
provisions  on  the  economy;  estimates  are  rounded  to  nearest  $5,000,000. 

2  The  level  of  income  for  these  thrift  institutions  in  1962  has  been  revised  upward  since  the  preparation  of  the  revenue 
estimates  for  the  House  bill. 

3  Revenue  gain  which  would  result  if  this  provision  were  in  effect  for  1962  and  had  been  in  effect  for  the  5  preceding 
years,  so  that  amounts  added  to  the  protection  against  loss  account  in  the  1st  year  and  not  offset  by  losses  would  be 
brought  into  taxable  income  in  1962. 

Source:  Staff  of  the  Joint  Committee  on  Internal  Revenue  Taxation. 
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not  averaged  5  percent,  8  percent,  and 
sometimes  10  percent  in  increased  ex¬ 
penditures.  Many  proposals  now  await 
consideration  by  Congress,  none  of  which 
would  reduce  expenditures,  but  all  of 
which  would  increase  expenditures. 

Recently  the  Joint  Committee  on  the 
Reduction  of  Nonessential  Federal  Ex¬ 
penditures  called  attention  to  the  fact 
that  34,900  new  employees  have  been 
added  in  the  month  of  June  alone.  These 
were  added  to  the  70,000  which  had  been 
added  in  the  preceding  11  months.  We 
were  adding  employees  during  that  par¬ 
ticular  period  at  the  rate  of  8,000  a  week 
or  assuming  a  5-day  week  this  was  at  the 
rate  of  1,600  every  day.  If  we  were  to 
consider  operations  of  the  Government 
on  an  8-hour  working  day  we  find  we 
are  adding  200  employees  an  hour. 

The  American  people  cannot  afford  to 
support  any  unnecessary  bureaucrats  on 
the  Federal  payroll. 

Personally  I  think  this  whole  question 
of  tax  revision  should  be  postponed  un¬ 
til  the  President  sends  his  tax  message 
to  the  Congress  next  year.  We  can  then 
consider  all  these  questions  together. 

There  are  some  good  features  in  the 
bill,  however,  I  believe  it  should  be 
pointed  out  that  the  bill  has  made  great 
steps  toward  the  elimination  of  tax 
havens.  I  am  glad  to  see  such  a  provi¬ 
sion  incorporated  in  the  bill.  This  is  a 
long  overdue  correction.  It  may  not 
completely  solve  the  problem,  but  at 
least  it  is  a  major  step  in  the  right 
direction. 

Certain  modifications  and  corrections 
have  been  made  with  respect  to  expense 
accounts.  Perhaps  the  provision  does 
not  go  far  enough  in  relation  to  expense 
accounts,  but  I  still  say  that,  as  Mem¬ 
bers  of  Congress,  rather  than  point  the 
finger  of  scorn  too  much  at  the  Ameri¬ 
can  businessman  about  his  expense  ac¬ 
counts,  we  should  first  attempt  to  set 
our  own  house  in  order.  Sometimes  we 
find  in  our  own  backyard  some  abuse  in 
connection  with  congressional  expense 
accounts.  In  that  connection  I  ask  unan¬ 
imous  consent  to  have  printed  at  this 
point  in  the  Record  two  articles  dealing 
with  the  subject. 

There  being  no  objection,  the  articles 
were  ordered  to  be  printed  in  the  Record, 
as  follows: 

[From  the  Washington  Post,  Sept.  4,  1962] 
Powell  Tours  Europe  Highspots 
(By  Drew  Pearson) 

Adam  Clayton  Powell,  the  debonair  Con¬ 
gressman  from  Harlem,  has  been  sending 
postcards  home  from  one  of  the  most  unique 
junkets  in  congressional  history. 

With  Congress  stewing  over  vitally  im¬ 
portant  legislation,  Powell  has  gone  off  to 
the  nightclubs,  of  Paris,  the  theaters  of 
London,  the  film  festival  of  Venice,  and  the 
delights  of  a  cruise  through  the  Greek  is¬ 
lands,  largely  at  Government  expense. 

He  has  taken  with  him  two  lady  members 
of  his  staff,  Mrs.  Tamara  J.  Wall,  a  young 
blonde  divorcee,  and  Miss  Corrine  Huff,  re¬ 
ceptionist  in  Powell’s  office,  a  dark-com¬ 
plexioned  former  runner-up  in  the  Miss 
Universe  contest.  Officially,  they  will  study 
equal  opportunity  for  women. 

Meanwhile,  the  education  bill  for  aid  to 
colleges  and  universities  is  deadlocked  in 
the  Education  and  Labor  Committee  of 
which  Powell  is  chairman.  Powell,  who 


heads  the  largest  Baptist  church  in  the 
world,  the  Abyssinian  Baptist  Church  of 
Harlem,  favors  outright  grants  to  Catholic 
colleges — as  do  other  House  Members.  The 
Senate  opposes  outright  grants  as  contrary 
to  separation  of  church  and  state,  but  is 
willing  to  vote  loans. 

The  Congressman  from  Harlem  did  not 
seem  worried  about  remaining  in  Washing¬ 
ton  to  struggle  with  a  bill  badly  needed  to 
help  the  colleges. 

CLUBS,  ARMY  CARS 

Just  before  he  sailed,  he  asked  the  State 
Department  to  arrange  a  plush  sightseeing 
tour  of  Europe,  and  the  State  Department 
accordingly  sent  the  following  cable  to  its 
Embassies  in  London,  Paris,  Rome,  Athens, 
and  Venice: 

“Congressman  Adam  C.  Powell,  chairman, 
Committee  on  Education  and  Labor,  accom¬ 
panied  by  Mrs.  Tamara  J.  Wall  and  Miss 
Corrine  Huff,  staff  members  traveling  West¬ 
ern  Europe,  accordance  following  itinerary: 

“August  8,  sailing  Queen  Mary,  arriving 
Southampton,  August  13;  Paris,  August  16; 
Venice,  August  20;  Rome,  August  23;  Athens, 
August  27;  Delphi,  August  30;  sailing  Leo¬ 
nardo  da  Vinci,  September  15  from  Gibraltar. 
Arrival  times  and  flights  forwarded  when 
firm. 

“Provisions  handbook  congressional  travel 
apply.  Codel  and  party  authorized  use  local 
currencies  19FT561  funds.  Meet  assist  ap¬ 
point  control  officers.” 

This  means  that  “codel,”  the  cable  abbre¬ 
viation  for  Powell’s  congressional  delega¬ 
tion  could  get  counterpart  funds  in  each  city 
without  having  to  account  for  them.  Coun¬ 
terpart  funds  are  local  currencies  which 
American  Embassies  have  on  hand  usually  in 
payment  for  surplus  farm  products,  and  the 
State  Department’s  cable  meant  that  Powell 
and  his  two  secretaries  could  dip  into  these 
funds  for  shopping,  nightclubbing,  tips  to 
doormen,  etc. 

MEET  US  WITH  $3  00 

“Request  one  single  and  one  double  with 
bath  as  follows,”  continued  the  State  De¬ 
partment  cable.  “London-Cumberland  Mar¬ 
ble  Arch  Hotel;  Paris  Hotel  San  Regis; 
Venice  Royal  Denieli;  Rome  (1) ,  Excelsior  (2) 
Flora  (3)  Victoria,  whichever  has  special  Em¬ 
bassy  rates;  Athens,  beachhouse  at  Astir 
Hotel;  Delphi,  new  Government  hotel  name 
unknown.  Confirm  Department  soonest. 

“London,”  continued  the  State  Depart¬ 
ment  cable  “request  three  tickets  August 
14,  15  best  shows  playing,  except  Broadway 
plays.”  (Powell,  has  seen  the  shows  on 
Broadway  in  New  York,  so  didn’t  want  to  re¬ 
peat  those  which  have  moved  to  London.) 

“Paris — codel  (congressional  delegation) 
desires  use  U.S.  Army  car  and  chauffeur. 
Reserve  three  for  first  show  and  dinner  best 
table  Lido  August  16.” 

The  Lido  is  the  Paris  nightclub  famous 
for  its  undraped  girlies,  and  the  head  of  the 
Abyssinian  Baptist  Church  had  the  Ameri¬ 
can  Embassy,  busy  with  Common  Market  and 
NATO  problems,  make  sure  he  had  the  best 
table  at  the  first  show  in  order  to  study  equal 
opportunities  for  women. 

“Venice — if  the  film  festival  going  on  re¬ 
quest  three  tickets  August  20  or  21.  Codel 
also  requests  use  consulate’s  motorboat  (for 
the  Grand  Canal  of  Venice) . 

“Athens — arrange  use  rental  car  trip  to 
Delphi  payable  19FT561  funds  August  30.” 
(This  again  meant  the  use  of  counterpart 
funds  for  a  sightseeing  trip.) 

“Delphi — codel  inquires  whether  boat  trip 
about  6  days  around  islands  possibility.  Pos¬ 
sible  visit  Rhodes.” 

The  Greek  islands  obviously  are  a  fascinat¬ 
ing  laboratory  in  which  to  study  equal  op¬ 
portunities  for  women. 

“Southampton — codel  requests  be  met  at 
Queen  Mary  Cherbourg  with  $100  U.S.  equiva¬ 
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lent  in  local  currencies  for  each  member 
party.” 

This  meant  that  the  busy  U.S.  Embassy  in 
Paris  had  to  send  a  man  to  Cherbourg,  re¬ 
quiring  a  day  round  trip,  just  so  the  Con¬ 
gressman  from  Harlem  and  his  two  secretaries 
would  have  $300  worth  of  French  francs  to 
spend  immediately  after  they  got  off  the  boat. 
The  average  tourist  steps  up  to  the  money 
change  office  and  gets  his  money  exchanged 
in  5  minutes.  He  doesn’t  have  a  representa¬ 
tive  from  the  American  Embassy  in  Paris 
spend  a  whole  day  providing  him  with  francs. 

[From  the  New  York  Times,  Sept.  6,  1962] 
Powell's  Shameless  Junket 

In  the  midst  of  the  important  closing 
period  of  the  congressional  session,  when 
a  record  of  accomplishment  versus  do- 
nothingism  is  in  the  balance,  the  chairman 
of  a  major  committee  of  the  House  is  travel¬ 
ing  about  Europe  on  a  frivolous  junket. 
Almost  needless  to  say,  this  is  Adam  Clayton 
Powell,  chairman  of  the  Education  and 
Labor  Committee,  a  Democrat  from  Harlem 
who  annually  vies  with  Buckley  of  the  Bronx 
for  the  dishonor  of  being  among  the  most 
absent  Members  of  Congress. 

Representative  Powell  sailed  for  Europe 
August  8  with  Mrs.  Tamara  J.  Wall,  associ¬ 
ate  labor  counsel  for  the  committee,  and 
Miss  Corrine  Huff,  receptionist  in  his  office. 
They  are  due  back  about  September  21.  Mr. 
Powell  is  supposedly  conducting  an  inquiry 
into  equal  opportunities  for  women  in  Eu¬ 
rope,  a  study  that  will  take  him  to  a  Paris 
nightclub  show,  a.  Venice  film  festival,  and 
possibly  on  an  Aegean  cruise.  State  De¬ 
partment  officials  have  been  alerted  to  ar¬ 
range  hospitality  and  entertainment,  as  well 
as  counterpart  funds — other  countries’  reim¬ 
bursement  for  our  foreign  aid — which  con¬ 
veniently  need  not  be  accounted  for  in  de¬ 
tail  by  our  traveling  Congressmen.  Mr. 
Powell  is  not  alone  in  the  enjoyment  of 
this  and  other  abuses  of  the  congressional 
privilege. 

The  reckless,  irresponsible  conduct  of  Mr. 
Powell  is  a  disgrace  to  the  people  of  his 
district,  to  the  U.S.  Congress  and  to  the 
Kennedy  administration,  which  to  its  dis¬ 
credit  sent  Secretaries  Ribicoff  and  Goldberg 
to  New  York  last  year  to  attend  a  Powell 
glorification  dinner. 

We  say  it  is  time  for  the  people  of  Harlem 
to  wake  up,  quit  making  a  hero  out  of  this 
man  who  holds  in  such  contempt  his  ob¬ 
ligations  in  public  office,  and  retire  him  from 
Congress  before  he  has  a  chance  to  make 
good  on  his  repeated  promises  to  retire  him¬ 
self.  As  for  the  House  of  Representatives 
and  the  Kennedy  administration,  have  they 
no  discipline  for  a  Member,  and  especially 
a  committee  chairman,  who  runs  away  to 
Europe  for  6  weeks  on  idle  whimsy  like  this 
“inquiry”  just  at  a  time  when  Congress  is 
(belatedly)  trying  to  get  down  to  serious 
business. 

Mr.  KEATING.  Mr.  President,  will 
the  Senator  yield? 

Mr.  WILLIAMS  of  Delaware.  Mr. 
President,  how  much  time  have  we  re¬ 
maining? 

The  PRESIDING  OFFICER.  The 
Senator  has  1  hour  and  9  minutes  re¬ 
maining. 

Mr.  WILLIAMS  of  Delaware.  How 
much  time  does  the  Senator  from  New 
York  desire? 

Mr.  KEATING.  I  should  like  25  min¬ 
utes.  I  do  not  wish  to  interfere  with 
any  Senator  who  desires  to  speak  on  the 
tax  bill,  because  that  will  not  be  the  sub¬ 
ject  of  my  remarks. 

Mr.  WILLIAMS  of  Delaware.  I  yield 
25  minutes  to  the  Senator  from  New 
York. 
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BUILDUP  IN  CUBA 


Mi\KEATING.  Mr.  President,  for  the 
last  feV  days  we  have  all  been  absorbed 
in  the  latest,  the  most  up-to-date  details 
of  Soviet  ^military  expansion  on  the  Is¬ 
land  of  Cuba.  Members  of  Congress  in¬ 
cluding  myself  have  made  available  to 
the  American  ^people  detailed  reports  of 
day  to  day  ship  movements,  vehicle 
alinements,  and  personnel  maneuvering 
in  and  around  Cuba  with  the  object  of 
making  clear  to  the  American  people  the 
fact  that  the  last  month  has  seen  a 
tremendous  increase  in'-the  Soviet  com¬ 
mitment  to  Cuba  and  irk  the  Commu¬ 
nist  forces  now  deployed  chi  the  island. 

It  has  now  been  revealed  that  64  ships 
with  materiel  and  troops  have  arrived 
in  Cuba — a  fact,  which  has  been  some¬ 
what  played  down,  even  by  thos\of  us 
who  knew  the  facts.  A  much  smaller 
number  of  ships  has  been  referred  t\up 
to  this  point. 

One  of  the  results  of  the  increase! 
public  discussion  and  interest  in  the 
Cuban  situation — and  to  date  it  has  been 
the  only  significant  development  on  the 
part  of  our  Government — but  a  very 
constructive  one — is  an  official  announce¬ 
ment  from  the  President  admitting  for 
the  first  time  that  the  Cubans  possess 
missiles,  extensive  radar  and  electronic 
equipment,  torpedo  boats  and  guided 
missiles,  and  at  least  3,500  so-called  mili¬ 
tary  technicians. 

I  do  not  intend  to  belabor  the  signifi¬ 
cance  of  the  word  “technicians,”  but 
anyone  who  has  seen  a  modern  Amer¬ 
ican  Army  or  Air  Force  recruitment 
poster  knows  that  the  military  men  in 
modern  service  are  no  longer  GI  Joes 
of  what  was  called  in  World  War  I  the 
flat  foot  variety.  They  are  very  definite¬ 
ly  technicians,  with  a  knowledge  and 
ability  to  operate  complicated  weapons 
and  weapons  systems.  In  fact,  the  prom¬ 
ise  of  being  trained  as  a  “technician” 
is  one  of  the  most  effective  incentives 
for  enlistment.  I  am  sure  the  Soviet 
Army  also  has  its  share  of  such  tech¬ 
nicians. 

I  refer  to  a  statement  in  a  news  item 
published  in  today’s  issue  of  the  Wash¬ 
ington  Post,  which  is  undoubtedly  typical 
of  the  reaction  of  someone  in  the  Depart 
ment  of  State.  No  one  in  the  milit/ry 
forces  could  possibly  have  made  such  a 
statement.  It  is  the  reaction  of/those 
who  wish  to  play  down  the  situation, 
and  who  feel  that  those  of  u/who  be¬ 
lieve  that  the  American  people  should  be 
alerted  are  unduly  concerned.  I  read 
the  statement  of  the  official,  without 
designating  him.  He  said*: 

There  is  little  meaning  in  statements  like 
those  of  Senator  Keating  that  the  Soviet 
technicians  are  in  reality  soldiers.  Not  only 
is  there  no  evidence/of  this,  the  source  said, 
but  3,500  common/oot  soldiers  would  prob¬ 
ably  pose  less  danger  to  hemispheric  secu¬ 
rity  than  3,500 /trained  technicians. 

The  cleaiy  implication  of  that  article 
is  that  thy  Senator  from  New  York  has 
said  there  are  3,500  foot  soldiers  in  Cuba. 
Of  couree,  I  have  never  made  any  such 
assumption  or  statement.  Such  is  not 
the/fact,  and  I  entirely  agree  that  tech¬ 
nicians  of  that  kind  pose  a  much  greater 


threat  to  the  security  of  the  United 
States  than  do  foot  soldiers. 

There  are  no  foot  soldiers,  so  far  as  I 
know,  in  Cuba.  The  soldiers  who  are 
there  are  what  would  be  called  in  our 
Army,  for  the  most  part.  Signal  Corps 
personnel,  labor  battalions.  They  are 
under  military  discipline,  they  are  under 
military  orders,  they  move  in  military 
formation,  they  are  dressed  in  uniforms, 
and  they  are  what  in  American  parlance 
are  called  soldiers.  However,  I  am  will¬ 
ing  to  accept  the  phrase  “military  tech¬ 
nicians.” 

Mr.  President,  I  am  much  more  deeply 
concerned  with  the  subtle  shift  in 
U.S.  policy  toward  Cuba.  Our  Govern¬ 
ment  describes  the  buildup  in  Cuba  as 
a  defensive  rather  than  as  an  offensive 
capability.  Whether  a  gun  is  offensive 
or  defensive  depends  entirely  on  the  man 
who  holds  the  gun.  Mig  airplanes, 
tanks,  halftracks,  or  missiles  can  be  used 
in  defense,  it  is  true,  but  likewise  they 
can  also  be  used  in  offense,  and  whether 
they  are  defensive  or  offensive  depends 
entirely  on  the  intentions  of  the  operator. 

hirthermore,  it  is  a  little  hard  to, 
understand  what  defensive  purpo; 
amphibious  vehicles  would  have.  It  yas 
said  by\he  Senator  from  California /Mr. 
Engle]  fi»st  night  that  the  remares  of 
the  Senator  from  New  York,  whi/n  were 
made  on  two  occasions  in  considerable 
detail,  were  wrong  because  he  had  said 
there  were  amphibious  vehicles  in  Cuba. 
What  the  Senator  from  Mew  York  has 
said  was  that  amtoibio/s  vehicles  had 
been  observed  in  Oyl/i.  I  repeat  the 
statement. 

However,  it  is  mifteVdnteresting  that 
the  distinguished/ Senator  from  Cali¬ 
fornia,  who  hag  indicated  that  there 
would  be  an  effort  made  to  show  the  in¬ 
accuracy  of  the  remarks  of  thb  Senator 
from  New  York,  pointed  out  nothing  ex¬ 
cept  this  ane  sentence  in  the  eiHire  re¬ 
marks  oy  the  Senator  from  New  NYork. 

That/the  facts  given  to  the  Senates  on 
last  Friday  and  on  last  Tuesday  w&fe 
accurate  to  the  extent  of  97  or  93  percei 
hy  been  more  than  confirmed  by  subse- 
lent  disclosures. 

Apparently  the  attitude  of  our  Govern¬ 
ment  is  that  we  have  no  objection  and 
that  we  raise  no  protest  if  these  weapons 
which  are  in  Cuba  are  directed  only 
against  the  Cuban  people;  that  it  has 
ceased  to  be  aggression  in  our  vocabulary 
when  Soviet  Russian  technicians  and 
equipment  are  brought  to  Cuba  to  force 
their  will  upon  the  people  of  Cuba.  The 
President  referred  only  very  briefly  to 
“the  unhappy  people  of  Cuba.”  It  is 
apparently  of  no  concern  to  us  that  they 
are  threatened  by  the  so-called  defensive 
weapons,  that  their  homeland  is  put  un¬ 
der  the  control  of  Communists  from 
Moscow,  that  their  children  are  sent  to 
Russia  for  education,  that  their  best 
brains  and  most  capable  workers  are  flee¬ 
ing  in  droves  from  the  tyranny  that  Cas¬ 
tro  and  Khrushchev  have  established  in 
Cuba.  All  this,  we  are  now  told,  is  not 
the  concern  of  the  people  of  the  United 
States. 

We  have  been  told  that  this  buildup  in 
Cuba  is  permissible  unless  an  overt  of¬ 
fensive  attack  is  made  from  Cuba  upon 


some  other  country  in  this  hemisphere; 
that  the  Cuban  question  is  no  longer 
be  considered  on  its  own  merits  but  /as 
a  part  of  the  worldwide  challenge  nosed 
by  the  Communist  threat  to  the  n/ace.” 

The  background,  the  geography,  the 
entire  basis  of  the  Communist/enslave¬ 
ment  of  Cuba  is  to  be  ignored,  as  in 
effect  we  seem  to  be  preparea  to  accept 
the  status  quo  of  Cuba/  whatever  it 
may  be. 

Mr.  President,  this  /Approach  repre¬ 
sents  a  serious  shif^of  U.S.  policy,  a 
complete  reinterpretation  of  the  Monroe 
Doctrine,  and  evert  more  sharply  a  re¬ 
pudiation  of  the  policies  which  the  people 
of  this  countrjysupported  last  year  and 
the  year  befor 

There  has/been  a  lot  of  talk  as  to  what 
the  Monrtfe  Doctrine  really  means. 
Under  the  interpretations  which  have 
been  forced  upon  it  in  the  last  few 
months,  there  is  indeed  very  little  mean¬ 
ing  left  in  the  doctrine.  But  if  we 
cay  look  briefly  to  President  Monroe’s 
Own  words  in  his  seventh  annual  message 
^  of  December  2,  1823,  the  essential  mean¬ 
ing — and  commonsense  behind  the 
Monroe  Doctrine  is  perfectly  clear.  If 
we  will  substitute  in  our  minds  the  words 
“Communist  powers”  where  President 
Monroe  spoke  of  “allied  powers,”  the  rea¬ 
sonableness  and  significance  of  President 
Monroe’s  words  will  be  just  as  apparent 
today  as  when  they  were  first  enunciated. 

I  wish  to  recite  briefly  the  pertinent 
part  of  the  Monroe  Doctrine.  Said  Presi¬ 
dent  Monroe: 

The  political  system  of  the  allied  powers  is 
essentially  different  in  this  respect  from  that 
of  America.  This  difference  proceeds  from 
that  which  exists  in  their  respective  Gov¬ 
ernments;  and  to  the  defense  of  our  own, 
which  has  been  achieved  by  the  loss  of  so 
much  blood  and  treasure,  and  matured  by 
the  wisdom  of  their  most  enlightened  citi¬ 
zens,  and  under  which  we  have  enjoyed 
unexampled  felicity,  this  whole  Nation  is 
devoted.  We  owe  it,  therefore,  to  candor 
and  to  the  amicable  relations  existing  be¬ 
tween  the  United  States  and  those  powers 
to  declare  that  we  should  consider  any  at¬ 
tempt  on  their  part  to  extend  their  system 
to  any  portion  of  this  hemisphere  as  dan¬ 
gerous  to  our  peace  and  safety.  With  the 
existing  colonies  or  dependencies  of  any 
European  power  we  have  not  interfered  and 
shah,  not  interfere.  But  with  the  Govern- 
mentayWho  have  declared  their  independence 
and  maintained  it,  and  whose  independence 
we  haveNon  great  consideration  and  on  Just 
principlesAacknowledged,  we  could  not  view 
any  interposition  for  the  purpose  of  oppress¬ 
ing  them,  or  controlling  in  any  other  manner 
their  destiny, \by  any  European  power  in 
any  other  light  than  as  the  manifestation  of 
an  unfriendly  disposition  toward  the  United 
States.  It  is  impossible  that  the  allied 
powers  should  exten\  their  political  system 
to  any  portion  of  either  continent  without 
endangering  our  peace  hand  happiness;  nor 
can  anyone  believe  that  our  southern 
brethren,  if  left  to  themselves,  would  adopt  it 
of  their  own  accord.  It  is  equally  impossible, 
therefore,  that  we  should  behold  such  in¬ 
terposition  in  any  form  with  indifference. 

This  is  the  substance  and  thescore  and 
the  meaning  of  the  Monroe  Doctrine. 

There  is  no  doubt  in  my  minK  that 
President  Monroe  would  clearly  iiave 
considered  the  present  situation  in  Cuba 
a  direct  threat  against  which  the  Mor 
roe  Doctrine  should  be  enforced.  In- 
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inter-Ataerican  security  system  through  the 
Organization  of  American  States. 

“Specifically  the  OAS  Charter  and  the  Rio 
Treaty  (SepV  2,  1947)  provides  the  means  for 
common  action  to  protect  the  hemisphere 
against  the  interventionist  and  aggressive 
designs  of  international  communism.” 

Later — on  August  24,  I960- — President 

Eisenhower  said : 

"The  Monroe  Dodialne  has  by  no  means 
been  supplanted — itNfias  been  merely  ex¬ 
tended.” 

President  Kennedy  reaffirmed  the  position 
taken  by  preceding  administrations  relative 
to  the  Monroe  Doctrine  wh&n,  after  the  fail¬ 
ure  of  Cuban  exiles  to  invao^Cuba  in  April 
1961  he  said: 

“Let  the  record  show  that  ou\  restraint  is 
not  inexhaustible.  Should  it  ever  appear 
that  the  inter-American  doctrinNof  non¬ 
interference  merely  conceals  or  excuses  a 
policy  of  nonaction — if  the  nations  s»f  this 
hemisphere  should  fail  to  meet  their 'com¬ 
mitments  against  outside  Communist  pene¬ 
tration — then  I  want  it  clearly  underst 
that  this  Government  will  not  hesitate 
meeting  its  primary  obligations  which  are\ 
to  the  security  of  our  own  Nation.” 

Now  the  situation  has  reached  a  point  of 
decision.  Shall  the  governments  of  Central 
and  South  American  countries  be  gradually 
infiltrated  and  taken  over  by  the  Soviets? 
The  Communist  apparatus  and  agents  al¬ 
ready  have  begun  to  infiltrate  every  country, 
from  Mexico  down  to  the  tip  end  of  South 
America.  If  the  Organization  of  American 
States  does  nothing  and  if  the  United  States 
is  acquiescent,  the  Communist  foothold  in 
Latin  America  will  be  strengthened  and  the 
Monroe  Doctrine  will  be  dead  for  all  time. 

It  has  been  sugested  that,  if  the  United 
States  takes  forceful  action  in  Cuba,  this  will 
cause  the  Soviets  to  raise  questions  about 
Western  military  bases  in  various  parts  of 
Europe.  But  this,  too,  would  be  merely  a 
smokescreen,  because  Moscow  knows  that  not 
a  single  group  of  military  advisers  or  tech¬ 
nicians  from  the  West  is  today  based  in  any 
of  the  Communist  bloc  countries.  There  is 
no  parallel,  therefore,  and  the  issue  remains 
whether  the  aggression  via  Cuba  and  the  So¬ 
viet  threat  to  Central  and  South  American 
countries  shall  be  ignored  or  some  military 
and  economic  action  shall  be  taken  to  nip  it 
in  the  bud  now  before  the  buildup  becomes 
a  real  menace  to  the  security  of  the  United 
States. 

For  in  Cuba — just  90  miles  from  Florida — 
the  Soviets  have  established  their  military 
advisers  “to  train  Cuban  servicemen,”  as  the 
official  Moscow  communique  describes  it. 

In  accordance  with  precedent  and  custom, 
Mr.  Kennedy  may  decide  to  ask  Congress  for 
a  joint  resolution  authorizing  him  to  take 
whatever  military  steps  are  deemed  necesy1 
sary  to  uphold  the  Monroe  Doctrine.  Sino 
the  present  session  of  Congress  may  adjourn 
soon,  such  power  might  well  be  given  tc/the 
Chief  Executive  as  Commander  in  Chfef  of 
the  Armed  Forces  so  that  he  may  be/&ble  to 
act  promptly  in  whatever  emergency  may 
suddenly  arise  in  Cuba  or  anywhere  else  in 
Latin  America. 


WILL  CUBA  BE  ANOTHER  “WALL 
OF  SHAMST’? 

Mr.  PEARSON.  Mr  President,  dur¬ 
ing  the  last  6  week?  the  Soviet  Union 
made  a  fateful  decision  to  supply  large- 
scale,  industrial-inilitary  aid  to  Cuba. 
This  decision  / by  the  Soviets  to 
strengthen  their  foothold  in  this  hemi¬ 
sphere  has  gone  unchallenged  by  our 
Governmer 

Statements  have  been  made  on  the 
Senate  Aoor  that  the  Soviets  have 
landed/xroops  in  Cuba.  The  President 


has  responded  that  “we  have  no  evidence 
of  troops.”  The  State  Department  ad¬ 
mits  that  3,000  to  5,000  Communist  bloc 
“technicians,”  some  of  which  are  mili¬ 
tary  specialists,  have  arrived  in  Cuba, 
along  with  military  hardware.  Whether 
these  are  “troops”  or  “technicians”  is  a 
matter  of  semantics.  The  clear  fact  is, 
the  Soviet  Union  has  reinforced  its  base 
within  90  miles  of  our  shores  with  sur¬ 
face-to-air  missiles,  missile-equipped 
torpedo  boats,  trucks,  munitions,  radar 
and  other  electronic  equipment,  and  the 
men  who  know  how  to  use  them.  More¬ 
over,  while  our  attention  has  been  fo¬ 
cused  on  the  recent  arrival  of  20  Soviet 
ships,  the  fact  is,  that  over  60  ships, 
many  of  them  leased  from  Great  Britain, 
Greece,  Norway,  Italy,  and  West  Ger¬ 
many — all  NATO  allies  of  the  United 
States — have  delivered  Mig  fighters, 
tanks,  and  artillery. 

The  present  faltering  and  mismanaged 
Cuban  economy  and  trumped-up  fears 
)f  an  American  invasion  have  provided 
ffcn  excuse  for  the  Soviets  to  furnish  the 
Castro  regime  with  these  supplies  and 
troops.  The  Soviet  interest,  however, 
is  nopyconcerned  with  the  welfare  of  th( 
Cuban'people  but  with  strengthening  iife 
base  inNthis  hemisphere;  a  base  wljich 
will  be  costly  for  the  United  State's  to 
neutralize; 'a  base  from  which  it  can  ex¬ 
port  the  Communist  revolution  to  Latin 
and  South  America;  a  base  from  which 
it  can  apply  leverage  to  offset  U.S.  ac¬ 
tivity  in  other  areas  of  the/world. 

Cuba  has  thus  become  a/ strategically 
placed  pawn  in  the  sold  wrar. 

The  next  move  is.upto  the  President., 

WHAT  HAPPENED  TO  THyMONROE  DOCTRINE? 

The  Monroe  Doct/ine\was  the  result 
of  an  earlier  attempt  by  Rnssia  to  push 
its  domination  into  North 'America.  It 
was  announced/by  PresidentXMonroe  in 
1823  and  Iras'  become  a  keystone  of 
American  foreign  policy.  President 
Monroe  staged; 

We  owe  it  therefore  to  candor,  and  to  the 
amicable  / relations  existing  between  Vthe 
United  States  and  those  (European)  powers, 
to  declare  that  we  should  consider  any  a\ 
tem pis  on  their  part  to  extend  their  systenJv 
to  &ny  portions  of  this  hemisphere,  as  dan¬ 
gerous  to  our  peace  and  safety. 

The  President  reaffirmed  this  policy 
on  September  4,  1962,  but  only  insofar  as 
it  applies  to  the  use  of  military  force  by 
.  Cuba  to  extend  communism  into  South 
America.  To  date  the  President  has  pre¬ 
ferred  to  consider  the  Soviet-supplied 
arms  as  defensive  weapons,  but  recog¬ 
nizing  their  offensive  potential  has 
warned  that  “the  Castro  regime  will  not 
be  allowed  to  export  its  aggressive  pur¬ 
poses  by  force  or  threat  of  force.” 

If  the  Monroe  Doctrine  is  in  fact  a 
part  of  our  foreign  policy,  then  it  must 
apply  to  the  Cuban  situation  in  a  broad¬ 
er  sense.  It  must  restrict  nonmilitary 
as  well  as  military  aggression.  We  have 
learned  from  costly  experience  that  a 
Communist  aggression  utilizes  devices 
much  more  subtle  than  outright  military 
action  and  granted  a  militarized  base  in 
the  Western  Hemisphere,  the  Soviets 
will  export  revolution  to  all  of  the  Amer¬ 
icas. 

Failure  to  give  this  full  meaning  to  the 
Monroe  Doctrine,  in  this  particular  case. 


as  difficult  as  this  might  be,  will  make 
Cuba  a  Western-Hemisphere  Beilin 
wall,  a  wall  of  shame,  a  symbol  ofyun- 
certainty  and  indecision. 

SOLUTIONS - OPPORTUNITIES  LOJ3 

Invasion,  or  support  of  invasion,  of 
Cuba  by  the  United  States/has  been 
ruled  out  by  the  President  as  antagonis¬ 
tic  to  some  220  million  Lafeln  Americans 
and  untold  millions  in  th#  undecided  na¬ 
tions  of  the  world.  Yet  it  is  a  painful 
paradox  to  recall  American  military  in¬ 
tervention  in  South'  Korea,  Lebanon, 
and  the  Dominican4R.epublic,  and  to  ob¬ 
serve  current  action  in  South  Vietnam, 
Laos  and  Thailand,  while  we  verbally 
sidestep  the  SpViet  takeover  of  Cuba  at 
our  very  doorstep. 

The  Amejncan  policy  of  unilateral  eco¬ 
nomic  isolation  was  doomed  at  its  incep¬ 
tion  beqduse  many  members  of  the 
Organization  of  American  States  refused 
to  cooperate.  Any  possibility  of  immi- 
nenj/internal  Cuban  collapse  has  now 
be^h  eased  by  Russian  economic  aid. 

/  Rebellion  within  a  police  state,  heavily 
/armed  with  Soviet  weapons,  is  virtually 
'  impossible,  as  the  Hungarians  learned 
so  violently. 

Who  would  suggest  that  Castro  could 
be  wooed  back  to  the  hemisphere  fold  of 
free  nations  as  a  reformed  neighbor? 

MY  POSITION 

The  responsibility  for  the  administra¬ 
tion  of  foreign  affairs  is  vested  by  the 
Constitution  in  the  President.  Congress 
cannot,  therefore,  initiate  the  negotia¬ 
tions  required  to  meet  this  deadly  chal¬ 
lenge  to  the  sovereignty  of  the  nations 
of  this  hemisphere.  Numerous  Members 
of  Congress  have  warned  of  the  danger 
of  playing  down  the  threat  which  Soviet 
intervention  in  Cuba  poses.  The  failure 
of  the  “Bay  of  Pigs”  invasion  has  appar¬ 
ently  cooled  administration  enthusiasm 
for  sponsoring  a  positive  policy  in  this 
case. 

These  four  positive  successive  steps 
could  be  taken: 

First.  The  President  should  call  upon 
the  Organization  of  American  States  to 
condemn  Cuba  for  its  military  buildup. 

Lt  the  same  time  the  member  countries 
should  assure  Cuba  that  they  will  not 
be  jjarties  to  an  invasion  of  Cuba  if  that 
country's  militarizing  ceases  and  if  it 
abs tarns  from  subversive  activities  in  the 
America 

SeconchvThe  President  should  call 
upon  the  members  of  NATO  to  discon¬ 
tinue  the  ufee  of  their  ships  for  trans¬ 
porting  military  supplies  and  personnel 
into  this  hemisphere. 

Third.  The  President  should  inform 
the  Soviet  Union  that  further  shipment 
of  military  supplies\o  Cuba  will  be  con¬ 
sidered  an  aggressivetact  in  violation  of 
the  Monroe  Doctrine  akd  ships  carrying 
such  supplies  will  be  stopped  and  turned 
back.  \ 

Fourth.  The  President  'should  call 
upon  the  Organization  of\  American 
States  to  notify  the  Castro  regime  that 
unless  free  elections  under  OA&super- 
vision  are  conducted  in  Cuba  within  a 
reasonable  time,  the  threat  of  the  Com¬ 
munist  dictatorship  to  the  welfare  ofi’ttie 
people  of  Cuba  and  to  the  security  \f 
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this  hemisphere  will  require  a  full  block¬ 
ade  of  the  island. 

These \re  harsh  steps  with  recognized 
dangers.  'Our  past  is  dotted  with  the 
errors  resulting  from  timidity  and  in¬ 
decision  which  handed  the  Communists 
priceless  victories — the  Rhine,  the  38th 
parallel,  the  Berlin  wall.  We  will  not 
be  secure  if  CubaNis  added  to  this  list. 


September  6 


REVENUE  ACT  OF  1962 

The  Senate  resumed  the  consideration 
of  the  bill  (H.R.  10650)  to  amend  the 
Internal  Revenue  Code  of  1954  to  pro¬ 
vide  a  credit  for  investment  in  certain 
depreciable  property,  to  eliminate  cer¬ 
tain  defects  and  inequities,  and  for 
other  purposes. 

Mr.  WILLIAMS  of  Delaware.  Mr. 
President,  I  yield  5  minutes  of  my  time 
to  the  Senator  from  Massachusetts. 

Mr.  SALTONSTALL.  Mr.  President,  I 
shall  vote  against  the  tax  bill.  This  has 
been  a  very  difficult  decision  for  me  to 
make,  because  there  are  some  good  pro¬ 
visions  in  the  bill  which  I  would  like  to 
see  put  into  the  law,  and  there  are  some 
provisions  in  the  bill  of  which  I  do  not 
approve.  In  my  opinion,  it  is  a  marginal 
bill,  and  for  that  reason  it  is  a  very 
difficult  decision  to  determine  how  to 
vote  on  it. 

The  sections  I  would  like  to  see  be¬ 
come  law,  and  which  I  hope  will  become 
law  in  any  tax  revision  that  is  submit¬ 
ted  at  the  first  of  the  year  by  the  Presi¬ 
dent,  concern : 

First,  revision  of  existing  law  with  re¬ 
spect  to  the  bad  debt  reserve  provisions 
applied  to  mutual  savings  banks,  domes¬ 
tic  building  and  loan  associations,  and 
certain  cooperative  banks. 

Second,  correction  of  an  imbalance 
which  exists  in  the  treatment  of  mutual 
fire  and  casualty  insurance  companies 
as  compared  to  stock  fire  and  casualty 
insurance  companies. 

Third,  revision  of  the  tax  treatment 
of  cooperatives  and  patrons. 

Fourth,  elimination  of  some  tax  havens 
abroad  and  lobbying  abuses. 

These  are  all  provisions  which  would 
be  helpful,  and  I  would  like  to  see  them 
included  in  a  tax  revision  bill. 

Contrasted  with  these  favorable  pro¬ 
visions,  is  the  question  of  the  provision 
for  investment  credit.  I  voted  against 
this  section  when  it  came  before  the 
Senate  as  an  amendment,  which,  as  I 
understand,  would  result  in  an  annual 
revenue  loss  of  approximately  $1,300 
million.  This  provision  is  not  fair,  as 
I  see  it,  because  it  will  help  some  indus¬ 
tries,  but  not  others  which  are  in  the 
same  category  and  in  the  same  position. 

I  am  in  favor  of  a  proper  allowance 
for  depreciation  that  will  not  be  limited 
to  a  specific  period  of  time.  If  industries 
have  a  proper  allowance  for  deprecia¬ 
tion,  they  will  have  a  greater  opportu¬ 
nity  for  improving  their  plants. 

In  addition,  as  a  member  of  the  Ap¬ 
propriations  Committee,  I  have  watched 
the  appropriation  bills  this  year.  I  can¬ 
not  see  that  we  have  been  able  to  effect 
any  substantial  decrease  in  appropria¬ 
tions  to  any  of  the  departments ;  certain¬ 
ly  we  have  not  been  able  to  do  so  up 
to  the  present  time.  We  know  that  with 


the  problems  we  have  in  relation  to  our 
national  security  the  Defense  Depart¬ 
ment  appropriations  are  going  to  increase 
over  the  next  few  years,  rather  than  de¬ 
crease. 

So  this  issue  involves  the  question  of 
constant  Federal  deficits  and  a  constant 
drain  on  our  gold  supply. 

These  are  very  fundamental  reasons 
for  opposing  the  bill.  Although,  as  I 
have  said,  it  does  contain  some  good  pro¬ 
visions,  it  is  still  a  marginal  bill.  If  the 
Senate  passes  the  bill,  it  will  then  go 
into  conference.  There  are  more  provi¬ 
sions  in'  the  House  version  of  the  bill 
that  I  would  oppose.  -  The  Senate  con¬ 
ferees  will  be  in  a  position  of  having  to 
yield  something  to  the  House  conferees, 
which  may  result  in  the  version  of  the 
bill  containing  certain  provisions  which 
I  might  strongly  oppose. 

We  are  also  told  there  will  be  a  new 
tax  bill  submitted  for  our  consideration 
next  year. 

The  bill,  as  amended  by  the  Senate, 
would  decrease  governmental  revenues 
on  a  full-year  basis  by  $585  million,  and 
I  believe  perhaps  even  more. 

For  all  the  reasons  I  have  stated,  I 
shall  vote  against  passage  of  the  bill. 
As  I  say,  I  do  it  with  considerable  hesi¬ 
tation  because  of  the  good  features  in 
the  bill,  and  because  we  know  certain  tax 
provisions  should  be  improved.  The 
overall  balance  is  against  the  bill,  and 
I  shall  vote  against  its  passage. 

Mr.  WILLIAMS  of  Delaware.  Mr. 
President,  I  yield  10  minutes  to  the  Sen- 
ator  from  Pennsylvania  [Mr.  Scott], 

INFORMING  THE/^vrERICAN  PEO¬ 
PLE  on  what js  re\lly  HAPPEN¬ 
ING  IN  CUB^ 

Mr.  SCOTT/  Mr.  President,  in  his 
September  5 /statement  on  Cpba,  Presi¬ 
dent  Kennedy  said  that  the  administra¬ 
tion  wouldr  “continue  to  make  informa¬ 
tion  available  as  fast  as  it  is  obtained 
and  properly  verified.”  All  Americans,  I 
am  sore,  received  this  assurance  with 
muon  relief.  The  American  people  bfc~ 
c^me  very  restless  if  facts  to  which  thex , 
•e  entitled,  without  danger  to  our  se¬ 
curity,  are  not  made  promptly  available 
to  them  so  that  they  can  understand  the 
policies  of  their  government.  To  a  cer¬ 
tain  extent,  the  assurance  by  the  Presi¬ 
dent  of  a  steady  flow  of  facts  will  do 
much  to  prepare  the  American  people 
for  developments  in  our  foreign  policy. 

It  should  be  noted  that  revelations  to 
date  with  regard  to  the  very  serious  crisis 
in  Cuba  have  come  on  the  initiative  of 
the  press  and  of  the  Congress.  Revela¬ 
tions  have  been  made  by  the  press  which 
were  not  made  to  the  American  people 
by  the  State  Department  and  which  were 
not  the  subject  of  statements  by  the 
President.  They  were  revealed  by  such 
eminent  Members  of  each  body  as  the 
distinguished  junior  Senator  from  New 
York  [Mr.  Keating],  the  distinguished 
Representative  from  California,  Mr. 
Hosmer,  and  several  others. 

Right  now,  many  Americans  are 
worried  about  published  information 
which  has  not  received  verification  from 
the  administration.  Especially  nu¬ 
merous  are  reported  facts  of  this  sort 


about  the  Cuban  situation.  Americar 
fears  could  be  alleviated  if  Preside; 
Kennedy  would  fill  the  informatt 
vacuum  concerning  Cuba  by  “obtaining 
and  properly  verifying”  the  following 
news  reports: 

First.  Is  the  international  brfgade  of 
Communists  in  Cuba  now  nm/bering  in 
the  thirty-thousands?  Is  this  brigade 
partially  composed  of  1,5m)  Ghanaian 
troops,  900  Red  ChineseAzOO  Algerians, 
and  numerous  Communist  contingents 
from  other  Latin  American  countries? 
Are  other  troops  from  Asia  and  Africa 
billeted  in  Cuba?/  Where  are  these 
troops  located?  Are  the  Russians  in  Las 
Villas  Provincey/he  Red  Chinese  on  the 
Isle  of  Pines,  >and  the  Ghanaians  near 
Cienfuegos  smd  Mariel?  How  many 
other  Cormnunist  countries  have  mili¬ 
tary  and  technical  personnel  and  in  what 
numbers 

A  dispatch  by  a  writer  for  the  London 
Daily/Mail  points  out,  for  example,  that 
5,000  to  8,000  Russians  have  ar¬ 
rived  so  far.  The  writer  states : 

A  Western  ambassador  in  Havana  told  me 
categorically: 

I  should  like  for  Senators  to  note  this 
quotation,  because  if  the  Western  am¬ 
bassador  could  talk  to  a  London  news¬ 
paperman,  I  ask  whether  anybody  is 
talking  to  our  State  Department  about 
the  same  things.  And  if  they  have  been 
talking  to  our  State  Department,  why 
have  the  American  people  not  been  told? 

I  read  what  the  Western  ambassador 
said  : 

I  have  reported  to  my  government,  despite 
all  denials,  that  many  of  these  men  are 
Soviet  troops,  that  they  are  arriving  in  in¬ 
creasing  numbers,  and  this  is  all  part  of  a 
carefully  planned  military  operation  to 
underwrite  the  Castro  regime. 

The  writer  of  the  article  also  says: 

Arrivals  of  the  Russians  in  large  numbers 
is  seen  by  many  diplomats  in  Havana  as  driv¬ 
ing  a  final  nail  into  the  coffin  of  the  Monroe 
Doctrine — the  statement  of  U.S.  foreign  pol¬ 
icy  which  established,  over  a  century  ago, 
the  “hands  off”  attitude  to  outside  powers 
with  ambitions  in  the  American  hemisphere. 

This  much  is  certain  from  what  I  have  just 
seen  in  Cuba: 

No  large-scale  attempt  to  overthrow  the 
istro  regime  could  now  be  launched  by  the 
Uhl  ted  States  or  Cuban  exiles  without  Rus- 
siahy blood  being  spilled  in  the  process. 

I  watched  the  Russians  in  two  separate 
encampments — after  being  told  they  were  a 
“ghost  Vmy”  existing  only  in  the  imagina¬ 
tion  of  Americans. 

They  looked  pretty  healthy  ghosts  to  me. 

That  has\to  be  contrasted  with  the 
President’s  pkess  conference  statement 
of  “no  troops, \and  with  the  incredible 
letter  received  bY  the  Senator  from  New 
York  [Mr.  KeatIng],  on  the  30th  of 
August,  stating  that  we  have  no  infor¬ 
mation  that  any  Soviet  bloc  troops  have 
landed  in  Cuba. 

However,  I  wish  to  Congratulate  the 
Senator  from  New  Yor\  for  hearing 
from  the  State  Department,  in  reply 
to  his  letter  of  August  14,  pv  letter  of 
August  30,  which  is  only  a  16Vlay  lapse 
in  the  reply  to  a  minority  Member  of 
this  body.  I  think  that  establishes  a 
record.  I  hope  that  someday  wevmay 
hear  from  them  in  even  as  brief  a  pdpiod 
of  time  as  13  days,  or  perhaps  even  14 
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/s  after  we  address  a  communication 
to  mem. 

I  nope  the  President  will  have  an  op¬ 
portunity  to  obtain  the  reports  and  to 
properlKverify  them. 

SeconaSTs  the  Soviet  Union  setting 
up  a  base  \n  Cuba  for  the  tracking  of 
space  expermmnts?  I  refer  to  our  space 
experiments  oS  Cape  Canaveral. 

Third.  How  many  missile  sites  are  in 
being  or  are  planned  for  the  near  future, 
using  Soviet  missiles?  What  is  the 
range  of  such  missiles? 

Fourth.  Is  the  Soviet  Union  supply¬ 
ing  Cuban  CommunistsVwith  diversified 
late-model  weapons?  Is\here  a  ring  of 
such  weapons — heavy  artillery  and  anti¬ 
aircraft  guns — surrounding  the  U.S.  base 
at  Guantanamo?  Are  all  tnk  Russian 
arms  shipments  payments  or  bas^  rights 
given  to  them  by  Castro? 

Fifth.  How  large  is  Castro’s  aSuny? 
Does  it  now  contain  in  the  neighbornyod 
of  300,000  troops?  Is  this  the  largest 
army  in  Latin  America? 

Sixth.  Have  Soviet  Migs  replaced  the 
United  States  and  British  warplanes  in 
the  Cuban  air  force?  Are  there  more 
than  100  jet  fighters  at  14  bases  in 
Cuba? 

Seventh.  What  is  the  significance  of 
the  arrangements  for  establishment  of 
regular  airline  service  between  Havana 
and  Moscow? 

Eighth.  Are  the  Russians  handling  all 
the  installment  of  modern  military  equip¬ 
ment  in  Cuba?  Is  the  operation  of  all 
such  equipment  in  the  hands  of  the 
Russians  also? 

Ninth.  What  is  the  precise  number  of 
Red  Russian-owned  or  leased  ships  now 
docking  at  Cuban  ports?  Is  the  increase 
considerably  higher  than  the  60  ships 
observed  since  mid- July? 

Mr.  President,  all  the  above  facts,  if 
verified,  clearly  point  to  a  violation  of 
the  Monroe  Doctrine  by  the  Soviet 
Union.  I  believe  that  most,  perhaps  all, 
can  be  verified.  The  Doctrine  warns 
greedy  foreign  powers  that  “we  should 
consider  any  attempt  on  their  part  to 
extend  their  system  to  any  portion  of 
this  hemisphere  as  dangerous  to  our  _ 
peace  and  safety.”  Mr.  President 
Khrushchev  has  already  said  that  Urfe 
Monroe  Doctrine  is  dead.  Castro  lias 
called  the  Doctrine  a  worthless  docu¬ 
ment.  Plainly  both  of  the  these' Com¬ 
munists  are  taking  themselves  Seriously 
and  acting  as  if  the  Doctrine  did  not 
exist. 

But  the  Monroe  Doctrin^  does  exist. 
The  big  question  is  whether  the  United 
States  intends  to  impleyfent  it.  On  this 
point,  the  President  oinhe  United  States 
has  again  assured  u/  that  our  Govern¬ 
ment  “will  not  hastate  in  meeting  its 
primary  obligations,  which  are  to  the 
security  of  our/Nation.”  But  the  news 
items  I  have  gathered  do  raise  the  ques¬ 
tion  “when  is  the  security  of  our  coun¬ 
try  threatened?”  When  Communist  in¬ 
filtration/of  the  magnitude  now  going 
on  in  Cjfloa  takes  place,  many  Americans 
feel  that  a  definite  threat  already  exists. 
President  Kennedy  could  well  allay  these 
fe^rs  by  acting  as  quickly  as  possible  in 
examining,  verifying  publicly  and  mak¬ 


ing  available  to  the  American  public  the 
whole  story  of  this  Red  base  of  opera¬ 
tions  90  miles  from  our  shores. 

If  the  facts  are  true,  then  a  number 
of  steps  are  open  to  the  United  States 
to  deal  with  the  Communist  menace. 
Among  the  most  feasible  is  to  convince 
the  Organization  of  American  States  to 
deal  firmly  with  Castro.  Mr.  William 
S.  White  in  his  September  5  column  has 
this  to  say: 

We  should  try  one  more  time  to  persuade 
the  Organization  of  American  States  to  act 
in  honesty  and  honor  against  the  Soviet 
cancer  in  the  Caribbean. 

Tire  Secretary  of  State  has  called  a 
conference  of  Latin  American  ambassa¬ 
dors.  I  suggest  that  we  request  all  of 
our  neighbors  in  this  hemisphere  to 
join  with  us  in  convening  the  Organiza¬ 
tion  of  American  States,  that  we  take 
the  lead  in  securing  the  consent  of  as 
many  of  them  as  will  join  us  in  a  multi¬ 
lateral  warning  to  the  Communist  States 
to  cease  the  arming  in  Cuba.  I  propose 
that  we  set  a  deadline,  after  which  we 
Lould  proceed,  multilaterally  if  posy 
siote,  unilaterally  otherwise,  to  declai 
foreign  military  exports  to  Cuba  to/oe 
contraband  and  subject  to  blockades  If 
we  do  so  proceed,  we  can  stop  Commu¬ 
nists  froha  exporting  revolutions/to  this 
hemispheiV  If  we  do  not,  w </ will  be¬ 
fore  long  besfaced  with  Comaiunist  dic¬ 
tatorships  elsewhere  in  Latin  America. 

The  PRESIDING  OFFICER.  The 
time  of  the  Senator  has/expired. 

Mr.  WILLIAMSSof  Efelaware.  I  yield 
an  additional  min\jie  to  the  Senator 
from  Pennsylvania, 

Mr.  SCOTT.  Mx.  'President,  I  ask 
unanimous  consent  to  have  printed  at 
this  point  in  the  Record  aVeport  known 
as  an  uncerisored,  eyewitness  report 
entitled  “Russians  in  Cuba  Vre  Real,” 
appearing/in  the  Harrisburg  Patriot  and 
the  article  by  Columnist  William  S. 
White/to  which  I  previously  referred. 

There  being  no  objection,  the  articles 
were  ordered  to  be  printed  in  the  Record, 
a/rollows : 

Column  by  William  S.  White 
Washington. — The  Soviet  Union’s  publicly 
boasted  military  penetration  of  the  West¬ 
ern  Hemisphere  in  Castro  Cuba  is  many 
things,  apart  from  the  most  insolent  menace 
to  the  New  World  that  the  United  States 
has  ever  tolerated. 

It  destroys  forever  the  airy  assurances  of 
pseudo-liberals  that  revolutionary  move¬ 
ments  are  fine  things  indeed — so  long  as 
they  involve  leftwingers. 

It  places  a  terrible  responsibility  before 
history  upon  all  those  Americans  who 
cheered  Fidel  Castro  on  in  Cuba  long  past 
the  point  where  it  was  plain  that  he  was 
transplanting  the  evil  fungus  of  armed  inter¬ 
national  communism  to  within  90  miles  of 
our  Florida  coastline. 

It  bankrupts  the  whole  evangelistic 
theory,  parroted  with  religious  fervor,  that 
communism  results  from  capitalistic  injus¬ 
tice,  et  cetera,  and  will  vanish  at  once,  given 
the  spreading  of  sufficient  welfarism  among 
the  masses. 

Cuba,  before  Castro,  was  never  half  so 
underprivileged  as  dozens  of  other  lands 
which  have  never  sought  the  lethal  em¬ 
brace  of  Moscow. 

It  fully  supports  what  has  long  been  fully 
obvious — that  communism,  like  Hitlerism 


before  it,  is  a  movement  of  bandit  ferocity 
and  cannot  be  explained  by  old-lady  mind 
as  simply  springing  from  too  little  milk  /or 
the  kiddies  and  too  little  free  land  foi/the 
workers  and  peasants. 

It  brings  into  the  gravest  quest*6n  the 
practicality  of  the  vast  effort  being  made 
by  the  United  States  through  tbfe  Alliance 
for  Progress  to  cure  all  the  i/s  of  Latin 
America  with  economic  aid. 

Foreign  aid  is  a  sound/  and  splendid 
thing — when  it  is  given  ty  nations  willing 
and  able  to  use  it  for  freedom's  strength 
and  openly  and  unashynedly  against  com¬ 
munism. 

But  the  bulk  of  th6  more  powerful  Latin 
American  nations,  wnile  avidly  ready  for  our 
economic  aid,  ha vg  repeatedly  refused  to  fol¬ 
low  us  in  any  .total  quarantine  of  Castro 
Cuba.  It  is  fashionable  to  say  that  we,  the 
United  State^T  should  never  force  our  views 
upon  the  rySipients  of  our  aid. 

This  is  /he  line  even  when  precisely  our 
views  ar/ essential  to  maintain  that  freedom 
from  Jjtoreign  domination”  for  which  the 
Latin/  so  endlessly  clamor — especially  those 
who-nave  snuggled  up  closest  to  international 
communism. 

Brought  into  question,  too,  is  the  very 
'validity  of  the  Organization  of  American 
States.  This  association  of  the  nations  of 
this  hemisphere  was  created  to  prevent  just 
the  kind  of  foreign  penetration  which  is  and 
long  has  been  so  openly  involved  in  Castro 
Cuba. 

But  an  effective  majority  of  the  OAS  has 
thus  far  been  unwilling  to  take  any  fully 
rational  step  against  Castro  Cuba.  The  most 
ironic  of  all  excuses  is  given  by  the  nation 
closest  in  geography  to  us,  Mexico.  She  has 
said  that  while  she  would  like  to  help,  she 
just  can’t  find  any  precedent  for  it  in  in¬ 
ternational  practice.  There  is  a  sour  taste 
in  this — for  Mexico,  of  course,  is  famous  for 
its  scrupulous  respect  for  both  law  and 
justice. 

So  what  is  now  left  to  the  United  States? 
We  should  try  one  more  time  to  persuade  the 
Organization  of  American  States  to  act  in 
honesty  and  honor  against  the  Soviet  cancer 
in  the  Caribbean.  Failing  this,  we  should 
raise  a  new  collective  military  organization 
from  among  the  minority  who  are  our  real 
friends  in  Latin  America. 

Much  the  same  was  done  in  1949,  when  we 
created  the  North  Atlantic  Treaty  Organiza¬ 
tion  from  within  the  United  Nations  when 
it  became  clear  that  the  U.N.  would  do 
nothing  about  Soviet  aggression  in  Europe. 

And  failing  this,  the  United  States  should 
ast  alone  to  clear  the  Soviet  military  ap- 
pafc^tus  from  Castro  Cuba,  come  what  might. 

Unce^ored,  Eyewitness  Report — Russians 
in  Cuba  Are  Real 
(By  Keith  Morfett) 

(  Editor’s  \Note. — Keith  Morfett,  roving 
Latin  American  correspondent,  for  the  Lon¬ 
don  Daily  MaifXhas  visited  Cuba  eight  times 
during  the  past\>4  years,  most  recently  last 
week.  He  flew  to>Miami  to  write  the  reveal¬ 
ing,  uncensored  swjry  which  the  Patriot 
presents  here  becausk  of  its  significance  in 
the  light  of  the  Soviet  buildup  in  nearby 
Cuba.) 

Thousands  of  strapping,  young  Russians 
are  moving  quietly  into  termed  military  en¬ 
campments  close  to  the  outskirts  of  Havana 
in  a  vast  Soviet  buildup  that  is  causing 
deep  concern  among  diplomats  ik  the  Cuban 
capital.  \ 

From  5,000  to  8,000  Russians  hav\  arrived 
so  far.  \ 

A  Western  ambassador  in  Havana  told  me 
categorically:  \ 

“I  have  reported  to  my  government,  cN^ 
spite  all  denials,  that  many  of  these  men  are 
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Soviet  troops,  that  they  are  arriving  in  in¬ 
creasing  numbers,  and  this  is  all  part  of  a 
carefully  planned  military  operation  to  un¬ 
derwrite  the  Castro  regime.” 

Many  of  the  Russians  are  in  their  early 
20's\  All  have  reached  Cuba  aboard  three 
Soviet  passenger  liners. 

At\the  same  time,  a  continuous  armada  of 
cargo\  ships  is  now  stretched  out  between 
Russia’s  Black  Sea  ports  and  Cuba,  carrying 
trucksA  jeeps,  machinery,  food,  guns — and 
ground\to-air  missiles  for  Fidel  Castro’s 
armed  forces. 

Arrivals  of  the  Russians  in  large  numbers 
is  seen  by  many  diplomats  in  Havana  as 
driving  a\final  nail  into  the  coffin  of  the 
Monroe  Doctrine — the  statement  of  U.S.  for¬ 
eign  policywvhich  established,  over  a  century 
ago,  the  ‘‘Wilds  off”  attitude  to  outside 
powers  with  ambitions  in  the  American 
hemisphere.  \ 

This  much\is  certain  from  what  I  have 
just  seen  in  Cuba: 

No  large-sca\e  attempt  to  overthrow  the 
Castro  regime  could  now  be  launched  by  the 
United  States  o\  Cuban  exiles  without  Rus¬ 
sian  blood  beingtepilled  in  the  process. 

I  watched  the\  Russians  in  two  separate 
encampments — after  being  told  they  were  a 
“ghost  army”  existing  only  in  the  imagina¬ 
tion  of  Americans.  \ 

They  looked  pretty  healthy  ghosts  to  me. 

Hefty,  athletic,  and  looking  a  lot  better  fed 
than  their  Cuban  hokts,  they  crowded  up  to 
barbed-wire  fence  at  the  first  camp  I  found 
near  the  village  of  El  Oano. 

They  appeared  to  be  members  of  the  kind 
of  unit  usually  moved  in  advance  of  regular 
fighting  troops  to  set  up  camps,  establish 
communications  networks  and  accomplish 
other  related  chores.  \ 

In  the  tropical  heat  thew  looked  unhappy 
and  homesick.  They  had  cloth  caps  and 
denim  trousers  and  clustered  together  for 
comfort  like  sheep  on  the  range  in  a 
rainstorm.  \ 

The  contrast  between  the  El  Cano  crowd 
and  the  next  lot  I  looked  at  was  so  great 
that  it  became  clear  Cuba’s  'Russians  fall 
into  two  distinct  categories.  \ 

The  El  Cano  Russians  were  recruited  Into 
“labor  battalions”  rather  like  \the  British 
Army’s  Pioneer  Corps.  They  will  'dig  ditches, 
lay  cables  and  do  all  the  donkejX  work. 

A  few  miles  away,  down  a  rutted  side  road 
the  whole  countryside  was  suddenly  swarm¬ 
ing  with  Soviets.  This  time  they  were  ob¬ 
viously  on  different  business.  Hundreds  of 
them  moved  around  among  military  Vehicles 
parked  under  trees,  in  fields  alongsidelhedges 
and  between  row  upon  row  of  khaki-colored 
tents.  \ 

Nearby,  antiaircraft  guns  in  freshlA  dug 
pits  were  manned  by  Cuban  militiaWn. 
Machineguns  were  mounted  at  all  approach 
roads  into  the  camp.  By  the  tasks  they  Were 
doing,  checking  their  equipment  on  radio 
trucks,  command  vehicles  and  signal  equip¬ 
ment,  these  Russians  appeared  to  be  militarV 
technicians  such  as  signal,  staff,  and  elec\ 
tronic  engineers.  \ 


REVENUE  ACT  OF  1962 

The  Senate  resumed  the  consideration 
of  the  bill  (H.R.  10650)  to  amend  the 
Internal  Revenue  Code  of  1954  to  pro¬ 
vide  a  credit  for  investment  in  certain 
depreciable  property,  to  eliminate  cer¬ 
tain  defects  and  inequities,  and  for  other 
purposes. 

Mr.  MANSFIELD.  Mr.  President,  I 
yield  7  minutes  to  the  Senator  from 
Oklahoma. 

Mr.  KERR.  Mr.  President,  H.R  10650 
is  important  urgent  tax  legislation.  At 
a  time  when  we  are  concerned  with  the 
rate  of  growth  of  our  economy,  it  offers 


effective  stimulus  to  that  growth  At  a 
time  when  we  are  concerned  with  the 
continuing  deficit  in  our  balance  of  pay¬ 
ments,  it  offers  significant  help  to  reduc¬ 
ing  and  eliminating  that  deficit — and 
thus  reducing  the  chronic  drain  on  our 
gold  reserves.  At  a  time  when  we  are 
concerned  with  the  effect  of  our  tax  sys¬ 
tem  on  our  society  and  our  economy,  it 
offers  a  solution  to  a  number  of  long¬ 
standing  tax  problems.  The  provisions 
of  this  bill  have  been  voted  by  the  Sen¬ 
ate  after  more  than  a  year  of  careful 
consideration  in  the  Congress,  after  5 
months  of  hearings  and  work  by  the 
Senate  Finance  Committee,  and  after 
more  than  a  week  of  debate  in  this 
Chamber. 

H.R.  10650  is  a  sound  bill.  Its  provi¬ 
sions  correct  inequities  and  remove  loop¬ 
holes  which  have  defied  solution  for 
years — the  taxation  of  business  income 
earned  abroad,  the  taxation  of  personal 
income  earned  by  nonresident  citizens, 
the  collection  of  taxes  on  interest  and 
dividend  income,  the  tax  treatment  of 
entertainment  and  travel  expenses,  the 
taxation  of  cooperatives,  mutual  thrift 
and  mutual  fire  and  casualty  insurance 
companies,  and  the  taxation  of  proceeds 
from  the  sale  of  depreciable  property. 

H.R.  10650  taxes  those  who  have 
escaped  taxation  in  the  past,  but,  in  no 
case  is  it  punitive  in  intent  or  effect. 
Throughout  the  long  process  of  shaping 
this  bill  both  the  Congress  and  the 
Treasury  have  met  with  responsibility 
and  with  understanding  the  needs  of 
American  business. 

The  main  provision  of  the  bill — the  in¬ 
vestment  credit — will,  I  am  convinced, 
in  years  to  come,  be  viewed  as  the  most 
important  single  measure  to  strengthen 
and  revitalize  the  American  economy 
enacted  by  the  87th  Congress.  It  will 
provide  American  producers  with  the 
stimulus  they  need  both  to  modernize  to 
meet  foreign  competition  and  to  accele¬ 
rate  expansion  of  our  domestic  economy. 
In  addition,  the  foreign  income  provi¬ 
sions  are  designed  to  prevent  any  pos¬ 
sible  interference  with  productive 
American  business  operations  overseas, 
and  one  particular  section  is  specifically 
designed  to  assure  that  no  additional 
burden  is  placed  on  firms  primarily  en¬ 
gaged  in  the  sale  of  American-made 
products. 

The  sections  of  the  bill  covering  taxa¬ 
tion  of  income  earned  abroad  are  not 
aimed  at  capturing  every  possible  dollar 
of  tax  revenue.  They  are  aimed  at  end¬ 
ing  tax  abuses  which  harm  this  country 
by  discouraging  the  return  flow  to  our 
shores  of  dollars  earned  overseas.  For 
balance-of-payments  reasons,  it  is  vitally 
important  that  we  remove  these  tax  bar¬ 
riers  against  the  repatriation  of  money 
earned  abroad  by  American  citizens  and 
American  businesses. 

Two  other  provisions  deserve  mention: 

The  reporting  requirement  on  divi¬ 
dend  and  interest  income  may  not  be  as 
effective  as  withholding,  but  it  represents 
a  significant  step  forward  in  an  area  in 
which  tax  evasion  has  long  been  wide¬ 
spread. 

The  provision  covering  travel  and  en¬ 
tertainment  expenses,  as  voted  by  the 
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Senate,  puts  us  in  a  good  position  to 
work  out  in  the  conference  committee 
an  effective  means  of  curbing  disgrace¬ 
ful  abuses  without  interfering  with 
genuine  business  travel  or  entertainment. 

Finally,  the  bill  is  one  which  reflects 
a  high  degree  of  fiscal  responsibility. 
While  some  initial  revenue  loss  is  pos¬ 
sible,  the  fact  remains  that  over  the  long 
run,  enactment  of  H.R.  10650  will  con¬ 
tribute  immeasurably  to  the  growth  of 
the  American  economy.  This  will  mean 
larger  tax  collections,  without  higher 
tax  rates  in  the  years  to  come.  Now 
there  are  estimates  that  the  full  year 
revenue  loss  under  the  bill  as  amended 
would  be  as  low  as  $240  million.  The 
highest  estimate — the  one  made  by  the 
staff  of  our  Joint  Committee  on  Internal 
Revenue  Taxation — reaches  $585  million. 
My  own  estimate  is  that  the  loss  even 
in  the  beginning  would  be  much  less 
than  either. 

The  distinguished  Senator  from  Vir¬ 
ginia  [Mr.  Byrd],  in  offering  his  report¬ 
ing  amendment  to  the  bill,  stated  that  in 
his  judgment  it  would  be  as  effective  in 
collecting  taxes  as  the  withholding 
amendment  would  have  been.  I  say  that 
if  it  is  half  as  effective,  there  will  then 
be  no  deficit  by  reason  of  the  enactment 
of  the  bill. 

Will  anyone  seriously  argue  that  this 
is  too  high  a  price  to  pay  for  legislation 
to  increase  the  growth  and  vigor  of  the 
American  economy,  to  strengthen  our 
Nation’s  economic  position  in  the  world, 
and  to  improve  the  fairness  of  our  tax 
system? 

In  summary,  this  bill  gains  ground  in 
almost  every  single  area  sought  by  the 
President.  It  provides  a  critically  needed 
source  of  new  vitality  for  our  domestic 
economy.  It  contains  significant  help 
to  our  balance  of  payments  position.  It 
plugs  a  number  of  tax  loopholes,  it  re¬ 
moves  a  number  of  tax  inequities,  and 
it  does  these  things  without  imposing 
hardship  on  any  single  taxpayer  or  on 
the  taxpaying  American  public  as  a 
whole. 

It  is  a  good  bill,  and  I  believe  it  de¬ 
serves  the  support  of  every  Member  of 
this  body  who  would  help  build  a  strong¬ 
er,  healthier,  revitalized  American  econ¬ 
omy. 

The  bill  as  it  is  before  the  Senate 
has  the  support  of  the  administration 
through  the  Treasury  Department.  That 
is  a  well-known  and  significant  fact.  I 
hope  that  it  will  be  passed. 

The  PRESIDING  OFFICER.  The  time 
of  the  Senator  has  expired. 

Mr.  MANSFIELD.  Mr.  President,  I 
yield  2  additional  minutes  to  the  Senator 
from  Oklahoma. 

Mr.  KERR.  On  page  17367  of  the  Rec¬ 
ord  for  September  4,  I  ask  unanimous 
consent  that  the  language  beginning  at 
the  figure  (3)  down  to  and  including  the 
equation  designated  as  “(4)”  be  printed 
in  the  Record. 

There  being  no  objection,  the  excerpt 
was  ordered  to  be  printed  in  the  Record, 
as  follows: 

(3) 

It  =  a[APt'+1/St-1—  (P/S)  i] 
where  It  is  investment,  in  real  terms,  in  a 
given  year  t;  APin,  output  anticipated  in  the 
given  year  for  the  next  year,11  f+i;  St- 1,  the 
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amount  of  capacity  in  existence  in  the 
previous  year;  and  a,  a  proportionality  con¬ 
stant,  reflecting  the  intensity  of  response  to 
the  stimulus  to  invest  as  well  as  the  cost  of 
providing  additional  capacity. 

Since  we  have  no  direct  information  on 
anticipated  output,  APt'*'r it  is  necessary  to 
introduce  some  hypothesis  as  to  how  this 
variable  might  be  approximated.  Methods 
frequently  used  by  electric  utilities  for  esti¬ 
mating  prospective  demand  are  based  on 
their  past  experience  and  amount  roughly 
to  an  extrapolation  of  the  sales  trend.  Since 
the  latest  information  available  on  output 
is  Pi-i,  then,  if  demand  is  assumed  to  grow 
at  a  constant  rate  of  i  percent  per  year,  we 
may  write 

APil+1=  (i+i)-P(-i. 

This  leads  by  substitution  in  equation  (3) 
to: 

(4) 

Ii  =  a[Pi-i<i+i)2/St-±—  (P/S) ,] 

=  a(i+i)  2[Pi-i/<Sf-i— i/(i+i)2(P/S)  ] 
=a'[P«-1/S(-i-(i-7)(P/S)<] 
where  a'  =  a(i+i)2  and  7  =  1— i/(i  +  i)2. 

Mr.  KERR.  I  say  to  the  distinguished 
Senator  from  Wisconsin,  who  said  that 
what  he  put  in  the  Record  was  well 
known  to  himself,  I  would  be  very  glad 
if  at  the  appropriate  time  he  would 
demonstrate  his  mastery  of  the  science 
of  mathematics  and  the  information  he 
put  in  the  Record,  by  explaining  it  either 
orally  or  by  written  word  of  his  own.  If 
he  would  do  so,  the  Senator  from  Okla¬ 
homa  would  be  grateful. 

Mr.  BUTLER.  Mr.  President,  I  should 
like  to  ask  the  Senator  from  Delaware 
to  yield  me  some  time  so  that  I  may  ask 
some  questions  of  the  Senator  from 
Oklahoma. 

Mr.  WILLIAMS  of  Delaware.  I  yield 
2  minutes  to  the  Senator  from  Mary¬ 
land. 

Mr.  BUTLER.  Mr.  President,  earlier 
this  week  the  Senate  voted  to  eliminate 
subsection  (C)  of  section  3  of  H.R. 
10650.  This  subsection  was  added  by 
the  Finance  Committee  as  the  result  of 
an  amendment  which  I  proposed. 

That  amendment,  as  reported  by  the 
Finance  Committee,  would  have  made 
deductible  ordinary  and  necessary  busi¬ 
ness  expenses  incurred  “in  direct  con¬ 
nection  with  communication  of  infor¬ 
mation  between  the  taxpayer  and  an 
employee  or  stockholder  with  respect  to 
legislation  or  proposed  legislation  of 
direct  interest  to  the  taxpayer.” 

In  view  of  the  adoption  of  section  3 
without  the  amendment  proposed  by  the 
Committee  on  Finance,  would  the  cost 
of  preparing  and  distributing  the  annual 
reports  of  companies  be  deductible  if 
such  reports  comment  on  the  pendency 
or  the  likelihood  of  legislation  which 
would  directly  affect  the  company  if  the 
report  does  not  exhort  stockholders  to 
write  their  Representatives  or  Senators 
with  respect  to  such  legislation? 

Mr.  KERR.  I  believe  the  answer  to 
the  Senator’s  question  is  “Yes,”  if  there 
is  no  suggestion  that  they  intervene  by 
seeking  out  their  legislators. 

The  PRESIDING  OFFICER.  The 
time  of  the  Senator  has  expired. 

Mr.  WILLIAMS  of  Delaware.  I  yield 
1  more  minute  to  the  Senator  from 
Maryland. 

Mr.  BUTLER.  Would  section  3  as 
adopted  by  the  Senate  also  make  deduct¬ 


ible  the  expenses  of  prepar'ing  and  dis¬ 
tributing  regularly  published  internal 
news  media  intended  for  the  informa¬ 
tion  of  employees  or  stockholders  if  such 
media  comments  on  the  pendency  or  the 
likelihood  of  Federal,  State,  or  local  leg¬ 
islative  activity  which  would  have  direct 
impact  on  the  company  if  such  media 
does  not  exhort  stockholders  or  employ¬ 
ees  to  take  any  affirmative  action  with 
their  Representatives  or  Senators,  or 
other  legislative  representatives? 

Mr.  KERR.  I  believe  the  answer  to 
that  question  is  “Yes,”  if  there  is  no  sug¬ 
gestion  that  they  intervene  by  seeking 
out  their  legislators. 

Mr.  BUTLER.  Is  the  Senator’s  under¬ 
standing  that  section  3  as  approved  by 
the  Senate  would  also  permit  the  de¬ 
ductibility  of  the  cost  of  preparing  and 
conducting  or  circulating  other  com¬ 
munications  to  employees  or  stockhold¬ 
ers,  if  such  communications  are  in¬ 
formative  only  and  do  not  seek 
legislative  action  or  the  part  of  the 
recipients? 

Mr.  KERR.  The  answer  is  “Yes,”  if 
there  is  no  suggestion  of  seeking  legis¬ 
lative  action,  and  the  material  is  not 
designed  or  intended  for  that  purpose. 

Mr.  BUTLER.  I  thank  the  Senator. 

Mr.  MANSFIELD.  I  yield  1  minute 
to  the  Senator  from  Florida. 

Mr.  SMATHERS.  I  associate  myself 
with  the  able  Senator  from  Oklahoma  in 
stating  I  believe  that  this  is  a  good  bill. 
Actually  this  bill  has  been  criticized 
from  the  so-called  liberal  side  because 
Senators  on  that  side  believe  it  does  not 
go  far  enough.  It  has  been  under  fire 
also  from  what  we  call  the  conserva¬ 
tive  side,  because  Senators  on  that  side 
feel  that  the  bill  goes  too  far.  That  is 
usually  the  legislative  process;  that  hap¬ 
pens  when  we  finally  get  a  good  bill. 

The  bill  closes  many  loopholes.  It 
brings  into  the  Treasury  approximately 
$755  million  in  the  closing  of  the  loop¬ 
holes.  On  the  other  hand,  by  virtue  of 
the  investment  credit  features,  the  out¬ 
flow  is  a  little  more  than  $1  billion,  which 
is  calculated  solely  for  the  purpose  of 
stimulating  the  economy. 

I  congratulate  the  very  able  Senator 
from  Oklahoma  who  is  in  charge  of  the 
bill  on  the  floor  of  the  Senate,  for  his 
leadership  in  this  whole  matter.  I  con¬ 
gratulate  also  the  able  chairman  of  the 
Committee  on  Finance,  the  Senator  from 
Virginia  [Mr.  Byrd]  for  the  contribu¬ 
tion  which  he  has  made.  It  is  a  good 
bill.  It  deserves  the  endorsement  of  the 
Members  of  the  Senate. 

Mr.  WILLIAMS  of  Delaware.  I  yield 
5  minutes  to  the  Senator  from  New  York. 

Mr.  JAVITS.  Mr.  President,  I  have 
had  a  struggle  with  my  conscience  about 
this  bill,  and  I  finally  decided  to  vote  in 
favor  of  it,  for  these  reasons. 

I  believe  the  bill  is  a  start  upon  that 
degree  of  tax  reform,  and  especially  tax 
incentive  reform,  which  I  have  myself 
urged  very  strongly  be  undertaken  this 
year  and  not  deferred  until  next  year. 

I  still  believe  that  the  President  is  un¬ 
wise,  in  the  interest  of  the  economy, 
which,  notwithstanding  a  few  rosy  glows, 
still  shows  that  it  needs  the  incentive 
and  forward  drive  which  an  incentive 


tax  cut  would  give,  in  not  proposing  his 
plans  to  us  this  year  but,  instead,  de¬ 
ferring  them  until  next  year. 

We  shall  at  least  begin,  in  the  bill,  with 
this  kind  of  tax  reform. 

Hence,  I  feel  that  that  preponderates 
over  the  reservations  which  I  have  with 
respect  to  a  number  of  features  of  the 
bill. 

My  reservations  relate  to  certain  pro¬ 
visions  of  the  bill.  For  example,  re¬ 
garding  the  so-called  lobbying  expenses, 
though  I  think  they  could  be  somewhat 
justified  on  the  ground  that  freedom  of 
action  in  business  management  should 
equate  generally  with  freedom  of  action 
in  trade  unions,  the  whole  provision 
needs  judicious  handling  by  American 
business  and  effective  enforcement  by 
the  Federal  Government. 

I  believe  that  the  provisions  for  the 
taxation  of  controlled  foreign  corpora¬ 
tions  will  inhibit  American  business  in¬ 
stead  of  freeing  its  hands  in  terms  of 
foreign  competition,  which  is  urgently 
needed  in  the  interest  of  the  American 
economy  and  of  our  peace  leadership  in 
the  world.  However,  I  believe  that  the 
Senate  provision  is  superior  to  the  House 
provision  in  this  respect,  and  I  hope — if 
I  may  have  the  attention  of  the  Senator 
from  Oklahoma  to  my  remarks  on  this 
subject — that  the  Senator  from  Okla¬ 
homa  will  be  as  tough  minded  in  the 
conference  on  the  matter  of  the  Senate’s 
provision  with  respect  to  section  12  as 
he  has  shown  himself  to  be  durable  and 
capable  on  the  floor  of  the  Senate. 

With  respect  to  the  provisions  deal¬ 
ing  with  entertainment  expenses  which 
are  contained  in  the  bill,  I  believe  that 
the  provisions  now  in  the  law  could  be 
administered  effectively  for  that  purpose. 
However,  I  do  not  see  that  any  very 
great  harm  will  be  done  by  this  provi¬ 
sion  of  the  bill  in  terms  of  what  is  legiti¬ 
mate  and  accepted  in  promoting  Ameri¬ 
can  business  activities. 

I  am  gratified  that  the  provision  for 
withholding  taxes  on  dividends  and  in¬ 
terest  has  been  deleted  in  the  Senate  bill 
because  I  believe  that  it  was  burdensome 
and  unworkable,  particularly  for  low- 
income  recipients.  The  proposal  which 
I  and  others  made  to  the  Finance  Com¬ 
mittee,  for  increased  reporting  by  payers 
of  interest  and  dividends  to  the  Internal 
Revenue  Service,  has  been  adopted  and 
will  enable  the  new  automatic  data  pro¬ 
cessing  equipment  to  aid  enforcement. 
Again,  I  very  strongly  urge  the  Senate 
conferees  to  insist  on  the  Senate  provi¬ 
sion. 

Finally,  with  respect  to  the  equipment 
tax  credit,  I  know  that  it  is  not  in  favor 
with  some  elements  of  business,  and  that 
it  is  not  in  favor  with  some  elements  of 
labor.  I  have  the  highest  respect  for 
people  who  feel  that  way.  However,  I 
deeply  believe  that  the  American  produc¬ 
tive  machine  is  falling  so  rapidly  behind 
in  terms  of  obsolescence  that  we  must 
not  only  couple  the  equipment  tax  credit 
with  the  new  depreciation  schedules 
which  we  are  giving  American  producers, 
but  must  also  put  the  whole  impact  of 
public  opinion  behind  the  fact  that  the 
credit  should  and  must  be  used  for  new 
equipment. 
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Estimates  as  to  the  amount  of  the 
American  industry’s  equipment  which  is 
obsolescent  are  ghastly.  It  is  estimated 
it  will  take  $95  billion  in  new  invest¬ 
ment  to  bring  the  American  business 
machine  abreast  of  its  responsibility. 

For  all  of  these  reasons  I  shall  vote 
for  the  bill,  knowing  always  that  legisla¬ 
tion  is  neither  black  nor  white,  but  gray. 
I  believe  that  the  advantages  preponder¬ 
ate  over  the  disadvantages.  I  especially 
emphasize,  in  closing,  the  fact  that  this 
is  the  first  installment  on  tax  reform  and 
tax  incentive  urgently  required  if  we  are 
to  get  the  economy  moving  forward,  as 
the  President  promised  in  the  1960  cam¬ 
paign,  but  which  he  definitely  has  not 
done  yet,  as  witnessed  by  the  figures  on 
endemic  employment  and  other  indexes 
such  as  the  lack  of  confidence  in  many 
quarters  in  the  economy.  I  add  merely 
that  I  deplore  greatly  the  unwillingness 
of  the  President  and  the  administration 
to  share  their  “creative  tax  plans,”  to 
use  the  words  of  the  President,  with  the 
country,  as  I  believe  this  would  be  an 
earnest  to  the  country  of  the  intention 
to  go  through  with  a  truly  effective  tax 
reform  program  early  in  1963. 

As  the  matter  stands  now,  with  the 
President  submitting  his  plans  next  year, 
we  shall  be  lucky  to  get  tax  reform  by 
late  in  the  next  session  of  Congress, 
when  we  should  be  thinking  about  it,  at 
the  latest,  in  January,  February,  and 
March. 

I  thank  the  Senator  from  Delaware 
for  yielding  time  to  me. 

Mr.  MANSFIELD.  Mr.  President,  I 
yield  myself  6  minutes. 

I  shall  not  detain  the  Senate  long.  I 
recognize  that  after  a  debate  of  9  days 
Senators  are  anxious  to  get  on  to  other 
matters.  But  I  want  to  take  a  few  mo¬ 
ments  to  explain  my  position  on  the  bill, 
and  to  indicate  the  Treasury’s  position 
by  means  of  a  letter  I  have  received  from 
Secretary  Dillon. 

First,  Mr.  President,  I  pay  my  respects 
to  the  arduous  work  done  by  the  Finance 
Committee  in  the  consideration  of  the 
bill.  That  committee  has  had  a  heavy 
agenda  during  this  session  of  the  87th 
Congress,  and  in  order  to  resolve  that 
agenda  its  members  have  had  to  make 
considerable  sacrifices.  In  particular,  I 
pay  tribute  to  the  beloved  chairman,  the 
Senator  from  Virginia  [Mr.  Byrd],  to 
the  able  floor  manager  of  the  bill,  the 
Senator  from  Oklahoma  [Mr.  Kerr], 
and  to  the  ranking  minority  member,  the 
Senator  from  Delaware  [Mr.  Williams]. 
I  should  also  like  to  commend  two  mem¬ 
bers  who  dissented  from  many  of  the 
committee’s  recommendations,  and  who, 
through  pertinent  and  well-argued  de¬ 
bate,  put  their  case  to  the  Senate.  I  re¬ 
fer  to  the  Senator  from  Tennessee  [Mr. 
Gore]  and  the  Senator  from  Illinois 
[Mr.  Douglas], 

Mr.  President,  H.R.  10650,  as  amended, 
is  an  imperfect  measure;  it  does  not 
entirely  satisfy  any  Member  of  this 
body.  The  Senator  from  Virginia,  the 
Senator  from  Wisconsin  [Mr.  Prox- 
mire],  the  Senator  from  Illinois,  and 
other  Senators  would  prefer  to  elimi¬ 
nate  the  investment  incentive  from  the 
bill.  The  Senator  from  Oklahoma,  the 


Senator  from  Montana,  and  other  Sen¬ 
ators  would  have  preferred  a  more  effec¬ 
tive  provision  relating  to  the  collection 
of  revenues  due  from  dividends  and  in¬ 
terest.  The  Senator  from  New  York 
[Mr.  Javits]  and  the  Senator  from  Min¬ 
nesota  [Mr.  McCarthy]  believe  the  for¬ 
eign  tax  provisions  are  too  stringent. 
There  are  other  parts  of  the  bill  that 
find  Senators  in  opposition,  and  there 
are  omissions  in  the  bill  that  many  Sen¬ 
ators  regret.  In  this  respect  the  situa¬ 
tion  is  no  different  from  that  which  has 
prevailed  upon  the  adoption  of  every 
other  tax  bill  that  has  come  before  Con¬ 
gress  in  my  time.  Because  a  major 
revenue  measure  is  ultimately  bound  to 
affect  every  aspect  of  our  economy,  it 
reflects  the  divisions  of  interest  that 
characterize  the  economy  itself.  The 
decisive  question  must  be,  not  whether 
the  bill  is  perfect  in  every  respect,  but 
whether,  on  balance,  it  serves  the  na¬ 
tional  interest. 

In  my  judgment,  this  bill  does. 

Its  major  provision  contains  a  credit 
for  new  investment  in  machinery  and 
equipment.  In  the  opinion  of  the  Sec¬ 
retary  of  the  Treasury,  this  tax  incentive 
is  necessary  for  the  modernization  of 
the  American  industrial  plant.  In  the 
opinion  of  virtually  every  other  qualified 
observer,  the  modernization  of  our  in¬ 
dustrial  plant  is  necessary  if  this  coun¬ 
try  is  to  compete  in  the  world  economy 
of  the  1960’s. 

We  are,  I  trust,  about  to  adopt  a  major 
trade  program  that  will  enable  us  to 
deal  with  the  great  new  economic  engine 
represented  by  the  EEC.  In  the  trade 
relationships  envisioned  by  the  trade 
bill,  there  will  be  few  benefits  for  a  na¬ 
tion  stuck  with  an  antiquated  industrial 
plant.  We  must  modernize  if  we  are  to 
trade  on  favorable  terms.  The  new  de¬ 
preciation  schedules  put  into  effect  by 
the  administration  during  the  summer, 
and  the  investment  incentive  provided 
in  this  bill,  are,  in  the  judgment  of  men 
who  bear  the  responsibility  for  Amer¬ 
ican  fiscal  policy,  essential  to  moderni¬ 
zation. 

The  bill  contains  other  salutary  fea¬ 
tures.  It  raises  new  revenue  from  mu¬ 
tual  thrift  institutions — a  long  overdue 
reform  in  the  tax  schedules;  it  closes  a 
number  of  tax  haven  abuses;  it  throws 
the  burden  on  the  taxpayer,  instead  of 
the  Government,  to  prove  that  his  en¬ 
tertainment  expenses  were  required  by 
his  business  activities.  In  some  respects 
the  House  bill  is  stronger  in  dealing  with 
these  abuses,  and  I  express  the  hope  that 
the  bill  will  be  toughened  by  the  confer¬ 
ence. 

As  for  the  revenue  loss  occasioned  by 
the  investment  incentive,  and  by  the  ab¬ 
sence  of  a  withholding  provision:  The 
Treasury’s  estimate  is  that  the  bill  falls 
short  of  a  balance  by  about  $210  million 
on  a  full-year  basis.  The  Secretary 
says,  however,  that  “this  is  a  gross  esti¬ 
mate  that  does  not  take  into  account 
the  feedback  effects  of  the  investment 
credit.  When  those  effects  are  con¬ 
sidered,  it  is  my  judgment  that  the  bill 
is  at  least  in  balance.” 

Mr.  President,  I  ask  unanimous  con¬ 
sent  that  the  letter  from  Secretary  Dil¬ 


lon  to  me,  dated  August  27,  1962,  be 
printed  in  the  Record. 

There  being  no  objection,  the  letter 
was  ordered  to  be  printed  in  the  Record, 
as  follows : 

August  27, 1962. 

Hon.  Mike  Mansfield, 

U.S.  Senate. 

Dear  Senator  Mansfield:  The  tax  bill  now 
before  the  Senate  has  a  direct  and  important 
bearing  upon  the  future  course  of  our  econ¬ 
omy.  It  might  be  helpful,  therefore,  if  I 
summarize  briefly  the  administration’s  views 
on  this  key  measure. 

Both  the  Congress  and  the  Treasury  have 
worked  long  and  painstakingly  on  this  legis¬ 
lation,  which  has  been  under  consideration 
since  April  1961.  The  problems  it  seeks  to 
solve  are  as  difficult  as  they  are  important, 
and  they  clearly  warrant  the  time  devoted 
to  dealing  with  them. 

The  President,  in  his  tax  message  of  April 
1961,  recommended  that  action  be  taken  in 
a  number  of  areas.  In  reviewing  the  bill  in 
its  present  form,  I  find  that,  while  the  ad¬ 
ministration  program  has  not  been  fully  ac¬ 
cepted,  there  has  nevertheless  been  a  sig¬ 
nificant  advance  over  present  law  in  all  but 
one  of  the  areas  contained  in  the  Presi¬ 
dent’s  recommendations — the  dividend  cred¬ 
it  and  exclusion.  The  bill  includes  one  major 
provision  not  requested  by  the  President:  de¬ 
duction  of  certain  lobbying  expenses. 

The  central  element  of  the  President’s  rec¬ 
ommendations  was  the  need  for  an  incentive 
for  investment  in  machinery  and  equipment 
that  would  stimulate  a  higher  rate  of  eco¬ 
nomic  growth  and  better  enable  our  industry 
to  compete  in  markets  at  home  and  abroad. 
The  investment  credit  contained  in  this  bill 
will  operate  as  a  powerful  stimulus  to  in¬ 
vestment.  In  combination  with  the  Treas¬ 
ury’s  recent  administrative  reform  of  de¬ 
preciation,  the  credit  will,  at  long  last,  give 
to  American  business  tax  treatment  on  new 
investment  in  machinery  and  equipment 
approaching  that  of  its  chief  competitors  in 
Western  Europe,  Canada,  and  Japan.  Its 
adoption  will  constitute  a  major  advance  to¬ 
ward  our  national  goals  of  greater  economic 
growth  and  the  increased  productive  efficien¬ 
cy  and  competitiveness  necessary  to  a  solu¬ 
tion  of  our  balance-of -payments  problem. 

To  offset  the  initial  revenue  loss  involved 
in  the  investment  incentive — and  to  achieve 
much  needed  reforms  in  our  tax  laws — the 
President  recommended  a  number  of  impor¬ 
tant  changes  in  those  laws.  As  I  have 
stated,  the  bill  contains  provisions  which 
deal  with  all  but  one  of  the  areas  in  which 
changes  were  requested  by  the  President. 
For  example,  solutions  have  been  found  for 
problems  that  have  long  plagued  the  Con¬ 
gress  concerning  the  taxation  of  mutual 
thrift  institutions,  cooperatives,  and  mutual 
fire  and  casualty  insurance  companies.  The 
bill’s  provisions  will  effect  a  far  greater 
degree  of  equity  in  the  tax  treatment  of 
these  mutual  institutions  in  relation  to  their 
competitors. 

In  the  area  of  depreciable  personal  prop¬ 
erty,  the  bill  closes  a  broad  avenue  of  poten¬ 
tial  abuse  under  which  ordinary  income 
could  be  converted  to  capital  gains  on  the 
sale  of  depreciable  property.  The  bill 
thereby  permits  the  Treasury’s  recent  and 
much  needed  administrative  reform  of  depre¬ 
ciation  to  operate  without  any  possibility  of 
windfall  tax  gains  on  sale  of  assets  subject 
to  faster  depreciation. 

In  the  field  of  foreign  income,  the  bill  at 
one  stroke  would  sweep  away  abuse  after 
abuse  possible  under  present  laws  that  now 
permit  very  significant  escapes  from  taxation. 
The  core  of  these  changes  lies  in  the  “tax 
haven”  provisions  of  the  bill,  which  provide 
a  workable  set  of  rules  to  end  the  abuses  we 
all  know  exist  in  this  area.  These  rules  have 


1962  CONGRESSIONAL  RECORD  —  SENATE  17653 


been  carefully  constructed  to  avoid  hamper¬ 
ing  the  expansion  of  our  export  trade  or  re¬ 
stricting  business  activities  that  are  not 
artificially  tax  motivated.  When  one  takes 
account  of  the  wide  variety  of  our  foreign 
activities  abroad,  the  highly  technical  nature 
of  present  law  in  this  area,  and  the  divergent 
opinions  on  the  concept  of  tax  deferral  for 
foreign  income,  the  provisions  of  the  bill  in 
this  area  represent  a  major  accomplishment. 

Along  with  ending  tax  haven  abuses,  the 
bill  is  designed  to  shut  off  such  avenues  of 
escape  from  our  tax  laws  as  the  establish¬ 
ment  of  foreign  residence  by  individuals 
seeking  to  free  their  earnings  from  tax,  the 
creation  of  foreign  trusts  to  enable  them  to 
accumulate  income  tax  free,  the  resort  to 
foreign  investment  companies  to  convert 
oridnary  income  into  capital  gain,  the  in¬ 
vestment  in  foreign  real  estate  to  escape  our 
estate  tax  laws,  and — as  respects  dividends 
earned  in  developed  countries — the  under¬ 
taxation  that  exists  because  of  the  partial 
double  counting  of  foreign  taxes  under  the 
foreign  tax  credit.  The  bill  will  also  greatly 
strengthen  the  administration  of  our  tax 
laws  on  foreign  income  through  the  estab¬ 
lishment  of  more  effective  information  and 
reporting  requirements. 

As  for  expense  accounts — a  problem  that 
has  concerned  the  Congress  for  a  number  of 
years — the  bill  contains  provisions  that  will 
strengthen  the  hand  of  the  Internal  Revenue 
Service  in  ending  flagrant  and  unconscionable 
abuses  that  have  led  us  to  be  known  as  an 
“expense  account  society.”  In  addition  to 
requiring  detailed  substantiation  of  enter¬ 
tainment  and  other  expenses,  the  bill  and 
accompanying  committee  report  propose 
standards  of  deductibility  with  respect  to 
entertainment,  business  gifts,  and  travel  that 
are  substantially  more  restrictive  than  pres¬ 
ent  law.  While  the  improvement  over  pres¬ 
ent  law  is  marked,  it  is  still  considerably 
less  than  that  recommended  by  the  admin¬ 
istration  or  that  provided  in  the  version 
passed  by  the  House.  In  addition,  the 
Finance  Committee’s  report  on  expense  ac¬ 
counts  is  not  as  clear  as  could  be  desired 
and  is  likely  to  raise  difficult  problems  of 
interpretation  in  the  future. 

I  regret  that  the  Senate  Finance  Commit¬ 
tee  bill  does  not  contain  the  withholding  ap¬ 
proach  adopted  by  the  House  to  end  the 
present  evasion  of  taxation  on  dividends  and 
interest.  But  the  committee  bill  does  rec¬ 
ognize  that  persistent  evasion  in  this  area 
is  an  extremely  serious  matter  and  must  be 
halted.  The  dual  requirement  to  report  in¬ 
formation  on  dividend  and  interest  pay¬ 
ments,  both  to  the  Government  and  to  the 
payee,  is  bound  to  improve  compliance  and 
enforcement  in  this  field.  Nevertheless,  this 
is  a  matter  on  which  we  must  focus  con¬ 
stant  attention,  for  it  is  imperative  that  our 
tax  laws  be  enforced.  I  therefore  feel — as 
does  the  President — that  the  affirmative  ad¬ 
vantages  of  withholding  will  inevitably  be 
recognized. 

There  is  one  provision  of  the  bill  that  was 
not  in  the  President’s  message — a  deduction 
for  certain  lobbying  expenses.  This  is  a 
provision  which  the  administration  has  con¬ 
sistently  opposed  for  reasons  set  forth  in  my 
testimony  before  the  Senate  Finance  Com¬ 
mittee. 

Now,  for  the  fiscal  aspects  of  the  bill,  our 
estimates  show  that  it  falls  short  of  a  bal¬ 
ance  by  $210  million  on  a  full-year  basis. 
However,  this  is  a  gross  estimate  that  does 
not  take  into  account  the  feedback  effects 
of  the  investment  credit.  When  those  effects 
are  considered,  it  is  my  judgment  that  the 
bill  is  at  least  in  balance. 

We  would,  of  course,  have  preferred  that 
the  bill  be  in  balance  even  on  a  gross  basis. 
The  inclusion  of  the  withholding  require¬ 
ments  on  dividends  and  interest  would  have 
achieved  that  balance.  In  fact,  withholding 


would  have  produced  an  overall  revenue  gain 
under  the  bill  of  about  $300  million. 

Even  without  the  withholding  provisions, 
however,  the  bill  as  reported  provides  more 
than  $800  million  of  new  revenue  from  tax 
reforms.  This  revenue  offsets  practically  all 
of  the  gross  cost  of  the  growth  incentive 
embodied  in  the  investment  credit.  Indeed, 
if  the  dividend  and  interest  information  re¬ 
porting  requirements  of  the  Senate  bill  prove 
to  be  as  efficacious  as  the  committee  staff 
estimates  and  half  of  the  gain  that  we 
would  realize  from  withholding  is  achieved 
through  the  application  of  those  require¬ 
ments  then,  under  the  Treasury’s  estimate 
of  the  revenue  presently  lost  through  eva¬ 
sion  in  this  area,  the  revenue-raising  fea¬ 
tures  of  this  bill  would  be  increased  to  just 
under  $1  billion.  This  would  leave  the  bill 
approximately  in  balance  on  a  gross  basis. 

In  closing,  I  would  like  to  say  that  the 
bill  now  before  the  Senate  represents  a  ma¬ 
jor  advance  toward  our  national  goal  of  a 
revised  and  modernized  tax  system.  In  its 
tax  reform  provisions  the  bill  makes  sub¬ 
stantial  headway  in  eliminating  many  long 
recognized  abuses.  The  investment  credit 
provides  a  significant  stimulus  both  to  eco¬ 
nomic  growth  and  to  the  maintenance  of 
America’s  competitive  position  in  the  world — • 
an  important  consideration  as  we  enter  a 
new  era  of  freer  trade.  The  bill,  in  short, 
is  a  significant  first  step  toward  the  reform 
of  our  present  outmoded  tax  laws.  As  such, 
I  believe  it  merits  the  support  of  every 
Member  of  the  Senate,  and  I  urge  its  fa¬ 
vorable  consideration  and  passage. 

With  best  wishes. 

Sincerely, 

Douglas  Dillon. 

Mr.  MANSFIELD.  In  summary,  Mr. 
President,  the  bill  appears  to  be  desir¬ 
able  and  in  the  Nation’s  interest.  It 
ought  to  be  stronger,  in  my  opinion;  I 
hope  it  will  be  when  it  goes  to  the  Presi¬ 
dent.  There  has  been  a  great  outcry 
from  some  quarters  that  it  does  not  close 
all  the  loopholes  and  meet  all  the  abuses 
that  are  thought  to  exist  under  present 
law,  and  indeed  the  bill  does  not  meet 
all  the  expectations  of  the  Senator  from 
Montana.  But  I  think  it  is  well  to  re¬ 
member  the  advice  of  Mr.  Dooley,  as  he 
was  quoted  the  other  day  by  the  Sena¬ 
tor  from  Minnesota  [Mr.  McCarthy]. 
He  told  of  a  lady  who  could  never  seem 
to  keep  her  boardinghouse  entirely  clean; 
she  worked  from  morning  until  night, 
and  still  it  showed  signs  of  dirt  and  dam¬ 
age.  She  despaired;  she  said  it  was  like 
a  pigpen.  “Madam,”  said  Dooley’s  friend 
Gallagher,  “the  trouble  with  this  house 
is  that  it  is  occupied  entirely  by  human 
bein’s.  If  t’was  a  vacant  house,”  he 
says,  “it  cud  aisily  be  kept  clean.” 

Mr.  President,  I  urge  the  passage  of 
this  imperfect  bill. 

Mr.  President,  I  yield  2  minutes  to  the 
distinguished  Senator  from  Minnesota. 

Mr.  HUMPHREY.  Mr.  President,  the 
tax  bill  now  before  the  Senate  should  be 
passed. 

It  is  true  that  there  is  perhaps  no 
single  section  of  the  bill  to  which  ob¬ 
jections  cannot  be  raised — on  the  ground 
that  it  goes  too  far — or,  conversely,  not 
far  enough.  But  it  is  equally  true  that 
every  single  section  nevertheless  em¬ 
bodies  progress  toward  achievement  of  a 
fairer  tax  structure.  In  addition,  this 
legislation  contributes  to  our  domestic 
economic  growth  and  to  improvement  in 
our  balance  of  payments  position.  These 


contributions  are  of  great  importance 
when  we  face  such  heavy  responsibili¬ 
ties  on  the  international  scene. 

This  bill  has  been  represented  by  op¬ 
ponents  as  a  hodgepodge  of  compromises 
which  may  even  make  our  overall  tax 
system  worse  rather  than  better.  The 
changes  made  in  administration  pro¬ 
posals  by  the  other  body  have  been  criti¬ 
cized,  the  changes  and  amendments 
made  by  your  committee  after  5  months 
of  hearings  and  work  have  been  criti¬ 
cized.  The  changes  made  by  this  body 
have  been  criticized. 

As  I  see  it,  the  overall  effect  of  this 
bill  is  to  greatly  improve  our  tax  sys¬ 
tem.  Let  me  summarize  some  of  the 
main  provisions  of  this  bill.  A  careful 
reading  of  the  legislation  will  show  that 
it  represents  a  considerable  step  forward 
in  tax  reform. 

For  example,  the  present  bill  pro¬ 
vides  for  reporting  of  income  from  in¬ 
terest  and  dividends,  which  is  a  sub¬ 
stitute  for  withholding  on  such  income. 
Reporting,  to  be  sure,  may  not  have  the 
effectiveness  of  withholding,  and  this  is 
a  fair  criticism.  It  may  merely  prove 
that  in  order  to  stop  the  flagrant  tax 
evasion  in  this  area  that  is  now  passing 
the  billion-dollar-a-year  mark,  and  ris¬ 
ing  every  year,  withholding  should  be 
adopted  in  the  future.  The  reporting 
route  deserves  a  fair  trial,  and  there  is 
no  question  but  that  it  will  stop  a  sig¬ 
nificant  part  of  this  tax  evasion.  But 
in  view  of  the  strong  objections  raised 
to  withholding— both  by  payers  of  divi¬ 
dends  and  interest  and  by  recipients 
who  were  falsely  led  to  believe  that 
withholding  would  endanger  their  cur¬ 
rent  living  standards,  the  reporting  re¬ 
quirement  is  the  most  which  could  be 
enacted  at  this  time.  It  is  a  step  which 
may  prove  efficacious.  It  will,  at  the 
minimum,  end  any  excuse  for  inadvert¬ 
ent  nonreporting  of  dividend  and  in¬ 
terest  income.  It  should  also  end  some 
of  the  temptation  for  deliberate  non¬ 
reporting. 

The  provisions  for  taxation  of  co¬ 
operatives,  mutual  thrift,  and  mutual 
Are  and  casualty  companies  also  do  not 
go  as  far  as  some  would  have  liked,  but 
also  represent  forward  steps.  They  meet 
problems  that  have  defied  solution  in 
the  tax  field  for  years.  By  imposing 
taxes  on  these  institutions  more  nearly 
in  accord  with  those  imposed  on  their 
business  competitors,  they  contribute  to 
increased  fairness  in  our  tax  system. 

The  provisions  on  travel  and  enter¬ 
tainment  expenses  are  not  as  stringent 
as  those  sought  by  the  administration, 
but  they  will  prevent  the  disgraceful 
abuses  now  rampant  in  this  area  of  tax 
deductions.  Its  defeat  would  make  a 
mockery  of  President  Kennedy’s  call  for 
the  death  of  that  slogan  of  expense  ac¬ 
count  society,  that  cry  of  all  free  spenders 
of  other  peoples’  money,  that  banner  of 
waste,  luxury,  and  cynical  disregard  of 
tax  equity — the  slogan  “it  is  deductible.” 

Perhaps  most  importantly,  the  broad 
objective  of  improving  the  fairness  of 
our  tax  structure  is  served  by  the  12 
separate  sections  in  the  bill  designed  to 
deal  with  a  whole  galaxy  of  inequities 
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stemming  from  the  present  preferred  tax 
treatment  given  to  various  types  of  in¬ 
come  from  foreign  sources.  The  area 
cf  taxation  of  foreign  income  presented 
perhaps  the  most  difficult  set  of  prob¬ 
lems  which  the  Finance  Committee  con¬ 
fronted  in  its  months  of  study  of  H.R. 
10650.  Not  only  are  there  technical 
problems  of  almost  unimaginable  pro¬ 
portions  but,  in  addition,  each  proposed 
move  in  the  area  of  taxation  of  foreign 
source  income  presents  the  danger  that 
elimination  of  abuses  may,  simultane¬ 
ously,  work  hardships  on — or,  at  mini¬ 
mum,  disadvantage  legitimate  business 
undertakings  by  Americans  and  Ameri¬ 
can  businesses  overseas. 

We  cannot  continue  to  condone  tax 
avoidance  on  the  part  of  Americans  who 
shift  their  residence  abroad  for  the  pur¬ 
pose  of  escaping  U.S.  tax  on  their  over¬ 
sea  earnings.  We  cannot  continue  to 
condone  the  creation  of  foreign  trusts 
for  the  purpose  of  accumulation  of  un¬ 
taxed  income.  We  cannot  continue  to 
condone  the  use  of  foreign  investment 
companies  as  a  device  to  build  capital 
free  of  U.S.  tax.  We  cannot  continue  to 
condone  the  shifting  of  short-term  cap¬ 
ital  abroad  for  the  purpose  of  avoiding 
U.S.  tax  on  a  portion  of  the  resulting  in¬ 
terest  income.  We  cannot  continue  to 
condone  investment  in  foreign  real  estate 
by  American  citizens  for  the  purpose  of 
escaping  inheritance  taxes.  We  cannot 
continue  to  condone  the  creation  and 
subsequent  liquidation  of  foreign  sub¬ 
sidiaries  for  the  purpose  of  escaping  or¬ 
dinary  income  taxes  and  qualifying  for 
taxation  only  at  the  advantageous  cap¬ 
ital  gains  rate.  And  finally,  we  cannot 
condone  the  proliferating  use  of  “tax 
haven”  subsidiaries  overseas  which  exist 
purely  for  the  purpose  of  escaping  Amer¬ 
ican  taxes. 

All  of  these  abuses  are  effectively 
blocked  or  limited  by  the  foreign  income 
sections  of  H.R.  10650. 

But  at  the  same  time,  we  have  clearly 
recognized  the  need  for — and  desirability 
of — economically  sound  American  busi¬ 
ness  operations  in  other  nations.  Only 
real  tax  abuses  must  be  stopped.  These 
are  all  which  will  be  stopped  under  the 
legislation  now  before  us. 

There  are  a  number  of  specific  pro¬ 
visions  of  the  bill  which  are  designed  to 
assure  that  only  recognizable  tax  abuses 
will  be  affected.  Only  companies  earn¬ 
ing  a  substantial  portion  of  their  income 
from  tax  haven  operations — at  least  30 
percent — will  be  covered.  Companies 
which  pay  relatively  high  local  taxes  in 
the  country  of  incorporation  or  which 
make  relatively  large  repatriations  of 
foreign  income — or  some  relatively  large 
combination  of  both — will  be  exempted 
from  coverage  by  this  section  of  the  bill. 
U.S. -controlled  subsidiaries  which  are 
engaged  largely  in  the  sale  of  American- 
made  products  and  which  reinvest  most 
of  their  income  in  the  export  sales  aspect 
of  their  business  will  be  exempted. 

What  will  be  curbed  is  tax  haven 
abuses — oversea  operations  of  Ameri¬ 
can-controlled  subsidiaries  which  have 
no  demonstrable  reason  for  existence 
other  than  tax  avoidance.  These  purely 
tax  haven  operations  are  injuring  the 
American  economy. 


They  induce  an  outflow  of  investment 
funds  from  this  country,  which  works 
a  twofold  injury  upon  us:  it  adds  to 
our  balance-of-payments  deficit  and  it 
drains  away  money  which  might  be  put 
to  productive  use  here  building  Ameri¬ 
can  industry  and  creating  American 
jobs.  Continued  tax  avoidance  possibil¬ 
ities  of  tax  haven  operations  also  serve 
effectively  to  block  the  return  flow  of 
funds  to  this  country,  whei'e  their  in¬ 
vestment  in  American  enterprises  would 
benefit  us  all. 

As  this  country  enters  a  period  of  freer 
trade,  it  is  imperative  that  we  increase 
investment  at  home  and  expand  our  sales 
of  goods  abroad.  The  foreign  income 
sections  of  H.R.  10650  are  designed  to 
assist  in  the  attainment  of  this  twin 
objective.  As  such,  they  reinforce  and 
complement  the  objectives  of  the  Trade 
Expansion  Act  and,  as  such,  they  are 
also  closely  linked  with,  and  comple¬ 
mentary  to,  the  most  important  single 
section  of  the  pending  tax  bill — the  in¬ 
vestment  credit. 

Without  question,  the  two  most  seri¬ 
ous  economic  problems  we  face  today 
are  our  lagging  rate  of  economic  growth 
and  the  chronic  deficit  in  our  interna¬ 
tional  balance  of  payments.  While  I 
could  not  claim  that  the  investment 
credit  promises  instant  or  complete  so¬ 
lution  of  either  problem,  its  potential  as 
a  tool  for  solving  both  is  too  great  for 
us  to  squander. 

Our  rate  of  economic  growth  must  be 
accelerated  if  we  are  to  meet  successfully 
what  President  Kennedy  has  called  “the 
major  domestic  challenge  of  the  six¬ 
ties” — insuring  gainful  employment  for 
the  millions  of  young  workers  who  will 
be  entering  our  labor  force  and  for  the 
millions  of  older  workers  who  find  their 
skills  made  obsolete  by  rapidly  changing 
technology. 

Without  more  rapid  growth  it  will  also 
be  impossible  for  us,  as  a  nation,  to  im¬ 
prove  the  lot  of  the  disadvantaged  mem¬ 
bers  of  our  society — those  who  subsist  on 
limited  diets,  occupy  substandard  hous¬ 
ing,  and  send  their  children  to  inade¬ 
quate  schools — all  those  who  live  in  eco¬ 
nomic  or  social  distress. 

But  our  economic  health  has  impor¬ 
tance  far  beyond  our  domestic  needs. 
A  billion  people  in  the  uncommitted 
world  are  being  told  that  this  Nation 
is  weak  and  incapable  of  vital  and  con¬ 
tinued  development,  and  that  a  system 
of  total  state  control  is  the  only  salva¬ 
tion  for  the  underdeveloped.  The  Soviet 
Union’s  rapid  expansion  is  extolled,  and 
the  United  States  is  pictured  as  a  dan¬ 
gerous  model  for  economic  develop¬ 
ment — weakened  by  recessions,  plagued 
by  chronic  unemployment,  and  unable 
to  extend  a  decent  standard  of  living 
to  all  its  people. 

Our  ability  to  maintain  adequate  de¬ 
fenses  for  ourselves  and  our  allies,  and 
to  contribute  to  the  development  of  a 
free  world,  also  depends  on  our  economic 
strength.  We  cannot  meet  domestic  and 
international  needs  with  a  faltering 
economy. 

Likewise,  our  strength  and  prosperity 
at  home  and  our  security  in  the  world 
depend  significantly  upon  reducing  the 
deficit  in  our  international  balance  of 
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payments  and  dispelling  all  doubts  con¬ 
cerning  the  stability  of  the  dollar. 

Recurring  drains  on  our  stock  of  gold, 
which  undermine  confidence  in  the  dol¬ 
lar,  cannot  be  stopped  unless  our  inter¬ 
national  payments  are  brought  into 
equilibrium. 

The  dollar  is  the  major  reserve  cur¬ 
rency  of  the  free  world.  Upon  confidence 
in  its  stability  depends  the  stability  of 
other  major  currencies,  our  economic 
relations  with  all  other  nations,  the  via¬ 
bility  of  the  international  payments  sys¬ 
tem  and  the  economic  health  and  na¬ 
tional  security  of  every  friendly  and  un¬ 
committed  nation. 

The  investment  credit  plan  contained 
in  the  legislation  before  us  will  prove  an 
effective  measure  for  increasing  our  rate 
of  economic  growth  and  reducing  the 
deficit  in  our  international  payments. 

By  providing  business  with  a  direct 
incentive  to  investment  in  productive 
equipment,  it  will  stimulate  growth  di¬ 
rectly  as  increased  orders  for  machinery 
and  equipment  create  additional  jobs 
and  larger  payrolls.  But  the  major 
thrust  of  the  credit  will  be  longer  term. 

The  credit  will  encourage  the  moder¬ 
nization  of  our  factories  and  farms,  the 
development  of  new  technology  and  its 
rapid  incorporation  in  the  production 
process.  The  resulting  gain  in  produc¬ 
tive  efficiency  will  bring  important  direct 
benefits. 

It  will  insure  our  ability  to  keep 
American  wages  the  highest  in  the  world. 
The  superior  health,  education  and  skill 
of  our  workers  do  not,  by  themselves, 
guarantee  maintenance  of  their  produc¬ 
tivity  margin  over  workers  elsewhere — 
the  margin  which  justifies  our-  wage 
standards.  To  these  endowments  of  our 
work  force  must  be  added  use  of  the  most 
modern  and  efficient  equipment  avail¬ 
able  anywhere  in  the  world. 

Increased  productive  efficiency  will 
also  enable  us  to  assure  that  even  when 
cm-  goal  of  full  employment  is  reached, 
our  workers  may  enjoy  an  ever-improv¬ 
ing  standard  of  living  without  the  threat 
of  inflation.  Renewal  of  inflation  at 
some  future  date  would  force  us  to  adopt 
restrictive  budgetary  policies  which 
would  starve  needed  welfare  and  re¬ 
source  development  programs.  It  would 
also  force  us  to  turn,  once  again,  to  a 
policy  of  monetary  restraint — thus  dam¬ 
pening  our  economic  growth  and  placing 
at  a  disadvantage  those  who  must  com¬ 
pete  in  the  money  markets  to  finance  the 
construction  of  homes,  schools  and  other 
public  facilities. 

Possibly  most  important  of  all,  how¬ 
ever,  increased  productive  efficiency  will 
enable  us  to  sell  American  goods  at  com¬ 
petitive  prices  everywhere  in  the  world. 
This  will  mean  expanded  export  markets 
which,  in  turn,  will  mean  more  jobs  for 
American  workers  and  a  more  vigorous, 
more  rapidly  growing  American  econ¬ 
omy. 

Increased  export  sales  also  offer  the 
only  complete  solution  to  our  balance-of- 
payments  problem — short  of  the  un¬ 
thinkable  alternative  of  withdrawal  from 
our  world  commitments. 

Many  steps  to  reduce  our  international 
payments  deficit  have  been  undertaken. 
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But  the  long-term  answer  lies  in  increas¬ 
ing  our  surplus  of  exports  over  imports. 

The  proposed  Trade  Expansion  Act,  on 
which  this  Senate  will  soon  be  voting, 
will,  by  lowering  tariff  barriers,  encour¬ 
age  increased  imports  as  well  as  exports. 
Thus,  in  the  new  world  of  freer  trade, 
our  producers  must  be  able  to  maintain 
competitive  prices  in  order  to  outsell  for¬ 
eign  producers  in  our  own  home  markets 
as  well  as  to  expand  export  sales.  Im¬ 
proved  productive  efficiency  is  therefore 
essential  to  improvement  of  our  trade 
balance  on  both  sides  of  the  export-im¬ 
port  ledger. 

There  are  those  who  have  suggested 
that  the  investment  credit  is  by  no  means 
the  best  method  of  increasing  our  eco¬ 
nomic  growth — who  charge  that  it  is  no 
more  than  a  giveaway  of  tax  revenue  to 
American  business. 

They  propose  adding  to  Government 
expenditures  as  a  means  of  increasing 
total  demand,  and  thereby  growth.  Or 
they  suggest  reducing  taxes  for  indi¬ 
viduals,  as  a  means  of  increasing  demand 
and  growth. 

But  increased  Government  expendi¬ 
tures — for  education,  public  construc¬ 
tion,  health  sendees,  resource  develop¬ 
ment  or  any  of  a  host  of  entirely  worth¬ 
while  programs — do  very  little  in  the 
short  run  to  increase  the  productive 
efficiency  and  competitiveness  of  our  in¬ 
dustry.  And  it  is  in  the  short  run — right 
now — that  we  need  to  increase  our  com¬ 
petitiveness  and  our  export  sales.  Those 
who  are  still  nervously  watching  our  bal- 
ance-of-payments  figures  will  not  hold 
off  speculating  against  the  dollar  while 
essential  but  long-range  Government 
programs  add  to  our  national  resources. 
The  payoff  from  increased  investment 
in  productive  equipment  is,  on  the  other 
hand,  fast. 

Stimulating  investment  by  building  up 
from  an  enlarged  base  of  demand  also 
takes  time  we  do  not  have.  In  addition, 
if  we  were  to  rely  solely  on  tax  reduc¬ 
tions  to  increase  demand  to  the  point 
where  it  would  put  pressure  on  existing 
industrial  capacity — and  thus  force  in¬ 
vestment  in  expanded  facilities — a  rev¬ 
enue  loss  far  greater  than  the  $1  billion 
cost  of  the  credit  would  be  required. 

We  have,  at  present,  excess  capacity — 
another  point  made  by  some  opponents 
of  the  credit.  But  steps  are  being  taken 
outside  the  tax  area — President  Ken¬ 
nedy’s  proposed  public  works  and  unem¬ 
ployment  insurance  programs  are  such 
steps — to  assure  maintenance  of  strong 
and  growing  demand  which  will  use  our 
industrial  capacity  to  the  full.  Although 
the  investment  credit  will  itself  create 
additional  demand,  that  is  not  its  pri¬ 
mary  purpose. 

The  investment  credit,  will,  however — 
coupled  with  the  foreign  income  tax  pro¬ 
posals  in  the  pending  bill — help  solve 
a  significant  national  problem  as  no  pro¬ 
posed  alternative  would.  This  is  the 
growing  movement  of  investment  capi¬ 
tal  from  this  country  overseas. 

Part  of  this  outflow  is  solely  for  the 
purpose  of  avoiding  taxes.  The  foreign 
income  provisions  of  H.R.  10650  are 
aimed  at  reducing  such  tax-induced 
movements  abroad. 


But  much  of  the  outflow  results  from 
the  more  liberal  tax  treatment  of  in¬ 
vestment  in  other  industrialized  coun¬ 
tries.  Quicker  recovery  of  the  cost  of 
investment  is  now  possible  under  more 
liberal  tax  laws  in  effect  elsewhere.  But 
enactment  of  the  investment  credit — 
which  will  apply,  of  course,  only  to  in¬ 
vestment  in  the  United  States — will  close 
this  cost  recovery  gap.  It  will  thus  help 
to  block  the  movement  overseas  of  both 
capital  and  jobs.  No  program  for  in¬ 
creasing  demand  in  this  country — by 
whatever  means — will  do  this  so  directly. 

Increasing  the  level  of  investment  in 
productive  equipment  does  increase  na¬ 
tional  economic  growth.  To  those  who 
doubt  this,  I  suggest  a  careful  look  at  our 
recent  economic  performance,  compared 
with  that  of  other  nations.  A  striking 
pattern  emerges:  The  higher  the  level 
of  investment,  the  greater  the  economic 
growth.  The  statistical  picture  is  not 
without  small  deviations,  but  nearly  so. 

During  the  10-year  period,  1951 
through  1960,  investment  in  the  United 
States  averaged  5.7  percent  of  gross  na¬ 
tional  product.  After  us,  in  ascending 
order,  came  Canada,  with  8.0  percent; 
France,  8.4  percent;  Italy,  9.1  percent; 
and  West  Germany,  11.5  percent. 
Growth  rates  for  those  countries  followed 
exactly  the  same  order:  3.3  percent  for 
the  United  States;  3.9  percent  for  Can¬ 
ada;  4.3  percent  for  France;  5.9  percent 
for  Italy,  and  7.5  percent  for  West  Ger¬ 
many.  Available  figures  for  Japan  sug¬ 
gest  that  for  the  last  half  of  the  decade, 
she  had  the  highest  investment  rate  of 
all — and  the  highest  growth  as  well. 
Among  the  major  industrial  nations,  only 
the  United  Kingdom  and  Belgium  had  a 
higher  level  of  investment  than  ours 
without  a  higher  level  of  growth. 

The  effect  of  investment  levels  on  ex¬ 
port  prices — and  export  markets — is  sug¬ 
gested  by  the  fact  that  from  1953  to  1960, 
our  export  prices  for  manufactured  goods 
rose  14  percent  while  those  of  our  for¬ 
eign  competitors  remained  the  same  or 
dropped.  Moreover,  the  success  of  our 
competitors  in  stabilizing  export  prices 
came  not  from  a  slower  rate  of  wage 
increases  but  a  faster  rise  in  produc¬ 
tivity. 

The  potential  gain  to  our  American 
economy  from  the  investment  credit  far 
outweighs  the  one  item  of  risk.  The 
risk — which  is  real — is  the  creation  of 
additional  technological  unemployment 
as  new  and  more  modern  equipment  is 
put  into  place. 

But  if  we  attempt  to  stand  still,  we  will 
create  more  unemployment  in  the  long 
run. 

For  those  of  our  businesses  in  which 
technological  change  is  lagging,  we  will 
merely  postpone  the  day  of  reckoning — 
and  perhaps  not  even  postpone  it  very 
long.  We  will  insure  only  that  their 
readjustment,  when  it  comes,  will  be 
more  protracted  and  more  difficult — if, 
indeed,  they  survive  at  all.  For  inefficient 
companies  do  go  out  of  business,  thus 
lowering  the  ax  of  unemployment  with 
one  blow  on  all  their  workers  and  caus¬ 
ing  acute  hardship  for  entire  commu¬ 
nities.  The  task  of  retraining  or  relocat¬ 


ing  workers  then  becomes  almost 
unmanageable. 

For  the  Nation  as  a  whole,  our  failure 
to  approve  the  investment  credit  would 
involve  even  greater  risks.  For  unless 
we  modernize  our  equipment,  expand 
our  productive  base  and  assure  mainte¬ 
nance  of  our  economic  vitality,  there  can 
be  no  assurance  of  security  for  our  Na¬ 
tion  and  no  lasting  prosperity  for  our 
people. 

The  investment  credit  is  the  heart  of 
the  bill,  but  the  other  provisions,  taken 
as  a  whole,  are  at  least  of  equal  impor¬ 
tance.  The  overall  effect  of  the  bill  will 
be  positive,  because  the  most  of  the  pro¬ 
visions  of  every  important  change  repre¬ 
sent  gains  in  tax  fairness  and  increased 
economic  efficiency. 

This  bill  will  go  far  toward  eliminat¬ 
ing  many  inequities,  many  abuses,  many 
tax  problems  that  have  existed  for  years. 
In  addition,  it  will  provide  significant 
help  for  our  domestic  economy  and  for 
our  balance  of  payments. 

It  deserves  the  wholehearted  support 
of  Senators. 

Finally,  Mr.  President,  tax  measures 
are  never  to  be  found  in  the  category  of 
what  we  call  easy  and  pleasant  legisla¬ 
tion.  We  are  dealing  with  the  economic 
fabric  of  our  society  when  we  pass  tax 
laws,  and  we  are  obviously  affecting  the 
economic  life  of  individuals  and  business 
institutions.  Tax  measures  are  very 
controversial. 

The  purpose  of  the  tax  measure  now 
being  considered  is  to  close  some  of  the 
loopholes  in  the  existing  tax  laws,  and 
to  provide  additional  incentive  for  in¬ 
vestment  and  development  in  American 
industry.  Those  two  purposes  are,  in 
part  at  least,  being  fulfilled  by  the  meas¬ 
ure  before  us  and  now  about  to  be  voted 
upon. 

As  I  have  said  before,  the  failure  to 
include  a  provision  for  the  withholding 
of  taxes  on  dividends  and  interest  is  a 
serious  weakness  in  the  bill;  but  it  is  my 
hope  that  the  methods  which  have  been 
proposed  and  are  now  underway  admin¬ 
istratively  to  improve  the  collection  of 
taxes  on  interest  and  dividends  will  be 
beneficial.  If  not,  we  can  return  to  a 
consideration  of  this  proposal,  and  we 
shall. 

I  must  say,  further,  that  we  have  gone 
a  long  way  toward  meeting  the  requests 
of  the  President.  Let  that  be  clear.  The 
bill  does  have  administration  support  as 
it  stands. 

The  Senator  from  Oklahoma  [Mr. 
Kerr],  who  has  handled  this  highly  com¬ 
plex  and  controversial  legislation  de¬ 
serves  our  commendations  for  his  de¬ 
tailed  knowledge  and  exploration  of  its 
many  provisions. 

Senators  on  the  other  side  of  the  aisle 
have  given  their  cooperation  in  bringing 
this  measure  to  a  vote.  We  thank  them. 

Finally,  it  is  my  hope  that  when  the 
bill  comes  back  from  conference,  some 
improvements  will  have  been  made  as  a 
result  of  the  deliberations  between  the 
conferees  of  the  two  Houses. 

Next  year  Congress  will  ha^e  an  op¬ 
portunity  to  consider  general  tax  legis¬ 
lation,  and  it  will  be  then  that  Congress 
can  work  its  will  on  overall  tax  policy. 
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The  senior  Senator  from  Minnesota  be- 
lives  that  there  is  a  necessity  for  a  gen¬ 
eral  overhauling  of  the  tax  laws,  particu¬ 
larly  to  provide  greater  incentive  for 
expansion  and  development  and  also  to 
increase  consumer  purchasing  power. 

Mr.  WILLIAMS  of  Delaware.  Mr. 
President,  I  yield  2  minutes  to  the  Sena¬ 
tor  from  Kansas  [Mr.  Carlson]. 

The  PRESIDING  OFFICER  (Mr.  Bur¬ 
dick  in  the  chair).  The  Senator  from 
Kansas  is  recognized  for  2  minutes. 

Mr.  CARLSON.  Mr.  President,  if  I 
may  have  the  attention  of  the  Senator 
from  Oklahoma,  I  wish  to  say  that  on 
page  17363  of  the  Congressional  Record 
for  September  4,  there  appears  a  collo¬ 
quy,  in  which  he  and  I  engaged,  in  re¬ 
gard  to  advertising.  In  that  connection, 

I  refer  to  the  lower  part  of  the  first  col¬ 
umn  on  that  page.  I  ask  unanimous 
consent  that  the  word  “permitted”  be 
changed  to  “denied,”  so  as  to  make  this 
part  of  the  colloquy  read: 

Fourth,  would  a  roadbuilding  machinery 
company  be  denied  deductions  on  a  general 
plea  for  improved  highways? 

Then  I  come  to  the  last  sentence  of  the 
last  paragraph  in  that  column;  and  I 
ask  that  it  be  changed  so  as  to  read: 

Is  it  not  the  intent  of  this  legislation  to 
prohibit  advertising  that  deals  with  a  legis¬ 
lative  proposal  arising  under  local,  State,  or 
National  law  when  the  advertising  is  in  gen¬ 
eral  directed  toward  pending  or  proposed 
legislation? 

I  ask  the  Senator  from  Oklahoma 
whether  he  has  any  objection  to  having 
those  corrections  or  changes  made. 

Mr.  KERR.  I  have  no  objection.  I 
join  in  the  request. 

Mr.  CARLSON.  I  thank  the  Senator 
from  Oklahoma. 

The  PRESIDING  OFFICER.  The  cor¬ 
rections  will  be  made. 

Mr.  MANSFIELD.  Mr.  President,  I 
suggest  the  absence  of  a  quorum,  and 
ask  unanimous  consent  that  the  time 
required  for  it  be  taken  equally  out  of 
the  time  available  to  both  sides. 

The  PRESIDING  OFFICER.  Without 
objection,  it  is  so  ordered;  and  the  clerk 
will  call  the  roll. 

The  legislative  clerk  proceeded  to 
call  the  roll. 

Mr.  MANSFIELD.  Mr.  President,  I 
ask  unanimous  consent  that  the  order 
for  the  quorum  call  be  rescinded. 

The  PRESIDING  OFFICER.  With¬ 
out  objection,  it  is  so  ordered. 

Mr.  WILLIAMS  of  Delaware.  Mr. 
President,  I  yield  2  minutes  to  the  Sena¬ 
tor  from  Iowa  [Mr.  HickenlooperL 

The  PRESIDING  OFFICER.  Only 
iy2  minutes  remain  for  each  side. 

Mr.  HICKENLOOPER.  Mr.  Presi¬ 
dent,  I  shall  need  only  one-half  a  minute. 

Mr.  WILLIAMS  of  Delaware.  Very 
well;  I  yield. 

Mr.  HICKENLOOPER.  Mr.  Presi¬ 
dent,  on  behalf  of  my  colleague,  Senator 
Miller,  and  myself,  I  send  to  the  desk 
an  explanation  of  the  reasons  why  we 
will  vote  against  the  omnibus  tax  bill; 
and  I  ask  unanimous  consent  that  the 
explanation  be  printed  at  this  point  in 
the  Record. 

There  being  no  objection,  the  state¬ 
ment  was  ordered  to  be  printed  in  the 
Record,  as  follows: 


Statement  by  Senator  Hickenlooper  and 
Senator  Miller  in  Explanation  of  Their 
Vote  on  House  Bill  10650 
We  oppose  the  omnibus  tax  bill  because 
its  bad  features  far  outweigh  its  good 
features. 

It  has  some  desirable  features,  such  as 
tightening  up  deductions  for  business  extrav¬ 
agance,  business  gifts,  entertainment  and 
travel  expenses;  investment  returns  on  in¬ 
terest  and  dividends  and  the  closing  of  some 
loopholes  in  the  foreign  income  field. 

On  the  other  hand  some  of  its  undesirable 
features  include  the  investment  tax  credit 
provision  which  would  reduce  Federal  in¬ 
come  by  over  a  billion  dollars  and  is  highly 
discriminatory,  benefiting  primarily  a  lim¬ 
ited  number  of  large  taxpayers;  the  almost 
unworkable  provisions  applicable  to  foreign 
business  operations  which  would  tend  to 
frustrate  the  expansion  of  foreign  trade  and 
actually  put  foreign  competitors  in  a  more 
favorable  position;  and  the  deductions  al¬ 
lowed  for  increased  clearing  of  land  which 
would  only  be  of  prime  benefit  to  large  land- 
owners  and  bring  more  land  into  competitive 
production  in  an  already  surplus  market. 

To  reduce  Federal  income  at  this  time 
without  at  the  same  time  reducing  Federal 
expenditures  is  unwise.  Especially  is  this 
so  in  the  face  of  the  greatest  international 
tensions  which  this  country  has  faced  for 
many  years.  To  keep  on  spending  more  than 
we  take  in  will  inevitably  lead  to  further 
devaluation  of  the  American  dollar  and  to 
a  further  reduction  of  the  purchasing  power 
of  our  money. 

We  believe  that  tax  reduction  is  essential, 
but  it  must  be  accompanied  by  sound  and 
sensible  reduction  of  Federal  expenditures. 
Moreover,  tax  reduction  should  be  of  general 
application  rather  than  advantageous  to  a 
comparative  few. 

The  net  reduction  of  Federal  income  un¬ 
der  this  bill  would  be  over  three-quarters 
of  a  billion  dollars  and  we  cannot  afford 
this  reduction  at  this  time  of  great  inter¬ 
national  tensions  and  in  the  face  of  in¬ 
creased  spending  demands  of  the  admin¬ 
istration. 

Mr.  WILLIAMS  of  Delaware.  Mr. 
President,  I  yield  the  remaining  time 
under  my  control  to  the  junior  Senator 
from  Iowa  [Mr.  Miller]. 

Mr.  MILLER.  Mr.  President,  follow¬ 
ing  the  passage  of  the  tax  bill  by  the 
House,  an  excellent  article  by  the  Hon¬ 
orable  John  W.  Byrnes,  U.S.  Representa¬ 
tive  from  Wisconsin,  was  printed  in  the 
April  issue  of  the  Tax  Review.  The  arti¬ 
cle  is  entitled  “The  Revenue  Act  of  1962: 
A  Dissent.”  While  I  recognize  that  a 
number  of  problems  which  arose  in  con¬ 
nection  with  the  House  version  of  the 
bill  have  been  avoided  by  the  action  of 
the  Senate,  nevertheless  I  think  the  arti¬ 
cle  by  Mr.  Byrnes  merits  the  attention 
of  the  people,  and  many  of  the  state¬ 
ments  in  the  article  are  entirely  respon¬ 
sive  to  the  situation  presented  by  the  bill 
as  it  is  now  before  the  Senate.  There¬ 
fore,  I  ask  unanimous  consent  that  the 
article  be  printed  in  the  Record. 

There  being  no  objection,  the  article 
was  ordered  to  be  printed  in  the  Record, 
as  follows: 

The  Revenue  Act  of  1962:  A  Dissent 
(By  Hon.  John  W.  Byrnes,  U.S.  Representa¬ 
tive  from  Wisconsin) 

If  one  is  old-fashioned  enough  to  believe 
that  one  of  the  ingredients  of  sound  fiscal 
policy  in  a  time  of  prosperity  is  a  balanced 
budget,  the  need  for  generous  doses  of 
transquilizer  pills  is  apparent  when  a  close 
look  is  taken  at  present  Federal  fiscal  and 
tax  policies.  There  has  been  submitted,  it 


is  true,  a  balanced  budget  for  fiscal  1963,  but 
it  is  balanced  only  on  paper,  and  the  paper 
balance  is  achieved  only  through  a  process 
of  wishful  thinking. 

Such  wishful  thinking  for  fiscal  1963  is  a 
continuation  of  a  trend  already  established. 
Since  the  original,  seven  new  estimates  have 
been  made  of  the  deficit  for  1962,  as  follows: 
$2.1  billion  in  March  1961,  $2.8  billion  in 
March  1961,  $3.6  billion  in  May  1961,  $3.7 
billion  in  June  1961,  $5.3  billion  in  October 
1961,  and  $7  billion  in  January  1962.  The 
latest  estimate  now  appears  to  be  off  by  at 
least  $1  billion  and  the  deficit  will  probably 
be  around  $8  billion. 

On  paper  the  Federal  budget  for  fiscal  1963 
calls  for  exepnditures  of  $92.5  billion  to  be 
covered  by  $93  billion  of  receipts.  This  pre¬ 
carious  balance  of  less  than  one-half  of  1  per¬ 
cent  is  to  be  achieved  through  an  increase  of 
about  $11  billion  in  receipts  from  corporate 
and  individual  income  taxes  attributable  to 
a  continuing  high  level  of  economic  activity. 

The  realization  of  the  necessary  income 
in  order  to  achieve  this  balance  is  predicated 
on  some  very  highly  speculative  assump¬ 
tions.  It  assumes  that  the  recovery  will 
continue  on  a  steady  rise  for  the  next  16 
months.  Remember  always  that  the  pro¬ 
jection  and  guesses  go  to  July  1963.  This 
steady  rise  is  to  carry  the  gross  national 
product  through  this  year  to  a  record  $570 
billion.  Yet,  we  have  already  seen  some 
slippage  in  January  and  February. 

What  about  expenditures?  While  a  bal¬ 
anced  budget  is  of  extreme  importance,  it  is 
important  to  look  at  the  level  of  Federal 
expenditures  and  particularly  the  change  in 
that  level  from  year  to  year. 

Expenditures  proposed  for  fiscal  1963  ex¬ 
ceed  those  of  1962  by  almost  $3.5  billion,  and 
this  follows  an  increase  in  Federal  spend¬ 
ing  between  1961  and  1962  of  about  $7.5  bil¬ 
lion.  In  this  2-year  span,  we  have  raised 
Federal  expenditures  by  more  than  $11  bil¬ 
lion. 

This  is  clearly  not  a  trend  that  is  consist¬ 
ent  with  improvement  of  our  international  or 
domestic  economic  position.  This  kind  of  a 
trend  cannot  be  supported  by  economic 
growth.  It  can  only  be  supported  by  in¬ 
creased  taxes. 

If  you  think  this  is  bad,  look  at  some  of 
the  assumptions  upon  which  the  $92.5  bil¬ 
lion  level  of  expenditures  is  based. 

It  assumes  that  the  farm  program  proposed 
by  the  administration  will  reduce  the  cost 
of  the  Department  of  Agriculture  by  more 
than  $500  million,  while  still  expanding  the 
food  stamp  plan,  lowering  prices  to  the  con¬ 
sumer  and  raising  farm  income — a  real  neat 
trick. 

It  assumes  an  end  to  the  postal  deficit. 
Yet,  the  postal  rate  increase  bill  which  passed 
the  House  and  is  pending  in  the  Senate  is 
several  hundred  millions  short  of  reaching  a 
balance  and  the  Congress  is  presently  being 
asked  for  a  14-percent  increase  in  postal 
workers’  salaries  which  would  add  some  more 
hundreds  of  million  dollars  to  the  postal  def¬ 
icit. 

The  expenditures  are  also  based  on  the  as¬ 
sumption  of  a  resolution  of  the  Berlin  prob¬ 
lem  by  June.  For  example,  no  funds  were 
provided  in  the  budget  to  carry  the  reservists 
and  National  Guard  units  called  up  last  fall 
beyond  June  30,  and  the  administration  is 
now  requesting  additional  funds. 

The  interest  on  the  debt  is  underesti¬ 
mated.  If  we  have  a  deficit  budget  and  the 
economic  activity  the  Treasury  is  forecast¬ 
ing,  then  it  is  only  reasonable  to  expect 
interest  rates  to  rise. 

We  could  go  on  and  on  enumerating  the 
precarious  assumptions  on  which  the  bal¬ 
anced  budget  is  predicated.  Suffice  it  to  say, 
the  budget  has  as  many  ‘ifs”  as  it  has  dol¬ 
lars — all  of  which  must  be  favorably  re¬ 
solved  if  it  is  to  be  balanced  on  June  30, 
1963. 
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It  is  alarming  to  note  that  the  reliable 
and  respected  staff  of  the  Joint  Committee 
on  Internal  Revenue  Taxation  estimated  on 
April  2  that  present  taxes  would  bring  in 
$4.3  billion  less  revenue  in  fiscal  1963  than 
the  budget  predicts  and,  on  this  basis  alone, 
a  deficit  of  $3.8  billion  is  now  indicated. 

Knowing  the  propensities  of  Congress  in 
an  election  year  and  the  philosophy  of  the 
administration  toward  spending,  I  have  no 
hesitation  in  predicting  that  we  can  well 
wind  up  with  a  deficit  of  from  $5  to  $7  bil¬ 
lion  next  year. 

Even  if  the  budget,  as  presented,  would 
produce  a  balance,  there  is  a  basic  philos¬ 
ophy  expressed  in  the  administration's  pro¬ 
gram  that  should  cause  grave  concern.  It 
is  the  philosophy  that  all  increases  in  reve¬ 
nue  resulting  from  improvemnet  in  the  econ¬ 
omy  and  from  economic  growth  are  to  be 
preempted — yes,  dedicated  even  in  advance 
of  realization — by  Government  for  enlarged 
Government  spending. 

It  is  on  Government  spending  that  we  are 
to  place  our  reliance  for  curing  every  ill  and 
for  strengthening  our  economy.  To  advance 
economic  growth,  we  are  to  place  primary  re¬ 
liance  upon  the  rocket  power  of  climbing 
Federal  spending.  Every  dollar  of  increased 
revenue  is  to  be  preempted  for  Government 
spending  and  not  one  cent  is  to  be  put  to 
work  to  provide  greater  impetus  to  the  pri¬ 
vate  sector  of  our  economy. 

We  did  not  achieve  our  position  of  world 
leadership  by  this  route.  This  philosophy, 
if  pursued,  means  we  are  to  reduce  our  re¬ 
liance  on  our  private  enterprise  system  and 
increase  our  reliance  on  Government  in 
complete  disregard  of  the  fact  that  it  is 
individual  effort  and  enterprise  that  is  the 
source  of  all  present  and  future  Govern¬ 
ment  income.  If  there  was  ever  a  dangerous 
and  reactionary  road,  this  is  it. 

In  report  after  report,  including  his  eco¬ 
nomic  and  trade  messages,  the  President  has 
emphasized  the  need  for  growth,  the 
strengthening  of  incentives  for  individual 
effort  and  for  productive  investment,  the 
need  to  put  our  economy  on  a  basis  which 
will  permit  us  to  be  competitive  with  the 
other  industrial  nations  of  the  world — par¬ 
ticularly  with  the  rising  Common  Market 
area  of  Western  Europe.  Yet  the  growth- 
stunting  potential  of  our  tax  system  is  com¬ 
pletely  ignored.  The  President’s  only  men¬ 
tion  of  tax  reduction  is  as  a  temporary  ex¬ 
pedient  to  fight  recession — a  preposterous 
proposal  that  Congress  should  surrender  its 
taxing  power,  no  matter  how  limited,  to  the 
Executive. 

We'have  been  told  often  in  the  past — like 
a  broken  record — “We  know  the  rates  are 
too  high,  we  know  it’s  unfair  to  apply  this 
rule  of  taxation  or  that.  We  know  tax  relief 
is  needed — but  the  Government  needs  the 
money.” 

Last  December  the  President,  in  talking 
about  the  need  for  changes  in  tax  deprecia¬ 
tion  allowances,  said,  “We  are  not  unsym¬ 
pathetic,  and  I  can  think  of  very  few  changes 
that  would  be  more  useful  to  the  country 
in  stimulating  employment  and  keeping  us 
competitive,  particularly  with  Western  Eu¬ 
rope.  And  the  only  reason  we  have  limited 
ourselves  to  the  proposal  which  is  now  be¬ 
fore  the  House  Ways  and  Means  Committee 
is  because  we  do  not  have  the  available 
revenue  to  provide  for  a  tax  reduction  this 
year.” 

The  philosophy  of  the  budget  and  other 
messages,  if  pursued,  will  mean  that  we  will 
never  “have  the  available  revenue  to  provide 
for  a  tax  reduction,”  because  any  potential 
revenue  that  might  be  available  for  such  a 
purpose  is  being  preempted  for  additional 
Government  spending.  Keep  in  mind  that 
the  President,  in  his  budget  message  pro¬ 
posing  $93.5  billion  in  spending,  said,  “Many 
desirable  new  projects  and  activities  are  be¬ 
ing  deferred.” 


Thus,  the  administration  has  talked  about 
“tax  reform”  only  in  terms  of  taxing  some 
people  more  while  taxing  others  less.  What 
the  administration  is  really  talking  about  is 
tax  juggling,  not  tax  reform.  It  strives  to 
leave  the  impression  that  it  can  work  mir¬ 
acles  by  closing  loopholes  in  our  tax  laws. 

The  term  “loophole,”  correctly  used,  de¬ 
fines  a  method  used  to  avoid  taxes  which 
was  not  intended  by  Congress.  Because  we 
have  a  lot  of  ingenious  tax  experts  in  our 
land,  unintended  avenues  for  avoiding  taxes 
are  opened  up  from  time  to  time.  They,  of 
course,  should  be  closed.  There  are  also 
inequities  and  these  should  be  corrected. 
We  have  corrected  some  in  the  current  tax 
bill. 

The  point,  however,  is  that  provisions  of 
law  that  Congress  enacted  intentionally  or 
are  in  the  code  historically  in  order  to  create 
equity  are  not  loopholes.  Yet  it  is  these 
that  seem  to  be  the  favorites  of  the  dema¬ 
gogs,  even  though  each  has  its  history  and 
reason  for  existence. 

Many  of  these  so-called  loopholes  exist 
to  overcome  the  burdening  disincentive 
caused  by  our  extremely  high  tax  rates. 
Eliminate  the  high  rates  and  you  eliminate 
the  “loopholes.” 

The  Treasury  has  announced  it  will  unfurl 
new  “tax  reform”  proposals  early  this  sum¬ 
mer.  If  the  philosophy  behind  them  is  in 
keeping  with  the  administration’s  tax  bill 
which  has  passed  the  House,  I  must  say 
that  I  can  only  view  our  fiscal  and  eco¬ 
nomic  future  with  alarm. 

While  some  of  its  23  sections  are  good, 
desirable,  laudable — and  this  can  probably 
be  attributed  to  the  law  of  averages — over¬ 
all,  the  bill  violates  the  very  basic  concepts 
of  sound  tax  policy  and  fiscal  responsibility. 

Regardless  of  how  much  figure  juggling  is 
done,  the  bill  involves  a  revenue  loss  of  $1 
billion  in  fiscal  1963.  In  one  swoop,  there 
goes  the  balanced  budget  which  the  budget 
message  itself  says  is  so  important  under 
present  conditions.  If  this  revenue  loss 
would  produce  sound,  growth-inducing  tax 
reform,  the  House  might  have  been  justified 
in  accepting  the  risks  involved  in  a  deficit 
budget. 

The  bill  does  not  justify  such  risks. 

Consider  its  two  major  provisions — the 
so-called  investment  credit  and  the  tax  on 
controlled  foreign  corporations. 

Talk  about  closing  loopholes.  The  in¬ 
vestment  credit  is  the  biggest  loophole  and 
unwarranted  subsidy  ever  seriously  consid¬ 
ered  by  the  Congress.  It  is  an  outright  sub¬ 
sidy  of  almost  $2  billion  to  a  segment  of  the 
business  community  which  business  neither 
seeks  nor  wants. 

It  isn’t  often  that  we  find  the  AFL-CIO, 
the  NAM  and  the  chamber  of  commerce  all  in 
bed  together — but  they  all  agree  that  this 
provision  is  unsound. 

It  can  be  supported  by  business  only  on 
the  very  selfish  ground  that  they  will  be 
able  to  get  their  hands  in  the  till  and  divide 
up  $2  billion. 

It  is  perfectly  clear  that  the  Treasury  never 
intended  this  to  be  a  permanent  part  of  the 
code,  but  when  the  public  wakes  up  to  the 
absolute  windfall  that  will  be  enjoyed  by 
some,  plus  the  inequities  and  discrimination 
it  will  visit  upon  others,  the  temporary  na¬ 
ture  of  the  provision  will  be  assured. 

This  credit  has  nothing  to  do  with  de¬ 
preciation  reform.  It  amounts,  in  essence, 
to  payment  by  the  Government  of  a  part  of 
the  cost  of  buying  certain  depreciable  prop¬ 
erty,  but  the  taxpayer  is  not  even  required 
to  adjust  the  basis  of  the  asset  by  the  amount 
of  the  credit,  and  this  is  the  least  that  should 
be  done. 

It  is  supposed  to  be  an  incentive,  but  it 
applies  to  assets  already  placed  in  service 
just  as  long  as  it  was  subsequent  to  Decem¬ 
ber  31  of  last  year. 

What  is  needed  is  true  depreciation  re- 
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form.  I  have  proposed  that  a  provision  for 
accelerated  depreciation  be  substituted  for 
the  credit.  It  would  permit  an  additional 
depreciation  of  20  percent  of  the  deprecia¬ 
tion  otherwise  allowable. 

This  is  not  intended  as  the  ultimate  an¬ 
swer  to  the  need  for  depreciation  reform, 
but,  coupled  with  the  Treasury’s  consolida¬ 
tion  and  reduction  of  the  useful  lives  pre¬ 
scribed  in  Bulletin  F  to  be  announced  soon, 
it  will  at  least  be  a  move  in  the  right  direc¬ 
tion. 

The  provision  for  applying  withholding  to 
dividends  and  interest  is  an  administrative 
monstrosity,  but  the  proposal  to  tax-the  un¬ 
distributed  earnings  of  controlled  foreign 
corporations  is  not  only  that  but  highly 
dangerous  as  well. 

Everyone  talks  about  the  need  to  sim¬ 
plify  the  code.  If  you  want  to  see  a  tax 
nightmare,  take  a  good  look  at  section  13 
of  the  tax  bill,  then  get  in  a  good  supply 
of  aspirin. 

Section  13  contains  an  attack  on  Ameri¬ 
can-owned  business  in  foreign  countries  un¬ 
precedented  in'  its  harshness,  its  complexity, 
and  its  irrationality. 

At  this  decisive  time,  when  the  smallness 
of  the  world  has  just  been  dramatically  and 
heroically  demonstrated,  and  when  we  have 
every  reason  to  be  thankful  to  American- 
owned  business  overseas  for  contributing 
to  our  balance  of  trade  by  providing  a 
market  for  American-made  products  and 
contributing  to  our  balance  of  payments  by 
returning  dividends  and  interest  to  this 
country,  the  bill  unleashes  an  unprovoked 
attack  on  methods  of  doing  business. 

Entirely  aside  from  its  drastic  substantive 
effects,  this  ,  provision  would  discourage 
Americans  from  attempting  to  compete 
abroad  merely  because  of  its  inordinate 
complexity. 

One  example:  Section  13  is  not  content 
with  taxing  royalties  actually  received  as 
such  by  foreign  corporations.  It  proposes  to 
impute  royalties  to  a  foreign  corporation. 
Royalty  income  would  be  imputed  to  foreign 
corporations  which  have  income  from  sales 
of  manufactured  items  where  it  can  be 
argued  that  part  of  the  sales  income  is  at¬ 
tributable  to  the  use  of  patents,  formulas, 
copyrights,  or  processes  developed  in  the 
United  States. 

It  means,  for  example,  that  any  American- 
owned  foreign  corporation  selling  products 
abroad  will  be  forced  to  allocate  some  por¬ 
tion  of  its  sales  proceeds  to  the  patent  or 
process  and  this  will  be  taxed  to  the  U.S. 
shareholder  as  royalty  income. 

The  Treasury  has  complained  about  the 
difficulty  of  administering  section  482  and 
the  man-hours  of  revenue  agents’  time  re¬ 
quired  to  allocate  income  properly.  By  com¬ 
parison  to  the  problems  that  will  arise  from 
trying  to  impute  royalty  income,  the  ad¬ 
ministration  of  section  482  is  a  revenue 
agent’s  dream. 

In  my  16  years  on  the  Ways  and  Means 
Committee,  I  have  come  to  recognize  the  lust 
of  the  Treasury  for  complexities  and  their 
insatiable  appetite  for  authority  to  make 
rules  and  regulations.  I  cannot,  for  the 
life  of  me,  however,  understand  the  philoso¬ 
phy  behind  section  13,  and  I  cannot  believe 
that  the  Senate,  when  it  studies  its  far-rang¬ 
ing  implications,  will  not  reverse  the  mistake 
made  by  the  House  in  adopting  it. 

Our  immediate  needs,  if  we  are  to  develop 
sound  tax  policy,  are  apparent : 

The  current  tax  bill  should  provide  for  a 
constructive  step  toward  depreciation  re¬ 
form  instead  of  a  discriminatory  subsidy 
which  will  neither  provide  incentive  toward 
the  kind  of  investment  we  need  nor  pro¬ 
vide  a  basis  upon  which  such  investment  can 
be  planned.  It  should  take  care  of  genuine 
foreign  tax  havens  instead  of  penalizing  and 
making  impossible  the  efforts  of  American. 
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business  to  compete  In  a  world  which  is 
growing  more  competitive  every  minute. 

Future  tax  bills  should  be  aimed  at  true 
tax  reform  and  not  at  tax  law  juggling.  The 
attack  must  be  upon  the  excessingly  high 
rates  and  the  practical  confiscations  of  profits 
and  capital  resulting  from  the  present  law 
if  we  are  to  evolve  a  truly  growth-producing 
tax  structure. 

The  basic  need  is  an  attitude  toward  Gov¬ 
ernment  spending  which  will  not  only 
strengthen  our  domestic  and  world  economic 
and  monetary  position  but  will  provide  the 
leeway  we  desperately  need  for  the  kind  of 
meaningful  tax  reform  which  we  must  have 
if  we  are  successfully  to  compete  in  the  new 
world  in  which  we  live.  We  need  to  disci¬ 
pline  ourselves  to  the  urgencies  of  the  hour, 
for  the  race  which  looms  ahead  will  go  to 
the  lean  and  self-reliant  and  not  to  the  fat 
and  well  coddled. 

Mr.  MILLER.  Mr.  President,  on  Sat¬ 
urday,  March  31,  there  appeared  in  the 
New  York  Daily  Mirror  an,  excellent  edi¬ 
torial  attacking  the  proposed  withhold¬ 
ing  of  tax  on  interest  and  dividends. 
Although  such  a  provision  is  not  in  the 
bill,  so  many  statements  in  favor  of  that 
proposal  have  been  made  that  I  believe 
it  well  to  have  the  editorial  brought  to 
the  attention  of  the  readers  of  the  Con¬ 
gressional  Record.  Therefore,  I  ask 
unanimous  consent  that  the  editorial  be 
printed  in  the  Record. 

There  being  no  objection,  the  editorial 
was  ordered  to  be  printed  in  the  Record, 
as  follows: 

Fiasco  of  a  Tax  Bill 

Knuckling  under  to  the  administration’s 
pressure  and  prodding,  the  House  has  passed 
the  tax  revision  bill  which  President  Ken¬ 
nedy  labeled  a  “must.”  We  can  only  hope 
that  the  Senate  will  exhibit  stronger  resolve 
and  better  judgment  than  did  the  House 
and  will  take  a  long,  realistic  look  at  the  ab¬ 
surdities,  inequities  and  failings  of  the  legis¬ 
lation. 

Apart  from  the  enormous  bureaucratic 
mushrooming  and  staggering  expense  that 
will  be  required  to  administer  the  bill  if  it 
ever  becomes  law,  the  package  can  be  criti¬ 
cized  on  many  scores.  Today,  we  intend  to 
confine  our  remarks  to  the  proposal  to  with¬ 
hold  20  percent  of  interest  paid  on  savings 
accounts. 

Presumably,  by  imposing  a  withholding 
tax  on  dividend  and  interest  money,  the  bill 
will  produce  an  extra  $650  million  in  reve¬ 
nue.  Nobody  argues  that  tax  delinquents 
and  deadbeats  should  not  be  forced  to  pay 
their  share.  But  has  Congress  fully  con¬ 
sidered  the  administrative  cost,  the  conse¬ 
quences  and  the  unfairness  of  collecting  this 
“extra  revenue”  by  this  method? 

The  way  it  will  work  with  savings  ac¬ 
counts  is  that  a  flat  20  percent  will  be  with¬ 
held  on  interest  credited  to  the  depositor. 
This  20  percent  will  be  lopped  off  his  ac¬ 
count  whether  or  not  he  actually  owes  the 
money  in  taxes. 

In  other  words,  Uncle  Sam  will  automati¬ 
cally  get  his  fat  cut  of  every  saver’s  earned 
interest  even  where  the  Government  isn’t 
entitled  to  it. 

Now,  what  happens  when  the  saver  wants 
that  cut  returned  to  him  because  his  tax 
liability  will  not  be  high  enough  to  warrant 
the  application  of  this  20  percent  levy  on  in¬ 
terest?  Well,  the  saver  merely  has  to  make 
application  for  a  refund  and  then  cool  his 
heels  while  his  claim  goes  through  the  usual 
bureaucratic  processing — and  millions  of 
taxpayers  can  testify  from  experience  how 
long  and  agonizing  is  the  wait  for  a  refund. 

THE  ABSURDITIES  NEVER  END 

Moreover,  the  saver  has  to  make  applica¬ 
tion  for  this  refund  every  single  time  the 


bank  credits  his  account  with  earned  in¬ 
terest.  Thus,  if  interest  is  credited  quarterly, 
the  depositor,  deprived  of  20  percent  of  the 
money,  must  petition  the  Government  to 
give  it  back  to  him  four  times  a  year. 

Regular  saving  and  the  compounding  of 
interest  has  been  a  cornerstone  of  this 
country’s  economy.  Traditionally,  by  leaving 
his  money  in  the  bank,  a  depositor  earns 
interest  on  every  penny  of  his  interest. 

But  now,  only  80  percent  of  his  earned 
interest  can  begin  earning  new  interest  im¬ 
mediately.  The  remaining  20  percent  will 
have  been  handed  over  to  the  Government 
in  anticipation  of  a  tax  bill  which  the  de¬ 
positor  may  never  have  to  pay.  When  this 
20  percent  is  refunded,  it  will  have  been  de¬ 
prived  of  its  earning  capacity  for  whatever 
length  of  time  the  Government  held  on  to  it. 

The  absurdities  don’t  end  there,  either. 
The  Government  gets  its  20  percent  rakeoff 
even  if  the  saver  is  a  child,  a  nonworking 
dependent,  or  an  elderly  widow. 

If  such  persons  wish  to  be  exempted  from 
the  withholding  tax,  they  must  file  a  cer¬ 
tificate  with  the  institution  where  their 
money  is  on  deposit.  This  might  be  all  right 
for  people  who  are  aware  of  this  provision 
in  the  law  and  understand  its  import.  But 
how  about  all  the  others,  and  we  can  pre¬ 
sume  there  will  be  great  numbers  of  them, 
who  do  not  know  that  such  a  certificate 
must  be  filed  or  neglect  to  do  so  for  one 
reason  or  another? 

Going  one  step  further,  who  knows  how 
many  tens  of  thousands  of  persons  will  never 
file  their  refund  claims  for  tax  deductions  on 
earned  interest  because  they  do  not  under¬ 
stand  the  machinations  of  this  complicated 
legislation? 

The  bookkeeping,  correspondence,  and 
recordkeeping  that  this  new  withholding 
system  will  involve  is  fearsome  to  contem¬ 
plate. 

There  must  surely  be  a  better  way  to  catch 
up  with  the  taxpayers  who  fail  to  report 
their  interest  and  dividend  earnings. 

The  PRESIDING  OFFICER.  One 
minute  remains. 

Mr.  MANSFIELD.  Mr.  President,  I 
yield  back  1  minute. 

Mr.  President,  a  parliamentary  in¬ 
quiry. 

The  PRESIDING  OFFICER.  The 
Senator  from  Montana  will  state  it. 

Mr.  MANSFIELD.  Is  the  vote  to  be 
taken  at  the  conclusion  of  the  debate 
or  at  1 : 15,  the  time  agreed  to? 

The  PRESIDING  OFFICER.  The 
vote  is  to  come  immediately  following 
conclusion  of  the  debate. 

Mr.  MANSFIELD.  Mr.  President,  on 
the  question  of  whether  the  bill  shall 
pass,  have  the  yeas  and  nays  been 
ordered? 

The  PRESIDING  OFFICER.  No. 

Mr.  MANSFIELD.  Mr.  President,  on 
this  question  I  request  the  yeas  and 
nays. 

The  PRESIDING  OFFICER.  Is  there 
a  sufficient  second? 

The  yeas  and  nays  were  ordered. 

The  PRESIDING  OFFICER.  The 
question  is,  Shall  the  bill  pass? 

The  yeas  and  nays  have  been  ordered; 
and  the  clerk  will  call  the  roll. 

The  legislative  clerk  called  the  roll. 

Mr.  MANSFIELD  (after  having  voted 
in  the  affirmative).  Mr.  President,  on 
this  vote  I  have  a  pair  with  the  Senator 
from  Tennessee  [Mr.  Gore],  If  he  were 
present  and  voting,  he  would  vote  “nay.” 
If  I  were  at  liberty  to  vote,  I  would  vote 
“yea.”  Therefore,  I  withhold  my  vote. 
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Mr.  KEFAUVER.  Mr.  President,  on 
this  vote  I  have  a  pair  with  the  Senator 
from  Missouri  [Mr.  Symington],  If  he 
were  present  and  voting,  he  would  vote 
“yea.”  If  I  were  at  liberty  to  vote,  I 
would  vote  “nay.”  Therefore,  I  withhold 
my  vote. 

The  vote  was  recapitulated. 

Mr.  HUMPHREY.  I  announce  that 
the  Senator  from  Mississippi  [Mr.  East- 
land],  the  Senator  from  Washington 
[Mr.  Magnuson],  the  Senator  from  Ore¬ 
gon  [Mrs.  Neuberger],  and  the  Senator 
from  Tennessee  [Mr.  Gore]  are  absent 
on  official  business. 

I  further  announce  that  the  Senator 
from  New  Mexico  [Mr.  Anderson],  the 
Senator  from  Nevada  [Mr.  Bible],  the 
Senator  from  Wyoming  [Mr.  Hickey], 
and  the  Senator  from  Missouri  [Mr. 
Symington]  are  necessarily  absent. 

I  further  announce  that,  if  present 
and  voting,  the  Senator  from  New  Mex¬ 
ico  [Mr.  Anderson],  the  Senator  from 
Nevada  [Mr.  Bible],  the  Senator  from 
Mississippi  [Mr.  Eastland]  and  the  Sen¬ 
ator  from  Washington  [Mr.  Magnuson] 
would  each  vote  “yea.” 

On  this  vote,  the  Senator  from  Wyo¬ 
ming  [Mr.  Hickey],  is  paired  with  the 
Senator  from  Oregon  [Mrs.  Neuberger]. 
If  present  and  voting,  the  Senator  from 
Wyoming  would  vote  “yea,”  and  the  Sen¬ 
ator  from  Oregon  would  vote  “nay.” 

Mr.  KUCHEL.  I  announce  that  the 
Senator  from  Utah  [Mr.  Bennett],  the 
Senator  from  South  Dakota  [Mr.  Bot- 
tum],  the  Senator  from  Arizona  [Mr. 
Goldwater],  the  Senator  from  Ken¬ 
tucky  [Mr.  Morton],  and  the  Senator 
from  New  Hampshire  [Mr.  Murphy]  are 
necessarily  absent. 

The  Senators  from  Vermont  [Mr. 
Aiken  and  Mr.  Prouty]  are  absent  on 
official  business. 

If  present  and  voting,  the  Senator 
from  Vermont  [Mr.  Aiken],  the  Senator 
from  Utah  [Mr.  Bennett],  the  Senator 
from  South  Dakota  [Mr.  Bottum],  and 
the  Senator  from  New  Hampshire  [Mr. 
Murphy]  would  each  vote  “yea.”  ^ 

On  this  vote,  the  Senator  from  Ken¬ 
tucky  [Mr.  Morton]  is  paired  with  the 
Senator  from  Arizona  [Mr.  Goldwater]. 
If  present  and  voting,  the  Senator  from 
Kentucky  would  vote  “yea,”  and  the  Sen¬ 
ator  from  Arizona  would  vote  "nay.” 

The  result  was  announced — yeas  59, 
nays  24,  as  follows: 

[No.  247  Leg.] 

YEAS— 59 


Allott 

Fulbright 

Monroney 

Beall 

Hartke 

Moss 

Butler 

Hayden 

Mundt 

Byrd,  Va. 

Hill 

Muskie 

Byrd,  W.  Va. 

Holland 

Pastore 

Cannon 

Humphrey 

Pearson 

Capehart 

Jackson 

Pell 

Carlson 

Javits 

Randolph 

Carroll 

Johnston 

Robertson 

Case 

Jordan,  N.C. 

Scott 

Chavez 

Jordan,  Idaho 

Smathers 

Church 

Kerr 

Smith,  Mass. 

Cooper 

Kuchel 

Smith,  Maine 

Cotton 

Long,  Mo. 

Sparkman 

Dlrksen 

Long,  Hawaii 

Talmadge 

Dodd 

Long,  La. 

Wiley 

Ellender 

McCarthy 

Williams,  N.J. 

Engle 

McClellan 

Young,  N.  Dak. 

Ervin 

McGee 

Young,  Ohio 

Fong 

Metcall 

1962 

NAYS— 24 

G 

Bartlett 

Hart 

Proxmire 

Boggs 

Hickenlooper 

Russell 

Burdick 

Hruska 

Saltonstall 

Bush 

Keating 

Stennis 

Clark 

Lausche 

Thurmond 

Curtis 

McNamara 

Tower 

Douglas 

Miller 

Williams,  Del. 

Gruening 

Morse 

Yarborough 

NOT  VOTING— 

-17 

Aiken 

Goldwater 

Morton 

Anderson 

Gore 

Murphy 

Bennett 

Hickey 

Neuberger 

Bible 

Kefauver 

Prouty 

Bottum 

Magnuson 

Symington 

Eastland 

Mansfield 
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So  the  bill  (H.R.  10650)  was  passed. 

Mr.  KERR.  Mr.  President,  I  move  to 
reconsider  the  vote  by  which  the  bill 
was  passed. 

Mr.  MANSFIELD.  Mr.  President,  I 
move  to  lay  that  motion  on  the  table. 

The  PRESIDING  OFFICER.  The 
question  is  on  agreeing  to  the  motion  to 
lay  on  the  table  the  motion  to  recon¬ 
sider. 

The  motion  to  lay  on  the  table  was 
agreed  to. 

Mr.  BYRD  of  Virginia.  Mr.  President, 

I  move  that  the  Senate  insist  upon  its 
amendments  and  request  a  conference 
with  the  House  of  Representatives  there¬ 
on;  and  that  the  Presiding  Officer  ap¬ 
point  the  conferees  on  the  part  of  the 
Senate. 

The  motion  was  agreed  to;  and  the 
Presiding  Officer  appointed  Mr.  Byrd  of 
Virginia,  Mr.  Kerr,  Mr.  Long  of  Louisi¬ 
ana,  Mr.  Smathers,  Mr.  Williams  of 
Delaware,  Mr.  Carlson  and  Mr.  Ben¬ 
nett  conferees  on  the  part  of  the  Senate. 

Mr.  BYRD  of  Virginia.  Mr.  President, 

I  ask  unanimous  consent  that  the  bill, 
H.R.  10650,  be  printed  with  the  amend¬ 
ments  of  the  Senate  numbered ;  and  that 
in  the  engrossment  of  the  amendments 
of  the  Senate  to  the  bill  the  Secretary 
of  the  Senate  be  authorized  to  make  -all 
necessary  technical  and  clerical  changes 
and  corrections,  including  corrections  in 
sections,  subsections,  et  cetera,  designa¬ 
tions,  table  of  contents,  and  cross  ref¬ 
erences  thereto. 

The  PRESIDING  OFFICER  (Mr.  Hart 
in  the  chair) .  Is  there  objection  to  the 
request  by  the  Senator  from  Virginia? 
The  Chair  hears  none,  and  it  is  so  or- 
dered. _ _ _ / 

SELF-EMPLOYED  INDIVIDUALS  T^ 
RETIREMENT  ACT  OF  1961 

Mr.  MANSFIELD.  Mr.  President,  I 
move  that  the  Senate  proceed/  to  the 
consideration  of  Calendar  No./973,  H.R. 
10. 

The  PRESIDING  OFFICE^.  The  bill 
will  be  stated  by  title  for  tye  information 
of  the  Senate. 

The  Legislative  CLEftK.  A  bill  (H.R. 
10)  to  encourage  the  establishment  of 
voluntary  pension  i^ans  by  self-employed 
individuals. 

The  PRESIDING  OFFICER.  The 
question  is  omagreeing  to  the  motion  by 
the  Senator  from  Montana. 

The  motion  was  agreed  to;  and  the 
Senate  m'oceeded  to  consider  the  bill 
(H.R.  lOj  to  encourage  the  establishment 
of  vohmtary  pension  plans  by  self -em¬ 
ployed  individuals,  which  had  been  re¬ 
ported  from  the  Committee  on  Finance, 


with  amendment,  to  strike  out  all  after 
the  enacting  clause  and  insert: 

That  this  Act  may  be  cited  as  the  “Self- 
Employed  Individuals  Tax  Retirement  Act 
of  1961”. 

Sec.  2.  Qualification  of  Plans. 

Section  401  of  the  Internal  Revenue  Code 
of  1954  (relating  to  qualified  pension, 
profit-sharing,  and  stock  bonus  plans)  is 
amended — 

(1)  by  adding  at  the  end  of  paragraph 
(5)  of  subsection  (a)  the  following  new 
sentence:  “For  purposes  of  this  paragraph 
and  paragraph  (10),  the  total  compensation 
of  an  individual  who  is  an  employee  within 
the  meaning  of  subsection  (c)(1)  means 
such  individual’s  earned  income  (as  defined 
in  subsection  (c)  (2) ) ,  and  the  basic  or  reg¬ 
ular  rate  of  compensation  of  such  an  indi¬ 
vidual  shall  be  determined,  under  regula¬ 
tions  prescribed  by  the  Secretary  or  his 
delegate,  with  respect  to  that  portion  of  his 
earned  income  which  bears  the  same  ratio 
to  his  earned  income  as  the  basic  or  regu¬ 
lar  compensation  of  the  employees  under  the 
plan  bears  to  the  total  compensation  of  such 
employees.”; 

(2)  by  adding  at  the  end  of  subsection  (a) 
the  following  new  paragraphs: 

“(7)  A  trust  shall  not  constitute  a  quali- 
d  trust  under  this  section  unless  the  plan 
ofNwhich  such  trust  is  a  part  provides  that, 
upon  its  termination  or  upon  complete  di/- 
contnsmance  of  contributions  under  the 
plan,  the  rights  of  all  employees  to  benefits 
accrued 'to  the  date  of  such  termination  or 
discontinuance,  to  the  extent  then-funded, 
or  the  amounts  credited  to  the  employees’ 
accounts,  are  nonforfeitable.  This  para¬ 
graph  shall  not  apply  to  benefits  or  con¬ 
tributions  whioh,  under  provisions  of  the 
plan  adopted  pursuant  to  regulations  pre¬ 
scribed  by  the  Secretary  oy  his  delegate  to 
preclude  the  discrimination  prohibited  by 
paragraph  (4),  may  \ot/be  used  for  desig¬ 
nated  employees  in  tli/  event  of  early  ter¬ 
mination  of  the  plain 

“(8)  A  trust  forjning  hart  of  a  pension 
plan  shall  not  constitute  a,  qualified  trust 
under  this  section  unless  tnfci  plan  provides 
that  forfeitures/must  not  be  implied  to  in¬ 
increase  the  benefits  any  empTeyeee  would 
otherwise  revive  under  the  plans 

"(9)  In  the  case  of  a  plan  whicftvprovides 
contributions  or  benefits  for  employees  some 
or  all  of  whom  are  employees  witliKn  the 
meaning  of  subsection  (c)  (1),  a  trust  form¬ 
ing  l/nt  °f  such  plan  shall  not  constitul 
qualified  trust  under  this  section  unless,  u\- 
d?r  the  plan,  the  entire  interest  of  eacl 
ployee — 

‘(A)  either  will  be  distributed  to  him  not 
later  than  his  taxable  year  in  which  he  at¬ 
tains  the  age  of  70%  years,  or,  in  the  case  of 
an  employee  other  than  an  owner-employee 
(as  defined  in  subsection  (c)  (3) ),  in  which 
he  retires,  whichever  is  the  later,  or 

“(B)  will  be  distributed,  commencing  not 
later  than  such  taxable  year,  (i)  in  accord¬ 
ance  with  regulations  prescribed  by  the 
Secretary  or  his  delegate,  over  the  life  of  such 
employee  or  over  the  lives  of  such  employee 
and  his  spouse,  or  (ii)  in  accordance  with 
such  regulations,  over  a  period  not  extending 
beyond  the  life  expectancy  of  such  employee 
or  the  life  expectancy  of  such  employee  and 
his  spouse. 

“(10)  In  the  case  of  a  plan  which  provides 
contributions  or  benefits  for  employees  some 
or  all  of  whom  are  owner- employees  (as 
defined  in  subsection  (c)(3))  — 

“(A)  paragraph  (3)  and  the  first  and 
second  sentences  of  paragraph  (5)  shall  not 
apply,  but — 

“(i)  such  plan  shall  not  be  considered 
discriminatory  within  the  meaning  of  para¬ 
graph  (4)  merely  because  the  contributions 
or  benefits  of  or  on  behalf  of  employees 
under  the  plan  bear  a  uniform  relationship 


to  the  total  compensation,  or  the  basic  or 
regular  rate  of  compensation,  of  such  em? 
ployees,  and 

“(ii)  such  plan  shall  not  be  conside/ed 
discriminatory  within  the  meaning  of  para¬ 
graph  (4)  solely  because  under  the  plajl  con¬ 
tributions  described  in  subsection  (ei'f 3)  (A) 
which  are  in  excess  of  the  amounts  which 
may  be  deducted  under  section  404  (deter¬ 
mined  without  regard  to  section /04( a)  (10) ) 
for  the  taxable  year  may  be  rqdde  on  behalf 
of  any  owner-employee;  and/ 

“(B)  a  trust  forming  a  part  of  such  plan 
shall  constitute  a  qualified  trust  under  this 
section  only  if  the  requirements  in  subsec¬ 
tion  (d)  are  also  met. ’/'and 

(3)  by  redesignatint/subsection  (c)  as  sub¬ 
section  (h)  and  inserting  after  subsection 
(b)  the  following /fiew  subsections: 

“(c)  Definitio/ts  and  Rules  Relating  to 
Self-Employed  Individuals  and  Owner-Em¬ 
ployees. — For .purposes  of  this  section — 

“(1)  Employee. — The  term  ‘employee’  in¬ 
cludes,  for/any  taxable  year,  an  individual 
who  has  earned  income  (as  defined  in  para¬ 
graph  (2j  )  for  the  taxable  year.  To  the  ex¬ 
tent  provided  in  regulations  prescribed  by 
the  Secretary  or  his  delegate,  such  term  also 
includes,  for  any  taxable  year — 

(A)  an  individual  who  would  be  an  em- 
oyee  within  the  meaning  of  the  preceding 
sentence  but  for  the  fact  that  the  trade  or 
business  carried  on  by  such  individual  did 
not  have  net  profits  for  the  taxable  year, 
and_ 

“(B)  an  individual  who  has  been  an  em¬ 
ployee  within  the  meaning  of  the  preceding 
sentence  for  any  prior  taxable  year. 

“(2)  Earned  income. — 

“(A)  In  general. — The  term  ‘earned  in¬ 
come’  means  the  net  earnings  from  self-em¬ 
ployment  (as  defined  in  section  1402(a))  to 
the  extent  that  such  net  earnings  constitute 
earned  income  (as  defined  in  section  911(b) 
but  determined  with  the  application  of  sub- 
paragraph  (B) ) ,  but  such  net  earnings  shall 
be  determined — 

“ ( i )  without  regard  to  paragraphs  (4)  and 
(5)  of  section  1402(c) , 

“(ii)  in  the  case  of  any  individual  who  is 
treated  as  an  employee  under  sections  3121 
(d)(3)  (A),  (C),  or  (D),  without  regard  to 
paragraph  (2)  of  section  1402(c),  and 
“(iii)  without  regard  to  items  which  are 
not  included  in  gross  income  for  purposes 
of  this  chapter,  and  the  deductions  properly 
allocable  to  or  chargeable  against  such  items. 
For  purposes  of  subparagraph  (A),  sec¬ 
tions  911(b)  and  1402,  as  in  eSect  for  a  tax¬ 
able  year  ending  on  December  31,  1961,  and 
subparagraph  (B),  as  in  effect  for  a  taxable 
ear  beginning  on  January  1,  1962,  shall  be 
■eated  as  having  been  in  effect  for  all  tax¬ 
able  years  ending  before  such  date. 

)  Earned  income  when  both  personal 

SERVfKES  AND  CAPITAL  ARE  MATERIAL  INCOME- 
PRODUCING  factors. — In  applying  section 
911(b)  for  purposes  of  subparagraph  (A),  in 
the  case  c>f  an  individual  who  is  an  employee 
within  the\  meaning  of  paragraph  (1)  and 
who  is  engaged  in  a  trade  or  business  in 
which  both  personal  services  and  capital  are 
material  incomer-producing  factors  and  with 
respect  to  which  the  individual  actually 
renders  personal  Services  on  a  full-time,  or 
substantially  full-tiVe,  basis,  so  much  of  .  his 
share  of  the  net  profits  of  such  trade  or 
business  as  does  not  exceed  $2,500  shall  be 
considered  as  earned  income.  In  the  case  of 
any  such  individual  who  Is  engaged  in  more 
than  one  trade  or  business  with  respect  to 
which  he  actually  renders  substantial  per¬ 
sonal  services,  if  with  respect  to  all  such 
trades  or  businesses  he  actually'renders  per¬ 
sonal  services  on  a  full-time,  or  substantially 
full-time,  basis,  there  shall  be  considered  as 
earned  income  with  respect  to  the  trades  or 
businesses  in  which  both  personal  services 
and  capital  are  material  income- producing 
factors — 
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“(A  so  much  of  his  share  of  the  net 
profits  \f  such  trades  or  businesses  as  does 
not  exceed  $2,500,  reduced  by 

“(ii)  hi\  share  of  the  net  profits  of  any 
trade  or  business  in  which  only  personal 
services  is  \  material  income -producing 
factor. 

The  preceding  Sentences  shall  not  be  con¬ 
strued  to  reduce  ohe  share  of  net  profits  of 
any  trade  or  business  which  under  the  sec¬ 
ond  sentence  of  section  911(b)  would  be 
considered  as  earned  \ncome  of  any  such 
individual, 

“(3)  OwNER-EMPLOYEE.V-The  term  ‘owner- 
employee’  means  an  employee  who — 

“(A)  owns  the  entire  interest  in  an  un¬ 
incorporated  trade  or  business'Npr 

“(B)  in  the  case  of  a  partnership,  is  a 
partner  who  owns  more  than  10\percent  of 
either  the  capital  interest  or  the  profits  in¬ 
terest  in  such  partnership. 

To  the  extent  provided  in  regulations  pre¬ 
scribed  by  the  Secretary  or  his  delegateVuch 
term  also  means  an  individual  who  has  been 
an  owner-employee  within  the  meaning  \>f 
the  preceding  sentence. 

"(4)  Employer. — An  individual  who  owns 
the  entire  interest  in  an  unincorporated 
trade  or  business  shall  be  treated  as  his  own 
employer.  A  partnership  shall  be  treated  as 
the  employer  of  each  partner  who  is  an  em¬ 
ployee  within  the  meaning  of  paragraph  ( 1 ) . 

“(5)  Constructive  ownership. — An  indi¬ 
vidual  shall  be  treated  as  owning  any  inter¬ 
est  in  an  unincorporated  trade  or  business 
which  is  owned,  directly  or  indirectly,  by  his 
spouse  or  minor  children.  An  individual  who 
owns  any  interest  in  an  unincorporated  trade 
or  business  or  is  an  employee  of  such  trade 
or  business  shall  be  treated  as  owning  any 
interest  in  such  unincorporated  trade  or 
business  which  is  owned,  directly  or  indi¬ 
rectly,  by  his  ancestors  or  lineal  descendants. 
Any  interest  treated  as  owned  by  any  indi¬ 
vidual  by  reason  of  the  application  of  the 
preceding  sentences  shall  no.t  be  treated  as 
owned  by  him  for  the 'purpose  of  applying 
such  sentences  in  order  to  make  any  other 
individual  the  constructive  owner  of  such 
interest.  For  purposes  of  this  paragraph,  a 
legally  adopted  child  of  an  individual  shall  be 
treated  as  a  child  of  such  individual  by  blood. 

“(6)  Contributions  on  behalf  of  owner- 
employees. — The  term  ‘contribution  on  be¬ 
half  of  an  owner-employee’  includes,  except 
as  the  context  otherwise  requires,  a  contri¬ 
bution  under  a  plan — 

“(A)  by  the  employer  for  an  owner-em¬ 
ployee,  and 

“(B)  by  an  owner-employee  as  an  em¬ 
ployee. 

“(d)  Additional  Requirements  for  Quali 
fication  of  Trusts  and  Plans  Benefiting 
Owner-Employees. — A  trust  forming  payt  of 
a  pension  or  profit-sharing  plan  which/ pro¬ 
vides  contributions  or  benefits  for  employees 
some  or  all  of  whom  are  owner-employees 
shall  constitute  a  qualified  trust  /nder  this 
section  only  if,  in  addition  to  Hieeting  the 
requirements  of  subsection  (a) /The  following 
requirements  of  this  subseetj/n  are  met  by 
the  trust  and  by  the  plarj/of  which  such 
trust  is  a  part : 

“  ( 1 )  In  the  case  of  a  tr/st  which  is  created 
on  or  after  the  date  of  ime  enactment  of  this 
subsection,  or  which/  was  created  before 
such  date  but  is  not/exempt  from  tax  under 
section  501(a)  as  /n  organization  described 
in  subsection  (a/  on  the  day  before  such 
date,  the  trustee  is  a  bank,  but  a  person 
(including  th/employer)  other  than  a  bank 
may  be  granted,  under  the  trust  instrument, 
the  power  /o  control  the  investment  of  the 
trust  funas  either  by  directing  investments 
(includj/g  reinvestments,  disposals,  and  ex¬ 
changes)  or  by  disapproving  proposed  in- 
vestnzrents  (including  reinvestments,  dis¬ 
poses,  and  exchanges) .  This  paragraph  shall 
not  apply  to  a  trust  created  or  organized  out- 
^»ide  the  United  States  before  the  date  of 


the  enactment  of  this  subsection  If,  under 
section  402(c),  it  is  treated  as  exempt  from 
tax  under  section  501(a)  on  the  day  before 
such  date.  For  purposes  of  this  paragraph, 
the  term  ‘bank’  means  a  bank  as  defined  in 
section  581,  a  corporation  which  under  the 
laws  of  the  State  of  its  incorporation  is 
subject  to  supervision  and  examination  by 
the  commissioner  of  banking  or  other  officer 
of  such  State  in  charge  of  the  administra¬ 
tion  of  the  banking  laws  of  such  State,  and, 
in  the  case  of  a  trust  created  or  organized 
outside  the  United  States,  a  bank  or  trust 
company,  wherever  incorporated,  exercising 
fiduciary  powers  and  subject  to  supervision 
and  examination  by  governmental  authority. 
“(2)  Under  the  plan — 

“(A)  the  employees’  rights  to  or  derived 
from  the  contributions  under  the  plan  are 
nonforfeitable  at  the  time  the  contributions 
are  paid  to  or  under  the  plan;  and 

“(B)  in  the  case  of  a  profit-sharing  plan, 
there  is  a  definite  formula  for  determining 
the  contributions  to  be  made  by  the  em¬ 
ployer  on  behalf  of  employees  (other  than 
owner-employees) . 

Subparagraph  (A)  shall  not  apply  to  con¬ 
tributions  which,  under  provisions  of  the 
lan  adopted  pursuant  to  regulations  pre¬ 
scribed  by  the  Secretary  or  his  delegate  to 
preclude  the  discrimination  prohibited  by 
subsection  (a)  (4) ,  may  not  be  used  to  provide 
benefit  for  designated  employees  in  t/le 
event  ok  early  termination  of  the  plan. 

“(3)  The  plan  benefits  each  employee 
having  a  period  of  employment  of  3  years  or 
more.  For ''purposes  of  the  preceding  sen¬ 
tence,  the  tVm  ‘employee’  does'  not  in¬ 
clude  .any  employee  whose  customary  em¬ 
ployment  is  forNiot  more  than/20  hours  in 
any  one  week  orVis  for  not/more  than  5 
months  in  any  calendar  yet 
“(4)  Under  theplai 
“(A)  contributions ^r/ benefits  are  not 
provided  for  any  owuer-employee  unless 
such  owner-employee  l/isVonsented  to  being 
included  under  the  plan;  a\d 

“(B)  no  benefits  may  be  paid  to  any  owner- 
employee,  except  in  the  caseNof  his  becom¬ 
ing  disabled  (wi/iin  the  meaning  of  section 
213(g)  (3) ),  p^jor  to  his  attaining^ the  age  of 
59/4  years. 

“(5)  The /Sian  does  not  permit — ' 

“(A)  contributions  to  be  made  by  Che  em¬ 
ployer  01/  behalf  of  any  owner-employee  in 
excess  /5f  the  amounts  which  may  be\de- 
ducte/  under  section  404  (determined  wil 
out /regard  to  section  404(a)  (10))  for  tl 
taxable  year; 

‘(B)  in  the  case  of  a  plan  which  provides 
Contributions  or  benefits  only  for  owner- 
employees,  contributions  to  be  made  on  be¬ 
half  of  any  owner-employee  in  excess  of  the 
amounts  which  may  be  deducted  under  sec¬ 
tion  404  (determined  without  regard  to  sec¬ 
tion  404(a)  (10) )  for  the  taxable  year;  and 
“(C)  if  a  distribution  under  the  plan  is 
made  to  any  employee  and  if  any  portion  of 
such  distribution  is  an  amount  described  in 
section  72 (m)  (5)  (A)  (i),  contributions  to  be 
made  on  behalf  of  such  employee  for  the 
5  taxable  years  succeeding  the  taxable  year 
in  which  such  distribution  is  made. 
Subparagraphs  (A)  and  (B)  shall  not  apply 
to  any  contribution  which  is  not  considered 
to  be  an  excess  contribution  (as  defined  in 
subsection  (e)  (1) )  by  reason  of  the  applica¬ 
tion  of  subsection  (e)  (3). 

“(6)  Except  as  provided  in  this  paragraph, 
the  plan  meets  the  requirements  of  subsec¬ 
tion  (a)  (4)  without  taking  into  account  for 
any  purpose  contributions  or  benefits  under 
chapter  2  (relating  to  tax  on  self-employ¬ 
ment  income),  chapter  21  (relating  to  Fed¬ 
eral  Insurance  Contributions  Act) ,  title  II  of 
the  Social  Security  Act,  as  amended,  or  any 
other  Federal  or  State  law.  If — 

“(A)  of  the  contributions  deductible 
under  section  404  (determined  without  re¬ 
gard  to  section  404(a)  (10)),  not  more  than 
one-third  is  deductible  by  reason  of  contribu¬ 


tions  by  the  employer  on  behalf  of  owner-} 
employees,  and 

“(B)  taxes  paid  by  the  owner-employ 
under  chapter  2  (relating  to  tax  on  /elf- 
employment  income),  and  the  taxes ^hich 
would  be  payable  under  such  chapter  2  by 
the  owner-employees  but  for  paragraphs  (4) 
and  (5)  of  section  1402(c),  are  /aken  into 
account  as  contributions  by  the  employer 
on  behalf  of  such  owner-employees, 
then  taxes  paid  under  sectioia  3111  (relating 
to  tax  on  employers)  with  respect  to  an 
employee  may,  for  purp/ses  of  subsection 
(a)(4),  be  taken  into  a/count  as  contribu¬ 
tions  by  the  employer  for  such  employee 
under  the  plan. 

“(7)  Under  the  A>lan,  if  an  owner-em¬ 
ployee  dies  before  His  entire  interest  has  been 
distributed  to  him,  or  if  distribution  has 
been  commenced  in  accordance  with  suljsec- 
tion  (a)  (9)  (&)  to  his  surviving  spouse'and 
such  surviving  spouse  dies  before  his  entire 
interest  has  been  distributed  to  such  sur¬ 
viving  spouse,  his  entire  interest  (or  the 
remaining  part  of  such  interest  if  distribu¬ 
tion  thereof  has  commenced)  will,  within 
5  ye/rs  after  his  death  (or  the  death  of  his 
sueviving  spouse),  be  distributed,  or  applied 
'the  purchase  of  an  immediate  annuity  for 
lis  beneficiary  or  beneficiaries  (or  the  bene- 
'ficiary  or  beneficiaries  of  his  surviving 
spouse)  which  will  be  payable  for  the  life 
of  such  beneficiary  or  beneficiaries  (or  for 
a  term  certain  not  extending  beyond  the  life 
expectancy  of  such  beneficiary  or  benefici¬ 
aries)  and  which  will  be  immediately  dis¬ 
tributed  to  such  beneficiary  or  beneficiaries. 
The  preceding  sentence  shall  not  apply  if 
distribution  of  the  interest  of  an  owner- 
employee  has  commenced  and  such  distribu¬ 
tion  is  for  a  term  certain  over  a  period  per¬ 
mitted  under  subsection  (a)  (9)  (B)  (ii) . 

“(8)  Under  the  plan — 

“(A)  any  contribution  which  is  an  excess 
contribution,  together  with  the  income  at¬ 
tributable  to  such  excess  contribution,  is 
(unless  subsection  (e)  (2)  (E)  applies)  to 
be  repaid  to  the  owner-employee  on  whose 
behalf  such  excess  contribution  is  made; 

“(B)  if  for  any  taxable  year  the  plan  does 
not,  by  reason  of  subsection  (e)  (2)  (A) ,  meet 
(for  purposes  of  section  404)  the  require¬ 
ments  of  this  subsection  with  respect  to  an 
owner-employee,  the  income  for  the  taxable 
year  attributable  to  the  interest  of  such 
owner-employee  under  the  plan  is  to  be  paid 
to  such  owner-employee;  and 

“(C)  the  entire  interest  of  an  owner-em¬ 
ployee  is  to  be  repaid  to  him  when  required 
jy  the  provisions  of  subsection  (e)(2)(E). 
V(9)  (A)  If  the  plan  provides  contributions 
or  Toenefits  for  an  owner-employee  who  con- 
•trolsVor  for  two  or  more  owner-employees 
who  Together  control,  the  trade  or  business 
with  respect  to  which  the  plan  is  estab¬ 
lished,  akd  who  also  control  as  an  owner- 
employee  \pr  as  owner-employees  one  or 
more  other 'trades  or  businesses,  such  plan 
and  the  plans  established  with  respect  to 
such  other  trades  or  businesses,  when 
coalesced,  constitute  a  single  plan  which 
meets  the  requirements  of  subsection  (a) 
(including  paragraph  (10)  thereof)  and  of 
this  subsection  with  Xespect  to  the  employees 
of  all  such  trades  orNbusinesses  (including 
the  trade  or  business  w\th  respect  to  which 
the  plan  intended  to  \jialify  under  this 
section  is  established ) . 

“(B)  For  purposes  of  subparagraph  (A), 
an  owner-employee,  or  two  ok  more  owner- 
employees,  shall  be  consideredSto  control  a 
trade  or  business  if  such  owner-employee,  or 
such  two  or  more  owner-employees  to¬ 
gether — 

“(i)  own  the  entire  interest  in  eji  un¬ 
incorporated  trade  or  business,  or 

“(ii)  in  the  case  of  a  partnership,  Vvn 
more  than  50  percent  of  either  the  cap  it 
interest  or  the  profits  interest  in  sue? 
partnership. 
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Ordered  to  be  printed  with  the  amendments  of  the  Senate  numbered 


AN  ACT 

To  amend  the  Internal  Revenue  Code  of  1954  to  provide  a 
credit  for  investment  in  certain  depreciable  property,  to 
eliminate  certain  defects  and  inequities,  and  for  other 
purposes. 

1  Be  it  enacted  by  the  Senate  and  House  of  Bepresenta- 

2  tives  of  the  United  States  of  America  in  Congress  assembled, 

3  SECTION  1.  SHORT  TITLE,  ETC. 

4  (a)  Short  Title. — This  Act  may  be  cited  as  the 

5  “Revenue  Act  of  1962”. 
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1  (b)  Table  of  Contents  — 

( l)Seer  It  Short  title;  eter 

-(a)  Short  titler 
•(h)-  Table  el  contents. 

-(e)-  Amendment  ef  1951  eodcr 
Seer  St  Credit  for  investment  in  certain  depreciable  prop- 

-(a)-  Allowance  el  eredltT 

■(b)  Rules  for  computing  eredit: 

•(e)-  Certain  corporate  acquisitions. 

-(d)-  Clerical  amendment: 

-(e)-  Effective  date. 

Seer  dr  Appearances,  eter;  with  respeel  te  legislation. 

-(a)-  In  general: 

•(h)-  Effective  date.- 

Seer  4t  Disallowance  el  certain  entertainment,  eter;  ex- 
■pcnoos. 

-(a)  Denial  el  deduction. 

(b)  Traveling  expenses: 

-(e)-  -Effective  datcr 

Seer  5t  Amount  el  distribution  -where  certain  loroign  eer- 
pera-tieno  distribute  property  in  kind. 

-(a)-  Amount  distributed. 

-(h)-  Baske 

-(e)-  Dividends  received  from  eertain  foreign 
corporations. 

•(d)  Credit  ler  -foreign  taxes. 

■(e)  -Effective  date. 

Seer  #r  Amendment  ef  seetlen  48rb 
-(a)  In  general. 

-(h)  Clerical  amendment.- 
-(e)  Effective  date.- 

Seer  It  Distributions  el  fereign  personal  holding  company 
income. 

-(a)  Definition  el  foreign  peiuonal  holding 
company: 

•(h)  Amount  ef  undistributed  income: 

■(e)  ■Effecti  ve  date. 

Seer  fo  Mutual  savings  banks,  etc. 

-(a)  Reserves  for  losses  en  loans. 

-(h)  F orcclosurc  en  property  securing  loans. 
-(e)  Definition  ef  demestie  building  and  lean 
association. 

-(d)  Clerical  amendments. 

■(e)  Repeal  of  exemption  from  communications 

and  transportation  el  persons  taxes. 

■(f)  Effective  dates: 

See-,  fo  Distributions  by  foreign  trusts. 

-(a)  Definitions: 

■(h)  Accumulation  distributions  ef  foreign 
trusts: 
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(b)  Table  of  Contents. — Continued 

See r  8.  Distributions  by  foreign  trusts. — Continued 

-(e)-  Allocation  of  accumulation  distributions 
to  preceding  years. 

-(d-)-  Amounts  treated  as  received  in  prior  years; 

(e) -  Special  rules  fee  foreign  trusts: 

(f) -  Information  returns  with  respect  te  for¬ 

eign  trusts. 

(g) -  -F ailure  te  die  information  returns.- 
-fir)-  United  States  person  defined. 

-(f)-  Technical  amendments.- 
(j)-  Edeetivo  dote. 

Seer  fib  Mutual  insurance  companies  -(ether  than  life^  ma- 
rinc,  and  certain  fire  insurance  companies) ,  eter 
-far)-  Imposition  of  tan: 

-(b)-  Taxable  investment  income. 

-(e)-  Statutory  underwriting  income  or  less? 
-(d)-  Mutual  fire  insurance  companies  operating 
on  basis  of  premium  deposits: 

-(e)-  Election  of  certain  mutual  eompanics  to  be 
taxed  on  total  income. 

-(f)-  Technical  amendments,  eter 
-(g)-  Edeeti-vo  date. 

Seer  fb  Domestic  corporations  receiving  dividends  from 
foreign  corporations-: 

-(a)-  En tii-o  amount  of  foreign  tan  to  be  taken 
into  aeeount: 

•(b)-  Inclusion  in  gross  income  of  amount  equal 
to  tones  deemed  paid: 

-(e)-  Determination  of  source  of  dividends  re- 
ccivcd  from  eertain  foreign  corporations. 
-(d)-  Repeal  of  section  802(d )  ; 

-(e)-  Technical  amendments: 

-(f)-  Edeetivo  date; 

See;  f Or.  Earned  income  from  sources  without  the  United 
States.- 

-(a)-  Limitation  on  amount  and  type  of  ineome 
excluded. 

•(b)-  Computation  of  employees’  contributions. 
-(e)-  Edeetivo  date. 

See;  fb  Controlled  foreign  corporations. 

-(a)-  In  general. 

-(b)-  Technical  and  clerical  amendments. 

-(e)-  Edeetfve  date; 

See;  Tb  Gain  from  dispositions  of  certain  depreciable  prop¬ 
erty; 

(a) -  In  general.- 

(b) -  Change  in  method  of  depreciation. 

(e)-  Salvage  value  of  personal  property.- 

(d) -  Special  rule  for  charitable  contributions  of 

seetion  134£  property: 

(e) -  Technical  amendments; 

(I)-  Edeetivo  date; 
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(b)  Table  of  Contents. — Continued 

Seer  F orcign  -investment  companies. 

(a)-  Treatment  ©4  safe  of  stock  of  foreign  in¬ 
vestment  companies. 

(h)-  Conforming  amendments. 

-(e)-  Effective  date. 

Seer  ffe  Gain  kon  eertain  sales  or  exchanges  ©4  stock  in 
certain  foreign  corporations. 

-(a)-  Treatment  ©4  gain  from  the  redemption; 
eanccl-lation,  or  sale  ©4  stock  in  eertain 
foreign  corporations. 

(h)-  Clerical  amendment. 

•(e)-  Effective  date. 

Seer  Ter  Tan  treatment  of  cooperatives  and  patrons. 

-(a)-  fn  general. 

-(h)-  Technical  amendments. 

-(e)-  Effective  elates. 

Seer  4St  Inclusion  of  foreign  real  prop«  ^1  ty  111  OG9  CStfttC; 

-(a)-  Amendments  to  include  foreign  read  prop- 

Anr  i  r 

UTCTT 

-(h)-  Effective  date. 

Seer  44L  Withholding  of  income  tan  at  source  on  interest, 
dividends;  and  patronage  dividends.- 
-(a)-  In  general. 

-(h)-  Credits  against  ineomo  tan  for  tan  with¬ 
held. 

-(e)-  -Interest  and  dividends  paid  to  nonresident 
aliens,-  eter 

tions. 

-(e)-  Other  technical  amendments. 

•(f)-  Effective  dates. 

Seer  ST  Information  with  respect  to  certain  foreign  entities. 

(a)-  Information  to  he  furnished  hy  individ¬ 
uals;  domestic  corporations,  eter;  with  re- 
speet  to  certain  foreign  corporations. 

ization  of  foreign  corporations  and  as  to 
acquisitions  of  their  stoek: 

(©)-  Civil  penalty  for  failure  to  hie  return; 

(d) -  Technical  amendments. 

(e) -  Effective  datc.- 
Seer  ST  Treaties. 

Sec.  1.  Short  title ,  etc. 

(a)  Short  title. 

(b)  Table  of  contents. 

( c )  Amendment  of  195J/.  code. 

Sec.  2.  Credit  for  investment  in  certain  depreciable 
property. 

(a)  Allowance  of  credit. 

(b)  Rules  for  computing  credit. 

(c)  Deduction  for  unused  credit. 
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1  (b)  Table  of  Contents— Continued 

Sec.  2.  Credit  for  investment — Continued 

(d)  Certain  corporate  acquisitions. 

( e )  Statutes  of  limitations  and  interest  relating 

to  investment  credit  carrybacks. 

(/)  Technical  amendment. 

( g )  Clerical  amendments. 

(A)  Effective  date. 

Sec.  3.  Appearances ,  etc.,  with  respect  to  legislation. 

(a)  In  general. 

( b )  Effective  date. 

Sec.  A  Disallowance  of  certain  entertainment ,  etc.,  ex¬ 
penses. 

{a)  Denial  of  deduction. 

(b)  Traveling  expenses. 

(c)  Effective  date. 

Sec.  5.  Amount  of  distribution  where  certain  foreign  cor¬ 
porations  distribute  property  in  kind. 

(a)  Amount  distributed. 

(b)  Basis. 

( c )  Dividends  received  from  certain  foreign 

corporations. 

(d)  Effective  date. 

Sec.  6.  Mutual  savings  banks,  etc. 

(a)  Reserves  for  losses  on  loans. 

(b)  Foreclosure  on  property  securing  loans. 

(c)  Definition  of  domestic  building  and  loan 

association. 

(d)  Clerical  amendments. 

(e)  Repeal  of  exemption  from  certain  excise 

taxes. 

(/)  Deduction  for  dividends  or  interest  paid 
on  deposits. 

(g)  Effective  dates. 

Sec.  7.  Distributions  by  foreign  trusts. 

(a)  Definitions. 

(b)  Accumulation  distributions  of  foreign 

trusts. 

{c)  Allocation  of  accumulation  distributions  to 
preceding  years. 

(d)  Amounts  treated  as  received  in  prior  years. 

(e)  Special  rules  for  foreign  trusts. 

(/)  Information  returns  with  respect  to  foreign 

trusts. 

(g)  Failure  to  file  information  returns. 

(A)  United  States  person  defined. 

(?)  Technical  amendments. 

(j)  Effective  date. 

Sec.  8.  Mutual  insurance  companies  ( other  than  life , 
marine,  and  certain  fire  or  flood  insurance  com¬ 
panies),  etc. 

(a)  Imposition  of  tax. 

(A)  Taxable  investment  income. 
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1  (b)  Table  of  Contents.— Continued 

/Sec.  8.  Mutual  insurance  companies — Continued 

(c)  Statutory  underwriting  income  or  loss. 

(d)  Exemption  from  tax. 

(e)  Mutual  fire  insurance  companies  operating 

on  basis  of  premium  deposits. 

(/)  Election  of  certain  mutual  companies  to  be 
taxed  on  toted  income. 

(g)  Technical  amendments ,  etc. 

( h )  Effective  date. 

Sec.  9.  Domestic  corporations  receiving  dividends  from 
foreign  corporations. 

(a)  Foreign  taxes  deemed  paid  by  domestic 

corporations. 

( b )  Inclusion  in  gross  income  of  amount  equal 
to  taxes  deemed  paid. 

(c)  Determination  of  source  of  dividends  re¬ 

ceived  from  certain  foreign  corporations. 

(d)  Technical  amendments. 

( e )  Effective  date. 

Sec.  10.  Separate  limitation  on  foreign  tax  credit  with  re¬ 
spect  to  certain  interest  income. 

{a)  Limitation  on  foreign  tax  credit. 

(b)  Effective  date. 

Sec.  11.  Earned  income  from  sources  without  the  United 
States. 

(a)  Limitation  on  amount  and  type  of  income 

excluded. 

(b)  Computation  of  employees ’  contributions. 

(c)  Effective  date. 

Sec.  12.  C ontr oiled  foreign  corporations. 

(a)  In  general. 

(b)  Technical  and  clerical  amendments. 

( c )  Effective  date. 

Sec.  13.  Gain  from  dispositions  of  certain  depreciable  prop¬ 
erty. 

(a)  In  general. 

(b)  Change  in  method  of  depreciation. 

( c )  Salvage  value  of  personal  property. 

(d)  Special  rule  for  charitable  contributions  of 

section  12Jf5  property. 

( e )  Computation  of  taxable  income  for  pur¬ 

poses  of  limitation  on  percentage  deple¬ 
tion  deduction. 

(/)  Technical  amendments. 

(g)  Effective  dates. 

Sec.  Ilf.  Foreign  investment  companies. 

( a )  Treatment  of  sale  of  stock  of  foreign  in¬ 

vestment  companies. 

(b)  Conforming  amendments. 

( c )  Effective  date. 
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Sec.  15. 


Sec.  16. 


Sec.  17. 


Sec.  18. 


Sec.  19. 


Sec.  20. 


Sec.  21. 


Gain  from  certain  sales  or  exchanges  of  stock  in 
certain  foreign  corporations. 

(a)  Treatment  of  gain  from  the  redemption , 

cancellation ,  or  sale  of  stock  in  certain 
foreign  corporations. 

( b )  Clerical  amendment. 

( c )  Effective  date. 

Sales  and  exchanges  of  patents ,  etc.,  to  certain  for¬ 
eign  corporations. 

(a)  Treatment  of  gain  as  ordinary  income. 

( b )  Clerical  amendment. 

(c)  Effective  date. 

Tax  treatment  of  cooperatives  and  patrons. 

(a)  In  general. 

(b)  Technical  amendments. 

( c )  Effective  dates. 

Inclusion  of  foreign  real  property  in  gross  estate. 

(a)  Amendments  to  include  foreign  real 

property. 

(b)  Effective  date. 

Reporting  of  interest ,  dividend ,  and  patronage  divi¬ 
dend  payments  of  $10  or  more  during  a  year. 

(a)  Returns  regarding  payment  of  dividends. 

(b)  Returns  regarding  payment  of  patronage 

dividends. 

(c)  Returns  regarding  payment  of  interest. 

(d)  Penalties  for  failure  to  file  information 

returns. 

(e)  Penalties  for  failure  to  furnish  statements 

to  persons  with  respect  to  whom  returns 
are  filed. 

(/)  Technical  amendments. 

(g)  Clerical  amendments. 

(A)  Effective  dates. 

Information  with  respect  to  certain  foreign  entities. 

(a)  Information  to  be  furnished’  by  individuals , 

domestic  corporations ,  etc.,  with  respect 
to  certain  foreign  corporations. 

(b)  Information  as  to  organization  or  re¬ 

organization  of  foreign  corporations  and 
as  to  acquisitions  of  their  stock. 

( c )  Civil  penalty  for  failure  to  file  return. 

(d)  Technical  amendments. 

(e)  Effective  date. 

Expenditures  by  farmers  for  clearing  land. 

(a)  Allowance  of  deduction. 

(b)  Clerical  amendment. 

(c)  Effective  date. 
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(b)  Table  of  Contents— Continued 


Sec.  22. 


Sec.  23. 


Sec.  24. 


Sec.  25. 


Sec.  26. 


Sec.  27. 


Sec.  28. 


Sec.  29. 


Sec.  30. 
Sec.  31. 

Sec.  32. 

Sec.  33. 
Sec.  34. 


Charitable  contributions  made  from ,  income  attrib¬ 
utable  to  several  taxable  years. 

(a)  Treatment  for  purposes  of  part  I  of  sub¬ 
chapter  Q. 

(b)  Effective  date. 

Effective  date  of  section  1371(c)  of  the  Internal 
Revenue  Code  of  1954 • 

(a)  In  general. 

(b)  Election  and  consent  by  corporations / 

consents  by  shareholders. 

(c)  Tolling  of  statutes  of  limitations. 

Certain  losses  sustained  in  converting  from  street 

railway  to  bus  operations. 

(a)  In  general. 

(b)  Unused  conversion  loss  defined. 

(c)  Treatment  of  unused  conversion  loss. 

(d)  Regulations. 

Pension  plan  of  Local  Union  Numbered  485,  Inter¬ 
national  Hod  Carriers'1  Building  and  Common 
Laborers'1  Union  of  America. 

Continuation  of  a  partnership  year  for  surviving 
partner  in  a  two-man  partnership  where  one  dies. 

(a)  Close  of  taxable  year  of  two-man  partner¬ 

ship  when  one  partner  dies. 

(b)  Effective  date ,  etc. 

Exclusion  from  gross  income  of  certain  awards 
inode  pursuant  to  evacuation  claims  of  American- 
Japanese  individuals. 

(a)  In  general. 

(b)  Effective  date ,  etc. 

Deduction  for  depreciation  by  tenant-stockholder  of 
cooperative  housing  corporation. 

(a)  Allowance  of  deduction. 

(b)  Effective  date. 

Exclusion  from  gross  income  of  gain  from  sale  of 
residence  by  individual  age  65  or  over. 

(a)  Exclusion  from  gross  income. 

(b)  Table  of  contents. 

(c)  Technical  amendments. 

(d)  Effective  date. 

Deduction  for  income  tax  purposes  of  contributions 
to  certain  organizations  for  judicial  reform. 

Amendment  to  title  I  of  the  Social  Security  Act 
relating  to  statement  of  financial  status  of  claim¬ 
ants  for  medical  assistance  for  the  aged. 

Foreign  subsidiaries  manufacturing  products 
abroad  for  sale  in  the  United  States. 

Effective  date  of  amendment  to  section  1374(b). 

Treaties. 
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(c)  Amendment  of  1954  Code.— (2)V4iencvcr  Ex¬ 
cept  as  otherwise  expressly  provided,  whenever  in  this  Act  an 
amendment  or  repeal  is  expressed  in  terms  of  an  amendment 
to,  or  repeal  of,  a  section  or  other  provision,  the  reference 
shall  he  considered  to  he  made  to  a  section  or  other  provision 
of  the  Internal  Revenue  Code  of  1954. 

SEC.  2.  CREDIT  FOR  INVESTMENT  IN  CERTAIN  DEPRE¬ 
CIABLE  PROPERTY. 

(a)  Allowance  of  Credit.— Part  IV  of  subchapter 
A  of  chapter  1  (relating  to  credits  against  tax)  is  amended 
by  redesignating  section  38  as  section  (3)40  39  and  by 
inserting  after  section  37  the  following  new  section: 

“SEC.  38.  INVESTMENT  IN  CERTAIN  DEPRECIABLE  PROP¬ 
ERTY. 

“  (a)  General  Rule. — There  shall  be  allowed,  as  a 
credit  against  the  tax  imposed  by  this  chapter,  the  amount 
determined  under  subpart  B  of  this  part. 

“(b)  Regulations. — The  Secretary  or  his  delegate 
shall  prescribe  such  regulations  as  may  he  necessary  to  carry 
out  the  purposes  of  this  section  and  subpart  B.” 

(b)  Rules  for  Computing  Credit. — Part  IV  of  sub- 
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chapter  A  of  chapter  1  is  amended  by  adding  at  the  end 
thereof  the  following  new  subpart: 

“Subpart  B— Rules  for  Computing  Credit  for  Investment 

in  Certain  Depreciable  Property 

“Sec.  46.  Amount  of  credit. 

“Sec.  47.  Certain  dispositions,  etc.,  of  section  38  property. 

“Sec.  48.  Definitions ;  special  rules. 

“SEC.  46.  AMOUNT  OF  CREDIT. 

“(a)  Determination  of  Amount.— 

“  ( 1 )  General  rule. — The  amount  of  the  credit 
allowed  by  section  38  for  the  taxable  year  shall  be  equal 
to  7  percent  of  the  qualified  investment  (as  defined  in 
subsection  (c)  ) . 

“(2)  Limitation  based  on  amount  of  tax. — 
Notwithstanding  paragraph  (1),  the  credit  allowed  by 
section  38  for  the  taxable  year  shall  not  exceed — 

“(A)  so  much  of  the  liability  for  tax  for  the 
taxable  year  as  does  not  exceed  $25,000,  plus 
“(B)  25  percent  of  so  much  of  the  liability 
for  tax  for  the  taxable  year  as  exceeds  $25,000. 
“  (3)  Liability  for  tax. — Lor  purposes  of  para¬ 
graph  (2) ,  the  liability  for  tax  for  the  taxable  year  shall 
be  the  tax  imposed  by  this  chapter  for  such  year, 
reduced  by  the  sum  of  the  credits  allowable  under — 

“(A)  section  33  (relating  to  foreign  tax 
credit) , 
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“(B)  section  34  (relating  to  dividends  re¬ 
ceived  by  individuals) , 

“(C)  section  35  (relating  to  partially  tax- 
exempt  interest) ,  and 

“(D)  section  37  (relating  to  retirement  in¬ 
come)  . 

For  purposes  of  this  paragraph,  any  tax  imposed  for  the 
taxable  year  by  section  531  (relating  to  accumulated 
earnings  tax)  or  by  section  541  (relating  to  personal 
holding  company  tax)  shall  not  be  considered  tax 
imposed  by  this  chapter  for  such  year. 

“(4)  Married  individuals— In  the  case  of  a 
husband  or  wife  who  files  a  separate  return,  the  amount 
specified  under  subparagraphs  (A)  and  (B)  of  para¬ 
graph  (2)  shall  be  $12,500  in  lieu  of  $25,000.  This 
paragraph  shall  not  apply  if  the  spouse  of  the  taxpayer 
has  no  qualified  investment  for,  and  no  unused  credit 
(4) carryback  or  carryover  to,  the  taxable  year  of  such 
spouse  which  ends  within  or  with  the  taxpayer’s  taxable 
year. 

“(5)  Affiliated  groups.— In  the  case  of  an 
affiliated  group,  the  $25,000  amount  specified  under 
subparagraphs  (A)  and  (B)  of  paragraph  (2)  shall  be 
reduced  for  each  member  of  the  group  bj7  apportioning 
$25,000  among  the  members  of  such  group  in  such 
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manner  as  the  Secretary  or  his  delegate  shall  by  regula¬ 
tions  prescribe.  For  purposes  of  the  preceding  sentence, 
the  term  affiliated  group’  has  the  meaning  assigned  to 
such  term  by  section  1504(a) ,  except  that  all  corpora¬ 
tions  shall  be  treated  as  includible  corporations  (with¬ 
out  any  exclusion  under  section  1504(b)). 

(5)^)-  5  Yea-r  Caubyover  op  Unused  Chedup& — 
“-fl-)-  Allowance  op  cpedpp — If  the  amount  of 
t-he  credit  determined  under  subjection  (a)  (-1)  for  any 
taxable  year  exceeds  the  limitation  piwided  by  subscc- 
tion  (a) -(-2-)-  for  sueb  taxable  year  (hereinafter  in  this 
subsection  referred  to  as  ‘unused  credit  ycar’)7  sueb 
excess  shall  be  added  to  the  amount  allowable  as  a  credit 
by  section  38  for  each  of  the  b  succeeding  taxable  years 
to  the  extent  not  taken  into  account  for  taxable  years 
intervening  between  the  unused  credit  year  and  sueb 
succeeding  taxable  ycar.- 

-‘-(2-)-  Limitation. — 5be  amount  of  the  unused 
credit  wbieb  may  be  added  under  paragraph  -ftf  for  any 
succeeding  taxable  year  shall  not  exceed  the  amount  by 
which  the  limitation  provided  by  subsection  -(a)  -(-2)  for 
sueb  taxable  year  exceeds  the  sum  of — 

-(-A)  the  credit  allowable  under  subsection 
-■(-a)  -(4-)  for  sueb  taxable  year-,-  and 

—  (F>)  the  amounts  whiehy  by  reason  of  this 
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sakscetion-,-  aee  added  la  Ike  amount  allowable  fee 
seek  taxable  yea*  and  attributable  la  taxable  years 
preceding  Ike  unused  credit  year. 

(b)  Carryback  and  Carryover  of  Unused 
Credits. — 

“( 1)  Allowance  of  credit— If  the  amount  of 
the  credit  determined  under  subsection  (a)(1)  for 
any  taxable  year  exceeds  the  limitation  provided  by 
subsection  (a)(2)  for  such  taxable  year  (hereinafter 
in  this  subsection  referred  to  as  ‘ unused  credit  year ’), 
such  excess  shall  be — 

“(A)  an  investment  credit  carryback  to  each 
of  the  3  taxable  years  preceding  the  unused  credit 
year ,  and 

“(B)  an  investment  credit  carryover  to  each 
of  the  5  taxable  years  following  the  unused  credit 
year , 

and  shall  be  added  to  the  amount  allowable  as  a  credit 
by  section  38  for  such  years ,  except  that  such  excess 
may  be  a  carryback  only  to  a  taxable  year  ending  after 
June  30,  1962.  The  entire  amount  of  the  unused 
credit  for  an  unused  credit  year  shall  be  carried  to  the 
earliest  of  the  8  taxable  years  to  which  (by  reason  of 
subparagraphs  (A)  and  (B) )  such  credit  may  be 
carried,  and  then  to  each  of  the  other  7  taxable  years 
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to  the  extent  that,  because  of  the  limitation  contained 
in  paragraph  (2),  such  unused  credit  may  not  be  added 
for  a  prior  taxable  year  to  which  such  unused  credit 
may  be  carried. 

“(2)  Limitation. — The  amount  of  the  unused 
credit  which  may  be  added  under  paragraph  (1)  for 
any  preceding  or  succeeding  taxable  year  shall  not 
exceed  the  amount  by  which  the  limitation  provided 
by  subsection  (a)(2)  for  such  taxable  year  exceeds 
the  sum  of — 

“(A)  the  credit  allowable  under  subsection 
(a)(1)  for  such  taxable  year,  and 

“(B)  the  amounts  which,  by  reason  of  this  sub¬ 
section,  are  added  to  the  amount  allowable  for  such 
taxable  year  and  attributable  to  taxable  years  pre¬ 
ceding  the  unused  credit  year. 

“(3)  Effect  of  net  operating  loss  carry¬ 
back. — To  the  extent  that  the  excess  described  in  para¬ 
graph  (1)  arises  by  reason  of  a  net  operating  loss  carry¬ 
back,  subparagraph  (A)  of  paragraph  (1)  shall  not 
apply. 

“(4)  Taxable  year  beginning  before  july 
l,  1962. — For  purposes  of  determining  the  amount  of  an 
investment  credit  carryback  that  may  be  added  under 
paragraph  (1)  for  a  taxable  year  beginning  before  July 
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1,  1962,  and  ending  after  June  30,  1962,  the  amount 
of  the  limitation  provided  by  subsection  (a)(2)  is  the 
amount  which  bears  the  same  ratio  to  such  limitation  as 
the  number  of  days  in  such  year  after  June  30,  1962, 
bears  to  the  total  number  of  days  in  such  year. 

“(c)  Qualified  Investment.— 

“(1)  In  geneeal. — For  purposes  of  this  subpart, 
the  term  ‘qualified  investment’  means,  with  respect  to 
any  taxable  year,  the  aggregate  of — 

“  (A)  the  applicable  percentage  of  the  basis  of 
each  new  section  38  property  (as  defined  in  section 
48(b)  )  placed  in  service  by  the  taxpayer  during 
such  taxable  year,  plus 

“(B)  the  applicable  percentage  of  the  cost  of 
each  used  section  38  property  (as  defined  in  section 
48  (c)  (1)  )  placed  in  service  by  the  taxpayer  dur¬ 
ing  such  taxable  year. 

“  (2)  Applicable  peecentage. — For  purposes  of 
paragraph  ( 1 ) ,  the  applicable  percentage  for  any  prop¬ 
erty  shall  be  determined  under  the  following  table: 


“If  the  useful  life  is — 

The  applicable 
percentage  is — 

4  years  nr  more  hut  less  than  6  years  _ 

33% 

6  years  or  more  but  less  than  8  years _ _ _ - 

66% 

8  years  or  more  __  _  _  _  _  - 

100 
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For  purposes  of  this  paragraph,  the  useful  life  of  any 
property  shall  be  determined  as  of  the  time  such  property 
is  placed  in  service  by  the  taxpayer. 

“(3)  Public  utility  peoperty. — 

“  (A)  In  the  case  of  section  38  property  which 
is  public  utility  property,  the  amoimt  of  the  qualified 
investment  shall  be  3/7  of  the  amount  determined 
under  paragraph  ( 1 ) . 

“(B)  For  purposes  of  subparagraph  (A) ,  the 
term  ‘public  utility  property’  means  property  used 
predominantly  in  the  trade  or  business  of  the  fur¬ 
nishing  or  sale  of — 

“(i)  electrical  energy,  water,  or  sewage 
disposal  services, 

“  (ii)  gas  through  a  local  distribution  sys¬ 
tem, 

“  (iii)  telephone  service,  or 

“  (iv)  telegraph  service  by  means  of  do¬ 
mestic  telegraph  operations  (as  defined  in 
section  222  (a)  (5)  of  the  Communications  Act 
of  1934,  as  amended;  47  U.S.C.,  sec.  222  (a) 

(5)), 

if  the  rates  for  such  furnishing  or  sale,  as  the  case 
may  be,  have  been  established  or  approved  by  a 
State  or  political  subdivision  thereof,  by  an  agency 
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or  instrumentality  of  the  United  States,  or  by  a 
public  service  or  pubbc  utihty  commission  or  other 
shnilar  body  of  any  State  or  political  subdivision 
thereof. 

<6)“W  Certain  replacement  property. — For 
purposes  of  paragraph  (1),  if  section  38  property  is 
placed  in  service  hy  the  taxpayer  to  replace  property 
which  was — 

“(A)  destroyed  or  damaged  by  fire ,  storm,  ship¬ 
wreck,  or  other  casualty,  or 
“(B)  stolen, 

the  basis  of  such  section  38  property  (in  the  case  of 
new  section  38  property),  or  the  cost  of  such  section 
38  property  (in  the  case  of  used  section  38  property), 
which  (but  for  this  paragraph)  would  be  taken  into 
account  under  paragraph  (1)  shall  be  reduced  by  an 
amount  equal  to  the  amount  received  by  the  taxpayer  as 
compensation,  by  insurance  or  otherwise,  for  the  property 
so  destroyed,  damaged,  or  stolen,  or  to  the  adjusted  basis 
of  such  property,  whichever  is  the  lesser.  No  reduction 
in  basis  or  cost  shall  be  made  under  the  preceding  sentence 
in  any  case  in  which  the  reduction  in  qualified  investment 
attributable  to  the  substitution  required  by  section  47  ( a) 
(1 )  with  respect  to  the  property  so  destroyed,  damaged, 
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1  or  stolen  ( determined  without  regard  to  section  47  ( a) 

2  (4))  is  greater  than  the  reduction  described  in  the 

3  preceding  sentence. 

4  “(d)  Limitations  With  Respect  to  Ceetain  Pee- 

5  sons  — 

6  “  (1)  In  geneeal.— In  the  case  of— 

7  “  (A)  an  organization  to  which  section  593 

8  applies, 

9  “(B)  a  regulated  investment  company  or  a 

10  real  estate  investment  trust  subject  to  taxation  un- 

11  der  subchapter  M  (sec.  851  and  following),  and 

12  “(C)  a  cooperative  organization  described  in 

13  section  1381  (a) , 

II  the  qualified  investment  and  the  $25,000  amount 

15  specified  under  subparagraphs  (A)  and  (B)  of  sub- 

16  section  (a)  (2)  shall  equal  such  person’s  ratable  share 
II  of  such  items. 

18  “(2)  Ratable  shaee.— For  purposes  of  para- 

19  graph  ( 1 ) ,  the  ratable  share  of  any  person  for  any 

20  taxable  year  of  the  items  described  therein  shall  be— 

21  “(A)  in  the  case  of  an  organization  referred 

22  to  in  paragraph  (1)  (A) ,  50  percent  thereof, 

23  “(B)  in  the  case  of  a  regulated  investment 

24  company  or  a  real  estate  investment  trust,  the  ratio 

25  (i)  the  numerator  of  which  is  its  taxable  income  and 
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(ii)  the  denominator  of  which  is  its  taxable  income 
computed  without  regard  to  the  deduction  for  divi¬ 
dends  paid  provided  by  section  852  (b)  (2)  (D)  or 
857  (b)  (2)  (C) ,  as  the  case  may  be,  and 

“  (C)  in  the  case  of  a  cooperative  organization, 
the  ratio  (i)  the  numerator  of  which  is  its  taxable 
income  and  (ii)  the  denominator  of  which  is  its 
taxable  income  increased  by  amounts  to  which 
section  1382  (b)  or  (c)  applies  and  similar  amounts 
the  tax  treatment  of  which  is  determined  without 
regard  to  subchapter  T  (sec.  1381  and  following) . 
For  purposes  of  subparagraph  (B)  of  the  preceding 
sentence,  the  term  ‘taxable  income’  means  in  the  case  of 
a  regulated  investment  company  its  investment  company 
taxable  income  (within  the  meaning  of  section 
852(b)  (2)  ),  and  in  the  case  of  a  real  estate  invest¬ 
ment  trust  its  real  estate  investment  trust  taxable  in¬ 
come  (within  the  meaning  of  section  857(b)  (2)). 
“SEC.  47.  CERTAIN  DISPOSITIONS,  ETC.,  OF  SECTION  38 
PROPERTY. 

“  (a)  General  Kule. — Under  regulations  prescribed 
by  the  Secretary  or  his  delegate — 

“  ( 1 )  Early  disposition,  etc.— If  during  any  tax¬ 
able  year  any  property  is  disposed  of,  or  otherwise 
ceases  to  be  section  38  property  with  respect  to  the  tax- 
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payer,  before  the  close  of  the  useful  life  which  was  taken 
into  account  in  computing  the  credit  under  section  38, 
then  the  tax  under  this  chapter  for  such  taxable  year 
shall  be  increased  by  an  amount  equal  to  the  aggregate 
decrease  in  the  credits  allowed  under  section  38  for  all 
prior  taxable  years  which  would  have  resulted  solely 
from  substituting,  in  determining  qualified  investment, 
for  such  useful  life  the  period  beginning  with  the  time 
such  property  was  placed  in  service  by  the  taxpayer  and 
ending  with  the  time  such  property  ceased  to  be  section 
38  property. 

“(2)  Property  becomes  public  utility  prop¬ 
erty. — If  during  any  taxable  year  any  property  taken 
into  account  in  determining  qualified  investment  becomes 
public  utility  property  (within  the  meaning  of  section 
46(c)  (3)  (B)  ),  then  the  tax  under  this  chapter  for 
such  taxable  year  shall  be  increased  by  an  amount  equal 
to  the  aggregate  decrease  in  the  credits  allowed  under 
section  38  for  all  prior  taxable  years  which  would  have 
resulted  solely  from  treating  the  property,  for  purposes 
of  determining  qualified  investment,  as  public  utility 
property  (after  giving  due  regard  to  the  period  before 
such  change  in  use) .  If  the  application  of  this  paragraph 
to  any  property  is  followed  by  the  application  of  para- 
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graph  ( 1 )  to  such  property,  proper  adjustment  shall  be 
made  in  applying  paragraph  ( 1 ) . 

“  (3)  (7 )C ARE Y OVERS  CARRYBACKS  AND  CARRY¬ 
OVERS  adjusted. — In  the  case  of  any  cessation  de¬ 
scribed  in  paragraph  ( 1 )  or  any  change  in  use  described 
in  paragraph  (2),  the  (8 ^carrybacks  and  carryovers 
under  section  46  (b)  shall  be  adjusted  by  reason  of  such 
cessation  (or  change  in  use). 

(9  T(4)  Property  destroyed  by  casualty, 
etc. — No  increase  shall  be  made  under  paragraph  (1) 
and  no  adjustment  shall  be  made  under  paragraph  (3) 
in  any  case  in  which — 

“(A)  any  property  is  disposed  of,  or  otherwise 
ceases  to  be  section  38  property  with  respect  to  the 
taxpayer,  on  account  of  its  destruction  or  damage 
by  fire,  storm,  shipwreck,  or  other  casualty,  or  by 
reason  of  its  theft, 

“(B)  section  38  property  is  placed  in  service 
by  the  taxpayer  to  replace  the  property  described 
in  subparagraph  (A),  and 

“(C)  the  reduction  in  basis  or  cost  of  such 
section  38  property  described  in  the  first  sentence  of 
section  46(c)  (4)  is  greater  than  the  reduction  in 
qualified  investment  which  (but  for  this  paragraph) 
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would  be  made  by  reason  of  the  substitution  required 
by  paragraph  (1)  with  respect  to  the  property 
described  in  subparagraph  (A). 

“(b)  Section  Not  To  Apply  in  Oeetain  Cases. — 
Subsection  (a)  shall  not  apply  to — 

“  ( 1 )  a  transfer  by  reason  of  death,  or 
(2)  a  transaction  to  which  section  381  (a)  applies. 
For  purposes  of  subsection  (a) ,  property  shall  not  be  treated 
as  ceasing  to  be  section  38  property  with  respect  to  the  tax¬ 
payer  by  reason  of  a  mere  change  in  the  form  of  conducting 
the  trade  or  business  so  long  as  the  property  is  retained  in 
such  trade  or  business  as  section  38  property  and  the  tax¬ 
payer  retains  a  substantial  interest  in  such  trade  or  business. 

“(c)  Special  Rule. — Any  increase  in  tax  under  sub¬ 
section  (a)  shall  not  be  treated  as  tax  imposed  by  this 
chapter  for  purposes  of  determining  the  amount  of  any  credit 
allowable  under  subpart  A. 

“SEC.  48.  DEFINITIONS;  SPECIAL  RULES. 

(a)  Section  38  Property. — 

“(1)  In  general. — Except  as  provided  in  this 
subsection,  the  term  ‘section  38  property’  means — 
“(A)  tangible  personal  property,  or 
“(B)  other  tangible  property  (not  including 
a  building  and  its  structural  components)  but  only 
if  such  property — 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 


23 


“  (i)  is  used  as  an  integral  part  of  manu- 

i 

facturing,  production,  or  extraction  or  of  fur¬ 
nishing  transportation,  communications,  elec¬ 
trical  energy,  gas,  water,  or  sewage  disposal 
services,  or 

“  (ii)  constitutes  a  research  or  storage  fa¬ 
cility  used  in  connection  with  any  of  the  activi¬ 
ties  referred  to  in  clause  (i) . 

Such  term  includes  only  property  with  respect  to  which 
depreciation  (or  amortization  in  lieu  of  depreciation)  is 
allowable  and  having  a  useful  life  (determined  as  of 
the  time  such  property  is  placed  in  service)  of  4  years 
or  more. 

“(2)  Property  used  outside  the  united 

STATES.— 

“  (A)  In  general— Except  as  provided  in 
subparagraph  (B) ,  the  term  ‘section  38  property’ 
does  not  include  property  which  is  used  predomi¬ 
nantly  outside  the  United  States. 

“(B)  Exceptions. — Subparagraph  (A)  shall 

not  apply  to — 

“(i)  any  aircraft  which  is  registered  by 
the  Administrator  of  the  Federal  Aviation 
Agency  and  which  is  operated  to  and  fi  om  the 


United  States; 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 


24 


“  (ii)  rolling  stock,  of  a  domestic  railroad 
corporation  subject  to  part  I  of  the  Interstate 
Commerce  Act,  which  is  used  within  and  with¬ 
out  the  United  States; 

“(iii)  any  vessel  documented  under  the 
laws  of  the  United  States  which  is  operated  in 
the  foreign  or  domestic  commerce  of  the  United 
States ; 

“  (iv)  any  motor  vehicle  of  a  United  States 
person  (as  defined  in  section  7701  (a)  (30)) 
which  is  operated  to  and  from  the  United 
States ; 

“(v)  any  container  of  a  United  States 
person  which  is  used  in  the  transportation  of 
property  to  and  from  the  United  States;  and 
“(vi)  any  property  (other  than  a  vessel 
or  an  aircraft)  of  a  United  States  person  which 
is  used  for  the  purpose  of  exploring  for,  de¬ 
veloping,  removing,  or  transporting  resources 
from  the  outer  Continental  Shelf  (within  the 
meaning  of  section  2  of  the  Outer  Continental 
Shelf  Lands  Act,  as  amended  and  supple¬ 
mented;  43  U.S.C.,  sec.  1331). 

“(3)  Property  used  for  lodging— Property 
which  is  used  predominantly  to  furnish  lodging  or  in 
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connection  with  the  furnishing  of  lodging  shall  not  be 
treated  as  section  38  property.  The  preceding  sentence 
shall  not  apply  to — 

“(A)  nonlodging  commercial  facilities  which 
are  available  to  persons  not  using  the  lodging  facili¬ 
ties  on  the  same  basis  as  they  are  available  to  per¬ 
sons  using  the  lodging  facilities,  and 

“  (B)  property  used  by  a  hotel  or  motel  in  con¬ 
nection  with  the  trade  or  business  of  furnishing 
lodging  where  the  predominant  portion  of  the  ao- 
commodations  is  used  by  transients. 

“  (4)  Peopeety  used  by  ceetatn  tax-exempt 
oeganizations. — Property  used  by  an  organization 
(other  than  a  cooperative  described  in  section  521) 
which  is  exempt  from  the  tax  imposed  by  this  chapter 
shall  be  treated  as  section  38  property  only  if  such 
property  is  used  predominantly  in  an  unrelated  trade  or 
business  the  income  of  which  is  subject  to  tax  under 
section  511. 

“(5)  Peopeety  used  by  govebn  mental 
units. — Property  used  by  the  United  States,  any  State 
or  political  subdivision  thereof,  any  international  organ¬ 
ization,  or  any  agency  or  instrumentality  of  any  of  the 
foregoing  shall  not  be  treated  as  section  38  property. 
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(10  Y(6)  Livestock. — Livestock  shall  not  be  treated  as 
section  38  property . 

“(b)  New  Section  38  Propekty. — For  purposes  of 
this  subpart,  tbe  term  ‘new  section  38  property’  means  sec¬ 
tion  38  property — 

“(i)  the  construction,  reconstruction,  or  erection 
of  which  is  completed  by  the  taxpayer  after  (ll)Deecm- 
ber  -347  1901-  June  30,  1962,  or 

“  (2)  acquired  after  (12)Dcoombor  34y  1-904  June 
30,  1962,  if  the  original  use  of  such  property  commences 
with  the  taxpayer  and  commences  after  such  date. 

In  applying  section  46(c)  (1)  (A)  in  the  case  of  property 
described  in  paragraph  ( 1 ) ,  there  shall  be  taken  into  account 
only  that  portion  of  the  basis  which  is  properly  attributable 
to  construction,  reconstruction,  or  erection  after  (13)Dcccm 
her  34^  4304  June  30,1962. 

“(c)  Used  Section  38  Property.— 

“(1)  In  general. — For  purposes  of  this  subpart, 
the  term  ‘used  section  38  property’  means  section  38 
property  acquired  by  purchase  after  (14)Dcccmber  34y 
4004  June  30,  1962,  which  is  not  new  section  38  prop¬ 
erty.  Property  shall  not  be  treated  as  ‘used  section  38 
property’  if,  after  its  acquisition  by  the  taxpayer,  it  is 
used  by  a  person  who  used  such  property  before  such 
acquisition  (or  by  a  person  who  bears  a  relationship 
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described  in  section  179  (d)  (2)  (A)  or  (B)  to  a  person 
who  used  such  property  before  such  acquisition) . 

“  ( 2 )  Dollae  limitation. — 

“(A)  In  general. — The  cost  of  used  section 
38  property  taken  into  account  under  section  46 
(c)  (1)  (B)  for  any  taxable  year  shall  not  exceed 
$50,000.  If  such  cost  exceeds  $50,000,  the  tax¬ 
payer  shall  select  (at  such  time  and  in  such  manner 
as  the  Secretary  or  his  delegate  shall  by  regulations 
prescribe)  the  items  to  be  taken  into  account,  but 
only  to  the  extent  of  an  aggregate  cost  of  $50,000. 
Such  a  selection,  once  made,  may  be  changed  only 
in  the  manner,  and  to  the  extent,  provided  by  such 
regulations. 

“(B)  Married  individuals. — In  the  case  of 
a  husband  or  wife  who  files  a  separate  return,  the 
limitation  under  subparagraph  (A)  shall  be 
$25,000  in  lieu  of  $50,000.  This  subparagraph 
shall  not  apply  if  the  spouse  of  the  taxpayer  has  no 
used  section  38  property  which  may  be  taken  into 
account  as  qualified  investment  for  the  taxable  year 
of  such  spouse  which  ends  within  or  with  the  tax¬ 
payer’s  taxable  year. 

“(C)  Affiliated  groups— In  the  case  of  an 
affiliated  group,  the  $50,000  amount  specified  under 
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subparagraph  (A)  shall  be  reduced  for  each  mem¬ 
ber  of  the  group  by  apportioning  $50,000  among 
the  members  of  such  group  in  accordance  with  their 
respective  amounts  of  used  section  38  property 
which  may  be  taken  into  account. 

“(D)  Partnerships. — In  the  case  of  a  part¬ 
nership,  the  limitation  contained  in  subparagraph 
(A)  shall  apply  with  respect  to  the  partnership  and 
with  respect  to  each  partner. 

“(3)  Definitions. — For  purposes  of  this  sub¬ 
section — 

“  (A)  Purchase. — The  term  ‘purchase’  has 
the  meaning  assigned  to  such  term  by  section 

179(d)(2). 

“(B)  Cost. — The  cost  of  used  section  38 
property  does  not  include  so  much  of  the  basis  of 
such  property  as  is  determined  by  reference  to  the 
adjusted  basis  of  other  property  held  at  any  time  by 
the  person  acquiring  such  property.  If  property  is 
disposed  of  (15 *)( other  than  by  reason  of  its  destruc¬ 
tion  or  damage,  by  fire,  storm ,  shipwreck,  or  other 
casualty,  or  its  theft)  arid  used  section  38  property 
similar  or  related  in  service  or  use  is  acquired  as  a  re¬ 
placement  therefor  in  a  transaction  to  which  the  pre¬ 
ceding  sentence  does  not  apply,  the  cost  of  the  used 
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section  38  property  acquired  shall  be  its  basis  re¬ 
duced  by  the  adjusted  basis  of  the  property  re¬ 
placed.  The  cost  of  used  section  38  property  shall 
not  be  reduced  with  respect  to  the  adjusted  basis  of 
any  property  disposed  of  if,  by  reason  of  section  47, 
such  disposition  involved  an  increase  of  tax  or 
a  reduction  of  the  unused  credit  (1  &)carrybacks  or 
carryovers  described  in  section  46  (b) . 

“(C)  Affiliated  group. — The  term  ‘affih- 
ated  group’  has  the  meaning  assigned  to  such  term 
by  section  1504  (a) ,  except  that — 

“  (i)  the  phrase  ‘more  than  50  percent’ 
shall  be  substituted  for  the  phrase  ‘at  least  80 
percent’  each  place  it  appears  in  section 
1504  (a) ,  and 

“  (ii)  all  corporations  shall  be  treated  as 
includible  corporations  (without  any  exclusion 
under  section  1504  (b)  ) . 

“(d)  Certain  Leased  Property. — A  person  (other 
than  a  person  referred  to  in  section  46(d)  )  (17)ongaged  in 
the  business  ef  leasing  property  who  is  a  lessor  of  property 
may  (at  such  time,  in  such  manner,  and  subject  to  such  con¬ 
ditions  as  are  provided  by  regulations  prescribed  by  the  Sec¬ 
retary  or  bis  delegate)  elect  with  respect  to  any  new  section 
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38  property  to  treat  the  lessee  as  having  acquired  such  prop¬ 
erty  for  an  amount  equal  to — 

“  (1)  if  such  property  was  constructed  by  the  lessor 
(or  by  a  corporation  which  controls  or  is  controlled  by 
the  lessor  within  the  meaning  of  section  368  (c)  ) ,  the 
fair  market  value  of  such  property,  or 

“  (2)  if  paragraph  (1)  does  not  apply,  the  basis 
of  such  property  to  the  lessor. 

The  election  provided  by  the  preceding  sentence  may  he 
made  only  with  respect  to  property  which  would  be  new 
section  38  property  if  acquired  by  the  lessee.  For  purposes 
of  the  preceding  sentence  and  section  46  (c) ,  the  useful  life 
of  property  in  the  hands  of  the  lessee  is  the  useful  life  of  such 
property  in  the  hands  of  the  lessor.  If  a  lessor  makes  the 
election  provided  by  this  subsection  with  respect  to  any 
property,  the  lessee  shall  be  treated  for  all  purposes  of  this 
suhpart  as  having  acquired  such  property.  (18)7 f  a  lessor 
makes  the  election  provided  hy  this  subsection  with  respect  to 
any  property,  then,  under  regulations  prescribed  by  the  Secre¬ 
tary  or  his  delegate,  subsection  (g)  shall  not  apply  with 
respect  to  such  property  and  the  deductions  otherwise  allow¬ 
able  under  section  162  to  the  lessee  for  amounts  paid  to  the 
lessor  under  the  lease  shall  be  adjusted  in  a  manner  consistent 
with  the  provisions  of  subsection  (g) . 

“(e)  Subchapter  S  Corporations. — In  the  case  of 
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an  electing  small  business  corporation  (as  defined  in  section 

1371)  — 

“  ( 1 )  the  qualified  investment  for  each  taxable  year 
shall  be  apportioned  pro  rata  among  the  persons  who 
are  shareholders  of  such  corporation  on  the  last  day  of 
such  taxable  year;  and 

“(2)  any  person  to  whom  any  investment  has  been 
apportioned  under  paragraph  (1)  shall  be  treated  (for 
purposes  of  this  subpart)  as  the  taxpayer  with  respect 
to  such  investment,  and  such  investment  shall  not  (by 
reason  of  such  apportionment)  lose  its  character  as  an 
investment  in  new  section  38  property  or  used  section 
38  property,  as  the  case  may  be. 

“(f)  Estates  and  Trusts— In  the  case  of  an  estate 
or  trust — 

“  ( 1 )  the  qualified  investment  for  any  taxable  year 
shall  be  apportioned  between  the  estate  or  trust  and  the 
beneficiaries  on  the  basis  of  the  income  of  the  estate  or 
trust  allocable  to  each, 

“  (2)  any  beneficiary  to  whom  any  investment  has 
been  apportioned  under  paragraph  (1)  shall  be  treated 
(for  purposes  of  this  subpart)  as  the  taxpayer  with  re¬ 
spect  to  such  investment,  and  such  investment  shall  not 
(by  reason  of  such  apportionment)  lose  its  character  as 
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an  investment  in  new  section  38  property  or  used  section 
38  property,  as  the  case  may  be,  and 

“(3)  the  $25,000  amount  specified  under  sub- 
paragraphs  (A)  and  (B)  of  section  46(a)  (2)  ap¬ 
plicable  to  such  estate  or  trust  shall  be  reduced  to  an 
amount  which  bears  the  same  ratio  to  $25,000  as  the 
amount  of  the  qualified  investment  allocated  to  the 
estate  or  trust  under  paragraph  (1)  bears  to  the  entire 
amount  of  the  qualified  investment. 

g)  Adjustments  to  Basis  of  Property. — 

“(i)  In  general. — The  basis  of  any  section  38 
property  shall  be  reduced,  for  purposes  of  this  subtitle 
other  than  this  subpart,  by  an  amount  equal  to  7  percent 
of  the  qualified  investment  as  determined  under  section 
46(c)  with  respect  to  such  property. 

“(2)  Certain  dispositions,  etc. — If  the  tax 
under  this  chapter  is  increased  for  any  taxable  year 
under  paragraph  (1)  or  (2)  of  section  47(a)  or  an 
adjustment  in  carrybacks  or  carryovers  is  made  under 
paragraph  (3)  of  such  section,  the  basis  of  the  property 
described  in  such  paragraph  (1)  or  (2),  as  the  case  may 
be  (immediately  before  the  event  on  account  of  which 
such  paragraph  (1) ,  (2),  or  (3)  applies ) ,  shall  be  in¬ 
creased  by  an  amount  equal  to  the  portion  of  such  in- 
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crease  and  the  portion  of  such  adjustment  attributable  to 
such  property. 

(20y%f  “(h)  Cross  Reference. — 

“For  application  of  this  subpart  to  certain  acquiring 
corporations,  see  section  381(c)  (23).” 

OO(o)  Deduction  for  Unused  Credit. — Part  VI  of 
subchapter  B  of  chapter  1  (relating  to  itemized  deductions 
for  individuals  and  corporations)  is  amended  by  adding  at 
the  end  thereof  the  following  new  section: 

“SEC.  181.  DEDUCTION  FOR  CERTAIN  UNUSED  INVESTMENT 
CREDIT. 

“If  the  amount  of  the  credit  determined  under  section 
46(a)(1)  for  any  taxable  year  exceeds  the  limitation  pro¬ 
vided  by  section  46(a)(2)  for  such  taxable  year  and  if  the 
amount  of  such  excess  has  not,  after  the  application  of  section 
46(b),  been  allowed  to  the  taxpayer  as  a  credit  under  section 
38  for  any  taxable  year,  then  an  amount  equal  to  the  amount 
of  such  excess  not  so  allowed  as  a  credit  shall  be  allowed  to 
the  taxpayer  as  a  deduction  for  the  first  taxable  year  follow¬ 
ing  the  last  taxable  year  in  which  such  excess  could  under 
section  46(b)  have  been  allowed  as  a  credit.  If  a  taxpayer 
dies  or  ceases  to  exist  prior  to  the  first  taxable  year  following 
the  last  taxable  year  in  which  the  excess  described  in  the  pre- 
H.K,  10650 - 3 
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ceding  sentence  could  under  section  46(b)  have  been  allowed 
as  a  credit,  the  amount  described  in  the  preceding  sentence, 
or  the  proper  portion  thereof,  shall,  under  regulations  pre¬ 
scribed  by  the  Secretary  or  his  delegate,  be  allowed  to  the 
taxpayer  as  a  deduction  for  the  taxable  year  in  which  such 
death  or  cessation  occurs.” 

(22 y(e)-(d)  Certain  Corporate  Acquisitions. — Sec¬ 
tion  381  (c)  (relating  to  items  taken  into  account  in  certain 
corporate  acquisitions)  is  amended  by  adding  at  the  end 
thereof  the  following  new  paragraph : 

“(23)  Credit  under  section  38  for  invest¬ 
ment  in  certain  depreciable  property. — The  ac¬ 
quiring  corporation  shall  take  into  account  (to  the  ex¬ 
tent  proper  to  carry  out  the  purposes  of  this  section  and 
section  38,  and  under  such  regulations  as  may  be  pre¬ 
scribed  by  the  Secretary  or  his  delegate)  the  items  re¬ 
quired  to  be  taken  into  account  for  purposes  of  section 
38  in  respect  of  the  distributor  or  transferor  corpora¬ 
tion/’ 


(23)  e) 

LATINO 


Statutes  of  Limitations  and  Interest  Re- 
to  Investment  Credit  Carrybacks — 

(1)  Assessment  and  collection. —Section 


6501  (relating  to  limitations  on  assessment  and  collec¬ 
tion)  is  amended  by  redesignating  subsection  (j)  as 
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subsection  (k),  and  inserting  after  subsection  (i)  the 
following  new  subsection: 

“(j)  Investment  Credit  Carrybacks.— In  the  case 
of  a  deficiency  attributable  to  the  application  to  the  tax¬ 
payer  of  an  investment  credit  carryback,  such  deficiency  may 
be  assessed  at  any  time  before  the  expiration  of  the  period 
within  which  a  deficiency  for  the  taxable  year  of  the  unused 
investment  credit  which  results  in  such  carryback  may  be 
assessed 

(2)  Credit  or  refund.— Subsection  (d)  of  sec¬ 
tion  6511  (relating  to  limitations  on  credit  or  refund)  is 
amended  by  adding  after  paragraph  (3 )  thereof  the  fol¬ 
lowing  new  paragraph : 

(4)  Special  period  of  limitation  with  re¬ 
spect  TO  INVESTMENT  CREDIT  CARRYBACKS  — 

“(A)  Period  of  limitation.— If  the  claim 
for  credit  or  refund  relates  to  an  overpayment  at¬ 
tributable  to  an  investment  credit  carryback,  in  lieu 
of  the  3-year  period  of  limitation  prescribed  in  sub¬ 
section  (a),  the  period  shall  be  that  period  which 
ends  with  the  expiration  of  the  15th  day  of  the 
40th  month  ( or  30th  month,  in  the  case  of  a  cor¬ 
poration)  following  the  end  of  the  taxable  year  of 
the  unused  investment  credit  which  results  in  such 
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carryback,  or  the  period  prescribed  in  subsection  ( c) 
in  respect  of  such  taxable  year,  whichever  expires 
later.  In  the  case  of  such  a  claim,  the  amount  of 
the  credit  or  refund  may  exceed  the  portion  of  the 
tax  paid  within  the  period  provided  in  subsection 
(b)(2)  or  (c),  whichever  is  applicable,  to  the 
extent  of  the  amount  of  the  overpayment  attribut¬ 
able  to  such  carryback. 

“(B)  Applicable  rules. — If  the  allowance 
of  a  credit  or  refund  of  an  overpayment  of  tax 
attributable  to  an  investment  credit  carryback  is 
otherwise  prevented  by  the  operation  of  any  law 
or  nde  of  law  other  than  section  7122,  relating  to 
compromises,  such  credit  or  refund  may  be  allowed 
or  made,  if  claim  therefor  is  filed  within  the  period 
provided  in  subparagraph  (A)  of  this  paragraph. 
In  the  case  of  any  such  claim  for  credit  or  refund, 
the  determination  by  any  court,  including  the  Tax 
Court,  in  any  proceeding  in  which  the  decision  of 
the  court  has  become  final,  shall  not  be  conclusive 
with  respect  to  the  investment  credit,  and  the  effect 
of  such  credit,  to  the  extent  that  such  credit  is 
affected  by  a  carryback  which  was  not  in  issue  in 
such  proceeding 

(3)  Interest  on  underpayments. — Section 
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6601(e)  (relating  to  interest  on  underpayment,  nonpay¬ 
ment,  or  extensions  of  time  for  payment,  of  tax)  is 
amended  to  read,  as  folloivs: 

“(e)  Income  Tax  Reduced  by  Carryback.— 

“(1)  Net  operating  loss  carryback— If  the 
amount  of  any  tax  imposed  by  subtitle  A  is  reduced  by 
reason  of  a  carryback  of  a  net  operating  loss,  such  reduc¬ 
tion  in  tax  shall  not,  affect  the  computation  of  interest 
under  this  section  for  the  period  ending  with  the  last 
day  of  the  taxable  year  in  which  the  net  operating  loss 
arises. 

“(2)  Investment  credit  carryback.— If  the 
credit  allowed  by  section -  38  for  any  taxable  year  is  in¬ 
creased  by  reason  of  an  investment  credit  carryback,  such 
increase  shall  not  affect  the  computation  of  interest  under 
this  section  for  the  period  ending  with  the  last  day  of 
the  taxable  year  in  which  the  investment  credit  carry¬ 
back  arises.'  ’ 

(4)  Interest  on  overpayments— Section  6611 
(f)  (relating  to  interest  on  overpayments)  is  amended  to 
read  as  follows: 

“(f)  Refund  of  Income  Tax  Caused  by  Carry¬ 
back. — 

“(1)  Net  operating  loss  carryback— For 
purposes  of  subsection  (a),  if  any  overpayment  of  tax 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 


38 


imposed  by  subtitle  A  results  from  a  carryback  of  a  net 
operating  loss,  such  overpayment  shall  be  deemed  not 
to  have  been  made  prior  to  the  close  of  the  taxable  year 
in  which  such  net  operating  loss  arises. 

“(2 )  Investment  credit  carryback. — For  pur¬ 
poses  of  subsection  (a),  if  any  overpayment  of  tax  im¬ 
posed  by  subtitle  A  results  from  an  investment  credit 
carryback,  such  overpayment  shall  be  deemed  not  to 
have  been  made  prior  to  the  close  of  the  taxable  year 
in  ivhich  such  investment  credit  carryback  arises.” 

(24 J(f)  Te  ciinica  l  Amendment. — Section  1016(a)  (re¬ 
lating  to  adjustments  to  basis)  is  amended — 

(1)  by  striking  out  the  period  at  the  end  of  para¬ 
graph  (1.8)  and  inserting  in  lieu  thereof  a  semicolon;  and 

(2)  by  adding  after  paragraph  (18)  the  following 
new  paragraph: 

“(19)  to  the  extent  provided  in  section  48(g)  in 
the  case  of  property  ivhich  is  or  has  been  section  38 
property  (as  defined  in  section  48(a));”. 

(25X4)-  Amenrmer^ — Pari  44-  of  sub  chapter 

A  of  chapter  4  is  amended  bv  inserting  after  the  beading  and 
before  the  table  of  sections  tbe 
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(<))  Clerical  Amendments. — 


(1)  Part  IV  of  subchapter  A  of  chapter  1  is 
amended  by  inserting  after  the  heading  and  before  the 
table  of  sections  the  following : 

“Subpart  A.  Credits  allowable. 

“Subpart  B.  Rules  for  computing  credit  for  investment  in 
certain  depreciable  property. 

“Subpart  A— Credits  Allowable” 

(2(5)  2)  The  table  of  sections  for  part  IV  of  subchapter 
A  of  chapter  1  is  amended  by  striking  out 

“Sec.  38.  Overpayments  of  tax.'1'1 

and  inserting  in  lieu  thereof 

11  Sec.  38.  Investment  in  certain  depreciable  property. 
uSec.  39.  Overpayments  of  tax .” 

(3)  The  table  of  sections  for  part  VI  of  subchapter 
B  of  chapter  1  is  amended  by  adding  at  the  end  thereof 
the  following: 


uSec.  181.  Deduction  for  certain  unused  investment  credit.'1'1 

(2 7)4^^  (h)  Effective  Date. — The  amendments  made  1  )y 
this  section  shall  apply  with  respect  to  taxable  years  ending 
after  (28)Deeember  Ah  44104-  June  30,  1962. 
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1  SEC.  3.  APPEARANCES,  ETC.,  WITH  RESPECT  TO  LEGIS- 

2  LATION. 

3  (a)  In  General. — Section  162  (relating  to  trade  or 

4  business  expenses)  is  amended  by  redesignating  subsection 

5  (e)  as  subsection  (f)  and  by  inserting  after  subsection  (d) 

6  the  following  new  subsection: 

7  “(e)  Appearances,  etc.,  With  Respect  to  Legis- 

8  ration. — 

9  “  ( 1 )  In  general. — The  deduction  allowed  by 

1°  subsection  (a)  shall  include  all  the  ordinary  and  neces- 

11  sary  expenses  (including,  but  not  limited  to,  traveling 

12  expenses  described  in  subsection  (a)  (2)  and  the  cost 

13  of  preparing  testimony)  paid  or  incurred  during  the  tax- 
11  able  year  in  carrying  on  any  trade  or  business — 

15  “(A)  in  direct  connection  with  appearances 

16  before,  submission  of  statements  to,  or  sending  com- 

17  munications  to,  the  committees,  or  individual  mem- 

18  bers,  of  Congress  or  of  any  legislative  body  of  a 

19  State,  a  possession  of  the  United  States,  or  a  politi- 

20  ca]  subdivision  of  any  of  the  foregoing  with  respect 

21  to  legislation  or  proposed  legislation  of  direct  inter- 

22  est  to  the  taxpayer,  or 

23  “  (R)  in  direct  connection  with  communication 
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of  information  between  the  taxpayer  and  an  organ¬ 
ization  of  which  lie  is  a  member  with  respect  to 
legislation  or  proposed  legislation  of  direct  interest 
to  the  taxpayer  and  to  such  organization, 
and  that  portion  of  the  dues  so  paid  or  incurred  with 
respect  to  any  organization  of  which  the  taxpayer  is  a 
member  which  is  attributable  to  the  expenses  of  the 
activities  described  in  subparagraphs  (A)  and  (B) 
carried  on  by  such  organization. 

“(2)  Limitation. — The  provisions  of  paragraph 
( 1 )  shall  not  be  construed  as  allowing  the  deduction  of 
any  amount  paid  or  incurred  (whether  by  way  of  con¬ 
tribution,  gift,  or  otherwise)  — 

“(A)  for  participation  in,  or  intervention  in, 
any  political  campaign  on  behalf  of  any  candidate 
for  public  office,  or 

“(B)  in  connection  with  any  attempt  to  in¬ 
fluence  the  general  public,  or  segments  thereof,  with 
respect  to  legislative  matters,  elections,  or  referen- 
dums.” 

(b)  Effective  Date. — The  amendments  made  by  this 
section  shall  apply  to  taxable  years  beginning  after  Decem¬ 
ber  31,  1962. 
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SEC.  4.  DISALLOWANCE  OF  CERTAIN  ENTERTAINMENT, 
ETC.,  EXPENSES. 

(a)  Denial  of  Deduction.— 

( 1 )  Part  IX  of  subchapter  B  of  chapter  1  ( relating 
to  items  not  deductible  in  computing  taxable  income)  is 
amended  by  adding  at  the  end  thereof  the  following  new 
section : 

“SEC.  274.  DISALLOWANCE  OF  CERTAIN  ENTERTAINMENT, 
ETC.,  EXPENSES. 

“  (a)  Entertainment,  Amusement,  or  Recrea¬ 
tion. — 

“  (1)  In  general. — No  deduction  otherwise  allow¬ 
able  under  this  chapter  shall  be  allowed  for  any  item — 
“(A)  Activity. — With  respect  to  an  activity 
which  is  of  a  type  generally  considered  to  consti¬ 
tute  entertainment,  amusement,  or  recreation,  unless 
the  taxpayer  establishes  that  the  item  was  directly 
related  to  associated  with  the  active  conduct 

of  the  taxpayer’s  trade  or  business,  or 

“(B)  Facility. — With  respect  to  a  facility 
used  in  connection  with  an  activity  referred  to  in 
subparagraph  (A),  unless  the  taxpayer  establishes 
that  the  facility  was  used  primarily  for  the  further¬ 
ance  of  the  taxpayer’s  trade  or  business  and  that  the 
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item  was  directly  related  to  (30 )or  associated  with 
the  active  conduct  of  such  trade  or  business, 
and  such  deduction  shall  in  no  event  exceed  the  portion 
of  such  item  directly  related  to  (31  )or  associated  with 
the  active  conduct  of  the  taxpayer’s  trade  or  business. 

“  (2)  Special  rules— For  purposes  of  applying 
paragraph  ( 1 )  — 

“(A)  Dues  or  fees  to  any  social,  athletic,  or 
sporting  club  or  organization  shall  be  treated  as 
items  with  respect  to  facilities. 

“(B)  An  activity  described  in  section  212 
shall  be  treated  as  a  trade  or  business. 

“(b)  Gifts. — 

“  (1)  Limitation. — ISTo  deduction  shall  be  allowed 
under  section  162  or  section  212  for  any  expense  for 
gifts  made  directly  or  indirectly  to  any  individual  to  the 
extent  that  such  expense,  when  added  to  prior  expenses 
of  the  taxpayer  for  gifts  made  to  such  individual  during 
the  same  taxable  year,  exceeds  $25.  For  purposes  of 
this  section,  the  term  ‘gift’  means  any  item  excludable 
from  gross  income  of  the  recipient  under  section  102 
which  is  not  excludable  from  his  gross  income  under  any 
other  provision  of  this  (32)ehapter-.-  chapter,  hut  such 
term  does  not  include — 
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“(A)  an  item  having  a  cost  to  the  taxpayer  not 
in  excess  of  $4.00  on  which  the  name  of  the  taxpayer 
is  clearly  and  permanently  imprinted  and  which  is 
one  of  a  number  of  identical  items  distributed  gen¬ 
erally  by  the  taxpayer, 

“(B)  a  sign,  display  rack,  or  other  promotional 
material  to  be  used  on  the  business  premises  of  the 
recipient,  or 

“(C)  an  item  of  tangible  personal  property 
having  a  cost  to  the  taxpayer  not  in  excess  of  $100 
which  is  awarded  to  an  employee  by  reason  of  length 
of  service  or  for  safety  achievement. 

“( 2 )  Special  rules.— 

“  (A)  In  the  case  of  a  gift  by  a  partnership,  the 
limitation  contained  in  paragraph  (1)  shall  apply 
to  the  partnership  as  well  as  to  each  member 
thereof. 

“(B)  For  purposes  of  paragraph  (1),  a  hus¬ 
band  and  wife  shall  be  treated  as  one  taxpayer. 
(33)‘Y c)  Traveling. — In  the  case  of  any  individual  who 
is  traveling  away  from  home  in  pursuit  of  a  trade  or  business 
or  in  pursuit  of  an  activity  described  in  section  212,  no  deduc¬ 
tion  shall  be  allowed  under  section  162  or  section  212  for 
that  portion  of  the  expenses  of  such  travel  otherwise  allow¬ 
able  under  such  section  which,  under  regulations  prescribed 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 


45 


by  the  Secretary  or  his  delegate,  is  not  allocable  to  such  trade 
or  business  or  to  such,  activity.  This  subsection  shall  not 
apply  to  the  expenses  of  any  travel  away  from  home  which 
does  not  exceed  one  week  or  where  the  portion  of  the  time 
away  from  home  which  is  not  attributable  to  the  pursuit  of 
the  taxpayer  s  trade  or  business  or  an  activity  described  in 
section  212  is  less  than  25  percent  of  the  total  time  away 
from  home  on  such  travel. 

C>4*H4  “(d)  Substantiation  Required.— No  deduc¬ 
tion  shall  be  allowed — 

“(1)  under  section  162  or  212  for  any  traveling 
expense  (including  meals  and  lodging  while  away  from 
home) , 

“  (2)  for  any  item  with  respect  to  an  activity  which 
is  of  a  type  generally  considered  to  constitute  entertain¬ 
ment,  amusement,  or  recreation,  or  with  respect  to  a 
facility  used  in  connection  with  such  an  activity,  or 

“  (3)  for  any  expense  for  gifts, 

unless  the  taxpayer  substantiates  by  adequate  records  or  by 
sufficient  evidence  corroborating  his  own  statement  (A)  the 
amount  of  such  expense  or  other  item,  (B)  the  time  and 
place  of  the  travel,  entertainment,  amusement,  recreation,  or 
use  of  the  facility,  or  the  date  and  description  of  the  gift,  (C) 
the  business  purpose  of  the  expense  or  other  item,  and  (D) 
the  business  relationship  to  the  taxpayer  of  persons  enter- 
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tained,  using  the  facility,  or  receiving  the  gift.  The  Secre¬ 
tary  or  his  delegate  may  by  regulations  provide  that  some 
or  all  of  the  requirements  of  the  preceding  sentence  shall  not 
apply  in  the  case  of  an  expense  which  does  not  exceed  an 
amount  prescribed  pursuant  to  such  regulations. 

e)  Specific  Exceptions  to  Application  of 
Subsection  (a). — Subsection  (a)  shall  not  apply  to — 

“  ( 1 )  Business  meals. — Expenses  for  food  and 
beverages  furnished  to  any  individual  under  circum¬ 
stances  which  (taking  into  account  the  surroundings  in 
which  furnished,  the  taxpayer’s  trade,  business,  or  in¬ 
come-producing  activity  and  the  relationship  to  such 
trade,  business,  or  activity  of  the  persons  to  whom  the 
food  and  beverages  are  furnished)  are  of  a  type  gen 
erally  considered  to  be  conducive  to  a  business  dis¬ 
cussion. 

“(2)  Food  and  beverages  for  employees  — 
Expenses  for  food  and  beverages  (and  facilities  used 
in  connection  therewith)  furnished  on  the  business 
premises  of  the  taxpayer  primarily  for  his  employees. 

“(3)  Expenses  treated  as  compensation. — 
Expenses  for  goods,  services,  and  facilities,  to  the  ex¬ 
tent  that  the  expenses  are  treated  by  the  taxpayer,  with 
respect  to  the  recipient  of  the  entertainment,  amusement, 
or  recreation,  as  compensation  to  an  employee  on  the 
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taxpayer’s  return  of  tax  under  this  chapter  and  as  wages 
to  such  employee  for  purposes  of  chapter  24  (relating 
to  withholding  of  income  tax  at  source  on  wages) . 

“(4)  Reimbursed  expenses— Expenses  paid  or 
incurred  by  the  taxpayer,  in  connection  with  the  per¬ 
formance  by  him  of  services  for  another  person 
(whether  or  not  such  other  person  is  his  employer), 
under  a  reimbursement  or  other  expense  allowance 
arrangement  with  such  other  person,  but  this  para¬ 
graph  shall  apply — 

(A)  where  the  services  are  performed  for 
an  employer,  only  if  the  employer  has  not  treated 
such  expenses  in  the  manner  provided  in  paragraph 
(3) ,  or 

“(B)  where  the  services  are  performed  for  a 
person  other  than  an  employer,  only  if  the  tax¬ 
payer  accounts  (to  the  extent  provided  by  sub¬ 
section  (36)-foff  (d))  to  such  person. 

“  (5)  Recreational,  etc.,  expenses  for  em¬ 
ployees.  Expenses  for  recreational,  social,  or  similar 
activities  (including  facilities  therefor)  primarily  for 
the  benefit  of  employees  (other  than  employees  who 
are  officers,  shareholders  or  other  owners,  or  highly 
compensated  employees) .  For  purposes  of  this  para¬ 
graph,  an  individual  owning  less  than  a  10-percent  in- 
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terest  in  the  taxpayer’s  trade  or  business  shall  not  be 
considered  a  shareholder  or  other  owner,  and  for  such 
purposes  an  individual  shall  be  treated  as  owning  any 
interest  owned  by  a  member  of  his  family  (within  the 
meaning  of  section  267  (c)  (4)  ) . 

(37>  u(6-)-  Employee  and  stockholder  business 
meetings- — Expenses  directly  related  to  business  meet¬ 
ings  of  employees  or  stockholders? 

“(6)  Employee ,  stockholder ,  etc.,  business 
MEETINGS. — Expenses  incurred  by  a  taxpayer  which  are 
directly  related  to  business  meetings  of  his  employees, 
stockholders,  agents,  or  directors. 

“  (7)  Meetings  of  business  leagues,  etc  — 
Expenses  directly  related  and  necessary  to  attendance  at 
a  business  meeting  or  convention  of  any  organization 
described  in  section  501  (c)  (6)  (relating  to  business 
leagues,  chambers  of  commerce,  real  estate  boards,  and 
boards  of  trade)  and  exempt  from  taxation  under  section 
501  (a). 

“(8)  Items  available  to  public. — Expenses 
for  goods,  services,  and  facilities  made  available  by  the 
taxpayer  to  the  general  public. 

“(9)  Entertainment  sold  to  customers.— 
Expenses  for  goods  or  services  (including  the  use 
of  facilities)  which  are  sold  by  the  taxpayer  in  a  bona 
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fide  transaction  for  an  adequate  and  full  consideration  in 
money  or  money’s  worth. 

For  purposes  of  this  subsection,  any  item  referred  to  in  sub¬ 
section  (a)  shall  be  treated  as  an  expense. 

( '38 )iHe)-  “(f)  Interest,  Taxes,  Casualty  Losses, 
etc. — This  section  shall  not  apply  to  any  deduction  allowable 
to  the  taxpayer  without  regard  to  its  connection  with  his  trade 
or  business  (or  with  his  income-producing  activity) .  In  the 
case  of  a  taxpayer  which  is  not  an  individual,  the  preceding 
sentence  shall  be  applied  as  if  it  were  an  individual. 

“(g)  Treatment  of  Entertainment,  etc., 
Type  Facility —For  purposes  of  this  chapter,  if  deductions 
are  disallowed  under  subsection  (a)  with  respect  to  any  por¬ 
tion  of  a  facility,  such  portion  shall  be  treated  as  an  asset 
which  is  used  for  personal,  living,  and  family  purposes  (and 
not  as  an  asset  used  in  the  trade  or  business) . 

(40y^(g)-  “(h)  Regulatory  Authority.— The  Secretary 
or  his  delegate  shall  prescribe  such  regulations  as  he  may 
deem  necessary  to  carry  out  the  purposes  of  this  section  in¬ 
cluding  regulations  prescribing  whether  subsection  (a)  or 
subsection  (b)  applies  in  cases  where  both  such  subsections 
would  otherwise  apply.” 

H.R.  10650 - 4 
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1  (2)  The  table  of  sections  for  such  part  IX  Is 

2  amended  by  adding  at  the  end  thereof  the  following: 

“Sec.  274.  Disallowance  of  certain  entertainment,  etc.,  ex¬ 
penses.” 

3  (b)  Traveling  Expenses— Section  162  (a)  (2)  (re- 

4  lating  to  traveling  expenses)  is  amended  by  striking  out 

5  “  (including  the  entire  amount  expended  for  meals  and  lodg- 

6  ing)  ”  and  inserting  in  lieu  thereof  “  (including  (41)n  rear- 

7  sonablo  allo-wanee  for  amounts  expended:  for  meals  and  lodg- 

8  ing)— t  amounts  expended  for  meals  and  lodging  other  than 

9  amounts  which  are  lavish  or  extravagant  under  the 

10  circumstances)” . 

11  (c)  Effective  Date. — The  amendments  made  by  this 

12  section  shall  apply  with  respect  to  taxable  years  ending  after 

13  (42)4ene  nth  4962  December  31,  1962,  hut  only  in  respect 

14  of  periods  after  such  date. 

15  SEC.  5.  AMOUNT  OF  DISTRIBUTION  WHERE  CERTAIN 

16  FOREIGN  CORPORATIONS  DISTRIBUTE  PROP- 

17  ERTY  IN  KIND. 

18  (a)  Amount  Distributed. — Section  301(b)(1) 

19  (relating  to  amount  distributed  to  corporate  distributees)  is 

20  amended  by  adding  at  the  end  thereof  the  following  new 

21  subparagraph : 

22  “(C)  Certain  corporate  distributees  of 
foreign  corporation. — Notwithstanding  subpara- 
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graph  (B) ,  if  the  shareholder  is  a  corporation  and 
the  distributing  corporation  is  a  foreign  corporation, 
the  amount  taken  into  account  with  respect  to 
property  (other  than  money)  shall  be  the  fair 
market  value  of  such  property;  except  that  if  any 
deduction  is  allowable  under  section  245  with  respect 
to  such  distribution,  then  the  amount  taken  into 
account  shall  be  the  sum  (determined  under  regu¬ 
lations  prescribed  by  the  Secretary  or  his  delegate) 
of — 

“  (i)  the  proportion  of  the  adjusted  basis 
of  such  property  (or,  if  lower,  its  fair  market 
value)  properly  attributable  to  gross  income 
from  sources  within  the  United  States,  and 
(ii)  the  proportion  of  the  fair  market 
value  of  such  property  properly  attributable  to 
gross  income  from  sources  without  the  United 
States.” 

(b)  Basis. — Section  301  (d)  (relating  to  basis  of  prop¬ 
erty)  is  amended  by  adding  at  the  end  thereof  the  following 
new  paragraph: 

“  (3)  Certain  corporate  distributees  of  for¬ 
eign  corporation. — In  the  case  of  property  described 
in  subparagraph  (C)  of  subsection  (b)  (1),  the  basis 
shall  be  determined  by  substituting  the  amount  deter- 
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mined  under  such  subparagraph  (C)  for  the  amount 
described  in  paragraph  (2)  of  this  subsection.” 

(c)  Dividends  Received  From  Certain  Foreign 
Corporations. — 

(1)  Section  245  (relating  to  dividends  received 
from  certain  foreign  corporations)  is  amended  by  add¬ 
ing  at  the  end  thereof  the  following  new  subsection: 
“(b)  Property  Distributions. — For  purposes  of  sub¬ 
section  (a) ,  the  amount  of  any  distribution  of  property  other 
than  money  shall  be  the  amount  determined  by  applying 
section  301(b)  (1)  (B).” 

(2)  Section  245  is  amended  by  striking  out  “In 
the  case  of”  and  inserting  in  lieu  thereof  “  (a)  General 
Rule. — In  the  case  of”. 


(43>Uf  Credit  eor  Foreign  Taxes. — Section  902- 
-{r  elating  to  credit  for  foreign  taxes)-  is  amended  by  adding 
Qrfc  the  oiid  tbereof  tlic  following  new  sentence :  iiFer  pur¬ 
poses  of  this  subsection  and  subsection  -fbj-j  the  amount  of 
any  distribution  in  property  other  titan  money  shall  be  the 
amount  determined  by  applying  section  301-(b)  (l)-(B).” 

(44) -fef  (d)  Effective  Date— The  amendments  made  by 
this  section  shall  apply  to  distributions  made  after  Decem¬ 
ber  31,  1962. 

(45) SE€,  &  AMENDMENT  TO  SECTION  482, 

-(a)-  In  General. — Section  482 
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el  income  and  deductions  among  taxpayers)  is  amended 
By  adding  at  Ike  end  thereof  Ike  following  new  subsection  :■ 
^Hkf  Bales  aad  Be-eciiaseb  Within  a  Related 
G-ROUP  W-IIIC1I  INCLUDES  A  EOREIGA  Organization^ — 


i44f  fef  GENERAL. — In 
le  sales  el  tangible  property  within  a  group  el 
liens — 


4*4 


owned  er  eentrollcd  directly  er  indi¬ 
rectly  ky  Ike  same  interests}  and 

■‘-fB-)  a!  least  one  el  wkiek  is  a  demo  Stic  or¬ 
ganization  and  at  least  ene  el  which  is  a  foreign 


Ike  Secretary  er  Ids  delegate  may  allocate  Ike  taxable 
meeme  el  Ike  group  arising  Irem  snek  sales  in  ike 
manner  set  lerlk  in  paragraph  4^h  44ns  snkscetion 
skak  net  apply  with  respoel  le  any  sale  el  tangible 
property  ler  wkiek  Ike  taxpayer  can  establish  an  amds 
length  price  -fwithin  Ike  meaning  el  paragraph  44) ) . 
-4^4  Me-TIIODB  OE  ABROGATION. — 

CONSIDERATION  0E  GBRTAIN  EAG- 
TORfA — Except  as  presided  in  subparagraph  4B) , 


Ike  alleealien  referred  le  in  paragraph  4^4  shall  be 
made  by  Ike  Secretary  er  kis  delegate  by  taking  into 
consideration  that  portion  el  Ike  following  laetors 
wldek  is  attributable  le  Ike  United  Slates  and  that 
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portion  thereof  which  is  not  attributable  to  the 
United  States — 

^-(cf  assets  of  the  group?  to  the  extent  used 
in  the  production?  distribution?  and  sale  of  the 
property? 

“(ii-)-  compensation  of  officers  and  em¬ 
ployees?  to  the  extent  attributable  to  the  pro¬ 
duction?  distribution?  and  sale  of  the  property? 

QJlfl 

ttxTtt 

-(iiif  advertising?  selling?  and  sales  promo 


U 


tion  expenses  (ineluding  tcehnieal  and  servic¬ 
ing  expenses)  ?  to  the  extent  attributable  to  the 
property. 

Such  method  of  ahoeation  may  also  give  considera¬ 
tion  to  other  factors?  ineluding  tire  special  risks  -(if 
any)  of  the  market  hr  which  the  property  is  sohh 
“  (44)  Alternative  ME-TnODS.  -If  the  tax¬ 
payer  establishes  to  the  satisfaction  of  the  Secretary 
or  his  delegate  that  an  alternative  method  of  alloca 
tion  clearly  reflects  the  income  of  each  member  of 
the  group  with  respect  to  the  property  referred  to  hr 
paragraph  -ft-)-?  sueh  alternative  method  shall  be 
used  -(in  lieu  of  the  method  provided  in  subpara- 
graph 

“(3)  Special  rules. — In  applying  the 
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■following  Riles  shall  be  applied : 

-(A)-  -Abbes  ted  basis  -oe  assets. — The 
values  to  be  assigned  to  tbe  assets  referred  te  in 
paragraph  (-2)  (A)  (if  is  tbeir  adjusted  basis  in  tbe 
bands  of  tbe  taxpayer  erj  if  sneb  basis  is  net  avail¬ 


able  in  tbe  ease  of  a  foreign  organization^  then  tbeir 
book  values^  adjusted  to  approximate  tbeir  adjusted 
basisr 


4eoledible  -ASSETS. — ¥he  assets  re¬ 
ferred  to  in  paragraph  -(A)-(A)  -(i)  include  real 
property  and  tangible  personal  property  (whether 
owned  or  leased  by  a  member  of  tbe  groups  but  do 
not  inefnde  inventory  and  steek  in  trader 

-Arm’s  be-ne-tii  piece  DEFiXEm — Bor  pur¬ 
poses  of  this  subsection,  the  term  ‘arm’s  length  price’ 
means — 


“  (A)  the  price  at  which 
bar  or  eomnarable  to  the 


referred  to  in 


paragraph  -fkf  generally  is  or  can  be  sold  in  trans  ■ 
aetions  in  the  same  areas  involving  unrelated  per¬ 
sons  and  made  under  similar  conditions  of  sale;  and 
b  subparagraph  -(A)-  does  not  applyy  the 
price  at  wbieb  tangible  property  similar  or  com¬ 


parable  to  the  property  referred  to  in  paragraph 
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-(4)-  is  sold  in  the  same  or  other  areas  under  similar 
circumstanees  and  in  transactions  involving  unre¬ 
lated  persons?  with  adjustment  for  material  differ¬ 
ences  in  quantity,-  marketing  conditions  -{including 
eustoms  duties  and  transportation  costs)-,  and  other 
relevant  factors. 

Subparagraph  -fB)-  shah  apply  only  if  the  adjustment 
referred  to  therein  is  properly  determinable: 

‘-4-5 )■  Sales  commissions. — hhe  Secretary  or  his 
delegate  shall  by  regulation  prescribe  rules  for  the  abo- 
cation  of  commissions  arising  from  sales  of  tangible 
property  within  a  group  of  organisations  described  in 
paragraph  -f4)^  Such  rules  shah  he  consistent  with  the 
principles  specified  in  the  other  paragraphs  of  this 
subsection: 

“  (6)  Geos  sly  inadequate  assets?  etc.?  oft- 

STBB  UNITED  STATES: — 4o 


under  this  subsection,  no  amount  shall  he  allocated  to  a 
foreign  organization  whose  assets,  personnel,  and  office 
and  other  facilities  winch  are  not  attributable  to  the 
United  States  are  grossly  inadequate  for  its 
the  United 


U 


fcf  Information  necessary  for  considera¬ 


tion  of  factors. — In  the  ease  of  any  transaction  to 
which  paragraph  (2)  (A)  applies?  if — 
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Ike  bdormation  submitted  with 
le  Ike  group  of  organizations  is  insufficient  for  tke 
proper  application  of  tke  method  of  allocation  set 
foi  tk  in  the  first  sentence  of  suck  paragraph?  and 
“-(B)-  upon  request  of  tke  Secretary  or  kis 
delegate,  suek  group  fails  to  furnish  suek  additional 
information  with  respect  to  suek  transaction  as  may 
he  reasonably  supplied? 

tke  Secretary  or  kis  delegate  may  estimate  tke  taxable 
income  arising  from  suek  transaction  and  may  all o cate 
suek  taxable  income  among  tke  members  of  tke  group 
or  to  any  single  member  tkercof. 

— fS-)-  Tueatjmen-t  o-p  poppjgp  pases? — 

“(A)’  Bor  purposes  of  tkis  subsection?  taxable 
iconic  shall  he  determined  without  regard  to  any 
meomoy  war  profits,  or  excess  profits  taxes  paid  to 
any  foreign  country  or  to  any  possession  of  tke 
klnited  States? 

k¥kere  tke  application  of  tkis  subsection 
results  in  a  decrease  in  tke  taxable  income  of  any 
foreign  organization  and  an  increase  m  tke  taxable 
income  of  any  domestic  organization?  then  any  of 
tke  taxes  referred  to  m  subparagraph  -fA-)-  paid  by 
suek  foreign  organization  and 


in  fbn 
t7t7  Mix 
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taxable  income  so  transferred  shah  be  treated  fer 
purposes  of  tbis  chapter — 

*4*)-  as  paid  by  such  domestic  organism 
tiory  and 

■-(ii)  as  not  paid  by  sneh  foreign  o-rgani- 
zatiom— 

by  striking  out  £idn  any  ease  of  two  or  more  organizations^ 
and  inserting  in  hen  thereof  the  following  - 

14**)-  General  Rule- — In  the  ease  of  two  or  more 
organizations^ 

-(e)-  Effective  DatEt — The  amendments  made  by 
this  scetion  shah  apply  with  respect  to  taxable  years  begin- 
ning  after  December  §4  1962. 

(46)SE€»  *  DISTRIBUTIONS  OF  FOREIGN  FERSONAL, 

-(a)-  DEErNmoN  of  Foreign  Personae  IIoed-ing 
Company. — Bo  much  of  subsection  -(a)-  of  section  §53  -(re¬ 
lating  to  definition  of  foreign  personal  holding  company)-  as 
precedes  paragraph  -(2)-  is  amended  to  read  as  follows^ 

“  (a)-  General  Rule- — -Eor  purposes  of  this  subtitle^ 


the  term  ‘foreign  personal  holding  company’  for  a  taxable 
year  beginning  after  December  §4  19627  means  any  for¬ 
eign  corporation  if — 

4d)-  Gross  income  requirement: — At  least  26 
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Fcrecnt  ef  hs  ffleomc  -(as  defined  in  seetion  555 

"(*) )  the  taxable  year  is  foreign  personal  holding 
company  income  -(as  defined  in  seetion  553) .  Eor 
of  this  paragraph  there  shah  he  included  in 
the  gross  income  the  amount  includible  therein  as  a 
dividend  by  reason  el  the  application  of  section  555  (c)- 
-fS-H  andA 

-fhf  A-MOUN-T  OP  lAPifrTRIBUTED  INCOME. — gubscc  ■ 
tion  -(a)-  cf  seetion  550  -(-relating  to  undistributed  foreign 
personal  holding  company  income)  is  amended  to  read  as 
follows-? 


-fa-)-  Definition. — Eer  purposes  of  this  part — 

--(A)-  B  the  foreign  personal  holding  company  in¬ 
come  of  a  foreign  personal  holding  eom-pany  exceeds 
80  percent  of  its  gross  ineoinc,  the  undistributed  for¬ 
eign  personal  holding  company  income ’  of  such  eom- 
pany  is  its  taxable  income  adjusted  in  the  manner 
provided  in  subsection  -fbfj  minus  the  dividends  paid 
deduction  -(as  defined  in  seetion  501 )  t 

“-(-)-  If  the  foreign  personal  holding  company 
meornc  of  a  foreign  personal  holding  company  does  not 
exceed  80  percent  of  its  gross  income,  the  ^undistributed 
foreign  personal  holding  company  income*  of  such  com 
pany  is  that  amount  which  bears  the  same  ratio  to — 
■“■{A)  its  taxable  meornc  adjusted  in  the  man- 
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ner  provided  m  subseelieft  minus  the  dividends 
paid  deduction  -{as  defined  in  seetion  bfiLfj  as 

“-m-  its  foreign  personal  fielding  eompany  in- 
comc  bears  to  its  gross  income.-7 
-{ef  Effective  Date- — The  amendments  made  by  tfeis 
section  shall  apply  only  in  respeet  el  taxable  years  el  foreign 
eerperatiens  beginning  alter  December  fifo  4-9t»2r 
SEC.  (47)8  6.  MUTUAL  SAVINGS  BANKS,  ETC. 

(a)  Reserves  for  Losses  on  Loans. — Section  593 
is  amended  to  read  as  follows : 

“SEC.  593.  RESERVES  FOR  LOSSES  ON  LOANS. 

“  (a)  Organizations  to  Which  Section  Applies.— 
This  section  shall  apply  to  an}^  mutual  savings  bank  not 
having  capital  stock  represented  by  shares.,  domestic  building 
and  loan  association,  or  cooperative  bank  without  capital 
stock  organized  and  operated  for  mutual  purposes  and  with¬ 
out  profit. 

“(b)  Addition  to  Reserves  for  Bad  Debts. — 

“(1)  In  general. — For  purposes  of  section  166 
(c) ,  the  reasonable  addition  for  the  taxable  year  to  the 
reserve  for  bad  debts  of  any  taxpayer  described  in  sub¬ 
section  (a)  shall  be  an  amount  equal  to  the  sum  of — 
“  (A)  the  amount  determined  under  section 
166(c)  to  be  a  reasonable  addition  to  the  reserve 
for  losses  on  nonqualifying  loans,  plus 
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“(B)  the  amount  determined  by  the  taxpayer 
to  be  a  reasonable  addition  to  the  reserve  for  losses 
on  qualifying  real  property  loans,  but  such  amount 
shall  not  exceed  the  amount  determined  under  para¬ 
graph  (2),  (3),  or  (4),  whichever  amount  is  the 
largest(48),  but  the  amount  determined  under  this 
subparagraph,  when  added  to  the  amount  determined 
under  subparagraph  (A),  shall  in  no  case  be  greater 
than  the  amount  by  which  12  percent  of  the  total 
deposits  or  withdrawable  accounts  of  depositors  of 
the  taxpayer  at  the  close  of  such  year  exceeds  the  sum 
of  its  surplus,  undivided  profits,  and  reserves  at  the 
beginning  of  such  year  (taking  into  account  any 
portion  thereof  attributable  to  the  period  before  the 
first  taxable  year  beginning  after  December  31, 
1951). 

“  (2)  (49>ee  percent  Percentage  of  taxable 
income  method. — The  amount  determined  under  this 
paragraph  for  the  taxable  year  shall  he  the  excess  of — 
(50)^-  an  amount  equal  to  60  percent  of  the 
taxable  ineome  for  suek  year,-  over 
“(A)  an  amount — 

“(i)  in  the  case  of  a  taxpayer  other  than 
a  taxpayer  described  in  clause  (ii),  equal  to 
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60  percent  of  the  taxable  income  for  such  year, 
or 

“(ii)  in  the  case  of  a  domestic  building  and 
loan  association  having  capital  stock  with  respect 
to  which  any  distribution  of  property  ( as  de¬ 
fined  in  section  317(a))  is  not  allowable  as  a 
deduction  under  section  591,  equal  to  50  percent 
of  the  taxable  income  for  such  year,  over 
“(B)  the  amount  referred  to  in  paragraph 
(1)  (A)  for  such  (51)yearr  year, 

(^52yimt  the  amount  determined  under  this  paragraph 
shall  not  exceed  the  amount  necessary  to  increase  the  bal¬ 
ance  ( as  of  the  close  of  the  taxable  year)  of  the  reserve  for 
losses  on  qualifying  real  property  loans  to  6  percent  of 
such  loans  outstanding  at  such  time.  For  purposes  of  this 
paragraph,  taxable  income  shall  be  computed  (i)  by 
excluding  from  gross  income  any  amount  included 
therein  by  reason  of  subsection  (f) ,  and  (ii)  without 
regard  to  any  deduction  allowable  for  any  addition  to  the 
reserve  for  bad  debts. 

"(3)  (53)3  percent  Percentage  of  real 
property  loans  method. — The  amount  determined 
under  this  paragraph  for  the  taxable  year  shall  he  an 
amount  equal  to  the  amount  necessary  to  increase  the 
balance  '  (as  of  the  close  of  the  taxable  year)  of  the 
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reserve  for  losses  on  qualifying*  real  property  loans 
(54)to  £  perecnt  of  snob  loans  outstanding  at  snob  timer 
to  an  amount  equal  to — 

“(A)  3  percent  of  such  loans  outstanding  at 
such  time,  plus 

“(B)  in  the  case  of  a  taxpayer  which  is  a  new 
company  and  which  does  not  have  capital  stock  with 
respect  to  which  distributions  of  property  (as  defined 
in  section  317(a) )  are  not  allowable  as  a  deduction 
under  section  591,  an  amount  equal  to — 

“(i)  2  perce?it  of  so  much  of  the  amount  of 
such  loans  outstanding  at  such  time  as  does  not 
exceed  $4,000,000,  reduced  (but  not  below 
zero)  by 

“  (H)  the  amount,  if  any,  of  the  balance  (as 
of  the  close  of  such  taxable  year)  of  the  tax¬ 
payer’s  supplemental  reserve  for  losses  on  loans. 
For  purposes  of  subparagraph  (B),  a  taxpayer  is  a 
new  company  for  any  taxable  year  only  if  such  taxable 
year  begins  not  more  than  10  years  after  the  first  day 
on  which  it  (or  any  predecessor)  was  authorized  to  do 
business  as  an  organization  described  in  subsection  (a) . 

“  (4)  Experience  method— The  amount  deter¬ 
mined  under  this  paragraph  for  the  taxable  year  shall 
be  an  amount  equal  to  the  amount  determined  under 
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section  166(c)  (without  regard  to  this  subsection)  to 
be  a  reasonable  addition  to  the  reserve  for  losses  on 
qualifying  real  property  loans. 

“(c)  Treatment  of  Reserves  for  Rad  Debts. — 
“  ( 1 )  Establishment  of  reserves. — Each  tax¬ 
payer  described  in  subsection  (a)  which  uses  the  reserve 
method  of  accounting  for  bad  debts  shall  establish  and 
maintain  a  reserve  for  losses  on  qualifying  real  property 
loans,  a  reserve  for  losses  on  nonqualifying  loans,  and  a 
supplemental  reserve  for  losses  on  loans.  Eor  purposes 
of  this  title,  such  reserves  shall  be  treated  as  reserves 
for  bad  debts,  but  no  deduction  shall  be  allowed  for  any 
addition  to  the  supplemental  reserve  for  losses  on  loans. 

“(2)  Allocation  of  pre-196  3  reserves.— Eor 
purposes  of  this  section,  the  pre-1963  reserves  shall,  as 
of  the  close  of  December  31,  1962,  be  allocated  to,  and 
constitute  the  opening  balance  of — 

“(A)  the  reserve  for  losses  on  nonqualifying 
loans, 

“(B)  the  reserve  for  losses  on  qualifying  real 
property  loans,  and 

“(C)  the  supplemental  reserve  for  losses  on 
loans. 

“(3)  Method  op  allocation— The  allocation 
provided  by  paragraph  (2)  shall  he  made — 
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“(A)  first,  to  the  reserve  described  in  para¬ 
graph  (2)  (A),  to  the  extent  such  reserve  is  not 
increased  above  the  amount  which  would  be  a 
reasonable  addition  under  section  166(c)  for  a 
peiiod  in  which  the  nonqualifying  loans  increased 
from  zero  to  the  amount  thereof  outstanding  at  the 
close  of  December  31,  1962; 

“(B)  second,  to  the  reserve  described  in  para¬ 
graph  (2)  (B),  to  the  extent  such  reserve  is  not 
increased  above  the  amount  which  would  he  deter¬ 
mined  under  paragraph  (55>(£f  (3)  (A)  or  (4)  of 
subsection  (b)  (whichever  such  amount  is  the 
larger)  for  a  period  in  which  the  qualifying  real 
property  loans  increased  from  zero  to  the  amount 
thereof  outstanding  at  the  close  of  December  31, 
1962;  and 

“(C)  then  to  the  supplemental  reserve  for 
losses  on  loans. 

“  (4)  Pre-19  63  reserves  defined.— For  purposes 
of  this  subsection,  the  term  ‘pre-1963  reserves’  means 
the  net  amount,  determined  as  of  the  close  of  December 
31,  1962  (after  applying  subsection  (d)  (1)  ),  accumu¬ 
lated  in  the  reserve  for  bad  debts  pursuant  to  section 
166(c)  (or  the  corresponding  provisions  of  prior  reve- 
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nue  laws)  for  taxable  }^ears  beginning  after  December 
31,  1951. 

(56)‘Y  5)  Certain  pre-1962  surplus. — If  after  the 
application  of  paragraph  (3),  the  opening  balance  of  the 
reserve  described  in  paragraph  (2)  (B )  is  less  than  the 
amount  described  in  paragraph  (3)(B),  then,  for  pur¬ 
poses  of  this  subsection,  the  term  ‘pre-1963  reserves  in¬ 
cludes  so  much  of  the  surplus,  undivided  profits,  and  bad 
debt  reserves  (determined  as  of  December  31,  1962) 
attributable  to  the  period  before  the  first  taxable  year 
beginning  after  December  31,  1951,  as  does  not  exceed 
the  amount  by  which  such  opening  balance  is  less  than 
the  amount  described  in  paragraph  (3)  (B) .  For  pur¬ 
poses  of  the  preceding  sentence,  the  surplus,  undivided 
profits,  and  bad  debt  reserves  attributable  to  the  period 
before  the  first  taxable  year  beginning  after  December  31, 
1951,  shall  be  reduced  by  the  amount  thereof  which  is 
attributable  to  interest  which  would  have  been  excludable 
from  gross  income  under  section  22(b)(4)  of  the  Inter¬ 
nal  Revenue  Code  of  1939  (relating  to  interest  on  gov¬ 
ernmental  obligations)  or  the  corresponding  provisions  of 
prior  laws.  Notwithstanding  the  second  sentence  of 
paragraph  (1 ) ,  any  amount  which,  by  reason  of  the  ap¬ 
plication  of  the  first  sentence  of  this  paragraph,  is  allocated 
to  the  reserve  described  in  paragraph  (2)(B)  shall  not 
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be  treated  as  a  reserve  jor  bad  debts  for  any  purpose 
other  than  determining  the  amount  referred,  to  in  subsec¬ 
tion  (b)(1)(B),  and  for  such  purpose  such  amount 
shall  be  treated  as  remaining  in  such  reserve. 

(57>-H5)-  ‘Y 6)  Charging  of  bad  debts  to  re¬ 
serves. — Any  debt  becoming  worthless  or  partially 
worthless  in  respect  of  a  qualifying  real  property  loan 
shall  be  charged  to  the  reserve  for  losses  on  such  loans, 
and  any  debt  becoming  worthless  or  partially  worthless 
in  respect  of  a  nonqualifying  loan  shall  be  charged  to  the 
reserve  for  losses  on  nonqualifying  loans;  except  that 
any  such  debt  may,  at  the  election  of  the  taxpayer,  be 
charged  in  whole  or  in  part  to  the  supplemental  reserve 
for  losses  on  loans. 

“  (cl)  Taxable  Years  Beginning  in  1962  and  End¬ 
ing  in  1963. — In  the  case  of  a  taxable  year  beginning  before 
January  1,  1963,  and  ending  after  December  31,  1962,  of 
a  taxpayer  described  in  subsection  (a)  which  uses  the 
reserve  method  of  accounting  for  bad  debts,  the  taxable  in¬ 
come  shall  be  the  sum  of — 

“  ( 1 )  that  portion  of  the  taxable  income  allocable 
to  the  part  of  the  taxable  year  occurring  before  January 
1,  1963,  reduced  by  the  amount  of  the  deduction  for  an 
addition  to  a  reserve  for  bad  debts  which  would  be  allow¬ 
able  under  section  166(c)  (without  regard  to  the 
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amendments  made  by  section  (58)8  6  of  the  Revenue 
Act  of  1962)  if  such  part  year  constituted  a  taxable 
year,  plus 

“(2)  that  portion  of  the  taxable  income  allocable 
to  the  part  of  the  taxable  year  occurring  after  December 
31,  1962,  reduced  by  the  amount  of  the  deduction  for 
an  addition  to  a  reserve  for  bad  debts  which  would  be 
allowed  under  section  166(c)  (taking  into  account  the 
amendments  made  by  section  (59)8  6  of  the  Revenue 
Act  of  1962)  if  such  part  year  constituted  a  taxable 
year. 

For  purposes  of  the  preceding  sentence,  the  taxable  income 
shall  be  determined  without  regard  to  any  deduction  under 
section  166(c),  and  the  portion  thereof  allocable  to  each 
part  year  shall  be  determined  on  the  basis  of  the  ratio  which 
the  number  of  days  in  such  part  year  bears  to  the  number 
of  days  in  the  entire  taxable  year. 

“(e)  Loans  Defined. — For  purposes  of  this  section— 
“(1)  Qualifying  real  property  loans.— The 
term  ‘qualifying  real  property  loan’  means  any  loan  se¬ 
cured  by  an  interest  in  improved  real  property  or  secured 
by  an  interest  in  real  property  which  is  to  be  improved 
out  of  the  proceeds  of  the  loan,  but  such  term  does  not 
include — 
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“  (A)  any  loan  evidenced  by  a  security  (as  de¬ 
fined  in  section  165  (g)  (2)  (C)  )  ; 

“(B)  any  loan,  whether  or  not  evidenced  by  a 
security  (as  defined  in  section  165(g)  (2)  (C)), 
the  primary  obligor  on  which  is — 

“  (i)  a  government  or  political  subdivision 
or  instrumentality  thereof; 

“  (ii)  a  bank  (as  defined  in  section  581)  ; 
or 

“  (iii)  another  member  of  the  same  affil¬ 
iated  group; 

“(C)  any  loan,  to  the  extent  secured  by  a 
deposit  in  or  share  of  the  taxpayer ;  or 

“(D)  any  loan  which,  within  a  60-day  period 
beginning  in  one  taxable  year  of  the  creditor  and 
ending  in  its  next  taxable  year,  is  made  or  acquired 
and  then  repaid  or  disposed  of,  unless  the  trans¬ 
actions  by  which  such  loan  was  made  or  acquired 
and  then  repaid  or  disposed  of  are  established  to  be 
for  bona  fide  business  purposes. 

For  purposes  of  subparagraph  (B)  (iii),  the  term 
‘affiliated  group’  has  the  meaning  assigned  to  such  term 
by  section  1504(a)  ;  except  that  (i)  the  phrase  ‘more 
than  50  percent’  shall  be  substituted  for  the  phrase  ‘at 
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least  80  percent’  each  place  it  appears  in  section  1504 
(a) ,  and  (ii)  all  corporations  shall  be  treated  as 
includible  corporations  (without  any  exclusion  under 
section  1504  (b)  ) . 

“(2)  Nonqualifying  loans— The  tenn  ‘non¬ 
qualifying  loan’  means  any  loan  which  is  not  a  quali¬ 
fying  real  property  loan. 

“(3)  Loan. — The  term  ‘loan’  means  debt,  as  the 
term  ‘debt’  is  used  in  section  166. 

“  (f)  Distributions  to  Shareholders. — 

“(1)  In  general. — For  purposes  of  this  chapter, 
any  disribution  of  property  (as  defined  in  section  317 
(a)  )  by  a  domestic  building  and  loan  association  to  a 
shareholder  with  respect  to  its  stock,  if  such  distribution 
is  not  allowable  as  a  deduction  under  section  591,  shall 
be  treated  as  made — 

“  (A)  first  out  of  its  earnings  and  profits  accu¬ 
mulated  in  taxable  years  beginning  after  December 
31,  1951,  to  the  extent  thereof, 

“(B)  then  out  of  the  reserve  for  losses  on  quali¬ 
fying  real  property  loans,  to  the  extent  additions 
to  such  reserve  exceed  the  additions  which  would 
have  been  allowed  under  subsection  (b)  (4), 

“(C)  then  out  of  the  supplemental  reserve  for 
losses  on  loans,  to  the  extent  thereof, 
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“(D)  then  out  of  such  other  accounts  as  may 
be  proper. 

This  paragraph  shall  apply  in  the  case  of  any  distribu¬ 
tion  in  redemption  of  stock  or  in  partial  or  complete 
liquidation  of  the  association,  except  that  any  such  distri¬ 
bution  shall  be  treated  as  made  first  out  of  the  amount 
referred  to  in  subparagraph  (B) ,  second  out  of  the 
amount  referred  to  in  subparagraph  (0),  third  out  of 
the  amount  referred  to  in  subparagraph  (A),  and  then 
out  of  such  other  accounts  as  may  he  proper. 

“  (2)  Amounts  chakged  to  reserve  accounts 
and  included  in  gross  income. — If  any  distribution 
is  treated  under  paragraph  (1)  as  having  been  made 
out  of  the  reserves  described  in  subparagraphs  (B)  and 
(C)  of  such  paragraph,  the  amount  charged  against 
such  reserve  shall  be  the  amount  which,  when  reduced 
by  the  amount  of  tax  imposed  under  this  chapter  and 
attributable  to  the  inclusion  of  such  amount  in  gross 
income,  is  equal  to  the  amount  of  such  distribution;  and 
the  amount  so  charged  against  such  reserve  shall  be 
included  in  gross  income  of  the  taxpayer. 

“(3)  Special  rules  — 

“(A)  For  purposes  of  paragraph  (1)  (B) , 
additions  to  the  reserve  for  losses  on  qualifying  real 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 


72 


property  loans  for  the  taxable  year  in  which  the 
distribution  occurs  shall  be  taken  into  account. 

“(B)  For  purposes  of  computing  under  this 
section  the  amount  of  a  reasonable  addition  to  the 
reserve  for  losses  on  qualifying  real  property  loans 
for  any  taxable  year,  any  amount  charged  during 
any  year  to  such  reserve  pursuant  to  the  provisions 
of  paragraph  (2)  shall  not  be  taken  into  account.” 
(b)  Foreclosure  on  Property  Securing  Loans. — 
Part  II  of  subchapter  H  of  chapter  1  (relating  to  mutual 
savings  banks,  etc. )  is  amended  by  adding  at  the  end  thereof 
the  following  new  section : 

“SEC.  595.  FORECLOSURE  ON  PROPERTY  SECURING  LOANS. 

“  (a)  Nonrecognition  of  Gain  or  Loss  as  a  Result 
of  Foreclosure. — In  the  case  of  a  creditor  which  is  an 
organization  described  in  section  593  (a) ,  no  gain  or  loss 
shall  be  recognized,  and  no  debt  shall  be  considered  as  be¬ 
coming  worthless  or  partially  worthless,  as  the  result  of  such 
organization  having  bid  in  at  foreclosure,  or  having  otherwise 
reduced  to  ownership  or  possession  hy  agreement  or  process 
of  law,  any  property  which  was  security  for  the  payment  of 
any  indebtedness. 

“(b)  Character  of  Property.— For  purposes  of 
sections  166  and  1221,  any  property  acquired  in  a  trans¬ 
action  with  respect  to  which  gain  or  loss  to  an  organization 
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was  not  recognized  by  reason  of  subsection  (a)  shall  be 
considered  as  property  having  the  same  characteristics  as 
the  indebtedness  for  which  such  property  was  security.  Any 
amount  realized  by  such  organization  with  respect  to  such 
property  shall  be  treated  for  purposes  of  this  chapter  as  a 
payment  on  account  of  such  indebtedness,  and  any  loss  with 
respect  thereto  shall  be  treated  as  a  bad  debt  to  which  the 
provisions  of  section  166  (relating  to  allowance  of  a  deduc¬ 
tion  for  bad  debts)  apply. 

“  (c)  Basis. — The  basis  of  any  property  to  which  sub¬ 
section  (a)  applies  shall  be  the  basis  of  the  indebtedness  for 
which  such  property  was  security  ( determined  as  of  the  date 
of  the  acquisition  of  such  property)  properly  increased  for 
costs  of  acquisition. 

“  (d)  Regulatory  Authority.— The  Secretary  or  his 
delegate  shall  prescribe  such  regulations  as  he  may  deem 
necessary  to  carry  out  the  purposes  of  this  section.” 

(c)  Definition  of  Domestic  Building  and  Loan 
Association.— Paragraph  (19)  of  section  7701  (a)  (def¬ 
inition  of  domestic  building  and  loan  association)  is  amended 
to  read  as  follows : 

(60>4D!)-  Domestic  building  and  loan  associa 
tion. — The  term  ‘domestic  building  and  lean  associa 
tioie  means  a  domesrie  building  and  lean  association,  a 
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he  savings  and  loan  association^  and  a  federal 
savings  and  loan  association;  which — 

-  (A)  is  an  insured  institution  (within  the 
meaning  of  section  401(a)  of  the  National  Housing 
Aet  -(4-2  U-.S.Gtj  seer  1724-(a-)-)7  or 

“  (H)  is  subject  by  law  to  supervision  and 
examination  by  State  or  Federal  authority  having 
supervision  over  such  associations; 
il  substantially  all  of  its  business  consists  of  accepting 
savings  and  investing  the  proceeds  -(rf  in  loans  secured 
by  an  interest  in  real  property  which  is  -(er?  from  the 
proceeds  of  the  loan;  will  become)-  residential  real 
property,  and  -(h)-  in  other  loans;  to  the  extent  such 
other  loans  would  he  authorized  to  he  made  by  a  F cdcral 
savings  and  loan  association  under  section  5-(e)-  of  the 
Home  Owners-  Loan  Aet;  as  amended  -(4-2  U.S.Cb,  seer 


1164  (o))-.” 

“(19)  Domestic  building  and  loan  associa¬ 
tion. — The  term  ‘domestic  building  and  loan  association 
means  a  domestic  building  and  loan  association,  a  domes¬ 
tic  savings  and  loan  association,  and  a  Federal  savings 
and  loan  association — 

“(A)  which  either  (i)  is  an  insured  institution 
( within  the  meaning  of  section  401  (a)  of  the  Na¬ 
tional  Housing  Act  (12  U.S.C.,  sec.  1724(a) ) ,  or 
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(ii)  is  subject  by  law  to  supervision  and  examination 
by  State  or  Federal  authority  having  supervision 
over  such  associations; 

“(B)  substantially  all  of  the  business  of  which 
consists  of  acquiring  the  savings  of  the  public  and 
investing  in  loans  described  in  subparagraph  (C); 

“( F )  at  least  90  percent  of  the  amount  of  the 
total  assets  of  which  (as  of  the  close  of  the  taxable 
year)  consists  of  (i)  cash,  (ii)  obligations  of  the 
United  States  or  of  a  State  or  political  subdivision 
thereof,  stock  or  obligations  of  a  corporation  which 
is  an  instrumentality  of  the  United  States  or  of  a 
State  or  political  subdivision  thereof,  and  certificates 
of  deposit  in,  or  obligations  of,  a  corporation  organ¬ 
ized  under  a  State  law  whch  specifically  authorizes 
such  corporation  to  insure  the  deposits  or  share  ac¬ 
counts  of  member  associations,  (Hi)  loans  secured  by 
an  interest  in  real  property  and  loans  made  for  the 
improvement  of  real  property,  (iv)  loans  secured 
by  a  deposit  or  share  of  a  member,  (v)  property 
acquired  through  the  liquidation  of  defaulted  loans 
described  in  clause  (Hi),  and  (vi)  property  used  by 
the  association  in  the  conduct  of  the  business  described 
in  subparagraph  ( B  ) ; 

“(D)  of  the  assets  of  which  taken  into  account 
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under  subparagraph  (C )  as  assets  constituting  the 
90  percent  of  total  assets — 

“(i)  at  least  80  percent  of  the  amount  of 
such  assets  consists  of  assets  described  in  clauses 
(i)  and  (ii)  of  such  subparagraph  and  of  loans 
secured  by  an  interest  in  real  property  which  is 
(or,  from  the  proceeds  of  the  loan,  will  become) 
residential  real  property  or  real  property  used 
primarily  for  church  purposes,  loans  made  for 
the  improvement  of  residential  real  property  or 
real  property  used  primarily  for  church  pur¬ 
poses,  or  property  acquired  through  the  liquida¬ 
tion  of  defaulted  loans  described  in  this  clause; 
and 

“(ii)  at  least  60  percent  of  the  amount  of 
such  assets  consists  of  assets  described  in  clauses 
(i)  and  (ii)  of  such  subparagraph  and  of 
loans  secured  by  an  interest  in  real  property 
which  is  (or,  from  the  proceeds  of  the  loan,  will 
become)  residential  real  property  containing  4 
or  fewer  family  units  or  veal  property  used  pri¬ 
marily  for  church  purposes,  loans  made  for  the 
improvement  of  residential  real  property  con- 
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taining  4  or  fewer  family  units  or  real  property 
used  primarily  for  church  purposes ,  or  prop¬ 
erty  acquired  through  the  liquidation  of  de¬ 
faulted  loans  described  in  this  clause; 

“(E)  not  more  than  18  percent  of  the  amount  of 
the  total  assets  of  which  ( as  of  the  close  of  the  taxable 
year)  consists  of  assets  other  than  those  described 
in  clause  (i)  of  subparagraph  (D),  and  not  more 
than  36  percent  of  the  amount  of  the  total  assets  of 
which  (as  of  the  close  of  the  taxable  year)  consists 
of  assets  other  than  those  described  in  clause  (ii)  of 
subparagraph  (D )  ;  and 

“(F)  except  for  property  described  in  sub- 
paragraph  ( C ),  not  more  than  3  percent  of  the 
assets  of  which  consists  of  stock  of  any  corporation. 
At  the  election  of  the  taxpayer,  the  percentages  specified 
in  this  paragraph  shall  be  applied  on  the  basis  of  the 
average  assets  outstanding  during  the  taxable  year,  in  lieu 
of  the  close  of  the  taxable  year,  computed  under  regula¬ 
tions  prescribed  by  the  Secretary  or  his  delegate 
(d)  Cleeical  Amendments.— The  table  of  sections 
for  part  II  of  subchapter  H  of  chapter  1  is  amended — 
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(1)  by  striking  out  the  third  item  and  inserting  in 

lieu  thereof  the  following : 

“Sec.  593.  Reserves  for  losses  on  loans.” 

and 

( 2 )  by  adding  at  the  end  thereof  the  following : 

“Sec.  595.  Foreclosure  on  property  securing  loans.” 

(Gl)^^  dtEPE-AL  OF  Fx-EMPFEON  FROM  COM M  UN  IF-A^HONf* 
ANF>  T R  ANSPORF  ATION  OF  PERSONS  TAXES: - £fet  with¬ 

standing  any  ether  provision  ef  lawy  Federal  savings 
and  lean  associations  shah  net  he  exempt  as  seek  from  the 
taxes  imposed  by  seetion  4254  -{relating  te  exeise  tax  en 
commameatiens)-  and  seetion  4261  -{-relating  te  excise  tax 
en  transportation  ef  persons-)-  ef  the  Internal  hevenue  Go  do 
ef  4054^ 

(e)  Repeal  of  Exemption  From  Certain  Excise 
Taxes. — 

(1 )  Amendment  to  home  owners'  loan  act  — 
Section  5(h)  of  the  Home  Owners  Loan  Act,  as 
amended  (12  U.S.C.  sec.  1464(h) ),  is  amended  to  read 
as  follows: 

“(h)  Exemption  From  Discriminatory  State  and 
Local  Taxation. — No  State,  county,  municipal,  or  local 
taxing  authority  shall  impose  any  tax  on  such  associations  or 
their  franchise,  capital,  reserves,  surplus,  loans,  or  income 
greater  than  that  imposed  by  such  authority  on  other  similar 
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local  mutual  or  cooperative  thrift  and  home  financing  institu¬ 
tions. ” 

(2)  Certain  documentary  stamp  taxes. — Sec¬ 
tion  4382(a)(2)  (relating  to  exemptions  from  docu¬ 
mentary  stamp  taxes)  is  amended  to  read  as  follows: 

“(2)  Domestic  building  and  loan  associa¬ 
tions  AND  MUTUAL  DITCH  OR  IRRIGATION  COM¬ 
PANIES. — Shares  or  certificates  of  stock  issued  by  domes¬ 
tic  building  and  loan  associations  and  cooperative  banks, 
to  the  extent  such  shares  or  certificates  represent  deposits 
or  withdrawable  accounts;  or  shares  or  certificates  of 
stock  and  certificates  of  indebtedness  issued  by  mutual 
ditch  or  irrigation  companies 

(62)  (77  Deduction  for  Dividends  or  Interest  Paid 
on  Deposits. — Section  591  (relating  to  deduction  for  divi¬ 
dends  paid  on  deposits)  is  amended — 

(1)  by  striking  out  “ and  domestic  building  and 
loan  associations'’  and  inserting  in  lieu  thereof  the  follow¬ 
ing:  “ domestic  building  and  loan  associations,  and  other 
savings  institutions  chartered  and  supervised  as  savings 
and  loan  or  similar  associations  under  Federal  or  State 
law” ;  and 

(2)  by  inserting  after  “ dividends ”  the  following: 


11  or  interest” . 
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(63)-(ff  (g)  Effective  Dates. — 

(1)  The  amendment  made  by  subsection  (a)  shall 
apply  to  taxable  years  ending  after  December  31,  1962, 
except  that  section  593  (f)  of  the  Internal  Revenue 
Code  of  1954  shall  apply  to  distributions  after  Decem¬ 
ber  31,  1962,  in  taxable  years  ending  after  such  date. 

(2)  The  amendment  made  by  subsection  (b)  shall 
apply  to  transactions  described  in  section  595  (a)  of  the 
Internal  Revenue  Code  of  1954  occurring  after  Decem¬ 
ber  31,  1962,  in  taxable  years  ending  after  such  date. 

(64)  (3)  The  amendment  made  by  subsection  (c)  shall 
apply  to  taxable  years  beginning  after  the  date  of  the 
enactment  of  this  Act. 

(65) -f3)-  Subsection  -(of  of  tbis  section  shall  apply — 

fAf  iu  the  ease  of  the  tax  imposed  by  section 
425-1  of  the  Internal  Revenue  Code  of  1951,  with 
respeet  to  amounts  paid  pursuant  to  bills  rendered 
after  June  3tf  1962;  and 

fRf  in  the  ease  of  the  tax  imposed  by  section 
4261  of  such  Code?  with  respect  to  transportation 
beginning  after  June  3ff  1962. 

(4)  Subsection  (e)  of  this  section  shall  become  effec¬ 
tive  on  January  1,  1963,  except  that — 

(A)  in  the  case  of  the  tax  imposed  by  section 
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4251  of  the  Internal  Revenue  Code  of  1954,  such 
subsection  shall  apply  only  with  respect  to  amounts 
paid  pursuant  to  bills  rendered  after  December  31, 
1962;  and 

(B)  in  the  case  of  the  tax  imposed  by  section 
4261  of  such  Code,  such  subsection  shall  apply  only 
with  respect  to  transportation  beginning  after  De¬ 
cember  31,  1962. 

SEC.  (66)9  7.  DISTRIBUTIONS  BY  FOREIGN  TRUSTS. 

(а)  Definitions. — 

(1)  Income  of  foreign  trust.— Section  643  (a) 

(б)  (relating  to  modifications  taken  into  account  in  com¬ 
puting  distributable  net  income)  is  amended  to  read  as 
follows : 

“(6)  Income  of  foreign  trust.— In  the  case  of 
a  foreign  trust — 

“(A)  There  shall  be  included  the  amounts  of 
gross  income  from  sources  without  the  United  States, 
reduced  by  any  amounts  which  would  be  deductible 
in  respect  of  disbursements  allocable  to  such  income 
but  for  the  provisions  of  section  265(1)  (relating 
to  disallowance  of  certain  deductions) . 

“(B)  Gross  income  from  sources  within  the 
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United  States  shall  be  determined  without  regard 
to  section  894  (relating  to  income  exempt  under 
treaty) . 

“(C)  (67)Snbseetion  -(a) -(&)■  ©I  this  section 
Paragraph  (3)  shall  not  apply  to  a  foreign  trust 
created  by  a  United  States  person.  In  the  case  of 
such  a  trust,  (i)  there  shall  be  included  gains  from 
the  sale  or  exchange  of  capital  assets,  reduced  by 
losses  from  such  sales  or  exchanges  to  the  extent  such 
losses  do  not  exceed  gains  from  such  sales  or  ex¬ 
changes,  and  (ii)  the  deduction  under  section  1202 
(relating  to  deduction  for  excess  of  capital  gains 
over  capital  losses)  shall  not  be  taken  into  account.” 
(2)  Foreign  (68)estates  and  trusts. — Section 
643  (relating  to  definitions)  is  amended  by  adding  at 
the  end  thereof  the  following  new  subsection: 

“(d)  Foreign  Trusts  Created  by  United  States 
Persons. — For  purposes  of  this  part,  the  term  ‘foreign  trust 
created  by  a  United  States  person’  means  (69)a  foreign  trust 
-fas  defined  in  section  -7-7-04-  ( a)  (-31) )  to  which  money  or 
property  has  been  transferred  that  portion  of  a  foreign  trust 
( as  defined  in  section  7701  (a)  (31) )  attributable  to  money  or 
property  transferred  directly  or  indirectly  by  a  United  States 
person  (as  defined  in  section  7701(a)  (30)),  or  under  the 
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will  of  a  decedent  who  at  the  date  of  his  death  was  a  United 
States  citizen  or  resident.” 

(b)  Accumulation  Distributions  of  Foreign 
Trusts. — 

(1)  Section  665(b)  (relating  to  definitions 
applicable  to  subpart  D)  is  amended  by  striking  out 

(b)  Accumulation  Distribution. — For  purposes 
of  this  subpart,”  and  inserting  in  lieu  thereof  the  fol¬ 
lowing  : 

“(b)  Accumulation  Distributions  of  Trusts 
Other  Than  Certain  Foreign  Trusts— For  purposes  of 
this  subpait,  in  the  case  of  a  trust  (other  than  a  foreign  trust 
created  by  a  United  States  person) ,”. 

(2)  Section  665  is  amended  by  redesignating  sub¬ 
sections  (c)  and  (d)  as  (d)  and  (e),  respectively, 
and  by  inserting  after  subsection  (b)  the  following 
new  subsection: 

“(c)  Accumulation  Distribution  of  Certain 
Foreign  Trusts. — For  purposes  of  this  subpart,  in  the  case 
of  a  foreign  trust  created  by  a  United  States  person,  the  term 
‘accumulation  distribution’  for  any  taxable  year  of  the  trust 
means  the  amount  by  which  the  amounts  specified  in  para¬ 
graph  (2)  of  section  661  (a)  for  such  taxable  year  exceed 
distributable  net  income,  reduced  by  the  amounts  specified 
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1  in  paragraph  (1)  of  section  661  (a).  Por  purposes  of  this 

2  subsection,  the  amount  specified  in  paragraph  (2)  of  section 

3  661  (a)  shall  be  determined  without  regard  to  section  666. 

4  Any  amount  paid  to  a  United  States  person  which  is  from 

5  a  payor  who  is  not  a  United  States  person  and  which  is 

6  derived  directly  or  indirectly  from  a  foreign  trust  created  by 

7  a  United  States  person  shall  be  deemed  in  the  year  of  pay- 

8  ment  to  have  been  directly  paid  by  the  foreign  trust.” 

9  (c)  Allocation  of  Accumulation  Distributions 

10  to  Preceding  Years. — Section  666  (a)  (relating  to  ac- 

11  cumulation  distribution  allocated  to  5  preceding  years)  is 

12  amended — 

13  (i)  by  striking  out  “  (a)  Amount  Allocated  — 

11  In  the  case  of  a  trust”  and  inserting  in  lieu  thereof  the 

15  following: 

16  “(a)  Amount  Allocated.— In  the  case  of  a  trust 

17  (other  than  a  foreign  trust  created  by  a  United  States 

18  person)”;  and 

19  (2)  by  adding  at  the  end  thereof  the  following 

26  new  sentence: 

21  “In  the  case  of  a  foreign  trust  created  by  a  United  States 

22  person,  this  subsection  shall  apply  to  the  preceding  tax- 

23  able  years  of  the  trust  without  regard  to  any  provision  of 

24  the  preceding  sentences  which  would  (but  for  this  sentence) 

25  limit  its  application  to  the  5  preceding  taxable  years.” 
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(d)  Amounts  Treated  as  Received  in  Prior 
Years. — Section  668  (a)  (relating  to  amounts  treated  as 
received  in  prior  taxable  years)  is  amended  by  adding  at 
the  end  thereof  the  following  new  sentence:  “Except  as 
provided  in  section  669,  in  the  case  of  a  foreign  trust  created 
by  a  United  States  person  the  preceding  sentence  shall  not 
apply  to  any  beneficiary  who  is  a  United  States  person.” 

(e)  Special  Rules  for  Foreign  Trusts.— Subpart 
D  of  part  I  of  subchapter  J  of  chapter  1  (relating  to  treat¬ 
ment  of  excess  distributions  by  trusts)  is  amended  by  adding 
at  the  end  thereof  the  following  new  section: 

“SEC.  669.  SPECIAL  RULES  APPLICABLE  TO  CERTAIN  FOR¬ 
EIGN  TRUSTS. 

“(a)  Limitation  on  Tax.— 

“(1)  General  rule. — At  the  election  of  a  bene¬ 
ficiary  who  is  a  United  States  person  (as  defined  in 
section  7701  (a)  (30))  and  who  satisfies  the  require¬ 
ments  of  subsection  ( b ) ,  the  tax  attributable  to  the 
amounts  treated  under  section  668(a)  as  having  been 
received  by  him  from  a  foreign  trust  created  by  a  United 
States  person  on  the  last  day  of  a  preceding  taxable 
year  of  the  trust  shall  not  be  greater  than — 

“  (A)  the  tax  determined  under  the  next  to  the 
last  sentence  of  section  668(a),  or 

“(B)  the  tax  determined  by  multiplying  by 
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the  number  of  preceding  taxable  years  of  the  trust, 
on  the  last  day  of  each  of  which  an  amount  is 
deemed  under  section  666  (a)  to  have  been  distrib¬ 
uted,  the  average  of  the  increase  in  tax  attributable 
to  recomputing  the  beneficiary’s  gross  income  for 
the  taxable  year  and  each  of  his  2  taxable  years  im¬ 
mediately  preceding  the  year  of  the  accumulation 
distribution  by  adding  to  the  income  of  each  of  such 
years  an  amount  determined  by  dividing  the  amount 
required  to  be  included  in  income  under  section 
668  (a)  by  such  number  of  preceding  taxable  years 
of  the  trust.  The  recomputation  for  the  taxable  year 
shall  be  made  without  regard  to  the  inclusion  in 
income  required  by  section  668(a)  of  any  amount 
other  than  pursuant  to  this  paragraph. 

“(2)  Exceptions. — 

“(A)  When  an  accumulation  distribution  is 
deemed  under  section  666  (a)  to  have  been  distrib¬ 
uted  on  the  last  day  of  less  than  3  taxable  years 
of  the  trust,  the  taxable  years  of  the  beneficiary  for 
which  a  recomputation  is  made  under  subsection 
(a)  (1)  (B)  shall  equal  the  number  of  years  to 
which  section  666  (a)  applies,  commencing  with 
the  most  recent  taxable  year  of  the  beneficiary 
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“(B)  If  a  beneficiary  was  not  alive  on  the  last 
day  of  each  preceding  taxable  year  of  the  trust 
with  respect  to  which  a  distribution  is  deemed  made 
under  section  666  (a) ,  paragraph  (1)  (A)  of  this 
subsection  shall  not  apply.  In  applying  paragraph 
(1)  (B)  of  this  subsection,  no  recomputation  shall 
be  made  for  a  beneficiary  for  a  taxable  year  for 
which  he  was  not  alive ;  if  he  has  no  preceding  tax¬ 
able  year,  the  recomputation  shall  be  made  on  the 
.  basis  of  his  taxable  year  without  regard  to  the  in¬ 
clusion  in  income  required  by  section  668  (a)  of 
any  amount  other  than  pursuant  to  paragraph 

(1)  (B). 

“(3)  Effect  of  prior,  election— In  comput¬ 
ing  the  limitation  on  tax  under  paragraph  (1)  of  this 
subsection  for  any  beneficiary — 

(A)  Subsequent  election  under  para¬ 
graph  (i)(A). — If  an  election  has  been  made  imder 
paragraph  (1)  (B)  of  this  subsection,  for  purposes 
of  a  subsequent  election  under  paragraph  (1)  (A) 
the  income  of  any  year  with  respect  to  which  an 
amount  is  deemed  distributed  to  a  beneficiary  under 
section  666  (a)  shall  include  amounts  previously 
deemed  distributed  to  such  beneficiary  for  such 
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year  as  a  result  of  an  accumulation  distribution  with 
respect  to  which  an  election  under  paragraph  (1) 
(B)  was  made. 

“(B)  Subsequent  election  under  para¬ 
graph  (i)(B). — If  with  respect  to  an  accumulation 
distribution  an  election  has  been  made  under  either 
paragraph  (1)  (A)  or  paragraph  (1)  (B)  of  this 
subsection,  or  the  next  to  the  last  sentence  of  section 
668  (a)  has  applied,  for  purposes  of  a  subsequent 
election  under  paragraph  (1)  (B)  the  .number  of 
preceding  taxable  years  of  the  trust  with  respect  to 
which  an  amount  is  deemed  distributed  to  a  benefi¬ 
ciary  under  section  666  (a)  shall  be  determined 
without  regard  to  any  such  year  with  respect  to 
which  an  amount  was  previously  deemed  distrib¬ 
uted  to  such  beneficia^. 

“(b)  Information  Requirement. — The  election  of 
a  beneficiary  to  apply  the  limitations  on  tax  provided  in  sub¬ 
section  (a)  of  this  section  shall  not  be  effective  unless  the 
beneficiary  at  the  time  of  making  the  election  supplies  such 
information  with  respect  to  the  operation  and  accounts  of  the 
trust,  for  each  taxable  year  on  the  last  day  of  which  an 
amount  is  deemed  distributed  under  section  666(a),  as  the 
Secretary  or  his  delegate  may  by  regulations  prescribe,” 
(f)  Information  Returns  With  Respect  to  For- 
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eigist  Trusts— Subpart  B  of  part  III  of  subchapter  A  of 
chapter  61  (relating  to  information  concerning  transactions 
with  other  persons)  is  amended  by  adding  at  the  end  thereof 
the  following  new  section: 

“SEC.  6047.  RETURNS  AS  TO  CREATION  OF  OR  TRANSFERS 
TO  CERTAIN  FOREIGN  TRUSTS. 

“  (a)  General  Rule. — On  or  before  the  90th  day 
after — 

“  (1)  the  creation  of  any  foreign  trust  by  a  United 
States  person,  or 

“(2)  the  transfer  of  any  money  or  property  to  a 
foreign  trust  by  a  United  States  person, 
the  grantor  in  the  case  of  an  inter  vivos  trust,  the  fiduciary 
of  an  estate  in  the  case  of  a  testamentary  trust,  or  the  trans¬ 
feror,  as  the  case  may  be,  shall  make  a  return  in  compliance 
with  the  provisions  of  subsection  (b) . 

“  (b)  Form  and  Contents  of  Returns. — The  re¬ 
turns  required  by  subsection  (a)  shall  be  in  such  form  and 
shall  set  forth,  in  respect  of  the  foreign  trust,  such  informa¬ 
tion  as  the  Secretary  or  his  delegate  prescribes  by  regulation 
as  necessary  for  carrying  out  the  provisions  of  the  income 
tax  laws. 

“(c)  Cross  References  — 

“(1)  For  provisions  relating  to  penalties  for  violations 
of  this  section,  see  sections  6677  and  7203. 

“(2)  For  definition  of  the  term  ‘foreign  trust  created 
by  a  United  States  person’,  see  section  643(d).” 
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(g)  Failure  To  File  Information  Returns.— 
Subchapter  B  of  chapter  68  (relating  to  assessable  penalties) 
is  amended  by  adding  at  the  end  thereof  the  following  new 
section : 

“SEC.  6677.  FAILURE  TO  FILE  INFORMATION  RETURNS 
WITH  RESPECT  TO  CERTAIN  FOREIGN 
TRUSTS. 

“(a)  Civil  Penalty. — In  addition  to  any  criminal 
penalty  provided  by  law,  any  person  required  to  tile  a  return 
under  section  6047  who  fails  to  file  such  return  at  the  time 
provided  in  such  section,  or  who  files  a  return  which  does  not 
show  the  information  required  pursuant  to  such  section,  shall 
pay  a  penalty  equal  to  5  percent  of  the  amount  transferred 
to  a  trust,  but  not  more  than  $1,000,  unless  it  is  shown  that 
such  failure  is  due  to  reasonable  cause. 

“(b)  Deficiency  Procedures  Not  To  Apply.— 
Subchapter  B  of  chapter  63  (relating  to  deficiency  proce¬ 
dures  for  income,  estate,  and  gift  taxes)  shall  not  apply  in 
respect  of  the  assessment  or  collection  of  any  penalty 
imposed  by  subsection  (a) 

(h)  United  States  Person  Defined. — Section 
7701  (a)  is  amended  by  adding  at  the  end  thereof  the 
following  new  paragraphs: 
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(30)  U  nited  States  person. — Tlie  term 

‘United  States  person’  means — 

“  (A)  a  citizen  or  resident  of  the  United  States, 
“(B)  a  domestic  partnership, 

“(C)  a  domestic  corporation,  and 
“(D)  any  estate  or  trust  (other  than  a  foreign 
estate  or  foreign  trust,  within  the  meaning  of  sec¬ 
tion  7701  (a)  (31)  ) . 

“(31)  Foreign  estate  or  trust. — The  terms 
‘foreign  estate’  and  ‘foreign  trust’  mean  an  estate  or 
trust,  as  the  case  may  be,  the  income  of  which  from 
sources  without  the  United  States  is  not  includible  in 
gross  income  under  subtitle  A.” 

(i)  Technical  Amendments. — 

( 1 )  The  table  of  sections  for  subpart  D  of  sub¬ 
chapter  J  of  chapter  1  (relating  to  treatment  of  excess 
distributions  by  trusts)  is  amended  by  adding  at  the  end 
thereof 

“Sec.  669.  Special  rules  applicable  to  certain  foreign  trusts.” 

(2)  The  table  of  sections  for  subpart  B  of  part  III 
of  subchapter  A  of  chapter  61  (relating  to  information 
concerning  transactions  with  other  persons)  is  amended 
by  adding  at  the  end  thereof 

“Sec.  6047.  Returns  as  to  creation  of  or  transfers  to  certain 
foreign  trusts.” 
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(3)  The  table  of  sections  for  subchapter  B  of 
chapter  68  (relating  to  assessable  penalties)  is  amended 

by  adding  at  the  end  thereof 

“Sec.  6677.  Failure  to  file  information  returns  with  respect 
to  certain  foreign  trusts.” 

(j)  Effective  Date. — The  amendments  made  by  this 
section  (other  than  by  subsections  (f) ,  (g) ,  and  (b)  )  shall 
apply  with  respect  to  distributions  made  (70)in  taxable 
years  ef  trusts  beginning  after  the  date  ef  the  enactment  ef 
this  Aet  after  December  31,  1962. 

SEC.  (71)W  8.  MUTUAL  INSURANCE  COMPANIES  (OTHER 

THAN  LIFE,  MARINE,  AND  CERTAIN  FIRE 
(72)OR  FLOOD  INSURANCE  COMPANIES), 
ETC. 

(a)  Imposition  of  Tax. — So  much  of  part  II  of  sub- 
chapter  L  (relating  to  mutual  insurance  companies,  other 
than  life  or  marine  or  fire  insurance  companies  issuing  per¬ 
petual  policies)  of  chapter  1  as  precedes  section  822  is 
amended  to  read  as  follows: 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 


93 


“PART  II— MUTUAL  INSURANCE  COMPANIES 
(OTHER  THAN  LIFE  AND  CERTAIN 
MARINE  INSURANCE  COMPANIES 
AND  OTHER  THAN  FIRE  (73  )OR 
FLOOD  INSURANCE  COMPANIES 
WHICH  OPERATE  ON  BASIS  OF  PER¬ 
PETUAL  POLICIES  OR  PREMIUM 
DEPOSITS) 

“Sec.  821.  Tax  on  mutual  insurance  companies  to  which 
part  II  applies. 

“Sec.  822.  Determination  of  taxable  investment  income. 

“Sec.  823.  Determination  of  statutory  underwriting  income 
or  loss. 

“Sec.  824.  Adjustments  to  provide  protection  against  losses. 

“Sec.  825.  Unused  loss  deduction. 

“Sec.  826.  Election  by  reciprocal. 

“SEC.  821.  TAX  ON  MUTUAL  INSURANCE  COMPANIES  TO 
WHICH  PART  II  APPLIES. 

“(a)  Imposition  of  Tax. — A  tax  is  hereby  imposed 
for  each  taxable  year  beginning  after  December  31,  1962, 
on  the  mutual  insurance  company  taxable  income  of  every 
mutual  insurance  company  (other  than  a  life  insurance  com- 
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pany  and  other  than  a  (74)hre  fire,  flood,  or  marine  insur¬ 
ance  company  subject  to  the  tax  imposed  by  section  831). 
Such  tax  shall  consist  of — 

CWU  Formal  tax-. — A  normal  lax  of  2b  percent 
of  the  mutual  insurance  company  taxable 
bQ  percent  of  the  amount  by  which  such 

vor  is  the  lesser-;  plus 


“(1)  Normal  tax. — 

“(A)  Taxable  tears  beginning  before 
JULY  l,  1963. — In  the  case  of  taxable  years  beginning 
before  July  1,  1963,  a  normal  tax  of  30  percent  of 
the  mutual  insurance  company  taxable  income,  or  60 
percent  of  the  amount  by  which  such  taxable  income 
exceeds  $6,000,  whichever  is  the  lesser; 

“(B)  Taxable  years  beginning  after 
JUNE  30,  1963. — In  the  case  of  taxable  years  begin¬ 
ning  after  June  30,  1963,  a  normal  tax  of  25  per¬ 
cent  of  the  mutual  insurance  company  taxable 
income,  or  50  percent  of  the  amount  by  which  such 
taxable  income  exceeds  $6,000,  whichever  is  the 
lesser;  plus 

“(2)  Surtax. — A  surtax  of  22  percent  of  the 


mutual  insurance  company  taxable  income  (computed 
without  regard  to  the  deduction  provided  in  section  242 
for  partially  tax-exempt  interest)  in  excess  of  $25,000. 
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1  “(b)  Mutual  Insurance  Company  Taxable  In- 

2  come  Defined.— For  purposes  of  this  part,  the  term  ‘mutual 

3  insurance  company  taxable  income’  means,  witb  respect  to 

4  any  taxable  year,  the  amount  by  which — 

5  “  (1)  the  sum  of — 
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“(A)  the  taxable  investment  income  (as  de¬ 
fined  in  section  822  (a)  (1)  ) , 

“(B)  the  statutory  underwriting  income  (as 
defined  in  section  823  (a)  (l)  ) ,  and 

“(C)  the  amounts  required  by  section  824  (d) 
to  be  subtracted  from  the  protection  against  loss 
account,  exceeds 
“  (2)  the  sum  of — 

“(A)  the  investment  loss  (as  defined  in  sec¬ 
tion  822 (a)  (2)  ) , 

“(B)  the  statutory  underwriting  loss  (as  de¬ 
fined  in  section  823  (a)  (2)  ) ,  and 

“(C)  the  unused  loss  deduction  provided  by 
section  825  (a) . 

“(c)  Alternative  Tax  for  Certain  Small  Com¬ 
panies.— 

“  (1)  Imposition  of  tax —In  the  case  of  taxable 
years  beginning  after  December  31,  1962,  there  is  here¬ 
by  imposed  for  each  taxable  year  on  the  income  of  each 
mutual  insurance  company  to  which  this  subsection 
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applies  a  tax  (which  shall  be  in  lieu  of  the  tax  imposed 
by  subsection  (a)  )  computed  as  follows: 

OWHM-  tax- — A  normal  tax  of  2-e 

percent  of  the  taxable  investment  income?  or  £9 
percent  of  the  amount  by  which  such  taxable  in¬ 
come  exceeds  SSjOOO?  wdiiehever  is  the  lesser-;  pins 
“(A)  Normal  tax  — 

“(i)  Taxable  years  beginning  before 
JULY  1 ,  1963. — In  the  case  of  taxable  years  be¬ 
ginning  before  July  1,  1963,  a  normal  tax  of 
30  percent  of  the  taxable  investment  income,  or 
60  percent  of  the  amount  by  which  such  taxable 
income  exceeds  $3,000,  whichever  is  the  lesser; 

“(ii)  Taxable  yea  rs  beginning  after 
JUNE  30,  1963. — In  the  case  of  taxable  years  be¬ 
ginning  after  June  30,  1963,  a  normal  tax  of 
25  percent  of  the  taxable  investment  income,  or 
50  percent  of  the  amount  by  which  such  taxable 
income  exceeds  $3,000,  whichever  is  the  lesser; 
plus 

“  (B)  Surtax. — A  surtax  of  22  percent  of  the 
taxable  investment  income  (computed  without  re¬ 
gard  to  the  deduction  provided  in  section  242  for 
partially  tax-exempt  interest)  in  excess  of  $25,000. 
“  ( 2 )  Gross  amount  received,  over  (77)$^?one- 
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$150,000  BUT  LESS  THAN  (78>P^7tHm  $250,000.— If  tile 
gioss  amount  received  during  the  taxable  year  from  the 
items  described  in  section  822  ( b )  ( other  than  paragraph 
(1)  (D)  thereof)  and  premiums  (including  deposits 
and  assessments)  is  over  (79>f7%aa9  $ 150,000  but 
less  than  (80)$l-2-5,000  $250,000,  the  tax  imposed  by 
paragraph  ( 1 )  shall  be  reduced  to  an  amount  which 
bears  the  same  proportion  to  the  amount  of  the  tax  deter¬ 
mined  under  paragraph  ( 1 )  as  the  excess  over 
(81)^75,000  $150,000  of  such  gross  amount  received 
bears  to  (82)$50^00  $100,000. 

“(3)  Companies  to  which  subsection  ap¬ 
plies— 

“(A)  In  geneeal.— Except  as  provided  in 
subparagraph  (B),  this  subsection  shall  apply  to 
every  mutual  insurance  company  (other  than  a  life 
insurance  company  and  other  than  a  (83)fee  fire, 
flood,  or  marine  insurance  company  subject  to  the 
tax  imposed  by  section  831 )  which  received  during 
the  taxable  }^ear  from  the  items  described  in  section 
822(b)  (other  than  paragraph  (1)  (!_))  thereof) 
and  premiums  (including  deposits  and  assessments) 
a  gross  amount  in  excess  of  (84)$7lbQ00  $150,000 
but  not  in  excess  of  (85)$309jQ00  $600,000. 

H.R.  10650 - 7 
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“(B)  Exceptions. — This  subsection  shall  not 
apply  to  a  mutual  insurance  company  for  the  tax¬ 
able  year  if — 

“  (i)  there  is  in  effect  an  election  by  such 
company  made  under  subsection  (d)  to  be  tax¬ 
able  under  subsection  (a)  ;  or 

“  (ii)  there  is  any  amount  in  the  protection 
against  loss  account  at  the  beginning  of  the 
taxable  year. 

“(d)  Election  To  Include  Statutory  Under¬ 
writing  Income  or  Loss.— 

“(1)  In  general. — Any  mutual  insurance  com¬ 
pany  which  is  subject  to  the  tax  imposed  by  subsection 
(c)  may  elect,  in  such  manner  and  at  such  time  as  the 
Secretary  or  bis  delegate  may  by  regulations  prescribe, 
to  be  subject  to  the  tax  imposed  by  subsection  (a) . 

“  (2)  Effect  of  election. — If  an  election  is  made 
under  paragraph  (1),  the  electing  company  shall  be 
subject  to  the  tax  imposed  by  subsection  (a)  (and  shall 
not  be  subject  to  the  tax  imposed  by  subsection  (c)  ) 
for  the  first  taxable  year  for  which  such  election  is  made 
and  for  all  taxable  years  thereafter  unless  the  Secretary 
or  his  delegate  consents  to  a  revocation  of  such  election. 
“(e)  No  United  States  Insurance  Business  — 
Foreign  mutual  insurance  companies  (other  than  a  life 
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insurance  company  and  other  than  a  (86)ftre  fire,  flood,  or 
marine  insurance  company  subject  to  the  tax  imposed  by 
section  831)  not  carrying-  on  an  insurance  business  within 
the  United  States  shall  not  be  subject  to  this  part  but  shall 
be  taxable  as  other  foreign  corporations. 

(87)7 f)  Special  Transitional  Underwriting  Loss. _ 

“(1)  Companies  to  which  subsection  ap¬ 
plies.  This  subsection  shall  apply  to  everj y  mutual 
insurance  company  which  has  been  subject  to  the  tax 
imposed  by  this  section  ( as  in  effect  before  the  enactment 
of  this  subsection)  for  the  6  taxable  years  immediately 
preceding  J anuary  1,  1963,  and  has  incurred  an  under¬ 
writing  loss  for  at  least  5  of  such  6  taxable  years. 

“(2)  Reduction  of  mutual  insurance  com¬ 
pany  taxable  income. — For  purposes  of  this  part, 
the  mutual  insurance  company  taxable  income  for  the 
taxable  year  with  respect  to  a  company  described  in  par¬ 
agraph  (1 )  shall  be  the  mutual  insurance  company  tax¬ 
able  income  for  the  taxable  year  ( determined  without 
regard  to  this  subsection)  reduced  by  the  amount  by 
which — 

“(A)  the  sum  of  the  underwriting  losses  of  such 
company  for  the  6  taxable  years  prior  to  January 
1,  1963,  reduced  by  the  underwriting  gain  for  such 
years ,  exceeds 
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“(B)  the  total  amount  by  which  the  mutual  in¬ 
surance  company  taxable  income  was  reduced  by 
reason  of  this  subsection  for  prior  taxable  years. 
“(3)  For  purposes  of  this  subsection — 

“(A)  The  term  ‘ underwriting  loss  means 
statutory  underwriting  loss,  computed  without  any 
deduction  under  section  824(a),  and  without  any 
deduction  for  dividends  to  policyholders  provided  by 
section  832  (c)  (11). 

“(B)  The  term  ‘ underwriting  gain ’  means 
statutory  underwriting  income,  computed  without 
any  deduction  under  section  823(c)  or  any 
deduction  under  section  824(a). 

“(4)  Years  to  which  subsection  applies.— 
This  subsection  shall  apply  with  respect  to  any  taxable 
year  beginning  after  December  31,  1962,  and  before 
January  1, 1968,  for  which  the  taxpayer  is  subject  to  the 
tax  imposed  by  subsection  (a), 
mm  (g)  Cross  References. — 

“(1)  For  exemption  from  tax  of  certain  mutual  insur¬ 
ance  companies,  see  section  501(c)  (15). 

“(2)  For  alternative  tax  in  case  of  capital  gains,  see 
section  1201(a).” 

(b)  Taxable  Investment  Income. — 

(1)  In  general. — Section  822  (relating  to  de¬ 
termination  of  mutual  insurance  company  taxable 
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income)  is  amended  by  striking  out  the  heading  and  sub¬ 
section  (a)  and  inserting  in  lieu  thereof  the  following: 

“SEC.  822.  DETERMINATION  OF  TAXABLE  INVESTMENT 
INCOME. 

“  (a)  Definitions. — For  purposes  of  this  part — 

“  ( 1 )  The  term  Taxable  investment  income’  means 
the  gross  investment  income,  minus  the  deductions  pro¬ 
vided  in  subsection  (c) . 

“  (2)  The  term  ‘investment  loss’  means  the  amount 
by  which  the  deductions  provided  in  subsection  (c) 
exceed  the  gross  investment  income.” 

(2)  Conforming  amendments— Subsections  (c) 
and  (e)  of  section  822  are  each  amended  by  striking 
out  “mutual  insurance  company  taxable  income”  each 
place  it  appears  and  inserting  in  lieu  thereof  “taxable 
investment  income”. 

(3)  Dividends  received  deduction. — Section 
822  (c)  (7)  (relating  to  special  deductions)  is  amended 
by  adding  at  the  end  thereof  the  following  new  sentence : 
“In  applying  section  246(b)  (relating  to  limitation  on 
aggregate  amount  of  deductions  for  dividends  received) 
for  purposes  of  this  paragraph,  the  reference  in  such 
section  to  Taxable  income’  shall  be  treated  as  a  reference 
to  Taxable  investment  income’.” 
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(4)  Redesignation  of  section  8  2  3  —  Part  II  of 
subchapter  L  of  chapter  1  is  amended  by  striking  out 
“SEC.  823.  OTHER  DEFINITIONS. 

“For  purposes  of  this  part — ”, 

and  inserting  in  lieu  thereof  (at  the  end  of  section  822) 
the  following: 

“(f)  Definitions. — For  purposes  of  this  part — 

(c)  Statutory  Underwriting  Income  or  Loss- 
Part  II  of  subchapter  L  of  chapter  1  is  amended  by  adding 
after  section  822  (f)  (as  redesignated  by  subsection  (b)  (4) 
of  this  section)  the  following  new  sections: 

“SEC.  823.  DETERMINATION  OF  STATUTORY  UNDERWRIT¬ 
ING  INCOME  OR  LOSS. 

“(a)  In  General. — For  purposes  of  this  part — 

“  ( 1 )  The  term  ‘statutory  underwriting  income’ 
means  the  amount  by  which — 

“  (A)  the  gross  income  which  would  be  taken 
into  account  in  computing  taxable  income  under 
section  832  if  the  taxpayer  were  subject  to  the  tax 
imposed  by  section  831,  reduced  by  the  gross  in¬ 
vestment  income,  exceeds 

“(B)  the  sum  of  (i)  the  deductions  which 
would  be  taken  into  account  in  computing  taxable 
income  if  the  taxpayer  were  subject  to  the  tax  im¬ 
posed  by  section  831,  reduced  by  the  deductions 
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provided  in  section  822  (c) ,  plus  (ii)  the  deductions 
provided  in  subsection  (c)  and  section  824  (a) . 
“(2)  The  term  ‘statutory  underwriting  loss’  means 
the  excess  of  the  amount  referred  to  in  paragraph 
(1)  (B)  over  the  amount  referred  to  in  paragraph 
(1)  (A). 

“(b)  Modifications. — In  applying  subsection  (a)  — 
“  ( 1 )  Net  operating  loss  deduction. — The  de¬ 
duction  for  net  operating  losses  provided  in  section  172 
shall  not  be  allowed. 

“  (2)  Interinsurers. — In  the  case  of  a  mutual  in¬ 
surance  company  which  is  an  interinsurer  or  reciprocal 
underwriter — 

“  (A)  there  shall  be  allowed  as  a  deduction  the 
increase  for  the  taxable  year  in  savings  credited  to 
subscriber  accounts,  or 

“(B)  there  shall  be  included  as  an  item  of 
gross  income  the  decrease  for  the  taxable  year  in 
savings  credited  to  subscriber  accounts. 

For  purposes  of  the  preceding  sentence,  the  term  ‘sav¬ 
ings  credited  to  subscriber  accounts’  means  such  portion 
of  the  surplus  as  is  credited  to  the  individual  accounts 
of  subscribers  before  the  16th  day  of  the  third  month 
following  the  close  of  the  taxable  year,  but  only  if  the 
company  would  be  obligated  to  pay  such  amount 
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promptly  to  such  subscriber  if  be  terminated  bis  con¬ 
tract  at  the  close  of  the  company’s  taxable  year.  For 
purposes  of  determining  bis  taxable  income,  the  sub¬ 
scriber  shall  treat  any  such  savings  credited  to  bis  ac¬ 
count  as  a  dividend  paid  or  declared. 

“(c)  Special  Deduction  for  Small  Company 

7  Having  Gross  Amount  of  Less  Than  (89)$900t000 

8  $1,200,000.— 

“(1)  In  general. — If  the  gross  amount  received 
during  the  taxable  year  by  a  taxpayer  subject  to  the  tax 
imposed  by  section  821  (a)  from  the  items  described 
in  section  822(b)  (other  than  paragraph  (1)  (D) 
thereof)  and  premiums  (including  deposits  and  assess¬ 
ments)  does  not  equal  or  exceed  (90)$900?Q90  $1,200,- 
000,  then  in  determining  the  statutory  underwriting  in¬ 
come  or  loss  for  the  taxable  year  there  shall  be  allowed  an 
additional  deduction  of  $6,000;  except  that  if  such  gross 
amount  exceeds  (91)$300tOOO  $600,000,  such  addi¬ 
tional  deduction  shall  be  equal  to  1  percent  of  the  amount 
by  which  (92)8900-000  $1,200,000  exceeds  such  gross 
amount. 

“(2)  Limitation. — The  amount  of  the  deduction 
allowed  under  paragraph  ( 1 )  shall  not  exceed  the 
statutory  underwriting  income  for  the  taxable  year, 
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computed  without  regard  to  any  deduction  under  this 
subsection  or  section  824  (a) . 

“SEC.  824.  ADJUSTMENTS  TO  PROVIDE  PROTECTION 
AGAINST  LOSSES. 

“  (a)  Allowance  of  Deduction. — 

"(1)  In  general. — In  determining  the  statutory 
underwriting  income  or  loss  for  any  taxable  year  there 
shall  be  allowed  as  a  deduction  the  sum  of — 

“  (A)  an  amount  equal  to  1  percent  of  the  losses 
incurred  during  the  taxable  year  (as  determined 
under  section  832  (b)  (5)  ) ,  plus 

“(B)  an  amount  equal  to  25  percent  of  the 
underwriting  gain  for  the  taxable  year,  plus 

“(C)  if  the  concentrated  windstorm,  etc.,  pre¬ 
mium  percentage  for  the  taxable  year  exceeds 
(93)50  40  percent,  an  amount  determined  by  apply¬ 
ing  so  much  of  such  percentage  as  exceeds  (94)50 
40  percent  to  the  underwriting  gain  for  the  taxable 
year  (95),  or  one-half  of  such  amount  in  the  case 
of  a  taxpayer  who  elects  to  compute  the  concentrated 
windstorm,  etc.,  premium  percentage  under  para¬ 
graph  (2)  (A)  (in) 

For  purposes  of  this  paragraph,  the  term  ‘under- 
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writing  gain’  means  statutory  underwriting  income,  com¬ 
puted  without  any  deduction  under  this  subsection. 

“  (2)  Special  rule  for  companies  having  con¬ 
centrated  windstorm,  ETC.,  risks —For  purposes 
of  paragraph  (1)  (0),  the  term  ‘concentrated  wind¬ 
storm,  etc.,  premium  percentage’  means,  with  respect  to 
any  taxable  year,  the  percentage  obtained  by  dividing — 
“(A)  the  amount  of  the  premiums  earned 
on  insurance  contracts  during  the  taxable  year  (as 
defined  in  section  832  (b)  (4)  ),  to  the  extent  at¬ 
tributable  to  insuring  against  losses  (96)arismg  in 
any  one  State  arising — 

“(i)  in  any  one  State; 

“(ii)  if  the  taxpayer  so  elects,  within  200 
miles  of  any  fixed  point  selected  by  the  taxpayer; 
or 

u(iii)  if  the  taxpayer  so  elects,  within  400 
miles  of  any  fixed  point  selected  by  the  taxpayer, 
from  windstorm,  hail,  flood,  earthquake,  or  similar 
hazards,  by 

“(B)  the  amount  of  the  premiums  earned 
on  insurance  contracts  during  the  taxable  year  (as 
so  defined) . 

“(b)  Protection  Against  Loss  Account. — Each 
insurance  company  subject  to  the  tax  imposed  by  section 
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821  (a)  for  any  taxable  year  shall,  for  purposes  of  this  part, 
establish  and  maintain  a  protection  against  loss  account. 

(c)  Additions  to  Account.— There  shall  be  added 
to  the  protection  against  loss  account  for  each  taxable  year 
an  amount  equal  to  the  amount  allowable  as  a  deduction  for 
the  taxable  year  under  subsection  (a)  (l). 

“  (d)  Subtractions.— 

“  ( 1 )  Annual  subtractions— After  applying 
subsection  (c) ,  there  shall  be  subtracted  for  the  taxable 
year  from  the  protection  against  loss  account — 

(97yi-{A}-  hrsty  an  amount  equal  to  the  excess  of 
the  statutory  underwriting  loss  for  the  taxable  year 
^Aer  the  underwriting  loss  -(as  defined  in  paragraph 
-f6) )  for  the  taxable  year,- 

“(A)  first,  an  amount  equal  to  the  excess  (if 
any)  of  the  deduction  allowed  under  subsection  (a) 
for  the  taxable  year  over  the  underwriting  gain 
(within  the  meaning  of  subsection  (a)(1))  for  the 
taxable  year, 

“  (B)  then,  the  amount  (if  any)  by  which — 
“  (i)  the  sum  of  the  investment  loss  for 
such  year  and  the  (9 8)andcr writing  loss  stat¬ 
utory  underwriting  loss  (reduced  by  the  amount 
referred  to  in  subparagraph  (A ) )  for  such 
year,  exceeds 
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“(ii)  the  sum  of  the  statutory  underwrit¬ 
ing  income  for  such  taxable  year  and  the  taxable 
investment  income  for  such  taxable  year, 

“(C)  next  (in  the  order  in  which  the  losses 
occurred) ,  amounts  equal  to  the  unused  loss  carry¬ 
overs  to  such  year, 

“(D)  next,  any  amount  remaining  which  was 
added  to  the  account  for  the  fifth  preceding  taxable 
year,  minus  one-half  of  the  amount  remaining  in  the 
account  for  such  taxable  year  which  was  added 
by  reason  of  subsection  (a)  (1)  (B),  and 

“(E)  finally,  the  amount  by  which  the  total 
amount  in  the  account  exceeds  whichever  of  the 
following  is  the  greater: 

“  (i)  10  percent  of  premiums  earned  on  in¬ 
surance  contracts  during  the  taxable  year  (as 
defined  in  section  832(b)  (4))  less  dividends 
to  policyholders  (as  defined  in  section 
832  (c)  (11)  ),  or 

“(ii)  the  total  amount  in  the  account  at 
the  close  of  the  preceding  taxable  year. 

“  ( 2 )  Rules  for  ceiling  on  protection 
against  loss  account. — For  purposes  of  paragraph 
(1)  (E),  the  total  amount  in  the  account  shall  be 
determined — 
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“  (A)  after  the  application  of  this  section  with¬ 
out  regard  to  paragraph  (1)  (E) ,  and 

“(B)  without  taking  into  consideration 
amounts  remaining  in  the  account  which  were 
added,  with  respect  to  all  taxable  years,  by  reason 
of  subsection  (a)  (1)  (0). 

“(3)  Priobities. — The  amounts  required  to  be 
subtracted  from  the  protection  against  loss  account — 
“(A)  under  subparagraphs  (A),  (B),  and 
(C)  of  paragraph  (1)  shall  be  subtracted— 

“(i)  first  (on  a  first-in,  first-out,  basis) 
from  amounts  in  the  account  with  respect  to 
the  five  preceding  taxable  years  and  the  taxable 
year,  and 

“  (ii)  then  from  amounts  in  the  account 
with  respect  to  earlier  years, 

“(B)  under  subparagraph  (E)  of  paragraph 
( 1 )  shall  be  subtracted  only  from  amounts  in  the 
account  with  respect  to  the  taxable  year,  and 
“(C)  under  paragraphs  (A),  (B),  (C),and 
(E)  of  paragraph  (1)  shall,  if  the  amount  to  be 
subtracted  from  the  total  amounts  in  the  account 
with  respect  to  any  taxable  year  is  less  than  such 
total,  be  subtracted  from  each  of  the  amounts  (re¬ 
ferred  to  in  subsection  (a)  (1)  )  in  the  account  with 
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respect  to  such  year  in  the  proportion  which  each 
bears  to  such  total. 

“  (4)  Termination  of  taxability  under  sec¬ 
tion  821. — If  the  taxpayer  is  not  subject  to  tax  under 
section  821  for  any  taxable  year,  the  entire  amount  in 
the  account  at  the  close  of  the  preceding  taxable  year 
shall  be  subtracted  from  the  account  in  such  preceding 
taxable  year. 

“(5)  Election  to  subtract  amount  from 

ACCOUNT. — 

“(A)  A  taxpayer  may  elect  for  any  taxable 
year  for  which  it  is  subject  to  tax  under  section 
821  (a)  to  subtract  from  its  protection  against  loss 
account  any  amount  which,  but  for  the  application  of 
this  subparagraph,  would  be  in  such  account  as  of 
the  close  of  such  taxable  year. 

“(B)  The  election  provided  by  subparagraph 
(A)  for  any  taxable  year  shall  be  made  (in  such 
manner  and  in  such  form  as  the  Secretary  or  his 
delegate  may  by  regulations  prescribe)  after  the 
close  of  such  taxable  year  and  not  later  than  the  time 
prescribed  by  law  for  filing  the  return  (including 
extensions  thereof)  for  the  taxable  year  following 
such  taxable  year.  Such  an  election,  once  made, 
may  not  be  revoked. 
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poses  el  paragraph  -f4j7  the  teem  ^underwriting  less1 
means  the  amount  by  which — 

^Af  the  deductions  which  would  he  taken 
into  aeeount  in  computing  taxable  meome  under  sec¬ 
tion  838  if  the  taxpayer  were  subject  to  the  tax  im¬ 
posed  by  section  834^-  reduced  by  the  sum  of  -fif 
the  deductions  provided  in  section  888-fc)  ,■  and  -fiif 
the  deduction  for  dividends  to  policyholders  provided 
hy  seetion  8-32  (c)  (11) ,  exceeds 

^B)  the  amount  referred  to  in  seetion  883 

-fa) ~f  1 )  (A). 

“SEC.  825.  UNUSED  LOSS  DEDUCTION. 

“  (a)  Amount  of  Deduction. — For  purposes  of  this 
part,  the  unused  loss  deduction  for  the  taxable  year  shall  be 
an  amount  equal  to  the  unused  loss  carryovers  or  carrybacks 
to  the  taxable  year. 

“(b)  Unused  Loss  Defined. — For  purposes  of  this 
part,  the  term  ‘unused  loss’  means,  with  respect  to  any  tax¬ 
able  year,  the  amount  (if  any)  by  which — 

“  ( 1 )  the  sum  of  the  statutory  underwriting  loss 
and  the  investment  loss,  exceeds 
“  (2)  the  sum  of — 

“  (A)  the  taxable  investment  income, 

“(B)  the  statutory  underwriting  income,  and 
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“  (C)  the  amounts  required  by  section  824  (d) 
to  be  subtracted  from  the  protection  against  loss 
account. 

“  (c)  Loss  Year  Defined. — For  purposes  of  this  part 
the  term  doss  year’  means,  with  respect  to  any  company 
subject  to  the  tax  imposed  by  section  821(a),  any  tax¬ 
able  year  in  which  the  unused  loss  (as  defined  in  subsection 
(b) )  of  such  taxpayer  is  more  than  zero. 

“(d)  Years  to  Which  Carried— The  unused  loss 
for  any  loss  year  shall  be — 

“  ( 1 )  an  unused  loss  carryback  to  each  of  the  3 
taxable  years  preceding  the  loss  year,  and 

“(2)  an  unused  loss  carryover  to  each  of  the  5 
taxable  years  following  the  loss  year. 

“(e)  Amount  of  Carrybacks  and  Carryovers. — 
The  entire  amount  of  the  unused  loss  for  any  loss  year  shall 
be  carried  to  the  earliest  of  the  taxable  years  to  which  such 
loss  may  be  carried.  The  portion  of  such  loss  which  shall 

be  carried  to  each  of  the  other  taxable  years  shall  be  the 

«/ 

excess  (if  any)  of  the  amount  of  such  loss  over  the  sum 
of  the  offsets  (as  defined  in  subsection  (f)  )  for  each  of  the 
prior  taxable  years  to  which  such  loss  may  be  carried. 

“(f)  Offset  Defined. — For  purposes  of  subsection 
(e) ,  the  term  ‘offset’  means  with  respect  to  any  taxable  year 
(hereinafter  referred  to  as  the  ‘offset  year’)  — 
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“  (1)  in  the  case  of  an  unused  loss  carryback  from 
the  loss  year  to  the  offset  year,  the  mutual  insurance 
company  taxable  income  for  the  offset  year;  or 

“  (2)  in  the  case  of  an  unused  loss  carryover  from 
the  loss  year  to  the  offset  year,  an  amount  equal  to  the 
sum  of — 

“(A)  the  amount  required  to  be  subtracted 
from  the  protection  against  loss  account  under  sec¬ 
tion  824(d)  (1)  (C)  for  the  offset  year,  plus 

U(B)  the  mutual  insurance  company  taxable 
income  for  the  offset  year. 

For  purposes  of  paragraphs  (1)  and  (2)  (B),  the  mutual 
insurance  taxable  income  for  the  offset  year  shall  be  deter¬ 
mined  without  regard  to  any  unused  loss  carryback  or  carry¬ 
over  from  the  loss  year  or  any  taxable  year  thereafter. 

“  (g)  Limitations. — For  purposes  of  this  part,  an  un¬ 
used  loss  shall  not  be  carried — 

“  (1)  to  or  from  any  taxable  year  beginning  before 
January  1,  1963, 

“(2)  to  or  from  any  taxable  year  for  which  the 
insurance  company  is  not  subject  to  the  tax  imposed  by 
section  821  (a) ,  nor 

“  (3)  to  any  taxable  year  if,  between  the  loss  year 
and  such  taxable  year,  there  is  an  intervening  taxable 
H.B.  10650 - 8 
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year  for  which  the  insurance  company  was  not  subject 
to  the  tax  imposed  hy  section  821  (a). 

“SEC.  826.  ELECTION  BY  RECIPROCAL. 

“(a)  In  General. — Except  as  otherwise  provided  in 
this  section,  any  mutual  insurance  company  which  is  an 
interinsurer  or  reciprocal  underwriter  (hereinafter  in  this 
section  referred  to  as  a  ‘reciprocal’)  subject  to  the  taxes  im¬ 
posed  hy  section  821  (a)  may,  under  regulations  prescribed 
hy  the  Secretary  or  his  delegate,  elect  to  be  subject  to  the 
limitation  provided  in  subsection  (b) .  Such  election  shall 
be  effective  for  the  taxable  year  for  which  made  and  for  all 
succeeding  taxable  years,  and  shall  not  he  revoked  except 
with  the  consent  of  the  Secretary  or  his  delegate. 

“(b)  Limitation. — The  deduction  for  amounts  paid  or 
incurred  in  the  taxable  year  to  the  attorney-in-fact  by  a 
reciprocal  making  the  election  provided  in  subsection  (a) 
shall  he  limited  to,  hut  in  no  case  increased  hy,  the  deduc¬ 
tions  of  the  attorney-in-fact  allocable,  in  accordance  with 
regulations  prescribed  by  the  Secretary  or  his  delegate,  to  the 
income  received  hy  the  attorney-in-fact  from  the  reciprocal. 

“(c)  Exception. — An  election  may  not  be  made  by  a 
reciprocal  under  subsection  (a)  unless  the  attorney-in-fact 
of  such  reciprocal — 

“  (1)  is  subject  to  the  taxes  imposed  by  section  11 
(b)  and  (c) ; 
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“(2)  consents  in  such  manner  as  the  Secretary  or 
his  delegate  shall  prescribe  by  regulations  to  make 
available  such  information  as  may  be  required  during  the 
period  in  which  the  election  provided  in  subsection  (a) 
is  in  effect,  under  regulations  prescribed  by  the  Secretary 
or  his  delegate ; 

“  (3)  reports  the  income  received  from  the  recipro¬ 
cal  and  the  deductions  allocable  thereto  under  the  same 
method  of  accounting  under  which  the  reciprocal  reports 
deductions  for  amounts  paid  to  the  attorney-in-fact;  and 
“(4)  files  its  return  on  the  calendar  year  basis. 

( lOOy^-fdf  SpEetAt  bittfe— bor  purposes  of  computing  the 
deduction  provided  in  section  824{a)  and  the  additions  to 
the  account  provided  by  section  824 -(c)  with  respect  to  any 
reerproeal  electing  to  he  subject  to  the  limitation  provided 
m  subsection  -{bfj  sneh  limitation  shall  not  he  taken  into 
aeeountr 

“(d)  Special  Rule. — In  applying  section  824(d)(1) 
(D),  any  amount  which  was  added  to  the  protection  against 
loss  account  hy  reason  of  an  election  under  this  section  shall 
be  treated  as  having  been  added  by  reason  of  section 
824(a)  (1)  (A). 

“(e)  Credit. — Any  reciprocal  electing  to  he  subject  to 
the  limitation  provided  in  subsection  (h)  shall  be  credited 
with  so  much  of  the  tax  paid  by  the  attorney-in-fact  as  is 
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attributable,  under  regulations  prescribed  by  the  Secre¬ 
tary  or  bis  delegate,  to  the  income  received  by  the  attorney- 
in-fact  from  the  reciprocal  in  such  taxable  year. 

“(f)  Surtax  Exemption  Denied. — Any  increase  in 
taxable  income  of  a  reciprocal  attributable  to  the  limitation 
provided  in  subsection  (b)  shall  be  taxed  without  regard 
to  the  surtax  exemption  provided  in  section  821(a)  (2). 

“  (g)  Adjustment  for  Refund. — If  for  any  taxable 
year  an  attorney-in-fact  is  allowed  a  credit  or  refund  for 
taxes  paid  with  respect  to  which  (101)a  reciprocal  was 
allowed  a  credit  credit  or  refund  to  the  reciprocal  resulted 
under  subsection  (e),  the  taxes  of  such  reciprocal  for  such 
taxable  year  shall  be  properly  adjusted  under  regulations 
prescribed  by  the  Secretary  or  his  delegate. 

“(h)  Taxes  of  Attorney-in-Fact  Unaffected.-- 
Nothing  in  this  section  shall  increase  or  decrease  the  taxes 
imposed  by  this  chapter  on  the  income  of  the  attorney-in- 
fact.’ ’ 

(102  yd)  Exemption  From  Tax— Section  501(c)  (15) 
(relating  to  exemption  from  tax  of  certain  mutual  insurance 
companies)  is  amended  hy  striking  out  “$75,000”  and  in 
lieu  thereof  inserting  “$150,000” . 

(103^(df  (e)  Mutual  Fire  Insurance  Companies 
Operating  on  Basis  of  Premium  Deposits.— 

(a  Application  of  section  8  31(a). — Section 
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831  (a)  (imposing  a  tax  on  certain  mutual  marine  and 
fire  insurance  companies  and  on  stock  insurance  com¬ 
panies  which  are  not  life  insurance  companies)  is 
amended  to  read  as  follows: 

“  (a)  Imposition  of  Tax. — Taxes  computed  as  pro¬ 
vided  in  section  1 1  shall  be  imposed  for  each  taxable  year  or 
the  taxable  income  of — 

“(1)  every  insurance  company  (other  than  a  life 
or  mutual  insurance  company ) , 

“  (2)  every  mutual  marine  insurance  company,  and 
“(3)  every  mutual  fire  (104)or  food  insurance 
company — 

“(A)  exclusively  issuing  perpetual  policies,  or 
“(B)  whose  principal  business  is  the  issuance 
of  policies  for  which  the  premium  deposits  are  the 
same,  regardless  of  the  length  of  the  term  for  which 
the  policies  are  written,  if  the  unabsorbed  portion 
of  such  premium  deposits  not  required  for  losses, 
expenses,  or  establishment  of  reserves  is  returned  or 
credited  to  the  policyholder  on  cancellation  or  ex¬ 
piration  of  the  policy.” 

(2)  Treatment  of  unabsorbed  premium  de¬ 
posits. — Section  832  (b)  (4)  (relating  to  definition  of 
premiums  earned)  is  amended  by  adding  at  the  end 
thereof  the  following  new  sentence:  “For  purposes  of 
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this  subsection,  unearned  premiums  of  mutual  fire  in¬ 
surance  companies  described  in  section  831  (a)  (3)  (B) 
means  (with  respect  to  the  policies  described  in  section 

831  (a)  (3)  (B)  )  the  amount  of  unabsorbed  premium 
deposits  which  the  company  would  be  obligated  to  re¬ 
turn  to  its  policyholders  at  the  close  of  the  taxable  year 
if  all  of  its  policies  were  terminated  at  such  time;  and 
the  determination  of  such  amount  shall  be  based  on  the 
schedule  of  unabsorbed  premium  deposit  returns  for  each 
such  company  then  in  effect/’ 

(3)  Conforming  amendment. — Section  832  (h) 
(1)  (C)  is  amended  by  striking  out  “section  831  (a) 
and  inserting  in  lieu  thereof  “section  831  (a)  (3)  (A) 

(4)  Adjustment  of  premium  deposit. — Section 

832  (c)  (11)  is  amended  to  read  as  follows : 

“(11)  dividends  and  similar  distributions  paid  or 
declared  to  policyholders  in  their  capacity  as  such,  ex¬ 
cept  in  the  case  of  a  mutual  fire  insurance  company  de¬ 
scribed  in  section  831(a)  (3)  (A).  For  purposes  of 
the  preceding  sentence,  the  term  ‘dividends  and  similar 
distributions’  includes  amounts  returned  or  credited  to 
policyholders  on  cancellation  or  expiration  of  policies 
described  in  section  831  (a)  (3)  (B).  For  purposes  of 
this  paragraph,  the  term  ‘paid  or  declared’  shall  he  con¬ 
strued  according  to  the  method  of  accounting  regularly 
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employed  in  keeping  the  books  of  the  insurance  com¬ 
pany;  and”. 

(5)  Additional  item  of  income. — Section 
832  (b)  (1)  is  amended  by  striking  out  “and”  at  the  end 
of  subparagraph  (B),  by  striking  out  the  period  at  the 
end  of  subparagraph  (C)  and  inserting  in  lieu  thereof 
and”,  and  by  adding  at  the  end  thereof  the  following 
new  subparagraph : 

“(D)  in  the  case  of  a  mutual  fire  insurance 
company  described  in  section  831(a)  (3)  (B),  an 
amount  equal  to  2  percent  of  the  premiums  earned 
on  insurance  contracts  during  the  taxable  year  with 
respect  to  policies  described  in  section  831  (a)  (3) 
(B)  after  deduction  of  premium  deposits  returned 
or  credited  during  the  same  taxable  year.” 
(105)-(ef  (f)  Election  of  Certain  Mutual  Companies 
To  Be  Taxed  on  Total  Income— Section  831  is  amended 
by  redesignating  subsection  (c)  as  subsection  (d),  and  by 
inserting  after  subsection  (b)  the  following  new  subsection: 

“(c)  Election  for  Multiple  Line  Company  To  Be 
Taxed  on  Total  Income. — 

“  ( 1 )  In  general. — Any  mutual  insurance  com¬ 
pany  engaged  in  writing  marine,  fire,  and  casualty  insur¬ 
ance  which  for  any  5-year  period  beginning  after 
December  31,  1941,  and  ending  before  January  1,  1962, 
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was  subject  to  the  tax  imposed  by  section  831  (or  the 
tax  imposed  by  corresponding  provisions  of  prior  law) 
may  elect,  in  such  manner  and  at  such  time  as  the 
Secretary  or  his  delegate  may  by  regulations  prescribe, 
to  be  subject  to  the  tax  imposed  by  section  831,  whether 
or  not  marine  insurance  is  its  predominant  source  of 
premium  income. 

“(2)  Effect  of  election. — If  an  election  is 
made  under  paragraph  ( 1 ) ,  the  electing  company  shall 
(in  lieu  of  being  subject  to  the  tax  imposed  by  section 
821)  be  subject  to  the  tax  imposed  by  this  section  for 
taxable  years  beginning  after  December  31,  1961. 
Such  election  shall  not  be  revoked  except  with  the  con¬ 
sent  of  the  Secretary  or  his  delegate.” 

C106M^  (g)  Technical  Amendments,  etc.— 

(1)  Credit  for  foreign  taxes. — Section  841 
(relating  to  credit  for  foreign  taxes)  is  amended 
by  striking  out  “and”  at  the  end  of  paragraph  ( 1 ) ,  by 
renumbering  paragraph  ( 2 )  as  paragraph  ( 3 ) ,  and  by 
inserting  after  paragraph  (1)  the  following  new  para¬ 
graph  : 

“  ( 2 )  in  the  case  of  the  tax  imposed  by  section 
821  (a) ,  the  mutual  insurance  company  taxable  income 
(as  defined  in  section  821  (b)  )  ;  and  in  the  case  of  the 
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tax  imposed  by  section  821  (c) ,  the  taxable  investment 
income  (as  defined  in  section  822  (a)  ) ,  and”. 

(2)  Adjustments  to  basis  fob  depreciation 
sustained. — Section  1016(a)  (3)  (relating  to  adjust¬ 
ments  to  basis  for  depreciation,  etc.,  sustained)  is 
amended  by  striking  out  “and”  at  the  end  of  subpara¬ 
graph  (B),  by  inserting  “and”  at  the  end  of  sub- 
paragraph  (C),  and  by  inserting  after  subparagraph 
(C)  the  following  new  subparagraph: 

“(D)  since  February  28,  1913,  during  which 
such  property  was  held  by  a  person  subject  to  tax 
under  part  II  of  subchapter  L  (or  the  corresponding 
provisions  of  prior  income  tax  laws) ,  to  the  extent 
that  paragraph  (2)  does  not  apply,”. 

(3)  Alternative  tax  on  capital  gains. — 
Section  1201  (a)  (relating  to  alternative  tax  on  corpo¬ 
rations)  is  amended  by  striking  out  “821  (a)  (l)  or 
(b) ,”  and  inserting  in  lieu  thereof  “821  (a)  or  (c),”. 
(107)-(4)-  Clerical  amendment. — The  .table  el  parts 
for  subohapter  B  is  amended  by  striking  ent  the  portion 
referring  to  part  II  and  inserting  in  lien  thereof  the 
following* 

“Part  4U  Mutual  insurance  companies  (other  than  life  an4 
certain  marine  insurance  companies  an4  other 
lire  insurance  companies  which  operate 
on  basis  ot  perpetual  policies  or  premium  de¬ 
posits).” 
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1  (4)  Clerical  amendments  — 

2  (A)  The  table  of  parts  for  subchapter  L  is 

3  amended  by  striking  out  the  portion  referring  to  part 

4  II  and  inserting  in  lieu  thereof  the  following: 

“ Part  II.  Mutual  insurance  companies  ( other  than  life  and 
certain  marine  insurance  companies  and  other 
than  fire  or  flood  insurance  companies  which 
operate  on  basis  of  perpetual  policies  or  pre¬ 
mium  deposits ).v 
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(B )  The  heading  to  section  831  is  amended  to 
read  as  follows: 

“ SEC .  831.  TAX  ON  INSURANCE  COMPANIES  (OTHER  THAN 
LIFE  OR  MUTUAL),  MUTUAL  MARINE  INSURANCE 
COMPANIES,  AND  CERTAIN  MUTUAL  FIRE  OR 
FLOOD  INSURANCE  COMPANIES .” 

(C)  The  table  of  sections  for  part  III  of  sub¬ 
chapter  L  is  amended  by  striking  out  the  portion 
referring  to  section  831  and  inserting  in  lieu 
thereof  the  following: 


“Sec.  831.  Tax  on  insurance  companies  (other  than  life  or 
mutual ),  mutual  marine  insurance  companies , 
and  certain  mutual  fire  or  flood  insurance 
companies .” 

15  (108)-fg}-  (h)  Effective  Date. — The  amendments  made 


16  by  this  section  (other  than  by  subsection  (109)-fef  ( f) ) 


17  shall  apply  with  respect  to  taxable  years  beginning  after 

18  December  31,  1962. 
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SEC.  (110)14  9.  DOMESTIC  CORPORATIONS  RECEIVING 

DIVIDENDS  FROM  FOREIGN  CORPORA¬ 
TIONS. 


(lll>faf  Entire  Amount  of  Eoreion  Tan  To  Be 
Taken  Into  Appoint. — 


OE  APPUMULATED  PROFITS. — So 
mReb  el  paragraph  -fTf  of  section  902  (c)  -(relating  to 
oBes  fee  computing  credit  for  corporate  stock 


bolder  in  foreign 


as  precedes  the  semicolon 


is  amended  to  rend  as  follows : 

(T)-  Tire  term  Accumulated  profits’,  when  nsed  in 
this  section  in  reference  to  a  foreign  corporation,  means 
the  amount  of  its  gains,  profits,  or  income  computed 
without  reduction  by  the  amount  of  the  ineomeT 
profits^  and  excess  profits  taxes  imposed  on  or  with  re¬ 


spect  to  such  profits  or  income  by  any  foreign  conn  try 
or  any  possession  of  the  Tented  States”. 

-f2f  Tonforming  amendments. — 


-fAf  Section  OtTTfaf  is  amended  by  striking 
out  -‘which  the  amount  of  such  dividends  bears  to 
the  amount  of  sneh  accumulated  profits”  and  insert¬ 
ing  m  lien  thereof  ‘--which  the  amount  of  sneh 
dividends  (determined  without  regard  to  section 
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7$)-  bears  to  the  amount  of  snob  accumulated  profits 
in  excess  of  sueht  income;  war  profits;  and  exeess 
profits  taxes  -(other  than  those  deemed  paid) 

-(44)-  Seetion  902  (b-)-  is  amended  by  striking 
ont  “which  the  amonnt  of  sneh  dividends  bears  to 
the  amount  of  sneh  accumulated  profits"  and  in¬ 
serting  in  lien  thereof  ■■which  the  amount  of  sneh 
dividends  bears  to  the  amount  of  sneh  accumulated 
profits  in  excess  of  sneh  income,  war  profits;  and 
exeess  profits  taxes”? 

(a)  Foreign  Taxes  Deemed  Paid  by  Domestic 
Corporations. — Section  902  (relating  to  credit  for 
corporate  stockholder  in  foreign  corporations)  is  amended 
to  read  as  follows: 


“SEC.  902.  CREDIT  FOR  CORPORATE  STOCKHOLDER  IN  FOREIGN 
CORPORATION. 

“(a)  Treatment  of  Taxes  Paid  by  Foreign 
Corporation. — For  purposes  of  this  subpart,  a  domestic 
corporation  which  owns  at  least  10  percent  of  the  voting 
stock  of  a  foreign  corporation  from  which  it  receives 
dividends  in  any  taxable  year  shall — 

“(1)  to  the  extent  such  dividends  are  paid  by  such 
foreign  corporation  out  of  accumulated  profits  ( as 
defined  in  subsection  (c)(1)(A))  of  a  year  for  which 
such  foreign  corporation  is  not  a  less  developed  country 
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corporation,  be  deemed  to  have  paid  the  same  proportion 
of  any  income,  war  profits,  or  excess  profits  taxes  paid 
or  deemed  to  be  paid  by  such  foreign  corporation  to  any 
foreign  country  or  to  any  possession  of  the  United 
States  on  or  with  respect  to  such  accumulated  profits, 
which  the  amount  of  such  dividends  (determined  with¬ 
out  regard  to  section  78)  bears  to  the  amount  of  such 
accumulated  profits  in  excess  of  such  income,  war  profits , 
and  excess  profits  taxes  ( other  than  those  deemed  paid ) ; 
and 

“(2)  to  the  extent  such  dividends  are  paid  by  such 
foreign  corporation  out  of  accumulated  profits  (as  defined 
in  subsection  (c)(1)(B))  of  a  year  for  which  such 
foreign  corporation  is  a  less  developed  country  corpora 
lion,  be  deemed  to  have  paid  the  same  proportion  of  any 
income,  war  profits,  or  excess  profits  taxes  paid  or  deemed 
to  be  paid  by  such  foreign  corporation  to  any  foreign 
country  or  to  any  possession  of  the  United  States  on  or 
with  respect  to  such  accumulated  profits,  which  thr 
amount  of  such  dividends  bears  to  the  amount  of  such 
accumulated  profits. 

“(b)  Foreign  Subsidiary  of  Foreign  Corpora¬ 
tion. — If  such  foreign  corporation  oivns  50  percent  or  more 
of  the  voting  stock  of  another  foreign  corporation  from  which 
it  receives  dividends  in  any  taxable  year,  it  shall  be  deemed  to 
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have  paid  the  same  proportion  of  any  income,  ivar  profits,  or 
excess  profits  taxes  paid  by  such  other  foreign  corporation  to 
any  foreign  country  or  to  any  possession  of  the  United  States, 
on  or  with  respect  to  the  accumulated  profits  of  the  corpora¬ 
tion  from  which  such  dividends  were  paid  which — 

“(1)  for  purposes  of  applying  subsection  (a)(1), 
the  amount  of  such  dividends  bears  to  the  amount  of  the 
accumulated  profits  (as  defined  in  subsection  (c)(1) 
(A))  of  such  other  foreign  corporation  from  which  such 
dividends  were  paid  in  excess  of  such  income,  war  profits, 
and  excess  profits  taxes,  or 

“(2)  for  purposes  of  applying  subsection  (a) 
(2),  the  amount  of  such  dividends  bears  to  the  amount 
of  the  accumulated  profits  (as  defined  in  subsection 
(c)(1)(B))  of  such  other  foreign  corporation  from 
which  such  dividends  were  paid. 

11  (c)  Applicable  Rules  — 

“(1)  Accumulated  profits  defined. — For 
purposes  of  this  section,  the  term  ‘ accumulated  profits’ 
means  with  respect  to  any  foreign  corporation — 

“(A)  for  purposes  of  subsections  (a)(1)  and 
(b)(1),  the  amount  of  its  gains,  profits,  or  income 
computed  without  reduction  by  the  amount  of  the 
income,  war  profits,  and  excess  profits  taxes  im¬ 
posed  on  or  with  respect  to  such  profits  or  income 
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by  any  foreign  country  or  any  possession  of  the 
United  States;  and 

“(B)  for  purposes  of  subsections  (a)(2)  and 
(b)(2),  the  amount  of  its  gains,  profits,  or  income 
in  excess  of  the  income,  war  profits,  and  excess 
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profits  taxes  imposed  on  or  with  respect  to  such 
profits  or  income. 

The  Secretary  or  his  delegate  shall  have  full  power 
to  determine  from  the  accumulated  profits  of  what  year 
or  years  such  dividends  were  paid,  treating  dividends 
paid  in  the  first  60  days  of  any  year  as  having  been 
paid  from  the  accumulated  profits  of  the  preceding  year 
or  years  (unless  to  his  satisfaction  shown  otherwise ) , 
and  in  other  respects  treating  dividends  as  having  been 
paid  from  the  most  recently  accumulated  gains,  profits, 
or  earnings. 

(2)  Accounting  periods. — In  the  case  of  a 
foreign  corporation,  the  income,  war  profits,  and  excess 
profits  taxes  of  which  are  determined  on  the  basis  of  an 
accounting  period  of  less  than  1  year,  the  word  ‘ year ’ 
as  used  in  this  subsection  shall  be  construed  to  mean  such 
accounting  period. 

u(d)  Less  Developed  Country  Corporation 
Defined. — For  purposes  of  this  section,  the  term  ‘less  de¬ 
veloped  country  corporation ’  means — 
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“(1)  a  foreign  corporation  which,  for  its  taxable 
year,  is  a  less  developed  country  corporation  within  the 
meaning  of  section  955(c)  (1)  or  (2),  and 

“(2)  a,  foreign  corporation  which  owns  10  percent 
or  more  of  the  total  combined  voting  power  of  all  classes 
of  stock  entitled  to  vote  of  a  foreign  corporation  which  is 
a  less  developed  country  corporation  within  the  meaning 
of  section  955  (c)(1),  and — 

“(A)  80  percent  or  more  of  the  gross  income 
of  which  for  its  taxable  year  meets  the  requirement 
of  section  955 (c)(1)(A);  and 

“(B)  80  percent  or  more  in  value  of  the  assets 
of  which  on  each  day  of  such  year  consists  of  prop¬ 
erty  described  in  section  955  (c)  (1)  (B) . 

A  foreign  corporation  which  is  a  less  developed  country 
corporation  for  its  first  taxable  year  beginning  after  December 
31,  1962,  shall,  for  purposes  of  this  section,  be  treated  as 
having  been  a  less  developed  country  corporation  for  each 
of  its  taxable  years  beginning  before  January  1,  1963. 

“(e)  Cross  References  — 

“(1)  For  inclusion  in  gross  income  of  an  amount  equal 
to  taxes  deemed  paid  under  subsection  (a)(1),  see  sec¬ 
tion  78. 

“(2)  For  application  of  subsections  (a)  and  (b)  with 
respect  to  taxes  deemed  paid  in  a  prior  taxable  year  by 
a  United  States  shareholder  with  respect  to  a  controlled 
foreign  corporation,  see  section  960. 

“(3)  For  reduction  of  credit  with  respect  to  dividends 
paid  out  of  accumulated  profits  for  years  for  which  cer¬ 
tain  information  is  not  furnished,  see  section  6038.” 
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1  (b)  Inclusion  in  Gross  Income  of  Amount 

2  Equal  to  Taxes  Deemed  Paid —Part  II  of  subchapter  B 

3  of  chapter  1  (relating  to  items  specifically  included  in  gross 

4  income)  is  amended  by  adding  at  the  end  thereof  the  fol- 

5  lowing  new  section: 

6  “SEC.  78.  DIVIDENDS  RECEIVED  FROM  (112 ^CERTAIN  FOR- 

7  EIGN  CORPORATIONS  BY  DOMESTIC  CORPORA- 

8  TIONS  CHOOSING  FOREIGN  TAX  CREDIT. 

“If  a  domestic  corporation  chooses  to  have  the  benefits 
of  subpart  A  of  part  III  of  subchapter  N  (relating  to  foreign 
77  tax  credit)  for  any  taxable  year,  an  amount  equal  to  the 
72  taxes  deemed  to  be  paid  by  such  corporation  under  section 

13  C 1 13)902  902  (a)(1)  ( relating  to  credit  for  corporate  stock- 

14  holder  in  foreign  corporation)  or  under  section  (1 14)99?-faf 

15  900(a)(1)(C)  (relating  to  taxes  paid  by  foreign  corpora- 

16  tion)  for  such  taxable  yera  shall  be  treated  for  purposes 

17  of  this  title  (other  than  section  245)  as  a  dividend  received 

18  by  such  domestic  corporation  from  the  foreign  corporation. ” 


19 

20 
21 
22 
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(c)  Determination  of  Source  of  Dividends  Re¬ 
ceived  From  Certain  Foreign  Corporations.— Section 
861  (a)  (2)  (B)  (relating  to  dividends  from  foreign  corpo¬ 
rations  treated  as  income  from  sources  within  the  United 
States)  is  amended  by  striking  out  'To  the  extent  exceeding 
the  amount  of  the  deduction  allowable  under  section  245  in 
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respect  of  such  dividends”  and  inserting  in  lieu  thereof  “to 
the  extent  exceeding  the  amount  which  is  100/85ths  of  the 
amount  of  the  deduction  allowable  under  section  245  in 
respect  of  such  dividends”. 

(115)-(-d)-  Bepeal  be  Section  902-fd)  -= — Subseetiuu  -(d)- 


to  special  rules  for  certain  wholly 


corporations)  is  hereby  repealed.- 


(116)-fe)-  (d)  Technical  Amendments.— 

(1)  The  table  of  sections  for  part  II  of  subchapter 
B  of  chapter  1  is  amended  by  adding  at  the  end  thereof 
the  following: 

“Sec.  78.  Dividends  received  from  ( 117)  certain  foreign 
corporations  by  domestic  corporations  choosing 
foreign  tax  credit.” 


(2)  Section  535(b)  (1)  and  the  first  sentence  of 
section  545(b)  (1)  are  each  amended  by  striking  out 
“accrued  during  the  taxable  year,”  and  inserting  in  lieu 
thereof  “accrued  during  the  taxable  year  or  deemed  to 
be  paid  by  a  domestic  corporation  under  section 
(118)90-2  902( a)  (1 )  or  960  ( a)  (1)  (C )  for  the  tax¬ 
able  year,”. 


(3)  Section  901(d)  is  amended  by  adding  the 


following  new  paragraph : 

“(4)  For  reduction  of  credit  for  failure  of  a  United 
States  person  to  furnish  certain  information  with  re¬ 
spect  to  a  foreign  corporation  controlled  by  him,  see 
section  6038.” 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 


151 

(119>(4*Seerie*  002  k  amended  by  striking  ent  subsee- 
rien  -(e)-  and  inserting  in  lien  thereof  the  following : 

— -(d)  Gross  References . — 

Fuf  inclusion  m  gross  iueeme  of  an  amount 
equal  to  taxes  deemed  paid  under  this  section,  see  see- 

f  jnri  7Q 

IIUII  Tu; 

Fov  reduction  of  credit  with  respeet  te  divi¬ 
dends  paid  out  of  accumulated  profits  for  years  for 
which  certain  information  is  not  furnished^  see  section 

ouuu« 

(120X#f  -fej-  Effective  Date— The  amendments  made  by 
this  section  shall  apply — 

(1)  in  respect  of  any  distribution  received  by  a 
domestic  corporation  after  December  31,  1964,  and 

(2)  in  respect  of  any  distribution  received  by  a 
domestic  corporation  before  January  1,  1965,  in  a  tax¬ 
able  year  of  such  corporation  beginning  after  December 
31,  1962,  but  only  to  the  extent  that  such  distribution 
is  made  out  of  the  accumulated  profits  of  a  foreign 
corporation  for  a  taxable  year  (of  such  foreign  corpora¬ 
tion)  beginning  after  December  31,  1962. 

For  purposes  of  paragraph  (2) ,  a  distribution  made  by  a 
foreign  corporation  out  of  its  profits  which  are  attributable 
to  a  distribution  received  from  a  foreign  subsidiary  to  which 
section  902  (b)  applies  shall  be  treated  as  made  out  of  the 
accumulated  profits  of  a  foreign  corporation  for  a  taxable 
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1  year  beginning  before  January  1,  1963,  to  the  extent  that 

2  such  distribution  was  paid  out  of  the  accumulated  profits  of 

3  such  foreign  subsidiary  for  a  taxable  year  beginning  before 

4  January  1,  1963. 

5  (121)SEC.  10.  SEPARATE  LIMITATION  ON  FOREIGN  TAX  CREDIT 

6  WITH  RESPECT  TO  CERTAIN  INTEREST  INCOME. 

7  (a)  Limitation  on  Foreign  Tax  Credit. — Section 

8  904  (relating  to  limitations  on  foreign  tax  credit)  is  amended 

9  by  redesignating  subsection  (f)  as  subsection  (g)  and  by 

10  inserting  after  subsection  (e)  the  following  new  subsection: 

11  “(f)  Application  of  Section  in  Case  of  Certain 

12  Interest  Income. — 

13  “(1)  In  general. — The  provisions  of  subsections 

14  (a),  (c),  (d),  and  (e)  of  this  section  shall  be  applied 

15  separately  with  respect  to — 

16  “(A)  the  interest  income  described  in  paragraph 

17  (2),  and 

18  “(B)  income  other  than  the  interest  income  de- 

19  scribed  in  paragraph  (2). 

20  “(2)  Interest  income  to  which  applicable. — 

21  For  purposes  of  this  subsection,  the  interest  income  de¬ 
scribed  in  this  paragraph  is  interest  other  than  interest — 
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“(A)  derived  from,  any  transaction  which  is 
directly  related,  to  the  active  conduct  of  a  trade  or 
business  in  a  foreign  country  or  a  possession  of  the 
United  States, 

(B)  derived  in  the  conduct  of  a  banking, 
financing,  or  similar  business, 

“(C)  received  from  a  corporation  in  which  the 
taxpayer  owns  at  least  10  percent  of  the  voting 
stock,  or 

“(D)  received  on  obligations  acquired  as  a 
result  of  the  disposition  of  a  trade  or  business 
actively  conducted  by  the  taxpayer  in  a  foreign 
country  or  possession  of  the  United  States  or  as  a 
result  of  the  disposition  of  stock  or  obligations  of  a 
corporation  in  which  the  taxpayer  owned  at  least 
10  percent  of  the  voting  stock. 

“(3)  Overall  limitation  not  to  apply. — The 
limitation  provided  by  subsection  (a)(2)  shall  not  ap¬ 
ply  with  respect  to  the  interest  income  described  in  para¬ 
graph  (2).  The  Secretary  or  his  delegate  shall  by 
regulations  prescribe  the  manner  of  application  of  sub¬ 
section  (e)  with  respect  to  cases  in  which  the  limitation 
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provided  by  subsection  (a)(2)  applies  with  respect 
to  income  other  than  the  interest  income  described  in  para¬ 
graph  (2). 

“(4)  Transitional  rules  for  carrybacks  and 

CARRYOVERS. — 

“(A)  Carrybacks  to  years  prior  to  reve¬ 
nue  act  OF  1962. — Where,  under  the  provisions 
of  subsection  (d),  taxes  (i)  paid  or  accrued  to  ami 
foreign  country  or  possession  of  the  United  States 
in  any  taxable  year  beginning  after  the  date  of  the 
enactment  of  the  Revenue  Act  of  1962  are  deemed 
(ii)  paid  or  accrued  in  one  or  more  taxable  years 
beginning  on  or  before  the  date  of  enactment  of  the 
Revenue  Act  of  1962,  the  amount  of  such  taxes 
deemed  paid  or  accrued  shall  be  determined  without 
regard  to  the  provisions  of  this  subsection.  To  the 
extent  the  taxes  paid  or  accrued  to  a  foreign  country 
or  possession  of  the  United  States  in  any  taxable 
year  described  in  clause  (i)  are  not,  with  the  appli¬ 
cation  of  the  preceding  sentence,  deemed  paid  or 
accrued  in  any  taxable  year  described  in  clause  (ii) , 
such  taxes  shall,  for  purposes  of  applying  subsection 
(d),  be  deemed  paid  or  accrued  in  a  taxable  year 
beginning  after  the  date  of  the  enactment  of  the 
Revenue  Act  of  1962,  with  respect  to  interest 
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income  described  in  paragraph  (2),  and  with  re¬ 
spect  to  income  other  than  interest  income  described 
in  paragraph  (2),  in  the  same  ratios  as  the  amount 
of  such  taxes  paid  or  accrued  with  respect  to  inter¬ 
est  income  described  in  paragraph  (2),  and  the 
amount  of  such  taxes  paid  or  accrued  with  respect  to 
income  other  than  interest  income  described  in 
paragraph  (2),  respective Ig,  bear  to  the  tot  at 
amount  of  such  taxes  paid  or  accrued  to  such  foreign 
country  or  possession  of  the  United  States. 

“(B)  Carryovers  to  years  after  reve¬ 
nue  act  OF  1062. — Where,  under  the  provisions  of 
subsection  ( d) ,  taxes  (i)  paid  or  accrued  to  ani)  for¬ 
eign  country  or  possession  of  the  United  States  in 
any  taxable  year  beginning  on  or  before  the  date 
of  the  enactment  of  the  Revenue  Act  of  1962  are 
deemed  (ii)  paid  or  accrued  in  one  or  more  taxable 
years  beginning  after  the  date  of  the  enactment  of 
the  Revenue  Act  of  1962,  the  amount  of  such  taxes 
deemed  paid  or  accrued  in  any  year  described  in 
clause  (ii)  shall,  with  respect  to  interest  income 
described  in  paragraph  (2),  be  an  amount  which 
bears  the  same  ratio  to  the  amount  of  such  taxes 
deemed  paid  or  accrued  as  the  amount  of  the  taxes 
paid  or  accrued  to  such  foreign  country  or  possession 
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for  such  year  with  respect  to  i?iterest  income  de¬ 
scribed  in  paragraph  (2)  bears  to  the  total  amount 
of  the  taxes  paid  or  accrued  to  such  foreign  country 
or  possession  for  such  gear;  and  the  amount  of  such 
taxes  deemed  paid  or  accrued  in  any  year  described 
in  clause  (ii)  with  respect  to  income  other  than 
interest  income  described  in  paragraph  ( 2 )  shall 
be  an  amount  which  bears  the  same  ratio  to  the 
amount  of  such  taxes  deemed  paid  or  accrued  for 
such  year  as  the  amount  of  taxes  paid  or  accrued 
to  such  foreign  country  or  possession  for  such  year 
with  respect  to  income  other  than  interest  income 
described  in  paragraph  (2)  bears  to  the  total 
amount  of  the  taxes  paid  or  accrued  to  such  for¬ 
eign  country  or  possession  for  such  year .” 

(b)  Effective  Date. — The  amendments  made  by 
subsection  (a)  shall  apply  with  respect  to  taxable  year's 
beginning  after  the  date  of  the  enactment  of  this  Act,  but 
only  with  respect  to  interest  residting  from  transactions  con¬ 
summated  after  April  2,  1962. 
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SEC.  (122)13  11.  EARNED  INCOME  FROM  SOURCES  WITH¬ 
OUT  THE  UNITED  STATES. 

(a)  Limitation  on  Amount  and  Type  of  Income 
Excluded. — Section  911  (relating  to  earned  income  from 
sources  without  the  United  States)  is  amended  to  read  as 
follows : 

“SEC.  911.  EARNED  INCOME  FROM  SOURCES  WITHOUT 
THE  UNITED  STATES. 

“  (a)  General  Kule. — The  following  items  shall  not 
i>e  included  in  gross  income  and  shall  he  exempt  from  taxa¬ 
tion  under  this  subtitle: 

“(1)  Bona  fide  resident  of  foreign  coun¬ 
try. — In  the  case  of  an  individual  citizen  of  the  United 
States  who  establishes  to  the  satisfaction  of  the  Secre¬ 
tary  or  his  delegate  that  he  has  been  a  bona  fide  resident 
of  a  foreign  country  or  countries  for  an  uninterrupted 
period  which  includes  an  entire  taxable  }7ear,  amounts 
received  from  sources  without  the  United  States  (except 
amounts  paid  by  the  United  States  or  any  agency  there¬ 
of)  which  constitute  earned  income  attributable  to  serv- 
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ices  performed  during  such  uninterrupted  period.  The 
amount  excluded  under  this  paragraph  for  any  taxable 
year  shall  be  computed  by  applying  the  special  rules 
contained  in  subsection  (c). 

“(2)  Presence  in  foreign  country  for  17 
months. — In  the  case  of  an  individual  citizen  of  the 
United  States  who  during  any  period  of  18  consecutive 
months  is  present  in  a  foreign  country  or  countries  dur¬ 
ing  at  least  510  full  days  in  such  period,  amounts  re¬ 
ceived  from  sources  without  the  United  States  (except 
amounts  paid  by  the  United  States  or  any  agency 
thereof)  which  constitute  earned  income  attributable  to 
services  performed  during  such  18-month  period.  The 
amount  excluded  under  this  paragraph  for  any  taxable 
year  shall  be  computed  by  applying  the  special  rules 
contained  in  subsection  (c) . 

An  individual  shall  not  be  allowed,  as  a  deduction  from  his 
gross  income,  any  deductions  (other  than  those  allowed  by 
section  151,  relating  to  personal  exemptions)  properly  allo¬ 
cable  to  or  chargeable  against  amounts  excluded  from  gross 
income  under  this  subsection. 

“(b)  Definition  of  Earned  Income. — Eor  purposes 
of  this  section,  the  term  ‘earned  income’  means  wages,  sal¬ 
aries,  or  professional  fees,  and  other  amounts  received  as 
compensation  for  personal  services  actually  rendered,  but 
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does  not  include  that  part  of  the  compensation  derived  by 
the  taxpayer  for  personal  services  rendered  by  him  to  a 
corporation  which  represents  a  distribution  of  earnings  or 
profits  rather  than  a  reasonable  allowance  as  compensation 
for  the  personal  services  actually  rendered.  In  the  case  of 
a  taxpayer  engaged  in  a  trade  or  business  in  which  both 
personal  services  and  capital  are  material  income-producing 
factors,  under  regulations  prescribed  by  the  Secretary  or  his 
delegate,  a  reasonable  allowance  as  compensation  for  the 
personal  services  rendered  by  the  taxpayer,  not  in  excess  of 
30  percent  of  his  share  of  the  net  profits  of  such  trade  or 
business,  shall  be  considered  as  earned  income. 

“(c)  Special  Rules. — For  purposes  of  computing  the 
amount  excludable  under  subsection  (a) ,  the  following  rules 
shall  apply: 

“  ( 1 )  Limitations  on  amount  of  exclusion. — 
The  amount  excluded  from  the  gross  income  of  an 
individual  under  subsection  (a)  for  any  taxable  year 
shall  not  exceed  an  amount  which  shall  be  computed  on 
a  daily  basis  at  an  annual  rate  of — 

“(A)  except  as  provided  in  subparagraph  (B), 
$20,000  in  the  case  of  an  individual  who  qualifies 
under  subsection  (a) ,  or 

“(B)  $35,000  in  the  case  of  an  individual  who 
qualifies  under  subsection  (a)  (1),  but  only  with 
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respect  to  that  portion  of  such  taxable  year  occurring 
after  such  individual  has  been  a  bona  fide  resident 
of  a  foreign  country  or  countries  for  an  uninterrupted 
period  of  3  consecutive  years. 

“  ( 2 )  Attribution  to  year  in  which  services 
are  performed. — For  purposes  of  applying  paragraph 
( 1 ) ,  amounts  received  shall  he  considered  received  in 
the  taxable  year  in  which  the  services  to  which  the 
amounts  are  attributable  are  performed. 

“(3)  Treatment  of  community  income. — In 
applying  paragraph  (1)  with  respect  to  amounts  re¬ 
ceived  for  services  performed  by  a  husband  or  wife 
which  are  community  income  under  community  prop¬ 
erty  laws  applicable  to  such  income,  the  aggregate 
amount  excludable  under  subsection  (a)  from  the  gross 
income  of  such  husband  and  wife  shall  equal  the  amount 
which  would  he  excludable  if  such  amounts  did  not  con¬ 
stitute  such  community  income. 

“(4)  Requirement  as  to  time  of  receipt. — 
No  amount  received  after  the  close  of  the  taxable  year 
following  the  taxable  year  in  which  the  services  to  which 
the  amounts  are  attributable  are  performed  may  be  ex¬ 
cluded  under  subsection  (a) . 

“(5)  Certain  amounts  not  excludable. — No 
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“  (A)  received  as  a  pension  or  annuity,  or 
“(B)  included  in  gross  income  by  reason  of 
section  402  (b)  (relating  to  taxability  of  benefi¬ 
ciary  of  non-exempt  trust) ,  section  403  (c)  (relat¬ 
ing  to  taxability  of  beneficiary  under  a  non-quali- 
fied  annuity),  or  section  403(d)  (relating  to 
taxability  of  beneficiary  under  certain  forfeitable 
contracts  purchased  by  exempt  organizations), 
may  be  excluded  under  subsection  (a) . 

(123)‘Y^V  Test  of  bona  fide  residence. — A  state¬ 
ment  by  an  individual  /rho  has  earned  income  from, 


sources  within  a  foreign  country  to  the  authorities  of  that 
country  that  he  is  not  a  resident  of  that  country ,  if  he  is 
held  not  subject  as  a  resident  of  that  country  to  the 


income  tax  of  that  country  by  its  authorities  with  respect 
to  such  earnings,  shall  be  conclusive  evidence  with  respect 
to  such  earnings  that  he  is  not  a  bona  fide  resident  of  that 
country  for  purposes  of  subsection  (a)(1). 

(124)‘Y  7)  Certain  noncash  re  mu  n  era  tion. — If  an 
individual  who  qualifies  under  subsection  (a)(1)  receives 
compensation  from  sources  without  the  United  States 
(except  from  the  United  States  or  any  agency  thereof)  in 
the  form  of  the  right  to  use  property  or  facilities,  the 
limitation  under  paragraph  (1 )  applicable  with  respect 
to  such  individual — 
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“(A)  for  a  taxable  year  ending  in  1963,  shall 
be  increased  by  an  amount  equal  to  the  amount  of 
such  compensation  so  received  during  such  taxable 
year; 

“( B)  for  a  taxable  year  ending  in  1964,  shall 
be  increased  by  an  amount  equal  to  two-thirds  of 
such  compensation  so  received  during  such  taxable 
year;  and 

“(C)  for  a  taxable  year  ending  in  1965,  shall 
be  increased  by  an  amount  equal  to  one-third  of  such 
compensation  so  received  during  such  taxable  year. 
“(d)  Cross  References  — 

“For  administrative  and  penal  provisions  relating  to 
the  exclusion  provided  for  in  this  section,  see  sections 
6001, 6011,  6012(c),  and  the  other  provisions  of  subtitle  F.” 

(b)  Computation  of  Employees’  Contribu¬ 
tions. — Section  72  (f)  (relating  to  special  rules  for  comput¬ 
ing  employees’  contributions)  is  amended  by  adding  after 
paragraph  (2)  the  following  new  sentences: 

“Paragraph  (2)  shall  not  apply  to  amounts  which  were 
contributed  by  the  employer  after  December  31,  1962,  and 
which  would  not  have  been  includible  in  the  gross  income  of 
the  employee  by  reason  of  the  application  of  section  911  if 
such  amounts  had  been  paid  directly  to  the  employee  at  the 
time  of  contribution.  The  preceding  sentence  shall  not  apply 
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to  amounts  which  were  contributed  by  the  employer,  as  de¬ 
termined  under  regulations  prescribed  by  the  Secretary  or  his 
delegate,  to  provide  pension  or  annuity  credits,  to  the  extent 
such  credits  are  attributable  to  services  performed  before 
January  1,  1963,  and  are  provided  pursuant  to  pension  or 
annuity  plan  provisions  in  existence  on  March  12,  1962, 
and  on  that  date  applicable  to  such  services.” 

(125)-fef  Effective  UsTm — 

-fl-f  J*  ocneral. — Except  as  provided  in  para¬ 
graph  the  amendments  made  by  this  section  shah 
apply  to  taxable  years  ending  alter  December  3D  -IhhA 
Amendments  to  section  sch-- — hbe  amend¬ 


ment  made  by  snhseetion  -(a)-  shah  apply  only  with 
respeet  to  amounts  received  after  December  3D  4-933- 


and  which  are 


either  le¬ 


ader  sneh  date7  or 
-(D)-  services  performed  on  or  before  sneh  date^ 
but  only  if  on  March  43r  49637  there 
no  right 


receive  such  amounts. 


(c)  Effective  Dates  — 

(1)  Amendment  to  section  oil. — The  amend¬ 
ment  made  by  subsection  (a)  ska//  apply  to  taxable 
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years  endin')  after  September  4,  1962 ,  but  only  with 
respect  to  amounts — 

(A)  received  after  March  12,  1962,  which 
are  attributable  to  services  performed,  after  Decem¬ 
ber  31,  1962,  or 

(B)  received  after  December  31,  1962,  which 
are  attributable  to  services  performed  on  or  before 
December  31,  1962,  unless  on  March  12,  1962, 
there  existed  a  light  (whether  forfeitable  or  non¬ 
forfeitable)  to  receive  such  amounts. 

(2)  Amendment  to  section  72(f)- — The  amend¬ 
ment  made  by  subsection  (b)  shall  apply  to  taxable 
years  ending  after  December  31,  1962. 

(126)SECt  14,  CONTROLLED  FOREIGN  CORPORATIONS. 

-(ft)-  In  General. — 44trt  444  of  sahehaptcr  of  chapter 
1-  (relating  to  income  from  sources  -without  the  44nitcd 
States)  is  amended  by  adding  at  the  end  thereof  the  fehew- 
mg  new  subpart : 

“Subpart  F — Gontrollcd  Foreign  Corporations 


-nSee;  a&G  Amounts  included  in  gross  ineomo  el  United 
Stales  persons, 

Odd,  Sebpart  F  keeme  defined, 

-■See.  fieS,  fewest-inert!  el  earnings  In  nonqualified  property. 
■‘See.  fiefe  Controlled  foreign  corporations. 

-fiSee,  fidd,  -Rules  lee  determining-  sleek  ownership, 

■■■■See'.-  fidd,  E-xei-usion  front  gross  income  el  prev-ionsly  tawed 
earnings  and  profits, 

“Sec.  ddfe  Special  rules  fer  lere-ign  taw  eiedit. 

“See.  fidS,  Adjustments  to  basis  el  sleek  in  controlled  -for¬ 
eign  corporations  and  of  other 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 


145 


m,  AMOUNTS  INCLUDED  IN  CROSS  INCOME  OP 
UNITED  STATES  PERSONS. 

“-fa)-  -Amounts  -Included — 

fef  general. — If  a  foreign  corporation  is  a 
controlled  corporation  on  any  day  of  a  taxable  year  be¬ 
ginning  after  December  3U  -196-2,  every  United  States 
person  -{as  defined  in  section  -77-01  (a)  (30) )  who  owns 
-fwltliiri  the  meaning  of  section  955(a) )  stoefi  in  snefi 
corporation  on  tfie  last  dayj  in  snefi  year;  on  which  snefi 
eor-poration  is  a  controlled  foreign  corporation  shall  in¬ 
clude  in  his  gross  income,  for  his  taxable  year  in  which 
or  with  which  snefi  taxable  year  of  tfie  corporation 
ends — 

“  (A)  his  pro  rata  share  -(determined  nndcr 
paragraph  -(fi) )  of  tfie  corporation’s  snbpart  ¥ 
income  for  snefi  year,  and 

~(-B)  fils  pro  rata  share  -{determined  under 
section  953  (a)  (2) )  of  the  corporation’s  increase 
in  earnings  invested  in  nonqualified  property  for 
such  year  (but  only  to  tfie  extent  not  excluded 
from  gross  income  under  section  956  (a)  (2) ) . 

5i-f - )  DftO  RATA  SHARE  OP  SUBPART  P  INCOME. — 
hfie  pro  rata  share  referred  to  in  paragraph  (4)  (A) 
in  the  ease  of  any  United  States  person  is  tfie  amount — 
-‘--{A-)-  w-lnefi  w7ould  have  been  distributed  with 


H.R.  10650 - 10 
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respect  to  the  stoek  which  sueb  perse*  ewes  (wit-h- 
m  the  meaning  of  scetiee  955  (a)  -)  in  sneh  cor- 
poratien  if  en  the  last  day?  in  its  taxable  year?  en 
which  the  corporatien  is  a  controlled  foreign  eor- 
p oration  it  had  distributed  pro  rata  to  its  share¬ 
holders  an  amount  (!)  which  hears  the  same  ratio 
to  hs  subpart  1?  income  for  the  taxable  ye  ary  as 
-(h-)-  the  part  of  sneh  year  during  whieh  the  eerpera- 
De**  jg  ft  controlled  foreign  eerp oration  hears  to  the 
entire  year;  reduced  by 

“  (-!»)■  the  amount  of  any  distribution  received 
by  any  other  United  States  person  during  such 
year  as  a  dividend  with  respeet  to  sneh  stoekr 
“  (-gf  Limitation  on  amount  op  use  rata 

SHARE  OP  INVESTMENT  iN  NONQUALIFIED  PBOPERT-¥ 

included  in  GROSS  INCOME; — Uor  purposes  of  para¬ 
graph  (1)  (&)-,  the  pro  rata  share  of  any  United  States 
person  in  the  increase  of  the  earnings  of  a  controlled 
foreign  corporation  invested  in  nonqualified  property 
shah  not  exceed  an  amount  (A)  which  bears  the  same 
ratio  to  his  pro  rata  share  of  sneh  increase  -(as  deter¬ 
mined  under  section  953  (a)  (h) )  for  the  taxable 
year?  as  -fU}-  the  part  of  sneh  year  during  which  the 
corporation  is  a  controlled  foreign  corporation  bears  to 
the  entire  year? 
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£Lffe)-  fe&s-  -Than  40-Pebcent  O-wnebbhip. — Fo  per¬ 
son  sfeall  fee  required  to  include  any  amount  in  gross  ineomc 
ander  sufeseetion  -faf  unless  fee  ean  fee  considered,  fey  apply 
mg  tfee  rules  of  ownership  of  scetion  955-(fe)  as  owning, 
directly  or  indireetlyy  en  any  day  during  tfee  taxable  year 
ef  tfee  eerporatien  en  wfeiefe  it  was  a  controlled  foreign  cor¬ 
poration,  40  percent  or  more  of  tfee  total  eemfeined  ¥oting 
power  of  all  classes  of  stock,  or  of  tfee  total  value  of  shares 
of  all  classes  of  stocky  of  suefe  corporation. 

iLfef  Foobbination  With  Feection  of  a  Fobeign 

INVESTMENT  COMPANY  Po  FlSTBIBUTE  INCOME. — A 
States  person  wfeoy  for  feis  tax-afele  yeary  is  a  qualified 
-{witfein  tfee  meaning  of  section  -4247  (e) )  of  a 
foreign  investment  company  with  respect  to  wldefe  an  elec¬ 
tion  under  section  4-247  is  in  effect  shall  not  fee  required  to 
include  in  gross  income,  for  such  taxable  yeary  sufepart  F 
income  of  suefe  company; 

-SEC.  SUBPARF  F  INCOME  DEFINED. 


£f-faf  In  General. — 

li-f4)  Items  -taken  into  account. — For  purposes 
of  tfeis  sufepart,  tfee  term  ‘sufepart  F  income’  means,  in 
tfee  case  of  any  controlled  foreign  corporation^  tfee  sum 

of — 
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“  (  A)  income  derived  from  insurance  of  United 
States  risks  -(as  determined  under  subscetion  (h)-)-? 

income  from  United  States  patents^ 
copyrights?  and  exclusive  formulas  and  processes 

-  (G)-  tke  net  foreign  base  company  income 
-{as  determined  under  subsection  -fdf-)-?  except  that 
tins  subparagraph  shad  apply  only  in  tke  ease  of  a 
controlled  foreign  corporation  in  which  k  or  fewer 
United  States  persons  own?  by  applying  the  rules  of 
ownership  of  section  055-(b)  more  than  §0  percent 
of  the  total  combined  voting  power  of  all  classes  of 
stock  entitled  to  voter 


OP  UN-ITED 


INC0ME-- 


Subpart  ¥  ineome  does  not  include  any  hern  h 
in  gross  income  under  this  chapter  ■  (other  than  this  sub- 
part)  as  income  derived  from  sources  within  the  United 
States  of  a  foreign  corporation  engaged  in  trade  or 
business  in  the  United  Statesr 

—  (3-).  XJUt  TO  EXCEED  EARNINGS  AND  PROPITSr — 
Uhe  subpart  ¥  income  of  any  controlled  foreign  corpora¬ 
tion  for  any  taxable  year  shall  not  exceed  the  earnings 
and  profits  of  sueb  corporation  for  such  yearr 
“  (h)-  Income  From  Insurance  of  United  States 
Risks. — 
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General  rueE; — 41  a  controlled  foreign  cor¬ 
poration  receives  faemums  or  ether  consideration  in 
■respect  ef  any  reinsurance  or  the  issuing  of  any  insurance 
or  annuity  contract — 

~(-^f  i»  connection  w4th  property  bp  or  resi¬ 
dents  olj  the  Ignited  States,  or 

"  (-B)-  in  connection  with  property  not  bg  or 
nonresidents  efj  the  44nitod  States  as  the  result  of 
any  arrangement  whereby  another  corporation  re¬ 
ceives  a  substantially  equal  amount  of  premiums  or 
other  consideration  in  respect  of  any  reinsurance  or 
the  issuing  of  any  insurance  or  annuity  contract  in 
connection  with  property  by  or  residents  ofj  the 


United  States, 

then  for  purposes  of  subsection  -(a)  (1)  (A)  the  term 
^income  derived  from  the  insurance  of  United  States 
risks1  means  that  income  which  -(subject  to  the  modifi¬ 
cations  provided  by  subparagraphs  -fA-)  7  -(44)^  and  -(U)- 
of  paragraph  -(2) )  would  be  taxed  under  subchapter  4j 
of  this  chapter  if  sueh  corporation  were  a  domestic 
corporation; 

--(2)  Special  rules. — 4br  purposes  of  paragraph 

to- 

—(A)  4n  the  application  of  part  4  of  subchapter 
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If  life  insurance  company  taxable  income  is  the 
gain  from  operations  as  defined  in  section  809-(b)-r 
“-(Df  A  corporation  whieh  wouhf  if  it  were  a 
domestic  corporation^  be  taxable  under  part  H  of 
sub  chapter  L  shad  apply  paragraph  -ftf  as  if  it 
were  taxable  under  part  HI  of  sub  chapter  D 

“  (C)  The  following  provisions  of  subchapter  L 
shall  not  apply-: 

--(if  Section  809(d)  (4f  (operations  loss 


deduction)-. 

^-fiif-  Scetion  809  (d)-(5f  (eertain  non- 
participating  contracts)  t 

i^iiif  Seetion  809 -(fiHfo  -fa***?  ^ 
accident^  and  health  insuraneefr 

“  (iv-f  Scetion  809  (dfflOf  (small  business 
deduction)-? 

“  (vf  Section  8I7-(bf  (gain  on  property 
held  on  December  dfe  19 087  and  eertain  sub¬ 
stituted  property  acquired  after  1958)-. 

--fvif  Scetion  832  (b  )■(£■)■  (eertain  capital 
losses)-.- 

‘-(D)-  -Gross  amount-  to  the  extent  provided  in 
section  809  (e)-  -(If  and  -(Sfy  less  ‘increase  in 
eertain  reserves’  as  defined  in  scetion  809-(-d-)-~(2f7 
and  ‘premiums  earned*  as  defined  in  scetion  832  (b) 
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-f4f  shah  be  taken  into  account  only  to  the  extent 
they  are  in  respect  ef  any  reinsurance  er  the  issuing 
el  any  reinsurance  er  the  issuing  el  any  insurance 
er  annuity  contract  dcscrifecd  in  paragraph  -(4-)- T 
“  (E)  Ah  items  el  income  -{ether  than  those 
taken  into  account  under  subparagraph  -(14)-)-  and 
ah  items  el  expenses,  losses;  and  deductions  shah 


tions  prescribed  fey  the 
^^fe)-  Income  -From  Unite© 


under  regula- 
y  er  his  delegate. 
Fa-tent©;  For  3T 


riuu-t©7  an©  Exclusive  -Formulas  an©  Frocebbest- 
“-(A)  General  rule. — For  piirposes  el 
-fa)  -(-1)  -fB) ,  the  term  -income  Irem  United  States 
patents,  copyright S;  and  exclusive  formulas  and  proc¬ 
esses^  means  the  amount  el  gross  rentals,  royalties,  m 
other  income  derived  from  the  heense,  sufeheensc;  safes 
exchange;  use7  er  other  means  of  exploitation  el  patents-; 
copyrights,  and  exclusive  formulas  and  processes — 

-“-(A)-  substantially  developed;  created,  cr  pro¬ 
duced  in  the  United  States,  er 

-(E)  acquired  from  any  United  States  person 
which;  directly  er  indirectly,  owns  er  controls,  er 
is  owned  er  controlled  fey;  er  is  under  common 
er  control  with,  the  controlled  foreign 


corp  oration,- 
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less  the  eest  and  expense  allowanee  defined  in  para¬ 
graph 

CqST  axb  expense  allowance? — An  ab 
lowanee  shah  he  madn  in  accordance  with  regulations 
prescribed  by  the  Secretary  or  bis  delegate^  fer  ordinary 


and  necessary  expenses  incurred  by  the  controlled  foreign 
corporation  in  the  receipt  er  production  ef  the  income 
described  in  paragraph  including  taxes  and  any 

amortization  er  depreciation  ef  the  cost  te  such  corpo¬ 
ration  ef  sued  property  er  rights  described  in  paragraph 
-f4|7  but  net  including  any  production  manufacturingj 
er  similar  expenses  incurred  in  the  use  er  other  means 
ef  exploitation  ef  such  property  er  rights? 

“  (-3)-  Bftehmination  of  income  from  fse? — 
5%e  income  from  use  er  other  means  ef  exploitation  by 
the  controlled  foreign  corporation  ef  the  property  er 
right  described  in  paragraph  -(d-f  shah  be  the  amount 
which  would  be  obtained  as  a  gross  rent-  royalty^  er 
ether  payment  in  an  arrms  length  transaction  with  an 
unrelated  person  fer  similar  use  er  exploitation  ef  the 
property  er  right? 

“  (d)  Aft  Boeeion  Base  Company  Income? — Ber 
purposes  ef  subscetien  (a)  (1)  (C)T  the  term  diet  foreign 

“  (4)-  the  foreign  base  company  income  fer  the  tax- 
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able  year,  determine!  under  subsection  -(e)-;  reduced 

fey 

^2)-  the  increase  iu  investment  iu  qualified  prop¬ 
erty  iu  less  developed  countries  for  the  taxable  year, 
determined  under  subsection  -(f)-r 
li-fe}-  Foreign  Base  Company  Income? — 

In  general. — bor  purposes  el  subscctiou 
-(d)  -(4~)-7  tbc  term  foreign  base  company  income’  mesas 
tbe  foreign  personal  holding  company  income  -fas  de¬ 
fined  m  section  553-)-  for  tbe  taxable  year;  modified  and 
adjusted  as  provided  in  tbis  subsection. 

“(2)  Certain  sales  income  included. — bhe 
term  -foreign  base  company  income-  includes  foreign 
base  company  sales  income  ifi  for  tbe  taxable  year;  such 
income  is  equal  to  at  least  20  percent  of  tbe  gross  income 
of  tbe  foreign  corporation  -(not  ineluding  for  tbis  purpose 
other  foreign  base  company  ineomc  under  this  subsec¬ 
tion)^  Cor  purposes  of  this  paragraph,  tbe  term  ‘foreign 
base  company  sales  income1  means  income  (whether  m 
tbe  form  of  profits,-  commissions;  fees;  or  otherwise )- 
derived  in  connection  with  tbe  purchase  of  personal 
property  from  a  related  person  and  its  sale  to  any  per¬ 
son;  or  tbe  purchase  of  personal  property  from  any 
person  and  its  sale  to  a  related  person;  where — 

“  (A)  tbe  property  which  is  purchased  is  manu- 
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factured,  producedy  grown?  or  extracted 
the  country  under  the  laws  e!  winch  the  controlled 
foreign  corporation  is  created  or  organized,  and 

(B)-  the  property  is  sold  for  usey  consumption^ 
or  disposition  outside  sueh  foreign  country? 

Uer  purposes  of  the  preceding  senteneey  a  person  is  a 
related  person  with  respect  to  the  controlled  foreign 
corporation  if  lay  directly  or  i-ndireetlyy  owns  or  een- 
trolsy  or  is  owned  or  controlled  hyy  or  is  under  connnnn 
ownership  or  control  withy  the  controlled  foreign 
eorp  oration 

Ren-t-s  include©  without  beg abb  to  ao- 
i>ebcent  limitation. — All  rents  shall  fee  included  in 


foreign  fease  company  income  without  regard  to  whether 
or  not  sueh  rents  constitute  more  than  50  percent  of 
gross  income-? 

“(4f  Insurance  an©  patent  income  ex- 
cludb©? — 4he  term  -foreign  hase  company  income’  does 
not  inelude  any  income  derived  from  insurance  of  United 
States  risks  -(as  determined  under  subsection  -fb)-)-  or 
ineeme  from  United  States  patentsy  copyrights;  and  ex- 
elusive  formulas  and  processes  -(as  determined  under 
subsection  (e)-)-? 

“  (5)  Incomer  oe  oebtai-n  banks  an©  bank- 
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CONTROLLED  OORrORATIONS  -E-XCLUDED. — Fbe  term 
base  eompany  income’  dees  net  include — 

“  (A)  the  income  el  any  corporation  de¬ 
scribed  in  section  552  (b)  -(relating  te  excep¬ 
tion  lor  banks  and  exempt  corporations) ,  er- 
--(B)-  the  income  el  any  foreign  eerporatien 
il  50  percent  er  more  el  the  lair  market  value  el 
its  outstanding  steek  is  owned  direetly  er  indirectly 
by  a  domestic  eerporation  wbieb  is  either  ergan- 
ked  nnder  section  25  (a)  el  the  federal  Be  serve 
Act  -ft2  44.S.G.7  sees.  611  6-3-1- ) er  has  an  agree¬ 
ment  er  understanding  with  the  Beard  el  Ofovcr- 
ners  el  the  Federal  Reserve  System  under  section 
25  el  the  Federal  Reserve  Act  -{4-2  F.S.G.,  sees: 
601-  604) ,  il  ad  el  the  stock  (except  quadlying 
el  the  domestic  corporation  is  owned  bv  a 


national  er  State  bank  which  is  a  member  el  the 
Federal  Reserve  System? 

“  (6)  Special  e-fee  where  foreign  base  gom- 


rANY 


IS  LESS  THAN  -SO 


OR  MORE 


THAN  RO  rERCENT  OF  GROSS  INCOME: — Fer 
el  this  subsection — 

-“-(-A-)-  41  the  foreign  base  company  income 
without  regard  to  paragraph  -(7-{) 
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is  less  than  20  percent  el  gross  income7  no  perl  of 
Ike  gross  income  e!  Ike  taxable  year  skull  ke 
treated  as  foreign  base  company  incomer 

‘-(B)  41  tke  foreign  base  company  income 
(determined:  without  regard  to  paragraph  -fTf)- 
esceods  80  percent  of  gross  income-, ■  tke  entire 
gross  income  of  tke  taxable  year  shall  be  taken 
into  account  in  determining  foreign  base  company 
income. 


U 


Of 


TO  BE  TAKEN  UX-TO  AU- 
COUNT. — 4-ke  foreign  base  company  income  for  tke  tax- 
able  year  shad  ke  reduced  so  as  to  take  into  account 

%J 

deductions  -(including  taxes)-  properly  akeeahle  to  snek 


income  .- 


Property  in  Less 


^(ff  INVESTMENT  TN 

Developed  Countries — 

^^-fk)-  General  rule. — Bor  purposes  of  subsection 
(d)  (2)  7  tke  increase  in  investment  in  qualified  property 
in  less  developed  countries  for  any  taxable  year  is  tke 
amount  by  which — 

k(A)  tke  aggregate  amount  of  property  de¬ 
scribed  in  sections  953  (b)  (2)  -(Of  and  -{Hf  and 
property  -(including  money)-  which  is  located  out¬ 
side  tke  United  States  and  is  ordinary  and  necessary 
for  tke  active  conduct  of  a  qualified  trade  or  business 
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described  in  section  953-fb)  (3)  (A)  (iif  held  at 
tbc  dose  of  tbe  taxable  year,  exceeds 

^B)-  tbe  aggregate  amount  of  property  de¬ 
scribed  in  subparagraph  -(Af  held  at  tbe  dose  of 
tbe  preceding  taxable  year. 

“  (2)  INVESTMENTS  AFTER  CLOSE  OF  -YEAR. — 
binder  regulations  prescribed  by  tbe  Secretary  or  bis 
delegate,  a  controlled  foreign  corporation  may  elect  to 
make  tbe  determinations  under  subparagraphs  -(A)- 
aed  -(B)-  of  paragraph  -(4)-  as  of  tbe  dose  of  tbe  45th 
day  after  tbe  dose  of  each  taxable  yearr 

“  (3)  Amount  attributable  to  property. — 
The  amount  taken  into  account  under  paragraph  -(4)- 
with  respect  to  any  property  shall  be  its  adjusted  basisy 
reduced  by  any  liability  to  which  tbe  property  is  subjects 
^SEU  953,  INVESTMENT  OF  EARNINGS  IN  NONQUALIFIED 
FRQFER-T-Y. 

^(a)-  General  Rules. — Bor  purposes  of  this  subpart — 
on  Amount  op  investment. — Rbe  amount  of 
earnings  of  a  controlled  foreign  corporation  invested  in 
nonqualified  property  at  tbe  close  of  any  taxable  year 
is  tbe  aggregate  amount  of  such  property  held  at  tbe 
close  of  tbe  taxable  year,-  to  tbe  extent  such  amount 
does  not  exceed  tbe  sum  of  (A)  tbe  earnings  and  profits 
for  tbe  taxable  yeary  and  -(Bf  tbe  earnings  and  profits 
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for  prior  taxable  years  beginning  alter 

Pro  rata  share  or  inorea&e  ror  aeaiu— 


In  thn  ease  el  any  United 


p  tbe  pro  rata 


share  el  tbe  increase  ler  any  taxable  year  in  tbe  earn¬ 
ings  el  a  controlled  foreign  corporation  invested  in  a 
nonqualified  property  is  tbe  amount  determined  by  sub¬ 
tracting — 

‘-(-A)-  bis  pro  rata  share  ef  tbe  amount  deter- 
mined  under  paragraph  -(b)-  for  tbe  dose  ef  tbe 
preceding  taxable  year,  reduced  by  amounts  paid 
during  tbe  taxable  year  to  which  section  956  (c)-(-t-f 
appliesy  from 

bis  pro  rata  share  el  tbe  amount  deter¬ 
mined  under  paragraph  -(b)-  ler  tbe  close  el  tbe 
taxable  year? 

“-(-g -)-  A  MOUNT  ATTRIBUTABLE  TO  PROPERTY- — 
bhe  amount  taken  into  account  under  paragraph  -(b)-  er 
-(b)-  with  respect  to  any  property  shah  be  its  adjusted 
basis,  redueed  by  any  liability  to  whieb  tbe  property 
is  subject.- 

^■(b)-  Nonqualified  Property-  Uerunriu — Per  pur¬ 
poses  el  this  subpart — 


u 


Of 


RULE: — bbe  term  ‘nonqualified 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 


159 


property’  means  any  money  or  other  property  -(tangible 
or  intangible)  acquired  after  December  34?  4932, 
which  is  net  qualified  property. 

Qualified  property. — The  term  -qualified 
property’  means — 

“  (  A)  Any  money  or  ether  property  whieh  is 
leeated  outside  the  -United  States  and  is  ordinary 
and  ncecssary  for  the  aetree  conduct  of  a  qualified 
trade  or  business  -(as  determined  under  paragraph 
-(-3) )  earried  on  by  the  controlled  foreign  eorpora- 
tion.- 


--(B)-  -Property  which  would  qualify  under  sub¬ 
paragraph  -fAf  except  for  the  fact  that  it  is  leeated 
in  the  United  States,  but  only  if  such  property  is — 
iLfif  obligations  of  the  United  States? 
money,  or  deposits  with  persons  carrying  on 


“-(ii)  property  purchased  in  the  United 
States  for  export  to?  or  for  use  in?  foreign 
countries ;  or 

“  (iii)  any  loan  arising  in  connection  with 
the  sale  of  property  if  the  amount  of  such  loan 
outstanding  at  no  time  daring  the  taxable  year 
execcds  the  amount  whieh  would  be  ordinary 
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and  necessary  la  carry  an  tbe  trade  ar  business 
at  bath  the  lending  eorporatian  and  the  barmw¬ 
ing  United  States  persan  bad  tbe  sale  beef- 
made  between  nnrelated  per  sonar 
-■(G)-  Stock  awned  by  tbe  controlled  foreign 
corporation  in  another  controlled  foreign  corpora-- 
tian  in  wbieb  it  owns  at  least  40  percent  af  tbe  bal¬ 
ing  stack  and  40  percent  af  tbe  value  af  all  classes  af 
stock  and  in  wbieb  it  together  with  four  ar  fewer 
United  States  persons^  awns7  directly  ar  indirectly, - 
mere  than  §0  percent  af  tbe  voting  stock  (unless 
under  tbe  laws  af  a  less  developed  country  such  per¬ 
centage  af  ownership  is  nat  permitted,  in  which 
ease  such  lesser  percentage  as  is  permitted)-;  but  this 
subparagraph  shall  apply  only  rf — 

^-(i)-  substantially  ah  af  tbe  property  af 
sueh  other  controlled  foreign  corporation  is  or¬ 
dinary  and  necessary  far  tbe  active  conduct  af 
a  trade  ar  business  engaged  in  by  it  almost 
wholly  within  a  less  developed  country  ar 
countries;  and 

“-(41)-  such  other  controlled  foreign  cor¬ 
poration  is  created  ar  organized  under  tbe  laws 
af  one  af  such  countries  in  which  it  is  so  en- 
gagedr 
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Any  investment  which  is  required 
because  el  restrictions  imposed  by  a  loss  developed 
country-;  and  any  investment  which,  when  made, 
was  so  required  and  whieh  would  result  in  substan 
tial  losses  if  withdrawn? 

Qualified  trade  on  business. — 

“-(A-)-  A  trade  or  business  is  a  qualified  trade  or 
business  if  sued  trade  or  business  -for  substantially 
the  same  trade  or  business) — 

iLfi)-  is  carried  on  by  the  controlled  foreign 
corporation  outside  the  United  States  and  has 
been  so  carried  on  by  sued  corporation,  while 
controlled  by  substantially  the  same  United 
States  persons  since  ^December  b-h  400-27  or 
during  the  5  year  period  ending  with  the  dose 
of  the  preceding  taxable  year;  or 

--(ri)  is  carried  on  by  the  controlled  foreign 
corporation  almost,  wholly  within  a  less  devel¬ 
oped  country  or  countries. 

--(Uf  A  trade  or  business  which  is  a  qualified 
trade  or  business  for  a  corporation  in  whieh  the 
controlled  foreign  corporation  owns  at  least  80  per¬ 
cent  of  the  total  combined  voting  power  of  all  classes 
of  stock  entitled  to  vote  and  at  least  80  pereent  of 


H.R.  10650 - 11 
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Ike  total  value  of  all  classes  of  sleek  skull  ke  treated 


ae  ft  puakhek  trade  or  business  lee  ike  controkek 
foreign  corporation  k  seek  percentage  ef  sleek  was 
owned  continuously  since  December  34-j  196-2,  or 
during  ike  5-year  p cried  cnking  willi  Ike  close  ef 

SiTTJB  G¥  OEitTAre  imoPEiemu — Property 
wkiek  is  an  ebkgalien  ok  er  plekges  ank  guarantees 
make  witk  respect  le  obligations  ok  Unit  ok  States  persons 
skak  ke  considered  as  property  located  in  ike  Unitek 
Stales. 

^^54-  kr ESS  DEVELOP-KP  OOUfl-T-B¥  DEFINED - Tke 

term  kess  developed  country-  means  -(in  respect  ef  any 
foreign  corporation)-  any  foreign  country  (otker  tkan 
an  area  within  ike  Sino  Soviet  bloc)  or  any  possession 
of  ike  Unitek  Slates,  witk  respect  to  whiek  on  Ike  first 
kay  of  Ike  taxable  year,-  there  is  in  effect  an  Executive 
erker  ky  ike  President  of  Ike  Unitek  States  kesignating 
suek  country  or  possession  as  an  economically  less  ke- 
velopck  country  for  purposes  of  tkis  subpart-  Eor  pur¬ 
poses  of  Ike  preccking  sentence^  an  oversea  territory? 
department,  pr-ovinee?  or  possession  may  ke  treated  as 
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a  separate  eountry.  No 
this  paragraph  with  respeet  te- 
Australia 

Austria 

Belgium 

Ganada 

Denmark 

Branco 

(Bedcral 


shah  he  made  under 


H-ong  Long 

Italy 

Japan 


Liechtenstein 

Luxembourg 

-Monaeo 

Netherlands 

Norway 

Union  el  South  Africa 
San  Marine 
Sweden 
Switzerland 

-United 


igeGr  854  CONTROLLED  FOREIGN  CORPORATIONS. 


-(a)  General  -Rule. — Bor  purposes  ef  this  subpart, 
the  term  -controlled  fereigs  corporation’  means  any  foreign 
corporation  ef  which  mere  than  eO  percent  ef  the  total  com- 
hined  voting  power  of  ah  Masses  of  stock  entitled  to  vote  is 
owned,  direetly  or  indirectly  -fwithin  the  meaning  of  section 
9bh-(b) hy  United  States  persons  on  any  day  during  the 
taxable  year  of  sueh  foreign  corpora tiem 
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1  (by  Special  Rube  pop  Insurance.  -For  purposes 

2  eely  of  taking  into  aeeount  income  described  in  section 

3  052  (a)  (1)  (A)  (relating  to  income  derived  from  insurance 

4  of  United  Spates  risks)-?  tbe  term  ‘controlled  foreign  corporar- 

5  than  includes  not  only  a  foreign  corporation  as  defined  by 

6  subsection  -(a)-  but  also  one  of  whieh  mere  than  £5  percent 

7  of  tbe  total  combined  voting  power  of  all  classes  of  stock  is 

8  owned?  dircetly  or  indirectly  -(within  the  meaning  of  see- 

9  tien  055  (b) by  United  States  persons  on  any  day  dur- 

10  jog  the  tax-able  year  of  such  corporation?  if  the  gross  amount 

11  of  premiums  or  other  consideration  in  respect  of  reinsurance 

12  of  the  issuing  of  insurance  or  annuity  contracts  in  connee  ■ 

13  tien  with  property  in?  or  residents  of?  the  kinked  States,  ex- 

14  needs  7b  percent  of  the  gross  amount  of  all  premiums  or 

15  other  consideration  in  respect  of  all  risks. 

16  Special  Rule  fob  Certain  Less  Deyelopeb 

17  Countries- — In  the  ease  of  any  foreign  corporation  to 

18  which  section  953  (b)  (2)(C)  applies?  tbe  maximum  pern 

19  eentage  of  ownership  permitted  under  the  laws  of  a  less 

20  dcYcloped  country  shall  be  considered,  in  hen  of  the  more 

21  than  50  percent  requirement  in  subsection  -(a)-?  the  per- 

22  eentage  required  under  subsection  -(a)-  in  order  for  Ore  eer- 

23  poration  to  be  classified  as  a  controlled  foreign  corporation. 
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u 


u 


055,  RULES  EGR  DETERMINING  STOCK  OWNERSHIP. 

ii{af  4^or  Purposes  or  Section  951  (a) . — 

--(4)  General  rure^ — Pw  purposes  of  section 
954(a) ,  stock  owned  means — 

-(Af  stock-  o-wned  directly,-  and 
-(44)-  steak  owned  with  tke  application  of  para 
graph  -f2)-7 

1L(£4)-  S-TOCK  OWNERSHIP  THROUGH  FOREIGN  en¬ 
tities- — Per  purposes  of  subparagraph  -(44)-  el  para¬ 
graph  -(4-)-^  stock  owned,  directly  er  indirectly,  by  er 
for  a  foreign  corporation',  foreign  partnership^  or  foreign 
trust  or  foreign  estate  (wfithin  the  meaning  of  section 
7704  (a)  (31) )  shall  he  considered  as  being  owned  pro- 
bp  its  shareholders,-  partner  or  benefiei- 


ariesT  Stock  considered  to  be  owned  by  a  person  by  rea¬ 
son  of  the  application  of  the  preceding  sentenee  shady  for 
purposes  of  applying  such  sentcnecy  be  treated  as  actually 
owned  by  such  person. 

(d)  Special  rule  for  mutual  insurance 
companies. — her  purposes  of  apphdng  paragraph  -(4) 
in  the  ease  of  0  foreign  mutual  insurance  company^  the 
term  ‘stock-  shad  include  any  certificate  entitling  the 
holder  to  woting  power  in  the  corporation 
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— Bor  purposes  of  sections  994- 
-fk)-}  9k2  (a)  (1)  (£) ,  and  9§4r}  section  31-8-fa)-  -(eclating  to 
constructive  owncrskip  of  stock)-  stall  apply  to  ike  extent 
tkai  tke  effeei  is  to  sukjeei  a  United  States  person  to  the 
requirement  of  seetion  9ff4-(a)-}  to  treat  fi  or  fewer  United 
States  persons  as  owning  mere  tkan  §0  percent  of  all  classes 
of  stock  entitled  to  vote  of  a  controlled  foreign  corporation,- 
or  to  make  a  foreign  corporation  a  controlled  foreign  cor¬ 
poration  under  section  994-}  except — 

“-(1-)  to  applying  paragrapk  (1)  (A)  of  section 
318  (a)  7  stock  owned  ky  a  nonresident  alien  individual 
-fetker  tkan  a  foreign  trnst  or  foreign  estate)-  skak  not 
ke  considered  as  owned  ky  a  citizen  or  ky  a  resident 
alien  individaak 

“-{2-)-  Jn  applying  tke  first  sentence  of  sukpara- 
grapks  -(A)-  and  -(B)-  and  in  applying  danse  -fr)-  of 
sabparagrapk  (C) of  section  318(a)  (2) — 

“■(■A)  if  a  partnership,  estate,  trust}  or  corpora- 
tion  owns,-  directly  or  indirectly  more  tkan  oO  per¬ 
cent  of  tke  total  combined  voting  powder  of  all  classes 
of  stock  entitled  to  vote  of  a  corporation,  it  skak  ke 
considered  as  owning  ak  tke  steek  entitled  to  vote} 
and 

if  a  partnerskip,-  estateT  trust,-  or  corpora¬ 
tion  owns}  directly  or  indirectly}  more  tkan  fiO  per- 
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eent  el  Ike  total  value  el  shares  el  all  classes  el  sleek 
el  a  corporation-  it  shall  he  considered  as  owning 
Ike  total  value  el  all  el  Ike  outstanding  stock  el  seek 
eer-poration.  ¥ke  application  el  tkis  subparagrapk 
shall  net  have  Ike  ekeet  el  increasing  voting  power 
el  a  partner,  beneficiary,  or  shareholder,  lor  pur¬ 
poses  el  subparagrapk  (A) 

■“  (&)  Sleek  owned  ky  a  partnership,  estate,  trustT 
or  eerporation,  ky  reason  el  Ike  appkeatien  el  Ike  second 
sentence  el  subparagraphs  -(A)-  and  -(&)  ?  and  Ike  appk¬ 
eatien  el  clause  -(ii)-  el  subparagraph  -(0) ,  el  section 
318(a)  (2)  7  shall  net  he  considered  as  owned  ky  seek 
partnership,  estate,  trust,  or  corporation?  ler  the  purposes 
el  applying  Ike  hrst  sentence  el  subparagraphs  -(A)-  and 
-(E)-r  and  in  applying  elausc  -(4)-  el  subparagraph  -(G)-? 
el  section  -318(a)  (2)- 

“(4 )  4n  applying  elause  -fi)-  el  subparagraph  -(G)- 
el  section  318  (a)  (2) ,  the  50  percent  limitation  con¬ 
tained  in  subparagraph  -(G)-  shall  net  apply. 


-'SEC.  EXCLUSION  FROM  GROSS  INCOME  OF  PREV© 
OUSLY  TAXED  EARNINGS  AN©  PROFITS. 

-(a)-  Exclusion  From  Gross  Income  of  Unite© 
States  -Persons. — For  purposes  el  this  chapter,  the  earn¬ 
ings  and  profits  ler  a  taxable  year  el  a  foreign  corporation 
attributable  to  amounts  which  are?  or  have  been?  included  in 
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1  the  gross  income  of  a  United  States  person  under  s < 


2  951  (a}-  shall  nog 

3  ‘‘-(I  )  such  amounts  are  distributed  to;  or 

4  “  (2)  sueh  amounts  would;  but  for  tbis  s 

5  be  included  under  seetion  h51  (a)  (1)  -fU}-  m  tbe  gross 

6  ineome  of; 

7  suefe  person  -for  any  other  United  States  person  who  acquires 

8  from  any  person  any  portion  of  the  interest  of  sueh  United 

9  States  person  in  sueh  foreign  corporation;  but  only  to  the  ex- 

10  tent  of  sueh  portion;  and  subject  to  sueh  proof  of  the  identity 

11  of  sueh  interest  as  the  Secretary  or  his  delegate  may  by  r-egu- 

12  lations  prescribe)  directly,  or  indirectly  through  a  chain  of 

13  ownership  described  under  section  955-fa) ;  he  again  included 

14  in  the  gross  income  of  sueh  United  States  person  -for  of  sueh 
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other  United  States  person) : 


UnOM  On oss  Income  of 


purposes  of  section  951  (a); 


the  earnings  and  profits  for  a  taxable  year  of  a  controlled 
foreign  corporation  attributable  to  amounts  which  are;  or 
have  been;  included  in  the  gross  income  of  a  United  States 
person  under  seetion  953-fa) ,  shall  not;  when  distributed 
through  a  chain  of  ownership  described  under  section  955 
-fa}-;  he  also  included  in  the  gross  income  of  another  con¬ 
trolled  foreign  corporation  in  sueh  chain  for  purposes  of  the 
application  of  section  951  (a)  to  sueh  other  controlled  foreign 
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corporation  will*  respect  to  swk  United  States  person  -(nr  to 
any  other  United  States  person  who  acquires  from  any  per¬ 
son  any  portion  of  the  interest  of  such  ■United  States  person 
in  the  controlled  foreign  corporation, ■  hot  only  to  the  extent  of 
sneh  portion?  and  subject  to  sueh  proof  of  identity  of  such 
interest  as  the  Secretary  or  his  delegate  may  prescribe  by 
regulations) . 

iL{e)-  Allocations  op  Distributions? — For  purposes 
of  subsections  -(af  and  -(b)-?  section  -3-46  (a)  shall  be  ap¬ 
plied  by  applying  paragraph  -f£f  thereof,  and  then  para¬ 
graph  -(4-)-  thereof — 

--f4f  fet  to  earnings  and  profits  attributable  to 


amounts  m  eluded  in  gross  income  under  section  954- 
-fa-)-  fl-)  -(F)  -for  which  would  have  been  included  except 
for  section  55fi-(a-)--(2))  ? 

■“  (2)  then  to  earnings  and  profits  attributable  to 
amounts  included  in  gross  ineomc  under  seetien  95I-(a)- 
(1)  (A)  -(but  roduecd  by  amounts  not  included  under 
section  954-fa)  (4-)  (B)  because  of  the  exclusion  in  sec¬ 
tion  -956(a)  (2)  ),  and 

--(b)-  then  to  other  earnings  and  profits? 

— (df  -Distributions  Excluded  From  Gross  In¬ 
come  Aot  To  Ee  Treated  as  Dividends: — Except  as 
provided  in  section  957  (a)  (-3) ■?  any  distribution  excluded 
from  gross  income  under  subscetion  -(a}-  shall  be  treated?  for 
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1  purposes  of  this  chapter?  as  a  distribution  wkieh  is  not  a 
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■«SE€,  SPECIAL  RULES  FOR  FOREIGN  TAX  CREDIT-; 
-faf  Taxes  Faib  ba  a  -Eorei&n  Corporation. 


u 


“ity-  General  hvue-. — Eer  purposes  of  subpart  A 
of  tins  party  if  there  is  included?  under  section  954-faf? 
in  the  gross  ineorne  of  a  domestic  corporation  any 
amount  attributable  to  earnings  and  profits — 

tJ-{A)-  of  a  foreign  corporation  at  least  40  per- 
eent  of  the  voting  stoek  of  wbieb  is  directly  owned 

-  (14)  of  a  foreign  corporation  at  least  fiO  per¬ 
cent  of  the  voting  stock  of  winch  is  directly  owned 
by  a  foreign  corporation  at  least  40  percent  of  tbe 
voting  stock  of  wbieb  is  in  turn  directly  owned  by 
sueb  domestic  corporation? 

then?  under  regulations?  prescribed  by  tbe  Secretary  or 
bis  delegate?  sueb  domestic  corporation  sba.ll  be  deemed 
to  have  paid  tbe  same  proportion  of  tbe  total  income? 
war  profits?  and  excess  profits  taxes  paid  -(or  deemed 
paid?  if?  paragraph  -f4f  applies)  to  a  foreign  country 
or  possession  of  tbe  United  States  for  tbe  taxable  year 
wbieb  tbe  amount  of  earnings  and  profits  of  sueb  foreign 
so  included  in  gross  income  of  tbe  domestic 
bears  to  tbe  entire  amount  of  tbe  total  earn- 
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mgs  and  profits  el  seek  lereign  corporation  ler  seek 
taxable  year. 

iLf2f  Taxes  peeyioesly  deemed  paed  by  do¬ 
mestic  ceEPOBATiox. — 41  a  domestic  corporation  re¬ 
ceives  ft  distribution  Irena  a  lereign  corporation,  any 
pertion  el  wbieb  is  excluded  Irom  grass  income  nndcr 
section  956y  tbe  nreemc,  war  profits-,  and  cxecss  profits 
taxes  paid  er  deemed  paid  by  sneb  lereign  corporation 
te  any  lereign  eenntry  er  te  any  pessessien  el  tbe  limited 
States  in  eenneetien  with  tbe  earnings  and  profits  el 
sneb  lereign  eerp  oration  Irem  wbieb  sneb  distribution 
is  made  sbab  net  be  taken  into  Recount  ler  purposes 
el  section  902-,-  te  tbe  extent-  sneb  taxes  were  deemed 
paid  by  sneb  domestic  corporation  under  paragraph  -fbf 
ler  any  prior  taxable  year. 

“  (3)  -Taxes  paid  by  foeeigx  coepoeatioy  ayd 


YOY  peev-iously 


PAID  BY 


E  ATI  BY: — Amy  portion  el  a  distribution  Irem  a  lereign 
corporation  received  by  a  domestic  corporation  wbieb  is 
excluded  Irem  gross  income  under  section  956  (a)  sbab 
be  treated  by  tbe  domestic  corporation  as  a  dividenck 
solely  ler  purposes  el  taking  into  account  under  seetion 
902  any  income,  war  prefitsj  er  excess  profits  taxes  paid 
te  any  lereign  eenntry  er  te  any  pessessien  el  tbe  United 
3-  on  er  with  respeet  te  tbe  accumulated  profits  el 
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siteh  foreign  corporation  from  which  sneh  distribution  is 
made?  which  were  net  deemed  paid  by  the  domestic 
corporation  under  paragraph  -(4-)-  for  any  prior  taxable 
ycarT 

^f4f  TAXES  PArE©  B¥  a  foreign  subsidiary. — If 
subparagraph  -(-A)-  of  paragraph  -(4-)-  applies  with  re¬ 
spect  to  an  amount  included  in  gross  income  under  sec¬ 
tion  954-  (af  for  a  taxable  year7  then  sneh  amount  shall 
be  considered  a  dividend  for  purpose  of  the  application 
of  section  9tdhfbA 

-fbf  Inclusion  in  gross  income- — 

“Uar  inclusion  in  gross  income  of  amount  equal  to 
taxes  doomed  paid  under  paragraph  see  section  7& 


U 


-fbf  bPEOEVE  RULES  FOR  FORETON  TAX  CREDIT  IN 

Year  of  Receipt  oe  ^Previously  Taxed  Ear nings  and 


Proeits- 


oos-  LIMITATION. — in 


the  ease  of  any  taxpayer  who — 

“  (A)  either  -(f)-  chose  to  have  the  benefits  of 
subpart  A  of  this  part  for  a  taxable  year  in  which 
he  was  repaired  under  section  951-(a)-  to  include  in 
his  gross  income  an  amount  in  respeet  of  a  con¬ 
trolled  foreign  corporation,  or  -(h)-  did  not  pay  or 
accrue  for  sneh  taxable  year  any  income,  war  profits 
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or  excess  profits  taxes  to  a ny  foreign  eountry  or  to 
any  possession  of  the  fitted  Statesy  and 

of  subpart 


66 


m- 


es  te  have  the 


A  of  this  part  for  the  taxable  year  in  which  be  re¬ 


ceives  a  distribution  or  amount  which  is  excluded 
from  gross  income  under  section  OoG-faf  and  which 
is  attributable  to  earnings  and  profits  of  the  eon- 
trolled  foreign  corporation  which  was  included  in 
his  gross  income  for  the  taxable  year  referred  to  in 
subparagraph  -(A) ,  and 

“  (Q)  for  the  taxable  year  in  which  such  dis¬ 
tribution  or  amount  is  received,  pays,-  or  is  deemed 
to  have  paid,  or  aeerues  income,  war  profits^  or  ex¬ 
cess  profits  taxes  to  a  foreign  country  or  to  any 
possession  of  the  United  States  with  respect  to  sueh 
distribution  or  amounty 

the  applicable  limitation  under  seetion  904  for  the  tax¬ 
able  year  in  which  sueh  distribution  or  amount  is  re¬ 
ceived  shall  be  increased  as  provided  in  paragraph  -(4t)-y 
but  sueh  increase  shall  not  exceed  the  amount  of  sueh 
taxes  paidy  or  deemed  pabfy  or  accrued  with  respect 
to  sueh  distribution  or  amount? 

“  (2-)-  Amount  of  inoebasp- — The  amount  of  in- 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 


174 


crease  of  lire  applicable  hnntatien  under 
fer  ike  taxable  year  kr  whiek  Ike  distribution  er  amounl 
referred  le  in  paragraph  (1)  (B)-  is  rcccixed  skak  be 
an  amount  e(]uai  lo — 

“-(-A-)-  Ike  amounl  by  which  Ike  applicable  hm- 
ilation  under  section  004-faf  for  Ike  taxable  year 
referred  to  in  paragraph  (1)  (Af  was  Increased  by 
reason  of  Ike  inclusion  in  gross  ineome  under  section 
951- (a-f  of  Ike  amount  in  respeet  of  the  controlled 
foreign  corporation^  reduced  by 

-(£)-  Ike  amount  of  any  incomeg  war  profits7 
and  excess  profits  taxes  paid7  or  deemed  pai-dj  or 
accrued  to  any  foreign  country  or  possession  of  the 
United  States  which  were  allowable  as  a  credit 
under  section  004  for  the  taxable  year  referred  to  in 
paragraph  (1)  (A)-  and  which  would  not  have  been 
allowable  but  for  the  inclusion  in  gross  ineome  of  the 
amount-  described  in  subparagraph 

Cases  tx  wniet-t  taxes  x©t  to  be  ab¬ 
as  dedcctiqX: — In  the  ease  of  any  taxpayer 


wko- 


“  (A-)-  chose  to  haxe  the  benefits  of  subpart  A 
of  this  part  for  a  taxable  year  m  which  he  was  re- 
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quire d  trader  section  951  (a)  to  include  in  his  gross 
income  an  amount  in  respect  of  ft  controlled  foreign 
corporation,  and 

"(B)  does  not  elioose  to  have  the  benefits  of 
snbpart  A  of  this  fart  for  tbe  taxable  year  in  which 
be  receives  a  distribution  or  amount  which  is  ex¬ 
cluded  from  gross  income  under  section  956  (a)  and 
which  is  attributable  to  earnings  and  profits  of  tbe 
controlled  foreign  corporation  which  was  included 
in  bis  gross  income  for  tbe  taxable  year  referred  to 
in  subparagraph  -(A)7 

no  deduction  shall  be  allowed  under  section  1-64  for  tbe 


taxable  year  in  which  sueh  distribution  or  amount  is 
received  for  any  income,  war  profits,  or  excess  profits 
taxes  paid  or  accrued  to  any  foreign  country  or  to  any 
possession  of  the  United  States  on  or  with  respect  to 
such  distribution  or  araount.- 

LLm~  Insufficient  taxable  income- — If  an  in¬ 
crease  in  tbe  hmitfttion  under  this  subsection  exceeds  tbe 
tax  imposed  by  this  chapter  for  such  year,  tbe  amount 
of  such  excess  shall  be  deemed  an  overpayment  of  tax 
for  such  year. 
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“SE€.  ADJUSTMENTS  TO  BASIS  OF  STOCK  IN  CON- 
TROLLEP  FOREIGN  CORPORATION  AND  OF 
OTHER  PROPERTY. 

Increase  in  Basis. — Under  regulations  pre- 
seribed  ky  &&  Boundary  or  kis  delegate-,-  Ike  basis  el  a  United 
States  person’s  stock  in  a  controlled  foreign  corporation^  and 
tke  basis  el  property  el  a  United  States  person  ky  reason  el 
which  ke  is  considered  nnder  section  955(a)  (-2-)-  as  owning 
stock  el  a  controlled  foreign  corporation^  ska-h  ke  increased 
ky  tke  amount  required  to  ke  included  in  kin  gross  income 
under  section  951--(-a-)-  with  respect  to  snek  stoek  or  with 
respect  to  suck  property^  as  tke  ease  may  ke7  knt  only  to  tke 
extent  to  wkiek  snek  amount  was  included  in  tke  gross 
income  ol  suek  persom 

‘--fk)-  Reduction  in  Basis. — 

‘-■-{4^-  In  general. — Under  regulations  prescribed 
ky  tke  Secretary  or  kis  delegate,  tke  adjusted  basis  ol 
stock  or  other  property  with  respect  to  which  a  United 
States  person  rceeixes  an  amount  wkiek  is  excluded  from 
gross  income  under  section  956  (a)-  shall  ke  reduced  ky 
tke  amount  so  excluded.- 


“-(-£)  Amount  in  excess  on  basis. — In  tke  ex- 
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tent  that  an  amount  excluded  from  gross  income  under 
seetion  9f>6-(a-)-  exeeeds  the  adjusted  basis  of  the  sleek 
or  other  property  with  respect  to  which  it  is  received, ■ 
the  amount  shah  he  treated  as  gain  from  the  sale  or 
exchange  of  property.” 

-(h)-  -T-KetimcAL  and  Clerical  Amendments. — 


m- 


hhf-fh)- 


g  to  foreign 

m  gross  income  of 
by  adding  at 


holding  company  meome  i 
United  States  shareholders)  is 

included  in  the  gross  income  of  any  United  States  share¬ 
holder  for  any  taxable  year  under  the  preceding  sen¬ 
tence  shall  he  reduced  by  such  shareholder^  proportion 
ate  share  of  the  undistributed  personal  holding-  company 
income  which  is  included  m  his  gross  income  under 
section  954- (a)  (l)-(A)-  -(relating  to  amounts  included 
in  gross  meome  of  United  States  persons)  for  such  tax¬ 
able  year  as  his  pro  rata  share  of  the  subpart  U  income 
of  the  company. -- 

-(■&)-  Section  904  -(relating  to  foreign  tax  credit-)-  is 
H.U.  10650 - 12 


aemoded  by  striking  out  beerier*  992^  and  inserting 
is  lies  thereof  -‘-sections  90S  and  95-7-,h 

-(9)-  Section  903-fef  is  amended  to  read  as  feUews-i 

^-(ef  Cross  Eeeerence^ — 

‘pip  For  application  ef  subsections  -(a)  and  99  with 
respect  to  taxes  deemed  paid  hi  a  prior  taxable  year  by 
a  United  States  person  with  respeet  to  a  controlled 
foreign  corporation;  see  section  9o7r 

“(2)  For  reduction  of  credit  with  respeet  te-  dividends 
paid  out  of  accumulated  profits  for  years  for  which 
certain  information  is  not  furnished;  see  section  6938:” 


904-{f)-  is  amended:  te  read  as  felh-ws-: 


^-(1}-  Cross  Keeerengest— 

£1(4}  For  increase  of  applicable  limitation  under  sub¬ 
section  99  for  taxes  paid  with  respeet  to  amounts  re¬ 
ceived  which  were  included  in  the  gross  income  of  the 
taxpayer  for  a  prior  taxable  year  as  a  United  States 
person  with  respeet  to  a  controlled  foreign  corporation; 
see  section  957(b). 

“(2}  For  special  rule  relating  to  the  application  of 
the  eredit  provided  by  section  9©f  in  the  ease  of  affili¬ 
ated  groups  which  include  Western  Hemisphere  trade 
corporations  for  years  in  which  the  limitation  provided 
by  subsection  9999  applies;  see  section  lo(Lr(d).- 

-(9f  ¥he  table  ef  subparts  for  part  Hi  of  subchapter 
ef  chapter  9  is  amended  by  adding  at  the  end  thereof 
the  fohmwmgr 


“Subpart  Ft  Controlled  foreign  oorporationo:- 
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-{-df  Section  1-046  (a)  -(relating  to  adjustments  to 
basis)  is  amended — 

-(A-)-  by  striking  out  tbo  period  at  the  end  of 
paragraph  -(48)-  and  inserting  in  ben  thereof 


-(14)-  by  adding  alter 


-(48)-  the  fol¬ 


lowing  new 


ii-(49)-  to  the  extent  provided  in  section  958  in 
the  ease  ol  stock  in  controlled  lereign  corporations  -(or 
loreign  corporations  which  were  controlled  foreign  cor¬ 
porations)-  and  of  property  by  reason  of  which  a  per¬ 
son  is  considered  as  owning  such  stock.” 

-(e)-  Effective  Ewte^ — Eke  amendments  made  by  this 
on  shall  apply  with  respect  to  taxable  years  of  foreign 


beginning  after 
taxable  years  of  E-nitcd 
with  which  such 


r  84y  4962,  and  to 
within  which  or 


of  such  foreign 

o 


endt 


SEC.  12.  CONTROLLED  FOREIGN  CORPORATIONS. 


( a)  In  General. — Part  III  of  subchapter  N  of  chap¬ 
ter  1  ( relating  to  income  from  sources  without  the  United 


180 


1  States)  is  amended  by  adding  at  the  end  thereof  the  follow- 

2  ing  new  subparts: 

3  “Subpart  F — Controlled  Foreign  Corporations 

“Sec.  951.  Amounts  included  in  gross  income  of  United  States  share¬ 
holders. 

“Sec.  952.  Subpart  F  income  defined. 

“Sec.  953.  Income  from  insurance  of  United  States  risks. 

“Sec.  954..  Foreign  base  company  income. 

“Sec.  955.  Withdrawal  of  previously  excluded  subpart  F  income  from 
qualified  investment. 

“Sec.  956.  Investment  of  earnings  in  United  States  property. 

“Sec.  957.  Controlled  foreign  corporations;  United  States  persons. 

“Sec.  958.  Rules  for  determining  stock  ownership. 

“Sec.  959.  Exclusion  from  gross  income  of  previously  taxed  earnings  and 
profits. 

“Sec.  960.  Special  rules  for  foreign  tax  credit. 

“Sec.  961.  Adjustments  to  basis  of  stock  in  controlled  foreign  corpora¬ 
tions  and  of  other  property. 

“Sec.  962.  Election  by  individuals  to  be  subject  to  tax  at  corporate  rates. 
“Sec.  963.  Receipt  of  minimum  distributions  by  domestic  corporations. 
“Sec.  964.  Miscellaneous  provisions. 

4  “SEC.  951.  AMOUNTS  INCLUDED  IN  GROSS  INCOME  OF  UNITED 

5  STATES  SHAREHOLDERS. 

6  “( a)  Amounts  Included  — 

7  “(. 1)  In  general. — If  a  foreign  corporation  is  a 

8  controlled  foreign  corporation  for  an  uninterrupted  period 

9  of  30  days  or  more  during  any  taxable  year  beginning 

10  after  December  31,  1962,  every  person  who  is  a  United 

11  States  shareholder  (as  defined  in  subsection  (b) )  of 

12  such  corporation  and  who  owns  ( within  the  meaning  of 

13  section  958(a))  stock  in  such  corporation  on  the  last 

14  day,  in  such  year,  on  which  such  corporation  is  a  con- 
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trolled  foreign  corporation  shall  include  in  his  gross  in¬ 
come,  for  his  taxable  year  in  which  or  with  which  such 
taxable  year  of  the  corporation  ends — 

“(A)  the  sum  of — 

“( i)  except  as  provided  in  section  963,  his 
pro  rata  share  (determined  under  paragraph 
(2) )  of  the  corporation’s  subpart  F  income  for 
such  year,  and 

“(ii)  his  pro  rata  share  (determined  under 
section  955  (a)(3))  of  the  corporation  s  pre¬ 
viously  excluded  subpart  F  income  withdrawn 
from  investment  in  less  developed  countries  for 
such  year;  and 

“(B)  his  pro  rata  share  (determined  under 
section  956  ( a)  (2)  )  of  the  corporation  s  increase  in 
earnings  invested  in  United  States  property  for  such 
year  (but  only  to  the  extent  not  excluded  from  gross 
income  under  section  959  (a)(2)). 

“(2)  Pro  rata  share  of  subpart F  income. — 
The  pro  rata  share  referred  to  in  paragraph  (1)  (A)  (i) 
in  the  case  of  any  United  States  shareholder  is  the 


amount — 
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“(A)  which  would  have  been  distributed  with 
respect  to  the  stock  which  such  shareholder  owns 
(within  the  meaning  of  section  958(a))  in  such 
corporation  if  on  the  last  day,  in  its  taxable  year, 
on  which  the  corporation  is  a  controlled  foreign  cor¬ 
poration  it  had  distributed  pro  rata  to  its  share¬ 
holders  an  amount  (i)  which  bears  the  same  ratio 
to  its  subpart  F  income  for  the  taxable  year,  as 
(ii)  the  part  of  such  year  during  which  the  cor¬ 
poration  is  a  controlled  foreign  corporation  bears 
to  the  entire  year,  reduced  by 

“(B)  the  amount  of  distributions  received  by 
any  other  person  during  such  year  as  a  dividend 
with  respect  to  such  stock,  but  only  to  the  extent 
of  the  dividend  which  would  have  been  received  if 
the  distribution  by  the  corporation  had  been  the 
amount  (i)  which  bears  the  same  ratio  to  the  sub¬ 
part  F  income  of  such  corporation  for  the  taxable 
year,  as  (ii)  the  part  of  such  year  during  which 
such  shareholder  did  not  own  ( within  the  meaning 
of  section  958(a))  such  stock  bears  to  the  entire 
year. 

“(3)  Limitation  on  pro  rata  share  of  pre¬ 
viously  EXCLUDED  SUBPART  F  INCOME  WITHDRAWN 
from  investment. — For  purposes  of  paragraph  (l) 
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(A)  (ii),  the  pro  rata  share  of  any  United  States  share¬ 
holder  of  the  previously  excluded  subpart  F  income  of  a 
controlled  foreign  corporation  withdrawn  from  invest¬ 
ment  in  less  developed  countries  shall  not  exceed  an 
amount  (A)  which  bears  the  same  ratio  to  his  pro 
rata  share  of  such  income  withdrawn  (as  determined 
under  section  955(a)(3))  for  the  taxable  year ,  as  (B) 
the  paid  of  such  year  during  which  the  corporation  is 
a  controlled  foreign  corporation  bears  to  the  entire  year. 

“(4)  Limitation  on  pro  rata  share  of  in¬ 
vestment  IN  UNITED  STATES  PROPERTY. — For  pur¬ 
poses  of  paragraph  (1)(B),  the  pro  rata  share  of  any 
United  States  shareholder  in  the  increase  of  the  earnings 
of  a  controlled  foreign  corporation  invested  in  United 
States  property  shall  not  exceed  an  amount  (A )  which 
bears  the  same  ratio  to  his  pro  rata  share  of  such  increase 
(as  determined  under  section  956(a)(2))  for  the 
taxable  year,  as  (B )  the  part  of  such  year  during  which 
the  corporation  is  a  controlled  foreign  corporation  bears 
to  the  entire  year. 

“(b)  United  States  Shareholder  Defined. — For 
purposes  of  this  subpart,  the  term  ‘ United  States  share¬ 
holder  means,  with  respect  to  any  foreign  corporation,  a 
United  States  person  (as  defined  in  section  957(d)) 
who  owns  (within  the  meaning  of  section  958(a)),  or  is 


184 


1  considered  as  owning  by  applying  the  rules  of  ownership  of 

2  section  958(b),  10  percent  or  more  of  the  total  combined 

3  voting  power  of  all  classes  of  stock  entitled  to  vote  of  such 

4  foreign  corporation. 

5  “(c)  Coordination  With  Election  of  a  Foreign 

6  Investment  Company  To  Distribute  Income. — A 

7  United  States  shareholder  who,  for  his  taxable  year,  is  a 

8  qualified  shareholder  ( within  the  meaning  of  section 

9  1247(c))  of  a  foreign  investment  company  with  respect  to 

10  which  an  election  under  section  1247  is  in  effect  shall  not 

11  be  required  to  include  in  gross  income,  for  such  taxable 

12  year,  any  amount  under  subsection  (a)  with  respect  to  such 

13  company. 

14  “(d)  Coordination  With  Foreign  Personal 

15  Holding  Company  Provisions.— A  United  States  share- 

16  holder  who,  for  his  taxable  year,  is  subject  to  tax  under 

17  section  551(b)  (relating  to  foreign  personal  holding  com- 

18  pany  income  included  in  gross  income  of  United  States  share- 

19  holders)  on  income  of  a  controlled  foreign  corporation  shall 

20  not  be  required  to  include  in  gross  income,  for  such  taxable 

21  year,  any  amount  under  subsection  (a)  with  respect  to 

22  such  company. 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 


185 


“SEC.  952.  SUBPART  F  INCOME  DEFINED. 

“(a)  Jn  General. — For  purposes  of  this  subpart, 
the  term  ‘ subpart  F  income ’  means,  in  the  case  of  any 
controlled  foreign  corporation,  the  sum  of — 

“(1)  the  income  derived  from  the  insurance  of 
United  States  risks  (as  determined  under  section  953), 
and 

“(2)  the  foreign  base  company  income  (as  deter¬ 
mined  under  section  95A). 

“(b)  Exclusion  of  United  States  Income.— Sub¬ 
part  F  income  does  not  include  any  item  includible  in  gross  in¬ 
come  under  this  chapter  ( other  than  this  subpart )  as  income 
derived  from  sources  within  the  United  States  of  a  foreign 
corporation  engaged  in  trade  or  business  in  the  United  States. 

“(c)  Limitation. — For  purposes  of  subsection  (a), 
the  subpart  F  income  of  any  controlled  foreign  corporation 
for  any  taxable  year  shall  not  exceed  the  earnings  and  profits 
of  such  corporation  for  such  year  reduced  by  the  amount 
(if  any)  by  which — 

“( 1)  an  amount  equal  to — 

“(A)  the  sum  of  the  deficits  in  earnings  and 


1 

2 

o 

O 

4 

5 

6 

7 

S 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 


186 


profits  for  prior  taxable  years  beginning  after  De¬ 
cember  31, 1962,  plus 

“(B)  the  sum  of  the  deficits  in  earnings  and 
profits  for  taxable  years  beginning  after  December 
31,  1959,  and  before  January  1,  1963  (reduced 
by  the  sum  of  the  earnings  and  profits  for  such 
taxable  years) ;  exceeds 

“(2)  an  amount  equal  to  the  sum  of  the  earnings 
and  profits  for  prior  taxable  years  beginning  after  De¬ 
cember  31,  1962,  allocated  to  other  earnings  and  profits 
under  section  959  (c)(3). 

For  purposes  of  the  preceding  sentence,  any  deficit  in  earn¬ 
ings  and  profits  for  any  prior  taxable  year  shall  be  taken  into 
account  under  paragraph  (1 )  for  any  taxable  year  only  to 
the  extent  it  has  not  been  taken  into  account  under  such 
paragraph  for  any  preceding  taxable  year  to  reduce  earn¬ 
ings  and  profits  of  such  preceding  year. 

“(d)  Special  Rule  in  Case  of  Indirect  Owner¬ 
ship. — For  purposes  of  subsection  (c),  if — 

“(1)  a  United  States  shareholder  owns  (within  the 
meaning  of  section  958 (a))  stock  of  a  foreign  corpora¬ 
tion,  and  by  reason  of  such  ownership  oicns  ( within  the 
meaning  of  such  section)  stock  of  any  other  foreign  cor¬ 
poration,  and 
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“(2)  any  of  such  foreiyn  corporations  has  a  deficit 
in  earnings  and  profits  for  the  taxable  year, 
then  the  earnings  and  profits  for  the  taxable  year  of  each  such 
foreign  corporation  which  is  a  controlled  foreign  corpora¬ 
tion  shall,  with  respect  to  such  United  States  shareholder,  be 
properly  reduced  to  take  into  account  any  deficit  described 
in  paragraph  (2)  in  such  manner  as  the  Secretary  or  his 
delegate  shall  prescribe  by  regulations. 

“SEC.  953.  INCOME  FROM  INSURANCE  OF  UNITED  STATES 
RISKS. 

“(a)  General  Rule. — For  purposes  of  section  952 
(a)(1),  the  term  ‘income  derived  from  the  insurance  of 
United  States  risks'  means  that  income  which — 

“(i)  is  attributable  to  the  reinsurance  or  the  issuing 
of  any  insurance  or  annuity  contract — 

“(A)  in  connection  with  property  in,  or  liability 
arising  out  of  activity  in,  or  in  connection  with  the 
lives  or  health  of  residents  of,  the  United  States,  or 
“(B)  in  connection  with  risks  not  included  in 
subparagraph  (A)  as  the  result  of  any  arrange¬ 
ment  whereby  another  corporation  receives  a  sub¬ 
stantially  equal  amount  of  premiums  or  other  con¬ 
sideration  in  respect  to  any  reinsurance  or  the  issu¬ 
ing  of  any  insurance  or  annuity  contract  in  connec- 
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tion  with  property  in,  or  liability  arising  out  of 
activity  in,  or  in  connection  with  the  lives  or  health 
of  residents  of,  the  United  States,  and 
“(2)  would  (subject  to  the  modifications  provided 
by  paragraphs  (1),  (2),  and  (3)  of  subsection  (b)) 
be  taxed  under  subchapter  L  of  this  chapter  if  such 
income  ivere  the  income  of  a  domestic  insurance  corpo¬ 
ration. 

This  section  shall  apply  only  in  the  case  of  a  controlled 
foreign  corporation  which  receives,  during  any  taxable  year, 
premiums  or  other  consideration  in  respect  of  the  reinsurance, 
and  the  issuing,  of  insurance  and  annuity  contracts  described 
in  paragraph  (1)  in  excess  of  5  percent  of  the  total 
of  premiums  and  other  consideration  received  during  such 
taxable  year  in  respect  of  all  reinsurance  and  issuing  of 
insurance  and  annuity  contracts. 

“(b)  Special  Rules. — For  purposes  of  subsection 
(a)— 

“( 1)  In  the  application  of  part  I  of  subchapter  L, 
life  insurance  company  taxable  income  is  the  gain  from 
operations  as  defined  in  section  809(b). 

“(2)  A  corporation  which  woidd,  if  it  were  a 
domestic  insurance  corporation,  be  taxable  under  part  II 
of  subchapter  L  shall  apply  subsection  (a)  as  if  it  were 
taxable  under  part  III  of  subchapter  L. 
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“(3)  The  following  'provisions  of  subchapter  L  shall 
not  apply: 

“(A)  Section  809(d)(4)  (operations  loss  de¬ 
duction  ) . 

“(B)  Section  809(d)(5)  (certain  nonpar¬ 
ticipating  contracts). 

“(C)  Section  809(d)  (6)  (group  life,  accident, 
and  health  insurance) . 

“(D)  Section  809  (d)  (10)  ( small  business 

deduction  ) . 

“(E)  Section  817(b)  (gain  on  property 
held  on  December  31,  1958,  and  certain  substituted 
property  acquired  after  1958) . 

“(E)  Section  832(b)(5)  (cei'tain  capital 

losses). 

“(4)  The  items  referred  to  in — 

“(A)  section  809(c)(1)  (relating  to  gross 
amount  of  premiums  and  other  considerations) , 

“(B)  section  809(c)(2)  (relating  to  net 

decrease  in  reserves), 

“(C)  section  809(d)(2)  (relatina  to  net 

increase  in  reserves),  and 

“(D)  section  832(b)(4)  (relating  to  pre¬ 

miums  earned  on  insurance  contracts), 
shall  be  taken  into  account  only  to  the  extent  they  are  in 
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respect  of  any  reinsurance  or  the  issuing  of  any  insurance 
or  annuity  contract  described  in  subsection  (a)(1). 

“(5)  All  items  of  income,  expenses,  losses,  and 
deductions  (other  than  those  taken  into  account  under 
paragraph  (4) )  shall  be  properly  allocated  or  appor¬ 
tioned  under  regulations  prescribed  by  the  Secretary  or 
his  delegate. 

“SEC.  954.  FOREIGN  BASE  COMPANY  INCOME. 

“(a)  Foreign  Base  Company  Income. — For  pur¬ 
poses  of  section  952(a)(2),  the  term  ‘ foreign  base  com¬ 
pany  income ’  means  for  any  taxable  year  the  sum  of — 

“(1)  the  foreign  personal  holding  company  in¬ 
come  for  the  taxable  year  ( determined  under  subsection 
(c)  and  reduced  as  provided  in  subsection  (b)(5)), 
“(2)  the  foreign  base  company  sales  income  for 
the  taxable  year  ( determined  under  subsection  (d)  and 
reduced  as  provided  in  subsection  (b)(5)),  and 

“(3)  the  foreign  base  company  services  income 
for  the  taxable  year  (determined  under  subsection  (e) 
and  reduced  as  provided  in  subsection  (b)(5)). 

“(b)  Exclusions  and  Special  Rules.— 

“(1)  Exclusion  of  certain  dividends,  in¬ 
terest,  AND  GAINS  FROM  QUALIFIED  INVESTMENTS 
in  LESS  developed  countries. — For  purposes  of  sub - 
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section  (a),  foreign  base  company  income  does  not 
include — 

“(A)  dividends  and  interest  received  during 
the  taxable  year  from  investments  which  at  the 
time  of  receipt  are  qualified  investments  in  less  de¬ 
veloped  countries  (as  defined  in  section  955(b)), 
or 

“(B)  if  the  gains  from  the  sale  or  exchange 
during  the  taxable  year  of  investments  which  at  the 
time  of  sale  or  exchange  are  qualified  investments 
in  less  developed  countries  exceed  the  losses  from 
the  sale  or  exchange  during  the  taxable  year  of 
such  qualified  investments,  the  amount  by  which 
such  gains  exceed  such  losses. 

The  preceding  sentence  shall  apply  only  to  the  extent 
that  the  sum  of  the  dividends  and  interest  described  in 
subparagraph  (A)  and  the  amount  described  in  sub- 
paragraph  (B)  does  not  exceed  the  increase  for  the  tax¬ 
able  year  in  qualified  investments  in  less  developed 
countries  of  the  controlled  foreign  corporation  (as  deter¬ 
mined  under  subsection  (f)). 

“(2)  Exclusion  of  certain  shipping  in¬ 
come. — For  purposes  of  subsection  (a) ,  foreign  base 
company  income  does  not  include  income  derived  from, 
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or  in  connection  with ,  the  use  ( or  hiring  or  leasing  for 
use)  of  any  aircraft  or  vessel  in  foreign  commerce,  or 
the  performance  of  services  directly  related  to  the  use  of 
any  such  aircraft  or  vessel. 

“(3)  Special  rule  where  foreign  base  com¬ 
pany  IS  LESS  THAN  SO  PERCENT  OR  MORE  THAN  70 
percent  of  GROSS  income. — For  purposes  of  subsec¬ 
tion  (a) — 

“(A)  If  the  foreign  base  company  incom,e 
(determined  without  regard  to  paragraphs  ( 1 )  and 
(5))  is  less  than  30  percent  of  gross  income,  no  part, 
of  the  gross  income  of  the  taxable  year  shall  be  treated 
as  foreign  base  company  income. 

“(B)  If  the  foreign  base  company  income 
(determined  without  regard  to  paragraphs  (1)  and 
(5))  exceeds  70  percent  of  gross  income,  the  entire 
gross  income  of  the  taxable  year  shall,  subject  to  the 
provisions  of  paragraphs  (1),  (2),  (4),  and  (5),  be 
treated  as  foreign  base  company  income. 

“(4)  Exception  for  foreign  corporations 
NOT  AVAILED  OF  TO  REDUCE  TAXES. — For  purposes  of 
subsection  (a),  foreign  base  company  income  does  not 
include  any  item  of  income  received  by  a  controlled 
foreign  corporation  if  it  is  established  to  the  satisfaction 
of  the  Secretary  or  his  delegate  with  respect  to  such  item 
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that  the  creation  or  organization  of  the  controlled  foreign 
corporation  receiving  such  item  under  the  laws  of  the 
foreign  country  in  which  it  is  incorporated  does  not  have 
the  effect  of  substantial  reduction  of  income,  war  profits , 
or  excess  profits  taxes  or  similar  taxes. 

“(5)  Deductions  to  be  taken  into  ac¬ 
count. — For  purposes  of  subsection  (a),  the  foreign 
personal  holding  company  income,  the  foreign  base 
company  sales  income,  and  the  foreign  base  company 
services  income  shall  be  reduced,  under  regulations 
prescribed  by  the  Secretary  or  his  delegate,  so  as  to 
take  into  account  deductions  (including  taxes)  properly 
allocable  to  such  income. 

“(c)  Foreign  Personal  Holding  Company  In¬ 
come. — 

“( 1)  In  general. — For  purposes  of  subsection 
(a)(1),  the  term  ‘ foreign  personal  holding  company 
income  means  the  foreign  personal  holding  company 
income  ( as  defined  in  section  553 ) ,  modified  and  ad¬ 
justed  as  provided  in  paragraphs  (2),  (3),  and  (4). 

“(2)  Rents  included  without  regard  to  so 
percent  limitation. — For  purposes  of  paragraph 
(i),  all  rents  shall  be  included  in  foreign  personal  hold- 
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ing  company  income  without  regard  to  whether  or  not 
such  rents  constitute  50  percent  or  more  of  gross  income. 

“(3)  Certain  income  derived  in  active  con¬ 
duct  of  TRADE  or  business. — For  purposes  of  para¬ 
graph  (1),  foreign  personal  holding  company  income 
does  not  include — 

“(A)  rents  and  royalties  which  are  derived  in 
the  active  conduct  of  a  trade  or  business  and  which 
are  received  from  a  person  other  than  a  related 
person  (within  the  meaning  of  subsection  (d) 
(3)),  or 

“(B)  dioidends,  interest,  and  gains  from  the 
sale  or  exchange  of  stock  or  securities  derived  in 
the  conduct  of  a  banking,  financing,  or  similar 
business,  or  derived  from  the  investments  made  by 
an  insurance  company  of  its  unearned  premiums  or 
reserves  ordinary  and  necessary  for  the  proper  con¬ 
duct  of  its  insurance  business,  and  which  are  received 
from  a  person  other  than  a  related  person  (within 
the  meaning  of  subsection  (d)(3)). 

“(4)  Certain  income  received  from  related 
persons. — For  purposes  of  paragraph  (1),  foreign  per¬ 
sonal  holding  company  income  does  not  include — 

“(A)  dividends  and  interest  received  from  a 
related  person  which  (i)  is  organized  under  the 
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laws  of  the  same  foreign  country  under  the  laws  of 
which  the  controlled  foreign  corporation  is  created 
or  organized,  and  (ii)  has  a  substantial  part  of  its 
assets  used  in  its  trade  or  business  located  in  such 
same  foreign  country; 

“(B)  interest  received  in  the  conduct  of  a 
banking,  financing,  or  similar  business  from  a  re¬ 
lated  person  engaged  in  the  conduct  of  a  banking, 
financing,  or  similar  business  if  the  businesses  of  the 
recipient  and  the  payor  are  predominantly  with  per¬ 
sons  other  than  related  persons;  and 

“(C)  rents ,  royalties,  and  similar  amounts  re¬ 
ceived  from  a  related  person  for  the  use  of,  or  the 
privilege  of  using,  property  within  the  country  under 
the  laws  of  which  the  controlled  foreign  corporation 
is  created  or  organized. 

“(d)  Foreign  Base  Company  Sales  Income  — 
“(1)  In  general. — For  purposes  of  subsection 
(a)(2),  the  term  1 foreign  base  company  sales  income ’ 
means  income  ( whether  in  the  form  of  profits,  commis¬ 
sions,  fees,  or  otherwise)  derived  in  connection  with  the 
purchase  of  personal  property  from  a  related  person  and 
its  sale  to  any  person,  the  sale  of  personal  property  to 
any  person  on  behalf  of  a  related  person,  the  purchase 
of  personal  property  from  any  person  and  its  sale  to  a 
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related  person,  or  the  purchase  of  personal  property 
from  any  person  on  behalf  of  a  related  person  where 

“(A)  the  property  which  is  purchased  (or  in 
the  case  of  property  sold  on  behalf  of  a  related  per¬ 
son,  the  property  which  is  sold)  is  manufactured, 
produced,  grown,  or  extracted  outside  the  country 
under  the  laws  of  which  the  controlled  foreign 
corporation  is  created  or  organized,  and 

“(B)  the  property  is  sold  for  use,  consump¬ 
tion,  or  disposition  outside  such  foreign  country,  or, 
in  the  case  of  property  purchased  on  behalf  of  a 
related  person,  is  purchased  for  use,  consumption, 
or  disposition  outside  such  foreign  country. 

“(2)  Certain  branch  income —For  purposes 
of  determining  foreign  base  company  sales  income 
in  situations  in  which  the  carrying  on  of  activities  by  a 
controlled  foreign  corporation  through  a  branch  or  simi¬ 
lar  establishment  outside  the  country  of  incorporation  of 
the  controlled  foreign  corporation  has  substantially  the 
same  effect  as  if  such  branch  or  similar  establishment 
w ere  a  wholly  owned  subsidiary  corporation  deriving 
such  income,  under  regulations  prescribed  by  the  Secre¬ 
tary  or  his  delegate  the  income  attributable  to  the  carry¬ 
ing  on  of  such  activities  of  such  branch  or  similar  estab¬ 
lishment  shall  be  treated  as  income  derived  by  a  wholly 
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owned  subsidiary  of  the  controlled  foreign  corporation 
and  shall  constitute  foreign  base  company  sales  income 
of  the  controlled  foreign  corporation. 

“(3)  Belated  person  defined. — For  purposes 
of  this  section,  a  person  is  a  related  person  with  respect 
to  a  controlled  foreign  corporation,  if — 

"(A)  such  person  is  an  individual,  partner¬ 
ship,  trust,  or  estate  which  controls  the  controlled 
foreign  corporation; 

“(B)  such  person  is  a  corporation  which  con¬ 
trols,  or  is  controlled  by,  the  controlled  foreign  cor¬ 
poration;  or 

“(C)  such  person  is  a  corporation  which  is 
controlled  by  the  same  person  or  persons  which  con¬ 
trol  the  controlled  foreign  corporation. 

F or  purposes  of  the  preceding  sentence,  control  means 
the  ownership,  directly  or  indirectly,  of  stock  possessing 
more  than  50  percent  of  the  total  combined  voting 
power  of  all  classes  of  stock  entitled  to  vote.  For  pur¬ 
poses  of  this  paragraph,  the  rules  for  determining  owner¬ 
ship  of  stock  prescribed  by  section  95S  shall  apply. 
“(e)  Foreign  Base  Company  Services  Income  — 
For  purposes  of  subsection  (a)(3),  the  term  1 foreign  base 
company  services  income  means  income  ( whether  in  the 
form  of  compensation,  commissions,  fees,  or  otherwise)  de- 
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rived  in  connection  with  the  performance  of  technical,  man¬ 
agerial,  engineering,  architectural,  scientific,  skilled,  indus¬ 
trial,  commercial,  or  like  services  which — 

“(1 )  are  performed  for  or  on  behalf  of  any  related 
person  (within  the  meaning  of  subsection  (d)(3)),  and 
“(2)  are  performed  outside  the  country  under  the 
laws  of  which  the  controlled  foreign  corporation  is 
created  or  organized. 

The  preceding  sentence  shall  not  apply  to  income  derived 
in  connection  with  the  performance  of  services  which  are  di¬ 
rectly  related  to  the  sale  or  exchange  by  the  controlled  foreign 
corporation  of  property  manufactured,  produced,  grown,  or 
extracted  by  it  and  which  are  performed  prior  to  the  time  of 
the  sale  or  exchange,  or  of  services  directly  related  to  an  offer 
or  effort  to  sell  or  exchange  such  property. 

“(f)  Increase  in  Qualified  Investments  in  Less 
Developed  Countries. — For  purposes  of  subsection  (b) 
(1),  the  increase  for  any  taxable  year  in  qualified  invest¬ 
ments  in  less  developed  countries  of  any  controlled  foreign 
corporation  is  the  amount  by  which — 

“( 1)  the  qualified,  investments  in  less  developed 
countries  (as  defined  in  section  955(b))  of  the  con¬ 
trolled,  foreign  corporation  at  the  close  of  the  taxable 
year,  exceeds 

“(2)  the  qualified  investments  in  less  developed 
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countries  (as  so  defined)  of  the  controlled  foreign 
corporation  at  the  close  of  the  preceding  taxable  year . 

“SEC.  955.  WITHDRAWAL  OF  PREVIOUSLY  EXCLUDED  SUBPART 
F  INCOME  FROM  QUALIFIED  INVESTMENT. 

“( a)  General  Rules. — 

“(1)  Amount  withdrawn. — For  purposes  of 
this  subpart,  the  amount  of  previously  excluded  subpart 
F  income  of  any  controlled  foreign  corporation  with¬ 
drawn  from  investment  in  less  developed  countries  for 
any  taxable  year  is  an  amount  equal  to  the  decrease  in 
the  amount  of  qualified  investments  in  less  developed 
countries  of  the  controlled  foreign  corporation  for  such 
year,  but  only  to  the  extent  that  the  amount  of  such 
decrease  does  not  exceed  an  amount  equal  to — 

“( A)  the  sum  of  the  amounts  excluded  under 
section  954(b)(1)  from  the  foreign  base  company 
income  of  such  corporation  for  all  prior  taxable 
years,  reduced  by 

“(B)  the  sum  of  the  amounts  of  previously 
excluded  subpart  F  income  withdrawn  from  invest¬ 
ment  in  less  developed  countries  of  such  corporation 
determined  under  this  subsection  for  all  prior  tax¬ 
able  years. 

“(2)  Decrease  in  qualified  investments. — 
For  purposes  of  paragraph  (1),  the  amount  of  the  de- 
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crease  in  qualified  investments  in  less  developed  coun¬ 
tries  of  any  controlled  foreign  corporation  for  any  tax¬ 
able  year  is  the  amount  by  which— 

“(A)  the  amount  of  qualified  investments  in 

less  developed  countries  of  the  controlled  foreign 

corporation  at  the  close  of  the  preceding  taxable 

year ,  exceeds 

“(B)  the  amount  of  qualified  investments  in 
less  developed  countries  of  the  controlled  foreign 

corporation  at  the  close  of  the  taxable  year, 
to  the  extent  the  amount  of  such  decrease  does  not 

exceed  the  sum  of  the  earnings  and  profits  for  the  tax¬ 
able  year  and  the  earnings  and  profits  accumulated  for 
prior  taxable  years  beginning  after  December  31,  1962. 
For  purposes  of  this  paragraph,  if  qualified  investments 
in  less  developed  countries  are  disposed  of  by  the  con¬ 
trolled  foreign  corporation  during  the  taxable  year,  the 
amount  of  the  decrease  in  qualified  investments  in  less 
developed  countries  of  such  controlled  foreign  corpora¬ 
tion  for  such  year  shall  be  reduced  by  an  amount  equal 
to  the  amount  (if  any)  by  which  the  losses  on  such 
dispositions  during  such  year  exceed  the  gains  on  such 
dispositions  during  such  year. 

“(3)  Pro  rata  share  of  amount  with¬ 
drawn. — In  the  case  of  any  United  States  shareholder, 
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the  pro  rata  share  of  the  amount  of  previously  excluded 
subpart  F  income  of  any  controlled  foreign  corporation 
withdrawn  from  investment  in  less  developed  countries 
for  any  taxable  year  is  his  pro  rata  share  of  the  amount 
determined  under  paragraph  (1) . 

“(b)  Qualified  Investments  in  Less  Developed 
Countries  — 

“(1)  In  general. — For  purposes  of  this  subpart, 
the  term  ‘ qualified  investments  in  less  developed  coun¬ 
tries  means  property  which  is — 

“(A)  stock  of  a  less  developed  country  corpo¬ 
ration  held  by  the  controlled  foreign  corporation, 
but  only  if  the  controlled  foreign  corporation  owns 
10  percent  or  more  of  the  total  combined  voting 
power  of  all  classes  of  stock  of  such  less  developed, 
country  corporation; 

“(B)  an  obligation  of  a  less  developed  country 
corporation  held  by  the  controlled  foreign  corpora¬ 
tion,  which,  at  the  time  of  its  acquisition  by  the  con¬ 
trolled  foreign  corporation,  has  a  maturity  of  one 
year  or  more,  but  only  if  the  controlled  foreign  corpo¬ 
ration  owns  10  percent  or  more  of  the  total  combined 
voting  power  of  all  classes  of  stock  of  such  less 
developed  country  corporation;  or 

“(C)  an  obligation  of  a  less  developed  country. 
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“( 2)  Country  ceases  to  be  less  developed 
country. — For  purposes  of  this  subpart ,  property  which 
would  be  a  qualified  investment  in  less  developed  coun¬ 
tries,  but  for  the  fact  that  a  foreign  country  has,  after 
the  acquisition  of  such  property  by  the  controlled  foreign 
corporation,  ceased  to  be  a  less  developed  country,  shall 
be  treated  as  a  qualified  investment  in  less  developed 
countries. 

“(3 )  Special  rule. — For  purposes  of  this  subpart, 
a  United  States  shareholder  of  a  controlled  foreign  cor¬ 
poration  may,  under  regulations  prescribed  by  the  Sec¬ 
retary  or  his  delegate,  make  the  determinations  under 
subsection  (a)(2)  of  this  section  and  under  subsection 
(f)  of  section  954  as  of  the  close  of  the  years  following 
the  years  referred  to  in  such  subsections,  or  as  of  the 
close  of  such  longer  period  of  time  as  such  regulations 
may  permit,  in  lieu  of  on  the  last  day  of  such  years.  Any 
election  under  this  paragraph  made  with  respect  to  any 
taxable  year  shall  apply  to  such  year  and  to  all  suc¬ 
ceeding  taxable  years  unless  the  Secretary  or  his  dele¬ 
gate  consents  to  the  revocation  of  such  election. 

“(4)  Exception. — For  purposes  of  this  subpart, 
property  shall  not  constitute  qualified  investments  in  less 
developed  countries  if  such  property  is  disposed  of 
within  6  months  after  the  date  of  its  acquisition. 
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“(5)  Amount  attributable  to  property  — 
The  amount  taken  into  account  under  this  subpart  with 
respect  to  any  property  described  in  paragraph  (1 )  or 
(2)  shall  be  its  adjusted  basis,  reduced  by  any  liability 
to  which  such  property  is  subject. 

“(c)  Less  Developed  Country  Corporations  — 
“(1)  In  general. — For  purposes  of  this  sub¬ 
part,  the  term  ‘less  developed  country  corporation ’ 
mean  a  foreign  corporation  which  during  the  taxable 
year  is  engaged  in  the  active  conduct  of  one  or  more 
trades  or  businesses  and — 

“(A)  80  percent  or  more  of  the  gross  income 
of  which  for  the  taxable  year  is  derived  from  sources 
within  less  developed  countries;  and 

“(B)  80  percent  or  more  in  value  of  the 
assets  of  which  on  each  day  of  the  taxable  year 
consists  of — 

“(i)  property  used  in  such  trades  or  busi¬ 
nesses  and,  located,  in  less  developed  countries, 
“(ii)  money,  and,  deposits  with  persons 
carrying  on  the  banking  business, 

“(in)  stock,  and  obligations  which,  at  the 
time  of  their  acquisition,  have  a,  maturity  of  one 
year  or  more,  of  any  other  less  developed  coun¬ 
try  corporation, 
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11  (in)  an  obligation  of  a  less  developed 
country, 

“(v)  an  investment  which  is  required  be¬ 
cause  of  restrictions  imposed  by  a  less  developed 
country,  and 

“( vi)  property  described  in  section  956 
(b)(2). 

For  purposes  of  subparagraph  (A),  the  determination 
as  to  whether  income  is  derived  from  sources  within  less 
developed  countries  shall  be  made  under  regulations 
prescribed  by  the  Secretary  or  his  delegate. 

“(2)  Shipping  companies— For  purposes  of  this 
subpart,  the  term  dess  developed  country  corporation 

also  means  a  foreign  corporation — 

“(A )  80  percent  or  more  of  the  gross  income  of 

which  for  the  taxable  year  consists  of — 

“(i)  gross  income  derived  from,  or  in  con¬ 
nection  with ,  the  using  (or  hiring  or  leasing 
for  use)  in  foreign  commerce  of  aircraft  or 
vessels  registered  under  the  laws  of  a  less  de¬ 
veloped  country,  or  from,  or  in  connection  with, 
the  performance  of  services  directly  related  to 
use  of  such  aircraft  or  vessels,  or  from  the  sale 
or  exchange  of  such  aircraft  or  vessels,  and 
11  (ii)  dividends  and  interest  received  from 
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foreign  corporations  which  are  less  developed 
country  corporations  within  the  meaning  of  this 
paragraph  and  10  percent  or  more  of  the  total 
combined  voting  power  of  all  classes  of  stock 
of  which  are  owned  by  the  foreign  corporation, 
and  gain  from  the  sale  or  exchange  of  stock  or 
obligations  of  foreign  corporations  which  are 
such  less  developed  country  corporations,  and 
“ (B)  80  percent  or  more  of  the  assets  of  which 
on  each  day  of  the  taxable  year  consists  of  (i)  assets 
used,  or  held  for  use,  for  or  in  connection  with  the 
production  of  income  described  in  subparagraph 
(A),  and  (ii )  property  described  in  section 
956(b) (2). 

“(3)  Less  developed  country  defined— For 
purposes  of  this  subpart,  the  term  ‘less  developed  coun¬ 
try ’  means  ( in  respect  of  any  foreign  corporation )  any 
foreign  country  ( other  than  an  area  within  the  Sino - 
Soviet  bloc)  or  any  possession  of  the  United  States  with 
respect  to  which,  on  the  first  day  of  the  taxable  year,  there 
is  in  effect  an  Executive  order  by  the  President  of  the 
United  States  designating  such  country  or  possession  as 
an  economically  less  developed  country  for  purposes  of 
this  subpart.  F or  purposes  of  the  preceding  sentence, 
an  overseas  territory,  department,  province,  or  possession 
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may  be  treated  as  a  separate  country.  No  designation 
shall  be  made  under  this  paragraph  with  respect  to — 


Australia 

Liechtenstein 

Austria 

Luxembourg 

Belgium 

Monaco 

Canada 

Netherlands 

Denmark 

New  Zealand 

France 

Norway 

Germany  (Federal 

Union  of  South  Africa 

Republic) 

San  Marino 

Hong  Kong 

Sweden 

Italy 

Switzerland 

Japan 

United  Kingdom 

the  President  has  designated 

any  foreign  country  or 

any  possession  of  the  United  States  as  an  economically  less 
developed  country  for  purposes  of  this  subpart,  he  shall  not 
terminate  such  designation  (either  by  issuing  an  Executive 
order  for  that  purpose  or  by  issuing  an  Executive  order  under 
the  first  sentence  of  this  paragraph  which  has  the  effect  of 
terminating  such  designation)  unless,  at  least  30  days  prior 
to  such  termination,  he  has  notified  the  Senate  and  the  House 
of  Representatives  of  his  intention  to  terminate  such 
designation. 
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“SEC.  956.  INVESTMENT  OF  EARNINGS  IN  UNITED  STATES 
PROPERTY. 

u(a)  General  Rules. — For  purposes  of  this  sub¬ 
part — 

“( 1)  Amount  of  investment.— The  amount  of 
earnings  of  a  controlled  foreign  corporation  invested  in 
United  States  property  at  the  close  of  any  taxable  year 
is  the  aggregate  amount  of  such  property  held,  directly 
or  indirectly,  by  the  controlled  foreign  corporation  at  the 
close  of  the  taxable  year,  to  the  extent  such  amount 
would  have  constituted  a  dividend  (determined  after  the 
application  of  section  955(a) )  if  it  had  been  distributed. 

“( 2)  Pro  rata  share  of  increase  for  year. — 
In  the  case  of  any  U nited  States  shareholder ,  the  pro 
rata  share  of  the  increase  for  any  taxable  year  in  the 
earnings  of  a  controlled  foreign  corporation  invested  in 
United  States  property  is  the  amount  determined  by 
subtracting  his  pro  rata  share  of — 

“(A)  the  amount  determined  under  paragraph 
(1)  for  the  close  of  the  preceding  taxable  year,  re¬ 
duced  by  amounts  paid  during  such  preceding  taxable 
year  to  which  section  959  (c)(1)  applies,  from 
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“(B)  the  amount  determined  under  paragraph 
(1)  for  the  close  of  the  taxable  year. 

The  determinations  under  subparagraphs  (A)  and  (B) 
shall  be  made  on  the  basis  of  stock  owned  (within  the 
meaning  of  section  958(a))  by  such  United  States 
shareholder  on  the  last  day  during  the  taxable  year  on 
which  the  foreign  corporation  is  a  controlled  foreign 
corporation. 

“(3)  Amount  attributable  to  property. — 
The  amount  taken  into  account  under  paragraph  (1)  or 
(2)  with  respect  to  any  property  shall  be  its  adjusted 
basis,  reduced  by  any  liability  to  which  the  property  is 
subject. 

“(b)  United  States  Property  Defined.— 

“(1)  In  general. — For  purposes  of  subsection 
(a),  the  term  ‘ United  States  property’  means  any 
property  acquired  after  December  31,  1962,  which  is — 

“(A)  tangible  property  located  in  the  United 
States; 

“(B)  stock  of  a  domestic  corporation; 

“(C)  an  obligation  of  a  United  States  person; 
or 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 


209 


“(D)  any  right  to  the  use  in  the  United  States 

of— 

“(i)  a  patent  or  copyright, 

“(ii)  an  invention,  model,  or  design 
( whether  or  not  patented ) , 

“(Hi)  a  secret  formula  or  process,  or 
“(iv)  any  other  similar  property  right, 
which  is  acquired  or  developed  hy  the  controlled 
foreign  corporation  for  use  in  the  United  States. 
“(2)  Exceptions. — For  purposes  of  subsection 
(a),  the  term  United  States  property ’  does  not  in¬ 
clude — 

“(A)  obligations  of  the  United  States,  money, 
or  deposits  with  persons  carrying  on  the  banking 
business; 

“(B)  property  located  in  the  United  States 
which  is  purchased  in  the  United  States  for  export 
to,  or  use  in,  foreign  countries; 

“(C)  any  obligation  of  a  United  States  per¬ 
son  arising  in  connection  with  the  sale  or  processing 
of  property  if  the  amount  of  such  obligation  out- 
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standing  at  no  time  during  the  taxable  year  exceeds 
the  amount  which  would  he  ordinary  and  necessary 
to  carry  on  the  trade  or  business  of  both  the  other 
party  to  the  sale  or  processing  transaction  and  the 
United  States  person  had  the  sale  or  processing 
transaction  been  made  between  unrelated  persons; 

-(D)  any  aircraft ,  railroad  rolling  stock ,  ves¬ 
sel,  motor  vehicle,  or  container  used  in  the  trans¬ 
portation  of  persons  or  property  in  foreign  com¬ 
merce  and  used  predominantly  outside  the  United 
States; 

U(E)  an  amount  of  assets  of  an  insurance  com¬ 
pany  equivalent  to  the  unearned  premiums  or  re¬ 
serves  ordinary  and  necessary  for  the  proper  con¬ 
duct  of  its  insurance  business  attributable  to  contracts 
ivhich  are  not  contracts  described  in  section 
953(a)  (1) ;  and 

-(F)  an  amount  of  assets  of  the  controlled  for¬ 
eign  corporation  equal  to  the  earnings  and  profits 
accumulated  after  December  31,  1962,  and  excluded 
from  sub  part  F  income  under  section  952(b). 

-(c)  Pledges  and  Guarantees —For  purposes  of 
subsection  (a),  a  controlled  foreign  corporation  shall,  under 
regulations  prescribed  by  the  Secretary  or  his  delegate,  be 
considered  as  holding  an  obligation  of  a  United  States  per- 
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son  if  such  controlled  foreign  corporation  is  a  pledgor  or 
guarantor  of  such  obligation. 


“SEC.  957.  CONTROLLED  FOREIGN  CORPORATIONS;  UNITED 
STATES  PERSONS. 

“(a)  General  Rule.— For  purposes  of  this  sub¬ 
part,  the  term  ‘ controlled  foreign  corporation  means  any  for¬ 
eign  corporation  of  which  more  than  50  percent  of  the  total 
combined  voting  power  of  all  classes  of  stock  entitled  to  vote 


is  owned  (within  the  meaning  of  section  958(a) ),  or  ir 
considered  as  owned  by  applying  the  rules  of  ownership  o) 


section  958(b),  by  United  States  shareholders  on  any  day 
during  the  taxable  year  of  such  foreign  corporation. 

“(b)  Special  Rule  for  Insurance. — For  purposes 
only  of  taking  into  account  income  described  in  section  953 
(a)  (relating  to  income  derived  from  insurance  of  United 
States  risks),  the  term  ‘ controlled  foreign  corporation  in¬ 
cludes  not  only  a  foreign  corporation  as  defined  by  subsec¬ 
tion  (a)  but  also  one  of  which  more  than  25  percent  of  the 


total  combined  voting  power  of  all  classes  of  stock  is  owned 
(within  the  meaning  of  section  958(a)),  or  is  considered  as 
owned  by  applying  the  rules  of  ownership  of  section  958(b) . 
by  United  States  shareholders  on  any  day  during  the  tax¬ 
able  year  of  such  corporation,  if  the  gross  amount  of  pre¬ 
miums  or  other  consideration  in  respect  of  the  reinsurance  or 
the  issuing  of  insurance  or  annuity  contracts  described  in  sec- 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 


212 


tion  953(a)(1)  exceeds  75  'percent  of  the  gross  amount  of 
all  premiums  or  other  consideration  in  respect  of  all  risks. 

“(c)  Corporations  Organized  in  United  States 
Possessions. — For  purposes  of  this  subpart,  the  term  ‘ con¬ 
trolled  foreign  corporation  does  not  include  any  corporation 
created  or  organized  in  the  Commonwealth  of  Puerto  Rico  or 
a  possession  of  the  United  States  or  under  the  laws  of  the 
Commonwealth  of  Puerto  Rico  or  a  possession  of  the  United 
States  if — 

“(i)  80  percent  or  more  of  the  gross  income  of 
such  corporation  ( computed  without  regard  to  section 
931 )  for  the  3-year  period  immediately  preceding  the 
close  of  the  taxable  year  ( or  for  such  part  of  such  period 
immediately  preceding  the  close  of  such  taxable  year  as 
may  be  applicable)  was  derived  from  sources  within 
the  Commonwealth  of  Puerto  Rico  or  a  possession  of 
the  United  States;  and 

“(2)  50  percent  or  more  of  the  gross  income  of 
such  corporation  (computed  without  regard  to  section 
931 )  for  such  period,  or  for  such  part  thereof,  was 
derived  from  the  active  conduct  within  the  Common¬ 
wealth  of  Puerto  Rico  or  a  possession  of  the  United 
States  of  any  trades  or  businesses  constituting  the  manu¬ 
facture  or  processing  of  goods,  wares,  merchandise,  or 
other  tangible  personal  property;  the  processing  of  agri- 
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1  cultural  or  horticultural  products  or  commodities  (in- 

2  eluding  but  not  limited  to  livestock,  poultry,  or  fur- 

3  bearing  animals);  the  catching  or  taking  of  any  kind 

4  of  fish  or  the  mining  or  extraction  of  natural  resources, 

5  or  any  manufacturing  or  processing  of  any  products  or 

^  commodities  obtained  from  such  activities;  or  the  owner- 

7  ship  or  operation  of  hotels. 

8  For  purposes  of  paragraphs  (1)  and  (2),  the  deter- 

9  mination  as  to  whether  income  was  derived  from  sources 
10  within  the  Commonwealth  of  Puerto  Rico  or  a  possession 
44  of  the  United  States  and  was  derived  from  the  active  conduct 

42  of  a  described  trade  or  business  within  the  Commonwealth 

43  of  Puerto  Rico  or  a  possession  of  the  United  States  shall 

44  be  made  under  regulations  prescribed  by  the  Secretary  or 
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his  delegate . 

(d)  United  States  Person. — For  purposes  of  this 
subpart,  the  term  ‘ United  States  person ’  has  the  meaning 
assigned  to  it  by  section  7701(a)  (30)  except  that— 

(1)  with  respect  to  a  corporation  organized  under 
the  laws  of  the  Commonwealth  of  Puerto  Rico,  such  term 
does  not  include  an  individual  who  is  a  bona  fide  resident 
of  Puerto  Rico,  if  a  dividend  received  by  such  individual 
during  the  taxable  year  from  such  corporation  would, 
for  purposes  of  section  933(1),  be  treated  as  income 
derived  from  sources  within  Puerto  Rico, 
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“(2)  with  respect  to  a  corporation  organized  under 
the  laws  of  the  Virgin  Islands ,  such  term  does  not  include 
an  individual  who  is  a  bona  fide  resident  of  the  Virgin 
Islands  and  whose  income  tax  obligation  under  this 
subtitle  for  the  taxable  year  is  satisfied  pursuant  to  sec¬ 
tion  28(a)  of  the  Revised  Organic  Act  of  the  Virgin 
Islands,  approved  July  22,  1954  (48  U.S.C.  1042), 
by  paying  tax  on  income  derived  from  all  sources  both 
within  and  outside  the  Virgin  Islands  into  the  treasury 

of  the  Virgin  Islands,  and 

“(3)  with  respect  to  a  corporation  organized  under 
the  laws  of  any  other  possession  of  the  United  States, 
such  term  does  not  include  an  individual  who  is  a  bona 
fide  resident  of  any  such  other  possession  and  whose 
income  derived  from  sources  within  possessions  of  the 
United  States  is  not,  by  reason  of  section  931(a),  in¬ 
cludible  in  gross  income  under  this  subtitle  for  the 
taxable  year. 

-SEC.  958.  RULES  FOR  DETERMINING  STOCK  OWNERSHIP. 

“(a)  Direct  and  Indirect  Ownership. — 

“(1)  General  rule. — For  purposes  of  this  sub¬ 
part  (other  than  sections  955(b)(1)  (A)  and  (B), 
955(c)  (2)  (A)  (ii),  and  960(a)(1)),  stock  owned 
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“(A)  stock  owned  directly,  and, 

“(B)  stock  owned  with  the  application  of  para¬ 
graph  (2). 

“( 2)  Stock  ownership  through  foreign  en¬ 
tities. — For  purposes  of  subparagraph,  (B)  of  para¬ 
graph  (1),  stock  owned,  directly  or  indirectly,  by  or 
for  a  foreign  corporation,  foreign  partnership,  or  foreign 
trust  or  foreign  estate  (within  the  meaning  of  section 
7701  ( a)  (31) )  shall  be  considered  as  being  owned  pro¬ 
portionately  by  its  shareholders,  partners,  or  bene¬ 
ficiaries.  Stock  considered  to  be  owned,  by  a  person  by 
reason  of  the  application  of  the  preceding  sentence  shall, 
for  purposes  of  applying  such  sentence,  be  treated  as 
actually  owned  by  such  person. 

“(3)  Special  rule  for  mutual  insurance 
companies. — For  purposes  of  applying  paragraph  (1) 
in  the  case  of  a  foreign  mutual  insurance  company,  the 
term  ‘stock'  shall  include  any  certificate  entitling  the 
holder  to  voting  power  in  the  corporation. 

“(b)  Constructive  Ownership.— For  purposes  of 
sections  951(b),  954(d)(3),  and,  957,  section  318(a) 
(relating  to  constructive  ownership  of  stock)  shall  apply  to 
the  extent  that  the  effect  is  to  treat,  any  United  States  per¬ 
son  as  a  United  States  shareholder  within  the  meaning  of 
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section  951(b),  to  treat  a  person  as  a  related  person  within 
the  meaning  of  section  954  (d)(3),  or  to  treat  a  foreign 
corporation  as  a  controlled  foreign  corporation  under  section 
957,  except  that — 

“(1)  In  applying  paragraph  (1)(A)  of  section 
318(a),  stock  owned  by  a  nonresident  alien  individual 
(other  than  a  foreign  trust  or  foreign  estate)  shall  not 
be  considered  as  owned  by  a  citizen  or  by  a  resident 
alien  individual. 

“( 2)  In  applying  the  first  sentence  of  subpara¬ 
graphs  (A)  and  (B),  and  in  applying  clause  (i)  of 
subparagraph  (C),  of  section  318(a)(2),  if  a  partner¬ 
ship,  estate,  trust,  or  corporation  owns,  directly  or  in¬ 
directly,  more  than  50  percent  of  the  total  combined 
voting  power  of  all  classes  of  stock  entitled  to  vote  of  a 
corporation,  it  shall  be  considered  as  owning  all  the 
stock  entitled  to  vote. 

“(3)  Stock  owned,  by  a  partnership,  estate,  trust, 
or  corporation,  by  reason  of  the  application  of  the  second 
sentence  of  subparagraphs  (A)  and  (B),  and  the  ap¬ 
plication  of  clause  (ii)  of  subparagraph  (C),  of  section 
318(a)(2),  shall  not  be  considered  as  owned  by  such 

t 

partnership,  estate,  trust,  or  corporation,  for  purposes 
of  applying  the  first  sentence  of  subparagraphs  (A)  and 
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(B),  and  in  applying  clause  (i)  of  subparagraph  (C), 
of  section  318  (a)(2). 

“(4)  In  applying  clause  (i)  of  subparagraph  (C) 
of  section  318(a)(2),  the  phrase  ‘ 10  percent’  shall  be 
substituted  for  the  phrase  ‘50  percent’  used  in  subpara¬ 
graph  (C). 

“(5)  The  second  sentence  of  subparagraphs  (A) 
and  (B),  and  clause  (ii)  of  subparagraph  (C),  of 
section  318  ( a)  (2)  shall  not  be  applied  so  as  to  consider 
a  United  States  person  as  owning  stock  which  is  owned 
by  a  person  who  is  not  a  United  States  person. 

‘SEC.  959.  EXCLUSION  FROM  GROSS  INCOME  OF  PREVIOUSLY 
TAXED  EARNINGS  AND  PROFITS. 

( a)  Exclusion  Erom  Gross  Income  of  United 


15  States  Persons. — E or  purposes  of  this  chapter,  the  earn- 

16  ings  and  profits  for  a  taxable  year  of  a  foreign  corporation 

17  attributable  to  amounts  which  are,  or  have  been,  included  in 

18  the  gross  income  of  a  United  States  shareholder  under  sec- 

19  tion  951(a)  shall  not,  when — 

20  “(1)  such  amounts  are  distributed  to,  or 

21  “(2)  such  amounts  would,  but  for  this  subsection, 

22  be  included  under  section  951  (a)  (1)  (B)  in  the  gross 

23  income  of, 

24  such  shareholder  (or  any  other  United  States  person  who 
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acquires  from  any  person  any  portion  of  the  interest,  of  such 
United  States  shareholder  in  such  foreign  corporation,  but 
only  to  the  extent,  of  such  portion,  and  subject  to  such  proof 
of  the  identity  of  such  interest  as  the  Secretary  or  his  delegate 
may  by  regulations  prescribe)  directly,  or  indirectly  through 
a  chain  of  ownership  described,  under  section  958(a),  be 
again  included  in  the  gross  income  of  such  United  States 
shareholder  (or  of  such  other  United  States  person). 

“(b)  Exclusion  From  Gross  Income  of  Certain 
Foreign  Subsidiaries. — For  purposes  of  section  951(a) , 
the  earnings  and  profits  for  a  taxable  year  of  a  controlled 
foreign  corporation  attributable  to  amounts  which  are,  or 
have  been,  included  in  the  gross  income  of  a  United  States 
shareholder  under  section  951(a),  shall  not,  when  distributed 
through  a  chain  of  ownership  described  under  section 
958(a),  be  also  included  in  the  gross  income  of  another  con¬ 
trolled  foreign  corporation  in  such  chain  for  purposes  of  the 
application  of  section  951  (a)  to  such  other  controlled  foreign 
corporation  with  respect  to  such  United  States  shareholder 
(or  to  any  other  United  States  shareholder  who  acquires 
from  anil  person  any  portion  of  the  interest  of  such  United 
States  shareholder  in  the  controlled  foreign  corporation,  but 
only  to  the  extent  of  such  portion,  and,  subject  to  such  proof 
of  identity  of  such  interest  as  the  Secretary  or  his  delegate 
may  prescribe  by  regulations) . 
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“(c)  Allocation  of  Distributions —For  pur¬ 
poses  of  subsections  (a)  and  (b),  section  316(a)  shall  be 
applied  by  applying  paragraph  (2)  thereof,  and  then  p air¬ 
graph  (1 )  thereof — 

“( 1)  first  to  earnings  and,  profits  attributable  to 
amounts  included  in  gross  income  under  section  951 
(a)  (1)  (B )  (or  which  would,  have  been  included,  ex¬ 
cept  for  subsection  (a)(2)  of  this  section ) , 

“(2)  then  to  earnings  and  profits  attributable  to 
amounts  included  in  gross  income  under  section  951 
(a)  (1)  (A)  (but  reduced  by  amounts  not  included  un¬ 
der  section  951(a)  (1)  (B )  because  of  the  exclusion  in 
subsection  (a)(2)  of  this  section ) ,  and 
“( 3)  then  to  other  earnings  and  profits. 

“(d)  Distributions  Excluded  From  Gross  In¬ 
come  Not  To  Be  Treated  as  Dividends. — Except  as 
provided  in  section  960(a)(3),  any  distribution  excluded 
from  gross  income  under  subsection  (a)  shall  be  treated,,  for 
purposes  of  this  chapter,  as  a  distribution  which  is  not  a 
dividend. 

“SEC.  960.  SPECIAL  RULES  FOR  FOREIGN  TAX  CREDIT. 

“(a)  Taxes  Paid  by  a  Foreign  ('orporation. — 
“(1)  General  rule. — For  purposes  of  subpart 
A  of  this  part,  if  there  is  included,  under  section  951  (a). 
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in  the  gross  income  of  a  domestic  corporation  any  amount 
attributable  to  earnings  and  profits — 

“(A)  of  a  foreign  corporation  at  least  10  per¬ 
cent  of  the  voting  stock  of  which  is  owned  by  such 
domestic  corporation ,  or 

“(B)  of  a  foreign  corporation  at  least  50  per¬ 
cent  of  the  voting  stock  of  which  is  owned  by  a  foreign 
corporation  at  least  10  percent  of  the  voting  stock  of 
which  is  in  turn  owned  by  such  domestic  corporation, 
then,  under  regulations  prescribed  by  the  Secretary  or 
his  delegate,  such  domestic  corporation  shall  be  deemed, 
to  have  paid  the  same  proportion  of  the  total  income, 
war  profits,  and  excess  profits  taxes  paid  (or  deemed 
paid)  by  such  foreign  corporation  to  a  foreign  country  or 
possession  of  the  United  States  for  the  taxable  year  on 
or  with  respect  to  the  earnings  and  profits  of  such  foreign 
corporation  which  the  amount  of  earnings  and  profits 
of  such  foreign  corporation  so  included  in  gross  income 
of  the  domestic  corporation  bears  to — 

“(C)  if  the  foreign  corporation  at  least  10 
percent  of  the  voting  stock  of  which  is  owned  by  such 
domestic  corporation  referred  to  in  subparagraph 
(A)  or  (B)  is  not  a  less  developed  country  cor¬ 
poration  (as  defined  in  section  902(d))  for  such 
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taxable  year ,  the  entire  amount  of  the  earnings  and 
profits  of  such  foreign  corporation  for  such  taxable 
year,  or 

“(D)  if  the  foreign  corporation  at  least  10 
percent  of  the  voting  stock  of  which  is  owned  by 
such  domestic  corporation  referred  to  in  subpara¬ 
graph  (A)  or  (B )  is  a  less  developed  country  cor¬ 
poration  ( as  defined  in  section  902  (d) )  for  such 
taxable  year,  the  sum  of  the  entire  amount  of  the 
earnings  and  profits  of  such  foreign  corporation  for 
such  taxable  year  and  the  total  income,  ivar  profits, 
and  excess  profits  taxes  paid  by  such  foreign  corpo¬ 
ration  to  foreign  countries  or  possessions  of  the 
United  States  for  such  taxable  year. 

“(2)  Taxes  previously  deemed  paid  by  do¬ 
mestic  corporation. — If  a  domestic  corporation  re¬ 
ceives  a  distribution  from  a  foreign  corporation,  any 
portion  of  which  is  excluded  from  gross  income  under 
section  959,  the  income,  war  profits,  and  excess  profits 
taxes  paid  or  deemed  paid  by  such  foreign  corporation  to 
any  foreign  country  or  to  any  possession  of  the  United 
States  in  connection  with  the  earnings  and  profits  of 
such  foreign  corporation  from  which  such  distribution  is 
made  shall  not  be  taken  into  account  for  purposes  of 
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section  902,  to  the  extent  such  taxes  were  deemed  paid 
by  a  domestic  corporation  under  paragraph  (1)  for 
any  prior  taxable  year. 

“(3)  Taxes  paid  by  foreign  corporation  and 

NOT  PREVIOUSLY  DEEMED  PAID  BY  DOMESTIC  CORPO¬ 
RATION.— Aliy  portion  of  a  distribution  from  a  foreign 
corporation  received  by  a  domestic  corporation  which  is 
excluded  from  gross  income  under  section  959(a)  shall 
be  treated  by  the  domestic  corporation  as  a  dividend, 
solely  for  purposes  of  taking  into  account  under  section 
902  any  income,  war  profits,  or  excess  profits  taxes 
paid  to  any  foreign  country  or  to  any  possession  oj  the 
United  States,  on  or  with  respect  to  the  accumulated 
profits  of  such  foreign  corporation  from  which  such 
distribution  is  made,  which  were  not  deemed  paid  by 
the  domestic  corporation  under  paragraph  (1)  for  any 
prior  taxable  year. 

“(b)  Special  Rules  for  Foreign  Tax  Credit  in 
Year  of  Receipt  of  Previously  Taxed  Earnings 
and  Profits  — 

“(1)  Increase  in  section  m  limitation — 

In  the  case  of  any  taxpayer  who — 

“(A.)  either  (i)  chose  to  have  the  benefits  of 

subpart  A  of  this  part  for  a  taxable  year  in  which 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 


223 


he  teas  required  under  section  951  (a)  to  include  in 
his  gross  income  an  amount  in  respect  of  a  controlled 
foreign  corporation,  or  (ii)  did  not  pay  or  accrue 
for  such  taxable  year  any  income,  war  profits,  or 
excess  profits  taxes  to  any  foreign  country  or  to  any 
possession  of  the  United  States,  and 

“(B)  chooses  to  have  the  benefits  of  sub  part 
A  of  this  part  for  the  taxable  year  in  which  he  re¬ 
ceives  a  distribution  or  amount  which  is  excluded 
from  gross  income  under  section  959(a)  and  which 
is  attributable  to  earnings  and  profits  of  the  con¬ 
trolled  foreign  corporation  which  was  included  in 
his  gross  income  for  the  taxable  year  referred  to  in 
subparagraph  (A),  and 

“(C)  for  the  taxable  year  in  which  such  dis¬ 
tribution  or  amount  is  received,  pays,  or  is  deemed 
to  have  paid,  or  accrues  income,  war  profits,  or 
excess  profits  taxes  to  a  foreign  country  or  to  any 
possession  of  the  United,  States  with  respect  to  such 
distribution  or  amount, 

the  applicable  limitation  under  section  904  for  the  tax¬ 
able  year  in  which  such  distribution  or  amount  is  re¬ 
ceived  shall  be  increased  as  provided  in  paragraph  (2), 
but  such  increase  shall  not  exceed  the  amount  of  such 
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taxes  paid ,  or  deemed  paid,  or  accrued  with  respect  to 
such  distribution  or  amount. 

“(2)  Amount  of  increase. — The  amount  of 
increase  of  the  applicable  limitation  under  section  904 
(a)  for  the  taxable  year  in  which  the  distribution  or 
amount  referred  to  in  paragraph  (1)(B)  is  received 
shall  be  an  amount  equal  to — 

“(A)  the  amount  by  which  the  applicable 
limitation  wider  section  904  (a)  for  the  taxable  year 
referred  to  in  paragraph  (1)  (A)  was  increased  by 
reason  of  the  inclusion  in  gross  income  under  section 
951  (a)  of  the  amount  in  respect  of  the  controlled 
foreign  corporation,  reduced  by 

“(B)  the  amount  of  any  income,  war  profits, 
and  excess  profits  taxes  paid,  or  deemed  paid,  or 
accrued,  to  any  foreign  country  or  possession  of  the 
United  States  which  were  allowable  as  a  credit 
under  section  901  for  the  taxable  year  referred  to  in 
paragraph  (1)  (A)  and  which  would  not  have  been 
allowable  but  for  the  inclusion  in  gross  income  of 
the  amount  described  in  subparagraph  (A). 

“(3)  Cases  in  which  taxes  not  to  be  al¬ 
lowed  as  deduction. — In  the  case  of  any  taxpayer 
who — 

“(A)  chose  to  have  the  benefits  of  subpart  A  of 
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this  part  for  a  taxable  year  in  which  he  was  re¬ 
quired  under  section  951(a)  to  include  in  his  gross 
income  an  amount  in  respect  of  a  controlled  foreign 
corporation,  and 

“(B)  does  not  choose  to  have  the  benefits  of 
subpart  A  of  this  part  for  the  taxable  year  in  which 
he  receives  a  distribution  or  amount  which  is  ex¬ 
cluded  from  gross  income  under  section  959  (a)  and 
which  is  attributable  to  earnings  and  profits  of  the 
controlled  foreign  corporation  which  was  included 
in  his  gross  income  for  the  taxable  year  referred 
to  in  subparagraph  (A), 

no  deduction  shall  be  allowed  under  section  164  for  the 
taxable  year  in  which  such  distribution  or  amount  is 
received  for  any  income,  war  profits,  or  excess  profits 
taxes  paid,  or  accrued  to  any  foreign  country  or  to  any 
possession  of  the  United  States  on  or  with  respect  to  such 
distribution  or  amount. 

“(4)  Insufficient  taxable  income. — If  an 
increase  in  the  limitation  under  this  subsection  exceeds 
the  tax  imposed,  by  this  chapter  for  such  year,  the 
amount  of  such  excess  shall  be  deemed  an  overpayment 
of  tax  for  such  year. 

H.R.  10650 - 15 
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“SEC.  961.  ADJUSTMENTS  TO  BASIS  OF  STOCK  IN  CONTROLLED 
FOREIGN  CORPORATIONS  AND  OF  OTHER  PROP¬ 
ERTY. 

“(a)  Increase  in  Basis. — Under  regulations  pre¬ 
scribed  by  the  Secretary  or  his  delegate,  the  basis  of  a  United 
States  shareholder' s  stock  in  a  controlled  foreign  corporation , 
and  the  basis  of  property  of  a  United  States  shareholder  by 
reason  of  which  he  is  considered  under  section  958  (a)(2) 
as  owning  stock  of  a  controlled  foreign  corporation,  shall  be 
increased  by  the  amount  required  to  be  included  in  his  gross 
income  under  section  951  (a)  with  respect  to  such  stock  or 
with  respect  to  such  property,  as  the  case  may  be,  but  only 
to  the  extent  to  which  such  amount  was  included  in  the  gross 
income  of  such  United  States  shareholder ,  In  the  case  of  a 
United  States  shareholder  who  has  made  an  election  under 
section  962  for  the  taxable  year,  the  increase  in  basis  pro¬ 
vided  by  this  subsection  shall  not  exceed  an  amount  equal  to 
the  amount  of  tax  paid  under  this  chapter  with  respect  to  the 
amounts  required  to  be  included,  in  his  gross  income  under 
section  951(a). 

“(b)  B eduction  in  Basis. — 

“(1)  In  general. — Under  regulations  prescribed 
by  the  Secretary  or  his  delegate,  the  adjusted  basis  of 
stock  or  other  property  with  respect  to  which  a  United 
States  shareholder  or  a  United  States  person  receives  an 
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amount  which  is  excluded  from  gross  income  under  sec¬ 
tion  959(a)  shall  be  reduced  by  the  amount  so  excluded. 
In  the  case  of  a  United  States  shareholder  who  has  made 
an  election  under  section  962  for  any  prior  taxable  year , 
the  reduction  in  basis  provided  by  this  paragraph  shall 
not  exceed  an  amount  equal  to  the  amount  received, 
which  is  excluded  from  gross  income  under  section 
959(a)  after  the  application  of  section  962(d). 

“(2)  Amount  in  excess  of  basis—  To  the  ex¬ 
tent  that  an  amount  excluded  from  gross  income  under 
section  959(a)  exceeds  the  adjusted  basis  of  the  stock 
or  other  property  with  respect  to  which  it  is  received , 
the  amount  shall  be  treated  as  gain  from  the  sale  or  ex¬ 
change  of  property. 

“SEC.  962.  ELECTION  BY  INDIVIDUALS  TO  BE  SUBJECT  TO  TAX 
AT  CORPORATE  RATES. 

“(a)  General  Rule. — Under  regulations  prescribed 
by  the  Secretary  or  his  delegate,  in  the  case  of  a  United 
States  shareholder  who  is  an  individual  and  who  elects  to 
have  the  provisions  of  this  section  apply  for  the  taxable 
year — 

“(. 1)  the  tax  imposed  under  this  chapter  on 
amounts  which  are  included  in  his  gross  income  under 
section  951(a)  shall  (in  lieu  of  the  tax  determined 
under  section  1)  be  an  amount  equal  to  the  tax  which 
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would  be  imposed  under  section  11  if  such  amounts 
were  received  by  a  domestic  corporation,  and 

“(2)  for  purposes  of  applying  the  provisions  of 
section  960  (relating  to  foreign  tax  credit)  such  amounts 
shall  be  treated  as  if  they  were  received  by  a  domestic 
corporation. 

“(b)  Election. — An  election  to  have  the  provisions 
of  this  section  apply  for  any  taxable  year  shall  be  made 
by  a  United  States  shareholder  at  such  time  and  in  such 
manner  as  the  Secretary  or  his  delegate  shall  prescribe  by 
regulations.  An  election  made  for  any  taxable  year  may 
not  be  revoked  except  with  the  consent  of  the  Secretary 
or  his  delegate. 

“(c)  Surtax  Exemption. — For  purposes  of  applying 
subsection  (a)(1),  the  surtax  exemption  provided  by  section 
11(c)  shall  not  exceed \,  in  the  case  of  any  United  States  share¬ 
holder,  an  amount  which  bears  the  same  ratio  to  $ 25,000  as 
the  amounts  included  in  his  gross  income  under  section  951 
(a)  for  the  taxable  year  bears  to  his  pro  rata  share  of  the 
earnings  and  profits  for  the  taxable  year  of  all  controlled, 
foreign  corporations  with  respect  to  which  such  United,  States 
shareholder  includes  any  amount  in  gross  income  under 
section  951(a). 

“(d)  Special  Rule  for  Actual  Distributions  — 
The  earnings  and  profits  of  a  foreign  corporation  attributable 
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to  amounts  which  were  included  in  the  gross  income  of  a 
United  States  shareholder  under  section  951(a)  and  with 
respect  to  which  an  election  under  this  section  applied  shall, 
when  such  earnings  and  profits  are  distributed,  notwithstand¬ 
ing  the  provisions  of  section  959(a)  (1),  be  included  in  gross 
income  to  the  extent  that  such  earnings  and  profits  so  dis¬ 
tributed  exceed  the  amount  of  tax  paid  under  this  chapter  on 
the  amounts  to  which  such  election  applied. 

“SEC.  963.  RECEIPT  OF  MINIMUM  DISTRIBUTIONS  BY  DOMES¬ 
TIC  CORPORATIONS. 

“(a)  General  Rule. — In  the  case  of  a  United  States 
shareholder  which  is  a  domestic  corporation  and  which  con¬ 
sents  to  all  the  regulations  prescribed  by  the  Secretary  or  his 
delegate  under  this  section  prior  to  the  last  day  prescribed 
by  law  for  filing  its  return  of  the  tax  imposed  by  this  chapter 
for  the  taxable  year,  no  amount  shall  be  included  in  gross 
income  under  section  951  (a)  (1)  (A)  (i)  for  the  taxable 
year  with  respect  to  the  subpart  F  income  of  a  controlled 
foreign  corporation,  if — 

“(a  in  the  case  of  a  controlled  foreign  corpora¬ 
tion  described  in  subsection  (c)(1),  the  United  States 
shareholder  receives  a  minimum  distribution  of  the  earn¬ 
ings  and  profits  for  the  taxable  year  of  such  controlled 
foreign  corporation; 

“(2)  in  the  case  of  controlled  foreign  corporations 
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described  in  subsection  (c)(2),  the  United  States 
shareholder  receives  a  minimum  distribution  with  re¬ 
spect  to  the  consolidated  earnings  and  profits  for  the 
taxable  year  of  all  such  controlled  foreign  corporations ; 

or 


“(3)  in  the  case  of  controlled  foreign  corporations 
described  in  subsection  (c)(3),  the  United  States 
shareholder  receives  a  minimum  distribution  of  the  con¬ 
solidated  earnings  and  profits  for  the  taxable  year  of 
all  such  controlled  foreign  corporations. 

“(b)  Minimum  Distributions —For  purposes  of  this 
section,  a  minimum  distribution  with  respect  to  the  earnings 
and  profits  for  the  taxable  year  of  any  controlled  foreign 
corporation  or  corporations  shall,  in  the  case  of  any  United 
States  shareholder,  be  its  pro  rata  share  of  an  amount  deter¬ 
mined  in  accordance  with  the  following  table: 


“/ f  the  effective  foreign  tax 
rate  is  ( 'percentage )  : 

Under  10 _ 

10  or  over  hut  less  than  20 _ 

20  or  over  hut  less  than  30 _ 

30  or  over  hut  less  than  40 _ 

lfi  or  over  hut  less  than  42 _ 

4-2  or  over  hut  less  than  44 _ 

44  or  over  hut  less  than  46 _ 

46  or  over  hut  not  more  than  47  ■ 
Over  47 _ 


The  required  minimum  dis¬ 
tribution  of  earnings  and 
profits  is  (percentage) : 

-  90 

-  80 

-  70 

_  60 

_  50 

-  38 

-  26 

-  14 

-  0 


“(c)  Amounts  to  Which  Section  Applies  — 


“(1)  Foreign  subsidiaries —Subsection  (a)(1) 

shall  apply  to  amounts  which  (but  for  the  provisions  of 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 


231 


this  section )  would  he  included  in  the  gross  income  of  the 
United  States  shareholder  under  section  951  (a)(1)(A) 
(i)  by  reason  of  its  ownership,  within  the  meaning  of 
section  958(a)  (1)  (A) ,  of  stock  of  a  controlled  foreign 
corporation. 

“( 2)  Chain  of  controlled  foreign  corpora¬ 
tions. — Subsection  (a)  (2)  shall  apply  to  amounts  which 
( but  for  the  provisions  of  this  section )  would  be  included 
in  the  gross  income  of  the  United  States  shareholder 
under  section  951(a)  (1)  (A)  (i)  — 

“(A)  by  reason  of  its  ownership,  within  the 
meaning  of  section  958 (a)(1)(A),  of  stock  of  a 
controlled  foreign  corporation,  and 

“(B)  to  the  extent  that  the  United  States  share¬ 
holder  so  elects,  by  reason  of  its  ownership,  within 
the  meaning  of  section  958(a)(2),  of  stock  of  any 
other  controlled  foreiyn  corporation  ( on  account  oj 
its  ownership  of  the  stock  described  in  subparagraph 
(A)  or  of  stock  described  in  this  subparagraph ) , 
but  only  if  there  is  taken  into  account  the  earnings 
and  profits  of  each  foreign  corporation,  whether  or 
not  a  controlled  foreign  corporation,  by  reason  of 
which  the  United  States  shareholder  owns,  within  the 
meaning  of  section  958  (a)(2),  stock  of  such  con¬ 
trolled  foreign  corporation. 
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“(3)  All  controlled  foreign  corpora¬ 
tions. — Except  as  provided  in  paragraph  (4),  subsec¬ 
tion  (a)(3)  shall  apply  to  amounts  ivhich  (but  for  the 
provisions  of  this  section )  would  be  included  in  the  gross 
income  of  the  United  States  shareholder  under  section 
951(a)(1)  (A)  (i)- 

“(A)  by  reason  of  its  ownership,  within  the 
meaning  of  section  958(a)  (1)  (A) ,  of  stock  of  all 
controlled  foreign  corporations  in  which  it  owns 
stock  within  the  meaning  of  such  section,  and 

“(B)  by  reason  of  its  ownership,  within  the 
meaning  of  section  958  (a)(2),  of  stock  of  all  con¬ 
trolled  foreign  corporations  in  which  it  owns  stock 
within  the  meaning  of  such  section,  but  only  if  there 
is  taken  into  account  the  earnings  and  profits  of 
each  foreign  corporation,  whether  or  not  a  controlled 
foreign  corporation,  by  reason  of  which  the  United 
States  shareholder  owns,  within  the  meaning  of 
section  958(a),  stock  of  any  of  such  controlled 
foreign  corporations. 

“(4)  Exceptions  and  special  rules. — 

“(A)  Less  developed  country  corpora¬ 
tions. — If  the  United  States  shareholder  so  elects, 
subsection  (a)(3)  and  paragraph  (3)  of  this  sub¬ 
section  shall  not  apply  to  amounts  which  would  be 
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included  in  the  gross  income  of  such  shareholder 
under  section  951  (a)  (1)  (A)  (i)  hy  reason  of  its 
ownership,  within  the  meaning  of  section  958(a), 
of  stock  of  controlled  foreign  corporations  which  are 
less  developed  country  corporations  (as  defined  in 
section  955(c)).  This  subparagraph  shall  not 
apply  with  respect  to  a  less  developed  country  corpo¬ 
ration  if,  by  reason  of  the  ownership  of  the  stock  of 
such  corporation,  the  United  States  shareholder 
owns,  within  the  meaning  of  section  958  (a)(2), 
stock  of  any  other  controlled  foreign  corporation 
which  is  not  a  less  developed  country  corporation. 
Except  as  provided  in  the  preceding  sentence,  an 
election  under  this  subparagraph  may  be  made  only 
with  respect  to  all  controlled  foreign  corporations 
which  are  less  developed  country  corporations  and 
with  respect  to  which  the  domestic  corporation 
making  the  election  is  a  United  States  shareholder. 

“(B)  Foreign  branches. — In  applying  sub¬ 
section  (a)(3)  and  paragraph  (3)  of  this  subsec¬ 
tion,  if  a  United  States  shareholder  so  elects,  all 
branches  maintained  by  such  shareholder  in  foreign 
countries,  the  Commonwealth  of  Puerto  Pico,  or 
possessions  of  the  United  States  shall,  under  regula¬ 
tions  prescribed  by  the  Secretary  or  his  delegate,  be 
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treated  as  wholly  owned  subsidiary  corporations  of 
such  shareholder  organized  under  the  laws  of  such 
foreign  countries,  the  Commonwealth  of  Puerto 
Rico,  or  possessions  of  the  United  States,  as  the 
case  may  be.  Each  branch  so  treated  shall,  for 
purposes  of  this  section,  be  considered  to  have  distrib¬ 
uted  to  the  United  States  shareholder  all  of  its 
earnings  and  profits  for  the  taxable  year.  This 
subparagraph  shall  not  apply  to  a  branch  main- 
tamed  by  a  United  States  shareholder  in  the  Com¬ 
monwealth  of  Puerto  Rico  or  a  possession  of  the 
United  States  unless — 

“( i)  such  branch  would  be  a  controlled 
foreign  corporation  (as  defined  in  section  957) 
if  it  were  incorporated  under  the  laws  of  the 
Commonwealth  of  Puerto  Rico  or  the  possession 
of  the  United  States,  as  the  case  may  be,  and 
“(ii)  the  gross  income  of  the  United  States 
shareholder  for  the  taxable  year  includes  income 
derived  from  sources  within  the  Commonwealth 
of  Puerto  Rico  and  possessions  of  the  United 
States. 

“(C)  Blocked  foreign  income. — If  a 
United  States  shareholder  so  elects,  the  provisions 
of  subsection  (a)(3)  and  of  paragraph  (3)  of  this 
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subsection  shall  not  apply  with  respect  to  any  for¬ 
eign  corporation ,  if  it  is  established  to  the  satisfac¬ 
tion  of  the  Secretary  or  his  delegate  that  the 
earnings  and  profits  of  such  foreign  corporation 
could  not  have  been  distributed  to  United  States 
shareholders  who  own  (within  the  meaning  of  sec¬ 
tion  958 (a) )  stock  of  such  foreign  corporation 
because  of  currency  or  other  restrictions  or  limita¬ 
tions  imposed  under  the  laws  of  any  foreign  country. 
“(d)  Effective  Foreign  Tax  Rate— For  purposes 
of  this  section,  the  term  ‘ effective  foreign  tax  rate ’  means — 
“(1)  with  respect  to  a  single  controlled  foreign  cor¬ 
poration,  the  percentage  which — 

“(A)  the  income,  war  profits,  or  excess  profits 
taxes  paid  or  accrued  to  foreign  countries  or  pos¬ 
sessions  of  the  United  States  by  the  controlled  for¬ 
eign  corporation  for  the  taxable  year  on  or  with  re¬ 
spect  to  its  earnings  and  profits  for  the  taxable  year, 
is  of 

“(B)  the  sum  of  (i)  the  earnings  and  profits 
of  the  controlled  foreign  corporation  described  in 
subparagraph  (A)  and  (ii)  and  the  taxes  described 
in  subparagraph  (A)  ;  and 

“(2)  with  respect  to  two  or  more  foreign  corpora¬ 
tions,  the  percentage  which — 
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“(A)  the  total  income,  war  profits,  or  excess 
profits  taxes  paid  or  accrued  to  foreign  countries 
or  possessions  of  the  United  States  hy  such  foreign 
corporations  for  the  taxable  year  on  or  with  respect 
to  the  total  earnings  and  profits  of  such  foreign 
corporations  for  the  taxable  year,  is  of 

“(B)  the  sum  of  (i)  the  total  earnings  and 
profits  of  such  foreign  corporations  described  in 
subparagraph  (A)  and  (ii)  the  taxes  described  in 
subparagraph  (A). 

For  purposes  of  the  preceding  sentence,  in  the  case  of  any 
United  States  shareholder,  the  computation  of  the  effective 
foreign  tax  rate  applicable  with  respect  to  any  controlled 
foreign  corporation  or  corporations  shall  be  made  without 
regard  to  distributions  made  by  such  controlled  foreign  corpo¬ 
ration  or  corporations  to  such  United  States  shareholder. 
“(e)  Special  Rules  — 

“(1)  Year  from  which  distributions  are 
made. — For  purposes  of  this  section,  the  second  sentence 
of  section  902  (c)(1)  shall  apply  in  determining  from  the 
earnings  and  profits  of  what  year  distributions  are  made 
by  any  foreign  corporation,  except  that  the  Secretary  or 
his  delegate  may  by  regulations  provide  a  period  in  excess 
of  60  days  in  lieu  of  the  60-day  period  prescribed  in 
such  section. 
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“(2)  Insufficient  distributions. — If— 

“(A)  a  United  States  shareholder,  in  making  its 
return  of  the  tax  imposed  by  this  chapter  for  any 
taxable  year,  applies  the  provisions  of  this  section 
with  respect  to  any  controlled  foreign  corporation, 
“(B)  it  is  subsequently  determined  that  this 
section  did  not  apply  with  respect  to  such  controlled, 
foreign  corporation  for  such  taxable  year  due  to  the 
failure  of  the  United  States  shareholder  to  receive  a 
minimum  distribution  with  respect  to  such  controlled 
foreign  corporation,  and 

“(C)  such  failure  is  due  to  reasonable  cause, 
then  a  subsequent  distribution  made  with  respect 
to  such  controlled  foreign  corporation  may,  if  made 
at  a  time  and  in  a  manner  prescribed  by  the  Secretary 
or  his  delegate  by  regulations,  be  treated,  for  purposes  of 
this  chapter,  as  having  been  made  for,  and  received, 
in,  the  taxable  year  of  the  United  States  shareholder 
for  which  such  shareholder  applied  the  provisions  of 
this  section. 

“(3)  Affiliated  groups  of  corporations.— 
An  affiliated  group  of  corporations  which  is  eligible  to 
make  a  consolidated  return  under  section  1501  for  the 
taxable  year,  may,  if  it  so  elects,  be,  treated  as  a  single 
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United  States  shareholder  for  purposes  of  applying  this 
section  for  the  taxable  year. 

“(f)  Regulations. — The  Secretary  or  his  delegate 
shall  prescribe  such  regulations  as  he  may  deem  necessary  to 
carry  out  the  provisions  of  this  section,  including  regulations 
for  the  determination  of  the  amount  of  foreign  tax  credit 
in  the  case  of  distributions  with  respect  to  the  earnings  and 
profits  of  two  or  more  foreign  corporations. 

“SEC.  964.  MISCELLANEOUS  PROVISIONS. 

“(a)  Earnings  and  Profits. — For  purposes  of  this 
subpart,  the  earnings  and  profits  of  any  foreign  corporation , 
and  the  deficit  in  earnings  and  profits  of  any  foreign  corpora¬ 
tion,  for  any  taxable  year  shall  be  determined  according  to 
rules  substantially  similar  to  those  applicable  to  domestic 
corporations,  under  regulations  prescribed  by  the  Secretary 
or  his  delegate. 

“(b)  Blocked  Foreign  Income. — Under  regulations 
prescribed  by  the  Secretary  or  his  delegate,  no  part  of  the 
earnings  and  profits  of  a  controlled  foreign  corporation  for 
any  taxable  year  shall  be  included  in  earnings  and  profits  for 
purposes  of  sections  952,  955,  and  956,  if  it  is  established  to 
the  satisfaction  of  the  Secretary  or  his  delegate  that  such  part 
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could  not  have  been  distributed  by  the  controlled  foreign 
corporation  to  United  States  shareholders  who  own  (within 
the  meaning  of  section  958(a))  stock  of  such  controlled 
foreign  corporation  because  of  currency  or  other  restrictions 
or  limitations  imposed  under  the  laws  of  any  foreign  country. 

“(c)  Records  and  Accounts  of  United  States 
Sha  reholders. — 

“(1)  Records  and  accounts  to  be  main¬ 
tained. — The  Secretary  or  his  delegate  may  by  regula¬ 
tions  require  each  person  who  is,  or  has  been,  a  United 
States  shareholder  of  a  controlled  foreign  corporation 
to  maintain  such  records  and  accounts  as  may  be  pre¬ 
scribed  by  such  regulations  as  necessary  to  carry  out 
the  provisions  of  this  subpart  and  subpart  G. 

“(2)  TWO  OR  MORE  PERSONS  REQUIRED  TO 
MAINTAIN  OR  FURNISH  THE  SAME  RECORDS  AND 
ACCOUNTS  WITH  RESPECT  TO  THE  SAME  FOREIGN  COR¬ 
PORATION. — Where,  but  for  this  paragraph,  two  or  more 
United  States  persons  would  be  required  to  maintain  or 
furnish  the  same  records  and  accounts  as  may  by  regula¬ 
tions  be  required  under  paragraph  (1)  with  respect  to 
the  same  controlled  foreign  corporation  for  the  same 
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period ,  the  Secretary  or  his  delegate  may  by  regulations 
provide  that  the  maintenance  or  furnishing  of  such 
records  and  accounts  by  only  one  such  person  shall  satisfy 
the  requirements  of  paragraph  (1)  for  such  other 
persons. 

“ Subpart  G — Export  Trade  Corporations 

“Sec.  970.  Reduction  of  subpart  F  income  of  export  trade 
corporations. 

“Sec.  971.  Definitions. 

“Sec.  972.  Consolidation  of  group  of  export  trade  corpora¬ 
tions. 

“SEC.  970.  REDUCTION  OF  SUBPART  F  INCOME  OF  EXPORT 

TRADE  CORPORATIONS. 

“(a)  Export  Trade  Income  Constituting  For¬ 
eign  Base  Company  Income  — 

“(1)  In  general. — In  the  case  of  a  controlled 
foreign  corporation  ( as  defined  in  section  957 )  ivhich 
for  the  taxable  year  is  an  export  trade  corporation,  the 
subpart  F  income  (determined,  without  regard  to  this 
subpart)  of  such  corporation  for  such  year  shall  be 
reduced,  by  an  amount  equal  to  so  much  of  the  export 
trade  income  (as  defined  in  section  971(b))  of  such 
corporation  for  such  year  as  constitutes  foreign  base 
company  income  (as  defined  in  section  954),  but,  only 
to  the  extent  that  such  amount  does  not  exceed  whichever 
of  the  following  amounts  is  the  lesser: 
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11  (A)  an  amount  equal  to  1\  times  so  much  of 
the  export  promotion  expenses  (as  defined  in  section 
971(d))  of  such  corporation  for  such  year  as  is 
properly  allocable  to  the  export  trade  income  which 
constitutes  foreign  base  company  income  of  such 
corporation  for  such  year,  or 

“(B)  an  amount  equal  to  10  percent  of  so  much 
of  the  gross  receipts  for  such  year  ( or,  in  the  case 
of  gross  receipts  arising  from  commissions,  fees,  or 
other  compensation  for  its  services,  so  much  of  the 
gross  amount  upon  the  basis  of  which  such  commis¬ 
sions,  fees,  or  other  compensation  is  computed)  ac¬ 
cruing  to  such  export  trade  corporation  from  the  sale, 
installation,  operation,  maintenance,  or  use  of  prop¬ 
erty  in  respect  of  which  such  corporation  derives 
export  trade  income  as  is  properly  allocable  to  the 
export  trade  income  which  constitutes  foreign  base 
company  income  of  such  corporation  for  such  year. 
The  allocations  with  respect  to  export  trade  income  which 
constitutes  foreign  base  company  income  under  sub- 
paragraphs  (A)  and  (B )  shall  be  made  under  regula¬ 
tions  prescribed  by  the  Secretary  or  his  delegate. 

“(2)  Overall  limitation. — The  reduction  under 
H.R.  10650 - 16 
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paragraph  (1)  for  any  taxable  year  shall  not  exceed 
an  amount  which  bears  the  same  ratio  to  the  increase 
in  the  investments  in  export  trade  assets  ( as  defined  in 
section  971  (c) )  of  such  corporation  for  such  year  as 
the  export  trade  income  which  constitutes  foreign  base 
company  income  of  such  corporation  for  such  year  bears 
to  the  entire  export  trade  income  of  such  corporation 
for  such  year . 

“(b)  Inclusion  of  Certain  Previously  Excluded 
Amounts. — Each  United  States  shareholder  of  a  controlled 
foreign  corporation  which  for  any  prior  taxable  year  was  an 
export  trade  corporation  shall  include  in  his  gross  income 
under  section  951  (a)  (1)  (A)  (ii) ,  as  an  amount  to  which  sec¬ 
tion  955  ( relating  to  withdrawal  of  previously  excluded  sub¬ 
part  F  income  from  qualified  investment )  applies,  his  pro  rata 
share  of  the  amount  of  decrease  in  the  investments  in  export 
trade  assets  of  such  corporation  for  such  year,  but  only  to 
the  extent  that  his  pro  rata  share  of  such  amount  does  not 
exceed  an  amount  equal  to — 

“  (1)  his  pro  rata  share  of  the  sum  of  (A)  the 
amounts  by  ivhich  the  subpart  F  income  of  such  cor¬ 
poration  was  reduced  for  all  prior  taxable  years  under 
subsection  (a),  and  (B)  the  amounts  not  included  in 
subpart  F  income  (determined  without  regard  to  this 
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subpart)  for  all  prior  taxable  years  by  reason  of 
the  application  of  section  972,  reduced  by 

“(2)  the  sum  of  the  amounts  which  were  included  in 
his  gross  income  under  section  951  (a)  (1)  (A)  (ii)  under 
the  provisions  of  this  subsection  for  all  prior  taxable 
years. 

“(c)  Investments  in  Export  Trade  Assets  — 
“(1)  Amount  of  investments. — For  purposes 
of  this  section,  the  amount  taken  into  account  with 


respect  to  any  export  trade  asset  shall  be  its  adjusted 
basis,  reduced  by  any  liability  to  which  the  asset  is 
subject. 

“(2)  Increase  in  investments  in  export 
trade  assets. — For  purposes  of  subsection  (a),  the 
amount  of  increase  in  investments  in  export  trade  assets 
of  any  controlled  foreign  corporation  for  any  taxable 
year  is  the  amount  by  which — 

“(A)  the  amount  of  such  investments  at  the 
close  of  the  taxable  year,  exceeds 

“(B)  the  amount  of  such  investments  at  the 
close  of  the  preceding  taxable  year. 

“(3)  Decrease  in  investments  in  export 
trade  assets. — For  purposes  of  subsection  (b),  the 
amount  of  decrease  in  investments  in  export  trade  assets 
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of  any  controlled  foreign  corporation  for  any  taxable 
year  is  the  amount  by  which — 

“(A)  the  amount  of  such  investments  at  the 
close  of  the  preceding  taxable  year  (reduced  by  an 
amount  equal  to  the  amount  of  net  loss  sustained 
during  the  taxable  year  with  respect  to  export  trade 
assets),  exceeds 

“(B)  the  amount  of  such  investments  at  the 
close  of  the  taxable  year. 

“(4)  Special  rule  — -A  United  States  shareholder 
of  an  export  trade  corporation  may,  under  regulations 
prescribed  by  the  Secretary  or  his  delegate,  make  the 
determinations  under  paragraphs  (2)  and  (3)  as  of  the 
close  of  the  75tli  day  after  the  close  of  the  years  referred 
to  in  such  paragraphs  in  lieu  of  on  the  last  day  of  such 
years.  A  United  States  shareholder  of  an  export  trade 
corporation  may,  under  regulations  prescribed  by  the 
Secretary  or  his  delegate,  make  the  determinations  under 
paragraphs  (2)  and  (3)  with  respect  to  export  trade 
assets  described  in  section  971(c)  (3 )  as  of  the  close  of 
the  years  following  the  years  referred  to  in  such  para¬ 
graphs ,  or  as  of  the  close  of  such  longer  period  of  time 
as  such  regulations  may  permit,  in  lieu  of  on  the  last  day 
of  such  years  and  in  lieu  of  on  the  day  prescribed  in  the 
preceding  sentence.  Any  election  under  this  paragraph 
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made  with  respect  to  any  taxable  year  shall  apply  to  such 
year  and  to  all  succeeding  taxable  years  unless  the  Secre¬ 
tary  or  his  delegate  consents  to  the  revocation  of  such 
election . 

“SEC.  971.  DEFINITIONS. 

“(a)  Export  Trade  Corporation. — For  pur¬ 
poses  of  this  subpart,  the  term  ‘ export  trade  corporation ’ 
means — 

“(1 )  In  general. — A  controlled  foreign  corpora¬ 
tion  ( as  defined  in  section  957)  which  satisfies  the 
following  conditions: 

“(A)  90  percent  or  more  of  the  gross  income  of 
such  corporation  for  the  3-year  period  immedi¬ 
ately  preceding  the  close  of  the  taxable  year  (or 
such  part  of  such  period  subsequent  to  the  effective 
date  of  this  subpart  during  which  the  corporation 
was  in  existence)  was  derived  from  sources  without 
the  United  States,  and 

“(B)  75  percent  or  more  of  the  gross  income 
of  such  corporation  for  such  period  constituted  gross 
income  in  respect  of  which  such  corporation  derived 
export  trade  income. 

“(2)  Special  rule. — If  50  percent  or  more  of  the 
gross  income  of  a  controlled  foreign  corporation  in  the 
period  specified  in  subsection  (a)(1)(A)  is  gross  income 
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in  respect  of  which  such  corporation  derived  export  trade 
income  in  respect  of  agricultural  products  grown  in  the 
the  United  States,  it  may  qualify  as  an  export  trade 
corporation  although  it  does  not  meet  the  requirements 
of  subsection  (a)  (1)  (B ) . 

“(b)  Export  Trade  Income. — For  the  purposes  of 

this  subpart,  the  term  ‘ export  trade  income ’  means  net  income 

from — 

“( 1)  the  sale  to  an  unrelated  person  for  use,  con¬ 
sumption,  or  disposition  outside  the  United  States  of 
export  property  ( as  defined  in  subsection  (e)  ),  or  from 
commissions,  fees,  compensation,  or  other  income  from 
the  performance  of  commercial,  industrial,  financial, 
technical,  scientific,  managerial,  engineering,  architec¬ 
tural,  skilled,  or  other  services  in  respect  of  such  sales 
or  in  respect  of  the  installation  or  maintenance  of  such 
export  property; 

“(2)  commissions,  fees,  compensation,  or  other 
income  from  commercial,  industrial,  financial,  technical, 
scientific,  managerial,  engineering,  architectural,  skilled, 
or  other  services  performed  in  connection  with  the  use 
by  an  unrelated  person  outside  the  United  States  of 
patents,  copyrights,  secret  processes  and  formulas,  good¬ 
will,  trademarks,  trade  brands,  franchises,  and  other  like 
property  acquired  or  developed  and  owned  by  the  manu- 
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facturer,  producer,  grower,  or  extractor  of  export  prop¬ 
erty  in  respect  of  which  the  export  trade  corporation 
earns  export  trade  income  under  paragraph  ( 1 )  ; 

“(3)  commissions,  fees,  rentals,  or  other  compensa¬ 
tion  or  income  attributable  to  the  use  of  export  property 
by  an  unrelated  person  or  attributable  to  the  use  of 
expoi't  property  in  the  rendition  of  technical,  scientific, 
or  engineering  services  to  an  unrelated  person;  and 

“( 4)  interest  from  export  trade  assets  described  in 
subsection  (c)(4). 

For  purposes  of  paragraph  (3),  if  a  controlled  foreign  cor¬ 
poration  receives  income  from  an  unrelated  person  attribut¬ 
able  to  the  use  of  export  property  in  the  rendition  of  services 
to  such  unrelated  person  together  with  income  attributable 
to  the  rendition  of  other  services  to  such  unrelated  person, 
including  personal  services,  the  amount  of  such  aggregate 
income  which  shall  be  considered  to  be  attributable  to  the  use 
of  the  export  property  shall  (if  such  amount  cannot  be 
established  by  reference  to  transactions  between  unrelated 
persons)  be  that  part  of  such  aggregate  income  which  the 
cost  of  the  export  property  consumed  in  the  rendition  of  such 
services  (including  a  reasonable  allowance  for  depreciation) 
bears  to  the  total  costs  and  expenses  attributable  to  such  aggre¬ 
gate  income. 
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“(c)  Export  Trade  Assets. — For  purposes  of 
this  subpart ,  the  term  1  export  trade  assets'  means — 

“(1)  working  capital  reasonably  necessary  for  the 
production  of  export  trade  income , 

“(2)  inventory  of  export  property  held  for  use, 
consumption,  or  disposition  outside  the  United  States, 
“(3)  facilities  located  outside  the  United  States  for 
the  storage,  handling,  transportation,  packaging,  or 
servicing  of  export  property,  and 

“(4)  evidences  of  indebtedness  executed  by  persons, 
other  than  related  persons,  in  connection  with  payment 
for  purchases  of  export  property  for  use,  consumption,  or 
disposition  outside  the  United  States,  or  in  connection 
with  the  payment  for  services  described  in  subsections 
(b)  (2)  and  (3). 

“(d)  Export  Promotion  Expenses. — For  pur¬ 
poses  of  this  subpart,  the  term  ‘export  promotion  expenses' 
means  the  following  expenses  paid  or  incurred  in  the  receipt 
or  production  of  export  trade  income — 

“( i)  a  reasonable  allowance  for  salaries  or  other 
compensation  for  personal  services  actually  rendered  for 
such  purpose, 

“(2)  rentals  or  other  payments  for  the  use  of  prop¬ 
erty  actually  used  for  such  purpose, 

“<  3)  a  reasonable  allowance  for  the  exhaustion , 
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wear  and  tear,  or  obsolescence  of  property  actually  used 
for  such  purpose,  and 

“(4)  any  other  ordinary  and  necessary  expenses  of 
the  corporation  to  the  extent  reasonably  allocable  to  the 
receipt  or  production  of  export  trade  income. 

No  expense  incurred  within  the  United  States  shall  be  treated 
as  an  export  promotion  expense  within  the  meaning  of  the 
preceding  sentence,  unless  at  least  90  percent  of  each  cate¬ 
gory  of  expenses  described  in  such  sentence  is  incurred  out¬ 
side  the  United  States. 

“(e)  Export  Property. — For  purposes  of  this  sub¬ 
part,  the  term  ‘ export  property  means  any  property  or  any 
interest  in  property  manufactured,  produced,  grown,  or  ex¬ 
tracted  in  the  United  States. 

“(f)  Unrelated  Person. — For  purposes  of  this  sub¬ 
part,  the  term  ‘unrelated  person1  means  a  person  other  than  a 
related  person  as  defined  in  section  954(d)(3). 

“SEC.  972.  CONSOLIDATION  OF  GROUP  OF  EXPORT  TRADE 
CORPORATIONS. 

“For  purposes  of  this  subpart  and,  subpart  F  of  this 
part,  a  United  States  shareholder  of  a  controlled  foreign  cor¬ 
poration  which  is  an  export  trade  corporation  may,  under 
regulations  prescribed  by  the  Secretary  or  his  delegate,  treat 
as  a  single  controlled  foreign  corporation — 
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“(1)  such  controlled  foreign  corporation, 

“(2)  all  controlled  foreign  corporations  which  are 
export  trade  corporations  and  80  percent  or  more  of 
the  total  combined  voting  power  of  all  classes  of  stock 
entitled  to  vote  of  which  is  owned  by  such  controlled 
foreign  corporation ;  and 

“(3)  all  controlled  foreign  corporations  which  are 
export  trade  corporations  and  80  percent  or  more  of 
the  total  combined  voting  power  of  all  classes  of  stock 
entitled  to  vote  of  which  is  owned  by  controlled  for¬ 
eign  corporations  described  in  paragraph  (2)!' 

(b)  Technical  and  Clerical  Amendments  — 

(1)  Section  901  (relating  to  foreign  tax  credit) 
is  amended  by  striking  out  “section  902"  and  inserting  in 
lieu  thereof  “ sections  902  and  960,\ 

(2)  Section  904(g)  (as  redesignated  by  section 
10(a)  of  this  Act)  is  amended  to  read  as  follows: 

“(g)  Cross  References. — 

"(1)  For  increase  of  applicable  limitation  under  sub¬ 
section  (a)  for  taxes  paid  with  respect  to  amounts  re¬ 
ceived  which  were  included  in  the  gross  income  of  the 
taxpayer  for  a  prior  taxable  year  as  a  United  States 
shareholder  with  respect  to  a  controlled  foreign  corpora¬ 
tion,  see  section  960(b). 

“( 2 )  For  special  rule  relating  to  the  application  of  the 
credit  provided  by  section  901  in  the  case  of  affiliated 
groups  which  include  Western  Hemisphere  trade  corpo¬ 
rations  for  years  in  which  the  limitation  provided  by 
subsection  (a)(2)  applies,  see  section  1503(d).,> 
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(3)  The  table  of  subparts  for  part  III  of  sub¬ 
chapter  N  of  chapter  1  is  amended  by  adding  at  the  end 
thereof  the  following: 

“ Subpart  F.  Controlled  foreign  corporations. 

“Subpart  G.  Export  trade  corporations 

(4)  Section  1016(a)  (relating  to  adjustments  to 
basis)  is  amended  by  adding  after  paragraph  (19 )  (as 
added  by  section  2(f)  of  this  Act)  the  following  new 
paragraph : 

“(20)  to  the  extent  provided  in  section  961  in  the 
case  of  stock  in  controlled  foreign  corporations  (or  for¬ 
eign  corporations  which  were  controlled  foreign  cor¬ 
porations)  and  of  property  by  reason  of  which  a  person 
is  considered  as  owning  such  stock.” 

( c)  Effective  Date. — The  amendments  made  by 
this  section  shall  apply  with  respect  to  taxable  years  of  foreign 
corporations  beginning  after  December  31,  1962,  and  to 
taxable  years  of  United  States  shareholders  within  which  or 
with  which  such  taxable  years  of  such  foreign  corporations 
end. 
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SEC.  (127)14  13.  GAIN  FROM  DISPOSITIONS  OF  CERTAIN 

DEPRECIABLE  PROPERTY. 

(a)  In  General.— 

(i)  Part  IV  of  subchapter  P  of  chapter  1  (relating 
to  special  rules  for  determining  capital  gains  and  losses) 
is  amended  by  adding  at  the  end  thereof  the  following 
new  section: 

“SEC.  1245.  GAIN  FROM  DISPOSITIONS  OF  CERTAIN  DE¬ 
PRECIABLE  PROPERTY. 

“  (a)  General  Rule. — 

“(1)  Ordinary  income. — Except  as  otherwise 
provided  in  this  section,  if  section  1245  property  is  dis¬ 
posed  of  (128)uher  the  date  of  the  enactment  of  the 
Revenue  Act  of  40G2-  during  a  taxable  year  beginning 
after  December  31,  1962,  the  amount  by  which  the 
lower  of — 

“  (A)  the  recomputed  basis  of  the  property,  or 
“(B)  (i)  in  the  case  of  a  sale,  exchange,  or 
involuntary  conversion,  the  amount  realized,  or 
“(ii)  in  the  case  of  any  other  disposition,  the 
fair  market  value  of  such  property, 
exceeds  the  adjusted  basis  of  such  property  shall  be 
treated  as  gain  from  the  sale  or  exchange  of  property 
which  is  neither  a  capital  asset  nor  property  described  in 
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section  1231.  Such  gain  shall  be  recognized  notwith¬ 
standing  any  other  provision  of  this  subtitle. 

“(2)  Recomputed  basis— For  purposes  of  this 
section,  the  term  ‘recomputed  basis’  means,  with  respect 
to  any  property,  its  adjusted  basis  recomputed  by  adding 
thereto  all  adjustments,  (129)fer  taxable  years  beginning 
attributable  to  periods  after  December  31,  1961,  reflected 
in  such  adjusted  basis  on  account  of  deductions  (whether 
in  respect  of  the  same  or  other  property)  allowed  or 
allowable  to  the  taxpayer  or  to  any  other  person  for 
depreciation,  or  for  amortization  under  section  168.  For 
purposes  of  the  preceding  sentence,  if  the  taxpayer  can 
establish  by  adequate  records  or  other  sufficient  evidence 
that  the  amount  allowed  for  depreciation,  or  for  amorti¬ 
zation  under  section  168,  for  any  (130)tasablo  year 
period  was  less  than  the  amount  allowable,  the  amount 
added  for  such  (131)taxahlc  year  period  shall  be  the 
amount  allowed. 

“(3)  Section  1245  property. — -For  purposes 
of  this  section,  the  term  ‘section  1245  property’  means 
any  property  (other  than  livestock)  which  is  or  has 
been  property  of  a  character  subject  to  the  allowance 
for  depreciation  provided  in  section  167  and  is  either — 
“(A)  personal  property,  or 
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"(B)  other  property  (not  including  a  building 
or  its  structural  components )  but  only  if  such  other 
property  is  tangible  and  has  an  adjusted  basis  in 
which  there  are  reflected  adjustments  described  in 
paragraph  (2)  for  a  period  in  which  such  prop¬ 
erty  ( or  other  property )  — 

“  (i)  was  used  as  an  integral  part  of  manu¬ 
facturing,  production,  or  extraction  or  of  fur¬ 
nishing  transportation,  communications,  electri¬ 
cal  energy,  gas,  water,  or  sewage  disposal  serv¬ 
ices,  or 

“  (ii)  constituted  research  or  storage  facili¬ 
ties  used  in  connection  with  any  of  the  activi¬ 
ties  referred  to  in  clause  (i) . 

“(b)  Exceptions  and  Limitations. — 

“(i)  Gifts. — Subsection  (a)  shall  not  apply  to  a 
disposition  by  gift. 

“  (2)  Transfees  at  death.— Except  as  provided 
in  section  691  (relating  to  income  in  respect  of  a  de¬ 
cedent)  ,  subsection  (a)  shall  not  apply  to  a  transfer  at 
death. 

“(3)  Certain  tax-free  transactions.— If  the 
basis  of  property  in  the  hands  of  a  transferee  is  deter¬ 
mined  by  reference  to  its  basis  in  the  hands  of  the  trans¬ 
feror  by  reason  of  the  application  of  section  332,  351, 
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361,  371  (a) ,  374  (a) ,  721,  or  731,  then  the  amount  of 
gain  taken  into  account  by  the  transferor  under  subsec¬ 
tion  (a)  (1)  shall  not  exceed  the  amount  of  gain  recog¬ 
nized  to  the  transferor  on  the  transfer  of  such  property 
(determined  without  regard  to  this  section) .  This  para¬ 
graph  shall  not  apply  to  a  disposition  to  an  organization 
(other  than  a  cooperative  described  in  section  521) 
which  is  exempt  from  the  tax  imposed  by  this  chapter. 

“  (4)  Like  kind  exchanges;  involuntary  con¬ 
versions,  etc. — If  property  is  disposed  of  and  gain 
(determined  without  regard  to  this  section)  is  not  rec¬ 
ognized  in  whole  or  in  part  under  section  1031  or  1033, 
then  the  amount  of  gain  taken  into  account  by  the  trans¬ 
feror  under  subsection  (a)  (1)  shall  not  exceed  the 
sum  of — 

“  (A)  the  amount  of  gain  recognized  on  such 
disposition  (determined  without  regard  to  this  sec¬ 
tion)  ,  plus 

“  (B)  the  fair  market  value  of  property  acquired 
which  is  not  section  1245  property  and  which  is  not 
taken  into  account  under  subparagraph  (A) . 

“(5)  Section  1071  and  losi  transactions. — 
Under  regulations  prescribed  by  the  Secretary  or  his 
delegate,  rules  consistent  with  paragraphs  (3)  and  (4) 
of  this  subsection  shall  apply  in  the  case  of  transactions 
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described  in  section  1071  (relating  to  gain  from  sale 
or  exchange  to  effectuate  policies  of  ECO)  or  section 
1081  (relating  to  exchanges  in  obedience  to  SEC 
orders) . 

“  (6)  Property  distributed  by  a  partnership 

TO  A  PARTNER. — 

“  (A)  In  general. — For  purposes  of  this  sec¬ 
tion,  the  basis  of  section  1245  property  distributed 
by  a  partnership  to  a  partner  shall  be  deemed  to 
be  determined  by  reference  to  the  adjusted  basis  of 
such  property  to  the  partnership. 

“(B)  Adjustments  added  back.— In  the 
case  of  any  property  described  in  subparagraph 
(A) ,  for  purposes  of  computing  the  recomputed 
basis  of  such  property  the  amount  of  the  adjustments 
added  back  for  periods  before  the  distribution  by 
the  partnership  shall  be — 

“  (i)  the  amount  of  the  gain  to  which  sub¬ 
section  (a)  would  have  applied  if  such  property 
had  been  sold  by  the  partnership  immediately 
before  the  distribution  at  its  fair  market  value 
at  such  time,  reduced  by 

(ii)  the  amount  of  such  gain  to  which 
section  751  (b)  applied. 

“(c)  Adjustments  to  Basis— The  Secretary  or  his 
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delegate  shall  prescribe  such  regulations  as  he  may  deem 
necessary  to  provide  for  adjustments  to  the  basis  of  property 
to  reflect  gain  recognized  under  subsection  (a) . 

“(d)  Application  of  Section.— This  section  shall 
apply  notwithstanding  any  other  provision  of  this  subtitle.” 

(2)  The  table  of  sections  for  such  part  IV  is 

amended  by  adding  at  the  end  thereof  the  following: 

“Sec.  1245.  Gain  from  dispositions  of  certain  depreciable 
property.” 

(b)  Change  in  Method  of  Depreciation. — Sub¬ 
section  (e)  of  section  167  (relating  to  depreciation)  is 
amended  to  read  as  follows : 

“(e)  Change  in  Method. — 

“(1)  Change  from  declining  balance 
method. — In  the  absence  of  an  agreement  under  sub¬ 
section  (d)  containing  a  provision  to  the  contrary,  a 
taxpayer  may  at  any  time  elect  in  accordance  with  regu¬ 
lations  prescribed  by  the  Secretary  or  his  delegate  to 
change  from  the  method  of  depreciation  described  in 
subsection  (b)  (2)  to  the  method  described  in  subsec¬ 
tion  (b)  (1) . 

“(2)  Change  with  respect  to  section  1245 
property. — A  taxpayer  may,  (I32)within  sueh  period 
after  the  date  of  the  enaetment  of  the  Bevenoc  A-et  of 
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1962  on  or  before  the  last  day  prescribed  by  law  ( includ¬ 
ing  extensions  thereof )  for  filing  his  return  for  his  first  tax¬ 
able  year  beginning  after  December  31,  1962,  and  in 
such  manner  as  the  Secretary  or  his  delegate  shall  by 
regulations  prescribe,  elect  to  change  his  method  of 
depreciation  in  respect  of  section  1245  property  (as 
defined  in  section  1245(a)  (3))  from  any  declining 
balance  or  sum  of  the  years-digits  method  to  the 
straight  line  method.  An  election  may  be  made  under 
this  paragraph  notwithstanding  any  provision  to  the 
contrary  in  an  agreement  under  subsection  (d) 

(c)  Salvage  Value  of  Personal  Property.— 
(1)  Amount  taken  into  account. — Section 
167  (relating  to  depreciation)  is  amended  by  redesignat¬ 
ing  subsections  (f) ,  (g) ,  and  (h)  as  (g) ,  (h),  and 
(i),  respectively,  and  by  inserting  after  subsection  (e) 
the  following  new  subsection: 

“(f)  Salvage  Value. — 

“(1)  General  rule. — Under  regulations  pre¬ 
scribed  by  the  Secretary  or  his  delegate,  a  taxpayer  may, 
for  purposes  of  computing  the  allowance  under  sub¬ 
section  (a)  with  respect  to  personal  property,  reduce 
the  amount  taken  into  account  as  salvage  value  by  an 
amount  which  does  not  exceed  10  percent  of  the  basis 
of  such  property  (as  determined  under  subsection  (g) 
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as  of  the  time  as  of  which  such  salvage  value  is  required 
to  be  determined) . 

“(2)  Personal  property  defined.— For  pur¬ 
poses  of  this  subsection,  the  term  ‘personal  property’ 
means  depreciable  personal  property  (other  than  live¬ 
stock)  with  a  useful  life  of  3  years  or  more  acquired  after 
the  date  of  the  enactment  of  the  Revenue  Act  of  1962.” 
(2)  Conforming  amendments. — 

(A)  Sections  179(d)  (5)  and  642(e)  are 
each  amended  by  striking  out  “167  (g)  ”  and  in¬ 
serting  in  lieu  thereof  “167(h)”. 

(B)  Section  179(d)  (8)  is  amended  by  strik¬ 
ing  out  “167(f)”  and  inserting  in  lieu  thereof 
“167(g)”. 

(d)  Special  Rule  for  Charitable  Contributions 
of  Section  1245  Property— Section  170  (relating  to 
charitable,  etc.,  contributions  and  gifts)  is  amended  by  re¬ 
designating  subsections  (e)  and  (f)  as  (f)  and  (g) ,  re¬ 
spectively,  and  by  inserting  after  subsection  (d)  the  follow¬ 
ing  new  subsection : 

“(e)  Special  Rule  for  Charitable  Contribu¬ 
tions  of  Section  1245  Property.— The  amount  of  any 
charitable  contribution  taken  into  account  under  this  section 
shall  be  reduced  by  the  amount  which  would  have  been 
treated  as  gain  to  which  section  1245  (a)  applies  if  the  prop- 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 


260 


erty  contributed  bad  been  sold  at  its  fair  market  value 
(determined  at  the  time  of  such  contribution) 

(133)feJ  Computation  of  Taxable  Income  for  Pur¬ 
poses  of  Limitation  on  Percentage  Depletion 
Deduction. — Section  613(a)  (relating  to  percentage  deple¬ 
tion)  is  amended,  bg  inserting  after  the  second,  sentence  thereof 
the  following  new  sentence:  uFor  purposes  of  the  preceding 
sentence,  the  allowable  deductions  taken  into  account  with 
respect  to  expenses  of  mining  in  computing  the  taxable  in¬ 
come  from  the  property  shed, l  be  decreased  by  an  amount 
equal  to  so  much  of  any  gain  which  (1)  is  treated 
under  section  1245  ( relating  to  gain  from  disposition 
of  certain  depreciable  property)  as  gain  from  the  sale  or  ex¬ 
change  of  property  which  is  neither  a  capital  asset  nor  prop¬ 
erty  described,  in  section  1231,  and  (2)  is  properly  allocable 
to  the  property 

(134 yWr(f)  Te  chnical  Amendments. — 

(1)  Special  rule  for  partnerships— Section 
751  (c)  (relating  to  definition  of  “unrealized  receiv¬ 
ables”  for  purposes  of  subchapter  K)  is  amended  by 
adding  after  paragraph  (2)  the  following: 

“For  purposes  of  this  section  and  sections  731,  736,  and 
741,  such  term  also  includes  section  1245  property  (as  de¬ 
fined  in  section  1245  (a)  (3)  ) ,  but  only  to  the  extent  of  the 
amount  which  would  be  treated  as  gain  to  which  section 
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1245(a)  would  apply  if  (at  the  time  of  the  transaction  de¬ 
scribed  in  this  section  or  section  731,  736,  or  741,  as  the 
case  may  be)  such  property  had  been  sold  by  the  partner¬ 
ship  at  its  fair  market  value.” 

(2)  Corporate  distribution  of  property. — 
Subsections  (b)  and  (d)  of  section  301  (relating  to 
amount  distributed)  are  each  amended  by  striking  out 
“subsection  (b)  or  (c)  of  section  311”  and  inserting  in 
lieu  thereof  “subsection  (b)  or  (c)  of  section  311  or 
under  section  1245(a)”. 

( 3 )  Effect  on  earnings  and  profits. — Section 
312(c)  (3)  (relating  to  adjustments  of  earnings  and 
profits)  is  amended  by  striking  out  “subsection  (b) 
or  (c)  of  section  311”  and  inserting  in  lieu  thereof 
“subsection  (b)  or  (c)  of  section  311  or  under  sec¬ 
tion  1245  (a)  ”. 

(4)  Collapsible  corporations.— Section  341 
(e)  (relating  to  collapsible  corporations)  is  amended 
by  inserting  after  paragraph  (11)  the  following  new 
paragraph : 

“(12)  Nonapplication  of  section  1245(a).— 
For  purposes  of  this  subsection,  the  determination  of 
whether  gain  from  the  sale  or  exchange  of  property 
would  under  any  provision  of  this  chapter  be  considered 
as  gain  from  the  sale  or  exchange  of  property  which  is 
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neither  a  capital  asset  nor  property  described  in  section 
1231  (b)  shall  be  made  without  regard  to  the  applica¬ 
tion  of  section  1245  (a) .” 

(5)  Installment  obligations  in  cektain 

LIQUIDATIONS. — 

(A)  Section  453(d)  (4)  (A)  (relating  to 
distribution  of  installment  obligations  in  section  332 
liquidations)  is  amended  by  adding  at  the  end  there¬ 
of  the  following  new  sentence:  “If  the  basis  of  the 
property  of  the  liquidating  corporation  in  the  hands 
of  the  distributee  is  determined  under  section  334 
(b)  (2)  then  the  preceding  sentence  shall  not  apply 
to  the  extent  that  under  paragraph  ( 1 )  gain  to  the 
distributing  corporation  would  be  considered  as  gain 
to  which  section  1245(a)  applies.” 

(B)  Section  453  (d)  (4)  (B)  (relating  to  dis¬ 
tribution  of  installment  obligations  in  liquidations 
to  which  section  337  applies)  is  amended  by  adding 
at  the  end  thereof  the  following  new  sentence:  “The 
preceding  sentence  shall  not  apply  to  the  extent  that 
under  paragraph  (1)  gain  to  the  distributing  cor¬ 
poration  would  be  considered  as  gain  to  which  sec¬ 
tion  1245(a)  applies.” 

(135)-(4)-  Effecti  ve  Pate- — The  amendments  made  by  tins 
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34-y  -1961,  and  ending  after  the  date  ©f  the  enactment  ef 
this  Aeh 

(g)  Effective  Dates. — The  amendments  made  by 
this  section  (other  than  the  amendments  made  hy  subsection 
(c) )  shall  apply  to  taxable  years  beginning  after  December 
31,  1962.  The  amendments  made  by  subsection  (c)  shall 
apply  to  taxable  years  beginning  after  December  31,  1961, 
and  ending  after  the  date  of  the  enactment  of  this  Act. 

SEC.  (136)45  14.  FOREIGN  INVESTMENT  COMPANIES. 

(a)  Treatment  of  Sale  of  Stock  of  Foreign 
Investment  Companies.— 

(1)  In  general. — Part  IV  of  subchapter  P  of 
chapter  1  (relating  to  special  rules  for  determining 
capital  gains  and  losses)  is  amended  by  adding  after 
section  1245  (as  added  hy  section  (137)14  13  of  this 
Act)  the  following  new  sections: 

“SEC.  1246.  GAIN  ON  FOREIGN  INVESTMENT  COMPANY 
STOCK. 

“(a)  Treatment  of  Gain  as  Ordinary  Income. — 
“  ( 1 )  General  rule. — In  the  case  of  a  sale  or 
exchange  ( 1 3  8)  ( or  a  distribution  which,  under  section 
302  or  331,  is  treated  as  an  exchange  of  stock)  after 
December  31,  1962,  of  stock  in  a  foreign  corporation 
which  was  a  foreign  investment  company  (as  defined  in 
subsection  (b)  )  at  any  time  during  the  period  during 
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which  the  taxpayer  held  such  stock,  any  gain  shall  be 
treated  as  gain  from  the  sale  or  exchange  of  property 
which  is  not  a  capital  asset,  to  the  extent  of  the  tax¬ 
payer’s  ratable  share  of  the  earnings  and  profits  of  such 
corporation  accumulated  for  taxable  years  beginning 
after  December  31,  1962. 

“(2)  Ratable  share. — For  purposes  of  this  sec¬ 
tion,  the  taxpayer’s  ratable  share  shall  be  determined 
under  regulations  prescribed  by  the  Secretary  or  his 
delegate,  but  shall  include  only  his  ratable  share  of  the 
accumulated  earnings  and  profits  of  such  corporation — 
“  (A)  for  the  period  during  which  the  taxpayer 
held  such  stock,  but 

(139>^)-  excluding  such  earnings  and  profits 
which  were  taxed  to  sued  taxpayer  under  section 
954-  or  under  section  55 It 

“(B)  excluding  such  earnings  and  profits  at¬ 
tributable  to  any  amount  previously  included  in  the 
gross  income  of  such  taxpayer  under  section  951 
(but  only  to  the  extent  the  inclusion  of  such  amount 
did  not  result  in  an  exclusion  of  any  other  amount 
from  gross  income  under  section  959). 

“  (3)  Taxpayer  to  establish  earxixgs  axd 
profits. — Unless  the  taxpayer  establishes  the  amount 
of  the  accumulated  earnings  and  profits  of  the  foreign 
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investment  company  and  the  ratable  share  thereof  for 
the  period  during  which  the  taxpayer  held  such  stock, 
all  the  gain  from  the  sale  or  exchange  of  stock  in  such 
company  shall  be  considered  as  gain  from  the  sale  or 
exchange  of  property  which  is  not  a  capital  asset. 

“  (4)  Holding  period  oe  stock  must  be  more 
than  6  months. — This  section  shall  not  apply  with 
respect  to  the  sale  or  exchange  of  stock  where  the  hold¬ 
ing  period  of  such  stock  as  of  the  date  of  such  sale  or 
exchange  is  6  months  or  less. 

“(b)  Definition  of  Foreign  Investment  Com¬ 
pany. — For  purposes  of  this  section,  the  term  ‘foreign  in¬ 
vestment  company’  means  any  foreign  ( 1 40)eo-rporation — 
corporation  which,  for  any  taxable  year  beginning  after 
December  31,  1962,  is — 

“  ( 1 )  registered  under  the  Investment  Company 
Act  of  1940,  as  amended  (15  U.S.C.  80a-l  to  80b— 2 ) , 
either  as  a  management  company  or  as  a  unit  invest¬ 
ment  trust,  or 

“(2)  engaged  (or  holding  itself  out  as  being 
engaged)  primarily  in  the  business  of  investing,  rein¬ 
vesting,  or  trading  in  securities  (within  the  meaning  of 
section  3  (a)  (1)  of  such  (141)Ae4)-  Act,  as  limited  by 
paragraphs  (2)  through  (10)  (except  paragraph  (6) 

( C) )  and  paragraphs  (12)  through  (15)  of  section  3 
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(c)  of  such  Act )  at  a  time  when  more  than  50  percent  of 
the  total  combined  voting  power  of  all  classes  of  stock 
entitled  to  vote,  or  of  the  total  value  of  shares  of  all 
classes  of  stock,  was  held,  directly  or  indirectly  (within 
the  meaning  of  section  (142)0-55  958  (a)  ) ,  by  United 
States  persons  (as  defined  in  section  7701(a)  (30)). 
“(c)  Stock  Having  Transferred  or  Substituted 
Basis. — To  the  extent  provided  in  regulations  prescribed 
by  the  Secretary  or  his  delegate,  stock  in  a  foreign  corpora¬ 
tion,  the  basis  of  which  (in  the  hands  of  the  taxpayer  selling 
or  exchanging  such  stock)  is  determined  by  reference  to  the 
basis  (in  the  hands  of  such  taxpayer  or  any  other  person) 
of  stock  in  a  foreign  investment  company,  shall  be  treated 
as  stock  of  a  foreign  investment  company  and  held  by  the 
taxpayer  throughout  the  holding  period  for  such  stock  (deter¬ 
mined  under  section  1223) . 

“(d)  Bules  Relating  to  Entities  Holding  For¬ 
eign  Investment  Company  Stock. — To  the  extent  pro¬ 
vided  in  regulations  prescribed  by  the  Secretary  or  his 
delegate — 

“(1)  trust  certificates  of  a  trust  to  which  section 
677  (relating  to  income  for  benefit  of  grantor)  applies, 
and 

“  (2)  stock  of  a  domestic  corporation, 
shall  be  treated  as  stock  of  a  foreign  investment  company 
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and  held  by  the  taxpayer  throughout  the  holding  period  for 
such  certificates  or  stock  (determined  under  section  1223) 
in  the  same  proportion  that  the  investment  in  stock  in  a  for¬ 
eign  investment  company  by  the  trust  or  domestic  corpora¬ 
tion  bears  to  the  total  assets  of  such  trust  or  corporation. 

“(e)  Rules  Relating  to  Stock  Acqulred  Fbom  a 
Decedent. — 

“  ( 1 )  Basis. — In  the  case  of  stock  of  a  foreign 
investment  company  acquired  by  bequest,  devise,  or 
inheritance  (or  by  the  decedent’s  estate)  from  a  dece¬ 
dent  dying  after  December  31,  1962,  the  basis  deter¬ 
mined  under  section  1014  shall  be  reduced  (but  not 
below  the  adjusted  basis  of  such  stock  in  the  hands  of 
the  decedent  immediately  before  his  death)  by  the 
amount  of  the  decedent’s  ratable  share  of  the  (143)aoeo- 
mulfttod  earnings  and  -profits  of  such  company  earnings 
and  profits  of  such  company  accumulated  after  Decem¬ 
ber  31,  1962.  Any  stock  so  acquired  shall  be  treated  as 
stock  described  in  subsection  (c) . 

“(2)  Deduction  foe  estate  tax. — If  stock  to 
which  subsection  (a)  applies  is  acquired  from  a  dece¬ 
dent,  the  taxpayer  shall,  under  regulations  prescribed 
by  the  Secretary  or  his  delegate,  be  allowed  (for  the 
taxable  year  of  the  sale  or  exchange)  a  deduction  from 
gross  income  equal  to  that  portion  of  the  decedent’s 
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estate  tax  deemed  paid  which  is  attributable  to  the  excess 
of  (A)  the  value  at  which  such  stock  was  taken  into 
account  for  purposes  of  determining  the  value  of  the 
decedent’s  gross  estate,  over  (B)  the  value  at  which 
it  would  have  been  so  taken  into  account  if  such  value 
had  been  reduced  by  the  amount  described  in  para¬ 
graph  ( 1 ) . 

“(f)  Information  With  Respect  to  Certain 
Foreign  (144)4nwf  STM  ENT; — I N  VES  TMENT  C  OMI\  1 NIES  — 
Every  United  States  person  who,  on  the  last  day  of  the  tax¬ 
able  year  of  a  foreign  investment  company  beginning  after 
December  31,  1962,  owns  5  percent  or  more  in  value  of  the 
stock  of  such  company  shall  furnish  with  respect  to  such 
company  such  information  as  the  Secretary  or  his  delegate 
shall  by  regulations  prescribe. 

(145)“  (67,)  Nonapplication  of  Section  367  in  Certain 
Cases. — Section  367  shall  not  apply  in  respect  of  a  foreign 
investment  company  described  in  paragraph  (1)  of  subsection 
(b)  which  is  a  party  to  a  reorganization  in  which  all  of  its 
properties  arc  acquired  before  January  1,  1964,  by  a 
domestic  corporation  which  is  a  regulated  investment  company 
under  section  851  for  its  first  taxable  year  ending  after  the 
reorganization,  but  only  if  such  foreign  investment  company 
made  the  election  described,  in  section  1247  with  respect  to  its 
taxable  years  beginning  after  December  31,  1962. 
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(146)“  (g)  “(h)  Cross  Reference. — 

“For  special  rules  relating  to  the  earnings  and  profits 
of  foreign  investment  companies,  see  section  312(1). 

“SEC.  1247.  ELECTION  BY  FOREIGN  INVESTMENT  COM¬ 
PANIES  TO  DISTRIBUTE  INCOME  CUR¬ 
RENTLY. 

“  (a)  Election  by  Foreign  Investment  Com¬ 
pany. — 

“(1)  In  general. — If  a  foreign  investment  com¬ 
pany  which  is  described  in  section  1246(b)  (1)  elects 
(in  the  manner  provided  in  regulations  prescribed  by 
the  Secretary  or  bis  delegate)  on  or  before  December 
31,  1962,  with  respect  to  each  taxable  year  beginning 
after  December  31,  1962,  to — 

“  (A)  distribute  to  its  shareholders  90  percent 
or  more  of  what  its  taxable  income  would  be  if  it 
were  a  domestic  corporation; 

“(B)  designate  in  a  written  notice  mailed  to 
its  shareholders  at  any  time  before  the  expiration 
of  (147)  ■30  45  days  after  the  close  of  its  taxable 
year  the  pro  rata  amount  of  the  excess  (determined 
as  if  such  corporation  were  a  domestic  corporation) 
of  the  net  long-term  capital  (148)gains  gain  over 
the  net  short-term  capital  (149)losscs  loss  of  the  tax- 
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year ;  and  the  portion  thereof  which  is  being  distri¬ 
buted;  and 

“(0)  provide  such  information  as  the  Secre¬ 
tary  or  his  delegate  deems  necessary  to  carry  out  the 
purposes  of  this  section, 

then  section  1246  shall  not  apply  with  respect  to  the 
qualified  shareholders  of  such  company  during  any 
taxable  year  to  which  such  election  applies. 

“(2)  Special  rules  — 

“  (A)  Computation  of  taxable  income. — 
For  purposes  of  paragraph  (1)  (A),  the  taxable 
income  of  the  company  shall  be  computed  without 
regard  to — 

“  (i)  the  excess  of  (150)eapital  gams  ever 
losses  the  net  long-term  capital  gain  over  the  net 
short-term  capital  loss  referred  to  in  paragraph 

(MB), 

“(ii)  section  172  (relating  to  net  operating 
losses) ,  and 

“  (iii)  any  deduction  provided  by  part  VIII 
of  subchapter  B  (other  than  the  deduction  pro¬ 
vided  by  section  248,  relating  to  organizational 
expenditures) . 
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“(B)  Distributions  after  the  close  of 
the  taxable  year. — For  purposes  of  paragraph 
(1)  (A) ,  a  distribution  made  after  the  close  of  the 
taxable  year  and  on  or  before  the  15th  day  of  the 
third  month  of  the  next  taxable  year  shall  he  treated 
as  distributed  during  the  taxable  year  to  the  extent 
elected  by  the  company  (in  accordance  with  regu¬ 
lations  prescribed  by  the  Secretary  or  his  delegate) 
on  or  before  the  15th  day  of  such  third  month. 

“(C)  Carryover  of  capital  losses  from 
nonelection  years  denied.— In  computing  the 
excess  of  (151)eapital  game  over  losses  the  net  long¬ 
term  capital  gain  over  the  net  short-term  capital  loss 
referred  to  in  paragraph  (1)  (B),  section  1212 
shall  not  apply  to  losses  incurred  in  or  with  re¬ 
spect  to  taxable  years  before  the  first  taxable  year 
to  which  the  election  applies. 

“(b)  Years  to  Which  Election  Applies— The 
election  of  any  foreign  investment  company  under  this  sec¬ 
tion  shall  terminate  as  of  the  close  of  the  taxable  year  pre¬ 
ceding  its  first  taxable  year  in  which  any  of  the  following 
occurs : 

“(1)  the  company  fails  to  comply  with  the  provi- 
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sions  of  subparagraph  (A),  (B),  or  (C)  of  subsection 
(a)  (1),  unless  it  is  shown  that  such  failure  is  clue  to 
reasonable  cause  and  not  due  to  willful  neglect, 

“  (2)  the  company  is  a  foreign  personal  holding 
company,  or 

“  (3)  the  company  is  not  a  foreign  investment  com¬ 
pany  which  is  described  in  section  1246(b)  (1) . 

“(c)  Qualified  Shareholders. — For  purposes  of 
this  section — 

“(1)  In  general. — The  term  ‘qualified  share¬ 
holder’  means  any  shareholder  who  is  a  United  States 
person  (152)  ( as  defined  in  section  7701  (a)  (30)  ) ,  other 
than  a  shareholder  described  in  paragraph  (2). 

“(2)  Certain  united  states  persons  ex¬ 
cluded  from  definition. — A  United  States  person 
shall  not  be  treated  as  a  qualified  shareholder  for  the 
taxable  }7ear  if  for  such  taxable  year  (or  for  any  prior 
taxable  year)  he  did  not  include,  in  computing  his  long¬ 
term  capital  gains  in  his  return  for  such  taxable  year, 
the  amount  designated  by  such  company  pursuant  to 
subsection  (a)  (1)  (B)  as  his  share  of  the  undistributed 
capital  gains  of  such  company  for  its  taxable  year  end¬ 
ing  within  or  with  such  taxable  year  of  the  taxpayer. 
The  preceding  sentence  shall  not  apply  with  respect 
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to  any  failure  by  the  taxpayer  to  treat  an  amount  as 
provided  therein  if  the  taxpayer  shows  that  such  failure 
was  due  to  reasonable  cause  and  not  due  to  willful 
neglect. 

(153)^4)-  -Adjustments. — Under  regulations  pi  esenfeed 
by  the  Secretary  or  his  delegate,'  proper  adjustment  shah  bo 
made — 


(1 )  m  the  earnings  and  profits  of  the  electing 
foreign  investment  company,  and 

-  (-2-)-  the  adjusted  basis  of  stock  of  such  eompany 
held  by  qualified  shareholders, 
to  reflect  the  inclusion  in  gross  hteome  by  such  shareholders 
of  undistributed  capital  ga-irce 

“( d)  Treatment  of  Distributed  and  Undis¬ 
tributed  Capital  Gains  by  a  Qualified  Share¬ 
holder. — Every  qualified  shareholder  of  a  foreign  invest¬ 
ment  company  for  any  taxable  year  of  such  company  with 
respect  to  which  an  election  pursuant  to  subsection  (a)  is 
in  effect  shall  include,  in  computing  his  long-term  capital 
gains — 


“  (1)  for  his  taxable  year  in  which  received,  his  pro 
rata  share  of  the  distributed  portion  of  the  excess  of  the 
net  long-term  capital  gain  over  the  net  short-term  capital 
loss  for  such  taxable  year  of  such  company,  and 

H.R.  10650 - 18 
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“(2)  for  his  taxable  year  in  which  or  with  which 
the  taxable  year  of  such  company  ends,  his  pro  rata  share 
of  the  undistributed  portion  of  the  excess  of  the  net 
long-term  capital  gain  over  the  net  short-term  capital  loss 
for  such  taxable  year  of  such  company. 

“(e)  Adjustments. — Under  regulations  prescribed 
by  the  Secretary  or  his  delegate,  proper  adjustment  shall  be 
made — 

“(i)  in  the  earnings  and  profits  of  the  electing 
foreign  investment  company  and  a  qualified  shareholder’ s 
ratable  share  thereof,  and 

“(2)  in  the  adjusted  basis  of  stock  of  such  company 
held  by  such  shareholder, 

to  reflect  such  shareholder’s  inclusion  in  gross  income  of 
undistributed  capital  gains. 

“(f)  Election  by  Foreign  Investment  Company 
With  Respect  to  Foreign  Tax  Credit. — A  foreign  in¬ 
vestment  company  with  respect  to  which  an  election  pur¬ 
suant  to  subsection  (a)  is  in  effect  and  more  than  50  per¬ 
cent  of  the  value  (as  defined  in  section  851(c)(4))  of 
whose  total  assets  at  the  close  of  the  taxable  year  consists 
of  stock  or  securities  in  foreign  corporations  may,  for  such 
taxable  year,  elect  the  application  of  this  subsection  with 
respect  to  income,  war  profits,  and  excess  profits  taxes 
described  in  section  901(b)(1)  which  are  paid  by  the  for- 
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eign  investment  company  during  such  taxable  year  to  foreign 
countries  and  possessions  of  the  United  States.  If  such  elec¬ 
tion  is  made — 

“(1)  the  foreign  investment  company — 

“(A)  shall  compute  its  taxable  income ,  for  pur¬ 
poses  of  subsection  (a)  ( 1)  ( A) ,  without  any  deduc¬ 
tions  for  income ,  war  profits,  or  excess  profits  taxes 
paid  to  foreign  countries  or  possessions  of  the  United 
States,  and 

“( B)  shall  treat  the  amount  of  such  taxes,  for 
purposes  of  subsection  (a)  (1)  (A) ,  as  distributed 
to  its  shareholders ; 

“(2)  each  qualified  shareholder  of  such  foreign  in¬ 
vestment  company — 

“(A)  shall  include  in  gross  income  and  treat 
as  paid  by  him  his  proportionate  share  of  such  taxes, 
and 

“(B)  shall  treat,  for  purposes  of  applying  sub¬ 
part  A  of  part  III  of  subchapter  N,  his  proportion¬ 
ate  share  of  such  taxes  as  having  been  paid  to  the 
country  in  which  the  foreign  investment  company 
is  incorporated,  and 

“(C)  shall  treat  as  gross  income  from  sources 
within  the  country  in  which  the  foreign  investment 
company  is  incorporated,  for  purposes  of  applying 
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subpart  A  of  part  III  of  subchapter  N,  the  sum  of 
his  proportionate  share  of  such  taxes  and  any 
dividend  paid  to  him  by  such  foreign  investment 
company. 

“(g)  Notice  to  Shareholders. — The  amounts  to  be 
treated  by  qualified  shareholders,  for  purposes  of  subsection 
(f)(2),  as  their  proportionate  share  of  the  taxes  described  in 
subsection  (f)  (1)  (A)  paid  by  a  foreign  investment  company 
shall  not  exceed  the  amounts  so  designated  by  the  foreign 
investment  company  in  a  written  notice  mailed  to  its  share¬ 
holders  not  later  than  45  days  after  the  close  of  its  taxable 
year. 

“(h)  Manner  of  Making  Election  and  Notify¬ 
ing  Shareholders. — The  election  provided  in  subsection 
(f)  and  the  notice  to  shareholders  required  by  subsection  (g) 
shall  be  made  in  such  manner  as  the  Secretary  or  his  delegate 
may  prescribe  by  regulations. 

^15AyL{e)-  “(i)  Loss  on  Sale  oe  Exchange  of  Ceetain 
Stock  Held  Less  Than  6  Months —If— 

“  ( 1 )  under  this  section,  any  qualified  shareholder 
treats  any  amount  designated  under  subsection  (a)  (1) 

( B )  with  respect  to  a  share  of  stock  as  long-term  capital 
gain,  and 

“(2)  such  share  is  held  by  the  taxpayer  for  less 
than  6  months, 
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then  any  loss  on  the  sale  or  exchange  of  such  share  shall, 
to  the  extent  of  the  amount  described  in  paragraph  ( 1 ) , 
be  treated  as  loss  from  the  sale  or  exchange  of  a  capital 
asset  held  for  more  than  6  months/’ 

( 2 )  The  table  of  sections  for  such  part  IV  is 

amended  by  adding  at  the  end  thereof  the  following: 

“Sec.  1246.  Gain  on  foreign  investment  company  (155  }  stock. 
“Sec.  1247.  Election  by  foreign  investment  companies  to 
distribute  income  currently.” 

(b)  Conforming  Amendments.— 

(1)  Earnings  and  profits  of  foreign  in¬ 
vestment  companies— Section  312  (relating  to 
effect  on  earnings  and  profits)  is  amended  by  adding 
after  subsection  (k)  the  following  new  subsection: 

“  (1)  Earnings  and  Profits  of  Foreign  Invest¬ 
ment  Companies. — 

“  ( 1 )  Allocation  within  affiliated  group. — 
In  the  case  of  a  sale  or  exchange  of  stock  in  a  foreign 
investment  company  (as  defined  in  section  1246(b)  ) 
by  a  United  States  person  (as  defined  in  section  7701 
(a)  (30)  ) ,  if  such  company  is  a  member  of  an  affiliated 
group,  then  the  accumulated  earnings  and  profits  of  all 
members  of  such  affiliated  group  shall  be  allocated,  under 
regulations  prescribed  by  the  Secretary  or  his  delegate, 
in  such  manner  as  is  proper  to  carry  out  the  purposes  of 
section  1246. 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 


278 


“  (2)  Affiliated  group  defined. — For  purposes 
of  (1 56)pnragrnphs  -f4f  a«d  paragraph  (1)  of  this 
subsection,  the  term  ‘affiliated  group’  has  the  meaning 
assigned  to  such  term  by  section  1504(a)  ;  except  that 
(A)  ‘more  than  50  percent’  shall  he  substituted  for 
‘80  percent  or  more’,  and  (B)  all  corporations  shall  be 
treated  as  includible  corporations  (without  regard  to  the 
provisions  of  section  1504(b)). 

“(3)  Partial  liquidations  and  redemp¬ 
tions. — 

“(A)  In  general. — If  a  foreign  investment 
company  (as  defined  in  section  1246)  distributes 
amounts  in  partial  liquidation  or  in  a  redemption  to 
which  section  302  (a)  or  303  applies,  the  part  of 
such  distribution  which  is  properly  chargeable  to 
earnings  and  profits  shall  be  an  amount  which  is 
not  in  excess  of  the  ratable  share  of  the  earnings 
and  profits  of  the  company  accumulated  after 
February  28,  1913,  attributable  to  the  stock  so 
redeemed. 

“(B)  Effective  date.— Subparagraph  (A) 
shall  apply  only  with  respect  to  distributions  made 
after  December  31,  1962.” 

(2)  Sale  or  exchange  of  interest  in  part- 
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neeship. — Section  751  (d)  (2)  (relating  to  inventory 
items  which  have  appreciated  substantially  in  value)  is 
amended  by  striking  out  “and”  at  the  end  of  subpara¬ 
graph  (B) ,  and  by  striking  out  subparagraph  (C)  and 
inserting  in  lieu  thereof  the  following  new  subparagraphs: 

“(C)  any  other  property  of  the  partnership 
which,  if  sold  or  exchanged  by  the  partnership, 
would  result  in  a  gain  taxable  under  subsection  (a) 
of  section  1246  (relating  to  gain  on  foreign  invest¬ 
ment  company  stock) ,  and 

“(D)  any  other  property  held  by  the  partner¬ 
ship  which,  if  held  by  the  selling  or  distributee  part¬ 
ner,  would  be  considered  property  of  the  type 
described  in  subparagraph  (A),  (B),or  (C) 

(3)  Holding  peeiod  of  peopeety. — Section 
1223  (relating  to  holding  period  of  property)  is  amended 
by  redesignating  paragraph  (10)  as  paragraph  (11) 
and  inserting  after  paragraph  (9)  the  following  para¬ 
graph  : 

“(10)  In  determining  the  period  for  which  the 
taxpayer  has  held  trust  certificates  of  a  trust  to  which 
subsection  (d)  of  section  1246  applies,  or  the  period 
for  which  the  taxpayer  has  held  stock  in  a  corporation 
to  which  subsection  (d)  of  section  1246  applies,  there 
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shall  be  included  the  period  for  which  the  trust  or  cor¬ 
poration  (as  the  case  may  be)  held  the  stock  of  foreign 
investment  companies.  ” 

(c)  Effective  Date. — The  amendments  made  by 
this  section  shall  apply  with  respect  to  taxable  years  begin¬ 
ning  after  December  31,  1962. 

SEC.  (157)16  15.  GAIN  FROM  CERTAIN  SALES  OR  EX¬ 
CHANGES  OF  STOCK  IN  CERTAIN  FOR¬ 
EIGN  CORPORATIONS. 

(a)  Treatment  of  Gain  Erom  the  Redemption, 
Cancellation,  or  Sale  of  Stock  in  Certain  Foreign 
Corporations— Part  IV  of  subchapter  P  of  chapter  1 
(relating  to  special  rules  for  determining  capital  gains  and 
losses)  is  amended  by  adding  after  section  1247  (as  added 
by  section  (158)45  14  of  this  Act)  the  following  new 
section : 

(159>SE€;  im  GAIN  FROM  CERTAIN  SALES  OR  EX¬ 
CHANGES  OF  STOCK  IN  CERTAIN  FOIL 
EIGN  CORPORATIONS. 

fi-fftf  Redemptions  an©  Liquidations. — If  a  foreign 
corporation  redeems  its  stock  in  an  exchange  to  which  sec¬ 
tion  303-fa)-  applies,  or  if  a  foreign  corporation  eanccls  its 
stoek  in  a  complete  or  partial  inpedatien  in  an  exchange  to 
whieh  section  334  applies^  then  the  gain  of  a  United  States 
person  -fas  defined  in  section  4704-faf-f30) )  from  the  ex- 
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change  el  seek  sleek  shah  he  ineludcd  in  Ike  gr-oss  income 
of  seek  person  as  a  dividend?  to  Ike  extent  of  seek  person’s 
proportionate  share  ol  Ike  earnings  and  profits  of  Ike  foreign 
corporation  accumulated  after  E ebruary  2-8?  404-3t 

--^fb)-  Sales  axb  Other  Exchanges? — If  a  United 
States  person  -{ns  defined  in  section  7701(a)  (30) )  sells  or 
exchanges  stock  in  a  foreign  corporation?  then  the  gain 
on  the  sale  or  exchange  of  suek  stock  shall  he 
as  gain  from  the  sale  or  exebango  of  property 
which  is  not  a  capital  asset?  to  the  extent  of  suek  person’s 
proportionate  share  of  the  earnings  and  profits  of  the  foreign 

dering  the  period  the  stock  sold  or 
ed  was  held  by  seek 


^-(ef  -LBHTATiexs. — 

“-(4-)-  CONTROLLER  FOREIGN  CORPORATIONS. — 
Subsections  -{a-)-  and  -(h)-  shall  apply  only  if  the  foreign 
corporation  the  stock  of  which  is  sold  or  exchanged  -fAf 
is  a  controlled  foreign  corporation  -(as  defined  in  section 
954-)-  at  the  time  of  the  sale  or  exchange?  or  -(H)-  was 
seek  a  controlled  foreign  corporation  at  any  time  during 
the  5  year  period  ending  on  the  date  of  the  sale  or 
exchangCT 

“  (2)  10  PERCENT  OWNERSHIP? — Subsections  -{ftf 
and  -fbf  shall  apply  only  to  a  United  States  person  who 
can  be  considered,-  by  applying  the  rules  of  constructive 
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ownership  ei  scetion  955  (-h)  ?  as  being  the  owner? 
directly  or  indirectly,  el  49  percent  or  more  el  the  total 
combined  voting  power  el  all  classes  el  stoek  entitled 
te  vote  el  the  foreign  corporation  at  the  time  el  the  sale 
or  exchange?  er  at  any  time  dnring  the  5- year  period 
ending  en  the  date  el  the  sale  er  exchange.- 


“-(3)-  Elimination  FROM 


OF  AMOUNTS  INCLUDED  IN 


AND 


section  — In  determining  the  amount.  te  he  con¬ 

sidered  a  dividend  under  subsection  -(a)-?  er  as  gain  from 
the  sale  er  exchange  el  property  which  is  net  a  capital 
asset  under  subsection  -(b)-?  the  United  States  person’s 
proportionate  share  el  earnings  and  profits  el  the  foreign 
corporation  shall  be  redueed  by  the 
included  in  the  gross  income  el  such  person  under  s 
954?  with  respect  te  the  stock  sold  er  exchanged?  but 
only  te  the  extent  such  amount  did  net  result  in  an 
exclusion  from  gross  income  under  section  95th 


“-flf  Redemptions  to  pan  death  taxes. — Sub¬ 
sections  ( a)  and  -(  b )  shall  not  apply  te  distributions  te 
which  section  393  -(relating  te  distributions  in  redemp- 
tien  el  stock  te  pay  death  taxes)  applies.- 

£Lf5j'  ADDITIONAL  consideration  in  certain 
reorganizations. — Subseetion  -(b)-  shall  net  apply  te 
gain  recognized  en  exchanges  te  which  section  359  -(re- 
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lathig  re  receipt  of  additional  consideration  in  certain 
reorganizations)  applics.- 

^-d)  -Treatment  op  amounts  wmon  abb  qrdi 

NARY  INCOME,  ETC-  TINDER  OTHER  PROVISIONS. — Sttb- 
scetions  -(a)-  and  -(h)-  shall  not  apply  with  respect  to  any 
amount  to  the  extent  that  such  amount  is?  under  any 
other  provision  of  this  title?  treated  as — 

“  (  «-  dividrnd 

rnrr  tt  u r  v  nitri  l  u.y 

“-(B)  gain  from  the  sale  of  an  asset  which  is 
not  a  capital  asset;  or 

“-(C)-  gain  from  the  sale  of  an  asset  held  for  not 
more  than  d  months^ 

“-(d)-  Ta-xpaye-r  ho  Establish  Earnings  an© 
Profits. — -Euless  the  taxpayer  establishes  the  amount  of 
the  earnings  and  profits  of  the  foreign  corporation  to  he  taken 
into  aeeount  under  subsections  -(a)-  and  -(b-)?  all  gain  from 
the  sale  or  exchange  shall  he  considered  a  dividend  under 
subseetion  -(ft)?  or  as  gain  from  the  sale  or  exchange  of 
property  which  is  not  a  capital  asset  under  subsection  -(h)? 
whichever  applies.- 

“SEC.  1248.  GAIN  FROM  CERTAIN  SALES  OR  EXCHANGES  OF 

STOCK  IN  CERTAIN  FOREIGN  CORPORATIONS. 

11  (a)  General  Rule. — If— 

“(i)  a  United  States  person  sells  or  exchanges 
stock  in  a  foreign  corporation,  or  if  a  United  States  per- 
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son  receives  a  distribution  from  a  foreign  corporation 
which ,  under  section  302  or  331,  is  treated  as  an  ex¬ 
change  of  stock,  and 

“(2)  such  person  owns,  within  the  meaning  of  sec¬ 
tion  958(a),  or  is  considered  as  owning  by  applying 
the  rules  of  ownership  of  section  958(b),  10  percent  or 
more  of  the  total  combined  voting  power  of  all  classes  of 
stock  entitled  to  vote  of  such  foreign  corporation  at  any 
time  during  the  5-year  period  ending  on  the  date  of  the 
sale  or  exchange  when  such  foreign  corporation  was  a  con¬ 
trolled  foreign  corporation  (as  defined  in  section  957), 
then  the  gain  recognized  on  the  sale  or  exchange  of  such 
stock  shall  be  included  in  the  gross  income  of  such  person  as 
a  dividend,  to  the  extent  of  the  earnings  and  profits  of  the 
foreign  corporation  attributable  ( under  regulations  prescribed 
by  the  Secretary  or  his  delegate)  to  such  stock  which  were 
accumulated  in  taxable  years  of  such  foreign  corporation 
beginning  after  December  31,  1962,  and  during  the  period 
or  periods  the  stock  sold  or  exchanged  was  held  by  such  person 
while  such  foreign  corporation  was  a  controlled  foreign 
corporation. 

“(b)  Limitation  on  Tax  Applicable  to  Individ¬ 
uals. — 

“(1)  In  general. — In  the  case  of  an  individual, 
the  tax  attributable  to  an  amount  included  in  gross  in- 
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come  as  a  dividend  under  subsection  (a)  shall  not  be 
greater  than  the  tax  described  in  paragraph  (2)  or  in 
paragraph  (3),  whichever  is  lesser. 

“( 2)  Domestic  corporation  limitation. — 
If  the  stock  sold  or  exchanged  is  a  capital  asset  (within 
the  meaning  of  section  1221 )  and  has  been  held  for 
more  than  6  months,  a  tax  equal  to  the  sum  of — 

“(A)  a  pro  rata  share  of  the  excess  of — 

“(i)  the  taxes  that  would  have  been  paid 
by  the  foreign  corporation  with  respect  to  its 
income  had  it  been  taxed  under  this  chapter  as  a 
domestic  corporation  ( but  without  allowance 
for  deduction  of,  or  credit  for,  taxes  described 
in  clause  ( ii) ) ,  for  the  period  or  periods  the 
stock  sold  or  exchanged  was  held  by  the  United 
States  person  in  taxable  years  beginning  after 
December  31,  1962,  while  the  foreign  cor¬ 
poration  was  a  controlled  foreign  corporation, 
adjusted  for  distributions  and  amounts  previ¬ 
ously  included  in  gross  income  of  a  United 
States  shareholder  under  section  951,  over 
“(ii)  the  income,  war  profits,  or  excess 
profits  taxes  paid  by  the  foreign  corporation  with 
respect  to  such  income;  and 
“(B)  an  amount  equal  to  a  tax  that  would  re- 
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suit  by  including  in  gross  income  the  amount  de¬ 
scribed  in  subsection  (a) ,  reduced  by  the  excess  of 
the  taxes  described  in  subparagraph  (A)  (i)  over  the 
taxes  described  in  subparagraph  (A)(ii),  as  gain 
from  the  sale  or  exchange  of  a  capital  asset  held  for 
more  than  6  months. 

“(3)  Annual  distribution  limitation. — A  tax 
equal  to  the  aggregate  of  the  taxes  which  would  have 
been  attributable  to  the  amount  described  in  subsection 
(a)  had  it  been  included  in  the  gross  income  of  the 
individual  as  a  dividend  in  the  year  or  years  in  which 
earned  by  the  foreign  corporation,  adjusted  for  losses  and 
distributions  as  provided  by  regulations  prescribed  by 
the  Secretary  or  his  delegate. 

“(c)  Determination  of  Earnings  and  Profits. — 
“(1)  In  general. — For  purposes  of  this  section, 
the  earnings  and  profits  of  any  foreign  corporation  for 
any  taxable  year  shall  be  determined  according  to  rules 
substantially  similar  to  those  applicable  to  domestic 
corporations,  under  regulations  prescribed  by  the  Secre¬ 
tary  or  his  delegate. 

“(2)  Earnings  and  profits  of  subsidiaries 

OF  FOREIGN  CORPORATIONS.— If— 

“(A)  subsection  (a)  applies  to  a  sale  or  ex¬ 
change  by  a  United  States  person  of  stock  of  a  for- 
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eign  corporation  and,  by  reason  of  the  ownership  of 
the  stock  sold  or  exchanged,  such  person  owned 
within  the  meaning  of  section  958(a)(2)  stock  of 
any  other  foreign  corporation ;  and 

“(B)  such  person  owned,  within  the  meaning 
of  section  958  (a) ,  or  was  considered  as  owning  by 
applying  the  rules  of  ownership  of  section  958(b), 
10  percent  or  more  of  the  total  combined  voting 
power  of  all  classes  of  stock  entitled  to  vote  of  such 
other  foreign  corporation  at  any  time  during  the 
5-year  period  ending  on  the  date  of  the  sale  or 
exchange  when  such  other  foreign  corporation  was 
a  controlled  foreign  corporation  ( as  defined  in  section 
957), 

then,  for  purposes  of  this  section,  the  earnings  and  profits 
of  the  foreign  corporation  the  stock  of  which  is  sold  or 
exchanged  which  are  attributable  to  the  stock  sold  or 
exchanged  shall  be  deemed  to  include  the  earnings  and 
profits  of  such  other  foreign  corporation  which — 

“(C)  are  attributable  (under  regulations  pre¬ 
scribed  by  the  Secretary  or  his  delegate)  to  the  stock 
of  such  other  foreign  corporation  which  such  person 
owned  within  the  meaning  of  section  958(a)(2) 
(by  reason  of  his  ownership  within  the  meaning  of 
section  958 (a)  (1)  (A)  of  the  stock  sold  or  ex- 
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changed)  on  the  date  of  such  sale  or  exchange;  and 
“(D)  were  accumulated  in  taxable  years  of  such 
other  corporation  beginning  after  December  31, 1962, 
and  during  the  period  or  periods — 

“(i)  such  other  corporation  was  a  con¬ 
trolled  foreign  corporation,  and 

“  (ii)  such  person  owned  within  the  mean¬ 
ing  of  section  958(a)(2)  the  stock  of  such 
other  foreign  corporation. 

“(d)  Exclusions  From  Earnings  and  Profits. — 
For  purposes  of  this  section,  the  following  amounts  shall  be 
excluded,  with  respect  to  any  United  States  person,  from 
the  earnings  and  profits  of  a  foreign  corporation : 

“(i)  Amounts  included  in  gross  income 
under  section  951. — Earning s  and  profits  of  the  for¬ 
eign  corporation  attributable  to  any  amount  previously 
included  in  the  gross  income  of  such  person  under  section 
951,  with  respect  to  the  stock  sold  or  exchanged,  but  only 
to  the  extent  the  inclusion  of  such  amount  did  not  result 
in  an  exclusion  of  an  amount  from  gross  income  under 
section  959. 

“(2)  Gain  realized  from  the  sale  or  ex¬ 
change  OF  PROPERTY  IN  PURSUANCE  OF  A  PLAN  OF 
complete  liquidation. — If  a  foreign  corporation 
adopts  a  plan  of  complete  liquidation  in  a  taxable  year 
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of  a  foreign  corporation  beginning  after  December  31, 
1962,  and  if  section  337(a)  would  apply  if  such  foreigri 
corporation  were  a  domestic  corporation,  earnings  and 
profits  of  the  foreign  corporation  attributable  (under 
regulations  prescribed  by  the  Secretary  or  his  delegate) 
to  any  net  gain  from  the  sale  or  exchange  of  property. 

“(3)  Less  developed  country  corpora¬ 
tions. — Earnings  and  profits  accumulated  by  a  foreign 
corporation  while  it  was  a  less  developed  country  cor¬ 
poration  (as  defined  in  section  902(d)),  if  the  stock 
sold  or  exchaiiged  was  owned  for  a  continuous  period  of 
at  least  10  years,  ending  with  the  date  of  the  sale  or 
exchange,  by  the  United  States  person  who  sold  or 
exchanged  such  stock.  In  the  case  of  stock  sold  or 
exchanged  by  a  corporation,  if  United  States  persons 
who  are  individuals,  estates,  or  trusts  ( each  of  whom 
owned  within  the  meaning  of  section  958(a),  or  were 
considered  as  owning  by  applying  the  rules  of  owner¬ 
ship  of  section  958(b),  10  per-cent  or  more  of  the  total 
combined  voting  power  of  all  classes  of  stock  entitled 
to  vote  of  such  corporation)  owned,  or  were  considered 
as  owning,  at  any  time  during  the  10-year  period 
referred  to  in  subparagraph  (B)  more  than  50  percent 
of  the  total  combined  voting  power  of  all  classes  of  stock 
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entitled  to  vote  of  such  corporation ,  this  paragraph  shall 
apply  only  if  such  United-  States  persons  owned,  or  were 
considered  as  owning,  at  all  times  during  the  remainder 
of  such  10-year  period  more  than  50  percent  of  the  total 
combined  voting  power  of  all  classes  of  stock  entitled  to 
vote  of  such  corporation.  For  purposes  of  this  para¬ 
graph,  stock  owned  by  a  United  States  person  who  is  an 
individual,  estate,  or  trust  which  was  acquired  by  reason 
of  the  death  of  the  predecessor  in  interest  of  such  United 
States  person  shall  be  considered  as  owned  by  such  United 
States  person  during  the  period  such  stock  was  owned  by 
such  predecessor  in  interest,  and  during  the  period  such 
stock  teas  owned  by  any  other  predecessor  in  interest  if 
between  such  United  States  person  and  such  other  prede¬ 
cessor  in  interest  there  was  no  transfer  other  than  by 
reason  of  the  death  of  an  individual. 

“(d)  United  States  income.— Any  item  includ¬ 
ible  in  gross  income  of  the  foreign  corporation  under  this 
chapter  as  income  derived  from  sources  within  the  United 
States  of  a  foreign  corporation  engaged  in  trade  or  busi¬ 
ness  in  the  United  States. 

(5)  Amounts  included  in  gross  income  un¬ 
der  section  12 pi .  If  the  United  States  person  whose 
stock  is  sold  or  exchanged  was  a  qualified  shareholder 
(as  defined  in  section  124/  (c) )  of  a  foreign  corporation 
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which  was  a  foreign  investment  company  (as  described 
in  section  1246(b)(1)),  the  earnings  and  profits  of  the 
foreign  corporation  for  taxable  years  in  which  such  per¬ 
son  was  a  qualified  shareholder. 

“(e)  Sales  oe  Exchanges  of  Stock  in  Certain 
Domestic  Corporations. — Under  regulations  prescribed 
by  tbe  Secretary  or  bis  delegate,  if — 

“(1)  a  United  States  person  sells  or  exchanges 
stock  of  a  domestic  corporation,  or  receives  a  distribu¬ 
tion  from  a  domestic  corporation  which,  under  section 
302  or  331,  is  treated  as  an  exchange  of  stock,  and 
“(2)  such  domestic  corporation  was  formed  or 
availed  of  principally  for  the  holding,  directly  or  indi¬ 
rectly,  of  stock  of  one  or  more  foreign  corporations, 
such  sale  or  exchange  shall,  for  purposes  of  this  section,  be 
treated  as  a  sale  or  exchange  of  the  stock  of  the  foreign 
corporation  or  corporations  held  by  the  domestic  corpora¬ 
tion. 

“(f)  Exceptions. — This  section  shall  not  apply  to — 
“(i)  distributions  to  which  section  303  (relating  to 
distributions  in  redemption  of  stock  to  pay  death  taxes) 
applies; 

“(2)  gain  realized  on  exchanges  to  which  section 
356  (relating  to  receipt  of  additional  consideration  in 
certain  reorganizations )  applies;  or 
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“(3)  any  amount  to  the  extent  that  such  amount 

is,  under  any  other  provision  of  this  title,  treated  as — 

“(A)  a  dividend, 

“(B)  gain  from  the  sale  of  an  asset  which  is 
not  a  capital  asset,  or 

“( C )  gain  from  the  sale  of  an  asset  held  for 
not  more  than  6  months. 

“(g)  Taxpayer  To  Establish  Earnings  and 
Profits. — Unless  the  taxpayer  establishes  the  amount  of  the 
earnings  and  profits  of  the  foreign  corporation  to  be  taken 
into  account  under  subsection  (a),  all  gain  from  the  sale 
or  exchange  shall  be  considered  a  dividend  under  subsection 
( a) ,  and  unless  the  taxpayer  establishes  the  amount  of  for¬ 
eign  taxes  to  be  taken  into  account  under  subsection  (b) 
(2),  the  limitation  of  such  subsection  shall  not  apply.” 

(b)  Clerical  Amendment. — The  table  of  sections  for 
such  part  IV  is  amended  by  adding  at  the  end  thereof  the 
following : 

“Sec.  1248.  Gain  from  certain  sales  or  exchanges  of  stock 
in  certain  foreign  corporations.” 

(c)  Effective  Date. — The  amendments  made  by  this 
section  shall  apply  with  respect  to  sales  or  exchanges  oc¬ 
curring  after  (160)the  date  ef  the  enactment  of  this  Aet 
December  31,  1962. 
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(161  )SEC.  16.  SALES  AND  EXCHANGES  OF  PATENTS,  ETC.,  TO 
CERTAIN  FOREIGN  CORPORATIONS. 

(a)  Treatment  of  Gain  as  Ordinary  Income  — 
Part  IV  of  subchapter  P  of  chapter  1  (relating  to  special 
rules  for  determining  capital  gains  and  losses)  is  amended 
by  adding  after  section  1248  ( as  added  by  section  15  of  this 
Act)  the  following  new  section: 

“SEC.  1249.  GAIN  FROM  CERTAIN  SALES  OR  EXCHANGES  OF 
PATENTS,  ETC.,  TO  FOREIGN  CORPORATIONS, 
“(a)  General  Pule. — Except  as  provided  in  subsec¬ 
tion  (c),  gain  from  the  sale  or  exchange  after  December  31, 
1962,  of  a  patent,  an  invention,  model,  or  design  ( whether 
or  not  patented),  a  copyright,  a  secret  formula  or  process, 
or  any  other  similar  property  right  to  any  foreign  corporation 
by  any  United  States  person  (as  defined  in  sectioii  7701(a) 
(30) )  which  controls  such  foreign  corporation  shall,  if  such 
gain  would  (but  for  the  provisions  of  this  subsection)  be 
gain  from  the  sale  or  exchange  of  a  capital  asset  or  of  prop¬ 
erty  described  in  section  1231,  be  considered  as  gain  from 
the  sale  or  exchange  of  property  which  is  neither  a  capital 
asset  nor  property  described  in  section  1231. 

“(b)  Control. — For  purposes  of  subsection  (a),  con¬ 
trol  means,  with  respect  to  any  foreign  corporation,  the 
ownership,  directly  or  indirectly,  of  stock  possessing  more 
than  50  percent  of  the  total  combined  voting  power  of  all 
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classes  of  stock  entitled  to  vote.  For  purposes  of  this  sub¬ 
section,  the  rules  for  determining  ownership  of  stock  pre¬ 
scribed  by  section  958  shall  apply. 

“(c)  Exception. — This  section  shall  not  apply  to  gain 
realized  from  the  sale  or  exchange  for  stock  or  contribution 
to  capital  of  property  described  in  subsection  (a)  where  it 
is  established  to  the  satisfaction  of  the  Secretary  or  his  dele¬ 
gate  that  the  principal  purpose  of  the  transfer  is  to  enable 
the  foreign  corporation  to  use  such  property  in  its  own  manu¬ 
facturing  operations.” 

(b)  Clerical  Amendment.— The  table  of  sections  for 
such  part  IV  is  amended  by  adding  at  the  end  thereof  the 
following: 

“Sec.  12^9.  Gain  from  certain  sales  or  exchanges  of  patents, 
etc.,  to  foreign  corporations .” 

(c)  Effective  Date. — The  amendments  made  by  this 
section  shall  apply  to  taxable  years  beginning  after  December 
31,  1962. 

SEC.  17.  TAX  TREATMENT  OF  COOPERATIVES  AND  PA¬ 
TRONS. 

(a)  In  General. — Chapter  1  (relating  to  normal 
taxes  and  surtaxes)  is  amended  by  adding  at  the  end  thereof 
the  following  new  subchapter : 
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“Subchapter  T — Cooperatives  and  Their  Patrons 

“Part  I.  Tax  treatment  of  cooperatives. 

“Part  II.  Tax  treatment  by  patrons  of  patronage  dividends. 
“Part  III.  Definitions;  special  rules. 

“PART  I— TAX  TREATMENT  OF  COOPERATIVES 

“Sec.  1381.  Organizations  to  which  part  applies. 

“Sec.  1382.  Taxable  income  of  cooperatives. 

“Sec.  1383.  Computation  of  tax  where  cooperative  redeems 
nonqualified  written  notices  of  allocation. 

“SEC.  1381.  ORGANIZATIONS  TO  WHICH  PART  APPLIES. 

“  (a)  In  General. — This  part  shall  apply  to — 

“  ( 1 )  any  organization  exempt  from  tax  under  sec¬ 
tion  521  (relating  to  exemption  of  farmers’  cooperatives 
from  tax) ,  and 

“(2)  any  corporation  operating  on  a  cooperative 
basis  other  than  an  organization — 

“(A)  which  is  exempt  from  tax  under  this 
chapter, 

“(B)  which  is  subject  to  the  provisions  of — 
“(i)  part  II  of  subchapter  H  (relating 
to  mutual  savings  banks,  etc. ) ,  or 

(ii)  subchapter  L  (relating  to  insurance 
companies) ,  or 

“(C)  which  is  engaged  in  furnishing  electric 
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energy,  or  providing  telephone  service,  to  persons 
in  rural  areas. 

“(b)  Tax  on  Certain  Farmers'  Cooperatives  — 
An  organization  described  in  subsection  (a)  (1)  shall  be 
subject  to  the  taxes  imposed  by  section  11  or  1201. 
“SEC.  1382.  TAXABLE  INCOME  OF  COOPERATIVES. 

“(a)  Gross  Income. — Except  as  provided  in  subsec¬ 
tion  (b) ,  the  gross  income  of  any  organization  to  which  this 
part  applies  shall  be  determined  without  any  adjustment 
(as  a  reduction  in  gross  receipts,  an  increase  in  cost  of  goods 
sold,  or  otherwise)  by  reason  of  any  allocation  or  distribution 
to  a  patron  out  of  the  net  earnings  of  such  organization. 

“(b)  Patronage  Dividends.— In  determining  the 
taxable  income  of  an  organization  to  which  this  part  applies, 
there  shall  not  he  taken  into  account  amounts  paid  during 
the  payment  period  for  the  taxable  year — 

“(1)  as  patronage  dividends  (as  defined  in  section 
1388  (a)  ) ,  to  the  extent  paid  in  money,  qualified  writ¬ 
ten  notices  of  allocation  (as  defined  in  section  1388 
(c)),  or  other  property  (except  nonqualified  written 
notices  of  allocation  (as  defined  in  section  1388  (d)  )  ) 
with  respect  to  patronage  occurring  during  such  taxable 
year;  or 

“(2)  in  money  or  other  property  (except  written 
notices  of  allocation)  in  redemption  of  a  nonqualified 
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written  notice  of  allocation  which  was  paid  as  a  patron¬ 
age  dividend  during  the  payment  period  for  the  taxable 
year  during  which  the  patronage  occurred. 

For  purposes  of  this  title,  any  amount  not  taken  into  ac¬ 
count  under  the  preceding  sentence  shall  be  treated  in  the 
same  manner  as  an  item  of  gross  income  and  as  a  deduction 
therefrom. 

“(c)  Deduction  for  Nonpatronage  Distribu¬ 
tions,  etc. — In  determining  the  taxable  income  of  an  or¬ 
ganization  described  in  section  1381  (a)  (l),  there  shall  be 
allowed  as  a  deduction  (in  addition  to  other  deductions  al¬ 
lowable  under  this  chapter)  — 

“(i)  amounts  paid  during  the  taxable  year  as  divi¬ 
dends  on  its  capital  stock ;  and 

“  ( 2 )  amounts  paid  during  the  payment  period  for 
the  taxable  year — 

“(A)  in  money,  qualified  written  notices  of 
allocation,  or  other  property  (except  nonqualified 
written  notices  of  allocation)  on  a  patronage  basis 
to  patrons  with  respect  to  its  earnings  during  such 
taxable  year  which  are  derived  from  business  done 
for  the  United  States  or  any  of  its  agencies  or  from 
sources  other  than  patronage,  or 

“(B)  in  money  or  other  property  (except  writ¬ 
ten  notices  of  allocation)  in  redemption  of  a  non- 
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qualified  written  notice  of  allocation  which  was  paid, 
during  the  payment  period  for  the  taxable  year  dur¬ 
ing  which  the  earnings  were  derived,  on  a  patron¬ 
age  basis  to  a  patron  with  respect  to  earnings  de¬ 
rived  from  business  or  sources  described  in  subpara¬ 
graph  ( A ) . 

“  (d)  Payment  Period  for  Each  Taxable  Year. — 
For  purposes  of  subsections  (b)  and  (c)  (2),  the  payment 
period  for  any  taxable  year  is  the  period  beginning  with  the 
first  day  of  such  taxable  year  and  ending  with  the  fifteenth 
day  of  the  ninth  month  following  the  close  of  such  year. 
(162 'yFor  purposes  of  subsections  (b)(1)  and  (c)(2)(A), 
a  qualified  check  issued  during  the  payment  period  shall  be 
treated  as  an  amount  paid  in  money  during  such  period  if 
endorsed  and  cashed  on  or  before  the  90th  day  after  the 
close  of  such  period l. 

“(e)  Products  Marketed  Under  Pooling  Ar^ 
rangements. — For  purposes  of  subsection  (b) ,  in  the  case 
of  a  pooling  arrangement  for  the  marketing  of  products,  the 
patronage  shall  (to  the  extent  provided  in  regulations  pre¬ 
scribed  by  the  Secretary  or  his  delegate)  be  treated  as 
patronage  occurring  during  the  taxable  year  in  which  the 
pool  closes. 

“  (f)  Treatment  of  Earnings  Received  After 
Patronage  Occurred— If  any  portion  of  the  earnings 
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from  business  done  with  or  for  patrons  is  includible  in  the 
organization’s  gross  income  for  a  taxable  year  after  the 
taxable  year  during  which  the  patronage  occurred,  then  for 
purposes  of  applying  subsection  (b)  to  such  portion  the 
patronage  shall,  to  the  extent  provided  in  regulations  pre¬ 
scribed  by  the  Secretary  or  his  delegate,  be  considered  to 
have  occurred  during  the  taxable  year  of  the  organization 
during  which  such  earnings  are  includible  in  gross  income. 
“SEC.  1383.  COMPUTATION  OF  TAX  WHERE  COOPERATIVE 
REDEEMS  NONQUALIFIED  WRITTEN  NO¬ 
TICES  OF  ALLOCATION. 

“  (a)  General  Rule.— If,  under  section  1382  (b)  (2) 
or  (c)  (2)  (B),  a  deduction  is  allowable  to  an  organization 
for  the  taxable  year  for  amounts  paid  in  redemption  of  non¬ 
qualified  written  notices  of  allocation,  then  the  tax  imposed 
by  this  chapter  on  such  organization  for  the  taxable  year 
shall  be  the  lesser  of  the  following: 

“  ( 1 )  the  tax  for  the  taxable  year  computed  with 
such  deduction;  or 

“  (2)  an  amount  equal  to — 

“(A)  the  tax  for  the  taxable  year  computed 
without  such  deduction,  minus 

“(B)  the  decrease  in  tax  under  this  chapter 
for  any  prior  taxable  year  (or  years)  which  would 
result  solely  from  treating  such  nonqualified  written 
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notices  of  allocation  as  qualified  written  notices  of 
allocation. 

“  (b)  Special  Rules.— 

“  ( 1 )  If  the  decrease  in  tax  ascertained  under  sub¬ 
section  (a)  (2)  (B)  exceeds  the  tax  for  the  taxable  year 
(computed  without  the  deduction  described  in  subsection 
(a)  )  such  excess  shall  be  considered  to  be  a  payment 
of  tax  on  the  last  day  prescribed  by  law  for  the  payment 
of  tax  for  the  taxable  year,  and  shall  be  refunded  or 
credited  in  the  same  manner  as  if  it  were  an  overpay¬ 
ment  for  such  taxable  year. 

“(2)  For  purposes  of  determining  the  decrease  in 
tax  under  subsection  (a)  (2)  (B),  the  stated  dollar 
amount  of  any  nonqualified  written  notice  of  allocation 
which  is  to  he  treated  under  such  subsection  as  a  quali¬ 
fied  written  notice  of  allocation  shall  be  the  amount  paid 
in  redemption  of  such  written  notice  of  allocation  which 
is  allowable  as  a  deduction  under  section  1382  (b)  (2) 
or  (c)  (2)  (B)  for  the  taxable  year. 

“  (3)  If  the  tax  imposed  by  this  chapter  for  the  tax¬ 
able  year  is  the  amount  determined  under  subsection 
(a)  (2) ,  then  the  deduction  described  in  subsection  (a) 
shall  not  be  taken  into  account  for  any  purpose  of  this 
subtitle  other  than  for  purposes  of  this  section. 
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“PART  II— TAX  TREATMENT  BY  PATRONS  OF 
PATRONAGE  DIVIDENDS 

“Sec.  1385.  Amounts  includible  in  patron’s  gross  income. 

“SEC.  1385.  AMOUNTS  INCLUDIBLE  IN  PATRON’S  GROSS 
INCOME. 

(a)  General  Rule. — Except  as  otherwise  provided 
in  subsection  (b),  each  person  shall  include  in  gross 
income — 

“  (1)  the  amount  of  any  patronage  dividend  which 
is  paid  in  money,  a  qualified  written  notice  of  allocation, 
or  other  property  (except  a  nonqualified  written  notice 
of  allocation) ,  and  which  is  received  by  him  during  the 
taxable  year  from  an  organization  described  in  section 
1381  (a) ,  and 

“  (2)  any  amount,  described  in  section  1382  (c)  (2) 
(A)  (relating  to  certain  nonpatronage  distributions  by 
tax-exempt  farmers’  cooperatives),  which  is  paid  in 
money,  a  qualified  written  notice  of  allocation,  or  other 
property  (except  a  nonqualified  written  notice  of  alloca¬ 
tion)  ,  and  which  is  received  by  him  during  the  taxable 
year  from  an  organization  described  in  section  1381  (a) 
(1). 

“(b)  Exclusion  From  Gross  Income.— Under  regu¬ 
lations  prescribed  by  the  Secretary  or  his  delegate,  the 
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amount  of  any  patronage  dividend,  and  any  amount  re¬ 
ceived  on  the  redemption,  sale,  or  other  disposition  of  a  non¬ 
qualified  written  notice  of  allocation  which  was  paid  as  a 
patronage  dividend,  shall  not  he  included  in  gross  income  to 
the  extent  that  such  amount — 

“  ( 1 )  is  properly  taken  into  account  as  an  adjust¬ 
ment  to  basis  of  property,  or 

“  ( 2 )  is  attributable  to  personal,  living,  or  family 
items. 

“(c)  Treatment  of  Certain  Nonqualified  Writ¬ 
ten  Notices  of  Allocation. — 

‘‘(1)  Application  of  subsection.— This  sub¬ 
section  shall  apply  to  any  nonqualified  written  notice  of 
allocation  which — 

“(A)  was  paid  as  a  patronage  dividend,  or 
“(B)  was  paid  by  an  organization  described  in 
section  1381  (a)  (1)  on  a  patronage  basis  with  re¬ 
spect  to  earnings  derived  from  business  or  sources 
described  in  section  1382  (c)  (2)  (A) . 

“  (2)  Basis;  amount  of  gain.— In  the  case  of 
any  nonqualified  written  notice  of  allocation  to  which 
this  subsection  applies,  for  purposes  of  this  chapter — 

“  (A)  the  basis  of  such  written  notice  of  alloca¬ 
tion  in  the  hands  of  the  patron  to  whom  such  written 
notice  of  allocation  was  paid  shall  be  zero, 
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“(B)  the  basis  of  such  written  notice  of  alloca¬ 
tion  which  was  acquired  from  a  decedent  shall  be 
its  basis  in  the  hands  of  the  decedent,  and 

“(C)  gain  on  the  redemption,  sale,  or  other 
disposition  of  such  written  notice  of  allocation  by 
any  person  shall,  to  the  extent  that  the  stated  dollar 
amount  of  such  written  notice  of  allocation  exceeds 
its  basis,  be  considered  as  gain  from  the  sale  or 
exchange  of  property  which  is  not  a  capital  asset. 

“PART  III— DEFINITIONS;  SPECIAL  RULES 


“Sec.  1388.  Definitions ;  special  rules. 
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“SEC.  1388.  DEFINITIONS;  SPECIAL  RULES. 

“  (a)  Patronage  Dividend.— For  purposes  of  this  sub¬ 
chapter,  the  term  patronage  dividend’  means  an  amount  paid 
to  a  patron  by  an  organization  to  which  part  I  of  this  sub- 
chapter  applies — 

“(1)  on  the  basis  of  quantity  or  value  of  business 
done  with  or  for  such  patron, 

“(2)  under  an  obligation  of  such  organization  to 
pay  such  amount,  which  obligation  existed  before  the 
organization  received  the  amount  so  paid,  and 

“(3)  which  is  determined  by  reference  to  the  net 
earnings  of  the  organization  from  business  done  with  or 
for  its  patrons. 
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Such  term  does  not  include  any  amount  paid  to  a  patron  to 
the  extent  that  (A)  such  amount  is  out  of  earnings  other 
than  from  business  done  with  or  for  patrons,  or  (B) 
such  amount  is  out  of  earnings  from  business  done  with  or 
for  other  patrons  to  whom  no  amounts  are  paid,  or  to  whom 
smaller  amounts  are  paid,  with  respect  to  substantially 
identical  transactions. 

“(b)  Written  Notice  oe  Allocation— For  pur¬ 
poses  of  this  subchapter,  the  term  ‘written  notice  of  alloca¬ 
tion’  means  any  capital  stock,  revolving  fund  certificate, 
retain  certificate,  certificate  of  indebtedness,  letter  of  advice, 
or  other  written  notice,  which  discloses  to  the  recipient  the 
stated  dollar  amount  allocated  to  him  by  the  organization 
and  the  portion  thereof,  if  any,  which  constitutes  a  patronage 
dividend. 

“  (c)  Qualified  Written  Notice  of  Allocation.— 
“(1)  Defined. — For  purposes  of  this  subchapter, 
the  term  ‘qualified  written  notice  of  allocation’  means — 
“  ( A)  a  written  notice  of  allocation  which  may 
be  redeemed  in  cash  at  its  stated  dollar  amount  at 
any  time  within  a  period  beginning  on  the  date  such 
written  notice  of  allocation  is  paid  and  ending  not 
earlier  than  90  days  from  such  date,  but  only  if  the 
distributee  receives  written  notice  of  the  right  of 
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redemption  at  the  time  he  receives  such  written 
notice  of  allocation;  and 

“(B)  a  written  notice  of  allocation  which  the 
distributee  has  consented,  in  the  manner  provided 
in  paragraph  (2),  to  take  into  account  at  its  stated 
dollar  amount  as  provided  in  section  1385  (a) . 
(163 'ySuch  term  does  not  include  any  written  notice  of 
allocation  which  is  paid  as  part  of  a  patronage  dividend 
or  as  part  of  a  payment  described  in  section  1382 (c )  (2 ) 
(A),  unless  20  percent  or  more  of  the  amount  of  such 
patronage  dividend,  or  such  payment,  is  paid  in  money 
or  by  qualified  check. 

“(2)  Manner  of  obtaining  consent. — A  dis¬ 
tributee  shall  consent  to  take  a  written  notice  of  alloca¬ 
tion  into  account  as  provided  in  paragraph  (1)  (B) 
only  by — 

(A)  making  such  consent  in  writing,  (164)er 
“  (B)  obtaining  or  retaining  membership  in  the 
organization  after — 

“(i)  such  organization  has  adopted  (after 
the  date  of  the  enactment  of  the  Revenue  Act 
of  1962)  a  bylaw  providing  that  membership 
in  the  organization  constitutes  such  consent,  and 
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“(ii)  he  has  received  a  written  notifica¬ 
tion  and  copy  of  such  (165)bykwr  bylaw,  or 
(166)‘Y G)  if  neither  subparagraph  (A)  nor  (B) 
applies,  endorsing  and  cashing  a  qualified  check, 
paid  as  a  paid  of  the  patronage  dividend  or  pay¬ 
ment  of  which  such  written  notice  of  allocation  is 
also  a  part,  on  or  before  the  90th  day  after  the  close 
of  the  payment  period  for  the  taxable  year  of  the 
organization  for  which  such  patronage  dividend  or 
payment  is  paid. 

“(3)  Peeiod  foe  which  consent  is  effec¬ 
tive. — 

“  (A)  Geneeal  eule. — Except  as  provided  in 
subparagraph  (B)  — 

“  (i)  a  consent  described  in  paragraph 
(2)  (A)  shall  be  a  consent  with  respect  to  all 
patronage  of  the  distributee  with  the  organiza¬ 
tion  occurring  (determined  with  the  application 
of  section  1382  (e)  )  during  the  taxable  year  of 
the  organization  during  which  such  consent  is 
made  and  all  subsequent  taxable  years  of  the 
organization;  and 

“(ii)  a  consent  described  in  paragraph 
(2)  (B)  shall  be  a  consent  with  respect  to  all 
patronage  of  the  distributee  with  the  organiza- 
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tion  occurring  (determined  without  the  applica¬ 
tion  of  section  1382  (e)  )  after  he  received  the 
notification  and  copy  described  in  paragraph 
(2)  (B)  (ii). 

“(B)  Revocation,  etc. — 

“(i)  Any  consent  described  in  paragraph 
(2)  (A)  may  be  revoked  (in  writing)  by  the 
distributee  at  any  time.  Any  such  revocation 
shall  be  effective  with  respect  to  patronage 
occurring  on  or  after  the  first  day  of  the  first 
taxable  year  of  the  organization  beginning  after 
the  revocation  is  filed  with  such  organization; 
except  that  in  the  case  of  a  pooling  arrangement 
described  in  section  1382  (e) ,  a  revocation  made 
by  a  distributee  shall  not  be  effective  as  to  any 
pool  with  respect  to  which  the  distributee  has 
been  a  patron  before  such  revocation. 

“(ii)  Any  consent  described  in  paragraph 
(2)  (B)  shall  not  be  effective  with  respect  to 
any  patronage  occurring  (determined  without 
the  application  of  section  1382(e))  after  the 
distributee  ceases  to  be  a  member  of  the  organ¬ 
ization  or  after  the  bylaws  of  the  organization 
cease  to  contain  the  provision  described  in 
paragraph  (2)  (B)  (i). 
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(167)‘Y^U  Qualified  check. — For  purposes  of  this 
subchapter,  the  term  ‘ qualified  check '  means  only  a  check 
(or  other  instrument  which  is  redeemable  in  money ) 
which  is  paid  as  a  part  of  a  patronage  dividend,  or  as  a 
part  of  a  payment  described  in  section  1382 ( c)  (2)  (A) , 
to  a  distributee  who  has  not  given  consent  as  provided 
in  paragraph  (2)  (A)  or  (B)  with  respect  to  such 
patronage  dividend  or  payment,  and  on  which  there  is 
clearly  imprinted  a  statement  that  the  endorsement  and 
cashing  of  the  check  (or  other  instrument)  constitutes  the 
consent  of  the  payee  to  include  in  his  gross  income,  as 
provided  in  the  Federal  income  tax  laws,  the  stated  dollar 
amount  of  the  written  notice  of  allocation  which  is  a  part 
of  the  patronage  dividend  or  payment  of  which  such 
qualified  check  is  also  a  part.  Such  term  does  not 
include  any  check  (or  other  instrument)  which  is  paid 
as  part  of  a  patronage  dividend,  or  payment  which  does 
not  include  a  written  notice  of  allocation  (other  than 
a  written  notice  of  allocation  described  in  paragraph 
(!)(*))• 

“(d)  Nonqualified  Written  Notice  of  Alloca¬ 
tion. — For  purposes  of  this  subchapter,  the  term  ‘nonquali¬ 
fied  written  notice  of  allocation’  means  a  written  notice  of 
allocation  which  is  not  described  in  subsection  (c)  (168)or 
a  qualified  check  which  is  not  cashed  on  or  before  the  90th  day 
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after  the  close  of  the  payment  period  for  the  taxable  year  for 
which  the  distribution  of  which  it  is  a  part  is  paid. 


“(e)  Determination  of  Amount  Paid  oe  Re¬ 
ceived. — For  purposes  of  this  subchapter,  in  determining 
amounts  paid  or  received — 

“  (1)  property  (other  than  a  written  notice  of  allo¬ 
cation)  shall  be  taken  into  account  at  its  fair  market 
value,  and 


“( 2 )  a  qualified  written  notice  of  allocation  shall 
be  taken  into  account  at  its  stated  dollar  amount.” 

(b)  Technical  Amendments.— 

( 1 )  Section  521  (a)  (relating  to  exemption  of  farm¬ 
ers’  cooperatives  from  tax)  is  amended  by  striking  out 
‘‘section  522”  each  place  it  appears  therein  and  inserting 
in  lieu  thereof  “part  I  of  subchapter  T  (sec.  1381  and 
following)  ”. 

(2)  Section  522  (relating  to  tax  on  farmers’  coop¬ 
eratives)  is  hereby  repealed. 

(169)-f4)-  Section  11044  (relating  to  returns  regarding 

is  amended  te  read  as  follows : 


-SEC.  6044  RETURNS 


PATRONAGE 


DIVE 


PENDS. 


“Any-  organization  to  which  part  -I  of  snbchapter  T  of 
chapter  4  -(relating  to  tax  treatment  of  cooperatives)  ap¬ 
plies  which  pays  amounts  described  in  section  J  482-fb)  or 
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-{in  the  ease  el  an 


described  is  section  1381 


when  ret 


el  the  Secretary  e?  his  delegate, 


make  a  return  showing 


“-(-1)-  the  name  and  address  el  eaeh  patron  to 


“-(2)-  the  amonnt  el  sneh  payments  te  eaeh  patron?”' 
(170>fe  (3)  Section  6072  (d)  (relating  to  time  for 
filing  income  tax  returns  of  exempt  cooperative  associa¬ 
tions)  is  amended  to  read  as  follows: 

“(d)  Returns  of  Cooperative  Associations. — In 
the  case  of  an  income  tax  return  of — 

“  ( 1 )  an  exempt  cooperative  association  described 
in  section  1381  (a)  (1),  or 

“(2)  an  organization  described  in  section  1381 
(a)  (2)  which  is  under  an  obligation  to  pay  patronage 
dividends  (as  defined  in  section  1388  (a))  in  an 
amount  equal  to  at  least  50  percent  of  its  net  earnings 
from  business  done  with  or  for  its  patrons,  or  which 
paid  patronage  dividends  in  such  an  amount  out  of  the 
net  earnings  from  business  done  with  or  for  patrons  dur¬ 
ing  the  most  recent  taxable  year  for  which  it  had  such 
net  earnings, 

a  return  made  on  the  basis  of  a  calendar  year  shall  be  filed 
on  or  before  the  15th  day  of  September  following  the  close 
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of  the  calendar  year,  and  a  return  made  on  the  basis  of  a 
fiscal  year  shall  be  filed  on  or  before  the  15th  day  of  the  9th 
month  following  the  close  of  the  fiscal  year.” 

(171)-f5^-  (4)  The  table  of  subchapters  for  chapter  1  is 

amended  by  adding  at  the  end  thereof  the  following: 

“Subchapter  T.  Cooperatives  and  their  patrons.” 

(5)  The  table  of  sections  for  part  III  of  sub¬ 
chapter  F  of  chapter  1  is  amended  by  striking  out  the 
last  line  thereof. 

(c)  Effective  Dates. — 

( 1 )  For  the  cooperatives— Except  as  provided 
in  paragraph  (3) ,  the  amendments  made  by  subsections 
(a)  and  (b)  shall  apply  to  taxable  years  of  organiza¬ 
tions  described  in  section  1381  (a)  of  the  Internal  Reve¬ 
nue  Code  of  1954  (as  added  by  subsection  (a)  )  begin¬ 
ning  after  December  31,  1962. 

(2)  For  the  patrons. — Except  as  provided  in 
paragraph  (3),  section  1385  of  the  Internal  Revenue 
Code  of  1954  (as  added  bv  subsection  (a)  )  shall 
apply  with  respect  to  any  amount  received  from  any 
organization  described  in  section  1381  (a)  of  such  Code, 
to  the  extent  that  such  amount  is  paid  by  such  organiza¬ 
tion  in  a  taxable  year  of  such  organization  beginning 
after  December  31,  1962. 
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(3)  Application  of  existing  law.— In  the  case 
of  any  money,  written  notice  of  allocation,  or  other  prop¬ 
erty  paid  by  any  organization  described  in  section 
1381  (a)  — 

(A)  before  the  first  day  of  the  first  taxable 
year  of  such  organization  beginning  after  December 
31,  1962,  or 

(B)  on  or  after  such  first  day  with  respect  to 
patronage  occurring  before  such  first  day, 

the  tax  treatment  of  such  money,  written  notice  of  allo¬ 
cation,  or  other  property  ( including  the  tax  treatment  of 
gain  or  loss  on  the  redemption,  sale,  or  other  disposition 
of  such  written  notice  of  allocation)  by  any  person  shall 
be  made  under  the  Internal  Revenue  Code  of  1954  with¬ 
out  regard  to  subchapter  T  of  chapter  1  of  such  Code. 
SEC.  18.  INCLUSION  OF  FOREIGN  REAL  PROPERTY  IN 

GROSS  ESTATE. 

(a)  Amendments  To  Include  Foreign  Real  Prop¬ 
erty— 

( 1 )  Section  2031  (a)  (relating  to  definition  of  gross 
estate)  is  amended  by  striking  out  “,  except  real  prop¬ 
erty  situated  outside  of  the  United  States”. 

(2)  The  following  provisions  of  chapter  11  (impos¬ 
ing  an  estate  tax)  are  amended  by  striking  out  “  (except 
real  property  situated  outside  of  the  United  States)  ” : 
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(A)  section  2033  (relating  to  property  in 
which  the  decedent  had  an  interest) , 

<B)  section  2034  (relating  to  dower  or  curtesy 
interests) , 

(0)  section  2035  (a)  (relating  to  transactions 
in  contemplation  of  death) , 

(i))  section  2036(a)  (relating  to  transfers 
with  retained  life  estate) , 

(E)  section  2037  (a)  (relating  to  transfers 
taking  effect  at  death) , 

(F)  section  2038  (a)  (relating  to  revocable 
transfers) , 

(G)  section  2040  (relating  to  joint  interests) , 

and 

(H)  section  2041  (a)  (relating  to  powers  of 
appointment) . 

( b )  Effective  Date. — 

(1)  Except  as  provided  in  paragraph  (2),  the 
amendments  made  by  subsection  (a)  shall  apply  to  the 
estates  of  decedents  dying  after  the  date  of  the  enactment 
of  this  Act. 

(2)  In  the  case  of  a  decedent  dying  after  the  date 
of  the  enactment  of  this  Act  and  before  July  1,  1964, 
the  value  of  real  property  situated  outside  of  the  United 
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States  shall  not  be  included  in  the  gross  estate  (as  de¬ 
fined  in  section  2031  (a)  )  of  the  decedent — 

(A)  under  section  2033,  2034,  2035(a), 
2036(a),  2037  (a),  or  2038(a)  to  the  extent  the 
real  property,  or  the  decedent’s  interest  in  it,  was 
acquired  by  the  decedent  before  February  1,  1962; 

(B)  under  section  2040  to  the  extent  such 
property  or  interest  was  acquired  by  the  decedent 
before  February  1,  1962,  or  was  held  by  the  dece¬ 
dent  and  the  survivor  in  a  joint  tenancy  or  tenancy 
by  the  entirety  before  February  1,  1962;  or 

(C)  under  section  2041  (a)  to  the  extent  that 
before  February  1,  1962,  such  property  or  interest 
was  subject  to  a  general  power  of  appointment  (as 
defined  in  section  2041)  possessed  by  the  decedent. 

In  the  case  of  real  property,  or  an  interest  therein,  sit¬ 
uated  outside  of  the  United  States  (including  a  general 
power  of  appointment  in  respect  of  such  property  or 
interest,  and  including  property  held  by  the  decedent 
and  the  survivor  in  a  joint  tenancy  or  tenancy  by  the 
entirety)  which  was  acquired  by  the  decedent  after 
January  31,  1962,  by  gift  within  the  meaning  of  sec¬ 
tion  2511.  or  from  a  prior  decedent  by  devise  or  inherit¬ 
ance,  or  by  reason  of  death,  form  of  ownership,  or  other 
conditions  (including  the  exercise  or  nonexercise  of  a 
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power  of  appointment),  for  purposes  of  this  paragraph 
such  property  or  interest  therein  shall  be  deemed  to  have 
been  acquired  by  the  decedent  before  February  1,  1962, 
if  before  that  date  the  donor  or  prior  decedent  had 
acquired  the  property  or  his  interest  therein  or  had 
possessed  a  power  of  appointment  in  respect  of  the  prop¬ 
erty  or  interest. 


(173)se€t  m 


TAX  AT 


OX  INTEREST,  DIVIDENDS,  AN©  PATRON 


AOE  DIV  IDENDS 


-fa)-  fe  General. — 

-(4f  Amendment  eu  subtitle  Q-. — Subtitle  G  -(re¬ 
lating  te  employment-  taxes  and  collection  of  income  tax 
at  source-)-  is  amended  by  redesignating  chapter  55  as 
chapter  5b  and  by  inserting  after  chapter  54  the  bedew¬ 
ing  new  chapter-: 

-CHAPTER  25 — COLLECTION  OF  INCOME  TAX 
AT  SOURCE  ON  INTEREST, 

ANO  PATRONACE  OIVIOENOS 


“SunciiAPTBtt  At  Interest, 
“SunciiAPTEn  ©t  Dividends: 
“Svikhaptei;  Or  Patronage 

Dr  General  provisions. 


^^Swbehapter  A — Interest 


“Seer  345d.  Ineomo  Une  eolloetcd  a-t  so-m-ee  aa  interest. 
“Sec.  3153:  Interest  defined.- 
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345U  INCOME  TAX  UOULECTED  AT  SOURCE  ON 
INTEREST. 


Ebqihbement  of  W-fT-H-H-oc-Di-Nd. — Exeept  as 
otherwise  provided  in  this  chapter,  every  person  who  pays 
interest  shah  deduct  and  withhold  on  sneh  interest  a  tax 
equal  to  hO  percent  of  the  amount  thereof. 

1L{h}-  -Payee  Unknown. — 41  the  withholding  agent  is 
unable  to  determine  the  person  to  whom  the  interest  is  pay- 
ahhg  the  tax  under  this  seetion  shah  he  deducted  and  with¬ 
held  at  the  time  payment  of  the  interest  would  he  made  if 
sneh  person  were  known. 

£i{e)-  Cross  PiEfeuencesi — 

f£Gd  Ear  credit,  against  income  tax  of  the  recipient 
of  the  income,  of  amounts  deducted  and  withheld 
under  this  seetion,  see  section  3H 
f£t24  Eor  special  rules  as  to  credit  or  refund  of  such 
amounts,  see  sections  3484,  3485,  3488,  3487,  and  3505. 

£i6U  Eor  exemption  from  requirement  of  deducting 
and  withholding  on  certain  interest  paid  to  certain 
persons,  see  section  3483. 

“SEC.  3453:  INTEREST  BEEINED. 

^Ma-)  General  Pffe, — Per  purposes  of  this  ehapter, 
the  term  Interest’  means — 


U 


ft)-  mterest  on  ewidenees  of  indebtedness  -(includ- 


ing  bonds,  debentures,  notes,  and 


issued  bw 


a  corporation  with  interest  coupons  or  in  registered 


form,  aruf  to  the  extent  provided  in 
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by  the  Secretary  er  his  delegate,  interest  en 
ether  evidences  el  indebtedness  issued  by  a  corporation 
el  a  type  altered  by  corporations  te  the  puldieg 

--(2-)-  interest  en  deposits  with  persens  carrying  en 

tl  l  A  1  1 1  O*  llll  Q111  QQC  * 

til U  11 11^  1/11  ol  1 A V-' Ou  j 

“  (3)  amounts  -(whether  er  net  designated  as  in¬ 
terest)-  paid  by  a  mutual  savings  hanky  savings  and  lean 
associationy  building  and  lean  associatieny  cooperative 
hanky  homestead  association,  credit  union,  er  similar 
erganizatieny  in  respect  el  depesitsy  investment  eertib- 
eatesy  er  withdrawable  er  re-purchasable  shares-j 

pany  under  an  agreement  te  pay 
—(-5-)-  interest  en  deposits  with  s 

ue- * 

and 


ai  >  a]  \  \  i  n»n  4  i  /  ill  Cj  a!  ilrxi 
t/rt  U  ! )  1 1  £ 1  h  1  *  *  1 1  b  V/l  111  v 


States' 


--  (-7)  in  the  ease  el  a 
tien  el  the  United  States — 

“  (A)  issued  en  a 
--(14)  having  a 
year  trem  the  date  el  issuey 
the  amount  by  which  the  amount  paid  en 
redemption  exceeds  the  issue  price? 

--(-b-)-  Exceptions- — Eer  purposes  el  this 
term  ‘interest-  dees  net  include — 


ehliga- 


and 

date  mere  than  one 
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-w- 


isfe  on  obligations 


in  section 


403-fftf  -f+f  or  -(b)-  -(relating  te  interest  an  certain 


--(2)  any  amount  paid  by 


—(-A-)-  a  foreign  government  or  inter 
organization^ 

--(E-)-  ft  foreign  corporation  net 
trade  or  business  within  foe  United 

~(C)  a  nonresident  alien  individual  net  en¬ 


in 


gaged  in  trade  or  business  within  foe  United  States, 
or 


*~{D)  ft  partnership  not  engaged  in  trade  or 
business  within  foe  United  States  and  eomposed  in 
whole  or  in  part  of  nonresident  aliens ; 

(b)  interest  on  deposits  with  persons  earrying  on 
foe  banking  business  paid  to  a  person  described  in  para- 
grapb  -(b)  -(fo^  or  -(U)i 

"(4)  ftffif  amount-  paid  by  one  eorp oration  to  an¬ 
other  corporation^  il  both  corporations  are  members  ol 
foe  same  affiliated  group  which  filed  a  consolidated  re¬ 
turn  for  foe  preceding  taxable  year  of  foe  affiliated 
group ; 

fbf  interest  subject-  to  withholding  under  subchap- 
ter  A  of  ehaptcr  b  -{seer  444-4  and  foliowing7  relating  to 
withholding  of  tax  on  nonresident  aliens  and  foreign  ear- 
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p  orations)-  by  the  person  paying  sueh  interest,-  or  which 
■would  he  se  subject  to  withholding  by  sueh  person,-  but 
for  the  faet  that  it  is  not  treated  as  income  from  sources 
within  the  United  States-; 

--(-0-)-  any  amount  on  which  the  withholding  agent 
is  required  to  deduct  and  withhold  a  tax  under  section 
44§h  (relating  to  tax-free  covenant  bonds  by  or  would  be 
so  required  but  for  section  1454-(d)  (relating  to  benefit 
of  personal  exemptions)-? 

“-(-7-)  to  the  extent  provided  in  regulations  pre¬ 
scribed  by  the  Secretary  or  his  delegate?  any  amount 
payable  with  respect  to  deposits  in  school  savings 
accounts;  and 

(8f  any  amount  described  in  subsection  -fa)-f2-)-j 
or  -fhf  paid  to  a  State  or  a  foreign  government 
or  international  organisation  -(other  than  any  amount 
described  in  subsection  -(a)-(-3)  paid  in  respeet  of  a 
transferable  certificate  or  share-)-? 

^(ef  Exemption  fob  Uxtted  Sf^eb? — hhe  Secre¬ 
tary  may  authorize  exemption  from  the  tax  imposed  by  sec¬ 
tion  34hh  for  any  amount  paid  by  the  United  States  or 

United  States  or  any  wholly  owned  agency  or  instrumental¬ 
ity  thereof  if  the  Secretary  determines  that  the  imposition 
of  the  tax  with  respeet  to  such  amount-  will  cause  a  burden 
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or  expense  which  can  be  avoided  fey  granting  the  tax 
exemption. 

“Subchapteg  B — Dividends 

“Soo:  84G1.  Ineomo  tax  Gollcctod  at  souree  on  dividends. 
“Sec.  MGQ:  Dividend  defined. 

“SEC.  340L  INCOME  TAX  COLLECTED  AT  SOURCE  ON 
DIVIDENDS. 

BeQ-U-IREMENT  OF  W-ITIIIIOLDIN€h — Except  as 
otherwise  provided  m  this  ehaptcr,  every  person  who  pays 
a  dividend  shall  dcdaet  and  withhold  on  such  dividend  a  tax 
eqaal  to  20  percent  of  the  amount  thereof.- 

Payee  44-nknowN; — 4f  the  withholding  agent  is 
unable  to  determine  the  person  to  whom  the  dividend  is 
payable,  the  tax  under  this  seetien  shall  fee  deducted  and 
withheld  at  the  time  payment  of  the  dividend  would  he 
made  if  such  person  were  known. 

^fef  -Amount  of  Dividend  Unknown. — 4f  the  with¬ 
holding  agent  is  unable  to  determine  the  portion  of  a  dis¬ 
tribution  which  is  a  dividend,  the  tax  under  this  soetion 
ehah  fee  computed  on  the  entire  amount-  of  the  distribution; 
— -fcl)  Dross  EfffffnofS; — 

AD  Ear  credit,  against  income  tax  ©I  the  recipient 
of  the  ineome,  ©I  amounts  deducted  and  withheld 
under  this  section,  see  section  30, 

AD  Cor  special  rules  as  to  credit  or  refund  of  such 
amounts,  see  seetiens  3484;  3485;  3486*  3487;  and  3505, 
AD  Ear  exemption  from  requirement  of  deducting 
and  withholding  on  dividends  paid  to  certain  indi¬ 
viduals,  see  section  3483, 
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*SE€, 


DEFINED. 


--(a)-  OIe-xeral  Rule. — her 
the  term  dividend’  means — 


el  this  chapter, 


■ ‘-f4)  a ny  distribution  by  a  corpora tion  which  is  a 
dividend  -fee  defined  in  section  34-6}i  end 

“  (3)'  eny  payment  nuade  by  a  stockbroker  to  any 
person  as  a  substitute  for  a  dividend  -fas  so  defined )- 
Exceptions. — For  purposes  of  this  chapter,  the 
term  ^dividend-  does  not  include — 

( 1 )  any  amount  paid  in  the  steek7  or  rights  to 
aepuire  the  steck7  of  the  distributing  corporation  if  the 
distribution  is  not  includible  in  gross  income  of  the  re¬ 
cipient  under  the  provisions  of  section  305  -{relating  to 
distributions  of  stock  and  stock  rights)  ; 

“-(2)-  any  distribution  to  the  extent  thafi  under 
chapter  4 — 

‘-(-A)  the  amount  thereof  is  treated  by  the  re¬ 
cipient  as  an  amount  received  on  the  sale  or  ex- 
of  property,  or 

-fB)-  gain  or  loss  to  the  recipient  is  not  reeog- 
nized ; 

“  (-3)  any  amount  which  is  includible  in  gross  in¬ 
come  as  a  taxable  dividend  by  reason  of  the  provisions 
of  scetion  302-  -(relating  to  redemptions  of  stock) ,  306 
II. R.  10650 - 21 
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(relating  to  dispositions  el  certain  stock-)-,  bbb  (relating 
to  rceeipt  el  additional  consideration  in  connection  with 
certain  reorganizations-)  or  4084-(o)--(2)-  -{relating  to 
certain  distributions  pursuant  to  order  el  the  Securities 
and  -Exehangc  Commission)  ; 

“  (4)  any  amount  paid  by  one  corporation  to  an¬ 
other  corporation,-  il  both  corporations  are  members  el 
the  same  affiliated  group  which  hied  a  consolidated  re¬ 
turn  lor  the  preceding  taxable  year  el  the  affiliated 
group- 

“-(5)  an  amount  w-hieh — 

--  (A)  is  subject  to  withholding  under  subehap- 
ter  A  el  chapter  b  -(seev  1441  and  following,  relating 
to  withholding  el  tax  on  nonresident  aliens  and  for¬ 
eign  corporations)  by  the  person  paying  such 
amounty  or 

■-(B)  would  be  subject  to  withholding  under 
sueh  suhehapter  A  by  the  person  paying  such 
amount  but  for — 

the  laet  that  it  is  attributable  to  in¬ 
come  from  sources  outside  the  United  States,  or 
“(ii)  the  laet  that  the  payor  thereol  is 
excepted  from  the  application  el  scetion 
4444  (a)  by  the  provisions  el  scetion  4441  (o)-; 
any  amount  paid  by  a  foreign  corporation  not 
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engaged  in  trade  or  business  within  the  United  States ; 

“  (7)  any  amount  described  in  section  4370  -freiat 
ing  to  undistributed  taxable  income  of  electing  small 
business  corporations)  ;  and 

--($■)  amounts  paid  pursuant  to  tbe  terms  of  a 
lease  entered  mto  before  J anuary  4y  bObU  if  under  sueb 
lease  tbe  shareholders  of  tbe  lessor  corporation  are  en¬ 
titled  to  sueb  amounts  without  deduction  for  any  tax 
which  any  law  of  tbe  United  States  might  require  to  be 
deducted  and  withheld  on  tbe  payment  of  dividends. 
-Siibchapter  € — Patronage  Dividends 

-■See-.-  &4-71.  -Income  Uts  collected  ab  source  on  patronage 
dividends. 

“Sec.  M-72:  Amounts  subject  to  withholding. 

“SEU,  347U  INUOME  TAX  UOLLECTED  AT  SOURCE  ON 
PATRONAGE  DIVIDENDS. 


1LM-  Eeq-uirement  op  :Wb¥imoLDiNG. — Except  as 
otherwise  provided  in  this  chapter,  every  cooperative  to 
which  part  4  of  siibchapter  P  of  chapter  4  applies  which  pays 
an  amount  described  in  section  344b  shad  deduct  and  with¬ 
hold  on  such  amount  a  tax  equal  to  20  percent  of  such 
amount. 


£Lfbf  Payee  Unknown. — If  tbe  withholding  agent  is 
unable  to  determine  tbe  person  to  whom  tbe  amount  is  pay- 
able7  tbe  tax  under  this  section  shad  be  deducted  and  with- 
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held  at  the  time  payment  of  the  amount  would  bo  make  if 
such  person  were  knowm 

^-fef  Cross  Referenced — 


“(1-)  For  credit;  against  income  tax  of  the  recipient 
of  the  incoma,  of  amounts  deducted  and  withheld 
under  this  section;  see  section  39, 

“(2)  Far  special  rules  as  to  credit  or  refund  of  sueh 
amounts,  see  sections  3484,  3485?  3486*  3487;  and  3505. 

“(3-)  For  exemption  from  requirement  of  deducting 
and  withholding  on  amounts  paid  to  eertain  indi¬ 
viduals^  see  section  3483, 


»SE€,  3472,  AMOUNTS  SUBJECT  TO  WITHHOLDING, 


U 


faf  General  Rule. — Exeept  as  otherwise  provided 
in  this  scat-ion  or  section  3483;  the  amounts  subject  to  dedue- 
tion  and  withholding  under  section  347-4-  are — 


-“-(-l-)-  the  amonnt  of  any  patronage  dividend  -fas 
defined  in  section  4388-faff  which  is  paid  in  marey 
qualified  written  notices  of  allocation  -fas  defined  in  sec¬ 
tion  1388  (eff,  or  other  property  fexcept  nonqualified 
written  notices  of  allocation  as  defined  in  section 
1388(d)-)-;  and 

“  (2)  any  amounR  deserihed  in  section  1382  (c)  (2f 

which  is  paid  in  money,  qualified  written  notices  of  al¬ 
location-;  or  other  property  -fexcept  non  qualified  written 
notiees  of  allocation)-  by  an  organization  exempt  from 
tax  under  seet.ion  fi24  -frdating  to  exemption  of  farm¬ 


ers1  cooperatives  from  taxf t 
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Exceptions. — hhe  pre-visions  of  section  3474 
shall  not  apply  to — 

-~H  i)~  amount  paid  by  one  corporation  to  an- 
ot her  eorporation7  4  both  corporations  are  members  of 
the  same  affiliated  group  which  filed  a  consolidated  re¬ 
turn  for  the  preceding  taxable  year  of  the  affiliated 
group ; 

‘‘-(-2)  an  amount  which — 

h  subject  to  withholding  under  sub- 
chapter  A  of  ehapter  3  -(sec.  4444  and  followings 
relating  to  withholding  of  tax  on  nonresident  aliens 
and  foreign  corporations)  by  the  person  paying  sneh 
amount,  or 

“  (&)  would  he  subject  to  withholding  under 
sueh  subehapter  A  by  the  person  paying  such 
amount  hut  for  the  fact  that  it  is  attributable  to 
income  from  sources  outside  the  hunted  States ;  and 
amount  paid  by  a  foreign  corporation 
not  engaged  in  trade  or  business  within  the  United 
States. 

-for  hERTAtx  Consumer  CoerERA- 
which  the  Secretary  or  his  delegate 
dly  engaged  in  selling  at  retail  goods 
or  services  of  a  type  that  are  generally  for  personal,  living, 
or  family  use  shalh  upon  application  to  the  Secretary  or  his 
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] 

2 

3 


delegate?  fee  granted  exempt-tea  from  the  tax  imposed  fey 
section  347-E  Application  lor  exemption  under  tfeis  sub¬ 
section  shall  fee  made  in  accordance  with  regulations  pre- 
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serifeed  fey  tfee  Secretary  or  feis 

“  (d)  Determination  or  Amount  Dahl — Dor  pur¬ 
poses  of  tfeis  subchaptcr?  in  determining  amounts  paid— 
“  (1-)  property  -(-ether  than  a  written  notice  of 
allocation)  shall  be  taken  into  account  at  its  fair  market 
xalue?  and 

a  qualified  written  notice  of  allocation  shah 
fee  taken  into  account  at  its  stated  dollar 


12 


“Subchapter  D— General  Provisions 

tlgee;  348L  Liability  tee  return  and  payment  ef  withhold 

t*X; 

Cgeer  3182.  Return  and  payment  by  -United  States: 

“Seer  3183.  Exemption  certificates; 

“See;  3181.  Refund  of  tax  te  individuals. 

“See;  3185.  Refund  ef  tax  te  States^  tax-exempt  organiza- 
tiensj  ete; 

“Sec;  3186.  Refund  ef  tax  te  corporation; 

“Sec.  34SU  Credit  fee  tax  withheld  en  corporation. 

“Sec.  3488;  Obligation  sold  between  interest-payment  dates: 
“See;  318-9.-  Presumption; 

“See.  3190:  Definitions. 


13  MSEC:  348L  LIABILITY  EOR  RETURN  AN©  PAYMENT  ©E 

14  WITHHEL©  TAN; 


15  “{ft)-  General  Rule. — Every  person  required  te  de- 

16  duet  and  withhold  any  tax  under  this  chapter  shah?  on  or  fee- 

17  fore  tfee  last  day  ef  tfee  first  month  following  tfee  dose  ef  each 

18  quarter  of  feis  taxable  year?  make  a  return  of  tfee  tax  required 
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to  fee  deducted  and  withheld  during  suefet  quarter  and  pay  the 
tax  te  the  officer  designated  in  seetion  6-151.  The  withhold¬ 
ing  agent  shah  fee  hafele  tor  the  payment  of  the  taxes  required 
to  fee  deducted  and  withheld  under  this  chapter,  and  shall  not 
otherwise  fee  hafele  to  any  person  for  the  amount  of  any 
such  payment. 

ii-ffe)-  Tax  PxH)  jdE€TOEXT. — If  the  withholding 

agent,  in  violation  of  the  provisions  of  this  chapter,'  fails  to 
deduct  and  withhold  any  tax  under  this  chapter,  and  there¬ 
after  the  tax  against  which  such  tax  may  fee  credited  is 
paddy  the  tax  so  required  to  fee  deducted  and  withheld  shah 
not  fee  collected  from  the  withholding  agent ;  hut  this  sub¬ 
section  shah  in  no  ease  relieve  the  withholding  agent  from 
liability  for  any  penalties  or  additions  to  the  tax  otherwise 
applicable  in  respect  of  such  failure  to  deduct  and  withhold. 
iLfe)-  Gross  Refetiewce- — 

-‘For  limitation  on  the  use  of  Government  depcsitarics 
in  the  collection  of  taxes  deducted  and  withheld  under 
this  chapter,  see  the  last  sentence  of  section  6302 (eY 

^E€.  3482,  RETURN  AN©  PAYMENT  BY  UNITED 

^4f  the 


agent  is  the  Gnited  States  the  re¬ 
turn  of  the  tax  deducted  and  withheld  under  this  chapter  may 
fee  made  fey  an  officer  or  employee  of  the  Gnited  States 
having  control  of  the  payment  of  the  amount  subject  to 
withhol dingy  or  appropriately  designated  for  that  purpose. 
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CERTIFICATES; 


^-faf  (IeNERAE  &UEEE; - 

‘-^A -)-  INDIVIDUALS  UNDER  AGE  Lth - Any  fenfe- 


vidttal  may  file  with  aha  withholding  agent  an  exemp¬ 
tion  eertifieate  on  wfeiefe  fie  certifies  the  date  el  fils 
birtln  41  snefi  a  eertifieate  Is  filed;  all  amounts  pay¬ 
able  fiy  snefi  withholding  agent  to  snefi  individual,-  on 
and  after  tfie  effective  date  fin  snefi  certificate  and 
before  tfie  beginning  el  tfie  ea lender  year  during  which 
tfie  eertifieate  indieates  tfiat  fie  Add  attain  age  48fi  sfiall 
fie  excerpt  from  tfie  requirement  el  deducting  and  with¬ 
holding  under  this  chapter? 

“  (2)-  Individuals  over  age  see — Any  individual 
may  file  with  any  withholding  agent  an  exemption 
eertifieate  on  which  fie  certifies — 

“  (  A-)-  tfiat  fie  will  have  attained  age  4-8  before 
tfie  close  of  tfie  calendar  year  for  which  snefi  ecrtifi- 
eate  is  filed-,  and 

-‘-(B)  tfiat  fie  reasonably  believes  tfiat  fee  will 
not  (after  the  application  of  tfie  credits  against  tax 
provided  fiy  part  4A-  of  snbehaptcr  A  of  chapter  -fi 
other  than  tfie  credits  nnder  sections  34-  and  3fif  be 
liable  for  the  payment  of  any  tax  nnder  chapter  4-  for 
each  of  fils  taxable  years  any  portion  of  which  is 
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included  in  the  period  for  which  sneb  certificate 
will  ho  in  effect 

41  such  a  certificate  is  filcdy  afi  amounts  payable  by  sneb 
withholding  agent  te  sneb  individual  during  the  period 
sneb  certificate  is  in  effect  sbab  be  exempt  from  the 
reqnircment  el  deducting  and  withholding  nnder  this 
chapter.-  Except  as  may  otherwise  be  provided  in  rege- 
latiens  preseribed  by  tbe  Secretary  or  bis  delegate?  an 
exemption  certificate  filed  by  an  individual  described  in 
this  paragraph  sbab  remain  in  effect  enly  for  tbe  period 
beginning  on  tbe  effective  date  el  sneb  certificate  and 
ending  at  tbe  close  el  tbe  calendar  year  in  wbieb  sneb 
period  begins.- 

--(£)-  Ta*  exempt  organizations. — 

“-(-A)-  Any  organization  -father  than  a  coopera¬ 
tive  described  in  section  §21-)  wbieb  is  exempt  from 
tbe  tax  imposed  by  chapter  4  may  file  with  any 
withholding  agent  who  pays  amounts  described  in 
section  3452-fa)  -fit)-?  -ffi-fr  or  -frf  an  exemption 
certificate  on  wbieb  it  certifies  that  b  is  sneb  an 
organization.  41  such  a  certificate  is  fileth  all 
amounts  described  m  section  3452  (a-)-  -fb-f-j 
-fbH  and  -fn)-  payable  by  sneb  withholding  agent 
to  sneb  organization  on  and  alter  tbe  effective  date 
for  sneb  certificate  sbab  -(except  as  provided  in  sub- 
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paragraph  (B) )  he  exempt  from  the 
el  deducting  and  withholding  under  this 

“-(B)  An  exemption  certificate  hied  by  an 
organization  nnder  subparagraph  -(A)-  shall  eease 
to  he  effective  on  the  thirtieth  day  after  the  day  on 
which  the  withholding  agent,-,-  with  whom  such  eer- 
tifieatc  was  hied;  is  notified  by  cither  the  organ i? a- 
tion  or  the  Secretary  or  his  delegate  that  the 
organization  is  no  longer  exempt  from  the  tax  im¬ 
posed  by  chapter  4-?  ff  an  organization  ceases  to  be 
exempt  from  sueh  taxy  it  shady  within  the  tbne  speei- 
hed  in  regulations  prescribed  by  the  Secretary  or  his 
delegate;  so  notify  each  withholding  agent  with 
whom  it  has  an  exemption  certificate  m  effect? 
iLfbf  Exceptions  an©  Special  Bules. — 

LLm~  Certain  exceptions. — This  section  shah 
not  apply  to  any  amount — 

—(A)-  described  in  section  84b2-(a)  (1)  -(re¬ 
lating  to  interest  on  evidences  of  indebtedness) , 
described  in  section  3452-(a)  (8)-  paid 
in  respect  of  a  transferable  certificate  or  share7  or 
-  (C)  described  in  section  -3452(a)  (6)  -(rclat 
mg  to  interest  on  obhgations  of  the  E-nitcd  States) . 
--(-2)  Scries  E  bonds,  etc? — In  the  case  of  trans¬ 
actions  involving  the  redemption  of  one  or  more  obliga 
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tions  described  in  seetion  3453-fa)  -(7)  (relating  to  cer¬ 
tain  obligations  of  the  Ended  States  issned  on  a  diseonnt 
basis)  7  a  separate  eertibeate  shad  be  bled  with  respect 
to  eaeb  sneb  transaction: 

“  (3)  AOMINEEFj  CUSTODIANS,  AND  JOINT  OWNER¬ 
SHIPS: — binder  regulations  prescribed  by  the  Secretary 
or  bis  delegate^  the  exemption  provided  by  snbseetion 
-faf  may  be  extendedy  in  a  manner  consistent  with  the 
other  provisions  of  this  section,  to — 

--(■A)  amounts  -(other  than  amounts  described 
in  section  3462  (a)  relating  to  dividends)  paid 
through  nominees  j 

“  (34)  amounts  paid  to  custodians ;  and 
“  (0)  amounts  paid  jointly  to  3  or  more 
individuals^ 

“  (4)  EFFECTIVE  DATE  OF  OKR-TIF-IOATB. — Any 
exemption  eertibeate  under  this  scetion  sbab  take  ebeet 
on  sneb  day  as  is  speeibed  in  accordance  with  regula¬ 
tions  prescribed  by  the  Secretary  or  his  delegate: 

“  (5)  Eorm  and  contents  of  certificate  and 
NOTICE; — Any  exemption  eertibeate  under  this  scetion ,- 
and  any  notice  under  subsection  (a)  (3)  (B)-,  sbab  be 
in  such  form  and  contain  such  information  as  the  Sccrc- 
tary  or  his  delegate  may  by  regulations  prescribe: 
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Gross  Reference. — 

---For  penalty  tec  filing  fraudulent  eerO'^eate,  or  for 
failing  to  provide  notice,  under  this  section,  see  section 
7205, 


£fSE€*  3484.  REFUND  OF  TAX  TO  INDIVIDUALS. 

“-{*}■  General  -Rule. — Except  as  provided  in  subsce 
tien  -fefy  the  tax  deducted  and  withheld  under  this  chapter 
with  respect  to  amounts  received  hy  an  individual  during 
any  quarter  (other  than  the  fourth  quarter)  of  his  taxable 
year  -(together  with  any  tax  so  deducted  and  withheld  on 
amounts  which  were  received  hy  him  during  any  prior  quar¬ 
ter  of  sueh  year  and  with  respect  to  which  no  allowable  claim 
for  refund  has  heen  hied  under  this  section)-  shalh  to  the 
extent  sueh  tax  does  not  exceed  his  refund  aflownnec  as  of 


the  time  the  claim  for  refund  is  hledy  be  promptly 
to  him  as  an  overpayment  of  taxr  A  refund  of  tax  shall  be 
made  under  this  section  only  if  the  amount  claimed  and 
allowable  equals  or  exceeds  $-tfb 

~"fh)-  Refund  Allowance- — For  purposes  of  this  see- 
tion,  the  refund  allowance  of  an  individual  as  of  the  time  the 
elahn  for  refund  is  hied  is  an  amount  equal  to  the  excess.  If 
anyj  of— 


--flf  an  amount  equal  to  At  percent  of — 

~(~A)  the  total  of  the  deductions  widely  on  the 
basis  of  facts  existing  at  the  time  the  claim  for  refund 
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Is  fifeufe  suefe  individual  would  fee  allowed  for  tfee  tax- 
afele  wee  under  section  4-§4  ^relating;  to  deductions 


j-Ay  r\oi>eATi o  1  ayoia ci  \  nine? 

1 U1  |  i  11  M/lui  1  v  Av  111  I  UlV/llo  I  }  pTuo 

--(-B-)-  In  tfee  ease  el  an  individual  winy  at  tfee 
time  tfee  claim  lor  relund  is  filed-;  reasonably  ex¬ 
pects  that  fee  will  fee  allowod  a  credit  under  section 
dr  -(relating  to  retirement  income)  lor  tfee  taxable 
yemy  tfee  amount  widely  at  suefe  tinny  suefe  individ- 
uai  reasonably  expects  to  fee  tfee  amount  ol  feis  re- 
tirement  income  -fas  defened  in  section  37-fc)  and  as 
limited  fey  section  fid-fd)^-  lor  tfee  taxable  year? 
less 

“  (G)  tfee  amounts  -fotfeer  tfean  amounts  on 
which  tax  is  repaired  to  fee  deducted  and  withheld 
under  this  chapter)-  widely  at  tfee  time  tfee  claim  lor 
refund  is  filed7  suefe  individual  reasonably  expects 
to  fee  includible  in  feis  gross  income  lor  tfee  tax 


year;-  over 

-‘--fdf  tfee  amounts  of  tax  with  respect  to  which  an 
allowable  claim  for  refund  has  been  previously  hied 
under  this  section  during  taxable  yearr 
Jdr  purposes  of  paragraph  (1)  (C) ;  en  individual  who  hies 
Kwre  tfean  one  claim  for  refund  under  this  seetion  for  any 
taxable  vear  may  use  tfee  estimate  for  tfee  preceding  claim 
for  such  year  unfcss7  at  tfee  time  fee  files  tfee  cl  a  my  fee  reason- 
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ably  expects  the  amounts  referred  to  in  paragraph  (4-)  (£) 
to  exceed  seed  prior  estimate  by  more  than  $100. 

Married  Individuals. — Eor  purposes  of  subsec¬ 
tions  -fafy  -fbfj  and  -fdj-j  married  individuals  shad  be  treated 
as  as  individual  ifj  at  the  time  the  claim  for  refund  is  died? 
they  reasonably  expect  that  they  will  die  a  joist  return  for 
the  taxable  year  is  which  sseb  claim  is  bledr 

Tjme  fob  biFixe  Glaive — ?vot  more  than  one 
claim  may  be  died  under  this  section  by  any  individual 
during  any  quarter  of  bis  taxable  yearr  A  refund  of  tax 
deducted  and  withheld  os  amounts  received  during  a  taxable 
year  shad  be  made  under  this  section  only  if  claim  therefor 
is  died  os  or  before  the  last  day  of  such  taxable  yearr 

“  (e)  Individuals  Eligible  for  Refund. — Es 
claim  for  refund  may  be  died  under  this  section  by — 

-“-(I")  any  individual  -(other  than  as  md  i  v  idual 
referred  to  is  paragraph  or  -{Sf}-  unless,  at  the 
time  the  claim  for  refund  is  fhedy  be  reasonably  expects 
that  his  gross  income  for  the  taxable  year  wid  sot  ex¬ 
ceed  ftpQOQi 

“  (-2)  any  married  individual  unless,  at  the  time  the 
claim  for  refund  is  dledy  he  reasonably  expects  that  the 
aggregate  gross  income  of  such  individual  and  his  spouse 
for  the  taxable  year  wid  sot  exceed  ffKdOQfG 

“-{§■)■  a  head  of  a  household  -(as  defined  is  section 
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l-(b)  -(5-)  ■)  or  a  surviving  spouse  -fas  defined  m  section 
2  (b) )  unless,  at  tbe  tune  tbe  claim  fee  refund  is  filed? 
be  reasonably  expects  tbat  bis  gross  income  for  tbe 
taxable  year  will  net  exceed  $10,0907  or 

“  (4-)-  any  child,  unless?  at  tbe  time  tbe  etaon  for 
refund  is  filed,  be  reasonably  expects  tbat  no  deduction 
would  be  allowed  for  him  under  section  151  (c)  -fl)  (34)- 
fer  tbe  taxable  year  of  bis  parent  -for  parents)  begin¬ 
ning  with  or  within  tbe  calendar  year  in  wbieb  tbe 
dabn  for  refund  is  filed: 


a 


fff  Gross  Reference. — 

“For  credit  or  refund  of  amounts  nut  refunded 
under  this  section;  see  section 


“SEC,  S485,  REFUND  OF  FAX  TO  STATES;  TAX-EXEMPT 
ORGANIZATIONS;  ETC, 

“(a)  Generae  Ruee; — In  tbe  ease  of  a  person  wbieb 

is — 

‘-‘-(■1-)-  tbe  United  States  or  a  State? 

“■  (2)  an  organization  (other  than  a  cooperative 
described  in  scetion  524)  which  is  exempt  from  tbe  tax 
imposed  by  chapter  4? 

“  (3)  a  foreign  government  or  international  organi¬ 


zation?  or 

“  (4)  a  foreign  eentral  bank  of  issue? 
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and  withheld  under  this  chapter  with  re¬ 
spect  to  amounts  received  by  such  person  during  any  calendar 
quarter  exceeds  the  credit,  it  any^  eiaimed  hy  and  allowable 
to  sueh  person  under  seetion  3hQ5  (relating  to  eredit  against 
employment  taxes)  for  sueh  quarter,  the  excess  (together 


with  any  sueh  exeess  for  any  prior  quarter  of  the  same 
calendar  year  with  respect  to  which  no  refund  has  heen 
eiaimed  and  ahowed  under  this  seetion)-  shah  he  promptly 
refunded  or  credited  to  sueh  person  as  an  overpayment  of 
taxr  Xu  the  ease  of  a  person  to  whieh  paragraph  -f4f  ap- 
phcs7  the  amount  whieh  may  he  refunded  or  credited  under 
this  section  shah  not  exceed  the  amount  of  tax  deducted 
and  withheld  under  section  -3451  on  interest  paid  on  obliga- 
tions  of  the  United  States  whieh  are  not  held  for;  or  used  in 


with,  the  conduct  of  commercial  banking  functions 
or  other  commercial  activities. 


--fbf  Cross  References. — 

“(1)  ■Per  period  of  limitation  for  filing  claim  «nder 
this  seetion,  see  section  6511. 

Uk)  For  presumed  date  of  payment  for  purposes  of 
fA)  period  of  limitation;  see  section  6513(b),  and  fF) 
allowance  of  interest  on  overpay  men  ts,  see  section 
6611(d). 


f{SE€!  3486:  REFUND  OF  FAX  TO  CORPORATION: 

--faf  Ceneral  Sure- — If  the  tax  deducted  and  with 
held  under  this  chapter  with  respect  to  amounts  received  hy 
a  corporation  (other  than  a  corporation  described  in  section 
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3-18-5  (a) )  daring  any  qnartcr  {other  than  Ike  fourth  quar¬ 
ter)-  ef  its  taxable  year  exceeds  the  amount  claimed  by  and 
allowable  to  such  corporation  under  section  3487-  as  a  credit 
against  its  liability  for  tax  under  this  ehaptcr  for  such  quar 
top  the  excess  (together  with  any  such  excess  for  any  prior 
quarter  of  the  same  year  with  respect  to  which  no  refund  has 
been  eiaimed  and  allowed  under  this  section)  shall  be 
promptly  refunded  or  credited  to  such  corporation  as  an  o-ver 
payment  of  taxv  A  refund  of  tax  shall  be  made  under  this 
section  only  if  claim  therefor  is  hied  after  the  dose  of  the 
period  cohered  by  the  claim  and  on  or  before  the  last  day 
of  the  taxable  year. 

“-(b)  Cross  Reference. — 

“For  credit  or  refund  ef  amounts  net  refunded 
under  this  section,  see  section  39, 

§487,  CREDIT  FOR  TAX  WITHHELD  OX  CORPORA¬ 
TION. 

General  Rere: — Any  tax  deducted  and  with¬ 
held  under  this  chapter  with  respect  to  amounts  received 
by  a  corporation  -{other  than  a  corporation  dcseribed  in  sec¬ 
tion  3185  (a) )  during  a  taxable  year  shall?  to  the  extent  not 
claimed  and  allowable  as  a  credit  or  refund  to  the 
under  section  -3186,  be  allowed,  under  regulations 
by  the  Secretary  or  his  delegate?  as  a  credit  against  {but 
H.R.  10650 - 22 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 


338 


net  m  exeess  elf  the  lex  lor  which  such  corporation  is  liable 
under  this  chapter  in  respect  el  amounts  paid  by  it  during 
seeb  year-? 

^fbf  BeAFDEXDS  AAB  Patbonage  Pbvr  deads  Pajd 
Dubiag-  Taxable  ¥eab: — Per  purpeses  el  deterrnining  the 
credit  allowable  te  any  corporation  under  subscetien  fafy  a 
dividend-;  er  amount  subject  te  withholding  under  scetion 
847-3-y  paid  by  it  may  be  considered  as  having  been  paid 
during  the  tax-able  year — 

■“  (4)  in  the  ease  el  a  persenal  holding  company;  il 
treated  as  paid  during  sueb  taxable  year  under  section 

b£3-(bh 

“f-2-)-  in  the  ease  el  a  regulated  investment  eom- 
pany^  il  treated  as  paid  during  such  tax-able  year  under 
section  855fa)y 

--(8-f  in  the  ease  el  a  real  estate  investment  trusty  il 
treated  as  paid  during  such  taxable  year  under  seetien 

_  Ay 

%  TTi 


U 


-f4f  in  the  ease  el  a  cooperative  described  in  see¬ 
tien  4881-(a)  7  il  paid  during  the  payment  period  fas 
defined  in  section  1382  (d) )  ler  such  taxable  year? 
ii{ef  Special  Sale  bob  Cobpobatioas  Wi-iioii  Abe 
oe  aa  Aephaaee©  Oboeb. — Te  the  extent  and 


subject  te  such  conditions  as  may  be 
the  Secretary  er  his 


in  regulations 
ley  the  tax  deducted 
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and  -withheld  under  this  chapter  with  respeet  to 
received  by  a  corporation  whieh  is  a  member  of  an 
group  whieh  hied  a  consolidated  return  lor  the  preceding  tax¬ 
able  year  ©I  the  affiliated  group  may,-  for  purposes  of  this 
q  he  treated  as  tax  deducted  and  withheld  under  this 
r  from  any  corporation  which  is  a  member  of  the 
same  affiliated  group. 

^EG,  3488,  OBLIGATION  SOLD  BETWEEN  INTEREST-PAY¬ 


MENT  DATES. 

ffihor  purposes  of  any  credit  or  refund  provided  in  sec¬ 
tion  348-1,  348%  3186,  or  3487,  in  the  ease  of  an  obliga¬ 
tion  which  is  sold  or  exchanged  between  interest-payment 
dates  the  amount  required  to  be  deducted  and  withheld  on 
the  interest  at  the  end  of  the  interest  payment  period  shall 
be  treated  in  the  manner  provided  in  section  3-9  (c)  T 
^EC.  3489,  PRESUMPTION. 

1£32©r  purposes  of  establishing  that  any  person  is  entitled 
to  a  credit  or  refund  of  any  tax  required  to  be  deducted  and 
withheld  under  this  chapter  with  respect  to  amounts  received 
by  such  person^  the  correct  amount  of  such  tax  shall,-  m  the 
absence  of  evidence  to  the  contrary,  be  presumed  to  have 
been  so  deducted  and  w-ithhcldT 
fiSEG,  3490,  DEFINITIONS. 

^-dPor  purposes  of  this  ehaptcr — 


“  (4)  Person. — 5he  term  ‘person-  includes  the 
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States,  a  State?  a  foreign  government?  and  an 
international  organization^ 

-“-(2)-  Stated — 4be  term  EtatU  includes  a  State,-  tire 
District  of  Uolnmbia?  a  possession  of  the  United  States, 
any  political  subdivision  of  any  of  the  foregoing?  and  any 
wholly  owned  agency  or  instrumentality  of  any  one  or 
more  of  the  foregoing. 

(3)  UenEifEf  governmeee^ — 4he  term  ‘foreign 
government-  includes  a  foreign  government?  a  pohtr- 
eal  subdivision  of  a  foreign  government?  and  any  wholly 
owned  agency  or  instrumentality  of  any  one  or  more  of 
the  foregoing; 

^-(4)-  Nonrebide^e  aeer?o — 4be  term  b 
alien  individual  includes  an  alien  resident  of 
EieeE 


-(2)-  OEERieAE  AMENDMENTS,  EE(E — 

-(A)-  4he  heading  for  subtitle  €  is  amended  to 
read  as 


[“Subtitle  C — Employment  Taxes  and 
Collection  of  Income  Tax  at  Source”] 

-(E)-  4be  table  of  chapters  for  subtitle  Q  is 
amended  by  striking  out  the  last  line  and  inserting 


in  hen  thereof  the  following-; 

“Chapter  Collection-  of  income  tan  at  source  on  interest? 

dividends,  and  patronage  dividends; 
“Chapter  General  provisions  relating  to  employment 
taxes  and  collection  ot  incomo  taxes  at 
source.- 
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-fOf  The  table  ef  subtitles  under  the  beading 
“Internal  Revenue  Title-  at  tbe  beginning  ef  tbe 
Revenue  Code  ef  4954  is  amended  by 
out  tbe  third  line  and  inserting  in  bee 
thereof  tbe  following : 

-£htbtitl-e  Or  jEkftp-leymon-fe  tft-x-eo  eolleetion  ineomo 
tux  ftt  sotiree.-- 

-(4))-  Tbe  beading  for  chapter  2b  -fas  redesig¬ 
nated  by  paragraph  -f4f  ef  this  subsection)  is 
te  read  as  follows : 

26  GENERAL  PROVISIONS  RE¬ 
LATING  TO  EMPLOYMENT  TAXES  AN© 
COLLECTION  OE  INCOME  TAXES  AT 
SOUREE- 

-fbf  Credits  Against  Income  Tax  for  Tax  With¬ 


held; 


-f4f  Allowance  of  credit^ — Part  IV  ef  sub- 
ehapter  A  ef  ehaptcr  4  (relating  te  credits  against  taxf 
is  amended  by  inserting  after  scetion  bS  (added  by 


section  2  ef  this  Aetf  tbe 


*SE€,  39,  TAX 


ON 


new  sectioiH 


v  DIVIDENDS,  AN© 


PATRONAGE  DIVIDENDS, 


“-fa)-  General  Rede- — Under 
by  tbe  Secretary  er  bis  delegate^  tbe  tax  dedueted  and  with¬ 


held  under  ehaptcr  2b 


^  te  withholding  at  source 

O  C? 
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©«  interest;  dividends;  and  patronage  dividends)-  shah  be 
allowed;  to  the  recipient  ©I  the  amonnt  with  respect  t©  which 
sueh  tax  was  deducted  and  withheld',  as  a  credit  against  the 
tax  impesed  by  this  subtitle  for  the  taxable  year  in  which 
sueh  amount  is  reeermh 

^-fbf  SPEetAt  BrEBE  BOB  DEPENDENT  CHILDBED — 

if— 

‘-■(4-)  the  taxpayer  for  his  taxable  year  is  entitled 
te  a  deduction  under  section  151-(e)  -fl )  (-B)  with  re¬ 
spect  to  a  child,-  and 

“-(-2-)-  sueh  child  had;  for  the  calendar  year  ending 
with  or  within  the  taxpayers  taxable  year — 

uw  gross  income  of  less  than  $000;  and 
“  (E)  no  wages  -fas  defined  in  section  3101- 
-fa}-)-  with  respeet  to  whieh  withholding  was  re¬ 
paired  under  chapter  24r 

then,  under  regulations  prescribed  by  the  fteeretary  or  his 
delegate;  the  taxpayer  shall  be  entitled  to  the  credit,  pro¬ 
vided  by  subsection  -faf  with  respect  to  amounts  received 
by  such  child  during  such  calendar  year;  but  only  if  such 
child  has  not  filed  any  claim  for  credit  or  refund  of  any  por¬ 
tion  of  the  tax  deducted  and  withheld  with  respect  to  such 


amounts. 


u 


fef  Appobtionment  op  Gbe-dpt. — her  purposes  of 
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ATI  /n  \  if  n-n  /"vl  J  l  O’nli  ny>  io  onl.l  av 
oil UoUv HU11  1  tl J  y  11  clll  t/un^rcti7rtyii  id  oUill  U1 

i  n  t  e  re  s  t-p  ay m  c  n  t  s  fees — 

-f4j-  so  much  of  Ike  amount  r-eeruircd  te  ke  deducted 
and  withheld  eft  Ike  interest  at  tke  end  of  tke  inter cst- 
paymcnt  period  as  is  properly  allocable  te  tkat  part  et 
seek  period  which  ends  on  tke  date  el  tke  sale  ar  ex~ 
sliail  ke  treated  as  an  amount  deducted  and  witk- 


kdd  from  tke 
^  and 


eft  tke  date  el  tke  sale  or 


^2)  so  mack  el  seek  ameftnt  as  is  properly  ak 
leeakle  te  tkat  part  el  seek  period  which  begins  on  tke 
day  after  tke  date  el  tke  sale  or  exekange  skak  ke 
as  an  amount  dedneted  and  withheld  from  tke 


-fdf  TfmftationS: — Tke  credit 


kw  snkseetion 


-(a)-  shall  net  ke  allowed — 

“(4-)-  Eefund  fo  MFtDPA-is, — Te  any  indh- 
-’rifinal  with  respect  te  any  amount  of  tax  allowed  khn 
as  a  refftftd  under  section  3481. 

“-(■2)-  OrEDIF  Oft  REFUND  FO  SFATES7  EFfA — To 
any  person  with  respect  te  any  amount  of  tax  allowable 
to  sack  person  as  a  credit  or  refund  under  seetion  -3485 
or  as  a  credit  under  seetion  3k0tk 

£Lfdf  OftEFUF  Oft  REFUND  FO  CORUORATIONS. - To 

any  person  wkk  respect  to  any  amount  of  tax  allowed 
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such  person  as  a  credit  or  refund  under  scetion  3486  ©r 
as  a  credit  under  section  3487. 

(4)  GeBTAIN  BEPBJfBEM  CHILDBED — 4©  any 
fK^rson  with  respect  to  any  amount  of  tan  which  das 
been  claimed  and  is  allowable  as  a  credit  to  such 
person’s  parent  by  reason  of  tbe  provisions  of  subscetion 

-frh 


“-(■§)•  bToM-iNEE^  ETU — 4©  any  person  with  respect 
to  any  amount  of  tan  allowed  sueh  person  as  a  ercdlt 


under  section  4444-(b) 

-(£)-  Gowmon  ebust  funds-; — Section  §84  (e)  -(re¬ 
lating  to  tbe  ineomc  of  participants  in  tbe  fund)  is 
amended  by  adding  at  tbe  end  thereof  tbe  following 
new  paragraphs 

-“-(3)  4AA  WITHHELD  AT  SOURCE  ON  INTEBESTt 
DIVIDENDS,  AND  PA-T-BONAGE  DIVIDENDS. — In  any  ease 
where  tan  under  chapter  2§  is  deducted  and  withheld 
on  any  amounts  received  by  a  common  trust  fundr  for 
purposes  of  any  credit  or  refund  provided  in  section  88 
or  350§7  or  chapter  2§y  sueh  tan  shall,  in  accordance 
with  regulations  prescribed  by  tbe  Secretary  or  bis  dele- 
gatey  be  considered  as  having  been  deducted  and  with¬ 
held  proportionately  from  each  participant^’ 

-Es-tapes  and  trusts. — Section  642-fa)  -(re¬ 


lating  to  special  rules  for  credits  and  deductions  in  the 
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ease  of  estates  and  trusts)  is  amended  fey 
end  thereof  the  following  new  paragr-apl  k 


r>  f 

cl  t  11 1 U 


“(4)  TAX  WITnnELD  AT  SOURCE  ON  INTEREST; 
^  and  patronage  biueben-bs- — In  any  ease 
where  tax  tinder  chapter  25  is  dedueted  and  withheld 
on  any  amounts  received  fey  an  estate  or  trust,  for  pur¬ 
poses  of  any  credit  or  refund  provided  in  section  55 
or  3505;  chapter  25;  suefe  tax  shall;  in  accordance 
with  regulations  prescribed  fey  the  Secretary  or  his  dele¬ 
gate,  fee  considered  as  having  been  deducted  and  with¬ 
held  from  each  beneheierv  in  an  amount  which;  when 
added  to  the  amounts  paid;  credited;  or  required  to  fee 
distributed  to  hint;  equals  the  amounts  winch  would 
have  been  paid;  credited;  or  required  to  fee  distributed 
to  hhn  in  the  absence  of  chapter  25r  Any  tax  under 
25  which  is  deducted  and  -withheld  on  amounts 


received  fey  the  estate  or  trust  shall  fee  considered  as 
withheld  from  such  estate  or  trust  to  the  extent  it  is 


not  considered  as 


from  a 


under 


tl~>  /-v  rwm^i  o  i  An  e  /vf  1 1  >  TO  i'<  Qi  s~\  {]  ii  >  ry 

111 tu  pi  U  \  T77lUlio  tTT  Tllvl  J  II  LX  L'LllllJ' 

-fdf  TECnNlCAL  AMENDMENTS. — 

-(A)-  Section  161(b)  (4-)-  -(relating  to  deduc¬ 
tion  denied  in  the  ease  of  certain  taxes)-  is  amended 
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-(if  striking  out  the  word  “as#’  at  the  end 
el  subparagraph  -(B)-; 

-f iif  striking  out  the  comma  at  the  end  ol 
subparagraph  -(Of  and  inserting  %  and” ;  and 
fiiif  adding  alter  subparagraph  -(Of  the 
following  new  subparagraph" 

“(-D)-  the  tax  withheld  at  source  under  chapter 
3b  -(-relating  to  collection  ol  income  tax  at  souree 
on  interest?  dividends,  and  patronage  dividends) 
on  Section  87d-(a)  ■  (relating  to  ahowanee  ol 
deductions  and  credits  to  nonresident  alien  indi- 
vi duals)  is  amended  by  striking  014  and  310  and 
Inserting  in  lieu  thereol  044?  38?  and  330 

-(Of  Section  l-344-(ef  -(relating  to  inapplica¬ 
bility  ol  part  44  ol  subehaptcr  Q  ol  chapter  4  ol 
subtitle  A  to  taxes  Imposed  by  subtitle  Of  is 
amended  by  stinking  -‘employment  taxes”  and  in¬ 
serting  in  lieu  thereof  --employment  taxes  and 
collection  ol  income  tax  at  sourceO 

-(Of  Section  6-211  (b)  (1)  -(relating  to  rules 
applicable  in  determination  ol  deficiency)  is 
amended  by  striking  “8-0-  and  inserting  in  lieu 
thereof  ^34  or  330 
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-(Ef  4be  table  of  sections  for  part  tW  of  sub¬ 
chapter  A  of  chapter  4  is  amended  by  striking  eet 

“See:  Overpayments  ©4  tax.”- 


and  inserting  in  ben  thereof 

‘-‘See?  In  verst  mont  in  certain 
4ividen4:-iT 

■■‘Seer  40r  OverpaynKmt-o  et  tax-.’ 


preport;1: 


-fef  Interest  mb  Dividends  -Pa-id  to  A-ondesiden-t- 
AmenSj  web-. — 

-ftf  Withholding  date. — 

-(A)-  Section  -1141-  (relating  to  withholding  of 
tax  on  nonresident  aliens)-  is  amended  by  adding  at 


— (of  Tdeaties. — In  the  ease  of  amounts  oesermeu  m 
section  3452-(n)-  -{relating  to  interest) section  3462 (a) 
(relating  to  dividends) 7  and  section  3472-  (a)  {-relating  to 
patronage  dividends-)-  the  tax  repaired  to  be  dodueted  and 
withheld  under  subsection  -(a)-  shall  net  by  reason  of  the 
provisions  of  any  treaty  be  less  than  20  pereent  of  sueb 
amounts.”- 


-(B)-  Section  -1-142  {-relating  to  withholding  of 
tax  on  foreign  corporations)  is  amended  by  adding 
at  the  end  thereof  the  following  new  sentence :  ^An 
the  ease  of  amounts  deseribed  in  seetion  8452  (a)- 
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(relating  to  interest-)--,-  section  3462  (a)  (relating  to 
dividends)-  and  section  3 -17- 2-fa)-  (relating  to  pa¬ 
tronage  dividends}-,-  the  tax  required  to  be  deducted 
and  withheld  under  the  preceding  sentence  shad 
not  by  reason-  of  the  provisions  of  any  treaty  he 
less  than  20  percent  of  sued  amounts-d- 
-f2}  Aomeyeee,-  wm-. — Suhebaptec  A  of  chapter 
0  -(relating  to  withholding  of  tax  on  nonresident-  aliens 
and  foreign  corporations)  is  amended  by  adding  at  the 
end  thereof  the  fodewing  new  sections 


fSE<4  4444 


AND  DIVIDENDS  PAID  TO  NOME 


U 


-fa}  Withholding  op  4As  by  Pa  yob. — Under  regu¬ 
lations  prescribed  by  the  Secretary  or  his  delegate?  every 
person  who  pays  amounts  subject  to  withholding  under 
chapter  2b  and  who  has  been  notified  by  a  payee  thereof  that 
the  payee  is  a  nominee  required  to  deduet  and  withhold 
on  sued  amounts  under  section  -1-4-1 -1  or  4442  shad?  in 
lieu  of  the  nominee,  deduct  and  withhold  from  such  amounts 

r\n  i  /l  1a  fliA  AAimnilA  tn  v  1a  1  ia  /In/ln  a!  a/1  nn  rl 

TTttTtT  Tt7  tllU  llUIrlllltrt"  Tllt7  TtTX  TV  tjCTlTVlt  T7t7  T1XJ  LltTLL  ILL  l-L tt  Mil  LI 

withheld  under  section  4441-  or  4442?  in  the  same  manner 
as  if  sued  amounts  were  paid  by  such  person  directly  to  the 
beneficial  owner  thereof? 


— }b}  Gbedits  to  W itmiqldin G  Agen-ts? — 4n  the  ease 
of  any  person  who  is  required  to  deduet  and  withhold  tax 
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1  under  section  1441  er  1442  in  respect  el  amounts  received 

2  by  him  during  any  calendar  year  eft  which  tax  was  deducted 

3  and  withheld  -ferj  ift  the  ease  el  amounts  described  ift  seetieft 

4  39  (c)  (-1)  y  was  treated  as  dedfteted  and  withheld-)-  under 

5  chapter  2by  the  taxes  se  deducted  and  withheld  -{or  treated 

6  as  deducted  aud  withheld)-  uftder  chapter  2#  shall,  under 

7  regulations  prescribed  by  the  Secretary  er  his  delegate,  be 

8  allowed  as  a  credit  against  -(but  net  ift  excess  elf  his  liability 

9  ter  the  year  hi  respect  el  the  taxes  imposed  by  seetiofts  1411- 

10  and  1442/’ 

11  -(3)-  Clerical  amendment- — The  table  el  sec¬ 
tions  ler  sftbehapter  A  el  ehaptcr  3  is  amended  by  add¬ 
ing  at  the  end  thcrcot  the 


12 

13 


i^Seer  4444t 


~i~v  r»  i  /~  l  4- 1  v  ; 
TTctTTT  L  V7  . 


4©  withholding  agonto.’’ 


14  -(4)-  Credit  bob  States  and  Tax  -Exempt  Obg  ani- 

15  ZATIOXSt — 

16  -(4)-  Allowance  or  credit- — Chapter  24  -{gen- 

17  eral  provisions  relating  te  employment  taxes  and  income 

18  tax  withhold  at  source)-  is  amended  by  adding  at  the 


19 


end  thereof  the 


20  ^SEE  3504 


21 


new  s 


CREDIT  m  CASE  OR  STATES  OR  TAX- 


EXEMPT 


22  “-(-a)  General  PtULE. — In  the  ease  el  a  person  which  is 

23  a  State  -{as  defined  i»  section  3490-{2-)-)-  er  which  is  an  er- 
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ganization  -(ether  thee  a  cooperative  described  in  section 
52-1- )  which  is  exempt  from  the  tax  imposed  by  chapter 
4 t  the  tax  deducted  end  withheld  under  chapter  25  with 
respect  to  amounts  received  by  it  during  any 
quarter  shah  be  ahowed,  under  regulations 
by  the  Secretary  or  his  delegate,  as  a  credit  against 
-(hut  not  in  exeess  off  such  personas  liability  falter  the 
adjustments,  if  any?  provided  for  in  sections  5205(a) 
and  6413  (a) )  for  sueh  quarter  in  respeet  of  the  taxes 
imposed  by  chapter  24  f federal  Insurance  Contributions 
Aetf  and  by  ehapter  24  -{collection  of  ineomc  tax  at  source 
on  wages) .  Sneh  credit  shah  be  allowed  only  if  elaim 
therefor  is  made,  in  accordance  with  sueh  regulations?  at  the 
time  of  the  hling  of  the  return  with  respeet  to  the  taxes  under 
chapter  24  and  ehapter  24  for  such  quarter. 

££fbf  Obmgations  Seni)  Between  Imerebt  Pay 
Dates. — Dor  purposes  of  this  section,  in  the  ease  of 
an  obligation  which  is  sold  or  exchanged  between  mtorest- 
paymont  dates,  the  amount  required  to  be  deducted  and  with¬ 
held  on  the  interest  at  the  end  of  the  interest-payment  period 
shah  he  treated  in  the  manner  provided  in  section  39  (c) . 
fef  Gross  Deference. — 

4Fer  refund  under  chapter  25*  see  section  3485.” 
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AMENDMENTS. — 

3-5Q2  -(relating  to  nondeduetibib 


■m- 

of  tees  in  computing  taxable  income)-  is 
amended  by  adding  at  tbe  end  thereof  the  following 
new  subsection-! 

“  (e)-  Tbe  te  deducted  and  -withheld  under  chapter  25 
shall  net  be  allowed  as  a  deduction  in  computing  taxable 
income  under  subtitle  A  cither  to  tbe  -person  deducting  and 
withholding  the  te  or  to  the  recipient  of  die  amounts  sub¬ 
ject  to  withholding^ 

-(B)-  The  table  of  sections  for  cnapter  2d  is 

amended  by  adding  at  the  end  thereof  the  following-! 

“See?  3505.  Speeaii  credit  k*  ease  e4  States  ee  ta^-cxcmpt 
organizationo-.- 

-(e)-  Other  Technical  Amendments — 

-(If  Declaration  op  estimated  income  tan 
dm  individuals. — gcction  6015  (a)-  -(relating  to  dec¬ 
laration  of  estimated  income  tax  by  individuals-)-  is 
amended  by  striking  out  the  period  at  the  end  of  para¬ 
graph  -f2f  and  inserting  in  lieu  thereof  “and  amounts  on 
■which  te  is  required  to  be  deducted  and  withheld  under 
chapter  25”- 
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-f2f  Adjustment  op  tax;  underpayment^ — 
-(A-f  Subsection  -(a)-(  1 )  of  section  621)5  -(re¬ 
lating  to  special  rales  relating  to  assessment  of  em- 
plojmicnt  taxes)  is  amended  by  striking  eat  A>r 
8402  is  paid  with  respect  to  any  payment  of 
wages  er  compensation/'  and  inserting  in  lien  there¬ 
of  -‘3402,  3151,  346-1  $  or  34-71  is  paid  with  respect 
to  any  payment  of  remuneration,  interest,  dividendsy 
or  other  amounts^'. 

Subsection  -(h)-  of  saeh  scetion  is  amended 
by  striking  eat  An  8402  is  paid  or  deducted  with  re¬ 
spect  to  any  payment  of  wages  or  compensation-’ 
and  inserting  in  lien  thereof  “34027  3451,  3461,  or 


8474  is  paid  or  deducted  with  respect  to  any  pay¬ 
ment  of  remuneration,  intercst7  dividends,  or  other 
amounts-’. 

-(Of  4be  heading  for  such  seetion  is  amended 
to  read  as  follows : 
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^SEU  6305, 


RULES  APPLICABLE  TO 


SUBTITLE  C^ 


-(44)-  4d+e  table  of  sections  for  subchapter  A  el 
chapter  63-  Is  amended  by  striking  eat 

“Sec.-  6205;  Special  rules  applicable  fee  pcctai-n-  e* 
taxes.-’ 


and  b 


in  ben 


‘‘See.-  6805.  Special  cutes 
subtitle 


te  eerta-m  taxes  under 


-fgj-  44&E  OF  GOVERNMENT 
6302(e)-  (relating  to  nse  of  Government  depositaries) 
is  amended  by  adding  at  the  end  thereof  the  following 
new  sentenced  -'The  Secretary  or  bis  delegate  shad 
not  require  the  deposit  under  this  subsection  of  any 
tax  deducted  and  withheld  under  chapter  2b  (relating 
to  collection  of  income  tax  at  source  on  interest?  divi¬ 
dends?  and  patronage  dividends)  in  a  Government 
depositary  before  the  last  day  prescribed  in  section  3481- 
for  payment  of  the  tavb 
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-f4f  EseBBSi-VE  wi'F&H&hm&e-. — Seetion  0404 
-(-hf  (relating  to  exeessixe  withholding)  is  amended  to 
read  as  follows : 

ilfb)-  Excessive  Withholding. — If  the  amounts  al¬ 
as  credits  under  seetion  34  -(relating  to  eredit  for  tax 
at  sonree  under  chapter  34f  and  seetion  30  -(relat¬ 
ing  to  eredit  for  tax  withheld  on  interest  dividends?  and 

Is  ander  ehaptcr  3hf  exceed  the  tax-es 
by  chapter  4  against  which  suck  credits  are  allow¬ 
able?  the  amount  of  sneh  excess  shall  he  considered  an  over- 
paymcnt-” 

-(h)-  A-ilh-stment  on  tax  ;  overpayment. — 

(At)  Subsection  -(a)  -f  4)  of  seetion  0443  -(re¬ 
lating  to  special  eredit  and  refund  rates  applicable 
to  eertain  employment  taxes)-  is  amended  by  stribi 
oat  mu  3403  is  paid  with  respect  to  any 

-340^  34347  34047  or  3444  is  paid  with  r 

or  other  ameantSrW 

ea  Subsection  -(b)-  of  sack  seetion  is 

-(4)-  -By  striking  from  the  heading  of  saeh 
subsection  the  words  -0E  (AntTAix 


MENT  Baxes” ;  and 
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U 


-(it)-  By  striking  etrt  3402  is  yaid  or 
wilh  respeel  to  any  pat-nient  of 
lion-  and  -insisting  in  den  thereof 
345-h  34647  or  3444  is  -paid  or  dedneted 
with  resjteel  to  any  payment  el  remaneration; 
intcrest7  ddridendsy  es  aides  anwants-d 
-(Of  4de  following  new  sndseelinn  is  added  al 
ide  end  of  sned  seetioii-; 

(of  Cross  References. — 

“For  special  refunds  or  credits  of  tax  withheld  oa 
interest,  dividends;  or  patronage  dividends  under 
chapter  34  see  sections  3484;  3484  3484  3484  and 
35055 

( I) )  4de  deeding  fee  seed  seetion  is  amended 
to  read  as  follows-; 


±S£tb  6444  SPECIAL  RULES 


TO 


TAXES  TINDER 

JL  J.  V ii  kJ  TZTXTX/XJXV 

-(Of  4de  ladle  of 

edafilee  65  is 

i£Seer  41-1-3.  Special  rales  applicable  to  eecta-in 
taxes.” 


B  of 


444444 

ttTTtt 


444  1  l  i  vll  f  1 A  t f‘ 

TTT  11V  It  1 1  l  ui  v'Ul 


-See.-  6-118:  Special  rrdes  applicable  to  certain  taxes  under 
subtitle  04 

f6f  OVERPAYMENT  NOT  DEDUCTED  AND  -WITEh 
HERfE — Beet  ion  6444  -(relating  lo  ineome  las  -withheld)- 
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is  amended  fey  striking  -chapter  rfe-  and  feinting  in  lieu 
thereof  mdamter  -3  or  35— 


-f7f  dfeMfi  CON £S IDE R-EB  paid. — Section  6543 

-ffef  -(relating  to  time  tax  considered  paid)  is  amended 

1_>  JLI  p  /l  /l  1 11  p  f  f  ]  ^  \  /  >1  >  /I  i_]_L  y  /  >  /  >  _£  f  1  ~i  /  \  1/  \  I  ]  s\atti  1 1  «T  ~n  PTTT  /  n  ' 

T7  >  1 l  vL  villi  y-'i  ill1  LI  1 U  111  vL  til  1. 1  Uv'T  111  L  tUIIU  \  V  111^^  11 l_  v\  oLl  1 

teneess  ^ddr  purposes  of  section  6-54-1  or  6543y  any 
tax  deducted  and  -withheld  under  chapter  35  whiefe  is 
allowable  under  section  3ffe  -34-8-4,'  3485,  or  3186 
as  a  credit  against  tan  or  as  a  refund  of  an 


|  av  p  i~y  /Alll >  4  fl*p  p  i  OQ  p  11  AiTpy 

yv/ 1  ctiT  ttTTlt7ttTTT  1 1  LtlTtTtX  tlO  ttTT  t7  V  O 

imposed  by  chapter  4  shafh  in 
titled  to  such  credit  or  refunefe  fee 
paid  fey  him  on  the  last  day 
turn 


at  fho  fo’y 
U 1  Lll  v  UlA 

of  the  person  on¬ 
to  have  been 


for  hhng  the  re- 


to  any  extension  of 
time  for  filing  such  return)  of  tan  under  chapter  4  for 
his  taxable  year  in  which  the  amount  subject  to  with¬ 
holding  under  chapter  35  is  received  fey  him  op  if  sueh 
person  has  no  taxable  yeap  on  the  fifteenth  day  of  the 
fifth  calendar  month  following  fire  dose  of  sueh  persona 
annual  accounting  period  within  which  such  amount 

4Xi  41  C±4-i-H j-AVeuJ-  Kt7  1-4 1  Til  T 1 1  fly  AnpA  /  v£  xi_0.  p  T44  ntll)  4  p  1 1  Att^o  1a  1  r\ 

lo  rtTvoTuu  U  r  TxULliT  TIT  1 11  vJ  v'uov  Ur  c 111  ell  11  Uttl  1  u  tlllU  \\  cl  U1L 

as  a  credit  under  section  39-(fe)  to  the  parent  of  a  ehdefe 
sueh  amount  shalfe  if  elaimed  fey  the  parent,-  fee  deemed 
to  have  been  paid  on  the  last  day  for  filing  his  return 
-(determined  without  regard  to  any  extension  of  time 
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for  filing  swb  return-)-  for  bis  taxable  year  which  begins 
with  or  within  tbe  calendar  year  in  -which  amounts  sub¬ 
ject  to  withholding  under  shatter  2#  were  received  by 
tbe  child-.-- 


-f£f  FaIItHR-E  rFO  RAA  ESTIMATED  INCOME  TAX^ — 

-(A)-  Individuals-; — Subsections  -(e)-  and  (f)- 
ot  seetio-n  66-54  -(relating  to  failure  by  individual  to 
pay  estimated  income  tax)-  are  amended  to  read  as 
follows-; 

^-(e)-  ArrLieAEiex  oe  Section  in  Oase  ©e  With 
heed  Taxes- — For  purposes  ol  applying  this  seetion — 

the  estimated  tax  shad  be  eomputed  without 
any  reduction  for  amounts  which  tbe  individual  estimates 
as  bis  credits  under  seetion  34  -(relating  to  tax  withheld 
at  source  on  wages)-  and  seetion  35  -{relating  to  tax  with¬ 
held  on  interests  dividendsr  and  patronage  dividends) 
and 

--(2)-  tbe  amount  of  tbe  credits  allowed  under  sec¬ 
tions  34  and  35  for  tbe  taxable  year  shah  be  deemed 
a  payment  of  estimated  taxr  and  an  equal  part  of  sued 
amount  shah  be  deemed  paid  on  each  installment  date 
(determined  under  section  6453)-  for  such  taxable  yean 
unless  tbe  taxpayer  establishes  tbe  dates  on  which  ab 
amounts  were  actually  withheld  -for  in  tbe  ease  of 
amounts  described  in  seetion  35- {e^h  were  treated 
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as  withheld)-?  m  which  ease  the  amounts  so 
shall  he  deemed  payments  of  estimated  tax  en  sueh 

rln4nfi 

ttttTtrnr 

^ff  4Aa  Competed  After  Application  oe 
Credits  Against  Taee — Cor  purposes  of  subsections  -(b)- 
and  ( d )  ?  the  term  ‘tax’  means  the  tax  imposed  hy  ehaptcr 
4  reduced  hy  the  credits  against  tax  allowed  hy  part  1A  ol 
subohaptcr  A  of  chapter  A  other  than  the  eredits  against 
tax  provided  hy  seetion  34  (relating  to  tax  withheld  on 
wages)  and  seetion  30  (relating  to  tax  withheld  on  interest? 
*7  and  patronage  dividends) 

-fhf  Corporations. — Seetion  6655  -(relating 
to  failure  hy  corporation  to  pay  estimated  income 
tax)  is  amended — 

-(A  hy  striking  out  the  period  at  the  end 
of  subsection  -(e-)-f- )  -ffi)-  and  inserting  in  hen 
thereof  A  other  than  the  eredit  against  tax 
provided  hy  seetion  30  -(relating  to  tax  with¬ 
held  on  interest,  dividends?  and  patronage  divi¬ 
dends)-^  and 

-(h)-  hy  redesignating  suhseetion  -ff)-  as 
-(g)-  and  inserting  after 


/n\  flm 
Tt  |  t'HU 


new  subsections 
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-(4}-  AimLieATiox  of  Section  in  Case  of  dAx 
Withheld  of  I-ntebeft,-  Pixidexdf,-  and  P-atbonage 
DiftdendF: — Per  purposes  el  applying  this  section — 

‘-(-4)  the  estimated  tax  shall  be  computed  without 
any  reduction  fee  the  amount  which  the  corporation 
esthnates  as  its  credit  under  section  £9  -(-relating  to  tan 
withheld  on  interest^  dividends,  and  patronage  divi¬ 
dends)  ;  and 

■“  (A)  the  amount  of  the  credit  allowed  under  see- 
tion  39  for  the  taxable  year  shall  be  deemed  a  payment 
of  estimated  taxy  and  an  equal  part  of  such  amount  shall 
be  deemed  paid  on  each  installment  date  (determined 
under  seetion  6-1-54)-  for  such  taxable  yearT  unless  the 
corporation  establishes  the  dates  on  whieh  ah-  amounts 
were  actually  withheld  -for  in  the  ease  of  amounts  de¬ 
scribed  m  seetion  39  (e)  (4)  were  treated  as  withheld)  T 
in  whieh  ease  the  amounts  so  withheld  shall  be  deemed 
payments  of  estimated  tax  on  such  datesd- 

-fhf  Penalty  fob  filino  fraudulent  execu¬ 
tion  CEUTiFiCAYfe — Seetion  Td-05  (relating  to  fraudu¬ 
lent  withholding  exemption  certificate  or  failure  to  sup¬ 
ply  information)  is  amended  by  adding  the  following 
new  sentence  at  the  end  thereof-;  “Any  -person  who 
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wilfully  files  an  exemption  certificate  witfi  any  with¬ 
holding  agent  under  section  -348-3,  on  which  the  ccrtifica- 
tien  is  known  hy  hhn  to  he  fraudulent  or  to  he  fidse  as 
to  any  material  matter?  or  who  is  reqaired  to  file  a  notice 
nnder  snhseetion  (a)  (3)  (B)-  of  seetion  3483  and  who 
willfully  fails  to  provide  sneh  notice  in  the  manner,-  at 
the  time?  and  showing  the  information  required  under 
sneh  subsection  (a)  (-3)  (B)  ?  or  the  regulations  pre¬ 
scribed  thereunder,  sbaffi  m  lien  of  any  penalty  otherwise 
provided,  upon  conviction  thereof?  he  fined  not  more  than 
$&0t>?  or  imprisoned  not  more  than  4  year?  or  hothd^ 
(10)  QeeEESES  WJEtt  EESEE6E  TO  EOLLEC^FED 
TWXE-B. — 4he  last  sentence  of  seetion  72-15-(b)  (relating 
to  offenses  with  respect  to  collected  taxes)  is  amended  to 
read  as  follows*  “-For  purposes  of  paragraph  -f8}-?  a  laefi 

£vf  fi  1  n  /I  n  AVirdi  l~>  ry  i  ry~i  Til  Pf  Ay  tli  a  t~v  a  TrniO  4  a!  ~nTn  /vnn 

Ui  lttiitto  v A lol  111 ^  i llllliv  11  Id  tv  1  j  cl i  l  vi  cl  1  v  (l  >  1 1 1  v.  II 1/  Ur  M  cl ^ L 

or  amounts  subject  to  withholding  under  chapter  2fi 
-(whether  or  not  created  hy  the  payment  of  such  wages 
or  amounts)  shall  not  be  considered  to  be  circumstances 
the  control  of  a  person.-’ 

-(44)-  hteetxmex  oe  witi  feoet) t n g  ageet. — 8ee- 
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tion  7701  (a)  (16)-  -(defining  the  term  -‘-wit 
agent-’)-  is  amended  by  striking  ent  ^^or  4464^  and  in¬ 
serting  in  fien  thereof  ^4464;  ddnd,  3464j  or  3 171 A 
-(4)-  44FEEeEi-vE  D-aees. — 

-(4-)-  Oenerae  RUEE. — Except  as  presided  in  para¬ 
graph  -fJJ-y  the  provisions  of  this  section  shafi  apply  in 
the  ease  e!  interest  and  dividends  paid  on  or  after  Jan- 
nary  4y  1963.- 

-f4f  SrECIAL  RELES. — 

(A)  4n  the  ease  of  tranfcrablc  obligations  de- 
seribed  in  paragraph  -(4)-  or  -{6}-  of  section  34f>2  (a) 
of  the  Internal  Rcvcnae  Oede  of  -19ob  the  pr-ov-i- 
sions  of  this  section  shall  apply  only  to  interest  paid 
with  respect  to  interest  payment  periods  commenc¬ 
ing  on  or  after  Janaary  47  1963. 

-(44)-  Jhe  provisions  of  this  section  shall  apply 
to  amoants  described  in  section  34-72-  of  saeh  €ode 
paid  on  or  after  J anuary  -E  1963,  with  respect  to 
patronage  occarring  on  or  after  the  first  day  of  the 
first  taxable  year  of  the  cooperative  beginning  on 
or  after  Janaary  47  1963; 
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1  SEC.  19.  REPORTING  OF  INTEREST,  DIVIDEND,  AND  PATRON- 

2  AGE  DIVIDEND  PAYMENTS  OF  $10  OR  MORE  DURING 

3  A  YEAR. 

4  (a)  Returns  Regarding  Payment  of  Divi- 

5  dends— Section  6042  (relating  to  returns  regarding  cor- 

6  porate  dividends ,  earnings ,  and  profits)  is  amended  to  read 

7  as  follows: 

8  “SEC.  6042.  RETURNS  REGARDING  PAYMENTS  OF  DIVIDENDS 

9  AND  CORPORATE  EARNINGS  AND  PROFITS. 

10  “(cl)  Requirement  of  Reporting. — 

11  “(1)  In  general. — Every  person — 

12  “(A)  who  makes  payments  of  dividends  aggre- 

13  gating  $10  or  more  to  any  other  person  during  any 

14  calendar  year,  or 

15  “(B)  who  receives  payments  of  dividends  as  a 

16  nominee  and  who  makes  payments  aggregating  $10 

17  or  more  during  any  calendar  year  to  any  other  per- 

18  son  with  respect  to  the  dividends  so  received, 

19  shall  make  a  return  according  to  the  forms  or  regulations 

20  prescribed  by  the  Secretary  or  his  delegate,  setting  forth 

21  the  aggregate  amount  of  such  payments  and  the  name 

22  and  address  of  the  person  to  whom  paid. 

23  “(2)  Returns  required  by  the  secretary  — 

24  Every  person  who  makes  payments  of  dividends  aggregat- 
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ing  less  than  $10  to  any  other  person  during  any 
calendar  year  shall,  when  required  by  the  Secretary  or 
his  delegate,  make  a  return  setting  forth  the  aggregate 
amount  of  such  payments,  and.  the  name  and  address  of 
the  person  to  whom  paid. 

“(b)  Dividend  Defined  — 

“(1)  General  rule. — For  purposes  of  this  sec¬ 
tion,  the  term  1 dividend ’  means — 

“(A)  any  distribution  by  a  corporation  which  is 
a  dividend  (as  defined  in  section  316);  and 

“(B)  any  payment  made  by  a  stockbroker  to 
any  person  as  a  substitute  for  a  dividend  (as  so 
defined ) . 

“(2)  Exceptions. — For  purposes  of  this  section, 
the  term  ‘ dividend '  does  not  include — 

“(A)  to  the  extent  provided  in  regulations  pre¬ 
scribed  by  the  Secretary  or  his  delegate,  any  dis¬ 
tribution  or  payment — 

“(i)  by  a  foreign  corporation,  or 
“  (ii)  to  a  foreign  corporation,  'a  nonresi¬ 
dent  alien,  or  a  partnership  not  engaged  in 
trade  or  business  in  the  United  States  and 
composed  in  whole  or  in  part  of  nonresident 
aliens;  and 
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1  “(B)  any  amount  described  in  section  1373 

2  (relating  to  undistributed  taxable  income  of  elect- 

3  ing  small  business  corporations) . 

4  “(3)  Special  rule. — If  the  person  making  any 

5  payment  described  in  subsection  (a)(1)  (A)  or  (B)  is 

6  unable  to  determine  the  portion  of  such  payment  which  is 

1  a  dividend  or  is  paid  with  respect  to  a  dividend,  he  shall , 

8  for  purposes  of  subsection  (a)(1),  treat  the  entire 

9  amount  of  such  payment  as  a  dividend  or  as  an  amount 

10  paid  with  respect  to  a  dividend. 

11  “(c)  Statements  To  Be  Furnished  to  Persons 

12  With  Bespect  to  Whom  Information  Is  Fur- 

13  nished. — Every  person  making  a  return  under  subsection 

14  (a)  (1 )  shall  furnish  to  each  person  whose  name  is  set  forth 

15  in  such  return  a  written  statement  showing 

16  “(1)  the  name  and  address  of  the  person  making 

1 7  such  return,  and 

18  “(2)  the  aggregate  amount  of  payments  to  the  per- 

19  son  as  shown  on  such  return. 

20  The  written  statement  required  under  the  preceding  sentence 

21  shall  be  furnished  to  the  person  on  or  before  J anuary  31  of 

22  the  year  following  the  calendar  year  for  which  the  return 

23  under  subsection  (a)(1)  was  made.  No  statement  shall  be 

24  required  to  be  furnished  to  any  person  under  this  subsection 
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if  the  aggregate  amount  of  'payments  to  such  person  as  shown 
on  the  return  made  under  subsection  (a)(1)  is  less  than  $10. 

“(d)  Statements  To  Be  Furnished  by  Corpora¬ 
tions  to  Secretary. — Every  corporation  shall,  when  re¬ 
quired  by  the  Secretary  or  his  delegate — 

“(i)  furnish  to  the  Secretary  or  his  delegate  a  state¬ 
ment  stating  the  name  and  address  of  each  shareholder, 
and  the  number  of  shares  owned  by  each  shareholder ; 

“(2)  furnish  to  the  Secretary  or  his  delegate  a 
statement  of  such  facts  as  will  enable  him  to  determine 
the  portion  of  the  earnings  and  profits  of  the  corporation 
(including  gains,  profits,  and  income  not  taxed)  accum¬ 
ulated  during  such  periods  as  the  Secretary  or  his  dele¬ 
gate  may  specify,  which  have  been  distributed  or  ordered 
to  be  distributed,  respectively,  to  its  shareholders  during 
such  taxable  years  as  the  Secretary  or  his  delegate  may 
specify;  and 

“(3)  furnish  to  the  Secretary  or  his  delegate  a 
statement  of  its  accumulated  earnings  and  profits  and 
the  names  and  addresses  of  the  individuals  or  share¬ 
holders  who  would  be  entitled  to  such  accumulated  earn¬ 
ings  and  profits  if  divided  or  distributed,  and  of  the 
amounts  that  would  be  payable  to  each.” 
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1  (b)  Returns  Regarding  Payment  of  Patronage 

2  Dividends. — Section  6044  (relating  to  returns  regarding 

3  patronage  dividends)  is  amended  to  read  as  follows: 

4  “SEC.  6044.  RETURNS  REGARDING  PAYMENTS  OF  PATRONAGE 

5  DIVIDENDS. 

6  “(a)  Requirement  of  Reporting. — 

7  “(1)  IN  general. — Except  as  otherwise  provided 

8  in  this  section,  every  cooperative  to  which  part  1  of  sub- 

9  chapter  T  of  chapter  1  applies,  which  makes  payments 

10  of  amounts  described  in  subsection  (b)  aggregating  $10 

H  or  more  to  any  person  during  any  calendar  year,  shall 

12  make  a  return  according  to  the  forms  or  regulations 

13  prescribed  by  the  Secretary  or  his  delegate,  setting  forth 

14  the  aggregate  amount  of  such  payments  and  the  name 

15  and  address  of  the  person  to  whom  paid. 

16  “(2)  Returns  required  by  the  secretary  — 

17  Every  such  cooperative  which  makes  payments  of 

18  amounts  described  in  subsection  (b)  aggregating  less 

19  than  $10  to  any  person  during  any  calendar  year  shall, 

20  when  required  by  the  Secretary  or  his  delegate,  make  a 

21  return  setting  forth  the  aggregate  amount  of  such  pay- 

22  ments  and  the  name  and  address  of  the  person  to  whom 

23  paid. 

24  “(b)  Amounts  Subject  to  Reporting. — 

25  “( 1)  General  rule. — Except  as  otherwise  pro- 
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vidcd  in  this  section ,  the  amounts  subject  to  reporting 
under  subsection  (a)  are — 

“(A)  the  amount  of  any  patronage  dividend 
( as  defined  in  section  1388  (a) )  which  is  paid  in 
money,  qualified  written  notices  of  allocation  ( as 
defined  in  section  1388  (c)),  or  other  property 
(except  nonqualified  written  notices  of  allocation  as 
defined  in  section  1388  (d)  ), 

“(B)  any  amount  described  in  section  1382(c) 
(2)  (A)  (relating  to  certain  nonpatronage  distri¬ 
butions)  which  is  paid  in  money,  qualified  written 
notices  of  allocation,  or  other  property  (except  non¬ 
qualified  written  notices  of  allocation)  by  an  organi¬ 
zation  exempt  from  tax  under  section  521  (relating 
to  exemption  of  farmers  cooperatives  from  tax), 
and 

“(C)  any  amount  described  in  section  1382 
(b)(2)  (relating  to  redemption  of  nonqualified 
written  notices  of  allocation)  and.  in  the  case  of  an 
organization  described  in  section  1381(a)(1),  any 
amount  described  in  section  138  2(c)(2)(B)  (  re¬ 
lating  to  redemption  of  nonqualified  written  notices  of 
allocation  paid  with  respect  to  earnings  derived 
from  sources  other  than  patronage) . 

“(2)  Exceptions. — The  provisions  of  subsection 
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1  (a)  shall  not  apply,  to  the  extent  provided  in  regulations 

2  prescribed  by  the  Secretary  or  his  delegate,  to  any 

3  payment — 

4  “(A)  by  a  foreign  corporation,  or 

5  “(B)  to  a  foreign  corporation,  a  nonresident 

6  alien,  or  a  partnership  not  engaged  in  trade  or 

7  business  in  the  United  States  and  composed  in  whole 

8  or  in  part  of  nonresident  aliens. 

9  “(c)  Exemption  for  Certain  Consumer  Cooper- 

10  atives. — A  cooperative  which  the  Secretary  or  his  delegate 

11  determines  is  primarily  engaged  in  selling  at  retail  goods 

12  or  services  of  a  type  that  are  generally  for  personal,  living , 

13  or  family  use  shall,  upon  application  to  the  Secretary  or  his 

14  delegate,  be  granted  exemption  from  the  reporting  require- 

15  ments  imposed  by  subsection  (a).  Application  for  exemption 

16  under  this  subsection  shall  be  made  in  accordance  with  regu- 

17  lations  prescribed  by  the  Secretary  or  his  delegate. 

18  “(d)  Determination  of  Amount  Paid.— For  pur- 

19  poses  of  this  section,  in  determining  the  amount  of  any 

20  payment — 

21  “(1)  property  (other  than  a  qualified  ivritten  notice 

22  of  allocation)  shall  be  taken  into  account  at  its  fair 
market  value,  and 
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“(2)  a  qualified  written  notice  of  allocation  shall 
be  taken  into  account  at  its  stated  dollar  amount . 

“(e)  Statements  To  Be  Furnished  to  Persons 
With  Respect  to  Whom  Information  Is  Fur¬ 
nished. — Every  cooperative  making  a  return  under  subsec¬ 
tion  (a)(1)  shall  furnish  to  each  person  whose  name  is 
set  forth  in  such  return  a  written  statement  showing — 

“( 1)  the  name  and  address  of  the  cooperative  mak¬ 
ing  such  return,  and 

“(2)  the  aggregate  amount  of  payments  to  the  per¬ 
son  as  shown  on  such  return. 

The  written  statement  required  under  the  preceding  sentence 
shall  be  furnished  to  the  person  on  or  before  January  31  of 
the  year  following  the  calendar  year  for  which  the  return 
under  subsection  (a)(1)  was  made.  No  statement  shall  be 
required  to  be  furnished  to  any  person  under  this  subsection 
if  the  aggregate  amount  of  payments  to  such  person  as 
shown  on  the  return  made  under  subsection  (a)(1)  is  less 
than  $10.” 

(c)  Returns  Regarding  Payment  of  Interest.— 
Subpart  B  of  part  III  of  subchapter  A  of  chapter  61  ( relat¬ 
ing  to  information  returns)  is  amended  by  adding  after  sec- 

H.R.  10650 - 24 
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1  tion  6047  ( as  added  by  section  7(f)  of  this  Act)  the  following 

2  new  section: 

3  “SEC.  6048.  RETURNS  REGARDING  PAYMENTS  OF  INTEREST. 

4  “(a)  Requirement  of  Reporting. — 

5  “ (1)  In  general. — Every  person — 

6  “(A)  who  makes  payments  of  interest  (as  de- 

7  fined  in  subsection  (b) )  aggregating  $ 10  or  more 

8  to  any  other  person  during  any  calendar  year,  or 

9  “(B)  who  receives  payments  of  interest  as  a 

10  nominee  and  who  makes  payments  aggregating  $10 

11  or  more  during  any  calendar  year  to  any  other 

12  person  with  respect  to  the  interest  so  received. 

33  shall  make  a  return  according  to  the  forms  or  regula- 
11  tions  prescribed  by  the  Secretary  or  his  delegate,  setting 

15  forth  the  aggregate  amount  of  such  payments  and  the 

16  name  and  address  of  the  person  to  whom  paid. 

17  “(2)  Returns  required  by  the  secretary.— 

18  Every  person  who  makes  payments  of  interest  ( as  defined 

19  in  subsection  (b)  )  aggregating  less  than  $10  to  any  other 

20  person  during  any  calendar  year  shall,  when  required 

21  by  the  Secretary  or  his  delegate,  make  a  return  setting 

22  forth  the  aggregate  amount  of  such  payments  and  the 

23  name  and  address  of  the  person  to  whom  paid. 

24  “(3)  Other  returns  required  by  secre- 
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tary. — Every  corporation  making  payments ,  regardless 
of  amounts,  of  interest  other  than  interest  as  defined  in 
subsection  (b)  shall,  when  required  by  regulations  pre¬ 
scribed  by  the  Secretary  or  his  delegate,  make  a  return 
according  to  the  forms  or  regulations  prescribed  by  the 
Secretary  or  his  delegate,  setting  forth  the  amount  paid 
and  the  name  and  address  of  the  recipient  of  each  such 
payment. 

“(b)  Interest  Defined. — 

“(1)  General  rule. — For  purposes  of  subsec¬ 
tions  (a)  (1)  and  (2),  the  term  ‘ interest ’  means — 

“(A)  interest  on  evidences  of  indebtedness  (in¬ 
cluding  bonds,  debentures,  notes,  and  certificates) 
issued  by  a  corporation  in  registered  form,  and,  to 
the  extent  provided  in  regulations  prescribed  by  the 
Secretary  or  his  delegate,  interest  on  other  evi¬ 
dences  of  indebtedness  issued  by  a  corporation  of 
a  type  offered  by  corporations  to  the  public; 

“(B)  interest  on  deposits  with  persons  carrying 
on  the  banking  business; 

“(C)  amounts  (whether  or  not  designated  as 
interest)  paid  by  a  mutual  savings  bank,  savings 
and  loan  association,  building  and  loan  association, 
cooperative  bank,  homestead  association,  credit 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 


372 


union,  or  similar  organization,  in  respect  of  de¬ 
posits,  investment  certificates,  or  withdrawable  or 
repurchasable  shares; 

“(D)  interest  on  amounts  held  by  an  insurance 
company  under  an  agreement  to  pay  interest  thereon; 
and 

“(E)  interest  on  deposits  with  stockbrokers  and 
dealers  in  securities. 

“(2)  Exceptions. — For  purposes  of  subsections 
(a)  (1)  and  (2),  the  term  ‘ interest ’  does  not  include — 

“(A)  interest  on  obligations  described  in  section 
103(a)  (1)  or  (3)  (relating  to  interest  on  certain 
governmental  obligations) ; 

“(B)  to  the  extent  provided  in  regulations  pre¬ 
scribed  by  the  Secretary  or  his  delegate,  any  amount 
paid  by  or  to  a  foreign  corporation,  a  nonresident 
alien,  or  a  partnership  not  engaged  in  trade  or 
business  in  the  United  States  and  composed  in  whole 
or  in  part  of  nonresident  aliens;  and 

“(C)  any  amount  on  which  the  person  making 

% 

payment  is  required  to  deduct  and  withhold  a  tax 
under  section  1451  (relating  to  tax-free  covenant 
bonds),  or  would  be  so  required  but  for  section 
1451(d)  (relating  to  benefit  of  personal  exemp¬ 
tions). 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 


373 


“(c)  Statements  To  Be  Furnished  to  Persons 
With  Respect  to  Whom  Information  Is  Fur¬ 
nished. — Every  person  making  a  return  under  subsection 
(a)(1)  shall  furnish  to  each  person  whose  name  is  set  forth 
in  such  return  a  written  statement  showing — 

“( 1)  the  name  and  address  of  the  person  making 
such  return,  and 

“(2)  the  aggregate  amount  of  payments  to  the  per¬ 
son  as  shown  on  such  return. 

The  written  statement  required  under  the  preceding  sentence 
shall  be  furnished  to  the  person  on  or  before  January  31 
of  the  year  following  the  calendar  year  for  which  the  return 
under  subsection  (a)(1)  was  made.  No  statement  shall  be 
required  to  be  furnished  to  any  person  under  this  subsection 
if  the  aggregate  amount  of  payments  to  such  person  as  shown 
on  the  return  made  under  subjection  (a)(1)  is  less  than  $10." 

(d)  Penalties  for.  Failure  to  File  Information 
Returns. — Section  6652  (relating  to  failure  to  file  certain 
information,  returns)  is  amended  to  read  as  follows: 

“SEC.  6652.  FAILURE  TO  FILE  CERTAIN  INFORMATION  RE- 
TURNS. 

“(a.)  Returns  Relating  to  Payments  of  Divi¬ 
dends,  Interest,  and  Patronage  Dividends. — In  the 
case  of  each  failure  to  file  a  statement  of  the  aggregate 
amount  of  payments  to  another  person  required  by  section 
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1  6042(a)(1)  (relating  to  payments  of  dividends  aggregating 

2  $10  or  more),  section  6044(a)  (1)  (relating  to  payments  of 

3  patronage  dividends  aggregating  $10  or  more),  or  section 

4  6048(a)(1)  (relating  to  payments  of  interest  aggregating 

5  $10  or  more),  on  the  date  prescribed  therefor  (determined 

6  with  regard  to  any  extension  of  time  for  filing),  unless  it  is 

7  shown  that  such  failure  is  due  to  reasonable  cause  and  not  to 

8  willfid  neglect,  there  shall  be  paid  ( upon  notice  and  demand 

9  by  the  Secretary  or  his  delegate  and  in  the  same  manner  as 

10  tax),  by  the  person  failing  to  so  file  the  statement,  $10  for 

11  each  such  statement  not  so  filed,  but  the  total  amount  imposed 

12  on  the  delinquent  person  for  all  such  failures  during  any 

13  calendar  year  shall  not  exceed  $25,000. 

14  “(b)  Other  Beturns. — In  the  case  of  each  failure  to 

15  file  a  statement  of  a  payment  to  another  person  required  un- 

16  der  authority  of  section  6041  (relating  to  certain  information 

17  at  source),  section  6042(a)(2)  (relating  to  payments  of 

18  dividends  aggregating  less  than  $10),  section  6044(a)(2) 

19  (relating  to  payments  of  patronage  dividends  aggregating 

20  less  than  $10),  section  6048(a)(2)  (relating  to  payments 

21  of  interest  aggregating  less  than  $10),  section  6048(a)(3) 

22  ( relating  to  other  payments  of  interest  by  corporations ) , 

23  or  section  6051(d)  (relating  to  information  returns  with 

24  respect  to  income  tax  withheld),  on  the  date  prescribed  there- 

25  for  (determined,  with  regard  to  any  extension  of  time  for 
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filing),  unless  it  is  shown  that  such  failure  is  due  to  reason¬ 
able  cause  and  not  to  willful  neglect,  there  shall  be  paid 
(upon  notice  and  demand  by  the  Secretary  or  his  delegate 
and  in  the  same  manner  as  tax)  by  the  person  failing  to  so 
file  the  statement,  $1  for  each  such  statement  not  so  filed, 
but  the  total  amount  imposed  on  the  delinquent  person  for 
all  such  failures  during  the  calendar  year  shall  not  exceed 
$1,000. 

“(c)  Alcohol  and  Tobacco  Taxes  — 

“ For  penalties  for  failure  to  file  certain  information  re¬ 
turns  with  respect  to  alcohol  end  tobacco  taxes,  see, 
generally,  subtitle  E.” 

(e)  Penalties  for  Failure  To  Furnish  State¬ 
ments  to  Persons  With  Respect  to  Whom  Returns 
Are  Filed. — Subchapter  B  of  chapter  68  (relating  to 
assessable  penalties)  is  amended  by  adding  after  section  6677 
(as  added  by  section  7(g)  of  this  Act)  the  following  new 
section : 

(‘SEC.  6678.  FAILURE  TO  FURNISH  CERTAIN  STATEMENTS. 

“In  the  case  of  each  failure  to  furnish  a  statement  under 
section  6042(c),  6044(e),  or  6048(c)  on  the  date  prescribed 
therefor  to  a  person  with  respect  to  whom  a  return  has  been 
made  under  section  6042(a)(1),  6044(a)  (1) ,  or  6048(a) 
(1),  respectively ,  unless  it  is  shown  that  such  failure  is  due  to 
reasonable  cause  and  not  to  willful  neglect,  there  shall  be 
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1  paid  (upon  notice  and  demand  by  the  Secretary  or  his  dele- 

2  gate  and  in  the  same  manner  as  tax),  by  the  person  failing  to 

3  so  furnish  the  statement,  $10  for  each  such  statement  not  so 

4  furnished,  but  the  total  amount  imposed  on  the  delinquent 

5  person  for  all  such  failures  during  any  calendar  year  shall 

6  not  exceed  $25,000!' 

7  (f)  Technical  Amendments. — Section  6041  (relat- 

8  ing  to  information  at  source )  is  amended — 

(1)  by  striking  out,  in  subsection  (a)  thereof, 
“  (other  than  payments  described  in  section  6042(1)  or 
section  6045)”  and  inserting  in  lieu  thereof  “(other  than 
payments  to  which  section  6042  (a)(1),  6044  (a)(1), 
or  6048(a)(1)  applies,  and  other  than  payments  with 
respect  to  which  a  statement  is  required  under  the  au¬ 
thority  of  section  6042(a)(2),  6044(a)(2),  6045, 
6048(a)(2),  or  6048(a)(3))”;  and 

(2)  by  striking  out  subsection  (c)  thereof. 

(g)  Clerical  Amendments. — 

(1)  The  table  of  sections  for  subpart  B  of  part  III 
of  subchapter  A  of  chapter  61  is  amended — 

(A)  by  striking  out 

u8ec.  601$.  Returns  regarding  corporate  dividends ,  earn¬ 
ings,  and  profits.” 

and  inserting  in  lieu  thereof 

“Sec.  601$.  Returns  regarding  payments  of  dividends  and 
corporate  earnings  and  profits R ; 
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( B  )  by  striking  out 

“Sec.  60^.  Returns  regarding  patronage  dividends 
and  inserting  in  lieu  thereof 

“Sec.  601f.lf..  Returns  regarding  payments  of  patronage  divi¬ 
dends  / 

and 

(C)  by  adding  at  the  end  of  such  table  the 
following: 

“Sec.  60J/S.  Returns  regarding  payments  of  interest.". 

(2)  The  table  of  sections  for  subchapter  B  of  chap¬ 
ter  68  is  amended  by  adding  at  the  end  thereof  the  fol¬ 
lowing: 

“Sec.  6678.  Failure  to  furnish  certain  statements 

(h)  Effective  Dates. — 

(1)  Dividends  and  interest. — The  amendments 
made  by  this  section  shall  apply  to  payments  of  dividends 
and  interest  made  on  or  after  January  1,  1963. 

(2)  Patronage  dividends. — The  amendments 
made  by  this  section  shall  apply  to  payments  of  amounts 
described,  in  section  6044(b)  of  the  Internal  Bevenue 
Code  of  1954  made  on  or  after  January  1,  1963, 
with  respect  to  patronage  occurring  on  or  after  the  first 
day  of  the  first  taxable  year  of  the  cooperative  beginning 
on  or  after  January  1,  1963. 
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SEC.  20.  INFORMATION  WITH  RESPECT  TO  CERTAIN 
FOREIGN  ENTITIES. 

(a)  Information  To  Be  Furnished  by  Individ¬ 
uals,  Domestic  Corporations,  etc.,  With  Respect 
to  Certain  Foreign  Corporations. — Section  6038  is 
amended  to  read  as  follows : 

“SEC.  6038.  INFORMATION  WITH  RESPECT  TO  CERTAIN 
FOREIGN  CORPORATIONS. 

“  (a)  Requirement.— 

“  ( 1 )  In  general. — Every  United  States  person 
shall  furnish,  with  respect  to  any  foreign  corporation 
which  such  person  controls  (within  the  meaning  of 
subsection  (d)  (1)  ),  such  information  as  the  Secretary 
or  his  delegate  may  prescribe  by  regulations  relating  to — 
“(A)  the  name,  the  principal  place  of  busi¬ 
ness,  and  the  nature  of  business  of  such  foreign 
corporation,  and  the  country  under  whose  laws 
incorporated ; 

“  (B)  the  accumulated  profits  (as  defined  in 
section  902(c))  of  such  foreign  corporation,  in¬ 
cluding  the  items  of  income  (whether  or  not  in¬ 
cluded  in  gross  income  under  chapter  1 ) ,  deductions 
(whether  or  not  allowed  in  computing  taxable  in¬ 
come  under  chapter  1 ) ,  and  any  other  items  taken 
into  account  in  computing  such  accumulated  profits ; 
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“  (C)  a  balance  sheet  for  such  foreign  corpora¬ 
tion  listing  assets,  liabilities,  and  capital; 

“(D)  transactions  between  such  foreign  cor¬ 
poration  and — 

“  (i)  such  person, 

“  (ii)  any  other  corporation  which  such 
person  controls,  and 

“  (iii)  any  United  States  person  owning, 
at  the  time  the  transaction  takes  place,  10  per¬ 
cent  oi  more  of  the  value  of  an}^  class  of  stock 
outstanding  of  such  foreign  corporation;  and 
“(E)  a  description  of  the  various  classes  of 
stock  outstanding,  and  a  list  showing  the  name  and 
address  of,  and  number  of  shares  held  by,  each 
United  States  person  who  is  a  shareholder  of  record 
owning  at  any  time  during  the  annual  accounting 
period  5  percent  or  more  in  value  of  any  class  of 
stock  outstanding  of  such  foreign  corporation. 

The  Secretary  or  his  delegate  may  also  require  the  fur¬ 
nishing  of  any  other  information  which  is  similar  or 
related  in  nature  to  that  specified  in  the  preceding 
sentence. 

“  (2)  Peeiod  foe  which  infoemation  is  to  be 
fuenished,  etc. — The  information  required  under  para- 
graph  (1)  shall  be  furnished  for  the  annual  accounting 
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period  of  the  foreign  corporation  ending  with  or  within 
the  United  States  person’s  taxable  year.  The  informa¬ 
tion  so  required  shall  be  furnished  at  such  time  and  in 
such  manner  as  the  Secretary  or  his  delegate  shall  by 
regulations  prescribe. 

“  (3)  Limitation. — No  information  shall  be  re¬ 
quired  to  be  furnished  under  this  subsection  with  respect 
to  any  foreign  corporation  for  any  annual  accounting 
period  unless  such  information  wTas  required  to  be  fur¬ 
nished  under  regulations  in  effect  on  the  first  day  of  such 
annual  accounting  period. 

“(b)  Effect  of  Eailure  To  Eurnish  Informa¬ 
tion.— 

“  ( 1 )  In  general. — If  a  United  States  person  fails 
to  furnish,  within  the  time  prescribed  under  paragraph 
(2)  of  subsection  (a),  any  information  with  respect  to 
any  foreign  corporation  required  under  paragraph  (1) 
of  subsection  (a) ,  then — 

“(A)  in  applying  section  901  (relating  to 
taxes  of  foreign  countries  and  possessions  of  the 
United  States)  to  such  United  States  person  for  the 
taxable  year,  the  amount  of  taxes  (other  than  taxes 
reduced  under  subparagraph  (B)  )  paid  or  deemed 
paid  (other  than  those  deemed  paid  under  section 
904  (d)  )  to  any  foreign  country  or  possession  of  the 
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United  States  for  tlie  taxable  year  shall  be  reduced 
by  10  percent,  and 

“(B)  in  applying  sections  902  (relating  to 
foreign  tax  credit  for  corporate  stockholder  in 
foreign  corporation)  and  (174)0^7  960  (relating  to 
special  rules  for  foreign  tax  credit)  to  any  such 
United  States  person  which  is  a  corporation  (or  to 
any  person  who  acquires  from  any  other  person  any 
portion  of  the  interest  of  such  other  person  in  any 
such  foreign  corporation,  but  only  to  the  extent  of 
such  portion)  for  any  taxable  year,  the  amount  of 
taxes  paid  or  deemed  paid  by  each  foreign  corpora¬ 
tion  with  respect  to  which  such  person  is  required  to 
furnish  information  during  the  annual  accounting 
period  or  periods  with  respect  to  which  such  informa¬ 
tion  is  required  under  paragraph  (2)  of  subsection 
(a)  shall  be  reduced  by  10  percent. 

If  such  failure  continues  90  days  or  more  after  notice 
by  the  Secretary  or  his  delegate  to  the  United  States 
person,  then  the  amount  of  the  reduction  under  this 

(175) subseetion  paragraph  shall  be  10  percent  plus  an 
additional  5  percent  for  each  3-month  period,  or  fraction 
thereof,  during  which  such  failure  to  furnish  information 
continues  after  the  expiration  of  such  90-day  period. 

(176) ‘Y^  Limitation. — The  amount  of  the  reduction 


382 


1 

2 

3 

4 

5 

6 

7 

8 
9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 
21 
22 

23 

24 

25 


under  paragraph  (1)  for  each  failure  to  furnish  infor¬ 
mation  with  respect  to  a  foreign  corporation  required 
under  subsection  (a)(1)  shall  not  exceed  whichever  of 
the  following  amounts  is  the  greater: 

“(A)  $ 10,000 ,  or 

“(B)  the  income  of  the  foreign  corporation  for 
its  annual  accounting  period  with  respect  to  which 
the  failure  occurs. 

“(3)  Special  rules.— 

“  (A)  No  taxes  shall  be  reduced  under  this  sub¬ 
section  more  than  once  for  the  same  failure. 

“(B)  For  purposes  of  this  subsection,  the  time 
prescribed  under  paragraph  (2)  of  subsection  (a) 
to  furnish  information  (and  the  beginning  of  the 
90-day  period  after  notice  by  the  Secretary)  shall 
be  treated  as  being  not  earlier  than  the  last  day  on 
which  (as  shown  to  the  satisfaction  of  the  Secretary 
or  his  delegate)  reasonable  cause  existed  for  failure 
to  furnish  such  information. 

“(C)  In  applying  subsections  (a)  and  (b)  of 
section  902,  and  in  applying  subsection  (a)  of  sec¬ 
tion  (178)9§0  960,  the  reduction  provided  by  this 
subsection  shall  not  apply  for  purposes  of  determin¬ 
ing  the  amount  of  accumulated  profits  in  excess  of 
income,  war  profits,  and  excess  profits  taxes. 
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“(c)  Two  or  More  Persons  Required  To  Furnish 
Information  With  Respect  to  Same  Foreign  Cor¬ 
poration. — Where,  but  for  this  subsection,  two  or  more 
United  States  persons  would  be  required  to  furnish  informa¬ 
tion  under  subsection  (a)  with  respect  to  the  same  foreign 
corporation  for  the  same  period,  the  Secretary  or  his  dele¬ 
gate  may  by  regulations  provide  that  such  information  shall 
be  required  only  from  one  person.  To  the  extent  practicable, 
the  determination  of  which  person  shall  furnish  the  informa¬ 
tion  shall  be  made  on  the  basis  of  actual  ownership  of  stock. 
“(d)  Definitions. — For  purposes  of  this  section — 
“(1)  Control. — A  person  is  in  control  of  a  cor¬ 
poration  if  such  person  owns  stock  possessing  more  than 
50  percent  of  the  total  combined  voting  power  of  all 
classes  of  stock  entitled  to  vote,  or  more  than  50  per¬ 
cent  of  the  total  value  of  shares  of  all  classes  of  stock, 
of  a  corporation.  If  a  person  is  in  control  (within  the 
meaning  of  the  preceding  sentence)  of  a  corporation 
which  in  turn  owns  more  than  50  percent  of  the  total 
combined  voting  power  of  all  classes  of  stock  entitled  to 
vote  of  another  corporation,  or  owns  more  than  50  per¬ 
cent  of  the  total  value  of  the  shares  of  all  classes  of  stock 
of  another  corporation,  then  such  person  shall  be 
treated  as  in  control  of  such  other  corporation.  For 
purposes  of  this  paragraph,  the  rules  prescribed  by 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 


384 


section  318(a)  for  determining  ownership  of  stock 


shall  apply;  (179)cxccpt  that  danse  -(4)-  of  section  348 
(a)  (2)  "(C)-  shah  he  applied  wit-heat  regard  to  the  §9 


percent 


in  saeh  seetienr  except  that — 


“(A)  the  second  sentence  of  subparagraphs 
(A)  and  (B),  and  clause  (ii)  of  subparagraph 
(Oh  of  section  318(a)(2)  shall  not  be  applied  so 
as  to  consider  a  United  States  person  as  owning 
stock  which  is  owned  by  a  person  who  is  not  a  United 
States  person ,  and 

“(B)  in  applying  clause  (i)  of  subparagraph 
(C)  of  section  318(a)(2),  the  phrase  ‘10  percent' 
shall  be  substituted  for  the  phrase  ‘50  percent'  used 

in  subparagraph  (C). 

“(2)  Annual  accounting  period— The  annual 
accounting  period  of  a  foreign  corporation  is  the  annual 
period  on  the  basis  of  which  such  corporation  regularly 
computes  its  income  in  keeping  its  books. 

“(e)  Cross  References  — 

“(1)  For  provisions  relating  to  penalties  for  violations 
of  this  section,  see  section  7203. 

“(2)  For  definition  of  the  term  ‘United  States  person’, 
see  section  7701(a)  (30).” 


(b)  Information  as  to  Organization  or  Reor¬ 
ganization  of  Foreign  Corporations  and  as  to  Ac¬ 
quisitions  of  Their  Stock. — Section  6046  (relating  to 
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returns  as  to  creation  or  organization,  or  reorganization,  of 
foreign  corporations)  is  amended  to  read  as  follows: 

“SEC.  6046.  RETURNS  AS  TO  ORGANIZATION  OR  REORGAN¬ 
IZATION  OF  FOREIGN  CORPORATIONS  AND 
AS  TO  ACQUISITIONS  OF  THEIR  STOCK. 

“  (a)  Requirement  op  Return. — A  return  comply¬ 
ing  with  the  requirements  of  subsection  (b)  shall  be  made 
by— 

“(1)  each  United  States  citizen  or  resident  who 
is  (180)ft»  officer  or  director  of  a  foreign  corporation  on 
January  4j  4063  on  January  7,  1963  an  officer  or 
director  of  a  foreign  corporation ,  5  percent  or  more  in 
value  of  the  stock  of  which  is  owned  by  a  United  States 
person,  or  who  becomes  such  an  officer  or  director  at 
any  time  after  such  date, 

“(2)  each  United  States  person  who  on  January 
1,  1963,  owns  5  percent  or  more  in  value  of  the  stock 
of  a  foreign  corporation,  or  who,  at  any  time  after  such 
date — 

“  (A)  acquires  stock  which,  when  added  to  any 
stock  owned  on  January  1,  1963,  has  a  value  equal 
to  5  percent  or  more  of  the  value  of  the  stock  of  a 
foreign  corporation,  or 

“(B)  acquires  an  additional  5  percent  or  more 
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in  value  of  the  stock  of  a  foreign  corporation,  and 
“  (3)  each  person  who  at  any  time  after  January  1, 
1963,  becomes  a  United  States  person  while  owning 
5  percent  or  more  in  value  of  the  stock  of  a  foreign 
corporation. 

“(b)  Form  and  Contents  of  Returns.—' The  re¬ 
turns  required  by  subsection  (a)  shall  be  in  such  form  and 
shall  set  forth,  in  respect  of  the  foreign  corporation,  such 
information  as  the  Secretary  or  his  delegate  prescribes  by 
forms  or  regulations  as  necessary  for  carrying  out  the  pro¬ 
visions  of  the  income  tax  laws(181),  except  that  in  the  case 
of  persons  described  only  in  subsection  ( a)  (1)  the  information 
required  shall  be  limited  to  the  names  and  addresses  of  persons 

described  in  subsection  (a)(2). 

“(c)  Ownership  of  Stock— For  purposes  of  subsec¬ 
tion  (a)  (482)-f2f  and  -f Sf,  stock  owned  directly  or  indi¬ 
rectly  by  a  person  (including,  in  the  case  of  an  individual, 
stock  owned  by  members  of  his  family)  shall  he  taken  into 
account.  For  purposes  of  the  preceding  sentence,  the  family 
of  an  individual  shall  be  considered  as  including  only  his 
brothers  and  sisters  (whether  by  the  whole  or  half  blood) , 
spouse,  ancestors,  and  lineal  descendants. 

“(d)  Time  for  Filing. — Any  return  required  by  sub- 
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section  (a)  shall  be  filed  on  or  before  the  90th  day  after 
the  da}^  on  which,  under  any  provision  of  subsection  (a) ,  the 
United  States  citizen,  resident,  or  person  becomes  liable  to 
file  such  return. 

imy(e)  Limitation. — No  information  shall  he  required 
to  be  furnished  under  this  section  with  respect  to  any  foreign 
corporation  unless  such  information  was  required  to  be  fur¬ 
nished  under  regulations  which,  on  the  date  on  which  the 
United  States  citizen,  resident,  or  person  becomes  liable  to 
file  a  return  required  under  subsection  (a)  — 

“(1)  if  such  liability  arises  on  or  after  January  1, 
1963,  and  before  March  1,  1963,  have  been  in  effect 
since  January  1,  1963  ( but  only  if  such  regulations 
were  prescribed  before  December  1,  1962),  or 

“(2)  if  such  liability  arises  on  or  after  March  1, 
1963,  have  been  in  effect  for  at  least  90  days. 
(184>HO-  “(f)  Cross  Deference. — 

“For  provisions  relating  to  penalties  for  violations 
of  this  section,  see  sections  (185)6678  6679  and  7203.” 

(c)  Civil  Penalty  foe  Failuee  To  File  Eetuen.— 
Subchapter  B  of  chapter  68  (relating  to  assessable  penal¬ 
ties)  is  amended  by  adding  (186)nt  bhe  end  thereof  after 


888 


1  section  6678  (as  added  by  section  19(e)  of  this  Act)  the 

2  following  new  section : 

3  “SEC.  (187)6678  6679.  FAILURE  TO  FILE  RETURNS  AS  TO 

4  ORGANIZATION  OR  REORGANIZA- 

5  TION  OF  FOREIGN  CORPORATIONS 

6  AND  AS  TO  ACQUISITIONS  OF 

7  THEIR  STOCK. 

8  "(a)  Civil  Penalty. — In  addition  to  any  criminal 

9  penalty  provided  by  law,  any  person  required  to  file  a  return 
1°  under  section  6046  who  fails  to  file  such  return  at  the  time 

11  provided  in  such  section,  or  who  files  a  return  which  does 

12  not  show  the  information  required  pursuant  to  such  section, 

13  shall  pay  a  penalty  of  $1,000,  unless  it  is  shown  that  such 
11  failure  is  due  to  reasonable  cause. 

15  “(b)  Deficiency  Procedures  Not  To  Apply -Sub- 

16  chapter  B  of  chapter  63  (relating  to  deficiency  procedure 

17  for  income,  estate,  and  gift  taxes)  shall  not  apply  in  respect 

18  of  the  assessment  or  collection  of  any  penalty  imposed  by 

19  subsection  (a) 

20  (d)  Technical  Amendments  — 

21  (1)  Section  318(b)  (relating  to  cross  references) 

22  is  amended  by  striking  out  “and”  at  the  end  of  paragraph 

23  (5) ,  by  striking  out  the  period  at  the  end  of  paragraph 

24  (6)  and  inserting  in  lieu  thereof  and”,  and  by  add- 

25  ing  at  the  end  thereof  the  following : 

“(7)  section  6038(d)(2)  (relating  to  information  with 
respect  to  certain  foreign  corporations).” 
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(2)  The  table  of  sections  for  subpart  B  of  part  III 
of  subchapter  A  of  chapter  61  is  amended  by  striking 
out 

“Sec.  6046.  Returns  as  to  creation  or  organization,  or  re¬ 
organization,  of  foreign  corporations.” 

and  inserting  in  lieu  thereof 

“Sec.  6046.  Returns  as  to  organization  or  reorganization  of 
foreign  corporations  and  as  to  acquisitions  of 
their  stock.” 

( 3 )  The  table  of  sections  for  subchapter  B  of  chap¬ 
ter  68  is  amended  by  adding  at  the  end  thereof  the 
following : 

“Sec.  ( 188  )  £67$  6679.  Failure  to  file  returns  as  to  organiza¬ 
tion  or  reorganization  of  foreign 
corporations  and  as  to  acquisitions 
of  their  stock.” 

(e)  Effective  Date. — 

(1)  The  amendments  made  by  subsection  (a)  shall 
apply  with  respect  to  annual  accounting  periods  of 
foreign  corporations  beginning  after  December  31,  1962. 

(2)  The  amendments  made  by  subsection  (b)  shall 
take  effect  on  January  1,  1963. 

(189)SEC.  21.  EXPENDITURES  BY  FARMERS  FOR  CLEARING 
LAND. 

(a)  Allowance  of  Deduction— Part  VI  of  sub- 
chapter  B  of  chapter  1  (relating  to  itemized  deductions  for 
individuals  and  corporations)  is  amended  by  adding  after 
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section  181  (as  added  by  section  2(c)  of  this  Act)  the 
following  new  section: 

“SEC.  182.  EXPENDITURES  BY  FARMERS  FOR  CLEARING  LAND. 

“(a)  In  General. — A  taxpayer  engaged  in  the  busi¬ 
ness  of  farming  may  elect  to  treat  expenditures  which  are 
paid  or  incurred  by  him  during  the  taxable  year  in  the  clear¬ 
ing  of  land  for  the  purpose  of  making  such  land  suitable 
for  use  in  farming  as  expenses  which  are  not  chargeable  to 
capital  account.  The  expenditures  so  treated  shall  be  allowed 
as  a  deduction. 

“(b)  Limitation. — The  amount  deductible  under  sub¬ 
section  (a)  for  any  taxable  year  shall  not  exceed  whichever 
of  the  following  amounts  is  the  lesser: 

“(1)  $5,000,  or 

“(2)  25  percent  of  the  taxable  income  derived  from 
farming  during  the  taxable  year. 

For  purposes  of  paragraph  (2),  the  term  ‘taxable  income 
derived  from  farming '  means  the  gross  income  derived  from 
farming  reduced  by  the  deductions  allowed  by  this  chapter 
(other  than  by  this  section)  which  are  attributable  to  the 
business  of  farming. 

“(c)  Definitions. — For  purposes  of  subsection  (a) — 

“(1)  The  term  ‘clearing  of  land ’  includes  (but  is 
not  limited  to)  the  eradication  of  trees,  stumps,  and  brush, 
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the  treatment  or  moving  of  earth,  and  the  diversion  of 
streams  and  watercourses. 

“(2)  The  term  ‘land  suitable  for  use  in  farming 
means  land  which  as  a  result  of  the  activities  described 
in  paragraph  (1)  is  suitable  for  use  by  the  taxpayer  or 
his  tenant  for  the  production  of  crops,  fruits,  or  other 
agricultural  products  or  for  the  sustenance  of  livestock. 
“(d)  Exceptions,  etc  — 

no  Exceptions. — The  expenditures  to  which 
subsection  (a)  applies  shall  not  include — 

“(A)  the  purchase,  construction,  installation, 
or  improvement  of  structures,  appliances,  or  facili¬ 
ties  which  are  of  a  character  which  is  subject  to  the 
allowance  for  depreciation  provided  in  section  167, 
or 

“(B)  any  amount  paid  or  incurred  which  is 
allowable  as  a  deduction  without  regard  to  this 
section. 

“(2)  Certain  property  used  in  the  clearing 

OF  LAND. — 

“(A)  Allowance  for  depreciation— The 
expenditures  to  which  subsection  (a)  applies  shall 
include  a  reasonable  allowance  for  depreciation  with 
respect  to  property  of  the  taxpayer  which  is  used  in 
the  clearing  of  land  for  the  purpose  of  making  such 
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land  suitable  for  use  in  farming  and  which,  if  used 
in  a  trade  or  business,  would,  be  property  subject 
to  the  allowance  for  depreciation  provided  by  sec¬ 
tion  167. 

11  (B)  Treatment  as  depreciation  deduc¬ 
tion. — For  purposes  of  this  chapter,  any  expendi¬ 
ture  described  in  subparagraph  (A)  shall,  to  the 
extent  allowed  as  a  deduction  under  subsection  (a), 
be  treated  as  an  amount  allowed  under  section  167 
for  exhaustion,  wear  and  tear,  or  obsolescence  of  the 
property  which  is  used  in  the  clearing  of  land. 

“(e)  Election. — The  election  under  subsection  (a)  for 
any  taxable  year  shall  be  made  within  the  time  prescribed 
by  law  (including  extensions  thereof)  for  filing  the  return 
for  such  taxable  year.  Such  election  shall  be  made  in  such 
manner  as  the  Secretary  or  his  delegate  may  by  regulations 
prescribe.  Such  election  may  not  be  revoked  except  with 
the  consent  of  the  Secretary  or  his  delegate 

(b)  Clerical  Amendment. — The  table  of  sections 
for  such  part,  VI  is  amended  by  adding  at  the  end  thereof 
the  following: 

“See.  182.  Expenditures  by  farmers  for  clearing  land.” 

(c)  Effective  Date. — The  amendments  made  by  this 
section  shall  apply  with  respect  to  taxable  years  beginning 
after  December  31,  1962. 
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(190)SEC.  22.  CHARITABLE  CONTRIBUTIONS  MADE  FROM  IN - 
COME  ATTRIBUTABLE  TO  SEVERAL  TAXABLE 
YEARS. 

(a)  Treatment  for  Purposes  of  Part  I  of  Sub- 
chapter  Q. — Section  1307  (relating  to  rules  applicable  to 
part  1  of  subchapter  Q)  is  amended  by  adding  at  the  end 
thereof  the  following  new  subsection: 

“(e)  Election  With  Respect  to  Charitable 
Contributions. — In  the  case  of  an  individual  who  elects 
(in  such  manner  and  at  such  time  as  the  Secretary  or  his 
delegate  prescribes  by  regulations)  to  have  the  provisions  of 
this  subsection  apply,  an  amount  received  or  accrued  to  which 
this  part  applies  shall  be  reduced,  for  purposes  of  computing 
the  tax  liability  of  the  taxpayer  under  this  part  with  respect 
to  the  amount  so  received  or  accrued,  by  an  amount  equal  to 
that  portion  of  (1)  the  amount  of  charitable  contributions 
made  by  the  taxpayer  during  the  taxable  year  in  which  the 
amount  is  so  received  or  accrued  which  are  allowable  as  a 
deduction  for  such  year  under  section  170  (determined  with¬ 
out  regard  to  this  part),  as  (2)  the  amount  received  or  ac¬ 
crued  to  which  this  part  applies  is  of  the  adjusted  gross  income 
for  the  taxable  year  (determined  without  regard,  to  this  part). 
In  any  case  in  which  the  taxpayer  elects  to  have  the  pro¬ 
visions  of  this  subsection  apply,  no  portion  of  the  amount  to 
which  this  part  applies  shall,  for  purposes  of  computing 
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the  limitation  on  tax  under  this  part,  he  taken  into  account 
for  purposes  of  computing  the  limitation  under  section 
170(h)(1)  for  the  taxable  year  in  which  the  amount  to 
which  this  part  applies  is  received  or  accrued 

(h )  Effective  Bate. — The  amendment  made  hy  sub¬ 
section  (a)  shall  apply  with  respect  to  amounts  received  or 
accrued  in  taxable  years  beginning  after  December  31,  1961. 
(191)S£C.  23.  EFFECTIVE  DATE  OF  SECTION  1371(c)  OF  THE 
INTERNAL  REVENUE  CODE  OF  1954. 

(a )  In  General. — Subject  to  the  provisions  of  subsec¬ 
tion  (b),  section  1371(c)  of  the  Internal  Revenue  Code  of 
1954  (as  added  by  section  2(a)  of  the  Act  entitled  “An  Act 
to  amend  the  Internal  Revenue  C ode  of  1954  to  provide  a 
personal  exemption  for  children  placed  for  adoption  and  to 
clarify  certain  provisions  relating  to  the  election  of  small  busi¬ 
ness  corporations  as  to  taxable  status",  approved  September 
23,  1959  (Public  Law  86-376)),  shall  (notwithstanding 
the  provisions  of  the  first  sentence  of  section  2(d)  of  such 
Act)  also  apply  to  taxable  years  beginning  after  December 
31,  1957 ,  and  before  January  1,  1960. 

(b)  Election  and  Consent  by  Corporations; 
Consents  by  Shareholders.— Subsection  (a)  shall  apply 
with  respect  to  any  corporation  and  its  shareholders  only  if, 
within  one  year  after  the  date  of  the  enactment  of  this  Act 

(1)  such  corporation  (in  such  manner  as  the  Secre- 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

38 

19 

20 

21 

22 

23 

24 

25 


395 


tary  of  the  Treasury  or  his  delegate  prescribes  by  regula¬ 
tions)  elects  to  have  the  provisions  of  subsection  (a)  apply 
and  consents  to  the  application  of  subsection  (c);  and 

(2)  each  person  who  is  a  shareholder  of  such  cor¬ 
poration  on  the  date  on  which  such  corporation  makes 
such  election ,  and  each  person  who  was  a  shareholder  of 
such  corporation  during  any  taxable  year  of  such  cor¬ 
poration  beginning  after  December  31,  1957 ,  and  ending 
before  the  date  of  such  election,  consents  (in  such  manner 
and  at  such  time  as  the  Secretary  of  the  Treasury  or 
his  delegate  prescribes  by  regulations)  to  such  election 
and  to  the  application  of  subsection  (c). 

(c)  Tolling  of  Statutes  of  Limitations. — In  any 
case  in  which  a  corporation  makes  an  election  under  sub¬ 
section  (b)- — 

(1)  if  the  assessment  of  any  deficiency  against  the 
corporation  making  such  election,  or  any  shareholder 
of  such  corporation  who  consents  to  such  election ,  for 
any  taxable  year  is  prevented,  at  any  time  on  or  before 
the  expiration  of  one  year  after  the  date  of  such  election, 
by  the  operation  of  any  law  or  rule  of  law,  assessment 
of  such  deficiency  may,  nevertheless,  be  made,  to  the 
extent  such  deficiency  is  attributable  to  the  application 
of  subsection  (a),  at  any  time  on  or  before  the  expiration 
of  such  one-year  period;  and 
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(2)  if  credit  or  refund  of  any  overpayment  of  tax 
by  the  corporation  making  such  election,  or  any  share¬ 
holder  of  such  corporation  who  consents  to  such  election, 
for  any  taxable  year  is  prevented,  at  any  time  on  or 
before  the  expiration  of  one  year  a,fter  the  date  of  such 
election,  by  the  operation  of  any  law  or  ride  of  law, 
credit  or  refund  of  such  overpayment  may,  nevertheless, 
be  allowed  or  made,  to  the  extent  such  overpayment  is 
attributable  to  the  application  of  subsection  (a),  if  claim 
therefor  is  filed  on  or  before  the  expiration  of  such 
one-year  period. 

(192)SEC.  24.  CERTAIN  LOSSES  SUSTAINED  IN  CONVERTING 
FROM  STREET  RAILWAY  TO  BUS  OPERATIONS. 

(a)  In  General. — If  a  corporation  has  a  net  operating 
loss  for  the  taxable  year  ending  December  31,  1953,  or  the 
taxable  year  ending  December  31,  1954,  principally  as  the 
result  of  conversion  from  street  railways  to  bus  operations 
with  respect  to  part  or  all  of  the  company's  operations,  then 
its  unused  conversion  loss  will  be  subject  to  the  treatment 
provided  in  subsection  (c) . 

(b)  Unused  Conversion  Loss  Defined. — The 
amount  of  the  unused  conversion  loss  shall  be  the  aggregate 
of  the  net  operating  losses  for  years  described  in  subsection 
(a)  reduced  to  the  extent  that  they  have  been  used  as  net  oper- 
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ating  loss  carryovers  or  carrybacks  to  reduce  taxable  income 
for  any  taxable  year  beginning  before  January  1,  1960. 

(c)  Treatment  of  Unused  Conversion  Loss. — If 
a  taxpayer  has  an  unused  conversion  loss,  then  in  determin¬ 
ing  the  amount  of  the  net  operating  loss  carryover  from  the 
taxable  year  ending  December  31,  1959,  to  each  of  the  5  tax¬ 
able  years  following  such  taxable  year  for  purposes  of  sec¬ 
tion  172  of  the  Internal  Revenue  Code  of  1954,  such  unused 
conversion  loss  shall  be  treated  as  a  net  operating  loss  for  the 
taxable  year  ending  December  31,  1959.  This  subsection 
shall  apply  only  for  years  in  ivhich  the  taxpayer  is  engaged 
in  the  furnishing  or  sale  of  transportation  ( as  defined  in 
section  1503(c)  (1)  (A)  of  the  Internal  Revenue  Code  of 
1954). 

(d)  Regulations. — The  Secretary  of  the  Treasury,  or 
his  delegate,  may  prescribe  by  regulation  such  rules  as  may 
be  necessary  to  carry  out  the  purposes  of  this  section. 

(193 )SEC.  25.  PENSION  PLAN  OF  LOCAL  UNION  NUMBERED  435, 
INTERNATIONAL  HOD  CARRIERS'  BUILDING 
AND  COMMON  LABORERS’  UNION  OF  AMERICA. 

The  pension  plan  of  Local  Union  Numbered  435  of  the 
International  Hod  Carriers’  Building  and  Common 
Laborers’  Union  of  America,  which  was  negotiated  to  take 
effect  May  1,  1960,  pursuant  to  an  agreement  between  such 
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1  union  and  the  Building  Trades  Employers  Association  of 

2  Rochester,  New  York,  Incorporated,  and  which  has  been 

3  held  by  the  Internal  Revenue  Service  to  constitute  a  qualified 

4  trust  under  section  401(a)  of  the  Internal  Revenue  Code 

5  of  1954,  and  to  be  exempt  from  taxation  under  section 

6  501(a)  of  such  Code,  shall  be  held  and  considered  to  have 

7  been  a  qualified  trust  under  such  section  401  ( a) ,  and  to  have 

8  been  exempt  from  taxation  under  such  section  501(a),  for  the 

9  period  beginning  May  1,  1960,  and  ending  April  20,  1961, 

10  but  only  if  it  is  shown  to  the  satisfaction  of  the  Secretary 

11  of  the  Treasury  or  his  delegate  that  the  trust  has  not  in  this 

12  period  been  operated  in  a  manner  which  would  jeopardize 

13  the  interests  of  its  beneficiaries. 

14  (194)SEC.  26.  CONTINUATION  OF  A  PARTNERSHIP  YEAR  FOR 

15  SURVIVING  PARTNER  IN  A  TWO-MAN  PARTNER- 

16  SHIP  WHERE  ONE  DIES. 

17  (a)  Close  of  Taxable  Year  of  Two-Man  Part¬ 
is  nership  When  One  Partner  Dies. — Section  188  of 

19  the  Internal  Revenue  Code  of  1939  (relating  to  different 

20  taxable  years  of  partner  and  partnership)  is  amended — 

21  (1)  by  striking  out  “If”  and  inserting  in  lieu 
thereof  “(a)  General  Rule  —If” ;  and 
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(2)  by  adding  at  the  end  of  such  section  188  the 
following  new  subsection: 

“( b)  Two-Man  Partnership. — For  the  purpose  of 
this  chapter,  the  death  of  one  of  the  partners  of  a  partnership 
consisting  of  two  members  shall  not,  if  the  surviving  partner 
so  elects  within  one  year  after  the  date  of  enactment  of  this 
subsection,  result  in  the  termination  of  the  partnership  or 
in  the  closing  of  the  taxable  year  of  the  partnership  with 
respect  to  the  surviving  partner  prior  to  the  time  the  partner¬ 
ship  year  would  have  closed  if  neither  partner  had  died  or 
disposed  of  his  interest.’' 

(b)  Effective  Date,  etc. — The  amendments  made  by 
subsection  (a)  shall  apply  with  respect  to  taxable  years  of  a 
partnership  beginning  after  December  31,  1946,  to  which 
the  Internal  Revenue  Code  of  1939  applies.  If  refund  or 
credit  of  any  overpayment  resulting  from  the  application  of 
the  amendments  made  by  subsection  (a)  of  this  section  (includ¬ 
ing  interest,  additions  to  the  tax,  and  additional  amounts), 
is  prevented  on  the  date  of  enactment  of  this  Act,  or  within 
one  year  from  such  date,  by  the  operation  of  any  law  or  rule 
of  law  ( other  than  section  3760  of  the  Internal  Revenue  Code 
of  1939  or  section  7121  of  the  Internal  Revenue  Code  of 
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1  1954,  relating  to  closing  agreements,  and  other  than  section 

2  3761  of  the  Internal  Revenue  Code  of  1939  or  section  7122 

3  of  the  Internal  Revenue  Code  of  1954,  relating  to  compro- 

4  mises ) ,  such  refund  or  credit  of  such  overpayment,  may, 

5  nevertheless,  be  made  or  allowed  if  claim  therefor  is  filed 

6  within  one  year  after  the  date  of  the  enactment  of  this  Act. 
1  No  interest  shall  be  allowed  or  paid  on  any  overpayment 

8  resulting  from  the  enactment  of  this  section. 

9  (195 ySEC.  27.  EXCLUSION  FROM  GROSS  INCOME  OF  CERTAIN 

10  AWARDS  MADE  PURSUANT  TO  EVACUATION 

11  CLAIMS  OF  AMERICAN-JAPANESE  INDIVIDUALS. 

12  In  General. — No  amount  received  as  an  aivard 

13  under  the  Act  entitled  “An  Act  to  authorize  the  Attorney 

44  General  to  adjudicate  certain  claims  resulting  from  evacua- 

45  tion  of  certain  persons  of  Japanese  ancestry  under  military 
40  orders' ,  approved  July  2,  1948,  as  amended  by  Public  Law 

14  116,  Eighty-second  Congress,  and  Public  Law  673,  Eighty- 
18  fourth  Congress  (50  U.S.C.  App.,  secs.  1981-1987 ) ,  shall 
40  be  included  in  gross  income  for  purposes  of  chapter  1  of  the 

20  Internal  Revenue  Code  of  1939  or  chapter  1  of  the  Internal 

21  Revenue  Code  of  1954. 

22  (b)  Effective  Bate,  etc. — Subsection  (a)  shall 

23  apply  with  respect  to  taxable  years  ending  after  July  2, 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 


401 


1948.  If  refund  or  credit  of  any  overpayment  of  Federal 
income  tax  resulting  from  the  application  of  subsection  (a) 
(including  interest ,  additions  to  the  tax,  additional  amounts, 
and  penalties)  is  prevented  on  the  date  of  the  enactment  of 
this  Act,  or  within  one  year  from  such  date,  by  the  opera¬ 
tion  of  any  law  or  rule  of  law,  the  refund  or  credit  of  such 
overpayment  may  nevertheless  be  made  or  allowed  if  claim 
therefor  is  filed  within  one  year  after  the  date  of  enactment  of 
this  Act.  In  the  case  of  a  claim  to  which  the  preceding 
sentence  applies,  the  amount  to  be  refunded  or  credited  as 
an  overpayment  shall  not  be  diminished  by  any  credit  or 
setoff  based  upon  any  item  other  than  the  amount  of  the 
award  referred  to  in  subsection  (a).  No  interest  shall  be 
allowed  or  paid  on  any  overpayment  resultiny  from  the 
application  of  this  section. 

(196)SEC.  28.  DEDUCTION  FOR  DEPRECIATION  BY  TENANT- 
STOCKHOLDER  OF  COOPERATIVE  HOUSING 
CORPORATION. 

(a)  Allowance  of  Deduction  —Section  216  (relat¬ 
ing  to  deductions  by  tenant-stockholders  of  a  cooperative 
housing  corporation )  is  amended  by — 

H.R.  10650 - 26 
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(1)  amending  the  heading  thereof  to  read  as  fol¬ 
lows: 

“SEC.  216.  DEDUCTION  OF  TAXES,  INTEREST,  AND  DEPRECIA¬ 
TION  BY  COOPERATIVE  HOUSING  CORPORATION 
TENANT-STOCKHOLDER and 

(2)  adding  at  the  end  of  section  216  the  following 
new  subsection: 

“(c)  Treatment  as  Property  Subject  to  Depre¬ 
ciation. — So  much  of  the  stock  of  a  tenant-stockholder  in  a 
cooperative  housing  corporation  as  is  allocable ,  under  regula¬ 
tions  prescribed  by  the  Secretary  or  his  delegate ,  to  a  pro¬ 
prietary  lease  or  right  of  tenancy  in  property  subject  to  the 
allowance  for  depreciation  under  section  167(a)  shall,  to  the 
extent  such  proprietary  lease  or  right  of  tenancy  is  used  by 
such  tenant-stockholder  in  a  trade  or  business  or  for  the  pro¬ 
duction  of  income,  be  treated  as  property  subject  to  the  allow¬ 
ance  for  depreciation  under  section  167(a).” 

(b)  Effective  Date. — The  amendment  made  by  sub¬ 
section  (a)  shall  be  effective  with  respect  to  taxable  years 
beginning  after  December  31,  1961. 
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(197)SEC.  29.  EXCLUSION  FROM  GROSS  INCOME  OF  GAIN  FROM 
SALE  OF  RESIDENCE  BY  INDIVIDUAL  AGE  65  OR 
OVER. 

(a)  Exclusion  From  Gross  Income— Part  111  of 
subchapter  B  of  chapter  1  (relating  to  items  specifically 
excluded  from  gross  income)  is  amended  by  renumbering 
section  121  as  122,  and  by  inserting  after  section  120  the 
following  new  section: 

“SEC.  121.  GAIN  FROM  SALE  OR  EXCHANGE  OF  RESIDENCE  OF 
INDIVIDUAL  WHO  HAS  ATTAINED  AGE  65. 

“(a)  General  Pule. — In  the  case  of  an  individual, 
gross  income  does  not  include  gain  from  the  sale  or  exchange 
after  December  31,  1962,  of  property  used  by  the  taxpayer 
as  his  principal  residence,  if — 

“(1)  the  taxpayer  has  attained  the  age  of  65  years 
before  such  sale  or  exchange  occurs,  and 

“(, 2)  such  property  has  been  used  by  the  taxpayer 
as  his  principal  residence  for  a  period  of  not  less  than 
5  years  at  the  time  such  sale  or  exchange  occurs. 

“(b)  Limitation  to  $30,000.— The  amount  of  gain 
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which  is  not  recognized  as  the  result  of  subsection  ( a)  shall 
not  exceed  the  same  proportion  of  such  gain  which  $30,000 
is  of  the  total  sales  price  of  such  property. 

“(c)  Property  Held  Jointly  by  Husband  and 
Wife. — In  the  case  of  property  held  by  a  husband  and  wife 
as  joint  tenants  or  as  tenants  by  the  entirety,  the  age  re¬ 
quirement  contained  in  subsection  (a)(1)  and  the  use  re¬ 
quirement  contained  in  subsection  (a)(2)  shall  be  treated 
as  having  been  met  by  both  the  husband  and  the  wife  if  it  is 
met  by  either  spouse. 

“(d)  Property  Used  in  Part  as  Principal  Resi¬ 
dence. — In  the  case  of  property  only  a  portion  of  which  is 
used  by  the  taxpayer  as  his  principal  residence,  subsection 
(a)  shall  apply  to  so  much  of  the  gain  from  the  sale  or  ex¬ 
change  of  such  property  as  is  determined,  under  regulations 
prescribed  by  the  Secretary  or  his  delegate,  to  be  attributable 
to  the  portion  of  the  property  used  by  the  taxpayer  as  his 
principal  residence. 

“(e)  Involuntary  Conversions. — For  purposes  of 
subsection  (a),  the  destruction,  seizure,  requisition,  or  con- 
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demnation  of  property ,  occurring  after  December  31,  1962, 

shall  be  treated  as  the  sale  or  exchange  of  such  property 

Table  of  Contents. — The  table  of  sections  for 

such  part  is  amended  by  striking  out 

“Sec.  121.  Cross  references  to  other  Acts. 

and  inserting  in  lieu  thereof 

“Sec.  121.  Gain  from  sale  or  exchange  of  residence  of  indi¬ 
vidual  who  has  attained  age  65. 

“Sec.  122.  Cross  references  to  other  Acts.” 

(c)  Technical  Amendments— (1)  Section  1033(h) 
(relating  to  involuntary  conversions)  is  amended  by  adding 
at  the  end  thereof  the  following  new  paragraph: 

“(3)  For  exclusion  from  gross  income  of  gain  from  in¬ 
voluntary  conversion  occurring  after  December  31, 1962, 
of  residence  of  taxpayer  who  has  attained  aged  65,  see 
section  121” 

(2)  Section  1034  (relating  to  sale  or  exchange  of  resi¬ 
dence)  is  amended  by  adding  at  the  end,  thereof  the  following 
new  subsection: 

“(k)  Cross  Reference. — 

“ For  exclusion  from  gross  income  of  gain  from  sale 
or  exchange  after  December  31, 1962,  of  residence  of  tax¬ 
payer  who  has  attained  age  65,  see  section  121.” 
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1  (d)  Effective  Date. — The  amendments  made  by  this 

2  section  shall  apply  to  taxable  years  beginning  after  Decem- 

3  ber  31,  1962. 

4  (198 )SEC.  30.  DEDUCTION  FOR  INCOME  TAX  PURPOSES  OF 

5  CONTRIBUTIONS  TO  CERTAIN  ORGANIZATIONS 

6  FOR  JUDICIAL  REFORM. 

1  For  purposes  of  section  170  of  the  Internal  Revenue 

8  Code  of  1954  (relating  to  deduction  for  charitable,  etc.,  con- 

9  tributions  and  gifts),  a  contribution  or  gift  made  after  De- 

10  cember  31,  1961,  with  respect  to  a  referendum  occurring  dur- 

11  ing  the  calendar  year  1962  to  or  for  the  use  of  any  nonprofit 

12  organization  created  and  operated  exclusively— 

13  (1)  to  consider  proposals  for  the  reorganization 

14  of  the  judicial  branch  of  the  government  of  any  State 

15  of  the  United  States  or  political  subdivision  of  such  State, 

16  and 

17  (2)  to  provide  information,  make  recommendations, 

18  and  seek  public  support  or  opposition  as  to  such  proposals, 

19  shall  be  treated  as  a  charitable  contribution  if  no  part  of  the 
90  net  earnings  of  such  organization  inures  to  the  benefit  of  any 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 


40? 


'private  shareholder  or  individual.  The  provisions  of  the 
preceding  sentence  shall  not  apply  to  any  organization  which 
participates  in,  or  intervenes  in,  any  political  campaign  on 
behalf  of  any  candidate  for  public  office. 

(199)SEC.  31.  AMENDMENT  TO  TITLE  I  OF  THE  SOCIAL  SECU¬ 
RITY  ACT  RELATING  TO  STATEMENT  OF 
FINANCIAL  STATUS  OF  CLAIMANTS  FOR  MEDI¬ 
CAL  ASSISTANCE  FOR  THE  AGED. 

Paragraph  (11)  of  section  2(a)  of  the  Social  Security 
Act  is  amended  (1 )  by  striking  out  “ and ”  and  at  the  end  of 
clause  (D),  (2)  by  striking  out  the  period  at  the  end  of 
clause  (E)  and  inserting  in  lieu  thereof  and”,  and  (3)  by 
adding  after  clause  (E)  the  following  new  clause: 

“(F)  may  provide  that  any  statement  required 
of  a  claimant  for  medical  assistance  for  the  aged,  if 
made  in  writing  and  signed  by  the  claimant,  shall, 
insofar  as  such  statement  relates  to  the  financial 
status  of  such  claimant,  be  presumed  by  such  State 
agency  to  be  factually  correct  for  purposes  of  deter¬ 
mining  his  eligibility  for  such  assistance.” 
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1  (200)SEC.  32.  FOREIGN  SUBSIDIARIES  MANUFACTURING  PROD- 

2  UCTS  ABROAD  FOR  SALE  IN  THE  UNITED 

3  STATES. 

4  (a)  Subpart  B  of  part  II  of  subchapter  N  of  chapter 

5  1  (relating  to  foreign  corporations)  is  amended  by  adding 

6  at  the  end  thereof  the  following  new  section: 

7  “SEC.  885.  CERTAIN  FOREIGN  CORPORATIONS  PRODUCING 

8  PRODUCTS  FOR  SALE  IN  THE  UNITED  STATES. 

9  “(a)  General  Rule.— In  the  case  of  any  foreign  cor- 

10  poration  to  which  this  section  applies  for  the  taxable  year 

11  “(1)  for  purposes  of  section  882(a),  such  foreign 

12  corporation  shall  be  deemed  to  be  engaged  in  trade  or 

13  business  within  the  United  States,  and 

14  “(2)  for  purposes  of  this  subtitle ,  the  gross  income 

15  of  such  corporation  from  sources  within  the  United 

16  States  shall  be  deemed  to  be  not  less  than  the  gross  in- 

11  come  which  it  derives  for  such  taxable  year  from  the 

18  sale  of  competitive  articles  which  are  sold  by  it  for  ulti- 

19  mate  use,  consumption,  or  disposition  in  the  United 

20  States. 

21  “(b)  Corporations  to  Which  Section  Applies. — 

22  This  section  shall  apply  to  a  foreign  corporation  for  the 

23  taxable  year  if — 
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“( 1)  at  any  time  during  such  taxable  year,  one 
or  more  domestic  corporations  own,  directly  or  through 
one  or  more  other  corporations,  10  percent  or  more  of 
the  outstanding  stock  of  such  corporation,  and 

“( 2)  for  such  taxable  year,  such  foreign  corpora¬ 
tion  derives  10  percent  or  more  of  its  gross  income  from 
the  sale  of  competitive  articles  which  are  sold  by  it  for 
ultimate  use,  consumption,  or  disposition  in  the  United 
States. 

“(c)  Competitive  Article  Defined. — For  purposes 
of  this  section,  the  term  ‘ competitive  article  means  any  ar¬ 
ticle  mined,  processed,  or  manufactured  outside  the  United 
States  for  a  foreign  corporation  which  is  the  same  as  or  sim¬ 
ilar  to  any  article  mined,  processed,  or  manufactured  in  the 
United  States  ( or  formerly  mined,  processed,  or  manufac¬ 
tured  in  the  United  States)  by — 

“(1)  any  domestic  corporation  which,  with  respect 
to  such  foreign  corporation,  is  described  in  subsection 
(b)(1);  or 

“(2)  any  subsidiary  of  a  domestic  corporation 


described  in  paragraph  (1)  of  this  subsection.” 
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(b )  The  table  of  sections  for  such  subpart  B  is  amended 

by  adding  at  the  end  thereof  the  following: 

“Sec.  885.  Certain  foreign  corporations  producing  products 
for  sale  in  the  United  States 

(c )  The  amendments  made  by  this  section  shall  apply 
to  taxable  years  beginning  after  December  31,  1962. 
(201)SEC.  33.  EFFECTIVE  DATE  OF  AMENDMENT  TO  SECTION 

1374(b). 

The  amendment  made  by  section  2(b)  of  Public  Law 
86^-376  (73  Stat.  699)  shall  take  effect  on  September  2, 

1958. 

SEC.  (202)3i  34.  TREATIES. 

(203)Scction  7852-fdf  of  Ike  Internal  Revenue  Code  of  40M 
-f relating  to  treaty  obligations)-  shall  net  apply  in  respect  of 
any  amendment  made  fey  this  Aet? 

No  provision  of  this  Act  shall  apply  in  any  case  where 
its  application  would  be  contrary  to  any  treaty  obligation 
of  the  United  States. 

Passed  the  House  of  Representatives  March  29,  1962. 

Attest:  RALPH  R.  ROBERTS, 

Clerk. 

Passed  the  Senate  with  amendments  September  6,  1962. 

Attest:  EELTON  M.  JOHNSTON, 

Secretary. 
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PUBLIC  LANDS.  The  Interior  and  Insular  Affairs  Committee  reported  with  amenjd- 
^ments  S.  3160,  to  amend  the  act  of  March  8,  1922  (permitting  entry  on  and 
itent  for  land  containing  minerals)  so  as  to  extend  its  provisions  to  t^He 
toynsite  laws  applicable  in  Alaska  (S.  Rept.  2022) .  p.  17836 

3.  PERI SUABLE  COMMODITIES.  Conferees  were  appointed  on  S.  1037,  to  ame/d  the 
Perishable  Agricultural  Commodities  Act  regarding  fees,  oral  hear^gs,  and  re- 
licensing  House  conferees  have  not  yet  been  appointed,  p.  178,62 

4.  WILDLIFE;  REbREATTON .  SenS,  Williams,  N.  J. ,  and  Keating  submitted  amendments  ■ 

intended  to  bh  proposed  to  H.  R.  1171,  to  increase  the  public  benefits  from  the 
national  fish  and  wildlife  conservation  areas  through  the^r  incidental  or 
secondary  use  fon,  public  recreation,  pp.  17862-3 

5.  TAXATION.  Passed  with  amendments  H.  R.  6413,  to  extep4  to  fishermen  the  same 
treatment  accorded  farmers  in  relation  to  estimated/ income  tax.  p*  17864 

6.  FOREIGN  TRADE.  Sen.  Humphrey  inserted  an  article^  ’’Challenge  for  America: 

Trade  or  Fade,”  support ing\enactment  of  the  preposed  Trade  Expansion  Act  of 
1962.  pp.  17837-40 

7.  EMPLOYMENT;  ECONOMICS.  Sen.  Douglas  submitted  a  resolution  to  authorize  the 

printing  of  additional  copies  oiNheari  rig's  of  the  Jt.  Economic  Committee,  State 
of  the  Economy  and  Policies  for  Fall  Employment .”  pp.  17836,  17837 

Sen.  Humphrey  inserted  an  article^y  Leon  Keyserling,  ’’One  Prescription  for 
Unemployment.”  pp.  17840-1 

8.  HOUSING.  Sen.  McNamara  submitted^ a  resolution  to  authorize  the  printing  of 

additional  copies  of  a  committee  print  of  yhe  Special  Committee  on  Aging, 
"Housing  for  the  Elderly.”  tf.  17837 

9.  CUBA;  FOREIGN  AGRICULTURE./  Sen.  Dodd  inserted  Several  articles  discussing  the 
situation  in  Cuba,  including  the  shortage  of  foo)^  supplies.  pp.  17874-7 

10.  INFORMATION .  Sen.  Thurmond  inserted  several  articled  on  a  new  book,  "Washington 
Cover-Up,"  regarding  the  use  of  executive  privilege  ity  withholding  information 
from  Congress,  np.  17865-6 

HOUSE 

FARM  PROGRAM^  The  "Daily  Digest”  states,  "Conferees  continued*,  in  executive 
session,  to  resolve  the  differences  between  the  Senate-  and  House-passed  ver¬ 
sions  op H.  R.  12391,  proposed  Food  and  Agriculture  Act  of  1962,\but  did  not 
reach  /final  agreement,  and  will  meet  again  tomorrow.”  p.  D821 


Public 
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12.  MIGRANT  LABOR.  Passed  with  amendment  S.  1130,  to  amend  title  III  of  eye 
7ialth  Service  Act  to  authorize  grants  for  improving  domestic  agricult 
nigratory  workers'  health  services  and  conditions.  A  similar  bill,  H, 

12365,  was  laid  on  the  table,  pp.  17804,  17808-14 

^3,  MILITARY  CONSTRUCTION  APPROPRIATIONS.  Conferees  were  appointed  on  H.  R.  1287< 
the  military  construction  appropriation  bill.  Senate  conferees  have  already 
been  appointed,  p,  17802 

14.  TAXATION.  Conferees  were  appointed  on  H.  R.  10650,  the  proposed  Revenue  Act  of 

1962.  Senate  conferees  have  already  been  appointed,  p.  17802 
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HIGHLIGHTS :  Senate  agreed 

to  House  amendments  r© 

public  works  acceleration  bill. 

Sen.  Humphrey  inserted  article  supporting  propose 

\foreign  trade  bill. 

SENATE 


PUBLIC  WORKS.  By  a  vote'of  45  to  22,  agreed  to  the  Hous"e  amendments  to  S.  2965, 
the  public  works  acceleration  bill  (pp.  17842,  17847-61)  This  bill  will  now 
be  sent  to  the  Presi/dent.  As  agreed  to  the  bill  authorizes  an  immediate  $900 
million  public  works  program  in  those  areas  which  are  designated  by  the  Secre¬ 
tary  of  Commerce  -under  the  Area  Redevelopment  Act  as  "redevelopment  areas"  and 
those  areas  whicn  the  Secretary  of  Labor  designates  each  monthias  having  been 
areas  of  substantial  unemployment  for  at  least  9  of  the  preceding,  12  months. 

Of  the  $900  nallion  authorized  to  be  appropriated,  $300  million  is\to  be  re¬ 
served  for  Allocation  in  areas  designated  under  Sec.  5  (b)  of  the  Area  Redevel* 
opment  Act / relating  to  unemployment  in  rural  areas. 

By  a Aote  of  30  to  38,  rejected  an  amendment  by  Sen.  Cooper  to  correct  a 
technical  error  in  the  bill  which  erroneously  refers  to  a  section  not  in\£he 
bill./pp.  17842,  17847-52 

Ejected  an  amendment  by  Sen.  Lausche  to  strike  out  a  House  amendment  whiph 
alters  the  amount  of  money  that  local  and  State  governments  may  post  to  qual: 
themselves  for  participation  in  the  grants  that  are  to  be  made,  pp,  17856* 
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WASHINGTON,  MONDAY,  SEPTEMBER  10,  1962 


House  of  Representatives 


The  House  met  at\2  o’clock  noon. 

Rt.  Rev.  Dr.  Theoaosios  L.  Sideris, 
bishop  of  Ancona,  Grqek  Orthodox 
Archdiocese  of  North  and  '^outh  Amer¬ 
ica,  sixth  archdiocesan  district,  Pitts¬ 
burgh,  Pa.,  offered  the  following,  prayer: 

Eternal  God,  from  whom  alK  bless¬ 
ings  flow,  we  reverently  bow  our  Reads 
in  prayer  before  Thy  magnificence, 
thanking  Thee  for  Thy  many 
bountiful  gifts.  We  pray  for  our  belovec 
President  of  these  United  States,  for  the 
Members  of  this  respected  Congress,  and 
for  all  principals  and  authorities,  that 
they  may  be  enabled  to  discharge  the 
duties  of  their  respective  office  with  hon¬ 
esty  and  ability. 

We  further  pray  for  our  brethren,  our 
fellow  citizens  throughout  the  United 
States  and  for  all  mankind  throughout 
the  world,  that  we  may  be  blessed  in  the 
knowledge,  sanctified  in  the  observance 
of  Thy  most  holy  law,  and  that  we  may 
abide  in  union  and  peace,  guided  always 
by  Thy  divine  providence. 

In  these  difficult  and  strenuous  times 
in  which  we  live,  we  realize  even  more 
the  importance  of  Thy  strength  and  wis¬ 
dom  to  offset. the  human  weakness  and 
limitations  we  experience  from  time  to 
time. 

Heavenly  Father,  we  beseech  Thee  to 
strengthen  our  leaders  and  people,  that 
we  might  become  the  living  example  for 
all  nations  in  the  universal  struggle  foj 
peace  and  concord. 

May  the  Lord  bless  us  and  keep/ us, 
make  His  face  to  shine  upon  us  arjd  give 
us  everlasting  peace.  Amen. 

THE  JOURNO 

The  Journal  of  the/broceedings  of 
Thursday,  September  fs,  1962,  was  read 
and  approved. 

MESSAGE  EftOM  THE  SENATE 

A  message/from  the  Senate  by  Mr. 
McGown,  one  of  its  clerks,  announced 
that  the/Serfate  had  passed  without 
amendment  bills  and  a  joint  resolution 
of  thp'TIouse  of  the  following  titles: 

4635.  An  act  for  the  relief  of  Hattie 
Joseph  Patrick,  Sr.,  and  for  the  legal 


guardian  of  Betty  Ann  Smith  and  the  legal 
guardian  of  Stanley  Smith,  and  for  the  legal 
guardian  of  James  E.  Harris,  Jr.; 

H.R.  6021.  An  act  for  the  relief  of  Lt.  Don 
Walsh  and  Lt.  Lawrence  A.  Shumaker; 

H.R.  10242.  An  act  to  amend  Private  Law 
86-339; 

H.R.  10383.  An  act  to  amend  the  Federal 
Home  Loan  Bank  Act  to  give  Puerto  Rico 
the  same  treatment  as  a  State  in  the  elec¬ 
tion  of  Federal  Home  Loan  Bank  Directors; 

H.R.  12024.  An  act  for  the  relief  of  Li- 
brande  P.  Caltagirone;  and 

H.J.  Res.  627.  Joint  resolution  extending 
th^  duration  of  copyright  protection  in  c^jS 
tainscases. 

The'-message  also  announced  thdf,  the 
Senate  had  passed,  with  amenchnents  in 
which  thexconcurrence  of  the/House  is 
requested,  bills  of  the  Hous^of  the  fol¬ 
lowing  titles:' 

H.R.  8038.  An  Eiot  to  ampfid  section  491  of 
title  18,  United  States  Code,  prohibiting  cer¬ 
tain  acts  involving  the/use  of  tokens,  slugs, 
disks,  devices,  papersyov  other  things  which 
are  similar  in  size  and  shape  to  the  lawful 
coins  or  other  currency  of  the  United  States; 

H.R.  8355.  An/act  to  authorize  executive 
agencies  to  grant  easements  in,' over,  or  upon 
real  property/ of  the  United  States  under  the 
control  of,,^uch  agencies,  and  for  other  pur¬ 
poses;  ar"" 

H.Ryf  1217.  An  act  to  amend  section  6112 
of  title  10,  United  States  Code.  \ 

ie  message  also  announced  that  tftq 
senate  had  passed,  with  an  amendment^ 
in  which  the  concurrence  of  the  House 
is  requested  a  bill  of  the  House  of  the 
following  title: 

H.R.  10.  An  act  to  encourage  the  establish¬ 
ment  of  voluntary  pension  plans  by  self- 
employed  individuals. 

The  message  also  announced  that  the 
Senate  insists  upon  its  amendment  to  the 
foregoing  bill,  requests  a  conference 
with  the  House  on  the  disagreeing  votes 
of  the  two  Houses  thereon,  and  appoints 
Mr.  Byrd  of  Virginia,  Mr.  Kerr,  Mr. 
Long  of  Louisiana,  Mr.  Smathers,  Mr. 
Williams  of  Delaware,  Mr.  Carlson,  and 
Mr.  Bennett  to  be  the  conferees  on  the 
part  of  the  Senate. 

The  message  also  announced  that  the 
Senate  had  passed,  with  amendments  in 
which  the  concurrence  of  the  House  is 
requested,  a  bill  of  the  House  of  the 
following  title: 


to  amend  the  Internal 
to  provide  a  credit  for 
in  depreciable  property, 
defects  and  inequities. 


H.R.  10650.  An 
Revenue  Code  of  1 
investment  in 
to  eliminate  ce, 
and  for  other, 

The  message  also  announced  that  the 
Senate  insists  upon  its  amendments  to 
the  foregoing  bill,  requests  a  conference 
with  the  House  on  the  disagreeing  votes 
of. the  two  Houses  thereon,  and  appoints 
Lr.  Byrd  of  Virginia,  Mr.  Kerr,  Mr.  Long 
of  Louisiana,  Mr.  Smathers,  Mr.  Wil¬ 
liams  of  Delaware,  Mr.  Carlson,  and  Mr. 
Bennett  to  be  the  conferees  on  the  part 
of  the  Senate. 

The  message  also  announced  that  the 
Senate  had  passed,  with  amendments  in 
which  the  concurrence  of  the  House  is 
requested,  a  bill  of  the  House  of  the  fol¬ 
lowing  title: 

H.R.  12870.  An  act  making  appropriations 
for  military  construction  for  the  Department 
of  Defense  for  the  fiscal  year  ending  June  30, 
1963,  and  for  other  purposes. 

.  The  message  also  announced  that  the 
Senate  insists  upon  its  amendments  to 
the  foregoing  bill,  requests  a  conference 
with  the  House  on  the  disagreeing  votes 
of  the  two  Houses  thereon,  and  appoints 
Mr.  Stennis,  Mr.  Chavez,  Mr.  Monroney, 
Mr.  Saltonstall,  and  Mr.  Kuchel  to  be 
the  conferees  on  the  part  of  the  Senate. 

The  message  also  announced  that  the 
Senate  had  passed  bills,  a  joint  resolu¬ 
tion,  and  a  concurrent  resolution  of  the 
following  titles,  in  which  the  concurrence 
of  thfe'House  is  requested : 

S.  2773;.,  An  act  to  amend  section  503  of 
the  Federal,  Aviation  Act  to  provide  substan¬ 
tive  FederaiN.law  relating  to  the  validity  of 
conveyances  which  affect  title  to  or  interests 
in  civil  aircraft  of  the  United  States  and 
related  equipment 

S.  3154.  An  act  tb.  amend  Public  Law  86- 
184,  an  act  to  provide  for  the  striking  of 
medals  in  commemoranon  of  the  100th  an¬ 
niversary  of  the  admission  of  West  Virginia 
into  the  Union  as  a  State; 

S.  3451.  An  act  to  provide\relief  for  resi¬ 
dential  occupants  of  unpat&nted  mining 
claims  upon  which  valuable  improvements 
have  been  placed,  and  for  other  ] 

S.  3646.  An  act  to  amend  the  Conhnunlca- 
tions  Act  of  1934,  as  amended,  relative  to 
merger  of  domestic  telegraph  carriers; 

S.J.  Res.  214.  Joint  resolution  authof 
ing  the  President  of  the  United  States 
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Bsignate  the  period  from  November  26, 
1962,  through  December  2,  1962,  as  National 
Cultairal  Center  Week;  and 
S.  Oon.  Res.  53.  Concurrent  resolution  fa- 
voring'air  travel  by  legislative  and  Govern¬ 
ment  officers  and  employees  on  U.S.-flag  air 
carriers. 

The  menage  also  announced  that  the 
Senate  agreed  to  the  amendments  of  the 
House  of  Representatives  to  the  concur¬ 
rent  resolution  oS.  Con.  Res.  86)  entitled 
“Concurrent  resolution  favoring  the  sus¬ 
pension  of  deportaoinn  of  certain  aliens’’ 
with  an  amendment\as  follows:  Page  2, 
after  line  3,  insert: 

Page  5,  after  line  4,  inserts 
“Sec.  5.  The  Congress  approves  the  grant¬ 
ing  of  the  status  of  permanent  residence  in 
the  case  of  the  alien  hereinafter  named,  in 
which  case  the  Attorney  General  has  deter¬ 
mined  that  such  alien  is  qualifiechunder  the 
provisions  of  section  4  of  the  Displaced  Per¬ 
sons  Act  of  1948,  as  amended  (62  StH-  1011; 
64  Stat.  219;  50  App.  U.S.C.  1953)  : 
“A-7116387,  Rock,  Peiga  Altmann.’ 

The  message  also  announced  that  t>\e 
Senate  agrees  to  the  report  of  the  com¬ 
mittee  of  conference  on  the  disagreeing 
votes  of  the  two  Houses  on  the  amend¬ 
ments  of  the  House  to  the  bill  (S.  167) 
entitled  “An  act  to  authorize  the  Attor¬ 
ney  General  to  compel  the  production  of 
documentary  evidence  required  in  civil 
investigations  for  the  enforcement  of 
the  antitrust  laws,  and  for  other  pur¬ 
poses.” 

MAKING  APPROPRIATIONS  FOR 
MILITARY  CONSTRUCTION  FOR 
THE  DEPARTMENT  OF  DEFENSE 
FOR  FISCAL  YEAR  1963  AND  FOR 
OTHER  PURPOSES 
Mr.  SIKES.  Mr.  Speaker,  I  ask  unan¬ 
imous  consent  to  take  from  the  Speak¬ 
er’s  table  the  bill  (H.R.  12870)  making 
appropriations  for  military  construction 
for  the  Department  of  Defense  for  fiscal 
year  1963  and  for  other  purposes,  with 
Senate  amendments  thereto,  disagree  to 
the  Senate  amendments,  and  agree  to 
the  conference  asked  by  the  Senate. 

The  SPEAKER.  Is  there  objection  to 
the  request  of  the  gentleman  from  Flor¬ 
ida?  The  Chair  hears  none,  and  ap¬ 
points  the  following  conferees;  Messrs. 
Sheppard,  Sikes,  Cannon,  Jonas,  am 
Taber. 


Mr.  MILLS.  In  all  probability,  it 
would  be  next  week;  I  cannot  be  certain, 
but  not  before  Friday  of  this  week. 

Mr.  GROSS.  Mr.  Speaker,  I  with¬ 
draw  my  reservation  of  objection. 

The  SPEAKER.  Is  there  objection  to 
the  request  of  the  gentleman  from 
Arkansas? 

The  Chair  hears  none,  and  appoints 
the  following  conferees:  Messrs.  Mills, 
King  of  California,  Boggs,  Keogh, 
Byrnes  of  Wisconsin,  and  Baker. 


VOLUNTARY  PENSION  PLANS  BY 

SELF-EMPLOYED  INDIVIDUALS 

Mr.  MILLS.  Mr.  Speaker,  I  ask  unan¬ 
imous  consent  to  take  from  the  Speak¬ 
er’s  table  the  bill  (H.R.  10)  to  encourage 
the  establishment  of  voluntary  pension 
plans  by  self-employed  individuals,  with 
Senate  amendments  thereto,  disagree  to 
the  Senate  amendments  and  agree  to  the 
conference  requested  by  the  Senate. 

The  SPEAKER.  Is  there  objection  to 
the  request  of  the  gentleman  from 
^Arkansas? 

Mr.  BYRNES  of  Wisconsin.  Mr. 
Shaker,  reserving  the  right  to  object, 
wonder  if  the  chairman  of  the  commit¬ 
tee  cPu Id  advise  us  whether  the  confer¬ 
ence  on  this  bill  will  be  under  the  .same 
schedulohe  recently  suggested? 

Mr.  MaTiS.  It  would  be.  It  yould  be 
impossible  Vor  us  to  get  to  conference 
before  Friday  of  this  week  ori  either  of 
these  two  bilk 

Mr.  BYRNES  of 
Speaker,  I  withdraw 
objection. 

The  SPEAKER, 
the  request  of  tl 
Arkansas? 

The  Chair  hetrs  nonc\  and  appoints 
the  following  oonferees:  Messrs.  Mills, 
King  of  California,  Keogh,  Mason, 
Byrnes  of  Wisconsin,  and  Baker. 


Wisconsin.  Mr. 
my  reservation  of 

''there  objection  to 
.gentleman  from 


AMENDING  INTERNAL  REVENUE 
CODE  OF  1954 

Mr.  MILLS.  Mr.  Speaker,  I  ask  unan¬ 
imous  consent  to  take  from  Hie  Speaker’s 
table  the  bill  (H.R.  10650)  to  amend  the 
Internal  Revenue  Code  of  1954  to  provide 
a  credit  for  investment  in  certain  depre¬ 
ciable  property,  to  eliminate  certain  de¬ 
fects  and  inequities,  and  for  other  pur¬ 
poses,  with  Senate  amendments  thereto, 
disagree  to  the  Senate  amendments,  and 
agree  to  the  conference  requested  by  the 
Senate. 

The  SPEAKER.  Is  there  objection  to 
the  request  of  the  gentleman  from 
Arkansas? 

Mr.  GROSS.  Mr.  Speaker,  reserving 
the  right  to  object,  can  the  gentleman 
give  us  any  information  as  to  when  he 
would  expect  to  go  to  conference,  either 
this  week  or  next  week? 


NATIONAL  SAFETY  COUNCIL \50TH 
ANNIVERSARY  YEAR 

IT.  FORRESTER.  Mr.  Speaker,  I  a> 
unanimous  consent  for  the  immediate 
Consideration  of  the  joint  resolution  (S. 

' J.  Res.  222)  providing  for  the  designa¬ 
tion  of  the  period  October  1962  through 
October  1963  as  “National  Safety  Coun¬ 
cil  50th  Anniversary  Year.” 

The  Clerk  read  the  title  of  the  joint 
resolution. 

The  SPEAKER.  Is  there  objection  to 
the  request  of  the  gentleman  from 
Georgia? 

There  was  no  objection. 

The  Clerk  read  as  follows: 

Whereas  October  1962  marks  the  beginning 
of  the  fiftieth  anniversary  observance  of  the 
founding  of  the  National  Safety  Council; 
and 

Whereas  the  council  has  striven  faithfully 
during  this  half  century  to  develop  and  im¬ 
plement  sound,  effective  programs  directed 
toward  the  prevention  of  accidents  of  all 
kinds;  and 

Whereas  the  prevention  of  accidents  is  of 
the  greatest  importance  to  the  success  of  our 
economy  and  the  well-being  of  our  Nation; 
and 

Whereas  the  records  have  shown  a  notable 
and  steady  decline  in  the  rates  of  accidental 


death  and  injury  as  a  result  of  national  pro¬ 
grams  of  the  organized  safety  movment;  and 
Whereas  this  decline  in  accident  rates  der 
onstrates  the  value  of  nationwide ^safety  .Cc- 
tivities  as  carried  on  under  the  leadership  of 
the  National  Safety  Council;  and 

Whereas  the  Congress  enacted  a /'Federal 
charter  for  the  National  Safety  Council;  and 
Whereas  the  National  Safety  Council,  as  a 
guardian  of  the  public  interest;  has  proved 
its  dedication  to  the  safety  and  welfare  of 
the  Nation’s  citizens,  as  set  Jorth  in  its  Fed¬ 
eral  charter :  Therefore  be  it 
Resolve d  by  the  Senoae  and  House  of 
Representatives  of  tha'  United  States  of 
America  in  Congress /assembled.  That  the 
President  is  authorized  and  requested  to  is¬ 
sue  a  proclamation^  designating  the  period 
October  1962  through  October  1963  as  “Na¬ 
tional  Safety  Cmmcil  Fiftieth  Anniversary 
Year,”  and  calling  upon  the  governments  of 
the  States  and  communities  and  the  people 
of  the  United  States  to  join  in  observance  of 
this  significant  occasion  and  to  increase  their 
efforts  tar  reduce  the  number  of  accidents  in 
homesyln  industry,  in  public  places,  and  on 
our  sheets  and  highways. 

The  joint  resolution  was  ordered  to 
4  read  a  third  time,  was  read  the  third 
time,  and  passed. 

A  motion  to  reconsider  was  laid  on 
the  table. 


STANDBY  AUTHORITY  TO  CALL  UP 
MILITARY  RESERVISTS 

(Mr.  ALBERT  asked  and  was  given 
permission  to  address  the  House  for  1 
minute  and  to  revise  and  extend  his 
remarks.) 

Mr.  ALBERT.  Mr.  Speaker,  I  take 
this  time  to  advise  the  House  that  the 
distinguished  chairman  of  the  Commit¬ 
tee  on  Armed  Services,  the  gentleman 
from  Georgia  [Mr.  Vinson],  will  today 
introduce  a  resolution  implementing  the 
President’s  request  for  standby  authority 
to  call  up  military  reservists  for  1  year. 

I  am  sure  the  American  people  will 
support  the  President’s  decision  in  this 
instance  in  overwhelming  numbers. 
This  action  reaffirms  the  policy  of  the 
Government  of  the  United  States  that, 
in  this  dangerous  age  in  which  we  live, 
we  shall  at  all  times  operate  from  a 
losition  of  strength  and  preparedness. 
(e  shall  be  ready  for  any  and  every 
emergency  around  the  clock  and  through 
the ^calendar. 

Tothis  same  end,  this  Congress  in  the 
last  18\months  has  provided  additional 
funds  totaling  some  $9  billion  to  improve 
both  our  \uclear  and  our  conventional 
capabilities^ 

To  this  saihe  end  also,  I  am  sure  the 
Congress  will  expedite  action  on  the  res¬ 
olution  to  be  introduced  today  by  the 
gentleman  from  Georgia  to  implement 
the  President’s  request. 


CRIMES  AND  OFFENSES 

Mr.  FORRESTER.  Speaker,  I 

ask  unanimous  consent  to  take  from  the 
Speaker’s  desk  the  bill  (H.R\  8038)  to 
amend  section  491  of  title  l\  United 
States  Code,  prohibiting  certain  nets  in¬ 
volving  the  use  of  tokens,  slugs, 'disks, 
devices,  papers,  or  other  things  which 
are  similar  in  size  and  shape  to  the  law¬ 
ful  coins  or  other  currency  of  the  United 
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to  accomplish, M  and  inserted  correspondence  with  Secretary  Freeman  to  "clear 
up  tft^s  misunderstanding."  p.  19510 

13.  TRANSPORTATION.  Passed  as  reported  H.  R.  5700,  to  authorize  the  Secipdtary  of 
the  Treasury  to  designate  any  contract  carrier,  authorized  to  act  as  such  by 
any  agency  of  the  U.  S.,  as  a  carrier  of  bonded  merchandise  for  t.he  final  re¬ 
lease  of  which  from  customs  custody  a  permit  has  not  been  issue/1,  p.  19533 


14.  TAXATION.  The  "Daily  Digest"  states  that  conferees  agreed  to  file  a  conference 
report  on  H.  R.  10650,  the  proposed  Revenue  Act  of  1962,  by  next  Sat.  or  Mon. 
p.  D391 


15.  STATISTICS.  The  Post  Office  and  Civil  Service  Committee  v£>ted  to  report  (but 

did  not  actually  report)  H.  R.  7791,  to  provide  for  the/collection  and  publica¬ 
tion  of  foreign  commerce  and  trade  statistics,  p, 


D88i 


16.  PUBLIC  WORKS.  Sen.  Long, 
in  St.  Francois  County,  M 
Acceleration  Act.  pp.  1950 


,  urged  the  construction^  of  a  new  youth  institution 
with  funds  made  available  by  the  Public  Works 
.-2 


7.  RESEARCH.  Sen.  Boggs  inserted^an  address  by 
agricultural  experiment  station,  Ohio  State  Uj 
the  Future."  pp.  19495-501 


associate  director  of  the 
diversity,  "Research  Will  Govern 


18.  WATER  POLLUTION.  Sen.  Keating  commended 

ject  to  control  pollution  of  the  Mohawk 

19.  PERSONNEL.  Sen.  Clark  commended  the  co/ 

Federal  retirees,  p.  19465 


Schenectady  Jaycees  for  their  pro- 
fiver.  pp.  19522-3 

nittee  action  to  increase  annuities  for 


20.  F0RESTP.Y.  Passed  as  reported  H. 
culture  to  encourage  and  assist 
research  by  providing  grants  an 
land-grant  colleges  and  univer 
other  colleges  and  universities 
forestry,  p.  19528 


R./12688,  to  authorize  the  Secretary  of  Agri- 
(e  States  in  carrying  on  a  program  of  forestry 
jther  assistance  for  forestry  research  to 
.ties  or  agricultural  experimental  stations  and 
offering  graduate  training  in  sciences  basic  to 


21.  TAXATION.  Passed  as  report/d  H.  R.  5260,  to  continue  for  an  additional  three- 

year  period  the  existing /suspensions  of  the  tax  on  the  first  domestic  process¬ 
ing  of  coconut  oil,  palni  oil,  palm-kernel  oil,  and  fatty  acids,  salts,  com¬ 
binations,  or  mixtures/thereof,  pp.  19532-3 

22.  MINERALS.  The  Interior  and  Insular  Affairs  Committee  voted  to  report  (but  did 

not  actually  report?)  H.  R.  11049,  to  provide  for  the  relief  of  certain  oil  and 
gas  lessees  under/the  Mineral  Leasing  Act,  and  with  amendment  S.  1696,  to 
authorize  the  Se/retary  of  the  Interior  to  conduct  a  survey  of  federally  owned 
lands  for  the  purpose  of  locating  strategic  minerals,  p.  D888 

23.  PATENTS.  The/Judiciary  Committee  voted  to  report  (but  did  not  actually  report) 

S.  2225,  to/fix  the  fees  payable  to  the  Patent  Office;  S.  2639,  relating  to  the 
oath  of  applicant  for  patent,  and  verification  by  the  applicant  of  application 
for  trademark  registration;  and  H.  R.  12513,  to  provide  for  public  notice  of 
settlements  in  patent  interferences.  p.  D889 

24.  WATER  l(E SOURCES.  Sen.  Anderson  inserted  an  address  by  Secretary  of  Interior 
Udal/1  on  water  resource  development  at  the  dedication  of  the  Navajo  Dam,  Sa^ 
Juefo  County,  N.  Mex.  pp.  19498-9 
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'R5.  EDUCATION.  The  Labor  and  Public  Welfare  Committee  voted  to  report  (but  did 
actually  report)  with  amendment  S.  3477,  to  provide  for  a  program  to  assist 
vthe  States  in  further  developing  their  programs  or  general  university  extension 
ication.  p.  D889 


26.  FORE ICK AGRICULTURE.  Sen.  Dodd  and  Wiley  inserted  articles  discussing  the  short¬ 
age  of^food  in  Communist  China,  pp.  19494-6-  19502 


ITEMS  IN  APPENDIX 


27.  TRANSPORTATION,  ^tension  of  remarks  of  Rep.  Berry  inserting  an  article  in¬ 
dicating  the  losses,  suffered  by  South  Dakota  industry  due/co  the  Chicago  and 
North  Western  Railway  strike,  p.  A7081 


28.  FOREIGN  AID.  Extension  oR  remarks  of  Rep.  Derounian  inserting  an  article  sup¬ 
porting  House  cuts  in  the  Foreign  aid  program.  p./A7090 


29.  FOREIGN  TRADE.  Extension  of  reW'ks  of  Rep.  Land  inserting  an  article  indicat¬ 
ing  that  the  Trade  Expansion  ActNtn.ll  not  adversely  affect  the  New  England 
textile  industry.  p.  A7094  N^  /  _  m 


Extension  of  remarks  of  Rep.  Philbin  cphdemning  free  trade  as  a  threat  to  ( 

American  industry  and  labor.  pp.  A709‘ 

Extension  of  remarks  of  Rep.  Lane  inserting  an  article  commending  the 
Congress  for  its  "far-sighted"  passage  of  nan  Trade  Expansion  Act.  p.  A7095 


PRINTED  HEARINGS/RECEIVED  IN 


;s  OFFICE 


30.  APPROPRIATIONS.  Foreign  operations  appropriations  fbx  1963,  part  4>'and  supple¬ 
mental  appropriation  bill,  L8f63.  H.  Appropriations  Cbmmittee. 


31.  TOBACCO.  H.  R.  12855  and/H.  R.  12910,  exemption  of  certai\tobaccos  relating  to 
lease  and  transfer  of  t/bacco  acreage.  H.  Agriculture  Committee. 


32.  FHA  LOANS.  H.  R.  12£53,  increase  loan  limitations  of  Farmers  Hom^ Administra¬ 
tion.  H.  Agriculture  Committee. 


33.  WILDLIFE.  S.  1504  and  other  bills  relating  to  fish  and  wildlife  legislation.  ^ 
S.  Commerce  Committee. 


34.  PURCHASING/  Administration  of  the  Davis-Bacon  Act,  part  1.  H.  Education  anc 
Labor  Committee. 


0 


COMMITTEE  HEARINGS  SEPT.  26: 


Agricultural  appropriation  bill,  conferees  (exec). 
House  Agriculture  (exec.,  on  pending  legislation). 
Administration's  transportation  bills,  S.  Commerce 


oOo 


\ 


fro 


Get.  /  /? 


29. \TRADE  FAIRS.  Passed  under  suspension  of  the  rules  S.  3389,  to  promote  the 
oreign  commerce  of  the  U.  S.  through  the  use  of  mobile  trade  fairs. 

pV  20354,  20399-401 

30.  AGRI&JLTURE  COMMITTEE.  The  "Daily  Digest"  states  that  the  Agriculture' Committee 

"Passed  over  without  prejudice  H.  R.  10101,  to  provide  for  a  prograpf  of  agri¬ 
cultural  land  development  in  Alaska;  S.  3589,  to  acquire  lands  in  Wright  Coun¬ 
ty,  Mimus-  and  exchange  them  with  the  State  of  Minnesota  for  Stat^-owned  lands 
in  the  Superior  National  Forest ;  and  S.  3517,  to  establish  and  Carry  out  a 
program  to  promote  the  flow  of  domestically  produced  lumber  itj'  commerce." 
p.  D919 


/ 


31.  TRANSPORTATION.  'Itessed  under  suspension  of  the  rules,  H. 
the  time  limitation  within  which  a  vessel,  otherwise  qua] 
exception,  could  redocument  under  United  States  registi 


12968,  to  remove 
.fied  under  this 
pp.  20402-3 


32.  TAXATION.  Received  the  conference  report  on  H.  R.  10650,  the  proposed  Revenue 
Act  of  1962  (H.  Rept.  2508).  pp.  20413-27 


33. 


34. 

35. 

36. 


^7. 


38. 


39. 


40, 


41. 
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FOREIGN  AFFAIRS.  Received  from  the  Secretary  of  State  a  draft  of  a  proposed 
bill  "authorizing  an  appropriation  to  enable  the  United  States  to  extend  an 
invitation  to  the  Food  and  Agriculture  Organization  (FAO)  of  the  United  Na¬ 
tions  to  hold  a  World  Food  Congress  in  the  United  States  in  1963  ;  to  Foreign 
Affairs  Committee,  p.  20443 

WILDLIFE.  The  Merchant  Marine  and  Fisheries  Committee  reported  without  amend¬ 
ment  H.  R.  13176,  to  increase  the  participation  by  counties  in  revenue  from 
the  national  wildlife  refuge  system,  p.  20443 

SMALL  BUSINESS.  The  Select  Committee  on  Small  Business  issued  a  report  on  the 
financing  problems  of  small  business  (H.  Rept.  2500).  p.  20443 

PUBLIC  WORKS.  The  Public  Works  Committee  reported  with  amendment  H.  R.  13273, 
the  public  works  authorization  bill  (H.  Rept.  2504).  p.  20443 

r-J .  /  :■  \ 

ITEMS  IN  APPENDIX 

FOREIGN  AID.  Various  insertions  favoring  and  opposing  the  reductions  made  by 
the  House  in  foreign  aid  appropriations,  pp.  A7187,  A7197,  A7213-4,  A7Z18, 
A7223-5  / 

TRANSPORTAION .  Rep.  McCormack  commended  and  inserted  an  address  by  the  Presi¬ 
dent  of  the  U.  S. /freight  Co.,  "Our  Transportaion  Problems- ^Time  for  Action. 

pp.  A7191-3  /  '  \ 

LEGISLATIVE  PROGRAM.  Extension  of  remarks  of  Rep.  Pike  reporting  on  the 
accomplishments  of  the  87th  Congress,  pp.  A7195-6 

INFORMATION'.  Extension  of  remarks  of  Sen.  Humphrey  inserting  an  article, 
"Representative  John  Moss  Fights  to  Let  Public  Know  What's  Going  On.  \  PP< 
A7200-] 


•  /  .  ,  ! 1 

INTERGOVERNMENTAL  RELATIONS.  Extension  of  remarks  of  Rep.  Fountain  insert 
„  tabulation  of  the  endorsement  of  State  legislative  recommendations  of  - 
Advisory  Commission  on  Intergovernmental  Relations,  pp.  A7211-2 


the^ 
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BILLS  INTRODUCED 


x  A 


IPORTS.  S.  3771,  by  Sen.  Carlson,  to  amend  the  Tariff  Act  of  1930  to  impoi 
duty  upon  the  importation  of  bread;  to  Finance  Committee. 


PUBLI^  WORKS.  S.  3773,  by  Sen.  Kerr,  authorizing  the  construction,  repair, 
and  preservation  of  certain  public  works  on  rivers  and  harbors  for  navigation, 
flood  Control;  placed  on  the  calendar. 


44.  WILDLIFE.  \S.  3774,  by  Sen.  Williams,  N.  J. ,  to  provide  for  a  national  black* 
bird  control  program;  to  Interior  and  Insular  Affairs  Committee./  Remarks  of 
author  pp.  2Q337-9 


45.  PERSONNEL.  H.  R.  13280,  by  Rep.  Beckworth,  to  amend  the  Civil  Service  Act  of 
January  16,  1883\  with  respect  to  the  filling  of  positions/in  the  competitive 
civil  service;  to  Post  Office  and  Civil  Service  Committee^ 


46.  FARM  PROGRAM.  H.  R.  \3281,  by  Rep.  Betts;  to  -  reinstate /the  15-acre  farm 
marketing  quota  exemption  for  1963;  to  Agriculture  Committee. 

H.  R.  13286,  by  Rep.\Findley ,  to  establish  a  corr/ support  program  for  1964; 
to  Agriculture  Committee/  .  /  jB 

FOREIGN  TRADE.  H.  R.  13285/\by  Rep.  Dingell,  to /mend  the  Export-Import  Bank 
Act  of  1945  to  facilitate  exports  to  areas  witj/respect  to  which  the  United 
States  is  incurring  a  trade  deficit;  to  Banking  and  Currency  Committee. 


BILLS  APPROVED  BY  THE 


JSIDENT  : 


48.  HOUSING.  H.  R.  12628,  to  authorize  k  program  of  housing  for  the  elderly  in 
rural  areas,  which  includes  authorization  of  $50  million  additional  in  loan 
funds  for  Farmers  Home  Administratioiyipans  to  the  elderly  for  building  or 
purchasing  homes  in  rural  areas,  authorization  for  the  appropriation  of 
$50  million  for  a  new  program  of  diiect  lbans  to  private  nonprofit  corpora¬ 
tions  and  consumer  cooperatives  td  build  m&derate-cost  rental  housing  for  the 
elderly,  a  new  insurance  progran/to  provide ^rental  housing  for  the  elderly  in 
rural  areas,  and  an  increase  inT  the  rural  graht  ceiling  from  $500  to  $1,000 
for  home  improvements  by  owner- occupants  whoseNincomes  are  so  low  they  canno 
qualify  for  loans  from  any  source.  Approved  September  28,  1962  (Public  Law 
87-723). 


49.  FEDERAL-STATE  COOPERATION^  S.  3475,  to  provide  furtt/r  for  cooperation  with 
States  in  administration  and  enforcement  of  certain  Federal  laws  relating  to 
the  marketing  of  agricultural  products  and  to  the  eradication  or  control  of 
plant  and  animal  diseases  and  pests.  Approved  Septembei\28 ,  1962  (Public 
Law  87-718). 


50.  PETRIFIED  WOOD.  A.  R.  10540,  to  exclude  depsoits  of  petrified 
appropriation  under  the  United  States  mining  laws.  Approved 
1962  (Public  Law  87-713). 


wood  from 
jptember  28, 


51.  WILDLIFE;  RECREATION.  H.  R.  1171,  to  increase  the  public  benefit s ^rom  the 
national  /ish  and  wildlife  conservation  areas  through  their  incidei/al  or 
secondary  use  for  public  recreation.  Approved  September  28,  1962  (Public 
Law  87/714) . 


STOCKPILING.  H.  R.  12416,  to  waive  the  statutory  requirement  for  a  6-mon^i 
wafting  period  before  GSA  is  authorized  to  dispose  of  4,000  long  tons  of 
chestnut  tannin  extract  from  the  national  stockpile.  Approved  September  28/ 


87th  Congress 
2d  Session 


HOUSE  OF  REPRESENTATIVES  J  Report 

I  No.  2508 


REVENUE  ACT  OF  1962 


October  1,  1962. — Ordered  to  be  printed 


Mr.  Mills,  from  the  committee  of  conference, 
submitted  the  following 

CONFERENCE  REPORT 

[To  accompany  H.R.  10650] 


The  committee  of  conference  on  the  disagreeing  votes  of  the  two 
Houses  on  the  amendments  of  the  Senate  to  the  bill  (H.R.  10650)  to 
amend  the  Internal  Revenue  Code  of  1954  to  provide  a  credit  for 
investment  in  certain  depreciable  property,  to  eliminate  certain  defects 
and  inequities,  and  for  other  purposes,  having  met,  after  full  and  tree 
conference,  have  agreed  to  recommend  and  do  recommend  to  their 
respective  Houses  as  follows: 

That  the  Senate  recede  from  its  amendments  numbered  11,  12,  13, 


14,  28,  30,  50,  95,  145,  146,  197,  199,  200,  and  203. 

That  the  House  recede  from  its  disagreement  to  the  amendments 
of  the  Senate  numbered  2,  3,  4,  6,  7,  8,  10,  15,  16,  17,  18,  19,  20,  21, 

22,  23,  24,  25,  26,  27,  32,  33,  34,  35,  36,  37,  38,  39,  40,  41,  42,  43,  44, 

45,  46,  47,  49,  51,  52,  53,  55,  56,  57,  58,  59,  62,  63,  64,  65,  66,  67,  68, 

70,  71,  72,  73,  74,  75,  76,  77,  78,  79,  80,  81,  82,  83,  84,  86,  88,  93,  94, 

97,  98,  100,  101,  102,  103,  105,  106.  107,  108,  109,  110,  111,  112,  113, 
114,  115,  116,  117,  118,  119,  120,  121,  122,  123,  124,  125,  127,  128, 

129,  130,  131,  132,  133,  134,  135,  136,  137,  138,  139,  141,  142,  143, 

144,  147,  148,  149,  150,  151,  152,  153,  154,  155,  156,  157,  158,  160, 

162,  163,  164,  165,  166,  167,  168,  169,  170,  171,  172,  174  175,  176, 

177,  178,  179,  181,  182,  184,  185,  186,  188,  191,  193,  and  194,  and 


agree  to  the  same. 


Amendment  numbered  1 : 

That  the  House  recede  from  its  disagreement  to  the  amendment  of 
the  Senate  numbered  1,  and  agree  to  the  same  with  amendments  as 
follows : 

Page  3,  line  6.  of  the  Senate  engrossed  amendments,  strike  out 
“date”  and  insert  dates 
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Page  4  of  the  Senate  engrossed  amendments,  strike  out  lines  27  and 
28  and  insert: 

(b)  Conforming  amendment. 

(c)  Clerical  amendment. 

( d )  Effective  date. 

Page  5  of  the  Senate  engrossed  amendments,  strike  out  lines  1  to  24, 
inclusive,  and  insert: 

Sec.  27.  Exclusion  from  gross  income  of  certain  awards  made  pursuant  to 
evacuation  claims  of  Japanese- American  persons. 

(a)  In  general. 

( b )  Effective  date,  etc. 

Sec.  28.  Deduction  for  depreciation  by  tenant-stockholder  of  cooperative 
housing  corporation. 

{a)  Allowance  of  deduction. 

( b )  Clerical  amendment. 

(c)  Effective  date. 

Sec.  29.  Deduction  for  income  tax  purposes  of  contributions  to  certain  or¬ 
ganizations  for  judicial  reform. 

Sec.  SO.  Effective  date  of  amendment  to  section  137 Alb). 

Sec.  31.  Treaties. 

And  the  Senate  agree  to  the  same. 

Amendment  numbered  5: 

That  the  House  recede  from  its  disagreement  to  the  amendment  of 
the  Senate  numbered  5,  and  agree  to  the  same  with  amendments  as 
follows : 

Page  6,  line  13,  of  the  Senate  engrossed  amendments,  strike  out 

June  30,  1962”  and  insert  December  31,  1961 

Page  7  of  the  Senate  engrossed  amendments,  strike  out  lines  14  to 
22,  inclusive,  and  insert: 

“(4)  Taxable  year  beginning  before  January  i,  1962. — For 
purposes  off  determining  the  amount  off  an  investment  credit  carry¬ 
back  that  may  be  added  under  paragraph  ( 1 )  ffor  a  taxable  year 
beginning  beffore  January  1,  1962,  and  ending  affter  December  31, 
1961,  the  amount  off  the  limitation  provided  by  subsection  (a)(2)  is 
the  amount  which  bears  the  same  ratio  to  such  limitation  as  the 
number  off  days  in  such  year  affter  December  31,  1961,  bears  to  the 
total  number  off  days  in  such  year. 

And  the  Senate  agree  to  the  same. 

Amendment  numbered  9: 

That  the  House  recede  from  its  disagreement  to  the  amendment  of 

^  p  ,.ena^e  numbered  9,  and  agree  to  the  same  with  an  amendment 
as  follows : 

.  Pa£e  9>  Jine  19,  of  the  Senate  engrossed  amendments,  after  "is”, 
insert  equal  to  or ;  and  the  Senate  agree  to  the  same. 

Amendment  numbered  29: 

d  hat  the  House  recede  from  its  disagreement  to  the  amendment  of 
Senate  numbered  29,  and  agree  to  the  same  with  an  amendment  as 
follows: 

In  lieu  of  the  matter  proposed  to  be  inserted  by  the  Senate  amend- 
ment  msert  the  following:  ,  or,  in  the  case  off  an  item  directly  preceding 
o?  following  a  substantial  and  bona  ffide  business  discussion  (including 
business  meetings  at  a  convention  or  otherwise ),  that  such  item  was 
associated  vnth, 

And  the  Senate  agree  to  the  same. 
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Amendment  numbered  31: 

That  the  House  recede  from  its  disagreement  to  the  amendment 
of  the  Senate  numbered  31,  and  agree  to  the  same  with  an  amendment 
as  follows: 

In  lieu  of  the  matter  proposed  to  be  inserted  by  the  Senate  amend¬ 
ment  insert  the  following:  ,  or,  in  ihe  case  of  an  item  described  in  sub- 
paragraph,  (A)  directly  preceding  or  following  a  substantial  and  bona 
fide  business  discussion  {including  business  meetings  at  a  convention  or 
otherwise),  the  portion  of  such  item  associated  with, 

And  the  Senate  agree  to  the  same. 

Amendment  numbered  48 : 

That  the  House  recede  from  its  disagreement  to  the  amendment  of 
the  Senate  numbered  48,  and  agree  to  the  same  with  an  amendment  as 
follows : 

In  lieu  of  the  matter  proposed  to  be  inserted  by  the  Senate  amend¬ 
ment  insert  the  following:  ,  but  the  amount  determined  under  this  sub- 
paragraph  shall  in  no  case  be  greater  than  the  larger  of — 

“(i)  the  amount  determined  under  paragraph  (4),  or 
“(ii)  the  amount  which,  when  added  to  the  amount  determined 
under  subparagraph  {A),  equals  the  amount  by  which  12  percent  of 
the  total  deposits  or  withdrawable  accounts  of  depositors  of  the  tax¬ 
payer  at  the  close  of  such  year  exceeds  the  sum  of  its  surplus,  un¬ 
divided  profits,  and  reserves  at  the  beginning  of  such  year  {taking  into 
account  any  portion  thereof  attributable  to  the  period  before  the  first 
taxable  year  beginning  after  December  31,  1951) 

And  the  Senate  agree  to  the  same. 

Amendment  numbered  54: 

That  the  House  recede  from  its  disagreement  to  the  amendment  of 
the  Senate  numbered  54,  and  agree  to  the  same  with  an  amendment 
as  follows: 

Page  46,  after  line  4,  of  the  House  engrossed  bill  insert: 

“{5)  Limitation  in  case  of  certain  domestic  building  and 
loan  associations. — If  the  percentage  of  the  assets  of  a  domestic 
building  and  loan  association  which  are  not  assets  described  in  sec¬ 
tion  7701{a){19){D){ii)  exceeds  36  percent  for  the  taxable  year  {as 
determined  for  purposes  of  section  7701  {a) {19)  for  such  year),  the 
amount  determined  under  paragraph  {2),  and  the  amount  deter¬ 
mined  under  paragraph  {S),  shall  in  each  case  be  the  amount  {deter¬ 
mined  without  regard  to  this  paragraph  but  with  regard  to  the  limits 
contained  in  paragraphs  {2),  {3),  and  {1){B))  reduced  by  the  amount 
determined  under  the  following  table: 


If  the  -percentage 
exceeds — 

but  does  not 
exceed — 

the  reduction  shall  be  the  following  pro¬ 
portion  of  the  amount  so  determined 
without  regard  to  this  paragraph — - 

36  percent  . 

37  percent.. 

1/12 

37  percent 

38  percent _ _ 

1/6 

38  percent  _ 

39  percent  _ 

m 

39  percent  .. 

40  percent _ 

1/3 

40  percent _ 

41  percent 

5/12 
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And  the  Senate  agree  to  the  same. 

Amendment  numbered  60: 

That  the  House  recede  from  its  disagreement  to  the  amendment  of 
the  Senate  numbered  60,  and  agree  to  the  same  with  amendments  as 
follows: 

Page  24,  line  15,  of  the  Senate  engrossed  amendments,  strike  out 
the  parenthesis  at  the  beginning  of  the  line. 

Page  25,  line  23,  of  the  Senate  engrossed  amendments,  strike  out 
“(i)  and  (ii)”  and  insert  (i),  (ii),  (iv),  and  (vi) 

Page  26,  line  10,  of  the  Senate  engrossed  amendments,  strike  out 
“(i)  and  (ii)”  and  insert  (i),  (ii),  (iv),  and  (vi) 

Page  27,  after  line  6,  of  the  Senate  engrossed  amendments,  insert: 
The  term,  ‘ domestic  building  and  loan  association’  also  includes  any 
association  which,  for  the  taxable  year,  would  satisfy  the  requirements 
of  the  first  sentence  of  this  paragraph  if  ‘/fl  percent’  were  substituted 
for  ‘36  percent’  in  subparagraph  (E).  Except  in  the  case  of  the 
taxpayer’ s  first  taxable  year  beginning  after  the  date  of  the  enactment  . 
of  the  Revenue  Act  of  1962,  the  second  sentence  of  this  paragraph  \ 
shall  not  apply  to  an  association  for  the  taxable  year  unless  such 
association  (i)  was  a  domestic  building  and  loan  association  within 
the  meaning  of  the  first  sentence  of  this  paragraph  for  the  first 
taxable  year  preceding  the  taxable  year,  or  (ii)  was  a  domestic  building 
and  loan  association  solely  by  reason  of  the  second  sentence  of  this 
paragraph  for  the  first  taxable  year  preceding  the  taxable  year  (but 
not  for  the  second  preceding  taxable  year) . 

And  the  Senate  agree  to  the  same. 

Amendment  numbered  61: 

That  the  Plouse  recede  from  its  disagreement  to  the  amendment  of 
the  Senate  numbered  61,  and  agree  to  the  same  with  amendments  as 
follows: 

Page  27,  line  13,  of  the  Senate  engrossed  amendments,  strike  out 
“Excise”. 

Page  27,  line  15,  of  the  Senate  engrossed  amendments,  after  “act”, 
insert  of  i9S3 

Page  27,  line  16,  of  the  Senate  engrossed  amendments,  after  “Act”, 
insert  of  1933 

Page  27,  lines  19  and  20,  of  the  Senate  engrossed  amendments,  I 
strike  out  “Exemption  From  Discriminatory  State  and  Local 
Taxation. — ”. 

And  the  Senate  agree  to  the  same. 

Amendment  numbered  69: 

That  the  House  recede  from  its  disagreement  to  the  amendment  of 
the  Senate  numbered  69,  and  agree  to  the  same  with  amendments  as 
follows: 

.  P^ge  04,  line  9,  of  the  House  engrossed  bill,  strike  out  “6047”  and 
insert  60  fy 

Page  65,  line  13,  of  the  House  engrossed  bill,  strike  out  “6047”  and 
insert  60 f8 

Page  67,  after  line  6,  of  the  House  engrossed  bill,  strike  out  “6047” 
and  insert  60  fS 

And  the  Senate  agree  to  the  same. 
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Amendment  numbered  85: 

That  the  House  recede  from  its  disagreement  to  the  amendment  of 
the  Senate  numbered  85,  and  agree  to  the  same  with  an  amendment  as 
follows: 

In  lieu  of  the  matter  proposed  to  be  inserted  by  the  Senate  amend¬ 
ment  insert  the  following:  $ 500,000 ;  and  the  Senate  agree  to  the  same. 

Amendment  numbered  87: 

That  the  House  recede  from  its  disagreement  to  the  amendment  of 
the  Senate  numbered  87,  and  agree  to  the  same  with  an  amendment 
as  follows: 

In  lieu  of  the  matter  proposed  to  be  inserted  by  the  Senate  amend¬ 
ment  insert  the  following: 

“  (f)  Special  Transitional  Underwriting  Loss. — 

“  (1)  Companies  to  which  subsection  applies. — This  subsec¬ 
tion  shall  apply  to  every  mutual  insurance  company  which  has  been 
subject  to  the  tax  imposed  by  this  section  (as  in  effect  bejore  the 
enactment  oj  this  subsection )  for  the  5  taxable  years  immediately 
preceding  January  1,  1962 ,  and  has  incurred  an  underwriting  loss 
for  each  of  such  5  taxable  years. 

“  ( 2 )  Reduction  of  statutory  underwriting  income. — For 
purposes  of  this  part,  the  statutory  underwriting  income  of  a  com¬ 
pany  described  in  paragraph  ( 1 )  for  the  taxable  year  shall  be  the 
statutory  underwriting  income  for  the  taxable  year  ( determined  with¬ 
out  regard  to  this  subsection )  reduced  by  the  amount  by  which — 

11  (A)  the  sum  of  the  underwriting  losses  of  such  company 
for  the  5  taxable  years  immediately  preceding  January  1,  1962, 
exceeds 

“(B)  the  total  amount  by  which  the  company’s  statutory 
underwriting  income  was  reduced  by  reason  of  this  subsection 
for  prior  taxable  years. 

“  (3)  Underwriting  loss  defined.- — For  purposes  of  this  sub¬ 
section,  the  term  ‘underwriting  loss’  means  statutory  underwriting 
loss,  computed  without  any  deduction  under  section  824(a)  and 
without  any  deduction  under  section  832(c)  (11). 

“(4)  Years  to  which  subsection  applies. — This  subsection 
shall  apply  with  respect  to  any  taxable  year  beginning  after  December 
31,  1962,  and  before  January  1,  1968,  for  which  the  taxpayer  is  sub¬ 
ject  to  the  tax  imposed  by  subsection  (a) . 

And  the  Senate  agree  to  the  same. 

Amendment  numbered  89: 

That  the  House  recede  from  its  disagreement  to  the  amendment  of 
the  Senate  numbered  89,  and  agree  to  the  same  with  an  amendment 
as  follows: 

In  lieu  of  the  matter  proposed  to  be  inserted  by  the  Senate  amend¬ 
ment  insert  the  following:  $1 ,100,000)  and  the  Senate  agree  to  the 
same. 

Amendment  numbered  90: 

That  the  House  recede  from  its  disagreement  to  the  amendment  of 
the  Senate  numbered  90,  and  agree  to  the  same  with  an  amendment 
as  follows: 

In  lieu  of  the  matter  proposed  to  be  inserted  by  the  Senate  amend¬ 
ment  insert  the  following:  $1 ,100,000;  and  the  Senate  agree  to  the 
same. 
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Amendment  numbered  91: 

That  the  House  recede  from  its  disagreement  to  the  amendment  of 
the  Senate  numbered  91,  and  agree  to  the  same  with  an  amendment 
as  follows: 

In  lieu  of  the  matter  proposed  to  be  inserted  by  the  Senate  amend¬ 
ment  insert  the  following:  $ 500,000 ;  and  the  Senate  agree  to  the  same. 

Amendment  numbered  92 : 

That  the  House  recede  from  its  disagreement  to  the  amendment  of 
the  Senate  numbered  92,  and  agree  to  the  same  with  an  amendment 
as  follows: 

In  lieu  of  the  matter  proposed  to  be  inserted  by  the  Senate  amend¬ 
ment  insert  the  following:  $1 ,100, 000 ;  and  the  Senate  agree  to  the 
same. 

Amendment  numbered’96: 

That  the  House  recede  from  its  disagreement  to  the  amendment  of 
the  Senate  numbered  96,  and  agree  to  the  same  with  an  amendment  a 
as  follows:  \ 

In  lieu  of  the  matter  proposed  to  be  inserted  by  the  Senate  amend¬ 
ment  insert  the  following:  arising,  either  in  any  one  State  or  within 
200  miles  of  any  fixed  point  selected  by  the  taxpayer, 

And  the  Senate  agree  to  the  same. 

Amendment  numbered  99: 

That  the  House  recede  from  its  disagreement  to  the  amendment  of 
the  Senate  numbered  99,  and  agree  to  the  same  with  an  amendment 
as  follows: 

Page  85,  line  4,  of  the  House  engrossed  bill,  after  “insurance”, 
insert  company,  and  the  Senate  agree  to  the  same. 

Amendment  numbered  104: 

That  the  House  recede  from  its  disagreement  to  the  amendment  of 
the  Senate  numbered  104,  and  agree  to  the  same  with  amendments  as 
follows : 

Page  89,  line  10,  of  the  House  engrossed  bill,  after  “mutual  fire”, 
insert  or  flood 

Page  89,  line  19,  of  the  House  engrossed  bill,  after  the  period  and 
before  the  quotation  marks,  insert  Premiums  paid  by  the  subscriber  j 
of  a  mutual  flood  insurance  company  referred  to  in  paragraph  ( 8 )  of 
section  831  (a)  shall  be  treated,  for  purposes  of  computing  the  taxable 
income  of  such  subscriber,  in  the  same  manner  as  premiums  paid  by  a 
policyholder  to  a  mutual  fire  insurance  company  referred  to  in  such 
paragraph  ( 3 ). 

Page  90,  line  18,  of  the  House  engrossed  bill,  after  “mutual  fire”, 
insert  or  flood 

And  the  Senate  agree  to  the  same. 

Amendment  numbered  126: 

That  the  House  recede  from  its  disagreement  to  the  amendment  of 
the  Senate  numbered  126,  and  agree  to  the  same  with  amendments  as 
follows: 

Page  62,  line  7,  of  the  Senate  engrossed  amendments,  before  “is”, 
insert  income 

Page  64,  line  24,  of  the  Senate  engrossed  amendments,  after  “is”, 
insert  created  or 
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Page  82,  lines  6  and  7,  of  the  Senate  engrossed  amendments,  strike 
out  “(computed  without  regard  to  section  931)” 

Page  82,  lines  14  and  15,  of  the  Senate  engrossed  amendments, 
strike  out  “(computed  without  regard  to  section  931)” 

Page  100  of  the  Senate  engrossed  amendments,  strike  out  the  table 
following  line  10  and  insert: 


“If  the  effective  foreign  tax  rale  is  ( per¬ 
centage ) — 

Under  10 _ 

10  or  over  hut  less  than  20 _ 

20  or  over  hut  less  than  28 _ 

28  or  over  hut  less  than  84 _ 

84  or  over  hut  less  than  39 _ 

89  or  over  hut  less  than  42 _ 

42  or  over  hut  less  than  44 _ 

44  or  over  but  less  than  46 _ 

46  or  over  but  less  than  47 _ 

47  or  over _ 


The  required  minimum  distribution  of 
earnings  and  profits  is  ( percentage ) — 
90 
86 
82 
75 
68 
55 
40 
27 
14 
0 


Page  106,  line  3,  of  the  Senate  engrossed  amendments,  strike  out 
“total”  and  insert  consolidated 

Page  106,  line  5,  of  the  Senate  engrossed  amendments,  strike  out 
“total”  and  insert  consolidated 

Page  107,  lines  20  and  21,  of  the  Senate  engrossed  amendments, 
strike  out  “is  eligible  to  make”  and  insert  makes 

And  the  Senate  agree  to  the  same. 

Amendment  numbered  140 : 


That  the  House  recede  from  its  disagreement  to  the  amendment  of 
the  Senate  numbered  140,  and  agree  to  the  same  with  an  amendment, 
as  follows : 

Page  123,  line  14,  of  the  Senate  engrossed  amendments,  after 
“1962”  insert  a  comma;  and  the  Senate  agree  to  the  same. 

{within  the  meaning  oj  section  1221)  and  has  been  held  j or  more  than  6 

Amendment  numbered  159: 

That  the  House  recede  from  its  disagreement  to  the  amendment  of 
the  Senate  numbered  159,  and  agree  to  the  same  with  amendments  as 
follows: 

Page  130  of  the  Senate  engrossed  amendments,  beginning  with  line 
8,  strike  out  all  through  page  131  and  insert  the  following: 

“  ( b )  Limitation  on  Tax  Applicable  to  Individuals. — In  the 
case  oj  an  individual,  if  the  stock  sold  or  exchanged  is  a  capital  asset 
{within  the  meaning  of  section  1221)  and  has  been  held  for  more  than  6 
months,  the  tax  attributable  to  an  amount  included  in  gross  income  as  a 
dividend  under  subsection  {a)  shall  not  be  greater  than  a  tax  equal  to  the 
sum  of — 

“{1)  a  pro  rata  share  of  the  excess  of — 

“{A)  the  taxes  that  would  have  been  paid  by  the  foreign 
corporation  with  respect  to  its  income  had  it  been  taxed  under 
this  chapter  as  a  domestic  corporation  {but  without  allowance 
for  deduction  of,  or  credit  for,  taxes  described  in  subparagraph 
{B)),  for  the  period  or  periods  the  stock  sold  or  exchanged  was 
held  by  the  United  States  person  in  taxable  years  beginning 
after  December  81,  1962,  while  the  foreign  corporation  was  a 
controlled  foreign  corporation,  adjusted  for  distributions  and 
amounts  previously  included  in  gross  income  of  a  United  States 
shareholder  under  section  951,  over 
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“(B)  the  income,  war  profits,  or  excess  profits  taxes  paid  by 
the  foreign  corporation  with  respect  to  such  income;  and 
“(2)  an  amount  equal  to  the  tax  that  would  result  by  including 
in  gross  income,  as  gain  from  the  sale  or  exchange  of  a  capital  asset 
held  for  more  than  6  months,  an  amount  equal  to  the  excess  of  (A) 
the  amount  included  in  gross  income  as  a  dividend  under  subsection 
(a),  over  ( B )  the  amount  determined  under  paragraph  ( 1 ). 

Page  135,  lines  9  and  10,  of  the  Senate  engrossed  amendments, 
strike  out  “referred  to  in  subparagraph  (B)”  and  insert  ending  on 
the  date  of  the  sale  or  exchange 

Page  137,  line  25,  of  the  Senate  engrossed  amendments,  strike  out 
“(2)”. 

And  the  Senate  agree  to  the  same. 

Amendment  numbered  161: 

That  the  House  recede  from  its  disagreement  to  the  amendment  of 
the  Senate  numbered  161,  and  agree  to  the  same  with  amendments 
as  follows:  _  I 

Page  139  of  the  Senate  engrossed  amendments,  insert  quotation 
marks  after  “apply.”  in  line  7  and  strike  out  lines  8  to  14,  inclusive; 
and  the  Senate  agree  to  the  same. 

Amendment  numbered  173: 

That  the  House  recede  from  its  disagreement  to  the  amendment 
of  the  Senate  numbered  173,  and  agree  to  the  same  with  amendments, 
as  follows : 

Page  150,  line  4,  of  the  Senate  engrossed  amendments,  strike  out 
“6047”  and  insert  60J)8 

Page  150,  line  6,  of  the  Senate  engrossed  amendments,  strike  out 
“6048”  and  insert  6049 

Page  154,  line  13,  of  the  Senate  engrossed  amendments  strike  out 
“6048(a)(1)”  and  insert  6049(a)(1) 

Page  155,  line  4,  of  the  Senate  engrossed  amendments,  strike  out 
“6048(a)(2)”  and  insert  6049(a)(2) 

Page  155,  line  5,  of  the  Senate  engrossed  amendments,  strike  out 
“6048(a)(3)”  and  insert  6049(a)(3) 

Page  156,  line  5,  of  the  Senate  engrossed  amendments,  strike  out 
“6048(c)”  and  insert  6049(c)  i 

Page  156,  line  8,  of  the  Senate  engrossed  amendments,  strike  out" 
“6048(a)(1)”  and  insert  6049(a)(1) 

Page  156,  line  22,  of  the  Senate  engrossed  amendments,  strike  out 
“6048(a)(1)”  and  insert  6049(a)(1) 

Page  156,  line  25,  of  the  Senate  engrossed  amendments,  strike  out 
“6048(a)(2),  or  6048(a)(3)”  and  insert  6049(a)(2),  or  6049(a)(3) 

Page  157,  line  19,  of  the  Senate  engrossed  amendments,  strike  out 
“6048”  and  insert  6049 ;  and  the  Senate  agree  to  the  same. 

Amendment  numbered  180: 

That  the  House  recede  from  its  disagreement  to  the  amendment  of 
the  Senate  numbered  180,  and  agree  to  the  same  with  an  amendment 
as  follows: 

Page  159,  line  18,  of  the  Senate  engrossed  amendments,  after 
“person”,  insert  (as  defined  in  section  7701(a) (30)) 

And  the  Senate  agree  to  the  same. 
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Amendment  numbered  183: 

That  the  House  recede  from  its  disagreement  to  the  amendment  of 
the  Senate  numbered  1S3,  and  agree  to  the  same  with  an  amendment 
as  follows: 

In  lieu  of  the  matter  proposed  to  be  inserted  by  the  Senate  amend¬ 
ment  insert  the  following: 

“  (e)  Limitation. — 

“(f)  General  rule. — Except  as  provided  in  paragraph  ( 2 ),  no 
information  shall  be  required  to  be  furnished  under  this  section  with 
respect  to  any  foreign  corporation  unless  such  information  was 
required  to  be  furnished  under  regulations  which  have  been  in  effect 
for  at  least  90  days  before  the  date  on  which  the  United  States 
citizen,  resident,  or  person  becomes  liable  to  file  a  return  required 
under  subsection  (a). 

“(2)  Exception. — In  the  case  of  liability  to  file  a  return  under 
subsection  (a)  arising  on  or  after  January  1,  1963,  and  before 
June  1,  1963 — 

“(A)  no  information  shall  be  required  to  be  furnished  under 
this  section  with  respect  to  any  foreign  corporation  unless  such 
information  was  required  to  be  furnished  under  regulations  in 
effect  on  or  before  March  1,  1963,  and 

“(B)  if  the  date  on  which  such  regulations  become  effective 
is  later  than  the  day  on  which  such  liability  arose,  any  return 
required  by  subsection  (a)  shall  (in  lieu  of  the  time  prescribed 
by  subsection  (d))  be  filed  on  or  before  the  90th  day  after  such 
date. 

And  the  Senate  agree  to  the  same. 

Amendment  numbered  187: 

That  the  House  recede  from  its  disagreement  to  the  amendment 
of  the  Senate  numbered  187,  and  agree  to  the  same  with  an  amend¬ 
ment  as  follows: 

Page  239,  after  line  3,  of  the  House  engrossed  bill,  strike  out 
“6038(d)(2)”  and  insert  6038(d)(1) ;  and  the  Senate  agree  to  the  same. 

Amendment  numbered  189: 

That  the  House  recede  from  its  disagreement  to  the  amendment 
of  the  Senate  numbered  189,  and  agree  to  the  same  with  amendments 
as  follows: 

Page  163,  after  line  23,  of  the  Senate  engrossed  amendments,  insert: 

(b)  Conforming  Amendment. — Section  263(a)(1)  (relating  to  dis¬ 
allowance  of  deductions  for  capital  expenditures)  is  amended  by  striking 
out  “or”  at  the  end  of  subparagraph  (C),  by  striking  out  the  period  at 
the  end  of  subparagraph  (D)  and  inserting  or”,  and  by  adding  at 
the  end  thereof  the  following  new  subparagraph: 

“(E)  expenditures  by  farmers  for  clearing  land  deductible 
under  section  182.” 

Page  163,  line  24,  of  the  Senate  engrossed  amendments,  strike  out 
“(b)”  and  insert  (c) 

Page  164,  line  4,  of  the  Senate  engrossed  amendments,  strike  out 
“(c)”  and  insert  (d) 

And  the  Senate  agree  to  the  same. 
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Amendment  numbered  190: 

That  the  House  recede  from  its  disagreement  to  the  amendment  of 
the  Senate  numbered  190,  and  agree  to  the  same  with  an  amendment 
as  follows: 

Page  165  of  the  Senate  engrossed  amendments,  strike  out  lines  4 
through  10  and  insert: 

In  any  case  in  which  the  taxpayer  elects  to  have  the  provisions  of  the 
preceding  sentence  apply ,  for  purposes  of  computing  the  limitation  on  tax 
under  this  part — 

“( 1 )  only  the  same  proportion  of  the  amount  to  which  this  part 
applies  shall  he  taken  into  account  for  purposes  of  computing  the 
limitations  under  section  170(b)(1)(A)  and  (B)  for  taxable  years 
before  the  taxable  year  in  which  such  amount  is  received  or  accrued  as 
(A)  the  excess  of  the  maximum  amount  which  could,  if  the  taxpayer 
had  made  additional  contributions  described  in  clause  (i),  (ii),  or 
(Hi)  of  section  170(b)(1)(A),  have  been  described  in  clause  (1)  of  the 
preceding  sentence  over  the  amount  described  in  such  clause  (1), 
bears  to  (B)  such  maximum  amount,  and 

“(2)  the  portion  of  the  amount  of  charitable  contributions  de¬ 
scribed  in  the  preceding  sentence  shall  not  be  taken  into  account  in 
computing  the  tax  for  the  taxable  year  in  which  the  amount  to  which 
this  part  applies  is  received  or  accrued.” 

And  the  Senate  agree  to  the  same. 

Amendment  numbered  192: 

That  the  House  recede  from  its  disagreement  to  the  amendment  of 
the  Senate  numbered  192,  and  agree  to  the  same  with  an  amendment 
as  follows: 

Page  168,  of  the  Senate  engrossed  amendments,  strike  out  lines  6  to 
11,  inclusive,  and  insert: 

(b)  Unused  Conversion  Loss  Defined. — The  amount  of  the  unused 
conversion  loss  shall  be  the  sum  of  the  part  of  the  net  operating  loss  for 
each  year  described  in  subsection  (a)  which  (without  regard  to  this  section) 
would  be  carried  over  to  the  sixth  taxable  year  following  the  loss  year  if 
section  172(b)  of  the  Internal  Revenue  Code  of  1954  (or,  where  applicable, 
section  122(b)(2)(B)  of  the  Internal  Revenue  Code  of  1989)  permitted 
such  a  carryover. 

And  the  Senate  agree  to  the  same. 

Amendment  numbered  195: 

That  the  House  recede  from  its  disagreement  to  the  amendment  of 
the  Senate  numbered  195,  and  agree  to  the  same  with  an  amendment 
as  follows: 

Page  171,  line  19,  of  the  Senate  engrossed  amendments,  strike  out 
“AMERICAN-JAPANESE  INDIVIDUALS”  and  insert  JAPANESE- 
AMERICAN  PERSONS ;  and  the  Senate  agree  to  the  same. 
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Amendment  numbered  196: 

That  the  House  recede  from  its  disagreement  to  the  amendment  of 
the  Senate  numbered  196,  and  agree  to  the  same  with  amendments 
as  follows: 

Page  173,  line  9,  of  the  Senate  engrossed  amendments,  after  “AND”, 
insert  BUSINESS 

Page  174,  after  line  2,  of  the  Senate  engrossed  amendments,  insert: 

(■ b )  Clerical  Amendment. — The  table  of  sections  for  part  VII  of 
subchapter  B  of  chapter  1  is  amended  by  striking  out  the  item  relating  to 
section  21 6  and  inserting  in  lieu  thereof  the  following: 

“Sec.  216.  Deduction  of  taxes,  interest,  and  business  depreciation  by  coop¬ 
erative  housing  corporation  tenant-stockholder.” 

Page  174,  line  3,  of  the  Senate  engrossed  amendments,  strike  out 
“(b)”  and  insert  (c) 

And  the  Senate  agree  to  the  same. 

Amendment  numbered  198: 

That  the  House  recede  from  its  disagreement  to  the  amendment  of 
the  Senate  numbered  198,  and  agree  to  the  same  with  an  amendment 
as  follows: 

Page  177,  line  2,  of  the  Senate  engrossed  amendments,  strike  out 
“30”  and  insert  29;  and  the  Senate  agree  to  the  same. 

Amendment  numbered  201: 

That  the  House  recede  from  its  disagreement  to  the  amendment  of 
the  Senate  numbered  201,  and  agree  to  the  same  with  an  amendment 
as  follows: 

Page  181,  line  8,  of  the  Senate  engrossed  amendments,  strike  out 
“33”  and  insert  30;  and  the  Senate  agree  to  the  same. 

Amendment  numbered  202: 

That  the  House  recede  from  its  disagreement  to  the  amendment  of 
the  Senate  numbered  202,  and  agree  to  the  same  with  an  amendment 
as  follows: 

In  lieu  of  the  matter  proposed  to  be  inserted  by  the  Senate  amend¬ 
ment  insert  the  following:  31 ;  and  the  Senate  agree  to  the  same. 

W.  D.  Mills, 

Cecil  R.  King, 

Hale  Boggs, 

Eugene  J.  Keogh, 

John  W.  Byrnes, 

Howard  H.  Baker, 
Managers  on  the  Part  of  the  House. 

Harry  F.  Byrd, 

Robt.  B.  Kerr, 

By  R.  S.  K. 

Russell  B.  Long, 

George  Smathers, 

By  H.  F.  B. 

John  J.  Williams, 

Frank  Carlson, 

Wallace  Bennett, 
Managers  on  the  Part  of  the  Senate. 


STATEMENT  OF  THE  MANAGERS  ON  THE  PART  OF  THE 

HOUSE 

The  managers  on  the  part  of  the  House  at  the  conference  on  the 
disagreeing  votes  of  the  two  Houses  on  the  amendments  of  the  Senate 
to  the  bill  (H.R.  10650)  to  amend  the  Internal  Revenue  Code  of  1954 
to  provide  a  credit  for  investment  in  certain  depreciable  property  ,  to 
eliminate  certain  defects  and  inequities,  and  for  other  purposes, 
submit  the  following  statement  in  explanation  of  the  effect  ol  the 
action  agreed  upon  by  the  conferees  and  recommended  in  the  accom¬ 
panying  conference  report: 

The  following  Senate  amendments  made  technical,  clerical,  clarify¬ 
ing,  or  conforming  changes:  1,  2,  3,  4,  7,  8,  15,  16,  20,  22,  24,  25,  26, 
27,  34,  35,  36,  38,  39,  40,  44,  47,  49,  51,  53,  55,  57,  58,  59,  63,  66,  67, 
68,  71,  72,  73,  74,  77,  78,  83,  86,  88,  89,  101,  103,  105,  106,  107,  108, 

109,  110,  112,  114,  115,  116,  117,  118,  119,  120,  122,  127,  134,  136, 

137,  138,  139,  142,  144,  146,  148,  149,  150,  151,  152,  154,  155,  156, 

157,  158,  164,  165,  169,  170,  171,  172,  174,  175,  177,  178,  182,  184, 

185,  186,  187,  188,  and  202.  With  respect  to  these  amendments  (1) 
the  House  either  recedes  or  recedes  with  amendments  which  are  tech¬ 
nical,  clerical,  clarifying,  or  conforming  in  nature,  or  (2)  the  Senate 
recedes  in  order  to  conform  to  other  action  agreed  upon  by  the  com¬ 
mittee  of  conference. 

CREDIT  FOR  INVESTMENT  IN  CERTAIN  DEPRECIABLE  PROPERTY 

Amendments  Nos.  5  and  23:  Under  the  bill  as  passed  by  both  the 
House  and  the  Senate  the  amount  of  the  investment  credit  which  may 
be  allowed  for  any  taxable  year  may  not  exceed  so  much  of  the 
liability  for  tax  for  the  taxable  year  as  does  not  exceed  $25,000,  plus 
25  percent  of  so  much  of  the  liability  tor  tax  for  the  taxable  year  as 
exceeds  $25,000.  Under  the  bill  as  passed  by  the  House,  any  unused 
credit  resulting  from  this  limitation  was  to  be  carried  forward  to  each 
of  the  5  succeeding  taxable  years  to  the  extent  not  taken  into  account 
in  intervening  years.  Under  Senate  amendment  No.  5,  such  unused 
credit  is  first  carried  back  to  the  3  preceding  taxable  years  and  then 
carried  over  to  the  5  succeeding  taxable  years.  This  rule  is  subject 
to  3  exceptions:  (1)  The  unused  credit  may  be  a  carryback  only  to 
taxable  years  ending  after  June  30,  1962,  (2)  to  the  extent  that  an 
unused  credit  arises  by  reason  of  a  net  operating  loss  carryback,  such 
unused  credit  is  taken  into  account  only  as  a  carryover  and  not  as  a 
carryback  from  such  year,  and  (3)  in  the  case  of  a  taxable  year  begin¬ 
ning  before  July  1,  1962,  and  ending  after  June  30,  1962,  the  limitation 
on  the  credit  allowable  for  such  year  for  purposes  of  the  carryback 
to  such  year  is  the  amount  which  bears  the  same  ratio  to  the  limitation 
otherwise  applicable  as  the  number  of  days  in  such  year  after  June  30, 
1962,  bears  to  the  total  number  of  days  in  such  year.  The  House  re¬ 
cedes  with  amendments  conforming  the  unused  credit  carryback  pro¬ 
visions  to  the  conference  action  on  Senate  amendment  No.  28  (which 
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provides  that  the  investment  credit  is  to  apply  to  taxable  years  end¬ 
ing  after  December  31,  1961). 

Senate  amendment  No.  23  amends  the  provisions  of  the  code  relating 
to  periods  of  limitation  and  interest  to  conform  to  the  Senate  amend¬ 
ments  providing  for  the  unused  credit  carryback.  The  House  recedes. 

Amendments  Nos.  6  and  9:  The  bill  as  passed  by  the  House  (sec. 
46(c)  of  the  code,  as  added  by  the  bill)  defined  the  qualified  investment 
for  purposes  of  the  investment  credit  as  the  aggregate  of  (1)  the  appli¬ 
cable  percentage  of  the  basis  of  each  new  section  38  property  placed  in 
service  during  the  taxable  year,  plus  (2)  the  applicable  percentage  of 
the  cost  of  each  used  section  38  property  placed  in  service  during  the 
taxable  year.  These  applicable  percentages  vary  according  to  the 
useful  life  of  the  property.  If  any  such  property  is  disposed  of,  or 
otherwise  ceases  to  be  section  38  property  with  respect  to  the  taxpayer, 
before  the  close  of  the  useful  life  that  was  taken  into  account  in  com¬ 
puting  the  investment  credit,  then  the  income  tax  for  the  taxable  year 
of  the  disposition  is  increased  (sec.  47  of  the  code,  as  added  by  the  bill) 
by  an  amount  equal  to  the  decrease  in  credits  which  would  have  re¬ 
sulted  had  the  useful  life  used  in  determining  the  credit  been  the 
period  beginning  with  the  time  the  properly  was  placed  in  service  and 
ending  with  the  time  it  ceased  to  be  section  38  property. 

The  bill  as  passed  by  the  Senate  retains  these  rules  except  in  cases 
where  section  38  property  is  placed  in  service  by  the  taxpayer  to 
replace  property  which  was  stolen  or  was  destroyed  or  damaged  by 
fire,  storm,  shipwreck,  or  other  casualty.  Under  Senate  amendment 
No.  6,  the  basis  (if  new  property)  or  cost  (if  used  property)  of  the 
replacement  section  38  property  taken  into  account  in  determining 
qualified  investment  is  required  to  be  reduced  by  an  amount  equal 
to  the  amount  received  by  the  taxpayer  as  compensation  (by  insurance 
or  otherwise)  for  the  property  destroyed,  damaged,  or  stolen,  or  by 
an  amount  equal  to  the  adjusted  basis  of  such  property,  whichever  is 
the  lesser.  This  rule  is  not  to  apply  if  the  reduction  in  qualified 
investment  attributable  to  the  substitution  required  by  section 
47(a)(1)  of  the  code  with  respect  to  the  property  so  destroyed,  dam¬ 
aged,  or  stolen  is  greater  than  the  reduction  required  under  the  new 
paragraph  (4)  added  to  section  46(c)  by  Senate  amendment  No.  6. 

Senate  amendment  No.j9  adds  a  new  paragraph  (4)  to  section  47(a) 
of  the  code  (relating  to  certain  dispositions,  etc.,  of  sec.  38  property) 
to  coordinate  the  provisions  of  such  section  47(a)  with  the  new  rules 
provided  under  Senate  amendment  No.  6.  In  general,  the  new  para¬ 
graph  (4)  of  section  47(a)  provides  that  paragraphs  (1)  and  (3)  of 
section  47(a)  shall  not  apply  to  property  which  ceases  to  be  section 
38  property  on  account  of  its  destruction  or  damage  by  fire,  storm, 
shipwreck,  or  other  casualty,  or  by  reason  of  its  theft,  if  such  property 
is  replaced  by  property  to  which  the  new  paragraph  (4)  of  section 
46(c)  (added  by  Senate  amendment  No.  6)  applies,  and  if  the  reduction 
under  that  new  paragraph  is  greater  than  the  reduction  in  qualified 
investment  under  paragraph  (1)  of  section  47(a). 

The  House  recedes  on  Senate  amendment  No.  6  and  recedes  with 
a  technical  clarifying  amendment  on  Senate  amendment  No.  9. 

Amendment  No.  10:  This  amendment  adds  a  new  paragraph  (6) 
to  new  section  48(a)  of  the  code  (defining  “section  38  property”  for 
purposes  of  the  investment  credit)  to  provide  that  livestock  is  not  to  be 
treated  as  section  38  property.  The  House  recedes. 
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Amendments  Nos.  11,  12,  13,  and  14:  The  bill  as  passed  by  the 
House  defined  the  term  “new  section  38  property”  as  section  38 
property  (1)  the  construction,  reconstruction,  or  erection  of  which  is 
completed  by  the  taxpayer  after  December  31,  1961,  or  (2)  acquired 
after  December  31,  1961,  if  the  original  use  of  such  property  com¬ 
mences  with  the  taxpayer  and  commences  after  such  date.  In 
determining  qualified  investment  described  in  clause  (1)  of  the  pre¬ 
ceding  sentence,  only  that  portion  of  the  basis  which  is  properly 
attributable  to  construction,  reconstruction,  or  erection  after  Decem¬ 
ber  31,  1961,  is  to  be  taken  into  account.  The  bill  as  passed  by  the 
House  also  limited  the  definition  of  “used  section  38  property”  to 
property  acquired  by  purchase  after  December  31,  1961.  Senate 
amendments  Nos.  11,  12,  13,  and  14  changed  these  dates  from  Decem¬ 
ber  31,  1961,  to  June  30,  1962.  The  Senate  recedes. 

Amendment  No.  17 :  Under  the  bill  as  passed  by  the  House,  a  person 
engaged  in  the  business  of  leasing  property  would  be  permitted  to 
elect  with  respect  to  any  new  section  38  property  to  treat  the  lessee 
as  having  acquired  the  property.  Under  Senate  amendment  No.  17,  | 
the  lessor  is  not  required  to  be  engaged  in  the  business  of  leasing 
property  in  order  to  make  the  election.  The  House  recedes. 

Amendments  Nos.  18  and  19:  Senate  amendment  No.  19  adds 
a  new  subsection  (g)  to  new  section  48  of  the  code  (containing  defi¬ 
nitions  and  special  rules  relating  to  the  investment  credit).  The 
new  subsection  requires  that  for  purposes  of  subtitle  A  of  the  code 
(relating  to  income  tax),  other  than  for  purposes  of  the  investment 
credit,  the  basis  of  any  section  38  property  be  reduced  by  an  amount 
equal  to  7  percent  of  the  qualified  investment  with  respect  to  such 
property.  The  new  subsection  provides,  however,  that  if  the  tax 
under  chapter  1  of  the  code  is  increased,  or  an  adjustment  in  carry¬ 
backs  or  carryovers  is  made,  under  new  section  47(a)  of  the  code, 
the  basis  of  the  property  is  to  be  increased  by  an  amount  equal  to 
the  portion  of  the  increase  in  tax  and  the  portion  of  the  adjustment 
attributable  to  such  property.  The  House  recedes. 

It  is  the  understanding  of  the  conferees  on  the  part  of  both  the 
House  and  the  Senate  that  the  purpose  of  the  credit  for  investment 
in  certain  depreciable  property,  in  the  case  of  both  regulated  and  non- 
regulated  industries,  is  to  encourage  modernization  and  expansion  of 
the  Nation’s  productive  facilities  and  to  improve  its  economic  po¬ 
tential  by  reducing  the  net  cost  of  acquiring  new  equipment,  thereby 
increasing  the  earnings  of  the  new  facilities  over  their  productive  lives. 

Senate  amendment  No.  18  provides  that  if  a  lessor  makes  an 
election  to  treat  the  lessee  as  having  acquired  the  property  then, 
under  regulations  prescribed  by  the  Secretary  of  the  Treasury  or 
his  delegate,  the  new  subsection  (g)  added  by  amendment  No.  19 
is  not  to  apply  and  the  deductions  otherwise  allowable  under  section 
162  of  the  code  to  the  lessee  for  amounts  paid  to  the  lessor  under 
the  lease  are  to  be  adjusted  in  a  manner  consistent  with  the  pro¬ 
visions  of  the  new  subsection  (g).  The  House  recedes. 

Amendment  No.  21:  This  amendment  adds  a  new  section  2(c)  to 
the  bill,  adding  a  new  section  181  to  part  VI  of  subchapter  B  of 
chapter  1  of  the  code  (relating  to  itemized  deductions  for  individuals 
and  corporations).  If  after  applying  the  carrybacks  and  carryovers 
of  any  unused  investment  credit  any  amount  thereof  remains  unused, 
this  amount  is  to  be  allowed  to  the  taxpayer  as  a  deduction  for  the 
first  taxable  year  following  the  last  taxable  year  in  which  the  unused 
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amount  could  have  been  allowed  as  a  credit.  However,  if  a  taxpayer 
dies  or  ceases  to  exist  before  such  first  taxable  year,  the  amount 
described  in  the  preceding  sentence  (or  proper  portion  thereof)  is, 
under  regulations,  to  be  allowed  to  the  taxpayer  as  a  deduction  for 
the  taxable  year  in  which  such  death  or  cessation  occurs.  The  House 
recedes. 

Amendment  No.  28:  Under  the  bill  as  passed  by  the  House,  the 
amendments  made  by  section  2  (relating  to  credit  for  investment  in 
certain  depreciable  property)  were  to  apply  with  respect  to  taxable 
years  ending  after  December  31,  1961.  Under  Senate  amendment 
No.  28,  the  amendments  were  to  apply  with  respect  to  taxable  years 
ending  after  June  30,  1962.  The  Senate  recedes. 

DISALLOWANCE  OF  CERTAIN  ENTERTAINMENT,  ETC.,  EXPENSES 

Amendments  Nos.  29,  30,  and  31:  The  bill  as  passed  by  both  the 
House  and  the  Senate  adds  a  new  section  274  to  the  code  (relating  to 
disallowance  of  certain  entertainment,  etc.,  expenses).  Section 
274(a)(1)  as  passed  by  the  House  provided  that  no  deduction  other¬ 
wise  allowable  under  chapter  1  of  the  code  is  to  be  allowed  for  any 
item — • 

(1)  with  respect  to  an  activity  which  is  of  a  type  generally  con¬ 
sidered  to  constitute  entertainment,  amusement,  or  recreation, 
unless  the  taxpayer  establishes  that  the  item  was  directly  related 
to  the  active  conduct  of  the  taxpayer’s  trade  or  business,  or 

(2)  with  respect  to  a  facility  used  in  connection  with  such  an 
activity,  unless  the  taxpayer  establishes  that  the  facility  was  used 
primarily  for  the  furtherance  of  the  taxpayer’s  trade  or  business 
and  that  the  item  was  directly  related  to  the  active  conduct  of 
such  trade  or  business, 

and  such  deduction  is  in  no  event  to  exceed  the  portion  of  such  item 
directly  related  to  the  active  conduct  of  the  taxpayer’s  trade  or 
business. 

Senate  amendments  Nos.  29,  30,  and  31  inserted  the  words  “or 
associated  with”  after  the  words  “directly  related  to”  each  place  they 
appeared  in  the  new  section  274(a)(1)  as  passed  by  the  House. 

Under  the  conference  agreement  the  House  recedes  on  Senate 
amendment  No.  29  with  an  amendment  providing  that  deductions 
otherwise  allowable  under  chapter  1  of  the  code  shall  not  be  allowed 
for  any  item  with  respect  to  an  entertainment  type  activity  “unless 
the  taxpayer  establishes  that  the  item  was  directly  related  to,  or,  in 
the  case  of  an  item  directly  preceding  or  following  a  substantial  and 
bona  fide  business  discussion  (including  business  meetings  at  a  con¬ 
vention  or  otherwise),  that  such  item  was  associated  with,”  the  active 
conduct  of  the  taxpayer’s  trade  or  business.  Under  the  conference 
agreement,  the  Senate  recedes  on  amendment  No.  30,  and  the  House 
recedes  on  amendment  No.  31  with  an  amendment  conforming  to  the 
action  on  amendment  No.  29. 

The  rule  of  the  House  bill  as  described  in  the  report  of  the  Com¬ 
mittee  on  Ways  and  Means  is  more  strict  than  the  “or  associated  with” 
rule  of  the  Senate  amendment.  The  rule  of  the  House  bill  would  not 
allow  deduction  of  expenditures  for  entertainment  occurring  under 
circumstances  where  there  is  little  or  no  possibility  of  conducting 
business  affairs  or  carrying  on  negotiations  or  discussions  relating 
thereto,  such  as  where  the  group  of  persons  entertained  is  large  or  the 
distractions  substantial. 
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It  is  the  understanding  of  the  conferees,  both  on  the  part  of  the 
House  and  the  Senate,  that  the  alternative  Senate  “or  associated 
with”  test  as  described  in  the  report  of  the  Finance  Committee 
would  apply  to  certain  entertaining  primarily  to  encourage  goodwill 
where  the  evidence  of  business  connection  is  clear,  whether  or  not 
business  is  actually  transacted  or  discussed  during  the  entertainment. 
The  conference  agreement  would  permit  a  deduction  for  the  cost  of 
an  entertainment  item,  even  though  the  item  is  not  directly  related  to 
the  active  conduct  of  the  taxpayer’s  trade  or  business,  if  the  item  is 
associated  with  it,  so  long  as  the  entertainment  activity  directly  pre¬ 
cedes  or  follows  a  substantial  and  bona  fide  business  discussion.  The 
conditions  under  which  an  item  is  “associated  with”  the  active  con¬ 
duct  of  a  trade  or  business  are  contained  in  the  report  of  the  Com¬ 
mittee  on  Finance.  The  deductibility  of  other  items  of  entertain¬ 
ment  expense,  as  well  as  items  with  respect  to  facilities,  would  be 
governed  by  the  rule  of  the  House  bill. 

Section  274(a)  as  agreed  to  by  the  conferees  will  allow  as  a  deduc¬ 
tion  the  cost  of  entertaining  connected  with  what  are  primarily  busi¬ 
ness  meetings.  For  example,  if  the  taxpayer  conducts  substantial 
negotiations  with  a  group  of  business  associates  and  that  evening  en¬ 
tertains  the  group  and  their  wives  at  a  restaurant,  theater,  concert,  or 
sporting  event,  such  entertainment  expenses,  if  associated  with  the 
active  conduct  of  the  taxpayer’s  business,  will  be  deductible  even 
though  the  purpose  of  the  entertainment  is  merely  to  promote  good¬ 
will  in  such  business.  Moreover,  if  a  group  of  business  associates 
with  whom  the  taxpayer  is  conducting  business  meetings  comes  from 
out  of  town  to  the  taxpayer’s  place  of  business  to  hold  substantial 
business  discussions,  the  entertainment  of  such  business  guests  by 
the  taxpayer  the  evening  prior  to  the  business  discussions  will  be  re¬ 
garded  as  directly  preceding  the  business  discussions. 

Similarly,  if  in  between,  or  in  the  evenings  after,  business  meetings 
at  a  convention,  the  taxpayer  entertains  his  business  associates  or 
prospective  customers  attending  such  meetings  (and  their  wives),  such 
entertainment  will  be  considered  as  directly  preceding  or  following  a 
business  discussion. 

Any  entertainment  which  is  a  part  of  substantial  and  bona  fide 
business  discussions,  where  the  conduct  of  business  is  the  principal 
activity  during  the  combined  entertainment  and  business  time  spent 
together  by  the  taxpayer  and  the  person  or  persons  entertained,  will 
be  deductible  if  the  expense  is  associated  with  the  active  conduct  of 
the  taxpayer’s  trade  or  business. 

Also,  the  cost  of  banquets  at  meetings  of  professional  and  business 
associations  would  normally  be  deductible.  As  in  the  above  cases,  if 
the  expense  is  associated  with  the  active  conduct  of  a  trade  or  busi¬ 
ness,  it  would  not  be  necessary  for  the  person  paying  for  the  banquet 
to  attend  the  banquet  himself.  For  example,  a  dental  equipment 
supplier  would  be  able  to  deduct  the  cost  of  purchasing  a  table  at  a 
dental  association  banquet  for  dentists  who  are  actual  or  prospective 
customers  for  his  equipment. 

Thus,  under  the  business  meal  exception  contained  in  proposed 
section  274(e)(1),  and  the  conference  agreement,  the  cost  of  providing 
food  and  beverages  at  most  business  meetings  and  banquets  would  be 
deductible,  as  well  as  almost  all  restaurant  and  most  hotel  entertain¬ 
ing.  In  neither  of  the  situations  covered  by  the  conference  agreement 
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nor  under  the  business  meal  exception  is  there  a  requirement  that 
business  must  actually  be  discussed  in  order  to  get  a  deduction. 

Amendment  No.  32:  Section  274(b),  as  added  to  the  code  by  the 
bill  as  passed  by  both  the  House  and  the  Senate,  provides  in  effect 
that  no  deduction  is  to  be  allowed  under  section  162  or  212  of  the  code 
for  any  expense  for  gifts  to  any  individual  to  the  extent  that  the  total 
expenses  of  the  taxpayer  for  gifts  to  such  individual  during  the  same 
taxable  year  exceed  $25.  For  purposes  of  the  new  section  274,  the 
term  “gift”  is  defined  to  mean  any  item  excludable  from  gross  income 
of  the  recipient  under  section  102  of  the  code  which  is  not  excludable 
from  his  gross  income  under  any  other  provision  of  chapter  1  of  the 
code.  Senate  amendment  No.  32  adds  a  new  provision  providing 
that  such  term  does  not  include — - 

(1)  an  item  having  a  cost  to  the  taxpayer  not  in  excess  of  $4 
on  which  the  name  of  the  taxpayer  is  clearly  and  permanently 
imprinted  and  which  is  one  of  a  number  of  identical  items  dis¬ 
tributed  generally  by  the  taxpayer, 

(2)  a  sign,  display  rack,  or  other  promotional  material  to  be 
used  on  the  business  premises  of  the  recipient,  or 

(3)  an  item  of  tangible  personal  property  having  a  cost  to  the 
taxpayer  not  in  excess  of  $100  which  is  awarded  to  an  employee 
by  reason  of  length  of  service  or  for  safety  achievement. 

The  House  recedes. 

Amendment  No.  33:  This  amendment  adds  a  new  subsection  (c) 
to  the  new  section  274  added  to  the  code  by  the  bill.  The  new  sub¬ 
section  (c)  provides  that  in  the  case  of  any  individual  who  is  traveling 
away  from  home  in  pursuit  of  a  trade  or  business  or  in  pursuit  of  an 
activity  described  in  section  212  of  the  code  (relating  to  expenses  for 
production  of  income),  no  deduction  is  to  be  allowed  under  section 
162  or  212  for  that  portion  of  the  expenses  of  such  travel  otherwise 
allowable  under  such  section  which,  under  regulations  prescribed  by 
the  Secretary  of  the  Treasury  or  his  delegate,  is  not  allocable  to  such 
trade  or  business  or  to  such  activity.  The  new  subsection  (c)  is  not 
to  apply  to  the  expenses  of  any  travel  away  from  home  which  does 
not  exceed  1  week  or  where  the  portion  of  the  time  away  from  home 
which  is  not  attributable  to  the  pursuit  of  the  taxpayer’s  trade  or 
business  or  an  activity  described  in  section  212  is  less  than  25  percent 
of  the  total  time  away  from  home  on  such  travel.  The  House  recedes. 

Amendment  No.  37:  Under  subsection  (e)(6)  of  the  new  section 
274  of  the  code,  as  added  by  the  bill  as  passed  by  the  House,  section 
274(a)  (relating  to  disallowance  of  entertainment,  amusement,  or 
recreation  expenses)  was  not  to  apply  to  expenses  directly  related  to 
business  meetings  of  employees  or  stockholders.  Under  Senate 
amendment  No.  37,  section  274(a)  is  not  to  apply  to  expenses  incurred 
by  a  taxpayer  which  are  directly  related  to  business  meetings  of  his 
employees,  stockholders,  agents,  or  directors.  Under  this  provision, 
the  members  of  a  partnership  are  to  be  considered  as  agents.  The 
House  recedes. 

Amendment  No.  41:  Section  162  of  the  code  provides  that  there 
shall  be  allowed  as  a  deduction  ail  the  ordinary  and  necessary  expenses 
paid  or  incurred  during  the  taxable  year  in  carrying  on  any  trade  or 
business,  including  “traveling  expenses  (including  the  entire  amount 
expended  for  meals  and  lodging)  while  away  from  home  in  the  pursuit 
of  a  trade  or  business.”  Under  the  bill  as  passed  by  the  House,  the 
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parenthetical  matter  quoted  in  the  preceding  sentence  would  be 
changed  to  “(including  a  reasonable  allowance  for  amounts  expended 
for  meals  and  lodging)”.  Under  Senate  amendment  No.  41,  such 
parenthetical  matter  would  be  changed  to  “(including  amounts  ex¬ 
pended  for  meals  and  lodging  other  than  amounts  which  are  lavish 
or  extravagant  under  the  circumstances)”.  The  House  recedes. 

Amendment  No.  42:  Under  the  bill  as  passed  by  the  House,  the 
amendments  made  by  the  bill  with  respect  to  the  disallowance  of 
certain  entertainment,  etc.,  expenses  were  to  apply  with  respect  to 
taxable  years  ending  after  June  30,  1962,  but  only  in  respect  of  periods 
after  such  date.  Under  Senate  amendment  No.  42,  the  amendments 
are  to  apply  with  respect  to  taxable  years  ending  after  December  31, 
1962,  but  only  in  respect  of  periods  after  such  date.  The  House 
recedes. 

AMOUNT  OF  DISTRIBUTION  WHERE  CERTAIN  FOREIGN  CORPORATIONS 
DISTRIBUTE  PROPERTY  IN  KIND 

Amendment  No.  43:  Subsection  (d)  of  section  5  of  the  bill  as  passed 
by  the  House  would  amend  section  902(a)  of  the  code  (relating  to 
credit  for  foreign  taxes)  to  provide  that  for  purposes  of  section  902  (a) 
and  (b)  the  amount  of  any  distribution  in  property  other  than  money 
is  to  be  determined  under  section  301(b)(1)(B)  of  the  code.  Under 
section  301(b)(1)(B)  the  amount  of  a  distribution  of  property  to  a 
corporate  shareholder  is  the  lesser  of  (1)  the  fair  market  value  of  such 
property,  or  (2)  the  adjusted  basis  of  such  property  (in  the  hands  of 
the  distributing  corporation  immediately  before  the  distribution). 
Senate  amendment  No.  43  strikes  out  subsection  (d)  of  section  5  of 
the  bill.  The  House  recedes. 

AMENDMENT  TO  SECTION  482  OF  THE  INTERNAL  REVENUE  CODE 

Amendment  No.  45:  Section  6  of  the  bill  as  passed  by  the  House 
amended  section  482  of  the  code  (relating  to  allocation  of  income  and 
deductions  among  taxpayers)  by  designating  the  existing  text  as  sub¬ 
section  (a)  and  by  adding  a  new  subsection  (b)  to  provide  special  rules 
for  allocating  taxable  income,  arising  from  sales  of  tangible  property 
within  a  related  group  which  includes  a  foreign  organization,  among 
the  members  of  the  group.  The  allocation  was  to  be  made  by  the 
Secretary  of  the  Treasury  or  his  delegate  by  taking  into  consideration 
that  portion  of  the  factors  listed  in  the  bill  which  is  attributable  to 
the  United  States  and  that  portion  which  is  not  attributable  to  the 
United  States.  The  bill  also  permitted  consideration  of  other  factors 
(including  special  risks,  if  any,  of  the  market  in  which  the  property  is 
sold).  If  the  taxpayer  established  to  the  satisfaction  of  the  Secretary 
or  his  delegate  that  an  alternative  method  of  allocation  clearly  re¬ 
flects  the  income  of  each  member  of  the  group  with  respect  to  the 
property  in  question,  the  alternative  method  was  required  to  be  used. 

Senate  amendment  No.  45  strikes  out  section  6  of  the  bill  as  passed 
by  the  House. 

The  House  recedes.  The  conferees  on  the  part  of  both  the  House 
and  the  Senate  believe  that  the  objectives  of  section  6  of  the  bill  as 
passed  by  the  House  can  be  accomplished  by  amendment  of  the  regu¬ 
lations  under  present  section  482.  Section  482  already  contains  broad 
authority  to  the  Secretary  of  the  Treasury  or  his  delegate  to  allocate 
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income  and  deductions.  It  it  believed  that  the  Treasury  should  ex¬ 
plore  the  possibility  of  developing  and  promulgating  regulations  under 
this  authority  which  would  provide  additional  guidelines  and  formulas 
for  the  allocation  of  income  and  deductions  in  cases  involving  foreign 
income. 

DISTRIBUTIONS  OF  FOREIGN  PERSONAL  HOLDING  COMPANY  INCOME 

Amendment  No.  46:  Section  7  of  the  bill  as  passed  by  the  House 
amended  section  552(a)  of  the  code  to  substitute  a  20-percent  gross 
income  requirement  for  the  requirement  now  contained  in  the  defini¬ 
tion  of  a  foreign  personal  holding  company  that  more  than  60  percent 
(or  50  percent  in  certain  cases)  of  its  gross  income  consist  of  foreign 
personal  holding  company  income.  Such  section  7  also  amended  the 
definition  of  “undistributed  foreign  personal  holding  company  income” 
contained  in  section  556(a)  of  the  code  to  mean  taxable  income  (ad¬ 
justed  as  provided  by  existing  law)  if  the  foreign  personal  holding 
company  income  exceeds  80  percent  of  the  company’s  gross  income, 
and  to  mean  a  proportionate  part  of  such  taxable  income  if  the  foreign 
personal  holding  company  income  does  not  exceed  80  percent  of  its 
gross  income. 

Senate  amendment  No.  46  strikes  out  section  7  of  the  bill  as  passed 
by  the  House.  The  House  recedes. 

MUTUAL  SAVINGS  BANKS,  ETC. 

Amendment  No.  48:  The  bill  as  passed  by  both  the  House  and  the 
Senate  amends  section  593  of  the  code  to  provide  rules  relating  to 
reserves  for  losses  on  loans  by  mutual  savings  institutions  listed  in  the 
bill.  Subsection  (b)(1)  of  the  amended  section  593  prescribes  the 
method  for  determining  the  reasonable  addition  for  the  taxable  year 
to  the  reserve  for  bad  debts  under  section  166(c)  of  the  code  and  also 
specifies  the  reserves  to  which  such  additions  are  to  be  made.  Such 
reasonable  addition  is  the  sum  of  two  amounts — -(1)  the  amount  deter¬ 
mined  under  section  166(c)  to  be  the  reasonable  addition  to  the  reserve 
for  losses  on  nonqualifying  loans,  plus  (2)  the  amount  determined  by 
the  taxpayer  to  be  a  reasonable  addition  to  the  reserve  for  losses  on 
qualifying  real  property  loans  (but  the  amount  so  determined  by  the 
taxpayer  is  not  to  exceed  the  amount  determined  under  pars.  (2),  (3), 
or  (4)  of  sec.  593(b),  whichever  amount  is  the  largest).  Senate  amend¬ 
ment  No.  48  adds  a  further  limitation  providing  that  the  amount  of 
the  addition  for  a  taxable  year  to  the  reserve  for  losses  on  qualifying 
real  property  loans,  when  added  to  the  amount  of  the  addition  to  the 
reserve  for  losses  on  nonqualifying  loans,  shall  in  no  case  be  greater 
than  the  amount  by  which  12  percent  of  the  total  deposits  or  with¬ 
drawable  accounts  of  depositors  of  the  taxpayer  at  the  close  of  such 
year  exceeds  the  sum  of  its  surplus,  undivided  profits,  and  reserves  at 
the  beginning  of  such  year  (taking  into  account  any  portion  thereof 
attributable  to  the  period  before  the  first  taxable  year  beginning  after 
December  31,  1951).  The  House  recedes  with  a  substitute  for  the 
Senate  amendment  which  provides,  in  effect,  that  the  12-percent  ceil¬ 
ing  is  not  to  apply  in  the  case  of  a  taxpayer  using  the  experience  method 
for  the  taxable  year. 

Amendments  Nos.  50  and  52:  Under  section  593(b)(2)  of  the  code 
as  amended  by  the  bill  as  passed  by  the  House,  the  amount  of  the 
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reasonable  addition  to  the  reserve  for  losses  on  qualifying  real  prop¬ 
erty  loans  for  a  taxable  year  was  limited  to  the  excess  of  an  amount 
equal  to  60  percent  of  the  taxable  income  for  such  year  over  the  amount 
determined  under  section  166(c)  to  be  a  reasonable  addition  to  the 
reserve  for  losses  on  nonqualifying  loans.  For  purposes  of  this  method, 
taxable  income  is  determined  without  regard  to  any  deduction  for  any 
additions  to  the  reserves  for  bad  debts,  and  also  by  excluding  from 
gross  income  any  amount  included  therein  by  reason  of  subsection  (f) 
(relating  to  the  treatment  of  certain  distributions  of  property  to  stock¬ 
holders  by  a  domestic  building  and  loan  association). 

Senate  amendment  No.  50  provided  that,  in  the  case  of  a  domestic 
building  and  loan  association  having  capital  stock  with  respect  to 
which  any  distribution  of  property  is  not  allowable  as  a  deduction 
under  section  591  (relating  to  dividends  paid  on  deposits),  an  amount 
equal  to  50  percent  of  the  taxable  income  is  substituted  for  the  60 
percent  provided  by  the  bill  as  passed  by  the  House.  The  Senate 
recedes. 

Senate  amendment  No  52  provides  that  the  amount  of  the  addition 
determined  under  section  o93  (b)(2)  is  not  to  exceed  the  amount  neces¬ 
sary  to  increase  the  balance  (as  of  the  close  of  the  taxable  year)  of  the 
reserve  for  losses  on  qualifying  real  property  loans  to  6  percent  of  such 
loans  outstanding  at  such  time.  The  House  recedes. 

Amendment  No.  54 :  Under  section  593(b)  (3)  of  the  code  as  amended 
by  the  bill  as  passed  by  the  House,  the  amount  of  the  reasonable 
addition  to  the  reserve  for  losses  on  qualifying  real  property  loans  for 
a  taxable  year  was  limited  to  an  amount  equal  to  the  amount  necessary 
to  increase  the  balance  (as  of  the  close  of  the  taxable  year)  of  such 
reserve  to  3  percent  of  such  loans  outstanding  at  such  time.  Senate 
amendment  No.  54  permits  the  balance  of  the  reserve  for  losses  on 
qualifying  real  property  loans  to  be  increased  to  a  larger  amount  in  the 
case  of  a  mutual  savings  institution  which  is  a  new  company  and  which 
does  not  have  capital  stock  with  respect  to  which  distributions  of 
property  are  not  allowable  as  a  deduction  under  section  591  of  the 
code.  This  larger  amount  is  the  sum  of  two  amounts:  (1)  3  percent 
of  qualifying  real  property  loans  outstanding  at  the  close  of  the  taxable 
year,  plus  (2)  an  amount  equal  to  2  percent  of  so  much  of  such  loans 
as  does  not  exceed  $4,000,000,  reduced  (but  not  below  zero)  by  the 
amount,  if  any,  of  the  balance  (as  of  the  close  of  such  year)  of  the  tax¬ 
payer’s  supplemental  reserve  for  losses  on  loans.  A  taxpayer  is  a 
“new  company”  for  any  taxable  year  only  if  such  taxable  year  begins 
not  more  than  10  years  after  the  first  day  on  which  it  (or  any  prede¬ 
cessor)  was  authorized  to  do  business  as  a  mutual  savings  institution 
described  in  section  593(a)  of  the  code. 

The  House  recedes  with  an  amendment.  Under  the  conference  ac¬ 
tion  the  text  of  section  593(b)(3)  of  the  code  is  the  same  as  it  is  under 
Senate  amendment  numbered  54.  In  addition,  under  the  conference 
action  the  new  section  593  (b)  (5)  of  the  code  provides  that  in  the  case 
of  certain  domestic  building  and  loan  associations  there  will  be  a  re¬ 
duction  in  the  amount  determined  under  paragraph  (2)  (60  percent  of 
taxable  income  method)  and  paragraph  (3)  (percentage  of  real  prop¬ 
erty  loans  method)  of  section  593(b).  For  purposes  of  computing 
this  reduction,  the  amount  determined  under  paragraph  (2),  and  the 
amount  determined  under  paragraph  (3),  shall  in  each  case  be  the 
amount  determined  without  regard  to  the  new  section  593(b)(5),  but 
with  regard  to  the  12-percent  ceiling  added  by  Senate  amendment 
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numbered  48  and,  in  the  case  of  the  amount  determined  under  para¬ 
graph  (2),  the  6-percent  ceiling  added  by  Senate  amendment  numbered 
52.  The  reduction  provided  by  the  new  section  593(b)(5)  will  apply 
only  in  the  case  of  a  domestic  building  and  loan  association  which 
qualifies  as  such  for  the  taxable  year  solely  by  reason  of  the  second 
sentence  of  section  7701  (a) (19)  (see  the  discussion  of  Senate  amend¬ 
ment  numbered  60),  which  changes  the  36-percent  requirement  of 
subparagraph  (E)  of  the  first  sentence  of  section  7701  (a)  (19)  to  a 
41-percent  requirement.  The  reduction  varies  from  one-twelfth  to 
five-twelfths,  depending  on  the  number  of  percentage  points  (and 
fractions  thereof)  by  which  the  association  fails  to  satisfy  the  36- 
percent  requirement. 

Amendment,  No.  56:  Section  593(c)  of  the  code,  as  amended  by  the 
bill  as  passed  by  the  House  provides  for  the  allocation  of  pre-1963 
reserves  (that  is,  the  net  amount,  determined  as  of  December  31, 
1962,  accumulated  in  the  reserve  for  bad  debts  for  taxable  years  be¬ 
ginning  after  December  31,  1951) — ■ 

(1)  first,  to  the  reserve  for  losses  on  nonqualifying  loans,  to 
the  extent  such  reserve  is  not  increased  above  the  amount  which 
would  be  a  reasonable  addition  under  section  166(c)  of  the  code 
for  a  period  in  which  such  loans  increased  from  zero  to  the 
amount  outstanding  at  the  close  of  1962, 

(2)  second,  to  the  reserve  for  losses  on  qualifying  real  property 
loans,  to  the  extent  such  reserve  is  not  increased  above  the 
amount  equal  to  3  percent  of  the  loans  outstanding  at  the  close 
of  1962  or,  if  larger,  the  amount  which  would  be  a  reasonable 
addition  under  section  166(c)  of  the  code  for  a  period  in  which 
such  loans  increased  from  zero  to  the  amount  outstanding  at  the 
close  of  1962,  and 

(3)  then  to  a  supplemental  reserve  for  losses  on  loans. 

Senate  amendment  No.  56  adds  a  new  paragraph  (5)  to  section 

593(c)  providing,  in  effect,  that  if  the  pre-1963  reserves  are  insufficient 
to  bring  the  balance  of  the  reserve  for  qualifying  real  property  loans 
up  to  the  amount  referred  to  in  paragraph  (2)  above  then  the  term 
“pre-1963  reserves”  includes  so  much  of  the  surplus,  undivided 
profits,  and  bad  debt  reserves  (determined  as  of  Dec.  31,  1962) 
attributable  to  the  period  before  the  first  taxable  year  beginning 
after  December  31,  1951,  as  is  necessary  to  bring  the  balance  of  the 
reserve  for  qualifying  real  property  loans  up  to  the  amount  referred 
to  in  paragraph  (2)  above.  This  rule  is  to  apply  only  for  the  purpose 
of  determining  reasonable  additions  under  the  amended  section  593  to 
such  reserve,  and  for  such  purpose  the  amount  so  allocated  is  to  be 
treated  as  remaining  in  such  reserve.  The  House  recedes. 

Amendment  No.  60:  Section  7701  (a)  (19)  of  the  code  defines  the 
term  “domestic  building  and  loan  association”  as  a  domestic  building 
and  loan  association,  a  domestic  savings  and  loan  association,  and  a 
Federal  savings  and  loan  association,  substantially  all  of  the  business 
of  which  is  confined  to  making  loans  to  members. 

The  bill  as  passed  by  the  House  amended  section  7701  (a)  (19)  to  pro¬ 
vide  that  the  term  “domestic  building  and  loan  association”  means 
any  domestic  building  and  loan  association,  domestic  savings  and  loan 
association,  and  Federal  savings  and  loan  association  which  met  each 
of  two  requirements.  The  first  requirement  was  that  the  association 
be  either  (i)  an  insured  institution  within  the  meaning  of  section  401(a) 
of  the  National  Housing  Act,  or  (ii)  subject  by  law  to  supervision  and 
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examination  by  State  or  Federal  authority  having  supervision  over 
such  associations.  The  second  requirement  was  that  substantially  all 
of  the  business  of  the  association  must  consist  of  accepting  savings  and 
investing  the  proceeds  in  (i)  loans  secured  by  an  interest  in  real  prop¬ 
erty  which  is,  or  from  the  proceeds  of  the  loan  will  become,  residential 
real  property,  and  (ii)  other  loans  to  the  extent  they  would  be  author¬ 
ized  to  be  made  by  a  Federal  savings  and  loan  association  under  sec¬ 
tion  5(c)  of  the  Home  Owners’  Loan  Act  of  1933. 

Senate  amendment  No.  60  adopts  without  change  the  first  require¬ 
ment  of  the  bill  as  passed  by  the  House,  but  replaces  the  second  re¬ 
quirement  with  six  new  requirements: 

(1)  Substantially  all  of  the  business  of  the  association  must  consist 
of  acquiring  the  savings  of  the  public  and  investing  in  loans  described 
in  paragraph  (2)  below. 

(2)  At  least  90  percent  of  the  amount  of  the  total  assets  (determined 
as  of  the  close  of  the  taxable  year)  of  the  association  must  consist  of 
(i)  cash,  (ii)  obligations  of  the  United  States,  a  State,  or  a  political 
subdivision  of  a  State,  stock  or  obligations  of  a  corporation  which  is  an 
instrumentality  of  one  of  those  governmental  units,  and  certificates 
of  deposit  in,  or  obligations  of,  a  corporation  organized  under  a  State 
law  which  specifically  authorizes  such  corporation  to  insure  the 
deposit  or  share  accounts  of  member  associations,  (iii)  loans  secured 
by  an  interest  in  real  property  and  loans  made  for  the  improvement 
of  real  property,  (iv)  loans  secured  by  a  deposit  or  share  of  a  member, 
(v)  property  acquired  through  the  liquidation  of  defaulted  loans 
described  in  clause  (iii)  of  this  paragraph,  and  (vi)  property  used  by 
the  association  in  the  conduct  of  the  business  described  in  paragraph 
(1)  above. 

(3)  Of  the  assets  taken  into  account  as  assets  constituting  the  90 
percent  of  total  assets,  at  least  80  percent  of  such  90  percent  must 
consist  of  (i)  assets  of  the  types  described  in  clauses  (i)  and  (ii)  of 
paragraph  (2)  above,  and  (ii)  loans  secured  by  an  interest  in  real 
property  which  is,  or  from  the  proceeds  of  the  loan  will  become, 
residential  real  property  or  real  property  used  primarily  for  church 
purposes,  loans  made  for  the  improvement  of  residential  real  property 
or  real  property  used  primarily  for  church  purposes,  or  property 
acquired  through  the  liquidation  of  defaulted  loans  described  in  this 
paragraph. 

(4)  Of  the  assets  taken  into  account  as  assets  constituting  the  90 
percent  of  total  assets,  at  least  60  percent  of  such  90  percent  must 
consist  of  (i)  assets  of  the  types  described  in  clauses  (i)  and  (ii)  of 
paragraph  (2)  above,  and  (ii)  loans  secured  by  an  interest  in  real 
property  which  is,  or  from  the  proceeds  of  the  loan  will  become, 
residential  real  property  containing  four  or  fewer  family  units  or  real 
property  used  primarily  for  church  purposes,  loans  made  for  the 
improvement  of  residential  real  property  containing  four  or  fewer 
family  units  or  real  property  used  primarily  for  church  purposes,  or 
property  acquired  through  the  liquidation  of  defaulted  loans  described 
in  this  paragraph. 

(5)  Not  more  than  18  percent  of  the  amount  of  the  total  assets  (de¬ 
termined  as  of  the  close  of  the  taxable  year)  of  the  association  may 
consist  of  assets  other  than  those  referred  to  in  paragraph  (3)  above, 
and  not  more  than  36  percent  of  the  amount  of  such  total  assets  may 
consist  of  assets  other  than  those  referred  to  in  paragraph  (4)  above. 
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(6)  Except  for  property  described  in  paragraph  (2)  above,  not  more 
than  3  percent  of  the  total  assets  of  the  association  may  consist  of 
stock  of  any  corporation. 

Senate  amendment  No.  60  also  provides  that,  at  the  election  of  the 
association,  the  percentages  specified  in  paragraph  (2)  through  (6) 
above  shall  be  applied  on  the  basis  of  the  average  assets  outstanding 
during  the  taxable  year,  rather  than  at  the  close  of  the  taxable  year, 
as  computed  under  regulations  prescribed  by  the  Secretary  of  the 
Treasury  or  his  delegate. 

The  House  recedes  with  amendments.  Under  the  conference  ac¬ 
tion,  loans  secured  by  a  deposit  or  share  of  a  member,  and  property 
used  by  the  association  in  the  conduct  of  its  savings  and  loan  business, 
are  in  effect  to  be  taken  into  account  (1)  in  the  same  manner  as  loans 
on  residential  real  property  for  purposes  of  section  7701(a)(19)(D)(i), 
and  (2)  in  the  same  manner  as  loans  on  residential  real  property  for 
four  or  fewer  family  units  for  purposes  of  section  7701(a)(19)(D)(ii). 

Under  the  conference  action,  a  second  sentence  and  a  third  sentence 
are  added  to  section  7701  (a)  (19).  The  new  second  sentence  provides 
that  the  term  “domestic  building  and  loan  association”  also  includes 
any  association  which  would  satisfy  the  requirements  of  the  first 
sentence  if  “41  percent”  were  substituted  for  “36  percent”  in  sub- 
paragraph  (E)  of  the  first  sentence.  The  new  third  sentence  provides 
in  effect  that,  except  in  the  case  of  the  association’s  first  taxable  year 
(whenever  occurring  in  the  case  of  a  new  association)  beginning  after 
the  date  of  the  enactment  of  the  bill,  the  modification  of  the  36-percent 
requirement  is  to  be  available  to  it  for  a  taxable  year  only  if — 

(1)  it  met  the  requirements  of  the  first  sentence  of  section 
7701  (a)  (19)  for  the  immediately  preceding  taxable  3’ear,  or 

(2)  it  qualified  as  a  domestic  building  and  loan  association 
for  the  immediately  preceding  taxable  year  solely  by  reason  of 
the  second  sentence  of  section  7701  (a)  (19)  and  (if  the  taxable 
year  is  the  third  or  any  succeeding  taxable  year  of  the  association 
beginning  after  the  date  of  the  enactment  of  the  bill)  it  met  the 
requirements  of  the  first  sentence  of  section  7701  (a)  (19)  for  the 
second  preceding  taxable  year. 

Amendment  No.  61:  The  bill  as  passed  by  the  House  repealed  the 
exemption  of  Federal  savings  and  loan  associations  from  the  taxes 
imposed  by  sections  4251  and  4261  of  the  code  (relating,  respectively, 
to  the  excise  tax  on  communications  and  the  excise  tax  on  the  trans¬ 
portation  of  persons).  Senate  amendment  No.  61  amends  section 
5(h)  of  the  Home  Owners’  Loan  Act  of  1933  (12  U.S.C.,  sec.  1464(h)) 
so  as  to  eliminate  entirely  the  exemptions  from  Federal  taxes  which 
that  section  now  provides  in  the  case  of  Federal  savings  and  loan 
associations. 

Under  section  4382(a)(2)  of  the  code,  capital  stock  and  certifi¬ 
cates  of  indebtedness  issued  by  domestic  building  and  loan  associa¬ 
tions  and  cooperative  banks  are  exempt  from  the  documentary  stamp 
taxes  imposed  by  chapter  34  of  the  code.  Senate  amendment  No.  61 
amends  section  4382(a)(2)  so  as  to  eliminate  this  exemption  insofar 
as  it  extends  (i)  to  all  certificates  of  indebtedness  issued  by  a  domestic 
building  and  loan  association  or  cooperative  bank,  and  (ii)  to  shares 
or  certificates  of  stock  issued  by  such  a  domestic  building  and  loan 
association  or  cooperative  bank,  to  the  extent  that  such  shares  or 
certificates  of  stock  do  not  represent  deposits  or  withdrawable  accounts. 

The  House  recedes  with  clerical  arid  clarifying  amendments. 
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Amendment  No.  62:  This  Senate  amendment  adds  a  new  provision 
to  the  bill  as  passed  by  the  House  which  would  amend  section  591  of 
the  code  (relating  to  the  deduction  for  dividends  paid  on  deposits  by 
mutual  savings  banks,  cooperative  banks,  and  domestic  building  and 
loan  associations)  so  as  to  make  clear  that  a  deduction  will  b e-allowable 
under  section  591  for  (1)  interest  paid  or  credited  to  the  accounts  of 
depositors  or  holders  of  accounts  on  their  deposits  or  withdrawable 
accounts  by  mutual  savings  banks,  cooperative  banks,  and  domestic 
building  and  loan  associations,  and  (2)  dividends  and  interest  described 
in  section  591  paid  by  a  savings  institution  chartered  and  supervised 
as  a  savings  and  loan  or  similar  association  under  Federal  or  State  law. 
The  House  recedes. 

Amendment  No.  64:  Under  the  bill  as  passed  by  the  House,  the 
change  in  the  definition  of  the  term  “domestic  building  and  loan 
association”  would  have  taken  effect  on  the  enactment  oi  the  bill. 
Senate  amendment  No.  64  adds  a  new  provision  under  which  the  new 
definition  will  apply  to  taxable  years  beginning  after  the  date  of  the 
enactment  of  the  bill.  The  House  recedes. 

Amendment  No.  65:  The  bill  as  passed  by  the  House  provided  an 
effective  date  of  July  1,  1962,  for  the  termination  of  the  exemption  of 
domestic  building  and  loan  associations  from  the  excise  taxes  on  com¬ 
munications  and  transportation  of  persons.  Senate  amendment  No. 
65  provides  an  effective  date  of  January  1,  1963,  for  the  termination, 
resulting  from  Senate  amendment  No.  61  of  exemptions  from  Federal 
taxes.  The  Flouse  recedes. 

DISTRIBUTIONS  BY  FOREIGN  TRUSTS 

Amendment  No.  69:  The  bill  as  passed  by  the  House  defined  the 
term  “foreign  trust  created  by  a  United  States  person”  (for  purposes 
of  the  provisions  of  the  bill  relating  to  distributions  by  foreign  trusts) 
as,  in  general,  a  foreign  trust  to  which  money  or  property  has  been 
transferred  directly  or  indirectly  by  a  United  States  person,  or  under 
the  will  of  a  decedent  who  at  the  date  of  his  death  was  a  United  States 
citizen  or  resident.  Senate  amendment  No.  69  provides  that  such 
term  means  that  portion  of  a  foreign  .trust  attributable  to  money  or 
property  transferred  directly  or  indirectly  by  such  a  person  or  under 
the  will  of  such  a  decedent.  The  House  recedes  with  clerical  amend¬ 
ments. 

Amendment  No.  70:  Under  the  bill  as  passed  by  the  House,  the 
amendments  to  subchapter  J  of  chapter  1  of  the  code  with  respect  to 
distributions  by  foreign  trusts  were  to  apply  with  respect  to  distribu¬ 
tions  made  in  taxable  years  of  trusts  beginning  after  the  date  of  the 
enactment  of  the  bill.  Senate  amendment  No.  70  provides  that  these 
amendments  are  to  apply  with  respect  to  distributions  made  after 
December  31,  1962.  The  House  recedes. 

MUTUAL  INSURANCE  COMPANIES  (OTHER  THAN  LIFE,  MARINE,  AND 
CERTAIN  FIRE  OR  FLOOD  INSURANCE  COMPANIES) 

Amendments  Nos.  75  and  76:  These  are  amendments  to  conform, 
in  the  case  of  insurance  companies  subject  to  tax  under  part  II  of 
subchapter  L  of  chapter  1  of  the  code,  the  normal  tax  rates  on  mutual 
insurance  company  taxable  income  and  on  taxable  investment  income 
to  the  action  taken  by  the  Congress  in  the  Tax  Rate  Extension  Act 
of  1962.  The  House  recedes. 
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Amendments  Nos.  79,  80,  81,  82,  and  102:  Under  existing  law  and 
under  the  bill  as  passed  by  the  House,  mutual  insurance  companies 
other  than  life  or  marine  are  exempt  from  income  tax  if  the  gross 
amount  received  from  specified  items  does  not  exceed  $75,000.  Under 
the  bill  as  passed  by  the  House,  if  this  gross  amount  is  over  $75,000 
but  less  than  $125,000,  the  alternative  tax  imposed  by  the  new  sec¬ 
tion  821(c)(1)  of  the  code  on  small  companies  is  proportionately  re¬ 
duced.  Under  Senate  amendment  No.  102,  a  mutual  insurance 
company  other  than  life  or  marine  is  exempt  from  income  tax  if  the 
gross  amount  does  not  exceed  $150,000.  Senate  amendments  Nos. 
79,  80,  81,  and  82  provide  for  a  proportionate  decrease  in  the  alterna¬ 
tive  tax  if  the  gross  amount  is  over  $150,000  but  less  than  $250,000. 
The  House  recedes. 

Amendments  Nos.  84  and  85:  Under  the  bill  as  passed  by  the 
House,  the  alternative  tax  for  certain  small  companies  provided  by 
the  new  section  821(c)  of  the  code  applied  for  a  taxable  year  onty  if 
the  gross  amount  referred  to  in  section  821(c)(3)  for  the  taxable  year 
exceeded  $75,000  but  did  not  exceed  $300,000.  Under  Senate  amend¬ 
ments  Nos.  84  and  85  the  $75,000  and  $300,000  amounts  are  changed 
to  $150,000  and  $600,000,  respectively.  The  House  recedes  on  Senate 
amendment  No.  84.  The  House  recedes  on  Senate  amendment  No. 
85  with  an  amendment  changing  the  $600,000  amount  provided  by 
the  Senate  amendment  to  $500,000. 

Amendment  No.  87:  This  amendment  adds  a  new  subsection  (f) 
to  section  821  of  the  code  and  provides  a  special  transitional  under¬ 
writing  loss  deduction  for  taxable  years  beginning  after  1962  and  be¬ 
fore  1968  for  mutual  insurance  companies  which  were  subject  to  the 
tax  imposed  by  existing  section  821  for  the  6  taxable  years  immediately 
preceding  1963  and  which  incurred  an  underwriting  loss  for  at  least  5 
of  such  6  years.  The  mutual  insurance  company  taxable  income  with 
respect  to  such  a  company  is  reduced  each  year  by  the  amount  by 
which  (1)  the  sum  of  the  underwriting  losses  of  such  company  for  such 
6  years,  reduced  by  the  underwriting  gain  for  such  years,  exceeds  (2) 
the  total  amount  by  which  mutual  insurance  company  taxable  income 
was  reduced  under  the  new  subsection  (f)  for  prior  taxable  years.  The 
House  recedes  with  a  substitute  under  which  (1)  the  new  subsection 
(f)  applies  only  in  the  case  of  a  company  which  has  been  subject  to 
the  tax  imposed  by  section  821  for  each  of  the  5  taxable  years  im¬ 
mediately  preceding  1962,  and  has  incurred  an  underwriting  loss  for 
each  of  such  5  taxable  years,  and  (2)  such  losses  are  to  be  used  as  an 
offset  only  to  statutory  underwriting  income. 

Amendments  Nos.  90,  91,  and  92:  Section  823(c)  of  the  code,  as 
added  by  the  bill  as  passed  by  the  House,  provided  a  special  deduction 
(not  to  exceed  $6,000  in  amount)  in  determining  the  statutory  under¬ 
writing  income  or  loss  for  the  taxable  year  if  the  gross  amount  re¬ 
ceived  from  the  items  specified  in  section  823(c)  does  not  equal  or 
exceed  $900,000.  Under  Senate  amendments  Nos.  90,  91,  and  92 
this  special  deduction  decreases  to  zero  when  the  gross  amount  equals 
$1,200,000.  The  House  recedes  with  an  amendment  under  which 
the  deduction  decreases  to  zero  when  the  gross  amount  equals 
$1,100,000. 

Amendments  Nos.  93,  94,  95,  and  96:  Under  the  bill  as  passed  by 
the  House,  paragraph  (1)  of  the  new  section  824(a)  added  to  the  code 
(relating  to  deduction  to  provide  protection  against  losses)  provides 
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that  in  determining  the  statutory  underwriting  income  or  loss  for  any 
taxable  year  there  is  to  be  allowed  as  a  deduction  the  sum  of 

(1)  an  amount  equal  to  1  percent  of  the  losses  incurred  during 
the  taxable  year,  plus 

(2)  an  amount  equal  to  25  percent  of  the  underwriting  gam 
for  the  taxable  year,  plus 

(3)  if  the  concentrated  windstorm,  etc.,  premium  percentage 
(as  defined  in  the  bill)  for  the  taxable  year  exceeds  50  percent,  an 
amount  determined  by  applying  so  much  of  such  percentage  as 
exceeds  50  percent  to  the  underwriting  gain  for  the  taxable  year. 

Under  the  bill  as  passed  by  the  House,  paragraph  (2)  oi  the  new 
section  824(a)  defines  the  term  “concentrated  windstorm,  etc., 
premium  percentage”  as  the  percentage  obtained  by  dividing  (A) 
premiums  earned  on  insurance  contracts  during  the  taxable  year,  to 
the  extent  attributable  to  insuring  against  losses  arising  in  any  one 
State,  from  windstorm,  hail,  flood,  earthquake,  or  similar  hazards, 
by  (B)  premiums  earned  on  insurance  contracts  during  the  taxable 
year. 

Senate  amendments  Nos.  93  and  94  increase  the  scope  of  the  cover¬ 
age  of  paragraph  (3)  above  and  increase  the  amount  of  the  deduction 
by  striking  out  the  references  to  50  percent  and  inserting  in  lieu 
thereof  40  percent.  The  House  recedes. 

Senate  amendment  No.  96  changes  the  definition  of  “concentrated 
windstorm,  etc.,  premium  percentage”  to  permit  the  percentage  to 
be  determined  by  reference  to  premiums  attributable  to  insuring 
against  losses  arising  (1)  in  any  one  State,  (2)  if  the  taxpayer  so 
elects,  within  200  miles  of  any  fixed  point  selected  by  the  taxpayer, 
or  (3)  if  the  taxpayer  so  elects,  within  400  miles  of  any  fixed  point 
selected  by  the  taxpayer.  Senate  amendment  No.  95  provides  that, 
in  the  case  of  a  taxpayer  making  the  election  described  in  clause  (3)  of 
the  preceding  sentence,  the  amount  of  the  deduction  allowable  by 
reason  of  section  824(a)(1)(C)  is  to  be  one-half  of  the  amount  it  would 
be  but  for  this  amendment.  The  House  recedes  on  Senate  amend¬ 
ment  No.  96  with  an  amendment  under  which  the  percentage  is  to  be 
determined  by  reference  to  premiums  attributable  to  losses  arising 
either  (1)  in  any  one  State,  or  (2)  within  200  miles  of  any  fixed  point 
selected  by  the  taxpayer.  The  Senate  recedes  on  Senate  amendment 
No.  95. 

Amendments  Nos.  97,  98,  and  99:  Subsection  (d)  of  the  new  section 
824  of  the  code,  as  added  by  the  bill,  sets  forth  the  amounts  which 
are  to  be  subtracted  from  the  protection  against  loss  account.  These 
amounts  are  taken  into  account  for  purposes  of  determining  mutual 
insurance  company  taxable  income. 

Under  the  bill  as  passed  by  the  House,  the  first  subtraction  from 
the  account  was  to  be  made  for  so  much  of  the  statutory  underwriting 
loss  as  was  generated  either  by  the  deduction  for  dividends  to  policy¬ 
holders  or  by  the  deduction  provided  in  section  824(a)  for  protection 
against  losses.  Thus,  under  the  bill  as  passed  by  the  House,  any 
underwriting  loss  attributable  to  policy  dividends  could  not  be  applied 
against  taxable  investment  income  unless  the  balance  in  the  protection 
against  loss  account  had  first  been  reduced  to  zero. 

The  effect  of  Senate  amendments  Nos.  97,  98,  and  99  is  to  permit 
any  portion  of  the  statutory  underwriting  loss  attributable  to  the 
deduction  for  dividends  to  policyholders  to  be  first  applied  against 
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taxable  investment  income.  The  House  recedes  on  Senate  amend¬ 
ments  Nos.  97  and  98,  and  recedes  on  Senate  amendment  No.  99  with 
a  clerical  amendment. 

Amendment  No.  100:  New  section  826  of  the  code,  as  added  by  the 
bill,  in  effect  permits  a  mutual  insurance  company  which  is  an  inter¬ 
insurer  or  reciprocal  underwriter  to  elect  to  combine  certain  income 
of  its  attorney-in-fact  with  its  own  underwriting  income.  If  the 
company  so  elects,  it  is  credited  with  so  much  of  the  tax  paid  by  the 
attorney-in-fact  as  is  attributable  to  such  income  of  the  attorney-in- 
fact.  Under  the  bill  as  passed  by  the  House,  subsection  (d)  of  sec¬ 
tion  826  provided,  in  effect,  that  the  protection  against  loss  deduction 
of  the  reciprocal  making  the  election  and  the  addition  to  its  protection 
against  loss  account  were  to  be  computed  without  regard  to  the 
election.  Senate  amendment  No.  100  strikes  out  this  provision,  thus 
permitting  the  protection  against  loss  deduction,  and  the  amount 
added  to  the  protection  against  loss  account,  to  reflect  amounts 
attributable  to  such  income  of  the  attorney-in-fact.  The  amendment 
inserts  a  new  subsection  (d)  providing,  in  effect,  that  no  part  of  the 
amount  added  to  the  protection  against  loss  account  by  reason  of  the 
election  by  the  reciprocal  may  remain  in  the  account  (and  thus  be 
subject  to  tax  deferral)  for  more  than  5  years.  The  House  recedes. 

Amendment  No.  104:  Under  this  amendment  (and  Senate  amend¬ 
ment  No.  74)  mutual  flood  insurance  companies  are  to  be  taxed  under 
part  III  of  subchapter  L  of  chapter  1  of  the  code  (which  imposes  a  tax 
on  certain  marine  and  mutual  fire  insurance  companies  and  on  certain 
stock  insurance  companies  which  are  not  life  insurance  companies). 

The  House  recedes  with  technical  conforming  amendments  making 
it  clear  that  the  taxation  of  these  mutual  flood  insurance  companies 
(and  of  their  subscribers  or  policyholders)  is  to  be  the  same  as  the 
present  tax  treatment  of  so-called  factory  mutuals  (and  of  their  policy¬ 
holders). 

DOMESTIC  CORPORATIONS  RECEIVING  DIVIDENDS  FROM  FOREIGN 

CORPORATIONS 

Amendments  Nos.  Ill  and  113:  These  amendments  deal  with  (1) 
the  method  to  be  used  for  determining  the  amount  of  foreign  income 
tax  deemed  to  have  been  paid  by  domestic  corporations  with  respect 
to  dividends  received  from  foreign  corporations  for  purposes  of  the 
allowance  of  a  foreign  tax  credit  under  section  902  of  the  code,  and  (2) 
the  amount  to  be  treated  as  received  as  a  dividend  by  reason  of  the 
tax  so  deemed  paid.  Under  the  bill  as  passed  by  the  House,  the  entire 
amount  of  foreign  income  tax  of  the  foreign  corporation  was  to  be 
taken  into  account  in  determining  the  foreign  income  tax  deemed  to  be 
paid  by  the  domestic  corporation,  and  (under  new  sec.  78)  an  amount 
equal  to  the  taxes  deemed  paid  was  required  to  be  included  in  income 
as  a  dividend.  Senate  amendment  No.  Ill  would  (A)  retain  existing 
law  with  respect  to  dividends  paid  by  a  foreign  corporation  out  of 
accumulated  profits  of  a  year  for  which  it  is  a  “less  developed  country 
•corporation,”  and  (B)  provide,  with  respect  to  all  other  dividends  paid 
by  a  foreign  corporation,  the  same  rules  as  were  provided  by  the  bill 
as  passed  by  the  House.  Under  Senate  amendment  No.  113,  the  new 
section  78  is  amended  to  exclude  from  the  application  of  the  new  sec¬ 
tion  78  dividends  referred  to  in  clause  (A)  above.  The  House  re¬ 
cedes  on  Senate  amendments  Nos.  Ill  and  113. 
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SEPARATE  LIMITATION  ON  FOREIGN  TAX  CREDIT  WITH  RESPECT  TO 

CERTAIN  INTEREST  INCOME 

Amendment  No.  121:  Section  904  of  the  code  provides  a  per- 
country  limitation  on  the  amount  of  the  foreign  tax  credit  or  (at  the 
election  of  the  taxpayer)  an  overall  limitation  may  be  applied.  Senate 
amendment  No.  121  adds  a  new  section  to  the  bill  to  provide  a  separate 
limitation  on  the  foreign  tax  credit  with  respect  to  certain  interest 
income.  Under  the  amendment,  (1)  the  foreign  tax  credit  limitations 
are  to  be  applied  separately  with  respect  to  (A)  certain  interest  in¬ 
come,  and  (B)  income  other  than  such  interest  income,  and  (2)  the 
overall  limitation  is  not  to  apply  to  such  interest  income.  The 
interest  income  referred  to  is  any  interest  other  than — 

(A)  interest  derived  from  any  transaction  which  is  directly 
related  to  the  active  conduct  of  a  trade  or  business  in  a  foreign 
country  or  a  possession  of  the  United  States, 

(B)  interest  derived  in  the  conduct  of  a  banking,  financing,  or 
similar  business, 

(C)  interest  received  from  a  corporation  in  which  the  taxpayer 
owns  at  least  10  percent  of  the  voting  stock,  and 

(D)  interest  received  on  obligations  acquired  as  a  result  of 
the  disposition  of  a  trade  or  business  actively  conducted  by  the 
taxpayer  in  a  foreign  country  or  a  possession  of  the  United  States 
or  as  the  result  of  the  disposition  of  stock  or  obligations  of  a 
corporation  in  which  the  taxpayer  owned  at  least  10  percent  of 
the  voting  stock. 

The  amendment  requires  the  Secretary  of  the  Treasury  or  his  delegate 
by  regulations  to  prescribe  the  manner  of  applying  foreign  tax  credit 
carrybacks  and  carryovers  where  the  taxpayer  elects  the  overall 
limitation  as  to  other  income  and  provides  transitional  rules  (1).  for 
foreign  tax  credit  carrybacks  from  years  to  which  the  new  provisions 
apply  to  years  to  which  they  do  not  apply,  and  (2)  for  foreign  tax  credit 
carryovers  from  years  to  which  the  new  provisions  do  not  apply  to 
years  to  which  they  do  apply.  The  new  provisions  are  to  apply 
with  respect  to  taxable  years  "beginning  after  the  date  of  the  enact¬ 
ment  of  the  bill,  but  only  with  respect  to  interest  resulting  from  trans¬ 
actions  consummated  after  April  2,  1962.  The  House  recedes. 

EARNED  INCOME  FROM  SOURCES  WITHOUT  THE  UNITED  STATES 

Amendment  No.  123:  This  amendment  adds  a  new  paragraph  (6) 
to  section  911(c)  of  the  code  as  contained  in  the  bill  as  passed  by  the 
House.  Section  911(c)  contains  special  rules  for  determining  the 
amount  of  earned  income  from  sources  without  the  United  States 
which  is  excludable  from  gross  income.  The  new  paragraph  (6) 
provides  that  a  statement  by  an  individual  who  has  earned  income 
from  sources  within  a  foreign  country  to  the  authorities  of  that 
country  that  he  is  not  a  resident  of  that  country,  if  he  is  held  not 
subject  as  a  resident  of  that  country  to  the  income  tax  of  that  country 
by  its  authorities  with  respect  to  such  earnings,  shall  be  conclusive 
evidence  with  respect  to  such  earnings  that  he  is  not  a  bona  fide  resi¬ 
dent  of  that  country  for  purposes  of  section  911(a)(1).  The  House 
recedes. 

Amendment  No.  124:  This  amendment  adds  a  new  paragraph  (7) 
to  section  911(c)  of  the  code  as  contained  in  the  bill  as  passed  by  the 
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House.  Under  the  new  paragraph  (7),  if  an  individual  who  qualifies 
as  a  bona  fide  resident  of  a  foreign  country  receives  compensation 
from  sources  without  the  United  States  (except  from  the  United 
States  or  any  agency  thereof)  in  the  form  of  the  right  to  use  property 
or  facilities,  the  $20,000  or  $35,000  limitation  applicable  with  respect 
to  such  individual  (A)  for  a  taxable  year  ending  in  1963,  is  to  be  in¬ 
creased  by  an  amount  equal  to  the  amount  of  such  compensation  so 
received  during  such  taxable  year;  (B)  for  a  taxable  year  ending  in 
1964,  is  to  be  increased  by  an  amount  equal  to  two-thirds  of  such 
compensation  so  received  during  such  taxable  year;  and  (C)  for  a 
taxable  year  ending  in  1965,  is  to  be  increased  by  an  amount  equal 
to  one-third  of  such  compensation  so  received  during  such  taxable 
year.  The  House  recedes. 

Amendment  No.  125:  The  bill  as  passed  by  the  House  provided  that 
the  amendment  made  to  section  911  of  the  code  was  to  apply  to  taxable 
years  ending  after  December  31,  1962,  but  only  with  respect  to 
amounts  received  after  December  31,  1962,  which  were  attributable 
either  to  (A)  services  performed  after  December  31,  1962,  or  (B) 
services  performed  on  or  before  December  31,  1962,  but  only  if  on 
March  12,  1962,  there  existed  no  right  (whether  forfeitable  or  non¬ 
forfeitable)  to  receive  such  amounts.  Senate  amendment  No.  125 
provides  that  the  amendment  made  to  section  911  of  the  code  will 
apply  to  taxable  years  ending  after  September  4,  1962,  but  only  with 
respect  to  (1)  amounts  received  after  March  12,  1962,  which  are  at¬ 
tributable  to  services  performed  after  December  31,  1962,  or  (2) 
amounts  received  after  December  31,  1962,  which  are  attributable  to 
services  performed  on  or  before  December  31,  1962,  unless  on  March 
12,  1962,  there  existed  a  right  (whether  forfeitable  or  nonforfeitable) 
to  receive  such  amounts.  The  House  recedes. 

CONTROLLED  FOREIGN  CORPORATIONS 

Amendment  No.  126 :  The  bill  as  passed  by  the  House  added  a  new 
subpart  F  to  part  III  of  subchapter  N  of  chapter  1  of  the  code  (relating 
to  income  from  sources  without  the  United  States).  The  new  subpart 
F  (relating  to  controlled  foreign  corporations)  provided  rules  under 
which  a  United  States  person  who  owns  stock  in  a  controlled  foreign 
corporation  would  be  required  to  include  in  his  gross  income  a  pro 
rata  share  of  certain  portions  of  the  controlled  foreign  corporation’s 
income.  Senate  amendment  No.  126  struck  out  these  provisions  of 
the  bill  as  passed  by  the  House  and  inserted  new  text  in  the  nature 
of  a  substitute  which  adds  a  new  subpart  F  (relating  to  controlled 
foreign  corporations)  and  a  new  subpart  G  (relating  to  export  trade 
corporations).  Under  the  conference  agreement,  the  House  recedes 
with  amendments,  which,  except  as  discussed  below  in  paragraph  (m) 
relating  to  receipt  of  minimum  distributions,  are  either  technical  or 
clerical.  The  more  important  differences  between  the  bill  as  passed 
by  the  House  and  the  Senate  amendment  as  agreed  to  in  conference 
are  explained  below. 

(a)  Amounts  included  in  gross  income. — The  bill  as  passed  by  both 
the  House  and  the  Senate  provides,  in  general,  that  a  U.S.  person  who 
owns,  or  is  considered  to  own,  10  percent  or  more  of  the  total  combined 
voting  power  of  all  classes  of  stock  entitled  to  vote  of  a  controlled 
foreign  corporation  is  required  to  include  in  his  gross  income  his  pro 
rata  share  of  (1)  the  subpart  F  income  of  the  foreign  corporation,  (2) 
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previously  excluded  subpart  F  income  withdrawn  from  investment  in 
less  developed  countries,  and  (3)  the  increase  in  earnings  of  the  foreign 
corporation  invested  in  certain  property  (“nonqualified  property”  in 
the  bill  as  passed  by  the  House,  and  limited  to  “  United  States  prop¬ 
erty”  in  the  Senate  amendment).  Under  the  bill  as  passed  by  the 
House,  this  provision  applied  if  the  foreign  corporation  was  a  controlled 
foreign  corporation  on  any  one  day  of  the  taxable  year.  Senate 
amendment  No.  126  requires  that  the  foreign  corporation  be  a  con¬ 
trolled  foreign  corporation  for  an  uninterrupted  period  of  30  days  or 
more  during  its  taxable  year.  The  bill  as  passed  by  both  the  House 
and  the  Senate  defines  U.S.  persons  to  mean,  in  general,  citizens  or 
residents  of  the  United  States,  domestic  partnerships  and  corpora¬ 
tions,  and  any  estate  or  trust  (other  than  a  foreign  estate  or  trust). 
However,  Senate  amendment  No.  126,  in  cases  relating  to  certain 
corporations  organized  in  the  Commonwealth  of  Puerto  Rico  or  pos¬ 
sessions  of  the  United  States,  excludes  from  the  definition  of  U.S. 
persons  certain  individual  citizens  of  the  United  States  who  are  bona 
fide  residents  in  the  Commonwealth  of  Puerto  Rico  or  the  possession 
of  the  United  States  in  which  the  corporation  is  created  or  organized. 

(b)  Subpart  F  income. — • 

(1)  Amounts  included.— The  bill  as  passed  by  both  the  House  and 
the  Senate  included  within  the  term  “subpart  F  income”  the  foreign 
base  company  income  of  a  controlled  foreign  corporation  and  the  in¬ 
come  of  a  controlled  foreign  corporation  derived  from  the  insurance 
of  U.S.  risks.  The  bill  as  passed  by  the  House  also  included  in  the 
subpart  F  income  of  a  controlled  foreign  corporation  income  of  such 
corporation  derived  from  U.S.  patents,  copyrights,  and  exclusive 
formulas  and  processes  if  such  properties  were  substantial^  developed, 
created,  or  produced  in  the  United  States  or  were  acquired  from  a 
related  U.S.  person.  Senate  amendment  No.  126  does  not  include 
such  income  in  subpart  F  income.  However,  see  amendment  No. 
161  for  a  provision  that  gain  on  the  sale  or  exchange  of  such  property 
to  a  foreign  corporation  controlled  by  the  transferor  is  to  be  taxable  as 
ordinary  income. 

(2)  Limitations  on  subpart  F  income. — The  bill  as  passed  by  both 
the  House  and  Senate  provided  that  the  subpart  F  income  of  a  con¬ 
trolled  foreign  corporation  could  not  exceed  the  earnings  and  profits 
for  the  taxable  year.  Senate  amendment  No.  126  provides  that,  for 
purposes  of  this  limitation,  the  earnings  and  profits  for  any  taxable 
year  is  to  be  reduced  by  deficits  in  earnings  and  profits  for  taxable 
years  of  the  controlled  foreign  corporation  beginning  after  December 
31,  1962  (and  certain  deficits  in  earnings  and  profits  for  taxable  years 
beginning  after  December  31,  1959,  and  before  January  1,  1963)  and, 
under  regulations  prescribed  by  the  Secretary  of  the  Treasury  or  his 
delegate,  by  deficits  in  earnings  and  profits  of  other  corporations  in 
a  chain  of  ownership  which  includes  the  controlled  foreign  corporation. 

(c)  Income  derived  from  insurance  of  U.S.  risks. — The  bill  as  passed 
by  both  the  House  and  the  Senate  provides  that  subpart  F  income 
includes  income  of  a  controlled  foreign  corporation  derived  from  the 
insurance  or  reinsurance  of  property  in  the  United  States  or  of  lives 
or  health  of  residents  of  the  United  States.  However,  under  Senate 
amendment  No.  126  this  provision  applies  only  if  the  premiums  or 
other  consideration  received  or  accrued  in  respect  of  such  insurance 
or  reinsurance  by  a  controlled  foreign  corporation  represents  more 
than  5  percent  of  total  premiums  and  other  consideration. 
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(d)  Foreign  base  company  income. — The  bill  as  passed  by  both  the 
House  and  the  Senate  provides  that  the  term  “foreign  base  company 
income”  means  the  sum  of  the  foreign  personal  holding  company  in¬ 
come  (discussed  in  paragraph  (e)  below)  and  the  foreign  base  company 
sales  income  (discussed  in  paragraph  (f)  below)  of  a  controlled  foreign 
corporation.  Senate  amendment  No.  126  also  includes  foreign  base 
company  services  income  (discussed  in  paragraph  (g)  below)  within 
the  defined  term. 

(e)  Foreign  personal  holding  company  income. — -The  bill  as  passed 
by  both  the  House  and  the  Senate  provides  that  subpart  F  income 
of  a  foreign  corporation  includes  foreign  personal  holding  company 
income,  with  certain  modifications.  The  bill  as  passed  by  the  House 
provided  for  an  exclusion  in  the  case  of  personal  holding  company 
income  of  certain  banks.  The  Senate  amendment  provides  for  an 
exclusion  from  personal  holding  company  income  of:  (i)  rents  and 
royalties  derived  from  the  active  conduct  of  a  trade  or  business,  if 
received  from  an  unrelated  person;  (ii)  dividends,  interest,  and  cer¬ 
tain  gains  derived  in  the  conduct  of  a  banking,  financing,  or  similar 
business,  or  derived  by  an  insurance  company  on  investments  of  un¬ 
earned  premiums  or  certain  reserves,  if  received  from  an  unrelated 
person;  (iii)  dividends  and  interest  received  from  related  persons  if 
such  persons  are  organized,  and  have  a  substantial  part  of  their  assets, 
within  the  country  of  incorporation  of  the  controlled  foreign  corpo¬ 
ration;  (iv)  interest  received  in  the  conduct  of  a  banking,  financing, 
or  similar  business  from  a  related  person  also  engaged  in  the  conduct 
of  a  banking,  financing,  or  similar  business,  if  the  businesses  of  both 
the  recipient  and  payor  are  predominantly  with  unrelated  persons; 
and  (v)  rents,  royalties,  and  similar  amounts  received  from  a  related 
person  for  the  use  of,  or  the  privilege  of  using,  property  within  the 
country  of  incorporation  of  the  controlled  foreign  corporation. 

ff)  Foreign  base  company  sales  income. — The  bill  as  passed  by  both 
the  House  and  the  Senate  provides  that  subpart  F  income  of  a  con¬ 
trolled  foreign  corporation  includes  income,  whether  in  the  form  of 
profits,  commissions,  fees,  or  otherwise,  derived  by  a  controlled  foreign 
corporation  in  connection  with  the  purchase  of  property  from  a  related 
person,  or  sale  of  property  to  a  related  person,  when  the  property  sold 
was  neither  manufactured  in,  nor  sold  for  use,  consumption,  or  dis¬ 
position  in,  the  country  in  which  the  controlled  foreign  corporation  is 
organized.  The  Senate  amendment  provides  that  foreign  branches  of 
a  controlled  foreign  corporation  shall,  under  certain  circumstances,  be 
treated  as  wholly  owned  subsidiary  corporations  for  purposes  of  de¬ 
termining  the  foreign  base  company  sales  income  of  the  controlled 
foreign  corporation,  and  treats  foreign  base  company  sales  income  of 
the  branch  as  foreign  base  company  sales  income  of  the  controlled 
foreign  corporation. 

The  bill  as  passed  by  the  House  provided  for  a  reduction  of  foreign 
base  company  sales  income  by  an  amount  equal  to  the  increase  in 
qualified  investments  in  less  developed  countries.  Moreover,  the  bill 
as  passed  by  the  House  provided  that  foreign  base  company  sales 
income  would  be  includible  in  subpart  F  income  only  if  such  income 
amounted  to  at  least  20  percent  of  gross  income  (not  including  other 
foreign  base  company  income).  Senate  amendment  No.  126  contains 
neither  provision.  However,  see  the  discussion  below  under  paragraph 
(h)  relating  to  exclusions  from  foreign  base  company  income. 
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(g)  Foreign  base  company  services  income. — Senate  amendment  No. 
126  provides  that  subpart  F  income  of  a  controlled  foreign  corporation 
includes  income,  whether  in  the  form  of  compensation,  commissions, 
fees,  or  otherwise,  derived  by  a  controlled  foreign  corporation  in 
connection  with  the  performance  of  technical,  managerial,  engineering, 
or  like  services  if  such  services  are  performed  for  a  related  person  and 
are  performed  outside  the  country  of  incorporation  of  the  controlled 
foreign  corporation,  and  if  such  income  is  not  related  to  certain  selling 
activities.  The  bill  as  passed  by  the  House  did  not  contain  any 
similar  provision. 

(h)  Exclusions  from  foreign  base  company  income. — The  bill  as 
passed  by  the  House  provided  that  no  part  of  the  gross  income  of  a 
controlled  foreign  corporation  would  be  treated  as  foreign  base 
company  income  if  such  income  was  less  than  20  percent  of  gross 
income,  and  that  the  entire  gross  income  of  such  a  corporation  would 
be  treated  as  foreign  base  company  income  if  such  income  exceeded 
80  percent  of  gross  income.  Senate  amendment  No.  126  changes 
these  percentages  to  30  percent  and  70  percent,  respectively.  The 
bill  as  passed  by  the  House  also  provided,  in  general,  that  foreign 
base  company  income  was  to  be  reduced  by  an  amount  equal  to  the 
increased  investment  in  certain  less  developed  country  properties, 
including  stock  of  a  foreign  corporation  engaged  in  business  almost 
wholly  within  less  developed  countries  if  substantially  all  the  property 
of  such  corporation  was  ordinary  and  necessary  for  the  active  conduct 
of  such  trade  or  business.  Senate  amendment  No.  126  provides  lhat 
foreign  base  company  income  does  not  include  dividends  and  interest 
received  from  qualified  investments  in  less  developed  countries,  and 
net  gain  from  the  sale  or  exchange  of  such  investments  to  the  extent 
such  dividends,  interest,  and  gains  do  not  exceed  the  increased  invest¬ 
ment  of  a  controlled  foreign  corporation,  for  the  taxable  year,  in 
qualified  investments  in  less  developed  countries.  The  Senate  amend¬ 
ment  also  provides  that  foreign  base  company  income  does  not  include 
income  of  a  controlled  foreign  corporation  derived  from  the  use  of 
any  aircraft  or  vessel  in  foreign  commerce,  or  from  services  directly 
related  to  such  use. 

(i)  Withdrawal  of  previously  excluded  subpart  F  income  from  quali¬ 
fied  investments. — As  noted  in  paragraph  (h)  above,  Senate  amendment 
No.  126  provides  that  dividends,  interest,  and  gains  derived  from 
qualified  investments  in  less  developed  countries  are  excluded  from 
foreign  base  company  income  to  the  extent  of  the  increased  invest¬ 
ment  for  the  taxable  year,  in  qualified  investments  in  less  developed 
countries.  Amounts  once  excluded  from  foreign  base  company  in¬ 
come  under  this  provision  are,  however,  included  in  gross  income  of 
U.S.  shareholders  when  there  is  a  decrease  in  qualified  investments  in 
less  developed  countries. 

(1)  Qualified  investments  in  less  developed  countries—  The  Senate 
amendment  defines  the  term  “qualified  investments  in  less  developed 
countries”  to  mean  (A)  stock  of  a  less  developed  country  corporation, 
but  only  if  the  controlled  foreign  corporation  which  makes  the  invest¬ 
ment  owns  10  percent  or  more  of  the  stock  of  such  corporation,  (B) 
an  obligation  of  a  less  developed  country  corporation  which  at  the 
time  acquired  by  the  controlled  foreign  corporation  has  a  maturity  of 
1  year  or  more,  but  only  if  the  controlled  foreign  corporation  which 
makes  the  investment  owns  10  percent  or  more  of  the  stock  of  such 
corporation,  and  (C)  obligations  of  a  less  developed  country.  How- 
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over,  if  any  such  investment  is  disposed  of  within  6  months  after  the 
date  oi  its  acquisition,  it  is  not  to  be  treated  as  a  qualified  investment. 

(2)  Less  developed  country  corporations. — Senate  amendment  No. 
126  defines  the  term  “less  developed  country  corporation”  to  mean  a 
foreign  corporation  engaged  in  the  active  conduct  of  a  trade  or  business 
if  (A)  such  corporation  derives  80  percent  or  more  of  its  gross  income 
from  sources  within  less  developed  countries,  and  (B)  80  percent  or 
more  of  the  assets  of  such  corporation  consists  of  (i)  property  located 
in  less  developed  countries  if  used  in  an  active  trade  or  business,  (ii) 
stock  of  any  other  less  developed  country  corporation,  (iii)  obligations 
of  less  developed  country  corporations  which  at  the  time  of  their 
acquisition  have  a  maturity  of  1  year  or  more,  (iv)  obligations  of  a 
less  developed  country,  and  (v)  certain  other  investments,  including 
certain  permissible  investments  in  the  United  States.  The  Senate 
amendment  also  provides  that  the  term  “less  developed  country 
corporation”  includes  a  foreign  corporation  (1)  which,  in  general, 
derives  80  percent  or  more  of  its  gross  income  (A)  from  the  use  in 
I  foreign  commerce  of  aircraft  or  vessels  registered  under  the  laws  of  a 
less  developed  country,  (B)  from  the  performance  of  services  directly 
related  to  such  aircraft  or  vessels,  (C)  from  the  sale  or  exchange  of  such 
aircraft  or  vessels,  and  (D)  from  dividends  and  interest  received  from 
other  less  developed  country  corporations  (within  the  meaning  of  this 
sentence)  in  which  the  recipient  owns  10  percent  or  more  of  the  voting 
stock,  and  from  gain  from  the  sale  or  exchange  of  stock  or  obligations 
of  such  other  less  developed  country  corporations,  and  (2)  80  percent 
or  more  of  the  assets  of  which  consists  of  assets  used  in  connection 
with  the  production  of  income  described  in  (1)  above,  and  of  cer¬ 
tain  permissible  investments  in  the  United  States. 

(j)  Increase  in  investments  in  certain  property. — The  bill  as  passed 
by  the  House  provided  for  the  inclusion  in  gross  income  of  U.S. 
shareholders  of  earnings  and  profits  of  a  controlled  foreign  corporation 
invested  in  nonqualified  property  to  the  extent  of  a  shareholder’s  pro 
rata  share  of  the  increase  in  such  investments  for  the  taxable  year. 
As  defined  in  the  bill  as  passed  by  the  House,  nonqualified  property 
meant  (1)  property  located  in  the  United  States,  with  certain  excep¬ 
tions,  but  including  stock  in  a  domestic  corporation  or  an  obligation 
of  a  U.S.  person,  and  (2)  property  other  than  property  ordinary  and 

I  necessary  for  the  active  conduct  of  a  trade  or  business  (or  for  a  sub¬ 
stantially  similar  trade  or  business)  carried  on  by  the  controlled 
foreign  corporation  outside  the  United  States,  if  (A)  the  business  had 
been  carried  on  since  December  31,  1962,  or  for  a  5-year  period  ending 
at  the  close  of  the  preceding  taxable  year,  or  (B)  the  business  was 
carried  on  almost  wholly  within  less  developed  countries.  Senate 
amendment  No.  126  includes  ordy  the  first  category  of  nonqualified 
property  defined  in  the  Senate  amendment  as  “United  Stales 
property”. 

(k)  Controlled  foreign  corporations. — The  bill  as  passed  by  the  House 
provided  that  a  foreign  corporation  would  be  considered  a  controlled 
foreign  corporation  if  more  than  50  percent  of  the  total  combined 
voting  power  of  all  classes  of  its  stock  entitled  to  vote  was  owned  by 
U.S.  persons  on  any  day  during  the  taxable  year  of  such  corporation. 
Under  Senate  amendment  No.  126,  a  foreign  corporation  is  a  con¬ 
trolled  foreign  corporation  only  if  U.S.  shareholders  (defined  as  a  U.S. 
person  who  owns,  with  the  application  of  special  rules  of  ownership 
continued  in  the  Senate  amendment,  10  percent  or  more  of  the  stock 
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of  a  foreign  corporation)  on  any  day  during  the  taxable  year  of  such 
corporation  owned  more  than  50  percent  of  the  total  combined  voting 
power  of  all  classes  of  stock  entitled  to  vote  of  such  corporation. 
Senate  amendment  No.  126  also  provides  that  a  corporation  organized 
in  the  Commonwealth  of  Puerto  Rico  or  a  possession  of  the  United 
States  is  excluded  from  the  term  “controlled  foreign  corporation”  if 
the  corporation  is  primarily  engaged  in  the  active  conduct  of  specified 
trades  or  businesses  in  the  Commonwealth  of  Puerto  Rico  or  a  posses¬ 
sion  of  the  United  States  and  derives  its  income  from  specified  sources. 

(l)  Individuals  subject  to  tax  at  corporate  rates. —  Senate  amendment 
No.  126  provides  that  a  U.S.  shareholder  who  is  an  individual  may 
elect  to  limit  his  U.S.  tax  liability  with  respect  to  amounts  which  are 
includible  in  his  gross  income  under  the  new  subpart  F  by  using  the 
rates  provided  by  section  11  of  the  code  applicable  in  the  case  of  a 
domestic  corporation,  and  by  applying  the  provisions  of  section  960 
(relating  to  foreign  tax  credit).  A  U.S.  shareholder  who  makes  an 
election  under  this  provision  must,  in  the  year  of  actual  distribution 
of  an  amount  previously  taxed  under  subpart  F,  include  an  amount  in 
gross  income  equal  to  the  amount  distributed  reduced  by  U.S.  tax 
previously  paid  with  respect  to  such  amount. 

(m)  Receipt  oj  minimum  distributions . — Senate  amendment  No.  126 
provides  that  if  a  given  percentage  of  the  earnings  and  profits  of  a 
controlled  foreign  corporation  is  distributed,  a  domestic  corporate 
shareholder  may  elect  to  exclude  from  its  gross  income  its  share  of  the 
amount  of  subpart  F  income  of  such  controlled  foreign  corporation. 
A  domestic  corporate  shareholder  may  elect  to  apply  the  minimum 
distribution  provision  on  the  basis  of  (1)  any  controlled  foreign  cor¬ 
poration  in  which  it  owns  stock  directly,  (2)  controlled  foreign  cor¬ 
porations  in  a  chain  of  ownership,  or  (3)  all  controlled  foreign  corpora¬ 
tions.  In  the  case  of  an  election  with  respect  to  all  controlled  foreign 
corporations,  the  domestic  corporation  may  also  elect  (A)  to  exclude, 
under  certain  circumstances,  less  developed  country  corporations,  and 
(B)  to  treat  its  foreign  branches  as  controlled  foreign  corporations,  for 
purposes  of  this  provision.  The  required  minimum  distribution  de¬ 
creases  as  the  effective  foreign  tax  rate  increases,  with  the  result  that 
the  sum  of  the  amount  of  foreign  tax  paid  by  the  foreign  corporations, 
and  the  U.S.  tax  paid  by  the  shareholders  on  distributions  of  current 
earnings  and  profits  of  such  corporations,  produces  an  overall  effective 
tax  on  current  foreign  profits  equal  to  approximately  90  percent  of  the 
tax  that  would  have  been  paid  had  the  foreign  corporations  been 
taxable  as  domestic  corporations.  Under  the  conference  agreement, 
a  new  table  of  minimum  distributions,  which  permits  less  variation 
from  this  90-percent  requirement,  is  substituted  for  the  table  con¬ 
tained  in  Senate  amendment  No.  126.  Under  Senate  amendment 
No.  126,  an  affiliated  group  of  corporations  eligible  to  file  a  consolidated 
return  under  section  1501  of  the  code  could  elect  to  be  treated  as  a 
single  corporation  for  purposes  of  applying  the  minimum  distribution 
provision.  Under  the  conference  agreement,  this  election  may  be 
made  only  if  the  affiliated  group  actually  files  such  a  consolidated 
return  for  the  taxable  year. 

(n)  Export  trade  corporations. — Senate  amendment  No.  126,  which 
adds  a  new  subpart  G  to  part  III  of  subchapter  N  of  chapter  1  of 
the  code,  provides  that  the  subpart  F  income  of  a  controlled  foreign 
corporation  which  is  an  export  trade  corporation  shall  be  reduced  by 
the  export  trade  income  of  such  corporation  which  constitutes  foreign 
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base  company  income.  In  general,  this  provision  applies  to  con¬ 
trolled  foreign  corporations  which  derive  more  than  75  percent  of 
their  gross  income  from  (1)  the  sale  of  property  produced  in  the 
United  States  to  unrelated  persons  for  use  outside  the  United  States, 
(2)  the  performance  of  certain  services  outside  the  United  States  for 
unrelated  persons,  (3)  the  use  of  export  property  by  unrelated  persons, 
and  (4)  the  receipt  of  interest  on  obligations  which  qualify  as  export 
trade  assets.  However,  the  amount  of  export  trade  income  which 
reduces  subpart  F  income  is  limited  to  the  lesser  of  (1)  an  amount 
equal  to  l}{  times  certain  export  promotion  expenses  of  the  controlled 
foreign  corporation,  or  (2)  an  amount  equal  to  10  percent  of  the  gross 
receipts  of  such  corporation  from  the  transactions  described  above. 
In  addition,  the  amount  of  export  trade  income  which  reduces  sub¬ 
part  F  income  can  in  no  event  exceed  an  overall  limitation  based  on 
the  increase  in  investments  in  export  trade  assets. 

(o)  Miscellaneous. — The  committee  of  conference  was  informed  by 
the  Treasury  Department  of  the  policy  it  plans  to  follow  in  the  granting 
of  rulings  under  section  367  of  the  Internal  Revenue  Code  of  1954  in 
situations  in  which  taxpayers  seek  to  reorganize,  during  a  reasonable 
period  after  the  enactment  of  the  bill,  their  foreign  corporate  structures 
in  response  to  the  enactment  of  section  12  of  the  bill  as  agreed  to  in 
conference. 

The  Treasury  Department,  for  purposes  of  section  367,  will  not 
treat  a  transaction  involving  the  reorganization  of  foreign  corporate 
structures  as  being  in  pursuance  of  a  plan  having  as  one  of  its  principal 
purposes  the  avoidance  of  Federal  income  taxes  solely  by  reason  of 
the  fact  that  a  principal  purpose  of  the  reorganization  is  to  terminate 
a  method  of  operation  which  would  result  in  tax  to  U.S.  shareholders 
under  the  provisions  of  section  12  of  the  bill.  In  such  cases  a  favorable 
ruling  under  section  367  will  generally  not  be  denied  by  the  Treasury 
Department  in  transactions  in  which  earnings  and  pi’ofits  of  foreign 
corporations  are  carried  over  to  other  foreign  corporations  under 
circumstances  in  which  there  will  be  no  reduction  of  the  U.S.  taxes 
(and  foreign  taxes)  that  would  be  payable  on  the  eventual  remittance 
of  such  earnings  and  profits  to  U.S.  shareholders. 

Under  present  administrative  rules,  where  corporate  shareholders 
are  involved  the  Treasury  Department  generally  does  not  issue  rulings 
under  section  367  which  permit  the  tax-free  remittance  to  the  United 
States  of  earnings  and  profits  of  foreign  corporations.  However, 
under  existing  practice  a  ruling  permitting  a  tax-free  exchange  is 
generally  given  subject  to  a  condition  that  an  appropriate  amount  be 
included  in  the  income  of  the  domestic  shareholder  (thus  negating  the 
existence  of  a  principal  purpose  to  avoid  U.S.  tax).  Such  rulings  will 
continue  to  be  given  even  though  a  principal  purpose  of  the  transac¬ 
tion  is  (1)  to  terminate  the  activities  of  a  foreign  corporation  which 
would  result  in  tax  to  U.S.  shareholders  under  the  provisions  of  section 
12  of  the  bill,  and  (2)  to  carry  on  such  activities  in  the  future  through 
a  domestic  corporation. 

The  conferees  recognize  that  the  problems  in  this  area  are  complex 
and  that  particular  aspects  of  the  policy  as  explained  above  may 
require  qualification  and  refinement  as  experience  is  gained  in  apply¬ 
ing  it  to  particular  situations. 

The  conferees  on  the  part  of  the  Senate  called  attention  to  the 
colloquy  in  the  Senate  with  respect  to  the  amendment  offered  in  the 
Senate  relating  to  corporations  engaged  in  producing  or  selling  books 
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or  other  media  of  communications,  etc.  (see  pp.  17511-17513  of  the- 
daily  Congressional  Record  for  Sept.  5,  1962).  The  conferees  were 
advised  that  the  substance  of  this  amendment  was  not  within  the 
jurisdiction  of  the  conference  committee.  However,  the  conferees 
have  requested  the  Treasury  Department  to  study  this  matter  and 
report  back  next  year  to  the  Committees  on  Ways  and  Means  and 
Finance. 

GAIN  FROM  DISPOSITIONS  OF  CERTAIN  DEPRECIABLE  PROPERTY 

Amendments  Nos.  128,  129,  130,  and  131:  The  bill  as  passed  by 
both  the  House  and  the  Senate  adds  a  new  section  1245  to  the  code. 
In  general,  the  new  section  provides  for  the  treatment  as  ordinary 
income  of  the  gain  from  the  disposition  of  certain  depreciable  property 
to  the  extent  of  depreciation  deductions  (taken  in  periods  specified  in 
the  bill)  which  are  reflected  in  the  adjusted  basis  of  the  property. 

Under  the  bill  as  passed  by  the  House,  the  new  section  1245  applied 
to  property  disposed  of  after  the  date  of  the  enactment  of  the  bill  and 
to  the  extent  of  adjustments  for  depreciation  and  certain  amortization 
for  taxable  years  beginning  after  December  31,  1961.  Under  Senate 
amendment  No.  128,  the  new  section  applies  to  property  disposed  of 
during  a  taxable  year  beginning  after  December  31,  1962.  Under 
Senate  amendments  Nos.  129,  130,  and  131,  the  adjustments  taken  into 
account  are  those  attributable  to  periods  after  December  31,  1961. 
The  House  recedes. 

Amendment  No.  132:  The  bill  as  passed  by  both  the  House  and  the 
Senate  amends  section  167  of  the  code  to  permit  a  taxpayer  to  elect  to 
change  his  method  of  depreciation  in  respect  of  section  1245  property 
from  any  declining  balance  or  sum  of  the  years-digits  method  to  the 
straight  line  method.  Under  the  bill  as  passed  by  the  House,  the 
election  was  required  to  be  made  within  the  period  after  the  date  of 
the  enactment  of  the  bill  prescribed  by  the  Secretary  of  the  Treasury 
or  his  delegate.  Under  Senate  amendment  No.  132,  the  election  must 
be  made  by  the  taxpayer  on  or  before  the  last  day  prescribed  by  law 
(including  extensions  thereof)  for  filing  his  return  for  his  first  taxable 
year  beginning  after  December  31,  1962.  The  House  recedes. 

Amendment  No.  133:  This  amendment  adds  a  new  provision  to  the 
bill  inserting  a  new  sentence  after  the  second  sentence  of  section  613(a) 
of  the  code,  relating  to  the  general  rule  for  computing  percentage 
depletion.  The  new  sentence,  which  does  not  affect  the  computation 
of  the  gross  income  from  the  property  under  the  first  sentence  of 
section  613(a),  provides  that  the  allowable  deductions  taken  into 
account  with  respect  to  expenses  of  mining  in  computing  the  taxable 
income  from  the  property  shall,  for  purposes  of  the  50-percent  limita¬ 
tion  contained  in  the  second  sentence  of  section  613(a),  be  decreased 
by  an  amount  equal  to  so  much  of  any  gain  which  (1)  is  treated  under 
new  section  1245  of  the  code  (relating  to  gain  from  disposition  of 
certain  depreciable  property)  as  ordinary  income,  and  (2)  is  properly 
allocable  to  the  property.  The  House  recedes. 

Amendment  No.  135:  Under  the  bill  as  passed  by  the  House,  the 
amendments  made  by  the  bill  relating  to  gain  from  dispositions  of 
certain  depreciable  property  (new  sec.  1245),  including  the  election 
to  change  the  method  of  depreciation  with  respect  to  section  1245 
property,  the  amount  taken  into  account  as  salvage  value,  and  the 
special  rule  for  charitable  contributions  of  section  1245  property, 
were  to  apply  to  taxable  years  beginning  after  December  31,  1961, 


REVENUE  ACT  OF  1962 


37 


and  ending  after  the  date  of  the  enactment  of  the  bill.  Under  Senate 
amendment  No.  135,  the  amendments  (except  the  amendments  with 
respect  to  salvage  value,  which  take  effect  as  provided  by  the  bill 
as  passed  by  the  House)  are  to  apply  to  taxable  years  beginning  after 
December  31,  1962.  The  House  recedes. 

FOREIGN  INVESTMENT  COMPANIES 

Amendments  Nos.  140  and  141:  The  bill  as  passed  by  both  the 
House  and  the  Senate  adds  a  new  section  1246  to  the  code,  relating 
to  gain  on  foreign  investment  company  stock. 

Under  the  bill  as  passed  by  the  House,  a  foreign  investment  com¬ 
pany  was  defined  as  any  foreign  corporation  which  met  one  of  two 
alternative  tests.  Under  Senate  amendment  No.  140,  either  of  these 
two  tests  must  be  met  for  any  taxable  year  beginning  after  December 
31,  1962.  One  test  is  registration  under  the  Investment  Company 
Act  of  1940  either  as  a  management  company  or  as  a  unit  investment 
trust.  The  second  test  (which  must  be  met  at  a  time  when  more  than 
■50  percent  of  either  the  voting  power  or  total  value  of  the  stock  is  held 
ky  U.S.  persons)  under  the  House  bill  was  that  the  foreign  corpora¬ 
tion  must  be  engaged  (or  holding  itself  out  as  being  engaged)  primarily 
in  the  business  of  investing,  reinvesting,  or  trading  in  securities 
(within  the  meaning  of  section  3(a)(1)  of  the  Investment  Company 
Act  of  1940).  Senate  amendment  No.  141,  in  effect,  excludes  from 
the  second  test  certain  foreign  corporations  such  as  brokers,  banks,  and 
small  loan  companies.  The  House  recedes  on  Senate  amendments 
Nos.  140  and  141. 

Amendment  No.  143:  Subsection  (e)(1)  of  section  1246  added  to  the 
code  by  the  bill  provides  that  the  basis  of  stock  of  a  foreign  invest¬ 
ment  company  acquired  from  a  decedent  dying  after  December  31, 
1962,  is  to  be  reduced  by  the  amount  of  the  decedent’s  ratable  share 
of  earnings  and  profits.  Under  the  bill  as  passed  by  the  House,  the 
ratable  share  was  of  the  accumulated  earnings  and  profits  of  the 
•company.  Under  Senate  amendment  No.  143,  the  ratable  share  is  of 
the  earnings  and  profits  accumulated  after  December  31,  1962.  The 
House  recedes. 

Amendment  No.  145:  This  amendment  adds  a  new  subsection  (g) 
to  the  new  section  1246  of  the  code.  The  new  subsection  (g)  provides 
that  if  a  registered  foreign  investment  company  has  made  an  election 
(under  the  new  sec.  1247  added  by  the  bill)  to  distribute  income 
currently  with  respect  to  taxable  years  beginning  after  December  31, 
1962,  then  section  367  of  the  code  is  not  to  apply  in  respect  of  such 
foreign  investment  company  if  the  company  is  a  party  to  a  reorgan¬ 
ization  in  which  all  of  its  properties  are  acquired  before  January  1, 
1964,  by  a  domestic  corporation  which  is  a  regulated  investment 
company  under  section  851  for  its  first  taxable  year  ending  after  the 
reorganization.  The  committee  of  conference  was  informed  by  the 
Treasury  Department  that  the  proposed  new  subsection  was  not  needed 
in  view  of  the  administrative  practices  under  section  367  of  the  code, 
and  might  therefore  imply  that  such  practices  are  erroneous.  The 
Senate  recedes. 

Amendment  No.  147:  New  section  1247  added  to  the  code  bv  the 
bill  provides  that  new  section  1246  of  the  code  (treating  gain  on  sale 
or  exchange  of  foreign  investment  company  stock  as  ordinary  income) 
is  not  to  apply  to  the  qualified  shareholders  of  a  registered  foreign 
investment  company  if  the  company  elects  on  or  before  December 
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31,  1962,  with  respect  to  each  taxable  year  beginning  after  such  date, 
to  distribute  90  percent  or  more  of  its  taxable  income  currently  and  to 
designate  in  a  written  notice  to  its  shareholders  the  pro  rata  amount 
of  the  excess  of  the  net  long-term  capital  gain  over  the  net  short-term 
capital  loss  and  the  portion  thereof  which  is  being  distributed.  Under 
the  bill  as  passed  by  the  House,  the  notice  must  be  mailed  before  the 
expiration  of  30  days  after  the  close  of  the  taxable  year.  Under 
Senate  amendment  No.  147,  the  notice  must  be  mailed  before  the 
expiration  of  45  days  after  the  close  of  the  taxable  year.  The  House 
recedes. 

Amendment  No.  153:  This  amendment  strikes  out  subsection  (d) 
of  the  new  section  1247  added  to  the  code  by  the  bill  and  inserts  sub¬ 
sections  (d),  (e),  (f),  and  (g). 

Under  the  Senate  amendment  the  new  subsection  (d)  requires  each 
qualified  shareholder  of  a  foreign  investment  company  with  respect 
to  which  an  election  under  section  1247  is  in  effect  to  compute  his  long¬ 
term  capital  gains  by  including  his  pro  rata  share  of  the  distributed 
portion  of  the  company’s  excess  of  net  long-term  capital  gain  over  net  4 
short-term  capital  loss  and  his  pro  rata  share  of  the  undistributed  ’ 
portion  of  such  excess.  Subsection  (e)  is  the  same  as  subsection  (d) 
as  passed  by  the  House  in  requiring  proper  adjustment  in  the  earnings 
and  profits  of  the  company  and  in  the  adjusted  basis  of  stock  of  such 
company  held  by  such  shareholder  to  reflect  such  shareholder’s 
inclusion  in  gross  income  of  undistributed  capital  gains,  but  also 
requires  proper  adjustment  in  a  qualified  shareholder’s  ratable  share 
of  the  company’s  earnings  and  profits. 

Subsections  (f),  (g),  and  (h)  are  new  provisions  relating  to  the 
election  by  a  foreign  investment  company  with  respect  to  foreign 
taxes.  Under  subsection  (f),  a  foreign  investment  company  which 
has  elected  to  distribute  income  currently  and  more  than  50  percent 
of  the  value  of  whose  total  assets  at  the  close  of  the  taxable  year 
consists  of  stock  or  securities  in  foreign  corporations  may  elect  (for 
such  taxable  year  and  for  purposes  of  complying  with  its  election  to 
distribute  90  percent  or  more  of  its  taxable  income)  to  compute  its 
taxable  income  without  any  deduction  for  income,  etc.,  taxes  paid  to 
foreign  countries  or  possessions  of  the  United  States  and  to  treat  the 
amount  of  such  taxes  as  distributed  to  its  shareholders.  If  the  elec¬ 
tion  is  made  each  qualified  shareholder  of  the  company  is  required  { 
(1)  to  include  in  gross  income  and  treat  as  paid  by  him  his  propor¬ 
tionate  share  of  such  taxes,  and  (2)  for  purposes  of  the  foreign  tax 
credit,  to  treat  such  share  of  taxes  as  having  been  paid  to  the  country 
in  which  the  company  is  incorporated  and  to  treat  as  gross  income  from 
sources  within  such  country  such  share  of  taxes  and  any  dividend 
paid  to  him  by  the  company.  Subsection  (g)  provides  for  notice  to 
the  shareholders  of  their  proportionate  share  of  the  taxes  to  be  taken 
into  account  as  provided  in  subsection  (f).  Subsection  (h)  provides 
that  the  election  and  notice  are  to  be  made  in  such  manner  as  the 
Secretary  of  the  Treasury  or  his  delegate  may  prescribe  by  regulations. 
The  House  recedes. 

GAIN  FROM  CERTAIN  SALES  OR  EXCHANGES  OF  STOCK  IN  CERTAIN 

FOREIGN  CORPORATIONS 

Amendments  Nos.  159  and  160:  The  bill  as  passed  by  the  House 
added  a  new  section  1248  to  the  code  which  provided,  in  general,  that 
(1)  if  a  U.S.  person  owned,  or  was  considered  to  have  owned,  10  per- 
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cent  or  more  of  the  voting  stock  of  a  foreign  corporation  on  the  date 
he  sells  or  exchanges  stock  in  such  corporation,  or  during  the  5-year 
period  ending  on  such  date,  and  (2)  the  foreign  corporation  was  a 
controlled  foreign  corporation  on  the  date  of  the  sale  or  exchange  or 
during  the  5-year  period  ending  on  such  date,  then  (1)  gain  recog¬ 
nized  on  the  sale  or  exchange,  other  than  in  redemption  or  liquidation 
of  such  stock,  would,  to  the  extent  of  the  earnings  and  profits  of  the 
corporation  attributable  to  the  stock  sold  or  exchanged,  be  consid¬ 
ered  gain  from  the  sale  of  property  which  is  not  a  capital  asset,  and 
(2)  gain  recognized  on  a  distribution  in  redemption  or  liquidation  of 
such  corporation  would,  to  the  extent  of  the  earnings  and  profits  of 
the  corporation  attributable  to  the  stock  exchanged,  be  treated  as  a 
dividend.  The  new  section  1248  provided  for  the  reduction  in  the 
earnings  and  profits  of  a  foreign  corporation  by  amounts  included  in 
gross  income  of  a  U.S.  person  as  subpart  F  income  or  as  amounts 
invested  in  nonqualified  property,  but  only  to  the  extent  such  amounts 
did  not  result  in  an  exclusion  from  gross  income.  The  bill  did  not 
apply  to  distributions  in  redemption  of  stock  to  pay  death  taxes,  con¬ 
sideration  received  in  an  exchange  to  which  section  356  applied,  or  to 
amounts  includible  in  gross  income  under  any  other  provision  of  the 
code  as  a  dividend,  gain  from  the  sale  of  an  asset  which  is  not  a  capital 
asset,  or  gain  from  the  sale  of  an  asset  held  for  not  more  than  6  months. 

Senate  amendment  No.  159  provides  that  (a)  if  a  U.S.  person  sells  or 
exchanges  stock  in  a  foreign  corporation  (including  distributions  in 
redemption  or  liquidation) ,  and  ( b )  such  person  owns,  or  is  considered 
to  own,  10  percent  or  more  of  the  voting  stock  of  such  corporation  at 
any  time  during  the  5-year  period  ending  on  the  date  of  sale  or  ex¬ 
change  on  a  date  when  such  corporation  was  a  controlled  foreign  corpo¬ 
ration,  then  the  gain  shall  be  includible  in  the  gross  income  of  such  U.S. 
person  as  a  dividend,  to  the  extent  of  the  earnings  and  profits  of  the 
foreign  corporation  accumulated  (1)  in  taxable  years  of  the  corporation 
beginning  after  December  31,  1962,  (2)  while  the  stock  sold  or  ex¬ 
changed  was  held  by  the  U.S.  person,  and  (3)  while  the  foreign 
corporation  was  a  controlled  foreign  corporation. 

Senate  amendment  No.  159  provides  that  earnings  and  profits  of 
a  foreign  corporation  are  to  be  determined  according  to  rules  sub¬ 
stantially  similar  to  those  applicable  to  domestic  corporations,  except 
that  the  earnings  and  profits  are  to  be  reduced  with  respect  to  a  U.S. 
person  by  amounts  included  in  gross  income  under  section  951,  gain 
realized  from  the  sale  or  exchange  of  property  in  pursuance  of  a  plan 
of  complete  liquidation,  income  derived  from  sources  within  the 
United  States  of  a  foreign  corporation  engaged  in  trade  or  business- 
within  the  United  States,  amounts  included  in  gross  income  of  a 
qualified  shareholder  of  a  foreign  investment  company,  and,  in  some 
cases,  by  earnings  and  profits  accumulated  while  the  foreign  corpora¬ 
tion  was  a  less  developed  country  corporation. 

Under  Senate  amendment  No.  159,  the  earnings  and  profits  of  a 
foreign  corporation  whose  stock  is  sold  or  exchanged  is,  under  certain 
circumstances,  deemed  to  include  earnings  and  profits  of  foreign 
corporations  in  a  chain  of  corporations.  The  Senate  amendment 
also  provides  that  if  a  domestic  corporation  was  formed  or  availed  of 
principally  for  the  holding,  directly  or  indirectly,  of  stock  of  one  or 
more  foreign  corporations,  the  sale  or  exchange  of  the  stock  of  the 
domestic  corporation  will  be  treated  as  a  sale  or  exchange  of  the  stock 
of  the  foreign  corporation  or  corporations  held  by  the  domestic 
corporation. 
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The  new  section  1248,  as  amended  by  Senate  amendment  No.  159, 
provides  a  limitation  on  the  tax  imposed  on  an  individual  who  is  a 
U.S.  person  by  reason  of  the  application  ot  the  new  section.  In  gen¬ 
eral,  the  tax  so  imposed  is  not  to  exceed  the  greater  of  (1)  his  pro 
rata  share  of  the  taxes  which  would  have  been  imposed  if  the  foreign 
corporation  had  been  a  domestic  corporation  during  the  period  he 
held  the  stock  sold  or  exchanged,  or  (2)  the  taxes  which  would  have 
been  imposed  if  the  amounts  to  which  the  section  applies  had  been 
received  as  dividends  in  the  years  in  which  earned  by  the  foreign 
corporation.  With  respect  to  Senate  amendment  No.  159,  the  House 
recedes  with  amendments  which  (1)  eliminate  the  second  limitation 
described  in  the  preceding  sentence,  and  (2)  make  clerical  and  con¬ 
forming  changes. 

Under  the  bill  as  passed  by  the  House,  the  new  section  1248  applied 
to  sales  or  exchanges  after  the  date  of  the  enactment  of  the  bill. 
Senate  amendment  No.  160  provides  that  the  new  section  shall  apply 
to  sales  or  exchanges  after  December  31,  1962.  The  House  recedes. 

SALES  AND  EXCHANGES  OF  PATENTS,  ETC.,  TO  CERTAIN  FOREIGN 

CORPORATIONS 

Amendment  No.  161:  Senate  amendment  No.  161  adds  a  new  sec¬ 
tion  to  the  bill  which  adds  a  new  section  1249  to  the  code,  relating 
to  gain  of  a  U.S.  person  from  the  sale  or  exchange  after  December  31, 
1962,  of  a  patent,  invention,  model,  or  design  (whether  or  not  pat¬ 
ented),  copyright,  secret  formula  or  process,  or  similar  property  right 
to  a  foreign  corporation  which  such  person  controls  (within  the  mean¬ 
ing  of  the  new  sec.  1249).  If  such  gain  would  (but  for  the  new  sec¬ 
tion)  be  gain  from  the  sale  or  exchange  of  a  capital  asset  or  of  property 
described"  in  section  1231,  then  such  gain  is  to  be  considered  as  gain 
from  the  sale  or  exchange  of  property  which  is  neither  a  capital  asset 
nor  property  described  in  section  1231.  Under  subsection  (c)  of  the 
new  section  1249,  the  new  section  would  not  apply,  however,  to  gain 
realized  from  the  sale  or  exchange  for  stock  or  contribution  to  capital 
of  such  property  where  it  is  established  to  the  satisfaction  of  the  Secre¬ 
tary  of  the  Treasury  or  his  delegate  that  the  principal  purpose  of  the 
transfer  is  to  enable  the  foreign  corporation  to  use  the  property  in  its 
own  manufacturing  operations.  The  new  section  1249  applies  to 
taxable  years  beginning  after  December  31,  1962. 

Under  the  conference  agreement,  the  House  recedes  with  an  amend¬ 
ment  striking  out  subsection  (c)  of  the  new  section  1249.  With  the 
deletion  of  subsection  (c),  the  new  section  1249  provides  ordinary  in¬ 
come  treatment  for  all  taxable  sales  or  exchanges  of  patents  (and  other 
property  covered  by  the  provision)  by  a  domestic  corporation  to  a 
foreign  corporation  which  it  controls.  The  new  section  1249  would 
not  apply  to  nontaxable  transactions  such  as  those  sales  or  exchanges 
to  which  (as  the  result  of  a  ruling  under  sec.  367)  section  351  of  the 
code  applies.  Neither  the  enactment  of  section  1249  nor  the  deletion 
of  the  exception  in  subsection  (c)  is  intended  to  have  any  implications 
with  respect  to  the  application  of  section  367  of  the  code  to  such  non¬ 
taxable  transactions. 

The  conferees  requested  the  Treasury  Department  to  study  and 
report  back  on  the  proper  tax  treatment  of  the  transfer  of  patents, 
etc.,  to  foreign  subsidiaries  which  use  such  property  in  their  own 
manufacturing  operations. 
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TAX  TREATMENT  OF  COOPERATIVES  AND  PATRONS 

Amendments  Nos.  162,  163,  166,  167,  and  16S:  The  bill  as  passed 
by  the  House  provides  that,  in  computing  the  taxable  income  of  a 
cooperative  organization,  certain  distributions  paid  to  patrons  in  the 
form  of  qualified  written  notices  of  allocation  are  to  be  treated  as 
deductions  from  the  cooperative’s  gross  income.  The  recipients  of 
such  qualified  written  notices  of  allocation  are  required  to  include  the 
stated  dollar  amount  of  such  allocations  in  their  gross  income  when 
received.  A  written  notice  of  allocation  is  qualified  only  if  (1)  it  is 
payable  in  cash  within  90  days  at  the  option  of  the  patron,  or  (2)  the 
patron  has  consented  to  include  the  stated  dollar  amount  of  this 
written  notice  of  allocation  in  his  gross  income.  Senate  amendment 
No.  163  contains  a  further  requirement  w7hich  provides  that  a  written 
notice  of  allocation  is  not  a  qualified  one  unless  20  percent  or  more 
of  the  distribution  of  wTiich  it  is  a  part  is  paid  in  money  or  by  qualified 
check. 

The  bill  as  passed  by  the  House  provides  two  methods  by  which  a 
patron  may  consent  to  the  inclusion  in  his  gross  income  of  the  stated 
dollar  amount  of  qualified  written  notices  of  allocation  not  redeemable 
in  cash  within  the  period  provided  in  the  bill.  Senate  amendments 
Nos.  162  and  166  provide  a  third  method  by  wilich  such  consent 
may  be  made.  Under  this  third  method  a  patron  may  consent  by 
endorsing  and  cashing  (within  the  time  prescribed  by  the  amendment) 
a  qualified  check  which  is  paid  as  a  part  of  the  same  distribution  as  the 
written  notice  of  allocation.  Under  Senate  amendment  No.  167,  a 
qualified  check  is  defined  as  a  check  (or  other  instrument  redeemable 
in  money)  on  which  there  is  a  clearly  imprinted  statement  that  the 
endorsement  and  cashing  of  the  check  (or  other  instrument)  consti¬ 
tutes  the  consent  of  the  payee  to  include  in  his  gross  income,  as  pro¬ 
vided  in  the  Federal  income  tax  laws,  the  stated  dollar  amount  of  the 
written  notice  of  allocation  which  is  a  part  of  the  patronage  dividend 
or  payment  of  which  such  qualified  check  is  also  a  part.  Under 
Senate  amendment  No.  168,  if  a  qualified  check  is  not  cashed  on  or 
before  the  90th  day  after  the  close  of  the  payment  period  for  the  taxable 
year  with  respect  to  wdiich  it  is  paid,  such  check  becomes  a  non¬ 
qualified  written  notice  of  allocation.  The  House  recedes  on  amend¬ 
ments  Nos.  162,  163,  166,  167,  and  168. 

WITHHOLDING  OF  INCOME  TAX  AT  SOURCE  ON  INTEREST,  DIVIDENDS, 

AND  PATRONAGE  DIVIDENDS;  REPORTING  OF  INTEREST,  DIVIDEND, 

AND  PATRONAGE  DIVIDEND  PAYMENTS  OF  $10  OR  MORE  DURING  A 

YEAR 

Amendment  No.  173:  Section  19  of  the  bill  as  passed  by  the  House 
added  to  the  Internal  Revenue  Code  of  1954  provisions  requiring  the 
withholding  of  income  tax  at  source  on  certain  interest,  dividend,  and 
paironage  dividend  payments.  The  tax  was  to  be  withheld  at  the 
rate  of  20  percent  and  was  to  apply  to  payments  of  interest,  dividends, 
and  patronage  dividends  as  those  terms  were  defined  lor  withholding 
purposes.  In  addition,  the  bill  as  passed  by  the  House  provided  for 
exemptions  from  withholding,  quarterly  refunds,  and  special  credits. 
The  tax  withheld  was  to  be  allowed  as  a  credit  against  the  income  tax 
of  the  recipients  of  the  payments  to  the  extent  it  had  not  been  pre¬ 
viously  refunded  to  them  or  credited  against  other  tax  due  from  them. 

Amendment  No.  173  strikes  out  the  provisions  of  section  19  of  the 
bill  as  passed  by  the  House  and,  in  lieu  thereof,  adds  to  the  Internal 
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Revenue  Code  of  1954  provisions  requiring  persons  who  make  pay¬ 
ments  of  dividends,  patronage  dividends,  or  interest  (within  the  mean¬ 
ing  of  such  terms  as  defined  in  the  Senate  amendment)  aggregating 
$10  or  more  to  any  other  person  in  a  calendar  year  to  file  an  informa¬ 
tion  return  with  the  Secretary  of  the  Treasury  or  his  delegate  with 
respect  to  such  payments.  The  Senate  amendment  adds  provisions 
requiring  that  payors  of  dividends,  patronage  dividends,  and  interest 
(as  those  terms  are  defined  by  the  amendment)  furnish  to  the  recipients 
of  these  amounts  annual  statements  showing  the  amounts  paid  to 
them  as  reported  on  the  information  retui’ns  filed  with  the  Internal 
Revenue  Service.  New  penalty  provisions  are  provided  by  the  Senate 
amendment  for  failure  to  file  information  returns  with  respect  to  pay¬ 
ments  of  dividends,  patronage  dividends,  or  interest,  and  for  failure 
to  furnish  to  a  recipient  of  such  payments  an  annual  statement  of  such 
payments. 

The  House  recedes  with  clerical  amendments.  As  a  part  of  the 
agreement  to  the  Senate  amendment,  the  House  and  Senate  conferees 
have  requested  the  Treasury  Department  to  make  annual  reports  to  j 
the  Committees  on  Ways  and  Means  and  Finance  on  the  improve¬ 
ment  in  the  reporting  on  tax  returns  of  dividends,  interest,  and 
patronage  dividends  as  a  result  of  the  Senate  amendment,  with  the 
view  that  this  matter  will  be  reconsidered  by  the  Committees  on 
Ways  and  Means  and  Finance  if  it  is  determined  that  there  has  not 
been  sufficient  improvement  in  the  reporting  of  such  income. 

INFORMATION  WITH  RESPECT  TO  CERTAIN  FOREIGN  ENTITIES 

Amendment.  No.  176:  Section  6038(b)  of  the  code,  as  contained 
in  the  bill  as  passed  by  both  the  House  and  the  Senate,  provides  for 
a  reduction  in  foreign  tax  credit  for  each  failure  to  furnish  information 
with  respect  to  a  foreign  corporation  controlled  by  a  U.S.  person. 
Senate  amendment  No.  176  provides  that  such  reduction  is  not  to  ex¬ 
ceed  whichever  of  the  following  amounts  is  greater:  (A)  $10,000,  or 
(B)  the  income  of  the  foreign  corporation  for  its  annual  accounting 
period  with  respect  to  which  the  failure  occurs.  The  House  recedes. 

Amendment  No.  179:  Section  603S (d)  (1 )  of  the  code  as  contained 
in  the  bill  as  passed  by  the  House  provided  that,  in  applying  the  con¬ 
structive  ownership  rules  of  section  318(a)  of  the  code  for  purposes  of 
determining  control  under  section  6038  of  the  code,  the  rule  which  ' 
requires  ownership  of  50  percent  of  the  stock  of  a  corporation  before 
stock  owned  by  such  corporation  is  attributed  to  its  stockholders  was 
to  apply  without  regard  to  the  50-percent  limitation.  Senate  amend¬ 
ment  No.  179  substitutes  a  10-percent  limitation  for  the  50-percent 
limitation.  Senate  amendment  No.  179  also  provides  that  the  rules  of 
section  318(a)(2)  of  the  code  that  stock  owned  by  a  partner  or  a 
beneficiary  of  an  estate  or  trust  will  be  considered  as  owned  by  the 
partnership,  estate,  or  trust,  are  not  to  be  applied  so  as  to  consider 
a  U.S.  person  as  owning  stock  which  is  owned  by  a  person  who  is 
not  a  U.S.  person,  nor  will  a  corporation  be  considered  as  owning 
stock  owned  by  or  for  a  50  percent  or  more  stockholder  where  the 
effect  is  to  consider  a  U.S.  person  as  owning  stock  which  is  owned 
by  a  person  who  is  not  a  U.S.  person.  The  House  recedes. 

Amendments  Nos.  180  and  181:  Section  6046  (a)  and  (b)  of  the  code, 
as  amended  by  the  bill  as  passed  by  the  House,  required  each  U.S. 
citizen  or  resident  who  (on  or  after  January  1,  1963)  was  or  becomes 
an  officer  or  director  of  a  foreign  corporation  and  each  U.S.  person 
who  (on  or  after  January  1,  1963)  was  or  becomes  an  owner  of  5  per- 
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cent  or  more  in  value  of  the  stock  of  such  a  corporation  to  file  an 
information  return  setting  forth  such  information  as  the  Secretary  of 
the  Treasury  or  his  delegate  prescribes  by  forms  or  regulations  as 
necessary  for  carrying  out  the  provisions  of  the  income  tax  laws. 
Under  Senate  amendment  No.  180,  such  an  officer  or  director  is  re¬ 
quired  to  file  an  information  return  only  if  5  percent  or  more  in  value  of 
the  stock  of  the  foreign  corporation  is  owned  by  a  U.S.  person.  Under 
Senate  amendment  No.  181,  in  the  case  of  an  officer  or  director  of  the 
foreign  corporation,  the  information  required  is  limited  to  furnishing 
the  names  and  addresses  of  the  U.S.  persons  who  own  5  percent  or 
more  in  value  of  the  stock  of  such  corporation.  The  House  recedes 
on  amendment  No.  180  with  a  technical  amendment.  The  House 
recedes  on  amendment  No.  181. 

Amendment  No.  183:  This  amendment  adds  a  new  subsection  (e) 
to  section  6046  of  the  code.  Under  the  new  subsection,  no  information 
is  to  be  required  to  be  furnished  under  section  6046  with  respect  to 
any  foreign  corporation  (1)  if  the  liability  of  the  U.S.  citizen,  resident, 
or  person  to  file  a  return  under  section  6046(a)  arises  on  or  after 
January  1,  1963,  and  before  March  1,  1963,  unless  such  information 
is  required  to  be  furnished  under  regulations  which  have  been  in  effect 
since  January  1,  1963  (but  only  if  such  regulations  were  prescribed 
before  December  1,  1962),  or  (2)  if  the  liability  of  the  U.S.  citizen, 
resident,  or  person  to  file  a  return  under  section  6046(a)  arises  on  or 
after  March  1,  1963,  unless  such  information  is  required  to  be  furnished 
under  regulations  which  have  been  in  effect  for  at  least  90  days. 

Under  the  conference  agreement,  the  House  recedes  with  an  amend¬ 
ment  substituting  a  new  subsection  (e).  Under  the  conference  agree¬ 
ment,  in  the  case  of  liability  to  file  a  return  under  section  6046  of  the 
code  arising  on  or  after  January  1,  1963,  and  before  June  1,  1963 — 

(A)  no  information  is  to  be  required  to  be  furnished  under 
section  6046  with  respect  to  any  foreign  corporation  unless  such 
information  was  required  to  be  furnished  under  regulations  in 
effect  on  or  before  March  1,  1963,  and 

(B)  if  the  date  on  which  such  regulations  become  effective  is 
later  than  the  day  on  which  such  liabdity  arises,  any  return  re¬ 
quired  by  section  6046(a)  is  required  (in  lieu  of  the  time  pre¬ 
scribed  by  sec.  6046(d))  to  be  filed  on  or  before  the  90th  day  after 
such  date. 

In  the  case  of  liability  to  file  a  return  under  section  6046(a)  arising 
on  or  after  June  1,  1963,  no  information  is  to  be  required  to  be  fur¬ 
nished  under  section  6046  with  respect  to  any  foreign  corporation  unless 
such  information  was  required  to  be  furnished  under  regulations  which 
have  been  in  effect  for  at  least  90  days  before  the  date  on  which  the 
U.S.  citizen,  resident,  or  person  becomes  liable  to  file  a  return  required 
under  section  6046(a). 

EXPENDITURES  BY  FARMERS  FOR  CLEARING  LAND 

Amendment  No.  189:  This  amendment  adds  a  new  section  to  the 
bill,  adding  a  new  section  182  to  part  VI  of  subchapter  B  of  chapter  1 
of  the  code  (relating  to  itemized  deductions  for  individuals  and 
corporations).  The  new  section  182  permits  farmers  to  elect  to  treat 
as  deductible  expenses,  rather  than  as  nondeductible  expenditures  for 
capital  improvements  to  property,  expenditures  for  the  clearing  of 
land  (including  a  reasonable  allowance  for  depreciation  with  respect 
to  depreciable  property  used  in  the  clearing  of  land)  if  such  expendi¬ 
tures  are  for  the  purpose  of  making  the  land  suitable  for  use  in  farming. 
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The  term  “clearing  of  land”  includes  the  eradication  of  trees,  stumps, 
and  brush,  the  treatment  or  moving  of  earth,  and  the  diversion  of 
streams  and  watercourses.  The  new  section  182  limits  the  deduction 
for  expenditures  for  the  clearing  of  land  for  any  taxable  year  to  $5,000 
or  to  25  percent  of  the  taxable  income  derived  from  farming  during 
the  taxable  year,  whichever  amount  is  the  lesser.  The  new  section 
applies  to  taxable  years  beginning  after  December  31,  1962.  The 
House  recedes  with  clerical  and  conforming  amendments. 

CHARITABLE  CONTRIBUTIONS  MADE  FROM  INCOME  ATTRIBUTABLE  TO 

SEVERAL  TAXABLE  YEARS 

Amendment  No.  190:  This  amendment  adds  a  new  section  to  the 
bill,  adding  a  new  subsection  (e)  to  section  1307  of  the  code,  relating 
to  rules  applicable  to  part  I  of  subchapter  Q  of  chapter  1  of  such  code 
(which  relates  to  income  attributable  to  several  taxable  years) . 

When  income  attributable  to  several  taxable  years  is  received  or 
accrued  in  a  particular  taxable  year,  part  I  of  subchapter  Q  provides, 
under  certain  circumstances,  that  the  tax  attributable  thereto  for  the  ( 
taxable  year  in  which  it  is  received  or  accrued  is,  in  general,  not  to  be 
greater  than  the  aggregate  increases  in  taxes  which  would  have  re¬ 
sulted  if  the  amount  had  been  included  in  the  taxpayer’s  income,  on 
an  allocated  basis,  over  the  period  specified  in  the  applicable  section 
of  such  part  I. 

New  subsection  (e)  provides  that  an  individual  who  receives  or 
accrues  in  a  taxable  year  an  amount  to  which  part  I  of  subchapter  Q 
applies  may  elect  (in  such  manner  and  at  such  time  as  the  Secretary 
of  the  Treasury  or  his  delegate  prescribes  by  regulations)  to  apply  the 
provisions  of  subsection  (e)  in  computing  his  tax  liability  under  such 
part.  If  the  taxpayer  so  elects,  the  amount  received  or  accrued  shall 
be  reduced,  for  the  purposes  of  computing  his  tax  liability  under  such 
part  I  with  respect  to  such  amount,  by  an  amount  (1)  which  bears  the 
same  ratio  to  the  amount  of  his  allowable  charitable  deduction  for  the 
taxable  year  in  which  the  amount  was  received  or  accrued  (computed 
without  regard  to  pt.  I  of  subcli.  Q)  as  (2)  the  amount  received  or 
accrued  during  the  taxable  year  to  which  part  I  applies  bears  to  the 
adjusted  gross  income  for  such  year  (computed  without  regard  to 
pt.  I  of  subch.  Q).  , 

New  subsection  (e)  further  provides  that  no  portion  of  the  amount  ' 
received  or  accrued  to  which  part  1  of  subchapter  Q  applies  shall  (for 
purposes  of  computing  the  limitation  on  tax  under  such  part)  be 
taken  into  account  for  purposes  of  computing  the  limitation  under 
section  170(b)(1)  of  the  code  for  the  taxable  year  in  which  the  amount 
to  which  such  part  applies  is  received  or  accrued. 

The  House  recedes  with  an  amendment  which  is  technical  and 
clarifying  in  nature  and  is  a  substitute  for  the  provision  described  in 
the  preceding  paragraph. 

EFFECTIVE  DATE  OF  SECTION  1371(C)  OF  THE  INTERNAL  REVENUE  CODE 

OF  1954 

Amendment  No.  191:  The  Senate  amendment  adds  a  new  section 
to  the  bill  as  passed  by  the  House  which  provides  that  section  1371(c) 
of  the  code  (relating  to  the  determination  of  the  number  of  share¬ 
holders  of  a  small  business  corporation  where  stock  is  owned  by  a 
husband  and  wife)  is,  subject  to  the  provisions  for  filing  of  election 
and  consents  described  below,  to  apply  to  taxable  years  beginning 
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after  December  31,  1957,  and  before  January  1,  1960.  Under  existing 
law,  section  1371(c),  which  was  added  to  the  code  by  section  2(a)  of 
Public  Law  86-376  (approved  September  23,  1959),  applies  only  to 
taxable  years  beginning  after  December  31,  1959.  The  Senate 
amendment  provides  a  1-year  period  within  which  an  otherwise 
qualifying  small  business  corporation  may  make  a  special  election  to 
have  the  earlier  effective  date  of  section  1371(c)  apply.  For  the 
special  election  to  be  valid,  a  corporation  must  have  previously  filed 
a  timely  election  to  have  its  income  taxed  directly  to  its  shareholders, 
and  each  person  who  is  a  shareholder  at  the  time  of  the  special  election 
(as  well  as  each  person  who  was  a  shareholder  for  any  taxable  year 
beginning  after  December  31,  1957,  and  ending  before  the  date  on 
which  the  special  election  is  made)  must  give  his  consent.  The 
amendment  also  provides  that  where  a  special  election  (and  the 
requisite  consents)  has  been  made,  the  statute  of  limitations  for 
assessing  additional  tax  against  the  corporation  or  the  shareholders 
attributable  to  the  earlier  effective  date  of  section  1371(c)  (and  the 
statute  of  limitations  for  allowing  a  credit  or  refund  of  any  overpay¬ 
ment  of  tax  by  the  corporation  or  its  shareholders  attributable  to  the 
earlier  effective  date  of  section  1371(c))  is  to  remain  open,  or  be 
opened,  for  1  year  following  the  date  of  the  election.  The  House  re¬ 
cedes. 

CERTAIN  LOSSES  SUSTAINED  IN  CONVERTING  FROM  STREET  RAILWAY 

TO  BUS  OPERATIONS 

Amendment  No.  192:  The  Senate  amendment  adds  a  new  section 
to  the  bill  as  passed  by  the  House  which  provides  that  in  the  case  of 
net  operating  losses  incurred  in  the  calendar  years  1953  and  1954 
principally  as  the  result  of  conversion  from  street  railway  to  bus 
operations,  an  additional  5  years,  beginning  with  1960,  is  to  be  allowed 
for  the  carryover  of  such  losses.  The  Senate  amendment  applies 
only  for  years  in  which  the  taxpayer  is  engaged  in  the  furnishing  or 
sale  of  transportation  (as  defined  in  sec.  1503(c)(1)(A)  of  the  1954 
code).  The  House  recedes  with  a  technical  amendment. 

PENSION  PLAN  OF  LOCAL  UNION  NO.  435,  INTERNATIONAL  HOD  CARRIERS’ 
BUILDING  AND  COMMON  LABORERS’  UNION  OF  AMERICA 

Amendment  No.  193:  The  Senate  amendment  adds  a  new  section 
to  the  bill  as  passed  by  the  House  which  provides  that  the  pension  plan 
of  Local  Union  No.  435  of  the  International  Hod  Carriers’  Building 
and  Common  Laborers’  Union  of  America,  which  was  negotiated  to 
take  effect  May  1,  1960,  pursuant  to  an  agreement  between  such 
union  and  the  Building  Trades  Employers  Association  of  Rochester, 
N.Y.,  shall  be  held  and  considered  to  have  been  a  qualified  trust  under 
section  401(a)  of  the  code,  and  to  have  been  exempt  from  taxation 
under  section  501(a)  of  the  code,  for  the  period  beginning  May  1,  1960, 
and  ending  April  20,  1961,  but  only  if  it  is  shown  to  the  satisfaction  of 
the  Secretary  of  the  Treasury  or  his  delegate  that  the  trust  has  not  in 
this  period  been  operated  in  a  manner  which  would  jeopardize  the 
interests  of  its  beneficiaries.  The  House  recedes. 

CONTINUATION  OF  A  PARTNERSHIP  YEAR  FOR  SURVIVING  PARTNER  IN  A 
TWO-MAN  PARTNERSHIP  WHERE  ONE  DIES 

Amendment  No.  194:  The  Senate  amendment  adds  a  new  section 
to  the  bill  as  passed  by  the  House  which  amends  section  188  of  the 
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Internal  Revenue  Code  of  1939  (relating  to  different  taxable  years  of 
partner  and  partnership)  to  provide  that  for  purposes  of  chapter  1 
of  the  1939  code,  if  the  surviving  partner  so  elects  within  1  year  after 
the  date  of  enactment  of  this  bill,  the  death  of  one  of  the  partners  of  a 
partnership  consisting  of  two  members  shall  not  result  in  the  termina¬ 
tion  of  the  partnership  or  in  the  closing  of  the  taxable  year  of  the 
partnership  with  respect  to  the  surviving  partner  prior  to  the  time  the 
partnership  year  would  have  closed  if  neither  partner  had  died  or 
disposed  of  his  interest.  The  amendment,  is  to  apply  to  taxable  years 
of  a  partnership  beginning  after  December  31,  1946,  to  which  the 
Internal  Revenue  Code  of  1939  applies.  The  amendment  further 
provides  that  if  refund  or  credit  of  any  overpayment  resulting  from 
the  application  of  such  amendment  was  prevented  on  the  date  of  the 
enactment  of  the  bill,  or  at  any  time  within  1  year  from  such  date  by 
the  operation  of  any  law  or  rule  of  law  (other  than  those  relating  to 
closing  agreements  and  compromises),  refund  or  credit  of  such  over¬ 
payment  may,  nevertheless,  be  made  or  allowed  if  claim  therefor  is 
filed  within  l'year  after  the  date  of  enactment  of  the  bill.  No  interest 
is  to  be  allowed  or  paid  on  any  overpayment  resulting  from  the 
application  of  the  amendment.  The  House  recedes. 

EXCLUSION  FROM  GROSS  INCOME  OF  CERTAIN  AWARDS  MADE  PURSUANT 
TO  EVACUATION  CLAIMS  OF  JAPANESE-AMERICANS 

Amendment  No.  195:  This  amendment,  which  adds  a  new  section 
to  the  bill,  provides  that  awards  received  under  the  Japanese-American 
Evacuation  Claims  Act,  as  amended  in  1951  and  1956  (50  U.S.C. 
App.,  secs.  1981-1987),  are  not  to  be  included  in  gross  income  for 
purposes  of  chapter  1  of  the  Internal  Revenue  Code  of  1939  or  1954. 
This  treatment  is  to  apply  with  respect  to  taxable  years  ending  after 
July  2,  1948. 

Any  refund  or  credit  of  an  overpayment  of  Federal  income  tax 
(including  interest,  additions  to  the  tax,  additional  amounts,  and  pen¬ 
alties)  resulting  from  this  provision  which  is  barred  on  the  date  ol  the 
enactment  of  this  bill,  or  within  1  year  from  such  date,  by  any  law 
or  rule  of  law  may,  nevertheless,  be  made,  without  interest,  if  a  claim 
for  such  refund  or  credit  is  filed  within  1  year  after  the  date  of  enact¬ 
ment  of  the  bill.  In  the  case  of  any  claim  described  in  the  preceding 
sentence,  the  amount  to  be  refunded  or  credited  as  an  overpayment 
is  not  to  be  diminished  by  any  credit  or  setoff  based  on  anj^  item  other 
than  the  amoimt  of  the  award. 

The  House  recedes  with  technical  amendments. 

DEDUCTION  FOR  BUSINESS  DEPRECIATION  BY  TENANT-STOCKHOLDER  OF 
COOPERATIVE  HOUSING  CORPORATION 

Amendment  No.  196:  This  amendment  adds  a  new  section  to  the 
bill,  adding  a  new  subsection  (c)  to  section  216  of  the  code  (relating 
to  amounts  representing  taxes  and  interest  paid  to  a  cooperative 
housing  corporation). 

The  new  subsection  (c)  provides  that  so  much  of  the  stock  of  a 
tenant-stockholder  in  a  cooperative  housing  corporation  as  is  allocable, 
under  regulations  prescribed  by  the  Secretary  of  the  Treasury  or  his 
delegate,  to  a  proprietary  lease  or  right  of  tenancy  in  property  subject 
to  the  allowance  for  depreciation  under  section  167(a)  shall,  to  the 
extent  that  such  proprietary  lease  or  right  of  tenancy  is  used  by  such. 
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tenant-stockholder  in  a  trade  or  business  or  for  the  production  of 
income,  be  treated  as  property  subject  to  the  allowance  for  deprecia¬ 
tion  under  section  167(a).  The  amendment  is  effective  with  respect 
to  taxable  years  beginning  after  December  31,  1961.  The  House 
recedes  with  clerical  amendments. 

EXCLUSION  FROM  GROSS  INCOME  OF  GAIN  FROM  SALE  OF  RESIDENCE 
BY  INDIVIDUAL  AGE  65  OR  OVER 

Amendment  No.  197:  This  amendment  added  a  new  section  to  the 
bill,  adding  a  new  section  121  to  part  III  of  subchapter  B  of  chapter  1 
of  the  code  (relating  to  items  specifically  excluded  from  gross  income). 
The  new  section  121,  applicable  only  in  the  case  of  individuals,  pro¬ 
vided  that  gross  income  does  not  include  gain  from  the  sale,  exchange, 
or  involuntary  conversion  (within  the  meaning  of  sec.  121(e))  after 
December  31,  1962,  of  property  used  by  the  taxpayer  as  his  principal 
residence,  if  (1)  the  taxpayer  had  attained  the  age  of  65  years  before 
the  sale,  exchange,  or  involuntary  conversion,  and  (2)  the  property 
}  had  been  used  by  the  taxpayer  as  his  principal  residence  for  a  period  of 
not  less  than  5  years  at  the  time  of  its  sale,  exchange,  or  involuntary 
conversion.  The  Senate  recedes. 

DEDUCTION  FOR  INCOME  TAX  PURPOSES  OF  CONTRIBUTIONS  TO  CERTAIN 
ORGANIZATIONS  FOR  JUDICIAL  REFORM 

Amendment  No.  198:  This  amendment,  which  adds  a  new  section 
to  the  bill,  provides  that  a  contribution  or  gift  made  after  December 
31,  1961,  with  respect  to  a  referendum  occurring  during  the  calendar 
year  1962,  shall  be  deductible  as  a  charitable  contribution  under 
section  170  of  the  code  if  made  to,  or  for  the  use  of,  an  organization 
created  and  operated  exclusively  to  consider  proposals  for  the  re¬ 
organization  ot  the  judicial  branch  of  any  State  or  local  government 
and  to  provide  information,  make  recommendations,  and  seek  public 
support  or  opposition  to  such  proposals.  For  contributions  or  gifts 
to  Be  eligible  for  this  treatment,  no  part  of  the  net  earnings  of  the 
organization  may  inure  to  the  benefit  of  any  private  shareholder  or 
individual  and  the  organization  must  not  participate  in  any  political 
campaign  in  behalf  of,  or  in  opposition  to,  any  candidate  for  public 
)  office.  The  House  recedes  with  a  clerical  amendment. 

AMENDMENT  TO  SOCIAL  SECURITY  ACT  RELATING  TO  STATEMENT  OF 

FINANCIAL  STATUS  OF  CLAIMANTS  FOR  MEDICAL  ASSISTANCE  FOR 

THE  AGED 

Amendment  No.  199:  This  amendment  added  to  the  bill  a  new  sec¬ 
tion,  amending  section  2(a)  of  the  Social  Security  Act  so  as  to  permit 
a  State  to  provide  in  its  State  plan  under  title  I  of  such  act  that  any 
written  statement  required  of  a  claimant  for  medical  assistance  for 
the  aged  under  that  title  shall  be  presumed  by  the  State  agency  ad¬ 
ministering  the  plan  to  be  factually  correct  for  purposes  of  determin¬ 
ing  eligibility  for  such  assistance  insofar  as  the  statement  relates  to  the 
claimant's  financial  status.  The  Senate  recedes. 

FOREIGN  SUBSIDIARIES  MANUFACTURING  PRODUCTS  ABROAD  FOR  SALE 

IN  THE  UNITED  STATES 

Amendment  No.  200:  Senate  amendment  No.  200  added  a  new 
section  to  the  bill  to  provide  that  foreign  corporations  to  which  the 
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proposed  new  section,  section  885  of  the  code,  applies  aie  deemed  to 
be  engaged  in  trade  or  business  within  the  United  States,  and  their 
gross  income  from  sources  within  the  United  States  is  deemed  to  be 
not  less  than  their  gross  income  from  the  sale  of  competitive  articles 
sold  for  ultimate  use,  consumption,  or  disposition  m  the  United  States. 
The  new  section  applied  to  a  foreign  corporation  if  at  any  time  during 
the  taxable  year  one  or  more  domestic  corporations  own,  directly  or 
through  one  or  more  other  corporations,  10  percent  or  more  of  the 
outstanding  stock  of  the  foreign  corporation,  and  if  for  such  taxable 
vear  the  foreign  corporation  derives  10  percent  or  more  ot  its  gross 
income  from  the  sale  of  competitive  articles  sold  for  ultimate  use, 
consumption,  or  disposition  in  the  United  States.  For  such  purpose 
a  competitive  article  is  any  article  mined,  processed,  or  manufactured 
outside  the  United  States  for  a  foreign  corporation  which  is  the  same 
as  or  similar  to  any  article  mined,  processed,  or  manufactured  m  the 
United  States  (or  formerly  mined,  processed,  or  manufactured  in  the 
United  States)  by  any  domestic  corporation  described  in  the  preceding 
sentence  with  respect  to  the  foreign  corporation,  or  by  any  subsidiary 
of  such  domestic  corporation.  The  new  provision  applied  to  taxable 
years  beginning  after  December  31,  1962.  The  Senate  recedes. 

EFFECTIVE  DATE  OF  AMENDMENT  TO  SECTION  1374(b)  OF 
INTERNAL  REVENUE  CODE  OF  1954 

Amendment  No.  201:  The  Senate  amendment  adds  a  new  section 
to  the  bill  as  passed  by  the  House  which  makes  the  amendment  to 
section  1374(b)  of  the  code,  which  was  added  by  section  2(b)  ot  rublic 
Law  86-376  (approved  Sept.  23,  1959),  effective  on  September  _, 
1958.  Under  existing  law,  the  amendment  to  section  1374(b),  which 
permits  the  deduction  of  a  deceased  shareholder’s  pro  rata  share  ot  the 
net  operating  loss  of  an  electing  small  business  corporation  incurred  m 
the  vear  in  which  he  dies,  is  effective  only  with  respect  to  taxpayers 
who  die  after  September  23,  1959.  The  House  recedes  with  a  clerical 

amendment. 

TREATIES 


Amendment  No.  203 :  The  bill  as  passed  by  the  House  provided 
that  section  7852(d)  of  the  code,  relating  to  treaty  obligations,  was 
not  to  apply  in  respect  of  any  amendment  made  by  the  Revenue  Ac 
of  1962  Senate  amendment  No.  203  provides  that  no  provision  ot 
the  Revenue  Act  of  1962  will  apply  in  any  case  where  its  application 
would  be  contrary  to  any  treaty  obligation  of  the  United  States. 

The  Senate  recedes.  In  this  connection,  the  Treasury  Department 
informed  the  committee  of  conference  that  it  is  its  view  that  there  are 
no  conflicts  between  provisions  of  t  he  bill  and  provisions  of  tax  treaties, 
with  one  minor  exception  relating  to  the  real  estate  clause  ot  the  Ureek 
Estate  Tax  Treaty  which  the  Treasury  will  seek  to  have  renegotiated 

before  July  1,  1»64.  w  D  Mill8, 
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consent  that  the  statement  of  the  man- 
irs  on  the  part  of  the  House  be  read 
in  ^ieu  of  the  report. 

re  Clerk  read  the  title  of  the  bill. 
The  SPEAKER.  Is  there  objection  to 
the  revest  of  the  gentleman  from  Mich¬ 
igan? 

There  Vas  no  objection. 

The  Clerk  read  the  statement. 

(For  conference  report  and  statement, 
see  proceedings  of  the  House  of  Septem¬ 
ber  27, 1962.) 

The  SPEAKER.  The  question  is  on 
agreeing  to  the  inference  report. 

The  conference\report  was  agreed  to. 

A  motion  to  reconsider  was  laid  on  the 
table. 


GENERAL  LEAVE' 
REMARI 


EXTEND 


Mr.  ALBERT.  Mr.  Sp&gker,  on  be¬ 
half  of  the  gentleman  fromyNorth  Car¬ 
olina  [Mr.  Bonner],  I  ask 'unanimous 
consent  that  all  Members  mky  have  5 
legislative  days  in  which  to  extend  their 
remarks  on  the  following  billsl  H.R. 
8151,  H.R.  11587,  S.  3389,  S.  3396,  and 
H.R.  12968. 

The  SPEAKER.  Without  objectioh,.  it 
is  so  ordered. 

There  was  no  objection. 


REVENUE  ACT  OF  1962 

Mr.  MILLS  submitted  the  following 
conference  report  and  statement  on  the 
bill  (H.R.  10650)  to  amend  the  Internal 
Revenue  Code  of  1954  to  provide  a  credit 
for  investment  in  certain  depreciable 
property,  to  eliminate  certain  defects  and 
inequities,  and  for  other  purposes: 

Conference  Report  (H.  Rept.  No.  2508) 

The  committee  of  conference  on  the  dis¬ 
agreeing  votes  of  the  two  Houses  on  the 
amendments  of  the  Senate  to  the  bill  (H.R. 
10650)  to  amend  the  Internal  Revenue  Code 
of  1954  to  provide  a  credit  for  investment  in 
certain  depreciable  property,  to  eliminate 
certain  defects  and  inequities,  and  for  other 
purposes,  having  met,  after  full  and  free  con¬ 
ference,  have  agreed  to  recommend  and  do 
recommend  to  their  respective  Houses  as  fol¬ 
lows: 

That  the  Senate  recede  from  its  amend¬ 
ments  numbered  11,  12,  13,  14,  28,  30,  50, 
95,  145,  146,  197,  199,  200,  and  203. 

That  the  House  recede  from  its  disagree¬ 
ment  to  the  amendments  of  the  Senate  num¬ 
bered  2,  3,  4,  6,  7,  8,  10,  15,  16,  17,  18,  19,  20, 
21,  22,  23,  24,  25,  26,  27,  32,  33,  34,  35,  36,  37, 

38,  39,  40,  41,  42,  43,  44,  45,  46,  47,  49,  51,  52, 

53,  55,  56,  57,  58,  59,  62,  63,  64,  65,  66,  67,  68, 

70,  71,  72,  73,  74,  75,  76,  77,  78,  79,  80,  81,  82, 

83,  84,  86,  88,  93,  94,  97,  98,  100,  101,  102,  103, 
105,  106,  107,  108,  109,  110,  111,  112.  113,  114, 

115,  116,  117,  118,  119,  120,  121,  122,  123,  124, 

125,  127,  128,  129,  130,  131,  132,  133,  134,  135, 

136,  137,  138,  139,  141,  142,  143,  144,  147.  148, 

149,  150,  151,  152,  153,  154,  155,  156,  157,  158. 

160,  162,  163,  164,  165,  166,  167,  168,  169,  170, 

171,  172,  174,  175,  176,  177,  178,  179,  181,  182, 

184,  185,  186,  188,  191,  193,  and  194  and  agree 
to  the  same. 

Amendment  numbered  1:  That  the  House 
recede  from  its  disagreement  to  the  amend¬ 
ment  of  the  Senate  numbered  1,  and  agree 
to  the  same  with  amendments  as  follows: 

Page  3,  line  6,  of  the  Senate  engrossed 
amendments,  strike  out  “date”  and  insert 
“dates”. 

Page  4  of  the  Senate  engrossed  amend¬ 
ments,  strike  out  lines  27  and  28  and  insert : 


“(b)  Conforming  amendment. 

“(c)  Clerical  amendment. 

"(d)  Effective  date.” 

Page  5  of  the  Senate  engrossed  amend¬ 
ments,  strike  out  lines  1  to  24,  inclusive,  and 
|  insert : 

j  “Sec.  27.  Exclusion  from  gross  income  of 
certain  awards  made  pursuant  to 
evacuation  claims  of  Japanese- 
American  persons. 

(a)  In  general. 

(b)  Effective  date,  etc. 

“Sec.  28.  Deduction  for  depreciation  by  ten¬ 
ant-stockholder  of  cooperative 
housing  corporation. 

(a)  Allowance  of  deduction. 

(b)  Clerical  amendment. 

(c)  Effective  date. 

“Sec.  29.  Deduction  for  income  tax  purposes 
of  contributions  to  certain  or¬ 
ganizations  for  judicial  reform. 
“Sec.  30.  Effective  date  of  amendment  to 
section  1374(b). 

“Sec.  31.  Treaties.” 

And  the  Senate  agree  to  the  same. 

Amendment  numbered  5:  That  the  House 
recede  from  its  disagreement  to  the  amend¬ 
ment  of  the  Senate  numbered  5,  and  agree  to 
the  same  with  amendments  as  follows: 

Page  6,  line  13,  of  the  Senate  engrossed 
amendments,  strike  out  “June  30,  1962”  and 
insert  “December  31,  1961”. 

Page  7  of  the  Senate  engrossed  amend¬ 
ments,  strike  out  lines  14  to  22,  inclusive, 
and  insert: 

“(4)  Taxable  year  beginning  before  Jan¬ 
uary  l,  1962. — For  purposes  of  determining 
the  amount  of  an  investment  credit  carry¬ 
back  that  may  be  added  under  paragraph 
(1)  for  a  taxable  year  beginning  before  Jan¬ 
uary  1,  1962,  and  ending  after  December  31, 
1961,  the  amount  of  the  limitation  provided 
by  subsection  (a)(2)  is  the  amount  which 
bears  the  same  ratio  to  such  limitation  as 
the  number  of  days  in  such  year  after  De¬ 
cember  31,  1961,  bears  to  the  total  number 
of  days  in  such  year.” 

And  the  Senate  agree  to  the  same. 

Amendment  numbered  9:  That  the  House 
recede  from  its  disagreement  to  the  amend¬ 
ment  of  the  Senate  numbered  9,  and  agree  to 
the  same  with  an  amendment  as  follows: 

Page  9,  line  19,  of  the  Senate  engrossed 
amendments,  after  "is”,  insert  "equal  to  or”; 
and  the  Senate  agree  to  the  same. 

Amendment  numbered  29 :  That  the  House 
recede  from  its  disagreement  to  the  amend¬ 
ment  of  Senate  numbered  29,  and  agree  to 
the  same  with  an  amendment  as  follows: 

In  lieu  of  the  matter  proposed  to  be  in¬ 
serted  by  the  Senate  amendment,  insert  the 
following:  ",  or,  in  the  case  of  an  item  di¬ 
rectly  preceding  or  following  a  substantial 
and  bona  fide  business  discussion  (including 
business  meetings  at  a  convention  or  other¬ 
wise)  ,  that  such  item  was  associated  with,”. 

And  the  Senate  agree  to  the  same. 

Amendment  numbered  31:  That  the  House 
recede  from  its  disagreement  to  the  amend¬ 
ment  of  the  Senate  numbered  31,  and  agree 
to  the  same  with  an  amendment  as  follows : 

In  lieu  of  the  matter  proposed  to  be  in¬ 
serted  by  the  Senate  amendment  insert  the 
following:  ",  or,  in  the  case  of  an  item  de¬ 
scribed  in  subparagraph  (A)  directly  preced¬ 
ing  or  following  a  substantial  and  bona  fide 
business  discussion  (including  business 
meetings  at  a  convention  or  otherwise) ,  the 
portion  of  such  item  associated  with,”. 

And  the  Senate  agree  to  the  same. 

Amendment  numbered  48:  That  the 
House  recede  from  its  disagreement  to  the 
amendment  of  the  Senate  numbered  48,  and 
agree  to  the  same  with  an  amendment  as 
follows:  In  lieu  of  the  matter  proposed  to  be 
inserted  by  the  Senate  amendment  insert 
the  following:  ",  but  the  amount  determined 
under  this  subparagraph  shall  In  no  case  be 
greater  than  the  larger  of — 


“(i)  the  amount  determined  under  para¬ 
graph  (4),  or 

“ (ii)  the  amount  which,  when  added  to 
the  amount  determined  under  subparagraph 
(A),  equals  the  amount  by  which  12  per¬ 
cent  of  the  total  deposits  or  withdrawable 
accounts  of  depositors  of  the  taxpayer  at 
the  close  of  such  year  exceeds  the  sum  of 
its  surplus,  undivided  profits,  and  reserves 
at  the  beginning  of  such  year  (taking  into 
account  any  portion  thereof  attributable  to 
the  period  before  the  first  taxable  year  be¬ 
ginning  after  December  31,  1951)  ”. 

And  the  Senate  agree  to  the  same. 

Amendment  numbered  54:  That  the  House 
recede  from  its  disagreement  to  the  amend¬ 
ment  of  the  Senate  numbered  54,  and  agree 
to  the  same  with  an  amendment  as  follows: 
Page  46,  after  line  4,  of  the  House  engrossed 
bill  Insert: 

“(5)  Limitation  in  case  of  certain  domes¬ 
tic  BUILDNG  AND  LOAN  ASSOCIATIONS. - If  the 

percentage  of  the  assets  of  a  domestic  build¬ 
ing  and  loan  association  which  are  not  as¬ 
sets  described  in  section  7701  (a)(19)(D) 
(ii)  exceeds  36  percent  for  the  taxable  year 
(as  determined  for  purposes  of  section  7701 
(a)  (19)  for  such  year),  the  amount  deter¬ 
mined  under  paragraph  (2) ,  and  the  amount 
determined  under  paragraph  (3),  shall  in 
each  case  be  the  amount  (determined  with¬ 
out  regard  to  this  paragraph  but  with  re¬ 
gard  to  the  limits  contained  in  paragraphs 
(2),  (3),  and  ( 1 )  ( B ) )  reduced  by  the  amount 
determined  under  the  following  table: 


“If  the  percent¬ 
age  exceeds — 

but  docs  not 
exceed — 

the  reduction  shall  be 
the  following  propor¬ 
tion  of  the  amount  so 
determined  without 
regard  to  this  para¬ 
graph— 

36  percent _ 

37  percent— 

1/12 

37  percent _ 

38  percent— 

1/6 

38  percent _ 

39  percent— 

1/4 

39  percent _ 

40  percent— 

1/3 

40  percent _ 

41  percent... 

5/12” 

And  the  Senate  agree  to  the  same. 

Amendment  numbered  60:  That  the  House 
recede  from  its  disagreement  to  the  amend¬ 
ment  of  the  Senate  numbered  60,  and  agree 
to  the  same  with  amendments  as  follows: 

Page  24,  line  15,  of  the  Senate  engrossed 
amendments,  strike  out  the  parenthesis  at 
the  beginning  of  the  line. 

Page  25,  line  23.  of  the  Senate  engrossed 
amendments,  strike  out  “(i)  and  (ii)”  and 
insert  “(i) ,  (ii) ,  (iv) .  and  (vi)  ”. 

Page  26,  line  10.  of  the  Senate  engrossed 
amendments,  strike  out  “(i)  and  (ii)”  and 
insert  “(i),  (ii).  (iv),  and  (vi)”. 

Page  27,  after  line  6,  of  the  Senate  en¬ 
grossed  amendments,  insert:  “The  term  'do¬ 
mestic  building  and  loan  association’  also  in¬ 
cludes  any  association  which,  for  the  taxa¬ 
ble  year,  would  satisfy  the  requirements  of 
the  first  sentence  of  this  paragraph  if  ‘41 
percent’  were  subrtituted  for  ‘36  percent’  in 
subparagraph  (E) .  Except  in  the  case  of  the 
taxpayer’s  first  taxable  year  beginning  after 
the  date  of  the  enactment  of  the  Revenue 
Act  of  1962,  the  second  sentence  of  this  par¬ 
agraph  shall  not  apply  to  an  association  for 
the  taxable  year  unless  such  association  (i) 
was  a  domestic  building  and  loan  associa¬ 
tion  within  the  meaning  of  the  first  sentence 
of  this  paragraph  for  the  first  taxable  year 
preceding  the  taxable  year,  or  (ii)  was  a  do¬ 
mestic  building  and  loan  association  solely 
by  reason  of  the  second  sentence  of  this  par¬ 
agraph  for  the  first  taxable  year  preceding 
the  taxable  year  (but  not  for  the  second 
preceding  taxable  year) .” 

And  the  Senate  agree  to  the  same. 

Amendment  numbered  61:  That  the  House 
recede  from  its  disagreement  to  the  amend¬ 
ment  of  the  Senate  numbered  61,  and  agree 
to  the  same  with  amendments  as  follows : 
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Page  27,  line  13,  of  the  Senate  engrossed 
amendments,  strike  out  “Excise”. 

Page  27,  line  15,  of  the  Senate  engrossed 
amendments,  after  "act”,  insert  "op  1933”. 

Page  27,  line  16,  of  the  Senate  engrossed 
amendments,  after  “Act”,  insert  “of  1933”. 

Page  27,  lines  19  and  20,  of  the  Senate  en¬ 
grossed  amendments,  strike  out  “Exemption 
From  Discriminatory  State  and  Local  Tax¬ 
ation. — 

And  the  Senate  agree  to  the  same. 

Amendment  numbered  69 :  That  the  House 
recede  from  its  disagreement  to  the  amend¬ 
ment  of  the  Senate  numbered  69,  and  agree 
to  the  same  with  amendments  as  follows : 

Page  64,  line  9,  of  the  House  engrossed  bill, 
strike  out  “6047”  and  insert  “6048”. 

Page  65,  line  13,  of  the  House  engrossed 
bill,  strike  out  “6047”  and  insert  “6048”. 

Page  67,  after  line  6,  of  the  House  en¬ 
grossed  bill,  strike  out  “6047”  and  insert 
“6048”. 

And  the  Senate  agree  to  the  same. 

Amendment  numbered  85 :  That  the  House 
recede  from  its  disagreement  to  the  amend¬ 
ment  of  the  Senate  numbered  85,  and  agree 
to  the  same  with  an  amendment  as  follows: 
In  lieu  of  the  matter  proposed  to  be  inserted 
by  the  Senate  amendment  insert  the  follow¬ 
ing:  “$500,000”;  and  the  Senate  agree  to  the 
same. 

Amendment  numbered  87 :  That  the  House 
recede  from  its  disagreement  to  the  amend¬ 
ment  of  the  Senate  numbered  87,  and  agree 
to  the  same  with  an  amendment  as  follows: 
In  lieu  of  the  matter  proposed  to  be  Inserted 
by  the  Senate  amendment  insert  the  fol¬ 
lowing: 

“(f)  Special  Transitional  Underwriting 
Loss. — 

“(1)  Companies  to  which  subsection  ap¬ 
plies _ This  subsection  shall  apply  to  every 

mutual  insurance  company  which  has  been 
subject  to  the  tax  imposed  by  this  section 
(as  in  effect  before  the  enactment  of  this 
subsection)  for  the  5  taxable  years  imme¬ 
diately  preceding  January  1,  1962,  and  has 
incurred  an  underwriting  loss  for  each  of 
such  5  taxable  years. 

“(2)  Reduction  of  statutory  underwrit¬ 
ing  income. — For  purposes  of  this  part,  the 
statutory  underwriting  income  of  a  company 
described  in  paragraph  (1)  for  the  taxable 
year  shall  be  the  statutory  underwriting  in¬ 
come  for  the  taxable  year  (determined  with¬ 
out  regard  to  this  subsection)  reduced  by 
the  amount  by  which — 

“(A)  the  sum  of  the  underwriting  losses  of 
such  company  for  the  5  taxable  years  imme¬ 
diately  preceding  January  1.  1962,  exceeds 

“(B)  the  total  amount  by  which  the  com¬ 
pany’s  statutory  underwriting  income  was 
reduced  by  reason  of  this  subsection  for 
prior  taxable  years. 

“(3)  Underwriting  loss  defined. — For 
purposes  of  this  subsection,  the  term  ‘un¬ 
derwriting  loss’  means  statutory  underwrit¬ 
ing  loss,  computed  without  any  deduction 
under  section  824(a)  and  without  any  deduc¬ 
tion  under  section  832(c)  (11). 

“(4)  Years  to  which  subsection  applies. — 
This  subsection  shall  apply  with  respect  to 
any  taxable  year  beginning  after  December 
31,  1962,  and  before  January  1,  1968,  for 
which  the  taxpayer  is  subject  to  the  tax 
imposed  by  subsection  (a).” 

And  the  Senate  agree  to  the  same. 

Amendment  numbered  89 :  That  the  House 
recede  from  its  disagreement  to  the  amend¬ 
ment  of  the  Senate  numbered  89,  and  agree 
to  the  same  with  an  amendment  as  follows: 
In  lieu  of  the  matter  proposed  to  be  in¬ 
serted  by  the  Senate  amendment  insert  the 
following:  “$1,100,000”;  and  the  Senate  agree 
to  the  same. 

Amendment  numbered  90 :  That  the  House 
recede  from  its  disagreement  to  the  amend¬ 
ment  of  the  Senate  numbered  90,  and  agree 
to  the  same  with  an  amendment  as  follows: 
In  lieu  of  the  matter  proposed  to  be  in¬ 
serted  by  the  Senate  amendment  insert  the 


following:  “$1,100,000”;  and  the  Senate  agree 
to  the  same. 

Amendment  numbered  91 :  That  the  House 
recede  from  its  disagreement  to  the  amend¬ 
ment  of  the  Senate  numbered  91,  and  agree 
to  the  same  with  an  amendment  as  follows: 
In  lieu  of  the  matter  proposed  to  be  inserted 
by  the  Senate  amendment  insert  the  follow¬ 
ing:  “$500,000”;  and  the  Senate  agree  to  the 
same. 

Amendment  numbered  92 :  That  the  House 
recede  from  its  disagreement  to  the  amend¬ 
ment  of  the  Senate  numbered  92,  and  agree 
to  the  same  with  an  amendment  as  follows: 
In  lieu  of  the  matter  proposed  to  be  inserted 
by  the  Senate  amendment  insert  the  follow¬ 
ing:  “$1,100,000”;  and  the  Senate  agree  to 
the  same. 

Amendment  numbered  96:  That  the  House 
recede  from  its  disagreement  to  the  amend¬ 
ment  of  the  Senate  numbered  96,  and  agree 
to  the  same  with  an  amendment  as  follows: 
In  lieu  of  the  matter  proposed  to  be  inserted 
by  the  Senate  amendment  Insert  the  follow¬ 
ing:  arising,  either  in  any  one  State  or  with¬ 
in  “200  miles  of  any  fixed  point  selected  by 
the  taxpayer,”;  and  the  Senate  agree  to  the 
same. 

Amendment  numbered  99 :  That  the  House 
recede  from  its  disagreement  to  the  amend¬ 
ment  of  the  Senate  numbered  99,  and  agree 
to  the  same  with  an  amendment  as  follows: 
Page  85,  line  4,  of  the  House  engrossed  bill, 
after  “insurance”,  insert  “company”;  and 
the  Senate  agree  to  the  same. 

Amendment  numbered  104:  That  the 
House  recede  from  its  disagreement  to  the 
amendment  of  the  Senate  numbered  104,  and 
agree  to  the  same  with  amendments  as  fol¬ 
lows: 

Page  89,  line  10,  of  the  House  engrossed  bill, 
after  “mutual  fire”,  insert  “or  flood”. 

Page  89,  line  19,  of  the  House  engrossed  bill, 
after  the  period  and  before  the  quotation 
marks,  insert  “Premiums  paid  by  the  sub¬ 
scriber  of  a  mutual  flood  insurance  company 
referred  to  in  paragraph  (3)  of  section  831(a) 
shall  be  treated,  for  purposes  of  computing 
the  taxable  income  of  such  subscriber,  in  the 
same  manner  as  premiums  paid  by  a  policy¬ 
holder  to  a  mutual  fire  insurance  company 
referred  to  in  such  paragraph  (3) .” 

Page  90,  line  18,  of  the  House  engrossed 
bill,  after  "mutual  fire”,  insert  “or  flood”. 

And  the  Senate  agreed  to  the  same. 

Amendment  numbered  126: 

That  the  House  recede  from  its  disagree¬ 
ment  to  the  amendment  of  the  Senate  num¬ 
bered  126,  and  agree  to  the  same  with  amend¬ 
ments  as  follows: 

Page  62,  line  7,  of  the  Senate  engrossed 
amendments,  before  “is”,  insert  “income”. 

Page  64,  line  24,  of  the  Senate  engrossed 
amendments,  after  “is”,  insert  “created  or”. 

Page  82,  lines  6  and  7,  of  the  Senate  en¬ 
grossed  amendments,  strike  out  “(computed 
without  regard  to  section  931)  ”. 

Page  82,  lines  14  and  15,  of  the  Senate 
engrossed  amendments,  strike  out  “(com¬ 
puted  without  regard  to  section  931)”. 

Page  100  of  the  Senate  engrossed  amend¬ 
ments,  strike  out  the  table  following  line  10 
and  insert : 

The  required  minimum 
distribution  of  earnings  and 
profits  is  (percentage)  — 
“If  the  effective  foreign  tax  rate  is  (percent¬ 


age)— 

Under  10 _  90 

10  or  over  but  less  than  20 _  86 

20  or  over  but  less  than  28 _  82 

28  or  over  but  less  than  34 _  75 

34  or  over  but  less  than  39 _  68 

39  or  over  but  less  than  42 _  55 

42  or  over  but  less  than  44 _  40 

44  or  over  but  less  than  46 _  27 

46  or  over  but  less  than  47 _  14 

47  or  over _  0 


Page  106,  line  3,  of  the  Senate  engrossed 
amendments,  strike  out  “total”  and  insert 
“consolidated”. 
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Page  106,  line  5,  of  the  Senate  engrossed 
amendments,  strike  out  “total”  and  insert 
“consolidated”. 

Page  107,  lines  20  and  21,  of  the  Senate 
engrossed  amendments,  strike  out  “is  eligi¬ 
ble  to  make”  and  insert  “makes”. 

And  the  Senate  agree  to  the  same. 

Amendment  numbered  140:  That  the  House 
recede  from  its  disagreement  to  the  amend¬ 
ment  of  the  Senate  numbered  140,  and  agree 
to  the  same  with  an  amendment,  as  follows : 
Page  123,  line  14,  of  the  Senate  engrossed 
amendments,  after  “1962”  insert  a  comma; 
and  the  Senate  agree  to  the  same. 

Amendment  numbered  159:  That  the 
House  recede  from  its  disagreement  to  the 
amendment  of  the  Senate  numbered  159, 
and  agree  to  the  same  with  amendments  as 
follows:  Page  130  of  the  Senate  engrossed 
amendments,  beginning  with  line  8,  strike 
out  all  through  page  131  and  insert  the  fol¬ 
lowing: 

“(b)  Limitation  on  Tax  Applicable  to  In¬ 
dividuals. — In  the  case  of  an  individual,  if  the 
stock  sold  or  exchanged  is  a  capital  asset 
(within  the  meaning  of  section  1221)  and 
has  been  held  for  more  than  6  months,  the 
tax  attributable  to  an  amount  included  in 
gross  income  as  a  dividend  under  subsection-, 
(a)  shall  not  be  greater  than  a  tax  equal  to 
the  sum  of — 

“  ( 1 )  a  pro  rata  share  of  the  excess  of — 

“(A)  the  taxes  that  would  have  been  paid 
by  the  foreign  corporation  with  respect  to  its 
incoifie  had  it  been  taxed  under  this  chap¬ 
ter  as  a  domestic  corporation  (but  without 
allowance  for  deduction  of,  or  credit  for, 
taxes  described  in  subparagraph  (B),  for  the 
period  or  periods  the  stock  sold  or  exchanged 
was  held  by  the  United  States  person  in  tax¬ 
able  years  beginning  after  December  31,  1962, 
while  the  foreign  corporation  was  a  con¬ 
trolled  foreign  corporation,  adjusted  for  dis¬ 
tributions  and  amounts  previously  included 
in  gross  income  of  a  United  States  share¬ 
holder  under  section  951,  over 

“(B)  the  income,  war  profits,  or  excess 
profits  taxes  paid  by  the  foreign  corporation 
with  respect  to  such  income;  and 

“(2)  an  amount  equal  to  the  tax  that 
would  result  by  including  in  gross  income, 
as  gain  from  the  sale  or  exchange  of  a  capi¬ 
tal  asset  held  for  more  than  6  months,  an 
amount  equal  to  the  excess  of  (A)  the 
amount  included  in  gross  income  as  a  div¬ 
idend  under  subsection  (a),  over  (B)  the 
amount  determined  under  paragraph  ( 1 ) .” 

Page  135,  lines  9  and  10,  of  the  Senate  en¬ 
grossed  amendments,  strike  out  “referred 
to  in  subparagraph  (B)”  and  insert  “ending 
on  the  date  of  the  sale  or  exchange”. 

Page  137,  line  25,  of  the  Senate  engrossed 
amendments,  strike  out  “(2)”. 

And  the  Senate  agree  to  the  same. 

Amendment  numbered  161:  That  the 
House  recede  from  its  disagreement  to  the 
amendment  of  the  Senate  numbered  161,  and 
agree  to  the  same  with  amendments  as  fol¬ 
lows:  Page  139  of  the  Senate  engrossed 
amendments,  insert  quotation  marks  after 
“apply.”  in  line  7  and  strike  out  lines  8  to 
14,  inclusive;  and  the  Senate  agree  to  the 
same. 

Amendment  numbered  173:  That  the 
House  recede  from  its  disagreement  to  the 
amendment  of  the  Senate  numbered  173, 
and  agree  to'  the  same  with  amendments, 
as  follows: 

Page  150,  line  4,  of  the  Senate  engrossed 
amendments,  strike  out  “6047”  and  insert 
“6048”. 

Page  150,  line  6,  of  the  Senate  engrossed 
amendments,  strike  out  “6048”  and  insert 
“6049”. 

Page  154,  line  13,  of  the  Senate  engrossed 
amendments  strike  out  “6048(a)  (1)  ”  and  in¬ 
sert  “6049(a)  (1)  ”. 

Page  155,  line  4,  of  the  Senate  engrossed 
amendments,  strike  out  "6048(a)(2)”  and 
insert  “6049(a)  (2)  ”. 
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Page  155,  line  5,  of  the  Senate  engrossed 
amendments,  strike  out  “6048(a)(3)”  and 
insert  “6049(a)  (3)”. 

Page  156,  line  5,  of  the  Senate  engrossed 
amendments,  strike  out  "6048(c)”  and  insert 
“6049(c)”. 

Page  156,  line  8,  of  the  Senate  engrossed 
amendments,  strike  out  “6048(a)(1)”  and 
insert  “6049(a)  (1)”. 

Page  156,  line  22,  of  the  Senate  engrossed 
amendments,  strike  out  “6048(a)(1)”  and 
insert  "6049(a)  (1)”. 

Page  156,  line  25,  of  the  Senate  engrossed 
amendments,  strike  out  “6048(a)(2),  or 
6048(a)(3)”  and  insert  “6049(a)(2),  or 
“6049(a)  (3)”. 

Page  157,  line  19,  of  the  Senate  engrossed 
amendments,  strike,  out  “6048”  and  insert 
“6049”;  and  the  Senate  agree  to  the  same. 

Amendment  numbered  180:  That  the 
House  recede  from  its  disagreement  to  the 
amendment  of  the  Senate  numbered  180, 
and  agree  to  the  same  with  an  amendment 
as  follows:  Page  159,  line  18,  of  the  Senate 
engrossed  amendments,  after  “person”,  in¬ 
sert  “(as  defined  in  section  7701  (a)  (30) )  ”, 
And  the  Senate  agree  to  the  same. 
Amendment  numbered  183:  That  the 
House  recede  from  its  disagreement  to  the 
amendment  of  the  Senate  numbered  183,  and 
agree  to  the  same  with  an  amendment  as 
follows:  In  lieu  of  the  matter  proposed  to 
be  inserted  by  the  Senate  amendment  insert 
the  following: 

“(e)  Limitation. — 

“(1)  General  rule. — Except  as  provided  in 
paragraph  (2),  no  information  shall  be  re¬ 
quired  to  be  furnished  under  this  section 
with  respect  to  any  foreign  corporation  un¬ 
less  such  information  was  required  to  be  fur¬ 
nished  under  regulations  which  have  been 
in  effect  for  at  least  90  days  before  the  date 
on  which  the  United  States  citizen,  resident, 
or  person  becomes  liable  to  file  a  return  re¬ 
quired  under  subsection  (a). 

“(2)  Exception. — In  the  case  of  liability  to 
file  a  return  under  subsection  (a)  arising 
on  or  after  January  1,  1963,  and  before  June 
1,  1963— 

“(A)  no  information  shall  be  required  to 
be  furnished  under  this  section  with  respect 
to  any  foreign  corporation  unless  such  in¬ 
formation  was  required  to  be  furnished  un¬ 
der  regulations  in  effect  on  or  before  March 
1,  1963,  and 

“(B)  if  the  date  on  which  such  regulations 
become  effective  is  later  than  the  day  on 
which  such  liability  arose,  any  return  re¬ 
quired  by  subsection  (a)  shall  (in  lieu  of 
the  time  prescribed  by  subsection  (d))  be 
filed  on  or  before  the  90th  day  after  such 
date.” 

And  the  Senate  agree  to  the  same. 
Amendment  numbered  187:  That  the 
House  recede  from  its  disagreement  to  the 
amendment  of  the  Senate  numbered  187, 
and  agree  to  the  same  with  an  amendment 
as  follows:  Page  239,  after  line  3,  of  the 
House  engrossed  bill,  strike  out  “6038(d)  (2)” 
and  insert  "6038(d)(1)”;  and  the  Senate 
agree  to  the  same. 

Amendment  numbered  189:  That  the 
House  recede  from  its  disagreement  to  the 
amendment  of  the  Senate  numbered  189, 
and  agree  to  the  same  with  amendments  as 
follows:  Page  163,  after  line  23,  of  the  Sen¬ 
ate  engrossed  amendments,  insert: 

“(b)  Conforming  Amendment. — Section 
263(a)  (1)  (relating  to  disallowance  of  de¬ 
ductions  for  capital  expenditures)  is 
amended  by  striking  out  ‘or’  at  the  end  of 
subparagraph  (C) ,  by  striking  out  the  period 
at  the  end  of  subparagraph  (D)  and  insert¬ 
ing  ‘,  or’,  and  by  adding  at  the  end  thereof 
the  following  new  subparagraph: 

"  ‘(E)  expenditures  by  farmers  for  clearing 
land  deductible  under  section  182.'  " 

Page  163,  line  24,  of  the  Senate  engrossed 
amendments,  strike  out  “(b)”  and  insert 
“(c)”. 


Page  164,  line  4,  of  the  Senate  engrossed 
amendments,  strike  out  “(c)”  and  insert 
“(d)”. 

And  the  Senate  agree  to  the  same. 
Amendment  numbered  190:  That  the 
House  recede  from  its  disagreement  to  the 
amendment  of  the  Senate  numbered  190,  and 
agree  to  the  same  with  an  amendment  as 
follows:  Page  165  of  the  Senate  engrossed 
amendments,  strike’  out  lines  4  through  10 
and  insert:  “In  any  case  in  which  the  tax¬ 
payer  elects  to  have  the  provisions  of  the 
preceding  sentence  apply,  for  purposes  of 
computing  the  limitation  on  tax  under  this 
part — 

“(1)  only  the  same  proportion  of  the 
amount  to  which  this  part  applies  shall  be 
taken  into  account  for  purposes  of  com¬ 
puting  the  limitations  under  section  170(b) 
(1)  (A)  and  (B)  for  taxable  years  before  the 
taxable  year  in  which  such  amount  is  re¬ 
ceived  or  accrued  as  (A)  the  excess  of  the 
maximum  amount  which  could,  if  the  tax¬ 
payer  had  made  additional  contributions 
described  in  clause  (i),  (ii),  or  (iii)  of  sec¬ 
tion  170(b)  (1)(A),  have  been  described  in 
clause.  (1)  of  the  preceding  sentence  over 
the  amount  described  in  such  clause  ( 1 ) , 
bears  to  (B)  such  maximum  amount,  and 
“(2)  the  portion  of  the  amount  of  chari¬ 
table  contributions  described  in  the  preced¬ 
ing  sentence  shall  not  be  taken  into  account 
in  computing  the  tax  for  the  taxable  year 
in  which  the  amount  to  which  this  part  ap¬ 
plies  is  received  or  accrued.” 

And  the  Senate  agree  to  the  same. 
Amendment  numbered  192:  That  the 
House  recede  from  its  disagreement  to  the 
amendment  of  the  Senate  numbered  192, 
and  agree  to  the  same  with  an  amendment 
as  follows:  Page  168,  of  the  Senate  engrossed 
amendments,  strike  out  lines  6  to  11,  in¬ 
clusive,  and  insert: 

“(b)  Unused  Conversion  Loss  Defined. — 
The  amount  of  the  unused  conversion  loss 
shall  be  the  sum  of  the  part  of  the  net  op¬ 
erating  loss  for  each  year  described  in  sub¬ 
section  (a)  which  (without  regard  to  this 
section)  would  be  carried  over  to  the  sixth 
taxable  year  following  the  loss  year  if  sec¬ 
tion  172(b)  of  the  Internal  Revenue  Code  of 
1954  (or,  where  applicable,  section  122(b)  (2) 
(B)  of  the  Internal  Revenue  Code  of  1939) 
permitted  such  a  carryover.” 

And  the  Senate  agree  to  the  same. 
Amendment  numbered  195:  That  the 
House  recede  from  its  disagreement  to  the 
amendment  of  the  Senate  numbered  195, 
and  agree  to  the  same  with  an  amendment 
as  follows:  Page  171,  line  19,  of  the  Senate 
engrossed  amendments,  strike  out  "Ameri- 
can-Japanese  Individuals”  and  insert  “Jap- 
anese-American  Persons”;  and  the  Senate 
agree  to  the  same. 

Amendment  numbered  196:  That  the 
House  recede  from  its  disagreement  to  the 
amendment  of  the  Senate  numbered  196, 
and  agree  to  the  same  with  amendments  as 
follows:  Page  173,  line  9,  of  the  Senate  en¬ 
grossed  amendments,  after  “and”,  insert 
“Business”. 

Page  174,  after  line  2,  of  the  Senate  en¬ 
grossed  amendments,  insert: 

“(b)  Clerical  Amendment. — The  table  of 
sections  for  part  VII  of  subchapter  B  of 
chapter  1  is  amended  by  striking  out  the 
item  relating  to  section  216  and  inserting  in 
lieu  thereof  the  following: 

“  ‘Sec.  216.  Deduction  of  taxes,  interest, 
and  business  depreciation  by  cooperative 
housing  corporation  tenant-stockholder.’  ” 

Page  174,  line  3,  of  the  Senate  engrossed 
amendments,  strike  out  “(b)”  and  insert 
“(c)”. 

And  the  Senate  agree  to  the  same. 
Amendment  numbered  198:  That  the 
House  recede  from  its  disagreement  to  the 
amendment  of  the  Senate  numbered  198, 
and  agree  to  the  same  with  an  amendment 
as  follows:  Page  177,  line  2,  of  the  Senate 


engrossed  amendments,  strike  out  “30”  and 
insert  “29”;  and  the  Senate  agree  to  the 
same. 

Amendment  numbered  201:  That  the 
House  recede  from  its  disagreement  to  the 
amendment  of  the  Senate  numbered  201, 
and  agree  to  the  same  with  an  amendment 
as  follows:  Page  181,  line  8,  of  the  Senate 
engrossed  amendments,  strike  out  “33”  and 
insert  “30”;  and  the  Senate  agree  to  the 
same. 

Amendment  numbered  202:  That  the 
House  recede  from  its  disagreement  to  the 
amendment  of  the  Senate  numbered  202, 
and  agree  to  the  same  with  an  amendment 
as  follows:  In  lieu  of  the  matter  proposed 
to  be  inserted  by  the  Senate  amendment 
insert  the  following:  “31”;  and  the  Senate 
agree  to  the  same. 

Wilbur  D.  Mills, 

Cecil  R.  King, 

Hale  Boggs, 

Eugene  J.  Keogh, 

John  W.  Byrnes, 

Howard  H.  Baker, 

Managers  on  the  Part  of  the  House. 
Harry  Flood  Byrd, 

Robert  S.  Kerr, 

Russell  B.  Long, 

George  A.  Smathers, 

John  J.  Williams, 

Frank  Carlson, 

Wallace  F.  Bennett, 
Managers  on  the  Part  of  the  Senate. 

Statement 

The  managers  on  the  part  of  the  House 
at  the  conference  on  the  disagreeing  votes 
of  the  two  Houses  on  the  amendments  of 
the  Senate  to  the  bill  (H.R.  10650)  to  amend 
the  Internal  Revenue  Code  of  1954  to  provide 
a  credit  for  investment  in  certain  depreci¬ 
able  property,  to  eliminate  certain  defects 
and  inequities,  and  for  other  purposes,  sub¬ 
mit  the  following  statement  in  explanation 
of  the  effect  of  the  action  agreed  upon  by 
the  conferees  and  recommended  in  the  ac¬ 
companying  conference  report: 

The  following  Senate  amendments  made 
technical,  clerical,  clarifying,  or  conforming 
changes:  1,  2,  3,  4,  7,  8,  15,  16,  20,  22,  24,  25, 
26,  27,  34,  35,  36,  38,  39,  40,  44,  47,  49,  51,  53, 
55,  57,  58,  59,  63,  66,  67,  68,  71,  72,  73,  74,  77, 
78,  83,  86,  88,  89,  101,  103,  105,  106,  107,  108, 
109,  110,  112,  114,  115,  116,  117,  118,  119,  120, 
122,  127,  134,  136,  137,  138,  139,  142,  144,  146, 
148,  149,  150,  151,  152,  154,  155,  156,  157,  158, 
164,  165,  169,  170,  171,  172,  174,  175,  177,  178, 
182,  184,  185,  186,  187,  188,  and  202.  With 
respect  to  these  amendments  (1)  the  House 
either  recedes  or  recedes  with  amendments 
which  are  technical,  clerical,  clarifying,  or 
conforming  in  nature,  or  (2)  the  Senate 
recedes  in  order  to  conform  to  other  action 
agreed  upon  by  the  committee  of  conference. 
credit  for  investment  in  certain  depreciable 
property 

Amendments  Nos.  5  and  23:  Under  the 
bill  as  passed  by  both  the  House  and  the 
Senate  the  amount  of  the  investment  credit 
which  may  be  allowed  for  any  taxable  year 
may  not  exceed  so  much  of  the  liability  for 
tax  for  the  taxable  year  as  does  not  exceed 
$25,000,  plus  25  percent  of  so  much  of  the 
liability  for  tax  for  the  taxable  year  as  ex¬ 
ceeds  $25,000.  Under  the  bill  as  passed  by 
the  House,  any  unused  credit  resulting  from 
this  limitation  was  to  be  carried  forward  to 
each  of  the  5  succeeding  taxable  years  to 
the  extent  not  taken  into  account  in  inter¬ 
vening  years.  Under  Senate  amendment  No. 
5,  such  unused  credit  is  first  carried  back  to 
the  3  preceding  taxable  years  and  then  car¬ 
ried  over  to  the  5  succeeding  taxable  years. 
This  rule  is  subject  to  three  exceptions:  (1) 
The  unused  credit  may  be  a  carryback  only 
to  taxable  years  ending  after  June  30,  1962, 
(2)  to  the  extent  that  an  unused  credit  arises 
by  reason  of  a  net  operating  loss  carryback, 
such  unused  credit  is  taken  into  account 
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only  as  a  carryover  and  not  as  a  carryback 
from  such  year,  and  (3)  in  the  case  of  a 
taxable  year  beginning  before  July  1,  1962, 
and  ending  after  June  30,  1962,  the  limita¬ 
tion  on  the  credit  allowable  for  such  year 
for  purposes  of  the  carryback  to  such  year 
is  the  amount  which  bears  the  same  ratio 
to  the  limitation  otherwise  applicable  as 
the  number  of  days  in  such  year  after  June 

30,  1962,  bears  to  the  total  number  of  days 
in  such  year.  The  House  recedes  with 
amendments  conforming  to  the  unused 
credit  carryback  provisions  to  the  conference 
action  on  Senate  amendment  No.  28  (which 
provides  that  the  investment  credit  is  to 
apply  to  taxable  years  ending  after  December 

31,  1961) . 

Senate  amendment  No.  23  amends  the  pro¬ 
visions  of  the  code  relating  to  periods  of 
limitation  and  interest  to  conform  to  the 
Senate  amendments  providing  for  the  unused 
credit  carryback.  The  House  recedes. 

Amendments  Nos.  6  and  9:  The  bill  as 
passed  by  the  House  (sec.  46(c)  of  the  code, 
as  added  by  the  bill)  defined  the  qualified 
investment  for  purposes  of  the  investment 
credit  as  the  aggregate  of  (1)  the  applicable 
percentage  of  the  basis  of  each  new  section 
38  property  placed  in  service  during  the  tax¬ 
able  year,  plus  (2)  the  applicable  percentage 
of  the  cost  of  each  used  section  38  property 
placed  in  service  during  the  taxable  year. 
These  applicable  percentages  vary  according 
to  the  useful  life  of  the  property.  If  any 
such  property  is  disposed  of,  or  otherwise 
ceases  to  be  section  38  property  with  respect 
to  the  taxpayer,  before  the  close  of  the  use¬ 
ful  life  that  was  taken  into  account  in  com¬ 
puting  the  investment  credit,  then  the  in¬ 
come  tax  for  the  taxable  year  of  the  disposi¬ 
tion  is  increased  (sec.  47  of  the  code,  as 
added  by  the  bill)  by  an  amount  equal  to  the 
decrease  in  credits  which  would  have  resulted 
had  the  useful  life  used  in  determining  the 
credit  been  the  period  beginning  with  the 
time  the  property  was  placed  in  service  and 
ending  with  the  time  it  ceased  to  be  section 
38  property. 

The  bill  as  passed  by  the  Senate  retains 
these  rules  except  in  cases  where  section  38 
property  is  placed  in  service  by  the  taxpayer 
to  replace  property  which  was  stolen  or  was 
destroyed  or  damaged  by  fire,  storm,  ship¬ 
wreck,  or  other  casualty.  Under  Senate 
amendment  No.  6,  the  basis  (if  new  prop¬ 
erty)  or  cost  (if  used  property)  of  the  re¬ 
placement  section  38  property  taken  Into  ac¬ 
count  in  determining  qualified  investment  is 
required  to  be  reduced  by  an  amount  equal 
to  the  amount  received  by  the  taxpayer  as 
compensation  (by  insurance  or  otherwise) 
for  the  property  destroyed,  damaged,  or 
stolen,  or  by  an  amount  equal  to  the  adjusted 
basis  of  such  property,  whichever  is  the 
lesser.  This  rule  is  not  to  apply  if  the  re¬ 
duction  in  qualified  investment  attributable 
to  the  substitution  required  by  section 
47(a)(1)  of  the  code  with  respect  to  the 
property  so  destroyed,  damaged,  or  stolen  is 
greater  than  the  reduction  required  under 
the  new  paragraph  (4)  added  to  section  46(c) 
by  Senate  amendment  No.  6. 

Senate  amendment  No.  9  adds  a  new  para¬ 
graph  (4)  to  section  47(a)  of  the  code  (relat¬ 
ing  to  certain  dispositions,  etc.,  of  sec.  38 
property)  to  coordinate  the  provisions  of 
such  section  47(a)  with  the  new  rules  pro¬ 
vided  under  Senate  amendment  No.  6.  In 
general,  the  new  paragraph  (4)  of  section 
47(a)  provides  that  paragraphs  (1)  and  (3) 
of  section  47(a)  shall  not  apply  to  property 
which  ceases  to  be  section  38  property  on 
account  of  its  destruction  or  damage  by  fire, 
storm,  shipwreck,  or  other  casualty,  or  by 
reason  of  its  theft,  if  such  property  is  re¬ 
placed  by  property  to  which  the  new  para¬ 
graph  (4)  of  section  46(c)  (added  by  Senate 
amendment  No.  6)  applies,  and  if  the  re¬ 
duction  under  that  new  paragraph  is  greater 
than  the  reduction  in  qualified  investment 
under  paragraph  (1)  of  section  47(a) . 


The  House  recedes  on  Senate  amendment 
No.  6  and  recedes  with  a  technical  clarifying 
amendment  on  Senate  amendment  No.  9. 

Amendment  No.  10:  This  amendment  adds 
a  new  paragraph  (6)  to  new  section  48(a)  of 
the  code  (defining  “section  38  property”  for 
purposes  of  the  investment  credit)  to  provide 
that  livestock  is  not  to  be  treated  as  section 
38  property.  The  House  recedes. 

Amendments  Nos.  11,  12,  13,  and  14:  The 
bill  as  passed  by  the  House  defined  the  term 
“new  section  38  property”  as  section  38  prop¬ 
erty  (1)  the  construction,  reconstruction,  or 
erection  of  which  is  completed  by  the  tax¬ 
payer  after  December  31,  1961,  or  (2)  acquired 
after  December  31,  1961,  if  the  original  use 
of  such  property  commences  with  the  tax¬ 
payer  and  commences  after  such  date.  In  de¬ 
termining  qualified  investment  described  in 
clause  (1)  of  the  preceding  sentence,  only 
that  portion  of  the  basis  which  is  properly 
attributable  to  construction,  reconstruction, 
or  erection  after  December  31,  1961,  is  to  be 
taken  into  account.  The  bill  as  passed  by 
the  House  also  limited  the  definition  of  "used 
section  38  property”  to  property  acquired  by 
purchase  after  December  31,  1961.  Senate 
amendments  Nos.  11,  12,  13,  and  14  changed 
these  dates  from  December  31,  1961,  to  June 
30,  1962.  The  Senate  recedes. 

Amendment  No.  17 :  Under  the  bill  as 
passed  by  the  House,  a  person  engaged  in  the 
business  of  leasing  property  would  be  per¬ 
mitted  to  elect  with  respect  to  any  new  sec¬ 
tion  38  property  to  treat  the  lessee  as  having 
acquired  the  property.  Under  Senate  amend¬ 
ment  No.  17,  the  lessor  is  not  required  to  be 
engaged  in  the  business  of  leasing  property 
in  order  to  make  the  election.  The  House 
recedes. 

Amendments  Nos.  18  and  19:  Senate 
amendment  No.  19  adds  a  new  subsection 
(g)  to  new  section  48  of  the  code  (contain¬ 
ing  definitions  and  special  rules  relating  to 
the  investment  credit) .  The  new  subsection 
requires  that  for  purposes  of  subtitle  A  of 
the  code  (relating  to  income  tax) ,  other  than 
for  purposes  of  the  investment  credit,  the 
basis  of  any  section  38  property  be  reduced 
by  an  amount  equal  to  7  percent  of  the 
qualified  investment  with  respect  to  such 
property.  The  new  subsection  provides, 
however,  that  if  the  tax  under  chapter  1  of 
the  code  is  increased,  or  an  adjustment  in 
carrybacks  or  carryovers  is  made,  under  new 
section  47(a)  of  the  code,  the  basis  of  the 
property  is  to  be  increased  by  an  amount 
equal  to  the  portion  of  the  increase  in  tax 
and  the  portion  of  the  adjustment  attribut¬ 
able  to  such  property.  The  House  recedes. 

It  is  the  understanding  of  the  conferees 
on  the  part  of  both  the  House  and  the  Sen¬ 
ate  that  the  purpose  of  the  credit  for  in¬ 
vestment  in  certain  depreciable  property,  in 
the  case  of  both  regulated  and  nonregu- 
lated  industries,  is  to  encourage  moderniza¬ 
tion  and  expansion  of  the  Nation’s  produc¬ 
tive  facilities  and  to  improve  its  economic 
potential  by  reducing  the  net  cost  of  ac¬ 
quiring  new  equipment,  thereby  increasing 
the  earnings  of  the  new  facilities  over  their 
productive  lives. 

Senate  amendment  No.  18  provides  that  if 
a  lessor  makes  an  election  to  treat  the  lessee 
as  having  acquired  the  property  then,  under 
regulations  prescribed  by  the  Secretary  of 
the  Treasury  or  his  delegate,  the  new  sub¬ 
section  (g)  added  by  amendment  No.  19  is 
not  to  apply  and  the  deductions  otherwise 
allowable  under  section  162  of  the  code  to 
the  lessee  for  amounts  paid  to  the  lessor 
under  the  lease  are  to  be  adjusted  in  a  man¬ 
ner  consistent  with  the  provisions  of  the  new 
subsection  (g).  The  House  recedes. 

Amendment  No.  21 :  This  amendment  adds 
a  new  section  2(c)  to  the  bill,  adding  a  new 
section  181  to  part  VI  of  subchapter  B  of 
chapter  1  of  the  code  (relating  to  itemized 
deductions  for  individuals  and  corpora¬ 
tions)  .  If  after  applying  the  carrybacks  and 
carryovers  of  any  unused  investment  credit 


any  amount  thereof  remains  unused,  this 
amount  is  to  be  allowed  to  the  taxpayer  as 
a  deduction  for  the  first  taxable  year  fol¬ 
lowing  the  last  taxable  year  in  which  the 
unused  amount  could  have  been  allowed  as 
a  credit.  However,  if  a  taxpayer  dies  or 
ceases  to  exist  before  such  first  taxable  year, 
the  amount  described  in  the  preceding  sen¬ 
tence  (or  proper  portion  thereof)  is,  under 
regulations,  to  be  allowed  to  the  taxpayer  as 
a  deduction  for  the  taxable  year  in  which 
such  death  or  cessation  occurs.  The  House 
recedes. 

Amendment  No.  28:  Under  the  bill  as 
passed  by  the  House,  the  amendments  made 
by  section  2  (relating  to  credit  for  invest¬ 
ment  in  certain  depreciable  property)  were 
to  apply  with  respect  to  taxable  years  end¬ 
ing  after  December  31,  1961.  Under  Senate 
amendment  No.  28,  the  amendments  were  to 
apply  with  respect  to  taxable  years  ending 
after  June  30,  1962.  The  Senate  recedes. 

DISALLOWANCE  OF  CERTAIN  ENTERTAINMENT. 

ETC,,  EXPENSES 

Amendments  Nos.  29,  30,  and  31 :  The  bill 
as  passed  by  both  the  House  and  the  Senate 
adds  a  new  section  274  to  the  code  (relating 
to  disallowance  of  certain  entertainment, 
etc.,  expenses).  Section  274(a)  (1)  as  passed 
by  the  House  provided  that  no  deduction 
otherwise  allowable  under  chapter  1  of  the 
code  is  to  be  allowed  for  any  item — 

(1)  with  respect  to  an  activity  which  is  of 
a  type  generally  considered  to  constitute 
entertainment,  amusement,  or  recreation, 
unless  the  taxpayer  establishes  that  the  item 
was  directly  related  to  the  active  conduct  of 
the  taxpayer’s  trade  or  business,  or 

(2)  with  respect  to  a  facility  used  in  con¬ 
nection  with  such  an  activity,  unless  the 
taxpayer  establishes  that  the  facility  was 
used  primarily  for  the  furtherance  of  the 
taxpayer’s  trade  or  business  and  that  the 
item  was  directly  related  to  the  active  con¬ 
duct  of  such  trade  or  business, 

and  such  deduction  is  in  no  event  to  exceed 
the  portion  of  such  Item  directly  related  to 
the  active  conduct  of  the  taxpayer’s  trade 
or  business. 

Senate  amendments  Nos.  29,  30,  and  31  in¬ 
serted  the  words  “or  associated  with”  after 
the  words  “directly  related  to”  each  place 
they  appeared  in  the  new  section  274(a)  (1) 
as  passed  by  the  House. 

Under  the  conference  agreement  the  House 
recedes  on  Senate  amendment  No.  29  with 
an  amendment  providing  that  deductions 
otherwise  allowable  under  chapter  1  of  the 
code  shall  not  be  allowed  for  any  item  with 
respect  to  an  entertainment  type  activity 
“unless  the  taxpayer  establishes  that  the 
item  was  directly  related  to,  or,  in  the  case 
of  an  item  directly  preceding  or  following  a 
substantial  and  bona  fide  business  discus¬ 
sion  (including  business  meetings  at  a  con¬ 
vention  or  otherwise) ,  that  such  item  was 
associated  with,”  the  active  conduct  of  the 
taxpayer’s  trade  or  business.  Under  the  con¬ 
ference  agreement,  the  Senate  recedes  on 
amendment  No.  30,  and  the  House  recedes 
on  amendment  No.  31  with  an  amendment 
conforming  to  the  action  on  amendment  No. 
29. 

The  rule  of  the  House  bill  as  described  in 
the  report  of  the  Committee  on  Ways  and 
Means  is  more  strict  than  the  "or  associat¬ 
ed  with”  rule  of  the  Senate  amendment. 
The  rule  of  the  House  bill  would  not  allow 
deduction  of  expenditures  for  entertainment 
occurring  under  circumstances  where  there 
is  little  or  no  possibility  of  conducting  busi¬ 
ness  affairs  or  carrying  on  negotiations  or 
discussions  relating  thereto,  such  as  where 
the  group  of  persons  entertained  is  large  or 
the  distractions  substantial. 

It  is  the  understanding  of  the  conferees, 
both  on  the  part  of  the  House  and  the  Sen¬ 
ate,  that  the  alternative  Senate  "or  associat¬ 
ed  with”  test  as  described  in  the  report  of 
the  Finance  Committee  would  apply  to  cer- 
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tain  entertaining  primarily  to  encourage 
goodwill  where  the  evidence  of  business  con¬ 
nection  is  clear,  whether  or  not  business 
is  actually  transacted  or  discussed  during 
the  entertainment.  The  conference  agree¬ 
ment  would  permit  a  deduction  for  the  cost 
of  an  entertainment  item,  even  though  the 
item  is  not  directly  related  to  the  active 
conduct  of  the  taxpayer’s  trade  or  business, 
if  the  item  is  associated  with  it,  so  long  as 
the  entertainment  activity  directly  precedes 
or  follows  a  substantial  and  bona  fide  busi¬ 
ness  discussion.  The  conditions  under 
which  an  item  is  “associated  with”  the  ac¬ 
tive  conduct  of  a  trade  or  business  are  con¬ 
tained  in  the  report  of  the  Committee  on 
Finance.  The  deductibility  of  other  items 
of  entertainment  expense,  as  well  as  items 
with  respect  to  facilities,  would  be  governed 
by  the  rule  of  the  House  bill. 

Section  274(a)  as  agreed  to  by  the  con¬ 
ferees  will  allow  as  a  deduction  the  cost 
of  entertaining  connected  with  what  are  pri¬ 
marily  business  meetings.  For  example,  if 
the  taxpayer  conducts  substantial  negotia¬ 
tions  with  a  group  of  business  associates  and 
that  evening  entertains  the  group  and  their 
wives  at  a  restaurant,  theater,  concert,  or 
sporting  event,  such  entertainment  expenses, 
if  associated  with  the  active  conduct  of  the 
taxpayer’s  business,  will  be  deductible  even 
though  the  purpose  of  the  entertainment  is 
merely  to  promote  goodwill  in  such  business. 
Moreover,  if  a  group  of  business  associates 
with  whom  the  taxpayer  is  conducting  busi¬ 
ness  meetings  comes  from  out  of  town  to  the 
taxpayer’s  place  of  business  to  hold  substan¬ 
tial  business  discussions,  the  entertainment 
of  such  business  guests  by  the  taxpayer  the 
evening  prior  to  the  business  discussions 
will  be  regarded  as  directly  preceding  the 
business  discussions. 

Similarly,  if  in  between,  or  in  the  evenings 
after  business  meetings  at  a  convention,  the 
taxpayer  entertains  his  business  associates 
or  prospective  customers  attending  such 
meetings  (and  their  wives) ,  such  entertain¬ 
ment  will  be  considered  as  directly  preceding 
or  following  a  business  discussion. 

Any  entertainment  which  is  a  part  of  sub¬ 
stantial  and  bona  fide  business  discussions, 
where  the  conduct  of  business  is  the  princi¬ 
pal  activity  during  the  combined  entertain¬ 
ment  and  business  time  spent  together  by 
the  taxpayer  and  the  person  or  persons  enter¬ 
tained,  will  be  deductible  if  the  expense  is 
associated  with  the  active  conduct  of  the 
taxpayer’s  trade  or  business. 

Also,  the  cost  of  banquets  at  meetings  of 
professional  and  business  associations  would 
normally  be  deductible.  As  in  the  above 
cases,  if  the  expense  is  associated  with  the 
active  conduct  of  a  trade  or  business,  it 
would  not  be  necessary  for  the  person  pay¬ 
ing  for  the  banquet  to  attend  the  banquet 
himself.  For  example,  a  dental  equipment 
supplier  would  be  able  to  deduct  the  cost 
of  purchasing  a  table  at  a  dental  association 
banquet  for  dentists  who  are  actual  or  pros¬ 
pective  customers  for  his  equipment. 

Thus,  under  the  business  meal  exception 
contained  in  proposed  section  274(e)(1), 
and  the  conference  agreement,  the  cost  of 
providing  food  and  beverages  at  most  busi¬ 
ness  meetings  and  banquets  would  be  de¬ 
ductible,  as  well  as  almost  all  restaurant 
and  most  hotel  entertaining.  In  neither  of 
the  situations  covered  by  the  conference 
agreement  nor  under  the  business  meal  ex¬ 
ception  is  there  a  requirement  that  business 
must  actually  be  discussed  in  order  to  get  a 
deduction. 

Amendment  No.  32:  Section  274(b),  as 
added  to  the  code  by  the  bill  as  passed  by 
both  the  House  and  the  Senate,  provides  in 
effect  that  no  deduction  is  to  be  allowed 
under  section  162  or  212  of  the  code  for  any 
expense  for  gifts  to  any  individual  to  the 
extent  that  the  total  expenses  of  the  tax¬ 
payer  for  gifts  to  such  individual  during  the 
same  taxable  year  exceed  $25.  For  purposes 


of  the  new  section  274,  the  term  “gift”  is 
defined  to  mean  any  item  excludable  from 
gross  income  of  the  recipient  under  section 
102  of  the  code  which  is  not  excludable  from 
his  gross  income  under  any  other  provision 
of  chapter  1  of  the  code.  Senate  amend¬ 
ment  No.  32  adds  a  new  provision  providing 
that  such  terms  does  not  include — 

(1)  an  item  having  a  cost  to  the  taxpayer 
not  in  excess  of  $4  on  which  the  name  of  the 
taxpayer  is  clearly  and  permanently  im¬ 
printed  and  which  is  one  of  a  number  of 
identical  items  distributed  generally  by  the 
taxpayer. 

(2)  a  sign,  display  rack,  or  other  promo¬ 
tional  material  to  be  used  on  the  business 
premises  of  the  recipient,  or 

(3)  an  item  of  tangible  personal  property 
having  a  cost  to  the  taxpayer  not  in  excess 
of  $100  which  is  awarded  to  an  employee  by 
reason  of  length  of  service  or  for  safety 
achievement. 

The  House  recedes. 

Amendment  No.  33:  This  amendment  adds 
a  new  subsection  (c)  to  the  new  section  274 
added  to  the  code  by  the  bill.  The  new  sub¬ 
section  (c)  provides  that  in  the  case  of  any 
individual  who  is  traveling  away  from  home 
in  pursuit  of  a  trade  or  business  or  in  pur¬ 
suit  of  an  activity  described  in  section  212 
of  the  code  (relating  to  expenses  for  produc¬ 
tion  of  income),  no  deduction  is  to  be  al¬ 
lowed  under  section  162  or  212  for  that  por¬ 
tion  of  the  expenses  of  such  travel  other¬ 
wise  allowable  under  such  section  which, 
under  regulations  prescribed  by  the  Secre¬ 
tary  of  the  Treasury  or  his  delegate,  is  not 
allocable  to  such  trade  or  business  or  to  such 
activity.  The  new  subsection  (c)  is  not  to 
apply  to  the  expenses  of  any  travel  away 
from  home  which  does  not  exceed  1  week  or 
where  the  portion  of  the  time  away  from 
home  which  is  not  attributable  to  the  pur¬ 
suit  of  the  taxpayer’s  trade  or  business  or 
an  activity  described  in  section  212  is  less 
than  25  percent  of  the  total  time  away  from 
home  on  such  travel.  The  House  recedes. 

Amendment  No.  37:  Under  subsection  (e) 
(6)  of  the  new  section  274  of  the  code,  as 
added  by  the  bill  as  passed  by  the  House, 
section  274(a)  (relating  to  disallowance  of 
entertainment,  amusement,  or  recreation  ex¬ 
penses)  was  not  to  apply  to  expenses  directly 
related  to  business  meetings  of  employees  or 
stockholders.  Under  Senate  amendment  No. 
37,  section  274(a)  is  not  to  apply  to  expenses 
incurred  by  a  taxpayer  which  are  directly 
related  to  business  meetings  of  his  employ¬ 
ees,  stockholders,  agents,  or  directors.  Under 
this  provision,  the  members  of  a  partnership 
are  to  be  considered  as  agents.  The  House 
recedes. 

Amendment  No.  41:  Section  162  of  the 
code  provides  that  there  shall  be  allowed  as 
a  deduction  all  the  ordinary  and  necessary 
expenses  paid  or  incurred  during  the  taxable 
year  in  carrying  on  any  trade  or  business,  in¬ 
cluding  “traveling  expenses  (including  the 
entire  amount  expended  for  meals  and  lodg¬ 
ing)  while  away  from  home  in  the  pursuit 
of  a  trade  or  business.”  Under  the  bill  as 
passed  by  the  House,  the  parenthetical  mat¬ 
ter  quoted  in  the  preceding  sentence  would 
be  changed  to  “(including  a  reasonable  al¬ 
lowance  for  amounts  expended  for  meals  and 
lodging)  ”.  Under  Senate  amendment  No. 
41,  such  parenthetical  matter  would  be 
changed  to  "(including  amounts  expended 
for  meals  and  lodging  other  than  amounts 
which  are  lavish  or  extravagant  under  the 
circumstances)”.  The  House  recedes. 

Amendment  No.  42:  Under  the  bill  as 
passed  by  the  House,  the  amendments  made 
by  the  bill  with  respect  to  the  disallowance 
of  certain  entertainment,  etc.,  expenses  were 
to  apply  with  respect  to  taxable  years  ending 
after  June  30,  1962,  but  only  in  respect  of 
periods  after  such  date.  Under  Senate 
amendment  No.  42,  the  amendments  are  to 
apply  with  respect  to  taxable  years  ending 
after  December  31,  1962,  but  only  in  respect 
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of  periods  after  such  date.  The  House  re¬ 
cedes. 

AMOUNT  OF  DISTRIBUTION  WHERE  CERTAIN  FOR¬ 
EIGN  CORPORATIONS  DISTRIBUTE  PROPERTY  IN 

KIND 

Amendment  No.  43:  Subsection  (d)  of  sec¬ 
tion  5  of  the  bill  as  passed  by  the  House 
would  amend  section  902(a)  of  the  code  (re¬ 
lating  to  credit  for  foreign  taxes)  to  provide 
that  for  purposes  of  section  902(a)  and  (b) 
the  amount  of  any  distribution  in  property 
other  than  money  is  to  be  determined  under 
section  301(b)(1)(B)  of  the  code.  Under 
section  301(b)(1)(B)  the  amount  of  a  dis¬ 
tribution  of  property  to  a  corporate  share¬ 
holder  is  the  lesser  of  (1)  the  fair  market 
value  of  such  property,  or  (2)  the  adjusted 
basis  of  such  property  (in  the  hands  of  the 
distributing  corporation  immediately  before 
the  distribution) .  Senate  amendment  No.  43 
strikes  out  subsection  (d)  of  section  5  of 
the  bill.  The  House  recedes. 

AMENDMENT  TO  SECTION  4  82  OF  THE  INTERNAL 
REVENUE  CODE 

Amendment  No.  45:  Section  6  of  the  bill 
as  passed  by  the  House  amended  section  482 
of  the  code  (relating  to  allocation  of  income 
and  deductions  among  taxpayers)  by  desig¬ 
nating  the  existing  text  as  subsection  (a) 
and  by  adding  a  new  subsection  (b)  to  pro¬ 
vide  special  rules  for  allocating  taxable  in¬ 
come,  arising  from  sales  of  tangible  property 
within  a  related  group  which  includes  a  for¬ 
eign  organization,  among  the  members  of  the 
group.  The  allocation  was  to  be  made  by 
the  Secretary  of  the  Treasury  or  his  delegate 
by  taking  into  consideration  that  portion  of 
the  factors  listed  in  the  bill  which  is  attribut¬ 
able  to  the  United  States  and  that  portion 
which  is  not  attributable  to  the  United 
States.  The  bill  also  permitted  consideration 
of  other  factors  (including  special  risks,  if 
any,  of  the  market  in  which  the  property  is 
sold) .  If  the  taxpayer  established  to  the 
satisfaction  of  the  Secretary  or  his  delegate 
that  an  alternative  method  of  allocation 
clearly  reflects  the  income  of  each  member  of 
the  group  with  respect  to  the  property  in 
question,  the  alternative  method  was  re¬ 
quired  to  be  used. 

Senate  amendment  No.  45  strikes  out  sec¬ 
tion  6  of  the  bill  as  passed  by  the  House. 

The  House  recedes.  The  conferees  on  the 
part  of  both  the  House  and  the  Senate  be¬ 
lieve  that  the  objectives  of  section  6  of  the 
bill  as  passed  by  the  House  can  be  accom¬ 
plished  by  amendment  of  the  regulations 
under  present  section  482.  Section  482 
already  contains  broad  authority  to  the  Sec¬ 
retary  of  the  Treasury  or  his  delegate  to 
allocate  income  and  deductions.  It  is  be¬ 
lieved  that  the  Treasury  should  explore  the 
possibility  of  developing  and  promulgating 
regulations  under  this  authority  which 
would  provide  additional  guidelines  and  for¬ 
mulas  for  the  allocation  of  income  and  de¬ 
ductions  in  cases  involving  foreign  income. 

DISTRIBUTIONS  OF  FOREIGN  PERSONAL  HOLDING 
COMPANY  INCOME 

Amendment  No.  46 :  Section  7  of  the  bill  as 
passed  by  the  House  amended  section  552 
(a)  of  the  code  to  substitute  a  20-percent 
gross  income  requirement  for  the  require¬ 
ment  now  contained  in  the  definition  of  a 
foreign  personal  holding  company  that  more 
than  60  percent  (or  50  percent  in  certain 
cases)  of  its  gross  income  consist  of  foreign 
personal  holding  company  income.  Such 
section  7  also  amended  the  definition  of  “un¬ 
distributed  foreign  personal  holding  com¬ 
pany  Income”  contained  in  section  556(a) 
of  the  code  to  mean  taxable  income  (ad¬ 
justed  as  provided  by  existing  law)  if  the 
foreign  personal  holding  company  income 
exceeds  80  percent  of  the  company’s  gross 
income,  and  to  mean  a  proportionate  part 
of  such  taxable  income  if  the  foreign  per¬ 
sonal  holding  company  income  does  not  ex¬ 
ceed  80  percent  of  its  gross  income. 
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Senate  amendment  No.  46  strikes  out  sec¬ 
tion  7  of  the  bill  as  passed  by  the  House. 

Tire  House  recedes. 

MUTUAL  SAVINGS  BANKS,  ETC. 

Amendment  No.  48:  The  bill  as  passed  by 
both  the  House  and  the  Senate  amends  sec¬ 
tion  593  of  the  code  to  provide  rules  relat¬ 
ing  to  reserves  for  losses  on  loans  by  mutual 
savings  Institutions  listed  in  the  bill.  Sub¬ 
section  (b)(1)  of  the  amended  section  593 
prescribes  the  method  for  determining  the 
reasonable  addition  for  the  taxable  year  to 
the  reserve  for  bad  debts  under  section  166 
(c)  of  the  code  and  also  specifies  the  re¬ 
serves  to  which  such  additions  are  to  be 
made.  Such  reasonable  addition  is  the  sum 
of  two  amounts — (1)  the  amount  deter¬ 
mined  under  section  166(c)  to  be  the  rea¬ 
sonable  addition  to  the  reserve  for  losses  on 
nonqualifying  loans,  plus  (2)  the  amount 
determined  by  the  taxpayer  to  be  a  reason¬ 
able  addition  to  the  reserve  for  losses  on 
qualifying  real  property  loans  (but  the 
amount  so  determined  by  the  taxpayer  is  not 
to  exceed  the  amount  determined  under  pars. 
(2),  (3),  or  (4)  of  sec.  593(b),  whichever 
amount  is  the  largest) .  Senate  amendment 
No.  48  adds  a  further  limitation  provid¬ 
ing  that  the  amount  of  the  addition  for  a 
taxable  year  to  the  reserve  for  losses  on  quali¬ 
fying  real  property  loans,  when  added  to  the 
amount  of  the  addition  to  the  reserve  for 
losses  on  nonqualifying  loans,  shall  in  no 
case  be  greater  than  the  amount  by  which 
12  percent  of  the  total  deposits  or  with¬ 
drawable  accounts  of  depositors  of  the  tax¬ 
payer  at  the  close  of  such  year  exceeds  the 
sum  of  its  surplus,  undivided  profits,  and 
reserves  at  the  beginning  of  such  year  (tak¬ 
ing  into  account  any  portion  thereof  attrib¬ 
utable  to  the  period  before  the  first  tax¬ 
able  year  beginning  after  December  31,  1951) . 
The  House  recedes  with  a  substitute  for  the 
Senate  amendment  which  provides  in  effect, 
that  the  12-percent  ceiling  is  not  to  apply 
in  the  case  of  a  taxpayer  using  the  experience 
method  for  the  taxable  year. 

Amendments  Nos.  50  and  52 :  Under  section 
593(b)(2)  of  the  code  as  amended  by  the 
bill  as  passed  by  the  House,  the  amount  of 
the  reasonable  addition  to  the  reserve  for 
losses  on  qualifying  real  property  loans  for 
a  taxable  year  was  limited  to  the  excess  of 
an  amount  equal  to  60  percent  of  the  taxable 
income  for  such  year  over  the'amount  deter¬ 
mined  under  section  166(c)  to  be  a  reason¬ 
able  addition  to  the  reserve  for  losses  on 
nonqualifying  loans.  For  purposes  of  this 
method,  taxable  income  is  determined  with¬ 
out  regard  to  any  deduction  for  any  additions 
to  the  reserves  for  bad  debts,  and  also  by  ex¬ 
cluding  from  gross  income  any  amount  in¬ 
cluded  therein  by  reason  of  subsection  (f) 
(relating  to  the  treatment  of  certain  distri¬ 
butions  of  property  to  stockholders  by  a 
domestic  building  and  loan  association) . 

Senate  amendment  No.  50  provided  that, 
in  the  case  of  a  domestic  building  and  loan 
association  having  capital  stock  with  respect 
to  which  any  distribution  of  property  is  not 
allowable  as  a  deduction  under  section  591 
(relating  to  dividends  paid  on  deposits),  an 
amount  equal  to  50  percent  of  the  taxable 
income  is  substituted  for  the  60  percent  pro¬ 
vided  by  the  bill  as  passed  by  the  House. 
The  Senate  recedes. 

Senate  amendment  No.  52  provides  that  the 
amount  of  the  addition  determined  under 
section  593(b)(2)  is  not  to  exceed  the 
amount  necessary  to  increase  the  balance  (as 
of  the  close  of  the  taxable  year)  of  the  re¬ 
serve  for  losses  on  qualifying  real  property 
loans  to  6  percent  of  such  loans  outstanding 
at  such  time.  The  House  recedes. 

Amendment  No.  54:  Under  section  593(b) 
(3)  of  the  code  as  amended  by  the  bill  as 
passed  by  the  House,  the  amount  of  the  rea¬ 
sonable  addition  to  the  reserve  for  losses  on 
qualifying  real  property  loans  for  a  taxable 
year  was  limited  to  an  amount  equal  to  the 


amount  necessary  to  increase  the  balance  (as 
of  the  close  of  the  taxable  year)  of  such 
reserve  to  3  percent  of  such  loans  outstand¬ 
ing  at  such  time.  Senate  amendment  No.  54 
permits  the  balance  of  the  reserve  for  losses 
on  qualifying  real  property  loans  to  be  in¬ 
creased  to  a  larger  amount  in  the  case  of  a 
mutual  savings  institution  which  is  a  new 
company  and  which  does  not  have  capital 
stock  with  respect  to  which  distributions  of 
property  are  not  allowable  as  a  deduction 
under  section  591  of  the  code.  This  larger 
amount  is  the  sum  of  two  amounts:  (1)  3 
percent  of  qualifying  real  property  loans  out¬ 
standing  at  the  close  of  the  taxable  year,  plus 
(2)  an  amount  equal  to  2  percent  of  so  much 
of  such  loans  as  does  not  exceed  $4,000,000, 
reduced  (but  not  below  zero)  by  the  amount, 
if  any,  of  the  balance  (as  of  the  close  of 
such  year)  of  the  taxpayer’s  supplemental 
reserve  for  losses  on  loans.  A  taxpayer  is  a 
“new  company”  for  any  taxable  year  only  if 
such  taxable  year  begins  not  more  than  10 
years  after  the  first  day  on  which  it  (or  any 
predecessor)  was  authorized  to  do  business 
as  a  mutual  savings  institution  described  in 
section  593(a)  of  the  code. 

The  House  recedes  with  an  amendment. 
Under  the  conference  action  the  text  of  sec¬ 
tion  593(b)(3)  of  the  code  is  the  same  as 
it  is  under  Senate  amendment  numbered  54. 
In  addition,  under  the  conference  action  the 
new  section  593(b)  (5)  of  the  code  provides 
that  in  the  case  of  certain  domestic  build¬ 
ing  and  loan  associations  there  will  be  a  re¬ 
duction  in  the  amount  determined  under 
paragraph  (2)  (60  percent  of  taxable  in¬ 

come  method)  and  paragraph  (3)  (percent¬ 
age  of  real  property  loans  method)  of  sec¬ 
tion  593  (b) .  For  purposes  of  computing  this 
reduction,  the  amount  determined  under 
paragraph  (2),  and  the  amount  determined 
under  paragraph  (3),  shall  in  each  case  be 
the  amount  determined  without  regard  to 
the  new  section  593(b)  (5),  but  with  regard 
to  the  12-percent  ceiling  added  by  Senate 
amendment  numbered  48  and,  in  the  case  of 
the  amount  determined  under  paragraph 
(2) ,  the  6-percent  ceiling  added  by  Senate 
amendment  numbered  52.  The  reduction 
provided  by  the  new  section  493(b)  (5)  will 
apply  only  in  the  case  of  a  domestic  building 
and  loan  association  which  qualifies  as  such 
for  the  taxable  year  solely  by  reason  of  the 
second  sentence  of  section  7701(a)  (19)  (see 
the  discussion  of  Senate  amendment  num¬ 
bered  60) ,  which  changes  the  36-percent  re¬ 
quirement  of  subparagraph  (E)  of  the  first 
sentence  of  section  7701(a)  (19)  to  a  41- 
percent  requirement.  The  reduction  varies 
from  one-twelfth  to  five-twelfths,  depending 
on  the  number  of  percentage  points  (and 
fractions  thereof)  by  which  the  association 
fails  to  satisfy  the  36-percent  requirement. 

Amendment  No.  56:  Section  593(c)  of  the 
code,  as  amended  by  the  bill  as  passed  by 
the  House  provides  for  the  allocation  of  pre- 
1963  reserves  (that  is,  the  net  amount,  deter¬ 
mined  as  of  December  31,  1962,  accumulated 
in  the  reserve  for  bad  debts  for  taxable  years 
beginning  after  December  31,  1951)  — 

(1)  first,  to  the  reserve  for  losses  on  non¬ 
qualifying  loans,  to  the  extent  such  reserve 
is  not  increased  above  the  amount  which 
would  be  a  reasonable  addition  under  section 
166(c)  of  the  code  for^a  period  in  which  such 
loans  increased  from  zero  to  the  amount  out¬ 
standing  at  the  close  of  1962, 

(2)  second,  to  the  reserve  for  losses  on 
qualifying  real  property  loans,  to  the  extent 
such  reserve  is  not  increased  above  the 
amount  equal  to  3  percent  of  the  loans  out¬ 
standing  at  the  close  of  1962  or,  if  larger, 
the  amount  which  would  be  a  reasonable 
addition  under  section  166(c)  of  the  code 
for  a  period  in  which  such  loans  increased 
from  zero  to  the  amount  outstanding  at  the 
close  of  1962,  and 

(3)  then  to  a  supplemental  reserve  for 
losses  on  loans. 
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Senate  amendment  No.  56  adds  a  new 
paragraph  (5)  to  section  593(c)  providing,  in 
effect,  that  if  the  pre-1963  reserves  are  in¬ 
sufficient  to  bring  the  balance  of  the  reserve 
for  qualifying  real  property  loans  up  to  the 
amount  referred  to  in  paragraph  (2)  above 
then  the  term  “pre-1963  reserves”  includes 
so  much  of  the  surplus,  undivided  profits, 
and  bad  debt  reserves  (determined  as  of 
December  31,  1962)  attributable  to  the  period 
before  the  first  taxable  year  beginning  after 
December  31,  1951,  as  is  necessary  to  bring 
the  balance  of  the  reserve  for  qualifying  real 
property  loans  up  to  the  amount  referred 
to  in  paragraph  (2)  above.  This  rule  is  to 
apply  only  for  the  purpose  of  determining 
reasonable  additions  under  the  amended 
section  593  to  such  reserve,  and  for  such 
purpose  the  amount  so  allocated  is  to  be 
treated  as  remaining  in  such  reserve.  The 
House  recedes. 

Amendment  No.  60:  Section  7701(a)  (19) 
of  the  code  defines  the  term  "domestic 
building  and  loan  association”  as  a  domestic 
building  and  loan  association,  a  domestic 
savings  and  loan  association,  and  a  Federal 
savings  and  loan  association,  substantially 
all  of  the  business  of  which  is  confined  to 
making  loans  to  members. 

The  bill  as  passed  by  the  House  amended 
section  7701(a)  (19)  to  provide  that  the  term 
“domestic  building  and  loan  association” 
means  any  domestic  building  and  loan  asso¬ 
ciation,  domestic  savings  and  loan  associa¬ 
tion,  and  Federal  savings  and  loan  associa¬ 
tion  which  met  each  of  two  requirements. 
The  first  requirement  was  that  the  associa¬ 
tion  be  either  (i)  an  insured  institution 
within  the  meaning  of  section  401(a)  of  the 
National  Housing  Act,  or  (ii)  subject  by  law 
to  supervision  and  examination  by  State  or 
Federal  authority  having  supervision  over 
such  associations.  The  second  requirement 
was  that  substantially  all  of  the  business  of 
the  association  must  consist  of  accepting 
savings  and  investing  the  proceeds  in  (i) 
loans  secured  by  an  interest  in  real  property 
which  is,  or  from  the  proceeds  of  the  loan 
will  become,  residential  real  property,  and 
(ii)  other  loans  to  the  extent  they  would 
be  authorized  to  be  made  by  a  Federal  sav¬ 
ings  and  loan  association  under  section  5(c) 
of  the  Home  Owners’  Loan  Act  of  1933. 

Senate  amendment  No.  60  adopts  without 
change  the  first  requirement  of  the  bill  as 
passed  by  the  House,  but  replaces  the  second 
requirement  with  six  new  requirements: 

( 1 )  Substantially  all  of  the  business  of  the 
association  must  consist  of  acquiring  the 
savings  of  the  public  and  investing  in  loans 
described  in  paragraph  (2)  below. 

(2)  At  least  90  percent  of  the  amount  of 
the  total  assets  (determined  as  of  the  close 
of  the  taxable  year)  of  the  association  must 
consist  of  (i)  cash,  (ii)  obligations  of  the 
United  States,  a  State,  or  a  political  sub¬ 
division  of  a  State,  stock  or  obligations  of  a 
corporation  which  is  an  instrumentality  of 
one  of  those  governmental  units,  and  cer¬ 
tificates  of  deposit  in,  or  obligations  of,  a 
corporation  organized  under  a  State  law 
which  specifically  authorizes  such  corpora¬ 
tion  to  insure  the  deposit  or  share  acoounts 
of  member  associations,  (iii)  loans  secured 
by  an  interest  in  real  property  and  loans 
made  for  the  improvement  of  real  property, 
(iv)  loans  secured  by  a  deposit  or  share  of  a 
member,  (v)  property  acquired  through  the 
liquidation  of  defaulted  loans  described  in 
clause  (iii)  of  this  paragraph,  and  (vi)  prop¬ 
erty  used  by  the  association  in  the  conduct 
of  the  business  described  in  paragraph  (1) 
above. 

(3)  Of  the  assets  taken  in  account 
as  assets  constituting  the  90  percent  of 
total  assets,  at  least  80  percent  of  such  90 
percent  must  consist  of  (i)  assets  of  the 
types  described  in  clauses  (i)  and  (ii)  of 
paragraph  (2)  above,  and  (ii)  loans  secured 
by  an  interest  in  real  property  which  is,  or 
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from  the  proceeds  of  the  loan  will  become, 
residential  real  property  or  real  property  used 
primarily  for  church  purposes,  loans  made 
for  the  improvement  of  residential  real 
property  or  real  property  used  primarily  for 
church  purposes,  or  property  acquired 
through  the  liquidation  of  defaulted  loans 
described  in  this  paragraph. 

(4)  Of  the  assets  taken  into  account  as 
assets  constituting  the  90  percent  of  total 
assets,  at  least  60  percent  of  such  90  percent 
must  consist  of  (i)  assets  of  the  types  pre¬ 
scribed  in  clauses  (i)  and  (ii)  of  paragraph 
(2)  above,  and  (ii)  loans  secured  by  an  inter¬ 
est  in  real  property  which  is,  or  from  the 
proceeds  of  the  loan  will  become,  residential 
real  property  containing  four  or  fewer  family 
units  or  real  property  used  primarily  for 
church  purposes,  loans  made  for  the  im¬ 
provement  of  residential  real  property  con¬ 
taining  four  or  fewer  family  units  or  real 
property  used  primarily  for  church  purposes, 
or  property  acquired  through  the  liquidation 
of  defaulted  loans  described  in  this  para¬ 
graph. 

(5)  Not  more  than  18  percent  of  the 
amount  of  the  total  assets  (determined  as  of 
the  close  of  the  taxable  year)  of  the  asso¬ 
ciation  may  consist  of  assets  other  than 
those  referred  to  in  paragraph  (3)  above,  and 
not  more  than  36  percent  of  the  amount  of 
such  total  assets  may  consist  of  assets  other 
than  those  referred  to  in  paragraph  (4) 
above. 

(6)  Except  for  property  described  in  para¬ 
graph  (2)  above,  not  more  than  3  percent  of 
the  total  assets  of  the  association  may  con¬ 
sist  of  stock  of  any  corporation. 

Senate  amendment  No.  60  also  provides 
that,  at  the  election  of  the  association,  the 
percentages  specified  in  paragraph  (2) 
through  (6)  above  shall  be  applied  on  the 
basis  of  the  average  assets  outstanding  dur¬ 
ing  the  taxable  year,  rather  than  at  the  close 
of  the  taxable  year,  as  computed  under  regu¬ 
lations  prescribed  by  the  Secretary  of  the 
Treasury  or  his  delegate. 

The  House  recedes  with  amendments. 
Under  the  conference  action,  loans  secured 
by  a  deposit  or  share  of  a  member,  and 
property  used  by  the  association  in  the  con¬ 
duct  of  its  savings  and  loan  business,  are  in 
effect  to  be  taken  into  account  (1)  in  the 
same  manner  as  loans  on  residential  real 
property  for  purposes  of  section  7701(a) 
(19)  (D)  (i)  ,  and  (2)  in  the  same  manner  as 
loans  on  residential  real  property  for  four 
or  fewer  family  units  for  purposes  of  section 
7701(a)  (19)  (D)  (ii). 

Under  the  conference  action,  a  second 
sentence  and  a  third  sentence  are  added  to 
section  7701(a)  (19).  The  new  second  sen¬ 
tence  provides  that  the  term  “domestic 
building  and  loan  association”  also  includes 
any  association  which  would  satisfy  the  re¬ 
quirements  of  the  first  sentence  if  “41  per¬ 
cent”  were  substituted  for  “36  percent”  in 
subparagraph  (E)  of  the  first  sentence.  The 
new  third  sentence  provides  in  effect  that, 
except  in  the  case  of  the  association’s  first 
taxable  year  (whenever  occurring  in  the 
case  of  a  new  association)  beginning  after 
the  date  of  the  enactment  of  the  bill,  the 
modification  of  the  36-percent  requirement  is 
to  be  available  to  it  for  a  taxable  year  only 
if— 

(1)  it  met  the  requirements  of  the  first 
sentence  of  section  7701(a)  (19)  for  the  im¬ 
mediately  preceding  taxable  year,  or 

(2)  it  qualified  as  a  domestic  building  and 
loan  association  for  the  immediately  preced¬ 
ing  taxable  year  solely  by  reason  of  the  sec¬ 
ond  sentence  of  section  7701(a)  (19)  and  (if 
the  taxable  year  is  the  third  or  any  succeed¬ 
ing  taxable  year  of  the  association  beginning 
after  the  date  of  the  enactment  of  the  bill) 
it  met  the  requirements  of  the  first  sentence 
of  section  7701(a)  (19)  for  the  second  pre¬ 
ceding  taxable  year. 

Amendment  No.  61:  The  bill  as  passed  by 
the  House  repealed  the  exemption  of  Federal 


savings  and  loan  associations  from  the  taxes 
imposed  by  sections  4251  and  4261  of  the 
code  (relating,  respectively,  to  the  excise  tax 
on  communications  and  the  excise  tax  on  the 
transportation  of  persons) .  Senate  amend¬ 
ment  No.  61  amends  section  5(h)  of  the 
Home  Owners’  Loan  Act  of  1933  (12  U.S.C., 
sec.  1464(h)  so  as  to  eliminate  entirely  the 
exemptions  from  Federal  taxes  which  that 
section  now  provides  in  the  case  of  Federal 
savings  and  loan  associations. 

Under  section  4382(a)  (2)  of  the  code, 
capital  stock  and  certificates  of  indebtedness 
issued  by  domestic  building  and  loan  asso¬ 
ciations  and  cooperative  banks  are  exempt 
from  the  documentary  stamp  taxes  imposed 
by  chapter  34  of  the  code.  Senate  amend¬ 
ment  No.  61  amends  section  4382(a)  (2)  so 
as  to  eliminate  this  exemption  insofar  as  it 
extends  (i)  to  all  certificates  of  indebted¬ 
ness  issued  by  a  domestic  building  and  loan 
association  or  cooperative  bank,  and  (ii)  to 
shares  or  certificates  of  stock  issued  by  such 
a  domestic  building  and  loan  association  or 
cooperative  bank,  to  the  extent  that  such 
shares  or  certificates  of  stock  do  not  repre¬ 
sent  deposits  or  withdrawable  accounts. 

The  House  recedes  with  clerical  and 
clarifying  amendments. 

Amendment  No.  62:  This  Senate  amend¬ 
ment  adds  a  new  provision  to  the  bill  as 
passed  by  the  House  which  would  amend 
section  591  of  the  code  (relating  to  the  de¬ 
duction  for  dividends  paid  on  deposits  by 
mutual  savings  banks,  cooperative  banks, 
and  domestic  building  and  loan  associations) 
so  as  to  make  clear  that  a  deduction  will  be 
allowable  under  section  591  for  (1)  interest 
paid  or  credited  to  the  accounts  of  depositors 
or  holders  of  accounts  on  their  deposits  or 
withdrawable  accounts  by  mutual  savings 
banks,  cooperative  banks,  and  domestic 
building  and  loan  associations,  and  (2) 
dividends  and  interest  described  in  section 
591  paid  by  a  savings  institution  chartered 
and  supervised  as  a  savings  and  loan  or 
similar  association  under  Federal  or  State 
law.  The  House  recedes. 

Amendment  No.  64:  Under  the  bill  as 
passed  by  the  House,  the  change  in  the 
definition  of  the  term  “domestic  building  and 
loan  associaton”  would  have  taken  effect  on 
the  enactment  of  the  bill.  Senate  amend¬ 
ment  No.  64  adds  a  new  provision  under 
which  the  new  definition  will  apply  to  tax¬ 
able  years  beginning  after  the  date  of  the 
enactment  of  the  bill.  The  House  recedes. 

Amendment  No.  65:  The  bill  as  passed  by 
the  House  provided  an  effective  date  of  July 
1,  1962,  for  the  termination  of  the  exemp¬ 
tion  of  domestic  building  and  loan  associa¬ 
tions  from  the  excise  taxes  on  communica¬ 
tions  and  transportation  of  persons.  Senate 
amendment  No.  65  provides  an  effective  date 
of  January  1,  1963,  for  the  termination  of 
exemptions  from  Federal  taxes.  The  House 
recedes. 

DISTBIBUTIONS  BY  FOREIGN  TRUSTS 

Amendment  No.  69:  The  bill  as  passed  by 
the  House  defined  the  term  “foreign  trust 
created  by  a  United  States  person”  (for  pur¬ 
poses  of  the  provisions  of  the  bill  relating  to 
distributions  by  foreign  trusts)  as,  in  gen¬ 
eral,  a  foreign  trust  to  which  money  or  prop¬ 
erty  has  been  transferred  directly  or  indi¬ 
rectly  by  a  U.S.  person,  or  under  the  will  of  a 
decedent  who  at  the  date  of  his  death  was  a 
U.S.  citizen  or  resident.  Senate  amendment 
No.  69  provides  that  such  term  means  that 
portion  of  a  foreign  trust  attributable  to 
money  or  property  transferred  directly  or  in¬ 
directly  by  such  a  person  or  under  the  will  of 
such  a  decedent.  The  House  recedes  with 
clerical  amendments. 

Amendment  No.  70:  Under  the  bill  as 
passed  by  the  House,  the  amendments  to 
subchapter  J  of  chapter  1  of  the  code  with 
respect  to  distributions  by  foreign  trusts 
were  to  apply  with  respect  to  distributions 
made  in  taxable  years  of  trusts  beginning 


after  the  date  of  the  enactment  of  the  bill. 
Senate  amendment  No.  70  provides  that  these 
amendments  are  to  apply  with  respect  to  dis¬ 
tributions  made  after  December  31,  1962. 
The  House  recedes. 

MUTUAL  INSURANCE  COMPANIES  (OTHER  THAN 

LIFE,  MARINE,  AND  CERTAIN  FIRE  OR  FLOOD 

INSURANCE  COMPANIES) 

Amendments  Nos.  75  and  76:  These  are 
amendments  to  conform,  in  the  case  of  in¬ 
surance  companies  subject  to  tax  under  part 
II  of  subchapter  L  of  chapter  1  of  the  code, 
the  normal  tax  rates  on  mutual  insurance 
company  taxable  income  and  on  taxable  in¬ 
vestment  income  to  the  action  taken  by  the 
Congress  in  the  Tax  Rate  Extension  Act  of 
1962. 

The  House  recedes. 

Amendments  Nos.  79,  80,  81,  82,  and  102: 
Under  existing  law  and  under  the  bill  as 
passed  by  the  House,  mutual  insurance  com¬ 
panies  other  than  life  or  marine  are  exempt 
from  income  tax  if  the  gross  amount  re¬ 
ceived  from  specified  items  does  not  exceed 
$75,000.  Under  the  bill  as  passed  by  the 
House,  if  this  gross  amount  is  over  $75,000 
but  less  than  $125,000,  the  alternative  tax 
imposed  by  the  new  section  821(c)(1)  of 
the  code  on  small  companies  is  proportion¬ 
ately  reduced.  Under  Senate  amendment 
No.  102,  a  mutual  insurance  company  other 
than  life  or  marine  is  exempt  from  income 
tax  if  the  gross  amount  does  not  exceed 
$150,000.  Senate  amendments  Nos.  79,  80, 
81,  and  82  provide  for  a  proportionate  de¬ 
crease  in  the  alternative  tax  if  the  gross 
amount  is  over  $150,000  but  less  than  $250,- 
000.  The  House  recedes. 

Amendments  Nos.  84  and  85:  Under  the 
bill  as  passed  by  the  House,  the  alternative 
tax  for  certain  small  companies  provided 
by  the  new  section  821(c)  of  the  code  ap¬ 
plied  for  a  taxable  year  only  if  the  gross 
amount  referred  to  in  section  821(c)(3) 
for  the  taxable  year  exceeded  $75,000  but 
did  not  exceed  $300,000.  Under  Senate 
amendments  Nos.  84  and  85  the  $75,000  and 
$300,000  amounts  are  changed  to  $150,000 
and  $600,000,  respectively.  The  House  re¬ 
cedes  on  Senate  amendment  No.  84.  The 
House  recedes  on  Senate  amendment  No.  85 
with  an  amendment  changing  the  $600,000 
amount  provided  by  the  Senate  amendment 
to  $500,000. 

Amendment  No.  87:  This  amendment  adds 
a  new  subsection  (f)  to  section  821  of  the 
code  and  provides  a  special  transitional 
underwriting  loss  deduction  for  taxable 
years  beginning  after  1962  and  before  1968 
for  mutual  insurance  companies  which  were 
subject  to  the  tax  imposed  by  existing  sec¬ 
tion  821  for  the  6  taxable  years  immediately 
preceding  1963  and  which  incurred  an  un¬ 
derwriting  loss  for  at  least  5  of  such  6  years. 
The  mutual  insurance  company  taxable  in¬ 
come  with  respect  to  such  a  company  is  re¬ 
duced  each  year  by  the  amount  by  which 
(1)  the  sum  of  the  underwriting  losses  of 
such  company  for  such  6  years,  reduced  by 
the  underwriting  gain  for  such  years,  ex¬ 
ceeds  (2.)  the  total  amount  by  which  mu¬ 
tual  insurance  company  taxable  income  was 
reduced  under  the  new  subsection  (f)  for 
prior  taxable  years.  The  House  recedes  with 
a  substitute  under  which  (1)  the  new  sub¬ 
section  (f)  applies  only  in  the  case  of  a 
company  which  has  been  subject  to  the  tax 
imposed  by  section  821  for  each  of  the  5 
taxable  years  immediately  preceding  1962, 
and  has  incurred  an  underwriting  loss  for 
each  of  such  5  taxable  years,  and  (2)  such 
losses  are  to  be  used  as  an  offset  only  to 
statutory  underwriting  income. 

Amendments  Nos.  90,  91,  and  92:  Section 
823(c)  of  the  code,  as  added  by  the  bill  as 
passed  by  the  House,  provided  a  special  de¬ 
duction  (not  to  exceed  $6,000  in  amount)  in 
determining  the  statutory  underwriting  in¬ 
come  or  loss  for  the  taxable  year  if  the 
gross  amount  received  from  the  items  speci- 


CONGRESSIONAL  RECORD  —  HOUSE 


October  1 


20420 

fled  in  section  823(c)  does  not  equal  or  ex¬ 
ceed  $900,000.  Under  Senate  amendments 
Nos.  90,  91,  and  92  this  special  deduction  de¬ 
creases  to  zero  when  the  gross  amount  equals 
$1,200,000.  The  House  recedes  with  an 
amendment  under  which  the  deduction  de¬ 
creases  to  zero  when  the  gross  amount  equals 
$1,100,000. 

Amendments  Nos.  93,  94,  95,  and  96:  Un¬ 
der  the  bill  as  passed  by  the  House,  para¬ 
graph  (1)  of  the  new  section  824(a)  added 
to  the  code  (relating  to  deduction  to  provide 
protection  against  losses)  provides  that  in 
determining  the  statutory  underwriting  in¬ 
come  or  loss  for  any  taxable  year  there  is  to 
be  allowed  as  a  deduction  the  sum  of — 

(1)  an  amount  equal  to  1  percent  of  the 
losses  incurred  during  the  taxable  year,  plus 

(2)  an  amount  equal  to  25  percent  of  the 
underwriting  gain  for  the  taxable  year,  plus 

(3)  if  the  concentrated  windstorm,  etc,, 
premium  percentage  (as  defined  in  the  bill) 
for  the  taxable  year  exceeds  50  percent,  an 
amount  determined  by  applying  so  much  of 
such  percentage  as  exceeds  50  percent  to  the 
underwriting  gain  for  the  taxable  year. 

Under  the  bill  as  passed  by  the  House, 
paragraph  (2)  of  the  new  section  824(a) 
defines  the  term  “concentrated  windstorm, 
etc.,  premium  percentage”  as  the  percentage 
obtained  by  dividing  (A)  premiums  earned 
on  insurance  contracts  during  the  taxable 
year,  to  the  extent  attributable  to  insuring 
against  losses  arising  in  any  one  State,  from 
windstorm,  hail,  flood,  earthquake,  or  simi¬ 
lar  hazards,  by  (B)  premiums  earned  on  in¬ 
surance  contracts  during  the  taxable  year. 

Senate  amendments  Nos.  93  and  94  increase 
the  scope  of  the  coverage  of  paragraph  (3) 
above  and  increase  the  amount  of  the  de¬ 
duction  by  striking  out  the  references  to  50 
percent  and  inserting  in  lieu  thereof  40  per¬ 
cent.  The  House  recedes. 

Senate  amendment  No.  96  changes  the 
definition  of  “concentrated  windstorm,  etc., 
premium  percentage”  to  permit  the  per¬ 
centage  to  be  determined  by  reference  to 
premiums  attributable  to  insuring  against 
losses  arising  (1)  in  any  one  State,  (2) 
if  the  taxpayer  so  elects,  within  200  miles  of 
any  fixed  point  selected  by  the  taxpayer,  or 
(3)  if  the  taxpayer  so  elects,  within  400  miles 
of  any  fixed  point  selected  by  the  taxpayer. 
Senate  amendment  No.  95  provides  that,  in 
the  case  of  a  taxpayer  making  the  election 
described  in  clause  (3)  of  the  preceding  sen¬ 
tence,  the  amount  of  the  deduction  allowable 
by  reason  of  section  824(a)(1)(C)  is  to  be 
one-half  of  the  amount  it  would  be  but  for 
this  amendment.  The  House  recedes  on  Sen¬ 
ate  amendment  No.  96  with  an  amendment 
under  which  the  percentage  is  to  be  deter¬ 
mined  by  reference  to  premiums  attributable 
to  losses  arising  either  (1)  in  any  one  State, 
or  (2)  within  200  miles  of  any  fixed  point 
selected  by  the  taxpayer.  The  Senate  re¬ 
cedes  on  Senate  amendment  No.  95. 

Amendments  Nos.  97,  98,  and  99:  Sub¬ 
section  (d)  of  the  new  section  824  of  the 
code,  as  added  by  the  bill,  sets  forth  the 
amounts  which  are  to  be  subtracted  from  the 
protection  against  loss  account.  These 
amounts  are  taken  into  account  for  pur¬ 
poses  of  determining  mutual  insurance  com¬ 
pany  taxable  income. 

Under  the  bill  as  passed  by  the  House,  the 
first  subtraction  from  the  account  was  to  be 
made  for  so  much  of  the  statutory  under¬ 
writing  loss  as  was  generated  either  by  the 
deduction  for  dividends  to  policyholders  or 
by  the  deduction  provided  in  section  824(a) 
for  protection  against  losses.  Thus,  under 
the  bill  as  passed  by  the  House,  any  under¬ 
writing  loss  attributable  to  policy  dividends 
could  not  be  applied  against  taxable  invest¬ 
ment  income  unless  the  balance  in  the  pro¬ 
tection  against  loss  account  has  first  been 
reduced  to  zero. 

The  effect  of  Senate  amendments  Nos.  97, 
98,  and  99  is  to  permit  any  portion  of  the 
statutory  underwriting  loss  attributable  to 


the  deduction  for  dividends  to  policyholders 
to  be  first  applied  against  taxable  investment 
income.  The  House  recedes  on  Senate 
amendments  Nos.  97  and  98,  and  recedes  on 
Senate  amendment  No.  99  with  a  clerical 
amendment. 

Amendment  No.  100:  New  section  826  of 
the  code,  as  added  by  the  bill,  in  effect  per¬ 
mits  a  mutual  insurance  company  which  is 
an  interinsurer  or  reciprocal  underwriter  to 
elect  to  combine  certain  income  of  its  at- 
torney-ln-fact  with  its  own  underwriting 
income.  If  the  company  so  elects,  it  is 
credited  with  so  much  of  the  tax  paid  by 
the  attorney  in  fact  as  is  attributable  to 
such  income  of  the  attorney-in-fact.  Un¬ 
der  the  bill  as  passed  by  the  House,  subsec¬ 
tion  (d)  of  section  826  provided,  in  effect, 
that  the  protection  against  loss  deduction 
of  the  reciprocal  making  the  election  and 
the  addition  to  its  protection  against  loss 
account  were  to  be  computed  without  regard 
to  the  election.  Senate  amendment  No.  100 
strikes  out  this  provision,  thus  permitting 
the  protection  against  loss  deduction,  and 
the  amount  added  to  the  protection  against 
loss  account,  to  reflect  amounts  attributable 
to  such  income  of  the  attorney-in-fact.  The 
amendment  inserts  a  new  subsection  (d) 
providing,  in  effect,  that  no  part  of  the 
amount  added  to  the  protection  against  loss 
account  by  reason  of  the  election  by  the 
reciprocal  may  remain  in  the  account  (and 
thus  be  subject  to  tax  deferral)  for  more 
than  5  years.  The  House  recedes. 

Amendment  No.  104:  Under  this  amend¬ 
ment  (and  Senate  amendment  No.  74)  mu¬ 
tual  flood  insurance  companies  are  to  be 
taxed  under  part  III  of  subchapter  L  of 
chapter  1  of  the  code  (which  imposes  a  tax 
on  certain  marine  and  mutual  fire  insurance 
companies  and  on  certain  stock  insurance 
companies  which  are  not  life  insurance  com¬ 
panies)  . 

The  House  recedes  with  technical  con¬ 
forming  amendments  making  it  clear  that 
the  taxation  of  these  mutual  flood  insurance 
companies  (and  of  their  subscribers  or 
policyholders)  is  to  be  the  same  as  the  pres¬ 
ent  tax  treatment  of  so-called  factory  mu¬ 
tuals  (and  of  their  policyholders). 

DOMESTIC  CORPORATIONS  RECEIVING  DIVIDENDS 
FROM  FOREIGN  CORPORATIONS 

Amendments  Nos.  Ill  and  113:  These 
amendments  deal  with  (1)  the  method  to 
be  used  for  determining  the  amount  of  for¬ 
eign  income  tax  deemed  to  have  been  paid 
by  domestic  corporations  with  respect  to 
dividends  received  from  foreign  corporations 
for  purposes  of  the  allowance  of  a  foreign 
tax  credit  under  section  902  of  the  code,  and 
(2)  the  amount  to  be  treated  as  received  as 
a  dividend  by  reason  of  the  tax  so  deemed 
paid.  Under  the  bill  as  passed  by  the  House, 
the  entire  amount  of  foreign  income  tax  of 
the  foreign  corporation  was  to  be  taken  into 
account  in  determining  the  foreign  income 
tax  deemed  to  be  paid  by  the  domestic  cor¬ 
poration,  and  (under  new  sec.  78)  an  amount 
equal  to  the  taxes  deemed  paid  was  required 
to  be  included  in  income  as  a  dividend.  Sen¬ 
ate  amendment  No.  Ill  would  (A)  retain 
existing  law  with  respect  to  dividends  paid 
by  a  foreign  corporation  out  of  accumulated 
profits  of  a  year  for  which  it  is  a  “less  de¬ 
veloped  country  corporation,”  and  (B)  pro¬ 
vide,  with  respect  to  all  other  dividends  paid 
by  a  foreign  corporation,  the  same  rules  as 
were  provided  by  the  bill  as  passed  by  the 
House.  Under  Senate  amendment  No.  113, 
the  new  section  78  is  amended  to  exclude 
from  the  application  of  the  new  section  78 
dividends  referred  to  in  clause  (A)  above. 
The  House  recedes  on  Senate  amendments 
Nos.  Ill  and  113. 

SEPARATE  LIMITATION  ON  FOREIGN  TAX  CREDIT 
WITH  RESPECT  TO  CERTAIN  INTEREST  INCOME 

Amendment  No.  121:  Section  904  of  the 
code  provides  a  per-country  limitation  on 
the  amount  of  the  foreign  tax  credit  or  (at 


the  election  of  the  taxpayer)  an  overall  lim¬ 
itation  may  be  applied.  Senate  amendment 
No.  121  adds  a  new  section  to  the  bill  to 
provide  a  separate  limitation  on  the  foreign 
tax  credit  with  respect  to  certain  interest 
income.  Under  the  amendment,  (1)  the 
foreign  tax  credit  limitations  are  to  be  ap¬ 
plied  separately  with  respect  to  (A)  certain 
interest  income,  and  (B)  income  other  than 
such  interest  income,  and  (2)  the  overall 
limitation  is  not  to  apply  to  such  interest 
income.  The  interest  income  referred  to  is 
any  interest  other  than — 

(A)  interest  derived  from  any  transaction 
which  is  directly  related  to  the  active  con¬ 
duct  of  a  trade  or  business  in  a  foreign  coun¬ 
try  or  a  possession  of  the  United  States, 

(B)  interest  derived  in  the  conduct  of  a 
banking,  financing,  or  similar  business, 

(C)  interest  received  from  a  corporation 
in  which  the  taxpayer  owns  at  least  10  per¬ 
cent  of  the  voting  stock,  and 

(D)  interest  received  on  obligations  ac¬ 
quired  as  a  result  of  the  disposition  of  a 
trade  or  business  actively  conducted  by  the 
taxpayer  in  a  foreign  country  or  a  possession 
of  the  United  States  or  as  the  result  of  the 
disposition  of  stock  or  obligations  of  a  cor¬ 
poration  in  which  the  taxpayer  owned  at 
least  10  percent  of  the  voting  stock. 

The  amendment  requires  the  Secretary  of 
the  Treasury  or  his  delegate  by  regulations 
to  prescribe  the  manner  of  applying  foreign 
tax  credit  carrybacks  and  carryovers  where 
the  taxpayer  elects  the  overall  limitation  as 
to  other  income  and  provides  transitional 
rules  (1)  for  foreign  tax  credit  carrybacks 
from  years  to  which  the  new  provisions  apply 
to  years  to  which  they  do  not  apply,  and  (2) 
for  foreign  tax  credit  carryovers  from  years 
to  which  the  new  provisions  do  not  apply  to 
years  to  which  they  do  apply.  The  new 
provisions  are  to  apply  with  respect  to  tax¬ 
able  years  beginning  after  the  date  of  the 
enactment  of  the  bill,  but  only  with  respect 
to  interest  resulting  from  transactions 
consummated  after  April  2,  1962.  The  House 
recedes. 

EARNED  INCOME  FROM  SOURCES  WITHOUT  THE 
UNITED  STATES 

Amendment  No.  123:  This  amendment 
adds  a  new  paragraph  (6)  to  section  911(c) 
of  the  code  as  contained  in  the  bill  as  passed 
by  the  House.  Section  911(c)  contains  spe¬ 
cial  rules  for  determining  the  amount  of 
earned  income  from  sources  without  the 
United  States  which  is  excludable  from  gross 
income.  The  new  paragraph  (6)  provides 
that  a  statement  by  an  individual  who  has 
earned  income  from  sources  within  a  foreign 
country  to  the  authorities  of  that  country 
that  he  is  not  a  resident  of  that  country,  if 
he  is  held  not  subject  as  a  resident  of  that 
country  to  the  income  tax  of  that  country 
by  its  authorities  with  respect  to  such  earn¬ 
ings,  shall  be  conclusive  evidence  with  re¬ 
spect  to  such  earnings  that  he  is  not  a  bona 
fide  resident  of  that  country  for  purposes  of 
section  911(a)(1).  The  House  recedes. 

Amendment  No.  124:  This  amendment 
adds  a  new  paragraph  (7)  to  section  911(c) 
of  the  code  as  contained  in  the  bill  as  passed 
by  the  House.  Under  the  new  paragraph  (7) , 
if  an  individual  who  qualifies  as  a  bona  fide 
resident  of  a  foreign  country  receives  com¬ 
pensation  from  sources  without  the  United 
States  (except  from  the  United  States  or  any 
agency  thereof)  in  the  form  of  the  right  to 
use  property  or  facilities,  the  $20,000  or 
$35,000  limitation  applicable  with  respect  to 
such  individual  (A)  for  a  taxable  year  end¬ 
ing  in  1963,  is  to  be  increased  by  an  amount 
equal  to  the  amount  of  such  compensation 
so  received  during  such  taxable  year;  (B)  for 
a  taxable  year  ending  in  1964,  is  to  be  in¬ 
creased  by  an  amount  equal  to  two-thirds  of 
such  compensation  so  received  during  such 
taxable  year;  and  (C)  for  a  taxable  year  end¬ 
ing  in  1965,  is  to  be  increased  by  an  amount 
equal  to  one-third  of  such  compensation  so 
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received  during  such  taxable  year.  The 
House  recedes. 

Amendment  No.  125:  The  bill  as  passed 
by  the  House  provided  that  the  amendment 
made  to  section  911  of  the  code  was  to  apply 
to  taxable  years  ending  after  December  31, 
1962,  but  only  with  respect  to  amounts  re¬ 
ceived  after  December  31,  1962,  which  were 
attributable  either  to  (A)  services  performed 
after  December  31,  1962,  or  (B)  services  per¬ 
formed  on  or  before  December  31,  1962,  but 
only  if  on  March  12,  1962,  there  existed  no 
right  (whether  forfeitable  or  nonforfeitable) 
to  receive  such  amounts.  Senate  amend¬ 
ment  No.  125  provides  that  the  amendment 
made  to  section  911  of  the  code  will  apply 
to  taxable  years  ending  after  September  4, 
1962,  but  only  with  respect  to  (1)  amounts 
received  after  March  12,  1962,  which  are  at¬ 
tributable  to  services  performed  after  De¬ 
cember  31,  1962,  or  (2)  amounts  received 
after  December  31,  1962,  which  are  attrib¬ 
utable  to  services  performed  on  or  before 
December  31,  1962,  unless  on  March  12,  1962, 
there  existed  a  right  (whether  forfeitable  or 
nonforfeitable)  to  receive  such  amounts. 
The  House  recedes. 

CONTROLLED  FOREIGN  CORPORATIONS 

Amendment  No.  126:  The  bill  as  passed  by 
the  House  added  a  new  subpart  F  to  part  III 
of  subchapter  N  of  chapter  1  of  the  code 
(relating  to  income  from  sources  without  the 
United  States) .  The  new  subpart  F  (relat¬ 
ing  to  controlled  foreign  corporations)  pro¬ 
vided  rules  under  which  a  U.S.  person  who 
owns  stock  in  a  controlled  foreign  corpora¬ 
tion  would  be  required  to  include  in  his 
gross  income  a  pro  rata  share  of  certain 
portions  of  the  controlled  foreign  corpora¬ 
tion’s  income.  Senate  amendment  No.  126 
struck  out  these  provisions  of  the  bill  as 
passed  by  the  House  and  inserted  new  text 
in  the  nature  of  a  substitute  which  adds  a 
new  subpart  F  (relating  to  controlled  foreign 
corporations)  and  a  new  subpart  G  (relating 
to  export  trade  corporations).  Under  the 
conference  agreement,  the  House  recedes 
with  amendments,  which,  except  as  discussed 
below  in  paragraph  (m)  relating  to  receipt 
of  minimum  distributions,  are  either  tech¬ 
nical  or  clerical.  The  more  important  differ¬ 
ences  between  the  bill  as  passed  by  the 
House  and  the  Senate  amendment  as  agreed 
to  in  conference  are  explained  below. 

(a)  Amounts  included  in  gross  income: 
The  bill  as  passed  by  both  the  House  and  the 
Senate  provides,  in  general,  that  a  U.S.  per¬ 
son  who  owns,  or  is  considered  to  own,  10 
percent  or  more  of  the  total  combined  vot¬ 
ing  power  of  all  classes  of  stock  entitled  to 
vote  of  a  controlled  foreign  corporation  is 
required  to  include  in  his  gross  income  his 
pro  rata  share  of  (1)  the  subpart  F  income 
of  the  foreign  corporation,  (2)  previously  ex¬ 
cluded  subpart  F  income  withdrawn  from  in¬ 
vestment  in  less  developed  countries,  and  (3) 
the  increase  in  earnings  of  the  foreign  cor¬ 
poration  invested  in  certain  property  (“non¬ 
qualified  property”  in  the  bill  as  passed  by 
the  House,  and  limited  to  “United  States 
property”  in  the  Senate  amendment) .  Un¬ 
der  the  bill  as  passed  by  the  House,  this  pro¬ 
vision  applied  if  the  foreign  corporation  was 
a  controlled  foreign  corporation  on  any  one 
day  of  the  taxable  year.  Senate  amendment 
No.  126  requires  that  the  foreign  corporation 
be  a  controlled  foreign  corporation  for  an  un¬ 
interrupted  period  of  30  days  or  more  during 
its  taxable  year.  The  bill  as  passed  by  both 
the  House  and  the  Senate  defines  U.S.  per¬ 
sons  to  mean,  in  general,  citizens  or  residents 
of  the  United  States,  domestic  partnerships 
and  corporations,  and  any  estate  or  trust 
(other  than  a  foreign  estate  or  trust) .  How¬ 
ever,  Senate  amendment  No.  126,  in  cases  re¬ 
lating  to  certain  corporations  organized  in 
the  Commonwealth  of  Puerto  Rico  or  pos¬ 
sessions  of  the  United  States,  excludes  from 
the  definition  of  U.S.  persons  certain  indi¬ 
vidual  citizens  of  the  United  States  who  are 


bona  fide  residents  in  the  Commonwealth  of 
Puerto  Rico  or  the  possessions  of  the  United 
States  in  which  the  corporation  is  created 
or  organized. 

(b)  Subpart  F  income: 

(1)  Amounts  included:  The  bill  as  passed 
by  both  the  House  and  the  Senate  included 
within  the  term  “subpart  F  income”  the 
foreign  base  company  income  of  a  controlled 
foreign  corporation  and  the  income  of  a  con¬ 
trolled  foreign  corporation  derived  from  the 
insurance  of  U.S.  risks.  The  bill  as  passed 
by  the  House  also  included  in  the  subpart 
F  income  of  a  controlled  foreign  corpora¬ 
tion  income  of  such  corporation  derived  from 
U.S.  patents,  copyrights,  and  exclusive  for¬ 
mulas  and  processes  if  such  properties  were 
substantially  developed,  created,  or  produced 
in  the  United  States  or  were  acquired  from 
a  related  U.S.  person.  Senate  amendment 
No.  126  does  not  include  such  income  in  sub¬ 
part  F  income.  However,  see  amendment 
No.  161  for  a  provision  that  gain  on  the  sale 
or  exchange  of  such  property  to  a  foreign 
corporation  controlled  by  the  transferor  is 
to  be  taxable  as  ordinary  income. 

( 2 )  Limitations  on  subpart  F  income :  The 
bill  as  passed  by  both  the  House  and  Sen¬ 
ate  provided  that  the  subpart  F  income  of 
a  controlled  foreign  corporation  could  not 
exceed  the  earnings  and  profits  for  the  taxa¬ 
ble  year.  Senate  amendment  No.  126  pro¬ 
vides  that,  for  purposes  of  this  limitation, 
the  earnings  and  profits  for  any  taxable  year 
is  to  be  reduced  by  deficits  in  earnings  and 
profits  for  taxafcUe  years  of  the  controlled 
foreign  corporation  beginning  after  Decem¬ 
ber  31,  1962  (and  certain  deficits  in  earn¬ 
ings  and  profits  for  taxable  years  beginning 
after  December  31,  1959,  and  before  January 
1,  1963)  and,  under  regulations  prescribed 
by  the  Secretary  of  the  Treasury  or  his  dele¬ 
gate,  by  deficits  in  earnings  and  profits  of 
other  corporations  in  a  chain  of  ownership 
which  includes  the  controlled  foreign  cor¬ 
poration. 

(c)  Income  derived  from  insurance  of  U.S. 
risks:  The  bill  as  passed  by  both  the  House 
and  the  Senate  provides  that  subpart  F  in¬ 
come  includes  income  of  a  controlled  foreign 
corporation  derived  from  the  insurance  or 
reinsurance  of  property  in  the  United  States 
or  of  lives  or  health  of  residents  of  the 
United  States.  However,  under  Senate 
amendment  No.  126  this  provision  applies 
only  if  the  premiums  or  other  consideration 
received  or  accrued  in  respect  of  such  insur¬ 
ance  or  reinsurance  by  a  controlled  foreign 
corporation  represents  more  than  5  percent 
of  total  premiums  and  other  consideration. 

(d)  Foreign  base  company  income:  The 
bill  as  passed  by  both  the  House  and  the 
Senate  provides  that  the  term  “foreign  base 
company  income”  means  the  sum  of  the 
foreign  personal  holding  company  income 
(discussed  in  paragraph  (e)  below)  and  the 
foreign  base  company  sale  income  (discussed 
in  paragraph  (f)  below)  of  a  controlled 
foreign  corporation.  Senate  amendment 
No.  126  also  includes  foreign  base  company 
services  income  (discussed  in  paragraph  (g) 
below)  within  the  defined  term. 

(e)  Foreign  personal  holding  company 
income :  The  bill  as  passed  by  both  the 
House  and  the  Senate  provides  that  subpart 
F  income  of  a  foreign  corporation  includes 
foreign  personal  holding  company  income, 
with  certain  modifications.  The  bill  as 
passed  by  the  House  provided  for  an  exclu¬ 
sion  in  the  case  of  personal  holding  com¬ 
pany  income  of  certain  banks.  The  Senate 
amendment  provides  for  an  exclusion  from 
personal  holding  company  income  ofr  (i) 
rents  and  royalties  derived  from  the  active 
conduct  of  a  trade  or  business,  if  received 
from  an  unrelated  person;  (ii)  dividends, 
interest,  and  certain  gains  derived  in  the 
conduct  of  a  banking,  financing,  or  similar 
business,  or  derived  by  an  insurance  com¬ 
pany  on  investments  of  unearned  premiums 
or  certain  reserves,  if  received  from  an  unre¬ 


lated  person;  (iii)  dividends  and  interest 
received  from  related  persons  if  such  per¬ 
sons  are  organized,  and  have  a  substantial 
part  of  their  assets,  within  the  country  of 
incorporation  of  the  controlled  foreign  cor¬ 
poration;  (iv)  interest  received  in  the  con¬ 
duct  of  a  banking,  financing,  or  similar 
business  from  a  related  person  also  engaged 
in  the  conduct  of  a  banking,  financing,  or 
similar  business,  if  the  businesses  of  both 
the  recipient  and  payor  are  predominantly 
with  unrelated  persons;,  and  (v)  rents,  roy¬ 
alties,  and  similar  amounts  received  from  a 
related  person  for  the  use  of,  or  the  privilege 
of  using,  property  within  the  country  of  in¬ 
corporation  of  the  controlled  foreign  cor¬ 
poration. 

(f)  Foreign  base  company  sales  income: 
The  bill  as  passed  by  both  the  House  and 
the  Senate  provides  that  subpart  F  income  of 
a  controlled  foreign  corporation  includes  in¬ 
come,  whether  in  the  form  of  profits,  com¬ 
missions,  fees,  or  otherwise,  derived  by  a 
controlled  foreign  corporation  in  connection 
with  the  purchase  of  property  from  a  related 
person,  or  sale  of  property  to  a  related  per¬ 
son,  when  the  property  sold  was  neither 
manufactured  in,  nor  sold  for  use,  con¬ 
sumption,  or  disposition  in,  the  country  in 
which  the  controlled  foreign  corporation  is 
organized.  The  Senate  amendment  provides 
that  foreign  branches  of  a  controlled  foreign 
corporation  shall,  under  certain  circum¬ 
stances,  be  treated  as  wholly  owned  sub¬ 
sidiary  corporations  for  purposes  of  determin¬ 
ing  the  foreign  base  company  sales  income 
of  the  controlled  foreign  corporation,  and 
treats  foreign  base  company  sales  income 
of  the  branch  as  foreign  base  company  sales 
income  of  the  controlled  foreign  corporation. 

The  bill  as  passed  by  the  House  provided 
for  a  reduction  of  foreign  base  company  sales 
income  by  an  amount  equal  to  the  increase 
in  qualified  investments  in  less  developed 
countries.  Moreover,  the  bill  as  passed  by 
the  House  provided  that  foreign  base  com¬ 
pany  sales  income  would  be  includible  in 
subpart  F  income  only  if  such  income 
amounted  to  at  least  20  percent  of  gross 
income  (not  including  other  foreign  base 
company  income).  Senate  amendment  No. 
126  contains  neither  provision.  However,  see 
the  discussion  below  under  paragraph  (h) 
relating  to  exclusions  from  foreign  base  com¬ 
pany  income. 

(g)  Foreign  base  company  services  in¬ 
come:  Senate  amendment  No.  126  provides 
that  subpart  F  income  of  a  controlled  for¬ 
eign  corporation  includes  income,  whether  in 
the  form  of  compensation,  commissions,  fees, 
or  otherwise,  derived  by  a  controlled  foreign 
corporation  in  connection  with  the  perform¬ 
ance  of  technical,  managerial,  engineering, 
or  like  sendees  if  such  services  are  performed 
for  a  related  person  and  are  performed  out¬ 
side  the  country  of  incorporation  of  the  con¬ 
trolled  foreign  corporation,  and  if  such  in¬ 
come  is  not  related  to  certain  selling  activi¬ 
ties.  The  bill  as  passed  by  the  House  did 
not  contain  any  similar  provision. 

(h)  Exclusions  from  foreign  base  com¬ 
pany  income :  The  bill  as  passed  by  the 
House  provided  that  no  part  of  the  gross  in¬ 
come  of  a  controlled  foreign  corporation 
would  be  treated  as  foreign  base  company 
income  if  such  income  was  less  than  20  per¬ 
cent  of  gross  income,  and  that  the  entire 
gross  income  of  such  a  corporation  would 
be  treated  as  foreign  base  company  income 
if  such  income  exceeded  80  percent  of  gross 
income.  Senate  amendment  No.  126  changes 
these  percentages  to  30  percent  and  70  per¬ 
cent,  respectively.  The  bill  as  passed  by  the 
House  also-provided,  in  general,  that  foreign 
base  company  income  was  to  be  reduced  by 
an  amount  equal  to  the  increased  invest¬ 
ment  in  certain  less  developed  country  prop¬ 
erties,  including  stock  of  a  foreign  corpora¬ 
tion  engaged  in  business  almost  wholly 
within  less  developed  countries  if  substan¬ 
tially  all  the  property  of  such  corporation 
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was  ordinary  and  necessary  for  the  active 
conduct  of  such  trade  or  business.  Senate 
amendment  No.  126  provides  that  foreign 
base  company  Income  does  not  Include  divi¬ 
dends  and  Interest  received  from  qualified 
investments  in  less  developed  countries,  and 
net  gain  from  the  sale  or  exchange  of  such 
investments  to  the  extent  such  dividends, 
interest,  and  gains  do  not  exceed  the  in¬ 
creased  investment  of  a  controlled  foreign 
corporation,  for  the  taxable  year,  in  qualified 
investments  in  less  developed  countries.  The 
Senate  amendment  also  provides  that  for¬ 
eign  base  company  Income  does  not  include 
income  of  a  controlled  foreign  corporation 
derived  from  the  use  of  any  aircraft  or  vessel 
in  foreign  commerce,  or  from  services  di¬ 
rectly  related  to  such  use. 

(i)  Withdrawal  of  previously  excluded 
subpart  P  income  from  qualified  invest¬ 
ments:  As  noted  in  paragraph  (h)  above, 
Senate  amendment  No.  126  provides  that 
dividends,  interest,  and  gains  derived  from 
qualified  investments  in  less  developed  coun¬ 
tries  are  excluded  from  foreign  base  company 
income  to  the  extent  of  the  increased  invest¬ 
ment  for  the  taxable  year,  in  qualified  in¬ 
vestments  in  less  developed  countries. 
Amounts  once  excluded  from  foreign  base 
company  income  under  this  provision  are, 
however,  included  in  gross  income  of  TT.S. 
shareholders  when  there  is  a  decrease  in 
qualified  investments  in  less  developed  coun¬ 
tries. 

(1)  Qualified  investments  in  less  devel¬ 
oped  countries:  The  Senate  amendment 
defines  the  term  “qualified  investments  in 
less  developed  countries’’  to  mean  (A)  stock 
of  a  less  developed  country  corporation,  but 
only  if  the  controlled  foreign  corporation 
which  makes  the  investment  owns  10  per¬ 
cent  or  more  of  the  stock  of  such  corpora¬ 
tion,  (B)  an  obligation  of  a  less  developed 
country  corporation  which  at  the  time  ac¬ 
quired  by  the  controlled  foreign  corporation 
has  a  maturity  of  1  year  or  more,  but  only  if 
the  controlled  foreign  corporation  which 
makes  the  investment  owns  10  percent  or 
more  of  the  stock  of  such  corporation,  and 
(C)  obligations  of  a  less  developed  country. 
However,  if  any  such  investment  is  disposed 
of  within  6  months  after  the  date  of  its 
acquisition,  it  is  not  to  be  treated  as  a  quali¬ 
fied  investment. 

(2)  Less  developed  country  corporations: 
Senate  amendment  No.  126  defines  the  term 
“less  developed  country  corporation”  to  mean 
a  foreign  corporation  engaged  in  the  active 
conduct  of  a  trade  or  business  if  (A)  such 
corporation  derives  80  percent  or  more  of  its 
gross  income  from  sources  within  less  devel¬ 
oped  countries,  and  (B)  80  percent  or  more 
of  the  assets  of  such  corporation  consists  of 

(i)  property  located  in  less  developed  coun¬ 
tries  if  used  in  an  active  trade  or  business, 

(ii)  stock  of  any  other  less  developed  coun¬ 
try  corporation,  (iii)  obligations  of  less  de¬ 
veloped  country  corporations  which  at  the 
time  of  their  acquisition  have  a  maturity  of 
1  year  or  more,  (iv)  obligations  of  a  less  de¬ 
veloped  country,  and  (v)  certain  other  in¬ 
vestments,  including  certain  permissible 
investments  in  the  United  States.  The  Sen¬ 
ate  amendment  also  provides  that  the  term 
“less  developed  country  corporation”  in¬ 
cludes  a  foreign  corporation  (1)  which,  in 
general,  derives  80  percent  or  more  of  its 
gross  income  (A)  from  the  use  in  foreign 
commerce  of  aircraft  or  vessels  registered 
under  the  laws  of  a  less  developed  country, 
(B)  from  the  performance  of  services  di¬ 
rectly  related  to  such  aircraft  or  vessels,  (C) 
from  the  sale  or  exchange  of  such  aircraft 
or  vessels,  and  (D)  from  dividends  and  in¬ 
terest  received  from  other  less  developed 
country  corporations  (within  the  meaning  of 
this  sentence)  in  which  the  recipient  owns 
10  percent  or  more  of  the  voting  stock,  and 
from  gain  from  the  sale  or  exchange  of  stock 
or  obligations  of  such  other  less  developed 
country  corporations,  and  (2)  80  percent  or 


more  of  the  assets  of  which  consists  of  assets 
used  in  connection  with  the  production  of 
Income  described  in  (1)  above,  and  of  cer¬ 
tain  permissible  investments  in  the  United 
States. 

(j)  Increase  in  investments  in  certain 
property:  The  bill  as  passed  by  the  House 
provided  for  the  inclusion  in  gross  income  of 
U.S.  shareholders  of  earnings  and  profits  of 
a  controlled  foreign  corporation  invested  in 
nonqualified  property  to  the  extent  of  a 
shareholder’s  pro  rata  share  of  the  increase 
in  such  investments  for  the  taxable  year. 
As  defined  in  the  bill  as  passed  by  the  House, 
nonqualified  property  meant  (1)  property 
located  in  the  United  States,  with  certain 
exceptions,  but  including  stock  in  a  domes¬ 
tic  corporation  or  an  obligation  of  a  U.S. 
person,  and  (2)  property  other  than  property 
ordinary  and  necessary  for  the  active  con¬ 
duct  of  a  trade  or  business  (or  for  a  substan¬ 
tially  similar  trade  or  business)  carried  on 
by  the  controlled  foreign  corporation  outside 
the  United  States,  if  (A)  the  business  had 
been  carried  on  since  December  31,  1962,  or 
for  a  5-year  period  ending  at  the  close  of 
the  preceding  taxable  year,  or  (B)  the  busi¬ 
ness  was  carried  on  almost  wholly  within 
less  developed  countries.  Senate  amend¬ 
ment  No.  126  includes  only  the  first  category 
of  nonqualified  property  defined  in  the 
Senate  amendment  as  “United  States  prop¬ 
erty.” 

(k)  Controlled  foreign  corporations:  The 
bill  as  passed  by  the  House  provided  that  a 
foreign  corporation  would  *be  considered  a 
controlled  foreign  corporation  if  more  than 
50  percent  of  the  total  combined  voting 
power  of  all  classes  of  its  stock  entitled  to 
vote  was  owned  by  U.S.  persons  on  any  day 
during  the  taxable  year  of  such  corporation. 
Under  Senate  amendment  No.  126,  a  foreign 
corporation  is  a  controlled  foreign  corpora¬ 
tion  only  if  U.S.  shareholders  (defined  as  a 
U.S.  person  who  owns,  with  the  application 
of  special  rules  of  ownership  continued  in 
the  Senate  amendment,  10  percent  or  more 
of  the  stock  of  a  foreign  corporation)  on 
any  day  during  the  taxable  year  of  such 
corporation  owned  more  than  50  percent  of 
the  total  combined  voting  power  of  all 
classes  of  stock  entitled  to  vote  of  such  cor¬ 
poration.  Senate  amendment  No.  126  also 
provides  that  a  corporation  organized  in  the 
Commonwealth  of  Puerto  Rico  or  a  posses¬ 
sion  of  the  United  States  is  excluded  from 
the  term  “controlled  foreign  corporation”  if 
the  corporation  is  primarily  engaged  in  the 
active  conduct  of  specified  trades  or  busi¬ 
nesses  in  the  Commonwealth  of  Puerto  Rico 
or  a  possession  of  the  United  States  and 
derives  its  income  from  specified  sources. 

(l)  Individuals  subject  to  tax  at  corporate 
rates:  Senate  amendment  No.  126  provides 
that  a  U.S.  shareholder  who  is.  an  individual 
may  elect  to  limit  his  U.S.  tax  liability  with 
respect  to  amounts  which  are  includible  in 
his  gross  income  under  the  new  subpart  F 
by  using  the  rates  provided  by  section  11  of 
the  code  applicable  in  the  case  of  a  domestic 
corporation,  and  by  applying  the  provisions 
of  section  960  (relating  to  foreign  tax  credit) . 
A  U.S.  shareholder  who  makes  an  election 
under  this  provision  must,  in  the  year  of 
actual  distribution  of  an  amount  previously 
taxed  under  subpart  F,  include  an  amount 
in  gross  income  equal  to  the  amount  distrib¬ 
uted  reduced  by  U.S.  tax  previously  paid 
with  respect  to  such  amount. 

(m)  Receipt  of  minimum  distributions: 
Senate  amendment  No.  126  provides  that  if  a 
given  percentage  of  the  earnings  and  profits 
of  a  controlled  foreign  corporation  is  distrib¬ 
uted,  a  domestic  corporate  shareholder  may 
elect  to  exclude  from  its  gross  income  its 
share  of  the  amount  of  subpart  F  income 
of  such  controlled  foreign  corporation.  A 
domestic  corporate  shareholder  may  elect  to 
apply  the  minimum  distribution  provision 
on  the  basis  of  (1)  any  controlled  foreign 
corporation  in  which  it  owns  stock  directly, 
(2)  controlled  foreign  corporations  in  a 


chain  of  ownership,  or  (3)  all  controlled 
foreign  corporations.  In  the  case  of  an  elec¬ 
tion  with  respect  to  all  controlled  foreign 
corporations,  the  domestic  corporation  may 
also  elect  (A)  to  exclude,  under  certain  cir¬ 
cumstances,  less  developed  country  corpora¬ 
tions,  and  (B)  to  treat  its  foreign  branches 
as  controlled  foreign  corporations,  for  pur¬ 
poses  of  this  provision.  The  required  mini¬ 
mum  distribution  decreases  as  the  effective 
foreign  tax  rate  increases,  with  the  result 
that  the  sum  of  the  amount  of  foreign  tax 
paid  by  the  foreign  corporations,  and  the 
U.S.  tax  paid  by  the  shareholders  on  distribu¬ 
tions  of  current  earnings  and  profits  of  such 
corporations,  produces  an  overall  effective  tax 
on  current  foreign  profits  equal  to  approxi¬ 
mately  90  percent  of  the  tax  that  would  have 
been  paid  had  the  foreign  corporations  been 
taxable  as  domestic  corporations.  Under  the 
conference  agreement,  a  new  table  of  mini¬ 
mum  distributions,  which  permits  less  varia¬ 
tion  from  this  90-percent  requirement,  is 
substituted  for  the  table  contained  in  Senate 
amendment  No.  126.  Under  Senate  amend¬ 
ment  No.  126,  an  affiliated  group  of  corpora¬ 
tions  eligible  to  file  a  consolidated  return 
under  section  1501  of  the  code  could  elect  to 
be  treated  as  a  single  corporation  for  pur¬ 
poses  of  applying  the  minimum  distribution 
provision.  Under  the  conference  agreement, 
this  election  may  be  made  only  if  the  affi¬ 
liated  group  actually  files  such  a  consolidated 
return  for  the  taxable  year. 

(n)  Export  trade  corporations:  Senate 
amendment  No.  126,  which  adds  a  new  sub- 
part  G  to  part  HI  of  subchapter  N  of  chapter 
1  of  the  code,  provides  that  the  subpart  F' 
income  of  a  controlled  foreign  corporation 
which  is  an  export  trade  corporation  shall 
be  reduced  by  the  export  trade  income  of 
such  corporation  which  constitutes  foreign 
base  company  income.  In  general,  this  pro¬ 
vision  applies  to  controlled  foreign  corpora¬ 
tions  which  derive  more  than  75  percent  of 
their  gross  income  from  ( 1 )  the  sale  of 
property  produced  in  the  United  States  to 
unrelated  persons  for  use  outside  the  United 
States,  (2)  the  performance  of  certain  serv¬ 
ices  outside  the  United  States  for  unrelated 
persons,  (3)  the  use  of  export  property  by 
unrelated  persons,  and  (4)  the  receipt  of  in¬ 
terest  on  obligations  which  qualify  as  ex¬ 
port  trade  assets.  However,  the  amount  of 
export  trade  income  which  reduces  subpart 
F  income  is  limited  to  the  lesser  of  (1)  an 
amount  equal  to  1(4  times  certain  export 
promotion  expenses  of  the  controlled  foreign 
corporation,  or  (2)  an  amount  equal  to  10 
percent  of  the  gross  receipts  of  such  corpora¬ 
tion  from  the  transactions  described  above. 
In  addition,  the  amount  of  export  trade  in¬ 
come  which  reduces  subpart  F  income  can 
in  no  event  exceed  on  overall  limitation  based 
on  the  increase  in  investments  in  export 
trade  assets. 

(o)  Miscellaneous:  The  commitee  of  con¬ 
ference  was  informed  by  the  Treasury  De¬ 
partment  of  the  policy  it  plans  to  follow  in 
the  granting  of  rulings  under  section  367  of 
the  Internal  Revenue  Code  of  1954  in  situa¬ 
tions  in  which  taxpayers  seek  to  reorganize, 
during  a  reasonable  period  after  the  enact¬ 
ment  _of  the  bill,  their  foreign  corporate 
structures  in  response  to  the  enactment  of 
section  12  of  the  bill  as  agreed  to  in  con¬ 
ference. 

The  Treasury  Department,  for  purposes  of 
section  367,  will  not  treat  a  transaction  in¬ 
volving  the  reorganization  of  foreign  corpo¬ 
rate  structures  as  being  in  pursuance  of  a 
plan  having  as  one  of  its  principal  purposes 
the  avoidance  of  Federal  income  taxes  solely 
by  reason  of  the  fact  that  a  principal  pur¬ 
pose  of  the  reorganization  is  to  terminate  a 
method  of  operation  which  would  result  in 
the  tax  to  U.S.  shareholders  under  the  pro¬ 
visions  of  section  12  of  the  bill.  In  such 
cases  a  favorable  ruling  under  section  367 
will  generally  not  be  denied  by  the  Treasury 
Department  in  transactions  in  which  earn¬ 
ings  and  profits  of  foreign  corporations  are 
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carried  over  to  other  foreign  corporations 
under  circumstances  In  which  there  will  be 
no  reduction  of  the  U.S.  taxes  (and  foreign 
taxes)  that  would  be  payable  on  the  eventual 
remittance  of  such  earnings  and  profits  to 
U.S.  shareholders. 

Under  present  administrative  rules,  where 
corporate  shareholders  are  Involved  the 
Treasury  Department  generally  does  not  is¬ 
sue  rulings  under  section  367  which  permit 
the  tax-free  remittance  to  the  United  States 
of  earnings  and  profits  of  foreign  corpora¬ 
tions.  However,  under  existing  practice  a 
ruling  permitting  a  tax-free  exchange  is  gen¬ 
erally  given  a  subject  to  a  condition  that  an 
appropriate  amount  be  included  in  the  in¬ 
come  of  the  domestic  shareholder  (thus  ne¬ 
gating  the  existence  of  a  principal  purpose 
to  avoid  U.S.  tax) .  Such  rulings  will  con¬ 
tinue  to  be  given  each  though  a  principal 
purpose  of  the  transaction  is  (1)  to  termi¬ 
nate  the  activities  of  a  foreign  corporation 
which  would  result  in  tax  to  U.S.  share¬ 
holders  under  the  provisions  of  section  12  of 
the  bill,  and  (2)  to  carry  on  such  activities 
In  the  future  through  a  domestic  corpora¬ 
tion. 

The  conferees  recognize  that  the  problems 
in  this  area  are  complex  and  that  particular 
aspects  of  the  policy  as  explained  above  may 
require  qualification  and  refinement  as  ex¬ 
perience  is  gained  in  applying  It  to  particu¬ 
lar  situations. 

The  conferees  on  the  part  of  the  Senate 
called  attention  to  the  colloquy  in  the  Sen¬ 
ate  with  respect  to  the  amendment  offered 
in  the  Senate  relating  to  corporations  en¬ 
gaged  in  producing  or  selling  books  or  other 
media  of  communications,  etc.  (see  pp. 
17511-17513  of  the  daily  Congressional  Rec¬ 
ord  for  Sept.  5,  1962).  The  conferees  were 
advised  that  the  substance  of  this  amend¬ 
ment  was  not  within  the  jurisdiction  of  the 
conference  committee.  However,  the  con¬ 
ferees  have  requested  the  Treasury  Depart¬ 
ment  to  study  this  matter  and  report  back 
next  year  to  the  Committees  on  Ways  and 
Means  and  Finance. 

GAIN  FROM  DISPOSITIONS  OF  CERTAIN 
DEPRECIABLE  PROPERTY 

Amendments  Nos.  128,  129,  130,  and  131: 
The  bill  as  passed  by  both  the  House  and 
the  Senate  adds  a  new  section  1245  to  the 
code.  In  general,  the  new  section  provides 
for  the  treatment  as  ordinary  income  of  the 
gain  from  the  disposition  of  certain  depre¬ 
ciable  property  to  the  extent  of  depreciation 
deductions  (taken  in  periods  specified  in  the 
bill)  which  are  reflected  in  the  adjusted  basis 
of  the  property. 

Under  the  bill  as  passed  by  the  House,  the 
new  section  1245  applied  to  property  disposed 
of  after  the  date  of  the  enactment  of  the  bill 
and  to  the  extent  of  adjustments  for  depre¬ 
ciation  and  certain  amortization  for  taxable 
years  beginning  after  December  31,  1961. 
Under  Senate  amendment  No.  128.  the  new 
section  applies  to  property  disposed  of  dur¬ 
ing  a  taxable  year  beginning  after  December 
31,  1962.  Under  Senate  amendments  Nos. 
129,  130,  and  131,  the  adjustments  taken  into 
account  are  those  attributable  to  periods 
after  December  31,  1961.  The  House  recedes. 

Amendment  No.  132:  The  bill  as  passed 
by  both  the  House  and  the  Senate  amends 
section  167  of  the  code  to  permit  a  taxpayer 
to  elect  to  change  his  method  of  depreciation 
in  respect  of  section  1245  property  from  any 
declining  balance  or  sum  of  the  years -digits 
method  to  the  straight  line  method.  Under 
the  bill  as  passed  by  the  House,  the  election 
was  required  to  be  made  within  the  period 
after  the  date  of  the  enactment  of  the  bill 
prescribed  by  the  Secretary  of  the  Treasury 
or  his  delegate.  Under  Senate  amendment 
No.  132,  the  election  must  be  made  by  the 
taxpayer  on  or  before  the  last  day  prescribed 
by  law  (including  extensions  thereof)  for  fil¬ 
ing  his  return  for  his  first  taxable  year  be¬ 


ginning  after  December  31,  1962.  The  House 
recedes. 

Amendment  No.  133:  This  amendment 
adds  a  new  provision  to  the  bill  inserting  a 
new  sentence  after  the  second  sentence  of 
section  613(a)  of  the  code,  relating  to  the 
general  rule  for  computing  percentage  deple¬ 
tion.  The  new  sentence,  which  does  not  af¬ 
fect  the  computation  of  the  gross  income 
from  the  property  under  the  first  sentence 
of  section  613(a),  provides  that  the  allow¬ 
able  deductions  taken  into  account  with  re¬ 
spect  to  expenses  of  mining  in  computing  the 
taxable  income  from  the  property  shall,  for 
purposes  of  the  50-percent  limitation  con¬ 
tained  in  the  second  sentence  of  section  613 
(a),  be  decreased  by  an  amount  equal  to  so 
much  of  any  gain  which  ( 1 )  is  treated  under 
new  section  1245  of  the  code  (relating  to  gain 
from  disposition  of  certain  depreciable  prop¬ 
erty)  as  ordinary  income,  and  (2)  is  properly 
allocable  to  the  property.  The  House  recedes. 

Amendment  No.  135:  Under  the  bill  as 
passed  by  the  House,  the  amendments  made 
by  the  bill  relating  to  gain  from  dispositions 
of  certain  depreciable  property  ( new  sec. 
1245),  including  the  election  to  change  the 
method  of  depreciation  with  respect  to  sec¬ 
tion  1245  property,  the  amount  taken  into 
account  as  salvage  value,  and  the  special  rule 
for  charitable  contributions  of  section  1245 
property,  were  to  apply  to  taxable  years  be¬ 
ginning  after  December  31,  1961,  and  end¬ 
ing  after  the  date  of  the  enactment  of  the 
bill.  Under  Senate  amendment  No.  135,  the 
amendments  (except  the  amendments  with 
respect  to  salvage  value,  which  take  effect 
as  provided  by  the  bill  as  passed  by  the 
House)  are  to  apply  to  taxable  years  begin¬ 
ning  after  December  31,  1962.  The  House 
recedes. 

FOREIGN  INVESTMENT  COMPANIES 

Amendments  Nos.  140  and  141:  The  bill 
as  passed  by  both  the  House  and  the  Sen¬ 
ate  adds  a  new  section  1246  to  the  code,  relat¬ 
ing  to  gain  on  foreign  investment  company 
stock. 

Under  the  bill  as  passed  by  the.  House,  a 
foreign  investment  company  was  defined  as 
any  foreign  corporation  which  met  one  of 
two  alternative  tests.  Under  Senate  amend¬ 
ment  No.  140,  either  of  these  two  tests  must 
be  met  for  any  taxable  year  beginning  after 
December  31,  1962.  One  test  is  registration 
under  the  Investment  Company  Act  of  1940 
either  as  a  management  company  or  as  a 
unit  investment  trust.  The  second  test 
(which  must  be  met  at  a  time  when  more 
than  50  percent  of  either  the  voting  power  or 
total  value  of  the  stock  is  held  by  U.S.  per¬ 
sons)  under  the  House  bill  was  that  the 
foreign  corporation  must  be  engaged  (or 
holding  itself  out  as  being  engaged)  primari¬ 
ly  in  the  business  of  investing,  reinvesting, 
or  trading  in  securities  (within  the  meaning 
of  section  3(a)(1)  of  the  Investment  Com¬ 
pany  Act  of  1940) .  Senate  amendment  No. 
141,  in  effect,  excludes  from  the  second  test 
certain  foreign  corporations  such  as  brokers, 
banks,  and  small  loan  companies.  The  House 
recedes  on  Senate  amendments  Nos.  140  and 
141. 

Amendment  No.  143:  Subsection  (e)(1) 
of  section  1246  added  to  the  code  by  the  bill 
provides  that  the  basis  of  stock  of  a  foreign 
investment  company  acquired  from  a  dece¬ 
dent  dying  after  December  31,  1962,  is  to 
be  reduced  by  the  amount  of  the  decendent’s 
ratable  share  of  earnings  and  profits.  Un¬ 
der  the  bill  as  passed  by  the  House,  the  rata¬ 
ble  share  was  of  the  accumulated  earnings 
and  profits  of  the  company.  Under  Senate 
amendment  No.  143,  the  ratable  share  is  of 
the  earnings  and  profits  accumulated  after 
December  31,  1962.  The  House  recedes. 

Amendment  No.  145:  This  amendment 
adds  a  new  subsection  (g)  to  the  new  sec¬ 
tion  1246  of  the  code.  The  new  subsection 
(g)  provides  that  if  a  registered  foreign  in¬ 


vestment  company  has  made  an  election  (un¬ 
der  the  new  sec.  1247  added  by  the  bill)  to 
distribute  income  currently  with  respect  to 
taxable  years  beginning  after  December  31, 
1962,  then  section  367  of  the  code  is  not  to 
apply  in  respect  of  such  foreign  invest¬ 
ment  company  if  the  company  is  a  party  to 
a  reorganization  in  which  all  of  its  prop¬ 
erties  are  acquired  before  January  1,  1964, 
by  a  domestic  corporation  which  is  a  regu¬ 
lated  investment  company  under  section 
851  for  this  first  taxable  year  ending  after 
the  reorganization.  The  committee  of  con¬ 
ference  was  informed  by  the  Treasury  De¬ 
partment  that  the  proposed  new  subsection 
was  not  needed  in  view  of  the  administrative 
practices  under  section  367  of  the  code, 
and  might  therefore  imply  that  such  prac¬ 
tices  are  erroneous.  The  Senate  recedes. 

Amendment  No.  147:  New  section  1247 
added  to  the  code  by  the  bill  provides  that 
new  section  1246  of  the  code  (treating  gain 
on  sale  or  exchange  of  foreign  investment 
company  stock  as  ordinary  income)  is  not 
to  apply  to  the  qualified  shareholders  of  a 
registered  foreign  investment  company  if  the 
company  elects  on  or  before  December  31, 
1962,  with  respect  to  each  taxable  year  be¬ 
ginning  after  such  date,  to  distribute  90 
percent  or  more  of  its  taxable  income  cur¬ 
rently  and  to  designate  in  a  written  notice 
to  its  shareholders  the  prorata  amount  of 
the  excess  of  the  net  long-term  capital  gain 
over  the  net  short-term  capital  loss  and  the 
portion  thereof  which  is  being  distributed. 
Under  the  bill  as  passed  by  the  House,  the 
notice  must  be  mailed  before  the  expiration 
of  30  days  after  the  close  of  the  taxable 
year.  Under  Senate  amendment  No.  147, 
the  notice  must  be  mailed  before  the  ex¬ 
piration  of  45  days  after  the  close  of  the 
taxable  year.  The  House  recedes. 

Amendment  No.  153:  This  amendment 
strikes  out  subsection  (d)  of  the  new  sec¬ 
tion  1247  added  to  the  code  by  the  bill  and 
inserts  subsections  (d),  (e),  (f),  and  (g). 

Under  the  Senate  amendment  the  new 
subsection  (d)  requires  each  qualified  share¬ 
holder  of  a  foreign  investment  company  with 
respect  to  which  an  election  under  section 
1247  is  in  effect  to  compute  his  long-term 
capital  gains  by  including  his  pro  rata  share 
of  the  distributed  portion  of  the  company’s 
excess  of  net  long-term  capital  gain  over  net 
short-term  capital  loss  and  his  pro  rata 
share  of  the  undistributed  portion  of  such 
excess.  Subsection  (e)  is  the  same  as  sub¬ 
section  (d)  as  passed  by  the  House  in  re¬ 
quiring  proper  adjustment  in  the  earnings 
and  profits  of  the  company  and  in  the  ad¬ 
justed  basis  of  stock  of  such  company  held 
by  such  shareholder  to  reflect  such  share¬ 
holder’s  inclusion  in  gross  income  of  un¬ 
distributed  capital  gains,  but  also  requires 
proper  adjustment  in  a  qualified  share¬ 
holder’s  ratable  share  of  the  company’s 
earnings  and  profits. 

Subsections  (f),  (g),  and  (h)  are  new  pro¬ 
visions  relating  to  the  election  by  a  foreign 
investment  company  with  respect  to  foreign 
taxes.  Under  subsection  (f ) ,  a  foreign  in¬ 
vestment  company  which  has  elected  to  dis¬ 
tribute  income  currently  and  more  than  50 
percent  of  the  value  of  whose  total  assets  at 
the  close  of  the  taxable  year  consists  of  stock 
or  securities  in  foreign  corporations  may 
elect  (for  such  taxable  year  and  for  purposes 
of  complying  with  its  election  to  distribute 
90  percent  or  more  of  its  taxable  income)  to 
compute  its  taxable  income  without  any  de¬ 
duction  for  income,  etc.,  taxes  paid  to  for¬ 
eign  countries  or  possessions  of  the  United 
States  and  to  treat  the  amount  of  such 
taxes  as  distributed  to  its  shareholders.  If 
the  election  is  made  each  qualified  share¬ 
holder  of  the  company  is  required  ( 1 )  to  in¬ 
clude  in  gross  income  and  treat  as  paid  by 
him  his  proportionate  share  of  such  taxes, 
and  (2)  for  purposes  of  the  foreign  tax 
credit,  to  treat  such'  share  of  taxes  as  hav- 


No.  178- 


24 


CONGRESSIONAL  RECORD  —  HOUSE 


20424 

ing  been  paid  to  the  country  in  which  the 
company  is  incorporated  and  to  treat  as 
gross  income  from  sources  within  such 
country  such  share  of  taxes  and  any  divi¬ 
dend  paid  to  him  by  the  company.  Subsec¬ 
tion  (g)  provides  for  notice  to  the  share¬ 
holders  of  their  proportionate  share  of  the 
taxes  to  be  taken  into  account  as  provided 
in  subsection  (f).  Subsection  (h)  provides 
that  the  election  and  notice  are  to  be  made 
in  such  manner  as  the  Secretary  of  the 
Treasury  or  his  delegate  may  prescribe  by 
regulations.  The  House  recedes. 

GAIN  FROM  CERTAIN  SALES  OR  EXCHANGES  OF 

STOCK  IN  CERTAIN  FOREIGN  CORPORATIONS 

Amendments  Nos.  159  and  160:  The  bill  as 
passed  by  the  House  added  a  new  section 
1248  to  the  code  which  provided,  in  gen¬ 
eral,  that  (1)  if  a  U.S.  person  owned,  or  was 
considered  to  have  owned,  10  percent  or  more 
of  the  voting  stock  of  a  foreign  corporation 
on  the  date  he  sells  or  exchanges  stock  in 
such  corporation  or  during  the  5-year  period 
ending  on  such  date,  and  (2)  the  foreign 
corporation  was  a  controlled  foreign  corpora¬ 
tion  on  the  date  of  the  sale  or  exchange  or 
during  the  5-year  period  ending  on  such 
date,  then  (1)  gain  recognized  on  the  sale 
or  exchange,  other  than  in  redemption  or 
liquidation  of  such  stock,  would,  to  the  ex¬ 
tent  of  the  earnings  and  profits  of  the  cor¬ 
poration  attributable  to  the  stock  sold  or  ex¬ 
changed,  be  considered  gain  from  the  sale 
of  property  which  is  not  a  capital  asset,  and 
(2)  gain  recognized  on  a  distribution  in 
redemption  or  liquidation  of  such  corpora¬ 
tion  would,  to  the  extent  of  the  earnings  and 
profits  of  the  corporation  attributable  to  the 
stock  exchange,  be  treated  as  a  dividend. 
The  new  section  1248  provided  for  the  re¬ 
duction  in  the  earnings  and  profits  of  a  for¬ 
eign  corporation  by  amounts  included  in 
gross  income  of  a  U.S.  person  as  subpart  P 
income  or  as  amounts  invested  in  nonquali¬ 
fied  property,  but  only  to  the  extent  such 
amounts  did  not  result  in  an  exclusion  from 
gross  income.  The  bill  did  not  apply  to  dis¬ 
tributions  in  redemption  of  stock  to  pay 
death  taxes,  consideration  received  in  an  ex¬ 
change  to  which  section  356  applied,  or  to 
amounts  includible  in  gross  income  under 
any  other  provision  of  the  code  as  a  dividend, 
gain  from  the  sale  of  an  asset  which  is  not  a 
capital  asset,  or  gain  from  the  sale  of  an  asset 
held  for  not  more  than  6  months. 

Senate  amendment  No.  159  provides  that 
(a)  if  a  U.S.  person  sells  or  exchanges  stock 
in  a  foreign  corporation  (including  distribu¬ 
tions  in  redemption  or  liquidation),  and  (b) 
such  person  owns,  or  is  considered  to  own, 
10  percent  or  more  of  the  voting  stock  of 
such  corporation  at  any  time  during  the  5- 
year  period  ending  on  the  date  of  sale  or 
exchange  on  a  date  when  such  corporation 
was  a  controlled  foreign  corporation,  then 
the  gain  shall  be  includible  in  the  gross  in¬ 
come  of  such  U.S.  person  as  a  dividend,  to 
the  extent  of  the  earnings  and  profits  of  the 
foreign  corporation  accumulated  (1)  in  tax¬ 
able  years  of  the  corporation  beginning  after 
December  31,  1962,  (2)  while  the  stock  sold 
or  exchanged  was  held  by  the  U.S.  person, 
and  (3)  while  the  foreign  corporation  was  a 
controlled  foreign  corporation. 

Senate  amendment  No.  159  provides  that 
earnings  and  profits  of  a  foreign  corpora¬ 
tion  are  to  be  determined  according  to  rules 
substantially  similar  to  those  applicable  to 
domestic  corporations,  except  that  the  earn¬ 
ings  and  profits  are  to  be  reduced  with  re¬ 
spect  to  a  U.S.  person  by  amounts  included 
in  gross  income  under  section  951,  gain  re¬ 
alized  from  the  sale  or  exchange  of  property 
in  pursuance  of  a  plan  of  complete  liquida¬ 
tion,  income  derived  from  sources  within 
the  United  States  of  a  foreign  corporation 
engaged  in  trade  or  business  within  the 
United  States,  amounts  included  in  gross 
income  of  a  qualified  shareholder  of  a  for¬ 
eign  investment  company,  and,  in  some 
cases,  by  earnings  and  profits  accumulated 


while  the  foreign  corporation  was  a  less 
developed  country  corporation. 

Under  Senate  amendment  No.  159,  the 
earnings  and  profits  of  a  foreign  corpora¬ 
tion  whose  stock  is  sold  or  exchanged  is, 
under  certain  circumstances,  deemed  to  in¬ 
clude  earnings  and  profits  of  foreign  corpo¬ 
rations  in  a  chain  of  corporations.  The 
Senate  amendment  also  provides  that  if  a 
domestic  corporation  was  formed  or  availed 
of  principally  for  the  holding,  directly  or 
indirectly,  of  stock  of  one  or  more  foreign 
corporations,  the  sale  or  exchange  of  the 
stock  of  the  domestic  corporation  will  be 
treated  as  a  sale  or  exchange  of  the  stock 
of  the  foreign  corporation  or  corporations 
held  by  the  domestic  corporation. 

The  new  section  1248,  as  amended  by  Sen¬ 
ate  amendment  No.  159,  provides  a  limita¬ 
tion  on  the  tax  imposed  on  an  individual 
who  is  a  U.S.  person  by  reason  of  the  appli¬ 
cation  of  the  new  section.  In  general,  the 
tax  so  imposed  is  not  to  exceed  the  greater 
of  (1)  his  pro  rata  share  of  the  taxes  which 
would  have  been  imposed  if  the  foreign 
corporation  had  been  a  domestic  corpora¬ 
tion  during  the  period  he  held  the  stock 
sold  or  exchanged,  or  (2)  the  taxes  which 
would  have  been  imposed  if  the  amounts  to 
which  the  section  applies  had  been  received 
as  dividends  in  the  years  in  which  earned 
by  the  foreign  corporation.  With  respect  to 
Senate  amendment  No.  159,  the  House 
recedes  with  amendments  which  (1)  elim¬ 
inate  the  second  limitation  described  in  the 
preceding  sentence,  and  (2)  make  clerical 
and  conforming  changes. 

Under  the  bill  as  passed  by  the  House,  the 
new  section  1248  applied  to  sales  or  ex¬ 
changes  after  the  date  of  the  enactment  of 
the  bill.  Senate  amendment  No.  160  pro¬ 
vides  that  the  new  section  shall  apply  to 
sales  or  exchanges  after  December  31,  1962. 
The  House  recedes. 

SALES  AND  EXCHANGES  OF  PATENTS,  ETC.,  TO 
CERTAIN  FOREIGN  CORPORATIONS 

Amendment  No.  161:  Senate  amendment 
No.  161  adds  a  new  section  to  the  bill  which 
adds  a  new  section  1249  to  the  code,  relating 
to  gain  of  a  U.S.  person  from  the  sale  or 
exchange  after  December  31,  1962,  of  a  pat¬ 
ent,  invention,  model,  or  design  (whether  or 
not  patented),  copyright,  secret  formula  or 
process,  or  similar  property  right  to  a  foreign 
corporation  which  such  person  controls 
(within  the  meaning  of  the  new  sec.  1249). 
If  such  gain  would  (but  for  the  new  section) 
be  gain  from  the  sale  or  exchange  of  a  capital 
asset  or  of  property  described  in  section  1231, 
then  such  gain  is  to  be  considered  as  gain 
from  the  sale  or  exchange  of  property  which 
is  neither  a  capital  asset  nor  property  de¬ 
scribed  in  section  1231.  Under  subsection 
(c)  of  the  new  section  1249,  the  new  section 
would  not  apply,  however,  to  gain  realized 
from  the  sale  or  exchange  for  stock  or  con¬ 
tribution  to  capital  of  such  property  where 
it  is  established  to  the  satisfaction  of  the 
Secretary  of  the  Treasury  or  his  delegate  that 
the  principal  purpose  of  the  transfer  is  to  en¬ 
able  the  foreign  corporation  to  use  the  prop¬ 
erty  in  its  own  manufacturing  operations. 
The  new  section  1249  applies  to  taxable  years 
beginning  after  December  31,  1962. 

Under  the  conference  agreement,  the  House 
recedes  with  an  amendment  striking  out  sub¬ 
section  (c)  of  the  new  section  1249.  With 
the  deletion  of  subsection  (c),  the  new  sec¬ 
tion  1249  provides  ordinary  income  treatment 
for  all  taxable  sales  or  exchanges  of  patents 
(and  other  property  covered  by  the  pro¬ 
vision)  by  a  domestic  corporation  to  a  foreign 
corporation  which  it  controls.  The  new  sec¬ 
tion  1249  would  not  apply  to  nontaxable 
transactions  such  as  those  sales  or  exchanges 
to  which  (as  the  result  of  a  ruling  under  sec. 
367)  section  351  of  the  code  applies.  Neither 
the  enactment  of  section  1249  nor  the  dele¬ 
tion  of  the  exception  in  subsection  (c)  is 
intended  to  have  any  implications  with  re¬ 
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spect  to  the  application  of  section  367  of  the 
code  to  such  nontaxable  transactions. 

Tlie  conferees  requested  the  Treasury  De¬ 
partment  to  study  and  report  back  on  the 
proper  tax  treatment  of  the  transfer  of  pat¬ 
ents,  etc.,  to  foreign  subsidiaries  which  use 
such  property  in  their  own  manufacturing 
operations. 

TAX  TREATMENT  OF  COOPERATIVES  AND  PATRONS 

Amendments  Nos.  162,  163,  166,  167,  and 
168:  The  bill  as  passed  by  the  House  pro¬ 
vides  that,  in  computing  the  taxable  income 
of  a  cooperative  organization,  certain  dis¬ 
tributions  paid  to  patrons  in  the  form  of 
qualified  written  notices  of  allocation  are  to 
be  treated  as  deductions  from  the  coopera¬ 
tive’s  gross  income.  The  recipients  of  such 
qualified  written  notices  of  allocation  are 
required  to  include  the  stated  dollar  amount 
of  such  allocations  in  their  gross  income 
when  received.  A  written  notice  of  alloca¬ 
tion  is  qualified  only  if  (1)  it  is  payable  in 
cash  within  90  days  at  the  option  of  the 
patron,  or  (2)  the  patron  has  consented  to 
include  the  stated  dollar  amount  of  this 
written  notice  of  allocation  in  his  gross  in¬ 
come.  Senate  amendment  No.  163  contains 
a  further  requirement  which  provides  that 
a  written  notice  of  allocation  is  not  a  quali¬ 
fied  one  unless  20  percent  or  more  of  the  dis¬ 
tribution  of  which  it  is  a  part  is  paid  in 
money  or  by  qualified  check. 

The  bill  as  passed  by  the  House  provides 
two  methods  by  which  a  patron  may  consent 
to  the  inclusion  in  his  gross  income  of  the 
stated  dollar  amount  of  qualified  written 
notices  of  allocation  not  redeemable  in  cash 
within  the  period  provided  in  the  bill.  Sen¬ 
ate  amendments  Nos.  162  and  166  provide 
a  third  method  by  which  such  consent  may 
be  made.  Under  this  third  method  a  patron 
may  consent  by  endorsing  and  cashing 
(within  the  time  prescribed  by  the  amend¬ 
ment)  a  qualified  check  which  is  paid  as  a 
part  of  the  same  distribution  as  the  written 
notice  of  allocation.  Under  Senate  amend¬ 
ment  No.  167,  a  qualified  check  is  defined  as 
a  check  (or  other  instrument  redeemable  in 
money)  on  which  there  is  a  clearly  imprinted 
statement  that  the  endorsement  and  cash¬ 
ing  of  the  check  (or  other  instrument)  con¬ 
stitutes  the  consent  of  the  payee  to  include 
in  his  gross  income,  as  provided  in  the  Fed¬ 
eral  income  tax  laws,  the  stated  dollar 
amount  of  the  written  notice  of  allocation 
which  is  a  part  of  the  patronage  dividend 
or  payment  of  which  such  qualified  check Js 
also  a  part.  Under  Senate  amendment  No. 
168,  if  a  qualified  check  is  not  cashed  on  or 
before  the  90th  day  after  the  close  of  the 
payment  period  for  the  taxable  year  with 
respect  to  which  it  is  paid,  such  check  be¬ 
comes  a  non-qualified  written  notice  of  allo¬ 
cation.  The  House  recedes  on  amendments 
Nos.  162,  163,  166,  167,  and  168. 

WITHHOLDING  OF  INCOME  TAX  AT  SOURCE  ON 

INTEREST,  DIVIDENDS,  AND  PATRONAGE  DIVI¬ 
DENDS;  REPORTING  OF  INTEREST,  DIVIDEND. 

AND  PATRONAGE  DIVIDEND  PATMENTS  OF  $10 

OR  MORE  DURING  A  TEAR 

Amendment  No.  173:  Section  19  of  the  bill 
as  passed  by  the  House  added  to  the  Internal 
Revenue  Code  of  1954  provisions  requiring 
the  withholding  of  income  tax  at  source  on 
certain  interest,  dividend,  and  patronage 
dividend  payments.  The  tax  was  to  be  with¬ 
held  at  the  rate  of  20  percent  and  was  to 
apply  to  payments  of  interest,  dividends,  and 
patronage  dividends  as  those  terms  were  de¬ 
fined  for  withholding  purposes.  In  addi¬ 
tion,  the  bill  as  passed  by  the  House  provided 
for  exemptions  from  withholding,  quarterly 
refunds,  and  special  credits.  The  tax  with¬ 
held  was  to  be  allowed  as  a  credit  against 
the  income  tax  of  the  recipients  of  the  pay¬ 
ments  to  the  extent  it  had  not  been  previ¬ 
ously  refunded  to  them  or  credited  against 
other  tax  due  from  them. 

Amendment  No.  173  strikes  out  the  provi¬ 
sions  of  section  19  of  the  bill  as  passed  by 
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the  House  and,  in  lieu  thereof,  adds  to  the 
Internal  Revenue  Code  of  1954  provisions  re¬ 
quiring  persons  who  make  payments  of  div¬ 
idends,  patronage  dividends,  or  interest 
(within  the  meaning  of  such  terms  as  de¬ 
fined  in  the  Senate  amendments)  aggregat¬ 
ing  $10  or  more  to  any  other  person  in  a  cal¬ 
endar  year  to  file  an  information  return  with 
the  Secretary  of  the  Treasury  or  his  delegate 
with  respect  to  such  payments.  The  Senate 
amendment  adds  provisions  requiring  that 
payors  of  dividends,  patronage  dividends, 
and  interest  (as  those  terms  are  defined  by 
the  amendment)  furnish  to  the  recipients 
of  these  amounts  annual  statements  show¬ 
ing  the  amounts  paid  to  them  as  reported 
on  the  information  returns  filed  with  the 
Internal  Revenue  Service.  New  penalty  pro¬ 
visions  are  provided  by  the  Senate  amend¬ 
ment  for  failure  to  file  information  returns 
with  respect  to  payments  of  dividends,  patro¬ 
nage  dividends,  or  interest,  and  for  failure 
to  furnish  to  a  recipient  of  such  payments 
an  annual  statement  of  such  payments. 

The  House  recedes  with  clerical  amend¬ 
ments.  As  a  part  of  the  agreement  to  the 
Senate  amendment,  the  House  and  Senate 
conferees  have  requested  the  Treasury  De¬ 
partment  to  make  annual  reports  to  the 
Committees  on  Ways  and  Means  and  Finance 
on  the  improvement  in  the  reporting  on  tax 
returns  of  dividends,  interest,  and  patronage 
dividends  as  a  result  of  the  Senate  amend¬ 
ment,  with  the  view  that  this  matter  will 
be  reconsidered  by  the  Committees  on  Ways 
and  Means  and  Finance  if  it  is  determined 
that  there  has  not  been  sufficient  improve¬ 
ment  in  the  reporting  of  such  income. 

INFORMATION  WITH  RESPECT  TO  CERTAIN 
FOREIGN  ENTITIES 

Amendment  No.  176:  Section  6038(b)  of 
the  code,  as  contained  in  the  bill  as  passed 
by  both  the  House  and  the  Senate,  provides 
for  a  reduction  in  foreign  tax  credit  for  each 
failure  to  furnish  information  with  respect 
to  a  foreign  corporation  controlled  by  a  U.S. 
person.  Senate  amendment  No.  176  pro¬ 
vides  that  such  reduction  is  not  to  exceed 
whichever  of  the  following  amounts  is 
greater:  (A)  $10,000,  or  (B)  the  income  of 
the  foreign  corporation  for  its  annual  ac¬ 
counting  period  with  respect  to  which  the 
failure  occurs.  The  House  recedes. 

Amendment  No.  179:  Section  6038(d)(1) 
of  the  code  as  contained  in  the  bill  as 
passed  by  the  House  provided  that,  in  ap¬ 
plying  the  constructive  ownership  rules  of 
section  318(a)  of  the  code  for  purposes  of 
determining  control  under  section  6038  of  the 
code,  the  rule  which  requires  ownership  of 
50  percent  of  the  stock  of  a  corporation  be¬ 
fore  stock  owned  by  such  corporation  is  at¬ 
tributed  to  its  stockholders  was  to  apply 
without  regard  to  the  50-percent  limitation. 
Senate  amendment  No.  179  substitutes  a  10- 
percent  limitation  for  the  50-percent  limita¬ 
tion.  Senate  amendment  No.  179  also  pro¬ 
vides  that  the  rules  of  section  318(a)  (2)  of 
the  code  that  stock  owned  by  a  partner  or 
a  beneficiary  of  an  estate  or  trust  will  be 
considered  as  owned  by  the  partnership, 
estate,  or  trust,  are  not  to  be  applied  so  as  to 
consider  a  U.S.  person  as  owning  stock  which 
is  owned  by  a  person  who  is  not  a  U.S.  per¬ 
son,  nor  will  a  corporation  be  considered  as 
owning  stock  owned  by  or  for  a  50  percent 
or  more  stockholder  where  the  effect  is  to 
consider  a  U.S.  person  as  owning  stock  which 
is  owned  by  a  person  who  is  not  a  U.S.  per¬ 
son.  The  House  recedes. 

Amendments  Nos.  180  and  181:  Section 
6046  (a)  and  (b)  of  the  code,  as  amended 
by  the  bill  as  passed  by  the  House,  required 
each  U.S.  citizen  or  resident  who  (on  or  af¬ 
ter  January  1,  1963)  was  or  becomes  an  officer 
or  director  of  a  foreign  corporation  and  each 
U.S.  person  who  (on  or  after  January  1,  1963) 
was  or  becomes  an  owner  of  5  percent  or 
more  in  value  of  the  stock  of  such  a  cor¬ 
poration  to  file  an  information  return  set¬ 
ting  forth  such  information  as  the  Secretary 


of  the  Treasury  or  his  delegate  prescribes  by 
forms  or  regulations  as  necessary  for  carry¬ 
ing  out  the  provisions  of  the  income  tax 
laws.  Under  Senate  amendment  No.  180, 
such  an  officer  or  director  is  required  to  file 
an  information  return  only  if  5  percent  or 
more  in  value  of  the  stock  of  the  foreign 
corporation  is  owned  by  a  U.S.  person.  Un¬ 
der  Senate  amendment  No.  181,  in  the  case 
of  an  officer  or  director  of  the  foreign  cor¬ 
poration,  the  information  required  is  limited 
to  furnishing  the  names  and  addresses  of 
the  U.S.  persons  who  own  5  percent  or  more 
in  v&lue  of  the  stock  of  such  corporation. 
The  House  recedes  on  amendment  No.  180 
with  a  technical  amendment.  The  House  re¬ 
cedes  on  amendment  No.  181. 

Amendment  No.  183 :  This  amendment 
adds  a  new  subsection  (e)  to  section  6046 
of  the  code.  Under  the  new  subsection,  no 
information  is  to  be  required  to  be  furnished 
under  section  6046  with  respect  to  any  for¬ 
eign  corporation  (1)  if  the  liability  of  the 
U.S.  citizen,  resident,  or  person  to  file  a 
return  under  section  6046(a)  arises  on  or 
after  January  1,  1963,  and  before  March  1, 
1963,  unless  such  information  is  required  to 
be  furnished  under  regulations  which  have 
been  in  effect  since  January  1,  1963  (but  only 
if  such  regulations  were  prescribed  before 
December  1,  1962),  or  (2)  if  the  liability  of 
the  U.S.  citizen,  resident,  or  person  to  file  a 
return  under  section  6046(a)  arises  on  or 
after  March  1,  1963,  unless  such  information 
is  required  to  be  furnished  under  regulations 
which  have  been  in  effect  for  at  least  90  days. 

Under  the  conference  agreement,  the 
House  recedes  with  an  amendment  substi¬ 
tuting  a  new  subsection  (e) .  Under  the  con¬ 
ference  agreement,  in  the  case  of  liability  to 
file  a  return  under  section  6046  of  the  code 
arising  on  or  after  January  1,  1963,  and  be¬ 
fore  June  1,  1963 — 

(A)  no  information  is  to  be  required  to  be 
furnished  under  section  6046  with  respect 
to  any  foreign  corporation  unless  such  in¬ 
formation  was  required  to  be  furnished  un¬ 
der  regulations  in  effect  on  or  before  March  1, 
1963,  and 

(B)  if  the  date  on  which  such  regulations 
become  effective  is  later  than  the  day  on 
which  such  liability  arises,  any  return  re¬ 
quired  by  section  6046(a)  is  required  (in  lieu 
of  the  time  prescribed  by  sec.  6046(d))  to 
be  filed  on  or  before  the  90th  day  after 
such  date. 

In  the  case  of  liability  to  file  a  return  under 
section  6046(a)  arising  on  or  after  June  1, 
1963,  no  information  is  to  be  required  to  be 
furnished  under  section  6046  with  respect 
to  any  foreign  corporation  unless  such  in¬ 
formation  was  required  to  be  furnished  un¬ 
der  regulations  which  have  been  in  effect  for 
at  least  90  days  before  the  date  on  which 
the  U.S.  citizen,  resident,  or  person  becomes 
liable  to  file  a  return  required  under  section 
6046(a). 

EXPENDITURES  BY  FARMERS  FOR  CLEARING  LAND 

Amendment  No.  189 :  This  amendment  adds 
a  new  section  to  the  bill,  adding  a  new  sec¬ 
tion  182  to  part  VI  of  subchapter  B  of 
chapter  1  of  the  code  (relating  to  itemized 
deductions  for  individuals  and  corporations) . 
The  new  section  182  permits  farmers  to  elect 
to  treat  as  deductible  expenses,  rather  than 
as  nondeductible  expenditures  for  capital 
improvements  to  property,  expenditures  for 
the  clearing  of  land  (including  a  reasonable 
allowance  for  depreciation  with  respect  to 
depreciable  property  used  in  the  clearing  of 
land)  if  such  expenditures  are  for  the  pur¬ 
pose  of  making  the  land  suitable  for  use  in 
farming.  The  term  “clearing  of  land"  in¬ 
cludes  the  eradication  of  trees,  stumps,  and 
brush,  the  treatment  or  moving  of  earth,  and 
the  diversion  of  streams  and  watercourses. 
The  new  section  182  limits  the  deduction  for 
expenditures  for  the  clearing  of  land  for  any 
taxable  year  to  $5,000  or  to  25  percent  of  the 
taxable  income  derived  from  farming  during 


the  taxable  year,  whichever  amount  is  the 
lesser.  The  new  section  applies  to  taxable 
years  beginning  after  December  31,  1962. 
The  House  recedes  with  clerical  and  con¬ 
forming  amendments. 

CHARITABLE  CONTRIBUTIONS  MADE  FROM  INCOME 

ATTRIBUTABLE  TO  SEVERAL  TAXABLE  YEARS 

Amendment  No.  190:  This  amendment 
adds  a  new  section  to  the  bill,  adding  a  new 
subsection  (e)  to  section  1307  of  the  code, 
relating  to  rules  applicable  to  part  I  of  sub¬ 
chapter  Q  of  chapter  1  of  such  code  (which 
relates  to  income  attributable  to  several 
taxable  years). 

When  income  attributable  to  several  tax¬ 
able  years  is  received  or  accrued  in  a  particu¬ 
lar  taxable  year,  part  I  of  subchapter  Q 
provides,  under  certain  circumstances,  that 
the  tax  attributable  thereto  for  the  taxable 
year  in  which  it  is  received  or  accrued  is,  in 
general,  not  to  be  greater  than  the  aggregate 
increases  in  taxes  which  would  have  resulted 
if  the  amount  had  been  included  in  the  tax¬ 
payer’s  income,  on  an  allocated  basis,  over 
the  period  specified  in  the  applicable  sec¬ 
tion  of  such  part  I. 

New  subsection  (e)  provides  that  an  indi¬ 
vidual  who  receives  or  accrues  in  a  taxable 
year  an  amount  to  which  part  I  of  sub¬ 
chapter  Q  applies  may  elect  (in  such  man¬ 
ner  and  at  such  time  as  the  Secretary  of  the 
Treasury  or  his  delegate  prescribes  by  regu¬ 
lations)  to  apply  the  provisions  of  subsec¬ 
tion  (e)  in  computing  his  tax  liability  under 
such  part.  If  the  taxpayer  so  elects,  the 
amount  received  or  accrued  shall  be  reduced, 
for  the  purposes  of  computing  his  tax  lia¬ 
bility  under  such  part  I  with  respect  to  such 
amount,  by  an  amount  (1)  which  bears  the 
same  ratio  to  the  amount  of  his  allowable 
charitable  deduction  for  the  taxable  year 
in  which  the  amount  was  received  or  ac¬ 
crued  (computed  without  regard  to  pt.  I  of 
subch.  Q)  as  (2)  the  amount  received  or  ac¬ 
crued  during  the  taxable  year  to  which  part 
I  applies  bears  to  the  adjusted  gross  Income 
for  such  year  (computed  without  regard  to 
pt.  I  of  subch.  Q) . 

New  subsection  (e)  further  provides  that 
no  portion  of  the  amount  received  or  ac¬ 
crued  to  which  part  I  of  subchapter  Q  ap¬ 
plies  shall  (for  purposes  of  computing  the 
limitation  on  tax  under  such  part)  be  taken 
into  account  for  purposes  of  computing  the 
limitation  under  section  170(b)(1)  of  the 
code  for  the  taxable  year  in  which  the 
amount  to  which  such  part  applies  is  re¬ 
ceived  or  accrued. 

The  House  recedes  with  an  amendment 
which  is  technical  and  clarifying  in  nature 
and  is  a  substitute  for  the  provision  described 
in  the  preceding  paragraph. 

EFFECTIVE  DATE  OF  SECTION  1371(C)  OF  THE 
INTERNAL  REVENUE  CODE  OF  1954 

Amendment  No.  191:  The  Senate  amend¬ 
ment  adds  a  new  section  to  the  bill  as  passed 
by  the  House  which  provides  that  section 
1371(c)  of  the  code  (relating  to  the  deter¬ 
mination  of  the  number  of  shareholders  of  a 
small  business  corporation  where  stock  is 
owned  by  a  husband  and  wife)  is,  subject  to 
the  provisions  for  filing  of  election  and 
consents  described  below,  to  apply  to  taxable 
years  beginning  after  December  31,  1957,  and 
before  January  1,  1960.  Under  existing  law, 
section  1371  (c) ,  which  was  added  to  the  code 
by  section  2(a)  of  Public  Law  86-376  (ap¬ 
proved  September  23,  1959),  applies  only  to 
taxable  years  beginning  after  December  31, 
1959.  The  Senate  amendment  provides  a 
1-year  period  within  which  an  otherwise 
qualifying  small  business  corporation  may 
make  a  special  election  to  have  the  earlier 
effective  date  of  section  1371(c)  apply.  For 
the  special  election  to  be  valid,  a  corporation 
must  have  previously  filed  a  timely  election 
to  have  its  income  taxed  directly  to  its  share¬ 
holders,  and  each  person  who  is  a  sharehold¬ 
er  at  the  time  of  the  special  election  (as 
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well  as  each  person  who  was  a  shareholder 
for  any  taxable  year  beginning  after  Decem¬ 
ber  31,  1957,  and  ending  before  the  date 
on  which  the  special  election  is  made)  must 
give  his  consent.  The  amendment  also  pro¬ 
vides  that  where  a  special  election  (and  the 
requisite  consents)  has  been  made,  the  stat¬ 
ute  of  limitations  for  assessing  additional 
tax  against  the  corporation  or  the  sharehold¬ 
ers  attributable  to  the  earlier  effective  date 
of  section  1371(c)  (and  the  statute  of  limi¬ 
tations  for  allowing  a  credit  or  refund  of  any 
overpayment  of  tax  by  the  corporation  or  its 
shareholders  attributable  to  the  earlier  ef¬ 
fective  date  of  section  1371(c) )  is  to  remain 
open,  or  be  opened,  for  1  year  following  the 
the  date  of  the  election.  The  House  re¬ 
cedes. 

CERTAIN  LOSSES  SUSTAINED  IN  CONVERTING 

FROM  STREET  RAILWAY  TO  BUS  OPERATIONS 

Amendment  No.  192:  The  Senate  amend¬ 
ment  adds  a  new  section  to  the  bill  as  passed 
by  the  House  which  provides  that  in  the  case 
of  net  operating  losses  incurred  in  the  calen¬ 
dar  years  1953  and  1954  principally  as  the 
result  of  conversion  from  street  railway  to 
bus  operations,  an  additional  5  years,  begin¬ 
ning  with  1960,  is  to  be  allowed  for  the  carry¬ 
over  of  such  losses.  The  Senate  amendment 
applies  only  for  years  in  which  the  taxpayer 
is  engaged  in  the  furnishing  or  sale  of  trans¬ 
portation  (as  defined  in  sec.  1503(c)(1)(A) 
of  the  1954  code) .  The  House  recedes  with 
a  technical  amendment. 

PENSION  PLAN  OF  LOCAL  UNION  NO.  435,  INTER¬ 
NATIONAL  HOD  CARRIERS’  BUILDING  AND 

COMMON  LABORERS’  UNION  OF  AMERICA 

Amendment  No.  193:  The  Senate  amend¬ 
ment  adds  a  new  section  to  the  bill  as  passed 
by  the  House  which  provides  that  the  pen¬ 
sion  plan  of  Local  Union  No.  435  of  the  Inter¬ 
national  Hod  Carriers’  Building  and  Common 
Laborers’  Union  of  America,  which  was  nego¬ 
tiated  to  take  effect  May  1,  1960,  pursuant 
to  an  agreement  between  such  union  and 
the  Building  Trades  Employers  Association 
of  Rochester,  N.Y.,  shall  be  held  and  consid¬ 
ered  to  have  been  a  qualified  trust  under 
section  401(a)  of  the  code,  and  to  have  been 
exempt  from  taxation  under  section  501(a) 
of  the  code,  for  the  period  beginning  May  1, 
1960,  and  ending  April  20,  1961,  but  only  if 
it  is  shown  to  the  satisfaction  of  the  Secre¬ 
tary  of  the  Treasury  or  his  delegate  that  the 
trust  has  not  in  this  period  been  operated 
in  a  manner  which  would  jeopardize  the  in¬ 
terests  of  its  beneficiaries.  The  House  re¬ 
cedes. 

CONTINUATION  OF  A  PARTNERSHIP  YEAR  FOR 

SURVIVING  PARTNER  IN  A  TWO-MAN  PARTNER¬ 
SHIP  WHERE  ONE  DIES 

Amendment  No.  194:  The  Senate  amend¬ 
ment  adds  a  new  section  to  the  bill  as 
passed  by  the  House  which  amends  section 
188  of  the  Internal  Revenue  Code  of  1939 
(relating  to  different  taxable  years  of  partner 
and  partnership)  to  provide  that  for  pur¬ 
poses  of  chapter  1  of  the  1939  code,  if  the 
surviving  partner  so  electcs  within  1  year 
after  the  date  of  enactment  of  this  bill,  the 
death  of  one  of  the  partners  of  a  partner¬ 
ship  consisting  of  two  members  shall  not 
result  in  the  termination  of  the  partnership 
or  in  the  closing  of  the  taxable  year  of  the 
partnership  with  respect  to  the  surviving 
partner  prior  to  the  time  the  partner¬ 
ship  year  would  have  closed  if  neither 
partner  had  died  or  disposed  of  his  interest. 
The  amendment  is  to  apply  to  taxable  years 
of  a  partnership  beginning  after  December 
31,  1946,  to  which  the  Internal  Revenue 
Code  of  1939  applies.  The  amendment  fur¬ 
ther  provides  that  if  refund  or  credit  of 
any  overpayment  resulting  from  the  applica¬ 
tion  of  such  amendment  was  prevented  on 
the  date  of  the  enactment  of  the  bill,  or  at 
any  time  within  1  year  from  such  date  by 
the  operation  of  any  law  or  rule  of  law  (other 
than  those  relating  to  closing  agreements 
and  compromises),  refund  or  credit  of  such 
overpayment  may,  nevertheless,  be  made  or 


allowed  if  claim  therefor  is  filed  within  1 
year  after  the  date  of  enactment  of  the  bill. 
No  interest  is  to  be  allowed  or  paid  on  any 
overpayment  resulting  from  the  application 
of  the  amendment.  The  House  recedes. 

EXCLUSION  FROM  GROSS  INCOME  OF  CERTAIN 
AWARDS  MADE  PURSUANT  TO  EVACUATION 
CLAIMS  OF  JAPANESE-AMERICANS 

Amendment  No.  195:  This  amendment, 
which  adds  a  new  section  to  the  bill,  pro¬ 
vides  that  awards  received  under  the  Japa- 
nese-American  Evacuation  Claims  Act,  as 
amended  in  1951  and  1956  (  50  U.S.C.  App., 
secs.  1981-1987) ,  are  not  to  be  included  in 
gross  income  for  purposes  of  chapter  1  of 
the  Internal  Revenue  Code  of  1939  or  1954. 
This  treatment  is  to  apply  with  respect  to 
taxable  years  ending  after  July  2, 1948. 

Any  refund  or  credit  of  an  overpayment  of 
Federal  income  tax  (including  interest,  ad¬ 
ditions  to  the  tax,  additional  amounts,  and 
penalties)  resulting  from  this  provision 
which  is  barred  on  the  date  of  the  enact¬ 
ment  of  this  bill,  or  within  1  year  from  such 
date,  by  any  law  or  rule  of  law  may,  never¬ 
theless,  be  made,  without  interest,  if  a  claim 
for  such  refund  or  credit  is  filed  within  1 
year  after  the  date  of  enactment  of  the  bill. 
In  the  case  of  any  claim  described  in  the 
preceding  sentence,  the  amount  to  be  re¬ 
funded  or  credited  as  an  overpayment  is  not 
to  be  diminished  by  any  credit  or  setoff  based 
on  any  item  other  than  the  amount  of  the 
award. 

The  House  recedes  with  technical  amend¬ 
ments. 

DEDUCTION  FOR  BUSINESS  DEPRECIATION  BY  TEN¬ 
ANT-STOCKHOLDER  OF  COOPERATIVE  HOUSING 
CORPORATION 

Amendment  No.  196:  This  amendment 
adds  a  new  section  to  the  bill,  adding  a  new 
subsection  (c)  to  section  216  of  the  code 
(relating  to  amounts  representing  taxes  and 
interest  paid  to  a  cooperative  housing  cor¬ 
poration)  . 

The  new  subsection  (c)  provides  that  so 
much  of  the  stock  of  a  tenant-stockholder 
in  a  cooperative  housing  corporation  as  is 
allocable,  under  regulations  prescribed  by 
the  Secretary  of  the  Treasury  or  his  delegate, 
to  a  proprietary  lease  or  right  of  tenancy  in 
property  subject  to  the  allowance  for  depre¬ 
ciation  under  section  167(a)  shall,  to  the 
extent  that  such  proprietary  lease  or  right 
of  tenancy  is  used  by  such  tenant-stock¬ 
holder  in  a  trade  or  business  or  for  the  pro¬ 
duction  of  income,  be  treated  as  property 
subject  to  the  allowance  for  depreciation 
under  section  167(a).  The  amendment  is 
effective  with  respect  to  taxable  years  be¬ 
ginning  after  December  31,  1961.  The  House 
recedes  with  clerical  amendments. 

EXCLUSION  FROM  GROSS  INCOME  OF  GAIN  FROM 
SALE  OF  RESIDENCE  BY  INDIVIDUAL  AGE  65  OR 
OVER 

Amendment  No.  197:  This  amendment 
added  a  new  section  to  the  bill,  adding  a 
new  section  121  to  part  III  of  subchapter  B 
of  chapter  1  of  the  code  (relating  to  items 
specifically  excluded  from  gross  income) . 
The  new  section  121,  applicable  only  in  the 
case  of  individuals,  provided  that  gross  in¬ 
come  does  not  include  gain  from  the  sale, 
exchange,  or  involuntary  conversion  (within 
the  meaning  of  sec.  121(e))  after  December 
31,  1962,  of  property  used  by  the  taxpayer  as 
his  principal  residence,  if  (1)  the  taxpayer 
had  attained  the  age  of  65  years  before  the 
sale,  exchange,  or  involuntary  conversion, 
and  (2)  the  property  had  been  used  by  the 
taxpayer  as  his  principal  residence  for  a 
period  of  not  less  than  5  years  at  the  time  of 
its  sale,  exchange,  or  involuntary  conversion. 
The  Senate  recedes. 

DEDUCTION  FOR  INCOME  TAX  PURPOSES  OF  CON¬ 
TRIBUTIONS  TO  CERTAIN  ORGANIZATIONS  FOR 
JUDICIAL  REFORM 

Amendment  No.  198:  This  amendment, 
which  adds  a  new  section  to  the  bill,  pro¬ 
vides  that  a  contribution  or  gift  made  after 


December  31,  1961,  with  respect  to  a  referen¬ 
dum  occurring  during  the  calendar  year 
1962,  shall  be  deductible  as  a  charitable  con¬ 
tribution  under  section  170  of  the  code  if 
made  to,  or  for  the  use  of,  an  organization 
created  and  operated  exclusively  to  consider 
proposals  for  the  reorganization  of  the  judi¬ 
cial  branch  of  any  State  or  local  government 
and  to  provide  information,  make  recom¬ 
mendations,  and  seek  public  support  or  op¬ 
position  to  such  proposals.  For  contribu¬ 
tions  or  gifts  to  be  eligible  for  this  treat¬ 
ment,  no  part  of  the  net  earnings  of  the 
organization  may  inure  to  the  benefit  of  any 
private  shareholder  or  individual  and  the 
organization  must  not  participate  in  any 
political  campaign  in  behalf  of,  or  in  opposi¬ 
tion  to,  any  candidate  for  public  office. 
The  House  recedes  with  a  clerical  amend¬ 
ment. 

AMENDMENT  TO  SOCIAL  SECURITY  ACT  RELATING 

TO  STATEMENT  OF  FINANCIAL  STATUS  OF 

CLAIMANTS  FOR  MEDICAL  ASSISTANCE  FOR 

THE  AGED 

Amendment  No.  199:  This  amendment 
added  to  the  bill  a  new  section,  amending 
section  2(a)  of  the  Social  Security  Act  so 
as  to  permit  a  State  to  provide  in  its  State 
plan  under  title  I  of  such  act  that  any  writ¬ 
ten  statement  required  of  a  claimant  for 
medical  assistance  for  the  aged  under  that 
title  shall  be  presumed  by  the  State  agency 
administering  the  plan  to  be  factually  cor¬ 
rect  for  purposes  of  determining  eligibility 
for  such  assistance  insofar  as  the  statement 
relates  to  the  claimant’s  financial  status. 
The  Senate  recedes. 

FOREIGN  SUBSIDIARIES  MANUFACTURING  -PROD¬ 
UCTS  ABROAD  FOR  SALE  IN  THE  UNITED 

STATES 

Amendment  No.  200:  Senate  amendment 
No.  200  added  a  new  section  to  the  bill  to 
provide  that  foreign  corporations  to  which 
the  proposed  new  section,  section  885  of  the 
code,  applies  are  deemed  to  be  engaged  in 
trade  or  business  within  the  United  States, 
and  their  gross  income  from  sources  within 
the  United  States  is  deemed  to  be  not  less 
than  their  gross  income  from  the  sale  of 
competitive  articles  sold  for  ultimate  use, 
consumption,  or  disposition  in  the  United 
States.  The  new  section  applied  to  a  foreign 
corporation  if  at  any  time  during  the  taxable 
year  one  or  more  domestic  corporations  own, 
directly  or  through  one  or  more  other  cor¬ 
porations,  10  percent  or  more  of  the  out¬ 
standing  stock  of  the  foreign  corporation, 
and  if  for  such  taxable  year  the  foreign 
corporation  derives  10  percent  or  more  of  its 
gross  income  from  the  sale  of  competitive 
articles  sold  for  ultimate  use,  consumption, 
or  disposition  in  the  United  States.  For  such 
purpose  a  competitive  article  is  any  article 
mined,  processed,  or  manufactured  outside 
the  United  States  for  a  foreign  corporation 
which  is  the  same  as  or  similar  to  any  article 
mined,  processed,  or  manufactured  in  the 
United  States  (or  formerly  mined,  processed, 
or  manufactured  in  the  United  States)  by 
any  domestic  corporation  described  in  the 
preceding  sentence  with  respect  to  the  for¬ 
eign  corporation,  or  by  any  subsidiary  of 
such  domestic  corporation.  The  new  pro¬ 
vision  applied  to  taxable  years  beginning 
after  December  31,  1962.  The  Senate  re¬ 
cedes. 

EFFECTIVE  DATE  OF  AMENDMENT  TO  SECTION 
1374  (b)  OF  INTERNAL  REVENUE  CODE  OF  1964 

Amendment  No.  201 :  The  Senate  amend¬ 
ment  adds  a  new  section  to  the  bill  as  passed 
by  the  House  which  makes  the  amendment 
to  section  1374(b)  of  the  code,  which  was 
added  by  section  2(b)  of  Public  Law  86-376 
(approved  Sept.  23,  1959),  effective  on  Sep¬ 
tember  2,  1958.  Under  existing  law,  the 
amendment  to  section  1374(b),  which  per¬ 
mits  the  deduction  of  a  deceased  share¬ 
holder’s  pro  rata  share  of  the  net  operating 
loss  of  an  electing  small  business  corporation 
incurred  in  the  year  in  which  he  dies,  is 
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effective  only  with  respect  to  taxpayers  who 
die  after  September  23,  1959.  The  House 
recedes  with  a  clerical  amendment. 

treaties 

Amendment  No.  203:  The  bill  as  passed 
by  the  House  provided  that  section  7852(d) 
of  the  code,  relating  to  treaty  obligations, 
was  not  to  apply  in  respect  of  any  amend¬ 
ment  made  by  the  Revenue  Act  of  1962. 
Senate  amendment  No.  203  provides  that  no 
provision  of  the  Revenue  Act  of  1962  will 
apply  in  any  case  where  its  application  would 
be  contrary  to  any  treaty  obligation  of  the 
United  States. 

The  Senate  recedes.  In  this  connection, 
the  Treasury  Department  informed  the  cofn- 
mittee  of  conference  that  it  is  its  view  that 
there  are  no  conflicts  between  provisions  of 
the  bill  and  provisions  of  tax  treaties,  with 
one  minor  exception  relating  to  the  real 
estate  clause  of  the  Greek  Estate  Tax  Treaty 
which  the  Treasury  will  seek  to  have  rene¬ 
gotiated  before  July  1,  1964. 

Wilbur  D.  Mills, 

Cecil  R.  King, 

Hale  Boggs, 

Eugene  J.  Keogh, 

John  W.  Byrnes, 

Howard  H.  Baker, 
Managers  on  the  Part  of  the  House. 
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FEDERAL  AID  FOR  THE  TRAINING 
OF  HEALTH  PERSONNEL 

(Mr.  MATHIAS  (at  the  request  of  Mr. 
Devine)  was  granted  permission  to  ex¬ 
tend  his  remarks  at  this  point  in  the 
Record  and  to  include  extraneous  mat¬ 
ter.) 

Mr.  MATHIAS.  Mr:  Speaker,  this 
Congress  has  regrettably  lost  its  oppor¬ 
tunity  to  help  meet  the  serious  problems 
of  higher  education  in  this  period  of  ex¬ 
panding  enrollments  and  rising  instruc¬ 
tional  costs.  It  is  still  not  too  late, 
however,  to  provide  critically  needed 
assistance  to  the  schools  which  train  our 
physicians,  dentists,  and  public  health 
specialists. 

Whether  we  meet  this  responsibility 
will  largely  determine  whether  the  Na¬ 
tion  has  an  adequate  supply  of  well- 
trained  professional  health  personnel  in 
the  years  ahead.  H.R.  4999,  which  has 
been  favorably  reported  by  the  Inter¬ 
state  and  Foreign  Commerce  Commit¬ 
tee,  will  help  meet  this  responsibility. 
It  provides  for  a  10-year  program  of 
matching  grants  for  construction  oj 
medical  teaching  facilities,  a  5 -year  prc 
gram  of  loans  to  medical  students,  and 
a  3 -year  extension  of  the  health  research 
facilities  construction  program. 

I  am  glad  that  the  Rules  Committee 
has  granted  a  rule  on  this  bill  and  I  urge 
the  Congress  to  act  favorably' on  it  be¬ 
fore  adjournment  so  that  Americans  may 
continue  to  receive  the  quality  medical 
care  of  which  we  as  a/nation  are  so 
rightfully  proud. 

The  need  for  Federal  assistance  in  this 
area  has  long  been/recognized,  and  is 
long  overdue.  Such  a  program  was  first 
recommended  by/President  Eisenhower 
in  1956;  In  a  special  health  message  in 
that  year,  he  iWted  that: 

The  rate  air  which  physicians  are  being 
graduated  fi/m  the  Nation’s  medical  schools 
is  barely  keeping  pace  with  the  increase  in 
populatioji.  There  are  serious  shortages  in 
such  socialized  fields  as  psychiatry,  pedi¬ 
atrics, /and  in  physical  medicine  and  re¬ 
habilitation.  Relative  to  population,  the 
nunrfber  of  dentists  and  nurses  is  diminish¬ 
ing  The  aging  of  our  population  and  the 
lcrease  in  the  incidence  of  chronic  disease, 


the  anticipated  continued  growth  of  volun¬ 
tary  health  insurance  plans,  and  the  general 
expansion  of  our  economy — all  will  tend  to 
increase  the  demand  for  health  services. 

Since  that  time  the  shortage  of  medical 
personnel  has  grown  more  acute.  In 
1960  the  Surgeon  General’s  Consultant 
Group  on  Medical  Education  estimated 
that  by  1975  we  must  increase  the  an¬ 
nual  output  of  our  medical  schools  by 
50  percent  and  our  dental  schools  by  75 
percent,  simply  to  achieve  £he  minimal 
national  objective  of  maintaining  the 
present  ratio  of  physicians  to  population. 

Furthermore,  we  are  already  a  debtor 
nation  in  regard  to  our  supply  of  young 
physicians:  we  are  relying  on  an  in¬ 
creasing  number  of  foreign  trained  doc¬ 
tors  to  staff  our  hospitals  and  provide 
medical  services  in  communities 
throughout  the  country.  The  United 
States  should  be  in  a  position  to  export, 
rather  than  import,  trained  health  per¬ 
sonnel  so  that  we  may  assist  in  meeting 
the  needs  of  the  international  corn- 
unity. 

The  necessity  for  Federal  aid  in  the 
solution  of  this  problem  has  been  recog; 
nized  by  all  the  professional  associatioi 
Such\  program  was  pledged  in  the  p]&t- 
forms  d<  both  the  Republican  and  Demo¬ 
cratic  parties  in  1960.  It  is  time/or  us 
to  redeem\our  pledges,  and  take  action 
to  meet  ou\  health  manpoweiy  needs. 

REVIEW  OF  FEDERAL  PAY  RATES 

(Mr.  MATHIAS,  (at  the  request  of  Mr. 
Devine)  was  granted  permission  to  ex¬ 
tend  his  remarks  at/this  point  in  the 
Record  and  to  include  extraneous  mat¬ 
ter.)  /  \ 

Mr.  MATHIAS:  Mr.  Speaker,  provi¬ 
sion  for  annual  review  or  Federal  pay 
rates  should  insure  that  employees  of 
the  Federal  government  will  Hot  experi¬ 
ence  in  the/future  the  deceleration  in  pay 
scales  relative  to  industry  that  has  gone 
on  over/a  long  period  of  time.  The  fact 
that  employees  of  the  Government  Hand 
willi/®,  almost  to  a  man,  to  make  fina,n- 
ci&yr sacrifices  to  remain  in  the  service 
should  not  be  license  to  either  take  ad¬ 
vantage  of  them  or  to  forget  them. 

Federal  employees  are  a  popular  tar¬ 
get  because  they  are  not  provided  with 
the  means  by  which  they  can  defend 
themselves.  I  continue  to  be  impressed 
with  their  competence,  their  loyalty,  and 
their  dedication  to  service.  Happily,  the 
time  appears  near  when  they  will  be  put 
on  equal  financial  footing  with  their 
counterparts  outside  of  Government. 

I  urge  that  this  legislation  be  sent  to 
conference  without  further  delay. 


CONSTITUTIONAL  CRISIS  IN 
MISSISSIPPI 

(Mr.  ALFORD  was  granted  permission 
to  extend  his  remarks  in  the  body  of  the 
Record  and  include  extraneous  matter.) 

Mr.  ALFORD.  Mr.  Speaker,  for  the 
second  time  in  my  life  I  have  seen  the 
unbelievable  and  unwarranted  defiance 
of  the  Constitution  of  the  United  States 
by  the  use  of  armed  force  to  impose  the 
will  of  a  minority  on  a  sovereign  State. 

If  the  reports  of  harsh  and  brutal 
treatment  of  citizens  by  armed  soldiers 
and  Federal  marshals  are  tine,  the  epi¬ 


sode  in  my  home  city,  Little  Rock,  5  year* ' 
ago,  pales  into  a  tragic  memory.  Al¬ 
ready,  according  to  these  reports,  /ives 
have  been  lost  and  scores  have/been 
wounded  and  injured.  / 

I  have  seen  the  bayonets  of  illegal  in¬ 
terventionists  glistening  in  tl^  sun.  It 
is  a  sight  to  strike  terror  intq'  the  hearts 
of  all  those  who  love  America  and  cher¬ 
ish  its  traditions. 

The  basic  issues  in  this  struggle  have 
not  been  clearly  define/  and  brought  into 
focus.  In  an  effort  tor  accomplish  this,  I 
have  today  sent  a  telegram  to  the  Presi¬ 
dent  of  the  UnitecPStates  who  must  bear 
the  full  responsibility  for  this  unhappy 
trend  of  events/ 

Under  leat/"  to  extend  my  remarks,  I 
include  a  cdpy  of  that  telegram  dis¬ 
patched  tq/the  White  House  this  morn¬ 
ing: 

The  Houforable  John  F.  Kennedy, 

The  Wfiite  House, 

Wash/ngton,  D.C. 

President:  In  the  name  of  the  Amer- 
Republic,  I  deplore  that  you  have  made 
e  same  tragic  mistake  as  did  your  predeces¬ 
sor  in  sending  Armed  Forces  into  a  sovereign 
State  In  complete  violation  of  the  rights  re¬ 
served  to  the  States  under  our  Constitution. 
Relative  to  the  intervention  of  the  Federal 
Government  in  affairs  that  are  prerogatives 
of  a  sovereign  State  under  the  Constitution, 
in  all  sincerity  and  with  the  highest  purpose 
to  preserve  the  Republic,  all  of  us  should  be 
reminded  that  the  Constitution  is  not  plas¬ 
tic.  It  cannot  be  molded  or  twisted  to  suit 
the  political  designs  of  a  few.  The  Supreme 
Court’s  decision  is  not  “the  law  of  the  land” 
even  though  in  a  case  the  Court  may  soundly 
define  the  meaning  of  particular  words  of  the 
Constitution.  It  is  the  Constitution  which 
remains  “the  supreme  law  of  the  land” 
art.  VI),  and  which  you  and  I  are  under 
oath  to  uphold  and  defend.  Under  the  Con¬ 
stitution  the  judiciary  has  no  power  to  make 
general  rules  bearing  upon  the  people  and 
governments  of  the  sovereign  States.  In 
short,  Federal  courts  cannot  amend  the  Con¬ 
stitution.  The  present  action  of  the  Court 
toward  the  State  of  Mississippi  through  its 
orders  are  in  direct  conflict  with  the  Con¬ 
stitution,  according  to  the  interpretation 
clearly  stated  by  the  framers  and  adopters 
of  the  Constitution,  our  Founding  Fathers. 
The  great  moral  issue  in  Mississippi  today, 
therefore,  is  not  segregation  versus  integra¬ 
tion  of  the  schools;  it  is,  instead,  the  issue 
\of  the  sovereign  people  and  the  Constitution 
versus  defaulting  public  trustees  as  oath- 
breaking  usurpers.  Shall  we  have  limited 
government  and  rule  by  law  as  interpreted 
by  the  framers  and  adopters  of  the  Constitu¬ 
tion  oK  shall  we  have  usurpers  supreme  with 
unlimited  powers?  Mr.  President,  shall  the 
Americari-.Republic  endure  or  shall  we  sacri¬ 
fice  our  StaJ-e  sovereignty  to  an  all-powerful 
superstate  acting  in  direct  opposition  to  the 
will  of  the  majority  of  the  people  of  a  sov¬ 
ereign  State  ahd  therefore  in  opposition  to 
the  Constitution?.^  I  respectfully  submit  with 
malice  toward  no  pne,  but  with  the  love  of 
the  American  Republic  above  all  political 
expediency  that  the  Use  of  force  in  any  form 
convinces  even  the  most  intellectually  unin¬ 
formed  that  our  values  of  patriotism  are 
radically  confused.  If  folspe  is  to  be  used  by 
our  National  Government-^  let  it  be  used 
against  our  enemy,  international  commu¬ 
nism,  Cuba  in  particular,  and  not  against 
loyal  patriotic  Americans  who  We  upholding 
their  rights  as  guaranteed  to  t)»em  by  the 
Constitution.  Listen,  well,  Mr.  President,  to 
what  Hamilton,  Madison,  and  Jay,  vNao  wrote 
in  the  Federalist  about  the  distribution  of 
powers  between  the  Federal  Government  and 
the  States: 

“The  powers  delegated  by  the  Constft 
tion  to  the  Federal  Government  are  few  ari\j 
defined.  Those  which  are  to  remain  in  the\ 
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State  governments  are  numerous  and  indefi¬ 
nite.  The  former  will  be  exercised  principally 
on  external  objects  as  war,  peace,  negotia¬ 
tion,  and,  foreign  commerce.  The  powers  re¬ 
served  to  the  several  States  will  extend  to 
all  objects,  which,  in  the  ordinary  course  of 
affairs,  concern  the  internal  order  and  pros¬ 
perity  of  the  State.” 

In  our  beloved  country,  Mr.  President,  the 
people  are  sovereign- 

\  Dale  Alford, 
'\Member  of  Congress. 


- 1 - 

CHARITABLE  CONTRIBUTION 
CARRYOVER 

(Mr.  CURTIS  of  Missouri  (at  the  re¬ 
quest  of  Mr.  Devine)  ,  was  given  permis¬ 
sion  to  extend  his  remarks  aEthis  point 
in  the  Record.)  \ 

Mr.  CURTIS  of  Missouri.  Mr\Speak- 
er,  one  of  the  important,  if  secondary, 
functions  of  our  Internal  Revenue  Code 
is  to  encourage  the  allocation  of  funds 
by  individuals  and  corporations  in  this 
country  to  purposes  which  are  consistent', 
with  our  overall  national  goals.  Prob¬ 
ably  the  outstanding  example  of  this  op¬ 
eration  of  the  Internal  Revenue  Code  is 
the  deduction  given  for  charitable  con¬ 
tributions  by  taxpayers. 

Limitations  have  been  set  on  the 
amount  of  the  deductions  wrhich  one 
might  take  for  his  contributions  of  this 
nature.  Basically,  the  upper  deduction 
limit  is  20  percent.  I  am  proud  to  have 
had  a  leading  role  in  extending  this  by  an 
extra  10  percent  for  contributions  made 
to  religious,  educational,  and  medical 
charities  and  I  have  offered  legislation 
seeking  to  extend  this  extra  10 -percent 
provision  to  other  contributions,  those  to 
libraries  and  museums  (H.R.  7478). 

I  have  today  offered  another  bill  in  this 
area  of  the  Internal  Revenue  Code.  This 
would  permit  individual  taxpayers  a  2- 
year  carryover  for  charitable  contribu¬ 
tion  deductions,  just  as  corporate  tax¬ 
payers  are  now  allowed.  This  would 
further  encourage  the  social  use  of  an 
individual’s  funds,  turning  money  into 
areas  in  which  it  can  help  the  entire  so¬ 
ciety — areas  such  as  education  and 
health — and  at  the  same  time  leaving  in 
the  hands  of  the  people,  each  individual^ 
taxpayer,  exactly  which  charity  will  re? 
ceive  support.  This  encouragement 
comes  through  permitting  those  wjzrose 
contributions  exceed  the  current  ripper 
limits  to  carry  the  amount  not  ajafeorbed 
by  one  year’s  deduction  forward  into 
later  years. 

I  believe  this  deserves  thfi  considered 
attention  of  the  Congress /(nd,  although 
I  am  aware  no  action  cmfid  be  taken  on 
it  this  session,  I  hope  Jmis  bill  will  help 
stir  thoughts  in  this  a/ea. 

MODERNISING  WELFARE 

(Mr.  CURTIN  of  Missouri  (at  the  re¬ 
quest  of  Mr.  EJevine)  ,  was  given  permis¬ 
sion  to  extend  his  remarks  at  this  point 
in  the  Reoord.) 

Mr.  CJJRTIS  of  Missouri.  Mr.  Speak¬ 
er,  ou/ laws  reflect  many  of  the  prej¬ 
udices  and  fears  of  an  earlier  day.  We, 
alo/g  with  moving  ahead  into  new  areas 
ofriegislative  interest,  must,  at  the  same 


time,  weed  out  these  dead  remnants  of 
the  past  and  bring  the  laws  of  yesterday 
more  into  harmony  with  our  society  of 
today. 

I  have  today  introduced  .a  bill  to  do 
just  that.  It  is  an  amendment  to  the 
Social  Security  Act  and  is  designed  to  se¬ 
cure  the  same  treatment  under  our  so¬ 
cial  security  laws  for  those  afflicted  with 
tuberculosis  and  mental  disease  as  is 
given  those  suffering  from  other  types 
of  illness.  Several  sections  of  the  Social 
Security  Act  now  specifically  except  the 
tubercular  and  mental  patients  from  the 
benefits  of  the  law  which  are  given  to 
others  having  other  infirmities.  Our 
medical  science  has  advanced  and  we 
now  recognize  these  afflictions  as  similar 
in  kind  to  the  others  to  which  man  falls 
prey. 

There  is  no  basis  in  reason  why  the 
treatment  under  the  welfare  sections  of 
our  laws  should  differentiate  between 
these  afflictions  and  others.  I  hope  that 
the  Congress  will  act  to  modernize  our 
welfare  laws. 

\ 

- — - - — 

FRAUDULENT  USE  OF  CREDIT  ,■/ 
CARDS 

(Mrs.  BOLTON  (at  the  request  af  Mr. 
Devine)  ,  was  given  permission  to?6xtend 
her  remarks. at  this  point  in  the.TtECORD.) 

Mrs.  BOLTON.  Mr.  Speaker,  I  am 
introducing  a  bill  today  tojimend  title 
18  of  the  United  States  Code  to  prohibit 
the  fraudulent  or  unlawful  use  of  credit 
cards  that  have  been,  los^or  stolen. 

Credit  card  fraudsynave  increased  at 
a  phenomenal  rate  ip  recent  years. 
From  1955  througi/  196i\it  is  estimated 
that  they  have  increased  1,100  percent. 
These  crimes  infect  many1'  millions  of 
people  in  thus  country  to  whom  credit 
cards  have  been  issued  as  they'  pre  liable 
for  the  userof  such  cards  prior  to.notify- 
ing  the  issuing  companies  in  the,  event 
they  are  lost  or  stolen.  Federal  legisla¬ 
tion  should  help  to  act  as  a  deterren\to 
the  /fraudulent  use  of  such  credit  cards, 
number  of  State  legislatures,  includ-N 
ig  that  of  Ohio,  have  recognized  the 
'need  for  legislation  to  cover  the  fraudu¬ 
lent  use  of  credit  cards.  However,  be¬ 
cause  of  the  fact  that  oil  company  credit 
cards  are  used  in  connection  with  auto¬ 
mobiles,  the  matter  is  appropriately  a 
Federal  interstate  one.  In  the  period 
of  a  month  a  person  committing  a  credit 
card  fraud  can  travel  through  many 
States  prior  to  the  time  that  the  person 
to  whom  the  card  has  been  issued  may 
be  aware  that  the  card  is  being  misused. 
Further,  because  of  the  mobile  character 
of  the  person  committing  the  fraud  and 
its  interstate  character,  it  is  virtually 
impossible  to  apprehend  the  wrongdoer 
without  the  assistance  of  the  Federal 
Bureau  of  Investigation. 

Probably  it  will  be  impossible  for  the 
Congress  to  act  on  this  matter  in  the 
short  time  remaining  but  I  am  hopeful 
that  by  introducing  the  bill  at  this  time, 
the  reports  of  the  Federal  agencies  in¬ 
volved  will  be  worked  out  during  the 
adjournment  period,  and  that  we  can 
pass  the  bill  early  in  the  88th  Congress. 


ONE  HUNDREDTH  ANNIVERSARY  OI 

THE  EMANCIPATION  PROC 

TION 

(Mr.  SCHWENGEL  (at  the  requaSt  of 
Mr.  Devine)  was  given  permissiomoo  ex¬ 
tend  his  remarks  at  this  poiryp  in,  the 
Record.) 

Mr.  SCHWENGEL.  Mr.  Sfpeaker,  on 
the  22d  of  September  1962,/fie  Civil  War 
Centennial  Commission-^  creature  of 
the  Congress — with  the  fielp  and  support 
of  the  Lincoln  group  fit  the  District  of 
Columbia,  the  D.C.  QjVil  War  Centennial 
Commission  and  th/National  Park  Serv¬ 
ice,  commemorated  the  100th  anniver¬ 
sary  of  the  issuance  of  what  I  have  called 
America’s  most  phenomenal  document, 
the  Proclamation  of  Emancipation.  The 
ceremonies,were  held  on  the  steps  of  the 
Lincoln  Memorial  in  Washington,  D.C. 

Those/who  were  present  were  unani¬ 
mous  jn  thier  agreement  that  this  was 
botlyappropriate  and  a  moving  event. 
It  ./ought  to,  and  I  believe  did,  reveal 
le  of  the  greatness  that  has  been  and 
is  a  part  of  our  heritage.  • 

The  program  recognized  and  featured 
the  arts  of  America  which  inform,  in¬ 
spire,  and  instill  in  us  a  desire  to  move 
further  and  with  greater  rapidity  in  the 
direction  of  those  goals  established  by 
our  forefathers  when  they  brought  forth 
such  documents  as  the  Declaration  of 
Independence,  the  Constitution,  and  the 
Proclamation  of  Emancipation  authored 
by  America’s  mo^t  American  American — 
Abraham  Lincoln. 

It  was  appropriate  and  desirable  that 
we  have  Miss  Mahalia  Jackson,  one  of 
America’s  most  loved  singers,  appear,  and 
perform  on  our  program.  And,  she  did 
perform  magnificently.  Singing  with  a 
feeling  that  was  contagious  and  encom¬ 
passing,  she  thrilled  beyond  measure 
those  in  our  preseence  and  the  millions 
who  heard  her  on  television  and  radio 
that  day  as  she  sang  the  National  An¬ 
them,  that  beautiful  song,  “America,” 
and  then  thrilled  us  as  she  was  escorted 
to  the  podium  for  an  impromptu  singing 
“The  Battle  Hymn  of  the  Republic.” 
>he  brought  forth  our  most  noble  senti¬ 
ments,  she  thrilled  us  and  all  who  heard 
and  saw  her  supremely. 

Speaker,  in  1922  the  committee  of 
the  Chngress  responsible  for  dedicating 
the  Lincoln  Memorial  invited  Edwin 
Markhariv  to  recite  his  poem,  “Lincoln 
the  Man.”  \  Reports  of  that  occasion  in¬ 
dicate  that  one  of  the  high  points  of  that 
program  was  Edwin  Markham’s  personal 
presentation  of  this  beautiful  poem  Lin¬ 
coln.  Last  Saturday,  again,  we  who  were 
there  were  thrilled  to  hear  Archibald 
MacLeish  recite  a  poem  entitled,  “At  the 
Lincoln  Memorial :  APoem  for  the  Cen¬ 
tennial  of  the  Emancipation  Proclama¬ 
tion,”  which  he  wrote  especially  for  the 
centennial  commemoration.  It  was  ob¬ 
vious  that  he  reflected  much,  and  deeply 
on  the  occasion  and  the  opportunity  this 
presented  before  he  wrote  the  poem.  His 
personal  presentation  was  supevb  and 
challenged  our  thinking  toward  tho'high- 
er  goals  that  the  author  of  the  Proclama¬ 
tion  and  occasion  suggest.  Somehc 
too,  it  was  a  prayer  as  well  as  a  hope 
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conference  report  on  tax  bill.  Oonfereees  agreed  to  \ile  report  on  pay  bill. 

Senate- passed  bills  to:  Amend  F/od  and  Agriculture  Act/e  15-acre  wheat  exemption 
for  1963  crop;  Increase  limitation  on  FHA  loans.  Both  Hbuses  received  and  Senate 
agreed  to  conference  report  /n  school  lunch  fund  apportionment  bill.  Senate  passed 
foreign  aid  appropriation  l/ll.  Senate  committee  reported  o/ll  for  holding  World 
Food  Congress. 


HOUSE 

1.  AGRICULTURAL  APPROPRIATION  BILL,  1963.  Received  the  further  conference  report 
on  amendmentjs  in  disagreement  on  this  bill,  H.  R.  12648  (H.  Rept.\25l4).  All 
amendments /previously  reported  in  disagreement  were  still  reported\^.n  dis¬ 
agreement/!  PP.  20596,  20650).  Attached  to  this  Digest  is  a  copy  of 
ference  /ommittee  report. 


le  con- 


2.  APPROPRIATIONS .  Conferees  were  appointed  on  H.  R.  12900,  the  public  works 
appropriation  bill.  Senate  conferees  have  already  been  appointed,  p.  205< 
'The  Appropriations  Committee  was  granted  permission  to  file  conference  re- 
/>rts  at  any  time.  p.  20568 


3.  PUBLIC  WORKS.  The  Rules  Committee  reported  a  resolution  for  the  consideratic 
of\H.  R.  13273,  the  public  works  authorization  bill.  p.  20650 


4. 


and 


PERSONNEL.  The  "Daily  Digest"  states  that  "Conferees,  in  executive  session, 
agreeckto  file  a  conference  report  on  the  differences  between  the  Senate^  and 
House-passed  versions  of  H.  R.  7927,  providing  for  postal  rate  increase 
increases^ in  Federal  employees'  salaries."  p.  D929 

The  Post  Office  and  Civil  Service  Committee  reported  with  amendment  H.  R. 
9531,  to  ambpd  the  law  relating  to  pay  for  postal  employees  (H.  Repx.  2509). 
p.  20650 

Concurred  £ta  the  Senate  amendment  to  the  House  amendment  to  S/  2697,  to 
amend  title  38,\U.S.C.,  to  provide  an  extension  of  the  period  within  which 
certain  educational  programs  must  be  begun  and  completed  in  the  case  of  per¬ 
sons  called  to  active  duty  during  the  Berlin  crisis.  This  bill  will  now  be 
sent  to  the  President,  p.  20569 

Received  from  Treasury  a  report  of  the  operations  by  Federal  departments 
and  establishments  in\onnection  with  the  bonding  of  officers  and  employees, 
p.  20650. 


5.  WATERSHEDS.  The  Agriculture  Committee  approved  the 


ing  watersheds:  Anasco  Riv\r,  P.  R. Bayou  Folse, 


>rk  plans  for  the  follow- 
La. ;  Bee  Creek,  Kan.;  Big  . 


Indian  Creek,  Neb..;  Big  Muddv  Creek,  Ky. ;  Big  Wv^condah,  Iowa;  Crooked  Bayou^j, 
Ark.;  Duncan  Creek,  S.  C. ;  Hardin  Creek,  Tenn. ;  -Kaercher  Creek,  Penn.;  Lattas 
Creek,  Ind. ;  Line  Creek,  Tenn.  ^\Lower  Forest  River,  N.  Dak.;  Middle  Caney, 

Kan.;  Neshobe  River,  Vt.;  Saltlick  Creek,  W.  l/a. ;  Stucker  Fork,  Ind.;  Upper 
Bogue  Phalia,  Miss.;  Upper  Quaboag\River,  M^ss.;  West  Fork  of  Pine  River,  Ky.; 
and  Silver  Creek,  Kan.  p.  20571 


6.  TAXATION.  Both  Houses  agreed  to  the  conference  report  on  H.  R.  10650,  the 
proposed  Revenue  Act  of  1962.  This  bill  bill  now  be  sent  to  the  President. 
See  Digest  No.  150  for  items  of  interest,  pp.  20547-65,  20580-92 


7.  FOREIGN  TRADE.  Received  the  conference  repdrt  on  H.  R.  11970,  the  proposed 
Trada  Expansion  Act  of  1962  (H.  Rejn:.  2518).  \pp.  20597-601,  20650 

The  Ways  and  Means  Committee  /reported  withNamendment  H.  R.  12109,  to  amend 
the  Tariff  Act  of  1930  to  permit  certain  naturM  grasses  and  other  natural 
materials  to  be  imported  free/of  duty  (H.  Rept.\516).  p.  20650 


8.  DRUGS.  The  "Daily  Digest"  states  that  "Conferees,  in  executive  session,  agree 
to  file  a  conference  repo/t  on  the  differences  between  the  Senate-  and  House 
passed  versions  of  S.  15o2,  proposed  Drug  Industry  Antitrust  Act."  p.  D929 


P 


9.  LEGISLATIVE  PROGRAM.  Rep.  Albert  announced  that  the  following  bills  will  be 
considered  on  Wed. :  /H.  R.  13290,  the  supplmental  appropriation  bill;  R.  R. 
13273,  the  public  works  authorization  bill;  S.  1123,  to  extend  certain  child 
labor  provisions  pt  the  Fair  Labor  Standards  Act  to  children,  employed  in 
agriculture;  and/the  conference  report  on  H.  R.  11665,  the  school  lunch  fund 
apportionment  bill.  He  further  announced  that  the  conference  \eport  on  the 
proposed  Tradp  Expansion  Act  of  1962  will  be  considered  on  Thura^  p.  20616 


SENATE 


10.  WHEAT.  Passed  without  amendment  H.  R.  13241,  to  amend  Sec.  309  of  the.  Food 
and  Agriculture  Act  of  1962  so  as  to  provide  that  a  farm  marketing  quota  on 
the  1963  crop  of  wheat  shall  be  applicable  to  any  farm  on  which  acreage\of 
wheat  planted  exceeds  the  smaller  of  15  acres  or  the  highest  number  of  aojres 
planted  to  wheat  on  the  farm  in  calendar  years  1959,  1960,  1961,  or  1963, 
(instead  of  1959,  1960,  or  1961).  This  bill  will  now  be  sent  to  the  Presi- 
ient.  p.  20492 
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zency  would  then  hold  a  hearing  and 
if\it  finds  affirmatively,  the  Interstate 
Commerce  Commission  would  grant  the 
registration  unless  there  is  a  protest  re¬ 
questing  the  Commission  to  reverse  or 
modify  \the  State  determination.  If 
there  is  such  a  protest,  the  ICC  would 
make  an  independent  determination  on 
the  basis  of\the  hearing  record  devel¬ 
oped  before  the  State  commission. 

The  House  oiNRepresentatives  adopted 
a  series  of  amendments  to  the  version 
that  passed  the  Seriate.  Many  are  tech¬ 
nical — changing,  foXexample,  the  effec¬ 
tive  date  of  the  bill  from  December  31, 
1961,  to  the  date  of  enactment.  How¬ 
ever,  there  were  four  amendments  added 
by  the  House  at  the  request  of  Congress¬ 
man  Sisk  that  have  substantive  con¬ 
sequences.  Three  of  these  were  adopted 
unanimously : 

First.  A  provision  preserving  rights 
for  a  carrier  who  has  been  unablX  to  file 
his  intrastate  certificate  under  thX  sec¬ 
ond  provisio  and  to  operate  in  interstate 
commerce  because  of  pending  litigation 
concerning  the  validity  of  his  intrastat 
operations; 

Second.  A  provision  changing  the 
standard  of  proof  from  “prima  facie”  to 
“conclusive”  which  would  require  the 
Commission  to  issue  certificates  of  reg¬ 
istration  embracing  all  of  the  operating 
authority  contained  in  State  certificates; 
and 

Third.  A  provision  which  would  give  a 
so-called  “second  proviso  operator”  a 
grace  period  of  6  months  on  the  inter¬ 
state  portion  of  his  rights  in  event  that 
the  underlying  State  certificate  was  sus¬ 
pended  or  revoked.  The  change  that 
would  be  effected  is  this :  Instead  of  the 
interstate  right  expiring  at  the  same  time 
the  State  right  expires,  an  operator 
whose  State  right  was  suspended  or 
revoked  would  have  6  months  in  which 
to  get  his  State  right  reinstated.  Thus 
the  interstate  right  would  have  now  a 
longer  life  term  than  the  State  right. 

The  fourth  amendment  offered  by 
Congressman  Sisk  and  the  one  that  be¬ 
came  known  as  the  Sisk  amendment 
after  it  was  added  on  a  division  vote  in 
the  House  is  the  one  the  House-Senate 
conferees,  after  two  meetings,  agreed  to 
eliminate.  This  provision  would  have 
created  an  indefinite  interstate  rigid 
unless  and  until  the  Commission  con¬ 
ducted  a  hearing  for  the  purpose^of 
revocation.  The  Interstate  Commerce 
Commission  and  the  National  Associa¬ 
tion  of  Railroad  and  Utility  Commis¬ 
sioners — composed  of  members/from  the 
State  regulatory  agencies — qp posed  the 
Sisk  amendment. 

In  summary,  the  conference  agreed  to 
accept  three  of  the  fom:  Sisk  amend¬ 
ments.  The  fourth./which  was  not 
accepted,  represented^ a  sharp  departure 
from  the  purposes  for  which  the  bill  was 
enacted  by  the  Senate  originally — see 
page  5  of  the  Commission’s  letter. 

The  PRESIDING  OFFICER.  The 
question  is  opr  agreeing  to  the  conference 
report. 

The  rep6rt  was  agreed  to. 


5SSAGE  FROM  THE  HOUSE 

'message  from  the  House  of  Repre- 
itatives,  by  Mr.  Maurer,  one  of  its 


reading  clerks,  announced  that  the 
House  had  passed,  without  amendment, 
the  following  bills  of  the  Senate: 

S.  136.  An  act  for  the  relief  of  Dinko 
Dorcic; 

S.  453.  An  act  for  the  relief  of  Robert  J. 
Scanlan; 

S.  689.  An  act  for  the  relief  of  Karl  Heinz 
Agar; 

S.  1263.  An  act  for  the  relief  of  Marie  Mar¬ 
garet  Arvanetes; 

S.  1999.  An  act  for  the  relief  of  Anna  Marie 
Erdelyi; 

S.  2667.  An  act  for  the  relief  of  Sebastiana 
Santoro; 

S.  2687.  An  act  for  the  relief  of  Robert  D. 
Barbee; 

S.  2690  An  act  for  the  relief  of  Mona 
Mclsaac  Downey; 

S.  2711.  An  act  for  the  relief  of  Tasia  Deme- 
tropoulou  (Dimitropoulos) ; 

S.  2753.  An  act  for  the  relief  of  Duk  Man 
Lee  and  Soon  Mai  Lee; 

S.  2777.  An  act  for  the  relief  of  Arild  Erick- 
sen  Sandli; 

S.  2836.  An  act  for  the  relief  of  Cannelo 
Rafala; 

S.  2902.  An  act  for  the  relief  of  Sumiko 
Takahashi; 

S.  2908.  An  act  for  the  relief  of  Rosa  Fu- 
marola  Balice; 

S.  2922.  An  act  for  the  relief  of  Raymond, 
lester  Hendon; 

,  2950.  An  act  for  the  relief  of  Dwijendra 
Kui\ar  Misra; 

S.  2092.  An  act  for  the  relief  of  Michelan¬ 
gelo  Chmito  (Nati); 

S.  3085.  An  act  for  the  relief  of  Paql  Huyge- 
len  and  Duba  A.  Huygelen; 

S.  3177.  'An  act  for  the  reliefs  of  Michael 
(Mike)  BessW; 

S.  3265.  An 'act  foe  the  relief  of  Despina 
Anastos  (Psyho'peda) ; 

S.  3267.  An  ac\  for  the  /belief  of  Gunter 
Heinz  Hillebrand; 

S.  3275.  An  act  fAt  th/  relief  of  Anna  Sci- 
amanna  Misticoni;  ' 
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S.  3295.  An  act 


for 


the  relief  of  Mathew 


Lengyel  (also  knowp  as  Brother  Paul,  S.V.D.) ; 

S.  3336.  An  act/for  tlr^.  relief  of  Lazaro 
Loyola  Arinque, 

S.  3390.  An  art  for  the  relief  of  Naife  Kahl; 
S.  3452.  An/act  for  the  relief  of  Dr.  Has- 
san  M.  Noui 

S.  3557.  An  act  for  the  relief  of\J5etty  San¬ 
dra  Faga/m;  and 

S.  36Q0.  An  act  for  the  relief  of  Cftp.o  Hua- 
Hsin. 

ie  message  also  announced  thaKthe 
5use  had  agreed  to  the  amendments\of 
ie  Senate  to  each  of  the  following  bi] 

'  of  the  House : 

H.R.  8181.  An  act  to  authorize  the  con¬ 
struction  of  a  National  Fisheries  Center  and 
Aquarium  in  the  District  of  Columbia  and  to 
provide  for  its  operation;  and 

H.R.  12080.  An  act  to  permit  domestic 
banks  to  pay  interest  on  time  deposits  of  for¬ 
eign  governments  at  rates  differing  from 
those  applicable  to  domestic  depositors. 


(  REVENUE  ACT  OF  1962— CONFER¬ 
ENCE  REPORT 

Mr.  KERR.  Mr.  President,  I  submit  a 
|  report  of  the  committee  of  conference  on 
!  the  disagreeing  votes  of  the  two  Houses 
on  the  amendments  of  the  Senate  to  the 
bill  (H.R.  10650)  to  amend  the  Internal 
i  Revenue  Code  of  1954  to  provide  a  credit 
for  investment  in  certain  depreciable 
property,  to  eliminate  certain  defects 
and  inequities,  and  for  other  purposes. 
I  ask  unanimous  consent  for  the  present 
consideration  of  the  report. 

The  PRESIDING  OFFICER.  The  re¬ 
port  will  be  read  for  the  information  of 
the  Senate. 


The  legislative  clerk  read  the  report. 
(For  conference  report,  see  House  pro¬ 
ceedings  of  October  1,  1962,  pp.  20413- 
20415,  Congressional  Record.) 

The  PRESIDING  OFFICER.  Is  there 
objection  to  the  present  consideration  of 
the  report? 

There  being  no  objection,  the  Senate 
proceeded  to  consider  the  report. 

The  PRESIDING  OFFICER.  The 
question  is  on  agreeing  to  the  conference 
report.  (Putting  the  question) . 

Mr.  MILLER.  Mr.  President,  a  par¬ 
liamentary  inquiry. 

The  PRESIDING  OFFICER.  The 

Senator  will  state  it. 

Mr.  MILLER.  Is  this  the  vote  on  the 
adoption  of  the  conference  report? 

The  PRESIDING  OFFICER.  The 

Senator  is  correct. 

Mr.  MILLER.  There  will  be  no  fur¬ 
ther  vote  on  the  tax  bill  after  this  vote? 

The  PRESIDING  OFFICER.  The 

Senator  is  correct.  When  the  report  is 
agreed  to,  that  concludes  the  matter. 

Mr.  MILLER.  It  seems  to  me  that  we 
^hould  know  what  the  conference  report 
Contains.  May  we  have  a  brief  state¬ 
ment  from  the  Senator  who  was  in 
charge  of  the  bill  on  the  floor? 

Mr.  KERR.  Mr.  President,  is  it  the 
desire  of  the  acting  majority  leader  that 
I  make  a  statement  on  the  action  of  the 
conferees? 

Mr.  HUMPHREY.  Yes;  it  would  be 
helpful  if  the  Senator  were  to  do  so. 

Mr.  KERR.  Mr.  President,  the  pro¬ 
posed  Revenue  Act  of  1962,  as  passed  by 
the  Senate,  contained  203  amendments. 
While  it  is  true  that  many  of  these  were 
technical  or  conforming  amendments, 
inevertherless,  approximately  100  of  these 
represented  substantive  changes  in  the 
bill.  It  is,  of  course,  not  easy  to  reconcile 
this  many  differences,  particularly  on  a 
subject  matter  as  complex  as  tax  revision 
measures  are.  Nevertheless,  the  confer¬ 
ence  committee  has  reached  agreement. 

I  am  glad  to  be  able  to  say  that  in  very 
large  measure  the  bill  as  agreed  to  by  the 
conferees  very  closely  resembles  the  bill 
as  passed  by  the  Senate.  Thus,  in  the 
case  of  the  investment  credit,  the  so- 
called  Long  amendment  requiring  an  ad¬ 
justment  to  basis  has  been  retained. 
The  reporting  system  for  dividends  and 
interest  and  patronage  dividends  rather 
than  the  House  provision  for  withhold¬ 
ing  has  also  been  retained.  Moreover, 
the  foreign-income  provisions  also  with 
only  very  slight  modifications  are  the 
same  as  passed  by  the  Senate.  It  is  in 
no  small  part  due  to  the  leadership  fur¬ 
nished  the  Senate  conferees  by  their 
great  chairman  that  it  was  possible  for 
us  to  bring  back  the  Senate  bill  largely 
in  its  original  form. 

The  action  taken  by  the  conferees  will 
increase  somewhat  the  revenue  loss  in 
the  fiscal  year  1963.  The  Treasury  has 
estimated  that  the  loss  is  increased  by 
$490  million  if  no  effect  is  given  to  the 
stimulative  effect  of  the  bill.  The  joint 
committee  staff  has  estimated  that  this 
loss  is  increased  by  $615  million  on  the 
same  basis.  This  increase  in  loss  occurs 
almost  wholly  because  the  House  con¬ 
ferees  insisted  on  making  the  invest¬ 
ment  credit  effective  as  of  January  1, 
1963  rather  than  July  1,  1963. 

On  a  full  year  basis  the  Treasury  esti¬ 
mates  that  the  bill  will  result  in  a  reve- 
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nue  loss  of  $170  million  with  no  effect 
being  given  to  the  stimulative  effect. 
With  this  effect  the  bill  would  result  in 
a  surplus.  The  joint  committee  staff 
estimate  comparable  to  the  Treasury 
loss  of  $170  million  is  $550  million. 

Mr.  President,  I  ask  to  have  inserted 
in  the  Record  at  this  point  two  tables 
showing  the  Treasury  and  joint  com¬ 
mittee  staff  estimates  on  the  bill  as 
agreed  by  by  the  conferees. 

There  being  no  objection,  the  tables 
were  ordered  to  be  printed  in  the  Rec¬ 
ord,  as  follows : 

Estimated  full-year  revenue  effect  of  H.R. 
10650  as  agreed  to  by  the  conferees 


,  [Millions  of  dollars] 


As  estimated 
by  the  staff 
of  the  Joint 
Committee 
on  Internal 
Revenue 
Taxation 

As  esti¬ 
mated  by 
the  staff  of 
the  Treas¬ 
ury  De¬ 
partment 

Investment  tax  credit _ 

-1,340 

-1,020 

Reporting  of  dividend  and 

interest  payments . 

+275 

+240 

Mutual  banks  and  savings 

and  loan  associations . 

+170 

+200 

Entertainment,  etc.,  ex- 

penses _ _ 

+100 

+100 

Capital  gains  on  depreciable 

property . - . . 

+105 

+100 

Mutual  fire  and  casualty 

companies _ _ 

+25 

+40 

Cooperatives _ 

+30 

+35 

Foreign  items: 

Controlled  foreign  cor- 

porations _  _ 

+50 

+85 

Oross-up  of  dividends.— 

+  15 

+25 

All  other  foreign  items.. 

+25 

+30 

Sees.  21-26 . . . 

-5 

-5 

Secs,  27,  28,  30,  and  33 . 

(>)- 

(>)- 

Total . . 

-550 

-170 

»  Less  than  $2,500,000. 


Estimated  revenue  effect  of  H.R.  10650  for 
the  fiscal  year  1963  as  agreed  to  by  the 
conferees 


[Millions  of  dollars] 


As  estimated 
by  the  staff 
of  the  Joint 
Committee 
on  Internal 
Revenue 
Taxation 

As  esti¬ 
mated  by 
the  staff  of 
the  Treas¬ 
ury  De¬ 
partment 

Investment  tax  credit _  . . 

-1,265 

-985 

Reporting  of  dividend  and 

interest  payments . 

0 

0 

Mutual  banks  and  savings 

and  loan  associations _ 

+10 

+5 

Entertainment,  etc.,  ox- 

penses _ 

0+ 

+5 

Capital  gains  on  depreciable 

property _ _  —  _ 

0 

0 

Mutual  fire  and  casualty 

companies _ _ _ 

0 

0 

Cooperatives..  _ _  ... 

0 

0 

Foreign  items: 

Controlled  foreign  cor- 

porations _ _ 

0 

0 

Gross-up  of  dividends  . 

0 

0 

All  other  foreign  items.. 

+10 

+5 

Secs.  21-26 _ _ _ 

0- 

0 

Secs.  27,  28,  30,  and  33 _ 

0- 

0 

Total _ 

-1,245 

-970 

1  Less  than  $2,500,000. 

Mr.  KERR.  Mr.  President  the  ma¬ 
terial  I  shall  present  next  is  a  summary 
of  the  changes  made  by  the  conferees  in 
the  actions  taken  by  the  Senate.  If  I 
make  no  comment  on  a  Senate  amend¬ 
ment  this  means  that  it  was  accepted 
by  the  conferees  and  is  in  the  final  bill. 

Mr.  President,  in  order  that  my  ref¬ 
erences  to  the  pages  and  the  amendment 
numbers  may  be  clearly  understood  and 
included  in  the  Record,  I  ask  unani¬ 


mous  consent  to  have  printed  in  the  Rec¬ 
ord  at  the  conclusion  of  my  remarks  a 
pamphlet  entitled  “Summary  of  Senate 
Amendments  to  H.R.  10650,  Revenue 
Bill  of  1962.”  This  pamphlet  summarizes 
the  Senate  amendments  by  number. 
The  pages  I  refer  to  are  pages  in  this 
pamphlet  and  the  numbers  are  to  Sen¬ 
ate  amendment  numbers. 

The  PRESIDING  OFFICER.  Without 
objection,  it  is  so  ordered. 

(See  exhibit  1.) 

Mr.  KERR.  Mr.  President,  the  pro¬ 
visions  of  the  bill  as  approved  by  the 
Senate  were  retained  with  the  following 
substantive  exceptions  and  modifica¬ 
tions. 

PAGE  1,  AMENDMENT  11-14 - INVESTMENT 

CREDIT 

The  conferees  rejected  the  Senate 
amendment  which  would  have  made  the 
investment  credit  available  only  with 
respect  to  property  acquired  or  con¬ 
structed  after  June  30,  1962.  Under  the 
conference  agreement,  this  credit  will 
be  available  with  respect  to  property 
acquired  or  constructed  after  December 
31,  1961,  as  provided  in  the  House  bill. 

It  is  the  understanding  of  the  con¬ 
ferees  on  the  part  of  both  the  House  and 
the  Senate  that  the  purpose  of  the  credit 
for  investment  in  certain  depreciable 
property,  in  the  case  of  both  regulated 
and  nonregulated  industries,  is  to  en¬ 
courage  modernization  and  expansion  of 
the  Nation’s  productive  facilities  and  to 
improve  its  economic  potential  by  reduc¬ 
ing  the  net  cost  of  acquiring  new  equip¬ 
ment,  thereby  increasing  the  earnings  of 
the  new  facilities  over  their  productive 
lives. 

PAGE  2,  AMENDMENTS  29  AND  31 - ENTERTAIN¬ 

MENT  EXPENSES 

The  conferees  rejected  the  Senate 
amendment  which  would  have  permitted 
a  deduction  for  entertainment-type  ex¬ 
penses  which  were  “associated  with”  a 
taxpayer’s  trade  or  business  and  substi¬ 
tuted  a  provision  which  would  allow  a 
deduction  for  such  expense  items  which 
directly  precede  or  follow  a  substantial 
and  bona  fide  business  discussion  (in¬ 
cluding  business  meetings  at  a  conven¬ 
tion)  if  the  taxpayer  establishes  that 
such  items  are  associated  with  the  active 
conduct  of  his  trade  or  business.  The 
House  provision  relating  to  entertain¬ 
ment-type  facilities  was  retained. 

The  rule  of  the  House  bill  as  described 
in  the  report  of  the  Committee  on  Ways 
and  Means  is  more  strict  than  the  “or 
associated  with”  rule  of  the  Senate 
amendment.  The  rule  of  the  House  bill 
would  not  allow  deduction  of  expendi¬ 
tures  for  entertainment  occurring  undei1 
circumstances  where  there  is  little  or  no 
possibility  of  conducting  business  affairs 
or  carrying  on  negotiations  or  discus¬ 
sions  relating  thereto,  such  as  where  the 
group  of  persons  entertained  is  large  or 
the  distractions  substantial. 

It  is  the  understanding  of  the  con¬ 
ferees,  both  on  the  part  of  the  House  and 
the  Senate,  that  the  alternative  Senate 
“or  associated  with”  test  as  described  in 
the  report  of  the  Finance  Committee 
would  apply  to  certain  entertaining  pri¬ 
marily  to  encourage  goodwill  where  the 
evidence  of  business  connection  is  clear, 
whether  or  not  business  is  actually  trans¬ 


acted  or  discussed  during  the  entertain¬ 
ment.  The  conference  agreement  would 
permit  a  deduction  for  the  cost  of  an 
entertainment  item,  even  though  the 
item  is  not  directly  related  to  the  active 
conduct  of  the  taxpayer’s  trade  or  busi¬ 
ness,  if  the  item  is  associated  with  it,  so 
long  as  the  entertainment  activity  di¬ 
rectly  precedes  or  follows  a  substantial 
and  bona  fide  business  discussion.  The 
conditions  under  which  an  item  is  “as¬ 
sociated  with”  the  active  conduct  of  a 
trade  or  business  are  contained  in  the 
report  of  the  Committee  on  Finance. 
The  deductibility  of  other  items  of  enter¬ 
tainment  expense,  as  well  as  items  with 
respect  to  facilities,  would  be  governed 
by  the  rule  of  the  House  bill. 

Section  274(a)  as  agreed  to  by  the 
conferees  will  allow  as  a  deduction  the 
cost  of  entertaining  connected  with  what 
are  primarily  business  meetings.  For 
example,  if  the  taxpayer  conducts  sub¬ 
stantial  negotiations  with  a  group  of 
business  associates  and  that  evening  en¬ 
tertains  the  group  and  their  wives  at  a 
restaurant,  theater,  concert,  or  sporting 
event,  such  entertainment  expenses,  if 
associated  with  the  active  conduct  of  the 
taxpayer’s  business,  will  be  deductible 
even  though  the  purpose  of  the  enter¬ 
tainment  is  merely  to  promote  goodwill 
in  such  business.  Moreover,  if  a  group 
of  business  associates  with  whom  the 
taxpayer  is  conducting  business  meetings 
comes  from  out  of  town  to  the  taxpayer’s 
place  of  business  to  hold  substantial 
business  discussions,  the  entertainment 
of  such  business  guests  by  the  taxpayer 
the  evening  prior  to  the  business  dis¬ 
cussions  will  be  regarded  as  directly  pre¬ 
ceding  the  business  discussions. 

Similarly,  if  in  between,  or  in  the 
evenings  after,  business  meetings  at  a 
convention,  the  taxpayer  entertains  his 
business  associates  or  prospective  cus¬ 
tomers  attending  such  meetings  (and 
their  wives) ,  such  entertainment  will  be 
considered  as  directly  preceding  or  fol¬ 
lowing  a  business  discussion. 

Any  entertainment  which  is  a  part  of 
substantial  and  bona  fide  business  dis¬ 
cussions,  where  the  conduct  of  business 
is  the  principal  activity  during  combined 
entertainment  and  business  time  spent 
together  by  the  taxpayer  and  the  person 
or  persons  entertained,  will  be  deductible 
if  the  expense  is  associated  with  the  ac¬ 
tive  conduct  of  the  taxpayer’s  trade  or 
business. 

Also,  the  cost  of  banquets  at  meetings 
of  professional  and  business  associations 
would  normally  be  deductible.  As  in  the 
above  cases,  if  the  expense  is  associated 
with  the  active  conduct  of  a  trade  or 
business,  it  would  not  be  necessary  for 
the  person  paying  for  the  banquet  to  at¬ 
tend  the  banquet  himself.  For  example, 
a  dental  equipment  supplier  would  be 
able  to  deduct  the  cost  of  purchasing  a 
table  at  a  dental  association  banquet  for 
dentists  who  are  actual  or  prospective 
customers  for  his  equipment. 

Thus,  under  the  business  meal  excep¬ 
tion  contained  in  proposed  section  274 
(e)(1),  and  the  conference  agreement, 
the  cost  of  providing  food  and  beverages 
at  most  business  meetings  and  banquets 
would  be  deductible,  as  well  as  almost  all 
restaurant  and  most  hotel  entertaining. 
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In  neither  of  the  situations  covered  by 
the  conference  agreement  nor  under  the 
business  meal  exception  is  there  a  re¬ 
quirement  that  business  must  actually 
be  discussed  in  order  to  get  a  deduction. 

Senators  will  recall  that  on  the  floor 
of  the  Senate  I  indicated  that  the  prin¬ 
cipal  difference  between  the  House  en¬ 
tertainment  and  the  Senate  entertain¬ 
ment  provisions  was  the  description  of 
these  provisions  in  the  House  Ways  and 
Means  Committee  report  and  in  the 
Senate  Finance  Committee’s  report.  In 
my  judgment  the  conferees,  in  the  pro¬ 
vision  they  have  worked  out,  have  just 
about  split  the  difference  between  the 
House  and  Senate  versions  of  this  pro¬ 
vision.  I  will  illustrate  that  by  saying 
our  staff  estimates  that  under  the  House 
version,  this  provision  would  have  raised 
about  $125  million  in  additional  taxes. 
Under  the  Senate  version  our  staff  esti¬ 
mated  that  the  entertainment  provision 
would  raise  about  $85  million.  It  was  the 
estimate  of  the  staff  that  under  the 
language  of  the  report  adopted  by  the 
conferees,  the  entertainment  provision 
will  raise  about  $105  million.  Therefore, 
the  difference  between  the  two  versions 
of  this  provision  was  split  as  nearly 
equally  as  the  conferees  were  able  to  do 
it. 

AMENDMENT  TO  SECTION  482  (HOUSE  BILL 
ONLY) 

The  House  receded  in  this  case  because 
the  conferees  on  the  part  of  both  the 
House  and  the  Senate  believe  that  the 
objectives  of  section  6  of  the  bill  as 
passed  by  the  House  can  be  accomplished 
by  amendment  of  the  regulations  under 
present  section  482.  Section  <482  already 
contains  broad  authority  to  the  Secre¬ 
tary  of  the  Treasury  or  his  delegate  to 
allocate  income  and  deductions.  It  is 
believed  that  the  Treasury  should  ex-, 
plore  the  possibility  of  developing  and 
promulgating  regulations  under  this  au¬ 
thority  which  would  provide  additional 
guidelines  and  formulas  for  the  alloca¬ 
tion  of  income  and  deductions  in  cases 
involving  foreign  income. 

PAGE  4,  AMENDMENT  48 - MUTUAL  SAVINGS 

BANKS,  ETC. 

The  conferees  modified  the  Senate 
amendment  which  limited  the  deducti¬ 
bility  of  additions  to  reserves  by  mutual 
savings  banks,  and  other  thrift  organiza¬ 
tions  to  12  percent  of  deposits  (the  lim¬ 
itation  that  exists  under  present  law)  by 
providing  that  this  limitation  would  not 
apply  to  taxpayers  who  computed  their 
deduction  for  additions  to  bad  debt  re¬ 
serves  on  the  experience  method. 

PAGE  5,  AMENDMENT  50 

The  conferees  rejected  the  Senate 
amendment  which  would  have  permitted 
stockholder -owned  savings  and  loan  as¬ 
sociations  to  deduct  only  50  percent  of 
taxable  income  as  a  reasonable  addition 
to  their  bad  debt  reserves,  thereby  equat¬ 
ing  them  with  mutual  savings  institu¬ 
tions  by  permitting  them  to  deduct  60 
percent  of  taxable  income  for  such  addi¬ 
tions. 

PAGE  5,  AMENDMENT  60 

The  conferees  modified  the  Senate  ac¬ 
tion  taken  on  the  definition  of  a  “do- 
mestic  building  and  loan  association”  by 


revising  certain  limitations  on  the  in¬ 
vestment  of  assets  in  a  manner  winch 
would  provide  for  a  proportionate  cut¬ 
back  in  the  otherwise  allowable  deduc¬ 
tion  for  additions  to  reserves  for  losses 
on  qualifying  real  property  loans  so  long 
as  the  Senate  bill’s  36  percent  limitation 
with  respect  to  other  than  1-  to  4-unit 
residental  housing  and  certain  other  in¬ 
vestments  is  not  increased  to  more  than 
41  percent.  If  other  investments  exceed 
this  41-percent  limitation,  the  institu¬ 
tion  will  not  be  treated  as  a  building  and 
loan  association.  For  purposes  of  these 
investment  limitations,  passbook  loans 
and  investments  in  home  office  buildings 
would  be  treated  the  same  as  investments 
in  1-  to  4-unit  residential  property. 

PAGE  7,  AMENDMENT  85 - MUTUAL  FIRE  AND 

CASUALTY  INSURANCE  COMPANIES 

The  conferees  modified  the  provision 
exempting  underwriting  income  from  tax 
to  make  it  applicable  only  to  mutual  fire 
and  casualty  insurance  companies  re¬ 
ceiving  gross  amounts  under  $500,000 
rather  than  $600,000  as  provided  in  the 
Senate  bill. 

It  had  been  $300,000  as  passed  by  the 
House. 

PAGE  7,  AMENDMENT  87 

The  conferees  modified  the  Senate 
amendment  applicable  to  mutual  com¬ 
panies  experiencing  underwriting  losses 
to  make  it  applicable  only  to  those  com¬ 
panies  that  experience  such  losses  in  each 
of  the  5  years  immediately  preceding 
1962  and  by  permitting  such  losses  to  be 
carried  over  and  offset  only  against  stat¬ 
utory  underwriting  gains  during  the  next 
5  years. 

PAGE  8,  AMENDMENT  95-6 

The  conferees  eliminated  the  Senate 
amendment  which  would  have  provided 
a  special  alternative  coverage  area  rule 
applicable  to  concentrated  risk  com¬ 
panies  where  the  risks  involved  arose 
within  400  miles  of  any  fixed  point  se¬ 
lected  by  the  taxpayer. 

They  retained  the  200  miles  limit  for 
concentrated  risks,  however,  which  also 
was  added  by  the  Senate. 

PAGE  9,  AMENDMENT  104 

The  conferees  modified  the  Senate 
amendment  which  would  treat  mutual 
flood  insurance  companies  substantially 
the  same  as  factory  mutual  companies 
by  providing  amendments  to  insure  that 
these  companies  and  their  subscribers 
would  be  treated  identically. 

The  bill  as  agreed  to  by  the  conferees 
treats  the  subscriber  of  a  mutual  flood 
insurance  company  in  the  same  manner 
as  a  policyholder  of  a  factory  mutual  is 
treated  under  existing  law — and  under 
the  bill.  Accordingly,  the  subscriber  of 
a  mutual  flood  insurance  company  may 
only  deduct — assuming  the  payment  of 
the  premium  constitutes  a  business  ex¬ 
pense — so  much  of  the  premium  as  the 
company  absorbs. 

PAGE  11,  AMENDMENT  126 - CONTROLLED 

FOREIGN  CORPORATIONS 

The  conferees  modified  the  provisions 
of  the  Senate  bill  relating  to  the  tax 
treatment  of  controlled  foreign  corpora¬ 
tions  only  slightly.  It  refined  the  sched¬ 
ule  of  minimum  distributions  required 
by  such  corporations  for  varying  effec¬ 


tive  foreign  tax  rates.  Compliance  with 
this  minimum  distribution  rule  as  under 
the  Senate  version  will  avoid  the  appli¬ 
cation  of  the  new  rules  generally  appli¬ 
cable  to  controlled  foreign  corporations. 

The  committee  of  conference  was  in¬ 
formed  by  the  Treasury  Department  of 
the  policy  it  plans  to  follow  in  the  grant¬ 
ing  of  rulings  under  section  367  of  the 
Internal  Revenue  Code  of  1954  in  situa¬ 
tions  in  which  taxpayers  seek  to  reor¬ 
ganize,  during  a  reasonable  period  after 
the  enactment  of  the  bill,  their  foreign 
corporate  structures  in  response  to  the 
enactment  of  section  12  of  the  bill  as 
agreed  to  in  conference. 

The  Treasury  Department,  for  pur¬ 
poses  of  section  367,  will  not  treat  a 
transaction  involving  the  reorganization 
of  foreign  corporate  structures  as  being 
in  pursuance  of  a  plan  having  as  one 
of  its  principal  purposes  the  avoidance 
of  Federal  income  taxes  solely  by  reason 
of  the  fact  that  a  principal  purpose  of 
the  reorganization  is  to  terminate  a 
method  of  operation  which  would  result 
in  tax  to  U.S.  shareholders  under  the 
provisions  of  section  12  of  the  bill.  In 
such  cases  a  favorable  ruling  under  sec¬ 
tion  367  will  generally  not  be  denied  by 
the  Treasury  Department  in  transactions 
in  which  earnings  and  profits  of  foreign 
corporations  are  carried  over  to  other 
foreign  corporations  under  circum¬ 
stances  in  which  there  will  be  no  re¬ 
duction  of  the  U.S.  taxes  (and  foreign 
taxes)  that  would  be  payable  on  the 
eventual  remittance  of  such  earnings 
and  profits  to  U.S.  shareholders. 

Under  present  administrative  rules, 
where  corporate  shareholders  are  in¬ 
volved  the  Treasury  Department  gen¬ 
erally  does  not  issue  rulings  under  sec¬ 
tion  367  which  permit  the  tax-free  re¬ 
mittance  to  the  United  States  of  earnings 
and  profits  of  foreign  corporations. 
However,  under  existing  practice  a  rul¬ 
ing  permitting  a  tax-free  exchange  is 
generally  given  subject  to  a  condition 
that  an  appropriate  amount  be  included 
in  the  income  of  the  domestic  share¬ 
holder  (thus  negating  the  existence  of  a 
principal  purpose  to  avoid  U.S.  tax). 
Such  rulings  will  continue  to  be  given 
even  though  a  principal  purpose  of  the 
transaction  is  (1)  to  terminate  the  ac¬ 
tivities  of  a  foreign  corporation  which 
would  result  in  tax  to  U.S.  shareholders 
under  the  provisions  of  section  12  of 
the  bill,  and  (2)  to  carry  on  such  activi¬ 
ties  in  the  future  through  a  domestic 
corporation. 

The  conferees  recognize  that  the  prob¬ 
lems  in  this  area  are  complex  and  that 
particular  aspects  of  the  policy  as  ex¬ 
plained  above  may  require  qualification 
and  refinement  as  experience  is  gained 
in  applying  it  to  particular  situations. 

The  conferees  on  the  part  of  the  Sen¬ 
ate  called  attention  to  the  colloquy  in 
the  Senate  with  respect  to  the  amend¬ 
ment  offered  in  the  Senate  relating  to 
corporations  engaged  in  producing  or 
selling  books  or  other  media  of  com¬ 
munications,  and  so  forth  (see  pp.  17511- 
17513  of  the  daily  Congressional  Record 
for  September  5,  1962).  The  conferees 
were  advised  that  the  substance  of  this 
amendment  was  not  within  the  jurisdic- 


No.  179 


■14 


20550 


CONGRESSIONAL  RECORD  —  SENATE  October  2 


tion  of  the  conference  committee.  How¬ 
ever,  the  conferees  have  requested  the 
Treasury  Department  to  study  this  mat¬ 
ter  and  report  back  next  year  to  the 
Committees  on  Ways  and  Means  and 
Finance. 

Mr.  President,  I  continue  to  summarize 
the  conference  report. 

PAGE  13,  AMENDMENT  145 - FOREIGN  INVEST¬ 

MENT  COMPANIES 

The  conferees  eliminated  the  Senate 
amendment  which  would  have  provided 
that  cleamace  from  the  Internal  Reve¬ 
nue  Service  under  section  367  need  not 
be  obtained  in  the  case  of  a  foreign  in¬ 
vestment  company  registered  with  the 
Securities  and  Exchange  Commission 
if  it  is  a  party  to  a  reorganization  in 
which  all  of  its  properties  are  acquired 
by  a  domestic  regulated  investment 
company  before  January  1964.  The  com¬ 
mittee  of  conference  was  informed  by 
the  Treasury  Department  that  the  pro¬ 
posed  new  subsection  was  not  needed  in 
view  of  the  administrative  practices  un¬ 
der  section  367  of  the  code,  and  might 
therefore  imply  that  such  practices  are 
erroneous. 

PAGE  15,  AMENDMENT  159 - GAIN  FROM  SALES 

OR  EXCHANGES  OF  STOCK  IN  FOREIGN  CORPO¬ 
RATIONS 

The  conferees  rejected  the  alternative 
averaging  ceiling  limitation  applicable 
to  the  tax  on  individual  shareholders 
who  sell  or  exchange  stock  in  foreign 
corporations. 

PAGE  15,  AMENDMENT  161 - SALES  AND  EX¬ 

CHANGES  OF  PATENTS,  ETC.,  TO  FOREIGN  COR¬ 
PORATIONS 

The  conferees  rejected  the  Senate 
amendment  which  would  have  provided 
an  exception  from  the  general  rule  that 
gain  on  sale  of  patents  to  a  controlled 
foreign  corporation  would  be  treated  as 
ordinary  income  rather  than  as  capital 
gain  in  the  case  of  transfers  of  such 
patents  to  a  foreign  subsidiary  for  use 
in  maufancturing  operatibns  of  the  sub¬ 
sidiary. 

The  conferees  requested  the  Treasury 
Department  to  study  and  report  back 
on  the  proper  tax  treatment  of  the 
transfer  of  patents,  and  so  forth,  to  for¬ 
eign  subsidiaries  which  use  such  property 
in  their  own  manufacturing  operations. 

PAGE  16,  AMENDMENT  173 - REPORTING  ON  IN¬ 

TEREST,  DIVIDENDS,  AND  PATRONAGE  DIVIDENDS 
OF  10  OR  MORE  A  YEAR 

The  House  receded  with  only  cleri¬ 
cal  amendments  but  as  a  part  of  the 
agreement  to  the  Senate  amendment, 
the  House  and  Senate  conferees  have  re¬ 
quested  the  Treasury  Department  to 
make  annual  reports  to  the  Committees 
on  Ways  and  Means  and  Finance  on  the 
improvement  in  the  reporting  on  tax 
returns  of  dividends,  interest,  and 
patronage  dividends  as  a  result  of  the 
Senate  amendment,  with  the  view  that 
this  matter  will  be  reconsidered  by  the 
Committees  on  Ways  and  Means  and 
Finance  if  it  is  determined  that  there 
has  not  been  sufficient  improvement  in 
the  reporting  of  such  income. 

PAGE  20,  AMENDMENT  197 - EXCLUSION  FROM 

GROSS  INCOME  OF  GAIN  FROM  SALE  OF  RESI¬ 
DENCE  BY  INDIVIDUALS  AGED  65  OR  OVER 

The  conferees  rejected  the  Senate 
amendment  which  would  have  excluded 


from  gross  income  gain  realized  by  a 
taxpayer  aged  65  or  over  from  the  sale 
or  disposition  of  his  principal  residence 
which  he  had  occupied  for  5  years  at  the 
time  of  sale. 

PAGE  21,  AMENDMENT  199 - SOCIAL  SECURITY 

AMENDMENT  RELATING  TO  STATEMENT  OF 

CLAIMANTS  FOR  MEDICAL  ASSISTANCE  FOR  THE 

AGED 

The  conferees  rejected  the  Senate 
amendment  which  would  have  permitted 
States  to  accept  as  presumptively  cor¬ 
rect  any  written  statement  as  to  the 
financial  status  of  a  claimant  of  medical 
assistance  for  the  aged. 

PAGE  21,  AMENDMENT  200 - FOREIGN  SUBSIDI¬ 

ARIES  MANUFACTURING  PRODUCTS  ABROAD  FOR 

SALE  IN  THE  UNITED  STATES 

The  conferees  rejected  the  Senate 
amendment  which  would  have  provided 
that  under  certain  conditions  a  foreign 
corporation  would  be  deemed  to  be  en¬ 
gaged  in  business  in  the  United  States  if 
such  foreign  corporation  were  10  percent 
U.S.  owned  and  derived  more  than  10 
percent  of  its  gross  income  from  the  sale 
of  competitively  mined,  manufactured,  or 
processed  articles  which  were  sold  by 
the  foreign  corporation  for  ultimate  U.S. 
consumption  or  disposition  in  the  United 
States. 

PAGE  22,  AMENDMENT  203 - TREATIES 

The  confei’ees  rejected  the  Senate 
provision  that  would  have  provided  that 
any  provision  in  this  bill  that  contra¬ 
vened  an  existing  tax  treaty  was  not  to 
have  precedence  over  the  treaty  obli¬ 
gation. 

In  this  connection,  the  Treasury  De¬ 
partment  informed  the  committee  of 
conference  that  it  is  its  view  that  there 
are  no  conflicts  between  provisions  of 
the  bill  and  provisions  of  tax  treaties, 
with  one  minor  exception  relating  to  the 
real  estate  clause  of  the  Greek  Estate 
Tax  Treaty  which  the  Treasury  will  seek 
to  have  renegotiated  before  July  1,  1964. 

Mr.  JAVITS.  Mr.  President,  will  the 
Senator  from  Oklahoma  yield  for 
questions? 

Mr.  KERR.  I  yield. 

Mr.  JAVITS.  First,  I  think  it  would 
not  have  been  quite  right  to  allow  the 
conference  report  to  be  agreed  to  with¬ 
out  some  analysis  and  discussion  of  it. 
A  measure  which  involved  many  days  of 
debate  and  exercised  the  business  com¬ 
munity  of  the  country  should  certainly 
not  go  through  the  Senate  in  5  minutes. 
That  was  the  purpose  the  Senator  from 
Iowa  [Mi’.  Miller]  sought  to  serve  and 
which  I  sought  to  serve  in  interrupting 
the  proceeding. 

I  do  not  ask  these  questions  with  any 
hostile  or  adverse  intent.  I  intend  to 
support  the  conference  report.  However, 
I  think  it  is  important  to  pinpoint  cer¬ 
tain  of  the  critical  items  in  it. 

First,  taking  the  items  in  series  as  re¬ 
ported  by  the  conference,  the  Senator 
from  Oklahoma  said  there  will  be  a  net 
gain  in  revenue  by  the  enactment  of  the 
bill.  Will  that  gain  be  attributable  to 
an  excess  from  the  closing  of  loopholes? 

Mr.  KERR.  Will  the  Senator  show 
me  the  statement  to  which  he  has  just 
referred? 

Mr.  JAVITS.  It  was  only  my  impres¬ 
sion  of  what  the  Senator  said. 


Mr.  KERR.  I  don’t  believe  the  Sena¬ 
tor  from  Oklahoma  made  any  such  state¬ 
ment  unless  it  was  with  respect  to  the 
Treasury  full-year  effect  of  the  bill  tak¬ 
ing  into  account  its  stimulative  effect. 

Mr.  JAVITS.  I  thought  I  heard  the 
Senator  use  the  figure  *‘$105  million.” 

Mr.  KERR.  That  was  in  connection 
with  only  one  amendment  to  the  bill,  the 
provision  concerned  with  entertainment 
expenses. 

The  language  in  the  bill  which  was 
agreed  upon  in  conference  will  result  in 
the  collection  of  approximately  $20  mil¬ 
lion  more  revenue  a  year  than  would 
have  the  language  in  the  bill  as  passed 
by  the  Senate. 

Mr.  JAVITS.  Is  the  Senator  from 
Oklahoma  prepared  to  give  an  estimate 
of  the  revenue  gain  as  against  revenue 
diminution  by  virtue  of  the  passage  of 
the  bill? 

Mr.  KERR.  The  overall  passage  of 
the  bill? 

Mr.  JAVITS.  Yes. 

Mr.  KERR.  Nearly  everyone  connect¬ 
ed  with  our  committee  and  the  Commit¬ 
tee  on  Ways  and  Means,  the  staff  of  the 
Joint  Committee  on  Internal  Revenue 
Taxation,  the  individual  members  of  the 
Committee  on  Finance,  and  the  person¬ 
nel  in  the  Treasury  have  come  forward 
with  an  estimate  as  to  what  the  revenue 
result  will  be  by  reason  of  the  passage  of 
the  bill.  I  have  placed  the  revenue  esti¬ 
mates  of  the  two  staffs  in  the  record. 

When  the  bill  was  before  the  Senate, 
the  Senator  from  Oklahoma  took  the 
position  that  in  the  first  year  there 
would  be  a  loss,  under  the  bill,  of  $200 
million;  that,  in  his  judgment,  there¬ 
after  there  would  be  a  net  gain  from  the 
bill. 

The  latter  statement  is  still  the  opin¬ 
ion  of  the  Senator  from  Oklahoma  as  to 
the  longrun  effect. 

In  view  of  the  fact  that  the  Senate 
conferees  were  unable  to  retain  in  con¬ 
ference  the  Senate  amendment  which 
made  investment  credit  effective  July  1, 
1962,  instead  of  January  1,  1962,  there 
will  be  an  additional  loss  in  fiscal  1963 
of  approximately  $500  million. 

However,  as  I  said  a  while  ago,  in  the 
judgment  of  the  Senator  from  Oklaho¬ 
ma,  after  fiscal  1963,  because  of  its  stim¬ 
ulative  effect,  the  bill  will  produce  a  net 
revenue. 

Mr.  JAVITS.  Speaking  for  myself,  I 
shall  support  the  conference  report  with 
this  estimate,  which  I  gather  is  in  the 
neighborhood  of  $650  million  to  $750 
million  for  the  first  year. 

Mr.  KERR.  I  think  it  would  not  be  in 
excess  of  $970  million  for  the  first  year; 
my  judgment  is  that  it  would  be  less. 

Mr.  JAVITS.  I  feel,  as  does  the  Sen¬ 
ator  from  Oklahoma,  that  the  stimulus 
of  the  economy  which  is  represented  by 
the  bill  is  very  much  worthwhile  and  will 
pay  us  back  handsomely. 

Mr.  KERR.  I  thank  the  Senator  from 
New  York  for  his  statement.  I  agree 
with  him. 

Mr.  JAVITS.  I  thought  it  important 
to  pinpoint  that  item  so  that  there  would 
be  no  lack  of  explanation. 

In  regard  to  entertainment  expenses, 
I  gather  that  the  fundamental  thrust  of 
the  change  was  not  to  use  the  words  “di- 
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rectly  related  to  the  conduct  of  the  tax¬ 
payer’s  trade  or  business  exclusively” 
or  the  words  “associated  exclusively”,  but 
to  do  what  we  lawyers  often  do — namely, 
to  relate  the  propriety  of  the  entertain¬ 
ment  expense  deduction  to  the  fact  that 
the  expense  was  in  connection  with — 
whether  before  or  after — income,  and  so 
forth,  which  would  be  earned.  I  think 
that  is  a  fair  compromise,  in  view  of  the 
desire  to  tighten  the  definition,  which 
those  in  some  quarters  felt  had  been 
abused;  and  I  do  not  believe  it  would 
materially  change  the  decisions  of  the 
Internal  Revenue  authorities  in  regard 
to  the  deductions  claimed  by  those  who 
have  pursued  a  reasonable  course  of  con¬ 
duct  in  making  deductions  for  the  ex¬ 
penses  of  entertainment  with  fair  rela¬ 
tionship  to  their  earning  of  income  or 
engaging  in  business. 

Let  me  ask  to  what  extent  the  con¬ 
ference  report  allows  the  deduction  of 
expenses  of  entertainment  in  connection 
with  good  will. 

Mr.  KERR.  This  was  the  principal 
work  of  the  conferees,  I  say  to  the  Sena¬ 
tor  from  New  York  with  respect  to  en¬ 
tertainment  expenses.  Expenses  con¬ 
nected  with  the  development  of  good  will 
can  be  appropriately  and  legally  deduct¬ 
ed  under  the  language  agreed  to  by  the 
conferees,  provided  the  expenditure  is 
directly  preceding  or  following  a  sub¬ 
stantial  and  bona  fide  business  discus¬ 
sion.  This  includes  business  meetings  at 
a  convention.  In  such  cases  the  enter¬ 
tainment  goodwill  is  deductible  if  it  is 
associated  with  business.  Otherwise  the 
expense  must  be  directly  related  to  busi¬ 
ness. 

Mr.  JAVITS.  Therefore,  would  the 
Senator  say  we  are  dealing  with  a  mat¬ 
ter  of  hours  or  minutes  or  days  or  with 
a  bracket  of  time,  as  it  relates  to  a  busi¬ 
ness  deal? 

Mr.  KERR.  I  would  say  that  if  a 
business  representative  is  engaged  in  an 
effort  to  expand  or  further  his  business 
or  make  sales,  and  if  there  is  a  goodwill 
expenditure  at  the  time  of  the  effort — 
or  I  believe  the  language  of  the  confer¬ 
ence  report  is  “directly  preceding  in  fol¬ 
lowing  a  substantial  and  bona  fide  busi¬ 
ness  discussion.” 

Mr.  JAVITS.  I  notice  in  the  report, 
the  words  “directly  precede  or  follow.” 
I  am  trying  to  ascertain  from  the  Sena¬ 
tor  whether  there  is  to  be  reasonable 
latitude  in  terms  of  a  duration  of  time, 
provided  the  taxpayer  can  show  it  is 
directly  related  to  being  immediately 
after  or  immediately  before  a  discussion. 

Mr.  KERR.  In  my  opinion  that  is  an 
accurate  statement  if  the  business  dis¬ 
cussion  is  substantial  and  bona  fide. 

Mr.  JAVITS.  Men  might  take  a  3- 
hour  or  4-hour  automobile  ride  or  train 
ride  before  they  reached  the  situs  of  the 
entertainment. 

Mr.  KERR.  Yes. 

Mr.  SMATHERS.  Mr.  President,  will 
the  Senator  from  Oklahoma  yield? 

Mr.  KERR.  I  yield. 

Mr.  SMATHERS.  So,  as  the  Senator 
from  New  York  has  said,  if  the  expense  is 
“directly  related  to,”  there  is  no  limita¬ 
tion,  as  I  understand,  as  to  hours  or 
minutes,  or  anything  of  the  sort. 


Mr.  JAVITS.  I  am  speaking  of  the 
way  a  lawyer  would  consider  this  mat¬ 
ter;  and  I  wonder  whether  we  are  deal¬ 
ing  with  an  event  bracket  or  with  a  time 
bracket. 

Mr.  SMATHERS.  It  is  an  event 
bracket 

Mr.  JAVITS.  So  I  believe  it  will  be 
necessary  to  prove  contiguity  with  the 
event,  not  as  regards  time. 

Mi-.  SMATHERS.  Yes. 

Mr.  KERR.  I  believe  the  report  uses 
the  words  “directly  preceding  or  follow¬ 
ing  a  substantial  and  bona  fide  business 
discussion.” 

Mr.  JAVITS.  And  that  refers  to  an 
event,  and  shows  that  we  are  dealing 
with  an  event  bracket. 

Mr.  KERR.  The  interpretation  of  the 
Internal  Revenue  authorities  in  this  re¬ 
gard  will  be  reasonable. 

Mr.  JAVITS.  I  thank  the  Senator. 

I  notice  that  the  conference  report,  in 
dealing  with  building  and  loan  associa¬ 
tions,  a  matter  of  great  controversy — is 
rather  heavily  weighted  on  the  side 
taken  by  the  Senate,  and  that  the  defi¬ 
nition  voted  by  the  House,  which  was 
considerably  restricted,  has  been  con¬ 
siderably  yielded  in  favor  of  the  position 
taken  by  the  Senate.  Is  it  fair  to  say 
that,  generally  speaking,  the  Senate  view 
in  that  regard  has  prevailed? 

Mr.  KERR.  I  would  say  the  defini¬ 
tion  included  by  the  House  was  both 
vague  and  at  the  same  time  relatively 
severe.  The  Senator  from  New  York 
was  on  the  floor  of  the  Senate  when  the 
definition  which  had  been  written  by 
the  Finance  Committee  was  further  mod¬ 
ified.  The  conferees  further  changed 
the  definition,  as  contained  in  the  Sen¬ 
ate  amendment  dealt  with  on  the  floor. 
The  effect  of  the  change  was  to  make  it 
slightly  more  generous.  Also,  it  pro¬ 
vided  a  reduced  deduction  for  those  who 
did  not  quite  meet  the  definition  but 
nearly  did  so.  This  “near  miss”  cate¬ 
gory,  however,  can  only  be  retained  for 
2  years  at  most,  for  any  consecutive 
period. 

Mr.  JAVITS.  I  thank  the  Senator. 

I  have  two  further  questions  to  ask. 
One  of  them  relates  to  the  problem  of 
controlled  foreign  corporations  under 
American  ownership,  and  the  attempt  to 
include  a  provision  which  would  be  such 
that  American  concerns  would  not  thus 
find  themselves  at  a  disadvantage  when 
competing  with  foreign  corporations 
which  would  not  come  under  the  provi¬ 
sions  imposed  by  this  tax  bill. 

Of  course  it  is  impossible  for  me  to  deal 
with  all  the  nuances  of  this  matter ;  but 
we  have  great  confidence  in  the  Senator 
from  Oklahoma,  and  therefore  I  wish  to 
ask  him  this  question:  Was  the  com¬ 
petitive  situation  of  such  American 
firms  in  competition  with  foreign  firms 
reasonably  taken  into  consideration  in 
determining  the  tax  base  upon  which  the 
controlled  foreign  corporations  should 
operate? 

Mr.  KERR.  This  measure  does  not 
touch,  taxwise,  the  operations  of  a 
legitimate  manufacturing  or  similar 
operating  corporation  in  another  coun¬ 
try  which  is  a  subsidiary  of  a  company 
in  the  United  States.  It  does,  however. 


tax  to  U.S.  shareholders  income  from 
tax  haven  operations. 

Mr.  JAVITS.  As  I  have  said,  we  have 
great  confidence  in  the  Senator  from 
Oklahoma,  and  we  accept  that  assur¬ 
ance.  But  he  will  remember  that  was 
the  principal  matter  about  which  the 
Senator  from  Minnesota  [Mr.  Mc¬ 
Carthy]  and  I  and  other  Senators  made 
our  fight — namely,  the  competitive  as¬ 
pect. 

From  a  quick  reading  of  the  report, 
I  gained  the  impression  that  that  is  the 
general  thrust  of  this  portion  of  the  con¬ 
ference  report. 

Mr.  KERR.  The  Senate  amendments 
I  offered  were  intended  to  enable  our 
concerns  abroad  to  be  competitive  and 
the  House  agreed  to  these  amendments. 

Mr.  JAVITS.  In  connection  with  my 
last  question,  I  must  say  that,  being  the 
author  of  the  compromise  in  regard  to 
reporting,  I  have  been  quite  dismayed  by 
the  many  protests  which  have  been  made 
by  credit  unions,  which  have  sent  to  me, 
and  I  am  sure,  to  many  .other  Members 
of  the  Senate,  telegrams  in  which  they 
have  strongly  urged  that  the  reporting 
provisions  which  we  substituted  for  the 
withholding  provisions — and  I  am  glad 
to  say  that  the  latter  have  been  deleted 
from  the  bill — would  be  very  onerous 
on  the  credit  unions. 

Will  the  Senator  state  whether  that 
question  was  considered  by  the  conferees, 
and  will  he  state  their  point  of  view  in 
that  regard? 

Mr.  KERR.  I  understand  this  con¬ 
troversy  arose  by  reason  of  the  provision 
of  the  bill,  as  passed  by  the  House,  call¬ 
ing  for  withholding  by  the  payors  of 
dividends  and  of  interest.  I  worked  out 
a  number  of  amendments  which,  in  my 
judgment,  would  have  alleviated  any  in¬ 
justice  or  inconvenience  to  any  taxpayer 
with  reference  to  whom  such  dividends 
or  interest  earnings  did  not  result  in 
further  tax. 

That  effort,  however,  availed  nothing. 
Those  in  opposition  to  the  withholding 
measure  came  forward  with  a  report¬ 
ing  requirement  providing  for  the  sub¬ 
mission  by  payors  of  information  returns 
to  the  Government  for  interest,  divi¬ 
dends,  and  patronage  dividends  of  $10 
or  more  per  person  per  year,  and  provid¬ 
ing  that  this  same  information  must 
also  be  submitted  by  the  payors  to  the 
recipients  of  interest,  dividends,  or  pa¬ 
tronage  dividends  on  an  annual  basis. 
Penalties  of  $10  per  return  on  state¬ 
ment,  but  not  to  exceed  $25,000  per 
payor,  are  provided  for  failures  to  file 
returns  with  the  Government  and  pen¬ 
alties  of  $10  per  statement  but  not  over 
$25,000  are  provided  for  failures  to  sub¬ 
mit  statements  to  payees. 

Those  who  had  opposed  withholding, 
both  as  members  of  the  committee  and 
as  representatives  of  industry,  who  ap¬ 
peared  before  the  committee  as  wit¬ 
nesses,  advocated  adoption  of  an  ade¬ 
quate  reporting  requirement  in  lieu  of 
the  withholding  provisions  in  the  bill, 
and  that  was  done. 

I  will  say  to  my  friend  from  the  great 
State  of  New  York  that,  in  my  judgment, 
if  I  had  been  in  the  building  and  loan 
business,  or  in  the  banking  business,  or 
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in  any  business  paying  dividends,  or  in 
the  regulated  investment  company  busi¬ 
ness,  or  in  the  credit  union  business,  I 
would  have  been  before  the  Finance 
Committee  favoring  the  liberalized  with¬ 
holding  provisions,  rather  than  this  re¬ 
porting  requirement.  But  such  was  not 
the  case. 

There  were  not  sufficient  votes  on  the 
committee  to  retain  the  withholding  pro¬ 
visions,  and  there  were  not  sufficient 
votes  in  the  Senate  to  retain  the  with¬ 
holding  provisions. 

When  the  withholding  provisions  were 
eliminated,  the  Senator  from  Oklahoma 
supported  the  amendment  offered  by  the 
distinguished  chairman  of  the  commit¬ 
tee,  the  Senator  from  Virginia  [Mr. 
Byrd],  who  had  the  support  of  the  ma¬ 
jority  of  the  members  of  the  committee. 

It  may  well  be  a  burdensome  provi¬ 
sion  for  the  payors  of  dividends  and  in¬ 
terest.  But  when  the  question  came  to 
a  vote,  in  committee  the  withholding 
amendments  were  defeated  and  the  com¬ 
mittee  instead  adopted  the  reporting 
provisions. 

Mr.  JAVITS.  I,  too,  opposed  the  with¬ 
holding,  but  is  it  fair  to  say  that,  having 
accepted  an  alternative  rather  than 
withholding,  which  the  savings  institu¬ 
tions  and  credit  unions  considered  the 
least  worse  of  the  two  alternatives,  they 
must  live  with  it?  I  notice  the  Treas¬ 
ury  has  been  asked  to  carefully  watch 
the  operation - 

Mr.  KERR.  Yes.  I  would  like  to  read 
that  language  into  the  Record. 

Mr.  JAVITS.  I  think  it  might  help  if 
the  Senator  heard  my  question  first. 

Mr.  KERR.  Very  well. 

Mr.  JAVITS.  I  will  not  read  it.  I  will 
let  the  Senator  from  Oklahoma  read  it. 
The  Treasury  is  to  watch  the  operation 
to  see  if  it  wishes  any  improvement  in 
the  reporting  of  dividend  and  interest 
income. 

Would  the  Senator,  as  a  matter  of 
legislative  record,  be  willing  to  have  the 
Treasury  watch  it  from  the  point  of  view 
of  the  onerousness  of  the  reporting  on 
the  part  of  segments  of  the  savings  in¬ 
dustry,  including  thrift  industries,  to  see 
what  additional  revenue  has  been  pro¬ 
duced  by  this  provision,  and  also  report 
if  it  finds  that  the  reporting  require¬ 
ments  which  the  bill  carries  bear  par¬ 
ticularly  heavy  on  any  particular  sec¬ 
tion  of  the  thrift  industry,  and  if  so,  to 
make  recommendations? 

Mr.  KERR.  There  is  no  provision  in 
the  conference  report  for  that. 

Mr.  JAVITS.  No,  there  is  not. 

Mr.  KERR.  As  the  Senator  from  New 
York  has  just  indicated,  the  House  and 
Senate  conferees  have  requested  the 
Treasury  Department  to  make  annual 
reports  to  the  House  Committees  on 
Ways  and  Means  and  the  Senate  Com¬ 
mittee  on  Finance  on  the  improvement 
in  the  reporting  on  tax  returns  of  div¬ 
idends,  interest,  and  patronage  dividends 
as  a  result  of  the  Senate  amendment, 
with  the  view  that  this  matter  will  be 
reconsidered  by  the  Committees  on 
Ways  and  Means  and  Finance  if  it  is 
determined  that  there  has  not  been  suf¬ 
ficient  improvement  in  the  reporting  of 
such  income. 


In  further  answer  to  the  question,  I 
think  that  this  subject  will  be  brought 
before  the  Congress  after  this  law  goes 
into  effect  and  the  payors  have  had  to 
operate  under  it.  The  Senator  from 
Oklahoma  accepted  the  thesis  of  the 
chairman  of  the  Finance  Committee, 
that  this  reporting  requirement  would 
produce  as  much  revenue  as  the  with¬ 
holding  requirement.  Whether  it  does 
or  not,  I  believe  it  will  be  more  burden¬ 
some  to  those  who  pay  interest  and 
dividends.  There  is  no  doubt  in  the 
mind  of  the  Senator  from  Oklahoma 
that  those  affected  will  be  before  Con¬ 
gress  in  the  next  12  or  18  months,  as 
soon  as  they  have  to  make  the  reports 
once,  and  will  ask  Congress  to  recon¬ 
sider  this  decision. 

So  far  as  the  Senator  from  Oklahoma 
knows,  the  witnesses  who  appeared  be¬ 
fore  the  committee  representing  the  sav¬ 
ings  and  thrift  industries  and  financial 
institutions  and  corporations  paying 
dividends,  who  opposed  the  withholding 
tax,  generally  supported  the  provision  re¬ 
quiring  this  additional  reporting.  I 
talked  with  a  number  of  the  witnesses. 
I  frankly  told  them  that  I  thought  they 
were  getting  out  of  a  very  comfortable 
couch  into  the  fire,  and  not  out  of  the 
frying  pan  into  the  fire;  but  they  as¬ 
sured  the  Senator  from  Oklahoma  that 
is  what  they  wanted.  If  the  committee 
report  is  adopted  and  the  bill  is  signed, 
that  is  what  they  are  going  to  get. 

Mr.  JAVITS.  I  happen  to  be  one  of 
those  who  believed  that  the  reporting 
was  superior  to  the  withholding  require¬ 
ment.  I  thought  the  withholding  re¬ 
quirement,  considering  our  general  situ¬ 
ation,  was  not  wise.  But  we  are  now 
considering  the  report.  I  have  no  doubt 
it  will  be  approved.  I  myself  intend  to 
support  it. 

Will  the  Senator  join  with  me  in  the 
suggestion  that  the  Treasury,  at  the 
same  time  it  reports  on  revenue  produc¬ 
tion,  report  on  the  way  the  reporting 
system  is  operating  and  the  way  it  af¬ 
fects  different  segments  of  the  thrift 
industry? 

Mr.  KERR.  I  shall  be  glad  to  bring  it 
to  the  attention  of  the  Finance  Com¬ 
mittee,  because  I  think  the  suggestion 
has  merit. 

Mr.  JAVITS.  I  thank  the  Senator. 

Mr.  YARBOROUGH.  Mr.  President, 
will  the  Senator  yield  for  a  question? 

Mr.  KERR.  I  yield. 

Mr.  YARBOROUGH.  Was  any 
change  made  by  the  conference  commit¬ 
tee  in  the  sections  relating  to  lobbying 
deductions? 

Mr.  KERR.  No  changes  were  made. 
That  question  was  not  in  conference, 
because  after  adoption  of  the  amend¬ 
ment  of  the  Senator  from  Kentucky 
deleting  from  the  bill,  the  Finance  Com¬ 
mittee  amendment,  the  language  re¬ 
tained  was  identical  with  that  passed  by 
the  House.  So  there  was  no  matter  in 
conference  with  reference  to  that  ques¬ 
tion. 

Mr.  YARBOROUGH.  Did  I  correctly 
understand  the  distinguished  Senator 
from  Oklahoma  to  say  that  the  first  year 
of  the  operation  under  the  bill  the  re¬ 


sult  probably  would  show  a  net  loss  of 
about  $600  million? 

Mr.  KERR.  That  is  my  judgment. 
That  would  be  for  fiscal  year  1963. 

Mr.  YARBOROUGH.  I  thank  the  dis¬ 
tinguished  Senator. 

Mr.  KUCHEL.  Mr.  President  will  the 
Senator  yield? 

Mr.  KERR.  I  yield  to  the  Senator 
from  California. 

Mr.  KUCHEL.  First  I  wish  to  con¬ 
gratulate  my  able  friend  from  Oklahoma, 
who  has  assumed  a  very  great  respon¬ 
sibility  with  respect  to  this  proposed 
legislation  and  who  has  performed  it  in 
the  usual  excellent  manner  which  char¬ 
acterizes  his  work. 

Was  the  text  of  the  amendment  which 
I  offered  with  respect  to  the  Japanese- 
American  problem  retained  in  the  bill  as 
the  Senate  approved  it? 

Mr.  KERR.  I  say  to  the  distinguished 
Senator  from  California  with  the  reali¬ 
zation  that  it  will  come  to  him  within 
an  impact  of  pleasure,  joy  and  pride,  that 
the  answer  is  “Yes.” 

Mr.  KUCHEL.  I  thank  my  able 
friend. 

The  PRESIDING  OFFICER.  The 
question  is  on  agreeing  to  the  conference 
report. 

SO-CALLED  TAX  RELIEF  BILL  NOT  GOOD  FOR 
AMERICA 

Mr.  YARBOROUGH.  Mr.  President, 
the  original  purpose  of  this  tax  bill  was 
to  eliminate  undesirable  loopholes.  At 
the  same  time,  it  was  felt  by  the  admin¬ 
istration  proponents  that  the  sluggish 
performance  of  the  economy  could  be 
stimulated  by  creating  new  tax  incen¬ 
tives;  thus,  the  investment  credit.  But 
what  has  happened  is  that  many  of  the 
loophole-closing  provisions  have  been 
rendered  impotent,  and  the  investment 
credit  provision  has  been  so  altered  that 
it  will  not  fulfill  its  original  purpose. 
President  Kennedy  asked  for  a  provision 
that  would  induce  new  investment,  in¬ 
vestment  that  would  not  be  made  in  the 
absence  of  such  a  credit.  Therefore,  the 
President  proposed  a  15-percent  tax 
credit  on  new  investment;  that  is,  in¬ 
vestment  in  excess  of  depreciation.  Such 
a  provision  was  properly  designed  to  pro¬ 
vide  an  incentive  to  net  investment,  and 
thus  encourage  economic  growth,  pro¬ 
viding  that  other  important  factors  were 
favorable. 

The  President’s  original  proposal  has 
been  greatly  altered.  The  investment 
credit  provision,  as  amended,  provides 
no  incentive  to  net  investment.  Rather 
than  affording  a  strong  investment-in¬ 
ducing  tax  credit  of  15  percent  on  net 
investment,  the  bill  now  will  give  a  7- 
percent  tax  credit  to  gross  investment. 
Business  will  be  given  a  windfall  tax  de¬ 
duction  for  investment  that  would  have 
been  made  even  in  the  absence  of  a  tax 
credit.  This  is  a  windfall  that  business 
did  not  ask  for.  To  their  credit,  poten¬ 
tial  large  beneficiaries  said  they  did  not 
want  it. 

The  National  Industrial  Conference 
Board,  reporting  on  a  survey  to  deter¬ 
mine  what  effect  the  7-percent  invest¬ 
ment  credit  would  have  upon  capital  in¬ 
vestment,  states: 
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Overall,  the  increase  in  1963  outlays  ex¬ 
pected  on  account  of  the  investment  tax 
credit  may  be  small  in  relation  to  its  poten¬ 
tial.  In  more  than  half  of  the  industries 
covered,  moreover,  the  imputed  difference 
was  less  than  1  percent. 

Mr.  President,  there  is  a  need  at  the 
present  time  to  stimulate  the  economy. 
The  recovery  from  each  succeeding  post¬ 
war  recession  has  been  weaker  than  the 
one  before.  .But,  Mr.  President,  the  eco¬ 
nomic  growth  equation  is  comprised  of 
two  equal  parts:  supply  and  demand. 
The  most  pressing  economic  growth 
problem  facing  the  American  economy  is 
insuring  effective  demand.  A  study  by 
the  staff  of  the  Joint  Economic  Commit¬ 
tee  makes  the  following  two  points : 

First.  The  growth  rate  in  the  postwar 
period  tapered  off  substantially  after 
1953.  Not  only  was  recent  history 
marred  by  two  recessions,  a  period  of  low 
growth  during  prosperity  also  occurred. 
This  low  growth  during  prosperity  was 
due  primarily  to  the  slowing  down  of  the 
rate  of  growth  of  demand,  particularly 
the  demand  for  goods. 

Second.  That  a  lack  of  labor  and  capi¬ 
tal  did  not  limit  growth  during  this  pe¬ 
riod  is  revealed  by:  (a)  Higher  unem¬ 
ployment  rates,  even  during  the  pros¬ 
perity  phase  1956-57;  (b)  the  higher  per¬ 
centage  of  the  labor  force  which  was 
working  part  time;  and  (c)  the  low  and 
falling  rates  of  capital  utilization.  The 
McGraw-Hill  index  of  plant  utilization 
is  now  at  approximately  85  percent. 
Certain  key  industries  such  as  steel  are 
even  lower. 

There  is  a  shortage  of  investment 
funds;  in  1961  American  corporations  ac¬ 
cumulated  nearly  $12  billion  in  liquid 
assets.  In  the  face  of  this  overwhelming 
evidence,  can  we  come  to  any  conclusion 
other  than  that  the  problem  we  must 
conquer  is  one  of  insufficient  demand? 
The  investment  credit  operates  on  the 
supply  side  of  the  equation.  We  are 
treating  the  healthy  patient  and  ignor¬ 
ing  the  sick  one.  What  sense  does  it 
make  to  give  a  business  firm  an  incentive 
to  enlarge  or  modernize  its  productive 
capacity,  when  there  is  not  enough  de¬ 
mand  for  its  product  to  warrant  full  use 
of  the  capacity  it  already  has? 

Increased  demand  will  give  business  a 
healthy,  natural  incentive  to  expand. 
Therefore,  we  should  be  looking  to  the 
lower  economic  brackets  when  we  con¬ 
sider  who  should  get  a  tax  deduction.  In 
the  past  8  years  accelerated  depreciation 
allowances  and  other  tax  changes  have 
reduced  the  tax  load  of  corporations  by 
$4  billion  a  year.  During  this  same 
period  virtually  no  tax  cuts  have  been 
given  to  low-  and  middle-income  groups. 
The  biggest  impact  upon  consumption 
from  a  tax  reduction  comes  from  these 
bottom  income  groups,  since  these  peo¬ 
ple  spend  a  larger  proportion  of  their  in¬ 
comes  than  do  those  in  any  other  cate¬ 
gory.  Almost  all  of  a  tax  cut  for  our 
lowest  bracket  taxpayer  will  result  in  in¬ 
creased  spending. 

It  is  utter  folly  to  think  about  giving 
an  investment  credit  to  business  at  a 
time  when  corporations  are  increasing 
their  liquidity  and  are  not  finding  enough 
demand  to  use  even  the  capacity  they 
already  have.  Rather  we  should  attack 


the  source  of  our  problem — insufficient 
demand,  and  that  can  best  be  accomp¬ 
lished  by  tax  relief  for  lower  bracket 
individuals. 

Mr.  President,  the  bill  before  the  Sen¬ 
ate  is  the  very  antithesis  of  that.  The 
bill  would  worsen  the  situation  instead 
of  help  to  solve  the  problem. 

We  are  all  hopeful  of  giving  some  tax 
relief  next  year  on  the  bottom  end  of 
the  scale,  but  we  must  realize  now  that 
what  tax  cuts  we  give  this  year  will  re¬ 
duce  the  amount  of  tax  cuts  we  can  make 
next  year  for  the  benefit  of  the  public  at 
large.  This  year  we  are  frittering  away 
the  badly  needed  tax  cut  for  the  people 
for  the  benefit  of  a  few  groups  who  do  not 
really  need  tax  relief. 

Mr.  GORE.  Mr.  President,  will  the 
Senator  yield? 

Mr.  YARBOROUGH.  I  yield  to  the 
distinguished  Senator  from  Tennessee. 

Mr.  GORE.  I  wonder  what  incentive 
for  modernization  would  be  involved  in 
a  retroactive  tax  gift  of  the  investment 
credit  to  January  1,  1962. 

Mr.  YARBOROUGH.  I  confess  that 
that  is  a  question  I  am  unable  to  an¬ 
swer.  The  distinguished  Senator  fx-om 
Tennessee  will  have  to  find  some  other 
source.  He  could  not  do  it  by  clairvoy¬ 
ance,  because  it  could  not  be  done  by 
projecting  into  the  future,  since  the  cap¬ 
ital  improvement  would  already  have 
been  made  prior  to  the  time  the  bill  was 
passed. 

The  purported  object  is  an  incentive 
to  cause  capital  improvements  in  the 
future.  As  already  pointed  out,  the  pur¬ 
chasing  power  of  the  people  is  not  high 
enough  to  utilize  the  productive  capacity 
now  available. 

We  will  be  making  a  tax  cut  in  the 
wrong  place,  in  the  wrong  brackets. 

By  further  illustration,  I  cite  the 
really  horrible  example :  the  provision  in 
the  bill  allowing  a  tax  deduction  for  lob¬ 
bying  expenditures. 

At  the  present  time  the  tax  laws  are 
neutral  with  respect  to  the  expenses  in¬ 
curred  by  the  different  groups  which  en¬ 
gage  in  lobbying  activities.  This  is  as  it 
should  be;  groups  which  lobby  for  the 
purpose  of  advancing  their  own  self- 
interest  should  pay  for  these  activities 
themselves.  They  have  no  right  to  ask 
for  the  financial  support  of  the  rest  of 
the  economy. 

That  is  what  happens  when  we  pro¬ 
vide  a  tax  credit  for  some  businesses  to 
send  representatives  to  lobby  the  Con¬ 
gress.  We  make  the  other  citizens  pay 
the  expense  of  their  lobbying  for  their 
own  selfish  ends. 

Section  3  would  change  all  that.  Sec¬ 
tion  3  would  give  a  tax  deduction  to  busi¬ 
ness  concerns  for  lobbying  activities. 
This  tax  deduction  would  be  given  only 
to  business  concerns.  The  revenue  lost 
from  these  deductions  will  have  to  be 
made  up  by  the  rest  of  the  economy.  The 
average  citizen  will  be  forced  to  pay  for 
the  lobbying  activities  of  big  business, 
and  further,  cannot  even  take  advantage 
of  the  deduction  himself. 

We  would  deny  the  deduction  to  a  cit¬ 
izen  who  wished  to  write  or  telephone 
to  a  Senator  or  his  Representative  about 
pending  legislation — legislation  which 
would  quite  probably  hit  the  citizen  in 


the  pocketbook.  We  would  deny  that  de¬ 
duction,  and  yet  allow  such  an  expense 
to  be  made  tax  free  by  a  business  that 
was  lobbying.  That  section  of  the  bill 
is  completely  unconscionable. 

Those  two  sections  alone — the  invest¬ 
ment  credit  and  the  lobbying  deduc¬ 
tion — unfortunately  vitiate  any  public 
interest  to  be  gained  by  passage  of  the 
other  provisions  of  the  bill.  For  the  sake 
of  having  a  reasonably  just  tax  relief 
bill  next  year,  the  conference  report 
should  be  killed  now.  Next  year,  when 
the  public  comes  clamoring,  “Where  is 
the  tax  cut  you  promised  us  in  1962?”  I 
do  not  desire  to  be  one  who  will  have  to 
say,  “We  gave  it  away  last  year.  We 
gave  it  away  last  year  to  someone  who 
did  not  need  it.” 

In  my  opinion,  the  bill  is  not  a  tax 
reform.  It  is  the  opposite.  It  is  tax  re¬ 
gression.  It  would  create  greater 
inequities  in  our  tax  structure.  In  effect, 
it  would  give  tax  cuts  to  the  larger  fi¬ 
nancial  interests  which  are  not  using 
their  productive  capacity  now,  and  deny 
tax  cuts  to  the  great  body  of  American 
citizens. 

It  has  been  stated  by  the  chairman  of 
the  conference  that  the  bill  would  result 
in  a  net  loss  of  revenue  of  $600  million 
in  fiscal  year  1963. 

The  bill  is  not  a  tax  reform  bill.  It 
is  a  bill  that  would  put  us  $600  million 
further  in  the  hole  for  the  relief  of  those 
who  do  not  need  it. 

I  see  no  good,  no  public  benefits  in  the 
bill  to  compensate  for  the  loss  of  reve¬ 
nue  and  the  greater  inequity  in  the  tax 
structure  which  would  result  by  giving 
no  relief  to  those  in  the  lower  income 
brackets,  but  giving  more  tax  cuts  to 
those  in  the  higher  brackets.  It  would 
not  give  a  tax  cut  to  the  buying  public. 
It  is  based  upon  a  trickle-down  theory 
which  is  an  archaic  and  outmoded  eco¬ 
nomic  theory,  not  leading  to  a  generally 
prosperous  economy. 

Mr.  President,  I  hope  that  the  con¬ 
ference  report  is  rejected.  I  ask  for  the 
yeas  and  nays. 

The  yeas  and  nays  were  not  ordered. 

Mr.  YARBOROUGH.  Mr.  President, 
I  suggest  the  absence  of  a  quorum. 

Mr.  MANSFIELD.  Mr.  President,  will 
the  Senator  withhold  his  request  until 
we  determine  whether  it  is  possible  to 
arrive  at  a  time  at  which  to  vote? 

Mr.  YARBOROUGH.  I  withhold  my 
request.  I  have  no  further  statement  to 
make. 

Mr.  MANSFIELD.  Would  it  be  satis¬ 
factory  if  we  can  arrange  to  vote  at  or 
before  5  o’clock? 

Mr.  YARBOROUGH.  Whatever  hour 
is  satisfactory  to  the  majority  leader  is 
satisfactory  to  me. 

Mr.  MANSFIELD.  Mr.  President,  I 
ask  unanimous  consent  that  there  be  a 
vote  on  the  conference  report  at  or  be- 

fAvp  R  nVlnrlr 

Mr.  SMATHERS.  If  no  Senator 
wishes  to  speak  further,  perhaps  the 
vote  could  be  taken  sooner. 

Mr.  MANSFIELD.  I  suggested  any 
time  before  5  o’clock. 

Mr.  SMATHERS.  Very  well. 

The  PRESIDING  OFFICER.  Is  there 
objection  to  the  request  of  the  Senator 
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from  Montana?  The  Chair  hears  none, 
and  it  is  so  ordered. 

Mr.  MANSFIELD.  Mr.  President,  I 
ask  for  the  yeas  and  nays  on  the  ques¬ 
tion  of  agreeing  to  the  conference  report. 

The  PRESIDING  OFFICER.  Is  there 
a  sufficient  second? 

The  yeas  and  nays  were  ordered. 

Mrs.  NEUBERGER  obtained  the  floor. 
Mr.  MANSFIELD.  Mr.  President,  will 
the  Senator  from  Oregon  yield? 

Mrs.  NEUBERGER.  I  yield. 

Mr.  MANSFIELD.  May  I  ask  how 
long  the  Senator  believes  she  will  speak? 

Mrs.  NEUBERGER.  Not  more  than  5 
minutes. 

Mr.  MANSFIELD.  Mr.  President,  will 
the  Senator  yield  for  the  purpose  of  my 
suggesting  the  absence  of  a  quorum, 
without  losing  her  right  to  the  floor? 

Mrs.  NEUBERGER.  I  yield  with  that 
understanding. 

Mr.  MANSFIELD.  Mr.  President,  I 
suggest  the  absence  of  a  quorum. 

The  PRESIDING  OFFICER.  The 
clerk  will  call  the  roll. 

The  legislative  clerk  proceeded  to  call 
the  roll. 

Mr.  MANSFIELD.  Mr.  President,  I 
ask  unanimous  consent  that  the  order 
for  the  quorum  call  be  rescinded. 

The  PRESIDING  OFFICER.  With¬ 
out  objection,  it  is  so  ordered. 

Mr.  MANSFIELD.  With  the  consent 
of  the  Senator  from  Oregon,  I  should 
like  to  ask  the  attaches  of  the  Senate 
to  notify  Senators  that  there  will  be  a 
vote  between  now  and  5  o’clock  on  the 
conference  report  on  the  tax  bill. 

The  PRESIDING  OFFICER.  The  at¬ 
taches  will  take  note. 

Mrs.  NEUBERGER.  Mr.  President, 
during  the  initial  debate  on  section  3  of 
the  tax  bill,  the  lobbying  expense  de¬ 
duction  was  sharply  challenged  by  the 
Senators  from  Illinois  and  Tennessee. 
At  that  time  I  was  particularly  im¬ 
pressed  and  disturbed  by  their  argument 
that  the  deduction  would  benefit  only 
those  private  commercial  interests  which 
already  exercise  a  disproportionate 
voice  in  the  legislative  process.  During 
the  present  session,  we  have  had  ample 
opportunity  to  witness  the  voice  of  the 
consumer  struggling  to  be  heard  against 
the  broadly  financed  campaigns  of  the 
business  giants.  The  lobbying  deduc¬ 
tion  will  only  amplify  the  advantage  al¬ 
ready  enjoyed  by  the  business  interests. 

Unfortunately,  the  counsel  of  my  dis¬ 
senting  colleagues  remained  unheeded 
and  the  lobbying  deduction  is  entrenched 
in  the  conference  report  now  before  us. 
The  deduction  is,  however,  expressly 
limited  to  direct  lobbying.  It  is,  there¬ 
fore,  important  that  the  legislative  his¬ 
tory  clearly  indicate  that  section  3  dis¬ 
allows  deductions  for  efforts  “to  influ¬ 
ence  the  general  public,  or  segments 
thereof.” 

I  have  before  me  a  copy  of  the  de¬ 
tailed  and  exhaustive  minutes  of  a  meet¬ 
ing  of  the  timber  policy  implementa¬ 
tion  committee  of  the  National  Lumber 
Manufacturers  Association  held  in  Chi¬ 
cago  on  June  14  of  this  year.  These 
minutes  describe  the  committee’s 
launching  of  a  program  of  “massive” 
public  indoctrination  in  the  goals  of  the 
National  Lumber  Manufacturers  Associ¬ 
ation. 


After  preliminary  discussion,  the  com¬ 
mittee  unanimously  adopted  the  follow¬ 
ing  statement  of  purpose: 

It  shall  be  the  purpose  of  the  timber 
policy  implementation  committee  to  develop 
widespread  support  for  Federal  forest  man. 
agement  policies  that  produce  jobs,  income, 
industry  stability  and  prosperous  commu¬ 
nities  by — 

(a)  Organizing  and  activating  local  citi¬ 
zen  groups  to  aid  in  finding  solutions  to 
Federal  timber  supply  problems; 

(b)  Informing  Federal  forest  dependent 
communities  of  the  problems  of  Federal 
forest  management; 

(c)  Developing  community  understanding 
of  how  such  problems  affect  the  well-being 
of  dependent  communities; 

(d)  Encouraging  community  leaders  to  in¬ 
form  the  government  of  their  interest  in 
such  problems  by  bringing  an  informed 
opinion  to  bear  on  public  land  management 
policies  an>d  decisions; 

(e)  Encouraging  other  forest  industry  as¬ 
sociations  and  other  organizations  interested 
in  the  timber  policy  problems  of  the  in¬ 
dustry  to  cooperate  in  carrying  forward  the 
committee’s  program  and  to  undertake  such 
other  activities  and  programs  in  the  interest 
of  purchasers  and  processors  of  Federal  tim¬ 
ber  and  communities  dependent  upon  Fed¬ 
eral  timber  as  may  be  helpful  in  maintain¬ 
ing  stability  for  those  who  buy  and  process 
timber  from  Federal  forests,  and  the  com¬ 
munities  dependent  thereon; 

(f)  By  discussing  such  problems  with  Gov¬ 
ernment  agencies  involved. 

The  committee  also  appropriated  for 
the  implementation  of  its  program  the 
sum  of  $55,000. 

I  am  not  concerned  today  with  the 
merits  of  the  National  Lumber  Manu¬ 
facturers  Association’s  case.  There  are, 
however,  significant  groups,  particularly 
conservation  groups,  which  take  a  view 
of  timber  policies  diametrically  opposed 
to  that  of  the  National  Lumber  Manu¬ 
facturers  Association.  It  is  certain  that 
any  expenditures  made  by  these  groups 
in  disseminating  their  views  will  not  be 
tax  deductible,  and  I  should  like  to  make 
certain  that  the  contributions  of  indi¬ 
vidual  lumber  companies  to  the  timber 
policy  implementation  committee’s  pro¬ 
gram  will  be  equally  nondeductible. 

I  am  probably  particularly  sensitive 
about  this  issue  because  in  my  State  of 
Oregon  there  is  a  very  active  group, 
conservation  minded,  and  interested  in 
having  the  Oregon  dunes  established  as 
a  national  seashore  park.  Contributions 
to  the  support  of  this  avowed  lobbying 
group  are  non-tax-deductible.  The  ac¬ 
tivities  of  the  committee  supporting  the 
Oregon  dunes  are  non-tax-deductible.  I 
see  an  opportunity  here  for  this  massive 
program,  which  I  will  ask  to  have  in¬ 
serted  in  the  Record. 

It  is  planned  in  every  detail  as  a  tax 
deductible  item. 

I  quote  a  few  paragraphs  from  this 
plan: 

It  sets  out  the  scale  of  contributions, 
and  how  the  members  of  the  NMLA  will 
contribute  according  to  the  number  of 
board  feet  they  produce.  It  states: 

It  will  be  possible  to  begin  operations  with 
the  funds  in  band,  but  accomplishment  of 
the  long-range  purposes  of  the  program  will 
depend  upon  the  voluntary  subscription  of 
several  hundreds  of  thousands  of  dollars  over 
a  period  of  several  years. 

All  of  this  will  be  tax  deductible  under 
our  new  tax  law. 


In  another  place  the  plan  states: 

The  series  of  speeches  at  service  clubs  will 
pave  the  way  for  a  communitywide  rally  to 
which  all  members  of  all  organizations  in  the 
community  will  be  invited  by  either  a  tele¬ 
phone  squad  or  a  direct  mail  campaign.  It 
is  likely  that  for  an  organization  such  as 
FACTS  where  there  is  no  profit  motive,  ar¬ 
rangements  could  be  made  for  free  use  of  a 
grange  hall,  a  lodge  hall,  or  even  a  high 
school  auditorium. 

In  another  section  it  states  that  the 
implementation  of  one  of  the  points  has 
assumed  greater  urgency  “because  the 
Secretary,  and  the  Chief  of  the  Forest 
Service,  had  failed  to  take  any  recogni¬ 
tion  of  the  needs  of  dependent  com¬ 
munities.” 

The  assumption  is  that  they  must 
lobby  them  further. 

Then  it  states : 

The  committee  members  concluded  that 
an  intense  interest  in  the  industry’s  prob¬ 
lems  had  been  sparked  in  Congress  and  the 
Forest  Service  had  been  made  acutely  aware 
of  the  dissatisfaction  with  its  policies  and 
procedures;  that  the  industry  had  laid  effec¬ 
tive  groundwork  and  built  up  a  momentum 
which  should  not  be  allowed  to  die  down; 
and  that  a  program  was  needed  to  build  up 
public  support  which,  when  added  to  the 
industry’s  efforts,  would  eventually  lead  to 
solution  of  the  problems. 

I  could  go  on  and  on  and  cite  details 
which  the  lumber  manufacturers  have 
available  for  presenting  their  cause  be¬ 
fore  communities  and  before  Members 
of  Congress,  before  members  of  the 
Cabinet,  and  so  forth.  My  point  is  that 
all  of  this  grandiose  effort  is  a  tax  de¬ 
ductible  item  under  the  new  bill. 

I  ask  unanimous  consent  to  have  the 
minutes  of  this  meeting  are  the  prospec¬ 
tus  inserted  in  the  Record,  at  this  point. 

There  being  no  objection,  the  material 
was  ordered  to  be  printed  in  the  Record, 
as  follows: 

Minutes  op  the  Meeting  of  the  Timber 
Policy  Implementation  Committee,  Water 
Tower  Inn,  Chicago,  III.,  June  14,  1962 
A  meeting  of  the  timber  policy  implement¬ 
ation  committee  was  held  at  the  Water  Tower 
Inn,  Chicago,  Ill.,  June  14,  1962,  in  accord¬ 
ance  with  due  notice  of  call.  The  meeting 
was  called  to  order  at  9:30  a.m.  by  Chairman, 
N.  B.  Giustina,  and  upon  call  of  the  roll, 
the  following  members,  a  quorum,  were  pres¬ 
ent: 

Representing  Western  Pine  Association,  E. 
C.  Rettig,  C.  T.  Gray,  Walter  W.  Black;  repre¬ 
senting  West  Coast  Lumbermen’s  Association, 
Niles  B.  Hult,  R.  W.  Middleton;  representing 
Southern  Pine  Association,  J.  F.  Muller, 
Ralph  S.  Taggart,  Warren  Briggs;  at  large, 
B.  L.  Orell,  J.  D.  Bronson,  C.  M.  Hines,  N.  B. 
Giustina,  Douglas  M.  Miller. 

Others  present  included  Robert  Keck  and 
W.  E.  Griffee.  Absent  members  were  Abbott 
M.  Fox  and  L.  L.  Stewart. 

OPENING  REMARKS  OP  CHAIRMAN 
Chairman  Giustina  briefly  outlined  the 
appointment  of  the  committee  by  NLMA 
President  Arthur  Temple,  Jr.,  and  stated  the 
purpose  of  the  meeting.  He  explained  that 
the  committee  had  been  requested  to  imple¬ 
ment  a  public  relations  program  through  a 
“grossroots”  organization  to  activate  broad 
public  support  of  the  four  points  which  the 
industry  felt  would  solve  its  Federal  timber 
problems.  These  four  points,  he  added, 
dealt  with  allowable  cut,  timber  appraisal 
procedures,  appeals  procedures,  and  proposals 
for  study  and  revision  of  Government  timber 
sales  contract  forms. 
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After  concluding  his  remarks,  Chairman 
Giustina  called  upon  Mortimer  B,  Doyle, 
executive  vice  president  of  the  National 
Lumber  Manufacturers  Association,  to  give 
the  background  of  the  problem  which  had 
led  to  the  appointment  of  the  committee. 

BACKGROUND  OP  INDUSTRY’S  FEDERAL  TIMBER 
POLICY  PROGRAM 

Mr.  Doyle  recounted  the  numerous  efforts 
made  in  the  past  by  various  industry  groups 
to  bring  about  parity  in  bargaining  between 
Federal  administrators  and  members  of  the 
industry  dependent  of  Federal  timber.  All 
of  these  efforts,  he  stated,  had  been  fruitless 
and  the  situation  had  progressively  deterio¬ 
rated. 

Not  suceeding  in  correcting  the  policies 
and  practices  of  the  Federal  timber  manage¬ 
ment  agencies  which  were  leading  to  in¬ 
dustry  instability  and  economic  distress  for 
the  companies  and  communities  dependent 
upon  Federal  timber,  the  National  Lumber 
Manufacturers  Association  Forest  Manage¬ 
ment  Committee,  Mr.  Doyle  said,  had  studied 
the  matter  in  detail.  The  committee,  he 
added,  had  concluded  that  industry  and 
community  forces  must  be  combined  to  de¬ 
velop  enough  strength  and  influence  to  im¬ 
press  the  Federal  agencies  of  the  urgency 
of  the  problem.  To  accomplish  this,  he 
said,  the  forest  management  committee 
recommended,  and  the  board  of  directors  at 
the  November  1961  meeting  authorized  the 
appointment  of  an  executive  council  on  Fed¬ 
eral  timber  supply. 

The  council  met  in  December  1961  and  de¬ 
veloped  a  five-point  program,  Mr.  Doyle 
stated.  The  first  four  points  the  chairman 
had  already  outlined,  he  said,  and  the  fifth 
called  for  the  establishment  of  a  citizens’ 
public  information  organization  to  build  up 
grassroots  support  for  the  solution  of  the 
industry’s  Federal  timber  policy  problems. 

Mr.  Doyle  than  enumerated  the  develop¬ 
ments  and  actions  taken  since  that  meeting 
of  the  council  which  included — 

(a)  January  19,  1962:  National  Lumber 
Manufacturers  Association  executive  com¬ 
mittee  approved  in  principle  council’s  first 
four  points  and  authorized  National  Lumber 
Manufacturers  Association  participation  and 
support  of  fifth  point,  if  such  action  were 
requested  by  affected  regional  associations. 

(b)  February  21,  1962:  Four  points  pres¬ 
ented  to  Secretary  of  Agriculture  and  45 
Members  of  Congress. 

(c)  Letters  from  hundreds  of  lumbermen 
written  to  Members  of  Congress  emphasiz¬ 
ing  seriousness  of  situation. 

(d)  March  1962:  Western  Pine  Associa- 
ciation  authorized  $25,000  for  point  5, 
providing  National  Lumber  Manufacturers 
Association  developed  an  acceptable  program 
within  90  days. 

(e)  March  12,  1962:  National  Lumber 

Manufacturers  Association  executive  corn- 
committee  authorized  expenditure  of  $25,000 
for  point  5,  providing  comparable  financial 
cooperation  was  sought  from  other  groups. 

(f)  Series  of  meetings  held  by  National 
Lumber  Manufacturers  Association  and  Con¬ 
gressmen  and  Senators:  April  11,  1962;  April 
12,  1962;  and  June  4,  1962. 

(g)  March  3,  1962:  Nine  western  Senators 
wrote  Secretary  of  Agriculture  supporting  in¬ 
dustry’s  position  and  urging  prompt  con¬ 
sideration.  Secretary  replied  on  April  17, 
1962. 

(h)  May  9,  1962:  Having  received  no  re¬ 
ply  from  the  Secretary  of  Agriculture  regard¬ 
ing  its  February  21  presentation,  NLMA  board 
of  directors  at  its  1962  spring  meeting  re¬ 
affirmed  its  position  and  instructed  Presi¬ 
dent  Temple  to  telegraph  President  Kennedy 
urging  prompt  action  on  the  industry’s  prob¬ 
lems.  A  reply  was  received  10  days  later 
from  a  Deputy  Assistant  Secretary  of  Com¬ 
merce  stating  that  the  Department  of  Com¬ 
merce  and  other  agencies  would  conduct  a 


complete  study  of  industry  problems  and 
make  recommendations  for  Government 
consideration  and  action. 

(i)  May  24,  1962:  Eight  Members  of  Con¬ 
gress  spoke  on  industry’s  situation  on  floor 
of  House  of  Representatives. 

(j)  June  4,  1962:  Major  portion  of  testi¬ 
mony  and  discussion  at  hearings  before 
Senate  Commerce  Committee  in  Portland, 
Oreg.,  was  on  National  Forest  Management 
problems. 

(k)  June  11,  1962:  Secretary  of  Agricul¬ 
ture  replied  to  industry’s  point  4  program. 

Mr.  Doyle  summarized  by  stating  that  the 
industry  had  made  some  progress  on  all 
four  points,  but  had  failed  to  achieve  its 
main  objectives.  In  view  of  this,  he  said, 
implementation  of  point  5  had  assumed 
even  greater  urgency  because  the  Secretary, 
and  the  Chief  of  the  Forest  Service,  had 
failed  to  take  any  recognition  of  the  needs 
of  dependent  communities. 

He  then  outlined  the  task  of  the  commit¬ 
tee  which,  he  said,  included  the  following 
three  fundamental  steps: 

(a)  Development  and  acceptance  of  a 
statement  of  objectives. 

(b)  Adoption  of  a  comprehensive  plan  of 
operation. 

(c)  Adoption  of  a  preliminary  budget  to 
accomplish  the  objectives  of  the  program 
in  line  with  the  operation  plan. 

After  elaborating  on  the  details  of  each 
of  these  points,  Mr.  Doyle  concluded  by 
stating  that  if  the  program  were  well-con¬ 
ceived,  well-financed,  and  well-executed,  it 
would  stimulate  action  at  the  local  level 
which  inevitably  would  attain  the  objectives 
the  industry  was  seeking. 

Following  Mr.  Doyle’s  summary  of  the 
background  of  the  industry’s  Federal  timber 
policy  program,  the  committee  discussed  the 
resolution  adopted  by  the  NLMA  Board  of 
Directors  on  May  9,  1962,  authorizing  the 
program.  Question  was  raised  as  to  the 
interpretation  of  the  provision  that  the 
“committee  will  cooperate  with  the  regional 
associations,  their  members  and  others  to 
secure  broad  public  support  for  the  pro¬ 
gram.”  The  members  concluded  that  they 
should  first  approve  and  detail  a  program 
and  then  decide  how  it  should  be  imple¬ 
mented. 

GENERAL  DISCUSSION  OF  PROPOSED  PROGRAM 

Before  taking  up  specific  aspects  of  the 
proposed  program,  the  committee  read  the 
material  in  the  meeting  book  which  had  been 
prepared  by  the  NLMA  staff  and  informally 
discussed  the  suggested  statement  of  pur¬ 
pose,  methods  of  accomplishing  objectives, 
operating  policies  and  procedures  and  pre¬ 
liminary  budget. 

The  committee  members  concluded  that 
an  intense  interest  in  the  industry’s  prob¬ 
lems  had  been  sparked  in  Congress  and  the 
Forest  Service  had  been  made  acutely  aware 
of  the  dissatisfaction  with  its  policies  and 
procedures;  that  the  industry  had  laid  effec¬ 
tive  groundwork  and  built  up  a  momentum 
which  should  not  be  allowed  to  die  down; 
that  they  should  take  advantage  of  what  had 
been  done;  and  that  a  program  was  needed 
to  build  up  public  support  which,  when 
added  to  the  industry’s  efforts,  would  even¬ 
tually  lead  to  solution  of  the  problems. 

The  committee  agreed  that  it  should — 

(a)  Determine  the  general  approach  to 
the  problem. 

(b)  Decide  if  the  approach  should  be  long 
range  or  short  range. 

(c)  Decide  if  they  could  develop  a  pro¬ 
gram  which  would  produce  the  desired  re¬ 
sults. 

(d)  Determine  if  they  could  get  adequate 
financing  to  carry  forward  such  a  program. 

(e)  Determine  the  organization  and  ad¬ 
ministration  of  such  a  program. 

Following  the  general  discussion,  the  com¬ 
mittee  took  up  each  point  of  the  program  in 
detail. 


STATEMENT  OF  PURPOSE 

The  committee  discussed  the  purpose  of 
the  timber  policy  implementation  commit¬ 
tee  and  the  need  for  a  clear-cut  statement 
to  serve  as  a  guide  in  its  future  operations. 
During  the  discussion  it  was  brought  out 
that  the  whole  program  should  be  aimed  at 
securing  equity  from  the  Federal  Govern¬ 
ment  on  timber  policies  and  the  purposes  and 
objectives  should  clearly  state  and  foster 
this  aim. 

After  detailed  discussion  of  the  purposes 
of  the  timber  policy  implementation  com¬ 
mittee,  on  motion  by  Mr.  Middleton,  sec¬ 
onded  by  Mr.  Rettig,  the  following  state¬ 
ment  of  purpose  was  unanimously  approved ; 

“It  shall  be  the  purpose  of  the  timber 
policy  implementation  committee  to  de¬ 
velop  widespread  support  for  Federal  forest 
management  policies  that  produce  jobs,  in¬ 
come,  industry  stability  and  prosperous 
communities  by — 

“(a)  Organizing  and  activating  local  citi¬ 
zen  groups  to  aid  in  finding  solutions  to 
Federal  timber  supply  problems; 

“(b)  Informing  Federal  forest  dependent 
communities  of  the  problems  of  Federal 
forest  management; 

"(c)  Developing  community  understand¬ 
ing  of  how  such  problems  affect  the  well¬ 
being  of  dependent  communities; 

“(d)  Encouraging  community  leaders  to 
inform  the  Government  of  their  interest  in 
such  problems  by  bringing  an  informed 
opinion  to  bear  on  public  land  management 
policies  and  decisions; 

“(e)  Encouraging  other  forest  industry 
associations  and  other  organizations  inter¬ 
ested  in  the  timber  policy  problems  of  the 
industry  to  cooperate  in  carrying  forward 
the  committee’s  program,  and  to  undertake 
such  other  activities  and  programs  in  the 
interest  of  purchasers  and  processors  of  Fed¬ 
eral  timber  and  communities  dependent  up¬ 
on  Federal  timber  as  may  be  helpful  in  main¬ 
taining  stability  for  those  who  buy  and 
process  timber  from  Federal  forests,  and  the 
communities  dependent  thereon; 

“(f)  By  discussing  such  problems  with 
Government  agencies  involved. 

“The  immediate  objectives  of  the  com¬ 
mittee  shall  be  the  implementation  of  the 
four  lumber  industry  recommendations  to 
the  Secretary  of  Agriculture  which  are:  (1) 
an  annual  statement  of  performance  stand¬ 
ards;  (2)  a  fair  appraisal  method;  (3)  a  prac¬ 
tical  and  workable  appeals  procedure;  and 
(4)  contract  revision,  as  well  as  other  cur¬ 
rent  timber  policy  problems,  such  as  ingress 
and  egress,  land  acquisition  by  public  agen¬ 
cies  and  other  similar  matters.” 

METHOD  OF  ACCOMPLISHING  OBJECTIVE 

The  committee  next  discussed  how  to  pro¬ 
ceed  to  carry  out  its  responsibilities  and 
what  method  for  financing  the  program 
should  be  approved.  Three  alternatives  were 
discussed : 

(a)  Providing  required  funds  from  the 
National  Lumber  Manufacturers  Association 
budget. 

(b)  Additional  contributions  from  the 
federated  regional  associations. 

(c)  Support  from  individual  companies 
whose  future  is  dependent  on  a  prompt  solu¬ 
tion  of  the  problem. 

During  the  discussion  it  was  brought  out 
that  the  National  Lumber  Manufacturers  As¬ 
sociation  could  only  finance  the  program  at 
the  expense  of  other  approved  activities  and 
projects  and  that,  similarly  the  regional  as¬ 
sociations  had  indicated  their  budgets  were 
not  flexible  enough  to  accommodate  addi¬ 
tional  budgetary  expenses  at  the  present 
time. 

The  committee,  after  discussing  the  mat¬ 
ter  in  detail,  concluded  that  the  program 
should  be  launched  with  the  funds  already 
available  and  that  continuing  support  should 
be  on  the  basis  of  individual  company  con- 
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tributions,  and  continued  support  of  inter¬ 
ested  associations.  Following  discussion  of 
the  exact  wording  of  the  resolution,  includ- 
amendments,  on  motion  by  Mr.  Hines,  sec¬ 
onded  by  Mr.  Rettig,  the  following  resolu¬ 
tion  was  unanimausly  approved : 

“In  view  of  the  importance  of  carrying 
forward  promptly  and  intensively  the  Federal 
timber  policy  program,  the  Timer  Policy 
Implementation  Committee  approves  the  es¬ 
tablishment  and  carrying  forward  of  the  pro¬ 
gram  on  the  basis  of  individual  company 
contributions,  together  with  continued  sup¬ 
port  of  interested  associations." 

OPERATING  POLICIES  AND  PROCEDURES 

The  committee  then  discussed  what  oper¬ 
ating  policies  and  procedures  would  be  ap- 
priate  to  the  successful  carrying  forward  of 
the  program.  During  the  discussion  it  was 
brought  out  that  although  the  industry  had 
on  many  occasions  in  the  past  presented  its 
timber  management  problems  to  the  Con¬ 
gress  and  the  administrative  agencies  of  the 
Government,  it  had  met  with  little  success 
in  securing  solutions  to  those  problems. 

Another  point  made  was  that  it  was  now 
apparent  that  the  industry  must  muster  the 
massive  support  of  the  general  public  in 
those  communities  dependent  upon  the  for¬ 
est  based  industries.  To  do  this  the  grass 
roots  strength  necessary  to  achieve  policy 
revisions  essential  to  community  and  indus¬ 
try  survival  must  be  organized  and  once  or¬ 
ganized  this  strength  must  be  exerted  at  the 
local  level  toward  apprising  elected  repre¬ 
sentatives  and  Federal  administrators  of  the 
urgency  of  prompt  and  effective  action  to 
correct  the  economic  effects  of  adherence  to 
existing  policies. 

There  was  considerable  discussion  of  where 
the  program  would  be  initiated — which  areas 
would  be  given  priority.  It  was  brought  out 
that  this  program  should  lead  to  an  ap¬ 
proach  to  the  Forest  Service  which  might  not 
directly  bear  on  the  four  points,  but  would 
have  important  reactions  on  any  future  op¬ 
erations  in  association  with  the  Forest  Serv¬ 
ice.  In  this  connection,  it  was  brought  out 
that  if  any  policy  determinations  were  ef¬ 
fected  at  the  national  level,  every  region 
would  benefit,  and  each  local  area  would  feel 
the  results.  Therefore,  the  determination  of 
"priority  areas”  was  not  essential  to  the  ef¬ 
fectiveness  of  the  program. 

Following  discussion  of  the  various  points 
which  should  be  included  in  a  statement  of 
operating  policies  and  procedures,  on  motion 
by  Mr.  Bronson,  seconded  by  Mr.  Muller, 
the  following  resolution  was  unanimously 
approved : 

"The  solution  of  the  Industry’s  problems 
with  Federal  agencies  is  a  matter  of  para¬ 
mount  importance  to  the  companies  and 
communities  dependent  upon  Federal  timber. 
To  effectively  carry  out  its  responsibility  in 
this  connection,  the  timber  policy  implemen¬ 
tation  committee  hereby  established  the 
following  statement  of  operating  policies  and 
procedures : 

“  T.  The  industry  must  assume  funda¬ 
mental  responsibility  for  solicitation  and 
provision  of  adequate  financial  support  from 
principals  and  companies  concerned  with 
Federal  timber  policy  problems. 

“  '2.  The  committee  will  provide  guidance 
in  the  selection  of  communities  in  which 
basic  organizational  activities  are  to  be 
carried  forward  by  the  staff  and  nominate 
for  enlistment  in  the  program  citizens  in 
each  community  who  are  aware  of  the  cor¬ 
relation  between  forest-industry  operations 
and  community  prosperity. 

“  ‘3.  The  committee  will  undertake,  with¬ 
in  the  policies  and  directions  of  the  National 
Lumber  Manufacturers  Association  board  of 
directors,  to  guide  the  evolution  of  the  pro¬ 
gram,  determine  its  scope  and  emphasis  and 
to  provide  such  other  direction  as  may  be 
requested  by  the  executive  vice  president  of 
National  Lumber  Manufacturers  Association. 


«  ‘4.  It  will  be  the  responsibility  of  the 
staff  to  carry  out,  under  the  direction  of 
the  executive  vice  president,  programs  and 
activities  approved  by  the  committee  as 
contributive  to  the  principal  objectives  of 
the  committee  and  to  develop  additional 
projects  and  associated  efforts  for  considera¬ 
tion  by  the  committee.  In  this  connection, 
the  staff  will  be  charged  with  conceiving, 
developing,  and  executing  programs  designed 
to  establish,  as  rapidly  as  possible,  in  key 
areas,  strong  local  groups  comprised  of  busi¬ 
ness,  professional,  and  other  community 
leaders  and  providing  such  groups  with 
printed  and  visual  materials  enabling  them 
to  conduct  effective  action  programs  among 
their  fellow  citizens.  Such  organizations, 
programs,  and  instructional  materials  shall 
be  aimed  specifically  at  informing  the  gen¬ 
eral  public  of  its  stake  in  Federal  timber 
policies. 

“  ‘5.  In  accordance  with  its  bylaws  and 
the  authorization  of  the  board  of  directors, 
National  Lumber  Manufacturers  Association 
will  furnish,  at  cost,  the  services  and  facil¬ 
ities  required  in  the  program. 

“  ‘6.  To  carry  forward  its  program  speedily 
and  effectively,  the  timber  policy  implemen¬ 
tation  committee  solicits  the  active  coopera¬ 
tion,  support  and  assistance  of  the  federated 
associations,  all  producers  and  other  organ¬ 
izations,  companies,  and  individuals  sus¬ 
ceptible  wholly  or  in  part  to  the  influence 
of  the  Federal  timber  policy  programs  with 
which  the  timber  policy  implementation 
program  is  concerned.’ 

ADMINISTRATION  OP  THE  PROGRAM 

The  committee  discussed  the  administra¬ 
tion  of  the  program  and  the  most  practical 
way  of  accomplishing  the  job  to  be  done. 
It  was  suggested  that  the  program  be  handled 
as  a  special  project  under  the  auspices  of  the 
National  Lumber  Manufacturers  Association. 

During  discussion  it  was  brought  out  that 
establishing  the  program  as  a  special 
project  under  NLMA  in  no  way  precluded 
solicitation  of  funds  from  nonmember  com¬ 
panies  nor  contributions  from  affiliated  or 
other  associations  or  groups.  It  was  also 
pointed  out  that  setting  up  the  program 
in  this  manner  put  the  committee  in  the 
clear  position  of  moving  in  any  direction  it 
desired  without  having  to  go  through  formal 
approval  by  another  group.  Just  so  long  as 
its  activities  did  not  conflict  with  National 
Lumber  Manufacturers  Association  approved 
policies. 

Following  discussion,  on  motion  by  Mr. 
Rettig,  seconded  by  Mr.  Hines,  the  following 
resolution  was  unanimously  approved: 

“The  administration  of  the  timber  policy 
implementation  committee  shall  be  a  special 
project  of  the  National  Lumber  Manufac¬ 
turers  Association.” 

BUDGET 

The  committee  discussed  what  budget 
should  be  provided  for  the  timber  policy 
implementation  program.  Mr.  Doyle  out¬ 
lined  a  preliminary  budget  for  the  committee, 
which  he  said  would  provide  the  maximum 
program  activities  and  require  the  services  of 
five  full-time  and  four  part-time  employees. 

During  the  discussion  which  followed,  it 
became  evident  that  members  of  the  commit¬ 
tee  were  agreed  that  it  would  be  better  to 
start  the  program  off  modestly.  In  discuss¬ 
ing  the  details  of  the  National  Lumber  Manu¬ 
facturers  Association  accounting  procedures, 
it  was  pointed  out  that  the  association’s  fiscal 
year  runs  from  December  1  to  November  30 
of  the  following  year,  and  establishing  a 
June-to-May  fiscal  period  for  the  committee 
would  create  some  difficulties  as  far  as  the 
National  Lumber  Manufacturers  Association 
bookkeeping  was  concerned. 

The  following  suggestions  were  offered  for 
the  committee’s  consideration: 

(a)  That  a  preliminary  first  budget  for  6 
months  (to  November  30,  1962)  of  $30,000  be 
approved  to  get  the  program  underway. 
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(b)  That  the  committee  schedule  a  meet¬ 
ing  at  the  time  of  the  National  Lumber 
Manufacturers  Association  annual  meeting 
(November  1962)  to  consider  next  year’s  op¬ 
erations,  including  a  1963  budget. 

(c)  In  the  interim,  ascertain  the  prob¬ 
able  amount  of  support  available  from  indi¬ 
vidual  companies,  associations  and  others. 

(d)  Members  of  the  committee  in  the 
meantime  study  and  digest  the  full  recom¬ 
mended  program  so  they  would  be  informed 
of  its  proposed  activities  and  could  make 
suggestions  at  the  November  meeting. 

After  discussion  of  the  budget  require¬ 
ments  of  the  program,  on  motion  by  Mr. 
Taggart,  seconded  by  Mr.  Hines,  the  follow¬ 
ing  resolution  was  unanimously  approved: 

“That  the  program  be  inaugurated  with 
the  understanding  that  there  is  now  avail¬ 
able  the  sum  of  $55,000  for  the  expenditure; 
that  expenditures  between  now  and  Novem¬ 
ber  30,  1962,  not  exceed  $30,000;  that  a  pro¬ 
gram  and  funding  effort  be  developed  within 
30  days  and  presented  to  the  industry  for 
consideration  and  attitude;  and  that,  based 
on  such  industry  attitude  toward  funding 
on  a  yearly  basis,  a  final  yearly  budget  be 
formalized  at  the  time  of  the  National  Lum¬ 
ber  Manufacturers  Association  annual  meet¬ 
ing  in  November  1962.” 

Members  of  the  committee  expressed  the 
desire  that  the  experienced  National  Lumber 
Manufacturers  Association  personnel  who 
had  been  working  on  this  program  be  made 
available  for  advising  and  counseling  the 
committee,  consistent  with  their  other  du¬ 
ties  and  responsibilities  and  with  appropri¬ 
ate  costs  charged  to  the  committee.  Mr. 
Doyle  assured  the  committee  that  this  would 
be  done. 

Following  approval  of  the  budget,  each 
member  of  the  committee  expressed  satis¬ 
faction  with  the  program.  There  was  gen¬ 
eral  agreement  that  the  program,  as  ap¬ 
proved  would  be  acceptable  to  the  federated 
associations  and  the  industry. 

ADJOURNMENT 

There  being  no  other  business,  the  meet¬ 
ing  was  adjourned  at  5  p.m. 

Mortimer  B.  Doyle, 
Committee  Executive. 


Prospectus  for  Timber  Policy  Implementa¬ 
tion  Committee  Program 

THE  OBJECTIVE 

The  timber  policy  implementation  pro¬ 
gram  is  designed  to  acquaint  forest-based 
communities  with  the  economic  and  reg¬ 
ulatory  factors  affecting  the  lives  and  futures 
of  their  citizens  and  to  influence  them  to 
insist  that  the  executive  branch  cf  Govern¬ 
ment  bring  about  parity  in  industry-Govern- 
ment  bargaining,  particularly  with  respect  to 
industry  proposals  involving  (1)  sale  of  the 
allowable  cut  from  the  national  forests;  (2) 
realistic  timber  appraisals;  (3)  administra¬ 
tive  and  judicial  appeals  procedures;  (4) 
timber  sales  contract  form. 

In  addition,  the  committee  will  undertake 
to  explain  the  impact  on  communities  of 
other  timber  policy  problems,  such  as  ingress 
and  egress,  land  acquisition  by  public  agen¬ 
cies  and  other  similar  matters. 

Communities  dependent  upon  Federal 
timber  for  fundamental  industrial  employ¬ 
ment  must  be  made  aware  of  their  own  stake 
in  the  continued  operations  of  firms  engaged 
in  logging  and  the  production  of  lumber  and 
wood  fibers. 

Present  Federal  timber  sales  policies  exert 
an  influence  on  the  lives  of  every  man,  wom¬ 
an  and  child  in  each  such  community.  If 
responsible  citizens  of  those  communities 
are  made  conscious  of  the  threat  to  com¬ 
munity  existence  by  Federal  Government 
adherence  to  unsound  policies  they  will,  at 
the  local  level,  tend  to  demand  corrective 
action  by  their  elected  representatives. 

In  the  past  there  has  been  no  continuous, 
nationwide,  coordinated  effect  on  the  part 
of  the  forest  industries  to  acquaint  residents 
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of  dependent  communities  of  these  facts  nor 
to  solicit  their  support  of  industry  programs 
for  correction. 

The  increasing  unemployment  in  the 
forest  industries  and  the  advantage  of  dis¬ 
cussing  the  issues  in  terms  of  continued  em¬ 
ployment  give  the  overall  effort  a  sense  of 
urgency  which  should  not  he  underrated. 
Similarly,  since  most  of  the  communities  in¬ 
volved  derive  their  principal  revenues  for  all 
their  goods  and  services  directly  or  indirectly 
from  the  forest  it  will  be  possible  to  arouse 
positive  action  by  all  citizens  and  not  only 
those  directly  employed  by  the  forest  in¬ 
dustries.  Local  press,  radio  and  television 
outlets,  local  elected  officials,  service  clubs 
and  other  community  spirited  organizations 
and  citizens  should  react  positively  to  an  ef¬ 
fort  which  is  designed  to  strengthen  the 
economic  base  for  their  own  community. 

THE  BASIC  PLAN 

It  is  planned  to  conduct  the  timber  policy 
implementation  program  on  a  national  basis, 
concentrating  initially  on  the  creation  of  a 
network  of  local  action  committees  in  com¬ 
munities  which  depend  heavily  upon  Federal 
timber  for  their  economic  stability. 

DETERMINING  THE  ORGANIZATIONAL  TARGETS 

There  are  two  fundamental  ways  to  pro¬ 
ceed  in  organizing  the  local  committees. 
The  first  envisions  the  establishment  of  citi¬ 
zens  committees  in  cities  and  towns  which 
are  largely  dependent  upon  Federal  timber 
and  upon  the  payrolls  resulting  from  the 
logging  and  conversion  of  logs  into  manu¬ 
factured  items.  The  second  contemplates 
the  analysis  of  political  geographic  units 
which  derive  direct  benefits  from  the  sale  of 
Federal  timber  and  which  afford  a  primary 
opportunity  for  direct  assistance  to  Govern¬ 
ment  representatives  while,  at  the  same 
time,  reducing  the  organizational  burden. 

In  the  first  instance,  where  sawmill  towns 
are  principally  involved,  the  community 
leaders,  in  most  instances,  may  be  directly 
identified  with  the  logging  or  sawmill  oper¬ 
ators.  If  such  individuals  assume  funda¬ 
mental  leadership  for  the  campaign,  the 
project  may  be  attacked  by  the  opposition 
on  the  basis  that  it  is  self-serving  and  is  a 
means  for  the  operators  to  strengthen  their 
own  position  by  using  the  community. 
Such  opposition  would  reduce  the  basic  ef¬ 
fectiveness  of  the  program  since  much  time 
and  effort  would  be  spent  in  defending  the 
integrity  of  the  program  while  its  main  ob¬ 
jectives  would  suffer.  In  the  second  in¬ 
stance,  however,  using  county  seats  in  Fed¬ 
eral  timber  areas  as  the  basic  organizational 
unit  it  would  be  possible  to  identify  with 
the  public  interest  from  the  outset  and  win 
the  support  of  elected  county  officials  as 
well  as  teachers,  lawyers,  doctors,  and  other 
professional  people  with  the  mill  operators 
participating  as  interested  local  citizens  with 
special  knowledge  of  the  problem. 

The  county  is  the  basic  Government  unit 
which  derives  direct  financial  return  from 
Federal  timber  sales  which  is  earmarked  for 
building  roads  and  for  public  education. 
Similiarly,  county  seats  afford  an  opportunity 
to  make  use  of  such  newspaper,  radio,  and 
TV  facilities  which  may  exist  in  forested 
areas.  It  appears  logical  on  that  basis  to 
concentrate  on  the  county  seats  in  forested 
areas  as  the  first  places  in  which  to  organize 
local  action  committees. 

While  there  are  approximately  6,000  com¬ 
munities  in  the  United  States  having  a  pop¬ 
ulation  of  2,500  or  more  (based  on  the  1960 
census)  there  are  only  3,072  counties  in  the 
United  States  plus  24  election  districts  in 
Alaska.  These  latter  3,000  political  units 
would  require  screening  against  Federal 
timber  involvement  to  determine  areas  of 
initial  concentration  for  organization.  Tak¬ 
ing  the  Pacific  Coast  States  as  an  example. 
California  has  58  counties;  Oregon,  36;  and 


Washington,  39.  By  concentrating  organiza¬ 
tional  work  initially  on  county  seats,  it 
would  be  possible  to  establish  basic  units  in 
only  those  communities  having  a  direct  re¬ 
lationship  to  timber  sales  among  the  133 
potential  communities.  Similar  examples 
can  be  found  in  the  South  and  Midwest.  If, 
on  the  other  hand,  a  decision  were  made  to 
establish  action  groups  in  forest-based  com¬ 
munities  having  2,500  or  more  population 
in  those  three  States,  California  would  re¬ 
quire  screening  of  386  potential  communi¬ 
ties,  Oregon,  61,  and  Washington,  84,  for  a 
total  of  531,  or  nearly  four  times  the  num¬ 
ber  of  county  seats. 

There  is  an  interesting  political  phenom¬ 
enon  concerning  county  seats  which  may 
have  a  direct  bearing  on  the  success  of  con¬ 
centrating  the  organizational  effort  in  those 
communities.  All  seven  Members  of  the 
Washington  delegation  in  the  House  of  Hep- 
representatives  and  both  Senators  from  that 
State  reside  in  six  communities  which  are 
county  seats.  Three  of  the  four  Oregon 
Congressmen  and  both  Senators  from  Oregon 
also  reside  in  county  seats.  Eighty  percent 
of  the  present  Members  of  the  U.S.  Senate 
reside  in  county  seats. 

Step  one  of  organizing  the  implementa¬ 
tion  program  must  be  to  analyze  the  coun¬ 
ties  of  the  United  States  to  identify  those 
counties  which  have  a  substantial  interest 
in  Federal  timber  sales.  Then  the  place  of 
residence  of  each  Congressman*  representing 
such  a  district  would  be  checked  against 
the  county  seats  of  those  counties,  and  the 
residences  of  all  Senators  would  be  checked 
against  county  seats  within  forested  States. 
The  final  determination  of  county  seats 
meeting  any  of  these  criteria  would  provide 
the  community  list  for  initial  organization. 
It  would  be  desirable,  of  course,  to  ascertain 
simultaneously  the  counties  where  all  Con¬ 
gressmen  live  as  a  basis  for  phase  2  of  the 
organizational  effort. 

Those  communities  dependent  upon  the 
forests  in  which  national  legislators  re¬ 
side  would  receive  top  priority  for  the  in¬ 
itial  organization.  It  follows  then  that  at¬ 
tempts  would  be  made  to  organize  all  county 
seats  in  areas  having  Federal  forests. 

As  each  local  group  is  formed  in  a  county 
seat  it  would  be  assigned  the  responsibility 
of  establishing  similar  groups  at  other  cities, 
towns,  and  villages  within  the  boundaries  of 
the  county  with  the  presidents  of  all  groups 
comprising  a  county  action  committee. 

ADOPTING  AN  IDENTITY 

Although  the  overall  project  will  be  identi¬ 
fied  by  the  name  of  the  responsible  commit¬ 
tee  within  the  National  Lumber  Manufac¬ 
turers  Association,  the  timber  policy  imple¬ 
mentation  committee,  it  will  be  essential  to 
adopt  an  identifying  name  for  local  action 
groups  which  has  the  threefold  advantage  of 
being  significant  when  written  in  its  en¬ 
tirety,  meaningful  when  abbreviated  to  its 
key  initials,  and  easy  to  remember  once  it 
has  been  heard  or  seen  and  established  in 
the  minds  of  both  people  in  the  community 
and  the  elected  officials  who  will  be  the  ulti¬ 
mate  targets  of  the  group’s  action. 

Many  current  successful  action  groups 
have  one-word  abbreviations  for  longer  titles 
such  as  COPE,  MEDIC,  CARE,  HELP,  AID, 
and  ACTION. 

The  local  action  groups  of  the  timber  pol¬ 
icy  implementation  committee  will  be  known 
as  the  committee  on  Federal  and  community 
timber  supply.  The  short  form  will  be 
FACTS. 

This  designation  will  serve  to  remind  the 
community  that  the  actions  of  the  group 
will  provide  FACTS  with  respects  to  the  local 
economy;  that  the  function  of  the  group  is 
in  the  interest  of  community  information 
without  being  either  politically  or  selfishly 
inspired;  and  that  identification  with  the 


program  will  enable  the  entire  community 
to  improve  its  outlook  and  opportunity. 

An  easy-to-remember  designator  which  has 
significance  when  related  to  the  basic  name 
of  any  organization  is  a  great  asset  in  mak¬ 
ing  the  general  public  aware  of  the  organi¬ 
zation  and  what  it  is  doing. 

LAUNCHING  THE  PROGRAM 

Basic  to  undertaking  a  community  action 
program  of  any  kind  is  adequate  funding. 

When  it  has  been  determined  what  the 
communities  are  which  can  yield  the  greatest 
potential  results  from  being  organized,  it  will 
be  necessary  to  alert  forest-based  industries 
having  a  need  for  Federal  timber  in  those 
areas  and  solicit  their  finanical  support  as 
well  as  advice  with  respect  to  local  leader¬ 
ship. 

Consideration  must  be  given  in  each  com¬ 
munity  situation  to  the  advantages  and  dis¬ 
advantages  of  having  local  commitees  di¬ 
rected  by  forest  industry  managers.  In  some 
communities  direct  leadership  of  the  pro¬ 
gram  by  officials  of  lumber  companies,  for 
instance,  might  be  misconstrued  by  the  very 
people  it  is  desired  to  enlist.  In  other  com¬ 
munities  such  lumber  leadership  would  be 
absolutely  essential.  Each  community  must 
be  studied  to  determine  the  best  leadership 
approach.  In  general  it  is  considered  that 
the  program  would  be  best  served  by  having 
forest  industry  firms  provide  nominations  of 
doctors,  lawyers,  teachers,  clergymen,  club 
men  and  women,  elected  officials,  and  other 
community  opinion  leaders  who  have  dem¬ 
onstrated  an  understanding  of  the  correla¬ 
tion  between  community  economic  health 
and  a  strong  forest  industry.  Direct  contacts 
with  these  people  will  be  conducted  person¬ 
ally  by  timber  policy  implementation  com¬ 
mittee  program  staff  representatives  during 
the  active  organizational  phase. 

FUNDING  THE  CAMPAIGN 

The  board  of  directors  of  National  Lumber 
Manufacturers  Association,  in  adopting  the 
resolution  relative  to  the  Timber  Policy 
Committee  of  National  Lumber  Manufac¬ 
turers  Association  made  available  to  the 
Committee  the  funds  subscribed  in  support 
of  its  activities  and  authorized  solicitation 
of  funds  from  the  regional  and  other  inter¬ 
ested  associations  and  individual  companies 
when  the  committee  has  prepared  and  sub¬ 
mitted  an  acceptable  plan,  including  a 
budget. 

Current  National  Lumber  Manufacturers 
Association  funds  available  total  $25,000,  but 
the  Western  Pine  Association  Directors  have 
authorized  expenditures  of  $25,000  and  the 
Southern  Pine  Association,  $5,000  to  support 
an  acceptable  Federal  timber  policy  imple¬ 
mentation  program. 

It  is  contemplated  that  direct  solicitation 
of  funds  from  purchasers  and  processors  of 
Federal  stumpage,  including  all  segments  of 
the  forest  products  industry,  pulp  and  paper, 
plywood,  railway  ties,  and  other  forest  manu¬ 
facturers,  and  lumber  manufacturers  will  be 
undertaken  with  rates  established  on  the 
basis  of  volume  of  Federal  timber  purchased 
last  year  by  each  supporter. 

The  scale  of  contributions  recommended 
is  as  follows : 

Annual 

dues 

Quantity  of  Federal  timber  purchased : 


Less  than  5,000,000  board  feet _  $100 

5  to  10,000,000  board  feet _  500 

10  to  25,000,000  board  feet _  1,  000 

25  to  50,000,00  board  feet _  2,  500 

50  to  100,000,000  board  feet _  5,  500 

Over  100,000,000  board  feet _ 10,  000 


Based  upon  an  analysis  of  purchases  of 
Forest  Service  stumpage  by  the  200  largest 
buyers,  the  scale  of  contributions  would  pro¬ 
vide  with  good  support  of  those  buyers,  the 
necessary  annual  budget  of  $145,000. 
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Funds  such  as  those  required  to  support 
this  venture  will  not  be  obtained  by  direct 
mail  solicitation  alone.  It  will  be  necessary 
for  principals,  who  themselves  are  contribu¬ 
tors,  to  arrange  personal  or  phone  interviews 
with  the  principals  of  prospective  donors  and 
sell  both  the  concept  and  the  program. 
Large  sums  cannot  be  obtained  through  soli¬ 
citation  by  members  of  the  staff. 

A  fund  solicitation  committee  of  five  in¬ 
dustry  principals  will  be  established  for  each 
volume  category  of  Federal  timber  purchas¬ 
ers  and  will  conduct  direct  solicitation  per¬ 
sonally,  by  telephone,  and  by  mail  among 
firms  purchasing  Federal  timber  in  the  same 
volume  as  the  individuals  soliciting  the  con¬ 
tributions.  This  technique  will  assure  that 
small,  medium,  and  large  operators  will  be 
reached  by  businessmen  who  share  similar 
problems  with  respect  to  Forest  Service  tim¬ 
ber  policies  and  who  will  thus  be  more  con¬ 
vincing  salesmen  of  the  concept  of  partici¬ 
pation. 

It  will  be  possible  to  begin  operations  with 
the  funds  in  hand,  but  accomplishment  of 
the  long-range  purposes  of  the  program  will 
depend  upon  the  voluntary  subscription  of 
several  hundreds  of  thousands  of  dollars 
over  a  period  of  several  years. 

THE  CAMPAIGN 

Essentially  the  function  of  the  staff  will  be 
to  provide  community  leaders,  and  through 
them  the  public  at  large  in  forest-based  com¬ 
munities,  with  information  and  guidance 
with  respect  to  the  effect  of  forest  service 
timber  policies  on  the  economic  well-being 
of  their  communities  and  of  their  fellow 
citizens.  The  means  for  accomplishing  this1 
task  are  limited  only  by  the  available  funds 
and  staff. 

A  fundamental  program  is  that  of  organi¬ 
zation  within  key  communities  to  provide 
the  timber  policy  implementation  committee 
and  the  staff  with  a  leadership  of  hardwork¬ 
ing,  knowledgeable  people  to  represent  the 
community’s  point  of  view  in  public  forums, 
community  meetings,  and  various  sessions 
with  local,  State,  and  national  officials  and 
lawmakers. 

As  indicated,  it  will  be  necessary  to  assem¬ 
ble  the  names,  interests,  and  capability  fac¬ 
tors  of  key  residents  of  affected  communities 
and  to  determine  an  itinerary  for  a  staff 
member  to  methodically  tour  the  regions  and 
undertake  the  establishment  of  local  action 
committees. 

The  staff  representative  will  be  armed  with 
a  well-conceived  simple  visual  presentation, 
supported  by  reading  material  so  that  he 
can  make  a  presentation  to  key  leaders  in  a 
small,  informal  session  designed  to  acquaint 
them  with  the  facts.  A  more  elaborate, 
sound-color  filmagraph  or  motion  picture 
should  be  developed  to  explain  the  issues, 
demand  the  action,  and  describe  the  results 
of  success  or  of  failure  to  larger  audiences. 
The  organization  of  a  local  conference  on  the 
subject  should  be  the  obligation  of  the  local 
committee  with  a  staff  member  arriving  to 
conduct  the  session  and  describe  the  work 
of  the  group. 

The  staff  will  be  obliged  to  develop  a  se¬ 
ries  of  patterned  speeches,  news  stories,  ra¬ 
dio  scripts,  and  television  materials  for  use 
by  the  local  group  in  arousing  community  in¬ 
terest  in  a  mass  meeting  to  consider  the 
problem.  Sample  kits  of  this  material  will 
be  available  at  the  first  meeting  of  each 
local  organizing  group  and  will  be  prepared 
in  such  a  way  that  it  can  easily  be  converted 
for  use  in  each  locality. 

It  is  essential  that  the  local  chamber  of 
commerce,  which  has  ready  access  to  local 
statistics  with  respect  to  employment,  pay¬ 
rolls,  industry,  and  other  community  eco¬ 
nomic  and  population  statistics,  be  ap¬ 
proached  immediately  after  the  local  group 
has  agreed  to  undertake  the  local  program. 
Basic  information  of  this  kind,  carefully 
melded  into  the  basic  news  and  feature  ma¬ 


terial  for  all  media  will  help  materially  in 
alerting  local  citizens  to  their  dependency 
on  forest  industries  and  spur  their  interest 
in  supporting  the  efforts  of  the  local  com¬ 
mittee. 

Immediately  after  announcing  the  creation 
of  the  local  committee,  the  fact  that  it  has 
met,  and  the  outline  of  the  program  it  pro¬ 
poses  to  carry  forward  for  the  local  com¬ 
munity,  it  will  be  essential  to  involve  the 
local  radio,  TV,  and  newspaper  outlets  in  a 
planned  sequence  of  editorials,  feature  ar¬ 
ticles,  TV  panel  shows,  radio  interviews,  and 
similar  public  service  activities  acquainting 
the  general  public  with  the  facts  and  recom¬ 
mending  that  they  interest  themselves  in 
the  battle  being  fought  in  their  behalf. 

On  a  predetermined  time  schedule,  prob¬ 
ably  a  month  following  the  initial  meeting, 
arrangements  should  be  made  for  a  speech 
bureau  which  will  provide  qualified  speakers 
on  each  of  the  four  points  who  can  explain 
the  ramifications  of  each  and  relate  it  to 
the  needs  of  the  immediate  community. 

Once  again,  the  local  committee  should 
take  the  lead  in  providing  opportunities  for 
the  speakers  to  make  appearances  through 
the  service  clubs  of  the  area.  Speaking  dates 
before  service  clubs  in  smaller  communities 
provide  a  potential  three-way  impact:  To  the 
captive  audience  at  luncheon  or  dinner;  to 
the  reading  public  where  detailed  accounts 
of  such  addresses  are  frequently  published, 
when  a  text  is  provided  the  editor  in  ad¬ 
vance;  and  through  radio  which  frequently 
carries  live  remote  broadcasts  or  tapes  the 
speech  and  plays  it  over  the  air  in  prime 
time. 

The  series  of  speeches  at  service  clubs 
will  pave  the  way  for  a  communitywide  rally 
to  which  all  members  of  all  organizations  in 
the  community  will  be  invited  by  either  a 
telephone  squad  or  a  direct  mail  campaign. 
It  is  likely  that  for  an  organization  such  as 
FACTS  where  there  is  no  profit  motive,  ar¬ 
rangements  could  be  made  for  free  use  of  a 
Grange  hall,  a  lodge  hall,  or  even  a  high 
school  auditorium. 

It  will  be  necessary  for  a  staffman  to 
arrive  in  the  community  several  days  in  ad¬ 
vance  of  community  rally  to  assist  local 
leaders  to  develop  an  audience.  Where  pos¬ 
sible,  it  would  be  desirable  to  have  congres¬ 
sional  representatives  on  hand  to  speak  in 
favor  of  the  overall  program.  It  will  be 
equally  desirable  to  invite  the  chairmen  of 
both  the  county  Democratic  and  Republican 
committees  to  sit  on  the  platform  and  thus 
demonstrate  the  nonpartisan  nature  of  the 
issue.  The  image  of  community  solidarity 
would  then  become  apparent.  Sufficient  ad¬ 
vance  notice  of  this  kind  of  ideal  situation 
would  enable  the  staff  to  alert  national  news 
magazines  and  picture  magazines  in  addi¬ 
tion  to  the  wire  services  for  a  full-scale 
“grassroots”  economics  story,  which  are  few 
and  far  between. 

Immediate  attention  will  be  given  to  the 
development  of  a  leadership  manual  for  use 
in  the  local  committees  to  provide  detailed 
discussions  of  each  of  the  four  points,  and 
other  timber  policy  issues,  questions  and 
answers,  membership  campaign  information 
and  techniques,  fund  solicitation  informa¬ 
tion  for  local  projects  and  programs,  and 
outline  for  the  local  campaign  and  how-to- 
do-it  information,  a  description  of  methods 
for  influencing  community  opinion  molders, 
and  a  primer  concerning  community  pro¬ 
grams  and  how  they  should  be  operated  for 
maximum  success. 

Basic  issue  pamphlets  will  be  prepared  and 
will  be  designed  to  provide  for  imprinting 
of  the  name  of  the  local  committee  and 
localization  to  as  great  an  extent  as  pos¬ 
sible. 

In  addition,  more  comprehensive  discus¬ 
sions  of  each  point  at  issue  will  be  developed 
for  use  of  community  discussion  group  lead¬ 
ers  and  others  who  desire  more  detailed 
information. 
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It  is  essential  in  any  national  campaign, 
involving  local  action  groups,  that  local 
workers  be  identified  with  a  nationwide  ef¬ 
fort  and  share,  if  only  vicariously,  in  the 
limelight  of  national  identity.  For  that  rea¬ 
son,  it  might  be  desirable  at  a  later  time  to 
establish  a  clipsheet  to  appear  monthly  with 
photos  and  to  be  distributed  in  bulk  to  local 
committees  for  distribution.  Each  editor 
in  participating  communities  will  be  in¬ 
cluded  on  the  mailing  list,  not  only  for  the 
newspaper  but  for  all  releases  originating 
from  the  national  oragnization. 

A  clipping  service  should  be  hired  to  pro¬ 
vide  measurement  of  coverage  throughout 
the  campaign.  Not  only  will  such  clippings 
provide  a  valuable  historical  record,  but 
much  of  the  editorial  content  for  the  organi¬ 
zation  clipsheet  could  be  based  on  the  stories 
occurring  at  widely  separated  locations  in 
the  United  States.  Nothing  makes  a  volun¬ 
teer  organization  work  harder  than  knowl¬ 
edge  that  its  efforts  are  being  given  national 
recognition  and  a  spirit  of  competition,  cre¬ 
ated  through  this  means,  spurs  the  entire 
program. 

Consideration  should  be  given  eventually 
to  a  countywide  rally,  a  statewide  rally, 
and  a  national  rally  of  individuals  represent¬ 
ing  the  organization  throughout  the  country. 
It  would  be  appropriate  at  such  a  national 
event  to  have  prominent  industrialists  and 
public  officials  recognize  the  impact  of  the 
program  and  measure  its  effects. 

In  addition  to  the  monthly  clipsheet,  it 
is  considered  desirable  to  undertake  publica¬ 
tion  of  a  weekly  newsletter  which  will  be 
published  on  a  limited  basis  for  the  informa¬ 
tion  and  guidance  of  leaders  in  each  com¬ 
munity.  It  will  consist  largely  of  up-to-date 
information  of  negotiations  with  public  of¬ 
ficials  in  Washington,  quotable  quotes  from 
congressional  sources,  advice  on  procedures, 
and  a  catalog  of  available  materials  such  as 
pamphlets,  brochures,  feature  articles,  and 
similar  material. 

CHRONOLOGICAL  ACTIVATION  PLAN 

1.  Approve  basic  plan,  budget,  and  organ¬ 
ization. 

2.  Employ  basic  staff. 

3.  Prepare  prospectus. 

4.  Distribute  prospectus,  solicit  and  obtain 
funds. 

5.  Determine  target  communities. 

6.  Build  list  of  prospective  community 
leaders. 

7.  Prepare  leadership  manual,  visual  pres¬ 
entation,  and  associated  scripts,  news  stories, 
pamphlets,  and  brochures  for  initial  group 
meetings. 

8.  Acquire  western  regional  manager. 

9.  Prepare  itinerary  for  organizational 
meetings. 

10.  Develop  sound-color  filmagraph  or  mo¬ 
tion  picture  providing  detailed  information 
concerning  program  and  community  involve¬ 
ment. 

11.  Develop  pamphlet  to  be  distributed  to 
all  seeing  film. 

12.  Announce  national  organization  in  all 
media. 

13.  Arrange  first  group  meetings. 

14.  Concentrate  on  development  of  ma¬ 
terials  for  speakers  bureau. 

15.  Initiate  weekly  newsletter. 

16.  Organize  initial  community  rallies. 

17.  Contact  national  officials  of  employee 
groups,  enlist  their  endorsement  of  program 
and  participation  by  locals.  Follow  on  with 
Grange,  Farm  Bureau  Federation,  Hoo-Hoo, 
and  similar  groups. 

18.  Sustain  program  in  all  aspects  pro¬ 
viding  new  and  different  material  on  a  regu¬ 
lar  basis  to  each  organized  community. 

Staff  Organization  and  Functions 

The  timber  policy  implementation  com¬ 
mittee  will  be  staffed  and  administered  un¬ 
der  the  existing  industry  relations  division 
of  the  National  Lumber  Manufacturers  Asso¬ 
ciation,  with  separate  accounting  and  financ- 
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ing,  but  bearing  its  appropriate  share  of 
administrative  and  services  costs. 

The  timber  policy  implementation  com¬ 
mittee  program  will  be  coordinated  with 
present  programs  conducted  by  the  industry 
relations  division,  benefiting  from  the  staff 
personnel  already  available  but  retaining  a 
separate  and  distinct  identity. 

The  chief  forester  of  NLMA  will  serve  as  a 
special  adviser  to  the  committee. 

Staff  personnel — timber  policy  implemen¬ 
tation  committee.  Director  for  community 
programs  and  manager,  eastern  region : 
Under  the  direct  supervision  of  the  director, 
industry  relations  division,  he  will  conceive 
and  execute  projects  and  programs  to  achievp 
the  purpose  of  timber  policy  implementa¬ 
tion,,  will  directly  supervise  the  personnel 
under  his  jurisdiction,  and  will  conduct  or¬ 
ganizational  activities  within  the  States  east 
of  the  Mississippi  River. 

Secretary  to  the  assistant  director  for  com¬ 
munity  programs  will  perform  all  duties  ap¬ 
propriate  to  the  position  including  the 
maintaining  of  appropriate  files,  records,  and 
procedures  as  required. 

Manager,  Pacific  coast  region  will  conduct 
organizational  activities  within  the  States 
of  California,  Oregon,  and  Washington  and 
will  operate  from  a  city  centrally  located  in 
the  region  under  his  jurisdiction. 

Manager,  Rocky  Mountain  region,  will  con¬ 
duct  organizational  activities  in  the  States 
of  Idaho,  Montana,  Arizona,  New  Mexico, 
Colorado,  Wyoming,  Utah,  South  Dakota, 
and  Nevada,  and  will  operate  from  a  city 
centrally  located  in  the  region  under  his 
jurisdiction. 

Manager,  editorial  services  department  will 
provide  all  written  materials  required  for 
accomplishment  of  the  programs  and  proj¬ 
ects  undertaken  by  the  timber  policy  imple¬ 
mentation  project  including,  but  not  limited 
to,  editorials,  pamphlets,  brochures,  news 
stories,  feature  articles,  speeches,  manuals, 
scripts,  and  photographic  materials. 

Secretary  to  manager,  editorial  services 
department  will  perform  all  duties  appropri¬ 
ate  to  the  position  including  maintenance 
of  appropriate  files,  records,  and  procedures, 
including  the  historical  records  of  accom¬ 
plishments. 

National  Lumber  Manuafcturers  Associa¬ 
tion  will  provide  the  balance  of  timber  policy 
implementation  committee  staff  activities 
with  appropriate  charges  to  the  timber  policy 
implementation  committee. 

The  PRESIDING  OFFICER.  The 
question  is  on  agreeing  to  the  confer¬ 
ence  report  on  the  tax  bill. 

Mr.  KERR.  Mr.  President,  I  wish 
to  read  from  the  letter  of  the  Secretary 
of  the  Treasury  with  reference  to  the 
investment  credit  provision  in  the  bill 
before  the  Senate: 

The  central  element  of  the  President’s  rec¬ 
ommendations  was  the  need  for  an  incentive 
for  investment  in  machinery  and  equipment 
that  would  stimulate  a  higher  rate  of  eco¬ 
nomic  growth  and  better  enable  our  industry 
to  compete  in  markets  at  home  and  abroad. 
The  investment  credit  contained  in  this  bill 
will  operate  as  a  powerful  stimulus  to  in¬ 
vestment.  In  combination  with  the  Treas¬ 
ury’s  recent  administrative  reform  of  depre¬ 
ciation,  the  credit  will,  at  long  last,  give  to 
American  business  tax  treatment  on  new 
investment  in  machinery  and  equipment  ap¬ 
proaching  that  of  its  chief  competitors  in 
Western  Europe,  Canada,  and  Japan.  Its 
adoption  will  constitute  a  major  advance  to¬ 
ward  our  national  goals  of  greater  economic 
growth  and  the  increased  productive  efficien¬ 
cy  and  competitiveness  necessary  to  a  solu¬ 
tion  of  our  balance-of -payments  problem. 

Mr.  President,  it  is  the  opinion  of  the 
Senator  from  Oklahoma  that  those  who 


take  the  position  that  the  investment 
credit  provision  in  the  bill  will  not  result 
in  a  great  stimulant  to  our  economy, 
that  it  will  not  result  in  the  encourage¬ 
ment  of  expansion  and  modernization, 
and  thus  make  a  more  efficient  produc¬ 
tive  complex  of  our  industrial  structure, 
either  have  not  read  the  bill  or  do  not 
understand  it. 

We  have  listened  to  many  who  talked 
about  a  recession  which  was  to  have 
begun  in  August  or  September.  The 
fact  is  that  every  economic  indicator 
now  coming  to  public  attention  shows 
that  our  production  is  running  ahead  of 
a  year  ago;  that  our  construction  out¬ 
lays  are  at  an  all-time  high;  that  the 
production  of  steel  increased  3  percent 
last  week  over  the  preceding  week  and 
that  it  was  the  third  consecutive  weekly 
increase;  that  the  production  of  auto¬ 
mobiles  is  30  percent  above  what  it  was 
a  year  ago. 

Also,  I  noticed  a  statement  by  the 
chairman  of  the  board  of  the  American 
Telephone  &  Telegraph  Co.  to  the  effect 
that  new  telephone  installations  were 
running  iy2  percent  ahead  of  a  year 
ago. 

In  the  judgment  of  the  Senator  from 
Oklahoma,  a  substantial  part  of  the  evi¬ 
dent  increase  in  our  economic  produc¬ 
tion,  a  substantial  part  of  the  improve¬ 
ment  in  our  economic  structure  in  the 
last  6  to  10  weeks — as  related  to  the 
time  immediately  preceding  that  and  as 
compared  with  a  year  ago — is  directly 
attributable  to  the  investment  credit. 

Mr.  GORE.  Mr.  President,  will  the 
Senator  from  Oklahoma  yield? 

Mr.  KERR.  I  yield  to  the  Senator 
from  Tennessee. 

Mr.  GORE.  To  what  would  the  Sen¬ 
ator  attribute  an  incentive  to  invest¬ 
ment?  How  would  the  application  of 
the  investment  credit,  which  is  tax  re¬ 
duction,  to  January  1,  1962,  provide 
incentive  for  improvement? 

Mr.  KERR.  There  is  no  Member  of 
the  Senate  better  qualified  to  answer 
that  question  than  the  Senator  who 
asked  it.  He  is  just  as  aware  as  is  the 
American  industrial  and  economic  com¬ 
munity  of  the  fact  that  the  House  held 
hearings  on  this  proposal  much  of  last 
year;  that  the  House  passed  a  bill  early 
this  year  which  included  the  investment 
credit  provision;  that  the  House-passed 
bill  provided  an  effective  date  of  Janu¬ 
ary  1,  1962,  for  the  application  of  in¬ 
vestment  credit. 

It  is  the  opinion  of  the  Senator  from 
Oklahoma,  substantiated  by  the  evi¬ 
dence  from  countless  numbers  of  rep¬ 
resentatives  of  industry,  that  they  had 
proceeded  throughout  the  year  in  the 
development  and  expansion  of  their 
investments  with  the  expectation  that 
the  investment  credit  would  be  avail¬ 
able. 

Rather  than  this  provision  being  in 
the  posture  of  creating  an  impetus  re¬ 
troactively,  it  is  but  carrying  out  the 
expectation  of  the  American  industrial 
workshop  throughout  the  year,  as  to  the 
result,  and  the  treatment,  of  their  ex¬ 
penditures  for  new  equipment  and  mod¬ 
ernization  of  old  equipment. 

Mr.  GORE.  Mr.  President,  will  the 
Senator  further  yield? 


Mr.  KERR.  I  yield  for  a  question. 

Mr.  GORE.  Is  it  a  correct  under¬ 
standing  of  the  Senator’s  answer  that 
the  retroactive  application  of  the  invest¬ 
ment  credit  is  not,  in  fact,  an  incentive, 
but  is  a  reward  for  what  has  already  been 
done? 

Mr.  KERR.  The  providing  of  a  pro¬ 
posed  incentive  which  is  acted  upon  af¬ 
firmatively  by  the  beneficiary  of  it,  by 
reason  of  its  having  been  proffered, 
might  well  be  interpreted  as  being  a  re- 
wai'd  when  it  materializes;  but  that  is  a 
l’esult  after  the  fact.  The  stimulant  was 
the  pi'oductive  cause  before  the  fact. 

The  Senator  from  Oklahoma,  believ¬ 
ing  in  the  investment  credit  provision, 
and  believing  that  it  is  a  stimulant,  cer¬ 
tainly  would  be  the  first  to  acknowledge 
and  the  last  to  deny  that  the  receipt  by 
the  investor  of  the  investment  credit 
comes  as  a  reward.  A  reward  for  what? 
For  having  responded  to  the  stimulant 
of  the  promise  of  the  credit  by  moving  to 
expand  his  productive  facilities  or  to 
modernize  them  in  response  to  the  stim¬ 
ulant  that  was  offered. 

So  I  say  to  my  good  friend  from  Ten¬ 
nessee,  if  he  succeeds  in  establishing 
that  this  investment  credit  is  a  reward 
to  those  who  have  expanded  their  pro¬ 
ductive  facilities,  he  will  have  proved  the 
case  that  it  is  effective  in  bringing  about 
such  expansion  and  such  modernization. 

Mr.  GORE.  Mr.  President,  will  the 
Senator  further  yield? 

Mr.  KERR.  I  yield  for  a  question. 

Mr.  GORE.  If  the  reward  or  windfall 
goes  to  those  who  did  not  make  such  an 
investment  because  of  the  proposed  in¬ 
vestment  credit,  would  the  Senator  give 
the  same  answer  with  respect  to  them? 

Mr.  KERR.  The  Senator  from  Okla¬ 
homa  does  not  care  to  discuss  or  specu¬ 
late  on  a  legislative  impossibility.  The 
Senator  from  Tennessee  is  an  authority 
on  the  Constitution.  He  knows  that  leg¬ 
islation  must  be  general  in  application 
in  order  to  conform  to  the  Constitution. 

The  Senator  knows — being  a  student 
of  the  Bible — that  it  rains  on  the  just  as 
well  as  on  the  unjust;  and  certainly  some 
of  those  who  will  benefit  from  the  invest¬ 
ment  credit  might  have  made  their  in¬ 
vestments  without  the  credit.  The  legis¬ 
lation  cannot  be  made  applicable  only 
to  those  who  made  their  investments  by 
reason  of  the  credit,  since  this  is  general 
legislation,  and  must  be  made  applicable 
to  all  who  make  investments.  Moreover, 
we  cannot  look  into  their  minds  to  see 
what  they  would  have  done  in  the  ab¬ 
sence  of  a  credit. 

Summary  op  Senate  Amendments  to  H.R. 

10650  Revenue  Bill  op  1962 
(Prepared  for  the  use  of  the  House  and 

Senate  conferees  on  the  revenue  bill  of 

1962  by  the  staff  of  the  Joint  Committee 

on  Internal  Revenue  Taxation,  September 

20,  1962) 

[Number  of  Senate  amendment  and  descrip¬ 
tion] 

1.  Clerical  conforming  change. 

2.  Technical  drafting  change. 

II.  INVESTMENT  CREDIT 

3.  Clerical  conforming  change. 

4.  Conforming  change  to  No.  5  below. 

5.  This  provides  a  3-year  carryback  of  any 
investment  credit  which  because  of  the  limit¬ 
ation  cannot  be  used  in  the  current  year. 
The  5-year  carryforward  which  was  in  the 
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House  bill  is  retained.  The  credit  may  not 
be  carried  back  to  a  year  ending  before  June 
30.  1962,  and  for  years  beginning  before  that 
date  a  proration  rule  in  effect  limits  the 
carryback  privilege  to  the  portion  of  the 
year  occurring  after  June  30,  1962.  The 
revenue  effect  of  this  amendment  is  believed 
to  be  negligible.  This  is  a  committee  amend¬ 
ment. 

6.  This  provides  that  where  property  is 
lost  or  destroyed  as  the  result  of  a  casualty 
or  is  stolen  and  is  insured,  reinvestment  of 
the  insurance  proceeds  in  replacement  prop¬ 
erty  is  not  to  be  eligible  for  the  investment 
credit.  This  is  designed  to  eliminate  the 
allowance  of  a  credit  where  the  taxpayer  has 
made  no  contribution  of  additional  funds 
toward  the  acquisition  of  new  property.  This 
reduces  the  revenue  cost  of  the  credit  by 
$26  million.  This  is  a  committee  amend¬ 
ment. 

7.  Conforming  amendment  to  No.  5  above. 

8.  Conforming  amendment  to  No.  5  above. 

9.  Conforming  amendment  to  No.  6  above. 

10.  This  provides  that  the  purchase  of 
livestock  is  not  to  be  eligible  for  the  invest¬ 
ment  credit.  This  was  provided  because  they 
are  not  included  in  the  category  of  property 
resulting  in  ordinary  income  (to  the  extent 
of  depreciation  deductions)  at  the  time  of 
sale.  This  is  expected  to  result  in  a  revenue 
gain  of  less  than  $5  million  a  year.  This  is 
a  committee  amendment. 

11.  12,  13,  and  14.  This  provides  that  the 
investment  credit  is  to  be  available  only 
with  respect  to  property  acquired  or  con¬ 
structed  after  June  30,  1962,  rather  than  on 
or  after  January  1,  1962.  This  has  no  full- 
year  revenue  effect  but  reduces  the  cost  of 
the  credit  in  the  first  fiscal  year  by  $650  mil¬ 
lion.  This  is  a  committee  amendment. 

15.  Conforming  amendment  to  No.  6  above. 

16.  Conforming  amendment  to  No.  5  above. 

17.  This  deletes  the  requirement  of  the 
House  bill  that  in  order  to  shift  the  benefit 
of  the  investment  credit  from  the  lessor  to 
the  lessee  the  lessor  must  be  engaged  in  the 
business  of  leasing  property.  This  is  in¬ 
tended  to  avoid  the  problem  of  having  to 
determine  whether  a  lessor  is  engaged  in  the 
business  of  leasing.  This  change  has  no 
significant  effect  on  revenues.  This  is  a 
committee  amendment. 

18.  Technical  drafting  change. 

19.  20,  and  21.  This  change,  known  as  the 
Long  amendment,  provides  for  the  reduc¬ 
tion  of  the  amount  on  which  depreciation 
may  be  taken  in  the  case  of  assets  eligible  for 
the  investment  credit  by  the  amount  of  the 
investment  credit  allowable.  Where  a  tax¬ 
payer  purchases  a  $100  asset,  for  example,  $7 
of  this  may  be  allowable  as  a  reduction,  in 
tax  in  the  form  of  a  credit.  In  such  a  case, 
this  provision  limits  the  depreciation  which 
may  be  taken  with  respect  to  this  $100  asset 
to  $93  instead  of  the  $100  presently  available. 
If  because  of  the  limitation  on  the  credit, 
this  full  $7  cannot  be  taken  as  a  credit  in 
either  the  current  year  or  in  any  of  the  years 
in  which  this  may  be  carried,  then  the  tax¬ 
payer  is  allowed  a  deduction  to  the  extent 
this  credit  is  not  used  in  computing  his  in¬ 
come  to  compensate  him  for  the  depreciation 
deduction  lost.  In  the  fiscal  year  1963  it  is 
estimated  that  this  will  result  in  an  increase 
in  revenue  of  $25  million  and  in  a  full  year 
in  the  immediate  future  a  revenue  gain  of 
$95  million.  If  it  were  assumed  that  there 
were  no  growth  in  investments,  however 
(and  apart  from  the  advantage  gained  by  the 
taxpayer  in  recovering  his  cost  more  quick¬ 
ly)  ,  this  provision  would  ultimately  reduce 
the  revenue  cost  of  the  investment  credit  by 
one-half.  This  is  a  committee  amendment. 

22.  Clerical  conforming  change. 

23.  Conforming  amendment  to  No.  5  above. 

24.  Conforming  amendment  to  Nos.  19,  20, 
and  21. 

25.  Clerical  conforming  amendment. 

26.  Clerical  conforming  amendment. 


27.  Clerical  conforming  amendment. 

28.  Conforming  amendment  to  Nos.  11,  12, 
13,  and  14  above. 

IV.  ENTERTAINMENT  EXPENSES 

29.  30,  and  31.  The  amendment,  by  adding 
the  words  “or  associated  with”  modified  the 
House  bill  as  reflected  in  the  report  to  per¬ 
mit  the  deduction  of  certain  expenses  for 
goodwill. 

The  House  report  interprets  the  words  “di¬ 
rectly  related  to  the  active  conduct  of  a  trade 
or  business”  as  limiting  entertainment  ex¬ 
penses  ( 1 )  to  those  cases  where  there  is  more 
than  a  general  expectation  of  deriving  in¬ 
come  at  some  future  time;  (2)  to  those  ex¬ 
penses  which  occur  under  circumstances 
where  there  is  at  least  some  possibility  of 
conducting  business  affairs  or  negotiations 
or  discussions;  (3)  to  those  where  the  tax¬ 
payer  or  his  representative  is  present  at  the 
entertainment  activity;  and  (4)  to  those 
cases  where  the  group  of  persons  entertained 
is  not  large  or  the  distraction  is  not  substan¬ 
tial.  Reference  to  the  allowance  of  goodwill 
expenditures  in  the  House  report  (except  in 
the  case  of  specific  exceptions)  is  limited  to 
goodwill  expenditures  in  a  hospitality  room 
at  a  convention. 

The  Senate  report  indicates  that  expenses 
are  not  to  be  disallowed  merely  because  they 
are  incurred  for  the  purpose  of  generating 
business  goodwill.  The  Senate  report  indi¬ 
cates  that  no  deductions  for  entertainment 
expenses  would  be  allowed  for  (1)  expenses 
attributable  to  the  wife  or  family  of  a  client 
or  customer;  (2)  for  expenses  where  there  is 
a  big  backlog  of'  orders  showing  entertain¬ 
ment  is  not  necessary  to  produce  income; 
(3)  for  expenses  which  are  against  public 
policy  or  public  conscience;  and  (4)  expenses 
which  are  lavish  or  extravagant. 

The  joint  committee  staff  estimates  that 
the  Senate  version  will  bring  in  $40  million 
less  than  the  House  version;  the  Treasury  De¬ 
partment  estimates  it  will  bring  in  $65  mil¬ 
lion  less.  This  is  a  committee  amendment. 

32.  As  under  the  House  bill,  the  Senate 
disallows  the  deduction  of  gifts  in  excess 
of  $25  per  recipient.  It  has  modified  the 
House  provision,  however,  to  provide  for  the 
exclusion  from  this  provision  of  (1)  items 
costing  not  over  $4  which  have  the  taxpayer’s 
name  imprinted,  and  which  are  one  of  a 
number  of  identical  items  distributed;  (2) 
signs,  display  racks,  etc.,  to  be  used  on  busi¬ 
ness  premises  of  recipient;  and  (3)  tangible 
personal  property  costing  not  over  $100 
awarded  to  an  employee  for  long  service  or 
for  safety  achievements.  This  is  a  commit¬ 
tee  amendment. 

33.  In  the  case  of  a  combined  business 
and  personal  trip  away  from  home,  the  travel 
cost  is  to  be  allocated  to  the  business  and 
personal  aspect  (and  denied  as  a  deduction 
to  the  extent  allocated  to  the  personal  as¬ 
pect)  where  the  time  away  from  home  is 
for  more  than  1  week  and  the  portion  of  the 
time  spent  for  personal  purposes  constitutes 
25  percent  or  more  of  the  total  time  away 
from  home.  There  would  be  a  small  revenue 
increase  under  this  change.  This  is  a  com¬ 
mittee  amendment. 

34.  35,  and  36.  Conforming  clerical  changes. 

37.  Permits  deduction  of  expenses  by  tax¬ 
payer  which  are  related  to  business  meetings 
of  agents  or  directors  as  well  as  employees 
and  stockholders  as  provided  under  the 
House  bill.  This  is  a  committee  amendment. 

38,  39,  and  40.  Conforming  clerical  changes. 

41.  In  the  case  of  expenses  for  meals  and 
lodging  incurred  while  traveling,  the  Senate 
amendment  provides  that  to  be  deductible 
these  meals  or  lodging  must  not  be  lavish  or 
extravagant  under  the  circumstances.  The 
House  version  permits  a  reasonable  allow¬ 
ance  for  amounts  spent  for  meals  and  lodg¬ 
ing.  This  is  a  committee  amendment. 

42.  This  makes  the  entertainment  provi¬ 
sions  effective  for  taxable  years  ending  after 
December  31,  1962,  rather  than  taxable  years 


ending  after  June  30,  1962,  with  respect  to 
periods  after  the  dates  specified.  This  is  a 
committee  amendment. 

V.  DISTRIBUTIONS  IN  KIND  BY  FOREIGN 
CORPORATIONS 

43.  The  amendment  provides  that  the 
share  of  the  foreign  tax  is  to  be  credited  with 
respect  to  a  distribution  in  kind  from  a 
foreign  corporation  and  is  to  be  determined 
on  the  basis  of  the  fair  market  value  of  the 
distribution,  rather  than  on  the  basis  of  the 
adjusted  basis  of  the  property  as  under  the 
House  bill.  This  is  a  committee  amend¬ 
ment. 

44.  Conforming  clerical  amendment. 

VI.  AMENDMENT  TO  SECTION  482 - HOUSE  BILL 

ONLY 

45.  This  deletes  section  6  of  the  House  bill 
providing  an  amendment  to  section  482  of 
the  code.  In  general,  the  House  provision 
provided  that  where  goods  are  purchased  or 
sold  by  a  domestic  corporation  to  a  related 
foreign  corporation,  the  income  arising  from 
these  transactions  is  to  be  allocated  between 
the  parties  on  the  basis  of  the  location  of 
the  assets  used  in  the  operations,  the  payroll 
attributable  to  them,  and  the  related  selling 
expenses.  This  rule  would  not  apply  where 
an  arm’s-length  price  could  be  established 
for  the  purchase  or  sales.  This  is  a  commit¬ 
tee  amendment. 

VII.  DISTRIBUTIONS  OF  FOREIGN  PERSONAL  HOLD¬ 
ING  COMPANY  INCOME - HOUSE  BILL  ONLY 

46.  The  amendment  deletes  section  7  of  the 
House  bill  relating  to  distributions  of  foreign 
personal  holding  conpany  income.  In  gen¬ 
eral,  the  House  provision  provides  that  the 
passive  income  of  a  foreign  personal  holding 
company  is  to  be  taxed  to  the  U.S.  share¬ 
holders  if  20  percent  or  more  of  its  income  is 
“foreign  personal  holding  company  income,” 
and  if  80  percent  or  more  of  its  income  is  of 
this  type,  then  the  remaining  income  of  the 
company  also  is  to  be  taxed  to  the  share¬ 
holders.  Under  present  law  all  of  the  in¬ 
come  is  taxed  to  the  shareholders  in  the  case 
of  such  companies  if  50  or  60  percent  of  the 
company’s  income  is  foreign  personal  hold¬ 
ing  company  income.  This  is  a  committee 
amendment. 

VHI.  MUTUAL  SAVINGS  BANKS,  ETC. 

47.  Conforming  clerical  change. 

48.  This  puts  a  ceiling  on  the  deduction 
which  may  be  taken  by  mutual  savings  banks, 
etc.  The  deduction  may  not  increase  re¬ 
serves  for  losses  to  an  amount  equal  to  more 
than  12  percent  of  total  deposits.  In  gen¬ 
eral,  this  is  the  same  as  the  ceiling  under 
present  law.  The  revenue  increase  is  ex¬ 
pected  to  be  small.  This  is  a  committee 
amendment. 

49.  Clerical  conforming  change. 

50.  Generally,  mutual  savings  banks  and 
savings  and  loan  associations  may  deduct, 
and  add  to  their  loss  reserves,  60  percent  of 
what  would  otherwise  be  their  taxable  in¬ 
come.  This  amendment  limits  the  deduc¬ 
tion  which  may  be  taken  in  the  case  of 
stock  savings  and  loan  associations  to  50 
percent  of  taxable  income.  This  is  expected 
to  increase  revenues  by  about  $10  million  a 
year.  This  is  a  committee  amendment. 

51.  Clerical  conforming  change. 

52.  Generally,  mutual  savings  banks,  etc., 
can  deduct  60  percent  of  taxable  income,  or 
an  amount  which  brings  the  reserve  on 
losses  on  qualifying  real  property  loans  to  3 
percent  (plus  a  reasonable  amount  for  the 
reserve  for  other  losses) .  This  amendment 
places  a  ceiling  on  the  reserve  for  losses  on 
qualified  real  property  loans  where  the  de¬ 
duction  taken  is  60  percent  of  taxable  in¬ 
come.  In  such  a  case,  this  deduction  may 
not  increase  the  balance  in  the  reserve  for 
losses  on  qualified  real  property  loans  to 
more  than  6  percent  of  these  loans.  This 
will  result  in  a  very  small  increase  in  reve¬ 
nue.  This  is  a  committee  amendment. 
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53.  Clerical  conforming  change. 

54.  This  amendment  increases  the  3 -per¬ 
cent  level  of  reserves  previously  referred  to 
for  which  a  deduction  may  toe  taken  to 
5  percent  for  the  first  $4  million  of  loans  (a 
maximum  increase  in  reserves  of  $80,000) 
during  the  first  10  years  of  mutual  savings 
institutions’  existence.  The  revenue  loss  is 
not  significant.  This  is  a  committee  amend¬ 
ment. 

55.  Clerical  conforming  change. 

56.  The  House  bill  provided  that  the  re¬ 
serve  for  losses  on  qualified  real  property 
loans  at  the  end  of  1962  was  to  be  estab¬ 
lished  out  of  existing  reserves  attributable 
to  years  beginning  after  December  31,  1951 
(the  year  these  institutions  became  taxable), 
up  to  a  level  of  3  percent  of  qualifying  loans. 
This  amendment  takes  into  account  pre- 
1952  reserves  to  the  extent  necessary  to  ob¬ 
tain  the  3  percent  beginning  reserve.  No 
revenue  estimates  are  available.  This  is  a 
committee  amendment. 

57.  Clerical  conforming  change. 

58  and  59.  Clerical  conforming  change. 

60.  The  definition  of  a  domestic  building 
and  loan  association  in  the  House  bill  in 
general  provides  that  substantially  all  of 
the  business  of  the  institution  must  consist 
of  accepting  savings  and  investing  the  pro¬ 
ceeds  in  loans  secured  by  residential  real 
property  and  other  loans  to  the  extent  au¬ 
thorized  for  a  Federal  savings  and  loan  asso¬ 
ciation  under  the  Home  Owners’  Loan  Act. 
The  definition  in  the  Senate  amendment 
requires  that  the  institution  be  one  which 
is  federally  insured  or  subject  to  State  or 
Federal  supervision,  one  substantially  all  of 
whose  business  consists  of  acquiring  savings 
from  the  public  and  investing  in  real  estate 
loans,  and  one  whose  assets  are  invested  as 
specified  below. 

In  general,  90  percent  of  the  total  assets 
of  the  institution  must  be  invested  in  loans 
secured  by  real  property  (or  closely  asso¬ 
ciated  uses).  Of  this  90  percent  of  total 
assets,  at  least  80  percent  (72  percent  of  total 
assets)  must  be  invested  in  residential  real 
property  or  closely  associated  uses.  More¬ 
over,  60  percent  of  this  90  percent  (54  per¬ 
cent  of  total  assets)  must  be  invested  in 
residential  real  property  containing  four  or 
fewer  family  units  or  in  closely  associated 
uses.  Cash  and  Government  obligations  may 
also  qualify  under  any  of  the  percentage 
requirements  specified  above. 

However,  to  prevent  the  cash  or  Govern¬ 
ment  obligations  from  being  used  as  a  means 
of  expanding  nonresidential  loans  beyond  the 
difference  between  72  and  90  percent  of  total 
assets  and  to  prevent  the  expansion  of  other 
than  one-  to  four-family  residential  loans 
beyond  the  difference  between  the  54  and 
90  percent  of  total  assets,  it  is  provided 
that  not  more  than  18  percent  of  total  assets 
may  be  invested  in  other  than  residential 
loans,  cash,  and  Government  obligations  and 
not  more  than  36  percent  of  total  assets  in 
other  than  one-  to  four-family  residential 
unit  loans  and  cash  and  Government  obliga¬ 
tions. 

It  is  also  provided  that  not  more  than  3 
percent  of  the  assets  of  the  association  may 
consist  of  stock  in  any  private  corporation. 
This  definition  is  not  believed  to  have  any 
significant  revenue  consequences.  This  is  a 
committee  amendment  which  was  modified 
by  a  floor  amendment  made  by  Senator 
Sparkman. 

61.  The  House  bill  repealed  exemptions 
granted  Federal  savings  and  loan  associa¬ 
tions  from  excise  taxes  on  communications 
and  on  transportation  of  persons.  The  Sen¬ 
ate,  in  addition,  repealed  the  exemptions  for 
these  savings  institutions  in  the  case  of  doc¬ 
umentary  stamp  taxes.  The  revenue  gain  is 
expected  to  be  negligible.  This  is  a  com¬ 
mittee  amendment. 

62.  This  provides  that  dividends  and  in¬ 
terest  paid  by  savings  institutions  which  are 
chartered  and  supervised  as  savings  and  loan 


under  Federal  or  State  law  are  to  be  de¬ 
ductible  to  the  institution  for  tax  purposes 
in  the  same  way  as  interest  on  deposits  is 
for  commercial  banks.  This  is  to  be  true 
whether  or  not  the  savings  institution  meets 
the  definition  of  a  “domestic  building  and 
loan  association.”  No  revenue  effect  is  an¬ 
ticipated.  This  is  a  committee  amendment. 

63.  Clerical  conforming  change. 

64.  The  Senate  definition  of  a  domestic 
savings  and  loan  association  is  to  be  effec¬ 
tive  for  taxable  years  after  the  date  of  en¬ 
actment  of  the  bill  rather  than  on  the  date 
of  enactment.  This  is  a  committee  change. 

65.  The  effective  date  for  the  excise  tax 
changes  is  postponed  from  June  30,  1962,  to 
January  1,  1963.  This  is  a  committee  amend¬ 
ment. 

VII.  DISTRIBUTIONS  BY  FOREIGN  TRUSTS 

66.  Clerical  conforming  change. 

67.  Clerical  change. 

68.  Clerical  change. 

69.  Under  the  House  bill  where  there  was  a 
foreign  trust  to  which  both  U.S.  persons  and 
foreign  persons  contributed  money  or  prop¬ 
erty,  a  U.S.  beneficiary  receiving  a  distribu¬ 
tion  from  such  a  trust  would  be  taxable  on 
the  entire  amount  of  accumulated  income. 
The  amendment  provides  that  the  U.S.  bene¬ 
ficiary  is  to  be  taxable  only  on  the  portion 
of  the  distributions  made  to  him  attribut¬ 
able  to  contributions  by  U3.  persons.  The 
revenue  loss  is  believed  to  be  negligible. 
This  is  a  committee  amendment. 

70.  Under  the  House  bill  this  provision 
would  apply  to  distributions  made  in  taxable 
years  of  trusts  beginning  after  the  date  of 
enactment  of  the  bill.  Under  the  Senate 
amendment  the  provision  is  to  apply  to  dis¬ 
tributions  made  after  December  31,  1962. 
This  is  a  committee  amendment  which  was 
modified  on  the  floor  by  a  compromise 
worked  out  with  Senator  McCarthy. 

vin.  mutual  fire  and  casualty  insurance 

COMPANIES 

71.  72,  73,  and  74.  Clerical  conforming 
amendments. 

75  and  76.  Technical  changes. 

77,  78,  79,  80,  81,  and  82.  Under  existing 
law  and  the  House  bill  companies  with  total 
receipts  from  all  sources  (including  pre¬ 
miums)  not  in  excess  of  $75,000  are  exempt 
from  tax.  The  Senate  amendment  raises 
this  exemption  level  to  $150,000.  This  is  ex¬ 
pected  to  result  in  a  revenue  loss  of  less  than 
a  half  million  dollars  a  year.  This  is  a  com¬ 
mittee  amendment. 

83.  Conforming  amendment. 

84.  Conforming  to  Nos.  77-82  above. 

85.  The  House  bill  provided  that  companies 
with  total  receipts  above  the  exemption  level 
but  not  in  excess  of  $300,000  were  to  be  taxed 
only  on  investment  income  (similar  to  pres¬ 
ent  law  except  for  the  omission  of  the  1 -per¬ 
cent  alternative  premiums  tax) .  The  Sen¬ 
ate  raised  this  $300,000  to  $600,000,  thereby 
taxing  only  companies  with  incomes  above 
this  level  or  underwriting  income.  This  also 
is  expected  to  result  in  a  revenue  loss  of  less 
than  half  a  million  dollars  a  year.  This  is 
a  committee  amendment. 

86.  Technical  amendment. 

87.  This  amendment  provides  that  a  mu¬ 
tual  company  experiencing  underwriting 
losses  in  each  of  5  out  of  the  6  years  imme¬ 
diately  preceding  1963  is  to  have  a  special 

5- year  carryover  of  the  excess  of  underwriting 
losses  over  underwriting  gains  during  the 

6- year  period.  The  term  “underwriting  loss” 
in  this  case  is  computed  without  any  deduc¬ 
tion  for  dividends  to  policyholders.  The 
revenue  loss  under  this  provision  is  esti¬ 
mated  to  be  small,  in  the  neighborhood  of 
$1  or  $2  million.  This  is  a  committee  amend¬ 
ment  which  was  modified  by  a  floor  amend¬ 
ment  by  Senator  McCarthy. 

88.  Clerical  conforming  change. 

89.  90,  91,  and  92.  Conforming  changes 
to  No.  85  above. 


93  and  94.  Under  the  House  bill  a  con¬ 
centrated  risk  company  is  one  deriving 
more  than  50  percent  of  its  premium  income 
from  insuring  in  one  State  against  losses 
arising  from  wind,  hail,  floods,  and  so  forth. 
The  Senate  provided  that  a  company  met 
this  requirement  when  40  percent  of  its 
premium  income  was  concentrated  rather 
than  50  percent.  This  will  result  in  a  small 
revenue  loss.  This  is  a  committee  amend¬ 
ment. 

95  and  96.  Under  the  House  bill,  to  be 
eligible  for  a  special  deduction  for  concen¬ 
trated  risk  50  percent  of  the  premium  in¬ 
come  from  wind,  hail,  flood,  etc.,  must  be 
derived  from  one  State.  Under  the  Senate 
amendment  for  the  special  deduction  to  be 
available,  the  taxpayer  could  count  as  an 
alternative  to  concentration  of  premium  in¬ 
come  from  one  State  the  concentration  of 
premium  income  from  an  area  within  200 
miles  of  any  six  points  selected  by  the  tax¬ 
payer.  In  either  of  such  cases,  to  the  extent 
the  concentration  exceeded  40  percent  of  the 
premium  income  there  was  to  be  a  similar 
percentage  increase  in  the  proportion  of  un¬ 
derwriting  income  which  could  be  set  aside 
for  up  to  a  5-year  period  in  the  PAL  ac¬ 
count.  The  Senate  amendment  also  pro¬ 
vides  as  an  alternative  that  the  taxpayer 
can  elect  to  make  his  determination  on  the 
basis  of  a  400-mile  radius  from  any  six  points 
but  in  this  case  set  aside  only  one-half  of  the 
excess  of  his  concentration  over  40  percent 
in  that  area.  There  will  be  a  revenue  loss 
under  this  provision  which  is  believed  to  be 
small.  Provision  for  the  200-mile  radius 
alternative  is  a  committee  amendment  while 
provision  for  the  400-mile  radius  was  an  al¬ 
ternative  worked  out  with  Senator  Hicken- 
looper. 

97  and  98.  Under  the  House  bill,  under¬ 
writing  losses  to  the  extent  attributable  to 
the  deduction  for  policyholder  dividends 
had  first  to  be  charged  against  the  PAL 
account  and  only  to  the  extent  of  any  ex¬ 
cess  against  investment  income.  Under  the 
Senate  amendment  losses  arising  from  policy¬ 
holder  dividends,  as  well  as  from  other 
sources  (except  the  PAL  deduction  itself) 
is  charged  first  against  investment  income 
and  then  only  to  the  extent  of  any  loss  still 
remaining  against  the  amount  in  the  PAL 
account.  It  has  been  estimated  that  the  an¬ 
nual  revenue  loss  from  this  amendment  may 
build  up  to  about  $5  million  in  the  fifth  year 
but  most  of  this  loss  will  be  recaptured  in 
later  years.  This  is  a  committee  amendment. 

99.  Conforming  to  Nos.  97  and  98  above. 

100.  The  House  taxes  reciprocal  under¬ 
writers  and  interinsurers  under  the  same 
rules  that  apply  to  ordinary  mutuals  except 
that  it  permits  them  in  effect  to  combine 
the  underwriting  income  of  the  attorney-in- 
fact  with  their  own  for  purposes  of  off¬ 
setting  losses.  The  Senate  amendment  also 
permits  the  reciprocal  to  use  the  combined 
underwriting  income  as  the  basis  for  setting 
aside  the  deduction  of  25  percent  of  under¬ 
writing  income  in  the  P.A.L.  account. 
However,  any  additional  amount  set  aside 
in  this  manner  attributable  to  the  attorney- 
in-fact  may  be  only  deferred  for  5  years  and 
not  retained  permanently  in  this  account. 
It  is  expected  that  this  will  result  in  a 
negligible  revenue  loss.  This  is  a  committee 
amendment. 

101.  This  is  a  conforming  change  to  No. 
100. 

102.  This  is  a  conforming  change  to  Nos. 
77-82. 

103.  Clerical  conforming  change. 

104.  This  treats  mutual  flood  insurance 
companies  (including  reciprocal  exchanges) 
operating  on  a  premium  deposit  system  in 
the  same  manner  as  factory  mutual  fire  in¬ 
surance  companies.  As  a  result,  these  flood 
insurance  companies  are  to  determine  their 
underwriting  income  on  the  basis  of  their 
schedule  of  premium  absorptions.  However, 
the  companies  will  also  be  required  to  in- 


October  2 


CONGRESSIONAL  RECORD  —  SENATE 


20562 

crease  their  absorbed  premiums  by  2  percent 
of  the  amount  actually  absorbed.  This  will 
result  in  a  negligible  revenue  loss.  This  is  a 
committee  amendment. 

105,  106,  107,  108,  and  109.  Clerical  con¬ 
forming  changes. 

IX.  DOMESTIC  CORPORATIONS  RECEIVING  DIVI¬ 
DENDS  FROM  FOREIGN  CORPORATIONS 

110.  Clerical  conforming  amendment. 

111.  The  House  bill  "grosses  up"  dividends 
received  from  all  foreign  corporations.  The 
Senate  amendment  provides  for  the  same 
grossup  in  the  case  of  dividends  received 
from  other  than  “less  developed  country  cor¬ 
porations.”  A  less  developed  country  cor¬ 
poration  has  the  same  definition  as  in  section 
12,  but  here  also  includes  certain  holding 
companies.  In  general  terms,  a  less  devel¬ 
oped  country  corporation  is  one  which  is  en¬ 
gaged  in  the  active  conduct  of  a  trade  or 
business  which  derives  80  percent  or  more 
of  its  gross  income  from  sources  within  less 
developed  countries  and  which  has  80  per¬ 
cent  in  value  of  its  assets  invested  in  a  trade 
or  business  in  a  less  developed  country  and 
certain  other  assets  consistent  with  carrying 
on  this  trade  or  business.  Certain  shipping 
and  aircraft  corporations  also  qualify.  A 
third  category,  which  for  purposes  of  this 
one  provision  also  qualifies,  is  a  foreign  hold¬ 
ing  company  which  owns  10  percent  or  more 
of  the  stock  in  less  developed  country  cor¬ 
porations,  which  receive  80  percent  or  more 
of  their  income  from  sources  within  less  de¬ 
veloped  countries  and  have  80  percent  or 
more  of  their  assets  invested  in  the  same 
manner  as  other  less  developed  country  cor¬ 
porations.  It  is  estimated  this  amendment 
will  lose  $10  million  a  year.  This  is  a  com¬ 
mittee  amendment. 

112.  113,  114,  115,  116,  117,  118,  119,  and 

120.  Clerical  conforming  amendments. 

X.  SEPARATE  LIMITATIONS  ON  FOREIGN  TAX 

CREDIT  WITH  RESPECT  TO  CERTAIN  INTEREST 

INCOME 

121.  This  is  a  new  section.  It  provides 
that  the  foreign  tax  credit  limitation  for 
certain  interest  income  is  to  be  computed 
separately  from  the  limitation  for  other  types 
of  income.  The  interest  income  referred  to 
does  not  include  that  derived  from  the  ac¬ 
tive  conduct  of  a  trade  or  business,  from  a 
banking  or  similar  business,  or  from  a  cor¬ 
poration  in  which  the  taxpayer  has  a  10- 
percent  voting  interest.  No  revenue  esti¬ 
mate  is  available.  This  is  a  committee 
amendment. 

XI.  EARNED  INCOME  FROM  SOURCES  OUTSIDE  THE 

UNITED  STATES 

122.  Clerical  conforming  amendment. 

123.  This  denies  an  exclusion  to  an  indi¬ 
vidual  as  a  “bona  fide  resident  of  a  foreign 
country”  if  the  individual  (1)  has  earned 
income  from  sources  within  that  foreign 
country;  (2)  has  filed  a  statement  with  the 
authorities  of  that  country  that  he  is  not  a 
resident  of  it;  and  (3)  has  been  held  not  to 
be  subject  to  income  tax  as  a  resident  of 
that  country.  This  will  result  in  a  negligible 
revenue  gain.  This  is  a  committee  amend¬ 
ment. 

124.  This  provides  that  the  $20,000  or  $35,- 
000  ceiling  on  the  exclusion,  for  a  limited 
period  of  time,  is  not  to  apply  to  certain 
fringe  benefits.  These  are  noncash  compen¬ 
sation,  such  as  provision  for  a  home  or  a  car. 
These  fringe  benefits  are  entirely  excluded 
from  taxable  income  in  1963,  are  excluded 
to  the  extent  of  two-thirds  in  1964,  and  ex¬ 
cluded  to  the  extent  of  one-third  in  1965. 
This  will  result  in  a  negligible  revenue  loss. 
This  is  a  committee  amendment. 

125.  In  general,  the  House  bill  applied  to 
taxable  years  ending  after  December  31, 
1962,  with  respect  to  amounts  received  after 
that  date  for  services  performed  after  that 
date,  or  for  services  performed  before  that 
date.  The  Senate  amendment  applies  to  tax¬ 
able  years  ending  after  September  4,  1962, 


but  only  with  respect  to  amounts  received 
after  March  12,  1962,  for  services  performed 
after  December  31,  1962,  or  received  after  De¬ 
cember  31,  1962,  for  services  after  that  date. 
The  amendments  relative  to  pensions  and 
annuities  applies  to  taxable  years  ending 
after  December  31,  1962.  This  is  a  floor 
amendment  offered  by  Senator  Kerr. 

XII.  CONTROLLED  FOREIGN  CORPORATIONS 

126.  Both  the  House  and  Senate  versions 
of  this  provision  are  concerned  primarily 
with  tax-haven  devices.  However,  the  ver¬ 
sions  of  the  bill  differ  considerably.  The 
House  and  Senate  features  can  be  compared 
as  follows: 

1.  Both  versions  tax  to  U.S.  shareholders 
income  arising  from  insurance  of  U.S.  risks. 
However,  the  Senate  version  does  not  tax  such 
income  to  the  shareholders  unless  this  in¬ 
come  represents  more  than  5  percent  of  total 
premiums  and  other  consideration. 

2.  Both  versions  tax  passive  investment  in¬ 
come  under  certain  conditions  to  the  U.S. 
shareholders.  The  Senate  version,  however, 
Includes  in  this  category  all  rental  income. 
It  also  provides  that  rents  and  royalties  re¬ 
ceived  from  an  unrelated  person  and  de¬ 
rived  from  a  trade  or  business  are  not  to  be 
included.  Also  excluded  are  dividends,  in¬ 
terest,  and  gains  from  the  sale  of  securities 
derived  from  a  financial  business  or  from 
investments  made  by  an  insurance  company 
attributable  to  its  insurance  business.  Fi¬ 
nally,  dividends  and  interest  received  from 
a  related  corporation  located  in  the  same 
foreign  country  are  not  included.  Also, 
rents,  royalties,  and  similar  amounts  are  ex¬ 
cluded  if  received  for  the  use  of  property  in 
the  same  country. 

3.  Foreign  base  company  sales  income  is 
taxed  under  both  versions.  However,  it  and 
the  investment  Income  described  above  are 
taken  into  account  under  the  House  version 
only  if  representing  20  percent  of  gross  in¬ 
come,  and  if  they  represent  80  percent,  all 
income  of  the  corporation  is  taxed  to  the 
U.S.  shareholders.  Under  the  Senate  version, 
the  income  is  taxed  only  if  it  represents  30 
percent  of  gross  income,  and  if  it  represents 
70  percent  or  more,  all  of  the  income  is  taxed 
to  the  U.S.  shareholders. 

4.  The  Senate  version  alone  taxes  foreign 
base  company  service  income  derived  from 
the  performance  of  technical,  managerial, 
engineering,  etc.,  services  for  a  related  per¬ 
son  outside  of  a  country  in  which  the  con¬ 
trolled  foreign  corporation  is  organized. 
This  income  under  the  Senate  version  is 
taken  into  account  in  applying  the  30-per¬ 
cent  test  referred  to  above. 

5.  Under  the  Senate  version,  tax  on  divi¬ 
dends  and  interest  derived  from  a  less  devel¬ 
oped  country  may  be  avoided  if  reinvested 
in  a  less  developed  country.  Under  the  House 
version,  the  reinvestment  provisions  applied 
not  only  to  dividends  and  interest  but  also 
to  other  forms  of  passive  income  and  base 
company  sales  income.  In  addition,  it  was 
not  necessary  that  they  be  derived  from  a 
less  developed  country.  However,  the  rein¬ 
vestment  had  to  be  made  in  a  corporation  in 
a  less  developed  country  in  which  the  tax¬ 
payer  and  no  more  than  four  other  Americans 
had  an  interest  of  more  than  50  percent. 

6.  The  Senate  version  does  not  contain  the 
provision  of  the  House  bill  which  taxed  to 
the  U.S.  shareholders,  income  not  reasonably 
needed  in  the  taxpayer’s  trade  or  business, 
nor  does  it  include  the  provision  that  such 
earnings  be  reinvested  in  the  same  trade  or 
business  in  which  the  taxpayer  was  engaged 
for  the  last  5  years,  or  before  December  31, 
1962. 

7.  The  House  version  provided  that  U.S. 
shareholders  were  to  be  taxed  on  income 
from,  or  attributable  to,  patents,  copyrights, 
formulas,  and  processes  developed  or  ac¬ 
quired  in  the  United  States.  The  Senate  ver¬ 
sion  does  not  tax  such  income  to  the  U.S. 
shareholders  but  in  a  separate  section  (sec. 


16)  provides  that  gains  from  any  of  these 
patents,  copyrights,  etc.,  are  to  be  taxed  as 
ordinary  income  in  most  cases  at  the  time  of 
the  transfer  of  the  patent  or  other  rights 
from  the  domestic  corporation  to  the  foreign 
subsidiary. 

8.  Both  versions  tax  in  substantially  the 
same  manner  to  the  U.S.  shareholders  earn¬ 
ings  which  are  reinvested  in  the  United 
States  although  not  distributed  to  the  U.S. 
shareholders. 

9.  The  Senate  version  makes  this  section 
inoperative  where  the  overall  foreign  and 
U8.  taxes  paid  with  respect  to  the  foreign 
operations  are  not  substantially  below  what 
the  U.S.  taxes  would  have  been  on  this  in¬ 
come.  This  is  known  as  the  minimum  dis¬ 
tribution  provision.  It  provides  a  schedule 
of  effective  foreign  tax  rates  and  correspond¬ 
ing  percentages  of  distribution  which,  if 
complied  with,  make  this  section  inoper¬ 
ative.  There  is  no  such  provision  in  the 
House  bill. 

10.  The  Senate  version  provides  that  this 
provision  is  not  to  apply  to  the  export-trade 
income  of  export-trade  corporations.  In 
general,  this  provides  that  where  the  prod¬ 
ucts  sold  are  those  produced  or  grown  in  the 
United  States  and  where  the  profit  attribu¬ 
table  to  these  operations  complies  with  cer¬ 
tain  specified  limitations,  then  this  export- 
trade  income  is  not  to  be  subject  to  this 
provision  if  the  earnings  are  reinvested  in 
an  export-trade  business. 

It  is  estimated  that  the  House  and  Senate 
versions  will  bring  in  about  the  same  amount 
of  revenue;  namely,  $50  million  a  year.  This 
is  a  committee  amendment. 

xm.  gain  from  disposition  of  certain 

DEPRECIABLE  PROPERTY 

127.  Clerical  conforming  amendment. 

128,  129,  130,  131,  and  132.  Conforming 
changes  to  No.  135. 

133.  The  amendment  provides  that  an  ad¬ 
justment  is  to  be  made  in  the  computation 
of  the  50-percent  limitation  applicable  in  the 
case  of  percentage  depletion  deductions.  It 
is  provided  that  deductions  taken  into  ac¬ 
count  in  determining  the  expenses  of  mining 
in  computing  “taxable  income  from  the  prop¬ 
erty”  are  to  be  decreased  by  any  gain  prop¬ 
erly  allocable  to  the  mining  property  which 
under  this  provision  is  treated  as  ordinary 
income  rather  than  capital  gain.  This  is 
expected  to  result  in  an  annual  revenue  loss 
of  $5  million.  This  is  a  committee 
amendment. 

134.  Clerical  conforming  amendment. 

135.  The  House  bill  applied  to  property 
disposed  of  after  the  date  of  enactment  of 
the  bill  and  provided  that  the  only  gain 
which  would  be  treated  as  ordinary  income 
generally  was  to  be  depreciation  occurring  In 
1962  and  subsequent  years.  The  Senate 
amendment  provides  that  the  provision  is 
to  apply  to  property  disposed  of  in  taxable 
years  beginning  after  December  31,  1962. 
However,  as  under  the  House  bill,  deprecia¬ 
tion  occurring  in  1962  and  subsequent  years 
will  still  result  in  ordinary  income  if  the 
property  is  disposed  of  in  a  taxable  year  be¬ 
ginning  after  December  31,  1962.  This  is  a 
committee  amendment. 

XIV.  FOREIGN  INVESTMENT  COMPANIES 

136  and  137.  Clerical  conforming  amend¬ 
ments. 

138,  139,  140,  and  141.  Technical  amend¬ 
ments. 

142.  Clerical  conforming  change. 

143.  Technical  amendment. 

144.  Clerical  conforming  amendment. 

145.  Tills  amendment  provides  that  clear¬ 
ance  from  the  Internal  Revenue  Service  un¬ 
der  section  367  need  not  be  obtained  in  the 
case  of  a  foreign  investment  company  regis¬ 
tered  with  the  SEC  if  it  is  a  party  to  a  re¬ 
organization  in  which  all  of  its  properties 
are  acquired  by  a  domestic  regulated  invest¬ 
ment  company  before  January  1,  1964.  How¬ 
ever,  for  this  treatment  to  be  available,  the 
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corporation  for  the  year  1963  must  have 
elected  to  distribute  at  least  90  percent  of 
its  ordinary  income  and  to  have  distributed, 
or  treated  as  distributed,  any  excess  of  its 
net  long-term  capital  gains  over  its  net 
short-term  capital  losses.  This  is  a  commit¬ 
tee  amendment. 

146.  Clerical  conforming  change. 

147.  The  Senate  extended  from  30  to  45 
days  the  period  of  time  elapsing  after  the 
end  of  the  taxable  year  before  the  invest¬ 
ment  companies  must  report  to  the  share¬ 
holders  their  share  of  the  undistributed  cap¬ 
ital  gains  which  they  must  take  into  account 
for  tax  purposes.  This  is  a  committee 
amendment. 

148.  149,  150,  151,  and  152.  These  are  tech¬ 
nical  amendments. 

153.  Under  present  law  where  domestic 
regulated  investment  companies  have  more 
than  50  percent  of  their  assets  invested  in 
foreign  securities,  any  foreign  tax  credits 
available  to  the  company  in  such  a  case  may 
be  passed  through  to  the  shareholders  of 
the  regulated  investment  company.  The 
Senate  amendment  makes  this  same  treat¬ 
ment  available  in  the  case  of  foreign  invest¬ 
ment  companies  which  distribute  most  of 
their  ordinary  income  currently  and  require 
their  shareholders  to  report  the  company’s 
capital  gains  whether  or  not  distributed. 
This  is  a  committee  amendment. 

154,  155,  and  156.  Clerical  conforming 
amendments. 

XV.  GAIN  FROM  SALES  OR  EXCHANGES  OF  STOCK 
IN  FOREIGN  CORPORATIONS 

157  and  158.  Clerical  conforming  changes. 

159.  The  Senate  amendment,  while  re¬ 
taining  the  basic  structure  of  the  House  pro¬ 
vision,  made  a  number  of  important  modi¬ 
fications  : 

1.  Under  the  House  version  amounts  re¬ 
ceived  on  the  sale  of  stock,  as  distinguished 
from  a  redemption,  were  treated  as  ordinary 
income  and  not  as  dividends.  This  meant 
that  the  foreign  tax  credit  would  not  be 
available  in  such  cases.  The  Senate  version 
treats  the  appropriate  portion  of  the  gain 
on  a  sale  as  a  dividend. 

2.  Under  the  House  version,  individual 
shareholders  were  required  to  treat  the  gain 
as  ordinary  income  in  the  year  of  the  sale. 
Under  the  Senate  version  the  tax  of  an  indi¬ 
vidual  shareholder  (on  either  a  redemption  or 
sale)  is  to  be  no  greater  than  would  be  pro¬ 
vided  under  the  lower  of  two  ceilings.  The 
first  provides  that  the  individual’s  tax  is  to 
be  no  greater  than  if  the  foreign  corpora¬ 
tion  had  been  a  domestic  corporation  paying 
the  regular  corporate  tax  (offset  by  available 
foreign  tax  credits)  which  then  made  a  liqui¬ 
dating  distribution  of  the  balance  to  the 
U.S.  shareholder  and  that  this  balance  was 
subject  to  a  capital  gains  tax.  This  is  a  tax 
of  no  more  than  52  percent  (less  any  for¬ 
eign  tax  credits  available)  plus  a  capital 
gains  tax  on  the  remaining  48  percent  at  not 
more  than  a  25  percent  rate.  The  aggregate 
tax  in  such  a  case  is  64  percent  (52  percent 
plus  25  percent  of  48  percent) .  The  second 
ceiling  provides  that  the  tax  is  not  to  exceed 
the  amount  which  would  have  resulted  had 
the  earnings  and  profits  been  distributed  to 
the  shareholder  in  the  years  they  were 
earned. 

3.  The  Senate  version  also  provides  that 
earnings  and  profits  are  not  to  include  prof¬ 
its  on  sales  if  the  corporation  could  have 
qualified  for  a  tax-free  sale  on  liquidations 
had  it  been  a  domestic  corporation. 

4.  The  Senate  provision  does  not  apply  to 
earnings  and  profits  accumulated  by  a  for¬ 
eign  corporation  while  it  was  a  less  developed 
country  corporation  if  the  stock  sold  was 
owned  for  at  least  10  years  before  that  time 
by  the  U.S.  shareholder. 

5.  The  Senate  version  provides  that  the 
ordinary  income  treatment  in  this  section 
is  not  to  apply  to  earnings  and  profits  ac¬ 
cumulated  in  taxable  years  before  Janu¬ 


ary  1,  1963.  Under  the  House  bill  the  ordi¬ 
nary  income  treatment  could  have  applied 
to  earnings  and  profits  accumulated  since 
February  28,  1913. 

This  is  a  committee  amendment. 

160.  The  House  provision  is  effective  for 
sales  or  exchanges  occurring  after  the  date 
of  enactment  of  the  bill.  The  Senate  version 
applies  to  sales  or  exchanges  occurring  after 
December  31,  1962.  This  is  a  committee 
amendment. 

XVI.  SALES  AND  EXCHANGES  OF  PATENTS,  ETC., 
TO  FOREIGN  CORPORATIONS 

161.  The  House  bill  in  section  13  (sec.  12 
of  the  Senate  amendments)  would  have  taxed 
income  attributable  to  patents,  copyrights, 
and  exclusive  formulas  and  processes  sub¬ 
stantially  developed,  created,  or  produced 
in  the  United  States  or  acquired  from  re¬ 
lated  U.S.  persons  as  giving  rise  to  income 
(whether  distributed  or  not)  which  was  tax¬ 
able  to  the  U.S.  shareholders  of  controlled 
foreign  corporations.  The  Senate  substi¬ 
tuted  for  this  a  new  provision  which  treats 
gains  from  the  transfers  of  patents,  copy¬ 
rights,  etc.,  as  ordinary  income  rather  than 
capital  gain  when  transferred  by  a  U.S.  per¬ 
son  to  a  foreign  corporation  which  it  con¬ 
trols.  An  exception  is  provided  for  transfers 
for  use  in  the  subsidiary’s  own  manufactur¬ 
ing  business.  This  is  a  committee  amend¬ 
ment. 

XVII.  TAX  TREATMENT  OF  COOPERATIVES  AND 
PATRONS 

162.  Conforming  amendment  to  Nos.  164- 
168  below. 

163.  The  House  bill  provided  for  withhold¬ 
ing  at  a  20-percent  rate  on  patronage  divi¬ 
dends.  The  Senate  amendments  delete  the 
withholding  provision  and,  as  indicated  in 
section  19  below,  substitute  certain  report¬ 
ing  requirements.  In  addition,  they  pro¬ 
vide  that  for  a  cooperative  to  receive  any 
deduction  for  noncash  allocations,  it  must 
pay  out  at  least  20  percent  of  the  patronage 
dividends  in  cash.  This  applies  both  in  the 
case  where  the  patron  has  given  his  consent 
to  receiving  allocations  and  where  he  has  had 
the  option  for  a  90-day  period  to  receive  cash 
or  scrip.  This  is  a  committee  amendment. 

164.  165,  166,  167,  and  168.  Under  the 
House  bill  a  patron  gives  his  consent  to  being 
taxed  on  noncash  patronage  dividends  either 
by  providing  this  consent  in  writing  or  by 
being  a  member  of  the  cooperative  when  its 
bylaws  provided  for  this  consent.  The  Sen¬ 
ate  version  adds  a  new  procedure  for  giving 
consent.  This  consent  may  be  supplied  by 
endorsing  and  cashing  a  qualified  check. 
The  check  must  indicate  that  by  endorsing 
and  cashing  it,  the  patron  is  consenting  to 
taking  the  remainder  of  the  patronage  divi¬ 
dends  into  account  in  computing  his  in¬ 
come.  For  the  cooperative  to  omit  a  patron¬ 
age  dividend  under  this  procedure  from  its 
income  for  the  year  in  which  the  patronage 
occurs,  the  qualified  check  must  be  endorsed 
and  cashed  within  90  days  after  the  payment 
period  for  the  cooperative.  This  is  a  com¬ 
mittee  amendment. 

169,  170,  171,  and  172.  Clerical  conforming 
amendments. 

XIX.  REPORTING  ON  INTEREST,  DIVIDENDS,  AND 

PATRONAGE  DIVIDENDS  OF  $10  OR  MORE  A 

YEAR 

173.  The  House  bill  provided  for  withhold¬ 
ing  at  a  rate  of  20  percent  with  respect  to 
most  interest,  dividends,  and  patronage  div¬ 
idends  payments.  In  this  system,  provision 
was  made  for  the  use  of  exemption  certifi¬ 
cates  for  individuals  expecting  to  have  no 
tax  liability  and  a  system  of  quarterly  re¬ 
funds  for  those  having  a  tax  liability  but 
subject  to  overwithholding.  The  Senate 
amendments  in  lieu  of  this  provided  for  the 
submission  by  payors  of  information  returns 
to  the  Government  for  interest,  dividends, 
and  patronage  dividends  of  $10  or  more  per 


person  per  year.  This  same  information 
must  also  be  submitted  by  the  payors  to 
the  recipients  of  interest,  dividends,  or  pat¬ 
ronage  dividends  on  an  annual  basis.  Pen¬ 
alties  of  $10  per  return  on  statement,  but 
not  to  exceed  $25,000  per  payor,  for  failures 
to  file  returns  with  the  Government  and 
$25,000  for  failures  to  submit  statements  to 
payees,  are  provided.  The  Joint  committee 
staff  estimated  that  the  withholding  pro¬ 
vision  in  the  House  bill  would  result  in  a 
revenue  increase  of  $550  million.  The  Treas¬ 
ury  Department  estimated  the  revenue  in¬ 
crease  to  be  $780  million.  The  joint  com¬ 
mittee  staff  estimates  that  the  reporting  sys¬ 
tem  will  result  in  a  revenue  increase  of 
$275  million  a  year,  while  the  Treasury  De¬ 
partment  estimates  it  will  increase  revenues 
by  $240  million  a  year.  This  is  a  committee 
amendment. 

XX.  INFORMATION  WITH  RESPECT  TO  FOREIGN 
CORPORATIONS 

174  and  175.  Clerical  conforming  changes. 

176.  With  respect  to  the  annual  informa¬ 
tion  return,  the  Senate  has  provided  a  ceil¬ 
ing  on  the  penalty  which  may  be  imposed 
where  the  information  is  not  supplied.  Un¬ 
der  present  law,  a  failure  to  supply  the  re¬ 
quired  information  results  in  a  decrease  of 
10  percent  in  the  foreign  tax  credit  allowed 
a  domestic  corporation,  plus  an  additional 
5  percent  for  each  3-month  period  of  non- 
compliance.  The  Senate  amendment  pro¬ 
vides  that  in  no  event  is  this  penalty  to  ex¬ 
ceed  $10,000  or  the  income  of  the  foreign 
corporation  with  respect  to  which  the  pen¬ 
alty  occurred,  whichever  is  the  greater.  This 
is  a  committee  amendment. 

177  and  178.  Clerical  conforming  changes. 

179.  In  the  case  of  the  annual  informa¬ 
tion  return  in  determining  whether  or  not 
50-percent  control  exists  and,  therefore, 
whether  or  not  the  information  must  be  sup¬ 
plied,  the  Senate  amendment  has  narrowed 
somewhat  the  constructive  ownership  rules 
applied  under  the  House  bill.  Stock  owned 
by  a  partner,  an  estate,  trust,  or  corporation 
will  not  be  treated  as  owned  by  the  partner¬ 
ship,  estate,  trust,  or  corporation  if  this 
treats  a  U.S.  person  as  owning  stock  owned 
by  a  person  who  is  not  actually  a  U.S.  per¬ 
son.  Also,  a  person  is  not  to  be  considered 
as  owning  stock  held  by  a  corporation  if  his 
stock  interest  is  not  more  than  10  percent. 
This  is  a  committee  amendment. 

180  and  181.  In  the  case  of  information  re¬ 
quired  with  respect  to  organizations,  reor¬ 
ganizations,  etc.,  the  Senate  bill  provides 
that  officers  or  directors  who  are  U.S.  citi¬ 
zens  need  supply  information  only  if  there 
are  5  percent  U.S.  shareholders  and  the  in¬ 
formation  they  submit  is  to  be  only  the 
names  and  addresses  of  these  shareholders. 
This  is  a  committee  amendment. 

182.  Clerical  conforming  change. 

183.  The  Senate  amendment  provides  that 
no  information  is  to  be  required  to  be  fur¬ 
nished  with  respect  to  a  foreign  corporation 
which  is  organized,  reorganized,  etc.,  unless 
that  information  was  required  under  regula¬ 
tions  in  effect  90  days  prior  (30  days  prior 
at  the  beginning  of  the  first  year)  to  the 
date  on  which  the  U.S.  persons  became  liable 
to  file  the  return  with  respect  to  the  infor¬ 
mation.  This  is  a  committee  amendment. 

184.  185,  186,  187,  and  188.  Clerical  con¬ 
forming  changes. 

XXI.  EXPENDITURES  BY  FARMERS  FOR  CLEARING 
LAND 

189.  This  permits  taxpayers  engaged  in  the 
business  of  farming  to  deduct,  in  computing 
their  tax,  expenditures  they  incur  in  clear¬ 
ing  land  of  brush  and  trees,  in  leveling  the 
land  and  in  diverting  streams  to  make  the 
land  suitable  for  farming.  This  deduction 
may  not  exceed  $5,000  in  any  year  or,  if  less, 
25  percent  of  the  taxpayer’s  income  from 
farming.  There  is  no  comparable  House 
provision.  This  is  a  committee  amendment. 
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XXII.  CHARITABLE  CONTRIBUTIONS  MADE  FROM 
INCOME  ATTRIBUTABLE  TO  SEVERAL  TAXABLE 
YEARS 

190.  Under  present  law  where  charitable 
contributions  are  made  In  a  year  and  an 
averaging  device  permits  the  spreading  of 
income  received  in  that  year  over  several 
years,  the  charitable  limitation  is  applied 
after  the  averaging  of  the  income  occurs. 
Under  the  Senate  amendment  the  limitation 
on  charitable  contributions  made  at  the 
election  of  the  taxpayer  is  to  be  applied  be¬ 
fore  the  income  is  spread  over  the  years  to 
which  it  is  attributable,  for  purposes  of  de¬ 
termining  the  application  of  the  20-  or  30- 
percent  charitable  limitation.  There  is  no 
comparable  House  provision.  This  is  a  com¬ 
mittee  amendment. 

XXII.  EFFECT  DATE  OF  SECTION  1371  (C)  OF  THE 
CODE 

191.  This  amendment  provides  for  the 
years  1958  and  1959  that  in  determining  the 
number  of  shareholders  of  a  small  business 
corporation  for  purposes  of  the  election 
provided  by  subchapter  S  of  the  code  (under 
which  shareholders  are  taxed  directly  on 
their  corporate  earnings) ,  spouses  who  hold 
stock  of  such  a  corporation  jointly  or  under 
community  property  laws  are  to  be  treated 
as  one  shareholder.  There  is  no  comparable 
House  provision.  This  is  a  committee 
amendment. 

XXTV.  LOSSES  SUSTAINED  IN  CONVERTING  FROM 
STREET  RAILWAY  TO  BUS  OPERATIONS 

192.  The  Senate  amendment  provides  that 
net  operating  losses  incurred  in  1953  and 
1954  by  a  street  railway  company  in  convert¬ 
ing  from  streetcar  to  bus  service,  which  are 
not  absorbed  in  the  normal  carryover  period, 
are  to  be  treated  as  a  net  loss  occurring  in 

1959.  This  permits  these  losses  to  be  carried 
forward  to  the  years  1960  through  1964. 
There  is  no  comparable  House  provision. 
This  is  a  committee  amendment. 

XXV.  PENSION  PLAN  OF  INTERNATIONAL  HOD 
CARRIERS’  BUILDING  AND  COMMON  LABORERS’ 
UNION 

193.  The  Senate  amendment  provides  that 
the  union-negotiated  pension  plan  of  Local 
Union  No.  435  of  the  International  Hod  Car¬ 
riers’  Building  and  Common  Laborers’  Union 
of  America  is  to  be  treated  as  a  qualified  tax- 
exempt  trust  for  the  period  from  May  1, 

1960,  to  April  20,  1961,  if  the  trust  was  not 
operated  during  this  period  in  a  manner  to 
jeopardize  the  interests  of  its  beneficiaries. 
This  also  permits  employers  to  deduct  con¬ 
tributions  made  to  the  trust  in  this  period. 
There  is  no  comparable  House  provision. 
This  is  a  committee  amendment. 

XXVI.  PARTNERSHIP  YEAR  OF  SURVIVING  PARTNER 

IN  TWO-MAN  PARTNERSHIP 

194.  The  Senate  amends  the  1939  Code 
(years  after  1946)  to  provide  that  where  one 
partner  in  a  two-man  partnership  dies,  the 
partnership  year  for  the  surviving  partner  is 
not  to  close  prior  to  the  time  the  partnership 
year  would  have  closed  had  neither  partner 
died  nor  otherwise  disposed  of  his  interest. 
There  is  no  comparable  House  provision. 
This  is  a  committee  amendment. 

XXVII.  EXCLUSION  FROM  GROSS  INCOME  OF 
AWARDS  MADE  PURSUANT  TO  EVACUATION 
CLAIMS  OF  AMERICAN-JAPANESE  INDIVIDUALS 

195.  The  Senate  amendment  provides  that 
amounts  received  as  awards  made  under  the 
Japanese-American  Evacuation  Claims  Act 
to  persons  of  Japanese  ancestry  who  were 
evacuated  from  the  west  coast  in  1942  dur¬ 
ing  World  War  II  are  not  to  be  subject  to 
Federal  income  tax.  There  is  no  comparable 
House  provision  in  the  bill  but  this  provi¬ 
sion  is  identical  to  a  bill  passed  by  the  House 
on  August  30,  1962.  This  is  a  floor  amend¬ 
ment  by  Senator  Kuchel. 


XXVIII.  DEDUCTION  FOR  DEPRECIATION  BY  TENANT 
STOCKHOLDER  OF  COOPERATIVE  HOUSING  COR¬ 
PORATION 

196.  The  Senate  amendment  provides  that 
a  depreciation  deduction  is  to  be  allowed  a 
tenant  stockholder  in  a  cooperative  housing 
corporation  to  the  extent  this  deduction  is  a 
business  deduction  and  is  properly  allocable 
to  his  proprietary  lease  or  his  right  of  ten¬ 
ancy  and  his  stock.  There  is  no  comparable 
House  provision.  This  is  a  floor  amendment 
made  by  Senator  Sparkman. 

XXIX.  EXCLUSION  FROM  GROSS  INCOME  OF  GAIN 
FROM  SALE  OF  RESIDENCE  BY  INDIVIDUALS  AGE 
65  OR  OVER  . 

197.  The  Senate  amendment  excludes  from 
a  taxpayer’s  gross  income  any  gain  realized 
by  him  from  the  sale  or  disposition  of  his 
principal  residence  after  he  or  his  spouse  has 
reached  the  age  of  65.  The  exemption  ap¬ 
plies  only  if  the  property  has  been  used  by 
the  taxpayer  as  his  principal  residence  for 
at  least  5  years  prior  to  the  sale  and  if  the 
sales  price  exceeds  $30,000  the  exclusion  is 
to  be  limited  to  the  same  proportion  of  the 
gain  which  $30,000  is  of  the  sales  price.  There 
is  no  comparable  House  provision.  The 
Treasury  Department  has  estimated  that  this 
amendment  will  cost  $30  million  a  year. 
This  is  a  floor  amendment  made  by  Senator 
Dirksen. 

XXX.  DEDUCTION  FOR  INCOME  TAX  PURPOSES  OF 

contributions  for  judicial  reform 

198.  The  Senate  amendment  provides  that 
gifts  made  after  December  31,  1961,  to  non¬ 
profit  organizations  supporting  or  opposing 
the  reorganization  of  the  judicial  branch  of 
a  State  government,  where  referendums  are 
occurring  in  1962,  are  to  be  deductible  as 
charitable  contributions.  The  nonprofit  or¬ 
ganizations  must  be  created  and  operated 
exclusively  to  consider  such  proposals  and 
to  provide  information,  make  recommenda¬ 
tions,  and  seek  public  support  or  opposition 
to  them.  In  addition,  no  part  of  the  earn¬ 
ings  of  the  organization  may  inure  to  the 
benefit  of  any  private  individual  and  the 
organization  must  not  participate  in  any 
political  campaign  of  any  candidate  for  pub¬ 
lic  office.  There  is  no  comparable  House  pro¬ 
vision  but  an  identical  bill  was  recently 
passed  by  the  House.  This  is  a  floor  amend¬ 
ment  made  by  Senator  Dirksen. 

xxxi.  social  security  amendment  relating 

TO  STATEMENT  OF  FINANCIAL  STATUS  OF 

CLAIMANTS  FOR  MEDICAL  ASSISTANCE  FOR  THE 

AGED 

199.  Under  present  law  a  State  plan  must 
include  standards  limiting  eligibility  to  those 
aged  persons  who  lack  means  to  pay  for 
medical  services.  This  amendment  would 
expressly  permit  a  State  to  accept  as  pre¬ 
sumptively  correct  any  written  statement  by 
an  applicant  as  to  his  financial  status.  Such 
a  statement  can  be  accepted  without  investi¬ 
gation  if  a  State  desires  to  do  so  under 
present  law.  There  is  no  comparable  House 
provision.  This  is  a  floor  amendment  offered 
by  Senator  Dirksen. 

XXXII.  FOREIGN  SUBSIDIARIES  MANUFACTURING 

PRODUCTS  ABROAD  FOR  SALE  IN  THE  UNITED 

STATES 

200.  This  amendment  provides  that  under 
certain  conditions  a  foreign  corporation  is  to 
be  deemed  to  be  engaged  in  a  trade  or  busi¬ 
ness  within  the  United  States  and  its  gross 
income  from  sources  within  the  United 
States  is  to  be  deemed  to  be  not  less 
than  the  gross  income  it  derives  from 
the  sale  of  competitive  articles  which 
are  sold  by  it  for  ultimate  use,  consumption, 
or  disposition  in  the  United  States.  This 
section  is  to  apply  to  a  foreign  corporation 
only  if  10  percent  or  more  of  its  stock  is  held 
by  a  domestic  corporation  and  the  foreign 
corporation  derives  10  percent  or  more  of  its 


gross  income  from  the  sale  of  competitive  ar¬ 
ticles  which  are  sold  by  it  for  ultimate  use, 
consumption,  or  disposition  in  the  United 
States. 

A  competitive  article  for  purposes  of  this 
section  is  one  which  is  mined,  processed,  or 
manufactured  outside  of  the  United  States 
for  a  foreign  corporation  which  is  the  same 
as  or  similar  to  presently  or  formerly  mined, 
processed,  or  manufactured  in  the  United 
States  by  the  corporation  holding  10  percent 
or  more  of  the  foreign  corporation’s  stock 
or  any  subsidiary  of  such  domestic  corpora¬ 
tion.  There  is  no  comparable  House  provi¬ 
sion.  It  has  been  estimated  that  if  corpora¬ 
tions  continue  their  present  imports  into  the 
United  States  without  regard  to  this  provi¬ 
sion,  this  provision  might  result  in  a  revenue 
increase  of  $50  million.  This  is  a  floor 
amendment  offered  by  Senator  McCarthy. 
XXXIII.  EFFECTIVE  DATE  OF  AMENDMENT  TO 
SECTION  13  74  (b) 

201.  Shareholders  of  a  small  business  cor¬ 
poration  electing  to  be  taxed  under  sub¬ 
chapter  S  generally  may  deduct  their  pro¬ 
portionate  share  of  the  corporation’s  net  op¬ 
erating  loss.  This  “passthrough”  of  the  net 
operating  loss,  however,  initially  was  avail¬ 
able  only  with  respect  to  shareholders  who 
were  living  at  the  end  of  the  corporation’s 
taxable  year.  Public  Law  86-376  removed 
this  requirement  that  the  taxpayer  be  liv¬ 
ing  at  the  end  of  the  corporation’s  year  for 
this  passthrough  of  the  loss  to  be  available. 
This  was  made  effective  as  of  October  24, 
1959.  The  Senate  amendment  would  make 
this  change  effective  retroactively  to  Sep¬ 
tember  2,  1958.  There  is  no  comparable 
House  provision.  This  is  a  floor  amendment 
offered  by  Senator  Cotton. 

XXXIV.  TREATIES 

202.  Clerical  conforming  amendment. 

203.  The  House  bill  provided  that  if  any 
provision  in  this  bill  contravened  any  ex¬ 
isting  tax  treaty  then  the  new  statutory 
law  was  to  have  precedence  over  the  prior 
tax  treaty.  The  Senate  amended  this  to 
provide  that  no  provision  of  this  bill  was  to 
apply  in  any  case  where  its  application 
would  be  contrary  to  any  treaty  obligation 
of  the  United  States.  This  is  a  committee 
amendment. 

The  VICE  PRESIDENT.  The  hour  of 
5  o’clock  having  arrived,  the  question  is 
on  agreeing  to  the  conference  report  on 
the  tax  bill,  H.R.  10650. 

On  this  vote,  the  yeas  and  nays  have 
been  ordered;  and  the  clerk  will  call  the 
roll. 

The  Chief  Clerk  called  the  roll. 

Mr.  HUMPHREY.  I  announce  that 
the  Senator  from  New  Mexico  [Mr. 
Chavez],  the  Senator  from  Pennsylvania 
[Mr.  Clark],  the  Senator  from  Missis¬ 
sippi  [Mr.  Eastland],  the  Senator  from 
Ohio  [Mr.  Lausche],  the  Senator  from 
Washington  [Mr.  Macnuson],  and  the 
Senator  from  Arkansas  [Mr.  McClellan] 
are  absent  on  official  business. 

I  further  announce  that  the  Senator 
from  New  Mexico  [Mr.  Anderson],  the 
Senator  from  Arkansas  [Mr.  Ful- 
b right]  ,  the  Senator  from  Alaska  [Mr. 
Gruening],  the  Senator  from  Wyoming 
[Mr.  Hickey]  are  necessarily  absent. 

On  this  vote,  the  Senator  from  Alaska 
[Mr.  Gruening]  is  paired  with  the  Sena¬ 
tor  from  New  Mexico  [Mr.  Chavez],  If 
present  and  voting,  the  Senator  from 
Alaska  would  vote  “nay,”  and  the  Sena¬ 
tor  from  New  Mexico  would  vote  “yea.” 

On  this  vote,  the  Senator  from  Penn¬ 
sylvania  [Mr.  Clark]  is  paired  with  the 
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Senator  from  Mississippi  [Mr.  East- 
land].  If  present  and  voting,  the  Sena¬ 
tor  from  Pennsylvania  would  vote  “nay,” 
and  the  Senator  from  Mississippi  would 
vote  “yea.” 

Mr.  KUCHEL.  I  announce  that  the 
Senators  from  Vermont  [Mr.  Aiken  and 
Mr.  Prouty,  the  Senator  from  Mary¬ 
land  [Mr.  Beall]  ,  the  Senator  from  Utah 
[Mr.  Bennett],  the  Senator  from  South 
Dakota  [Mr.  Bottum]  ,  the  Senator  from 
Connecticut  [Mr.  Bush],  the  Senator 
from  Indiana  [Mr.  Capehart],  the  Sen¬ 
ator  from  Nebraska  [Mr.  Hruska],  the 
Senator  from  Kentucky  [Mr.  Morton], 
the  Senator  from  Texas  [Mr.  Tower], 
and  the  Senator  from  Massachusetts 
[Mr.  SaltonstallI  are  necessarily  ab¬ 
sent. 

If  present  and  voting,  the  Senator 
from  Vermont  [Mr.  Aiken],  and  the 
Senator  from  Maryland  [Mr.  Beall], 
would  each  vote  “yea.” 

On  this  vote,  the  Senator  from  Utah 
[Mr.  Bennett]  is  paired  with  the  Senator 
from  Nebraska  [Mr.  Hruska].  If  pres¬ 
ent  and  voting,  the  Senator  from  Utah 
would  vote  “yea,”  and  the  Senator  from 
Nebraska  would  vote  “nay." 

On  this  vote,  the  Senator  from  South 
Dakota  [Mr.  Bottum]  is  paired  with  the 
Senator  from  Connecticut  [Mr.  Bush]. 
If  present  and  voting,  the  Senator  from 
South  Dakota  would  vote  “yea,”  and  the 
Senator  from  Connecticut  would  vote 
“nay.” 

On  this  vote,  the  Senator  from  Indiana 
[Mr.  Capehart]  is  paired  with  the  Sen¬ 
ator  from  Texas  [Mr.  Tower].  If  pres¬ 
ent  and  voting,  the  Senator  from  Indi¬ 
ana  would  vote  “yea,”  and  the  Senator 
from  Texas  would  vote  “nay.” 

On  this  vote,  the  Senator  from  Ken¬ 
tucky  [Mr.  Morton]  is  paired  with  the 
Senator  from  Massachusetts  [Mr.  Sal- 
tonstall]  .  If  present  and  voting,  the 
Senator  from  Kentucky  would  vote 
“yea,”  and  the  Senator  from  Massachu¬ 
setts  would  vote  “nay.” 

The  result  was  announced — yeas  56, 
nays  22,  as  follows: 

[No.  303  Leg. 1 
YEAS — 56 


NOT  VOTING — 22 


Aiken 

Clark 

McClellan 

Anderson 

Eastland 

Morton 

Beall 

Fulbright 

Pell 

Bennett 

Gruentng 

Prouty 

Bottum 

Hickey 

Salto  nstall 

Bush 

Hruska 

Tower 

Capehart 

Lausche 

Chavez 

Magnuson 

Allott 

Hayden 

Mundt 

Bible 

Hill 

Murphy 

Butler 

Holland 

Muskie 

Byrd,  Va. 

Humphrey 

Pastore 

Byrd,  W.  Va. 

Jackson 

Pearson 

Cannon 

Javits 

Randolph 

Carlson 

Johnston 

Robertson 

Carroll 

Jordan,  N.C. 

Scott 

Case 

Kerr 

Smathers 

Church 

Kuchel 

Smith,  Mass. 

Cooper 

Long,  Mo. 

Smith,  Maine 

Cotton 

Long,  Hawaii 

Sparkman 

Dirksen 

Long,  La. 

Symington 

Dodd 

Mansfield 

Talmadge 

Ellender 

McCarthy 

Wiley 

Engle 

McGee 

Williams,  N.J. 

Ervin 

Metcalf 

Young,  N.  Dak. 

Fong 

Monroney 

Young,  Ohio 

Hartke 

Moss 

NAYS— 22 

Bartlett 

Hickenlooper 

Proxmire 

Boggs 

Jordan,  Idaho 

Russell 

Burdick 

Keating 

Stennis 

Curtis 

Kefauver 

Thurmond 

Douglas 

McNamara 

Williams,  Del. 

Goldwater 

Miller 

Yarborough 

Gore 

Morse 

Hart 

Neuberger 

So  the  report  was  agreed  to. 

Mr.  KERR.  Mr.  President,  I  move 
that  the  vote  by  which  the  conference 
report  was  adopted  be  reconsidered. 

Mr.  HUMPHREY.  Mr.  President,  I 
move  to  lay  that  motion  on  the  table. 

The  VICE  PRESIDENT.  The  ques¬ 
tion  is  on  agreeing  to  the  motion  to  lay 
on  the  table. 

The  motion  to  lay  on  the  table  was 

,agreedlQ - - - - - 


ORDER 


The  VICE  PRESIDENT, 
ection,  it  is  so  ordered. 
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AUTHORIZING  THE  CLERK  OF  THE 

HOUSE  TO  MAKE  A  CORRECTION 

IN  THE  ENROLLMENT  OF  H.R.  8567 

The  PRESIDING  OFFICER  (Mr.  Hart 
in  the  .chair)  laid  before  the  Senate, 
House  Concurrent  Resolution  No.  581, 
which  was  read  as  follows : 

Resolved  by  the  House  of  Representatives 
( the  Senate  concurring ),  That  in  the  enroll¬ 
ment  of  the  hill  (H.R.  8567)  to  authorize  the 
Secretary  of  the  Interior  to  create  trial  boards 
for  the  United  States  Park  Police,  and  for 
other  purposes,  the-Clerk  of  the  House  is  au¬ 
thorized  and  directed  to  make  the  following 
correction : 

In  Senate  amendmeivt  numbered  3,  strike 
out  “discharges”  and  insert  in  lieu  thereof 
“charges”. 

Mr.  MANSFIELD.  President,  I 

move  that  the  Senate  concur  in  the  con¬ 
current  resolution.  Its  purpose  is  to  cor¬ 
rect  an  error  in  H.R.  8567. 

The  PRESIDING  OFFICER.  Tht 
question  is  on  agreeing  to  the  motion 
the  Senator  from  Montana. 

The  motion  was  agreed  to. 


THE  85TH  BIRTHDAY  ANNIVERSAI 
OF  SENATOR  HAYDEN,  OF  ARIZONA^ 

Mr.  MANSFIELD.  Mr.  President,  it  is 
my  pleasure  and  privilege  to  <zall  to  the 
attention  of  the  Senate  the  fafct  that  to¬ 
day  is  the  birth  anniversary  of  a  great 
man,  the  senior  Senator  of  the  United 
States,  the  President  pno  tempore  of 
this  body,  a  man  whom,  regardless  of  our 
political  affiliations,  we/-espect,  admire, 
and  love. 

On  this  occasion  I  itant  to  extend,  on 
my  behalf — and  I  hsspe  all  other  Sena¬ 
tors  will  join  me— fay  felicitations  and 
congratulations  t a  the  senior  Senator 
from  Arizona  on/his  birth  anniversary. 

[Prolonged  applause,  Senators  rising.] 

Mr.  HAYDE17.  Mr.  President,  what 
the  majority  Leader  says  makes  me  very 
happy  to  be  8 p  years  young. 


LEGISLATIVE  PROGRAM 
Mr.  MANSFIELD  obtained  the  flc 
Mr.  DIRKSEN.  Mr.  President,  wiM  the 
Senator  yield? 

Mr.  MANSFIELD.  I  yield. 

Mr.  DIRKSEN.  I  wish  to  ask/the  ma¬ 
jority  leader  about  the  schedule  for  the 
remainder  of  the  day. 

Mr.  MANSFIELD.  In  response  to  the 
question  raised  by  the  distinguished  mi¬ 
nority  leader — whom  we  are  all  glad  to 
see  back  in  the  Chamber  azid  in  such  ob¬ 
viously  good  health- 

Mr.  DIRKSEN.  I  th^k  the  Senator. 
[Applause.] 

Mr.  MANSFIELD.  /'There  will  be  no 
further  business  tonight  except  for  a 
couple  of  bills  which  seem  to  be  without 
opposition  and  which  have  cleared  both 


sides. 


ADR  ADJOURNMENT  TO  10 
A.M.  TOMORROW 

Mr.  MANSFIELD.  Mr.  President,  I 
ask  ui/animous  consent  that  when  the 
Senate  adjourns  tonight  it  adjourn  to 
mee/  at  10  o’clock  tomorrow  morning. 


Mr.  President/  it  is  the  intention,  at 
the  conclusion  6f  the  morning  hour  to¬ 
morrow,  to  tajce  up  Calendar  No.  2176, 
H.R.  8140,  a  bill  to  strengthen  the  crimi¬ 
nal  laws  relating  to  bribery,  graft,  and 
conflict  of /interest,  and  for  other  pur¬ 
poses.  / 

It  is  my  understanding  that  the  Sena¬ 
tor  from  New  York  [Mr.  Keating]  has 
several  amendments,  and  that  he  is 
agree  jible  to  a  time  limitation  of  very 
short*  duration  on  those  amendments. 

Then  it  is  contemplated  that  the  Sen- 
at</ will  take  up  the  State,  Justice,  and 
Commerce  appropriation  bill;  the  con- 
rence  report  on  the  drug  bill;  possibly 
he  conference  report  on  the  trade  bill, 
in  the  event  the  House  has  acted,  pos¬ 
sibly  tomorrow,  more  likely  on  Thurs¬ 
day;  the  conference  report  on  H.R.  7283, 
the  war  claims  bill,  in  the  event  the 
House  has  acted  Wednesday  or  Thurs¬ 
day. 

For  the  remainder  of  the  week,  on 
Thursday  and  possibly  Friday,  there  will 
be  the  supplemental  appropriation  bill; 
|he  conference  report  on  the  District  of 
olumbia  Appropriation  bill ;  the  confer¬ 
ence  report  on  the  State,  Justice,  Com¬ 
merce,  Judiciary  appropriation  bill;  the 
conference  report  on  the  Agriculture 
Department  appropriation  bill;  the  con- 
ferenceNreport  on  the  public  works  ap- 
propriatffin  bill;  the  conference  report  on 
the  foreign-aid  appropriation  bill;  the 
conference  \eport  on  the  supplemental 
appropriation^ bill;  and  other  odds  and 
ends  as  they  crime  in. 

Mr.  MORSE.  \Mr.  President,  will  the 
Senator  yield? 

Mr.  MANSFIELEl  I  yield. 

Mr.  MORSE.  Speaking  about  odds 
and  ends,  does  the  iSenator  have  any 
recommendation  to  make  to  me  as  to  the 
bill  to  which  I  should  aKach  the  Senate 
“prohibition”  bill? 

Mr.  MANSFIELD.  I  w\uld  say  any 
bill. 

OATH  OF  APPLICANT  FOR  'PATENT 

Mr.  MANSFIELD.  Mr.  Presic 
ask  unanimous  consent  that  the 
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prdceed  to  the  consideration  of  Calen¬ 
dar  No.  2132,  S.  2639. 

The' VICE  PRESIDENT.  The  bill  will 
be  stated  by  title  for  the  information 
of  the  Senate. 

The  Legislative  Clerk.  A  bill  (S. 
2639)  to  amend  the  provisions  of  title 
35  of  the  United  States  Code  relating  to 
the  oath  of  applicant  for  patent,  and 
the  provisions  of  the  Trademark  Act  of 
July  5,  1946,  relating  to  verification  by 
the  applicant  of  application  for  trade¬ 
mark  registration,  and  for  other  pur¬ 
poses.  \ 

The  VICE  PRESIDENT,  Is  there  ob¬ 
jection  to  the  request  of\  the  Senator 
from  Montana? 

There  being  no  objection,  the  Senate 
proceeded  to  consider  the  bill,  which  had 
been  reported  from  the  Committee  on 
the  Judiciary,  with  an  amendment  to 
strike  out  all  after  the  enacting  clause 
and  insert: 

That  title  35,  United  States  Code,  is 
amended  by  adding  the  following  new  sec¬ 
tions  after  section  24 : 

"§  25.  Declaration  in  lieu  of  oath 

“(a)  The  Commissioner  may  by  rule  pre¬ 
scribe  that  any  document  to  be  filed  in  the 
Patent  Office  and  which  is  required  by  any 
law,  rule,  or  other  regulation  to  be  under 
oath  may  be  subscribed  to  by  a  written  dec¬ 
laration  in  such  form  as  the  Commissioner 
may  prescribe,  such  declaration  to  be  in  lieu 
of  the  oath  otherwise  required. 

“(b)  Whenever  such  written  declaration 
is  used,  the  document  must  contain  a  warn¬ 
ing  that  willful  false  statements  and  the 
like  are  punishable  by  fine  or  imprisonment, 
or  both,  under  section  1001,  title  18,  United 
States  Code. 

“§  26.  Effect  of  defective  execution 

“Any  document  to  be  filed  in  the  Patent 
Office  and  which  is  required  by  any  law,  rule, 
or  other  regulation  to  be  executed  in  a  speci¬ 
fied  manner  may  be  provisionally  accepted 
by  the  Commissioner  despite  a  defective 
execution,  provided  a  properly  executed  doc¬ 
ument  is  submitted  within  such  time  as  may 
be  prescribed.” 

Sec.  2.  The  analysis  of  chapter  2  of  title  35, 
United  States  Code,  immediately  preceding 
section  21,  is  amended  to  read  as  follows: 
“Sec. 

“21.  Day  for  taking  action  falling  on  Satur¬ 
day,  Sunday,  or  holiday. 

“22.  Printing  of  papers  filed. 

“23.  Testimony  in  Patent  Office  cases. 

“24.  Subpenas,  witnesses. 

“25.  Declaration  in  lieu  of  oath. 

“26.  Effect  of  defective  execution.” 


The  VICE  PRESIDENT.  The  bill  will 
be  stated  by  title  for  the  information  of 
the  Senate. 

The  Legislative  Clerk.  A  bill  (H.R. 
12513)  to  provide  for  public  notice  of 
settlements  in  patent  interferences,  and 
for  other  purposes. 

The  VICE  PRESIDENT.  The  ques¬ 
tion  is  on  agreeing  to  the  motion  of  the 
Senator  from  Montana. 

The  motion  was  agreed  to;  and  the 
Senate  proceeded  to  consider  the  bill, 
which  had  been  reported  from  the  Com¬ 
mittee  on  the  Judiciary,  with  an  amend¬ 
ment,  to  strike  out  all  after  the  enacting 
clause  and  insert: 

That  section  135  of  title  35,  United  States 
Code,  is  amended  by  designating  the,,  first 
and  second  paragraphs  thereof  as  subsec¬ 
tions  (a)  and  (b),  respectively,  and  by  add¬ 
ing  thereto  the  following  subsection: 

“(c)  Any  agreement  or  understanding  be¬ 
tween  parties  to  an  interference,  including 
any  collateral  agreements  referred  to  there¬ 
in,  made  in  connection  with  or  in  contem¬ 
plation  of  the  termination  of  the  interfer¬ 
ence,  shall  be  in  writing  and  a  true  copy 
thereof  filed  in  the  Patent  Office  before  the 
termination  of  the  interference  as  between 
the  said  parties  to  the  agreement  or  under -y 
standing.  If  any  party  filing  the  same  s^ 
requests,  the  copy  shall  be  kept  separs 
from  the  file  of  the  interference,  and  m&de 
available  only  to  Government  agencies  on 
written  request,  or  to  any  person  on  ^show¬ 
ing  of  good  cause.  Failure  to  file  the  copy 
of  such  agreement  or  understanding  shall 
render  permanently  unenforceable  such 
agreement  or  understanding  and  any  patent 
of  such  parties  involved  in  the  interference 
or  any  patent  subsequently"  issued  on  any 
application  of  such  parties/so  involved.  The 
Commissioner  may,  hoVever,  on  a  showing 
of  good  cause  for  failu/e,  to  file  within  the 
time  prescribed,  permit  the  filing  of  the 
agreement  or  understanding  during  the  six- 
month  period  subsequent  to  the  termination 
of  the  interference  as  between  the  parties 
to  the  agreement  or  understands 

“The  Commissioner  shall  give\notice  to 
the  parties  dr  their  attorneys  of  'record,  a 
reasonable  /time  prior  to  said  termination, 
of  the  filing  requirement  of  this  section. 
If  the  ^Commissioner  gives  such  notice  at 
a  later/ time,  irrespective  of  the  right  to' 
suclyagreement  or  understanding  within 
six/iionth  period  on  a  showing  of  good  cause), 
tljfe  parties  may  file  such  agreement  or  un- 
erstanding  within  sixty  days  of  the  re- 
/ceipt  of  such  notice. 

'  “Any  discretionary  action  of  the  Commis¬ 
sioner  under  this  subsection  shall  be  re- 
viewable  under  section  10  of  the  Adminis¬ 
trative  Procedure  Act.” 


The  VICE  PRESIDENT.  Th</  ques¬ 
tion  is  on  agreeing  to  the  coinmittee 
amendment. 

The  amendment  was  agreed  to. 

The  bill  (S.  2639)  was/frdered  to  be 
engrossed  for  a  third  reading,  read  the 
third  time,  and  passed 

The  title  was  amended,  so  as  to  read: 
“A  bill  to  amend  title  35  of  the  United 
States  Code  to  permit  a  written  declara¬ 
tion  to  be  accented  in  lieu  of  an  oath, 
and  for  other  purposes.” 

PUBLIC  NOTICE  OP  SETTLEMENTS 
IN  PATENT  INTERFERENCES 

Mr.  .MANSFIELD.  Mr.  President,  I 
move/that  the  Senate  proceed  to  the 
consideration  of  calendar  No.  2133,  H.R. 
12513. 


The  VICE  PRESIDENT.  The  question 
is  on  agreeing  to  the  committee  amend¬ 
ment. 

The  amendment  was  agreed  to. 

The  amendment  was  ordered  to  be 
engrossed  and  the  bill  to  be  read  a  third 
time. 

The  bill  (H.R.  12513)  was  read  the 
third  time  and  passed. 


EXTENSION  OF  REGULATORY  AU¬ 
THORITY  UNDER  CONVENTION 
FOR  ESTABLISHMENT  OF  INTER- 
AMERICAN  TROPICAL  TUNA  COM¬ 
MISSION 

Mr.  BARTLETT.  Mr.  President,  I  ask 
the  Presiding  Officer  to  lay  before  the 
Senate  the  amendments  of  the  House  of 


Representatives  to  the  bill,  S.  2568,  to 
amend  the  act  of  September  7,  1950, 
extend  the  regulatory  authority  of  the 
Federal  and  State  agencies  concer 
under  the  terms  of  the  Conventior 
the  Establishment  of  an  Inter-American 
Tropical  Tuna  Commission,  signed  at 
Washington  May  31,  1949,  and/for  other 
purposes. 

The  VICE  PRESIDENT  la/d  before  the 
Senate  the  amendments  ojr  the  House  of 
Representatives  to  the  bpi  from  the  Sen¬ 
ate  (S.  2568)  entitled  j feb  amend  the  act 
of  September  7, 1950,  to  extend  the  regu¬ 
latory  authority  of  the  Federal  and  State 
agencies  concerned  under  the  terms  of 
the  Convention  for  the  Establishment  of 
an  Inter- American  Tropical  Tuna  Com¬ 
mission,  sign^cl  at  Washington  May  31, 
1949,  and  for  other  purposes,  which  were, 
on  page  1/strike  out  lines  7  and  8,  and 
insert : 

(e)  ‘Tfnited  States”  shall  include  all  areas 
under/the  sovereignty  of  the  United  States, 
the  /Trust  Territory  of  the  Pacific  Islands, 
and  the  Canal  Zone. 

On  page  5,  line  4,  strike  out  “any”  and 
'insert  “such”,  and  on  page  5,  strike  out 
lines  7  through  13,  inclusive,  and  insert 
“The  aforesaid  prohibitions  shall  con¬ 
tinue  until  the  Secretary  of  the  Interior 
is  satisfied  that  the  condition  warranting 
the  prohibition  no  longer  exists,  except 
that  all  fish  in  any  form  of  the  species 
under  regulation  which  were  previously 
prohibited  from  entry  shall  continue  to 
be  prohibited  from  entry.” 

Mr.  BARTLETT.  Mr.  President,  the 
House  amendments  were  suggested  by 
the  Department  of  State  and  are  of  a 
technical  and  clarifying  nature.  They 
do  not  alter  the  substance  of  the  bill. 
They  were  worked  out  after  consultation 
with  the  American  tuna  industry,  which 
has  a  deep  interest  in  this  subject. 

I  move  that  the  Senate  concur  in  the 
House  amendments  to  S.  2568. 

The  VICE  PRESIDENT.  The  question 
is  on  agreeing  to  the  motion  of  the  Sena¬ 
tor  from  Alaska. 

The  motion  was  agreed  to. 

Mi’.  BARTLETT.  Mr.  President,  I 
love  that  the  vote  by  which  the  Senate 
leurred  in  the  House  amendments  to 
S.  2568  be  reconsidered. 

McCarthy.  Mr.  President,  I 
move\o  lay  that  motion  on  the  table. 

The  VJCE  PRESIDENT.  The  question 
is  on  agreeing  to  the  motion  to  lay  on 
the  table  the  motion  to  reconsider. 

The  motion  to  lay  on  the  table  was 
agreed  to. 

AMENDMENT  Ofc  COMMUNICATIONS 
ACT  6*F  1934 

Mr.  MANSFIELdX  Mr.  President,  I 
move  that  the  Senate  proceed  to  the  con¬ 
sideration  of  Calendar^vTo.  2187,  H.R. 
11732. 

The  VICE  PRESIDENT.  \The  bill  will 
be  stated  by  title  for  the  inf\-mation  of 
the  Senate. 

The  Legislative  Clerk.  A  bHl  (H.R. 
11732)  to  amend  section  305  of  thXcom- 
munications  Act  of  1934,  as  amende 

The  VICE  PRESIDENT.  The  question 
is  on  agreeing  to  the  motion  by  the  Ser 
ator  from  Montana. 
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Clerk  read  as  follows: 

Amendment  offered  by  Mr.  Lane:  Add  the 
followings sections  at  the  end  of  the  bill: 

‘‘Sec.  2\The  Secretary  of  the  Treasury  is 
authorized  \nd  directed  to  pay,  out  of  any 
money  in  thkTreasury  not  otherwise  appro¬ 
priated,  to  Lieutenant  Claude  V.  Wells  an 
amount  equal \to  the  aggregate  of  the 
amounts  paid  by  Vim,  or  withheld  from  sums 
otherwise  due  him.  in  complete  or  partial 
satisfaction  of  the\iability  to  the  United 
States  specified  in  thfe  first  section. 

“Sec.  3.  No  part  of\the  amount  appro¬ 
priated  in  this  Act  shall \e  paid  or  delivered 
to  or  received  by  any  agent  or  attorney  on 
account  of  services  rendered  in  connection 
with  this  claim,  and  the  same  shall  be  unlaw¬ 
ful,  any  contract  to  the  contrary  notwith¬ 
standing.  Any  person  violating,  the  provi¬ 
sions  of  this  Act  shall  be  deemed  guilty  of  a 
misdemeanor  and  upon  conviction,  thereof 
shall  be  fined  in  any  sum  not  e^eeding 
$1,000.” 

The  amendment  was  agreed  to. 

The  bill  was  ordered  to  be  engross^ 
and  read  a  third  time,  was  read  th£ 
third  time,  and  passed,  and  a  motion  to 
reconsider  was  laid  on  the  table. 


DR.  OLGA  MARIE  FERRER 

The  Clerk  called  the  bill  (H.R.  12886) 
for  the  relief  of  Dr.  Olga  Marie  Ferrer. 

There  being  no  objection,  the  Clerk 
read  the  bill,  as  follows : 

Be  it  enacted  by  the  Senate  and  House  of 
Representatives  of  the  United  States  of 
America  in  Congress  assembled.  That  for 
the  purposes  of  title  III  of  the  Immigration 
and  Nationality  Act,  Doctor  Olga  Marie  Fer¬ 
rer  ( A12539965)  shall  be  held  and  consid¬ 
ered  to  have  been  admitted  to  the  United 
States  for  permanent  residence  on  May  17, 
1947,  and  to  have  complied  with  the  resi¬ 
dential  and  physical  presence  requirements 
of  section  316  of  the  said  Act. 

The  bill  was  ordered  to  be  engrossed 
and  read  a  third  time,  was  read  the 
third  time,  and  passed,  and -a  motion  to 
reconsider  was  laid  on  the  table. 


CHAO  HUA-HSIN 

The  clerk  called  the  bill  (S.  3600)  for 
the  relief  of  Chao  Hua-Hsin.  There 
being  no  objection,  the  clerk  read  the 
bill,  as  follows: 

Be  it  enacted  by  the  Senate  and  House  of 
Repreesntatives  of  the  United  States  o, 
America  in  Congress  assembled,  That,  lor 
the  purposes  of  sections  101(a)  (27)  /A) 
and  205  of  the  Immigration  and  Nationality 
Act,  the  minor  child,  Chao  Hua-Hsinf  shall 
be  held  and  considered  to  be  the  riatural- 
born  alien  child  of  Arthur  E.  Link,  iycitizen  of 
the  United  States :  Provided,  That  i, ne  natural 
parents  of  the  said  Chao  Hua-Hsin  shall  not, 
by  virtue  of  such  parentage,  be' accorded  any 
right,  privilege,  or  status  uyder  the  Immi¬ 
gration  and  Nationality  Ac 

The  bill  was  ordered/to  be  read  a  third 
time,  was  read  the'  third  time,  and 
passed,  and  a  mot^rn  to  reconsider  was 
laid  on  the  table. 

JANE  FROMAN,  GYPSY  MARKOFF, 
(n  JEAN  ROSEN 

Mr.  Ml/LTER.  Mr.  Speaker,  I  ask 
unanimous  consent  to  return  to  Calen¬ 
dar  No:  770,  H.R.  12313,  for  the  relief 
of  Jsme  Froman,  Gypsy  Markoff,  and 
sen,  and  ask  for  its  immediate 
sideration. 


The  clerk  read  the  title  of  the  bill. 
The  SPEAKER  pro  tempore.  Is  there 
objection  to  the  request  of  the  gentleman 
from  New  York? 

There  being  no  objection,  the  clerk 
read  the  bill,  as  follows: 

Be  it  enacted  by  the  Senate  and  House 
of  Representatives  of  the  United  States  of 
America  in  Congress  assembled,  That  the 
Secretary  of  the  Treasury  is  authorized  and 
directed  to  pay,  out  of  any  money  in  the 
Treasury  not  otherwise  appropriated,  (1)  to 
Jane  Froman,  the  sum  of  $217,263.56,  (2)  to 
Gypsy  Markoff,  the  sum  of  $142,230.42,  and 
(3)  to  Jean  Rosen,  the  sum  of  $149,175.46. 
The  payment  of  such  sums  shall  be  in  full 
satisfaction  of  the  respective  claims  of  the 
said  Jane  Froman,  Gypsy  Markoff,  and  Jean 
Rosen  arising  out  of  an  accident  which  oc¬ 
curred  on  or  about  February  22,  1943,  when 
the  Pan  American  Airways  seaplane  Yankee 
Clipper,  on  which  they  were  traveling  to 
entertain  members  of  the  Armed  Forces  of 
the  United  States,  crashed  in  the  Tagus  River 
in  the  Port  of  Lisbon,  Portugal:  Provided, 
That  no  part  of  the  amounts  appropriated 
in  this  Act  in  excess  of  10  per  centum  thereof 
shall  be  paid  or  delivered  to,  or  received  by, 
ry  agent  or  attorney  on  account  of  services 
rendered  in  connection  with  the  claims  re¬ 
ferred  to  herein,  and  the  same  shall  be  un¬ 
lawful,  any  contract  to  the  contrary  not; 
withstanding. 

With  Vie  following  committee  am^Ad- 
ment: 

Page  1  strike  all  after  the  enacting  clause 
and  insert  thk  following:  “That  tyie  Secre¬ 
tary  of  the  Treasury  is  authorized  and  di¬ 
rected  to  pay,  out\pf  any  money  in  the  Treas¬ 
ury  not  other wisegppropriated;  (1)  to  Jane 
Froman,  the  sum  oK$20, 000.00,  (2)  to  Gypsy 
Markoff,  the  sum  of N-$20 ,000.00,  and  (3)  to 
Jean  Rosen,  the  sum  or\$20,OOO.OO,  in  accord¬ 
ance  with  the  recommendations  of  the 
United  States  Court  of/6l\jms  In  its  opinion 
in  congressional  referenceV  case  numbered 
20-58,  Jane  FromanyGypsy  Markoff  and  Jean 
Rosen  against  The  United  Spates,  decided 
June  6,  1962.  Ti/le  amounts  paid  under  the 
authority  of  this  Act  shall  be  m  full  and 
final  settlement  of  the  respective  Vlaims  of 
the  said  Jane  Froman,  Gypsy  Markoff,  and 
Jean  Rosenr  against  the  United  States\rising 
out  of  an  accident  which  occurred  on  or 
about  February  22,  1943,  when  the  Pan 
American  Airways  seaplane  Yankee  Clipper, 
on  which  they  were  traveling  as  entertainer! 
engaged  by  Camp  Shows,  Incorporated,  to 
provide  entertainment  to  members  of  the 
Irmed  Forces  of  the  United  States,  crashed 
'in  the  Tagus  River  in  the  Port  of  Lisbon, 
Portugal:  Provided,  That  no  part  of  the 
amount  appropriated  in  this  Act  in  excess 
of  10  per  centum  thereof  shall  be  paid  or 
delivered  to  or  received  by  any  agent  or 
attorney  on  account  of  services  rendered  in 
connection  with  this  claim,  and  the  same 
shall  be  unlawful,  any  contract  to  the  con¬ 
trary  notwithstanding.  Any  person  violat¬ 
ing  the  provisions  of  this  Act  shall  be  deemed 
guilty  of  a  misdemeanor  and  upon  convic¬ 
tion  thereof  shall  be  fined  in  any  sum  not 
exceeding  $1,000.” 

The  amendment  was  agreed  to. 

The  bill  was  ordered  to  be  engrossed 
and  read  a  third  time,  was  read  the  third 
time,  and  passed,  and  a  motion  to  recon¬ 
sider  was  laid  on  the  table. 

The  SPEAKER  pro  tempore.  This 
concludes  the  call  of  the  Private  Calen¬ 
dar. 


The  SPEAKER  pro  tempore  <Miy^ 
Albert)  .  Evidently  a  quorum  is  npC 
present. 

Mr.  MILLS.  Mr.  Speaker,  I  moye  a 
call  of  the  House. 

A  call  of  the  House  was  orderc 

The  Clerk  called  the  roll,  am*  the  fol¬ 
lowing  Members  failed  to  /answer  to 
their  names: 

[Roll  No.  2621 


Alexander 

Hubert  / 

Rogers,  Tex. 

Anfuso 

Hiestand  / 

Rousselot 

Arends 

Hoffman,  Mich.  Santangelo 

Aspinall 

Hull  / 

Saund 

Barrett,  Pa. 

Jarman,' 

Saylor 

Bass,  N.H. 

Kartly' 

Schadeberg 

Bates 

Kear/is 

Scherer 

Belcher 

Ke</ 

Scott 

Bennett,  Mich.  KUourn 

Scranton 

Berry 

gfirwan 

Seely-Brown 

Blitch 

/Kowalski 

Selden 

Bolling 

/  Laird 

Shelley 

Boykin 

Latta 

Sheppard 

Breeding  / 

McDonough 

Shipley 

Brown  / 

McDowell 

Short 

Buckley/ 

Mclntire 

Sibal 

Burke,  l£y. 

McSween 

Siler 

Cellei/ 

McVey 

Smith,  Miss. 

Chamberlain 

MacGregor 

Springer 

Curtin 

Magnuson 

Thompson,  La. 

Diggs 

Martin,  Nebr. 

Tollefson 

Dominick 

Mason 

Ullman 

'Dooley 

Merrow 

Utt 

Evins 

Michel 

Van  Pelt 

Frazier 

Miller, 

Vinson 

Garland 

George  P. 

Watts 

Goodell 

Moorehead, 

Weis 

Gray 

Ohio 

Whalley 

Hall 

Moulder 

Wickersham 

Halleck 

O’Brien,  Ill. 

Willis 

Hansen 

Powell 

Winstead 

Harris 

Rains 

Yates 

Harrison,  Va. 

Reifel 

Zelenko 

Harvey,  Ind. 

Riley 

The  SPEAKER  pro  tempore  'Mr. 
Albert)  .  On  this  rollcall,  337  Members 
have  answered  to  their  names,  a  quorum. 

By  unanimous  consent,  further  pro¬ 
ceedings  under  the  call  were  dispensed 
with. 


CALL  OF  THE  HOUSE 
Mr.  CURTIS  of  Missouri.  Mr. 
Speaker,  I  make  the  point  of  order  that 
a  quorum  is  not  present. 


HON.  CLARE  E.  HOFFMAN 

(Mr.  MEADER  asked  and  was  given 
permission  to  address  the  House  for  1 
minute  and  to  revise  and  extend  his  re¬ 
marks  and  to  include  a  resolution.) 

Mr.  MEADER.  Mr.  Speaker,  I  believe 
Members  will  be  interested  in  knowing 
s.that  today  the  chairman  of  the  Commit- 
ee  on  Government  Operations,  the 
gentleman  from  Illinois,  Hon.  William 
L.  Dawson,  is  sending  to  the  ranking 
minchrity  member  of  the  committee,  our 
colleague. the  gentleman  from  Michigan, 
Hon.  cVke  e-  Hoffman,  a  letter  en¬ 
closing  aV>py  of  a  resolution  adopted  by 
the  HouseX  Committee  on  Government 
Operations  chi  September  19,  1962.  That 
resoultion  was.,  adopted  unanimously  on 
that  date  and  Subsequently  was  signed 
by  all  19  majority  members  and  all  10 
minority  members-of  the  committee. 

I  will  include  a  cofof  of  the  letter  of  the 
gentleman  from  Illinois  and  the  entire 
text  of  the  resolution  invmy  remarks,  but 
I  just  want  to  read  the  resolves,  clause  of 
the  resolution  which  is  as  follows: 

Resolved,  That  the  Committee  on  Govern¬ 
ment  Operations  of  the  House  oDRepresenta- 
tives  of  the  United  States  Npress  its 
gratitude  and  appreciation  for  tins,  distin¬ 
guished  service  of  the  Honorable  (Xare  E. 
Hoffman,  and  extend  its  best  wishes  for 
many  happy  years  of  well-earned  retirement. 

The  letter  and  the  text  of  the  resoli 
tion  are  as  follows: 
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October  1,  1962. 
Hon.  Clare  E.  Hoffman, 

House  of  Representatives, 

Washington,  D.C. 

Dear  Colleague:  On  behalf  of  the  mem¬ 
bership  of  the  Committee  on  Government 
Operations,  I  am  happy  to  enclose  herewith  a 
resolution  adopted  by  the  full  committee 
at  its  meeting  on  Wednesday,  September 
19,  1962. 

You  have  my  personal  wishes  for  good 
health  and  happiness  in  your  retirement. 

Sincerely, 

William  L.  Dawson, 

Chairman. 

RESOLUTIoi?  OF  THE  GOVERNMENT  OPERA¬ 
TIONS  Committee 

Whereas  the  Honorable  Clare  E.  Hoffman, 
having  represented  the  Fourth  Congressional 
District  of  Michigan  in  the  U.S.  House  of 
Representatives  since  1935,  has  announced 
his  decision  to\retire  at  the  end  of  the  87th 
Congress;  and 

Whereas  Representative  Hoffman  served 
as  chairman  of  the  Committee  on  Govern¬ 
ment  Operations'  of  the  House  of  Repre¬ 
sentatives  in  the  \80th  and  83d  Congresses, 
and  as  ranking  minority  member  in  the  81st, 
82d,  84th,  85th,  86th,  and  87th  Congresses; 
and 

Whereas  Representative  Hoffman's  lead¬ 
ership,  determination  diligence,  and  devo¬ 
tion  to  his  principles  nave  contributed  sub¬ 
stantially  to  the  record  of  performance  of 
the  committee:  Now,  therefore,  be  it 

Resolved,  That  the  CoYamittee  on  Govern¬ 
ment  Operations  of  thi  House  of  Repre¬ 
sentatives  of  the  United  \  States  express  its 
gratitude  and  appreciation  for  the  distin¬ 
guished  service  of  the  Honorable  Clare  E. 
Hoffman,  and  extend  its  \best  wishes  for 
many  happy  years  of  well-earned  retirement. 

William  L.  Dawson,  of -.Illinois,  Chair¬ 
man;  Chet  Holifield,  of  California;  Jack 
Brooks,  of  Texas;  L.  H.  Fountain,  of  North 
Carolina;  Porter  Hardy,  Jr.\  of  Virginia; 
John  A.  Blatnik,  of  Minnesota;  Robert 
E.  Jones,  of  Alabama;  Edward \a.  Garmatz, 
of  Maryland;  John  E.  Moss,  \of  Califor¬ 
nia;  Joe  M.  Kilgore,  of  Texas,.,  Dante  B. 
Fascell,  of  Florida;  Henry  S.  IReuss,  of 
Wisconsin;  Elizabeth  Kee,  of  West  Vir¬ 
ginia;  Kathryn  E.  Granahan,  of  'Pennsyl¬ 
vania;  John  S.  Monagan,  of  Connecticut; 
Neal  Smith,  of  Iowa;  Richard  E.\ 
ford,  of  Maryland;  Ross  Bass,  of  Tennes¬ 
see;  Lucien  N.  Nedzi,  of  Michigan;  R\  Wal¬ 
ter  Riehlman,  of  New  York;  GeorgeYMea- 
der,  of  Michigan;  Clarence  J.  Brown,  of 
Ohio;  Florence  P.  Dwyer,  of  New  Jersey; 
Robert  P.  Griffin,  of  Michigan;  Geopge 
M.  Wallhauser,  of  New  Jersey;  Odin  ! 
en,  of  Minnesota;  John  B.  Anderson,  \pf 
Illinois;  Richard  S.  Schweiker,  of  Penr 
sylvania;  F.  Bradford  Morse,  of  Massa\ 
chusetts. 

September  19,  1962. 


REVENUE  ACT  OF  1962 

Mr.  MILLS.  Mr.  Speaker,  I  call  up 
the  conference  report  on  the  bill  (H.R. 
10650)  to  amend  the  Internal  Revenue 
Code  of  1954  to  provide  a  credit  for  in¬ 
vestment  in  certain  depreciable  prop¬ 
erty,  to  eliminate  certain  defects  and  in¬ 
equities,  and  for  other  purposes,  and  ask 
unanimous  consent  that  the  statement 
of  the  managers  on  the  part  of  the  House 
be  read  in  lieu  of  the  report. 

The  Clerk  read  the  title  of  the  bill. 

The  SPEAKER  pro  tempore.  Is  there 
objection  to  the  request  of  the  gentleman 
from  Arkansas? 

There  was  no  objection. 

The  Clerk  read  the  statement. 


Mr.  MILLS  (during  the  reading  of  the 
statement) .  Mr.  Speaker,  I  ask  unani¬ 
mous  consent  to  dispense  with  the  fur¬ 
ther  reading  of  the  statement. 

The  SPEAKER  pro  tempore.  With¬ 
out  objection,  it  is  so  ordered. 

There  was  no  objection. 

(For  conference  report  and  statement, 
see  proceedings  of  the  House  of  October 
1,  1962.) 

The  SPEAKER  pro  tempore.  The 
Chair  recognizes  the  gentleman  from  Ar¬ 
kansas  [Mr.  Mills!. 

Mr.  MILLS.  Mr.  Speaker  I  yield  my¬ 
self  10  minutes. 

Mr.  Speaker,  you  will  recall  the  House 
passed  H.R.  10650  in  March  of  this  ses¬ 
sion  of  the  Congress  after  several  weeks 
of  consideration  in  the  Ways  and  Means 
Committee.  The  bill  was  sent  over  to 
the  Senate.  In  the  Finance  Committee 
and  on  the  floor  of  the  Senate  there 
were  203  amendments  adopted. 

When  your  conferees  on  the  part  of 
the  House  met  with  the  conferees  on  the 
part  of  the  Senate  many  of  us  had  the 
impression  that  perhaps  in  the  process 
of  amending  H.R.  10650  to  this  extent, 
the  Senate  had  actually  performed  a 
major  operation.  That  is  not  the  case, 
Mr.  Speaker;  the  majority  of  the  203 
amendments  which  were  adopted  by  the 
other  body  are  technical,  clarifying,  or 
conforming,  and  were  not  amendments 
of  substance.  I  do  not  mean  however, 
Mr.  Speaker,  to  minimize  the  fact  that 
the  other  body  made  a  number  of  rather 
substantial  changes  in  H.R.  10650  while 
that  body  was  considering  the  bill,  but 
many  of  these  203  amendments  could  be 
accepted  by  the  conferees  on  the  part  of 
the  House  with  the  full  recommendation 
of  the  Treasury  Department  and  the  ad¬ 
vice  of  the  technicians  of  the  Depart¬ 
ment  as  well  as  the  technicians  working 
with  the  Ways  and  Means  Committee. 
In  many  instances — and  we  on  this  side 
prefer  not  to  make  this  admission — 
somewhere  along  the  line  somebody 
came  up  with  language  that  carried  out 
the  objectives  which  the  House  sought 
better  than  did  the  language  in  the 
House  bill  itself.  Of  course,  they  had 
the  advantage  of  all  our  preliminary 
work  we  feel. 

One  of  the  fundamental  changes  with 
respect  to  this  bill  in  the  Senate  was 
with  respect  to  the  investment  credit. 

The  investment  credit  had  been 
worked  out  in  the  Ways  and  Means  Com¬ 
mittee.  As  passed  by  the  Senate  there 
were  only  two  really  major  points  that 
were  in  disagreement  and  in  conference : 
First,  the  Senate  had  changed  the  effec¬ 
tive  date  of  this  provision  from  January 
1  of  this  year,  as  provided  in  the  House 
bill,  to  July  1  of  this  year;  and,  second, 
the  Senate  saw  fit  to  adopt  an  amend¬ 
ment  which  reduced  the  basis  of  an  asset 
for  purposes  of  depreciation  by  the 
amount  of  the  investment  credit.  If  the 
taxpayer  received  7  percent  of  the  cost 
of  this  asset  as  an  investment  credit  then 
the  basis  for  depreciation  is,  under  the 
conference  report,  reduced  from  100  cents 
to  93  cents,  for  each  dollar  of  cost. 

Actually,  Mr.  Speaker,  that  was  a 
rather  basic  change  in  the  investment 
credit  provision,  but  it  was  accepted  by 


the  House  conferees  among  other  things 
for  the  reason  that  it  will  reduce  the 
revenue  loss  otherwise  resulting  from  the 
investment  credit  over  a  10-year  period 
by  some  4'/2  or  5  billion  dollars,  and^it 
will,  I  must  say — and  I  think  my  friend 
from  Wisconsin  would  not  mind  my  say¬ 
ing  this,  provides  for  the  very  result  that 
he  had  urged  when  the  matter  was  in 
the  Ways  and  Means  Committee. 

In  other  words,  as  amended  by  the 
other  body,  the  investment  credit  served 
to  reduce  the  amount  of  the  basis  of  the 
asset  for  depreciation  purposes  and 
therefore  did  not  provide  a  tax  benefit 
in  addition  to  depreciation.  What  this 
does  is  not  to  this  exact  percentage  but 
almost  to  it.  In  combination  it  is  less 
effective  as  an  incentive  under  the  con¬ 
ference  agreement  as  the  House  provi¬ 
sion  would  have  made  it.  In  other  words 
the  7-percent  investment  credit  is  worth 
about  14  percent  for  depreciation  pur¬ 
poses  at  the  full  corporate  rate.  Adding 
this  to  the  7-percent  reduction  in  the 
depreciation  basis  under  the  conference 
agreement  you  reach  a  total  of  107  cents 
in  equivalent  depreciation  to  the  tax¬ 
payer  for  each  dollar  of  investment  as  a 
result  of  this  investment  credit.  Under 
the  House  bill  he  would  have  obtained 
$1.14  of  depreciation  for  each  dollar  of 
his  investment. 

So  you  see  there  is  a  reduction  of  ap¬ 
proximately  50  percent  in  the  tax  bene¬ 
fit  over  this  period  of  time  of  his  invest¬ 
ment  credit. 

Actually  this  often  used  comparison  of 
the  credit  with  depreciation  ignores  the 
fact  that  the  credit  is  available  when 
the  investment  is  made  and  the  adjust¬ 
ment  in  the  depreciation  basis  will  result 
in  lower  deductions  only  in  future  years. 
When  this  is  taken  into  account  it  is  fair 
to  say  that  as  modified  the  investment 
credit  is  about  70  percent  as  effective  as 
an  incentive  as  it  was  under  the  House 
bill. 

Mr.  CURTIS  of  Missouri.  Mr.  Speak¬ 
er,  will  the  gentleman  yield  for  an  in¬ 
quiry? 

Mr.  MILLS.  I  yield  to  the  gentleman 
from  Missouri. 

Mr.  CURTIS  of  Missouri.  The  reason 
this  works  out  to  about  7  is  because  of 
the  52-percent  corporate  tax? 

Mr.  MILLS.  Yes. 

Mr.  CURTIS  of  Missouri.  I  want  to 
make  this  point;  For  your  smaller  con¬ 
cerns,  if  you  have  30  percent,  it  would 
mean  more? 

Mr.  MILLS.  It  would  mean  more.  I 
was  taking  the  52 -percent  rate. 

The  Senate  receded  from  its  amend¬ 
ment  which  provided  for  this  program  to 
go  into  effect  as  outlined  in  the  House  bill 
on  January  1  of  this  year  rather  than  on 
July  1  as  provided  by  the  Senate. 

It  will  be  recalled  that  the  investment 
credit  and  withholding  of  the  tax  on  in¬ 
terest  and  dividends  were  the  subject 
matter  of  a  motion  to  recommit  the  bill 
when  it  was  passed  by  the  House,  there¬ 
fore  I  will  turn  now  to  the  change  made 
by  the  Senate  with  respect  to  the  col¬ 
lection  of  the  tax  due  on  interest  and 
dividends.  It  will  be  recalled  that  under 
the  provisions  of  existing  law,  it  is  neces¬ 
sary  for  an  institution  paying  dividends 
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to  report  annually,  to  the  Internal  Reve¬ 
nue  Service,  the  name  of  each  recipient 
of  a  dividend  of  $10  or  more.  The  Sen¬ 
ate  decided  in  its  wisdom,  after  having 
had  two  votes  on  the  question  of  with¬ 
holding — I  think  20  voted  for  the 
proposition  on  one  occasion  and  maybe 
less  on  the  other  occasion — to  strike  out 
the  House  passed  provision  for  withhold¬ 
ing  and  to  substitute  a  reporting  system 
that  was  woi’ked  out  in  conjunction  with 
the  staff  of  the  Joint  Committee  on  In¬ 
ternal  Revenue  taxation,  as  well  as  the 
staff  of  the  Treasury  Department. 

Therefore,  the  withholding  provision 
that  some  Members  of  the  House  found 
objectionable  in  March  is  out  of  the  bill 
as  we  bring  it  back  to  the  House  from 
the  conference.  In  lieu  of  it  is  this  pro¬ 
vision  that  has  been  developed  and 
which  calls  for  a  repoiting  system. 

The  SPEAKER  pro  tempore.  The 
time  of  the  gentleman  from  Arkansas 
has  expired. 

Mr.  MILLS.  Mr.  Speaker,  I  yield  my¬ 
self  5  additional  minutes. 

Mr.  Speaker,  this  reporting  system  in 
my  opinion  may  develop  to  be  more 
onerous  upon  the  institutions  that  ai’e 
paying  interest  and  dividends  than 
would  the  withholding  system  have 
been.  Let  us  take  an  example  of  a  sav¬ 
ings  and  loan  association  in  your  dis¬ 
tinct  which  pays  to  1,000  depositors  $10 
in  interest  or  more  each  year.  It  is 
necessary  for  that  institution  to  pre¬ 
pare  a  slip  of  paper  with  the  taxpayer’s 
name,  the  taxpayer’s  address,  the  tax¬ 
payer’s  tax  number,  which  we  passed 
under  legislation  eai’lier  in  this  Con¬ 
gress,  with  the  amount  of  interest  act¬ 
ually  disbursed  to  him,  and  transmit 
that  to  the  Internal  Revenue  Service. 

Then  it  must  give  the  recipient  an¬ 
other  piece  of  paper  which  will  indicate 
to  that  individual  that  the  institution 
has  reported  to  the  Internal  Revenue 
Seiwice  the  fact  that  it  has  paid  to  that 
individual  whatever  this  amount  of  in¬ 
terest  is. 

Mr.  Speaker,  it  was  thought  in  the 
conference  that  it  would  be  desirable  to 
try  this  system,  because  everyone  in  the 
conference  was,  I  think,  in  agi'eement 
that  every  effort  should  be  made  to  as¬ 
sist  the  Internal  Revenue  Service  to 
collect  the  taxes  due  and  owing  from 
all  people  alike  on  the  basis  of  the  pro¬ 
visions  of  existing  law. 

Mr.  BYRNES  of  Wisconsin.  Mr. 
Speaker,  will  the  gentleman  yield? 

Mr.  MILLS.  I  would  be  glad  to  yield 
to  the  gentleman  from  Wisconsin. 

Mr.  BYRNES  of  Wisconsin.  The  gen¬ 
tleman  has  said  that  this  reporting  sys¬ 
tem  may  prove  to  be  more  onerous  than 
the  withholding  system.  However,  I 
would  call  to  the  attention  of  the  gen¬ 
tleman  the  fact  that  the  withholding 
system  that  passed  this  House,  and  prac¬ 
tically  any  withholding  system  that  had 
been  suggested  other  than  the  original 
one  of  the  administration,  required 
some  reporting. 

Mr.  MILLS.  The  House  bill  did  not 
require  the  reporting  involved  in  the 
Senate  amendment.  The  House  bill  did 
require  some  handling  of  exemption  cer¬ 
tificates.  I  was  coming  to  the  point  of 


saying  that  even  though  it  was  my  own 
private  opinion  that  the  reporting  sys¬ 
tem  might  turn  out  to  be  more  onerous, 
some  of  the  institutions  which  ax-e 
charged  with  the  responsibility  under 
this  provision  of  being  reporting  agents 
to  the  Internal  Revenue  Service,  ap¬ 
parently  feel,  based  upon  what  they  tell 
me,  that  this  will  be  more  workable  from 
their  point  of  view  and  that  it  is  far 
more  acceptable  to  them  than  the  pro¬ 
vision  for  withholding.  They  also  state 
that  they  question  it  will  be  more  oner¬ 
ous  to  them. 

Mr.  BYRNES  of  Wisconsin.  If  the 
gentleman  will  yield  further,  the  main 
point  I  wanted  to  make  was — and  I 
think  the  gentleman  will  agree — that 
under  the  bill  as  it  passed  the  House  the 
withholding  would  also  have  involved 
reporting. 

Mr.  MILLS.  The  required  informa¬ 
tion  under  the  House  bill  would  not  have 
been  voluminous. 

It  may  turn  out  that  this  reporting 
system  will  do  the  job.  It  was  our 
thought  when  we  were  in  the  Ways  and 
Means  Committee  and  considered  this 
entire  matter,  that  the  only  really  sound 
way  to  collect  the  amount  of  money  that 
is  not  being  collected  now  from  interest 
and  dividends  was  through  a  system  of 
withholding.  We  explored  this.  But 
we  have  been  here  long  enough  to  know 
that  it  is  not  always  the  will  of  the  House 
that  prevails.  Sometimes  compromises 
have  to  be  worked  out.  We  took  this  re¬ 
porting  provision  with  an  addition  to  it 
requiring  the  Treasury  to  report  back  at 
the  end  of  each  year,  providing  us  with 
information  as  to  the  effectiveness  of 
the  system  of  reporting. 

Mr.  Speaker,  this  provision,  it  is  an¬ 
ticipated,  will  bring  in  additional  money. 
I  doubt  that  anyone  can  assure  us  with 
any  degree  of  certainty  that  it  will  bring 
in  $300  million,  $100  million,  $200  mil¬ 
lion,  or  any  other  fixed  amount.  It  is 
estimated  by  the  staff  of  the  Joint  Com¬ 
mittee  on  Internal  Revenue  Taxation 
that  whereas  $550  million,  they  say, 
would  have  been  collected  under  with¬ 
holding,  this  system  will  collect  around 
$275  million. 

It  is  said  by  the  Treasury  that  it  prob¬ 
ably  will  enable  a  collection  of  around 
$240  or  $250  million.  The  Treasury  at 
the  same  time  said  that  the  method  of 
withholding  that  we  had,  based  upon 
more  recent  data  than  they  had  when 
the  matter  was  before  the  House  would 
pi-oduce  $780  million  of  revenue. 

There  is  a  large  difference,  Mr.  Speak¬ 
er,  in  the  revenue  effect  of  the  confer¬ 
ence  report  compared  to  the  House  bill. 
That  revenue  effect  is  not  with  respect 
to  this  fiscal  year;  it  is  not  with  respect 
to  the  past  fiscal  year;  because  the  sit¬ 
uation  is  approximately  the  same  in  that 
respect  between  the  conference  report 
and  the  House  bill.  The  difference,  if 
any,  Mr.  Speaker,  would  develop  in  the 
course  of  the  first  full  year  of  the  opera¬ 
tion  of  this  conference  report  compared 
to  the  House  bill. 

The  major  difference  in  revenue  effect 
is  the  amount  that  will  be  developed  on 
the  plus  side  through  reporting  com¬ 
pared  to  the  amount  that  would  be  de¬ 


veloped  on  the  plus  side  through  with¬ 
holding. 

The  staff  of  the  joint  committee  says 
that  this  bill,  contrary  to  the  bill  as  it 
passed  the  House,  will  create  a  deficit 
in  a  full  year  of  operation  of  $550  mil¬ 
lion.  The  same  gi'oup  said  that  the  bill 
as  it  passed  the  House  would  create  a  de¬ 
ficit  in  the  first  full  year  of  $285  million. 
The  Treasury  people  on  the  other  hand 
said  that  in  a  full  year  of  operation  as 
the  bill  passed  the  House  there  was  a 
revenue  gain  in  the  bill  of  $325  million. 
They  say  that  as  a  result  of  the  action 
taken  in  the  conference,  in  the  same  full 
year,  that  revenue  gain  of  $325  million 
has  been  changed  to  a  loss  of  $170  mil¬ 
lion  on  a  gross  basis.  On  a  net  basis 
there  is  a  gain  of  $10  million.  So,  Mr. 
Speaker,  I  say  that  on  this  question  of 
the  revenue  effect  of  the  conference  re¬ 
port  in  a  full  year  of  operation,  it  is  not 
certain  as  between  the  two  staffs. 

The  membership  may  take,  if  they  de¬ 
sire,  the  figures  of  the  staff  of  the  joint 
committee  or  they  may  take  the  figures 
of  the  Treasury  Department.  I  think, 
frankly,  that  it  is  probably  correct  that 
the  revenue  effect  of  this  will  be  some¬ 
where  in  between  the  two  estimates  of 
these  two  staffs. 

Mr.  Speaker,  there  are  many  other 
provisions  of  the  bill  that  I  hope  others 
will  take  time  to  discuss.  I  want  to  yield 
to  the  gentleman  fi*om  Wisconsin  when 
I  conclude  my  remarks.  I  hope  that  he 
will  take  up  other  provisions.  I  would 
call  attention  to  the  fact  that  this  con¬ 
ference  report  was  signed  by  all  of  the 
conferees  on  the  part  of  the  House  with 
the  exception  of  the  gentleman  from  Il¬ 
linois  [Mr.  Mason].  All  of  the  conferees 
on  the  part  of  the  Senate  signed  the  con¬ 
ference  report. 

I  suggest,  Mr.  Speaker,  that  this  is 
about  the  best  job  that  your  conferees 
on  the  part  of  the  House  could  do. 

Mr.  BAILEY.  Mr.  Speaker,  will  the 
gentleman  yield? 

Mr.  MILLS.  I  yield. 

Mr.  BAILEY.  I  would  like  to  ask  the 
distinguished  chairman  of  the  commit¬ 
tee  if  the  Members  of  the  House  are  to 
undei'stand  that  the  withholding  tax  as 
such  is  ixot  a  part  of  the  bill. 

Mr.  MILLS.  It  is  not  a  part  of  the 
bill.  I  must  suggest  to  those  who  voted 
for  the  bill  as  it  passed  the  House  that 
the  primary  difference  is  the  diffei-ence 
between  withholding  and  reporting. 

If  a  Member  who  voted  for  this  bill 
to  pass  last  March  now  should  vote 
against  the  conference  i-eport,  I  am  not 
saying  that  it  would  be,  but  it  could  be 
interpreted  by  someone  to  mean  that 
that  Member  was  casting  that  vote  be¬ 
cause  he  did  not  want  the  tax  bill  to 
go  through  without  the  withholding  pro¬ 
vision  in  it.  I  say  that  could  be  an  in¬ 
terpretation  placed  upon  it,  and  I 
wanted  to  advise  my  friends  of  that 
possibility. 

Mr.  SMITH  of  Virginia,  Mr.  Speaker, 
will  the  gentleman  yield? 

Mr.  MILLS.  I  yield. 

Mr.  SMITH  of  Virginia.  I  should  like 
to  ask  this  question:  As  the  result  of 
all  this  hard  work  done  by  the  Senate 
and  the  House  and  the  committee  of 
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conference,  is  the  net  result  a  loss  to 
the  Treasury  or  is  it  a  gain  to  the 
Treasury?  I  understand  that  your  own 
estimate  is  that  it  will  be  a  loss  of  some 
probably  $200  million.  The  joint  staff 
of  the  House  and  Senate  estimates  that 
it  will  be  some  $300  million. 

Mr.  MILLS.  Actually,  as  I  pointed 
out  it  depends  upon  whose  estimate  you 
take.  We  have  the  Treasury  estimate, 
which  I  shall  include  as  part  of  my  re¬ 
marks  along  with  a  further  explanation 
of  other  provisions  of  the  bill.  Then 
we  have  the  estimates  of  the  staff  of 
the  joint  committee.  As  I  pointed  out, 
as  far  as  this  present  fiscal  year  we  are 
in  is  concerned,  I  doubt  there  is  any 
significant  difference  in  revenue  effect 
in  this  fiscal  year  between  the  House- 
passed  bill  and  the  conference  report. 
There  are  significant  differences  in  the 
estimates  of  revenue  loss  in  a  full  year  of 
operation,  when  all  these  provisions  are 
in  effect. 

My  own  guess  is,  and  it  is  only  a  guess, 
that  these  estimates  at  that  time,  per¬ 
haps  one  high,  one  low,  would  lead  us 
to  the  conclusion  that  there  might  be 
some  loss  in  that  year  somewhere  in  be¬ 
tween  these  two  estimates.  The  Treasury 
says  there  would  be  a  gain  of  $10  million 
on  a  net  basis.  The  joint  staff  says  there 
would  be  a  loss  of  some  $550  million  on 
a  gross  basis.  My  own  thought  is  that 
the  figure  would  be  somewhere  in  be¬ 
tween. 

Mr.  SMITH  of  Virginia.  Would  the 
gentleman  say  that  the  Treasury  then 
instead  of  gaining  by  this  bill  would  lose 
perhaps  $250  million  a  year? 

Mr.  MILLS.  Somewhere  in  between 
these  two  figures  would  be  my  best  guess. 
That  would  depend  entirely  on  how  well 
this  investment  credit  works.  If  it  does 
what  the  experts  and  the  Treasury  say 
it  is  going  to  do,  if  it  creates  additional 
impetus  for  investment  and  brings  about 
modernization  of  facilities  within  plants 
that  are  going  to  be  competing,  that  is 
desired  and  that  is  thought  will  be  the 
case,  then  in  all  probability  there  would 
be  more  money  developed  under  the  in¬ 
come  tax  from  corporations  and  other 
business  operations.  So  that  I  am  not 
certain  as  to  what  the  revenue  implica¬ 
tion  would  be  2  or  3  years  in  advance. 
But  as  far  as  the  present  is  concerned, 
there  is  not,  in  my  opinion,  any  differ¬ 
ence  in  effect. 

Mr.  COLLIER.  Mr.  Speaker,  will  the 
gentleman  yield? 

Mr.  MILLS.  I  yield  to  the  gentleman 
from  Illinois. 

Mr.  COLLIER.  I  wonder  if  the  dis¬ 
tinguished  chairman  of  the  committee 
can  tell  us  if  there  is  any  estimate  of  the 
number  of  accountants  that  would  be 
needed  in  the  various  financial  institu¬ 
tions  where  the  duplicate  reports  to  the 
savers  and  the  Internal  Revenue  Bureau 
are  involved? 

Mr.  MILLS.  There  would  not  be  any 
duplicate  reporting  except  where  a  de¬ 
positor  in  one  institution  might  have  a 
deposit  in  half  a  dozen  other  institutions. 
Those  would  not  be  basic  duplications. 
They  would  be  duplicates  of  a  report  with 
respect  to  the  same  individual,  but  upon 
different  accounts. 


Mr.  COLLIER.  How  many  savings 
accounts  are  involved? 

Mr.  MILLS.  I  am  uncertain  as  to  how 
many  savings  accounts  are  involved. 
Does  the  gentleman  from  Wisconsin  have 
the  figures? 

Mr.  BYRNES  of  Wisconsin.  My  un¬ 
derstanding,  may  I  say  to  my  chairman, 
is  that  with  the  $10  limitation  there  are 
about  350  million  accounts. 

Mr.  MILLS.  That  may  be  correct. 

Mr.  BYRNES  of  Wisconsin.  And  as 
to  all  accounts,  there  are  about  500  mil¬ 
lion. 

Mr.  COLLIER.  What  would  be  in¬ 
volved  in  personnel  to  handle  this  func¬ 
tion  and  the  increase  in  administrative 
costs? 

Mr.  MILLS.  There  may  be  some*addi- 
tional  personnel  in  the  Internal  Revenue 
Service  but  we  do  not  have  the  figures 
with  respect  to  them.  Many  of  the  pay¬ 
ing  institutions  were  anxious  to  have  this 
method  enacted  in  lieu  of  the  withhold¬ 
ing  method,  as  I  pointed  out  earlier. 
They  said  they  could  live  with  it  and  that 
it  would  be  acceptable  to  them.  It  was 
on  that  basis  largely  that  I  think  the 
other  body  went  along  with  the  reporting 
system. 

Mr.  COLLIER.  So  there  would  be  no 
real  increase  in  administrative  costs? 

Mr.  MILLS.  There  will  be  some  in¬ 
crease  compared  to  withholding.  I  can¬ 
not  say  that  this  will  do  the  job  with¬ 
out  some  additional  personnel  to  check 
returns  and  do  what  would  have  been 
done  under  a  withholding  system  with 
less  personnel — I  cannot  say  that.  There 
would  be,  if  all  of  these  returns  are 
checked,  in  all  probability  some  require¬ 
ments  for  additional  people.  But  bear 
in  mind  this,  that  if  this  provision  does 
collect  in  the  first  year  of  its  operation 
the  amount  that  the  staff  of  the  joint 
committee  says,  $275  million,  we  will  be 
making  money  even  if  we  have  to  put  up 
even  as  much  as  $10  million  for  addi¬ 
tional  personnel. 

Mr.  KYL.  Mr.  Speaker,  will  the  gen¬ 
tleman  yield? 

Mr.  MILLS.  I  yield  to  the  gentleman. 

Mr.  KYL.  Is  it  not  true  that  the  pro¬ 
posed  data  processing  system  of  the  In¬ 
ternal  Revenue  Service  with  its  assigned 
taxpayer  numbers,  anticipates  a  report¬ 
ing  method  similar  to  the  one  under  dis¬ 
cussion? 

Mr.  MILLS.  This  reporting  system 
will  be  more  effective  in  1966  or  when¬ 
ever  it  is  when  this  entire  data  process¬ 
ing  plan  is  in  effect.  It  is  in  effect  in 
some  areas.  To  the  extent  that  it  is, 
can  be  used  within  a  section  of  this 
program. 

Mr.  LINDSAY.  Mr.  Speaker,  will  the 
gentleman  yield? 

Mr.  MILLS.  I  yield  to  the  gentleman. 

Mr.  LINDSAY.  I  am  curious  as  to 
why  the  distinguished  chairman  of  the 
committee  did  not  touch  on  the  interna¬ 
tional  features  of  the  bill.  One  of  the 
aspects  of  the  House  bill  that  gave  me 
the  most  trouble  was  the  taxation  of  for¬ 
eign  subsidiaries.  Was  the  gentleman 
going  to  cover  that  point? 

Mr.  MILLS.  My  understanding  is 
that  this  provision  meets  the  objection 
that  the  gentleman  from  New  York,  as 


I  recall,  registered  on  the  floor,  in  that, 
under  the  pending  bill,  we  are  confining 
this  operation  of  penetrating  the  veil  of 
foreign  corporations  owned  by  American 
corporations  for  the  purpose  of  getting 
at  what  is  described  as  tax  haven  in¬ 
come.  We  are  not  going  beyond  that  as 
we  did  in  the  House  version.  By  the 
same  token,  the  Senate  version  in  this 
respect,  which  we  accepted,  does  not  per¬ 
mit,  under  circumstances  that  were  per¬ 
mitted  by  the  House  bill,  a  deferral  of 
that  income  from  the  American  tax  de¬ 
pending  on  its  investment  in  certain 
areas,  and  so  on.  So  that  as  the  Senate 
confined  the  effect  of  it,  the  Senate  also 
limited  the  opportunity  within  that  con¬ 
finement  for  any  escape  by  reinvestment 
in  certain  sections  of  the  world.  So  the 
provision  brings  in,  I  think,  in  a  better 
way  the  same  $85  million  that  would 
have  been  brought  in  by  the  House  bill, 
according  to  the  statement  of  the 
Treasury. 

Mr.  LINDSAY.  I  thank  the  gentle¬ 
man. 

Mr.  MILLS.  I  think  the  gentleman 
will  be  satisfied  with  this  version. 

Mr.  DERWINSKI.  Mr.  Speaker,  will 
the  gentleman  yield? 

Mr.  MILLS.  I  yield  to  the  gentleman. 

Mr.  DERWINSKI.  Could  the  gentle¬ 
man  clarify  the  Senate  provision  that 
would  have  offered  capital  gains  tax  re¬ 
lief  for  persons  over  65  who  were  selling 
their  home? 

Mr.  MILLS.  That  was  deleted  in  con¬ 
ference  along  with  other  provisions  writ¬ 
ten  in  on  the  floor  of  the  Senate.  Legis¬ 
lation  of  this  nature  is  a  matter,  of 
course,  that  is  of  interest  to  all  of  us. 
It  is  a  matter,  however,  that  the  Com¬ 
mittee  on  Ways  and  Means  had  not  had 
an  opportunity  to  consider  and  we 
thought  it  would  be  better  to  have  it 
carried  over  so  that  we  could  have  hear¬ 
ings  on  it  at  some  time  in  the  future. 

Mr.  DERWINSKI.  I  thank  the  gentle¬ 
man. 

Mr.  MILLS.  Mr.  Speaker,  under  leave 
to  extend  my  remarks,  I  would  like  to  in¬ 
clude  a  more  detailed  comment  on  the 
conference  agreement  along  with  the 
revenue  estimates  I  have  referred  to. 

The  proposed  Revenue  Act  of  1962,  as 
agreed  to  by  your  conferees,  still  retains 
the  basic  approach  that  was  embodied 
in  H.R.  10650  as  passed  by  the  House,  but 
it,  of  course,  represents  a  compromise  as 
is  always  true  of  conference  agreements. 
This  tax  bill  presents  a  program  of 
changes  designed  to  stimulate  business 
activity  and  to  eliminate  various  prefer¬ 
ential  provisions  of  present  tax  law. 
Permit  me  to  first  give  you  the  principal 
highlights. 

The  part  of  the  program  designed  to 
provide  a  business  incentive  is  the  invest¬ 
ment  credit.  The  general  provisions  of 
the  investment  credit  have  been  main¬ 
tained  close  to  the  provisions  in  the 
House  bill.  Your  conferees  did  accept  an 
amendment  which  requires  the  taxpayer 
to  reduce  the  basis  of  business  property 
for  depreciation  purposes  by  the  amount 
of  the  investment  credit  taken.  This 
will  in  the  long  run  lessen  the  revenue 
loss  from  the  investment  credit  although 
it  will  also  lessen  the  incentive  effect  of 
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the  credit.  Your  conferees  succeeded  in 
retaining  the  effective  date  of  January  1 
of  this  year  as  provided  in  the  House  bill 
in  order  to  make  the  credit  applicable  to 
investors  who  proceeded  with  their  busi¬ 
ness  plans  relying  on  the  provisions  of 
the  bill  as  it  passed  the  House. 

Your  conferees  were  forced  to  accept 
the  deletion  of  the  provision  for  with¬ 
holding  on  dividends  and  interest  in 
favor  of  the  plan  for  more  detailed  re¬ 
porting  of  payments.  Whether  or  not 
this  reporting  will  be  a  satisfactory  sub¬ 
stitute  for  withholding  will  be  finally 
proved  one  way  or  the  other  by  experi¬ 
ence.  The  Members  of  the  House  should 
realize  that  the  reporting  approach  re¬ 
quires  a  good  deal  more  paperwork,  par¬ 
ticularly  on  the  part  of  banks  and  sav¬ 
ings  and  loan  associations.  It  will  also 
be  more  expensive  for  the  Internal  Reve¬ 
nue  Service  to  actually  collect  the  money 
when  the  reports  of  payments  are  re¬ 
ceived  and  reconciled  with  individual  tax 
returns.  The  reconciliation  job  will  be 
enormous  even  with  continued  heavy 
outlays  on  automatic  data  processing 
equipment  and  once  discrepancies  are 
discovered  between  the  reports  of  pay¬ 
ments  and  the  reports  of  receipts,  ac¬ 
tivity  of  revenue  agents  will  be  called 
for.  This  will  require  considerable  out¬ 
lays  by  the  Internal  Revenue  Service  if 
the  tax  evasion  on  nonreporting  of  divi¬ 
dends  and  interest  is  to  be  substantially 
reduced  by  means  of  information  re¬ 
turns. 

In  the  matter  of  the  business  enter¬ 
tainment  expense  deduction,  your  con¬ 
ferees  reach  agreement  on  the  rule  be¬ 
tween  the  relatively  strict  l’ule  of  the 
House  and  the  milder  rule  adopted  by 
the  other  body.  In  general,  the  House 
bill  will  prevail  in  that  entertainment 
expenses  to  be  deductible  must  be  di¬ 
rectly  related  to  the  active  conduct  of 
the  trade  or  business.  An  exception  is 
provided  for  business  entertainment  di¬ 
rectly  preceding  or  following  a  substan¬ 
tial  business  discussion.  Entertainment 
of  a  good  will  character  is  to  be  allowed 
as  deductible  if  it  is  associated  with  the 
active  conduct  of  the  trade  or  business. 

The  provisions  of  the  House  bill  with 
respect  to  gain  from  the  sale  of  de¬ 
preciable  property  are  substantially  un¬ 
changed  in  the  final  bill. 

The  various  provisions  of  the  House 
bill  which  reduce  or  eliminate  the  tax 
differences  on  special  provisions  appli¬ 
cable  to  certain  classes  of  domestic  tax¬ 
payers  have  been  largely  retained  in  the 
final  bill.  These  include  mutual  savings 
banks,  savings  and  loan  associations, 
mutual  fire  and  casualty  insurance  com¬ 
panies,  and  cooperatives.  Your  con¬ 
ferees  accepted  various  amendments  in¬ 
troduced  in  these  areas  by  the  other 
body  designed  to  eliminate  particular 
cases  of  hardship  that  might  have  de¬ 
veloped  under  the  House  bill.  In  the 
mutual  savings  area,  a  more  specific 
provision  was  adopted  relating  to  the 
definition  of  a  savings  and  loan  associa¬ 
tion.  In  the  cooperative  area,  in  view 
of  the  elimination  of  withholding,  your 
conferees  accepted  an  amendment  re¬ 
quiring  cooperatives  to  distribute  at 
least  20  percent  of  patronage  refunds  in 


the  form  of  cash  as  a  condition  for  ob¬ 
taining  a  tax  deduction  with  respect  to 
noncash  dividends.  This  will  obtain  the 
results  sought  in  the  House  bill  of  assur¬ 
ing  the  patron  of  the  ability  to  meet  at 
least  the  first  bracket  tax  liability  on  his 
entire  patronage  dividend. 

In  the  area  of  taxation  of  foreign  in¬ 
come,  your  conferees  have  accepted,  in 
the  main,  the  modifications  of  the  House 
bill  adopted  in  the  other  body.  On  the 
matter  of  the  deferred  income  of  con¬ 
trolled  foreign  corporations,  the  direction 
of  these  amendments  was  to  apply  the 
provisions  more  particularly  with  respect 
to  tax-haven  income,  that  is,  situations 
where  the  whole  foreign  corporation  ar¬ 
rangement  exists  more  for  tax  purposes 
than  for  business  purposes.  On  the 
other  hand,  the  provisions  as  modified 
would  have  less  impact  than  might  have 
occurred  under  the  House  bill  on  other 
business  operations.  Your  conferees  ac¬ 
cepted  the  exception  to  the  requirement 
for  “gross-up”  in  connection  with  the 
foreign  tax  credit  on  dividends  for  divi¬ 
dends  received  from  less  developed 
country  corporations.  With  the  excep¬ 
tion  of  these  modifications,  the  foreign 
tax  provisions  in  the  final  bill  are  sub¬ 
stantially  like  those  contained  in  the 
House  bill. 

I  will  now  briefly  describe  the  other 
susbtantive  amendments  adopted  in  the 
other  body  which  are  in  addition  to  the 
matters  I  have  already  mentioned. 

INVESTMENT  CREDIT 

As  accepted  by  your  conferees,  the  bill 
includes  several  improvements  in  the 
operation  of  the  investment  credit.  One 
of  these  has  to  do  with  the  carryback  of 
credits  that  cannot  be  used  because  they 
are  too  large  in  relation  to  the  current 
tax.  Under  the  House  bill  the  taxpayer 
would  have  to  carry  forward  the  unused 
credit  to  be  used  against  taxes  of  the  fol¬ 
lowing  5  years.  Under  an  amendment 
accepted  by  your  conferees,  the  taxpayer 
may  first  carry  back  the  unused  credit 
against  tax  during  the  prior  3  years. 

This  will  permit  the  credit  to  operate 
as  a  current  investment  incentive  even 
when  many  taxpayers  might  have  little 
or  no  current  tax  liability. 

Another  amendment  to  the  investment 
credit  provision  provides  that  no  credit 
would  be  allowed  with  respect  to  rein¬ 
vestment  of  insurance  proceeds  where 
property  has  been  stolen  or  destroyed  or 
damaged  by  fire,  storm,  shipwreck  or 
other  casualty.  Since  replacement  is 
fairly  automatic  in  these  situations,  it  is 
believed  that  no  incentive  is  necessary. 

Another  amendment  in  this  area  pro¬ 
vides  that  the  investment  credit  shall  not 
apply  to  investment  in  livestock.  Under 
the  House  bill,  livestock,  like  buildings, 
was  exempted  from  the  provisions  for 
ordinary  income  treatment  on  sale,  to 
the  extent  of  prior  depreciation.  It  was 
agreed  that  since  livestock  is  exclued  for 
this  purpose  it  should,  like  buildings,  be 
excluded  from  the  "investment  credit. 

Mr.  Speaker,  as  passed  by  the  House, 
the  bill  also  provided  that  a  person  en¬ 
gaged  in  the  business  of  leasing  property 
could  elect  to  give  the  benefit  of  the 
investment  credit  to  his  lessee.  Your 
conferees  accepted  an  amendment  which 


made  this  election  available  also  where 
the  lessor  was  not  in  the  business  of  leas¬ 
ing  property. 

As  I  explained  earlier,  the  conferees 
accepted  amendments  made  by  the  other 
body  to  the  investment  credit  provisions 
as  passed  by  the  House  which  provided 
that  the  cost  of  property  for  deprecia¬ 
tion  purposes  was  to  be  reduced  by  the 
amount  of  the  investment  credit  allowed 
with  respect  to  such  property.  This  re¬ 
duction  on  the  depreciation  base  will  be 
restored  if  it  develops  that  the  taxpayer 
gets  no  benefit  from  the  investment 
credit. 

ENTERTAINMENT  EXPENSES 

Mr.  Speaker,  under  the  House  bill  no 
deduction  would  have  been  allowed  for 
any  business  entertainment  unless  the 
expense  item  was  directly  related  to  the 
active  conduct  of  the  trade  or  business. 
Similarly,  the  House  bill  provided  that 
no  deduction  would  be  allowed  for  ex¬ 
pense  items  with  respect  to  a  facility, 
such  as  a  yacht,  used  in  connection  with 
business  entertainment  unless  the  facil¬ 
ity  is  used  primarily  for  the  furtherance 
of  the  trade  or  business  and  that  the  ex¬ 
pense  item  was  directly  related  to  the 
active  conduct  of  the  trade  or  business. 
The  amendment  adopted  in  the  other 
body  provided  that  these  items  could  be 
deducted  if  they  were  “associated  with” 
as  well  as  “directly  related  to”  the  busi¬ 
ness.  The  committee  report  of  the  other 
body  indicated  that  the  words  “or  asso¬ 
ciated  with”  were  to  cover  a  range  of 
goodwill  expenditures. 

Under  the  conference  agreement,  the 
words  “or  associated  with”  were  made 
applicable  only  to  items  directly  pre¬ 
ceding  or  following  a  substantial  and 
bona  fide  business  discussion — including 
a  business  meeting  at  a  convention.  The 
concept  of  the  House  bill  was  retained 
so  far  as  entertainment  facilities  are 
concerned. 

Mr.  Speaker,  the  other  body  also 
amended  the  entertainment  expense  pro¬ 
visions  of  the  House  bill  by  carving  out 
certain  exceptions  from  the  application 
of  the  general  rule  contained  therein 
that  business  gifts  would  be  deductible 
only  to  the  extent  that  they  did  not  ex¬ 
ceed  $25  a  year  for  each  donee.  In  gen¬ 
eral,  these  exceptions  relate  to  adver¬ 
tising  and  promotional  material  and  to 
employee  service  or  safety  achievement 
awards,  subject  to  reasonable  dollar  lim¬ 
itations. 

Another  amendment  made  by  the 
other  body  to  the  provisions  of  the  House 
bill  had  to  do  with  the  deductibility  of 
traveling  expenses  in  the  case  of  a  tax¬ 
payer  who  is  away  from  home  on  busi¬ 
ness  or  in  pursuit  of  an  income-produc¬ 
ing  activity.  Under  this  amendment  the 
deduction  for  business  travel  is  cut  down 
in  certain  cases  where  there  are  major 
nonbusiness  as  well  as  business  reasons 
for  the  trip.  There  is  to  be  no  cutdown 
where  the  trip  lasts  less  than  a  week,  nor 
where  the  time  spent  on  other  than  busi¬ 
ness  is  less  than  25  percent.  Your  con¬ 
ferees  accepted  this  amendment. 

Mr.  Speaker,  as  passed  by  the  House, 
the  bill  provided  for  the  deduction  of 
traveling  expenses  which  were  to  include 
a  reasonable  allowance  for  amounts  ex¬ 
pended  for  meals  and  lodging. 
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Under  the  amendment  made  by  the 
other  body,  only  those  expenses  for  meals 
and  lodging  while  traveling,  which  are 
not  lavish  or  extravagant  under  the  cir¬ 
cumstances,  would  be  deductible.  Under 
the  conference  agreement,  this  amend¬ 
ment  was  retained. 

Mr.  Speaker,  your  conferees  also  ac¬ 
cepted  the  amendment  made  by  the 
other  body  which  updates  the  effective 
date  of  these  new  entertainment  expense 
provisions  from  the  June  30,  1962  date 
specified  in  the  House  bill  to  December 
31,1962. 

MUTUAL  SAVINGS  BANKS,  ETC. 

The  major  change  from  the  House 
bill  provision  relating  to  mutual  savings 
banks  and  savings  and  loan  institutions 
was  an  amendment  which  would  have 
provided  a  lower  reserve  deduction  for 
those  institutions  which  had  capital 
stock.  Under  the  conference  agreement 
this  change  from  the  House  bill  was 
eliminated. 

Your  conferees  accepted  several 
amendments  which  provided  certain  ceil¬ 
ings  on  the  loss  reserves.  One  was  the 
12  percent  ceiling  of  previous  law.  An¬ 
other  ceiling  is  provided  by  the  rule  that 
the  reserve  for  losses  in  qualifying  real 
property  loans  cannot  exceed  6  percent 
of  those  loans.  An  amendment  which 
would  require  that  pre-1952  reserves 
would  be  taken  into  account  for  certain 
purposes  was  also  adopted.  The  re¬ 
maining  amendment  related  to  the  re¬ 
serve  computation  was  an  alternative 
formula  for  new  institutions.  This  was 
also  accepted. 

Another  amendment  adopted  in  the 
other  body  went  to  the  definition  of  a 
building  and  loan,  or  savings  and  loan 
association.  Generally  the  amendment 
went  in  the  direction  of  replacing  the 
qualitative  tests  of  the  House  bill  with 
a  specific  formula.  The  formula  carried 
out  the  general  thrust  of  the  House  bill 
so  far  as  limiting  commercial  and  non- 
residential  loans  is  concerned.  The 
amendment  introduced  in  addition  a 
limitation  on  the  amount  of  lending  on 
multifamily  residential  property.  Under 
the  conference  agreement  the  formula 
approach  of  the  amendment  was  re¬ 
tained  with  the  clarification  that  assets 
used  in  the  trade  or  business  and  pass¬ 
book  loans  would  be  treated  in  the  same 
manner  as  investments  in  one-  to  four- 
unit  residential  property.  In  addition, 
under  the  conference  agreement,  the 
formula  was  modified  to  allow  institu¬ 
tions  to  exceed  the  percentage  limitation 
on  investments  in  other  than  one-  to 
four-unit  residential  property  but  by  no 
more  than  5  percentage  points  and  for 
not  over  2  years.  If  the  institution  is 
within  this  5  percent  range  over  the  al¬ 
lowable  investment,  the  special  reserve 
deductions  are  reduced  by  one-twelfth 
of  each  1  percentage  point  of  the  ex¬ 
cess  on  the  basis  of  the  formula  con¬ 
tained  in  the  amendment. 

The  matter  of  the  definition  of  a  sav¬ 
ings  and  loan  association  has  been  a 
matter  of  considerable  uncertainty  in 
the  last  few  weeks.  I  would  like  to 
make  several  points  to  clarify  questions 
that  might  be  in  Members’  minds  on  this 
matter.  In  the  first  place  we  have  been 
assured  by  the  Treasury  technicians 
that  if,  in  some  future  year,  a  savings 


and  loan  association  ceases  to  qualify 
under  the  new  definition,  this  fact  by 
itself  will  not  result  in  imposition  of  tax 
on  the  reserves  accumulated  in  prior 
years.  In  addition,  the  operation  of  the 
new  definition  will  not  impede  the  par¬ 
ticipation  loan  program  endorsed  by  the 
Congress  in  1959.  An  institution  will 
be  able  to  treat  as  a  residential  prop¬ 
erty  loan  a  participation  in  such  a  loan 
or  the  portion  remaining  after  the  sale 
of  a  participation  to  another  institution 
so  long  as  the  taxpayer  continues  to 
meet  the  principal  requirements  of  the 
new  statute  that  subtsantially  all  of  the 
business  of  the  institution  consists  of  ac¬ 
quiring  the  savings  of  the  public  and 
investing  them  in  loans.  In  such  cases, 
sales  of  participations,  with  an  agree¬ 
ment  to  continue  servicing  the  loans  on 
which  participations  are  sold,  as  well  as 
occasional  sales  of  loans,  would  not 
cause  the  institution  to  lose  its  status  as 
a  building  and  loan  association  pro¬ 
vided,  this  principal  requirement  of  the 
statute  is  met. 

MUTUAL  FIRE  AND  CASUALTY  INSURANCE 
COMPANIES 

Mr.  Speaker,  your  conferees  accepted 
several  amendments  dealing  with  the 
tax  treatment  of  mutual  fire  and  cas¬ 
ualty  insurance  companies  that  were  de¬ 
signed  to  modify  the  application  of  the 
House  bill  in  special  circumstances.  The 
general  provision  of  the  House  bill  in 
this  area  was  retained. 

A  group  of  amendments  were  intended 
to  provide  additional  exemptions  from 
the  new  provision  for  small  insurance 
companies.  These  amendments  were  ac¬ 
cepted  by  your  conferees  with  two  minor 
modifications. 

Your  conferees  accepted  an  amend¬ 
ment  which  would  provide  that  under¬ 
writing  losses  generated  by  policyholder 
dividends  could  be  deducted  first  against 
investment  income  before  being  charged 
against  the  deferred  income  account. 
Under  the  House  bill,  these  underwriting 
losses  attributable  to  policyholder  divi¬ 
dends  had  to  be  charged  first  against 
the  deferred  income  account.  This  modi¬ 
fication  was  accepted  in  order  to  prevent 
the  bill  from  discriminating  against 
ordinary  mutuals  in  favor  of  the  so-called 
deviating  companies. 

The  other  body  adopted  an  amend¬ 
ment  dealing  with  certain  companies 
having  underwriting  losses  for  a  series 
of  years  prior  to  1962.  The  principal 
of  this  amendment  was  accepted  by  the 
conferees  but  the  scope  of  the  amend¬ 
ment  was  substantially  narrowed.  An¬ 
other  amendment  liberalized  the  provi¬ 
sions  of  the  House  bill  dealing  with  cer¬ 
tain  companies  insuring  against  natural 
disasters  and  having  concentrated  risks. 
The  alternative  rules  for  measuring  this 
concentration  adopted  in  the  other  body 
were  accepted  with  one  modification. 

Your  conferees  accepted  an  amend¬ 
ment  dealing  with  the  treatment  of  re¬ 
ciprocal  companies  which  would  modify 
the  application  of  the  rule  of  the  House 
bill  which  permits  the  reciprocal  to  take 
into  account  the  income  and  the  tax  paid 
by  a  corporate  attorney  in  fact.  Under 
the  amendment,  this  is  permitted  to  in¬ 
crease  the  amount  of  the  deferred  in¬ 
come. 


Finally,  your  conferees  accepted  a  pro¬ 
vision  that  would  allow  certain  mutual 
flood  insurance  companies  to  be  treated 
in  the  same  manner  as  the  so-called  fac¬ 
tory  mutuals.  The  amendment  in  this 
regard  was  modified  so  as  to  insure  that 
subscribers  in  such  a  flood  insurance 
company  would  be  treated  in  the  same 
manner  as  policyholders  in  a  factory 
mutual  in  determining  their  current  de¬ 
duction  for  business  insurance.  Under 
present  practice,  a  policyholder  in  a 
factory  mutual  is  permitted  to  deduct 
only  the  absorbed  premium. 

FOREIGN  TAX  PROVISIONS 

1.  FOREIGN  TAX  CREDIT 

The  House  bill  provided  the  so-called 
gross-up  in  the  foreign  tax  credit  for 
an  American  corporation  receiving  divi¬ 
dends  from  a  foreign  corporation.  Your 
conferees  accepted  the  amendment 
which  exempts  from  the  new  gross-up 
provision  dividends  from  a  foreign  cor¬ 
poration  which  derives  substantially  all 
of  its  income  from  sources  within  a  less- 
developed  country.  A  shipping  company 
whose  vessels  are  registered  in  a  less- 
developed  country  might  also  qualify  for 
this  exception  to  the  gross-up  procedure. 
This  amendment  will  reduce  the  esti¬ 
mated  revenue  gain  from  the  gross-up 
provision  as  contained  in  the  House  bill 
from  $30  million  to  $20  million. 

Your  conferees  accepted  a  new  pro¬ 
vision  for  a  separate  foreign  tax  credit 
limitation  for  certain  interest  income, 
not  derived  directly  in  connection  with 
a  trade  or  business.  This  provision  will 
discourage  the  use  of  short-term  invest¬ 
ments  in  foreign  securities  in  order  to 
take  advantage  of  a  potentially  unusable 
foreign  tax  credit  on  other  income,  and 
thus  will  tend  to  improve  our  balance 
of  payments. 

2.  FOREIGN  EARNED  INCOME 

The  report  contains  substantially  the 
same  provisions  as  the  House  bill  in 
limiting  the  exclusion  from  income  of 
foreign  earned  income  of  American 
citizens  permanently  residing  abroad  be¬ 
ginning  in  1963.  Several  amendments 
were  accepted.  One  prevented  a  tax¬ 
payer  from  simultaneously  claiming  to 
be  a  foreign  resident  for  U.S.  tax  pur¬ 
poses  and  a  U.S.  resident  for  foreign  tax 
purposes  and  thereby  avoid  U.S.  tax. 
Another  provides  a  3-year  transition  rule 
for  including  in  the  tax  base  income  re¬ 
ceived  in  the  form  of  the  right  to  use 
property.  Another  amendment  prevents 
evasion  of  the  new  limitations  by  pre¬ 
payments  of  income  in  1962  for  services 
to  be  performed  after  1962. 

3.  CONTROLLED  FOREIGN  CORPORATIONS 

The  basic  section  dealing  with  con¬ 
trolled  foreign  corporations,  as  contained 
in  the  conference  agreement,  is  substan¬ 
tially  similar  to  the  provision  adopted 
in  the  other  body.  Generally,  the  re¬ 
vision  from  the  House  bill  directed  the 
section  more  explicitly  at  the  so-called 
tax  haven  corporation.  In  this  area,  the 
final  bill  is  in  many  respects  tighter  than 
the  House  bill.  The  final  bill  has  a  more 
limited  application  than  did  the  House 
bill. 

Under  the  House  bill  the  profits  of  a 
controlled  foreign  corporation  might  be 
taxable  to  principal  U.S.  shareholders 


1962 


CONGRESSIONAL  RECORD  —  HOUSE 


whatever  the  source  of  the  profit  if  re¬ 
investment  is  not  in  substantially  the 
same  trade  or  business  as  one  in  which 
the  company  was  already  engaged  or  in 
a  less  developed  country.  The  revised 
provisions  concentrate  on  relatively  pas¬ 
sive  forms  of  income  where  there  is  rea¬ 
son  to  believe  that  the  incomes  are  being 
diverted  to  the  foreign  corporation 
principally  for  tax  advantage. 

The  two  bills  are  substantially  the  same 
with  respect  to  income  earned  from  in¬ 
surance  of  U.S.  risks  except  that  the 
Senate  and  conference  bill  provide  a  de 
minimis  provision.  The  two  bills  were 
substantially  similar  with  respect  to 
passive  investment  incomes  such  as  divi¬ 
dends,  interest,  rents,  and  royalties  ex¬ 
cept  that  the  final  bill  provides  various 
exceptions  for  these  incomes  earned  in 
connection  with  an  active  trade  or  busi¬ 
ness  conducted  by  the  foreign  corpora¬ 
tion  or  certain  subsidiaries  of  the  for¬ 
eign  corporation. 

Under  the  original  House  bill,  passive 
investment  income  could  avoid  the  spe¬ 
cial  tax  provision,  however,  by  being 
reinvested  in  a  less  developed  country. 
The  conference  bill  narrows  this  excep¬ 
tion  by  limiting  it  to  dividends,  interest, 
and  gains  on  investments  in  less  devel¬ 
oped  countries.  The  bill  does  not  now 
have  a  special  provision  within  the  sec¬ 
tion  on  controlled  foreign  corporations  to 
deal  with  the  income  earned  on  U.S. 
patents,  copyrights,  and  so  forth,  as  was 
contained  in  the  House  bill.  This  prob¬ 
lem  is  dealt  with  here  through  a  single 
tax  imposed  at  the  time  that  a  patent  is 
transferred  to  a  foreign  subsidiary. 

Both  the  House  bill  and  the  final  bill 
apply  the  new  tax  provisions  to  certain 
sales  income,  where  sales  involving  one 
foreign  country  are  channeled  through 
a  tax  haven  corporation  in  another  for¬ 
eign  country  in  order  to  minimize  the 
tax.  The  principal  change  here  reduced 
the  allowable  minimum  income  of  this 
sort  that  could  be  received  by  combin¬ 
ing  the  minimum  with  respect  to  foreign 
base  company  sales  income  with  the 
minimum  provided  for  passive  invest¬ 
ment  income.  These  were  two  separate 
minimum  20-percent  figures  in  the 
House  bill  and  have  now  been  combined 
into  a  single  30-percent  minimum  pro¬ 
vision.  Your  conferees  accepted  another 
feature  of  the  amendment  which  ex¬ 
tended  this  principle  to  certain  types 
of  service  income  where  the  income  aris¬ 
ing  from  services  performed  in  one  coun¬ 
try  might  be  diverted  to  a  tax  haven  cor¬ 
poration  in  another  foreign  country  in 
order  to  minimize  taxes. 

The  House  bill,  as  well  as  the  pending 
bill,  makes  the  new  tax  provisions  apply 
in  certain  cases  where  the  controlled  for¬ 
eign  corporation  invests  part  of  its  prof¬ 
its  in  U.S.  assets  as  a  device  for  bringing 
the  profits  home  without  actually  paying 
dividends.  The  provision  in  this  regard 
is  substantially  the  same  as  it  was  in  the 
House  bill. 

The  amendment  adopted  in  the  other 
body  provided  several  relief  provisions 
consistent  with  preventing  tax  avoid¬ 
ance.  These  provisions  have  been  ac¬ 
cepted  with  slight  modification  by  your 
conferees.  One  of  the  relief  measures 
provides  that  the  tax  imposed  by  reason 


of  this  section  on  an  individual  U.S. 
shareholder  will  not  be  greater  than  the 
tax  that  would  be  imposed  if  the  income 
had  been  earned  through  a  corporation 
organized  in  the  United  States. 

It  is  also  provided  that  the  new  tax 
provisions  will  not  be  operative  if  the 
controlled  foreign  corporation  makes  a 
sufficiently  large  distribution  of  its  cur¬ 
rent  earnings  and  profits  to  assure  the 
result  that  the  aggregate  tax  imposed  by 
the  foreign  government  on  these  earn¬ 
ings  and  profits  and  by  the  United  States 
on  the  dividends  distributed  will  be  about 
90  percent  of  the  52  percent  U.S.  corpo¬ 
rate  tax  rate. 

The  conference  agreement  also  pro¬ 
vided  that  corporations  organized  in  and 
principally  doing  business  in  Puerto 
Rico,  the  Virgin  Islands,  or  other  pos¬ 
sessions  of  the  United  States  will  gen¬ 
erally  be  excluded  from  the  category  of 
controlled  foreign  corporations.  In  ad¬ 
dition,  certain  persons  who  are  residents 
of  Puerto  Rico,  the  Virgin  Islands,  or 
other  possessions  of  the  United  States 
will  not  be  treated  as  U.S.  persons  for 
purposes  of  determining  U.S.  control. 

The  final  revision  in  this  provision  ac¬ 
cepted  by  your  conferees  was  a  limited 
exception  for  export  trade  corporations 
as  defined  in  the  bill.  The  general  effect 
of  this  provision  is  to  specify  that  where 
a  foreign  corporation  is  engaged  in  ex¬ 
porting  U.S.  goods  for  foreign  sale,  its 
income  up  to  a  limit  of  certain  normal 
trade  markups  will  be  excepted  from  the 
new  tax  provisions  if  this  income  is  re¬ 
invested  in  export  trade  assets.  The  in¬ 
clusion  of  this  provision  is  desirable  in 
order  to  permit  reasonable  corporate 
structures  designed  to  increase  the  level 
of  U.S.  exports. 

4.  SALES  OF  PATENTS,  AND  SO  FORTH,  TO  FOREIGN 
CORPORATIONS 

Under  the  bill  approved  by  the  House, 
income  realized  by  a  controlled  foreign 
corporation  which  was  attributable  to 
patents,  and  so  forth,  created  or  pro¬ 
duced  in  the  United  States  would  be  cur¬ 
rently  taxable  to  U.S.  shareholders, 
whether  distributed  or  not.  The  other 
body  substituted  for  this  treatment  a 
provision  under  which  gain  on  the  sale 
or  exchange  of  patents,  and  so  forth,  to 
a  controlled  foreign  corporation  by  a 
U.S.  person  in  control  of  such  corpora¬ 
tion  would  be  treated  as  ordinary  income 
unless  it  was  established  that  such  prop¬ 
erty  was  to  be  used  by  the  foreign  sub¬ 
sidiary  in  its  own  manufacturing  opera¬ 
tions. 

Under  the  conference  agreement,  the 
amendment  made  by  the  other  body 
was  retained  but  the  exception  of  trans¬ 
fers  to  a  foreign  subsidiary  for  use  in  its 
manufacturing  operations  was  deleted. 

5.  OTHER  FOREIGN  TAX  PROVISIONS 

The  remaining  foreign  tax  provisions 
may  be  referred  to  briefly.  Your  con¬ 
ferees  accepted  an  amendment  deleting 
the  House  provisions  changing  present 
law  with  regard  to  foreign  personal  hold¬ 
ing  companies.  This  amendment  was 
regarded  as  unnecessary  in  view  of  the 
changes  with  regard  to  controlled  for¬ 
eign  corporations.  We  also  accepted  the 
deletion  of  the  amendment  in  the  House 
bill  to  Section  482  of  present  law.  The 
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House  bill  provided  a  specific  formula 
for  allocating  sales  income  between  re¬ 
lated  domestic  and  foreign  companies. 
This  deletion  was  accepted  with  the  un¬ 
derstanding  that  the  Treasury  would 
seek  to  carry  out  the  intent  of  the  House 
bill  provision  through  its  broad  regula¬ 
tory  power  under  section  482  in  present 
law. 

Your  conferees  accepted  an  amend¬ 
ment  to  the  new  rule  of  the  House  bill 
relating  to  the  valuation  of  property  dis¬ 
tributed  with  respect  to  stock  by  a  for¬ 
eign  corporation  to  a  domestic  corporate 
shareholder.  The  amendment  provides 
a  consistent  rule  for  computing  the  for¬ 
eign  tax  credit. 

Your  conferees  accepted  two  minor 
amendments  to  the  new  provision  added 
by  the  House  bill  with  respect  to  distri¬ 
butions  by  foreign  trusts  with  U.S. 
grantors.  The  amendments  limit  the 
new  provisions  to  the  portion  allocable 
to  property  contributed  by  U.S.  persons 
and  make  the  effective  date  uniformly 
December  31,  1962. 

The  conference  agreement  contains 
substantially  unchanged  the  House  bill 
provision  eliminating  certain  abuses 
under  present  law  in  regard  to  foreign 
investment  companies.  An  amendment 
was  adopted  to  the  provision  allowing 
these  companies  to  elect  to  be  taxed  sub¬ 
stantially  like  domestic  investment  com¬ 
panies.  Under  the  amendment,  com¬ 
panies  making  this  election  would  get 
the  same  treatment  as  domestic  regu¬ 
lated  investment  companies  on  foreign 
tax  credits.  Another  amendment  deal¬ 
ing  with  the  application  of  section  367 
to  the  domestication  of  a  foreign  invest¬ 
ment  company  was  rejected  as  unneces¬ 
sary. 

Mr.  Speaker,  as  passed  by  the  House, 
the  bill  provided  that  certain  gains  real¬ 
ized  on  redemption  or  sale  of  stock  in 
a  controlled  foreign  corporation  by  a 
10  percent  or  more  U.S.  shareholder 
would  be  treated  as  a  dividend  to  the 
extent  of  the  shareholder’s  share  of  the 
corporation’s  earnings  and  profits. 

Your  conferees  accepted  an  amend¬ 
ment  limiting  the  new  rules  to  transac¬ 
tions  occurring  after  December  31,  1962, 
and  then  treating  as  ordinary  income 
only  earnings  and  profits  accumulated 
after  that  date.  The  final  version  also 
provides  other  exceptions  to  the  new 
rules  and  provides  a  limitation  on  the 
tax  payable  by  individual  shareholders, 
based  upon  the  tax  that  would  be  paid 
by  a  corporate  shareholder. 

6.  INFORMATION  AS  TO  FOREIGN  ORGANIZATIONS 

Your  conferees  accepted  the  amend¬ 
ment  made  by  the  other  body  to  the  pro¬ 
visions  of  the  House  bill  requiring  the 
submission  of  information  with  respect 
to  foreign  organizations,  with  one  minor 
modification  having  to  do  with  the  date 
the  new  reporting  requirements  go  into 
effect.  In  general  these  amendments 
liberalized  the  reporting  requirements 
specified  in  the  House  bill  and  reduced 
the  penalty  for  noncompliance  with 
these  provisions. 

GAIN  FROM  THE  DISPOSITION  OF  CERTAIN 
DEPRECIABLE  PROPERTY 

Under  the  House  bill,  gain  on  the  dis¬ 
position  of  certain  depreciable  property 
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after  enactment  would  be  treated  as 
ordinary  income  to  the  extent  of  depre¬ 
ciation  taken  with  respect  to  the  prop¬ 
erty  for  taxable  years  beginning-  after 
December  31,  1961.  The  other  body 
amended  this  provision  to  make  it  ap¬ 
plicable  only  to  dispositions  made  in  tax¬ 
able  years  beginning  after  December  31, 
1962,  and  only  with  respect  to  deprecia¬ 
tion  taken  in  periods  after  December 
31,  1961.  Under  the  conference  agree¬ 
ment,  the  amendments  made  by  the 
other  body  are  retained. 

The  other  body  also  amended  the  pro¬ 
visions  of  the  House  bill  to  take  account 
of  the  interaction  of  the  effect  of  this 
new  provision  upon  the  computation  of 
the  taxable  income  base  to  which  the  50- 
percent  limitation  on  allowable  deple¬ 
tion  deductions  is  applied.  Under  this 
amendment,  this  taxable  income  base 
would,  in  effect,  be  increased  by  the 
amount  of  ordinary  income  realized  by 
virtue  of  this  new  provision,  thereby  in¬ 
creasing  the  base  to  which  the  50 -per¬ 
cent  depletion  limitation  applies.  Your 
conferees  accepted  this  amendment. 

COOPERATIVES 

Under  the  House  bill,  patronage  divi¬ 
dends  paid  in  cash  or  qualified  written 
notices  of  allocation  would  be  deductible 
by  a  cooperative  and  taxable  to  patrons. 
Written  notices  of  allocation  would  qual¬ 
ify  only  if  they  were  redeemable  in  cash 
within  90  days  after  issuance  or  were 
those  with  respect  to  which  the  patrons 
had  consented  to  include  the  stated 
value  thereof  in  income.  The  other  body 
amended  this  provision  of  the  House  bill 
to  provide  that  a  written  notice  of  al¬ 
location  would  not  qualify  unless  20  per¬ 
cent  or  more  of  the  stated  amount  of  the 
written  notice  of  allocation  was  paid  in 
cash  or  by  qualified  check.  Under  the 
conference  agreement,  this  amendment 
was  retained. 

Your  conferees  also  accepted  an 
amendment  made  by  the  other  body 
which  permits  member  and  nonmember 
patrons  to  consent  to  the  inclusion  of 
the  stated  value  of  a  patronage  alloca¬ 
tion  in  their  income  by  endorsing  and 
cashing  a  qualified  check  within  90  days 
after  the  close  of  the  cooperative’s  pay¬ 
ment  period  for  which  the  check  is  paid. 
This  method  of  giving  consent  is  in  addi¬ 
tion  to  the  other  methods  that  were  pro¬ 
vided  in  the  House  bill. 

REPORTING  OF  INTEREST,  DIVIDENDS,  AND 
PATRONAGE  DIVIDENDS 

As  passed  by  the  House  the  bill  con¬ 
tained  provisions  which  would  have  in¬ 
stituted  a  system  of  withholding  of  tax 
at  source  on  payments  of  interest,  divi¬ 
dends,  and  patronage  dividends.  These 
provisions  were  deleted  by  the  other 
body  and,  in  lieu  thereof,  provisions  were 
substituted  which  would  require  pay¬ 
ing  agents,  after  January  1,  1963,  to  re¬ 
port  to  the  Government  and  to  provide 
payees  with  annual  statements  of,  all 
payments  of  these  items  which  amount 
to  $10  or  more  per  year.  The  other 
body  also  provided  penalties  for  the  fail¬ 
ure  to  timely  report  these  items  and  to 
provide  statements  for  payees. 

Under  the  conference  agreement,  the 
reporting  provisions  approved  by  the 
other  body  are  retained. 


PROVISIONS  ADDED  BY  THE  OTHER  BODY  NOT 
IN  HOUSE  BILL 

(1)  EXPENDITURES  BY  FARMERS  FOR  CLEAR¬ 
ING  LAND 

Your  conferees  accepted  a  provision 
which  would  permit  taxpayers  engaged 
in  farming  to  deduct,  currently,  rather 
than  capitalize,  expenditures  incurred 
in  clearing  and  levelling  land,  and  in  di¬ 
verting  streams,  to  make  the  land  suit¬ 
able  for  farming.  This  deduction  is 
limited  to  $5,000  or  25  percent  of  the 
taxpayer’s  income  from  farming,  which¬ 
ever  is  the  lesser. 

(2)  -CERTAIN  CHARITABLE  CONTRIBUTIONS 

An  amendment  was  accepted  to  mod¬ 
ify  the  operation  of  the  charitable  con¬ 
tribution  deduction  where  a  taxpayer 
spreads  back  a  lump  sum  receipt  of  in¬ 
come  over  the  years  to  which  it  is  attri¬ 
butable  for  the  purpose  of  determining 
the  amount  of  tax  he  must  pay  on  such 
income.  Under  the  conference  agree¬ 
ment,  the  amendment  was  modified  to 
more  closely  carry  out  the  intent,  to 
permit  the  deductibility  of  contributions 
to  be  determined  as  closely  as  possible 
to  what  it  would  have  been  in  the  ab¬ 
sence  of  the  bunching. 

(3)  EFFECTIVE  DATE  OF  SECTION  1371(0 

Your  conferees  accepted  an  amend¬ 
ment  making  applicable  to  1958  and  1959 
the  rule  that  spouses  who  hold  stock  in 
a  “Subchapter’s  corporation”  jointly  or 
under  community  property  laws  would 
be  treated  as  one  shareholder  for  the 
purpose  of  applying  the  10  shareholder 
rule.  • 

(4)  LOSSES  SUSTAINED  BY  CERTAIN  STREET 

RAILWAY  COMPANIES 

Your  conferees  accepted  an  amend¬ 
ment  providing  that  certain  losses  in¬ 
curred  in  1953  and  1954  by  a  street  rail¬ 
way  company  not  heretofore  used 
against  taxable  income  could  be  carried 
forward  and  offset  against  income  in  the 
years  1960  through  1964.  This  amend¬ 
ment  is  comparable  to  the  bill  passed  by 
the  House  last  year. 

(5)  EXEMPTION  FOR  PENSION  TRUSTS 

The  conference  agreement  contains  an 
amendment  to  provide  that  the  union 
negotiated  plan  of  a  local  of  the  Inter¬ 
national  Hod  Carriers’,  Building  & 
Common  Laborers’  Union  of  America  is 
to  be  treated  as  a  qualified  tax-exempt 
trust  for  the  period  beginning  May  1, 
1960,  to  April  29,  1961.  A  number  of 
similar  bills  have  been  approved  by  the 
House  in  recent  years  and  this  amend¬ 
ment  contains  the  same  safeguards  that 
were  in  prior  legislation. 

(6)  CONTINUATION  OF  PARTNERSHIP  YEAR  IN 
CERTAIN  CASES 

Your  conferees  accepted  an  amend¬ 
ment  which  would  provide,  under  the 
code  of  1939,  that  where  one  of  two  part¬ 
ners  dies,  the  partnership  year  for  the 
surviving  partner  would  not  have  to 
terminate  at  that  time.  This  amend¬ 
ment  is  designed  to  provide  relief  from 
the  inadvertent  “bunching”  of  income 
that  occurred  under  prior  law. 

(7)  EXCLUSION  OF  CERTAIN  AWARDS 

An  amendment  made  by  the  other 
body  provided  that  awards  made  pur¬ 
suant  to  the  Japanese-American  Evacu¬ 
ation  Claims  Act  of  1948  would  be  ex¬ 


cluded  from  gross  income  of  recipients. 
Although  no  comparable  provision  was 
contained  in  the  House  bill,  legislation 
sponsored  by  our  colleague,  Mr.  King  of 
California,  identical  to  this  bill  was 
passed  by  the  House  recently.  Under 
the  conference  agreement,  this  amend¬ 
ment  is  retained. 

(8)  COOPERATIVE  HOUSING  DEPRECIATION 

Your  conferees  accepted  an  amend¬ 
ment  to  provide  that  a  tenant-stock¬ 
holder  in  a  cooperative  housing  corpora¬ 
tion  can  take  depreciation  on  the  portion 
of  his  basis  in  the  stock  to  the  extent 
that  the  deduction  represents  a  business 
deduction  and  is  properly  allocable  to  his 
proprietary  lease  or  right  of  tenancy. 

(9)  PERSONS  65  OR  OLDER  SELLING  PERSONAL 
RESIDENCES 

An  amendment  made  by  the  other 
body  which  was  rejected  under  the  con¬ 
ference  action  would  have  provided  that 
gain  realized  from  the  sale  or  disposi¬ 
tion  of  his  personal  residence  by  a  tax¬ 
payer  aged  65  or  over  would  be  excluded 
from  gross  income  provided  the  taxpayer 
or  his  spouse  used  such  residence  for  5 
years  before  such  sale  or  exchange. 
However,  the  amount  so  excluded  would 
not  be  permitted  to  exceed  that  portion 
of  the  gain  corresponding  to  the  ratio  of 
$30,000  to  the  sales  price. 

(10)  CONTRIBUTIONS  TO  JUDICIAL  REFORM 
ORGANIZATIONS 

Mr.  Speaker,  one  of  the  amendments 
which  was  accepted  provides  deduction 
for  gifts  made  after  December  31,  1961, 
to  nonprofit  organizations  created  and 
operated  exclusively  to  advance  State 
and  local  judicial  reform  proposals 
which  are  the  subject  of  referendums  in 
1962,  as  charitable  contributions.  No 
part  of  the  net  earnings  of  the  organi¬ 
zation  may  inure  to  the  benefit  of  any 
private  individual  nor  may  the  organi¬ 
zation  participate  in  any  political  cam¬ 
paign  in  behalf  of  or  in  opposition  to 
any  candidate  for  public  office.  An 
identical  bill  on  this  subject  by  our  col¬ 
league,  the  gentleman  from  Illinois  [Mr. 
Yatess]  was  recently  passed  by  the  House. 

(11)  SOCIAL  SECURITY  AMENDMENT 

Under  the  conference  agreement,  an 
amendment  to  the  Social  Security  Act 
was  deleted.  This  amendment  would 
have  permitted  the  States  to  accept  as 
presumptively  correct  any  written  state¬ 
ment  as  to  financial  status  made  by  an 
applicant  for  medical  assistance  for  the 
aged  under  the  Kerr-Mills  Act. 

(12)  FOREIGN  SUBSIDIARIES  MANUFACTURING 

PRODUCTS  ABROAD  FOR  SALE  IN  THE  UNITED 

STATES 

The  other  body  added  a  provision  to 
the  House  bill  which  would  have  taxed  as 
U.S.  source  income  the  income  realized 
by  a  10  percent  U.S.-owned  foreign  cor¬ 
poration  from  the  sale  for  use,  consump¬ 
tion,  or  disposition  in  the  United  States 
of  competitive  articles  mined,  processed, 
or  manufactured  abroad.  This  treat¬ 
ment  would  apply  if  10  percent  or  more  of 
the  gross  income  of  such  foreign  corpo¬ 
ration  was  derived  from  such  sales.  Un¬ 
der  the  conference  agreement,  this 
amendment  was  eliminated  from  the  bill. 


1962 
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(13)  EFFECTIVE  DATE  OF  AMENDMENT  TO  SECTION 
1374  (b) 

Your  conferees  accepted  a  provision 
changing  the  effective  date  of  a  1959 
amendment  to  subchapter  S  of  the  In¬ 
ternal  Revenue  Code.  This  1959  amend¬ 
ment  permitted  shareholders  in  such 
corporations  who  died  before  the  end  of 
the  corporation’s  taxable  year  to  deduct 


their  share  of  any  net  operating  loss 
sustained  by  the  corporation.  The 
amendment  changes  the  effective  date  of 
the  1959  provision  from  September  23, 
1959  to  September  2, 1958. 

TREATIES 

Mr.  Speaker,  the  House  bill  provided, 
in  effect,  that  the  provisions  of  the  bill 


were  to  have  precedence  over  any  con¬ 
flicting  treaty  obligation.  The  bill  ap¬ 
proved  by  the  other  body  provided  that 
the  bill’s  provisions  were  not  to  take 
precedence  over  conflicting  treaty  obliga¬ 
tions.  Under  the  conference  agreement, 
the  provisions  of  the  House  bill  would  be 
retained. 


Estimated  full-year  revenue  effect  of  H.R.  10650, 1  as  passed  by  the  House  of  Representatives,  as  amended  by  the  Senate  Committee  on  Finance, 

as  amended  by  the  Senate  and  as  agreed  to  by  the  conferees 

[Millions  of  dollars] 


As 

passed 
by  the 
House  of 
Repre¬ 
sentatives 

As 

amended 
by  the 
Commit¬ 
tee  on 
Finance 

As 

amended 
by  the 
Senate 

As 

agreed 
to  by 
confer¬ 
ence 

Investment  tax  credit _ .  - - 

Withholding  on  dividends  and  interest _ 

Reporting  of  dividend  and  interest  pay- 

-1,395 

+550 

-1, 340 

-1,340 

-1,340 

+275 

2+180 

+85 

+105 

3+25 

+30 

+275 

2+180 

+85 

+105 

3+25 

+30 

+275 

2  +170 
+100 
+105 
3+25 
+30 

Mutual  banks,  and  savings  and  loan  asso- 

3  +170 
+125 
+110 
3+25 
+30 

Entertainment,  etc.,  expenses _ _ — 

Capital  gains  on  depreciable  property _ 

Mutual  fire  and  casualty  companies _ 

1  At  levels  of  income  and  investment  estimated  for  the  calendar  year  1962,  without 
taking  into  account  effect  of  provisions  on  the  economy;  estimates  are  rounded  to 
nearest  $5,000,000.  . 

a  The  level  of  income  for  these  thrift  institutions  in  1962  has  been  revised  upward 
since  the  preparation  of  the  revenue  estimates  for  the  House  bill. 

*  Ecvenuo  gain  which  would  result  if  this  provision  were  in  effect  for  1962  and  had 


As 

passed 
by  the 
House  of 
Repre¬ 
sentatives 

As 

amended 
by  the 
Commit¬ 
tee  on 
Finance 

As 

amended 
by  the 
Senate 

As 

agreed 
to  by 
confer¬ 
ence 

Foreign  items: 

Controlled  foreign  corporations _ 

Grossup  of  dividends . 

+50 

+25 

+25 

+50 

+15 

+25 

+50 

+15 

+25 

+50 

-5 

-(*) 

-30 

+50 

+15 

+25 

Products  of  foreign  subsidiaries  sold  in 

-5 

-5 

-(*) 

Secs.  27,  28,  30,  and  33 . . 

Total . . . . . 

-285 

-655 

-535 

-560 

been  in  effect  for  the  5  preceding  years,  so  that  amounts  added  to  the  protection  against 
loss  account  in  the  1st  year  and  not  offset  by  losses  would  be  brought  into  taxable 
income  in  1962. 

1  Less  than  $2,500,000. 

Source:  Staff  of  the  Joint  Committee  on  Internal  Revenue  Taxation. 


Estimated  revenue  effect  of  H.R.  10.650  for  the  fiscal  year  1963, 1  as  passed  by  the  House  of  Representatives,  as  amended  by  the  Senate  Com¬ 
mittee  on  Finance,  as  amended  by  the  Senate,  and  as  agreed  to  by  the  conferees 


[Millions  of  dollars] 


As 

passed 
by  the 
House  of 
Repre¬ 
sentatives 

As 

amended 
by  the. 
Commit¬ 
tee  on 
Finance 

As 

amended 
by  the 
Senate 

As 

agreed 
to  by 
confer¬ 
ence 

As 

passed 
by  the 
House  of 
Repre¬ 
sentatives 

As 

amended 
by  the 
Commit¬ 
tee  on 
Finance 

As 

amended 
by  the 
Senate 

As 

agreed 
to  by 
confer¬ 
ence 

-1,340 
+  170 

-650 

-650 

-1,265 

Foreign  items: 

Withholding  on  dividends  and  interest - 

Reporting  of  dividend  and  interest  pay- 

Controlled  foreign  corporations _ 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

All  other  foreign  items _ _ 

+10 

+10 

+10 

+10 

Mutual  banks  and  savings  and  loan  asso- 

4-10 

+10 

(2)+ 

+10 

(3)+ 

+10 

c*>+ 

o 

Products  of  foreign  subsidiaries  sold  in  the 
United  States _ _ 

0 

+60 

(>-) 

(>-) 

(s-) 

Capital  gains  on  depreciable  property . 

Secs  27  28  30,  and  33  _  . . . 

(3-) 

(2-) 

o 

0 

0 

0 

Secs.  29'and  31 _ -' - — 

(2-) 

0 

0 

0 

0 

-1,090 

-630 

-630 

-1,245 

1  Estimates  are  rounded  to  nearest  $5,000,000.  '  Source:  Staff  of  the  Joint  Committee  on  Internal  Revenue  Taxation. 

2  Less  than  $2,500,000. 


Estimated  full-year  revenue  effect  of  H.R.  10650 


[In  millions  of  dollars] 


Gross  effect 1 

Net  effect 3 

House 

Senate 

Con¬ 

ference 

House 

Senate 

Con¬ 

ference 

Investment  tax  credit 3 . - 

-1, 105 

-1, 020 

-1,020 

-555 

-580 

-580 

Capital  gains  on  depreciable 

property . . . . 

Withholding  on  dividends  and 
interest - - - 

+100 

+100 

+100 

+50 

+50 

+50 

+780 

<+240 

<  +240 

+620 

<+165 

<+155 

F xpense  accounts. . .  . 

+125 

+60 

+100 

+80 

+40 

+05 

Mutual  savings  banks  and  sav¬ 
ings  an  loan  associations _ 

+200 

+205 

+200 

+135 

+140 

+135 

Mutual  fire  and  casualty  com¬ 
panies - - - 

+40 

+35 

+40 

+25 

+20 

+25 

Cooperatives _ 

+35 

+35 

+35 

•  +25 

+25 

1  Without  taking  into  account  the  effect  on  the  economy  of  the  provisions. 

2  After  taking  into  account  the  estimated  effect  on  the  economy  of  the  provisions. 

8  At  levels  of  income  and  investment  estimated  for  1902.  In  estimating  the  net  rev¬ 
enue  cost  of  the  investment  credit,  its  favorable  effects  on  the  level  of  investment  were 
computed  from  statistical  relationships  in  the  past  years  between  investment  and  grad¬ 
ual  changes  in  the  cost  of  capital  goods  (profitability)  and  cash  flow.  This  procedure 
thus  does  not  take  into  account  the  especially  favorable  impact  on  businessmen’s 
decisions  to  invest  of  the  sudden  major  improvements  in  these  factors  resulting  from  the 
enactment  of  the  credit.  Taking  this  into  account  should  produce  more  favorable 
effects  than  those  shown  in  the  table. 


Gross  effect  t 

Not  effect 3 

House 

Senate 

Con¬ 

ference 

House 

Senate 

Con¬ 

ference 

Foreign  items: 

Controlled  foreign  corpora¬ 
tions _ _ _ 

Grossup  of  dividends _ 

All  other  foreign  items. - . 

Miscellaneous  provisions . . 

+85 

+36 

+30 

+85 
+25 
<  +30 
-35 

+85 

+25 

+30 

-5 

+85 

+35 

+30 

+86 

+25 

3  +30 
-25 

+85 

+25 

+30 

-5 

Total... . . . 

+325 

-240 

-170 

+430 

-35 

+10 

*  Estimated  gain  from  increased  compliance  because  of  reporting  requirements. 

6  Because  of  difficulty  of  interpretation,  no  estimate  has  been  made  of  amendment 
taxing  income  derived  from  imports  of  goods  manufactured  abroad  by  foreign  sub¬ 
sidiaries. 

Source:  Office  of  the  Secretary  of  the  Treasury,  Office  of  Tax  Analysis,  Sept.  27, 1962. 
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Estimated  revenue  effect  of  H.R.  106  '0,  fiscal  year  1963 
[In  millions  of  dollars] 


October  2 


Gross  effect 1 

Net  effect 3 

House 

Senate 

Con¬ 

ference 

House 

Senate 

Con¬ 

ference 

Investment  tax  credit 3 _ 

Capital  gains  on  depreciable 

-1,040 

-520 

-985 

-525 

-235 

-530 

Withholding  on  dividends  and 

+245 

+65 

+5 

+235 

+40 

+5 

+5 

+5 

+5 

+6 

+5 

+5 

+5 

+5 

Mutual  savings  banks  and  sav¬ 
ings  and  loan  associations _ 

Mutual  fire  and  casualty  com- 

Gross  effect  i 

Net  effect 2 

House 

Senate 

Con¬ 

ference 

House 

Senate 

Con¬ 

ference 

Cooperatives _ 

Foreign  items: 

Controlled  foreign  corpora¬ 
tions _ _ _ 

Gross-up  of  dividends _ 

All  other  foreign  items. . . 

+6 

+5 

+5 

+5 

+5 

+5 

Miscellaneous  provisions _ 

Total . 

-720 

-505 

-970 

-240 

-220 

-615 

1  Without  taking  into  account  the  effect  on  the  economy  of  the  provisions. 

2  After  taking  into  account  the  estimated  effect  on  the  economy  of  the  provisions. 

2  At  levels  of  income  and  investment  estimated  for  1962.  In  estimating  the  net 
revenue  cost  of  the  investment  credit,  its  favorable  effects  on  the  level  of  investment 
were  computed  from  statistical  relationships  in  the  past  years  between  investment 
and  gradual  changes  in  the  cost  of  capital  goods  (profitability)  and  cash  flow.  This 


procedure  thus  does  not  take  into  account  the  especially  favorable  impact  on  busi¬ 
nessmen’s  decisions  to  invest  of  the  sudden  major  improvements  in  these  factors  result¬ 
ing  from  the  enactment  of  the  credit.  Taking  this  into  account  should  produce  more 
favorable  effects  than  those  shown  in  the  table. 

Source:  Office  of  the  Secretary  of  the  Treasury,  Office  of  Tax  Analysis,  Sept.  26, 1962. 


(Mr.  MILLS  asked  and  was  given  per¬ 
mission  to  revise  and  extend  his  remarks 
and  include  extraneous  matter  and 
tables. ) 

Mr.  MILLS.  Mr.  Speaker,  I  yield  20 
minutes  to  the  gentleman  from  Wiscon¬ 
sin  [Mr.  Byrnes]. 

Mr.  BYRNES  of  Wisconsin.  Mr. 
Speaker,  I  would  like  to  bring  your  at¬ 
tention  back  to  March  29  when  this 
bill  was  before  the  House  of  Representa¬ 
tives.  At  that  time  I  opposed  this  bill. 
I  offered  a  motion  to  recommit  with  in¬ 
structions  to  make  certain  changes  in  it. 
One  hundred  and  ninety  Members  of  the 
House  of  Representatives  at  that  time 
voted  that  those  changes  should  be  made. 
Then  on  the  vote  on  final  passage  I 
joined  with  196  Members  of  this  House 
to  oppose  the  bill. 

I  appear  here  today,  however,  in  view 
of  the  changes  that  have  been  made,  in 
support  of  this  legislation. 

My  objections  to  H.R.  10650  as  it 
passed  the  House  were  directed  primarily 
to  three  parts  of  the  bill: 

First.  The  withholding  on  interest  and 
dividends; 

Second.  The  windfall  provision — the 
so-called  investment  credit — for  expend¬ 
itures  made  for  the  acquisition  of  ma¬ 
chinery,  equipment,  livestock,  or  any 
other  movable  property  used  in  a  trade 
or  business; 

Third.  The  foreign  income  pro¬ 
visions — seeking  to  build  a  Berlin  wall 
in  the  tax  laws  to  prevent  American 
business  from  going  abroad. 

I  am  very  happy  to  report  to  the 
House — and  particularly  to  those  Mem¬ 
bers  who  voted  for  the  motion  to  re¬ 
commit  and  against  the  bill — that  these 
provisions  have  been  either  completely 
deleted — or  have  been  amended  so  as  to 
reflect  more  nearly  the  minority  views 
in  the  House. 

I  would  like  to  refresh  your  memory 
on  another  point.  When  this  bill  was 
before  the  House  on  March  27  the  Presi¬ 
dent  saw  fit  to  have  a  press  conference 
at  which  he  took  note  of  the  position  of 
the  Republican  minority  and  charged  us 


with  an  obstructionist  effort  to  kill  the 
bill.  My  colleagues  on  the  other  side  of 
the  aisle  took  the  floor  and  charged  that 
the  amendments  offered  by  the  Republi¬ 
can  minority  were  designed  to  gut  the 
bill. 

When  I  took  the  floor  of  the  House 
on  March  29  I  suggested  that  he  get  his 
facts  straight,  that  we  were  not  attempt¬ 
ing  to  gut  the  bill,  we  were  attempting 
to  improve  it.  There  were  some  21  sec¬ 
tions  of  the  bill.  Eighteen  of  them  had 
our  general  approval  on  the  minority 
side.  But  there  were  three  sections  to 
which  we  objected.  We  were  trying  to 
improve  the  bill. 

Mr.  Speaker,  we  now  have  a  bill  with 
one  of  these  sections  eliminated,  and 
the  other  two  vastly  improved.  Did  this 
gut  the  bill?  I  would  like  to  read  you 
the  concluding  paragraph  of  a  letter 
which  Mr.  Stanley  S.  Surrey,  Assistant 
Secretary  of  the  Treasury,  addressed  to 
the  New  York  Times,  on  September  12, 
1962.  Mr.  Surrey,  talking  about  the  Sen¬ 
ate  bill  which  contained  these  changes, 
said: 

As  a  longtime  tax  lawyer  with  years  of 
experience  both  in  and  out  of  Government, 
I  believe  the  present  tax  bill  makes  advances 
in  more  broad  areas  of  income  taxation  than 
any  tax  legislation  since  1942. 

In  quoting  Mr.  Surrey  I  do  not  mean 
to  infer  agreement  with  all  he  says.  I 
just  point  out,  Mr.  Speaker,  that  we 
were  not  trying  to  gut  the  bill,  we  were 
trying  to  improve  it,  and  I  am  here  now 
to  support  the  bill,  because  the  changes 
we  asked  for  but  which  were  refused  by 
this  body  were  adopted  in  the  Senate 
and  were  finally  agreed  to  in  conference. 

This  bill,  which  the  administration 
describes  as  the  most  advanced  in  broad 
areas  of  income  taxation  than  any  tax 
legislation  since  1942,  embodies  the  same 
proposals  which,  when  advanced  by  the 
Republicans  in  this  House,  were  greeted 
with  the  claim  that  we  were  gutting  the 
tax  bill. 

Had  these  provisions  been  adopted  in 
the  committee  or  on  the  House  floor,  we 
would  not  be  here  discussing  this  because 


it  would  have  been  law  months  before 
now  due  to  the  fact  the  controversy 
would  have  been  eliminated,  and  we 
would  have  had  bad  a  sound  bill,  in  my 
judgment. 

Let  me  say  just  a  few  things  about 
certain  of  the  provisions  that  are  left, 
and  I  would  like  to  address  myself  for  a 
moment  particularly  to  the  withholding 
provision. 

I  know  that  most  Members — regard¬ 
less  of  party — were  relieved  to  learn  that 
the  section  in  the  House  bill — which  pro¬ 
vided  for  withholding  on  dividends  and 
interest — was  completely  deleted. 

There  was  substituted  a  provision  re¬ 
quiring  dividend  and  interest  paying 
companies  to  report  the  amount  of  divi¬ 
dends  paid  both  to  the  Treasury  Depart¬ 
ment  and  to  the  payee.  This  was  a  sug¬ 
gestion  made  by  Republicans  on  the 
committee. 

With  the  new  automatic  record¬ 
processing  equipment,  which  the  Inter¬ 
nal  Revenue  Service  is  installing,  it  will 
soon  be  possible  for  the  Service  auto¬ 
matically  to  check  the  returns  of  tax¬ 
payers  against  these  reports. 

Most  important,  the  paying  agent  will 
be  required  to  furnish  each  taxpayer  an¬ 
nually  with  a  report  of  the  amount  of 
dividends  and  interest  paid  to  that  tax¬ 
payer.  When  he  gets  ready  to  file  his  re¬ 
turn,  the  taxpayer  will  have  a  record  of 
the  amounts  paid  to  him  throughout  the 
year.  This  should  eliminate  the  loss  of 
revenue  resulting  from  forgetfulness  on 
the  part  of  taxpayers. 

We  are  giving  the  Treasury  Depart¬ 
ment  the  tools  which  are  needed  to  col¬ 
lect  any  taxes  due  on  interest  and  divi¬ 
dends. 

I  would  caution  only  that  I  think  the 
temptation  will  be  great  for  those  die¬ 
hard  exponents  of  an  across-the-board 
withholding  in  the  Treasury  to  sit  on 
their  hands  in  the  next  few  years,  and 
then  claim  that  the  returns  are  not  re¬ 
sulting  in  adequate  compliance.  We 
must  make  every  effort  to  see  that  the 
Internal  Revenue  Service  makes  use  of 
these  tools  which  we  have  given  them; 
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otherwise  you  can  be  sure  they  will  be 
back  here  in  a  year  or  two  telling  us  there 
is  some  fantastic  amount  of  income  es¬ 
caping  taxation  which  cannot  be  dis¬ 
covered  and  collected  without  an  arbi¬ 
trary  across-the-board  system  of  with¬ 
holding.  So  much  for  withholding. 

As  passed  by  the  House,  upon  the  in¬ 
sistence  of  the  administration,  invest¬ 
ment  credit  was  the  greatest  loophole  of 
all  time.  I  repeat  again,  briefly,  how 
that  worked: 

The  taxpayer  might  purchase  a  new 
machine  costing  $1,000.  The  taxpayer 
would  receive  a  tax  credit  of  $70.  In 
other  words,  he  would  get  back  $70  from 
the  Government  in  the  form  of  a  credit 
or  reduction  of  his  tax  liability,  merely 
because  he  purchased  the  machine.  The 
taxpayer,  however,  would  set  up  the  ma¬ 
chine  on  his  books  at  a  cost  of  $1,000. 
He  would  then  deduct  that  amount  over 
the  life  of  the  property  in  the  form  of 
depreciation.  Thus,  the  taxpayer  was 
getting  a  deduction  for  $70  of  the  cost 
of  the  machine  for  which  he  had  already 
been  reimbursed  by  the  Government  in 
the  form  of  the  investment  tax  credit. 

Mr.  Speaker,  the  amendment  which 
was  adopted  in  the  Senate  is  the  same 
as  an  amendment  which  I  proposed  in 
the  committee.  The  taxpayer  is  now  re¬ 
quired  to  reduce  the  cost  of  the  machine 
for  depreciation  purposes  by  the  amount 
of  the  subsidy  or  the  investment  credit. 
For  example,  if  the  taxpayer  under  the 
bill  as  is  before  us  now  received  an  in¬ 
vestment  credit  of  $70  on  the  purchase  of 
a  $1,000  machine,  the  taxpayer  can  only 
deduct  $930  of  the  cost  of  the  machine 
for  depreciation  purposes  over  the  life 
of  the  property.  With  this  Senate 
amendment,  the  investment  credit  is  only 
half  as  bad  as  it  was  in  the  House  bill. 
The  taxpayer  still  gets  a  subsidy,  but  does 
not  get  it  tax  free.  He  cannot  have  the 
subsidy  and  depreciate  the  amount  at 
the  same  time. 

I  am  not  suggesting  that  the  invest¬ 
ment  credit  is  now  good  tax  law.  I  am 
not  doing  that.  I  am  only  saying  they 
have  eliminated  a  great  share  of  the 
windfall  and  the  loophole  and  the  bo¬ 
nanza.  I  still  believe  we  should  have 
approached  this  question  through  a 
change  in  depreciation. 

This  change  in  the  investment  credit 
was  bitterly  fought  by  the  Kennedy  ad¬ 
ministration.  It  is  not  significant  in  its 
immediate  revenue  effect,  but  it  has  a 
very  significant  long-term  effect.  Over 
the  next  10  years  this  amendment  results 
in  savings  in  the  Federal  revenues  ag¬ 
gregating  some  $5  billion. 

At  this  point  I  ask  permission  to  insert 
in  my  remarks  a  schedule  prepared  by 
the  staff  of  the  Joint  Committee  on  In¬ 
ternal  Revenue  Taxation  showing  the 
difference  between  the  investment  credit 
as  provided  for  in  the  House  bill  and  the 
investment  credit  as  amended  by  the 
Senate  and  accepted  by  your  conferees. 

The  SPEAKER  pro  tempore.  Is  there 
objection  to  the  request  of  the  gentleman 
from  Wisconsin? 

There  was  no  objection. 

The  schedule  referred  to  follows: 


Estimated  revenue  loss  under  investment  tax 
credit  provision  of  H.R.  10650  as  agreed  to 
by  the  conferees  and  without  Senate 
amendment  19,  which  reduces  depreda¬ 
tion  base  by  amount  of  tax  credit,  1962-72, 
assuming  an  annual  increase  of  5  percent 
in  investment  in  eligible  assets  1 
[In  millions] 


Revenue  loss  attributable  to  investment 
tax  credit  on  eligible  assets  acquired  or 
constructed  in  calendar  year 2 


Calendar 

year 

Under 
provision 
as  agreed 
to  by  the 
conferees 
(including 
Senate 
amendment 
19) 

Decrease  in 
revenue  loss 
asoribablc 
to  Senate 
amendment 
19 

Under 

provision 

without 

Senate 

amendment 

19 

1962 . . 

‘  $1, 320 

$50 

$1, 370 

1963 _ 

1,350 

140 

1,490 

1964 _ 

1,385 

230 

1,616 

1965 _ 

1,400 

310 

1,710 

1966 _ 

1,390 

390 

1,780 

1967 _ 

1,435 

465 

1,900 

1968 . 

1,470 

535 

2,005 

1969 . . 

1,505 

605 

2,110 

1970 _ 

1.545 

670 

2,215 

1971 . 

1,575 

730 

2,305 

1972 . 

1,630 

790 

2,420 

1962-66 _ 

6, 845 

1,120 

7,965 

1962-72 _ 

16,005 

4, 916 

20,920 

1  This  is  the  rate  of  increase  assumed  by  the  Secretary 
of  the  Treasury  before  Senate  Committee  on  Finance  on 
Apr.  2, 1962. 

2  Except  that  carryforwards  are  allocated  to  years  to 
which  they  are  carried;  tax  effects  of  reduced  deprecia¬ 
tion  base  are  allocated  to  years  in  which  depreciation  is 
taken  on  the  relevant  assets,  that  is,  assets  acquired  in 
the  designated  year  and  in  designated  years  preceding 
that  year;  and  tax  effects  of  deductions  for  unused  in¬ 
vestment  credit  are  allocated  to  years  in  which  the 
deductions  are  taken.  Carrybacks  are  allocated  to  years 
from  which  they  are  carried.  Estimates  are  rounded  to 
nearest  $5,000,000. 

Source:  Staff  of  the  Joint  Committee  on  Internal  Reve¬ 
nue  Taxation,  Sept.  27, 1962. 

Mr.  BYRNES  of  Wisconsin.  Mr. 
Speaker,  I  am  still  opposed  to  the  in¬ 
vestment  credit.  I  do  not  think  that  it 
makes  any  sense.  This  form  of  so- 
called  tax  incentive  will  result  in  an  im¬ 
mediate  revenue  loss  of  $1.3  billion.  It 
has  been  rammed  down  the  throat  of 
the  business  community — notwithstand¬ 
ing  that  business  would  prefer  that  any 
incentive  for  investment  in  machinery 
and  equipment  take  the  form  of  ac¬ 
celerated  depreciation.  If  we  are  going 
to  provide  for  a  tax  incentive  of  $1.3  bil¬ 
lion  to  business,  we  should  give  business 
what  it  needs  and  wants — not  waste  our 
tax  revenues  on  some  new  gimmick. 

In  the  House  bill,  the  investment  credit 
was  applied  to  any  property  put  into 
use  after  January  1,  1962.  The  Senate 
moved  this  date  up  to  July  1,  1962, 
thereby  cutting  in  half  the  revenue  loss. 
In  conference,  however,  the  Senate 
receded. 

Faced  with  a  deficit  of  at  least  $5  bil¬ 
lion  for  fiscal  1963,  I  do  not  find  any 
justification  for  providing  a  retroactive 
investment  credit  at  a  revenue  loss  of 
some  $1.3  billion.  There  can  be  no  justi¬ 
fication  for  giving  a  taxpayer  an  incen¬ 
tive  to  do  something  which  he  has  al¬ 
ready  done,  and  would  have  done  in  any 
event.  By  making  the  investment  credit 
retroactive  to  January  1,  1962,  that  is 
what  this  bill  will  do. 

I  would  have  preferred  to  make  the 
provision  prospective,  and  if  the  provi¬ 


sion  had  been  made  effective  as  of  Octo¬ 
ber  1,  1962,  for  instance,  the  date  on 
which  we  are  passing  this  bill,  the  rev¬ 
enue  loss  for  fiscal  1963  would  have  been 
reduced  by  about  $1  billion  and  we  would 
have  had  practically  a  balanced  revenue 
bill  today. 

Mr.  Speaker,  I  think  it  is  most  unfor¬ 
tunate  that  we  did  not  bring  out  a  bal¬ 
anced  bill,  when  it  was  so  easy  to  do  so, 
simply  by  changing  the  effective  date  of 
this  provision.  But  I  must  say  to  the 
Members  of  the  House  as  one  of  the 
House  conferees  and  charged  with  trying 
to  hold  the  House  position,  when  the 
motion  was  made  on  our  side  that  we 
recede  and  hold  to  the  January  1st  date, 
there  was  no  parliamentary  device 
whereby  that  could  even  be  insisted 
upon. 

Mr.  Speaker,  just  a  word  about  the 
taxation  of  income  earned  abroad  by 
foreign  corporations  in  which  there  is  an 
American  ownership.  I  concur  in  the 
provisions  of  the  conference  report  as  I 
concurred  in  the  provisions  of  the  House 
bill  which  sought  to  tax  the  income  of 
American-owned  “paper”  companies, 
those  set  up  in  tax-haven  countries  for 
the  sole  purpose  of  avoiding  U.S.  income 
taxes  on  transactions  which  would  other¬ 
wise  have  been  taxable  in  the  United 
States.  But,  as  I  pointed  out  in  March 
29  when  this  bill  was  before  the  House, 
the  House  bill  did  not  stop  at  that  point. 

As  originally  passed  by  this  House, 
H.R.  10650  attempted  to  tax  to  the 
American  shareholder  the  income  of  all 
foreign  corporations — whether  tax 
haven  or  otherwise — in  which  the  Amer¬ 
ican  shareholder  might  be  said  to  have 
had  a  substantial  interest.  It  would  no 
longer  have  been  possible  for  an  Amer¬ 
ican-owned  company  in  Germany  to 
compete  in  the  same  markets  with  an¬ 
other  German  corporation,  the  stock  of 
which  was  owned  by  other  than  Amer¬ 
ican  nationals.  This  is  what  I  objected 
to  in  the  House  bill. 

Where  the  House  used  a  shotgun  to 
get  at  the  problem  involved  here  the 
Senate,  to  their  credit,  used  a  rifle.  The 
foreign  income  provisions  of  this  bill  as 
rewritten  by  the  Senate,  and  as  it  comes 
to  us  from  the  conference,  are  immeas¬ 
urably  better  than  the  bill  passed  by  the 
House.  For  the  most  part  the  bill  no 
longer  will  seriously  impede  the  ability 
of  an  American- owned  business  located 
abroad  to  meet  its  foreign  competition. 

The  final  version  of  this  bill  is  still 
incompatible  with  the  stated  policy  of 
the  administration — to  encourage  pri¬ 
vate  investment  in  the  less  developed 
countries.  The  bill  provides  for  the  de¬ 
ferral  of  U.S.  tax  on  certain  types  of 
income  earned  abroad  which  is  reinvest¬ 
ed  in  a  less  developed  country.  How¬ 
ever,  the  only  income  to  which  the  ex¬ 
ception  applies  is  that  which  was  derived 
from  the  same  or  another  less  devel¬ 
oped  country. 

As  I  interpret  this  restriction,  the  ad¬ 
ministration  is  saying  that  if  a  foreign 
subsidiary  of  an  American  corporation 
has  earnings  in  Brazil,  it  can  invest 
those  earnings  in  Latin  America  with- 
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out  the  equivalent  of  first  repatriating 
the  earnings  and  paying  the  full  U.S. 
income  tax.  However,  it  cannot  do  this 
if  the  earnings  come  from  Western 
Europe. 

The  likelihood  of  generating  reinvest¬ 
ment  funds  in  the  less  developed  coun¬ 
tries  is  exceedingly  remote.  There  will 
be  none.  What  is  going  to  happen? 
The  answer  should  be  obvious. 

The  U.S.  corporation  is  not  going  to 
subject  the  earnings  of  its  German  man¬ 
ufacturing  subsidiary  to  the  full  U.S.  in¬ 
come  tax  for  the  privilege  of  reinvest¬ 
ing  those  earnings  in  a  less  developed 
country.  It  will  reinvest  the  earnings 
in  Germany  or  in  the  Common  Market. 
This  is  can  do  without  any  U.S.  tax. 

The  House  bill,  bad  as  it  was,  did  per¬ 
mit  greater  latitude  for  reinvestment  in 
less  developed  countries  than  the  Senate 
bill  or  the  conference  report  that  is  be¬ 
fore  you.  In  the  conference  I  tried  to  in¬ 
sist  on  the  House  provision  which  would 
have  permitted  the  international  trad¬ 
ing  or  export  corporation  to  reinvest  its 
earnings  in  a  less  developed  country  re¬ 
gardless  of  the  source  of  such  earnings. 

In  my  opinion,  regardless  of  state¬ 
ments  to  the  contrary,  the  administra¬ 
tion  is  not  really  seeking  to  encourage 
private  investment  in  the  less-developed 
countries.  The  administration’s  basic 
philosophy  is  that  the  public  sector — 
the  Federal  Government — should  take 
over  the  initiative  and  control  of  the 
investment  of  American  funds  both  at 
home  and  abroad.  The  administration 
really  does  not  have  sufficient  confidence 
in  American  business  to  let  it  operate 
under  the  free  enterprise  system.  That 
is  what  is  lacking  in  this  administra¬ 
tion. 

Mr.  Speaker,  let  me  say  in  conclusion 
that  when  considered  in  the  light  of  the 
changes  which  the  other  body  saw  fit  to 
adopt  and  your  conference  is  bringing 
to  you,  when  we  weigh  it  all  in  the  bal¬ 
ance,  I  think  that  we  have  some  features 
of  this  bill  that  are  sound  and  good  and, 
over  all  we  have  a  balanced  bill.  That 
is  not  to  say  that  I  agree  with  all  parts 
of  it.  Even  though  the  bill  will  result, 
frankly,  in  a  $1.3  billion  loss  for  fiscal 
1963 — and  that  is  the  part  I  object  to 
mostly  as  far  as  this  conference  report 
is  concerned — there  are  other  provisions 
of  the  bill  which  will  ultimately  yield 
about  $790  million  to  $1  billion  addi¬ 
tional  revenue  each  year.  It  is  that 
aspect  that  from  the  fiscal  standpoint 
brings  me  to  the  conclusion  that  reve- 
nuewise  and  equitywise  the  country  is 
generally  better  with  this  bill  than  with¬ 
out  it,  in  spite  of  the  $1.3  billion  loss  in 
the  fiscal  year  1963. 

We  do  pick  up,  I  emphasize  again, 
somewhere  between  $700  million  and  $1 
billion  a  year  when  the  other  sections  of 
the  bill  other  than  the  investment  credit 
go  into  operation,  which  is  what  hap¬ 
pens  in  January  1963. 

On  the  whole,  therefore,  I  come  to  the 
conclusion  that  we  should  support  the 
bill. 

I  am  hopeful  that  the  experience  of 
the  administration  in  presenting  this  leg¬ 
islation  will  serve  as  a  lesson  for  next 
year. 


The  responsibility  for  tax  legislation 
rests  with  the  Ways  and  Means  Com¬ 
mittee — not  downtown.  I  am  always 
prepared  to  listen  to  the  representatives 
from  the  Treasury  Department.  How¬ 
ever,  neither  I,  nor  any  other  member 
of  the  Ways  and  Means  Committee, 
should  be  asked  to  accept  without  ques¬ 
tion  a  dictatorial  tax  policy  conceived 
outside  of  the  Congress  and  without 
any  regard  to  its  practical  effect  upon 
the  economy. 

If  the  administration  comes  up  here 
next  year  with  the  same  attitude  that 
was  exhibited  with  respect  to  this  bill, 
it  will  be  impossible  to  evolve  a  sound 
program  of  tax  reform. 

(Mr.  BYRNES  of  Wisconsin  asked 
and  was  given  permission  to  revise  and 
extend  his  remarks.) 

Mr.  MILLS.  Mr.  Speaker,  I  yield  2 
minutes  to  the  gentleman  from  Ten¬ 
nessee  [Mr.  Baker]. 

Mr.  BAKER.  Mr.  Speaker,  as  one  of 
the  managers  on  the  part  of  the  House, 
I  urge  your  support  of  the  conference  re¬ 
port  on  H.R.  10650.  I  do  so  with  some 
misgivings,  because  after  we  have  strug¬ 
gled  for  more  than  18  months,  we  bring 
forth  a  tax  bill  without  facing  up  to  the 
real  problem;  that  is,  the  existing  high 
and  confiscatory  rate  structure.  We 
should  attack  that  problem  first. 

I  have  long  urged  the  need  for  rate  re¬ 
form.  The  gentleman  from  Florida 
[Mr.  Herlong]  and  I  have  identical  bills 
pending.  As  introduced  early  in  this 
Congress  our  bills,  H.R.  2030  and  H.R. 
2031,  covered  both  rate  reform  as  well  as 
depreciation.  When  the  great  demand 
for  tax  reduction  was  at  its  height  over 
the  Nation,  we  introduced  identical  bills, 
H.R.  12632  and  H.R.  12633,  dealing  solely 
with  rate  reform,  and  rate  reduction,  all 
tied  to  a  balanced  budget  after  the  first 
year. 

Over  a  5-year  period,  the  first  bracket 
individual  rate  would  be  reduced  from 
20  to  15  percent;  the  $4,000  to  $6,000 
taxable  income  bracket  from  26  percent 
to  17  percent,  and  corresponding  reduc¬ 
tions  in  all  brackets  bringing  the  top 
rates,  both  individual  and  corporate, 
down  to  42  percent.  Nearly  60  percent 
of  the  reduction  would  fall  in  taxable 
income  brackets  below  $6,000. 

It  was  estimated  that  this  rate  reduc¬ 
tion  would  result  in  a  loss  of  revenue 
of  about  $1  billion  for  fiscal  1963.  After 
fiscal  1963,  the  full  year  effect  of  the 
1964  reductions  would  be  about  $3.7  bil¬ 
lion — $2.7  billion  to  individuals  and  $1 
billion  to  corporations,  with  the  express 
power  in  the  President  to  defer  any  an¬ 
nual  reduction  which  would  result  in 
unbalancing  the  budget. 

I  urge  that  the  approach  and  rationale 
of  the  Herlong-Baker  bills  be  adopted 
and  enacted  in  the  88th  Congress. 

H.R.  10650  accomplishes  many  desira¬ 
ble  objectives. 

Withholding  on  interest  and  dividends 
was  stricken  in  conference,  and  a  fair 
and  sensible  method  of  reporting  of 
dividends  and  interest  in  excess  of  $10 
both  to  the  Treasury  Department  and 
to  the  recipient  was  adopted. 

This  bill  closes  many  loopholes  and 
tax  evasion  devices  in  the  field  of  tax 


haven  corporations  and  expense 
accounts. 

We  have  provided  new  rules  for  the 
taxation  of  mutual  banks  and  savings 
and  loan  associations,  for  the  taxation 
of  mutul  fire  and  casulty  insurance  com¬ 
panies  and  for  the  taxation  of  coopera¬ 
tives,  all  in  the  interest  of  fairness  and 
equity  to  all  taxpayers. 

The  bill  as  agreed  to  in  conference 
provides  a  more  rational  basis  for  taxing 
to  the  U.S.  shareholders  the  income 
earned  abroad  by  foreign  corporations. 

There  is  a  great  deal  more  to  be  done 
in  the  field  of  tax  reform  and  tax  revi¬ 
sion.  I  believe  that  H.R.  10650  will  stim¬ 
ulate  business  activity,  and  I  urge  the 
adoption  of  the  conference  report. 

(Mr.  BAILER  asked  and  was  given 
permission  to  revise  and  extend  his 
remarks.) 

Mr.  MILLS.  Mr.  Speaker,  I  ask  that 
all  Members  desiring  to  do  so  may  have 
5  legislative  days  to  extend  their  remarks 
at  this  point  in  the  Record  on  the  con¬ 
ference  report. 

The  SPEAKER  pro  tempore.  Is  there 
objection  to  the  request  of  the  gentle¬ 
man  from  Arkansas? 

There  was  no  objection. 

Mr.  ALGER.  Mr.  Speaker,  while  there 
is  still  much  to  be  desired  in  this  bill  it 
has  been  greatly  improved  over  the  way 
it  was  passed  by  the  House  and  comes 
nearer  to  the  position  I  supported  when 
we  debated  this  legislation  in  this  body. 
The  withholding  tax  on  interest  and  divi¬ 
dends,  to  which  I  was  opposed,  has  been 
eliminated.  Investment  credit  has  been 
cut  from  a  total  of  107  to  100  percent 
and,  while  my  own  feeling  is  that  realis¬ 
tic  depreciation  reform  is  better,  this  is 
a  decided  improvement.  The  provisions 
affecting  foreign  investment  have  also 
been  greatly  improved.  While  I  would 
have  preferred  that  the  investment  credit 
would  become  effective  on  enactment  of 
the  measure  instead  of  being  made  retro¬ 
active  to  January  1,  1962,  so  that  the 
deficit  of  this  bill  would  be  cut  in  half, 
I  believe  we  have  taken  a  decidedly  im¬ 
proved  position. 

I  think  it  is  only  right  to  point  out  that 
the  loss  of  revenue  through  the  enact¬ 
ment  of  this  bill  will  amount  to  $1.25  bil¬ 
lion  in  fiscal  1963  and  $550  million  in 
fiscal  1964  and  thereafter.  I  deplore  the 
loss  of  revenue  to  the  Government  which 
cannot  help  but  contribute  to  further 
deficits.  I  am  for  a  balanced  budget  as 
the  only  responsible  approach  to  fiscal 
policy,  but  I  firmly  believe  that  tax  cuts 
are  needed  to  stimulate  business  and 
when  tax  inequities  are  found,  that  is 
the  time  to  correct  them.  This  is  the 
position  I  took  last  year  when  the  Korean 
war  excise  taxes  were  up  for  renewal. 
For  the  first  time  in  7  years  I  voted  for  a 
tax  cut  before  cutting  spending  because 
I  stated  then,  and  I  state  now,  I  am  not 
picking  up  the  tab  any  further  for  the 
big  spenders,  wherever  they  may  be  or 
whoever  they  may  be  politically.  In  this 
my  voting  record  is  consistent — I  am  for 
reduced  spending  and  on  that  basis  for 
reduced  taxes.  Therefore,  while  not  en¬ 
tirely  satisfied,  I  support  the  conference 
report  on  the  tax  bill. 
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Mr.  BETTS.  Mr.  Speaker,  I  support 
the  adoption  of  the  conference  report 
on  H.R.  10650.  My  action  in  this  regard 
should  not  be  construed  as  wholehearted 
approval  of  all  the  provisions  of  this  bat¬ 
tered  and  bruised  legislation,  but  instead 
indicates  my  conclusion  that  the  bill  on 
balance  as  it  emerged  from  conference 
makes  some  modest  contribution  to  the 
improvement  of  our  Federal  tax  struc¬ 
ture. 

The  Senate  in  acting  on  H.R.  10650 
corrected  or  ameliorated  many  of  the 
shortcomings  and  objectionable  features 
of  the  House-passed  version  of  the  Treas¬ 
ury  Department’s  tax  recommendations. 
Examples  of  improvements  made  by  the 
Senate  include  the  following : 

The  investment  credit  was  improved 
by  providing  a  3 -year  carryback  of  any 
investment  credit  which  could  not  be 
used  in  the  current  taxable  year.  I 
might  say,  Mr.  Speaker,  that  the  invest¬ 
ment  credit  as  approved  by  the  Congress 
is  a  total  departure  from  the  unwise,  un¬ 
workable,  and  unfair  investment  credit 
proposal  originally  urged  by  the  admin¬ 
istration.  As  the  investment  credit 
emerges  from  the  conference  committee, 
it  essentially  becomes  the  equivalent  of 
a  first  year  writeoff  of  a  portion  of  the 
costs  of  acquisition  of  a  capital  asset. 
It  in  effect  becomes  liberalized  deprecia¬ 
tion  and  this  is  what  the  Republican 
membership  of  the  House  Committee  on 
Ways  and  Means  originally  urged  at  the 
time  the  Treasury  Department  proposal 
provoked  such  controversy. 

Mr.  Speaker,  another  improvement  in 
the  conference  approved  bill  is  the  dele¬ 
tion  of  withholding  on  dividends  and  in¬ 
terest.  As  was  stated  in  the  Senate  com¬ 
mittee  report  the  provision  of  the  House- 
passed  bill  for  withholding  on  dividends 
and  interest  was  neither  simple  in  opera¬ 
tion  nor  free  of  substantial  hardship  for 
broad  groups  of  taxpayers.  The  report 
went  on  to  say  the  proposal  represents  a 
heavy  administrative  burden  for  the 
businesses  which  would  have  to  perform 
the  withholding  and  collection  functions 
for  the  Government.  It  also  appears 
that  there  are  numerous  tax  avoidance 
possibilities  in  a  system  providing  ex¬ 
emption  certificates  and  intra-annual 
refunds.  This  accurate  condemnation 
of  the  House  withholding  provision  made 
it  inescapable  that  the  other  body  would 
act  to  delete  this  House  provision.  I  re¬ 
gret  that  the  Senate  has  seen  fit  to 
substitute  for  the  withholding  require¬ 
ment  a  so-called  compromise  measure 
introducing  added  complexity  in  the 
area  of  tax  administration.  I  think  it 
fair  to  say  that  no  Member  of  the  Con¬ 
gress  favors  either  tax  loopholes  or  tax 
avoidances.  There  are,  however,  dif¬ 
ferent  approaches  to  solving  existing 
problems.  In  the  case  of  under  report¬ 
ing  of  interest  and  dividends,  I  think 
a  major  corrective  stride  can  be  accom¬ 
plished  through  improved  enforcement 
procedures  possible  under  existing  law 
and  through  the  effective  utilization  of 
the  new  automatic  data  processing  sys¬ 
tem  in  conjunction  with  the  program  for 
introducing  taxpayer  account  numbers. 

Mr.  Speaker,  improvement  is  also 
found  in  the  bill  as  it  emerged  from 
conference  over  the  House-passed  ver¬ 


sion  in  regard  to  the  complex,  confused, 
and  confiscatory  provisions  dealing  with 
the  taxation  of  income  derived  from 
abroad.  In  my  judgment,  the  House 
version  of  H.R.  10650  established  tax 
rules  for  the  taxation  of  income  arbi¬ 
trarily  attributed  to  U.S.  taxpayers  which 
would  have  substantially  lessened  the 
ability  of  American  free  enterprise  to 
participate  in  an  expanding  level  of  in¬ 
ternational  trade.  While  I  find  this  fault 
to  be  also  true  of  the  bill  as  agreed  to  in 
conference,  the  extent  of  this  hardship 
on  the  endeavors  of  American  free  enter¬ 
prise  in  the  world  markets  will  be  re¬ 
duced. 

For  the  most  part,  I  frankly  do  not 
find  a  good  legal  or  economic  basis  of 
justification  for  the  tax  changes  which 
are  to  be  made  under  the  conference 
agreement  in  the  foreign  income  area. 
The  tax  haven  abuse  situation  which 
cries  for  correction  could  have  been  dealt 
with  on  the  basis  of  less  sweeping 
change  imposing  less  stringent  condi¬ 
tions. 

As  it  is,  the  conference  version  of  the 
foreign  income  provisions  in  H.R.  10650 
will  impose  greater  tax  burdens  and  in¬ 
finitely  greater  tax  complexity  on  the 
American  entrepreneur  engaged  in  inter¬ 
national  trade  and  commerce. 

This  will  be  occurring  at  the  very  time 
our  Nation  is  ostensibly  urging  private 
enterprise  to  assist  in  the  development  of 
the  underdeveloped  countries  and  at  the 
very  time  our  Nation  is  about  to  assume 
leadership  in  urging?  the  reduction  of 
trade  and  tariff  barriers  among  the  na¬ 
tions  of  the  free  world.  Mr.  Speaker, 
the  conference  report  fails  to  deal  ade¬ 
quately  with  our  real  needs  in  the  way 
in  which  our  American  tax  laws  apply  to 
overseas  income  but  the  measure  again 
represents  a  substantial  improvement 
over  the  House-passed  bill. 

In  closing,  Mr.  Speaker,  let  me  make 
it  clear  that  I  do  not  mean  to  sound  crit¬ 
ical  of  my  able  and  diligent  colleagues 
who  serve  with  me  on  the  Committee  on 
Ways  and  Means  nor  my  colleagues  who 
serve  with  distinction  in  the  House  of 
Representatives.  The  truth  of  the  mat¬ 
ter  is  that  when  the  Treasury  Depart¬ 
ment  came  forward  with  its  controversial 
and  complex  proposals  for  amending  our 
Federal  tax  structure,  these  proposals 
were  described  only  in  the  most  general 
terms  and  there  were  no  drafts  of  statu¬ 
tory  language  available.  We  made  re¬ 
peated  efforts  to  obtain  drafts  of  such 
language  from  the  Treasury  to  no  avail. 
Thus,  the  committee  had  to  develop  a 
bill  virtually  from  scratch  and  scratch 
we  did.  I  urge  my  colleagues  to  support 
the  adoption  of  the  conference  report. 

Mr.  SCHNEEBELI.  Mr.  Speaker,  this 
bill  is  a  substantial  improvement  over  the 
bill  first  proposed  by  the  President  on 
April  20,  1961.  It  is  much  better  than 
the  bill  as  passed  by  this  body  earlier 
this  year.  As  my  colleagues  preceding 
me  have  said,  the  bill  as  agreed  to  in  con¬ 
ference  conforms  in  most  respects  to  the 
views  of  the  Republican  members  of  the 
Ways  and  Means  Committee. 

I  would  say  that  the  Revenue  Act  of 
1962  is  in  better  foi-m  today  than  at  any 
other  time  during  the  last  17  months. 
This  is  not  to  say  that  I  have  no  reserva¬ 


tions  about  the  bill.  I  still  do.  Never¬ 
theless,  I  will  say  that  this  is  a  much 
improved  piece  of  legislation. 

When  I  addressed  this  body  on  March 
28  of  this  year,  I  expressed  grave  con¬ 
cern  over  what  the  administration  was 
attempting  to  do  in  the  withholding  of 
interest  and  dividends  sections  of  H.R. 
10650.  Since  that  time  this  unrealistic 
scheme  has  been  removed  entirely  from 
the  bill. 

I  know  all  my  colleagues  are  relieved. 
I  am  certain  that  the  vast  majority  of 
the  electorate — who  made  their  views 
known  on  this  issue — will  be  equally 
gratified. 

Since  the  beginning  I  have  maintained 
that  the  withholding  of  20  percent  of  the 
income  arising  from  interest  and  divi¬ 
dends  was  both  unworkable  and  unsound. 

The  exemptions  for  those  under  age 
18  and  for  those  expecting  to  pay  no  tax, 
plus  the  quickie  refund  provisions  were 
nothing  more  than  sweeteners  designed 
to  soft-pedal  unpopular  legislation. 
They  did  nothing  to  alleviate  the  obvious 
complications  and  complexities  sur¬ 
rounding  the  procedure.  At  most,  they 
merely  added  confusion  to  chaos. 

When  we  stop  to  consider  the  massive 
overwithholding  that  would  have  oc¬ 
curred — the  turmoil  and  paperwork  be¬ 
tween  individuals  and  the  Internal  Reve¬ 
nue  Service  with  its  resultant  confu¬ 
sion — and  the  effect  on  tax-exempt  in¬ 
stitutions,  we  can  see  why  it  had  to  be 
eliminated  from  the  bill. 

My  support  of  the  Senate  provision 
providing  for  the  reporting  on  interest 
and  dividends  is  not  of  recent  origin. 
I  supported  this  approach  on  the  vote  to 
recommit  in  order  that  the  withholding 
feature  of  the  bill  be  eliminated.  This 
was  back  in  March.  I  supported  report¬ 
ing  as  a  proper  remedy  even  before  then. 

This  year  the  national  processing  cen¬ 
ter  at  Morgantown,  W.  Va.,  will  be  fully 
in  use.  It  will  be  using  the  latest  in 
electronic-processing  machinery  known 
as  automatic  data  processing.  Also  this 
year,  the  first  of  nine  Internal  Revenue 
district  centers  at  Atlanta,  Ga.,  will  be 
equipped  with  automatic  data  process¬ 
ing.  Next  year  Philadelphia  will  be  fully 
implemented.  By  1966,  at  the  latest,  all 
nine  districts  will  have  complete  facil¬ 
ities  for  this  project. 

The  reports  received  from  financial  in¬ 
stitutions  on  interest  and  dividends  of 
$10  or  more  a  year  per  recipient  will  be 
fed  into  these  machines.  These  reports 
can  be  matched  against  the  numbered 
accounts  of  the  various  taxpayers  con¬ 
cerned.  Any  taxpayer  not  reporting 
such  income  on  his  individual  return 
can  be  quickly  discovered. 

At  the  same  time,  all  this  will  not  be 
going  on  behind  the  taxpayer’s  back. 
These  same  financial  institutions  will  be 
required  to  send  reports  to  the  taxpayers 
to  whom  they  have  paid  interest  or 
dividends.  The  taxpayer  will  have  the 
benefit  of  the  identical  information 
when  making  out  his  return,  as  the  In¬ 
ternal  Revenue  Service  will  have  when 
checking  his  account. 

Both  the  taxpayers  and  financial  in¬ 
stitutions  have  expressed  interest  in  this 
approach  to  a  very  sex-ious  problem. 
Both  realize  that  millions  of  dollars  in 
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revenues  are  lost  each  year  because  some 
fail  to  report  and  pay  the  tax  on  this 
income.  Those  who  do  comply  with  the 
letter  of  the  law  are  desirous  of  working 
toward  a  practical  solution  of  this 
problem. 

All  parties  concerned  have  a  year  to 
prepare  for  this  reporting  approach.  It 
will  become  effective  in  1964  on  1963 
income.  In  that  time  everyone  will  have 
a  chance  to  get  his  house  in  order.  Hard¬ 
ship  should  be  minimized  because  of  the 
prospective  features  of  the  new  system. 

I  sincerely  hope  that  the  Treasury 
Department  and  the  Internal  Revenue 
Service  will  make  the  proper  use  of  the 
information  to  be  gained  from  the  re¬ 
porting.  I  hope  they  will  consider  this 
legislation  in  the  spirit  in  which  it  has 
been  offered — not  as  a  scheme  designed 
to  further  avoid  the  payment  of  taxes 
on  income  from  interest  and  dividends, 
but  as  a  workable  and  practical  method 
for  correcting  a  widely  recognized  abuse 
of  our  tax  laws.  I  hope  they  have  a 
willingness  to  make  this  reporting  sys¬ 
tem  Work,  and  will  not  immediately 
throw  in  the  towel  in  disgust  and  again 
ask  for  withholding  in  this  tax  reform 
and  reduction  package  that  they  are 
planning  for  next  year — or  even  the 
year  after,  for  that  matter. 

The  elimination  of  withholding  and 
the  substitute  of  a  reporting  system  is 
the  will  of  the  people  and  of  this 
Congress. 

Mr.  Speaker,  again  let  me  say  that 
this  is  a  much-improved  bill  and,  in  con¬ 
clusion,  I  urge  its  support. 

Mr.  VANIK.  Mr.  Speaker,  I  want  to 
set  forth  my  opposition  to  this  conference 
report  on  the  Revenue  Act  of  1962.  This 
legislation  will  constitute  a  tax  drain  on 
the  Treasury  vastly  disproportionate  to 
any  stimulation  to  the  economy  which  it 
may  bring  about.  The  passage  of  this 
monstrous  proposal,  with  its  overwhelm¬ 
ing  advantages  to  the  business  commu¬ 
nity,  will  make  it  increasingly  difficult 
to  pass  a  fair  and  equitable  and  compre¬ 
hensive  tax  revision  act  next  year.  At 
that  time,  the  industrial  and  business 
sector  will  insist  on  added  concessions 
as  a  condition  of  support  for  any  large- 
scale  tax  revision  legislation. 

While  the  tax  credit  principle  may 
serve  as  an  accelerator  toward  boom,  it 
also  has  a  potential  of  serving  as  an 
accelerator  toward  recession.  It  cannot 
be  expected  to  serve  as  a  constant  stim¬ 
ulus  to  growth  in  our  economy.  As  an 
accelerator,  it  may  serve  as  an  impetus 
to  higher  investment  spending  in  periods 
of  higher  profits  in  order  to  conserve  tax 
liability,  and  correspondingly  slow  down 
investment  in  periods  of  recession  and 
low  profits  when  there  will  be  less  tax 
liability  toward  which  to  apply  the  credit. 

As  adopted  in  the  conference  report, 
the  investment  credit  is  made  to  apply 
on  the  first  dollar  of  investment  includ¬ 
ing  such  new  investment  as  the  taxpayer 
would  undertake  in  the  normal  course 
of  events.  This  serves  to  provide  a  tax¬ 
payer  with  a  bonus  for  doing  something 
he  would  do  without  the  stimulant  of 
tax  credit.  It  would  seem  more  prudent 
to  reward  a  taxpayer  for  such  new  in¬ 
vestment  as  he  may  make  beyond  that 


required  in  the  normal  course  of  busi¬ 
ness. 

It  seems  unfair  to  extend  this  tax 
bonanza  to  industrial  activity  generated 
by  defense  procurement.  The  defense 
contract  producers  who  are  already  the 
recipients  of  Government  aid  in  the  form 
of  defense  contracts,  many  of  which  are 
noncompetitive,  will  receive  a  special  tax 
windfall  through  the  tax  credit. 

Perhaps  the  most  unjust  feature  of  all 
in  this  law  are  the  provisions  which  ex¬ 
tend  the  benefits  of  tax  credit  to  invest¬ 
ment  in  procurement  abroad.  Thus  the 
purchase  of  a  generator  abroad  by  an 
American  concern  for  use  in  this  coun¬ 
try  creates  an  entitlement  for  tax  credit 
on  taxes  due  the  U.S.  Treasury.  This 
Treausry  loss  cannot  help  the  domestic 
economy. 

In  my  judgment  the  enactment  of  the 
tax  credit  provisions  will  provide  a  one- 
shot  stimulus  to  the  economy  which  will 
soon  lose  its  effect.  In  computing  the 
revenue  loss  to  the  Treausry,  the  long 
range  effect  must  be  computed.  The 
Joint  Committee  on  Internal  Revenue 
has  estimated  a  $10  billion  tax  loss  for 
the  period  1962-66  and  approximately 
$26  billion  for  the  next  10-year  period. 

This  legislation  is  utterly  indefensible. 
•  Mr.  MILLS.  Mr.  Speaker,  I  move  the 
previous  question  on  the  conference 
report. 

The  previous  question  was  ordered. 

The  conference  report  was  agreed  to. 

A  motion  to  reconsider  was  laid  on  the 
table.  , _  -fc. _ _ 


NATIONAL  FISHERiES.  CENTER  AND 
AQUARIUM,  DISTRICT  OF  CO- 


Ir.  Speaker,  by  di- 
littee  on  Rules,  I  call 


\ 


LUMBIA 

Mr.  O’NEILL, 
rection  of  the 

up  House  Resolution  822  and  ask  for  its 
immediate  consideration. 

The  Clerk/read  as  follows: 

Resolved,  /n lat  Immediately  upon .  the 
adoption  oi^this  resolution  the  bill  H.R.  8481, 
with  the/Senate  amendments  thereto,  \e, 
and  the'  same  hereby  is,  taken  from  tire 
Speaker’s  table,  to  the  end  that  the  Senate' 
amendments  be,  and  the  same  are  hereby, 
agreed  to. 

Mr.  O’NEILL.  Mr.  Speaker,  I  yield 
tyself  30  minutes. 

Mr.  Speaker,  this  is  a  resolution  re¬ 
lating  to  the  bill  (H.R.  8181)  to  author¬ 
ize  the  construction  of  a  National  Fish¬ 
eries  Center  and  Aquarium  in  the 
District  of  Columbia  and  to  provide  for 
its  operation.  .This  bill  was  introduced 
by  the  gentleman  from  Ohio  [Mr. 
KihwanI.  It  passed  the  House  the  last 
day  of  the  session  last  year  by  75  votes. 

It  went  to  the  Senate  where  it  lingered 
for  some  time.  The  Senate  passed  the 
bill  with  an  amendment  cutting  our 
original  authorization  from  $20  million 
to  $10  million.  It  came  back  with  the 
motion  that  we  concur  with  the  Senate 
amendment.  I  hope  we  concur  with  the 
Senate  amendment. 

Mr.  Speaker,  I  now  yield  to  the  gen¬ 
tleman  from  Kansas. 

Mr.  AVERY.  Mr.  Speaker,  I  yield  5 
minutes  to  the  gentleman  from  Iowa 
[Mr.  Gross!. 


Mr.  GROSS.  Mr.  Speaker,  with  hope, 
if  not  a  song  in  our  hearts,  we  look  for¬ 
ward  today  to  an  end  to  the  87th  Con¬ 
gress — a  Congress  that  has  inched  and 
limped  its  way  through  9  weary  mont 
serving  well  the  T.  &  T.  Club.  And  vd*ht 
more  fitting  epitaph  could  be  written  on 
the  tomb  of  this  deceased  than  the  pro¬ 
cedure  here  today  by  which  the' House 
approves  a  $10  million  platix>um -lined 
fish  bowl. 

It  is  not  to  be  built  on  thf/Mississippi, 
the  Maumee,  the  Katahoochee,  or  the 
banks  of  the  Wabash  Jar  away.  Al¬ 
though  the  bill  hints/that  individuals 
of  any  nation  will  be/encouraged  to  use 
it,  there  is  no  evidence  that  Foggy  Bot¬ 
tom,  watering  pla£e  of  the  promoters  of 
an  independent^  interdependent  one 
world,  is  even/being  considered. 

There  was/ome  talk  that  members  of 
the  finny  tame  might  be  offered  the  op¬ 
portunity  Jo  share  the  swimming  pool  in 
the  $  ICO/million  new.  New  House  Office 
Building  but  this  is  understood  to  have 
been /given  the  thumbs-down  treatment 
and/ for  two  reasons :  First,  the  shark 
m  barracuda  might  find  something 
iible  about  their  swimming  com¬ 
panions;  and  second,  tourists,  paying 
out  their  hard-earned  cash  for  admis¬ 
sions  which  this  bill  provides,  might  get 
a  different  and  startling  perspective  of 
House  Members  when  attired  in  abbre¬ 
viated  bathing  apparel. 

Although  the  bill  is  silent  on  the  sub¬ 
ject,  the  best  guess  is  that  this  gilt-edged 
■fish  bowl  will  be  located  on  the  banks  of 
the  Potomac  where  the  flotsam  and  jet¬ 
sam  goes  drifting  by  when  the  tide  is 
running.  And  on  a  quiet  summer  night, 
when  the  tide  is  in,  one  sniff  of  the  air 
is  all  that  is  needed  to  inform  one  and 
all  that  the  Potomac  is  close  by.  Here 
then  is  our  setting  for  this  $10  million 
dream  attraction  that  is  to  bring  paying 
tourists  from  every  nook  and  crevice  of 
the  world,  and  way  points  between. 

I  labor  under  no  illusions  about  the 
passage  of  this  bill.  The  author,  the 
genial  gentleman  from  Ohio  [Mr.  Kir- 
wan]  is  persuasive.  He  would  not  be  the 
veteran  Member  of  Congress  that  he  is, 
would  he  be  the  chairman  of  the 
jocrat  congressional  campaign  com- 
1  if  that  were  not  true. 

As  k  member  of  the  Appropriations 
Committee  he  knows  there  is  nothing 
easier  to  toend  than  public  money  for  it 
does  not  atoear  to  belong  to  anybody. 
As  a  Memberspf  Congress  for  many  more 
years  than  theKgentleman  from  Iowa,  he 
needs  no  reminder  of  the  barrenness  of 
the  Federal  Treasury,  of  the  debts  that 
have  been  piled  higij  on  the  generations 
yet  to  come. 

Appearing  before  thi^Rules  Committee 
yesterday,  he  is  reportecKJo  have  said  in 
justification  for  his  glorified  fish  tank 
that  “families  that  fish  together,  stay  to¬ 
gether.”  I  would  like  to  telPttie  gentle¬ 
man  from  Ohio  that  a  fishing  pole  is 
standard  equipment  in  my  car;  Niat  it  is 
my  earnest  hope  there  will  come\  year, 
any  year,  when  the  Democratic  lea 
ship,  of  which  he  is  a  part,  will  bi-ing\an 
end  to  a  session  of  Congress  before  tr 
rivers  and  streams  freeze  over  in  Iowa. 


Public  Law  87-834 
87th  Congress,  H.  R.  10650 
October  16,  1962 


an  act 


76  STAT.  960. 


(b) 

(c) 

(d) 

(e) 

(f) 

(g) 

(h) 


To  amend  the  Internal  Revenue  Code  of  1954  to  provide  a  credit  for  investment 
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Sec.  28.  Deduction  for  depreciation  by  tenant-stockholder  of  coopera¬ 
tive  housing  corporation. 

(a)  Allowance  of  deduction. 

(b)  Clerical  amendment. 

(c)  Effective  date. 

Sec.  29.  Deduction  for  income  tax  purposes  of  contributions  to  cer¬ 
tain  organizations  for  judicial  reform. 

Sec.  30.  Effective  date  of  amendment  to  section  1374(b). 

Sec.  31.  Treaties. 

(c)  Amendment  of  1954  Code. — Except  as  otherwise  expressly  pro¬ 
vided,  whenever  in  this  Act  an  amendment  or  repeal  is  expressed  in 
terms  of  an  amendment  to,  or  repeal  of,  a  section  or  other  provision, 
the  reference  shall  be  considered  to  be  made  to  a  section  or  other  provi¬ 
sion  of  the  Internal  Revenue  Code  of  1954. 

SEC.  2.  CREDIT  FOR  INVESTMENT  IN  CERTAIN  DEPRECIABLE  PROP¬ 
ERTY. 

(a)  Allowance  of  Credit. — Part  IV  of  subchapter  A  of  chapter 
1  (relating  to  credits  against  tax)  is  amended  by  redesignating  sec¬ 
tion  38  as  section  39  and  by  inserting  after  section  37  the  following 
new  section : 

‘SEC.  38.  INVESTMENT  IN  CERTAIN  DEPRECIABLE  PROPERTY. 

“  (a)  General  Rule. — There  shall  be  allowed,  as  a  credit  against  the 
tax  imposed  by  this  chapter,  the  amount  determined  under  subpart  B 
if  this  part. 
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'“(b)  Regulations. — The  Secretary  or  his  delegate  shall  prescribe 
such  regulations  as  may  be  necessary  to  carry  out  the  purposes  of  this 
section  and  subpart  B.” 

(b)  Rules  for  Computing  Credit. — Part  IV  of  subchapter  A  of 
26  use  31-38.  chapter  1  is  amended  by  adding  at  the  end  thereof  the  following  new 
subpart : 

“Subpart  B — Rules  for  Computing  Credit  for  Investment  in 
Certain  Depreciable  Property 

“Sec.  46.  Amount  of  credit. 

“Sec.  47.  Certain  dispositions,  etc.,  of  section  38  property. 

“Sec.  48.  Definitions ;  special  rules. 

“SEC.  46.  AMOUNT  OF  CREDIT. 

“(a)  Determination  of  Amount. — 

“(1)  General  rule. — The  amount  of  the  credit  allowed  by 
Ante,  p.  962.  section  38  for  the  taxable  year  shall  be  equal  to  7  percent  of  the 

qualified  investment  (as  defined  in  subsection  (c)). 

“(2)  Limitation  based  on  amount  of  tax. — Notwithstanding 
paragraph  (1),  the  credit  allowed  by  section  38  for  the  taxabfl 
year  shall  not  exceed — 

“(A)  so  much  of  the  liability  for  tax  for  the  taxable  year 
as  does  not  exceed  $25,000,  plus 

“(B)  25  percent  of  so  much  of  the  liability  for  tax  for  the 
taxable  year  as  exceeds  $25,000. 

“(3)  Liability  for  tax.— For  purposes  of  paragraph  (2),  the 
liability  for  tax  for  the  taxable  year  shall  be  the  tax  imposed  by 
this  chapter  for  such  year,  reduced  by  the  sum  of  the  credits  allow¬ 
able  under — 

26  use  33.  “(A)  section  33  (relating  to  foreign  tax  credit), 

“(B)  section  34  (relating  to  dividends  received  by  indi¬ 
viduals)  , 

“(C)  section  35  (relating  to  partially  tax-exempt  interest), 
and 

“(D)  section  37  (relating  to  retirement  income). 

For  purposes  of  this  paragraph,  any  tax  imposed  for  the  taxable 
year  by  section  531  (relating  to  accumulated  earnings  tax)  or  by 
section  541  (relating  to  personal  holding  company  tax)  shall  not 
be  considered  tax  imposed  by  this  chapter  for  such  year. 

“(4)  Married  individuals.- — In  the  case  of  a  husband  or  wife 
who  tiles  a  separate  return,  the  amount  specified  under  subpauw.i 
graphs  (A)  and  (B)  of  paragraph  (2)  shall  be  $12,500  in  lieu  A 
$25,000.  This  paragraph  shall  not  apply  if  the  spouse  of  tn^”!1 
taxpayer  has  no  qualified  investment  for,  and  no  unused  credit 
carryback  or  carryover  to,  the  taxable  year  of  such  spouse  which 
ends  within  or  with  the  taxpayer's  taxable  year. 

“(5)  Affiliated  groups. — In  the  case  of  an  affiliated  group, 
the  $25,000  amount  specified  under  subparagraphs  (A)  and  (B) 
of  paragraph  (2)  shall  be  reduced  for  each  member  of  the  group 
by  apportioning  $25,000  among  the  members  of  such  group  in 
such  manner  as  the  Secretary  or  his  delegate  shall  by  regulations 
prescribe.  For  purposes  of  the  preceding  sentence,  the  term 
‘affiliated  group’  has  the  meaning  assigned  to  such  term  by  section 
1504(a),  except  that  all  corporations  shall  be  treated  as  includible 
corporations  (without  any  exclusion  under  section  1504(b) ). 

“(b)  Carryback  and  Carryover  of  Unused  Credits. — 

“  ( 1)  Allowance  of  credit. — If  the  amount  of  the  credit  deter¬ 
mined  under  subsection  (a)  (1)  for  any  taxable  year  exceeds  the 
limitation  provided  by  subsection  (a)  (2)  for  such  taxable  year 
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(hereinafter  in  this  subsection  referred  to  as  ‘unused  credit  year'), 
such  excess  shall  be — 

“(A)  an  investment  credit  carryback  to  each  of  the  3  tax¬ 
able  years  preceding  the  unused  credit  year,  and 
“(B)  an  investment  credit  carryover  to  each  of  the  5  tax¬ 
able  years  following  the  unused  credit  year, 
and  shall  be  added  to  the  amount  allowable  as  a  credit  by  section 
38  for  such  years,  except  that  such  excess  may  be  a  carryback  Ante,  p.  962. 
only  to  a  taxable  year  ending  after  December  31, 1961.  The  entire 
amount  of  the  unused  credit  for  an  unused  credit  year  shall  be 
carried  to  the  earliest  of  the  8  taxable  years  to  which  (by  reason 
of  subparagraphs  (A)  and  (B))  such  credit  may  be  carried,  and 
then  to  each  of  the  other  7  taxable  years  to  the  extent  that,  because 
of  the  limitation  contained  in  paragraph  (2),  such  unused  credit 
may  not  be  added  for  a  prior  taxable  year  to  which  such  unused 
credit  may  be  carried. 

“(2)  Limitation. — The  amount  of  the  unused  credit  which 
|  may  be  added  under  paragraph  (1)  for  any  preceding  or 
I;  succeeding  taxable  year  shall  not  exceed  the  amount  by  which 
rI  limitation  provided  by  subsection  (a)(2)  for  such  taxable 
s"  year  exceeds  the  sum  of — 

“(A)  the  credit  allowable  under  subsection  (a)(1)  for 
such  taxable  year,  and 

“(B)  the  amounts  which,  by  reason  of  this  subsection,  are 
added  to  the  amount  allowable  for  such  taxable  year  and 
attributable  to  taxable  years  preceding  the  unused  credit 
year. 

“(3)  Effect  of  net  operating  loss  carryback.— To  the  extent 
that  the  excess  described  in  paragraph  (1)  arises  by  reason  of  a 
net  operating  loss  carryback,  subparagraph  (A)  of  paragraph  (1) 
shall  not  apply. 

“(4)  Taxable  year  beginning  before  January  i,  1902. — For 
purposes  of  determining  the  amount  of  an  investment  credit  carry¬ 
back  that  may  be  added  under  paragraph  (1)  for  a  taxable  year 
beginning  before  January  1,  1962,  and  ending  after  December  31, 

1961,  the  amount  of  the  limitation  provided  by  subsection  (a)  (2) 
is  the  amount  which  bears  the  same  ratio  to  such  limitation  as  the 
number  of  days  in  such  year  after  December  31,  1961,  bears  to  the 
total  number  of  days  in  such  year. 

)  “(c)  Qualified  Investment. — 

fl  “(1)  In  general. — For  purposes  of  this  subpart,  the  term 
p  ‘qualified  investment’  means,  with  respect  to  any  taxable  year, 

|  the  aggregate  of — 

“(A)  the  applicable  percentage  of  the  basis  of  each  new 
section  38  property  (as  defined  in  section  48(b))  placed  in  Post,  p.  968. 
service  by  the  taxpayer  during  such  taxable  year,  plus 
“(B)  the  applicable  percentage  of  the  cost  of  each  used 
section  38  property  (as  defined  in  section  48(c)  (1) )  placed  in  Post,  p.  968. 
service  by  the  taxpayer  during  such  taxable  year. 

“(2)  Applicable  percentage. — For  purposes  of  paragraph 
(1),  the  applicable  percentage  for  any  property  shall  be  deter¬ 
mined  under  the  following  table : 


“If  the  useful  life  is — 

The  applicable 
percentage  is — 

mi 

100 

6  years  or  more  but  less  than  8  years... . . . . 

8  years  or  more . I . . . 
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For  purposes  of  this  paragraph,  the  useful  life  of  any  property 
shall  be  determined  as  of  the  time  such  property  is  placed  m. 
service  by  the  taxpayer. 

“(3)  Public  utility  property. — 

“(A)  In  the  case  of  section  38  property  which  is  public 
utility  property,  the  amount  of  the  qualified  investment  shall 
be  3/7  of  the  amount  determined  under  paragraph  (1). 

“(B)  For  purposes  of  subparagraph  (A),  the  term  ‘public 
utility  property’  means  property  used  predominantly  m  the 
trade  or  business  of  the  furnishing  or  sale  of — 

“(i)  electrical  energy,  water,  or  sewage  disposal 
services, 

“(ii)  gas  through  a  local  distribution  system, 

“(iii)  telephone  service,  or 

“(iv)  telegraph  service  by  means  of  domestic  tele¬ 
graph  operations  (as  defined  in  section  222(a)(5)  of 
the  Communications  Act  of  1934,  as  amended;  47  U.S.C., 
sec.  222(a)(5)),  , 

if  the  rates  for  such  furnishing  or  sale,  as  the  case  may  be 
have  been  established  or  approved  by  a  State  or  political  sub  ^ 
division  thereof,  by  an  agency  or  instrumentality  of  the 
United  States,  or  by  a  public  service  or  public  utility  com¬ 
mission  or  other  similar  body  of  any  State  or  political  sub¬ 
division  thereof. 

“(4)  Certain  replacement  property. — For  purposes  of  para¬ 
graph  (1),  if  section  38  property  is  placed  in  service  by  the 
taxpayer  to  replace  property  which  was —  . 

“(A)  destroyed  or  damaged  by  fire,  storm,  shipwreck,  or  | 

other  casualty,  or 
“(B)  stolen, 

the  basis  of  such  section  38  property  (in  the  case  of  new  section 
38  property),  or  the  cost  of  such  section  38  property  (in  the  case 
of  used  section  38  property),  which  (but  for  this  paragraph) 
would  be  taken  into  account  under  paragraph  (1)  shall  be 
reduced  by  an  amount  equal  to  the  amount  received  by  the 
taxpayer  as  compensation,  by  insurance  or  otherwise,  for  the  ; 
property  so  destroyed,  damaged,  or  stolen,  or  to  the  adjusted  basis  I 
of  such  property,  whichever  is  the  lesser.  No  reduction  m  basis  ; 
or  cost  shall  be  made  under  the  preceding  sentence  in  any  case  ! 
in  which  the  reduction  in  qualified  investment  attributable  to  the 
substitution  required  by  section  47(a)(1)  with  respect  to  tli^H 
property  so  destroyed,  damaged,  or  stolen  (determined  withouWI 
regard  to  section  47  (a)  (4) )  is  greater  than  the  reduction  described  ; 
in  the  preceding  sentence. 

“(d)  Limitations  With  Respect  to  Certain  Persons.— 

“  (1)  In  general. — In  the  case  of — 

“(A)  an  organization  to  which  section  593  applies, 

“(B)  a  regulated  investment  company  or  a  real  estate 
investment  trust  subject  to  taxation  under  subchapter  M  i 
(sec.  851  and  following),  and  ... 

“(C)  a  cooperative  organization  described  m  section 

1381(a),  .  , 

the  qualified  investment  and  the  $25,000  amount  specified  under 
subparagraphs  (A)  and  (B)  of  subsection  (a)  (2)  shall  equal 
such  person's  ratable,  share  of  such  items. 

“(2)  Ratable  share— For  purposes  of  paragraph  (1),  the 
ratable  share  of  any  person  for  any  taxable  year  of  the  items 

described  therein  shall  be —  .  . 

“(A)  in  the  case  of  an  organization  referred  to  m  para¬ 
graph  (1)  (A),  50  percent  thereof, 
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“(15)  in  t lie  case  of  a  regulated  investment  company  or  a 
real  estate  investment  trust,  t lie  ratio  (i)  the  numerator  of 
which  is  its  taxable  income  and  (ii)  the  denominator  of 
which  is  its  taxable  income  computed  without  regard  to  .lie 
deduction  for  dividends  paid  provided  by  section  852(b)  (2) 
(I))  or  857 (b)  (2)  (C) ,  as  the  case  may  be,  and 
“((')  in  the  case  of  a  cooperative  organization,  the  ratio 
( i)  the  numerator  of  which  is  its  taxable  income  and  (ii)  the 
denominator  of  which  is  its  taxable  income  increased  by 
amounts  to  which  section  1382(b)  or  (c)  applies  and  similar 
amounts  the  tax  treatment  of  which  is  determined  without 
regard  to  subchapter  T  ( sec.  1381  and  following) . 

For  purposes  of  subparagraph  ( B)  of  the  preceding  sentence,  the 
term  ‘taxable  income’  means  in  the  case  of  a  regulated  investment 
company  its  investment  company  taxable  income  (within  the 
meaning  of  section  852(b)(2)).  and  in  the  case  of  a  real  estate 
investment  trust  its  real  estate  investment  trust  taxable  income 
(within  the  meaning  of  section  857(b)(2)). 

I|SEC.  47.  CERTAIN  DISPOSITIONS,  ETC,  OF  SECTION  38  PROPERTY. 
'9  ‘‘(a)  General  Rile. — Under  regulations  prescribed  by  the  Secre- 
|fary  or  his  delegate — 

“(1)  Early  disposition,  etc.— If  during  any  taxable  year  any 
property  is  disposed  of,  or  otherwise  ceases  to  be  section  38  prop¬ 
erty  with  respect  to  the  taxpayer,  before  the  close  of  the  useful 
life  which  was  taken  into  account  in  computing  the  credit  under 
section  38,  then  the  tax  under  this  chapter  for  such  taxable  year 
shall  be  increased  by  an  amount  equal  to  the  aggregate  decrease 
in  the  credits  allowed  under  section  38  for  all  prior  taxable  years 
which  would  have  resulted  solely  from  substituting,  in  determin¬ 
ing  qualified  investment,  for  such  useful  life  the  period  beginning 
with  the  time  such  property  was  placed  in  service  by  the  taxpayer 
and  ending  with  the  time  such  property  ceased  to  be  section  38 
property. 

“(2)  Property  becomes  public  utility  property. — If  during 
any  taxable  year  any  property  taken  into  account  in  determining 
qualified  investment  becomes  public  utility  property  (within  the 
meaning  of  section  46(c)  ( 3)  (  B) ) ,  then  the  tax  under  this  chapter 
for  such  taxable  year  shall  be  increased  by  an  amount  equal  to  the 
aggregate  decrease  in  the  credits  allowed  under  section  38  for  all 
prior  taxable  years  which  would  have  resulted  solely  from  treating 
the  property,  for  purposes  of  determining  qualified  investment, 
as  public  utility  property  (after  giving  due  regard  to  the  period 
before  such  change  in  use).  If  the  application  of  this  paragraph 
to  any  property  is  followed  by  the  application  of  paragraph  (1) 
to  such  property,  proper  adjustment  shall  be  made  in  applying 
paragraph  (1). 

“(3)  Carrybacks  and  carryovers  adjusted. — In  the  case  of 
any  cessation  described  in  paragraph  (1)  or  any  change  in  use 
described  in  paragraph  (2),  the  carrybacks  and  carryovers  under 
section  46(b)  shall  be  adjusted  by  reason  of  such  cessation  (or 
change  in  use) . 

“(4)  Property  destroyed  by  casualty,  etc. — No  increase  shall 
be  made  under  paragraph  (1)  and  no  adjustment  shall  be  made 
under  paragraph  (3)  in  any  case  in  which — 

“(A)  any  property  is  disposed  of,  or  otherwise  ceases  to 
be  section  38  property  with  respect  to  the  taxpayer,  on 
account  of  its  destruction  or  damage  by  fire,  storm,  ship¬ 
wreck,  or  other  casualty,  or  by  reason  of  its  theft, 
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“(B)  section  38  property  is  placed  in  service  by  tlie  tax¬ 
payer  to  replace  the  property  described  in  subparagraph 
(A),  and 

“(C)  the  reduction  in  basis  or  cost  of  such  section  38  prop¬ 
erty  described  in  the  first  sentence  of  section  46(c)(4)  is 
equal  to  or;  greater  than  the  reduction  in  qualified  investment 
which  (but  for  this  paragraph)  would  be  made  by  reason  of 
the  substitution  required  by  paragraph  (1)  with  respect  to 
the  property  described  in  subparagraph  (A). 

“(b)  Section  Not  To  Apply  in  Certain  Cases. — Subsection  (a) 
shall  not  apply  to — 

“(1)  a  transfer  by  reason  of  death,  or 

“(2)  a  transaction  to  which  section  381  (a)  applies. 

For  purposes  of  subsection  (a) ,  property  shall  not  be  treated  as  ceasing 
to  be  section  38  property  with  respect  to  the  taxpayer  by  reason  of  a 
mere  change  in  the  form  of  conducting  the  trade  or  business  so  long 
as  the  property  is  retained  in  such  trade  or  business  as  section  38 
property  and  the  taxpayer  retains  a  substantial  interest  in  such  trade 
or  business. 

“(c)  Special  Rule. — Any  increase  in  tax  under  subsection  ( 
shall  not  be  treated  as  tax  imposed  by  this  chapter  for  purposes 
determining  the  amount  of  any  credit  allowable  under  subpart  A 

“SEC.  48.  DEFINITIONS;  SPECIAL  RULES. 

“(a)  Section  38  Property. —  ...  .  • 

“(1)  In  general. — Except  as  provided  in  this  subsection,  the 
term  ‘section  38  property’  means — 

“(A)  tangible  personal  property,  or 

“(B)  other  tangible  property  (not  including  a  building 
and  its  structural  components)  but  only  if  such  property —  J 
“  (i)  is  used  as  an  integral  part  of  manufacturing,  pro¬ 
duction,  or  extraction  or  of  furnishing  transportation, 
communications,  electrical  energy,  gas,  water,  or  sewage 
disposal  services,  or  ... 

“(ii)  constitutes  a  research  or  storage  facility  used  in 
connection  with  any  of  the  activities  deferred  to  in  clause 

(i). 

Such  term  includes  only  property  with  respect  to  which  depreci¬ 
ation  (or  amortization  in  lieu  of  depreciation)  is  allowable  and 
having  a  useful  life  (determined  as  of  the  time  such  property  is 
placed  in  service)  of  4  years  or  more. 

“(2)  Property  used  outside  the  united  states. —  Mk 

“(A)  In  general. — Except  as  provided  in  subparagraph 
(B),  the  term  ‘section  38  property’  does  not  include  property 
which  is  used  predominantly  outside  the  United  States. 

“(B)  Exceptions. — Subparagraph  (A)  shall  not  apply 
to —  ^  #  . 

“(i)  any  aircraft  which  is  registered  by  the  Adminis¬ 
trator  of  the  Federal  Aviation  Agency  and  which  is 
operated  to  and  from  the  United  States; 

“(ii)  rolling  stock,  of  a  domestic  railroad  corporation 
subject  to  part  I  of  the  Interstate  Commerce  Act,  which 
is  used  within  and  without  the  United  States ; 

“(iii)  any  vessel  documented  under  the  laws  of  the 
United  States  which  is  operated  in  the  foreign  or  domes¬ 
tic  commerce  of  the  United  States; 

“(iv)  any  motor  vehicle  of  a  United  States  person  (as 
defined  in  section  7701(a)  (30))  which  is  operated  to 
and  from  the  United  States ; 
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(v)  any  container  of  a  United  States  person  which 
is  used  in  the  transportation  of  property  to  and  from  the 
United  States;  and 

‘"(vi)  any  property  (other  than  a  vessel  or  an  aircraft  ) 
of  a  United  States  person  which  is  used  for  the  purpose 
of  exploring  for,  developing,  removing,  or  transporting 
resources  from  the  outer  Continental  Shelf  (within  the 
meaning  of  section  2  of  the  Outer  Continental  Shelf 
Lands ^Act,  as  amended  and  supplemented;  43  U.S.C.. 

“(3)  Property  used  for  lodging.— Property  which  is  used  pre¬ 
dominantly  to  furnish  lodging  or  in  connection  with  the  furnish¬ 
ing  of  lodging  shall  not  be  treated  as  section  38  property  The 
preceding  sentence  shall  not  apply  to— 

“(A)  nonlodging  commercial  facilities  which  are  available 
to  persons  not  using  the  lodging  facilities  on  the  same  basis  as 
t“fy  are  available  to  persons  using  the  lodging  facilities,  and 
“(B)  property  used  bv  a  hotel  or  motel  in  connection  with 
It  t lie  trade  or  business  of  furnishing  lodging  where  the  pre¬ 

dominant  portion  of  the  accommodations  is  used  by  tran¬ 
sients. 

“(4)  Property  used  by  certain  tax-exempt  organizations. _ 

1  ioperty  used  by  an  organization  (other  than  a  cooperative  de¬ 
scribed  in  section  521)  which  is  exempt  from  the  tax  imposed  by 
tli is  chapter  shall  be  treated  as  section  38  property  only  if  such 
property  is  used  predominantly  in  an  unrelated  trade  or  business 
the  income  of  which  is  subject  to  tax  under  section  511. 

“(5)  Property  used  by  governmental  units. — Property  used 
by  the  United  States,  any  State  or  political  subdivision  thereof, 
any  international  organization,  or  any  agency  or  instrumentality 
of  any  of  the  foregoing  shall  not  be  treated  as  section  38  property. 

“(6)  Livestock.— Livestock  shall  not  be  treated  as  section  38 
property. 

“(b)  New  Section  38  Property. — For  purposes  of  this  subpart,  the 
erm  ‘new  section  38  property’  means  section  38  property — 

“(1)  the  construction,  reconstruction,  or  erection  of  which  is 
completed  by  the  taxpayer  after  December  31,  1961,  or 
“(2)  acquired  after  December  31,  1961,  if  the  original  use  of 
such  property  commences  with  the  taxpayer  and  commences  after 
such  date. 

f|i  applying  section  46(c)  (1)  (A)  in  the  case  of  property  described  in 
L paragraph  (1),  there  shall  be  taken  into  account  only  that  portion  of 
I  he  basis  which  is  properly  attributable  to  construction,  reconstruction, 
■>r  erection  after  December  31,  1961. 

“(c)  Used  Section  38  Property. — 

“(1)  In  general. — For  purposes  of  this  subpart,  the  term  ‘used 
section  38  property’  means  section  38  property  acquired  by  pur¬ 
chase  after  December  31,  1961,  which  is  not  new  section  38  prop¬ 
erty.  Property  shall  not  be  treated  as  ‘used  section  38  property’ 
if,  after  its  acquisition  by  the  taxpayer,  it  is  used  by  a  person  who 
nsed  such  property  before  such  acquisition  (or  by  a  person  who 
hears  a  relationship  described  in  section  179(d)  (2)  (A)  or  (B)  to 
a  person  who  used  such  property  before  such  acquisition). 

“(2)  Dollar  limitation. — 

“(A)  In  general. — The  cost  of  used  section  38  property 
taken  into  account  under  section  46(c)  (1)  (B)  for  any  taxable 

I  year  shall  not  exceed  $50,000.  If  such  cost  exceeds  $50,000,  the 

taxpayer  shall  select  (at  such  time  and  in  such  manner  as  the 
Secretary  or  his  delegate  shall  by  regulations  prescribe)  the 
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items  to  be  taken  into  account,  but  only  to  the  extent  of  an 
aggregate  cost  of  $50,000.  Such  a  selection,  once  made,  may 
be  changed  only  in  the  manner,  and  to  the  extent,  provided  by 
such  regulations. 

“(B)  Married  individuals. — In  the  case  of  a  husband  or 
•wife  who  files  a  separate  return,  the  limitation  under  subpara¬ 
graph  (A)  shall  be  $25,000  in  lieu  of  $50,000.  This  subpara¬ 
graph  shall  not  apply  if  the  spouse  of  the  taxpayer  has  no 
used  section  38  property  which  may  be  taken  into  account  as 
qualified  investment  for  the  taxable  year  of  such  spouse  which 
ends  within  or  with  the  taxpayer's  taxable  year. 

“(C)  Affiliated  groups. — In  the  case  of  an  affiliated  group, 
the  $50,000  amount  specified  under  subparagraph  (A)  shall 
be  reduced  for  each  member  of  the  group  by  apportioning 
$50,000  among  the  members  of  such  group  in  accordance  with 
their  respective  amounts  of  used  section  38  property  which 


may  be  taken  into  account.  J 

“(D)  Partnerships.— In  the  case  of  a  partnership,  the 
limitation  contained  in  subparagraph  (A)  shall  apply  with^ 
respect  to  the  partnership  and  with  respect  to  each  partner, 

“(3)  Definitions. — For  purposes  of  this  subsection —  _  ^ 

“(A)  Purchase. — The  term  ‘purchase’  has  the  meaning 
assigned  to  such  term  by  section  179(d)  (2). 

“(B)  Cost. — The  cost  of  used  section  38  property  does  not 
include  so  much  of  the  basis  of  such  property  as  is  deter¬ 
mined  by  reference  to  the  adjusted  basis  of  other  property 
held  at  any  time  by  the  person  acquiring  such  property.  If 
property  is  disposed  of  (other  than  by  reason  of  its  destruc¬ 
tion  or  damage  by  fire,  storm,  shipwreck,  or  other  casualty,  or 
its  theft)  and  used  section  38  property  similar  or  related  in 
service  or  use  is  acquired  as  a  replacement  therefor  in  a 
transaction  to  which  the  preceding  sentence  does  not  apply, 
the  cost  of  the  used  section  38  property  acquired  shall  be  its 
basis  reduced  by  the  adjusted  basis  of  the  property  replaced. 
The  cost  of  used  sect  ion  38  property  shall  not  be  reduced  with 
respect  to  the  adjusted  basis  of  any  property  disposed  of  if, 
by  reason  of  section  47,  such  disposition  involved  an  in¬ 
crease  of  tax  or  a  reduction  of  the  unused  credit  carrybacks 
or  carryovers  described  in  section  46(b). 

“(C)*  Affiliated  group. — The  term  ‘affiliated  group’  has 
the  meaning  assigned  to  such  term  by  section  1504(a),  excepjj 


that- 


“(i)  the  phrase  ‘more  than  50  percent’  shall  be  sub¬ 
stituted  for  the  phrase  ‘at  least  80  percent’  each  place 
it  appears  in  section  1504(a),  and 

“(ii)  all  corporations  shall  be  treated  as  includible 
corporations  (without  any  exclusion  under  section 
1504(b)). 

“(d)  Certain  Leased  Property. — A  person  (other  than  a  person 
referred  to  in  section  46(d) )  who  is  a  lessor  of  property  may  (at  such 
time,  in  such  manner,  and  subject  to  such  conditions  as  are  provided  by 
regulations  prescribed  by  the  Secretary  or  his  delegate)  elect  with 
respect  to  any  new  section  38  property  to  treat  the  lessee  as  having 
acquired  such  property  for  an  amount  equal  to — 

“(1)  if  such  property  was  constructed  by  the  lessor  (or  by  a 
corporation  which  controls  or  is  controlled  by  the  lessor  within 
the  meaning  of  section  368(c)),  the  fair  market  value  of  such 
property,  or 

“(2)  if  paragraph  (1)  does  not  apply,  the  basis  of  such  prop¬ 
erty  to  the  lessor. 
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The  election  provided  by  the  preceding  sentence  may  be  made  only 
with  respect  to  property  which  would  be  new  section  38  property  if 
acquired  by  the  lessee.  For  purposes  of  the  preceding  sentence  and 
section  46(c),  the  useful  life  of  property  in  the  hands  of  the  lessee  is 
the  useful  life  of  such  property  in  the  hands  of  the  lessor.  If  a  lessor 
makes  the  election  provided  by  this  subsection  with  respect  to  any 
property,  the  lessee  shall  be  treated  for  all  purposes  of  this  subpart  as 
having  acquired  such  property.  If  a  lessor  makes  the  election  pro¬ 
vided  by  this  subsection  with  respect  to  any  property,  then,  under 
regulations  prescribed  by  the  Secretary  or  his  delegate,  subsection  (g) 

:  shall  not  apply  with  respect  to  such  property  and  the  deductions 
otherwise  allowable  under  section  162  to  the  lessee  for  amounts  paid 
to  the  lessor  under  the  lease  shall  be  adjusted  in  a  manner  consistent 
with  the  provisions  of  subsection  (g). 

‘"(e)  Subchapter  S  Corporations. — In  the  case  of  an  electing  small 
■business  corporation  (as  defined  in  section  1371) — 

“(1)  the  qualified  investment  for  each  taxable  year  shall  be 
apportioned  pro  rata  among  the  persons  who  are  shareholders  of 
K  such  corporation  on  the  last  day  of  such  taxable  year;  and 
[P  “ (2)  any  person  to  whom  any  investment  has  been  apportioned 
»  under  paragraph  (1)  shall  be  treated  (for  purposes  of  this  sub¬ 
part)  as  the  taxpayer  with  respect  to  such  investment,  and  such 
investment  shall  not  (by  reason  of  such  apportionment)  lose  its 
character  as  an  investment  in  new  section  38  property  or  used 
section  38  property,  as  the  case  may  be. 

“(f)  Estates  and  Trusts. — In  the  case  of  an  estate  or  trust — 

“(1)  the  qualified  investment  for  any  taxable  year  shall  be 
apportioned  between  the  estate  or  trust  and  the  beneficiaries  on 
the  basis  of  the  income  of  the  estate  or  trust  allocable  to  each, 
“(2)  any  beneficiary  to  whom  any  investment  has  been  appor¬ 
tioned  under  paragraph  (1)  shall  be  treated  (for  purposes  of  this 
subpart)  as  the  taxpayer  with  respect  to  such  investment,  and 
such  investment  shall  not  (by  reason  of  such  apportionment) 
lose  its  character  as  an  investment  in  new  section  38  property  or 
used  section  38  property,  as  the  case  may  be,  and 

“(3)  the  $25,000  amount  specified  under  subparagraphs  (A) 
and  (B)  of  section  46(a)(2)  applicable  to  such  estate  or  trust 
shall  be  reduced  to  an  amount  which  bears  the  same  ratio  to 
$25,000  as  the  amount  of  the  qualified  investment  allocated  to  the 

(estate  or  trust  under  paragraph  (1)  bears  to  the  entire  amount 
k  of  the  qualified  investment. 
f  “(g)  Adjustments  to  Basis  of  Property. — 

“(1)  In  general. — The  basis  of  any  section  38  property  shall 
be  reduced,  for  purposes  of  this  subtitle  other  than  this  subpart, 
by  an  amount  equal  to  7  percent  of  the  qualified  investment  as 
determined  under  section  46(c)  with  respect  to  such  property. 

“(2)  Certain  dispositions,  etc. — If  the  tax  under  this  chapter 
is  increased  for  any  taxable  year  under  paragraph  (1)  or  (2)  of 
section  47(a)  or  an  adjustment  in  carrybacks  or  carryovers  is 
made  under  paragraph  (3)  of  such  section,  the  basis  of  the 
property  described  in  such  paragraph  (1)  or  (2),  as  the  case 
may  be  (immediately  before  the  event  on  account  of  which  such 
paragraph  (1),  (2),  or  (3)  applies),  shall  be  increased  by  an 
amount  equal  to  the  portion  of  such  increase  and  the  portion  of 
such  adjustment  attributable  to  such  property. 

“(h)  Cross  Reference. — 

“For  application  of  this  subpart  to  certain  acquiring  corporations, 
see  section  381(c)  (23).” 

(c)  Deduction  for  Unused  Credit.— Part  VI  of  subchapter  B  of 
{chapter  1  (relating  to  itemized  deductions  for  individuals  and  corpo- 
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rations)  is  amended  by  adding  at  the  end  thereof  the  following  new 
section : 


“SEC.  181.  DEDUCTION  FOR  CERTAIN  UNUSED  INVESTMENT  CREDIT. 

“If  the  amount  of  the  credit  determined  under  section  46(a)  (1)  for 
any  taxable  year  exceeds  the  limitation  provided  by  section  46(a)  (’2) 
for  such  taxable  year  and  if  the  amount  of  such  excess  has  not,  after 
the  application  of  section  46(b),  been  allowed  to  the  taxpayer  as  a 
credit  under  section  68  for  any  taxable  year,  then  an  amount  equal 
to  the  amount  of  such  excess  not  so  allowed  as  a  credit  shall  be  allowed 
to  the  taxpayer  as  a  deduction  for  the  first  taxable  year  following  the 
last  taxable  year  in  which  such  excess  could  under  section  46(b)  have 
been  allowed  as  a  credit.  If  a  taxpayer  dies  or  ceases  to  exist  prior 
to  the  first  taxable  year  following  the  last  taxable  year  in  which  the 
excess  described  in  the  preceding  sentence  could  under  section  46(b) 
have  been  allowed  as  a  credit,  the  amount  described  in  the  preceding 
sentence,  or  the  proper  portion  thereof,  shall,  under  regulations  pre¬ 
scribed  by  the  Secretary  or  his  delegate,  be  allowed  to  the  taxpayer 
as  a  deduction  for  the  taxable  year  in  which  such  death  or  cessation 
occurs.”  MM 

(d)  Certain  Corporate  Acquisitions. — Section  681(c)  (relatifl^ 
to  items  taken  into  account  in  certain  corporate  acquisitions)  is 
amended  by  adding  at  the  end  thereof  the  following  new  paragraph : 

“(26)  Credit  under  section  ns  for  investment  in  certain  de¬ 
preciable  property. — The  acquiring  corporation  shall  take  into 
account  (to  the  extent  proper  to  carry  out  the  purposes  of  this 
section  and  section  68,  and  under  such  regulations  as  may  be  pre¬ 
scribed  by  the  Secretary  or  his  delegate)  the  items  required  to  be 
taken  into  account  for  purposes  of  section  38  in  respect  of  the  dis¬ 
tributor  or  transferor  corporation.” 

(e)  Statutes  of  Limitations  and  Interest  Relating  to  Invest¬ 
ment  Credit  Carrybacks. — 

(1)  Assessment  and  collection.— Section  6501  (relating  to 
limitations  on  assessment  and  collection)  is  amended  by  redesig¬ 
nating  subsection  (j)  as  subsection  (k),  and  inserting  after  sub¬ 
section  (i)  the  following  new  subsection : 

“(j)  Investment  Credit  Carrybacks. — In  the  case  of  a  deficiency 
attributable  to  the  application  to  the  taxpayer  of  an  investment  credit 
carryback,  such  deficiency  may  be  assessed  at  any  time  before  the  ex¬ 
piration  of  the  period  within  which  a  deficiency  for  the  taxable  year 
of  the  unused  investment  credit  which  results  in  such  carryback  may 
lie  assessed.”  « 

(2)  Credit  or  refund. — Subsection  (d)  of  section  6511  (relaW 
ing  to  limitations  on  credit  or  refund)  is  amended  by  adding  after 
paragraph  (6)  thereof  the  following  new  paragraph: 

“(4)  Special  period  of  limitation  with  respect  to  invest¬ 
ment  CREDIT  CARRYBACKS. - 

“(A)  Period  of  limitation. — If  the  claim  for  credit  or 
refund  relates  to  an  overpayment  attributable  to  an  invest¬ 
ment  credit  carryback,  in  lieu  of  the  6-year  period  of  limita¬ 
tion  prescribed  in  subsection  (a),  the  period  shall  be  that 
period  which  ends  with  the  expiration  of  the  15th  day  of  the 
40th  month  (or  69th  month,  in  the  case  of  a  corporation)  fol¬ 
lowing  the  end  of  the  taxable  year  of  the  unused  investment 
credit  which  results  in  such  carryback,  or  the  period  pre¬ 
scribed  in  subsection  (c)  in  respect  of  such  taxable  year, 
whichever  expires  later.  In  the  case  of  such  a  claim,  the 
amount  of  the  credit  or  refund  may  exceed  the  portion  of  the 
tax  paid  within  the  period  provided  in  subsection  (b)  (2)  or 
(c),  whichever  is  applicable,  to  the  extent  of  the  amount  of 
the  overpayment  attributable  to  such  carryback. 
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“(B)  Applicable  rules.— If  the  allowance  of  a  credit 
or  refund  of  an  overpayment  of  tax  attributable  to  an  invest¬ 
ment  credit  carryback  is  otherwise  prevented  by  the  opera¬ 
tion  of  any  law'  or  rule  of  law  other  than  section  7122,  relat¬ 
ing  to  compromises,  such  credit  or  refund  may  be  allowed  or 
made,  if  claim  therefor  is  filed  within  the  period  provided  in 
subparagraph  (A)  of  this  paragraph.  In  the  case  of  any 
such  claim  for  credit  or  refund,  the  determination  by  any 
court,  including  the  Tax  Court,  in  any  proceeding  in  which 
the  decision  of  the  court  has  become  final,  shall  not  be  con¬ 
clusive  with  respect  to  the  investment  credit,  and  the  effect 
of  such  credit,  to  the  extent  that  such  credit  is  affected  by  a 
carryback  which  was  not  in  issue  in  such  proceeding." 

(;»)  Interest  on  underpayments. — Section  6601  (e)  (relating 
to  interest  on  underpayment,  nonpayment,  or  extensions  of  time 
for  payment,  of  tax)  is  amended  to  read  as  follows: 

“(c)  Income  Tax  Reduced  by  Carryback. — 

“(1)  Net  operating  loss  carryback. — If  the  amount  of  any 
w  tax  imposed  by  subtitle  A  is  reduced  by  reason  of  a  carryback  of 
■  a  net  operating  loss,  such  reduction  in  tax  shall  not  affect  the  com¬ 
putation  of  interest  under  this  section  for  the  period  ending  with 
the  last  day  of  the  taxable  year  in  which  the  net  operating  loss 
arises. 

“(2)  Investment  credit  carryback. — If  the  credit  allowed  by 
section  38  for  any  taxable  year  is  increased  by  reason  of  an  invest¬ 
ment  credit  carryback,  such  increase  shall  not  affect  the  computa¬ 
tion  of  interest  under  this  section  for  the  period  ending  with  t lie 
last  day  of  the  taxable  year  in  which  the  investment  (  l  ed it  carry¬ 
back  arises.” 

(■1)  Interest  on  overpayments. — Section  (*(>1 1(f)  (relating  to 
interest  on  overpayments)  is  amended  to  read  as  follows: 

“(f)  Refund  of  Income  Tax  Caused  by  Carryback. — 

“(1)  Net  operating  loss  carryback. — For  purposes  of  subsec¬ 
tion  (a),  if  any  overpayment  of  tax  imposed  by  subtitle  A  results 
from  a  carryback  of  a  net  operating  loss,  such  overpayment  shall 
be  deemed  not  to  have  been  made  prior  to  the  close  of  the  taxable 
year  in  which  such  net  operating  loss  arises. 

“(2)  Investment  credit  carryback. — For  purposes  of  subsec¬ 
tion  (a),  if  any  overpayment  of  tax  imposed  by  subtitle  A  results 
from  an  investment  credit  carryback,  such  overpayment  shall  be 
^  deemed  not  to  have  been  made  prior  to  the  close  of  the  taxable 
W  year  in  which  such  investment  credit  carryback  arises.” 

(f)  Technical  Amendment. — Section  1016(a)  (relating  to  adjust - 
meats  to  basis)  is  amended — 

(1)  by  striking  out  the  period  at  the  end  of  paragraph  (18) 
and  inserting  in  lieu  thereof  a  semicolon;  and 

(2)  by  adding  after  paragraph  (18)  the  following  new  para¬ 
graph  : 

“(19)  to  the  extent  provided  in  section  18(g)  in  the  case  of 
property  which  is  or  has  been  section  38  property  (as  defined  in 
section  48(a) )  ;”. 

(g)  Clerical  Amendments. — 

(1)  Part  IV  of  subchapter  A  of  chapter  1  is  amended  by  insert¬ 
ing  after  the  heading  and  before  the  table  of  sections  the 
following: 

“Subpart  A.  Credits  allowable. 

“Subpart  B.  Rules  for  computing  credit  for  investment  in  certain 
depreciable  property. 
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(2)  The  table  of  sections  for  part  IV  of  subchapter  A  of 
chapter  1  is  amended  by  striking  out 

“Sec.  US.  Overpayments  of  tax.” 
and  inserting  in  lieu  thereof 

“Sec.  38.  Investment  in  certain  depreciable  property. 

“Sec.  39.  Overpayments  of  tax.” 

(3)  The  table  of  sections  for  part  VI  of  subchapter  B  of 
chapter  1  is  amended  by  adding  at  the  end  thereof  the  following: 

“See.  181.  Deduction  for  certain  unused  investment  credit.” 

(h)  Effective  Date. — The  amendments  made  by  this  section  shall 
apply  with  respect  to  taxable  years  ending  after  December  31,  1961. 

SEC.  3.  APPEARANCES,  ETC,  WITH  RESPECT  TO  LEGISLATION. 

(a)  In  General. — Section  162  (relating  to  trade  or  business  ex- 
penses)  is  amended  by  redesignating  subsection  (e)  as  subsection  (f)  : 
and  by  inserting  after  subsection  (d)  the  following  new  subsection^.. 

“(e)  Appearances,  etc.,  With  Respect  to  Legislation. —  H 

“(1)  In  general. — The  deduction  allowed  by  subsection  (a” 
shall  include  all  the  ordinary  and  necessary  expenses  (including, 
but  not  limited  to,  traveling  expenses  described  in  subsection 
(a)(2)  and  the  cost  of  preparing  testimony)  paid  or  incurred 
during  the  taxable  year  in  carrying  on  any  trade  or  business —  j 

“(A)  in  direct  connection  with  appearances  before,  sub¬ 
mission  of  statements  to,  or  sending  communications  to,  the 
committees,  or  individual  members,  of  Congress  or  of  any  ; 
legislative  body  of  a  State,  a  possession  of  the  United  States, 
or  a  political  subdivision  of  any  of  the  foregoing  with  respect  j 
to  legislation  or  proposed  legislation  of  direct  interest  to  the  j 
taxpayer,  or 

“(B)  in  direct  connection  with  communication  of  informa-  j 
tion  between  the  taxpayer  and  an  organization  of  which  lie  is  | 
a  member  with  respect  to  legislation  or  proposed  legislation  j 
of  direct  interest  to  the  taxpayer  and  to  such  organization, 
and  that  portion  of  the  dues  so  paid  or  incurred  with  respect  to 
any  organization  of  which  the  taxpayer  is  a  member  which  is 
attributable  to  the  expenses  of  the  activities  described  in  sub- 
paragraphs  (A)  and  (B)  carried  on  by  such  organization. 

“(2)  Limitation. — The  provisions  of  paragraph  (1)  shall  noifl 
be  construed  as  allowing  the  deduction  of  any  amount  paid  o^ 
incurred  (whether  by  way  of  contribution,  gift,  or  otherwise)  — 

“(A)  for  participation  in,  or  intervention  in,  any  political 
campaign  on  behalf  of  any  candidate  for  public  office,  or 

“(B)  in  connection  with  any  attempt  to  influence  the  gen¬ 
eral  public,  or  segments  thereof,  with  respect  to  legislative 
matters,  elections,  or  referendums.” 

(b)  Effective  Date. — The  amendments  made  by  this  section  shall 
apply  to  taxable  years  beginning  after  December  31, 1962. 
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SEC.  4.  DISALLOWANCE  OF  CERTAIN  ENTERTAINMENT  ETC  EX¬ 
PENSES.  " 

(il)  Denial  of  Deduction. — 

(1)  Part  IX  of  subchapter  B  of  chapter  1  (relating  to  items  26  use  261-273. 
not  deductible  in  computing  taxable  income)  is  amended  by 
adding  at  the  end  thereof  the  following  new  section: 

“SEC.  274.  DISALLOWANCE  OF  CERTAIN  ENTERTAINMENT,  ETC.,  EX¬ 
PENSES. 


“(a)  Entertainment,  Amusement,  or  Recreation.— 

“(1)  In  general. — No  deduction  otherwise  allowable  under 
this  chapter  shall  be  allowed  for  any  item — 

“(A)  Activity. — With  respect  to  an  activity  which  is  of  a 
type  generally  considered  to  constitute  entertainment,  amuse¬ 
ment,  or  recreation,  unless  the  taxpayer  establishes  that  the 
item  was  directly  related  to,  or,  in  the  case  of  an  item  directly 
preceding  or  following  a  substantial  and  bona  tide  business 
discussion  (including  business  meetings  at  a  convention  or 
otherwise),  that  such  item  was  associated  with,  the  active 
conduct  of  the  taxpayer's  trade  or  business,  or 

*‘(B)  Facility. — With  respect  to  a  facility  used  in  connec¬ 
tion  with  an  activity  referred  to  in  subparagraph  (A),  unless 
the  taxpayer  establishes  that  the  facility  was  used  primarily 
for  the  furtherance  of  the  taxpayer’s  trade  or  business  and 
that  the  item  was  directly  related  to  the  active  conduct  of 
such  trade  or  business, 

and  such  deduction  shall  in  no  event  exceed  the  portion  of  such 
item  directly  related  to,  or,  in  the  case  of  an  item  described  in  sub- 
paragraph  (A)  directly  preceding  or  following  a  substantial  and 
bona  tide  business  discussion  (including  business  meetings  at  a 
convention  or  otherwise),  the  portion  of  such  item  associated  with, 
the  active  conduct  of  the  taxpayer's  trade  or  business. 

‘*(2)  Special  rules. — For  purposes  of  applying  paragraph 
(!)- 

“(A)  Dues  or  fees  to  any  social,  athletic,  or  sporting  club 
or  organization  shall  be  treated  as  items  with  respect  to 
facilities. 

“(B)  An  activity  described  in  section  212  shall  be  treated  as  26  use  212. 
a  trade  or  business. 

“(b)  Gifts. — 

“  ( 1)  Limitation. — No  deduction  shall  be  allowed  under  sect  ion 
1(12  or  section  212  for  any  expense  for  gifts  made  directly  or  26  use  162; 
indirectly  to  any  individual  to  the  extent  that  such  expense,  when  Ante»  P»  973» 
added  to  prior  expenses  of  the  taxpayer  for  gifts  made  to  such 
individual  during  the  same  taxable  year,  exceeds  $2.1.  For  pur¬ 
poses  of  this  section,  the  term  ‘gift’  means  any  item  excludable 
from  gross  income  of  the  recipient  under  section  102  which  is  not 
excludable  from  his  gross  income  under  any  other  provision  of  this 
chapter,  but  such  term  does  not  include — 

“(A)  an  item  having  a  cost  to  the  taxpayer  not  in  excess 
of  $4.00  on  which  the  name  of  the  taxpayer  is  clearly  and 
permanently  imprinted  and  which  is  one  of  a  number  of 
identical  items  distributed  generally  by  the  taxpayer, 

“(B)  a  sign,  display  rack,  or  other  promotional  material 
to  be  used  on  the  business  premises  of  the  recipient,  or 
“(C)  an  item  of  tangible  personal  property  having  a  cost 
to  the  taxpayer  not  in  excess  of  $100  which  is  awarded  to 
an  employee  by  reason  of  length  of  service  or  for  safety 
achievement. 
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“(2)  SrECIAL,  RULES. - 

“(A)  In  the  case  of  a  gift  by  a  partnership,  the  limitation 
contained  in  paragraph  (1)  shall  apply  to  the  partnership  as 
well  as  to  each  member  thereof. 

“(B)  For  purposes  of  paragraph  (1),  a  husband  and  wife 
shall  be  treated  as  one  taxpayer. 

“(c)  Traveling. — In  the  case  of  any  individual  who  is  traveling 
away  from  home  in  pursuit  of  a  trade  or  business  or  in  pursuit  of  an 
activity  described  in  section  212,  no  deduction  shall  be  allowed  under 
section  162  or  section  212  for  that  portion  of  the  expenses  of  such 
travel  otherwise  allowable  under  such  section  which,  under  regulations 
prescribed  by  the  Secretary  or  his  delegate,  is  not  allocable  to  such 
trade  or  business  or  to  such  activity.  This  subsection  shall  not  apply 
to  the  expenses  of  any  travel  away  from  home  which  does  not  exceed 
one  week  or  where  the  portion  of  the  time  away  from  home  which  is 
not  attributable  to  the  pursuit  of  the  taxpayer’s  trade  or  business  or  an 
activity  described  in  section  212  is  less  than  25  percent  of  the  total  time 
awav  from  home  on  such  travel. 

“(d)  Substantiation  Required. — No  deduction  shall  be  allowed — 
“  ( 1 )  under  section  162  or  212  for  any  traveling  expense  (inclu1^ 
ing  meals  and  lodging  while  away  from  home) , 

“(2)  for  any  item  with  respect  to  an  activity  which  is  of 
type  generally  considered  to  constitute  entertainment,  amusement, 
or  recreation,  or  with  respect  to  a  facility  used  in  connection  with 
such  an  activity,  or 

“(3)  for  any  expense  for  gifts, 

unless  the  taxpayer  substantiates  by  adequate  records  or  by  sufficient 
evidence,  corroborating  his  own  statement  (A)  the  amount  of  such 
expense  or  other  item,  (B)  the  time  and  place  of  the  travel,  entertain¬ 
ment,  amusement,  recreation,  or  use  of  the  facility,  or  the  date  and 
description  of  the  gift,  (C)  the  business  purpose  of  the  expense  or 
other  item,  and  (I))  the  business  relationship  to  the  taxpayer  of 
persons  entertained,  using  the  facility,  or  receiving  the  gift.  The 
Secretary  or  his  delegate  may  by  regulations  provide  that  some  or  all 
of  the  requirements  of  the  preceding  sentence  shall  not  apply  in  the 
case  of  an  expense  which  does  not  exceed  an  amount  prescribed  pur¬ 
suant  to  such  regulations. 

“(e)  Specific  Exceptions  to  Application  of  Subsection  (a). — 
Subsection  (a)  shall  not  apply  to — 

“(1)  Business  meals.— Expenses  for  food  and  beverages  fur¬ 
nished  to  any  individual  under  circumstances  which  (taking  into 
account  the  surroundings  in  which  furnished,  the  taxpayer"/ 
trade,  business,  or  income-producing  activity  and  the  relationship 
to  such  trade,  business,  or  activity  of  the  persons  to  whom  the 
food  and  beverages  are  furnished)  are  of  a  type  generally  con¬ 
sidered  to  be  conducive  to  a  business  discussion. 

“(2)  Food  and  beverages  for  employees. — Expenses  for  food 
and  beverages  (and  facilities  used  in  connection  therewith)  fur¬ 
nished  on  the  business  premises  of  the  taxpayer  primarily  for  his 
employees. 

“(3)  Expenses  treated  as  compensation. — Expenses  for 
goods,  services,  and  facilities,  to  the  extent  that  the  expenses  are 
treated  by  the  taxpayer,  with  respect  to  the  recipient  of  the 
entertainment,  amusement,  or  recreation,  as  compensation  to  an 
employee  on  the  taxpayer’s  return  of  tax  under  this  chapiter  and 
as  wages  to  such  employee  for  purposes  of  chapter  24  (relating 
to  withholding  of  income  tax  at  source  on  wages) . 

“(4)  Reimbursed  expenses. — Expienses  paid  or  incurred  by 
the  taxpayer,  in  connection  with  the  performance  by  him  of  serv- 
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ices  foi  another  person  (whether  or  not  such  other  person  is  his 
employer),  under  a  reimbursement  or  other  expense  allowance 
arrangement  with  such  other  person,  but  this  paragraph  shall 

apply— 

‘‘(A)  where  the  services  are  performed  for  an  employer, 
only  if  the  employer  has  not  treated  such  expenses  in  the 
manner  provided  in  paragraph  (3),  or 

“(B)  where  the  services  are  performed  for  a  person  other 
than  an  employer,  only  if  the  taxpayer  accounts  (to  the 

..  extent  provided  by  subsection  (d) )  to  such  person. 

“(5)  Recreational,  etc.,  expenses  for  employees. — Expenses 
foi  recreational,  social,  or  similar  activities  (including  facilities 
therefor)  primarily  for  the  benefit  of  employees  (other  than 
employees  who  are  officers,  shareholders  or  other  owners,  or  highly 
compensated  employees).  For  purposes  of  this  paragraph,  an 
individual  owning  less  than  a  10-percent  interest  in  the  taxpayer’s 
trade  or  business  shall  not  be  considered  a  shareholder  or  other 
owner,  and  for  such  purposes  an  individual  shall  be  treated  as 
owning  any  interest  owned  by  a  member  of  his  family  (within  the  26  use  267. 
meaning  of  section  267 (c)  (4) ) . 

“(6)  Employee,  stockholder,  etc.,  business  meetings. — 

Expenses  incurred  by  a  taxpayer  which  are  directly  related  to 
business  meetings  of  his  employees,  stockholders,  agents,  or 
directors. 

"(i)  Meetings  of  business  leagues,  etc. — Expenses  directly 
related  and  necessary  to  attendance  at  a  business  meeting  or  con¬ 
vention  of  any  organization  described  in  section  501(c)  (6)  (relat-  26  use  501. 
ing  to  business  leagues,  chambers  of  commerce,  real  estate  boards, 
and  boards  of  trade)  and  exempt  from  taxation  under  section 
501 (a). 

“(8)  Items  available  to  public. — Expenses  for  goods,  serv¬ 
ices,  and  facilities  made  available  by  the  taxpayer  to  the  general 
public. 

“(9)  Entertainment  sold  to  customers. — Expenses  for  goods 
or  services  (including  the  use  of  facilities)  which  are  sold  by 
the  taxpayer  in  a  bona  tide  transaction  for  an  adequate  and  full 
consideration  in  money  or  money's  worth. 

For  purposes  of  this  subsection,  any  item  referred  to  in  subsection 
(a)  shall  be  treated  as  an  expense. 

“(f)  Interest,  Taxes,  Casualty  Losses,  etc. — This  section  shall 
not,  apply  to  any  deduction  allowable  to  the  taxpayer  without  regard 
to  its  connection  with  his  trade  or  business  (or  with  his  income-pro¬ 
ducing  activity).  In  the  case  of  a  taxpayer  which  is  not  an  individual, 
the  preceding  sentence  shall  be  applied  as  if  it  were  an  individual. 

“(g)  Treatment  of  Entertainment,  etc.,  Type  Facility. — For 
purposes  of  this  chapter,  if  deductions  are  disallowed  under  subsection 
(a)  with  respect  to  any  portion  of  a  facility,  such  portion  shall  be 
treated  as  an  asset  which  is  used  for  personal,  living,  and  family  pur¬ 
poses  (and  not  as  an  asset  used  in  the  trade  or  business). 

“(h)  Regulatory  Alttiiority. — The  Secretary  or  his  delegate  shall 
prescribe  such  regulations  as  he  may  deem  necessary  to  carry  out  the 
purposes  of  this  section,  including  regulations  prescribing  whether 
subsection  (a)  or  subsection  (b)  applies  in  cases  where  both  such  sub¬ 
sections  would  otherwise  apply.” 

(2)  The  table  of  sections  for  such  part  IX  is  amended  by  Ante,  p.  974. 
adding  at  the  end  thereof  the  following: 

“Sec.  274.  Disallowance  of  certain  entertainment,  etc.,  expenses.” 

(b)  Traveling  Expenses. — Section  162(a)  (2)  (relating  to  travel-  26  use  162. 
ing  exjienses)  is  amended  by  striking  out  “(including  the  entire 
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amount  expended  for  meals  and  lodging)"  and  inserting  in  lieu 
thereof  “(including  amounts  expended  for  meals  and  lodging  other 
than  amounts  which  are  lavish  or  extravagant  under  the  circum¬ 
stances)”.  .  . 

(c)  Effective  Date.- — The  amendments  made  by  this  section  shall 
apply  with  respect  to  taxable  years  ending  after  December  31.  19(>2, 
but  only  in  respect  of  periods  after  such  date. 

SEC.  5.  AMOUNT  OF  DISTRIBUTION  WHERE  CERTAIN  FOREIGN  COR¬ 
PORATIONS  DISTRIBUTE  PROPERTY  IN  KIND. 


(a)  Amount  Distributed.— Section  301  (b)(1)  (relating  to  amount 
distributed  to  corporate  distributees)  is  amended  by  adding  at  the 
end  1  hereof  the  following  new  subparagraph : 

“(C)  Certain  corporate  distributees  of  fore  ion  corpo¬ 
ration. — Notwithstanding  subparagraph  (11),  if  the  share¬ 
holder  is  a  corporation  and  the  distributing  corporation  is 
a  foreign  corporation,  the  amount  taken  into  account  with 
respect  to  property  (other  than  money)  shall  be  t lie  fair 
market  value  of  such  property;  except  that  if  any  deduction 
is  allowable  under  section  245  with  respect  to  such  distribu¬ 
tion,  then  the  amount  taken  into  account  shall  be  the  suipj 
(determined  under  regulations  prescribed  by  the  Secretary  or’ 
his  delegate)  of— 

“(i)  the  proportion  of  the  adjusted  basis  of  such  prop¬ 
erty  (or,  if  lower,  its  fair  market  value)  properly  at¬ 
tributable  to  gross  income  from  sources  within  the  United 


States,  and 

“(ii)  the  proportion  of  the  fair  market  value  of  such 
property  properly  attributable  to.  gross  income  from 
sources  without  the  United  States.” 

(b)  Basis.— Section  301(d)  (relating  to  basis  of  property)  is 
amended  by  adding  at  the  end  thereof  the  following  new  paragraph : 

“(3)  Certain  corporate  distributees  of  foreign  corpora¬ 
tion. — In  the  case  of  property  described  in  subparagraph  (C)  of 
subsection  (b)(1),  the  basis  shall  be  determined  by  substituting 
the  amount  determined  under  such  subparagraph  ((  )  for  the 
amount  described  in  paragraph  (2)  of  this  subsection. 

(<•)  Dividends  Received  From  Certain  Foreign  Corporations.— 

(1)  Section  245  (relating  to  dividends  received  from  certain 
foreign  corporations)  is  amended  by  adding  at  the  end  thereof  the 
following  new  subsection: 

“(b)  Property  Distributions. — For  purposes  of  subsection  (a),  the 
amount  of  any  distribution  of  property  other  than  money  shall  be  tlie( 
amount  determined  by  applying  section  301  (b(  1)  (B) .” 

(2)  Section  245  is  amended  by  striking  out  “In  the  case  of"  and 
inserting  in  lieu  thereof  “(a)  General  Rule. — In  the  case  of”. 

(d)  Effective  Date. — The  amendments  made  by  this  section  shall 
apply  to  distributions  made  after  December  31,  10(52. 


SEC.  6.  MUTUAL  SAVINGS  BANKS,  ETC. 

(a)  Reserves  for  Losses  on  Loans. — Section  593  is  amended  to  read 
as  follows: 


“SEC.  593.  RESERVES  FOR  LOSSES  ON  LOANS. 

“(a)  Organizations  to  Which  Section  Applies. — This  section  shall 
apply  to  any  mutual  savings  bank  not  having  capital  stock  repre¬ 
sented  by  shares,  domestic  building  and  loan  association,  or  coopera¬ 
tive' bank  without  capital  stock  organized  and  operated  for  mutual 
purposes  and  without  profit. 
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“(b)  Addition  to  Reserves  for  Bad  Debts. — 

(1)  In  general,.  For  purposes  of  section  166(c),  the  reason-  26  use  166. 
able  addition  for  the  taxable  year  to  the  reserve  for  bad  debts  of 
any  taxpayer  described  in  subsection  (a)  shall  be  an  amount  equal 
to  the  sum  of—  1 

“(A)  the  amount  determined  under  section  166(c)  to  be  a 
reasonable  addition  to  the  reserve  for  losses  on  nonqualifying 
loans,  plus  J  ° 

“(B)  the  amount  determined  by  the  taxpayer  to  be  a 
reasonable  addition  to  the  reserve  for  losses  on  qualifying 
real  property  loans,  but  such  amount  shall  not  exceed  the 
amount  determined  under  paragraph  (2),  (3),  or  (4),  which¬ 
ever  amount  is  the  largest,  but  the  amount  determined  under 
this  subparagraph  shall  in  no  case  be  greater  than  the  larger 
of— 

“(i)  the  amount  determined  under  paragraph  (4),  or 
“(ii)  the  amount  which,  when  added  to  the  amount 
determined  under  subparagraph  (A),  equals  the  amount 
by  which  12  percent  of  the  total  deposits  or  withdraw¬ 
able  accounts  of  depositors  of  the  taxpayer  at  the 
close  of  such  year  exceeds  the  sum  of  its  surplus,  undi¬ 
vided  profits,  and  reserves  at  the  beginning  of  such  year 
(taking  into  account  any  portion  thereof  attributable  to 
the  period  before  the  first  taxable  year  beginning  after 
December  31, 1951). 

“(2)  Percentage  of  taxable  income  method. — The  amount 
determined  under  this  paragraph  for  the  taxable  year  shall  be 
the  excess  of — 

“(A)  an  amount  equal  to  60  percent  of  the  taxable  income 
for  such  year,  over 

“(B)  the  amount  referred  to  in  paragraph  (1)  (A)  for 
such  year, 

but  the  amount  determined  under  this  paragraph  shall  not  exceed 
the  amount  necessary  to  increase  the  balance  (as  of  the  close  of 
the  taxable  year)  of  the  reserve  for  losses  on  qualifying  real 
property  loans  to  6  percent  of  such  loans  outstanding  at  such 
time.  For  purposes  of  this  paragraph,  taxable  income  shall  be 
computed  (i)  by  excluding  from  gross  income  any  amount 
included  therein  by  reason  of  subsection  (f),  and  (ii)  without 
regard  to  any  deduction  allowable  for  any  addition  to  the  reserve 
for  bad  debts. 

“(3)  Percentage  of  real  property  loans  method. — The 
amount  determined  under  this  paragraph  for  the  taxable  year 
shall  be  an  amount  equal  to  the  amount  necessary  to  increase  the 
balance  (as  of  the  close  of  the  taxable  year)  of  the  reserve  for 
losses  on  qualifying  real  property  loans  to  an  amount  equal  to — 

“  ( A)  3  percent  of  such  loans  outstanding  at  such  time,  plus 
“(B)  in  the  case  of  a  taxpayer  which  is  a  new  company 
and  which  does  not  have  capital  stock  with  respect  to  which 
distributions  of  property  (as  defined  in  section  317(a))  are  26  use  317. 
not  allowable  as  a  deduction  under  section  591,  an  amount  26  use  591; 
equal  to —  Post,  p.  984. 

“(i)  2  percent  of  so  much  of  the  amount  of  such  loans 
outstanding  at  such  time  as  does  not  exceed  $4,000,000, 
reduced  (but  not  below  zero)  by 
“  (ii)  the  amount,  if  any,  of  the  balance  (as  of  the  close 
of  such  taxable  year)  of  the  taxpayer’s  supplemental 
reserve  for  losses  on  loans. 
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For  purposes  of  subparagraph  (B),  a  taxpayer  is  a  new  company 
for  any  taxable  year  only  if  such  taxable  year  begins  not  more 
than  1 0  years  after  the  first  day  on  which  it  (or  any  predecessor) 
was  authorized  to  do  business  as  an  organization  described  in 
subsection  (a). 

“(4)  Experience  method. — The  amount  determined  under  this 
paragraph  for  the  taxable  year  shall  be  an  amount  equal  to  the 
amount  determined  under  section  166(c)  (without  regard  to  this 
subsection)  to  be  a  reasonable  addition  to  the  reserve  for  losses 
on  qualifying  real  property  loans. 

‘•(5)  Limitation  in  case  of  certain  domestic  building  and 
loan  associations. — If  the  percentage  of  the  assets  of  a  domestic 
building  and  loan  association  which  are  not  assets  described  in 
section  7701(a)  (19)  (D)  (ii)  exceeds  36  percent  for  the  taxable 
year  (as  determined  for  purposes  of  section  7701  (a)  ( 19)  for  such 
year),  the  amount  determined  under  paragraph  (2),  and  the 
amount  determined  under  paragraph  (3),  shall  in  each  case  be 
the  amount  (determined  without  regard  to  this  paragraph  but 
with  regard  to  the  limits  contained  in  paragraphs  (2),  (3),  and 
(1)  (B) )  reduced  by  the  amount  determined  under  the  following 
table : 


If  the  iiereentage 
exceeds— 

but  does  not 
exceed — 

the  reduction  shall  be  the  following  proportion  of  the  amount  so 
determined  without  regard  to  this  paragraph— 

36  percent _ 

37  percent _ 

1/12 

37  percent _ 

38  percent _ 

l/« 

38  percent _ 

39  percent _ 

1/4 

39  percent _ 

40  percent _ 

1/3 

40  percent . 

41  percent _ 

5/12 

“(c)  Treatment  of  Reserves  for  Bad  Debts.— 

“(1)  Establishment  of  reserves. — Each  taxpayer  described 
in  subsection  (a)  which  uses  the  reserve  method  of  accounting 
for  bad  debts  shall  establish  and  maintain  a  reserve  for  losses  on 
qualifying  real  property  loans,  a  reserve  for  losses  on  nonquali¬ 
fying  loans,  and  a  supplemental  reserve  for  losses  on  loans.  For 
purposes  of  this  title,  such  reserves  shall  be  treated  as  reserves 
for  bad  debts,  but  no  deduction  shall  be  allowed  for  any  addition 
to  the  supplemental  reserve  for  losses  on  loans. 

“(2)  Allocation  of  pre-i9G3  reserves. — For  purposes  of  this 
section,  the  pre-1963  reserves  shall,  as  of  the  close  of  December 
31,  1962,  be  allocated  to,  and  constitute  the  opening  balance  of — 

“(A)  the  reserve  for  losses  on  nonqualifying  loans, 

“(B)  the  reserve  for  losses  on  qualifying  real  property 
loans,  and 

“(C)  the  supplemental  reserve  for  losses  on  loans. 

“(3)  Method  of  allocation. — The  allocation  provided  by  para¬ 
graph  (2)  shall  be  made — 

“(A)  first,  to  the  reserve  described  in  paragraph  (2)  (A), 
to  the  extent  such  reserve  is  not  increased  above  the  amount 
which  would  be  a  reasonable  addition  under  section  166(c) 
for  a  period  in  which  the  nonqualifying  loans  increased  from 
zero  to  the  amount  thereof  outstanding  at  the  close  of 
December  31,  1962; 

“(B)  second,  to  the  reserve  described  in  paragraph  ( 2 )  ( B ) , 
to  the  extent  such  reserve  is  not  increased  above  the  amount 
which  would  be  determined  under  paragraph  (3)  (A)  or  (4) 
of  subsection  (b)  (whichever  such  amount  is  the  larger)  for 
a  period  in  which  the  qualifying  real  property  loans  increased 
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from  zero  to  the  amount  thereof  outstanding  at  the  close  of 
December  31,  1962;  and 

“(^)  t,ien  to  tlie  supplemental  reserve  for  losses  on  loans. 

(4)  Pke-1003  reserves  defined.— For  purposes  of  this  sub- 
section,  the  term  pre-1963  reserves’  means  the  net  amount,  deter- 
mined  as  of  the  close  of  December  31,  1962  (after  applying 
subsection  (d)(1)),  accumulated  in  the  reserve  for  bad  debts 
pursuant  to  section  166(c)  (or  the  corresponding  provisions  of  26  use  166. 
prior  revenue  laws)  for  taxable  years  beginning  after  December 
31,  1951. 

“(5)  Certain  pre-io52  surplus— If  after  the  application  of 
paragraph  (3),  the  opening  balance  of  the  reserve  described  in 
paragraph  (2)(B)  is  less  than  the  amount  described  in  para¬ 
graph  (3)  (B),  then,  for  purposes  of  this  subsection,  the  term 
‘pre-1963  reserves’  includes  so  much  of  the  surplus,  undivided 
profits,  and  bad  debt  reserves  (determined  as  of  December  31, 

1962)  attributable  to  the  period  before  the  first  taxable  year 
beginning  after  December  31,  1951,  as  does  not  exceed  the  amount 
by  which  such  opening  balance  is  less  than  the  amount  described 
in  paragraph  (3)(B).  For  purposes  of  the  preceding  sentence, 
the  surplus,  undivided  profits,  and  bad  debt  reserves  attributable 
to  the  period  before  the  first  taxable  year  beginning  after  De¬ 
cember  31,  1951,  shall  be  reduced  by  the  amount  thereof  which  is 
attributable  to  interest  which  would  have  been  excludable  from 
gross  income  under  section  22(b)(4)  of  the  Internal  Revenue 
Code  of  1939  (relating  to  interest  on  governmental  obligations)  53  stat.  10. 
or  the  corresponding  provisions  of  prior  laws.  Notwithstanding 
the  second  sentence  of  paragraph  (1),  any  amount  which,  by 
reason  of  t lie  application  of  the  first  sentence  of  this  paragraph, 
is  allocated  to  the  reserve  described  in  paragraph  (2)  (B)  shall 
not  be  treated  as  a  reserve  for  bad  debts  for  any  purpose  other 
than  determining  the  amount  referred  to  in  subsection  (b)(1) 

(B),  and  for  such  purpose  such  amount  shall  be  treated  as  re¬ 
maining  in  such  reserve. 

“(6)  Charging  of  bad  debts  to  reserves.— Any  debt  becoming 
worthless  or  partially  worthless  in  respect  of  a  qualifying  real 
property  loan  shall  be  charged  to  the  reserve  for  losses  on  such 
loans,  and  any  debt  becoming  worthless  or  partially  worthless  in 
respect  of  a  nonqualifying  loan  shall  be  charged  to  the  reserve 
for  losses  on  nonqualifying  loans;  except  that  any  such  debt  may, 
at  the  election  of  the  taxpayer,  be  charged  in  whole  or  in  part 
to  the  supplemental  reserve  for  losses  on  loans. 

“(d)  Taxable  Years  Beginning  in  1962  and  Ending  in  1963. — In 
the  case  of  a  taxable  year  beginning  before  January  1.  1963,  and  end¬ 
ing  after  December  31, 1962,  of  a  taxpayer  described  in  subsection  (a) 
which  uses  the  reserve  method  of  accounting  for  bad  debts,  the  taxable 
income  shall  be  the  sum  of — 

“(1)  that  portion  of  the  taxable  income  allocable  to  the  part 
of  the  taxable  year  occurring  before  January  1,  1963,  reduced  by 
the  amount  of  the  deduction  for  an  addition  to  a  reserve  for  bad 
debts  which  would  be  allowable  under  section  166(c)  (without 
regard  to  the  amendments  made  by  section  6  of  the  Revenue  Act 
of  1962)  if  such  part  year  constituted  a  taxable  year,  plus 

“(2)  that  portion  of  the  taxable  income  allocable  to  the  part 
of  the  taxable  year  occurring  after  December  31,  1962,  reduced 
by  the  amount  of  the  deduction  for  an  addition  to  a  reserve  for 
bad  debts  which  would  be  allowed  under  section  166(c)  (taking 
into  account  the  amendments  made  by  section  6  of  the  Revenue 
Act  of  1962)  if  such  part  year  constituted  a  taxable  year. 
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For  purposes  of  the  preceding  sentence,  the  taxable  income  shall  be 
determined  without  regard  to  any  deduction  under  section  166(c), 
and  the  portion  thereof  allocable  to  each  part  year  shall  be  determined 
on  the  basis  of  the  ratio  which  the  number  of  days  in  such  part  year 
bears  to  the  number  of  days  in  the  entire  taxable  year. 

“(e)  Loans  Defined. — For  purposes  of  this  section — 

“(1)  Qualifying  heal  property  loans. — The  term  ‘qualifying 
real  property  loan’  means  any  loan  secured  by  an  interest  in 
improved  real  property  or  secured  by  an  interest  in  real  property 
which  is  to  be  improved  out  of  the  proceeds  of  the  loan,  but 
such  term  does  not  include — 

“(A)  any  loan  evidenced  by  a  security  (as  defined  in  sec¬ 
tion  165(g) (2)  (C) ) ; 

“(B)  any  loan,  whether  or  not  evidenced  by  a  security  (as 
defined  in  section  165(g)(2)(C)),  the  primary  obligor  on 
which  is — 

“(i)  a  government  or  political  subdivision  or  instru¬ 
mentality  thereof; 

“(ii)  a  bank  (as  defined  in  section  581)  ;  or 

“(iii)  another  member  of  the  same  affiliated  group;  flj 

“(C)  any  loan,  to  the  extent  secured  by  a  deposit  in  or  share^ 
of  the  taxpayer ;  or 

“(D)  any  loan  which,  within  a  60-day  period  beginning  in 
one  taxable  year  of  the  creditor  and  ending  in  its  next  taxable 
vear,  is  made  or  acquired  and  then  repaid  or  disposed  of, 
unless  the  transactions  by  which  such  loan  was  made  or 
acquired  and  then  repaid  or  disposed  of  are  established  to 
be  for  bona  fide  business  purposes. 

For  purposes  of  subparagraph  (B)  (iii) ,  the  term  ‘affiliated  group' 
has  the  meaning  assigned  to  such  term  by  section  1504(a)  ;  except 
that  (i)  the  phrase  ‘more  than  50  percent.’  shall  be  substituted  for 
the  phrase  ‘at  least  80  percent’  each  place  it  appears  in  section 
1504(a),  and  (ii)  all  corporations  shall  be  treated  as  includible 
corporations  (without  any  exclusion  under  section  1504(b) ). 

“(2)  Nonqualifying  loans. — The  tSrm  ‘nonqualifying  loan' 
means  any  loan  which  is  not  a  qualifying  real  property  loan. 

“(6)  Loan. — The  term  ‘loan’  means  debt,  as  the  term  ‘debt’  is 
used  in  section  166. 

“(f)  Distributions  to  Shareholders. — 

“(1)  In  general. — For  purposes  of  this  chapter,  any  distribu-  . 
tion  of  property  (as  defined  in  section  317(a))  by  a  domestic^ 
building  and  loan  association  to  a  shareholder  with  respect  to  its® 
stock,  if  such  distribution  is  not  allowable  as  a  deduction  under 
section  591,  shall  be  treated  as  made — 

“(A)  first  out  of  its  earnings  and  profits  accumulated  in 
taxable  years  beginning  after  December  31, 1951,  to  the  extent 
thereof, 

“(B)  then  out  of  the  reserve  for  losses  on  qualifying  leal 
property  loans,  to  the  extent  additions  to  such  reserve  exceed 
the  additions  which  would  have  been  allowed  under  sub¬ 
section  (b)  (4), 

“(C)  then  out  of  the  supplemental  reserve  for  losses  on 
loans,  to  the  extent  thereof, 

“(D)  then  out  of  such  other  accounts  as  may  be  proper. 
This  paragraph  shall  apply  in  the  case  of  any  distribution  in 
redemption  of  stock  or  in  partial  or  complete  liquidation  of  the 
association,  except  that  any  such  distribution  shall  be  treated  as 
made  first  out  of  the  amount  referred  to  in  subparagraph  (B), 
second  out  of  the  amount  referred  to  in  subparagraph  (C),  third 
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out  of  the  amount  referred  to  in  subparagraph  (A),  and  then 
out  of  such  other  accounts  as  may  be  proper. 

(2)  AmOI  NTS  CHARGE!)  TO  RESERVE  ACCOUNTS  AN1)  INCl.l  DEI)  IN 

(iitoss  income. — If  any  distribution  is  treated  under  paragraph 
( 1 )  as  having  been  made  out  of  the  reserves  described  in  sub- 
paragraphs  (B)  and  (C)  of  such  paragraph,  the  amount  charged 
against  such  reserve  shall  be  the  amount  which,  when  reduced 
by  the  amount  of  tax  imposed  under  this  chapter  and  attributable 
to  t lie  inclusion  of  such  amount  in  gross  income,  is  equal  to  the 
amount  of  such  distribution;  and  the  amount  so  charged  against 
such  reserve  shall  be  included  in  gross  income  of  the  taxpayer 
‘■(3)  Special  rules. — 

“(A)  For  purposes  of  paragraph  (1 )  (13),  additions  to 
the  reserve  for  losses  on  qualifying  real  property  loans  for 
the  taxable  year  in  which  the  distribution  occurs  shall  be 
taken  into  account. 

‘•(B)  For  purposes  of  computing  under  this  section  the 
amount  of  a  reasonable  addition  to  the  reserve  for  losses  on 
jk  qualifying  real  property  loans  for  any  taxable  vear,  any 

ft  amount  charged  during  any  year  to  such  reserve  pursuant  v'o 

the  provisions  of  paragraph  (2)  shall  not  be  taken  into 
account.” 

(b)  Foreclosure  on  Property  Securing  Loans. — Part  II  of  sub¬ 

chapter  H  of  chapter  I  (relating  to  mutual  savings  banks,  etc.)  is  26  use  591- 
amended  by  adding  at  the  end  thereof  the  following  new  section:  594. 

“SEC.  595.  FORECLOSURE  ON  PROPERTY  SECURING  LOANS. 

“(a)  Nonrecognition  of  Gain  or  Loss  as  a  Result  of  Fore¬ 
closure. — In  the  case  of  a  creditor  which  is  an  organization  described 
in  section  593(a),  no  gain  or  loss  shall  be  recognized,  and  no  debt  Ante,  p.  977. 
shall  lie  considered  as  becoming  worthless  or  partially  worthless,  as  the 
j  result  of  such  organization  having  bid  in  at  foreclosure,  or  having 
otherwise  reduced  to  ownership  or  possession  by  agreement  or  process 
of  law,  any  property  which  was  security  for  the  payment  of  any  in¬ 
debtedness. 

“(b)  Character  of  Property. — For  purposes  of  sections  166  and 
1221,  any  property  acquired  in  a  transaction  with  respect  to  which  26  use  166, 

I  gain  or  loss  to  an  organization  was  not  recognized  by  reason  of  sub-  1221. 
section  (a)  shall  lie  considered  as  property  having  the  same  character¬ 
istics  as  the  indebtedness  for  which  such  property  was  security.  Any 
amount  realized  by  such  organization  with  respect  to  such  property 
'kshall  be  treated  for  purposes  of  this  chapter  as  a  payment  on  account 
"of  such  indebtedness,  and  any  loss  with  respect  thereto  shall  be  treated 
as  a  bad  debt  to  which  the  provisions  of  section  166  (relating  to  allow¬ 
ance  of  a  deduction  for  bad  debts)  apply. 

“(c)  Basis. — The  basis  of  any  property  to  which  subsection  (a) 

!  applies  shall  be  the  basis  of  the  indebtedness  for  which  such  property 
was  security  (determined  as  of  the  date  of  the  acquisition  of  such  prop¬ 
erty  ) ,  properly  increased  for  costs  of  acquisition. 

“(d)  Regulatory  Authority. — The  Secretary  or  his  delegate  shall 
prescribe  such  regulations  as  he  may  deem  necessary  to  carry  out  the 
i  purposes  of  this  section.” 

(c)  Definition  of  Domestic  Building  and  Loan  Association. — 

Paragraph  (19)  of  section  7701(a)  (definition  of  domestic  building 

[  and  loan  association)  is  amended  to  read  as  follows : 

“(19)  Domestic  building  and  loan  association. — The  term 
‘domestic  building  and  loan  association’  means  a  domestic  build¬ 
ing  and  loan  association,  a  domestic  savings  and  loan  association, 
and  a  Federal  savings  and  loan  association — 
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“(A)  which  either  (i)  is  an  insured  institution  within  the 
meaning  of  section  401(a)  of  the  National  Housing  Act  (12 
U.S.C.,  sec.  1724(a) ),  or  (ii)  is  subject  by  law  to  supervision 
and  examination  by  State  or  Federal  authority  having  super¬ 
vision  over  such  associations; 

“(B)  substantially  all  of  the  business  of  which  consists 
of  acquiring  the  savings  of  the  public  and  investing  in  loans 
described  in  subparagraph  (C)  ; 

“(C)  at  least  90  percent  of  the  amount  of  the  total  assets 
of  which  (as  of  the  close  of  the  taxable  year)  consists  of  (i) 
cash,  (ii)  obligations  of  the  United  States  or  of  a  State  or 
political  subdivision  thereof,  stock  or  obligations  of  a  cor¬ 
poration  which  is  an  instrumentality  of  the  United  States 
or  of  a  State  or  political  subdivision  thereof,  and  certificates  | 
of  deposit  in,  or  obligations  of,  a  corporation  organized  under 
a  State  law  which  specifically  authorizes  such  corporation  to 
insure  the  deposits  or  share  accounts  of  member  associations, 
(iii)  loans  secured  by  an  interest  in  real  property  and  loans 
made  for  the  improvement  of  real  property,  (iv)  loans 
secured  by  a  deposit  or  share  of  a  member,  (v)  property 
acquired  through  the  liquidation  of  defaulted  loans  described 
in  clause  (iii),  and  (vi)  property  used  by  the  association 
in  the  conduct  of  the  business  described  in  subparagraph 
(B); 

“(D)  of  the  assets  of  which  taken  into  account  under  sub¬ 
paragraph  (C)  as  assets  constituting  the  90  percent  of  total 
assets — 


* 


“(i)  at  least  80  percent  of  the  amount  of  such  assets 
consists  of  assets  described  in  clauses  (i),  (ii),  (iv),  and 
(vi)  of  such  subparagraph  and  of  loans  secured  by  an 
interest  in  real  property  which  is  (or,  from  the  proceeds 
of  the  loan,  will  become)  residential  real  property  or 
real  property  used  primarily  for  church  purposes,  loans 
made  for  the  improvement  of  residential  real  property 
or  real  property  used  primarily  for  church  purposes, 
or  property  acquired  through  the  liquidation  of  de¬ 
faulted  loans  described  in  this  clause;  and 

“(ii)  at  least  60  percent  of  the  amount  of  such  assets 
consists  of  assets  described  in  clauses  (i),  (ii),  (iv),  and 
(vi)  of  such  subparagraph  and  of  loans  secured  by  an  a 
interest  in  real  property  which  is  (or,  from  the  proceeds® 
of  the  loan,  will  become)  residential  real  property  con-  ^ 
tabling  4  or  fewer  family  units  or  real  property  used 
primarily  for  church  purposes,  loans  made  for  the  im-  j 
provement  of  residential  real  property  containing  4  or 
fewer  family  units  or  real  property  used  primarily  for 
church  purposes,  or  property  acquired  through  the  liqui¬ 
dation  of  defaulted  loans  described  in  this  clause; 

“(PI)  not  more  than  18  percent  of  the  amount  of  the  total 
assets  of  which  (as  of  the  close  of  the  taxable  year)  consists 
of  assets  other  than  those  described  in  clause  (i)  of  subpara¬ 
graph  (D),  and  not  more  than  86  percent  of  the  amount  of 
the  total  assets  of  which  (as  of  the  close  of  the  taxable  year) 
consists  of  assets  other  than  those  described  in  clause  (ii) 
of  subparagraph  (D)  ;  and 

“(F)  except  for  property  described  in  subparagraph  (C), 
not  more  than  3  percent  of  the  assets  of  which  consists  of 
stock  of  any  corporation. 
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llie  teim  domestic  building  and  loan  association’  also  includes 
any  association  which,  for  the  taxable  year,  would  satisfy  the  re¬ 
quirements  of  the  first  sentence  of  this  paragraph  if  ‘41  percent’ 
were  substituted  for  ‘36  percent'  in  subparagraph  (E).  Except 
in  the  case  ot  the  taxpayer’s  first  taxable  year  beginning  after  the 
date  ot  the  enactment  of  the  Revenue  Act  of  1962,  the  second 
sentence  of  this  paragraph  shall  not  apply  to  an  association  for 
the  taxable  year  unless  such  association  (i)  was  a  domestic  build¬ 
ing  and  loan  association  within  the  meaning  of  the  first  sentence 
of  l  his  paragraph  for  the  first  taxable  year  preceding  the  taxable 
year,  or  (ii)  was  a  domestic  building  and  loan  association  solely 
by  reason  of  the  second  sentence  of  this  paragraph  for  the  first 
taxable  year  preceding  the  taxable  year  (but  not  for  the  second 
preceding  taxable  year).  At  the  election  of  the  taxpayer  the 
percentages  specified  in  this  paragraph  shall  be  applied  on  the 
basis  of  the  average  assets  outstanding  during  the  taxable  year, 
in  lieu  of  the  close  of  the  taxable  year,  computed  under  refla¬ 
tions  prescribed  by  the  Secretary  or  his  delegate.” 

(d)  Clerical  Amendments.— The  table  of  sections  for  part  II  of 
jsiibchapter  H  of  chapter  1  is  amended —  26  use  591- 

( 1 )  by  striking  out  the  third  item  and  inserting  in  lieu  thereof  594* 
the  following: 


‘‘Sec.  583.  Reserves  for  losses  on  loans.” 

by  adding  at  the  end  thereof  the  following: 
“Sec.  395.  Foreclosure  on  property  securing  loans.” 


(e)  Repeal  of  Exemption  From  Certain  Taxes. — 

( 1 )  Amendment  to  home  owners’  loan  act  of  i  933. — Section 
5(h)  of  the  Home  Owners’  Loan  Act  of  1933,  as  amended  (12 
U.S.C.  sec.  1464(h)),  is  amended  to  read  as  follows: 

“(h)  No  State,  county,  municipal,  or  local  taxing  authority  shall 
impose  any  tax  on  such  associations  or  their  franchise,  capital,  reserves, 
surplus,  loans,  or  income  greater  than  that  imposed  by  such  authority 
on  other  similar  local  mutual  or  cooperative  thrift  and  home  financing 
institutions.” 


48  Stat.  133; 
65  Stat.  490. 


(2)  Certain  documentary  stamp  taxes. — Section  4382(a)(2)  26  use  4382. 
(relating  to  exemptions  from  documentary  stamp  taxes)  is 
amended  to  read  as  follows : 

“(2)  Domestic  building  and  loan  associations  and  mutual 
ditch  or  irrigation  companies. — Shares  or  certificates  of  stock 
|  issued  by  domestic  building  and  loan  associations  and  cooperative 

r  banks,  to  the  extent  such  shares  or  certificates  represent  deposits 

or  withdrawable  accounts;  or  shares  or  certificates  of  stock  and 
certificates  of  indebtedness  issued  by  mutual  ditch  or  irrigation 
companies.” 

(f )  Deduction  for  Dividends  or  Interest  Paid  on  Deposits. — Sec- 
tion  591  (relating  to  deduction  for  dividends  paid  on  deposits)  is 
amended — 

(1)  by  striking  out  “and  domestic  building  and  loan  associa¬ 
tions"  and  inserting  in  lieu  thereof  the  following:  “domestic  build¬ 
ing  and  loan  associations,  and  other  savings  institutions  char¬ 
tered  and  supervised  as  savings  and  loan  or  similar  associations 
under  Federal  or  State  law”;  and 

(2)  by  inserting  after  “dividends”  the  following:  “or  interest”. 

(g)  Effective  Dates. — 

(1)  The  amendment  made  by  subsection  (a)  shall  apply  to 
taxable  years  ending  after  December  31,  1962,  except  that  section 
593(f)  of  the  Internal  Revenue  Code  of  1954  shall  apply  to  dis-  Ante,  p.  981. 


Ante,  p.  982. 


26  USC  4251. 
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tributions  after  December  31,  1962,  in  taxable  years  ending  after 
such  date. 

(2)  The  amendment  made  by  subsection  (b)  shall  apply  to 
transactions  described  in  section  595(a)  of  the  Internal  Revenue 
Code  of  1954  occurring  after  December  31,  1962,  in  taxable  years 
ending  after  such  date. 

(3)  The  amendment  made  by  subsection  (c)  shall  apply  to 
taxable  years  beginning  after  the  date  of  the  enactment  of  this 
Act. 

(4)  Subsection  (e)  of  this  section  shall  become  effective  on 
January  1, 1963,  except  that — 

(A)  in  the  case  of  the  tax  imposed  by  section  4251  of  the 
Internal  Revenue  Code  of  1954,  such  subsection  shall  apply 
only  with  respect  to  amounts  paid  pursuant  to  bills  rendered 
after  December  31,  1962;  and 

(B)  in  the  case  of  the  tax  imposed  by  section  4261  of  such 
Code,  such  subsection  shall  apply  only  with  respect  to  trans¬ 
portation  beginning  after  December  31,  1962. 


Post,  p.  988. 
Post,  p.  988. 


SEC.  7.  DISTRIBUTIONS  BY  FOREIGN  TRUSTS.  j. 

(a)  Definitions. —  .  flj 

(1)  Income  of  foreign  trust. — Section  643(a)(6)  (relating 
to  modifications  taken  into  account  in  computing  distributable 
net  income)  is  amended  to  read  as  follows : 

“(6)  Income  of  foreign  trust. — In  the  case  of  a  foreign 
trust — 

“(A)  There  shall  be  included  the  amounts  of  gross  income 
from  sources  without  the  United  States,  reduced  by  any 
amounts  which  would  be  deductible  in  respect  of  disburse¬ 
ments  allocable  to  such  income  but  for  the  provisions  of  sec¬ 
tion  265(1)  (relating  to  disallowance  of  certain  deductions). 

“(B)  Gross  income  from  sources  within  the  United  States 
shall  be  determined  without  regard  to  section  894  (relating 
to  income  exempt  under  treaty). 

“(C)  Paragraph  (3)  shall  not  apply  to  a  foreign  trust 
created  by  a  United  States  person.  In  the  case  of  such  a 
trust,  (i)  there  shall  be  included  gains  from  the  sale  or 
exchange  of  capital  assets,  reduced  by  losses  from  such  sales  or 
exchanges  to  the  extent  such  losses  do  not  exceed  gains  from 
such  sales  or  exchanges,  and  (ii)  the  deduction  under  section 
1202  (relating  to  deduction  for  excess  of  capital  gains  over 
capital  losses)  shall  not  be  taken  into  account."’  Mt 

(2)  Foreign  trusts. — Section  643  (relating  to  definitions) 

amended  by  adding  at  the  end  thereof  the  following  new  sub¬ 
section  :  ^  J 

“(d)  Foreign  Trusts  Created  by  United  States  Persons. — For 
purposes  of  this  part,  the  term  ‘foreign  trust  created  by  a  United 
States  person’  means  that  portion  of  a  foreign  trust  (as  defined  in 
section  7701(a)  (31))  attributable  to  money  or  property  transferred 
directly  or  indirectly  by  a  United  States  person  (as  defined  in  sec¬ 
tion  7701(a)  (30)),  or  under  the  will  of  a  decedent  who  at  the  date 
of  his  death  was  a  United  States  citizen  or  resident.” 

(b)  Accumulation  Distributions  of  Foreign  Trusts. — 

(1)  Section  665(b)  (relating  to  definitions  applicable  to  sub¬ 
part  D)  is  amended  by  striking  out  “(b)  Accumulation  Distri¬ 
bution. — For  purposes  of  this  subpart,”  and  inserting  in  lieu 
thereof  the  following: 

“(b)  Accumulation  Distributions  of  Trusts  Other  Than  Cer¬ 
tain  Foreign  Trusts.— For  purposes  of  this  subpart,  in  the  case  of 
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a  trust  J  other  than  a  foreign  trust  created  by  a  United  States 

person ) 

(2)  Section  665  is  amended  by  redesignating  subsections  (c)  26  use  665 
and  (d)  as  (d)  and  (e),  respectively,  and  by  inserting  after  sub¬ 
section  (b)  the  following  new  subsection : 

“(c)  Accumulation  Distribution  of  Certain  Foreign  Trusts.— 

For  purposes  of  this  subpart,  in  the  case  of  a  foreign  trust  created 
by  a  United  States  person,  the  term  ‘accumulation  distribution’  for 
any  taxable  year  of  the  trust  means  the  amount  by  which  the  amounts 
specified  in  paragraph  (2)  of  section  661(a)  for  such  taxable  year 
exceed  distributable  net  income,  reduced  by  the  amounts  specified  in 
i  paragraph  (1)  of  section  661(a).  For  purposes  of  this  subsection, 
the  amount  specified  in  paragraph  (2)  of  section  661(a)  shall  be 
determined  without  regard  to  section  666.  Any  amount  paid  to  a 
United  States  person  which  is  from  a  payor  who  is  not  a  United  States 
person  and  which  is  derived  directly  or  indirectly  from  a  foreign 
trust  created  by  a  United  States  person  shall  be  deemed  in  the  year 
of  payment  to  have  been  directly  paid  by  the  foreign  trust.” 

IL  (c)  Allocation  of  Accumulation  Distributions  to  Preceding 

JPears. — Section  666(a)  (relating  to  accumulation  distribution  alio-  26  use  666. 

I  seated  to  5  preceding  years)  is  amended — 

(1)  by  striking  out  “(a)  Amount  Allocated. — In  the  case  of 
a  trust”  and  inserting  in  lieu  thereof  the  following: 

“(a)  Amount  Allocated. — In  the  case  of  a  trust  (other  than  a 
foreign  trust  created  by  a  United  States  person )  ” ;  and 

(2)  by  adding  at  the  end  thereof  the  following  new  sentence: 

“In  the  case  of  a  foreign  trust  created  by  a  United  States  person, 
this  subsection  shall  apply  to  the  preceding  taxable  years  of  the  trust 

| without  regard  to  any  provision  of  the  preceding  sentences  which 
would  (but  for  t his  sentence)  limit  its  application  to  the  5  preceding 
taxable  years.” 

1’  (d)  Amounts  Treated  as  Received  in  Prior  Years.— Section  668 

(a)  (relating  to  amounts  treated  as  received  in  prior  taxable  years) 
is  amended  by  adding  at  the  end  thereof  the  following  new  sentence: 

“Except  as  provided  in  section  669,  in  the  case  of  a  foreign  trust 
'  created  by  a  United  States  person  the  preceding  sentence  shall  not 
apply  to  any  beneficiary  who  is  a  United  States  person.” 

(e)  Special  Rules  for  Foreign  Trusts. — Subpart  D  of  part  I  of 
jsubchapter  J  of  chapter  1  (relating  to  treatment  of  excess  distribu-  26  use  665- 
t  tions  by  trusts)  is  amended  by  adding  at  the  end  thereof  the  following  668. 
f|ew  section : 

*SEC.  669.  SPECIAL  RULES  APPLICABLE  TO  CERTAIN  FOREIGN 
TRUSTS. 

[  “(a)  Limitation  on  Tax. — 

“(1)  General  rule. — At  the  election  of  a  beneficiary  who  is  a 
United  States  person  (as  defined  in  section  7701  (a)  (30))  and  Post,  p.  988. 
who  satisfies  the  requirements  of  subsection  (b),  the  tax  attrib¬ 
utable  to  the  amounts  treated  under  section  668(a)  as  having  been 
received  by  him  from  a  foreign  trust  created  by  a  I  nited  States 
person  on  the  last  day  of  a  preceding  taxable  year  of  the  trust 
shall  not  be  greater  than — 

“(A)  the  tax  determined  under  the  next  to  the  last  sentence 
of  section  668(a),  or 

“(P)  the  tax  determined  by  multiplying  by  the  number  of 
preceding  taxable  years  of  the  trust,  on  the  last  day  of  each 
of  which  an  amount  is  deemed  under  section  666(a)  to  have  Supra, 
been  distributed,  the  average  of  the  increase  in  tax  attributable 
to  recomputing  the  beneficiary’s  gross  income  for  the  taxable 
year  and  each  of  his  2  taxable  years  immediately  preceding 
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the  year  of  the  accumulation  distribution  by  adding  to  the 
income  of  each  of  such  years  an  amount  determined  by  divid¬ 
ing  the  amount  required  to  be  included  in  income  under  sec¬ 
tion  668(a)  by  such  number  of  preceding  taxable  years  of  the 
trust.  The  recomputation  for  the  taxable  year  shall  be  made 
without  regard  to  the  inclusion  in  income  required  by  section 
668(a)  of  any  amount  other  than  pursuant  to  this  paragraph. 

“(2)  Exceptions. — 

“(A)  When  an  accumulation  distribution  is  deemed  under 
section  666(a)  to  have  been  distributed  on  the  last  day  of  less 
than  3  taxable  years  of  the  trust,  the  taxable  years  of  the 
beneficiary  for  which  a  recomputation  is  made  under  subsec¬ 
tion  (a)(1)(B)  shall  equal  the  number  of  years  to  which 
section  666(a)  applies,  commencing  with  the  most  recent 
taxable  year  of  the  beneficiary. 

“(B)  If  a  beneficiary  was  not  alive  on  the  last  day  of  each 
preceding  taxable  year  of  the  trust  with  respect  to  which  a 
distribution  is  deemed  made  under  section  666(a),  paragraph 
(1)(A)  of  this  subsection  shall  not  apply.  In  applying 
paragraph  (1)  (B)  of  this  subsection,  no  recomputation  shaflj 
be  made  for  a  beneficiary  for  a  taxable  year  for  which  h?' 
was  not  alive;  if  he  has  no  preceding  taxable  year,  the  recom¬ 
putation  shall  be  made  on  the  basis  of  his  taxable  year  with¬ 
out  regard  to  the  inclusion  in  income  required  by  section 
668(a)  of  any  amount  other  than  pursuant  to  paragraph 

(1)(B).  .  ... 

“(3)  Effect  of  prior  election. — In  computing  the  limitation 
on  tax  under  paragraph  (1)  of  this  subsection  for  any 
beneficiary — 

“(A)  Subsequent  election  under  paragraph  (d(a>. — If 
an  election  has  been  made  under  paragraph  (1)  (B)/of  this 
subsection,  for  purposes  of  a  subsequent  election  under  para¬ 
graph  (1)  (A)  the  income  of  any  year  with  respect  to  which 
an  amount  is  deemed  distributed  to  a  beneficiary  under  section 
666(a)  shall  include  amounts  previously  deemed  distributed 
to  such  beneficiary  for  such  year  as  a  result  of  an  accumula¬ 
tion  distribution  with  respect  to  which  an  election  under 
paragraph  (1)(B)  was  made. 

“(B)  Subsequent  election  under  paragraph  (ihb). — 
If  with  respect  to  an  accumulation  distribution  an  election 
has  been  made  under  either  paragraph  (1)  (A)  or  paragraph 
(1)  .(B)  of  this  subsection,  or  the  next  to  the  last  sentence  o^| 
section  668(a)  has  applied,  for  purposes  of  a  subsequent 
election  under  paragraph  (1)(B)  the  number  of  preceding 
taxable  years  of  the  trust  with  respect  to  which  an  amount 
is  deemed  distributed  to  a  beneficiary  under  section  666(a) 
shall  be  determined  without  regard  to  any  such  year  with 
respect  to  which  an  amount  was  previously  deemed  distributed 
to  such  beneficiary. 

“(b)  Information  Requirement. — The  election  of  a  beneficiary  to 
apply  the  limitations  on  tax  provided  in  subsection  (a)  of  this  section 
shall  not  be  effective  unless  the  beneficiary  at  the  time  of  making  the 
election  supplies  such  information  with  respect  to  the  operation  and 
accounts  of  the  trust,  for  each  taxable  year  on  the  last  day  of  which 
an  amount  is  deemed  distributed  under  section  666(a),  as  the  Secretary 
or  his  delegate  may  by  regulations  prescribe.” 

(f)  Information  Returns  With  Respect  to  Foreign  Trusts. — 
Subpart  B  of  part  I  IT  of  subchapter  A  of  chapter  61  ( relating  to  infor- 
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motion  concerning  transactions  with  other  persons)  is  amended  bv 
adding  at  the  end  thereof  tlie  following  new  section  : 

“SEC.  6048.  RE™^|  ^S^TO  CREATION  OF  OR  TRANSFERS  TO  CERTAIN 

;  “(a) “General  Rule —On  or  before  the  90th  day  after— 

( 1 )  the  creation  of  any  foreign  trust  by  a  United  States  person 
or  1  ’ 

.  ( “ t  Uansfer  of  any  money  or  property  to  a  foreign  trust 

by  a  l  nited  States  person, 

the  grantor  in  the  case  of  an  inter  vivos  trust,  the  fiduciary  of  an  estate 
in  the  case  of  a  testamentary  trust,  or  the  transferor,  as 'the  case  may 
be,  shall  make  a  return  in  compliance  with  the  provisions  of  subsection 

(b). 

“(b)  Form  and  Contents  of  Returns. — The  returns  required  by 
subsection  (a)  shall  be  in  such  form  and  shall  set  forth,  in  respect  of 
the  foreign  trust,  such  information  as  the  Secretary  or  his  delegate 
prescribes  by  regulation  as  necessary  for  carrying  out  the  provisions  of 
the  income  tax  laws. 

“(c)  Cross  References. — 


I 


Infra;  26  USC 
7203. 

Ante,  p. 


985. 


26  USC  6651- 
6659. 


“(1)  For  provisions  relating  to  penalties  for  violations  of  this 
section,  see  sections  6677  and  7203. 

“(2)  For  definition  of  the  term  ‘foreign  trust  created  by  a  United 
States  person’,  see  section  643(d).’' 

(g)  Failure  To  File  Information  Returns. — Subchapter  B  of 
chapter  68  (relating  to  assessable  penalties)  is  amended  by  adding  at 
the  end  thereof  the  following  new  section  : 

“SEC.  6677.  FAILURE  TO  FILE  INFORMATION  RETURNS  WITH  RESPECT 
TO  CERTAIN  FOREIGN  TRUSTS. 

“(a)  (  ivil  Penalty. — In  addition  to  any  criminal  penalty  pro¬ 
vided  by  law,  any  person  required  to  file  a  return  under  section  6048 
[who  fails  to  file  such  return  at  the  time  provided  in  such  section,  or 
who  files  a  return  which  does  not  show  the  information  required  pur¬ 
suant.  to  such  section,  shall  pay  a  penalty  equal  to  5  percent  of  the 
amount,  transferred  to  a  trust,  but.  not  more  than  $1,000,  unless  it  is 
shown  that  such  failure  is  due  to  reasonable  cause. 

“(b)  Deficiency  Procedures  Not  To  Apply. — Subchapter  B  of 
(chapter  63  (relating  to  deficiency  procedures  for  income,  estate,  and 
gift,  taxes)  shall  not  apply  in  respect  of  the  assessment  or  collection  of 
any  penalty  imposed  by  subsection  (a).” 

(h)  United  States  Person  Defined. — Section  7701  (a)  is  amended  26  use  7701. 
f  fcy  adding  at  the  end  thereof  the  following  new  paragraphs : 

Jr  “  ( 30)  United  States  person. — The  term  ‘United  States  person’ 
means — - 

a  citizen  or  resident  of  the  United  States, 
a  domestic  partnership, 
a  domestic  corporation,  and 

any  estate  or  trust  (other  than  a  foreign  estate  or 
foreign  trust,  within  the  meaning  of  section  7701  (a)  (31 ) ) . 

*(31)  Foreign  estate  or  trust. — The  terms  ‘foreign  estate* 


26  USC 
6216. 


6211- 


“(A) 

“(B) 

“(C) 

“(D) 


and  ‘foreign  trust’  mean  an  estate  or  trust,  as  the  case  may  be, 
the  income  of  which  from  sources  without  the  United  States  is 
not  includible  in  gross  income  under  subtitle  A.” 

(i)  Technical  Amendments. — 

(1)  The  table  of  sections  for  subpart  D  of  subchapter  J  of 
chapter  1  (relating  to  treatment  of  excess  distributions  by  trusts) 
is  amended  by  adding  at  the  end  thereof 

'•Sec.  6(50.  Special  rules  applicable  to  certain  foreign  trusts.” 
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(2)  The  table  of  sections  for  subpart  B  of  part  III  of  subchapter 
A  of  chapter  61  (relating  to  information  concerning  transactions 
with  other  persons)  is  amended  by  adding  at  the  end  thereof 

“See.  6048.  Returns  as  to  creation  of  or  transfers  to  certain  foreign 
trusts.” 

(3)  The  table  of  sections  for  subchapter  B  of  chapter  68  (re¬ 
lating  to  assessable  penalties)  is  amended  by  adding  at  the  end 
thereof 


“Sec.  6677.  Failure  to  file  information  returns  with  respect  to  cer¬ 
tain  foreign  trusts.” 

(j)  Effective  Date. — The  amendments  made  by  this  section  (other 
than  by  subsections  (f),  (g),  and  (h))  shall  apply  with  respect  to 
distributions  made  after  December  31,  1962. 

SEC.  8.  MUTUAL  INSURANCE  COMPANIES  (OTHER  THAN  LIFE, 
MARINE,  AND  CERTAIN  FIRE  OR  FLOOD  INSURANCE  COM¬ 
PANIES),  ETC. 


(a)  Imposition  of  Tax. — So  much  of  part  II  of  subchapter  L  (re- 
ating  to  mutual  insurance  companies,  other  than  life  or  marine  or 


fi 

pr 


re  insurance  companies  issuing  perpetual  policies)  of  chapter  1  f 
recedes  section  822  is  amended  to  read  as  follows: 


“PART  II— MUTUAL  INSURANCE  COMPANIES  (OTHER 
THAN  LIFE  AND  CERTAIN  MARINE  INSUR¬ 
ANCE  COMPANIES  AND  OTHER  THAN  FIRE 
OR  FLOOD  INSURANCE  COMPANIES  WHICH 
OPERATE  ON  BASIS  OF  PERPETUAL  POLI¬ 
CIES  OR  PREMIUM  DEPOSITS) 

“Sec.  821.  Tax  on  mutual  insurance  companies  to  which  part  II 
applies. 

"Sec.  822.  Determination  of  taxable  investment  income. 

“Sec.  823.  Determination  of  statutory  underwriting  income  or  loss. 
"Sec.  824.  Adjustments  to  provide  protection  against  losses. 

"Sec.  823.  Unused  loss  deduction. 

"Sec.  826.  Election  by  reciprocal. 


“SEC.  821.  TAX  ON  MUTUAL  INSURANCE  COMPANIES  TO  WHICH 
PART  II  APPLIES. 


u(a)  Imposition  of  Tax. — A  t six  is  hereby  imposed  for  each  taxable 
year  beginning  after  December  31,  1962,  on  the  mutual  insurance  com¬ 
pany  taxable  income  of  every  mutual  insurance  company  (other  than 
a  life  insurance  company  and  other  than  a  tire,  flood,  or  marine  insur¬ 
ance  company  subject  to  the  tax  imposed  by  section  831).  Such  tax 
shall  consist  of —  A 

"  ( 1 )  Normal  tax. — 


“(A)  Taxable  years  beginning  before  julv  i,  iso::. — 
In  the  case  of  taxable  years  beginning  before  July  1.  1963,  a 
normal  tax  of  30  percent  of  the  mutual  insurance  company 
taxable  income,  or  60  percent  of  the  amount  by  which  such 
taxable  income  exceeds  $6,000,  whichever  is  the  lesser; 

“(B)  Taxable  years  beginning  after  jine  bo,  i o o . — 
In  the  case  of  taxable  years  beginning  after  June  30,  1963, 
a  normal  tax  of  25  percent  of  the  mutual  insurance  company 
taxable  income,  or  50  percent  of  the  amount  by  which  such 
taxable  income  exceeds  $6,000,  whichever  is  the  lesser;  plus 
“(2)  Surtax. — A  surtax  of  22  percent  of  the  mutual  insurance 
company  taxable  income  (computed  without  regard  to  the  deduc¬ 
tion  provided  in  section  242  for  partially  tax-exempt  interest) 
in  excess  of  $25,000. 

“(b)  Mutual  Insurance  Company  Taxable  Income  Defined. — 
For  purposes  of  this  part,  the  term  ‘mutual  insurance  company  tax- 
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able  income’  means,  with  respect  to  any  taxable  year,  the  amount  bv 
which — 

"(1)  the  sum  of — 

“(A)  the  taxable  investment  income  (as  defined  in  section 
822(a)  (1)), 

“(B)  the  statutory  underwriting  income  (as  defined  in 
section  823(a)(1)),  and 

“(C)  the  amounts  required  by  section  824(d)  to  be  sub¬ 
tracted  from  the  protection  against  loss  account,  exceeds 
“(2)  the  sum  of— 

“(A)  the  investment  loss  (as  defined  in  section  822(a) 

(2)),  V  ' 

“(B)  the  statutory  underwriting  loss  (as  defined  in  sec¬ 
tion  823(a)(2)),  and 

“(C)  the  unused  loss  deduction  provided  bv  section  825(a). 
“(c)  Alternative  Tax  for  Certain  Small  Companies. — 

“(1)  Imposition  of  tax. — In  the  case  of  taxable  years  begin¬ 
ning  after  December  31,  1962,  there  is  hereby  imposed  for  each 
a-  taxable  year  on  the  income  of  each  mutual  insurance  company  to 
W  which  this  subsection  applies  a  tax  (which  shall  be  in  lieu  of 
< lie  tax  imposed  by  subsection  (a))  computed  as  follows: 

“(A)  Normal  tax. — 


“(i)  Taxable  years  beginning  before  july  i,  i — 
In  the  case  of  taxable  years  beginning  before  July  1, 
1963,  a  normal  tax  of  30  percent  of  the  taxable  invest¬ 
ment  income,  or  60  percent  of  the  amount  by  which  such 
taxable  income  exceeds  $3,000,  whichever  is  the  lesser; 

“(ii)  Taxable  years  beginning  after  june  ho,  1003. — 
In  the  case  of  taxable  years  beginning  after  June  30, 
1963,  a  normal  tax  of  25  percent  of  the  taxable  investment 
income,  or  50  percent  of  the  amount  by  which  such  tax¬ 
able  income  exceeds  $3,000,  whichever  is  the  lesser;  plus 
“(B)  Surtax. — A  surtax  of  22  percent  of  the  taxable 
investment  income  (computed  without  regard  to  the  deduc¬ 
tion  provided  in  section  242  for  partially  tax-exempt  interest) 
in  excess  of  $25,000. 

“(2)  Gross  amount  received,  over  $150,000  but  less  than 
$250,000. — If  the  gross  amount  received  during  the  taxable  year 
from  the  items  described  in  section  822(b)  (other  than  paragraph 
(1)(D)  thereof)  and  premiums  (including  deposits  and  assess- 
ji^  ments)  is  over  $150,000  but  less  than  $250, 000,  the  tax  imposed  by 
^  paragraph  (1)  shall  be  reduced  to  an  amount  which  bears  the 
same  proportion  to  the  amount  of  the  tax  determined  under 
paragraph  (1)  as  the  excess  over  $150,000  of  such  gross  amount 
received  bears  to  $100,000. 

“(3)  Companies  to  which  subsection  applies. — 

“(A)  In  general. — Except  as  provided  in  subparagraph 
(B),  this  subsection  shall  apply  to  every  mutual  insurance 
company  (other  than  a  life  insurance  company  and  other 
than  a  fire,  flood,  or  marine  insurance  company  subject  to  the 
tax  imposed  by  section  831)  which  received  during  the  taxable 
year  from  the  items  described  in  section  822(b)  (other  than 
paragraph  (1)(D)  thereof)  and  premiums  (including 
deposits  and  assessments)  a  gross  amount  in  excess  of  $150,000 
but  not  in  excess  of  $500,000. 

“(B)  Exceptions. — This  subsection  shall  not  apply  to  a 
mutual  insurance  company  for  the  taxable  year  if — 

“(i)  there  is  in  effect  an  election  by  such  company 
made  under  subsection  (d)  to  be  taxable  under  subsection 
(a)  ;  or 
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“(ii)  there  is  any  amount  in  the  protection  against 
loss  account  at  the  beginning  of  the  taxable  year. 

“(d)  Election  To  Include  Statutory  Underwriting  Income  or 
Loss. — 

“(1)  In  general. — Any  mutual  insurance  company  which  is 
subject  to  the  tax  imposed  by  subsection  (c)  may  elect,  in  such 
manner  and  at  such  time  as  the  Secretary  or  his  delegate  may  by 
regulations  prescribe,  to  be  subject  to  the  tax  imposed  by  sub¬ 
section  (a). 

“(2)  Effect  of  election.— If  an  election  is  made  under  para¬ 
graph  (1),  the  electing  company  shall  be  subject  to  the  tax 
imposed  by  subsection  (a)  (and  shall  not  be  subject  to  the  tax 
imposed  by  subsection  (c) )  for  the  first  taxable  year  for  which 
such  election  is  made  and  for  all  taxable  years  thereafter  unless 
the  Secretary  or  his  delegate  consents  to  a  revocation  of  such 
election. 

‘‘(e)  No  United  States  Insurance  Business. — Foreign  mutual 
insurance  companies  (other  than  a  life  insurance  company  and  other 
than  a  tire,  flood,  or  marine  insurance  company  subject  to  the  tax  irn^i 
posed  by  section  831)  not  carrying  on  an  insurance  business  witliifll 
the  United  States  shall  not  be  subject  to  this  part  but  shall  be  taxable 
as  other  foreign  corporations. 

“(f)  Special  Transitional  Underwriting  Loss. — 

“(1)  Companies  to  which  subsection  applies. — This  subsec¬ 
tion  shall  apply  to  every  mutual  insurance  company  which  has 
been  subject  to  the  tax  imposed  by  this  section  (as  in  effect  before 
the  enactment  of  this  subsection)  for  the  5  taxable  years  immedi¬ 
ately  preceding  January  1,  1962,  and  has  incurred  an  under¬ 
writing  loss  for  each  of  such  5  taxable  years. 

“(2)  Reduction  of  statutory  underwriting  income. — For 
purposes  of  this  part,  the  statutory  underwriting  income  of  a 
company  described  in  paragraph  (1)  for  the  taxable  year  shall  be 
the  statutory  underwriting  income  for  the  taxable  year  (deter¬ 
mined  without  regard  to  this  subsection)  'reduced  by  the  amount 
by  which — 

“(A)  the  sum  of  the  underwriting  losses  of  such  company 
for  the  5  taxable  years  immediately  preceding  January  1, 
1962,  exceeds 

“(B)  the  total  amount  by  which  the  company’s  statutory 
underwriting  income  was  reduced  by  reason  of  this  subsec¬ 
tion  for  prior  taxable  years.  ^ 

“(3)  Underwriting  loss  defined. — For  purposes  of  this  sut^fl 
section,  the  term  ‘underwriting  loss’  means  statutory  underwriting 
loss,  computed  without  any  deduction  under  section  824(a)  and 
without  any  deduction  under  section  832(c)  (11). 

“(4)  Years  to  which  subsection  applies. — This  subsection 
shall  apply  with  respect  to  any  taxable  year  beginning  after 
December  31,  1962,  and  before  January  1,  1968,  for  which  the 
taxpayer  is  s.ubject  to  the  tax  imposed  by  subsection  (a) . 

“(g)  Cross  References.— 

“(1)  For  exemption  from  tax  of  certain  mutual  insurance  com¬ 
panies,  see  section  501(c)  (15). 

“<  2)  For  alternative  tax  in  case  of  capital  gains,  see  section 
1201(a).” 


(b)  Taxable  Investment  Income. — 

(1)  In  general. — Section  822  (relating  to  determination  of 
mutual  insurance  company  taxable  income)  is  amended  by  strik- 
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(a)  and  inserting  in  lieu 


“SEC.  822.  DETERMINATION  OF  TAXABLE  INVESTMENT  INCOME. 

“(a)  Definitions. — For  purposes  of  this  part — 

“(1)  The  term  ‘taxable  investment  income'  means  the  gross 

I  investment  income,  minus  the  deductions  provided  in  subsection 

(c). 

‘‘(2)  The  term  ‘investment  loss'  means  the  amount  by  which  the 
deductions  proi  ided  in  subsection  (c)  exceed  the  gross  investment 

II  income. 

(2)  Conforming  amendments.— Subsections  (c)  and  (e)  of 
section  822  are  each  amended  by  striking  out  “mutual  insurance 
■  company  taxable  income"  each  place  it  appears  and  inserting  in 
lieu  thereof  “taxable  investment  income’’. 

(3)  Dividends  received  deduction. — Section  822(c)(7)  (re¬ 
lating  to  special  deductions)  is  amended  by  adding  at  the  end 
thereof  the  following  new  sentence:  “In  applying  section  246(b) 
(relating  to  limitation  on  aggregate  amount  of  deductions  for 
A  dividends  received)  for  purposes  of  this  paragraph,  the  reference 
in  such  section  to  taxable  income  shall  be  treated  as  a  reference 
to  “taxable  investment  income’.” 

(4)  Redesignation  of  section  s 2 a. —Part  II  of  subchapter  L 

I  of  chapter  1  is  amended  by  striking  out 
“SEC.  823.  OTHER  DEFINITIONS. 

“For  purposes  of  this  part — ”, 

■  and  inserting  in  lieu  thereof  (at  the  end  of  section  822)  the 
following: 

“(f)  Definitions. — For  purposes  of  this  part — ". 

(c)  Statutory  Underwriting  Income  or  Loss. — Part  II  of  sub- 
ehapter  L  of  chapter  1  is  amended  by  adding  after  section  822(f)  (as 
redesignated  by  subsection  (b)  (4)  of  this  section)  the  following  new 
sections : 


“SEC.  823.  DETERMINATION  OF  STATUTORY  UNDERWRITING  INCOME 
OR  LOSS. 

“(a)  In  General. — For  purposes  of  this  part — 

“(1)  The  term  ‘statutory  underwriting  income’  means  the 
amount  by  which — 

“(A)  the  gross  income  which  would  be  taken  into  account 
in  computing  taxable  income  under  section  832  if  the  tax- 
Ifc  payer  were  subject  to  the  tax  imposed  by  section  831,  reduced 

’▼  by  the  gross  investment  income,  exceeds 

“(B)  the  sum  of  (i)  the  deductions  which  would  be  taken 
into  account  in  computing  taxable  income  if  the  taxpayer 
were  subject  to  the  tax  imposed  by  section  831,  reduced  by 
the  deductions  provided  in  section  822(c),  plus  (ii)  the 
deductions  provided  in  subsection  (c)  and  section  824(a). 
“(2)  The  term  ‘statutory  underwriting  loss’  means  the  excess 
of  the  amount  referred  to  in  paragraph  (1)  (B)  over  the  amount 
referred  to  in  paragraph  (1)  (A). 

“(b)  Modifications. — In  applying  subsection  (a)  — 

“(1)  Net  operating  loss  deduction. — The  deduction  for  net 
operating  losses  provided  in  section  172  shall  not  be  allowed. 

“(2)  Interinsi  rers. — In  the  case  of  a  mutual  insurance  com¬ 
pany  which  is  an  interinsurer  or  reciprocal  underwriter — 

“(A)  there  shall  be  allowed  as  a  deduction  the  increase  for 
the  taxable  year  in  savings  credited  to  subscriber  accounts,  or 
“(B)  there  shall  be  included  as  an  item  of  gross  income 
the  decrease  for  the  taxable  year  in  savings  credited  to  sub¬ 
scriber  accounts. 
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For  purposes  of  the  preceding  sentence,  t  lie  term  ‘savings  credited 
to  subscriber  accounts'  means  such  portion  of  the  surplus  as  is 
credited  to  the  individual  accounts  of  subscribers  before  the  16th 
day  of  the  third  month  following  the  close  of  the  taxable  year, 
but  only  if  the  company  would  be  obligated  to  pay  such  amount 
promptly  to  such  subscriber  if  he  terminated  his  contract  at  the 
close  of  the  company's  taxable  year.  For  purposes  of  determining 
his  taxable  income,  the  subscriber  shall  treat  any  such  savings 
credited  to  his  account  as  a  dividend  paid  or  declared. 

“(c)  Special  Deduction  for  Small  Company  Having  Gross 
Amount  of  Less  Tuan  $1,100,000. — 

“(1)  In  general. — If  the  gross  amount  received  during  the 
taxable  year  by  a  taxpayer  subject  to  the  tax  imposed  by  section 
821(a)  from  the  items  described  in  section  822(b)  (other  than 
paragraph  (1)(D)  thereof)  and  premiums  (including  deposits 
and  assessments)  does  not  equal  or  exceed  $1,100,000,  then  in  ■ 
determining  the  statutory  underwriting  income  or  loss  for  the  j 
taxable  year  there  shall  be  allowed  an  additional  deduction  of 
$6,000;  except  that  if  such  gross  amount  exceeds  $500,000.  suclu  . 
additional  deduction  shall  be  equal  to  1  percent  of  the  amount  hU  | 
which  $1,100,000  exceeds  such  gross  amount. 

“(2)  Limitation. — The  amount  of  the  deduction  allowed  ] 
under  paragraph  (1)  shall  not  exceed  the  statutory  underwriting  I 
income  for  the  taxable  year,  computed  without  regard  to  any  j 
deduction  under  this  subsection  or  section  824(a). 

“SEC.  824.  ADJUSTMENTS  TO  PROVIDE  PROTECTION  AGAINST  LOSSES, 
“(a)  Allowance  of  Deduction. — 

“(1)  In  general. — In  determining  the  statutory  underwriting 
income  or  loss  for  any  taxable  year  there  shall  be  allowed  as  a 
deduction  the  sum  of— 

“(A)  an  amount  equal  to  1  percent  of  the  losses  incurred 
during  the  taxable  year  (as  determined  under  section  8.32(b)  ; 
(5)),  plus 

“(B)  an  amount  equal  to  25  percent  of  the  underwriting 
gain  for  the  taxable  year,  plus 

“(C)  if  the  concentrated  windstorm,  etc.,  premium  per¬ 
centage  for  the  taxable  year  exceeds  40  percent,  an  amount 
determined  by  applying  so  much  of  such  percentage  as  ex¬ 
ceeds  40  percent  to  the  underwriting  gain  for  the  taxable 
year. 

For  purposes  of  this  paragraph,  the  term  ‘underwriting  gaii(^Bj 
means  statutory  underwriting  income,  computed  without  an™J, 
deduction  under  this  subsection. 

“(2)  Special  rule  for  companies  having  concentrated  wind¬ 
storm,  etc.,  risks. — For  purposes  of  paragraph  (1)  (C),  the  term 
‘concentrated  windstorm,  etc.,  premium  percentage’  means,  with 
respect  to  any  taxable  year,  the  percentage  obtained  by  dividing —  J 
“(A)  the  amount  of  the  premiums  earned  on  insurance 
contracts  during  the  taxable  year  (as  defined  in  section  832 
(b)  (4) ),  to  the  extent  attributable  to  insuring  against  losses 
arising,  either  in  any  one  State  or  within  200  miles  of  any 
fixed  point  selected  by  the  taxpayer,  from  windstorm,  hail, 
flood,  earthquake,  or  similar  hazards,  by 

“(B)  the  amount  of  the  premiums  earned  on  insurance  . 
contracts  during  the  taxable  year  (as  so  defined). 

“  (b)  Protection  Against  Loss  Account. — Each  insurance  company  • 
subject  to  the  tax  imposed  by  section  821(a)  for  any  taxable  year  shall, 
for  purposes  of  this  part,  establish  and  maintain  a  protection  against  J 
loss  account. 
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‘‘(c)  Additions  to  Account.— There  shall  beTdded  to  the  protec- 
tion  against  loss  account  tor  each  taxable  year  an  amount  equal  to  the 
amount  allowable  as  a  deduction  for  the  taxable  year  under  subsec- 
turn  (ti)  (1). 

**(d)  SuBTRACTK  )NS. — 


II 


I 


LAI'i  ^ e 1  rru actd >n s. — After  applying  subsection  (c), 
theie  shall  be  subtracted  tor  the  taxable  year  from  the  protection 
against  loss  account — 

‘‘(A)  first,  an  amount  equal  to  the  excess  (if  any)  of  the 
deduction  allowed  under  subsection  (a)  for  the  taxable  year 
o\er  the  underwriting  gain  (within  the  meaning  of  subsec¬ 
tion  (a)  (1) )  for  the  taxable  year, 

“(B)  then,  the  amount  (if  any)  by  which — 

‘‘(i)  the  sum  of  the  investment  loss  for  such  year  and 
the  statutory  underwriting  loss  (reduced  by  the  amount 
referred  to  in  subparagraph  (A))  for  such  year,  exceeds 
“(ii)  the  sum  of  the  statutory  underwriting  income  for 
such  taxable  year  and  the  taxable  investment  income  for 
such  taxable  year, 

(C)  next  (in  t lie  order  in  which  the  losses  occurred), 
amounts  equal  to  the  unused  loss  carryovers  to  such  year, 

“‘(D)  next,  any  amount  remaining  which  was  added  to  the 
account  for  the  fifth  preceding  taxable  year,  minus  one-half 
of  the  amount  remaining  in  the  account  for  such  taxable  year 
which  was  added  by  reason  of  subsection  (a)  (1 )  (B),  and 

“‘(E)  finally,  the  amount  by  which  the  total  amount  in  the 
account  exceeds  whichever  of  the  following  is  the  greater: 
“(i)  1**  percent  of  premiums  earned  on  insurance  con¬ 
tracts  during  the  taxable  year  (as  defined  in  section  832 
(6)  (-4) )  less  dividends  to  policyholders  (as  defined  in 
section  832(c)  (11)),  or 

“(ii)  the  total  amount  in  the  account  at  the  close  of  the 
preceding  taxable  year. 

“(2)  Rules  for  ceiling  on  protection  against  loss  account. — 
For  purposes  of  paragraph  (1)  (K),  the  total  amount  in  the  ac¬ 
count  shall  be  determined — 

“(A)  after  the  application  of  this  section  without  regard 
to  paragraph  (1)  (PI),  and 

‘‘(B)  without  taking  into  consideration  amounts  remain¬ 
ing  in  the  account  which  were  added,  with  respect  to  all  tax¬ 
able  years,  by  reason  of  subsection  (a)  (1)  (C). 

“(3)  Priorities. — The  amounts  required  to  be  subtracted  from 
the  protection  against  loss  account — 

‘‘(A)  under  subparagraphs  (A),  (B),  and  (C)  of  para¬ 
graph  (1)  shall  be  subtracted — 

“(i)  first  (on  a  first-in,  first-out,  basis)  from  amounts 
in  the  account  with  respect  to  the  five  preceding  taxable 
years  and  the  taxable  year,  and 

“(ii)  then  from  amounts  in  the  account  with  respect 
to  earlier  years, 

“(B)  under  subparagraph  ( E)  of  paragraph  (1)  shall  be 
subtracted  only  from  amounts  in  the  account  with  respect  to 
the  taxable  year,  and 

“(C)  under  paragraphs  (A),  (B),  (C),  and  (Pi)  of  para¬ 
graph  (1)  shall,  if  the  amount  to  be  subtracted  from  the  total 
amounts  in  the  account  with  respect  to  any  taxable  year  is 
less  than  such  total,  be  subtracted  from  each  of  the  amounts 
(referred  to  in  subsection  (a)(1))  in  the  account  with 
respect  to  such  year  in  the  proportion  which  each  bears  to 
such  total. 
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“(4)  Termination  of  taxability  under  section  82 i. — If  the 
taxpayer  is  not  subject,  to  tax  under  section  821  for  any  taxable 
year,  the  entire  amount  in  the  account  at  the  close  of  the  preceding 
taxable  year  shall  be  subtracted  from  the  account  in  such  preced¬ 
ing  taxable  year. 

“(5)  Election  to  subtract  amount  from  account. — 

“(A)  A  taxpayer  may  elect  for  any  taxable  year  for 
which  it  is  subject  to  tax  under  section  821(a)  to  subtract 
from  its  protection  against  loss  account  any  amount  which, 
but  for  the  application  of  this  subparagraph,  would  be  in 
such  account  as  of  the  close  of  such  taxable  year. 

“(B)  The  election  provided  by  subparagraph  (A)  for  any 
taxable  year  shall  be  made  (in  such  manner  and  in  such 
form  as  the  Secretary  or  his  delegate  may  by  regulations 
prescribe)  after  the  close  of  such  taxable  year  and  not  later 
than  the  time  prescribed  by  law  for  filing  the  return  (in¬ 
cluding  extensions  thereof)  for  the  taxable  year  following 
such  taxable  year.  Such  an  election,  once  made,  may  not 
be  revoked.  A 

“SEC.  825.  UNUSED  LOSS  DEDUCTION. 


“(a)  Amount  of  Deduction. — For  purposes  of  this  part,  the  un¬ 
used  loss  deduction  for  the  taxable  year  shall  be  an  amount  equal  to 
the  unused  loss  carryovers  or  carrybacks  to  the  taxable  year. 

“(b)  Unused  Loss  Defined.— For  purposes  of  this  part,  the  term 
‘unused  loss’  means,  with  respect  to  any  taxable  year,  the  amount  (if 
any)  by  which — 

“(1)  the  sum  of  the  statutory  underwriting  loss  and  the  in¬ 
vestment  loss,  exceeds 

“(2)  the  sum  of — 

“(A)  the  taxable  investment  income, 

“(B)  the  statutory  underwriting  income,  and 
“(C)  the  amounts  required  by  section  824(d)  to  be  sub¬ 
tracted  from  the  protection  against  loss  account. 

“(c)  Loss  Year  Defined.— For  purposes  of  this  part,  the  term  ‘loss 
year'  means,  with  respect  to  any  company  subject  to  the  tax  imposed 
by  section  821(a),  any  taxable  year  in  which  the  unused  loss  (as  de¬ 
fined  in  subsection  (b) )  of  such  taxpayer  is  more  than  zero. 

“(d)  Years  to  Which  Carried. — The  unused  loss  for  any  loss  year 
shall  be — 

“(1)  an  unused  loss  carryback  to  each  of  the  3  taxable  years 
preceding  the  loss  year,  and  m 

“(2)  an  unused  loss  carryover  to  each  of  the  5  taxable  yea™ 
following  the  loss  year. 

“(e)  Amount  of  Carrybacks  and  Carryovers. — The  entire  amount 
of  the  unused  loss  for  any  loss  year  shall  be  carried  to  the  earliest  of 
the  taxable  years  to  which  such  loss  may  be  carried.  The  portion  of 
such  loss  which  shall  be  carried  to  each  of  the  other  taxable  years  shall 
be  the  excess  (if  any)  of  the  amount  of  such  loss  over  the  sum  of  the 
offsets  (as  defined  in  subsection  ( f ) )  for  each  of  the  prior  taxable  years 
to  which  such  loss  may  be  carried. 

“(f)  Offset  Defined. — For  purposes  of  subsection  (e),  the  term 
‘offset’  means  with  respect  to  any  taxable  year  (hereinafter  referred 
to  as  the  ‘offset  year’)  — 

“(1)  in  the  case  of  an  unused  loss  carryback  from  the  loss  year 
to  the  offset  year,  the  mutual  insurance  company  taxable  income 
for  the  offset  year ;  or 

“(2)  in  the  case  of  an  unused  loss  carryover  from  the  loss 
year  to  the  offset  year,  an  amount  equal  to  the  sum  of — 


October  16,  1962 


-37- 


Pub.  Law  87-834 

76  STAT.  996. 


(A)  the  amount  required  to  be  subtracted  from  the  pro¬ 
tection  against  loss  account  under  section  824(d)  (1)  (C)  for 
the  offset  year,  plus 

“(B)  the  mutual  insurance  company  taxable  income  for 
the  offset  year. 

For  purposes  of  paragraphs  (1)  and  (2)(B),  the  mutual  insurance 
company  taxable  income  for  the  offset  year  shall  be  determined  with¬ 
out  regard  to  any  unused  loss  carryback  or  carryover  from  the  loss 
year  or  any  taxable  year  thereafter. 

“(g)  Limitations. — For  purposes  of  this  part,  an  unused  loss  shall 
not  be  carried — 

“(1)  to  or  from  any  taxable  year  beginning  before  January  1, 
1963, 

“(2)  to  or  from  any  taxable  year  for  which  the  insurance 
company  is  not  subject  to  the  tax  imposed  by  section  821(a),  nor 
“(3)  to  any  taxable  year  if,  between  the  loss  year  and  such 
taxable  year,  there  is  an  intervening  taxable  year  for  which  the 
insurance  company  was  not  subject  to  the  tax  imposed  by  section 
821(a). 

PEC.  826.  ELECTION  BY  RECIPROCAL. 

“(a)  In  General. — Except  as  otherwise  provided  in  this  section, 
any  mutual  insurance  company  which  is  an  interinsurer  or  reciprocal 
underwriter  (hereinafter  in  this  section  referred  to  as  a  ‘reciprocal’) 
subject  to  the  taxes  imposed  by  section  821(a)  may,  under  regulations 
prescribed  by  the  Secretary  or  his  delegate,  elect  to  be  subject  to  the 
limitation  provided  in  subsection  (b).  Such  election  shall  be  effec¬ 
tive  for  the  taxable  year  for  which  made  and  for  all  succeeding  tax¬ 
able  years,  and  shall  not  be  revoked  except  with  the  consent  of  the 
Secretary  or  his  delegate. 

“(b)  Limitation. — The  deduction  for  amounts  paid  or  incurred 
in  the  taxable  year  to  the  attorney-in-fact  by  a  reciprocal  making  the 
election  provided  in  subsection  (a)  shall  be  limited  to,  but  in  no  case 
increased  by,  the  deductions  of  the  attorney-in-fact  allocable,  in  ac¬ 
cordance  with  regulations  prescribed  by  the  Secretary  or  his  delegate, 
to  the  income  received  by  the  attorney-in-fact  from  the  reciprocal. 

“(c)  Exception. — An  election  may  not  be  made  by  a  reciprocal 
under  subsection  (a)  unless  the  attorney-in-fact  of  such  reciprocal — 
“(1)  is  subject  to  the  taxes  imposed  by  section  11  (b)  and  (c)  ; 
“(2)  consents  in  such  manner  as  the  Secretary  or  Ins  delegate 
shall  prescribe  by  regulations  to  make  available  such  information 
life  as  may  be  required  during  the  period  in  which  the  election  pro- 
l|*  vided  in  subsection  (a)  is  in  effect,  under  regulations  prescribed 
by  the  Secretary  or  his  delegate ; 

“(3)  reports  the  income  received  from  the  reciprocal  and  the 
deductions  allocable  thereto  under  the  same  method  of  account¬ 
ing  under  which  the  reciprocal  reports  deductions  for  amounts 
paid  to  the  attorney-in-fact ;  and 

“  ( 4)  files  its  return  on  the  calendar  year  basis. 

“(d)  Special  Rule. — In  applying  section  824(d)(1)(D),  any 
amount  which  was  added  to  the  protection  against  loss  account  by 
reason  of  an  election  under  this  section  shall  be  treated  as  having 
been  added  by  reason  of  section  824  (a)(1)(A). 

“(e)  Credit. — Any  reciprocal  electing  to  be  subject  to  the  limita¬ 
tion  provided  in  subsection  (b)  shall  be  credited  with  so  much 
of  the  tax  paid  by  the  attomey-in-fact  as  is  attributable,  under  regu¬ 
lations  prescribed  by  the  Secretary  or  his  delegate,  to  the  income 
received  by  the  attorney-in-fact  from  the  reciprocal  in  such  taxable 
year. 


Ante,  p.  994. 


Ante,  p.  989. 


26  USC  11; 
Ante,  p.  114. 


Ante,  pp,  994, 
993. 
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26  USC  832. 


Supra. 


26  USC  832. 


!'(f)  Surtax  Exemption  Denied. — Any  increase  in  taxable  income 
of  a  reciprocal  attributable  to  the  limitation  provided  in  subsection 
(b)  shall  be  taxed  without  regard  to  the  surtax  exemption  provided 
in  section  821  (a)  (2) . 

“(g)  Adjustment  for  Refund. — If  for  any  taxable  year  an 
attorney-in-fact  is  allowed  a  credit  or  refund  for  taxes  paid  with 
respect  to  which  credit  or  refund  to  the  reciprocal  resulted  under  sub¬ 
section  (e),  the  taxes  of  such  reciprocal  for  such  taxable  year  shall 
be  properly  adjusted  under  regulations  prescribed  by  the  Secretary 
or  his  delegate.  _  I 

-(h)  Taxes  of  Attokney-in-Fact  Unaffected. — Nothing  in  this 
section  shall  increase  or  decrease  the  taxes  imposed  by  this  chapter  on 
the  income  of  the  attorney-in-fact.” 

(d)  Exemption  From  Tax. — Section  501(c)  ( 15)  (relating  to  J 
exempt. ion  from  tax  of  certain  mutual  insurance  companies)  is  amended  ; 
by  striking  out  “$75,000”  and  in  lieu  thereof  inserting  “$150,000”. 

(e)  Mutual  Fire  Insurance  Companies  Operating  on  Basis  of 
Premium  Deposits. — 

(1)  Application  of  section  s:ii<a). — Section  881(a)  (impos^Bj 
ing  a  tax  on  certain  mutual  marine  and  tire  insurance  companieH 
and  on  stock  insurance  companies  which  are  not  life  insurance  j 


companies)  is  amended  to  read  as  follows : 

"(a)  Imposition  of  Tax. — Taxes  computed  as  provided  in  section 
1 1  shall  be  imposed  for  each  taxable  year  or  the  taxable  income  of — 

“(1)  every  insurance  company  (other  than  a  life  or  mutual 
insurance  company) , 

“(2)  every  mutual  marine  insurance  company,  and 

“(8)  every  mutual  tire  or  Hood  insurance  company — 

“(A)  exclusively  issuing  perpetual  policies,  or 
“(B)  whose  principal  business  is  the  issuance  of  policies 
for  which  the  premium  deposits  are  the  same,  regardless  of 
the  length  of  t lie  term  for  which  the  policies  are  written,  if 
the  unabsorbed  portion  of  such  premium  deposits  not  re¬ 
quired  for  losses,  expenses,  or  establishment  of  reserves  is  re¬ 
turned  or  credited  to  the  policyholder  on  cancellation  or 
expiration  of  the  policy.” 

(2)  Treatment  of  unadsorhkd  premium  deposits.— Section 
882(b)  (4)  (relating  to  definition  of  premiums  earned)  is  amended 
by  adding  at  the  end  thereof  the  following  new  sentence:  “For 
purposes  of  this  subsection,  unearned  premiums  of  mutual  tire 
or  Hood  insurance  companies  described  in  section  881(a)  (3)  (Bj| 
means  (with  respect  to  the  policies  described  in  section  831(a® 
( 8 )  (  B ) )  the  amount  of  unabsorbed  premium  deposits  which  the 
company  would  be  obligated  to  return  to  its  policyholders  at  the 
close  of  the  taxable  year  if  all  of  its  policies  were  terminated  at 
such  time:  and  the  determination  of  such  amount  shall  be  based 
on  the  schedule  of  unabsorbed  premium  deposit  returns  for  each 
such  company  then  in  effect.  Premiums  paid  by  the  subscriber 
of  a  mutual  Hood  insurance  company  referred  to  in  paragraph  (3) 
of  section  831(a)  shall  be  treated,  for  purposes  of  computing  the 
taxable  income  of  such  subscriber,  in  the  same  manner  as  pre¬ 
miums  paid  by  a  policyholder  to  a  mutual  fire  insurance  company 
referred  to  in  such  paragraph  (3).” 

(3)  (’(informing  amendment. — Section  832(b)(1)(C)  is 
amended  by  striking  out  “section  831(a),”  and  inserting  in  lieu 
thereof  “section  831  (a)  (8)  (A) .”. 

(4)  Adjustment  of  premium  deposit. — Section  882(c)  (11)  is 
amended  to  read  as  follows: 

“(11)  dividends  and  similar  distributions  paid  or  declared  to 
policyholders  in  their  capacity  as  such,  except  in  the  case  of  a 
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mutual  fire  insurance  company  described  in  section  831(a)(3)  Ante,  p.  997. 
(A),  h  or  purposes  of  the  preceding  sentence,  the  term  ‘dividends 
and  similar  distributions'  includes  amounts  returned  or  credited 
to  policyholders  on  cancellation  or  expiration  of  policies  described 
in  section  831(a)  (3)  (B).  For  purposes  of  this  paragraph,  the 
term  'paid  or  declared'  shall  be  construed  according  to  the  method 
of  accounting  regularly  employed  in  keeping  the  books  of  the 
insurance  company;  and". 

(5)  Additional  item  ok  income.— Section  832(b)(1)  is  26  use  832 
amended  by  striking  out  “and"  at  the  end  of  subparagraph  (B), 
by  striking  out  the  period  at  the  end  of  subparagraph  (C)  and 
inserting  in  lieu  thereof  “,  and'’,  and  by  adding  at  the  end  thereof 
the  following  new  subparagraph  : 

“(I))  in  the  case  of  a  mutual  tire  or  Hood  insurance  com¬ 
pany  described  in  section  831(a)  (3)  (B),  an  amount  equal  to 
2  percent  of  the  premiums  earned  on  insurance  contracts 
during  the  taxable  year  with  respect  to  policies  described  in 
section  831(a)(3)(B)  after  deduction  of  premium  deposits 
.  ^  returned  or  credited  during  the  same  taxable  year." 

■)  (f)  Election  of  (  ertain  Mutual  ('omkanies  To  Be  Taxed  on 
uotal  Income. — Section  831  is  amended  by  redesignating  subsection  Ante,  p.  997. 
(c)  as  subsection  (d),  and  by  inserting  after  subsection  (b)  the  follow¬ 
ing  new  subsection : 

‘‘(c)  Election  for  Multiple  Line  Company  To  Be  Taxed  on 
Total  Income. — 

u (1 )  In  general. — Any  mutual  insurance  company  engaged  in 
writing  marine,  fire,  and  casualty  insurance  which  for  any  5-year 
period  beginning  after  December  31,  1941,  and  ending  before 
January  1,  19(>2,  was  subject  to  the  tax  imposed  by  section  831  (or 
the  tax  imposed  by  corresponding  provisions  of  prior  law)  may 
elect,  in  such  manner  and  at  such  time  as  the  Secretary  or  his 
delegate  may  by  regulations  prescribe,  to  be  subject  to  the  tax 
imposed  by  section  831,  whether  or  not  marine  insurance  is  its 
predominant  source  of  premium  income. 

“(2)  Effect  of  election. — If  an  election  is  made  under  para¬ 
graph  (1),  the  electing  company  shall  (in  lieu  of  being  subject 
to  the  tax  imposed  by  section  821)  be  subject  to  the  tax  imposed  Ante,  p.  909. 
by  this  section  for  taxable  years  beginning  after  December  31, 

1!)(>1.  Such  election  shall  not  be  revoked  except  with  the  consent 
of  the  Secretary  or  his  delegate.” 

,  (g)  Technical  Amendments,  etc. — 

9  (1)  Credit  for  foreign  taxes. — Section  841  (relating  to  credit  26  use  841. 

for  foreign  taxes)  is  amended  by  striking  out  “and”  at  the  end 
of  paragraph  (1),  by  renumbering  paragraph  (2)  as  paragraph 
(3),  and  by  inserting  after  paragraph  (1)  the  following  new 
paragraph : 

“(2)  in  the  case  of  the  tax  imposed  by  section  821(a),  the 
mutual  insurance  company  taxable  income  (as  defined  in  section 
821(b))  ;  and  in  the  case  of  the  tax  imposed  by  section  821(c), 
the  taxable  investment  income  (as  defined  in  section  822(a)), 
and”. 

(2)  Adjustments  to  basis  for  depreciation  sustained. — Sec¬ 
tion  1016(a)  (3)  (relating  to  adjustments  to  basis  for  depreciation,  26  use  1016. 
etc.,  sustained)  is  amended  by  striking  out  “and”  at  the  end  of 
subparagraph  (B),by  inserting  “and"  at  the  end  of  subparagraph 
((’),  and  by  inserting  after  subparagraph  (C)  the  following  new 
subparagraph  : 

“(D)  since  February  28, 1913,  during  which  such  property 
was  held  by  a  person  subject  to  tax  under  part  II  of  sub¬ 
chapter  L  (or  the  corresponding  provisions  of  prior  income 
tax  laws),  to  the  extent  that  paragraph  (2)  does  not  apply,”. 
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26  use  1201.  (3)  Alternative  tax  on  capital  gains. — Section  1201(a) 

(relating  to  alternative  tax  on  corporations)  is  amended  by  strik¬ 
ing  out  ‘‘821  (a)(1)  or  (b),”  and  inserting  in  lieu  thereof  “821 

Ante,  p.  989.  (a)  or  (c),”. 

(4)  Clerical  amendments. — 

(A)  The  table  of  parts  for  subchapter  L  is  amended  by 
striking  out  the  portion  referring  to  part  II  and  inserting 
in  lieu  thereof  the  following: 


“Part  II.  Mutual  insurance  companies  (other  than  life  and  certain 
marine  insurance  companies  and  other  than  fire  or 
Hood  insurance  companies  which  operate  on  basis  of 
perpetual  policies  or  premium  deposits).” 


(B)  The  heading  to  section  831  is  amended  to  read  as 
follows: 


“SEC.  831.  TAX  ON  INSURANCE  COMPANIES  (OTHER  THAN  LIFE  OR 
MUTUAL),  MUTUAL  MARINE  INSURANCE  COMPANIES, 
AND  CERTAIN  MUTUAL  FIRE  OR  FLOOD  INSURANCE 
COMPANIES.” 

(C)  The  table  of  sections  for  part  III  of  subchapter  L  is 

v  i  i  i  .  -i  •  . _ qojb 


amended  by  striking  out  the  portion  referring  to  section  83^| 
and  inserting  in  lieu  thereof  the  following:  W  S 


26  USC  902. 


Post,  p.  1001, 


"Sec.  831.  Tax  on  insurance  companies  (other  than  life  or  mutual),  J 
mutual  marine  insurance  companies,  and  certain 
mutual  tire  or  flood  insurance  companies.” 

(h)  Effective  Date. — The  amendments  made  by  this  section  (other 
than  by  subsection  (f))  shall  apply  with  respect  to  taxable  years! 
beginning  after  December  31,  19(>2. 

SEC.  9.  DOMESTIC  CORPORATIONS  RECEIVING  DIVIDENDS  FROM 
FOREIGN  CORPORATIONS. 

(a)  Foreign  Taxes  Deemed  Paid  by  Domestic  Corporations.—  ! 
Section  902  (relating  to  credit  for  corporate  stockholder  in  foreign 
corporations)  is  amended  to  read  as  follows : 

“SEC.  902.  CREDIT  FOR  CORPORATE  STOCKHOLDER  IN  FOREIGN 
CORPORATION. 

“(a)  Treatment  of  Taxes  Paid  by  Foreign  Corporation. — For 
purposes  of  this  subpart,  a  domestic  corporation  which  owns  at  least  | 
10  percent  of  the  voting  stock  of  a  foreign  corporation  from  which  ' 
it  receives  dividends  in  any  taxable  year  shall — 

“(1)  to  the  extent  such  dividends  are  paid  by  such  foreign  i 
corporation  out  of  accumulated  profits  (as  defined  in  subsection  , 
(c)  (1)  (A))  of  a  year  for  which  such  foreign  corporation  is  ncJ*  |i 
a  less  developed  country  corporation,  be  deemed  to  have  paid  tl^ 
same  proportion  of  any  income,  war  profits,  or  excess  profits  i 
taxes  paid  or  deemed  to  be.  paid  by  such  foreign  corporation  to 
any  foreign  country  or  to  any  possession  of  the  United  States  on 
or  with  respect  to  such  accumulated  profits,  which  the  amount  of 
such  dividends  (determined  without  regard  to  section  78)  bears 
to  the  amount  of  such  accumulated  profits  in  excess  of  such  income, 
war  profits,  and  excess  profits  taxes  (other  than  those  deemed 
paid) ;  and 

“(2)  to  the  extent  such  dividends  are  paid  by  such  foreign 
corporation  out  of  accumulated  profits  (as  defined  in  subsection 
(c)(1)(B))  of  a  year  for  which  such  foreign  corporation  is  a 
less  developed  country  corporation,  be  deemed  to  have  paid  the 
same  proportion  of  any  income,  war  profits,  or  excess  profits 
taxes  paid  or  deemed  to  be  paid  by  such  foreign  corporation  to 
any  foreign  country  or  to  any  possession  of  the  United  States  on 
or  with  respect  to  such  accumulated  profits,  which  the  amount 
of  such  dividends  bears  to  the  amount  of  such  accumulated  profits. 
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“(b)  Foreign  Subsidiary  of  Foreign  Corporation.— If  such  for¬ 
eign  corporation  owns  50  percent  or  more  of  the  voting  stock  of  another 
foreign  corporation  from  which  it  receives  dividends  in  any  taxable 
year,  it  shall  be  deemed  to  have  paid  the  same  proportion  of  any 
income,  war  profits,  or  excess  profits  taxes  paid  by  such  other  foreign 
corporation  to  any  foreign  country  or  to  any  possession  of  the  United 
States,  on  or  with  respect  to  the  accumulated  profits  of  the  corpora¬ 
tion  from  which  such  dividends  were  paid  which— 

,  for  Proses  of  applying  subsection  (a)(1),  the  amount 
of  such  dividends  bears  to  the  amount  of  the  accumulated  profits 
(as  defined  in  subsection  (c)  (1)  (A) )  of  such  other  foreign  cor¬ 
poration  from  which  such  dividends  were  paid  in  excess  of  such 
income,  war  profits,  and  excess  profits  taxes,  or 
“(2)  for  purposes  of  applying  subsection  (a)(2),  the  amount 
of  such  dividends  bears  to  the  amount  of  the  accumulated  profits 
(as  defined  in  subsection  (c)  (1)  (B))  of  such  other  foreign  cor¬ 
poration  from  which  such  dividends  were  paid. 

“(c)  Applicable  Rules. — 

fc  “(1)  Accumulated  profits  defined. — For  purposes  of  this 
*  section,  the  term  ‘accumulated  profits’  means  with  respect  to 
any  foreign  corporation — 

“(A)  for  purposes  of  subsections  (a)  (1)  and  (b)  (1),  the 
amount  of  its  gains,  profits,  or  income  computed  without  re¬ 
duction  by  the  amount  of  the  income,  war  profits,  and  excess 
profits  taxes  imposed  on  or  with  respect  to  such  profits  or 
income  by  any  foreign  country  or  any  possession  of  the  United 
States;  and 

“(B)  for  purposes  of  subsections  (a)(2)  and  (b)(2),  the 
amount  of  its  gains,  profits,  or  income  in  excess  of  the  income, 
war  profits,  and  excess  profits  taxes  imposed  on  or  with  respect 
to  such  profits  or  income. 

1  he  Secretary  or  his  delegate  shall  have  full  power  to  determine 
from  the  accumulated  profits  of  what  year  or  years  such  dividends 
were  paid,  treating  dividends  paid  in  the  first  60  days  of  any  year 
as  having  been  paid  from  the  accumulated  profits  of  the  preced¬ 
ing  year  or  years  (unless  to  his  satisfaction  shown  otherwise), 
and  m  other  respects  treating  dividends  as  having  been  paid  from 
the  most  recently  accumulated  gains,  profits,  or  earnings. 

“(2)  Accounting  feriods. — In  the  case  of  a  foreign  corpora¬ 
tion,  the  income,  war  profits,  and  excess  profits  taxes  of  which 
fc  are  determined  on  the  basis  of  an  accounting  period  of  less  than  1 
r  year,  the  word  ‘year’  as  used  in  this  subsection  shall  be  construed 
to  mean  such  accounting  period. 

“(d)  Less  Developed  Country  Corporation  Defined. — For  pur¬ 
poses  of  this  section,  the  term  ‘less  developed  country  corporation’ 
means — 

“(1)  a  foreign  corporation  which,  for  its  taxable  year,  is  a 
less  developed  country  corporation  within  the  meaning  of  section  Post.  p.  1014. 
955(c)  (1)  or  (2),  and 

“(2)  a  foreign  corporation  which  owns  10  percent  or  more  of 
the  total  combined  voting  power  of  all  classes  of  stock  entitled  to 
vote  of  a  foreign  corporation  which  is  a  less  developed  country 
corporation  within  the  meaning  of  section  955(c)  (1),  and — 

“(A)  80  percent  or  more  of  the  gross  income  of  which  for 
its  taxable  year  meets  the  requirement  of  section  955(c)  (1) 

(A) :  and 

“(B)  80  percent  or  more  in  value  of  the  assets  of  which  on 
each  day  of  such  year  consists  of  property  described  in  section 
955(c)(1)(B). 
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A  foreign  corporation  which  is  a  less  developed  country  corporation 
for  its  first  taxable  year  beginning  after  December  31,  1062,  shall,  for 
purposes  of  this  section,  be  treated  as  having  been  a  less  developed 
country  corporation  for  each  of  its  taxable  years  beginning  before 
January  1,  1963. 

“(e)  Cross  References.— 


“(1)  For  inclusion  in  gross  income  of  an  amount  equal  to  taxes 
deemed  paid  under  subsection  (a)(1),  see  section  78. 

“(2)  For  application  of  subsections  (a)  and  (b)  with  respect  to 
taxes  deemed  paid  in  a  prior  taxable  year  by  a  United  States  share¬ 
holder  with  respect  to  a  controlled  foreign  corporation,  see  sec¬ 
tion  %0.  . 

“(3)  For  reduction  of  credit  with  respect  to  dividends  paid  out 
of  accumulated  profits  for  years  for  which  certain  information  is 
not  furnished,  see  section  6038.” 

(b)  Inclusion  in  Gross  Income  of  Amount  Equal  to  Taxes 
Deemed  Paid. — Part  II  of  subchapter  B  of  chapter  1  (relating  to 
items  specifically  included  in  gross  income)  is  amended  by  adding  at 
the  end  thereof  the  following  new  sect  ion  : 


“SEC  78  DIVIDENDS  RECEIVED  FROM  CERTAIN  FOREIGN  CORPORA 
btc.  ^  TIONS  BY  DOMESTIC  CORPORATIONS  CHOOSING  FORE1G? 

TAX  CREDIT. 

“If  a  domestic  corporation  chooses  to  have  the  benefits  of  subpart  A 
of  part  III  of  subchapter  X  (relating  to  foreign  tax  credit  )  for  any 
taxable  year,  an  amount  equal  to  the  taxes  deemed  to  be  paid  by  such 
corporation  under  section  902(a)  (1)  (relating  to  credit  for  corporate 
stockholder  in  foreign  corporation)  or  under  section  960(a) (1)(C  ) 
(relating  to  taxes  paid  by  foreign  corporation)  for  such  taxable  year 
shall  be  treated  for.  purposes  of  this  title  (other  than  section  24;>)  as 
a  dividend  received  by  such  domestic  corporation  from  the  foreign 
corporation.” 

(c)  Determination  of  Source  of  Dividends  Received  prom 
Certain  Foreign  Corporations. — Section  861(a)(2)(B)  (relating 
to  dividends  from  foreign  corporations  treated  as  income  from  sources 

•il  •  il.  .  T  7 . .  Ix..  1  1.1'  offilyinnp  nut  tl  ID  pvfpilt 


A  4  f 

f 


within  the  United  States)  is  amended  by  striking  out  “to  the  extent 


wirnui  i  ue  i  nueu  ia  niiiciiucu  >'_v  ^  — ---- 

exceeding  the  amount  of  the  deduction  allowable  under  section  245 
in  respect  of  such  dividends  and  inserting  in  lieu  thereof  to  the 
extent  exceeding  the  amount  which  is  100/85ths  of  the  amount  of  the 
deduction  allowable  under  section  245  in  respect  of  such  dividends  . 
( d )  Tec  i  i  n ical  Amendments. — 

(1)  The  table  of  sections  for  part  II  of  subchapter  B  of  chap¬ 
ter  1  is  amended  by  adding  at  the  end  thereof  the  following: 

“Sec.  78.  Dividends  received  from  certain  foreign  corporatioil.1 
by  domestic  corporations  choosing  foreign  tax  credit.” 

(2)  Section  535(b)(1)  and  the  first  sentence  of  section  545(b) 
(1 )  are  each  amended  by  striking  out  “accrued  during  the  taxable 


"d 


year, 


and  inserting 


m 


j  - - 

lieu  thereof  “accrued  during  the  taxable 


year  or  deemed  to  be  paid  by  a  domestic  corporation  under  section 
002(a)  (  1)  or  960(a)  (1)(C)  for  the  taxable  year,”. 

(3)  Section  901(d)  is  amended  by  adding  the  following  new 
paragraph : 


“(4)  For  reduction  of  credit  for  failure  of  a  United  States  person 
to  furnish  certain  information  with  respect  to  a  foreign  corporation 

_ x _ 1 1  ..  j  u_.  l : _  _ COQ Q” 


controlled  by  him,  see  section  6038 

(e)  Effective  Date. — The  amendments  made  by  this  section  shall 


apply 


(1)  in  respect  of  any  distribution  received  by  a  domestic  cor¬ 
poration  after  December  31, 1964,  and 

(2)  in  respect  of  any  distribution  received  by  a  domestic  cor¬ 
poration  before  January  1,  1965,  in  a  taxable  year  of  such 
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corporation  beginning  after  December  31,  1962,  but  only  to  the 
extent  that  such  distribution  is  made  out  of  the  accumulated 
profits  of  a  foreign  corporation  for  a  taxable  year  (of  such 
foreign  corporation)  beginning  after  December  31,  1962 
For  purposes  of  paragraph  (2),  a  distribution  made  by  a  foreimi 
corporation  out  of  its  profits  which  are  attributable  to  a  distribution 
received  from  a  foreign  subsidiary  to  which  section  902(b)  applies  Ante,  P.  looo 
shall  be  treated  as  made  out  of  the  accumulated  profits  of  a  foreign 
corporation  for  a  taxable  year  beginning  before  January  1,  1963,  "o 
the  extent  that  such  distribution  was  paid  out  of  the  accumulated 
profits  of  such  foreign  subsidiary  for  a  taxable  year  beginniim  before 
January  1, 1963. 


SEC.  10.  SEPARATE  LIMITATION  ON  FOREIGN  TAX  CREDIT  WITH 
RESPECT  TO  CERTAIN  INTEREST  INCOME. 

(a)  Limitation  on  Foreion  Tax  Credit. — Section  904  (relating 
to  limitations  on  foreign  tax  credit)  is  amended  by  redesignating 
subsection  (f)  as  subsection  (g)  and  by  inserting  after  subsection  (e) 
l  he  following  new  subsection : 

iv  "(f)  A it’i.k'ation  or  Section  in  Case  or  Certain  Interest 

P  N COM  E. - 

“(1)  In  oenerai.. — The  provisions  of  subsections  (a),  (c),  (d), 
and  (e)  of  this  section  shall  be  applied  separately  with  respect 


"(A)  tile  interest  income  described  in  paragraph  (2),  and 
"(H)  income  other  than  the  interest  income  described  in 
paragraph  (2). 

"(2)  Interest  income  to  which  aiu’eicaiiee. — For  purposes  of 
this  subsection,  the  interest  income  described  in  this  paragraph 
is  interest  other  than  interest — 

"(A)  derived  from  any  transaction  which  is  directly  related 
to  the  active  conduct  of  a  trade  or  business  in  a  foreign 
count  ry  or  a  possession  of  t  he  United  States, 

“(H)  derived  in  the  conduct  of  a  banking,  financing,  or 
similar  business, 

"((')  received  from  a  corporation  in  which  the  taxpayer 
owns  at  least  10  percent  of  the  voting  stock,  or 

"(D)  received  on  obligations  acquired  as  a  result  of  the 
disposition  of  a  trade  or  business  actively  conducted  by  the 
taxpayer  in  a  foreign  country  or  possession  of  the  United 
States  or  as  a  result  of  the  disposition  of  stock  or  obligations 
of  a  corporation  in  which  the  taxpayer  owned  at  least  10 
percent  of  the  voting  stock. 

“(3)  OvEKAi.i,  limitation  not  to  apply.- — The  limitation  pro¬ 
vided  by  subsection  (a)(2)  shall  not  apply  with  respect  to  the 
interest  income  described  in  paragraph  (2).  The  Secretary  or  his 
delegate  shall  by  regulations  prescribe  the  manner  of  application 
of  subsection  (e)  with  respect  to  cases  in  which  the  limitation 
provided  by  subsection  (a)(2)  applies  with  respect  to  income 
other  than  the  interest  income  described  in  paragraph  (2). 

"(4)  Transitional  iut.es  for  carrybacks  and  carryovers. — 
“(A)  Carrybacks  to  years  prior  to  revenue  act  oe 
i *>02. — Where,  under  the  provisions  of  subsection  (d),  taxes 

(i)  paid  or  accrued  to  any  foreign  country  or  possession  of 
the  United  States  in  any  taxable  year  beginning  after  the 
•  late  of  the  enactment  of  the  Iveven ue  Act  of  1962  are  deemed 

(ii)  paid  or  accrued  in  one  or  more  taxable  years  beginning 
on  or  before  the  date  of  enactment  of  the  Revenue  Act  of 
1962,  the  amount  of  such  taxes  deemed  paid  or  accrued  shall 
be  determined  without  regard  (o  the  provisions  of  (his  sub- 
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section.  To  the  extent  the  taxes  paid  or  accrued  to  a  foreign 
country  or  possession  of  the  United  States  in  any  taxable  year 
described  in  clause  (i)  are  not,  with  the  application  of  the 
preceding  sentence,  deemed  paid  or  accrued  in  any  taxable 
year  described  in  clause  (ii),  such  taxes  shall,  for  purposes 
of  applying  subsection  (d),  be  deemed  paid  or  accrued  in  a 
taxable  year  beginning  after  the  date  of  the  enactment  of  the 
Revenue  Act  of  1962,  with  respect  to  interest  income  described 
in  paragraph  (2),  and  with  respect  to  income  other  than  in¬ 
terest  income  described  in  paragraph  (2),  in  the  same  ratios 
as  the  amount  of  such  taxes  paid  or  accrued  with  respect  to 
interest  income  described  in  paragraph  (2),  and  the  amount 
of  such  taxes  paid  or  accrued  with  respect  to  income  other 
than  interest  income  described  in  paragraph  (2),  respec-  I 
tively,  bear  to  the  total  amount  of  such  taxes  paid  or  accrued 
to  such  foreign  country  or  possession  of  the  United  States.  , 
“(B)  Carryovers  to  years  after  revenue  act  of  ioc>2. —  I 
Where,  under  the  provisions  of  subsection  (d),  taxes  (i)  paid 
or  accrued  to  any  foreign  country  or  possession  of  the  Unitec^i 
States  in  any  taxable  year  beginning  on  or  before  the  datHI 
of  the  enactment  of  the  Revenue  Act  of  1962  are  deemed  (ii) 
paid  or  accrued  in  one  or  more  taxable  years  beginning  after 
the  date  of  the  enactment  of  the  Revenue  Act  of  1962,  the 
amount  of  such  taxes  deemed  paid  or  accrued  in  any  year  , 
described  in  clause  (ii)  shall,  with  respect  to  interest  income  < 
described  in  paragraph  (2),  be  an  amount  which  bears  the 
same  ratio  to  the  amount  of  such  taxes  deemed  paid  or  1 
accrued  as  the  amount  of  the  taxes  paid  or  accrued  to  such  ' 
foreign  country  or  possession  for  such  year  with  respect  to  I 
interest  income  described  in  paragraph  (2)  bears  to  the  total 
amount  of  the  taxes  paid  or  accrued  to  such  foreign  country  I 
or  possession  for  such  year;  and  the  amount  of  such  taxes  I 
deemed  paid  or  accrued  in  any  year  described  in  clause  (ii)  I 
with  respect  to  income  other  than  interest  income  described  in  I 
paragraph  (2)  shall  be  an  amount  which  bears  the  same  ratio  ■ 
to  the  amount  of  such  taxes  deemed  paid  or  accrued  for  such 
year  as  the  amount  of  taxes  paid  or  accrued  to  such  foreign  j 
country  or  possession  for  such  year  with  respect  to  income  I 
other  than  interest  income  described  in  paragraph  (2)  bears  I 
to  the  total  amount  of  the  taxes  paid  or  accrued  to  such  for¬ 
eign  country  or  possession  for  such  year.” 

(b)  Effective  Date. — The  amendments  made  by  subsection  (a^l 
shall  apply  with  respect  to  taxable  years  beginning  after  the  date  of  j 
the  enactment  of  this  Act,  but  only  with  respect  to  interest  resulting  1 
from  transactions  consummated  after  April  2,  1962. 

SEC.  11.  EARNED  INCOME  FROM  SOURCES  WITHOUT  THE  UNITED 
STATES. 

(a)  Limitation  on  Amount  and  Type  of  Income  Excluded. — Sec-  I 
26  use  911*  tion  911  (relating  to  earned  income  from  sources  without  the  United 

Post,  p.  1005.  States)  is  amended  to  read  as  follows: 

‘SEC.  911.  EARNED  INCOME  FROM  SOURCES  WITHOUT  THE  UNITED 
STATES. 

“(a)  General  Rule.— The  following  items  shall  not  be  included 
in  gross  income  and  shall  be  exempt  from  taxation  under  this  subtitle :  j 
“(1)  Bona  fide  resident  of  foreign  country. — In  the  case  of 
an  individual  citizen  of  the  United  States  who  establishes  to  the  J 
satisfaction  of  the  Secretary  or  his  delegate  that  he  has  been  a 
bona  fide  resident  of  a  foreign  country  or  countries  for  an  unin-  j 
terrupted  period  which  includes  an  entire  taxable  year,  amounts 
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received  from  sources  without  the  United  States  (except  amounts 
paid  by  the  United  States  or  any  agency  thereof)  which  con¬ 
stitute  earned  income  attributable  to  services  performed  during 
such  uninterrupted  period.  The  amount  excluded  under  this 
paragraph  for  any  taxable  year  shall  be  computed  by  applying 
the  special  rules  contained  in  subsection  (c) . 

“(2)  Presence  in  foreign  country  for  17  months. — In  the 
case  of  an  individual  citizen  of  the  United  States  who  during  any 
period  of  18  consecutive  months  is  present  in  a  foreign  country 
or  countries  during  at  least  510  full  days  in  such  period,  amounts 
received  from  sources  without  the  United  States  (except  amounts 
paid  by  the  United  States  or  any  agency  thereof)  which  con¬ 
stitute  earned  income  attributable  to  services  performed  during 
such  18-month  period.  The  amount  excluded  under  this  para¬ 
graph  for  any  taxable  year  shall  be  computed  by  applying  the 
special  rules  contained  in  subsection  (c). 

An  individual  shall  not  be  allowed,  as  a  deduction  from  his  gross 
income,  any  deductions  (other  than  those  allowed  by  section  151,  26  use  151. 
^relating  to  personal  exemptions)  properly  allocable  to  or  chargeable 
gainst  amounts  excluded  from  gross  income  under  this  subsection. 

“(b)  Definition  of  Earned  Income. — For  purposes  of  this  sec¬ 
tion,  the  term  ‘earned  income’  means  wages,  salaries,  or  professional 
fees,  and  other  amounts  received  as  compensation  for  personal  serv¬ 
ices  actually  rendered,  but  does  not  include  that  part  of  the  compen¬ 
sation  derived  by  the  taxpayer  for  personal  services  rendered  by  him 
to  a  corporation  which  represents  a  distribution  of  earnings  or  profits 
rather  than  a  reasonable  allowance  as  compensation  for  the  personal 
services  actually  rendered.  In  the  case  of  a  taxpayer  engaged  in  a 
trade  or  business  in  which  both  personal  services  and  capital  are 
material  income-producing  factors,  under  regulations  prescribed  by 
the  Secretary  or  his  delegate,  a  reasonable  allowance  as  compensation 
for  the  personal  services  rendered  by  the  taxpayer,  not  in  excess  of 
.30  percent  of  his  share  of  the  net  profits  of  such  trade  or  business,  shall 
be  considered  as  earned  income. 

”(c)  Special  Rules. — For  purposes  of  computing  the  amount 
]  excludable  under  subsection  (a),  the  following  rules  shall  apply: 

“(1)  Limitations  on  amount  of  exclusion. — The  amount 
excluded  from  the  gross  income  of  an  individual  under  subsection 
(a)  for  any  taxable  year  shall  not  exceed  an  amount  which  shall 
be  computed  on  a  daily  basis  at  an  annual  rate  of — 

|  “(A)  except  as  provided  in  subparagraph  (B),  $20,000 

r  in  the  case  of  an  individual  who  qualifies  under  subsection 

(a),  or 

“(B)  $35,000  in  the  case  of  an  individual  who  qualifies 
under  subsection  (a)(1),  but  only  with  respect  to  that  por¬ 
tion  of  such  taxable  year  occurring  after  such  individual 
has  been  a  bona  fide  resident  of  a  foreign  country  or  coun¬ 
tries  for  an  uninterrupted  period  of  3  consecutive  years. 

“(2)  AtTRIIU  TION  TO  YEAR  IN  WHICH  SERVICES  ARE  PERFORMED. - 

For  purposes  of  applying  paragraph  (1),  amounts  received  shall 
be  considered  received  in  the  taxable  year  in  which  the  services 
.to  which  the  amounts  are  attributable  are  performed. 

!  “(3)  Treatment  of  community  income. — In  applying  para¬ 
graph  (1)  with  respect  to  amounts  received  for  services  per¬ 
formed  by  a  husband  or  wife  which  are  community  income  under 
community  property  laws  applicable  to  such  income,  the  aggre¬ 
gate  amount  excludable  under  subsection  (a)  from  the  gross  in¬ 
come  of  such  husband  and  wife  shall  equal  the  amount  which 
would  be  excludable  if  such  amounts  did  not  constitute  such 
community  income. 
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“  (4)  Requirement  as  to  time  of  receipt. — No  amount  received 
after  the  close  of  the  taxable  year  following  the  taxable  year  in 
which  the  services  to  which  the  amounts  are  attributable  are  per¬ 
formed  may  be  excluded  under  subsection  (a) . 

“(5)  Certain  amounts  not  excludable. — No  amount — 

“(A)  received  as  a  pension  or  annuity,  or 
“(B)  included  in  gross  income  by  reason  of  section  402(b) 
(relating  to  taxability  of  beneficiary  of  non-exempt  trust), 
section  408(c)  (relating  to  taxability  of  beneficiary  under  a 
non-qualified  annuity),  or  section  408(d)  (relating  to  taxa¬ 
bility  of  beneficiary  under  certain  forfeitable  contracts  pur¬ 
chased  by  exempt  organizations), 
may  be  excluded  under  subsection  (a). 

“(6)  Test  of  bona  fide  residence. — A  statement  by  an  indi¬ 
vidual  who  has  earned  income,  from  sources  within  a  foreign 
country  to  the  authorities  of  that  country  that  he  is  not  a  resident 
of  that  country,  if  he  is  held  not  subject  as  a  resident  of  that 
country  to  the  income  tax  of  that  country  by  its  authorities  with 
respect  to  such  earnings,  shall  be  conclusive  evidence  with  respects 
to  such  earnings  that  he.  is  not  a  bona  fide  resident  of  that  country* 
for  purposes  of  subsection  (a)(1). 

“(7)  Certain  noncash  remuneration. — If  an  individual  who 
qualifies  under  subsection  (a)(1)  receives  compensation  from 
sources  without  the  United  States  (except  from  the  United  States 
or  any  agency  thereof)  in  the  form  of  the  right  to  use  property  or 
facilities,  the  limitation  under  paragraph  (1)  applicable  with 
respect  to  such  individual — 

“(A)  for  a  taxable  year  ending  in  1963,  shall  be  increased 
by  an  amount  equal  to  the  amount  of  such  compensation  so 
received  during  such  taxable  year; 

“(B)  for  a  taxable  year  ending  in  1964,  shall  be  increased 
by  an  amount  equal  to  two-thirds  of  such  compensation  so 
received  during  such  taxable  year:  and 

“(C)  for  a  taxable  year  ending  in  1965,  shall  be  increased 
by  an  amount  equal  to  one-third  of  such  compensation  so 
received  during  such  taxable  year. 

Cross  References. — 


“(d) 


26  USC 
Post 


72; 


“For  administrative  and  penal  provisions  relating  to  the  exclusion 
provided  for  in  this  section,  see  sections  6001,  6011,  6012(c),  and  the 
other  provisions  of  subtitle  F.” 

(b)  Computation  of  Employees’  Contributions. — Section  72(f)! 
p.  1006.  (relating  to  special  rules  for  computing  employees’  contributions)  is 

amended  by  adding  after  paragraph  (2)  the  following  new  sentences: 
“Paragraph  (2)  shall  not  apply  to  amounts  which  were  contributed 
by  the  employer  after  December  31,  1962,  and  which  would  not  have 
been  includible  in  the  gross  income  of  the  employee  by  reason  of  the 
Ante,  p.  looi  application  of  section  911  if  such  amounts  had  been  paid  directly  to 
the  employee  at  the  time  of  contribution.  The  preceding  sentence 
shall  not  apply  to  amounts  which  were  contributed  by  the  employer, 
as  determined  under  regulations  prescribed  by  the  Secretary  or  his 
delegate,  to  provide  pension  or  annuity  credits,  to  the  extent  such 
credits  are  attributable  to  services  performed  before  January  1,  1963, 
and  are  provided  pursuant  to  pension  or  annuity  plan  provisions  in 
existence  on  March  12,  1962,  and  on  that  date  applicable  to  such 
services.” 

(c)  Effective  Dates.— 

(1)  Amendment  to  section  on. — The  amendment  made  by 
subsection  (a)  shall  apply  to  taxable  years  ending  after  Septem¬ 
ber  4, 1962,  but  only  with  respect  to  amounts — 
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(A)  received  after  March  12,  1962,  which  are  attributable 
to  services  performed  after  December  31, 1962,  or 

(11)  received  after  December  31,  1962,  which  are  attribut¬ 
able  to  services  performed  on  or  before  December  31,  1962, 
unless  on  March  12,  1962,  there  existed  a  right  (whether 
forfeitable  or  nonforfeitable)  to  receive  such  amounts. 

(2)  Amendment  to  section  72(f). — The  amendment  made  by 
subsection  (b)  shall  apply  to  taxable  years  ending  after  December 
31,  1962. 

SEC.  12.  CONTROLLED  FOREIGN  CORPORATIONS. 

(a)  In  ( i eneilyl. — Part  III  of  subchapter  N  of  chapter  1  (relating 
to  income  from  sources  without  the  United  States)  is  amended  by 
adding  at  the  end  thereof  the  following  new  subparts : 


“Subpart  F — Controlled  Foreign  Corporations 


"Sec.  5)51. 

"Sec.  5)52. 
"See. 

"Sec-.  5)54. 
“See.  5)55. 

“Sec.  950. 
"Sec.  5)57. 
"Sec.  5)58. 
"See.  5)55). 

"Sec.  5)00. 
"Sec.  5)01. 

"Sec.  5)02. 

“Sec.  5X55. 

"Sec.  904. 


Amounts  included  in  gross  income  of  United  States 
shareholders. 

Subpart  F  income  defined. 

Income  from  insurance  of  United  States  risks. 

Foreign  base  company  income. 

Withdrawal  of  previously  excluded  subpart  F  income 
from  qualified  investment. 

Investment  of  earnings  in  United  States  property. 

Controlled  foreign  coritorations ;  United  States  persons. 

Rules  for  determining  stock  ownership. 

Exclusion  from  gross  income  of  previously  taxed  earn¬ 
ings  and  profits. 

Special  rules  for  foreign  tax  credit. 

Adjustments  to  basis  of  stock  in  controlled  foreign  cor¬ 
porations  and  of  other  property. 

Election  by  individuals  to  be  subject  to  tax  at  corporate 
rates. 

Receipt  of  minimum  distributions  by  domestic  corpora¬ 
tions. 

Miscellaneous  provisions. 


"SEC.  951.  AMOUNTS  INCLUDED  IN  GROSS  INCOME  OF  UNITED  STATES 
SHAREHOLDERS. 

*‘(a)  Amounts  Included. — 

“(1)  In  general.- — If  a  foreign  corporation  is  a  controlled 
foreign  corporation  for  an  uninterrupted  period  of  30  days  or 
more  during  any  taxable  year  beginning  after  December  31, 
1962,  every  person  who  is  a  United  States  shareholder  (as  defined 
in  subsection  (b) )  of  such  corporation  and  who  owns  (within  the 
meaning  of  section  958(a))  stock  in  such  corporation  on  the  last 
day,  in  such  year,  on  which  such  corporation  is  a  controlled  foreign 
corporation  shall  include  in  1 1  is  gross  income,  for  his  taxable  year 
in  which  or  with  which  such  taxable  year  of  the  corporation  ends— 
“(A)  the  sum  of — 

“(i)  except  as  provided  in  section  963,  his  pro  rata 
share  (determined  under  paragraph  (2) )  of  the  corpora¬ 
tion's  subpart  F  income  for  such  year,  and 

“(ii)  his  pro  rata  share  (determined  under  section 
955  (a)(3))  of  the  corporation’s  previously  excluded  sub¬ 
part  F  income  withdrawn  from  investment  in  less  devel¬ 
oped  countries  for  such  year;  and 
“(B)  his  pro  rata  share  (determined  under  section  956 
(a)  (2))  of  the  corporation's  increase  in  earnings  invested  in 
United  States  property  for  such  year  (but  only  to  the  extent 
not  excluded  from  gross  income  under  section  959(a)  (2)). 

“  (2)  Pro  rata  share  of  subfart  f  income. — The  pro  rata  share 
referred  to  in  paragraph  (1)  (A)  (i)  in  the  case  of  any  United 
States  shareholder  is  the  amount — 
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“(A)  which  would  have  been  distributed  with  respect  to 
the  stock  which  such  shareholder  owns  (within  the  meaning 
Post  p.  ioi8  of  section  958(a))  in  such  corporation  if  on  the  last  day,  in 

’  *  its  taxable  year,  on  which  the  corporation  is  a  controlled  for- 

eign  corporation  it  had  distributed  pro  rata  to  its  sliareliold- 
ers  an  amount  (i)  which  bears  the  same  ratio  to  its  subpart  F 
income  foi'  the  taxable  year,  as  (ii)  the  part  of  such  yeax  dur¬ 
ing  which  the  corporation  is  a  controlled  foreign  corporation 
bears  to  the  entire  year,  reduced  by 

“(B)  the  amount  of  distributions  received  by  any  other 
person  during  such  year  as  a  dividend  with  respect  to  such 
stock,  but  only  to  the  extent  of  the  dividend  which  would 
have  been  received  if  the  distribution  by  the  corporation  had 
been  the  amount  (i)  which  bears  the  same  ratio  to  the  subpart 
F  income  of  such  corporation  for  the  taxable  year,  as  (ii)  the 
part  of  such  year  during  which  such  shareholder  did  not  own 
(within  the  meaning  of  section  958(a))  such  stock  bears  to 
the  entire  year. 

“(3)  Limitation  on  pro  rata  share  of  previously  excluded 

SUBPART  F  INCOME  WITHDRAWN  FROM  INVESTMENT.  For  piirpOSej- 

of  paragraph  (1)  (A)  (ii),  the  pro  rata  share  of  any  I  lilted  State*, 
shareholder  of  the  previously  excluded  subpart  F  income  of  a 
controlled  foreign  corporation  withdrawn  from  investment  m 
less  developed  countries  shall  not  exceed  an  amount  (A)  which 
bears  the  same  ratio  to  his  pro  rata  share  of  such  income  with- 
Post  p.  1013  drawn  (as  determined  under  section  955(a)(3))  for  the  taxable 

~ — ’  ‘  *  year,  as  (B)  the  part  of  such  year  during  which  the  corporation 

is  a  controlled  foreign  corporation  bears  to  the  entire  year. 


“(4)  Limitation  on  pro  rata  share  of  investment  in  united  i 
states  property. — For  purposes  of  paragraph  (1)(B),  the  pro 
rata  share  of  any  United  States  shareholder  in  the  increase  of 
the  earnings  of  a  controlled  foreign  corporation  invested  in 
United  States  property  shall  not  exceed  an  amount  (A)  which 
bears  the  same  ratio  to  his  pro  rata  share  of  such  increase  (as  I 
determined  under  section  956(a)(2))  for  the  taxable  year,  as 
(B)  the  part  of  such  year  during  which  the  corporation  is  a  con¬ 
trolled  foreign  corporation  bears  to  the  entire  year. 

“(b)  United  States  Shareholder  Defined. — For  purposes  of  this 
subpart,  the  term  ‘United  States  shareholder’  means,  with  respect  to 
any  foreign  corporation,  a  United  States  person  (as  defined  m  section 
957(d) )  who  owns  (within  the  meaning  of  section  958(a) ),  or  is  con^ 
sidered  as  owning  by  applying  the  rules  of  ownership  of  sectioi* 
958(b),  10  percent  or  more  of  the  total  combined  voting  power  of  all** 
classes  of  stock  entitled  to  vote  of  such  foreign  corporation. 

“(c)  Coordination  With  Election  of  a  Foreign  Investment  (  om-  j 
pa ny  To  Distribute  Income. — A  United  States  shareholder  who,  for 
his  taxable  year,  is  a  qualified  shareholder  (within  the  meaning  of 
Post,  p.  1039.  section  1247(c))  of  a  foreign  investment  company  with  respect  to  ; 

which  an  election  under  section  1247  is  in  effect  shall  not  be  required 
to  include  in  gross  income,  for  such  taxable  year,  any  amount  under 
subsection  (a)  with  respect  to  such  company. 

“(d)  Coordination  With  Foreign  Personal  Holding  Company 
Provisions. — A  United  States  shareholder  who,  for  his  taxable  year, 

26  use  551.  is  subject  to  tax  under  section  551(b)  (relating  to  foreign  personal 
holding  company  income  included  in  gross  income  of  United  States 
shareholders)  on  income  of  a  controlled  foreign  corporation  shall  not 
be  required  to  include  in  gross  income,  for  such  taxable  year,  any 
amount  under  subsection  (a)  with  respect  to  such  company. 
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“SEC.  952.  SUBPART  F  INCOME  DEFINED. 

“(a)  In  General.— For  purposes  of  this  subpart,  the  term  ‘subpart 
1  income’  means,  in  the  case  of  any  controlled  foreign  corporation  the 
|  sum  of — 

“(1)  the  income  derived  from  the  insurance  of  United  States 
risks  (as  determined  under  section  953),  and 

(2)  the  foreign  base  company  income  (as  determined  under 
section  954). 

“(b)  Exclusion  of  United  States  Income.— Subpart  F  income 
does  not  include  any  item  includible  in  gross  income  under  this  chapter 
(other  than  this  subpart)  as  income  derived  from  sources  within  the 
I  United  States  of  a  foreign  corporation  engaged  in  trade  or  business 
in  the  United  States. 

“(c)  Limitation. — For  purposes  of  subsection  (a),  the  subpart  F 
income  of  any  controlled  foreign  corporation  for  any  taxable  year  shall 
not  exceed  the  earnings  and  profits  of  such  corporation  for  such  year 
reduced  by  the  amount  (if  any)  by  which — 

“(1)  an  amount  equal  to — 

.  “(A)  the  sum  of  the  deficits  in  earnings  and  profits  for 

ft  prior  taxable  years  beginning  after  December  31,  1902,  plus 

“(B)  the  sum  of  the  deficits  in  earnings  and  profits  for 
taxable  years  beginning  after  December  31,  1959,  and  before 
January  1,  1963  (reduced  by  the  sum  of  the  earnings  and 
profits  for  such  taxable  years)  ;  exceeds 
“(2)  an  amount  equal  to  the  sum  of  the  earnings  and  profits  for 
prior  taxable  years  beginning  after  December  31,  1962,  allocated 
to  other  earnings  and  profits  under  section  959(c)  (3). 

For  purposes  of  the  preceding  sentence,  any  deficit  in  earnings  and 
profits  for  any  prior  taxable  year  shall  be  taken  into  account  under 
paragraph  (1)  for  any  taxable  year  only  to  the  extent  it  has  not  been 
taken  into  account  under  such  paragraph  for  any  preceding  taxable 
year  to  reduce  earnings  and  profits  of  such  preceding  year. 

“(d)  Special  Rule  in  Case  of  Indirect  ( Ownership. — For  purposes 
of  subsection  (c),  if — 

“(1)  a  United  States  shareholder  owns  (within  the  meaning  of 
section  958(a))  stock  of  a  foreign  corporation,  and  by  reason  of 
such  ownership  owns  (within  the  meaning  of  such  section)  stock 
of  any  other  foreign  corporation,  and 

“(2)  any  of  such  foreign  corporations  has  a  deficit  in  earnings 
and  profits  for  the  taxable  year, 

li  then  the  earnings  and  profits  for  the  taxable  year  of  each  such  foreign 
flrorporation  which  is  a  controlled  foreign  corporation  shall,  with 
f  respect  to  such  United  States  shareholder,  be  properly  reduced  to  take 
into  account  any  deficit  described  in  paragraph  (2)  in  such  manner  as 
the  Secretary  or  his  delegate  shall  prescribe  by  regulations. 


Infra. 


Post,  p.  1019. 


“SEC.  953.  INCOME  FROM  INSURANCE  OF  UNITED  STATES  RISKS. 

“(a)  General  Rule. — For  purposes  of  section  952(a)  (1),  the  term 
‘income  derived  from  the  insurance  of  United  States  risks'  means  that 
income  which — 

“(1)  is  attributable  to  the  reinsurance  or  the  issuing  of  any 
insurance  or  annuity  contract — 

“(A)  in  connection  with  property  in,  or  liability  arising 
out  of  activity  in,  or  in  connection  with  the  lives  or  health  of 
residents  of,  the  United  States,  or 

“(B)  in  connection  with  risks  not  included  in  subparagraph 
(A)  as  the  result  of  any  arrangement  whereby  another  cor¬ 
poration  receives  a  substantially  equal  amount  of  premiums 
or  other  consideration  in  respect  to  any  reinsurance  or  the 
issuing  of  any  insurance  or  annuity  contract  in  connection 
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with  property  in,  or  liability  arising  out  of  activity  in,  or  in 
connection  with  the  lives  or  health  of  residents  of,  the  United 

States,  and 

“(2)  wouhi  (subject  to  the  modifications  provided  by  para¬ 
graphs  (1),  (2) ,  and  (3)  of  subsection  (b))  be  taxed  under 
subchapter  L  of  this  chapter  if  such  income  were  the  income  of  a 
domestic  insurance  corporation. 

This  section  shall  apply  only  in  the  case  of  a  controlled  foreign  corpo-  » 
ration  which  receives,  during  any  taxable  year,  premiums  or  other  ^ 
consideration  in  respect  of  the  reinsurance,  and  the.  issuing,  of  insur¬ 
ance  and  annuity  contracts  described  in  paragraph  (1)  in  excess  of  j 
5  percent  of  the  total  of  premiums  and  other  consideration  received  ( 
during  such  taxable  year  in  respect  of  all  reinsurance  and  issuing  of  j 
insurance  and  annuity  contracts. 

“(b)  Special  Rules. — For  purposes  of  subsection  (a) — 

"(1)  In  the  application  of  part  I  of  subchapter  L,  life  insur-  1 
ance  company  taxable  income  is  the  gain  from  operations  as  I 
defined  in  section  809(b). 

“(2)  A  corporation  which  would,  if  it  were  a  domestic  insures 
ance  corporation,  be  taxable  under  part  II  of  subchapter  I^R 
shall  apply  subsection  (a)  as  if  it  were  taxable  under  part  HJ^ 
of  subchapter  L. 

“(3)  The  following  provisions  of  subchapter  L  shall  not  apply :  I 

“(A)  Section  809(d)(4)  (operations  loss  deduction). 

“(B)  Section  809(d)(5)  (certain  nonparticipating  I 

contracts).  I 

“(C)  Section  809(d)(6)  (group  life,  accident,  and  health 

insurance). 

“(I))  Section  809(d)  (10)  (small  business  deduction). 

“(E)  Section  817(b)  (gain  on  property  held  on  December  j 
31,  1958,  and  certain  substituted  property  acquired  after 
1958). 

“(F)  Section  832(b)  (5)  (certain  capital  losses). 

“  (4)  The  items  referred  to  in — 

“(A)  section  809(c)  (1)  (relating  to  gross  amount  of  pre¬ 
miums  and  other  considerations) , 

“(B)  section  809(c)(2)  (relating  to  net  decrease  in  J 

reserves) ,  .  I 

“(C)  section  809(d)(2)  (relating  to  net  increase  ml 
reserves) ,  and 

“(D)  section  832(b)  (4)  (relating  to  premiums  earned  oi£ 
insurance  contracts) ,  .  W 

shall  be  taken  into  account  only  to  the  extent  they  are  in  respect  j 
of  any  reinsurance  or  the  issuing  of  any  insurance  or  annuity  1 
contract  described  in  subsection  (a)  (1). 

“(5)  All  items  of  income,  expenses,  losses,  and  deductions  I 
(other  than  those  taken  into  account  under  paragraph  (4))  shall  , 
be  properly  allocated  or  apportioned  under  regulations  prescribed  1 
by  the  Secretary  or  his  delegate. 


“SEC.  954.  FOREIGN  BASE  COMPANY  INCOME. 

“(a)  Foreign  Base  Company  Income.— For  purposes  of  section 
952(a)(2),  the  term  ‘foreign  base  company  income’  means  for  any 

taxable  year  the  sum  of —  _  . 

“(1)  the  foreign  personal  holding  company  income  tor  t lie  tax¬ 
able  year  (determined  under  subsection  (c)  and  reduced  as  pro¬ 
vided  in  subsection  (b)  (5)), 

“(2)  the  foreign  base  company  sales  income  for  the  taxable 
year  (determined  under  subsection  (d)  and  reduced  as  provided 
in  subsection  (b)  (5) ),  and 
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“(3)  tbe  foreign  base  company  services  income  for  the  taxable 
year  (determined  under  subsection  (e)  and  reduced  as  provided 
in  subsection  (b)  (5)). 

“(b)  Exclusions  and  Special  Hulks. — 

“(1)  Exclusion  of  certain  dividends,  interest,  and  gains 

FROM  QUALIFIED  INVESTMENTS  IN  LESS  DEVELOPED  COUNTRIES. - For 

purposes  of  subsection  (a),  foreign  base  company  income  does  not 
include — 

‘■(A)  dividends  and  interest  received  during  the  taxable 
year  from  investments  which  at  the  time  of  receipt  are  quali¬ 
fied  investments  in  less  developed  countries  (as  defined  in 
section  955 (b) ),  or  Post,  p,ioi3. 

'‘(11)  if  the  gains  from  the  sale  or  exchange  during  the 
taxable  year  of  investments  which  at  the  time  of  sale  or 
exchange  are  qualified  investments  in  less  developed  countries 
exceed  the  losses  from  the  sale  or  exchange  during  the  taxable 
year  of  such  qualified  investments,  the  amount  by  which  such 
gains  exceed  such  losses. 

The  preceding  sentence  shall  apply  only  to  the  extent  that  the  sum 
of  t lie  dividends  and  interest  described  in  subparagraph  (A)  and 
the  amount  described  in  subparagraph  (  H)  does  not  exceed  the 
increase  for  the  taxable  year  in  qua li lied  investments  in  less  devel¬ 
oped  countries  of  the  controlled  foreign  corporation  (as  deter¬ 
mined  under  subsection  (f) ). 

“(2)  Exclusion  of  certain  shipping  income. — For  purposes 
of  subsection  (a),  foreign  base  company  income  does  not  include 
income  derived  from,  or  in  connection  with,  the  use  (or  hiring 
or  leasing  for  use)  of  any  aircraft  or  vessel  in  foreign  commerce, 
or  the  performance  of  services  directly  related  to  the  use  of  any 
such  aircraft  or  vessel. 

“(•>)  Special  rule  where  foreign  base  company  income  is  less 

than  3  0  PERCENT  OR  MORE  THAN  70  PERCENT  OF  GROSS  INCOME. - For 

purposes  of  subsection  (a) — 

“(A)  If  the  foreign  base  company  income  (determined 
without  regard  to  paragraphs  (1)  and  (-5) )  is  less  than  40 
percent-  of  gross  income,  no  part  of  the  gross  income  of  the 
t  axable  year  shall  be  treated  as  foreign  base  company  income. 

“(II)  If  the  foreign  base  company  income  (determined 
without  regard  to  paragraphs  (1)  and  (»))  exceeds  70  per¬ 
cent  of  gross  income,  the  entire  gross  income  of  the  taxable 
year  shall,  subject  to  the  provisions  of  paragraphs  ( 1 ),  (2), 

(4),  and  (5),  be  treated  as  foreign  base  company  income. 

“(4)  Exception  for  foreign  corporations  not  availed  of  to 
reduce  taxes. — For  purposes  of  subsection  (a),  foreign  base 
company  income  does  not  include  any  item  of  income  received 
by  a  controlled  foreign  corporation  if  it  is  established  to  the 
satisfaction  of  the  Secretary  or  his  delegate  with  respect  to  such 
item  that  the  creation  or  organization  of  the  controlled  foreign 
corporation  receiving  such  item  under  the  laws  of  the  foreign 
country  in  which  it  is  incorporated  does  not  have  the  effect  of  sub¬ 
stantial  reduction  of  income,  war  profits,  or  excess  profits  taxes 
or  similar  taxes. 

“(5)  Deductions  to  be  taken  into  account. — For  purposes  of 
subsection  (a),  the  foreign  personal  holding  company  income,  the 
foreign  base  company  sales  income,  and  the  foreign  base  company 
services  income  shall  be  reduced,  under  regulations  prescribed  by 
the  Secretary  or  his  delegate,  so  as  to  take  into  account  deductions 
(including  taxes)  properly  allocable  to  such  income. 
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“(c)  Foreign  Personal  Holding  Company  Income. 

“  ( 1 )  In  general. — F or  purposes  of  subsection  ( a )  ( 1 ) ,  the  term 
‘foreign  personal  holding  company  income’  means  the  foreign 
personal  holding  company  income  (as  defined  in  section  553), 
modified  and  adjusted  as  provided  in  paragraphs  (2),  (3),  and 
(4). 

“(2)  Rents  included  without  regard  to  so  percent  limita¬ 
tion. — For  purposes  of  paragraph  (1),  all  rents  shall  be  included 
in  foreign  personal  holding  company  income  without  regard  to 
whether  or  not  such  rents  constitute  50  percent  or  more  of  gross 


income. 

“(3)  Certain  income  derived  in  active  conduct  of  trade  or 
business.— For  purposes  of  paragraph  (1),  foreign  personal 
holding  company  income  does  not  include — 

“(A)  rents  and  royalties  which  are  derived  in  the  active 
conduct  of  a  trade  or  business  and  which  are  received  from 
a  person  other  than  a  related  person  (within  the  meaning  of  1 
subsection  (d)(3)),  or  .  ^J, 

“(B)  dividends,  interest,  and  gains  from  the  sale  o£| 
exchange  of  stock  or  securities  derived  in  the  conduct  of  fVJ 
banking,  financing,  or  similar  business,  or  derived  from  the  I 
investments  made  by  an  insurance  company  of  its  unearned  J 
premiums  or  reserves  ordinary  and  necessary  for  the  propei  I 
conduct  of  its  insurance  business,  and  which  are  received  1 
from  a  person  other  than  a  related  person  (within  the  mean-  j 
ing  of  subsection  (d)(3)). 

"(4)  Certain  income  received  from  related  persons. — ror 
purposes  of  paragraph  (1),  foreign  personal  holding  company  1 
income  does  not  include — 

“(A)  dividends  and  interest  received  from  a  related  person  , 
which  (i)  is  created  or  organized  under  the  laws  of  the  same  I 
foreign  country  under  the  laws  of  which  the  controlled  foreign 
corporation  is  created  or  organized,  and  (ii)  has  a  substantial  I 
part  of  its  assets  used  in  its  trade  or  business  located  in  such  j 
same  foreign  country ; 

“(B)  interest  received  in  the  conduct  of  a  banking,  financ-  i 
ing,  or  similar  business  from  a  related  person  engaged  in  the 

1  <•  1  1’  t!  . .  !  .A  nmi  I  lull  hllOlnAOC’  IT  4  I  I  iA 


conduct  of  a  banking  financing,  or  similar  business  if  the 


businesses  of  the  recipient  and  the  payor  are  predominantly 

with  persons  other  than  related  persons;  and 

“(C)  rents,  royalties,  and  similar  amounts  received  Itom 
a  related  person  for  the  use  of,  or  the  privilege  of  using^W 
property  within  the  country  under  the  laws  of  which  the  con-  i 
trolled  foreign  corporation  is  created  or  organized. 

“(d)  Foreign  Base  Company  Sales  Income.— 

“(1)  In  general. — For  purposes  of  subsection  (a)  (2),  the  term 
‘foreign  base  company  sales  income*  means  income  (whether  in 
the  form  of  profits,  commissions,  fees,  or  otherwise)  derived  in  ! 
connection  with  the  purchase  of  personal  property  from  a  related 
person  and  its  sale  to  any  person,  the  sale  of  personal  property 
to  any  person  on  behalf  of  a  related  person,  the  purchase  of  per¬ 
sonal  property  from  any  person  and  its  sale  to  a  related  person,  , 
or  the  purchase  of  personal  property  from  any  person  on  behalf  : 
of  a  related  person  where —  J 

“(A)  the  property  which  is  purchased  (or  in  the  case  of 
property  sold  on  behalf  of  a  related  person,  the  property  | 
which  is  sold)  is  manufactured,  produced,  grown,  or  extracted 
outside  the  country  under  the  laws  of  which  the  controlled  j 
foreign  corporation  is  created  or  organized,  and 
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“(B)  the  property  is  sold  for  use,  consumption,  or  dispo¬ 
sition  outside  such  foreign  country,  or,  in  the  case  of  property 
purchased  on  behalf  of  a  related  person,  is  purchased  for 
use,  consumption,  or  disposition  outside  such  foreign  country 
(2)  Certain  branch  income.— For  purposes  of  determinim- 
foreign  base  company  sales  income  in  situations  in  which  the 
carrying  on  of  activities  by  a  controlled  foreign  corporation 
through  a  branch  or  similar  establishment  outside  the  country  of 
incorporation  of  the  controlled  foreign  corporation  has  substan¬ 
tially  the  same  effect  as  if  such  branch  or  similar  establishment 
were  a  wholly  owned  subsidiary  corporation  deriving  such  in¬ 
come,  under  regulations  prescribed  by  the  Secretary  or  his  dele¬ 
gate  the  income  attributable  to  the  carrying  on  of  such  activities 
of  such  branch  or  similar  establishment  shall  be  treated  as  income 
derived  by  a  wholly  owned  subsidiary  of  the  controlled  foreign 
corporation  and  shall  constitute  foreign  base  company  sales 
income  of  the  controlled  foreign  corporation. 

“(3)  Related  person  defined. — For  purposes  of  this  section, 

(14  a  person  is  a  related  person  with  respect  to  a  controlled  foreign 
l|f  corporation,  if — 

“(A)  such  person  is  an  individual,  partnership,  trust,  or 
estate  which  controls  the  controlled  foreign  corporation; 

“(B)  such  person  is  a  corporation  which  controls,  or  is 
controlled  by,  the  controlled  foreign  corporation;  or 

“(C)  such  person  is  a  corporation  which  is  controlled  by 
the  same  person  or  persons  which  control  the  controlled 
foreign  corporation. 

For  purposes  of  the  preceding  sentence,  control  means  the  owner¬ 
ship,  directly  or  indirectly,  of  stock  possessing  more  than  50  per¬ 
cent  of  the  total  combined  voting  power  of  all  classes  of  stock 
entitled  to  vote.  For  purposes  of  this  paragraph,  the  rules  for 
determining  ownership  of  stock  prescribed  by  section  958  shall 
apply. 

(e)  Foreign  Base  Com  cany  Services  Income. — For  purposes  of 
I  subsection  (a)(3),  the  term  ‘foreign  base  company  services  111001116' 

I  means  income  (whether  in  the  form  of  compensation,  commissions, 

H  fees,  or  otherwise)  derived  in  connection  with  the  performance  of 
If  technical,  managerial,  engineering,  architectural,  scientific,  skilled, 

1  industrial,  commercial,  or  like  services  which — 

“(1)  are  performed  for  or  on  behalf  of  any  related  person 
(within  the  meaning  of  subsection  (d)  (3)),  and 
“(2)  are  performed  outside  the  country  under  the  laws  of 
.  which  the  controlled  foreign  corporation  is  created  or  organized. 

I  The  preceding  sentence  shall  not  apply  to  income  derived  in  connec- 
I  tion  with  the  performance  of  services  which  are  directly  related  to  the 
I  sale  or  exchange  by  the  controlled  foreign  corporation  of  property 
I  manufactured,  produced,  grown,  or  extracted  by  it  and  which  are  per- 
I  formed  prior  to  the  time  of  the  sale  or  exchange,  or  of  services  directly 
I  related  to  an  offer  or  effort  to  sell  or  exchange  such  property. 

“(f)  Increase  in  Qualified  Investments  in  Less  Developed 
I  Countries. — For  purposes  of  subsection  (b)(1),  the  increase  for  any 
I  taxable  year  in  qualified  investments  in  less  developed  countries  of  any 
I  controlled  foreign  corporation  is  the  amount  by  which — 

“(1)  the  qualified  investments  in  less  developed  countries  (as 
defined  in  section  955(b) )  of  the  controlled  foreign  corporation  at  Post, 
the  close  of  the  taxable  year,  exceeds 


•  1013. 


-54- 


October  16,  1962 


Pub.  Law  87-834 


76  ST AT.  1013. 


“(2)  the  qualified  investments  in  less  developed  countries  (as 
so  defined)  of  the  controlled  foreign  corporation  at  the  close  of 
the  preceding  taxable  year. 

“SEC.  955.  WITHDRAWAL  OF  PREVIOUSLY  EXCLUDED  SUBPART  F 
INCOME  FROM  QUALIFIED  INVESTMENT. 

“(a)  General  Rules. —  1 

“(1)  Amount  withdrawn. — For  purposes  of  this  subpart,  the 
amount  of  previously  excluded  subpart  F  income  of  any  con¬ 
trolled  foreign  corporation  withdrawn  from  investment  in  less  j 
developed  countries  for  any  taxable  year  is  an  amount  equal  to 
the  decrease  in  the  amount  of  qualified  investments  in  less  de¬ 
veloped  countries  of  the  controlled  foreign  corporation  for  such 
year,  but  only  to  the  extent  that  the  amount  of  such  decrease  does  j 
not  exceed  an  amount  equal  to—  ,  j 

“(A)  the  sum  of  the  amounts  excluded  under  section  951 
(b)(1)  from  the  foreign  base  company  income  of  such  cor¬ 
poration  for  all  prior  taxable  years,  reduced  by  j 

“(B)  the  sum  of  the  amounts  of  previously  excluded  sub-  . 
part  F  income  withdrawn  from  investment  in  less  developed^ 
countries  of  such  corporation  determined  under  this  subse^l 
t  ion  for  all  prior  taxable  years. 

>  "(2)  Decrease  in  qualified  investments. — For  purposes  of  I 

paragraph  (1),  the  amount  of  the  decrease  in  qualified  in  vest-1] 
ments  in  less  developed  countries  of  any  controlled  foreign  cor¬ 
poration  for  any  taxable  year  is  the  amount  by  which — - 

“(A)  the  amount  of  qualified  investments  in  less  developed  j 
countries  of  the  controlled  foreign  corporation  at  the  close 
of  the  preceding  taxable  year,  exceeds  H 

“(B)  the  amount  of  qualified  investments  in  less  developed  | 
countries  of  the  controlled  foreign  corporation  at  the  close 
of  the  taxable  year,  J 

to  the  extent  the  amount  of  such  decrease  does  not  exceed  the  ; 
sum  of  the  earnings  and  profits  for  the  taxable  year  and  the  earn-  j 
ings  and  profits  accumulated  for  prior  taxable  years  beginning  i 
after  December  31,  1962.  For  purposes  of  this  paragraph,  if 
qualified  investments  in  less  developed  countries  are  disposed  of 
by  t he  controlled  foreign  corporation  during  the  taxable  year,  the 
amount  of  the  decrease  in  qualified  investments  in  less  developed) 
countries  of  such  controlled  foreign  corporation  for  such  year 
shall  be  reduced  by  an  amount  equal  to  the  amount  (if  any)  byj 
which  the  losses  on  such  dispositions  during  such  year  exceej 
t  lie  gains  on  such  disposit  ions  during  such  year. 

'•(:))  Pro  rata  share  of  amount  withdrawn. — In  the  case  of 
any  United  States  shareholder,  the  pro  rata  share  of  the  amount 
of  previously  excluded  subpart  F  income  of  any  controlled  for- 
eign  corporation  withdrawn  from  investment  in  less  developed 
countries  for  anv  taxable  year  is  his  pro  rata  share  of  the  amount . 
determined  under  paragraph  (1). 

“(1))  Qualified  Investments  in  Less  Developed  Countries. — 

"(1)  In  (ienerai.. — For  purposes  of  this  subpart,  the  term 
‘qualified  investments  in  less  developed  countries’  means  property 

which  is —  . 

“(A)  stock  of  a  less  developed  country  corporation  held  by 
the  controlled  foreign  corporation,  but  only  if  the  controlled 
foreign  corporation  owns  10  percent  or  more  of  the  total  com- ; 
bined  voting  power  of  all  classes  of  stock  of  such  less  de¬ 
veloped  country  corporation ; 

“(B)  an  obligation  of  a  less  developed  country  corporation 
held  bv  the  controlled  foreign  corporation,  which,  at  the 


oy 
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lime  of  its  acquisition  by  the  controlled  foreign  corporation, 
has  a  mat  u i  it}  ol  one,  year  or  more,  but  only  if  the  controlled 
foreign  corporation  owns  10  percent  or  more  of  the  total 
combined  voting  power  of  all  classes  of  stock  of  such  less 
developed  count  ry  corporat  ion ;  or 

(C)  an  obligation  of  a  less  developed  country. 

“(-)  Poetry  ceases  to  be  i.kss  developed  country.— For  pur- 
poses  of  this  subpart,  property  which  would  be  a  qualified  invest¬ 
ment  m  less  developed  countries,  but  for  the  fact  that  a  forehm 
country  has,  after  the  acquisition  of  such  property  bv  the  con¬ 
trolled  foreign  corporation,  ceased  to  be  a  less  developed  country, 
shall  be  treated  as  a  qualified  investment  in  less  developed  coun¬ 
tries.  1 


"(■>)  Special  rile.— For  purposes  of  this  subpart,  a  Ended 
.States  shareholder  of  a  controlled  foreign  corporat  ion  may  under 
regulations  prescribed  by  the  Secretary  or  his  delegate,  make  the. 
determinations  under  subsection  (a)(2)  of  this  section  and  under 
subsection  (f)  of  section  !);*4  as  of  the  close  of  the  years  following  ;_+p 
t  he  years  referred  to  in  such  subsections,  or  as  of  the  close  of  such  ~~ 
longer  period  of  time  as  such  regulations  may  permit,  in  lieu  of 
on  the  last  day  of  such  years.  Any  election  under  this  paragraph 
made  with  respect  to  any  taxable  year  shall  apply  to  suclT year 
and  to  all  succeeding  taxable  years  unless  the  Secretary  or  his 
delegate  consents  to  the  revocation  of  such  election. 

“(4)  Exception-.— For  purposes  of  this  subpart,  property  shall 
not  constitute  qualified  investments  in  less  developed  countries  if 
such  property  is  disposed  of  within  (i  months  after  the  date  of 

its  acquisition. 

(a)  Amount  attiubutaule  to  property. — The  amount  taken 
into  account  under  this  subpart  with  respect  to  any  property 
described  in  paragraph  (1)  or  (2)  shall  be  its  adjusted  basis, 
reduced  by  any  liability  to  which  such  property  is  subject. 

(c)  Less  Developed  Country  Corporations. — 

‘‘(1)  In  general. — For  purposes  of  this  subpart,  the  term  'less 
developed  country  corporation*  means  a  foreign  corporat  ion  which 
during  the  taxable  year  is  engaged  in  the  active  conduct  of  one 
or  more  trades  or  businesses  and — 

“(A)  80  percent  or  more  of  the  gross  income  of  which  for 
the  taxable  year  is  derived  from  sources  within  less  developed 
countries:  and 

>l(B)  80  percent  or  more  in  value  of  the  assets  of  which  on 
each  day  of  the  taxable  year  consists  of — 

“(i)  property  used  in  such  trades  or  businesses  and 
located  in  less  developed  countries, 

“(ii)  money,  and  deposits  with  persons  carrying  on 
the  banking  business, 

“(jii)  stock,  and  obligations  which,  at  the  time  of  their 
acquisition,  have  a  maturity  of  one  year  or  more,  of  any 
other  less  developed  country  corporation, 

“(iv)  an  obligation  of  a  less  developed  country, 

“ (y)  an  investment  which  is  required  because  of 
restrictions  imposed  by  a  less  developed  country,  and 
“(vi)  property  described  in  section  956(b)  (2).  Post, 

!•  or  purposes  of  subparagraph  (A),  the  determination  as  to 
whether  income  is  derived  from  sources  within  less  developed 
countries  shall  be  made  under  regulations  prescribed  bv  the 
Secretary  or  his  delegate. 

“(2)  Shifting  companies. — For  purposes  of  this  subpart,  the 
term  ‘less  developed  country  corporation’  also  means  a  foreign 
corporation — 
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“(A)  80  percent  or  more  of  the  gross  income  of  which  for 
the  taxable  year  consists  of—  _  .  I 

“  (i)  gross  income  derived  from,  or  in  connection  with, 
the  using  (or  hiring  or  leasing  for  use)  in  foreign  com¬ 
merce  of  aircraft  or  vessels  registered  under  the  laws  of 
a  less  developed  country,  or  from,  or  in  connection  with, 
the  performance  of  services  directly  related  to  use  of  such  I 
aircraft  or  vessels,  or  from  the  sale  or  exchange  of  such 
aircraft  or  vessels,  and 

“  (ii)  dividends  and  interest  received  from  foreign  cor¬ 
porations  which  are  less  developed  country  corporations 
within  the  meaning  of  this  paragraph  and  10  percent  or 
more  of  the  total  combined  voting  power  of  all  classes  I 
of  stock  of  which  are  owned  by  the  foreign  corporation, 
and  gain  from  the  sale  or  exchange  of  stock  or  obliga-  f 
tions  of  foreign  corporations  which  are  such  less  devel-  I 
oped  country  corporations,  and 
“(B)  80  percent  or  more  of  the  assets  of  which  on  each  day* 
of  the  taxable  year  consists  of  (i)  assets  used,  or  held  fojg 
use,  for  or  in  connection  with  the  production  of  income  d 
scribed  in  subparagraph  (A),  and  (ii)  property  described  in 


section  956(b)  (2). 

“(3)  Less  developed  country  defined. — lor  purposes  of  tins 
subpart,  the  term  ‘less  developed  country’  means  (in  respect  of 
any  foreign  corporation)  any  foreign  country  (other  than  an  area 
within  the  Sino-Soviet  bloc)  or  any  possession  of  the  United 
States  with  respect  to  which,  on  the  first  day  of  the  taxable  year, 
there  is  in  effect  an  Executive  order  by  the  President  of  the  United 
States  designating  such  country  or  possession  as  an  economically 
less  developed  country  for  purposes  of  this  subpart,  lor  pur¬ 
poses  of  the  preceding  sentence,  an  overseas  territory,  department, 
province,  or  possession  may  he  treated  as  a  separate  country.  No 
designation  shall  he  made  under  this  paragraph  with  respect  to 


Liechtenstein 
Luxembourg 
Monaco 
Netherlands 
New  Zealand 
Norway 

Union  of  South  Africa 
San  Marino 
Sweden 
Switzerland 
United  Kingdom 

After  the  President  has  designated  any  foreign  country  or  any  pos¬ 
session  of  the  1  nited  States  as  an  economically  less  developed  countiy 
for  purposes  of  this  subpart,  he  shall  not  terminate  such  desig¬ 
nation  (either  by  issuing  an  Executive  order  for  that  purpose  or  by 
issuing  an  Executive  order  under  the  first  sentence  of  this  paragraph 
whicli~has  the  effect  of  terminating  such  designation)  unless,  at  least 
30  days  prior  to  such  termination,  he  has  notified  the  Senate  and  the 
House  of  Representatives  of  his  intention  to  terminate  such  desig¬ 
nation. 


Australia 
Austria 
Belgium 
Canada 
Denmark 
F  ranee 

Germany  (Federal  Republic) 

Hong  Kong 

Italy 

Japan 


i 


“SEC.  956.  INVESTMENT  OF  EARNINGS  IN  UNITED  STATES  PROPERTY. 

“(a)  General  Rules. — For  purposes  of  this  subpart — 

“(1)  Amount  of  investment. — The  amount  of  earnings  of  a 
controlled  foreign  corporation  invested  in  United  States  property 
at  the  close  of  any  taxable  year  is  the  aggregate  amount  of  such 
property  held,  directly  or  indirectly,  by  the  controlled  foreign 
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the  close  of  the  taxable  year.  b  1  y 

The  determinations  under  subparagraphs  (A)  and  (B)  shall  be 

J'iade  ?!Vt  ie  ha,s,Ts,of  stock  °'vned  (within  the  meaning  of  section 
•*;>8(a) )  by  such  l  nited  States  shareholder  on  the  last  day  durino- 
the  taxable  year  on  which  the  foreign  corporation  is  a  controlled 
foreign  corporation. 

“(3)  Amount  attributable  to  property.— The  amount  taken 
mto  account  under  paragraph  (1)  or  (2)  with  respect  to  any 
property  shall  be  its  adjusted  basis,  reduced  by  any  liability  to 
which  the  property  is  subject. 

‘(b)  United  States  Property  Defined. — 

.  “(!) .If  general.— For  purposes  of  subsection  (a),  the  term 
‘United  States  property’  means  any  property  acquired  after  De¬ 
cember  31,  1962,  which  is — 

‘‘(A)  tangible  property  located  in  the  United  States; 

(IS)  stock  of  a  domestic  corporation; 

“(C)  an  obligation  of  a  United  States  person;  or 

“(D)  any  right  to  the  use  in  the  United  States  of — 

“(j)  a  patent  or  copyright, 

“(ii)  an  invention,  model,  or  design  (whether  or  not 
patented), 

“(iii)  a  secret  formula  or  process,  or 
“(iv)  any  other  similar  property  right, 
which  is  acquired  or  developed  by  the  controlled  foreign  cor¬ 
poration  for  use  in  the  United  States. 

“(2)  Exceptions. — For  purposes  of  subsection  (a),  the  term 
‘I  nited  States  property’  does  not  include — 

(A)  obligations  of  the  United  States,  money,  or  deposits 
with  persons  carrying  on  the  banking  business; 

“(B).  property  located  in  the  United  States  which  is  pur¬ 
chased  in  the  United  States  for  export  to,  or  use  in,  foreign 
countries ; 

“(C)  any  obligation  of  a  T  nited  States  person  arising  in 
connection  with  the  sale  or  processing  of  property  if  the 
amount  of  such  obligation  outstanding  at  no  time  during  the 
taxable  year  exceeds  the  amount  which  would  be  ordinary 
and  necessary  to  carry  on  the  trade  or  business  of  both  the 
other  party  to  the  sale  or  processing  transaction  and  the 
United  States  person  had  the  sale  or  processing  transaction 
been  made  between  unrelated  persons; 

“(D)  any  aircraft,  railroad  rolling  stock,  vessel,  motor 
vehicle,  or  container  used  in  the  transportation  of  persons  or 
property  in  foreign  commerce  and  used  predominantly  out¬ 
side  the  United  States ; 

“(E)  an  amount  of  assets  of  an  insurance  company  equiv¬ 
alent  to  the  unearned  premiums  or  reserves  ordinary  and 
necessary  for  the  proper  conduct  of  its  insurance  business 
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attributable  to  contracts  which  are  not  contracts  described  in 
i oqq  section  953(a)  (1) ;  and 

p*  *  “(F)  an  amount  of  assets  of  the  controlled  foreign  corpo¬ 

ration  equal  to  the  earnings  and  profits  accumulated  after 
December  31,  1962,  and  excluded  from  subpart  F  income 
n.  1008,  under  section  952(b).  .  . 

“(c)  Pledges  and  Guarantees— For  purposes  of  subsection  (a), 
a  controlled  foreign  corporation  shall,  under  regulations  prescribed  by 
the  Secretary  or  his  delegate,  be  considered  as  holding  an  obligation 
of  a  United  States  person  if  such  controlled  foreign  corporation  is  a 
pledgor  or  guarantor  of  such  obligation. 

“SEC  957.  CONTROLLED  FOREIGN  CORPORATIONS;  UNITED  STATES 
PERSONS. 


ost,  p  1018, 


“(a)  General  Rule. — For  purposes  of  this  subpart,  the  term  ‘con-  I 
trolled  foreign  corporation'  means  any  foreign  corporation  of  which 
more  than  50  percent  of  the  total  combined  voting  power  of  all  classes  1 
of  stock  entitled  to  vote  is  owned  (within  the  meaning  of  section 
958(a) ),  or  is  considered  as  owned  by  applying  the  rules  of  ownership 
of  section  958(b),  by  United  States  shareholders  on  any  day  durm|« 

the  taxable  year  of  such  foreign  corporation.  .  ..  ™ 

“(b)  Special  Rule  for  Insurance. — For  purposes  only  of  taking 
into  account  income  described  in  section  953(a)  (relating  to  income 
derived  from  insurance  of  United  States  risks),  the  term  ‘controlled  I 
foreign  corporation’  includes  not  only  a  foreign  corporation  as  defined  I 
by  subsection  (a)  but  also  one  of  which  more  than  25  percent  of  the! 
total  combined  voting  power  of  all  classes  of  stock  is  owned  (withinl 
the  meaning  of  section  958(a)),  or  is  considered  as  owned  by  apply- 1 
ing  the  rules  of  ownership  of  section  958(b),  by  1  nited  States  share- 1 
holders  on  any  day  during  the  taxable  year  of  such  corporation,  it  * 
the  gross  amount  of  premiums  or  other  consideration  in  respect  of  the  j 
reinsurance  or  the  issuing  of  insurance  or  annuity  contracts  described! 
in  section  953(a)(1)  exceeds  75  percent  of  the  gross  amount  of  alii 
premiums  or  other  consideration  in  respect  of  all  risks. 

“(c)  Corporations  Organized  in  United  States  Possessions.— M 
For  purposes  of  this  subpart,  the  term  ‘controlled  foreign  corporation  1 
does  not  include  any  corporation  created  or  organized  in  the  Common-  j 
wealth  of  Puerto  Rico  or  a  possession  of  the  United  States  or  under  j 
the  laws  of  the  Commonwealth  of  Puerto  Rico  or  a  possession  of  the 

United  States  if —  . 

“(1)  80  percent  or  more  of  the  gross  income  of  such  corpora-! 
tion  for  the  3-year  period  immediately  preceding  the  close  of  th^ 
taxable  year  (or  for  such  part  of  such  period  immediately  pri* 
ceding  the  close  of  such  taxable  year  as  may  be  applicable)  was* 
derived  from  sources  within  the  Commonwealth  of  Puerto  Rico 
or  a  possession  of  the  United  States;  and 

“(2)  50  percent  or  more  of  the  gross  income  of  such  corporation  j 
for  such  period,  or  for  such  part  thereof,  was  derived  from  the! 
active  conduct  within  the  Commonwealth  of  Puerto  Rico  or  a 
possession  of  the  United  States  of  any  trades  or  businesses  con¬ 
stituting  the  manufacture  or  processing  of  goods,  wares,  merchan¬ 
dise,  or  other  tangible  personal  property;  the  processing  of  agri¬ 
cultural  or  horticultural  products  or  commodities  (including  but 
not  limited  to  livestock,  poultry,  or  fur-bearing  animals)  ;  the  J 
catching  or  taking  of  any  kind  of  fish  or  the  mining  or  extraction 
of  natural  resources,  or  any  manufacturing  or  processing  of  any 
products  or  commodities  obtained  from  such  activities;  or  the; 
ownership  or  operation  of  hotels. 

For  purposes  of  paragraphs  (1)  and  (2),  the  determination  as  to 
whether  income  was  derived  from  sources  within  the  C  ommonwealth 
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of  Puerto  Hi 00  or  a  possession  of  the  United  States  and  was  derived 
fiom  t he  act n e  conduct  of  a  described  trade  or  business  within  the 
Commonwealth  of  Puerto  Pico  or  a  possession  of  the  United  States 
shall  be  made  under  regulations  prescribed  by  the  Secretary  or  his 
delegate. 

"(d)  l  Nn-En  Status  Person. — For  purposes  of  this  subpart,  the 
i_erm  '1  nited  States  person’  lias  the  meaning  assigned  to  it  by  section 
l(  (01  (a)  (SO)  except  that —  Ante,  p.  988. 

"(1)  with  respect  to  a  corporation  organized  under  the  laws 
of  the  Commonwealth  of  Puerto  Rico,  such  term  does  not  include 
an  individual  who  is  a  bona  tide  resident  of  Puerto  Rico,  if  a 
div  idend  received  by  such  individual  during  the  taxable  year  from 
such  corporation  would,  for  purposes  of  section  933(1),  be  treated  26  use  933. 
as  income  derived  from  sources  within  Puerto  Rico, 

"(-)  with  respect  to  a  corporation  organized  under  the  laws 
ot  the  \  irgin  Islands,  such  term  does  not  include  an  individual 
who  is  a  bona  tide  resident  of  (he  Virgin  Islands  and  whose  in¬ 
come  tax  obligation  under  (his  subtitle  for  the  taxable  year  is 
I  satisfied  pursuant  to  section  28(a)  of  the  Revised  Organic  Act 
[I  llu‘  Virgin  Islands,  approved  .July  ± 2 ,  3954  (4s  U.S.C.  1(542),  68  stat.  508. 
I>v  paying  tax  on  income  derived  from  all  sources  both  within 
and  outside  the  \  irgin  Islands  into  the  treasure  of  the  Virgin 
Islands,  and 

“(3)  with  respect  to  a  corporation  organized  under  the  laws 
of  any  other  possession  of  the  United  States,  such  term  does  not 
include  an  individual  who  is  a  bona  tide  resident  of  any  such  other 
possession  and  whose  income  derived  from  sources  within 
possessions  of  the  United  States  is  not,  by  reason  of  section  931 
(a ),  includible  in  gross  income  under  this  subtit  le  for  t he  taxable 
yea  r. 


[SEC.  958.  RULES  FOR  DETERMINING  STOCK  OWNERSHIP. 

■*(a)  DlIiKCT  AX'D  INDIRECT  OWNERSHIP. — 

"(  1 )  (tkxekai.  lil  i.r.. — For  purposes  of  this  subpart  ( other  than 
sections  955(b)(1)  (A)  and  (  15).  955(c)  (2)  (A)  (ii ),  and  9(50  Ante,  p.  1013. 
(a)(1)),  stock  owned  means —  Post,  P.  1020. 

“(A)  stock  owned  direct  ly,  and 

"(13)  stock  owned  with  the  application  of  paragraph  (2). 

"(2)  Stock  ownership  tiiroioii  koreiux  entities. — For  pur- 
poses  of  subparagraph  (13)  of  paragraph  (1),  stock  owned,  Ante,  P.  988. 
directly  or  indirectly,  by  or  for  a  foreign  corporation,  foreign 
|  partnership,  or  foreign  trust  or  foreign  estate  (within  the  mean- 

r  ing  of  section  7701(a)  (31))  shall  he  considered  as  being  owned 

proportionately  by  its  shareholders,  partners,  or  beneficiaries. 

Stock  considered  to  be  owned  by  a  person  by  reason  of  the  appli¬ 
cation  of  the  preceding  sentence  shall,  for  purposes  of  applying 
such  sentence,  be  treated  as  actually  owned  by  such  person. 

"(3)  Special,  rii,e  con  mituai,  insurance  companies. — For 
purposes  of  applying  paragraph  (1)  in  the  case  of  a  foreign 
mutual  insurance  company,  the  term  ’stock"  shall  include  any 
certificate  entitling  the  holder  to  voting  power  in  the  corporation. 

!  "(h)  (’oxsTHVCTiVK  Ownership.- — For  purposes  of  sections  951(b), 

••54(d)  (3),  and  957,  section  318(a)  (relating  to  constructive  owner-  26  use  318. 
|hip  of  stock)  shall  apply  to  the  extent  that  the  etfect  is  to  treat  any 
United  States  person  as  a  United  States  shareholder  within  the  meali¬ 
ng  of  sect  ion  951(h),  to  treat  a  person  as  a  related  person  within  the. 

Meaning  of  section  954(d)  (3).  or  to  treat  a  foreign  corporation  as  a 
•mu  rolled  foreign  corporation  under  section  957,  except  that — 

"(1)  In  applying  paragraph  (1)(A)  of  section  318(a),  stock 
owned  by  a  nonresident  alien  individual  (other  than  a  foreign 
trust  or  foreign  estate)  shall  not  he  considered  as  owned  by  a 
citizen  or  by  a  resident  alien  individual. 
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“(2)  In  applying  the  first  sentence  of  subparagraphs  (A)  and 
(B),  and  in  applying  clause  (i)  of  subparagraph  (('),  of  section 
318(a)  (2),  if  a  partnership,  estate,  trust,  or  corporation  owns, 
directly  or  indirectly,  more  than  50  percent  of  the  total  combined 
voting  power  of  all  classes  of  stock  entitled  to  vote  of  a  corpora¬ 
tion,  it  shall  be  considered  as  owning  all  the  stock  entitled  to  vote. 

“  (3)  Stock  owned  by  a  partnership,  estate,  trust,  or  corporation, 
by  reason  of  the  application  of  the  second  sentence  of  subpara¬ 
graphs  (A)  and  (B),  and  the  application  of  clause  (ii)  of  sub¬ 
paragraph  (C),  of  section  318(a)  (2),  shall  not  be  considered  as 
owned  by  such  partnership,  estate,  trust,  or  corporation,  for  pur¬ 
poses  of  applying  the  first  sentence  of  subparagraphs  (A)  and 
(B),  and  in  applying  clause  (i)  of  subparagraph  (('),  of  section 
318(a)(2). 

“(4)  In  applying  clause  (i)  of  subparagraph  ((')  of  section 
318(a)(2),  the  phrase  ‘10  percent'  shall  he  substituted  for  the 
phrase  ‘50  percent’  used  in  subparagraph  (C).  I 

“(5)  The  second  sentence  of  subparagraphs  (A)  and  (B),and 
clause  (ii)  of  subparagraph  (('),  of  section  318(a)(2)  shall  nert^ 
he  applied  so  as  to  consider  a  United  States  person  as  owning  stocW^ 
which  is  owned  by  a  person  who  is  not  a  United  States  person. 


Ante,  p.  1006. 


26  USC  316. 


“SEC.  959.  EXCLUSION  FROM  GROSS  INCOME  OF  PREVIOUSLY  TAXED 
EARNINGS  AND  PROFITS. 

“(a)  Exclusion  From  Gross  Income  of  l  nited  States  Persons. —  f 
For  purposes  of  this  chapter,  the  earnings  and  profits  for  a  taxable 
year  of  a  foreign  corporation  attributable  to  amounts  which  are,  or 
have  been,  included  in  the  gross  income  of  a  United  States  shareholder 
under  section  951  (a)  shall  not,  when — - 

“(1)  such  amounts  are  distributed  to,  or  I 

“(2)  such  amounts  would,  but  for  this  subsection,  be  included 
under  section  951(a)  ( 1)  (B)  in  the  gross  income  of, 
such  shareholder  (or  any  other  United  States  person  who  acquires 
from  any  person  any  portion  of  the  interest  of  such  United  States 
shareholder  in  such  foreign  corporation,  but  only  to  the  extent  of  such 
portion,  and  subject  to  such  proof  of  the  identity  of  such  interest  as 
the  Secretary  or  his  delegate  may  by  regulations  prescribe)  directly, 
or  indirectly  through  a  chain  of  ownership  described  under  section 
958(a),  be  again  included  in  the  gross  income  of  such  l  nited  States 
shareholder  (or  of  such  other  United  States  person). 

“(b)  Exclusion  From  Gross  Income  of  Certain  Foreion 
Subsidiaries. — For  purposes  of  section  951(a),  the  earnings  an  A 
profits  for  a  taxable  year  of  a  controlled  foreign  corporation  attril™ 
utable  to  amounts  which  are,  or  have  been,  included  in  the  gross  income 
of  a  United  States  shareholder  under  section  951(a),  shall  not,  when 
distributed  through  a  chain  of  ownership  described  under  section 
958(a),  he  also  included  in  the  gross  income  of  another  controlled 
foreign  corporation  in  such  chain  for  purposes  of  the  application  of 
section  951(a)  to  such  other  controlled  foreign  corporation  with  re¬ 
spect  to  such  United  States  shareholder  (or  to  any  other  United  States 
shareholder  who  acquires  from  any  person  any  portion  of  the  interest 
of  such  United  States  shareholder  in  the  controlled  foreign  corpora¬ 
tion,  but  only  to  the  extent  of  such  portion,  and  subject  to  such  proof 
of  identity  of  such  interest  as  the  Secretary  or  his  delegate  may  pre¬ 
scribe  by  regulations). 

“(c)  Alloc  ation  of  Distributions. — For  purposes  of  subsections 
(a)  and  (b),  section  316(a)  shall  he  applied  by  applying  paragraph 
(2)  thereof,  and  then  paragraph  (1)  thereof — 

“(1)  first  to  earnings  and  profits  attributable  to  amounts 
included  in  gross  income  under  section  951(a)  (1)  (B)  (or  which 


October  16,  1962 


-61  - 


Pub.  Law 


would  have  been  included  except  for  subsection 
section) , 


87-834 

76  STAT. 


1020. 


(a)  (2)  of  this 


•  S2)  jhen  to  ear?mgs  and  profits  attributable  to  amounts 

included  in  gross  income  under  section  951(a)(1)(A)  (but 
reduced  by  amounts  not  included  under  section  951(a)(1)  (B) 
because  of  the  exclusion  in  subsection  (a)  (2)  of  this  section),  and 
(.3)  then  to  other  earnings  and  profits. 

“(d)  Distributions  Excluded  From  Gross  Income  Not  To  Be 
Treated  as  Dividends— Except  as  provided  in  section  960(a)  (3)  any 
distribution  excluded  from  gross  income  under  subsection  (a)  shall  be 
treated,  for  purposes  of  this  chapter,  as  a  distribution  which  is  not  a 
dividend. 


1006. 


Infra. 


“SEC.  960.  SPECIAL  RULES  FOR  FOREIGN  TAX  CREDIT. 

“(a)  Taxes  Paid  by  a  Foreign  Corporation. — 

“(1)  General  rule. — For  purposes  of  subpart  A  of  this  part, 
if  there  is  included,  under  section  951(h),  in  the  gross  income  of 
a  domestic  corporation  any  amount  attributable  to  earn  inn's  and 
profits — 

“(A)  of  a  foreign  corporation  at  least  10  percent  of  the 
voting  stock  of  which  is  owned  by  such  domestic  corpora¬ 
tion,  or 

“(B)  of  a  foreign  corporation  at  least  50  percent  of  the 
voting  stock  of  which  is  owned  by  a  foreign  corporation  at 
least  10  percent  of  the  voting  stock  of  which  is  in  turn  owned 
by  such  domestic  corporation, 

then,  under  regulations  prescribed  by  the  Secretary  or  his  dele¬ 
gate,  such  domestic  corporation  shall' be  deemed  to  have  paid  the 
same  proportion  of  the  total  income,  war  profits,  and  excess  profits 
taxes  paid  (or  deemed  paid)  by  such  foreign  corporation  to  a 
foreign  country  or  possession  of  the  United  States  for  the  taxable 
year  on  or  with  respect  to  the  earnings  and  profits  of  such  foreign 
corporation  which  the  amount  of  earnings  and  profits  of  such 
foreign  corporation  so  included  in  gross  income  of  the  domestic 
corporation  bears  to — 

“(C)  if  the  foreign  corporation  at  least  10  percent  of  the 
voting  stock  of  which  is  owned  by  such  domestic  corporation 
referred  to  in  subparagraph  (A)  or  (B)  is  not  a  less  devel¬ 
oped  country  corporation  (as  defined  in  section  902(d))  for  Ante,  p.  1000. 
such  taxable  year,  the  entire  amount  of  the  earnings  and 
profits  of  such  foreign  corporation  for  such  taxable  year,  or 
“(D)  if  the  foreign  corporation  at  least  10  percent  of  the 
voting  stock  of  which  is  owned  by  such  domestic  corporation 
referred  to  in  subparagraph  (A)  or  (B)  is  a  less  developed 
country  corporation  (as  defined  in  section  902(d))  for  such 
taxable  year,  the  sum  of  the  entire  amount  of  the  earnings 
and  profits  of  such  foreign  corporation  for  such  taxable  year 
and  the  total  income,  war  profits,  and  excess  profits  taxes  paid 
by  such  foreign  corporation  to  foreign  countries  or  possessions 
of  the  United  States  for  such  taxable  year. 

“(2)  Taxes  previously  deemed  paid  by  domestic  corpora¬ 
tion. — If  a  domestic  corporation  receives  a  distribution  from  a 
foreign  corporation,  any  portion  of  which  is  excluded  from  gross  Ante,  p.  1019. 
income  under  section  959,  the  income,  war  profits,  and  excess 
profits  taxes  paid  or  deemed  paid  by  such  foreign  corporation 
to  any  foreign  country  or  to  any  possession  of  the  United  States 
in  connection  with  the  earnings  and  profits  of  such  foreign  cor¬ 
poration  from  which  such  distribution  is  made  shall  not  be  taken 
into  account  for  purposes  of  section  902,  to  the  extent  such  taxes 
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were  deemed  paid  by  a  domestic  corporation  under  paragraph  (1 ) 
for  any  prior  taxable  year. 

‘‘(3)  Taxes  paid  jsy  foreign  corforation  and  xot  previously  j 

DEEMED  PAID  »Y  DOMESTIC  CORPORATION.- - Ally  portion  of  a  dis-  I 

tribution  from  a  foreign  corporation  received  by  a  domestic  cor-  \ 
point  ion  which  is  excluded  from  gross  income  under  section  959 
(a)  shall  be  treated  by  the  domestic  corporation  as  a  dividend,  , 
solely  for  purposes  of  taking  into  account  under  section  902  any  ; 
income,  war  profits,  or  excess  profits  taxes  paid  to  any  foreign  i 
country  or  to  any  possession  of  the  United  States,  on  or  with  re¬ 
spect  to  the  accumulated  profits  of  such  foreign  corporation  from 
which  such  distribution  is  made,  which  were  not  deemed  paid  by 
the  domestic  corporation  under  paragraph  (1)  for  any  prior  tax¬ 
able  year. 

"(b)  Special  Rules  for  Fokemjx  Tax  Credit  ix  Year  of  Receipt 
of  Previously  Taxed  Earxixos  axd  Profits. — 

"(1)  Increase  ix  sectiox  eoi  i.imitatiox. — In  the  case  of  any 
taxpayer  who — 

“(A)  either  (i)  chose  to  have  the  benefits  of  subpart  A 
of  this  part  for  a  taxable  year  in  which  he  was  require^! 
under  section  951(a)  to  include  in  his  gross  income  an  amouiw  I 
in  respect  of  a  controlled  foreign  corporation,  or  (ii)  did 
not  pay  or  accrue  for  such  taxable  year  any  income,  war 
profits,  or  excess  profits  taxes  to  any  foreign  country  or  to 
any  possession  of  the  United  States,  and 

“(B)  chooses  to  have  the  benefits  of  subpart  A  of  this  part  ; 
for  the  taxable  year  in  which  he  receives  a  distribution  or 
amount  which  is  excluded  from  gross  income  under  section 
959(a)  and  which  is  attributable  to  earnings  and  profits  of 
the  controlled  foreign  corporation  which  was  included  in  his  j 
gross  income  for  the  taxable  year  referred  to  in  subparagraph 
(A),  and 

“(C)  for  the  taxable  year  in  which  such  distribution  or 
amount  is  received,  pays,  or  is  deemed  to  have  paid,  or  accrues  ij 
income,  war  profits,  or  excess  profits  taxes  to  a  foreign  coun¬ 
try  or  to  any  possession  of  the  United  States  with  respect  to 
such  distribution  or  amount, 

the  applicable  limitation  under  section  904  for  the  taxable  year 
in  which  such  distribution  or  amount  is  received  shall  be  increased 
as  provided  in  paragraph  (2),  but  such  increase  shall  not  exceed  j 
the  amount  of  such  taxes  paid,  or  deemed  paid,  or  accrued  with 
respect  to  such  distribution  or  amount. 

“(2)  Amount  of  increase. — The  amount  of  increase  of  thW- 
applicable  limitation  under  section  904(a)  for  the  taxable  year 
in  which  the  distribution  or  amount  referred  to  in  paragraph  * 
(1)  (B)  is  received  shall  be  an  amount  equal  to — 

“(A)  the  amount  by  which  the  applicable  limitation  under 
section  904(a)  for  the  taxable  year  referred  to  in  paragraph 
(1)(A)  was  increased  by  reason  of  the  inclusion  in  gross  ) 
income  under  section  951(a)  of  the  amount  in  respect  of  the 
controlled  foreign  corporation,  reduced  by 

“(B)  the  amount  of  any  income,  war  profits,  and  excess  * 
profits  taxes  paid,  or  deemed  paid,  or  accrued  to  any  foreign 
country  or  possession  of  the  United  States  which  were  allow¬ 
able  as  a  credit  under  section  901  for  the  taxable  year  referred 
to  in  paragraph  (1)(A)  and  which  would  not  have  been  I 
allowable  but  for  the  inclusion  in  gross  income  of  the  amount 
described  in  subparagraph  (A). 


October  16,  1962 


-63- 


Pub. 


Law  87-834 

76  STAT.  1022. 


26  USC 


(•>)  C  asks  in  WHICH  tanks  not  to  be  allowed  as  deduction. — 

111  the  case  ot  any  taxpayer  who — 

“(A)  chose  to  have  the  benefits  of  subpart  A  of  this  part 
tor  a  taxabie  year  "I  winch  he  was  required  under  section 
•LI  (a)  to  include  in  Ins  gross  income  an  amount  in  respect 
ot  a  controlled  foreign  corporation,  and 
"(B)  does  not  choose  to  have  the  benefits  of  subpart.  A  of 
t  his  part  for  the  taxable  year  in  which  he  receives  a  distribu- 
t  ion  or  amount  which  is  excluded  from  gross  income  under 
section  do!) (a)  and  which  is  attributable  to  earnin<rS  and 
profits  of  the  controlled  foreign  corporation  which  was 
included  in  his  gross  income  for  (lie  taxable  year  referred  to 
m  subparagraph  (A), 

no  deduction  shall  be  allowed  under  section  Kid  for  the  taxable 
year  in  which  such  distribution  or  amount  is  received  for  anv 
income,  war  profits,  or  excess  profits  taxes  paid  or  accrued  to  any 
foreign  country  or  to  any  possession  of  the  United  States  on  or 
with  respect  to  such  distribution  or  amount. 

h  "(4)  Insuefhtknt  taxable  income.— If  an  increase  in  the 
limitation  under  this  subsection  exceeds  the  tax  imposed  by  this 
chapter  for  such  year,  the  amount  of  such  excess  shall  be  deemed 
an  overpayment  of  tax  for  such  year. 

“SEC.  961.  ADJUSTMENTS  TO  BASIS  OF  STOCK  IN  CONTROLLED  FOR¬ 
EIGN  CORPORATIONS  AND  OF  OTHER  PROPERTY. 

"(a)  Increase  in  Basis. — Under  regulations  prescribed  by  the 
•secretary  or  his  delegate,  the  basis  of  a  United  States  shareholder’s 
dock  in  a  controlled  foreign  corporation,  and  the  basis  of  property  of 
;i  l  luted  States  shareholder  by  reason  of  which  he  is  considered  under 
section  958(a)  (2)  as  owning  stock  of  a  controlled  foreign  corpora-  Ante 


lion,  shall  be  increased  by  the  amount  required  to  be  included  in  his 
gross  income  under  section  951(a)  with  respect  to  such  stock  or  with  Ante, 
respect  to  such  property,  as  the  case  may  be,  but  only  to  the  extent  to 
which  such  amount  was  included  in  the  gross  income  of  such  United 
States  shareholder.  In  the  case  of  a  United  States  shareholder  who 
has  made  an  election  under  section  962  for  the  taxable  year,  the  increase  Post, 
m  basis  pro\  ided  by  this  subsection  shall  not  exceed  an  amount  equal 
(to  the  amount  of  tax  paid  under  this  chapter  with  respect  to  the 
la  mounts  required  to  be  included  in  his  gross  income  under  section 
'951(a). 

"(b)  Reduction  in  Basis. — 

L  "(1)  In  general. — Under  regulations  prescribed  by  the  Secre- 
I  p  taiy  or  his  delegate,  the  adjusted  basis  of  stock  or  other  property 
with  respect  to  which  a  United  States  shareholder  or  a  United 
States  person  receives  an  amount  which  is  excluded  from  gross 
income  under  section  959(a)  shall  be  reduced  by  the  amount  SO  Ante, 
excluded.  In  the  case  of  a  United  States  shareholder  who  has 
made  an  election  under  section  962  for  any  prior  taxable  year, 
the  reduction  in  basis  provided  by  this  paragraph  shall  not  exceed 
an  amount  equal  to  the  amount  received  which  is  excluded  from 
gross  income  under  section  959(a)  after  the  application  of  section 
962 ( d ) . 

u(2)  Amount  in  excess  of  basis. — To  the  extent  that  an 
amount  excluded  from  gross  income  under  section  959(a)  exceeds 
the  adjusted  basis  of  the  stock  or  other  property  with  respect  to 
which  it  is  received,  the  amount  shall  be  treated  as  gain  from 
the  sale  or  exchange  of  property. 
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“SEC.  962.  ELECTION  BY  INDIVIDUALS  TO  BE  SUBJECT  TO  TAX  AT 
CORPORATE  RATES. 

“(a)  General  Rule. — Under  regulations  prescribed  by  the  Secre¬ 
tary  or  his  delegate,  in  the  case  of  a  United  States  shareholder  who  is 
an  individual  and  who  elects  to  have  the  provisions  of  this  section 
apply  for  the  taxable  year— 

“  ( 1 )  the  tax  imposed  under  this  chapter  on  amounts  which  are 
included  in  his  gross  income  under  section  951(a)  shall  (in  lieu 
of  the  tax  determined  under  section  1)  be  an  amount  equal  to  the 
tax  which  would  be  imposed  under  section  11  if  such  amounts 
were  received  by  a  domestic  corporation,  and  I 

“(2)  for  purposes  of  applying  the  provisions  of  section  960 
(relating  to  foreign  tax  credit)  such  amounts  shall  be  treated  as  j 

if  they  were  received  by  a  domestic  corporation. 

“(b)  Election. — An  election  to  have  the  provisions  of  this  section 
apply  for  any  taxable  year  shall  be  made  by  a  United  States  share¬ 
holder  at  such  time  and  in  such  manner  as  the  Secretary  or  his  dele-  j 
gate  shall  prescribe  by  regulations.  An  election  made  for  any  taxable 
year  may  not  be  revoked  except  with  the  consent  of  the  Secretary  oi* 

his  delegate.  .  ■ 

“(c)  Surtax  Exemption. — For  purposes  of  applying  subsectioif** 
'(a)(1),  the  surtax  exemption  provided  by  section  11(c)  shall  not  , 
exceed,  in  the  case  of  any  United  States  shareholder,  an  amount  which 
bears  the  same  ratio  to  $25,000  as  the  amounts  included  in  his  gross  j 
income  under  section  951  (a)  for  the  taxable  year  bears  to  his  pro  rata  i 
share  of  the  earnings  and  profits  for  the  taxable  year  of  all  controlled 
foreign  corporations  with  respect  to  which  such  United  States  share-  j 
holder  includes  any  amount  in  gross  income  under  section  951(a). 

“(d)  Special  Rule  for  Actual  Distributions. — The  earnings  and 
pro  tits  of  a  foreign  corporation  attributable  to  amounts  which  were  I 
included  in  the  gross  income  of  a  United  States  shareholder  under  j 
section  951(a)  and  with  respect  to  which  an  election  under  this  section 
applied  shall,  when  such  earnings  and  profits  are  distributed,  notwith-  I 
standing  the  provisions  of  section  959(a)(1),  be  included  in  gross  I 
income  to  the  extent  that  such  earnings  and  profits  so  distributed  exceed  1 
the  amount  of  tax  paid  under  this  chapter  on  the  amounts  to  which  j 
such  election  applied. 

“SEC.  963.  RECEIPT  OF  MINIMUM  DISTRIBUTIONS  BY  DOMESTIC 
CORPORATIONS. 

“(a)  General  Rule.— In  the  case  of  a  United  States  shareholder  J 
which  is  a  domestic  corporation  and  which  consents  to  all  the  regul 
tions  prescribed  by  the  Secretary  or  his  delegate  under  this  sectio^J 
prior  to  the  last  day  prescribed  by  law  for  filing  its  return  of  the  tax  j 
imposed  by  this  chapter  for  the  taxable  year,  no  amount  shall  be  m-  j 
eluded  in  gross  income  under  section  951(a)  (1)  (A)  (i)  for  the  tax-  I 
able  year  with  respect  to  the  subpart  F  income  of  a  controlled  foreign  I 

corporation,  if —  ,  .  . 

“(1)  in  the  case  of  a  controlled  foreign  corporation  described  | 
in  subsection  (c)(1),  the  United  States  shareholder  receives  a 
minimum  distribution  of  the  earnings  and  profits  for  the  taxable  j 
year  of  such  controlled  foreign  corporation ;  I 

“(2)  in  the  case  of  controlled  foreign  corporations  described  j 
in  subsection  (c)(2),  the  United  States  shareholder  receives  a  I 
minimum  distribution  with  respect  to  the  consolidated  earnings  | 
and  profits  for  the  taxable  year  of  all  such  controlled  foreign  I 

corporations;  or  . 

“(3)  in  the  case  of  controlled  foreign  corporations  described  in  1 
subsection  (c)  (3),  the  United  States  shareholder  receives  a  nun-  I 
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iixium  distribution  of  the  consolidated  earnings  and  profits  for 

«A yea/‘  of  a11  such  controlled  foreign  corporations. 

(b)  Minimum  I^istributions. — For  Duroosps  of  tiiic 

m.mum  distribution  with  respect  to  the  earnings  and  profits  for  the 
actable  >eai  of  any  controlled  foreign  corporation  or  corporations 
shall,  m  the  case  of  any  United  States  shareholder,  be  its  pro  mta  share 
ot  an  amount  determined  m  accordance  with  the  following  table 

..T.  .1  '  ,,te  js 


1024. 


‘If  the  effective  foreign  tax 
(percentage)  — 

Under  10 _ 

10  or  over  but  less  than  20 
20  or  over  but  less  than  28 
28  or  over  but  less  than  34 
34  or  over  but  less  than  3!) 
30  or  over  but  less  than  42 
42  or  over  but  less  than  44 
44  or  over  but  less  than  40 
40  or  over  but  less  than  47 
47  or  over _ 


) 


The  required  minimum  distribution  of 

earnings  and  profits  is  (percentage) _ 

90 
80 
82 
75 
08 
55 
40 
27 
14 
0 

“(c)  Amounts  to  Which  Section  Applies. _ 

;‘(1)  Foreion  subsidiaries.— Subsection  (a)(1)  shall  apply  to 
amounts  tthicli  (but  for  the  provisions  of  this  section)  would  be 
included  in  the.  gross  income  of  the  United  States  shareholder 
under  section  951(a)  (1)  (A)  (i)  by  reason  of  its  ownership. 
iMthin  the  meaning  of  section  958(a)  (1)  (A),  of  stock  of  a  con¬ 
trolled  foreign  corporation. 

,  Vr‘u1N  0F 1  controlled  foreign  corporations, — Subsection 
(a)  (2)  sha  1  apply  to  amounts  which  (but  for  the  provisions  of 
this  section)  would  be  included  in  the  gross  income  of  the  United 
states  shareholder  under  section  951(a)  (1)  (A)  (i)— 

UJAL-?/‘(;ason  of  its  ownership,  within  the  meaning  of 
section  9o8(a)  (1)  (A),  of  stock  of  a  controlled  foreign  cor¬ 
poration,  and 

“(B)  to  the  extent  that  the  United  States  shareholder 
so  elects,  by  reason  of  its  ownership,  within  the  meaning  of 
section  958(a)(2),  of  stock  of  any  other  controlled  foreign 
corporation  (on  account  of  its  ownership  of  the  stock- 
described  in  subparagraph  (A)  or  of  stock  described  in  this 
subparagraph),  but  only  if  there  is  taken  into  account  the 
earnings  and  profits  of  each  foreign  corporation,  whether  or 
not  a  controlled  foreign  corporation,  by  reason  of  which  the 
L  United  States  shareholder  owns,  within  the  meaning  of  sec- 
9  «  ^;^(il)  (2)»  stock  of  such  controlled  foreign  corporation. 

( •')  All  controlled  foreign  corporations. — Except  as  pro¬ 
vided  in  paragraph  (4),  subsection  (a)  (3)  shall  apply  to  amounts 
which  (but  for  the  provisions  of  this  section)  would  be  included 
in  the  gross  income  of  the  United  States  shareholder  under  sec¬ 
tion  951(a)  (1)  (A)  (i)— 

(A)  by  reason  of  its  ownership,  within  the  meaning  of 
section  958(a)  (1)  (A),  of  stock  of  all  controlled  foreign  cor¬ 
porations  in  which  it  owns  stock  within  the  meaning  of  such 
section,  and 

“(B)  by  reason  of  its  ownership,  within  the  meaning  of 
section  958(a)  (2),  of  stock  of  all  controlled  foreign  corpora¬ 
tions  in  which  it  owns  stock  within  the  meaning  of  such  sec¬ 
tion,  but  only  if  there  is  taken  into  account  the  earnings  and 
profits  of  each  foreign  corporation,  whether  or  not  a  con¬ 
trolled  foreign  corporation,  by  reason  of  which  the  United 
States  shareholder  owns,  within  the  meaning  of  section 
958(a),  stock  of  any  of  such  controlled  foreign  corporations. 
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“(4)  Exceptions  and  special  rules. —  I 

“(A)  Less  developed  country  corporations. — If  the 
United  States  shareholder  so  elects,  subsection  (a)(3)  and 
paragraph  (3)  of  this  subsection  shall  not  apply  to  amounts 
which  would  be  included  in  the  gross  income  of  such  share¬ 
holder  under  section  951(a)  (1)  (A)  (i)  by  reason  of  its  own¬ 
ership,  within  the  meaning  of  section  958(a),  of  stock  of 
controlled  foreign  corporations  which  are  less  developed 
country  corporations  (as  defined  in  section  955(c)).  This 
subparagraph  shall  not  apply  with  respect  to  a  less  developed  ; 
country  corporation  if,  by  reason  of  the  ownership  of  the  stock 
of  such  corporation,  the  United  States  shareholder  owns,  i 
within  the  meaning  of  section  958(a)  (2),  stock  of  any  other 
controlled  foreign  corporation  which  is  not  a  less  developed 
country  corporation.  Except  as  provided  in  the  preceding  i 
sentence,  an  election  under  this  subparagraph  may  be  made  j 
only  with  respect  to  all  controlled  foreign  corporations  which 
are  less  developed  country  corporations  and  with  respect  to  . 
which  the  domestic  corporation  making  the  election  is 
United  States  shareholder. 

“(B)  Foreign  branches. — In  applying  subsection  (a)(3)U 
and  paragraph  (3)  of  this  subsection,  if  a  United  States 
shareholder  so  elects,  all  branches  maintained  by  such  share¬ 
holder  in  foreign  countries,  the  Commonwealth  of  Puerto  : 
Rico,  or  possessions  of  the  United  States  shall,  under  regula- 
tions  prescribed  by  the  Secretary  or  his  delegate,  be  treated  ’ 
as  wholly  owned  subsidiary  corporations  of  such  shareholder  '( 
organized  under  the  laws  of  such  foreign  countries,  the  !! 
Commmon  wealth  of  Puerto  Rico,  or  possessions  of  the  United  1 
States,  as  the  case  may  be.  Each  branch  so  treated  shall,  j 
for  purposes  of  this  section,  be  considered  to  have  distributed  ; 
to  the  United  States  shareholder  all  of  its  earnings  and  j 
profits  for  the  taxable  year.  This  subparagraph  shall  not  I 
apply  to  a  branch  maintained  by  a  United  States  shareholder  j 
in  the  Commonwealth  of  Puerto  Rico  or  a  possession  of  the  , 
United  States  unless — 

“(i)  such  branch  would  be  a  controlled  foreign  cor¬ 
poration  (as  defined  in  section  957)  if  it  were  incorpo-  ] 
rated  under  the  laws  of  the  Commonwealth  of  Puerto 
Rico  or  the  possession  of  the  United  States,  as  the  case 
may  be,  and 

“(ii)  the  gross  income  of  the  United  States  shar 
holder  for  the  taxable  year  includes  income  derived 
from  sources  within  the  Commonwealth  of  Puerto  Rico 
and  possessions  of  the  United  States. 

“(C)  Blocked  foreign  income. — If  a  United  States  share¬ 
holder  so  elects,  the  provisions  of  subsection  (a)  (3)  and  of 
paragraph  (3)  of  this  subsection  shall  not  apply  with  respect 
to  any  foreign  corporation,  if  it  is  established  to  the  satisfac¬ 
tion  of  the  Secretary  or  his  delegate  that  the  earnings  and 
profits  of  such  foreign  corporation  could  not  have  been 
distributed  to  United  States  shareholders  who  own  (within 
the  meaning  of  section  958(a) )  stock  of  such  foreign  corpora¬ 
tion  because  of  currency  or  other  restrictions  or  limitations 
imposed  under  the  laws  of  any  foreign  country. 
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( 1)  W ith  respect  to  a  single  controlled  foreign  corporation  the 
percentage  which —  i  uie 

or  War  l)ro.Hts’  or  excess  profits  taxes  paid 

or  accrued  to  foreign  countries  or  possessions  of  the  United 
states  by  the  controlled  foreign  corporation  for  the  taxable 

tzz&r** ,o  i,s  "-*»**  - 

.  “(B)  the.sum  of  0)  the  earnings  and  profits  of  the  con- 
tro  led  foreign  corporation  described  in  subparagraph  (A) 

“/oTXV  .a”d  1'f  taxes  described  in  subparagraph  (A) ;  and 
t^J  W!  -  jesPect  to  two  or  more  foreign  corporations,  the  per- 


1026. 


(A)  the  total  income,  war  profits,  or  excess  profits  taxes 
piud  or  accrued  to  foreign  countries  or  possessions  of  the 
United  states  by  such  foreign  corporations  for  the  taxable 
year  on  or  with  respect  to  the  consolidated  earnings  and 
v  Proyts  of  such  foreign  corporations  for  the  taxable  year,  is  of 
"  ,  '  JV  the  sum  of  (i)  the  consolidated  earnings  and  profits 

of  such  foreign  corporations  described  in  subparagraph  (A) 

and  (li)  the  taxes  described  in  subparagraph  (A  . 

h  or  purposes  of  the  preceding  sentence,  in  the  case  of  any  United 
states  shareholder,  the  computation  of  the  effective  foreign  tax  rate 
Applicable  with  respect  to  any  controlled  foreign  corporation  or  cor¬ 
porations  shall  be  made  without  regard  to  distributions  made  by  such 
■ontrolled  foreign  corporation  or  corporations  to  such  United  States 
shareholder. 

“(e)  Special  Rules. — 

“(1)  Year  from  which  distributions  are  made. _ For  pur¬ 

poses  of  this  section,  the  second  sentence  of  section  902(c)(1)  shall 
apply  in  determining  from  the  earnings  and  profits  of  what  year 
distributions  are  made  by  any  foreign  corporation,  except  that  the 
Secretary  or  his  delegate  may  by  regulations  provide  a  period  in 
excess  of  60  days  in  lieu  of  the  60-day  period  prescribed  in  such 
section. 


Ante,  p.  1000. 


“(2)  Insufficient  distributions. — If — 

“(A)  a  United  States  shareholder,  in  making  its  return  of 
the  tax  imposed  by  this  chapter  for  any  taxable  year,  applies 
the  provisions  of  this  section  with  respect  to  any  controlled 
foreign  corporation, 

“(B)  it.  is  subsequently  determined  that  this  section  did  not 
«PP]y  "ith  respect  to  such  controlled  foreign  corporation 
for  such  taxable  year  due  to  the  failure  of  the  United  States 
shareholder  to  receive  a  minimum  distribution  with  respect  to 
such  controlled  foreign  corporation,  and 
U(C)  such  failure  is  due  to  reasonable  cause, 
then  a  subsequent  distribution  made  with  respect  to  such  con¬ 
trolled  foreign  corporation  may,  if  made  at  a  time  and  in  a  manner 
prescribed  by  the  Secretary  or  his  delegate  by  regulations,  be 
treated,  for  purposes  of  this  chapter,  as  having  been  made  for, 
and  received  in,  the  taxable  year  of  the  United  States  shareholder 
for  which  such  shareholder  applied  the  provisions  of  this  section. 

“(3)  Affiliated  groups  of  corporations. — An  affiliated  group 
of  corporations  which  makes  a  consolidated  return  under  sec¬ 
tion  1501  for  the  taxable  year,  may,  if  it  so  elects,  be  treated  as  26  use  1501. 
a  single  United  States  shareholder  for  purposes  of  applying  this 
section  for  the  taxable  year. 
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“(f)  Regulations. — The  Secretary  or  his  delegate  shall  prescribe 
«uch  regulations  as  he  may  deem  necessary  to  carry  out  the  provisions 
of  this  section,  including  regulations  for  the  determination  ot  the  : 
amount  of  foreign  tax  credit  in  the  case  of  distributions  w  ith  respect  , 
to  the  earnings  and  profits  of  two  or  more  foreign  corporations. 

“SEC.  964.  MISCELLANEOUS  PROVISIONS.  ,  .  . 

“(a)  Earnings  and  Profits. — For  purposes  of  this  subpart,  the 
earnings  and  profits  of  any  foreign  corporation,  and  the  deficit  in 
earnings  and  profits  of  any  foreign  corporation,  for  any  taxable  year 
shall  be  determined  according  to  rules  substantially  similar  to  those 
applicable  to  domestic  corporations,  under  regulations  prescribed  by 

the  Secretary  or  his  delegate.  I 

“(b)  Blocked  Foreign  Income.— I  nder  regulations  prescribed  by 
the  Secretary  or  his  delegate,  no  part  of  the  earnings  and  profits  of  a 
controlled  foreign  corporation  for  any  taxable  year  shalj  be  included 
in  earnings  and  profits  for  purposes  ot  sections  9o2,  Joo,  and  ■  >,  it 

it  is  established  to  the  satisfaction  of  the  Secretary  or  his  delegate 
that  such  part  could  not  have  been  dist  ributed  by  the  controlled  foreign 
corporation  to  United  States  shareholders  who  own  (within  the  merfMH 
ine  of  section  958(a))  stock  of  such  controlled  foreign  corporate 
because  of  currency  or  other  restrictions  or  limitations  imposed  under 
the  laws  of  any  foreign  country. 

“(c)  Records  and  Accounts  of  I  nited  States  Shareholders. 

“(1)  Records  and  accounts  to  he  maintained.  I  he  . .die¬ 
tary  or  his  delegate  may  by  regulations  require  each  person  who 
is,  or  has  been,  a  United  States  shareholder  of  a  controlled  foreign 
corporation  to  maintain  such  records  and  accounts  as  may  be  . 
prescribed  by  such  regulations  as  necessary  to  carry  out  the  pro¬ 
visions  of  this  subpart  and  subpart  G. 

“(2)  Two  OR  MORE  VERSONS  REQUIRED  TO  MAINTAIN  OR  FURNISH 
THE  same  RECORDS  AND  ACCOUNTS  WITH  RESPECT  TO  THE  SAME 
foreign  corporation. — Where,  but  for  this  paragraph,  two  or 
more  United  States  persons  would  be  required  to  maintain  or 
furnish  the  same  records  and  accounts  as  may  by  regulations  be 
required  under  paragraph  (1)  with  respect  to  the  same  controlled 
foreign  corporation  for  the  same  period,  the  Secretary  or  his 
delegate  may  by  regulations  provide  that  the  maintenance  or 
furnishing  of  such  records  and  accounts  by  only  one  such  person 
shall  satisfy  the  requirements  of  paragraph  (1)  for  such  other 
persons.  a. 


‘Subpart  G— Export  Trade  Corporations 


F  income  of  export  trade 


Ante,  p.  1017. 


“See.  1170.  Reduction  of  subpart 
conjurations. 

"Sec.  !>71.  Definitions. 

“Sec.  972.  Consolidation  of  group  of  export  trade  corporations. 

“SEC  970  REDUCTION  OF  SUBPART  F  INCOME  OF  EXPORT  TRADE 
CORPORATIONS. 

"(a)  Export  Trade  Income  Constituting  Foreign  Base  (  ompany 

In*  °M“'(T)  In  gfnerxl— In  the  case  of  a  controlled  foreign  corpora¬ 
tion  (as  defined  in  section  957)  which  for  the  taxable  year  is  an 
export  trade  corporation,  the  subpart  F  income  (determined 
without  regard  to  this  subpart)  of  such  corporation  tor  such  year 
shall  be  reduced  by  an  amount  equal  to  so  much  of  the  export  trade 
income  (as  defined  in  section  971(b))  of  such  corporation  for 
such  year  as  constitutes  foreign  base  company  income  (as  defined 


October  16,  1962 


-69- 


Pub.  Law  87-834 


.  _ _ _ 76  STAT.  1028 

in  section  954),  luit  only  to  the  extent  that  such  amount  does  not 
exceed  whichever  of  the  following  amounts  is  the  lesser: 

( "  amount  equal  to  li/£>  times  so  much  of  the  export 
promotion  expenses  (as  defined  in  section  971(d))  of  such 
corporation  for  such  year  as  is  properly  allocable  to  the 
t?xpoit  tiade  income  which  constitutes  foreign  base  company 
income  of  such  corporat  ion  for  such  year,  or 
“(  B)  an  amount  equal  to  10  percent  of  so  much  of  the  gross 
leceipts  for  such  year  (or,  in  the  case  of  gross  receipts  arising 
from  commissions,  fees,  or  other  compensation  for  its  serv* 
ices,  so  much  of  the  gross  amount  upon  the  basis  of  which 
such  commissions,  fees,  or  other  compensation  is  computed) 
accruing  to  such  export  trade  corporation  from  the  sale, 
installation,  operation,  maintenance,  or  use  of  property  in 
respect  of  which  such  corporation  derives  export  trade  income 
as  is  properly  allocable  to  the  export  trade  income  which 
constitutes  foreign  base  company  income  of  such  corporation 
for  such  year. 

,.k  1  he  allocations  with  respect  to  export  trade  income  which  consti- 

LJP  tutes  foreign  base  company  income  under  subparagraphs  (A) 
and  (B)  shall  be  made  under  regulations  prescribed  by  the  Sec¬ 
retary  or  his  delegate. 

“(2)  Overall  limitation. — The  reduction  under  paragraph 
(1)  for  any  taxable  year  shall  not  exceed  an  amount  which  bears 
the  same  ratio  to  the  increase  in  the  investments  in  export  trade 
assets  (as  defined  in  section  971(c) )  of  such  corporation  for  such 
year  as  the  export  trade  income  which  constitutes  foreign  base 
company  income  of  such  corporation  for  such  year  bears  to  the 
entire  export  trade  income  of  such  corporation  for  such  year. 

“(b)  Inclusion  of  Certain  Previously  Excluded  Amounts. — 

Each  United  States  shareholder  of  a  controlled  foreign  corporation 

which  for  any  prior  taxable  year  was  an  export  trade  corporation  shall 

include  in  his  gross  income  under  section  951(a)  (1)  (A)  (ii),  as  an  Ante,  p.  1006 

amount  to  which  section  955  (relating  to  withdrawal  of  previously 

excluded  subpart  F  income  from  qualified  investment)  applies,  his 

pro  rata  share  of  the  amount  of  decrease  in  the  investments  in  export 

trade  assets  of  such  corporation  for  such  year,  but  only  to  the  extent 

that  his  pro  rata  share  of  such  amount  does  not  exceed  an  amount 

equal  to — 

“(1)  his  pro  rata  share  of  the  sum  of  (A)  the  amounts  by 
lit  which  the  subpart  F  income  of  such  corporation  was  reduced  for 
(If  all  prior  taxable  years  under  subsection  (a),  and  (B)  the  amounts 
not  included  in  subpart  F  income  (determined  without  regard  to 
this  subpart)  for  all  prior  taxable  years  by  reason  of  the  applica¬ 
tion  of  section  972,  reduced  by 

“(2)  the  sum  of  the  amounts  which  were  included  in  his  gross 
income  under  section  951(a)  (1)  (A)  (ii)  under  the  provisions  of 
this  subsection  for  all  prior  taxable  years. 

“(c)  Investments  in  Extort  Trade  Assets. — 

“(1)  Amount  of  investments. — For  purposes  of  this  section, 
the  amount  taken  into  account  with  respect  to  any  export  trade 
asset  shall  be  its  adjusted  basis,  reduced  by  any  liability  to  which 
the  asset  is  subject. 

“(2)  Increase  in  investments  in  export  trade  assets.— For 
purposes  of  subsection  (a),  the  amount  of  increase  in  investments 
in  export  trade  assets  of  any  controlled  foreign  corporation  for 
any  taxable  year  is  the  amount  by  which — 

“(A)  the  amount  of  such  investments  at  the  close  of  the 
taxable  year,  exceeds 
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“(B)  the  amount  of  such  investments  at  the  close  of  the 
preceding  taxable  year. 

“(3)  Decrease  in  investments  in  export  trade  asset’s. — For 
purposes  of  subsection  (b),  the  amount  of  decrease  in  investments  I 
in  export  trade  assets  of  any  controlled  foreign  corporation  for  . 
any  taxable  year  is  the  amount  by  which — 

“(A)  the  amount  of  such  investments  at  the  close  of  the 
preceding  taxable  year  (reduced  by  an  amount  equal  to  the 
amount  of  net  loss  sustained  during  the  taxable  year  with  | 
respect  to  export  trade  assets) ,  exceeds 

“(B)  the  amount  of  such  investments  at  the  close  of  the 
taxable  year. 

“(4)  Special  rule. — A  United  States  shareholder  of  an  export 
trade  corporation  may,  under  regulations  prescribed  by  the  Sec-  ■ 
retary  or  his  delegate,  make  the  determinations  under  paragraphs  j 
(2)  and  (3)  as  of  the  close  of  the  75th  day  after  the  close  of  the 
years  referred  to  in  such  paragraphs  in  lieu  of  on  the  last  day  j 
of  such  years.  A  United  States  shareholder  of  an  export  trade 
corporation  may,  under  regulations  prescribed  by  the  Secretan«| 
or  his  delegate,  make  the  determinations  under  paragraphs  ('4Q 
and  (3)  witli  respect  to  export  trade  assets  described  in  section 
971(c)  (3)  as  of  the  close  of  the  years  following  the  years  referred  j 
to  in  such  paragraphs,  or  as  of  the  close  of  such  longer  period  of 
time  as  such  regulations  may  permit,  in  lieu  of  on  the  last  day  ; 
of  such  years  and  in  lieu  of  on  the  day  prescribed  in  the  preceding  i 
sentence.  Any  election  under  this  paragraph  made  with  respect 
to  any  taxable  year  shall  apply  to  such  year  and  to  all  succeeding 
taxable  years  unless  the  Secretary  or  his  delegate  consents  to  the 
revocation  of  such  election. 

“SEC.  971.  DEFINITIONS. 

“(a)  Export  Trade  Corporations. — For  purposes  of  this  subpart,  | 
the  term  ‘export  trade  corporation’  means —  I 

“(1)  In  general. — A  controlled  foreign  corporation  (as  defined 
in  section  957)  which  satisfies  the  following  conditions: 

“(A)  90  percent  or  more  of  the  gross  income  of  such  cor¬ 
poration  for  the  3-year  period  immediately  preceding  the 
close  of  the  taxable  year  (or  such  part  of  such  period  sub¬ 
sequent  to  the  effective  date  of  this  subpart  during  which 
the  corporation  was  in  existence)  was  derived  from  sources  j 
without  the  United  States,  and 

“(B)  75  percent  or  more  of  the  gross  income  of  such  co»| 
poration  for  such  period  constituted  gross  income  in  respe™*1 
of  which  such  corporation  derived  export  trade  income. 

“(2)  Special  rule. — If  50  percent  or  more  of  the  gross  income  j 
of  a  controlled  foreign  corporation  in  the  period  specified  in  sub¬ 
section  (a)(1)(A)  is  gross  income  in  respect  of  which  such  I 
corporation  derived  export  trade  income  in  respect  of  agricultural 
products  grown  in  the  United  States,  it  may  qualify  as  an  export  i 
trade  corporation  although  it  does  not  meet  the  requirements  of  j 
subsection  (a)  (1)  (B). 

“(b)  Export  Trade  Income. — For  the  purposes  of  this  subpart, 
the  term  ‘export,  trade  income’  means  net  income  from — 

“(1)  the  sale  to  an  unrelated  person  for  use,  consumption,  or 
disposition  outside  the  United  States  of  export  property  (as 
defined  in  subsection  (e)),  or  from  commissions,  fees,  compensa¬ 
tion,  or  other  income  from  the  performance  of  commercial,  indus¬ 
trial,  financial,  technical,  scientific,  managerial,  engineering,  , 
architectural,  skilled,  or  other  services  in  respect  of  such  sales  or 
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in  respect  of  the  installation  or  maintenance  of  such  export 
property ; 

u(‘2)  commissions,  fees,  compensation,  or  other  income  from 
commercial,  industrial,  financial,  technical,  scientific,  managerial, 
engineering,  architectural,  skilled,  or  other  services  performed  in 
connection  with  the  use  by  an  unrelated  person  outside  the 
United  tit  at  es  of  patents,  copyrights,  secret  processes  and  formu¬ 
las,  goodwill,  trademarks,  trade  brands,  franchises,  and  other 
like  property  acquired  or  developed  and  owned  by  the  manu¬ 
facturer,  producer,  grower,  or  extractor  of  export  property  in 
respect  of  which  the  export  trade  corporation  earns  export  trade 
income  under  paragraph  (1)  ; 

“(3)  commissions,  fees,  rentals,  or  other  compensation  or 
income  attributable  to  the  use  of  export  property  by  an  unrelated 
person  or  attributable  to  the  use  of  export  property  in  the  rendi¬ 
tion  of  technical,  scientific,  or  engineering  services  to  an  unrelated 
person;  and 

“(4)  interest  from  export  trade  assets  described  in  subsection 

IV  <CH4)-  , 

|  f  or  purposes  of  paragraph  (3),  if  a  controlled  foreign  corporation 
receives  income  from  an  unrelated  person  attributable  to  the  use  of 
export  property  in  the  rendition  of  services  to  such  unrelated  person 
together  with  income  attributable  to  the  rendition  of  other  services 
to  such  unrelated  person,  including  personal  services,  the  amount  of 
such  aggregate  income  which  shall  be  considered  to  be  attributable  to 
the  use  of  the  export  property  shall  (if  such  amount  cannot  be  estab¬ 
lished  by  reference  to  transactions  between  unrelated  persons)  be  that 
part  of  such  aggregate  income  which  the  cost  of  the  export  property 
consumed  in  the  rendition  of  such  services  (including  a  reasonable 
allowance  for  depreciation)  bears  to  the  total  costs  and  expenses 
attributable  to  such  aggregate  income. 

“(c)  Export  Trade  Assets. — For  purposes  of  this  subpart,  the  term 
‘export  trade  assets’  means — 

“(1)  working  capital  reasonably  necessary  for  the  production  of 
export  trade  income, 

“(2)  inventory  of  export  property  held  for  use,  consumption, 
or  disposition  outside  the  United  States, 

“  (3 )  facilities  located  outside  the  United  States  for  the  storage, 
handling,  transportation,  packaging,  or  servicing  of  export  prop¬ 
erty.  and 

\  “(4)  evidences  of  indebtedness  executed  by  persons,  other  than 

/  related  persons,  in  connection  with  payment  for  purchases  of 

export  property  for  use,  consumption,  or  disposition  outside  the 
United  States,  or  in  connection  with  the  payment  for  services 
described  in  subsections  (b)  (2)  and  (3) 

“(d)  Export  Promotion  Expenses. — F or  purposes  of  t  his  subpart, 
the  term  ‘export  promotion  expenses'  means  the  following  expenses 
paid  or  incurred  in  the  receipt  or  production  of  export  trade  income — 

“(1)  a  reasonable  allowance  for  salaries  or  other  compensation 
for  personal  services  actually  rendered  for  such  purpose, 

“(2)  rentals  or  other  payments  for  the  use  of  property  actually 
used  for  such  purpose, 

“(3)  a  reasonable  allowance  for  the  exhaustion,  wear  and  tear, 
or  obsolescence  of  property  actually  used  for  such  purpose, 
and 

“(4)  any  other  ordinary  and  necessary  expenses  of  the  cor¬ 
poration  to  the  extent  reasonably  allocable  to  the  receipt  or  pro¬ 
duction  of  export  trade  income. 
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No  expense  incurred  within  the  United  States  shall  be  treated  as  an 
export  promotion  expense  within  the  meaning  of  the  preceding  sen¬ 
tence,  unless  at  least  90  percent  of  each  category  of  expenses  described 
in  such  sentence  is  incurred  outside  the  United  States. 

“(e)  Export  Property. — For  purposes  of  this  subpart,  the  term 
‘export  property’  means  any  property  or  any  interest  in  property 
manufactured,  produced,  grown,  or  extracted  in  the  Pnited  States. 

“(f)  Unrelated  Person. — For  purposes  of  this  subpart,  the  term 
‘unrelated  person’  means  a  person  other  than  a  related  person  as 
defined  in  section  954(d)  (3). 

“SEC.  972.  CONSOLIDATION  OF  GROUP  OF  EXPORT  TRADE  CORPORA¬ 
TIONS. 

“For  purposes  of  this  subpart  and  subpart  F  of  this  part,  a  United 
States  shareholder  of  a  controlled  foreign  corporation  which  is  an 
export  trade  corporation  may,  under  regulations  prescribed  by  the 
Secretary  or  his  delegate,  treat  as  a  single  controlled  foreign 
corporation — 

“(1)  such  controlled  foreign  corporation,  . 

“(2)  all  controlled  foreign  corporations  which  are  export  tradJ 
corporations  and  80  percent  or  more  of  the  total  combined  votin™ 
power  of  all  classes  of  stock  entitled  to  vote  of  which  is  owned 
by  such  controlled  foreign  corporation ;  and 

“(3)  all  controlled  foreign  corporations  which  are  export  trade 
corporations  and  80  percent  or  more  of  the  total  combined  voting 
power  of  all  classes  of  stock  entitled  to  vote  of  which  is  owned 
by  controlled  foreign  corporations  described  in  paragraph  (2).’’ 
(b)  Technical  and  Clerical  Amendments. —  , 

(1)  Section  901  (relating  to  foreign  tax  credit)  is  amended 
by  striking  out  “section  902”  and  inserting  in  lieu  thereof  “sec¬ 
tions  902  and  960". 

(2)  Section  904(g)  (as  redesignated  by  section  10(a)  of  this 
Act)  is  amended  to  read  as  follows: 

“(g)  Cross  References. — 


“(1)  For  increase  of  applicable  limitation  under  subsection  (a) 
for  taxes  paid  with  respect  to  amounts  received  which  were  in¬ 
cluded  in  the  gross  income  of  the  taxpayer  for  a  prior  taxable  year 
as  a  United  States  shareholder  with  respect  to  a  controlled  foreign 
corporation,  see  section  960(b).  | 

“(2)  For  special  rule  relating  to  the  application  of  the  credit 
provided  by  section  901  in  the  case  of  affiliated  groups  which  include 
Western  Hemisphere  trade  corporations  for  years  in  which  th«v 
limitation  provided  by  subsection  (a)(2)  applies,  see  section  1503(d)ifl 

(3)  The  table  of  subparts  for  part  II'I  of  subchapter  N  or 
chapter  1  is  amended  by  adding  at  the  end  thereof  the  following: 

“Subpart  F.  Controlled  foreign  corporations. 

“Subpart  G.  Export  trade  corporations.” 

(4)  Section  1016(a)  (relating  to  adjustments  to  basis)  is 
amended  by  adding  after  paragraph  (19)  (as  added  by  section 
2(f)  of  this  Act)  the  following  new  paragraph: 

“(20)  to  the  extent  provided  in  section  961  in  the  case  of  stock 
in  cont  rolled  foreign  corporations  (or  foreign  corporations  which 
were  controlled  foreign  corporations)  and  of  property  by  reason 
of  which  a  person  is  considered  as  owning  such  stock.’' 

(c)  Effective  Date. — The  amendments  made  by  this  section  shall 
apply  with  respect  to  taxable  years  of  foreign  corporations  beginning 
after  December  31,  1962,  and  to  taxable  years  of  United  States  share¬ 
holders  within  which  or  with  which  such  taxable  years  of  such  foreign 
corporations  end. 
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26  USC  1231- 


o . ~  u,u™  me  lunowmg  new  section  : 

SEC.  1245.  GAIN  FROM  DISPOSITIONS  OP  crptaiv  nrDDPOT  a  nr  t-» 


“(A)  the  recomputed  basis  of  tlie  property,  or 

“(p)  (\)  in  t,ie  Cilse  of  a  sale,  exchange,  or  involuntary  con¬ 
version,  the  amount  realized,  or 

“(ii)  in  the  case  of  any  other  disposition,  the  fair  market 
value  of  such  property, 

exceeds  the  adjusted  basis  of  such  property  shall  be  treated  as 
gam  from  the  sale  or  exchange  of  property  which  is  neither  a 
capital  asset  nor  property  described  in  section  1231.  Such  gain 
shall  be  recognized  notwithstanding  any  other  provision  of 'this 
subtitle. 

‘‘(2)  Recomputed  basis. — For  purposes  of  this  section  the 
term  recomputed  basis’  means,  with  respect  to  any  property  its 
<id  justed  basis  recomputed  by  adding  thereto  all  adjustments,  at- 
tribu table  to  periods  after  December  31,  1961,  reflected  in  such 
adjusted  basis  on  account  of  deductions  (whether  in  respect  of 
the  same  or  other  property)  allowed  or  allowable  to  the  taxpayer 
or  to  any  other  person  for  depreciation,  or  for  amortization  under 
section  168.  For  purposes  of  the  preceding  sentence,  if  the  tax¬ 
payer  can  establish  by  adequate  records  or  other  sufficient  evi¬ 
dence  that  the  amount  allowed  for  depreciation,  or  for  amorti¬ 
zation  under  section  168,  for  any  period  was  less  than  the  amount 
allowable,  the  amount  added  for  such  period  shall  be  the  amount 
allowed. 

“(3)  Section  1243  pboperty. — For  purposes  of  this  section, 
the  term  ‘section  1245  property’  means  any  property  (other  than 
livestock)  which  is  or  has  been  property  of  a  character  subject 
to  the  allowance  for  depreciation  provided  in  section  167  and  is 
either — 

“(A)  personal  property, or 

“(B)  other  property  (not  including  a  building  or  its  struc¬ 
tural  components)  but  only  if  such  other  property  is  tangible 
and  has  an  adjusted  basis  in  which  there  are  reflected  ad¬ 
justments  described  in  paragraph  (2)  for  a  period  in  which 
such  property  (or  other  property)  — 

“(i)  was  used  as  an  integral  part  of  manufacturing, 
production,  or  extraction  or  of  furnishing  transporta¬ 
tion,  communications,  electrical  energy,  gas,  water,  or 


sewage  disposal  services,  or 


“(ii)  constituted  research  or  storage  facilities  used  in 
connection  with  any  of  the  activities  referred  to  in  clause 


“(b)  Exceptions  a  xn  Limitations. — 

“(1)  Gifts. — Subsection  (a)  shall  not  apply  to  a  disposition 
by  gift. 
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“(2)  Transfers  at  death. — Except  as  provided  in  section  691 
(relating  to  income  in  respect  of  a  decedent),  subsection  (a)  shall 
not  apply  to  a  transfer  at  death. 

“(3)  Certain  tax-free  transactions. — If  the  basis  of  prop¬ 
erty  in  the  hands  of  a  transferee  is  determined  by  reference  to  its 
basis  in  the  hands  of  the  transferor  by  reason  of  the  application 
of  section  332,  351,  361,  371(a),  374(a),  <21,  or  731,  then  the 
amount  of  gain  taken  into  account  by  the  transferor  under  sub¬ 
section  (a)  (1)  shall  not  exceed  the  amount  of  gain  recognized 
to  the  transferor  on  the  transfer  of  such  property  (determined 
without  regard  to  this  section) .  This  paragraph  shall  not  apply 
to  a  disposition  to  an  organization  (other  than  a  cooperative  de¬ 
scribed  in  section  521)  which  is  exempt  from  the  tax  imposed 
by  this  chapter. 

“(4)  Like  kind  exchanges;  involuntary  conversions,  etc. — 

If  property  is  disposed  of  and  gain  (determined  without  regard  to 
this  section)  is  not  recognized  in  whole  or  in  part  under  section 
1031  or  1033,  then  the  amount  of  gain  taken  into  account  by  the 
transferor  under  subsection  (a)  (1)  shall  not  exceed  the  sum  of— f 
“(A)  the  amount  of  gain  recognized  on  such  disposition 
(determined  without  regard  to  this  section),  plus 
“(B)  the  fair  market  value  of  property  acquired  which  is 
not  section  1245  property  and  which  is  not  taken  into  account 
under  subparagraph  (A).  .  • 

“(5)  Section  ioti  and  iosi  transactions. — Under  regulations 
prescribed  by  the  Secretary  or  his  delegate,  rules  consistent,  with 
paragraphs  (3)  and  (4)  of  this  subsection  shall  apply  in  the  case 
of  transactions  described  in  section  1071  (relating  to  gain  from 
sale  or  exchange  to  effectuate  policies^of  IC  C  )  or  section  1081 
(relating  to  exchanges  in  obedience  to  SEC  orders). 

“(6)  Property  distributed  by  a  partnership  to  a  partner  — 
U(A)  In  general. — For  purposes  of  this  section,  the  basis 
of  section  1245  property  distributed  by  a  partnership  to  a 
partner  shall  be  deemed  to  be  determined  by  reference  to  the 
adjusted  basis  of  such  property  to  the  partnership. 

“(B)  Adjustments  added  back. — In  the  case  of  any  prop¬ 
erty  described  in  subparagraph  (A),  for  purposes  of  com¬ 
puting  the  recomputed  basis  of  such  property  the  amount  of 
the  adjustments  added  back  for  periods  before  the  distribu¬ 
tion  by  the  partnership  shall  be —  . 

“(i)  the  amount  of  the  gam  to  which  subsection  (am 
would  have  applied  if  such  property  had  been  sold  bjW 
the  partnership  immediately  before  the  distribution  at 

its  fair  market  value  at  such  time,  reduced  by 

“(ii)  the  amount  of  such  gain  to  which  section  751(b) 


“(c)  Adjustments  to  Basis. — The  Secretary  or  his  delegate  shall 
prescribe  such  regulations  as  he  may  deem  necessary  to  provide  tor 
adjustments  to  the  basis  of  property  to  reflect  gain  recognized  under 

subsection  (a).  _ 

“(d)  Application  of  Section— This  section  shall  apply  notwith¬ 
standing  any  other  provision  of  this  subtitle.” 

(2)  The  table  of  sections  for  such  part  IV  is  amended  by  adding 
at  the  end  thereof  the  following : 


“Sec.  1245.  Gain  from  dispositions  of  certain  depreciable  property.’’ 
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IN  Method  of  Depreciation.— Subsection  (e)  of  sec- 
tJon  167  (relating  to  depreciation)  is  amended  to  read  as  fo  lows- 
(e)  Change  in  Method. — 

“(1)  Change 


1034. 
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'  '  .  —  from  declining  balance  method. — In  the  ab¬ 

sence  of  an  agreement  under  subsection  (d)  containing  a  pro- 


Ante,  p.  1032. 


ju.ee  with  regulations  preset  by  Ve 

(M 12)  fn TJ10<1  °/  drPre'i»tion  descritd  in  s„bseX 
X°  the  method  described  in  subsection  (b)(1). 

(2)  Change  with  respect  to  section  1245  property.— A  tax¬ 
payer  may,  on  or  before  the  last  day  prescribed  by  law  (including 
extensions  thereof)  for  filing  his  return  for  his  first  taxable  year 
beginning  after  December  31  1962,  and  in  such  manner  as  the 
Sen  et ary  or  his  delegate  shall  by  regulations  prescribe,  elect  to 
change  his  method  of  depreciation  in  respect  of  section  1245 
property  (as  defined  in  section  1245(a)(3))  from  any  declining 
balance  or  sum  of  the  years-digits  method  to  the  straight  line 
method.  An  election  may  be  made  under  this  paragraph  not- 

|)  subsection  (§)“y  prOVISlon  to  the  contrary  in  an  agreement  under 

(c)  Salvage  Value  of  Personal  Property. — 

(1)  Amount  taken  into  account.— Section  167  (relating  to 
depreciation)  is  amended  by  redesignating  subsections  (f),  (g), 
and  (  1)  as  (g),  (h),  and  (i),  respectively,  and  by  inserting  after 
subsection  (e)  the  following  new  subsection  : 

‘(f)  Salvage  Value. — 

“(1)  General  rule.— Under  regulations  prescribed  by  the  Sec¬ 
retary  or  his  delegate,  a  taxpayer  may,  for  purposes  of  computing 
the  allowance  under  subsection  (a)  with  respect  to  personal 
property,  reduce  the  amount  taken  into  account  as  salvage  value 
by  an  amount  which  does  not  exceed  10  percent  of  the  basis  of 
such  property  (as  determined  under  subsection  (g)  as  of  the 
whlch  such  salvage  value  is  required  to  be  determined). 

(2)  1  ERSONAL  PROPERTY  DEFINED.— For  purposes  of  this  Sub- 
section,  the  term  ‘personal  property’  means  depreciable  personal 
property  (other  than  livestock)  with  a  useful  life  of  3  years  or 
more  acquired  after  the  date  of  the  enactment  of  the  Revenue  Act 
of  1962.” 

(2)  Conforming  amendments. — 

1  Sections  1  (9(d)  (5)  and  642(e)  are  each  amended  by 

II  striking  out  “167 (g)  ”  and  inserting  in  lieu  thereof  “167(h)  ”. 

(B)  Section  179(d)(8)  is  amended  bv  striking  out  “167 
(f )  and  inserting  in  lieu  thereof  “167(g)  ”. 

(d)  Special  Rule  for  Charitable  Contributions  of  Section  1245 
I  .,mp(:RTY-  Section  170  (relating  to  charitable,  etc.,  contributions  and 
pfts)  is  amended  by  redesignating  subsections  (e)  and  (f)  as  (f)  and 
g),  respectively,  and  by  inserting  after  subsection  (d)  the  following 
ew  subsection : 

t  (e)  Special  Rule  for  C  haritable  Contributions  of  Section  1245 
roperty.— The  amount  of  any  charitable  contribution  taken  into 
ccount  under  this  section  shall  be  reduced  by  the  amount  which  would 
ave  been  treated  as  gain  to  which  section  1245(a)  applies  if  the  prop- 
ity  contributed  had  been  sold  at  its  fair  market  value  (determined  at 
le  time  of  such  contribution) .” 

(e)  Computation  of  Taxable  Income  for  Purposes  of  Limitation 

n  Percentage  Depletion  Deduction. — Section  613(a)  (relating  to  26  use  613. 
ercentage  depletion)  is  amended  by’ inserting  after  the  second  sen- 
mce  thereof  the  following  new-  sentence:  “For  purposes  of  the  pre- 
iding  sentence,  the  allowable  deductions  taken  into  account  with 
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respect  to  expenses  of  mining  in  computing  the  taxable  income  from 
the  property  shall  be  decreased  by  an  amount  equal  to  so  much  of 
any  gain  which  (1)  is  treated  under  section  1245  (relating  to  gain  from 
disposition  of  certain  depreciable  property)  as  gain  from  the  sa.e 
or  exchange  of  property  which  is  neither  a  capital  asset  nor  property 
described  in  section  1231,  and  (2)  is  properly  allocable  to  the 
property.” 

(f )  Technical  Amendments. — 

(1)  Special  rule  for  partnerships. — Section  751(c)  (relating 
to  definition  of  “unrealized  receivables”  for  purposes  of  sub- 
chapter  K)  is  amended  by  adding  after  paragraph  (2)  the 

following:  , 

“For  purposes  of  this  section  and  sections  731,  736,  and  741,  such 
term  also  includes  section  1245  property  (as  defined  in  section  1245 
(a)  (3) ),  but  only  to  the  extent  of  the  amount  which  would  be  treated 
as  gain  to  which  section  1245(a)  would  apply  if  (at  the  time  of  the 
transaction  described  in  this  section  or  section  731,  <36,  or  741,  as  the 
case  may  be)  such  property  had  been  sold  by  the  partnership  at  its 

fair  market  value.”  A 

(2)  Corporate  distribution  of  property. — Subsections  (b)  anefp 
(d)  of  section  301  (relating  to  amount  distributed)  are  each 
amended  by  striking  out  “suosection  (b)  or  (c)  of  section  311” 
and  insertiiig  in  lieu  thereof  “subsection  (b)  or  (c)  of  section  311 
or  under  section  1245(a)”. 

(3)  Effect  on  earnings  and  profits. — Section  312(c)  (3)  (re¬ 
lating  to  adjustments  of  earnings  and  profits)  is  amended  by  strik¬ 
ing  out  “subsection  (b)  or  (c)  of  section  311”  and  inserting  m 
lieu  thereof  “subsection  (b)  or  (c)  of  section  311  or  under  section 


26  usc  341.  (4)  Collapsible  corporations. — Section  341(e)  (relating  to 

collapsible  corporations)  is  amended  by  inserting  after  paragraph 
(11)  the  following  new  paragraph: 

“(12)  Nonapplication  of  section  1245(a). — For  purposes  of 
this  subsection,  the  determination  of  whether  gain  from  the  sale 
or  exchange  of  property  would  under  any  provision  of  this  chap¬ 
ter  be  considered  as  gain  from  the  sale  or  exchange  of  property 
which  is  neither  a  capital  asset  nor  property  described  in  section 
1231(b)  shall  be  made  without  regard  to  the  application  of  section 
1245(a).” 

(5)  Installment  obligations  in  certain  liquidations. —  , 

(A)  Section  453(d)(4)(A)  (relating  to  distribution  o| 

installment  obligations  in  section  332  liquidations)  1^ 
amended  by  adding  at  the  end  thereof  the  following  new 
sentence:  “If  the  basis  of  the  property  of  the  liquidating 
corporation  in  the  hands  of  the  distributee  is  determined 
under  section  334(b)  (2)  then  the  preceding  sentence  shall 
not  apply  to  the  extent  that  under  paragraph  (1)  gain  to  the 
distributing  corporation  would  be  considered  as  gain  to  which 
section  1245(a)  applies.”  ....  , 

(B)  Section  453(d)(4)(B)  (relating  to  distribution  of 
installment  obligations  in  liquidations  to  which  section  337 
applies)  is  amended  by  adding  at  the  end  thereof  the  fol¬ 
lowing  new  sentence :  “The  preceding  sentence  shall  not  apply 
to  the  extent  that  under  paragraph  (1)  gain  to  the  distribut¬ 
ing  corporation  would  be  considered  as  gain  to  which  section 
1245(a)  applies.” 

(g)  Effective  Dates. — The  amendments  made  by  this  section 
(other  than  the  amendments  made  by  subsection  (c))  shall  apply  to 
taxable  years  beginning  after  December  31,  1962.  The  amendments 
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made  by  subsection  (c)  shall  apply  to  taxable  years  beginning  after 
December  31,  19B1,  and  ending  after  the  date  of  the  enactment  of 
this  Act. 

SEC.  14.  FOREIGN  INVESTMENT  COMPANIES. 

(a)  Treatment  of  Sale  of  Stock  of  Foreion  Investment 
Companies. — 

( 1 )  In  general.— Part  IV  of  subchapter  P  of  chapter  1  (relat¬ 
ing  to  special  rules  for  determining  capital  gains  and  losses)  is 
amended  by  adding  after  section  1245  (as  added  by  section  13  of 
this  Act)  the  following  new  sections: 

“SEC.  1246.  GAIN  ON  FOREIGN  INVESTMENT  COMPANY  STOCK. 

“(a) Treatment  of  Gain  as  Ordinary  Income. — 

“(1)  General  rule. — In  the  case  of  a  sale  or  exchange  (or  a 
distribution  which,  under  section  302  or  331,  is  treated  as  an  ex¬ 
change  of  stock)  after  December  31,  1962,  of  stock  in  a  foreign 
corporation  which  was  a  foreign  investment  company  (as  defined 
in  subsection  (b) )  at  any  time  during  the  period  during  which  the 
taxpayer  held  such  stock,  any  gain  shall  be  treated  as  gain  from 
\  the  sale  or  exchange  of  property  which  is  not  a  capital  asset,  to 
the  extent  of  the  taxpayer's  ratable  share  of  the  earnings  and 
profits  of  such  corporation  accumulated  for  taxable  years  begin¬ 
ning  after  December  31,  1962. 

“(2)  Ratable  share. — For  purposes  of  this  section,  the  tax¬ 
payer's  ratable  share  shall  be  determined  under  regulations  pre¬ 
scribed  by  the  Secretary  or  his  delegate,  but  shall  include  only  his 
ratable  share  of  the  accumulated  earnings  and  profits  of  such 
corporation — 

“(A)  for  the  period  during  which  the  taxpayer  held  such 
stock,  but 

“(B)  excluding  such  earnings  and  profits  attributable  to 
any  amount  previously  included  in  the  gross  income  of  such 
taxpayer  under  section  951  (but  only  to  the  extent  the  in¬ 
clusion  of  such  amount  did  not  result  in  an  exclusion  of  any 
other  amount  from  gross  income  under  section  959). 

“(3)  Taxpayer  to  establish  earnings  and  profit's. — Unless 
the  taxpayer  establishes  the  amount  of  the  accumulated  earnings 
and  profits  of  the  foreign  investment  company  and  the  ratable 
share  thereof  for  the  period  during  which  the  taxpayer  held 
such  stock,  all  the  gain  from  the  sale  or  exchange  of  stock  in 
such  company  shall  be  considered  as  gain  from  the  sale  or  ex- 
|  change  of  property  which  is  not  a  capital  asset. 

“  (4)  Holding  period  of  stock  must  be  more  than  c  months. — 
This  section  shall  not  apply  with  respect  to  the  sale  or  exchange 
of  stock  where  the  holding  period  of  such  stock  as  of  the  date 
of  such  sale  or  exchange  is  6  months  or  less. 

“(b)  Definition  of  Foreign  Investment  Company. — For  pur¬ 
poses  of  this  section,  the  term  ‘foreign  investment  company’  means 
any  foreign  corporation  which,  for  any  taxable  year  beginning  after 
j  December  31,  1962,  is — 

“(1)  registered  under  the  Investment  Company  Act  of  1940, 
as  amended  (15  U.S.C.  80a-l  to  80b-2),  either  as  a  management 
company  or  as  a  unit  investment  trust,  or 

“(2)  engaged  (or  holding  itself  out  as  being  engaged)  pri¬ 
marily  in  the  business  of  investing,  reinvesting,  or  trading  in 
securities  (within  the  meaning  of  section  3(a)(1)  of  such  Act, 
as  limited  by  paragraphs  (2)  through  (10)  (except  paragraph 
(6)(C))  and  paragraphs  (12)  through  (15)  of  section  3(c)  of 
such  Act)  at  a  time  when  more  than  50  percent  of  the  total  com- 
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billed  voting  power  of  all  classes  of  stock  entitled  to  vote,  or  of 
the  total  value  of  shares  of  all  classes  of  stock,  was  held,  directly 
or  indirectly  (within  the  meaning  of  section  958(a) ),  by  United 
States  persons  (as  defined  in  section  7701(a) (30) ). 

“(c)  Stock  Having  Transferred  or  Substituted  Basis. — To  the 
extent  provided  in  regulations  prescribed  by  the  Secretary  or  his  dele¬ 
gate,  stock  in  a  foreign  corporation,  the  basis  of  which  (in  the  hands 
of  the  taxpayer  selling  or  exchanging  such  stock)  is  determined  by 
reference  to  the  basis  (in  the  hands  of  such  taxpayer  or  any  other 
person)  of  stock  in  a  foreign  investment  company,  shall  be  treated  as 
stock  of  a  foreign  investment  company  and  held  by  the  taxpayer 
throughout  the  holding  period  for  such  stock  (determined  under 
section  1223). 

“(d)  Rules  Relating  to  Entities  Holding  Foreign  Investment 
Company  Stock. — To  the  extent  provided  in  regulations  prescribed 
by  the  Secretary  or  his  delegate — 

“(1)  trust  certificates  of  a  trust  to  which  section  677  (relating 
to  income  for  benefit  of  grantor)  applies,  and 
“(2)  stock  of  a  domestic  corporation, 
shall  be  treated  as  stock  of  a  foreign  investment  company  and  held  bjB 
the  taxpayer  throughout  the  holding  period  for  such  certificated 
or  stock  (determined  under  section  1223)  in  the  same  proportion  that 
the  investment  in  stock  in  a  foreign  investment  company  by  the  trust 
or  domestic  corporation  bears  to  the  total  assets  of  such  trust  or 
corporation. 

“(e)  Rules  Relating  to  Stock  Acquired  From  a  Decedent. — 

“(1)  Basis. — In  the  case  of  stock  of  a  foreign  investment  com¬ 
pany  acquired  by  bequest,  devise,  or  inheritance  (or  by  the  deced¬ 
ent’s  estate)  from  a  decedent  dying  after  December  31,  1962,  the 
basis  determined  under  section  1014  shall  be  reduced  (but  not 
below  the  adjusted  basis  of  such  stock  in  the  hands  of  the  decedent 
immediately  before  his  death)  by  the  amount  of  the  decedent’s 
ratable  share  of  the  earnings  and  profits  of  such  company  accumu¬ 
lated  after  December  31,  1962.  Any  stock  so  acquired  shall  be 
treated  as  stock  described  in  subsection  (c). 

“(2)  Deduction  for  estate  tax. — If  stock  to  which  subsection 
(a)  applies  is  acquired  from  a  decedent,  the  taxpayer  shall,  under 
regulations  prescribed  by  the  Secretary  or  his  delegate,  be  allowed 
(for  the  taxable  year  of  the  sale  or  exchange)  a  deduction  from 
gross  income  equal  to  that  portion  of  the  decedent’s  estate  tax 
deemed  paid  which  is  attributable  to  the  excess  of  (A)  the  valuta,  i 
at  which  such  stock  was  taken  into  account  for  purposes  of  deter^|| 
mining  the  value  of  the  decedent’s  gross  estate,  over  (B)  the 
value  at  which  it  would  have  been  so  taken  into  account  if  such 
value  had  been  reduced  by  the  amount  described  in  paragraph  ( 1 ) . 

“  ( f )  Information  With  Respect  to  Certain  Foreign  Investment 
Companies. — Every  United  States  person  who,  on  the  last  day  of  the 
taxable  year  of  a  foreign  investment  company  beginning  after  Decem¬ 
ber  31,  1962,  owns  5  percent  or  more  in  value  of  the  stock  of  such  com¬ 
pany  shall  furnish  with  respect  to  such  company  such  information  as 
the  Secretary  or  his  delegate  shall  by  regulations  prescribe. 

“(g)  Cross  Reference. — 

“For  special  rules  relating  to  the  earnings  and  profits  of  foreign 
investment  companies,  see  section  312(1). 

“SEC.  1247.  ELECTION  BY  FOREIGN  INVESTMENT  COMPANIES  TO 
DISTRIBUTE  INCOME  CURRENTLY. 

“(a)  Election  by  Foreign  Investment  Company. — 

“(1)  In  general.- — If  a  foreign  investment  company  which  is 
described  in  section  1246(b)(1)  elects  (in  the  manner  provided 
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in  regulations  pi  escribed  by  the  Secretary  or  his  delegate)  on  or 
before  December  31,  1962,  with  respect  to  each  taxable  year 
beginning  after  December  31,  1962,  to— 

(A)  distribute  to  its  shareholders  90  percent  or  more  of 
what  its  taxable  income  would  be  if  it  were  a  domestic  cor¬ 
poration  ; 

(13)  designate  in  a  written  notice  mailed  to  its  share¬ 
holders  at  any  time  before  the  expiration  of  45  days  after 
the  close  of  its  taxable  year  the  pro  rata  amount  of  the  excess 
(determined  as  if  such  corporation  were  a  domestic  corpora¬ 
tion)  of  the  net  long-term  capital  gain  over  the  net  short¬ 
term  capital  loss  of  the  taxable  year ;  and  the  portion  thereof 
which  is  being  distributed ;  and 
“(C)  provide  such  information  as  the  Secretary  or  his 
delegate  deems  necessary  to  carry  out  the  purposes  of  this 
section, 

then  section  1246  shall  not  apply  with  respect  to  the  qualified  Ante,  p.  1036. 
shareholders  of  such  company  during  any  taxable  year  to  which 
such  election  applies. 

)  “(2)  Special  rules. — 

“(A)  Computation  of  taxable  income. — For  purposes 
of  paragraph  (1)(A),  the  taxable  income  of  the  company 
shall  be  computed  w  ithout  regard  to — 

“(i)  the  excess  of  the  net  long-term  capital  gain  over 
the  net  short-term  capital  loss  referred  to  in  paragraph 

(D(B), 

“(ii)  section  172  (relating  to  net  operating  losses),  26  use  172. 
and 

“(iii)  any  deduction  provided  by  part  VIII  of  sub¬ 
chapter  B  (other  than  the  deduction  provided  by  section 
248,  relating  to  organizational  expenditures).  26  use  248. 

“(B)  Distributions  after  the  close  of  the  taxable 
year. — For  purposes  of  paragraph  (1)(A),  a  distribution 
made  after  the  close  of  the  taxable  year  and  on  or  before  the 
15th  day  of  the  third  month  of  the  next  taxable  year  shall  be 
treated  as  distributed  during  the  taxable  year  to  the 
extent  elected  by  the  company  (in  accordance  with  regula¬ 
tions  prescribed  by  the  Secretary  or  his  delegate)  on  or  before 
the  15th  day  of  such  third  month. 

“(C)  Carryover  of  capital  losses  from  nonelection 
years  denied. — In  computing  the  excess  of  the  net  long-term 
capital  gain  over  the  net  short-term  capital  loss  referred  to  in 
paragraph  (1)(B),  section  1212  shall  not  apply  to  losses  26  use  1212. 
incurred  in  or  with  respect  to  taxable  years  before  the  first 
taxable  year  to  which  the  election  applies. 

“(b)  Years  to  Which  Election  Applies. — The  election  of  any 
foreign  investment  company  under  this  section  shall  terminate  as  of 
the  close  of  the  taxable  year  preceding  its  first  taxable  year  in  which 
any  of  the  following  occurs : 

“(1)  the  company  fails  to  comply  with  the  provisions  of  sub- 
paragraph  (A),  (B),  or  (C)  of  subsection  (a)(1),  unless  it  is 
shown  that  such  failure  is  due  to  reasonable  cause  and  not  due  to 
willful  neglect, 

“(2)  the  company  is  a  foreign  personal  holding  company,  or 

“(3)  the  company  is  not  a  foreign  investment  company  which 
is  described  in  section  1246(b)  (1). 
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“(c)  Qualified  Shareholders.- — For  purposes  of  this  section — 
“(1)  In  general. — The  term  ‘qualified  shareholder"  means  any 
shareholder  who  is  a  United  States  person  (as  defined  in  section 
7701(a)  (30) ),  other  than  a  shareholder  described  in  paragraph 
(2). 

“(2)  Certain  united  states  persons  excluded  from  defini¬ 
tion. — A  United  States  person  shall  not  be  treated  as  a  qualified 
shareholder  for  the  taxable  year  if  for  such  taxable  year  (or  for 
any  prior  taxable  year)  he  did  not  include,  in  computing  his 
long-term  capital  gains  in  his  return  for  such  taxable  year,  the 
amount  designated  by  such  company  pursuant  to  subsection  (a) 
(1)(B)  as  his  share  of  the  undistributed  capital  gains  of  such 
company  for  its  taxable  year  ending  within  or  with  such  taxable 
year  of  the  taxpayer.  The  preceding  sentence  shall  not  apply 
with  respect  to  any  failure  by  the  taxpayer  to  treat  an  amount 
as  provided  therein  if  the  taxpayer  shows  that  such  failure  was 
due  to  reasonable  cause  and  not  due  to  willful  neglect. 

“(d)  Treatment  of  Distributed  and  Undistributed  Capital 
Gains  by  a  Qualified  Shareholder. — E very  qualified  shareholder  of 
a  foreign  investment  company  for  any  taxable  year  of  such  company 
with  respect  to  which  an  election  pursuant  to  subsection  (a)  is  ill 
effect  shall  include,  in  computing  his  long-term  capital  gains — 

“  (1 )  for  his  taxable  year  in  which  received,  his  pro  rata  share  of 
the  distributed  portion  of  the  excess  of  the  net  long-term  capital 
gain  over  the  net  short-term  capital  loss  for  such  taxable  year  of 
such  company,  and 

“(2)  for  his  taxable  year  in  which  or  with  which  the  taxable 
year  of  such  company  ends,  his  pro  rata  share  of  the  undistributed 
portion  of  the  excess  of  the  net  long-term  capital  gain  over  the 
net  short-term  capital  loss  for  such  taxable  year  of  such  company. 
“(e)  Adjustments. — Under  regulations  prescribed  by  the  Secre¬ 
tary  or  his  delegate,  proper  adjustment  shall  be  made — 

“(1)  in  the  earnings  and  profits  of  the  electing  foreign  invest¬ 
ment  company  and  a  qualified  shareholder’s  ratable  share  thereof, 
and 


“  (2)  in  the  adjusted  basis  of  stock  of  such  company  held  by  such 
shareholder, 

to  reflect  such  shareholder’s  inclusion  in  gross  income  of  undistributed 
capital  gains. 

“(f)  Election  by  Foreign  Investment  Company  With  Respect 
to  Foreign  Tax  Credit. — A  foreign  investment  company  with  respect 
to  which  an  election  pursuant  to  subsection  (a)  is  in  effect  and  niort^ 
than  50  percent  of  the  value  (as  defined  in  section  851(c)(4))  of 
whose  total  assets  at  the  close  of  the  taxable  year  consists  of  stock 
or  securities  in  foreign  corporations  may,  for  such  taxable  year,  elect 
the  application  of  this  subsection  with  respect  to  income,  war  profits, 
and  excess  profits  taxes  described  in  section  901(b)  ( 1 )  which  are  paid 
by  the  foreign  investment  company  during  such  taxable  year  to  foreign 
countries  and  possessions  of  the  United  States.  If  such  election  is 
made — 


“(1)  the  foreign  investment  company— 

“(A)  shall  compute  its  taxable  income,  for  purposes  of 
subsection  (a)(1)(A),  without  any  deductions  for  income, 
war  profits,  or  excess  profits  taxes  paid  to  foreign  countries 
or  possessions  of  the  United  States,  and 

“(B)  shall  treat  the  amount  of  such  taxes,  for  purposes 
of  subsection  (a)  (1)  (A),  as  distributed  to  its  shareholders; 
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qualified  shareholder  of  such 


foreign 


investment 


“(2)  each 
company — 

“(A)  shall  include  in  gross  income  and  treat  as  paid  by 
him  his  proportionate  share  of  such  taxes,  and 

n„  J  ttt  t,ie|lt’  t'°r  PurP?ses  of  applying  subpart  A  of 
part  III  of  subchapter  N,  Ins  proportionate  share  of  such 
taxes  as  having  been  paid  to  the  country  in  which  the  foreign 
investment  company  is  incorporated,  and 
‘‘(C)  shall  treat  as  gross  income  from  sources  within  the 
country  m  which  the  foreign  investment  company  is  incor¬ 
porated,  tor  purposes  of  applying  subpart  A  of  part  III  of 
subchapter  X  the  sum  of  his  proportionate  share  of  such  taxes 
and  any  dividend  paid  to  him  by  such  foreign  investment 
company. 

‘‘(g)  IS otice  to  Shareholders. — The  amounts  to  be  treated  by  quali¬ 
fied  shareholders,  for  purposes  of  subsection  (f)  (2),  as  their  propor¬ 
tionate  share  ot  the  taxes  described  in  subsection  (f)  (1)  (A)  paid  by 
a  foieign  investment  company  shall  not  exceed  the  amounts  so  desig¬ 
nated  by  the  foreign  investment  company  in  a  written  notice  mailed 
,ts  shareholders  not  later  than  45  days  after  the  close  of  its  taxable 
year. 


87-834 
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^1LMa,nn1':r  of  MakiNg  Election  and  Notifying  Sharehold¬ 
ers.— Ihe  election  provided  in  subsection  (f)  and  the  notice  to  share- 
hohleis  required  by  subsection  (g)  shall  be  made  in  such  manner  as 
Ihe  Secretary  or  his  delegate  may  prescribe  by  regulations. 

“  (i)  Loss  ON  Sale  or  Exchange  of  Certain  Stock  Held  Less  Tii  \n 
G  Months. — If — 

“(1)  under  this  section,  any  qualified  shareholder  treats  any 
amount  designated  under  subsection  (a)(1)(B)  with  respect  to 
a  share  of  stock  as  long-term  capital  gain,  and 

“(2)  such  share  is  held  by  the  taxpayer  for  less  than  6  months, 
then  any  loss  on  the  sale  or  exchange  of  such  share  shall,  to  the  extent 
of  the  amount  described  in  paragraph  (1),  be  treated  as  loss  from  the 
sale  or  exchange  of  a  capital  asset  held  for  more  than  6  months.” 

(2)  The  table  of  sections  for  such  part  IV  is  amended  by  adding 
at  the  end  thereof  the  following: 


"Sec.  124<i.  Gain  on  foreign  investment  company  stock. 

"Sec.  1247.  Election  by  foreign  investment  companies  to  distribute 
income  currently.” 

(b)  Conforming  Amendments. — 

( 1 )  Earnings  and  profits  of  foreign  investment  companies. — 

Section  312  (relating  to  effect  on  earnings  and  profits)  is  amended  Ante,  p.  6. 
by  adding  after  subsection  (k)  the  following  new  subsection :  26  use  312. 

"(1)  Earnings  and  Profits  of  Foreign  Investment  Companies. — 

“(1)  Allocation  within  affiliated  group. — In  the  case  of  a 
sale  or  exchange  of  stock  in  a  foreign  investment  company  (as 
defined  in  section  1246(b))  by  a  United  States  person  (as  de-  Ante,  p.  1036. 
fined  in  section  7701(a)  (30)),  if  such  company  is  a  member  of  Ante,  p.  988. 
an  affiliated  group,  then  the  accumulated  earnings  and  profits  of 
all  members  of  such  affiliated  group  shall  be  allocated,  under 
regulations  prescribed  by  the  Secretary  or  his  delegate,  in  such 
manner  as  is  proper  to  carry  out  the  purposes  of  section  1246. 

“(2)  Affiliated  group  defined. — For  purposes  of  paragraph 
(1)  of  this  subsection,  the  term  ‘affiliated  group’  has  the  meaning 
assigned  to  such  term  by  section  1504(a)  ;  except  that  (A)  ‘more  26  use  1504. 
than  50  percent'  shall  be  substituted  for  ‘80  percent  or  more’,  and 
(B)  all  corporations  shall  be  treated  as  includible  corporations 
(without  regard  to  the  provisions  of  section  1504(b)). 
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“(3)  Partial  liquidations  and  redemptions. — 

“(A)  In  general.— If  a  foreign  investment  company  (as 
defined  in  section  1246)  distributes  amounts  in  partial  liqui¬ 
dation  or  in  a  redemption  to  which  section  302(a)  or  303 
applies,  the  part  of  such  distribution  which  is  properly 
chargeable  to  earnings  and  profits  shall  be  an  amount  which 
is  not  in  excess  of  the  ratable  share  of  the  earnings  and  profits 
of  the  company  accumulated  after  February  28,  1913,  at¬ 
tributable  to  the  stock  so  redeemed. 

“(B)  Effective  date. — Subparagraph  (A)  shall  apply 
only  with  respect  to  distributions  made  after  December  31, 
1962.”  ^  I 

(2)  Sale  or  exchange  of  interest  in  partnership. — Section 
751(d)(2)  (relating  to  inventory  items  which  have  appreciated 
substantially  in  value)  is  amended  by  striking  out  “and”  at  the 
end  of  subparagraph  (B),  and  by  striking  out  subparagraph 
(C)  and  inserting  in  lieu  thereof  the  following  new  subpara¬ 
graphs  : 

“(C)  any  other  property  of  the  partnership  which,  if  soli^ 
or  exchanged  by  the  partnership,  would  result  in  a  gain  ta» 
able  under  subsection  (a)  of  section  1246  (relating  to  gaiir 
on  foreign  investment  company  stock),  and 

“(D)  any  other  property  held  by  the  partnership  which, 
if  held  by  the  selling  or  distributee  partner,  would  be  consid¬ 
ered  property  of  the  type  described  in  subparagraph  (A), 
(B),  or  (C).” 

(3)  Holding  period  of  property. — Section  1223  (relating  to 
holding  period  of  property)  is  amended  by  redesignating  para¬ 
graph  (10)  as  paragraph  (11)  and  inserting  after  paragraph 
(9)  the  following  paragraph  : 

“(10)  In  determining  the  period  for  which  the  taxpayer  has 
held  trust  certificates  of  a  trust  to  which  subsection  (d)  of  section 
1246  applies,  or  the  period  for  which  the  taxpayer  has  held  stock 
in  a  corporation  to  which  subsection  (d)  of  section  1246  applies, 
there  shall  be  included  the  period  for  which  the  trust  or  corpora¬ 
tion  (as  the  case  may  be)  held  the  stock  of  foreign  investment 
companies.” 

(c)  Effective  Date. — The  amendments  made  by  this  section  shall 
apply  with  respect  to  taxable  years  beginning  after  December  31, 1962. 


SEC.  15.  GAIN  FROM  CERTAIN  SALES  OR  EXCHANGES  OF  STOCK  IN 
CERTAIN  FOREIGN  CORPORATIONS.  A 

(a)  Treatment  of  Gain  From  the  Redemftion,  Cancellation, 
Sale  of  Stock  in  Certain  Foreign  Corporations. — Part  IV  of  sub¬ 
chapter  P  of  chapter  1  (relating  to  special  rules  for  determining  capi¬ 
tal  gains  and  losses)  is  amended  by  adding  after  section  1247  (as  added 
by  section  14  of  this  Act)  the  following  new  section  : 


“SEC.  1248.  GAIN  FROM  CERTAIN  SALES  OR  EXCHANGES  OF  STOCK  IN 
CERTAIN  FOREIGN  CORPORATIONS. 

“(a)  General  Rule. — If — 

“(1)  a  United  States  person  sells  or  exchanges  stock  in  a  for¬ 
eign  corporation,  or  if  a  United  States  person  receives  a  dis¬ 
tribution  from  a  foreign  corporation  which,  under  section  302 
or  331,  is  treated  as  an  exchange  of  stock,  and 
“(2)  such  person  owns,  within  the  meaning  of  section  958(a), 
or  is  considered  as  owning  by  applying  the  rules  of  ownership 
of  section  958(b),  10  percent  or  more  of  the  total  combined  vot¬ 
ing  power  of  all  classes  of  stock  entitled  to  vote  of  such  foreign 
corporation  at  any  time  during  the  5-year  period  ending  on  the 
date  of  the  sale  or  exchange  when  such  foreign  corporation  was 
a  controlled  foreign  corporation  (as  defined  in  section  957), 
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be  included  in  ,W "gross  income  of  srt  per^Tus  a  divided,  to’the 

^nVjf  he  earniin5S  and  I,roHts  of  the  foreign  corporation  attribu¬ 
table  (under  regulations  prescribed  by  the  Secretary  or  his  delegate) 
to  such  stock  which  were  accumulated  in  taxable  years  of  such  foreign 
corporation  beginning  after  December  31,  1962,  and  during  the  period 
or  periods  the  stock  sold  or  exchanged  was  held  by  sucli  person  while 
^hfore.gn  corporation  was  a  controlled  foreign  corporation. 

(b)  Limitation  on  Tax  Applicable  to  Individuals.— In  the  case 
of  an  individual,  if  the  stock  sold  or  exchanged  is  a  capital  asset 
(within  the  meaning  of  section  1221)  and  has  been  held  for  more  than 
6  months,  the  tax  attributable  to  an  amount  included  in  gross  income 
as  a  dividend  under  subsection  (a)  shall  not  be  greater  than  a  tax 
equal  to  the  sum  of — 

“  ( 1)  a  pro  rata  share  of  the  excess  of— 

(A)  the  taxes  that  would  have  been  paid  by  the  foreign 
corporation  with  respect  to  its  income  had  it  been  taxed  under 
this  chapter  as  a  domestic  corporation  (but  without  allow¬ 
ance  for  deduction  of,  or  credit  for,  taxes  described  in  sub- 
paragraph  (B)),  for  the  period  or  periods  the  stock  sold  or 
exchanged  was  held  by  the  United  States  person  in  taxable 
years  beginning  after  December  31,  1962,  while  the  foreign 
corporation  was  a  controlled  foreign  corporation,  adjusted 
for  distributions  and  amounts  previously  included  in  gross 
income  of  a  United  States  shareholder  under  section  951,  Ante,  p.  1006. 


over 


in 


‘‘(B)  the  income,  war  profits,  or  excess  profits  taxes  paid 
by  the  foreign  corporation  with  respect  to  such  income;  and 
“(2)  an  amount  equal  to  the  tax  that  would  result  by  including 
gross  income,  as  gain  from  the  sale  or  exchange  of  a  capital 


—  rr> - — ^  ^  n*'-'  uAUiiangc  \j  jl  a. 

asset  held  for  more  than  6  months,  an  amount  equal  to  the  excess 
of  (A)  the  amount  included  in  gross  income  as  a  dividend  under 
subsection  (a),  over  (B)  the  amount  determined  under  paragraph 

“(c)  Determination  of  Earnings  and  Profits. — 


“(1)  In  general. — For  purposes  of  this  section,  the  earnings 
and  profits  of  any  foreign  corporation  for  any  taxable  year  shall 
be  determined  according  to  rules  substantially  similar  to  those 
applicable  to  domestic  corporations,  under  regulations  prescribed 
by  the  Secretary  or  his  delegate. 

“(2)  Earnings  and  frofits  of  subsidiaries  of  foreign  cor¬ 
porations. — If — 

“(A)  subsection  (a)  applies  to  a  sale  or  exchange  by  a 
United  States  person  of  stock  of  a  foreign  corporation  and, 
by  reason  of  the  ownership  of  the  stock  sold  or  exchanged, 
such  person  owned  within  the  meaning  of  section  958(a)  (2)  Ante,  p.  ioi8. 
stock  of  any  other  foreign  corporation ;  and 

“(B)  such  person  owned,  within  the  meaning  of  section 
958(a),  or  was  considered  as  owning  by  applying  the  rules 
of  ownership  of  section  958(b),  10  percent  or  more  of  the 
total  combined  voting  power  of  all  classes  of  stock  entitled 
to  vote  of  such  other  foreign  corporation  at  any  time  during 
the  5-year  period  ending  on  the  date  of  the  sale  or  exchange 
when  such  other  foreign  corporation  was  a  controlled  foreign 
corporation  (as  defined  in  section  957),  Ante,  p.  1017. 

then,  for  purposes  of  this  section,  the  earnings  and  profits  of  the 
foreign  corporation  the  stock  of  which  is  sold  or  exchanged  which 
are  attributable  to  the  stock  sold  or  exchanged  shall  be  deemed 
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to  include  the  earnings  and  profits  of  such  other  foreign  corpo¬ 
ration  which — 

“(C)  are  attributable  (under  regulations  prescribed  by 
the  Secretary  or  his  delegate)  to  the  stock  of  such  other  for¬ 
eign  corporation  which  such  person  owned  within  the  meaning 
Ante,  P.  1018.  of  section  958(a)(2)  (by  reason  of  his  ownership  within 

the  meaning  of  section  958(a)(1)(A)  of  the  stock  sold  or 
exchanged)  on  the  date  of  such  sale  or  exchange;  and 

“(D)  were  accumulated  in  taxable  years  of  such  other 
corporation  beginning  after  December  31,  1962,  and  during 
the  period  or  periods — 

“(i)  such  other  corporation  was  a  controlled  foreign 
corporation,  and 

“(ii)  such  person  owned  within  the  meaning  of  section 
958(a)(2)  the  stock  of  such  other  foreign  corporation. 
“(d)  Exclusions  From  Earnings  and  Profits. — For  purposes  of 
this  section,  the  following  amounts  shall  be  excluded,  with  respect  to 
any  United  States  person,  from  the  earnings  and  profits  of  a  foreign 
corporation : 

“  ( 1 )  Amounts  included  in  gross  income  under  section  951  .-«j 
Earnings  and  profits  of  the  foreign  corporation  attributable  t<^ 
any  amount  previously  included  in  the  gross  income  of  such  person 
Ante,  p.  1006.  under  section  951,  with  respect  to  the  stock  sold  or  exchanged, 

but  only  to  the  extent  the  inclusion  of  such  amount  did  not  result 
in  an  exclusion  of  an  amount  from  gross  income  under  section  959. 

“(2)  Gain  realized  from  the  sale  or  exchange  of  property 

IN  PURSUANCE  OF  A  PLAN  OF  COMPLETE  LIQUIDATION. - If  a  foreign 

corporation  adopts  a  plan  of  complete  liquidation  in  a  taxable 
year  of  a  foreign  corporation  beginning  after  December  31, 
26  use  337.  1962,  and  if  section  337(a)  would  apply  if  such  foreign  corpora¬ 

tion  were  a  domestic  corporation,  earnings  and  profits  of  the 
foreign  corporation  attributable  (under  regulations  prescribed  by 
the  Secretary  or  his  delegate)  to  any  net  gain  from  the  sale  or 
exchange  of  property. 

“(3)  Less  developed  country  corporations. — Earnings  and 
profits  accumulated  by  a  foreign  corporation  while  it  was  a  less 
Ante,  p.1000.  developed  country  corporation  (as  defined  in  section  902(d)),  if 

the  stock  sold  or  exchanged  was  owned  for  a  continuous  period 
of  at  least  10  years,  ending  with  the  date  of  the  sale  or  exchange, 
by  the  United  States  person  who  sold  or  exchanged  such  stock. 
In  the  case  of  stock  sold  or  exchanged  by  a  corporation,  if  Unite^ 
States  persons  who  are  individuals,  estates,  or  trusts  (each  oflt 
whom  owned  within  the  meaning  of  section  958(a),  or  were  con¬ 
sidered  as  owning  by  applying  the  rules  of  ownership  of  section 
958(b),  10  percent  or  more  of  the  total  combined  voting  power  of 
all  classes  of  stock  entitled  to  vote  of  such  corporation)  owned,  or 
were  considered  as  owning,  at  any  time  during  the  10-year  period 
ending  on  the  date  of  the  sale  or  exchange  more  than  50  percent 
of  the  total  combined  voting  power  of  all  classes  of  stock  entitled 
to  vote  of  such  corporation,  this  paragraph  shall  apply  only  if 
such  United  States  persons  owned,  or  were  considered  as  owning, 
at  all  times  during  the  remainder  of  such  10-year  period  more 
than  50  percent  of  the  total  combined  voting  power  of  all  classes 
of  stock  entitled  to  vote  of  such  corporation.  For  purposes  of 
this  paragraph,  stock  owned  by  a  United  States  person  who  is 
an  individual,  estate,  or  trust  which  was  acquired  by  reason 
of  the  death  of  the  predecessor  in  interest  of  such  United  States 
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person  shall  be  considered  as  owned  by  such  United  States  person 

Hnrinnr  f  ho  ^or'irirl  ohaIi  ^ U  _  _  i  i  i  ,  1 


during  the  period  such  stock  was  owned  by  such  predecessor  in 
interest,  and  during  the  period  such  stock  was  owned  by  any 
other  predecessor  in  interest  if  between  such  United  States  person 
and  such  other  predecessor  in  interest  there  was  no  transfer  other 
than  by  reason  of  the  death  of  an  individual. 

“(4)  United  States  income.— Any . item  includible  in  gross 
income  of  the  foreign  corporation  under  this  chapter  as  income 
derived  from  sources  within  the  United  States  of  a  foreign 
corporation  engaged  in  trade  or  business  in  the  United  States. 

(5)  Amounts  included  in  gross  income  under  section 
1247- — If  the  United  States  person  whose  stock  is  sold  or 
exchanged  was  a  qualified  shareholder  (as  defined  in  section 
1247  (c) )  of  a  foreign  corporation  which  was  a  foreign  invest¬ 
ment  company  (as  described  in  section  1246(b)(1)),  the  earn¬ 
ings  and  profits  of  the  foreign  corporation  for  taxable  years  in 
which  such  person  was  a  qualified  shareholder. 

“(e)  Sales  or  Exchanges  of  Stock  in  Certain  Domestic  Cor¬ 
porations. — Under  regulations  prescribed  by  the  Secretary  or  his 
delegate,  if — 

“(1)  a  United  States  person  sells  or  exchanges  stock  of  a 
domestic^ corporation,  or  receives  a  distribution  from  a  domestic 
corporation  which,  under  section  302  or  331,  is  treated  as  an 
exchange  of  stock,  and 

“(2)  such  domestic  corporation  was  formed  or  availed  of 
principally  for  the  holding,  directly  or  indirectly,  of  stock  of  one 
or  more  foreign  corporations, 

such  sale  or  exchange  shall,  for  purposes  of  this  section,  be  treated 
as  a  sale  or  exchange  of  the  stock  of  the  foreign  corporation  or  cor¬ 
porations  held  by  the  domestic  corporation. 

“(f)  Exceptions. — This  section  shall  not  apply  to — 

“(1)  distributions  to  which  section  303  (relating  to  distribu¬ 
tions  in  redemption  of  stock  to  pay  death  taxes)  applies; 

“(2)  gain  realized  on  exchanges  to  which  section  356  (relating 
to  receipt  of  additional  consideration  in  certain  reorganizations) 
applies;  or 

“(3)  any  amount  to  the  extent  that  such  amount  is,  under 
any  other  provision  of  this  title,  treated  as — 

“(A)  a  dividend, 

“(B)  gain  from  the  sale  of  an  asset  which  is  not  a  capital 
I  \  asset,  or 

(/  “(C)  gain  from  the  sale  of  an  asset  held  for  not  more  than 

6  months. 

“(g)  Taxpayer  To  Establish  Earnings  and  Profits. — Unless  the 
taxpayer  establishes  the  amount  of  the  earnings  and  profits  of  the 
foreign  corporation  to  be  taken  into  account  under  subsection  (a), 
all  gain  from  the  sale  or  exchange  shall  be  considered  a  dividend 
under  subsection  (a),  and  unless  the  taxpayer  establishes  the  amount 
of  foreign  taxes  to  be  taken  into  account  under  subsection  (b),  the 
limitation  of  such  subsection  shall  not  apply.” 

(b)  Clerical  Amendment. — The  table  of  sections  for  such  part 
IV  is  amended  by  adding  at  the  end  thereof  the  following : 

“Sec.  1248.  Gain  from  certain  sales  or  exchanges  of  stock  in  certain 
foreign  corporations.” 

(c)  Effective  Date. — The  amendments  made  by  this  section  shall 
apply  with  respect  to  sales  or  exchanges  occurring  after  December  31, 

1962. 


Ante, 

Ante, 


1039. 

1036. 


26  USC 
331. 


302, 


26  USC  303. 


26  USC  356. 
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SEC.  16.  SALES  AND  EXCHANGES  OF  PATENTS,  ETC.,  TO  CERTAIN 
FOREIGN  CORPORATIONS. 


Ante,  p,  1041. 


Ante,  p.  988. 


26  USC  1231. 


Ante,  p.  1018. 


(a)  Treatment  of  Gain  as  Ordinary  Income.- — Part  IV  of  sub¬ 
chapter  P  of  chapter  1  (relating  to  special  rules  for  determining  capi¬ 
tal  gains  and  losses)  is  amended  by  adding  after  section  1248  (as 
added  by  section  15  of  this  Act)  the  following  new  section : 

“SEC.  1249.  GAIN  FROM  CERTAIN  SALES  OR  EXCHANGES  OF  PATENTS, 
ETC,  TO  FOREIGN  CORPORATIONS. 

“(a)  General  Ri  le. — Except  as  provided  in  subsection  (c),  gain 
from  the  sale  or  exchange  after  December  31,  1962,  of  a  patent,  an 
invention,  model,  or  design  (whether  or  not  patented),  a  copyright, 
a  secret  formula  or  process,  or  any  other  similar  property  right  to 
any  foreign  corporation  by  any  United  States  person  (as  defined  in 
section  7701(a)  (30))  which  controls  such  foreign  corporation  shall, 
if  such  gain  would  (but  for  the  provisions  of  this  subsection)  be  gain 
from  the  sale  or  exchange  of  a  capital  asset  or  of  property  described 
in  section  1231,  be  considered  as  gain  from  the  sale  or  exchange  of 
property  which  is  neither  a  capital  asset  nor  property  described  in 
section  1231.  i 

“(b)  Control. — For  purposes  of  subsection  (a),  control  means, 
with  respect  to  any  foreign  corporation,  the  ownership,  directly  or 
indirectly,  of  stock  possessing  more  than  50  percent  of  the  total  com¬ 
bined  voting  power  of  all  classes  of  stock  entitled  to  vote.  For  pur¬ 
poses  of  this  subsection,  the  rules  for  determining  ownership  of  stock 
prescribed  by  section  958  shall  apply.” 

(b)  Clerical  Amendment. — The  table  of  sections  for  such  part  IV 
is  amended  by  adding  at  the  end  thereof  the  following : 


“Sec.  1249.  Gain  from  certain  sales  or  exchanges  of  patents,  etc, 
to  foreign  corporations.” 

(c)  Effective  Date. — The  amendments  made  by  this  section  shall 
apply  to  taxable  years  beginning  after  December  31, 1962. 


SEC.  17.  TAX  TREATMENT  OF  COOPERATIVES  AND  PATRONS. 

(a)  In  General. — Chapter  1  (relating  to  normal  taxes  and  sur¬ 
taxes)  is  amended  by  adding  at  the  end  thereof  the  following  new 
subchapter : 


26  USC  521. 


26  USC  1 
et  seq. 

26  USC  591- 
595. 


“Subchapter  T — Cooperatives  and  Their  Patrons 

“Part  I.  Tax  treatment  of  cooperatives. 

“Part  II.  Tax  treatment  by  patrons  of  patronage  dividends.  ( 
“Part  III.  Definitions ;  special  rules. 

“PART  I— TAX  TREATMENT  OF  COOPERATIVES 

“Sec.  1381.  Organizations  to  which  part  applies. 

"Sec.  1382.  Taxable  income  of  cooperatives. 

“Sec.  1383.  Computation  of  tax  where  cooperative  redeems  non¬ 
qualified  written  notices  of  allocation. 

“SEC.  1381.  ORGANIZATIONS  TO  WHICH  PART  APPLIES. 

“(a)  In  General. — This  part  shall  apply  to — 

“(1)  any  organization  exempt  from  tax  under  section  521 
(relating  to  exemption  of  farmers’  cooperatives  from  tax),  and 
“(2)  any  corporation  operating  on  a  cooperative  basis  other 
than  an  organization — 

“(A)  which  is  exempt  from  tax  under  this  chapter, 

“(B)  which  is  subject  to  the  provisions  of — 

“(i)  part  II  of  subchapter  H  (relating  to  mutual  sav¬ 
ings  banks,  etc.),  or 
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(ii)  subchapter  L  (relating  to  insurance  companies),  26  use  soi 

.  .  843 

(y.  js  engaged  in  furnishing  electric  energy,  or 

providing  telephone  service,  to  persons  in  rural  areas. 

(  .  )  ,  ^  ertain  h  akmers’  Cooperatives. — An  organization 

described  in  subsection  (a)  (1)  shall  be  subject  to  the  taxes  imposed 
by  section  11  or  1201.  1 

“SEC.  1382.  TAXABLE  INCOME  OF  COOPERATIVES.  U* 

“(a)  Gross  Income.— Except  as  provided  in  subsection  (b),  the 
gross  income  of  any  organization  to  which  this  part  applies  shall  be 
determined  without  any  adjustment  (as  a  reduction  in  gross  receipts, 
an  increase  in  cost  of  goods  sold,  or  otherwise)  by  reason  of  any  allo¬ 
cation  or  distribution  to  a  patron  out  of  the  net  earnings  of  such 
organization. 


‘‘(b)  Patronage  Dividends. — In  determining  the  taxable  income 
of  an  organization  to  which  this  part  applies,  there  shall  not  be  taken 
into  account  amounts  paid  during  the  payment  period  for  the  taxable 
.vear — 

II  “(1)  as  patronage  dividends  (as  defined  in  section  1388(a)),  Post,  p.  1049. 
1  to  the  extent  paid  in  money,  qualified  written  notices  of  alloca- 
tion  (as  defined  in  section  1388(c)),  or  other  property  (except 
nonqualified  written  notices  of  allocation  (as  defined  in  section 
1388(d)))  with  respect  to  patronage  occurring  during  such  tax-  Post,  p.  1051. 
able  year ;  or 

“(2)  in  money  or  other  property  (except  written  notices  of 
allocation)  in  redemption  of  a  nonqualified  written  notice  of 
allocation  which  was  paid  as  a  patronage  dividend  during  the 
payment  period  for  the  taxable  year  during  which  the  patronaere 
occurred. 

For  purposes  of  this  title,  any  amount  not  taken  into  account  under 
the  preceding  sentence  shall  be  treated  in  the  same  manner  as  an 
item  of  gross  income  and  as  a  deduction  therefrom. 

“(c)  Deduction  fok  Nonpatronage  Distributions,  etc. — In 
determining  the  taxable  income  of  an  organization  described  in  section 
1381(a)  (1 ),  there  shall  be  allowed  as  a  deduction  (in  addition  to  other  Ante,  p.  1045. 
deductions  allowable  under  this  chapter)  — 

“  (1)  amounts  paid  during  the  taxable  year  as  dividends  on  its 
capital  stock ;  and 

“(2)  amounts  paid  during  the  payment  period  for  the  taxable 


K  year—  ... 

)  “(A)  .in  money,  qualified  written  notices  of  allocation,  or 

other  property  (except  nonqualified  written  notices  of  alloca¬ 
tion)  on  a  patronage  basis  to  patrons  with  respect  to  its  earn¬ 
ings  during  such  taxable  year  which  are  derived  from  business 
done  for  the  United  States  or  any  of  its  agencies  or  from 
sources  other  than  patronage,  or 

“(B)  in  money  or  other  property  (except  written  notices 
of  allocation)  in  redemption  of  a  nonqualified  written  notice 
of  allocation  which  was  paid,  during  the  payment  period  for 
the  taxable  year  during  which  the  earnings  were  derived,  on  a 
patronage  basis  to  a  patron  with  respect  to  earnings  derived 
from  business  or  sources  described  in  subparagraph  (A). 
“(d)  Payment  Period  for  Each  Taxable  Year. — For  purposes  of 
subsections  (b)  and  (c)  (2),  the  payment  period  for  any  taxable  year 
is  the  period  beginning  with  the  first  day  of  such  taxable  year  and 
ending  with  the  fifteenth  day  of  the  ninth  month  following  the  close 
of  sucm  year.  For  purposes  of  subsections  (b)  (1)  and  (c)  (2)  (A),  a 
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qualified  check  issued  during  the  payment  period  shall  be  treated  as 
an  amount  paid  in  money  during  such  period  if  endorsed  and  cashed  ( 
on  or  before  the  90th  day  after  the  close  of  such  period. 

“(e)  Products  Marketed  Under  Pooling  Arrangements. — For 
purposes  of  subsection  (b),  in  the  case  of  a  pooling  arrangement  for 
the  marketing  of  products,  the  patronage  shall  (to  the  extent  pro¬ 
vided  in  regulations  prescribed  by  the  Secretary  or  his  delegate)  be 
treated  as  patronage  occurring  during  the  taxable  year  in  which  the 
pool  closes. 

“(f)  Treatment  of  Earnings  Received  After  Patronage 
Occurred. — If  any  portion  of  the  earnings  from  business  done  with 
or  for  patrons  is  includible  in  the  organization’s  gross  income  for  a 
taxable  year  after  the  taxable  year  during  which  the  patronage 
occurred,  then  for  purposes  of  applying  subsection  (b)  to  such  portion  , 
the  patronage  shall,  to  the  extent  provided  in  regulations  prescribed 
by  the  Secretary  or  his  delegate,  be  considered  to  have  occurred  during 
the  taxable  year  of  the  organization  during  which  such  earnings  are 
includible  in  gross  income. 

“SEC.  1383.  COMPUTATION  OF  TAX  WHERE  COOPERATIVE  REDEEMS^ 
NONQUALIFIED  WRITTEN  NOTICES  OF  ALLOCATION.  ^ 

“(a)  General  Rule. — If,  under  section  1382(b)  (2)  or  (c)  (2)  (B), 
a  deduction  is  allowable  to  an  organization  for  the  taxable  year  for 
amounts  paid  in  redemption  of  nonqualified  written  notices  of  allo¬ 
cation,  then  the  tax  imposed  by  this  chapter  on  such  organization  for 
the  taxable  year  shall  be  the  lesser  of  the  following: 

“(1)  the  tax  for  the  taxable  year  computed  with  such  deduc¬ 
tion;  or 

“(2)  an  amount  equal  to — 

“(A)  the  tax  for  the  taxable  year  computed  without  such 
deduction,  minus 

“(B)  the  decrease  in  tax  under  this  chapter  for  any  prior 
taxable  year  (or  years)  which  would  result  solely  from  treat¬ 
ing  such  nonqualified  written  notices  of  allocation  as  quali¬ 
fied  written  notices  of  allocation. 

“(b)  Special  Rules. — 

“(1)  If  the  decrease  in  tax  ascertained  under  subsection  (a) 
(2)  (B)  exceeds  the  tax  for  the  taxable  year  (computed  without 
the  deduction  described  in  subsection  (a))  such  excess  shall  be 
considered  to  be  a  payment  of  tax  on  the  last  day  prescribed  by 
law  for  the  payment  of  tax  for  the  taxable  year,  and  shall  be  re¬ 
funded  or  credited  in  the  same  manner  as  if  it  were  an  overpay^ 
ment  for  such  taxable  year.  ▼ 

“(2)  For  purposes  of  determining  the  decrease  in  tax  under 
subsection  (a)  (2)  (B),  the  stated  dollar  amount  of  any  nonquali¬ 
fied  written  notice  of  allocation  which  is  to  be  treated  under  such 
subsection  as  a  qualified  written  notice  of  allocation  shall  be  the 
amount  paid  in  redemption  of  such  written  notice  of  allocation 
which  is  allowable  as  a  deduction  under  section  1382(b)(2)  or 
(c)  (2)  (B)  for  the  taxable  vear. 

“(3)  If  the  tax  imposed  by  this  chapter  for  the  taxable  year  is 
the  amount  determined  under  subsection  (a)  (2),  then  the  deduc¬ 
tion  described  in  subsection  (a)  shall  not  be  taken  into  account 
for  any  purpose  of  this  subtitle  other  than  for  purposes  of  this 
section. 
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‘PART  II— TAX  TREATMENT  BY  PATRONS  OF  PATRON¬ 
AGE  DIVIDENDS 

“Sec.  13S5.  Amounts  includible  in  patron’s  gross  income. 

‘SEC.  1385.  AMOUNTS  INCLUDIBLE  IN  PATRON’S  GROSS  INCOME. 

(a)  General  Ri  le.  Except  as  otherwise  provided  in  subsection 
(b),  each  person  shall  include  in  gross  income — 

“(1)  the  amount  of  any  patronage  dividend  which  is  paid  in 
money,  a  qualified  written  notice  of  allocation,  or  other  property 
(except  a  nonqualified  written  notice  of  allocation),  and  which  is 
received  by  him  during  the  taxable  year  from  an  organization 
described  in  section  1381(a),  and  Ante,  p. 

“(2)  any  amount,  described  in  section  1382(c)  (2)  (A)  (relating  Wfc’,  p.‘ 
to  certain  nonpatronage  distributions  by  tax-exempt  farmers’ 
cooperatives),  which  is  paid  in  money,  a  qualified  written  notice 
of  allocation,  or  other  property  (except  a  nonqualified  written 
notice  of  allocation),  and  which  is  received  by  him  during  the 
k  taxable  year  from  an  organization  described  in  section  1381(a) 

“  (b)  Exclusion  I  rom  Gross  Income. — Under  regulations  pre¬ 
scribed  by  the  Secretary  or  his  delegate,  the  amount  of  any  patronage 
dividend,  and  any  amount  received  on  the  redemption,  sale,  or  other 
disposition  of  a  nonqualified  written  notice  of  allocation  which  was 
paid  as  a  patronage  dividend,  shall  not  be  included  in  gross  income  to 
the  extent  that  such  amount — 

“  ( 1)  is  properly  taken  into  account  as  an  adjustment  to  basis  of 
property,  or 

“(2)  is  attributable  to  personal,  living,  or  family  items. 

“(c)  Treatment  of  Certain  Nonqualified  Written  Notices  of 
Allocation. — 

“(1)  Application  of  subsection. — This  subsection  shall  apply 
to  any  nonqualified  written  notice  of  allocation  which — 

“(A)  was  paid  as  a  patronage  dividend,  or 
“(B)  was  paid  by  an  organization  described  in  section 
1381(a)  (1)  on  a  patronage  basis  with  respect  to  earnings  de¬ 
rived  from  business  or  sources  described  in  section  1382(c) 

(2)  (A). 

“(2)  Basis;  amount  of  gain. — In  the  case  of  any  nonqualified 
written  notice  of  allocation  to  which  this  subsection  applies,  for 
purposes  of  this  chapter — 

K  “(A)  the  basis  of  such  written  notice  of  allocation  in  the 

hands  of  the  patron  to  whom  such  written  notice  of  alloca¬ 
tion  was  paid  shall  be  zero, 

“(B)  the  basis  of  such  written  notice  of  allocation  which 
was  acquired  from  a  decedent  shall  be  its  basis  in  the  hands 
of  the  decedent,  and 

“(C)  gain  on  the  redemption,  sale,  or  other  disposition  of 
such  written  notice  of  allocation  by  any  person  shall,  to  the 
extent  that  the  stated  dollar  amount  of  such  written  notice 
of  allocation  exceeds  its  basis,  be  considered  as  gain  from 
the  sale  or  exchange  of  property  which  is  not  a  capital  asset. 
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“PART  III— DEFINITIONS;  SPECIAL  RULES 


“Sec.  1388.  Definitions;  special  rules. 


"SEC.  1388.  DEFINITIONS;  SPECIAL  RULES. 

“(a)  Patronage  Dividend. — For  purposes  of  this  subchapter,  the 
term  ‘patronage  dividend’  means  an  amount  paid  to  a  patron  by  an 
organization  to  which  part  I  of  this  subchapter  applies — 

“(1)  on  the  basis  of  quantity  or  value  of  business  done  with  or 
for  such  patron, 

“(2)  under  an  obligation  of  such  organization  to  pay  such 
amount,  which  obligation  existed  before  the  organization  received 
the  amount  so  paid,  and 

“(3)  which  is  determined  by  reference  to  the  net  earnings  of 
the  organization  from  business  done  with  or  for  its  patrons. 
Such  term  does  not  include  any  amount  paid  to  a  patron  to  the  extent 
that  (A)  such  amount  is  out  of  earnings  other  than  from  business 
done  with  or  for  patrons,  or  (B)  such  amount  is  out  of  earnings  from 
business  done  with  or  for  other  patrons  to  whom  no  amounts  are  paid, 
or  to  whom  smaller  amounts  are  paid,  with  respect  to  substantial! 


identical  transactions. 


I 


“(b)  Written  Notice  of  Allocation. — For  purposes  of  this  sub” 
chapter,  the  term  ‘written  notice  of  allocation’  means  any  capital  stock, 
revolving  fund  certificate,  retain  certificate,  certificate  of  indebted¬ 
ness,  letter  of  advice,  or  other  written  notice,  which  discloses  to  the 
recipient  the  stated  dollar  amount  allocated  to  him  by  the  organiza¬ 
tion  and  the  portion  thereof,  if  any,  which  constitutes  a  patronage 
dividend. 

“(c)  Qualified  Written  Notice  of  Allocation. — 

“(1)  Defined. — For  purposes  of  this  subchapter,  the  term 
‘qualified  written  notice  of  allocation’  means — 

“  ( A)  a  written  notice  of  allocation  which  may  be  redeemed 
in  cash  at  its  stated  dollar  amount  at  any  time  within  a 
period  beginning  on  the  date  such  written  notice  of  alloca¬ 
tion  is  paid  and  ending  not  earlier  than  90  days  from  such 
date,  but  only  if  the  distributee  receives  written  notice  of  the 
right  of  redemption  at  the  time  he  receives  such  written 
notice  of  allocation ;  and 

“(B)  a  written  notice  of  allocation  which  the  distributee 
has  consented,  in  the  manner  provided  in  paragraph  (2),  to 
take  into  account  at  its  stated  dollar  amount  as  provided  in 
section  1385(a).  ^ 

Such  term  does  not  include  any  written  notice  of  allocation  whic® 
is  paid  as  part  of  a  patronage  dividend  or  as  part  of  a  payment 
described  in  section  1382(c)(2)(A),  unless  20  percent  or  more 
of  the  amount  of  such  patronage  dividend,  or  such  payment,  is 
paid  in  money  or  by  qualified  check. 

“(2)  Manner  of  obtaining  consent. — A  distributee  shall  con¬ 
sent  to  take  a  written  notice  of  allocation  into  account  as  provided 
in  paragraph  ( 1 )  (B)  only  by — 

“  ( A )  making  such  consent  in  writing, 

“(B)  obtaining  or  retaining  membership  in  the  organiza¬ 
tion  after — 

“(i)  such  organization  has  adopted  (after  the  date  of 
the  enactment  of  the  Revenue  Act  of  1962)  a  bylaw  pro¬ 
viding  that  membership  in  the  organization  constitutes 
such  consent,  and 

“(ii)  he  has  received  a  written  notification  and  copy  of 
such  bylaw,  or 
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‘(L)  it  neither  subparagraph  (A)  nor  (B)  applies, 
endorsing  and  cashing  a  qualified  check,  paid  as  a  part  of  the 
patronage  dividend  or  payment  of  which  such  written  notice 
of  allocation  is  also  a  part,  on  or  before  the  90th  day  after  the 
close  of  the  payment  period  for  the  taxable  year  of  the 

is  paidZatl°n  f°r  WhlCh  SUch  Patr°Mge  dividend  or  payment 

(3)  1  ERIOD  FOR  WHICH  CONSENT  IS  EFFECTIVE. _ 

<<(f)/iSENERAL  RULE-— Except  as  provided  in  subpara¬ 
graph  (B)— 

“(i)  a  consent  described  in  paragraph  (2)  (A)  shall 
be  a  consent  with  respect  to  all  patronage  of  the 
distributee  with  the  organization  occurring  (determined 
with  the  application  of  section  1382(e))  during  the  Ante,  P.  1047. 
taxable  year  of  the  organization  during  which  such  con- 
sent  is  made  and  all  subsequent  taxable  years  of  the 
organization ;  and 

“(ii)  a  consent  described  in  paragraph  (2)(B)  shall 
be  a  consent  with  respect  to  all  patronage  of  the 
distributee  with  the  organization  occurring  (determined 
without  the  application  of  section  1382(e))  after  he 
leceived  the  notification  and  copy  described  in  para¬ 
graph  (2)  (B)  (ii).  1 

‘(B)  Revocation, etc. — 

“(i)  Any  consent  described  in  paragraph  (2)  (A) 
may  be  revoked  (in  writing)  by  the  distributee  at  any 
time.  Any  such  revocation  shall  be  effective  with  respect 
to  patronage  occurring  on  or  after  the  first  day  of  the 
first  taxable  year  of  the  organization  beginning  after  the 
revocation  is  filed  with  such  organization;  except  that  in 
the  case  of  a  pooling  arrangement  described  in  section 
1382(e),  a  revocation  made  by  a  distributee  shall  not 
be  effective  as  to  any  pool  with  respect  to  which  the 
distributee  has  been  a  patron  before  such  revocation. 

“(ii)  Any  consent  described  in  paragraph  (2)  (B) 
shall  not  be  effective  with  respect  to  any  patronage 
occurring  (determined  without  the  application  of  sec¬ 
tion  1382(e) )  after  the  distributee  ceases  to  be  a  member 
of  the  organization  or  after  the  bylaws  of  the  organiza¬ 
tion  cease  to  contain  the  provision  described  in  para- 
graph  (2)  (B)  (i). 

(4)  Qualified  check. — For  purposes  of  this  subchapter,  the 
term  ‘qualified  check’  means  only  a  check  (or  other  instrument 
which  is  redeemable  in  money)  which  is  paid  as  a  part  of  a 
patronage  dividend,  or  as  a  part  of  a  payment  described  in  section 
1382(c)(2)(A),  to  a  distributee  who  has  not  given  consent  as  Ante,  p.  1046. 
provided  m  paragraph  (2)  (A)  or  (B)  with  respect  to  such 
patronage  dividend  or  payment,  and  on  which  there  is  clearly 
imprinted  a  statement  that  the  endorsement  and  cashing  of  the 
check  (or  other  instrument)  constitutes  the  consent  of  the  payee 
to  include  in  his  gross  income,  as  provided  in  the  Federal  income 
tax  laws,  the  stated  dollar  amount  of  the  written  notice  of  allo¬ 
cation  which  is  a  part  of  the  patronage  dividend  or  payment  of 
which  such  qualified  check  is  also  a  part.  Such  term  does  not 
include  any  check  (or  other  instrument)  which  is  paid  as  part 
of  a  patronage  dividend  or  payment  which  does  not  include  a 
written  notice  of  allocation  (other  than  a  written  notice  of  allo¬ 
cation  described  in  paragraph  (1)  (A)). 


76  STAT.  1051. 
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“(d)  Nonqualified  'Whitten  Notice  of  Allocation. — For  pur¬ 
poses  of  this  subchapter,  the  term  ‘nonqualified  written  notice  of  allo¬ 
cation’  means  a  written  notice  of  allocation  which  is  not  described 
in  subsection  (c)  or  a  qualified  check  which  is  not  cashed  on  or  before 
the  90th  day  after  the  close  of  the  payment  period  for  the  taxable 
year  for  which  the  distribution  of  which  it  is  a  part  is  paid. 

“(e)  Determination  of  Amount  Paid  or  Received. — For  purposes 
of  this  subchapter,  in  determining  amounts  paid  or  received — 

“(1)  property  (other  than  a  written  notice  of  allocation)  shall 
be  taken  into  account  at  its  fair  market  value,  and 

“(2)  a  qualified  written  notice  of  allocation  shall  be  taken 
into  account  at  its  stated  dollar  amount.” 

(b)  Technical  Amendments. — 

(1)  Section  521  (a)  (relating  to  exemption  of  farmers’  coopera¬ 
tives  from  tax)  is  amended  by  striking  out  “section  522”  each 
place  it  appears  therein  and  inserting  in  lieu  thereof  “part  I  of 
subchapter  T  (sec.  1381  and  following)”. 

(2)  Section  522  (relating  to  tax  on  farmers’  cooperatives)  is 
hereby  repealed. 

(3)  Section  6072(d)  (relating  to  time  for  filing  income  ta^( 
returns  of  exempt  cooperative  associations)  is  amended  to  read 
as  follows : 

“(d)  Returns  of  Cooperative  Associations.— In  the  case  of  an 
income  tax  return  of — 

“(1)  an  exempt  cooperative  association  described  in  section 
1381(a) (1),  or 

“(2)  an  organization  described  in  section  1381(a)(2)  which 
is  under  an  obligation  to  pay  patronage  dividends  (as  defined  in  j 
section  1388(a))  in  an  amount  equal  to  at  least  50  percent  of  its 
net  earnings  from  business  done  with  or  for  its  patrons,  or  which 
paid  patronage  dividends  in  such  an  amount  out  of  the  net  earn-  1 
ings  from  business  done  with  or  for  patrons  during  the  most  recent 
taxable  year  for  which  it  had  such  net  earnings, 
a  return  made  on  the  basis  of  a  calendar  year  shall  be  filed  on  or  before 
the  15th  day  of  September  following  the  close  of  the  calendar  year, 
and  a  return  made  on  the  basis  of  a  fiscal  year  shall  be  filed  on  or  before 
the  15th  day  of  the  9th  month  following  the  close  of  the  fiscal  year.” 

(4)  The  table  of  subchapters  for  chapter  1  is  amended  by 
adding  at  the  end  thereof  the  following : 


‘  Subciiapter  T.  Cooperatives  and  their  patrons.” 

(5)  The  table  of  sections  for  part  III  of  subchapter  F  of  cha^ 
ter  1  is  amended  by  striking  out  the  last  line  thereof. 

(c)  Effective  Dates. — 

(1)  For  the  cooperatives. — Except  as  provided  in  paragraph 
(3),  the  amendments  made  by  subsections  (a)  and  (b)  shall  apply 
to  taxable  years  of  organizations  described  in  section  1381(a)  of 
the  Internal  Revenue  Code  of  1954  (as  added  by  subsection  (a) ) 
beginning  after  December  31, 1962. 

(2)  For  the  patrons. — Except  as  provided  in  paragraph  (3), 
section  1385  of  the  Internal  Revenue  Code  of  1954  (as  added  by 
subsection  (a))  shall  apply  with  respect  to  any  amount  received 
from  any  organization  described  in  section  1381(a)  of  such 
Code,  to  the  extent  that  such  amount  is  paid  by  such  organiza¬ 
tion  in  a  taxable  year  of  such  organization  beginning  after 
December  31,  1962. 

(3)  Application  of  existing  law. — In  the  case  of  any  money, 
written  notice  of  allocation,  or  other  property  paid  by  any  organ¬ 
ization  described  in  section  1381(a)  — 


i 
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(A-)  be  foie  the  first  day  of  t  lie  first  taxable  year  of  such 
organization  beginning  after  December  31,  1962,  or 

(B)  on  or  after  such  first  clay  with  respect  to  patronage 
occurring  before  such  first  day, 

the  tax  treatment  of  such  money,  written  notice  of  allocation, 
or  other  property  (including  the  tax  treatment  of  gain  or  loss 
on  the  redemption,  sale,  or  other  disposition  of  such  written 
notice  of  allocation)  by  any  person  shall  be  made  under  the 
Internal  Revenue  Code  of  1954  without  regard  to  subchapter  T 
of  chapter  1  of  such  Code.  Ante,  p.  1045. 

SEC.  18.  INCLUSION  OF  FOREIGN  REAL  PROPERTY  IN  GROSS  ESTATE. 

(a)  Amendments  To  Include  Foreign  Real  Property. — 

(1)  Section  2031(a)  (relating  to  definition  of  gross  estate)  is  26  use  2031. 
amended  by  striking  out  “,  except  real  property  situated  out¬ 
side  of  the  United  States”. 


(2)  1  he  following  provisions  of  chapter  11  (imposing  an  estate  26  use  2001 
tax)  are  amended  by  striking  out  “(except  real  property  situated  et  seq. 
outside  of  the  United  States)  ” : 

(A)  section  2033  (relating  to  property  in  which  the  dece¬ 
dent  had  an  interest), 

(B)  section  2034  (relating  to  dower  or  curtesy  interests), 

(C)  section  2035(a)  (relating  to  transactions  in  contem¬ 
plation  of  death), 

(D)  section  2036(a)  (relating  to  transfers  with  retained 
life  estate), 

(E)  section  2037(a)  (relating  to  transfers  taking  effect 
at  death), 

(F)  section  2038(a)  (relating  to  revocable  transfers), 

(G)  section  2040  (relating  to  joint  interests),  and 

(H)  section  2041(a)  (relating  to  powers  of  appointment). 

(b)  Effective  Date. — 

(1)  Except  as  provided  in  paragraph  (2),  the  amendments 
made  by  subsection  (a)  shall  apply  to  the  estates  of  decedents 
dying  after  the  date  of  the  enactment  of  this  Act. 

(2)  In  the  case  of  a  decedent  dying  after  the  date  of  the  enact¬ 
ment  of  this  Act  and  before  July  1,  1964,  the  value  of  real  prop¬ 
erty  situated  outside  of  the  United  States  shall  not  be  included 
in  the  gross  estate  (as  defined  in  section  2031(a))  of  the  dece¬ 
dent — 


) 


(A)  under  section  2033,  2034,  2035(a),  2036(a),  2037(a), 
or  2038(a)  to  the  extent  the  real  property,  or  the  decedent’s 
interest  in  it,  was  acquired  by  the  decedent  before  February  1, 
1962 ; 

(B)  under  section  2040  to  the  extent  such  property  or  inter¬ 
est  was  acquired  by  the  decedent  before  February  1,  1962,  or 
was  held  by  the  decedent  and  the  survivor  in  a  joint  tenancy 
or  tenancy  by  the  entirety  before  February  1,  1962;  or 

(C)  under  section  2041(a)  to  the  extent  that  before  Feb¬ 
ruary  1,  1962,  such  property  or  interest  was  subject  to  a  gen¬ 
eral  power  of  appointment  (as  defined  in  section  2041) 
possessed  by  the  decedent. 

In  the  case  of  real  property,  or  an  interest  therein,  situated  outside 
of  the  United  States  (including  a  general  power  of  appointment 
in  respect  of  such  property  or  interest,  and  including  property 
held  by  the  decedent  and  the  survivor  in  a  joint  tenancy  or  ten¬ 
ancy  by  the  entirety)  which  was  acquired  by  the  decedent  after 
January  31,  1962,  by  gift  within  the  meaning  of  section  2511, 
or  from  a  prior  decedent  by  devise  or  inheritance,  or  by  reason  of 
death,  form  of  ownership,  or  other  conditions  (including  the  exer- 
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cise  or  nonexercise  of  a  power  of  appointment),  for  purposes  of 
this  paragraph  such  property  or  interest  therein  shall  be  deemed 
to  have  been  acquired  by  the  decedent  before  February  1,  1962,  if 
before  that  date  the  donor  or  prior  decedent  had  acquired  the 
property  or  his  interest  therein  or  had  possessed  a  power  of 
appointment  in  respect  of  the  property  or  interest. 

SEC.  19.  REPORTING  OF  INTEREST,  DIVIDEND,  AND  PATRONAGE 
DIVIDEND  PAYMENTS  OF  $10  OR  MORE  DURING  A  YEAR. 

(a)  Returns  Regarding  Payment  of  Dividends. — Section  6042 
(relating  to  returns  regarding  corporate  dividends,  earnings,  and 
profits)  is  amended  to  read  as  follows: 

“SEC.  6042.  RETURNS  REGARDING  PAYMENTS  OF  DIVIDENDS  AND 
CORPORATE  EARNINGS  AND  PROFITS. 

26  USC  316. 

“(a)  Requirement  of  Reporting. — 

“(1)  In  general. — Every  person — 

“(A)  who  makes  payments  of  dividends  aggregating  $10 
or  more  to  any  other  person  during  any  calendar  year,  or 
“(B)  who  receives  payments  of  dividends  as  a  nominee  and^ 
who  makes  payments  aggregating  $10  or  more  during  anj* 
calendar  year  to  any  other  person  with  respect  to  the  divi-^ 
dends  so  received, 

shall  make  a  return  according  to  the  forms  or  regulations  pre¬ 
scribed  by  the  Secretary  or  his  delegate,  setting  forth  the  aggre¬ 
gate  amount  of  such  payments  and  the  name  and  address  of  the 
person  to  whom  paid. 

“(2)  Returns  required  by  the  secretary.- — Every  person  who 
makes  payments  of  dividends  aggregating  less  than  $10  to  any 
other  person  during  any  calendar  year  shall,  when  required  by  the 
Secretary  or  his  delegate,  make  a  return  setting  forth  the  aggre¬ 
gate  amount  of  such  payments,  and  the  name  and  address  of  the 
person  to  whom  paid. 

“(b)  Dividend  Defined. — 

“(1)  General  rule. — For  purposes  of  this  section,  the  term 
‘dividend’  means — 

“(A)  any  distribution  by  a  corporation  which  is  a  divi-  | 
dend  (as  defined  in  section  316) ;  and 

“(B)  any  payment  made  by  a  stockbroker  to  any  person  as 
a  substitute  for  a  dividend  (as  so  defined). 

“(2)  Exceptions. — For  purposes  of  this  section,  the  term  ‘divi¬ 
dend’  does  not  include—  jM 

“(A)  to  the  extent  provided  in  regulations  prescribed  bv^ 
the  Secretary  or  his  delegate,  any  distribution  or  payment — 
“(i)  by  a  foreign  corporation,  or 
“  ( ii )  to  a  foreign  corporation,  a  nonresident  alien,  or  a 
partnership  not  engaged  in  trade  or  business  in  the 
United  States  and  composed  in  whole  or  in  part  of  non¬ 

26  USC  1373. 

resident  aliens;  and 

“(B)  any  amount  described  in  section  1373  (relating  to 
undistributed  taxable  income  of  electing  small  business  cor¬ 
porations)  . 

“(3)  Special  rule. — If  the  person  making  any  payment  de¬ 
scribed  in  subsection  (a)  (1)  (A)  or  (B)  is  unable  to  determine  the 
portion  of  such  payment  which  is  a  dividend  or  is  paid  with 
respect  to  a  dividend,  he  shall,  for  purposes  of  subsection  (a)  (1), 
treat  the  entire  amount  of  such  payment  as  a  dividend  or  as  an 
amount  paid  with  respect  to  a  dividend. 

-95- 
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“(c)  Statements  To  Be  Furnished  to  Persons  With  Respect  to 
Whom  Information  Is  Furnished.— Every  person  making  a  return 
under  subsection  (a)  (1)  shall  furnish  to  each  person  whose  name  is 
set  forth  in  such  return  a  written  statement  showing— 

(1)  the  name  and  address  of  the  person  making  such  return 

and 

“(2)  the  aggregate  amount  of  payments  to  the  person  as  shown 
on  such  return. 

The  written  statement  required  under  the  preceding  sentence  shall  be 
furnished  to  the  person  on  or  before  January  31  of  the  year  follow¬ 
ing  the  calendar  year  for  which  the  return  under  subsection  (a)  (1) 
was  made.  No  statement  shall  be  required  to  be  furnished  to  any 
person  under  this  subsection  if  the  aggregate  amount  of  payments 
to  such  person  as  shown  on  the  return  made  under  subsection  (a)  til 
is  less  than  $10.  v  M  ’ 

“(d)  Statements  To  Be  Furnished  by  Corporations  to  Secre¬ 
tary.— Every  corporation  shall,  when  required  by  the  Secretary  or 
liis  delegate — 

\  “(1)  furnish  to  the  Secretary  or  his  delegate  a  statement  stat- 

V  ing  the  name  and  address  of  each  shareholder,  and  the  number 
of  shares  owned  by  each  shareholder ; 

“(2)  furnish  to  the  Secretary  or  his  delegate  a  statement  of 
such  facts  as  will  enable  him  to  determine  the  portion  of  the 
earnings  and  profits  of  the  corporation  (including  gains,  profits, 
and  income  not  taxed)  accumulated  during  such  jieriods  as  the 
Secretary  or  his  delegate  may  specify,  which  have  been  distrib¬ 
uted  or  ordered  to  be  distributed,  respectively,  to  its  shareholders 
during  such  taxable  years  as  the  Secretary  or  his  delegate  may 
specify;  and 

“(3)  furnish  to  the  Secretary  or  his  delegate  a  statement  of 
its  accumulated  earnings  and  profits  and  the  names  and  addresses 
of  the  individuals  or  shareholders  who  would  be  entitled  to  such 
accumulated  earnings  and  profits  if  divided  or  distributed,  and 
of  the  amounts  that  would  be  payable  to  each.” 

(b)  Returns  Regarding  Payment  of  Patronage  Dividends. — 

Section  0044  (relating  to  returns  regarding  patronage  dividends)  is  26  use  6044. 
amended  to  read  as  follows: 

‘SEC.  6044.  RETURNS  REGARDING  PAYMENTS  OF  PATRONAGE 
DIVIDENDS. 

|  “(a)  Requirement  of  Reporting. — 

)  “(1)  In  general. — Except  as  otherwise  provided  in  this  sec- 

|  tion,  every  cooperative  to  which  part  I  of  subchapter  T  of  chapter  Ante,  p.  1045. 
1  applies,  which  makes  payments  of  amounts  described  in  sub¬ 
section  (b)  aggregating  $10  or  more  to  any  person  during  any 
calendar  year,  shall  make  a  return  according  to  the  forms  or 
regulations  prescribed  by  the  Secretary  or  his  delegate,  setting 
forth  the  aggregate  amount  of  such  payments  and  the  name 
and  address  of  the  person  to  whom  paid. 

“(2)  Returns  required  by  the  secretary. — Every  such  co¬ 
operative  which  makes  payments  of  amounts  described  in  sub¬ 
section  (b)  aggregating  less  than  $10  to  any  person  during  any 
calendar  year  shall,  when  required  by  the  Secretary  or  his  dele¬ 
gate,  make  a  return  setting  forth  the  aggregate  amount  of  such 
payments  and  the  name  and  address  of  the  person  to  whom  paid. 

“(h)  Amounts  Subject  to  Reporting. — 

“(1)  General  rule. — Except  as  otherwise  provided  in  this 
section,  the  amounts  subject  to  reporting  under  subsection  (a) 
are — 
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“(A)  the  amount  of  any  patronage  dividend  (as  defined  : 
in  section  1388(a))  which  is  paid  in  money,  qualified  written 
notices  of  allocation  (as  defined  in  section  1388(c) ),  or  other 
property  (except  nonqualified  written  notices  of  allocation  as  ' 
defined  in  section  1388(d)),  I 

“(B)  any  amount  described  in  section  1382(c)(2)(A) 
(relating  to  certain  nonpatronage  distributions)  which  is 
paid  in  money,  qualified  written  notices  of  allocation,  or  | 
other  property  (except  nonqualified  written  notices  of  alio-  , 
cation)  by  an  organization  exempt  from  tax  under  section  i 
521  (relating  to  exemption  of  farmers’  cooperatives  from 
tax),  and 

“(C)  any  amount  described  in  section  1382(b)  (2)  (relat¬ 
ing  to  redemption  of  nonqualified  written  notices  of  alloca-  j 
tion)  and,  in  the  case  of  an  organization  described  in  section  | 
1381(a)  (1),  any  amount  described  in  section  1382(c)  (2)  (B)  1 
(relating  to  redemption  of  nonqualified  written  notices  of  I 
allocation  paid  with  respect  to  earnings  derived  from  sources, 
other  than  patronage).  ^ 

“(2)  Exceptions. — The  provisions  of  subsection  (a)  shall  n<M* 
’apply,  to  the  extent  provided  in  regulations  prescribed  by  the 
Secretary  or  his  delegate,  to  any  payment —  j 

“(A)  by  a  foreign  corporation,  or 

“(B)  to  a  foreign  corporation,  a  nonresident  alien,  or  a 
partnership  not  engaged  in  trade  or  business  in  the  United  ■ 
States  and  composed  in  whole  or  in  part  of  nonresident  aliens.  I 
“(c)  Exemption  for  Certain  Consumer  Cooperatives— A  coopera-  J 
tive  which  the  Secretary  or  his  delegate  determines  is  primarily  j 
engaged  in  selling  at  retail  goods  or  services  of  a  type  that  are  gen¬ 
erally  for  personal,  living,  or  family  use  shall,  upon  application  to  the  j 
Secretary  or  his  delegate,  be  granted  exemption  from  the  reporting 
requirements  imposed  by  subsection  (a).  Application  for  exemption  j 
under  this  subsection  shall  be  made  in  accordance  with  regulations  J 
prescribed  by  the  Secretary  or  his  delegate. 

“(d)  Determination  of  Amount  Paid. — For  purposes  of  this  sec¬ 
tion,  in  determining  the  amount  of  any  payment — 

“(1)  property  (other  than  a  qualified  written  notice  of  alloca¬ 
tion)  shall  be  taken  into  account  at  its  fair  market  value,  and 
“(2)  a  qualified  written  notice  of  allocation  shall  be  taken  into  ; 
account  at  its  stated  dollar  amount.  J. 

“(e)  Statements  To  Be  Furnished  to  Persons  With  Respei* 
Whom  Information  Is  Furnished. — Every  cooperative  making  sW 


TO 


Ante,  p.  gee. 


return  under  subsection  (a)(1)  shall  furnish  to  each  person  whose 
name  is  set  forth  in  such  return  a  written  statement  showing — 

“(1)  the  name  and  address  of  the  cooperative  making  such 
return,  and 

“(2)  the  aggregate  amount  of  payments  to  the  person  as  shown 
on  such  return. 

The  written  statement  required  under  the  preceding  sentence  shall 
be  furnished  to  the  person  on  or  before  January  31  of  the  year  follow¬ 
ing  the  calendar  year  for  which  the  return  under  subsection  (a)  (1)  was 
made.  No  statement,  shall  be  required  to  be  furnished  to  any  person 
under  this  subsection  if  the  aggregate  amount  of  payments  to  such 
person  as  shown  on  the  return  made  under  subsection  (a)(1)  is  less 
than  $10.” 

(c)  Returns  Regarding  Payment  of  Interest. — Subpart  B  of 
part  III  of  subchapter  A  of  chapter  61  (relating  to  information 
returns)  is  amended  by  adding  after  section  6048  (as  added  by  section 
7 (f )  of  this  Act)  the  following  new  section : 
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“SEC.  6049.  RETURNS  REGARDING  PAYMENTS  OF  INTEREST. - 

(<i)  Requirement  of  Reporting. _ 

“(1)^In  general— Every  person— 

/KV?  makes  of  interest  (as  defined  in  sub¬ 

section  (b))  aggiegating  $10  or  more  to  any  other  person 

during  any  calendar  year,  or  prison 

‘‘(B)  who  receives  payments  of  interest  as  a  nominee  and 
who  makes  payments  aggregating  $10  or  more  during  any 

so  received6511^  ^  °tie1'  person  with  resI>ect  to  the  interest 

i.a;lLTvke.ia  r®^urn  according  to  the  forms  or  regulations  pre¬ 
scribed  by  the  Secretary  or  his  delegate,  setting  forth  the  aggre¬ 
gate  amount  of  such  payments  and  the  name  and  address  of  the 
person  to  whom  paid. 

“  (2)  Returns  required  by  the  secretary.— Every  person  who 
makes  payments  of  interest  (as  defined  in  subsection  ( b ) )  aggre- 
gutingless  than  $10  to  any  other  person  during  any  calendar  year 
shall,  when  required  by  the  Secretary  or  his  delegate,  make  a 
return  setting  forth  the  aggregate  amount  of  such  payments  and 
the  name  and  address  of  the  person  to  whom  paid. 

“(3)  Other  returns  required  by  secretary.— Every  corpora¬ 
tion  making  payments  regardless  of  amounts,  of  interest  other 
than  interest  as  defined  in  subsection  (b)  shall,  when  required  by 
regulations  prescribed  by  the  Secretary  or  his  delegate,  make  a 
return  according  to  the  forms  or  regulations  prescribed  by  the 
Secretary  or  his  delegate,  setting  forth  the  amount  paid  and  the 
anc  acmress  of  the  recipient  of  each  such  payment. 

(b)  Interest  Defined. — 

“(1)  General  rule.— For  purposes  of  subsections  (a)  (1)  and 
(2),  the  term ‘interest’ means — 


I) 


(A)  interest  on  evidences  of  indebtedness  (including 
bonds,  debentures,  notes,  and  certificates)  issued  by  a  cor¬ 
poration  in  registered  form,  and,  to  the  extent  provided  in 
regulations  prescribed  by  the  Secretary  or  his  delegate,  in¬ 
terest  on  other  evidences  of  indebtedness  issued  by  a  corpora¬ 
tion  of  a  type  offered  by  corporations  to  the  public; 

(B)  interest  on  deposits  with  persons  carrying  on  the 
banking  business; 

“(C)  amounts  (whether  or  not  designated  as  interest)  paid 

by  a  mutual  savings  bank,  savings  and  loan  association,  build¬ 
ing  and  loan  association,  cooperative  bank,  homestead  asso¬ 
ciation,  credit  union,  or  similar  organization,  in  respect  of 
deposits,  investment  certificates,  or  withdrawable  or  repur- 
chasable  shares ; 

(I))  interest  on  amounts  held  by  an  insurance  company 
under  an  agreement  to  pay  interest  thereon  ;  and 
“(E)  interest  on  deposits  with  stockbrokers  and  dealers 
in  securities. 

“(2)  Exceptions. — For  purposes  of  subsections  (a)  (1)  and 
(2),  the  term  ‘interest’  does  not  include — 

“(A)  interest  on  obligations  described  in  section  103(a)  26  use  103 
(1).  or.  (3)  (relating  to  interest  on  certain  governmental 
obligations) ; 

“(B)  to  the  extent  provided  in  regulations  prescribed  by 
the  Secretary  or  his  delegate,  any  amount  paid  by  or  to  a 
foreign  corporation,  a  nonresident  alien,  or  a  partnership  not 
engaged  in  trade  or  business  in  the  United  States  and  com¬ 
posed  in  whole  or  in  part  of  nonresident  aliens ;  and 
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“(C)  any  amount  on  which  the  person  making  payment  is 
required  to  deduct  and  withhold  a  tax  under  section  1451 
(relating  to  tax-free  convenant  bonds),  or  would  be  so 
required  but  for  section  1451(d)  (relating  to  benefit  of 
personal  exemptions). 

“(c)  Statements  To  IIe  Furnished  to  Persons  With  Respect  to 
Whom  Information  Is  Furnished— Every  person  making  a  return 
under  subsection  (a)(1)  shall  furnish  to  each  person  whose  name 
is  set  forth  in  such  return  a  written  statement  showing — 

“(1)  the  name  and  address  of  the  person  making  such  return, 
and 

“(2)  the  aggregate  amount  of  payments  to  the  person  as  shown 
on  such  return.  ,  I 

The  written  statement  required  under  the  preceding  sentence  shall  be 
furnished  to  the  person  on  or  before  January  31  of  the  year  following 
the  calendar  year  for  which  the  return  under  subsection  (a)  (1)  was 
made.  No  statement  shall  be  required  to  be  furnished  to  any  person  i 
under  this  subsection  if  the  aggregate  amount  of  payments  to  such  I 
person  as  shown  on  the  return  made  under  subsection  (a)(1)  is  l«n 
than  $10.”  ^ 

(d)  Penalties  for  Failure  to  File  Information  Returns.—  j 
Section  6652  (relating  to  failure  to  file  certain  information  returns) 
is  amended  to  read  as  follows : 


Ante,  p.  1053. 
Ante,  p.  1054. 
Ante,  p.  1056. 
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“SEC.  6652.  FAILURE  TO  FILE  CERTAIN  INFORMATION  RETURNS. 

“(a)  Returns  Relating  to  Payments  of  Dividends,  Interest, 
and  Patronage  Dividends. — In  the  case  of  each  failure  to  file  a  state¬ 
ment  of  the  aggregate  amount  of  payments  to  another  person  required 
by  section  6042(a)  (1)  (relating  to  payments  of  dividends  aggregat¬ 
ing  $10  or  more),  section  6044(a)  (1)  (relating  to  payments  of  patron¬ 
age  dividends  aggregating  $10  or  more),  or  section  6049(a)  (1)  (re¬ 
lating  to  payments  of  interest  aggregating  $10  or  more),  on  the  date 
prescribed  therefor  (determined  with  regard  to  any  extension  of  time 
for  filing),  unless  it  is  shown  that  such  failure  is  due  to  reasonable 
cause  and  not  to  willful  neglect,  there  shall  be  paid  (upon  notice  and 
demand  by  the  Secretary  or  his  delegate  and  in  the  same  manner  as 
tax),  by  the  person  failing  to  so  file  the  statement,  $10  for  each  such 
statement  not  so  filed,  but  the  total  amount  imposed  on  the  delinquent 
person  for  all  such  failures  during  any  calendar  year  shall  not  exceed 
$25,000. 

“(b)  Other  Returns. — In  the  case  of  each  failure  to  tile  a  sta^- 
ment  of  a  payment  to  another  person  required  under  authority  of  « 
tion  6041  (relating  to  certain  information  at  source),  section  605. 
(a)  (2)  (relating  to  payments  of  dividends  aggregating  less  than 
$10),  section  6044(a)(2)  (relating  to  payments  of  patronage  divi¬ 
dends  aggregating  less  than  $10),  section  6049(a)(2)  (relating  to 
payments  of  interest  aggregating  less  than  $10),  section  6049(a)  (31 
(relating  to  other  payments  of  interest  by  corporations),  or  section 
6051(d)  (relating  to  information  returns  with  respect  to  income  tax 
withheld),  on  the  date  prescribed  therefor  (determined  with  regard 
to  any  extension  of  time  for  filing),  unless  it  is  shown  that  such 
failure  is  due  to  reasonable  cause  and  not  to  willful  neglect,  there  shall 
be  paid  (upon  notice  and  demand  by  the  Secretary  or  his  delegate 
and  in  the  same  manner  as  tax)  by  the  person  failing  to  so  file  the 
statement,  $1  for  each  such  statement  not  so  filed,  but  the  total  amount 
imposed  on  the  delinquent  person  for  all  such  failures  during  the 
calendar  year  shall  not  exceed  $1,000. 
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“(c)  Alcohol  and  Tobacco  Taxes.— - — 76  STAT-  1Q58«. 

^or  f?ilure  t0  file  cert8in  information  returns  with 
respect  to  alcohol  and  tobacco  taxes,  see,  generally,  subtitle  E.” 

w  6  p  N  ALTIES  FOR  Failure  To  Furnish  Statements  to  Persons 
\\ith  Respect  to  Whom  Returns  Are  Filed.— Subchapter  B  of 
chapter  68  (relating  to  assessable  penalties)  is  amended  bv  addino- 

new'section:  ?  (M *****  ^  S6Cti°n  7{g)  °f  this  Act>  ^  following 


Ante, 


988. 


SEC.  6678.  FAILURE  TO  FURNISH  CERTAIN  STATEMENTS. 

6042?clhe6oSetef  to  f,urnish  a  statement  under  section 

b042(c),  6044(e),  or  6049(c)  on  the  date  prescribed  therefor  to  a 

6042taWnh  mPff  wif110111  a^urn  has  teen  made  under  section 
2(a)(1),  6044(a)(1),  or  6049(a)(1),  respectively,  unless  it  is 

j  iw/fl'1  SU<f  1fadure  due  to  reasonable  cause  and  not  to  willful 
neglect  there  shall  be  paid  (upon  notice  and  demand  by  the  Secretary 
or  his  delegate  and  in  the  same  manner  as  tax),  by  the  person  fail- 

;  il  Z  rri1Sn  statement,  $10  for  each  such  statement  not  so 
furnished,  but  the  total  amount  imposed  on  the  delinquent  person 

I  <$25  000  »SUC1  failures  dur,nf?  any  calendar  year  shall  not  exceed 

;  (f)  Technical  Amendments.— Section  6041  (relating  to  informa¬ 

tion  at  source)  is  amended — 

(1)  by  striking  out,  in  subsection  (a)  thereof,  “(other  than 
payments  described  in  section  6042(1)  or  section  6045)”  and  in- 

nnio^g\Mi  iecol!1/erwf1x^other  t}!an  Payments  to  which  section 
6042(a)  (1),  6044(a)  (1),  or  6049(a)  (1)  applies,  and  other  than 
payments  with  respect  to  which  a  statement  is  required  under 

(r)(2ro0rr&(,f)0))°,;a,T(a,<2>’  6044(a)<2)’  6°45’  “49 

(^)  by  striking  out  subsection  (c)  thereof. 

(g)  Clerical  Amendments. — 

(1)  The  table  of  sections  for  subpart  B  of  part  III  of  sub- 
chapter  A  of  chapter  61  is  amended — 

(A)  by  striking  out 

“Sec.  6042.  Returns  regarding  corporate  dividends,  earnings,  and 
profits.” 

and  inserting  in  lieu  thereof 


Ante,  pp. 
1056. 
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“Sec.  6042.  Returns  regarding  payments  of  dividends  and  corporate 
earnings  and  profits.” ; 

\  (B)  by  striking  out 

“Sec.  6044.  Returns  regarding  patronage  dividends.” 
and  inserting  in  lieu  thereof 

“Sec.  6044.  Returns  regarding  payments  of  patronage  dividends.” ; 

and 

(C)  by  adding  at  the  end  of  such  table  the  following: 

“Sec.  6049.  Returns  regarding  payments  of  interest.”. 

(2)  The  table  of  sections  for  subchapter  B  of  chapter  68  is 
amended  by  adding  at  the  end  thereof  the  following: 

“Sec.  6678.  Failure  to  furnish  certain  statements.” 

(h)  Effective  Dates. — 

(1)  Dividends  and  interest. — The  amendments  made  by  this 
section  shall  apply  to  payments  of  dividends  and  interest  made 
on  or  after  January  1,  1963. 

(2)  Patronage  dividends. — The  amendments  made  by  this 
section  shall  apply  to  payments  of  amounts  described  in  section 
6044(b)  of  the  Internal  Revenue  Code  of  1954  made  on  or  after 
January  1,  1963,  with  respect  to  patronage  occurring  on  or  after 
the  first  day  of  the  first  taxable  year  of  the  cooperative  beginning 
on  or  after  January  1,  1963. 
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SEC  20.  INFORMATION  WITH  RESPECT  TO  CERTAIN  FOREIGN  EN¬ 
TITIES. 

(a)  Information  To  Be  Furnished  by  Individuals,  Domestic 
Corporations,  etc.,  With  Respect  to  Certain  Foreign  Corpora¬ 
tions. — Section  6038  is  amended  to  read  as  follows : 

“SEC.  6038.  INFORMATION  WITH  RESPECT  TO  CERTAIN  FOREIGN  COR¬ 
PORATIONS. 

“(a)  Requirement. — 

u(l)  In  general. — Every  United  States  person  shall  furnish, 
with  respect  to  any  foreign  corporation  which  such  person  con¬ 
trols  (within  the  meaning  of  subsection  (d)  (1)),  such  informa¬ 
tion  as  the  Secretary  or  his  delegate  may  prescribe  by  regulations 

relating  to —  _  .  ,  , 

“(A)  the  name,  the  principal  place  of  business,  and  the 

nature  of  business  of  such  foreign  corporation,  and  the 
country  under  whose  laws  incorporated ;  _  I 

Ante,  p.  looo.  “(B)  the  accumulated  profits  (as  defined  in  section  902(c) ) 

of  such  foreign  corporation,  including  the  items  of  income 
(whether  or  not  included  in  gross  income  under  chapter  1 
deductions  (whether  or  not  allowed  in  computing  taxab^| 
income  under  chapter  1),  and  any  other  items  taken  into 
account  in  computing  such  accumulated  profits; 

“(C)  a  balance  sheet  for  such  foreign  corporation  listing 
assets,  liabilities,  and  capital; 

“(D)  transactions  between  such  foreign  corporation  and — 
“(i)  such  person, 

“(ii)  any  other  corporation  which  such  person  con¬ 
trols,  and 

“(lii)  any  United  States  person  owning,  at  the  time 
the  transaction  takes  place,  10  percent  or  more  of  the 
value  of  any  class  of  stock  outstanding  of  such  foreign 
corporation;  and  I 

“(E)  a  description  of  the  various  classes  of  stock  outstand¬ 
ing,  and  a  list  showing  the  name  and  address  of,  and  number 
of  shares  held  by,  each  United  States  person  who  is  a  share-  ; 
holder  of  record  owning  at  any  time  during  the  annual  ac¬ 
counting  period  5  percent  or  more  in  value  of  any  class  of 
stock  outstanding  of  such  foreign  corporation. 

The  Secretary  or  his  delegate  may  also  require  the  furnishing 
of  any  other  information  which  is  similar  or  related  in  nature  to 
that  specified  in  the  preceding  sentence.  m] 

“  (2)  Period  for  which  information  is  to  be  furnished,  etc.-^I 
The  information  required  under  paragraph  (1 )  shall  be  furnished 
for  the  annual  accounting  period  of  the  foreign  corporation  end¬ 
ing  with  or  within  the  United  States  person’s  taxable  year.  The 
information  so  required  shall  be  furnished  at  such  time  and  in 
such  manner  as  the  Secretary  or  his  delegate  shall  by  regulations 
prescribe.  j 

“(3)  Limitation. — No  information  shall  be  required  to  be 
furnished  under  this  subsection  with  respect  to  any  foreign 
corporation  for  any  annual  accounting  period  unless  such  in¬ 
formation  was  required  to  be  furnished  under  regulations  in  effect 
on  the  first  day  of  such  annual  accounting  period. 

“(b)  Effect  of  Failure  To  Furnish  Information. —  j 

“(1)  In  general.— If  a  United  States  person  fails  to  furnish, 
within  the  time  prescribed  under  paragraph  (2)  of  subsection 
(a),  any  information  with  respect  to  any  foreign  corporation 
required  under  paragraph  (1)  of  subsection  (a),  then 
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(A)  in  applying  section  901  (relating  to  taxes  of  foreign 
countries  and  possessions  of  the  United  States)  to  such 
United  States  person  for  the  taxable  year,  the  amount  of 
taxes  (other  than  taxes  reduced  under  subparagraph  (B)) 
paid  or  deemed  paid  (other  than  those  deemed  paid  under 
section  904(d))  to  any  foreign  country  or  possession  of  the 
United  States  for  the  taxable  year  shall  be  reduced  by  10 
percent,  and 

“(B)  in  aPplyi»g  sections  902  (relating  to  foreign  tax 
credit  for  corporate  stockholder  in  foreign  corporation)  and 
960  (relating  to  special  rules  for  foreign  tax  credit)  to  any 
such  United  States  person  which  is  a  corporation  (or  to  any 
person  who  acquires  from  any  other  person  any  portion  of 
the  interest  of  such  other  person  in  any  such  foreign  cor¬ 
poration,  but  only  to  the  extent  of  such  portion)  for  any 
taxable  year,  the  amount  of  taxes  paid  or  deemed  paid  by 
each  foreign  corporation  with  respect  to  which  such  person 
is  required  to  furnish  information  during  the  annual  account- 
\  ing  period  or  periods  with  respect  to  which  such  information 

is  required  under  paragraph  (2)  of  subsection  (a)  shall  be 
reduced  by  10  percent. 

If  such  failure  continues  90  days  or  more  after  notice  by  the 
Secretary  or  his  delegate  to  the  United  States  person,  then  the 
amount  of  the  reduction  under  this  paragraph  shall  be  10  percent 
plus  an  additional  5  percent  for  each  3-month  period,  or  fraction 
thereof,  during  which  such  failure  to  furnish  information  con¬ 
tinues  after  the  expiration  of  such  90-day  period. 

“(2)  Limitation. — The  amount  of  the  reduction  under  para¬ 
graph  (1)  for  each  failure  to  furnish  information  with  respect  to 
a  foreign  corporation  required  under  subsection  (a)  (1)  shall  not 
exceed  whichever  of  the  following  amounts  is  the  greater: 

“(A)  $10,000,  or 

“(B)  the  income  of  the  foreign  corporation  for  its  annual 
accounting  period  with  respect  to  which  the  failure  occurs. 

“(3)  Special  rules.— 

“  ( A)  No  taxes  shall  be  reduced  under  this  subsection  more 
than  once  for  the  same  failure. 

“(B)  For  purposes  of  this  subsection,  the  time  prescribed 
under  paragraph  (2)  of  subsection  (a)  to  furnish  informa¬ 
tion  (and  the  beginning  of  the  90-day  period  after  notice  by 
I  \  the  Secretary)  shall  be  treated  as  being  not  earlier  than  the 

last  day  on  which  (as  shown  to  the  satisfaction  of  the  Secre¬ 
tary  or  his  delegate)  reasonable  cause  existed  for  failure  to 
furnish  such  information. 

“(C)  In  applying  subsections  (a)  and  (b)  of  section  902, 
and  in  applying  subsection  (a)  of  section  960,  the  reduction 
provided  by  this  subsection  shall  not  apply  for  purposes  of 
determining  the  amount  of  accumulated  profits  in  excess  of 
income,  war  profits,  and  excess  profits  taxes. 

"(c)  Two  or  More  Persons  Required  To  Furnish  Information 
With  Respect  to  Same  Foreign  Corporation. — Where,  but  for  this 
subsection,  two  or  more  United  States  persons  would  be  required  to 
furnish  information  under  subsection  (a)  with  respect  to  the  same 
foreign  corporation  for  the  same  period,  the  Secretary  or  his  delegate 
I  may  by  regulations  provide  that  such  information  shall  be  required 
I  only  from  one  person.  To  the  extent  practicable,  the  determination 
I  of  which  person  shall  furnish  the  information  shall  be  made  on  the 
basis  of  actual  ownership  of  stock. 
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“(d)  Definitions. — For  purposes  of  this  section — 

“(1)  Control. — A  person  is  in  control  of  a  corporation  if  sucli 
person  owns  stock  possessing  more  than  50  percent  of  the  total 
combined  voting  power  of  all  classes  of  stock  entitled  to  vote,  or 
more  than  50  percent  of  the  total  value  of  shares  of  all  classes  of 
stock,  of  a  corporation.  If  a  person  is  in  control  (within  the 
meaning  of  the  preceding  sentence)  of  a  corporation  which  in 
turn  owns  more  than  50  percent  of  the  total  combined  voting 
power  of  all  classes  of  stock  entitled  to  vote  of  another  corpora¬ 
tion,  or  owns  more  than  50  percent  of  the  total  value  of  the  shares 
of  all  classes  of  stock  of  another  corporation,  then  such  person 
shall  be  treated  as  in  control  of  such  other  corporation.  For  pur¬ 
poses  of  this  paragraph,  the  rules  prescribed  by  section  318(a)  for 
determining  ownership  of  stock  shall  apply;  except  that— 

“(A)  the  second  sentence  of  subparagraphs  (A)  and  (B), 
and  clause  (ii)  of  subparagraph  (C),  of  section  318(a)(2) 
shall  not  be  applied  so  as  to  consider  a  United  States  person 
as  owning  stock  which  is  owned  by  a  person  who  is  not  a 
United  States  person,  and 

“(B)  in  applying  clause  (i)  of  subparagraph  (C)  of  seel 
tion  318(a)  (2),  the  phrase  ‘10  percent’  shall  be  substituted 
for  the  phrase  ‘50  percent’  used  in  subparagraph  (C). 

'(2)  Annual  accounting  period. — The  annual  accounting 
period  of  a  foreign  corporation  is  the  annual  period  on  the  basis 
of  which  such  corporation  regularly  computes  its  income  in 
keeping  its  books. 

“(e)  Cross  References. — 


“(1)  For  provisions  relating  to  penalties  for  violations  of  this 
section,  see  section  7203. 

“(2)  For  definition  of  the  term  ‘United  States  person’,  see  section 
7701 (a) (30).” 


^  (b)  Information  as  to  Organization  or  Reorganization  of 

Foreign  Corporations  and  as  to  Acquisitions  of  Their  Stock. _ 

Section  6046  (relating  to  returns  as  to  creation  or  organization,  or 
reorganization,  of  foreign  corporations)  is  amended  to  read  as 
follows : 


“SEC.  6046.  RETURNS  AS  TO  ORGANIZATION  OR  REORGANIZATION  OF 
FOREIGN  CORPORATIONS  AND  AS  TO  ACQUISITIONS  OF 
THEIR  STOCK. 


(a)  Requirement  of  Return. — A  return  complying  with  the 
requirements  of  subsection  (b)  shall  be  made  by —  i 

“(1)  each  United  States  citizen  or  resident  who  is  on  January  1® 
l!)t>3,  an  officer  or  director  of  a  foreign  corporation,  5  percent  or 
more  in  value  of  the  stock  of  which  is  owned  by  a  United  States 
pel  son  (as  defined  in  section  7701(a)  (30) ),  or  who  becomes  such 
an  officer  or  director  at  any  time  after  such  date, 

“(2)  each  United  States  person  who  on  January  1,  1963,  owns 
•>  percent  or  more  in  value  of  the  stock  of  a  foreign  corporation, 
or  who,  at  any  time  after  such  date — 

“(A)  acquires  stock  which,  when  added  to  any  stock  owned 
on  January  1,  1963,  has  a  value  equal  to  5  percent  or  more  of 
the  value  of  the  stock  of  a  foreign  corporation,  or 
“(B)  acquires  an  additional  5  percent  or  more  in  value  of 
the  stock  of  a  foreign  corporation,  and 
“(3)  each  person  who  at  any  time  after  January  1,  1963, 
becomes  a  United  States  person  while  owning  5  percent  or  more  in 
value  of  the  stock  of  a  foreign  corporation. 

“(b)  Form  and  Contents  of  Returns.— The  returns  required  bv 
subsection  (a)  shall  be  in  such  form  and  shall  set  forth,  in  respect  of 
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the  foreign  corporation,  such  information  as  the  Secretary  or  his  dele¬ 
gate  prescribes  by  forms  or  regulations  as  necessary  for  carrying  out 
the  provisions  of  the  income  tax  laws,  except  that  in  the  case  of  persons 
described  only  in  subsection  (a)  (1)  the  information  required  shall  be 
limited  to  the  names  and  addresses  of  persons  described  in  subsection 
(a)(2). 

“(c)  Ownership  of  Stock. — For  purposes  of  subsection  (a),  stock 
awned  directly  or  indirectly  by  a  person  (including,  in  the  case  of 
m  individual,  stock  owned  by  members  of  his  family)  shall  be  taken 
into  account.  For  purposes  of  the  preceding  sentence,  the  family  of 
in  individual  shall  be  considered  as  including  only  his  brothers  and 
listers  (whether  by  the  whole  or  half  blood),  spouse,  ancestors,  and 
ineal  descendants. 

“(d)  Time  for  Filing. — Any  return  required  by  subsection  (a) 
ihall  be  filed  on  or  before  the  90th  day  after  the  day  on  which,  under 
iny  provision  of  subsection  (a),  the  United  States  citizen,  resident,  or 
aerson  becomes  liable  to  file  such  return. 

“(e)  Limitation. — 

I  “(1)  General  rule. — Except  as  provided  in  paragraph  (2),  no 
)  information  shall  be  required  to  be  furnished  under  this  section 
with  respect  to  any  foreign  corporation  unless  such  information 
was  required  to  be  furnished  under  regulations  which  have  been 
in  effect  for  at  least  90  days  before  the  date  on  which  the  United 
States  citizen,  resident,  or  person  becomes  liable  to  file  a  return 
required  under  subsection  (a). 

“(2)  Exception. — In  the  case  of  liability  to  file  a  return  under 
subsection  (a)  arising  on  or  after  January  1,  1963,  and  before 
June  1,  1963— 

“(A)  no  information  shall  be  required  to  be  furnished 
under  this  section  with  respect  to  any  foreign  corporation 
unless  such  information  was  required  to  be  furnished  under 
regulations  in  effect  on  or  before  March  1,  1963,  and 

“(B)  if  the  date  on  which  such  regulations  become  effec¬ 
tive  is  later  than  the  day  on  which  such  liability  arose,  any 
return  required  by  subsection  (a)  shall  (in  lieu  of  the  time 
prescribed  by  subsection  (d))  be  filed  on  or  before  the  90th 
day  after  such  date. 

“(f)  Cross  Reference. — 


“For  provisions  relating  to  penalties  for  violations  of  this  section, 
see  sections  6679  and  7203.” 

\(c)  Civil  Penalty  for  Failure  To  File  Return. — Subchapter  B 
1/  chapter  68  (relating  to  assessable  penalties)  is  amended  by  adding 
Jter  section  6678  (as  added  by  section  19(e)  of  this  Act)  the  following  Ante,  p.  1058. 
tew  section : 


SEC.  6679.  FAILURE  TO  FILE  RETURNS  AS  TO  ORGANIZATION  OR 
REORGANIZATION  OF  FOREIGN  CORPORATIONS  AND  AS 
TO  ACQUISITIONS  OF  THEIR  STOCK. 

“(ft)  Civil  Penalty. — In  addition  to  any  criminal  penalty  pro- 
ided  by  law,  any  person  required  to  file  a  return  under  section  6046  Ante,  p.  106I. 
vho  fails  to  file  such  return  at  the  time  provided  in  such  section,  or 
rho  files  a  return  which  does  not  show  the  information  required  pur- 
uant  to  such  section,  shall  pay  a  penalty  of  $1,000,  unless  it  is  shown 
hat  such  failure  is  due  to  reasonable  cause. 

“(b)  Deficiency  Procedures  Not  To  Apply. — Subchapter  B  of 
hapter  63  (relating  to  deficiency  procedure  for  income,  estate,  and  26  use  6211- 
;ift.  taxes)  shall  not  apply  in  respect  of  the  assessment  or  collection  of  6216. 
ny  penalty  imposed  by  subsection  (a).” 
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(d)  Technical,  Amendments. — 

(1)  Section  318(b)  (relating  to  cross  references)  is  amended  by 
striking  out  ‘‘and"  at  the  end  of  paragraph  (5),  by  striking  out 
the  period  at  the  end  of  paragraph  (6)  and  inserting  in  lieu 
thereof  and”,  and  by  adding  at  the  end  thereof  the  following: 


“(7)  section  6038(d)(1)  (relating  to  information  with  respect  to 
certain  foreign  corporations).” 


(2)  The  table  of  sections  for  subpart  B  of  part  III  of  subchapter 
A  of  chapter  61  is  amended  by  striking  out 


“Sec.  6040.  Returns  as  to  creation  or  organization,  or  reorganiza¬ 
tion,  of  foreign  corporations.” 


and  inserting  in  lieu  thereof 


‘Sec.  6046.  Returns  as  to  organization  or  reorganization  of  foreign 
corporations  and  as  to  acquisitions  of  their  stock.” 


(3)  The  table  of  sections  for  subchapter  B  of  chapter  68  is 
amended  by  adding  at  the  end  thereof  the  following: 


“Sec.  6679.  Failure  to  file  returns  as  to  organization  or  reorganiza¬ 
tion  of  foreign  corporations  and  as  to  acquisitions  oA 
their  stock.”  H 

(e)  Effective  Date. — 

(1)  The  amendments  made  by  subsection  (a)  shall  apply  with 
respect  to  annual  accounting  periods  of  foreign  corporations 
beginning  after  December  31,  1962. 

(2)  The  amendments  made  by  subsection  (b)  shall  take  effect 
on  January  1,  1963. 


SEC.  21.  EXPENDITURES  BY  FARMERS  FOR  CLEARING  LAND. 

(a)  Allowance  of  Deduction. — Part  VI  of  subchapter  B  of 
chapter  1  (relating  to  itemized  deductions  for  individuals  and  cor¬ 
porations)  is  amended  by  adding  after  section  181  (as  added  by  sec¬ 
tion  2(c)  of  this  Act)  the  following  new  section: 

“SEC.  182.  EXPENDITURES  BY  FARMERS  FOR  CLEARING  LAND. 

“(a)  In  General. — A  taxpayer  engaged  in  the  business  of  farm¬ 
ing  may  elect  to  treat  expenditures  which  are  paid  or  incurred  by  him 
during  the  taxable  year  in  the  clearing  of  land  for  the  purpose  of 
making  such  land  suitable  for  use  in  farming  as  expenses  which  are 
not  chargeable  to  capital  account.  The  expenditures  so  treated  shall 
be  allowed  as  a  deduction. 

“(b)  Limitation. — The  amount  deductible  under  subsection  (a) 
for  any  taxable  year  shall  not  exceed  whichever  of  the  following 
amounts  is  the  lesser:  W 

“(1)  $5,000,  or 

“(2)  25  percent  of  the  taxable  income  derived  from  farming 
during  the  taxable  year. 

For  purposes  of  paragraph  (2),  the  term  ‘taxable  income  derived 
from  farming’  means  the  gross  income  derived  from  farming  reduced 
by  the  deductions  allowed  by  this  chapter  (other  than  by  this  sec¬ 
tion)  which  are  attributable  to  the  business  of  farming. 

“(c)  Definitions. — For  purposes  of  subsection  (a) — 

“(1)  The  term  ‘clearing  of  land’  includes  (but  is  not  limited 
to)  the  eradication  of  trees,  stumps,  and  brush,  the  treatment  or 
moving  of  earth,  and  the  diversion  of  streams  and  watercourses. 

“(2)  The  term  ‘land  suitable  for  use  in  farming’  means  land 
which  as  a  result  of  the  activities  described  in  paragraph  (1) 
is  suitable  for  use  by  the  taxpayer  or  his  tenant  for  the  produc¬ 
tion  of  crops,  fruits,  or  other  agricultural  products  or  for  the 
sustenance  of  livestock. 
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“(d)  Exceptions,  etc. — 

(1)  Exceptions.  The  expenditures  to  which  subsection  (a) 
applies  shall  not  include — 

“(A)  the  purchase,  construction,  installation,  or  improve¬ 
ment  of  structures,  appliances,  or  facilities  which  are  of  a 
character  which  is  subject  to  the  allowance  for  depreciation 
provided  in  section  1(57,  or 

“(B)  any  amount  paid  or  incurred  which  is  allowable  as 
a  deduction  without  regard  to  this  section. 

“(2)  Certain  property  used  in  the  clearing  of  land. — 

“(A)  Allowance  for  depreciation. — The  expenditures  to 
which  subsection  (a)  applies  shall  include  a  reasonable  allow¬ 
ance  for  depreciation  with  respect  to  property  of  the  tax¬ 
payer  which  is  used  in  the  clearing  of  land  for  the  purpose 
of  making  such  land  suitable  for  use  in  farming  and  which, 
if  used  in  a  trade  or  business,  would  be  property  subject  to 
the  allowance  for  depreciation  provided  by  section  167. 

“(B)  Treatment  as  depreciation  deduction. — For  pur¬ 
poses  of  this  chapter,  any  expenditure  described  in  sub- 
paragraph  (A)  shall,  to  the  extent  allowed  as  a  deduction 
under  subsection  (a),  be  treated  as  an  amount  allowed  under 
section  167  for  exhaustion,  wear  and  tear,  or  obsolescence  of 
the  property  which  is  used  in  the  clearing  of  land. 

“(e)  Election. — The  election  under  subsection  (a)  for  any  taxable 
year  shall  be  made  within  the  time  prescribed  by  law  (including  ex¬ 
tensions  thereof)  for  filing  the  return  for  such  taxable  year.  Such 
election  shall  be  made  in  such  manner  as  the  Secretary  or  his  dele¬ 
gate  may  by  regulations  prescribe.  Such  election  may  not  be  revoked 
except  with  the  consent  of  the  Secretary  or  his  delegate.” 

(b)  Conforming  Amendment.— Section  263(a)(1)  (relating  to  2e  use  263 
disallowance  of  deductions  for  capital  expenditures)  is  amended  by 
striking  out  “or”  at  the  end  of  subparagraph  (C),  by  striking  out 

the  period  at  the  end  of  subparagraph  (D)  and  inserting  “,  or”,  and 
by  adding  at  the  end  thereof  the  following  new  subparagraph : 

“(E)  expenditures  by  farmers  for  clearing  land  deductible 
under  section  182.” 

(c)  Clerical  Amendment.— The  table  of  sections  for  such  part 
VI  is  amended  by  adding  at  the  end  thereof  the  following: 

‘  Sec.  182.  Expenditures  by  farmers  for  clearing  land.” 

(d)  Effective  Date. — The  amendments  made  by  this  section  shall 
^apply  with  respect  to  taxable  years  beginning  after  December  31,  1962. 

SEC.  22.  CHARITABLE  CONTRIBUTIONS  MADE  FROM  INCOME  AT¬ 
TRIBUTABLE  TO  SEVERAL  TAXABLE  YEARS. 

(a)  Treatment  for  Purposes  of  Part  I  of  Subchapter  Q. — Sec¬ 
tion  1307  (relating  to  rules  applicable  to  part  I  of  subchapter  Q)  26 
is  amended  by  adding  at  the  end  thereof  the  following  new  subsection  : 

(e)  Election  With  Respect  to  Charitable  Contributions. — In 
the  case  of  an  individual  who  elects  (in  such  manner  and  at  such  time 
as  the  Secretary  or  his  delegate  prescribes  by  regulations)  to  have 
the  pro\  isions  of  this  subsection  apply,  an  amount  received  or  accrued 
to  which  this  part  applies  shall  be  reduced,  for  purposes  of  computing 
the  tax  liability  of  the  taxpayer  under  this  part  with  respect  to  the 
amount  so  received  or  accrued,  by  an  amount  equal  to  that  portion 
of  (1)  the  amount  of  charitable  contributions  made  by  the  taxpayer 
during  the  taxable  year  in  which  the  amount  is  so  received  or  accrued 
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which  are  allowable  as  a  deduction  for  such  year  under  section  170 
(determined  without  regard  to  this  part),  as  (2)  the  amount  received 
or  accrued  to  which  this  part  applies  is  of  the  adjusted  gross  income 
for  the  taxable  year  (determined  without  regard  to  this  part).  In 
any  case  in  which  the  taxpayer  elects  to  have  the  provisions  of  the 
preceding  sentence  apply,  for  purposes  of  computing  the  limitation 
on  tax  under  this  part — 

“(1)  only  the  same  proportion  of  the  amount  to  which  this 
part  applies  shall  be  taken  into  account  for  purposes  of  comput¬ 
ing  the  limitations  under  section  170(b)(1)  (A)  and  (B)  for 
taxable  years  before  the  taxable  year  in  which  such  amount  is 
received  or  accrued  as  (A)  the  excess  of  the  maximum  amount 
which  could,  if  the  taxpayer  had  made  additional  contributions 
described  in  clause  (i),  (ii),  or  (iii)  of  section  170(b)(1)(A), 
have  been  described  in  clause  (1)  of  the  preceding  sentence  over 
the  amount  described  in  such  clause  (1),  bears  to  (B)  such  maxi¬ 
mum  amount,  and 

“(2)  the  portion  of  the  amount  of  charitable  contributions 
described  in  the  preceding  sentence  shall  not  be  taken  into  account  a 
in  computing  the  tax  for  the  taxable  year  in  which  the  amount 
to  which  this  part  applies  is  received  or  accrued.” 

(b)  Effective  Date. — The  amendment  made  by  subsection  (a) 
shall  apply  with  respect  to  amounts  received  or  accrued  in  taxable 
years  beginning  after  December  31,  1961. 

SEC.  23.  EFFECTIVE  DATE  OF  SECTION  1371(c)  OF  THE  INTERNAL 
REVENUE  CODE  OF  1954. 

(a)  In  General. — Subject  to  the  provisions  of  subsection  (b), 
section  1371(c)  of  the  Internal  Revenue  Code  of  195-1  (as  added  by 
section  2(a)  of  the  Act  entitled  “An  Act  to  amend  the  Internal  Reve¬ 
nue  Code  of  1951  to  provide  a  personal  exemption  for  children  placed 
for  adoption  and  to  clarify  certain  provisions  relating  to  the  election 
of  small  business  corporations  as  to  taxable  status”,  approved  Septem¬ 
ber  23,  1959  (Public  Law  86-376) ),  shall  (notwithstanding  the  provi¬ 
sions  of  the  first  sentence  of  section  2(d)  of  such  Act)  also  apply  to 
taxable  years  beginning  after  December  31,  1957,  and  before  January 
1,  1960. 

(b)  Election  and  Consent  by  Corborations ;  Consents  by  Share¬ 
holders. — Subsection  (a)  shall  apply  with  respect  to  any  corporation 
and  its  shareholders  only  if,  within  one  year  after  the  date  of  the 
enactment  of  this  Act — 

(1)  such  corporation  (in  such  manner  as  the  Secretary  of  the^j 
Treasury  or  his  delegate  prescribes  by  regulations)  elects  to  have  ▼ 
the  provisions  of  subsection  (a)  apply  and  consents  to  the  applica¬ 
tion  of  subsection  (c)  ;  and 

(2)  each  person  who  is  a  shareholder  of  such  corporation  on 
the  date  on  which  such  corporation  makes  such  election,  and  each 
person  who  was  a  shareholder  of  such  corporation  during  any 
taxable  year  of  such  corporation  beginning  after  December  31, 
1957,  and  ending  before  the  date  of  such  election,  consents  ( in  such 
manner  and  at  such  time  as  the  Secretary  of  the  Treasury  or  his 
delegate  prescribes  by  regulations)  to  such  election  and  to  the 
application  of  subsection  (c). 

(c)  Tolling  of  Statutes  of  Limitations. — In  any  case  in  which 
a  corporation  makes  an  election  under  subsection  (b)  — 

(1)  if  the  assessment  of  any  deficiency  against  the  corporation 
making  such  election,  or  any  shareholder  of  such  corporation 
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who  consents  to  such  election,  for  any  taxable  year  is  prevented, 
at  any  time  on  or  before  the  expiration  of  one  year  after  the 
date  of  such  election,  by  the  operation  of  any  law  or  rule  of 
law,  assessment  of  such  deficiency  may,  nevertheless,  be  made,  to 
the  extent  such  deficiency  is  attributable  to  the  application  of 
subsection  (a),  at  any  time  on  or  before  the  expiration  of  such 
one-year  period ;  and 

(2)  if  credit  or  refund  of  any  overpayment  of  tax  by  the 
corporation  making  such  election,  or  any  shareholder  of  such 
corporation  who  consents  to  such  election,  for  any  taxable  year 
is  prevented,  at  any  time  on  or  before  the  expiration  of  one  year 
after  the  date  of  such  election,  by  the  operation  of  any  law  or  rule 
of  law,  credit  or  refund  of  such  overpayment  may,  nevertheless, 
be  allowed  or  made,  to  the  extent  such  overpayment  is  attributable 
to  the  application  of  subsection  (a),  if  claim  therefor  is  filed  on 
or  before  the  expiration  of  such  one-year  period. 


SEC.  24. 


CERTAIN  LOSSES  SUSTAINED  IN  CONVERTING  FROM  STREET 
RAILWAY  TO  BUS  OPERATIONS. 

(a)  In  General. — If  a  corporation  has  a  net  operating  loss  for  the 
jxable  year  ending  December  31,  1953,  or  the  taxable  year  ending 

December  31,  1954,  principally  as  the  result  of  conversion  from  street 
•ailways  to  bus  operations  with  respect  to  part  or  all  of  the  company’s 
operations,  then  its  unused  conversion  loss  will  be  subject  to  the  treat- 
nent  provided  in  subsection  (c) . 

(b)  Unused  Conversion  Loss  Defined— The  amount ol  the  unused 
.conversion  loss  shall  be  the  sum  of  the  part  of  the  net  operating  loss 
for  each  year  described  in  subsection  (a)  which  (without  regard  to 
this  section)  would  be  carried  over  to  the  sixth  taxable  year  following 
the  loss  year  if  section  172(b)  of  the  Internal  Revenue  Code  of  1954 
(or,  where  applicable,  section  122(b)  (2)  (B)  of  the  Internal  Revenue 
Code  of  1939)  permitted  such  a  carryover. 

(c)  Treatment  of  Unused  Conversion  Loss. — If  a  taxpayer  has 
an  unused  conversion  loss,  then  in  determining  the  amount  of  the  net 
operating  loss  carryover  from  the  taxable  year  ending  December 
1959,  to  each  of  the  5  taxable  years  following  such  taxable  year  for 
purposes  of  section  172  of  the  Internal  Revenue  Code  of  1954,  such 
unused  conversion  loss  shall  be  treated  as  a  net  operating  loss  for  the 
taxable  year  ending  December  31,  1959.  This  subsection  shall  apply 
only  for  years  in  which  the  taxpayer  is  engaged  in  the  furnishing  or 
sale  of  transportation  (as  defined  in  section  1503(c)(1)(A)  ol  the 

Tnternal  Revenue  Code  of  1954).  ,  .  ,  . 

(d)  Regulations. — The  Secretary  of  the  Treasury,  or  Ins  delegate, 
may  prescribe  by  regulation  such  rules  as  may  be  necessary  to  carry 
out  the  purposes  of  this  section. 

SEC  25  PENSION  PLAN  OF  LOCAL  UNION  NUMBERED  435,  INTER- 
SEC.  25.  ^  j^rjQNAL  H0D  CARRIERS’  BUILDING  AND  COMMON 

LABORERS’  UNION  OF  AMERICA. 

The  pension  plan  of  Local  Union  Numbered  435  of  the  Interna¬ 
tional  Hod  Carriers’  Building  and  Common  Laborers’  I  mon  oi 
America,  which  was  negotiated  to  take  effect  May  1,  1930.  pursuant 
to  an  agreement  between  such  union  and  the  Building  Trades  Lniploy- 
ers  Association  of  Rochester,  New  York,  Incorporated,  and  which 
has  been  held  by  the  Internal  Revenue  Service  to  constitute  a  qualified 
trust  under  section  401(a)  of  the  Internal  Revenue  (  ode  of  19o4,  and 
to  be  exempt  from  taxation  under  section  o01(a)  of  such  (  ode,  shall 
be  held  and  considered  to  have  been  a  qualified  trust  under  such  sec- 


26  use  172. 
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26  USC  401. 

26  USC  501. 

tion  401(a),  and  to  have  been  exempt  from  taxation  under  such  section 
501(a),  for  the  period  beginning  May  1,  1960,  and  ending  April  20,  , 
1961,  but  only  if  it  is  shown  to  the  satisfaction  of  the  Secretary  of 
the  Treasury  or  his  delegate  that  the  trust  has  not  in  this  period  been 
operated  in  a  manner  which  would  jeopardize  the  interests  of  its 
beneficiaries. 

53  Stat.  71. 

SEC.  26.  CONTINUATION  OF  A  PARTNERSHIP  YEAR  FOR  SURVIVING 
PARTNER  IN  A  TWO-MAN  PARTNERSHIP  WHERE  ONE  DIES. 

(a)  Close  of  Taxable  Year  of  Two-Man  Partnership  When  One 
Partner  Dies. — Section  188  of  the  Internal  Revenue  Code  of  1939 
(relating  to  different  taxable  years  of  partner  and  partnership)  is 
amended — 

(1)  by  striking  out  “If”  and  inserting  in  lieu  thereof  “(a) 
General  Rule. — If” ;  and 

(2)  by  adding  at  the  end  of  such  section  188  the  following  new 
subsection : 

“(b)  Two-Man  Partnership. — For  the  purpose  of  this  chapter,  the 
death  of  one  of  the  partners  of  a  partnership  consisting  of  two  mem¬ 
bers  shall  not,  if  the  surviving  partner  so  elects  within  one  year  aftei^ 
the  date  of  enactment  of  this  subsection,  result  in  the  termination  ofl 
the  partnership  or  in  the  closing  of  the  taxable  year  of  the  partner¬ 
ship  with  respect  to  the  surviving  partner  prior  to  the  time  the  part¬ 
nership  year  would  have  closed  if  neither  partner  had  died  or  disposed 
of  his  interest.” 

53  Stat.  462. 

26  USC  7121. 

53  Stat.  462. 

26  USC  7122. 

(b)  Effective  Date,  etc. — The  amendments  made  by  subsection 
(a)  shall  apply  with  respect  to  taxable  years  of  a  partnership  begin¬ 
ning  after  December  31,  1946,  to  which  the  Internal  Revenue  Code  of 
1939  applies.  If  refund  or  credit  of  any  overpayment  resulting  from 
the  application  of  the  amendments  made  by  subsection  (a)  of  this 
section  (including  interest,  additions  to  the  tax,  and  additional 
amounts),  is  prevented  on  the  date  of  enactment  of  this  Act,  or  within 
one  year  from  such  date,  by  the  operation  of  any  law  or  rule  of  law 
(other  than  section  3760  of  the  Internal  Revenue  Code  of  1939  or  sec¬ 
tion  7121  of  the  Internal  Revenue  Code  of  1954,  relating  to  closing 
agreements,  and  other  than  section  3761  of  the  Internal  Revenue  Code 
of  1939  or  section  7122  of  the  Internal  Revenue  Code  of  1954,  relating 
to  compromises),  such  refund  or  credit  of  such  overpayment,  may, 
nevertheless,  be  made  or  allowed  if  claim  therefor  is  filed  within  one 
year  after  the  date  of  the  enactment  of  this  Act.  No  interest  shall  be 
allowed  or  paid  on  any  overpayment  resulting  from  the  enactment  of 
this  section. 

53  Stat.  4. 

26  USC  1  et  seq . 

SEC.  27.  EXCLUSION  FROM  GROSS  INCOME  OF  CERTAIN  AWARDS  MAD™ 
PURSUANT  TO  EVACUATION  CLAIMS  OF  JAPANESE-AMER- 
ICAN  PERSONS. 

(a)  In  General. — No  amount  received  as  an  award  under  the  Act 
entitled  “An  Act  to  authorize  the  Attorney  General  to  adjudicate  cer¬ 
tain  claims  resulting  from  evacuation  of  certain  persons  of  Japanese 
ancestry  under  military  orders”,  approved  July  2,  1948,  as  amended 
by  Public  Law  116,  Eighty-second  Congress,  and  Public  Law  673, 
Eighty-fourth  Congress  (50  U.S.C.  App.,  secs.  1981-1987),  shall  be 
included  in  gross  income  for  purposes  of  chapter  1  of  the  Internal 
Revenue  Code  of  1939  or  chapter  1  of  the  Internal  Revenue  Code  of 
1954. 

(b)  Effective  Date,  etc. — Subsection  (a)  shall  apply  with  respect 
to  taxable  years  ending  after  July  2,  1948.  If  refund  or  credit  of 
any  overpayment  of  Federal  income  tax  resulting  from  the  application 
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>f  subsection  (a)  (including  interest,  additions  to  tlie  tax,  additional 
amounts,  and  penalties)  is  prevented  on  the  date  of  the  enactment  of 
his  Act,  or  within  one  year  from  such  date,  by  the  operation  of  any 
aw  or  rule  of  law,  the  refund  or  credit  of  such  overpayment  may 
levertheless  be  made  or  allowed  if  claim  therefor  is  filed  within  one 
/ear  after  the  date  of  enactment  of  this  Act.  In  the  case  of  a  claim 
o  which  the  preceding  sentence  applies,  the  amount  to  be  refunded 
ir  credited  as  an  overpayment  shall  not  be  diminished  by  any  credit 
ir  setoff  based  upon  any  item  other  than  the  amount  of  the  award 
referred  to  in  subsection  (a).  No  interest  shall  be  allowed  or  paid  on 
my  overpayment  resulting  from  the  application  of  this  section. 

5EC  28  DEDUCTION  FOR  DEPRECIATION  BY  TENANT-STOCKHOLDER 
'  OF  COOPERATIVE  HOUSING  CORPORATION. 

(a)  Allowance  of  Deduction. — Section  216  (relating  to  deduc¬ 
tions  by  tenant-stockholders  of  a  cooperative  housing  corporation)  is 

amended  by —  .  ,  .. 

(1)  amending  the  heading  thereof  to  read  as  follows: 

“SEC  216  DEDUCTION  OF  TAXES,  INTEREST,  AND  BUSINESS  DE- 
sec.  21b.  u^ciation  by  C00PERAT1VE  housing  CORPORATION 

TENANT-STOCKHOLDER.”;  and 

(2)  adding  at  the  end  of  section  216  the  following  new  sub- 

“  (c)  Treatment  as  Property  Subject  to  Depreciation. — So  much 
of  the  stock  of  a  tenant-stockholder  in  a  cooperative  housing  corpora¬ 
tion  as  is  allocable,  under  regulations  prescribed  by  the  Secretary  or 
his  delegate,  to  a  proprietary  lease  or  right  of  tenancy  m  property 
subject  to  the  allowance  for  depreciation  under  section  167(a)  shall,  26  use  l  . 
to  the  extent  such  proprietary  lease  or  right  of  tenancy  is  used  by  sucli 
tenant-stockholder  in  a  trade  or  business  or  for  the  production  ol 
income,  be  treated  as  property  subject  to  the  allowance  for  deprecia¬ 
tion  under  section  167(a).'’  ,  ,  AtTT 

(b)  Clerical  Amendment.— The  table  of  sections  for  part  VII  oi 
subchapter  B  of  chapter  1  is  amended  by  striking  out  the  item  relating 
to  section  216  and  inserting  in  lieu  thereof  the  following : 

“Sec.  216.  Deduction  of  taxes,  interest,  and  business  depreciation  by 
cooperative  housing  corporation  tenant-stockholder. 

(c)  Effective  Date. — The  amendments  made  by  subsection  (a) 
shall  be  effective  with  respect  to  taxable  years  beginning  after  Decem¬ 
ber  31, 1961. 

epp  od  nFDUCTION  FOR  INCOME  TAX  PURPOSES  OF  CONTRIBUTIONS 
SEC.  29.  DEDUC1 ION  run  uncu  ^ionS  FOR  JUDICIAL  REFORM. 

For  purposes  of  section  170  of  the  Internal  Revenue  Code  of  1954  26  use  170. 
(relating  to  deduction  for  charitable,  etc.,  contributions  and  gifts), 
a  contribution  or  gift  made  after  December  31,  1961,  with  respect  to  a 
referendum  occurring  during  the  calendar  year  1962  to  or  for  the  use 
of  any  nonprofit  organization  created  and  operated  exclusively 

(1)  to  consider  proposals  for  the  reorganization  of  the  judicial 
branch  of  the  government  of  any  State  of  the  United  States  or 

political  subdivision  of  such  State,  and  ,  , 

(2)  to  provide  information,  make  recommendations,  and  seek 
public  support  or  opposition  as  to  such  proposals, 

shall  be  treated  as  a  charitable  contribution  if  no  part  .of  the  net 
earnings  of  such  organization  inures  to  the  benefit  of  any  private  share¬ 
holder  or  individual.  The  provisions  of  the  preceding  sentence  shall 
not  apply  to  any  organization  which  participates  in,  or  intervenes  in, 
any  political  campaign  on  behalf  of  any  candidate  for  public  offic  . 
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SEC.  30.  EFFECTIVE  DATE  OF  AMENDMENT  TO  SECTION  1374(b). 

The  amendment  made  by  section  2(b)  of  Public  Law  86-376  (73 
Stat.  699)  shall  take  effect  on  September  2, 1958. 

SEC.  31.  TREATIES. 

26  use  7852.  Section  7852(d)  of  the  Internal  Revenue  Code  of  1954  (relating  to 

treaty  obligations)  shall  not  apply  in  respect  of  any  amendment  made 
by  this  Act. 

Approved  October  16,  1962,  10:30  a.  m. 
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